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                                                           THE DECISION 

             

 

 

Based on the available information and the analysis performed thus far, the Energy 

Regulator decided at its meeting on 12 January 2023, that:  

 

1. The allowable revenues as per Table 1 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. 

 
   Table 1: Total Allowable Revenue decision from all customers  

 
 

2. As shown above, Eskom’s application for 2023/24 revenue is R351bn including the 

Regulatory Clearing Accounts (RCAs) and the court order. NERSA’s approved 
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allowable revenue is R318bn after considering adjustments for inefficiencies and 

prudency reviews. For 2024/25, Eskom applied for R381bn including the RCAs and 

government injection as per the court order. NERSA’s approved revenue is R352bn 

after considering the adjustments for inefficiencies and factoring in the RCA as per the 

Energy Regulator decision of 14 December 2022. 

  

3. Table 2 below shows that NERSA has approved a total revenue of R300bn for the 

2023/24FY; this translates to a tariff of 173.80c/kWh. The percentage increase is 

18.65% based on the NERSA-approved tariff of 146.48c/kWh in the 2022/23FY. The 

NERSA-approved revenue is R334bn, which translates to 195.95c/kWh, resulting in a 

12.74% increase based on the 173.80c/kWh NERSA-approved tariff for the 

2023/24FY. 

 
Table 2: Allowable Revenue decision from standard customers including RCAs 

 
 

4. The Energy Regulator will consider the ERTSA for the 2023/24 financial year following 

the submission of the application by Eskom. 

 

5. The Energy Regulator will subject the costs in Table 1 above to further extensive 

prudency reviews, efficiency tests and performance thresholds.  

 

 

 

  

Eskom 

Application

NERSA 

Adjustment

NERSA 

Decision

Eskom 

Application
NERSA 

Adjustment

NERSA 

Decision

Allowed revenue to STD customers tariff based sales 

before RCA 
 R'm 235,800 317,698 -31,742 285,956 347,298 -27,711 319,588

Allowed revenue tariff based sales RCA   R'm 13,926 1,700 -1,700 0 1,700 -591 1,109

Government injection as per court order  R'm 15,000 -767 14,233 15,000 -735 14,265

Total allowed revenue tariff based sales after RCA   R'm 249,726 334,398 -34,208 300,190 363,998 -29,036 334,962

Volumes from tariffs based sales incl RCA  GWh 170,485 172,722 172,722 170,947 170,947

Standard average price after RCA  c/kWh                 146.48                  193.60              173.80               212.93                 195.95 

Increase in average tariff after RCA % 9.61% 32.17% 18.65% 22.52% 12.74%

FY 2023/24 FY 2024/25

MYP 5(Incl RCAs)

Unit of 

Measure

 FY 2022/23 

NERSA 

Decision
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1. EXECUTIVE SUMMARY 

 

1.1. The Multi-Year Price Determination (MYPD) is a process of determining 

allowable revenues for Eskom over a predetermined control period. The MYPD 

is based on a cost-of-service, rate of return-based methodology, namely the 

Multi-Year Price Determination Methodology (MYPDM), which provides the 

regulated entity with an opportunity to recover prudent costs and achieve a 

reasonable return. The application of the MYPDM should incentivise cost 

savings and efficient and prudent procurement by the licensee (Eskom). This 

process is a basis for determining tariffs for various customer categories. To 

ensure that electricity prices in South Africa are implementable by 1 April 2023, 

Eskom is required to table, in Parliament, the tariff approved by the National 

Energy Regulator of South Africa (NERSA) before 15 March 2023.  

 

1.2. The MYPD is developed as a guide to the Regulator in the regulation of the 

electricity supply industry in a manner that should be deemed rational and would 

result in predictable and stable prices. It forms the basis on which NERSA will 

evaluate the price adjustment for Eskom over a multi-year period and becomes 

the de facto price path. The validity period of the current MYPD4 pricing 

methodology ended on 31 March 2021. However, the court extended its 

existence until a new methodology is in place. Eskom’s MYPD5 revenue 

application was assessed using the MYPD4 methodology that NERSA 

published in October 2016. 

 

1.3. Initially, NERSA had rejected Eskom’s application, part of which was 

successfully challenged by Eskom as part of a high court review of the NERSA 

decision. Judge Kollapen’s high court order of 3 December 2021 extended the 

application of the MYPD4 methodology for the 2022/23 year in the absence of 

a revised MYPD5 methodology. 

 

1.4. Furthermore, Judge Millar’s high court order of 5 July 2022 extended the 

application of the MYPD4 methodology for the 2023/24 financial year (FY) in 

the absence of a revised MYPD5 methodology.  

 

1.5. In compliance with the court order, the revenues and tariff decisions that will be 

determined by NERSA for the 2023/24 FY, will be implemented from 1 April 

2023 for non-municipal customers and from 1 July 2023 for municipal 

customers. The revenue/tariff determination for the 2023/24 and 2024/25 FYs 

will be completed by 12 January 2023. 

 

1.6. The analysis of the application for both the 2023/24 and 2024/25 FYs was in 

line the MYPD4 methodology, which was approved in October 2016.  There 

was no deviation from the methodology.  
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1.7. Section 5.3 of the MYPD4 methodology states that ‘Each division’s revenue will 

be calculated separately, with the overall price/revenue determined at 

distribution level and communicated as such to customers’.  The application 

was not analysed in line with this requirement, as it was submitted at a company 

level and not at a business level.  There were, however, divisional scripts 

submitted, which were meant to support the main application. 

 

1.8. Paragraph 5.8 of the methodology further states that ‘the allowed revenue must 

be based on all customer categories’. This requirement could also not be met 

because the application was not made in this format. The application has, 

however, been broadly considered in terms of standard and non-standard 

customers. 

 

2. LEGAL CONTEXT OF THE MYPD5 APPLICATION IN TERMS OF THE COURT 

ORDER 

 

2.1. The general mandate of NERSA is to regulate prices and tariffs as embodied in 

section 4 of the Electricity Regulation Act (Act No. 4 of 2006). The generality of 

the section is amplified by section 15 of the same Act. The section provides a 

specific mandate on NERSA and a reciprocal obligation on licensees in as far 

as tariffs are concerned. The specific mandate is predicated on the licence 

condition issued in terms of section 14 of the Act. It is settled that NERSA has 

issued Eskom with licence conditions relating to the approval of its tariffs 

through the usage of a methodology.  

 

2.2. It is trite that the approval of Eskom’s tariff cannot be processed without the 

availability of and compliance with the methodology, unless there 

circumstances have necessitated a deviation that was considered to be fair, just 

and reasonable. The methodology referred to in the licence condition is not a 

static regulatory instrument but a time-, factor- and condition-based instrument 

that is revised from time to time to enable the achievement of the objects of the 

Act.  

 

2.3. The current Eskom application is not being considered because of the court 

order, but it is the regulatory instrument to be used in determining the tariff that 

the court has pronounced on. The litigious history of MYPD5 has disrupted the 

consideration of the application as a multi-year to an annual approval. The 

general administrative principles applicable to NERSA’s decision making have 

not been eroded by the litigation proceedings that have taken place.  

 

2.4. The litigation phases regarding the MYPD5 have become moot, as year one 

has been implemented pursuant to the court order of 3 December 2021 and the 
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remaining two years of the application have been addressed in the court order 

of 5 July 2022. What is, however, fundamental about the court judgement of 

5 July 2022 is that: (a) it compels NERSA to use the 2016 MYPD methodology; 

(b) it sets the timelines for the processing of the application; (c) it compels the 

utilisation of the application submitted on 2 June 2021; and (d) it leaves the door 

open to NERSA to introduce a new methodology for the consideration of the 

2024/25FY application. 

 

2.5. It is imperative that when considering the current application, NERSA is mindful 

of the dates set by the court to avoid being in contempt and open the gates for 

Eskom to approach the court with an application for judicial deference. It is also 

important to highlight that courts have the duty to intervene in constitutional 

violations, but they have the prerogative to decide when and to what extent to 

intervene when such a violation occurs within the domain of government. The 

decision on whether to intervene and then, to what extent, will depend on the 

standard of judicial review the courts employ. 

 

2.6. In an instance wherein the content of the application is not substantive enough 

to enable proper evaluation/analysis, a request can be made to Eskom to 

substantiate the item and that will not be tantamount to the amendment or 

revision of the application. It is also noteworthy that that the record of the 

request is clearly recorded and filed.  

 

2.7. The dates in the court order are not only important to the consideration and 

finalisation of the revenue application, but also for the publication of the 

new/revised methodology. If the date of 30 September 2022 is missed for the 

finalisation of new/revised methodology, the 2024/25 revenue application falls 

to be considered in terms of the 2016 methodology. 

 

2.8. It is also crucial to highlight that the court order did not appropriate or prohibit 

the powers of the Energy Regulator from exercising discretion when 

considering the application in terms of deviating from portions of the 

methodology if the strict application will result in irrational and unreasonable 

outcome, or the exercising a balancing act if the outcome will render the 

decision unreasonable when considering the objects of section 2 of the 

Electricity Regulation Act. 

 

2.9. It is also important to take note that the exercising of administrative powers is 

an act requiring fairness, balancing of interest, compliance with the law and 

reasonability.  In the exercising of discretion, the Energy Regulator is 

encouraged to consult with Eskom where discretion would be tantamount to 

deviation or would result in the change to the expected process or outcome. 
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2.10. Even though it is not a consequence of the court order that NERSA must consult 

stakeholders in the consideration of the application, the founding legislation 

obligates NERSA to undertake or afford stakeholders the opportunity to partake 

in the process of decision making for the decision to be lawful. The lawfulness 

of the decision should be separated from substantive correctness of the 

decision; the former relates to compliance with the law, whereas the later relates 

to the correctness of the content of the decision. 

 

2.11. The consultation purported in the law has a variety of processes and the law is 

not concerned with the highest level of consultation, which entails knocking on 

the doors of persons soliciting comment, but with the process which is open, 

fair and acceptable within the democratic values enshrined in our Constitution. 

With the advent of technology enabling participation, caution should also be 

taken to ensure that the process is not reserved for the elite whereas the 

decision affects the broader nation. 

 

 

3. THE APPLICANT  

 

3.1. Eskom Holdings SOC Limited, 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 (Act No. 4 of 2006). 

 

3.2. Eskom generates, transmits and distributes electricity to industrial, mining, 

commercial, agricultural and residential customers and other distributors. It also 

buys electricity from and sells electricity to the countries of the Southern African 

Development Community (SADC). 

 

3.3. 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.  

 

4. THE APPLICATION 

 

4.1. Eskom submitted its MYPD5 application on 2 June 2021 and in this application, 

Eskom is requesting to be allowed an amount of R279bn, R335bn and 

R365bn for the 2022/23, 2023/24 and 2024/25 financial years, respectively. 

Eskom further submitted an updated/revised application on 14 September 

2022. 
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4.2. The main drivers of this application are: 

a) Regulated Asset Base (RAB) 

b) Primary energy 

c) Operating costs 

d) Independent Power Producers (IPPs) 

e) Depreciation 

f) Levies and taxes 

g) Court orders. 

 

4.3. The recovery of the outstanding R59bn equity injection will also have to be 

considered as per the relevant Court order, that is, to allow R15bn over and 

above the allowable revenues. 

 

4.4. Table 3 below shows Eskom’s application for the three financial years. The 

application deals with the 2023/24 and 2024/25 financial years.  

 
Table 3: Eskom’s Updated allowable revenue for 2023/24FY and 2024/25FY (September 2022) 

 

 

4.5. In compliance with the court’s ruling, NERSA developed a consultation paper 

to request stakeholders to comment on the last two years of the application. 

 

4.6. During the MYPD4 revenue determination period, government had injected 

R23b equity per annum for the period of three years, totalling R69bn. NERSA 

recognised the amounts as revenue deducted from the MYPD-approved 

revenues to avoid excess returns. Eskom challenged NERSA’s decision and 

the court found in favour of Eskom on 28 July 2020, whereby NERSA was 
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ordered to add back R23bn to Eskom revenues. NERSA appealed the decision 

at the supreme court. The matter was subsequently settled between Eskom and 

NERSA and on 6 June 2022, the court ordered as follows: 

a) After such time NERSA has determined the allowable revenue for the 

2023/24, 2024/25, 2025/26 and 2026/27 financial years, the following sum 

will be added to the determinations: 

i. In the 2023/24FY, 15bn will be added to the allowable revenue 

ii. In the 2024/25FY, 15bn will be added to the allowable revenue 

iii. In the 2025/26FY, 15bn will be added to the allowable revenue 

iv. In the 2026/27FY, 14bn will be added to the allowable revenue. 

 

b) The amount of R15bn in the table above for the 2023/24 and 2024/25 

financial years are as a result of the court order and NERSA is obligated to 

implement the comply with the order, hence the amounts will be added as 

per the court order. 

 

4.7. The volume of 170 440GWh for the 2023/24FY and 170 340GWh for the 

2024/25FY are as applied for by Eskom and only relates to standard tariff 

customers. NERSA is yet to conduct efficiency tests on these volumes. 

 

5. BACKGROUND AND INTRODUCTION 

 

5.1. 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. 

 

5.2. NERSA’s regulatory framework, according to the Electricity Regulation Act, 

requires the achievement of several objectives, which include: 

a) safeguarding the needs of current and future customers; 

b) achieving the efficient, effective and sustainable development of electricity 

supply infrastructure;  

c) facilitating investment;  

d) promoting universal access; 

e) promoting competitiveness and customer and end-user choice; and 

importantly; 

f) facilitating a fair balance between the interests of customers and end users, 

licensees, investors in the electricity supply industry and the public.  

 

5.3. 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. 
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5.4. Eskom submitted its MYPD5 application on 2 June 2021 and in this application 

Eskom is requesting to be allowed amounts of R279bn, R335bn and R365bn 

for the 2022/23, 2023/24 and 2024/25 financial years respectively. 

 

5.5. NERSA, at its meeting held on 30 September 2021, considered and approved 

a recommendation by the Electricity Subcommittee to reject Eskom’s MYPD5 

Revenue application and to request that Eskom reapply for an interim tariff in 

terms of the revised MYPD5 principles. This approach to use future-looking 

principles had been applied in past transitions from one MYPD to another, to 

take account of the changes in the electricity industry and shortcomings in the 

previous MYPD control periods. This decision of the ER was challenged by 

Eskom in court, on the basis that, in the absence of any other updated and 

published MYPD methodology (MYPDM), the prevailing MYPDM from 2016 

should be used. 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:  

5.5.1. 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. 

 

5.5.2. Eskom’s revenue application for the 2023/24 and 2024/25 financial 

years, submitted to NERSA on 2 June 2021, is to be decided by 

NERSA, on the timetable set out below, in terms of the Multi-Year 

Pricing Determination Methodology published in 2016. 

 

5.5.3. On 14 September 2022, Eskom submitted a revised application taking 

into account the latest industry developments. This Reasons for 

Decision (RfD) document deals with the 2023/24 and 2024/25 financial 

years.  

 

5.6. The following timetable shall apply to the decision: 

5.6.1. Eskom’s revenue application submitted on 2 June 2021 was published 

on 1 August 2022 together with the revised assumptions submitted in 

January 2022. NERSA received a revised application on 14 September 

2022. 

5.6.2. The public had until 8 September 2022 to make representations, if any, 

on the content of Eskom’s application. 

5.6.3. Public hearings on the merits of Eskom’s revenue application were held 

between 19 and 23 September 2022. 

5.6.4. NERSA shall make a final decision on Eskom’s application by 

12 January 2023. 
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5.7. This court order provides NERSA with the opportunity to exercise its mandate 

in terms of tariff determination, considering the impact of its decision on the 

economy, and the opportunity to revisit its regulatory framework. 

 

6. THE DECISION-MAKING PROCESS  

 

6.1. Eskom’s revenue application received on 2 June 2021 was published on 29 July 

2022 together with the revised assumptions submitted in January 2022. 

 

6.2. The public had until 8 September 2022 to make representations, if any, on the 

content of Eskom’s application. 

 

6.3. The Energy Regulator conducted public hearings in all nine provinces of South 

Africa from 19 to 23 September 2022 in order to solicit comments from 

interested and affected stakeholders.  

 

6.4. In accordance with the revised court order, NERSA made its final decision on 

Eskom’s application on 12 January 2023. 

 

7. LIST OF STAKEHOLDERS WHO COMMENTED ON THE APPLICATIONS  

 

7.1. The Energy Regulator received approximately 2000 written comments from 

individual stakeholders who all raised concerns about affordability, and two 

substantive comments from the industry namely; Energy Intensive Users of 

Southern Africa and Southern African Faith Communities Environmental 

Institute, for the period during which the Eskom application was published. 

 

7.2. The following stakeholders provided oral presentations at the public hearings 

scheduled between 19 and 21 September 2022: 

a) Agri Western Cape 

b) Anti-Pollution Watchdog of Umkomaas 

c) Chatsworth Civic Federation 

d) City of Cape Town 

e) City of Johannesburg 

f) City Power 

g) Democratic Alliance 

h) Eskom 

i) Energy Intensive Users of Southern Africa (EIUG) 

j) Groundwork 

k) Earthlife Africa Durban 

l) Free State Agriculture 

m) Havenside Civics 

n) KZN Fishers Forum 
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o) Market Users Committee 

p) Mogale City 

q) Municipal Accounts Disputes 

r) Organisation Undoing Tax Abuse (OUTA) 

s) Private Citizens 

t) Right to Know  

u) South Durban Community Environmental 

v) Southern African Faith Communities Environmental Institute (SAFCEI) 

w) Ubunye Bama Hostela 

x) Unemployment Movement of Austerville. 

 

8. ANALYSIS OF ESKOM’S REVENUE APPLICATION FOR THE 2023/24 AND 

2024/25 FINANCIAL YEARS 

 

8.1. Sales Forecast 

 

Summary of the application 

8.1.1. In the original MYPD5 revenue application, Eskom applied for total sales 

volumes of 193 579GWh for the 2022/23FY, 192 627GWh for the 2023/24FY 

and 191 467GWh for the 2024/25FY. This consists of standard tariffs, 

Negotiated Pricing Agreements (NPAs) and International Sales, as 

demonstrated in Table 4 below.  

 

Table 4: Eskom Application: Sales Volume Forecast 

 

Source: Eskom Application June 2021 

8.1.2. In its application, Eskom forecast 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. 
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8.1.3. Eskom submitted a revised sales forecast during the public hearing in 

September 2022. The revised sales forecast shows an increase in sales of 

0.9% (193 811GWh) for the 2023/24FY and a decline of 1% for the 

2024/25FY, as depicted in Table 5 below. 

 
Table 5: Eskom’s revised Sales Forecast 

 
 

8.1.4. Eskom attributes the slight increase in sales from the original forecast to the 

post-pandemic recovery of the economy. 

 

NERSA ANALYSIS  

Approach used/methodology used 

8.1.5. The analysis is based on section 6 of the MYPD4 methodology, which deals 

with the sales volumes. Paragraph 6.1.1 states that ‘the sales forecast must 

be based on all customers of the standard tariff which includes international, 

negotiated pricing agreements and others’. 

 

8.1.6. Section 6.1.6 states that ‘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’. 

 

8.1.7. NERSA analysed the historical sales trends and factors impacting on sales 

for each customer category in order to develop a sales forecast. The sales 

forecast is based on a combination of historical sales trends and statistical 

regression model that provides an indication of future sales trajectory. 
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Historical sales performance 

8.1.8. Eskom indicates that the initial decline in sales is mainly 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. 

 

8.1.9. The COVID-19 pandemic that emerged during 2020 had a significant impact 

on the sales volumes. Lockdown restrictions, 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; and the tourist accommodation, 

hospitality and leisure complexes closed. These had a negative impact on 

Eskom’s electricity sales during April and May 2020.  

 

8.1.10. It should be noted, however, that Eskom’s industrial/mining sales had been 

decreasing since 2012, as outlined in Table 6 below, which suggests 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 20211 

 

 

8.1.11. Eskom indicates that it aims to grow its 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. 

 

8.1.12. 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 Small-Scale Embedded Generation (SSEG) facilities is 

bound to put more pressure on Eskom’s ability to increase sales.  

 

8.1.13. Eskom’s sales have been declining for most of the MYPD3 and MYPD4 

periods, as demonstrated in Figure 1. Eskom’s total sales declined by 15% 

between 2012 and 2021, as depicted by the sales trajectory, which results in 

an average decline of 1.2%, having adjusted for the impact of COVID-19. 

This led to a decline of 6.7% in the 2020/21FY, as shown in Figure 1 below. 
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Figure 1: Eskom total sales trend (% change) (2012–2021) 

 

8.1.14. Noticeable growth period of more than 1% was the 2014/15 period where 

driven by standard tariff sales and export sales. Sales also increased by 3.4% 

in the 2021/22 financial year due to a recovery from the decline in 2020/21 

that was largely driven by the COVID-19 pandemic. Eskom is forecast to sell 

less electricity in the 2022/23 financial year than in the 2013/14 financial year. 

It is important to note that in the same period, electricity prices have 

increased by 175%. 

 

Sector analysis  

8.1.15. 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) 

 

8.1.16. Industrial sales declined the most between 2012 and 2021, as shown in 

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

 

8.1.17. Mining sales also show a steep decline over the same period, as depicted in 

Figure 3 below.  

 

 

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

 

8.1.18. Commercial sales realised an increase of 5% between 2012 and 2021, as 

depicted in Figure 4 below. 
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Figure 4: Eskom commercial sales (2012–2021) 

 

Impact of price increases 

 

8.1.19. This decline in sales occurred while the price of electricity has been 

increasing over the same period, as depicted in Figure 5 below. 

 

 

Figure 5: Sales/price trend (2012–2022) 
 

8.1.20. Eskom states that even though the price of electricity has increase drastically 

over the years, it is still comparatively lower globally. ,Figure 6 below shows 

a study conducted by Lazard comparing the electricity prices of a selection 
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Figure 6: Comparison of electricity prices of selected countries (2018) 

 

8.1.21. 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 how these various 

components 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. NERSA also notes that 

the generation mix informing these prices has not been provided, making it 

impossible to compare the different countries as they might have different 

generation sources than South Africa, which is largely reliant on coal-fired 

plants for electricity generation. 

 

8.1.22. Figure 7 below compares Eskom’s prices for small and medium industrial 

customers against Chinese states and selected municipalities in South 

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

  

8.1.23. 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 to 

which municipalities have to add a mark up to cover their own costs, therefore 

the municipal prices cannot be compared to Eskom prices.  

 

8.1.24. Eskom attributes the dominant drivers to electricity demand as the following; 

a) Overall national economic growth 

b) Commodity prices 

c) Structural changes to the economy.  

 

8.1.25. 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. 
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8.1.26. The eThekwini Municipality stated that as Eskom increases the price of its 

product, its customers, in general, are buying less of its product. This then 

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 quality or reliability of the product is not to the satisfaction of the 

customer. The municipality also did an assessment of how much of an 

increase its customers could absorb, and determined that it is an increase of 

not more than 7%. Agri Western Cape stated that NERSA should assist 

Eskom in exposing non-paying municipalities to improve Eskom’s revenue 

recovery efforts. The stakeholder (Agri Western Cape) also stated that an 

increase of 7% will allow Eskom to recover costs that it has control over.  

 

8.1.27. 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 three constraints to economic growth. 

 

Impact of load-shedding  

8.1.28. Eskom has load-shed 6 653GWh between 2007 and 2021. The most severe 

load-shedding took place in 2021, where 1 773GWh were load-shed, as 

shown in Figure 8 below. 

 

 

Figure 8: Historical load-shedding (GWh)  
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8.1.29. The year 2022 already has the highest load-shedding to date, as Eskom had 

load-shed 4 115GWh by October 5 2022.2 

 

8.1.30. 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.  

 

8.1.31. For example, the Nelson Mandela Bay Chamber of Commerce (on behalf of 

the 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.3 

 

8.1.32. Load-shedding is not taken into account when a sales forecast is developed. 

The forecast is based on expected demand assuming that there is no load-

shedding. If there is a decline is sales due to load-shedding, it is dealt with 

during the Regulatory Clearing Account (RCA) process, where volumes 

arising out of load-shedding are deducted from the revenue variance to be 

recovered from customers.  

 

Sales growth initiatives  

8.1.33. 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. 

 

8.1.34. Moreover, the global economic impact of the COVID-19 pandemic has 

exacerbated the downward trend and recovery is expected to stretch over 

many years to come, and at that, slowly. 

 

8.1.35. 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 that are sustaining and growing 

demand, expediting projects, attracting new customers and implementing 

innovative products, as highlighted in Figure 9 below. 

                                                           
2 Engineering news, https://www.engineeringnews.co.za/article/besides-2021-more-power-was-cut-in-september-than-in-any-other-
year-since-load-shedding-started-2022-
10-06#:~:text=Eskom%20data%20has%20confirmed%20that,month's%20720%20hours%20directly%20affected. 
3 Submission dated 20 January 2020. 
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Figure 9: Eskom sales growth initiatives  

 

8.1.36. NERSA’s view is that these initiatives are not adequate to validate 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.  

 

8.1.37. Eskom has admitted, in the past, that these sales growth initiatives have not 

yielded the desired results. For example, the Offer Sales Programme for 

large power users, the Electricity Boiler Programme and the Generator 

Displacement Programmes introduced in the MYPD4 period were not 

successful in increasing sales due to subdued interest from customers, 

among other reasons. It seems that these have been abandoned in the 

MYPD5 and new initiatives have been introduced. NERSA will continuously 

monitor the results from these programmes.  

 

Sales Forecast Analysis 

8.1.38. 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. 

 

8.1.39. The sales forecast also incorporates the co-generation capacity of large 

customers, which have the capability to generate and wheel energy between 

their respective sister plants. The co-generation customers that are 
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envisaged to sell electricity to the Eskom system operator are excluded from 

the sales forecast. 

 

8.1.40. Eskom also uses a combination of forecasting methodologies, combining 

individual consultations with the municipalities, in line with the respective 

local government development plans, as there are various aspects that 

impact the municipalities’ respective electricity consumption profiles. 

 

8.1.41. Eskom indicated that the gap between sales growth and GDP is widening 

and will continue doing so due to less intensive sales and the economy 

migrating towards a more service-oriented approach. Several mines and 

large industrial customers are closing down or down scaling. 

 

8.1.42. The increase in sales that was anticipated in smelters during MYP4 is 

compromised, as the ferrous metal commodity prices were further 

compromised as a result of the pandemic. Even though the platinum mines 

were hit by 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. 

 

8.1.43. 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 and 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 

8.1.44. Eskom’s sales forecast also includes assumptions about GDP growth and 

commodity prices. Eskom states that the gap between sales growth and GDP 

is widening due to less energy intensive sales during the forecast years and 

the economy migrating towards a greater service oriented economy. Eskom 

also states that a slump in commodity prices of platinum, aluminium, gold 

and ferrochrome has contributed towards the decline in sales.  

 

8.1.45. 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) as shown in Table 8 below. 
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Table 8: Impact of GDP and commodity prices on sales 

 

 

8.1.46. The data is statistically significant, with a level of less than 0.05%, as shown 

in Table 9 below. 

 
Table 9: Significance Level  

 

  

8.1.47. A correlation analysis was also performed between each of the variables and 

their sales. As Table 10 below shows, only platinum prices and GDP growth 

have a significantly positively correlation to electricity sales in GWh. There is 

a lesser but positive correlation with aluminium prices as well. 

 
Table 10: Correlation between variables  

 

 

 

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

ANOVA

df SS MS F Significance F

Regression 5 779709140 155941828,1 12,88138 0,000698748

Residual 9 108953856 12105983,95

Total 14 888662996

Platinum price (London; $/oz) Standard Tariff Sales (GWh)

Platinum price (London; $/oz) 1

Standard Tariff Sales (GWh) 0,739763923 1

Aluminium $/ton Standard Tariff Sales (GWh)

Aluminium $/ton 1

Standard Tariff Sales (GWh) 0,315872987 1

Gold($/oz) Standard Tariff Sales (GWh)

Gold($/oz) 1

Standard Tariff Sales (GWh) -0,255730257 1

Ferro Chrome (c/Lb) Standard Tariff Sales (GWh)

Ferro Chrome (c/Lb) 1

Standard Tariff Sales (GWh) -0,209879821 1

SA GDP (%) Standard Tariff Sales (GWh)

SA GDP (%) 1

Standard Tariff Sales (GWh) 0,738788702 1
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8.1.48. This means that platinum prices and GDP are more accurate predictors of 

electricity sales than the other commodity prices. 

 

8.1.49. 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. 

 

8.1.50. 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. 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 are the 

COVID-19 pandemic and load-shedding, which have a huge impact on sales 

growth. This might continue in the years to come. 

 

8.1.51. During the MYPD5 public hearing, Busa and the Mineral Council South Africa 

stated that for the 2022/23FY, the sales forecast may indeed be a reasonable 

reflection of current circumstances and might be step in the right direction, 

but warned that for the next multi-year price determination and the new 

methodology, the Regulator must consider how to deal with the uncertainties 

of sales demand, particularly if the RCA is no longer part of the mechanism. 

 

8.1.52. During the public hearing, SALGA indicated that metros have experienced 

significant decreases in sales in recent years, and most stakeholders expect 

the downward 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. 

 

8.1.53. City of Cape Town suggests revising the sales volume to approximately 

204 500GWh and assuming a 10% increase in the tariff, which could result 

in additional revenue of R15 300 million, though there will be added costs 

due to changes in energy wheel, as a result. In terms of paragraph 6.1.5 to 

6.1.6 of the MYPD methodology (p. 10 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.  

 

8.1.54. The variance between the forecast and actual sales has declined since 

2018/19, as depicted in Figure 10 below.  This was due to the rebasing of 



33 

sales in 2018/19 and the MYPD4 methodology that allows for 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 decision. 

         

 

Figure 10: Forecast/actual sales variance 

 

8.1.55. 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.  

