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Seasonality 

There is a marked difference in the amount of usage during the high demand (winter) season versus the 
low demand (summer) season nationally and, therefore, the costs also differ accordingly. For this reason 
all tariffs should be differentiated by season to accurately reflect the full cost difference as is reflected in 
the wholesale cncrgy charges and not by the local / customer specific seasonality. 

Policy Position: 30 
la) All licensees shall differentiate their energy charges by season in line with wholesale energy prices ( 
I with a view to addressing the seusotzal cost differences. I 
Tariff Structure and Level 

In some utilities in the world the application of tariffs, both in structure and levels, are based on LRMC. 
In South Africa the tariff levels do not recover the revenue requirement associated with LRMC. Against 
this background the tariff levels and structures should be as set out below. 

Policy Position: 31 
a) Tariff structure and levels shall be aligned with the results from the COS studies in which the 

resultant income will equal the revenue requirement. 

Cost-Reflective Versus Pricing Signal 

Customers respond to the signal provided by the electricity prices. The question arises: should the tariff 
be modified from the COS with the objective of creating a specific signal to customers to achieve a 
specific objective? 

Policy Position: 32 
la) Cost reflective tariffs are considered tire most effective pricing signal to be provided to customers. 

Any additiotzal pricing signals over and above the costs must be motivated spec@cally and be 

approved by NERSA. 

Time of Use Tariffs 

The load profiles of customers differ significantly. The application of tariffs with only one energy rate 
result in large cross-subsidies and, therefore, customers do not have the opportunity to respond by using 
lcss power at more expensive times. Eskom introduced TOU tariffs more than 15 years ago. Since thcn 
thc majority of Eskom's large customer sales are at TOU. This is not the case with municipalities where 
only a very small percentage of sales in the municipalities are at TOU. For this reason the application of 
TOU tariffs to all customers in the industry should be promoted actively. 

Policy Position: 33 

a) Tariffs mLlst include TOU energy rates as follows: 

* all customers supplied at MV or above within cwo years; 
* all customers above 100 kVA within five years; . ull cases wlzere the metering provides such features within five years; und 
* all other customers where it is warranted. 
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8.11 Time of Use Tariff Structures 

The structure of TOU tariffs is very important to signal long term pricing signals, but provision should 
also be made to cater for emergency signals where possible. 

Policy Position: 34 

a) TOU tarijjf energy charges must be differentiated by: . All the components us reflected by the W P S .  

0 In addition a super peak rate to reflect the short terms costs could be applied during 

emergencies in which case customers need to be informed in advance. 

8.12 Distribution Geographic Price Differentials 

All municipalities now apply one set of tariffs within the relevant area of jurisdiction of the municipality. 

Policv Position: 35 
a) Tarifls charged to customers on the network will be cost-reflective within the relevant electricity 

utility. No geographic differentiation based on location will be applied within the area of a licensee 

except for fararms (low density agriculture) and supplies associated with lower density. 

Eskom does not apply any distribution geographic differentiation in its national tariffs. This means that 
thcre is major cross-subsidisation between customers in the various parts of South Africa. This also 
creates a significant obstacle for restructuring the EDI. 

Policy Position: 36 
la) Eskom shall apply pooling of costs and base its tarijji on the proposed RED boundaries. 

8.13 Voltage and Positiou Differentiation 

Most utilities currently apply tariff differentials based on the supply voltage. The problem associated 
with the current practice is as follows: 

a. The level of the differentials is in general smaller than the actual cost differences. 

b. The differential is applicd as eithcr a percentage discount to the low voltage (LV) or a percentage 
surcharge on the high voltage (HV) tariff and the same percentage is applicable to the demand and 
energy rates. 

c. The differentials are applied to the supply voltage only without reflecting the system voltage. Costs 
differ significantly for supplies directly from the LV side of a substation and that of a customer 
taking a supply from deep in the LV network, although both are supplied from the same voltage. 

