CURRENT CHALLENGES OF
THE EDI REFORM
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Protecton Engineering Namibia (Pty) Ltd
Independent Consultant

Protecton Engineering Namibia (Pty) Ltd, is a Namibian based electricity supply
industry (ESI) service provider. Protecton Engineering Namibia (Pty) Ltd was
established in 2015 and has been involved in various electricity related projects.

PEN (Pty) Ltd is a group with three divisions:

* Consulting - Energy business, tariffs, master planning and engineering design.

 EPC - engineering, procurement and construction (Mainly substations, however we
have built a utility scale 5MW plant in the northern of Namibia)

 Maintenance and testing of electricity infrastructure (focus is on safety) -
substations, transformers etc.

Our clients, various local authorities (COW, Keetmanshoop Municipality), Electricity 3 N G | N F E R | N G N A M | 3 | A

Control Board, NAMPOWER, various REDs, various LA’s, various IPPs and various
large power users mainly in the mining sector (Nawachab, Dundee Precious Metal).
More recently, Protecton has been involved in consulting related to electricity

regulation for the Electricity Control Board.

As Consultants we assist in Tariff Determinations, Rural Master Plans, Network Audits
and all related advisory.

The presentation is prepared by Protecton for the EDI Summit, presented by Alastair
Aspara.

Contact Details: Mr Alastiar Aspara
Email:protecton@protectongroup.com
Tel: +264 61 308197

02. WWW.PROTECTONGROUP.COM
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OVERVIEW OF THE EDI
REFORM
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« The EDI Reform in Namibia has its foundations in the White Paper
on Energy Policy that was published in 1998 as developed by the
Energy Policy Committee of the Ministry of Mines and Energy.

« The energy policies put forward in the paper had the following
goals:
m Effective Governance

m Security of Supply

m Social Upliftment

Investment and Growth

[ |
m Economic Competitiveness and Efficiency
m Sustainability
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« Based on the policy recommendations of the White Paper on
Energy Policy, Cabinet passed a resolution in the year 2000, for the
establishment of the five (5) Regional Electricity Distributors (REDs)
namely:
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Erongo Regional Electricity Distributor (ErongoRED);

Northern Regional Electricity Distributor (NoRED); and

Central North Regional Electricity Distributor (CENORED).
//Au-OB Regional Electricity Distributor (//Au-OB RED-
previously named as Southern Regional Electricity Distributor)

Central Regional Electricity Distributor (Central RED)
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e To date, three (3) of those REDs are operational:
1. NoRED incorporated in 2001
2. ErongRED incorporated in 2005
3. CENORED incorporated in 2005
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e The process of establishing //Au-OB RED is at an advanced stage
as the Shareholders Agreement has been signed and approved by
the Attorney General.
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e With respect to Central RED, there are developments that have necessitated
a relook of the initial Central RED model.
m These developments include:
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- Okahandja Municipality being incorporated into CENORED
- SLA between CENORED and Omaheke Regional Council
- SLA between CENORED and Otjinene Village Council
m The above facts led to the consideration of a Modified Central RED which
we will look at in more detail in another presentation.



« At present there are:

1.19 Local Authorities and 3 Regional Councils (who
do not fall under REDs) with distribution licenses.



EDI STRUCTURE PRIOR TO CHALLENGES WITH INITIAL STRUCTURE
REFORM

+ 70 Licensees: LAs, RCs and Large number of small distributors that could not support themselves;
Independent operators.
LAS/RCs often cannot pay NamPower resulting in escalating NamPower debts;
Large differences in the development of the electricity infrastructure network;
Lack of capital/funds, people and skills to maintain networks;
High electricity losses due to lack of maintenance and theft;
Big differences In electricity tariffs;
Failure to invest in the system (bulk upgrades) and increase access to electricity;

Lack of competition in generation (IPPs);and,;

Non-compliance with license conditions



POLICY INTERVENTIONS TO
ADDRESS EDI

CHALLENGES

ESI Restructuring Studies 1998 — 2000
1998 White Paper on Energy Policy made
provisions for GRN to investigate options for
Improving sector efficiency through
“electricity supply industry restructuring”.

Studies conducted recommended
establishment of 5 REDSs.

Cabinet approved the establishment of
REDs - 2000

NORED, Erongo RED, CENORED, Central
RED and //Au-ob RED.

EDI Summit 2014: Reconfirm that //Au-ob
RED and Central RED be established as
the most efficient and effective way to take
the EDI reform forward.

The National Energy Policy (2017) supports
the EDI Reform.

