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Having a strategic direction 
and setting objectives

Understanding the drivers of 
cost and cost drivers and 

recovering revenue

Structuring tariffs that balance 
the changing needs of your 
customer and your business
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What is meant by ELECTRICITY tariff structures?

Tariffs or charges or rates are the 
amounts raised on an electricity bill 
for the different cost of services

The tariff structure is the make up of 
these different charges

From the 2022 draft Electricity Pricing Policy

The charges reflecting the unbundled costs, should be structured as far as possible to include: 

a) Energy costs in clkWh and generation capacity charge reflecting the purchase cost  structure;  

b) Transmission network charges reflecting the Transmission purchase price structure; 

c) Distribution network charges in R/kVA based on maximum demand per billing period 
covering Distribution network charges in R[/]KVA or R/kW/ month or R/Amp/ month based on 
annual capacity;  

d) Customer service charges in R/customer or /Point of  delivery (POD) / day/months based on 
the size of the supply; 

e) Administrative charges in R/POD/or month/day;  

f) Charges for poor power factor,   

g) A TOU energy net-billing rates for prosumers,  

h) Charges for the cost of losses; and 

i) For ease of customer understanding, tariffs for some customer categories will not reflect all 
the above cost components. The applicable charges whether unbundled or bundled must 
however cover the full cost of all the above cost components, except where approved 
cross-subsidies are applied 
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Why is it important to have correctly structured tariffs

Good tariff design provides the 
correct economic signals but 

also consider ensure affordability 
and whether customers can 

respond to the signals provided

The energy transition is creating 
new cost drivers.

Tariff design and tariff structures 
must focus on better allocating 

costs  and unbundling these 
costs to customers based on 
how they contribute to these 

costs

In the past it may have been 
suitable to have a tariff that only 
has a c/kWh energy charge that 
recovered all costs, or for larger 
customers and energy charge 

and a demand charge that 
covered the cost of capacity (the 

infrastructure provided).

Nowadays, especially the time 
the electricity is used is important 
and because of own generation, 

it is no longer appropriate to 
recover all costs through c/kWh 

charges

Tariff charges need to provide 
greater signals for when 

electricity is used and to cover 
capacity related costs in a more 
fixed way – to minimise system 

and network costs and to enable 
customers to save if they 
respond to these signals
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What did Eskom propose and NERSA approve for 2025/26

• Eskom updated the cost of supply study based on the 2024/25  MYPD revenue decision resulting in 
cost-reflective unit rates (not yet tariff charges)

• These cost reflective unit rates showed that all energy related charges had to increase and all other charges 
to reduce

• This was because previously all charges increased at the same average price increase, but the actual costs 
did not

• The allocated costs are then used in a tariff design model where the starting point is to reflect these costs 
where possible accurately

• In certain cases scaling has to be done where there are no customers in a category to ensure there are 
actual tariff rates in this category

• Some tariffs are subsidised and the charge is lower than costs resulting in a shortfall which is then 
converted into an explicit subsidy charge and paid by other tariff categories
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What did Eskom propose and NERSA approve for 2025/26

•TOU active energy charges 
•Generation capacity charge
•Legacy charge 

The energy charges 
unbundled to reflect how 
Eskom Distribution buys 
wholesale energy from 

the NTCSA and all tariffs 
except for a few had their 
energy related charges 

aligned

•TOU period changes - reduced one hour 
in the morning and increased one hour in 
the evening

•Ratio changes which reduced the winter 
charges and increased the summer 
charges

TOU changes

•Removal of the inclining block rate 
•Increased fixed charges (network, 
administration and the generation 
capacity charge) for Homepower and 
Homeflex

Residential tariffs

In addition for municipalities:

◼ All large power munic tariffs were 
combined into one tariff called 
Municflex 

◼ Same structure as Megaflex

◼ Removed Urban and Rural 
differentiation

◼ All small power tariffs were 
combined into one tariff structure 
called Municrate

◼ Same structure as 
Businessrate/Landrate/Homepower
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Unpacking the proposed changes

• The TOU energy rates reduced (before the price increase) because the generation capacity charge and the legacy charge was 
unbundled out of the TOU energy charges

• The generation capacity charge is a fixed R/kVA charge meant to cover a small portion of the fixed generation cost and to 
ensure that some fixed contribution is made to cover the standby generation costs

• The actual fixed costs is in the region of 70%, Eskom applied for 7%, but NERSA reduced the 7% by 80% = 1.4% of 
generation costs are recovered through a fixed charge

• The 80% was then added to the TOU energy charges but not to the WEPS rate excluding losses (not avoided when 
wheeling)

• The c/kWh legacy charge ringfenced the cost of the Section 34 IPPs selling to Eskom (not avoided when wheeling)

• Network charges, retail charges and subsidy charges all reduced before the price increase – due to updating rates with the 
cost of supply

• The WEPS rate excluding losses comparing the 24/25 rates and the restructured rates in 25/25 R values shown below
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What steps are need to be taken to update munic tariffs?

