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Abstract

Despite its essence for bolstering financial sustzlity, the question as to the model for levengglocal
government financial sustainability still remainkisive in most of the contemporary studies on faian
management in the local government sphere. Thisarek attempted to address this gap by evaluating h
Leon’s four pillars of financial sustainability cése used to bolster local government financialagoability. To
bolster local government financial sustainabilityjs argued that local government managers mussider
using Leon’s four pillars of financial sustainatyilithat encompass strategic financial planning,oine
diversification, sound financial administration aménagement, and own income generation. Howevenefu
research can still explore the challenges of dgietpa financially sustainable local governmentesph
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1. Introduction

Financial sustainability is one of the criticaljé@tories for effective performance of the contenapp public
sector organisations (Bergmann & Grossi, 2014:80the midst of the increasingly complex and numsro
competing needs of the population, financial sustaility edifies resource optimisation (BergmannGossi,
2014:90). This enables governments to effectivelgpond to such competing needs and demands of the
population. Effective response to the different dads of the population influences the improvemdnthe
citizens’ satisfaction and the reduction of theksiof political instabilities that are often expkd by the
opposition political parties to cause situationattlundermine the successful implementation of difie
government developmental programmes (Izza, 2017Z#9¢. pursuit of financial sustainability also lurte
government to consider investing enormous finan@aburces in different revenue generating socomemic
activities. The successful implementation of sudfiednt economic development programmes not only
catalyses economic growth and development, but thisccreation of new employment opportunities, #al
improvement of the standards and conditions ofniviof the population (Organisation for Economic Co-
Operation and Development-OECD. 2009:14). To dgveldinancially sustainable government department o
institution, the use of a prudent model for finahcsustainability is a prerequisite (Manuzi, 20}5:6
Unfortunately, empirical facts in the South Africkotal government imply that as much as all thevaht
legislative and policy frameworks for emboldenirigahcial sustainability are in place, the suitapilof a
framework highlighting the critical constructs thaust be considered to operationalise such lepisland
policy stipulations seems yet a challenge (Mapha@@i5:9; Cashdan, 2015:10; Mabugu and Monkam, :3013
Swilling, 2005:144). Although a number of studies/é evaluated the critical determinants or thebibdis of
financial sustainability in the contemporary puldiector organisations, the issue of the debatdbesuitable
financial sustainability model that can be adoedms to have been ignored by most of the autMapHhalla,
2015:9; Cashdan, 2015:10; Mabugu and Monkam, 20Q13vélling, 2005:144).This research attempted to
address this gap by evaluating how Leon’s fourasllof financial sustainability can be used to teol$éocal
government financial sustainability.

2. Leon’s (2001)Four Pillars of Financial Sustainattty

Leon’s (2001) four pillars of financial sustainatyilhas been one of the fundamental techniquegniproving
financial sustainability in public sector organieas a decade. However, it is still widely recogaidy several
scholars as one of the critical determinants foprowing financial sustainability in the contempgrarublic
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sector organisations. To edify the improvementimdiricial sustainability, Leon’s (2001) four pillao financial
sustainability highlights four fundamental pillahat the public sector managers can pay attentiofttese four
pillars are; strategic financial planning, incomeegsification, sound financial management and adstiation,
and income generation.

2.1.Pillar 1: Strategic Financial Planning

A strategic financial plan refers to a frameworktliming the vision, mission and goals as well ag th
corresponding critical activities that must be ampbshed to influence the achievement of the ddsateategic
objectives and goals. Strategic financial planredgies the prioritisation of the activities craicfor improving
the sustainability of a public sector organisatibrautlines the critical investment programmes anojects that
must be undertaken to generate funds and improgeotierall financial sustainability of the governrhen
department (Oftelie & Sabety, 2013:19). It providpsdelines and directions on the initiatives thaist be
undertaken to achieve the financial sustainabiltjectives. However, some of the authors reitetfegeessence
for linking strategic financial plans to the ovérdévelopment plans or the strategic plan of theegoment
department. Such a view is accentuated in thetfeitlinking strategic financial planning to thevdlpment
plan enables public sector managers analyse anfilgem how the existing and future developmental
programmes can be supported by the existing andefigources of funds. It is such a linkage thativatds
public sector executives to evaluate and assessrhost of the existing and future development pland
programmes can be undertaken. It fills the gap astnof the strategic development planning processhich
most of the government departments often focus onlghe development plans rather than the linkageae
critical sources of funds that can be used in thenting of such programmes (Oftelie & Sabety, 2098 It is
not only the linkage of the development plan to strategic financial plan which is often a challengut also
the tendency of public sector executives to mistarsa strategic financial plan to be budget. tStia
financial plan is nonetheless distinct from a buddgebudget is a plan of how the available finaneé be
utilised in the process of the implementation dfetlent government programmes. As on the other hand
strategic plan is a dynamic framework outlining thr@tical process of how to generate the requinga$ in
conjunction with the analysis of how to optimise tbxisting financial resources (Ball, 2007). Théugeof a
strategic plan as a critical determinant of finahaustainability is strongly echoed in the opisiaf several
other scholars. It enhances the evaluation and aosgm of the sources of funds that are critical o
government to fulfil developmental needs. Howevteis critical that it is accompanied by the deyettent of
the framework for improving a government’s departtissincome diversification.