EDI REFORM OBJECTIVES

Consolidation (from >70 licensees down to
maximum 5 licensees);

Improvement of sector efficiency — and
ensure long term network quality and
maintenance;

Improvement of quality of supply and
service,

Creation of economies of scale — large
operators with more capacity, sharing of
resources, cost reduction;

Harmonization of tariffs;

Promote electrification;

Create conditions that are conducive for
private sector participation and competition

(IPPs); and

Create distributors that have the skills and
funds to deliver on the above objectives.

SHORTCOMINGS

Licensees outside of RED - 19 licensed LAS
and 3 RCs that have not joined the REDs,
meaning that the objective of license
consolidation has not been met.

Harmonization Challenges - Surcharges
with the REDs are not harmonised.

Operations and Maintenance - LAs and RCs
have experienced challenges with the upkeep
and maintenance of the distribution network.

Electricity Sales Dependency - Funds from
electricity sales used to cover their cash
shortages, thus not dealing with escalating
NamPower debts.

Governance Challenges — We see situations
where an enhancement of Corporate
Governance within RED’s is encouraged. Eg.
Independent Non-Executive Directors are
encouraged.




The financial performance

of the following licensees’

were conducted in

accordance with the

industry performance

framework:

e NORED, CENORED and
Erongo RED

e Annual evaluation was
included in the
2022/2023 Annual year.

KEY PERFORMANCE INDICATORS
FINANCIAL PERFORMANCE

ROA

Operating Margin
Current Ratio
Quick Ratio

TECHNICAL PERFORMANCE

Network Losses

COST EFFICIENCY PERFORMANCE

Eneray Sold/ Emplovee kWh

Debtor Days

Operating Cost/ Sales
Bad Debts (%)

CUSTOMER SERVICE PERFORMANCE

Customers/ Employee
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STAKEHOLDERS VIEWS AND
CONCERNS




14.

Stakeholders Views and

Concern.

« During the consultative process for the establishment of //Au-OB RED and
Central RED, stakeholders expressed their views with respect to the EDI
Reform and the establishment of the REDs in general.

« Ongoing consultations with stakeholders have been conducted by MURD,
MME and the ECB with stakeholders, including consultations with the
Association of Local Authorities Namibia (ALAN).

« The following are the key concerns that have been raised by stakeholders:

1.
2.

. Low Local Authority Surcharges.
. Lack of harmonization of tariffs and LA Surcharges.
. Low electrification rates.

Loss of revenue of Local Authorities and Regional Councils.
Lack of a framework for funding of LA’s and RCs post establishment of
REDs.

. Lack of a legal framework governing the establishment of REDs.
. High tariffs, perceived as being the result of the establishment of REDs.

Irregular distribution of dividends by REDs.




1. Loss of Revenue 1/2

* Description of concern:

m LA’s and RC’s, both within and outside of areas that have REDS,
have raised the concern that the removal of the electricity business
from their operators as a result of joining a RED, results in not only
the loss of revenue, but also a loss of beneficial cash flows.

 QOur Findings and Comments:
1. The ECB made provision for the following three revenue streams for
LAs and RCs once they join a RED:

15.

. Loan Compensation Charge: This is a payment for loans taken

LA Surcharge that is paid based on ¢/kWh

Transitional Service Charge: This is to compensate LAs and RCs
for expenses and overheads which will not be completely
eliminated by the establishment of the REDs. It lapses after 3
years.

out by LAs and RCs to fund their electricity business. It covers
both the interest and principal payments. It expires once the
loan is fully repaid.
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1. Loss of Revenue 2/2

« Our Findings and Comments:

2. There is also the opportunity to earn revenue in the form of dividends.
Dividends will be paid out as per shareholders’ agreement and Board
resolutions.

3. LAs and RCs could also provide services to the REDs, on a competitive basis;




2. Lack of a Framework for
Funding of LAs and RCs Post
Establishment of REDs.

« Description of concern:

m Stakeholders are concerned that there is a lack of a well defined
framework or methodology for providing funding to LAs and RCs
that is sufficient to cover for the revenue lost due to the
establishment of a RED.

Our Findings and Comments
m The current funding provided includes operational budget
subsidies that are allocated to Regional Councils, some Town
Councils and all Village Councils by the MURD.
m Development assistance is also provided by the National Planning
Commission.

17.




3. Lack of a Legal Framework

Governing the Establishment
of REDs

« Description of concern:
m There are arguments and concerns that there is insufficient legal
basis for the establishment of REDs.