 

Impact of 100MW licence registration requirement 

8.1.56. In August 2021, the threshold for the registration of generation facilities was 

increased to 100MW and the change to the rules was gazetted (the 

amendment of schedule 2 of the Electricity Regulations). This amendment 

will allow private generators and companies to wheel electricity through the 

grid to other off-takers. Even though this development has the potential to 

improve the availability of electricity supply, there are also risks of delay to 

get these projects online due to aging and inefficient transmission and 

distribution (T&D) infrastructure, as well as increased losses and outages. 

This will make connecting commercial scale projects difficult.4 

 

8.1.57. NERSA has been tracking SSEG installations (registered or licences) since 

2018. Figure 11 below shows the growth from 23.8 MW in 2018 to 411 MW 

in 2023 (1623%).  

 

                                                           
4 Fitch Solution, 2022, South Africa Power Forecast Scenario.  

 

1.8% 15.8% 
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Figure 11: SSEG installations trend (MW) 

 

8.1.58. The uptake of SSEG has been increasing exponentially in the last few years 

and is expected to grow to in a similar fashion over the MYPD5 period. 

 

NERSA Sales determination 

Adjustments and reasons 

8.1.59. The principle is that if there is a variance of more than 4% between Eskom 

and NERSA’s sales forecast, NERSA’s sales forecast will be accepted. If the 

variance is less than this, Eskom’s sales forecast will be accepted. This is 

based on the treatment of RCA variances as provided for in section 17.2.3 of 

the MYPD4 methodology, which states that ‘If the RCA balance is between 

2% and 4%, the amount is allowed as a pass-through in the next financial year…’ 

This principle allows for the treatment of small variances and has been adopted 

for the sales section to simply the process of sales determination.  

 

8.1.60. Also, the variance between the actual and forecast sales has reduced to less 

than 5% since the 2018/19 financial year, where it used to be as high as 35% in 

the MYPD3 period due to Eskom’s overly optimistic sales forecast. This risk 

has diminished over the MYPD4 period; therefore this approach poses a low 

risk to actual sales varying from the sales determination.  

 

8.1.61. The first step in determining the standard customer sales is to provide an 

overview of the historical sales performance. The regression model show that 

sales trend reflects a fit with the polynomial model with the R squared of 

92.32%, as shown in Figure 12 below. This approach is also adopted by the 

Council for Scientific and Industrial Research (CSIR)orecast, with an 

adjustment made for energy intensity.5  

                                                           
5 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. 
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Figure 12: Standard customer sales modelling  

8.1.62. The sales forecast is based on the assumption that there will be no load-

shedding, as it is based on expected demand from customers. The variances 

between actual sales and forecast are dealt with in the RCA, where the sales 

that did not occur due load-shedding are deducted from the sales variance 

that Eskom is entitled to. 

 

8.1.63. Load-shedding does have an impact on Eskom’s sales, as the declining sales 

trend commenced in 2008 when Eskom started load-shedding and when the 

electricity prices started increasing sharply. The recent load-shedding that 

occurred in 2022/23 (up to stage 6) will accelerate this trend going forward, 

however this impact has not been factored into this sales determination 

because the assumption is that the regression modelling already provides for 

the long-term impact this phenomenon.  

 

8.1.64. NERSA determined standard tariff sales to be 171 850 GWh for the 

2023/24FY and 172 323GWh for the 2024/25FY. The variance between 

Eskom’s and NERSA’s sales forecast is 1% for the two years, therefore 

Eskom’s sales forecast has not been changed. 

 

Table 11: NERSA standard customer sales determination (GWh) 

 

 

 

8.1.65. Figure 13 below shows a model for the negotiated pricing agreement (NPA) 

sales trend and R squared fit of 84.74%. 

NERSA Forecast Eskom Sales Forecast Difference

2022/23 170 485

2023/24 171 850 172 722 1%

2024/25 172 323 170 947 -1%
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Figure 13: NPA sales trend (GWh) 

 

8.1.66. For NPAs, the forecast is 10 650GWh for the 2023/24FY and 10 850GWh for 

the 2024/25FY. The variance between Eskom’s and NERSA’s sales is 2% 

and 3%, therefore Eskom’s sales forecast is accepted. 

 
Table 12: NPA sales forecast (GWh) 

 

 

8.1.67. The international sales forecast is less predictable due to the fluctuating 

nature of the sales, as depicted below with a R square of 3.3%. 

 

NERSA Forecast Eskom Sales Forecast

2022/23 9 528

2023/24 10 656 10440 -2%

2024/25 10 765 10412 -3%



37 

 

Figure 14: The international sales trends 

 

8.1.68. The NERSA sales forecast for the 2023/24FY is 10 780GWh, and for the 

2024/25FY it is 10 700GWh. The variance between NERSA’s and Eskom’s 

sales forecast is 1% for the two years, therefore the sales forecast is 

accepted.  

 
Table 13: International sales forecast (2023/24 and 2024/25) 

 

 

8.1.69. Section 6.1.6 states that ‘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’. To do this, NERSA 

updated the sales data to reflect the 2021/22 actual total sales and assessed 

whether this would have an impact on the total sales regression. The figure 

below shows the sales trend for the forecast period, having considered the 

2021/22 actual sales.  

 

NERSA Forecast Eskom Sales Forecast Difference

2022/23 11 982

2023/24 10 780 10 648 -1%

2024/25 10 700 10 587 -1%
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Figure 15: Sales regression adjusted to reflect the latest available sales data 

8.1.70. The figure above shows that the forecast sales is 189 801GWh for the 

2022/23FY and 184 399GWh for the 2023/24FY, a variance of 2.1% and 

4.1% from the sales determination below. 6 Since the variances fall within the 

4% threshold, the determination will not be changed.  

 

8.1.71. The total sales determination for the 2023/24FY is 193 810GWh and 

191 946GWh for the 2024/25FY, as depicted in Table 14 below. 

 
Table 14: Total sales determination for 2023/24FY and 2024/25FY (GWh) 

 

 

8.1.72. There are no specific conditions for approval of the sales forecast. However, 

the variances between the forecast and actual sales do have financial 

implications when the RCA is considered 

 

  

                                                           
6 The 4.1% variance is a rounding off matter and the variance still falls within the 4% threshold.  

Customer Category 2023/24 2024/25

Standard Customer Sales 172 722 170 947

NPAs 10 440 10 412

International Sales 10 648 10 587

Total Sales 193 810 191 946
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8.2. Production Plan 
 
Summary of the Application 
 
Energy Wheel 
 

8.2.1. Production planning starts with the process of forecasting demand as discussed 

in the previous Sales Forecast section. An energy wheel is developed as shown 

in Figure 16 and Figure 17 for the 2023/24FY and 2024/25FY, respectively. The 

purpose of the energy wheel is to ensure that the volumes of supply that will be 

obtained from both local (including IPPs) and international supplies, is sufficient 

to meet total demand. The energy wheel is the starting point in production 

planning to ensure a balance between supply and demand. 

 

 

Figure 16: Energy Wheel 2023/24FY 
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Figure 17: Energy Wheel for 2024/25FY 

 

Installed Capacity 

 

8.2.2. The Eskom generation fleet is capacitated as highlighted in Table 15 below. 

Coal makes up about 84% of the total installed capacity, however, currently at 

any given time, only half of the coal power stations’ installed capacity of 

39 867MW is available due to breakdowns and many units currently 

experiencing outages. 

 

Table 15: Eskom Generation Capacity 

 

 

8.2.3. The production plan that was first submitted in June 2020 has been updated to 

take into account the most recent information. This included moving some 

decommissioning dates forward, while others were pushed back. The net 

impact is a decline of 119MW in the 2023/24FY and an increase of 249MW in 

the 2024/25FY. The revised production plan provides the following shut down 

dates for the Eskom coal fleet. 

Technology FY2024 FY2025

Coal 39 867 40 036

Nuclear 1 854 1 854

OCGTs 2 409 2 409

Hydro 600 600

Pumped Storage 2 724 2 724

Sere 100 100

Total 47 554 47 723

Eskom Generation Capacity (MW)



41 

 
Table 16: Shut down dates of various Eskom generation units 

 

 

8.2.4. It is assumed that Medupi Unit 4 will return to service in August 2024. Kusile 

Unit 5 and Unit 6’s commercial operation dates of 30 June 2023 and 31 May 

2024, respectively, are assumed in the revised production plan.  

 

8.2.5. Table 17 below outlines the energies to be obtained from IPPs. Compared to 

the original application, a reduction in the energy will be obtained from the IPP 

programmes. Notable is 2 478GWh in the 2023/24FY from the Risk Mitigation 

Programme, as well as over 17.8TWh for both the 2023/24FY and 2024/25FY 

from delays in BW 5 and 6 of the Renewable Energy Independent Power 

Producer (REIPP) programmes.  

 

8.2.6. It must further be noted that under the IPP section of the application, provision 

of energy from the MTPPP is made to the extent of 3 064GWh and 3 364GWh 

for the 2023/24FY and 2024/25FY, respectively. This line item was erroneously 

excluded in the production plan table by Eskom, as shown in Table 17 and Table 

18 below.  

 

Station

Original 

Application

Revised 

Assumptions

Unit 9 09-Aug-22 30-Sep-22

Hendrina

Unit 10 31-Dec-27 31-Mar-23

Unti 7 31-Dec-28 19-Mar-24

Unit 2 16-Dec-25 10-Feb-25

Unit 4 31-Aug-26 31-Mar-25

Unit 4 06-Jun-25 31-Jan-23

Unit 6 08-May-25 31-Jul-23

Unit 7 28-Jul-27 31-Jan-24

Unit 1 10-Nov-26 30-Aug-24

Unit 3 22-Mar-25 30-Nov-24

Unit 2 21-Mar-26 21-Mar-26

Unit 1 16-Aug-26 16-Aug-26

Unit 3 02-Jul-27 04-Sep-27

Camden

Grootvlei

Shutdown date

Komati
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Table 17: Generation form IPP programmes 

 
 

Generation Fleet Performance Statistics 

8.2.7. Eskom revised their plant performance assumptions to bring them closer to 

realistic numbers, given the time that has passed since Eskom first submitted 

their application.  

 

8.2.8. Paragraph 7.1 of the methodology states that ‘Eskom must furnish the Energy 

Regulator with a risk adjusted production plan and the energy wheel that is 

aligned to the forecasted sales above to be reviewed and approved by the 

Energy Regulator’. The generation plant performance statistics assumed in the 

original application, as well as the revised assumptions that take into account 

the most recent information, is shown in Table 18 below. 

 
Table 18: Generation Technical Performance 

 

FY2024 FY2025 FY2024 FY2025

Eskom short term programmes 1 577 1 188 2 635 2 628

MTPPP (Emergency Gen) 0 0

Short term (Standard Offer) 1 577 1 188 2 635 2 628

Section 34 programmes (non RE) 7 566 8 779 6 110 9 712

DoE Peakers 88 88 1 056 1 056

Risk Mitigation Programme 7 532 8 784 5 054 8 741

Storage -54 -93 -85

Renewable IPPs 27 342 35 095 19 655 24 906

Renewable BW 1 3 797 3 806 3 806 3 785

Renewable BW 2 3 052 3 046 3 046 3 039

Renewable BW 3 4 540 4 539 4 539 4 529

Renewable BW 3,5 400 892 510 881

Renewable BW 4 4 074 4 081 4 076 4 060

Renewable BW 4+ 3 507 3 511 3 512 3 496

Renewable BW 5 7 916 8 485 166 5 116

Renewable BW 6 6 664

Small-scale renewable - committed 15

Small-scale renewable - new 56 56

Total 36 485 45 062 28 400 37 246

 Original Application Revised Application
Energy (GWh)

Application Application Application Application

FY2024 FY2025 FY2024 FY2025

Energy Utilisation Factor (EUF) 62,4 58,9 75 71

Energy Availability Factor (EAF) 72 72 58,6 59,1

Planned Capacity Loss Factor (PCLF) 10,5 10,5 10,6 11,1

Unplanned Capacity Loss Factor (UCLF) 16 16 29,3 28,3

Other Capacity Loss Factor (OCLF) 1,5 1,5 1,5 1,5

Gross Load Factor (GLF) 44,9 42,4 44 42

Original Assumptions Revised Assumptions

Generation Technical Performance (%)
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8.2.9. Table 19 below outlines the energy sent out from each technology category, 

both from Eskom plants as well as IPP plants. 

 
Table 19: Energy Production per plant mix 

 
 

8.2.10. The Table above indicates that there is an increase of 3.69% in the energy 

generated from the coal fleet, which is realised by ramping up the utilisation 

factor by 13%, from an average of 60% to an average of 73%. There is a 

significant decrease in terms of the energy obtained from IPP plants, to the 

extent of 16.6TWh and 8.8TWh for the 2023/24FY and 2024/25FY 

respectively. 

 

NERSA Analysis 

Energy Wheel 

8.2.11. The production planning process starts with the forecast sales. Under the 

sales section, it has been highlighted that NERSA is aligned with the projected 

sales as provided by Eskom. The production plan then sets out to meet the 

forecast demand with the available supply options, including both Eskom 

capacity as well as IPP capacity. The starting point is therefore the forecast 

demand, which is approved by the Energy Regulator.  

 

8.2.12. Paragraph 7.1 of 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 risk adjusted production plan means a plan that is 

realistic and has taken all recent and relevant information into account. 

However, this provision is not meant to allow the utility to be resigned to poor 

and inefficient operation, it further does not mean that the utility will be 

rewarded for inefficiencies.  

FY2024 FY2025 FY2024 FY2025

Power Sent out by Eskom stations 170 226 161 379 187 190 176 732
Coal-fired station (including pre-

commissioning) 163 197 153 232 169 222 156 134

Hydroelectric stations 573 573 886 832

Pumped storage stations 5 081 5 075 4 346 4 440

Gas turbine station 211 211 2 539 2 532

Wind energy 308 307 308 307

Nuclear power station 13 631 12 468 9 889 12 487

IPP purchases 45 063 52936 31 464 40 610

Wheeling 2 093 2088 2 093 2 088

Energy import from SADC countries 8 481 8457 8 702 8 678

Total Gross Production 225 863 224 860 229 449 228 108

Less Pumping 6 636 6628 5 671 5 796

Total Net Production 219 227 218 232 223 778 222 312

Electricity output (net GWh)
Revised ApplicationOriginal Application
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Installed Capacity 

8.2.13. The revised decommissioning dates/dead-stop dates are noted and the 

differences are noted to be fairly small, when comparing Eskom’s original 

application with the revised application. Given the continuing capacity 

shortage, it may be necessary for Eskom to do a cost benefit analysis of re-

instating the units on cold reserve versus the cost of using Open Cycle Gas 

Turbine (OCGT) diesel generators.  

 

8.2.14. It is noted that the biggest driver of the energy shortfall when comparing 

Eskom’s original application and the revised application, is the delays in the 

commercialisation of new capacity from the various IPP programmes. The 

energy shortfall from the IPP programmes amounts to 2 478GWh from the 

Risk Mitigation Programme for the 2023/24FY, and 7 687GWh and 

10 187GWh from the REIPP programme for the 2023/24FY and 2024/25FY, 

respectively. 

 

8.2.15. It must be further noted that the delays experienced in the commercialisation 

of the IPP programmes, including the Risk Mitigation programme and others, 

have a direct impact on the reliability of the system to meet the forecast 

demand and creates the risk for the need to use more expensive generation, 

as well as the implementing of more frequent load-shedding.  

 

8.2.16. The inclusion of the Short-Term Power Purchase Programme (STPPP), to the 

extent of 2 635GWh and 2 628GWh for the 2023/24FY and 2024/25FY 

respectively, is noted and supported. The energy from these programmes has 

historically been cheaper than using diesel generators and is essential to 

ameliorate load-shedding, since every MW is important to ensure that the 

forecast demand is met. 

 

8.2.17. Under the IPP sections, there is a provision for energy from the Medium-Term 

Power Purchase Programme (MTPPP) programme to the extent of 3 064GWh 

and 3 364GWh for the 2023/24FY and 2024/25FY, respectively. The 

production plan provided by Eskom did not include this line item, therefore this 

has been added. Furthermore, in the IPP section, after the NERSA Analysis, 

the Risk Mitigation energy for the 2023/24FY has been removed and moved 

to the 2024/ FY25FY, resulting in further reduction in the energy contribution 

from the IPP programme. 

 

Generation Plant Performance 

8.2.18. The 2020/21FY and 2021/22FY had experienced supply side constrains that 

resulted in the implementation of load-shedding up to an unprecedented 

stage 6. Figure 18 below depicts the utility’s historic plant performance. It is 
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noted that load-shedding has plagued the country on and off since 2008, and 

has become progressively worse over the years. 

 

 

Figure 18: Eskom Fleet Historic Plant Performance 

 

8.2.19. The performance, as indicated by the Energy Availability Factor (EAF) in 

Figure 18 above, has been on a downward trend since before 2014 with short-

lived improvement in the 2016/17FY and 2017/18FY. The decline has 

continued with an EAF of 66.59% and 64.2% for the 2019/20FY and 

2020/21FY, respectively. The driver for the reduced availability is the UCLF 

that has increased from less than 15% in the 2013/14FY to levels above 30%.    

 

8.2.20. Eskom revised its plant performance figures downwards during the course of 

processing this application, given the current status of the Eskom fleet. The 

MYPD methodology states in paragraph 12.3.6 that ‘Eskom must ensure that 

the plant performance projections that form the basis of MYPD applicants are 

as accurate as possible to reduce the large variations between planned and 

actual plant performance. The projections must take into account all/any 

relevant history conditions that have resulted in the current condition of the 

plant.’ This requires Eskom to make use of the most recent assumptions in its 

production planning in order to reduce the variance that is seen during the 

RCA processing as a result of inaccurate forecasting. In that regard the revised 

assumptions of an EAF of 58.6% and 59.1% for the 2023/24FY and 

2024/25FY, respectively, are accepted as most likely to materialise, given the 

current performance statistics of the Eskom fleet.  
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8.2.21. However, to ensure that the production plan requirements are met, the 

projected coal plant EAF of 55% in the 2023/24FY and 2024/25FY, 

respectively, must be improved to at least 64.8% and 62.9%, respectively. This 

would ensure the avoidance of load-shedding and excessive use of OCGTs, 

which would have to operate at 132% in the 2023/24FY and at 103% in the 

2024/25FY at a 55% EAF.   

 

8.2.22. Eskom has highlighted that the causes of the deteriorating plant performance 

are: 

8.2.22.1. constrained power system (low reserve margin) due to delay in 

adding new capacity to the system;  

8.2.22.2. the age of the plant (average plant age is 40 years);  

8.2.22.3. the available space for maintenance;  

8.2.22.4. the funding available to operate sustainably (due to NERSA 

approving revenues that are unable to recover all prudent and 

efficient costs); and 

8.2.22.5. poor efficiency in the execution of the maintenance due to poor 

planning, scoping and execution of maintenance, as a result of an 

insufficiently skilled labour force. 

 

8.2.23. If Eskom’s coal fleet’s EAF could improve to 64.8% and 62.9% respectively for 

both years being assessed, the system would adequately meet demand and 

the OCGT LF would be kept at 10%, which would save billions in generation 

costs. Improving Eskom’s coal fleet’s performance is therefore the most 

effective way to bring the system to adequacy.  

 

8.2.24. Many reasons for poor fleet performance listed above are within Eskom’s 

control, particularly the failure to plan and execute maintenance properly, as 

indicated by themselves in the system status briefings, where outage 

readiness, due date performance, outage duration reduction and post-outage 

UCLF remain below target.  

 

8.2.25. It must further be highlighted that historically, the Energy Regulator has 

allowed the maintenance cost as applied, however the MYPD3 did not allow 

for maintenance cost to be part of the RCA. This has been amended in the 

MYPD 4. Eskom must ensure that the revenue allowed for maintenance is 

used for maintenance and not reallocated for other use. The quarterly 

monitoring reports to be submitted to the Energy Regulator must include the 

progress of maintenance activities, including the use of funds allocated for 

maintenance.  

 

8.2.26. Eskom is encouraged to make every effort to bring the fleet’s EAF to above 

60%, as the improvement in the fleet performance is the single most efficient 

way to bring the system to adequacy.  
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8.2.27. The Eskom 2035 strategy includes, among other initiatives, the following: 

8.2.27.1. Focusing on executing the required maintenance, particularly the 

reliability/philosophy maintenance, which is essential to improve 

reliability and predictability of the fleet, however the reduced space 

to perform maintenance due to the severely constrained supply 

system remains a risk.  

8.2.27.2. The 9-Point plan continues to be implemented, although aspects of 

it requires maintenance activity that are subject to the same 

capacity constraints in terms of implementing maintenance. 

8.2.27.3. Eskom will be repurposing stations that are due to be shut down 

with RE technology. However, this will not provide an equivalent 

replacement of the capacity that will be shut down 

 

8.2.28. Paragraph 12.3 of the methodology states the following; 

 Gas turbines are provided to operate during peak periods as well as 

emergency situations. Subject to the conditions set out in this 

Methodology, gas turbine generation cost will be allowed as a full pass-

through cost, but limited to volumes allowed by the Energy Regulator, 

except where such use was necessary to ensure security of supply due 

to events outside of management control. 

 Capacity constraints shall be mitigated by gas turbine generation as a 

last resort. For avoidance of doubt, gas turbine generation should be 

employed before implementation of load-shedding activities. 

 

8.2.29. The methodology therefore requires NERSA to make an allowance for OCGT 

volumes to ensure demand is met. 

 

8.2.30. It is noted that the coal fleet’s utilisation has been ramped up to increase the 

net sent out of the coal fleet to make up for the reduction in production from 

the IPP programmes, as outlined above. However, due to the current poor 

performance of Eskom’s coal fleet, Eskom should be focusing on reducing 

their unplanned breakdowns in order to increase maintenance outages 

(PCLF).  

 

8.2.31. Eskom has always emphasised that the major cause of the coal fleet decline 

in performance is linked to the sover-utilisation of the coal units, among other 

reasons. The increase in utilisation may therefore solve the current problem of 

dwindling capacity, but exacerbate the performance problem in the future. 

Eskom is therefore advised to monitor this closely and to ensure that the 

necessary maintenance is implemented to preserve the life of these units.  
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Approach/Methodology used 

 

8.2.32. The methodology under section 7.1 to 7.3 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 risk adjusted production plan means a plan that is 

realistic and has taken all recent and relevant information into account.  

 

8.2.33. Paragraph 12.3 of the methodology states the following; 

12.3.1 Gas turbines are provided to operate during peak periods as well as 

emergency situations. Subject to the conditions set out in this 

Methodology, gas turbine generation cost will be allowed as a full pass-

through cost, but limited to volumes allowed by the Energy Regulator, 

except where such use was necessary to ensure security of supply due 

to events outside of management control. 

12.3.2 Capacity constraints shall be mitigated by gas turbine generation as a 

last resort. For avoidance of doubt, gas turbine generation should be 

employed before implementation of load-shedding activities. 

 

8.2.34. Paragraph 12.3.6 states that ‘Eskom must ensure that plant performance 

projections that form the basis of MYPD applications are as accurate as 

possible to reduce the large variations between planned and actual plant 

performance. The projections must take into account all/any relevant history 

conditions that have resulted in the current condition of the plant.’ 

 

8.2.35. However, section 15(1)(a) of the Electricity Regulation Act, 2006 states that 

the revenue allowed must enable an efficient licensee to recover the full cost 

of its licensed activities, including a reasonable margin or return.  

 

8.2.36. There was no deviation from the methodology in the processing of this section. 

 

Recommendations 

 

8.2.37. It is noted that the use of STPPP as well as MTPPP has been considered. This 

is supported, as it should assist with reducing the use of expensive 

technologies. Table 41 below shows the available energy mix that includes the 

following adjustments: 

8.2.37.1. Addition of the MTPPP capacity as allocated under the IPP section 

of the Eskom application. 

8.2.37.2. Deferring of the risk mitigation energy in the 2023/24FY to the 

2024/25FY due to the unlikelihood of these plants coming online 

in the 2023/24FY.  

8.2.37.3. OCGT LF allowed at 10%. 
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8.2.38. The use of OCGTs is allowed in order to comply with paragraph 12.3.2 of the 

methodology, which requires that the regulator must ensure that supply meets 

demand as far as possible. However, to ensure efficiencies as well as ensuring 

that OCGTs are not over-utilised, NERSA has capped the OCGT load factor 

at 10% and requires that Eskom improve its coal plant EAF from the projected 

EAF of 55% to 64.8% and 62.9%, respectively, in order to meet demand. The 

methodology never envisioned a situation where there are such severe 

capacity constraints.   

 
Table 20: Energy Mix after NERSA adjustment 

 

 

8.2.39. It must be noted that even at the 12% load factor, there will be an energy 

shortfall to the extent of 25TWh and 19TWh in the 2023/24FY and 2024/25FY, 

respectively. This would result in a level of load-shedding equivalent to that 

experienced in 2022, which have been the highest levels of load-shedding 

experienced so far. 

 

8.2.40. The production plan, as outlined, feeds into the primary energy as well as the 

IPP section in identifying the cost of the primary energy components required 

to meet the demand, as forecast by Eskom and approved by NERSA. 

 

Conditions 

 

8.2.41. To ensure that Eskom is not leaning on OCGTs at increasingly high load 

factors, the following interventions are recommended for urgent execution. 
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8.2.42. Eskom must improve the fleet’s performance to an EAF of at least 64.8% and 

62.9% for the 2023/24FY and 2024/25FY, respectively, by reducing the UCLF.  

 

8.2.43. Revenue allowed for maintenance must be used for maintenance. 

 

8.2.44. A quarterly report must be provided to NERSA on the following;  

8.2.44.1. System Status 

8.2.44.2. Monthly OCGT use in terms of volumes and costs 

8.2.44.3. Plant performance: EAF, UCLF and UCLF per station 

8.2.44.4. Maintenance implemented in terms of the activities executed as 

well as costs incurred 

8.2.44.5. Maintenance must be executed according to the pre-defined 

Outage Scope of Work and the costs to be contained according to 

the outage budget. 

 

8.2.45. The information provided above will enable the Regulator to monitor the status 

of the system, as well as any interventions to be employed to bring 

improvement to the Eskom coal fleet’s performance, including, but not limited 

to, the 9-point plan as well as Eskom’s 2035 strategy.   

 
Stakeholder comments 
 
Outa 

 
8.2.46. Outa highlights that the decline in plant availability from 2013 meant that even 

less capacity was available to meet demand and thus required the available 

plan to run even harder, resulting in a vicious circle. Increase in maintenance 

was a major contributor to the improvement in plant availability in the 2017 and 

2018 financial years. This improvement was unfortunately short lived and 

availability started to decline again from late 2017. 

 

City Power 

 

8.2.47. EAF should be provided per station to get a good assessment of the coal 

fleet’s performance in particular. They further state that Eskom should be 

compelled to publish the EAF per power station as part of tariff application. 

Eskom should further, in the interest of transparency, be compelled to, on a 

daily basis, publish electricity generation per unit per station, especially for the 

coal fleet of 92 units at its 15 power stations. 

 

NERSA Analysis 

 

8.2.48. NERSA notes and is aligned with the sentiments as raised by Outa. The issue 

of Eskom’s performance is one of the biggest risks to security of supply. 
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8.2.49. In terms of comments from City Power, the revised production plan had 

removed the virtual power stations. All production plan assumptions have 

been revised to take into account the most recent developments. These are 

therefore seen as more likely to materialise. 

 

8.2.50. With regard to the provision of plant performance at station and unit level, it 

must be noted that NERSA does receive the plant performance statistics at 

station level and this information is taken into account when decisions are 

made.  

 

8.3. Regulated Asset Base (RAB)  

 

Summary of the application 

 

MYPD methodology  

 

8.3.1. Paragraph 9.1 of the MYPD4 methodology regulates the consideration of 

Eskom’s RAB as follows: 

9.1.1 The Regulatory Asset Base (RAB) must represent assets used and 

usable to provide regulated service by each of Eskom business 

operations.  

9.1.2 The RAB of the regulated business operations must therefore only 

include assets necessary for the provision of regulated services 

based on the net depreciated value (residual value) of allowable 

fixed assets necessary to allow the utility reasonable return to be 

financially viable and sustainable while preventing unreasonable 

price volatility and excessive sustainability.  

9.1.3 The RAB must consist of existing Fixed Assets in use, New 

Investments, Works Under Construction (WUC) excluding interest 

during construction, as well as making allowance for Net Working 

Capital to allow the respective operations of Eskom to meet short-

term obligations.   

9.1.4 The allowance for Net Working Capital will be calculated in a way 

that gives consideration to good practice targets to give incentives 

to Eskom to manage working capital optimally.    

9.1.5 The RAB should exclude any capital contributions by customers. 

Allowance will be made for electrification assets to allow for future 

replacement of such assets at the end of their economic life.  

9.1.6 Respective regulated operations of Eskom will be allowed to earn 

a return on the RAB of the regulated business operations based on 

the WACC.  

9.1.7 Assets used partly for regulated revenues and of unregulated 

revenues will be proportionally allocated among these activities to 
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avoid cross-subsidisation between regulated and unregulated 

businesses.  

9.1.8 Only assets used in regulated business operations that meet the 

following criteria will be included in the RAB to allow the licensee to 

earn a reasonable return on assets based on the WACC:  

9.1.8.1 Fixed assets must be used and useable, which means that 

assets should be in a condition that makes it possible to 

supply demand in the short-term (within 12 months).  

9.1.8.2 Fixed and other assets that are not used and/or in a 

useable form will therefore not be included in the RAB. 

9.1.8.3 The exception to the criteria is that the capital expenditure 

of expansionary nature, to create additional capacity (i.e. 

which is not used and usable) should be capitalised and 

included in the RAB as and when construction costs are 

incurred for return purposes. Such capitalisation will 

however exclude interest during construction. 

9.1.8.4 WUC will be excluded from RAB for the purposes of 

depreciation. 

9.1.8.5 Efficient working capital will be included in the RAB for the 

purposes of calculating the return. 

