Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

NATIONAL ENERGY REGULATOR OF SOUTH AFRICA

In the matter regarding
Eskom’s fifth Multi-Year Price Determination (MYPD5) revenue application
for the 2022/23 financial year

THE DECISION

Based on the available information and the analysis performed thus far, the
Energy Regulator decided, at its meeting on 24 February 2022, that:
1.

The allowable revenues from standard tariff customers are approved for
Eskom’s 2022/23 financial year (FY) as detailed in Table 1 below. Eskom’s
application for 2022/23 revenue is R279bn excluding the Regulatory
Clearing Accounts (RCAs). NERSA’s approved allowable revenue is
R250bn after considering adjustments for inefficiencies. Eskom’s
application is for 14.58% and the NERSA-approved decision is 3.49%
excluding RCAs.

Table 1: Allowable Revenue decision excluding RCAs
MYPD 5
Total expected revenues from all customers (R'm)
Negotiated price agreement and International customers (R'm)
Revenues from tariffs based sales (R'm)
Forecast sales to tariff customers (GWh)
Standard average tariff (c/kWh)
Percentage tariff increase (%)

2.

FY 2022/23
Application Adjustment
279 012
-28 560
16 324
-1 671
262 689
-26 889
171 549
-1 064
153,13
14,58%

FY 2022/23
NERSA
Decision
250 452
14 653
235 800
170 485
138,31
3,49%

Table 2 below shows the total allowable revenues of R249bn including the
previously approved RCAs. NERSA has approved a tariff of 133.64c/kWh
for the FY 2021/22 and for FY 2022/23 the approved tariff is 146.48c/kWh,
which results in an increase of 9.61%.
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Table 2: Allowable Revenue decision including RCAs

MYPD 5(Inc RCAs)
Allowed revenue to STD customers tariff based sales before RCA (R'm)
Allowed revenue tariff based sales RCA (R'm)
Total allowed revenue tariff based sales after RCA (R'm)
Forecast sales to tariff customers (GWh)
Standard average price after RCA (c/kWh)
Increase in average tariff after RCA (%)

3.

FY 2021/22 FY 2022/23
NERSA
Eskom
Decision
Application
214 598
261 845
31 111
14 412
245 709
276 257
183 856
171 549
133,64
161,04
20,50%

FY 2022/23
NERSA
Decision
235 800
13 926
249 726
170 485
146,48
9,61%

Table 3 below shows the breakdown of allowable revenues of R293bn as
applied for by Eskom, as well as previously approved RCAs of R14.4bn and
adjustments of R28bn for inefficiencies, which result in R250bn in allowable
revenues for FY2022/23.

Table 3: Breakdown of Allowable Revenue decision
MYPD 5
Regulated Asset Base (RAB)
Average RAB value for return Calculation
WACC
Return
Primary Energy
International purchases
Arrea debt
Operating costs
Research and Development
Depreciation
Eskom Allowable revenue
Ipp
Levies & Taxes
CSI
Carbon Tax
Allowable revenue before RCAs
Add: Approved RCAs for liquidation
MYPD5 Allowable revenue including RCAs

Formula

X
+
+
+
+
+
+
+
+

2021/22
Decision
855 355
1,50%
-9 874
68 330
3 426
57 019
152
66 279
185 332
40631
7266
-151

+
233 078
233 078

FY 2022/23
FY 2022/23
Application Adjustments
NERSA
1 258 217
-707 710
550 507
702 931
-1,20%
1,08%
-15 060
22 617
7 557
86 483
-5 987
80 496
4 589
0
4 589
5 666
-5 666
0
66 690
-4 177
62 513
0
0
68 254
-25 933
42 321
216 622
-19 147
197 475
52 664
-9 533
43 131
7 012
120
7 133
2 714
279 012
14 412
293 424

0
-28 560
-14 412
-42 972

2 714
250 452
250 452

4.

The allowed revenues as per Table 3 above must be recovered from both
Eskom standard and non-standard tariff customers (Negotiated Pricing
Agreements and International Customers), based on the previously
approved tariff principles and structures, using the Eskom Retail Tariff
Structural Adjustment (ERTSA) Methodology as approved by NERSA.

5.

The Energy Regulator will consider the ERTSA for the 2022/23 financial
year following the submission of the application by Eskom.

6.

The Energy Regulator will subject the costs in Table 3 above to further
extensive prudency reviews, efficiency tests and performance thresholds.
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7.

The Energy Regulator will also perform an independent valuation of
Eskom’s Regulatory Asset Base (RAB) and, if necessary, adjustments will
be made.

8.

The Energy Regulator will further conduct performance audits on Eskom’s
generation fleet and, if necessary, adjustments will be made.

9.

The Energy Regulator will consider proceeds received from the outcome of
any legal or investigative processes on Eskom’s fraud and fruitless and
wasteful expenditure and these will be addressed in subsequent RCA
balance applications.

10. The R23bn government injection will only be included after the finalisation
of the Supreme Court of Appeal (SCA) proceedings, because NERSA’s
appeal of the MYPD4 Judgement has suspended the processing thereof.

4

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

TABLE OF CONTENTS
TABLE OF TABLES .......................................................................................................6
TABLE OF FIGURES ..................................................................................................10
ABBREVIATIONS ........................................................................................................11
1.

REGULATORY LEGAL MANDATE ..................................................................13

2.

THE APPLICANT .................................................................................................14

3.

THE APPLICATION .............................................................................................14

4.

BACKGROUND AND INTRODUCTION ..........................................................15

5.

THE DECISION MAKING PROCESS ..............................................................18

6.

SUMMARY OF THE APPLICATION AND NERSA ANALYSIS....................18

6.1

SALES VOLUME...............................................................................................18

6.2

PRODUCTION PLAN .......................................................................................44

6.3

PRIMARY ENERGY (PE) ................................................................................60

6.4

DEMAND RESPONSE (DR) ...........................................................................78

6.5 WEIGHTED AVERAGE COST OF CAPITAL (WACC) AND RETURN ON
ASSETS (ROA) SUMMARY OF THE APPLICATION ...........................................80
6.6

RETURN ON ASSETS .....................................................................................82

6.7

REGULATORY ASSET BASE (RAB) ............................................................87

6.8

INTERNATIONAL PURCHASES .................................................................110

6.9

INDEPENDENT POWER PRODUCERS (IPP) ..........................................111

6.10

ENVIRONMENTAL LEVY ..........................................................................122

6.11

CARBON TAX ..............................................................................................125

6.12

OPERATING COSTS .................................................................................127

6.13

RESEARCH AND DEVELOPMENT (R&D) ............................................170

6.14

DEPRECIATION ..........................................................................................173

6.15

GOVERNMENT EQUITY INJECTION .....................................................175

6.16

ECONOMIC IMPACT..................................................................................178

7. LIST OF STAKEHOLDERS WHO COMMENTED ON THE
APPLICATION ............................................................................................................200
8.

CONFIDENTIALITY ...........................................................................................202

9.

CONCLUSION AND RECOMMENDATION ..................................................202

5

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

TABLE OF TABLES
Table 1: Allowable Revenue decision excluding RCAs .......................................... 2
Table 2: Allowable Revenue decision including RCAs ........................................... 3
Table 3: Breakdown of Allowable Revenue decision .............................................. 3
Table 4: Eskom’s MYPD5 Revenue Requirement ................................................. 15
Table 5: Eskom Application: Sales Volume Forecast ........................................... 19
Table 6: Eskom large power user sales in kWh 2012 to 2021 ............................ 20
Table 7: Sectoral sales trend (GWh) ........................................................................ 21
Table 8: Respondents by type of business ............................................................. 27
Table 9: Respondents by consumption (kWh) ....................................................... 27
Table 10: Factors influencing competiveness ........................................................ 28
Table 11: Proportion of electricity costs................................................................... 28
Table 12: Respondents use of alternative sources ............................................... 29
Table 13: Consumer Tipping Point ........................................................................... 29
Table 14: Percentage of electricity subsidies ......................................................... 29
Table 15: Reduction or elimination of subsidies .................................................... 30
Table 16: Impact of GDP and commodity prices on sales ................................... 35
Table 17: Significance Level ..................................................................................... 36
Table 18: Correlation between variables ................................................................. 36
Table 19: South African electricity data forecast (TWh) (2020–2023) .............. 40
Table 20: NERSA standard customer sales determination (GWh) ..................... 41
Table 21: NPA sales forecast (GWh) ....................................................................... 42
Table 22: International sales forecast (GWh) (2022/23) ....................................... 43
Table 23: Total sales determination for 2022/23 (GWh) ....................................... 43
Table 24: Eskom generation capacity...................................................................... 45
Table 25: Eskom new-build Commercial Operation Date assumptions ............. 45
Table 26: Non-Eskom generation capacities COD assumptions ........................ 46
Table 27: Generation technical performance ......................................................... 48
Table 28: Energy production per plant mix ............................................................. 49
Table 29: NERSA Revised Energy Wheel .............................................................. 50
Table 30: Eskom Revised Production Plan vs NERSA Revised Production Plan
....................................................................................................................................... 54
Table 31: Summary of NERSA’s decision on Primary Energy ............................ 60
Table 32: Eskom’s coal burn costs........................................................................... 61
Table 33: MT/ST contracts allowed revenue .......................................................... 63
Table 34: CP contracts allowed revenue................................................................. 64
Table 35: FP contracts allowed revenue ................................................................. 65
Table 36: Alpha per contract type............................................................................. 65
Table 37: Station fuel price calculations .................................................................. 66
Table 38: OCGT Assumptions .................................................................................. 66
Table 39: Fuel price calculations per station .......................................................... 68
Table 40: OCGTs cost adjustment ........................................................................... 69
Table 41: Coal handling assumptions...................................................................... 69
Table 42: Coal handling assumptions year-on-year growth analysis ................. 70
Table 43: Coal handling decision ............................................................................. 70
6

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

Table 44: Nuclear fuel costs ...................................................................................... 72
Table 45: Nuclear Fuel Costs .................................................................................... 73
Table 46: Average start-up fuel cost R/Litre ........................................................... 75
Table 47: Total start-up fuel volumes....................................................................... 75
Table 48: NERSA decision ........................................................................................ 75
Table 49: Water costs................................................................................................. 76
Table 50: Water treatment trend ............................................................................... 77
Table 51: NERSA decision water treatment ........................................................... 78
Table 52: MYPD 5 Demand Response application revenue requirement
FY2022/23 .................................................................................................................... 78
Table 53: MYPD 5 Demand Response Eskom application, NERSA adjustment
and NERSA Decision for the FY2022/23 ................................................................ 80
Table 54: Eskom WACC ............................................................................................ 80
Table 55: NERSA WACC calculation....................................................................... 82
Table 56: Eskom’s Return ......................................................................................... 85
Table 57: WACC scenarios ....................................................................................... 85
Table 58: RAB Summary of the Eskom application .............................................. 88
Table 59: RAB Summary ........................................................................................... 89
Table 60: Generation RAB summary ....................................................................... 91
Table 61: Plants closing balance as at 30 March 2020 ........................................ 92
Table 62: Eskom's 2020 valuation............................................................................ 93
Table 63: RAB closing balance inoperable units adjustment ............................... 95
Table 64: DRC adjustments in line with EAF .......................................................... 96
Table 65: Plants revaluation roll forward to 30 March 2022 ................................. 98
Table 66: Generation Net working capital ............................................................... 99
Table 67: Transmission RAB summary ................................................................. 100
Table 68: Transmission DRC valuation opening balances for MYPD3, MYP4
and MYPD5 ................................................................................................................ 101
Table 69: Transmission asset transferred to commercial operation ................. 102
Table 70: Fixed assets transferred from WUC ..................................................... 102
Table 71: Transmission capex applied for ............................................................ 103
Table 72: Cost per kilometre – Transmission lines and transformation assets
(MVA) .......................................................................................................................... 103
Table 73: Allowed Transmission Capex ................................................................ 105
Table 74: Transmission Net Working Capital ....................................................... 105
Table 75: Distribution RAB summary ..................................................................... 106
Table 76: Completed assets for Distribution ......................................................... 107
Table 77: Transferred assets from WUC............................................................... 107
Table 78: Work under construction ........................................................................ 108
Table 79: Distribution Capex ................................................................................... 110
Table 80: Distribution Net Working Capital ........................................................... 110
Table 81 International Purchases ........................................................................... 110
Table 84: Allowed revenue for International IPPs ................................................ 111
Table 83: Assumed costs for IPP energy as submitted in Eskom’s application
for 2022/23FY ............................................................................................................ 112
Table 84: Renewable Energy costs of five bid windows technology in 2020 .. 121

7

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

Table 85: Allowable revenue for local IPPs under non-Section 34 & Section 34
programmes ............................................................................................................... 122
Table 86: Environmental Levy 2022/23FY ............................................................ 123
Table 87: Environmental Levy 2022/23FY (Updated Forecast) ........................ 123
Table 88: Environmental levy based on revised Production Plan (NERSA
Decision) ..................................................................................................................... 124
Table 89: Carbon Tax calculation ........................................................................... 126
Table 90: Summary of operating expenditure costs ............................................ 128
Table 91: Employee benefit costs application ...................................................... 129
Table 92: Eskom business employee costs.......................................................... 130
Table 93: Eskom business headcount ................................................................... 132
Table 94: NERSA decision based on inflation ...................................................... 133
Table 95: Maintenance costs .................................................................................. 134
Table 96: Eskom generation maintenance costs – projected and applied for
figures ......................................................................................................................... 134
Table 97: Eskom transmission maintenance costs – projected and applied for
figures ......................................................................................................................... 135
Table 98: Eskom distribution maintenance costs – projected and applied for
figures ......................................................................................................................... 136
Table 99: Total maintenance costs ........................................................................ 140
Table 100: Other costs application ......................................................................... 141
Table 101: NERSA final decision – Other Costs .................................................. 144
Table 102: Eskom application – Arrear Debt ........................................................ 145
Table 103: NERSA final decision – Arrear Debt .................................................. 150
Table 104: Corporate Total Costs .......................................................................... 151
Table 105: Corporate headcount projections ....................................................... 153
Table 106: Overall corporate costs ....................................................................... 154
Table 107: Corporate employee costs ................................................................... 155
Table 108: Corporate staff compliment ................................................................ 155
Table 109: Corporate overheads allowed costs ................................................... 157
Table 110: Overall operating expenditure decision ............................................. 157
Table 111: List of cases and progress made ........................................................ 165
Table 112: Eskom application: research, testing and development .................. 171
Table 113: Planned research projects for 2022/23 .............................................. 171
Table 114: Depreciation ........................................................................................... 173
Table 115: Total depreciation .................................................................................. 174
Table 116: Depreciation ........................................................................................... 174
Table 119: Table: NERSA decision including 23bn with a positive return ....... 178
Table 120: NERSA decision including 23bn with a negative return .................. 178
Table 119: Impact on household CPI..................................................................... 183
Table 120: Impact on different households’ income groups .............................. 185
Table 121: Impact of electricity tariff increase scenarios on inflation and export
prices ........................................................................................................................... 188
Table 122: Impact on GDP and investment ......................................................... 189
Table 123: Impact of electricity tariff increase in different economic sectors and
subsectors .................................................................................................................. 191

8

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

Table 124: Estimated impact of price increase on electricity volumes and
revenue ....................................................................................................................... 195
Table 125: Estimated demand effects ................................................................... 196

9

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

TABLE OF FIGURES
Figure 1: Eskom total sales trend (% change) (2012–2021)................................ 21
Figure 2: Eskom industrial sales (% change) (2012–2021) ................................. 22
Figure 3: Eskom mining sales (% change) (2012–2021)...................................... 22
Figure 4: Eskom commercial sales (2012–2021)................................................... 23
Figure 5: Sales/price trend (2012–2022) ................................................................. 23
Figure 6: Comparison of electricity prices of selected countries (2018) ............ 24
Figure 7: Comparison of small and medium industrial customer prices (2018) 25
Figure 8: Historical load-shedding (GWh) ............................................................... 31
Figure 9 : Eskom sales growth initiatives ................................................................ 33
Figure 10: Forecast/actual sales variance .............................................................. 38
Figure 11: SSEG installations trend (MW) .............................................................. 39
Figure 12: Standard customer sales modelling (GWh) ......................................... 41
Figure 13: NPA sales trend (GWh)........................................................................... 42
Figure 14: The international sales trends ................................................................ 43
Figure 15: Energy Wheel FY2023 ............................................................................ 44
Figure 16: Eskom fleet historic plant performance ................................................ 51
Figure 17: Start-up oil (R’m) ..................................................................................... 74
Figure 18: Start-up oil (volumes) .............................................................................. 74
Figure 19: Approved water Treatment in MYPD period ........................................ 78
Figure 20: Total RAB composition............................................................................ 90
Figure 21: Eskom’s operating costs ....................................................................... 128
Figure 22: Actual employee benefit cost ............................................................... 131
Figure 23: Operating actual costs compared to NERSA’s decisions................ 143
Figure 24: Year-on-year arrear debt percentage increase ................................. 147
Figure 25: Debt written off ....................................................................................... 147

10

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

ABBREVIATIONS
AAGR
AFS
BESS
BER
BW5
CAGR
Capex
CEO
CFO
DAB
DR
DMP
DMRE
DRC
DSLI
DSM
EAF
EBITDA
EIA
EEDSM
ELS
EPP
ER
ERI
ERTSA
EUF
FGD
GDP
GFC
GLF
GWh
HCB
IDC
IDM
IPP
IRP
km
kWh
LGU

Average Annual Growth Rate
Annual Financial Statement
Battery Energy Storage System
Bureau for Economic Research
Bid Window 5
Compounded Average Growth Rate
Capital Expenditure
Chief Executive Officer
Chief Financial officer
Dispute Adjudication Board
Demand Response
Demand Market Participation
Department of Minerals Resources and Energy
Depreciated Replacement Cost
Demand Supply Loss Index
Demand Side Management
Energy Availability Factor
Earnings before interest, tax, depreciation
Environmental Impact Assessment
Energy Efficiency and Demand Side Management
Electricity Subcommittee
Electricity Pricing Policy
Energy Regulator (NERSA board)
Eskom Rotek Industries
Eskom’s Retail Tariff Structural Adjustments
Energy Utilisation Factor
Flue Gas Desulphurisation
Gross Domestic Product
Group Finance Controller
Generation Load Factor
Gigawatt hour
Hydro Cahora Bassa
Interest During Construction
Integrated Demand Management
Independent Power Producer
Integrated Resources Plan
Kilometre
Kilowatt hour
Large Power Users
11

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

MEAV
MV
MW
MWh
MYPD
NERSA
NEDLAC
NPAs
NT
OCGT
Opex
OUTA
PAJA
PWC
RAB
RCA
RCN
REC
REIPP
ROA
RT&D
SAE
SADC
SAPP
SAPS
SARS
SDL&I
SO
SO2
SOC
SPU
STPPP
TDP
TUOS
UoS
WACC
WUC

Modern Equivalent Asset Value
Medium Voltage
Megawatt
Megawatt hour
Multi-Year Price Determination
National Energy Regulator of South Africa
National Economic Development and Labour Council
Negotiated Pricing Agreements
National Treasury
Open Cycle Gas Turbine
Operating expenditure
Organisation Undoing Tax Abuse
Promotion of Administrative Justice Act
Price Waterhouse Cooper
Regulatory Asset Base
Regulatory Clearing Account
Replacement Cost New
Regulator Executive Committee
Renewable Energy Independent Power Producer
Return On Asset
Research, Testing and Development
Southern African Energy
Southern African Development Community
Southern African Power Pool
South African Police Service
South African Revenue Service
Supplier Development, Localisation and Innovation
System Operator
Sulphur Dioxide
State-Owned Company
Small Power Users
Short- Term Power Purchase Programme
Transmission Development Plan
Transmission Use-of-System
Use-of-System Charges
Weighted Average Cost of Capital
Work Under Construction

12

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

1. REGULATORY LEGAL MANDATE
1.1

The development of the methodology is a process aimed at achieving
fair evaluation, and an efficient and effective administrative process, as
well as achieve rationality from a marsh of information. The general
nature of the powers mandated to the National Energy Regulator of
South Africa (NERSA) by section 4 of the Electricity Regulation Act,
2006 (Act No. 4 of 2006) (‘the ERA’) shall, without the related regulatory
instruments, result in abstract conclusions.

1.2

The MYPD4 methodology, as developed, does not enjoy the status of
the law, nor is binding on courts. The methodology derives its binding
nature when applied to a decision-making process. Once it is dedicated
to be applied to a 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
prices/tariffs.

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 powers to determine such a condition is derived from
section 14(1) (e) of the ERA. The development of the methodology is
to satisfy the condition set for the purposes of regulating Eskom’s prices
and tariffs.

1.4

There are other conditions issued to Eskom related to the approval of
prices and tariffs. These conditions are an enhancement of
section 15(2), which generates a 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 3.3 above.

1.5

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

1.6

In summary, section 15(1) finds its place for implementation in terms of
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.
13

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

2. THE APPLICANT
2.1 Eskom Holdings SOC Limited (‘Eskom’), registration number
2002/015527/06, is a Schedule 2 South African state-owned enterprise
in terms of the Public Finance Management Act (Act No. 1 of 1999),
wholly owned by the South African Government. Eskom Holdings is
regulated under licences granted by the Energy Regulator to generate,
transmit and distribute electricity (three licences) in terms of the
Electricity Regulation Act.
2.2 Eskom generates, transmits and distributes electricity to industrial,
mining, commercial, agricultural and residential customers, as well as
other distributors. It also buys electricity from and sells electricity to the
countries of the Southern African Development Community (SADC).
2.3 Through its subsidiary Eskom Enterprises (Pty) Limited, Eskom is also
active in local unregulated markets and various African countries.
These activities include the provision of electricity-related services to
countries connected to the South African grid.

3. THE APPLICATION
3.1 On 2 June 2021, NERSA received Eskom’s fifth Revenue Application:
Multi-Year Price Determination (MYPD5). The application covers a
three-year period from 1 April 2022 to 31 March 2025.
3.2 Eskom brought an application to NERSA for annual price increases of
20.50%, 15.07% and 10% for the financial years 2022/23, 2022/24 and
2024/25, respectively. This application was rejected by the Energy
Regulator on the basis that it was premised on a dated methodology.
3.3 Eskom launched a court application, which was based on an interdict
application and judicial review of the decision application, which are
classified as Part A and B. The only similarity in both cases is that
Eskom wants NERSA to use the 2016 MYPD Methodology to decide
on its application.
3.4 The interdict application required NERSA to consider the 2022/23
application out of the three applications already resident with NERSA
14
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on an urgent basis, as any delay may result in Eskom not having a tariff
in the 2022/23 financial year. The application also sought that the
identified application should be considered in terms of the 2016 MYPD
Methodology, as there was no any other methodology in existence.
3.5 The matter was ventilated in court, with the judgement that NERSA
should consider the 2022/23 application as applied for in terms of the
2016 MYPD Methodology, as illustrated in
3.6 Table 4. The judicial review has not yet been heard, as the document
exchange is still taking place between the parties.
Table 4: Eskom’s MYPD5 Revenue Requirement
Allowable Revenue (R'm)

Regulated Asset Base
(RAB) Return on assets %
Returns
Returns adjustment to -1,99% RoA in FY2023 to get a 20,5%
price increase (i.e customer subsidy)

AR

RAB
ROA

F
o
r
m
Xu
l
a
+

Returns applied for
Primary
energy
International purchases
IPPs
Environmental levy
Carbon tax
Arrear
debt
Operating costs
Research and Development
Depreciation

PE
PE
PE
L&T
L&T
E
E
R&D
D

MYPD5 Allowable revenue

+
+
+
+
+
+
+
+
+

Application
FY2023

1 263 247
0.01%
126

(25 278)
(25 151)
79 627
4 589
70 019
6 610
2 714
5 666
66 690
- 68
254

279 018

Add: Approved RCA's for liquidation

RCA

14 412

MYPD5 Allowable revenue including RCA decision
already made

R'm

293 430

Source: Eskom MYPD5 Application

4. BACKGROUND AND INTRODUCTION
4.1 In performing its duties to review regulatory tools, set tariffs, and
evaluate Eskom’s application, NERSA is guided by, among others, the
Electricity Regulation Act, 2006 (Act No. 4 of 2006), the Electricity
Pricing Policy (EPP) and the regulatory framework.
4.2 NERSA’s regulatory framework according to the Electricity Regulation
Act requires the achievement of several objectives, which include:
4.2.1 safeguarding the needs of customers;
15
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4.2.2
4.2.3
4.2.4
4.2.5
4.2.6

achieving the efficient, effective and sustainable development
of electricity supply infrastructure;
facilitating investment;
promoting universal access;
promoting competitiveness and customer and end user choice,
and importantly;
facilitating a fair balance between the interests of customers
and end users, licensees, investors in the electricity supply
industry and the public.

4.3 Thus, in setting tariffs, NERSA has a broader set of objectives to
consider. As some of these objectives may work in different directions,
a balancing process is required.
4.4 Eskom submitted its MYPD5 application on 2 June 2021 and in this
application Eskom requested to be allowed an amount of R279bn for
FY2023, R335bn for FY2024 and R365bn FY2025.The court order,
however, was for FY2023 and as such, decision focused on R279bn
for FY2023.
4.5 NERSA, at its meeting held on 30 September 2021 considered and
approved a recommendation by the Electricity Subcommittee and
made a decision to reject Eskom’s MYPD5 revenue application and
request that Eskom reapply for an interim tariff in terms of one of four
options presented to it, one of which was the submission of a revised
application based on the MYPD5 principles, as had been done in past
transitions from one MYPD control period to another, to take account
of the changes in the electricity industry and shortcomings in the
previous MYPD control periods.
4.6

This decision of the Energy Regulator was challenged by Eskom in
court on the basis that, in the absence of any updated and published
MYPD Methodology, the prevailing methodology from 2016 should be
used. Essentially, Eskom sought relief in two parts (the full legal context
can be found in clause 4.7 below):
4.6.1 Part A, semi-urgent application to set aside the NERSA decision
and compelling NERSA to use the 2016 MYPD Methodology for
its 2022/23 revenue application and the judgment follows in 4.7
below.
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4.6.2 Part B, the setting aside of the NERSA decision to reject its
revenue application for 2023/24 and 2024/25. Part B was not
heard as part of the urgent matter and no ruling was made.
4.7 The matter was heard by the Pretoria High Court of South Africa before
Judge Kollapen, J and the judgement was issued on 3 December 2021
as follows:
4.7.1 Eskom’s non-compliance with the Rules of Court relating to
service and time periods and the practice manual of this Court is
condoned and the matter is heard as one of semi-urgency in
accordance with Rule 6(12) of the Uniform Rules of Court.
4.7.2 Eskom’s revenue application for the 2022/2023 financial year,
submitted to NERSA on 2 June 2021, is to be decided by
NERSA, on the timetable set out in 4.7.3 below, in terms of the
Multi-Year Pricing Determination Methodology published in
2016.
4.7.3 The following timetable shall apply to the decision described in
4.7.2 above:
4.7.3.1
Eskom’s revenue application submitted on 2 June
2021 shall be published on 8 December 2021.
4.7.3.2
The public shall have until 14 January 2022 to make
representations, if any, on the content of Eskom’s
application.
4.7.3.3
Public hearings on the merits of Eskom’s revenue
application shall be held between 17 and 21 January
2022.
4.7.3.4
NERSA shall make a final decision on Eskom’s
application by 25 February 2022.
4.7.3.5
The costs of Part A of the application be costs in Part
B of the application.
4.7.4 This court order provides NERSA with the opportunity to exercise its
mandate in terms of the tariff determination, considering the impact
of its decision on the economy, as well as the opportunity to revisit it
regulatory framework.
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5. THE DECISION MAKING PROCESS
5.1

On 6 December 2021, the Energy Regulator approved the publication
of the consultation paper, together with Eskom’s MYPD5 revenue
application. The documents were published on 8 December 2021.

5.2

Comments closed on 14 January 2022, with 44 written comments
received from stakeholders.

5.3

Public hearings were conducted virtually in all 9 provinces from 17 to
21 January 2022 – with a physical public hearing held on 21 January
2022.

5.4

A total of 37 presentations were made during that week.

5.5

An extended workshop on the recommended decision was held on
11 February 2022.

5.6

The Electricity Subcommittee made recommendations to the Energy
Regulator on 14 February 2022.

5.7

The decision on the MYPD5 revenue application was made by the
Energy Regulator on 24 February 2022, as per the Court Order

6. SUMMARY OF THE APPLICATION AND NERSA ANALYSIS
6.1 SALES VOLUME
SUMMARY OF THE APPLICATION
6.1.1

In the first year of the MYPD5 revenue application, Eskom is
applying for a total sales volume of 193 579GWh for the
2022/23 financial year. This consists of standard tariffs,
Negotiated Pricing Agreements (NPAs) and international sales.

6.1.2

The table below illustrates Eskom’s actual sales achieved for
the 2019/20 financial year. In that year, the forecast sales were
215 507GWh and the actual sales were 206 081GWh. The
details of the historical variances between forecast and actual
sales are provided in the analysis section below. The forecast
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sales volumes for different Eskom customers for the 2022/23
financial year are also presented in Table 5 below.
Table 5: Eskom Application: Sales Volume Forecast

Sales Volumes (GWh)

Actuals
FY2020

Standard tariff sales
Year-on-year growth (%)
Negotiated pricing agreement
Year-on-year growth (%)
Total local sales
Year-on-year growth (%)
Intenational Sales (SAE)
Year-on-year growth (%)
Total Sales (Including Internal Sales)
Year-on-year growth (%)

180 868
10 118
190 986
15 095
206 081

Projections Projections Application
FY2021
FY2022
FY 2022/23
168 529
-6.80%
9 755
-3.60%
178 284
-6.70%
12 890
-14.60%
191 174
-7.20%

172 656
2.4%
9 722
-0.30%
182 379
2.3%
12 054
-6.50%
194 433
1.70%

171 549
-0.60%
10 282
5.8%
181 831
-0.30%
11 748
-2.50%
193 579
-0.40%

Source: Eskom Application June 2021

6.1.3

In its application, Eskom is forecasting a 0.40% decline in sales
for the application period. Eskom’s forecast compounded
average growth rate (CAGR) is -0.3% and the average annual
growth rate (AAGR) is -0.5% over the MYPD5 period.

NERSA ANALYSIS
Historical sales performance
6.1.4

Eskom indicated that the decline in sales can mainly be
attributed to large power users (essentially industrial and
mining) as a result of low competitiveness, high ore extraction
costs and volatile commodity markets, primarily in the
ferrochrome, steel, gold and platinum industries.

6.1.5

The COVID-19 pandemic that emerged during 2020 had a
significant impact on the sales volumes. Lockdown restrictions
that were introduced to curb the spread of the virus resulted in
a steep downturn in global economic activity. Due to work
stoppages, factories specialising in metals and machinery had
low demand for steel, air travel came to a complete halt, rail
and road freight operators’ production was restricted, tourist
accommodation, hospitality and leisure complexes were
19
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closed, all of which had a large impact on Eskom’s electricity
sales during April and May 2020.
6.1.6

It should be noted, however, that Eskom’s industrial/mining
sales have been decreasing since 2012, as outlined in the
following table, suggesting that the decline in certain sales was
structural, before the impact of the COVID-19 pandemic, which
simply exacerbated the trend.

Table 6: Eskom large power user sales in kWh 2012 to 2021

6.1.7

Eskom indicated that it aims to attempt to grow sales over the
medium term through the support of innovative products,
solutions and tariffs in collaboration with its customers, while
addressing their needs and aspirations.

6.1.8

The increasing prices of electricity are also spurring customers
to look for alternative sources of electricity and the increase of
the threshold to 100MW for registering of SSEG facilities is
bound to put more pressure on Eskom’s ability to increase
sales.

6.1.9

Eskom’s sales have been declining for most of the MYPD3 and
MYPD4 periods. Eskom’s total sales declined by 15% between
2012 and 2021, as shown by the sales trajectory depicted
below. This translates to an average decline of 1.2%, having
adjusted for the impact of COVID-19, which led to a decline of
6.7% in 2020/21 as shown in Figure 1 below.
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Eskom Total Sales Trend
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-3,0%
-3,7%

-4,0%
-5,0%
-6,0%

-6,7%

-7,0%
-8,0%

Figure 1: Eskom total sales trend (% change) (2012–2021)

6.1.10

The only noticeable growth period of more than 1% was the
2014/15 period, driven by standard tariff sales and export
sales. Eskom is forecast to sell less electricity in 2022/23 than
2013/14. It is important to note that in the same period,
electricity prices have escalated by 175%.

Sector analysis
6.1.11

Most of the sectors have experienced a decline in sales, with
the industrial sector (-30.3%) and mining sector (-17.2%) being
the most affected. Redistributors also experienced a decline in
sales, as depicted in Table 7 below.

Table 7: Sectoral sales trend (GWh)
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6.1.12

Industrial sales declined the most between 2012 and 2021, as
shown in Figure 2 below.

8,0%
6,0%

Industrial Sales

5,8%

4,0%
2,0%
0,0%
-2,0%

1,8%
0,0%
2012 2013
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2015-2,2%
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2018 2019
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2021

-3,7%

-4,0%
-6,0%

-6,2%

-6,4%

-8,0%
-10,0%

-10,4%
-11,9%

-12,0%
-14,0%

Figure 2: Eskom industrial sales (% change) (2012–2021)

6.1.13

Mining sales also showed a steep decline over the same
period, as depicted in Figure 3 below.

Mining Sales
3,0%
2,0%
1,0%
0,0%
-1,0%
-2,0%
-3,0%
-4,0%
-5,0%
-6,0%
-7,0%

2,1%
0,0%
2012 2013

2014

2015

2016

-0,2%
2017 2018-1,1%
2019

2020-0,9%
2021

-2,2%
-3,1%

-3,0%
-4,2%
-6,0%

Figure 3: Eskom mining sales (% change) (2012–2021)

6.1.14

Commercial sales realised an increase of 5% between 2012
and 2021, as depicted in Figure 4 below.
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Commercial
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Figure 4: Eskom commercial sales (2012–2021)

Impact of price increases
6.1.15

This decline in sales has occurred while the price of electricity
has been increasing over the same period, as depicted in
Figure 5 below.

Sales/Price Trend
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208 274
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656
80,00
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Figure 5: Sales/price trend (2012–2022)
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6.1.16

A study must be conducted that will develop scenarios
depicting the relationship between prices and sales under
different scenarios to better understand the impact of prices on
sales.

6.1.17

Eskom stated that even though the price of electricity has
increased drastically over the years, it is still comparatively
lower globally. For example, Figure 6 below shows a study
conducted by Lazard.

Figure 6: Comparison of electricity prices of selected countries (2018)

6.1.18

According to Eskom, Lazard concluded that Eskom’s prices are
not cost reflective and that Eskom’s tariffs are low by
international standards. However, Eskom did not provide the
details of the various components that make up the price, e.g.
taxes and subsidies, therefore the comparison cannot be
validated. It is also not clear whether these are wholesale or
retail prices, or a combination of both.

6.1.19

Figure 7 from the Eskom presentation below compares
Eskom’s prices for small and medium industrial customers
against Chinese states and selected municipalities in South
Africa.
24

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

Figure 7: Comparison of small and medium industrial customer prices (2018)

6.1.20

Figure 7 above shows that Eskom’s prices are lower than most
Chinese states and most municipalities. It is not clear how this
study selected China to compare Eskom with. However, this
comparison does not take into account that municipalities buy
electricity from Eskom and add mark ups. Eskom treats
municipalities as retail customers instead of wholesale
customers, therefore the prices they charge municipalities are
retail prices, from which municipalities have to add a mark up
to cover their own costs, therefore the municipal prices cannot
be compared to Eskom prices. Additionally, the study
submitted by Eskom is from 2018. There have been changes
to the prices since the study was done. There is a need to
embark on an exercise/study to conduct a pricing comparison
that will address some of the inadequacies identified above.

6.1.21

Eskom lists the dominant drivers to electricity demand as
follows:
a. overall national economic growth;
b. commodity prices; and
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c. structural change to the economy.

1
2
3

6.1.22

Eskom attributes the decline in sales to large power users’
reduced competitiveness, high ore extraction costs and volatile
commodity markets (particularly ferrochrome, steel, gold and
mining industries. Eskom also attributes the decline in sales to
the underlying economic conditions of the country, which
include finite natural resources, low investor confidence,
infrastructure bottlenecks, labour unrest, load-shedding, rising
local debt and unemployment.1

6.1.23

The eThekwini Municipality states that although Eskom is
increasing the price of its product, its customers in general are
buying less of its product. This results in reduced growth in its
revenue. Eskom is propping up its revenue or concealing its
reduced product sales figures by increasing the price of the
product. The reduced product sales can be attributed to the fact
that the product price is much higher than the price that the
customer is willing to pay and the quality or reliability of the
product is not to the satisfaction of the customer. The
municipality also performed an assessment of what increase its
customers can absorb, namely an increase of not more than
7%.2 Agri Western Cape states that NERSA should assist
Eskom in exposing non-paying municipalities to improve
Eskom’s revenue recovery efforts. The stakeholder also states
that an increase of 7% will allow Eskom to recover costs that it
has control over. 3

6.1.24

The Minerals Council stated that the tariff escalations and
inconsistency of supply have negatively affected the export
sectors’ sales volumes, and the South African Reserve Bank
(SARB) has identified electricity supply to be among top three
constraints to economic growth.

