Public Policy and Administration Research www.iiste.org
ISSN 2224-5731(Paper) ISSN 2225-0972(0Online) H-il
Vol.8, No.7, 2018 IIS E

In Quest of a Scale for Measuring Local GovernmenEinancial
Sustainability

Shepherd MhlandaProfessor Dovan Reckson Thakhathi

1. Department of Public Administration, Universityleért Hare, PO box 1153, King Williams Town,
South Africa

2. Faculty of Management and Commerce, Bisho Cam@@§ fndependence Avenue, Parliament Hill,
South Africa

* E-mail ;: melusimh@gmail.com
Abstract

This research explores the scale for measuring gmarnment financial sustainability. Despite théstence of
sound regulatory framework on how local governnefitiancial resources can be generated and managed,
finding still revealed that a challenge often aidem the lack of the scale for measuring localeggnment
financially sustainability. This affects proactianalysis and mitigation of the risks that ofteneafflocal
government financial sustainability. This reseaatiempted to address this question by arguingrtfegtsuring
the overall maturity of the financial sustainalyiliof the local government department can be unkienta
according to four perspectives that include ligyidresilience, service and fiscal responsibilapd public
confidence. It was also posited that this must bisaccompanied by the application of five specsraiigned to
Birney, Clarkson and Tuxworth’s five spectrums af@ernment’s financial sustainability that inclua risk,
compliance-based, incremental, strategic, and swdte. However, future research can still explohe t
challenges of measuring financial sustainability.
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1. Introduction

The essence for the development of a financialgtasmable local government is strongly emphasisethé
1996 Constitution of the Republic of South AfricBhe 1996 Constitution of the Republic of South édri
requires the executive authorities in the localegament department to devise and adopt means vkedaj
services to the population within the designatedations in a way which is within the financial and
administrative capacities of the municipalities. \sthusing the limited resources and the availatapacity of
the municipality, the 1996 Constitution of the Reliwiof South Africa requires develop programmesat thould
aid the development and entrenchment of a demo@at accountable system of government, and théspro

of services in the sustainable manner. The 1996#@otion of the Republic of South Africa also ré@gs the
department of local government to develop and imglet programmes that would significantly influence
improvement of the social and economic developnudnthe country. It is these quests to leverage doun
financial management and financial sustainabilityhe local government department that were echoeétie
Municipal Finance Management Act (MFMA), No. 56 P003.Most of the regulatory reforms that were
introduced by the government to enhance effectiv@ntial management and sustainability of the coptaary
municipalities and local government departments arehored in the Municipal Finance Management Act
(MFMA), No. 56 of 2003. The motive for the introdiom of MFMA was to promote sound financial
management as the source of long term financigamability at the local government level.

Sound financial management refers to the extenthizch financial decisions are based and guidedaamd
financial management principles of equity, honeatd transparency to ensure that the allocated diabn
resources influence the achievement of the outcdimesvhich they were intended. It aids the reductaf
wastes and corruption that cause loss of funds diifoe financing different projects. To achieve thtke
Municipal Finance Management Act emphasises thd faeintegrated planning and budgeting, revenashc
and expenditure management, procurement, assetgamaeat, reporting and oversight. To develop sound
municipal finance management system, the Munickialince Management Act agitated for the change and
reforms of the municipal finance management prasticound financial management as key to leverabiag
long term financial sustainability of the municipials, strengthening oversight through improvedhsmarency
and accountability for the undertaken financialisieos, and institutional strengthening and capdgitilding.

In other words, as the Public Finance Managemeritafyitates for the development of a sound municipal
finance management system, SALGA funding model disdal framework and financial management
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emphasises a joint and cooperative funding modtieastrategies for edifying the improvement of financial
sustainability of the local government departmé@&spite the existence of sound regulatory frameworkow
local government’s financial resources can be gaadrand managed, a challenge still arises frontattie of
the scale for measuring local government finangisdistainability. This affects proactive analysisl anitigation

of the risks that often affect local governmentfinial sustainability. It is therefore against thatkdrop that
relevant analysis is being undertaken in this meteado as to identify the local government finahcia
sustainability that can be suggested for measuwice) government financial sustainability.

2. Literature Review

Poor analysis and identification of the level ofafincial sustainability maturity tend to affect tentification of
the exact level of maturity of a government deparitis financial sustainability. This also affecte textent to
which the executives are able to identify suitdbiprovement measures that can be undertaken toalgeehe
financial sustainability of that particular goveram department. The overall essence for the assessand
identification of the maturity level of a governnmeepartment’s financial sustainability is accetgdan Birney,
Clarkson & Tuxworth’s (2010)Spectrum of Public Sector Leadership on Sustaiedibévelopment”.

