NATIONAL ENERGY REGULATOR OF SOUTH AFRICA

In the matter regarding
PRINCIPLES TO DETERMINE PRICES IN THE ELECTRICITY SUPPLY INDUSTRY

RECOMMENDATION
Based on the available information, at its meeting held on 25 November 2021, it was
decided as follows:
1. The Energy Regulator approves the principles to be used when determining prices
within the Electricity supply industry. The principles are as follow:
a)
b)

c)

Unbundling of activities across the value chain (Activity Based Costing)
Unbundling of services within each activity (Differentiated Load Profiles)
using merit order dispatch approach (least cost first determination to set tariffs
for each type of load).

2. Approve the inclusion of principles mentioned above in the Multi Year Price
Determination Methodology (MYPDM) to be use by licensees when applying for
2023/24 tariffs.
3. Allow partial implementation of the principles to give time to licensees to gradually
move to full implementation.
4. Notes the project plan detailing the implementation of the MYPDM Pricing Review
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ABBREVIATIONS
DMP
Demand Market Participation
DSLI
Demand Supply Loss Index
DSM
Demand Side Management
EAF
Energy Availability Factor
EEDSM
Energy Efficiency and Demand Side Management
ELS
Electricity Subcommittee
ER
Energy Regulator (NERSA board)
ERTSA
Eskom’s Retail Tariff Structural Adjustments
EUF
Energy Utilisation Factor
GDP
Gross Domestic Product
GLF
Generation Load Factor
GWh
Gigawatt hour
IDM
Integrated Demand Management
IPP
Independent Power Producer
IRP
Integrated Resources Plan
km
Kilometre
kWh
Kilowatt hour
MW
Megawatt
MWh
Megawatt hour
MYPD
Multi-Year Price Determination
NERSA
National Energy Regulator of South Africa
OCGT
Open Cycle Gas Turbine
Opex
Operating expenditure
PAJA
Promotion of Administrative Justice Act
RCA
Regulatory Clearing Account
REC
Regulator Executive Committee
REIPP
Renewable Energy Independent Power Producer
SOC
State-Owned Company
UoS
Use-of-System Charges
ITSMO
Independent Transmission System and Market Operator
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1. REGULATORY LEGAL MANDATE
1.1

The application of the methodology is a process premised on achieving fair evaluation,
efficient and effective administrative process and achievement of rationality from a marsh
of information. The general nature of the powers mandated to NERSA by section 4 of the
Electricity Regulation Act, 2006 shall without related regulatory instrument result in
abstract conclusions.

1.2

The methodology, as developed, does not enjoy the status of the law or binding on courts.
The methodology derives its binding nature when applied to a decision-making process.
Once it is dedicated to application on particular process, NERSA cannot arbitrarily
deviate from it without considering due process. The discretion for its usage is because
NERSA is vested with the powers to determine electricity price/tariff.

1.3

Clause 6.2 of Eskom’s distribution licence carries a condition imposed by NERSA
referencing the usage of a methodology to determine prices and tariffs – the current
methodology being the Rate of Return methodology. The powers to determine such
condition is derived from section 14(1)(e) of the ERA. The development of the
methodology is to satisfy the condition set for purposes regulating Eskom prices and
tariffs

1.4

There are other hosts of conditions issued to Eskom related to approval of prices and
tariffs. These conditions are an enhancement of section 15(2) which generates statutory
prohibition on the part of the licensee. It is therefore fundamental to detail that, section
15(1) of the ERA is predicated on what has been expanded in clause 1.3 above.

1.5

The methodology which is the product of the conditions which section 15(1) is established
on, should enable the decision making on tariffs, charges and tariffs and regulation of
revenue to achieve what is listed in (a) – (e).

1.6

In a nutshell, section 15(1) finds its place for implementation on the licence condition
issued, this provision creates an extended framework on the consideration of revenue,
tariff and charges. The parameters detailed in the section cannot be ignored when
considering tariffs, revenue and charges as the law has prescribed them.

2. BACKGROUND AND INTRODUCTION
2.1

The multi-year price determination (MYPD) approach is developed as a guide
to the Regulator in the regulation of electricity supply industry tariffs in a manner
that could be deemed rationale and would result in predictable and stable
prices. It forms the basis on which the National Energy Regulator (NERSA) will
5
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evaluate the price adjustment for Eskom over a multi-year period and becomes
the de facto price path. The validity of the current MYPD4 period (the Control
Period) will expire on the 31st of March 2022.
2.2

At the end of each control period, revisions are made to the application of the
Revenue Requirement (Cost of Service; Rate of Return) Methodology to correct
shortcomings in its application, from the previous Control Period. The precedent
has been that the revised application of the methodology is required for the
ensuing Control Period. The revised application of the Revenue Requirement
Methodology will be used to ensure that all players in the Electricity Supply
Industry have appropriate tariffs which provide an opportunity to recover the
prudent and efficient costs incurred to deliver the required services and earn a
reasonable rate of return – also referred to as cost reflective tariffs, come the
beginning of 2022/23 financial year – see also 3.1.2.

2.3

Between March and June 2021, the NERSA revised its strategy to take account
of changes to the Electricity Supply Industry and to address improvements in
the delivery of the associated regulatory activities. To this end, the following
strategic objectives informed the review of the MYPD5 principles for the
Electricity Supply Industry that supports, inter alia, the sustainability of prudent
investments, by:
 achieving stable electricity prices
 achieving a stable electricity system
 improving systems and tools

2.4

Adherence to key principles will be necessary to achieve the strategic
objectives, namely:
2.4.1 Activity Based Costing (ABC): A migration from the average cost
approach to an activity-based costing approach, where different
activities are disaggregated along the value chain;
2.4.2 Differentiated Load Profiles: With the ABC disaggregation of the value
chain into discreet activities, it was necessary to reflect the reality of
how the cost to serve are further disaggregated according to the load
profile for different categories of consumer;
2.4.3 Marginal Price Tariffs: Within each of the load profiles, and related
costs to serve, the pricing must reflect the market realities – using a
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merit order dispatch approach (least cost first determination to set
tariffs for each type of load).
2.5

On 23 September 2021, the NERSA published a Consultation Paper to gather
both written and oral comments from the stakeholder. Public hearings on the
new principles were held on 05 and 12 November 2021. NERSA also held
consultative workshops on 18 and 22 November 2021 with stakeholders to
engage on future pricing principles.

2.6

On 22 September 2021, the National Energy Regulator of South Africa (the
Energy Regulator) approved the publication of the Consultation Paper on
revised principles to address shortcomings from the previous Control Period,
and that will inform the application of the current Rate of Return Methodology
used to set tariffs. The Consultation Paper was published on 24 September
2021. The closing date for comments was 22 October 2021.

2.7

The public consultation has been a very visible and intensive process which
has elicited a wide range of comments and some strong opinions. However,
two opinions that have emerged need some unpacking.
2.7.1 Firstly, although the Pricing Review was conducted as a single
process, it is part of a portfolio of projects being implemented to
address various shortcoming and changes happening in the Electricity
Supply Industry. Unfortunately, because of the intense focus on pricing
with this project, there was a perception that NERSA has only focused
on pricing and strong opinions were expressed regarding other
aspects, besides (or in addition to) price. Public participation will be
sought in due course on other aspects where change is anticipated –
such as wheeling, bilateral contracting, trading, grid code changes for
SSEGs etc. In addition, we will be implementing an advocacy drive to
address policy matters with the relevant policy departments around
market structure, the role of the Independent Transmission System
and Market Operator (ITSMO) etc.
2.7.2 Secondly, it is also important to consider the context of the opinions
and comments from stakeholders that are informed by the optics from
their perspective – those affected primarily by municipal services may
well discount the need to address issues related to tariff determinations
or market structure at a national level, especially with regard to Eskom
as it moves towards unbundling as part of the broader deregulation of
the electricity market. Low income households that regard access to
electricity a basic right and are wholly dependent on state involvement
7
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in the provision of electricity services will have a very different set of
expectations than say and energy intensive users who appreciate the
disaggregation of services and subsequent application of transparent
cost to serve principles. Low income households for example face
serious challenges going off grid as the cost and maintenance of
renewable equipment is relatively prohibitive.
2.8

It should be noted however that these principles have been refined as an
outcome of the consultation process where clarity on a number of aspects was
provided. The integration of the points of clarification are accordingly captured
in the Reasons for Decision.

3. THE THREE PRINCIPLES
3.1

An import precursor to all regulatory process used to account for costs to set
prices are the following baseline assumptions used in all regulatory jurisdictions:
3.1.1

Revenue Requirement (RR) methodology underlies all forms of
regulation - from traditional “cost-of-service” regulation to various types
of “incentive” and performance-based regulation

3.1.2

RR Methodologies may differ in application, however all are based on
the concept of “providing an opportunity - but not an assurance - for
the regulated firm to recover its efficient costs and earn a just and
reasonable return on capital investments”1

3.1.3

RR is founded on three pillars of regulation that determine whether
utilities will be provided with an opportunity to recover their costs and
earn a return on their capital investments - costs and investments must
be:
3.1.3.1

“prudent,”

3.1.3.2

“used and useful,” and

3.1.3.3

“known and measurable”

1

Jonathan A. Lesser, Ph.D., Leonardo R. Giacchino, Ph.D, Fundamentals of energy regulation. Third edition.
Reston, Virginia: Public Utilities Reports, Inc., 2019, p59
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3.1.4 Allowed expenses, whether capital or operating, must comply
with these fundamental assumptions and principles to be
considered a part of a firm’s Revenue Requirement
3.2

It is the context of these conventional regulatory standards that the revised
principles applied to the RR methodology at NERSA have been considered.

3.3

Principle 1: Unbundling of activities across the value chain
3.3.1 Determine tariffs for each part of the electricity value chain, i.e.
generation, transmission, distribution, trading and other services. This
implies disaggregation of the electricity supply industry into component
activities, which are generation (Gx), transmission (Tx), distribution
(Dx), system operations (SO), market operations (MO), trading (Td),
other ancillary services (AS). This disaggregation forms the backbone
of the Activity Based Costing referred to in the Consultation Paper,
however at a principle level, it addresses the shortcomings of
averaging costs across the value chain, as currently determined, and
unbundling them to transparently allocate the costs where they
incurred.
3.3.2 During the public hearing, workshops and on written comments it was

clear that there is a broad acceptance by stakeholders on this principle
by stakeholders. This was especially evident with regulatory experts
who noted this would be a major step forwards transparent cost
reflective tariffs.
3.4

Principle 2: Unbundling of services within each activity:
3.4.1 Within the generation activity, determine tariffs for each power plant

based on the established Revenue Requirement methodology and
effective capacity; within the distribution activity, determine tariffs for
each distributor using Revenue Requirement methodology and
capacity of each distribution system.
3.4.2 Tariff can be determined by firstly calculating “required revenue” (RR)

and dividing the resultant RR by a load factor adjusted capacityi.

For each generation unit, an appropriate revenue requirement
including contribution to overheads is determined and this
revenue requirement is divided by the product of the capacity of
9
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the power multiplied by its utilisation factor. Of course the tariff
can be split into two or three-part tariff to take into account of
fixed and variable costs.
ii.

For the distribution, as would be case for transmission, revenue
requirement is calculated to each network taking into account all
prudently incurred regulatory costs for each network and
dividing the resultant RR with total power distributed in the
system, including privately generated power.

3.4.3 Unbundling generation tariffs for each plant will allow for identification

of inefficiencies in the system & identification of transparent cost of
service and will address prudency issues. A tariff for a low EAF plant
will for instance come out as very high and will not be hidden through
averaging. This principle addresses the two key tariff standards
referred to in 3.1.3, of ensuring prudency and making sure that only
“used and useful” plants are included in prices.
3.4.4 Understanding that energy services are demand driven and are

different depending on consumer needs and may demand different
facilities within one or more of the activities defined above, especially
at Gx level. These energy services have very different demand profiles
which ideally should be supplied with generation plants that have the
same or similar supply profiles. The demand profiles, as proxies of
energy services, can be broadly categorised into four generic profiles,
which are (i) baseload or constant demand, (ii) mid-merit or semi
constant demand, (iii) peak or variable demand and (iv) ad-hoc or
emergency demand. It is clear that the first 3 types are different but are
to a greater extent, predictable whilst the 4th service is by its very
nature unpredictable.
3.4.5 These services are met by different generation units and different

generation units have their inherent different costs derived from the
equipment design (a function of the purpose, the technology and
related fuel, amongst other costs), and efficiency questions
notwithstanding and these should be recognised accordingly. This
recognition of the existence of different services, which have different
cost to serve profiles, forms the backbone of the type of service
costing.
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3.4.6 There is a need for this principle to be further consulted, for further

explanation. This principle also addresses the need for transparent
wheeling arrangements.

3.5

Principle 3 : cost of service determination using merit order dispatch
approach (least cost first determination to set tariffs for each type of load)
3.5.1 The key issues being addressed by the principle are the separation

and determination appropriate costs associated with the delivery of
three different services by all demand sectors and conceptually draws
its rationale from the principles of marginal costs, namely
i)

Constant power demand (baseload demand) which is likely
going to be 100% grid based;

ii)

Day or mid-merit demand which is likely going be supplied by
own & embedded generation mainly through solar & wind, which
will be on or off grid; and

iii)

Variable load which will include peak demand and grid-based
backup.

3.5.2 At the very least, there is a need to separate the tariffs associated with

the variable load from the other two load profiles.
i)

Variable load requires expensive sources of power generation
and should not be socialised as that would cynically transfer
price pressures to both poor households (who can’t afford selfgeneration) and industry (whose consistent 24/7 demand does
not actually do not contribute to this cost). The tariff for variable
load is likely to be in the order of 5-10 times the baseload tariff,
depending on the economies of scale achieved, which will
largely be a function of the load profile and technology used to
the supply load.

ii)

Separate baseload and mid-merit supply, even if combined and
reflected in usual time of use manner, will support development
and allow for provision of affordable FBE by the state to those
who cannot afford.

3.5.3 Clearly, how this principle would be applied would be different before

and after creation of the ITSMO but does not mean that it cannot be
11
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implemented in the interim. However its application is not dependent
on the deregulation of electricity supply industry and dispatch rules can
be carefully crafted to mimic this market-based principle until such time
as a mature and competitive market enforces merit order dispatch of
power as outlined in 3.5.5.
3.5.4 A few of the activities identified the principles above and within the type

of service, particularly the Gx activity are delivered by a variety of
component plants, which as explained in 2 above, have different costs.
Focussing on generation, it is clear for that for each type of service, eg.
baseload, there are a number of generators, with their different costs
and would have been priced accordingly, which could be deployed to
provide the service. Baseload plants for instance include coal plants,
nuclear plants, imported hydroelectricity, etc. and coal plants are
themselves different and have different associated costs.
3.5.5 The question is then how is the service priced in recognition of these

differently costed plants? The answer lies in the how the market would
have dealt with the problem, which is that the cheapest plants in each
service bracket, would be deployed first in the order of their cost merit
and the costs associated with the last plant that “balances” the market
will determine the price for that service. This is the backbone of the
marginal pricing.

4. THE DECISION MAKING PROCESS
4.1

On 22 September 2021, the National Energy Regulator of South Africa (the
Energy Regulator) approved the publication of the Consultation Paper on revised
principles to address shortcomings from the previous Control Period, and that will
inform the application of the current Rate of Return Methodology used to set
tariffs. The Consultation Paper was published on 24 September 2021. The closing
date for comments was 22 October 2021.

4.2

The Energy Regulator received thirteen written comments from stakeholders for
the period during which the Consultation Paper was published.

4.3

The Energy Regulator conducted a combination of physical and virtual public
hearings in all nine provinces of South Africa from 05 November 2021 and 12
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November 2021 in order to solicit comments from interested and affected
stakeholders.

5. LIST OF STAKEHOLDERS WHO PROVIDED WRITTEN COMMENTS ON THE
CONSULTATION PAPER
5.1 NERSA received twelve written stakeholder comments from intensive users and this
stakeholder is: -.

a)
b)
c)
d)
e)
f)
g)
h)
i)
j)
k)
l)
m)

Energy Intensive Users Group (EIUG)
Minerals Council South Africa
Operation Vulindlela
Agri SA
The Association of South African Chambers
BUSA (Business Unity South Africa)
City Power
Eskom
FAPA (Ferro Alloy Producers Association
City of Cape Town Energy and Climate Change
AfriForum
OUTA
Deutsche Gesellschaft für Internationale Zusammenarbeit (GIZ)

5.2 The comments received have been analysed under the analysis section below.

6.
6.1

ANALYSIS OF WRITTEN STAKEHOLDER COMMENTS
The tables below in this section shows the summary and the analysis of written
comments from stakeholders:

13

Table 1: EIUG

Category

Summary of Stakeholder Comments

NERSA Analysis

1.

General

The consultation paper is set in an almost
policy vacuum considering that in as much
as it is clearly focused on pricing, some of
the assumptions used are of an end state
not yet defined in policy development.

Nersa acknowledges the concern raised
and will ensure that before any drastic
change is implemented, it would be backed
by policy (whether existing or revised
policy)

2.

General

This consultation paper does not seem to
consider any implications for the utilities. In
rules of this nature, it is always important to
find a balance between consumer needs
and the utility needs. Getting the utilities to
perform efficiently is as important as
ensuring their financial sustainability. It
serves no good to consumers if the
investments in the supply side are not made
in an orderly and sustainable tariff
environment.

Nersa acknowledges the concern raised by
the stakeholder. The Electricity Regulation
Act requires that Nersa should strive for
that balance between the entities
sustainability and the affordability of
consumers. Nersa will ensure that it meets
tis legislative requirement
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3.

Timelines on the
development of the
methodology

The change from one methodology to
another is a complex process requiring time
to fully apply our minds on the pros and
cons and the attendant risks of our choices.
We believe a new pricing methodology may
require one or more years to develop and a
seamless transfer from the current
methodology to a new agreed one will be
preferable to disruptive changes. We
therefore do not believe the time provided
for this consultation does justice to the good
intentions of this consultation.

Nersa agrees with
Sufficient time will
development of the
interim solution is
financial year

4.

