
To: National Energy Regulator of South Africa (Nersa)
CC: The South African Local Government Association (SALGA)

Parliamentary Committee for Cooperative Governance and Traditional Affairs

Dear Mesdames et Messieurs,

Submission on Implications

Municipal IQ is a data and intelligence service
African local government. We specialise in the analysis of financial and economic issues in
local government. In the public interest, we would like to
implications of Eskom’s proposed tariff hikes as they relate to the local government sphere
in South Africa.

1. The distribution of electricity is critical to local government for several reasons:
a. Firstly, it has provided a valuable source of revenue to cross

services, although this has admittedly been abused at the cost of maintaining
supply infrastructure in many instances an

b. Secondly, it provides a strong motivator for ensuring payment
often cut before the life
do not qualify for indigent support.

c. Thirdly, it represents a major cost in the provision of free basic services.
2. In our opinion, significantly increasing

effect of this in terms of the cost to the municipal consumer,
compromise a series of sensitive equilibria which are already negatively affected by
the recession. More simply put, if electricity becomes too expensive for the average
consumer (at the rates suggested, this is highly likely for many hou
in the current recessionary environment), the risk of default on all municipal
payments (rates, electricity and other services) to a municipality increases
dramatically. Furthermore, the potential to cross
margins made on electricity tariffs levied on wealthier residents is diminished since
not only will overall margins from electricity decrease, but the number of residents
who are unable to afford electricity will invariably increase. This means a higher
electricity bill for municipalities; not only in terms of the already overwhelming
tariff hikes, but also in terms of rising numbers of non
(notwithstanding over R500 million of additional support from the already
fiscus being announced in
Statement).

3. The knock-on financial pressure from increased electricity costs is already evident in
municipal budgets for the next three years, as released by the National Treasury in
the latest Medium Term Revenue and Expenditure Framework
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In the public interest, we would like to offer comments on
implications of Eskom’s proposed tariff hikes as they relate to the local government sphere

The distribution of electricity is critical to local government for several reasons:
Firstly, it has provided a valuable source of revenue to cross-subsidise other

although this has admittedly been abused at the cost of maintaining
ructure in many instances and is receding in significance.

Secondly, it provides a strong motivator for ensuring payment
often cut before the life-giving resource, water, where defaulting consumers
do not qualify for indigent support.

rdly, it represents a major cost in the provision of free basic services.
significantly increasing the bulk price of electricity, and the knock

effect of this in terms of the cost to the municipal consumer, can fundamentally
compromise a series of sensitive equilibria which are already negatively affected by
the recession. More simply put, if electricity becomes too expensive for the average
consumer (at the rates suggested, this is highly likely for many households, especially
in the current recessionary environment), the risk of default on all municipal
payments (rates, electricity and other services) to a municipality increases
dramatically. Furthermore, the potential to cross-subsidise poorer residents wit
margins made on electricity tariffs levied on wealthier residents is diminished since
not only will overall margins from electricity decrease, but the number of residents
who are unable to afford electricity will invariably increase. This means a higher
electricity bill for municipalities; not only in terms of the already overwhelming
tariff hikes, but also in terms of rising numbers of non-paying consumers
(notwithstanding over R500 million of additional support from the already

ng announced in National Treasury’s Medium-Term Budget Policy

on financial pressure from increased electricity costs is already evident in
municipal budgets for the next three years, as released by the National Treasury in

Medium Term Revenue and Expenditure Framework (October 2009)
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The distribution of electricity is critical to local government for several reasons:
subsidise other

although this has admittedly been abused at the cost of maintaining
d is receding in significance.

Secondly, it provides a strong motivator for ensuring payment – electricity is
giving resource, water, where defaulting consumers

rdly, it represents a major cost in the provision of free basic services.
and the knock-on

can fundamentally
compromise a series of sensitive equilibria which are already negatively affected by
the recession. More simply put, if electricity becomes too expensive for the average

seholds, especially
in the current recessionary environment), the risk of default on all municipal
payments (rates, electricity and other services) to a municipality increases

subsidise poorer residents with
margins made on electricity tariffs levied on wealthier residents is diminished since
not only will overall margins from electricity decrease, but the number of residents
who are unable to afford electricity will invariably increase. This means a higher
electricity bill for municipalities; not only in terms of the already overwhelming bulk

paying consumers
(notwithstanding over R500 million of additional support from the already-stretched

Term Budget Policy

on financial pressure from increased electricity costs is already evident in
municipal budgets for the next three years, as released by the National Treasury in

(October 2009) – not



only in terms of increased service charges, but also, given an inability to increase
these by the same rate as the bulk costs, in terms of expenditure patterns. Year-on-
year increases in service charges for local government are set to increase by 27%
between 2008/09 and 2009/10, averaging out to a slightly more palatable 18%
between 2008/09 and 2011/12. Despite these rising service charges, more revenue is
needed – municipalities are being forced to reduce spending on working capital
provision as well as repairs and maintenance. In fact, over the next three years,
provision for working capital is cut in the sector by half, while provision for repairs
and maintenance – already a key concern given the ongoing degradation of economic
infrastructure in South Africa – is also to shrink. Municipal IQ is deeply concerned
about the destabilizing effect of the proposed bulk tariff increase on the already
shaky local government sector. For financiers, this makes the sector a much riskier
and far less attractive prospect. Ironically, with shrinking expenditure on
maintenance, the single greatest unintended consequence of Eskom’s price hikes may
well prove to be squeezing municipal budgets into the sort of myopic neglect of
long-term assets that caused Eskom’s current infrastructural deficit.

4. We are of the view that it may not be appropriate for Eskom to fund infrastructure
through user charges given the implications on the national economy, as well as on
local government specifically and therefore would urge Eskom to offer alternative
funding strategies (such as loan finance from the World Bank or other development
finance avenues).

We therefore urge you to consider these issues.

Yours faithfully,

Kevin Allan and Karen Heese
Municipal IQ MD and Economist


