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Automatic Mcter Reading 
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Avoidcd system cost 

Base-load demand 

The cost that a utility would have incurred to meet its supply obligations if it did 
not buy power from another party. 
The regular, consistent electrical demand required at any time of the day/ night or 
the lowest point on the load demand curve. Alternatively, "base-load demand" 
means a relatively continuous level of clcctricity demand. 
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Connection charge 

Cost of supply (COS; 
study 
Cost-reflectivity 

Cross-subsidy (withir 
-the sector) 

Dedicated network 

Demand side 
management (DSM) 

Distribution system 

Distribution chargcs 

Distribution use of 
system (DUOS) charges 

Distributor 

Electricity distribution 
industry (EDI) 

Electricity supply 
industry (ESI) 

Energy chargcs 

Free basic electricity 
1FBE) 

3eneration 
3igh voltage (HV) 
nternational customers 

xast-economic cost 

a n g  run marginal cost 

a n g  term 
a s s e s  

-- 

A charge recouped from the customer for the cost of providing new or additional 
capacity (irrespective of whether new investment is required or not). This is 
recovered in addition to the tariff charges as an up-front payment (connection 
fee) or as a monthlv charee where the distributor finances the connection. 
Standard procedure for deriving and allocating costs of supply, used for the 
design of tariffs. This does not include determining the connedtioi charge. 
The pricing method to reflect the full economic cost of supplying electricity to a 
customer. 

Ovcr-recovery of revenue from customers in some tariff classes whether 
intentional (c.g. electricity levies) to balance the under-recovery of revenue from 
customers in other tariff classes (i.e. electricity subsidies) as calculated in the cost 
of supply study or unintentional by way of unidentified surcharges within the ESI 
or as a natural consequence of cost pooling. (Note definition for subsidies) 
Customer dedicated assets are assets created for the sole use of a customer to 
meet the customcr's technical specifications, and are unlikely to be shared in the 
distributor's planning horizon by any other end-use customer. 
?'echnology/programme to encourage customers to modify patterns of electricity 
usage, including timing and level of consumption. This includes conservation, 
interruptibility and load shifting. 

An electricity network with assets operated at a nominal voltage of 132kV or less 
and subscquently a distributor is defined as a legal entity that owns, operates or 
distributes electricity through a distribution system. 

The grouping of the use of the distribution system (DUOS charges) and the 
zonnection charge. 
Unbundled regulated tariffs charged by the distributor to the distribution network 
services customers for making capacity available and for use of the distribution 
system. 
4 licensee or hidher appointed representative who constructs, operates and 
naintains the distribution nctwork. 
The distribution industry connected to supply voltage not exceeding 132kV. 

;eneration, transmission and distribution. 

Zharges based on the amount of energy consumed. 

The State's Free Basic Electricity initiative, which allows for a limited amount of 
'ree electricity as deemed necessary to provide basic services as determined and 
unded in terms of State ~ o l i c v  in order to alleviate Dovertv. 
The production of electricity by any means. 
qominal voltage levels equal or greater than 44 kV up to and including 132 kV. 
hstomers who arc situated outside thc borders of the Republic of South Africa. 

'he lowest value of thc sum of the life cycle costs to both the supplier and the 
:ustomcr referring to various options for the supply of electricity. 

'hc deliberate over-recovery of revenue, in excess of the cost of supply, in order 
3 generate funds to be used for other customers and services. Levies could be 
ransparent and quantified, or hiddcn and embedded within tariffs. 
'he additional cost incurred when production is increased by one unit assuming 
hat all input costs are variablc, including capital. 
i period of more than five (5)  years. 
'echnical and non-technical. (See separate definitions for technical and non- 
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I technical losscs) 
1 

Low voltage (LV) I Nominal voltage levels up to and including 1 kV. 

- .  . 

Municipal surcharge 

National Energy 
Regulator of South 
Africa (NERSA) 
Network 

Medium term 
Medium voltage (MV) 

Network charges 

A period of between one (1) and five r5jyears. 
Nominal voltage levels greater than 1 kV and up to and including 44kV. 

