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Definitions

Authority:

This refers to Eswatini Energy Regulatory Authority.

Cost of Service Study:

A study conducted to establish how much it cost to service each
particular class of customers. The last study was completed in
September 2017.

Cost-reflective Tariffs:

Tariffs that are indicative of cost-causation and reflect the cost
of supplying a particular category of customers.

Quality of Service Standard: is regulatory instrument which the Authority and the licensee
uses to monitor the quality of the service provided to the
consumer.
Quality of Supply Standard: is regulatory instrument which the Authority and the licensee
uses to monitor the quality of the electricity supplied to the
consumer.
Regulatory Clearing Account:

An account kept by a regulated electricity licensee in

which all variation in actual results differ from forecasts. It
enables the entity to be able to recoup under/ over recoveries in
revenues.
Regulatory Period:

It is a full year for regulatory purposes. For Eswatini ESI, it is
similar to the utility company’s financial year.

Subsidy Framework:

A regulatory instrument which objective is to protect indigent
customers from tariff increases and ensure that they access basic
level of the electricity services.

Tariff Methodology:

A regulatory instrument used to determine a sufficient revenue
requirement by a licensee and subsequently derive tariffs at a
level that will enable recovery of the revenue requirement.

Utility:

This refers to the Eswatini Electricity Company.
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1. Executive Summary
1.1.EEC’s Application
On the 31st October 2020, the Authority received a tariff filing from the Eswatini Electricity
Company. This followed the suspension of the February 2020 tariff decision for MYPD3. In
its application, EEC was requesting a revenue requirement of E2,551,705,200 for the financial
year 2021/22 and a revenue requirement of E2,933,239,977 for the financial year 2022/23.
Over and above the budgeted costs for the respective years, the total revenue requirement was
inclusive of 2019/20 Regulatory Clearing Account (RCA) balances which the utility seeks to
be liquidated. The RCA balance is E19,584,731 under-recovery for the financial year 2019/20
and an RCA balance of E138,771,343 approved in February 2020. This translated to an average
tariff increase of 7.61% for each of the MYPD4 years.
The EEC application can be summarized in the table1:

Unit Sales (MWh)

Fixed Assets (Net of Customer funded assets, grants)
Inventories
Accounts Receivable less accounts payable
Allowed Regulated Asset Base (RAB) ( E )
Allowed Return %
Allowed Return (E)

2020/21 - EEC
Budget (No Tariff
Award)
1,127,451

2020/21 - Current
EEC Estimates (No
Tariff Award)
2021/22 - Proposed 2022/23 - Proposed
1,145,104
1,163,058
1,174,689

E
2,075,041,378
56,217,783
(31,820,046)
2,099,439,115

1,825,041,378
82,000,000
(18,000,000)
1,889,041,378

E
2,037,083,776
75,000,000
(30,000,000)
2,082,083,776

E
2,836,652,630
67,000,000
(30,000,000)
2,873,652,630

7.92%

9.50%

7.92%

7.92%

166,275,578

179,458,931

164,901,035

227,593,288

1,274,101,949
995,680,861
(15,480,493)
2,254,302,317

1,257,015,228
962,634,556
(14,743,327)
2,204,906,456

1,445,094,142
1,090,341,386
(29,444,632)
2,505,990,896

1,594,279,013
1,142,284,539
(30,916,864)
2,705,646,689

166,275,578

179,458,931

164,901,035

227,593,288

2,420,577,895

2,384,365,387

2,670,891,931

2,933,239,977

Allowed Expenditure ( E )
Cost of Sales
Operating Costs (incl. depr.)
Deduct Other income
Total Costs ( E )
Allowed return ( E )
Allowed Revenue before reconciliation ( E )
Minus over recovery approved by ESERA
Add back 100% under recovery from 2019/20
Net Allowable Revenue ( E )

138,771,343
19,584,612
2,420,577,895

2,384,365,387

2,551,705,200

2,933,239,977

Table 1: Summary of EEC Application (Source: EEC Tariff Application Write-up)
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1.2.The Legislative Framework
The Authority initiated the review of the application in accordance with the relevant legislation,
including the Energy Regulatory Act, 2007, the Electricity Act, 2007, the Tariff Methodology,
and other relevant regulatory tools.
1.3.Stakeholder Consultations
The Authority conducted stakeholder consultations as shown in table 2:
Date

Audience

Place

Time

11/14/2020 Business and domestic consumers

Lavumisa

9:30 AM

11/21/2020 Business and domestic consumers

Siteki

9:30 AM

11/24/2020 Business and domestic consumers

Mbabane

9:30 AM

11/28/2020 Business and domestic consumers

Piggs Peak

9:30 AM

12/4/2020

Trade Unions/Consumer groups

Manzini

9:30 AM

12/5/2020

Business and domestic consumers

Manzini

9:30 AM

Govt

Ministries

Eswatini

&

Stakeholders,

Business
SCGA,

12/10/2020 SSA, etc

Physical/Virtual 10:00 AM

12/12/2020 Business and domestic consumers

Nhlangano

9:30 AM

Table 2: Stakeholder Consultations- November to December 2020
During the consultations, stakeholders raised quite a number of issues, of which a majority
were indicating that the tariff increase request unacceptable at this time. Amongst the issues
raised, was non-affordability of electricity in light of depreciating purchasing power of
worker’s salaries, and high unemployment rate. Furthermore, consumers decried the negative
effects brought about by the COVID-19 pandemic. Other issues raised included the need for
the Authority to speed up projects aimed at creating an enabling environment for investors in
the energy sector. This in particular included the need for net metering/ electricity banking and
wheeling arrangements.
1.4.Technical and Economic Analysis
Minimum Filing Requirements
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The Authority further conducted extensive analysis of the filing. The analysis focused on
compliance with minimum filing requirements, quality of service standard (SZN 026) and
quality of supply standard (SZN 028. Also conducted was after-the-fact reconciliation of the
results of 2019/20, through a thorough review of RCAs.
Although EEC met most of the filing requirements, it was noted that EEC did not provide
feedback on the directives of the Tariff Order of February 2020. This includes an update on
conducting a manpower study, optimal financing structure, and development of a RAB register.
The analysis revealed that EEC was \able to meet most of the filing requirements with the
exception of providing an independent opinion or report on the efficiency of its operations.
Quality of Supply
A review of EEC’s performance with the Quality of Supply Standard was conducted. The
review is based on the Quality of Supply Compliance Evaluation Report submitted by the
Eswatini Electricity Company (EEC) as part of the Tariff Filling Requirements and covers the
period April 2019 – March 2020. It also references historic reports from the 2016 calendar year
as well the 2018/19 financial year.
The 2019/20 financial year reporting on QoS was based on thirty-two instruments monitoring
some of the nodes on the EEC network – an improvement from thirteen instruments in the
previous year. The compliance levels presented in the Compliance Evaluation Report for
2019/20 financial year cannot be used to conclusively present a picture of the network’s
compliance to the Quality of Supply Standard (SZNS 028) due to issues on data availability.
There is an evident need for the EEC to review her Power Quality (PQ) Monitoring Framework
to addresses the following issues: installation of appropriate and adequate protection for PQ
instruments to prevent PQ instrument failure, ensure routine monitoring on availability of PQ
instruments, and data logging through the remote monitoring platforms used. The EEC should
also provide feedback on corrective actions presented in Compliance Evaluation Reports from
2016 and 2019 which were aimed at improving QoS countrywide.
The EEC is further expected to furnish the Regulator with the Quality of Supply Compliance
Evaluation Reports on an annual basis as stipulated in the utility’s license conditions.
Quality of Service
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The Quality of Service standard (SZNS026:2013) is a regulatory tool used in the Eswatini
Electricity Supply Industry (ESI) to monitor and report on the quality of service activities as
provided by licensees to customers and is administered by the Authority. The standard outlines
a number of service activities that the licensee must report on for compliance monitoring. For
the year ending in March 2020, it was noted with concern that the licensee fails to meet the
standard target success rate of 95% for all service activities with the exception of credit
metering. In the provision of supply, for instance, the success rates were 64% and 73% for
provision of quotations and provision of supply, respectively.
On average, the licensee was able to restore 84% of unplanned interruptions within 24 hours,
with a significant number of customers experiencing outages for more than two consecutive
days. For planned interruptions, the standard provides that where a customer or a group of
customers have suffered a series of interruptions within a short period of time, the utility shall
endeavour to prevent coincident planned interruptions from affecting the same customer(s) for
at least two months. However, this is not being monitored.
With respect to customer complaints, the licensee continues to maintain an above target
performance in ensuring that telephonic customer complaints are handled in compliance with
the standard. However, the handling of service activities such as average response time,
incoming calls dealt with within 5 min, and lost call rate need to be improved.
The licensee should ensure full compliance with SZNS026-2 Reporting Guidelines as deviation
from the standard format makes it difficult to accurately assess the compliance.
Regulatory Clearing Account 2019/20
When analyzing the RCA balances, based on the information limitation, not all discretionary
pass-throughs were allowed for EEC. The Authority decided on the RCAs as follows:
Revenue Requirement (Adjusted)

Item
EEC Request
Adjustment
Approval

Revenues Recovered

2019/20
2,411,838,622
229,839,602
2,181,999,020
2019/20

Facility Charge Revenues

68,792,006
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Energy Sales Revenues

1,850,932,076

Demand Sales (kW or kVA) Revenues

327,151,569

Access Revenues

147,936,025

Year-end adjustments made

0
2,394,811,675

Allowed RCA Balances

2019/20

RCA Balance Allowed

Over-recovery

(212,812,654)

Table 3: ESERA RCAs decisions
2021/22 and 2022/23 Application
The Authority further analyzed the forecasts for 2021/22 and 2022/23. The Authority looked
into the reasonableness of forecasts and assumptions made. There were major adjustments
made in areas such as the RAB, return on RAB or WACC, depreciation of RAB, employee
costs, as well as key economic indicators.
The total RAB forecasts were adjusted downwards by a 10% slippage factor based on past
trends on asset capitalization.

The graph (Figure 1) shows the trend in forecast and actual

capitalization:

Regulated Asset Base Value

Regulated Asset Base Value: Budget vs Actual: Historic and
Forecast
(Source:EEC Spreadsheets)
3,000,000,000
2,500,000,000
2,000,000,000
1,500,000,000
1,000,000,000
500,000,000
-

2014-15

2015-16

2016-17

2017-18

2018-19

2019-20

2020-21

2021-22

2022-23

BUDGET

1,323,717,12

1,323,717,12

1,457,965,52

1,248,611,52

1,248,611,52

1,425,693,27

1,825,041,37

2,037,083,77

2,836,652,63

ACTUAL

1,177,573,25

1,169,675,97

1,226,583,36

1,009,842,45

973,663,342

1,104,335,73

Year
BUDGET

ACTUAL

Figure 1: Historic and Forecast asset values
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The return on RAB was adjusted from EEC’s proposed 7.92% to 7.28% after a review of the
key assumptions used to calculate WACC. The comparison of the WACC computation is
shown in table 4:

WEIGHTED AVERAGE COST OF CAPITAL COMPUTATIONS
2020 Analysis
Utility

ESERA

Filing

Computation

WACC Input Assumptions
Risk free rate (nominal)

8.618

5.75

60%

60%

5.3

5.3

0.358

0.36

27.50%

27.50%

6.65

7.81

Equity beta (leveraged)

0.747

0.748

Nominal before tax

17.35

13.40

Nominal after tax

12.58

9.71

10.93

10.04

7.92

7.28

Gearing
Market Risk Premium (nominal)
Asset beta (unlevered)
Corporate Tax Rate
Calculations
Cost of debt
Nominal before tax
Cost of equity

Results
WACC (nominal before tax)
WACC (nominal after tax)

Table 4: Comparison of WACC computation
Salaries were also adjusted and allowed to escalate in line with increase in staffing and cost of
living adjustment assumed to be 3% for each of the years based on the most recent approval by
PEU. An adjustment by a

productivity factor of 1% was also applied to salaries, whilst

overtime costs were capped as a percentage of the remuneration costs. The caps were 15% for
generation and transmission, 25% for distribution, 11% for customer service, and 2% for
support divisions.
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1.5.Tariff Recommendation/ Approval
After incorporating all the analyses summarized above, and other analyses discussed elsewhere
in this report, the Authority approved EEC’s revenue requirement for the respective financial
years as shown in table 5:
2020/21- Approved
Cost of Sales

2021/22

2022/23

1,328,460,735

1,431,024,762

1,577,351,078

Operating Expenditure

806,286,784

885,362,916

914,849,221

Depreciation

171,126,440

87,411,432

88,270,227

Allowed Return on RAB

143,284,389

118,958,428

152,156,693

RCA Balances

(138,771,343)

(245,177,670)

(106,406,327)

Other Income

(16,254,518)

(29,444,632)

(30,916,864)

2,294,132,488

2,248,135,236

2,595,304,028

Revenue Requirement

Table 5: Approved Revenue requirement for 2020/21 and 2021/2022 financial years

There above allowed revenues are to be recovered via the various charges shown in table 6:
Estimate 2020/2021

2021/2022

2022/2023

Facility Charges

71,806,809

74,818,674

80,200,755

Energy Charges

1,848,048,478

1,842,854,530

1,829,892,123

Demand Charges

346,673,793

351,873,900

352,643,386

Access Charges

153,321,992

155,636,515

155,561,385

2,419,851,072

2,425,183,619

2,418,297,649

Table 6: Projected allowed revenue recovery streams
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The approved revenues shall be recovered through a 1.33% tariff decrease in 2021/22 and a
1.27% decrease in 2022/23. Table 7 shows the changes in average tariff, the adjustment rate,
the revenue requirements for each year and the revenues to be recovered in that particular year.
Estimate 2020/2021
Consumption (MWh)
Average

2021/2022

2022/2023

1,145,104

1,163,058

1,174,689

2.11

2.09

2.06

(1.33%)

(1.27%)

Tariff

(E/kWh)
Average Tariff Adjustment
Revenue Requirement

2,294,132,488

2,248,135,236

2,595,304,028

Revenue Recovery

2,419,851,072

2,425,183,619

2,418,297,649

(177,048,383)

177,006,379

Deferred Recovery
Net Under/ (Over) Recovery

(42,004)

Table 7: Average tariffs and increase adjustment rates for 2020/21 and 2021/22
It is further directed that domestic customers’ tariff increase by 3% for each of the years
2021/22 and 2022/23, whilst the energy component for Time-of-Use (ToU) customers and for
corporate non- time-of-use customers should be adjusted to recover the outstanding allowed
revenues. No adjustments should be made to the other tariff components. EEC is further
directed to introduced the revised tariff structure for Life-line customers, with the subsidized
batch of consumption being at 60% of the domestic tariff in each year.
2. The Legislative Framework
In regulating prices and making tariff determinations, the Authority is guided by the Energy
Regulatory Act, Electricity Act, and applicable key regulatory instruments, in particular tariff
methodology.
2.1. Energy Regulatory Act, 2007
The Eswatini Energy Regulatory Authority is a regulatory body established through the Energy
Regulatory Act, 2007. The overall responsibility of the Authority is regulation and control of
the Eswatini Electricity Supply Industry, through the Electricity Act, 2007.
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In terms of section 5 of the Energy Regulatory Act, 2007, the functions of the Authority include
but not limited to:
•

Issuing licences

•

Setting licence conditions

•

Enforcing compliance to licence conditions

•

Regulate and approve tariffs, charges and conditions of services provided by
licensed entities

•

Receive, investigate and adjudicate complaints

•

Set quality of supply and service standards

•

Encourage development of uniform industry standards and code of conduct

•

Promote the interest of consumers while maintaining the integrity and sustainability
of regulated entities.