2.1 Birney, Clarkson & Tuxworth’s (2010) “Spectrum of Public Sector Leadership on Sustainable
Development”

Birney et al.’s (2010) five spectrum of public secteadership on sustainable development argue th@at
maturity of the financial sustainability leadershif a government department is best measured by the
assessment of five main levels encompassing ataiskpliance, incremental, strategic and systematic

2.2 At Risk

This is a level at which there is systematic fordmamework put in place to influence the developtmaha
financially sustainable government departments lthie weakest point of the stage of developinghanttially
sustainable government department (Beeton, 201tl)isk stage is often characterised by limited ens of
the leaders about the essence for the developmeénirgprovement of financial sustainability. Insteawbst of
the leaders of the government department which ithe at-risk stage often tend to focus on planrang
budgeting that does not integrate investment toudtite alternative sources of revenues. Withousicieming
investments that stimulate the development of adiiive sources of revenues, it is often not easieattain
financial sustainability (Beeton, 2011). This ichese financial sustainability is more associatéd the extent
to which a government department has an arrayftdrent sources of financial resources that theadegent
can effectively use to meet the present obligatmnsvell as future obligations without borrowingrfr other
sources. Since at this level, financial sustaiitgbi$ not widely considered by the managers, qaiten, it is
also evident that it does not feature in most ef ffkans and policies of the government departnidéoivever,
the stage of at-risk level is significantly diffatdrom the other stages such as the complianeg. lev

2.3. Compliance

At the compliance level, there is often the begigndf the executives to recognise the values ampditance of
developing a financially sustainable public-seaboganisation. In effect, as compared to the fitags, the
notion of financial sustainability gets mentionettlantegrated quite frequently in the plans, pekcand the
strategies of the departments. Even in the budgetincesses, financial sustainability issues magrgenfrom
the deliberations of the executive (Etherington1%0 However, conceptualisation and developmenthef
strategies that would spur the improvement of fai@nsustainability is often not widely appreciatethe
implications are latent in the fact that as muchfiaancial sustainability is a cherished state rehis often
limited practical development and implementation mogrammes that spur improvement of financial
sustainability. However, as further improvement sugas are undertaken, it tends to spur the appribetha
government department uses for the developmeits fihancial sustainability to evolve to the incramtal stage.

2.4.Incremental

At the incremental level, there is stronger rectigns of the importance of financial sustainability effect, the
executives in that particular government departnnesy tend to be innovative by conducting frequeralysis
to identify the improvement initiatives that can bedertaken to bolster the financial sustainabitify a
government department. That process, the conceginaficial sustainability is strongly integrated ihe
objectives and goals of the organisation. Thidse accompanied by the development of strategiésrms of
projects that can be implemented to bolster nog tm capabilities of the government departmergpend the
required financial resources, but also to gainmees from the successfully implemented projectsc&iat such
a level, the government is strongly concerned arghged in the drive to improve its financial susaility, it
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may also invest in the training and developmenthaf existing skills as well as constant monitoramgd
evaluations to ensure that the government depattnbecomes financially sustainable. It is further
implementation of continuous improvement that leolsthe capabilities of the government departmeaitdopt
more strategic improvement measures to bolsténasicial sustainability.

2.5. Strategic

At the strategic level, the notion of financial s&usability is deeply entrenched through the défarlevels of
government with the effect that all the politiciassd top government officials frequently includenttheir
campaign manifestos. As financial sustainabilitystsongly emphasised in the strategic plans, iategr
development plans and the campaign manifestogydtiernment also continuously campaign and advdoate
resource optimisation and implementation of prgjébat bolster increment in the sources of revertbese of
the strategies may involve hiring process improveinecensultants to conduct relevant analysis anddongthe
operational processes using methodologies sucligas sanalysis, benchmarking, process evaluationrand
engineering and service quality analysis and imgnoent. The application of these techniques levarage
efficiency improvement that in turn catalyses guogtimisation and resource optimisation. At the saime, it is
often at the strategic level that innovation thimikiand creativity are strongly emphasised as atificedictors
for enhancing the development of different projexatd effective implementation of different projetitat would
catalyse the generation of enormous sources ohuegand improvement of the financial sustaingbdit a
government department. Such innovative measuresf@e accompanied by the development and useeof th
appropriate performance measurement framework®mjuoction with constant monitoring and evaluatton
ensure that the implementation of different finahcsustainability improvement projects influencee th
achievement of the desired strategic objectives goals. The successful implementation of theséatnies
often spurs the development of a government degattsnapproach for enhancing financial sustaingbit
evolve to the next step.

2.6. Systematic

At the systematic level, the concerns for improviimgncial sustainability often get entrenched ast pf the
organisational culture. Since, the drive to imprdivencial sustainability is part of the organisagl culture;
there is often stronger drive of the executivesntegrate sustainability as part of the criticabligothat the
government department strives to achieve. The iiateg of sustainability as part of the criticalag®that must
be achieved is often accompanied by the strongey term commitment of the executives to ensureréiavant
resources are allocated towards the implementatibrthe strategic plans and projects that influence
improvement of financial sustainability of a goverent department. However, constant changes of goeants

in a fully developed democratic society often cagbanges that render it difficult for a well-devedal
systematic system to sink unless all the new gawenis also strongly recognise financial sustaiitgtdls a
critical prerequisite for effective performance afgovernment department. If it is not financial tatrsability
leadership immaturity which is a major paradox @veloping a financially sustainable government, the
challenges of developing a financially sustaindbtal government department may arise from theilitalof

the executives to use an appropriate model to dpveh array of sources of funds (Padilla, Stapkefa®%
Morganti, 2012:9).

