FINANCING
MUNICIPAL
ELECTRICITY
SERVICES

1

FINANCING MUNICIPAL ELECTRICITY SERVICES

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 on sustainable delivery of all municipal functions.
A basic understanding of the sector that falls under the portfolio of the
councillor will help to achieve 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 gain a broad understanding of the value chain and
the policy and legislative framework that governs the sector and 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 constituents of the municipality.
Councillors will thus be equipped to ask relevant questions and make
informed decisions for this sector.
This booklet gives councillors an overview of how electricity is financed
within the municipality.
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1OVERVIEW
Municipalities provide a wide range of services with different
economic characteristics. It is helpful to draw a distinction between
trading services, and rates and general services.
TRADING SERVICES

RATES AND GENERAL SERVICES

Provided directly to individual customers,
e.g., water, sanitation, electricity and solid
waste.
You can work out who benefits from
services.
You can measure or estimate how much
each customer consumes.

Provided communally or publicly, e.g.,
roads, community services and public
safety.
No way to exclude residents from accessing
services they do not pay for.
No way to measure or estimate how much
each customer consumes.

Municipalities also have expenses not directly related to service provision.
Administration, for example, includes the costs of the municipal managers’
office, the finance department and corporate services. The local government
fiscal framework is designed to fund municipal expenditure. Section 75A of
the Municipal Systems Act allows municipalities to charge for services because
their primary responsibility is to deliver services. Section 216 of the Constitution
provides for national government to transfer resources to municipalities in
terms of the Division of Revenue Act (DoRA). Transfers are also allowed from
provincial government and district municipalities.

FIGURE 1: LOCAL GOVERNMENT FISCAL FRAMEWORK
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OVERVIEW

Funding sources for the operating budget
OWN REVENUE

Municipalities generate their own revenue from a number of sources. Ideally,
this should be the primary source of funding. The more a municipality relies
on own revenue the greater the level of accountability and responsiveness.
Sources of own revenue are:
Property rates: A tax levied on the market value of properties in the
jurisdiction of the municipality. Property rates are the primary source of
funding for rates and general services.

User charges (tariffs and service charges) are the primary source of
funding for trading services. User charges are also levied for some rates
and general services, but unlike user charges for trading services cover a
very small portion of the cost of providing the service.
Other own-revenue sources: Municipalities generate revenue from other
sources like rentals, fines, licences, fees and interest on investments,
although these are relatively small.

INTERGOVERNMENTAL GRANTS AND TRANSFERS

Municipalities receive a number of intergovernmental grants and transfers.

Local government equitable shares: This share of national revenue is the
most significant intergovernmental transfer and is intended to supplement
own revenue so that the municipality can fund free basic services.
National conditional grant allocations are usually awarded for a specific
purpose and have conditions attached to the way they can be used.
National conditional grant funding is usually made available to further
national priorities that must be applied to local government.
Provincial transfers are for a specific purpose and municipalities are
expected to adhere to the stipulated conditions for each grant. This
funding is usually used for specific provincial priorities.

How does the municipality cover adminstrative costs?
Municipal administrative costs should be funded by a combination
of user charges, property rates and intergovernmental grants and
transfers. This means administrative costs must be allocated or
‘charged out’ to various services so that they are factored in when
user charges are calculated.
Many municipalities do not do this properly and as a result fund their
municipal administration costs entirely through property rates and/or
intergovernmental grants and transfers. This is not good practice.

OVERVIEW

Funding sources for the capital budget
Municipal own-revenue is also a source of funding for capital budgets. It
should cover municipal operating expenditure and generate a surplus. This
surplus can be used for capital expenditure in the same year it is generated
or set aside for future capital expenditure in a cash-backed reserve called
the capital replacement reserve.
A municipality can borrow money based on the strength of its balance
sheet and ability to repay the associated charges. A municipality should only
borrow to finance infrastructure that generates revenue for the municipality.
Capital grants and transfers made by national government to municipalities
are conditional and intended for specific capital projects. The Municipal
Infrastructure Grant (MIG), for example, is set up specifically to provide
infrastructure for poor households.
Public contributions and donations are allowed from external sources.
An example of this is the contribution property developers are obliged to
make for the additional burden they place on municipal services.

