ELECTRICITY CONTROL BOARD

ECB TARIFF METHODOLOGY

March 2026

Issued By:

Electricity Control Board

35 Dr. Theo-Ben Gurirab Street

P.O. Box 2923

Windhoek

Contact Details:

Telephone: +264 61 374 300

Website: www.ecb.org.na



http://www.ecb.org.na/

ECB Tariff Methodology 2026

Version Control and Approval

Document Ownership Economic and Market Regulation Department
Date of Approval March 2026

Description of Document Revised Tariff Methodology

Related Documents / Policies e Electricity Act, no 4 of 2007

e Performance Management Framework
e Tariff Rule Books

e Economic Rules

e Technical Rules

e National Connection Charge Code

Page ii



ECB Tariff Methodology 2026

Executive Summary

The tariff methodology for the Namibian Electricity Supply Industry (ESI) is a cost-plus-return
framework implemented through a performance-linked Multi-Year Pricing (MYP).

The MYP framework establishes an allowed revenue requirement per licence for up to five years.
Annual tariff reviews are limited to adjusting this pre-determined revenue requirement for
agreed external and internal parameter variations and using the adjusted allowed revenue to
determine tariff rates and proposed revenue for the year under review. Detailed tariffs are not
set for future years; however, the overall tariff path is forecast over the MYP based on the
projected sales volumes and costs.

The methodology is designed to promote predictability in tariff determination and enhance
operational efficiency among licensees, translating into more affordable electricity tariffs for
consumers.

The multi-year cycle is set to be five years, however, to smoothen the implementation at least
the first review should be for a three-year period to allow the licensees and ECB to learn from
the first review cycle.

The Methodology is strictly licence-based, implying that multi-year revenue requirements are
per licensed activity, and then aggregated or passed through to further licensees or structures
to derive end-consumer tariffs.

Revenue reconciliation is an integral component of the Methodology and is applied throughout
the value chain as part of the tariff review process.

The Methodology is linked to the Performance Management System through the Performance
Management Framework (PMF), where PMF assessment results determine the extent of
discretionary cost pass-through allowed in the licensee’s revenue reconciliation. Performance
drivers used in the tariff methodology align with the PMF, although they operate with a different
focus than provided for in the PMF.

Tariff charge determination is lightly regulated through guidance on cost allocation and
formulation of charges by connection category. Licensees retain flexibility to propose tariffs
within this framework in line with their customer base.

The implementation of the methodology will in in phases, the first phase being the piloting of
the methodology, and second phase implementing the methodology on a three-year cycle and
then the last phase increasing the cycle to five years.
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Introduction and Objectives

1.1 Introduction

The ECB has undertaken a comprehensive review of the tariff methodologies currently applied
to the generation, transmission, and distribution sectors of the ESI. These methodologies, which
have been in place, with minor modifications, for 20 years, require updating to enhance
efficiency across the industry. The review aims to strengthen performance-based tariff
regulation and to introduce multi-year pricing mechanisms that promote regulatory efficiency
and provide greater predictability in tariff trajectories.

The review was necessitated by two key factors. Firstly, structural changes taking place in the ESI
(primarily through the introduction of the Modified Single Buyer (MSB) market model, and other
regulatory developments). Secondly, the on-going challenges experienced by the ECB and
licensees to effectively implement performance management framework that deliver
measurable improvements. Although the ECB has partly applied performance-related criteria in
its licensee tariff reviews, these criteria have not been well structured, transparent, and
predictable as they should be. As a result, licensees have not responded with the operational
changes necessary to improve their performance and efficiency.

The above trend contributed to licensees spending on non-approved operational costs at the
expense of investment in essential/critical network refurbishment and other capital projects. If
unaddressed, this trend risks degrading network infrastructure to the point where service quality
may decline and licensees may face significant operational and financial strain.

In response, the ECB has resolved to review its tariff methodologies to introduce performance-
related elements that are structured, transparent, and consistent, and applied consistently,
thereby increasing the likelihood that licensees invest in efficiency improvements and
responsible operational management.

Beyond changes within the electricity sector in Namibia, the review was further motivated by an
urgent need to curb rising electricity costs, through improved cost efficiency in the industry,
while simultaneously safeguarding the financial viability of licensees. Balancing these objectives
is challenging within the national policy commitment to cost-reflective tariffs. To maintain
affordability for consumers and ensure licensee viability, targeted Government interventions
may be required—such as tariff-support subsidies or Government-funded grants for the
development of power generation projects.

1.2 Policy and Legal Framework

Figure 1 below provides an overview of the key components of the policy, legal and regulatory
framework of the Namibian ESI. The following sections provide further details of the major
components of this framework that pertain directly to the ECB’s tariff methodologies.
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Figure 1: Overview of the Policy, Legal and Regulatory Framework
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The ECB derives its existence and powers from the Electricity Act of 2007 (the Act). The Act
grants the ECB the power to regulate electricity tariffs and prices, including the powers to
develop the required Rules and frameworks to execute its functions. The Act requires the ECB to
execute its regulatory mandate within prevailing Government policy.

The ECB regulates the licensees according to their licences, i.e., the regulation of electricity
pricing is legally attached to the licence. This means that a licensee with multiple licences must
be regulated in the first instance at licence level, the results of which can be aggregated at
licensee level, if appropriate. This further means that licensees with multiple licences must be

properly ring-fenced (which is a standard licence condition), and this ring-fencing must be
enforced for transparent regulation.

The applicable major Government policies prescribe that electricity tariffs must reflect the cost
of producing and supplying electricity. This is referred to as “cost-reflective” tariffs. The policies
allow for deviations from this requirement through targeted subsidies to support national
objectives, such as poverty reduction and social upliftment. The policies also require the ESI to
be regulated to achieve efficient services and to achieve security of supply. These latter
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requirements provide a policy basis for performance-managing the ESI to achieve these
objectives. However, unfortunately, the policy position does not express itself on the link
between securing supply and the financial (and price) implications thereof. This creates a policy
vacuum in the current state of regional power shortages, which causes security of supply to come
at premium costs.

This implies that, except for social support and other Government interventions, the electricity
consumer is expected to absorb the full cost of the electricity industry. While this validly aims
to ensure a financially sustainable and self-reliant ESI, it has led to rising electricity tariffs which
a) have become an economic burden to consumers and are often considered unaffordable
(although this is not clearly defined and therefore not an objective finding) and b) are getting to
price levels where off-grid technologies are becoming cost-competitive for low load-factor
consumers with the financial means to acquire their own electricity supply systems.

While Government has, over many years, consistently provided capital funding for electrification
(albeit insufficient to make major advances in the electrification rate of the country in recent
years) as well as occasional funding for transmission and generation infrastructure, Government
has not been willing to consider operational subsidies to support, for example, the rising cost
of operating and maintaining electrification infrastructure which raises insufficient revenue to
cover its costs. This has led to the general (business, institutional, industrial) electricity consumer
cross-subsidising electrification and household consumers to a significant extent and has
further increased the electricity price to larger general consumers significantly above a cost-
reflective level.

Another deviation from the Government policy position of cost-reflective electricity pricing is
that while the ESI was arguably cost-reflective in the early 2010s, this can no longer be claimed.
Economic challenges, social considerations, the impact of the Covid-19 pandemic as well as
political pressure have resulted in electricity prices that are, overall, significantly below cost-
reflective levels. In addition, licensees have developed a tendency to self-regulate by omitting
valid costs from their regulatory applications, and the ECB has disallowed justified tariff increases
for social, political, and economic motivations.