2.2.Pillar 2: Income Diversification

Income diversification refers to the process ofadeping an array of the sources of income for theegnment.
Financial sustainability of a government departm#gpends on the availability of different sourcédumds.
That implies reliance on only a few sources of medor the government department can underminestent
to which it can be sustainable in the future. Ithierefore critical for government departments éocdime more
creative and innovative in the development and @émm@ntation of a combination of different innovative
programmes that generate incomes (Ball, 2007). Saintke major sources of government incomes arenoft
linked to revenues collected in forms of taxesother words, taxes are the common sources of gmern
revenues. However, considering the increase insémeice provision initiatives and government progmees
that must be financed, sole reliance on taxes esrndjor source of incomes is often the major cao$eshy
most of the government departments are not findpcgustainable. For government departments to be
sustainable, sources of income must span across taxencompass development of services and psothatt
can be sold to the communities (Padilla, Staplef@@Morganti, 2012).

In most of the high performing economies, suchidtiites have often been undertaken by developirsi-co
sharing services so that governments do not jusisinand waste their resources, but also becoreet@bécoup
some revenues. Some of the areas where cost-sisariviges have emerged include education, hosgtalces,
use of parks and roads. Cost-sharing influencegxtent to which some of the major government sessiare
able to become sustainable (Adams, Muir & Hoque,4246). This is attributable to the fact that withst-
sharing, the government does not have to meetuthedst of providing public services, but only paif it
(Padilla et al. 2012). This improves financial sirsability for the reasons that for as long as camities are
willing to meet part of the costs of running sudarvice outlets, the government is assured of theceoof
revenues. Besides taxes and developing cost-shaengces, the other sources of government reveaues
often latent in the development of the governmaeuiblip enterprises in different sectors such asstrart,
agriculture and energy. Through these public sestberprises, governments are able to generates filvad are
not only used in the running of such enterprises, also in the financing of other projects to genernew
sources of funding.

However, challenges have arisen from the fact thatmost of the developing countries, the effective
management and performance of most of the pubtiosenterprises have often been undermined bypton
and political interference that lead to the deplewinof less experienced and skilful political appeeés. As the
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running and management of public sector enterprésespunctuated by such challenges, the running and
managing of public sector enterprises tend to aubteirn into the major sources of burdens thatchffiee
financial sustainability of the contemporary govasents. The implications are often latent in the that as
governments seek for solutions to improve the seddity of public sector enterprises, they ha¥ewo opted
for privatisation. Privatisation is the sale of npragovernment entities to ensure that they araustgd in private
hands to run efficiently. As privatisation of pubBector enterprises are undertaken, governmeamistéeturn to
taxes as the major sources of government reveize®s depend on the performance of the business and
therefore it is often an unreliable source of rexam Although investment in array of different gaweent
projects is a prerequisite for income diversifioati challenges often still arise from lack of matien and
incentives for more creative employees in the pubBctor to innovate and diversify the sourcesnobine
(Adams et al. 2014:46). Such circumstances affecbrne diversification and improvement of the finahc
sustainability of the contemporary government depants. Nevertheless as governments seek to improve
income diversification as one of the pillars forpiraving financial sustainability; it must also becampanied,
by the improvement the nature of financial manageraad administration.