Eskom's current voltagc differentials are not cost reflective, resulting in an overcharge of the large 
municipalities and other customers at higher voltages which in turn leads to an overcharge of the 
municipality's customers. This means that a similar customer supplied by Eskom versus one supplied 
within the municipality's area could pay a very differcnt price which is not cost based. In terms of a 
dircctive from the Competition Commission, this practice could possibly be a contravention of the law. 
This dilemma is illustrated in the figure below. 
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Figure 6: Eskom Voltage Differentials Problem 

ESKOM VS MUNICIPAL COSTS AND CHARGES 
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Policy Position: 37 
a) Voltage and supply position differentials must be applied in tariffs within a licensed distributor as 

follows: 

based on the supply and systenz voltage; 

based on the cost diflerences from the cost of supply study; 

* to be applied as different energy & demand / capacity charges not as a percentage on all charge; 

and 

NERSA must drive a plan for phased increases in tarifis at lower voltages and decrease of' tariffs at 

higher voltages. 
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8.14 Domestic (Residential) Tariffs 
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Domestic customers present significant challenges for utilities because of their large numbers and the 
many different types of domestic customers with diversc needs. Utilities should start charging cost- 
rcflcctive tariffs for domestic custorncrs, but also catcr for cross-subsidisation of some customers. The 
detailed provisions for low income customers arc discussed in the cross-subsidy section. 

Policy Position: 38 

a) Donzestic tariffs to becorne more cost-reflective, offering a suite of supply options with progressive 

capacity-differentiated tariffs and connection fees: 

Overcharge 
By Eskom 
at 275 kV 

I e  At the one end a single energy rate tar# with no basic charge, limited to 20 Amps and nominal I 
connection charge (details under section on cross-subsidies); 
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distribution 
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I *  At the rzext level a tar$f with a basic charge, customer service charge, capacity charge and energy 

charge with cost-reflective conrzection charges; and 

At the final level TOU tariffs must be instituted on the same basis as above, but with TOU energy 

rates. 

8.15 Rationalising Electricity Tariffs 

NERSA, together with the industry, should develop a national set of tariff structures for the industry. All 
utilities need to then adapt their tariffs in terms of the approved national structure. The tariff levels 
would remain different for each utility to match the local circumstances. 

Policy Position: 39 
a) NERSA shall rationalise existing electricity distribution tariffs into a set of electricity tariff 

I structures for the EDI. The number or these sets will be governed by rationalising the number of 

I distribution licensees through the restructuringprocess. 

8.16 TOU Tariffs and Low Income Customers 

It has bccn suggested that low income domcstic customers should not be exposed to TOU tariffs. This 
would be unwise. Although the cost of Automatic Meter Reading (AMR) systems for domcstic 
customers is still expensive, prices are decreasing and when considering the load management and loss 
management featurcs of these systems, their life cycle costs are already less than many of the current 
mctering and load control options bcing applied in thc industry. For this reason it is foreseen that AMR 
systems could be applied in low incomc areas and in such cases, TOU tariff could be made available. 
For the low incomc customcrs such tariffs could well have thc same features as the lifc line tariff with 
somc capacity limitation, no fixed charges and a low connection fee. 

Policy Position: 40 

a) With the availability ofAMR systems for domestic customers, the option of a TOU lve line tariff with 

IZO jked charges must be researched by NERSA to offer more cost saving opportunities ffo low 

income customers. 

8.17 Treatment of Network Capital Contributions 

There arc various situations in the industry where the cost of new networks and even the expansion of 
existing networks are not funded by the utility, but by other sourccs such as: 

a. Through the conncction cost. This is typically the scrvice connection or in many cascs the 
incremental costs. 

b. Thc State clcctrification fund grant towards the cost of establishing networks to supply new 
customers and maintain low conncction fecs. 

c. By way of capital contributions. Typically this is the contribution to cover the full cost  of any 
existing or future infrastructure that would be used. 

d. In many cases dcvelopcrs would establish and fund infrastructure and then hand them over to the 
utility at no compensation. 

c. A utility often receivcs assets from anothcr entity without any debt or equity associated therewith. 
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The issue at stake is whether a utility should be allowed to apply depreciation and earn a return on these 
assets which are fundcd by the customcrs outside of the tariff. If this is allowed, it would mean that 
customers would have to pay twice for the same network assets. The principle thus is when the upgrade 
or rcfurbishment of these assets are duc, the required funds could either be obtained from existing profits 
or debt for which customers would then eventually need to pay. 

