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1. The existing Wheeling Rules and related regulatory instruments already provide adequate guidance on the charges and 
tariffs needed to establish a fair competitive trading environment, and should be revised where required
− Including tariff matters in the Trading rules, duplicates regulatory effort, runs the risk of introducing logical contradictions 

and confusion into the overall regulatory framework, and of unduly discriminating between categories of customers (by 
making them trader specific). 

− Provisions in the Draft Trading Rules dealing with charges and tariffs should be removed; the Rules should instead 
reference the relevant Wheeling Rules and tariff methodologies

2. Loading the Trading Rules with restrictions on volume, customer eligibility and additional NBCs would entrench incumbent 
distributors’ monopoly position, undermine fair competition, jeopardise the renewables rollout, and invite legal challenge 
that would further delay the required tariff reforms

3. Fair competition between Traders and Distributors, and the price signals needed for urgent investment in flexible 
generation (batteries, etc.), can be achieved by implementing the existing Wheeling Rules and the requirements of the 
ERA. This requires:
− Urgently addressing the long-standing Eskom and municipal tariff structuring issues (unbundling and rebalancing), 

reflecting reasonable estimates of marginal capacity and energy costs aligned with the anticipated direction of SAWEM 
pricing

− Expediting GCC credits, in the Wheeling Rules and regulated tariffs, to unlock investment in storage and other 
dispatchable capacity for PPA-market customers

− Expediting the SAWEM capacity mechanism for implementation in 2027

Executive Summary 
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• Meridian Economics has been requested by SAETA to provide independent comment on the latest version of 
the proposed rules for Traders (Version 7).
− We have been requested to focus specifically on the applicability of Rules 11 and 12 which contemplate a 

series of tariffs and charges that distributors (NSPs) levy customers to whom Traders sell power, as well as 
their other customers.

• In this submission we:
1. comment on the role of Traders, Trading rules and the scope of what the rules should cover (not tariffs 

and charges)
2. address the principles that must be respected in setting tariffs and charges contemplated in rules 11 and 

12 and demonstrate that NERSA’s existing tariff rules, instruments and processes already determine how 
these tariffs are to be set

3. demonstrate that the existing Eskom tariff structures already reflect and recover the charges envisaged
4. raise important issues with the existing tariff structure regarding capacity, cost-reflectivity and how these 

can be addressed in migration to the SAWEM
5. respond to NERSA’s concerns about achieving fair competition between Traders and distributors without 

overly restrictive constraints on volume, NBCs and phased implementation
6. conclude with recommendations on next steps in finalising the rules 

Overview of this submission
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TRADING RULES SHOULD PROTECT CUSTOMER CHOICE AND 
EFFICIENT COMPETITION — REINFORCING TRADERS' CORE PURPOSE 
— WHILE TARIFF REGULATION IS HANDLED SEPARATELY

01
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• Traders provide a host of benefits to the power sector:

− Expanding customer choice by giving customers alternatives to the incumbent supplier

− Increasing competition by creating more routes to market for IPPs and more procurement options for customers. 

− Reducing risk for customers and generators by managing price, volume, balancing, forecasting, curtailment and contract 
risks. 

− Improving market liquidity and price discovery by connecting multiple generators, customers, storage assets and flexible 
loads. 

− Supporting renewable integration by aggregating variable generation and diversified customer demand 

• Trading rules should be carefully crafted not to limit, but to support the beneficial role that traders play

• Rules governing trader behaviour should have a clear link to the undesirable behaviour they seek to control or eliminate. 
Rules for their own sake should be avoided.