What about donor funding?
Municipalities have access to non-government
donor funding from local or international
sources. Donor funding can include independent
trusts and foundations, private sector (through
sponsorships or corporate social investment), faithbased organisations, educational institutes (studies,
volunteer programmes, donations-in-kind), non-profit
organisations and international donors.
Donor funds can be difficult to access and each grant has a
procedure to follow. They are also almost always competitive
and require motivations and proposals, and may have
conditions to fulfil once they are awarded. In many cases
donor funds are intended only for pilot projects.
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Although all municipalities should strive to fund themselves primarily
through their own revenue, rural municipalities find this more difficult to
achieve. Urban municipalities have more affluent populations and are
centres of high economic activity. They thus have a greater capacity to
bring in revenue from their service charges; rural municipalities are less
able to do so. District municipalities are heavily dependent on grants and
transfers because they have delegated many trading services to the local
municipalities under them.
Source: Financial Census of Municipalities June 2015, StatsSA

% Total revenue

FIGURE 2: RELIANCE ON GRANTS AND TRANSFERS BY MUNICIPAL CATEGORY
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Did you know?
Not all municipalities distribute electricity. NERSA has
to license a municipality for electricity distribution.
The 177 licensed municipalities are considered to be
electricity service authorities. Figure 3 opposite shows
how municipalities that distribute electricity have stronger
ﬁnances than non-distributing municipalities and rely less on
grant funding.
1

THE MUNICIPALITY AS

ELECTRICITY
SERVICE
AUTHORITY

For more information refer to The Municipality as
Electricity Service Authority.

OVERVIEW
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Electricity services financing
OPERATING EXPENDITURE

Electricity is a trading service financed mostly by user charges. However,
some components of the electricity service – like street lighting and other
public-space lighting – are publicly accessed. Some municipalities choose
to allocate property rates to the electricity service to fund these activities.
Municipalities should allocate some of their local government equitable
share to the electricity service to cover the costs of any free electricity
provided or to subsidise electricity tariffs for the poor.

CAPITAL EXPENDITURE

Capital expenditure for electricity services is funded in the same way as all
other municipal services. There are a number of capital grants and transfers
specifically for electricity services. These are discussed in Section 6 of this
booklet.

Local Government
Equitable Share
to ﬁnance free
basic electricity
Own revenue
from electricity

Grants
and transfers
Borrowing
and
donations

Section 5

Section 4

Sections 2 and 3

Emerging trends
to change the
utility business
model
Section 6

Financing for
municipal electricity services

% Total revenue

FIGURE 3: MUNICIPAL RELIANCE ON GRANTS AND TRANSFERS, ELECTRICITY
DISTRIBUTORS VS. NON-DISTRIBUTORS
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OPTIMISING
OWN-REVENUE

Every municipality should aim to be a self-sustaining entity that can
fund all capital and operational expenditure through service charges
and property taxes. Although this is difﬁcult for smaller municipalities
because they do not have the robust customer base of the cities, they
should still try their best to attain this goal.
Optimising own-revenue requires a thorough understanding of the
entire electricity revenue-management value chain.

Customer categories
Municipalities provide electricity to different kinds of customers. It is important
to understand who these customers are because the pricing strategy for each
category depends on the way they use electricity. This upholds the principles
of reliable, sustainable, affordable and safe access to electricity for all. Although
criteria may vary according to municipality, the categories can broadly be defined
as follows:
Residential: The residential sector is often the biggest customer category
and is also the most sensitive to price changes. Ideally, residential
customers should be sub-divided based on income per household, but
because this is difficult, most municipalities use supply size to determine
electricity requirements.
Commercial: This sector includes office parks, shopping complexes,
standalone shops and offices, hospitals, educational institutions and
national or provincial government entities that fall within the municipal
jurisdiction.
Industrial: These customers include factories, processing plants and
manufacturing units and are usually heavy users of electricity.