2.2. Electricity Act, 2007
In terms of the Electricity Act, 2007, tariffs shall be regulated in accordance with Section 32 of
this act. The Act states that:
“Prices ... shall be regulated ... according to one or more of the following tariff methodologies,
which shall:
•

allow a licensee that operates efficiently to recover the full costs of its business
activities, including a reasonable return on the capital invested in business;

•

provide incentives for continued improvement in respect of technical and
economic efficiency with which services are provided;

•

provide incentives for continued improvement of quality services;

•

give to consumers proper signals regarding the costs that their consumption
imposes on the business of the licensee; or,

•

avoid undue discrimination between consumers and consumer categories.”

2.3. The Tariff Methodology
In terms of section 6 of the Tariff Methodology Regulations, the Authority shall hold a public
hearing or hearings at such venues and times as it considers appropriate to canvass the opinions
of interested parties on the application for the tariff adjustments.
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The Authority shall consider the application for tariff adjustment and make a decision
within three months, with due consideration of the following:
•

The tariff methodology;

•

Public opinion canvassed by the Authority;

The Tariff Methodology states the following tariff objectives:
Expectations

Tariff Objectives

Description

Customer

1. Affordable

Least cost options (price should exclude
inefficiencies)

2. Non discriminatory

Tariffs should be applicable to all customers on
an equal and fair basis

3. Predictable & Stable

Customers should be kept informed and real
price adjustments should be gradual

4. Transparent

Easy to read and apply, and contains no hidden
costs

5. Cost Reflective

Cover the costs of the business plus a return
(profit) component

6. Encourage efficient use

Appropriate price signals that will stimulate
efficient use of electricity

7. Implementation cost

Implementation and transaction costs should be
low

8. Social Support

Tariff levels and structures should accommodate
social programmes

9. Self sufficiency in generation
capacity

Expansion through development of own
resources

10. SOE’s to be self funding

ESI should not rely on Government for funding

11. Shareholder expectations

Appropriate taxation & dividends

Utility

Government

Figure 2: Tariff methodology stakeholder expectations and tariff objectives
3. Eswatini Electricity Company (EEC) Application for the Forth Multi-year Price
Determination Period (MYPD 4)
On the 31st October 2020, the Authority received a Tariff application by the EEC for the
MYPD4 (resubmission following suspension of previously approved adjustment), which
covers the financial years 2021/22 and 2022/23.
The utility company was requesting a revenue requirement of E2,551,705,200 for the financial
year 2021/22 and a revenue requirement of E2,933,239,977 for the financial year 2022/23.
Over and above the budgeted costs for the respective years, the total revenue requirement is
inclusive of 2019/20 Regulatory Clearing Account (RCA) balance which the utility seeks to be
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liquidated. The RCA balance applied for was E19,584,612 under-recovery. The reasons the
utility provided for the variances ranges from lower local generation output compared to
budget, SAPP prices differing from forecasts, reactive maintenance, amongst others. To
recover the requested revenue, EEC requested an average tariff increase of 7.16% for each of
the MYPD4 years.
The table 8 below shows a breakdown of the EEC’s requested revenue requirement:
2020/21 - EEC
Budget (No Tariff
Award)
1,127,451

Unit Sales (MWh)

Fixed Assets (Net of Customer funded assets, grants)
Inventories
Accounts Receivable less accounts payable
Allowed Regulated Asset Base (RAB) ( E )
Allowed Return %
Allowed Return (E)

2020/21 - Current
EEC Estimates (No
Tariff Award)
2021/22 - Proposed 2022/23 - Proposed
1,145,104
1,163,058
1,174,689

E
2,075,041,378
56,217,783
(31,820,046)
2,099,439,115

1,825,041,378
82,000,000
(18,000,000)
1,889,041,378

E
2,037,083,776
75,000,000
(30,000,000)
2,082,083,776

E
2,836,652,630
67,000,000
(30,000,000)
2,873,652,630

7.92%

9.50%

7.92%

7.92%

166,275,578

179,458,931

164,901,035

227,593,288

1,274,101,949
995,680,861
(15,480,493)
2,254,302,317

1,257,015,228
962,634,556
(14,743,327)
2,204,906,456

1,445,094,142
1,090,341,386
(29,444,632)
2,505,990,896

1,594,279,013
1,142,284,539
(30,916,864)
2,705,646,689

166,275,578

179,458,931

164,901,035

227,593,288

2,420,577,895

2,384,365,387

2,670,891,931

2,933,239,977

Allowed Expenditure ( E )
Cost of Sales
Operating Costs (incl. depr.)
Deduct Other income
Total Costs ( E )
Allowed return ( E )
Allowed Revenue before reconciliation ( E )
Minus over recovery approved by ESERA
Add back 100% under recovery from 2019/20

138,771,343
19,584,612

Net Allowable Revenue ( E )

2,420,577,895

2,384,365,387

2,551,705,200

2,933,239,977

Table 8: Breakdown of EEC's proposed revenue requirement
The EEC application was based on the economic and technical assumptions listed in table:
FY-2020/21

FY- 2021/22

CPI – sourced from CBE

4.34%

4.06%

Population Growth

1%

1%

US$/E

15.77

16.78
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WACC

7.92%

7.92%

Eskom tariff increase

10.16%

15%

267,837 (Y-O-Y 5.4%)

288,416 (Y-O-Y 7.7%)

Number of Customers
Unit Purchases

1,344 GWh (Y-O-Y

1,358 GWh (Y-O-Y 1%)

4%)
Unit Sales

1,163 GWh (Y-O-Y

1,174 GWh (Y-O-Y 1%)

1.5%)
System Losses
Reserve

Capacity

13.50%
from 190 MW

13.50%
190 MW

Eskom
Table 9:EEC's economic and technical assumptions
The WACC used by EEC to compile a return on RAB was taken from the ESERA decision of
February 2020 and was not updated for changes in key variables.
EEC has budgeted to undertake capital projects that amount to E33 million for 2021/22 and
E45 million for 2022/23 for generation. The projects include:
•

Rehabilitation of Maguduza H1

•

Build a drive way to Ezulwini Surge Tower

Capital expenditure budgeted for transmission is E121 million for 2021/22 and E218 million
for 2022/23. The projects include:
•

132kV protection upgrade

•

Automation of Substation 11kV meters

•

Eskom 3 (Mahamba- Nhlangano 2) 132 kV steel towers and OPGW

•

Strategic power transformers

•

Normandie Line Refurbishment
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The capital budget for distribution is E71 million for 2021/22 and E86 million for 2022/23.
The budget covers the following projects:
•

Underground cabling to improve reliability

•

New feeders,

•

Staff houses for Nhlangano and Hluthi depotsThe purchase/ generation mix for the
MYPD is budgeted as follows:

Figure 3: MYPD4 projected purchase/generation mix
The system’s maximum demand for MYPD4 is forecasted as follows:

Figure 4: MYPD4 maximum demand forecast
4. Technical Analysis and Findings on past Approvals
4.1. Minimum Filing Requirements
EEC complied with most of the minimum filing requirements. However, it was noted that EEC
still needs to develop a Regulated Asset Base Register. EEC also did not provide feedback on
some of the directives that were included in the February 2020 Tariff Order. These include the
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study on optimal financing structure, study on optimal staffing level, as well as the
development of the RAB register. EEC did not provide an independently verified report on its
operations to assure the Regulator that the costs incurred in the past were efficiently incurred
and that the forecasts made in the application can be trusted as reliable.

Recommendation #1:
To provide assurance that past expenditure and future forecasts are prudent, in next reviews,
EEC must provide Reports on Operational Efficiency and Budget Assumptions Used.
1. The Report on Operational Efficiency Study shall include analysis and conclusion
on:
•

The efficiency of procurement procedures and past decisions taken by EEC (for
power, stores material, human resource, etc)

2. Budget Assumption Book/ Report that shows key assumptions used to derive
Forecasts e.g. Energy Consumption, Energy Demand, Operating Expenditure (With
personnel costs shown separately), Capital Expenditure, etc.
The above requirement has to be adhered to, over and above the requirements to develop a
RAB Register, conduct a Manpower Study and conduct an optimal financing structure study
which were directed in the February 2020 Tariff Order.

4.2. Technical Compliance Analysis
4.2.1. Quality of Supply
Introduction
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The review contained herein is based on the Quality of Supply Compliance Evaluation Report
submitted by the Eswatini Electricity Company (EEC) as part of the Tariff Filling
Requirements and covers the period April 2019 – March 2020. The Quality of Supply Standard
(QoS) is useful in assessing a licensee’s level of compliance to acceptable technical
specifications for voltage and current signals.
In this review, reference is also made to historic reports for the 2016 calendar year (1st January
2016- 31st December 2016) and the 2019 financial year (April 2018 – March 2019) submitted
as a requirement in past rate fillings.
For the 2019/20 financial year reporting on QoS was based on thirty-two instruments
monitoring some of the nodes on the EEC network as presented on Figures 1 and 2 below.
Several other instruments present at the EEC are utilized for investigation purposes and are not
part of this discussion. The 32 instruments are a commendable increase in network coverage
from 11 to 13 instruments for the 2018 and 2019 financial years respectively.
Analysis
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Figure 5: Summary of Power Quality Performance on the EEC Network
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Figure 6: Summary of Power Quality Performance on the EEC Network
The sites monitored were assessed for compliance to several quality of supply parameters such
as: voltage magnitude, voltage unbalance, flicker, total harmonic distortion, harmonics and
voltage dips amongst others.
Worth noting is that the summarized information presented on Figures 5 and 6 for power
quality performance at the various monitoring points does not present the measured quantities/
values relative to the expectations from the standard.

A presentation comparing the

expectations for monitored parameters as per SZNS027 with the actual values will assist in
giving a comprehensive view of the network’s performance particularly for the sites where
none compliance is observed.
In future reporting periods, where non-compliance is observed, the EEC is required to
submit a detailed report for the main voltage and current signals comparing the SZNS027
provisions for that parameter with the monitored quantities. An action plan to address the
observed non- compliance should also be included.
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EEC acknowledges that the data availability for 91% of the sites is well below the requirements
specified in SZNS027 on the suitability of such network data for statistical measurements and
investigation purposes. The levels of compliance presented above cannot be utilized to
conclusively present a picture of the network’s compliance with the Quality of Supply
Standard.
Though general, the following comments can be made on various voltage parameters
monitored for the period when the instruments were available:
•

Most of the monitored network locations are compliant to voltage magnitude and
unbalance.

•

High levels of noncompliance are noted for Total Harmonic Distortions (THD) with
the 5th and 7th Harmonics prevalent on the network as was in the previous reporting
period.

The low levels of data availability in the 2019/20 financial year raise several concerns on EEC’s
Power Quality
•

Monitoring Framework. The following issues are worth nothing:

The report sites instrument damage as one cause for low data availability. There is a
need to assess the level and suitability of protection installed to prevent instrument
damage from voltage and current surges. EEC can also consider undertaking the
necessary tests at the substations where power quality instruments will be installed to
assess the level of substation lighting protection.

•

EEC is encouraged to continue to routinely monitor PQ instrument availability and
data logging on their remote monitoring platform to ensure high levels of data
availability during the reporting period.

•

An analysis per site comparing the compliance to the various monitored PQ parameters
over the last few years can assist EEC to quickly identifying those sites that are
displaying persistent non-compliance. These can then be included in an action plan to
address Power Quality concerns at key network locations including priority customers
such as Maloma Mine which had a high prevalence of voltage events during the
reporting period. The EEC can also gradually strengthen and reinforce other areas of
the network.
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•

EEC should further ensure the implementation of recommendations from previous QoS
Evaluation Reports to improve the overall QoS Management Framework within the
utility.

•

EEC should note and further implement the above recommendations as well as
directives from the tariff order issued in 2019/20 financial year.

4.2.2. Quality of Service
4.2.2.1. Background
The Quality-of-Service standard (SZNS026:2013) is a regulatory tool used in the Eswatini
Electricity Supply Industry (ESI) to monitor and report on the quality-of-service activities as
provided by licensees to customers. This standard outlines the minimum requirements and
expectations on the various service activities such as processing of requests for supply;
management of customer complaints, enquiries and requests; meter reading, among others. If
implemented effectively and efficiently, this allows for the creation of a regulatory
environment whereby all stakeholders involved are satisfied with service delivery. The
Regulator has the mandate to administer this standard, monitor the licensee’s compliance and
ensure that non-compliances are dealt with in such a manner that protects the interests of
consumers whilst maintaining the integrity and sustainability of the licensees. For reporting
purposes, the standard provides reporting guidelines, which licensees should follow unless
there are exceptional circumstances that have been acknowledged and approved by the
Regulator.
This report provides an analysis of EEC’s performance and compliance with regards to the
quality-of-service standard based on related quarterly reports and the quality of service report
as submitted with the tariff application. It is worth noting that the licensee has been making
deliberate efforts to improve the quality of service over the past few years, however, there are
still issues with compliance to the reporting guidelines as can be observed through the presence
of significant data gaps in reports submitted.

| 26

4.2.2.2. Review of EEC’s compliance to key service activities
This section discusses the various key service activities that the licensee reported on.
Processing of requests for supply
Provision of quotations to customers
The licensee’s success rate on the provision of quotations was 64%, which is way below the
recommended 95% target as can be seen in Table 10 below for the year under review.