The updated tariff methodology needs to reset some of these trends. Specifically, regulatory
applications must return to a principle of showing true costs, so that the actual cost base is
known. Regulatory interventions must then be transparently quantified, so that the impact
thereof is fully understood, and the regulatory risks can be assessed. This is also a required
baseline for performance management of the licensees, because only true costs can be rationally

managed.
1.3 Principles

The following principles are put forward:
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1.3.1 Pricing must support a financially and technically sustainable ESI.

The objects of the ECB as prescribed in the Act include the “efficient functioning and
development of the electricity industry and security of electricity provision”. This requires
sustainable licensees. Thus, the tariff methodology and its implementation must aim to ensure
financially and technically sustainable and sound licensees to achieve this legal requirement.

1.3.2 Electricity prices must remain competitive with alternative supply options.

In recent years alternative energy supplies, primarily solar photovoltaics, have become cost
competitive with prevailing grid electricity prices for low load-factor consumers, making it
financially feasible for consumers to switch to self-supply and reduce or discontinue their grid
electricity connection.

This implies that grid electricity prices cannot simply escalate without direct consequences of
consumers obtaining alternative supply. The efficiency of licensees contributing to the cost
borne by the consumer must therefore be optimised, and the tariff methodology is a key tool for
the Regulator to manage this, along with the performance management system.

Even if efficiency is optimised, achieving this objective may still require government intervention
in the form of subsidies due to the expensive physical nature of the Namibian electricity grid and
cost pressures applied by electrification efforts which continue to add cost and little revenue to
licensees.

1.3.3 Electricity prices must be based on efficient, quality service delivery.

Price competitiveness alone will not be sufficient to attract and retain consumers for the
electricity grid. Service delivery must be good, which includes both quality of service, quality of
supply and reliability of supply. As experienced in other countries, when service is unreliable
then consumers with the financial means will embrace alternatives, and once they have made
the investment and supplied themselves, they are unlikely to return to the grid even if reliability
is restored and the pricing is competitive.

Thus, the tariff methodology must include a focus on incentivising reliability of supply and quality
of service and supply.

1.3.4 The process to determine prices must be fair and transparent.

Regulation of an industry must be fair, transparent, and predictable in order to facilitate
investment and growth. This implies that the tariff methodology and especially its processes
must foster objectivity and predictability and minimise the opportunity for subjective and ad-
hoc regulatory decisions. Furthermore, the processes must be interactive, performance targets
must be mutually agreed between the licensee and the Regulator, and incentives must be
implemented as promised to have any positive effect on licensee actions. This puts the burden
on the Regulator to comply with these requirements which are also fundamental to any
performance management process.
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1.4 Scope and Structure

The further sections of this Report address the following:
e Section 2 introduces key concepts for the tariff methodology;
e Section 3 introduces the framework for multi-year performance-based pricing;
e Section 4.1 details the general provisions for the tariff methodology;
e Section 4.2 provides specific tariff methodology provisions for generation licences;
e Section 4.3 provides specific tariff methodology provisions for transmission licences;
e Section 4.4 provides specific tariff methodology provisions for distribution licences;
e Section 4.5 provides specific tariff methodology provisions for trading licences;
e Section 4.6 provides specific tariff methodology provisions for import licences;
e Section 4.7 provides specific tariff methodology provisions for other licence types;

e Section 5 provides details on the determination of charges from the approved revenue
requirement; and

e Section 6 provides a high-level implementation plan for implementing the new
methodology.

2 Concepts

This section introduces and clarifies several key concepts used in this tariff methodology.

2.1 Cost-reflective pricing

The National Energy Policy of 2017 in Namibia requires cost-reflective pricing.

While the policy wording is not explicit on how this cost-reflective pricing is to be achieved, the
concept can be applied at various levels of detail.

At the highest level, a licensed activity is cost-reflective when the revenues materially meet the
approved required revenue through the application of approved tariffs. It can be said that the
licensed activity is then cost-reflective as a whole.

At the next level, costs should be allocated to categories of customers whose segregation is
justified through different consumption patterns, supply size needs, network, and location types
as well as other factors. Many of the categorisation factors imply differences in costs to supply
the customers in that category, implying further that the total cost of the licensed activity should
be fairly allocated to the various categories of customers according to their contribution to the
costs. If this cost allocation is done, and the overall revenue per customer category materially
reflects the costs allocated to the same category, then the overall price for the customer
category can be said to be cost-reflective.
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The final level of cost reflectivity refers to how the costs allocated to a customer category are
expressed as individual charges, e.g., for energy consumption, capacity made available, service
rendered. The costs allocated to the customer category are therefore further allocated to be
recovered through different charge types, and finally expressed as the approved tariffs, per
customer category and charge type. If the individual charges for a customer category materially
recover the cost allocated for recovery from each charge, then the tariffs for that customer
category can be said to be fully cost-reflective.

Cost reflectiveness implies that, as the full cost of the service is recovered, licensees are
financially sustainable and are able to obtain the required funds to expand, maintain and operate
their networks. If tariffs are lower than required, licensees will need to lower their investment
and their operational spending, leading in the long term to lower quality of service standards or
leaving part of the demand unattended (either by imposing limits on consumption or by non-
connecting potential customers to the grid).

Cost reflectiveness also implies that customers pay the total cost of supplying energy to them.
Although efficient from an allocation perspective (as the customer generating the cost is the
customer paying for it), this type of allocation efficiency may be challenged by affordability
concerns and social goals: lowest income households may not be able to afford the full costs of
their supply. In many countries, universal access to power is a national goal, given the positive
externalities of access to power (which present a higher social return than the cost of power
supply). For these cases, cost reflectiveness may be sought by means of cross-subsidisation
between customer categories (as it is the case in Namibia) or by direct subsidisation from
Government sources.

2.2 Revenue Required vs Revenue Allowed

The current tariff methodology’s cost allowance determination culminates in a “Revenue
Requirement (RR)”. This revenue requirement as implemented is not a true reflection of the cost
of the licensed activity since it includes non-transparent adjustments, self-regulation by the
licensee and the reconciliation amount, which is not part of the annual revenue required to
operate the activity.

In the updated methodology an additional concept of “Revenue Allowed (RA)” is introduced.
The RR is redefined as the annual cost to operate the licensed activity. This base operational cost
(including the cost of sales where applicable) is then adjusted for externalities to arrive at the
RA:

a) Levies and surcharges

b) Regulatory and Government interventions:
a. Reconciliation amount
b. Subsidies

By introducing this distinction, the Regulator and licensee can transparently keep track of the
full cost of the licensed activity versus the externalities which adjust the allowed revenue
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amount. This will allow a real assessment of the sustainability of the licensed activity and better
underpin performance management of the licensed activity.

2.3 Performance

To implement “performance-based” regulation, an understanding is needed about what the
term “performance” means and implies.

Inthe firstinstance, performance means the result of an activity that is undertaken (by a licensee
— the licensed activity). Performance, from the customer’s perspective (and this must be the
primary perspective, because this is the entire purpose of the activity) is what the customer
receives from the licensee (electricity access, service quality, and supply quality). This is defined
in the Quality of Supply and Quality of Service Standards, and the expected performance is
therefore known and documented.