Impact of Eskom’s
unbundling

Eskom unbundling with Generation,
Transmission and Distribution separating
into distinct and separate legal entities,
hoping that will improve transparency,
efficiency and assist in improved control of
the escalation of costs across the separated
entities and probably more important is the
independence
of
the
Transmission
Company. Still to clear though is the impact
this unbundling will have in assisting to
improve and manage the current Eskom
debt.

Nersa notes the comment made. It is
believed that Eskom unbundling will have a
positive impact in the overall business of the
entity and hopefully extent to improve the
current debt

With Eskom unbundling, NERSA will be
regulating three ‘independent’ elements of
supply with many new entrants in
generation and possibly in distribution,
therefore pricing and related methodologies

Nersa agrees and supports the comment
made by the stakeholder

the comment made.
be provided for the
methodology while an
sought for the next
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will have to be developed by the Regulator
to cover these distinct entities

5.

Industry
Transformation
(Stakeholder
Question 1):
Market structure (a
and b)

Create a holistic concept of the future Nersa agrees and notes the comment
market and the stage wise progression from
the current to the future market structure –
typically the establishment of the ITSMO as
one near term intermediate step – but all
efforts must be made to ensure ITSMO is
truly independent
Progressive move to unbundled tariffs is an Nersa notes the comments raised by the
objective but there are intermediate steps stakeholder. These will be taken into
that includes: Ring-fence legacy issues account when finalising the methodology.
(debt, REIPPP, cross-subsidies), move to a
cost reflective tariff and introducing
elements towards unbundling that include
capacity charges and service charges for
balancing etc.

Average price,
forecast sales, and
claw back (c and d)

Forecast sales (based on MYPD 1-4 type Nersa agrees with the statements made by
info) have not been particularly accurate –
while demand should be relatively the stakeholder
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predictable, the situation in SA is
challenging with the rapid evolution from a
virtually entirely base-load capacity that was
clearly globally competitively priced through
a rapid transition towards a disaggregated
ESI with tremendous legacy issues –
creates uncertainty – the decline in
industrial and mining consumption presents
an element of unpredictability;
• The general averaging of price has
negative consequences makes it difficult to Nersa notes and supports the comment
drive the culture of energy efficiency
raised by the stakeholder. The comments
will be taken into account when finalising
Claw-back is not desirable for the customer the methodology.
– it introduces elements of unpredictability
and importantly does not incentivise the
utility to be cost conscious since revenue is
‘guaranteed’. However, the cost is the cost
– it has been incurred – some mechanism
has to be introduced to balance income and
expenditure which seeks to incentivise
energy efficiency and ensure that cost
efficiency and prudent expenditure in the
supply of electricity is maintained

6.

Activity Based
Costing

The proposed ABC is likely to improve Nersa agrees with the statements made by
transparency of costing thereby allowing the stakeholder
consumers and regulator to evaluate utility
costs much better. So doing may also assist

17
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the utility whose application evaluation will
be based on costs which all stakeholders
understand. This should result in all
concerned
being
able
to
identify
inefficiencies and possible areas of
optimisation
thereby contributing to
establishing cost-reflective prices.
7.

Demand Analysis

This is a superficial approach- there are
multiple factors that influence demand –
state of local economy, state of international
economy, commodity market movements
and legislation (e.g. decarbonization/
carbon taxation) among such factors;
• It is not clear what purpose the demand
data analysis would serve in assisting a
tariff methodology or gauge efficient costs.
• In time, the use of smart meters to gauge
price-demand responses will assist in
longer term strategy evolution to ensure
appropriate regulation

Nersa notes the comment raised by the
stakeholder. The comments will be taken
into
account
when
finalising
the
methodology.

8.

Transmission,
System & Market
Operation Costs

The consumer market is changing along
with the supply side – these changes make
ABC particularly difficult –in addition, if the
responsibility for security of supply rests on
the ISO – there are elements that do not
exist at present (security related charges ) caution advised

Nersa notes the comment raised by the
stakeholder. The comments will be taken
into
account
when
finalising
the
methodology.

18

PRINCIPLES TO DETERMINE PRICES IN THE ELECTRICITY SUPPLY INDUSTRY

Information
requirements (a)
Cost build-up for a
transmission
business to make a
return on its
investment (b)

No comment made by the stakeholder

11.

Trading Costs

Trading will ultimately involve a market Nersa notes the comment raised by the
exposure of some form, costs associated stakeholder. The comments will be taken
with market risk are clearly present and will into
account
when
finalising
the
be worked into a tariff at some point
methodology.

12.

Retail costs (a)

The retail space is changing – but we have
for many of those consumers behind
municipal feeders, dysfunctional collection
systems (and deviant consumers) this issue
cannot be ignored and a process of
normalizing this situation has to be
undertaken before a realistic retail business
can be contemplated

Nersa notes the comment raised by the
stakeholder. The comments will be taken
into
account
when
finalising
the
methodology.

13.

Load based costing
and TOU pricing
(questions 9 and
10)

Current TOU differentiation is only partly
reflective of the supply/demand balance – a
specific problem is that many consumers do
not feel TOU – but a blanket tariff (behind
municipal meters) – this will have to change

Nersa notes the comments raised by the
stakeholder. The comments will be taken
into
account
when
finalising
the
methodology.

9.
10.

The transmission business has not been
costed separately historically and it is
currently expected to be under-funded and
probably has a backlog on maintenance
and certainly a deficit in funding for
important expansion requirements these
make it difficult to present a logical and
robust tariff cost build-up

Nersa notes the comment raised by the
stakeholder. The comments will be taken
into
account
when
finalising
the
methodology.
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into the future where prosumer participation
is important in the municipal/ LV circuit
• Ultimately the move to an open market
/day-ahead market will see extended TOU
impacts
Baseload consumption is relatively inelastic
in its capacity to adjust consumption – the
future state of the ESI is one that likely has
far less baseload capacity than has been
traditionally the case in South Africa
The Cost To Serve by nature has elements
of TOU inherent in it- these cannot be
completely divorced
• However, the principle of pricing according
to the resources utilised is a fair allocation
of costs. In this regard it could assist to
model the impact of this change to the
different customer categories and the likely
implications for the utility e.g. collection
rates.
14.

Indexing might not be appropriate – need to Nersa notes the comments raised by the
Indexing for YearOn-Year Price/Tariff benchmark and ultimately reconcile supply stakeholder. The comments will be taken
and demand, together with other consumer into
Increases
account
when
finalising
the
related factors
methodology.

15.

Appropriate
method of indexing

Indexing in the absence of a thoroughly Nersa notes the comments raised by the
understood methodology is unrealistic to stakeholder. The comments will be taken
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and indexes other
than CPI (b) and (c)

comment at this early stage of methodology into
account
development.
methodology.

when

finalising

the

The future shape of the ESI is radically
different to the historic one – in the future
ESI that is largely RE and storage, the cost
issues relate to cost of debt, cost of equity
and risk – these have different drivers to
inflation. Inflation is a factor in only the
<20% related to opex.
• Foreign exchange rate will likely reflect the
differential in domestic vs foreign inflation
rates, and may ultimately play some role in
the cost of debt (particularly if foreign
funded RE).

Table 2: Minerals Council South Africa
Category
16.

a) The transformation of the
Electricity Supply

Summary of Stakeholder Comments


The stakeholder’s view is that
change is driven by the following:

NERSA Analysis
NERSA notes the comments
raised by the stakeholder.
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Industry and its
implications from the
stakeholder’s
perspective, especially:
i)
What is driving
change


















high price of electricity,
growing unpredictability of supply
Generation plant that takes too long
to complete and is completed at
higher than planned capital cost
Generation plant maintenance not
carried out in time or when done, not
done properly
The burden on the fiscus to bail out
Eskom at the cost of the taxpayer
and customer
Monopoly of the electricity supply
industry that does not promote
competition
The introduction of independent
power producers
Uncertainty with regards to wheeling
agreements and costs which
discourage independent power
producers from building generation
plant
Average electricity pricing is not
efficient as it removes excellence
and rewards inefficiency
The stakeholder’s expectations from
the transformation is as follows:

22

PRINCIPLES TO DETERMINE PRICES IN THE ELECTRICITY SUPPLY INDUSTRY

ii)

Their expectations
from the
transformation.













Energy security
Cheaper/slower rising prices of
electricity due to competition from
different generation and technology
units.
Cost efficient build and operation of
power stations
The transmission and distribution
companies will also ensure that they
are able to maintain and augment
their infrastructure which will prevent
budgets allocated for the latter being
diverted for generation capital
projects or other competing interests
Introduction of the independent
transmission system and market
operator, which will decide where to
buy the power and match it to the
demand.
Ensure a just energy transition
because of the introduction of
renewables
The achievement of energy security
and price predictability will promote
investment in the country thus
bringing about economic growth.

NERSA notes the comments
raised by the stakeholder.
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b) What are your views on
electricity
market
structure, and what would
be
the
alternative
structure?









c) The reasonableness of
calculating average price
based on the forecast
sales.



The current electricity market
structure is a monopoly that does not
allow competition and has resulted in
inefficiencies.
The Minerals Council’s view is that
we must separate the departments
as suggested in the document due to
the advantages that will be realised.
Ownership of generation units will be
open to the market as the IRP
requests additional capacity
Transmission
and
distribution
infrastructure will still be owned by
the government or quasi-state entity
(also common in the EU).
The stakeholder’s view is that it is
not reasonable to calculate average
price based on forecasted sales as it
leads to miscalculation resulting in
perpetual RCA applications.
NERSA does not control the Eskom
sales, so they should not be using
this method. The average pricing
method rewards inefficiencies and
does not allow for competitive
pricing.

NERSA notes the comments
raised by the stakeholder.

NERSA notes the comments
raised by the stakeholder.
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d) The fairness of allowing
licensees to claw back
lost
sales
through
increased
tariffs
for
consumers.



Predictability is further eroded with
the trend where Eskom successfully
takes the Regulator to court and was
awarded the claimed RCAs.



RCAs are not fair in the case where
the generator could not deliver the
required power due to their
inefficiencies (in our case poor
condition of generation plant or new
build coming online years late).
RCAs exacerbates uncertainty to the
operating environment.





e) What
alternative
approaches to determine
prices
should
be
considered, that?



NERSA notes the comments
raised by the stakeholder.

Initially marginal costs should be
used to determine the price. Whilst
this method is difficult to use due to
it being very technical but it
nonetheless ensures efficiencies in
the long run.
This method introduces benchmarks
for the same technology, which
brings about efficiencies. Eventually
market pricing can be introduced.
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i.

ii.

17.

are not dependent on
licensee forecasted sales.

Make the licensee carry
the sales risk and not
consumers



Marginal costs will ensure that the
licensees carry the risk for the sales
and not the customers.



Market-based
price
formation
ensures that the demand for
electricity is satisfied at the lowest
possible cost to society and this can
be established at a later stage once
our new system has matured.

a) Use of activity-based The revenue-based formula that is based
costing for regulatory on sales forecasts favours suppliers more
than consumers. The ABC approach is
price setting
preferable.
However,
since
the
consultation paper has just laid out the
principles, it is important to note that the
reality i.e. the application of the formula
could be pretty much the same as the
revenue-based formula by having aboveinflation tariff increases.

NERSA notes the sentiment
raised by the stakeholder.

In this regard the proposal of the Minerals
Council is that the formula should include
CPI and/or PPI terms as a disciplining
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mechanism
escalation.
a) The implementation of the
ABC approach in the SA
Electricity Supply Industry
within:
i.
the current Electricity
Supply Industry structure;
and

ii.

18.

a future disaggregated
Electricity Supply Industry

a) Stakeholders
are
requested to comment on
the format to collect the
demand
analysis
information

to

above-inflation

tariff

There are serious doubts that the ABC
approach would change the extent to
which tariffs increase annually under the
current ESI structure because Eskom is a
virtual monopoly.

The ABC approach is expected to be
much more useful in a liberalized industry
setup
because it is expected that the
methodology will incentivise and direct
investment to
where it’s needed and in turn reduce
costs, whether in generation or other parts
of the
system.
 The practical operationalization of
such an approach and usefulness
of the data obtained should be
carefully considered.
 The NERSA’s proposed approach
to collect demand data to inform the
demand analysis is supported in
principle. The demand profiles

NERSA notes the sentiment
raised by the stakeholder.
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should be informed by a well
researched process. The real-time
data available at the current
system’s operator should be
utilized too.
The information in its most frequent
occurrence
(i.e.
hourly)
as
proposed by NERSA is also
important for determining peak and
low consumption periods in a day.
The information can then be
aggregated to determine anomalies
within
a
week,
differentiate
weekend from weekday profiles,
monthly and annual profiles.
The methodology of an extensive
energy survey to consumers is a
necessary starting point. The
Minerals Council proposes that the
survey should cover a period of 10
historic years. The steep electricity
tariff trajectory over the last 10
years has resulted in multiple
consumers (across all categories)
adopting energy efficiency projects,
which has reduced their overall
electricity intensity. Therefore, a
longitudinal study will capture these
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b) Is
this
proposed
information adequate to
achieve
activity-based
costing regulation? If not,
what are other alternative
types of information?



trends
and
present
good
information for demand planning
purposes.
However, it is worth noting that
domestic and some non-industrial
commercial
consumers
(particularly SMME’s) may not
readily have their hourly energy
consumption patterns on hand,
therefore, for these categories, the
system operator should be able to
supply the information for those
areas over the proposed timelines.
For the energy intensive, large
industrial and mining operations,
the surveys should be conducted
directly with them. This is important
to determine their true demand
profile and cater for periods of
artificially low consumption due to
load-reduction
requests
from
Eskom.

For the purposes of determining
demand profiles of the different
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19.

a) Is
this
information
adequate to achieve
activity-based
costing
regulation? If not,
please
provide
an
alternative



consumer
categories,
the
information is sufficient.
Particularly for the energy intensive
users of electricity, the survey
should also seek to determine the
future energy efficiency plans of the
respective consumers and the
extent to which the projects will
reduce the customers’ electricity
demand.
Where possible, companies should
also include any growth aspirations
(or contraction) that they may have,
particularly as they relate to
variations in electricity demand.
The information is adequate. The
cost build up should include capital
cost, operational cost, maintenance
cost, and primary energy costs.
The information is adequate to
achieve the ABC as the NERSA will
be aware of how the cost is made
up. The marginal cost will be
separated per generation unit,
which will help in isolating costs.
For instance, the Opex will be
considered per power station and

NERSA notes the comments
raised by the stakeholder.
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depending on whether it was
incurred efficiently or not this will
affect price of a kWh. The
Regulator
would
need
to
benchmark these costs per type of
generator to ensure that there’s
competition. Different inputs will be
looked at like the price of primary
energy, grades, and transportation.
b) What would be an
appropriate tariff cost
build-up for a generation
business to make a return
on its investment?

c) Stakeholder
are
requested to comment on
the appropriateness of
the approach proposed



The cost build up should include
capital cost, operational and
maintenance cost, and primary
energy. All these costs can be
identified as either fixed or variable
as required. Additionally, the
generator should also add their
return on investment to ensure
dividends for the investors and
sustainability into the future. The
return on investment would need to
be determined by the NERSA to
ensure it is fair to the investors and
is not too overbearing for the
customers.
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by NERSA to set the The approach is adequate, as it will ensure
generation component of that the marginal cost is used and will
mean that the generator will take the risk
the price of electricity.
for sales instead of it being taken by the
customer.
If the generator is efficient, they will thrive
in this competitive environment. Different
types of customers will also be charged
d) Which
international according to the type of generation unit
benchmarks and best they use in order for the price to be cost
practices should NERSA reflective and fair to the customer.
consider – both in terms
of type and sources?
The UK and Norwegian Electricity Tariff
Calculation
 The marginal cost of distribution is
e) How should
NERSA
the annualised cost of incremental
ensure that only efficient
local facilities needed to connect
costs from the distribution
customers and the annualised cost
utilities are recovered?
of higher voltage facilities needed
to accommodate increased use by
many customers.
 The output from a marginal cost
study is unit marginal costs, per
kWh by time period, per kW and per
customer. These unit costs can be
used to compute the marginal cost
revenues (the marginal unit costs
multiplied by units expected to be
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f) Is the list of costs
identified by the Energy
Regulator sufficient, if not
suggest the other relevant
costs?

sold) by customer category and in
total. Since total marginal revenue
does not necessarily match the
allowed revenue requirement,
adjustments must be made to cover
any positive or
negative gap. The adjustment can
be proportional (so that all classes
are allocated the same percentage
of their marginal cost revenues) or
on a differential basis that
considers other factors.

The list of costs is adequate
20.

a) Is this information The information is sufficient if we assume
adequate to achieve that the Power Distributed includes labour
activity-based costing and capital costs.
regulation? If not,
please provide an
alternative.

NERSA notes the comments
raised by the stakeholder.
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b) What would be an Locational pricing (use-of-system, pointappropriate tariff cost to-point, postage stamp or zonal);
build-up
for
a
 Marginal pricing
distribution business
 Standing charges.
to make a return on its
 Capacity/demand charges.
investment?
 Time of Use charges.
 Energy charges.
c) Stakeholders
are
requested to comment
The approach is appropriate
on
the
appropriateness of the
approach proposed by
NERSA to set the
distribution
component of the
price of electricity.
d) Which
international
benchmarks and best
practices
should
NERSA consider –
both in terms of type
and sources?

We have identified the Netherlands’
approach to regulating the tariffs of its
distribution system as being a good
international benchmark. The salient
points of the system are contained below:
Regulatory goals
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e) How should NERSA
ensure
that
only

Provide the network operators with
an incentive to operate in an
efficient manner
Prevent network operators from
charging tariffs above the efficient
cost level
Allow network operators an
appropriate return on investment
Encourage optimal quality of
transport on the transmission line
The “Yardstick Approach” to
regulating tariffs across distributors
and its underlying basics
In the yardstick approach, the
distribution network operators
‘compete’ with the other operators
on costs
Yardstick is based on (weighted)
marginal cost per unit of output
Comparison is done on the network
operators to mimic competition on
cost levels
The approach is less about finding
theoretical ‘efficient costs’ but more
about creating incentives to lower
costs
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efficient costs from the
distribution utilities are
recovered?

21.

a) What are the cost
elements at the trading
level of electricity value
chain?

b) The pricing approach
intends to separate out
the ‘wires’ business of
electricity
supply
(transmission/distribution)
from the ‘transactions’
business of trading is this
realistic in the current
market?
Please
substantiate your answer.