Q1

Q2

Q3

Q4

4706

7948

-

8979

within 2053

1083

-

5707

13.6%

-

63.6%

Total number of quotations
Number

of

quotations

minimum standard
Success rate (%)

43.6%

Table 10: Management of customer quotations over the year under review
Note: Data for the third quarter (Q3) was not available for this analysis
The improvement in management of quotations in the last quarter was noted.
Providing supply
The licensee’s report on the provision of supply to customers was mostly based on the average
number of days taken to provide the service as opposed to the standard requirement, which
stipulates the actual timeframes for provision of supply depending on the nature of works that
have to be performed for the supply to be made available to the customer. The licensee’s
success rate on this regard was below the predefined target of 95% with a rate of 73% for cases
whereby there were mutual agreements between the licensee and the customer on the
timeframes. This indicates that where the customer has fulfilled all its obligations, the licensee
fails to provide the services as expected.
Credit metering
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The service activities for measuring of and reporting on the credit metering are as follows:
•

Meter reading

•

Penalties for non-payment

•

Account queries

•

Credit meter accuracy queries

In its dealing with credit meter customers, the licensee was still not providing its customers
with information on method used to estimate consumption; recovering energy account arrears;
and processes to be followed when it is impossible to gain access to customers, among others,
as required by the national standard. Quarterly reports submitted for the year 2019/20 indicate
that the overall percentage success rate for credit meter reading exceeded the target rate of
95%.
Penalties for non-payment
It is noted with concern that the licensee effects credit meter disconnections within 48 hours
for non-payment, which is well far off the 14 days that is provided in the national standard.
The standard stipulates that no disconnections shall be effected until at least 14 days after the
due date of payment specified on the account.
Restoration of supply after a forced interruption
Security and reliability of electricity supply is a key ingredient in stimulating a nation’s
economic growth and for the seamless flow of other activities. The monitoring of the reliability
of supply is a priority in the Authority’s compliance monitoring function and as guided by the
relevant national standard, this is achieved by considering the time it takes for the licensee to
restore electricity supply following an unplanned outage. Figure 1 below provides a clear
picture on the average time it took the licensee to restore supply after forced interruptions in
the year 2019/20 based on the standard timeframes.
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Average time for resotoration of forced interruption 2019/2020
3.1%

1.0%

0.8%

11.0%

18.80%

28.9%

24.9%

11.6%

Within 1,5 h

Within 3,5 h

Within 7,5 h

Within 24 h

Within 48 h

Within 72 h

Within 96 h

After 96 h

Figure 7: Annual average time for the restoration of unplanned interruption

The figure shows that on average, 84% of unplanned interruptions were restored within a single
day (24 h). Sadly, it also illustrates that there was still about 4.8% of outages that lasted for
more than two consecutive days (48 h). It is also noted that the licensee’s performance in this
regard is below standard expectations as the “Quality of Service” standard provides that after
unplanned interruptions, the supply should be restored as follows:
a) 30% within 1,5 h;
b) 60% within 4,5 h;
c) 90% within 7,5 h;
d) 98% within 24 h; and
e) 100% within 96 h
Figure 2 below provides a monthly breakdown of the distribution of unplanned interruptions
that were restored within and after 48 hours over the year under review.
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Restored Interruptions

Restoration of supply within and after 48 Hours
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Figure 8: Restoration of supply within and after 48 hours
The figure shows that a larger portion of unplanned interruptions were restored within 48 hours.
It also indicates that during the rainy season, there was an increase in the number of forced
outages that lasted for more than 48 hours. The reasons for this may vary from accessibility
challenges, the licensee’s ability cope with the number of outages during that period, to
challenges of working under the prevailing weather conditions at that particular instance.
As the standard provides, the utility shall ensure that supply is restored for unplanned
interruptions according to the stipulated targets in the standard (or better). The licensee
acknowledges that even though “The Emergency Priority List was available and effected on
Power On, but the restorations were not being done according to the standard”. Furthermore,
it is noted that the reporting of this service activity was not following the standard reporting
guidelines.

Number & Duration of Planned Interruptions
On planned interruptions, the standard provides that where a customer or a group of customers
have suffered a series of interruptions within a short period of time, the utility shall endeavour
to prevent coincident planned interruptions from affecting the same customer(s) for at least two
months. However, this is not being monitored.
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Management of customer complaints, enquiries and requests
The standard stipulates the minimum expectations from the licensee with regards to handling
of customer complaints, enquiries and requests. This looks at, among other things, the response
time and the ability to provide resolutions within the minimum standard. Customer complaints
may be received through in person interactions, written to the licensee or logged through
telephonic services. For year under review, a total of 40, 356 customer complaints were
recorded, of which about 99% of them were through telephonic services.
The standard requires that customer complaints received in person and through telephonic
services be handled immediately without any referral. And that written ones be responded to
within 2 working days. It further provides that written complaints should be resolved within 2
weeks. The licensee maintained an above target performance (i.e 95%) in ensuring that
telephonic customer complaints are handled in compliance with the relevant standard.
However, the handling of service activities such as average response time, incoming calls dealt
with within 5 min, and lost call rate need to be improved as the performance with regards to
those was lower than the standard requirement.
The licensee acknowledges that “currently, not all customer requests are traceable (only call
centre), with some carried outside information system tools. This could be improved by
documenting, categorizing and centralizing Customer requests to ensure traceability and
transparency in their resolution.”
Questionnaire to be completed by a sample of key customers and included in the
reporting to ESERA
The licensee lacks consistency in submitting the questionnaire on key customers as provided
in the standard.
Recommended Directives
Based on the compliance review, the licensee is requested to perform the following:
i.

Demonstrate full compliance with SZNS026-2 Reporting Guidelines on all service
activities by the end of the 2021/22 financial year. Where there are challenges
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meeting the minimum requirements, the licensee should ensure that such are
communicated with the Regulator before 1 April 2021 so that a way to address them
can be determined by both parties.
ii.

Provide evidence of monitoring of the occurrence of planned interruptions on a
customer or a group of customers that have suffered a series of interruptions within
a short period of time, in an effort to ensure that the utility endeavours to prevent
coincident planned interruptions from affecting the same customer(s) for at least
two months as stipulated in the standard.

4.3. Economic Analysis
Regulatory Clearing Account
Tariff applications are based on projected uncertain future events. Actual results may differ
significantly from what was initially envisaged due to changes in the economic environment.
The purpose of the RCA is to record all the changes in actual results which are a result of
variables outside the control of the service provider. In the reconciliation process, three
adjustments are made to the actual results:
•

Automatic Cost Variance Pass Through: The Operating Reporting Manual
(ORM), through built-in mechanism allows variances which are a result of
movements in cost-drivers to be automatically passed through.

•

Automatic Tolerance Band Pass Through: The ORM further recognises the fact
that budgeted costs cannot be entirely correct and hence allows for a variation
to a certain extent to be passed through.

•

Discretionary Pass Through: The variance which is left after the first two
adjustment is left upon the discretion of the Regulator to decide if she allows
them. The utility has a duty to provide explanations of these costs to enable the
Regulator to decide on them.

Part of the application by EEC relates to liquidation of some past RCA balances and the
following sub-sections discuss the analysis and decisions taken by the Authority in regard of
EEC’s RCAs.
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4.3.1. RCA Determination February 2020 Tariff Order
During the November 2019 filing, the RCAs for 2016/17, 2017/18 and 2018/19 were reviewed
and dealt with. EEC had initially filed for E185 million under-recovery for 2016/17, E130
million over-recovery for 2017/18 and E277 million over-recovery for 2018/19. Upon a
thorough review of the information provided, the Authority resolved on the RCA balances as
per the table below. A consideration was also given to an outstanding under-recovery balance
of E77 million from MPYD2. The result was a net over-recovery of E277 million approved to
be liquidated in two instalments of E138.7 million in the financial years 2020/21 and 2021/22.
The decision communicated in the February 2020 Tariff Order is upheld. The amount of E138.7
million over-recovery shall reflect in the 2020/21 revenue requirement and the other amount
will be included in the 2021/22 revenue requirement.
RCA

MYPD2

2016/17

2017/18

2018/19

1,758,247,146

1,795,490,000

2,053,936,727

(26,532,043)

(32,736,397)

(2,454,498)

1,731,715,103

1,762,753,603

2,051,482,230

59,197,436

64,930,430

73,103,078

1,200,739,013

1,454,502,107

1,746,817,929

Demand Sales (kW or kVA) Revenues

235,300,026

294,319,966

352,753,705

Access Revenues

128,744,400

141,085,486

155,651,148

(9,289,125)

(2,785,689)

1,623,980,875

1,945,548,864

2,331,111,548

107,734,228

(182,795,261)

(279,629,318)

Revenue Requirement (Adjusted)
EEC Request
Adjustment
Approval

Revenues Recovered
Facility Charge Revenues
Energy Sales Revenues

Year-end adjustments made

Allowed RCA Balances
RCA Balance Allowed

77,147,665

Total RCA Balance Due

(277,542,686)

Table 11: Approved RCAs- MYPD2, 2016/17, 2017/18,2018/19

4.3.2. 2019/20 Regulatory Clearing Account
EEC submitted an RCA for E19 million under-recovery for the regulatory period 2019/20.
After a thorough analysis of costs and based on the information available, the Authority
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approved an RCA balance of E212.8 million over-recovery. The Authority conducted its
analysis and decided as follows:

Revenue Requirement (Adjusted)

Item

2019/20

EEC Request

2,411,838,622

Adjustment

(229,839,602)

Approval

2,181,999,020

Revenues Recovered

2019/20
Facility Charge Revenues
Energy Sales Revenues

68,792,006
1,850,932,076

Demand Sales (kW or kVA) Revenues

327,151,569

Access Revenues

147,936,025

Year-end adjustments made
Total
Allowed RCA Balances
RCA Balance Allowed

0
2,394,811,675
2019/20

Over-recovery

(212,812,654)

Table 12: RCA 2019/20 Summary
The adjustments made to arrive in the RCA balance are explained in the next sub-sections.
4.3.2.1.

Cost of Sales

Cost of Sales
EEC
Adjustment
Approval

2019/20
1,548,321,935
(12,478,111)
1,535,843,824

Table 13: 2019/20 RCA cost of sales adjustment and approval
The figure for cost of sales is basically made up of bulk purchases, imported local and abroad,
plus the revenue requirement for generation and transmission as per the breakdown below.
Generation and transmission costs also include a return on assets. EEC has requested a sum of
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E1.55 billion for electricity purchases. However, after an adjustment of the return from 9.65%
to 7.80%, the resulting figure fell by E12.5 million as per the adjustment shown.

Cost of Sales (Electricity Purchases)

E

1,548,321,935

Generation

E

84,921,472

Operating and Maintenance

E

40,109,132

Share of General Overheads

E

25,447,521

Depreciation

E

10,737,034

Asset returns

E

8,627,784

E

267,954,320

Operating and Maintenance

E

104,488,759

Share of General Overheads

E

61,774,907

Depreciation

E

49,082,947

Asset returns

E

52,607,707

E

1,195,446,144

Purchases at Budget Exchange Rate

E

1,195,446,144

Exchange Rate Difference

E

-

Transmission

Bulk Supply Purchases

Table 14: 2019/20 Cost of Sales Breakdown- EEC proposal

4.3.2.2.

Operating Expenditure

Operating Expenditure
EEC
Adjustment
Approval

2019/20
562,717,699
(7,335,214)
555,382,485

Table 15: 2019/20 RCA operating expenditure adjustment
The nature of these adjustments has been discussed in detail at the beginning of this section.
These are automatic pass-throughs, tolerance band pass-throughs and discretionary passthroughs. Whereas the other costs are based on adjusting for variances in cost-drivers and other
business variables, discretionary pass-throughs are at the discretion of the Regulator and take
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into account that some costs may be exceptional and result from other factors, other than the
normal cost drivers. Below is a breakdown of how these costs were factored in:
Pass-throughs (Opex)
Actual Costs

562,717,699

Automatic Pass-throughs

(12,870,700)

Tolerance Band Pass-throughs

(11,207,896)

Discretionary Pass-throughs

16,743,382

Approved Opex

555,382,485

Table 16: Breakdown of 2019/20 RCA Pass-through Costs
In exercising its discretion and allowing a recovery of E16.7 million, the Authority considered
explanations given by the utility and its knowledge of the environment in which EEC operates.
In its submission, EEC alleged that its overtime costs went up during the year under review
due to increase in number of faults (as a result of continued adverse weather conditions and
expansion in distribution infrastructure), whilst they were under staffed. They also cited a costof-living adjustment and salary alignment that were implemented, yet initially not budgeted
for. Indeed, upon review of EEC’s manpower, the Authority discovered that EEC was 9%
understaffed and the same could be observed in terms of salaries which were approximately
10% lower than budget. A corresponding increase in reactive maintenance costs was observed,
supporting the claim of increase in faults. However, the Authority was not convinced to the
effort done by EEC in its initial budgeting and EEC admitted a lack of a clear methodology in
budgeting for manpower costs. The Authority decided to allow 90% of the variances in the
absence of the budget assumptions.
Under customer services, a sum of E3.6 million was included for electricity used in EEC’s
offices. This was not initially budgeted for. Furthermore, there were increases in overtime
costs, and the observations above in respect of manpower were also observed. The Authority
decided to allow full recovery of customer services discretionary costs.
Discretionary Passthroughs
Operating
Maintenance

Total Variance

Allowed

Allowed

Proportion

Amount

and
9,414,945

90%

8,473,450
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Customer Service

8,269,932

100%

8,269,932

Overheads

(186,508)

0%

0

Total

16,743,381.99

Table 17: Breakdown of RCA 2019/20 Discretionary Pass-throughs
4.3.2.3.

Depreciation

Depreciation

2019/20

EEC

95,931,159

Adjustment

(1,545,520)

Approval

94,385,638

Table 18: 2019/20 RCA depreciation adjustment and approval
The adjustment of E1.5 million under depreciation is a result of a formula correction in the
tariff model, which has also impacted on the return on regulated asset base. The formula has
included a return element in depreciation, hence an impact from change in WACC.

4.3.2.4.

Return on Regulated Asset Base

Allowed Return on RAB
EEC
Adjustment
Approval

2019/20
93,236,190
(59,236,869)
33,999,321

Table 19: 2019/20 RCA return on RAB adjustment and approval
The Regulated Asset Base constitutes both fixed assets and working capital. These are the
assets financed by the Licensee. A detailed criterion of assets qualifying for RAB is given in
section 5.2 of the Tariff Methodology (2011). They all earn a return equal to the Weighted
Average Cost of Capital (WACC). The assets considered herein are distribution assets and the
distribution’s share of office overheads.
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The figure of E93.24 million was inclusive of a bad debt of E5M. A bad debt figure is included
in the customer service opex, hence this would have been a double charge to customers. This
effectively means that the requested return was E88.24 million, based on a WACC of 9.65%.
EEC also mapped in a depreciation of E78 million as a return (in the provided excel files for
revenue requirement), instead of the return figure of E32.8 million (computed at 9.65%), a
reduction of E46.1 million. Upon removal of the bad debt figure and correction of the excel
formula, the return on RAB was E34 million instead of E93 million. The breakdown of
adjustments and corrections are shown below:
Working Capital

95,745,350.61

Return @9.65%

9,239,426

Return @7.80%

7,468,137

Adjustment

(1,771,289)

Table 20: RCA 2019/20 Return on Working Capital Adjustment Due to Variation in WACC

Fixed Assets

340,310,736

Return @9.65%

32,839,986

Return @7.80%

26,544,237

Adjustment

(6,295,749)

Table 21:Return on RAB Adjustment Due to Variation in WACC
Formula Correction

(46,156,777)

Table 22: RCA 2019/20- Adjustment Due to Correction of Formula

4.3.2.5.