 

8.3.2. The RAB forms the basis for the determination of the regulatory depreciation 

and return on the RAB provides the regulatory mechanisms under which 

capital investment costs are recovered on a cost reflective basis over the 

course of its regulatory economic life. 

 

Eskom Application  

 

8.3.3. Eskom has applied for a closing RAB of R1 254 636m for the 2023/24FY 

(R1 246 151m for 2024/25FY) as shown in Table 21 below.  

 
Table 21: RAB Summary of the Eskom application  

 
 

8.3.4. In order to arrive at the RAB value applied for, Eskom undertook a RAB 

revaluation as at 31 March 2020, in line with paragraph 23.1 of the 
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methodology, which reads as follows: ‘The Valuation of assets has been 

revised to eliminate the element of double counting due to revaluing and 

indexing simultaneously over the MYPD period. As a result, no indexation 

has been included in the MYPD 4 methodology. Eskom will have to revalue 

its assets prior to submission.’ Eskom then further made adjustments in line 

with the below:  

8.3.4.1. Depreciated replacement cost assets: These are assets as per the 

March 2020 asset valuation and this should be in line with section 

9.2.4 of the MYPD4 methodology which reads as follows: 

‘Depreciated Replacement Cost (DRC) will be used as the basis 

for estimating the cost of constructing a modern equivalent asset’. 

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 DRC, but rather 

in the Work Under Construction, as reflected in Table 21 above. 

 

8.3.4.2. Assets transferred to commercial operations: This refers to 

generation, distribution and transmission assets transferred into 

Commercial Operation subsequent to the 2020 asset valuation 

and this should be in line with sections 9.1.8.2 and 9.1.8.3, which 

read as follows: ‘Fixed and other assets that are not used and/or 

in a useable form will therefore not be included in the RAB’ and 

‘The exception to the criteria is that the capital expenditure of 

expansionary nature, to create additional capacity (i.e. which is not 

used and usable) should be capitalised and included in the RAB 

as and when construction costs are incurred for return purposes. 

Such capitalisation will however exclude interest during 

construction’, respectively. 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. This should be done in line with section 9.4 of the 

methodology, which details the steps to undertake in order to 

calculate depreciation. 

 

8.3.4.3. 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. This should be done in line with section 9.6 of the 

MYPD4 methodology, which is quoted below for ease of reference:  

9.6.1 Capital WUC are qualifying construction costs incurred with 
respect to projects with a long construction period (longer 
than 12 months).  
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9.6.2 Capital WUC should be stated at cost consisting of the cost 
of material and direct labour and any cost directly attributable 
to bringing it to its present location and condition.  

9.6.3 To the extent that the assets are financed by borrowing, such 
borrowing costs attributable to construction of qualifying 
assets will not be capitalised as part of these assets over the 
period of construction.  

9.6.4 The criteria for allowing inclusion of WUC as part of the RAB 
are as follows:  
9.6.4.1 The WUC projects to be included in RAB are with 

respect to the creation of additional generation, 
transmission and distribution capacity.  

9.6.4.2 The WUC projects for additional electricity 
generation undertaken must be evaluated against 
the Integrated Resource Plan (IRP) of the National 
Government of South Africa. The Energy Regulator 
must be able to evaluate and compare such a 
project with similar projects that Eskom has 
undertaken in the past.  

9.6.4.3 The WUC must not necessarily be based on the 
least-cost model of the IRP; however, the least cost 
model should be seen as an indication of the costs.  

9.6.4.4 Costs in the WUC programme must be 
disaggregated with full details on the activities 
undertaken.  

9.6.4.5 All WUC allowed must be subject to reviews and 
audits and any amounts identified to be imprudent 
must not be allowed in the risk management device 
on an annual basis.  

 

8.3.4.4. Net working capital: This includes trade and other receivables, 

inventory and future fuel, less trade and other payables which 

should be in line with section 9.1.4, which reads as follows: ‘The 

allowance for Net Working Capital will be calculated in a way that 

gives consideration to good practice targets to give incentives to 

Eskom to manage working capital optimally’. 

 

8.3.4.5. Asset purchases: All movable items that are purchased and ready 

to be used are included in this category, for example equipment 

and vehicles, as well as production equipment. This should be in 

line with section 9.1.3 of the methodology, which requires the 

inclusion of new investments when deriving the RAB value. 

 

8.3.4.6. In deriving these values, Eskom commissioned external 

consultants (Hickman Shearer and Mani Industries Consultants) 

for the valuation of its RAB. The DRC was determined through the 

application of the Modern Equivalent Asset Value (MEAV) 

approach, as per paragraph 9.2.2 of the methodology, which 
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states ‘The Energy Regulator has adopted an asset valuation 

methodology whereby the current cost of replacing an asset with 

its modern equivalent asset is adjusted for physical deterioration 

and all relevant forms of obsolescence and optimisation to allow 

reasonable return on such RAB to ensure the financial viability and 

sustainability of Eskom while preventing unreasonable price 

volatility and excessive returns’. 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. 

 

8.3.4.7. Eskom’s estimate of the DRC values was derived by taking the 

valuation results as at 31 March 2020 and adjusting based on 

annual estimates of replacement cost depreciation.  

 

NERSA Analysis 

8.3.5. When Eskom applied for the MYPD5 revenue starting in the 2022/23 financial 

year, it undertook a RAB revaluation as required by the MYPD4 methodology 

and NERSA made a determination on this revaluation. However, Eskom has 

since successfully challenged this decision in court. The decision of NERSA 

of 24 February 2022 in relation to the Regulatory Asset Base (RAB) valuation 

was reviewed and set aside. 

 

8.3.6. The court has as a result ordered as follows: 

8.3.6.1. NERSA is ordered to ensure that only commissioned assets are 

included in the replacement cost new (RCN) determination and 

that the assets with construction periods of longer than 12 months 

and which are still included under the ‘Works Under Construction’ 

category be valued at their book value excluding capitalised 

Interest During Construction, until their transfer to the category of 

‘commissioned assets’.  

 

8.3.6.2. NERSA is ordered to reverse the Flue Gas Desulphurisation 

(FGD) adjustment incorrectly made to applicable coal-fired power 

stations.  

 

8.3.6.3. NERSA is ordered to re-determine the accumulated depreciation 

adjustment made, including to ensure that the correct remaining 

useful lives are used to determine the accumulated depreciation 

as at 31 March 2020, to ensure that power stations will not have 

negative RAB values but have values at 31 March 2020 

commensurate with the RCN times the ratio of remaining useful 

life to total useful life. 
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8.3.6.4. NERSA is ordered to ensure that correct remaining useful lives for 

each year are used when the roll-forward depreciation is 

undertaken from 31 March 2020 to determine the RAB value as at 

31 March 2022. This will further ensure that power stations will not 

have negative RAB values. but have values at each year end 

commensurate with the RCN times the ratio of remaining useful 

life to total useful life. 

 

8.3.6.5. NERSA is ordered to comply with the MYPD methodology with 

regard to the EAF adjustment made for all Eskom generators.  

 

8.3.6.6. NERSA is required to include completed Generation, 

Transmission and Distribution asset values that were not included 

in the RAB value determination made for the 2022/23FY.    

 

8.3.6.7. NERSA is required to include the book value, excluding capitalised 

Interest During Construction, of all assets with construction 

periods of longer than 12 months and which are still included under 

the WUC category for Generation, Transmission and Distribution 

assets at 31 March 2023, in the determination of the RAB value 

for the 2022/23FY (that were not included in the determination).   

 

8.3.7. Therefore, NERSA’s assessment of the RAB section is within the above stated 

limitations. 

 

TOTAL RAB 

 

8.3.8. Eskom has applied for a closing RAB balance of R1 254 636m (R1 246 151m 

for the 2024/25FY). It is NERSA’s decision to approve a closing RAB balance 

of R1 027 134m for the 2023/24FY (R949 554m for 2024/25 FY), as shown in 

Table 7 below. These total RAB balances comprise of Generation, 

Transmission and Distribution assets, the composition of which is discussed 

in Table 22 below. 

 
Table 22: Total RAB summary 
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8.3.9. The determination as illustrated in Table 22 above has been made in line with 

section 9.1.3 of the MYPD4 methodology which states that: ‘The RAB must 

consist of existing Fixed Assets in use, New Investments, Works Under 

Construction (WUC) excluding interest during construction, as well as making 

allowance for Net Working Capital to allow the respective operations of Eskom 

to meet short-term obligations’. 

 

8.3.10. As a result, this application has been analysed in the following chronological 

order, in line with Eskom’s application:  

a) Depreciated Replacement Cost (DRC) assets (Fixed assets in use) 

b) Fixed assets transferred to commercial operations (Fixed assets in 

use) 

c) Work Under Construction (WUC) 

d) Asset purchases (New investments)  

e) Assets funded upfront by customers  

f) Net Working Capital.  

 

GENERATION  

Depreciated Replacement Cost (DRC) 

 

8.3.11. Eskom has applied for a Generation DRC balance of R677 641m for the 

2023/24FY (R633 995m for 2024/25FY). It is NERSA’s decision to approve 

the DRC as applied for, as shown in Table 23 below. NERSA has 

undertaken an analysis of the approach taken by Eskom (as per paragraph 

7.1.3.6 above) and overnight construction cost assumptions to calculate the 

DRC and has satisfied itself of the reasonableness thereof.   

 
Table 23: Generation RAB summary 

 

 

8.3.12. However, it should be noted that the MYPD4 methodology and the court 

case alluded to above, limit NERSA’s ability to adjust the Eskom RAB based 

on the plant performance using EAF or any other measure outside of the 

methodology, therefore no adjustment in this aspect has been made. 

NERSA will seek to ensure that future methodologies take care of this gap, 

by ensuring that only assets that contribute to the grid are compensated for. 
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Transfers from Work Under Construction (WUC) 

Table 24: Gx Transfers to Commercial Operation 

 

 

8.3.13. Eskom applied for transfers from WUC to commercial operation of 

R196 543m for the 2023/24FY (R225 300m for 2024/25FY), as shown in 

Table 24 above. It is NERSA’s decision to approve transfers of R45 962m 

for 2023/24FY (R28 758m for 2024/25FY), as shown in Table 24 above. 

 

8.3.14. The manner in which Eskom applied for transfers to commercial operation 

is such that it includes an opening and closing balance, suggesting that 

these transfers are a function of a rolling balance and not transfers specific 

to the application year only. This implies that the closing balance of the 

2023/24FY is the opening balance in 2024/25FY, essentially double 

counting those transfers. It is for this reason that the opening balances of 

R150 581m for the 2023/24FY (R196 543m for 2024/25FY) have been 

disallowed, because only units transferred specifically in that year to 

commercial operation should be included, since historic units 

commercialised already form part of the RAB. These adjustments are made 

in line with section 9.6.4.1 which states that: ‘The WUC projects to be 

included in RAB are with respect to the creation of additional generation, 

transmission and distribution capacity’. Because construction of Eskom 

plants spans multiple financial years, this will imply that the WUC will 

contain two elements, namely the capital expenditure to construct, and the 

transfer of this capital expenditure (WUC) to commercial operation as these 

units that are being constructed come online. 

 

New Investments (Asset Purchases) 

Table 25: Gx New Investments (Asset Purchases) 

 

 

8.3.15. Eskom anticipates asset purchases of R621m for the 2023/24FY (R668m 

for 2024/25FY). It is NERSA’s decision to approve purchases of R128m for 

the 2023/24FY (R171m for the 2024/25FY). This is as a result of disallowing 

historic asset purchases intrinsic to the opening balance in the new 

investments as applied for and demonstrated in Table 25 above.  
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8.3.16. The manner in which Eskom applied for new investments is such that it 

includes an opening and closing balance, suggesting that these new 

investments are a function of a rolling balance and not new investments 

specific to the application year only. This implies that the closing balance of 

the 2023/24FY is the opening balance in 2024/25FY, essentially double 

counting those new investments. It is for this reason that the opening 

balances of R617m for the 2023/24FY (R621m for the 2024/25FY) have 

been disallowed, as only new investments specific to that financial year 

should be included, since historic investments already form part of the RAB. 

New investments are covered by section 9.1.3 of the MYPD4 methodology, 

which requires their inclusion. 

  

Work Under Construction 

8.3.17. Eskom applied for a Generation WUC of R74 362m for the 2023/24FY 

(R62 017m for the 2024/25FY) which is a cumulative balance from the 

inception of the Eskom build. It is NERSA’s decision to approve WUC of 

R40 719m for the 2023/24 FY (R32 137m for the 2024/25FY). 

 

Table 26: Gx Work Under Construction 

 
 

8.3.18. This is as a result of allowing only current WUC [capital expenditure 

(Capex)], while disallowing historic WUC intrinsic to the opening balance in 

the WUC as applied for. This is because these historic WUC costs have 

already been taken into account in deriving the replacement cost of these 

assets, therefore including them would be tantamount to double counting. 

This approach is in line with the replacement cost principles as intended by 

section 9.2.2 of the MYPD4 methodology, which reads: ‘The Energy 

Regulator has adopted an asset valuation methodology whereby the current 

cost of replacing an asset with its modern equivalent asset is adjusted for 

physical deterioration and all relevant forms of obsolescence and 

optimisation to allow reasonable return on such RAB to ensure the financial 

viability and sustainability of Eskom while preventing unreasonable price 

volatility and excessive returns’. This section of the methodology has been 

used alongside section 9.6.4 of the methodology, which details the 

requirements of the inclusion of WUC in the RAB. 
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8.3.19. Furthermore, NERSA has analysed the current Capex as applied for by 

Eskom and approved it as applied for, with the exception of provisions for 

Nuclear, Coal and Water future fuel, as shown in the table below, since 

these have been catered for under net working capital. 

 
Table 27: Generation Capex (Current WUC) 

 
 

8.3.20. This is an approach that ensures the financial viability and sustainability of 

Eskom while preventing unreasonable price volatility and excessive returns, 

as intended by section 9.2.2 of the MYPD4 methodology.  

 

8.3.21. Eskom is expected to comply with sections 9.6.2 of the MYPD4 

methodology, which reads: ‘Capital WUC should be stated at cost 

consisting of the cost of material and direct labour and any cost directly 

attributable to bringing it to its present location and condition’.  

 

8.3.22. Lastly, Eskom is expected to comply with section 17.2.6.2(a) of the MYPD4 

methodology by annually reporting to the Energy Regulator on its capital 

expenditure programme, providing information on timing, cost variance and 

reasons including reconciliations. Failure to comply or submit the 

information in sufficient detail will result in the WUC amount being reviewed. 

 

Net working Capital 

 

8.3.23. Eskom applied for a Generation net working capital of R32 656m for the 

2023/24FY (R41 860m for the 2024/25FY). It is NERSA’s decision to approve 

R32 321m for the 2023/24FY (R41 505m for the 2024/25FY), as shown in 

Table 28 below. The details are discussed thereafter. 

 
Table 28: Generation net working capital 
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8.3.24. Eskom applied for year-end inventory of R67 262m for the 2023/24FY 

(R77 796m for the 2024/25FY), and it is NERSA’s decision to approve these 

as applied for.  

 

8.3.25. The coal stockpile days are at an average of 55 days in the 2023/24FY and 

50 days in the 2024/25FY, which is above the 45 days allowed as per the 

stock day policy. Eskom has indicated that the high stock levels are 

because of increasing levels of stock at Lethabo, as it is a cost-plus mine, 

and because Medupi power station has a coal contract with Exxaro that 

includes a take-or-pay clause. The delay of commissioning Kusile power 

station results in stock being high at the station. It also stated that although 

Grootvlei and Komati Power Stations expect to stop production in the 

2022/23FY, there is still some stock at these stations, in case it is required. 

 

8.3.26. Eskom has measures in place to bring and maintain stock days at expected 

levels, namely: to investigate alternative storage facilities at stations that 

need it, modify coal supply agreements to minimise coal volumes, 

reallocate excess stock to stations that have the capacity to receive and 

stock it, and automate the system to track energy and dates to trigger 

notifications of contract expiration dates to curb the high stock.  

 

8.3.27. Eskom applied for an accounts receivable balance of R956m for the 

2023/24FY (R977m for the 2024/25FY). It is NERSA’s decision to approve 

R621m for the 2023/24FY  (R622m for the 2024/25FY). The amounts of 

R335m in the 2023/24FY and R355m for 2024/25FY for debtors were 

disallowed. This was done in line with section 9.5.2 of the MYPD4 

methodology, which reads: ‘Trade receivables represent current assets due 

to the utility because of the sale of electricity on credit. A maximum of 45 

days sale of electricity by the regulated business operations will be included 

in the RAB to the extent that such trade receivables do not attract interest 

in the hands of the utility’. As a result, all debtors above 45 days have been 

disallowed. 

 

8.3.28. The future fuel costs of R5 562m for 2023/24FY (R6 008m for 2024/25FY) 

are 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 might 

be unable to produce the forecast volumes, which would result in Eskom 

procuring from relatively expensive short-term contracts, which NERSA is 

trying to discourage. This is in line with section 9.5.3 of the MYPD4 

methodology, which reads: ‘Inventory refers to coal, nuclear fuel, 

maintenance spares and consumables held in efficiently operation of the 

regulated business’.  
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8.3.29. Eskom applied for an accounts payables balance of R41 125m for the 

2023/24FY (R42 921m for the 2024/25FY). It is NERSA’s decision to 

approve these balances as applied for, as they are in line with section 9.5.4 

of the MYPD4 methodology, which reads: ‘Inventory refers to coal, nuclear 

fuel, maintenance spares and consumables held in efficiently operation of 

the regulated business’. 

 

TRANSMISSION 

 

8.3.30. Eskom applied for a Transmission RAB closing balance of R133 217m  for 

the 2023/24FY (R139 777m for the 2024/25FY). It is NERSA’s decision to 

approve a closing balance of R113 993m for the 2023/24FY (R101 895m 

for the 2024/25FY), as shown in Table 29 below. 

 
Table 29: NERSA Decision on Transmission RAB for FY2024 and FY2025 

 
 

Depreciated Replacement Cost (DRC) 

 

8.3.31. Eskom has applied for a Transmission DRC balance of R86 535m for the 

2023/24FY (R80 850m for the 2024/25FY). It is NERSA’s decision to 

approve the DRC as applied for, as shown in Table 29 above.  

 

8.3.32. NERSA has undertaken an analysis of the approach taken by Eskom (as 

per par 7.1.3.6 above) and overnight construction cost assumptions to 

calculate the DRC in line with international benchmarks. As a result, 

NERSA is satisfied with the reasonableness thereof. 

 

Fixed Assets transferred to Commercial Operation (CO) 

 

8.3.33. Eskom applied for Transmission transfers from WUC to commercial 

operation of R29 048m for the 2023/24FY (R37 703m for the 2024/25FY), 

as shown in Table 29 above. It is NERSA’s decision to approve transfers of 

R45 962m for the 2023/24FY (R28 758m for the 2024/25FY), as shown in 

Table 29 above.  

 

8.3.34. It is NERSA’s decision to approve transfers of R14 618m for the 2023/24FY 

(R8 656m for the FY2024/25).   
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8.3.35. The manner in which Eskom applied for transfers to commercial operation 

is such that it includes an opening and closing balance, suggesting that 

these transfers are a function of a rolling balance and not transfers specific 

to the application year only. This implies that the closing balance of the 

2023/24FY is the opening balance in 2024/25FY, essentially double 

counting those transfers.  

 

8.3.36. It is for this reason that the opening balances of R14 429m for the 

2023/24FY (R29 048m for the 2024/25FY) have been disallowed, because 

only assets transferred specifically in that year to commercial operation 

should be included, since historic units commercialised already form part of 

the RAB. 

 

8.3.37. These adjustments are done in line with section 9.6.4.1, which states that: 

‘The WUC projects to be included in RAB are with respect to the creation of 

additional generation, transmission and distribution capacity’. Because 

construction of Eskom plants spans multiple financial years, this will imply 

that WUC will contain two elements, namely the capital expenditure to 

construct, and the transfer of this capital expenditure (WUC) to commercial 

operation as these assets (Transmission lines etc.) that are being 

constructed, come online. 

 
Table 30: Transmission Fixed Assets transferred from WUC 

 
 

8.3.38. NERSA disallowed historic transfers from WUC of R14 429m for the 

FY2024 and that of R29 048m for FY2025, as Eskom did not indicate/apply 

for their respective depreciation, which ensures that those assets have a 

traceable useful life (those fixed assets to be known and be identifiable i.e. 

whether it is a line, transformer or any other transmission fixed asset). 

 

8.3.39. This decision of disallowing historic transfers from WUC is in line with 

sections 9.4 and 9.5 of the MYPD4 methodology that allows fixed assets to 

earn return and depreciation.  

 

8.3.40. There are also existing Energy Regulator decisions in this regard, however 

Eskom’s approach seems to ignore past NERSA’s decisions.  
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Asset Purchases 

 

8.3.41. Asset purchases refer to all moveable items that are purchased and ready 

to be used. These include equipment and vehicles, as well as production 

equipment. 

 

8.3.42. Eskom applied for asset purchases of R170m and R156m for the 

2023/24FY and 2024/25FY, respectively. The breakdown is indicated in 

Table 31 below. 

 
Table 31: Asset Purchases for Transmission business 

 
 

8.3.43. NERSA’s decision is that all historic values for asset purchases should be 

disallowed, because asset purchases mean all moveable items that are 

purchased and ready to be used, which include equipment, vehicles and 

production equipment, because such assets can be purchased specifically in 

the year of application when they are needed for use. There are also existing 

Energy Regulator decisions in this regard, however Eskom’s approach seems 

to ignore past NERSA’s decisions.  

 

8.3.44. It is therefore the Energy Regulator’s decision to allow R21m for the 2023/24FY 

and R20m for the 2024/25FY. The allowed values exclude depreciation. 

 

Work Under Construction (WUC) 

 

8.3.45. Eskom applied for a Transmission WUC of R16 395m for the 2023/24FY 

(R19 815m for the 2024/25FY), which is a cumulative balance from the 

inception of the Eskom build. It is NERSA’s decision to approve a WUC of 

R11 920m for the 2023/24 FY (R11 278m for the 2024/25FY). 

 
Table 32: Transmission WUC 
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8.3.46. This is as a result of allowing only current WUC (Capex), while disallowing 

historic WUC intrinsic to the opening balance in the WUC as applied for. This is 

because these historic WUC costs have already been taken into account in 

deriving the replacement cost of these assets, therefore including them would 

be tantamount to double counting. This approach is in line with replacement 

cost principles as intended by section 9.2.2 of the MYPD4 methodology, which 

reads: ‘The Energy Regulator has adopted an asset valuation methodology 

whereby the current cost of replacing an asset with its modern equivalent asset 

is adjusted for physical deterioration and all relevant forms of obsolescence and 

optimisation to allow reasonable return on such RAB to ensure the financial 

viability and sustainability of Eskom while preventing unreasonable price 

volatility and excessive returns.’ This section of the methodology has been used 

alongside section 9.6.4 of the methodology, which details the requirements of 

the inclusion of WUC in the RAB. 

 

8.3.47. Furthermore, NERSA has analysed the current Transmission WUC (Capex) as 

applied for by Eskom and has approved it as applied for, with the exception of 

asset replacement, as shown in the table below. These Transmission Capex 

disallowances are elaborated on below.  

 

Table 33: Transmission Capex  

 
 

Strengthening and Expansion Capex 

 

8.3.48. Eskom Transmission provided a list of all projects that it intends to execute in 

line with the Strengthening and Expansion Capex for the 2023/24FY and 

2024/25FY. This approach was in line with section 9.6.4.4 of the MYPD 

methodology, because Eskom provided disaggregated Capex with full details 

on the activities to be undertaken. 

 

8.3.49. More pointedly, Eskom Transmission intends to build 1 124 kilometres (km) of 

lines for the 2023/24FY and 578km of lines for the 2024/25FY. It also wants to 

install transformation assets equating to 4 130 Mega Volt Ampere (MVA) for the 

2023/24FY and 5 360MVA for the 2024/25FY. 

 

8.3.50. A prudency assessment was conducted for the Transmission Strengthening 

and Expansion Capex, as indicated in Table 34 below.  
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Table 34: Prudency assessment on Strengthening and Expansion Transmission Capex 

 
 

8.3.51. The prudency assessment revealed that the Strengthening and Expansion 

Capex was within the acceptable range of average values. As a result, it was 

allowed as applied for by Eskom Transmission. 

 

Asset Replacement/Refurbishment 

 

8.3.52. Eskom Transmission applied for Asset Replacement/Refurbishment Capex of 

R13 524m for the 2023/24FY and of R13 318m for the 2024/25FY. 

 

8.3.53. The total Capex was assessed for prudency in line with section 9.6.4.1 of the 

MYPD4 methodology, which only allows WUC projects to be included in the 

RAB if they are used for the creation of additional generation, transmission and 

distribution capacity.  

 

8.3.54. In light of the above analysis, Asset Replacement Capex of R1 604m for 

2023/24FY and that of R2 040m for 2024/25FY were disallowed, because they 

will not create additional transmission capacity. 

 

8.3.55. Also, section A.1.5.2(L) of the South African Transmission Tariff Grid Code 

(which is a licence condition) only allows Eskom Transmission to recover the 

cost of refurbishment of standard connection assets through Transmission Use 

FY2024 FY2025

A 11 782 10 988

Assets planned to be constructed:

1 124 578

4 130 5 360

Average Asset Creation Costs:

Average cost per km of line (Rm)

Average cost per MVA (Rm)

Total average Asset Creation Costs:

Lines Asset Creation Cost (Rm) 4 851 2 495

Transformation Asset  Creation Cost (Rm) 8 913 11 567

Total Average costs for Srengthening & Expansion 

Capex (R'm) B 13 764 14 062

Variance (A - B) -1 982 -3 074

Lines Assets (km)

4.316

2.158

Transmission Strengthening & Expansion Capex

Strengthening & Expansion (R'm)

Transformation Assets (MVA)
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of System (TUOS) charges and the cost of refurbishment of premium 

connection from a new set of connection charges. 

 

8.3.56. Section A.1.5.2(L) of the South African Transmission Code affirms that the cost 

of Refurbishment/Asset Replacement must be disallowed from RAB 

Transmission Capex.  

 

8.3.57. Also, in line with allowing Strengthening and Expansion Capex, Environmental 

Impact Assessment (EIA) and Servitude of R112m for the 2023/24FY and that 

of R265m for the 2024/25FY were also allowed, including Production 

Equipment of R25m for the 2023/24FY and that of R26m for the 2024/25FY in 

line with the Eskom application. 

 

Net Working Capital 

 

8.3.58. Eskom Transmission applied for a Net Working Capital of R1 226m for the 

2023/24FY and that of R1 706m for the 2024/25FY. 

 
Table 35: Transmission Net Working Capital 

 
 

8.3.59. Eskom applied for a Transmission net working capital of R1 531m (R1 706m). 

This has been approved as applied for, with the exception of amounts of R170m 

and R161m for creditors, which were disallowed due to creditors that are in 

arrears for more than 60 days in the 2023/24FY and 2024/25FY, respectively. 

The only creditors allowed are within a period of 60 days and less, in line with 

section 9.5.4 of the MYPD4 methodology. 

 

DISTRIBUTION 

 

8.3.60. Eskom applied for a Distribution RAB closing balance of R139 596m for the 

2023/24FY (R142 534m for 2024/25FY). It is NERSA’s decision to approve a 

closing balance of R116 379m for the 2023/24FY (R111 093m for the 

2024/25FY), as shown in   
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8.3.61. Table 36 below. 
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Table 36: Distribution RAB for FY2024 and FY2025 

  
 

8.3.62. The basis of the analysis of the RAB Distribution emanates from section 9.1.3 

of the MYPD4 methodology, which states that the RAB must consist of existing 

Fixed Assets in use, New Investments/Asset Purchases, WUC and Net Working 

Capital. 

 

Depreciated Replacement Cost (DRC) 

 

8.3.63. Eskom has applied for a Distribution DRC balance of R93 208m for the 

2023/24FY (R86 527m for the 2024/25FY). It is NERSA’s decision to approve 

the DRC as applied for, as shown in Table 36  above.  

 

8.3.64. NERSA has undertaken an analysis of the approach taken by Eskom (as per 

par 7.1.3.6 above). Overnight construction cost assumptions to calculate the 

DRC are used in line with international benchmarks. As a result, NERSA is 

satisfied with the reasonableness thereof. 

 

Assets Transferred to Commercial Operation (TCO) 

 

8.3.65. Eskom applied for Distribution transfers from WUC to commercial operation of 

R22 218m for the 2023/24FY (R27 553m for the 2024/25FY), as shown in 

Table 25 below. It is NERSA’s decision to approve transfers of R3 741m for the 

2023/24FY (R5 335m for the 2024/25FY), as shown in Table 25 below.  

 

8.3.66. The manner in which Eskom applied for transfers to commercial operation is 

such that it includes an opening and closing balance, suggesting that these 

transfers are a function of a rolling balance and not transfers specific to the 

application year only. This implies that the closing balance of the 2023/24FY is 

the opening balance in the 2024/25FY, essentially double counting those 

transfers.  

 

8.3.67. It is for this reason that the opening balances of R18 477m for the 2023/24FY 

(R22 218m for the 2024/25FY) have been disallowed, as only assets 

transferred specifically in that year to commercial operation should be included, 

since historic commercialised units salready form part of the RAB. 
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8.3.68. These adjustments are made in line with section 9.6.4.1 which states that: ‘The 

WUC projects to be included in RAB are with respect to the creation of additional 

generation, transmission and distribution capacity’. Because construction of 

Eskom plants spans multiple financial years, this will imply that the WUC will 

contain two elements, namely the capital expenditure to construct, and the 

transfer of this capital expenditure (WUC) to commercial operation as these 

assets (Distribution lines etc.) that are being constructed, come online. 

