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1. Executive Summary 

 
The purpose of this report is to provide the necessary information and 
motivation regarding the 2026/27 financial year proposed electricity tariff 
changes as calculated by the Cost of Supply (CoS) study. 

 
National Energy Regulator of South Africa (NERSA) requires a CoS study to 
establish and design electricity tariffs that will enable the Municipality to provide 
the service required by customers and recover costs incurred to ensure the 
sustainability of the Municipality.  

 
The objective of a CoS study is to apportion all costs required to service 
customers among each customer class in a fair and equitable manner, thereby 
developing cost reflective tariffs. 

 
2. Service Delivery and Budget Implementation Plan - IGNITE 

 
Directorate of Infrastructure and Planning 
Electrical Services 

 
3. Compliance with Strategic Priorities 

 
Provision of democratic, accountable and ethical governance 
Provision and maintenance of municipal services 
Creation and maintenance of a safe and healthy environment 
Promotion of tourism, economic and social development 

 
4. Delegated Authority 

 
None  

 
5. Legal Requirements 

 
Electricity Regulation Act (Act 4 of 2006), ERA 
Electricity Regulation Amendment Act, 2024 (ERAA) 
Electricity Price Determination Rules (2024) 
EPP, Electricity Pricing Policy, 1998 (GG No. 31741 of 19 December 1998) 
Municipal Finance Management Act, 2003 (MFMA) 
National Energy Regulator Act, 2004 (Act No 40 of 2004) 
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6. Background/Discussion/Evaluation/Conclusion 
 

Background 
 

The National Energy Regulator (NERSA) is a regulatory authority established 
in Terms of Section 3 of the National Energy Regulator Act, 2004 (Act No 40 of 
2004). NERSA’s mandate includes regulation of the electricity supply industry. 
According to Section 4(ii) of the Electricity Regulation Act, 2006 (Act No 4 of 
2006), the Energy Regulator must regulate electricity prices and tariffs. 

 
Policy position 23 of the Electricity Pricing Policy, 1998 (GG No. 31741 of 
19 December 1998) states the following: 

 
“Electricity distributors shall undertake Cost of Supply (CoS) studies at 
least every five years, but at least when significant licensee structure 
changes occur, such as in customer base, relationships between cost 
components and sales volumes. This must be done according to the 
approved National Energy Regulator of South Africa (NERSA or ‘the 
Energy Regulator’) standard to reflect changing costs and customer 
behaviour”. 

 
NERSA requires the following regarding municipal tariffs for electricity: 

 

• It should be in line with the NERSA Electricity Pricing Policy 

• All tariffs must be set as close as possible to the cost of supply 

• All small customers (domestic and business) should have fully cost 
reflective tariffs, with the following structure: 

 
o A basic charge to reflect the fixed metering, billing, revenue collection 

and customer services cost 
o A capacity charge based on the installed/limited capacity of the 

customer 
o An energy charge that covers the full energy cost, losses and surplus 

requirement. 
 

• All large customers should be charged a Time of Use (ToU) tariff with 
structure and slots as per the Eskom Municflex tariff applicable to the 
Overstrand area. 

 
Eskom has advised that their price increase for Municipal customers is 9.01% 
from 1 July 2026. 

 
Discussion 

 
Overstrand Municipality commissioned a comprehensive electricity pricing 
study with the following three components: 
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• Ringfencing electricity. The key objective of this part is to establish the true 
cost and revenue of electricity supply in the municipality. 

 

• The Cost of Supply study. The objective of the CoS study is to know the 
cost of supplying customers on each tariff and to compare this with the 
revenue from the current tariffs and thus the cross-subsidies. 

 

• Tariff study. The final step is to analyse the structure of the tariffs and how 
it differs from the cost structures and identify the cross-subsidies within the 
tariffs and then to provide new tariffs. 

 
Neil Lyners & Associates was appointed by Overstrand Municipality in March 
2022 to do a CoS study and to develop cost reflective electricity tariffs. One of 
the key members of the team was Energy specialist, Hendrik Barnard (of the 
company Elexpert), who is a national energy expert on CoS Studies and 
Electricity Tariffs. 

 
The study supplied detailed information on the following: 

 

• The real cost of supplying different customers, 

• The difference between costs and current tariffs and subsidies applied, and 

• The cost of various activities such as purchases, network and customer 
services, personnel costs, etc. 

 
This information was used to develop the following: 

 

• Formulate a pricing policy in view of the new information obtained, 

• Change tariffs to comply with the new policy set, 

• Formulate specific strategies of addressing cross-subsidies, 

• Develop management practices to address the high-cost items, 

• Develop marketing strategies to target opportunities offered by different 
tariffs. 

• Develop strategies which will facilitate the introduction of customer choice, 
and 

• Develop pricing strategies to integrate renewable energy into the system. 
 

The CoS study was presented to Council on 24 April 2023. 
 