Other Adjustments

Other Adjustments/ Reconciliations
EEC
Adjustment
Approval

2019/20
131,832,942
(155,824,115)
(23,991,173)

Table 23: 2019/20 RCA other adjustments approval

| 38

In computing its budgeted revenue requirement, as well as its revised revenue requirement,
EEC included an under-recovery of E131,8 million. This figure has been removed from the
revenue requirement as it was dealt with in the 2019 filing. Details of the RCA liquidation can
be found in section 4.3.1 of this report. The Authority further disallowed a sum of E23.99
million in respect of a provision for doubtful debt. A provision for doubtful debt is not an actual
cost incurred by the utility. Only a written off debt would amount to a cost to the utility. The
utility had nil debt written off in the financial year 2019/20. This is per the 2019/20 financial
statements, as well as through a confirmation from the utility upon request for additional
information. Below is a summary table of the other adjustments.
Description

Amount

Provision for doubtful debt

(23,991,173)

RCA Balance 2016/17

(131,832,942)

Total Adjustments

(155,824,115)

Table 24: RCA 2019/20 Breakdown of Other Adjustments

5. The Fourth Multi-Year Price Determination Period (MYPD4)- ESERA Analysis and
Recommendations
5.1. Technical and Economic Assumptions
5.1.1. Demand, Usage and Customer Numbers
The maximum demand is expected to increase from 245 MW measured in 2020 to 261 MW in
2023. The company continues to face a problem of insufficient internal generation, with only
an installed capacity of 60MW hydro which is mainly used for peaking purposes. It is expected
that local capacity will gradually increase with the construction of the Lavumisa solar plant
and the implementation of the Short-term Generation Expansion Plan.
EEC’s customer base is expected to increase by 5.4% to 267,837 in 2022 and by 7.7% to
288,416 customers in 2023. EEC’s customer base is expected to be primarily driven by
domestic customers which are currently cross-subsidized by commercial and industrial
customers. An increase in domestic customers when compared to commercial and industrial
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customers worsens the cross-subsidy burden on the business customers which warrants a swift
implementation of the subsidy framework.
5.1.2. Generation/ Purchase Mix
Local generation is projected to be 236 GWh in 2020/21, 253 GWh in 2021/22 and 246 GWh
in 2022/23. The projected increase in local generation would be a result the commissioning of
the Lavumisa 10MW solar PV plant before the end of the year 2020, which is expected to have
an annual production of 23 GWh. To meet the country’s energy demand, 1,344.6 GWh and
1,358.0 GWh in 2021/22 and 2022/23 respectively are expected to be purchased from Ubombo
Sugar Limited (USL), ESKOM and the Southern African Power Pool’s Day Ahead Market
(DAM).

5.1.3. Inflation and Exchange Rates
5.1.3.1.

Inflation

EEC proposed CPIs of 4.34% and 4.06% for the regulatory periods 2021/22 and 202/23
respectively. The CPIs were sourced from the Central Bank of Eswatini.
The Authority confirmed the CPIs from the Central Bank of Eswatini (and upheld EEC’s
assumptions as plausible.
5.1.3.2.

Exchange Rate

Over the years, both the utility and the Authority have been relying on external websites for
projections of exchange rates. State statutory bodies tend not to forecast exchange rates for
longer-term. It has transpired that the information obtained from these sources is less reliable,
differs across different sites and changes on daily basis, without providing a permanent record
of previous projections, hence undermining their credibility. The Authority decided to forecast
the rates using theoretically supported approaches. The approach adopted in this review is the
purchasing power parity. It has been considered the most appropriate approach because it uses
CPI which is provided by governmental bodies like the central banks and projections are
provided for a number of years to come. The 2019 rate (base rate) was taken from
Exchangerates.org.uk. The rate is consistent with that provided by EEC in the 2019/20 tariff
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reconciliation. Inflation rates were sourced from the South African Reserve Bank (SARB) and
the Federal Reserve. The South African inflation was used because Lilangeni is pegged to the
Rand and the determining inflation for exchange rate is the South African inflation rate. Based
on the calculations, the Authority ruled that the rates to be applied for the MYPD would be
15.07 and 15.44 for 2021/22 and 2022/23 respectively.

Equation 1: Estimating Exchange Rate Using PPP

Economic Variable

2019

2020

2021

2022

RSA Inflation Rate (Inflation A)

3.30%

3.90%

4.30%

USA Inflation Rate (Inflation B)

1.20%

1.70%

1.80%

14.75

15.07

15.44

Rand/ Dollar X-rate

14.45

Table 25: Exchange rate forecast for 2021- 2022 Based on Purchasing Power Parity

5.1.4. Man-power Costs
In its filing, the EEC proposed budgets of E 295.98 million and E 308.05 million on
remuneration costs (salaries and allowances) for the regulatory periods 2021/22 and 2022/23
and overtime costs of E50.61 million and E61.38 million in 2021/2022 and 2022/2023,
respectively. The increment in remuneration cost estimates by EEC reflects a 17.39%
increment from the 2019/20 financial year actual results whereas overall overtime costs are at
20% of remuneration costs. The detailed assumptions used in forecasting the costs was not
provided. EEC argued that overtime costs are high because they are not adequately staffed and
that there is an increase in number of faults as their network expands. There was no
quantification of the impacts of network expansion provided, nor an indicative quantification
of the expected percentage increase in faults expected.
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In determining an appropriate remuneration and overtime costs that will encourage economic
efficiency, the Authority used a Manpower register provided by EEC which included projected
staff increment, took into consideration approved CoLA (3%), as well as the actual costs for
the regulatory period 2019/20. The costs were further adjusted for a productivity factor of 1%
to reflect expected improvement in employee productivity. The minimum of the costs
computed by the Authority and the EEC forecasted costs was considered an appropriate level
of remuneration and overtime costs. In determining overtime costs, the Authority considered
what used to be level of overtime costs over the past years in comparison with remuneration
costs and used that to put a cap on overtime costs for 2021/22 and 2022/23.
The average overtime level as a percentage of remuneration costs from 2016/17 to 2019/20 is
22% at generation, 24% at transmission, 34% at distribution, 12% at customer service and
1.74% at support level. The Authority noted abnormal levels of overtime in the financial year
2019/20, with generation standing at 30%, transmission at 37%, distribution at 51%, and
customer service at 11% of their respective remuneration costs. EEC has cited vacant posts as
one of the cost-drivers for overtime. The Authority decided to cap overtime costs in order to
incentivize the utility company to effectively manage staff recruitment and deployments and
work towards reducing the overall overtime costs. The caps imposed are 15% at generation,
15% at transmission, 25% at distribution, 11% at customer service and 2% at support divisions.
Based on the available information and the assumptions highlighted above, the Authority
decided that adequate remuneration costs for EEC should be E281.49 million for 2021/22 and
E290.2 million for 2022/23. An adequate level of overtime costs should be E41.46 million for
2021/22 and E43.15 million for 2022/23. A breakdown of the cost estimates is illustrated per
business unit in the following sub-sections.
Assumptions Used
Business Variables
2021/22

2022/23

Cost of Living Adjustment (CoLA)

3.00%

3.00%

Productivity Factor

1.00%

1.00%

Table 26:Budget Assumption for Manpower Costs
•

The CoLA is based on the government approval which was effective from April 2020,
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•

The productivity factor is based on the Authority’s expectation for EEC to continue to
be productive in her operations, improving the efficiency of its operational staff.

Generation
Manpower
EEC’s generation staff numbers have increased from 63 employees (2016/17) to 64 employees
in 2019/12. The employees are expected to remain at 64 for the financial year 2020/21, increase
to 71 in 2021/22 and remain at that level in 2022/23.
Year
FT Employees
To be filled

2016/17

2017/18
63

2018/19
59

2019/20
60

2020/21
64

63

PT Employees
To be Added

59

60

2021/22

2022/23

64
4
68

64

68
3
71

2023/24
71

71
71

71

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

Table 27: Generation Manpower Projections
Remuneration Costs (Salaries and Allowances)
Remuneration costs were calculated by adjusting the average employee cost for 2019/20 by the
approved CoLA less the productivity factor. The minimum of the computed costs and the EEC
budget was taken as the appropriate manpower costs for each of the year 2021/22 and 2022/23.
The difference between EEC budget and ESERA approval was adjusted in the revenue
requirement.
Approved Remuneration Costs
2016/17

2017/18

2018/19

2019/20

2020/21

2021/22

2022/23

Budget

20,104,886

19,109,235

19,889,056

20,542,773

23,018,738

23,344,816

24,340,718

Approval

20,104,886

19,109,235

19,889,056

20,542,773

23,018,738

23,344,816

24,340,718

-

-

-

-

-

-

-

Adjustment

Table 28: Generation- Adjustments to Remuneration Costs
Approved Overtime Costs
2016/17

2017/18

2018/19

2019/20

2020/21

2021/22

2022/23

Budget

3,514,903

4,050,931

4,157,086

6,152,769

4,624,728

4,674,062

4,865,365

Approval

3,514,903

4,050,931

4,157,086

6,152,769

4,624,728

3,501,722

3,651,108

-

-

-

-

-

(1,172,340)

(1,214,257)

Adjustment
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Table 29: Generation- Adjustment to Overtime Costs
Transmission
Manpower
The staff level for transmission has increased from 128 employees (2016/17) to 135 employees
(2018/19). The was however a decline in 2019/20 through to 2020/21 as the number was 129.
The numbers are projected to further increase to 135 (2021/22), then 139 (2022/23).
Year
FT Employees
To be filled

2016/17

PT Employees
To be Added

128

2017/18
132

2018/19
135

2019/20
129

128
5

132
-

135
3
3

5

-

2021/22
135
4
139
5

2022/23
139

129
5

2020/21
129
6
135
5

5

5

5

5

139
5

Table 30: Transmission- Manpower Projections
Remuneration Costs (Salaries and Allowances)
Remuneration costs were calculated by adjusting the average employee cost for 2019/20 by the
approved CoLA less the productivity factor. The minimum of the computed costs and the EEC
budget was taken as the appropriate manpower costs for each of the year 2021/22 and 2022/23.
The difference between EEC budget and ESERA approval was adjusted in the revenue
requirement.
Approved Remuneration Costs
2016/17

2017/18

2018/19

2019/20

2020/21

2021/22

2022/23

Budget

42,493,202

42,870,312

46,519,285

46,741,553

52,340,459

56,843,991

59,151,857

Approval

42,493,202

42,870,312

46,519,285

46,741,553

52,340,459

53,821,606

55,436,254

-

-

-

-

-

(3,022,385)

(3,715,603)

2021/22

2022/23

Adjustment

Table 31: Transmission- Remuneration Costs Adjustments
Approved Overtime Costs
2016/17

2017/18

2018/19

2019/20

2020/21

Budget

7,987,567

7,752,526

10,569,681

17,452,847

7,689,909

17,145,174

17,841,269

Approval

7,987,567

7,752,526

10,569,681

17,452,847

7,689,909

8,526,599

8,872,779

-

-

-

-

-

(8,618,576)

(8,968,490)

Adjustment

Table 32: Transmission- Overtime Costs Adjustments
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Distribution
Manpower
Staff numbers for distribution increase from 243 (2016/17) to 281 (2019/20). Six employees
are expected to be recruited in 2020/21, taking the numbers of full-time staff to 287 for 2020/21
up to 2022/23. There are also 5 contract staff in 2020/21, expected to be maintained through
the years under review.
Year
FT Employees
To be filled

2016/17

PT Employees
To be Added

243

2017/18
252

2018/19
246

243
-

252
-

246
-

-

-

-

2019/20

2020/21

2021/22

2022/23

281
5

281
6
287
5

287
287
5

287
287
5

2023/24
287
287
5

5

5

5

5

5

281

Table 33: Distribution Manpower Projections
Remuneration Costs (Salaries and Allowances)
Remuneration costs were calculated by adjusting the average employee cost for 2019/20 by the
approved CoLA less the productivity factor. The minimum of the computed costs and the EEC
budget was taken as the appropriate manpower costs for each of the year 2021/22 and 2022/23.
The difference between EEC budget and ESERA approval was adjusted in the revenue
requirement.
Approved Remuneration Costs
2016/17

2017/18

2018/19

2019/20

2020/21

2021/22

2022/23

Budget

62,785,021

65,610,900

64,015,525

76,474,412

84,460,048

90,297,424

93,963,499

Approval

62,785,021

65,610,900

64,015,525

76,474,412

84,460,048

83,662,105

86,171,968

-

-

-

-

-

(6,635,319)

(7,791,531)

Adjustment

Table 34: Distribution Remuneration Costs Adjustments
Approved Overtime Costs
2016/17

2017/18

2018/19

2019/20

2020/21

2021/22

2022/23

Budget

15,463,646

17,840,344

20,751,254

38,870,529

23,458,914

28,021,790

28,505,866

Approval

15,463,646

17,840,344

20,751,254

38,870,529

23,458,914

22,574,356

23,490,875

-

-

-

-

-

(5,447,434)

(5,014,991)

Adjustment

Table 35: Distribution Overtime Costs Adjustments
Customer Services
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Manpower
Full-time staff numbers for customer service have increased from 115 (2016/17) to 120
(2019/20). The numbers are projected to be 125 in 2021/22 and 126 in 2022/23. The staff
complement is supplemented by part-time/ fixed contract staff, which has increased from 33
(2016/17) to 57 (2018/19). The are no any indications provided for adjustment in the numbers
of part-time staff.
Year
FT Employees
To be filled

2016/17

PT Employees
To be Added

115

2017/18
118

2018/19
117

2019/20
120

115
33

118
53

117
55

33

53

55

2021/22
125
1
126
57

2022/23
126

120
57

2020/21
120
5
125
57

57

57

57

57

126
57

Table 36: Customer Service Manpower Projections
Remuneration Costs (Salaries and Allowances)
Remuneration costs were calculated by adjusting the average employee cost for 2019/20 by the
approved CoLA, as well as productivity factor. The minimum of the computed costs and the
EEC budget was taken as the appropriate manpower costs for each of the year 2021/22 and
2022/23. The difference between EEC budget and ESERA approval was adjusted in the
revenue requirement.
Approved Remuneration Costs
2016/17

2017/18

2018/19

2019/20

2020/21

2021/22

2022/23

Budget

33,747,654

36,086,990

39,019,671

42,035,015

45,434,800

48,287,460

50,247,931

Approval

33,747,654

36,086,990

39,019,671

42,035,015

45,434,800

46,567,707

47,964,738

-

-

-

-

-

(1,719,753)

(2,283,193)

Adjustment

Table 37: Customer Service Remuneration Costs Adjustments
Approved Overtime Costs
2016/17

2017/18

2018/19

2019/20

2020/21

2021/22

Budget

3,749,460

4,173,189

4,581,444

5,442,336

4,419,574

6,106,570

6,354,497

Approval

3,749,460

4,173,189

4,581,444

5,442,336

4,419,574

5,311,621

5,527,272

-

-

-

-

-

(794,949)

(827,224)

Adjustment

2022/23

Table 38: Customer Service Overtime Costs Adjustments
Support Divisions
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Manpower
Support staff numbers has increased from 112 (2016/17) full-time staff to 123 (2019/20).
Fixed-term contract staff has increased from 24 (2016/17) to 43 (2019/20). Whereas there was
no indication of adjustment in the fixed contract staff numbers for the upcoming years, fulltime staff is expected to increase to 128 (2021/22), then to 130 (2022/23).
Year
FT Employees
To be filled

2016/17

PT Employees
To be Added

112

2017/18
107

2018/19
116

2019/20
123

112
24

107
32

116
29

24

32

29

2021/22
128
2
130
43

2022/23
130

2023/24
130

123
43

2020/21
123
5
128
43

130
43

130
43

43

43

43

43

43

Table 39: Support Services Manpower Projections
Remuneration Costs (Salaries and Allowances)
Remuneration costs were calculated by adjusting the average employee cost for 2019/20 by the
approved CoLA, as well as productivity factor. The minimum of the computed costs and the
EEC budget was taken as the appropriate manpower costs for each of the year 2021/22 and
2022/23. The difference between EEC budget and ESERA approval was adjusted in the
revenue requirement.
Approved Remuneration Costs
2021/22

2022/23

Budget

2016/17
56,311,542

2017/18
56,760,777

60,762,946

66,350,192

76,669,885

77,206,569

80,341,156

Approval

56,311,542

56,760,777

60,762,946

66,350,192

76,669,885

74,092,802

76,315,586

-

-

-

-

-

(3,113,767)

(4,025,570)

Adjustment

2018/19

2019/20

2020/21

Table 40: Support Services Remuneration Costs Adjustments
Approved Overtime Costs
2016/17

2017/18

2018/19

2019/20

2020/21

2021/22

2022/23

Budget

594,603

927,035

1,072,929

1,650,465

977,109

3,663,112

3,811,834

Approval

594,603

927,035

1,072,929

1,650,465

977,109

1,544,131

1,606,823

-

-

-

-

-

(2,118,981)

(2,205,011)

Adjustment

Table 41: Support Services Overtime Costs Adjustments
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Recommendation #2:
Notwithstanding, and indeed due to, the lack of detailed information available in the EEC
application, EEC must conduct a Manpower Study. The objective of the study is to evaluate
whether manpower and compensation levels are “optimal” in various departments. The
recommendation is that:
•

The EEC develop Terms of Reference for a study, such ToRs to be approved by
ESERA;

•

The EEC follow a competitive recruitment process to select its consultant;

•

That unless dictated otherwise by the Eswatini Procurement Law the EEC select its
independent consultant within 90 days of the Order issued in this rate case;

•

That the independent consultant presents a copy of its report to the EEC and through
the EEC to ESERA 90 days after the signing of a contract with the EEC.