* QOur Findings and Comments:

m The ECB has the regulatory power to the Gazette Rules for the
establishment and operationalization of the REDs.

18.



4. High Tariffs, Perceived as
Being the Result of the
Establishment of REDs 1/8.

« Description of concern:

m Perception amongst the Namibian communities suggest that the
increased tariffs are linked to the establishment of the REDs , which
indicates a potential lack of understanding about the various
factors influencing tariff adjustments.

« Our Findings and Comments:

m The methodology implemented by the ECB for the determination of
electricity tariffs is cost reflective meaning that the tariffs reflect
the cost of providing electricity to end users. The cost includes the
cost of bulk electricity purchases from NamPower and IPPs, and the
distributor’s operational costs.

m As such, cost increases will necessitate a tariff increase. This
affects both REDs and LAs/RCs who have distribution licenses.

19.
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4. High Tariffs, Perceived as

Establishment of REDs 2/8.

e .Our Findings and Comments:

1.

2.

Being the Result of the

Network infrastructure upgrades, refurbishments and investments
into the network to improve the quality of service also affect the
tariff.

To keep the tariffs transparent and maintained, the ECB then
concluded the cost of unserved energy which is:

Direct economic Business Cost Of Unserved Energy (COUE)
calculation: is calculated at N$ 36.19 Gross Value Added
(GVA)/kWh. This value is used as guidance on optimizing the
reliability of the network.

Total COUE calculation: the total COUE is N$ 85.38 GVA/kWh
inconsideration of the various effects and interrelationships

between industries. \
Residential COUE calculation: is calculated at N$ 11.12/kWh,
providing a focus on household expenditure.




4. High Tariffs, Perceived as
Being the Result of the
Establishment of REDs 3/8.

* .Our Findings and Comments:
= Temporal dimension consideration: the utilization of the product
function method, which includes the temporal dimension by
assigning active hours to each sector, ensures a comprehensive
understanding of energy utilization.

« The provided values and calculations offer a structured approach to
assessing and addressing issues related to high tariffs.

21.




4. High Tariffs, Perceived as
Being the Result of the
Establishment of REDs 4/8.

« Qur findings and Comments:
1. Comparison of average tariffs. Source: ECB 2022

Average Tariffs per Distributor

350.00 323.54

30000  276.29 290.59 287.37

I I I 255.04 250'42 25?‘60

NORED OPE CENORED ERONGORED Central Southern NamPower DX
Namibia Namibia

250.00

200.00

150.00

100.00

NS cents /kWh Average

50.00

2022

Central Namibia and Southern Namibia average
tariffs are a consolidated average of all the LAs and
RCs under those areas. ‘ |




4. High Tariffs, Perceived as
Being the Result of the
Establishment of REDs 5/8.

* Our findings and Comments:

2. Average Distribution Tariff Changes and

Residential Pre-Paid Tariff Levels Source: ECB Annual Report
2023
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4. High Tariffs, Perceived as
Being the Result of the
Establishment of REDs 6/8.

« Qur findings and Comments::
3. Breakdown of tariff components. Source: ECB 2023

Tariff Component N$/kWh| Percentage of Total Tariff|Tariff Component Type
Generation 1.24 44.60%|Bulk Purchases
Reliability 0.11 3.96%|Bulk Purchases
Losses 0.14 5.04%|Bulk Purchases
Transmission 0.50 17.99%|Bulk Purchases
Distribution and Supply 0.61 21.94%|Operational
Local Authority Surcharge 0.14 5.04%|Operational
ECB Levy 0.02 0.72%|Levy
NEF Lecy 0.02 0.72%|Levy

2.78 100%

23.
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4. High Tariffs, Perceived as
Being the Result of the
Establishment of REDs 7/8.

« Qur findings and Comments::
4. Breakdown of tariff components.

1.44%




4. High Tariffs, Perceived as
Being the Result of the
Establishment of REDs 8/8.

« Qur findings and Comments::
The diagram, below further explains the flow of tariffs costs originating from the
generation point of electricity up until the end user.

Generation costs

— Local Generation cost Transmission costs

NS 0.4964/kWh

o +
Importcosts
NS 1.2425/kWh

Reliability cost
NS 0.1095/kWh

Transmission Lines

Eleciricity generation
g (400/275 k¥)

power stations

Losses costs
NS 0.1373kWh

4+

Distribu%ion Substation

Distribution and
Retail costs

‘!h\l‘\ NS 0.6106/kWh
\ \ T
\ \ 'S B & B B BB B E &8l
o ; Levies
\F § Local Authority Surcharge
& ; NS 0.14/kWh
' N —— 5 ECB Levy NS 0.0212/kWh
Medioms vollogs Uine] S l NEF Levy NS 0.0160/kWh
L R T TR R R R
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Electricity tariff
N$ 2.7735/kWh
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5. Irregular Distribution of
Dividends by REDSs.