Competing on marginal costs – and
not average costs - will create the
incentive to reduce costs



The cost elements are made up of
the wholesale price of electricity
from the generator, including the
cost
of
transmission
and
distribution. Additional to these
costs
is
the
service
and
administration costs of the trader
(maintenance and capex will be
included in the price).



Yes, this is feasible in the current
market.
The
generation,
transmission and distribution will
individually form part of the final
wholesale price of electricity to the
trader. The trader will then add their
service and administration costs.

NERSA notes the comments
raised by the stakeholder.
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c) How should the NERSA
ensure that the costs at The costs must be based on marginal
trading level are efficiently costing of the service rendered (metering
and maintenance thereof, customer
recovered?
service and support, processing of bills
and electronic charges).
 Tariffs should be composed of the
following elements:
 Locational pricing (use-of-system,
point-to-point, postage stamp or
zonal);
 Marginal cost pricing Methodology
for Electricity Tariff Calculation for
Different
 Activities
 Standing charges
 Capacity/demand charges
 Time of Use charges
 Energy charges
22.

a) Comment of the costs
list required from retail
business



The cost elements are sufficiently
covered by the list. In addition,
there should be an upscaling of
infrastructure term to cater for
further investment.



There should be a benchmark or a
disciplining factor/term to prevent

NERSA notes the comments
raised by the stakeholder.
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b) How could the price of
retail business be best
set?

23.

prices from escalating way beyond
consumer prices (CPI). This will
ensure that SA entities remain
globally competitive.

a) the
proposed
model Yes, associating the demand profile with
achieves
efficient the supply option promotes an efficient
economic allocation of allocation of resources.
resources used to supply
 Baseload customers offer grid
electricity
stability, are paying customers and
typically consume any excess
available electricity. For these
benefits that they offer to the grid, it
is thus prudent that they are also
compensated
by
receiving
electricity from baseload power
options, which are also the
cheapest generation technology.
 The same efficiency of resource
allocation
applies
to
those
consumers that only require
electricity during business hours
during the day. These consumers
can rely on solar energy with
minimal
storage
capacity
necessary in some instances.
These consumers benefit from the
declining technology cost of solar

NERSA notes the comments
raised by the stakeholder.
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24.

a) Whether
TOU
rates
encourage
economic
allocation of resources
and accurate investment
decisions from both the
demand side and supply
side.

and zero fuel costs coupled with the
friendly environmental footprint.
Residential customers increase
their demand during peaks, it is
only fair that they are allocated the
cost associated with peaking
plants. TOU is in our current EPP,
distributors will have to install smart
meters in order to bill appropriately.

Yes, TOU pricing encourages economic
allocation of resources and accurate
investment decisions from both the
demand side and supply side.

NERSA notes the comments
raised by the stakeholder.

There are three benefits from adopting
peak load pricing:
 Peak time users pay for the higher
marginal costs that they impose on
the system.
 Those users who would not mind
consuming at a different time (for
example, residential customers
who can use electricity at a different
time when marginal costs are
cheaper) are forced by cheaper
prices to switch to consuming at offpeak times.
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b) the reasonableness of
charging TOU prices for
baseload consumption,
particularly during peak
energy demand periods;
and

By
spreading
total
daily
consumption more evenly, TOU
reduces the peak in demand, this
means that the generator will
devote less resources to building
new power stations whose capacity
is determined by peak usage.

It is not reasonable to charge TOU on
baseload customers as their profile is
constant throughout the day and they do
not contribute to the additional demand
that comes on
at peak. Baseload customers (e.g.,
smelters) constantly demand electricity
throughout
the year which ensures revenue for the
generator. These customers also assist
the system operator by reducing their load
during peaks to lower chances of load
shedding.
Our baseload customers demand has
reduced considerably over the years due
c) Pricing approaches that to the high price of electricity which made
will lead to proper them uncompetitive in the global arena.
allocation of costs to
customers based on the
resources that are used to An integral part to setting a tariff is the
method for allocating costs across
generate electricity to
categories
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of users. Unless the costs to be recovered
are allocated appropriately then the tariff
structure for an individual customer
category cannot achieve cost reflectivity.
The
marginal cost approach is a forwardlooking process that estimates the change
in the cost of producing or delivering
energy in response to a small change in
customer usage. In many systems, the
marginal cost of generation will be the
market price.
It is possible as an alternative, or as a
a) Stakeholders are
requested to comment on benchmark
the appropriateness of
using indexing as a
method on increasing
approved prices.
serve the type of demand
– reflecting the cost to
serve, regardless of when
they need it.

25.

b) What is the appropriate
method of indexing
electricity/increasing
approved prices?
c) Which other indicators
can be used to index
electricity prices, other
than inflation?

NERSA notes the comments
raised by the stakeholder.

PPI – This would moderate the electricity
prices from increasing at a faster pace
than
what the productive sectors can sell its
products for

The gross domestic product deflator is
another alternative.
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Table 3: Operation Vulindlela
Category
26.

Required
information

Summary of Stakeholder Comments
it is stakeholder’s view that it would be more
important to establish a regulatory
framework that encourages utilities to
provide accurate information and to improve
their efficiency, alongside an appropriate
and pragmatic level of regulatory scrutiny.

27.

General

Stakeholder is not support a proposal for
the Regulator to regulate tariffs in the
context of bilateral, willing buyer/willing
seller agreements

28.

General

29.

General

Stakeholder of an opinion that, the
Regulator is not empowered by legislation
to regulate electricity tariffs for generators
that are exempt from licensing requirements
(including generation which sell to one or
more customers and which are below 100
MW in size), and that such a proposal is
likely to be ultra vires.
Stakeholder
recommends
that
any
substantive
changes to
a
pricing

NERSA Analysis
The comment is noted, however, the
biggest Regulatory challenge is the
information asymmetry hence the
Regulator in executing its mandate it
request industrial players to provide
mechanisms
for
eliminating
or
minimising the licensees’ enrichment
through misrepresentations
The Regulators’ involvement is to
ensure fairness or managing the
suppliers’ power of discriminating
against customers.
The comments is noted and the
Regulator will ensure that it does not do
anything outside its mandate

Stakeholders’
precautionary

consultation
measure
that

is
the
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30.

1.1. General

31.

1.2. General

methodology should be undertaken with
caution, with extensive impact assessment,
and with adequate time for stakeholders to
have clarity on the revised methodology and
its potential impact.
Stakeholder highlight that the need review
of and improve national wheeling
framework, rules on the Small Scale
Embedded Generation; and simplified
registration process for generation projects
below the 100MW.
Stakeholder applaud Regulator for the
transparent manner in which the draft
consultation paper has been undertaken
and for the opportunity to provide our
comments

Regulator is taking to get public views
on how the new methodology is likely to
impact the ESI and testing the readiness
of the industrial to adopt change
The comment is noted as it will lead to
orderly development of the ESI, attract
investment, increase competition and
improve the security of supply

The Regulator in executing its mandate
it always seek to offer affected parties
an opportunity to get their view heard
and factored into the final decision.

Table 4: Agri SA
Category
1.

Activity Based
Costing and
Unbundling

Summary of Stakeholder Comments

NERSA Analysis

Agri SA is in support of the approach to The concern raised on the treatment of
“unbundle”
the
power
utility
by shared costs is noted and will be taken into
disaggregating the electricity supply account at the finalisation of this process.
industry into component activities. This will
ensure transparency, efficiency and
appropriate price increases. Whilst we may
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2.

An unstable system

3.

The Consultation
Process

agree on this principle, we also wish to note
our concern on whether these challenges
primarily rest on the current tariff
methodology and whether many other
issues/attributes did not contribute to the
dilemma Nersa is facing? There needs to be
greater unbundling and cost reflectivity in
tariffs but how will shared costs be dealt
with?
Agri SA takes the point that this concept
seeks to ensure a stable grid with no load
shedding. However, given the assertion by
NERSA that Eskom must be released from
the single buyer status and its obligations,
who will carry the costs of burning diesel
generators during load shedding? This
needs to be given more thought before
implementation. Will it be the residential
customers using electricity during those
hours according to the principles outlined?
It can have major economic consequences
if not managed properly.
There are serious deficiencies in the way
NERSA communicates to stakeholders, it
was by chance that they became aware of
the consultation workshops. Furthermore,
The document, unfortunately, has a few
shortcomings, namely the fact that this

The concern raised regarding how cost that
can be seen to be coming from existing
inefficiencies in the system already e.g the
excessive use of expensive diesel
generation is noted and supported. An
approach to dealing with this aspect will be
investigated.

Concern regarding the poor communication
with stakeholders is noted with thanks. We
are currently building a stakeholder
database as well as updating pour
stakeholder engagement plan and hope
that this will assist us to better communicate
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4.

Average pricing

document is mainly a framework of
principles that collectively are used to
determine the fundamentals of the
electricity price – a clear Tariff Setting
Methodology that is the detailed set of steps
and modelling is required to apply the
principles to set the tariffs and premised on
this, it is almost impossible to use for the
setting of tariffs for 2022/23, using the
proposed consultation document as a
guideline for an interim tariff increase.
Without detailed financial information
supported by well researched economic
modelling it is difficult to judge the
consequences. This will require ample time
and the current window for the consultation
process does not allow for this
comprehensive work to be done and merely
oversimplifies complex issues.
It seems that NERSA does not distinguish
between the price of electricity as a first
step, to determine the overall revenue
requirement and average price increase
determinations; which is essential for
ensuring utility financial sustainability – i.e.
meeting operating and finance costs,
enabling a rate of return on investments
equal to its cost of capital and the second

in future. The comments stated regarding to
more detailed work needing to be done
before implementation of this approach are
also noted.

Comment in terms of the impact of tariff
structures go to some extent to price tariff
differently
under
different
category
customers is noted.
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5.

step to determine final tariffs for different
consumer categories. The consultation
paper seems to underplay the fact that this
sustainable revenue and average tariff
determinations are currently split into tariffs
for separate customer categories based, in
part, on the cost of service studies.
Fully cost-reflective NERSA is correct that the customer tariffs
individual tariffs
are not fully cost-reflective and that there
are extensive cross-subsidies. However,
some cross-subsidies in the system are
desirable,
especially
for
vulnerable
consumers – certain critical industrial as
well as the poor and agricultural sectors
being examples. However how this is done
in different jurisdictions differ based on
fiscal strength, industrial policies of the
country,
the
socio-economic
and
developmental agenda of a country. For the
RSA case, it is important to have policies
that support vulnerable sectors including
managing the disparities found across
different municipalities.
South African agriculture currently receives
little-to-no direct government support
relative to international competitors and any
distortion to input costs threatens the
viability of sustainable farming. The

Comments on the need and usefulness of
subsidies and how the proposed approach
must take these into account is noted.
Further, NERSA is not apposed to
subsidies but seek to ensure that they are
transparent and predicated on known and
well defined government policy.
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6.

Recommendations

agricultural sector is already strained. To
date, tariff subsidies have evolved in the
absence of a subsidy framework and there
has been very little analysis of the long-term
impact on consumers, whether subsidy
contributors, recipients, or even the
economy as a whole. There is a huge risk
for the South African economy if the
methodology is implemented without this
issue being resolved.
Although Agri SA supports the direction Concerns around the timing of this process
proposed by NERSA in principle, we believe as well as the level of detail that still needs
that the development and time lines to have to be incorporated is noted.
proper public consultation and inputs from
industry experts to design and develop a
methodology is completely unrealistic. This
document is merely a direction on how the
electricity market should be developed and
not a pricing methodology. The following
must be considered;
 More time allowed for consulting the
proposals.
 Activity pricing should be applied in
future years.
 Consultation must have more detail.
 The poor and vulnerable industries must
be protected.
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Table 5: The Association of South African Chambers
Category
Summary of Stakeholder Comments
32.

The need for a new
methodology

33.

MYPD Methodology
for
the
2022/23
determination

34.

The urgent need to
change to a new
methodology

The stakeholder is of the view that NERSA
seems to blame the tariff methodologies on
the developments in the ESI and the lack of
a suitable tariff determination methodology.
The introduction of a new tariff methodology
will be futile in its achievements in a
mismanaged environment.
The stakeholder is of the view that the latest
approved MYPD methodology remains
valid until it has been replaced by a new
methodology. NERSA does not require a
new methodology for the 2022/23 tariff
determination.
The stakeholder raised a concern that the
consultation paper does not provide timing
for the introduction of significant new
players in the ESI and the effective
unbundling of Eskom. There is no
compelling argument made by NERSA to
enforce a new methodology for the 2022/23
tariff determination.

NERSA Analysis
There are new developments in the ESI
which prompted the need for the new
price determination methodology. The
correct pricing signal is necessary to
attract investments in the ESI.

NERSA notes the comments from the
stakeholder.

NERSA is in the process of consulting
with all stakeholders and role players in
the Electricity Supply Industry. The
comments raised by the stakeholders
will be consolidated before a final
decision is made.
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35.

Current
regulation The stakeholder agrees that the MYPD is
causes tariffs to be based on well recognised internationally
non-cost reflective
applied regulatory principles, however
NERSA does not present a compelling
argument as to why the MYPD methodology
cannot be enhanced to overcome the
shortcomings it raises.

NERSA notes the comments from the
stakeholder

36.

The lack of a cost of supply study for
Eskom’s distribution function is the prime
reason for NERSA not being able to
determine cost reflective retail tariffs and to
rely on averages.

Licensee are requested to submit their
cost of supply studies in line with
Electricity pricing policy 23 to determine
their cost reflective tariffs.

37.

No control over sales The stakeholder does not agree with
NERSA’s sentiments that the methodology
does not allow them to have control over
sales.

NERSA does not have control over
sales and this will be taken into account
during the development of new price
determination methodology.

38.

Information required
to change to the new
methodology

39.

The
proposed The stakeholder is of the view that NERSA
methodology
for will not be able to deliver on the proposed
2022/23
methodology for 2022/23 and they should
explain to the stakeholders how they will
handle this more complex environment

NERSA is in the process of consulting
with all the stakeholders and information
received during the consultation process
will be assessed before a final decision
is made.
NERSA notes the comments from the
stakeholder

The stakeholder is concerned that
NERSA does not have the information
required to change to the new methodology
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while keeping
stakeholders
40.

it

transparent

to

the

State
of
the The
stakeholder
raised
challenges
(Electricity
Supply regarding corruption and mismanagement
Industry) ESI
at Eskom, failure of Kusile and Medupi that
contribute substantially to the instability at
Eskom and the incapability of Government
to properly govern the Electricity Supply
industry (ESI). They mentioned further that
customers must pay for all the inefficiencies
and the corruption.

Table 6: BUSA (Business Unity South Africa)
Category
Summary of Stakeholder Comments
41.

Timing of the review
of the methodology

The stakeholder states that the review of
the methodology 3 months before the
regulator is expected to make a decision on
MYPD5 raises serious concerns. This is
because Eskom had already submitted the
MYPD5 application months ago and asking
then to review and resubmit the application
will not allow them sufficient time to do this
in time for the next tariff cycle.

42.

One year revenue The stakeholder is of the view that the
decision
regulator must consider approve a one

NERSA acknowledge that there are
challenges
at
Eskom
regarding
mismanagement
and
mala
administration at Kusile and Medupi.
The Special Investigation Unit (SIU) is
conducting investigations.

NERSA Analysis
NERSA notes the comment from the
stakeholder and reiterates that the
review to the methodology application
addresses the principles (or approach)
to the application of the rate of return
methodology, and not to a change in the
methodology itself. At the start of
MYPD1 and end of MYPD3, an interim
arrangement was finalised within 3
months
NERSA notes the comment from the
stakeholder. The use of the MYPD4
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decision using the current MYPD4
methodology. This will allow time for the
review of the current methodology.

43.

Review of ERA and The stakeholder is of the view that the ERA
EPP
and EPP are currently under review and
consultations will take place in the coming
months.
Therefore,
the
NERSA’s
consultation paper is premature and should
await this process to be completed as some
of these changes might need to be
incorporated
into
the
proposed
methodology.

44.

Insufficient details in
the
consultation
paper
Cross-subsidisation

45.

The stakeholder states that the consultation
paper does not contain sufficient
information to allow for proper engagement.
The stakeholder is of the view that the
current level of cross-subsidisation is not
sustainable and therefore there is a need for
cross-subsidisation
that
minimises

approach will not stabilise prices and
may have dire impacts on the
consumers and the economy at large.
The critical issues is to move from
setting revenue to setting prices and not
guarantee
revenue
to
avoid
unsustainable
clawbacks
that
destabilise prices and undermine
predictability.
NERSA notes the comment from the
stakeholder. Until the review mentioned are
completed, NERSA cannot sit idly by as the
Electricity Supply Industry is transforming
and policy changes are being made
(unbundling of Eskom and S2 increased to
100MW) therefore NERSA must continue to
fulfil its mandate as currently outlined in the
ERA and regulate prices as outlined in the
ERA to and improve systems and tools
towards stabilising prices.
NERSA notes the comment from the
stakeholder.
NERSA notes the comment from the
stakeholder and is currently engaged in the
process regulatory advocacy with DMRE to
highlight the issues of cross-subsidisation,
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46.

47.

economic impacts and protects the poor
and indigent.
Data
collection The stakeholder is of the view that it is not
templates
clear how the templates will be used as the
different costs such as capital and
operational costs are determined through
best practice tariff regulations and then load
factors impact on the revenue to be
determined through tariff requirements as
well as cost of supply studies.
Use of irrelevant The
stakeholder
states
that
the
categorisations.
methodology determined must move away
from irrelevant categories such as baseload
as the market and system is moving
towards low cost variable energy and
complementary supply to balance the
system.

Table 7: City Power
Category

Summary of Stakeholder Comments

which need to be handled within the policy
context and environment.
NERSA notes the comment from the
stakeholder.

NERSA notes the comment from the
stakeholder.

NERSA Analysis

48.
49.