Agricultural: The farming community is another customer category. The
size of agricultural customers varies depending on the extent and nature
of operations.
Internal: Internal municipal users are often overlooked. Although
municipal entities (e.g. other trading services departments such as the
water services department, parks, libraries, fire stations, municipal police
services, clinics, etc) are internal customers, it is important to track their
electricity consumption. Public street-lighting is also usually included in
this category.

OPTIMISING OWN-REVENUE
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Managing revenue
It is very important for the electricity service revenue management value chain shown
here remains intact. A break in the chain can result in a financially unsustainable
municipality.

FIGURE 4: ELECTRICITY REVENUE MANAGEMENT VALUE CHAIN
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ELECTRICITY TARIFFS

Municipalities base electricity tariffs on the average annual percentage increase
in the National Energy Regulator of South Africa (NERSA) guidelines. They are
benchmarked rather than developed according to cost-of-supply studies. Ideally,
tariffs should try to attain cost-reflectivity (i.e. cover the costs of supplying electricity
and ensure the necessary surplus), to ensure municipal revenue sufficiency and
affordability of services, and promote local economic development. However,
factors such as affordability must also be taken into account when developing tariffs.
The diagram below represents the various costs of supplying electricity.

FIGURE 5: ELECTRICITY SUPPLY, COST CATEGORIES
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Inefficiencies in municipal operations and the cost of electricity that is lost must
be covered by electricity revenue. However, the intent here should be to reduce
inefficiencies rather than increase tariffs.
Although cost-reflective tariffs are the most desirable, municipal strategies and
goals must be factored into the costs. For example, most municipalities crosssubsidise electricity tariffs between customer categories. Cross-subsidisation
is the practice of charging certain customer categories higher tariffs so that
other customer categories can pay less. Cross-subsidisation between customer
categories is usually done to achieve the goals of affordability and drive local
economic growth.
Municipalities can also cross-subsidise between municipal services. For example,
electricity tariffs may be designed to subsidise municipal waste services. The
main goal of such a strategy is to ensure municipal revenue sufficiency and
affordability of all municipal services.
1

ELECTRICITY AND ENERGY

REGULATION

For more information refer to Electricity and Energy Regulation.

ELECTRICITY ACCOUNTING

Electricity accounting ensures that a municipality can account for all the
electricity it receives. This is done through energy-balancing (technically,
electricity-balancing). The amount of electricity that the municipality cannot
account for is called energy loss. Energy loss is the difference between the
amount of electricity sourced by the municipality and the amount of electricity
provided to the consumers.

FIGURE 6: ENERGY-BALANCING EQUATION
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There are two types of energy loss. Municipalities that distribute electricity are
required by the auditor-general to report on non-technical and technical losses in
their annual reports.
Technical loss: This is the amount of electricity consumed by the electricity network
in the transport of electricity. It can be minimised by optimising network design
and maintenance, but cannot be completely eliminated. Most municipalities do
not measure technical losses, but assume a certain level of technical loss based on
benchmark figures.
Non-technical loss: This is the amount of electricity consumed by consumers
that has not been accounted for. This may take place because of faulty metering,
municipal inefficiencies or electricity theft by the end-consumer. In principle, nontechnical losses can be eliminated but in practice this is not possible.
The meter is the lifeline of electricity revenue for the municipality. All consumers
must be metered. There is no one-size-fits-all metering solution. Municipalities
must choose solutions based on their current strengths and weaknesses, the
scale of operations, emerging trends and associated costs.

BILLING AND COLLECTION

Billing is the process of reading meters, applying the tariffs to the amount of
energy consumed and producing an electricity usage bill for the customer.
Where meter readings are not available, reasonable estimations are used and
followed up by reconciliations when actual meter readings are available.
A key requirement for accurate billing is data accuracy and integrity. An equally
important component is the process of collecting revenue from the customer.
The collections rate is the revenue collected expressed as a percentage of
revenue billed and is a key contributor to a healthy cash flow.