2.3.Pillar 3: Financial Management and Administrati

The overall effectiveness of financial managemerd administration is one of the pillars that prédice
effectiveness of financial sustainability in thentmmporary public sector organisations (Baret, Hidiatfield &
Sandford, 2013). Financial management is a progepianning, organising and controlling the proctssthe
generation and utilisation of the available publicancial resources in the implementation of difer
government programmes. Financial management therédailitates the effective and efficient develaarhof
different programmes to generate the required fuhdslifies the implementation of the strategitaficial plan
that which is a framework outlining critical actieis for the generation and utilisation of the val& public
resources (Baret et al. 2013). When used in cotipmevith the establishment of an effective publiancial
administrative system, it can edify the efficierafythe process for the utilisation of public resms. Financial
administration on the other hand is a process ofroling and putting in place the necessary meigms to
effective generation and utilisation of the avdiapublic finances. It is through sound financiadmagement
and administration that government departmentsable to translate the process for the implemematiothe
strategic financial plan into practical and tangibkalities that influence the change and transdtion of the
socio-economic living conditions and standards loé fpopulation (Baret et al. 2013). To enhance the
achievement of the desired public values, pubharicial management and administration is oftengnated
with the necessary control and accounting improvémeeasures. It also involves the exercise of thesight
roles and the upholding of the principles of goarveynance which are outlined in King 1, 11 and 1d1
encompass transparency, responsibility and acchbilityta

However, challenges have often still arisen from ldck of the critical skills in the fields of aeeding and
financial management (Bergmann & Grossi, 2014:9@®ufficient accounting and financial skills in theblic
sector affects the development and applicatiorhefriecessary critical accounting skills to optimtse limited
public finances and improve the overall financiadtainability of the contemporary public sectorasmgations.
As most of the public sector organisations in tbeeloping countries struggle to deal with the isstitack of
sufficient accounts and financial experts, theyehaften opted for the use of the externally hiredstiltants and
experts. Although such a strategy edifies thenfijllof the skill gaps, challenges usually arise fithm fact that
private external accounts and financial consultargsusually too expensive.

Exorbitant fees charged by private accounts arehfiral consultants often tend to reduce the fir@rmbttom-
lines of most of the public sector organisatiomg] & turn subsequently undermine their financietainability
(Bergmann & Grossi, 2014:90). This is attributabdethe fact that in most of the cases, the accoants
financial experts are hired not to innovate andettgy revenue generating programmes that can beteiby
public sector organisations, but merely to fad#itahe strategic planning and the utilisation of tiready
generated revenues. To counter some of the weasespublic finance management and administrasome
of the high performing public sector organisatidrese often opted to developing and improving thermal
accounting and financial measures and improvingithernal skills and competencies of the accoumts a
financial staffs. However, even if the effectivesme$ public finance management and administratigproves, it
is often not only the public finance management adichinistration which is a critical determinantfifancial
sustainability, but also its linkage to the capi#ib# of the public sector institutions to concegise and generate
own sources of income.

2.4.Pillar 4: Own Income Generation

It is the fundamental reasoning that financial ausibility of the contemporary public sector orgations
depends on the extent to which they are able tergémown income. This is attributable to the fhat financial
sustainability of a public sector organisation deggenot only on how the existing public finances eiffectively
utilised, but also on the generation of enormous seurces of income (Birney, Clarkson, Madden, iRosr
Tuxworth, 2010). The embracement of pillar fourttidgals with the generation of own incomes thegefor
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supplements the utilisation of pillar two of findaicsustainability that deals with income diversifiion. In the
application of pillar four, some of the sourcegablic finances that have been invented include;iitiation of
contributions to trusts or endowment funds, furglrgj for institutional building and operations, dmee
generation through public contributions, incomeeagation by selling goods or services, business|dpueents,
income generation by effective financial managemant strategic partnerships and alliances witlpaate.
Income generations through establishment of a tushdowment funds is often accomplished by deimetpa
trust fund and encouraging pledges to be made €Biat al. 2010). Such funds are often depositethi@nest
bearing accounts to generate more funds that camsééd to supplementary the consolidated budgetbeof
selected government department. Such it supplentbatexisting government budgets, trust or endowwmen
funds therefore contribute enormously towards thgrovement of the financial sustainability of the
contemporary public sector organisations. Thidtisroaccompanied by the development of fundraistitemes
where using largely political connections and limkigh the communities, the government departmegéawises
fundraising to finance certain specific project&iiBy et al. 2010).

