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1. 
OVERSTRAND MUNICIPALITY: COST OF SUPPLY STUDY 
 
SU Muller Director: Infrastructure and Planning 
7 March 2023 (028) 313 8019 
 

1. Executive Summary 
 

The purpose of this report is to provide the necessary information and 
motivation regarding the Cost of Supply (CoS) study undertaken by Overstrand 
Municipality and the proposed electricity tariff changes and implementation as 
detailed in the report. 

 
As described in the guidelines of the National Energy Regulator of South Africa 
(NERSA), a CoS study is one of the most important considerations in 
establishing and designing electricity tariffs that are implemented to provide the 
service required by customers and recover costs incurred by the municipality.  

 
The objective of the 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 
EPP, Electricity Pricing Policy, 1998 (GG No. 31741 of 19 December 1998) 
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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 Megaflex tariff applicable to the 
Overstrand area.   

 
Discussion 

 
To assist municipalities to take advantage of new regulatory requirements and 
changes in customer behaviour, the Provincial Government of the Western 
Cape initiated the Municipal Energy Resilience Project (MER). 
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The MER is an initiative of the Green Economy Unit of the Department of 
Economic Development and Tourism (DEDAT).  

 
The project provided municipalities with the opportunity to apply for funding to 
conduct CoS studies, Integrated Resource Plans and Grid Capacity Connection 
studies. 

 
The Overstrand Municipality is one of six municipalities in the Western Cape 
selected to take part in this project and received funding to complete a CoS 
study.  

 
Overstrand Municipality commissioned a comprehensive electricity pricing 
study with the following three components: 

 
• 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 withing 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 for 
implementation in the 2023/24 financial year. 

 
The study was done with the assistance of energy specialist Hendrik Barnard 
(of the company Elexpert) who is a national energy expert on CoS Studies and 
Electricity Tariffs. 

 
The study supplies detailed information on the following: 

 
• The real cost of supplying different customers, 
• The difference between costs and current tariffs and thus subsidies applied, 

and 
• The cost of various activities such as purchases, network and customer 

services, personnel costs, etc. 
 

This information is 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, 
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• 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. 

 
Evaluation 

 
The study proposes 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 Megaflex tariff applicable to the 
Overstrand area. 

 
• Due to comprehensive nature of the tariff reforms, it is recommended that 

the proposed recommendations be phased in over 4 years. 
 

The CoS and Tariff Study report was workshopped by the Budget-, Finance- 
and Electricity Departments. The original recommendation for full 
implementation was evaluated during subsequent workshops, followed by 
considerations and recommendations to the Consultant to review proposals to 
allow a 3 year implementation strategy.  This still resulted in steep increases in 
some instances. The current position represents a 4 year phased approach.  
The comments were considered by the consultant and incorporated in the final 
document for submission to Council and NERSA. The Overstrand Cost of 
Supply and Tariff Study Executive Summary are attached as Annexure A and 
Annexure B respectively. 
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Conclusion 
 

The detailed Ringfencing, Cost of Supply and Pricing Study found that, to 
comply with legislation and the requirements of NERSA, the following should 
be implemented: 

 
• Simplifying subsidies for indigent customers,  
• 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 Megaflex tariff applicable to the 
Overstrand area. This tariff allows for High- and Low Seasons as well as 
Peak, Standard and Off-Peak periods.    

 
The proposed tariff structure changes might have a marked impact on certain 
customers, depending on their energy capacity requirements and consumption 
levels. For this reason, following is proposed: 

 
• That the changes be phased in evenly over a four-year period, and 

 
• Due to the current high tariff increases approved for Eskom, the severe 

load sheading regime currently being implemented, the declaration of a 
state of energy supply in the country as a disaster, and the general 
unfavourable economic conditions in the country, that the 
implementation of the findings of the CoS study be postponed by one 
year, therefore starting from 1st July 2024. 

 
It is proposed that the Council approve the CoS and Tariff Study, and that the 
same be submitted to NERSA for approval.  

 
7. Financial Implications 

 
Basis: Revenue in accordance with annual approved tariffs. 

 
8. Staff Implications 

 
None 
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9. Comments from other Departments, Divisions and Administrations 
 

Electrical Department: Managers: D Maree (Gansbaai and Stanford) and K 
du Plessis (Hermanus and Kleinmond). 

 
The Electrical Department supports the changes to the tariff structure being 
considered by the municipality. 

 
10. Annexures 

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

 
RECOMMENDATION TO THE COUNCIL:  
  
1. that the support received from the Provincial Department of Economic 

Development and Tourism through the Municipal Energy Resilience Project 
(MER) be noted; 

  
2. that the implementation by the Municipality of the changes to the electricity 

tariff structure, as advised in the Cost of Supply study, subject to NERSA 
approval; be approved; 
 

3. that these changes be phased in over a period of four years;  
 

4. that the implementation of the new tariff structure be postponed for one year, 
therefore starting from 1st July 2024;  and 

 
5. 

 
that the Overstrand Cost of Supply and Tariff study be submitted to NERSA for 
approval. 

 
 
RESPONSIBLE OFFICIAL :  S MULLER 
 S REYNEKE-NAUDé 
 
TARGET DATE FOR IMPLEMENTATION :  1 JULY 2023 
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