As the application of such integrated construclisi@mce improvement of financial sustainabilityiststill often
critical that an appropriate framework is develope@valuate the overall maturity of the finanadabtainability
of the local government department according to fmrspectives that include liquidity, resilienservice and
fiscal responsibility, and public confidence.

3 Four Perspectives (Liquidity, Resilience, Service &iscal Responsibility, and Public Confidence) of
Local Government Financial Sustainability

In terms of these four perspectives of local gorent financial sustainability, PFMA and MFMA do rartly
emphasise the need for monitoring and evaluatiobalso the importance for the level of financiptimisation
to be influenced by an effective budgeting andrmal planning. It is through financial budgetingdaplanning
that the local government department would not didyable to eliminate wasteful expenditures, bab ab
optimise the limited resources to meet as an aofaglifferent needs as possible. Financial optinisagas
required in these legislations significantly immaoh cost savings to in turn leverage the oveeaitll of the
funds that municipalities are able to retain agrtfieancial reserves. It is the amount the muratiy has in its
financial reserves that influences its financiatainability. This is because it is through suctaficial reserves
that the municipality is able to demonstrate tlgipabilities to meet the present as well as fuhgeds. This
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view is strongly recognised in PFMA and MFMA thatancial sustainability is not only achieved by geating
new sources of revenues, but also through minimisaif the existing funds in the way that leveragest
savings and increment. Yet, as Section 196 of thesttution of the Republic of South Africa in cangtion
with the provisions of PFMA and MFMA agitate fonéincial optimisation, the effects are not onlyaefiéd in
the need for improved monitoring and evaluatiort, dso in the importance for intense financial ristalysis
and mitigation. These legislations advocate foeaife financial risk management as one of theegjas for
identification and mitigation of risks that causgahcial wastes. Financial risk management refethé process
of analysing, identifying and mitigating of the wes that would affect financial sustainability. ieased level of
financial wastes affects the amount of funds thatuaicipality is able to retain in its reservesisTéubsequently
affects the extent to which a municipality is albderetain as adequate funds in its reserve to emhdme
effective meeting of the needs of the present dbagethe future generation. In a bid to entrenatulture of
financial risk management, the Constitution impledbestows on the directors and managers in public
departments the mandate to exercise the necessargilifjence to ensure that all the implementedeguwent
projects and programmes achieve the desired sitabbjectives and goals (The Public Service Comimiss
2011:66). At the same time, while deriving from &m@t 196 of the South African Constitution, thea®land
responsibilities for the implementation of a riskamagement strategy in all the modern South Afrigahblic
sector organisations is now contained in the raguia published in terms of the Public Finance Mpamaent
Act (PFMA), 1999 and later amended by the Natiofralasury’s (2009) Framework for Risk Management in
public sector organisations. The National Treasufg009) framework for risk management agitatestifier
creation of an enabling environment for risk mamaget by adopting the appropriate risk managemeatesty
and human resource capacity.

The development of the appropriate financing modgtimises risks of over-reliance on only some searof
finances by the executives in the public sectggniicant reliance by the executives only on somerces of
finance limits the generation of sufficient fundseffectively finance some of the mega projects thast of the
governments often develop (CIPFA-Chartered IngitbftPublic Finance and Accountancy, 2010:5). Afrarn
investment in projects that generate revenuehigbvernment institution, some of the sourcesnafnices may
include government grants, donations and donatioggants from non-governmental institutions oedircredit
finance offered by the commercial financial indtdas. Grants from the central government are meliable
for the reason that it is constantly integratethm national fiscal planning and budgeting. Howewgethallenge
often arise from the fact that in the event of eouit recession, the economic base of the centrargment
may be affected to affect the amount of taxes that be generated to finance grants that are proigethe
central government to different institutions. Tligplies that in such cases, grants to the otheegouent
institutions are significantly reduced or cut-offrepletely (Ellsworth, 1998). It is the risks assaded with the
emergence of such circumstances that render relianagovernment grants unreliable as the sourcésnofs
that influence a government department’s finansigtainability. To avoid such risks, the use of ititernal
sources of funding by way of grants from the cdmjmvernment may be accompanied by the developoient
the external sources of funding from the non-gonemntal organisations. Unfortunately, it is oftert masy for
the largely poor government institutions to inigigiroductive projects or to develop competencias riénder it
possible for them to lobby funding from the extéfuaders such as IMF or UNDP.

