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THE MUNICIPALITY AS ELECTRICITY SERVICE AUTHORITY

WHAT THIS BOOKLET IS ABOUT
The Councillor Development Programme is an initiative led by SALGA to
empower local government councillors to provide well-informed political
leadership with regard to sustainable delivery of all municipal functions.
A basic understanding of the sector that falls under the portfolio of the
councillor will assist towards achieving this goal.
The overall goal of the programme for the energy and electricity
sector, which includes energy efficiency and renewable energy, is to
enhance the capacity of councillors by creating a knowledge base and
understanding of the sector to ‘effectively and appropriately play an
oversight role in relation to this sector’.
Councillors will have a broad understanding of the value chain and the
policy and legislative framework that governs the sector. They will also
gain an appreciation for various aspects of the sector such as the electricity
service authority role the municipality plays and how electricity is regulated
as well as the municipal functions of financing, planning and providing
access to electricity for the municipality’s constituents. Through this
information, councillors will be better equipped to ask relevant questions
and make informed decisions for this sector.
This booklet has been prepared to provide councillors with an understanding
of the role of the municipality as an electricity service authority.
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The South African electricity industry has been vertically
integrated and has three main functions: generation, transmission
and distribution.
Generation is the process of producing electricity from various fuel sources.
Traditional sources are fossil fuels like coal and gas, and nuclear and
hydropower. Recently, to increase capacity to meet demand and comply
with international standards for sustainable, clean energy, South Africa has
had to diversify the energy mix. There has been more investment in gas
and nuclear and renewable sources of energy like wind, solar and biofuel
are being brought onto the grid. Generation happens at bulk-generation
level, sub-transmission level and on the distribution level through smallscale embedded generation (SSEG).
Transmission is when generated electricity is transported through transmission lines to the national electricity grid. High-voltage networks minimise
line losses that can occur when electricity travels long distances.
Distribution is when electricity is distributed through low-voltage lines
to the end consumer. There are various categories of end consumers,
depending upon the nature of their sector and usage.
FIGURE 1: ELECTRICITY CONSUMPTION IN SOUTH AFRICA
GENERAL
8%

MINING
17%
AGRICULTURE
3%
COMMERCIAL
11%
MANUFACTURING
40%

TRANSPORT
3%

DOMESTIC
18%

2

2

ELECTRICITY
SERVICE AUTHORITY

Our Constitution gives municipalities the responsibility for electricity
reticulation. Current distribution arrangements are a legacy of the
apartheid era when historically white municipalities distributed
electricity to white areas, and Eskom to black townships and some
so-called homelands. The few regional electricity utilities that supplied
electricity to the homelands were absorbed into Eskom when South
Africa became a democracy. The role of the municipality as a service
authority is based on various pieces of legislation.

Legislative mandates
Constitution of the Republic of South Africa, 108 of 1996 assigns
municipalities executive authority and right to administer local
government functions laid out in Schedule 4 Part B which includes
electricity reticulation.
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It is hereby notified that the President has assented to the following Act, which is
hereby published for general information:–
No. 56 of 2003: Local Government: Municipal Finance Management Act,
2003.

Municipal Systems Act 32 of 2000 defines municipalities as service
authorities that have the right to decide who distributes electricity in
their area and the right to appoint a suitable service provider in terms
of a service delivery agreement.
Municipal Finance Management Act 56 of 2003 governs municipal
tariffs and setting of municipal tariffs.
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It is hereby notified that the President has assented to the following Act, which is
hereby published for general information:–
No. 12 of 2007: Municipal Fiscal Powers and Functions Act, 2007.

Municipal Fiscal Powers and Functions Act 12 of 2007 regulates
the levying of municipal surcharges.
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LOCAL GOVERNMENT: MUNICIPAL STRUCTURES ACT 117 OF 1998

[ASSENTED TO 11 DECEMBER 1998]

[DATE OF COMMENCEMENT: 1 FEBRUARY 1999]

(English text signed by the President)
as amended by
Local Government: Municipal Structures Act 58 of 1999
Local Government: Municipal Electoral Act 27 of 2000
Local Government: Municipal Systems Act 32 of 2000
Local Government: Municipal Structures Amendment Act 33 of 2000
Local Government: Municipal Structures Amendment Act 20 of 2002
Local Government Laws Amendment Act 51 of 2002
Local Government: Municipal Structures Amendment Act 1 of 2003
Constitution of the Republic of South Africa Amendment Act 2 of 2003
Cross-boundary Municipalities Laws Repeal and Related Matters Act 23 of 2005i*
Small Business Tax Amnesty and Amendment of Taxation Laws Act 9 of 2006
Regulations under this Act