In the second instance, performance means how the result of the activity is achieved, i.e., the
manner how the activity is undertaken. This perspective concerns the internal workings of the
licensed activity and concerns itself with aspects like sustainability, efficiency, profitability,
compliance, and other perspectives. These are defined through the performance framework,
drawing on general financial practices, compliance requirements, policy targets, licence
conditions, good utility management practice, resources utilised, and others.

In the Namibian ESI, the primary instrument to manage the performance of licensees is the
Performance Management Framework (PMF). This is a fully structured tool the define and
assess licensee performance against agreed performance targets. The tariff methodology does
not seek to duplicate this. Instead, the tariff methodology uses the result of the PMF assessment
to allocate incentives to a licensee. The tariff methodology also has performance drivers,
however these are described with a different focus than those used in the PMF and therefore,
while supporting and contributing the PMF indicators, do not directly map to individual
indicators or targets in the PMF (except for a small number of indicators).

2.4 Efficiency (of performance)

“Efficiency” is what is called for in Government policy for the ECB to achieve through its
regulation of the ESI.

From the definition of “performance” above, efficiency is defined by the combination of the
primary and secondary performance perspectives, i.e., with what resources, at what cost and
with what level of sustainability is the result of the activity achieved?

The prerequisite for any discussion of “efficiency” is that the performance level of the result is
measured and understood, i.e., what is the level of primary performance. Only when this is
measured and known, is it possible to deliberate how this result was achieved, and whether the
resources employed, costs incurred, level of sustainability are optimal and appropriate to
operate at or near the least possible cost level to achieve acceptable results.
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2.5 Performance-based regulation

The intent for the Namibian ESI is to implement performance-based economic regulation.

Performance-based regulation means that the Regulator defines what “performance” means
(through the development of appropriate criteria, in the Performance Framework), defines how
“performance” is measured, and then engages in a performance management process with
licensees (setting targets, monitoring compliance, applying consequences). Primarily
“performance” must define the service delivered by the licensee to its customer(s), i.e., output-
based performance. Secondly, “performance” has internal aspects, such as financial
performance metrics and efficiency metrics.

As defined in performance management practice, this requires an interactive process with
negotiated targets, transparent measurement, and predictable consequences for performance
results. Targets cannot be unilaterally imposed since this will not lead to buy-in by the affected
licensees. Targets must be rational, realistically achievable and they must be understood to bring
benefits.

2.6 Cost regulation vs price regulation

It is common, except in fully competitive markets, for electricity prices to be regulated on the
basis of costs plus other factors, such as return on assets and performance overlays.

This broadly implies a two-step process to determine prices:

e Firstly, the regulatory cost base must be established. Costs are defined and determined
and subject to regulatory scrutiny, performance management processes, reconciliations,
and other factors, to the point where a revenue requirement (allowed cost) for a defined
operating period is approved by the regulator.

e Secondly, tariffs are determined to recover the approved revenue requirement (allowed
cost) based on the projected sales volumes.

This, in turn, implies a two-step regulatory process: determining the cost base, and subsequently,
through the application of sales volumes, determination of the prices. Regulatory methodologies
are applied to both steps separately.

2.7 Licence-based regulation and cost pass-through

Under the Act, regulation is applied to a licence. Electricity prices are tied to a licence and must
be regulated per licence. This means that allowable costs must be determined per licence and,
after application of sales volumes, prices are determined per licence. One licensed activity
receiving input from another licensed activity should pass-through that input cost in a cost-
reflective manner, i.e., not add to it or subtract from it unless this can be clearly motivated.

When implemented like this, the mechanism has the advantage that economic regulation
happens once, at source, and that regulated costs can then be passed through the value chain
while only reviewing whether the source is used efficiently.
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The challenge for the Regulator is therefore to ensure that each licence is regulated properly,
since any regulatory omissions at source will also be passed through the value chain and can
have far-reaching impacts.

An important concept to note here is that it is primarily cost that is passed through the value
chain. This cost should be expressed as an approved price when transferred between licences,
but this does not automatically mean that the price must be passed through unaltered by the
next licensee. Depending on metering styles, sales approaches, customer needs and other
factors, downstream licensees may have good reason to re-package costs being passed-through
in different tariff approaches, structures, and levels. However, such re-packaging should be
well-motivated and have a sound rationale, since in principle it may mean a departure from the
principle of cost-reflective pricing.

The major cost pass-through for the Namibian ESl is illustrated in Figure 2:

Figure 2: Cost pass-through
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3 Performance Based Multi-Year Pricing (PB-MYP)

This section describes the structure and rationale for the PB-MYP for the Namibian ESI.
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3.1 Base Pricing Approach

The base pricing approach remains the cost-plus-return methodology already established in the
Namibian ESI. Figure 3 illustrates the basic set-up of this approach to build up the costs of the
ESI plus an allowed return to arrive at an end-consumer revenue requirement and thus a price.

Figure 3: Cost-plus-return basis
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Each licence element has its operating cost, with different facets between the licence types.
These costs are added up to the total operational revenue requirement of the ESI. To this the
depreciation and return on assets is added, as well as levies and adjustments, to arrive at the
total revenue requirement of the ESI, to be recovered from the consumer under the policy of
cost-reflective pricing.

3.2 Re-Establishment of a True Cost Baseline

The currently reported cost of the ESI is known to be under-stated by several licensees.
NamPower has publicly indicated that they omit significant actual costs from their tariff
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application. The distributors are known to under-spend on some cost items (and capital
investments) due to cash flow constraints, thus, while reporting real expenditure, they are
under-stating the cost required to operate sustainably. In addition to this, most licensees’ tariff
applications indicate significant under-recovery of approved cost, thus leaving a gap between
the revenue requirement and the revenue recovered. This leads to reduced cash being available
to operate the business, which in turn leads to reduced spending on discretionary items. These
discretionary items are usually capital expenditure (meaning reduced investment in the
productive assets) and elective maintenance that can be deferred without immediately affecting
operations. These are the “easy” targets for coping with reduced cash inflow. This implies that
the productive assets do not receive the maintenance, refurbishment, and expansion that they
are supposed to enjoy according to the regulatory methodology.

The end result of this is that the currently reported revenue requirement of the ESI does not
reflect the full actual cost required to operate the industry sustainably. Some of these costs may
be inefficient, but as long as the current actual cost base is unknown it is not possible to rationally
assess whether the costs are efficient or not.

Therefore, it is proposed to re-establish an actual cost baseline by requiring licensees to report
the full actual cost in their regulatory submissions. This is a first step. The second step is to assess
performance using the PMF and subsequently take a view on efficiency and take corrective
action through the tariff process.

A third step could be for the Regulator to conduct a cost-of-supply study to independently assess
what the efficient cost should be, allowing the ECB to compare this to the actual cost reported
by the licensees and to take corrective action in the tariff framework. However, it is not clear
whether such a step would yield useful results since it will be difficult for an outsider to factually
assess how a complex licensed operation could be operated efficiently.

3.3 Performance Management Interfacing

The Regulator has developed a separate Performance Management Framework (PMF) for the
ESI. The PMF identifies performance areas and performance indicators, as well as metrics to
measure them, and includes a process for setting targets and evaluating performance. The PMF
is intended to produce an annual post-ex total performance score (stated as a percentage
performance score) for a licensed activity. It is assumed that this performance score will be
available as input to the revenue reconciliation process since the timing of the performance
review and the revenue reconciliation process for a given licensee reporting period should be
similar, i.e., after the financial and operating results for the reporting period are available.

