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Minutes of the 35™ Meeting of the Electricity Control Board

Date: 1 June 2004 — 14:30
Venue: ECB Boardroom
Present: Mr Jason Nandago
Ms Inge Zaamwani
Mr Fritz Jeske
In Attendance: Mr Siseho Simasiku (CEO)

Ms Sandra Goliath

Mr Mburumba Appolus

Mr Paulinus Shilamba

Ms Jackie Scholz (Board Secretary)

Apologies: Dr Klaus Dierks
Mr Gersom Katjimune

1. ELECTION OF ACTING CHAIRPERSON
Mr Nandago was elected as acting chairperson.

Resolution 35/1 — Mr Nandago is to remain acting chairperson until a new
chairperson is appointed for the Board by the Minister.

2. DECLARATION OF INTEREST

No Member declared a personal interest in any of the matters before the Board.
2A.  ADOPTION OF AGENDA

The agenda was adopted with the addition of the following items under item 6

“Any Other Business’: (1) Retirement of Directors, (2) Present power supply
situation in Namibia; and (3) Position of GM Finance of ECB.
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providing for the regulation of the ESI, was promulgated. In terms of
this Act, supply of electricity in local authority and regional council
| areas became subject to the Electricity Act and the issue of a licence
by the ECB. The latter decreased the autonomy local authorities and
regional councils had with regard to the supply of electricity in their
areas.

Whiletransmissionsystem (i.e.thehighvoltage powerlinestransporting
electricity to local authorities, regional councils and other customers)
has been the responsibility of NamPower, distribution networks (i.e.
medium and low voltage power lines) predominantly belonged to,
and were operated by, local authorities and regional councils. In fact,
with the exception of a few very small local authorities, all local authorities and
regional councils in Namibia own their distribution networks. Distribution was thus
very fragmented with about 70 distributors operating in Namibia. Quality of service
differed vastly from local authority to local authority and all had their own pricing.

By restructuring and rationalising the distribution industry distribution will become
streamlined, resulting in economies of scale and more efficient and cost-effective
service delivery, standardisation of tariffs, cost cutting, attraction of better qualified
staff, attraction of investment, and improved infrastructure maintenance. Through
restructuring, future increases in electricity tariffs in real terms will be lower. Further,
restructuring will bring the number of distributors down from 70 to 5,namely NORED,
CENORED, Erongo RED, Central RED and SORED. To ensure that the aforementioned
benefits are obtained, Government policy is that“no islands” will be allowed in REDs’
licence areas. This means that once a RED has been established for a region, no
further distribution and supply licences will be issued in that region.

The REDs are to be owned by the local authorities, regional councils and other
parties (mainly NamPower) who transferred their assets and customers to the RED in
exchange for shareholding. Thus, in future, customers will be buying their electricity
from the RED in their regional area and no longer from their local authority or
regional council. Local authorities, regional councils, NamPower and private sector
operators cooperated positively with the reforms.

The biggest concern of local authorities and regional
councils was their loss of income if they surrendered
their electricity businesses to the REDs. Electricity is a
traditional source of income for amost local authorities
and regional councils; income they use to pay for other
essential services they have to deliver to their residents.
The reality is that local authorities and regional councils
will not financially survive without this income. To
accommodate local authorities and regional councils
it is Government policy that the transfer of their electricity businesses should not
leave them worse off. The ECB assisted the local authorities and regional councils
in ring fencing their electricity businesses in order to determine the exact income
they derived there from. This income is then guaranteed through a levy (called a
surcharge) which customers resident in the relevant local authority’s or regional
council’s area will pay to the RED and the RED will in turn pay to the LA. In future
these levies will be reflected transparently on the electricity bills the REDs provide
to their customers. Surcharges have been successfully introduced in all three
REDs established to date (i.e. NORED, Erongo RED and CENORED). The map below
demarcate the five RED regions.