Non-technical losscs 

A charge in excess of the municipal cost of supply that a municipality may 
impose on fees for a municipal service provided by or on behalf of a 
municipality, in terms of section 229(1)(a) of the Constitution and the Municipal 
Finance Management Act. 
A legal entity established in terms of the National Energy Regulator Act (Act 40 

Power factor 

Quality of supply 

Reolaccinent cosl 
Reserve margin 

Short term 
Single buyer 

Subsidy (from outside 
)f the sector) 

standard conncction 7 
itandard supply charge 

Pariff structure 

'ethnical losscs 

'radcr 

'rading 

'ransmission system 

'ransmission use of 

of 2004) to regulate the ESI in South Africa. 

Electrical infrastructure needed to transport electrical energy from a source of 
generation to a point of consumption. 

Charges designed to recover costs (including capital, operations, maintenance and 
refurbishment) for the provision of network capacity required by and reserved for 
thc customer. 
Loss in revenue because of energy consumed but not paid for (unaccounted for a 
Ratio of the Root Mean Square (RMS) value of the active power (kW) to the 
apparent power (kVA), measured over the same integrating period. 

Technical parameters that describe the electricity supplied to customers according 
to standard (NRS048) and any other NERSA prescribed requirements. 

Entities that purchase electricity from licensed distributors and resell it to end-use 
customers. 
The cost of installing a new system in the relevant year. 
The percentage by which the net installed generating capacity exceeds the 
expected / actual peak demand during a specified period. 
A period of less than one (1) year. 
The entity that has been appointed to purchase electricity from generators on 
behalf of the industrv. 
The application of funds generated from taxes, levies and other sources, outside 
of the electricity sector, to lower the chargcs to particular customer categories. 
(Note definition for cross-subsidies) 
The standard fee charged for a standard connection as set out in an approved 
schedule of fees. 

A combination of chargcs covering differcnt aspects of supply, grouped into a 
coherent set of charges. 
The combination of differcnt charges and the relationship to each other. 

The loss of energy within the networks as a natural consequence of transporting 
energy because of the characteristics of the physical equipment usually associated 
with dissipation. 
A lcgal entity liccnsed or rcgistercd to engage in the buying and selling of 
clcctricity as a commercial activity. 

Thc buying or sclling of clcctricity as a commercial activity. 

Power lines and substation equipment that operate at a nominal voltage of more 
than 132kV. 

Unbundled regulated tariffs charged for thc use of the transmission system. 
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systcm (TUOS) charges 
Transparency 

Whceling 

The explicit reflection of all composite costs that constitute a tariff, for example: 
cnergy charges, dcnland charges, basic chargcs, levies, cross-subsidies and 
MSOE. 
The transportation of electricity by an electricity supplier (utility) to a third party 
through a network not owned, controlled or lcased by either party. 
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1 BACKGROUND 

1.1 Present Structure of the Electricity Supply Industry (ESI) 

The South African ESI is essentially vertically integrated with Eskom generating 96% (including 5% 
imports) of thc current requirements, municipalities 1% and others 3% (inter alia Independent Power 
Producers (IPP)). As the only transmission licensee Eskom is responsible for all transmitted electricity. 
The responsibility for distribution is sharcd betwecn Eskom, thc municipalities and other licenscd 
distributors. About 180 municipalities distribute 40% of electricity sales to 60% of the customer base. 
Although Regional Electricity Distributors (REDs) were approved in principlc by Cabinet, they are not 
yet in operation. 

The end-use of clectricity in South Africa is currently divided between domestic (17.2%), agriculture 
(2.6%), mining (IS%), industrial (37.7%), comrncrcial (12.6%), transport (2.6%) and general (12.3%). 
South Africa has an installed generation capacity of approximately 40 000 MW. Most of this capacity 
emanates from coal fired power stations (88%), with the remainder coming from nuclear, hydro and 
diesel. South Africa's capacity reserve margin has fallen sharply in recent years to around 8%. This has 
placed considcrable pressure on the industry. In response to this development new generation capacity 
will be added to the system to restore the reservc margin and mcet new growth, and also to prepare for 
the replaccmcnt of older plant. 