 
Table 37: Fixed Assets transferred from WUC 

 
 

Work Under Construction (WUC) 

 

8.3.69. Eskom applied for a Distribution WUC of R13 295m for the 2023/24FY 

(R15 397m for the 2024/25FY), which is a cumulative balance from the 

inception of the Eskom build. It is NERSA’s decision to approve a WUC of 

R9 444m for the 2023/24 FY (R7 232m for the 2024/25FY). 

 
Table 38: Distribution WUC 

 

 

8.3.70. This is as a result of allowing only current WUC (Capex), while disallowing 

historic WUC intrinsic in the opening balance in the WUC as applied for. This is 

because these historic WUC costs have already been taken into account in 

deriving the replacement cost of these assets, therefore including them would 

be tantamount to double counting. This approach is in line with the replacement 

cost principles as intended by section 9.2.2 of the MYPD 4 methodology, which 

reads: ‘The Energy Regulator has adopted an asset valuation methodology 

whereby the current cost of replacing an asset with its modern equivalent asset 

is adjusted for physical deterioration and all relevant forms of obsolescence and 

optimisation to allow reasonable return on such RAB to ensure the financial 

viability and sustainability of Eskom while preventing unreasonable price 

volatility and excessive returns.’ This section of the methodology has been used 

alongside section 9.6.4 of the methodology, which details the requirements of 

the inclusion of WUC in the RAB. 
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8.3.71. Furthermore, NERSA has analysed the current Distribution WUC (Capex) as 

applied for by Eskom, below. 

 

8.3.72. Eskom applied for a Distribution Capex (WUC) of R10 652m for the 2023/24FY 

(R9 100m for the 2024/25FY). It is NERSA’s decision to approve Capex of 

R9 444m for the 2023/24FY (R7 232m for the 2024/25FY), as shown in Table 

39 below). 

 
Table 39: Total Distribution Capex 

 
 

8.3.73. This is as a result of disallowing refurbishment costs of R1 208m in the 

2023/24FY (R1 868m in the 2024/25FY), as these will not create additional 

Distribution capacity as intended by section 9.6.4 of the MYPD4 methodology, 

which requires the inclusion of WUC when there is the creation of additional 

capacity. Instead, there should be an equal reduction/replacement of the old 

asset being refurbished, thereby resulting in a zero impact scenario. 

 

Net Working Capital 

 

8.3.74. Eskom Distribution applied for a Net Working Capital of R23 971m for the 

2023/24FY (R26 146m for the 2024/25FY). These have been approved as 

applied for, with the exception of the amounts of R109m and R139m for debtors. 

These were disallowed due to debtors that are in arrears for more than 60 days 

in the 2023/24FY and 2024/25FY, respectively. The only creditors allowed are 

those within a period of 60 days and less, in line with section 9.5.4 of the MYPD4 

methodology. 

 
Table 40: Net Working Capital 

 
 

8.3.75. This is because only debt (excluding interest) with a period of 45 days or less is 

allowed in line with section 9.5.2 of the MYPD4 methodology. All debtors above 

45 days have been disallowed. 

Approved

2022/23 Eskom Adjust NERSA Eskom Adjust NERSA

Inventory at year end 4 131 4 314 0 4 314 4 461 0 4 461

Plus: Closing accounts receivable (45 days) 27 009 30 165 -109 30 056 32 691 -139 32 552

Plus: Future Fuel (amortised value) - - - - - - -

Less: Closing accounts payable (60 days) -9 686 -10 507 0 -10 507 -11 006 0 -11 006

Closing Working Capital 21 454 23 972 -109 23 863 26 146 -139 26 007

Year 2025
Distribution Net Working Capital

Year 2024
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8.4. Weighted Average Cost of Capital 
 

Summary of the application 
 

8.4.1. In the current application, Eskom is allowing the Return on Assets (ROA) to be 

migrated towards the weighted average cost of capital (WACC) throughout the 

application period. WACC forms part of the Allowable Revenue (AR) formula, and 

is in itself determined in accordance with the MYPD methodology. 

 

8.4.2. The electricity supply is known to be a capital intensive industry, and significant 

upfront capital investment is required to acquire the assets needed to produce, 

transmit, distribute and trade electricity. Such costs incurred ought to be recovered 

through the price of electricity over the full operational life of an asset. The capital 

requirement is therefore financed in two ways – through raising of debt and/or 

equity.  

 

8.4.3. In determining its WACC, Eskom has employed the following assumptions and 

arrived at these results, as shown in Table 41 below (Table 13 in Eskom’s 

application) 

 
Table 41: Eskom’s Cost of Capital 

 
WACC Assumptions (Source: Eskom Application) 

Capital Structure

Debt-to-Total Capitalization 66,00%

Equity-to-Total Capitalization 34,00%

Cost of Debt

Risk free rate 8,78%

Debt premium 4,00%

Cost of Debt before tax           12,78%

Cost of Equity

Risk-free Rate             8,78%

Market Risk Premium             6,55%

Levered Beta 1,19              

Cost of Equity after tax           16,54%

Tax Rate           28,00%

Cost of Equity before tax           22,98%

Nominal WACC before tax           16,20%

Inflation             4,20%

Real WACC before tax 11,50%

ESKOM

WACC Calculation



73 

 

8.4.4. Eskom’s real pre-tax WACC is calculated at 11.50% for the MYPD5 application.  

 

8.4.5. The WACC parameters used in the calculation of the WACC are in accordance 

with the approved MYPD methodology.   

 

8.4.6. Eskom’s WACC is attributable to the following: 

a) An increase in the cost of debt due to numerous downgrades 

b) An increase in the risk free rate – Eskom uses a 10 year South African  bond 

as per the methodology 

c) Eskom’s determination of the real pre-tax WACC is 11.50%, however only a 

portion of the WACC (1.70% for the 2023/24FY and 1.58% for the 

2024/25FY) is proposed in the revenue application 

d) This will allow for a conservative estimate, as Eskom migrates towards the 

level of cost reflectivity. 

 

NERSA Analysis 

 

8.4.7. NERSA conducted its own WACC calculation as set out in Table 42 below, by 

taking into consideration the principles stated in the MYPD4 methodology.  

 
Table 42: NERSA WACC calculation 

 

Capital Structure

Debt-to-Total Capitalization 66.00%

Equity-to-Total Capitalization 34.00%

Cost of Debt

Risk free rate 9.70%

Debt premium 3.81%

Cost of Debt before tax          12.78%

Cost of Equity

Risk-free Rate            9.70%

Market Risk Premium            7.30%

Levered Beta 1.00             

Cost of Equity after tax          16.54%

Tax Rate          28.00%

Cost of Equity before tax          22.98%

Nominal WACC before tax          16.25%

Inflation            4.85%

Real WACC before tax 11.40%

NERSA

WACC Calculation
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8.4.8. NERSA’s WACC nominal pre-tax calculation came to 16.25%, while                  

Eskom’s is 16.20%. NERSA believes this is in line with that of Eskom, and the 

nominal difference could be a result of a rounding-off. 

 

NERSA adjustments and reasons 

 

8.4.9. On the other hand, NERSA’s real pre-tax WACC calculation came to 11.40%. 

NERSA’s real pre-tax WACC is based on the inflation rate of 4.85%, being an 

average of the BER’s 5.3% and 4.4% for the 2023 and 2024 full years (the CPI 

information was sourced from the BER and accessed on 26 October 2022). The 

average was applied to reflect the two full years in NERSA’s financial year. All the 

assumptions used are shown in tables 42 and 43 above. There is a difference of 

0.10% between the Eskom WACC (11.50%) and the WACC calculated by NERSA 

(11.40%).   

 

8.4.10. This is backed up by the market data, which indicated a significant upward 

movement since around March 2020. This is marked by the SA Government Bond 

10Y reaching a 9.60% mark (at 28 March 2022) compared to the 8.57% around 

the same period in 2021. Eskom has undergone several downgrades by the South 

African Credit Rating Agencies in the recent past. This is detailed in the Credit 

Ratings Overview section (22) of the application. 

 

Approach/Methodology used 

 

8.4.11. The Weighted Average Cost of Capital is the weighted average of the expected 

cost of equity and cost of debt. The following formula must be used to determine 

the WACC:  WACC = Kd * g +[Ke/(1-tc)]* (1 – g ) 

 

8.4.12. There was no deviation from the methodology. 

 

Conditions 

 

8.4.13. There are no conditions that can be stipulated for Eskom, since the calculated 

WACC is in line with the methodology. 

 

8.5. Return on Assets 

 

Summary of the application 

 

8.5.1. The Return on Assets (ROA) is computed on an adjusted RAB, with the intention 

for Eskom to cover interest costs and earn an equity return. 

 



75 

 
Table 43: Eskom’s Return On Assets 

 

 

8.5.2. In the current application, Eskom is allowing the ROA to be migrated towards the 

WACC throughout the application period.  

 

8.5.3. Furthermore, Eskom applied for a WACC of 1.70%, which resulted in a return of 

R21bn for the 2023/24FY, and a WACC of 1.58% for the 2024/25FY resulting in a 

return of R19bn, as shown in Table 43 above. 

 

8.5.4. Eskom’s application states that 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. The absence of such phasing-in would 

result in higher price increases. 

 

NERSA Analysis 

 

8.5.5. A return for Eskom is determined as shown in Table 44 below for the two financial 

years of the MYPD5 based on the adjusted RAB values (i.e. calculated as ROA = 

RAB x WACC). 

 

Table 44: ROA Calculation 

 

 

NERSA adjustments and reasons 

 

8.5.6. Even though Eskom calculated a WACC of 11.50%, a lower WACC of 1.70% was 

applied for by Eskom, resulting in a return of R21bn for the 2023/24FY. NERSA 

applied the same WACC of 1.70% on the adjusted RAB and this resulted in a 

return of R13bn. 

 

Calculated Full WACC 

WACC as per Eskom's 

application Calculated Full WACC 

WACC as per Eskom's 

application 

Regulatory Asset Base (RAB) (R'm) 1 254 636 1 254 636 1 246 151 1 246 151

WACC % 11,50 1,70 11,50 1,58

Return (R'm) 144 283 21 329 143 307 19 689

2023/24 2024/25
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8.5.7. For the 2024/25FY, Eskom applied for a WACC of 1.58%, which resulted in a 

return of R19bn, however NERSA used the same WACC on the adjusted RAB and 

this resulted in a return of R15bn. 

 

8.5.8. The use of the applied for WACC instead of the calculated WACC is to achieve 

section 9.3.3 of the MYPD methodology, which states that the Energy Regulator 

should ensure Eskom’s sustainability as a business and limit the risk of excess or 

inadequate returns. 

 

8.5.9. Table 45 above details a reasonability test on the calculated full WACC of Eskom 

and the lower WACC values Eskom applied for. It is evident that the full WACC 

would lead to higher returns for the two years, and this would have an impact on 

the price increase to the customers. The lower WACC values as proposed by 

Eskom, result in more reasonable returns. 

 

8.5.10. NERSA has taken into consideration Eskom’s liquidity and debt servicing 

requirements by allowing a return based on a WACC of 1.70% and 1.58% as 

applied for by Eskom for the respective financial years. This is within the context 

of balancing the interest of the applicant, the provider of the regulated service as 

well as the consumer. 

 

8.5.11. The phasing-in of the ROA will allow consumers to experience a smoother price 

increase, while balancing Eskom's sustainability and the consumers' affordability, 

as well as allowing the economy to adjust towards the migration of cost reflectivity. 

 

Approach/Methodology used 

 

8.5.12. This is in line with the methodology, as detailed in section 9.3: 9.3.3 that the Energy 

Regulator will, however, apply reasonable regulatory judgment in balancing 

between the need to smooth price increases, allowing the licensee a reasonably 

cost reflective return on investment, and preventing excessive or inadequate 

returns. 

 

8.5.13. There was no deviation from the methodology on NERSA’s side, however, Eskom 

itself deviated and applied for a return that is lower than that provided for by the 

MYPD methodology. 

 

Conditions 

 

8.5.14. There are no conditions that can be stipulated for Eskom, since Eskom has 

calculated its WACC in line with the methodology, but applied for a lower WACC 

when calculating the Return on Assets. 
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8.6. Operating Costs  
 

Summary of the application 
 

8.6.1 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 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. 

 

8.6.2 In this application, Eskom is applying for a total of R69 626m for the 2023/24FY and 

R72 963m for the 2024/25FY MYPD5 revenue application, as summarised in Table 

45 below. 

 
Table 45: Summary of operating expenditure costs 

  
 

8.6.3 The total application figures, excluding arrear debt, amounts to R63 115 for the 

2023/24FY and R65 852 for the 2024/25FY. 

 

8.6.4 Eskom’s operating costs over the application period have remained relatively static. 

The trends are illustrated in Figure 19 below. 
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Figure 19: Eskom’s operating costs 
 

8.6.5 Eskom’s overall operating costs, over the period from the 2022/23FY to the 

2024/25FY (application years) have grown at a compounded average growth rate 

(CAGR) of approximately 5%. An 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. 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 

 

8.6.6 According to Table 46 below, Eskom is applying for employee benefits costs of 

R30bn and R31bn for the 2023/24FY and the 2024/25FY, respectively.  

 

8.6.7 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 46: Employee benefit costs application  

 

Operating costs (R'm) 

Application 

FY2024 

Application 

FY2025 

Employee benefit costs 30 088 31 486 

 

8.6.8 In its application, Eskom stated that workforce optimisation has been identified as 

a major component to drive internal efficiencies, increase productivity and lower 

operating costs. Approximately 80% of Eskom’s staff complement is allocated to 

the bargaining unit and 20% are at managerial level. Eskom has recently relinked 
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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, as well as maximise 

the execution of strategy and operational plans, financial efficiencies and effective 

resource allocation and usage. 

 

8.6.9 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.  

 

8.6.10 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. 

 

8.6.11 According to Eskom, it has achieved substantial progress in reducing its 

headcount since the 2015/16FY, when this need was identified as one of the 

strategies to manage increasing employee benefit 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  

 

8.6.12 According to Table 47 below, Eskom employee benefit costs for the three 

regulated businesses, excluding the corporate division, for the application years 

are increasing at 4.7% (2023/24FY) and reduced at 7.9% for the 2024/25FY. 

However, when compared to the 2020/21FY actuals, the costs are increasing by 

15.3% (2023/24FY) and 7.5% (2024/25FY) respectively. This increase shows 

that Eskom employee costs are rising above inflation.  
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Table 47: Eskom business employee costs  

 

 

 

Figure 20: Actual employee benefit cost 

8.6.13 Eskom’s total employee cost has reduced since the 2016/17FY, however the cost 

rose again in the 2020/21FY and 2021/22FY, and the application years. When a 

year-to-year comparison is made of the increase in employee costs, the increase 

is below inflation. However, when the increase is compared with NERSA 

decision, it is above inflation, which shows the actual costs do not compare with 

NERSA’s decision.  

 
Table 48: Eskom business headcount  

 
 

 

Actual Actual Actual Actual Actual Application Application Application Apllication

2016/17 2017/18 2018/19 2019/20 2020/21 2022/23 2023/24 2024/25 FY2024

Generation R'm 9 733       9 592                9 873 10 283       10 705       10 968 11 367 11 813 11 291

Transmission R'm 1 558       1 413                1 561 1 729         2 059         2 708 2 870 3 063 2 586

Distribution R'm 10 277     10 087             10 799 11 414       11 481       11 991 12 466 13 076 11 862

Corporate employee R'm 7 740       6 277          5 259 4 140         3 074         3 633 3 385 3 535 3 631

Total 21 568     21 092     22 233       23 426     24 245     25 667     26 703       27 951       25 739     

Total including corporate 29 308     27 369     27 492       27 566     27 319     29 300     30 088       31 486       29 370     

Percentage increase -2,2% 5,4% 5,4% 3,5% 5,9% 4,0% 4,7% -7,9%

Percentage change incl coperate -6,6% 0,5% 0,3% -0,9% 7,3% 2,7% 4,6% -6,7%

Emplyee costs

Business

Actual Actual Actual Actual Actual Application Application Application

2016/17 2017/18 2018/19 2019/20 2020/21 2022/23 2023/24 2024/25

Generation Head count 11 966          12 986          12 743 13 620 13 076 13 042 12 724 12 427

Transmission Head count 2 169 2 182 1 938 2 084 2 839 3 154 3 152 3 226

Distrubution Head count 19 424 19 032 17 710 17 604 17 594 17 520 17 422 17 314

Corporate employee Head Count 8 381 7 116 6 720 6 176 2 985 2 868 2 795 2 717

Total head count 33 559 34 200 32 391 33 308 33 509 33 716 33 298 32 967

Total including corporate 41 940 41 316 39 111 39 484 36 494 36 584 36 093 35 684

Percentage change excl corporate 1,9% -5,3% 2,8% 0,6% -0,6% -1,2% -1,0%

Percentage change incl coperate -1,5% -5,3% 1,0% -7,6% -0,2% -1,3% -1,1%

Staff Complement and Emplyee costs

Business
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8.6.14 The headcount has declined at an average of 1% for the 2018/19FY, 2023/24FY 

and 2024/25FY financial years, respectively. Eskom’s staff complement is 

declining at a minimal rate, which does not contribute to a decrease in employee 

costs. 

 

8.6.15 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. 

 

8.6.16 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 

a staff of 38,000 instead of the current 44,000. Eskom is currently using natural 

attrition and voluntary severance packages to lower the staff complement, which 

is slow 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. 

 

Approach/Methodology used 

 

8.6.17 The methodology under section 10.4.2 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’. 

 

8.6.18 There was no deviation from the methodology. 

 

NERSA adjustments and reasons 

    

8.6.19 Table 49 below shows NERSA’s decision based on inflation as per the MYPD4 

methodology. 
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Table 49: NERSA decision based on inflation 

 
 

8.6.20 NERSA has decided to base its decision on R23 253m to allow Eskom to recover 

its costs using inflationary adjustments for the application years. This amount 

includes R21 971m for all three business, excluding corporate employee costs 

and R1 282m from the supplementary application. To allow for these inflation 

adjustments, the amount of R23 253m determined in the 2022/23FY has been 

adjusted by the 4.4% BER forecast inflation for the 2023/24FY. NERSA, 

therefore, approved an amount of R24 276m for the 2023/24FY, as a result of 

the inflation adjustment and to align with the methodology due to adjustment of 

R2 427m. This amount excludes corporate employee costs. 

 

8.6.21 Furthermore, to allow for inflation adjustment, the amount of R24 276m 

determined in the 2023/24FY has been adjusted by the 4.4% BER forecast 

inflation for the 2024/25FY, which resulted in the approved amount of R25 344m 

for the 2024/25FY due to adjustments of R2 607m. This amount excludes 

corperate employee costs. 

 

8.6.22 Eskom has applied for a reduction in the corporate employee costs of R3 385m 

compared to the decision amount of R3 580m, which was allowed in the 

2022/23FY revenue determination. However, when this amount is compared with 

the actual amount of R3 074m incurred in the 2020/21FY, it becomes an increase 

of 10%, which is above inflation. NERSA has allowed an amount of R3 385m for 

corporate employee costs, as applied for by Eskom, to encourage Eskom to 

managed its costs, which is already above inflation.   

 

8.6.23 For the 2024/25FY, Eskom has applied for R3 535m, which is a 15% increase 

when compared to the actual amount of R3 074m incurred in the 2020/21FY. 

However, when compared to the decision amount in the 2023/24FY of R3 580m, 

it becomes a decrease of 1.3%. To allow for inflation adjustment, the amount of 
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R3 385m determined in 2023/24FY has been adjusted by the 4.4% BER forecast 

inflation, which resulted in the approved amount of R 3 534m for the 2024/25FY 

due to adjustments of R1.18m. 

 

Conditions 

8.6.24 Should Eskom decide to pay its employees more than what NERSA has granted, 

any additional expenses over and above what was allowed will be at Eskom’s 

expense in line with MYPD methodology. 

 

Stakeholder comments 

 

8.6.25 According to Agri Western Cape, Eskom’s output (kWh) per employee has 

reduced significantly, as the fleet performance is at 62%. The increase in 

Independent Power Producers (IPP) implies that the potential for the relatively 

low level of productivity, as indicated by the output per employee, to recover, 

appears to be limited.  

 

8.6.26 Natural attrition, a moratorium on recruitment and implementation of voluntary 

separation packages is unlikely to sufficiently address personnel-related costs. 

In fact, employee benefits are still foreseen to increase at a rate of 2.32% up to 

2025. Agri Western Cape stated that NERSA should still exercise its discretion 

in monitoring the efficiency of this expenditure and obviously also the related 

contracts. Transparency in operating costs seems to be lacking. OUTA indicated 

that the allocation of employees should be done according to the functions and 

not grouped with other cooperate costs. 

 

8.6.27 NERSA notes the comment of the stakeholder and as indicated, NERSA will 

ensure that efficiency in employee expenditure is achieved by applying the 

industry methodology. Only an inflation increase has been applied to encourage 

efficiency by Eskom in its employee costs. Allocation of employees is indeed 

done according to the functions; costs are not only grouped as operating costs. 

 

Maintenance Costs 

 

Summary of the application 

 

8.6.28 Eskom has applied for a combined total of R19 705m and R20 758m, respectively 

for, 2023/24FY and 2024/25FY, for Generation, Transmission and Distribution 

maintenance, as indicated in Table 50 below. 
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Table 50: Total maintenance costs 

TOTAL Maintenance Cost 
(R'm) 

NERSA 
decision 
2022/23FY 

Application 
2023/24FY 

Application 
2024/25FY 

        

Generation 14 029 13 233 13 910 

Transmission 982 1 054 1 117 

Distribution 5 184 5 418 5 731 

        

Total Planned Maintenance 20 195 19 705 20 758 

 

8.6.29 The costs applied for in the 2023/24FY and 2024/25FY are based on the 

generation technical plan and production plan, Transmission maintenance 

methodology and Distribution’s maintenance regime. Generation is the main cost 

driver since it makes up an average of 68% of the cost, while Transmission 

makes up 5% and distribution 27%.  

 

Generation Maintenance Costs 

 

8.6.30 Table 51 below shows the increase in the cost of generation maintenance from 

the 2022/23FY to the 2024/25FY. There is a decrease of 5.7% in the first year 

and an increase of 5.1% in the second year. 

 
Table 51: Total generation maintenance costs increase  

Generation (R'm) 
NERSA 

Decision 
2022/23FY 

Application 
2023/24FY 

Application 
2024/25FY 

        

Maintenance Costs 
(R'm) 14 029 13 233 13 910 

Increase (%)   -5.67 5.12 

        

 

8.6.31 Eskom states that generation maintenance costs are based on planned 

maintenance. Maintenance planning is informed by what maintenance must be 

done, either replacement/refurbishment of components or assets, as well as the 

routine outage maintenance activities. These are activities that are required over 

the life of the plant. 

 

8.6.32 Eskom also states that the existing operational fleet of power stations is now on 

average about 32 years old and more than half of the coal-fired fleet will be older 

than 40 years by the start of the financial period applied for. Therefore, there will 

be increased maintenance costs for this ageing fleet and additional maintenance 

activities can be expected. 
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8.6.33 Eskom also states that there will be a CAGR of about -0.4% in generation 

maintenance costs for the next three financial years mainly due to maintenance 

costs at reserved storage stations and partially by new build stations, as well as 

long-term outages at Koeberg power station to extend its live from 40 to 60 years. 

 

8.6.34 The main cost drivers for generation maintenance costs are stated to be 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 being required for maintenance 

to allow further operation of the plant. Lethabo, Medupi, Duvha and Matla power 

stations are also scheduled for Mini General Overhaul and Interim repairs. Table 

52 below shows the major contributors to maintenance cost for each of the 

stations mentioned. 

 
Table 52: Stations with major maintenance costs in the three-year period 

Power stations  
Cost of 
maintenance for the 
next 3 years (R'm) 

    

Koeberg 5 153 

Hendrina 2 719 

Lethabo 3 334 

Medupi 3 306 

Duvha 3 024 

Matla  2 885 

    

TOTAL 20 421 

 

8.6.35 As seen in Table 52 above, for the three years from the 2022/23FY to the 

2024/25FY, six power stations will be undertaking major maintenance that will 

cost R20 421m. The reasons for the maintenance is mainly to improve energy 

availability (the EAF), plant health and performance. Eskom has not broken it 

down for each year; it is for the entire MYPD5 period; therefore, it will be divided 

into three years. The cost is R6 807m per year for three years. 

 

8.6.36 Eskom did not supply a maintenance breakdown per power station; only key 

drivers are discussed and motivated for. 

 

8.6.37 According to its research, Eskom found its maintenance costs relative to 

replacement cost to be 1% as compared to its benchmark of between 1.7% and 

2.5%. 
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Transmission Maintenance 

8.6.38 In transmission maintenance costs, Eskom applied for R1 054m and R1 117m 

for the 2023/24FY and 2024/25FY respectively, as per Table 53 below. This 

translates to 7% and 6% respectively for the first and second year. However, 

Eskom implies that the maintenance actuals are for abnormally low maintenance 

activities compared to its normal operations, and it attributes this to procurement 

process challenges, which will normalise in the future.  

 

Table 53: Eskom transmission maintenance costs – Projected and applied for figures 

Transmission (R'm) 
NERSA 

Decision 
2022/23FY 

Application 
2023/24FY 

Application 
2024/25FY 

Servitude Maintenance 171 183 195 

Line Maintenance 191 204 215 

Primary Plant Maintenance 207 218 229 

Secondary Plant 
Maintenance 57 60 65 

Equipment & Spares 34 38 40 

ERI (Transformer & 
Logistics) 303 329 351 

Other  19 22 23 

        

Total Maintenance 982 1 054 1 117 

 

8.6.39 Transmission maintenance costs comprise mainly servitude maintenance, line 

maintenance, primary maintenance and Eskom Rotek Industries (ERI). ERI is the 

key contributor; it specialises in transformers and transformer logistics. 

 

8.6.40 The amount applied for in the two-year financial period is driven by the increase 

in the size of the network, and the condition of the network. 

 

8.6.41 Eskom states that to ensure compliance with safety guidelines, it must perform 

the necessary maintenance to ensure that the network is able to handle the 

increasing demand for energy transportation as more and more IPPs are 

connected to the grid. 

 

Distribution Maintenance 

8.6.42 Eskom applied for Distribution division maintenance costs of R5 418m and 

R5 731m, respectively, for 2023/24FY and 2024/25FY, as shown in  

8.6.43 Table 54 below. This translates to an increase of 4.5% and 5.8%, respectively.  
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Table 54:   Eskom distribution maintenance costs 

Distribution (R'm) 
NERSA 

Decision 
FY2023 

Application 
FY2024 

Application 
FY2025 

        

High Voltage Networks 285 313 347 

Medium Voltage Networks 518 569 630 

Low Voltage Networks 661 725 804 

Substations 467 512 567 

Vegetation Maintenance 272 299 331 

Wood Pole Maintenance 389 427 473 

        

Total Planned Maintenance 2 592 2 844 3 152 

        

Unplanned (Corrective) Maintenance 2 592 2 574 2 579 

        

Total Maintenance 5 184 5 418 5 731 

 

8.6.44 A major contributor to the maintenance cost is unplanned maintenance costs; it 

contributes more than 50% of the total costs. This is followed by other key 

contributors, mainly low and medium voltage network maintenance, followed by 

substation maintenance. Eskom implies that this also includes Environmental 

and safety consideration, Asset Base Network performance, quality of service to 

the customer and the sustainability of network infra-structure. 

 

NERSA Analysis 

8.6.45 The total maintenance costs allowed have been increasing over the years. 

Looking at the period from the 2012/13FY to the 2022/23FY, there is an almost 

linear increase, with the highest increase of 13.7% in the 2015/16 FY. Figure 21 

below depicts the trend in the increase of the total maintenance for the past 

11 years. 
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Figure 21: Total Maintenance costs for the past 11 year 

 

8.6.46 The cost of maintenance has doubled within the 11-year period and Eskom has 

indicated in the past that the cost of maintenance was to ensure that the 

maintenance backlog is dealt with to eliminate load-shedding. However, the 

performance of the Eskom generation fleet has shown a decline, as the EAF has 

not improved. In fact, Figure 22 below indicates that the fleet performance has 

declined and this is evident from the number of load-shedding events that has 

been occurring in the recent years.  

 

 

Figure 22: Eskom fleet performance from 2014FY to 2023FY  
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NERSA adjustments and reasons 

 

Generation Maintenance 

 

8.6.47 Eskom must first show NERSA how the allowed costs for maintenance of the 

previous MYPD period has benefited the customer and the supplier in 

maintaining supply of electricity to the customer. 

   

8.6.48 Most thermal power stations, such as coal, geothermal and nuclear power plants, 

have availability factors between 70% and 90%, which is far better than that of 

the Eskom fleet, which is at around 65%. 

 

8.6.49 The reason for the low EAF is mainly because many of the existing fleet of power 

stations is now old, which causes an increase in maintenance costs due to 

additional maintenance activities and mid-life refurbishments. 

 

8.6.50 Six power stations are due for major maintenance to prevent break down and 

further down time. There are also additional new units that contribute to the cost 

of maintenance, as they will form part of the maintenance plan.  

 

8.6.51 Eskom has been allowed maintenance before and maintenance has been 

performed, however a number of times units suffered a breakdown shortly after 

a maintenance outage. This indicates that the quality of maintenance is not good 

and must be managed by putting in place measures to insure that contractors 

are penalised and the costs are not recovered through the RCA. If Eskom 

conducts their maintenance according to their plan, then there should never be 

any extra costs due to a lack of maintenance management. 

 

8.6.52 There is a need for Eskom to submit a maintenance plan for each station for this 

MYPD5 period so that NERSA can monitor and ensure that the maintenance 

conducted at a power-station level is done according to the contracts, and that 

contracts are used to penalise the contractors to ensure the work is of an 

acceptable standard. Because of Eskom’s poor track record regarding 

maintenance, no good results are produced as promised, therefore a new 

strategy for maintenance is needed 

 

8.6.53 Section 10 of the MYPD4 methodology, which addresses Expenses – Operating 

and Maintenance, says ‘Costs related to Operation and Maintenance (O&M) will 

be allowed. The reasonableness of such expenses will be determined by the 

Energy Regulator on a case-by-case basis’.  
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8.6.54 Therefore, for the reasons stated above, the generation maintenance costs are 

allowed, subject to NERSA’s access to a detailed plan that will be monitored for 

the duration of the period. Table 55 below shows the allowed costs for generation 

maintenance. 

