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7. 
WRITING OFF OF NON-TECHNICAL WATER AND ELECTRICITY LOSSES 
 
5/17/2 
S Müller (028) 313 8019 Hermanus Administration 
4 October 2017 

 
1. Executive Summary 

 
National Treasury issued guidelines (MFMA Circular No. 70, December 2013) 
on how to deal with non-revenue water and electricity. Annexure B of Circular 
No 70 provides guidance on the accounting treatment of non-technical losses 
and mentions that a council resolution is required to write off the losses. 

 
2. Service Delivery and Budget Implementation Plan - IGNITE 

 
Directorate Finance 
Department Revenue 

 
3. Compliance with Strategic Priorities 

 
Provision of democratic, accountable and ethical governance 
Provision and maintenance of municipal services 

 
4. Delegated Authority 

 
None  

 
5. Legal Requirements 

 
Local Government: Municipal Finance Management Act, Act 56 of 2003 

 
6. Background/Discussion/Evaluation/Conclusion 

 
Background 

 
National Treasury issued guidelines (MFMA Circular No. 70, December 2013) 
on how to deal with non-revenue water and electricity. Annexure B of the 
Circular provides guidance on the accounting treatment of non-technical 
losses and mentions that a council resolution is required to write off the 
losses. 

 
Discussion 

 
Losses occur in every water and electricity distribution system. Losses are 
divided into technical losses and non-technical losses. Technical losses are 
authorised, unmetered uses or unavoidable internal system losses whereas 
non-technical losses are unauthorised, unmetered uses and avoidable system 
losses.  
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In the case of electricity: 
 

 technical losses are caused by the physical properties of the 
components of the power system. The most obvious example is the 
power lost in the distribution lines and transformers due to unavoidable 
internal electrical resistance, 

 non-technical losses are caused by illegal connections, inaccurate 
meters, incorrect meter readings, incorrect billing, etc.    

 
In the case of water: 

 

 technical losses are caused by unmetered, authorised water uses such 
as fire fighting, cleaning of reservoirs, flushing of pipelines and losses 
associated with the water treatment process (i.e. backwashing of filters), 

 non-technical losses are caused by leaks, pipe bursts, illegal 
connections, inaccurate meters, incorrect meter readings, incorrect 
billing, etc.    

 
Evaluation 

 
Electricity (refer to Annexure A for details) 

 
The Municipality purchased 245 751 617 kWh of energy from Eskom during 
the period under review (1 July 2016 to 30 June 2017) at a total cost of 
R168 826 514. The unit cost of electricity is therefore R0.6870 per kWh. 

 
During the same period, the Municipality sold 227 638 533 kWh of energy to 
its customers. This equated to a total loss of 18 113 084 kWh (7.37%). The 
National Treasury norm for electricity losses is between 7% and 10%. 

 
The technical losses were calculated for the different supply areas as follows: 

 
Gansbaai   4.9% 
Kleinmond   3.8% to 4.1%  
Hermanus and Hawston  6.6% to 9.6% 

 
Based on the calculations above, it is estimated that the technical electrical 
losses for the entire system is 5.0%. 

 
The non-technical losses are therefore 2.37% or 5 825 503 kWh. At a unit 
cost of R0.687/kWh this equates to an amount of R4 002 006. 

 
Water (refer to Annexure B for details) 

 
The Municipality produced 7 556 272 kl of potable water during the period 
under review (1 July 2016 to 30 June 2017).  
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During the same period, the Municipality sold 5 947 239 kl of potable water to 
its customers. This equated to a total loss of 1 609 033 kl (21.29%). The 
National Treasury norm for water losses is between 15% and 30%. 

 
The technical water losses were calculated to be 164 841 kl (2.18%). 

 
The non-technical losses are therefore 19.1% or 1 444 192 kl and this 
equates to an amount of R2 210 719. 

 
7. Financial Implications 

 
None (Disclosed in the notes to the Annual Financial Statements) 

 
8. Staff Implications 

 
None 

 
9. Comments from other Departments, Divisions and Administrations 

 
None 

 
10. Annexures 

 
Annexure A: Details of Electrical Losses  
Annexure B: Details of Water Losses 

 
RECOMMENDATION TO THE COUNCIL:  
  
1. that the non-technical electricity losses to the value of R4 002 006 for the 

2016/17 financial year be written off;  and  
  
2. that the non-technical water losses to the value of R2 210 719 for the 

2016/17 financial year be written off. 
 
 
RESPONSIBLE OFFICIAL : BA KING 
 
TARGET DATE FOR IMPLEMENTATION : 30 NOVEMBER 2017 
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