6.1.25

In 2021, NERSA conducted a survey to assess the impact of
price on commercial, industrial (mining and manufacturing) and
agricultural customers to understand the impact of electricity
prices on their operations. The study is not a price elasticity

Eskom Public hearing presentation dated 17 January 2022.
EThekwini municipality presentation dated 14 January 2022: Eskom customer affordability analysis: 2021:2031.
Agri Western Cape Presentation dated 19 January 2022.
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study and does not follow a strict statistical and scientific
research methodology; however, it gives an idea of the impact
of prices on large power users.
6.1.26

The questionnaire was sent out to the 20% of customers who
consume 80% of Eskom’s electricity. A simple random sample
would have been an appropriate data collection technique;
however, NERSA decided to send the questionnaire to all
respondents in the hope of obtaining better results, as
illustrated in Table 8 below.

Table 8: Respondents by type of business

Business Type
Small business
Industrial
Commercial
Mining
Agriculture

Percentage
9%
19%
5%
13%
54%

Count
15
32
8
22
89

Number of
respondents

166

6.1.27

The majority of respondents were from the agricultural sector,
followed by the industrial sector and the mining sector. The
total number of responses was 16.

6.1.28

Based on the consumption, 90% was from industrial
customers, followed by mining customers at 9.38%, as
depicted in Table 9 below.

Table 9: Respondents by consumption (kWh)

Sector
Agriculture
Commercial
Mining
Industrial
Total

6.1.29

kWh
19 071 220
97100
5 264 151 212
49 661 098 530
54 944 418 062

Percentage
0,03%
0,00%
9,58%
90,38%

This represents 52% of customers supplied by Eskom directly.
There is a need to expand the survey to include residential
customers, however these represent only 3% of Eskom’s sales.
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The survey sample still gives an indication of the impact of
prices on the commercial and industrial customers.
6.1.30

Respondents were asked to rank what factors influence their
competitiveness. As the figure below depicts, electricity costs
(4.94) was ranked as having the biggest influence on the
competiveness of these customers, followed by labour costs
(4.64) and logistics costs (3.81).

Table 10: Factors influencing competiveness

Factors Influencing
Business
Electricity costs
Logistics costs
Fuel costs
Locational advantage
Labour costs
Number of Respondents
Non Responses

6.1.31

Score
4,95
3,81
3,57
3,02
4,64
42
124

Respondents were asked what the percentage of electricity
costs is in proportion to the total costs of operation. The
average is 20% and the range is 5% to 38%, as depicted in
Table 11 below.

Table 11: Proportion of electricity costs
What is the proportion of electricity
costs to the total cost of operation?
Mean
Standard Error
Median
Mode
Standard Deviation
Sample Variance
Kurtosis
Skewness
Range
Minimum
Maximum
Sum
Count

6.1.32

19%
0,015748527
20%
30%
0,095794548
0,009176595
-1,166005448
0,061811504
0,33
5%
38%
7,0725
37

The respondent was asked the extent to which they are
providing own generation for their businesses. Table 12 below
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shows that 30% of the respondents stated that they generate
electricity for themselves and 36% stated that they are fully
dependent on Eskom.

Table 12: Respondents use of alternative sources

Use alternative
sources

Fully
dependent on
Eskom
Did not Respond
30%
36%
34,09%

6.1.33

It is important to note that some respondents did not respond
to some of the questions and some responses could not be
utilised. Also, respondents who are generating their own
electricity are only doing so for a small proportion of their
energy needs and are still largely dependent on Eskom for the
bigger portion of their electricity.

6.1.34

The majority of respondents also stated that they have reached
a point where they would consider alternative sources of
electricity, as depicted in Table 13 below.

Table 13: Consumer Tipping Point

Tipping Point
Reached/Looking at
alternatives

6.1.35

6.1.36

Did Not
Not Reached Point Respond
39%
20%
40,91%

Respondents were also asked what the percentage of
electricity subsidies is as a proportion of their electricity bills.
As shown in
Table 14 below, the average is 12% and the maximum is 30%.

Table 14: Percentage of electricity subsidies
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Percentage of subsidies on electricity bill
Mean
Standard Error
Median
Mode
Standard Deviation
Sample Variance
Kurtosis
Skewness
Range
Minimum
Maximum
Sum
Count

12
2,203914395
12
12
7,946326357
63,14410256
1,341859099
0,469928271
30
0
30
157,2
13

6.1.37

It is important to note that subsidies are paid by industrial and
mining customers to agricultural customers and small
commercial customers, therefore most customers were not
eligible to respond to this question.

6.1.38

The majority of the respondents also stated that they would
increase their consumption if the subsidies were reduced or
eliminated, as depicted in Table 15 below.

Table 15: Reduction or elimination of subsidies

Yes

No
32%

6.1.39

25%

No Response
43%

The findings of the study are that electricity costs and prices
play a big part in the operations of the surveyed consumers.
The study also shows that the majority of these customers are
either moving towards alternative sources of energy or are
considering doing it. The study also discovered that subsidies
paid by large power users are around 12% of their electricity
bill and if reduced or eliminated, would encourage greater
consumption of electricity.
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Impact of load-shedding
6.1.40

Eskom has load-shed 6 653GWh between 2007 and 2021. The
worst load-shedding was in 2021, where 1773GWh were loadshed, as shown in Figure 8 below.
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Figure 8: Historical load-shedding (GWh)

4

6.1.41

The impact of load-shedding is one of the major reasons for lower
sales. This includes discouraged investors who, due to Eskom’s
capacity constraints, have not invested in the acquisition of new
capacity or expanding existing operations, or have resorted to
generating their own electricity.

6.1.42

For example, the Nelson Mandela Bay Chamber of Commerce (on
behalf of Casting, Forging and Machining Cluster of South Africa
and regional business chambers), had previously stated in its
written response, that Eskom’s sales decline was partly due to
frequent load-shedding and capacity constraints. The capacity
constraints and the declining Energy Availability Factor (EAF)
(more than 10% in 2019) made it impossible for Eskom to market
its capacity to existing and potential investors, which led to sales
losses.4

6.1.43

An analysis conducted by the South African Reserve Bank found
that load-shedding will have the most severe negative impact on
energy intensive users, such as mining and manufacturing. The

Submission dated 20 January 2020.
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report estimates the impact to be around 0.5% quarter-on-quarter
annualised Gross Domestic Product (GDP) growth rate in 2019 for
the first quarter (Q1) of 2019. If it persists, the whole year could
reduce the GDP by 0.3% from the annual growth rate. The Bank
also estimated that the economy would lose R385m per day on
stage 1 load-shedding and R753m on stage 4 (nominal terms)5. A
report by the Centre for Scientific and Industrial Research (CSIR)
estimates the impact on the economy to be between R60bn and
R120bn in 2019. Load-shedding up to stage 6 was experienced
during this period.6
6.1.44

A study commissioned by Eskom shows that load-shedding
reduced South Africa’s GDP by R 67bn from 2007. The sector that
was affected the most by load-shedding was agriculture, and
manufacturing sectors.7

6.1.45

Eskom’s load-shedding had an impact on the slow economic
growth. Eskom contributed to a decline in the sales that would have
come from a faster growing economy. It is important to note that
the impact of load-shedding is adjusted for in the RCA when the
revenue variance due to lower sales is considered. However, this
does not take into account the broader impact of load-shedding on
the economy. The Energy Regulator has also ensured in its
previous decisions that customers do not pay for sales variances
arising out of Eskom’s capacity constraints. However, these
adjustments do not take into account sales lost due to cancelled
investments or customers who opt for alternative sources of supply
due to a lack of security of supply from Eskom. The regulatory
regime will also have to take into account the changing electricity
supply landscape, which includes the unbundling of Eskom and the
entrance of more players into the industry and how this would be
factored into Eskom sales determination.

5

SARB, 2019, A novel approach to estimating the impact of load-shedding on GDP growth in South Africa, South
African Reserve Bank Occasional Bulletin of Economic Notes.
6
CSIR Energy Centre, 2020, Setting up for the 2020’s: Addressing South Africa’s electricity crisis and getting ready for
the next decade.
7
Eskom public hearing presentation dated 20 January 2021
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Sales growth initiatives
6.1.46

Eskom states that sales volumes have been on the decline due
to constrained economic conditions, systems constraints,
perceived high prices and customer energy usage optimisation
and migration.

6.1.47

Moreover, the global economic impact of the Pandemic has
exacerbated the downward trend. Recovery is expected, albeit
slow and over a number of years.

6.1.48

Eskom further mentioned that they will continue to grow sales
by stimulating demand for local and export sales. In the
appendices of the Distribution Licensee application, Eskom
stated that it has developed a demand stimulation framework
with four key elements, namely sustaining and growing
demand, expediting projects, attracting new customers and
implementing innovative products, as highlighted in Figure 9
below.

Figure 9 : Eskom sales growth initiatives

6.1.49

NERSA’s view is that these initiatives are not adequate to
validate an optimistic sales growth without factoring in the
impact of price on demand, as well as the capacity constraints
to meet the demand should it occur.
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Sales Forecast Analysis
6.1.50

Eskom based its sales volume forecast on various assumptions
reflecting the different types of customers’ electricity needs and
influences on diverse customer consumption profiles. The key
assumption used for all customers are gross domestic product
(GDP) growth, commodity market performance and prices,
demand response savings, weather conditions, new customer
projects, industrial action and the impact of the leap year.

6.1.51

The sales forecast also incorporates the co-generation
capacity of large customers, which have the capability to
generate and wheel energy between each of their respective
sister plants. The co-generation customers that are envisaged
to sell electricity to the Eskom system operator are excluded
from the sales forecast.

6.1.52

Eskom also uses a combination of forecasting methodologies
combining an individual consultation with the municipality, in
line with the respective local government development plans,
as there are various aspects that impact municipalities’
respective electricity consumption profiles.

6.1.53

Eskom indicated that the gap between sales growth and GDP
is widening and will continue to do so due to less intensive
sales and the economy becoming more service oriented.
Several mines and large industrial customers are closing down
or downscaling.

6.1.54

The increase in sales that was anticipated in smelters during
the MYPD4 period was compromised, as the ferrous metal
commodity prices were compromised as a result of the
pandemic. Even though the platinum mines were hit by static
low commodity prices, labour action, as well as the pandemic
inspired global recession, moderate growth is still expected in
the platinum sector, with new projects and expansions at
existing mines. Metal remains a safe haven for investors. The
price is expected to remain in favourable territory.
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6.1.55

Eskom assumed that a substantial amount of furnace load will
not be utilised during the winter due to the high winter energy
prices. Depending on trading conditions, furnace utilisation is
assumed at around 90% in the summer months. The impact of
Energy Efficiency Demand Side Management (EEDSM)
initiatives is embedded in the forecast sales volumes and no
new EEDSM initiatives have been taken into consideration for
future years.

Sales forecasting approach analysis
6.1.56

Eskom’s sales forecast also includes assumptions about GDP
growth and commodity prices. Eskom stated that the gap
between sales growth and GDP is widening due to less energy
intensive sales during the forecast years and the migration
towards a more service oriented economy. Eskom also stated
that a slump in commodity prices of platinum, aluminium, gold
and ferrochrome has contributed towards the decline in sales.

6.1.57

NERSA conducted an analysis in 2021 of the
correlation/causation between commodity prices, GDP and
electricity consumption. The analysis is based on a historical
trend (2007–2020) of actual data. Sales in GWh is the
dependent variable and based on this analysis 87% (R square)
of the change in sales can be explained by the change in the
independent variables (GDP and selected commodity prices).

Table 16: Impact of GDP and commodity prices on sales

Impact of GDP and Commodity Prices on Sales
Multiple R
0,936694056
R Square
0,877395755
Adjusted R Square
0,809282286
Standard Error
3479,365452
Observations
15

6.1.58

The data is statistically significant with a level of less than
0.05%.
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Table 17: Significance Level

ANOVA
df
Regression
Residual
Total

6.1.59

SS
5 779709140
9 108953856
14 888662996

MS
F
Significance F
155941828,1 12,88138 0,000698748
12105983,95

A correlation analysis was also done between each of the
variables and sales. As the table below shows, only platinum
prices and GDP growth are significantly positively correlated to
electricity sales in GWh. There is a lower positive correlation
with aluminium prices as well.

Table 18: Correlation between variables

Platinum price (London; $/oz)
Platinum price (London; $/oz)
1
Standard Tariff Sales (GWh)
0,739763923
Aluminium $/ton
Aluminium $/ton
1
Standard Tariff Sales (GWh)
0,315872987
Gold($/oz)
Gold($/oz)
1
Standard Tariff Sales (GWh)
-0,255730257
Ferro Chrome (c/Lb)
Ferro Chrome (c/Lb)
1
Standard Tariff Sales (GWh)
-0,209879821
SA GDP (%)
SA GDP (%)
1
Standard Tariff Sales (GWh)
0,738788702

Standard Tariff Sales (GWh)
1
Standard Tariff Sales (GWh)
1
Standard Tariff Sales (GWh)
1
Standard Tariff Sales (GWh)
1
Standard Tariff Sales (GWh)
1

6.1.60

This means that platinum prices and GDP are more accurate
predictors of electricity sales than the other commodity prices.

6.1.61

Section 6.1.5 of the MYPD Methodology states that Eskom’s
sales volume forecast assumptions must reflect the current
conditions of the market at the time of the application and
should take into account the most recent actual volumes.

6.1.62

Historically, there has been a strong correlation between GDP
growth and sales volumes, but due to the increasing upward
pressure on electricity prices, this correlation has diminished.
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There are also a number of downward pressure points on sales
that must be considered, as they are likely to prevail over the
upward pressure points. Two of the main pressure points is the
pandemic and load-shedding, which have a huge impact on
sales growth. This might continue in the years to come.
6.1.63

During the MYPD5 public hearing, Busa and the Mineral
Council South Africa stated that for FY2022/23, the sales
forecast may indeed be a reasonable reflection of current
circumstances and might be a step in the right direction, but
warned that for the next multi-year price determination and the
new methodology, NERSA must consider how to deal with the
uncertainties of sales demand, particularly if the RCA is no
longer part of the mechanism.

6.1.64

During public hearing, SALGA indicated that metros have
experienced significant decreases in sales in recent years, and
most stakeholders expect the downwards trend to continue
until at least 2025, after which electric vehicle load may
contribute to load growth. In the short term, however, municipal
experience has shown that energy efficiency and embedded
generation reduce sales considerably. Further, now that Eskom
allows low-voltage embedded generation (as of 2020), sales
volumes may decrease more than anticipated in the
application.

6.1.65

City of Cape Town suggested revising the sales volume to
approximately 204 500GWh and assuming a 10% increase in
the tariff could result in additional revenue of R15 300m, though
there will be added cost due to changes in the energy wheel as
a result. In terms of paragraph 6.1.5–6.1.6 of the MYPD
Methodology (p10 of 41) ‘NERSA shall review and adjust the
sales volumes and assumptions used before the final decision
due to the time lag between Eskom’s internal processes and
the decision by NERSA.’ NERSA therefore has the duty to
consider the most recent actual sales in approving Eskom’s
revenue application.

6.1.66

The variance between forecast and actual sales has declined
from 2018/19 as depicted in variance Figure below.
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6.1.67

This was due to the rebasing of sales in 2018/19 and the
MYPD4 Methodology that allows Eskom to update their
assumptions based on the latest available data to compensate
for the lag between the time the application is drafted and the
time NERSA has to make a decision.

15.8%

1.8%

Figure 10: Forecast/actual sales variance

6.1.68

The variance declined from a high of 15.8% in 2017/18 to 1.8%
in 2018/19. The variance is higher in 2020/21 (7.2%) due to the
impact of COVID-19. The trend above is expected to continue
throughout the remaining MYPD4 period until 31 March 2022.

Impact of 100MW licence registration requirement
6.1.69

In August 2021, the threshold for the registration of generation
facilities was increased to 100MW and the change to the rules
was gazetted (amendment of schedule 2 of the Electricity
Regulation). This amendment will allow private generators and
companies to wheel electricity through the grid to other offtakers. Even though this development has the potential to
improve the availability of electricity supply, there are also risks
in terms of the delay to get this project online due to aging and
inefficient transmission and distribution (T&D) infrastructure, as
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well as increased losses and outages. This will make
connecting commercial scale projects difficult.8
6.1.70

Eskom stated that the impact of 100MW embedded generation
will not be realised in 2022/23, but will shine through in later
years.9 Eskom also did not adjust the sales forecast to adjust
for time lags arising out of a lag between the time the
application is made and the time the application is considered,
as provided for in section 6.1.6 of the MYPD4 Methodology.
Eskom stated that the original forecast is still reasonable. The
Integrated Resource Plan (IRP) 2019 forecasts that 200MW of
embedded generation will be added to the grid each year until
2030. 10

6.1.71

NERSA has been tracking Small-Scale Embedded Generation
(SSEG) installations since 2018 and Figure 11 below shows
the growth from 23.8 MW in 2018 to 411 MW in 2022/3
(1623%).

SSEG Installations MW
450

y = 20,582x2 - 66,842x + 71,083
R² = 0,9998

400

411

350
300
250

251

200
150

134

100
52,9

50
0

23,857
2018

22,63
2019

2020

2021

2022

2023

Figure 11: SSEG installations trend (MW)

6.1.72

Even though the uptake of SEEG has been increasing
exponentially in the last few year, it is difficult to quantify the

8

Fitch Solution, 2022, South Africa Power Forecast Scenario.
Presentation dated 18 January 2022.
10
Department of Energy and Mineral Resources, 2019, Integrated Resources Plan (2019), available from:
http://www.energy.gov.za/IRP/2019/IRP-2019.pdf.
9
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immediate impact on Eskom sales for the 2022/23 application
year.
NERSA sales determination
6.1.73

A forecast by Fitch Energy Solutions shows an expected
increase in the consumption of electricity of 1.1% for 2023, as
shown below.

Table 19: South African electricity data forecast (TWh) (2020–2023)11

6.1.74

This forecast is in line with the CSIR forecast, which shows a
1.23% increase in sales under the junk status and 0.8% GDP
growth scenario for 2023.12

6.1.75

The first factor in determining the standard customer sales is to
provide an overview of the historical sales performance. The
regression model show that the sales trend reflects a fit with
the polynomial model with the R squared of 95%. This
approach is also adopted by the CSIR forecast with an
adjustment made for energy intensity.13

11

Fitch Solutions, 2022, South African Power Forecast Scenario.
Department of Energy, 2017, forecasts for electricity demand in South Africa (2017 – 2050) using the CSIR sectoral
regression model for the integrated resource plan of South Africa.
13
Department of Energy, 2017, forecasts for electricity demand in South Africa (2017 – 2050) using the CSIR sectoral
regression model for the integrated resource plan of South Africa.
12
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Standard customer sales
250 000
211 590
202 770205 525208 274201 022199 028196 922195 858
190 446
178 355172 656
y = -340,25x2 + 856,38x + 207274
R² = 0,952
170485,24

200 000
150 000
100 000
50 000
0

Figure 12: Standard customer sales modelling (GWh)

6.1.76

However, the polynomial model alone does not give a sufficient
indication of the expected sales forecast. An analysis shows
the historical sales have been declining by 1% from 2012.
There is no indication that there will be an improvement from
this trend when looking at both the macroeconomic
environment of South Africa, as well as Eskom’s supply
constraints. NERSA determined the standard tariff sales to be
170 458 GWh, a decline of 1.26% from the 2021/22 sales
projection.

Table 20: NERSA standard customer sales determination (GWh)
2021/22 Eskom
Projections

2022/23

Standard
Customer Sales

170485

172 656

Change from
projection %

-1,26%

Eskom Sales Forecast Difference Between
2022/23
NERSA and Eskom
171549

0,624%

6.1.77

It is important to note that this decline is based on the projection
for the 2021/22-year end, because the sales figures for 2022
are not available, therefore the 1.26% decline is an assumption
based on a projected number. The sales forecast is 0.624%
lower than Eskom’s as depicted above.

6.1.78

Figure 13 below shows a model for Negotiated Pricing
Agreement (NPA) sales trends and an R squared fit of 88.2%.
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NPAs Sales Trend
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y = 25,097x2 - 607,2x + 13522
R² = 0,8825

Figure 13: NPA sales trend (GWh)

6.1.79

For NPAs, the forecast is 9 528GWh for 2022/23, a decline of
-2% from the 2021/22 projection. This is based on the historical
sales trend, which shows an average decline in sales of 2%
from 2007.

Table 21: NPA sales forecast (GWh)
2021/22 Eskom
Projections

2022/23

NPAs

9528

Change from
projection %

9722

-2,00%

Eskom Sales Forecast Difference Between
2022/23
NERSA and Eskom
10282

7,919%

6.1.80

The sales forecast is 7% lower than Eskom’s sales forecast of
10 282GWh, as depicted above.

6.1.81

The forecast for international sales is less predictable due to
the fluctuating nature of the sales, as depicted in Figure 14
below, with a R square of 2.5%.
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International Sales Trend
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Figure 14: The international sales trends

6.1.82

To develop a sales forecast, the historical sales had to be
smoothed and this showed a decline of 0.3% from 2007. The
sales forecast for 2022/23 is 11 982GWh, which is a decline of
-0.60% from the 2022/23 projection, and a difference of 1.9%
from Eskom’s.

Table 22: International sales forecast (GWh) (2022/23)
2021/22 Eskom
Projections

2022/23

International
Sales

11 982

6.1.83

Change from
projection %

12 054

Eskom Sales Forecast Difference Between
2022/23
NERSA and Eskom

-0,60%

11748

-1,950%

The total sales determination for 2022/23 is 191 994GWh, as
depicted in Table 28 below.

Table 23: Total sales determination for 2022/23 (GWh)
Customer Category
Standard Customer Sales

2022/23

NPAs

170 485
9 528

International Sales
Total Sales

11 982
191 994

6.1.84

The NERSA sales forecast reflects a decline of 1.2% from the
2021/22 projection.
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6.2 PRODUCTION PLAN
SUMMARY OF THE APPLICATION

Production Plan
Energy Wheel
6.2.1

The production planning processes starts with the process of
forecasting, as discussed in the previous section ‘Sales’. An
energy wheel, as shown in Figure 1 below, is then developed
to outline the demand–supply balance. It shows the volumes of
supply that will be obtained from both local (including IPPs) and
international supplies, making up the total amount of energy
that must be produced to supply customers’ needs. It is a
starting point for production planning.

Figure 15: Energy Wheel FY2023

Installed Capacity
6.2.2

The Eskom generation fleet is capacitated as highlighted in
Table 27 below.
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Table 24: Eskom generation capacity

Eskom Generation Capacity
Technology
Size
Coal
38 766
Nuclear
1 860
OCGTs
2 409
Hydro
600
Pumped Storage
2 724
Sere
100
Total
46 459

6.2.3

The revised production plan excludes the following units that
have reached their dead-stop dates;
a. Komati Unit 9 – 30 September 2022
b. Camden Unit 2 – 31 January 2023
c. Hendrina Unit 10 – 21 March 2023

6.2.4

All other units are operational, including three units in Grootvlei,
three units in Hendrina and seven units in Komati that would
have been cold reserved according to the original production
plan that projected availability of 72%. One unit in Duvha and
one unit in Medupi have been removed from the production
plan, as they will not be operational in FY2023 due to major
failures.

New-Build
6.2.5

The Eskom new-build programme assumptions made in the
production plan are shown in Table 25 below.

Table 25: Eskom new-build Commercial Operation Date assumptions

Station
Medupi
Kusile
Kusile
Kusile
Kusile
Kusile

New Eskom Build CO Dates
Unit
Assumend CO Date
1
Apr-21
2
Jan-21
3
Mar-21
4
Jan-23
5
Dec-23
6
May-23

6.2.6

In the revised production plan, Eskom has delayed the
Commercial Operation Dates (CODs) for some Independent
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Power Producer (IPP) programmes, as shown in the table
below. These include capacities that were concurred to by the
Energy Regulator, such as renewable energy (RE) capacities,
risk mitigation capacity, as well as gas, coal and energy storage
capacities.
6.2.7

The Short-Term Power Producer Programme (STPPP)
generation that was projected in the original production plan,
has also been removed. Eskom indicated in a letter to the
Minister of Public Enterprises, as well as the chair of NERSA,
that they had to cancel the envisaged STPPP as they failed to
obtain cost recovery approval from the Energy Regulator.
Eskom had applied for three years’ cost recovery for STPPP,
but was only granted 1 year, which was the last year of the
MYPD 4. Eskom indicates that ‘While it is arguable that NERSA
can be approached to extend the cost recovery on an annual
basis, there are no guarantees that this will be indeed be the
case. Hence, preferred bidders will be reluctant to enter into a
PPA that is conditional upon NERSA approval at the end of
each year’.

Table 26: Non-Eskom generation capacities COD assumptions

Capacity Original MYPD 5 CO
(MW)
Dates

Program
Wind
BW 5
BW 6
BW 7
BW 8
PV
BW 5
BW 6
BW 8
Other IPP Projects
STPPP
RMP
Battery Storage
CSP
Gas Programme
Coal

Revised MYPD 5 CO
Dates

1600
1600
1600
1600

Apr-22
Jul-23
Aug-24
Aug-25

Jul-23
May-24
Dec-24
Jul-25

1000
1000
500

Apr-22
May-23
May-25

May-23
Oct-23
May-25

Jan-21
Dec-21
Sep-22
Apr-23
Apr-24
Apr-25

Removed
Jun-22
Mar-23
Apr-23
Apr-27
May-28

2000
513
100
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Minimum Emissions Standard Compliance
6.2.8

There is a risk to the system adequacy from the supply side as
a result of environmental legislation requirements where
Minimum Emission Standards (MES) were defined. The
legislation requires that all units must comply with ‘new plant’
standards by 2020. Eskom is required to control sulphur
dioxide, nitrogen oxide and particulate matter. Eskom has
raised challenges in implementing Flue Gas Desulphurisation
(FGD) for existing plants, citing issues of cost, water
requirements as well as logistics to implement. Eskom has
applied to the Department of Forestry, Fishery and the
Environment (DFFE) for postponement, alternative limits and
or suspensions for some plants. They are awaiting a response
from the department.

6.2.9

The preliminary impact analysis of implementing these more
stringent requirements indicate that it would cost approximately
R300’Bn, as well as very significant capacity availability both
immediately and after 2025, to effect the shutting down of
19 000MW installed capacity immediately on receipt of the
DFFE decision and a further shutting down of 10 000MW after
2025.

6.2.10

The stations affected by the immediate loss of 19 431MW upon
issuing the final decision include Majuba, Kendal, Tutuka,
Duvha, Matla and Kriel. A loss 31 086MW would be seen in
April 2025, when additional units from Matimba and Medupi are
shut down.

6.2.11

As the decision was taken by a delegated official within the
DFFE, Eskom intends to appealed the decision to the Minister
of Forestry, Fisheries and the Environment (FFE) in terms of
the National Environmental Management Act, 1998 (Act No.
107 of 1998) (‘NEMA’). An appeal would suspend the decision
taken, allowing continued operation of the plant while the
matter is being considered. The appeal was submitted on 13
December 2021. Options for mediation in terms of the NEMA
as well as engagements in terms of formal intergovernmental
engagement processes will be explored.
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Generation Fleet Performance Statistics
6.2.12

Eskom revised their plant performance assumptions during the
public hearing to bring them closer to realistic numbers. The
methodology requires Eskom to submit a ‘risk adjusted
production plan’. The generation plant performance statistics
assumed in the original application, as well as the revised
assumptions that take into account the most recent information,
are shown in Table 27 below.

Table 27: Generation technical performance
Generation Technical performance (%)
Energy Utilisation Factor (EUF)
Energy Availability Factor (EAF)
Planned Capacity Loss Fator (PCLF)
Unplanned Capacity Loss Factor (UCLF)
Other Capacity Loss Factor (OCLF)
Gross Load Factor (GLF)

Original
Application
Projection FY2022 FY2023

Actual FY2021

76,8
64,2
12,2
20,1
3,4
49,3

78,98
61,8
10,87
24,4
2,9
49

Revised
Application
FY2023
62,4

73,7

72

62

10,5

11,14

16

26,3

1,5

1,5

44,9

45,5

6.2.13

The outcomes of Eskom’s original application’s production plan
showed that there will be operational excess capacity from
FY2023. This would have resulted in the more expensive
plants’ energy output being reduced. These include Grootvlei
and Komati from April 2022, Kriel UG, Camden and Hendrina
from April 2023 and Arnot from April 2025. However, the
revised assumptions that take into account the most recent
information show that there is no excess capacity and the
plants that would not have been dispatched will be deployed to
meet demand. Grootvlei and Komati stations had an energy
output set at 0GWh in the original applications, however these
stations will now be deployed.

6.2.14

The original application had both Eskom and IPP Open Cycle
Gas Turbines (OCGTs) operating at a load factor of 1%.
However, due to the 10% reduction in plant performance in
terms of the EAF, as well as the delay in REIPPs and RMIPP
reaching their assumed commercial operation dates, the
Energy Utilisation Factor (EUF) of the coal fleet also increased
by approximately 10%. The detailed energy output per
technology group is shown in Table 28 below.
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Table 28: Energy production per plant mix
Electricity output (net GWh)
Power Sent out by Eskom stations
Coal-fired stations (incl pre-commissioning)
Virtual power stations
Hydroelectric stations
Pumped storage stations
Gas turbine station
Wind energy
Nuclear power station
IPP purchases
Wheeling
Energy import from SADC countries
Total Gross Production

201 399
183 553
0
1 387
4 796
1 457
303
9 903
13 525
2 310
6 871
224 104

6 625

Less Pumping
Total Net Production

6.2.15

Actual FY2021

217 480

Original
Application
Projection FY2022 FY2023

214 968
183 362
0
616
4 618
2 192
326
12 014
17 424
2 324
6 963
241 679
6 629
235 050

Revised
Application
FY2023

180 345
169 217
-7 973
573
5 443
211
312
12 562
36 485
2 088
8 457
227 376
7 110
220 266

190 705
172 683
0
970
4 707
1 466
312
10 567
25 135
2 088
8 457
226 385
6 143
220 242

As a result of the revised production plan assumptions, there
has been an increase in coal generation of ~3.4TWh, an
increase in OCGT generation by approximately 1.25TWh, a
reduction in nuclear generation by approximately 1.99TWh due
to a decline in its EAF from 77% to 65%, and a decline in IPP
purchases by approximately 10.3TWh.

NERSA Analysis
Energy Wheel
6.2.16

The methodology requires that ‘Eskom must furnish the Energy
Regulator with a risk adjusted production plan and the energy
wheel that is aligned to the forecasted sales to be reviewed and
approved by the Energy Regulator’. The energy wheel provided
has been found to align with the Energy Regulator’s
requirements.

6.2.17

In assessing the sales forecast, however, the Energy Regulator
is of the view that although negative growth is projected, the
forecast is still optimistic. As described in the sales section, the
forecast has been revised downwards to the extent of 1
074GWh. The resulting energy wheel is shown in Table 29
below.
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Table 29: NERSA Revised Energy Wheel

Supply Side

Demand Side

Generation (incl IPPs)
International
Wheeling
less Pumping
Total Supply side

214 765
8 457
2088
-6143

Sales
Losses
Internal Consumption
Generated
Wheeling
219 167 Total Demandside

191 995
24632
510
-58
2088
219 167

Installed Capacity
6.2.18

The use of coal units that would have been cold stored, with
the exception of the three units from Komati, Camden and
Hendrina that have reached their dead stop dates, is noted and
supported, as the use of coal is one of the more cost effective
form of generation. The inclusion of these units into the
production fleet result in additional energy to the extent of
3.825TWh.

New-Build
6.2.19

The delaying of the IPP programmes are also noted. The NonEskom generation section details the verifications done in this
regard. The non-Eskom generation, particularly the Risk
Mitigation capacity, is adjusted to the extent of 5 169GWh after
verifying with IPPs in terms of their envisaged CO dates, which
lie beyond June 2023 and are therefore outside the application
horizon. This results in a supply shortfall that has to be met by
other technologies.

6.2.20

Eskom new-build dates are kept the same as in the original
application. Given the supply shortfall as a result of multiple
challenges, the Energy Regulator will be holding Eskom to
those commitments.

6.2.21

The exclusion of STPPP is noted with concern. The allocation
that was provided for in the original application was 1 577GWh,
which has been removed due to Eskom not having a guarantee
of cost recovery, given that NERSA only approved the last year
of the MYPD4 and indicated that Eskom must apply for the
subsequent year during the MYPD5 application process.
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Minimum Emissions Standard Compliance
6.2.22

The risk to system adequacy is noted with concern, as this
could result in severe system inadequacy that the South
African economy cannot survive. Eskom is requested to keep
the Energy Regulator up to date with developments in this
regard.

6.2.23

This issue has been ongoing for a long time and Eskom’s
approach seems to be a delaying tactic. A permanent and
practical solution must be found in this regard.

Generation Plant Performance
6.2.24

The FY2021 and FY2022 has experienced supply side
constrains that have resulted in the implementation of loadshedding. The figure below shows the historic plant
performance by the utility.

Figure 16: Eskom fleet historic plant performance

6.2.25

The performance as indicated by the Energy Availability Factor
(EAF) in the above graph has been on a downward trend since
2011, with a short-lived improvement in the FY2015/16 and
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FY2016/17. The declined has continued with an EAF of 66.59%
and 64.2% for FY2019/20 and FY2020/21, respectively. The
projection for FY2022 is 61.8%.
6.2.26

During the public hearings, Eskom revised its plant
performance figures for the revenue application downwards,
given the current status of the Eskom fleet. The methodology
requires of Eskom to make use of the most recent assumption
in its production planning in order to reduce the variance that is
seen during RCA processes as a result of inaccurate
forecasting. In that regard, the revised assumptions are
accepted as most likely to materialise. Eskom is, however,
requested to provide quarterly reports on the system status to
enable the Energy Regulator to monitor the status of the
system, as well as maintenance plans and the progress thereof
to improve the coal fleet’s performance.

6.2.27

The decline in the output of nuclear generation is noted with
concern. Eskom has indicated that the decline is due to an
extended outage of Unit 1, which was off from January to June
2021. This meant that the unit was on Unplanned Capacity
Load Factor (UCLF) for the month of May and half of June. Unit
2 is also on a planned outage in the 2022 calendar year,
resulting in ~34% planned Capacity Load Factor (PCLF). The
UCLF of Koeberg can mostly be attributed to outage slippages.
NERSA is therefore requesting that Eskom prioritise planning
for planned maintenance activities to Koeberg, as the loss of a
single unit from the nuclear fleet has a significant impact on
system adequacy. This station must not follow the direction of
the coal fleet in terms of Eskom’s failure to maintain it
adequately.

6.2.28

The reduced EAF has, however, resulted in the need to
increase the fleet utilisation. The Energy Utilisation Factor
(EUF) of the original application was at 62.4%. This has
increased to 73.7%, with many stations operating with a EUF
above 80%. This increase in utilisation results in a net increase
in energy output from the coal fleet when comparing the original
Eskom application with the revised production plan.
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6.2.29

High utilisation, however, raises a concern as Eskom has long
indicated that the cause of its poor plant availability is running
the coal at high EUF, resulting in premature failure. It is
therefore worrisome that this detrimental practice is being
continued, which may result in Eskom never getting its coal
fleet performing at adequate levels.

6.2.30

The new-build plants’ poor performance is noted with concern.
According to Eskom’s presentation made at a NEDLAC
(National Economic Development and Labour Council),
Medupi’s EAF currently is 62.15% and Kusile is at 23.44%.
These stations are projected to perform at 59% and 58% EAF
for Medupi and Kusile, respectively. These are unacceptably
low availabilities for new stations. Eskom must provide updates
on the progress made in correcting the faults in the new-build
programme, as per the nine-point plan previously
communicated by Eskom.

6.2.31

Typically, NERSA ensures that maintenance costs are
adequately covered. In the financial year in question, all costs
applied for have been allowed. Eskom’s failure to perform
maintenance is therefore not driven by these cost not being
allowed by NERSA. Eskom must therefore ensure that the
planned maintenance is implemented and that quarterly reports
on the progress made in this regard are sent to NERSA.