Another important feature of thc current electricity industry in South Africa is the average selling price 
of electricity, which is one of thc lowest in the world. This is partially as a result of the use of low-grade 
coal and partially as a rcsult of the present pricing policy and practiccs. 

1.2 Electricity Sector Objectives 

T o  place the Electricity Pricing Policy (EPP) document into perspective, it is necessary to summarise the 
clectricity sector objectives as detailed in the White Paper (WP) of 1998 as follows: 

a. improved social equity by addressing thc requirements of the low income; 

b. enhanced efficiency and competitivcness to provide low-cost and high quality inputs to all sectors; 

c. cnvironmcntally sustainable short and long-term usage of our natural resources; 

d. the right of choice of electricity supplicr; 

e. competition in especially the generation sector; 

f. open non-discriminatory access to the transmission system; and 

g. private sector participation in thc industry. 

Furthermore, specific objectives addressed in thc abovementioned document refer to ensuring that 
electrification targcts are met; the provision of low-cost electricity; bctter price equality; financial 
viability; improved quality of servicc and supply (including security of supply); proper co-ordination of 
opcration and investments and the attraction and thc retention of a competent work force. 

It was foresecn that the REDs would be established and that separatc cntities for generation and 
transmission would be formed. Since the WP, REDS have bcen approved (but not established) and the 
decision was taken that compctition in thc generation sector would not be introduced. Instcad, IPPs 
would be encouragcd through Powcr Purchase Agrecments (PPAs) with the single buycr. 
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In view of the abovc, the State seeks to achieve an appropriate balance between meeting social equity, 
economic growth and environmental goals. This policy document seeks to obtain a balance between 
scveral competing objectives, itzter alia: affordable electricity prices for the low income customers and 
cost reflective electricity for the industrial sector. In this rcgard, electricity prices should rcflect efficient 
market signals, accurate cost of supply and concomitant price levels that would ensure financial viability 
of the clectricity sector in its entirety. 

1.3 Key Challenges for the Electricity Distribution Industry (EDI) 

The ED1 is currently faced with various key challenges to ensure that the above objectives are addressed 
properly. It goes without saying that the introduction of a proper EPP would not solve all challenges, but 
it may contribute to a better managed and more orderly ESI. The following contains a list of main 
challenges without detailed discussions and motivations to givc a clearer view of the present situation 
and to illustrate possible benefits of an EPP: 

a. Capacity shortages and backlog of investments. 

b. High level of fragmentation in terms of investments, sharing of facilities, services and people 
development. 

c. Networks arc inadequately maintained, resulting in maintenance and refurbishment backlogs giving 
rise to high cost of interruptions. 

d. Inequitable treatment of consumers, resulting in a wide range of tariffs for the same or  similar 
groups of consumers and also unfair discrepancies between Eskom and municipalities. 

c. Thc clectrification pcrforrnance for various areas varies unacceptably. 

f. The provision of Free Basic Electricity (FBE) is slow and inconsistent. 

With thc current low rescrve margin (15% is seen as normal) future approved cxpansions are important. 
The industry has embarked on a major expansion programme to meet the future demand for electricity. 
Many projects have already been approved, while future projects are under consideration. To datc 
approximately 18 000 MW of new gencrating capacity projects have been approved for implementation 
over the next number of years. It is expected that the expansion drive will continue into the foreseeable 
future requiring major capital investment and thus severely impacting future real prices. 

1.4 White Papers (WPs) and Legislation 

Ovcr the last 25 years two WPs on the energy industry were published in which both the ESI structure 
and EPP were addressed. The first one appearcd in 1986 and became obsolete as a result of the lifting of 
the oil embargo; moves towards democracy; the Reconstruction and Development Programme and othcr 
developments. Beforc the second WP the National Electrification Forum, which incorporated a number 
of EPP matters, was in operation betwecn 1993 and 1995. The next WP dealt with a large number of 
EPP matters and appeared in 1998. This WP became inadequate mainly as a result of new developments 
exerting a direct influence on EPP issues. These include capacity shortages, gaps in present policies, 
prescnt challcnges (e.g. REDS) and thc application of differcnt pricing policies in Eskom and thc 
municipalities. 