The urgent need to The stakeholder is of the view that although
overhaul the pricing the single buyer may eventually be replaced
methodology
with market based procurement of
electricity, the Eskom Roadmap does not
seem to provide any specific timeline

NERSA notes the stakeholder’s sentiment
regarding the need for a competitive
market. However, setting timelines for the
replacement of a single buyer is not within
the powers of the Regulator.
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though it suggests that the single buyer
function is envisaged to be a function of the
Transmission Entity (TE). The challenge
therefore is that for as long as there is single
buyer there cannot be an electricity market
as the one is the demise of the other.
50.

51.

The role of ISO



The role of an ISO is to coordinate, control, 
and monitor the operation of the electrical
power
system, matching generation
instantaneously to the market demand for
electricity (FERC). Therefore, the system
operator cannot be a market participant as
envisaged in para 4.3 of the consultation
paper.

NERSA notes the stakeholder’s comments.



It is otherwise correct that most is bought 
through
bilateral
contracts
between
generators and wholesale customers
In a reformed electricity market prices are 
meant to result in efficient allocation of
resources as the least cost generator should
be dispatched first (marginal cost principal).
The critical precondition however is that
there should be a reformed competitive
market for it to dictate the price of electricity
at a given point in time (market clearing
price)

Nersa notes the stakeholder’s comments

Determination
of 
market price by MC
of production (para
4.6)

NERSA notes the stakeholder’s comment.
The comment by the stakeholder is in line
with NERSA’s understanding that some
form of competition (more than one
generator) has to exist.
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52.

Rising Prices, Falling 
Sales – Utility Death
Spiral? (para 4.9)

The stakeholder is of the view that the role 
of average price is critical to determining the
allowed increase irrespective of the actual
methodology used in determining allowed
revenue,
unless
in
a
deregulated
environment where the market dictates the
price as any given day or year
 Accuracy in forecast of sales volumes
therefore becomes critical in managing the
relationship between allowed revenue the
average price and forecasted sales volume
 There is an inverse correlation between the
average price and the forecast sales
volume, while there is a positive correlation
between the same forecast volume and
allowed revenue. As such:
o The higher the demand forecast the lower
the average price required to achieve a
particular revenue requirement;
o The higher the sales volume at a given
price the higher the allowed revenue that
can be achieved; and
o As the methodology guarantees allowed
revenue over forecasting of sales
volumes
automatically
results
in
additional
price
increase
when
adjustment are made for lower actual
sales volumes
 It is therefore important for the regulatory
methodology to require sales volume

NERSA notes the stakeholder’s comments,
and concurs that there is indeed a negative
relation between demand forecast and
average price, whereas a positive relation
exists between actual sales and revenue.
However, the statement that forecasted
volumes will remain an integral part of
setting
pieces
regardless
of
the
methodology
used,
might
be
a
misinterpretation or limited understanding of
the methods brought forward by the
Regulator.
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forecast to be reset to the actual sales
volume data available at the beginning of a
MYPD cycle

53.

Consumers paying
the price for lost
sales through RCA
(para 4.11)

54.

What
is
change

55.

Expectations
from
the transformation

56.

Reasonableness of
calculating average
price based on the
forecast sales

driving

The stakeholder is of the view that NERSA
might have forced Eskom to provide
realistic sales forecasts to limit the effects of
RCA, during MYPD2. It is NERSA
prerogative to carefully assess approved
sales forecast as an instrument to limit the
impact of sales volumes over forecast and
its impact on price stability.
Reform of the vertically integrated electricity
utility (Eskom) into a basis for an electricity
market should essentially be driven by the
state.
It is the stakeholder’s expectation that the
electricity supply industry be transformed
into a competitive electricity market
whereby generation entities are able to
compete in a market to offer best priced
electricity to wholesale customers
The stakeholder is of the view that average
price can only be calculated using
forecasted sales as actual sales tend to be
unavailable at the time of setting prices.
However, the stakeholder is of the view that
actual sales volumes should be included in
forecasting future sales, whilst historic
forecasts should be disregarded. NERSA
should always keep tract of sales volumes
and adjust forecast as actual sales data

The comment made by the stakeholder is
noted. It has always been the Regulator’s
intention to carefully assess sales forecast
to the benefit of the industry. However, the
main stumbling block has always been
information
asymmetry
resulting
in
challenges in achieving a realistic forecast.
NERSA notes and
stakeholder’s views

agrees

with

the

NERSA notes the stakeholder’s comments.

NERSA notes the stakeholder’s comments.
Actual sales volumes are already a key
consideration in forecasting future sales.
Tracking actual sales and readjusting
forecasts, would mean that the average
price is also readjusted every time, resulting
in laborious administrative work. This is also
unlikely to ensure that forecasts are closer
to actual sale volumes.
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57.

Fairness of allowing
licensees to claw
back
lost
sales
through
increased
tariffs for consumers

58.

Alternative
approaches
to
determine prices: not
dependent on sale
forecasts
Alternative
approaches
to
determine
prices:
make the licensee
carry the sales risk
and not consumers

59.

60.

becomes available in order to keep forecast
current or relevant to actual sales volumes
It may be fair to claw back on lost or over
recovery on sales volume in the interest of
stability in allowed revenue recovery,
however in instances where actual volumes
are lower than forecast, NERSA should
insist on proportional savings in variable
primary energy cost to reduce increase in
revenue recovered to realised approved
sales volumes
The stakeholder is of the view that there
may well be no other alternative for
regulated electricity price determination
either than to rely or forecasted sales
volumes
Maybe the risk can be shared between the
utility and the customer by allowing the
utility to only recover only part of the
shortfall (50%) from the customer. However
when there is under forecasting of sales
volumes any net over recovery on revenue
should accrue to the customer, to
encourage the utility but greater effort in
improved forecasting

Migration from the 
revenue-based
approach
to
an
activity
based
approach

NERSA notes the stakeholder’s comment in
this regard. The regulator already insists of
primary energy savings as a result of
reduced supply volumes. However, such
savings tend to be offset by increased
usage of costly production methods, e.g.
OCGTs, higher than planned coal purchase
from expensive sources (ST/MT contracts)
NERSA notes the stakeholder’s comment.

NERSA notes the stakeholder’s comment.
However, sharing shortfall risk with
customers might not entirely solve the issue
at hand. Hence the Regulator seeks
alternative approaches.

It is not clear from the consultation paper 
what is meant by migrating from a revenuebased approach as any regulatory tariff
methodology should amount to determining
revenue all be it for each of the respective
business units (Gx, Tx, Dx ext. )

It is worth noting that one of the key
mandates of tariff regulatory is to ensure that
prices mimic those of a competitive market.
In this regard tariff regulation methodologies
should amount to prices at each
level/market and not necessarily revenues.
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In this regard, any approach used by the
regulator will still amount to a maximum
price payable by customers.




61.

62.

ABC is essentially a cost allocation 
methodology used for the purpose of
allocating already determined cost to where
it is actually incurred to facilitate appropriate
revenue
recovery.
The
regulatory
methodology is about determining the cost in
addition to its allocation to appropriate cost
centre. The tariff determination methodology
therefore over and above a cost allocation
methodology.
The cost of supply study is also intended to
better allocate cost to where they are
incurred and to thereafter align revenue
recovery structure to the cost structure of the
utility for more efficient allocation of resource

Use of activity-based The consultation paper does not clarify how
costing for regulatory ABC will be used in regulatory price setting,
it would therefore be premature to respond
price setting
unless further detail is provided. Otherwise
ABC is essentially a cost allocation
methodology not a cost determination
methodology. It is used to best allocate
know cost to appropriate cost centres where
they are incurred.
The
current ABC as a cost allocation methodology is
Electricity
Supply completely relevant to the current Electricity

The stakeholder’s comment is noted.
NERSA is open to providing any further
clarity to the stakeholder, should the need
arise.

The stakeholder’s comment is noted.
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63.

64.

65.

Industry structure &
future disaggregated
Electricity
Supply
Industry
Para 5.5: In order to
establish
a
transparent
ABC
approach,
NERSA
will need a
comprehensive
understanding of the
market from the
demand side and
supply
side

Supply Industry as it would be to any future
structure of the industry

The stakeholder takes this paragraph to
mean that in order for NERSA to fully
develop ABC based price determination
methodology it will first need to collect data
from industry in order to be able to develop
comprehensive understanding of the
market. As such the stakeholder is
concerned that the regulator may not meet
the April deadline for Eskom price
determination. The stakeholder is also of
the view that Table 2 of the consultation
paper appears to be still work in progress
suggesting that the methodology may well
still be under consideration after which it
may still have to be subjected to
consultation as complete methodology.
The format to collect NERSA may have to provide further clarity
the demand analysis on the required format as Table 2 refers to
an indicative format.
information
Para: 5.9.3: Large
amounts
of
information will be
sourced
through
Comprehensive
energy surveys of

The stakeholder’s comment is noted.
NERSA is of the view that the process is
merely a review of the principles used in
implementing its methodology. As such, the
Regulator is of the view that it will be able to
meet the deadline for determining a price
for Eskom.

The stakeholder’s comment is noted.

Once again the consultation paper seems to The stakeholder’s comment is noted.
suggest that the methodology is work under
construction as it envisages surveys still to
be undertaken and also not clear how these
findings will be incorporated
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66.

67.

both producers and
consumers)
Para 6.1: cost to 
serve are further
disaggregated
according to the load
profile for different

categories
of
consumer

Para 7.4:





68.

Para 7.5: excludes 
customers who use
energy
intensively

throughout the day

The cost to serve is not necessarily The stakeholder’s comment is noted.
disaggregated into according to load profile
of individual customer categories but rather
the aggregated loaf profile of the entire
customer base
The intended outcome of the consultation
paper is otherwise not clear as it seems to
suggest that regulated prices will no longer
be predetermined and that it may well
fluctuate from day to day
It appears that this paragraph is The stakeholder’s comment is noted.
contradicting paragraph 7.3.2 i.e. “the most
expensive, and generator 6 will set the
marginal price for baseload power” as in the
same way the most expenses plant
dispatched during peak will set the marginal
price?
It is therefore fair that all customers who
consume during peak to all pay for the peak
price.
It is not explained in the document how The stakeholder’s comment is noted.
customers who use energy intensively
throughout the day excluded
However the challenge that every individual
load profile has an element of baseload even
during peak, therefore not clear how the
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methodology intents to have different
“peaking’ tariff for different customers?

69.

Para 8.1: Indexation





Table 8: Eskom
Category
70.

General

The document is yet to define how the The stakeholder’s comment is noted. As
indexing in intended to be implemented and indicated, NERSA’s role will be adjusted to
if that diminishes NERSA’s role in annual intervening only when the need arises
tariff approval?
The concepts will require greater articulation
and clarification for stakeholders to
comment meaningfully.

Summary of Stakeholder Comments
Eskom’s view is that the consultation is the
first step towards the process to develop a
new price determination methodology. It is
not a proposed methodology. It is rather
interpreted as a request to determine
whether certain data requests are possible,
provide some idea on outcomes wished to
be achieved and includes a mixture of policy
and operational matters.

NERSA Analysis
Eskom’s interpretation of the process is
wrong; this is a process to determine the
principles that will inform the application of
the existing methodology. Eskom’s
comment is misplaced.
Noting that the Eskom reference to the
presentation by Professor Anton Eberhard
to the Stakeholder Consultation Workshop,
ignoring his comments during the
presentation, especially that the “intention
to unbundle the tariffs is welcome and could
lead to a better system going forward” and,
in response to his own question “Is the
standard cost of service, rate of return
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methodology being abandoned?”, noted
that “Mr Gumede did clarify that was not the
case” – hence there is no change to the
underlying methodology currently use to
set tariffs.

Eskom refused to comment on those
aspects they deemed to be policy matters
and therefore outside of the NERSA
mandate.
Eskom’s view is that the issues of market
structure canvassed in the consultation
Paper are well outside of NERSA’s
mandate, and we see no purpose to
speculating about future outcomes or
alternatives within the context of this review
of pricing methodologies. Should the ERA
be amended in the near future, any
implications for pricing falling from such
amendments would need to be incorporated
in the review of pricing methodologies.

This
understanding
by
Eskom
is
misinformed, as the ERA (2006) makes
numerous references to consultation
between the Minister (Policy Development)
and the Regulator (Execution of policy) and
therefore it is important for the Regulator to
be informed of various aspects of the
Electricity Supply Industry to ensure
meaningful engagement with the Minister.
NERSA is the “custodian and enforcer of
the
national
electricity
regulatory
framework” (ERA preamble, 2006) and
therefore issues of market structure
influence its regulatory activities focused on
ensuring sustainable Electricity Supply
Industry and in the public interest. Soliciting
opinion, is essentially different from offering
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an opinion. It is important that NERSA
knows and get involved in what will happen
in the future industry in order to be proactive
in its duties.
It is also asserted by Eskom that NERSA
needs to ensure alignment with all existing
legal instruments before the outcome of this
consultation paper is employed for the
development of a draft methodology for
further consultation. In addition, it would be
incumbent on NERSA to ensure alignment
with the hierarchy of the legal framework to
avoid confusion and possibly resulting in
negative impacts on the industry.

It is submitted that the three principles that
this consultation is based on namely activity
based
costing; type of use tariffs and marginal
pricing – are not appropriate to meet the
NERSA mandate of ensuring that licensees
recover efficient costs and a fair return.
These are not regulatory approaches at all.

Eskom has misunderstood the legal status
of a methodology – it is not law. Eskom also
misunderstands the rationale behind the
review process – the methodology (rate of
return) is not being changed, only some of
the principles that govern the application
thereof. NERSA understands the legal
framework and has incorporated this into
the current review and consultation
process, noting the precedent of changes
in approach from one MYPD to the next to
address shortcomings in the application of
the rate of return methodology as the
market evolves.
Eskom is ill-informed – Activity Based
Costing is widely used by regulatory
authorities globally, as well as costs to
serve, to set tariffs and/or set price/revenue
caps.
Marginal
costing
underpins
competitive market theory where a
marginal cost curve determines firms’
competitiveness. NERSA, as an economic
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Eskom asserts that an incremental
approach is necessary to ensure proper
consultation and awareness, suggesting
NERSA has taken a “big bang” approach to
changing the tariff setting principles.

Eskom asserts the revenue determination
approach is essential for planning and its
sustainability.

regulator has a duty to promote (or mimic2)
competitive outcomes, especially with a
dominant player such as Eskom. NERSA’s
view is that the principles when developed
and applied to the current common cost,
rate of return methodology, when applied
appropriately they will enable stable prices.
Eskom is misinformed in that the process
NERSA has embarked on – NERSA is
cognisant of the fact that many of these
changes will take years to effect fully,
however, the beginning stages are often
incremental and therefore has put forward
the four options to address the interim
period and also to enable refinements to be
assessed and implemented over time.
Eskom has clearly misunderstood the
fundamentals
expressed
in
the
Consultation Paper and subsequent
consultations that they attended. The
revised principles are intended to guide the
application of the rate of return,
methodology (currently employed) and
revenue requirement calculations are
essential to that methodology. NERSA is
not intending to deviate from the

2

Economic transformation, inclusive growth, and competitiveness: Towards an Economic Strategy for South Africa, 2019, p 23 - Box 5: Regulated, administered,
and reference prices: http://www.treasury.gov.za/comm_media/press/2019/Towards%20an%20Economic%20Strategy%20for%20SA.pdf
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Eskom has offered a proposed sequential
approach to tariff setting, implying that the
Consultation Paper does not – Revenue
determination, cost to serve and prices
setting.

methodology, but will seek to abandon the
revenue guarantee inherent in the current
principles (or approach) applied to the
methodology – the reopener (clawback)
mechanism has been misused to recover
lost revenue due to lost sales and should be
a risk management mechanism for
exogenous shocks that Eskom has not
control
over.
No
business
under
conventional economic principles should be
guaranteed a revenue.
Eskom has again misunderstood the
Consultation Paper. It is clear that the
methodology to the setting of prices has not
changed – the approach is that during the
revenue determination step, the cost will be
unbundled (an intention that was warmly
welcomed by Professor Anton Eberhard),
the second step in the Consultation Paper
clearly talks to the cost to serve, whilst the
third principle of marginal pricing nothing
more than an approach to bring some
market sanity to the dispatch of power in a
rational and logical manner. In the final
analysis, NERSA will set prices and not
revenue – an approach used globally in
regulated market with varying extents of
regulation. Eskom may have a monopoly
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Eskom mentions its submission to
restructure the retail tariffs, towards cost
reflectivity

71.

Industry
Transformation
(Stakeholder
Question 1):
Market structure (a
and b)

The calculation of average unit price serves
as a construct employed to administer tariff
adjustments under the ERTSA, and does
not determine tariff levels or the structure in
which tariffs are applied.

over the supply of power, but not over the
application of logical and rational economic
theory.
Once
again
Eskom
has
simply
misinterpreted the Consultation Paper.
Under an unbundled price setting approach
(endorsed by economists and regulators
world-wide), retail prices will reflect the
various cost elements associate with retail
activities and this will not just affect Eskom
and so therefore will not be an Eskom
focused approach, but a market focused
approach.
NERSA still uphold its view that regardless
of the levels averaging tariff does not give a
transparent final tariff. NERSA will require
that Eskom unbundles its assets to enable
the setting of a tariff by generator etc. – as
is done for all other generators, distributors
etc. Eskom may wish to apply averages
internally to establish an average cost to
serve or any other financial management
purpose.
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Average price,
forecast sales, and
claw back (c and d)
72.

73.

Activity Based
Costing

74.

Demand Analysis

Furthermore, the Distribution Code (S.7.2)
states “tariff charges (rates) shall be
calculated based on the approved revenue
requirement, volume forecast for demand
and energy and customer numbers.”
Eskom indicated that this level of cost
disaggregation has been a feature of the
MYPD since its inception in 2006. The
application of these principles to regulatory
application is most often observed in
relation to the allocation of costs between
regulated and non-regulated activities of the
business, and in allocating corporate
overheads across various business units.
Eskom believes that “following the
electrons” is impossible and therefore
attempts to analyse demand in terms of
types of load is pointless.

As indicated, the proposed approach seeks
to ensure that NERSA determines tariffs
and not t forecast volumes and to determine
revenues which are outside its control.
NERSA notes the comment from the
stakeholder, and reiterates that the
unbundling of tariffs into the various supply
chain activities using ABC has never been
applied to the rate of return methodology to
date – Eskom has misunderstood the
application of the principles in the
Consultation Paper.
Eskom seems to miss the critical nature of
the electricity market – the electrons/wires
and the commercial transactions that
overlay the former. NERSA is fully aware
that electricity is fungible, however the cost
characteristics
of
consumption
and
production are not elusive at all. It is very
easy to determine when power is consumed
(usually a function of the application of the
power) and in what quantity and to do the
same for generation (often a function of
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75.