The tariff determination process does not duplicate this PMF process. The tariff process works
mostly with a different focus than the PMF, considering specific cost details and specific
investment targets (while the PMF works with more global indicators such as accounting ROA,
cash position indicators, and the like). The target setting in the tariff methodology is therefore
in most cases at a more detailed level than in the PMF, although its results will contribute to the
PMF’s indicators. Some KPIs are linked, such as the energy loss level, which should use the same
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target in the PMF and the tariff methodology (as well as other technical targets such a generator
efficiency, where applicable).

Therefore, the performance drivers in the tariff methodology are mostly separate from the KPIs
in the PMF (more detailed).

The interface between the PMF and the tariff determination process is the use of the
performance score determined by the PMF in the tariff determination process. For performance
management to be effective, there must be consequences for the performance achieved, be it
negative or positive. This is proposed to be achieved by tying the performance score to the
discretionary element in the revenue reconciliation process. This will reduce the scope for
discretion by the Regulator in allowing or disallowing certain reconciliation amounts to be
retained or carried over by the licensee, instead tying such allowances to the performance score
and thus introducing an incentive to perform.

The advantage of this approach is that the performance results are determined where they
should be (in the PMF) while the reward/penalty amount available is determined through the
revenue reconciliation process, which is where it should be determined. Tying the two processes
at this point therefore helps make both more objective and effective.

3.4 PB-MYP - Approach

The PB-MYP approach is to establish a cost baseline as described above and then take this
forward through the multi-year determination process. Figure 4 illustrates the key approach to
this.

Figure 4: PB-MYP approach

Efficiency
targets

i

Sustainability Investment
adjustments targets RR
Revenue Year
Required n+1
(RR)
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Reconciliation Year
Allowed adjustments n-2 n+1
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3.4.1 Cost Drivers

These are cost containment drivers, addressing major controllable costs of the licence for
improved efficiency.

These also include benchmarked technical efficiency drivers, such as network loss limits.

In this context, the “-x” or “x-factors” refers to a negotiated modifier (“x”) to an externally
determined driver (such as CPI, or a benchmark) for driving licensee costs. For example,
overhead costs might be agreed to be driven at CPI-1% to reduce it in real terms over time.

The initial cost drivers are:

a) Staff cost — target set as CPI-x, adjusted for forecast growth in customer base for network
licences, adjusted for benchmarks for benchmark-able generators.

b) Overheads — target set as CPI-x.
c) Customer service cost —target set as CPI-x as well as Growth-x (network licences).

d) O&M cost — to be determined individually per licence — broad target spending level is
determined as a factor of the asset replacement cost where this can be benchmarked.

e) Network loss cap for network licences — determined through calculation of reasonable
prudent technical loss levels (per network type, with a weighted average calculated for
licensees with multiple network types) plus an allowance for unavoidable non-technical
losses. Annual targets are set on the basis of committed activities to address losses. The loss
cap percentage is not normally adjusted during reconciliation.

f) Fuel efficiency cap for fuel-based generators — determined through benchmarking adjusted
for local conditions and operating conditions.

g) A bad debt ceiling.

The “x-factors” must be determined individually per licence through a negotiation process
between the Regulator and the licensee. The negotiations must be grounded in rational
arguments regarding efficiency and be linked where possible to the performance of the licensee.
Care must be taken that operational capability of the licensee is not compromised at the expense
of degraded customer service and/or degradation of the assets. Public and working safety must
also not be compromised through cost reduction efforts.

The “x-factors” and other cost drivers used in the multi-year revenue allowance determination
are negotiated and set at the beginning of a multi-year cycle. They are not revised during the
course of a multi-year cycle, unless unexpected circumstances or results clearly indicate a need
to review any of these drivers.

3.4.2 Sustainability Drivers

These are drivers aimed at ensuring that adequate maintenance, refurbishment and expansion
investment and spending is done by the licensee.
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These should be the result of benchmarking on O&M cost (in relation to the licensee’s asset base,
taking into account not just the value of the assets but also their technical nature such as
overhead versus underground networks which have different cost drivers and maintenance
needs) as well as refurbishment or improvement investments identified and motivated by the
licensee and/or identified as necessary during licensee audits by the ECB.

They should also be aligned with investment requirements determined in accordance with the
Grid Codes. This is a good opportunity to tie the tariff determination process to compliance with
the planning requirements of the Grid Codes.

3.4.3 Growth Factors

Network licences with significant customer base and/or network growth or generation licences
with changes in generation capacity may need to adjust operating costs to cater for this growth.
These factors must be negotiated individually based on the relevant driving factors such as
electrification plans, network expansion plans, or capacity expansion plans.

In the reconciliation process costs may be adjusted for growth. Changes in bulk purchases for
network licensees is adjusted automatically for sales growth, with loss caps (as a maximum
energy loss percentage) being applied to the actual sales and bulk purchases.

For fuel-based generators the allowed fuel cost is adjusted automatically to account for actual
generation versus forecast generation as well as material changes in fuel cost. Material changes
in the operating regime of a generator entitles the licensee or the ECB to re-negotiate fuel
consumption assumptions, if properly motivated.

3.4.4 Subsidies Received

A licensee may receive subsidies to reduce the need to recover cost from electricity consumers.
Only operational subsidies are reflected in the revenue requirement calculation of the MYP
determination. Capital subsidies are integrated in the asset register and are reflected in the
depreciation and/or return calculation (return not allowed on subsidised assets). During
reconciliation, the forecast subsidy amount is automatically adjusted to the amount of subsidy
actually received. Government subsidies that were committed or budgeted for licensees with
ultimate Government ownership, but not received by the licensees, may not to be recovered
from the consumer through revenue reconciliation. Licensees must address such funding
shortfalls with the Government.

3.4.5 Revenue Reconciliation

The revenue reconciliation methodology as determined previously by the Regulator is retained
in its essence since it is well-researched and well-developed. The calculation is updated to
harmonise with the latest regulatory submission formats and is integrated in the financial
reporting / reconciliation submission for distribution licences. The principles governing the
reconciliation remain intact, except for the link to the PMF score.
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The main new feature of the reconciliation process is to link the result of the PMF performance
assessment for the year being reconciled (the final consolidated performance score) to the
previously “discretionary” cost pass-through component, removing or reducing the regulatory
discretion and instead linking it to the PMF result. This will provide incentives or penalties linked
to the PMF process (to determine the portion of discretionary pass-through) but based on the
amount of money available for discretion as a result of the revenue reconciliation calculation.

Figure 5: Revenue reconciliation approach

Approved Revenue Requirement Actual Cost

Volume adjustments Externality adjustments Tolerance band allowance Loss cap enforcement

Approved vs Actual Cost

Automatic Cost Pass-Through

Performance-linked Cost Pass-Through

Performance score based pass-through Consultation with Licensee

A4

Allowed Revenue vs Actual Revenue

Final Reconciliation Amount

Reconciliation of past years’ revenue and cost versus allowed revenue and cost is an integral part
of the MYP revenue allowance determination approach.

Tolerance bands for automatic adjustments are determined in consultation between the
licensee and the Regulator up-front and are not adjusted during reconciliation except by mutual
agreement if circumstances justify an adjustment.