Policy Position: 41 
a) Any assets which are not financed by the distributor, but from sources such as: State grants, 

customer capital contributions and connection fees, developer networks handed to the utilities and 

networks transferred to new utilities debt free, shall be excluded from the asset base for the purpose 

of determining depreciation and return on assets and in the same way these costs be excluded from 

COS studies. 

b) The provision for the replacement of these assets when it becomes due shall form part of the 

Licensee's revenue requirements as set out in 2.2 

c) These assets would, however, be included for provisions relating to all operating expenses. 

A wide range of practices used to be applied to recover a contribution from ncw customers 1 developers 
towards the cost of infrastructure being used for the new supplies. An industry standard (NRS 069 - 
Industry Standard for Recovery of Capital Costs for Distribution Network Assets) based on replacement 
cost was established and is currently applied by a number of utilities. However, it is not applied very 
widely and the calculation of the relevant rates is not regulated. 

Policy Position: 42 
a) A consistent methodology must be applied in the industry to govern the determination of capital 

contributions by customers / developers to ensure a fair and non-discriminating practice for all 

participants. 

8.18 Public Lighting 

Many municipalities consider public lighting to be part of the electricity supply service and as such, 
expenses have to be covered by electricity customers. Public lighting is, howcvcr, a municipal service 
which is a consumer of electricity and not part of electricity supply. This is a service to the community, 
not to the electricity customer. The type of lighting and replacement of lights are subjects affected by 
the voters of the municipality and subject to issues of aesthctics, road safety and public safety. These 
matters do not form part of electricity supply and are very different to the criteria for determining 
cxpenditure on electricity networks. Worldwide systems of public lighting are considered part of 
municipal services and are thus paid by thesc authorities. The only exceptions are some developing 
countries where proper functioning municipal services have not been established. It is important to 
understand that it is not proposed that municipalities should now charge the tax payers more, but rather 
that the cost of public lighting should be shown separately and bc charged separately to the municipality. 
Thc municipality may in turn recover this money from the Municipal Surcharge on Electricity (MSOE) 
or any other source. 
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Policy Position: 43 
a) Public lighting, including street lights, high mast lights, parking area lights and trafhc lights are 

considered as consumers of electricity and are not part of electricity supply. The associated charges 

must cover capital and operating costs associated with: energy, electricity network, dedicated 

lighting networks and lighting services. Such services may be provided by electricity utilities, but 

such costs must be charged to the appropriate owner, in most cases the municipality. The 

municipality can in turn find such sewice from the MSOE. 

Quality o f  Supply: n-1 

Most utilities in the country traditionally applied the practice to provide supplies > 10 MVA or supplied 
at any voltage higher than LV, based on the formula of "n-1". 

a. During the past few years Eskom started to slip back to provide "n" only and whenever customers 
asked for "n-1," Eskom insisted that it be treated as a premium supply and the customer should pay 
the capital costs and operating costs associated with the additional equipment to provide "n-1". 

b. Municipalities also reverted to "n" in many cases, because the income they derived should have been 
used to fund the "-1" component which was abrogated. 

In vicw of the socio / economic implications of having very long outages for such large supplies, it is 
recommended that all supplies > 10  MVA or supplicd at any voltage higher than LV, be based on the 
principle of "n-1". 

Policy Position: 44 

a) The network standard shall be set to ensure that the cost of redundancy of distribution networks 

matches the socio / economic implications of power outages and willingtzess to pay to avoid such 

disruptions. Charges for all customers shall thus be based on the standard applied at each level in 

the network. 