« Description of concern:
m LAs and RCs have raised the concern that there has been inconsistent
payments of dividends from the REDs, that is to say that dividends
have not been paid out every year.

 Our Findings and Comments:
m This ties in with the concern regarding the loss of revenue.
m Itis true that dividends have not been paid every year by the REDs.
This could be attributed to the need for availing of cash for network
Investments.
m Determination of the dividends declared solely depends on the
profits or losses that the REDs make during each financial year which

is then approved by the ECB before it is distributed to the respective
LAs/RCs.
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6. Low Local Authority
Surcharges.

« Description of concern:

m The surcharges the LAs and RCs are receiving are low and that they
will not cover for their expenses due to the loss of electricity.

m Shareholders are concerned that there’s a lack of harmonization in
the LA surcharges across the various regions which is leading to the
different surcharges being received from the REDs.

* Our Findings and Comments:
m The LA Surcharge is being paid out on a per cent/ kWh basis.
m The LA Surcharge was determined through a financial analysis of
Local Authorities’ financial statements, identifying the actual surplus
from electricity sales after deducting associated costs.
m This surplus then became the main LA Surcharge and was
determined based on individual LAS sales volume.
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7. Low Electrification Rates.

Description of concern:

B Stakeholders are concerned that with the establishment of the REDs,
there has not been much improvement in the accessibility of
electricity country wide, especially in the rural areas.

Our Findings and Comments:
Electrification in the country is estimated at about 50% of households overall.
Estimates on rural area electrification is between 20%-30% of households.
Meaning between 70%-80% of rural households remain without access to
electricity.

MME,MURD and the REDs are primarily focused on expanding in areas where
LAs/RCs have the capacity to finance the extension of the network.




1.

2.

3.

Recommendations 1/3.

Loss of Revenue.
It is recommended that the LAs and RCs conduct a financial impact assessment
of joining a RED. This will help in creating an accurate understanding of the cash
flow challenges that will be faced when joining a RED, and will be valuable in the
development solutions.
Central Government could consider increasing the subsidy to LAs and RCs.

Lack of a Framework for funding of the LA’s and RC’s Post Establishment of
REDs.
The recommendation made at the EDI Summit 2014 for the MURD to conduct an
in-depth study to determine a funding framework that sustainably covers for
funding challenges created by the establishment of the REDs remains relevant.

Lack of a Legal Framework Governing the Establishment of REDs.
It is recommended that the ECB should develop a rule/regulatory framework that
deals with the issue of the establishment of the REDs.

4 High Tariffs, Perceived as Being the Result of the Establishment of the RED’s

Distribution only accounts for 30% of end-user tariffs. Generation and

transmission contribute the rest. Focus therefore needs to be more on the

generation and transmission side, in terms of developing ways to address the

tariff increases.

There is also a need for public and educational awareness campaigns that:

1. Explain the tariff determination methodology (revenue requirement
composition) approved by the ECB.

2. Explain the distribution tariff composition, and
3. Explain the role of LA Surcharges in increasing distribution tariffs




Recommendations 2/3.

5. Irregular Distributions of Dividends by REDs.

= The LAs are within their rights to expect dividends. However, the expectation of
dividends coupled with the expectation of lower tariffs is a contradiction. The LA
Surcharge was the main means through which loss of revenue was meant to be
addressed.

6. Low Local Authority Surcharges

A thorough review of Surcharge rates be conducted by the ECB in consultation

with REDs with the aim of achieving harmonization countrywide so as to

promote fairness and transparency.

= The government could also take over and/or augment the payments for the
surcharges as suggested at the EDI Summit 2014.

/. Low Electrification Rates.
The consultant recommends that a review be conducted on the strategic and
implementations of the REDs. This review must include an in-depth analysis of
the factors contributing to the low electrification rates in the regions and the
possible solutions that can be addressed to solve these challenges.

30.
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Recommendations 3/3.

Implementation of National Electrification Policy for funding electrification with

specific funding from MURD for townships and rural areas.
Reviewing of all license conditions, IPPs and existing Dx licenses to contribute

to electrification (social responsibility).
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