• The guiding principle for inclusion in the Trading Rules is that a matter should be:

− related to trading, 

− necessary to limit a clearly identified harm, and;

− not yet addressed elsewhere in the legislative framework

Role of traders and why rules are required



©Meridian Economics 2026  6  ׀

TARIFFS AND CHARGES CONTEMPLATED IN THE 
DRAFT TRADER RULES ARE GOVERNED BY PRICING 
PRINCIPLES AND REGULATORY INSTRUMENTS 
ALREADY IN FORCE

02
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• In Eskom's implementation of wheeling (in accordance with the NERSA Wheeling Rules) the customer invoice:

− Is first billed in full at the standard applicable consumer tariff on all energy consumed and capacity metered, as if no wheeling had taken place; and 
then

− A separate credit (refund) is applied under the NERSA-approved Gen-Wheeling tariff (broadly the WEPS energy rate, less losses) for the IPP energy 
injected.

• The customer therefore ends up paying the difference between a normal complete invoice and the credits applied for the wheeled energy, plus the 
contracted PPA price to the IPP.

− Customers that are wheeling thus still pay all capacity-based and other fixed charges, losses and non-by passable kWh charges to the distributor in full.

• The Gen-Wheeling credit rate is lower than the energy rate the customer is charged on their consumer tariff, so a gap remains that the customer still pays to 
Eskom on every wheeled unit:

− The credit is built up from the wholesale (WEPS) energy rate, less network losses — i.e. Eskom Distribution’s avoided cost (based on what they pay for 
energy), not the full retail energy price.

− The retail energy rate, by contrast, also recovers a portion of the Generation Capacity Charge (GCC) and various surcharges and cross-subsidies — none 
of which are refunded on wheeled energy.

− The wheeling customer therefore continues to contribute to these system costs in proportion to total consumption, even on units physically supplied by 
the IPP and pays the same for the use of system as any other customer.

• Wheeling arrangements vary considerably between the few municipalities that have implemented them.

− Some replicate Eskom's full charge-and-credit (WEPS-credit) approach; others — such as Cape Town — instead levy an explicit, published use-of-system 
charge on wheeled units, with the municipal bill adjusted so the customer is not charged the energy-supply component twice (the customer still pays 
the IPP directly under the PPA).

− Municipal surcharges are levied on total energy supplied and are recovered in full from customers whether they wheel a portion of their power or not

Recap: How charging for wheeling works
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• Tariff principles are set out in Section 15 of the ERA. Among other requirements, tariffs must:
1. reflect the efficient costs of the licensed activity;
2. give end users proper information on the costs their consumption imposes on the licensee’s business; and
3. avoid undue discrimination between customer categories.

• Under the Wheeling Rules (rule 13), the energy credit rate for wheeled energy is the NSP’s avoided cost of supply i.e the purchase cost they 
would have paid for this energy if the customer had sourced the power from the NSP.
− Crediting wheeled energy at this rate leaves the NSP in the same position as if it had not supplied that portion of the customer’s energy.
− A customer that wheels some of its power requirement must therefore be treated no differently, on the balance of power drawn from the 

NSP, than any other customer that consumes the same power but does not wheel anything.

Implication for the Top-up Supply tariff

• Draft Rule 12 appears to contemplate a separately-approved tariff for Top-up Supply that differs from the NSP’s standard TOU tariff  

• The TOU tariff an NSP charges for Top-up Supply must be the same as the tariff it charges any comparable customer for power consumed in the 
same TOU period.
− Proposed Trader Rule 12.1.2 requires Top-up Supply to be charged “in line with a NERSA-approved, fully unbundled cost-reflective tariff”. 

Tariffs to all customers must be aligned with this principle, or the tariffs would be in breach of the Act.
− If the Top-up Supply TOU tariff differs from the standard TOU tariff while wheeled energy is credited at avoided cost of supply, the Top-up 

Supply tariff cannot be cost-reflective.

• Customers buying even a miniscule portion of their power from traders would then face a discriminatory tariff.

• The TOU tariff for Top-up Supply must equal the standard TOU tariff the NSP charges all customers.
− If standard TOU tariffs are set in line with the Act and the wheeling credit rate is set in line with the Wheeling Rules, the NSP is indifferent 

between supplying customers that wheel and those that do not.