As a result of later dcvelopmcnts, a proposal for an EPP was draftcd by the Department of Minerals and 
Encrgy (DME) in 2004, but it was ncvcr relcased formally or implcmentcd. Apparently the proposals 
wcre applicable to an EPP based on the (then proposed) multi-market model, subsequently necessitating 
a rcvision incorporating the most recent devclopments. 
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A number of legislative developments since 1996, which have a direct influence on an EPP for the 
electricity industry, became applicable. It is important to mention these briefly because of their 
relevance for EPP. They arc: 

a. Constitution of SA, 1996. 

b. Public Finance Management Act, 1999. 

c. Local Government Municipal Systems Act (LGMSA), 2000. 

d. Eskom Conversion Act of 2001. 

e. Municipal Finance Management Act, 2003. 

f .  National Energy Regulation Act, 2004. 

g. Electricity Regulation Act, 2006. 

h. Municipal Fiscal Powers and Function Act, 2007. 

i. Electricity Regulation Arnendmcnt Act, 2007 

A recent relevant publication with a direct effect on EPP was authored by Adams (2004) "Allocation 
Methodology for Cross-subsidies in Elcctricity Tariffs on the Basis of a Macro-Economic Impact Study" 
written under the auspiccs of NER, now the National Energy Regulator of South Africa (NERSA). 
Newbury and Ebcrhard also completed in 2007 an independent assessment for the South Mrican 
Government on the performance of the electricity sector in SA in which a number of pricing issues were 
raised. 

1.5 Need for EPP and Related Policies 

There is an urgent nccd not only for an EPP, but also for a new electricity (or energy) policy. Since 
REDS have been sanctioned in principle by Cabinet (25 Octobcr 2006) and the approval of a single buyer 
togethcr with the wcll-publicised major challenges within the ESI, the above need has become even 
more urgent than before. 

The EPP should provide dircction and principles for the formulation of electricity prices in South Africa. 
The EPP should also reflect the most recent policies and legislation. The EPP should not be too detailed 
and should indicate broad level directions. It should also define the accountabilities/responsibilitie~; 
focus on the required outcomes and the timing aspects of thc outcomes. 

Figure 1: The Role of the Electricity Pricing Policy 

. Grccn Papers 

docurncnls & W h ~ k  Papers Pr~nciples 
discussions 

I : :3 : Skmdards 

------D, - Guidelines 

Procedures 
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While the EPP focuses on national strategies and priorities, the regulatory authority (NERSA) has to 
develop the rules, regulations, plans, standards, programmes and projects in finer detail to ensure the 
policy's implementation. 

Policy Position: 1 
a) In view of the EPP, various energy related policies must be reviewed to ensure proper integration in 

pursuit of a coherent macro-economic energy policy. 

1.6 Interpretation of Terms of Reference and Approach 

The focus in this document is on a national EPP while the rules, regulations, plans, standards, 
programmes and projects are detailed at a lower level. Information contained in this document was 
gathered by means of two questionnaires; one to main stakeholders and one to a wider spectrum of 
stakcholdcrs (including the main stakeholders) and individual visits (the main stakeholders were visited 
twice). Individual questionnaires were prepared for National Treasury, Department of Trade and 
Industry (DTI) and the Competition Commission and they were visited as well. 

Generally positive responses were received from the stakeholders and the other parties approached. 
Various internal discussions werc held on different occasions. The team's proposals culminated in an 
initial draft report to the stakeholders and other interested parties, which was discussed at a stakeholder 
forum. After this discussion and further subn~issions by the stakeholders a Final Report was prepared. 

It is an important aspect to notc that these proposals are to a very large extent applicable to an industry in 
transition. As a result some changes could be warranted on an ongoing basis after the completion of the 
EPP. Proposals werc formulated for an industry structure in transition to a more open market 
framework, which includes IPPs. 