The acquisition of external funding requires thearives in different government departments tsdiaand

partner with critical external financers. In thi©pess, the executives are expected to providegrproposals
and plans that convince and motivate the exteuraldrs about the viability of the project. Effeetigvaluations
of the effectiveness of budget utilisation may liegapplication of a combination of qualitative asgantitative

analysis and evaluation. Qualitative evaluatiorierofequire the application of techniques suchefopmance

measurement and assessment, focus group discyssitergiews, document analysis and the analysithef
existing data. Although in most of the cases, sadluations are internally undertaken, it may aésuire the

analysis and evaluations of the opinions of theupatfipns and other stakeholders in the areas wthereroject

is being implemented. As on the other hand, quatité analysis may require the application of téghes such
as surveys, the analysis of the existing datagtational analysis, and chi-squared analysis toedisthe change
that has so far taken place since the beginninghefprocess for the implementation of the budgen.pl
Checking requires the use of the appropriate framnkefor monitoring and evaluation (M&E).

Monitoring refers to an ongoing systematic procesassessing the extent to which the process gegro
implementation is influencing attainment of the ickx$ positive outcomes. Evaluation is a periodialgsis of
efficiency, impact, relevance and sustainabilitytiod effectiveness of project implementation (Ad&011:11;
Dudin, Frolova, Gryzunova & Shuvalova, 2015:244:|&fia, Maletic & Gomiscek, 2012:35; Preble & Hoffma
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2012:26). The effectiveness of M&E framework is gicted by the clarity of the outlined quantitatised
qualitative indicators, selection of appropriatéeiface of quantitative and qualitative M&E methodise
application of appropriate quantitative and qutlita techniques for data analysis and interpretatiand
identification of inhibitors and intervention stegies that can be undertaken to influence improntroéthe
organisational performance (Garbarino & Holland)2@). Depending on the targets and baselinesneditlin
the continuous improvement plan, indicators are dfimbols that must be clearly outlined to highlighé
criteria for the assessment of the effectivenesshef process for the implementation of the contirsuo
improvement measures (Preble & Hoffman 2012:28)ichtors can be input, process, output, and outcamde
impact indicators. Input indicators facilitate ayaion of the level of optimisation of financialdanon-financial
resources used in the implementation of continioysovement strategies (Adato, 2011:11; Dudin, &val
Gryzunova & Shuvalova, 2015:244). Process indicatoeasure efficiency and effectiveness of programme
implementation, as output indicators assess theltsesf the effects of programme vis-a-vis the amoof
resources used. Outcome indicators evaluate the-tgnm effects of a programme on the improvemdrthe
condition and standards of living of the populatiompact indicators on the other hand focus onetveduation
of the long term effects of a programme (Adato,1201; Dudin, Frolova, Gryzunova & Shuvalova, 204gLR
The clear outline of indicators is followed by thetual quantitative M&E process of monitoring anvaleation
using techniques such as surveys, KAP (Knowledggtude and Practices) survey, case study and sisabf
existing statistics. Qualitative M&E techniques empass the use of interviews, focus group discossi@pid
appraisals, performance management, benchmarletigrd, citizens’ report cards and telephone heglii\fter
relevant data has been collected, quantitativeyaisals often undertaken using parametric (t-tesglysis of
variance (ANOVA), multivariate analysis, correlatianalysis and regressive analysis) and non-parianiests
(sign-test and chi-squared () analysis) (Maletic, Maletic & Gomiscek, 2012:Feble & Hoffman 2012:26).
In other words, strategic financial planning andideeting is a pillar for improving the extent to whithe
government is able to effectively invest in relevantivities and projects to leverage their ovefalancial
sustainability (Oftelie & Sabety, 2013:19).

4. Methodology

To reach logical conclusions on the scale thatlmamxtracted and suggested for measuring localrgment
financial sustainability, the study used the intetiye research paradigm. Interpretive researcladigm is a
qualitative research approach that uses conterysimdao undertake critical content analysis ofatties and
literature. This enables the evaluation of the tiesoand literature to extract useful informatidattwould aid
effective response to the phenomenon being inwasily To accomplish this, the research process was
undertaken according to three main steps that epassn analysis of the core theories for measuiagl |
government financial sustainability, analysis af #pproaches for measuring financial sustainabilithe South
African local government sphere, and extractiontted approach that can be replicated for measutieg t
financial sustainability of the South African loggvernment department. The analysis of the careribs for
measuring local government financial sustainabilitgs undertaken by evaluating theories such aseRirn
Clarkson & Tuxworth’s (2010)Spectrum of Public Sector Leadership on Sustaiedbévelopment”This was
accompanied by the analysis of the approaches éasaring financial sustainability in the South &ém local
government sphere by examining the provisions gilations such as the Municipal Finance Managerment
Public Finance Management Act, Section 196 of thasfitution of the Republic of South Africa, ThetNaal
Treasury’s (2009) framework for risk management ahd Chartered Institute of Public Finance and
Accountancy’s (2010:5) view on the challenges péficial sustainability in the South African localvgrnment
department. It is from these evaluations that fig@ach for measuring local government financiatanability
was extracted and suggested as the approach théiecaplicated when measuring local governmemintiral
sustainability. The details of the findings andcdssions are as follows.