For the proposed Eskom tariff increase, the Municipal electricity tariff increase 
was calculated as follows: 

 

GI Expenses Contribution % Increase  Effective % 

BP Bulk Purchases 74.71% 9.01% 6.73% 

S Salaries & Wages 5.32% 6.75% 0.36% 

R Repairs and Maintenance 1.63% 13.86% 0.23% 

Dep Depreciation 3.73% 5.00% 0.19% 

FC Finance Costs 1.74% 6.34% 0.11% 

OE Other Expenditure 2.16% 3.70% 0.08% 
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OH Overheads 10.71% 7.52% 0.81% 

  Total 100.00%   8.50% 

 
Evaluation 

 
The CoS study proposed the following: 

 

• Indigent customers must apply, and if qualified, will receive a subsidy 
covering the basic charge, capacity charge for 30 Amps, and Free Basic 
Electricity as prescribed in the municipality’s Indigent Policy. The subsidy 
will be offset by the Equitable Share Grant received from the central 
government.  

 

• All small customers (domestic and business) should have fully cost 
reflective tariffs, with the following structure: 

 
o A basic charge to reflect the fixed metering, billing, revenue collection 

and customer services cost 
o A capacity charge based on the installed/limited capacity of the 

customer 
o An energy charge that covers the full energy cost, losses and surplus 

requirement. 
 

• All large customers should be charged a Time of Use (ToU) tariff with 
structure and slots as per the Eskom Municflex tariff applicable to the 
Overstrand area. 

 

• Due to comprehensive nature of the tariff reforms, it was decided that the 
proposed recommendations be phased in over 4 years. The implementation 
started from the 2024/25 financial year (1 July 2024.)  

 

• The 2026/27 financial year will be the 3rd year of implementation of the 2022 
CoS. 

 

• A new CoS study must be undertaken in the 2026/27 financial year for 
implementation from 1 July 2027 as the 5-year validity period of the 2022 
CoS would’ve lapsed. 

 
The results of the CoS calculation for the proposed electricity tariffs for the 
2026/27 financial year are shown in Annexure B 

 
Conclusion 

 
The implementation of the detailed Ringfencing, Cost of Supply and Pricing 
Study includes: 

 

• Simplifying subsidies for indigent customers,  
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• Phasing out of the inclined block tariff for electrical energy and replacing 
it ultimately with a flat rate, 

• Phasing in a Capacity Charge to enable consumers to choose the most 
appropriate and cost-effective electrical capacity connection they 
require, and 

• Large consumers should be charged a Time of Use (ToU) tariff with 
structure and slots as per the Eskom Municflex tariff applicable to the 
Overstrand area. This tariff allows for High- and Low Seasons as well as 
Peak, Standard and Off-Peak periods.    

 
The Municipality will be implementing the third year of the CoS study for 
2026/27. 

 
Eskom proposed a 9.01% increase in bulk electricity purchase tariffs which is 
an effective 8.5% increase. The CoS study was used to calculate the third-year 
implementation increase based on the 8.5% increase. The results are 
illustrated in Annexure B. 

 
7. Financial Implications 

 
Basis: Revenue in accordance with annual approved tariffs. 

 
8. Staff Implications 

 
None 

 
9. Comments from other Departments, Divisions and Administrations 

 
Electrical Department: Senior Manager: G Lotter 

 
The Electrical Department supports the proposed 2026/27 electricity tariffs as 
calculated by the CoS study. 

 
10. Annexures 

 
Annexure A: Overstrand Cost of Supply and Tariff Study Executive Summary 
Annexure B: Electricity Tariff tables 

 
RECOMMENDATION TO THE COUNCIL:  
  
1. that Council takes note of the previously approved Cost of Supply study and 

the implementation thereof over a four-year period from 1 July 2024; 
  
2. that Council approves that the municipality implement the changes to the 

electricity tariffs, as advised in the Cost of Supply study, for year three of the 
four-year implementation plan; 
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3. that Council takes note that a new Cost of Supply study will be undertaken in 
the 2026/27 financial year because the five-year validity of the 2022 Cost of 
Supply will lapse in 2027;  and 

  
4. that the proposed 2026/27 electricity tariffs and the Overstrand Cost of Supply 

and Tariff Study be submitted to NERSA for approval. 
 
 
RESPONSIBLE OFFICIAL :  S MULLER 
 CFO 
 
TARGET DATE FOR IMPLEMENTATION :  1 JULY 2026 
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8. URGENT MATTERS SUBMITTED BY THE MUNICIPAL MANAGER (IF ANY) 

 
 
 
9. CONSIDERATION OF NOTICES OF MOTIONS / QUESTIONS 
 

At the time of the closing of the agenda, no notices of motions/questions were 
received. 

 
 
 
10. CONSIDERATION OF MOTIONS OF EXIGENCY (IF ANY) 
 
 