1.7 Plan of Electricity Pricing Policy Report 

This first chapter covers the introductory part and a brief summary of the electricity industry and 
relevant historical information. The rest of the report focuses on the following aspects of EPP: 

General pricing principles 

Generation pricing (including renewables) 

Transmission pricing 

Distribution pricing 

Cross-subsidies 

Demand side managemcnt(DSM) 

Regulation 

Iinplemcntation plan 

Conclusions 

Pricing related policies 
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2 GENERAL PRICING PRINCIPLES 

2.1 General Tariff Principles 

Section 16 of thc Electricity Regulation Act of 2006 states that the setting of prices, charges, tariffs and 
the regulation of revenues: 

a. must enable an efficient licensee to recover the full cost of its licensed activities, including a 
reasonable margin or return; 

b. must provide for or prescribe incentivcs for continued improvement of the technical and economic 
efficiency with which services are to be provided; 

c. must give end users propcr information regarding the costs that their consumption imposes on the 
licensee's business; 

d. must avoid undue discrimination bctween customer categories; and 

e. may permit the cross-subsidy of tariffs to certain categories of customers. 

The Act further states that a licensee may not charge a customer any other tariff and use provisions in 
agreements other than those determined or approved by NERSA as part of its licensing conditions. 
Notwithstanding the above, NERSA may in prescribed circumstances approvc a deviation from set or 
approved tariffs. Other principles from the LGMSA arc: 

a. Users of municipal services should be treated equitably in the application of tariffs. 

b. Thc amount individual users pay for services should generally be in proportion to their use of that 
scrvice. 

c. Low income households must havc access to at least basic serviccs through: 

tariffs that covcr only operating and maintenance costs; 

special tariffs or life linc tariffs for low levels of use or consumption of services or for basic 
levcls of service; or 

* any other direct or indirect method of subsidisation of tariffs for low incomc households. 

d. Tariffs must reflect the costs reasonably associatcd with rcndering the service, including capital, 
operating, maintcnance, administration and replacement costs, and interest charges. 

c. Tariffs must be set at lcvels that facilitate the financial sustainability of the service, taking into 
account subsidisation from sources other than the service concerned. 

f. Provision may be made in appropriate circumstanccs for a surcharge on the tariff for a service. 

g. Provision may be madc for the promotion of local economic development through special tariffs for 
categories of commcrcial and industrial users. 

11. The economical, efficient and effective use of resources, the recycling of waste and other appropriate 
environmental objectives must be encouraged. 

i. The extent of subsidisation of tariffs for low incomc households and other categories of users should 
be fully disclosed. 

j. A tariff policy may differentiate between different categories of users, debtors, service providers, 
services, service standards, geographical areas and other matters as long as such differentiation does 
not amount to unfair discrimination. 
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The above principles, together with some othcr tariff objectives, are summarised in the following table. 
The table shows that different stakeholders have different expectations of tariffs. These objectives are 
sometimes in conflict and trade-offs would need to be made during the process of tariff determination. 

Table 1: Summary of Tariff Objectives 

/ Stakeholder / TariffObjectives I Description I 
Price levels should assume an efficient and prudent utility, in 
othcr words prices should be based on least cost options and 
exclude inefficiencies. 

Customer 

I Non-discriminatory 1 Tariffs should be equitable and fair. I 
Affordable 

Predictable and 
stable 

Transparent and 
unbundled 

Prevent price shocks and keep customers informed about 
future price trends. 

Full disclosure of cost (no hidden charges). Cost should be 
unbundled. Tariffs should be easy to understand and apply. 

State 

I I Sufficiency in ( Expansion through development of least cost options resources I 

Environmentally 
rcsponsible 

Social support 

The production and transport of electricity should be done in a 
sustainable way and be mindful of the impact on thc 
environment. 

Tariff levels and structures should accommodate social 
programmes. 

I generation capacity 

I I Returns ( Fair and quitable.  I 

in line with national resource planning. 

State subsidies 

2.2 Revenue Requirement 

Industry needs to achieve and maintain financial sustainability 
without ongoing State subsidies. This docs not preclude 
provision for targeted subsidies such as FBE. 