76.

77.

Format to collect
demand data (a)
and (b)

It is submitted that an electricity system
cannot be directly compared to other
commodities. Electricity is unique and
requires an appreciation of the complexity
that goes with the management and
balancing of the system. Market participant
do have the freedom to choose when they
will consume power and may plan
appropriately. In the case of continuous
industrial processes, this choice may not be
feasible but they enjoy a cost benefit of
consuming during low demand periods.
Generation Costs;
Without defining what is entailed by
‘generation activity-based costing
Information
regulation’ it is difficult
requirements (a)
to comment on the data needed to achieve
the intended outcome. There is a need to
refer to the requirements of the RRM
Proposed approach The concept of base-load, mid-merit and
to
generation peaking technologies and profiles can no
pricing (c) and (d)
longer be applied in an industry where
renewables generators with very varying
and intermittent generation profiles and

technology) and then link the two via the
commercial
transaction
–
as
I
conventionally done when concluding
transactions via a bilateral contract
involving wheeling across a third party grid.
NERSA is aware that the electricity system
is different for all other commodities hence
that is the reason for developing
methodologies to ensure regulation of the
system – also noting the response to Q22
above.

NERSA notes that certain information can
be extracted from the RRMs hence Eskom
is still expected to submit its regulatory
reports

NERSA’s view is that there is still a need for
a base-load even when renewables
generators and battery storage are
expected to play a bigger role. Eskom
seems to take a supply side view of the
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78.

79.

battery storage are expected to play a power system, however power is supplied
bigger role.
to meet demand and not the reverse.
Understanding why people use power is
critical to understanding what power needs
to be available to meet their needs (a
function of the primary use, the extent of the
cost impact etc.) and what technology
would be best suited to meeting those
needs – 24/7 or 12/7 or 3/7 etc. technology
designed to run 24/7 is useless to provide
power to a consumer that only needs it for
2-3 hours a day and perhaps twice per day
Eskom is not aware of this approach being
applied elsewhere, and we do not see how Noting the above, It is difficult to understand
it would improve on the Scheduling and how a better understanding of demand
Dispatch Rules (SDR) as approved by could not improve the scheduling and
NERSA and currently applied by the dispatching power to meet the demand. The
System Operator in operation of the SDR will be improved based on revised
Interconnected Power System (IPS).
approach.
Efficiency
and In regard to ensuring that only efficient The use of prudency assessment and RRM
reporting of costs generation costs are recovered we refer to will not be abounded.
(e) and (f)
NERSA’s
Guidelines
for
Prudency
Assessment.
In regard to the reporting of cost information
we refer to the RRM Volumes 1 and 2
Information
The concept that assets can be dedicated The transmission cost will take into account
requirements (a)
to specific load categories would be the KM to ensure appropriate allocation of
erroneous and inappropriate for the costs.
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80.

81.

allocation of costs. Transmission costs are
not driven by the volume of energy
transmitted on the Grid but rather in terms
of the capacity created and maintained to
enable a safe and reliable system operation
and electricity transport service.
Cost build-up for a The
transmission
network
pricing NERSA note the comment
transmission
mechanism must be evolved to account for
business to make a the fact that in a system with more
return
on
its intermittent generation, and smarter more
investment (b)
flexible demand, different areas of the
network face different cost drivers.
These principles will still be covered by the
new approach.
Eskom states that principles for a tariff build
up for Tx are: reasonable return is to be
provided
on
the
deployed
asset.
Depreciation in order to fund debt
repayments; Recovery of costs related to
transmission
operating
expenditure,
transmission energy losses, ancillary
services, System Operator and Market
Operator prudent expenditure
Transmission
Eskom sated that appropriate cost driver for The need to provide system and price
pricing (c) and (d)
the transmission system does not capture reliability is the primary objective is this new
the need to provide system reliability, or the approach.
efficient level of network capacity needed to
meet the real time needs of generation and
loads. Eskom have not observed this
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82.

83.

84.

approach being applied in any jurisdictions
we are aware of.
Efficient
and Eskom referred NERSA to the Guidelines
prudent costs (e) for Prudency Assessment and the RRM on
and (f)
issues of efficient and prudency
Distribution
Eskom indicated that there is no direct
Equipment Costs
correlation between the Distribution system
load factor and the input activity cost
drivers, as the system needs to be available
and reliable irrespective of loading
conditions. The use of the load factor as the
cost driver is therefore inappropriate.
Distribution costs are not driven by the
volume of energy transmitted on the Grid
but rather in terms of the capacity created
and maintained to enable a safe and
reliable network operation and electricity
distribution service to both its customers
and generators connected to the network.
Distribution pricing Distribution costs are not driven by the
(c) and (d)
volume of energy transmitted on the Grid
but rather in
terms of the capacity created and
maintained to enable a safe and reliable
network operation
and electricity distribution service to both
its customers and generators connected to
the

Guidelines for Prudency Assessment and
the RRM will not be abounded due to this
process of determining the new approach.
The volume and KM for the wires business
will be considered in determining the
distribution tariff therefore what Eskom is
proposing will be considered.

NERSA will consider all elements of the
distribution business including issues of
capacity created and maintenance to
achieve reliable network operation.

70

PRINCIPLES TO DETERMINE PRICES IN THE ELECTRICITY SUPPLY INDUSTRY

85.

86.

87.
88.

network.
Distribution pricing Eskom sated that to achieve efficient costs
(e)
the following can be done:
Distribution Network Code compliance
Ensure asset maintenance practices
conform to industry standards
A review the costs contained in the
licensee’s revenue application
Distribution pricing The list of costs that must be recovered by
(f)
a Distribution Service Provider and
Distribution
System Operator include the following:
Fair return on assets
Depreciation
Operating Expenditures
Ancillary Services and Demand Response
costs
Distribution Technical Energy losses
Government imposed levies or taxes

Retail costs (a)

Retail costs currently are bundled into
Eskom’s Distribution licensed activities
Method for setting To comment on the manner in which retail
retail prices (b)
prices are best set requires definition of the
market and industry structure that the retail
activity is be provided. In jurisdictions where

NERSA notes the comments

The new approach will ensure that the
licensee recover its full cost of supply
therefore all the costs elements will be
considered.

NERSA notes the comments
The need to define the market and
industry structure is what NERSA has
requested licensees to comments on
.NERSA’s view is that the industry is
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89.

90.

91.

Load based costing
and TOU pricing
(questions 9 and
10)
Indexing for YearOn-Year Price/Tariff
Increases

Appropriate
method of indexing
and indexes other
than CPI (b) and (c)

there is a robust competitive market at the
level of retail, sales there may be no need
to set prices.
Eskom stated that there is a need further
discussion of what is entailed in regard to
transmission, system operator, distribution
and sales as shown in Table 5
Eskom indicated that they needs to
determine a base level in which to apply the
index, and consider the circumstances
under which that base would be re-set over
time.
Eskom does not support any method of
indexing as applied to the determination of
allowed
revenue or pricing.

Table 9 : City of Cape Town Energy and Climate Change
No.
Category
Summary of Stakeholder Comments
92.

changing thereby affect the market
structure.
NERSA welcome the need hence robust
discussion has took place on this matter
and NERSA will still welcome further
engagements.
NERSA notes the comment

NERSA note the comment

NERSA Analysis

The City of Cape Town indicated that it is NERSA notes the stakeholder’s comment.
not clear how a methodology to determine Further analysis will be done when
cost reflective tariffs and revenues will reviewing the methodology.
provide stability. If costs continue to rise,
how those costs allocated to customers will
not result in any more stability than the
current methodology. The focus must be in
the input costs rather than the output prices.

72

PRINCIPLES TO DETERMINE PRICES IN THE ELECTRICITY SUPPLY INDUSTRY

93.

94.

95.

The concern is that when the sales are
subject to the unknown, there will always be
a measure of under- or over-recovery of
revenue.
The City of Cape town is of the view that the
RCA mechanism is basically flawed,
shrinkage in sales is not accounted for in the
current formula. Once Eskom under
recovers, it requires the tariff increase
before any other annual increase is
considered. It is not financial sustainable
and since these impacts are not reflected in
the correct financial statements it creates
further financial implications for the utility.
The metro raised a concern that changing
the regulatory mechanism to reflect the
actual cost to serve will not remove the
subsidies that are already present in the
tariffs. These exist for affordability reasons,
and by removing them will create massive
social unrest.
The city is also concerned that the basket of
tariffs would become excessive without the
averaging of costs. Customer categories in
a distribution level are different. Cross
subsidisation is a necessity in order for
distributors to balance their books,
subsidisation of poorer customers being
one such area where this needs to happen.
IBT was introduced to bridge this gap. It is
not clear how NERSA will deal with the

NERSA acknowledges the stakeholder’s
comment hence the reason for the review of
the methodology that has been used in the
previous applications. This will assist in
regulating Eskom idifferently.

NERSA notes the stakeholder’s comment,
and will consider this when doing its
decision.

NERSA notes the stakeholder’s comment.
Further analysis will be conducted in order
to determine the manner in which it will deal
with the cross -subsidisation issue.
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96.

97.

98.

99.

situation when cost reflective fixed charges
need to be introduced.
The city also supports that the ABC
methodology will require restructuring; and
it is the first step to an overhaul of the entire
Electricity Supply Industry business model.
The service costing profile needs to align
with the demand profile and the base load
needs to be appropriately compensated as
it addresses the basic need.
The City also indicates that in law, the
municipal utilities are not permitted to make
a profit on the provision of services. At a
time where affordability is becoming an
issue to many customers, it is not helpful to
propose a model which allows utilities to
make a profit on the sale of electricity as
part of their regulated costs.
Insufficient
maintenance
leads
to
unreliability. Some kind of replacement cost
versus plant efficiency index should be used
to determine which plant is run first, rather
than just pure cost per kWh.
The City supports the sentiments of the
multiple
intermittent
decentralised
generation will need to be cost allocated.

NERSA notes the stakeholder’s comment.

NERSA notes the stakeholder’s comment.
However, the Energy Regulator strives to
strike that delicate balance of protecting
customer’s affordability at the same time
ensuring the industry sustainability.

NERSA notes the stakeholder’s comment.

The MYPD has provided no predictability as NERSA notes the stakeholder’s comment,
it was never adhered to.
and it is for this reason that a new
methodology is being consulted upon
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100.

101.

102.

103.

The municipal environment is also subject NERSA notes the stakeholder’s comment.
to a raft of other Municipal legislation NERSA will also take into considerations
(MFMA, etc.)
the municipalities’ legislation in order to
align with their processes when determining
the Eskom methodology and prices.
The City believes that providing the services NERSA notes the stakeholder’s comment,
at cost reflective prices is a noble idea in and will take this into consideration when
theory, but has practical challenges when making its decision
affordability is taken into account.
Recovering of fixed costs from fixed
charges due to falling sales and Covid-19,
needs to be balanced against public and
political acceptance for these charges as
well as short-term affordability.
The City indicates that residential level
standard connection sizes exist in terms of
an NRS specification, which is a relatively
easy value for distributors to utilise in
allocating costs, without the need for
expensive, complex metering systems
being installed. The load profile will not help
in situations if a customer has paid for 5MW
of grid access but only utilises 2MW of that.

NERSA notes the stakeholder’s comment,
and will ensure that the stakeholder’s views
are taken into consideration when making
its decision.
NERSA notes the stakeholder comment
and agrees with the statement. It is for this
reason that utilities should educate their
customers about the correct connection
size they require so that they avoid
unnecessary costs.

The city raised the issue that high NERSA notes the stakeholder’s comment.
penetration of Renewable Energy (RE)
technology plants on cycling of baseload
generators must be considered. It may not
be as applicable in the current environment
where generation is inadequate, however in
a power system with a high reserve margin
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104.

105.

and high variability in supply and/or demand
this becomes very pertinent.
It must be noted that the usual comparison
between IPP generation costs and Eskom
is between the pure cost of generation for
the IPP and between the full basket of
Eskom cost i.e. generation, transmission
and distribution costs, which appears to
skew things in favour of the IPP. When pure
generation costs are compared, the
likelihood is that Eskom will still be cheaper.
This will effectively remove any competition
from the market, and ultimately not benefit
the industry in any way.
The City indicated that it is not clear how
marginal costing will impact on those
customers driving the peak. It is imperative
to retain some level of central planning as it
relates to power generation. If certain large
players are able to manipulate market
prices by withholding energy supply on a
daily basis, and/or delaying the commercial
operation of power plants until their profit
motives have been satisfied through inflated
prices.
The City also raises the issue that NERSA
is advocating against time of use (TOU)
price signalling. International TOU is
recognised as an excellent pricing signal to
smoothen the demand curve throughout the
day. The IBT issue needs to be addressed
as it is not cost reflective.

NERSA notes the stakeholder’s comment.

NERSA notes the stakeholder’s comment,
and will ensure a proper level of
transparency on how the marginal costing
will be implemented.

NERSA notes the stakeholder comment.
The impact of the TOU and IBT structures
will be addressed in detail by NERSA in its
decision.
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106.

107.

108.

109.

The City does not support the indexing of
pricing, and benchmark costs are no better
than indexing tariffs. It is essential to assess
each individual distributor in terms of its own
cost drivers.
The city is concerned that NERSA rejected
Eskom’s2022/23 price increase proposal at
this late stage. By insisting that Eskom use
the principles as published in a draft
discussion document that is subject to
change Eskom has found itself in an
impossible position. The recommendation
is that the NERSA allow Eskom the 2022/23
increase in terms of the older methodology,
and in parallel finalise the new methodology
for the 2023/24 cycle.

NERSA notes the stakeholder comment
and will ensure that proper analysis is done
when assessing the distributors own costs.

The City also indicates that the nonsocialising of some ancillary services like
market balancing is welcomed. Balancing
costs should be recovered from the party
responsible for the imbalance in the real
time (spot) market.
The City further states that the reason for
large increases in Eskom tariffs is due to
large increase in costs primarily on
generation side. This has been brought
about by many factors.

NERSA notes the stakeholder’s comment.

NERSA notes the stakeholder comment.
NERSA will continue to engage with Eskom
and all stakeholders in order to meet an
amicable solution on this matter. It should
also be note that NERSA will ensure that it
approves Eskom’s price on time for
implementation for the FY 2022/23

NERSA notes the stakeholder comment,
and will analyse the costs that lead to high
Eskom tariffs, before making its decision.

Table 10: AfriForum
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Category
110.
Price stability

111. Revenue Vs
approach.

Summary of Stakeholder Comments

NERSA Analysis

The aspect of price stability is unrealistic in The stakeholder’s comment is noted and
the current industry realities. If Eskom is not will be taken into account during the
allowed it to increase its prices at more than finalisation of the document.
inflation, Eskom will not be able to cover its
costs.

cost The stakeholder has indicated that the
current MYPD methodology is in fact a cost
approach and not revenue approach. The
NERSA revenue requirements is based on
costs plus, depreciation and a rate of return
to cover capital and interest.

112. Subsidies and cross Subsidies are the reason for the high
prices for large customers in South Africa.
subsidies

NERSA agrees with the stakeholder, the
current methodology is not changing.
NERSA just seeks to improve the quality of
calculations by using the costs involved in
the
productions,
transmission
and
distribution of electricity.
NERSA is aligned to the stakeholder
comment. Cross subsidies should be
addressed by policy makers/government.

113. Activity
based The current industry in following a cost of NERSA notes the comment of the
supply approach which is what is described stakeholder, however measuring energy
costing (ABC)
in the proposal as ABC.
used requires more sophisticated metering.
•

This is not just load factor as proposed in
the paper but based on the energy used in
the various TOU periods.
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114. The transformation of The main driver of change is the need for all NERSA is cognisant of the current industry
the Electricity Supply industry generators to compete on a fair structure, comments of the stakeholder are
basis. It is unfair that Eskom is owner of duly noted and will be addressed.
Industry
most of the generators and plays the role of
the single buyer.

115. Collection of the
demand
analysis
information.
116. Activity-based
costing regulation

Table 11: OUTA
Category
117.

The transformation
of the Electricity
Supply Industry

The challenges here will be metering with
half hourly profile features.

NERSA is aware that the data required may
not be available.

The existing data is inadequate for NERSA
to regulate properly. A complete trial
balance showing all the cost items have to
be provided. This must be supported with
detailed asset registers, customers details,
and various other support documents as is
currently being used by NERSA.

NERSA is aware that the data required may
not be available.

Summary of Stakeholder Comments
a) OUTA suggests that one of the key
transformation drivers in the Electricity
horizon, among the rest, is necessity.
The stakeholder further expresses that
when it comes to energy changes, equity
and historical issues also need to be
addressed.

NERSA Analysis
NERSA is mindful that a holistic approach
in adopting to the Industry changes is what
would benefit all.
NERSA would need to apply a robust
system to monitor and investigate any
irregular use and application of its rules.
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b) – e) While Price Averaging enables
cross-subsidies for the benefit of the lower
end users, OUTA holds the view that the
system has been abused and is not
adequately
monitored.
This
holds
particularly true in respect of Eskom’s
clawback applications.
Lastly, the stakeholder states that the
alternative market structure would need to
put the customers’ needs first.
118. Price Setting: Use of In so far as ABC, OUTA recommends that
Activity-Based
the consultation process be slowed down in
Costing (ABC)
order to allow for extensive public
participation that will include Energy
Experts and Industry Stakeholders. They
are of the view that a tariff structure would
need to make a distinction between full-day
and intermittent generation.
119. Format to collect OUTA indicates that there is no indication of
Demand
Analysis the assumptions behind the Demand
Information
Analysis Data. They suggest that the
Aggregate Demand is not sufficiently
detailed to produce real-time Demand Data,
and thus should be integrated into the
Integrated System and Market Operator
(ISMO).