 
Table 55:   Allowed generation maintenance costs for 2023/24FY and 2024/25FY 

  2022/23 FY 2023/24FY 2024/25FY 

Generation 
Maintenance Cost 
(R'm) 

NERSA 
Decision Application Adjustment 

NERSA 
Decision Application Adjustment 

NERSA 
Decision 
FY2024/25 

                

Generation 11 244 11 761 0 11 761 12 302 0 12 302 

                

Total Planned 
Maintenance 11 244 11 761 0 11 761 12 302 0 12 302 

 

 

Distribution Maintenance 

8.6.55 The distribution network spans a landscape of approximately 49 107 km of 

distribution lines, 301 916 km of reticulation lines, and more than 7 734 km of 

underground cables. Maintenance on this network is essential to ensuring that it 

will be able to distribute the power its receives from transmission and to ensure 

that the assets perform in line with its design intent. 

 

8.6.56 Increases of 4.5% and 5.8% are well within the CPI. However, to see if the 

applied for costs are reasonable, the reasoning for the increase must be analysed 

and it must be determined whether it is justified to allowed or disallow the costs 

as applied for.  

 

8.6.57 The reasons put forward for the costs is that they allow for asset base grows by 

approximately 4% per annum and it will increase the maintenance requirements. 

The increase is also brought by the electrification projects nationally. 

 

8.6.58 Therefore, for the reasons stated above for the distribution maintenance, and 

Section 10.3 and 10.4 of the MYPD4 methodology, the costs applied for are 

allowed. Table 56 below shows the allowed costs for distribution maintenance. 

 
Table 56:   Allowed distribution maintenance costs for 2022/23FY to 2024/25FY 

  2022/23FY 2023/24FY 2024/25FY 

Distribution 
(R'm) 

NERSA 
Decision Application Adjustment 

NERSA 
Decision Application Adjustment 

NERSA 
Decision 
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Distribution 
Maintenance 5 184 5 418 0 5 418 5 731 0 5 731 

                

Total 
Maintenance 5 184 5 418 0 5 418 5 731 0 5 731 

 

8.6.59 The table above shows the allowed amounts for the distribution maintenance. All 

costs are allowed to ensure that the lockdown backlog maintenance can be 

addressed. 

 

Transmission Maintenance 

8.6.60 In transmission, the cost for maintenance is influenced by the geographical size 

of the network, the condition of the network, as well as the increasing asset base. 

The maintenance revenue requirement further considers the increase in inflation, 

as well as deriving efficiency improvements. 

 

8.6.61 Eskom stated that the execution of some maintenance work in the 2019/20FY 

had been abnormally low due to challenges with procurement processes and the 

Covid-19 lockdown. This was projected to normalise in the 2020/21FY to ensure 

network sustainability. The costs applied for in the 2023/24FY and 2024/25FY 

show that the maintenance for the transmission has normalised and is within the 

inflation figures. 

 

8.6.62 Therefore, for the reasons stated above for transmission maintenance, and in 

accordance with section 10.3 and 10.4 of the MYPD4 methodology, the costs 

applied for are allowed. Table 57 below shows the allowed costs for transmission 

maintenance. 

 
Table 57: Allowable Transmission Maintenance Costs 

  2022/23FY 2023/24FY 2024/25FY 

Transmission (R'm) NERSA 
Decision Application Adjustment 

NERSA 
Decision Application Adjustment 

NERSA 
Decision 

                

Adjusted Transmission 
maintenance 982 1054 0 1054 1117 0 1117 

                

Total Maintenance 982 1 054 0 1 054 1 117 0 1 117 

 

8.6.63 Table 57 above shows the allowed amounts for the transmission maintenance. 

The 2021/22FY projection shows a big jump from the 2020/21FY, however the 

increase becomes stable later, at around inflation. The big increase can be 

attributed to the backlog experienced by the transmission division, which had 
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similar challenges as the distribution division during the COVID-19 lockdown, as 

indicated in the MYPD4 RCA. 

 

8.6.64 Based on the explanations above and the calculation for maintenance on the 

generation, transmission and distribution division, the allowed costs are as shown 

in Table 58 below. 

 

Table 58: Total Maintenance Costs 

 
 

Approach/Methodology used 

 

8.6.65 Section 10.3 of the MYPD4 methodology was used to determine the costs. 

Section 10.2 states: ‘Costs related to Operation and Maintenance (O&M) will be 

allowed. The reasonableness of such expenses will be determined by the Energy 

Regulator on a case-by-case basis.’ 

 

8.6.66 Therefore, the costs applied for are to be used to recover the lack of maintenance 

due to COVID-19 restrictions and procurement process during the lockdown 

period for transmission and distribution. 

 

8.6.67 There are also six power stations that have to undertake major outages on some 

of their units. Looking at the cost from the last period and the one applied for, the 

increase seems to be reasonable, hence it is in line with the methodology. 
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Conditions 

8.6.68 Eskom should demonstrate its use of the maintenance cost efficiently and 

prudently by: 

a) Submitting to NERSA detailed maintenance plan with planned maintenance 

spending 

b) Submitting a quarterly maintenance progress report, followed by a meeting 

so that NERSA can interrogate the report when the need arises 

c) Explaining any changes to the maintenance plan before it is implemented. 

d) Improved quality of maintenance to prevent the plant from tripping as a result 

of the same faults. The same fault trips must be explained or are to be at 

Eskom’s own cost. 

 

Other Operating Costs 

Summary of the application 

8.6.69 Other costs consist of various expenses such as administration costs, 

telecommunications costs, consulting fees, information management costs, 

customer services, property management and other general costs. 

 

8.6.70 Eskom is applying for other costs of R9 193bn and R10 798bn for the 2023/24FY 

and 2024/25FY, respectively, as shown in Table 59 below. This amount includes 

the three regulated businesses namely, Generation, Transmission and Distribution. 

 
Table 59: Other costs application – Other Costs 

 

 

Generation Business 

8.6.71 Eskom is applying for R9 222bn under generation business. The key drivers of 

the costs are insurance premiums and Southern African Energy (SAE)  

 

Southern African Energy 

8.6.72 Southern African Energy is responsible for imports. It 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 that Eskom’s 

Other Costs (R'm)

Actual

FY2020

Projection

FY 2021

Projection

FY 2022

Application

FY 2024

Application

FY 2025

Generation 8280 8614 7137 3951 5271

Transmission 810 569 680 797 895

Distribution 3821 3747 4757 4445 4632

Total 12911 12930 12574 9193 10798
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position is protected and maximised, and that all associated risks are 

appropriately treated. 

 

8.6.73 The expenses under Southern African Energy include both local and international 

travels undertaken for operational purposes. The travel-related expense was 

determined based on the South African Power Pool meetings, anticipated 

regional meetings with trading partners and relationship-building engagements. 

Other costs expense being applied for under SAE include subscription costs, 

legal fees and other sundry expenses. 

 

Insurance premiums 

8.6.74 The insurance premiums are not based on unplanned outages. The premiums 

are risk based and are calculated according to generation asset values by 

actuaries. Claims experienced as well as increased values from the new units for 

Kusile coming into commercial operation have been taken into account, resulting 

in the increased insurance premiums.  

 

Capacity expansion 

8.6.75 In its application, Eskom stated that generation is still in the process of 

commissioning two new coal power stations. The last unit at Medupi and the 

remaining three units at Kusile are expected to be commissioned before the end 

of the MYPD5 period. 

 

8.6.76 All six units for Medupi power station have been commissioned, the last being 

unit 1, which was commissioned on 31 July 2022, subsequent to the MYPD5 

application submission on 2 June 2021. There were three remaining units at 

Kusile power station that were to be commissioned in the period under review. 

The breakdown is as follows: 

a) Unit 4 – commissioned date (CO) date was originally January 2023. The 

unit was brought forward and put into CO on 31 May 2022.  

b) Unit 5 – CO date was originally December 2023. The unit CO date was 

brought forward to 30 June 2023. This date is, however, subject to change 

due to a gas heater fire incident.  

c) Unit 6 – CO date remains on 31 May 2024.  

 

Transmission Business 

8.6.77 Eskom is applying for R1 692bn under Transmission business. In its application, 

Eskom stated that the escalation of other operating costs is primarily driven by 

the re-linking of corporate functions to Transmission (represent a 48% growth in 

staff complement) and direct impact on various costs categories such as IT, 

travelling, lease expense, insurance as well as electricity consumption. The 

above-inflation increases in other operating costs are mostly in the 2020/21FY 
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(beginning of the re-linking process) and 2021/22FY (consolidation of the re-

linking and divisionalisation process), and then stabilise throughout the MYPD5 

period. 

 

8.6.78 The main drivers of the costs are leases, travel and fleet costs, consulting and 

legal costs and security expenses. 

 

Leases 

8.6.79 All leases entered into by Eskom are done in line with the overall Eskom 

procurement and supply chain management policy and provision system, which 

is fair, equitable, transparent, competitive and cost effective. 

 

8.6.80 There is a management procedure in place that sets out the application of 

appropriate processes that result in the efficient management of leases for 

commercial buildings. 

 

Travel and fleet costs 

8.6.81 Travel and fleet costs are regularly monitored in the monthly management review 

meetings to ensure that the costs remain within the approved limits. Continuous 

efforts are made to contain operational costs, e.g. by using virtual platforms for 

meetings. 

 

Consulting and legal costs  

8.6.82 Eskom appoints 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 assessment, 

social impact assessment, property valuation, land surveying and negotiations. 

 

8.6.83 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. 

 

Security Expenses 

8.6.84 Eskom owns 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. 

 

8.6.85 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 
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continuity of supply. The increasingly high demand for non-ferrous metals has 

highlighted the vulnerability of Eskom’s facilities to vandalism and theft. 

 

8.6.86 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. 

 

8.6.87 The implementation or 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. 

 

8.6.88 The implementation of security technology in remote sites will include the 

following:  

a) High walls (concrete plus razor wire) to secure the premises 

b) Control rooms with video monitoring systems linked to cameras and alarms 

at various sites, manned by personnel to monitor and respond accordingly 

c) CCTV cameras 

d) High-end access control 

e) Booms and gates 

f) Guard houses at high-risk substations 

g) Line patrols 

h) Armed response 

i) Remote monitoring  

 

Distribution Business 

8.6.89 Eskom is applying for R9 077bn under distribution business. The application 

states that the increase in other operating costs over the MYPD5 control period 

are generally linked to inflation and fixed in nature. Where possible, the Licensee 

has implemented cost saving measures while improving operating efficiencies. 

 

Reconfiguration of prepayment meters 

8.6.90 Eskom has applied for the coding of meters that will assist in preventing meter 

tampering, illegal connections or illegal electricity. 

 

8.6.91 Static Transfer System (STS) is a secure standard (protocol) used to create 

encrypted tokens by the Online Vending System (OVS) and is issued by the 

vending outlets from different suppliers. Each Supply Group Code (SGC) is linked 

to a key revision number (KRN). The current key revision number is 1 since 1993 

(base date) and all vending keys have a life span of 30 years. 
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8.6.92 The Token Identifier (ID) is a 24-bit field, contained in STS compliant tokens, that 

identifies the date and time of the token generation. It is used to determine if a 

token has already been used in a payment meter. The Token-ID represents the 

minutes elapsed since the base date of 1st January 1993. 

 

8.6.93 All STS prepayment meters will be affected by Token ID roll over on 24/11/2024. 

Any tokens generated after this date and utilising the 24-bit Token-ID will be 

rejected by the meters as being old tokens as the Token-ID value embedded in 

the token will have reset back to 0. 

 

8.6.94 Once the KRN meter configuration has been done, coding the meter from KRN1 

to KRN2, the process cannot be reversed, as the coding security keys used are 

based on time and date stamps.  

 

8.6.95 The prepaid electricity vouchers or tokens created using a system still on KRN1 

will not be accepted by a prepaid meter that is already configured to be on KRN2 

and this will ensure that fraudulent vouchers created from illegal vending 

machines that are still on KRN1 are rendered useless.  

 

8.6.96 All the meters will have to be changed to a new key revision number and a new 

base date.  

 

8.6.97 Failure to implement this project will disrupt electricity service delivery, leading to 

irate, unhappy customers, which in turn may trigger 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.  

 

8.6.98 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; and 

e) partnership with local communities to eradicate meter tampering and buying 

from ghost vendors. 

 

8.6.99 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. 
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NERSA Analysis 

 

8.6.100 Figure 23 below 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 more than 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.  

 

 

Figure 23: Operating actual costs compared to NERSA’s decisions 

 

Approach/Methodology used 

8.6.101 Section 10.3 of the methodology states that ‘costs related to Operation and 

Maintenance (O&M) will be allowed. The reasonableness of such expenses will 

be determined by the Energy Regulator on a case-by-case basis.’ 

 

8.6.102 The methodology under section 10.4.8 states ‘that other expenses that are not 

related to the core business of supplying electricity will also be disallowed’ and 

section 10.4.10 further states that ‘other expenses referred to other costs must 

be unbundled’. 

 

8.6.103 There was no deviation from the methodology. 

 

Conditions 

8.6.104 There are no conditions. 
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Stakeholder comments 

8.6.105 During the public hearing, Agri Western Cape mentioned that NERSA should 

exercise its discretion in monitoring the efficiency of operating costs, as 

transparency seems to be lacking. NERSA will assess whether the costs were 

prudently and efficiently incurred and other expenses that are not related to the 

core business of supplying electricity is disallowed.  

 

NERSA adjustment and reasons 

 

8.6.106 NERSA has adjusted other costs by the CPI, as shown in Table 60 below, due 

to a lack of justification for expenditure on coal stations that are on reserve 

storage. It is not stated when these stations will be back in service.  

 
Table 60: Other Costs final decision 

 

Arrear Debt  

 

8.6.107 In the NERSA revenue decision for the 2022/23FY, no allowance was made for 

arrear debt on the basis that paying customers should not be burdened by debt 

not recovered by Eskom. For this application, Eskom indicated that it is adopting 

the NERSA decision for the 2022/23FY and thus resolved to not include any 

arrear debts in the updated submission. NERSA is in agreement with Eskom’s 

approach. 

 

Corporate Overhead Costs 

 

Summary of the application  

8.6.108 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 period is R8 699m for the 2023/24FY and R7 580m for the 

2024/25FY. These costs are related mainly to employee benefits, operating costs 

and depreciation. The corporate costs are allocated to the licensees in 

accordance with the MYPD methodology’s requirements. 

 

8.6.109 The strategic level services include Executive Oversight and Strategic Direction; 

Stakeholder Engagement; Secretarial, Legal and Corporate Governance and 
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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. 

 

8.6.110 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. 

 

8.6.111 Table 61 below sets outs the operating expenses and, by extension, the revenue 

requirements for the provision of the Corporate Function services to Eskom 

licensees. 

 
Table 61: Corporate Total Costs 

 
 

Overall Operating Expenditure 

8.6.112 The main cost components within the Corporate Function relate to employee 

benefits expenses, other operating costs and depreciation. 

 

Employee Benefits 

8.6.113 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. 

 

8.6.114 Table 62 below sets out the headcount projections for the different operating units 

in the Corporate Function. 
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Table 62: Corporate Headcount Projections 

 
 

8.6.115 Employee numbers are projected to decrease over the application period from a 

high of 2 922 in the 2021/22FY to a projected low of 2 717 by the 2024/25FY 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 are not limited to, overtime, ad-hoc salary increases, 

band creep, scheme cars and certain premiums and allowances. 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 

8.6.116 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. 

 

8.6.117 Due to the nature of Eskom’s business, the need for security has become a 

reprioritised key focus area, with specific needs being catered for at facilities that 

are defined as national key points, where particular regulations must be complied 

with. Some of the initiatives initially planned for the 2020/21FY, including Ghost 

Vending & Illegal Connections, are expected to commence in the 2021/22FY and 

continue into the application period. These projects have been delayed as a 

result of various challenges, including, but not limited to, COVID-19 restrictions. 

 

  



102 

Depreciation and Amortisation 

8.6.118 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. 

 

8.6.119 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. 

 

Other Income 

8.6.120 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). 

 

Approach/Methodology used 

 

8.6.121 The methodology under section 10.4.2 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’. 

 

8.6.122 Furthermore, section 10.3 of the methodology states that ‘costs related to 

Operation and Maintenance (O&M) will be allowed. The reasonableness of such 

expenses will be determined by the Energy Regulator on a case-by-case basis’.  

 

8.6.123 There was no deviation from the methodology. 

 

NERSA analysis 

8.6.124 According to Table 63 below, the overall corporate costs is increasing by 1.20% 

when compared to NERSA’s decision in the 2019/20FY. The actual amount spent 

in 2019/20FY indicates that Eskom underspent by 22.33% in that year. There is 

a 4.51% increase in the 2023/24FY and a decline of 12.86% in the 2024/25FY.  
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Table 63: Overall Corporate costs 

 

8.6.125 According to Table 64 below, employee costs are reducing by 8.15% in the 

2023/24FY and increasing by 4.34% in the 2024/25FY. Employee benefits over 

the application period reflect a planned 5.5% increase for the bargaining unit and 

managerial employees. In addition, a reduction in headcount occurs over the 

application period to achieve further efficiencies. 

 

Table 64: Corporate employee costs 

 
 

8.6.126 The headcount is declining by 2.55%, 2.79% and 1.85% for the 2023/24FY and 

2024/25FY, respectively. As illustrated in Table 65 below, Eskom’s corporate 

staff complement is declining and also contributing to a decrease in employee 

costs. 

 
Table 65: Corporate staff complement 

 
 

Other Operating Costs 

8.6.127 Other operating expenditure includes the costs for travel and subsistence, 

logistics, probity checks and vendor investigations, which is increasing by 2.86% 

in the 2023/24FY and by 3.70% in the 2024/25FY. 

 

8.6.128 The key drivers for other operating expenses are the maintenance of properties; 

operating leases including services buildings, rates and taxes; and building-

related insurance, which is increasing by 1.32% in the 2023/24FY and by 1.63% 

in the 2024/25FY. 

 

8.6.129 Under Group Financial Controller (GFC) – The key cost drivers are audit fees, 

annual report preparation; publication; actuarial valuations; and consultant costs, 

as directed by Executive Management. The above inflation increase in costs over 

Corporate Division (R/m)Actual FY2020

NERSA 

Decision 

FY2020

Application 

FY2023

Application 

FY2024

Application 

FY2025

Corporate Costs 6 388                   8 225           8 324          8 699            7 580          

Percentage increase 1,20% 4,51% -12,86%

Employee cost (R/m) Actual FY2020

Projections 

FY2021

Projections 

FY2022

Application 

FY2023

Application 

FY2024

Application 

FY2025

Corporate Division 4 140                   3 622           3 631          3 560            3 270          3 412           

Percentage increase -12,51% 0,25% -1,96% -8,15% 4,34%

Corporate Staff 

compliment Actual FY2020

Projections 

FY2021

Projections 

FY2022

Application 

FY2023

Application 

FY2024

Application 

FY2025

Corporate Division 6 176                   2 985           2 922          2 868            2 795          2 717           

Percentage increase -51,67% -2,11% -1,85% -2,55% -2,79%
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the MYPD5 period is to cater for audit and other consulting fees required for the 

legal separation of the Generation and Distribution businesses. Provision has 

been made for the specialist services required for the initial restructuring costs 

relating to the ring-fencing of divisions, assessing and retaining critical 

capabilities, ensuring a high-performance culture and the establishment and 

operation of a turnaround management office to manage the execution of the 

latter (reporting directly to the Eskom GCEO). The Group Financial Controller 

division’s overall movement in costs amounts to a 25.52% increase in the 

2023/24FY and a 63.41% decline in the 2024/25FY. 

 

8.6.130 Adjustments for corporate employee costs are covered under the main employee 

benefit section. 

 

Other income 

8.6.131 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. 

 

8.6.132 Under Group Finance Controller (GFC), a management fee is charged to the 

Eskom subsidiaries for employee benefit expenses of staff secondments. The 

increased income in the 2020/21FY is as a result of an R1bn dividend received 

from Eskom Enterprises. 

 

NERSA adjustments and reasons 

8.6.133 No adjustments are made under the corporate overheads section, as the costs 

are all within inflation and are thus deemed to be prudent and reasonable. 

 

8.6.134 Table 66 below shows the decision made for Eskom’s corporate overhead costs. 

 

Table 66: Allowed corporate overhead costs 

 

 

Conclusion on operating expenditure 

8.6.135 Table 67 below sets out the total operating expenditure compared to what Eskom 

has applied for as part of its revenue requirement, as well as the adjustments 

made and what has been allowed over the two years of the application period. 
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Table 67: Overall operating expenditure decision 

 

 

Eskom’s fraud, fruitless and wasteful expenditure  

 

Eskom Application for MYPD5 2023/24FY and 2024/25FY 

 

8.6.136 In its application, Eskom indicated that progress has been made in the recovery 

and processing of major corruption and fraud-related matters. The progress is 

summarised below. 

 

Major investigations 

8.6.137 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.  

 

8.6.138 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 

8.6.139 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.  

 

8.6.140 During a hearing in February 2021, the contractor reduced its claims to the 

amount of 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. After 
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being brought to the attention of the 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 

8.6.141 Impulse International has instituted action against Eskom for claims of 

approximately R61m, and the ERI for claims of approximately R22m. Eskom filed 

a counterclaim requesting the court to grant an order declaring that 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) 

8.6.142 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 

8.6.143 Following Trillian and Wood’s failure to repay Eskom the court-ordered sum of 

approximately R595m, Eskom launched 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 

8.6.144 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 
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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 

8.6.145 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 

8.6.146 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 prescription. 

The parties 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 

8.6.147 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 for 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 the 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 

8.6.148 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 
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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 Tribunal agreement. 

 

Tubular P11A – Air-cooled condenser at Kusile 

8.6.149 Tubular submitted an ongoing delay and disruption claim against Eskom for 

approximately R240m. Eskom successfully opposed the claim at the DAB and 

Tubular later stated its 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, Eskom will consider instituting a review application to set 

the contract aside. Tubular has been placed in liquidation. 

 

ABB 

8.6.150 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 

8.6.151 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 

8.6.152 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 

8.6.153 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. 
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Claims against directors and employees 

 

Eskom v Brian Molefe and 11 others 

 

8.6.154 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 the claim were issued against 

12 defendants, with the SIU cited as co-plaintiff. Of 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 a 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 

8.6.155 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 has 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 

8.6.156 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 is approximately R840m, which has been declared 

fruitless and wasteful expenditure. 

 

8.6.157 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 the 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. 
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NERSA Analysis 

8.6.158 In the previous year, the Energy Regulator has made decisions relating to fraud 

and corruption within Eskom. The following are decisions that were previously 

made by NERSA over the years in relation to fraud corruption activities within 

Eskom. 

 

8.6.159 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, and adjustments based on actual plant performances). There is no 

proper justification for how the RAB opening balances have escalated at such an 

alarming rate, as indicated in Table 94 below (MYPD4 RfD Paragraph 8.5.23). 

 

8.6.160 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]. 

 

8.6.161 Adjustments have been made for R902m, which relates to a receipt from 

McKinsey Consulting in respect of an equal payment made for services that had 

consequently been alleged to have been rendered under questionable 

circumstances. An amount of R1bn has already been included in the previous 

RCA decision (RCA RfD 2018/19 Paragraph 7.9.82). 

 

8.6.162 Based on previous decisions, NERSA will ensure that all expenditure related to 

fraud and maladministration, as well as fruitless and wasteful expenditure, should 

be recovered and credited in favour of customers.   
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8.6.163 Table 68 below summarises all expenditure identified in this regard. 
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Table 68: List of cases and progress made 

Name of  Amount Progress to date 

Stefanutti Stocks Isazi JV 

 

R315m 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. 

Impulse International (Pty) Ltd 

 

Not quantified 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. 

Tegeta (Brakfontein Mine) 

 

R359m The SIU has instituted proceedings against 

Tegeta and the business rescue 

practitioners to repay Eskom 

approximately R734m as just and 

equitable relief. 

Trillian Management Consulting 

(Pty) Ltd 

 

R595m 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. 

PricewaterhouseCoopers (PwC) 

 

R108m 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. 

Meagra Transport R32m 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. 

Econ Oil and Energy (Pty) Ltd 

(Econ Oil) – Overcharging 

 

R1.2b The parties are scheduling a pre-

arbitration meeting with the arbitrator, to 

discuss and agree the procedure for the 

arbitration proceedings and dates for the 

delivery of further documents and a 

hearing. 

Econ Oil Bid Corp 4786 – Review 

 

Amount not 

quantified 

Eskom applied to review and set aside its 

own decision to award the tender to Econ 

Oil. Econ Oil is opposing this application. 
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Tenova Mining and Minerals South 

Africa (Pty) Ltd 

 

R339m 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 Tribunal agreement. 

Tubular P11A – Air-cooled 

condenser at Kusile 

 

R240m 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 

ABB 

 

R1.5bn 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 

 

Amount not 

quantified 

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 

 

R1.28 billion This has subsequently been reduced from 

R5 billion to R1.28 billion after an 

arbitration ruling. 

Deloitte Consulting (Pty) Ltd 

 

(R150m) 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 

Claims against directors and 

employees Eskom v Brian Molefe 

and 11 others 

 

R3,8 billion In August 2020, Eskom and the SIU issued 

summons to recover approximately R3.8 

billion 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. 

Recovery of monies irregularly 

spent on behalf of directors and 

executives for legal fees 

 

R1.5m 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 

 

Amount not 

quantified 

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. 

   

Total Amount R9.6195 billion  

 



114 

8.6.1. A total amount of R9.6195 billion is still outstanding in relation to fraud and 

fruitless and wasteful expenditure. 

 

Issues addressed in the previous RCA 

8.6.164 As indicated above, under Corporate Other Income, there is an amount of R111m 

variance in other income that is largely due the recovery of an undue payment to 

Deloitte made in 2017 (R150m). 

 

8.6.165 Furthermore, under ‘Other operating costs – Once-off loss on disposal of PPE 

(Property, Plant and Equipment)’ there is an amount 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. 

 

8.6.166 Adjustments were made for R902m, which relates to a receipt from McKinsey 

Consulting in respect of an equal payment made for services that had 

consequently been alleged to have been rendered under questionable 

circumstances. An amount of R1bn has already been included in the previous 

RCA decision (RCA RfD 2018/19 Paragraph 7.9.82). 

 

8.6.167 In the current RCA of the 2022/21 financial year, which is in the process of 

approval, the refund of the overpayment from ABB on the Kusile projects that 

occurred, will be recovered. The SIU set aside a contract that was irregularly 

awarded to ABB and the R1.5b was subsequently repaid to Eskom in December 

2020. This adjustment is included in the 2020/21FY RCA application in favour of 

customers. 

 

Conclusions and recommendation 

8.6.168 Eskom is encouraged to ensure that these investigations are concluded speedily 

and 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 these abovementioned matters have been concluded by the 

relevant law enforcement agencies, the related costs will be clawed back during 

the RCA applications.  
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8.7. Primary Energy  

 

Summary of the application 

 

8.7.1. The primary energy section accounts for the raw energy sources, including coal, 

OCGT, fuel and gas, as well as water. Furthermore, the primary energy costs 

include fuel procurement costs, and purchases from IPPs. 

 

8.7.2. Coal fuel procurement is exposed to various factors that will continue to have 

implications for costs and security of coal supply to Eskom. 

 

8.7.3. Primary energy costs are under severe pressure due to the coal-sourcing 

environment and a significant capital expenditure is required in the cost-plus 

mines to ensure the continued supply of reasonably priced coal assumed in this 

application. 

  

8.7.4. Table 69 below provides an overview of Eskom’s application under primary 

energy. 

 
Table 69: Summary of Eskom’s application 

 

 

8.7.5. As shown in the table above, Eskom is applying for a total of R185 283m and 

R205 612m under primary energy for the 2023/24 and 2024/25 financial years, 

respectively.  
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8.7.6. In this section, the analysis undertaken for coal usage/burn, nuclear, water, water 

treatment, OCGTs, and start-up fuel is detailed. The remainder of the primary 

energy costs are dealt with in subsequent sections.  

 

Summary of NERSA’s analysis and decision  

 

8.7.7. This section’s analysis was conducted in line with sections 12.1 to 12.10 of the 

MYPD4 methodology. Section 12.1 states, ‘In considering the allowable primary 

energy costs, the Energy Regulator will consider the most appropriate generation 

mix that can be achieved practically to the best interest of both the customer and 

the supplier’. As such, NERSA considered the estimated sales volumes, the 

energy wheel and the production plan when making these recommendations. 

  

8.7.8. Table 70 provides the summary of the decision on Primary Energy. 

 
Table 70: Summary of primary energy generation decision 

 
 

8.7.9. The remainder of section 12 of the methodology provides guidance on how each 

primary energy source should be assessed, as detailed below. 

 

Coal Burn 

 

Summary of the application 

 

8.7.10. Table 71 below summarises Eskom’s application and NERSA’s decision on coal 

burn/usage. The volumes of coal consumed (coal burn) have been declining, and 

this downward trend is projected to continue in the 2024/25FY onwards due to 

the anticipated decommissioning of a number of coal plants.   