Recommendations
6.2.32

The NERSA revised production plan makes the following
adjustments:
a. reduces the demand to the extent of 1 074GWh; and
b. removes risk mitigation capacity to the extent of 5 169GWh, as
shown Table 30 below.
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Table 30: Eskom Revised Production Plan vs NERSA Revised Production Plan
Electricity output (net GWh)
Power Sent out by Eskom stations
Coal-fired stations (incl pre-commissioning)
Virtual power stations
Hydroelectric stations
Pumped storage stations
Gas turbine station
Wind energy
Nuclear power station
IPP purchases
Wheeling
Energy import from SADC countries
Total Gross Production
Less Pumping
Total Net Production

Revised
Application
FY2023

190 705
172 683
0
970
4 707
1 466
312
10 567
25 135
2 088
8 457
226 385
6 143
220 242

NERSA Revised
Production Plan

195 142
177 853
0
970
4 707
733
312
10 567
19 966
2088
8 457
225 653
6143
219 510

6.2.33

As a result of the reduced sales forecast as discussed in the
Sales Revenue section, OCGT generation is revised
downwards by half, resulting in OCGT volumes allowed of
733GWh, as diesel generation is the most expensive form of
generation in the fleet and lowest in the merit order.

6.2.34

The energy shortfall from the RMIPPs is allocated to the coal
stations. All stations are projected to ramp up their output by a
range of between 10GWh and 845GWh, with Majuba, Matimba
and Tutuka being the higher contributors. The coal fleet is still
one of the cheapest sources of generation in the Eskom fleet.
It is therefore prudent to deploy the coal fleet before deploying
the other generation options, as defined by the scheduling and
dispatch rules, which defines the merit order. Due to the
envisaged increase in output in the coal fleet, the primary
energy section will be ramped up accordingly. The coal section
reflects an increase in coal burn, as well as all elements of
Primary Energy (PE) including start-up fuel, water and coal
handling.

6.2.35

It must be noted that not all use of OCGTs is imprudent.
OCGTs as well as other peaking technologies are necessary
to deal with the shape of the demand profile, so peaking load
cannot be met by baseload plants both technically and
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economically. Baseload generation cannot technically follow
the demand profile associated with morning and evening
peaks, due to the steepness of those peaks and require
technologies with much higher ramp rates. The use of peaking
technologies increases even more as a result of the change in
the energy mix, with the increase in the uptake of the variability
of RE technologies, particularly photovoltaic (PV), which results
in the ‘duck curve’ phenomenon. This results in a steeper peak
in the evening, resulting in the need for peaking generation that
can deal with the kind of ramp rates and steep peaks, thereby
ensuring stability as well as reliability in the network.

14

6.2.36

The change in the production plan that has resulted in the
increase in OCGT generation is driven by both reduced Eskom
performance as well as the delays in the IPP programme. The
latter is not within Eskom’s control. It is therefore vital that the
NERSA-approved production plan must ensure the balance of
demand and supply.

6.2.37

In order for NERSA to allow the licensee enough revenue to
meet demand, NERSA must allow Eskom more diesel
generation above the 1% load factor (LF), given that the
circumstances that necessitated the increase in OCGT use are
not all within Eskom’s control.

6.2.38

If NERSA fails to ensure that the supply meets demand, even
if it means increased diesel generation, it would mean that
NERSA will be making a decision that ensures that the licensee
will implement load-shedding. The cost of load-shedding to the
economy, currently sitting at R9.53kWh according to the Nova
Economics 14report, is higher than the use of the most
expensive technology in the energy mix.

6.2.39

STPPP use usually comes in at half the price of diesel
generation (OCGTs). NERSA is encouraging Eskom to
consider the use of STPPPs in the next MYPD revenue
application as far as possible to assist in reducing the use of
diesel generators, as well as avoid or limit load-shedding.

Estimating the economic cost of load-shedding in South Africa

55

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

Stakeholder Comments
BUSA
6.2.40

It is assumed that both the coal and risk mitigation programmes
have been added to the production plan as per the IRP 2019.
BUSA is of the view that the addition of these two programmes
presents a risk due to the delays that have been experienced
and the unlikelihood that these will reach commercialisation.

6.2.41

BUSA is of the view that the fastest and cheapest solution to
filling the looming supply gaps is additional renewable energy
capacity and this will in fact result in a lower tariff.

6.2.42

BUSA further indicates that given that the average EAF is
sitting at 62.25% by December 2021, it is unlikely that the EAF
will reach 72% by FY2023 as assumed in the application. It is
recommended therefore that the EAF assumed in the
application be kept at the current 62%.

6.2.43

BUSA notes that a stress test was done in the production
planning, it is their view, however, that even under the stress
test, some assumptions may be incorrect. Eskom did indicate
that more recent information will be provided during the
consultation process. NERSA is urged to ensure that the
assumptions are reviewed to ensure that it is as accurate as
possible.

NERSA Analysis
6.2.44

NERSA notes BUSA’s comments and agrees that some
assumptions must be updated to reflect a more realistic picture,
both in terms of the plant performance of the Eskom fleet, as
well as possible delays in the IPP programmes. Eskom has
made amendments to their application in that regard.

City of Cape Town
6.2.45

It must further be noted that the net efficiency of Eskom’s
thermal plants continues to decline, requiring incrementally
more coal to maintain efficiency levels. With fuel pricing that is
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not transparent, Eskom’s customers can anticipate even more
increases to the tariff to cater for the decline in efficiency in
plant performance.
6.2.46

What is required and expected, however, is that the cost of
primary fuel should decrease over time, as aged plants are
decommissioned, and the energy availability factor remains
historically low (61% in 2021). This does not appear to be the
case in the compilation of this tariff application.

6.2.47

Importantly, this above-inflation increase offers no guarantee
of alleviating load-shedding in the near future. Despite calls for
service delivery agreements to be put in place between Eskom
and distributors such as the City of Cape Town, these have not
been forthcoming.

6.2.48

Eskom needs to urgently address quality of supply concerns,
including the imposition of load-shedding on its customers.
Measures that limit load-shedding must be identified, tested
and communicated effectively, without placing further strain on
municipalities’ finances.

NERSA Analysis
6.2.49

NERSA notes the concern raised regarding the decline in the
Eskom fleet’s output in light of increasing primary energy costs,
particularly the coal costs. NERSA shares the concern and has
consistently raised it with the utility. The change in the coal
contract mix is partially in Eskom’s control when it stopped
investing is cost plus mines and opted to procure more coal
from short-term contracts and NERSA has held Eskom
accountable for these decisions, albeit painfully so, as the utility
has taken NERSA to court with regard to this.

6.2.50

NERSA further notes the concerns regarding quality of supply,
particularly as it relates to load-shedding, and has always
ensured that any revenue that would have been earned
through this energy should it have been met is not allowed
under the allowable revenue.
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EIUG
6.2.51

The financial and energy supply impact of non-compliance with
the requirements of Minimum Emissions Standards of the
National Environmental Management: Air Act, 2004 (Act No. 39
of 2004) has not been quantified. At the time of the application,
the rejection of deferring implementation was not decided, but
it could have helped to quantify these impacts should Eskom
be required to comply.

6.2.52

The assumptions regarding EAFs are optimistic, given the
recent Eskom performance, and are likely to result in hidden
costs at the time of this application determination, only to come
back as RCA. NERSA may consider requesting Eskom to
provide realistic assumptions. In addition, NERSA may need to
request that Eskom provide a concrete plan to improve EAF
and consider introducing a Service Quality Incentive to drive
EAF improvement. The level of maintenance that is being
implemented by the utility does not give confidence that they
will resolve the poor performance of the Eskom coal fleet.

6.2.53

NERSA must request Eskom to present a plan to reduce their
energy losses, which have risen to some 12% (25TWh), which
had averaged at around 9% in the recent past.

NERSA Analysis
6.2.54

Eskom has provided NERSA with the details of the impact of
the MES (Minimum Emission Standards) enforcement. NERSA
has also directed Eskom to keep them abreast of development
in terms of this matter.

6.2.55

With regard to the optimistic plant performance assumptions,
Eskom has revised these to bring them to more realistic levels.
The need for Eskom to provide concrete plans to improve the
plan available is noted and supported.

6.2.56

The concern regarding losses is noted, as the increase in nontechnical losses is a concern.
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City Power
6.2.57

City power is against the use of virtual power stations in the
production planning, as it results in over production and
therefore inefficient allocation of resources.

6.2.58

Eskom must be held to the plant performance assumptions
made in the application of 72%. The City is concerned about
the reviewing of these assumptions in the middle of the
application.

6.2.59

It is important that the plant that is projected to be available is
used efficiently. It is their assessment that the plant utilisation
(generation factor) implied in the production plan and the EAF
when assessed together, suggest Eskom is projecting low
utilisation of its available generation fleet. NERSA should
require Eskom to publish its envisaged utilisation of the
available generation fleet to give stakeholders better
appreciation of Eskom’s fleet utilisation.

NERSA analysis
6.2.60

The virtual power stations are used to deal with risk associated
with risks in plant performance projections and the impact of
those on fuel procurement. Now that the production plan has
been updated closer to the anticipated decision, the
assumptions made are more likely to materialise and therefore
virtual power stations are not used in the revised production
plan.

6.2.61

The methodology requires that Eskom provide a risk adjusted
production plan in order to ensure that the most recent
information is used in coming up with assumptions to avoid
large variances between actuals and assumptions that, in turn,
result in high RCA applications.
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6.3 PRIMARY ENERGY (PE)
SUMMARY OF THE APPLICATION
6.3.1

Primary Energy accounts for raw energy sources including
coal, OCGT, fuel and gas, as well as water. Primary Energy
costs also include fuel procurement costs.

6.3.2

The table below provides a synopsis of the amounts applied
for, as well as NERSA’s decision for each Primary Energy
component for the FY 2023.

Table 31: Summary of NERSA’s decision on Primary Energy

6.3.3

A detailed analysis of these cost components is presented
below.

NERSA ANALYSIS
Coal burn
6.3.4

The existing MYPD4 methodology requires the Energy
Regulator to approve the coal benchmark price (i.e. average
R/ton) per contract type (Cost-Plus, Fixed-Price, Medium-Term
and Short-Term) and Alpha for each contract type in the final
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MYPD decision. The volumes of coal consumed (coal burn)
have been reducing and this downward trend is projected to
continue in FY 2023.
Table 32: Eskom’s coal burn costs
FY 2020
actuals

FY 2021 actuals

FY 2022
(projected)

FY 2023
(projected)

Eskom Applied ktons

108 608

104 871

108 392

99 795

Eskom applied Rm

57 589

57 032

61 934

68 327

Nersa Approved ktons

n/a

n/a

107.29

102821

Nersa Approved Rm

n/a

n/a

66 809

65 151

0649968966

6.3.5

Eskom originally applied for 99 795 kt (kiloton) of coal to
produce 172 683 GWh of Electricity from coal plants in FY
2023. NERSA adjusted the coal volumes upwards to 102 821
kt to provide for an additional 5 TWh that was supposed to be
provided by new generation capacity from the Risk Mitigation
IPP Procurement Programme projects that are delayed and will
not become available during the period of assessment. The
average cost was calculated at R626/Ton across all contract
types, which implies that approximately R65bn is required to
purchase the coal, as shown in Table 32.

6.3.6

Furthermore, at an average EAF of 64.2%, Eskom coal power
stations were able to produce 183 553 GWh in FY 2021.
According to this, it is estimated that at the projected EAF of
62% for FY 2023, the coal plants will be able to produce an
average of 177 263 GWh of energy. Since Eskom will be
required to produce 175 248 GWh in FY 2023 due to the
reasons above, the coal plants should be able to provide the
required energy at the EAF of 62%.

6.3.7

The South African coal market requires substantial investment
and recapitalisation to meet both domestic and export coal
requirements. The current economic environment is not
conducive to investment.

6.3.8

Generation’s current financial position creates a difficult
environment for Generation to raise capital for further
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investment in maintaining existing cost-plus coal mining
operations.
6.3.9

Funding within the coal environment remains a substantial
challenge of new and established miners.

Key issues emanating from governance
6.3.10

Governance issues in coal procurement have been in the
media recently. Generation’s Board has embarked on a
process of addressing the findings and recommendations from
various reports. Generation’s delegation of authority specifies
who may authorise transactions/expenditure and the financial
limits applicable to each delegee. In the Primary Energy
Department (PED), procurement of goods and services follows
the Generation commercial process. Once it is approved, the
mining houses will place the contracts with the suppliers. If an
investment or expenditure is approved, it must then go through
the tender governance process, which includes mandating a
specific person who will manage the contract.

6.3.11

Modifications to existing contracts must be approved by
National Treasury if the value exceeds:
a. 15% or R15m on contracts for goods or services;
b. 20% or R20m on contracts for infrastructure projects; and
c. the processes that must be followed when procuring coal, the
purpose of which is to reduce the risk of irregular expenditure,
financial loss and reputational damage to Generation.

NERSA Analysis
6.3.12

The average coal price for cost plus mines is calculated by
dividing the total production cost by coal volumes produced,
hence if the operating costs are increasing by inflation while the
produced volumes are decreasing, then the average price
increase will be higher than the inflation rate.

6.3.13

Based on NERSA’s MYPD4 methodology, the fixed contract
price will be assessed based on the adjustment(s) within the
contract. NERSA possesses no mandate on the terms of the
contracts and the discretion resides with the Department of
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Public Enterprise (DPE). Eskom must communicate the impact
of less investment in cost plus mines to the DPE and inform the
NERSA as well.
6.3.14

Funding for emerging, and established mines should be clearly
directed by the capacity outlined by the IRP, with higher
consideration on renewable energy or be utilised as an
opportunity for Eskom to invest in cost plus mines.

6.3.15

Following the MYPD4 precedence, NERSA will follow the
status of pending cases as well as the results of the concluded
case to make the necessary adjustments.

Medium-term (MT) and short-term (ST) contracts
6.3.16

FY 2023 anticipates a decrease in volumes of coal purchased from
Short- and Medium-Term (ST/MT) contracts. The decrease in
demand from these types of contracts is as a result of several factors,
including a decreased demand from ST/MT coal supply agreements
at Camden, Grootvlei, Hendrina and Komati Power Stations as they
wind down generation. Table 33 below shows the adjustments and
the resulting allowed revenues for MT and ST contracts, respectively.
The ST/MT prices range from R616/ton to R960/ton. The FY2022
price of R647R/ton was adjusted by 6.42%, which is the weighted
average inflation of coal Producer Price Index (PPI) and transport
Consumer Price Index (CPI). An amount of R575m was therefore
disallowed to revise the escalation to be in line with the PPI.

Table 33: MT/ST contracts allowed revenue
FY23

Eskom applied (ktons)

FY22
45 156

39 404

Eskom applied Rm

29 235

29 100

647,4

738,5

Eskom applied delivered (R/ton)
Disallowed Rm

n/a

-575

Approved (R/ton)

n/a

688,96

Additional Volumes (ktons)

n/a

2 000

Approved (ktons)

n/a

41 404

Approved Rm

n/a

28 525
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Cost plus (CP) contracts
6.3.17

The Eskom FY 2022 base price for CP mines is escalated by 20%,
which is above the Bureau for Economic Research (BER) PPI rate of
5.9%. While Eskom has provided a rationale for the higher than PPI
escalation owing to reduced coal volumes from CP mines, which
drives the unit costs upwards, NERSA has, however, adjusted the
escalation down to 12% by disallowing amortisation, as shown in
Table 34 below. This amount should already be included under
working capital.

Table 34: CP contracts allowed revenue
FY 22

FY23

Eskom applied ktons

33 633

32 487

Eskom applied Rm

18 251

21 319

542,7

656,2

Dissallowed Rm

n/a

- 1 401

NERSA approved R/ton

n/a

608

Additional Volumes (ktons)

n/a

279

Approved (ktons)

n/a

32 766

Approved Rm

n/a

19 918

Eskom applied delivered R/ton

6.3.18

Eskom plans to reinvest in CP mines to maintain and, in some
projects, increase the volumes produced. This is expected to
minimise volumes of ST/MT purchases.

Fixed Price (FP) contracts
6.3.19

Eskom initially applied for an escalation of 36.2% for FP contracts

6.3.20

compared to the price in FY 2022. NERSA has revised the escalation
to 19% by disallowing an amount of R1.2bn, which includes a study
to be undertaken for a solution to the Medupi coal problem, as per
Table 35 below.
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Table 35: FP contracts allowed revenue
FY22

FY23

Eskom applied ktons

29 602

27 903

Eskom applied Rm
Eskom applied delivered
R/ton
Dissallowed Rm

14 447

17 908

488

641,8

n/a

-1 200

NERSA approved R/ton

n/a

583,13

Additional Volumes (ktons)

n/a

749

Approved (ktons)

n/a

28 652

Approved Rm

n/a

16 708

Values for Alpha
6.3.21

MT and ST contracts are more expensive than long-term contracts.
Alpha is therefore set lower at 90% to discourage Eskom from
purchasing expensive coal, as per Table 36 below.

Table 36: Alpha per contract type

Open Cycle Gas Turbines (OCGTs)
Summary of the application
6.3.22

OCGTs are considered together with the other available peaking
supply and demand options, as peaking stations for use during peak
hours where demand spikes for a short periods of time in the
mornings and evenings. These plants also provide space for
essential maintenance at base-load stations, as well as for
emergencies as a last resort before load reductions during extreme
events.
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6.3.23

The revised production plan that Eskom provided during the public
hearings increased the OCGTs load factor from 1% to 6.95%, which
translates to 1466 GWh per annum as shown in Table 38 below. The
fuel used is mainly diesel (Ankerlig and Gourikwa).

6.3.24

The price of the diesel is subject to the international USD price of
Brent crude oil and the ZAR/USD exchange rate. The official Eskom
economic parameters for the forecasting period were used in the
calculations of the fuel costs. The diesel used by Eskom is subject to
a wholesale discount and a fuel rebate as determined by the Minister
of Finance.

Table 37: Station fuel price calculations

Table 38: OCGT Assumptions
Actual
FY 18/19
OCGTs Load Factor (%)
Sent out Volumes (GWh)
Unit cost (R/kwh)
OCGTs Cost R(m)

Actual
FY 19/20
5,7
1202
3,13
3 768

6,3
1328
3,24
4 303

Projection Projection
FY 20/21
FY 21/22
368
777
3,35
2 603

Applied
FY 22/23
1
211
4,11
867

6,95
1466
4,47
6 546

NERSA Analysis
6.3.25

NERSA has been concerned with the over-utilisation of OCGTs over
the past years due to the deteriorating performance of the Eskom
coal fleet.

6.3.26

Eskom is requesting a 6.95% Load Factor for the application year
2023, as shown in Table 38 above. The allocation of 6.95% load
factor takes into account the projected Eskom fleet performance.
Should the assumptions made differ in terms of the plant
performance, which is projected to drop to 62% EAF, and the system
supply be less constrained, OCGTs will be used below the levels
applied for.
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6.3.27

Furthermore, a drop in energy from IPPs as well as delays in the
operationalisation of the IPP project sare listed as the reason behind
the increase of above 1% load factor from OCGTs.

6.3.28

The usage of OCGTs will be judged according to the following
section of the MYPD methodology:

6.3.29

In accordance with the MYPD methodology, the gas turbine usage
should be considered, as it will be used to ensure security of supply
and will be utilised as a last resort before the implementation of loadshedding.

6.3.30

The price of the diesel is subject to the international USD price of
Brent crude oil and the ZAR/USD exchange rate. The assumed
inflation rate by Eskom was found to be higher than the BER
projected inflation rate, as shown in Table 39 below. OCGTs require
approximately 320 litres of diesel fuel to generate 1 MWh of
electricity. In order to produce 733GWh, 234 560 litres of diesel will
be required. The fuel cost to be used will be an R/L of 16, this brings
the changes to the unit cost (R/kWh) to be R5.12/kWh as opposed
to the projected R4.47/kWh used by Eskom.
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Table 39: Fuel price calculations per station

STATION FUEL PRICES CALCULATIONS

FUEL PRICES(R/liter)
Acacia ruling Price
Assumed fuel inflation
Forecasted Price Jet A1
Port Rex ruling Price
Assumed fuel inflation
Forecasted ruling Price
Ankerlig and Gourikwa ruling Price
Assumed fuel inflation
Forecasted ruling Price

6.3.31

Projection
2021

NERSA
Projection
Decision
2022
2023
11,4
12,0
12,5
4,9
4,5
4,0
12,0
12,5
13,0
8,6
4,9
9,0

9,0
4,5
9,4

9,4
4,0
9,8

14,0
4,9
14,7

14,7
4,5
15,4

15,4
4,0
16,0

With the projected sales being reduced, this caused a reduction of
sent out volumes on the grid. As a result, the need for OCGTs is
therefore allowed at a load factor of 3.47%.

6.3.32

It must be noted that not all use of OCGTs is imprudent. OCGTs, as
well as other peaking technologies, are necessary to deal with the
shape of the demand profile. Therefore, baseload plants both from a
technical and economic perspective cannot meet peaking load. The
use of peaking becomes critical further still as a result of the change
in the energy mix.

6.3.33

The change in the production plan that has resulted in the increase
in OCGT generation is driven by both reduced Eskom performance
as well as the delays in the IPP programme. The latter is not within
Eskom’s control. Furthermore, in order for NERSA to allow the
licensee enough revenue to meet demand, NERSA must allow
Eskom more diesel generation above the 1% LF. Otherwise, NERSA
will be making a decision that ensures that the licensee will load-shed
and the cost of load-shedding to the economy is higher than the use
of the most expensive technology in the energy mix.

6.3.34

NERSA’s OCGT cost adjustment is shown in Table 40 below.
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Table 40: OCGTs cost adjustment

Sent out Volumes (GWh)
OCGTs Cost R(m)

Applied
NERSA Adjustment Decision
FY 22/23
1466
-733
6 546
-2793

733
3 753

Other Primary Energy
Coal Handling
Summary of the application
6.3.35

Coal handling refers to all the activities that are necessary to get the
coal to the boiler once it has been delivered to the power station.
These activities include building stockpiles, reclaiming from
stockpiles, stockpile maintenance and maintenance of the conveyor
system.

6.3.36

The major drivers for coal handling costs are allocated according to
the following breakdown:

a.
b.
c.
6.3.37

6.3.38

Labour – 60%
White and yellow plants – 25%
Fuel for yellow and white plant – 15%
Eskom has applied for total coal handling costs amounting to
R2 480m for the first year of the MYPD5 control period, as
highlighted in
Table 41 below.

Table 41: Coal handling assumptions

6.3.39

Eskom stated that coal-handling costs have a CAGR of 1.7%
for the MYPD5 period.

NERSA Analysis
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6.3.40

NERSA has assessed the overall costs for coal handling as
applied for by Eskom and reached the conclusions set out
below.

6.3.41

Eskom has revised its plant performance assumptions for the
first year of the MYPD5 application. The energy availability has
been adjusted downwards from 72% to 62% in FY2023.

6.3.42

Furthermore, the delay in IPP projects coming online resulted
in Eskom revising its production plan once more. Therefore,
Eskom has moved all this generation to their coal fleet.

6.3.43

NERSA used the revised production plan to adjust the coal
handling costs accordingly. The variable costs of coal handling
are adjusted at the same ratio of the EAF adjustment.

6.3.44

Therefore, the additional capacity will result in an increase in
the coal burn costs. Subsequently, coal handling activities will
slightly increase, hence the adjustments made as per Table 42
below.

Table 42: Coal handling assumptions year-on-year growth analysis

6.3.45

Table 43 below shows the coal handling costs allowed for
FY2023.

Table 43: Coal handling decision

Nuclear Fuel
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Summary of application
6.3.46

Nuclear fuel procurement comprises the acquisition of uranium,
as well as the conversion, enrichment and the fabrication of the
fuel assemblies for nuclear fuel. All these activities are
undertaken internationally and are subject to market price and
foreign exchange fluctuations. The fuel manufacturing process
is approximately 18 months with contractual progress
payments throughout the fuel manufacturing cycle.

6.3.47

Nuclear fuel costs are expensed over the period that the
assembly remains in the reactor, which can be up to a
maximum of 54 months, with three reload cycles.

6.3.48

All the nuclear fuel expenditure is incurred in foreign currency
and a cash flow hedge accounting is applied to the purchases.
To ensure security of supply as well as availability, Eskom has
established long-term contracts for the supply of nuclear fuel.
The cost for nuclear fuel procurement depends on market
prices and the ruling exchange rates. Fuel procurement
volumes will fluctuate as they follow the delivery requirements
for Koeberg.

6.3.49

During the purchased phase, the nuclear fuel is considered as
future fuel and when the fuel is loaded into the nuclear reactor,
it is transferred to nuclear fuel stock (current asset). As the
nuclear fuel is burnt over a maximum period of 54 months, it is
expensed through the income statement by crediting the
nuclear fuel stock account and debiting the nuclear fuel burn
account (primary energy cost).

6.3.50

Koeberg’s production plan is influenced by the need to refuel
after 18 months for each unit and the maintenance regime.

6.3.51

Nuclear costs are made up of Fuel Burnt, Fuel Written Off,
Depreciation of Decommissioned Assets and Other. Fuel Burnt
are costs representing the burning of fuel cells in the reactor
according to the Koeberg power plant’s production plan. Fuel
Written Off is the costs representing fuel cells that have been
partially burnt, but cannot be used again due to energy
requirements. Depreciation of Decommissioned Assets costs
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are all the costs required to manage the spent fuel storage and
disposal.
6.3.52

Based on the above, Eskom’s application for nuclear fuel cost
is as per Table 44 below.

Table 44: Nuclear fuel costs
Primary Energy - Nuclear Fuel Costs (R'm)

Actual
FY2020

Projection
FY2021

Projection
FY2022

Application
FY2023

Fuel Burnt

716

550

591

560

Fuel Written

37

21

26

48

Depreciation of Decom Asset

88

94

106

110

Nuclear Other

3

2

27

33

Total

844

667

750

751

NERSA ANALYSIS
6.3.53

Eskom’s application for the FY 2023 is R751m, as indicated in
the table above. The amount applied for in this application is
almost the same as the FY2022 projections, with a difference
of 0.13%.

6.3.54

Factors influencing Koeberg’s primary energy (nuclear fuel)
costs include Nuclear Fuel Price, which takes into
consideration the manufacturing, conversion and enrichment of
isotopes to a preferred specification before transportation. This
is done by means of international contracts and are impacted
by foreign exchange fluctuation.

6.3.55

Another factor influencing the costs is the Koeberg production
plan. Koeberg is a base-load station and therefore it is
expected to be running until it experiences faults or there is a
need for an outage.

6.3.56

Eskom used forward-looking nuclear fuel price assumptions to
determine the future price of nuclear and price escalation.

6.3.57

The application for nuclear operation costs are clearly
explained, with detailed calculations to substantiate the
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assumptions that have been provided in determining the cost
and in line with the Methodology.
6.3.58

During the public hearings, there was no direct mention of
nuclear costs, accept that some members of the public
expressed concern that one of Keoberg power station units will
be on outage due to a planned upgrade of the unit. The main
concern was the load-shedding that will affect electricity
availability.

6.3.59

The upgrade is necessary to improve production and to prolong
the life of the station. Therefore, although the concern from the
public is justified, it is not related to the cost of nuclear fuel.

6.3.60

Eskom has applied for a total of R751m and no adjustments
were made, all costs are allowed as a pass-through cost.

6.3.61

Table 45 below shows the nuclear cost application and the
adjustment for allowed revenue decision.

Table 45: Nuclear Fuel Costs
Primary Energy - Nuclear Fuel Costs (R'm)

Eskom
Application
FY2023

Adjustments

NERSA Allowed

Fuel Burnt

560

-

560

Fuel Written

48

-

48

Depreciation of Decom Asset

110

-

110

Nuclear Other

33

-

33

Total

751

751

Start-up Fuel and gas
Summary of application
6.3.62

Gas and oil (coal-fired start-up) costs are the expenditures
incurred when purchasing the heavy fuel oil used for start-up
and shut down of a coal-fired power station and stabilises the
boiler flame on occasion, e.g. when operated at low load. The
start-up fuel is also used during an emergency to prevent flame
out, such as during unit trips or if the coal supply is interrupted
or unstable.
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6.3.63

Figure 17 below indicates the trend in start-up gas and oil over
the MYPD5 period.

Figure 17: Start-up oil (R’m)

Figure 18: Start-up oil (volumes)

NERSA Analysis
Average Cost R/Liter
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6.3.64

NERSA’s approach is to compare Eskom’s prices with the
increase in R/$ exchange and international oil prices to
determine whether Eskom’s predictions are reasonable.

Table 46: Average start-up fuel cost R/Litre
Start-Up Oil & Gas
Prediction
Prediction
Average Cost
R/Litre
2022/23
2023/24

Prediction
2024/25

Eskom application

8.84

8.31

8.52

NERSA Analysis

9.00

9.57

10.26

6.3.65

Table 46 above predicts a higher average fuel cost than what
Eskom has predicted for the FY2023.

Table 47: Total start-up fuel volumes
Start-Up Gas & oil
Prediction

Prediction

Prediction

2022/23

2023/24

2024/25

Eskom application

417

374

376

NERSA Analysis

400

390

390

Total Start-up fuel Volumes (Mlitres)

6.3.66

Table 47 above illustrates lower fuel volumes used in FY2023
than what Eskom predicted, due to the phasing out of the older
power stations.

Total Start-up Fuel costs
6.3.67

Table 48 provides NERSA’s decision regarding start-up fuel
costs. The decision not to cut these costs emanates from the
above findings that Eskom’s fuel volume predictions are likely
to be aligned with those of NERSA.

Table 48: NERSA decision
Start-Up Gas & oil
R Million
Eskom Application
NERSA Approved
Variance

Prediction
2022/23
3 712
3 712
0

Water costs
Summary of application
6.3.68

Water costs are costs incurred by Eskom for the water it
procures from the Department of Water and Sanitation (DWS).
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These costs are based on the energy to be generated, water
usage at power stations (l/USO) and the cost of water (R/Ml).
6.3.69

Eskom applied for R3 047m in water costs for the FY2023.

NERSA Analysis
6.3.70

Eskom’s total volume of water consumed decreased, partly due
to the new dry-cooling technology implemented at their new
power stations (Medupi and Kusile). However, the total cost of
water is expected to increase due mainly to increases in the
existing tariffs, the introduction of additional tariffs based on the
proposed National Water Pricing Strategy (NWPS), such as the
demand management levies and waste discharge charges,
and the development of additional water augmentation
schemes to meet increased water demand.

6.3.71

With the scarcity of resources such as water, tariffs are
increasingly used to encourage the economic use of scarce
resources, and to encourage users to price appropriately for
returns to the capital employed in the provision of municipal
services.

6.3.72

It seems Eskom will be more efficient going forward, which is
good for the environment. Thus, the rationality of the
application is fairly good. The figures presented in the
application for water are reasonable, however, as a result of a
3% increase in coal production usage, water volumes and
costs also escalated by approximately 3% to R3 138m.

Table 49: Water costs
R’m
Water Costs Applied for
(R’m)
Water Costs Adjustments
(R’m)
Approved Water Costs (R’m)

2021
2 291

2022
2 768

2023
3 047

0

0

91

2 291

2 768

3 138

Water Treatment
Summary of the application
76

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

6.3.73

The drivers for water treatment costs are the costs of the
chemicals used to treat water. In the FY2023, Eskom is
applying for R590m for water treatment cost.

NERSA Analysis
6.3.74

Looking at the MYPD4 approved trend, it shows that the costs
will increase by an average percentage 3.44 % as indicated in
Figure 19: Approved water Treatment in MYPD period

6.3.75

Table 51 below and is lower than inflation. The projected MYPD5
year 2023 increase is 7.8%, which is above the current inflation rate
of 6.9% by 0.9/1%. Eskom is required to use water efficiently to
comply with licence conditions and ensure that their activities do not
cause or potentially lead to pollution of water resources. Raw water
quality in the power generation process must be better than that
sourced for potable production required for domestic use, which is
why Eskom is asking for the said amount.

6.3.76

Table 50 below provides a brief analysis of the trend in water
treatment costs.

Table 50: Water treatment trend
FY
Eskom Water
Treatment
Cost
% Increase
%Increase

6.3.77

MYPD 4
2019/20
507

-

MYPD 4
2020/21
513

MYPD 4
2021/22
544

1.183
3.61

6.04

Application
2023
590

8.46

Water treatment costs are increasing by 8.46% in FY2023. The
figure below further shows that water treatment costs increased
by an average of 3.43 over the MYPD4 period.
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Figure 19: Approved water Treatment in MYPD period

6.3.78

Table 51 below provides NERSA’s decision on water
treatment.

Table 51: NERSA decision water treatment
Water Treatment R’m
Water Treatment Costs Applied for(R’m)

FY 2023
590

Water Treatment Costs Adjustments (R’m)
0
Approved Water Treatment Costs (R’m)

590

6.4 DEMAND RESPONSE (DR)
6.4.1

The Demand Response (DR) programme fulfils an important
role towards power system security by providing the System
Operator (SO) with much needed flexibility and reliability. The
SO uses reserves to control the interconnected power system
frequency. These reserves are procured from both generators
and the DR programme through the ancillary services process.

6.4.2

Table 52 below shows the MYPD5 FY2022/23 Demand
Response application revenue requirement.

Table 52: MYPD 5 Demand Response application revenue requirement FY2022/23
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DEMAND RESPONSE

Application
2022/23

Demand Response Programme (R’m)

381

Demand Response Power Alert (R’m)

78

6.4.3

Eskom is applying for an amount of R381m for the Demand
Response programme and R78m for the Power Alert for the
MYPD5 FY2022/23 period, as shown in Table 52 above. The
Demand Response programmes included in the MYPD5
revenue application are Instantaneous, Supplemental
Reserves and Power Alert.

NERSA ANALYSIS
6.4.4

Instantaneous Reserve from Demand Response is a consumer
load contracted to respond to a reduction in frequency. The
purpose of Instantaneous Reserve is to arrest the frequency at
acceptable limits following a contingency, for example a
generator trip. Supplemental Reserves comprise Supplemental
Demand Response, which is a tool used by the SO to balance
the supply and demand constraints.

6.4.5

Some stakeholders are of the view that Demand Response
programmes, including Power Alert, should be disallowed, as
Eskom has sufficient reserve capacity to meet the projected
demand. NERSA notes the stakeholder comment, however,
the Demand Response programmes are mainly used during
peak hours as reserves when the available generation is
unable to meet the demand. Programmes such as
Instantaneous Demand Response are used to arrest the
frequency at acceptable limits following a contingency, for
example a generator trip, hence they are needed even if the
generation capacity is adequate to meet the demand.

6.4.6

The Power Alert programme entails Power Alert meters that will
give an indication of the strain on the electricity supply network
and will urge the public to switch off avoidable appliances if the
need arises. The Power Alert meter creates real-time
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awareness and voluntary reaction by the public when
broadcasted.
6.4.7

Demand response programme unit costs were analysed
considering the historical performance and it was observed that
unit costs applied for by Eskom are within the acceptable range
using the CPI adjustments, hence an amount of R381m for the
Demand Response programme is allocated for the FY2022/23
period, as shown in Table 53 below.

6.4.8

Demand Response Power Alert unit cost was analysed
considering historical performance and it was adjusted using
the CPI, hence an amount of R40m for the Demand Response
Power Alert is allocated for the FY2022/23 period, as shown in
Table 53 below.

Table 53: MYPD 5 Demand Response Eskom application, NERSA adjustment and NERSA
Decision for the FY2022/23

Demand Response FY2022/23
R’m

Eskom
NERSA
Application Adjustment

NERSA
Decision

Demand Response Programme

381

-

381

Demand Response Power Alert

78

(38)

40

6.5 WEIGHTED AVERAGE COST OF CAPITAL (WACC) AND RETURN
ON ASSETS (ROA) SUMMARY OF THE APPLICATION
ASSETS (ROA) SUMMARY OF THE APPLICATION
6.5.1

According to the ERA, an efficient licensee must be enabled to
recover its full costs inclusive of a reasonable return or margin.
WACC represents the risk adjusted opportunity cost of capital
and is perceived as the minimum return for an investment in
order to continue to attract capital, given the risks.

Table 54: Eskom WACC
Weighted Average Cost of Capital
Costs nominal

Debt
12.78%

Equity

WACC

22.98%

Weight

66%

34%

WACC nominal pre-tax

8.4%

7.8%

16.20%
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Costs Real

8.23%

Weight

66%

18.02%
34%

Inflation

4.2%

WACC Real pre-tax

5.4%

6.1%

11.50%

6.5.2

Table 54 above shows that Eskom estimated a WACC (real
pre-tax) of 11.50% for the purpose of the first year of the
MYPD5 application.