ELECTION OF MUNICIPAL OFFICE BEARERS AND REPRESENTATIVES TO DISTRICT COUNCILS
POLICY FRAMEWORK FOR THE ADJUSTMENT OF DIVISION OF FUNCTIONS AND POWERS
REGULATIONS

ACT
To provide for the establishment of municipalities in accordance with the
requirements relating to categories and types of municipality; to establish criteria
for determining the category of municipality to be established in an area; to define
the types of municipality that may be established within each category; to provide
for an appropriate division of functions and powers between categories of
municipality; to regulate the internal systems, structures and office-bearers of
municipalities; to provide for appropriate electoral systems; and to provide for
matters in connection therewith.
Preamble
WHEREAS the Constitution establishes local government as a distinctive sphere
of government, interdependent, and interrelated with national and provincial spheres of
government;
WHEREAS there is agreement on the fundamental importance of local
government to democracy, development and nation-building in our country;
WHEREAS past policies have bequeathed a legacy of massive poverty, gross
inequalities in municipal services, and disrupted spatial, social and economic
environments in which our people continue to live and work;
WHEREAS there is fundamental agreement in our country on a vision of
democratic and developmental local government, in which municipalities fulfil their
constitutional obligations to ensure sustainable, effective and efficient municipal services,
promote social and economic development, encourage a safe and healthy environment by
working with communities in creating environments and human settlements in which all
our people can lead uplifted and dignified lives;
WHEREAS municipalities across our country have been involved in a protracted,
difficult and challenging transition process in which great strides have been made in
democratising local government; and
WHEREAS municipalities now need to embark on the final phase in the local
Copyright Juta & Company Limited
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It is hereby notified that the President has assented to the following Act, which is
hereby published for general information:–
No. 4 of 2006: Electricity Regulation Act, 2006.
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Municipal Structures Act of 1998 emphasises the role of
the municipal council in ensuring community consultation or
participation in local government. It also states that bulk supply
of electricity, which includes transmission, distribution and, where
applicable, generation of electricity, is a district municipality function
and power.
Electricity Regulation Act, 2006 (Act No. 4 of 2006) as amended
in 2007 gives municipality executive authority over electricity
reticulation and the right to reticulate electricity within its area of
jurisdiction in terms of the Municipal Structures Act.

ELECTRICITY SERVICE AUTHORITY
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Authority vs. provider
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The Municipal Systems Act establishes municipalities as service
authorities and distinguishes between authority and provider.
The authority function includes policy development, drafting bylaws, setting tariffs, making arrangements for financing investment
in services, deciding on how services are provided and regulating
the provision of services in terms of by-laws and other mechanisms.

The service provider – the municipality itself or an external provider
like Eskom – is the entity that undertakes to provide the service. The electricity
service provider operates and maintains an electricity network and sells electricity
to customers.

HOW THE SERVICE AUTHORITY ROLE HAS CHANGED

The role of the municipality as service authority has evolved through various pieces
of legislation. The powers and functions of the municipality are governed by Section
156 of the Constitution.

The powers and functions of municipalities
(Section 156 of the Constitution)
(1) A municipality has executive authority in respect of, and has the right to
administer –
(a) the local government matters listed in Part B of Schedule 4 and Part
B of Schedule 5; and (Note: Part B of schedule 4 includes electricity
reticulation)
(b) any other matter assigned to it by national or provincial legislation.
(2) A municipality may make and administer by-laws for the effective
administration of the matters which it has the right to administer.
(3) Subject to section 151(4), a by-law that conﬂicts with national or
provincial legislation is invalid. If there is a conﬂict between a by-law and
national or provincial legislation that is inoperative because of a conﬂict
referred to in section 149, the by-law must be regarded as valid for as long
as that legislation is inoperative.
(4) The national government and provincial governments must assign
to a municipality, by agreement and subject to any conditions, the
administration of a matter listed in Part A of Schedule 4 or Part A of
Schedule 5 which necessarily relates to local government, if—
(a) that matter would most effectively be administered locally; and
(b) the municipality has the capacity to administer it.
(5) A municipality has the right to exercise any power concerning a matter
reasonably necessary for, or incidental to, the effective performance of its
functions.
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The Constitution gives local government executive authority over electricity
distribution and the right to administer it. It also recognises the rights of
national and local government to legislate and regulate this function.
Executive authority includes the right and duty to enter into service-provider
agreements with the entities that distribute electricity on its behalf, and
the right to daily administration and management (through planning and
decision making) of an electricity service. National legislation, in particular
the Municipal Systems Act (also referred to as the Systems Act) facilitates
electricity reticulation. The objective is to ensure sustainable service provision
to communities. The act intends, among other things, to provide for the core
principles, mechanisms and processes that will enable municipalities to move
progressively towards social and economic upliftment, and universal access to
essential services that are affordable to all.
Municipalities have a duty to give effect to the provisions of the Constitution
(section 73) by rendering municipal services through an internal mechanism
(section 76a) or an external mechanism (section 76b). To render a service
through an external mechanism (such as Eskom) municipalities must enter into
a service delivery agreement with the service provider.
Section 74(1) of the Municipal Systems Act requires a municipal council to
adopt and implement a tariff policy that governs the levying of fees for a
services provided by the two mechanisms. Users should also be treated
equitably in the application of tariffs.