5. Findings

It emerged from the findings that despite the emdess to leverage the effective management of local
government finances, it is still often critical tren appropriate framework is developed to evaltiageoverall
maturity of the financial sustainability of the Elagovernment department according to four perspesthat
include liquidity, resilience, service and fiscatsponsibility, and public confidence. This mustoalse
accompanied by the application of five spectrumigneld to Birney et al.” (2010:7) five spectrums &f
government’s financial sustainability that includat risk, compliance-based, incremental, strategiag
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systematic.

4.1.Four Perspectives (Liquidity, Resilience, Seev& Fiscal Responsibility, and Public Confiden&d)Local
Government Financial Sustainability

In terms of these four perspectives of local gorent financial sustainability, PFMA and MFMA do rartly
emphasise the need for monitoring and evaluatiobalso the importance for the level of financiptimisation
to be influenced by an effective budgeting andrfmal planning. It is through financial budgetingdaplanning
that the local government department would not didyable to eliminate wasteful expenditures, bab ab
optimise the limited resources to meet as an aofaglifferent needs as possible. Financial optinisagas
required in these legislations significantly immaoh cost savings to in turn leverage the oveeaitll of the
funds that municipalities are able to retain agr tfieancial reserves. It is the amount the muratiy has in its
financial reserves that influences its financiatainability. This is because it is through suctaficial reserves
that the municipality is able to demonstrate tlgipabilities to meet the present as well as fuhgeds. This
view is strongly recognised in PFMA and MFMA thatancial sustainability is not only achieved by geating
new sources of revenues, but also through minimisaif the existing funds in the way that leveragest
savings and increment. Yet, as Section 196 of thesttution of the Republic of South Africa in cangtion
with the provisions of PFMA and MFMA agitate fonéincial optimisation, the effects are not onlyaefiéd in
the need for improved monitoring and evaluatiort, dso in the importance for intense financial riskalysis
and mitigation. These legislations advocate foeaife financial risk management as one of theegjas for
identification and mitigation of risks that causgahcial wastes. Financial risk management refethé process
of analysing, identifying and mitigating of the wes that would affect financial sustainability. ieased level of
financial wastes affects the amount of funds thatuaicipality is able to retain in its reservesisTéubsequently
affects the extent to which a municipality is albderetain as adequate funds in its reserve to emhdme
effective meeting of the needs of the present dlsasehe future generation.

In a bid to entrench a culture of financial riskmagement, the Constitution impliedly bestows ondiectors
and managers in public departments the mandateeiwise the necessary due diligence to ensureathéte
implemented government projects and programmeseaehihe desired strategic objectives and goals (The
Public Service Commission, 2011:66). At the sametiwhile deriving from Section 196 of the Southiédn
Constitution, the roles and responsibilities foe timplementation of a risk management strategyllinha
modern South African public sector organisationsas/ contained in the regulations published in eohthe
Public Finance Management Act (PFMA), 1999 andrlaenended by the National Treasury's (2009)
Framework for Risk Management in public sector oigations. The National Treasury’s (2009) framewionk
risk management agitates for the creation of arblenga environment for risk management by adoptihg t
appropriate risk management strategy, human resaapacity, and the use of the enterprise risk gemant
framework. It also emphasizes the need for risktifieation, risk assessment, risk response, conication
and reporting, monitoring, and the key roles argpoesibilities of the risk management committeed aundit
committees. Yet, in the exercise of such string@rd@ncial controls and oversight functions, the Ntipal
oversight committees also constitute some of thdidsothat exercise roles. The municipal oversigimmittees
operate at the lowest levels of the local goverrtnsénuctures to ensure all municipalities undertadigatives
that leverage the minimisation of financial wasied losses.

Such oversight roles include checking and evalgatime extent to which the municipal authorities are
performing all functions which are critical for emgg that all the municipal financial resources eaffectively
utilised in the accomplishment of the activities ¥ehich they were dedicated. In effect, the muratipversight
committees not only check the effectiveness of lhdget and financial planning processes, but ase h
effectively are such budgets and financial planplémented. This eliminates risks of deviating frohe
prescribed plan to influence the extent to whiah allocated resources are effectively optimisedwéier, the
effective exercise of some of these roles is oftenstrained by the poor skilfulness of the couarslithat
mainly constitute most of the members sitting i@ thunicipal oversight committees. Although suchitétions
affect the effectiveness of the financial controldaoversight roles exercised by the municipal dgéts
committees, it is still evident that the roles dadctions exercised by the municipal oversight cottaas often
still impact positively on cost savings and wasteimimisation. As it is such improved level of fimaal
resources’ optimisation that leverages the levethef financial reserves that a municipality hag dther
significant roles undertaken towards leveragingtiicial sustainability in the local government sghleas been
emerging from the roles accomplished by the Offitehe Auditor's General. Since 1994, the Officeté
Auditor-General has been performing a number ofctions critical for bolstering the level of finaati
optimisation in the local government sphere. Thdic®fof the Auditor-General performs the monitoring
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functions and frequent audit that aid the detectiod mitigation of the areas of wastes.

