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Sustainable Energy Briefing 15—SPECIAL EDITION

Eskom Tariff Increases—SECCP Submission

Sustainable Energy Briefing 15 wishes to addresgdpical question of Eskom’s proposed
tariff increases. The Sustainable Energy and Cén@tange Project (SECCP) believes that the
proposed tariff increases are at odds with botim@euc and environmental justice. The
proposed tariff increases will increase poverty patfurther strain on limited household
resources. It is simply unacceptable, in a clinoatesing petroleum and food costs, that South
Africa’s poorest citizens will be hit with tarifhtreases for a social service they cannot already
afford.

Furthermore, Eskom freely admits in its documeatato the National Energy Regulator of
South Africa (NERSA) that one of the main reasogisitd the proposed increases is the rising
cost of coal. Coal, oil, uranium and natural gasesall finite resources, which will be entering
into terminal decline in the short to medium teRising demand coupled with decreasing
supply means that prices of fossil fuels will ireese. Through its new build programme of new
coal fired plants, Eskom is locking South Africéoim dependence on coal for the next fifty to
sixty years. In much less than sixty years, theepof coal-fired electricity will surpass the cost
of electricity from wind and solar resources.

Sustainable Energy Briefing 15 consists of the SEG@vritten submission to NERSA, which
argues against a price increase until A) the neétlee poor are met, and B) Eskom starts using
sustainable, long-term and inclusive financial pliag.

The SECCP believes that Parliament and other Gowamhinstitutions have and should play an
important role in examining the proposed tariffreeses and the somewhat shaky assumptions
behind them.

Introduction

While the price of electricity needs to increabe, proposals put forth by Eskom are either
vague or at odds with poverty eradication. Unlesisoin’s adequately addresses the issue of
indigent users access and affordability of eledyrgupply and unless Eskom adequately
addresses its electricity-generation strategyithat the heart of its long-term financial ill-
health, Eskom’s proposals should be rejected by SR

Despite the above, a pro-poor strategy for elattraombined with overall price increases is
possible. This submission will outline this, pantar in relation to Eskom’s proposals (including
an inclining block rate), and chart a positive viayvard in a global climate of rising energy
costs and a local climate of deep poverty and ¢d@ccess to electricity.

Alternative Strateg

An alternative, pro-poor strategy to deal with tbquested tariff hikes has three key
components:
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1) A step-block tariff for domestic users with ftimst block free, second block at cost of supply,
and blocks beyond escalating according to usagthinthe step-block tariff it is critical to note
that the current free basic allocation is inadegaaid should be raised to an equivalent of
100kWh per person per month.

2) Contracts between Eskom and it contestable et (especially within industrial and
mining sectors) be opened for public scrutiny drat tariffs to these customers be increased to
meet rising costs and ensuring affordable accelsswancome domestic users. Rising energy
costs within energy intensive commercial operatiovisich account for the majority of
consumption) would not only increase revenue butld/also promote energy efficiency within
large-scale users. The failure of voluntary meas(sach as the Energy Efficiency Accord)
would thus be rectified through market instrumeBktkom’s documentation is remarkably
silent regarding contestable customers. It is ontention that those customers responsible for
the vast majority of demand for electricity shobk&lresponsible for the majority of the
financing of that demand (i.e. supply). Therefone, first step in increasing tariffs would be an
increase in tariffs to contestable customers. Wilsequire Eskom to disclose the contents of
its contracts to its contestable customers.

3) Diversion of some CAPEX resources away from &alclear and towards renewable forms
of energy is required for prudential financial plarg. Substantial studies indicate that over the
long-term that renewable forms of electricity gextien will be cheaper in terms of market-
based pricind.Even Eskom’s own submission bears this out;lieisause of rising coal and
diesel fuel costs that it needs to raise its wirifforder to increase revenue. The underlying
factors behind these rising costs are due to gawbigctors that are finite and unyielding; Peak
Oil (and the associated Peak Coal) theory indidhtaisthe world has either reached or will very
soon reach peak production in petroleum productssentially, fossil fuels are in a long-term
trend of increasing market value. The price of coatural gas and petroleum (and, to an extent,
uranium) will not come down. Eskom is running tkealrrisk, through its coal-fired power
station build, of locking South Africa into an exyséve energy path. This means that future
price increases are very likely. NERSA could fulfsl regulatory function by ensuring that
Eskom does not take unsound financial decisiortsttiaimpact upon society for generations.

Eskom’s Proposed Tariff Increases on Indigent Consumers

Even at an 18% increase, Eskom will be placingrddiuon consumers who cannot already
afford electricity. Despite the Government and Eslsorepeated boasts about electrification,
30% of South Africans are still without electricit9f the 70% who do have electricity, many
poor users suffer from disconnection. David McDdnr#s calculated that there were two
million disconnections by 2002Furthermore, users of prepaid meters disconneatsklves
(due to lack of funds to feed the meter), thussfaming the onus of disconnection from the
state to the citizenry. The Free Basic Allocatio®@k\Wh a month per household is widely
regarded to be inadequate; 50kWh doesn’t strettfain between six to eight people.

! Douglas Banks & Jason Schaffler, 2006. “The P@k@ontribution of Renewable Energy in South Adiic
Sustainable Energy and Climate Change Projec pg.

