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Meridian’s submissions were commissioned by SAETA and

developed independently

« 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
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Our submission in five points

«  We support the objective: A wholesale tariff that translates competitive market outcomes into fair, transparent
customer charges is essential to the transition now under way. Our concern is with the mechanism, not the destination.

» Two papers, one system: The Wholesale Electricity Pricing methodology (WEP) and the Vesting Contract Framework (VCF)
are two parts of a single pricing and financial system - every mismatch in the vesting contracts becomes a charge in the
wholesale tariff.

« Notimplementable as drafted: The energy charge is defined as a residual, so each reset raises the Legacy Charge and
lowers the energy charge. The construction does not converge. Several further defects are arithmetic rather than matters of
judgement.

« A workable alternative exists The “Market Proxy” proposal builds every charge from a market price or market proxy. It has
fewer moving parts, every component can be tested against an external reference.

« Substantial work remains before this can be finalised: The supporting models have not been published, the retail
methodology that gives the wholesale tariff effect has not been written, and no benchmarking against comparable
transitions has been done. Crucially we ask NERSA to convene technical workshops before the methodology is settled.

« (Given the limited time for the presentation we focus on the key high-level points. The details are in our written submission -
available on our website: https://meridianeconomics.co.za/publications/comments-on-nersa-vesting-contract-and-
wholesale-pricing-framework-consultation-documents/ )
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The wholesale tariff sits inside a larger financial system of SAWEM transactions and

CPA vesting contracts — what is charged downstream must reflect what happens
upstream
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The current construction does not deliver the regulatory

objectives

* The components do not cohere. The Energy Charge, Generation Capacity Charge, vesting settlements and Legacy
Charge do not work together as a system, and in some cases the calculations do not reconcile.

« Energy: Circularity in the calculation. Defining the Energy Charge as a residual and using the Legacy Charge to
absorb hedge mismatches between upstream and downstream, creates circularity and distorted price signals. There

is a clear risk of a negative feedback loop in subsequent periods where a growing legacy charge recursively reduces
the energy charge.

« Capacity: is paid and recovered inconsistently. How capacity is paid to generators does not match how it is
recovered from customers, and capacity and ancillary-service costs are potentially duplicated or unclearly allocated.

* The remedy. These mechanisms throughout the whole framework need to be designed based on the same
marginal cost principles and tested as one integrated system.
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The underlying problem: a paradigm built for a different task

« Revenue allocation is not market price formation. The illustrative tariff distributes Eskom’s approved R250 billion
energy “revenue requirement” across time-of-use periods with no consideration of what market participants pay for
energy. That is monopoly-era tariff-making applied to a market transition.

« The economy's reference price for power becomes a function of the incumbent’'s MEAV regulatory asset base — not
of the marginal or incremental cost of supplying energy services. The South African Wholesale Electricity Market
(SAWEM) exists precisely to let competition determine that price.

« Regulating a 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?”

» Others have solved this. Ontario, the Nordic market, Ireland, Chile, the Philippines and Australia faced the same
problems of incumbent dominance and legacy cost recovery with market-referenced designs. NERSA should
benchmark its proposal against international learning.

« This is why 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.

©Meridian Economics 2026 | 7 //KM\\\\\



A more complete picture of the consultation proposal and

concerns in red (in our written submission)

WEC — Wholesale Energy Charge
GCC - Generation Capacity Charge
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Build the tariff from market value, not revenue recovery

* Invert the order of construction. Start from the economic value of each electricity service — established
through competitive market prices or appropriate market proxies — and then address legitimate
historical and legacy obligations separately and transparently.

« Alllegacy costs are recovered explicitly, not disguised. Dealing with them as an identified, justified
charge is what allows the energy price to carry a clean market signal. Embedding them in the MEAV
RAB tariff destroys the signal and transparency without reducing the cost.

« The wholesale tariff is “infrastructure” for the whole economy. It provides the reference price against
which consumption, wheeling, self-supply, storage and demand response are evaluated —in a
decentralising system it guides efficient investment and consumption decisions well beyond Eskom's
balance sheet.