All customers must be charged the same tariff for the same 
service
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• NERSA’s legal framework and practices for regulating tariffs are well established.

− The regulatory powers to regulate prices, charges and tariffs as a condition of license are established under sections 14 
and 15 of the ERA.

− NERSA has also published the “Regulatory Rules On Network Charges For  Third-party Wheeling Of Energy” (the 
“Wheeling Rules”) in March 2025 (which already addresses the tariffs and charges applicable for trading activities).

• NERSA relies on section 35 of the ERA as the legal basis for making the Trading Rules. While this section envisages rules 
made for “trading” it does not provide for rules on tariffs and other charges which are already regulated under other 
provisions of the Act.

• Furthermore, the legal framework is clear that tariffs and charges should not unduly discriminate between customers. Tariff 
setting principles and rules are thus applicable to all licensees and categories of customers and cannot be selectively 
applied only to customers sourcing some of their requirements from traders.

− Pricing, charges and tariffs are thus not trading specific issues.

• Including tariff matters in the Trading rules, duplicates regulatory effort, runs the risk of introducing logical contradictions and 
confusion into the overall regulatory framework, and of unduly discriminating between categories of customers (by making 
them trader specific). Tariff setting, including any relevant rules, should be established as an integrated, coherent legal 
framework that reflects the governing economic principles established in the Act.

Tariff measures are covered elsewhere and should not be 
included in the Trading rules
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• Tariff unbundling

− the Wheeling Rules have already established the requirement for unbundled tariffs (Rule 9)

• UoS charges

− Established under the Wheeling Rules (Rule 9)

− Charged on customers’ TOTAL energy consumption (i.e. inclusive of wheeled energy) and therefore non-bypassable for 
wheeling customers

• Crediting Tariff (for wheeled power)

− Established in the Wheeling Rules (Rule 13)

− Applies to power wheeled to any customer whether a trader is involved or not. This cannot be superseded by a discriminatory 
tariff for the subset of customers supplied by traders

• Top-up supply (TOU tariff)

− Per previous discussion this tariff must be identical to the TOU tariff charged to all similar customers (e.g. Megaflex)

− Eskom Retail Tariff Structural Adjustment (ERTSA) process determines the appropriate tariff

• “Standby capacity” (This is in fact a Generation Capacity Charge, not a charge simply for backup)

− Established through the ERTSA process as the Generation Capacity Charge (GCC)

− Charged on customer NMD (not energy) and therefore a fixed charge  (non-bypassable for wheeling customers)

The charges proposed in the trading rules are already governed 
by rules in place elsewhere
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The charges proposed in the trading rules are already governed 
by rules in place elsewhere (continued)

• Subsidies and surcharges

− Addressed in the Wheeling Rules (Rule 11)

− Established through the ERTSA process

− Charged on customers’ TOTAL energy consumption (i.e. inclusive of wheeled energy) and therefore non-bypassable for wheeling 
customers

• Burdening the Trader rules with tariff specifications that are addressed elsewhere risks

− Creating discriminatory pricing structures misaligned with the Act

− Unintentional conflict between separate specifications of what should be the same tariffs

− Introducing market distortions based on whether customers are supplied by a trader or not

− Limiting customer choice, suppressing competition to supply customers, and ultimately raises the prices of alternative power provision
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EXISTING TARIFFS ARE ALREADY STRUCTURED TO ENABLE 
COMPETITION WITH NON-BYPASSABLE CHARGES, BUT NEED 
FURTHER REFINEMENT

03
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The current Eskom customer tariff structure (before crediting for wheeling) is 
already fully compatible with the proposed non-bypassable charges (NBCs) 

Transmission network capacity charge NBC Levied on customer NMD not reducible by wheeling

Distribution network capacity charge NBC Levied on customer NMD not reducible by wheeling

Distribution network demand charge NBC Levied on Peak monthly demand not reducible by wheeling

