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• SAETA commissioned Meridian Economics to contribute substantively to NERSA’s public consultations

• Our mandate was to serve the broad public interest

− We set out concepts, principles and strategic recommendations to support an efficient, competitive, 

transparent and investment-friendly market framework

− We submitted detailed written comments in addition to this high-level overview

• SAETA members broadly endorse Meridian’s submission and this presentation

− Members may supplement these submissions during the consultation process as further information 

and comments emerge

− SAETA members are: Africa GreenCo, Apollo, Discovery Green, Enpower Trading, Envusa Energy, 

Etana Energy, EXSA, Investec Trading, Lyra Energy, Mainstream, NOA, POWERX, Red Rocket and 

Sturdee Energy

Meridian’s submissions were commissioned by SAETA and 
developed independently

Given the limited time for this presentation, we focus on the key high-level points. Our written submissions and this 
presentation have been submitted to NERSA and are available here: https://meridianeconomics.co.za/publications

https://meridianeconomics.co.za/publications
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• The old model has run out of road: a vertically integrated, monopoly system delivered prolonged supply 
constraints and dramatically rising prices; and cannot finance the investment needed to replace an ageing 
coal fleet.

− Competition shifts risk off the consumer: SAWEM moves investment risk from consumers and taxpayers to 
energy companies and their investors, and disciplines cost through competitive rivalry rather than 
regulatory negotiation.

− Prices must signal scarcity level, not average sunk costs: In a competitive market, price is information – 
energy priced at its short-run marginal cost and capacity at the marginal cost of new entry. 

• Prices then rise when supply is scarce and fall when it is abundant, drawing in investment exactly where 
and when it is needed. That is what drives efficient dispatch, correct investment signals and sound 
consumption across the whole economy.

• The public interest is not a particular price, nor any producer’s revenue: it is in efficient price signals that 
drive reliable electricity supply at the lowest sustainable cost over time.

− Regulating for the market transition asks a different question: not “how is the approved revenue 
recovered?” but “what would the market price be — and how does every component converge on it?”

• A different paradigm for a different task

Reform rationale & key considerations (1 of 2)
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• However, Eskom remains dominant, not horizontally unbundled for competition: Competition alone 

cannot constrain market power in the early years. Vesting contracts and regulated Eskom generator bids 

will be required for as long as Eskom is dominant.

• Elephant in the room – Eskom Generation’s legacy financing obligations: Eskom's legacy financing 

obligations need to be addressed head-on and explicitly, based on the actual debt instruments on its 

balance sheet.

− To the extent that this debt is stranded in the context of efficient market pricing a reasoned allocation 

of costs between the shareholder, financiers and consumers should be worked out.

− If SAWEM is to amount to anything, efficient market prices should not be distorted by opaque 

regulatory methodologies to recover stranded financing costs.

Reform rationale & key considerations (2 of 2)
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• NERSA faces opposing pressures:

− To recover Eskom’s costs (including a portion of stranded costs) 

− To ensure electricity remains affordable

• Correctly applied, the MYPD method (MEAV-based RAB × WACC) would result in unaffordable 

electricity prices.

− As a result, Eskom and NERSA have never applied the RAB × WACC formula correctly – as clearly 

disclosed in NERSA decisions.

− For example, this is illustrated by the most recent MYPD6 decision use of a 4% real (pre-tax) WACC, 

rather than the 10.69–10.80% that Eskom and NERSA have themselves calculated to be appropriate.

− This puts NERSA in an impossible position: Its MYPD methodology is un-implementable

NERSA’s MYPD methodology is un-implementable
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• The Vesting proposal keeps this same MYPD-based mechanism: The capacity (and energy – an error) 

payment to generators is based on the regulated revenue requirement (MEAV-based RAB × WACC, 

plus depreciation and fixed O&M)

• The MEAV RAB valuation has no relevance in the context of the SAWEM

− An MEAV-RAB generates revenues sufficient to replace coal stations with equivalent new coal assets 

— an assumption that is no longer appropriate

− Future capacity additions will come from competitive market participants bringing their own 

financing and bearing their own risk, not necessarily from incumbent regulated monopolies that 

continue to socialise investment risk.