Given the electricity supply industry's size and its predominantly commercial and industrial customer 
basc, the industry has the potential to generate strong cash flows to sustain a financially viable industry. 
The need for direct Statc support and subsidics should, apart from funding social objectives, be minimal. 
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Economic theory suggests that a perfectly competitive market would produce efficient prices. The 
electricity industry in South Africa is currently not structurcd to deliver perfect competition, but this does 
not diminish the importance of efficicnt electricity prices in any way. Efficient electricity prices would 
lcad to: 

a. thc optimum allocation of scarce resources including financial, human and natural resources; 

b. thc optimum usagc of electricity; 

c. the optimum usagc of the different energy forms ( e g  electricity, gas, oil and coal); and 

d. a financially viable industry. 

In the absence of competition, regulators may select from a range of methodologies to regulate the 
industry. All these options have some advantages and disadvantages. Regardless of the method of 
regulation or price formation it is essential that an efficient and prudent licensee should be able to 
generatc sufficient revenues that would allow it to operate as a viable concern now and in the future. 

The common approach among many economic regulators in other parts of the world is to set revenues at 
a level which would allow the licensee to cover its full costs including a reasonable risk adjusted margin 
or return. This approach functions wcll under most circumstances. However, when there is a major 
discrepancy between asset values used for regulatory tariff setting and new asset values, it creates a 
potential funding shortfall when new assets are introduced. South Africa finds itself in this situation 
which has been brought about by many years of surplus capacity resulting in low levels of investments 
and highly depreciated assets, coupled with relativcly high inflation. 

This situation may be addressed in scvcral ways through various regulatory methodologies1. The correct 
approach would depcnd on what is practical and consistent with the general pricing principles set out in 
section 2.1 Regardless of the chosen method it is important that the regulated business is able to attract 
reasonably priced finance in order to maintain, refurbish and grow its infrastructure and provide services 
at a reasonable cost. 

Tariffs, therefore, need to bc set at a level which would not only ensure that the utility generates 
sufficient revenues to cover the full costs (including a reasonable margin or return) but would also allow 
the utility to obtain reasonably priced funding on a forward looking basis. Rating agencies and lenders 
focus on a range of appraisal factors including profitability, e.g. Return on Assets (ROA) and Return on 
Equity (ROE), financial leverage (debt to equity) and debt service (e.g. interest coverage). It is 
important for the sake of financial sustainability that all these indicators move'betwecn acceptable norms 
and standards on a forward looking basis over the short, medium and long term. If the financial 
performance of the rcgulated entity deviates from these norms and standards investors will either be 
reluctant to extend credit or increase the cost of finance, ultimately resulting in higher tariffs or State 
support (c.g. guarantees, subsidies) or even bankruptcy in the case of privatc owners. 

Ultimately the dccision to lend money to a rcgulated utility is made by the financial institution and not 
the regulator. Thc regulator, therefore, has a duty to measure the projected results from its regulatory 
mcthodologies (taking into account investment cycles and other cost trends) using the same criteria that 
rcasonable commercial lendcrs would cmploy. The regulator needs to consult with commercial lenders 
when assessing the financial viability of the industry on an ongoing basis. 

' For example a regulator may favour a steep incrcase in tariffs in one year or phased-in tariff increases 
over a number of ycars. Both options present somc challcngcs. In thc first approach it may not bc 
ecoilornically or politically practical to introduce a large step increase in tariffs in a short period. In the 
second approach, and especially if the phase-in period is over many years, it could result in  cxcessivc 
accounting profits which could be used for other than infrastructure investment purposes in the 
meantime. 
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Once the industry has gone through its current investmcnt cycle (to meet growth needs, address backlogs 
and replacements) the asset values used for regulated tariff sctting and new asset values should be more 
consistent. Once this position has bccn rcached it should bc sufficient for the regulator to focus on ROA 
(or ROE) without having to perform detailed calculations to detcrmine the state of the utility's financial 
leverage and debt service. 

Policy Position: 2 

a) The revenue requirement for a regulated licensee must be set at a level which will cover the [ull 

costs, iizcluding a reasonable risk adjusted n~argin or return using appropriate asset values. 

Ib) In addition, the regulatory methodology must anticipate investment cycles and other cost trends to 

prevent unreasonable price volatility and shocks while ensuring financial; viability, continuity, 

fundability and stability over the short, medium and long term assuming an efficient and prudent 

( operator. 