5.1.5. Regulated Asset Base
In its filing, the EEC proposes RAB levels of E 2.04 Billion and E 2.84 Billion for the years
2021/22 and 2022/23 respectively. Worth noting is that the RAB as at end of the financial year
2019/20, the RAB stood at E1.1 billion. EEC has proposed a number of capital projects as
discussed in chapter 3 of this report and they include a 10 WM solar PV plant and a 132 kVA
transmission line, amongst others.
The tariff methodology document Section 5.2 covers the guidelines for what the RAB should
be allowed to recover. It covers the standard regulatory principles such as: the assets included
in the RAB should be used and useful; third party/customer funded assets should not be
included in the RAB; and net working capital (WC) may be included in the RAB.
The RAB and WC appear to be in alignment with the requirements of the tariff methodology.
The company:

•

Removed the customer funded assets and subsidized assets from the RAB;
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•

Future assets are supposed to be excluded from RAB until they are used and useful.
Pursuant to the requirements, the EEC did not include Year 2 plant additions in year 1;

A detailed analysis of EEC’s fixed assets and the RAB revealed the following:

Total Fixed Assets Analysis
A high-level review of EEC assets has been conducted and a number of observations made.
One great concern is the aging infrastructure of the utility, across all primary value activities,
as well as at support. The asset values, both historical cost and net book values, for each
segment were trended for three regulatory periods, 2017/18, 2018/19 and 2019/20, as well as
compared with historical costs. The following observations were made:
•

The value of generation assets has gradually reduced over the years and currently stands
at approximately half the historical cost,

•

The value of transmission assets has also gradually deteriorated and currently stands at
approximately half the historical costs,

•

The value of distribution assets has been increasing over the years under consideration,
but their value is slightly below the historical value.

•

The value of assets for support divisions has also been increasing over the three-year
period under consideration, but their book value is slightly below half the historical
value.

The above observations are graphically depicted by the bar chart below:
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Total Value of Assets by Function
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174,853,748

987,042,357

1,729,289,167

307,396,256

2017/18

97,075,798

547,117,540

1,494,185,007

95,617,581

2018/19

93,230,548

516,044,345

1,637,653,759

114,523,992

2019/20

89,407,090

498,171,343

1,738,129,069

124,559,224

Hist. Cost

2017/18

2018/19

2019/20

Figure 9: Total Value of Assets by Function

Actual total RAB vs Budgeted RAB (Trend)
A review of the historic budget vs actual asset closing values, as shown in Chart below,
indicates that the actual asset closing values have always been 10-20% lower than budgeted
asset closing values. There appears to be a systemic overbudgeting and/or actual
underspending. For example, the average of the last three-years of overbudget amount is about
20%. Additional analysis shows that the forecast for the next two years (2021-22 and 2022-23)
is much higher than the past actual values, raising the question again of whether the projected
RAB is over estimated. For example, the budget for the second year (2022-23) of E2,836
million is over 250% higher than the actual spending in the last year (2019-20) of E1,104
million; and almost twice the budgeted amount for 2019-20 of E1,425 million.
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Regulated Asset Base Value: Budget vs Actual: Historic and
Forecast
Regulated Asset Base Value

3,000,000,000
2,500,000,000
2,000,000,000
1,500,000,000
1,000,000,000
500,000,000
-

2014-15

2015-16

2016-17

2017-18

2018-19

2019-20

2020-21

2021-22

2022-23

BUDGET

1,323,717,

1,323,717,

1,457,965,

1,248,611,

1,248,611,

1,425,693,

1,825,041,

2,037,083,

2,836,652,

ACTUAL

1,177,573,

1,169,675,

1,226,583,

1,009,842,

973,663,34

1,104,335,

Year
BUDGET

ACTUAL

Table 42: Regulated Asset Base Value: Budget vs Actual: Historic and Forecast
In light of the observed slippage in actual performance compared to the forecast, a slippage
adjustment of 10% was considered reasonable and applied to EEC’s total RAB for the
upcoming MYPD.

Asset Value and Return on Regulated Asset Base
Due to the continuing slippage in capitalization of assets when compared to budget, the
Authority resolved to implement a 10% slippage adjustment on the RAB for the year 2021/22
and 2022/23. This does not necessarily mean that EEC is expected to have 10% less
capitalization, but rather to tackle intergenerational issues that comes with after-the-fact
reconciliation. By reducing the RAB, the return on RAB is also expected to reduce accordingly.
The following tables show adjustments that will impact revenue requirement for each of the
business units in the regulatory periods 2021/22 and 2022/23.
Generation
EEC Budget
Slippage Adjustment %

2021/22

2022/23
406,102,720

471,010,345

10%

10%
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Slippage Adjustment Value
Approval

40,610,272

47,101,035

365,492,448

423,909,311

Table 43: Slippage Adjustment to Generation RAB

Transmission

2021/22

EEC Budget

2022/23
808,763,922

1,268,675,794

10%

10%

80,876,392

126,867,579

727,887,530

1,141,808,215

Slippage Adjustment %
Slippage Adjustment Value
Approval

Table 44: Slippage Adjustment to Transmission RAB

Distribution

2021/22

EEC Budget

2022/23

292,231,389

253,479,085

10%

10%

29,223,139

25,347,909

263,008,250

228,131,177

Slippage Adjustment %
Slippage Adjustment Value
Approval

Table 45: Slippage Adjustment to Distribution RAB

Support
EEC Budget

2021/22
257,857,656

287,187,236

10%

10%

25,785,766

28,718,724

232,071,890

258,468,512

Slippage Adjustment %
Slippage Adjustment Value
Approval

2022/23

Table 46: Slippage Adjustment to Support Services RAB

Asset Values and Depreciation
In line with the slippage adjustment made above, ESERA adjusted depreciation for RAB. It is
worth noting that for each business unit, there may be different budgeted assets of different
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economic life but for purposes of the adjustment, the Authority has decided on an average life
of asset for each business unit. The economic lives of assets adopted is 25 year for generation
assets, 40 years for transmission and distribution and 10 years for head-office/ support
divisions. This resulted in the following adjustments:
2021/22
Description

Asset Value

Economic Life (Years) Amount

Slippage adjustment (10% on RAB)- Generation

40,610,272

25

(1,624,411)

Slippage adjustment (10% on RAB)- Transmission

80,876,392

40

(2,021,910)

Slippage adjustment (10% on RAB)- Distribution

29,223,139

40

(730,578)

Slippage adjustment (10% on RAB)- Support Divisions

25,785,766

10

(2,578,577)

Table 47: 2021/22 Depreciation Adjustment Due to RAB Slippage Adjustment
2022/23
Description
Slippage adjustment (10% on RAB)- Generation

Asset Value

Economic Life (Years) Amount

47,101,035

25 (1,884,041)

Slippage adjustment (10% on RAB)- Transmission

126,867,579

40 (3,171,689)

Slippage adjustment (10% on RAB)- Distribution

25,347,909

40

Slippage adjustment (10% on RAB)- Support Divisions

28,718,724

10 (2,871,872)

(633,698)

Table 48: 2022/23 Depreciation Adjustment Due to RAB Adjustment
Apart from the adjustments that are due to slippage, the Authority has also removed
depreciation due to customer and granted funded assets. It has been noted that the Tariff
Methodology (Section 5.7, page 25) provides that depreciation-related revenue should only be
charged to the RAB (the utility-funded assets). The amount of depreciation adjusted from
EEC’s proposed revenue requirement is as follows:

Description

2021/22

2022/23

Transmission grant-funded assets

(3,200,000)

(3,200,000)

Distribution grant-funded assets

(13,662,150)

(15,642,150)

Distribution customer-funded assets

(53,074,230)

(57,434,368)

(94,137)

(94,137)

Support- grant funded assets

Table 49: Depreciation Adjustment- Customer & Grant Funded Assets
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Assets and Maintenance Costs
Maintenance costs have been reviewed over years and compared to the total asset value for
each business unit. Maintenance costs (with the exception of the on-going year), have been
roughly 3% of the asset value in generation, 2% at transmission, 5-7% in distribution and
around 5% at support divisions. The ratio is roughly the same for the years under consideration,
hence deemed to be reasonable. Exceptions can be seen in distribution (2022/23) and in
generation (2021/22). These exceptions are a result of planned maintenance budgeted to be
carried out during those years. This maintenance costs are not recurring on yearly basis. The
Authority decided that no adjustment should be made to maintenance costs.

Maintenance Costs as % of Asset
Value
Year

Generation

Transmission

Distribution

Support

2017/18

3.15%

2.12%

5.35%

5.11%

2018/19

2.91%

1.99%

6.05%

4.42%

2019/20

3.21%

3.24%

7.52%

5.47%

2020/21

8.67%

2.58%

4.90%

3.10%

2021/22

7.71%

2.23%

7.55%

2.26%

2022/23

3.14%

1.25%

8.02%

2.14%

Table 50: Maintenance Costs as Percentage of Asset Value

Recommendation #3:
EEC must be directed to develop a Regulatory Asset Base Register aligned to the guide given
in the Minimum Filing Requirements.
5.1.6. Return on Regulated Asset Base
EEC has filed for a Weighted Average Cost of Capital (WACC) of 7.92% for each of the years
2021/22 and 2022/23. The WACC was determined based on the February 2020 Tariff Order,
and without any adjustments for change in the business variables. The Authority revisited the
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assumptions, in accordance with the section 3.5 of the Tariff Methodology and determined that
an appropriate WACC for EEC is 7.28% computed as follows:
WEIGHTED AVERAGE COST OF CAPITAL COMPUTATIONS
2020 Analysis
Utility

ESERA

Filing

Computation

Risk free rate (nominal)

8.618

5.75

Gearing

60%

60%

Market Risk Premium (nominal)

5.3

5.3

Asset beta (unlevered)

0.358

Corporate Tax Rate

27.50%

27.50%

6.65

7.81

Equity beta (leveraged)

0.747

0.748

Nominal before tax

17.35

13.40

Nominal after tax

12.58

9.71

WACC (nominal before tax)

10.93

10.04

WACC (nominal after tax)

7.92

7.28

WACC Input Assumptions

0.36

Calculations
Cost of debt
Nominal before tax
Cost of equity

Results

Table 51: ESERA WACC Computation

5.1.7. Cost of Equity
Risk-Free Rate:
The tariff determination guidelines section 5.3.5 explicitly requires the use of the latest
Eswatini government ten-year bond yield as the risk-free rate. However, upon discussion with
the Central Bank of Eswatini, it transpired that government bonds in Eswatini are priced to
match the market return. As a proxy for a risk-free rate, the Central Bank of Eswatini
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recommended the use of the Government treasury bill. A 364 day-term treasury bill was used
as it reflects negligible risk. The December 02, 2020 government annual Treasury Bill Yield
of 5.75% is therefore recommended as a risk-free rate proxy.

Gearing
The gearing used was 60%. Tariff Methodology requires that the gearing used be based on a
target gearing. It recognizes the that debt finance is cheaper that equity finance. In the absence
of a study done to determine an optimal finance structure, ESERA has to use regulatory
precedence. The Authority decided to benchmark with South Africa. Currently, NERSA
approved a gearing of 70% for Eskom. Also based on past ESERA approvals, the 60% gearing
has been considered appropriate for EEC. The 60% gearing was therefore upheld.
Beta
For the asset beta estimate, section 3.5.7 of the Tariff Methodology recommends using other
international precedents as a guide. The WACC in the February 2020 tariff order used the
NERSA regulatory decision as a precedent. This is a reasonable approach. However, the
NERSA decision stated a levered beta of 0.96 (Table 78 of the NERSA decision). Using
Eskom’s 70% debt and 30% equity gearing and tax rate assumption of 28%, results in an
unlevered beta of 0.36. Using the 60% debt and 40% equity gearing and a tax rate of 27.5%
results in a levered beta of 0.748 for EEC.
Market Risk Premium
In terms of the market risk premium, the tariff methodology section 3.5.8 recommends using
other precedents. A South African Credit Suisse report published 2018 market risk premium
of 5.3%. This market risk premium was also used by Eskom was therefore considered a
reasonable proxy for Eswatini.
Nominal Cost of Equity
Using the above inputs, the nominal cost of equity after tax would be 9.71%.
Cost of Debt
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Section 5.3.6 of the Tariff Methodology suggests using the risk-free rate and a debt premium
to arrive at the cost of the debt. The 2020 application used the actual cost of debt of 6.65% as
at 30 March 2019. However, EEC’s cost of debt currently stands at 7.81%. This is per EEC’s
financial statements for the year ended 30 March 2020. The later was therefore used to calculate
the WACC.
WACC
Using the above debt and equity costs, the nominal post-tax WACC is 7.28%.
Allowed Return
Based on the above analysis and calculations, the approved WACC for the years 2021/22 and
2022/23 shall be 7.28% as opposed to EEC’s filing of 7.92%.

Recommendation #4
EEC is directed to conduct a study on the optimum financing structure to be used in future
filings. The study must be updated every five years so that it remains relevant.