4.2 Five Spectrums (At Risk, Compliance-Based,dn@ntal, Strategic, & Systematic) of Local Governtise
Financial Sustainability

Birney, Clarkson & Tuxworth’s (2010) spectrum ofhtia sector leadership on sustainable developmentea
that the maturity of the financial sustainabilipatiership of a government department is best megdyr the
assessment of five main levels encompassing ataiskpliance, incremental, strategic and systematicisk is
the weakest point of the stage of developing anfiraly sustainable government department. At s&dge is
often characterised by limited concerns of the éea@bout the essence for the development and waprent of
financial sustainability. Instead, most of the ledof the government department which is at thesktstage
often tend to focus on planning and budgeting dluats not integrate investment to stimulate altéreatources
of revenues. Without considering investments thatdate the development of alternative sourcesewénues,
it is often not easier to attain financial susthitigy. This is because financial sustainabilitynere associated
with the extent to which a government departmestdraarray of different sources of financial researthat the
department can effectively use to meet the preskligations as well as future obligations withowtriowing
from other sources. Since at this level, finansiadtainability is not widely considered by the ngera, quite
often, it is also evident that it does not featurenost of the plans and policies of the governnutartment.

However, the stage of at-risk level is significgrdifferent from the other stages such as the campé level.
At the compliance level, there is often the begignf the executives to recognise the values ampditance of
developing a financially sustainable public sedaioganisation. In effect, as compared to the fitags, the
notion of financial sustainability gets mentionettlantegrated quite frequently in the plans, pekcand the
strategies of the departments. Even in the budgetincesses, financial sustainability issues magrgenfrom
the deliberations of the executive. At the incretaktevel, there is stronger recognitions of theamance of
financial sustainability. In effect, the executivas that particular government department may témde
innovative by conducting frequent analysis to idfgnthe improvement initiatives that can be undketa to
bolster the financial sustainability of a governindepartment. At the strategic level, the notionfin&ncial
sustainability is deeply entrenched through thderbht levels of government with the effect thalt thle
politicians and top government officials frequenthclude it in their campaign manifestos. As fin@hc
sustainability is strongly emphasised in the stiateplans, integrated development plans and thepaamn
manifestos, the government also continuously cagmpaind advocate for resource optimisation and
implementation of projects that bolster incrementhie sources of revenues. Some of the strategigsmaolve
hiring process improvement consultants to condeletvant analysis and improve the operational psEessing
methodologies such as sigma analysis, benchmaningess evaluation and re-engineering and sequiaéty
analysis and improvement. At the systematic lethed,concerns for improving financial sustainabifitiyjen get
entrenched as part of the organisational culture.

Since, the drive to improve financial sustainapilg part of the organisational culture; there fieio stronger
drive of the executives to integrate sustainabgitypart of the critical goals that the governmagpartment
strives to achieve. However, from the analysishef findings, the state of financial sustainabilitythe South
African local government department seems to bisskd as contrasted with the other levels suctbagptiance,

systematic and strategic levels. This is attriblatetb the fact that findings revealed that despgit®rmous
initiatives undertaken to leverage financial susthility in the South African local government, wrainhibitors

of the initiatives for improving financial sustabibity in the South African local government oftanise from

inadequate municipal capacity, limited income gatieg activities, deficient local government prcament

system and poor leadership and governance. In tefimaidequate municipal capacity, some of thelehgkes
affecting the improvement of the financial susthitiy of most of the municipalities are often lie¢t to the
failure to create a strategic fit between the mipaiccapabilities and the constantly changing s@donomic
trends. Yet, the contemporary South African soegetare constantly changing politically, economicalhd

socially at the level that the municipalities caneasily match. Some of these forces are linkezhémges in the
political set up that can cause the introductiomedv ideologies and beliefs. These new ideologmesteeliefs

can cause the introduction of new systems and itidgnks well as policy that do not influence munédifies to

engage in constructive activities.

In this process, the politicisation of certain mifailures and challenges of the municipalitieséhaften caused
service delivery riots and strikes that have paedythe effective performance of the municipalit®sme of
these strikes and riots even cause damage on fie¢sasf the municipalities. Quite often, these eathe
municipalities to have to re-plan how to fix sudnthges using funds that could have been used fioe sther
purposes. It is not only the emergence of suchunigtances that cause situations that underminedritres for
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improving the municipal financial sustainabilityutbalso the fact that as such challenges occurt ofothe
municipalities are rendered redundant. This affdwsextent to which the municipalities are ablelésign and
complete different development and revenue-gemgratiojects on time. This echoed in the fact tligioagh
the funds granted by the government are often emasimthe challenges faced by the municipalitiesoditen
also enormous. New changes keep on emerging, &xisténg challenges turn complex. This rendedsfiicult
for the municipalities to adopt effective financiabntrol strategies that would leverage their firiah
sustainability.