2.3 Cost Reflectivity 

All tariffs should bccome cost-reflective over the next five years subject to specific cross-subsidies as 
provided for in scction 9. The application of tax or levies is provided for over and above the cost 
rcflectivc charges. This should be done within the current distributors and within REDS. 

Policy Position: 3 

a) Electricity tarifls must reflect the efficient cost of rendering electricity services as accurately as 

/ practical. 

1 0  The overage level of all the tarifis must be set to recover the approved revenue requirement. 

I *  The tarLffstructures must be set to recover costs as[ollows: 

The costs for a particulur customer category from that category. 

The cost of a particidar cost driver by way of a associated tariff charge (i.e. network 

costs ji-om demand and access charges). 

2.4 Transparency and Unbundling 

Billing proccsses and customer invoices should communicatc relevant information to customers 
regarding their consumption and costs. Full disclosure (transparency) and breakdown (unbundling) of 
all kcy cost drivers where practical arc essential features that would empower customers to makc 
inforrncd consumption decisions. Accounting ringfencing of key electricity functions (e.g. generation, 
nctworks, wholcsalc / retail and customer services.) is the first step towards achieving accurate 
transparent and unbundled accounts. 

In addition, the extcnt to which unbundling may bc done at distribution level depends on the typc of 
metering installcd/available, which in turn determines what quantities could be measured and the 
capability of the billing systcm. Strategies nccd to be put in place so  that these problems may bc 
overcome and the maximum practical lcvels be shown over the next five years. 
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Policy Position: 4 

a) The following cost components must be reflected in the bill wherever practical and applicable: 

Customer service, metering and billing, Time of Use (TOU) energy, Transmission Use of System, 

(TUOS) and Distribution Use of System (DUOS), reactive energy, cross-subsidy levies and 

I surcharges. 

2.5 Non-Discrimination 

Thcrc are currently a number of obstacles, principally relating to cross-subsidies that prevent the full 
implcmentation of a non-discriminatory pricing approach. 

These discriminatory practices havc created a situation where similar customers are subject to 
significantly different tariffs without any real differences in the cost of supply. This undermines the 
efficient allocation of resources and prevents healthy competition within similar industries. This means 
that thc full potential and benefits of clectricity could only be extended to all customers once these 
discriminatory pricing practises arc removcd. The obstacles should, thcrefore, be addressed and 
removed. 

Policy Position: 5 

a) All forms of discriminatory pricbzg practices must be identified and removed, other than those 

permitted under specific cross-subsidisation 1 socio-economic programmes, or be transparently 

reflected to unlock the full potential of electricity to all. 

2.6 Access to a n d  Use of Networks 

Network (transmission and distribution) owners have an obligation Lo allow customers access to and use 
of their nctworks, provided that the customers are not in arrcars in paying all the relevant charges as 
approved by NERSA from time to time and that such access would not violate any technical and safety 
requirements as sct out in thc relevant grid codes liccnse conditions and tariff schedules. 

Thc full cost to operate the networks should be rcflected in the various connection and use of system 
charges. In other words no additional charges are needed to facilitate the wheeling of electricity betwcen 
two parties unless such wheeling would result in incremental costs. Any incremental whecling costs 
should be charged on a similar basis as connection charges. Southern African Power Pool (SAPP) rulcs 
would apply for thc recovery of cost and payment of whecling services for SAPP transactions. 

If nctwork constraints cause congcstion and wheeling parties are affected, then NERSA has the 
responsibility to develop a mechanism which would allocate network capacity between interested 
parties. Such a mcchanism nceds to be fair, non-discriminatory and transparent. In addition thc 
methodology needs to cncouragc thc use of transmission assets to maximise the benefit to all users. 

Policy Position: 6 

a) Fair atzd ~zon-discrinzinatorj~ access to a~zd use of networks to all users of the relevant networh. 1 
b) The full cost to operate the networks is reflected in the various connection and use of system 

charges and, therefore, no additional charges for wheeling of electricity will be levied unless the 

wheeling action introduces incremental costs. 