 

Primary energy costs (R'm)

Application 

FY2024

Adjustments 

FY2024

Decision 

FY2024

Application 

FY2025

Adjustments 

FY2025

Decision 

FY2025

Coal usage 69 992 -3 091 66 901 71 054 809 71 863

Water usage 3 185 -230 2 955 3 312 -147 3 165

Fuel and water procurement service 313 0 313 335 0 335

Coal handling 2 524 -75 2 449 2 608 -101 2 507

Water treatment 640 0 640 706 -37 669

Sorbent usage 298 0 298 311 0 311

Gas and oil (coal fired start-up) 6 844 -2 974 3 870 6 561 -2 497 4 064

Nuclear 794 0 794 1 031 0 1 031

Coal and gas (Gas-fired) 10 0 10 10 0 10

OCGT fuel cost 16 852 -8 449 8 403 17 723 -8 862 8 862

Total Coal 101 452 -14 819 86 633 103 651 -10 835 92 816
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Table 71: Eskom coal burn costs 

 

8.7.11. The overall Rm increase from 2022/23FY to 2024/25FY is 9%, and the overall 

increase in the unit cost of coal from 2022/23FY to 2024/25FY is 14.7%. 

 

Approach/Methodology used 

 

8.7.12. The coal burn section of Eskom’s application was assessed according to section 

12.2 of the MYPD4 methodology. Section 12.2 of the methodology states:  
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8.7.13. There were no deviations from the methodology. 

 

NERSA Adjustments and reasons  

 

8.7.14. Eskom has applied for a total of 103,3mt of coal for the 2023/24FY, as per Table 

72 above. According to Eskom’s production plan, coal power stations are 

envisaged to produce 75% of the total gross electricity output in the 2023/24FY. 

This is equivalent to the production of 169 222 GWh at an average burn rate of 

0.61 kg/kWh. According to this burn rate, approximately 103,3mt of coal is 

required to meet the production target.  

 

8.7.15. However, NERSA has slightly increased production from coal to compensate for 

a lower OCGT load factor. The coal plant contribution is increased to 75,61%, 

and the burn rate is maintained at 0,59kg/kWh up to the end of the 2023/24FY 

since the ageing of boilers is well within Eskom management’s control. Since 

Eskom applied for 103.3mt of coal, this is more than what is needed by 2,74mt. 

NERSA has therefore adjusted this down to 100,60mt. At an average cost of 

R665/ton for all contract types, it means that approximately R66,90bn is required 

to purchase the coal. Since Eskom applied for R69,9bn, NERSA has adjusted it 

down by R3,09bn to R66,90bn, which should be sufficient to meet set production 

targets, as shown in Table 73 below.  

 

8.7.16. In the 2024/25 financial year, coal plants are envisaged to produce approximately 

70% of the total gross sent-out energy, equivalent to the production of 

156 134 GWh at an average burn rate of 0.61 kg/kWh. NERSA has revised the 

production target to 157 498 to prevent excessive use of OCGTs and ensure 

system adequacy. In accordance with the burn rate of 0.61kg/kWh, 

approximately 96.07mt of coal is required to produce the necessary electricity. 

However, Eskom applied for 94.97mt of coal, which is less than sufficient to 

produce the 157 498 GWh that is planned. Therefore, quantities are revised to 

96.07Mt. At an average cost of R751/Ton for all contract types, it means that 

approximately R71.86bn is required. Thus,  R71,86bn is allocated in the 

2024/25FY, which should be sufficient to meet production requirements, as 

shown in Table 72 below.  
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Table 72: Production requirements 

  

8.7.17. Below is a detailed analysis of each contract type and further justification for 

adjustments. 

 

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

 

8.7.18. The 2023/24 financial year anticipates a decrease in volumes of coal burned from 

short- and medium-term (ST/MT) contracts. The decrease in demand from these 

types of contracts is owing to 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. 

 

8.7.19. Table 73 below shows the adjustments and the resulting allowed revenues for 

MT and ST contracts, respectively. The ST/MT prices range from R827/ton to 

R877/ton in 2023/24 and 2024/25. The 2022/23 price of R689/ton was increased 

by 20.06% to get to the projected price of R827/ton in 2023/24 and adjusted by 

6.05% to get to the projected price of R877/ton in 2024/25. An enquiry was 

forwarded to Eskom regarding the rationale behind the above-inflation increase 

of 20.06% in 2023/24.  

 

8.7.20. According to Eskom, given that ST/MT coal contracts allow the utility to cover 

coal shortage at a short space of time, their costs are highly driven by supply and 
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demand, which in turn is influenced by local and global events. Eskom also 

indicated that it does not consider the ST/MT R/ton increases/escalations to be 

exorbitant, highlighting that the increases are usually due to increases in total 

generation from coal-fired stations, as well as changes in the generation mix 

between coal-fired stations and due to changes in coal purchase mix. 

Furthermore, Eskom stated that coal purchase volumes are higher in the 2023/24 

and 2024/25 financial years than in the previous submissions. However, the 

volumes purchased from these contracts are clearly low, as shown in Table 46 

below, therefore, no credible reasons were provided for the increase.  

 

8.7.21. After reconsidering Eskom’s updated coal burn volumes and revenue data, as of 

September 2022, it was found that the utility updated its 2022/23 projections and 

used different values to those approved by NERSA (as depicted in Table 73 

below). Moreover, in its adjusted projections, the coal burn volumes and coal 

burn costs are 37 023ktons and R27 892m, resulting in a R/ton escalation of 10% 

between 2022/23 and 2023/24.  

 

8.7.22. NERSA has adjusted the 2022/23 to 2023/24 R/ton escalation down by 2,06% 

by reducing the coal burn quantity required for the 2023/24FY by 4,290ktons. 

This adjustment is based on the difference of 2 740ktons between Eskom’s 

application and the required coal volumes based on the burn rate of 0.59% (see 

Table 73 above). ST/MT contracts are reduced by 4 290ktons and CP contracts 

are appended by 1 568ktons to account for the 2 740ktons difference.  

 

8.7.23. This has resulted in a total Rm value of R27 496 for ST/MT contract type. The 

balance of the coal needed in the 2023/24FY is acquired by increasing the 

quantities to be purchased from cost-plus mines. The coal quantities for the 

2024/25FY were increased by 923ktons to accommodate the revised production 

requirements. 

 
Table 73: ST/MT contracts allowed revenue 
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Cost-plus (CP) contracts 

 

8.7.24. The Eskom 2022/23 base price for CP mines is escalated by 4.51%, which is 

less than inflation. However, from the 2023/24FY to the 2024/25FY, the R/ton 

price is projected to increase by 13.27%, which is more than inflation. An enquiry 

was forwarded to Eskom regarding the rational of the higher year-on-year 

increase in the R/ton between 2023/24 and 2024/25 financial years for this 

contract type.  

 

8.7.25. According to Eskom, Matla, Kendal and Kriel mines require significant additional 

investment to open new sections/pits, which will also result in an increase in Opex 

to the value of R1 620m and R2 060m for the 2023/24FY and 2024/25FY, 

respectively. At Matla and Kendal, the travelling costs from the shaft to the 

operations increase due to the increasing distances between these points. This 

cost is envisaged to decrease once the new shaft is in operation at Matla mine 1, 

by December 2025. At Kriel, once the conveyor to move the coal from the mine 

to where it is loaded onto a conveyor to be sent to the station is completed, by 

September 2023, it is envisaged that the cost will decrease. The increase is also 

owing to the reduced coal volumes from CP mines, which drives the unit costs 

upwards. However, this does not make sense as coal volumes from this contract 

type are clearly not decreasing but increasing, as shown in Table 74. NERSA 

has however kept the prices unadjusted, as shown in Table 74, and increased 

the coal burn volumes. This volumes were increased to balance the decrease on 

ST/MT contracts, to get to NERSA’s adjustment of -2 740ktons. 

 

Table 74: CP contracts allowed revenue 
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8.7.26. Fixed Price (FP) contracts  

 

8.7.27. Eskom is applying for a reduction of 8,77% for FP contracts in the 2023/24FY 

compared to the price in the 2022/23FY. This decrease has been queried with 

Eskom as it does not seem orthodox in coal contracts. This is followed by a 

significant increase of 23.36% in the 2024/25FY, which is grossly above inflation 

and/or PPI. These odd projections have been queried with Eskom. Eskom 

responded by stating that provision has been made for under-offtake payments 

at Matimba and Medupi to the value of R668m and R2 197m in the 2023/24 and 

202425 financial years, respectively. This provision is lower than the previous 

submission as the under-offtake volumes are low. Removing these off-takes 

reduces the expected increase to approximately 13.86%. Further information 

regarding the application is shown in Table 75 below. 

 
Table 75: FP contracts allowed revenue

 

Values for Alpha 

8.7.28. 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 in   below. 
 

Table 76: Alpha per contract type 

  

Key issues emanating from governance 
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8.7.29. The Eskom Board is continuing with the process of addressing the findings and 

recommendations from various reports, including the Zondo reports that have 

recently been made public. In particular, the executive leadership of the NPA and 

Eskom met in May 2022 and committed to collaborating in response to the 

serious crimes stemming from the Zondo Commission reports. The NPA and its 

Investigating Directorate will work with Eskom’s forensic investigators and legal 

experts to support its efforts to ensure the successful prosecution of alleged 

perpetrators of complex and high-profile cases. 

 

8.7.30. Eskom further indicated that Governance issues in coal procurement have been 

in the media recently. Eskom’s Board has embarked on a process of addressing 

the findings and recommendations from various reports. Eskom’s delegation of 

authority specifies who may authorise transactions/expenditure and the financial 

limits applicable to each delegate. Procurement of goods and services for the 

cost-plus mines follows Eskom’s 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 to manage the contract.  

 

8.7.31. To evaluate the impact of governance lapses at Eskom, NERSA will assemble a 

team of various disciplines within NERSA, including legal, economics, technical 

and finance, to review the Zondo Commission reports and other sources related 

to governance lapses during the state capture years. The scope of the project 

will include evaluating the cause of the current cost of coal and identifying the 

causes due to mismanagement on the part of Eskom and those beyond Eskom’s 

control. The outcome will be the quantification of the damage caused by 

mismanagement and the damage caused by factors outside the control of 

Eskom.  

 

8.7.32. Modifications to existing contracts must be approved by the 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 

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. 

 

Conditions 

 

8.7.33. NERSA has made some adjustments to Eskom’s application regarding coal 

volumes (ktons), the price (R/ton) and the total approved amount (Rm) for coal 

purchases. However, the approved values are granted on condition that Eskom 

maintains the average burn rates of 0,59kg/kWh in the 2023/24FY and 

0.61kg/kWh in the 2024/25FY. This can only be possible through proper 
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maintenance of boilers per the original manufacturer’s requirements. The logic 

behind this is that if the burn rate increases due to lack of maintenance, it will 

result in lower boiler efficiencies, resulting in larger amounts of coal needed to 

produce the same amount of energy. This will require more coal purchases and, 

therefore, more money, which NERSA will not grant as a clawback during the 

Regulatory Clearing Account (RCA) application.   

 

Open Cycle Gas Turbines (OCGTs) 

 

Summary of the application 

 

8.7.34. Eskom has applied for 12% capacity factor, which translates to 2 539GWh and 

2 532GWh over the application years, with the cost of R16 852m and R17 723m, 

as shown in Table 77 below. 

 
Table 77: OCGT costs 

OCGT Projection 

2023 

Application 2024 Application 2025 

OCGTs Cost (R’m) 6 600 16 852 17 723 

OCGTs Volumes(GWh) 1 466 2 539 2 532 

 

8.7.35. OCGTs are the most expensive generators to be used on the system. They are 

considered, together with the other available supply and demand options, as 

peaking stations for use during peak hours, which provides space for essential 

maintenance at base-load stations, as well as for emergencies as a last resort 

before load reductions during extreme events. 

 

8.7.36. The diesel price 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 to calculate 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. 

 

Approach/Methodology used 

 

8.7.37. According to the MYPD methodology, the following should apply in terms of Sales 

Variance and Production Plan: 

 

6.1.5 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. 
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7.1 Eskom must furnish the Energy Regulator with the risk adjusted production 

plan and the energy wheel that is aligned to the forecasted sales above to be 

reviewed and approved by the Energy Regulator. 

  

7.3 The Production plan shall be adjusted accordingly when the sales volumes 

are adjusted to ensure alignment.  

 

8.7.38. The methodology, therefore, compels Eskom to consider all relevant information 

when making assumptions relating to its projected performance. These 

assumptions must be adjusted for risk to ensure that it is as accurate a projection 

as possible.  

 

8.7.39. The usage of OCGTs will be assessed according to the sections of the MYPD 

methodology below: 

 

 
 

8.7.40. According to the MYPD methodology, the gas turbine usage should be 

considered as it will be used to ensure security or supply and utilised as a last 

resort before the implementation of load-shedding.  

 

NERSA Analysis 

 

8.7.41. NERSA is concerned with Eskom’s over-utilisation of OCGTs over the past few 

years; hence, it has limited the OCGT LF to 6%. OCGTs have been over-utilised 

to ameliorate the deteriorating performance of the Eskom coal fleet. However, 

the Eskom coal fleet’s EAF must be improved for the utility to be deemed an 

efficient operator, as per the requirements of the Act.  

 

8.7.42. To ensure that the system is able to meet demand, coal plant sent out must be 

revised to 170 514 and 157 498 in the 2023/24 and 2024/25 financial years, 

respectively. This means that Eskom must improve the coal plant EAF to 65.10% 

and 63.25% in the 2023/24 and 2024/25 financial years, respectively, and 

improve UCLF down to at least 20%.   
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8.7.43.  

8.7.44.  

8.7.45.  

8.7.46. Table 78 below shows that when these conditions are met, the system becomes 

adequate.  

          

  

 

 

 

 
Table 78: Adequacy of Energy Produced  

 
 

8.7.47. The production plan above surmises that one of the drivers for the energy gap 

that is necessitating higher OCGT LF above the recommended 1% LF is the 

delay in the IPP programmes, including the risk mitigation programme and BW5 

and BW6 procurement programmes to the extent of more than 14TWh over the 

next two years.  

 

8.7.48. It must further be noted that Eskom has also included the use of STPPP in the 

production plan, also outlined in the Production Plan section. This highlights that 

all possibilities have been explored to obtain capacity that can close the energy 

gap.  

 

NERSA adjustments and reasons 

 

8.7.49. As indicated under the production plan, the cost to the economy should OCGT 

be limited to 1% load factor would be R236 827m and R236 115m for the 2023/24 

and 2024/25 financial years, respectively, compared to the R16 852m and 
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R17 723m towards diesel generation. Therefore, the cost to the economy far 

outweighs the cost of running diesel. Although this is not meant to encourage the 

unabated use of OCGTs but rather to give a perspective of the damage load-

shedding has on the economy and the well-being of citizens. 

 

8.7.50. The OCGT usage over the horizon will be allowed at a 6% load factor, provided 

the conditions are met. This is to ensure that the production targets are met 

according to the production plan, which includes improving the EAF to 65.10% 

and 63.25% in the 2023/24 and 2024/25 financial years, respectively, and 

improving UCLF down to about 20%. This will ensure consumer affordability and 

prevent excessive use of OCGTs. 

 

8.7.51. In section 12.3.5, the methodology indicates that the use of OCGTs is directly 

dependent on the performance of the rest of the Eskom fleet. Hence, 

consideration is given to the production plan and availability of other sources of 

energy. As such, the high usage of OCGTs is mainly required due to poor 

performance/deterioration of Eskom’s coal fleet due to reasons well within 

Eskom’s control. Therefore, an efficient licensee should be able to improve the 

EAF and UCLF. 

 

8.7.52. NERSA’s OCGT cost adjustment is shown in Table 79 below. 

 

Table 79: OCGTs cost decision    

 

 

Conditions 

 

8.7.53. The following conditions apply to the above decision: 

8.7.53.1. Diesel must be procured directly from the manufacturer instead of 

through intermediary companies. 

8.7.53.2. Eskom must improve the fleet performance to an EAF of 65.10% and 

63,25% for the 203/24 and 2024/25 financial years, respectively, by 

the reducing the UCLF to at least 20%.  

8.7.53.3. Revenue allowed for Maintenance must be used for maintenance. 

8.7.53.4. A quarterly report must be provided to NERSA on the following: 

a) System status 

b) Monthly OCGT use in terms of volumes and costs 

c) Plant performance: EAF, UCLF and UCLF per station 

d) Maintenance implemented in terms of the activities executed 

and costs incurred.  
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8.7.54. Should Eskom fail to meet the abovementioned conditions, NERSA reserves the 

right to review the allowed amounts. 
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Other Primary Energy  

 

Coal Handling  

 

Summary of the application 

 

8.7.55. Eskom is applying for coal handling costs of R2 524m and R2 608m for the 

2023/24 and 2024/25 financial years, respectively.  

 

8.7.56. 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. 

 

8.7.57. The major drivers for coal handling costs are allocated according to the following 

breakdown:  

a) Labour – 60% 

b) White and yellow plants – 25%  

c) Fuel for yellow and white plant – 15%  

 

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

period.  

 

Methodology used to assess the application 

 

8.7.59. Section 12.2.5 of the MYPD4 methodology states:  

 

 
 

8.7.60. There was no deviation from the methodology. 

 

 

NERSA Adjustments and reasons  

 

8.7.61. NERSA has assessed the overall costs for coal handling as applied for by Eskom.  

 

8.7.62. NERSA notes the significant increase in certain power stations. However, Eskom 

clarified that the significant increase in the 2023/24FY is because certain stations 

would not be required based on the 72% EAF compared to 58% in 2024/25FY. 
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8.7.63. In its conclusion, NERSA decided to adjust the coal handling costs based on 

Eskom’s previous performance and, as a result, the annual escalation of the 

costs was limited to the forecast inflation rate.  

 
Table 80: Coal Handling Decision 

 

 

Conditions 

 

8.7.64. No conditions. 

 

Nuclear Fuel 

 

Summary of application 

 

8.7.65. Eskom is applying for R794m and R1 031m under nuclear fuel for the 2023/24 

and 2024/25 financial years, respectively. Table 81 below provides a synopsis of 

Eskom’s application and trends for nuclear fuel cost. 

 
Table 81: Nuclear fuel costs 

 

 

8.7.66. Nuclear Fuel procurement comprises the acquisition of uranium, 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 

eighteen months, with contractual progress payments throughout the fuel 

manufacturing cycle. 

 

8.7.67. Nuclear fuel costs are expensed over a period that the assembly remains in the 

reactor, which can be up to a maximum of 54 months with three reload cycles. 

 

8.7.68. All the Nuclear Fuel expenditure is incurred in foreign currency, and cash flow 

hedge accounting is applied to the purchases. To ensure security of supply and 

availability, Eskom has established long-term contracts for supply of nuclear fuel. 
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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 Kroeber. 

 

8.7.69. During the purchase phase, nuclear fuel is considered the future fuel, and when 

the fuel is loaded into the nuclear reactor, it is transferred to the 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). 

 

8.7.70. Koeberg’s production plan is influenced by the need to refuel after eighteen 

months for each unit and the maintenance regime. 

 

8.7.71. Nuclear comprise Fuel Burnt, Fuel Written Off, Depreciation of Decommissioned 

Assets and Other costs. Fuel Burnt costs represent the burning of fuel cells in the 

reactor according to the Kroeber power plant’s production plan. Fuel Written Off 

costs represent fuel cells that have been partially burnt but cannot be used again 

due to energy requirements. Depreciation of Decommissioned Assets costs are 

all the costs required to manage the spent fuel storage and disposal. 

 

Methodology used 

 

8.7.72. In assessing the application, NERSA used sections 12.4. and 12.5. of the MYPD4 

methodology, which state:  

 

 
 

8.7.73. All costs and the assumptions given have been considered and are acceptable 

as they are in line with the methodology. 

 

8.7.74. There is no deviation from the methodology  

 

NERSA Adjustments and reasons  

 

8.7.75. Eskom’s application for the 2022/23FY was R839m, R794m for the 2023/24FY 

and R1 031m for the 2024/25FY, as indicated in the table above. The amount 
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applied for in the 2023/24FY was less than the 2019/20 actuals (R844m). The 

actuals for the 2020/21FY (R673m) and the projection for the 2021/22FY 

(R750m) are much lower. The production plan shows EAF during the 2023/24 

and 2024/25 financial years will be low, indicating that the Kroeber power station 

will be conducting maintenance during these periods, hence higher maintenance 

costs. 

 

8.7.76. The lower amounts in the 2020/21 and 2021/22 financial years are due to less 

production than anticipated, meaning that less fuel assemblies were burnt during 

the two years, leading to less production. In addition, the outage on the two units 

was extended, resulting in less production. 

 

8.7.77. 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 through international contracts that are impacted by foreign exchange 

fluctuation.  

 

8.7.78. Another factor influencing the costs is the Kroeber production plan. Kroeber is a 

base-load station and, therefore, it is expected to be running until it experiences 

faults or there is a need for outage, or refuelling. 

 

8.7.79. Eskom used forward-looking nuclear fuel price assumptions to determine future 

price of nuclear and price escalation, and these factors are taken into 

consideration during procurement and contracting. 

 

8.7.80. The application for nuclear operation costs is clearly explained with detailed 

calculation to assumptions provided in determining the cost, which is in line with 

the methodology. Eskom’s applications for 2022/23 to 2024/25 financial years 

show that the production is expected to return to normal as the cost normalises. 

Therefore, based on the MYPD methodology, which states that these costs are 

pass-through costs, the costs applied for are allowed, as shown in Table 82 

below. 

 
Table 82: Nuclear decision 

Primary Energy - 
Nuclear Fuel 
Costs (R'm) 

NERSA 
Decision 
2022/23FY 

Eskom 
Application 
2023/24FY 

Adjustment 
NERSA 
Decision 
2023/24FY 

Eskom 
Application 
2024/25FY 

Adjustments 
NERSA 
Decision 
2024/25FY 

Fuel Burnt 660 643 0 643 823 0 823 

Fuel Written 51 24 0 24 89 0 89 

Depreciation of 
Decom Asset 115 114 0 114 105 0 105 

Nuclear Other 13 13 0 13 14 0 14 

Total 839 794     1031 0 1031 
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Conditions 

 

8.7.81. No conditions. 

 

Start-up Fuel and gas   

 

Summary of application 

 

8.7.82. Eskom initially applied for total fuel cost of R3 306m and R3 484m in the 

2023/24FY and 2024/25FY, respectively. These amounts were later updated to 

R6 844m for the 2023/24FY and R6 561m for the 2024/25FY. 

 

8.7.83. 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 stabilising the boiler flame on occasion, e.g. when operated at 

low load. The start-up fuel is also used during emergency to prevent flame out, 

such as unit trips and if the coal supply is interrupted or unstable. 

 

Methodology used 

 

8.7.84. Fuel start-up costs were assessed in accordance with section 12.6.1 of the 

MYPD4 methodology, which states that:  

 

 
 

8.7.85. There were no deviations from the methodology. 

 

NERSA Adjustments and reasons 

 

8.7.86. 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. 
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Table 83: Average Start-Up fuel cost R/Litre 

 

8.7.87. Table 83 above shows that Eskom has predicted a higher fuel price than NERSA. 

The actual costs will be adjusted at RCA stage. 

 

Start-up fuel Volumes 

 

8.7.88. To measure the efficient use of start-up fuels, historical performance of 

litres/USO for each individual power station was used to predict the fuel quantities 

required during the MYPD period, taking into account that a UCLF of less than 

20% and an EAF of greater than 70% will be achieved. Eskom’s production 

programme is used to estimate the quantities shown in Table 84 below. 

 

Table 84: Total Start-up Fuel Volumes 

 

8.7.89. Table 84 above illustrates lower fuel volumes used from 2023 to 2025, than what 

Eskom predicted, due to the phasing out of the older power stations.  

 

8.7.90. Although NERSA’s predicted fuel volumes are lower than the volumes requested 

in Eskom’s application, it should be noted that the fuel usage applied for by 

Eskom is only 5% more than the actual fuel consumption in 2021. 

 

Total Start-up Fuel costs 

 

8.7.91. Eskom has applied for a total of R13 405m over the last two years of the MYPD5 

period for start-up fuel. Table 85 below provides NERSA’s decision regarding the 

start-up fuel. 

 

Start-Up Oil & Gas Prediction Prediction 

Average Cost R/Litre 2023/24 2024/25 

Eskom application 13.91 14.5 

Nersa Analysis 12.21 12.82 

 

Start-Up Gas & oil Prediction Prediction 

Total Start-up fuel Volumes (M’litres) 2023/24 2024/25 

Eskom application 492 452 

Nersa Analysis 317 317 
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Table 85: Start-up Fuel decision 

 
Conditions 

 

8.7.92. Eskom is expected to obtain a UCLF of below 20% and an EAF of above 70%. 

The actual fuel costs will be evaluated during the RCA stage and adjusted 

according to actual fuel costs and efficient fuel usage. 

 

Water costs  

 

Summary of application 

 

8.7.93. As shown in Table 86 below, Eskom applied for R3 185m and R3 312m for the 

2023/24FY and 2024/25FY, respectively.  

 
Table 86: Water procurement costs 

R’m FY 2023 Approved FY 2024 FY 2025 

Water Costs  3 047  3 185 3 312 

 

8.7.94. As mentioned by Eskom in the application, the total volume of water consumed 

and the total cost of water increase over the 2022 to 2027 period. In addition to 

increases due to increased volumes of water, water cost increases are likely to 

be driven by an increase in existing water tariffs, introduction of additional tariffs 

based on the proposed National Water Pricing Strategy (NWPS), such as the 

demand management levies and waste discharge charges and development of 

additional water augmentation schemes to meet the increased water demand. 

Eskom also mentioned that there is a possibility that the Department of Water 

and Sanitation (DWS) might re-price the water tariffs to reflect water scarcity in 

the country, which will be reflected in the revised National Water Pricing Strategy. 

 

Methodology used 

 

8.7.95. Water usage costs were assessed in accordance with section 12.8.1 of the 

MYPD4 methodology, which states that:  

 

Start-Up Gas & oil Prediction Prediction 

R Million 2023/24 2024/25 

Eskom Application 6 844 6 561 

NERSA Approved 3 870 4 064 

Variance 2 974 2 497 
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8.7.96. The were no deviations from the MYPD4 methodology. 

 

NERSA adjustment and reasons 

 

8.7.97. NERSA notes that most water cost drivers, as mentioned above, are out of 

Eskom’s control. Moreover, with the scarcity of resources such as water, 

resource scarcity pricing is increasingly used to encourage the economical use 

of these resources hence the increase in water procurement costs by the 

incumbent. 

 

8.7.98. It is worth noting that Eskom is likely to use more water to produce less GWh of 

output. In the 2022/23FY, the incumbent was expected to use 206 291Ml of water 

to produce 170 078GWh of energy at 1.21l/kWh, while expected to use 

260 934Ml and 234 022Ml to produce 169 222 GWh (at 1.54l/kWh) and 

156 134GWh (at 1.50l/kWh) in the 2023/24 and 2024/25 financial years, 

respectively, suggesting Eskom will be less efficient going forward which is not 

good for the environment.  

 

8.7.99. The increase in water costs in the 2023/24 and 2024/25 financial years is less 

than inflation at 4.5% and 4%, respectively. However, water consumption 

volumes were adjusted to 1.42l/kWh to reflect those on Eskom’s regulatory 

financial reports (RFRs). In addition, these costs were further adjusted to account 

for changes in coal usage. The resulting reduction in Eskom’s water usage cost 

is provided below.  

 
Table 87: Decision on water usage 

 

Conditions 

 

8.7.100. No conditions. The actual water usage costs will be evaluated during the RCA 

stage and adjusted according to efficient water usage. 

 

  

Water usage Application 2023/24 Application 2024/25 

Eskom Application 
R'm 

3 185 3 312 

Adjustment (R'm) -  230 -  147 

Approved Costs R'm 2 955 3 165 
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Water Treatment 

 

Summary of the application 

 

8.7.101. Under water treatment, Eskom applied for R640m and R706m for the 2023/24FY 

and 2024/25FY, as shown in Table 88 below. 

 
Table 88: Water treatment costs 

Water Treatment (R’m) FY2023 approved Application 2024 Application 2025 

Water Treatment Costs 610 640 706 

 

8.7.102. The drivers for water treatment costs are the costs of chemicals used to treat 

water.  

 

Methodology used 

 

8.7.103. Water treatment costs were assessed in accordance with section 12.9. of the 

MYPD4 methodology, which states that: 

 

 

  
 

8.7.104. There were no deviations from the methodology. 

 

NERSA adjustment and reasons 

 

8.7.105. Table 89 below provides the average increase in the cost of water treatment. 

 

Table 89: Trend in water treatment costs  
MYPD 4 

2019/20 

MYPD 4 

2020/21 

MYPD 4 

2021/22 

Application 

2023 

Application 

2024 

Application 

2025 

Water Treatment 

Cost R(m) 

507 513 544 610 640 706 

% Increase - 1.18 6.04 - 4.92 10.31 

Ave %Increase 3.61 7.62 

CAGR (%) 2.38 4.99 
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8.7.106. Increases in Eskom’s cost of water treatment are consistently below inflation. 

Based on the MYPD4 approved trend, the costs increased by an average of 

3.61% (CAGR of 2.38%), which is lower than inflation. The projected MYPD5 

increase of 7.62% (CAGR of 4.99%) is in line with inflation.  

 

8.7.107. Based on past performance, the analysis suggests that Eskom’s water treatment 

costs have been consistently increasing, with a very high increase in the 

2024/25FY. However, this increase is not in line with the decline in water usage 

experience over the same period, and no detailed reasoning was provided. As 

such, the increase in water treatment costs was limited to BERs estimated 

inflation of 4.5% in the 2024/25FY. Table 90 below provides NERSA’s decision 

on water treatment costs. 

 
Table 90: Decision on water treatment costs 

  

 

8.8. Independent Power Producers  

 

Summary of the application 

8.8.1. Eskom is applying for R85 018 million to purchase 45 063GWh from IPPs in the 

2023/24FY and R101 486 million to purchase 52 936GWh in the 2024/25FY. 

Eskom assumed that all BW 1 to 4 projects would be operational while only some 

wind and solar PV projects from BW5 and BW6 would be operational from the 

2023/24FY. Wind projects for BW7 and Gas were assumed to be on line in the 

2024/25FY. Risk Mitigation projects, Short-Term Power Purchase Procurement 

Programme (STPPP) and Battery Storage projects were included in the 

2023/24FY.  