NERSA regulates a heavily monopolised
market, and with this comes challenges of
balancing consumer needs and the
sustainability of the Electricity Supply
Industry. NERSA’s system is built to
manage possible conflicts arising from the
inconsistencies that are evident in the
electricity space.
NERSA will consider embarking on a
thorough consultation to include a widespread participation on the subject.
ABC in its nature seeks to improve the
quality of calculations by using the amount
of activity involved to generate electricity.
This in turn keeps a close connection
between cost drivers and the cost itself.
NERSA notes the OUTA’s concerns and
agrees that, pending the establishment of
the ISMO Entity, the planning of generating
capacity and supply of electricity will be
enhanced.
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Tariff It is OUTA’s observation that the
Municipalities are included as generators in
the consultation paper, and seeks to clarify
whether this is done so for the purpose of
establishing costs.
In so far as the International Benchmarks
and Best Practices that NERSA could
consult, OUTA recommends The World
Resources
Institute’s
Electricity
Governance Initiative (WRI EGI).
121. Transmission
OUTA holds a belief that transmission and
Component
of distribution should not be used to make
Electricity
Pricing profits.
They
further
believe
that
(ABC)
maintenance and refurbishment should
form part of the transmission and
distribution costs. As such, averaging these
costs might be an appropriate mechanism
for fairness across customer classes.
120. Appropriate
Cost Build-up

122. Trading Level of the OUTA indicates that it is not clear how
Electricity
Value electricity is defined as a bulk product as it
Chain
is somewhat different to other products
such as flour or petrol. They further believe
that if there are willing generators, a grid
system and willing buyers, such contracts

The Municipalities are now allowed to
generate their own electricity. As such,
some are doing so, in accordance with the
Integrated Resource Plan (IRP).
NERSA notes and welcomes the
recommendation to draw on the WRI EGI
for international benchmarking.

While NERSA acknowledges a need for an
in-depth consultation, it should also be
noted that transmission and distribution
form principal components of direct cost of
electricity.
Electricity transmission and distribution
costs include the upfront capital cost of
land, utility poles, wires, substations,
transformers, and other equipment used to
deliver electricity. It would thus be
imprudent to divorce these costs from a
cost structure.
NERSA notes the OUTA’s concerns about
how electricity is a bulk product. Although
the process of producing electricity is
different from other products, it should be
noted that electricity is first produced and
then sold at the wholesale price level before
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can be negotiated with the costs of it is sold and distributed to consumers at the
generation benchmarked, the cost of the retail level, similarly to other bulk products.
grid being a standard cost; which will then
allow the buyer to negotiate a market price. NERSA acknowledges the need for
international benchmarking as well as use
In so far as a distributed and unbundled the South African experience and lessons
electricity system, OUTA’s observation is learnt form the Renewable Independent
that it will be difficult for any generator to Power Producer Programme
charge a high price as customers will buy
from alternative sources.
OUTA holds a belief that NERSA can use
international benchmarking and lessons
learnt from the Renewable Independent
Power Producer Programme by similarly
providing guidelines and investigate
anything that appears to be price fixing.
123. Price/List of Costs OUTA holds a view that the current system
required from Retail that is inadequately regulated and that
Business
tariffs are not transparent, with hidden costs
in order to inflate costs of those on selling
electricity from distributors.
OUTA’s observation is that there is a need
for transparent tariffs that are not
complicated by assumptions that are not
related to the realities of South Africa.
OUTA further states that the Inclining Block
Tariff is not realistic system for a South

NERSA notes and welcomes the
recommendations that the tariff systems
need to take into account the current market
conditions facing South Africa.
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124. Proposed
Approach

African context and recommends that the
new tariff system needs to consider the
current problems and realities facing the
country and should redress the inequalities
and not exacerbate them.
Pricing It is OUTA’s view that the proposed pricing
approach is not dynamic enough as it is
generation
focused.
OUTA
further
recommends that it is important for NERSA
not to rush a new tariff system but to hold a
series of workshops to address many of the
current challenges and assess how such
transformations have been carried out in
other countries like India and Brazil.

NERSA acknowledges the issues raised by
OUTA and agrees that the proposed pricing
approach needs to also focus on other
areas of the value chain. NERSA also
supports OUTA’s recommendations to
assess how such transformations have
been carried out in other countries, but it
should be noted that South Africa has a
different market when compared to other
countries.
Workshops were held on 18 and 22 October
2021 on the proposed pricing approach.
NERSA plans to hold Public Hearings in
November, 2021 to allow stakeholders an
opportunity to present/comment on the
proposed pricing approach.

125. Time of Use Rates

OUTA holds a view that TOU tariffs are a
way to attempt to smooth out the load profile
and reduce peaks. OUTA further indicates
that peaking plants are expensive, and their
use should be discouraged by the ISMO.

NERSA notes and welcomes the
recommendations made by OUTA.
In applying its mind, NERSA will support a
pricing system that will encourage
economic growth.
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One way of doing that is to use TOU tariffs
to shift customer behaviour.
OUTA believes that cost reflective tariffs are
not unrelated to the time of use as the
system needs to procure additional power
at times when the system is tight.
loads.
OUTA further states that the current system
ties in generation maintenance schedules
with time of use tariffs. However, with the
new system the focus should be on energy
efficiency and keeping the cost of the
integrated system low with the generation
plant owners deciding their maintenance
schedules independently. The system and
the generation plants would be decoupled.
126. Indexing as a Method OUTA recommends that inflation linked
on
Increasing price increases relate to the cost of living
Approved
and should be used for any increases in
Prices/Tariffs
electricity related costs. OUTA also
proposes that NERSA (when deciding on
electricity generation licences) make it a
condition of any permits that electricity
tariffs may not increase beyond inflation
without extraordinary circumstances and

NERSA notes and welcomes the
recommendations made by OUTA. In
applying its mind, NERSA must balance the
interest of the applicant and the price
impact on other customers.
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that such adjustments would need full
meaningful participation by the public.
OUTA further states that this may not be the
case for individual PPA’s as the cost may
include additional costs.

Table 12: Deutsche Gesellschaft für Internationale Zusammenarbeit (GIZ)
Category
Summary of Stakeholder Comments
127.

Differentiating activity-based costing
from cost-of-service regulation. Activitybased costing (ABC), as presented in this
consultation paper (the Paper), is an
effective methodology to unbundle costs
elements and introduce more transparent
pricing for electricity while moving towards
cost-reflective tariffs. Though not commonly
used as a basis for electricity pricing— the
author is not aware of other contexts where
ABC is implemented as a methodology for
setting electricity prices—It is not clear as to
why cost-of-service ratemaking, a method
to quantify costs for distinct customer
classes, is not used for this purpose. It
would be helpful to add to the Paper the
reasoning behind selecting ABC rather than
cost-of-service regulation and highlighting

NERSA Analysis
Nersa notes the comment made by the
stakeholder. However the ABC costing
principle is just one of the approaches
proposed to be used when assessing
Eskom costs, and not necessarily being
made a methodology
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128.

129.

130.

the main differences in their methodologies
and outcomes.
Though efficient electricity pricing can
lead to reduced costs through efficient
usage of electricity by consumers, it can
only be expected to partially address the
main problem laid out in the Paper:
increases in electricity prices and
reduced demand levels.
A
granular
and
time-dependent
understanding of costs can lead to costreflective tariff structures and programs
which would lead to more efficient use of
electricity (for example, time-of-use pricing,
three part tariffs, real-time pricing, demand
response programs).
The introduction
Type of service costing by differentiated
load profiles may be unnecessary with
efficient tariff design. The methodology
outlined in the Paper includes differentiating
cost to serve types of customer
differentiated by their consumption profile
characteristics. However, efficient tariff
structures should be able to recover costs
for each of the four differentiated load
profiles without the need to create separate
costing structures for each.
Completely eliminating cross-subsidies
will likely lead to rising inequities. In
section 1.5 of the Paper, it is stated that:
“The enemy in the current electricity pricing

The stakeholder comment is noted and the
concept will be further interrogated as the
consultation process unfolds. and the
drafting of the principles is finalised.

The comment is noted and will be
considered.

Nersa is aligned to the stakeholder
comment. It is noted that removal of all
cross-subsidies can lead to inequitable
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131.

132.

133.

approach is the “averaging”, which results in
inefficiencies,
cross
subsidies
and
socialisation of costs, which is central in
revenue determination. The proposal is
effectively aims to eliminate all these.” As is
stated, averaging can result in unintended
cross-subsidies and socialization of costs.
Has there been a study to understand what
is behind the 175% increase in tariffs in the
last decade? Generation infrastructure, fuel
costs, other? If we do not have a thorough
understanding of what caused the price
increase, it will be difficult to determine
whether a new price determination
methodology would have led to a different
outcome.
If the four categories are not set by
customer type, it will be difficult to
implement these tariffs as the metering
equipment needed may not be available to
all customer types.
There
are
serious
challenges
to
implementing marginal price tariffs for
residential customers. This would most
likely require fixed monthly customer
charges that are higher than total bills for
small consumers today, leading to a
potential electricity bill price shock. This is
also seen as a regressive pricing policy,
since small consumers are often lower
income consumers.

outcomes for consumers, particularly within
the residential sector. Therefore some
desirable cross subsidies should be
considered by policy makers in the
electricity pricing decisions.
Nersa agrees with the comment. Further
studies would need to be done to determine
the reason behind the 175% increase in
tariffs.

The comment is noted and will be
investigated further.

The comment is noted and will be
investigated further.
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How would these challenges associated
with the difficulty in determining prudency of
costs incurred be addressed by revising the
methodology? Splitting up the costs into
"activities" will not resolve this challenge.
It isn't clear how the new proposed
methodology may avoid this cycle of rising
prices and falling sales. Is it by making
alternatives (e.g. energy efficiency and
local, distributed generation) less attractive
through pricing mechanisms?

134.

135.

The utility could not recover its lost revenue
without increasing tariffs. Even if the utility
investments were deemed prudent and
reasonable, reduced sales would lead to
increased electricity prices. These reduced
sales could be out of the control of the utility
-- global economic decline, less expensive
energy efficiency and distributed generation
technologies, for example. Some of these
declines may be desirable (e.g. energy
efficiency). It's not clear how the new
methodology would avoid this increase in
tariffs with decreasing sales.

136.

Table 13: Ferro Alloy Producers Association (FAPA)
Category
Summary of Stakeholder Comments
137.

Stakeholder
question 1a

Electricity market structure, availability and
reliability of electricity supply should be

The comment is noted and will be
investigated further.

Nersa notes the comment. The issue of
declining sales is a challenge which needs
to be addressed. This is one of the reason
that prompted the regulator to review the
current methodology. further interrogation
needs to be done around this subject.
Nersa notes the comment. The issue of
declining sales is a challenge which needs
to be addressed. This is one of the reason
that prompted the regulator to review the
current methodology. further interrogation
needs to be done around this subject.

NERSA Analysis
NERSA notes the comments raised by
the stakeholder. These will be taken into
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138.

Stakeholder
question 1b

139.

Stakeholder
question 1c

linked to a clear cost reflectiveness on
production costs. Customers cannot be held
responsible to fund mismanagement, poor
maintenance protocols and new build
overspend of the past. Baseload consumers
should be granted a competitive industrial
tariff, without cross-subsidy charges and
with a minimum 5-year fixed pathway on
power prices. Stability is required for
operation of current assets and decision on
any future investment
The past has taught us that when Eskom
falls into a predicament, certain Time of Use
(ToU) tariffs were increased without looking
at the potential future implication thereof.
We have seen enormous tariff increases
related to Winter Peak and Standard Period
pricing, that have forced industry to stop
consuming during these periods due to
affordability, and today we see instances
where Summer Peak hours have come
under pressure whilst we might have too
much power during winter months, leading
to a total forced imbalance of the power grid.
Our members budget on fixed term
assumptions and often based on 3 to 5 year
forecasts. The variability in power pricing
due to the RCA process, often leads to

account
when
methodology.

finalising

the

NERSA notes the comments raised by
the stakeholder.

NERSA notes the comments raised by
the stakeholder.
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140.

Stakeholder
question 1d

budget targets not being met and
subsequently,
many
international
shareholders refraining from investing with
confidence in local operation and rather
invest elsewhere.
RCA clawbacks are at the forefront of
putting smelters in an uncompetitive
position and subsequent closure of
facilities. It is our opinion that the revenuebased methodology is critically flawed, with
the
RCA
claw
back
mechanism
unreasonable. Revenue and bottom-line
earnings should be drivers for improved
service delivery and efficiency. By agreeing
on an annual revenue whist only regulating
the price and not the sales creates an
environment where RCA claw back could
effectively
fund
Eskom’s
continue
inefficiencies, wasteful expenditure, historic
poor maintenance practices, inadequate
government policy, lack of industry
transformation, increased free basic
electricity, under-recovery or undercollection of outstanding revenue, electricity
theft, etc. and pass it on to the consumers.
Moving away from RCA claw back will
require an alternative approach towards

NERSA notes the comments raised by
the stakeholder. These will be taken into
account
when
finalising
the
methodology.
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141.

Stakeholder
question 1e

142.

Stakeholder
question 2

143.

Stakeholder
question 3a

pricing determination methodologies with a
clear transition path.
Implementation of an Industrial Tariff for
baseload consumers, as well as the
immediate abolishment of cross-subsidies
within the tariff structure which currently
comprises 14% of the total annual Eskom
accounts of our members. It is proposed the
the Industrial Tariff for baseload customers
is not determined through forecasted sales
of the licensee and that the sales risk be
carried by the licensee to serve as a driver
for
efficiency
and
performance
improvements for the licensee.
Due to the limitation in time for proper
consultation, FAPA will not comment on this
question, as it would require aspects of
consultation with other associations and a
proper workshop with NERSA and industry
stakeholders to enable a proper view of the
proposed tariff structure and its outcomes to
enable us to give meaningful comment on
this subject.
In our type of industry, stable and precise
demand forecasts are difficult as furnace
behaviour can vary daily and as a function
of operational stability. Demand forecasts
are also linked to market conditions,

NERSA notes the comments raised by
the stakeholder. These will be taken into
account
when
finalising
the
methodology.

NERSA notes the comments raised by
the stakeholder.

NERSA notes the comments raised by
the stakeholder. These will be taken into
account
when
finalising
the
methodology.
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144.

Stakeholder
question 3b

145.

Stakeholder
question 4

commodity prices and cycles, exchange
rate fluctuation, etc. The demand data
collection will also depend on how it is
currently done by the utility and
municipalities. Should likely consider 30minue intervals as a minimum as certain
tariff components are applicable to
integrated 30-minute intervals.
Potential expansion of the VPS (Virtual
Power Station), whereby industry has direct
and up to date grid information that can be
linked to Demand Response Programmes
or other interruptibility systems, linked to a
special tariff. Reflective and competitive
spot prices for interruptibility participation,
based on the VPS demand and supply
versus cost to customer in terms of loss of
production due to participation in
interruptibility.
Due to the limitation in time for proper
consultation, FAPA will not comment on this
question, as it would require aspects of
consultation with other associations and a
proper workshop with NERSA and industry
stakeholders to enable a proper view of the
proposed tariff structure and its outcomes to
enable us to give meaningful comment on
this subject.

NERSA notes the comments raised by
the stakeholder. These will be taken into
account
when
finalising
the
methodology.

NERSA notes the comments raised by
the stakeholder. These will be taken into
account
when
finalising
the
methodology.
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146.

Stakeholder
question 5

147.

Stakeholder
question 6

However, in terms of international
benchmarks, it is advised that sector-based
benchmarks
should
be
used
per
commodity, but it should include the indirect
support structures that supports specific
power
consumption
volumes.
Consideration should also be given on how
the information provided by consumers
through surveys will be audited/verified if
utilised for price determinations. The use of
international “municipal” tariffs is misleading
as it does not represent the final price
consumers pay as expressed in $/MWh.
Due to the limitation in time for proper
consultation, FAPA will not comment on this
question, as it would require aspects of
consultation with other associations and a
proper workshop with NERSA and industry
stakeholders to enable a proper view of the
proposed tariff structure and its outcomes to
enable us to give meaningful comment on
this subject.
Due to the limitation in time for proper
consultation, FAPA will not comment on this
question, as it would require aspects of
consultation with other associations and a

NERSA notes the comments raised by
the stakeholder.

NERSA notes the comments raised by
the stakeholder.
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proper workshop with NERSA and industry
stakeholders to enable a proper view of the
proposed tariff structure and its outcomes to
enable us to give meaningful comment on
this subject.
148.

Stakeholder
question 7

Due to the limitation in time for proper
consultation, FAPA will not comment on this
question, as it would require aspects of
consultation with other associations and a
proper workshop with NERSA and industry
stakeholders to enable a proper view of the
proposed tariff structure and its outcomes to
enable us to give meaningful comment on
this subject.

NERSA notes the comments raised by
the stakeholder.

149.

Stakeholder
question 8

Due to the limitation in time for proper
consultation, FAPA will not comment on this
question, as it would require aspects of
consultation with other associations and a
proper workshop with NERSA and industry
stakeholders to enable a proper view of the
proposed tariff structure and its outcomes to
enable us to give meaningful comment on
this subject.

NERSA notes the comments raised by
the stakeholder.

150.

Stakeholder
question 9

Recognition should be given to the
consistency and flexibility (in the form of

NERSA notes the comments raised by
the stakeholder. These will be taken into
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Demand Response Participation)
baseload consumers offer.
151.

Stakeholder
question 10a

152.

Stakeholder
question 10b

that

Misalignment of ToU tariffs has created an
imbalance that was intended to be in the
favour of Eskom to allow for winter power
shortages, but since then, industry has
adapted to their own maintnence planning
and now we have a situation of power
shortages during power peaks in summer,
whilst winter ToU periods are often linked to
oversupply of power. What was intended as
a revenue booster for Eskom has given
exactly the opposite effect with less demand
during winter ToU periods. It should also be
recognised that low voltage consumers
(such as households) typically do not see
the price signals relating to ToU and
correspondingly
manage
their
consumption.
Different,
but
especially
steeply
differentiated, ToU pricing differences are
complication operational performance for
consumers and as a result has an
increasing effect on overall production costs
and
production
capacity,
therefore
impacting negatively on competitivenesss.

account
when
methodology.

finalising

the

NERSA notes the comments raised by
the stakeholder. These will be taken into
account
when
finalising
the
methodology.

NERSA notes the comments raised by
the stakeholder. These will be taken into
account
when
finalising
the
methodology.
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153.