6.5.3

The reason for the high WACC is due to the following:
6.5.3.1
an increase in the cost of debt due to the numerous
downgrades Eskom has seen;
6.5.3.2
an increase in the risk free rate (Eskom uses a SA
10Y Bond as per the methodology);
6.5.3.3
Eskom’s determination of a WACC real pre-tax is
11.50%, but only a portion of the WACC is proposed
in the revenue application; and
6.5.3.4
the WACC of 7.1%, as determined by NERSA for
the MYPD4 period, is used as a comparison for the
cost reflective return on assets (ROA). This will allow
for a conservative estimate, as Eskom migrates
towards the level of cost reflectivity.

NERSA ANALYSIS
6.5.4

In the MYPD4 application, Eskom applied for a WACC of 9.1%
whereas the NERSA calculated WACC was 7.1%. However,
the Energy Regulator approved a WACC of 1.5% and not 7.1%
as detailed by Eskom.

6.5.5

In line with the regulatory mandate, NERSA calculated its own
WACC by using the principles stated in the MYPD4
methodology. As a result, there is a 1.63% difference in the
WACC (11.50%) calculated by NERSA (9.87%) when
compared to that calculated by Eskom.

6.5.6

Table 55 below shows NERSA’s calculation of the WACC.
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Table 55: NERSA WACC calculation

NERSA
WACC Calculation
Capital Structure
Debt-to-Total Capitalization
Equity-to-Total Capitalization

66.20%
33.80%

Cost of Debt
Risk free rate
Debt premium
Cost of Debt before tax

8.660%
2.450%
11.1%

Cost of Equity
Risk-free Rate
Market Risk Premium
Levered Beta
Cost of Equity after tax
Tax rate
Cost of Equity before tax

8.660%
7.0%
1.00
15.7%
28.0%
21.8%

Nominal WACC before tax
Inflation
Real WACC before tax

14.7%
4.4%
9.87%

6.6 RETURN ON ASSETS
SUMMARY OF THE APPLICATION
6.6.1

Eskom has applied for a smoothed phasing-in of the return on
assets (ROA) for the 2022/23 FY. This proposal is to allow the
average price of electricity to migrate towards cost reflective
tariffs. In the absence of such phasing, the requested price
increase would be much higher.

6.6.2

The phasing-in of the ROA will allow consumers to experience
a smoother price increase and also allow the economy to adjust
towards the migration of cost reflectivity. Although Eskom has
proposed the phasing-in of the ROA, this proposal will be
accompanied by risks that must be managed, since Eskom will
experience a net shortfall of approximately R29bn to meet the
debt commitments. As a result, Eskom will not be in a position
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to provide for any return on equity for the entire application
period.
6.6.3

Eskom stated that the proceeds from the liquidation of the RCA
decisions will be used to contribute to the mitigation of the debt
service shortfalls.

6.6.4

Eskom also indicated in the application that in order to lessen
the impact of the high price to customers, it chose not to follow
the MYPD4 methodology by deciding not to claim a return (i.e.
calculated as ROA = RAB x WACC). Instead, a negative return
of R15bn was calculated, which would in fact reduce its
allowable revenue in the 2022/23 FY.

NERSA ANALYSIS
6.6.5

The MYPD4 methodology is aligned with the Electricity Pricing
Policy [Policy Position: 1 (b)], which states that: ‘the regulatory
methodology should anticipate investment cycles and other
cost trends to prevent unreasonable price volatility and shocks
while ensuring financial; viability, continuity, fundability and
stability over the short, medium and long term assuming an
efficient and prudent operator.’

6.6.6

During the public hearings, the Energy Regulator made Eskom
aware that its application showed a negative return, which
posed potential risks to it and the industry. This opportunity was
given to Eskom to mitigate the risk reflected in the application.

6.6.7

However, instead of closing the gap and mitigating the risk,
Eskom adjusted its figures and decreased the negative return
from R25bn to R15bn for the 2022/23 FY.

6.6.8

The MYPD methodology is a cost recovery methodology that
allows Eskom to recover all its efficiently incurred costs and a
reasonable return. Hence, Eskom’s negative return approach
is not considered to be in line with the MYPD4 methodology.

6.6.9

The MYPD methodology in section 2.2.3 further states: ‘to
appropriately allocate risk between Eskom and its customers’:
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6.6.10

NERSA must allocate all risks to both Eskom and customers in
a fair and reasonable manner.
a. Eskom must be consistent in its calculations in line with
the MYPD methodology.
b. The positive impact of this approach is to ensure balanced
positive returns for the benefit of Eskom and the public
interest, while ensuring no excess returns are driven to the
detriment of customers.

Reasonability and affordability
6.6.11

The objectives of the MYPD4 methodology are set out in
section 2.2 of the methodology, as follows:
 to ensure Eskom’s sustainability as a business and limit
the risk of excess or inadequate returns, while providing
incentives for new investment;
 to ensure reasonable tariff stability and smoothed
changes over time consistent with socio-economic
objectives of the Government;
 to appropriately allocate risk between Eskom and its
customers;
 to provide efficiency incentives without leading to
unintended consequences of regulation on performance;
 to provide a systematic basis for revenue/tariff setting; and
 to ensure consistency between price control periods.

6.6.12

NERSA will consider the above objectives when balancing
Eskom’s sustainability and the consumers’ affordability.

6.6.13

In considering the application, the Energy Regulator is required
to apply reasonable judgement on Eskom’s revenue (or any
component thereof) after due consideration of what may be in
the best interest of Eskom, the overall South African economy
and the public.

6.6.14

When assessing Eskom’s allowable return, NERSA will
determine the potential EBITDA as a proxy of cash flow to
cover Eskom’s borrowings. The percentage price increase will
be considered in relation to customer affordability and
sustainability.
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6.6.15

Table 58 below shows Eskom’s financial matrix as per the
MYPD5 application. Although Eskom has proposed an
electricity price increase of 20.50%, the EBITDA of R53 194m
would not be sufficient to cover the interest payment (1.60x
multiple) and total debt service at 0.65x.

Table 56: Eskom’s Return

6.6.16

A reasonability test on the proposed full WACC calculated by
NERSA and the approved WACC is detailed below. The two
scenarios indicate what the impact of the ROA will be on the
price.

Table 57: WACC scenarios
2022/23

Full WACC

NERSA Approved
WACC

9,87

1,08

111 700

49 877

Interest cover (X)

3,35

1,50

Debt coverage (X)

1,37

0,61

35,15

9,61

WACC percent (%)
EBITDA (R'm)

Tariff increase (%)

6.6.17

The demonstration of the calculated WACC scenarios is
detailed below.
i. Full WACC
Table 59 details the full WACC calculated by NERSA in the
Eskom MYPD5 application. An EBITDA of R111 700m
would enable Eskom to cover its interest at 1.27x multiple.
Given the impact on the full WACC to the industry and the
economy, a price increase of 35.15% in this scenario is
deemed unreasonable for the economy, since customers will
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not be able to afford the high price of electricity. The EPP
aims to achieve a balance between equity and economic
growth, hence there is a need to also consider affordable
electricity prices for consumers.
ii. NERSA approved WACC
An EBITDA of R49 878m, as detailed in the above table,
indicates an increase of 9.61%. This is considered less than
the percentage increase of the full WACC. The approved
electricity percentage increase will provide a balance
between the sustainability of Eskom, the interest of the
economy and the affordability of the consumers. Eskom
would also be able to cover its interest at 1.501x multiple.
6.6.18

NERSA decided to increase Eskom’s return to sustainable
levels by approving a positive return. The allowed return
equates to an adjusted 1.08% WACC.

6.6.19

The approved WACC took into consideration adjustments
made under the RAB section.

6.6.20

Eskom is encouraged to better manage its debt, while taking
into consideration customer affordability. Furthermore, this
scenario is in line with the management of the efficiency of the
licensee as indicated in the analysis and methodology.

6.6.21

A brief affordability analysis is provided below, while a detailed
analysis will be provided under the economic impact section:
i) PUBLIC INTEREST

During the public hearings, the arguments/issues raised by
several presenters were centred around affordability. They
indicated that electricity is seen as a luxury and people have
to choose between buying food and electricity. The
proposed electricity tariff increase will have a huge impact
on the public due to loss of income and employment
opportunities. There is substantial change in the
consumption of electricity; customers choose to be more
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efficient in response to the price increases by converting to
prepaid and moving towards alternative energy sources.
ii) IMPACT ON INVESTMENTS
The increasing electricity tariffs have varying impacts on key
sectors of the economy and these are triggering substantial
changes in consumer behaviour and processes. The
increasing electricity tariff is a barrier to economic recovery
and growth and will negatively affect investment, forcing
companies to curtail investment or invest elsewhere or in
other sectors.
iii) SUSTAINABILITY OF THE INDUSTRY
The high electricity costs have a significant negative impact
on the sustainability of the industries. The steep annual tariff
increases lead to a reduction in electricity demand.
Furthermore, industries have begun to consider alternative
sources of energy that will alter their electricity demand
profiles, i.e. self-generation, investing in off-grid
technologies and energy efficient technologies.
6.7 REGULATORY ASSET BASE (RAB)
SUMMARY OF THE APPLICATION
6.7.1

Eskom has applied for a closing RAB of R1 268 247m for
2022/23 as shown in Table 58 below. It is NERSA’s decision to
allow an RAB closing balance of R550 507m. The adjustments
are discussed in the sections that follow.
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Table 58: RAB Summary of the Eskom application

RAB Summary
(R'millions)

Eskom

Depreciated Replacement Costs (DRC)
Completed assets after FY2016
Asset purchases
Work Under Construction (WUC)
Working capital
Assets funded by customers upfront
Closing RAB

6.7.2

915 730
183 487
1 779
116 597
60 250
(14 596)
1 263 246

Adjustments NERSA
(488 637)
(166 134)
0
(57 454)
(514)
0
(712 738)

427 093
17 353
1 779
59 143
59 736
(14 596)
550 507

In order to arrive at the RAB value applied for, Eskom
undertook a RAB revaluation as at 31 March 2020 and made
adjustments in line with the following:
6.7.2.1

Depreciated replacement cost assets: these are
assets as per the March 2020 asset valuation. The
valuation includes assets already in use in the
generation, transmission and distribution of
electricity as at 31 March 2020. All other assets in
construction are not included in the valuation but
rather in the WUC. This is reflected in Table 58
above.

6.7.2.2

Assets transferred to commercial operations: This
refers to generation, distribution and transmission
assets transferred into Commercial Operation
subsequent to the 2020 asset valuation. Once
commissioned, these assets are then depreciated
by dividing the cost of the asset over the number of
years that the asset is to be used for, i.e. the useful
life of the asset.

6.7.2.3

Work under construction (WUC): In accordance with
the MYPD methodology, for assets that constitute
the ‘creation of additional capacity’, the capital
project expenditures or WUC values (excluding IDC)
incurred prior to the assets being placed in
Commercial Operation (CO) are included in the RAB
and earn a rate of return.
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6.7.3

6.7.2.4

Net working capital: This includes trade and other
receivables, inventory and future fuel less trade and
other payables.

6.7.2.5

Asset purchases: all movable items that are
purchased and ready to be used are included in this
category, e.g. equipment and vehicles, and
production equipment.

NERSA undertook an independent valuation of the RAB to get
to the recommended RAB closing balance. Since the RAB has
been revalued (recalculated), the RAB is a starting point and
not a function of a rolling balance at its inception (2022/23).
However, the subsequent years will be affected by this base
year for the duration of the MYPD5 period. NERSA has
removed any inefficiencies that do not create value so any past
alleged mismanagement and capital expenditure overruns do
not come in on the RAB value as recommended.

NERSA ANALYSIS
6.7.4

Eskom is required to value its RAB using NERSA’s MYPD
methodology. Under this methodology, fixed assets are valued
at the Depreciated Replacement Cost, which equates the value
of a modern equivalent asset adjusted for physical deterioration
and all relevant forms of obsolescence and optimisation.

6.7.5

Eskom’s MYPD5 revenue application assumes a closing RAB
value of R1 263 247m for 2022/23. This value is largely driven
by the existing fixed assets (DRC values) as can be seen in
Table 59 below.

Table 59: RAB Summary
RAB Summary
(R'millions)

FY 2020

FY 2021

FY 2022

FY 2023

Depreciated Replacement Costs (DRC)
Completed assets after FY2016
Asset purchases
Work Under Construction (WUC)
Working capital
Assets funded by customers upfront
Closing RAB

1 103 154
0
1 624
180 367
40 247
-13 799
1 311 594

1 038 989
82 111
1 705
118 361
52 582
-14 416
1 279 332

976 553
112 150
1 663
134 149
52 800
-14 584
1 262 730

915 731
183 488
1 779
116 596
60 250
-14 597
1 263 247
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6.7.6

In deriving these values, Eskom commissioned external
consultants (Hickman Shearer and Mani Industries
Consultants) for the valuation of its RAB. The DRC
(Depreciated Replacement Cost) was determined through the
application of the MEAV (using the cost approach)
methodology, which is a recognised approach for the valuation
of specialist assets, which are not regularly traded. The cost
approach methodology includes the identification of the
estimated new replacement cost of assets, which is then
adjusted to reflect physical and functional obsolescence.

6.7.7

Eskom’s estimate of the DRC values was derived by taking the
valuation results as at 31 March 2020 and adjusting them
based on annual estimates of replacement cost depreciation.

6.7.8

The DRC is only one aspect of the Eskom closing RAB value.
As can be seen from the figure below, Eskom’s total RAB
includes the DRC, which accounts for 71%, completed assets
and Work Under Construction account for 14% and 9%
respectively, while the other components account for the
remaining 6%.

Figure 20: Total RAB composition
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6.7.9

The RAB has been assessed in line with the above categories,
with higher emphasis being placed on DRC, completed assets
and WUC as these account for 96% collectively.

GENERATION
6.7.10

Eskom has applied for a Generation closing RAB balance of
R1 002m. It is NERSA’s decision to approve a closing RAB
balance of R313 250m as shown in Table 60 below.

Table 60: Generation RAB summary

Generation RAB Summary
(R'millions)
Depreciated Replacement Costs (DRC)
Completed assets after FY2016
Asset purchases
Work Under Construction (WUC)
Working capital
Assets funded by customers upfront
Closing RAB

6.7.11

Eskom
723 171
150 581
617
90 422
37 383
0
1 002 173

Adjustments NERSA

(488 637)
(150 581)
0
(49 378)
(327)
0
(688 922)

234 534
0
617
41 044
37 056
0
313 250

In order to derive the return, NERSA averaged the 2022/23
closing balance with the preceding year approved closing
balance to get an average RAB value then apply the WACC.

Depreciated Replacement Cost (DRC)
6.7.12

Depreciated replacement cost assets: these are assets as per
the March 2020 asset valuation. The valuation includes assets
already in use in the generation, transmission and distribution
of electricity as at 31 March 2020. All other assets in
construction are not included in the valuation, but rather in the
WUC.

6.7.13

In order to calculate the DRC, NERSA first determined the
RCN, after which NERSA deducted the accumulated
depreciation (physical depreciation) in line with remaining
useful lives, and then adjusted for technical obsolescence to
arrive at the DRC. This is in line with the approach undertaken
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by Eskom. NERSA then undertook further adjustments to
calculate the allowed DRC. These are discussed below.
Table 61: Plants closing balance as at 30 March 2020
RCN

Physical Depreciation

Technical Obsolescence

DRC (before adjustments)

Plants Closing balance 30 March 2020
Eskom Adjustment NERSA
Eskom
Adjustment NERSA
Eskom Adjustment NERSA
Eskom
Adjustment NERSA
165 368
1 482 166 850
(92 739)
17 656
(75 083)
(642)
(41 071) (41 713)
71 987
(21 932)
50 055
58 268
133 341 191 609
(6 880)
1 132
(5 748)
(397)
(47 505) (47 902)
50 991
86 967 137 958
165 127
1 504 166 631
(71 223)
11 236
(59 987)
(436)
(41 222) (41 658)
93 468
(28 482)
64 986
160 306
6 544 166 850
(91 454)
8 863
(82 591)
(85)
(41 628) (41 713)
68 767
(26 220)
42 547
163 948
26 367 190 315
(18 882)
7 463
(11 419)
(608)
(46 971) (47 579) 144 458
(13 141) 131 317
144 637
3 264 147 901
(92 843)
4 102
(88 741)
(5 220)
(31 755) (36 975)
46 574
(24 389)
22 185
120 530
4 989 125 519
(65 718)
(17 124)
(82 842)
(609)
(30 771) (31 380)
54 203
(42 906)
11 297
148 976
(1 075) 147 901
(88 345)
12 916
(75 429)
(543)
(36 432) (36 975)
60 088
(24 592)
35 496
144 637
3 264 147 901
(96 902)
5 943
(90 959)
(253)
(36 722) (36 975)
47 482
(27 515)
19 967
146 806
3 090 149 896
(90 765)
12 070
(78 695)
(746)
(36 728) (37 474)
55 295
(21 568)
33 727
94 496
6 335 100 831
(64 211)
(9 899)
(74 110)
(820)
(24 388) (25 208)
29 465
(27 953)
1 512
62 716
7 005
69 721
(44 753)
(3 387)
(48 140)
(134)
(17 296) (17 430)
17 829
(13 679)
4 150
47 409
6 790
54 199
(29 356)
(3 963)
(33 319)
(6 373)
(7 177) (13 550)
11 680
(4 350)
7 330
76 055
6 879
82 934
(60 417)
(540)
(60 957)
(4 559)
(16 175) (20 734)
11 079
(9 835)
1 244
39 775
6 503
46 278
(31 965)
511
(31 454)
(5 738)
(5 831) (11 569)
2 072
1 182
3 254
180 336
1 180 337 (161 125)
(61 265) (222 390)
(20)
0
(20)
19 191
(61 265) (42 074)
9 494
(3 976)
5 518
(4 934)
(1 871)
(6 805)
0
0
0
4 560
(5 847)
(1 287)
6 329
(2 467)
3 862
(4 018)
1 479
(2 539)
0
0
0
2 311
(988)
1 323
1 972
(50)
1 922
(1 707)
506
(1 201)
0
0
0
265
456
721
1 972
(50)
1 922
(1 622)
(15)
(1 637)
0
0
0
350
(65)
285
8 605
(1 369)
7 236
(2 612)
(3 789)
(6 401)
0
0
0
5 993
(5 158)
835
15 433
(3 191)
12 242
(4 844)
334
(4 510)
0
0
0
10 589
(2 857)
7 732
30 354
1 835
32 189
(17 221)
4 744
(12 477)
(106)
0
(106)
13 027
6 579
19 606
14 319
53
14 372
(6 931)
(435)
(7 366)
0
0
0
7 388
(382)
7 006
38 398
16 965
55 363
(2 496)
(59 764)
(62 260)
(428)
0
(428)
35 474
(42 799)
(7 325)
3 030
(231)
2 799
(1 089)
900
(189)
(276)
0
(276)
1 665
669
2 334
65
37
102
(34)
34
0
0
0
0
31
71
102
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
1 108
473
1 581
(1 074)
(488)
(1 562)
0
0
0
34
(14)
20
2 050 469
224 311 2 274 780 (1 156 160)
(72 653) (1 228 813) (27 993)
(540 702) (568 695)
866 316 (310 014) 556 302

Kendal
Kusile
Majuba
Matimba
Medupi
Duvha
Kriel
Lethabo
Matla
Tutuka
Arnot
Camden (RTS)
Grootvlei (RTS)
Hendrina
Komati (RTS)
Koeberg
Gariep
Vanderkloof
Acacia
Port Rex
Gourikwa
Ankerlig
Drakensberg
Palmiet
Ingula
Sere
Nicora
Second Falls
First Falls
Colley Wobbies
Total

Replacement Cost New (RCN)
6.7.14

In order to calculate the RCN, NERSA used the cost-tocapacity approach as outlined in Table 60 above. With this
approach, the overnight RCN represents the cost of a plant of
a given capacity. These were scaled using the cost-to-capacity
formula provided below to reflect the cost benefits associated
with larger scale projects. The final DRC was derived by taking
the valuation results as at 31 March 2020 and adjusting them
based on the annual estimates of replacement cost
depreciation.
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6.7.15

NERSA opted for this approach, as it is consistent with the
previous valuation and should, as a result, provide more
meaningful comparative results. It should be noted that even
though NERSA used a different approach, the same base
overnight cost assumptions were used to derive the RCN
values while the benchmarked capacity plants are in line with
the EY (Ernst & Young) assumptions as shown in its valuation
report for 2016. These assumptions are in line with Table 62
below.

Table 62: Eskom's 2020 valuation

Eskom 2020 valuation
Fuel Type
Coal
Coal RTS
Nuclear
Gas
Hydro (pumped storage)
Hydro (conventional)
Hydro (other)
Wind
Coal FGD (New Build)

Core overnight RCN assumptions
2020 Cost per kW (ZAR) Capacity benchmark (MW)
40 177
4 500
40 177
4 500
92 957
1 940
11 534
132
30 406
1 332
26 371
1332
26 648
1332
30 298
100
50 051
4500

6.7.16

It should be noted that with the approach that NERSA took,
NERSA assumed the value of the plants in their complete state.
This ensures that any past inefficiencies in Eskom’s capital
expenditure/project management, corruption or any other form
of inefficiencies are not allowed to creep into the RAB balance,
which is why NERSA then disallows historic Works Under
Construction balances and allow only Capex after the
revaluation date of March 2020.

6.7.17

Eskom’s valuation exercise resulted in an RCN of R2.05 trillion,
while the NERSA calculation of the RCN resulted in an RCN of
R2.2 trillion which is higher. NERSA’s approach results in a
higher RCN because it assumes all units to be operational. An
adjustment for units that are not operational has been
undertaken below.

6.7.18

Depreciation has been covered extensively in the section
below.
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Technical obsolescence
6.7.19

Eskom has indicated that for the purpose of the valuation, they
have calculated the MEAV of the coal stations assuming FGD
would be present. Appropriate adjustments have then been
made to calculate the RCN of the coal-fired fleet, effectively
removing the excess capital cost relating to the FGD
technology. The coal-fired fleet’s RCN represents a ‘like for like’
RCN of the existing fleet (P39 Revaluation 2020).

6.7.20

Flue Gas Desulphurisation is a set of technologies used to
remove Sulphur Dioxide (SO2) from exhaust flue gases of
fossil-fuel power plants. Typically, MEAV coal-fired plants
would now be built with FGD as a standard. The majority of
Eskom’s Base Load is contributed to by the coal stations that
do not have FGD as a standard. Medupi is the newest complete
power station in the Eskom Fleet and was designed with FGD
capabilities. However, FGD was not initially installed at Medupi
and will be retrofitted onto the station in the near future.

6.7.21

As a result, only Kusile truly has FGD capabilities among the
Eskom coal fleet. As such, only Kusile will not get an FGD
adjustment on its RCN.

6.7.22

NERSA has made an adjustment to RCN to effectively remove
FGD costs from the coal fleet to ensure that the RCN is not
unduly inflated.

6.7.23

In the EY RAB valuation report for 2016, as submitted by
Eskom, it is highlighted that costs relating to FGD could impact
the overnight costs by as much as 10% – 25% (reference EY
valuation P27). These estimates are deemed to corroborate the
EPRI overnight costs that Eskom relies on for the current as
well as previous valuations.

6.7.24

As a result, NERSA has made a technical adjustment of 25%
to the RCN. NERSA used a 25% assumption to adjust the RCN
given Eskom’s history with poor project execution, especially
cost overruns and project delays. This has resulted in an
adjustment of R541 514m in line with Table 28 above under the
technical obsolescence section.
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Inoperable Units
6.7.25
6.7.26

As indicated in the preceding sections, the DRC must be
adjusted for units that are not contributing to generation.
Table 63 below clearly shows the number of units installed and
those that are operating per plant.

Table 63: RAB closing balance inoperable units adjustment
Plant

Installed Operating DRC (before
Units
Units
adjustments)
Coal
6
6
50 055
Coal FGD
6
1
137 958
Coal
6
6
64 986
Coal
6
6
42 547
Coal
5
5
131 317
Coal
6
5
22 185
Coal
6
6
11 297
Coal
6
6
35 496
Coal
6
6
19 967
Coal
6
6
33 727
Coal
6
6
1 512
Coal
8
8
4 150
Coal
6
3
7 330
Coal
10
6
1 244
Coal
9
1
3 254
2
2
Nuclear
42 074
4
4
Hydro (conventional)
1 287
2
2
Hydro (conventional)
1 323
3
3
Gas
721
3
3
Gas
285
5
5
Gas
835
9
9
Gas
7 732
Hydro (pumped storage) 4
4
19 606
Hydro (pumped storage) 2
2
7 006
Hydro (pumped storage) 4
4
7 325
Wind
46
46
2 334
Hydro (other)
3
3
102
Hydro (other)
0
0
Hydro (other)
0
0
Hydro (other)
3
3
20
188
167
556 302
Fuel Type

Kendal
Kusile
Majuba
Matimba
Medupi
Duvha
Kriel
Lethabo
Matla
Tutuka
Arnot
Camden (RTS)
Grootvlei (RTS)
Hendrina
Komati (RTS)
Koeberg
Gariep
Vanderkloof
Acacia
Port Rex
Gourikwa
Ankerlig
Drakensberg
Palmiet
Ingula
Sere
Nicora
Second Falls
First Falls
Colley Wobbies
Total

6.7.27
6.7.28

DRC after
DRC per
Adjustment
units removed
unit
8 343
0
50 055
22 993
114 965
22 993
10 831
0
64 986
7 091
0
42 547
26 263
0
131 317
3 698
3 698
18 488
1 883
0
11 297
5 916
0
35 496
3 328
0
19 967
5 621
0
33 727
252
0
1 512
519
0
4 150
1 222
3 665
3 665
124
498
746
362
2 892
362
- 21 037
042 074
322
01 287
661
0
1 323
240
0
721
95
0
285
167
0
835
859
0
7 732
4 901
0
19 606
3 503
0
7 006
- 1 831
07 325
51
0
2 334
34
0
102
0
0
7
0
20
125 718
430 584

The DRC has been adjusted by a further R125 718m in line
with
Table 63 above.

Plant performance adjustments
6.7.29

Eskom’s fleet performance is measured using the EAF, which
is the percentage of maximum energy generation that a plant
is capable of supplying to the electrical grid, limited only by
planned and unplanned outages.

6.7.30

Eskom achieved an average EAF of 64.2% in 2020/21.
Because Eskom’s plants have been valued using the modern
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equivalent approach, this means that the plant performance
must be benchmarked against its modern equivalent peers.
International best practice indicates that an efficient modern
plant should be operating at an EAF of 85%. It is clear that
Eskom’s fleet is underperforming in this aspect and as such,
NERSA has adjusted the RAB to reflect this underperformance.
6.7.31

The EAF has been adjusted per power station in line with Table
64 below.

Table 64: DRC adjustments in line with EAF
Plant

Fuel Type

Eskom
2020/21
Benchmark DRC after
DRC after EAF
2022/23
Actual
Adjustment
EAF
units removed
adjustments
forecast EAF EAF

Kendal
Kusile
Majuba
Matimba
Medupi
Duvha
Kriel
Lethabo
Matla
Tutuka
Arnot
Camden (RTS)
Grootvlei (RTS)
Hendrina
Komati (RTS)

Coal
Coal FGD
Coal
Coal
Coal
Coal
Coal
Coal
Coal
Coal
Coal
Coal
Coal
Coal
Coal

67%
80%
74%
82%
75%
57%
59%
82%
74%
53%
64%
48%
60%
52%
67%

Koeberg
Gariep
Vanderkloof
Acacia
Port Rex
Gourikwa
Ankerlig
Drakensberg
Palmiet
Ingula
Sere
Nicora
Second Falls
First Falls
Colley Wobbies

Nuclear
Hydro (conventional)
Hydro (conventional)
Gas
Gas
Gas
Gas
Hydro (pumped storage)
Hydro (pumped storage)
Hydro (pumped storage)
Wind
Hydro (other)
Hydro (other)
Hydro (other)
Hydro (other)

77%
98%
86%
91%
85%
96%
96%
87%
91%
94%

Total

93%
93%
93%
93%

45%
73%
72%
79%
59%
54%
53%
80%
69%
43%
65%
20%
72%
54%
69%
80%
97%
97%
95%
85%
96%
98%
69%
86%
92%
64%
97%
97%
97%
97%

85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%
85%

50 055
22 993
64 986
42 547
131 317
18 488
11 297
35 496
19 967
33 727
1 512
4 150
3 665
746
362
(42 074)
(1 287)
1 323
721
285
835
7 732
19 606
7 006
(7 325)
2 334
102
0
0
20
430 584

(23 391)
(3 173)
(9 601)
(2 867)
(40 555)
(6 831)
(4 314)
(2 292)
(3 739)
(16 761)
(358)
(3 195)
(574)
(272)
(66)
2 418
(175)
192
88
0
104
1 137
(3 673)
96
(606)
(571)
14
0
0
3
(118 961)

26 664
19 821
55 385
39 679
90 763
11 656
6 982
33 204
16 228
16 966
1 155
955
3 091
475
296
(39 656)
(1 462)
1 515
809
285
939
8 869
15 933
7 103
(7 930)
1 763
116
0
0
23
311 624

6.7.32

The DRC has been adjusted by R118 624m in line with Table
63 above.

6.7.33

NERSA considered making further adjustments to the RAB
based on plant availability considering the dismal performance
of Eskom plants, including the newly built plants. This approach
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was abandoned considering that the EAF intrinsically takes this
into account. This would therefore amount to doubly penalising
Eskom. No further adjustments were made for plant
performance.
Balance roll forward
6.7.34

The valuation has been submitted as at 31 March 2020, as a
result, the balance (valuation results) needs to be rolled
forward to the application year which is 2022/23. This is done
by adjusting for depreciation from 2020 (2 years), this
adjustment has been done in line with Table 65 below. The
expected DRC opening balance for 2022/23 is R234 534m in
line with Table 65 below.
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Table 65: Plants revaluation roll forward to 30 March 2022
Plants Closing balance 30 March 2020
Kendal
Kusile
Majuba
Matimba
Medupi
Duvha
Kriel
Lethabo
Matla
Tutuka
Arnot
Camden (RTS)
Grootvlei (RTS)
Hendrina
Komati (RTS)
Koeberg
Gariep
Vanderkloof
Acacia
Port Rex
Gourikwa
Ankerlig
Drakensberg
Palmiet
Ingula
Sere
Nicora
Second Falls
First Falls
Colley Wobbies
Total

DRC after EAF
adjustments
26 664
19 821
55 385
39 679
90 763
11 656
6 982
33 204
16 228
16 966
1 155
955
3 091
475
296
(39 656)
(1 462)
1 515
809
285
939
8 869
15 933
7 103
(7 930)
1 763
116
0
0
23
311 624

Depreciation
from March 2022/23
2020 to
Opening
March 2022 Balance
5 006
21 659
5 748
14 072
4 999
50 386
5 006
34 674
5 709
85 053
4 437
7 219
3 766
3 217
4 437
28 767
4 437
11 791
4 497
12 469
3 025
(1 870)
1 660
(705)
1 333
1 758
2 488
(2 013)
1 085
(789)
12 021 (51 677)
368
(1 830)
106
1 409
53
755
71
214
278
660
644
8 224
1 782
14 151
359
6 743
3 662 (11 593)
63
1 700
10
107
0
0
0
0
40
(17)
77 090 234 534

Completed Assets
6.7.35

Eskom applied for assets transferred to commercial operations
of R150 081m for the 2022/23 financial year. This amount has
been disallowed, as it relates to amounts transferred from
historic work under construction. Further details have been
provided under the WUC section below.

Work Under Construction
6.7.36

Eskom applied for a WUC of R90 422m, which is a cumulative
balance from the inception of the Eskom build. This WUC has
been disallowed, because the plants have been valued at the
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full value of plants in question. Only capital expenditures
qualifying for transfers to WUC should be approved. These
amount to R41 044m and are the capital expenditures that
relate to the application year.
Net working Capital
6.7.37

Net working capital refers to inventory, trade receivables,
reasonably incurred future fuels less trade payables required
for the operation of the regulated business.

6.7.38

Eskom applied for net working capital of R37 383m for
generation in line with Table 66 below. NERSA has adjusted
this amount by R327m and the explanations have been
detailed below.

Table 66: Generation Net working capital

Generation Net Working Capital
Inventory at year end
Plus: Closing accounts receivable (45 days)
Plus: Future Fuel (amortised value)
Less: Closing accounts payable (60 days)
Closing Working Capital

Eskom
56 542
949
5 557
-25 665
37 383

Adjust
0
327
0
0
327

NERSA
56 542
622
5 557
-25 665
37 056

6.7.39

Eskom included coal stockpiles exceeding 45 days as part of
inventory. The coal stockpile days are at an average of 54 days,
which is above the 45 days allowed. The relatively high stock
levels are because of increasing levels of stock at Lethabo and
Medupi Power Stations and the delay of commissioning other
power stations. Inventory amounts have been approved as
applied for.

6.7.40

The future fuel costs have been allowed as applied for. This is
to encourage Eskom to invest in Cost-Plus mines, which will
provide Generation with a more sustainable source of coal. The
risk of disallowing future fuel costs is that Cost-Plus mines will
be unable to produce the forecast volumes, resulting in Eskom
procuring fuel from short-term contracts, which NERSA is trying
to discourage.
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6.7.41

An amount of R327m for debtors was disallowed. Debt
(excluding interest) with a period of 45 days or less is allowed
in line with the MYPD4 methodology. All debtors with a period
above 45 days have been disallowed.

6.7.42

The creditors are allowed as applied for, as they are all within
a period of 60 days and less, which is in line with the MYPD4
methodology. The trend shows that creditors are increasing.

TRANSMISSION
6.7.43
a.
b.
c.
d.
e.
f.
6.7.44

The Transmission Regulatory Asset Base (RAB) that Eskom
applied for include the following:
Depreciated Replacement Cost (DRC) assets
Fixed assets transferred to commercial operations
Work Under Construction (WUC)
Net Working Capital
Asset purchases
Assets funded upfront by customers
Table 67 below shows what Eskom applied for compared to the
NERSA decision. The detailed analysis is presented in
chronological order as per the six aspects of this application.

Table 67: Transmission RAB summary

Transmission RAB Summary
(R'millions)
Depreciated Replacement Costs (DRC)
Completed assets after FY2016
Asset purchases
Work Under Construction (WUC)
Working capital
Assets funded by customers upfront
Closing RAB

6.7.45

Eskom
92 372
14 429
187
18 293
1 413
(469)
126 225

Adjustments NERSA
0
(7 258)
0
(7 704)
(187)
0
(15 149)

92 372
7 171
187
10 589
1 226
(469)
111 076

Eskom applied for a transmission closing balance of
R126 225m and it is NERSA’s decision to allow a closing
balance of R111 076m as can be seen in Table 67 above.

Depreciated Replacement Cost (DRC)
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6.7.46

NERSA performed a trend analysis of the transmission DRC
using the DRC values of the previous valuations as shown in
Table 68 below.

Table 68: Transmission DRC valuation opening balances for MYPD3, MYP4 and MYPD5
MYPD3 DRC
MYPD4 DRC
MYPD5 DRC
Transmission DRC
104 522
94 100
108 600
valuation
value
(R’m)

6.7.47

Efficiency and prudency tests were conducted on the new
opening balance and the fixed assets were compared in terms
of the Replacement Cost New (RCN) and Modern Equivalent
Asset Value (MEAV), together with the overnight cost principles
and it was found that the MYPD5 DRC values of R108.6bn
were within the acceptable range. As a result, the transmission
DRC has been approved as applied for.

Completed assets
6.7.48

Eskom applied for Transmission assets transferred to
commercial operation of R14 429m. It is NERSA’s decision to
allow R7 171m as shown in Table 68 above.

6.7.49

In line with the additional information provided by Eskom, no
additional assets were rolled forward on the assets that were
transferred to commercial operation, as demonstrated in Table
69 below.
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Table 69: Transmission asset transferred to commercial operation

6.7.50

In light of the above evidence, the opening balance of R7 244m
has been disallowed and only the assets amounting to
R7 551m have been allowed, as shown in Table 70 below.

Table 70: Fixed assets transferred from WUC
Fixed assets- transferred from WUC Eskom
Application,
FY2023
Opening balance (R’m) – roll
7 244
forward
Transferred from WUC (R’m)
7 566
Assets funded upfront by customers
(380)
Total
14 429

NERSA adjustment,
FY2023
(7 244)

NERSA
FY2023

Decision,
-

(15)
7 239

7 551
(380)
7 171

Transmission Capital Expenditure (Capex) Application
6.7.51

Eskom Transmission is applying for Capex/WUC of R1 413m.
It is NERSA’s decision to allow R1 226m as shown in Table 70
above.

6.7.52

However, there was a mismatch between the Capex applied for
as indicated in Table 72 compared to the Capex applied for as
indicated in Table 71 below.
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6.7.53

Eskom Transmission indicated that all components (i.e.
working capital, asset purchases, WUC and assets transferred
to commercial operation) were indexed to the inflation rate for
the respective years (source: p.39 of Transmission Licence).