Customer Service Quality 

NERSA currently regulates the quality of service to customers. It should be noted that the general 
customer service provided to customers in the industry is not on an acceptable level. Internationally the 
only way in which service provision has been improved, was through the application of a self-regulating 
system involving penalties paid by the utilities to customers for inferior service. 

Policy Position: 45 
la) NERSA shall develop and implement an efiective system, which must include compensation to the 

customer, to ensure that quality customer services are provided by distributors. 

Resellers Charges 

There are extensive debates on the functions and financial viability of resellers. The key issues relate to 
the charges of resellers, their responsibilities and whether customers should have the choice to take a 
supply from the resellcr or the licensed electricity utility in the area. It is recognised that the non-cost 
reflective nature of the tariffs of licensees are part of the reseller's problem. The EPP proposes how this 
should be addressed which should then alleviate the problem. Real choice would address this issue. 
However, in practice choicc is severely limited and thus the EPP proposes that: 
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Policy Position: 46 

a) Notz-licensed resellers of electricity shall provide the electricity at terms, turiffs and services not less 

favourably than that provided by the licensed distributor in the area. 

b) NERSA shall provide guidelines to resellers regarding resale principles. 

9 CROSS-SUBSIDIES 

There are a host of cross-subsidies in the ESI. Some of these are inherent to the nature of the ESI and 
tariff-making, but some others exist specifically to subsidise a particular group of customers. There have 
been extensive debates about these cross-subsidies and what should be done in this respect. 

9.1 Cross-subsidy / MSOE 

The EPP makes very clear and givcs specific recommendations about how customers should be chargcd 
in general. The cost should reflect tariffs within pre-determined, homogeneous, customer categories. 
This section then provides for a few very specific cross-subsidies which should be/ continue to be 
applied in the ESI. 

Policy Position: 47 

a) The application of only specifically approved cross-subsidies, subsidies, levies and surcharges must 

be instituted in the ESI to address certain socio /political / environment needs. 

b) Cross-subsidies should have a minimal impact on price of electricity to cotzrumers in the productive 

sector of the economy. 

9.2 Transparency of Cross-Subsidies / MSOE 

One of the disadvantages of applying non-transparent cross-subsidies is that customers often forget about 
these and very soon more subsidies are demanded. The negative impacts of these cross-subsidies are not 
always considered in normal decision-making. 

Policy Position: 48 

a) All levies, subsidies and cross-subsidies shall be made transparent, while moving towards cost- 

reflective and transparent tarijfs in the ESI. 

b) Licensees are required to establish and publicise the averuge level 01 cross-subsidy between 

customer categories. 

9.3 Future Electrification Capital Subsidies 

Salcs to low income consumers enjoy special treatment under special circumstances. Linked to [his 
aspect is thc high cxpenditure on elcctrification assets with an estimated total figure of 70% 
electrification. For thc rural arcas this figure is marginally in excess of 50%. 

The current Statc electrification capital fund has already achievcd significant success in increasing the 
rate of electrification drastically without burdening electricity customers too heavily. The electrification 
fund should be continued as a fiscal grant to target the subsidisation of the electrification capital to 
ensure that the industry achieve the electrification targets set by National Government. 
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Policy Position: 49 
la) The subsidisation of capital cost to connect new electrification (neglected communities) customers 1 

will be the main mechanism for National Government funded from the budget to achieve the 

required rate of electrification at affordable price levels. 

h) As refurbishment / upgrade of these networks are required, consideration should be to include 

provision fir s r ~ h  in the State mechanism. 

9.4 Past Electrification Capital Debt 

During 2007 the State started providing grants to fund a major portion of electrification capital costs in 
South Africa. Prior to this, Eskom and many municipalities funded this capital through their own means 
and even subsequently municipalities invested significant amounts because of the shortfall in money 
provided by the State based on the lower priority given to municipal connections relative to the Eskom 
connection. 

