





3. Customer Impact:
|. Umeme would conduct a sensitization campaign.

ll. The mean level of consumption that the studies provided of 47 units (50units rounding)
was considered the basis of the impact analysis and thus at this level the customer
would pay Shs.12,000 per month as opposed to Shs.16,996 (the current tariff). Hence,
saving 30%.

Ill. Using our best available information on actual consumption, our calculations suggest
that this exercise is “Revenue Neutral”.

Umeme’s analysis includes simple calculations from the customer point-of-view, as Umeme is keen
not to penalise a customer as part of this measure. The more affordable electricity is, the more
efficiently the sector will operate. The following information shows what a customer would pay
using the current tariff structure.

For an honest customer, consuming 50 units per month (proposed flat rate of 12,000 UGX), their
current bill would be calculated as follows:

Units Price Total Cost
Standing Charge 3 2,000
Lifeline Units 15 100 1,500
Additional Units 35 385.6 13,496
Total Bill (shs) 16,996

For an honest customer consuming 75 units per month (proposed flat rate of 26,000 UGX), their
current bill would be calculated as follows:

Units | Price Total Cost
Standing Charge 2,000
Lifeline Units 15 100 1,500
Additional Units 60 385.6 23,136
Total Bill (shs) 26,636
4. Relation to Pre-Payment Metering

As ERA have stated, further consideration must be given as to how this program would relate to a
pre-payment programme. Some key points to consider are:

» Firstly, the timeline for a nation-wide roll-out of prepayment metering is on the order of at

least several years; it is difficult to say now just how fast such a programme could be
implemented.
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* Secondly, the implementation of pre-payment meters and their tariff is already complicated
by the existence of the lifeline tariff. Any method used for incorporating the lifeline tariff into
prepaid metering could incorporate a flat-rate tariff.

At this stage, Umeme’'s recommendation would be one of the following: (1) to levelize tariffs for all
pre-paid customers or (2) to conduct an extensive poverty survey of customers and to develop key
criteria to allocate customers into a “lifeline” prepaid tariff or (3) to implement a more complicated
pre-payment system whereby customer purchases are tracked on a monthly basis and prepaid
vouchers priced according to the customer's usage. This third option would be cumbersome and
would reduce the efficiencies expected from a pre-paid system.

As the issue of either lifeline or flat-rate tariffs in a pre-payment system is a complex discussion
point and one that already must be addressed with the current lifeline tariff, Umeme strongly
recommends proceeding with the flat-rate tariff in the interim while progressing discussions with
ERA as to how to equitably price electricity for pre-paid customers.

5. Revenue Neutrality

As ERA requested, Umeme has analysed the flat-rate proposal for its impact on revenues to
Umeme, in keeping with the tariff methodology which calls for the recovery of a required revenue
on an annual basis. Using Umeme’s consumption assumptions, we have calculated the following
total revenues, keeping sales constant, between the current tariffs and the proposed flat rates.

Monthly Revenue Differences, UGX ‘000’s

' Customer Group Revenues with Flat-Rates Revenues with Current Tariffs
| Less than 50kWh/month 1,666,176 _ 846,313

| Less than 75kWh/month 918,268 768,708

| Greater than 75kWh/month* 2,139,228 2,191,557

| Total (shs) 4,723,672 3,806,578

*for this customer class we only compare the revenue for the first 75 units, as for all units thereafter the
revenue would remain unchanged in our proposal which keeps the unit tariff the same as the current tariff,

6. Conclusion

Umeme is pleased to present this proposal for loss reduction amongst a group of customers with
large customer numbers and very low usage. The introduction of flat-rate tariffs for domestic
consumers will provide immediate improvements in system losses with a minimum of administrative
burden, providing an efficient solution for one key loss-reduction area. In addition, the customers
will benefit through a net reduction in their electricity bills in combination with certainty in preparing
their monthly budgets.
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Umeme looks forward to reviewing this proposal with ERA and to its rapid implementation. Once
agreement is reached with ERA Umeme can prepare its customers and systems and would expect
to start seeing benefits within [3-6] months of ERA approval.

Yours Sincerely P
R

MANAGING DIRECTOR
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