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1. Background

The City of Johannesburg (CoJ) (the shareholder) gave City Power (SOC) Ltd (CP) the
mandate to buy and sell electricity to the citizens of Johannesburg. The two suppliers of
electricity are Eskom at 90% and Kelvin Power at 10%. The business operations are
regulated by the National Energy Regulator of South Africa.

CP is accountable to provide network services to all its customers. Network services
include:

» The purchasing, distribution and sale of electricity;
» Constructing networks;

= Connecting customers;

= Repair and maintenance of networks;

= Installation and maintenance of public lighting.

The Col provides a point of contact for customer services, revenue related functions,
etc. for customers in Johannesburg through the Customer Service Centres, Walk in
Centres and a Shared Services Centre, i.e. processing of applications, customer queries,
customer complaints, customer accounts and revenue management.

The National Energy Regulator of South Africa (NERSA) known as ‘the Energy Regulator’
is the regulatory authority over the energy sector in South Africa and its mandate
includes the regulation of the Electricity supply industry. In terms of section 4 (ii) of the
Electricity Regulation Act, 2006 (Act No.4 of 2006) (‘the ERA’), the energy Regulator
must regulate electricity prices and tariffs.

Electricity tariffs are set by COJ. These tariffs are reviewed once a year, with public comment
sought on any increases.The Energy Regulator approves, on an annual basis, a percentage
guideline increase which is issued to municipalities prior to them preparing their
budgets and tariff adjustment applications.

In terms of the Section 62 of the Local Government: Municipal Finance Management Act
(MFMA), Act no 56 of 2003, the Accounting Officer of the Municipality is responsible for
managing the administration of the Municipality. Section 74 of the Municipality Act
requires that a Council adopts and implement a tariff policy on levying of fees for
municipal services in accordance with prescribed principles.

This policy is a direct response to this requirement.

2. Objective of the Electricity Tariff Policy
The objective of the tariff Policy is:

(i) To ensure that tariff setting is aligned with economic policies of the country;



(ii) To ensure that the tariff submissions to the Council are always consistent and in
line with the shareholders expectations;

(iii) To ensure that municipal services are financially sustainable, affordable and
equitable;

(iv) To ensure that tariffs provide for transparent cross-subsidisation of poor
households where necessary and are feasible;

(v) CP tariffs are cost reflective and cost effectively linked to COJ financial framework.

3. Scope of the electricity tariff policy

The Electricity Tariff Policy applies to electricity tariffs charged by City Power (SOC) Ltd.
The policy contains the guiding principles that should be considered by management
during the determination, implementation and communication of the electricity tariff.

4. Exclusions
This policy doesn’t include the following:

e A model or how the computation of tariffs should be performed;
e A procedure manual on how tariffs should be implemented.

5. Electricity tariff regulatory framework
The City Power electricity tariff should be computed after consideration of the
following:

e Electricity Act 41,1987;

e Electricity Regulation Act 4, 2006;

e Municipal Finance Management Act (MFMA);

e NERSA Municipal Tariff Guidelines;

e Municipal Structures Act;

e National Treasury Budgeting guidelines for Municipalities;
e City of Johannesburg Tariff Policy;

e City Power Energy Trading Framework.

6. Basic principles in determining tariff structure
6.1. Electricity tariff design should take into account various aspects from all the
important stakeholders affected by the tariff, that is:

(i) Customer
a) Affordable — Tariff charged must be efficient and prudent;



(ii)

(iii)

6.2.

6.3.

6.4.

b)
c)

d)

Utility

a)

b)

c)

d)

State

e)

Non-discriminatory — Tariff charged must be equitable and fair;

Predictive and Stable — There must be trend and predictability, no shocks
to customers; and

Transparent and unbundled — The tariff charged must not have hidden
costs and must be simple to understand.

Revenue Recovery — Full cost must be recovered to ensure viable, stable
business in both short-term and long-term;

Efficient use — Tariffs must promote demand side and supply side
efficiency;

Cost reflective — There must be a link between cost of serving user and
price; and

It must take low cost to implement.

Social support — Tariff design must accommodate social programmes;
Environmental responsibility — Tariff design must be mindful of
environmental impact;

Sufficiency in generating capacity — Tariff design must provide expansion
through development of least cost options resources in line with national
resource planning;

State subsidies — The industry must be sustained without outgoing
subsidy; and

Returns — Must be fair and equitable.