Ancillary service charge NBC Levied on all energy supplied to customer not reducible by wheeling

Active energy charge (Peak) Energy
-offset

Volumetric kWh charge  - reducible by wheeled energy at WEPS excluding 
losses (peak) and excluding GCC energy component 

Active energy charge (Std) Energy
-offset

Volumetric kWh charge  - reducible by wheeled energy at WEPS excluding 
losses (std) and excluding GCC energy component 

Active energy charge (Off peak) Energy
-offset

Volumetric kWh charge  - reducible by wheeled energy at WEPS excluding 
losses (off peak) and excluding GCC energy component 

Generation Capacity Charge (GCC) NBC Levied on customer Notified Maximum Demand (NMD) not reducible by 
wheeling

Affordability subsidy charge NBC Levied on all energy supplied to customer not reducible by wheeling

Electrification and rural subsidy NBC Levied on all energy supplied to customer not reducible by wheeling

Low voltage subsidy charge NBC Levied on customer NMD not reducible by wheeling

Administration and service charge NBC Not reducible by wheeling

Legacy charge NBC Levied on all energy supplied to customer not reducible by wheeling

Subsidies

Legacy charges

Active
energy charges
(including losses at 
GCC component)

Network charges 

Generation capacity
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Wheeling customers are already exposed to the full GCC in the 
current Eskom RTP as a non-bypassable charge

Eskom applied for 
GCC revenue 

totalling R19bn, 
based on 7% of total 

Gx revenue 

Eskom RTP 2024

GCC phased 
implementation for 
FY2026/27

Current Eskom RTP
application

80% of GCC levied as 
part of the energy 

charge in Megaflex

30% of GCC levied as 
a capacity charge 

70% of GCC levied as 
part of the energy 

charge in Megaflex

GCC phased
implementation for 
FY2025/26 Eskom increased the 

Megaflex energy charges to 
balance the lower-than-
requested GCC resulting 
from the phased 
implementation. However, 
the credit / refund rate for 
wheeled energy was not 
increased accordingly. 
As a result, the wheeling 
customer is also effectively 
charged the full GCC 
requested as 7% of total 
generation costs.

20% of GCC levied as 
a capacity charge 

Rather than approving the volumetric-to-fixed GCC rebalancing in one step 
NERSA is phasing the change in over several years.
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Customers still pay the NBCs whether they wheel power (and 
receive Gen-Wheeling energy credits) or not 

Example 5% saving

NSP  vs   (PPA   +   NBC) NSP  vs   (PPA   +   NBC) NSP  vs   (PPA   +   NBC)

NBCs are demonstrated here by assuming a customer wheels all of their energy needs under 
the 2026/27 Megaflex tariff. The remaining charges are therefore those that cannot be 
bypassed by wheeling. 
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Eskom RTP tariff applications revised NBCs to introduce the GCC in 2022, but the 
initial submission was not approved delaying implementation to the current MYPD6

Description
Large industrial Light industrial Commercial

Shifts from RTP 2022 to Megaflex 
2026/27RTP 

2022
Megaflex 
2026/27

RTP 
2022

Megaflex 
2026/27

RTP 
2022

Megaflex 
2026/27

Losses on energy charges + 
energy contribution towards 
GCC

5.1% 10.4% 8.0% 14.5% 8.4% 14.6%
Increased due to inclusion of GCC 
component as a non by-passable 
energy charge

GCC on NMD 10.4% 0.8% 16.7% 1.7% 13.8% 1.3%

Significantly lower as GCC reduced 
from 20% to 7% of Gx costs, 
combined with 30% phasing 
(effectively 2.1% of Gx costs).