The remaining variance between actual and authorised cost after tolerance band and volume
adjustments, including the application of regulatory discretion to widen or narrow tolerance
bands in consultation with the licensee when circumstances justify this, is unauthorised over- or
under-spending. This remaining variance is split between the customer and the licensee in that
at least 50% of this variance is “given back” to the customer and not retained or recouped by the
licensee. The other 50% are available as performance incentive for the licensee to keep or
recoup, linked to the performance score achieved by the licensee.

The performance management system assessment result for the year in question is then used to
determine how much of the remaining variance amount available is passed through to the
licensee’s final revenue allowance. Superior performance will result in more cost being allowed
to be passed through, while lower performance will result in less cost being allowed to be passed
through. Unless determined otherwise by the ECB, a maximum of 50% of the remaining variance
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amount can be allocated to the licensee for superior performance, while a minimum of 50% is
returned to the customer.

In the case of over-recovery by the licensee this effectively means that the portion of the over-
recovered amount that may be retained by the licensee depends on the performance
assessment result. A higher performance score means a lower amount of over-recovery to be
returned to the customer in a future year, while a low performance score means a higher amount
to be returned to the customer.

Similarly, in the case of under-recovery the performance result determines how much of the
under-recovery may be recouped in further years. A higher performance score allows more
money to be recouped in future years, while a lower score means a reduction in under-recovery
amounts allowed to be recouped.

A second facet of the revenue reconciliation is the adjustment of base cost assumptions for the
next regulatory multi-year cycle if the licensee achieves better-than-anticipated cost
performance. This can lead to a percentage adjustment to the relevant cost category in addition
to other adjustments (such as inflationary allowance and performance-targeted reduction) in
the next annual MYP update.

A factor that can affect reported revenue (based on sales quantities multiplied by the approved
tariffs) is late implementation of updated tariffs within a fiscal year. The tariff models assume a
single set of approved tariffs applicable during the entire fiscal year, meaning that the model
would over-report revenue if a tariff increase is implemented late after the start of a fiscal year.
To compensate for this, a licensee may compute weighted average tariffs for the fiscal year and
insert these in the revenue reconciliation model to more accurately reflect true revenue,
provided that the delayed implementation of tariffs is not due to non-compliance by the
licensee. Permission to use averaged tariffs instead of approved tariffs in the revenue
reconciliation model must be obtained by the licensee from the Regulator. The licensee must
include the calculation of average tariffs in the reconciliation model.
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3.4.6 Annual Budget Determination — Initial Implementation

The implementation described here uses the model and terminology for the distribution licences. The principles apply equally to the other
licence types with the appropriate cost element adjustments.

|II

The initial implementation of the MYP process starts with the “normal” tariff review process using the existing details and mechanism to assess
the current year’s forecast versus last approved submission and deriving the budget for the next year (n+1) in the usual manner, but with the
application of defined and agreed performance and cost drivers instead of ad-hoc adjustments by the Regulator. This results in a baseline revenue
requirement applied for and approved for year n+1 in nearly the same manner as has been the practice, except with more structured regulatory

interventions.

Figure 6 illustrates how the factors mentioned in this section are to be applied to derive the RR for year n+2 and further years in the MYP model
from the RR of year n+1 and the prior years. This is the second step in initial introduction of the MYP process.

The licensee is required to forecast operating costs (in detail), sales (by broad customer category), and purchase volumes as well as asset
movements for the MYP timeframe. The MYP planning timeframe is five years. In the initial implementation of the MYP process it is recommended
to forecast and populate for the full five years, but for the Regulator to not fix the approved revenue requirement for more than three years with
a proviso to review it after two years if realities require this.

Please note: The illustrations refer to “RPM” which is the name of the set of regulatory pricing model tools of the ECB previously referred to as
”ORM".
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Figure 6: Annual budget determination calculations — initial implementation

2025 2026 2027 2028 2028
n-1 n n+1 n+2 n+2 n+2 n+2 n+2 n+2 n+2 n+2
RPM-REC
RPM-REC | RPM-TD RPM-TD RPM-MY RPM-MY RPM-MY RPM-MY RPM-MY RPM-MY RPM-MY RPM-MY
Actual Year Approved Sustainability Regulatory
n-1- RPM- | Forecast | Budget Year Adjustment | Reconciliation | Reconciliation Adjusted Budget
REC+RPM | Yearn- | n+l-RPM- | CostDriversYear | Growth Factors Year Year n+2- amountfrom [Adjustment Year| "Efficient" Base | Other Adjustments | Year n+2- MY
REC RPM-TD D n+2 - Forecast n+2 - Forecast Target Yearn-1-Actual| n-1-Actual |BudgetYear n+2| Year n+2- Forecast Baseline
Cost of Sales - energy $ $ $ GX Adj % Growth Fcast Loss target $ $
Cost of Sales - maximum demand $ $ $ TX Adj % Growth Fcast LF Target $ $
Cost of Sales - other $ $ $ TX Adj % Growth Fcast LF Target $ $
Pass-through cost $ $ $ $ $
Employee Costs $ $ $ CPI-x RPM-REC $
Operating and Maintenance Costs $ $ $ CPl-x+Fuel+FX Invest target RPM-REC $
Customer Services Costs $ $ $ CPI-x RPM-REC $
Overheads Costs $ $ $ $
Special Costs $ $ $ Agreed plan $
Depreciation of Assets $ $ $ NEDNA reval Invest target $
Return on Assets $ $ $ NEDNA reval, WACC Invest target $
Return on Working Capital $ $ $ WACC $
Bad Debts $ $ $ . $
Less: Other Income ($) ($) ($) rowtl . (%)
Less: Revenue from Special Services ($) ($) ($) Growth Fcast
Licensed activity Cost (Revenue Requir $ $ $
Nett NEF and ECB Levies $ $ $ Growth Fcast From losses
LA Surcharge $ $ $ Growth Fcast $
Levies and surcharges $ $ $ $
Reconciliation amount $/($) $/($) $/($) Reconciliation/PMF $/($)
Less: Subsidies received (GRN) ($) ($) ($) GRN discretion (%)
Direct Regulatory and Subsidy adjustme $ $ $ $ $
Final allowed revenue (A+B+C+D) $ $ $ $ $

3.4.1 Annual Budget Determination — Further Years

After the initial approval of the MYP revenue requirements, annual reviews will still take place. During annual reviews, the operating cost is not

up for discussion, except for unusual major events which necessitate a review. The “x-factors” are also not up for discussion unless major

developments provide a clear motivation for either the ECB or the licensee to request a review. Only the pre-agreed driving factors (such as CPI,
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exchange rates, bulk power costs) are adjusted from forecast to actual. The sales volume forecast is also updated, based on the actual sales in the
current year. The revenue reconciliation for the prior completed year will have been completed and the reconciliation amount (if any) transferred
from the reconciliation to the MYP model.