Stakeholder
question 10c

154.

Stakeholder
question 11a

Allocation of generation capacity based on
lowest production cost first, could be a
positive step to encourage lower production
costs. However, the supply system is under
constraints, so as a rule, all capacity will in
any event have to be contracted to fulfil
demand. The question will then arise on
how future allocation of generation capcoity
will be made as Eskom reduces therir own
procution capacity due to decommissioning
of old infrastructure, which could result in
even higher purchase prices. What controls
will be implemented to cap the costs of
purchases at a certain maximum threshold
that could still be deemed as ”affordable”?
ToU tariffs should be adapted for baseload
consumers to produce at full capacity
through winter months with incentivised
participation in load curtailment based on
re-imbursement as a nd when shortages
occur at rates cheaper than emergency
generation (diesel etc).
Indexing is probably a good mechanism, if it
is aligned to realistic factors that keeps
trend with industry’s competitiveness (as
long as the international comparisons
compare industry related cost.)

NERSA notes the comments raised by
the stakeholder. These will be taken into
account
when
finalising
the
methodology.

NERSA notes the comments raised by
the stakeholder. These will be taken into
account
when
finalising
the
methodology.
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155.

Stakeholder
question 11b

156.

Stakeholder
question 11c

As for most of local increase standards,
power pricing should be aligned with annual
CPI increases once the baseline has been
corrected in the form of a reduced Industrial
Tariff and removal of cross-subsidies.
At the of the day, industry requires supply
that is reliable with predictability and with a
minimum 5 year visibility

NERSA notes the comments raised by
the stakeholder. These will be taken into
account
when
finalising
the
methodology.
NERSA notes the comments raised by
the stakeholder. These will be taken into
account
when
finalising
the
methodology.
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7.

SUMMARY OF ISSUES RAISED AT THE PUBLIC HEARINGS OF 5 NOVEMBER 2021
6.1 The Energy Regulator help public hearing on 05 and 12 November 2021 to gather comments from stakeholders.
Comments are summarized and analyzed in the table below:

Table 14: Eskom
ESKOM
QUESTIONS FROM THE PANEL
1.

Regulatory Asset Base: If the EAF
is consistently low, assets are not
at full capacity or assets are not
used/unable to use them within
one year. Eskom should be
rerating those assets downwards
as this will lead to a lower RAB.
When is the time to retate in view
of the fact that you need to be a
prudent and efficient operator

RESPONSE BY
STAKEHOLDER
The methodology talks
about an asset that is
used/usable within one
year.
Applying
the
methodology as it works,
Eskom then take into
account the respective
units and power stations
and then adjust the asset
base accordingly. Eskom
further does not believe
that an EAF should affect
an asset base. Maybe
another
mechanism
should be used to assess
the EAF performance.
Like in the MYPD4, the
asset
base/
power
stations that have been
placed of coal reserve, the
equivalent assets are
removed from the asset
base

ANY SUPPORTING DOCUMENTS
TO BE SUBMITTED
Eskom’s written submission was sent on 16
November 2021 as follows:
It should be noted that this consultation paper on
the determination of a new price determination
methodology does not address the concept of
regulatory asset base (RAB). However, Mr
Gumede has confirmed that the: “The fact of the
matter is that there at this stage no proposal for
changes to be made to the underlying pricing
methodology which is a revenue requirement
methodology but only to the principles that
[indistinct] the application of the methodology as
has been the case with all other previous MYPD
or all of the changes to the previous MYPD
control periods. The methodology remains that
of the rate of return methodology which is
predicated on a global acceptable revenue
required methodology.” Hence the prevailing
methodologies are therefore still applicable.
A response is provided in terms of the prevailing
methodologies and guidelines. Eskom has to
ensure that it complies to the methodologies and
rules of NERSA. Therefore Eskom is guided by
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these requirements when making a revenue
application.

2.

Eskom says they are not
supporting NERSA’s “Big Bag”
approach. What phased approach
is Eskom proposing to deal witth
challenges
with
the
tariff
methodology

5.

Sales Variance: How do you
propose that the impact of load
shedding on sales be discounted
because if one is being load shed
for some time it means one cannot
rely on the supply and as such
have to look for other alternatives.
What is the knock on -effect of
customers looking for alternatives
or reducing reliance on Eskom that
is forfeited?
It can’t be that we follow a perverse
incentive, that is when the demand

3.
A lot of the issues
around
tariffs
and
transparency can be dealt
with.
4.
The
industry
changes need to be first
illustrated in policy. It will
be pre-mature for Eskom
to accordingly adjust if it is
unknown where the policy
direction is going to.
Eskom is working on an
industry structure that is
available at this point in
time.
When Eskom makes an
RCA application, Eskom
does not ask for a
recovery
of
revenue
related to load shedding
volumes. Eskom does not
expect the consumer to
pay for that. Also in terms
of the impact of the
pandemic, Eskom cannot
expect consumers to pay
for
covid-19
sales
reduction. Also applies
their mind in such cases.

Comment is noted

Eskom’s written submission was sent on 16
November 2021 as follows:
It should be noted that this consultation
paper on the determination of a new price
determination methodology does not seem
to address the concept of sales variances in
its proposals. However, Mr Gumede has
confirmed that the: “The fact of the matter is
that there at this stage no proposal for
changes to be made to the underlying pricing
methodology
which
is
a
revenue
requirement methodology but only to the
principles that [indistinct] the application of
the methodology as has been the case with
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6.

goes down the prices of electricity
increases.
In a competitive
environment when the demand
goes down the supplier reduces
the price. In this case the supplier
is also contributing to this by way
of interruptions due to load
shedding but then expects to be
incentivised for it.

Eskom is doing everything
to manage load shedding
within
a
tight
and
constraint system.

Was the approach changed from
MYPD1 to MYPD4? Was the
methodology changed or was it the
approach of the use of the
methodology that was changed?

To get to a revenue, the
operation costs and the
cost of capital need to be
understood first. The
building blocks of the
costs of service remains
intact.
The
changes
between the respective
methodologies
were
enhancements to the
respective components of
the revenue requirement

all other previous MYPD or all of the
changes to the previous MYPD control
periods. The methodology remains that of
the rate of return methodology which is
predicated on a global acceptable revenue
required methodology.” Hence the prevailing
methodologies are therefore still applicable.
Eskom has always excluded the revenue
related to load shedding when determining
the revenue related to sales volume
variances in the Regulatory Clearing
Account application. Thus exactly what is
being suggested by NERSA in this question
has already been done in all regulatory
clearing account (RCA) applications and is
an on-going application for revenue related
to load shedding. Furthermore, NERSA has
approved this aspect/treatment of the RCA
variance when decisions are made.
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7.

Do you believe that the current
approach to use the revenue
requirement methodology applies
equitably to all players in the
industry? For example, does it
apply to the IPPs in the same
manner that it applies to Eskom
and does it also apply the same
way to Municipalities. If it is not
equitable, do believe then, that it is
fair?

to
ensure
more
transparency and reflect
better, the prudency and
the efficiency. And even
through
the
RCA
mechanisms,
between
Eskom and NERSA there
were gaps that were
identified
and
where
NERSA pointed out the
short comings to Eskom
and Eskom agreed, then
Eskom adopted those
short
comings
in
subsequent applications.
Eskom believes there is
always
room
for
improvement in terms of
blind spots.
The current approach to
the use of the revenue
requirement methodology
is definitely not equitable.
The
inconsistent
application of the current
methodology creates a lot
of
uncertainty
and
instability in terms of the
level of pricing and tariff
determinations.
Eskom
further states that the
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8.

Do you believe that tariffs that
come from a bundle process would
be the same as those that will be
emerged from an unbundles
process?

9.

What would be the difference
between Eskom’s view regarding
the principles and the view that is
now contained in the NERSA
consultation paper. This only
refers to technical issues, not
issues that may be subject to a
legal process

reason it’s not equitable is
that they do not recover
their full costs of capital,
Eskom
submits
3
separate
tariff
applications. In terms of
tariff designs, it is well
within NERSA’s mandate
to determine separate
tariffs based on the 3
separate
tariff
applications that Eskom
submits to the Regulator.
NERSA does not need the
restructuring
of
the
industry to make a
decision of 3 different
tariffs.
Eskom is working on an
industry structure that is
available at this point in
time.
10.
11.
In terms of the
consultation
paper,
Eskom has addressed the
key principles, maybe
from
a
technical
perspective,
the
Regulator will need after
these public hearings do
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12.

It is well understood that policy
implementation follows all other
things including legislation and
policies. NERSA should not be
seen as overlapping or rather
taking a role that is not designed to
be within the regulatory framework
but purely within the policy making
and the legislative making. To
what extent, if one has to be proactive, that one should be
prepared
for
an
outcome/
alternatively perhaps bearing
legislation pronouncements by
Parliament or regulations by a
Minister. What else would then
cause an entity such as the
Regulator to prepare for such an
eventuality.

amendments
to
the
current
methodology
because Eskom assumes
that these principles will
adjust certain areas of the
methodology.
We can work together
with NERSA and other
stakeholders while policy
is being formalized. There
are certain things within
NERSA’s framework that
can be amended. Eskom
suggests that these can
be categorized and look to
implement
then
and
understand the impact
analysis while policy and
legislation
is
being
formulated
and
concluded. We mustn’t
just sit back and wait for
policy to be concluded as
it takes time.

To supplement response in writing. Eskom
was reminded to submit the additional
information on 14 November 2021 and they
indicated that they will submit the information
soonest.
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Table 15: City Power
CITY POWER QUESTIONS FROM THE PANEL

RESPONSE BY STAKEHOLDER

ANY SUPPORTING
DOCUMENTS TO BE
SUBMITTED

ESI reform - what is lacking in the
current methodology that should
be incorporated in the current
methodology.

City Power supports ESI reform. This has to
be led by DMRE and not DPE and should
be legislated. ISMO Bill should be put back
on the table which will eventually drive the
ESI reform
Differentiated load profile – Understanding your customer load profile is
Reflect
in
the
merits
of any utility should do. This assist in terms of
differentiating – i.e. situation where negotiating the NMD.
the principles promotes perverse
incentives or create inefficiencies
in the system
Separation of Eskom and
The revenue requirement for Eskom
ultimately the transformation of
based on prudent costs which is
the industry – in your own
translated into tariffs.
understanding do you think that
the actual separation of various
Currently
the
municipalities
are
Eskom division i.e. Gx, Tx and Dx
regulated using the Price cap, City
will somehow lead to the
Power would also like to be regulated
transformation of the industry? In
the way Eskom is regulated..
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your answer, explain whether the
separation will impact the industry
positively or negatively and why is
that so?
In your opinion, do you believe that
revenue requirement is the same
as regulating revenue? Section 15 (i)
of ERA.
Do you support the principles of
unbundling or not? i.e. unbundling
in terms of activities as indicated in
the papers as well as unbundling
in terms of services? For example,
somebody who is self-generating
but remains on the grid so that they
could use the grid as a backup. Do
you suppose that rendering
service to these guys should be
priced differently or the same as
those who remain in the grid
24/7/365 days? If you then
consider that services should be
priced differently, explain the basis
for the NPA which are bilateral
contracts for those baseload
clients
Table 16: Free State Agric
FREE STATE QUESTIONS FROM THE PANEL
AGRIC

There are couple of approaches regarding
this.The way municipalities are being
regulated is closer to the price cap.
It is not in the consultation paper whether
NERSA is lobbying for reform or price
determination.

RESPONSE BY STAKEHOLDER

ANY SUPPORTING
DOCUMENTS TO BE
SUBMITTED
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Kindly explain explicitly the
correlation between Eskom’s
reliability of the network, loadshedding and Veld Fires.

13.

Cost for generation might not be
efficient. What checks and
balances would the stakeholder
suggest needs to be put in place to
ensure that the level of scrutiny of

The issue of the veld fires ties up with cross None
subsidisation and serving rural areas. The
further away from the generation, the longer
transmission line, the greater the cost of
getting the energy to those far off
consumers. In the rural area the farmers
pay for the lost bit of line from the main
line to their areas. They pay if off over 25
years. Eskom is responsible and
accountable for maintaining the line, and
the farmers continue to pay for the service
fees even though they have been paying off
the lines over 20 years. One can ascertain
that there is a high cost of servicing these
deep rural farming areas.
To be cost reflective, one would have to put
up the costs of serving them. There is also
national interest for rural areas to have
access to electricity, from the socio
economic point of view for the farm workers,
the people who leave there and for
generating income for the country.
NERSA’s role is to ensure that Eskom is
price efficient and reflective costs are
reflected.
Regarding the checks and balances, None
benchmarking is the best way to do it with
global
norms.
Furthermore,
have
independent bodies that know the Electricity
Supply Industry very well and have full
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14.

15.

Eskom’s generation prices are put access to Eskom’s books and statements
to stricter test to ensure that they and can make recommendations. Punitive
are prudent.
decision need to be made in restructuring
the organisation and also reducing the
costs.
Stakeholder cited that it will not be The service provider/ Eskom should do None
fair for Eskom to claim for lost proper study on the energy that will be
sales. However, would it not be fair required/ demanded by the consumers.
for consumers to claim for a refund Eskom indicated in its presentation that
if more is sold than what was COVID was a huge curve ball that was not
projected?
expected by anybody. Government to assist
that energy provider in making up the losses
through the covid relief funds just like any
other businesses, instead of Eskom
claiming from the customers.
Stakeholder further cited that The state needs to come in and play the None
cross subsidisation will not take cross-subsidisation role and close the gap
place and you are not supporting in servicing the deep rural customers.
the proposed principles. The
question is that why not look at the Therefore, the state needs to assist in
cross subsidisation outside the subsidising the deep rural customers
methodology so that it is clear as because of affordability.
to what is due to be paid by the
farmers.
The commercial sectors,
can relatively afford the higher costs than in
the deep rural areas. The free basic
electricity
is
controlled
by
local
municipalities and it is not clear how the new
pricing methodology will factor all of that.
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16.

17.

NERSA’s role is not to guarantee the ROI None
for all players in the energy mix, but to
ensure free and fair competition and
balance acceptable level of service delivery
for the best interest of all South African
citizen and investors.
In terms of the three principles All the principles are supported provided None
which are:
that they contribute to a more efficient and
1) the unbundling of activities;
transparent pricing system that is stable.
2) unbundling of the services that
are provided, relating to cost
reflective sales; and
3) Marginal Pricing.
Stakeholder claimed that NERSA
is not supposed to guarantee the
return on investment (RIO) but just
to make sure there is fair
competition in the market.

Which one of the three do you
support and which one you don’t?
Table 17: Meridian Economics
MERIDIAN
QUESTIONS FROM THE
ECONOMICS PANEL
NERSA
seem
to
have
18.
misdiagnosed what the probany
problem you see on what is wrong
with the current methodology?

RESPONSE BY
ANY SUPPORTING DOCUMENTS
STAKEHOLDER
TO BE SUBMITTED
There are many ways to tweak None
the current methodology. there
is
a
need
to
start
unbundling/disaggregating at a
lower level. This cannot be done
overnight. The problem relates
to implementation and not
necessarily the methodology.
The issue of Medupi and Kusile
need to be dealt with.
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19.

Explain why licencing is blamed
for cost escalation while there are
other factors that determine what
tariffs will be charged (having
considered
prudency
and
efficiency of costs)

20.

Some of the issues raised
regarding licencing are post
approval failures.
Is Nersa failing other licensees by
not regulating revenues?
If Nersa regulates revenue, if
sales reduce, is it fine to increase
prices and penalise customers for
staying on the grid. Is this the
most prudent method?
Do you believe that the principle There is a need to understand None
of revenue requirement is the why economic regulation is
same as regulating revenue?
used.
Competitive markets must be
promoted first.
The fact that risks is pushed to
customers and not the market
creates lots of problems.
There is a need to have
revenues that covers costs as

21.

When new capacity is build, Further written explanation was required
there are always choices. It is
critical for NERSA to know what
options are available so that
they are not pushed into a
corner
but
should
take
independent view whether an
application can be licensed or
not. Nersa must exercise power
during licencing much more
critical.
The existing model is not an Further written explanation was required
ideal situation, but we are stuck
with that problem.
Cost overruns for Generation
business must be borne by the
shareholder and not customers.
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22.

23.

24.

per
the
legislation.
The
Regulator
must
regulate
revenues that will cover all
efficient costs.
Is there a need for an immediate Change is needed. This must None
change in the manner in which start with disaggregating tariffs.
prices are set (using rate of return
methodology)?
If there is, what do you believe
need to be changed and when
should that change happen 3 or 5
years
Current approach of aggregating Need clear accurate pricing of None
costs and apportioning into services
that
are
made
different divisions – does it satisfy available. If customers have
section 15 (1) (c) of ERA
services available, then they
e.g.
customers
whose must pay for it, whether they use
consumption is constant does not it or not.
require OCGT – what is the
message being sent to them by Pricing
should
also
be
aggregating costs
consistent
Is there value in unbundling of Agrees with separation of wires None
wires services (wires business business. This must start
and trading) or you think it can be happening now
done just not now but in the
future?
Are the customers using the grid
for back up supposed to pay the
same tariff as the ones who are
full time on the grid?
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25.

You have fundamental opposition
to the proposed consultation
paper. How strongly do you feel in
the way we approach this
process, including the timeline
issues

26.

How strongly do you feel in the
manner in which NERSA is
approaching this issue? Are you
in agreement with NERSA
objectives and what is trying to
achieve but given all practical
constrain it can achieve with the
existing tool.

Table 18: NOVA Economics
NOVA
QUESTIONS FROM THE
ECONOMICS
PANEL
27.
NOVA has been requested to
provide clarity on the objectives
alluded
to
during
their
presentation.

Are in agreement with the None
objectives of disaggregation of
costs and cost reflective tariffs.
However, it is possible to
achieve all the proposed
objectives with the existing
tools/methodology
NERSA must ensure that the None
entities reveal more detailed
information before taking any
decision.

RESPONSE BY
STAKEHOLDER
Some
of
the
Objectives
as
prescribed by the
Electricity Regulation
Act of 2006 include:
Enable an efficient
Licensee to recover
the full cost of its
licensed activities;
Prescribe incentives
for
continued

ANY SUPPORTING DOCUMENTS TO BE
SUBMITTED
Slide 6 of the NOVA presentation address the
question raised.
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improvement
in
technical
and
economic efficiency;
Provide end users
with
proper
information regarding
costs
that
their
consumption
imposes
to
the
licensees;
Permit cross-subsidy
of tariffs on certain
customer categories.
28.