CREDIT CONTROL

Non-payment is an ongoing problem for municipalities. To ensure that services
are paid for, the municipality needs a credit-control strategy. The municipality
usually disconnects a customer from the electricity supply if they do not pay
their bill and reconnects them once they have paid bills and penalties. In
extreme cases of non-payment, electricity supply is terminated. New metering
technologies can help to improve credit control and revenue collection.

Cross-service credit control as discussed in the previous section
Electricity provision can be used to enforce credit control of other municipal
services. For example, if a resident does not pay his rates and taxes, the
municipality can disconnect his electricity supply until all outstanding
payments have been made. In areas where Eskom provides electricity to
municipal residents, municipal collections for other services often suffer
because the municipality is unable to interrupt the supply of other services
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such as water. The graph below, which represents collection rates in
Ekurhuleni, shows that the collection rate is higher in areas that receive
municipal electricity compared with areas that receive their supply from
Eskom.

FIGURE 7: EKURHULENI COLLECTION RATES: MUNICIPAL VS. ESKOM SUPPLY AREAS
EMM
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Source: Ekurhuleni Metropolitan Municipality

The service delivery agreement
Eskom provides electricity to some customers within the municipal
jurisdiction, but is not accountable to the municipality. If there is no service
delivery agreement (SDA) between the municipality and Eskom it is difficult
for the municipality to collect revenue in these areas and fulfil their role as
an electricity service authority. An SDA ensures that Eskom is treated as an
electricity service provider to the municipality.

Why a service delivery agreement is important
A service delivery agreement ensures that all municipal residents pay
for all municipal services. Municipalities use electricity surpluses to fund
other municipal services such as parks, libraries and firefighting services.
Residents who live in Eskom-supplied areas use these services but do
not pay for them, which shifts the burden to the residents who use
municipal electricity.

3

11

THEFT AND
NON-PAYMENT

Although access to energy is the right of all citizens, it should not be
confused with free access to energy. All electricity consumers are expected to pay for the electricity they use. As a concession to consumers who
cannot afford electricity, government has provided for an allowance
of free energy (either through electricity or through alternate forms of
energy) on a monthly basis through the Free Basic Electricity (FBE) and
Free Basic Alternative Energy (FBAE) policies.
Illegal connections and illegal electrification programmes, tampering with meters,
vandalism and bypassing of meters, buying and selling of illegal prepaid tokens all
constitute electricity theft. It is the cause of many problems that affect the South
African economy, directly and indirectly.

A vicious cycle: Theft, non-payment, loss of revenue and price hikes
Electricity theft is a serious crime. Act No.18 of the Criminal Matters Amendment
Act (2015), states that any infrastructure-related offence is punishable, which gives
municipalities the power to prosecute people who tamper with infrastructure.
The act is also intended to curb cable theft, which is another serious challenge
for Eskom and for municipalities. The consequences of electricity theft and nonpayment are far-reaching and trigger a cycle of power outages, price increases,
debt, non-payment and theft.
Customers
cannot
afford
electricity
Electricity
prices
go up

Eskom needs
more revenue
and increases prices

Municipality
becomes
financially
unstable

Eskom cannot
operate at
full capacity
Municipal
debt to Eskom
increases

Theft
and
non-payment

Loss of
electricity
revenue
Municipality
cannot
pay costs
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Did you know?

Electricity theft costs South Africa R20 billion a year. Of
this, around R4.8 billion is stolen from Eskom sources,
which means municipalities bear most of this burden.
A common misperception is that electricity theft occurs
mainly in the residential sector among poorer population.
This is a myth; electricity theft is rampant across all customer
categories (including commercial and industrial) and all
socioeconomic levels.