 

8.8.2. Table 91 below shows the information submitted by Eskom on Excel (differs 

slightly with the word document application). 

 

Table 91: Eskom’s application 

IPPs Cost (R'm)   

  Application  Application  

  2023/24 2024/25 

DoE Peaking 2 597 2 647 

RE IPPs BW1-4 43 112 45 470 

BW5 (some Solar PV and Wind only) 7 131 7 522 

BW6 (some solar and wind only) 5 600 7 539 
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BW7 (Wind)   3 322 

Risk Mitigation 22 702 23 999 

small scale renewable 30 390 

STPPP 2 013 0 

Excess generation from IPPs 51 54 

Gas   8 659 

Storage 1 783 1 884 

Total IPP 85 018 101 486 

 

Approach/Methodology used 

8.8.3. The analysis of long-term IPP costs is guided by the MYPD methodology, read 

with the Cost Recovery Mechanism. Section 9 of the MYPD methodology states: 

In accordance with the provisions of Section 14(f) of the Electricity Regulation 
Act, the Energy Regulator shall, as a condition of licence, review power 
purchase agreements (PPAs) entered into by licensees before signature. 
This also includes all PPAs considered under the Ministerial Determination 
by the Department of Energy. In evaluating the MYPD, the cost associated 
with the IPPs will be based on the conditions of the respective PPAs. 

 

8.8.4. In this application, the analysis of the DoE peaker stations, the renewable energy 

independent procurement programmes, the risk mitigation programme, gas 

procurement programme, storage procurement programme and coal baseload 

procurement programme will be based on the IPPs’ bid documents and the 

respective PPAs.  

 

8.8.5. The analysis of the short- to medium-term contracts will be based on the Cost 

Recovery Mechanism (CRM). Section 8.1of the CRM states: ‘For short-term 

purcof thehases (0–3 years), the buyer would present its capacity, energy 

requirements and costs to NERSA and NERSA would review the plans and allow 

or disallow costs. Specifically, the Energy Regulator would allow a stated rand 

amount for the short-term power purchase cost which will be communicated to 

the buyer’. 

 

8.8.6. Eskom submitted the following short-term procurement programmes to alleviate 

load-shedding: 

a) Short-Term Power Purchase Procurement Programme (STPPP)  

b) Medium-Term Power Purchase Programme (MTPPP) 

c) Short-Term (Standard Offer) Procurement Programme. 

 
 

NERSA Analysis 

8.8.7. The battery energy storage projects, risk mitigation projects, as well as bid 

window 5 and 6 projects are unlikely to materialise in the 2023/24FY. Eskom 
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must therefore revise its application and submit realistic figures. This will affect 

the approved energy wheel and primary energy costs. 

 

8.8.8. Eskom also included the STPPP costs, but previously, Eskom indicated that no 

IPPs were interested in contracting under the STPPP. It is also not clear why 

Eskom would stop the STPPP in the 2024/25FY since it is evident that the energy 

will still be needed. Previously, Eskom cited the short PPA period as the barrier 

to contracting the existing facilities. 

 

8.8.9. During the public hearing, Eskom advised NERSA that it revised its application 

for IPPs to reflect delays in some of the IPP projects. Bid windows 5 and 6 

projects and risk mitigation projects were removed from the plan. A small number 

of BW5 projects was included in the 2023/24 and 2024/25 financial years. Table 

92 below shows the revised IPP output and costs. 

 

Table 92: Revised IPP Output 

Independent Power 

Producers Energy (GWh) Cost (R'm) 

  FY2024 FY2025 FY2024 FR2025 

Eskom short-term 

programmes 5,699 5,992 6,545 7,535 

MTPPP (Emergency Gen) 3,064 3,364 4,892 5,757 

Short Term (Standard 

Offer) 2,635 2,628 1,653 1,778 

WEPS - - 0 0 0 0 

Section 34 programmes 

(non RE) 6,110 9,712 20,720 31,397 

DoE Peaking- Capital 

costs/MWh 1,056 1,056 2,115 2,138 

DoE Peaking- Other costs 0 0 8,371 8,372 

Risk Mitigation Programme 5,054 8,741 10,234 18,883 

Gas programme 0 0 0 0 

Baseload Coal 0 0 0 0 

Storage 0 -85 0 2,004 

Renewable IPP 19,655 24,906 39,952 46,364 

Renewable IPPs Round 3,806 3,785 13,161 13,856 

Renewable IPPs Round 3,046 3,039 7,124 7,461 

Renewable IPPs Round 4,539 4,529 8,485 8,976 

Renewable IPPs Round 510 881 2,374 4,042 

Renewable IPPs Round 4,076 4,060 4,585 4,839 

Renewable IPPs Round 4+ 3,512 3,496 4,142 4,369 

Renewable IPPs Round 5 166 5,116 81 2,821 

Renewable IPPs Round 6 0 0 0 0 

Renewable IPPs Round 7 0 0 0 0 

Renewable IPPs Round 8 0 0 0 0 
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Small-scale renewable – 

committed 0 0 0 0 

Small-scale renewable – 

new 0 0 0 0 

Solar Park Round 1 0 0 0 0 

Total IPP 31,464 40,610 67,217 85,296 

Network pass through 0 0 305 323 

Total IPP 31,464 40,610 67,522 85,619 

 

8.8.10. The revised procurement plan for renewable energy is realistic, and the cost 

should be allowed. The cost per MWh is aligned with the signed power purchase 

agreements or approved tariffs (for those not yet in operation). 

 

8.8.11. The risk mitigation projects are unlikely to materialise during the two financial 

years under consideration. Most of these projects indicated that they expected 

Financial Close in the first quarter of 2023, with an expected Commercial 

Operation Date 24 months later (COD in the first quarter of 2025). Therefore, 

these costs should be allowed only in the 2024/25 financial year, and only the 

amount that was projected should be allowed in the 2023/24FY. 

 

8.8.12. The STPPP cost, which was provided for in the 2023/24FY only, is now extended 

in the revised plan to 2024/25FY to compensate for the renewable energy costs 

from BWs 5 to 7 that were removed. 

 

8.8.13. During the public hearing, stakeholders raised the issues in Table 93 with regard 

to IPPs. 

 

Table 93: Issues raised by IPPs at the public hearings 

Issues raised NERSA Analysis 

Costs for Risk Mitigation Projects should be 

completely disallowed 

NERSA agrees that most risk 

mitigation projects will not 

materialise in the 2023/24 

financial year. However, there is a 

chance that some will materialise 

in the 2024/25 financial year. 

The proposed revenue of R2.0 billion 

should not be allowed, as Eskom in the 

revised application admits that IPPs are not 

willing to enter into agreements unless 

agreements are for at least three years to 

warrant financial viability. 

NERSA agrees with the 

stakeholder sentiments. In 

MYPD3, NERSA approved that 

Eskom procure power from 

STPPP IPPs but Eskom indicated 

that there were no willing sellers, 

and did not procure anything from 

the STPPP IPPs. Eskom however 

revised its offer; it seems the IPPs 

were not happy with the price 
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offered. However, when NERSA 

approved that Eskom contract the 

identified IPPs, Eskom indicated 

that it was almost the end of the 

financial year and would therefore 

not contract. It is therefore 

reasonable that these costs be 

allowed for Eskom to avoid the 

long approval process during the 

MYPD4 when it wants to contract 

any IPP. This is also in line with 

the President’s address in which 

Eskom was instructed to buy 

power from any existing IPP to 

alleviate load-shedding. 

Eskom should contract renewable energy 

IPPs and move away from coal. 

NERSA agrees that Just Energy 

Transition is in place and the 

Minister of Mineral Resources and 

Energy has issued several 

determinations for the 

procurement of renewable 

energy. The country’s policy, 

however, is on energy mix, and in 

that regard, the determinations for 

coal, gas and proposals for 

nuclear were also made. 

 

8.8.14. Table 94 below shows the IPP costs that should be allowed. 

 

Table 94: Allowable IPP costs 

Independent Power 
Producers Cost (R'm) 2024 FY Cost (R'm) 2025 FY 

  Application Adjustment 
NERSA 

Decision Application Adjustment 
NERSA 

Decision 

Eskom short-term 
programmes 6,545 0 6,545 7,535 0 7,535 

MTPPP (Emergency 
Gen) 4,892 0 4,892 5,757 0 5,757 

Short term (Standard 
Offer) 1,653 0 1,653 1,778 0 1,778 

WEPS - - 0 0 0 0 0 0 

Section 34 
programmes (non RE) 20,720 -10,234 10,486 31,397 -8,649 22,748 

DoE Peaking- Capital 
costs/MWh 2,115 0 2,115 2,138 0 2,138 

DoE Peaking- Other 
costs 8,371 0 8,371 8,372 0 8,372 

Risk Mitigation 
Programme 10,234 -10,234 0 18,883 -8,649 10,234 

Gas programme 0 0 0 0 0 0 
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Baseload Coal 0 0 0 0 0 0 

Storage 0 0 0 2,004 0 2,004 

Renewable IPP 39,952 0 39,952 46,364 0 46,364 

Renewable IPPs Round 13,161 0 13,161 13,856 0 13,856 

Renewable IPPs Round 7,124 0 7,124 7,461 0 7,461 

Renewable IPPs Round 8,485 0 8,485 8,976 0 8,976 

Renewable IPPs Round 2,374 0 2,374 4,042 0 4,042 

Renewable IPPs Round 4,585 0 4,585 4,839 0 4,839 

Renewable IPPs Round 
4+ 4,142 0 4,142 4,369 0 4,369 

Renewable IPPs Round 
5 81 0 81 2,821 0 2,821 

Renewable IPPs Round 
6 0 0 0 0 0 0 

Renewable IPPs Round 
7 0 0 0 0 0 0 

Renewable IPPs Round 
8 0 0 0 0 0 0 

Small-scale renewable 
– committed 0 0 0 0 0 0 

Small-scale renewable 
– new 0 0 0 0 0 0 

Solar Park Round 1 0 0 0 0 0 0 

Total IPP 67,217 -10,234 56,983 85,296 -8,649 76,647 

Network pass through 305 0 305 323 0 323 

Total IPP 67,522 -10,234 57,288 85,619 -8,649 76,970 

 

Conditions of approval 

8.8.15. For the short-term procurement programmes (STPPP, MTPPP and the Short 

Term [Standard Offer] procurement programmes), Eskom must submit standard 

PPAs to NERSA for approval before contracting them, as required by the CRM. 

 

8.9. International Purchases  

 

Summary of the application 

 

8.9.1. The international purchases consist of existing trading contracts within the 

Southern African Power Pool (SAPP) members. As with Eskom’s past revenue 

applications, the majority of the power will be imported from Hidroelectrica de 

Cahora Bassa (HCB). 

 

8.9.2. In the revenue application for the 2023/24 and 2024/25 financial years, Eskom 

applied for R8 925m and R9 334m spending towards international purchases, 

respectively. The projected energy volumes for the 2023/24FY and 2024/25FY 

are 8 702GWh and 8 678GWh, respectively. 
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8.9.3. Table 95 shows international purchase costs in Eskom’s revised assumptions for 

the two financial years of this revenue application.  

 
Table 95: Eskom’s application 

 
 

NERSA Analysis 

8.9.4. In the 2022/23FY of MYPD5, the cost of international purchases was R4 329m, 

which was significantly less than the costs applied for by Eskom in the 2023/24FY 

and 2024/25FY. 

 

8.9.5. Additional information provided by Eskom regarding international purchase 

contracts indicates that, on a five-yearly basis, HCB and Eskom are required to 

review the tariff employed in HCB’s invoice to Eskom. The tariff, which is based 

on the avoided cost, is set at beginning of the five-year period and then escalated 

annually (in January) with the PPI until the last year of the tariff period. 

 

8.9.6. The current review, which is effective from January 2023, is projecting a 40% 

tariff increase of power from HCB. In the previous tariff period (2018 to 2022), 

there was a 46% increase compared to the 2012 to 2017 tariff period.  

Escalations of 4.5% in January 2024 and 6% in January 2025 have been applied 

in projections of the remaining two years of MYPD5.   

 

8.9.7. However, compared with other local power sources with firm capacity and local 

IPPs, the average price of international imports is competitive.   

 

Approach/Methodology Used  

8.9.8. International Purchases are considered under section 13.1 of the MYPD4 

methodology, which has a provision for long-term power purchase programmes 

and cross boarder IPPs.  

 

8.9.9. There was no deviation from the above-mentioned section of the methodology. 

 

NERSA Adjustments and Reasons 

 

8.9.10. When considering the past years of Eskom’s MYPD and the prevailing shortages 

of power supply, leading to load-shedding, the use of imported power from 

international IPPs is necessary for ensuring security of power supply in the 

country. The amounts applied for are within the norm for firm capacity, and are 

justifiable, given the current state of security of power supply.   
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8.9.11. Based on the reasons above, the revenue allocations of R8 925 and R9 334 are 

allowed for international Purchases for the 2023/24FY and 2024/25FY, 

respectively. Table 96 lists the aforementioned revenue allocations of 

international purchases. 

 
Table 96: NERSA decision on international purchases 

 

 

Stakeholder Comments 

8.9.12. One stakeholder from local government raised a concern about the increase of 

international purchase costs in the 2023/24FY and 2024/25FY. The stakeholder 

indicated that increases of price of imported electricity by R3 768m and R4 745m, 

for the 2023/24FY and 2024/25FY, respectively, need supporting evidence. 

8.10. Depreciation 

 

Summary of the application 

8.10.1. The MYPD methodology requires that the annual depreciation allowance be 

determined by dividing the cost of the asset by the estimated useful life of that 

asset. The table below reflects the revenue related to depreciation for the MYPD5 

period. It must be noted that the depreciation is undertaken as a component level. 

Thus, each component of the asset is depreciated in accordance with the life of 

the component. 

 

8.10.2.  

8.10.3. Table 97 below illustrates Eskom’s application for depreciation. 

 

Table 97: Depreciation  

 

FY2022/23

International 

Purchases 
NERSA Decision NERSA Decision Application Adjustment NERSA Decision Application Adjustment

Purchases (R'm) 4 589 8 925 8 925 0 9 334 9 334 0

FY2023/24 FY2024/25
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8.10.4. Depreciation on assets as per the 2019/20 valuation is computed by dividing the 

depreciated value of the assets over the remaining life of the respective assets 

as reflected at the end of March 2020. 

 

8.10.5. All subsequent transfers to commercial operation after 31 March 2020 

(generation, distribution and transmission assets) are depreciated over the asset 

life but limited to the remaining life of the power station for Generation and over 

the normal useful life for all Transmission and Distribution assets. 

 

NERSA analysis 

8.10.6. Eskom has applied for a depreciation of R70 675m for 2023/24 (R73 882m for 

2024/25FY). It is NERSA’s decision to approve a depreciation of R69 949m for 

the 2023/24FY (R73 044m for 2024/25FY) for Eskom’s three operational 

divisions (Generation, Transmission and Distribution), as shown in Table 98 

below. 

 

Table 98: Eskom depreciation  

 

 

8.10.7. In determining the depreciation, NERSA followed section 9.4 of the MYPD4 

methodology, which details steps to be followed in calculating depreciation. 

Depreciation has been analysed separately for Generation, Transmission and 

Distribution, and is discussed below. 

 

GENERATION 

8.10.8. Eskom applied for a Generation depreciation of R56 502 for the 2023/24FY 

(R59 537m for 2023/24FY), it is NERSA’s decision to approve this depreciation 

as applied for, as shown in Table 99 below.  

 
Table 99: Generation depreciation (R’m) 
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8.10.9. This is because NERSA satisfied itself of the reasonableness of Eskom’s DRC 

affecting depreciation as alluded to in the RAB in section 8.8 above.  

 

TRANSMISSION 

 

8.10.10. Eskom Transmission has applied for a depreciation of R6 634m for 2023/24FY 

(R6 919m for 2024/25FY). It is NERSA’s decision to approve a Transmission 

depreciation of R6 596m for the 2023/24FY (R6 885m for 2024/25 FY), as shown 

in Table 100 below. 

 

Table 100: Transmission depreciation 

 

 

8.10.11. The depreciation applied for by Eskom Transmission was in line with section 9.4 

of the MYPD4 methodology, which deals with steps to undertake when 

calculating depreciation.  

 

8.10.12. In light of the above analysis, NERSA approved the Transmission depreciation 

as applied for, with the exception of depreciation for asset purchases, which was 

adjusted downwards due to disallowed historic costs.  

 

DISTRIBUTION  

 

8.10.13. Eskom Distribution applied for a depreciation of R6 851m for the 2023/24FY 

(R6 622m for 2024/25FY), as reflected in Table 101 below. 

 
Table 101: Distribution depreciation 

 

 

8.10.14. It is NERSA’s decision to approve a Distribution depreciation of R6 851m for 

2023/24FY (R6 622m for 2024/25FY). These adjustments are due to the 

exclusion of the land and buildings from the depreciation calculation. Generally 

accepted accounting practices do not allow for the depreciation of land and 

buildings. 
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STAKEHOLDER COMMENTS 

 

8.10.15. EIUG raised concerns about Eskom’s RAB valuation, specifically the aspect of 

technical obsolescence. The stakeholder is concerned as to why Eskom does 

not consider the extremely poor EAF as part of technical obsolescence.  

 

8.10.16. The MYPD4 methodology does not make provision for adjusting for technical 

obsolescence based on EAF.  

 

8.11. Research and Development 

 

Summary of the application 

 

8.11.1. 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. Accordingly, for the  2023/24 and  2024/25 financial 

years, Eskom is applying for R135m and R142m, respectively, as seen in Table 

102 below. 

 
Table 102:  Eskom application: research, testing and development 

 

Research, Testing 

and Development 

(R'm) 

Eskom 

Actuals 

FY2022 

Eskom 

Projections 

FY2023 

Application 

FY2024 

 

Application 

FY2025 

RTD cost 1211 128 135 142 

Total 121 128 135 142 

 

8.11.2. According to Eskom, the planned research cost for 2023/24FY is R135m and 

R142m for 2024/25FY. The projections have been allocated against the grand 

challenges and the NERSA criteria (based on projections from the 2022/23 

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).   

 

8.11.3. 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 for 2023/24FY and 2024/25FY is to 

place similar collaborative R&D contracts with the 26 public universities of South 

Africa. 

 

8.11.4. Eskom indicated that the projections are informed by the strategic research 

review – the RaDaR. This addresses the short, medium and long-term research 
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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 necessitates 

innovative responses to balance electricity supply and demand. 

 

8.11.5. 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. 

 

NERSA analysis 

Approach/methodology used 

 

8.11.6. On the main application, Eskom has not shown the amount it requests for 

Research, Testing and Development as a line item in line with the MYPD 

methodology but has indicated that the amount has been combined with 

Operational Expenditure. However, there is no deviation from the MYPD 

methodology. 

 

8.11.7. The Revenue amount requested by Eskom for the 2023/24FY and 2024/25FY 

will be split amongst three Eskom divisions in the following manner: 

    

   Generation  56% 

   Transmission  24% 

   Distribution  20% 

 

NERSA adjustment  

 

8.11.8. There is no adjustment on this application. 

 

Conditions for approval 

 

8.11.9. Due to Eskom giving reasons that it is undergoing restructuring and that more 

research on new technology is needed, the expenditure and the projects it will 

undertake, Eskom can be granted the amount it has requested.  

 

8.12. Demand Response  

 

Summary of the application 

 

8.12.1. Eskom is applying for R399m and R416m for the Demand Response programme 

for the 2023/24FY and 2024/25FY, respectively, as shown in Table 103 below. 

Eskom is also applying for R78m for the Power Alert programme for the 



150 

2023/24FY and 2024/25FY, as shown in Table 103 below. The Demand 

Response programmes included in the MYPD5 revenue application are 

Instantaneous, Supplemental Reserves and Power Alert. The table below shows 

the MYPD5 2023/24FY and 2024/25FY Demand Response application revenue 

requirement. 

 
Table 103: MYPD 5 Demand Response application revenue requirement for 2023/24FY and 2024/25FY 

 

 

NERSA Analysis 

8.12.2. The Demand Response programme is one of the tools that the System Operator 

(SO) uses to manage the reliability of the power system. The Instantaneous 

Reserve from Demand Response is the 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. The Supplemental Demand Response is a tool the SO uses to balance the 

supply and demand constraints. Within the Supplemental Demand Response, 

load providers are required to respond within a notice period of 30 minutes to six 

hours. This reserve remains utilised until it is replaced by another capacity or for 

a maximum duration agreed with the load provider.  

 

8.12.3. The Power Alert programme entails Power Alert meters that will indicate the 

strain on the electricity supply network and urge the public to switch off avoidable 

appliances if the need arises. The Power Alert meter creates real-time awareness 

and voluntary reaction by the public when broadcasted.  

 

Approach/Methodology used 

8.12.4. The Demand Response programme and Power Alert unit costs were analysed 

considering historical performance in line with the MYPD4 methodology. There 

was no deviation from the MYPD4 methodology. 

 

NERSA adjustments and reasons 

8.12.5. In the analysis of the Demand Response programme costs, it was observed that 

unit cost increments that Eskom applied for are within the acceptable range using 

the forecast CPI adjustments hence amounts of R399m and R416m for the 

Demand Response programme are allocated for the 2023/24FY and 2024/25FY, 

respectively, as shown in Table 104 below. 
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8.12.6. The Power alert costs were adjusted using the forecast CPI; hence amounts of 

R41m and R43m for the Demand Response Power Alert are allocated for the 

2023/24FY and 2024/25FY, respectively, as shown in Table 104 below. 

 

Conditions for approval 

8.12.7. The expenditure in the Demand Response programme and Power Alert should 

be in line with the requirements of the MYPD4 methodology. 

 
Table 104: MYPD5 Demand Response Eskom application, NERSA adjustment and NERSA Decision 

for the 2023/24FY and 2024/25FY 

 

8.13. Environmental Levy 

 

Summary of the application 

 

8.13.1. Eskom is applying for the total costs of R6 895m and R6 500m to be recovered 

as environmental levy for the 2023/24 and 2024/25 financial years, respectively, 

as shown in Table 105 below. 

 

8.13.2. This information was based on the updated assumptions and the latest 

information presented during September 2022 to take into account the current 

status of the industry. 

 
Table 105: Environmental Levy 2023/24FY and 2024/25FY Revised September 2022 

 
 

APPLICATION 

FY2023/24

APPLICATION 

FY2024/25

Total Non Renewable Energy Sent Out (GWh) [a] 188 153 181 651 171 153

Add: Auxilliary volumes (GWh) [b] = [a] x Specific Station  Aux% 15 634 15 346 14 569

Generating volumes [c] = [a + b] 203 787 196 997 185 722

Rate in c/kWh [d] 3,5 3,5 3,5

Generation Levy cost (Rm) [e] = [c] x [d] 7 133 6 895 6 500

Average Effective Aux % = [b]/[a] 8.31% 8.45 8.51

REVISED SEPTEMBER 2022DECISION 

FY2022/23

ENVIRONMENTAL LEVY
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8.13.3. Levies and taxes are any charges imposed by the Government and are payable 

by Eskom. 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. 

 

8.13.4. In this application, 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. 

 

NERSA Analysis  

Approach/Methodology used 

 

8.13.5. According to section 16 of the MYPD4 methodology, taxes and levies are any 

charges that the Government may impose and are payable by Eskom arising 

from its licensed activity. In addition, taxes are any amount arising from an 

enacted legislation that the Government may require Eskom to pay, which will be 

calculated in terms of such legislation.  

 

8.13.6. The principle is that taxes and levies should be treated as a pass-through cost 

and a separate account in the Eskom MYPD revenue determination. The levy is 

raised at the electricity production level and the production plan gives the energy 

sent-out volume, which should be increased by the system auxiliary consumption 

of the power stations before the levy is applied. Fluctuation of the system average 

auxiliary percentage is based on the different mix between power stations year 

on year. 

 

NERSA adjustments and reasons 

 

8.13.7. Table 106 below shows NERSA’s decision based on the revised recommended 

production plan. The amount of GWh to be produced from non-renewables has 

changed due to the adjustments made in the coal-fired and gas turbine stations. 

This implies that the total environmental levy to be paid will also change. The 

revised environmental levy allowed for is R6 896m for 2023/24FY and R6 503m 

for 2024/25FY. 

 



153 

Table 106: Environmental levy NERSA Decision 

 
 

Conditions for approval 

 

8.13.8. There will be no conditions of approval as the levies are policy issues enacted by 

the Government. 

 

Stakeholder comments 

 

8.13.9. There were no written or oral comments raised by stakeholders. 

 

8.14. Economic Impact  

 

8.14.1. It is important to note that Eskom’s MYPD5 revenue application for the 2023/24 

and 2024/25 financial years coincides with various economic and social issues 

currently affecting the South African economy. 

 

8.14.2. Following the COVID-19 pandemic and renewed geopolitical tensions, such as 

the invasion of Ukraine by Russia, the global economy has entered a period of 

high inflation and weaker economic growth, reaching levels last seen in the 1980s 

across emerging markets. High inflation presents challenges to the structure of 

society both in the short and long run, such as the disproportionate reduction in 

the purchasing power of poorer households and those dependent on fixed 

incomes, fast widening the income inequality gap.  

 

8.14.3. According to the Bureau for Economic Research (BER), economic activity was 

set to be constrained by several adverse developments at the start of the fourth 

quarter of 2022, including the: 

a) worsening global impulse;  

b) persistent ongoing load-shedding; and 

c) debilitating strike at Transnet’s rail and port operations.  

 

8.14.4. The ongoing energy supply constraints (load-shedding) 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. The persistence of 

these power outages on employment and incomes, which lead to a negative 

FY 2022/23

Environmental Levy NERSA 

Decision Application Adjustments

NERSA 

Decision Application Adjustments

NERSA 

Decision

Total Non Renewable Energy Sent Out (GWh) [a] 188 153 181 651 18 181 669 171 153 98 171 251

Add: Auxilliary volumes (GWh) [b] = [a] x Specific Station  Aux% 15 634 15 346 0 15 346 14 569 0 14 569

Generating volumes [c] = [a + b] 203 787 196 997 18 197 015 185 722 98 185 820

Rate in c/kWh [d] 3,5 3,5 3,5 3,5 3,5

Generation Levy cost (Rm) [e] = [c] x [d] 7 133 6 895 1 6 896 6 500 3 6 503

Average Effective Aux % = [b]/[a] 8.31% 8,45% 8,45% 8,51% 8,51%

FY 2024/25FY 2023/24
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impact on household consumption, is crucial to note (SARB, 2022). The impact 

on income is equally profound as levels of electricity supply and consumption 

have a knock-on effect on aggregate income or incomes of economic agents in 

the economy. 

 

8.14.5. According to BER (2022), the Manufacturing sector was hit by multiple shocks, 

which led to a steep contraction in economic activity in the second quarter of 

2022. The tough trading conditions led to a decrease in the confidence of the 

manufacturing business from 28 index points in the second quarter to 26 index 

points in the third quarter. The latest Absa Purchasing Managers’ Index (PMI) 

shows that the performance in the third quarter of 2022 is expected to be better 

than the second quarter of 2022.  

 

8.14.6. The South African economy continued its slow and gradual recovery from the 

pandemic in 2022. The South African gross domestic product (GDP) expanded 

by 1.9% in the first quarter of 2022, representing a second consecutive quarter 

of upward growth (STATSSA, 2022).  However, the KZN flooding in April 2022 

including the ongoing load-shedding contributed to a contraction of 0.7% in the 

second quarter of 2022. Growth in the third and fourth quarters is forecast to be 

0.4% and 0.3%, respectively (SARB, 2022). The size of the economy is now at 

pre-pandemic levels, with real GDP slightly higher than what it was before the 

COVID-19 pandemic. 

 

8.14.7. On the headline CPI front, a higher oil price assumption, and lingering pressures 

on food prices should exert upward pressure. Fuel price inflation is expected to 

increase to 38.9% in 2022 and to 4.5% in 2023. According to the SARB (2022), 

higher global food prices have led to an expected increase in local food price 

inflation to 6.6% in 2022 and 5.6% in 2023. However, the food price inflation is 

expected to ease to 4.2% in 2024. After increasing by a projected 6.9% in 2022, 

the rate of increase for headline CPI inflation is expected to ease to 5.5% in 2023, 

and further to 4.3% during 2024 (BER, 2022). 

 

8.14.8. On the electricity front, multiple supply-side constraints remain, the proposed 

reforms in the energy sector will bear fruit in the medium to longer term, relieving 

electricity supply constraints and raising potential growth.  

 

8.14.9. Key to the forecast is that any future wave(s) of COVID-19 infections will be mild 

and not require the imposition of mobility restrictions. In addition, the expected 

return of foreign tourists in the upcoming summer holiday season will have a 

positive spin on the situation. Consumer inflation and customer spending are also 

expected to increase in 2024, with consumer inflation expected to fall back to the 

SARB’s target range of 3 to 6%.  
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8.14.10. After expanding by a downwardly revised 1.2% in the first quarter of 2022, 

household consumption slowed to 0.6% in the second quarter. Household 

spending rose by 5.6% in 2021, it is expected to moderate to 3.2% in 2022 and 

to 1.8% in 2023 as growth slows and inflation erodes real purchasing power 

(SARB, 2022).  

 

8.14.11. Real exports are set to perform particularly poorly, with an almost 2% contraction 

expected in 2023. 

 

8.14.12. 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, it is 

important that NERSA conducts a socio-economic impact assessment on the 

potential impact of its decisions on all affected stakeholders and the economy.  

 

8.14.13. The Energy Regulator understands the importance of electricity as an essential 

component of South Africa’s economic growth and development. NERSA 

supports the National Development Plan’s (NDPs) 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 for the South African 

economy.  