Legacy charge - 10.5% - 9.5% - 9.8% New charge introduced

Network charges 5.3% 3.2% 14.5% 9.7% 12.5% 8.2%
Network charges reduced as share 
of customer bill

Subsidies 7.1% 5.9% 5.0% 4.1% 5.3% 4.3%
Subsidies reduced as share of 
customer bill

Administrative charges 0.1% 0.2% 0.3% 0.2% 1.4% 0.7%

Total NBC as % of customer 
bill

28.0% 30.9% 44.5% 39.6% 41.4% 38.9%

Share of NBCs as a fraction of typical customers total bill
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Customers with embedded generators are able to avoid a much 
higher share of fixed charges than wheeling generators

Example 5% saving

NSP  vs   (BTM   +   NBC) NSP  vs   (BTM   +   NBC) NSP  vs   (BTM   +   NBC)
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NBC are demonstrated here by assuming a customer generates all of their energy needs under the 
2026/27 Megaflex tariff. The remaining charges are therefore those that cannot be bypassed by wheeling. 
The customer remains grid connected for standby backup capacity.
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ISSUES AND IMPLICATIONS OF THE CURRENT TARIFF 
STRUCTURE – AND HOW THESE COULD BE ADDRESSED

04
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The GCC and legacy charge form the largest share of non-bypassable 
charges related to generation. 

Eskom RTP
2024

Description
Eskom RTP 2022 

(given in 2021/22)
Eskom RTP 2024 

(given in 2024/25)

Generation Capacity Charge

Share of total generation costs as per 
Eskom Cost-To-Serve (CTS) study

20% 7%

Revenue given in Eskom CTS (Rm/yr) 39 654 19 050 

Average GCC based on customer 
Notified Maximum Demand (R/kVA)

54.36 26.16

Implied Capacity Value based on 
peak demand (R/kW/yr)

1 367 692

Legacy Charge

Share of total generation costs as per 
Eskom CTS study

0% 11%

Revenue given in Eskom CTS (Rm/yr) 0 32 329

Average Legacy Charge on energy 
costs (c/kWh)

0 18.91

The combined revenue from 
the current GCC and Legacy 
charges in the latest RTP is 
similar* to the original GCC 
in the initial RTP 2022

*adjusted for inflation
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• Eskom’s CTS argues that REIPPPP tariffs exceed average system costs and should therefore be ring-fenced, non-
bypassable and recovered as a legacy charge (i.e. removed from the active energy charges)

•  The RTP 2024 determined average legacy costs of 18.91 c/kWh across 171 TWh, totaling R32.3bn to be recovered. 
This is ~42% of the FY 2027 IPP purchase costs disclosed in MYPD6.

• Legacy charges form a significant share of NBCs, yet the CTS and RTP documents lack detail on how the cost 
premium is calculated. At a minimum, the reference cost and methodology should be clearly disclosed, including a 
comparison of how the IPP supply and baseline costs vary over time across the year (e.g. hourly or by ToU period).

• The treatment of battery costs under the BESIPPPP and their relation to the legacy costs is not disclosed. 

The methodology to calculate legacy charges must be fully 
transparent

Description FY2026 FY2027 FY2028 FY2029 FY2030

Total IPP Purchases (Rm) 66 633 77 640 109 820 135 510 140 943

Total IPP Energy (GWh) 31 364 35 214 57 259 71 610 70 952

Implied R/kWh cost 
(nominal)

2.12 2.20 1.92 1.89 1.99

IPP cost and volumes according to MYPD6 NTCSA submission
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• The proposed Capacity Market would, over time, reveal this cost directly through competitive auctions, 
making it the natural and preferred mechanism for setting or informing GCC charges. 

• NERSA should treat the Capacity Market as the long-run solution and design the GCC framework to 
transition toward auction-derived price signals as that market matures. In the interim, absent a 
functioning capacity market, anchoring the GCC to the cost of new build, least-cost, dispatchable 
capacity that would likely set the price in a Capacity Market is a reasonable proxy. 