Although fundraising is a one off, it can still pedupplement the budgets of certain projects. &b tegard, it
contributes enormously to cost savings that in timpact positively on the improvement of financial
sustainability in the contemporary public sectggamisations (Bouchal & McCrae, 2014). Besides faisiing,
the other strategy for generating own income torawe the financial sustainability of a governmeapdrtment

is often linked to contributions from the publichfbugh schemes, the government may encourage wealth
individuals to contribute funds in return for taxncessions. Although it is unreliable as it depdadsely on the
individual will, it is often one of the strategigenerating additional funds that can improve onfthancial
sustainability of a government department. In casitto contributions where the government hasljoae the
will of the individuals, income generation throughles of goods or services is often more reliaBtaui¢hal &
McCrae, 2014). This is because the government tlapat may either generate new goods and serviegstth
sells, or it can establishment an effective assahagement system through which the existing assets
effectively managed and later sold during replemisht. Although such a mechanism contributes to the
enlargement of the government sources of revemidlenges often still arise from underselling éssets by
the government officials to themselves. Such sitnataffect the generating of sufficient fundsrnéiuience the
improvement of financial sustainability. Howeveheaveas some of the sources of revenues may beogedel
by establishing government owned businesses, ther attrategies involve undertaking effective firiahc
management so as to improve cost savings and dgenee revenues (Burritt, Thoradeniya & Chika Saka
2005). Such initiatives are often accompanied bgtegic alliances with the corporate to developcige
initiatives that enlarge the sources of governmewénues

3.Methodology

The study uses the qualitative-exploratory reseaectdiscern how Leon’s (2001) four pillars of fircaal
sustainability can be used to leverage the findnsisstainability of the South African local goverent
department. This entailed the use of three maingsses that included the analysis of Leon’s (2@049ry on
financial sustainability, the evaluation of the Eggility of Leon’s (2001) theory of financial stagnability in
the South African local government, and recommeaadat on how Leon’'s (2001) theory of financial
sustainability can be used to leverage financiatanability of the South African local governmeigpartment.
The analysis of Leon’s (2001) four pillars of firdal sustainability examined four pillars of finaalc
sustainability that encompass strategic financiahiping, income diversification, sound financial magement
and administration, and income generation. This feliswed by the evaluation of the applicability béon’s
(2001) theory of financial sustainability in theusio African local government vis-a-vis the existithg existing
approaches as well as challenges for bolsterirenéiial sustainability in the South African localvgonment
department. This created a background for discgrnaéw Leon’s (2001) theory of financial sustaindpitan be
used to leverage the financial sustainability @f 8outh African local government department. Thaitieof the
findings and discussions are as follows.

4.Findings

Basing on Leon’s (2001) theory of financial susshitity, findings are presented and discussed i $bction
according to the four pillars of financial sustdiitidy that encompass strategic financial planningzome
diversification, sound financial administration aménagement, and own income generation. The detaitse
findings are as follows.

4.1.Strategic Financial Planning
Strategic financial planning edifies the prioritisa of the activities critical for improving theistainability of a
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public-sector organisation. It outlines the crititevestment programmes and projects that musthigeniaken to
generate funds and improve the overall financiatanability of the government department. It pdesa
guidelines and directions on the initiatives thatismbe undertaken to achieve the financial sustdina
objectives. The analysis of the flexibility of tadopted strategic financial plan must also be apeaned by the
analysis of the extent to which such strategicrfaia plans are linked to the other governmentqiesi and
integrated development plans emphasising the ne@dprove the sustainability of a government departt.
As on the other hand, the indicators of income-ggtitey activities would explore the extent to whiah
government department has invested in an arragv@mnue generating activities. It examines the éxttewhich
not only investments are undertaken on criticatBjmerevenue generating projects, but also howetkecutives
in the government department has been able to netasod develop a network of critical donors tha¢ ar
prepared to support an array of different reveneigegating projects. Such analysis often entailsetrauation
of the extent to which the sources of governmemtmeaes are diversified so that in case, theresisoatage of
revenue generation from one source, the revenoesthie other sources can be engaged. That is wiaaicfal
sustainability refers to. Such view seems tandeth faicts emerging from the analysis of the findingsvhich

it is noted that it is strongly emphasised in thENA that the improvement of the financial sustaitigbof the
municipalities would require strengthening the naipal planning and budgeting process. This iskattable to
the fact that it is through planning that the mipat authorities are able to discern how the exgstiesources
can be optimised to achieve the outlined key presi Municipal planning and budgeting may not omguire
determining how to utilize thee available revenuest also how to generate new sources of revenmes t
influence the extent to which the municipality leato its present as well as future needs and désna