• The MEAV RAB does not reflect the efficient marginal cost of capacity from legacy stations, and is 

incompatible with how capacity will be priced in the market

− It does not distinguish the economic cost of providing capacity services from legacy stations from the 

inefficient or stranded cost of that capacity

Vesting retains the same legacy MEAV RAB approach
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High-level view of NERSA’s consultation proposal

Payment Hedge settlement (CfD) x Key concerns

Eskom Generation
(contracts per power station)

Offers energy at SRMC-based prices

SAWEM

Clears at System Marginal Price (SMP)

Eskom Distribution & 
Market-participating Munics 

Energy market revenue @ SMP Energy purchases @ SMP
Based on MYPD method 
built on the wholesale 
tariff structure

Central Purchasing Agency (CPA) 

Residual surpluses / shortfalls → Legacy Charge

Legacy Charge

• Section 34 contract costs (legacy and future)

• Cross-border contracts

• Vesting hedge imbalances: Consumers bear 

the entire cost of the incumbent's past 

investment by default

Upstream energy hedge (two-way CfD): 
Settlement = (Strike − SMP) × Vesting Volume; Strike = GRR 
Benchmark ÷ Benchmark Energy Quantity, 
built on benchmark-efficient costs, not actual costs

Strike price asymmetry: upstream strike (GRR-benchmark rate) ≠ 
downstream strike (wholesale active energy price) → Legacy 
Charge

Capacity payment: fixed generation costs (MYPD6 method)

3
Capacity payment mismatch: station-specific capacity 
payment vs OCGT-proxy Generation Capacity Charge; CPA 
bears the difference → Legacy Charge

Downstream energy hedge (two-way CfD): 
Strike = wholesale active energy-only price, settled against the 
SMP (includes infra-marginal rents). 

2
Strike vs SMP: Results in systematic CPA shortfall and ballooning 
legacy charge
Volume asymmetry: upstream settles on the defined Vesting 
Volume; downstream eligible energy = min(actual, contracted) — the 
two volumes will not match

Generation Capacity Charge: R/MW on rolling max demand

Legacy Charge: c/kWh, non-avoidable

Eskom 
Holdings

Customers

Capacity payment less ACR 
plus inframarginal rent on 
unhedged energy volume x Opaque financing contribution: No distinction between 

the portion of remaining financing obligations associated 
with efficient generation sunk costs and stranded costs. 

x

x

x x

Definitions
• Inframarginal rent: the surplus earned by a generator when the market price is higher than 

the generator’s marginal cost of supply.
• Avoidable Cost Rate (ACR): The cost that a generator could avoid if it did not remain 

available

Wholesale Tariff

x Energy calculated on residual: results in 
recursively declining energy charge and 
growing legacy charge 
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A more complete picture of the consultation proposal and 
concerns in red (in our written submission)

Physical power Payment Hedge settlement (CfD) n Key concerns

Eskom Generation
(contracts per power station)

Offers at SRMC-based prices

SAWEM
Wholesale market — day-ahead / intra-day

Clears at System Marginal Price (SMP); dispatch 
not altered by vesting

Eskom Distribution & 
Market-participating Munics 
Market Participant / Regulated Retailer

Buys energy in SAWEM; sells to customers at 
regulated wholesale tariffs

Retail 
Consumers

(incl. captive 
customers)

Power Power

Energy market revenue @ SMP Energy purchases @ SMP

Retail tariffs built 
on the wholesale 
tariff structure

S34 energy sold into SAWEM by CPA as BRP →
← SAWEM revenue for S34 energy, to CPA

CPA (within NTCSA)
Central Purchasing Agency — counterparty to the vesting, 

capacity & ancillary services contracts, and BRP for the Section 
34 legacy PPAs

Residual surpluses / shortfalls → Legacy Charge

Section 34 IPPs
REIPPP + legacy cross-border PPAs

+ new GASIPPP and BESIPPP

CPA takes over as PPA counterparty

Legacy Charge — composition and incidence

Legacy charge = (Legacy Contract cost + Vesting Contract difference) ÷ total purchased volumes, adjusted ± per 

period within a NERSA cap/floor

•  Legacy Contract cost = CPA payments under Section 34 PPAs − SAWEM revenue for that energy (net of 

balancing)

•  Vesting Contract difference = (hedge + capacity payments to Eskom generator) − (hedge payments from 

Distributors + capacity receipts from wholesale tariff)

Non-avoidable; payable by all Market Participants and BRPs; Regulated Retailers recover it from captive 

customers in retail tariffs

         All reconciliation residuals land here — ultimately funded by consumers

PPA payments S34 energy

Upstream energy hedge (two-way CfD): 
Settlement = (Strike − SMP) × Vesting Volume; Strike = GRR 
Benchmark ÷ Benchmark Energy Quantity, 
built on benchmark-efficient costs, not actual costs

1
Strike price asymmetry: upstream strike (GRR-benchmark rate) ≠ 
downstream strike (wholesale active energy price) → Legacy 
Charge

Ancillary service payments — availability + utilisation

Capacity payment — fixed generation costs (MYPD6 method)

3
Capacity payment mismatch: station-specific capacity 
payment vs OCGT-proxy Generation Capacity Charge; CPA 
bears the difference → Legacy Charge

Downstream energy hedge (two-way CfD): 
Strike = wholesale active energy-only price, settled against the 
SMP (includes infra-marginal rents). 