This past electrification debt is significant. This debt should be transferred to the REDs. If this cost is 
pooled for domestic customers only, it would entail very high charges for domestic customers. This 
matter may be addressed in various ways. National Treasury has indicated that it would not contribute 
any support. The preliminary ED1 Holdings financial modelling indicates that all REDs would be able to 
carry the existing debts and provide for future capital requirements without raising tariffs above current 
average levels in each RED. The following thus seems to be the most attractive proposal to address this 
issue: 

Ringfence this dcbt and create a levy applied to all customers in the RED to repay this debt over a period 
of say five years. This is in line with what Eskom has done with its past electrification debt. This 
practice could even bc applied by current liccnsees. If this strategy has a serious impact on the viability 
of some REDs, a national strategy should be considered. 

Policy Position: 50 
a) The capital costs incurred by distributors over and above those funded by State jiunds to affect 

electrification must be ringfenced and a mechanism found to address this in a transparent way 

befire and ajiter restructuring, preferably per licensee. 

9.5 Low Income Customer Tariff Subsidisation 

The provision of cross-subsidies for low income domestic customers is a foregone conclusion and it is 
expected that this would be a requirement at least for the next ten years. The following mechanisms will 
all contribute towards achieving this objective: 

a. thc State subsidy towards the network capital cost; 

b. charging of a low connection fee; 

c. charging an appropriate tariff structure that allows for maximum subsidisation at low consumption 
levels with gradually reducing cross-subsidies as the consumption level increases; and 

d. the granting of FBE. 

It is not practical for most licensees to determine who low income customers are. For practical purposes, 
liccnsees have been using low consumption levels and low installed capacity as the key criteria to 
approximate low income. In view of the above the following is proposed: 
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Policy Position: 51 

a) QualifUing customers shall be subsidised tlzrough the application of a lqe line tar$J 

a single energy rate turifi 

with no fied charge; 

limited in capacity to 20 Amps; 

supplied with pre-payment 1 AMR; and 

nominal connection fee. 

9.6 Life Line Tariff Level 

The determination of the tariff level for thc low income customers is thc subject of intense political 
debate. Many municipalities are using this as a tool to win votes, sometimes neglecting important State 
objectives. There is thus merit in having one life line tariff level with the same conditions associated. 
This should not necessarily bc enforced onto utilities, but could be developed in a high level of detail and 
bc made available with a strong support for all utilities that apply this tariff level. When consumption 
levels exceed 350 k w h  per month it is usually associated with the use of a complete stove and even a 
geyser. This is then considered not to be a low income household any longcr. The life line tariff should 
thus brcak even with the cost of supplying a 20 Amp customer at 350 kwhlmonth. 

Policy Position: 52 
/a) The level ofthe lijje line tariff should be set to breakeven with the cost reflective tarijjf of the licensee 1 
/ for a 20 Amp supply at a recommended consumption level of 3.50 kWh per month. I 

9.7 Life Line Customer Subsidy Impact 

Even though Eskom established during the mid 1990s an electrification fund and later the State 
established such a fund financed through the fiscus, significant amounts of capital were also spent by 
electricity utilities to fund electrification. This was either: 

a. Before such funds were established. 

b. Thc funds providcd did not cover all costs. In many cases utilities applied vcry high standards which 
led to costs exceeding the fund grant received and in other cases the remoteness of supplies required 
much morc money. 

c. In many cases the funds did not match the political requirements in a particular area. 

d. Municipalities also claim that in many cases Eskom was given preferential treatment and thus they 
had to provide significant amounts of their own funds, whereas Eskom benefited from the 
electrification fund. 

'The impact on utilities of the proposed subsidy tariffs are shown in the figure below for the cases 
withlwithout capital subsidy and withlwithout FBE. It shows that w e n  with a capital subsidy and FBE 
revenue coming from the equitablc share to thc distributor, there is still a shortfall. 
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Figure 7: Domestic Costs versus Revenue 

DOMESTIC COSTS VS TARIFFS 

It is, therefore, important to formulate policy to determine how these matters should be addressed. 

Policv Position: 53 

a) The shortfall in revenue between the life line tariff and the cost of supply after deducting the 

electrification capital grant shall be addressed within the distributor. The impact of such cross- 

I subsidy must be pooled over all customers in the licensee, not only on domestic customers and( 

should be shown transparently as u clkWh levy on consumption. 