THEFT AND NON-PAYMENT

How can councillors help to combat
electricity theft and non-payment?
Councillors have an important role to play in the public eye and in the
community and must be aware of the extent of these problems and the
key causes behind each problem. Councillors can make a difference in the
following ways:
• Use platforms like Operation Khanyisa and other media (newspapers,
radio, and social media, like Facebook and Twitter) to create awareness
and send out a positive public message.
• Communicate with residents through ward structures to generate
awareness on these problems and their negative effect on society and
economy.
• Liaise with municipal administration and officials to ensure effective
revenue management.
• Encourage responsible and participative governance from all residents
(tip-offs, community policing, etc.).
• Foster a culture of payment.
• Create awareness about the criminal nature and the legal consequences
of theft.
• Condemn criminal activity.
• Recognise public and municipal efforts to curb theft and non-payment.

How much do municipalities owe?

Municipal debt is a very real problem that has been growing over the
years. In March 2015, the collective debt owed to municipalities for all
services was a whopping R104.9 billion. Of this amount, 5% is owed by
government itself, which is a cause for concern, since government is meant
to lead by example.
Municipal debt has a negative effect on municipal own-operations and
is one of the reasons municipalities struggle to pay their debt to Eskom.
Municipalities currently owe Eskom R10 billion. This shortfall in revenue
means Eskom cannot meet its operation requirements, which leads to
electricity tariff increases and load shedding.
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FREE BASIC
ENERGY

In 2000, government announced its intention to provide free basic
electricity to poor households to be implemented in terms of the
Electricity Basic Services Support Tariff Policy (Free Basic Electricity)
passed by the Department of Minerals and Energy in 2003. The
policy recommends that 50kWh of electricity per month be allocated
as free, based on the assumption that the average poor household
consumes less than this per month.

Local government equitable share
Section 227 of the Constitution states that local government is entitled to an
equitable share of the revenue raised nationally to enable it to provide basic
services and perform the functions it is responsible for. This transfer is called
the local government equitable share (LGES) and is an unconditional transfer
to supplement municipal own-revenue (property rates and service charges).
The transfer is unconditional, which means that even though the purpose of
the LGES is to deliver free basic services to poor households and subsidise the
cost of municipal administration and other municipal core services so that it
can fulfil its free-basic-service goals, the municipality may allocate this revenue
in any way it sees fit.

HOW IS LOCAL GOVERNMENT EQUITABLE SHARE ALLOCATED?

Allocation is determined during the national budget process and is endorsed
by cabinet. Once the total LGES amount has been decided, a formula is applied
to determine the distribution of this amount across all 257 municipalities.
The formula takes into account the cost of providing basic services and the
number of households who should benefit from free basic services (poor
households). As an indication, for 2016–2017 the costs (operations and
maintenance) of providing 50 kWh of electricity on a monthly basis was
assessed at R70.97 per household.
The National Framework for Municipal Indigent Policies and its associated
Indigent Policy Implementation Guidelines (DPLG, 2006/7) defines a basic
energy service as the provision of sufficient energy to allow for lighting, access
to media and cooking. The basic energy provided may be in the form of
electricity (addressed through the FBE policy) or other types of energy (FBAE
policy).
ACCESS
TO ENERGY

1

For more information on energy access, free basic energy and
free basic alternative energy, refer to Access to Energy.
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GRANTS AND
TRANSFERS

FREE BASIC ENERGY

Grants are transfers from government to a municipality. They are
usually used to ﬁnance infrastructure. Some grants are for general
infrastructure; other grants are speciﬁcally for the electricity and
energy sector. There are mechanisms within some grants to further
the goals of the electricity–energy sector, even if they are not
earmarked for this sector.

General financing for infrastructure
There are several grants available for infrastructure financing. Infrastructure
financing is a key component of municipal electricity services. Municipalities
need financing to maintain their existing distribution network and also to
expand the network so that more people have access to energy.
Metropolitan municipalities have four dedicated grants: the urban settlements
development grant (USDG), the integrated city development grant (ICDG), the
public transport network grant (PTNG) and the neighbourhood development
partnership grant (NDPG).
The municipal infrastructure grant (MIG), the regional bulk infrastructure grant
(RBIG) and the water services infrastructure grant (WSIG) are targeted at
category B and C municipalities.
The methodologies used to allocate the grant amount are either projectbased or formula-based (Financial Fiscal Commission, 2014).