According to the MFMA Circular, the effectivenesktbe municipal planning and budgeting dependsten t
extent to which it is accomplished according to ¢liele processes encompassing a planning phagsrption
phase, tabling and public consultation phase, i@viand debate phase and implementation phasenAbeo
other hand, the national development plan offeitical strategies for the development of a sustam&outh
African government. It outlines critical prioritieand directions that would influence the guide tbeal
government departments and municipalities on thectdons and critical activities that they mustadseomplish
to become wholly sustainable. These critical ptiesi and directions are reflected in the natioreletbpment
plan’s strategic plan that serves to achieve fooath objectives encompassing the provision of th@rgoals
that the South African government aims to achiey@®30, building key obstacles to the effectivenesthe
process for the implementation of the national tgwaent as well as the other critical strategiest ttan be
used to overcome such obstacles. The other fundah@jectives of the national development plarairnbe
creation of a framework and the basis of thinkimgtttan enable the effective utilisation and oggation of the
existing limited public financial resources. Itde that basis that the implementation of the nafidevelopment
plan would aid improvement of the financial susahitity of the local government department. This is
attributable to the fact that as the local govemingzpartment strives to achieve some of the atibbjectives
and goals of the national development plan, thesh sjuests often create the impetus for local gavent
department to invest in areas of priorities thatidanot only minimise cost savings, but also theegation of
the additional new sources of revenues. Cost savimgsing from the implementation of the national
development is accentuated in the fact that théomalt development agitates for investment in theicso
economic projects such as better health care tiasili better education facilities, housing and liwveng
conditions and standards of living as edified by ¢bnstant provision of electricity and water.

4.2.Income Diversification

Financial sustainability of a government departnagpends on the availability of different sourcédumds.
That implies reliance on only a few sources of medor the government department can underminextent

to which it can be sustainable in the future. Itherefore critical for government departments éocdime more
creative and innovative in the development and @mm@ntation of a combination of different innovative
programmes that generate incomes. To pull resoutitas would be used in the financing of different
developmental activities, SALGA uses a funding nidldat requires each local municipality to conttd0.5%

of the total salary and allowances budget, asidistiunicipalities are expected to contribute 0.6%4he total
salary and allowances budget. This contrasts Whapproach used for the metropolitan municipalitewhich
each of the metropolitan municipality is expectedcontribute a flat rate fee of 9.1 million per am In
addition to the contributions from the municip&gj SALGA also raises funds through grants fromceneatral
government, donations and sponsorships from diffepublic entities and non-governmental organisetio
However, the challenge with this funding modelhattit is not sustainable. This is further exactathdy the
fact that the contributions from the municipalitied to be quite limited for SALGA to effectivelpeet its
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developmental obligations. The implications arewfteflected in the fact that most of the colledignts are
often only used for administrative purposes andimdhe developmental activities that would gereifarther
sources of revenues for SALGA.

At the same time, the South African local governimbas also been significantly encouraging the local
government departments and municipalities to inu@ghe income generating activities and projeétss is
attributable to the fact that the increasing depeand of the local government departments and theaipalities
on the donations and grants from the central gowent is increasingly turning to be unreliable aunstainable.
The implications are latent in the fact that indteantral government is encouraging municipaliteegvest in
new sources of revenues. Of recent, local goverhimes been investing in the development of morecéife
local economic development departments in everyicpality. The roles of these local economic depetent
departments are to conceptualise and develop neamue generating projects on which significant gtreents
can be committed to spur and stimulate the devedoprof the sources of revenues through taxes. iBhis
accentuated in the fact that increasingly, munlitipa are being required to be innovative and ttgwaental to
initiate and develop new revenue generating prejddtis is because the expenditures of the cegradrnment
department is too large to the extent that evgnants are made available to the municipalitiegecften, such
funds have not been adequate. At the same timgaernment is over-indebted with the effect thatte year
of 2016/2017, the estimated deficit is 170.5 BillidVNith this high level of indebtedness, the goweent is
reducing its borrowing rate to imply that the mupdities must look internally for the sources ef/enues. To
accomplish this, some of the municipalities haverbeéeveloping policies and strategies that isqgladgrammes
and projects in the key command sectors of the amali economies such as manufacturing, agriculaume
tourism.As much as most of government policies &yislations emphasise the importance for effective
financial management in the local government sphamly limited emphasis seems to have been planethe
generation of additional sources of revenues. Tiiiss the generation of additional revenues tlaat be used to
finance different government socio-economic pragject