NOVA has been asked
whether they believe that a
bundled tariff reflects the cost
of service?

29.

NOVA’s interpretation of a
stable price was sought in the
context of being fixed or
predictable?

NOVA responds by
stating that it makes
sense to separately
define
tariffs
for
generation.
The
Average
Tariff
therefor would be a
makeup of Cost of
Gen + Cost of
Supply.
NOVA believes that
keeping prices low
and increases close
to CPI is more
acceptable, opposed
to the highly inflated
increases.

None

None
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30.

In the last slide of their
presentation, NOVA referred to
Prudency Issues. They were
therefore requested to examine
the Prudency Guidelines and
Methodology, and provide
inputs
and/or
recommendations
to
the
Regulator.

31.

Is the regulator governed by
the objects (there are 8 of
them) in the act or something
else?

32.

Do you believe that a bundled
tariff reflects a cost of service?

NOVA undertook to
write up a short note
to the Regulator to
back
up
the
statement.
Their belief on a
broader scale being
that, in the South
African context, fair
value
assessment
has to be carried out
in the Medupi and
Kusile plants.
The way a legal
framework works is
that there is the ERA
outlining principles
for setting tariffs and
the
regulator
is
responsible, then you
have the EPP which
guides how you could
achieve the ERA
objectives and there
are
13
guiding
principles.

Further written explanation was required

It makes sense to
separately
define
tariffs for Gx, Tx and
Dx and this can be

None

None

113

PRINCIPLES TO DETERMINE PRICES IN THE ELECTRICITY SUPPLY INDUSTRY

done
under
the
current approach
33.

Is your understanding of price
stability a fixed price?

It came across in
your consultation that
you are trying to keep
prices low but instead
you
should
be
responding
to
economic conditions
to
get
to
cost
reflective tariffs to
provide certainty.

None

34.

On your last slide you refer to
issues of prudence and what
Mr Steyn alluded to. It would be
appreciated if you were to look
at the NERSA prudency
framework and the MYPD
methodology specifically on
assets and provide us your
inputs on concerns and what
needs to be improved.

I will provide a write
up on what we could
do in instances of
overruns. But briefly,
we could undertake a
fair
value
assessment of the
expenditure
which
would
separate
issues
under
management’s
control and those that
are not. I will provide
a write up with my US
associate.

None
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Table 19: Agri Limpopo
AGRI
QUESTIONS FROM THE
LIMPOPO
PANEL
35.
Since Agri-Limpopo supports
the scrapping of MYPD and
RCA, What is the proposed
methods that NERSA must use
to determine electricity tariffs?
36.
Previous
presentations
reflected that electricity prices
are not dropping as a result
electricity volumes or sales are
slumping.
What
is
the
problem?

8.

ANY SUPPORTING DOCUMENTS TO BE
SUBMITTED
None

None

SUMMARY OF ISSUES RAISED AT THE PUBLIC HEARINGS OF 12 NOVEMBER 2021

Table 20: Durban Chamber of Commerce
CHAMBER OF QUESTIONS FROM THE
COMMERCE
PANEL

38.

RESPONSE BY
STAKEHOLDER
Governance in the
electricity
sector
have been effectives
mainly
due
to
policies.
Most farmer are
exploring off grid
solution and the
inconsistent supply
due to load shedding
is also a challenge in
the production.

RESPONSE BY
STAKEHOLDER

What
are
the
gaps
or There are two
shortcomings in the current shortcomings:
Methodology

37.
ANY
SUPPORTING
DOCUMENTS TO
BE SUBMITTED
big None
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39.

The Chamber’s view is that
NERSA should focus on the CoS
to make the current Methodology
work; given the challenges faced
by municipalities and the fact that
the Energy Regulator tried in the
past to get the studies done.
Given all these challenges,
shouldn’t NERSA change the
approach and find a better way of
implementing the Methodology?
Turmoil in the ESI – The
Chamber
indicated
the
government’s main focus should
be on fixing Eskom given the
turmoil in the Electricity Supply
Industry. Why can’t the two be

The way municipal
tariffs
are
determined;
customer categories
that are not cost of
supply based which
is probably historic
and gets updated on
a yearly basis with
specific percentages
not relating to any
credible
tariff
determination.
Chamber
made None
proposals in the past
such as being more
punitive
towards
municipalities. However,
a
Methodology
is
needed. The Chamber
has
applauded
the
benchmarking proposal
against Eskom direct,
they could also applaud
benchmarking
against
credible
municipalities
where there is credible
tariff determination.
The turmoil has to be
addressed first because
in chaos you can’t plan
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done simultaneously. While the
government is doing its part, can’t
the ER also do its part of
regulating the industry?

40.

properly. Methodology
not
applied
with
municipalities
which
creates
additional
problems. Municipalities
who often charge high
tariffs which basically
compensate for waste
and losses. City of
Joburg is a classic
example of those high
tariffs which are doubles
Eskom
tariffs.
The
reason being they also
lose almost 30% of
electricity they buy from
Eskom and is also
unaccounted for
Do you believe that the Agree to the unbundling None
unbundling of services is (NERSA’s proposal) as
theoretical and not useful?
it falls in line with cost of
supply.

Table 21: Wentworth Development Forum and SDCE
WENTWORTH
QUESTIONS FROM THE
DEVELOPMENT
PANEL
FORUM AND
SDCEA

RESPONSE BY
STAKEHOLDER

ANY
SUPPORTING
DOCUMENTS
TO BE
SUBMITTED
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41.

42.

43.

44.

Ordinary people should not be
paying
for
Eskom’s
inefficiencies. They should get
electricity for free. How would
you suggest that Eskom’s
services be funded?
NERSA is trying to change a
manner
in
which
the
Methodology is applied by
looking at the costs behind the
activities involved.
What
is
lacking
in
the
Methodology which could be the
cause annual increases as well
as
challenges
of
Eskom
(maladministration
issues,
corruption etc.) Just those
annual increase on their own
should be the cause for
consumers to look at the
methodology in terms of its
inadequacies.
NERSA proposal is about
unbundling of Eskom. Do you
think there is a value in removing
the hidden inefficiency by
breaking
the
costs
into
Generation,
Transmission,
Distribution and Trading and
thereafter
costs
will
be

Eskom
needs
the
money and the majority
of household customers
must pay. Therefore,
the tariff for energy
users will increase.
This approach is not
going to benefit the poor
and people in the
informal
settlement
does not benefit.

Further written
explanation was
required

Further written
explanation was
required

Further written
explanation was
required.
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associated with those and
determine the tariff.
Do you see value in costs
associated with environmental
be associated with those plants?
Table 22: Groundwork
GROUND
QUESTIONS FROM THE PANEL
WORK
45.
Leave the methodology as is and
focus on issues outside of the
methodology.
46.
In what manner is the review of the
methodology is worsening the
situation and what will be the
reasons
for
rejecting
100
megawatts and its negative impact
and also include social ownership.
47.
What is the reason for objection to
wheeling
arrangements
for
100MW generation? Supply ties
highlight the dilemma of the need
for base supply to meet baseload
demand but you do highlight that
all of those are not friendly in terms
of environmental impact and
contribute to climate change. How
do you suggest this contradiction
be reconciled?
48.
Impact of coal on customers but
measures to protect the poor is

RESPONSE BY
STAKEHOLDER
Changing the methodology
now will not be productive,
therefore not supported
Measures to protect the poor
has been lacking.

ANY SUPPORTING DOCUMENTS
TO BE SUBMITTED
Further written explanation was required

Further written explanation was required

Trading is not a familiar term Further written explanation was required
in South African electricity
market. There must be an
independent system and
system operator. Trading
should not be a particular of
the system.

Measures to protect the poor Further written explanation was required
has been lacking. The IBT
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49.

50.

lacking. Is price regulation not
meant to protect the consumers,
please
elaborate
on
your
assertion?
The objectives of price stability is a
challenge, as the cost drivers are
not addressed. Will ABC not
address this?
Do you support the idea of
unbundling?

was not well communicated,
would like to see a zero cost to
everybody.
Would like to see something Further written explanation was required
that accounts for different
costs at different levels.
Trading is not a familiar term Further written explanation was required
in South African electricity
market. There must be an
independent system and
system operator. Trading
should not be a particular of
the system.

Table 23: South Durban Community Environmental Alliance (SDCEA)
SDCE
QUESTIONS FROM THE
RESPONSE BY
PANEL
STAKEHOLDER
51.
The presentation raised some of
the challenges from the supply
side. How does the current pricing
created some of the challenges in
the industry and how should this
be
improved
from
pricing
regulation perspective? What will

ANY SUPPORTING DOCUMENTS TO BE
SUBMITTED
Further written explanation was required.

120

PRINCIPLES TO DETERMINE PRICES IN THE ELECTRICITY SUPPLY INDUSTRY

be your suggestion in dealing with
the challenges from the industry
52.

53.

The presentation proposed some
of the alternative energy sources
that can be considered. What role
can be played by NERSA in
various options presented and
funding mechanism to some of the
options presented to reduce
carbon emissions from coal
Transitional period - if we have to
move completely from coal
powered
energy
to
these
alternatives, what role can be
played
by
activity
based
methodology in ensuring quality of
supply and quality of service
The presenter mentioned that SA
is in denial with all debates and
participation in 26 and previous
meetings, is this a fair statement to
make.

Further written explanation was required.

The detailed response to be submitted in writing.
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Table 24 :Municipal Accounts Rectifiers
MUNICIPAL
QUESTIONS FROM THE
RESPONSE BY
ANY SUPPORTING DOCUMENTS TO
ACCOUNTS
PANEL
STAKEHOLDER
BE SUBMITTED
RECTIFIERS
54.
The presenter mentioned that The matter will be None
there was a dispute in 2019 that followed up internally.
was submitted to NERSA and
there was no decision made

Any issues with the current City power tariffs are
manner in which tariffs are different from Eskom tariff
determined?
and the methodology is
correct. Sandton and
Soweto were given to City
power which is unfair
discrimination. Difference
between Eskom tariffs
and City power tariffs are
in the public knowledge
and the public were not
consulted.

Is there a better way to solicit the There is a need for proper
views
of
the canvassing
or
public/consumers/businesses?
consultation with the
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55.

56.

Any suggestions on how to public. The business
improve
model needs to be
thrashed out
Your main concern is that prices Important that NERSA
are set but not enforced. Any enforce its own tariffs and
suggestions
in
terms
of guidelines.
enforcement? Touch in your
Further written explanation was required
participation in those public
consultation. Put in writing
suggestions on enforcement as
well
as
the
inherent
discrepancies of tariffs between
CP and Sandton
Did the Municipal tariff rectifiers This is public knowledge None
in their capacity taken up the which I thought was
matter up with City Power and known by NERSA.
Eskom regarding differential
tariffs or NERSA to lodge a
formal complaint with evidence

Table 25: Sydenham
SYDENHAM
QUESTIONS FROM THE
PANEL

57.

In the past NERSA
consulted when Eskom
was applying, today’s
consultation is how best
we can implement the

RESPONSE BY
STAKEHOLDER

Have not seen much
change. Every year the
customers are succumbing
to high prices, pensioners
can’t afford. How is it

ANY SUPPORTING
DOCUMENTS TO BE
SUBMITTED

Vuyiswa and Amanda have
noted your concerns as
stakeholder engagements
personnel.
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Methodology. Are you in
agreement that there’s a
need to change our
approach

Table 26: Ubunye ba Mahostela
UBUNYE BA
QUESTIONS FROM THE
MAHOSTELLA PANEL

58.

possible that people still
pays that much? Nobody
comes to the table; no
feedback
was
brought
forward. People are waiting
three years for meter boxes.
Issues are taken but not
being addressed.

RESPONSE BY
STAKEHOLDER

ANY SUPPORTING
DOCUMENTS TO BE
SUBMITTED
Lack of connectivity in your area, Stakeholder indicated that there is None
instances where an elderly lady a need for affordable prices
was burned using the candle. Is
the problem lack of connection on
the grid?

NERSA came up with these
proposals because it wants to
make some changes on the way
things have been done.
Table

27: Market Users Committee
MARKET USERS COMMITTEE –

How can the Methodology be improved?

None
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FBE – strongly be considered for pensioners
when restructuring the prices
Table 28: Poor Flat Dwellers
POOR
FLAT
DWELLERS
MOVEMENT
Frustration that the poor are experiencing and
the exemption for old age. What special
concession could be made, what about the
funding of those

There is a need for more education
by custodians otherwise a plea to
NERSA to lead the process or work
with the custodians

FBE – Are you saying is not enough, do
members get it?
If there were submissions made towards the
FBE? Send a written submission to NERSA
and the DMRE
Safety – what responsibility have you taken to
ensure you promote health and safety rules
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9. Comparative analysis
9.1

The table below compares the multi-year price determination methodology
with the pricing principles and without the pricing principles included. It
should be noted that despite this list of benefits outline in the revised
approach to pricing, there are a number of other initiatives underway to
address a raft of other transformational aspects of the electric industry –
such as, inter alia, licencing issues, transmission and wheeling rules, the
increased penetration of renewables, bilateral contracting and critical policy
matters that will be advocated with the relevant policy departments.
Notwithstanding these areas of intervention, organisational strengthening
with capacity building, upgrading of systems and tools and knowledge
management, as well as improving regulatory efficiency and turnaround
time are underway to improve the services delivered by NERSA.

Table 29: Comparative analysis between the principles applied to the MYPD4 and
the revised principles applied to the MYPD5 methodologies
No. MYPD4:
MYPD
methodology
without pricing principles
1
The current application of the Revenue
Requirement methodology guarantees
licensee’s
revenues
thereby
encourage inefficient operations as it
has been observed with Eskom over
the
years
through
the
RCA
mechanism.

2

MYPD5: MYPD methodology with pricing
principles
The revised application of the revenue
requirement methodology that include pricing
principles will encourage efficient operations by
allowing pricing to be setting based on activity
based costing prices, unbundling of activities
with each service and marginal costing. Under
this approach, the RCA will revert to its intended
purpose, as an occasional reopener for risk
mitigation to address exogenous shocks
completely outside of Eskom, or any other
service provider’s, control, such as a surge in
international fuel prices, significant exchange
rate fluctuations etc. The regulated entities will
be provided with an opportunity to recover
efficient costs and make a reasonable return, but
no assurance of revenue will be provided in
terms of the application of the methodology.3
Coal costs were determined based on Costs will be allowed based on acceptable
existing contracts and an average coal industry standards or benchmarks. Transparent

Giacchino, L and Lesser, J, Fundamentals of Energy Regulation (3 rd Edition) 2019 - “Despite their
differences, all of the methodologies are based on providing an opportunity—but not an assurance—for the
regulated firm to recover its costs and earn a just and reasonable return on capital investments.” Section
3.4, Page 59, Chapter 3,
3
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3

price. This has led to recognition of
costs that are has not been efficiently
incurred. The regulator relied on
investigation conducted by other state
organs to claw-back inefficient costs.
Regardless, serious asymmetry of
information remains. Eskom refuse to
have power stations audited from an
efficiency perspective and only agreed
to grid code compliance. Eskom has
refused to be regulated for its
efficiency under this methodology.
There is no section dealing with the
shareholder equity injection

4

The unbundling of activities is at Gx,Tx
and distribution only

5

The approach does not allow for clear
and transparent wheeling and use-ofsystem tariffs cost are bundled and
opaque.
There is no differentiation of costs per
service provided.

6

7

8

9

Lack of communication/signalling of
appropriate costs of generation. Costs
level is too aggregated; there is no
breakdown of costs to the level power
station.
The
MYPD4M
does
enable
competition rather promotes a
monopolistic market were distributors
buy from one wholesaler.
The MYPDM as it is does not respond
to the changes happening in the
Electricity Supply Industry and
currently lack of transparency and
averaging of costs enables inefficient

benchmarks are a conventional and recognised
regulatory alternative to addressing information
asymmetry.

There will be a section included to deal on how
the regulator will deal with shareholder equity
injection.
The activity will be unbundled throughout the
entire value chain and further unbundling will be
at services provided by each activities. The
outcome will be truly cost reflective tariffs – in
terms of both cost to produce and cost to serve.
Allows for clear and transparent wheeling and
use-of-system tariffs based on conventional
globally
applied
revenue
requirement
methodology;
Allows for clear determination of cost of each
activity by service eg. Cost of generation by
different generation plants and how these
translate into true cost to serve and type of use
tariffs;
Communicates appropriate cost of generation
and communicates true IPP costs; the accurate
signalling of the actual cost to serve will drive
behaviours in terms of the appropriate use of
electricity
Creates
competition
amongst
different
technologies and amongst different market
players with the determination of a trading tariff,
reflective of its cost base;
The MYPDM that includes the pricing principles
prepares South Africa for a fully liberalised
Electricity Supply Industry and promotes efficient
investments on the demand and supply side;
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10

investments on the supply side and
disinvestment on the demand side.
There is been increase in the number Potentially eliminates the need for negotiated
of NPAs under the MYPD4 control price agreements as the tariffs will be aligned
period.
with the needs of the various types of use (and
subsequent loads) from the demand side;

10. Timelines
10.1

The table below demonstrate the timeframes within which the pricing
principles will be developed and incorporated into the existing multiyear price
determination. It is envisaged that the entire process will be concluded by
the 1 August 2021 to allow licensees to submit their applications for 2023/24
tariff reviews.

Table 30: Indicative timelines
Milestone

Start

End

ELS approves consultation paper

23/02/2022 08/03/2022

Public Hearings

20/05/2022 26/05/2022

Final Methodology presented to ELS

15/06/2022 23/06/2022

Final Methodology presented to ER

18/07/2022 28/07/2022

Final methodology successfully Published

01/08/2022 01/08/2022

11. CONFIDENTIALITY
11.1

There are no confidentiality issues.

12. CONCLUSION AND RECOMMENDATION
12.1 On the conspectus of the facts and evidence presented to the Energy, it is
appropriate to consider the new principles added to the multi-year price
determination methodology.
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