Project-based allocation is applied when access to the grant depends on a
submission by a municipality of a business plan that outlines the projects they
intend to spend the funds on. Funds are allocated based on a set of criteria
that include feasibility of projects and readiness for implementation.
When a municipality is already entitled to a grant (as in the case of the MIG),
a formula-based allocation applies. Each municipality receives an allocation
based on a formula that takes factors like poverty, backlogs and municipal
powers and functions into account.

Electricity–energy-specific grants
The integrated national electrification programme grant (INEP) and the energyefficiency and demand-side management grant (EEDSM) are national grants
created specifically for the electricity–energy sector. Both grants are available
to all municipalities and are allocated using the project-based method. The
EEDSM grant was instituted in 2009. Although the number of municipalities
that access this grant has increased over the years, the total grant allocation
has decreased.
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Some examples of successful energy-efficiency projects implemented with
the help of the EEDSM grant are shown here.

PROJECTS FUNDED BY THE ENERGY-EFFICIENCY AND DEMAND-SIDE MANAGEMENT GRANT
MUNICIPALITY

PROJECT DESCRIPTION

AMOUNT

ENERGY SAVED
PER YEAR (MWH)

SWARTLAND LOCAL MUNICIPALITY

50 robots retrofitted with
LED*

R1 860 000

29

NELSON MANDELA BAY
METROPOLITAN MUNICIPALITY

360 high masts retrofitted
with LED

R8 856 360

1 050

HARRY GWALA DISTRICT
MUNICIPALITY

Office buildings – 912
lights retrofitted with LED

R958 000

83

MAFUBE DISTRICT MUNICIPALITY

1 409 street lights
retrofitted with HPS lamps*

R2 517 344

639

POLOKWANE LOCAL MUNICIPALITY

36 high pressure variable
speed drive waste water
pumps installed

R1 000 000

2 322

* light-emitting diode**High-pressure sodium
The INEP allocations are administered through two INEP grants: one for
municipalities and one for Eskom. The grant aims to help Eskom and the
municipalities increase energy access through electrification and nongrid methods. The ultimate goal is universal energy access. There is more
information on the INEP programme and grant in the Access to Energy
booklet.

Incorporating electricity–energy goals
There is a greater focus on incorporating energy efficiency and renewable
energy wherever possible. A recent desktop study by SALGA assessed
the potential for funding energy-efficiency interventions in various sectors.
Even though the grants do not necessarily target energy, it is possible to
use them to invest in energy-efficient infrastructure.
The grant review committee recommended to the budget forum in
September 2016 that all grants should aim to reduce municipal operational

Councillors can promote the use of grants to further electricity–
energy goals. The councillor can:
•
•
•

Help to establish electricity–energy goals based on community requirements
and political guidelines for the sector.
Approve electricity sector plans and projects with these goals in mind and an
awareness of funding sources and grants that can be used.
Encourage other portfolio councillors to incorporate energy-efficiency
principles into their sectoral plans.

GRANTS AND TRANSFERS
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costs by encouraging municipalities to invest in infrastructure (technology) with
the potential to reduce operating expenditure (e.g. energy efficiency) and that
cost savings be evaluated over the projected life of the asset.
The following figure identifies grants with possible energy-efficiency and
renewable energy applications and also maps the grants to the sectors in
which they can be applied. The figure also gives examples of energy-efficiency
initiatives that can be carried out per sector.

FIGURE 8: INFRASTRUCTURE GRANTS AND SECTORS: POTENTIAL FOR ENERGY
EFFICIENCY
EE OR RE

POTENTIAL SECTORS

ALLOCATION BASIS

URBAN SETTLEMENTS DEVELOPMENT
GRANT

✔

Formula

INTEGRATED CITY DEVELOPMENT GRANT

✔

Formula

PUBLIC TRANSPORT NETWORK GRANT

✔

Project-based

MUNICIPAL INFRASTRUCTURE GRANT

✔

Formula

NEIGHBOURHOOD DEVELOPMENT
PARTNERSHIP GRANT

✔

Project-based

REGIONAL BULK INFRASTRUCTURE GRANT

✔

Project-based

WATER SERVICES INFRASTRUCTURE
GRANT

✔

Project-based

WATER SUPPLY AND WASTEWATER TREATMENT
• Optimise energy usage for pumping.
• Improve existing pumps, upgrade pumping
technology, match pumps to their uses.
• Choose energy-efficient pumps for new
builds.
PUBLIC LIGHTING
New installations or upgrade of existing
installations to LED, HPS, or CFL lights, street
lighting (including high mast) and traffic lights.