5.2. Regulatory Period 2020/21
5.2.1. Allowed Revenues
The Authority takes note of the EEC’s year end projections of the allowed revenues. The
Authority further notes the impact of the suspension of the implementation of the approved
tariff adjustment. The Authority also notes the need to adjust depreciation for customer-funded
assets and grant-funded assets. However, for the purpose of this review, the 2020/21 revenue
requirement is, mutatis mutandis, upheld as approved in the February 2020 Tariff Order. Any
variances arising thereto shall be dealt with in accordance with the RCA mechanism upon the
completion of the financial year.
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5.3. Regulatory Period 2021/22
5.3.1. Allowed Revenues
After a thorough analysis, ESERA established that an appropriate revenue requirement for EEC
for the financial year 2021/22 is E2.25 billion. This figure reflects a downward adjustment of
E290.03 million from EEC’s request. The components of the adjustment will be discussed in
detail in the following sub-sections.
Revenue Requirement

2021/22

EEC

2,538,166,354

Adjustment

(290,031,118)

Approval

2,248,135,236

Table 52: 2021/22 approved revenue requirement
5.3.2. Cost of Sales
The cost of sales figure is based on demand level, internal generation, purchase mix and
Lilangeni- Dollar exchange rates. EEC has budgeted that electricity purchases would cost
E1.45 billion. This figure was adjusted down to E1.43 billion, an adjustment of E16.67 million
induced by adjustment in exchange rates impacting on dollar denominated purchases, as well
as an adjustment to system losses. The Authority approved a lilangeni to dollar exchange rate
of E15.07/USD as opposed to EEC’s proposed rate of 15.77/USD. The exchange rates are
discussed in detail in section 5.1.3.2 of this document. Target system losses were adjusted from
13.5% to 12.68%. The losses have, over the years, been capped at 13.5%. However, the EEC
has been making investment in projects aimed at reducing losses. The 13.5% does not reflect
or justify the projects undertaken over the years. Notwithstanding the continued expansion of
the network, there is a room for improvement in losses. In 2017/18, the utility achieved system
losses of 12.68% according to the 2018/19 Annual Report. The cap of 12.68% therefore is
considered appropriate to encourage the utility to continue managing system losses. The
breakdown of the adjustments is provided in table 54 below.
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Cost of Sales
EEC

2021/22
1,445,094,142

Adjustment
Approval

14,069,381
1,431,024,762

Table 53: 2021/22 adjusted cost of sales

Table 54: Breakdown of 2021/22 Adjustments to Cost of Sales
Adjustments to Cost of Sales
Exchange Rate Variance

2021/22
2,237,960

System Loss Adjustments (0.82%)

11,831,421

Total Adjustments

14,069,381

5.3.3. Operating expenditure
EEC submitted a forecast of E930.22 million in respect of operating expenditure for the year
2020/21. After scrutinizing the opex, the Authority made a downward adjustment of E44.86
million. A breakdown of the adjustment is provided in table 56. Analysis of the adjustments
made to remuneration and overtime costs are provided in section 5.1.4 of the report. The costs
allocated to studies were based on projected number of man hours needed and a projected
hourly rate of E7,000 for professional services. In projecting the hourly rate, the Authority
looked into a number of recently completed studies of similar complexity and applied that rate.
After careful consideration of all information relating to performance bonus, the Authority
resolved that performance bonus should be borne by the shareholder, as opposed to the
customer. Notwithstanding that technical performance is taken into account in determining
each employee’s payout, on a higher level, performance bonus is linked to profits and should
be paid out of resulting profits. This is supported by Public Enterprise Unit (PEU) Circular
No.3 of 2017, which provides guidelines for payment of performance bonuses by Category A
Public Enterprises. The Guidelines state that the entity should have made profit or cash surplus
during the year under consideration and have declared and paid a dividend in line with the
dividend policy. It limits bonus payment only to profit-making organization. This gives an
implicit notion that bonuses should be paid out of profits. The Authority does not rule out the
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possibility of technical performance related bonuses in the future, but that should be prescribed
in an incentive-based regulatory methodology.
Operating Expenditure

2021/22

EEC

930,219,350

Adjustment

(44,856,433)

Approval

885,362,916

Table 55: 2021/22 operating expenditure adjustment and approval

Description
Performance bonus

Amount
(20,965,929)

Development of RAB register

3,010,000

Manpower Study

4,200,000

Optimal Financing Structure

1,498,000

Remuneration Costs- Transmission

(3,022,385)

Remuneration Costs- Distribution

(6,635,319)

Remuneration Costs- Customer Service

(1,719,753)

Remuneration Costs- Support Divisions

(3,113,767)

Overtime costs- Generation

(1,172,340)

Overtime costs- Transmission

(8,618,576)

Overtime costs- Distribution

(5,447,434)

Overtime costs- Customer Service

(749,949)

Overtime costs- Support Division

(2,118,981)
(44,856,433)

Table 56: Breakdown of 2021/22 Opex Adjustments
5.3.4. Depreciation
Depreciation forecast is mainly based on existing Regulatory Asset Base (RAB) and assets
expected to be capitalized in the relevant regulatory period in accordance with the Section 5.7
of the Tariff Methodology. The Methodology states that depreciation should be charged on a
straight-line basis on the historical cost of the RAB. The RAB itself is defined in detail in
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section 5.2 of the Methodology and it excludes customer and grant-funded assets. EEC’s filing
included depreciation of customer-funded and grant-funded assets and this had to be removed
from the revenue requirement. Further adjustments in depreciation were made to account for a
slippage adjustment made in the RAB (which is discussed in section 5.1.5 of this report). In
adjusting depreciation, an average life of a generation plant (solar in particular which is
expected to drive RAB for generation in the MYPD4) of 25 years was used and an average
economic life of networks (for transmission and distribution) of 40 years was used, whilst 10
years was used for support services, based on the average economic life of support services
assets such as office furniture. Table 58 provides a breakdown of the adjustments made to
depreciation.
Depreciation

2021/22

EEC

164,397,425

Adjustment

(76,985,993)

Approval

87,411,432

Table 57: 2021/22 depreciation approval

Economic
Description

Asset Value

Transmission grant-funded assets

Life (Years) Amount

-

(3,200,000)

Distribution grant-funded assets

(13,662,150)

Distribution customer-funded assets

(53,074,230)

Support- grant funded assets

(94,137)

Slippage adjustment (10% on RAB)- Generation

(40,610,272)

25

(1,624,411)

Slippage adjustment (10% on RAB)- Transmission

(80,876,392)

40

(2,021,910)

Slippage adjustment (10% on RAB)- Distribution

(29,223,139)

40

(730,578)

Slippage adjustment (10% on RAB)- Support Divisions (25,785,766)

10

(2,578,577)
(76,985,993)

Table 58: Breakdown of 2021/22 Depreciation Adjustments
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5.3.5. Return on RAB
EEC has proposed a return on RAB of E143.35 million based on their proposed RAB and
WACC of 7.92%. After a thorough analysis of the RAB, the Authority decided to implement
a slippage adjustment of 10% to EEC’s proposed RAB as per the analysis in section 5.1.5. The
Authority also adjusted EEC’s WACC to 7.28% as per the analysis in section 5.1.6 of this
report. This resulted to a downward adjustment of E24.39 million to EEC’s proposed return on
RAB. A detailed breakdown is provided in table 60.
Allowed Return on RAB

2021/22

EEC

143,348,490

Adjustment

(24,390,063)

Approval

118,958,428

Table 59: 2021/22 return on regulated asset base approval
Description

Asset Value

WACC

Return Value

Slippage adjustment (10% on RAB)- Generation

40,610,272

7.28%

2,957,485

Slippage adjustment (10% on RAB)- Transmission

80,876,392

7.28%

5,889,907

Slippage adjustment (10% on RAB)- Distribution

29,223,139

7.28%

2,128,205

Slippage adjustment (10% on RAB)- Support Divisions

25,785,766

7.28%

1,877,875

1,764,955,687

0.64%

11,536,590

WACC Variance
Total

24,390,063

Table 60: Breakdown of 2021/22 Return on RAB Adjustments

5.3.6. Other Revenues
Other non-electricity revenues were projected to be E29.4 million. Included in the projections
are amortization of grant funds. Based on the available information and past trends, the
Authority held that the forecasted figures are reasonable.
Other Income
EEC
Adjustment
Approval

2021/22
29,444,632
29,444,632

Table 61: 2021/22 other revenues approval
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5.3.7. Regulatory Clearing Account
EEC proposed liquidation of a net RCA balance of E115 million over-recovery in the
regulatory period 2021/22. This amount was based on liquidation of E131 million overrecovery for 2016/17 RCA plus an under-recovery of E23.3 million (initially was E19 million)
for 2019/20. The E23 million was a result of correction that EEC had to make in the figures.
The Authority disallowed the 2016/17 balance as that was dealt with in the February 2020
Tariff Order. The Authority further reviewed EEC’s 2019/20 RCA and established that there
was an over-recovery of E212.81 million (analysis provided in section 4.3.2 of the report). The
Authority resolved that half the over-recovery (i.e., E106.4 million over-recovery) be
liquidated in the financial year 2021/22, together with E138.77 million approved in the
February 2020 Tariff Order. This resulted in an RCA liquidation of E245.18 over-recovery to
be liquidated.
RCA Balances

2021/22

EEC

(115,448,422)

Adjustment

(129,729,248)

Approval

(245,177,670)

Table 62: 2021/22 regulatory clearing account liquidation

5.4. Regulatory Period 2022/23
5.4.1. Allowed Revenues
After a thorough analysis, ESERA established approved a revenue requirement of E2.59
Billion for EEC for the financial year 2022/23. This is a downward adjustment of 300.37
million from EEC’s request. The components of the adjustment will be discussed in detail in
the following sub-sections.
Revenue Requirement

2022/23

EEC

2,892,810,883

Adjustment

(297,506,855)

Approval

2,595,304,028

Table 63: 2022/23 allowed revenue adjustment and approval
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5.4.2. Cost of Sales
The cost of sales figure is based on demand level, purchase mix and Lilangeni- Dollar exchange
rates. The budgeted cost of purchases by EEC was E1.59 billion. This figure was adjusted down
to E1.58 billion, an adjustment of 3.89 million induced by adjustment in exchange rates. EEC
has budgeted an exchange rate of E16.78/USD. However, the Authority approved an exchange
rate of E15.44/USD as per the analysis in section 5.1.3.2 of this report. Target system losses
were adjusted from 13.5% to 12.68%. The losses have, over the years, been capped at 13.5%.
However, the EEC has been making investment in projects aimed at reducing losses. The
13.5% does not reflect or justified the projects undertaken over the years. Notwithstanding the
continued expansion of the network, there is a room for improvement in losses. In 2017/18, the
utility achieved system losses of 12.68% according to the 2018/19 Annual Report. The cap of
12.68% therefore is considered appropriate to encourage the utility to continue managing
system losses.
Cost of Sales
EEC

2022/23
1,594,279,013

Adjustment
Approval

16,927,935
1,577,351,078

Table 64: 2022/23 cost of sales adjustment and approval

Adjustments to Cost of Sales
Exchange Rate Variance

2022/23
3,886,718

System Loss Adjustments (0.82%)

13,041,217

Total Adjustments

16,927,935

5.4.3. Operating expenditure
EEC submitted a forecast of E972.71 million in respect of operating expenditure for the year
2022/23. After scrutinizing the costs, the Authority deemed it necessary to make some
adjustments, which included remuneration costs, overtime costs, as well as performance bonus.
Analysis of the adjustment of personnel related costs are given in section 5.1.4 of this report.
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After careful consideration of all information relating to performance bonus, the Authority
resolved that performance bonus should be borne by the shareholder, as opposed to the
customer. Notwithstanding that technical performance is taken into account in determining
each employee’s payout, on a higher level, performance bonus is linked to profits and should
be paid out of resulting profits. This is supported by Public Enterprise Unit (PEU) Circular
No.3 of 2017, which provides guidelines for payment of performance bonuses by Category A
Public Enterprises. The Guidelines state that the entity should have made profit or cash surplus
during the year under consideration and have declared and paid a dividend in line with the
dividend policy. It limits bonus payment only to profit-making organization. This gives an
implicit notion that bonuses should be paid out of profits. The Authority does not rule out the
possibility of technical performance related bonuses in the future, but that should be prescribed
in an incentive-based regulatory methodology.
The Authority therefore made adjustments amounting to E57.86 million and approved a sum
of E914.85 million in respect of operating expenditure for the year 2022/23. A breakdown of
the adjustment figure is given in table 66.
Operating Expenditure

2022/23

EEC

972,712,236

Adjustment

(57,863,015)

Approval

914,849,221

Table 65: 2022/23 operating expenditure adjustment and approval
Description
Performance bonus

Amount
(21,817,145)

Remuneration Costs- Transmission

(3,715,603)

Remuneration Costs- Distribution

(7,791,531)

Remuneration Costs- Customer Service

(2,283,193)

Remuneration Costs- Support Divisions

(4,025,570)

Overtime costs- Generation

(1,214,257)

Overtime costs- Transmission

(8,968,490)

Overtime costs- Distribution

(5,014,991)

Overtime costs- Customer Service

(827,224)

| 65

Overtime costs- Support Division

(2,205,011)
(57,863,015)

Table 66: Breakdown of 2022/23 Opex Adjustments
5.4.4. Depreciation
Depreciation forecast is mainly based on existing Regulatory Asset Base (RAB) and assets
expected to be capitalized in the relevant regulatory period in accordance with the Section 5.7
of the Tariff Methodology. The Methodology states that depreciation should be charged on a
straight-line basis on the historical cost of the RAB. The RAB itself is defined in detail in
section 5.2 of the Methodology and it excludes customer and grant-funded assets. EEC’s filing
included depreciation of customer-funded and grant-funded assets and this had to be removed
from the revenue requirement. Further adjustment in depreciation were made to account for a
slippage adjustment made in the RAB (which is discussed in section 5.1.5 of this report). In
adjusting depreciation, an average life of a generation plant, solar in particular, of 25 years was
used and an average economic life of networks (for transmission and distribution) of 40 years
was used, whilst 10 years was used for support services, based on the average economic life of
support services assets such as office furniture. Table 68 provides a breakdown of the
adjustments made to depreciation.
Depreciation

2022/23

EEC

173,202,183

Adjustment

(84,931,956)

Approval

88,270,227

Table 67: 2022/23 depreciation approval

Economic
Description
Transmission grant-funded assets

Asset Value
-

Life (Years) Amount
(3,200,000)

Distribution grant-funded assets

(15,642,150)

Distribution customer-funded assets

(57,434,368)
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Support- grant funded assets

(94,137)

Slippage adjustment (10% on RAB)- Generation

47,101,035

25

(1,884,041)

Slippage adjustment (10% on RAB)- Transmission

126,867,579

40

(3,171,689)

Slippage adjustment (10% on RAB)- Distribution

25,347,909

40

(633,698)

Slippage adjustment (10% on RAB)- Support Divisions

28,718,724

10

(2,871,872)
(84,931,956)

Table 68: Breakdown of 2022/23 Depreciation Adjustments

5.4.5. Allowed Return
EEC has proposed a return on RAB of E183.53 million based on their proposed RAB and
WACC of 7.92%. After a thorough analysis of the RAB, the Authority decided to implement
a slippage adjustment of 10% to EEC’s proposed RAB as per the analysis in section 5.1.5. The
Authority also adjusted EEC’s WACC to 7.28% as per the analysis in section 5.1.6 of this
report. This resulted to a downward adjustment of E31.38 million to EEC’s proposed return on
RAB. A detailed breakdown is provided in table 70.
Allowed Return on RAB

2022/23

EEC

183,534,315

Adjustment

31,377,622

Approval

152,156,693

Table 69: 2022/23 allowed return adjustment and approval

Description
Slippage adjustment (10% on RAB)- Generation

Asset Value

WACC Return Value

47,101,035

7.28%

3,437,341

Slippage adjustment (10% on RAB)- Transmission

126,867,579

7.28%

9,258,547

Slippage adjustment (10% on RAB)- Distribution

25,347,909

7.28%

1,849,841

Slippage adjustment (10% on RAB)- Support Divisions

28,718,724

7.28%

2,095,836

2,280,352,460

0.64%

14,736,057

Rate Variance
Total

31,377,622

Table 70: Breakdown of 2022/23 Return on RAB Adjustments
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5.4.6. Other Revenues
Other non-electricity revenues were projected to be E30.92 million. The figure includes
amortization of grant funds. Based on the available information and past trends, the Authority
held that the forecasted figures are reasonable.
Other Income

2022/23

EEC

30,916,864

Adjustment

-

Approval

30,916,864

Table 71: 2022/23 other revenue approval
5.4.7. Regulatory Clearing Account
The Authority reviewed EEC’s 2019/20 RCA. EEC had initially submitted an RCA of E19
million under-recovery, which later increased to E23 million under-recovery as some figures
were corrected. Upon a thorough review of all costs, the Authority held that EEC has overrecovered by a sum of E212.81 million. The Authority therefore directed that the RCA balance
be liquidated on equal instalment in the year 2021/22 and 2022/23. A detailed analysis of the
2019/20 RCA is provided in section 4.3.2 of the report.
RCA Balances
EEC
Adjustment
Approval

2022/23
106,406,327
(106,406,327)

Table 72: 2022/23 regulatory clearing account liquidation
5.5. Tariff Recommendations and Conditions
Based on all the above analysis and discussions, it is directed and approved as per the following
sub-sections.
5.5.1. The Allowed Revenue
The allowed revenues for EEC be approved as E2.25 Billion for 2021/22 and E2.60 Billion for
2022/23. The allowed revenue for 2020/21 remains as approved in February 2020 Tariff Order,
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subject to necessary reconciliations upon the completion of the regulatory period.

