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ELECTRICITY: COST AND BENEFITS 

For many years, Eskom has been among the lowest cost electricity producers in the world.  One of the reasons for this is South Africa’s abundance of coal.  In addition, although the situation has now changed, for the past two decades it has not been necessary to invest in new power stations as supplies of electricity far exceeded customer demand.  This enabled Eskom to keep the price of electricity down.
Despite Eskom’s low cost electricity, a frequently asked question is, “Why is electricity so expensive?”   To answer this question, we need to look at the costs involved in the process of producing, transporting and delivering electricity.
ELECTRICITY – THE COSTS

1.
Production


In South Africa, approximately 90% of our electricity is generated by coal fired power stations, 
due to the abundance of coal.  Power stations of any type are expensive to build and to operate.  
For example, a modern coal fired power station such as Lethabo, which went into commercial 
operation in 1990, would now cost ±R30 billion to build.  

To produce electricity, the station requires vast quantities of coal - called primary energy.  The 
coal cost alone for a power station of Lethabo’s size can amount to ±R56,00  per ton, at an 
average burning rate of ±50 000 tons per day.  
2.
Transmission

From the power stations the electricity is transmitted via ± 30 000 kilometres of high voltage 
overhead power lines.  Voltages on this transmission grid range between 132 kV and 765 kV.  
The construction of a 765 kV high voltage transmission line costs, on average, R1 million per km.
3.
Distribution


From the transmission grid, power is distributed to consumers at a lower voltage via a distribution 
network of overhead lines, cables and transformers.  The more infrastructure needed to reach a 
consumer, the more expensive it becomes, and the higher the average cost of electricity supplied 
to that customer.

4.
Operation and Maintenance

Over and above the infrastructure costs, Eskom also has substantial manpower costs, as people 
are needed to operate and maintain the plant and equipment. 

KEEPING THE COSTS DOWN

1.
Business efficiency


To satisfy customers’ electricity needs, Eskom must ensure that electricity is produced in the most 
cost-effective way.  The corner stone of our production process is therefore efficient plant 
operation and maintenance.


In 1994, Eskom introduced the 90:7:3 target to improve the performance of all its power stations.  
In terms of the target, the plant has to be available to supply power 90% of the time, while the 7% 
represents planned plant shutdowns to do important maintenance.  Unplanned plant shutdowns 
due to breakdowns and other unforeseen events should not exceed 3%.  

2.
The Price Compact and Regulation


The total cost of supplying electricity increases on average 5% per year. To ensure that prices are 
kept at affordable levels, Eskom committed itself in 1995 to reduce the real price of electricity by 
15% over five years. Price increases were consistently kept at least 2% below the prevailing 
inflation rate, hence the drop in the real price of electricity.


Eskom is not allowed to increase the price at which it sells electricity at will.  Since 2002 Eskom 
price increases have been regulated according to a rate-of-return method approved by the then 
National Electricity Regulator (NER). 

For the first time, in 2006, the annual Eskom price adjustment was determined through a Multi-
Year Price Determination (MYPD) process, which is led by the National Energy Regulator of 
South Africa (NERSA).  NERSA is the regulating body for the energy sector and includes the 
generation, transmission and distribution of electricity in South Africa.


Future tariff increases are inevitable in order to build the generating capacity required to meet 
growth in demand.  These will be established in a gradual manner and kept as low as possible.

3.
Restructuring of the Electricity Distribution Industry (EDI)


The result of both Eskom and municipalities distributing electricity to their respective customers, 
has been a lack of consistency with regard to electricity tariffs and service.  To solve this problem, 
the Electricity Distribution Industry in South Africa is undergoing a restructuring process.  
Regional Electricity Distributors (REDs) are being formed, in which Eskom’s distribution function 
and those of local authorities will be combined to ensure more consistent, cost-reflective tariffs.

ELECTRICITY – THE BENEFITS

Apart from being the main energy source driving our industries and serving the needs of domestic consumers, electricity provides other benefits:

1.
Reducing urban pollution


Electricity is the most cost-effective way to clean up urban pollution caused by people burning 
fossil fuels for domestic purposes.  Although vast quantities of coal are burnt at Eskom’s power 
stations, it is done under controlled conditions.  Sophisticated equipment removes more than 99% 
of the particulate matter (fly ash) from the gas that is finally released into the atmosphere.  The 
use of this technology reduces urban pollution and brings benefits to both the environment and 
people’s health.  

2.
Quality of life


Electricity improves the quality of life of its users at home and at work.  Apart from improving 
people’s health by removing pollution caused by wood and coal fires, electricity is instantly 
available and saves hours of time that would have been spent in search of other energy sources 
such as wood.  

3.
Economic growth


Statistics prove that for every 100 homes that are electrified, 10 new jobs are created.  Electricity 
not only stimulates growth and development in the informal economic sector, Eskom currently 
produces electricity at the lowest cost in the world, making South Africa an attractive investment 
destination for energy intensive industries. 

An example of this is the power supply agreement between Eskom and Alcan (a Canadian 
aluminium producer) at the Coega Development Zone in the Eastern Cape.  This project will be 
the first to benefit from the Department of Trade and Industry’s Developmental Electricity Pricing 
Programme, in which Eskom is a major role player.  The upgraded power supplies open the way 
for more investment in manufacturing and other job-creating industries in the Eastern Cape.
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For more information on Eskom related topics see the Eskom website (www.eskom.co.za).  
Select the Publications tab and List of Fact Sheets.