9.8 Free Basic Electricity (FBE) 

The application of FBE is proceeding well and is reaching the target market, but there are certain 
application problems that need to be continually monitored to ensure that they are applied correctly and 
are addressing the needs of the low income. 

Policy Position: 54 

a) Where LGs wish to upply free electricity in excess of the amount provided for by the equitable share 

I to more customers or for more kWhs, such amount shall by funded by municipal revenue arzd not) 

I fiom electricity income. I 

9.9 State Tariffs 

Whcn Statc usage is subsidised, this practice distorts the ESI and the economy. It is essential that the 
standard tariffs arc charged to ensure that the full cost of providing electricity to the State is known and 
also to ensurc that the appropriate pricing signals are provided to ensure efficient use. 





48 No. 31152 GOVERNMENT GAZETTE, 20 JUNE 2008 

DME EPP (FINAL) 31 March 2008 Page 45 of 57 

9.11 Municipal Surcharge on Eiectricity (MSOE) 

Currently a significant amount of electricity revenue is used by many municipalities to subsidise other 
municipal services. This is done by way of a transparent so-called "surplus," but also by way of various 
un-transparent methods such as: provision of streetlights, overstated administrative charges, unfair 
surcharges on inatcrials handling and understated internal usage charges Until municipalities have 
completely ringfenced their activities, overstated charges to electricity departments will probably 
continue. 

The MSOE will be regulatcd through norms and standards for electricity surcharges (as and when 
introduced) as provided for in the Municipal Fiscal Powers and Functions Act. When regulations on 
electricity surcharges are introduced, the regulation of the "base tariff' will be the responsibility of 
NERSA (which will be exclusive of the electricity surcharge) and the Minister of Finance / National 
Treasury will be responsible for the regulation of the MSOE. 

Some municipalities have alrcady introduced a transparent MSOE without phasing out the existing 
hidden surpluses. This is totally against the intention of the legislation to regulate the application of the 
MSOE. Furthermore it is also uncertain as to whethcr these municipalities have ringfenced their 
activities in order to quantify the hidden surpluses. 

Policy Position: 57 
la) Under no circumstances shall the new MSOE be introduced in addition to the current non- 

I transparent / un-ringfenced surpluses. 

b) The electricity service by municipalities should be ringfenced properly before the introduction of the 
proposed new MSOE. 

(c) NERSA shrtll regulate the electricity prices excluding the transparent MSOE. 

Many of Eskom's large customers are overcharged and they cross-subsidise other customers, specifically 
at lower voltages. The new Municipal Fiscal and Powers Act provides for the application of a MSOE on 
electricity customers of Eskom who fall within the area of jurisdiction of the LG. It is strongly 
recommended that these large customers mostly supplied at high voltage, many of them competing in 
export markets, should not be cxposed to MSOE without first rectifying the current tariff overcharging. 

Policy Position: 58 
a) The phasing in of MSOE on non-municipal electricity customers who are currently being 

I overcharged, should be matched by the phasing out of current overcharging of these customers as a 

I result of existing cross-subsidies so as to avoid any unfair overcharging / MSOE burden on these 

The challenges facing thc ESI in respect of thc MSOE together with the problem of the non-cost 
reflectivc Eskom voltagc differcntials arc illustrated in the figure below. 
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Figure 8: Future Treatment of MSOE and cost reflective Eskom Charges 

ESKOM VS MUNICIPAL COSTS AND CHARGES 

Municipalities apply the rule of cutting off or not selling pre-payment electricity as a measure also to 
recover municipal rates revenue. In areas where this is not done the rates payment levels are very low. 
In a REDs scenario municipalities would face a situation of a serious non-payment of rates and, 
thcrcfore, provision needs to be made to prcvent this eventuality. 