 

8.14.14. NERSA also recognises that the lack of access to modern energy correlates with 

a high number of people living in poverty. Access to safe and affordable electricity 

is crucial for improving the welfare of low-income/poor households, especially in 

rural areas. 

 

8.14.15. In conducting this economic impact assessment, NERSA 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. 

NERSA agrees with both written and oral presentations that any unjustifiable 

electricity price increase will have severe adverse effects on the economy and its 

ability to generate and sustain jobs under tough economic conditions. 

 

8.14.16. To establish the potential economic impact of Eskom’s MYPD5 application for 

the 2023/24 and 2024/25 financial years, NERSA has 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; and 

c) Macroeconomic Impact Assessment Model (MEIA). 
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8.14.17. The impact calculations performed in this study entail the quantification of the 

total effect of an electricity tariff increase for the 2023/24 and 2024/25 financial 

years, on the economy as the 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: 

a) Households: CPI for low, medium and high-income households; 

employment and household income 

b) Firms: Local industry competitiveness and elasticity of electricity demand 

c) Macroeconomic variables: Inflation, GDP and Investment 

d) Impact on sectors: Primary, Secondary and Tertiary sectors. 

 

8.14.18. To determine the impact on the above, the Energy Regulator considered two tariff 

increase scenarios as follows: 

a) Scenario 1 (Eskom application): increase of 32.17% and 10.03% for the 

2023/24 and 2024/25 financial years, respectively  

b) Scenario 2 (NERSA recommended revenue that includes the liquidation of 

the 2019/20 approved RCA balance): increase of 18.65% and 12.74% for 

the 2023/24 and 2024/25 financial years, respectively.  

 

Households (Affordability) 

 

8.14.19. The annual electricity tariff increases, together with high inflation, high 

unemployment levels and the general decline in household disposable income, 

are expected to result in a reduction in households’ electricity usage.  

 

8.14.20. This is likely to affect access to and long-term affordability of electricity for the 

poor unless the government increases the free basic electricity (FBE) or social 

grants. This may be difficult given the poor economic growth that the country has 

been experiencing in the past few years and the devastating effects of the 

COVID-19 pandemic.  

 

8.14.21. The impact of rising electricity tariffs varies across different income groups and 

results in different responses.  

 

8.14.22. 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 normally reduce or abandon electricity usage 

for inefficient and unhealthy fuels, such as wood and paraffin. 

 

8.14.23. As shown in Table 107 below, the low-income group (which includes the no-

income population and 27.8m South Africans already on social grants) will be the 

most vulnerable to any substantial electricity price increase in any given year. 
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Table 107: Impact on household CPI 

Details 2023/24 Eskom 
Application 
(32.17%) 

2024/25 
Eskom 
Application 
(10.03%) 

2023/24  
NERSA (18.65%) 

2024/25 
NERSA  
(12.74%) 

CPI: Low Income Households 

2.57% 

 
 
0.70% 

 
1.38% 
 

 
 
0.91% 

CPI: High Income Households 

2.28% 

 
 
0.61% 

 
 
1.20% 

 
 
0.79% 

 

8.14.24. 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.  

 

8.14.25. Therefore, Eskom’s proposed increase of 32.17% for the 2023/24 financial year 

will result in a CPI increase of 2.57% for low-income households, while high-

income households will experience a 2.28% increase in CPI (see Table 1 above). 

This is because electricity costs account for a higher proportion in the low-income 

budget relative to high-income households. However, under the NERSA-

recommended tariff increase scenario of 18.65% for the 2023/24 financial year, 

this impact is reduced to 1.38% and 1.20% for low-income and high-income 

households, respectively.  

 

8.14.26. Again, the 10.03% Eskom tariff increase scenario for the 2024/25 financial year 

yields a lower impact on CPI for both low and high-income households compared 

with the NERSA-approved tariff increase of 12.74%. The negative impact on 

household CPI decreases as a lower increase is assumed. Undoubtedly, the 

32.17% tariff increase scenario will negatively affect the income of the poor, 

especially those receiving social grants. Our findings are in line with the views 

echoed by most stakeholders at the public hearings that a 32.17% tariff increase 

for the 2023/24 financial year is not affordable and will mostly affect poor 

households. 
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Table 108: Impact on different households’ income groups 

Details 2023/24 
Eskom 
Application 
(32.17%) 

2024/25 Eskom 
Application 
(10.03%) 

2023/24  
NERSA  
(18.65%) 

2024/25 
NERSA  
 (12.74%) 

Employment (number per 

year) 

-55 421 

 

 

-14 431 

 

 

-28 895 

 

 

-18 773 

 Skilled labour 

-24 641 

 

-6 416 

 

-12 848 

 

-8 347 

 Employment impact on 

semi-skilled labour 

-7 997 

 

 

 

-2 082 

 

 

 

-4 169 

 

 

 

-2 709 

 Employment impact on 

unskilled labour 

-22 783 

 

 

-5 932 

 

 

-11 878 

 

 

-7 717 

Impact on Household (R’m) -16 912  

-4 404 

 

-8 817 

 

- 5 729 

 Employment impact on 

low-income households 

-1 867 

 

 

 

-486 

 

 

 

-974 

 

 

 

-632 

 Employment impact on 

medium-income 

households 
-2 492 

 

 

 

-649 

 

 

 

-1 299 

 

 

 

-844 

 Employment impact on 

high-income households 

-12 552 

 

 

 

-3 268 

 

 

 

-6 544 

 

 

 

-4 252 

 

Employment  

8.14.27. Assuming Eskom’s increase of 32.17%, approximately 55 421 job opportunities 

will be lost, of which 22 783 will be in the unskilled category, and 7 997 will be in 

the semi-skilled category (see Table 2 above). A further 24 641 job opportunities 

will be lost in the skilled labour category. However, the NERSA-approved 

increase of 18.65% leads to approximately 28 895 job losses, of which 11 878 

will be in the unskilled category while 4 169 and 12 848 will be in the semi-skilled 

and skilled categories, respectively.  

 

8.14.28. When looking at Eskom’s proposed increase of 10.03%, approximately 14 431 

job opportunities will be lost, of which 5 932 will be in the unskilled category, while 

2 082 and 6 416 will be in the semi-skilled and the skilled categories, respectively. 

The NERSA-approved increase of 12.74% leads to approximately 18 773 job 

losses, of which 7 717 will be in the unskilled category, while 2 709 and 8 347 will 

be in the semi-skilled and skilled categories, respectively.  

 

8.14.29. The results show a total of 69 852 job losses in the instance that the Eskom 

increases are assumed as applied for, which is more severe compared to the 
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total of 47 668 job opportunities that stand to be lost if the NERSA-approved 

increases are assumed. This further means that the NERSA-approved increase 

of 18.65% represents a difference of 26 526 (less job opportunities lost) from the 

Eskom-proposed increase of 32.17% for the 2023/24 financial year, whereas a 

higher NERSA-approved increase of 12.74% for the 204/25 financial year results 

in 4 342 additional job losses. 

 

8.14.30. The fact that the unskilled labour category will suffer the most over the period 

under review is extremely worrying, given that the number of people on social 

grants has exceeded the number of employed people in South Africa. It should 

also be noted that for every job lost in the economy, approximately five to ten 

family members lose their only source of livelihood.  

 

8.14.31. This is in line with the sentiments raised during the nationwide public hearings 

that a tariff increase of 32.17% is more unaffordable given the high 

unemployment levels in the country.    

 

Household Income 

8.14.32. In terms of household income, the 32.17% tariff increase scenario will result in 

household income losses of R16 912m. In comparison, the 2024/25 proposed 

tariff increase of 10.03% will result in lower losses of R4 404m (see Table 2 

above). These increases will have a negative impact on poverty and inequality 

and discourage alleviation efforts in South Africa, given that low-income 

households will lose approximately R1 867m under the 32.17% tariff increase 

scenario for the 2023/24 financial year and R649m under the 10.03% tariff 

increase scenario for the 2024/25 financial year, as shown in Table 2 above. 

Compared with the Eskom increase scenario, the NERSA-approved increase 

scenario of 18.65% for the 2023/24 financial year results in a saving on 

households’ income of R8 817m compared to Eskom’s proposed tariff increase 

for the same period. However, the NERSA-approved scenario of 12.74% for the 

2024/25 financial year yields a slightly higher impact than the Eskom increase 

scenario, where household income worsens by R1 325m compared to Eskom’s 

proposed increase of 10.03%.  

 

8.14.33. The 10.03% Eskom tariff increase scenario for the 2024/25 financial year yields 

a lower impact on the three different types of income households than the 

NERSA-approved tariff increase of 12.46%. The loss in household income 

increases as a higher electricity increase is assumed. There is no doubt that the 

32.17% tariff increase scenario will negatively affect household income. Our 

findings are in line with the views echoed by most stakeholders at the public 

hearings that a 32.17% tariff increase for the 2023/24 financial year is not 

affordable and will mostly affect poor households.  
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Inflation and export prices 

8.14.34.  

8.14.35. Table 109 below presents the impact of four scenarios on inflation measures and 

export prices.  

 

Table 109: Impact of electricity tariff increase scenarios on inflation and export prices 

Details 2023/24  

Eskom Application 

(32.17%) 

2024/25  

Eskom Application 

(10.03%) 

2023/24  

NERSA 

(18.65%) 

2024/25  

NERSA 

(12.74%) 

CPI 2.48% 0.67% 1.32% 0.87% 

PPI 2.66% 0.73% 1.43% 0.94% 

Export prices 2.52% 0.65% 1.31% 0.85% 

 

8.14.36.  

8.14.37. Table 109 above shows that the higher the proposed electricity price increase, 

the greater the negative impact on CPI, PPI and export prices. A 32.17% tariff 

increase scenario for the 2023/24 financial year, as applied for by Eskom, will 

increase total CPI by 2.48% compared to 1.32% under NERSA’s recommended 

increase of 18.65%. Table 109 above also shows that Eskom’s recommended 

increase of 12.74% for the 2024/25 financial year will result in a higher increase 

in CPI (0.87%) compared to Eskom’s proposed increase of 10.03%, which would 

result in an increase of 0.67%. 

 

8.14.38. Eskom’s proposed 32.17% increase for the 2023/24 financial year will push 

South Africa’s export prices and PPI up by 2.52% and 2.66%, respectively. In 

comparison, the Energy Regulator’s proposed increase of 18.65% will result in a 

lower export price and PPI increase of 1.31% and 1.43%, respectively.  

 

8.14.39.  

8.14.40. Table 109 above further shows that NERSA’s recommended increase of 12.74% 

is likely to leave consumers and the economy worse off compared to Eskom’s 

proposed increase of 10.03%. 

 

Gross Domestic Product (GDP) 

8.14.41. An increase in electricity tariff(s) will negatively affect the South African GDP 

regardless of the rate of the increase, as shown in  
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8.14.43. Table 110 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. 
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Table 110:  Impact on GDP and Investment 

Details 2023/24 Eskom 
Application 
(32.17%) 

2024/25 Eskom 
Application 
(10.03%) 

2023/24  
NERSA  
(18.65%) 

2024/25 
NERSA  
 (12.74%) 

Impact on Gross 
Domestic Product 
(R’m) 

-31 407 -8 178 
 

-16 375 
 

 
-10 639 

Impact on Gross 
Domestic Product 
(%)  

-0.45% -0.12% -0.23% 0.15% 

Impact on Capital 
Formation (R’m) -48 489 -12 626 -25 281 -16 425 
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8.14.45. Table 110 above represents the impact of the proposed electricity tariff increase 

over time. Assuming a 32.17% tariff increase in the 2023/24 financial year has 

the potential to reduce GDP by R31 407m. This is a more severe reduction in 

GDP compared to the NERSA-recommended scenario of 18.65%, with a 

potential reduction of R16 375m under the same period. For the 2024/25 financial 

year, the 10.03% tariff increase scenario has the potential to reduce GDP by 

R8 178m, which is slightly lower than the NERSA-recommended tariff increase 

of 12.74%, which has the potential to reduce GDP by R10 639m. The negative 

impact decreases as a lower increase is assumed. 

 

8.14.46. Considering the fact that the economy has been struggling recently, exacerbated 

by the COVID-19 pandemic, the 32.17% tariff increase scenario will further 

suppress the growth and prospects of improving economic performance. 

 

Investment 

8.14.47. 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. 

Electricity tariff increases have had varying impacts on key sectors of the 

economy and the impacts trigger substantial changes in consumer behaviour and 

processes. 
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8.14.49. Table 110 above, the impact on capital formation associated with different tariff 

increase scenarios is presented. For the 2023/24 financial year, the 32.17% tariff 

increase scenario, as applied for by Eskom, will negatively affect investment by 

R48 489m. This is higher than the impact of the NERSA-approved tariff increase 

of 18.65%, which has the potential to reduce investment by R25 281m. This is 

concerning, considering the fact that large investments are needed to support 

Government’s Economic Recovery and Reconstruction Plan. For the 2024/25 

financial year, the NERSA-approved tariff increase scenario of 12.74% will 

reduce investment by R16 425m, while Eskom’s proposed 10.03% tariff increase 

scenario will reduce investment by R12 626m.  The impact assessment on 

investments is in line with some of the arguments that were raised during the 

nationwide public hearings on this application that high electricity prices are 

discouraging local investments. 

 

Economic Sectors and Subsectors 

8.14.50. For industries early on in the value chain (e.g. Mining and Agriculture), high 

electricity costs have a significant negative impact on sustainability. 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. 

 

8.14.51. 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. This occurs both directly, due 

to higher electricity costs, and indirectly due to other increased input costs.  

 

8.14.52. The cumulative effect of higher electricity prices can be significant for industries 

at the other end of the value chain (such as textiles, paper and paper products, 

plastic products and basic metal products) and, as such, direct cost measures 

may understate their relative vulnerability. 

 

8.14.53. 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.  

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 111:  Impact of electricity tariff increase in different economic sectors and subsectors 

Tertiary Sector 1,77 0,46 1,10 0,58 
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2023/24FY 2024/25FY 2023/24FY 2024/25FY 

A. Proposed Electricity tariff (%) 
32,17 10,03 

               
18,65    12,74  

Primary Sector 
2,05 0,53 1,07 0,69 

Cereal Farming  
2,03 0,53 1,05 0,68 

Table Grape Farming  
1,93 0,50 1,01 0,65 

Wine Grape Farming  
3,69 0,96 1,92 1,25 

Other Deciduous  
1,86 0,48 0,97 0,63 

Citrus  
2,19 0,57 1,14 0,74 

Sub-Tropical Fruit  
2,28 0,59 1,19 0,77 

Sugar Cane  
3,24 0,84 1,69 1,10 

Vegetable Farming  
1,89 0,49 0,99 0,64 

Dairy Farming incl. eggs  
1,46 0,38 0,76 0,49 

Livestock Farming  
1,39 0,36 0,72 0,47 

Poultry (White Meat excl. Eggs)  
1,40 0,36 0,73 0,47 

Game Farming  
1,47 0,38 0,76 0,50 

Fishing  
1,49 0,39 0,77 0,50 

Forestry  
1,26 0,33 0,65 0,42 

Other Agriculture  
2,10 0,55 1,09 0,71 

Coal  
1,82 0,47 0,95 0,61 

Crude Oil  
0,00 0,00 0,00 0,00 

Precious Metal and Minerals  
4,14 1,07 2,15 1,40 

Metal Ores  
3,12 0,81 1,62 1,05 

Water  1,70 0,44 1,05 0,56 

Buildings and Other Construction  1,79 0,46 1,11 0,59 

Wholesale and retail trade  1,62 0,42 1,00 0,53 

Catering and accommodation 
services  1,96 0,51 1,21 0,64 

Transport and storage  1,51 0,39 0,94 0,50 

Communication  1,30 0,34 0,81 0,43 

Finance and insurance  1,43 0,37 0,89 0,47 

Business services  1,96 0,51 1,22 0,65 

Business Process Management 2,31 0,60 1,43 0,76 

Community, social and personal 
services  2,11 0,55 1,30 0,69 

     

Total  2,66% 0,73% 1,69% 0,92% 
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Other Mining  2,33 0,61 1,22 0,79 

Secondary Sector 
2,25 0,58 1,17 0,76 

Meat  
1,41 0,37 0,73 0,48 

Fish  
1,66 0,43 0,86 0,56 

Fruit and Vegetables  
2,19 0,57 1,14 0,74 

Oil and Fat Products  
1,57 0,41 0,82 0,53 

Dairy Products  
2,07 0,54 1,08 0,70 

Grain Mill Products  
2,08 0,54 1,08 0,70 

Sugar  
2,16 0,56 1,12 0,73 

Bakery Products  
2,59 0,67 1,35 0,88 

Animal Feed Products  
1,53 0,40 0,80 0,52 

Other Food Products  
1,94 0,50 1,01 0,66 

Beverages and Tobacco  
2,00 0,52 1,04 0,68 

Textiles  
3,10 0,80 1,61 1,05 

Clothing  
2,64 0,69 1,37 0,89 

Leather Products  
1,84 0,48 0,96 0,62 

Footwear  
2,01 0,52 1,05 0,68 

Sawmilling and Planning of Wood  
2,36 0,61 1,23 0,80 

Wood products  
2,58 0,67 1,35 0,87 

Paper and Paper Products  
2,67 0,69 1,39 0,90 

Publishing and Printing  
2,02 0,52 1,05 0,68 

Petroleum  
0,60 0,16 0,31 0,20 

Basic chemicals  
2,12 0,55 1,10 0,71 

Other chemicals  
2,40 0,62 1,25 0,81 

Rubber Products  

2,44 0,63 1,27 0,82 

Plastic Products  
4,93 1,28 2,57 1,67 

Non-Metallic Mineral Products  
2,65 0,69 1,38 0,89 

Basic Metal Products  
3,63 0,94 1,89 1,23 

Machinery and Equipment  
1,83 0,48 0,95 0,62 

Electrical Machinery and Apparatus 
2,36 0,61 1,23 0,80 

Renewable Energy Machinery 
2,14 0,55 1,11 0,72 

Communication and Medical  
Equipment 2,19 0,57 1,14 0,74 

Electronic Equipment 
2,14 0,56 1,11 0,72 

Manufacturing of Transport 
Equipment 2,23 0,58 1,16 0,75 

Furniture 
2,36 0,61 1,23 0,80 

Other Manufacturing and Recycling 
1,92 0,50 1,00 0,65 
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  Source: Results generated by SAM Leontief Model 

    

8.14.54. 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 made 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 increases in 

electricity costs through to their customers.  

 

8.14.55. Production is not highly responsive to short-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 feed-in effect of between 16% and 

22% of total cost in mining and quarrying (see Genesis, 2021). 

 

8.14.56. In support of the ex-ante findings in Table 111 above, the ex-post RIA covering 

the regulatory period 2014 to 2018 revealed that the manufacturing and industrial 

sector is highly vulnerable to the Eskom tariff hike. Electricity price increases 

enhance the vulnerability of firms and, in particular, sub-sectors 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, find it difficult to pass on electricity cost increases through competitive 

export prices. 

 

Impact of electricity price increase on sales volumes and revenue 

8.14.57. Thus far, our analysis has focused on the impact of the proposed electricity price 

increases on various economic indicators and sectors. However, it is of 

paramount importance to also evaluate the effects of the proposed price 

increases on electricity demand.  

 

8.14.58. Table 112 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. 

These results echo the findings made above – any increase in electricity prices 

is likely to have a negative impact and the higher the increase, the higher the 

impact.   
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Table 112:  Estimated impact of price increase on electricity volumes and revenue 

 
 

8.14.59. Table 112 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 32.17% in the 2023/24 financial year is likely to result in a 7.76% (or 

13 397GWh) decline in the amount of electricity consumed, amounting to a 

decline of R25 937m in the utility’s revenue. Whereas, NERSA’s recommended 

increase of 18.65%% is likely to result in a lower decline of 3.95% (or 6 814GWh) 

and R11 844m in volumes and revenue, respectively. NERSA’s recommended 

increase of 12.74% in the 2024/25 financial year is likely to result in a 2.28% 

decline in volumes and a R7 635m decline in revenue. 

 

8.14.60. The decline in revenue realised by Eskom resulting from lower volumes sold is a 

clear indication that NERSA is likely to receive yet another regulatory clearing 

account (RCA) application from Eskom for the years in question. Such RCA 

applications have thus far led 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.   

 

8.14.61. To further 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 of these sectors 

was estimated. The 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. Particularly, 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.  

2023/24FY 2024/25FY 2023/24FY 2024/25FY

Proposed Electricity tariff (Nominal 

increase) 
32.17% 10.03% 18.65% 12.74%

Current Estimated Volume Usage-Before 

Tariff Increases (Gwh) 
172 722 170 947 172 722 170 947

Estimated Volume Usage-after Tariff 

Increases (Gwh) 
159 325 168 356 165 908 167 050

GWh -13 397 -2 591 -6 814 -3 897

Percentage (%) -7.76 -1.52 -3.95 -2.28

Volume (GWh) losses: (volume difference to 

price change higher than inflation)  
-13 397 -2 591 -6 814 -3 897

 Price per GWh (Rm) 1.94 2.13 1.74 1.96

 Neg. volume impact on income (Rm) -25 937 -5 519 -11 844 -7 635

Eskom Application Recommended Tariff

 A. Difference between current and estimated electricity volume (GWh) 

 B. Difference between current and estimated electricity volume (RM) 
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8.14.62. 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 changes7. In addition, while looking at residential consumption, the study 

found that low-income households tend to be more sensitive to electricity price 

changes. However, a recent study conducted by Eskom found that electricity 

demand has become slightly less elastic to price changes.  

  

Table 113:  Estimated demand effects 

 

 

 

 

 

8.14.63. Table 113 above suggests that any increase in electricity prices will result in a 

decline in the volume of electricity demanded by each of the above sectors, 

except for the mining sector. Even though Eskom found each sector to have 

different coefficients (i.e. industry (-0.254), mining (-0.174), transport (-0.43) and 

municipal bulk purchase (-0.208)), the results still show that any price increase is 

likely to result in decreases in volumes demanded. NERSA’s analysis under 

section 8.3 above (sales forecast) shows that these industries have indeed seen 

a decline in electricity consumption for the period 2012 to 2021. These declines 

in electricity demand are likely to result in declines in revenue generated by 

Eskom from each of these sectors.     

 

8.14.64. The findings in the table above are in line with submissions made by various 

customers and customer groups that have continuously cautioned against the 

un-reversible negative effects of electricity price increases.  

 

8.14.65. It is also worth noting that customers that cannot easily switch and/or have limited 

access to substitutes due to availability and affordability are likely to be impacted 

more by any high 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 is high and unaffordable for poor 

households that suffer the most from price increases, as they have to reduce 

their budget for essential items such as food to mitigate higher energy prices. To 

                                                           
7 Bohlmann, J.A., and Inglesi-Lotz, R. (2021). Examining the determinants of electricity demand by South African households per 
income level. 

Sector/Consumer Elasticity Estimates 

Agriculture  -0,077 

Industry -0,575 

Transport -0,063 

Mining N/A 
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this end, NERSA’s RIA found that by 2017 only 1.5% low-income households 

(income of R0-R5000) could switch to gas as an alternative energy source for 

cooking. These households tend to revert to dirty and unsafe energy sources, 

such as wood, paraffin and coal, as the price of electricity increases.   

 

8.14.66. Investment in alternative sources of energy may also not be aligned with the 

objectives of certain types of businesses. For example, investment in alternative 

sources of energy tends to be tricky in mining, as such investments require long-

term commitments, whereas the forecast life of a mine is volatile.       

 

8.14.67. The limited competition in the electricity market does not give Eskom any 

incentive to become more efficient and, as such, provide competitive prices. 

Moreover, since electricity has become key in basic operations and household 

consumption, customers will continue using it. The limited availability/access to 

alternative energy sources means that with every price increase, there will 

continue to be a smaller decrease in demand. As such, 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 the cut in percentage increase made by NERSA in this instance.   

 

8.14.68. 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 will probably result in RCA applications for more revenue, 

resulting in further declines in volumes. This cycle will certainly result in continued 

harm to consumers. 

 

Impact of load-shedding on the economy 

8.14.69. The ongoing implementation of load-shedding due to plant breakdowns at Eskom’s 

ageing power stations and the delayed return to service of some power units is likely 

to affect the economy negatively. While the economic performance is 

compromised, the country is experiencing unprecedented load-shedding. In 

addition, the load-shedding crisis will significantly impact South Africa’s economic 

recovery from the COVID-19 pandemic, worsened by global geopolitical 

tensions, such as Russia’s invasion of Ukraine.  

 

8.14.70. Even with the over-utilisation of OCGTs by Eskom, the country is still faced with 

the ongoing implementation of load-shedding, as electricity supply remains 

subdued against excess electricity demand.  

 

8.14.71. This high usage of OCGTs, in an attempt to alleviate supply shortages, is 

because of, amongst other things, poor performance/deterioration of Eskom’s 

coal fleet, resulting in steep electricity prices for consumers. To some extent, 

Eskom’s coal fleet deterioration is due to reasons within its control.  
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8.14.72. In light of the above consideration, the risk of unreliable power supply will have a 

huge impact on South Africa’s economic recovery. This could lead to a decline in 

energy demand, which is likely to significantly affect electricity sales. 

 

8.14.73. In this regard, the Energy Regulator recognises that over-utilisation of OCGTs, a 

lack of adequate and reliable security of supply have far-reaching consequences 

for South African consumer and the economy.  

 

8.14.74. In considering the improvements on the methodology going forward, it is crucial 

that the Energy Regulator reflects on socio-economic impact and considers how 

to assist in cushioning customers against exorbitant increases from Eskom. 

 

Findings and Conclusions  

8.14.75. The above analysis shows that Eskom’s applied for 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 

will erode their disposable incomes that have already been ravaged by the 

COVID-19 pandemic, which has also exacerbated the level of unemployment.  

 

8.14.76. 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 as follows:  

a) The mining sector as it is an energy-intensive sector 

b) The agricultural sector – primary agricultural activities that have high 

electricity consumption, such as wine grape farming and sugar cane 

production 

8.14.77. The manufacturing sector – the pulp and paper sub-sector is more vulnerable.  

 

8.14.78. 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. As 

illustrated in NERSA’s analysis above (section 8), the recommended increase 

will allow the utility to cover its costs.  

 

8.14.79. 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 will 

probably further result in more RCA applications for revenue shortfalls driven by 

a decline in sales volumes.  

 

8.14.80. In conclusion, NERSA has attempted to strike a balance between Eskom’s 

financial sustainability and the impact on the South African economy. The 
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MYPD5 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 socio-economic status. 

 

Recommendations 

8.14.81. Based on the above analysis, any increase in electricity prices is likely to result 

in negative effects on the economy. As such, the best-case scenario would be 

an inflation increase. Such a scenario would present the least effect on the macro 

and microeconomic components of the economy. However, NERSA is required 

to provide a balance between the sustainability of Eskom, the economy and 

consumers. In this regard, it is recommended that Eskom be granted an increase 

of 18.65% in the 2023/24 financial year and 12.74% in the 2024/25 financial year.  

 

8.15. Financial Impact analysis 

 

Eskom application 

8.15.1. NERSA calculated the interest and debt cover ratios based on the full WACC and 

RAB as applied for by Eskom. Eskom applied for an interest cover ratio of 6.08x 

and 2.63x debt ratio for the 2023/24 FY and 6.0x interest and 2.97x debt cover 

ratios for the 2024/25 FY.  

 

Table 114: NERSA MYPD4 decision as per Eskom’s application   

 
 

NERSA analysis 

  

8.15.2. Table 114 above shows the financial impact analysis based on the returns, 

Eskom’s debt commitment, depreciation and EBITDA. When the full WACC is 

granted at 11.50%, Eskom will attain an EBITDA of R215bn, which results in an 

interest cover ratio of 6.08x and the debt cover ratio of 2.63x. 

 

8.15.3. However, with the applied for WACC of 1.70%, Eskom will obtain an EBITDA of 

R83.7bn. With the approved adjustments for RAB and depreciation, Eskom will 

attain an interest cover of 2.36x and a debt cover ratio of 1.02x. This position is 

suitable for Eskom, as it will allow the licensee to pay for its debts and interest 

when they are due. 

 

Ratios Full WACC

WACC as per 

Eskom application

NERSA Approved 

WACC Full WACC

WACC as per 

Eskom application

NERSA Approved 

WACC

Interest cover (X) 6,08 2,61 2,36 6,00 2,59 2,45

Debt coverage (X) 2,63 1,13 1,02 2,97 1,28 1,21

Tariff increase (%) 32,17% 21,64% 19,51% 12,46%

2023/24 2024/25 
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8.15.4. When the full WACC is granted at 11.50% for the 2024/25 FY, Eskom will attain 

an EBITDA of R218bn, which results in an interest cover ratio of 6.0x and the 

debt cover ratio of 2.97x. When the applied for WACC of 1.58% is granted, 

Eskom will attain an EBITDA of R88.9bn. With the approved adjustments for RAB 

and depreciation, Eskom will attain an interest cover of 2.45x and a debt cover 

ratio of 1.21x. This is a suitable position, as it will allow the licensee to pay for its 

debts and interest when they are due. Eskom will however be encouraged to 

manage its debt in future. 

 

Recommendations 

 

8.15.5. Based on the above analysis, any increase in electricity prices is likely to result 

in negative effects on the economy. As such, the best-case scenario would be 

an inflation increase. Such a scenario would present the least effect on the macro 

and microeconomic components of the economy.  However, NERSA is required 

to provide a balance between the sustainability of Eskom, the economy and the 

consumers. In this regard, it is recommended that Eskom be granted an increase 

of 18.65% in the 2023/24 financial year and 12.74% in the 2024/25 financial year.  

 

 

9. CONFIDENTIALITY 

 

9.1 There are no confidentiality issues. 

 

 

10. CONCLUSION AND RECOMMENDATION 

 

10.1. From the conspectus of the facts and evidence presented to the Energy 

Regulator, it is appropriate to consider the review of Eskom’s MYPD5 

application.   

 

The End. 

 