Ic) Any i~zcrementd wheeling costs associated with a spec@c wheeling transaction and its fair share 1 
must be recovered as a corznection chai-ge. 
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d) Wheeling of electricity can only be permitted if  the action complies with all technical, safety and 

commercial requirements. 

e) A methodology for transmission and distribution wheeling including the treatment of network 

congestion, must be developed by NERSA. 

2.7 Special Products 

In addition to the standard range of pricing products, provision should also be made for the development 
and introduction of special products and prices. These products would typically be: 

a. Curtailablc and interruptible rates: Customers are paid to reduce consumption in critical periods. 

b. Critical peak pricing tariffs: TOU tariffs are introduced with certain periods of very high prices when 
the system's reliability is threatened. 

c. Real-timc pricing products: Rates are provided ahead of time (usually on an hourly or daily basis). 

These products, in conjunction with enabling technologies, could significantly increase the penetration 
of demand response programmes and products. 

Policy Position: 7 

a) In  addition to the standard range of pricing products provision must also made for the development 

and introduction of special products and prices to achieve specific goals, the cost of which will be 

treated according to the regulatory methodology. 

2.8 Long Term Price Outlook 

Given that customers have long term planning requirements there is wide support for the publication of a 
long term price outlook. The price forecast should include a reasonable period of not less than 10 years. 
The outlook should be updated on a frequent basis to signal the overall expected trend in electricity 
prices. Ideally the forecast should show the contribution of generation, transmission and distribution to 
thc forecast price level for some representative notional customers. These forecasts should be trcated as 
indicative and will not be binding on any of the players. 

Policy Position: 8 

a) NERSA, in collaboration with licensees, should develop and publish indicative price levels on an 

annual basis. 

PRICING INTERFACES 

The EPP has been developed without a specific industry structure in mind. This would ensure that the 
policy recommendations and positions remain valid under several industry scenarios. However, some 
basic assumptions had to be made regarding the key functions and pricing interfaces in the industry. If 
needed these assumptions could be developed in more detail through separate policies over time. The 
assumptions are briefly discussed and illustrated bclow. 

a. Generators may bc owned by: Eskom, municipalities, independcnt power producers and private 
persons / entities. 

b. South Africa may import and export electricity to and from other African countries and would 
facilitate in thc wheeling of powcr betwcen neighbouring countries. 
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c. Licensed generators and traders may (but are not obliged to) sell electricity to: A single buyer (e.g. 
~ s k o m ) ~ ,  a wholcsale buyerfcustomer ( eg .  RED), a retail buyerfcustomer or to self. 

d. Wholcsale elcctricity prices consist of wholcsale energy prices, transmission prices and single buyer 
own cost. 

c. Rctail priccs comprise the final prices to customcrs. 

Figure 2: Basic Diagram to illustrate the key Functions and Pricing Interfaces 

Generation Transmission Single Buyer Wholesale 
I I I I 

Distribution Retail 

Functions Pricing Interfaces 

Gx: Generation (incl trading of imports) A: Generator Pricing 
SB: Single Buyer (buys electricity on behalf of industry) B: Wholesale Energy Pricing 
Tx: Transmission C: Transmission Pricing 
Dx: Distribution (REDS, Munics, Eskom) BiC:  Wholesale Pricing 

D: Distribution Pricing 

4 GENERATOR PRICING 

4.1 Applicability 

This section is applicable to all liccnscd generators (including renewable generators and co-generators) 
in South Africa as wcll as all licensed importers of electricity to South Africa. Imported electricity 
priccs would also form part of rcgulatcd generator prices in South Africa. This is nccessary a s  it could 
impact on thc sccurity of supply and price lcvcls for local customers. 

International wheeled cnergy (energy transported via South Africa to facilitate a transaction between 
SAPP members) docs not form part of wholesale energy prices in South Africa. NERSA may develop 
criteria to exclude certain generators and import options from the EPP requirements, for example: 

a. Transactions that originate and tcrminatc outsidc the bordcrs of South Africa fall outsidc the scope 
of this policy. 

2 Notc: The definition of a single buycr is currently underway and falls outsidc thc scope of the EPP. 