6.7.54

In light of the above facts, information provided in Table 71
below with a Capex of R11 716m was assessed for prudency
because the Capex cannot be subjected to inflation
adjustments.

Table 71: Transmission capex applied for

6.7.55

Table 71 above indicates that Transmission is applying for
R10 410m for strengthening and expansion, R1 127m for asset
replacement, R132m for Environmental Impact Assessment
(EIA) and Servitudes and R47m for Production Equipment.

6.7.56

A trend analysis was conducted against these Capex
components that total R11 716m for FY2023, as indicated in
Table 72 below.

Table 72: Cost per kilometre – Transmission lines and transformation assets (MVA)
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6.7.57

The analysis in Table 72 shows that Transmission will build
683 kilometres (km) of lines and 683 Mega Volt Ampere (MVA)
of additional capacity. The cost per kilometre translates to
R17.2m, which is within the acceptable ranges when compared
to the analysis of NERSA’s MYPD4 decision (i.e. years
2019/20, 2020/21, and 2021/22).

6.7.58

Transmission also provided a list of projects that it will execute
during the year of the application. This cost breakdown
provides assurance by stating that these transmission projects
are as indicated in the Transmission Development Plan (TDP).

6.7.59

The only worrying factor is that Transmission has, in the past,
failed to utilise Capex as applied for.

6.7.60

It is based on this reasoning that R10 410m for strengthening
and expansion must be allowed. R132m for Environmental
Impact Assessment (EIA) and Servitudes must also be
allowed, as well as R47m for Production Equipment.

6.7.61

However, R1 127m for asset replacement must be disallowed
because based on the DRC valuation, there are no assets that
have been shown to have reached their useful life and can be
taken out of the RAB Transmission so that they will stop
earning depreciation and return.

6.7.62

Furthermore, asset replacement is defined as those assets in
the Capex that have reached the end of their useful life in order
to continue meeting the current demand. This may be caused
by the fact that those assets are no longer reliable or safe to
operate.

6.7.63

In light of Eskom Transmission not having removed these
assets from the Transmission RAB and the assets being given
a new useful life during the 2020 valuation, these assets should
be treated under as refurbishment and according to the
Transmission Tariff Code, version 10 of 2019. The costs of
refurbishment of standard connection assets, excluding
premium assets, will be recovered in the rate base through
Transmission Use-of-System (TUOS) charges.
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6.7.64

These asset replacements will be placed on the Transmission
RAB only when they are ‘used or usable’, meaning only when
they are transferred to commercial operation. This will then
avoid double counting whereby the asset is earning a
depreciation and a return when in actual essence is not used
or usable in the Transmission RAB.

6.7.65

In conclusion, the allowed Transmission Capex is as indicated
in Table 73 below.

6.7.66

This then means R10 589m is allowed as WUC, which must be
reflected as such under the Transmission RAB opening
balance for year 2023 as shown in Table 73 below.

Table 73: Allowed Transmission Capex
Transmission
Capex
Eskom
(R’m)
application,
FY 2023
Strengthening and
10 410
Expansion
Asset Replacement
1 127
EIA and Servitudes
132
Production Equipment
47
Total
11 716

NERSA adjustment,
FY 2023

NERSA Decision,
FY 2023

-

10 410

(1 127)
1 127

132
47
10 589

Net Working Capital application
6.7.67

Eskom applied for a net working capital of R1 413m for
transmission in line with Table 74 below. NERSA has adjusted
this amount by R187m.

Table 74: Transmission Net Working Capital

Transmission Net Working Capital
Inventory at year end
Plus: Closing accounts receivable (45 days)
Plus: Future Fuel (amortised value)
Less: Closing accounts payable (60 days)
Closing Working Capital

6.7.68

Eskom
2 507
76
-1 170
1 413

Adjust
0
0
187
187

NERSA
2 507
76
-1 357
1 226

An amount of R187m for creditors was disallowed. Debt
(excluding interest) with a period of 60 days or less is allowed
in line with the MYPD4 methodology. All creditors above 60
days have been disallowed.
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6.7.69

It is therefore NERSA’s decision to allow a net working capital
of R1 226m for the 2022/23 financial year.

DISTRIBUTION
6.7.70

The Distribution Regulatory Asset Base (RAB) that Eskom
applied for includes Depreciated Replacement Cost (DRC)
assets, assets transferred to commercial operations, work
under construction (WUC), net working capital and asset
purchases, as shown in Table 75 below.

6.7.71

Eskom applied for a distribution RAB closing balance of
R134 848m, as shown in Table 75 below. It is NERSA’s
decision to allow R126 182m. Further analysis has been
provided in the sections that follow.

Table 75: Distribution RAB summary

Distribution RAB Summary
(R'millions)
Depreciated Replacement Costs (DRC)
Completed assets after FY2016
Asset purchases
Work Under Construction (WUC)
Working capital
Assets funded by customers upfront
Closing RAB

Eskom
100 187
18 477
975
7 882
21 454
(14 127)
134 848

Adjustments NERSA
0
(8 295)
0
(372)
0
0
(8 667)

100 187
10 182
975
7 510
21 454
(14 127)
126 181

Depreciated Replacement Cost (DRC)
6.7.72

The DRC is as a result of the March 2020 valuation. According
to that valuation, the total Distribution assets were valued at
R89,9bn. The R89,9bn excluded land and buildings, working
capital, asset purchases, WUC and assets transferred to
commercial operation after March 2020.

6.7.73

An efficiency and prudency tests were conducted on the new
opening balance and the fixed assets were compared in terms
of Replacement Cost New (RCN), Modern Equivalent Asset
Value (MEAV) together with overnight cost principles and it was
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found that MYPD5 DRC values of R100 187m is within
acceptable range.
Completed Assets
6.7.74

Eskom applied for Distribution assets transferred to
commercial operation of R18 477m. It is NERSA’s decision to
allow R10 182m, as shown in Table 77 below.

6.7.75

In line with additional information provided by Eskom, there are
no additional assets that were rolled forward on the assets that
were transferred to commercial operation, as demonstrated in
Table 76 below.

6.7.76

In light of the above evidence, the opening balance of R6 958m
has been disallowed and only the assets amounting to R10
182m have been allowed, as shown in Table 76 below.

Table 76: Completed assets for Distribution

Table 77: Transferred assets from WUC
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Fixed assets - transferred from
WUC
Opening balance (R’m) – roll
forward
Transferred from WUC (R’m)
Assets funded upfront by customers
Total

Eskom
FY2023

Application,
6958

NERSA adjustment,
FY2023
(6958)

12 119
(600)
18 477

(1337)
7 239

NERSA
FY2023

Decision,
-

10 782
(600)
10 182

Asset Purchases
6.7.77

Eskom applied for a Distribution Asset Purchases of R975m. It
is NERSA’s decision to allow R975m as shown in Table 77
above.

6.7.78

Asset purchases, comprising all movable items that are
purchased and ready to be used, are included in this category,
e.g. equipment and vehicles, and production equipment, to a
value of R975m.

Work Under Construction (WUC)
6.7.79

Eskom applied for a Distribution WUC of R18 477m. It is
NERSA’s decision to allow R7 510m, as shown in Table 77
above. This is as a result of the WUC, which comprises the total
Capex less the opening balance assets, being transferred to
commercial operation.

Table 78: Work under construction
Work Under Construction
2020
Opening balance
Written off both impairment
and others (AFS Note 9)
Capital expenditure excl.
IDC , asset purchases &
future fuel
Transfers to commercial
operations (CO)
Closing asset values

6.7.80

0

2021

2022

2023

2024

2025

7984

7442

11349

7510

12923

2405

8161

8279

10193

8688

-2947
7442

-4254
11349

-12119
7510

-4780
12923

-6586
15025

1

0
7984

Eskom Distribution applied for a Capex of R8 843m, as
demonstrated in Table 79 below. Comprising of R 1 282m for
direct customer projects, R1 857m for strengthening, R1 424m
for refurbishment, R39m for land and rights, R430m for IPP
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connections, R563m for asset purchases, and R3 247m for
Battery Energy Storage System (BESS).
6.7.81

Direct Customer – This is driven by new loads seeking
connections to the grid. The Licensee will continue to connect
new customers to the grid, within the agreed time parameters,
where capacity is available on the grid. If the capacity is not
available, the grid will be strengthened in order to facilitate the
requirement.

6.7.82

Strengthening – This is in line with the requirements of the
Distribution Grid Code in terms of shared network infrastructure
for loads and generators. This is also to address the
constrained MV feeders on this grid that might be forecast to
operate below acceptable levels.

6.7.83

Refurbishment – This is for equipment on the networks that is
obsolete and has reached end of life. The equipment is
replaced with new assets in order to maintain continuity of
supply on the network.

6.7.84

IPP Connections – This is for the IPP connections on the
system. If there is a need for upstream network strengthening,
the Distributor will bear the costs. This is based on the
requirements of the Distribution Grid Code.

6.7.85

Asset Purchases – These assets include, among others, test
equipment, toolboxes, live-line equipment, ladders and
specialised tools for line construction.

6.7.86

Battery Energy Storage System (BESS) Project – The BESS
will form part of distribution, since the connections will be done
on the distribution side and they can serve as load or generator.
This project will be used to ensure uninterrupted power supply
on the system and offer benefits such as spinning reserves,
reactive power control and voltage control.
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Table 79: Distribution Capex

Capital
Expenditure R(m)
Direct Customer
Strengthening
Refurbishment
Land and Rights
IPP Connections
Asset Purchase
BESS Project
Total Eskom Funded

Actual
2020/21
1 003
962
457
9
55
157
2 643

Distribution Capex MYPD5 Application
Projection
Projection
Application
2020/21
931
947
451
15
61
230
2 635

2021/22
1 099
1 667
990
53
71
298
4 281
8 459

2022/23
1 282
1 857
1 424
39
430
564
3 247
8 843

Nersa
adjustment
-

Decision
2022/23
1 282
1 857
1 424
39
430
564
3 247
8 843

Net Working Capital
6.7.87

Eskom applied for a distribution net working capital of R21
454m for the 2022/23 financial year, as shown in Table 80
below.

Table 80: Distribution Net Working Capital

Distribution Net Working Capital
Inventory at year end
Plus: Closing accounts receivable (45 days)
Plus: Future Fuel (amortised value)
Less: Closing accounts payable (60 days)
Closing Working Capital

6.7.88

Eskom
4 131
27 009
-9 686
21 454

Adjust
0
0
0
0

NERSA
4 131
27 009
-9 686
21 454

It is NERSA’s decision to allow the R21 454m as applied for in
line with Table 80 above.

6.8 INTERNATIONAL PURCHASES
SUMMARY OF THE APPLICATION
6.8.1

Table 81 below shows the budgeted costs of international
purchases in Eskom’s MYPD4 application.

Table 81 International Purchases
Electricity output (GWh)

Projection FY2021

Projection FY2022

Application FY2023

International Purchases (R'm)

4 624

4 329

4 589

International Purchases (GWh)

11 126

10 545

10 545
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6.8.2

In its 2022/23 FY revenue application, Eskom applied for a
R4 589m spending towards international purchases.

6.8.3

Similar to the recent years of the MYPD, the majority of the
power will be imported from Cahora Bassa (HCB) and it is
expected that the aforementioned hydro power plant will supply
between 1 200MW and 1 400MW. This capacity range will
produce approximately 10.5TWh of energy.

6.8.4

Eskom is also noting in their application that HCB has had
fluctuations in recent years due to network constraints or
drought conditions affecting the level of the dam and thus
reducing supply by around 500MW in certain instances.

SUMMARY OF STAKEHOLDER COMMENTS RECEIVED
(INTERNATIONAL PURCHASES)
6.8.5

There were no specific stakeholder comments received from
stakeholders for internal purchases.

NERSA ANALYSIS
6.8.6

Considering the past years of Eskom MYPD and the prevailing
shortages of power supply, leading to load-shedding, the use
of imported power from international IPPs will be necessary for
ensuring security of power supply for the country. The amounts
applied for are well within the norm, and are justifiable given
state of security of power supply.

6.8.7

Based on the reason above, in 22/23FY, R4, 589b ln is allowed
for international IPPs (imports and wheeling) purchases and
these shown in Table 82 below.

Table 82: Allowed revenue for International IPPs
Electricity (Imports and Wheeling)

Application FY2023

NERSA Decision

International Purchases (R'm)

4 589

4 589

International Purchases (GWh)

10 545

10 545

6.9 INDEPENDENT POWER PRODUCERS (IPP)
SUMMARY OF THE APPLICATION
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6.9.1

Under the IPP programme, Eskom applied for R52 664m for
the 2022/23 FY. In Eskom’s application, IPP costs are broken
down according to various IPP programmes, as shown in Table
83 below, including the initial application figures (left column).

Table 83: Assumed costs for IPP energy as submitted in Eskom’s application for
2022/23FY
IPP Costs Item

Initial Application
FY2023 (R'm)

Eskom Revised
FY2023 (R'm)

Eskom short term programmes

2520

0

2520

0

Section 34 programmes (non RE)

21874

14480

DoE Peaking- Capital costs

1780

1780

DoE Peaking- Other costs

756

3166

Risk Mitigation Programme

18364

9367

MTPPP
Short term (incl Munic)
WEPS

Gas programme
Baseload Coal
Storage

974

166

Renewable IPP

45339

37898

Renewable IPPs Round 1

13000

12606

Renewable IPPs Round 2

7118

6950

Renewable IPPs Round 3

8364

8123

Renewable IPPs Round 3.5

1987

1926

Renewable IPPs Round 4

4497

4360

Renewable IPPs Round 4+

4056

3932

Renewable IPPs Round 5

6271

0

48

0

Total IPP energy costs

69733

52378

Network pass through

286

286

Total IPP costs

70019

52664

Renewable IPPs Round 6
Renewable IPPs Round 7
Renewable IPPs Round 8
Small-scale renewable - committ
Small-scale renewable - new
Solar Park Round 1

SUMMARY
OF
STAKEHOLDER
COMMENTS
RECEIVED
(INDEPENDENT POWER PRODUCERS: NON-SECTION 34 &
SECTION 34 PROGRAMMES)
6.9.2

During the public consultation process, NERSA received a
number of comments under the Independent Power Producer
programmes. The majority of these comments were based on
the concern that the commercial operation dates assumed for
various IPPs are not realistic for the 2022/23 FY. The section
below summarises the IPP specific comments from
stakeholders.
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AgriSA
6.9.2.1

The stakeholder supports the move to cleaner energy,
but is concerned that there is an unfair burden on the
end-user, who is now paying for the move to IPPs for
renewable energy. They believe that the utility,
alongside the National Treasury, should carry this cost.

Far South Peninsula Community
6.9.2.2

Stakeholder is suggesting that IPP contracts made by
the Department of Minerals Resources and Energy
(DMRE) should be renegotiated.

OUTA
6.9.2.3

The stakeholder is of the view that Eskom is also failing
to acknowledge the value of the renewable IPPs in their
role in alleviating load-shedding due to Eskom’s
maintenance backlog.

6.9.2.4

The stakeholder further indicated that the rules to
unlocking the potential of the 100MW registration should
be implemented urgently.

SALGA
6.9.2.5

The stakeholder made a comment that in order to
evaluate efficiency IPP costs, the assessment should be
made against average NEW generation costs.

6.9.2.6

The stakeholder is of the view that, on a per unit basis,
Eskom Generation’s costs increased by a staggering
29% over the three-year period, while IPP unit costs
remain entirely flat. In their view, this shows that Eskom
Generation is a major driver of price increases.

6.9.2.7

The stakeholder also submitted a graph showing a
decrease in RE IPP average cost (R/kWh), while
RMIPPP and Eskom costs are increasing. In their
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analysis, RM IPP is more expensive than coal
generation, while BW5 IPPs are cheaper.
6.9.2.8

Lastly, the stakeholder indicated that Eskom must
submit correct/realistic Commercial Operation Dates, as
some projects of BW5 may not reach COD within the
2022/23 FY.

ETHEKWINI MUNICIPALITY
6.9.2.9

The stakeholder submitted that (based on Eskom’s
application) the IPPs will have at least a 54% price
increase in the 2023/24 FY on the average cost of
energy production. Due to the economic downturn, the
stakeholder is of the view that it is highly probable that
the citizens of eThekwini Municipality will not be able to
afford this 54% price increase.

CITY POWER
6.9.2.10

The stakeholder indicated that Eskom’s short-term
programme should be disallowed and should be
replaced by generation from Eskom’s own fleet, as there
is scope for it to utilise the available plants more
efficiently by operating them at a much higher available
plant generation factor.

6.9.2.11

Regarding Risk Mitigation Programme, the stakeholder
indicated that the projects are unlikely to reach
commercial operation in the 2022/23 FY, hence the
envisaged 7532GWh from Risk Mitigation should be
disallowed.

6.9.2.12

The stakeholder also indicated that, regarding Storage,
the unit price of R18.04/kWh remains financially
unviable and that the entire R974m must be disallowed.

6.9.2.13

Under the RE IPPs, the stakeholder is of the view that
NERSA should asses the roll-out of the BW5 RE IPP
programme. They also indicated that if BW5 is not
‘rolled-out’, it should be replaced with nuclear and coal,
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as the projected generation efficiency of the available
nuclear and coal plants is still below optimal levels.
6.9.2.14

Lastly, regarding the network pass-through cost of
R286m, the stakeholder is of the view that the amount
should be disallowed as it is ‘something new’.

BUSA
6.9.2.15

The stakeholder is of the view that the RMIPPP presents
a substantial risk to security of supply given the
continuous delays to financial close, and the arguably
high likelihood that these projects will not reach
commercialisation in this period

EIUG
6.9.2.16

The stakeholder is concerned about a staggering
increase (90%) in IPP costs from the 2021/22 FY to the
2022/23 FY (Table 23, page 91 of Eskom’s application).
The first year of greatly increased IPP expenditure
(2022/23 FY1) is related to the burden associated with
particularly the larger, non-renewable component of the
Risk Mitigation Programme.

6.9.2.17

The stakeholder suggests that those elements of the
RMIPPP that must still be finalised should be specifically
excluded from this application.

6.9.2.18

The stakeholder further commented that little is said
about IPPs outside of the REIPPP. Their view is that,
collectively, one might anticipate these as representing
the equivalent of one to two large REIPPPP BW rounds.

6.9.2.19

Lastly, the stakeholder requested that NERSA should
institute measures to insulate or ring-fence these costs
and to contemplate alternatives other than Eskom as
vehicle to bear these costs.

GroundWORK and EarthLife
6.9.2.20

The stakeholder is of the view that Eskom treats all costs
to outside businesses as ‘primary energy’. This is
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misleading, because it compares coal costs with the
costs of IPP electricity delivered to the grid.
6.9.2.21

The stakeholder agrees that the initial BWs’ prices were
high and should be renegotiated. In contrast, the latest
rounds have produced prices more or less equivalent to
what it costs Eskom to buy coal.

Association of South African Chamber (ASAC)
6.9.2.22

The stakeholder is concerned that the costs for the IPP
rounds 1 to 3.5 are catastrophic. The stakeholder further
indicated that some new IPPs come in at very high costs
(Risk Mitigating and Gas Programme).

6.9.2.23

Lastly, the stakeholder indicated that the Risk Mitigating
Programme and Gas Programme are uneconomical and
must be scrapped on that basis alone. The stakeholder
recommends that renewables in line with Round 5 and
Round 6 should replace these programmes.

NERSA ANALYSIS (IPPs)
6.9.3

During public hearings, Eskom indicated they would revise the
IPP assumptions regarding the timing of capacity additions [i.e.
commercial operation dates of new IPPs (BW5)] in order to
ensure that the forecast of IPP energy and revenue allowance
would be closer to realistic quantities.

6.9.4

Given the period required for the IPPs of various programmes
to reach financial close, and complete construction, it became
clear that the commercial operation dates of the Risk Mitigation
programme and BW 5 IPPs were not realistic. In the
2022/23 FY, this would result in additional and unnecessary
revenue allocation for these IPP programmes. In the analysis
of the IPP programmes below, the revisions made during the
processing of the application are indicated.

ESKOM SHORT-TERM PROGRAMMES (INCLUDING MUNIC)
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6.9.5

Under the short-term purchases from IPPs (including
municipalities), Eskom applied for R2 520m in the 2022/23 FY
for the costs of purchasing 1 577GWh under this programme.

6.9.6

As part of the revision of assumptions, during the public hearing
process, Eskom indicated that due to the short tenure of PPAs
offered in the procurement, the programme will not be pursued,
as the IPPs are not willing to sign PPAs with a term of less than
three years. As a result of not procuring energy from these
short purchases, in the 2022/23 FY, there would be an energy
shortfall of 1 557GWh.

6.9.7

In addition to the risk above, the Risk Mitigation IPPs
confirmed, through NERSA verification, that their projects
would only reach commercial operation after the 2022/23 FY,
thus resulting in a further energy shortfall of about 5.17TWh for
the 2022/23 FY.

6.9.8

Furthermore, given that the short-term purchases that were
envisaged in Eskom’s original application included an
allowance for the prospective IPPs to conduct the necessary
refurbishments, in an effort to increase their capacity before
entering into PPAs, the limited time now available will not be
enough for IPPs to be ready to generate energy in the
2022/23 FY.

6.9.9

In the next revenue application, NERSA is encouraging Eskom
to include short-term IPPs, as these power projects would
minimise use of expensive OCGTs during off-peak periods,
and would also reduce power system constraints.

6.9.10

Therefore, based on the reasons above, there will be no
allocation of revenue for short-term purchases in the
2022/23 FY.

SECTION 34 PROGRAMME NON-RE
DMRE Peakers – Capital Costs & Other Costs
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6.9.11

In the application, the cost of the DMRE Peakers (Avon and
Dedisa) to Eskom has two components, namely, ‘capital costs’
and ‘other costs’. For capital costs in the 2022/23 FY, Eskom
is applying for R1 780m, while for other costs, Eskom is
applying for R756m.

6.9.12

The initial forecast energy in the application was 88GWh per
year, translating to a 1% load factor, and expected costs split
between the ‘fixed’ capital component and variable energy
component.

6.9.13

As a result of the lower projected EAF of the coal fleet, and a
shortage of other cheaper alternatives that could be operational
in the 2022/23 FY, the use of the DMRE Peakers increased
from 1%, in the initial production plan, to 6% after the revised
production plan.

6.9.14

Due to low projected security of power supply in the
2022/23 FY, power generation from other available and reliable
sources will be needed during peaking and constrained periods
in order to support the recovery of the economy (including
investments) after the COVID-19 pandemic. In order to reduce
any further negative impact on the economy in the 2022/23 FY,
an annual capital cost of R1 780m in line with the PPAs and
section 13 of the MYPD methodology is allowed. An amount of
3 166m will be allowed for Eskom to cover energy purchase
costs related to the DMRE IPP Peakers, in line with the PPAs.
The cost, termed ‘Other costs,’ includes variables,
maintenance, and fuel costs. The DMRE IPP Peaking plants
must be used efficiently and prudently, adhering to the merit
order dispatch that is defined in the Schedule and Dispatch
rules, and must be used as an emergency reserve as defined
by the System Operator Code.

6.9.15

Based on reason above, the allowable costs and energy in the
2022/23 FY is R4 946m.

Risk Mitigation Programme
6.9.16

In terms of section 34(1) of the Electricity Regulation Act, 2006
(Act No. 4 of 2006) (‘the Act’), the Minister determined in
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February 2020 that 2 000MW of capacity will be procured from
a range of dispatchable energy sources of technology. After a
consultation process, NERSA concurred with the Ministerial
Determination on 25 May 2020. The 2 000MW capacity is in
line with Table 5 of the Integrated Resource Plan for Electricity
2019 to 2030 (published as GN 1360 of 18 October 2019 in
Government Gazette No. 42784) ('IRP 2019'). The short-term
risk mitigation capacity is allocated under the heading 'Others'
for the years 2019 to 2022.
6.9.17

Based on the original energy production plan, Eskom applied
for R18 364m, with corresponding projected energy of
7 532GWh.

6.9.18

In the initial assumption of the application, Eskom indicated that
the commissioning of REIPPP was expected to occur in three
tranches (as per input from the IPP Office) of: 250 MW by 30
December 2021; 600 MW by 30 January 2022; and 1150 MW
by 30 June 2022.

6.9.19

During the public hearings, Eskom revised the assumptions to
be in line with more realistic CODs of IPPs. The projected costs
and energy of RM IPPs were then revised to R9 367m and
5 170GWh, respectively.

6.9.20

NERSA then conducted verifications on the respective RM
IPPs, and it became evident that these Risk Mitigation projects
would only reach commercial operation, in a staggered form,
from 31 March 2023 (the last day of the 2022/23 FY) until
October 2023.

6.9.21

Based on this information from the Risk Mitigation IPPs, the
revised amount of R9 367m budgeted for RMPPP is not
allowed in the 2022/23FY.

Storage
6.9.22

The 2020 Ministerial Determination of 6800MW contained a
provision that 513MW should be procured from storage, and
this outlined in Table 5 of the gazetted IRP2019 under the
heading ‘Storage’, for the year 2022.
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6.9.23

Due to the increasing variable RE deployment in the power
system, storage will be important, going forward, in providing
the following system operation requirements:
a. Demand smoothing and energy arbitrage, in which
excess energy is stored and is then later used when it is
most needed during peak-periods.
b. Ancillary services:
i. Spinning reserves
ii. Black start
iii. Islanding
iv. Reactive power supply and voltage control

6.9.24

In this application (prior to the production plan revision), Eskom
indicated that the storage is expected to operate from
September 2022 with a four-hour storage capability, 89% cycle
efficiency and one cycle per day for the duration of the contract.

6.9.25

Following the revision of the assumptions and production plan
that had changed since the time of submitting the revenue
application, Eskom revised the projected Storage costs from
R978m to R166m, with an indicative Commercial Operation
Date of 31 March 2023.

6.9.26

Subsequent to Eskom’s revision of the costs and assumptions,
NERSA requested more details on Storage (i.e. possible
project companies that will develop storage and tenure of
contracts etc.). The Eskom representatives indicated that the
DMRE IPP Office has not issued Request for Proposals to the
market, and thus there are no preferred bidders, nor contracts
awarded. They further indicated that the assumption, as agreed
with government, was that the procurement process would
have been completed at the beginning of 2022, and that the
first project would be commercially operating by 31 March
2023. As a result of not having completed the procurement,
they are of the view that it is extremely unlikely that there would
be storage project(s) in commercial operation during this
financial year (2022/23), and hence the costs are unlikely to be
incurred.
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6.9.27

Based, on the reasons above, the storage spending of R166m
is not allowed for the 2022/23 FY.

RENEWABLE ENERGY IPPs
Analysis of Eskom’s RE IPP cost
6.9.28

6.9.29
6.9.30

In the Eskom application for the 2022/23 FY, the volumes of
renewable energy IPPs (excluding wheeling and energy
imports from the SADC) in the 2022/23 FY will be about 20%
of the power sent out by Eskom stations.

Table 84 below shows the average prices of five bid windows
of RE IPPs in 2020. The prices were high initially, and have
decreased substantially in BW 4 as financing and technology
costs have decreased. BW 3.5 was made up of two
Concentrated Solar Power (CSP) projects, whose costs at the
time were relatively high.

Table 84: Renewable Energy costs of five bid windows technology in 2020

Average BW Price (R/kWh)

BW 1

BW 2

BW 3

BW 3.5

BW 4

2.90

2.05

1.58

4.32

0.92

6.9.31

Under the RE IPP programme of the revised production plan,
Eskom applied for R37 898m in the 2022/23 FY. The latter
amount includes the removal of ‘small-scale renewable-new’,
which was part of the initial application of Eskom. The amount
of R37 898m is expected to cover the costs of purchasing 19
370GWh from ‘BW1’ to ‘BW4+’ RE IPP projects. In other words,
the projected average price of RE IPPs (from BW1 to BW4+) in
the 2022/23 FY will be about R1.96/kWh, indicating a decrease
from previous years, when the price was higher than
R2.00/kWh. This decrease is attributed to the lower prices of
BW4 and BW4+ IPP projects.

6.9.32

As a result of the existing PPAs and proven record of
commercial operation of RE IPPs (from BW4 and BW4+), the
amount of R37 898m is allowed for Eskom to recover in the
2022/23 FY.
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6.9.33

In the IPP revenue application, Eskom also included the
projected ‘network pass-through costs’ amounting to R286m in
the 2022/23 FY. In the past, these costs were included in the
application as Use-of-System charges. Section 9.4 of the
MYPD methodology allows for these costs to be a passthrough. Therefore, based on the alignment of these costs with
the MYPD methodology of NERSA, an amount of R286m will
be allowed for Eskom to recover in the 2022/23FY.

6.9.34

Table 85 below shows a summary of all the 2022/23 FY
allowable costs for Independent Power Producers: NonSection 34 & Section 34 programmes.

Table 85: Allowable revenue for local IPPs under non-Section 34 & Section 34 programmes
IPP Costs (R'm)

Application FY2023

Revised Figure
FY2023

NERSA Adj. Post
Hearings

Decision

Eskom short term programmes

2520

0

0

0

2520

0

0

0

Section 34 programmes (non RE)

21874

14480

-9533

4946

DoE Peaking- Capital costs

1780

1780

0

1780

DoE Peaking- Other costs

756

3166

0

3166

Risk Mitigation Programme

18364

9367

-9367

0

MTPPP
Short term (incl Munic)
WEPS

Gas programme
Baseload Coal
Storage

974

166

-166

0

Renewable IPP

45339

37898

0

37898

Renewable IPPs Round 1

13000

12606

0

12606

Renewable IPPs Round 2

7118

6950

0

6950

Renewable IPPs Round 3

8364

8123

0

8123

Renewable IPPs Round 3.5

1987

1926

0

1926

Renewable IPPs Round 4

4497

4360

0

4360

Renewable IPPs Round 4+

4056

3932

0

3932

Renewable IPPs Round 5

6271

0

0

0

48

0

0

0

Total IPP energy costs

69733

52378

-9533

42844

Network pass through

286

286

0

286

Total IPP costs

70019

52664

-9533

43130

Renewable IPPs Round 6
Renewable IPPs Round 7
Renewable IPPs Round 8
Small-scale renewable - committ
Small-scale renewable - new
Solar Park Round 1

6.10 ENVIRONMENTAL LEVY
SUMMARY OF THE APPLICATION
6.10.1

The Government imposes certain taxes and levies that are
payable by Eskom.
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6.10.2

The Government Gazette No. 32309 dated 1 July 2012 set the
rate at 3.5c/kWh, which are actual payments to SARS and are
determined by the true metered generated volumes. For this
submission, Eskom indicated that the Generation Production
Plan that measures Energy Sent Out (ESO) as measured after
the high voltage transformer was used to derive the assumed
cost. This derived generated volume is then charged at the
applicable Environmental Levy rate for that period to obtain the
forecast cost per power station. It is assumed for the planning
period that no further rate increases will occur.

6.10.3

Table 86 below shows that Eskom is applying for a R6 610m
cost to be recovered as environmental levy for the 2022/23
MYPD5 financial year. The amount is based on the GWh as
indicated in the production plan, less clean energy.

Table 86: Environmental Levy 2022/23FY

Actuals Projections
2019/20 2020/21
Generated Volumes (GWh)
217 520
201 873
Environmental Levy rate (c/kWh)
3.5
3.5
Environmental Levy cost (R'm)
7 613
7 066
Environmental Levy

6.10.4

Projections Application
2021/22
2022/23
206 560
188 851
3.5
3.5
7 230
6 610

Eskom presented the latest information during the NERSA
public hearings. This information was based on the updated
assumptions that reflected an increase in the environmental
levy, resulting in the total costs to be recovered as R7 012m for
the 2022/23FY, as demonstrated in Table 87 below.

Table 87: Environmental Levy 2022/23FY (Updated Forecast)
Actuals Projections Projections Application
Environmental Levy
2019/20 2020/21
2021/22
2022/23
Generated Volumes (GWh)
217 520
201 873
206 560
188 851
Environmental Levy rate (c/kWh)
3.5
3.5
3.5
3.5
Environmental Levy cost (R'm)
7 613
7 066
7 230
6 610

Updated Forecast
2022/23
200 350
3.5
7 012

NERSA ANALYSIS
6.10.5

Section 16 of the MYPD4 methodology states that levies are
any charges that the Government may impose and are payable
by Eskom arising from its licensed activity. Taxes are any
123

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

amount arising from an enacted legislation that the
Government may require Eskom to pay, the amount of which
will be calculated in terms of such legislation.
6.10.6

The principle is that the levy is raised at electricity production
level, and that the electricity sales volume is lower than the
production volume. Thus, the environmental levy cost is
equivalent to the revenue related to the environmental levy.

Table 88: Environmental levy based on revised Production Plan (NERSA Decision)

Environmental levy
Total Non-Renewable energy sent out (GWh) [a]
Add: Auxilliary volumes (GWh) [b] = [a] x Specific
Station Aux%
Generating volumes [c] = [a + b]
Rate in c/kWh [d]
Generation levy cost (Rm) [e] = [c] x [d]
Average Effective Aux % = [b] /[a]

6.10.7

6.10.8

Application
NERSA
FY2023
Adjustments Decision
184 716
3 437
188 153
15 634
200 350
3,5
7 012
8,46%

0
3 437
0
120
0

15 634
203 787
3,5
7 133
8,31%

Based on the revised production plan, the amount of GWh to
be produced from non-renewables has increased, as shown
in
Table 88 above. This implies that the total environmental levy
to be paid will also increase. The revised environmental levy
allowed is R7 133m for the 2022/23 FY.

STAKEHOLDER COMMENTS
6.10.9

BUSA raised a concern that keeping the environmental levy is
double taxation. The environmental levy is explicitly intended
to cost the environmental impacts, including greenhouse gas
emissions.

6.10.10 BUSA further acknowledges that the applications and
implications of the Environmental Levy are largely beyond the
scope of the Regulator’s powers and duties; however, it is
important for the Regulator to understand the complexities,
challenges, and additional burden faced by customers.
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6.10.11 In BUSA’s view, it will be more cost effective for the economy
as a whole to plan for an expedited closure of these stations
and increase and expedite the procurement of clean energy
solutions. This can be done through the IRP2019-linked
procurement process, or by allowing direct procurement and/or
partnerships as envisioned by Eskom in its just energy
transition plan. BUSA understands the difficulty Eskom faces in
respect to the significant cost of compliance with the Minimum
Emissions Standards (MES) under the relevant legislation.
6.10.12 OUTA on the other hand is of the view that environmental levy
costs should not be reflected as a stand-alone but should be
added to the cost of primary energy as they accrue to fossil
generated energy.
NERSA ANALYSIS
6.10.13 NERSA notes comments made by stakeholders and agrees
that the determination of the levies is beyond NERSA’s
mandate. National Treasury has the mandate to develop
polices and impose taxes, therefore they are the relevant
department to deal with the environmental levy.
6.11 CARBON TAX
SUMMARY OF THE APPLICATION
6.11.1

National Treasury has introduced an additional tax that impacts
the electricity price. The Carbon Tax Act, 2019 (Act No. 15 of
2019) came into effect on 1 June 2019. This act provides for
the imposition of a tax on the greenhouse gas emissions of a
company [expressed in carbon dioxide equivalents (CO2eq)]
and matters connected therewith.

6.11.2

The tax rate was introduced at R120/tonne CO2eq, but the
Carbon Tax Act specifies that the tax must escalate at CPI+2%
during phase 1 of the tax (i.e. for 2020, 2021 and 2022) and
then at CPI thereafter.

6.11.3

Carbon tax liability is expected to be passed through to the
consumer.
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NERSA ANALYSIS
6.11.4

The methodology provides for all taxes and levies through
costs; therefore, carbon taxes will be dealt with as such.

6.11.5

Currently, under section 6(2) of the Carbon Tax Act (see
attached), Eskom and other electricity generators who produce
electricity from fossil fuels are able to claim a deduction against
their carbon tax liability.

6.11.6

This deduction is for the payment of the electricity generation
levy that emitters may be subject to, and additional costs for
purchases of renewable electricity under the Renewable
Energy Independent Power Producers Programme (applicable
for Eskom).

6.11.7

In the current legislation, this deduction comes to an end on
31 December 2022. For the period up to the end of December
2022, Eskom would have a zero carbon tax liability, i.e. the sum
of the electricity levy and renewable electricity purchases
exceeds or is equal to its carbon tax liability. Therefore, Eskom
has included a ‘carbon tax cost’ and liability from 2023.

6.11.8

Table 89 below shows how Carbon Tax was calculated.