2
Strike vs SMP :Results in systematic CPA shortfall and ballooning 
legacy charge
Volume asymmetry: upstream settles on the defined Vesting 
Volume; downstream eligible energy = min(actual, contracted) — the 
two volumes will not match

Generation Capacity Charge — R/MW on rolling max demand

Ancillary service charge — c/kWh, payable by generators and loads

Legacy Charge — c/kWh, non-avoidable

Eskom 
Holdings

Wholesale 
Customers

(Munics, other BRPs)
Ancillary service charge

GCC

WEC

Power

Legacy Charge

Wholesale Tariff
Energy price too low: TOU 

energy charge based on 
residual generation cost 
after deducting all other 

payments to generators and 
the legacy charge. 

Downstream hedge 
settlements recovered 

through the legacy charge 
will recursively reduce the 

energy tariff

WEC – Wholesale Energy Charge
GCC – Generation Capacity Charge
ACR – Avoidable Cost Rate
LSE – Load Serving Entity

Capacity payment less ACR 
plus infra marginal rent on 
unhedged volume

4

5
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• Energy TOU tariffs 
built on SMP forecast

• Generation Capacity 
Charge

High-level view of the Market Proxy proposal

Payment Hedge settlement (CfD)

Eskom Generation
(contracts per power station)

Offers at SRMC-based prices

Generators pay the margin they earn on energy (SMP – SRMC)

CPA pays the minimum costs to keep the plant available

3

Hedge covers forecast error between actual SMP and 
forecast SMP

Generation Capacity Charge (GCC)

Legacy Charge: c/kWh, non-avoidable

Eskom 
Holdings

Generation-related financing 
payment =  Eskom-apportioned 
GCC – ACR + 
Vesting volume x (WEC – SRMC)

Inframarginal rent on 
unhedged volume

6

Central Purchasing Agency (CPA) 

Residual surplus paid to Eskom Holdings

SAWEM

Clears at System Marginal Price (SMP)

Eskom Distribution & 
Market-participating Munics 

Energy market revenue @ SMP Energy purchases @ SMP

Customers

Definitions
• Inframarginal rent: the surplus earned by a generator when the market price is higher than 

the generator’s marginal cost of supply.
• Avoidable Cost Rate (ACR): The cost that a generator could avoid if it did not remain 

available

Legacy Charge

• Section 34 contract costs (legacy 

and future)

• Cross-border contracts

• Other reconciliation residuals are 

netted off payments available to 

fund Eskom Generation-related 

financing obligations 

Wholesale Tariff
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Market Proxy proposal shows how it all fits together
(in our written submission)

Physical power Payment Hedge settlement (CfD) n Proposed remedies

Eskom Generation
(contracts per power station)

Offers at SRMC-based prices

SAWEM
Wholesale market — day-ahead / intra-day

Clears at System Marginal Price (SMP); dispatch 
not altered by vesting

Eskom Distribution & 
Market-participating Munics 
Market Participant / Regulated Retailer

Buys energy in SAWEM; sells to customers at 
regulated wholesale tariffs

Retail 
Consumers

(incl. captive 
customers)

Power Power

Energy market revenue @ SMP Energy purchases @ SMP

Retail tariffs built 
on the wholesale 
tariff structure

S34 energy sold into SAWEM by CPA as BRP →
← SAWEM revenue for S34 energy, to CPA

CPA (within NTCSA)
Central Purchasing Agency — counterparty to the vesting, 

capacity & ancillary services contracts, and BRP for the Section 
34 legacy PPAs

Residual surplus paid to Eskom holdings

Section 34 IPPs
REIPPP + legacy cross-border PPAs

+ new GASIPPP and BESIPPP

CPA takes over as PPA counterparty

A defined list of additional charges — composition and incidence

Disaggregated charges with clear definition of basis

• Legacy and future Sec 34 Contract cost = CPA payments under Section 34 PPAs − SAWEM revenue for that 

energy (net of balancing)

• Cross-border contracts – total CPA payments under legacy cross-border contracts less total SAWEM revenue 

for that energy (net of balancing payments)

Non-avoidable; payable by all Market Participants and BRPs; Regulated Retailers recover it from captive 

customers in retail tariffs

Other reconciliation residuals are netted off payments available to fund Eskom Generation-related financing 

obligations 

PPA payments S34 energy

Upstream energy hedge (one-way CfD): Strike = SRMC per generator, settled against 
the SMP on Vesting Volume; This extracts the Infra-marginal rent from the Eskom fleet 
on hedged volumes

1
Intentional Strike price asymmetry: upstream strike (SRMC) < 
downstream strike (wholesale active energy price) → Generates a surplus 
to pay Eskom holdings for Generation-related financing obligations 