Yet, it is the fundamental argument in the finahgastainability literature that financial sustaifdy of a
government department depends on the availabilitiferent sources of funds. That implies reliameeonly a
few sources of income for the government departroantundermine the extent to which it can be suahdé in
the future. It is therefore critical for governmedgpartments to become more creative and innovatithe
development and implementation of a combinatiomiffierent innovative programmes that generate iream
Some of the major sources of government income®fea linked to revenues collected in forms ofemxin
other words, taxes are the common sources of gmarhrevenues. However, considering the increasken
service provision initiatives and government progmges that must be financed, sole reliance on tazethe
major source of incomes is often the major caudewtty most of the government departments are not
financially sustainable. For government departméntse sustainable, sources of income must spasataxes
to encompass development of services and prochettean be sold to the communities.

4.3.Sound Financial Administration and Management

Financial management facilitates effective andcidfit development of different programmes to geteethe
required funds. It edifies the implementation of gtrategic financial plan that which is a frameoutlining
critical activities for the generation and utilisext of the relevant public resources. When usedoimjunction
with the establishment of an effective public finmh administrative system, it can edify the e#ficty of the
process for the utilisation of public resourcesnaficial administration on the other hand is a mecef
controlling and putting in place the necessary raadms to effective generation and utilisationtef available
public finances. It is through sound financial mge@ent and administration that government depatsrane
able to translate the process for the implementatibthe strategic financial plan into practicadatangible
realities that influence the change and transfaonadf the socio-economic living conditions andnstards of
the population. To enhance the achievement of #wretl public values, public financial managemam a
administration is often integrated with the necessantrol and accounting improvement measures.

To leverage cost savings and create extra finanesalurces, most of the municipalities have begaging in
efficiency improvement as strategies for cost misation to unlock enormous cost savings. Througisdéhcost
savings, municipalities would be able to eliminatastes and leverage their overall financial bottomas to
tackle other challenges. In this process, theistagoints for most of the municipalities have aofentailed the
development of an appropriate municipal integratedelopment plan. This is attributable to the fhet the use
of the appropriate integrated municipal developnpdah enables municipalities conduct relevant aislgo as
to identify critical areas of priorities that théemtion must be directed. As areas of priorities identified, it
becomes easier for the municipalities to directtnadshe resources to the areas that the custovadus most.
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This enhances waste minimisation on the basisréisaturces are not wasted on the areas that théatiops do
not attach much significant importance. In the psscof accomplishing this, it is not only the mipat
integrated development plan which is the major migiteant and guide of the process of resource dilmta
Instead, some of the municipalities often emph#ss basing on the key areas highlighted in thegirgted
development plan that an appropriate budgetingga®dés undertaken. The use of an appropriate hindget
process improves the process of resource allocagiominimise the overall risks of resource wasté@gradza ,
Mokwena & Richards, 2010). Subsequently, savescostur in all areas, it subsequently translatés tine
improved financial capabilities of the municipadgito not only respond to their existing finanahligations,
but also the emerging future financial obligatioHewever, some of the challenges affecting the anpment
of the financial sustainability of most of the meipalities are often still linked to the failure ¢oeate a strategic
fit between the municipal capabilities and the tantly changing socio-economic trends.