• The value of the GCC, however, should be determined as part of the wholesale tariff determination and 
not through the Trader Rules

The theoretically correct basis for the GCC is the marginal cost of capacity - 
the cost of procuring the additional generation capacity needed to serve an 
incremental unit of peak demand. 
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• No new coal plant is planned under the 
Integrated Resource Plan 2025 (or in any 
other recent independent modelling studies). 
An open-cycle gas turbine (OCGT) is 
commonly used as an appropriate 
benchmark for capacity costs as it is typically 
the technology with the lowest capital cost to 
provide dispatchable capacity (but highest 
operational costs). 

• The annual capacity payment of an OCGT 
includes the annual cost recovery on capital 
expenditure and Fixed Operation and 
Maintenance (FOM) for these assets.

Calculated GCC revenues based on an OCGT range between R40-60bn/yr, 
accounting for 13-19% of the total generation revenue in MYPD6 for FY2027

Sample calculation of annual capacity payments for an OCGT 

Description Low Base High

Overnight capex (R/kW) 12 507 16 281 18 522

Discount rate (pre-tax real) 9.6% 9.6% 9.6%

Lifetime (years) 30 30 30

Fixed O&M  (R/kW/yr) 67 67 67

Annual capacity cost (R/kW/year) 1 479 1 906 2 159

Annual costs (Rbn/yr) assuming 
27.5 GW peak demand

40.72 52.54 59.42

Annual costs relative to  MYPD6 
FY2027 Gx costs

~13% ~17% ~19%

* Costs are given in real Dec 2025 ZAR. 
** Sources Meridian Economics SA Power Market Report, MYPD6, EPRI. 
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• Market liberalisation, while incomplete, is outpacing tariff reform

− Generation licence requirement for private power lifted

− Behind the meter generation and IPP investments are growing rapidly

− Energy is traded via bilateral/multilateral physical contracts

− However, balance responsibility still sits solely with the NTCSA System Operator; no capacity obligations exist on customers or 
distributors while in terms of the ERA the Minister (under Sec 34 determination powers) is in effect still supplier of last resort.

• SAWEM spot energy mechanisms begin rolling out in 2027, extending balance responsibility to generators and distributors, while 
the capacity mechanism is still unresolved.

• While licensing reforms have eroded Eskom's monopoly, NERSA’s MYPD tariff methodology still reflects Eskom’s old monopoly-
supplier role:

− NERSA’s MEAV / DRC regulatory asset base method still;

a) assumes that it is Eskom that will build replacement generation assets; and 

b) sets asset values to generate sufficient cash flows for Eskom to fund coal generation technology replacements with new 
coal investments – but new coal generation is now obsolete

− there will be open market competition for new capacity investments and new capacity will not be coal-based

• Eskom will not build all, or even most, of the new replacement capacity and therefore does not require revenue streams 
based on the cost of replacing coal with coal. The current methodology thus overstates the required fixed capacity costs that 
Eskom seeks to recover via GCC revenue streams.

Tariffs should support market reforms, incentivise new
dispatchable capacity and ensure a level playing field
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Tariffs should support market reforms, incentivise new
dispatchable capacity and ensure a level playing field (cont’d)

• The Generation Capacity Charge (GCC) problem

− GCC is levied to recover and replace Eskom’s existing generation capacity.

− Behind-the-meter generation can reduce NMD exposure, but grid-reliant customers still pay.

− Growing solar PV penetration increases the need for dispatchable capacity (mostly storage), but until capacity and ancillary-
services markets are operational under SAWEM, energy arbitrage revenues alone are unlikely to support private investment in 
grid-scale batteries — the classic “missing money” problem.

− Without accelerated private investment in grid-connected storage, security of supply will decline rapidly as solar PV penetration 
grows.

− Eskom’s ability to draw on GCC revenues to fund new capacity gives it a structural funding advantage that other market 
participants — whether through PPAs or within SAWEM — cannot match, tilting the playing field heavily in Eskom’s favour.
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• Proposed remedies

− Enable the “wheeling” of capacity in addition to energy

• Amend the Wheeling Rules to allow customers to receive “capacity credits” that offset the GCC 
charge by procuring new dispatchable capacity elsewhere

− Fast-track work on developing and implementing the SAWEM capacity mechanism.