9.12 Viability Assistance 

With the forming of REDS it is possible that some of the REDs would not be viable initially at least 
without raising tariff levels excessively. Significant amounts of capital and operating costs would be 
required to catch up on some of the maintenance, refurbishment and expansion backlogs. In the case of 
Eskom, significant amounts of capital arc required to fund the massive generation cxpansion. As the 
owncrs of the public entities, new capital should be funded by the owners through a combination of debt 
and equity. The State should thus forfeit the receipt of any dividends for some time and may even need 
to inject some capital into the entities. As with any other private entity, the State should in time receive 
a rcturn on its investmenl. 

Policy Position: 59 

a) The State, as the owner of public entities, must consider forfeiting dividend payments and even 

MSOE and must make equity investments, if needed, to assist electricity utilities to retain their tariffs 

( at economic levels while incurring cupital expenditure for the expansion and refurbishment of 

( existing networks to ensure appropriate gearing ratios and business indicators. 

10 DEMAND SIDE MANAGEMENT / ENERGY EFFICIENCY 

Currcnt electricity usage behaviour is based on many distortions. These have caused usage behaviour 
that is increasing costs significantly and causing immensc environmental damage. Some of  the key 
distortions are as follows: 

a. The very low electricity prices in gcneral. 
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b. The substantial subsidies to domestic customers. 

c. The mindset that an all clectricity home is the only option. 

d. The political agenda that all should receivc the same. 

c. Massive electricity non-payment and theft. 

Some of the undesirable patterns of behaviour caused by the distortions are as follows: 

a. There is a general wastage of electricity by all groups of customcrs. 

b. There is almost no recovery of waste cnergy for electricity generation or re-use in plants. 

C. Space heating and cooking are done with electricity rather than with alternatives, causing 400% 
more pollution. 

d. The scrapping of options such as clean, de-smoked, coal projects. 

e. Conversion from coal stoves / watcr heatcrs / spacc heaters to electricity rathcr than clean coal. 

f. Use of clectricity for water heating without any solar support. 

g. Swimming pools using electricity for water heating, rather than solar installations. 

h. Building of factorics, businesses, shops and houses with very little consideration for efficiency and 
the environment. 

i. RDP houscs being built as energy drains, e.g, not facing north, no big windows to the north for good 
light and heat and corrugated iron roofs without any ceilings or added insulation. 

j. Practice of handing out two plate electrical stoves and electrical space heaters. 

This section addresses the kcy policies which need to be applied to ensure that energy is used in the most 
effective way considering the broader environmental and economic impact and that loads are used in the 
most appropriate timc of the day and year. 

Pricing Signal 

Questions about the relationship bctween tariffs being driven by cost reflectivity versus being a pricing 
signal arc raised regularly. It is rccognised internationally that cost reflective tariffs, as reflected by 
LRMC representing the true economic cost, are thc bcst price signal. Whenever deviations from cost are 
applied as a measure to achieve a specific objective the economic signal would be distorted which could 
in turn lead to inefficient allocation of resources in the economy. 

Policy Position: 60 
I a) Cost reflective tariff levels and structures as discussed in the EPP shall be the first main driver of 

I DSM and eficient use in the ESI. For this reason urzbundled cost reflective charges must be 

I charged to customers, 

I b) This is to be applied as one I$ the NERSA tariff evaluation criteria. 

Utility DSM / Energy Efficiency Revenue Impact 

The application of DSM and cnergy efficicncy mcasures in thc ESI is a reality in terms o f  various 
objectivcs. It is a fact that when utilities implement energy efficiency and DSM, these would cost them 
money to do so and lhcy would lose revenue which could thus affect their viability. This  would, 
howevcr, save utilities somc purchasc costs and significantly influence network infrastructure upgradcs. 
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NERSA needs to take cognisance of all these factors in determining the revenue requirement and thus 
futurc price increases of utilities. 

Policy Position: 61 

a) NERSA must include the impact of DSM and energy efficiency on increased implementation cost, 

reduced revenue and reduced network capital expenditure in determining its utility revenue 

requirement. As with all other costs and revenues, licensees will have to submit the detailed DSM 

and energy efficiency programmes with the cost and revenues implications as part of their annual 

price increase proposals. 