Yet, as much as most of government policies anibligns emphasise the importance for effectivaricial
management in the local government sphere, oniyddremphasis seems to have been placed on theagene
of additional sources of revenues. This limits ¢femeration of additional revenues that can be tsdthance
different government socio-economic projects. ¥ds the fundamental argument in the financialtaiumsbility
literature that financial sustainability of a gowerent department depends on the availability dédiht sources
of funds. That implies reliance on only a few sesrof income for the government department can ramnide
the extent to which it can be sustainable in theirfu In other words, all these tend to undermine t
development of financially sustainable municipelti Besides these challenges, other exacerbataitproges
are linked to the use of deficient local governmenbcurement system. The local government sphere’s
procurement process is a critical determinant st savings which subsequently impacts on the fiaghneserve
that a municipality holds. It influences the susfesimplementation of different projects as wedlthe ability
to gain from the competencies and capabilitiesifiére@nt suppliers. It also bolsters the selectidrcompetent
and quality suppliers, and cost minimisation résglfrom the elimination of the risks of the selentof less
competent suppliers. All these subsequently impaaditively on the capabilities of the local goveemh
department to not only optimise the existing firiahcesources, but also to generate new sourcesvehues.
Unfortunately, the ability to gain from such valless often been affected by risks arising fromuesd flouting
of the critical processes for effective local gowaent procurement.

Key processes used in the procurement process ébyottal government sphere may entail defining & th
procurement objectives, advertisement of bidsdadérs of the potential suppliers, identificatiéih@ potential
suppliers, interview and selection of the potensappliers, training and building of the competescof
suppliers, managing the procurement process, asasemonitoring and evaluations to improve the aller
effectiveness of the procurement process. In otloeds, all these tend to limit the extent to whpbcurement
processes are able to enhance the optimisatioheokxisting financial resources whilst also faatlitg the
development of socio-economic projects that create sources of revenues. All these are exacerlgt@mor
leadership and governance which is some of thefadffecting the development of financially susadile
municipalities. This is accentuated in the fact thaor leadership and governance causing corrugtifact the
effective utilisation of the municipal financialseurces to influence the achievement of all there@ssocio-
economic outcomes. This increasing spate of poadedeship and governance is caused by the increasing
emergence of poor ethical culture. As most of thieia leaders are accused of involvement in coioapfit
tends to affect the development of the organisatianoral fabric that leverages the overall leadersh
effectiveness.

Quite often, these decaying morals are further exkeated by lack of ethical guidelines and poor exeability

of ethical breaches that are all in turn causirgs lof billions. This is accentuated in the CormptWatch
Reports (2015) that indicates that since muniagxalcutive top management officials are grantedrtaadate to
determine their salaries, most of them have begagad in the unscrupulous acts of increasing gaaries up
to about 50%. Even in the midst of the Auditor-Galie Reports (2016) that about 14 municipalitiessén
received unqualified reports, the municipal manageceive about ZAR950 000 and the Chief Finar@fiter

gets about ZAR900 000 excluding benefits that mtakatal about ZAR 1.2million. Besides bribery, estion,

embezzlement and graft, the other forms of corampliave been latent in nepotism and patronagensgsteven
though efforts are being undertaken to overcomsetloerruption related challenges, the major sturgbdlocks
are often linked to corruption, financial mismanagat and the appointment of senior officials soletythe
basis of political connectivity or employment eguibnsiderations. In other words, all these imply state of
financial sustainability in the South African loggdvernment department seems to be at risks asasted with
the other levels such as compliance, systematistaatkgic levels.

4.3.Managerial Implications

In the context of the illustration in Figure 3, reaeng the overall maturity of the financial sustiility of the
local government department would require the Usth® four perspectives (liquidity, resilience, \see and
fiscal responsibility & public confidence) of locgbvernment financial sustainability in conjunctiaith the
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five spectrums (at risk, compliance-based, incraaigstrategic & systematic) of local governmemtaficial
sustainability. The details of how the local goweemt department can apply these measures are regblas
follows.

4.4 Four Perspectives (Liquidity, Resilience, Seev& Fiscal Responsibility, and Public Confidenoé)Local
Government Financial Sustainability