• Tariff reform imperative

− Future investment must come largely from market players, so tariff signals need to shift from 
recovering coal-based replacement costs to incentivising new capacity.

− This requires moving from the backward looking average-cost approach to forward looking marginal-
cost-based energy and capacity pricing, supplemented by efficient fixed-cost recovery mechanisms — 
bridging into SAWEM market-based pricing while encouraging investment in renewables and 
dispatchable generation (including storage) during the current reform stage.

Tariff setting should support market reforms and incentivise 
new dispatchable capacity – overcoming the challenges
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• Few operational systems. Only a handful of municipal wheeling systems in place; most are still drafting policy. The leaders are: Cape 
Town, Nelson Mandela Bay, George, with a few others approaching implementation.

• Most lack a formal framework. Wheeling into a municipal off-taker requires a council-approved policy, tariff and amended supply 
agreement; many municipalities deferred this work pending the national framework.

• Tariffs are not unbundled. Municipal tariffs still typically bundle network, energy and retail into one rate; without an explicit use-of-
system charge or unbundled energy credit rates, a clean wheeling arrangements cannot be implemented — NERSA itself flags this 
gap.

• Billing systems can't reconcile wheeled energy. Only around three municipal billing systems were known to have integrated wheeling 
— the meter-data-to-billing interface most municipalities run today is not fit for purpose.

• Eskom debt rules out much of the country. Eskom will not sign wheeling agreements with municipalities in arrears; Of the 71 
municipalities on the Eskom debt relief programme, 10 are compliant with current-account payments, with total municipal debt 
reported at around R110.5 billion 

• Trading raises the bar further. Settlement, supplier switching, NBC recovery and eventual hourly settlement need to sit on top of 
working wheeling solutions.

Customers connected to most municipalities still have no way to access 
wheeled or traded power — readiness gaps in tariffs, billing and frameworks 
keep competitive supply out of reach
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CONSEQUENCES OF MARKET-RESTRICTING RULES

05
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• An earlier version of the Trading rules proposed inclusion of the following three sections

− Volume Restrictions: Only gradual relaxation of proposed limits on the proportion of electricity that Contestable 
Customers can source from third-party suppliers.

− Non-Bypassable Charges (NBCs): ”Introduction” of mandatory charges for all grid-connected consumers to ensure 
equitable cost recovery for network use, stranded asset recovery, and subsidies for vulnerable customers.

− Phased Implementation Towards Full Retail Competition: Structured expansion of Contestable Consumer eligibility and 
mechanisms for customer switching, ensuring a smooth and balanced transition.

• NERSA has requested focused input on rule amendments that will achieve fair competition without these sections. We 
respond to this as follows:

• The threat to Distributors of unfair competition from Traders exists only if power wheeled to customers is credited at a rate 
above the Distributor’s avoided cost – in this case the Distributor is harmed as the refund to the customer exceeds the 
Distributor’s cost saving on power it no longer needs to purchase

− This is a tariff issue and can only be resolved by ensuring the crediting tariff correctly reflects the avoided cost and 
other charges reflect efficient provision of their associated services

− All other opportunities for competition between Traders and Distributors should be fostered by the Trading Rules, to 
avoid a situation where NERSA regulation is used to protect market power.