I b) These implicotiorzs must also be ringfenced and be reported on annually by licensees. 

10.3 Domestic DSM and AMR 

The domestic sector, which contributes more than 35% of the total system peak demand, presents very 
significant DSM and energy efficiency opportunities. Very little is, however, done to achieve this. The 
following factors have caused this state of affairs: 

a. Heavily subsidised rates. 

b. Very few tariffs with capacity limitation. 

c. Almost no tariffs with TOU pricing signal. 

d. No emergency pricing signal or systems. 

e. Very high non-payment and theft in many areas. 

Certain practices and the required support systems are applied in other parts of the world with substantial 
success. The application of AMR for domestic customers, linked with sophisticated AMR and DSM and 
utility control systems on an integrated basis, should receive scrious consideration in South Africa. 

Policy Position: 62 
a) Sophisticated TOU ta~$fs with dynamic emergency price signals, DSM and load management 

features with support of smart meters on an integrated basis must be planned for rapid 

implementation where economically viable and practical. Mechanisms for special funding for this 

purpose need to be made by DME. 

These measures will facilitate the following bchaviour: 

a. Load shift from high demand periods to low demand periods. 

b. Reduced consumption because of high prices by: 

Energy efficiency measures. 

Efficient behaviour. 

Energy switching to altcrnative energy forms. 

c. Rcductions during emergencies. 

d. Reduced losses and increased service. 
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Emergency Measures for Capacity / Energy Shortages 

The capacity shortage situation in the country is a serious threat to the economy. Provision should be 
made to ensure that this is rapidly eliminated and prevented. Such provision should cover issues to bc 
considered by the utilities and customers. Action taken in this respect in Brazil had the desired impact 
and in fact excceded expectations. 

During times of serious power shortages two new types of costs start to play a role: 
a. When serious shortagcs are being experienced the cost for customers to run their own back-up 

generation plant. 

b. During interruptions the cost of unserved energy reflccts the impact on the economy of such 
shortages. 

These costs should thus be used in sctting pcnalty / pricing signals during these times and not be based 
on some arbitrary charges. This would ensure that those customers who do not save according to the 
targets would feel the same financial impact than those customers whose supplies are interruptcd 
becausc of their actions. 

Policy Position: 63 

a) The industry must apply emergency measures to avoid the interruption of groups of customers 

because of shortage of supply. 

h) Power rationing and similar measures must be applied to obtain mandatory reductions in power 

usage to such level to match supply and demand with the jbllowing provisions: 

Penalties in price andlor interruption must be applied to those who do not reach their targets. 

Those who do not reach the targets must he charged at the variable cost of a diesel fired open cycle 

gas turbine. 

To limit the economic impact of ongoing industrial load reductions more dynamic price options, such 

as a TOU tariff with a super peak rate during times when interruptions are effected, should be offered 

at the COE applicable to rationing quantities not saved. 

Mechanisms to encourage economic growth in line with system availability must be incorporated 

) NERSA must investigate a mechanism to link charges payable by customers to the quality of supply 

in cases where it moves outside of the accepted norms and standards, e.g. Capacity Charge = M W x  

MD Charge x (Actual supplied/Max Target hours) 

) NERSA must ensure that ongoing power interruptions because of capacity / energy shortages feature 

in the performance management systems of licensees and its management. 

10.5 DSM 1 Energy efficiency funding 

Thc application of DSM and energy efficiency strategies has gained momentum with the recent power 
shortages in South Africa. Eskom has been managing the DSM / Energy efficiency fund, which is 
funded from a portion of the Eskom budget. The Minister of Finance recently announced the application 
of a 2 c/kWh levy on non-renewable generation in South Africa. It is unclear for which purpose the 
funds would be used. The need for money to fund various DSM 1 Energy efficient and renewable energy 
sources in South Africa is extensive and urgent and this includes inter alia the following: 

a. Smart mctcrs for domestic customers over 500 kWh/m. 