City Power needs to apply the principles set out in this policy to ensure that

planning and management of electricity tariffs is implemented effectively and

consistently.

In setting its annual tariffs City Power shall at all times take due cognisance of

the tariffs applicable elsewhere in the economic region, and the impact which its

own tariffs may have on local economic development.

It is essential that a compromise be reached between the following value drivers

during the determination of a tariff structure:

a)

b)
c)
d)
e)
f)

The need to reflect the overhead and investment costs as accurately as
possible in order to achieve cost effectiveness;

The need to ensure quality and fairness between consumer groups;

The need for a practically implementable tariff;

The need to use appropriate metering and provisioning technology;

The need for an understandable tariff; and

The consumer’s ability to pay.



6.5. Note that a key principle associated with electricity tariffs is that all pricing
margins on purchases must be set on a business case basis so as to achieve
appropriate returns for the business.

6.6. City Power must ensure that its tariffs are uniformly and fairly applied
throughout the municipal area.

7. Current Tariff structures
The current electricity tariff structure consists of the following categories:

(i) Domestic tariffs
Domestic tariff shall be applicable to private houses, dwelling units, flats,
boarding houses and hostels, residences or homes run by charitable
institutions, premises used for public worships, including halls or other
building used for religious purposes and caravan parks. Three tariff
structures available under domestic customers are:

a) Prepaid;
b) Three part flat tariff;
c) Three part seasonal tariff.

(ii) Agricultural tariffs
The tariff is applicable to property or portions of land zoned for
agricultural purposes with maximum demand of 40kVA.

(iii) Business tariffs
This tariff is applicable to supply consumption capacity not exceeding
100KvA for purposes other than for domestic customers. Exceptions can
be made to accommodate customers with greater than 100kVA capacity,
provided that the customers cannot be classified in to large customers.

(iv) Large power user tariffs
This tariff is applicable to all users with supply exceeding 100 kVa.

(v) Time-of-use tariffs
This tariff is suitable for Large Customers who elect to reduce their
demand during peak and standard periods and who can reallocate all or
part their load through load management and load shifting capacity.

(vi) Special tariffs
Special tariffs include:
a) Special pricing agreements;



8.

8.1.

8.2.

8.3.
8.4.
8.5.
8.6.

Customers pricing agreements for large customers meeting City
Powers and the NERSA’s qualifying criteria are available;

b) Optional tariff - Green energy tariff
City Power would be offering a green energy tariff option in
conjunction with the NERSA and Green Energy Certification
Programme.

Elements of tariffs

City Power customers/ users are categorised into domestic, agricultural, business

and Large Power users based on the energy consumption and demand capacity

made available.

Tariff categories as mentioned above normally consist of three types of charges,

or part of i.e.:

a)  Energy —reflecting direct consumption of electricity;

b)  Service — reflecting cost of access to the grid;

c) Demand — reflecting network transmission costs.

All categories are subject to an energy charge.

All consumption categories, except prepaid are subject to a service charge.

Only large power users are subject to demand charges.

The following tariff structures are to be used to determine the appropriate

charge for customers:

a) Inclining block tariff (IBT)
Customer’s consumption is divided into blocks and each subsequent block
has a higher energy rate (c/kWh).
This tariff is applicable to residential, business and commercial with both
prepaid and conventional electricity meters. The tariff structure has been
set by NERSA in order to protect or cross subsidise low income domestic
customers while encouraging energy efficiency.

b) Single rate energy tariff
All costs are expressed in a single cent kWh charge.

c) Three part tariff
A basic monthly charge, capacity charge and a variable charge related to
metered kWh consumption and contain:
(i) Energy rate based on units of electricity consumed (This could include

time of use);

(i) Basic monthly charge or Service charge (R/ month);
(iii) Capacity (Ampere) charge (R/ month).



The tariff is applicable to residential, business and commercial customers.

d) Four part tariff for bulk customers
A basic monthly charge, access charge, demand charge and a variable charge
related to metered kWh consumption and contains:
(i) Energy rate based on units of electricity consumed (This could include
time of use);
(i) Basic monthly charge or Service charge (R/ month);
(iii) Capacity (Ampere) charge (R/ month)
(iv) Demand charge (R/kVA).

8.7.  An Availability charge will be charged on properties not connected to electricity
network should it be available to that property. This fee aims to recoup capital
and maintenance costs in respect of such properties. If the owner connects the
service with the intention to improve the property the debit will be adjusted pro
rata from the date of the connection.