VEHICLE FLEET
• Replace and maintain fleet to ensure optimal
operation (including fuel consumption).
• Behaviour change – fleet management and
operations, driving styles.

BUILDINGS AND FACILITIES
Install LED and CFL lights, energy-efficient
HVAC systems and solar water-heating for new
facilities and upgrading of existing facilities.

LED = light-emitting diode; HPS = High-pressure sodium; CFL = compact fluorescent light bulbs;
HVAC = Heating, ventilation and air conditioning

Source: SALGA. Study on Opportunities to Include Energy Efficiency
and Renewable Energy in Existing Infrastructure Grants. 2016.
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EMERGING
TRENDS

Some dramatic developments have altered the South African
electricity landscape in the past few years:
• Countrywide load-shedding in 2008 and 2015 because Eskom could not
generate enough electricity to cover the growing demand.
• Big increases in electricity tariffs.
• More people using cleaner energy to reduce their carbon footprint and
mitigate the effects of climate change.
• People are being encouraged to use less electricity and use energy
efficiently.
• On a global scale, more and more people are using renewable and
efficient energy because its is getting cheaper.
Electricity is key to economic growth. To mitigate the effects of loadshedding, expensive energy and climate change, businesses have started to
use alternative sources of electricity and energy, like solar and gas. They are
also becoming more efficient in their processes, so they need less energy
to run their businesses. The residential sector has also begun to embrace
these ideas. These trends will gain momentum over time. Distribution utilities
cannot stop them and need to adapt the way they operate, in order to collect
enough revenue to ensure sustainable operations and optimal service delivery
in a changing environment.

Why electricity revenue is important
Electricity revenue is important for municipalities because, on average, it
accounts for 26.8% of total revenue for all municipalities that distribute
electricity.1 This figure was 30% a few years ago. Electricity revenue has
decreased because:
• There is less demand because people are becoming more energy-efficient
or are generating their own electricity.
• The increase in Eskom tariffs may not have been passed on to municipal
customers.
• The economic slowdown has caused a decrease in demand for electricity.
Municipalities use surpluses generated on their electricity provision service to
cross-subsidise other municipal services such as roads, health services, parks,
etc. A threat to the viability of the electricity service of a municipality will mean:
• An increase in other trading service tariffs, which contradicts the
principle of affordable tariffs.
• A greater reliance on transfers that reduces the revenue-generating
authority of the municipality and conflicts with the intention of ensuring
self-sustaining municipalities.
1 StatsSA. Financial Census of Municipalities. June 2015
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Energy efficiency, renewable energy and traditional
municipalities
Eskom and municipalities encourage the use of energy-efficient appliances
like LED lights and solar water heaters because they help reduce demand
on the constrained electricity supply. Their customers have begun to see the
benefits of energy efficiency: it brings down costs and increases operational
efficiency. Energy efficiency also assists South Africa in reaching climate change
commitments.
The number of people that adopt energy-efficient practices – and the extent
to which energy-efficient appliances become a way of life – is likely to keep
increasing. International trends in renewable energy and big increases in the
price of electricity in the past decade or so have caused customers to turn to
renewables as alternatives to conventional sources of electricity. All these factors
have resulted in a drop in electricity sales for municipalities.
In the past, municipalities could expect to increase electricity revenue by
maintaining the status quo in their business models. This continuous general
increase of tariffs cannot continue. Municipalities need to rethink their tariff
structures. They must ensure affordability for low-income households while
keeping their wealthier customers connected to the grid.