Yet, the contemporary South African societies amestantly changing politically, economically ancisdly at
the level that the municipalities cannot easily chatSome of these forces are linked to changelseirpolitical
set up that can cause the introduction of new a@ges and beliefs. These new ideologies and balmfiscause
the introduction of new systems and thinking asl welpolicy that do not influence municipalitiesemngage in
constructive activities. In this process, the paBation of certain minor failures and challengefs the
municipalities have often caused service delivésisrand strikes that have paralysed the effeqggrformance
of the municipalities (Plinio, Young & Lavery, 201G2). Some of these strikes and riots even caasggde on
the assets of the municipalities. Quite often, ehesuse the municipalities to have to re-plan howixt such
damages using funds that could have been usedifoe ®ther purposes. It is not only the emergencguch
circumstances that cause situations that underrtigedrive for improving the municipal financialstainability,
but also the fact that as such challenges occuwst ofdhe municipalities are rendered redundanis &ffects the
extent to which the municipalities are able to gdesind complete different development and reveraumeigting
projects on time. To avoid the frequent emergericauch political scenarios, it is often importantconstantly
analyse and sense the probability of the emergefiseich risks and development of contingent planddal
with such challenges when they emerge. Although dfften easier to identify and detect the symptofsuch
volatile political changes, it is often for the nicipalities to avert all of them. In other wordBist demonstrates
the extent to which the emerging new political agsand trends can cause the emergence of newuicsitia
that affect the capabilities of most of the murédijes to effectively deal with such new trendsl @ynamics.

4.4.0wn Income Generation

It is the fundamental reasoning that financial austbility of the contemporary public sector orgations
depends on the extent to which they are able tergémown income. This is attributable to the fhat financial
sustainability of a public sector organisation defsenot only on how the existing public finances effectively
utilised, but also on the generation of enormous seurces of income. The embracement of pillar fibwat
deals with the generation of own incomes therefeupplements the utilisation of pillar two of findalc
sustainability that deals with income diversificaiti In the application of pillar four, some of teeurces of
public finances that have been invented include;itfitiation of contributions to trusts or endowrhdunds,
fundraising for institutional building and operat®) income generation through public contributionspme
generation by selling goods or services, businesgeldpments, income generation by effective finainci
management, and strategic partnerships and alsawi corporate. In terms of the trends on théatives
undertaken to boost revenue generation by the S&fuitan department of local government, Sectiod (B} of
the 1996 Constitution of the Republic of South édrirequires municipalities to constitute relevamictures
which are not only critical for their effective negement and administration, but also for the dgfieé critical
socio-economic services. Such socio-economic sesvinclude education, health, water and sanitatiod
infrastructure essential for improving the attraetiess of the municipality’s environment. The otharctions
are linked to assisting low income households tess basic services, sustaining the municipaldgisration,
training and developing the capacities of the @f&to run the municipality more efficiently.

However, to accomplish these, funds provided byddetral government remains the major source fdads
sustainably delivering on such functions. The fupds/ided by the central financial grant systermine with
the provision of Section 227 of the 1996 Constitatof the Republic of South Africa that prescriliest every
municipality is entitled to the share of nationavenue so that they can be able to effectively mptish their
various socio-economic services. However, as suntbs are being offered, the Division of Revenue2805
requires such funds to be equitably distributednlayional, provincial and local government. In effethe
amount that each municipality obtains from the @ngrant system depends on the amount of fundsittha
collects from its own sources. That implies relatyvpoor municipalities with limited sources of eswes tend

63



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

to get more funds as compared to the municipalitiesicher economic regions that tend to draw adbt
revenues from their own sources. In addition to éimeount of funds raised from own sources, the other
determinants of the amount of funds allocated tohemunicipality are often linked to the low revenue
municipality’s population size, the cost of basicvsces and the extent to which the overall requerpenditure

of the municipality exceed its revenues.

In the disbursement of relevant grants to the pirevinces and the 257 municipalities, the commagresyof
grants that are offered include municipal infrastiwe grants (MIG), municipal urban settlementsad@yment
grants, municipal water infrastructure grant, nadio electrification programme grant, municipal azEifja
building grant and rural households infrastruciynent. However due to the emphasis of the developahstate
approach to governance, most of the socio-econsaricices such as education and healthcare areedffer
free to the citizens. The provision of these sa&widor free even after 20 years of independenceepla
significant financial burden on the state. Everthié local government department was to place sigmif
emphasis on revenue generation, it seems only #teopolitan municipalities would be able to idepntifew
sources from which revenues can be generating. iBhigttributable to the fact that most of rural dbc
municipalities are less productive municipalitiechuse of low economic activities. This low leveeoonomic
activities is further affected by limited investm&rin the economic activities such as agriculturd surism
activities that are often suitable for rural arehBsnited investments in the promotion of socio-ecomc
activities such as agriculture and tourism is cduse the fact that considering the limited fundatttocal
municipalities receive from central government, trafghem are often not left with sufficient funtisinvest in
such activities. Hence, the implications are oftgant in the fact that economic activities suckagsculture and
tourism are not widely promoted amongst the popmriatSuch poor promotion affects the extent to \Wwhic
majority of the people in rural areas is able tgage in agriculture and tourism related economiivities to
boost the economic performance of the rural mualiips.

