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Regulatory Clearing Account (RCA) for MYPD 3 – Explained 

Definition: 

The Regulatory Clearing Account (RCA) is a monitoring and tracking mechanism that 

compares certain uncontrollable costs and revenues assumed in the MYPD decision (made 

by the National Energy Regulator of South Africa (NERSA)) to actual costs and revenues 

incurred by Eskom. This is to allow for changes in the actual conditions for specifically 

identified cost items when compared to assumptions made when the MYPD application was 

considered.  

Should there be a difference between the decision and actual costs and revenues; the 

difference is subject to RCA rules. The RCA rules applicable to a MYPD decision are 

informed by the approved regulatory framework applicable to the MYPD decision period. 

This results in a RCA balance that should either be recovered by Eskom (if overspent) or be 

given back to the customers (if underspent). 

Once the RCA balance has been determined by Nersa, a separate process is followed to 

decide on the liquidation thereof, which would take place through implementation of 

adjustment in tariffs.  

How the RCA works: 

The RCA mechanism is a process that will apply to every elapsed year. It is a means to 

retrospectively reconcile the variances between the assumptions upon which Nersa had 

based its revenue decision, and the actual outturn, on certain specified elements.  

As such the RCA process will take place on elapsed years whether or not a re-opening on a 

future year takes place. As the RCA process develops, it will become more certain and 

predictable. Any approved recovery of variances takes place by adjusting the electricity price 

in a future year, relative to what it otherwise would have been. It is thus also inherent to the 

RCA process that there would be a delay between a variance occurring, and the revenue 

adjustment taking place, whether being an increase or a decrease. 

The process is two-fold: first Eskom compiles the RCA balance based on its understanding 

and interpretation of the MYPD Methodology relating to the RCA and thereafter submits it to 

NERSA for review, approval and implementation. 

The activities may be outlined as follows: -  

 Eskom:- 

a. Identify the items (cost and  revenue) to be assessed  

b. Apply the RCA rules to determine the value to be included in the RCA 

c. Compute the RCA balance and obtain supporting documentation to motivate 

for differences – it is important that Nersa is provided with the reasons, facts 

and evidence for our submission. 

d. Obtain internal governance approval 

e. Submit to NERSA for review, approval and implementation 

 

 NERSA:- 

a. Receive Eskom RCA submission 
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b. Review of the RCA items for prudency, where applicable;  

i. Some of the costs differences may be deemed to be imprudent and 

those costs will not be taken into account when calculating the RCA 

balance.  

ii. If the costs differences are deemed to be prudent, these will be 

included in the in the RCA balance. 

iii. The total RCA balance is calculated by adding together all the cost 

and revenue differences together, therefore no one cost or revenue 

item is looked at individually (the RCA balance represents the basket 

impact). 

c. Recalculation of the RCA 

d. Approve the RCA balance 

e. Decide on the liquidation of the RCA balance i.e. implement tariff adjustments 

(increases or decreases).  

The differences included in the MYPD3 Year 1 - RCA calculation: 

 Revenue,  

 Coal burn costs: subject to an alpha factor - a risk sharing ratio that is pre-determined 

by Nersa  (volume and price changes taken into account) 

 Independent Power Producers: costs will be treated as a pass through with the 

proviso that requirements in terms of the power purchase cost recovery mechanism 

are met.  

 Environmental levy: costs are treated as a pass through, where energy sent out is 

levied  

 OCGT costs: subject to prudency review (volume and price changes taken into 

account). Changes in prices are considered to be beyond Eskom’s control and are 

thus allowed.  

 Other primary energy costs such as nuclear, hydro, and sorbent, will be allowed as 

pass-through costs.  

 Capital expenditure variances will attract only the return on assets component of the 

difference between capital expenditure assumed in the MYPD decision and actual 

capital expenditure incurred. 

 Service quality incentive schemes 

o This will include technical performance for both transmission and distribution 

network  

 Demand Side Management – it is Eskom’s understanding that if Eskom achieves 

additional savings (in MW) then an incentive in accordance with a pre-determined 

formula will be allowed. A penalty will be applied if savings, when compared to the 

decision are not achieved.  

 Energy Efficiency and demand side management will incur penalties for under 

achieving their targets.  
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 Operating costs - Inflation changes to MYPD decision are taken into account. 

Prudently incurred under- expenditure in operating costs should be included in the 

RCA balance.  Any variance above the determined operating costs is for Eskom’s 

account.   

 

How is the RCA balance liquidated ? 

NERSA will liquidate the MYPD 3 year one RCA balance by adjusting future prices of 

electricity - up if the RCA is in favour of Eskom and down if the RCA is in favour of 

customers. 

 

When can the RCA be liquidated? 

NERSA compares the recalculated MYPD2 RCA Balance and will make a decision on the 

amount of the revenue to be liquidated in the 2016/17 financial year through the adjustment 

of the tariffs.  

Status of the MYPD3 year one RCA application to NERSA: 

A formal RCA application for MYPD 3 year one (2013/14) has been submitted to Nersa on 

10 November 2015.  Eskom has made a submission to Nersa in accordance with the MYPD 

methodology that was published by Nersa during December 2012.  

It needs to be highlighted that in terms of the MYPD methodology, Eskom makes an 

application for variances between actual costs and revenues that materialised in comparison 

to the MYPD 3 decision that Nersa made. The rules that govern the treatment of the 

variances are applied. In terms of these rules, there are certain instances where Eskom has 

to provide evidence, motivations and proof for the variances where Nersa is required to 

determine the prudency.  

In practice ‘prudence’ means that Eskom must prove that the variations (relative to the 

assumptions as made by Nersa for purposes of the MYPD3 revenue decision) are 

reasonable and efficient under the circumstances. Regarding the use of OCGTs it includes 

demonstrating that the use is necessary to ensure security of supply and is a last resort 

regarding the mitigation of capacity constraints, before implementation of load shedding 

activities. It includes that Eskom has to demonstrate that it has maximised the availability 

and utilisation of cheaper resources before resorting to the use of OCGTs.  

 

What is the difference between a Re-opener and RCA? 

A re-opening pertains to a future year or years, as a means to prospectively change the 

revenue decision regarding those future years on the basis of new and different 

assumptions. On the other hand RCA – is a backward looking view to determine prudency. 

  