2 David A. McDonald. 2002. “The Bell Tolls For The@ost Recovery, Cutoffs, and the Affordability otiMcipal
Services in South Africa”, Municipal Services Pijgg. 3
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It is Earthlife Africa Jhb’s contention that theoppsed increases will cause more disconnection
and bite heavily into poor households’ budgetsogia ill will only be increased by the
proposed tariff structure. In response to risiregglcity prices, many poor consumers will turn
towards alternative energy sources such as paratial, and biomass. This will have enormous
financial and social consequences: For examp20@®, there were 46,000 paraffin fires,
50,000 paraffin burns, and at least 4,000 childiied from drinking paraffin. The total cost to
the economy of paraffin related incidents is R10iibh a year. Our children are being
physically scarred for life or are dying becauskdas refuses to supply adequate electricity to
its poorest and most marginalized citizéns.

Eskom'’s Profitable Rate of Return

The concept of a profitable rate of return as preskeby Eskom is too narrow, and NERSA
needs to apply an expanded definition. Eskom igragd the South African State and its
objectives need to match that of the State’s. Rylarge, the principal objective of the State is
to improve the living standards of its citizenriasing electricity costs for poor users is
contrary to that principal objective, and, thuse gart of the State (Eskom) is at odds with other
critical parts of the State (Social Welfare and étwEradication). Furthermore, rising tariff
costs increase the inflation rate, which pushethepepro rate, with consequences to consumer
spending. This could lead to an economic downtlinerefore, the proposed increases will not
mean a profitable rate of return for the State whale, and this perspective is lacking within
Eskom documentation.

Eskom’s Lack of Accounting for Externalised Costs

Implementation of the White Paper on energy has baenpered by the lack of enabling
legislation, e.g. for mandatory provision of infation (including by state owned enterprises)
and setting efficiency standards. However, someigians of the 1998 White Paper have
simply been ignored, incl. “ensuring that an edué@devel of national resources is invested in
renewable technologies, given their potential amdgared to investments in other energy
supply options;” (7.7). Others have been subjewety partial interpretation, such as the
provision of Objective 3 — Stimulating economic d®pment: “...energy prices to be as cost-
reflective as possible. To this end prices willreasingly include quantifiable externalities.”
(5.2.3)

While the Department of Minerals & Energy has thieees deferred commissioning of an
‘Externalities Study’, prices in large-scale, loegm electricity supply contracts are being set in
terms of a programme of the Department of Tradelahastry, which has not been through a
proper policy process and fails to ensure that everently accounted costs are covered.

In its documentation, Eskom does not refer to estésed costs and, hence, is projecting an
incomplete financial picture of its operations @splly those planned under the CAPEX
programme). This needs to be rectified beforeftaaife increased as the full financial costs are
not known.

% groundWork. 2007. “Peak Poison — The elite enerigis and environmental justice”, pg. 60. Avaikabt
http://mww.groundwork.org.za/Peak%20Poison.pdf
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Programme

In December 2006, Eskom and the Government sigmefi af deals with the Canadian
aluminium smelting corporation Alcan under the Oepenental Electricity Pricing Programme
(DEPP). The DEPP, which was never sent to Parlianpeovides a special tariff for foreign
corporations that want to buildgh electricity usage, industrial plant in Soutfiéa. The DEPP
ensures that the DER&iff will be cheaper than anywhere else in theld/¢or, at least, on par
with the next cheapest supplier of electricity) anlll be low enough to guarantee the
corporation a profitable internal rate of returen@acts signed under the DEPP are subject to
confidentiality clauses, meaning that the exadfftarll not be subject to public scrutiny.

What we do know is that the electricity contracAtoan’s proposed aluminium smelter at
Coega will be for the next 25 years and is for M®0 of electricity, enough to power a
medium city. The tariff could be as low as 12c/kWhe indirect financial subsidies (building
of transmission lines and externalized costs oégaion) to Alcan top over R12 billion.

While the Alcan smelter has been delayed for &t lgraee years, the contracts with Alcan under
the DEPP still stand. It is the height of ironyttBgkom seeks to increase rates to domestic
consumers (only accounting for 17% of electrichpsumption), while it sits on industrial
contracts with very low tariff prices. The DEPP slibbe scrapped as part of Eskom applying
the principles of justice to its tariff prices, atie Alcan contract terminated as a matter of
economic national security.

Eskom Management Bonuses

At a time when there is an energy crisis and risamif costs for ordinary South Africans,
Eskom should be seeking to cut non-essential aostsier to reduce tariff prices and finance
new, renewable build. Cost-cutting measures arenngskom’s documentation, and Earthlife
Africa Jhb is of the firm opinion that this is @bnceived. The first cost-cutting measure would
be Eskom top management bonuses, saving a minilch&®h®3 million this year alone.

Conclusion

To reiterate, the proposed tariff increases arasirgnd economically repressive for poor
households. The Earthlife Africa Johannesburg glyompposes low consumers of electricity
having to face tariff increases, and has providesitye recommendations to ensure that the
basic needs of South Africa’s poorest citizens (wtake up the majority of the citizenry) are
met in a climate of rising energy costs. This carabhieved while ensuring enough revenue
from other users to contribute to capacity expanaied maintenance of existing generation,
transmission and distribution.
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