8.8.  Minimum demand charge

Monthly minimum demand charge in terms of large power user tariffs and time of use

tariff shall be calculated using the greater of the following:

(i) The measured demand, or

(i) A demand of 70 kVA, or

(i) A demand based on the 80% average of the three highest
demands recorded over the preceding 12 months.

9. Application of tariff principles

9.1. Users should be treated equitably in application of tariffs.

9.2. Poor households must have basic services at least through any of the following:
a) Tariffs covering only operating and maintenance costs;
b) Special (“lifeline”) tariffs for low levels of use;
c) Any other direct or indirect method of subsidisation.

9.3. 150kWh per month of free basic electricity is provided to poor households.

9.4. Tariffs should cover costs associated with distribution, i.e. capital, operating,
maintenance and interest charges, in a reasonable manner.

9.5. Tariff level should ensure financial sustainability of the service provision.

9.6. Provision may be made for surcharges on tariffs in appropriate circumstances.

9.7. Provisions may be made for local economic development of specific categories
of commercial and industrial users through special tariffs.

9.8. The economic, efficient and effective use of electricity within environmental
constraints must be encouraged.



10.

11.

Process for tariff structuring
City Power tariff structures need to contain the following major activities and
milestones:

a) Analysing of the NERSA guidelines for the average tariff escalation rate for
the next term;

b) Consideration of the revenue requirements for the next term;

c) Confirmation of the socio-economic goals to be achieved through the tariff
structure;

d) Consideration of national legislation;

e) Consideration of the requirements of the COJ growth and development

strategy;

f) Consideration of local economic development requirements;

g) Determination and evaluation escalations per user category and charge

type;

h) Clarity on distribution of tariff increases across the various user categories
and the implication of adjustments to the tariff structure;

i) Submission of the proposed new tariff structure to the COJ Council and
NERSA for approval.

Tariff Approval Cycle
Figure 8.1: Tariff Approval Cycle below depicts the annual process followed to
obtain NERSA approval for the proposed City Power electricity tariffs.

The Energy Management team should be aware of the associated timelines and
ensure that all requisite submission documentation is prepared and sent to the
appropriate authority in a timely manner.

Figure 8.1: Tariff Approval Cycle
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End October = deadline for submission

Of Distribution information forms (D-forms)

LEGAL AND OTHER CONSIDERATIONS

1. MFMA

2. Municipal Structures Act
. Prescribed public consultation process
. Council approval of municipal budget

3. National Treasury
. Budgeting guidelines for municipalities
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12. Glossary terms
For purposes of this policy, the terms referred to throughout have been defined

below unless the context indicates otherwise:

Term Description
Agricultural Means the person or household to whom municipal services are rendered
customer in respect of agricultural purposes with a service connection whose
maximum capacity is 40kVA.
Means a fixed monthly or annual charge levied against the account holder
which is based on the cost of providing a municipal service to the premises
Availability of the account holder This would be in cases of properties not connected to
Charge electricity network while a connection was requested and made available to

that property.

Bulk customer

Means the consumer which is directly connected to the transmission
system and during the single buyer model shall be supplied with bulk
electrical power.

Customers that are not defined as domestic customers and includes halls,
churches, schools, sports clubs, restaurants, theatres, consulting roomes, all

Business . . . . . . .
other commercial and industrial premises and residential establishments
customer . . . .
where a business license exists (such as hotels, bed and breakfast premises,
hostels, retirement homes etc.).
Customer A natural or juristic person that purchases electricity for end use purposes.
Demand The power in kVA or kW of electricity measured over any period of thirty
(30) consecutive minute intervals.
Demand The charge payable for each kilovolt- ampere of the maximum demand
charge supplied during any 30 consecutive minutes of the month;
Domestic - .
Means the person or household to whom municipal services are rendered
customer in respect of residential property.
Energy charge | A charge for each Kilowatt-hour (kWh) of electrical energy;

Green energy

Energy generated from a sustainable source such as solar, wind or wave.

Large power
user

A customer with consumption exceeding 100 kVA.

Meter

A device that records the demand and/or electrical energy consumed and
includes Credit and Prepayment Meters.

Municipality

Means the City of Johannesburg municipal entity;

Municipal area

Means the geographic area, determined in terms of the Local Government:
Municipal Demarcation Act No. 27 of 1998 as the municipal area pertaining
to the Municipality.

Supply

A supply of electricity from the supply main.
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