In the establishment of REDs, certain trade offs had to be made. In order to ensure
the continued viability of local authorities and regional councils, customers will
be paying a surcharge to
cross-subsidise other vital
services to be delivered
by them. However, the
latter is not in line with
Government policy that
tariffs should be cost-
reflective (i.e. customers
should pay only for the
cost involved in getting
electricity to them and
to ensure a sustainable
network).

Once a surcharge has been
determined, it will remain
fixed and thus in real terms
decrease due toinflation. It

is the intention to gradually phase the surcharge out
in the long term and eventually replace it totally by
the dividend local authorities and regional councils
will be receiving from their shareholding in the RED.
One of the reasons for this phasing out is that these
type of levies on electricity constitute an inefficient
means of raising revenue as it distorts electricity -
consumption and promotes an inefficient allocation of resources in the electricity
sector. As mentioned above, local authorities and regional councils will, in addition
to the surcharge, also be receiving dividends on their shareholding in the REDs. In
2005 NORED, for the first time, paid out a dividend of approximately N$ 2 million to
its shareholders.

Another concern expressed by local authorities and regional councils is that they
will be losing an efficient means of credit control. Many local authorities cut off
electricity supply of their residents who have not paid other municipal service
charges (e.g. property tax) which are more difficult to collect. The latter cannot be
avoided and, in any event, contradicts the Electricity Act and Government policy
that customers may only be cut off due to non-payment of their electricity accounts
and not for other arrears.

Progress made on establishment of REDs

To date, three REDs have successfully been established
and are fully operational. They are NORED, CENORED
and Erongo RED. It is expected that Central RED
(incorporating, amongst others, the City of Windhoek)
and SORED (covering the Southern part of Namibia) will
be established by mid-2006.

NORED was the first RED to be established in 2002 and, except for Oshakati Premier
Electric (Pty) Ltd (co-owned by the Town Council of Oshakati and NamPower and also
known as OPE), all local authorities, regional councils and NamPower have joined. In
2005 the Minister of Mines and Energy refused to renew the electricity licences of
OPE and instructed it to integrate with NORED as soon as possible. NORED and OPE
are finalizing the details of the integration and it is expected that OPE will soon be
completely integrated with NORED.

Erongo RED (comprising the coastal and inland Erongo area) and CENORED
(comprising the Central-Northern part of Namibia) became fully operational in mid-
2005. As the first REDs to be established in accordance with detailed Government
policies on the REDs developed after the NORED establishment, valuable lessons
are learned. Important outstanding issues in these REDs are the finalisation of
agreements relating to the relationship of shareholders with their RED, service
delivery and asset transfers.

Both Central RED and SORED are well on track and local authorities and regional
councils within those regions are committed to the establishment of their REDs.
Some local authorities and regional councils are, however, somewhat cautious on
joining the RED without the facilitation of the new 2006 Electricity Bill. Good co-
operation exists with the ECB to resolve identified legal and other issues.

The 2006 Electricity Bill

Although the existing legal instruments provide a sufficient
basis for rationalising the supply of electricity from local
authorities and regional councils to REDs, they are not ideal. The
new draft Electricity Bill will attempt to create a conducive legal
environment for the establishment and functioning of REDs,
the payment of surcharges and the transfer of electricity assets.
The Bill will further accommodate the latest developments in
the electricity regulatory field and resolve problematic and
ambiguous issues, which arose since 2000 when the current
Electricity Act became operational. It is expected that the Bill
will be tabled in Parliament during the first part of 2006.

Conclusion

The rationalisation of the ESl and the establishment of five REDs
pose unique and exciting challenges to Namibia. Although
valuable lessons and examples exist in countries where
REDs have already been established, Namibia is unique and
circumstances often call for original problem solving. The ECB
is particularly satisfied with the high quality of work received
from the experts involved in the process and the enthusiastic
and innovative manner in which participating local authorities,
regional councils, REDs and their staff are facing and solving
these challenges.