Table 89: Carbon Tax calculation
Application
FY2023

Adjustments

178 572
-107 143
71 429
144
152

0
0
0
0
0

178 572
-107 143
71 429
144
152

10 429

0

10 429

Additional deductions to ‘generators of electricity from fossilfuels’ [g]

7 715

0

7 715

Net carbon tax levy liability after deductions
(Rm) [h] = [f] - [g]

2 714

0

2714

Carbon Tax
Total qualifying carbon dioxide (CO2) emissions (kilotonnes)
Multiply: tax-free allowances*** (60% for category 1A1a)
Net emission equivalent [c] = [a] - [b]
Carbon tax rate in R/tonneCO2eq [d]*****
Carbon tax rate in R/tonneCO2eq [e]*****
Gross carbon tax levy liability (Rm)
[f] = [[0.75 x [c] x [d]] + [0.25 x [c] x [e]]]/1000

NERSA
Decision
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6.11.9

BUSA acknowledges that the application and implications of
the Carbon Tax and Environmental Levy are largely beyond the
scope of NERSA’s powers and duties; however, it is important
for NERSA to understand the complexities, challenges, and
additional burden faced by customers.

6.11.10 However, City Power indicated that NERSA is advised to
disallow the R2 714m applied for carbon tax liability, as the
allowances currently applicable are not expected to change for
the duration of Eskom’s 2022/23 FY. Therefore, the net carbon
tax liability is expected to remain the same over the application
period.
6.11.11 NERSA has contacted National Treasury (NT) for verification
of the carbon tax liabilities. NT has proposed that NERSA await
the announcement to be made by the Finance Minister on 23
February 2022 on the carbon tax proposals for the second
phase in budget 2022 of the country, including whether the
electricity concession will be extended. Until NT provides this
clarification, it is recommended that Carbon Tax liabilities be
allowed as pass-through costs.
6.12 OPERATING COSTS
SUMMARY OF THE APPLICATION
6.12.1

Operating costs include all costs involved in the day-to-day
running of the business. Eskom’s operating costs include
employee benefit, maintenance, other expenses and allocated
corporate costs. It should be noted that these costs are the net
costs of capitalisation and therefore represent the costs that
are directly recoverable. The costs of operating and
maintaining new assets are included in the operating costs.
The projection for the operating costs has taken into account
the importance of driving cost curtailment in line with the
turnaround plan to reduce Eskom’s cost base. These initiatives
are expected to contribute to Eskom’s overall financial
sustainability.

6.12.2

In this application, Eskom is applying for a total of R72 356m
for the 2022/23 MYPD5 revenue application, as summarised in
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6.12.3

Table 90 below.

Table 90: Summary of operating expenditure costs

6.12.4

Eskom’s operating costs over the application period have
remained relatively static. The trends are illustrated in Figure
21 below.

Figure 21: Eskom’s operating costs

6.12.5

Eskom’s overall operating costs over the application period
have grown at a Compounded Annual Growth Rate (CAGR) of
approximately 5%. The analysis reflects that employee benefits
have an average CAGR increase of 2.32% (after capitalisation)
in this horizon. Similarly, the operating and maintenance costs
have an average increase in CAGR of 2.15% over the period.
128

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

The other operating costs see a marked drop with a CAGR of
negative 3.34% over the application period.
EMPLOYEE BENEFIT COSTS
SUMMARY OF THE APPLICATION
6.12.6

According to Table 91 below, Eskom is applying for employee
benefits costs of R29.3bn for the 2022/23 FY.

6.12.7

The employee benefit costs comprise direct remuneration
(salary, pension, medical aid, bonus and overtime) and indirect
remuneration (training and development, remuneration of
temporary and contract staff).

Table 91: Employee benefit costs application
Projections
Projections
Operating costs (R'm)
FY2021
FY2022
Employee benefit costs

28 468

29 396

Application
FY2023
29 300

6.12.8

In its application, Eskom stated that workforce optimisation was
identified as a major component to drive internal efficiencies,
increase productivity and lower operating costs. Approximately
80% of Eskom’s staff complement belongs to the bargaining
unit and 20% are at managerial level. Eskom has recently
relinked all service functions back to operations. The aim of the
relinking process is to maximise decision-making, improve
levels of accountability at the right levels of business, and
improve operational and financial efficiencies, maximise the
execution of strategy and operational plans, financial
efficiencies and effective resource allocation and usage,
including monetary and personnel.

6.12.9

Employee benefit costs are inclusive of cost to company
remuneration and other employee-related expenditures, such
as the skills levy, workman’s compensation contributions,
training, professional fees, overtime, contingency travel costs,
as well as labour recoveries for capital projects.
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6.12.10 As part of Eskom’s organisational restructuring and
divisionalisation process, employees in service and support
functions were re-linked back to line functions. The aim of this
process was to:
a. strengthen operations and maximise decision making;
b. improve levels of accountability at the right levels of
business;
c. improve operational and financial efficiencies;
d. maximise execution of strategy; and
e. improve productivity and value delivery.
6.12.11 According to Eskom, it has achieved substantial progress in
reducing its headcount since FY16, when this need was
identified as one of the strategies to manage increasing
employee benefits costs. Eskom managed to reduce the
employee benefits costs through the implementation of various
headcount management levers. Natural attrition has been the
primary headcount management lever, supported by a
moratorium on recruitment and the implementation of voluntary
separation packages (depending on the availability of funding).
NERSA ANALYSIS
Table 92: Eskom business employee costs
Emplyee costs
Generation R'm
Transmission R'm
Business Distribution R'm
Corporate employee R'm
Total
Total including corporate
Percentage increase
Percentage change incl coperate

Actual
2016/17
9 733
1 558
10 277
7 740
21 568
29 308

Actual
2017/18
9 592
1 413
10 087
6 277
21 092
27 369
-2,2%
-6,6%

Actual
Actual Projection Projection Application
2018/19
2019/20
FY2021
FY2022
2022/23
9 873
10 283
10 887
11 291
10 968
1 561
1 729
2 374
2 586
2 708
10 799
11 414
11 560
11 862
11 991
5 259
4 140
3 622
3 631
3 633
22 233
23 426
24 821
25 739
25 667
27 492
27 566
28 443
29 370
29 300
5,4%
0,5%

5,4%
0,3%

6,0%
3,2%

3,7%
3,3%

-0,3%
-0,2%

6.12.12 According to Table 92 below, Eskom employee benefit costs
for the three regulated businesses, excluding the corporate
division, are reducing by 0.3% based on the 2022/23 FY
projections. However, when compared to the 2019/20 FY
actuals, the costs are increasing by 9.7%. This increase shows
that Eskom employee costs are rising above inflation. When
corporate employees are added, the increase becomes 6.3%,
which is still above inflation. NERSA has determined an
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amount of R20 826m for the FY 2019/20, excluding corporate
employee costs, which is preceding the application year.
Eskom’s application of R25 667m is a 23% increase when
compared to the previous year’s decision.

Figure 22: Actual employee benefit cost

6.12.13 Eskom’s total employee cost has reduced since the 2016/17
FY, however the cost rose again in 2020/21, 2021/22 and the
application year. The increase in employee costs when a yearto-year comparison is made is below inflation. This shows that
although actual costs do not compare with NERSA’s decision,
there is an effort by Eskom to manage employee costs within
inflation.
6.12.14 The costs in the year of the application is not aligned to the
actual costs of the preceding year. Annual financial statement
note 35 shows an amount of R27 319m expenditure on
employee costs, which is a decline from R27 566m in the
2019/20 FY.
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Table 93: Eskom business headcount
Staff Complement and Emplyee costs
Generation Head count
Transmission Head count
Business Distrubution Head count
Corporate employee R'm
Total head count
Total including corporate
Percentage change excl corporate
Percentage change incl coperate

Actual
2017/18
12 986
2 182
19 032
7 116
34 200
41 316

Actual
2018/19
12 743
1 938
17 710
6 720
32 391
39 111
-5,3%
-5,3%

Actual
Projection Projection Application
2019/20
FY2021
FY2022
2022/23
13 620
13 076
13 042
12 724
2 084
2 839
3 092
3 154
17 604
17 594
17 520
17 422
6 176
2 985
2 922
2 868
33 308
33 509
33 654
33 300
39 484
36 494
36 576
36 168
2,8%
1,0%

0,6%
-7,6%

0,4%
0,2%

6.12.15 The headcount is declined by 5.3% and increased by 2.8% for
the 2018/19 and 2019/20 financial years respectively. As
illustrated in Table 93 above, a decline of 1.1% is realised when
using the 2021/22 projections, which shows that the projections
are lower than the application amount for 2022/23. This shows
that Eskom’s staff complement is declining at a minimal rate,
which does not contribute to a decrease in employee costs.
6.12.16 Fair South Peninsula Community Forum (FSPCF) in its written
comments stated that Eskom is overstaffed with overpaid and
under skilled personnel as a result of mismanagement, cadre
deployment and transformation. Both national government and
the unions must accept that if Eskom is to become a
sustainable, creditworthy business, it cannot subsidise low
productivity.
6.12.17 It was further stated by the Minerals Council that Eskom is
overstaffed by over 6,000 employees according to its Chief
Executive Officer (CEO) in a statement in February 2021.
Eskom’s CEO stated that Eskom could operate efficiently with
staff of 38,000 instead of the current 44,000. Eskom is currently
using natural attrition and voluntary severance packages to
lower staff, which is taking long to get to a sustainable labour
force. Eskom has not reduced staff to match the current
installed capacity. NERSA has the discretion not to allow
Eskom inefficient labour cost.
Conclusion and decision
6.12.18 Table 94 below shows NERSA’s decision based on inflation as
per MYPD4 methodology.
132

-1,1%
-1,1%

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

Table 94: NERSA decision based on inflation

Employee benefits costs(R'm)
Inflation adjusted employee costs excl corperate
Add corprate employee cost
Add supplimentary application
Total

NERSA
2019/20
allowed
Eskom
NERSA
inflation
NERSA
Application allowed
adjusted
Adjustment decision
25 740
20 826
21 971
3 769
21 971
3 560
3 580
1 282
29 300
20 826
21 971
2 467
26 833

6.12.19 The methodology under section 10.4.2 f states that ‘manpower
costs should be allowed in accordance with the allowable
revenue; any additional expenses over and above what was
allowed will be at Eskom’s expense, excluding inflationary
charges’.
6.12.20 NERSA has decided to maintain its decision of R20 826m
determined or allowed in the 2019/20 FY. However, to allow for
inflation adjustment, the amount has been adjusted by the
4.4% BER forecast inflation for 2022/23. To allow for
betterment, NERSA has further allowed a 1.1 % increase over
and above inflation, which is a difference of 5.5% between the
inflation and bargaining salary increase. This has resulted in an
amount of R21 971m for employee benefit costs for the
2022/23 FY, excluding corporate employee costs.
6.12.21 Eskom has applied for a reduction in the corporate employee
costs of R3 560m compared to the actual amount of R4 140m,
which was allowed in the 2019/20 RCA determination, and the
projected amount of R3 631m. NERSA has allowed an amount
of R3 560m for corporate employee costs, as applied for by
Eskom. NERSA has further added the amount of R1 824m to
its decision relating to a supplementary application in terms of
the court judgement of 10 March 2020. This therefore resulted
in a total allowed amount for employee costs of R26 833m and
adjustments of R2 467m based on the application amount of
R29 300m.
MAINTENANCE
SUMMARY OF THE APPLICATION
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6.12.22 Eskom has applied for a combined total of R20 195m for
Generation, Transmission and Distribution maintenance the
2022/23 FY. The applied amount is made up of R14 029m for
generation, R982m for transmission and R5 184m for
distribution.
6.12.23 Table 95 below shows the total maintenance costs that Eskom
has applied for in the 2022/23 FY control period.

Table 95: Maintenance costs
TOTAL Maintenance Cost (R'm)

Actual
FY2020

Projection
FY2021

Projection
FY2022

Application
FY2023

Generation
Transmission
Distribution

9 958
638
3 398

11 327
816
3 729

13 602
934
4 939

14 029
982
5 184

Total Planned Maintenance

13 994

15 872

19 475

20 195

6.12.24 Eskom applied for R14,029m for the 2022/23 FY, as shown in
Table 96 below, for its generation maintenance costs. This
amount is a total increase of 40.88% from the year 2020 actual,
but an increase of 3.14% from the year 2022.
Table 96: Eskom generation maintenance costs – projected and applied for figures
Generation (R'm)

Maintenance Costs (R'm)
Increase (%)

Actual
FY2020

Projection
FY2021

Projection
FY2022

Application
FY2023

9 958

11 327

13 602

14 029

13,75

20,08

3,14

6.12.25 Generation maintenance costs are based on planned
maintenance. Maintenance planning is informed by what
maintenance must be performed, in terms of the
replacement/refurbishment of components or assets, as well as
the routine outage maintenance activities. These activities are
required over the life of the plant.
6.12.26 The Eskom’s existing operational fleet of power stations is now,
on average, 32 years old and more than half of the coal-fired
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fleet will be older than 40 years by the start of the financial
period applied for. Therefore, increased maintenance costs are
expected for this ageing fleet due to additional maintenance
activities.
6.12.27 There will be a compound annual growth rate (CAGR) of
about -0.4% on generation maintenance costs for the next
three financial years mainly due to maintenance costs at
reversed storage stations and partially by new-build stations,
as well as long-term outages at Koeberg power station to
extend its life from 40 to 60 years.
6.12.28 The main cost drivers for generation maintenance costs are
Koeberg due to a long-term outage, and Hendrina due to no
capital having been invested for the past three years and now
more investment in maintenance is required to allow further
operation of the plant. Lethabo, Medupi, Duvha and Matla are
also scheduled for routine maintenance.
6.12.29 No breakdown per power station was provided, only key drivers
are discussed. Although it is sufficient, Eskom must submit a
table showing all the contributors to the maintenance costs.
6.12.30 Maintenance cost projections show that maintenance costs will
start to stabilise from the financial period applied for. Koeberg
is the biggest contributor to maintenance cost for the 2022/23
FY, due to refurbishment.
6.12.31 According to its research, Eskom found its maintenance costs
relative to replacement cost to be 1% as compared to its
benchmark of 1.7%.
Table 97: Eskom transmission maintenance costs – projected and applied for figures
Projectio
Projectio
Applicatio
Transmission (R'm)
Actual
n
n
n
FY2020
FY2021
FY2022
FY2023
Servitude Maintenance

46

118

168

171

Line Maintenance

107

167

185

191

Primary Plant Maintenance

177

189

201

207

38

49

54

57

Secondary Plant Maintenance
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Equipment & Spares
ERI (Transformer & Logistics)
Other
Total Maintenance

16

30

32

34

233

241

274

303

21

22

19

19

638

816

934

982

6.12.32 In transmission maintenance costs, Eskom applied for R934m,
as per Table 97 above, which is a 46% increase from the
FY2020 actuals of R638m. However, Eskom implies that the
actuals show abnormally low maintenance activities compared
to its normal operations and it attributes this to procurement
process challenges, which will normalise in FY2021.
6.12.33 Transmission maintenance costs comprise mainly of servitude
maintenance, line maintenance, primary maintenance and
Eskom Rotek Industries (ERI). ERI being the key contributor,
specialises in transformers and transformer logistics.
6.12.34 The amount applied for in the 2022/23 FY is driven by the
increase in the size of the network and the condition of the
network.
6.12.35 To ensure compliance with safety regulations, Eskom must
perform the necessary maintenance to ensure that the network
is able to handle increasing demand for energy transportation
as more and more IPPs are connected to the grid.
Table 98: Eskom distribution maintenance costs – projected and applied for figures
Distribution (R'm)

Actual
FY2020

Projection
FY2021

Projection
FY2022

Application
FY2023

High Voltage Networks

168

185

258

285

Medium Voltage Networks

306

336

469

518

Low Voltage Networks

390

428

598

661

Substations

275

302

422

467

Vegetation Maintenance

161

176

246

272

Wood Pole Maintenance

229

252

352

389

Total Planned Maintenance

1 529

1 679

2 345

2 592

Unplanned (Corrective) Maintenance

1 869

2 050

2 594

2 592
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Total Maintenance

3 398

3 729

4 939

6.12.36 Eskom applied for R5 184m for Distribution division
maintenance costs. This translates to a 52% increase from the
FY2020 actuals of R3 399m. However, the biggest increase
seemed to happen in FY2022. These increases are not
explained in the application and there is no way of interrogating
the application for the purpose of finding the reasons for the
figures applied for.
6.12.37 As seen in Table 98 key contributors are mainly low and
medium voltage network maintenance, followed by substation
maintenance. Eskom implies that this also includes
environmental and safety considerations, asset base network
performance, quality of service to the customer and
sustainability of network infra-structure.
Stakeholder comments
6.12.38 Regarding reliability of supply, the Energy Intensive User
Group (EIUG) says that NERSA must request concrete plans
for addressing the maintenance backlog with targets and that
NERSA must introduce a Service Quality Incentive for EAF.
6.12.39 Another similar question was directed at the Institute for
Economic Justice regarding maintenance and their response
was that NERSA should request a public report detailing the
maintenance history and the future maintenance planning
strategy. Then, new EAF targets must be determined.
6.12.40 NERSA will request a plan from Eskom to eradicate the
maintenance backlog and monitor its actions. A Service Quality
Incentive is already in place as part of the MYPD, therefore
there is no need to start another, but perhaps there is room to
improve the current one.
6.12.41 Once the strategic planning is complete, it will be clear how
NERSA can use the maintenance monitoring to motor and
ensure that maintenance is done and performance is improved
to reach acceptable EAF levels.
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6.12.42 A question was directed at Agri Western Cape on the utilisation
of Eskom’s fleet and how that should be factored into the
revenue determination. In response, they reasoned that the
Eskom fleet should be used as cost effectively as possible by
mothballing high-cost plants and maintaining existing ones to
avoid plant failures.
6.12.43 Eskom is currently shutting down those plants that have
reached their designed life of plant. It is done gradually to
ensure it is not left with insufficient reserves, as this may lead
to more load-shedding than it is experiencing at the moment.
6.12.44 Another question was directed at the Institute for Economic
Justice regarding maintenance and their response was that
NERSA should request a public report detailing the
maintenance history and the future maintenance planning
strategy. Then new Energy Availability Factor (EAF) targets to
be determined.
NERSA ANALYSIS
6.12.45 Generation maintenance showed a lower than inflation
increase of 3.1%. There was a significant increase for the year
2021 and a major one for 2022. This might be a sign that the
maintenance backlog has been dealt with and that in the future,
the cost of maintenance should start to decrease.
6.12.46 One of the key drivers of the maintenance cost in generation is
that the fleet needs more frequent maintenance, as the
equipment often breaks down due to wear and tear. Other
stations, namely Lethabo, Duvha, Matla and Medupi, also
contribute to the costs. However; this relates to routine
maintenance based on the stations’ outage philosophies.
6.12.47 This kind of maintenance must be done, to prevent the stations
from being rendered unsafe to operate. It would also contribute
to the existing maintenance backlog and cause Eskom to run
unhealthy plants, resulting in further load-shedding and
unintended costs due to breakdowns. These breakdowns will,
in turn, lower the EAF even further.
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6.12.48 Another key contributor is Koeberg Power Station Unit 1, which
will be undergoing a Steam Generator replacement in the year
2023. This maintenance will improve the Unit’s capacity and
prolong the life of the plant.
6.12.49 The planned outages that contribute to the Generation
maintenance costs as discussed above are to be allowed,
however, Eskom must provide NERSA and the public with a
detailed plan for these outages in order for NERSA to monitor
and ensure that they are carried out accordingly. This will
ensure that the maintenance backlog is eliminated.
6.12.50 Eskom changed the production plan during the public hearings,
however there was no change in the maintenance plan
provided in the application. This leaves the Energy Regulator
with the assumption that maintenance will go ahead as planned
and that there are no changes to the maintenance plan.
6.12.51 The changes to the production plan resulted in an increase in
primary energy costs, meaning that more plants will be
operating more than initially planned. This means that
maintenance would have been carried out and no costs would
be required in the form of an RCA.
6.12.52 In transmission, the application for the year 2023 translates to
5.1% increase from the year 2022. When compared with the
27.9% and 14.5% of the previous years, consecutively, it is
much lower and it shows that the backlog is being eliminated.
Therefore, the applied amount is allowed.
6.12.53 In distribution, the same scenario as in generation and
transmission is visible, where there is a lower increase
compared to the previous years. The percentage increase for
the year 2023 is 4.9%, as opposed to the 9.7% and 32.4%
increases in the previous years, consecutively, thereby
indicating that progress is being made in terms of the
maintenance backlog. These amounts applied for are then
allowed.
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6.12.54 Table 99 below shows Eskom’s application and the allowed
revenue.
Table 99: Total maintenance costs
TOTAL Maintenance Cost (R'm)

Eskom
Application
FY2023

Generation
Transmission
Distribution

14 029
982
5 184

Total Maintenance

20 195

Adjustments
-

NERSA
Allowed
14 029
982
5 184
20 195

Other Operating Costs
Summary of the application
6.12.55 Other costs consist of various expenses, such as
administration costs, telecommunication costs, consulting fees,
information management costs, customer services, property
management and other general costs.
6.12.56 The Generation Licensee’s business application includes
Southern African Energy (SAE), which is responsible for the
imports. SAE is an electricity trader in the Southern African
Development Community (SADC) and acts as Eskom’s
interface in the region. It manages the cross-border trading
portfolio (electricity imports and exports) both long-term and
short-term, including the Southern African Power Pool (SAPP)
markets with the aim of ensuring Eskom’s position is protected
and maximised and all associated risks are appropriately
treated.
6.12.57 The distribution business application includes the
reconfiguration of meters project that will assist in preventing
meter tampering, illegal connections or illegal electricity.
6.12.58 Eskom applied for other costs of R13 706m for the 2022/23 FY,
as shown in Table 100 below. This amount includes the three
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regulated businesses, namely Generation, Transmission and
Distribution.
Table 100: Other costs application

Other Costs R'm
Generation
Transmission
Distribution
Total

Actuals
FY2020

Projections
FY 2021
8279
810
3821
12910

Projections
FY 2022
8608
569
3747
12924

Applications
FY 2022/23
7128
680
4757
12565

7898
750
5058
13706

Generation Business
6.12.59 Eskom indicated that under generation business, expenses
under SAE include both local and international travels
undertaken for operational purposes. The travel-related
expense was determined based on the SAPP meetings,
anticipated regional meetings with trading partners and
relationship-building engagements. Four and half coal stations
will be placed into reserve storage, as they will not be needed
to produce electricity to meet the demand. The stations are
Hendrina, Grootvlei, Komati, Camden and half of Kriel. For
planning purposes, there will be a reduction of activities, as
these stations will be on cold reserve. NERSA acknowledged
the cost-saving measures implemented by Eskom on cold
reserve stations while improving operating efficiencies.
Transmission Business
6.12.60 Eskom mentioned that all leases entered into with third parties
are done in line with the overall Eskom procurement and supply
chain management policy. There is a management procedure
in place that sets out the application of appropriate processes
that results in efficient management of leases for commercial
buildings.
6.12.61 Eskom appointed independent professional service providers
to undertake certain tasks as part of acquiring
property/servitude rights. They perform services such as
Geotech studies, town planning assessments, visual impact
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assessment, social impact assessment, property valuation,
land surveying and negotiations.
6.12.62 The appointment of independent professional service providers
is not encouraged and Eskom should consider appointing
professional service providers only in circumstances where it
cannot utilise its own resources.
6.12.63 Eskom owned 527 telecommunication networking sites. Most
of these sites are located in remote areas that are not easily
accessible, where security reaction units are not available.
Provision is also made to mitigate/upgrade the current security
arrangement in the telecommunication sites to safeguard the
assets and ensure reliable operation of the network.
6.12.64 A hybrid of security guards and security technological systems
are deployed to mitigate increased risks in copper theft and to
preserve the integrity of assets and continuity of supply. The
increasing high demand for non-ferrous metals has highlighted
the vulnerability of Eskom’s facilities to vandalism and theft.
6.12.65 The security measures are currently inadequate to mitigate the
risk. Most of the sites/substations and towers are located in
remote areas where security reaction units are not available.
6.12.66 The implementation of roll-out of technology will enable Eskom
to reduce the cost associated with security contractors. Initially
there will be a need to invest in capital expenditure for security
technology, however it will be offset by the decrease in the
number of security guards per site. A technology centric
approach will assist in curbing the uncontrolled escalation of
guarding costs.
6.12.67 The implementation of security technology in the remote sites
will include:
a. pre-detection cameras (CCTV);
b. alarm system;
c. security lighting; and
d. non-lethal electric fence.
Distribution Business
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6.12.68 NERSA notes the reconfiguration of prepayment meters’
project initiative created by Eskom. This will contribute to
Eskom’s distribution business, as more revenue will be
generated from this project. Moreover, this will assist in
preventing meter tampering, illegal connections or illegal
purchase of electricity.
6.12.69 Failure to implement this project will disrupt electricity service
delivery, leading to irate, unhappy customers, which in turn
may trigger temptations for meter tampering, illegal
connections or illegal electricity purchases. All these will cause
revenue loss as well as exacerbate non-technical energy
losses and social unrest.
6.12.70 Strategies to deal with meter tampering, illegal connections or
illegal electricity are as follows:
a. investigations and prosecution of illegal vendors and illicit
meter suppliers
b. data analytics to detect and resolve exceptions, audits and
fixes,
c. increasing visibility/restricting access to metering
infrastructure
d. investigations and prosecutions, disciplining of Eskom
employees participating in the crime
e. partnership with local communities to eradicate meter
tampering and buying from ghost vendors.

Figure 23: Operating actual costs compared to NERSA’s decisions
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NERSA ANALYSIS
6.12.71 Figure 23 above shows that Eskom’s expenditure is not in line
with NERSA’s decision. From the 2013/14 actuals to the
2019/20 projections, Eskom has consistently spent above the
NERSA decision. Eskom’s reasons for the over-expenditure
are that the assumptions used in determining other costs do
not use NERSA’s decision as a base. The assumptions used
considered the economic conditions at the time and other
elements that influence other costs. This reason is considered
unacceptable, as it does not take into account the Energy
Regulator’s decision.
6.12.72 During the public hearing, City Power mentioned that other
expenses in the AFS and the operating and maintenance
(Opex) as per the AFS are not directly comparable. Eskom has
overstated the Opex for the current financial year (2021/22 FY)
before increasing it in line with CPI (7%) for the 2022/23 FY.
Therefore, City Power is of the view that NERSA can afford to
reduce the Opex application by the CPI adjustment and the
saving can be used towards earning Eskom positive return of
asset.
6.12.73 NERSA has adjusted other costs by the CPI to encourage
Eskom to improve its operating efficiencies, as shown in Table
101 below.
Table 101: NERSA final decision – Other Costs

Other costs R'm
Eskom Application
NERSA adjustment
Total Allowed

FY 2022/23
13 706
-1710
11996

ARREAR DEBT
Summary of the application
6.12.74 Arrear debt is the amount accrued from the date on which the
first payment was due. Eskom is currently applying for R5
66m for the 2022/23 financial year, as shown in
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6.12.75
6.12.76 Table 102. In 2019/20, Eskom’s arrear debt amounted to R8
228m.
Table 102: Eskom application – Arrear Debt

6.12.77 As seen in
6.12.78
6.12.79 Table 102 above, Eskom’s debt consists of Soweto debt, small
power users, municipalities and large power users
Soweto Debt
6.12.80 Eskom identified Soweto as a high-credit-risk area and has
challenges collecting the overdue amounts from the customers.
Eskom is applying for gross impairments of R122m for the
2022/23 financial year.
6.12.81 Eskom is currently implementing a technical solution to convert
conventional meters to prepaid meters as a strategy to curb the
increasing debt from customers. While Eskom has experienced
the following challenges, it anticipates the conclusion of this
rollout solution by 2023:
a. resistance by consumers to convert from conventional
meters to pre-paid split metering due to the historic culture
of non-payment;
b. an increase in prepaid customers buying from ‘Ghost’ Credit
Dispensing Units;
c. backyard dwellers exacerbating the non-payment culture;
d. home owners are collecting rent and not paying for services;
and
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e. periodic protest action, with recent protests from areas
where split metering is not installed.
Municipalities
6.12.82 Municipal debt, likewise, poses a significant risk to Eskom with
overdue debt increasing from R13 570m (FY2018) to
R35 524m (FY2021). Eskom is applying for gross impairments
of R7 251m for the 2022/23 financial year.
6.12.83 Eskom has a municipal debt management strategy in place to
ensure maximum collections from non-paying municipalities.
Due to challenges in the past, Eskom had to resort to the courts
to enforce contractual credit control measures.
6.12.84 The non-payment by municipalities is due to systematic failures
within the municipalities. To address these systematic issues,
Eskom is advocating an Active Partnering solution whereby
Eskom supports municipalities with distribution, reticulation and
revenue collection services. Eskom further indicated that the
full benefits of this solution will only be realised over the next
five to ten years.
Top Customers
6.12.85 Top Customers (also known as Key Customers) are customers
from which Eskom collects most of its revenues and that have
an excellent payment record. The payment levels were close
to 100% for the 2019/20 financial year.
6.12.86 Due to adverse market conditions such as COVID-19, the risk
of non-payment by key customers exists and may have a
significant impact on the impairments should one of the
customers default. Eskom is, thus, applying for gross
impairments of R182m for the 2022/23 financial year to cater
for such risk.
Other Large Power Users (LPU) and Small Power Users (SPU)
6.12.87 Eskom manages payments from LPU and SPU, with payment
levels greater than 99% for most of the financial years. Only a
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small portion of Eskom’s customer base is contributing to the
increase in the overdue debt. Eskom is applying for gross
impairments of R686m for the 2022/23 financial year.

Figure 24: Year-on-year arrear debt percentage increase

6.12.88 Figure 24 above shows the gross impairments’ year-on-year
percentage increases. Over the years, gross impairments have
increased significantly. The gross impairment decline of 18%
for the 2020/21 financial year is due to an amount of R4 940m
of municipal debt and R95m of key customers, LPU and SPU
debt written off.

Figure 25: Debt written off

6.12.89 Figure 25 above shows Eskom’s debt written off over the past
financial years.
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6.12.90 Eskom indicated that it is applying for an arrear debt limit of 2%
of the revenue, despite the fact that current arrear debt actuals
are closer to 4%. This implies that Eskom expects to collect
98% of its total debt, which includes interest.
6.12.91 The continued difficult economic environment as a result of
business closures, increased high unemployment levels and
other factors experienced by customers, leaves Eskom with a
credit risk when customer accounts are not paid.
6.12.92 In order to not further burden the customers, Eskom states that
the limitation of its arrear debt application by 2% will result in
more than R4.7bn of impairment costs not being included in the
application.
6.12.93 Eskom indicated that the 2% impairment of revenue applied for
will cover at least 50% of the expected non-payment from
customers and this will partially contribute to the recovery of
costs incurred.
6.12.94 Eskom further indicated that with the struggling South African
economy, the increase in debt levels of the average South
African consumer, municipalities struggling to be financially
sustainable, a 0.5% impairment (99.5% payment level) was not
considered as a realistic application for prudent costs.
6.12.95 The following are strategies that Eskom continues to implement
to curb and collect payments from Municipalities:
a. improving internal processes; continuing with current legal
interventions including ensuring compliance to the IRFA
governance rules; limiting the supply provision to indebted
municipalities; continuing with the active partnering
initiative; and participating and contributing to the various
government task teams.
6.12.96 For the Other Customers, Eskom is implementing the following:
a. implementing payment in advance for large customers to
mitigate non-payment and in lieu of account security
requirements;
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b. improving the current frequency and throughout to
disconnect indebted customers who do not respond to
payment requests;
c. offering customers payment extensions and payment
arrangements where applicable;
d. installation of smart meters with required system solutions
to remotely disconnect and reconnect customers;
e. encourage customers to settle accounts via debit order;
f. conversion of conventional customers to prepayment
where possible;
g. increasing the current revenue security adequacy level to
mitigate future arear debt levels;
h. multiple reminders, which includes warnings on bills; letters
to customers and SMSs to encourage payments, before
implementing disconnection; and
i. handover of customers with terminated debt (no longer
consuming but has outstanding debt with Eskom) to
external Debt Collectors. This may lead to summons being
issued and litigation to recover the debt taking place.
NERSA ANALYSIS
6.12.97 During public hearings held in various provinces, stakeholders
indicated that municipal debt is reaching uncontrollable levels.
Stakeholders suggested that Eskom write off a portion of these
debts due to the fact that municipalities are struggling to pay
and the high unemployment levels make matters worse.
6.12.98 The municipal debt matter is currently being addressed by
various government departments in consultation with local
government entities together with Eskom.
6.12.99 In the past years, NERSA has been adopting a 0.5% allowance
as a provision for arrear debt. This meant that the Energy
Regulator expected Eskom to collect 99.95% of its total debt.
However, for the 2022/23 financial year, Eskom has adopted a
2% impairment provision cap, which is a deviation from
NERSA’s past decisions.
6.12.100 Eskom’s application to limit impairment costs to 2% of revenue
for the 2022/23 financial year is reasonable, taking into account
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the challenges associated with the current economic
environment and payment challenges by customers due to the
current economic environment.
6.12.101 NERSA notes and commends Eskom’s efforts to implement
strategies and its application to limit the impairment costs to 2%
despite them being closer to 4%. The current economic
environment exacerbates the current overdue customer debt
and non-payment situation.
6.12.102 Even though the motivation put forward by Eskom is
convincing, the decision by the Energy Regulator is to exclude
the entire R5.6bn that was applied for, for the following
reasons:
a. If this is allowed, paying customers will be penalised for the
sins of non-paying customers.
b. If this is allowed, Eskom does not have to face the normal
challenges a business faces in respect of bad debts.
c. Allowing this amount does not promote efficiency and
effectiveness in debt collection.
6.12.103 The applied for arrear debt as shown in Table 103 below is
therefore not allowed.
Table 103: NERSA final decision – Arrear Debt
Arrear Debt R'm
FY 2022/23
Eskom Application
5 666
NERSA Adjustment
-5 666
Total Allowed

0

Corporate Overhead Costs
Summary of the application
6.12.104 Corporate overhead costs incorporate those costs that are
centrally controlled and are required for the generation,
transmission and distribution of electricity. In Eskom's value
chain, these costs incorporate the provision of services at a
centralised strategic and operation level. The net corporate
overheads over the MYPD5 application of FY2023 is R8 324m.
These costs are related mainly to employee benefits, operating
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costs and depreciation. The corporate costs are allocated to
the licensees in accordance with the MYPD methodology
requirements.
6.12.105 The strategic level services include: Executive Oversight and
Strategic Direction; Stakeholder Engagement; Secretarial,
Legal and Corporate Governance and Compliance Services;
Assurance and Forensics; Group Tax and Compliance;
Financial and Management Report, Financial Planning and
Economic Regulation; Treasury Services, Risk and Safety,
Health Environmental and Quality Services.
6.12.106 The operational level services include the provision of the
Human Resources and Training Function; Eskom Real Estate
Services; Shared Services and Commercial Procurement
Services; centrally controlled and managed Security Services;
centrally controlled and managed Group IT service; and
Assurances services and Financial Business Partner and
support services.
6.12.107 Table 104 below sets outs the operating expenses and, by
extension, the revenue requirements for the provision of the
Corporate Function services to Eskom Licensees.
Table 104: Corporate Total Costs

Note: FY2020 Actual includes Technology, Telecoms and PDD and PDE which have been transferred out to the
Licensees for the subsequent years
* Includes severance package which are addressed centrally
** Includes restructuring costs best addressed centrally
*** Impact in FY2021 is due to a once-off change in the methodology regarding the approach to the cash projections on
the FECs

Overall Operating Expenditure

151

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

6.12.108 The main cost components within the Corporate function relate
to employee benefit expenses, other operating costs and
depreciation.
6.12.109 In a bid to improve efficiencies and benefit from economies of
scale, the centralised model was first mooted at the start of the
MYPD3 period and has since been rolled-out into the current
structures of Eskom. It is evident that this centralisation of roles
has gained significant success in managing and containing the
centralised costs. It is felt that efficiencies have been gained
through the roles being performed in this manner. In
preparation for the divisionalisation of Eskom, some of the
operational level services have been relinked to the line
divisions, namely Generation, Transmission and Distribution.
6.12.110 During the FY2021, the following roles have been relinked from
a central corporate role to the particular divisions. Hence, all
costs associated with these services now reside within the line
division.
a. Telecoms (Transmission)
b. Group Technology (Generation)
c. Project Development Department (Generation)
d. Project Development Monitoring (Generation)
6.12.111 Services including finance, security, procurement, fleet
services and revenue management within the remaining
corporate functions, which are considered to be better
managed within the licensees, have also been relinked. This
would be in effect during the MYPD5 period.
Employee Benefits
6.12.112 The increase in the employee benefit costs in FY2022 is based
on the expectation that critical vacancies, which exist in Group
IT, Eskom Real Estate and Strategic Functions, will be filled.
This is followed by targeted headcount reductions in the
following years, offset by annual salary increases. The overall
employee benefit costs for the various corporate support roles
are declining over the application period.
6.12.113 Table 105 below sets out the headcount projections for the
different operating units in the Corporate Function.
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Table 105: Corporate headcount projections

