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Current Situation 

· 60/40% split (Eskom:LAs) – sales opposite 

· Highly inefficient redistributors and inadequacy of network maintenance (Asset health assessment) 

· 53% not happy with outages and response time, power quality, dips in voltage etc.

· Challenges around supplying indigent population FDE is one but problematic

· Absence of economies of scale and prices are not competitive because of piecemeal purchases  

· Customer services could improve and the ability to regulate industry is desirable 

· People development is lacking top and bottom 

· White Paper on energy – planned competition, current structure limits this

· Countrywide power supply problem

Blue Print 

· Of significance is that LA will be able to levy fiscal control to leverage revenue 

REDS

· Four parameters

· Size – benchmark, critical mass and economies of scale
· Rural electrification balance and customer numbers (consumption and numbers)
· Load mix and asset deployment 
· Implementation costs need to be kept at a minimum 
· Each RED area should have supporting structures (control centers and resources)
· Financial viability – must fund their operations, gearing (70%), ROI 
· Six REDs with a Metro 

· Refer to the map 

Restructuring 

· Blue print – holding company – Planning and ring fencing – REDs established – Support and oversee – Phase out of EDI Holdings 

· Controlled restructuring 

· Process completion under strict time management 

Share Holding 

· National government share decline over time 
· EDI holdings and voting (See presentation)
Effects on Stakeholders 

· Current surplus 

· LAs must ring fence electricity business 

· Fair value compensation 

· LAs would become service authority – hence role change 

· SALGA nominee appointed to board 

Financial Operations 

· Smooth financial operations in LAs 

· Internal control maintained 

· Transfer of accountability planned 

·  Corporate governance 

· No loss of skill 

· Asset valuation methodologies 

Establishing REDS 

· Presentation 

Impact on Municipal Finance 

· Cashflow management 

· Improve effectiveness of credit control 

· Municipal borrowing 

· Cost of restructuring 

· Monopoly will be made redundant 

EDI Holdings 

· DME 100% owned by DME 
· Five year period of phase out 
· Its role to manage REDs process 
· Deal with restructuring and its impact 
Corporative Restructuring (Check presentation) 

· Legislation not in place 

· Cooperative agreement in place 

· Binds stakeholders to process 

· Allow signatories to have mandate in contracting 

· Framework for operating 

Key Milestones 

· October strategy session 

· Business plan approved 

Benefits 

· Scale of economies 
· Financially viable distribution utilities 
· Competitive tariffs 
· Efficient business operations 
Short term objectives 

· Boundaries final proposal 

· Valuation methodology 

· Compensation methodology 

· Ring fencing toolkit for LAs January 2004  

· Restructuring Bill 
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RESTRUCTURING 

1. ESI 

· Eskom a vertically integrated monopoly (96% owned Tx, Dx,Gx)

· 4.5 m households connected – 70% population in 9 years 

· Security and reliable of supply is good 

· Power station load factor and operation efficient  

2. Present performance 

· Tariff setting – low production costs 
· Tax exemption 
· Capitalization benefited from 1980’s 
· SA not meeting international environmental standards 
· Not spending sufficiently on Dx maintenance 

3. Rationale for ESI reform 

· Government debt reduction through unlocking assets 

· Customer choice 

· Structural changes will increase competition 

· Introduction of market trading mechanisms 

· Increase private sector participation 

· Regulatory oversight 

· Monopoly – single buyer – 

· Growing consensus that full wholesale competition proves viable 

· Separation of generation from transmission 

· Non discriminatory access to transmission 

· Generation disintegration into competitive BU’s 

ESI Structure 

· Multiple trading platforms 

· Market service providers required 

· Recognition of non-producer consumer participation 

· Open access on transmission 

· Divestment of generation to BEE and private sector 

· Multi market model has been developed – governance, rules and transitional arrangements 

Market Structure 

· Competing clusters 

· Risk management becomes critical 

· Skills pool is critical for successful participation 

· Choices involve – RED/Trader etc. 

Market Platforms 

· Physical and bilateral financial 

· Ancillary systems market – system operator is the buyer 

· Opportunity for distributors to participate 

Outcomes 

· Government policy goals are met 

· Less market power to control 

REGULATION 

· Need to restructure 

· Overarching objectives – order in industry, sustainability of industry – protection of 

Economic Regulation 

· Monopoly efficiency 

Price control Approaches (See presentation) 

· Incentive based regulation 

· Rate of Return – fixes level of profit (capital employed) 

Establishment of NER 

· Government makes policy 

· Management oversees operations 

· Responsible for implementation of policy 
· 13 Licensed generations 
Tariff 

Revenue required = operating expense + depreciation expense (T) = tax expense (RB) = rate base (See presentation)

Municipal 

· Rice benchmarking to establish revenue 

· Limit surplus earned on electricity 

· Align with approved tariff structure 

Quality of supply 

· NRS 047 and 048 

· Power quality directive based on ISO 9000

· Need to move to international methodologies 

Governance 

· Market governance (additional) required 

· Accountability of functioning market 

· Future price regulation 

· Gx competitive 

· Tx access guaranteed 9regulated wires cost) 

· Energy cost to captive markets limitedly regulated 
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AMEU

· Members know what assets they have but can’t relate to determining unit cost and ABC

Request EDI Holdings 

· EDI must produce clear guidelines (ring fencing)

· PWC blue print – was effective but slumped 

· Legislation proves problematic – is a hurdle 

· AMEU supports establishment of REDs 

· New systems act appears problematic 

· LAs should implement performance of section 78 

· Retention of skills is critical – maintenance must be ongoing 

· Lobby DME to identify champions to direct some of the work 

· Amendments to systems act, need for expediting legislation

· Need to investigate funding for LAs 

· Transformation stresses need to be managed 

1. Request EDI holding 

2. Lobby NG to create incentives for municipalities  

3. Expedite finalization of legislation 

4. Municipalities to prepare staff for changes 

5. Investigate sources of funding for municipalities 

6. Lobby DME minister to identify champion with sufficient authority and power 