Figure 7: Annual budget determination calculations — further years

2026 2027 2028 2028 2028
n-1 n n+1 n+1 n+1 n+1 n+1 n+1 n+1 n+1 n+1
RPM-REC
RPM-REC | RPM-TD RPM-MY n RPM-MY n+1 RPM-MY n+1 RPM-MY n+1 | RPM-MY n+1 RPM-MY n+1 RPM-MY n+1 RPM-MY n+1 RPM-MY n+1
Sustainability Approved RR
Actual Year Regulatory Adjustment Year n+1 -
n-1- RPM- | Forecast | Adjusted RR Year n+1- Reconciliation | Reconciliation transfer to RPM-
REC+RPM| Yearn- | Yearn+l-MY | CostDrivers Year Growth Factors Year Original amountfrom |Adjustment Year| "Efficient" Base | Other Adjustments TD for Tariff
REC RPM-TD Baseline n+1- Actual n+1 - Revised Forecast targets Year n-1-Actual| n-1-Actual RR Year n+1 Year n+1 Determination
Cost of Sales - energy $ $ RPM-MY n Actual GX Adj % Growth Fcast Loss target $ $
Cost of Sales - maximum demand $ $ RPM-MY n Actual TX Adj % Growth Fcast LF Target $ $
Cost of Sales - other $ $ RPM-MY n Actual TX Adj % Growth Fcast LF Target $ $
A Pass-through cost $ $ $ $ $
Employee Costs $ $ RPM-MY n Actual CPI-x Growth Fcast, factored RPM-REC $ $
Operating and Maintenance Costs $ $ RPM-MY n R&M Target RPM-REC $ $
Customer Services Costs $ $ RPM-MY n Actual CPI-x RPM-REC $ $
Overheads Costs $ $ RPM-MY n Actual CPI-x RPM-REC $ $
Special Costs $ $ RPM-MY n $ $
Depreciation of Assets $ $ RPM-MY n NEDNA reval nvest target $ $
Return on Assets $ $ RPM-MYn  NEDNA reval, WACC $ $
Return on Working Capital $ $ RPM-MY n WACC RPM-REC $ $
Bad Debts $ $ RPM-MY n RPM-REC $
Less: Other Income ($) ($) RPM-MY n Growth Fcast, factored ($
Less: Revenue from Special Services ($) ($) RPM-MY n Growth Fcast $
B Licensed activity Cost (Revenue Requir $ $ $ $
Nett NEF and ECB Levies $ $ RPM-MY n Growth Fcast $
LA Surcharge $ $ RPM-MY n Growth Fcast ECB discretion
C Levies and surcharges $ $ $
Reconciliation amount $/($) $/($) $/7($) Reconciliation/PMF $/($)
Less: Subsidies received (GRN) ($) ($) ($) GRN discretion ($)
D Direct Regulatory and Subsidy adjustme $ $ $ $ $
Final allowed revenue (A+B+C+D) $ $ $ $ $
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4 Tariff Methodology:

4.1 General Provisions

4.1.1 Licence-based tariff determination

The tariff methodology rests on the principle that allowed costs and resulting tariffs are assessed
and determined per licence, since the Act links the regulation of tariffs to the licensing regime.

This implies that for licensees with multiple licences, each licence must in principle be dealt with

on its own in the first instance, albeit probably with an “internal” tariff. The results may then be
combined to determine public tariffs for the licensee if the results for the individual licences

jointly serve the same external customer base.

An exception to this rule exists where the licensed activities cannot sensibly be separated
financially. In the current ESI set-up, this applies to the combination of transmission/supply as
well as distribution/supply licences where the network activity and supply activity are integrated
and ring-fencing them would be a theoretical exercise with little benefit.

4.1.2 Ring-fencing

The topic of ring-fencing relates to licence-based regulation for licensees with multiple licences
(such as NamPower), and to licensees who carry out non-electricity activities within the same
structure as the licensed activity (such as local authorities and regional councils).

For licensees who carry out the licensed activity within a structure that also carries out other
activities (like local authorities and regional councils), ring-fencing means that a separate set of
accounts must be kept for the licensed activity within the books of the licensee (typically this is
the case for the electricity department), and the overhead and support service costs of other
departments may be allocated to the electricity activity on a proportionate basis. The ECB has
provided a ring-fencing guideline which provides details on how this apportionment may be
done. The principle is that overhead and support service costs must be allocated between
activities using reasonable cost “drivers”, for example staff numbers or payroll value may be
used as cost driver for allocating human resource department costs.

Ring-fencing in NamPower has the additional facet that the generation department has some
departmental overhead costs that must be apportioned between the licensed power stations.
This is in addition to the apportionment of support services and overhead costs between all
licensed activities, including transmission, distribution, and trading. This requires a more
comprehensive apportionment model, which is developed and maintained by NamPower. This
model first apportions support services and corporate overheads to the core business
departments (generation, transmission, distribution, and trading) while then within the
generation department these apportioned support and overhead costs are combined with the
department’s own overhead costs to be further apportioned between the licensed power
stations.
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4.1.3 Cost-Plus Methodology

The core tariff methodology is and remains the cost-plus methodology which allows the recovery
of bulk power purchase or generator fuel costs, allowed operating costs (generation,
transmission & distribution) plus a regulated return on the regulated asset base and working
capital.

Figure 8: Proposed allowed revenue determination approach

Power Input Cost (Cost of Sales))

Bulk power purchase cost (network licences) Generator fuel cost (generation licence) Energy storage energy input cost (energy storage)

"Raw" operating cost for the licensed activity

|¢

Efficiency drivers Sustainability drivers

|¢

Regulated "efficient" operating cost

Levies Surcharges

|4l

Total operating cost of the licensed activity

Depreciation of assets Return on assets Return on working capital

|4l

Total justified Revenue Requirement (RR)

Subsidies Reconciliation amounts - after PMF result is applied

P

Total allowed revenue (RA)

4.1.4 Cost Disclosure

A key feature of the approach is that the actual cost of the licensed activity is known before
applying regulatory measures that modify this cost. In this approach the impact of the regulatory
intervention is transparent.

This implies that the licensee must disclose the actual cost of conducting the regulated activity
in the regulatory submission. The process that follows may then disallow some costs and modify
others; however, this must be done in a transparent manner. The licensee may not “self-
regulate” by reducing or inflating actual costs in the regulatory submission when comparing to
the licensee’s accounting records and/or budgets.

4.1.5 Regulated Asset Base

The licensee must establish and maintain an asset register for all assets employed in conducting
the licensed activity. Where the Regulator provides a standardised format, the licensee must
maintain the asset register in the prescribed format (e.g., NEDNA for distribution networks). The
Regulator may prescribe standard valuations (e.g., NEDNA) or allow the licensee to value the
assets. In the latter case the valuation is subject to regulatory review and, if indicated, regulatory
adjustment.
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Asset valuations, whether provided by the licensee or the Regulator, should include all relevant
project costs as is applicable to the type of asset. For major assets with long construction times
and/or significant project development costs (such as major transmission and generation assets)
this should include items such as project development cost as well as interest during
construction.

The asset register must indicate the funding nature of assets, i.e., whether they are funded from
the resources of the licensee versus funding by a customer or funding from other external
sources such as the Government or donors.

The asset register must also contain sufficient information to allow for the verification of assets
by the Regulator. Asset register entries that cannot be verified may be excluded from the
regulated asset base. Furthermore, the Regulator has the right to exclude assets where the
register does not comply with minimum data classification requirements (such as location, area,
and other allocations).

Before excluding assets from the regulated asset base the Regulator must identify the affected
assets, notify the licensee of the intended exclusion and the reasons for the exclusion, and the
licensee must be given the opportunity to object to the exclusion. The exclusion status of an
asset may be reviewed if the usage circumstances of the asset change, for example, if a
previously dormant asset is brought into use.