6.12.114 Employee numbers are projected to decrease over the
application period from a projected number of 6 176 in FY 2020
to a projected low of 2 868 by FY2023 in line with Eskom’s
strategic workforce plan. This is further supported by strategies
to identify and implement efficient methods of managing
employee benefit cost drivers, which include but is not limited
to overtime, ad-hoc salary increases, band creep, scheme cars
and certain premiums and allowances, and span of control by
reducing organisational reporting layers. Resource allocations
would be managed through internal placements and other
approved levers. The operating model will address optimal
structures and productivity improvement initiatives in order to
achieve an optimal headcount.
Other Operating Expenses
6.12.115 Corporate Functions’ operating costs are mainly driven by the
following services:
a. Audit, annual reporting and actuarial valuations
b. Legal and Consulting services
c. Software subscriptions and support costs
d. IT services and hardware support & maintenance
e. Research & training.
6.12.116 Due to the nature of Eskom’s business, the need for security
has become a reprioritised key focus area, with specific needs
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being catered for facilities that are defined as national key
points, where particular regulations must be complied with.
Some of the initiatives initially planned for FY2021, including
Ghost Vending & Illegal Connections, are expected to
commence in FY2022 and continue into the application period.
These projects were delayed due to various challenges,
including but not limited to the COVID-19 restrictions.
6.12.117 Under Group Finance Controller (GFC) – The key cost drivers
are audit fees; annual report preparation; publication; actuarial
valuations; and consultant costs, as directed by Executive
Management.
Depreciation and Amortisation
6.12.118 Depreciation charges in the Corporate Function are driven by
the asset basis in the following operating units: Group IT,
Eskom Properties, Security Services and Research Test and
Development.
6.12.119 The increase in depreciation relates mainly to the Security
Projects, as well as Research Projects, which are currently in
the development phase and, once completed, will be brought
into commercial operation during the application period.
NERSA analysis
6.12.120 According to Table 106 below, the overall corporate costs is
increasing by 1.20% when compared to the NERSA’s decision
in FY2020. The actual amount spent in FY2020 indicates that
Eskom underspent by 22.33% in that year.
Table 106: Overall corporate costs

Corporate Division (R/m)
Corporate Costs
Percentage increase

NERSA Decision
Actual FY2020 FY2020
Application FY2023
6 388
8 225
8 324
1,20%

6.12.121 Table 107 below shows that Eskom’s employee benefit costs
for the corporate division are reducing by -1.96% based on the
2022/23 projections. When compared to the FY2020 actuals,
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the costs are decreasing by 14.01%. NERSA has allowed an
amount of R4 742m for the FY 2021/22. Eskom’s application
when compared to the previous year’s decision shows a
decrease of 13.68%.
Table 107: Corporate employee costs

Actual
Projections Projections
Application
Employee cost (R/m) FY2020
FY2021
FY2022
FY2023
Corporate Division
4 140
3 622
3 631
3 560
Percentage increase
-12,51%
0,25%
-1,96%

6.12.122 As seen in Table 107 above, employee benefits over the
application period reflect a planned decrease for bargaining
unit and managerial employees. In addition, a reduction in
headcount occurs over the application period to achieve further
efficiencies.
6.12.123 The headcount is declining by 51.67%, 2.11% and 1.85% for
the 2020/21, 2021/22 and 2022,23 financial years,
respectively. As illustrated in Table 108 below, a decline of
2.11% is seen when using the 2021/22 projections, which
shows that the projections are higher than the application. Even
when compared to the 2019/20 actuals, there is a significant
decrease in the number of employees. This shows that
Eskom’s corporate staff complement is declining and also
contributing to a decrease in employee costs.
Table 108: Corporate staff compliment

Corporate Staff
compliment
Corporate Division
Percentage increase

Actual
Projections
Projections
Application
FY2020
FY2021
FY2022
FY2023
6 176
2 985
2 922
2 868
-51,67%
-2,11%
-1,85%

6.12.124 Under GFC, provision for voluntary separation costs have been
included in the operating costs at a Group level for the period
FY2021 to FY2023. It is envisaged that this may be required in
support of achieving a further headcount reduction. The costs
in this division is increasing from R578m to R618m, translating
to a 6.92% increase for FY2023.
Other Operating Costs
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6.12.125 Other operating expenditure under Eskom’s procurement and
supply chain division includes the costs for travel and
subsistence, logistics, probity checks and vendor
investigations, which is increasing by 2.94% in FY2023 (from
R102m to R105m).
6.12.126 The key drivers for other operating expenses within Eskom’s
Real Estate are the maintenance of properties; operating
leases including services buildings, rates and taxes and
building related insurance, which is decreasing by 5.3% in
FY2023 (from R319m to R302m).
6.12.127 Under Eskom’s Treasury – The other operational expenses are
incurred to support the organisation by providing funding and
liquidity and managing the associated risks. Treasury is
responsible for the administration of the debt book and
provides settlement functions. These services are provided to
subsidiary and associate companies in the group. Expected
legal costs related to legal separation are included in FY2022
and FY2023. The increased expenditure in FY2021 is as a
result of the R1.8bn impairment of an Eskom Finance
Company loan. The treasury’s overall movement in costs
amounts to a 16.44% decline (from R73m to R61m) in FY2023.
6.12.128 The above inflation increase in costs under GFC over the
MYPD5 period (from R288m in 2021FY to R1 907m in 2022FY)
is to cater for audit and other consulting fees required for the
legal separation of the Generation and Distribution divisions.
Provision has been made for specialist services required for
initial restructuring costs relating to ring- fencing of divisions,
assessing and retaining critical capabilities, ensuring a high
performance culture and establishment and operation of a
turnaround management office to manage the execution of the
latter (reporting directly to the Eskom GCEO).
6.12.129 The increased amount under GFC is offset by an increased
income in FY2021 as a result of a R1bn dividend received from
Eskom Enterprises. Under the GFC, a management fee is
charged to the Eskom subsidiaries for employee benefit
expenses of staff secondments.
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Other income
6.12.130 Other income comprises dividend income, management fees,
recovery of contracts executed on behalf of subsidiaries,
testing conducted in laboratories and sale of energy
publications, meal and bus ticket sales and projected grants
from National Skills Fund and mandatory grants from The
Energy and Water Sector Education and Training Authority
(EWSETA).
6.12.131 Eskom Real Estate is currently in the process of disposing of
property, which is expected to generate income up to the first
year of the MYPD5 period.
6.12.132 Table 109 below shows the decision made for Eskom’s
corporate overheads costs.
Table 109: Corporate overheads allowed costs

Application
Corporate Costs R'm FY2023
Adjustments
Corporate Overheads
8 324
-

NERSA Allowed
8 324

Conclusion on operating expenditure
6.12.133 Table 110 below shows the total operating expenditure
compared to what Eskom has applied for as part of its revenue
requirement, adjustments made and what has been allowed.
Table 110: Overall operating expenditure decision

Eskom
Application
Operating Costs R'm
FY2023
Employee benefit costs
29 300
Maintenance
20 195
Other operating costs
13 706
Corporate Overheads excl Employee Benefit
4 764
Other Income
1 173
Corporate Social Investment
102
Operating cost excl Arrear Debt
66 690
Arrear Debt
5 666
Total Operating cost incl Arrear Debt
72 356

Adjustments
NERSA Allowed
2 467
26 833
20 195
1 710
11 996
4 764
1 173
102
4 177
62 513
5 666
9 843
62 513
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Eskom’s fraud, fruitless and wasteful expenditure
Eskom Application for MYPD5 2022/23 FY
6.12.134 In its application, Eskom indicated that there has been progress
in the recovery and processing of major corruption and fraudrelated matters. The progress is summarised as follows.
Major investigations
6.12.135 The finalisation of investigations into former board members
and executives suspected of misconduct combined with legal
action to recover financial losses remain a key priority. Eskom
states that it will continue to provide all necessary information
and support to the South African Revenue Service (SARS), the
SIU, the South African Police Service (SAPS), the Directorate
for Priority Crime Investigation (Hawks), the National
Directorate of Public Prosecutions, the Zondo Commission and
National Treasury. Nevertheless, criminal convictions and
recovery of financial losses are dependent on successful
prosecution by law enforcement agencies and the justice
system. Regrettably, this remains a lengthy process, resulting
in slow progress on various matters.
Stefanutti Stocks Isazi JV
6.12.136 The contractor has submitted several compensation event
claims against Eskom, which could amount to as much as
R1.3bn, depending on the degree of success. Eskom is at risk
in respect of some of the claims, since they are deemed
compensation events in terms of the contract. Eskom has also
issued its final statement of account of approximately R315m
to the contractor.
6.12.137 During a hearing in February 2021, the contractor reduced its
claims to approximately R450m. The parties are considering
the possibility of the measurement dispute being settled by an
independent measuring quantity surveyor. The SIU has
referred the matter for investigation to the NPA (Negotiated
Pricing Agreements). After being brought to the attention of the
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adjudicator, he indicated that he is unable to do anything about
the SIU’s letter. The contractor has queried the independence
of Eskom’s expert, HKA, given that the SIU is also using HKA.
The parties and adjudicator have agreed that the adjudicator
will not deliver his decision, which is available, until so
instructed by the parties, pending discussion between the SIU
and the contractor.
Impulse International
6.12.138 Impulse International has instituted action against Eskom for
claims of approximately R61m, and ERI for claims of
approximately R22m. Eskom filed a counterclaim requesting
the court to grant an order declaring these contracts be set
aside. Eskom is requesting the court to order that it be
reimbursed for all payments made to Impulse International
pursuant to these contracts. In parallel, Eskom is engaging with
the SIU and NPA to ensure a collaborative approach to dealing
with the litigation. This is to ensure that Eskom’s legal strategy
does not negatively influence the legal action being pursued by
the NPA and SIU. Eskom is awaiting trial dates for the matters
to be set down for hearing.
Tegeta (Brakfontein Mine)
6.12.139 Tegeta (Brakfontein Mine) is under business rescue and
Eskom submitted a claim of approximately R359m against the
business rescue practitioners for post business rescue
penalties for failure to supply coal. The underlying coal supply
agreement was set aside in terms of a court order handed down
on 4 March 2020. It is anticipated that the business rescue
practitioners will reject the claim as the contract was declared
invalid and of no force and effect. However, the SIU has
instituted proceedings against Tegeta and the business rescue
practitioners to repay Eskom approximately R734m as just and
equitable relief.
Trillian
6.12.140 Following Trillian and Wood’s failure to repay Eskom the court
ordered sum of approximately R595m, Eskom launched
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liquidation proceedings. SARS has intervened as a party to the
liquidation proceedings, claiming that Trillian owes it
approximately R600m in unpaid taxes. SARS has a preferential
claim in this regard. Accordingly, Eskom will submit a claim for
R595m to the liquidators, but will not contest SARS’s claim in
the interests of the country.
PwC
6.12.141 PwC was contracted irregularly following a flawed procurement
process on a risk-based contract to realise Capex savings on
Eskom’s generation projects. On 16 March 2021, Eskom
issued a High Court application against PwC for an order
declaring the award of the task order to PwC unlawful,
unconstitutional and invalid; reviewing and setting aside the
award; reviewing and setting aside the contract concluded with
PwC following the award; and claiming repayment of R108m
paid to PwC.
Meagra Transport
6.12.142 Meagra submitted fraudulent invoices to the amount of R35m
for coal transport between 2016 and 2018. Eskom has
recouped R3m from Meagra, and is pursuing the balance.
Eskom’s Assurance & Forensics Department is liaising directly
with the Asset Forfeiture Unit, which is seeking a court order to
attach assets to recover Eskom's funds. The owner of Meagra
as well as a former Eskom employee are facing 53 counts of
fraud and theft before the Specialised Commercial Crimes
Court in Johannesburg.
Econ Oil and Energy (Pty) Ltd (Econ Oil) – Overcharging
6.12.143 On 14 December 2020, Eskom received an interim forensics
report quantifying possible overcharging by Econ Oil to the
amount of approximately R1.2bn over a five-year period from
2012 to 2017. According to the relevant contractual dispute
resolution provisions, Eskom instituted arbitration proceedings
against Econ Oil on 17 December 2020 to recover this sum.
Econ Oil is opposing the application and has served its plea
and a special defence based on the prescription. The parties
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are scheduling a pre-arbitration meeting with the arbitrator, to
discuss and agree on the procedure for the arbitration
proceedings and dates for the delivery of further documents
and a hearing.
Econ Oil Bid Corp 4786 – Review
6.12.144 In a dispute regarding the validity of a contract for fuel oil
between Eskom and Econ Oil, the adjudicator found that a
contract existed between the parties. Eskom has referred the
matter to arbitration. Eskom denies that it concluded a contract
with Econ Oil, and launched an application at the High Court
on 29 January 2021. In Part A of the application, Eskom
requested the Court to suspend dispute resolution proceedings
under the NEC3 contract, pending the final determination of
Part B, the judicial review. In Part B, Eskom applied to review
and set aside its own decision to award the tender to Econ Oil.
Econ Oil is opposing this application.
Tenova Mining and Minerals South Africa (Pty) Ltd
6.12.145 Tenova initiated Dispute Adjudication Board (DAB)
proceedings against Eskom related to the engineer's rejection
of certain claims and claims payment of an additional R339m
above the R1.1bn already paid, based on purported
settlement agreements that Eskom alleges were not agreed
to. The DAB will entertain certain preliminary defences first.
The SIU is investigating the directors of the company and it is
suspected they had colluded with Eskom personnel, through
third-party subcontractors. The parties are concluding the
Tribunals’ agreement.
Tubular P11A – Air-cooled condenser at Kusile
6.12.146 Tubular submitted an ongoing delay and disruption claim
against Eskom for approximately R240m. Eskom successfully
opposed the claim at DAB and Tubular later notified
dissatisfaction. The civil claims are dormant, but the SIU is
investigating the matter, and the NPA has charged Tubular’s
directors and ex-Eskom employees with various fraud and
corruption claims. Once further information is available,
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Eskom will consider instituting a review application to set the
contract aside. Tubular has been placed in liquidation.
ABB
6.12.147 Eskom is working with the SIU to set aside a contract that was
irregularly awarded to ABB. In December 2020, ABB repaid
approximately R1.5bn to Eskom.
Medupi and Kusile new-build
6.12.148 Eskom, with the assistance of the SIU, is reviewing various
contractual claims submitted by contractors at Medupi and
Kusile, where it is suspected that there may have been
collusion between Eskom employees and contractors.
Optimum Coal Mine (Pty) Ltd
6.12.149 Eskom has submitted a claim of R5bn against Optimum’s
business rescue practitioners for pre- and post-business
rescue penalties. This has subsequently been reduced to
R1.28bn after an arbitration ruling.
Deloitte Consulting (Pty) Ltd
6.12.150 In October 2019, Eskom instituted legal proceedings against
Deloitte to recover R207m arising from task orders that were
awarded irregularly, in the absence of an open and
competitive tender process. Eskom and Deloitte reached a
settlement agreement in March 2020; Eskom received
R150m plus VAT in full and final settlement in May 2020.
Claims against directors and employees
Eskom v Brian Molefe and 11 others
6.12.151 Eskom is pursuing civil action for R3.8bn against a number of
former Eskom directors and executives to recover losses as
a result of State Capture and the involvement of the former
directors and executives therein. On 3 August 2020,
combined summons and particulars of claims were issued
against 12 defendants, with the SIU cited as co-plaintiff. Of
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the 12 defendants, Eskom is only pursuing claims against
former Eskom executives and directors (Messrs. Ngubane,
Mabude, Pamensky, Molefe, Singh and Koko, as well as Ms
Daniels) based on breach of fiduciary duties and breach of
contract. The Acting Deputy Judge President has placed the
matter under case management, and a meeting with the case
manager is awaited.
Recovery of monies irregularly spent on behalf of directors and
executives for legal fees
6.12.152 Eskom has instituted action to recover monies advanced in
respect of legal fees to five former directors and executives.
An amount of R27 000 has been recovered from one director,
while another director as entered into a payment arrangement
for R500 000, however he has defaulted on the arrangement.
Three other directors (owing R706 000, R595 000 and
R201 000 respectively) are defending the action. The former
Eskom executive (owing R70 000) is also defending the
action. Trial dates have been applied for against the three
directors, and an application for default judgment has been
made against one director and the executive.
Wilge residential development project and former general manager
for facilities
6.12.153 The Wilge residential development project was undertaken in
2012 to build residential units for the Kusile Power Station
Project to accommodate artisans during the construction of
the power station. A contract was awarded at approximately
R260m for the completion of 336 residential flats by
December 2013. The cost incurred was approximately
R840m, which has been declared fruitless and wasteful
expenditure.
6.12.154 Disciplinary proceedings were instituted against the then
General Manager, Mr Mamorare, as a result of his conduct in
failing to perform his duties and causing significant financial
losses to Eskom. He was subsequently dismissed, and a
decision was taken to recoup losses attributable to his
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conduct from him. The amount that may be claimed is being
quantified, after which counsel will advise on the next steps.
NERSA ANALYSIS
6.12.155 In the previous year, the Energy Regulator had made
decisions relating to fraud and corruption in Eskom. The
following are decisions that had been made by NERSA over
the years in relation to fraud and corruption activities within
Eskom.
6.12.156 A full prudency review and audit will be conducted, which will
also take into consideration other state investigations into
Eskom on fraud, corruption and state capture. This is also
driven by the fact that Eskom has failed to submit additional
information to the Energy Regulator to show how it catered for
inefficiencies (i.e. how it took into consideration the units that
are on extended inoperability or cold reserve e, and
adjustments based on actual plant performances). There is no
proper justification for how the RAB opening balances have
escalated at the alarming rate as indicated in Table 111
below. (MYPD4 RFD Paragraph 8.5.23).
6.12.157 The Energy Regulator considered that Eskom conceded that
certain governance failures occurred in Eskom but, at the time
of the decision, the extent of the governance failures or
amounts associated therewith had not been quantified. The
Energy Regulator may initiate its own investigation into the
governance failures in Eskom and may effect adjustments to
Eskom’s revenue based on the relevant outcome of its
investigation and/or those undertaken by bodies or entities,
including, but not limited to, Eskom, National Treasury,
Special Investigating Unit, South African Directorate for
Priority Crime Investigation (Hawks), the Parliament of the
Republic of South Africa or any Commission of Enquiry as and
when they are concluded and the costs associated therewith
are quantified [RCA RfD MYPD2 Year 2 (2014/15) Paragraph
5 of the Decision].
6.12.158 Subsequent to the adjustments made for R902m, which
relates to a receipt from McKinsey Consulting, in respect of
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an equal payment made for services that had consequently
been alleged to have been made under questionable
circumstances, an amount of R1bn has already been included
in the previous RCA decision (RCA RfD 2018/19 Paragraph
7.9.82)
6.12.159 Based on previous decisions, NERSA will ensure that all
expenditures related to fraud, maladministration, and fruitless
and wasteful expenditure should be recovered and credited in
favour of customers. Table 111 summarises all expenditures
identified in this regard.
Table 111: List of cases and progress made
Name of
Amount
Stefanutti Stocks Isazi JV
R315m

Impulse International (Pty) Ltd

Not quantified

Tegeta (Brakfontein Mine)

R359m

Trillian Management Consulting
(Pty) Ltd

R595m

Progress to date
The SIU has referred the matter for
investigation to the NPA. The parties
and adjudicator have agreed that the
adjudicator will not deliver his
decision, which is available, until so
instructed by the parties, pending
discussion between the SIU and the
contractor.
Eskom is requesting the court to
order that it be reimbursed for all
payments
made
to
Impulse
International pursuant to these
contracts. In parallel, Eskom is
engaging with the SIU and NPA to
ensure a collaborative approach to
dealing with the litigation. Eskom is
awaiting trial dates for the matters to
be set down for hearing.
The SIU has instituted proceedings
against Tegeta and the business
rescue practitioners to repay Eskom
approximately R734m as just and
equitable relief.
SARS has intervened as a party to
the liquidation proceedings, claiming
that Trillian owes it approximately
R600m in unpaid taxes. SARS has a
preferential claim in this regard.
Accordingly, Eskom will submit a
claim for R595m to the liquidators
but will not contest SARS’s claim in
the interests of the country.
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PricewaterhouseCoopers (PwC)

R108m

Meagra Transport

R32m

Econ Oil and Energy (Pty) Ltd
(Econ Oil) – Overcharging

R1.2b

Econ Oil Bid Corp 4786 – Review

Amount
quantified

Tenova Mining and Minerals
South Africa (Pty) Ltd

R339m

Tubular P11A –
condenser at Kusile

R240m

Air-cooled

ABB

R1.5bn

Medupi and Kusile new-build

Amount
quantified

not

not

On 16 March 2021, Eskom issued a
High Court application against PwC
for an order declaring the award of
the task order to PwC unlawful,
unconstitutional
and
invalid;
reviewing and setting aside the
contract concluded with PwC
following the award.
Eskom has recouped R3m from
Meagra, and is pursuing the balance.
Eskom’s Assurance & Forensics
Department is liaising directly with
the Asset Forfeiture Unit, which is
seeking a court order to attach
assets to recover Eskom's funds.
The parties are scheduling a prearbitration
meeting
with
the
arbitrator, to discuss and agree on
the procedure for the arbitration
proceedings and dates for the
delivery of further documents and
hearing.
Eskom applied to review and set
aside its own decision to award the
tender to Econ Oil. Econ Oil is
opposing this application.
The SIU is investigating the directors
of the company and it is suspected
they had colluded with Eskom
personnel,
through
third-party
subcontractors. The parties are
concluding the Tribunals agreement.
SIU is investigating the matter, and
the NPA has charged Tubular’s
directors and ex-Eskom employees
with various fraud and corruption
claims. Once further information is
available, Eskom will consider
instituting a review application to set
the contract aside. Tubular has been
placed in liquidation.
Eskom is working with the SIU to set
aside a contract that was irregularly
awarded to ABB. In December 2020,
ABB repaid approximately R1.5bn to
Eskom.
Eskom, with the assistance of the
SIU, is reviewing various contractual
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Optimum Coal Mine (Pty) Ltd

R1.28bn

Deloitte Consulting (Pty) Ltd

(R150m)

Claims against directors and
employees Eskom v Brian Molefe
and 11 others

R3.8bn

Recovery of monies irregularly
spent on behalf of directors and
executives for legal fees

R1.5m

Wilge residential development
project and former general
manager for Facilities

Amount
quantified

Total Amount

R9.6195bn

not

claims submitted by contractors at
Medupi and Kusile where it is
suspected that there may have been
collusion
between
Eskom
employees and contractors.
This has subsequently been reduced
from R5bn to R1.28bn after an
arbitration ruling.
Eskom and Deloitte reached a
settlement agreement in March
2020; Eskom received R150m plus
VAT in full and final settlement in
May 2020. This amount has been
addressed in the last RCA in favour
of customers.
In August 2020, Eskom and the SIU
issued
summons
to
recover
approximately R3.8bn from former
board members. The Acting Deputy
Judge President has placed the
matter under case management, and
a meeting with the case manager is
awaited.
Trial dates have been applied for
against the three directors, and an
application for default judgment has
been made against one director and
the executive.
The responsible employee was
subsequently dismissed, and a
decision was taken to recoup losses
attributable to his conduct from him.
The amount that may be claimed is
being quantified, after which counsel
will advise on the next steps.

6.12.160 There is a total amount of R9.6195bn that is still outstanding
in relation to the fraud and fruitless and wasteful expenditure.
Issues addressed in the previous RCA
6.12.161 As indicated Table 111 above, under Corporate Other
Income, there is an amount of R150m that is largely due the
recovery of an undue payment to Deloitte made in 2017.
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6.12.162 Furthermore, under ‘Other operating costs’ there is a once-off
loss on disposal of PPE (Property, Plant and Equipment) of
R4.3bn. Included in the R4.3bn is an amount of R3 997m that
relates to the Kusile SIU investigation outcome, resulting in
this amount being written off for Eskom’s financial statements
to correctly reflect the financial position as at 31 March 2020.
6.12.163 Subsequent to the adjustments made for R902m, which relate
to a receipt from McKinsey Consulting in respect of an equal
payment made for services that had consequently been
alleged to have been made under questionable
circumstances, an amount of R1bn has already been included
in the previous RCA decision (RCA RfD 2018/19 Paragraph
7.9.82)
Issues raised at the Public Hearings
6.12.164 In the recent public hearings, Eskom made the following
comments pertaining to the fraud and fruitless expenditure
cases:
6.12.165 In order to restore Eskom’s reputation and improve financial
and operational sustainability, various actions have been
taken by Eskom to address corporate governance-related
breaches, including the following:
6.12.165.1 Delegation of authority framework
a. The delegation of authority framework was
reviewed during the year 2021 to enhance
accountability and ensure that risks
associated
with
governance
and
transactional
oversight
are
managed
effectively
6.12.165.2 Ethics, fraud and consequence management
b. Eskom established an anti-fraud and
corruption integration committee to monitor
the progress on the governance clean-up.
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c. A fraud awareness e-learning programme
was launched to enhance the prevention of
fraud and corruption
d. An anti-fraud and corruption awareness
programme was also part of the supplier
forums conducted.
6.12.165.3 Investigations and recoveries
a. Eskom continues to work with SAPS, SIU,
Hawks, the Zondo Commission and National
Treasury to finalise investigations into former
employees
suspected
of
misconduct,
combined with legal action to recover financial
losses.
b. Investigations into irregularities relating to
McKinsey resulted in a recovery of R1.1bn,
which was included as a deduction in the RCA
balance application for FY2019.
c. Eskom and the SIU have reached an
agreement with ABB South Africa in terms of
which it paid R1.5bn in full and final settlement
of an overpayment dispute relating to a
contract unlawfully awarded for work at the
Kusile Power Station.
d. Deloitte Consulting accepted that there were
procurement irregularities on a contract signed
in 2016. This resulted in a settlement with
Eskom to the value of R150m.
Issues raised through written stakeholder comments
6.12.166 Agri Western Cape (AWC) stated that proven fraud and
corruption should be exposed to the fullest possible extent
and perpetrators be subjected to legal procedures. Proven
amounts in relation to fraud and corruption, if not recovered,
should be deductible from RCA or tariff applications if proper
steps in this regard have not been taken by Eskom.
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6.12.167 The Mineral Council South Africa further commented that
fraud and corruption are inefficient costs; these inefficient
costs should be removed from revenue applications.
Unfortunately, these inefficient outlays can only be recovered
through RCAs. The mechanism for addressing such should
be considered and implemented in the MYPD Methodology.
6.12.168 NERSA will ensure that once these abovementioned fraud
matters are concluded by the relevant law enforcement
agencies, the related costs are clawed back during the RCA
applications.
Conclusions and recommendation
6.12.169 Eskom is encouraged to ensure that all these investigations
are concluded speedily and that customers are compensated
accordingly. Any proceeds received from the outcome of any
legal or investigative processes will be addressed in
subsequent RCA balance applications. This has already been
instituted and will continue to be instituted. This approach is
in accordance with the NERSA decision on this matter. As
indicated in its RfDs on the MYPD4 revenue determination,
NERSA will ensure that once the abovementioned matters
have been concluded by the relevant law enforcement
agencies, the related costs are clawed back during the RCA
applications.
6.13 RESEARCH AND DEVELOPMENT (R&D)
Summary of the application
6.13.1

Eskom Research, Testing and Development (RT&D) is
dedicated to finding technology solutions that can be applied
primarily within Eskom to ensure it fulfils its mandate to South
Africa. For the 2022/23 financial year, Eskom is applying for
R128m as seen in Table 112 below.
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Table 112: Eskom application: research, testing and development
Eskom
Eskom Projections
Research, Testing and
Actuals
FY2022
Application
Development (R'm)
FY2021
FY2023
RTD cost

76

121 128

Total

76

121 128

6.13.2

According to Eskom, the planned research cost for FY2022 is
R128m. The projections have been allocated against the
Grand Challenges and the NERSA criteria [based on
projections from the FY2021 spend; the formal request from
the Department of Public Enterprises to increase the R&D
spend, in alignment with the national aspiration; and their
requirement to accelerate Supplier Development, Localisation
and Innovation (SDL&I)].

6.13.3

The increase in budget is also based on the formal
agreements with (a) the South African Bureau of Standards,
(b) the Technology Innovation Agency, (c) Transnet, (d) the
Central Energy Fund, (e) the Water Research Commission
and (f) Mintek, for R&D collaboration. There is an existing
contract with the Council for Scientific and Industrial Research
and the intention in FY2022 is to place similar collaborative
R&D contracts with the 26 public universities of South Africa.

6.13.4

The research projects are reviewed with respect to alignment
with the NERSA criteria and these are listed in Table 113
below.

Table 113: Planned research projects for 2022/23
Project
Blue Sky Research

NERSA Criteria

Environment Criteria

Grand Challenges

Improved efficiency Not Applicable

Clean Coal

Clean Coal
Lower operating
costs

13

13.5

2

2.3

5

5.0

Not Applicable
Better usage of water,
less pollution and less
global warming

Coal

2021/22 2022/23
20 2.5
1.7

Coal

Environmental
criteria
Digitisation

Improved efficiency Not Applicable

171

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

Distribution Plant
Performance and Asset
Management

Dx Plant Performance
and Asset Management
Improved efficiency Not Applicable

Flexibility

Improved efficiency Not Applicable

Flexibility

Future Customer

Better
understanding of
load behaviour

Future Customer

Gas
Environmental
criteria
Generation Plant
Performance and Asset
Management

Nuclear
Renewables
Research Ad Hoc
Transmission Build
Transmission Plant
Performance and
Asset Management

12.5

5

3.0

13

14.0

4

4.5

14

14.8

0.5

0.6

20.5

19.5

5

5.5

2.5

6.5

11

13.2

11

11.50

Not Applicable
Better usage of water,
less
pollution and less
global warming

Gas

Gx Plant Performance
and Asset Management
Improved efficiency Not Applicable
Build, plan or demo
plant that might
form part of future
build
Environmental
Renewable energy
criteria
sources
Improved efficiency Not Applicable
Improved efficiency Not Applicable

Improved efficiency

Water
Environmental
criteria

Total

12

Not Applicable
Better usage of water,
less pollution and less
global warming

Nuclear
Renewables

Transmission Build
Tx Plant Performance
and Asset
Management
Water

12
1

12
87

6.13.5

Eskom indicated that the projections are informed by the
strategic research review – the RaDaR. This addresses the
short, medium and long-term research needs of the
organisation. It is specifically relevant as the electricity sector
is going through significant changes with the rapid evolution
of information and communication technologies. The
relatively rapid introduction of renewable, variable energy
supply technologies – solar and wind – also necessitate
innovative responses to balance electricity supply and
demand.

6.13.6

The research budget projections are further based on the
input of key internal and external stakeholders in various fora.
This includes the annual Stakeholder Review that is
convened at the behest of NERSA.
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NERSA analysis
6.13.7

In the main application, Eskom has not shown the amount it
requested for Research, Testing and Development as a line
item in terms of the MYPD methodology, but has indicated
that the amount has been combined with Operational
Expenditure.

6.13.8

The Revenue amount requested by Eskom for FY2023 will be
split among the three divisions in the following manner:
Generation
56%
Transmission
24%
Distribution
20%

6.13.9

Due to Eskom providing sufficient reasons for the expenditure
and the project it plans to undertake, NERSA approves the
amount Eskom has requested.

6.14 DEPRECIATION
Read with RAB section above
Summary of the application
6.14.1

Eskom has applied for depreciation of R68 254m for the
2022/23 FY, as shown in Table 114 below.

Table 114: Depreciation

NERSA ANALYSIS
6.14.2

Even though Eskom’s application shows an applied for
depreciation of R68 254m, an analysis of the various divisions
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indicate that Eskom applied for a depreciation of R67 962m,
the majority of which is from Generation, as shown in Table
115 below.
Table 115: Total depreciation

Eskom

Total Depreciation (R'm)
Depreciated Replacement Costs (DRC)
Assets transferred to Commercial Operations
Asset purchases
Assets funded by customers upfront

Total

60 822
7 441
445
(746)
67 962

Adjustments NERSA
(19 180)
41 642
(6 461)
980
0
445
0
(746)
(25 641)
42 321

6.14.3

It is NERSA’s decision to allow a total depreciation of
R42 321m in line with Table 106 above.

6.14.4

Depreciation is calculated by diving the various RCNs of
Eskom’s plants (numerator) by their respective estimated
useful lives (denominator), while the accumulated
depreciation is the cumulative deprecation for the years the
plant has been in operation.

Table 116: Depreciation
Plants

Kendal
Kusile (under construction)
Majuba
Matimba
Medupi (FGD-ready, under construction)
Duvha
Kriel
Lethabo
Matla
Tutuka
Arnot
Camden
Grootvlei
Hendrina
Komati
Koeberg
Gariep
Vanderkloof
Acacia
Port Rex
Gourikwa
Ankerlig

Drakensberg
Palmiet

Ingula
Sere

Nicora
Second Falls
First Falls
Colley Wobbles
Other (beyond useful life)
Total

Year of
commissi
on

RCN (after technical
obsolescence)
Useful
life

1988
2017
1996
1987
2015
1980
1976
1985
1979
1985
1971
1967
1969
1970
1961
1984
1984

50
50
50
50
50
50
50
50
50
50
50
63
61
50
64
30
30

1971

73
72

1977
1976
1976
2007
2007

54
52
38
36

Eskom

Adjustment

Annual Depreciation

NERSA

Eskom

Adjustment

Accumulated Depreciation

NERSA

Eskom

Adjustment

NERSA

165 368
58 268
165 127
160 306
163 948
144 637
120 530
148 976
144 637
146 806
94 496
62 716
47 409
76 055
39 775
180 336
9 494
6 329

1 482
133 341
1 504
6 544
26 367
3 264
4 989
(1 075)
3 264
3 090
6 335
7 005
6 790
6 879
6 503
1
(3 976)
(2 467)

125 138
143 707
124 973
125 138
142 736
110 926
94 139
110 926
110 926
112 422
75 623
52 290
40 649
62 201
34 708
180 317
5 518
3 862

3 307
1 165
3 303
3 206
3 279
2 893
2 411
2 980
2 893
2 936
1 890
995
777
1 521
621
6 011
316
87

805
(1 709)
803
703
424
674
528
761
674
688
377
165
111
277
79
1
133
34

2 503
2 874
2 499
2 503
2 855
2 219
1 883
2 219
2 219
2 248
1 512
830
666
1 244
542
6 011
184
53

99 221
2 331
79 261
105 802
13 116
115 710
106 066
101 304
118 602
102 764
92 606
57 739
38 860
74 534
36 046
222 414
11 709
4 162

(24 138)
3 418
(19 274)
(23 211)
(1 697)
(26 969)
(23 224)
(25 874)
(27 643)
(24 069)
(18 496)
(9 598)
(5 541)
(13 577)
(4 592)
(24)
(4 904)
(1 622)

75 083
5 748
59 987
82 591
11 419
88 741
82 842
75 429
90 959
78 695
74 110
48 140
33 319
60 957
31 454
222 390
6 805
2 539

1 972
1 972
8 605
15 433
30 354
14 319
38 398
3 030
65
0
0
1 108

(50)
(50)
(1 369)
(3 191)
1 835
53
16 965
(231)
37
0
0
473

1 922
1 922
7 236
12 242
32 083
14 372
54 935
2 523
102
0
0
1 581

27
37
165
406
843
179
1 280
38
3
0
0
14
10 647
54 231

1
1
26
84
(48)
(1)
(551)
6
(2)
0
0
(6)
(10 647)
25 796

27
36
139
322
891
180
1 831
32
5
0
0
20
0
28 435

1 233
1 680
7 612
5 686
11 804
7 338
43 518
227
0
0
0
1 094

(31)
(43)
(1 211)
(1 176)
672
27
18 742
(38)
0
0
0
467

1 201
1 637
6 401
4 510
12 477
7 366
62 260
189
0
0
0
1 562

2 024 838

221 507

2 246 345

1981
1988
2016
2015
1943
1943
1943

80
30
80
21
80
80
80

1943

80 2 050 469

224 311 2 274 780
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6.14.5

Eskom applied for Generation depreciation of R54 231m, and
it is NERSA’s decision to allow depreciation of R28 435m,
which is R25 796m less than Eskom applied for, in line with
Table 116 above.

6.14.6

The depreciation that Eskom has applied for and that has
been approved by NERSA differs mainly due to the RCNs
(numerator) applied as a result of the valuation exercises, as
alluded to in the sections above. The same useful lives have
been used to calculate depreciation and accumulated
depreciation.