Did you know?
Although the Municipal Structures Act states
that electricity distribution is a function of the
district municipality, it also allows for the minister
of local government (through Act 117 of 1998,
as amended) to authorise a local municipality ‘to
perform a function or exercise a power’, including
the electricity power and function as defined above,
‘in its area or any aspect of such function or power’.
This helps to determine the default service authority (local
or district municipality) for different services and is a
mechanism whereby the service authority function can be
allocated between a district and local authority. In 2003,
the minister issued gazetted notices that gave authority to
certain local municipalities.
Electricity distribution at local government level is thus
predominantly a function of local and metropolitan
municipalities. There is only one district municipality that
distributes electricity.

ELECTRICITY SERVICE AUTHORITY
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ELECTRICITY AND ENERGY

REGULATION

For more information on the municipality’s tariff policy
implementation role, refer to Electricity and Energy
Regulation.

Municipalities as electricity service authorities
The key role of the electricity service authority is electricity reticulation. It
thus has the responsibility and authority to:
• Trade electricity (i.e. buy bulk supply and sell electricity to their
customers)
• Distribute the supply to its customers through its distribution networks
• Manage all associated services that facilitate the trade and distribution
of electricity.
All municipalities are service authorities, which includes the role of service
authority for electricity (as per the Constitution). NERSA has issued 177
distribution licenses to municipalities (165 local municipalities, eight
metropolitan municipalities and one district municipality).1 For example,
Mangaung and the City of Johannesburg are electricity service authorities
that have licensed subsidiary entities as their electricity service providers
(Centlec and City Power respectively).

Licensing an electricity service provider
The Electricity Regulation Act (Act 4 of 2006, as amended) states that
anyone who operates an electricity distribution facility must have a licence.
NERSA licenses the provision function, but not the authority function. The
licences NERSA issues for municipal electricity distributors (providers)
list the supply areas for each licensee. Supply areas include those of the
previous transitional local council areas (urban areas) and the transitional
rural council (TRC) that formed the new municipality, but exclude the
customers supplied by Eskom or other licensed providers.
NERSA has also licensed Eskom and 13 private distributors in addition to
the 177 municipal entities.

1 As determined prior to changes in 2016 that may have arisen from local government
elections or decisions from the Municipal Demarcation Board.
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ROLES AND
RESPONSIBILITIES

According to our Constitution, the executive and legislative
authority of a municipality is vested in its municipal council. The
core aspects of the role of the municipality as service authority are
listed in section 11(3) of the Municipal Systems Act 32 of 2000
and are illustrated by the following diagram.
FIGURE 1: EXECUTIVE AND LEGISLATIVE AUTHORITY (SECTION 11(3) OF THE
MUNICIPAL SYSTEMS ACT)

ACTION

TOOL

DEVELOPMENT AND
SERVICES

ADMINISTRATION AND
MANAGEMENT

Policies, plans, strategies, programmes
Performance management systems

FINANCE

REGULATION

Rates, taxes, levies,
duties and other fees
Budgets

Legislation and bylaws

Provide municipal services to the local
community

Set tariffs

Appoint service providers

Collect revenue

Set delivery targets
Monitor impact and effectiveness

Prepare, approve and
implement budgets

Implement national
and provincial
legislation and bylaws
Pass by-laws
Promote a safe,
healthy environment

Municipalities must prioritise the needs of communities by promoting
development and ensuring that all residents have access to at least the
minimum level of municipal services. Services must be equitable and
accessible, use resources efficiently and effectively and be financially and
environmentally sustainable. Services must also be upgraded, extended
and improved when necessary.
Electricity service provision is divided into regulation and oversight,
planning, and management. Although these functions are subject to
national and provincial legislation they cannot be taken away.
The many responsibilities of the electricity service authority are illustrated
by the following diagram.
1

ELECTRICITY AND ENERGY

REGULATION

For more information on the role of the municipality in regulating
service provision, refer to Electricity and Energy Regulation.