The

breakdown of cost elements is shown in the table below:
2020/21- Approved
Cost of Sales

2021/22

2022/23

1,328,460,735

1,431,024,762

1,577,351,078

Operating Expenditure

806,286,784

885,362,916

914,849,221

Depreciation

171,126,440

87,411,432

88,270,227

Allowed Return on RAB

143,284,389

118,958,428

152,156,693

RCA Balances

(138,771,343)

(245,177,670)

(106,406,327)

Other Income

(16,254,518)

(29,444,632)

(30,916,864)

2,294,132,488

2,248,135,236

2,595,304,028

Revenue Requirement

Table 73: Summary of costs breakdown for the respective financial years

2021/22
-9% -1%
4%
3%
51%
32%

Cost of Sales

Operating Expenditure

Depreciation

Allowed Return on RAB

RCA Balances

Other Income

Figure 10: Visual Presentation of Revenue Requirement 2021/22
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2022/23
5%
3%

-1%
-4%

55%

32%

Cost of Sales

Operating Expenditure

Depreciation

Allowed Return on RAB

RCA Balances

Other Income

Figure 11: Visual Presentation of Revenue Requirement 2022/23
5.5.2. The Revenue Recovery
It is forecasted that there will be excess recovery of revenues of E177 million for 2021/22
which would be offset by a forecasted under-recovery of E177 million in 2022/23. The Allowed
Revenues shall be recovered via various charges as per the table below:
Estimate 2020/2021

2021/2022

2022/2023

Facility Charges

71,806,809

74,818,674

80,200,755

Energy Charges

1,848,048,478

1,842,854,530

1,829,892,123

Demand Charges

346,673,793

351,873,900

352,643,386

Access Charges

153,321,992

155,636,515

155,561,385

2,419,851,072

2,425,183,619

2,418,297,649

Table 74: Allowed revenue recovery streams for the respective financial years
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2021/2022
6% 3%
15%

76%

Facility Charges

Energy Charges

Demand Charges

Access Charges

Figure 12: Visual Presentation of Revenue Streams 2021/22

2022/2023
6% 3%
15%

76%

Facility Charges

Energy Charges

Demand Charges

Access Charges

Figure 13: Visual Presentation of Revenue Streams 2022/23

5.5.3. The Average Tariff and Average Adjustment Rate
Based on the information on the preceding sections, the average price shall be E2.11 for
2020/21, falling to E2.09 for 2021/22 (a decrease of 1.33 % from 2020/21) and further drop to
E2.06 in 2022/23 (a decrease of 1,27% from 2020/21).
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Estimate 2020/2021
Consumption (MWh)

2021/2022

2022/2023

1,145,104

1,163,058

1,174,689

2.11

2.09

2.06

(1.33%)

(1.27%)

Average Tariff (E/kWh)
Average Tariff Adjustment
Revenue Requirement

2,294,132,488

2,248,135,236

2,595,304,028

Revenue Recovery

2,419,851,072

2,425,183,619

2,418,297,649

(177,048,383)

177,006,379

Deferred Recovery
Net Under/ (Over) Recovery

(42,004)

Table 75: Average tariff and adjustment rates

5.5.4. Migration to Cost-reflective Tariffs
Background
Presently Domestic customers in eSwatini are not paying cost reflective rates and are being
subsidized by other larger customers. In a recent cost of service study, there was an estimation
of what the customers should be paying if the prices were to be cost reflective. Based on that
information, ESERA developed a migration plan that seeks to move the current tariffs for
Domestic customers to a more cost reflective tariff level over time.
In coming up with the Cost-reflective Migration Strategy, the following regulatory instruments
were taken into consideration:
1. The Tariff Methodology for the regulation and approval of tariffs, prices and charges
in the electricity supply industry, dated June 2011;
2. The Subsidy Framework (Guidelines in terms of section 21 of the Electricity Act,
2007);
3. The Cost-of-Service Study for the Swaziland Electricity Supply Industry report, dated
24 July 2018, prepared by Economic Consulting Associates.

Recommended time frame to near cost-reflective tariffs
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Starting from the regulatory period 2021/22, it is recommended that rebalancing of tariffs shall
be gradually implemented, over a period not less than eight (8) years. The Authority, in
consultation with stakeholders shall determine an appropriate near cost-reflective level of
tariffs for domestic customers.
Scenarios Considered for Domestic Tariff
This review of the tariff resulted in a downward adjustment of the average tariff of 1.33% in
2021/22 and 1.27% in 2022/23. This is unprecedented in the history of tariffs, particularly in
eSwatini. However, this presents a good opportunity to implement tariff adjustments. Below
are some qualitative scenarios or options that can be considered:
Option 1: Increase Domestic Tariffs, while Decreasing Tariffs for Other Customer Categories
Currently, domestic customers are paying far below their cost of service (Cost of Service Study,
2018). Even with a decrease in average tariff, the current level of the domestic tariff is still way
below the cost of supply. The 2018 Cost of Service Study (CoSS) revealed that domestic
customers are paying about 60% below their cost of service, hence their tariffs should increase
by 66%, whereas some business customers’ cost of service was 43% less than what they were
actually paying.
Option 2: Maintain Domestic Tariffs at the Current Level
The Authority can freeze the domestic tariff at the current level whilst decreasing tariffs for
other customer categories in line with the fall in average tariff. This will gradually reduce the
level of cross-subsidies that currently exists.
Option 3: Lower Domestic Tariffs by a Smaller Percentage Compared to Other Categories
With a fall in the average tariff, all customers expect their tariffs to go down. In light of this
expectation, the domestic tariff could be decreased by a smaller percentage in comparison to
the rest of the customer categories.
Recommended tariff adjustment rate for domestic
Considering public expectations, it is recommended that domestic tariffs increase by 3% in
2021/22 and increase by a further 3% in 2022/23.
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5.5.5. Subsidy Framework Implementation
Background
Following from the previous section on migration towards cost-reflective tariffs, it was
recognised that cost-reflective tariffs may result to exclusion of indigent customers from
accessing the benefits of electricity services. A subsidy rollout plan was therefore found
necessary to protect indigent households to protect them from tariff increases and to enhance
electricity access at affordable rates.
Target number of customers over the Migration Period
The Authority acknowledges the lack of comprehensive data on the level of customers
requiring tariff support. Studies like household income survey have been used to determine the
number of indigent customers, but they were found not to point directly to the desired result.
For purposes of implementing the subsidy rollout program, 80,000 customers shall be targeted
over the cost-reflective migration period, to be enrolled to the program over a four-year period.
In each of the period, 20,000 customers shall be admitted.
The Authority will use results and feedback during each of the MYPD4 years to continuously
update the plan and establish a more accurate database.
Level of subsidy provided
The subsidy shall be implemented at the full 40% subsidy as per the Subsidy Framework
(Guidelines in terms of section 32 of the Electricity Act). The level of subsidy can be varied
over the years as it may be deemed necessary.
The Life Line Tariff proposed shall apply to the first 75 kWh (0- 75 kWh) consumed in a
calendar month as per the Subsidy Framework. The next 25 kWh (76- 100 kWh) will be
charged at the prevailing domestic rate. Any consumption in excess of 100 kwh (i.e. 101 kWh
to infinite) will be charged at a premium rate. Customers who feel that they are paying too
much in this category because of their high consumption will be free to migrate back to the
domestic category, subject to terms and conditions.
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5.5.6. Approval Conditions
1. EEC be directed to conduct a manpower study by through an independent consultant
and that the findings of the study be ready by the close of the third quarter of 2021/22.
Any future RCA claims on manpower costs shall be considered only if this directive
has been met,
2. EEC be directed to develop a Regulatory Asset Base Register in line with the guidelines
in minimum filling requirements (the RAB Register to be ready by the close of the
financial year 2021/22),
3. EEC be directed to conduct a study to determine its optimal capital structure (such a
study to be completed by the close of the second quarter of the financial year 2022/23).
4. As part of minimal filing requirements, EEC be directed to provides, in the future,
detailed budget assumptions for the years under review,
5. As part of each future filings, EEC be directed to provide a separate, comprehensive
report on the efficiency of its operations over the past multi-year tariff period. Such a
report must be accompanied by an opinion of an independent party,
6. EEC be directed to report quarterly on the implementation of cost-reflective migration
and subsidy rollout programs. The report shall follow a structure to be determined by
the Authority,
7. EEC includes in its quarterly RCA submissions, detailed analysis and explanation for
variances to make the information provided to be useful.
8. EEC be directed to keep a distinct account for unplanned maintenance and other
exceptional events, to be reviewed in conjunction with the RCA, enabling ease of opex
analysis. EEC shall consult the Authority on the nature of information to be reported,
9. EEC informs the Regulator of exceptional adverse events that may impact on costs,
within three days of occurrence. The Regulator may send its staff or an independent
party to verify the nature and extent of the event,
10. Where in doubt of the requirements or directives, EEC must consult with the Regulator
on the earliest date possible to ensure compliance with given timelines for each
directive.
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6. Stakeholder Consultations
6.1. Stakeholder Consultation Meetings
The Authority held public consultation meeting on the EEC’s Tariff Application as follows:
Date

Audience

Place

Time

11/14/2020 Business and domestic consumers

Lavumisa

9:30 AM

11/21/2020 Business and domestic consumers

Siteki

9:30 AM

11/24/2020 Business and domestic consumers

Mbabane

9:30 AM

11/28/2020 Business and domestic consumers

Piggs Peak

9:30 AM

12/4/2020

Trade Unions/Consumer groups

Manzini

9:30 AM

12/5/2020

Business and domestic consumers

Manzini

9:30 AM

Govt

Ministries

Eswatini

&

Stakeholders,

Business
SCGA,

12/10/2020 SSA, etc

Physical/Virtual 10:00 AM

12/12/2020 Business and domestic consumers

Nhlangano

9:30 AM

The overall turnout in the public consultations has greatly improved compared to past meetings,
an indication that Swazis are now appreciating the value of involvement in decision making.
This is very positive for the industry as decisions taken can accurately factor consumer needs
and expectations.

6.2. Summary of Public Submissions
Business Customers and Government Stakeholders
A meeting physically held at the Royal Villas, Ezulwini, and virtually hosted on zoom, on 10
December 2020, was attended by various company/corporate representatives, government
representatives and government parastatals, some of whom made submissions regarding the
proposed tariff increase following the Authority’s invitation. Issues raised were as follows:
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•

Following EEC’s presentation about imported electricity being a contributing factor to
the need for an increased tariff, the business stakeholders requested for transparency
in the amounts paid vs the amount of units paid for to ESKOM.

•

What does EEC do with the profits they get?

•

What the connection fee comprises of? It was proposed that It would be better if EEC
connects for her customers at no cost at all as the customers will pay for the electricity
which is a need and not a luxury.

•

EEC to teach more about the efficient use of power to time of use customers such as
sugar cane growers who use motors which consume a lot of power.

•

Concern was raised regarding ESERA who could not hold public tariff hearing in
Siphofaneni.

•

How do you see if a domestic customer qualifies to be subsidised?

•

Concerning electricity theft, EEC knows the culprits. What does EEC do about it?

•

Following EEC’s transition to the pre-paid meter system, they saved money from the
elimination of expensive process aligned with the post-paid system, what do they do
with those savings?

•

Cane Growers raised a suggestion that the regulator creates an enabling environment
for consumers to assist the utility in producing energy, especially in the area of
renewable energy and net metering.

•

Cane Growers also raised a suggestion to promote the efficiencies where the access
charge is concerned. They suggested that the utility reduces the period of payment
from the 12 months to a more affordable and reasonable period.

•

Cane Growers requested for education on the reasons why the distribution loses are
considered to be outside of the normal 7.5 to 9 range as per section 5.10 – 5.10.2 of the
application document.

•

Eswatini Competition Commission sought the difference between a customer and a
consumer and which cases come before the Tribunal.
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Domestic Customers
Generally, domestic consumers were against the proposed tariff by EEC. In Lavumisa and
Nhlangano, domestic customers lamented on the impact of the COVID-19 pandemic and how
this has crippled the economy which renders a lot of customers with no financial muscle to pay
for the tariff hikes.
Some even went on to imply that ESERA approves every application submitted by the utility
to increase the tariff.
In every town visited during the public hearings tour, domestic customers lamented about huge
profits made by EEC and how that should alleviate the high tariff hikes. Another common
concern raised by domestic customers was the impact that COVID had on their income. They
raised a serious concern of affordability, where they expressed that due to job losses and
decreased household income, they fear they will not be able to afford electricity.
Issues to do with customer service were common in all the regions where customers expressed
their sadness about the reception and response they receive from the utility. Customers also
expressed concern about many situations where the utility would request them to travel to a
service centre, spend a significant amount of travel funds, for a service that could have been
offered to them virtually.
A proposal made by the consumers is that EEC should hire its contractors on a full -time basis
in order to curtail the exorbitant costs for hiring independent contractors. It was further
proposed that in a means to reduce her operational costs EEC staff should take proper care of
the organisation’s assets such as their vehicles. The major concern is that at the moment this is
not the case as the vehicles are abused. It was pointed out that if customers are currently paying
for depreciation of assets, why should they finance new assets?
Another concerning issue prevalent in most regions was that perception the tariff public
hearings were merely staged and are only a formality as domestic consumers believe that a
decision on the tariff hike is taken even before the public hearings are held.
A proposal made by the consumers is that EEC should reduce her overreliance on imports and
invest more on local generation of power.
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It was expressed that there is lack of transparency from EEC as they have failed in their
application to show a detailed breakdown of the revenue requirement.
Every time the EEC request for a tariff increase, the reason is the same which is the projects
that will ensure more local electricity generation. The public requested that these projects
should be all done be at same time, they should rather be split into different financial periods
to reduce the cost burden incurred by the customers.
The regulator was given task to investigate if the Revenue Requirement is not skewed and
favours one party.
The public also highlighted the independence of the Regulator being interfered with, especially
in the last tariff. They asked what is the point of a regulator if every decision they make with
the tariff review is interfered with by the government where is the independency was the
question.
Economic Impact
•

Issues raised by domestic customers around the proposed tariff is the issue of
affordability of electricity based on the current COVID 19 pandemic and its impacts on
the economy.