FIGURE 9: LOSS OF ELECTRICITY REVENUE WITH INCREASED UPTAKE OF RENEWABLES
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Commercial customers and high-income households invest in
energy-efficiency and renewable energy, because it is more
affordable.

The electricity utility of the future
Municipalities can put measures in place to ensure they collect enough revenue
to support their operations. For example, they can make sure their tariffs are
structured properly and at the correct levels. Municipalities cannot continue to
play the role of traditional electricity service provider. To ensure financial viability,
they must evolve to ensure that any decrease in revenue from traditional sources
is compensated for by alternative revenue streams.
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How can the municipality evolve?
ALTERNATIVE 1: ENCOURAGE SMALL-SCALE EMBEDDED
GENERATION

Small-scale embedded generation (SSEG), mainly in the
form of solar photovoltaic (PV), is becoming increasingly
popular in mid- to high-income households. The
municipality cannot stop SSEG; revenue loss due to
SSEG is estimated as relatively small, but municipalities
can mitigate it through appropriate tariff design, time-ofuse billing and fixed charges for use of the network. It is
possible to protect municipal revenue while still being fair
to SSEG customers.

ALTERNATIVE 2: GENERATE OR BUY ESKOM-INDEPENDENT ENERGY

Municipalities could consider investing in generation facilities using their
own infrastructure, such as biogas to-energy in wastewater treatment plants
and landfill sites, waste-to-energy projects, or solar PV installations on municipal
buildings and municipal-owned vacant land. Municipalities could also consider
buying electricity directly from independent power producers (IPPs). Although
there are legislative barriers to address, this option has multiple benefits. If
municipalities can secure reliable electricity at feasible prices, they can help to
unlock economic opportunities while ensuring their own financial sustainability.

ALTERNATIVE 3: OFFER INTEGRATED HOUSEHOLD ENERGY SERVICES

Municipalities can explore financially and environmentally sustainable energy
services. Solutions do not necessarily have to provide electricity, they may reduce
the amount of electricity needed. For example, alternative energy such as gas for
cooking will reduce peak evening consumption by households. There is no onesize fits-all solution. Households can be profiled based on what they can afford,
their electricity consumption patterns, and the appliances they need or want to
use. The design of energy-service packages can be based on this profile analysis.

ALTERNATIVE 4: BUSINESS MODELS FOR DISTRIBUTION

The new business models being explored by international and local municipal
electricity utilities will link closely to the new energy roles that the municipality
will play. Some of these have been discussed in alternatives 1 to 3. There are
other roles the municipality could take on, such as providing wheeling services
or expanding into other forms of energy such as gas. Some municipalities have
begun exploring business models that take advantage of the structural changes
in the energy sector.
From a municipal perspective, it is more beneficial to development to allow
businesses to invest in their own energy systems than to protect revenue at all
costs and drive business away. Business also generates other essential revenues
like rates, taxes and levies. Dependence of municipal revenue on energy sales
must be reduced.

EMERGING TRENDS
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The diagram shows various options identified by initial research as relevant
for South Africa. More work will be invested in this field in coming years.

FIGURE 10: NEW BUSINESS MODELS FOR THE ELECTRICITY UTILITY OF THE FUTURE
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How councillors can help municipalities
become the electricity utilities of the future
To help the municipality adapt to the changing electricity landscape, a
councillor can:
• Find out what the community needs are and respond to them. Change is
often triggered by the changing needs of end consumers.
• Understand any changes in legislation and policies and their
consequences.
• Advocate and lobby for legislation or policy reviews that will enable
municipalities to expand their role in energy distribution.
• Advocate for reviews of the tariff structure that will uncouple energy
charges and fixed charges and develop tariffs for net metering and
banking.
• Create awareness of how changes will affect the municipality on a political
and administrative level. There may be advantages and disadvantages and
it is important to note both aspects.
• Learn from global energy trends and experiences.
• Promote innovations in energy efficiency and use of renewable energy in
the business sector and the community.
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