Asset exclusions by the Regulator are only implemented when assets are initially proposed to be
added to the asset register by the licensee. The Regulator may exclude assets at a later time only
if either added information regarding the asset becomes known which changes its eligibility
status or the asset’s usage/eligibility status changes.

In general, the valuation (or revaluation) of major assets (including all electricity network and
generation plant assets) should be conducted by independent, competent valuators. For assets
held at historic cost, the records (or electronic copies thereof) of this cost must be retained by
the licensee for the lifetime of the asset.

The phasing-in of asset revaluations may be implemented through under-recovery of revenue
versus approved revenue allowances. Upon revaluation the full updated asset value must be
included in the tariff application model to ensure visibility of the actual cost of the licensed
activity. The phasing-in of asset revaluations must be discussed between the Regulator and the
licensee to ensure that the impact thereof is mutually understood and accepted. Large
revaluation impacts should generally be avoided by introducing interim valuation adjustments,
where appropriate.

4.1.6 Depreciation and Return

Depreciation and return are only allowed on the approved regulated asset base. This may
exclude certain assets as determined by the Regulator.

To be included in the regulated asset base an asset must —

a) Be useful and in use;
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b) Be carried at an efficient cost value;
c) Beidentifiable and verifiable;

d) Comply with the information requirements of the Regulator, unless waived by the Regulator
(e.g., for legacy assets for which some information may not reasonably be available);

e) Where applicable, be included in the standard asset register prescribed by the Regulator
(e.g., NEDNA for distribution network assets of distribution licences).

Unless agreed otherwise, depreciation is calculated in a straight-line over the expected useful
life of an asset, with provision for a reasonable residual value at the end of the useful life, if any.

Return is calculated on either the historic cost of the asset or the re-valued replacement cost of
the asset, as determined by the Regulator for a licence type and/or asset type. The Regulator
determines the appropriate WACC for either value case.

Unless specified otherwise, assets not funded from the resources of the licensee (i.e., either
customer funded or grant funded) do not attract any return and do not qualify for depreciation
charges.

4.2 Tariff Methodology Specifics: Generation

4.2.1 Fuel Cost

Fuel cost for combustion-based generators must be specified, linked to the planned running time
and energy output of the generator for the review period. For non-baseload generators sufficient
information must be provided to facilitate understanding of fuel consumption assumptions in
terms of running cycles.

The “raw” fuel cost budget of the licensee will be subject to regulatory review and efficiency
adjustment if deemed appropriate by the Regulator after consultation with the licensee.
Efficiency targets shall be based on agreed expected running regimes for the generator.

4.2.2 Integrated Energy Storage

Electrical energy storage is regarded as integrated with a licensed generator when its only major
function is to regulate the output profile of the generator it is associated with, or further
generators of the same licensee at the same site. Non-integrated energy storage is treated on
its own.

4.2.3 Depreciation and Return

Assets are carried at historic cost and are not re-valued for regulatory purposes. They attract a
return at nominal Weighted Average Cost of Capital (WACC).
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4.2.4 Independent Power Producers (IPPs)

IPPs are mainly regulated during the licensing and Power Purchase Agreement (PPA) approval
process, where tariffs are defined and escalation methods set. Once the licence has been issued
and the PPA approved, then the PPA runs its course and regular tariff reviews are not conducted
because the tariff path is pre-defined.

For IPPs selling to private off-takers without impact on public electricity prices, regulatory
scrutiny is limited to assess the viability of the licence. The price and price path are agreed
mutually between the parties to the PPA on a voluntary basis.

For IPPs selling to licensees with public electricity price impacts, additional scrutiny is required
by the Regulator to manage public electricity price impacts. The purchasing party (distribution
licensee or Trader) must demonstrate to the Regulator that the proposed PPA is advantageous
to the end consumer when compared to the power supply option(s) being replaced by the new
PPA.

4.2.5 NamPower Power Stations

The licensed power stations owned by NamPower shall also be subject to the tariff appraisal and
MYP on a per-licence basis.

It is proposed that for each power station a revenue requirement and resulting tariff are
determined, and the tariff fixed for the year under review. The revenue allocated to the power
station will then be based on that approved tariff applied to the actual output of the power
station, and this revenue will be used for the revenue reconciliation process for the power
station. This approach will put the NamPower generators on par with other licences in terms of
determining reconciliation amounts and being able to apply the PMF results to the reconciliation
amounts. This will provide the link to incentives and penalties on the same basis as for other
licences.

The cost and efficiency drivers for each power station will be defined as appropriate for the
generator type and aligned with the PMF where applicable.

4.3 Tariff Methodology Specifics: Transmission

4.3.1 Depreciation and Return

Network assets are carried at re-valued replacement cost on a modern equivalent asset basis.
Real WACC is applied for the return calculation.

Non-network assets also attract real WACC and may be carried at re-valued cost.

For major new transmission projects where the construction period spans more than two fiscal
years of the licensee the work-in-progress (WIP) can earn a return at nominal WACC. The licensee
may claim this return on WIP for specific projects by including it in its tariff application and
submitting a supporting schedule with the application that provides a reconciliation of WIP
incurred and return claimed for each project.
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The main purpose of the return on WIP is the phasing-in of the new asset’s value and reduction
of cost shocks upon capitalisation. The ECB may reject claims for return on WIP where granting
the claim would not materially achieve this main purpose or where other material grounds exist
for rejecting the claim.

Any return earned by the licensee on WIP will be deducted from the return the licensee may
earn after the asset is completed and added to the asset register. Upon capitalisation of the asset
the licensee must submit a reconciliation of return earned on WIP to the ECB.

4.4 Tariff Methodology Specifics: Distribution

4.4.1 Depreciation and Return

Network assets are carried at re-valued replacement cost on a modern equivalent asset basis,
using the NEDNA platform provided by the Regulator and using replacement cost values
determined by the Regulator. Real WACC is applied for the return calculation. The Regulator is
responsible for adjustment and re-valuation of the replacement cost rates.

Non-network assets also attract real WACC and may be carried at re-valued cost.

Depreciation is allowed to be claimed on customer/grant funded assets. To balance this,
connection charges received by the licensee are accounted for as income and deducted from the
revenue requirement. This is a historical arrangement and is not modified by this review of the
methodology.

4.5 Tariff Methodology Specifics: Trading / MSB

4.5.1 Depreciation and Return

Assets are carried at historic cost and attract nominal WACC.

4.5.2 Security of Supply

The responsibility for national security of supply rests with the Minister of Industries, Mines and
Energy. The Regulator must regulate the energy mix according to prevailing Government policy
and the Act. Unless instructed otherwise by the Minister, the base assumption for allowing costs
in the trading mix for the country is that demand must be planned to be met, at the lowest
achievable cost.

4.5.3 Dispatch

The dispatch planning and implementation is an intricate and highly specialised process requiring
advanced skills and knowledge of the power system. Dispatch planning is done by the NamPower
System Operator to derive the annual generation pool budget that flows into the bulk power
tariff. It is not anticipated that the Regulator will have the skills in-house to replicate or verify
this process.
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Instead, it is proposed that the Regulator commission an ex-post technical review of the actual
dispatch during a fiscal year as part of the revenue reconciliation process to be undertaken by
an external expert specialising in such reviews. The purpose of the review is to analyse the
dispatch efficiency in a reasonable manner to identify any significant inefficiencies and propose
method adjustments to make improvements in future years. This will provide the Regulator with
comfort that the dispatch process is being executed with reasonable care and efficiency, and
that any significant possible improvements are implemented.