1. Tariffs must cover costs (Eskom purchases 
and own distribution costs) and send the 
right signals

2. The network and retail charges (cost of 
energy, admin and services) must be 
unbundled as far as possible

3. Simplify into a few basic structures – such as 
Megaflex, Municflex and then a suite of 
tariffs for the indigent and include 
net-billing and wheeling options

4. Update to reflect the Eskom changes as far 
as possible

5. Move away from inclining block rate tariffs

6. How the above will be structured related to 
fixed and variable charges (c/kWh) will 
depend on customer impact and politics 8

Generation
c/kWh and R/kVA

Transmission 
R/kVA and c/kWh

Distribution 
R/kVA or c/kWh

Retail/Customer
R/day or c/kWh

Purchase costs
A municipality will buy these services from Eskom 
Distribution at Municflex

Municipal cost

A municipality will then have to 
design their tariffs based on what 
they purchase from Eskom and 
their own costs
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Subsidies in electricity tariffs

• While tariffs should ideally be based on cost, there is 
always the need to protect the indigent and this can 
be done through tariff cross- subsidies

• One tariff pays more than cost and the other less 
than costs

• This should be transparent, based on the cost of 
supply study and aligned with socio economic 
objectives

• Need to consider affordability of those paying the 
subsidies as well as those receiving the subsidies

• Non-electricity related surcharges must also be 
transparent
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Subsidy paid

Subsidy received
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Use of system charges and other charges not avoided by 
wheeling

• Use of system charges are those charges that recover the cost of provided access and 
use of the grid (that is network charges based on capacity/demand), including network 
charges, ancillary service charges and losses charges

• These charges may be unbundled or included in other charges, but ideally should be 
transparent and based on a cost of supply study

• These charges should always be payable when there is wheeling, plus other non- 
avoidable charges like subsidies and surcharges

• Use of system charges could be fixed charges or variable charge based on kWh

• Working session on UOS charge later
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Components of the tariff, example impact on wheeling

• These use of system charges are not avoided by a wheeling transaction 
• Only the energy component of the bill is avoided excluding losses – so losses costs are 

recovered
• All energy will flow through the meter and appropriate charge will be raised on energy 

through the meter
• Changes to the TOU periods reduce the benefit of solar (peak hour shift)
• Generation capacity charge – is a fixed charge which also reduces the business case 

for wheeling
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Example of use of system charges and other charges not avoided by 
wheeling

Energy purchase costs Distribution network 
costs

Energy 
losses cost Retail costs

NERSA approved 
costs

Energy charge including losses and contribution to 
subsidies on all delivered energy

Network 
charge

Retail 
charge

Munic 
surcharge

NERSA+ 
council 
approved 
tariff

No wheeling

No wheeling

Energy purchase 
costs

Distribution network 
costs

Energy 
losses cost Retail costs

NERSA approved 
costs

Energy charge including losses and 
contribution to subsidies on all delivered 

energy*

Network 
charge

Retail 
charge

Munic 
surcharge

NERSA+ 
council 
approved 
tariff

With 
wheeling

With 
wheeling

Wheeled
Avoided 
purchase 

cost

• Munic purchase costs from Eskom are reduced by wheeling
• For wheeling the charges not avoided – even if there are not fully unbundled tariffs (Method 1 of the NERSA 

Third Party Rules)
• The Offtaker remains liable for all these charges on the delivered energy including the wheeled energy*
• The Distributor is kept whole as they recover all their costs including the cost of losses

Charges not avoided (no revenue loss)
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Unpacking the proposed changes
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Source Eskom retail tariff plan 24/25 and Eskom 
24/25 and 25/26 Schedules of standard prices

1. The tariff comprises TOU energy charges 
including the variable portion of the generation 
capacity charge, including losses and based on 
voltage and Transmission Zone

2. A R/kVA generation capacity charge based on 
NMD and voltage

3. A variable c/kWh legacy charge based on 
voltage 

4. A Transmission network charges recovering the 
cost of purchases of this service from the 
NTCSA based on voltage and Transmission 
Zone

5. The variable c/kWh ancillary service charge 
recovering Transmission ancillary service 
costs, based on voltage

6. The R/kVA network demand charge recovering 
a portion of Eskom Distribution costs based on 
maximum demand in a month, based on 
voltage

7. A fixed network capacity charge based on NMD 
and voltage recovering a portion of the Eskom 
Distribution costs based on NMD and voltage

8. The c/kWh rural and electrification subsidy 
charge

9. The urban low voltage subsidy charge based 
on voltage – ringfenced to only munic subsidies

10. A fixed R/day service  and R/day  
administration charges based on number of 
PODS