Consequences of attempts to address a tariff issue with overly-
burdensome trading rules
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Consequences of attempts to address a tariff issue with overly-
burdensome trading rules (continued)

• Volume Restrictions

− There is no basis in the legislation for constraining customer access to third party supply. Restrictions will:
• cause delay in renewable rollout thus threatening achievement of the IRP, South Africa’s NDC commitment and future security 

of supply
• prevent customers from meeting mandated renewables/decarbonisation targets, further threatening industrial investment
• Expose the NERSA rules to unnecessary litigation/legal review

• Non-Bypassable Charges (NBCs)

− The NBCs proposed already exist in the current tariff and have been set by NERSA based on information submitted by 
Eskom/Licensees

− Imposing arbitrary percentage thresholds for the overall level of such charges would violate the Act, exposing the Trading rules to 
legal review

− All charges must be set in accordance with the (efficient) cost-reflective, non-discriminatory provisions of the Act

• Phased Implementation Towards Full Retail Competition

− In reality, due to practical constraints at municipalities and Eskom,  implementation will necessarily take many years.
− Explicit rules related to contestable consumer eligibility create the same renewable rollout constraints as volume restrictions, and 

the same threats to the overall power system transition
− Additionally contestable consumer eligibility rules introduce undue and therefore illegal discrimination between customer 

categories. The notion of contestability is not founded in legislation.

• Whilst these proposed sections operate against 3rd Party traders they operate in favour of the Distributor, entrenching  their monopoly 
position for duration of these provisions, contrary to the purpose of the rules.
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CONCLUSIONS AND RECOMMENDATIONS
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1. The existing Wheeling Rules and related regulatory instruments already provide adequate guidance on the 
charges and tariffs needed to establish a fair competitive trading environment, and should be revised where 
required
− Provisions in the Draft Trading Rules dealing with charges and tariffs should be removed; the Rules should 

instead reference the relevant Wheeling Rules and tariff methodologies

2. Loading the Trading Rules with restrictions on volume, customer eligibility and additional NBCs would 
entrench incumbent distributors’ monopoly position, undermine fair competition, jeopardise the renewables 
rollout, and invite legal challenge that would further delay the required tariff reforms

3. Fair competition between Traders and Distributors, and the price signals needed for urgent investment in 
flexible generation (batteries, etc.), can be achieved by implementing the existing Wheeling Rules and the 
requirements of the ERA. This requires:
− Urgently addressing the long-standing Eskom and municipal tariff structuring issues (unbundling and 

rebalancing), reflecting reasonable estimates of marginal capacity and energy costs aligned with the 
anticipated direction of SAWEM pricing

− Expediting GCC credits, in the Wheeling Rules and regulated tariffs, to unlock investment in storage and 
other dispatchable capacity for PPA-market customers

− Expediting the SAWEM capacity mechanism for implementation in 2027

Conclusions and recommendations
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• Pragmatic next steps for NERSA to resolve the trading impasse include the following:

• Acknowledge the issues with the current tariff structure and undertake to urgently address these in the appropriate processes

• There is no shortcut to the requirement of establishing a compliant tariff environment

• Introducing new tariffs for customers of traders would itself trigger a need to re-balance tariffs to other customers in order for distributors to remain 
revenue neutral

• If the wheeling crediting tariff is incorrect, it would in any event be impossible to construct a new Top-up supply tariff that does not discriminate 
unduly between customers based on how much energy they wheel

• Remove provisions related to charges and tariffs from the Trading rules and reference the Wheeling Rules and other tariff methodologies where necessary

• Failure to do so will merely drag out the process, exposing NERSA to judicial review and causing further delays

• There is time to remedy the tariff properly

• We acknowledge that tariff unbundling requires significant effort with multiple dependencies including revisions to the EPP and MYPD methodology

• However, this tariff reform process will be conducted while wheeled volumes are still ramping up – construction time on existing and forthcoming 
projects allows sufficient time for implementation before actual traded energy volumes become material

• If an interim solution is necessary, the Tariff process is the appropriate place – not the Trading rules

• A pragmatic first step would be to:

• raise the GCC to a market-proxy reflective level (as part of the current Wholesale Tariff process) – likely ~13% - ~19% of current Generation 
revenue (as opposed to the current level of ~2%), reducing the energy component and associated wheeling credit accordingly; and

• enable third party capacity wheeling with capacity credits

Pragmatic next steps
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