ROLES AND RESPONSIBILITIES
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BUILDING BLOCKS

TOOL

FIGURE 2: RESPONSIBILITIES OF THE ELECTRICITY SERVICE AUTHORITY
REGULATE

PLAN

MANAGE

Electricity Services Policy
(ESP): Provide policy for the
provision of electricity within
the municipality
Electricity supply bylaws: Regulate and enforce
municipal ESP and exercise
legislative authority
Service level agreements:
Regulate and monitor external
electricity service providers

Electricity services
planning: Promote
social and economic
development by providing
efficient, effective, safe,
affordable and sustainable
services

ESP contracts: Choose
electricity service providers
and determine areas of
supply (if not municipality)

ESP principles and planning
Demand-side management
and embedded generation
Quality control, customer
service
Financing, tariff policy, credit
control
Conditions for external
electricity service provision
Compliance with minimum
national and local government
policies and by-laws
Basic needs of community
Efficiency, effectiveness, safety,
affordability, sustainability
Compliance and key
performance indicator (KPI)
reporting

Integrated development
planning for local
government
Socioeconomic, technical,
financial, institutional,
environmental
Electrification targets,
expansion and
maintenance of network
Funding
KPI reporting

Draw up service level
agreements and negotiate
terms
Regulate service provision
Monitor performance and
service
Determine how tariffs are set
and adjusted by the provider
and approve subject to
muncipal council limitations
Determine surcharges as per
the Municipal Fiscal Powers
and Functions Act 12 of 2007

Electricity tariffs and
surcharges

Challenges
The legislation that defines the role of electricity service authorities is seldom
translated into practice. There are no service delivery agreements between Eskom
and the municipalities in which it distributes power, as required by law. Section 78
processes have also not been adhered to. The overlapping of the responsibilities
of Eskom and the municipalities means service authorities cannot fulfil their legal
obligations to:
• Monitor compliance and report on performance within their municipality and
protect the rights of residents.
• Undertake integrated planning with respect to electricity services.
• Set or control setting of electricity tariffs and apply surcharges on electricity
tariffs.
• Collect revenue and control credit.
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PROPOSED
REFORMS

As a key driver of the economy, electricity is integral to government’s economic growth and poverty reduction objectives. The
electricity distribution sector urgently needs to be reformed to
address the following challenges:
• Poor performance of electricity distributors results in an unreliable
network.
• Many very small electricity distributors make it difficult to provide an
effective, economical and financially viable service.
Past reforms tried to address this problem by creating fewer, much larger
regional electricity distributors (REDs) through a nationally led process, but
this approach was abandoned.

Key points of SALGA’s approach to reform
1. Municipalities as electricity service authorities. Local governments
retain executive authority for electricity distribution but must ensure that
the service is reliable and cost-effective in terms of national minimum
standards.
2. Effective regulation of the electricity provision function. A regulatory
compact between government, NERSA and SALGA ensures that local
governments are held accountable for performance in terms of operating
licence conditions, with a threat of withdrawal if conditions are not met.
3. Identify optimal service provision. Local governments provide electricity
themselves if they can do so reliably and cost-effectively. If they cannot
or do not wish to provide electricity they enter into a service delivery
agreement with a competent external service provider.
An alternative is to consolidate the electricity distribution industry by revoking
local municipality (category B) authorisations for electricity distribution. The
executive authority function would then revert to the district municipalities
(category C), which is the default in the legislation. This would reduce the
number of electricity service authorities from 177 to 52 (eight category A
[metropolitan] and 44 category C municipalities).
Districts would have to contract the service to competent electricity distributors (other municipal distributors, Eskom or other distributors) because they
do not have the capacity to undertake the electricity distribution function
themselves. This should be done on a competitive basis. NERSA could assist
the process through its licensing function.
Although this could solve the problem of poor electricity distribution
performance, the loss of staff and revenue linked to the electricity function
could threaten the financial viability of local governments.
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QUESTIONS
COUNCILLORS CAN ASK

1.

Does Eskom supply any customers in my constituency? If so, in which
areas? What portion of the total electricity distributed within the
municipal jurisdiction comes from Eskom? How many customers and how
much in terms of kWh or MWh?

2.

Is my municipality an electricity service provider or does it outsource this
function to other entities? If so, how many entities provide this service on
behalf of the municipality? Are there service delivery agreements in place
with each entity, as per section 78 of the Municipal Systems Act?

3.

What services besides electricity does my municipality provide to the
community? Which services are provided by the district municipality?

4.

Administration is one of the aspects of being an executive authority. How
is administration at my municipality performed? As a councillor, who are
the key people I need to interact with from the municipal administration
offices?

5.

How has my municipality been performing in electricity service provision?
How is monitoring and reporting of this function carried out?

6.

Is there a need to investigate other ways of providing electricity services,
perhaps through comparison with other South African municipalities or
even municipalities in other countries? Is there a need for an external
service provider to assist in this?

7.

How often are policies regarding the electricity service reviewed and
updated in my municipality?
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Physical Address:
Menlyn Corporate Park, Block B
175 Corobay Avenue, Cnr Garsfontein and Corobay
Waterkloof Glen ext 11, Pretoria
Postal Address:
PO Box 2094, Pretoria, 0001
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