6.14.7

Eskom has undertaken a useful lives studies; NERSA has no
reason to doubt its accuracy, as an external consultant has
already satisfied itself of its accuracy. NERSA did look at
these useful lives though, and there are no significant or
alarming differences compared to the original useful lives.
However, this is an exercise NERSA will look into the next
time NERSA independently verifies the RAB.

6.14.8

There were no adjustments to the Transmission and
Distribution depreciation. This is because the adjustments
made on the RAB in those aspects do not affect the
depreciation, i.e. works under construction.

6.15 GOVERNMENT EQUITY INJECTION
6.15.1

The application being considered was part of the MYPD5
(three-year application) submitted by Eskom on 2 June 2021
and was subsequently rejected by the Energy Regulator on
29 September 2021. The decision of the Energy Regulator
was lawfully challenged by Eskom from two fronts, namely an
interdict application completed on 3 December 2021 and a
judicial review application, which is still pending.

6.15.2

From the interdict application, NERSA was ordered by the
High Court to determine Eskom’s 2022/23 revenue
application in terms of the 2016 methodology and within the
timelines set by the court. The court order only directed the
Energy Regulator to use the methodology and make the
175

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

determination within the timeline. The order sets the base of
reference that the Energy Regulator must use. It would have
serious consequences for the Energy Regulator to utilise any
methodology as base other than that which has been directed
by the order.
6.15.3

The court order does not prohibit the Energy Regulator from
deviating from the set methodology, however any deviation
should be premised on procedural fairness principles and not
only for the sake of notifying, but must also reflect that the
response of Eskom had been considered prior to making the
decision.

6.15.4

Consideration of this application brings to the fore another
aspect raised in the MYPD4 judgement. The court has
ordered that ‘After such time as NERSA has determined the
allowable revenue for Eskom in respect of the 2022/23 and
2023/24 financial years, NERSA is directed to add a sum of
R23bn to the allowable revenue in respect of each of those
years’.

6.15.5

The effect of this order is that NERSA is allowed to consider
Eskom’s revenue application and finalise it. Once the decision
has been made, NERSA must add the sum of R23bn to the
decision. Eskom does not need to apply for the addition of the
amount, it is a matter determined by the court order and this
order was not appealed against.

6.15.6

The fundamental aspect to take note of is that, because this
is a court order which is still valid, non-compliance with the
order would place NERSA in contempt of the court, which may
result in the incarceration of the decision makers after a due
process. It is also worth noting that court orders cannot be
amended in meetings, public hearings or any other forum
unless there has been a recognised process to amend or
rescind the judgement.

6.15.7

Eskom Chief Financial Officer (CFO) Mr Calib Cassim
remarked during the public hearing on this application in the
context that they do not expect the R23bn under this
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application. Such a statement does not insulate NERSA from
complying with the court order.
6.15.8

The only time that such a statement can have the correct legal
effect is when a rescission of judgement has been made
based on the meeting of minds between NERSA and Eskom
regarding the addition of R23bn under this decision. If not, the
decision remains valid and binding. For this reason, a letter
raising the remarks of the CFO should be communicated to
Eskom for confirmation to enable proper process to be
followed.

6.15.9

The court order has set periods under which the R23bn must
be added, therefore, it will be very difficult for Eskom to claim
the applicability of the order beyond the period that the court
has set, unless they have applied for the variation/extension
of the existing order.

6.15.10

It is recommended that NERSA:
a. confirm Eskom’s position on the R23bn; and
b. comply with the court order of 28 July 2020 by adding the
R23bn into the decision of the revenue application to be
made in line with the dates issued by the court on 3
December 2021.

Impact of including 23bn in the draft decision
6.15.11

Table 117 below show that when R23bn is included in the
draft decision, the revenue increase changes from 13.70% to
22.83%, while Eskom has applied for 14.58% excluding the
RCA.
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Table 117: Table: NERSA decision including 23bn with a positive return
FY 2021/22
FY 2022/23
NERSA
Eskom
MYP 5(Inc RCAs)
Decision
Application
Allowed revenue to STD customers tariff based sales
214 598
262 689
before RCA (R'm)
Allowed revenue tariff based sales RCA (R'm)
31 111
0
Government injection
Total allowed revenue tariff based sales after RCA
245 709
262 689
(R'm)
Forecast sales to tariff customers (GWh)
183 856
171 549
Standard average price after RCA (c/kWh)
133,64
153,13
Increase in average tariff after RCA (%)
14,58%

6.15.12

FY 2022/23
NERSA Decision
242 197
14 668
23 000
279 865
170 485
164,16
22,83%

When Eskom is granted a negative return as applied and the
R23bn is added, the resultant increase becomes 15.55% as
shown in the table below. The WACC of -1.2 will result in a
return of -6bn based on an RAB of R550bn.

Table 118: NERSA decision including 23bn with a negative return
FY 2021/22
FY 2022/23
NERSA
Eskom
MYP 5(Inc RCAs)
Decision
Application
Allowed revenue to STD customers tariff based sales
214 598
262 689
before RCA (R'm)
Allowed revenue tariff based sales RCA (R'm)
31 111
0
Government injection
Total allowed revenue tariff based sales after RCA
245 709
262 689
(R'm)
Forecast sales to tariff customers (GWh)
183 856
171 549
Standard average price after RCA (c/kWh)
133,64
153,13
Increase in average tariff after RCA (%)
14,58%

FY 2022/23
NERSA Decision
225 611
14 668
23 000
263 279
170 485
154,43
15,55%

6.16 ECONOMIC IMPACT
Summary of Application
6.16.1

It is important to note that Eskom’s revenue application for the
2022/23 financial year coincides with various economic and
social issues currently affecting the South African economy.
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According to the South African Reserve Bank (SARB), the
effects of the COVID-19 pandemic, 2021 July unrest, rising
inflation, weaker commodity export prices, and stagnant
investment remain risks to the domestic growth outlook.
6.16.2

Additional risks include ongoing energy supply constraints
that are likely to have lasting effects on investor confidence
and job creation, impeding recovery in labour-intensive
sectors, which were hardest hit by the lockdowns. Weak job
creation also has a negative effect on household consumption
(SARB, 2021).

6.16.3

Real Gross Domestic Product (GDP) contracted by 1.5%
(5.8% annualised) in the third quarter of 2021 after increasing
by a revised 1.1% (4.3% annualised) in the second quarter of
2021 (SARB, December 2021). The SARB is of the view that
this regression, which followed four successive quarters of
expansion, was due to the third wave of COVID-19 infections,
significant civil unrest and the cyberattack on Transnet in July
and higher input costs, notably that of fuel and electricity.

6.16.4

Severe load-shedding and the prolonged strike in the steel
sector in early Quarter 4 of 2021 meant that the economy is
unlikely to have recouped all the ground lost in the third
quarter. This emphasises that the second half of 2021 had
several setbacks on the road back to the pre-COVID-19 level
of real GDP (SARB, 2021).

6.16.5

According to the Bureau for Economic Research (BER), 2022
is set to bring its own set of challenges, which include the
following:
a. A less supportive global environment
b. The now widely-expected exit from super accommodative
monetary policy settings in advanced countries
c. A fading export commodity price windfall
d. A re-occurrence of some of the major constraints that have
tormented the SA economic growth for many years, such
as load-shedding, weak employment outcomes and low
levels of consumer and business confidence.
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6.16.6

Domestically, the key focus will be on balancing poverty
alleviation through sustained higher fiscal transfers to poor
households against the imperative of public debt
sustainability.

6.16.7

The real GDP growth outlook depends on the evolution of
COVID-19 to some large extent, with the general expectation
of more waves still to come, mostly driven by the emergence
of new variants (BER, 2022). The baseline forecast assumes
that although future COVID-19 waves should be more
infectious, they will be similar to the domestic Omicron wave
(BER, 2022). Real GDP growth of below 2% is forecast for
2022 and 2023 due to the reduction of consumer spending on
overall GDP, including the above-mentioned challenges.

6.16.8

Real final consumption expenditure by households contracted
by 2.4% (9.1% annualised) in the third quarter of 2021, as real
spending on durable, semi-durable and non-durable goods
declined, while spending on services remained broadly
unchanged. Consumer spending was disrupted by the civil
unrest in July, with the decrease also consistent with the
decline in the real disposable income of households in the
third quarter of 2021, alongside higher unemployment and the
sharp fuel and electricity price increases (BER, 2022).

6.16.9

The seasonally adjusted level of real spending in the third
quarter of 2021 was still lower than before the onset of the
COVID-19 pandemic, reflecting the severity of the pandemic
and related lockdown restrictions on the purchasing power of
households.

6.16.10

On the headline CPI front, a higher oil price assumption,
lingering pressures on food prices and the increased
likelihood of another double-digit rise in electricity tariffs,
should exert upward pressure. Headline CPI is expected to
rise to 5% in 2022, from 4.4% previously projected in October
2021. It is further expected to moderate to 4.2% year-on-year
in 2023 (BER, 2022).

6.16.11

According to BER, all major fixed investment categories
remain in the depression stage, given that infrastructure
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investment is considered an important driver of GDP
recovery. The investment outlook for 2022 is the mild growth
of just below 4% compared to 3.4% contraction in 2021, which
implies that the level of real private Capex will still be almost
12% below the first quarter of 2020.
6.16.12

The importance of the electricity sector to the functioning of
the economy means that NERSA’s regulatory decisions play
a critical role in shaping the outcomes not only in the sector
itself but also in the broader economy. As such, NERSA must
conduct ex-ante socio-economic impact assessment to
determine the effect its decisions may potentially have on all
affected stakeholders and the economy.

6.16.13

The Energy Regulator understands the importance of
electricity as an essential component of South Africa’s
economic growth and development. Accordingly, NERSA
supports the National Development Plan’s (NDP) vision of
anchoring the country’s economic growth and development
through adequate investment in energy infrastructure. In this
regard, NERSA recognises that a lack of adequate and
reliable electricity supply has far-reaching ramifications in the
South African economy.

6.16.14

NERSA also recognises that the lack of access to modern
energy correlates with a high number of people living in
poverty. Therefore, access to safe and affordable electricity is
crucial for improving the welfare of low-income/poor
households, especially in rural areas.

6.16.15

In conducting this economic impact assessment, the Energy
Regulator has considered all economic and social issues, as
well as various inputs on the potential impact of tariff
increases presented by stakeholders during the public
consultation process. The Energy Regulator agrees with both
written and oral presentations that any unjustifiable electricity
price increase will severely affect the economy and its ability
to generate and sustain jobs under the COVID-19 climate.

6.16.16

To establish the potential economic impact of Eskom’s MYPD
5 for the 2022/23 application, the Energy Regulator has
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developed a suite of macroeconomic models to assess
different tariff increase scenarios. These include the following
models:
a. Leontief Price Impact Modelling System
b. International Trade Model
c. Macroeconomic Impact Assessment Model (MEIA).
6.16.17

a.
b.
c.
d.

The impact calculations performed in this study entail
quantifying the total effect of an electricity tariff increase on
the economy as this increase works its way through the total
economy. This involves calculating the direct, indirect and
induced impacts of such an electricity tariff change on the
following:
Households: CPI for low, medium and high-income
households; employment and household income
Firms: Local industry competitiveness and elasticity of
electricity demand
Macroeconomic variables: Inflation, GDP and Investment
Impact on sectors: Primary, secondary and tertiary sectors.

6.16.18

To determine the impact on the above, the Energy Regulator
considered four tariff increase scenarios as follows:
a. Scenario 1 (Eskom application): increase of 20.50% for the
2022/23 financial year.
b. Scenario 2 (NERSA Recommended): increase of 9.61% for
the 2022/23 financial year.
c. Scenario 3 – inflation increase of 5.5% as per stakeholder
comments: increase of 5.50% for the 2022/23 financial year.

Households (Affordability)
6.16.19

Rising electricity prices for the 2022/23 financial year,
together with high inflation, high unemployment levels and the
general decline in household disposable income, are
expected to reduce households’ electricity usage.

6.16.20

This is likely to affect access and long-term affordability of
electricity for the poor unless the government increases the
free basic electricity (FBE) or social grants, which may be
difficult given the poor economic growth that the country has
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been experiencing in the past few years and the devastating
effects of the COVID-19 pandemic.
6.16.21

The impact of rising electricity tariffs varies across income
groups and results in different responses.

6.16.22

Non-poor households do not necessarily reduce their
electricity consumption; instead, they reduce their
expenditure on luxury goods. This is not the case with poor
income households, as these households do not have enough
leeway or flexibility to respond to tariff increases compared
with high-income households. In addition, poor households
will generally reduce or abandon electricity usage for
inefficient and unhealthy fuels such as wood and paraffin.

6.16.23
6.16.24

As shown in
Table 119, the low-income group (which includes the noincome population and 18.4m South Africans already on
social grants) will be the most vulnerable to any substantial
electricity price increase in the year.

Table 119: Impact on household CPI
Details
Eskom
application
(20.50%)
CPI:
Low-income
households
2.37%
CPI:
High-income
households
1.61%

NERSA
recommendation
(9.61%)

Inflation
increase
(5.50%)

1.58% 1.07%

0.64%

1.08% 0.71%

0.43%

6.16.25

According to Statistics South Africa (Stats SA), poverty levels
are on the rise in South Africa, with more than 50% of the
population considered poor.

6.16.26

Therefore, the Eskom application for an increase of 20.50%
in the next year will result in a CPI increase of 2.37% for lowincome households, while high-income households will
experience a 1.61% increase in CPI (see
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6.16.27

Table 119 above). This is because electricity costs account
for a higher proportion of the budget of low-income relative to
high-income households. The negative impact on household
CPI decreases as a lower increase is assumed.

6.16.28

There is no doubt that the 20.50% tariff increase scenario will
negatively affect the income of the poor, especially those
receiving social grants. However, the NERSA-approved tariff
increase of 9.61% presents a lower impact of 1.07% and
0.71% for low-income and high-income households,
respectively. Our findings align with the views echoed by most
stakeholders at the public hearings that a 20% tariff increase
is not affordable and will mostly affect poor households.
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Table 120: Impact on different households’ income groups
Details
Eskom
NERSA
application recommendation
(20.50%)
(9.61%)
Employment (number
per year)
-17 419
-7 175
 Skilled labour
-8 056
-3 318
 Employment
impact on semiskilled labour
-3 729
-1 536
 Employment
impact
on
-2 321
unskilled labour
-5 635
Impact on household
(R’m)
-8 808
-3 827
 Employment
impact on lowincome
-571
households
-1 314




Employment
impact
on
medium-income
households
Employment
impact on highincome
households

Inflation
increase
(5.50%)

-4 673
-2 161

-1 000

-1 511
- 2 363

-353

-2 044

-888

-548

-5 450

-2 368

-1 462

Employment
6.16.29

Regarding employment, NERSA’s models show that the
proposed electricity tariff increase of 20.50%, combined with
low economic growth and the devastating effects of the
COVID-19 pandemic, will have an adverse impact on South
Africa’s employment levels, especially in the semi-skilled and
unskilled labour categories. For example, if a 20.50%
electricity price increase is assumed, approximately 9 364
semi-skilled and unskilled jobs will be lost (see
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6.16.30

Table 120 above).

6.16.31

The fact that unskilled labour will suffer the most in the
20.50% scenario is extremely worrying as the number of
people on social grants has exceeded the number of
employed people in South Africa. It should also be noted that
approximately five to 10 family members lose their only
source of livelihood for every job lost in the economy.

6.16.32

However, the NERSA-approved increase of 9.61% yields a
lower impact on employment, with 3 857 job losses for the
semi-skilled and unskilled labour categories. The NERSAapproved increase represents a difference of 5 507 from
Eskom’s 20.50% for the 2022/23 financial year. This is in line
with the sentiments raised during the nationwide public
hearings that a tariff increase of 20.50% is more unaffordable
given the high unemployment levels in the country.

Household Income
6.16.33

In terms of household income, the 20.50% tariff increase
scenario will result in household income losses of R8 808m
(see
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6.16.34

Table 120 above). These increases will negatively impact
poverty and inequality alleviation efforts in South Africa, given
that low-income households will lose R1 314m (20.50%
scenario), as shown in
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6.16.35

Table 120 above. On the other hand, the NERSA decision
improves households’ income by R4 931m compared to
Eskom’s tariff scenario. The impact on low-income
households is also limited to R571m, providing an
improvement of R743m compared to the 20.50% option.
During the nationwide public hearings on the Eskom revenue
application for the 2022/23 financial year, various
stakeholders raised the same sentiments on the loss of
income for the low-income households.

Inflation and export prices
6.16.36

Table 121 below presents the impact of four scenarios on
inflation measures and export prices.

Table 121: Impact of electricity tariff increase scenarios on inflation and export prices
Details
Eskom
NERSA
Application
Recommended
(20.50%)
(9.61%)
CPI
0.73%
1.65%

Inflation
increase
(5.50%)
0.44%

PPI

1.64%

0.72%

0.44%

Export prices

1.65%

0.71%

0.44%

6.16.37

A 20.50% tariff increase scenario over one year will increase
the total CPI by 1.65% compared to 1.10% and 0.44% in the
case of 9.61% and 5.50% tariff increase scenarios,
respectively. Table 3 shows that the impact reduces as the
9.61% and the 5.5% increases are applied.

6.16.38

South Africa’s export prices will increase by 1.65% on
average due to a 20.50% tariff increase over one year. On the
other hand, the PPI will be pushed up by 1.64%, while the
NERSA-approved tariff increase has a 0.71% increase on
export prices. The 20.50% and 9.61% tariff increase
scenarios will inevitably have adverse knock-on effects on
South Africa’s global competitiveness, predominantly with our
main trading partners.

Gross Domestic Product (GDP)
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6.16.39

The one-year electricity tariff increase will negatively affect the
South African GDP regardless of the rate of the increase, as
shown in Table 122 below. The only difference will be the
magnitude of the impact. This is mainly because the main
economic sectors of the South African economy are
electricity-intensive.

Table 122: Impact on GDP and investment
Details
Eskom
Application
(20.50%)
Impact on Gross Domestic -20 448
Product (R’m)
Impact on Gross Domestic -0.32%
Product (%)
Impact on Capital Formation -26 285
(R’m)

NERSA
Recommended
(9.61%)
- 8 8884

Inflation
increase
(5.50%)
-5 485

-0.21%

-0.08%

-11 421

-7 051

6.16.40

The macroeconomic impact shown in Table 122 represents
the impact of the proposed one-year electricity tariff increase
over time. A 20.50% increase in electricity prices has the
potential to reduce the GDP by R20 448m. The negative
impact decreases as a lower increase is assumed. For
example, the NERSA-approved tariff of 9.61% and inflation
increase of 5.50% reduce the GDP by R8 884m (0.21%) and
R5 485m (0.08%), respectively.

6.16.41

Considering that the economy has been struggling recently,
exacerbated by the COVID-19 pandemic, the 20.50% tariff
increase scenario will further suppress the growth and
prospects of improving economic performance.

Investment
6.16.42

Given that the electricity sector is an integral part of
infrastructure development in South Africa, it is apparent that
the current and future growth of the economy is tied to
sufficient and reliable electricity availability and equitable
access. Accordingly, electricity tariff increases have had
varying effects on key sectors of the economy, which trigger
substantial changes in consumer behaviour and processes.
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6.16.43

Table 122 presents the impact on capital formation
associated with different tariff increase scenarios. The
20.53% tariff increase scenario will negatively affect
investment by R26m. This is concerning, considering that
large investments are needed to support the Government’s
Economic Recovery and Reconstruction Plan. The NERSAapproved tariff increase will affect investment by R11 421m.
The impact assessment on investments aligns with some of
the arguments raised during nationwide public hearings on
this application that high electricity prices discourage local
investments.

Economic Sectors and Subsectors
6.16.44

For industries early on in the value chain (e.g. mining and
agriculture), high electricity costs have a significant negative
impact on their sustainability. This is because these industries
typically sell a large proportion of their output to other
industries as inputs in the provision of goods and services and
can be easily identified on this basis.

6.16.45

The relevance of this is that when rising electricity prices
affect the prices of basic goods such as plastic, wood, basic
chemicals and metal products, the input costs of the industries
they directly supply also increase (both directly due to higher
electricity costs and indirectly due to other increased input
costs).

6.16.46

The cumulative effect of higher electricity prices can be
significant for industries at the other end of the value chain
(textiles, paper and paper products, plastic products and
basic metal products). As such, direct cost measures may
understate their relative vulnerability.

6.16.47

The following economic subsectors are at a tipping point due
to ongoing electricity tariff increases:
a. Primary sector: sugarcane, grape farming, precious metal
and minerals, metal ores and coal.
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b. Secondary sector: non-metallic mineral products, plastic
products, basic mineral products, furniture production,
pulp and paper products and wood products.
c. Tertiary sector: water supply services, construction,
business services as well as in catering and
accommodation.
Table 123: Impact of electricity tariff increase in different economic sectors and
subsectors
2021/22FY
2021/22FY
2022/23FY
A.
Proposed
electricity tariff (%)
Primary Sector
Cereal Farming
Table Grape Farming
Wine Grape Farming
Other Deciduous
Citrus
Sub-Tropical Fruit
Sugar Cane
Vegetable Farming

20,50

9,61

22,83

1,19

0,51

1,33

1,18

0,50

1,31

1,12

0,48

1,25

2,14

0,91

2,39

1,08

0,46

1,20

1,27

0,54

1,42

1,33

0,57

1,48

1,88

0,80

2,10

1,10

0,47

1,23

Dairy Farming incl.
eggs
Livestock Farming

0,85

0,36

0,95

0,81

0,34

0,90

Poultry (White
excl. Eggs)
Game Farming

0,81

0,35

0,90

0,85

0,36

0,95

0,86

0,37

0,96

0,73

0,31

0,81

1,22

0,52

1,36

1,06

0,45

1,18

0,00

0,00

0,00

2,40

1,02

2,68

1,81
1,36

0,77
0,58

2,02
1,51

1,30

0,56

1,45

0,82

0,35

0,91

Meat

Fishing
Forestry
Other Agriculture
Coal
Crude Oil
Precious Metal
Minerals
Metal Ores
Other Mining
Secondary Sector
Meat

and

191

Eskom’s fifth Multi Year Price Determination (MYPD5) revenue application for the 2022/23 financial year

Fish

0,96

0,41

1,07

1,28

0,54

1,42

0,91

0,39

1,01

1,20

0,51

1,34

1,21

0,51

1,34

1,26

0,54

1,40

1,51

0,64

1,68

0,89

0,38

0,99

1,13

0,48

1,26

1,16

0,50

1,29

1,80

0,77

2,01

1,53

0,65

1,71

1,07

0,46

1,19

1,17

0,50

1,30

Sawmilling
and
Planning of Wood
Wood products

1,37

0,58

1,52

1,50

0,64

1,67

Paper
and
Paper
Products
Publishing and Printing

1,55

0,66

1,72

1,17

0,50

1,31

0,35

0,15

0,39

1,23

0,52

1,37

1,40

0,60

1,56

1,42

0,60

1,58

2,87

1,22

3,19

1,54

0,66

1,71

2,11

0,90

2,35

1,06

0,45

1,18

1,37

0,59

1,53

1,24

0,53

1,38

1,27

0,54

1,42

1,24

0,53

1,39

Fruit and Vegetables
Oil and Fat Products
Dairy Products
Grain Mill Products
Sugar
Bakery Products
Animal Feed Products
Other Food Products
Beverages
Tobacco
Textiles

and

Clothing
Leather Products
Footwear

Petroleum
Basic chemicals
Other chemicals
Rubber Products
Plastic Products
Non-Metallic Mineral
Products
Basic Metal Products
Machinery
and
Equipment
Electrical
Machinery
and Apparatus
Renewable
Energy
Machinery
Communication
and
Medical Equipment
Electronic Equipment
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Manufacturing
of
Transport Equipment
Furniture

1,30

0,55

1,44

1,37

0,59

1,53

Other Manufacturing
and Recycling

1,11

0,48

1,24

Tertiary Sector

1,03

0,44

1,15

0,28

0,99

0,42

1,10

0,27

1,04

0,44

1,16

0,28

0,94

0,40

1,05

0,25

1,14

0,48

1,27

0,30

Transport and storage

0,88

0,38

0,98

0,24

Communication

0,76

0,32

0,84

0,20

Finance and insurance

0,83

0,36

0,93

0,22

Business services
Business Process
Management
Community, social and
personal services

1,14

0,49

1,27

0,31

1,34

0,57

1,50

0,36

1,22

0,52

1,36

0,33

0.72

1,83

0,44

Water
Buildings and Other
Construction
Wholesale and retail
trade
Catering and
accommodation
services

Total
1,64
Source: Results generated by SAM Leontief Model

6.16.48

These economic subsectors require a predictable price path,
which will contribute to long-term economic growth, stability
and job creation. Findings from the ex-post regulatory impact
assessment conducted by NERSA in 2021 to reflect on the
historical impact of tariff decisions revealed that producers of
precious metals are price takers and often vulnerable to
international commodity prices and exchange rates. Thus
these customers cannot easily pass through increases in
electricity costs to their customers. In addition, production is
not highly responsive to shorter-term commodity price
fluctuations due to significant lead times to ramping up
production and the level of resource depletion. As a result, a
key driver of profitability is increased productivity and/or cost
management. The cost of electricity has been identified as a
key driver of change in operating costs, with an estimated
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feed-in effect of between 16% and 22% of total cost in mining
and quarrying (see Genesis, 2021).
6.16.49

In support of the ex-ante findings presented in Table 123
above, the ex-post RIA covering the regulatory period 2014 to
2018 has revealed that the manufacturing and industrial
sector is highly vulnerable to the Eskom tariff hike. Electricity
price increases enhance the firms’ vulnerability, particularly
subsectors such as iron and steel and non-ferrous metals.
Their vulnerability stems from the fact that they consume large
amounts of electricity (comprising 16% to 40% of costs). They
are also exposed to international trade dynamics where they
are price takers and, therefore, it is difficult to pass on
electricity cost increases through competitive export prices.

Impacts of Electricity Price Increase on Sales Volumes and
Revenue
6.16.50

The analysis in section 6.1 (sales) reveals that Eskom’s
electricity sales have been on a continuous decline since
2012. The decline is attributable to several factors, including
price, poor supply (load-shedding), and most recently, a
decline in industrial and/or mining production due to COVID19.

6.16.51

The table below provides the results of a regression analysis
conducted to isolate the impact of electricity prices on sales
volumes and revenue. The results provide a macro view of
the effects of each possible tariff increase scenario.
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Table 124: Estimated impact of price increase on electricity volumes and revenue
Scenario 1 - Eskom
Scenario 2 - NERSA
Application
Recommended

Scenario 3 Inflation

2022/23FY

2022/23FY

2022/23FY

20.50%

9.61%

5.50%

171 549

170 485

170 485

163 886

168 103

Proposed Electricity tariff
(Nominal increase)
Current Estimated Volume
Usage-Before Tariff Increases
(Gwh)
Estimated Volume Usage-after
Tariff Increases (Gwh)

170 078

A. Difference between current and estimated electricity volume (GWh)
GWh

7 663

-

-407

2 382

Percentage

-0,24

-4,47
-1,40
B. Difference between current and estimated electricity volume (RM)
Volume (GWh) losses: (volume
difference to price change higher
than inflation)
Price per GWh (Rm)
Neg. volume impact on income
(Rm)

6.16.52

-

-

7 663

2 382

1.61

1.46

-407

1.41
12 340

-3 489

-573

The table above shows that any increase in electricity tariffs
will result in a decline in electricity sales and revenue
generated by Eskom. Eskom’s proposed increase of 20.50%
is likely to result in a 4.5% decline in the amount of electricity
consumed, resulting in a decline of R12 340m in Eskom’s
revenue. Whereas NERSA’s proposed increase of 9.61% is
likely to result in an overall decline of 1.40% and R3 489m in
supply volumes and revenue, respectively. This indicates that
the Energy Regulator will likely receive another RCA
application from Eskom for the 2022/23 financial year, driven
by sales volume variance. Such RCA applications lead to
further increases in price and further volume variances. This
death spiral continues with customers that remain on the grid
being forced to pay for declines in the quantity of electricity
demanded.
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6.16.53

In an attempt to isolate the impact of price increases on
electricity demanded in different sectors of the economy, in
2019, NERSA commissioned a study to evaluate the
sensitivity of key sectors to changes in the price of electricity.
To measure such sensitivity, the price elasticity of demand of
each was estimated. Price elasticity of demand can be used
to measure the magnitude with which customers/consumers
will react to a change in the price of electricity. Moreover, a
study on price elasticity seeks to isolate the effect that a
change in the price of electricity has on its consumption.
Notably, price elasticity measures the change in quantity
demanded following a percentage change in the price of a
good (in this case, electricity). This can also indicate the
availability of close and viable substitutes to various
customers, as well as the ease with which such alternatives
can be adopted.

6.16.54

NERSA found that most sectors have become more sensitive
to changes in electricity prices post 2008. Various other
scholars have made similar findings. For example, a study by
Bohlmann and Inglesi-Lotz on electricity consumption in
South Africa in response to price fluctuations between 1993
and 2016 found that demand for electricity in the economy has
become more sensitive to electricity price changes. Moreover,
while looking at residential consumption, the study found that
low-income households tend to be more sensitive to electricity
price changes.15 Studies conducted by Eskom have also
found that electricity demand has become more elastic to
price changes.16

Table 125: Estimated demand effects
Elasticity Estimate
Agriculture
-0.077
Industry
-0.575
Transport
-0.063
Mining
N/A

15

Also see: Bohlmann and Inglesi-Lotz (2020). Examining the Determinants of Electricity Demand by South African
Households per Income Level. University of Pretoria Department of Economics Working Paper Series. Who found that
residential demand was inelastic to changes in electricity prices.
16
See Eskom application summary.
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6.16.55

Based on the scenarios at hand and the elasticities presented
in the table above, the effects of tariff increases on electricity
consumption will likely vary between different sectors
depending on their price sensitivity (price elasticity of
demand). For example, under scenario 1, which is Eskom’s
application of a 20.50% increase in tariffs, the amount of
electricity demanded by the agricultural sector, industry, and
transport is likely to decline by 1.6%, 11.77% and 1.3%,
respectively. These declines in electricity demand are likely to
result in declines in revenue generated by Eskom from each
of these sectors.

6.16.56

The findings in Table 125 are in line with submissions made
by various customers and customer groups that have
cautioned against the un-reversible negative effects of
electricity price increases.

6.16.57

It is also worth noting that customers that cannot easily switch
and/or have limited access to substitutes due to availability
and affordability are like to be impacted more by any
exorbitant electricity price increase. For example, available
alternatives/substitutes could include solar panels, wind
turbines, generators and gas (gas is mostly used for cooking).
However, the cost of installing and/or maintaining these
alternative sources of energy are high and unaffordable for
poor households that suffer the most from price increases, as
they have to reduce their food budget to mitigate higher
energy prices.17 To this end, NERSA’s RIA found that by 2017
only 1.5% low-income households (income of R0 to R5 000)
were able to switch to gas as an alternative energy source for
cooking. As a result, these households tend to revert to
unsafe energy such as wood, paraffin and coal as the price of
electricity increases.

6.16.58

Investment in alternative energy sources may also not be
aligned with the objectives of certain types of businesses. For
example, investment in alternative energy sources tends to be

See Bohlmann and Inglesi-Lotz (2020). Who found food and electricity to be substitutes. Also, see Genesis (2019).
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tricky in mining, as such investments require long-term
commitments, whereas the forecast life of a mine is volatile18.
6.16.59

The limited competition in the electricity market does not
provide Eskom with an incentive to become more efficient
and, as such, provide competitive prices. Moreover, given that
electricity is a necessity good, customers will continue using
it. However, the limited availability/access to alternative
energy sources means that with every price increase,
customers that cannot switch will be forced to pay for losses
in sales volumes through higher prices. In this regard,
electricity customers mimic a captured crowd, and
unreasonable increases in the price of electricity are likely to
continue to harm them. This is mainly what warrants
regulation, hence NERSA’s cut in percentage increase in this
instance.

6.16.60

It is clear from the analysis above that any increase in the
price of electricity is likely to result in a decline in sales
volumes, which in turn has a knock-on effect on revenues.
This is likely to result in RCA applications for more revenue,
resulting in further declines in volumes. This cycle is likely to
result in continued harm to consumers/customers who cannot
switch to alternative energy sources.

Findings and Conclusions
6.16.61

The above analysis shows that Eskom’s tariff increase will
have adverse consequences on the economy, with negative
implications on the welfare of stakeholders who are affected
differently. Lower-income households are more vulnerable to
the Eskom tariff increase as the cost of electricity prices
comes to erode their disposable incomes that the COVID-19
pandemic has already been ravaged.

6.16.62

The industry is significantly affected by the cost of production
increase across the nine classes of industry in the economy.
The most susceptible/vulnerable sectors are the mining
sector, an energy-intensive sector, and the primary

18

See Genesis (2019). Also, see Albanus, K., and Masike, P. (2019). Price Elasticity of Electricity Demand in the
Mining Sector: South Africa. Also, see NERSA’s 2019 elasticity study.
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agricultural sector with high electricity consumption activities,
such as wine grape farming and sugar cane production. In
addition, the pulp and paper subsector is more vulnerable in
the manufacturing sector, among others.
6.16.63

Overall, there is a knock-on effect on investment as the cost
of electricity in South Africa points to high energy costs that
have a crowding-out effect on investment. However, the
expectation is that the granted tariff increase may improve
electricity supply security and present Eskom with a better
financial position.

6.16.64

The assessment also shows that; any electricity price
increase is likely to result in a decline in sales volumes
resulting in a knock-on effect on revenues. This is likely to
further result in more RCA applications for revenue shortfalls.

6.16.65

In conclusion, the Energy Regulator has attempted to strike a
balance between Eskom’s financial sustainability and its
impact on the South African economy. Accordingly, the
2022/23 tariff increase granted to Eskom places Eskom in a
favourable financial position, considers the consumers and
mitigates the negative effect of the tariff increase on the socioeconomic status as discussed above.

Recommendations
6.16.66

Based on the above analysis the best-case scenario would be
an inflation increase of 5.5%. This scenario presents the least
effect on the macro and microeconomic components of the
economy. However, the Energy Regulator is required to
provide a balance between the sustainability of Eskom and
the economic well-being of consumers and the economy. In
this regard, it is recommended that Eskom be granted an
increase of 9.61%%. However, for future applications, the
Energy Regulator needs to challenge Eskom to consider the
socio-economic effects of its applications in more detail.
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7. LIST OF STAKEHOLDERS WHO COMMENTED ON THE APPLICATION
7.1

NERSA received more than 60 000 comments from private individuals
who all raised concerns about affordability, of which 40 were
substantive.

7.2

The following are stakeholders that provided substantive comments:
7.3.1
Agri SA
7.3.2
Agri Western Cape (AWC)
7.3.3
Hessequa Municipality
7.3.4
BERGRIVIER Municipality
7.3.5
Bitou Municipality
7.3.6
BUSA (Business Unity South Africa)
7.3.7
Chatsworth and District Civic Federation
7.3.8
City of Cape Town
7.3.9
City Power
7.3.10
EIUG
7.3.11
City of Ekurhuleni
7.3.12
FSPCF – Fair South Peninsula Community Forum
7.3.13
Free State Agricultures
7.3.14
George Municipality
7.3.15
Goodwood Ratepayers & Residents Association
7.3.16
Groundwork and Earthlife Africa
7.3.17
Hessequa Local Municipality
7.3.18
Institute for Economic Justice
7.3.19
The Johannesburg Property Owners and Managers
Association (JPOMA)
7.3.20
The Kouga Local Municipality (EC108)
7.3.21
George Municipality
7.3.22
Matzikama Municipality
7.3.23
Midvaal Local Municipality
7.3.24
Minerals Council South Africa
7.3.25
Modimolle-Mookgophong Local Municipality
7.3.26
Mogale City
7.3.27
Mpumalanga Agriculture
7.3.28
Undoing Tax Abuse (OUTA)
7.3.29
Pieter Fourie
7.3.30
South African Cane Growers’ Association (SA
Canegrowers)
7.3.31
Saldanha Bay Municipality
7.3.32
Stellenbosch Municipality
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7.3.33
7.3.34
7.3.35
7.3.36
7.3.37
7.3.38
7.3.39
7.3.40

Sunnydale Ratepayers Association
Swartland Municipality
Swellendam Municipality
Umngeni Municipality
Tygerberg Business Chamber
Western Cape Treasury
AfriForum NPC
SALGA
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8. CONFIDENTIALITY
There are no confidentiality issues.
9. CONCLUSION AND RECOMMENDATION
9.1 From a conspectus of the facts and evidence presented to the Energy
Regulator, it is appropriate to approve Eskom’s fifth multiyear price
determination (MYPD5) for year 2022/23

202