Yet, as such poor economic performance of ruralioipalities affect generation of additional souroésncome,
the other major constraints of developing finargialistainable local government have often bedeated poor
capacity of the municipalities to initiate and implent different socio-economic income generatingjegts

across different municipalities. Quite often, iEbBusocio-economic income generating projects aketmitiated,
then, the roles and functions performed by coummllas community leaders are of critical signifin
However, it has often emerged that it is not ohly ¢thallenges of lack of skillful leaders that veastiuggle with,
but also lack of resources, training and equipmmatessary for the implementation of different comityu

programmes. Limited financial resources undermime dxtent to which councillors and ward committaes

able to effectively accomplish different activitigihis is attributable to the fact that most of toaincillors and
ward committees operate without the existence pfapiate infrastructure and housing as offices.

4.5.Managerial Implications

Strategic financial planning is one of the foulg# that the local government department will haseonsider

in the initiatives for developing a financially saimable local government. The development of dactfe
strategic financial plan will clarify the directicand the critical activities that the local goveemhdepartment
will have to accomplish to develop a financiallystinable local government department. To achikag the
process of strategic financial planning will reguthe application of four steps encompassing enwiental
analysis, setting of the financial sustainabiliyaty and objectives, developing and applying thaetesies for
leveraging local government financial sustainapiind evaluation and undertaking the necessaryecire
improvement measures. Environmental analysis weulthil the analysis of the changes in trends such a
population growth as well as the likely present éudre expenditures. As this analysis aids undedihg of
the extent to which the generated revenues withdequate for financing all the governmental neids,also
critical to assess the adequacy of the existingcesuof funds. This must be accompanied by theyaisabf the
new sources of funds that more investments nebd tommitted on. Setting of the financial sustailitstgoals
and objective would require the setting of goat ithvolve outlining the time period against whilgnificant
local government dependence on debts and borrowitigbe completely eliminated. As on the otherhand,
developing and applying the strategies for levergadcal government financial sustainability wouddjuire the
development of a combination of government busigess conjunction with commercial activities undden
through public-private initiatives to boost the malelevel of revenue generation.

The implementation of such strategies must be apaaied with constant evaluation and applicatiorthef
corrective improvement measures to ensure thadlfextives and goals of developing a financiallgtainable
local government are achieved. The developmentapmlication of such a strategic financial plan mist
accompanied by investment in the activities thatlifate income diversification. Income diversiftaa is the
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second pillar for local government financial susadility. Income diversification would require ldca
government not only to depend on central governmgeanits, borrowing and donations, but also on rtikermes
generated through investment in the required atittommercial activities. Part of such initiativies income
diversification may require local municipalities favest in the development industrial, commerciad a
residential properties that can be rented out. Heweas enormous funds and revenues are genergated,
critical to note that sound financial administratiand management is of essence for eliminating esat
leverage the maintaining of the overall financiastainability of the local government departmerdt, Yas the
local government department invests in income difieation, it is also likely that it would bolstemwn income
generation as the fourth pillar for financial sursadility. Although these four pillars would credmundations
that spur the improvement of the overall local gameent financial sustainability, it is still criit that it is
accompanied by certain three foundational constroftocal government financial sustainability.

Conclusion

Despite its essence for bolstering financial sustzlity, the question as to the model for levengglocal
government financial sustainability still remainkistve in most of the contemporary studies on faiain
management in the local government sphere. Thisarel attempted to address this gap by evaluatimg h
Leon’s (2001) four pillars of financial sustaindlyil can be used to bolster local government finainci
sustainability. To bolster local government finat@ustainability, it is argued that local govermmnmanagers
must consider using Leon’s (2001) four pillars ofahcial sustainability that encompass strategiarfcial
planning, income diversification, sound financidha@nistration and management, and own income géaerra
However, future research can still explore the lehgles of developing a financially sustainable loca
government sphere.
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