The four perspectives would explore the liquiditgsilience, service and fiscal responsibility angbljc
confidence of local government financial sustailigbiLiquidity would evaluate the extent to whithe local
government department has sufficient cash to ne@résent needs as well as future needs and demEmd is
attributable to the fact that financial sustain&pibf the local government department is not omgasured by
the extent to which it has adequate cash to meepthsent obligations, but also the extent to wiiidias
sufficient cash to meet all the future eventuditi€hat implies in terms of the sources of funtisyust be able
to have sources that boost the present as welleaButure sources of revenues. Liquidity analysigriportant
for the reason that it influences managers to erpdifferent ways for creating new revenues as a&lboosting
the existing sources of funds. Yet, as liquidityalgeis is being undertaken, the other critical gsial would
require the evaluation of the resilience of thealogovernment financial system. Such resiliency thmhes
measured by the extent to which given the availableenues and sources of funds, the local goverhmen
department would be able to withstand all the ayadittes as well as sudden events with potentialisoupt the
overall performance of the local government depantmit is such capabilities to withstand all ewetities that
indicate the level of the maturity of the local gavment financial sustainability. In case, the laggavernment
department is found to be incapable, then, it ipartant that the local government department dgssknd
applies critical strategies for boosting the oJetalel of financial sustainability. Besides theabysis of
resilience, it is also important for the local govaent department to examine the dimensions oficeand
fiscal responsibilities. Service and fiscal resjloiises measures the extent to which the localegament
department would be able to meet all their finanaral fiscal obligations without relying on extermaeasures
such as borrowing. Positive scores attained othaie factors influence the confidence that thdiptiave in
the local government financial system. Since, nudsthe supplies to the municipalities are drawnrfrthe
public, this public confidence is critical for em#g the continuity of the local government deparin Public
confidence and trust also eliminate risks of emacgeof disruptive events such as strikes and thes may
occur if the public has lost trust and confidencat ttheir needs will be met. Yet, as these measanedeing
applied to gauge the level of maturity of the logavernment department financial sustainabilityisitalso
critical to use the five spectrums (at risk, comptie-based, incremental, strategic & systematicjocdl
government financial sustainability.

4.5.Five Spectrums (At Risk, Compliance-Based,dn@ntal, Strategic, & Systematic) of Local Governtise
Financial Sustainability

The five spectrums of local government financiatainability which can be used for measuring théuniiy of
the local government financial sustainability irtduat risk, compliance-based, incremental, strategid
systematic. At risk would imply that the local gowment financial system is weak and very vulnerablbeing
disrupted by any eventualities. It implies therénsufficient revenues as well as total incapabiito meet the
existing as well as future financial obligationsheT financial sustainability of the South Africancéd
government department is presently at this statés implies, investment in revenue generating &tts/ is
critical for improving the maturity of the overédtical government financial sustainability. In adatitto being at
risks, the level of the maturity of the local gawerent financial sustainability is also at the coapte-based
levels. In the compliance-based levels, initiatie@e only undertaken to comply with relevant pelsciand
legislations without the actual commitments of dfiécials to leverage the overall financial sustdility of the
local government department. This implies, it is ffnificant importance for the department of local
government to invest in the initiatives that woutdprove the maturity of it financial sustainabilifyfom
incremental to the systematic and strategic IéMed incremental level is measured by the factttherte is often
stronger recognitions of the importance of finahsiastainability. In effect, the executives in ttgarticular
government department may tend to be innovativednducting frequent analysis to identify the impgment
initiatives that can be undertaken to bolster tin@ricial sustainability of a government departméntthat
process, the concept of financial sustainabilitysteongly integrated in the objectives and goalstiud
organisation. This is also accompanied by the dgweéent of strategies in terms of projects that ban
implemented to bolster not only the capabilitiesth® government department to spend the requirethdial
resources, but also to gain revenues from the seftdly implemented projects. Since, at such allethe
government is strongly concerned and engaged imtive to improve its financial sustainability, ritay also
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invest in the training and development of the éxisskills as well as constant monitoring and eatiins to
ensure the government department becomes finansiadtainable. At the strategic level, the notibfirancial
sustainability is deeply entrenched through thdedbht levels of government with the effect thalt thle
politicians and top government officials frequenthclude it in their campaign manifestos. As fin@hc
sustainability is strongly emphasised in the stiatelans, integrated development plans and thepaamn
manifestos, the government also continuously cagmsaiand advocates for resource optimisation and
implementation of projects that bolster incremantthie sources of revenues. At the systematic lethel,
concerns for improving financial sustainabilityeftget entrenched as part of the organisationalireulSince,
the drive to improve financial sustainability isrpaf the organisational culture; there is ofterosger drive of
the executives to integrate sustainability as pathe critical goals that the government departnstrives to
achieve. The integration of sustainability as jpérthe critical goals that must be achieved isrofiecompanied
by the stronger long term commitment of the exeestito ensure that relevant resources are allotateatds
the implementation of the strategic plans and jgtsjéhat influence improvement of financial susaitity of a
government department. However, constant changepwérnments in a fully developed democratic sgciet
often cause changes that render it difficult fowell-developed systematic system to sink unlesghallnew
governments also strongly recognise financial susiality as a critical prerequisite for effectiperformance of

a government department.

Conclusion

Despite the existence of sound regulatory framewmrkhow local government’s financial resources ban
generated and managed, finding still revealed thathallenge often arises from the lack of the sdaie
measuring local government financially sustaingbillThis affects proactive analysis and mitigatadrthe risks
that often affect local government financial susaility. This research attempted to address thistion by
arguing that measuring the overall maturity of fimancial sustainability of the local governmentpdement
can be undertaken according to four perspectiveg thclude liquidity, resilience, service and fisca
responsibility, and public confidence. It was giesited that this must also be accompanied byppécation of
five spectrums aligned to Birney et al.’ (2010:iRefspectrums of a government’s financial sustalitalihat
include; at risk, compliance-based, incrementahtsgic, and systematic. However, future reseaesh still
explore the challenges of measuring financial snahdlity.
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