•

Domestic consumers also questioned ESERA on the observation that the Authority
approves every submitted application for a tariff increase.

•

A concern amongst the domestic customers in almost all the regions was EEC’s
expensive connection charges.

•

Domestic consumers also questioned EEC on why they are not achieving much
progress with regards to improving on local generation which could reduce the over
reliance on imports. It was further a prevalent concern that one of the projects to be
embarked on by EEC was a thermal coal fired plant. The concern by the domestic
consumers was that more reliance on renewable power models should be embarked on.

•

A concern amongst the domestic customers in almost all the regions was EEC’s delay
in responding to and resolving customer electricity faults.
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Social Impact
•

The proposed tariff poses a huge social problem. With such high tariffs during a global
pandemic that has hit the country hard, people will struggle to afford electricity.

•

High crime rate will be a direct result of lack of affordability, where people will resort
to crime in order to afford the commodity. This will in turn make crimes such as by
passing and copper theft are predominant as people will resort to any means necessary
to make ends meet.

Trade Unions and Consumer Forums
A meeting held at the George hotel, Manzini on 04 December 2020, was attended by
representatives from the different trade unions and consumer groups. Issues raised were as
follows:
•

The Regulator should reject EEC’s application, until the PM states that Eswatini has a
COVID-19 vaccine.

•

Before implementing new projects, EEC should first lend the money before they can
charge their customers for same.

•

They lamented that EEC has been indicating that she is implementing some local
generation projects since time immemorial, however none of these have been
completed.

•

EEC must re-look at the fact that there are small businesses which cannot be excessively
charged for power that they have not utilized.

•

They enquired when the Connection Fee Guidelines would be completed.

•

A question was asked whether EEC would be able to meet the country’s capacity
demands when her contract ends with Eskom.

•

A question was posed where the Kingdom of Eswatini ranked in the SADC region in
terms of the price of electricity charged?
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•

TUCOSWA lamented that the public hearings seem like a formality and that the
difference between a board and a company is that what drives a company is maximising
profits.

•

It was further emphasized that unemployment was at an all-time high and that
increasing the tariff would worsen the economy.

Economic Impact from Trade Unions and Consumer Forums
•

Given the outbreak of the COVID-19 not only in Eswatini but world over, the tariff
hike will greatly disadvantage civil servants.

Social Impact from business customers
•

The tariff hike will propel poverty as more people will not be able to afford.

•

This hike will drive TUCOSWA towards a protest because it opposes agreements made
with government.

Conclusion
There is no denying that due to the current pandemic and economic status in the country, the
electricity customers feel that a tariff hike would be an over-weight on their economic and
social life. Such is portrayed where submissions highlighted government statements about the
outbreak of the COVD-19 pandemic, its impact on the economy, and concern that the Authority
seem to award every application to hike the tariff. The public’s submissions recommended
that EEC revisits her strategic plan to re-allocate timelines for the proposed projects that need
added funding.
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Annexures
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Annexure A: 2019/20 RCA

Revenue Requirement Revision (Based on Actual Costs)
ESERA Discretionary Pass-through

Budget & Actual Cost Data

Revised Revenue Requirement (E)

Budget
Revenue
Requirement

2019/20

Cost of Sales (Electricity Purchases)
Exchange Rate Difference
Cost of Sales (Excl Losses & Exch Rate Diff)
Cost of Sales (Losses at Budg Exch Rate)

y
DSM Price Savings Retained 0% N/A
Max Loss Factor
13.5%

Operating and Maintenance

Cost variability

5%

Cost Driver

Customer Services

Cost variability

50%

Overheads

Cost variability

50%

Asset related revenue requirement
Depreciation
Return on Assets
Return on Working Capital
Cost variability

Demand

Automatic Cost
Variance Passthrough

1,670,554,761
1,444,655,523
225,899,237

1,535,843,824
1,329,795,776
206,048,048

-134,710,937
-114,859,747
-19,851,189

-133,420,068
-114,859,747
-18,560,321

14,183,659
5.2%
13,075,256
13.1%
-33,839,142
-17.6%

-8,354,589
-3.1%
-189,762
-0.2%
-4,326,349
-2.3%

-72,440,716
-19,094,855
-60,811,132
7,465,271
0.0%
-

-30,695,086
-30,695,086
0.0%
-

Min limit -2.0%

Max Limit 5.0%

270,820,649

285,004,308

Cost Driver Connections

Min limit -5.0%

Max Limit 5.0%

100,091,480

113,166,736

Cost Driver

Min limit -2.0%

Max Limit 5.0%

191,805,570

157,966,428

200,825,675
113,480,494
87,345,181
-

128,384,959
94,385,638
26,534,050
7,465,271

Energy

y

0%

Actual Revenue
Requirement

Total Cost
Variance (Act Budget)

Cost Driver

Demand

Min limit -2.0%

Max Limit 5.0%

Bad debt
Regulatory Adjustments
Adjusted for:
Less: Other Revenue
Reconciliation Adjustment
Other Adjustment

-

Cost variability

100%

Cost Driver

Energy

Total Revenue Requirement

-

-7,311,594
131,832,942

-13,621,075
131,832,942

2,558,619,483

2,338,578,121
91.4%

93,232,090

-6,309,481
0.0%
-220,041,361
-8.6%

-1,423,423
-1.1%
-178,409,277
-7.0%

Automatic
Tolerance
Band Passthrough
adjustment

Other Cost
Variance

-1,290,868
-1,290,868
13,123,303
5.0%
4,995,086
5.0%
-29,326,285
-15.6%

0.0%

-11,207,896
-0.4%

9,414,945
3.5%
8,269,932
8.3%
-186,508
-0.1%
-41,745,630
-19,094,855
-30,116,045
7,465,271
#DIV/0!
-

-6,309,481
1,423,423
1.1%
-30,424,188
-1.2%

Pass-through
Allowed
(%
of Other Cost
Variance)

100%
90%
%
100%
0%

100%
100%
100%
100%

33,999,321
100%
100%
100%

Discretionary
Pass-through

Revised Rev
Req (Final)

-1,290,868
-1,290,868

1,535,843,824
1,329,795,776
206,048,048

8,473,450
3.1%
8,269,932
8.3%
0.0%

284,062,814

-19,094,855
-30,116,045
7,465,271
#DIV/0!
-

128,384,959
94,385,638
26,534,050
7,465,271

113,166,736
158,152,936

-155,824,115

-6,309,481
1,423,423

-13,621,075
131,832,942

10,566,455
0.4%

2,181,999,020
85.3%

Reconciliation Adjustment Summary
Reconciliation Adjustment Phasing
Reconciliation Year

2019/20

Revised Revenue Requirement (Final)
Actual Revenues Earned
Total Reconciliation Adjustment

Recon yr +1

Recon yr +2

Recon yr +3

2,181,999,020
2,394,811,675
E'000

212,812,654

OVER-RECOVERY

Reconciliation Phasing

100%
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-106,406,327
50%

-106,406,327
50%

0%

To be added to budgted Revenue Requirement for each year indicated
Phased adjustment to the Regulated Revenue Requirement
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Annexure B: Summary of Public Submission by Customer Grouping
TARIFF REVIEW PUBLIC HEARING SUMMARY 2021
Background
The Eswatini Energy Regulatory Authority received an application from EEC, for a 7.16%
review of the electricity tariff, for the financial years, 2021/2022 and 2022/2023, which will
see EEC increasing the electricity tariff across all customer categories on an average of 7.16%
for both financial years if approved by the Authority. This application comes as a result of the
fact that current multi-year tariff granted by ESERA in 2017 came to an end in the end of the
financial year 2018. Following this, the Utility applied for a review for the financial years
2020/2021 and 2021/2022, which wasn’t approve due to a government tariff freeze effected in
2020. As per the Regulatory Act, ESERA is expected to adjudicate on the final tariff to be
granted to EEC, only after ESERA has gathered public opinion on the proposed tariff increase,
through public hearings and written submissions given to the Authority by the deadline date of
10 January 2021, 1630 hrs. The Authority, after inviting the public for comments, staged eight
public hearings across the Kingdom of Eswatini, with different consumer groups, including:
business customers, domestic customers, NGOs, government ministries and parastatals, and
Civic groups (Trade Unions). Below is a summary of the inputs and comments from the various
stakeholder groups;
BUSINESS CUSTOMERS AND GOVERNMENT STAKEHOLDERS
A meeting physically held at the Royal Villas, Ezulwini, and virtually hosted on zoom, on 10
December 2020, was attended by various company/corporate representatives, government
representatives and government parastatals, some of whom made submissions regarding the
proposed tariff increase following the Authority’s invitation. Issues raised were as follows:
•

Following EEC’s presentation about imported electricity being a contributing factor to
the need for an increased tariff, the business stakeholders requested for transparency
in the amounts paid vs the amount of units paid for to ESKOM.

•

What does EEC do with the profits they get?
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•

What the connection fee comprises of? It was proposed that It would be better if EEC
connects for her customers at no cost at all as the customers will pay for the electricity
which is a need and not a luxury.

•

EEC to teach more about the efficient use of power to time of use customers such as
sugar cane growers who use motors which consume a lot of power.

•

Concern was raised regarding ESERA who could not hold public tariff hearing in
Siphofaneni.

•

How do you see if a domestic customer qualifies to be subsidised?

•

Concerning electricity theft, EEC knows the culprits. What does EEC do about it?

•

Following EEC’s transition to the pre-paid meter system, they saved money from the
elimination of expensive process aligned with the post-paid system, what do they do
with those savings?

•

Cane Growers raised a suggestion that the regulator creates an enabling environment
for consumers to assist the utility in producing energy, especially in the area of
renewable energy and net metering.

•

Cane Growers also raised a suggestion to promote the efficiencies where the access
charge is concerned. They suggested that the utility reduces the period of payment
from the 12 months to a more affordable and reasonable period.

•

Cane Growers requested for education on the reasons why the distribution loses are
considered to be outside of the normal 7.5 to 9 range as per section 5.10 – 5.10.2 of the
application document.

•

Eswatini Competition Commission sought the difference between a customer and a
consumer and which cases come before the Tribunal.

DOMESTIC CUSTOMERS
Generally, domestic consumers were against the proposed tariff by EEC. In Lavumisa and
Nhlangano, domestic customers lamented on the impact of the COVID-19 pandemic and how
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this has crippled the economy which renders a lot of customers with no financial muscle to pay
for the tariff hikes.
Some even went on to imply that ESERA approves every application submitted by the utility
to increase the tariff.
In every town visited during the public hearings tour, domestic customers lamented about huge
profits made by EEC and how that should alleviate the high tariff hikes. Another common
concern raised by domestic customers was the impact that COVID had on their income. They
raised a serious concern of affordability, where they expressed that due to job losses and
decreased household income, they fear they will not be able to afford electricity.
Issues to do with customer service were common in all the regions where customers expressed
their sadness about the reception and response they receive from the utility. Customers also
expressed concern about many situations where the utility would request them to travel to a
service centre, spend a significant amount of travel funds, for a service that could have been
offered to them virtually.
A proposal made by the consumers is that EEC should hire its contractors on a full -time basis
in order to curtail the exorbitant costs for hiring independent contractors. It was further
proposed that in a means to reduce her operational costs EEC staff should take proper care of
the organisation’s assets such as their vehicles. The major concern is that at the moment this is
not the case as the vehicles are abused. It was pointed out that if customers are currently paying
for depreciation of assets, why should they finance new assets?
Another concerning issue prevalent in most regions was that perception the tariff public
hearings were merely staged and are only a formality as domestic consumers believe that a
decision on the tariff hike is taken even before the public hearings are held.
A proposal made by the consumers is that EEC should reduce her overreliance on imports and
invest more on local generation of power.
It was expressed that there is lack of transparency from EEC as they have failed in their
application to show a detailed breakdown of the revenue requirement.
Every time the EEC request for a tariff increase, the reason is the same which is the projects
that will ensure more local electricity generation. The public requested that these projects
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should be all done be at same time, they should rather be split into different financial periods
to reduce the cost burden incurred by the customers.
The regulator was given task to investigate if the Revenue Requirement is not skewed and
favors one party.
The public also highlighted the independence of the Regulator being interfered with, especially
in the last tariff. They asked what is the point of a regulator if every decision they make with
the tariff review is interfered with by the government where is the independency was the
question.

Economic Impact
•

Issues raised by domestic customers around the proposed tariff is the issue of
affordability of electricity based on the current COVID 19 pandemic and its impacts on
the economy.

•

Domestic consumers also questioned ESERA on the observation that the Authority
approves every submitted application for a tariff increase.

•

A concern amongst the domestic customers in almost all the regions was EEC’s
expensive connection charges.

•

Domestic consumers also questioned EEC on why they are not aiming much progress
with regards to improving on local generation which could reduce the over reliance on
imports. It was further a prevalent concern that one of the projects to be embarked on
by EEC was a thermal coal fired plant. The concern by the domestic consumers was
that more reliance on renewable power models should be embarked on.

•

A concern amongst the domestic customers in almost all the regions was EEC’s delay
in responding to and resolving customer electricity faults.
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Social Impact
•

The proposed tariff poses a huge social problem. With such high tariffs during a global
pandemic that has hit the country hard, people will struggle to afford electricity.

•

High crime rate will be a direct result of lack of affordability, where people will resort
to crime in order to afford the commodity. This will in turn make crimes such as by
passing and copper theft predominant as people will resort to any means necessary to
make ends meet.

TRADE UNIONS AND CONSUMER FORUMS
A meeting held at the George hotel, Manzini on 04 December 2020, was attended by
representatives from the different trade unions and consumer groups. Issues raised were as
follows:
•

The Regulator should reject EEC’s application, until the PM states that Eswatini has a
COVID-19 vaccine.

•

Before implementing new projects, EEC should first lend the money before they can
charge their customers for same.

•

They lamented that EEC has been indicating that she is implementing some local
generation projects since time immemorial, however none of these have been
completed.

•

EEC must re-look at the fact that there are small businesses which cannot be excessively
charged for power that they have not utilized.

•

They enquired when the Connection Fee Guidelines would be completed.

•

A question was asked whether EEC would be able to meet the country’s capacity
demands when her contract ends with Eskom.

•

A question was posed where the Kingdom of Eswatini ranked in the SADAC region in
terms of the price of electricity charged?
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•

TUCOSWA lamented that the public hearings seem like a formality and that the
difference between a board and a company is that what drives a company is maximising
profits.

•

It was further emphasized that unemployment was at an all-time high and that
increasing the tariff would worsen the economy.

Economic Impact from Trade Unions and Consumer Forums
•

Given the outbreak of the COVID-19 not only in Eswatini but world over, the tariff
hike will greatly disadvantage civil servants.

Social Impact from business customers
•

The tariff hike will propel poverty as more people will not be able to afford.

•

This hike will drive TUCOSWA towards a protest because it opposes agreements made
with government.

Conclusion
There is no denying that due to the current pandemic and economic status in the country, the
electricity customers feel that a tariff hike would be an over-weight on their economic and
social life. Such is portrayed where submissions highlighted government statements about the
outbreak of the COVD-19 pandemic, its impact on the economy, and concern that the Authority
seem to award every application to hike the tariff. The public’s submissions recommended
that EEC revisits her strategic plan to re-allocate timelines for the proposed projects that need
added funding.
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