Ancillary service payments — availability + utilisation

Capacity payment (Net ACR) — minimum fixed-cost floor needed to keep plant available for dispatch
less Ancillary service payments 

3

Downstream energy hedge (two-way CfD): 
Strike = wholesale active energy charge (WEC), settled against the SMP

2
Volume aligned to upstream hedge:  settles on the upstream 
Vesting Volume allocated pro-rata to LSEs according to their 
market-participating volumes

Generation Capacity Charge (Net CONE) — R/MW on rolling max demand

Ancillary service charge — c/kWh, payable by generators and loads

Legacy Charge — c/kWh, non-avoidable

Eskom 
Holdings

Wholesale 
Customers

(Munics, other BRPs)
Ancillary service charge

GCC

WEC

Power

Legacy Charge

Wholesale Tariff
TOU energy charge 

based on hourly 
SMP forecast

WEC – Wholesale Energy Charge
GCC – Generation Capacity Charge
ACR – Avoidable Cost Rate
LSE – Load Serving Entity

Generation-related financing payment =  
Eskom-apportioned GCC – ACR + 
Vesting volume x (WEC – SRMC)

Infra marginal rent on 
unhedged volume

3

5

4

6
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• Capacity and ancillary service costs are recovered twice: Once as discrete direct payments to Eskom 
generators and again via the energy hedge where these components are embedded within the strike price.

• Mismatch between upstream and downstream hedges creates a growing residual: Differences in strike prices, 
reference prices and settlement volumes generate a residual that increases over time and falls on the CPA and 
is recovered from all consumers in subsequent period through the non-bypassable Legacy Charge.

• Energy charges calculated as residual after deducting other charges from allowable revenue ⇨ recursive 
reductions in energy charge

• Energy under recovery in each period creates real cash flow / financing risk for CPA

• Market power remains unconstrained: While Eskom generators are required to bid in line with their short-run 
marginal costs, there is no requirement that each generator must offer available energy into the market. 
Without this provision, Eskom would be able to withhold capacity and artificially inflate the market price.

• Energy offer regulation: Framework defines fuel cost as: Heat Rate × Fuel Price. However, key details to ensure 
SRMC bidding remain unclear including how the take-or-pay contracts will be dealt with.

• Monitoring is discretionary: The entire monitoring section is permissive (“may”) – there are no binding 
obligations. No specific indicators or thresholds for identifying economic or physical withholding. Not 
integrated with SAWEM governance.

• Actual vesting contracts need to be published.

Other key issues addressed in our submission
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• Merely patching the current proposal will not work. The defects follow from the paradigm. The remedy is to 
change the basis of the tariff construction, not to merely adjust the drafting.

• The Market Proxy approach offers a design for Vesting Contracts that works with the market rather than 
against it

− It is implementable from day one – continued reliance on the MYPD is not

• Relieves NERSA of the untenable position it is currently placed in

• Removes the need for high-impact regulatory discretion that has no methodological basis to rely on

− It is far more defensible against legal challenge, resting on objective market proxy and cost evidence rather 
than judgement

− It keeps stranded-finance cost recovery visible and separate, rather than buried in the energy price

• Get the order of priority right – don’t put the cart before the horse: The people of South Africa and its 
economy are not there to serve Eskom; Eskom exists to serve them. Every design choice in SAWEM, including 
the Vesting and Wholesale Tariff framework, should be tested against that order of priority – consumers first, 
then the market, then the incumbent’s balance sheet.

• Our ask: that NERSA adopt the Market Proxy approach as the basis for Vesting Contract design, including 
separating out legacy debt payments as direct transfers to Eskom Holdings from the CPA.

Conclusion
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CONTACT US
www.meridianeconomics.co.za

nic.vandoesburgh@meridianeconomics.co.za

www.meridianeconomics.co.za 

17 Prince Street, Oranjezicht, Cape Town, 

8001, South Africa  

+27 21 200 5857

http://www.meridianeconomics.co.za/

	Default Section
	Slide 1: Transitional Pricing and Vesting Contract Framework
	Slide 2: Meridian’s submissions were commissioned by SAETA and developed independently
	Slide 3: Reform rationale & key considerations (1 of 2)
	Slide 4: Reform rationale & key considerations (2 of 2)
	Slide 5: NERSA’s MYPD methodology is un-implementable
	Slide 6: Vesting retains the same legacy MEAV RAB approach
	Slide 7: High-level view of NERSA’s consultation proposal
	Slide 8: A more complete picture of the consultation proposal and concerns in red (in our written submission)
	Slide 9: High-level view of the Market Proxy proposal
	Slide 10: Market Proxy proposal shows how it all fits together (in our written submission)
	Slide 12: Other key issues addressed in our submission
	Slide 13: Conclusion
	Slide 14