« The stakes are growth and employment. A reference price set to recover an incumbent's historical
revenue, rather than to signal the value of supply, misdirects investment across the economy. This is not
only about who recovers what, but about how we restore sustainable economic growth.
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Implementing a Market Proxy architecture, with a managed

glide path from WEPS

» The Market Proxy alternative.
— Regulated prices should approximate competitive market prices or appropriate market proxies, while

— Eskom generators receive efficient incremental operating and availability costs (see Vesting Contract
submission), and

— Legacy financing obligations are dealt with separately and transparently (see Vesting Contract submission).

* Price three distinct products. The wholesale tariff should approximate the market value of each:
— Energy: forecast hourly SMP translated into a market-aligned TOU tariff.
— Capacity: proxy competitive capacity price (start with OCGT costs), explicitly aligned with the future CRM.
— Ancillary services: separately and transparently priced.
— Legacy costs: separately identified, justified and subject to sunset arrangements — not embedded in

energy or capacity price signals.

* No abrupt change from WEPS. A defined glide path from the existing WEPS structure toward the Market
Proxy tariff allows an orderly transition while progressively strengthening market-based price signals.
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A market-based TOU tariff (combined with capacity credits) is urgentl

required to ensure that the Wholesale Tariff reflects upstream realities
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Market Proxy proposal shows how it all fits together

(in our written submission)

WEC — Wholesale Energy Charge
GCC - Generation Capacity Charge
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The choice before NERSA: the two proposals compared

Both proposals pursue the same objectives. One can be implemented, audited and wound down; the other cannot.

_ NERSA Consultation proposal Market Proxy proposal

Energy charge Residual left over after the other charges — no link Built up from the forecast hourly System Marginal Price
to market value

Capacity charge Charge = RAB x WACC per station = GCC + Charge = GCC = Net Cost of New Entry (Net CONE) =
legacy charge; payable to the incumbent only OCGT capacity costs; credits open to all technologies:

Legacy Charge Uncapped catch-all absorbing every residual inthe  Two named items, each defined, auditable and with a
system sunset

Hedge design Legs mismatched on strike, reference price and Legs matched (except the upstream strike — a designed,
volume — permanent shortfall visible surplus) (Vesting Contract submission)

Stranded costs Borne by consumers by default, without definition Explicit, transparent payment to Eskom Holdings — a
or reasons visible policy decision

Implementability Does not converge; cannot be calculated as Fewer moving parts; every component externally
published testable; terminates
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Recommended next steps for NERSA — the consultation process

Both papers are at framework or high-level methodology stage. It is not yet consultation on the instruments that will bind
the market.

« Convene a series of technical workshops rather than short virtual hearings. The issues are complex, structural and
arithmetical. They can be worked through, but require more time and interaction than a single hearing.

« Ensure that the process meets the disclosure and specificity required of public participation. Insufficient disclosure
carries legal risk to the determination itself.
— Put a specific proposal before the public, not high-level principles.
— Publish the draft vesting contracts and consult on them before they are concluded.
— Publish the supporting calculations in live spreadsheet form.
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CONTACT US

nic.vandoesburgh@meridianeconomics.co.za

17 Prince Street, Oranjezicht, Cape Town,
8001, South Africa
+27 21 200 5857

\

A\

MERIDIAN

NAVIGATING COMPLEXITY


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

	Slide 1: Wholesale Electricity Pricing Methodology
	Slide 2: Meridian’s submissions were commissioned by SAETA and developed independently
	Slide 4: Our submission in five points
	Slide 5: The wholesale tariff sits inside a larger financial system of SAWEM transactions and CPA vesting contracts — what is charged downstream must reflect what happens upstream
	Slide 6: The current construction does not deliver the regulatory objectives
	Slide 7: The underlying problem: a paradigm built for a different task
	Slide 8: A more complete picture of the consultation proposal and concerns in red (in our written submission)
	Slide 9: Build the tariff from market value, not revenue recovery
	Slide 10: Implementing a Market Proxy architecture, with a managed glide path from WEPS
	Slide 11: A market-based TOU tariff (combined with capacity credits) is urgently required to ensure that the Wholesale Tariff reflects upstream realities
	Slide 12: Market Proxy proposal shows how it all fits together (in our written submission)
	Slide 13
	Slide 15: The choice before NERSA: the two proposals compared
	Slide 17: Recommended next steps for NERSA – the consultation process
	Slide 18