Depending on the results of the initial assessment the Regulator will evaluate whether the
outcomes indicate more or less frequent further reviews.

4.6 Tariff Methodology Specifics: Import

4.6.1 Import Contracts

Key parameters for new or re-negotiated import contracts must be discussed and agreed
between the licensee and the Regulator before a contract is finalised. This agreement then
allows the licensee to recover the full cost of the contract under the tariff methodology. Failure
by the licensee to adhere to this requirement may result in the Regulator disallowing appropriate
parts of the import cost which may be deemed excessive and uneconomical by the Regulator.

4.7 Tariff Methodology Specifics: Other Licence Types

4.7.1 Export

Tariffs for the export of electricity do not directly affect consumers in Namibia and are therefore
not subject to full regulatory scrutiny except for the licensing process and PPA approval
processes, unless determined otherwise by the Regulator. However, the Regulator still
scrutinises and approves the revenue requirement and tariffs for export licences as provided for
in the Act and may intervene where deemed appropriate.

4.7.2 Energy Storage

Although energy storage is not a listed activity under the Act, it will become a distinct electricity
activity subject to licensing under the new Electricity Bill.

Unless fully integrated with a generator for the purpose of regulating the non-firm output of the
generator, energy storage will not be treated as a generator but instead have its own, unique
characteristics in terms of the tariff methodology.

One option is for energy input to be treated as “cost of sales”, internal losses and operating costs
will be accounted for as normal, and output tariffs will be determined to suit the contract
arrangements for the off-taker(s) of the services offered by the energy storage system. Input
energy and capacity will be procured from relevant sources. This model may be applicable to an
independent storage provider, providing services to the grid.
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Another option for storage owned by a network operator is to simply account for it as part of
the network asset base, earning a return and depreciation and not accounting for revenue. In
this case the losses in the storage would be added to the overall losses of the network operator.
Such losses must be metered and accounted for separately in the revenue requirement and tariff
submissions of the relevant licensee.

Determination of Tariff Charges

The previous chapters define how the allowed revenue for a licensed activity for a specific year
is derived using the PB-MYP approach. This allowed revenue needs to be translated into
approved tariff charges for the year, based on projected sales volumes and allocation of the
approved costs to customer categories based on cost contribution drivers.

5.1 Principles

Reflecting Costs: The base principle of “cost-reflective” tariffs implies that a) costs are allocated
to the customer segments causing them and b) costs are expressed in charges that relate to their
nature, i.e., fixed, semi-variable with demand and fully variable with consumption.

Simple: Charges should be as simple as possible while still recovering the major costs associated
with supplying electricity services to a customer.

Understandable Price Signals: Charges should be structured so that the consumer can
understand what they are for and is able to react by improving consumptive efficiency and
thereby reduce electricity cost while still paying for services received. This implies that charges
applied to a customer category must be appropriate for the level of sophistication of those
customers. Unnecessary complexity must be avoided.

Reasonable Change Impacts: When prices change, different charges may not be changed by the
same percentage, or even if they are, then the different consumption patterns of customers lead
to different impacts on the total electricity cost of individual customers. When proposing
changes in tariffs, the licensee must consider the impact on different customer groups and
moderate the changes to individual tariff charges in such a way that unreasonably substantial
changes are avoided where possible.

5.2 Charges for End Consumers

5.2.1 Licensee Discretion

Within the principles given above and the definitions given below the licensee has flexibility to
shape and design their charges to suit their needs and objectives. However, the Regulator does
have oversight and may override the licensee’s proposals after due consultation with the
licensee.

Licensees must develop a rationale and conduct appropriate analysis to determine their
proposed tariffs and tariff approaches.
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The Regulator provides a set of standardised connection categories for distribution connections.
The licensee is required to utilise these to the extent feasible. The tariff framework however also
allows the licensee to individualise their connection categories by adding discretionary
categories for specific purposes, subject to regulatory approval and a clear rationale for the need
for the additional categories.

5.2.2 Energy Charges

Energy charges recover the cost of generating the energy provided, including the cost of network
losses. They are expressed in NS/kWh and charged for measured energy consumption.

Energy related charges are also used to recover levies and surcharges, also based on measured
energy use.

They may also be modified to recover or apply approved cross-subsidies or subsidies, although
this is not desirable except for prepaid connections where this is unavoidable.

For prepaid meters which only have energy charges, the energy charge needs to be designed to
include the demand, capacity and customer service cost averaged for the customer category’s
consumptive pattern.

Energy charges can be expressed as a single charge for all energy consumed (“flat” energy tariff)
or time-differentiated charges (“time-of-use” or “TOU").

5.2.3 Demand Charges

Demand charges recover the cost of having energy supply capacity available for a connection.
They may reflect cost components related to the fixed costs cost of generation, energy storage,
and portions of network cost.

Demand charges are charged for the highest measured half-hourly demand for electricity in the
billing period.

They are expressed in NS/kVA.

5.2.4 Capacity Charges

Capacity charges recover the fixed costs of infrastructure and its operation and maintenance
needed to make network capacity available at the network connection. They are therefore
charged for the notified maximum capacity requested by the customer. Capacity charges are
expressed in NS/Ampére/month and charged for the installed current limiter Ampére for non-
demand-metered connections and expressed in NS/kVA and charge for the notified maximum
demand for demand-metered connections.

5.2.5 Fixed / Customer Service Charges

There are remaining costs that are not related to energy supplied or capacity made available.
These are overhead costs and some customer service costs. These are expressed as fixed
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monthly charges in NS/connection/month and should be determined by dividing the allocated
costs into the number of connections.

Commonly in Namibia some of these costs are allocated to capacity costs and included in the
capacity charges. This simplifies the tariff structure and is therefore allowed for small
connections (not demand-metered).

5.2.6 Unbundled Market Related Charges

The introduction of the MSB market requires the unbundling of charges. This was first introduced
at transmission level and is being propagated to distribution level to the extent that market
participants connect at distribution level.

Currently the unbundled charges are energy-related, splitting out energy cost components
related to energy supplied by third parties (meaning not NamPower or the distributor) and
recover the costs of network losses, availability of backup generation capacity and other market
features for energy supplied by the third party over the transmission and distribution networks
or connected to a customer embedded in the networks.

These charges are shaped and defined as per the needs of the market and defined in the MSB
market framework and therefore not further defined here.

Market related unbundled charges at distribution level are to be applied only to connections
actively participating in the market and requiring the more complex tariff. They are not to be
applied to connections that do not participate in the market.

5.2.7 Cross-subsidies between Connection Categories

The existing distribution tariffs have been shown to include significant cross-subsidies between
connection categories, benefiting residential and social connections and usually funded by
general and institutional connections. The Distribution Tariff Study of 2018 recommended that
these cross-subsidies should be reduced over time or at least should not increase. Appropriate
indicators were included in the tariff determination submission format to monitor development
of these cross-subsidies.

Unfortunately, the reality of under-recovery of many licensees placing pressure on revenue
recovery have made it near impossible to make progress on this recommendation since there is
little scope for additional increases of residential and social tariffs to the benefit of general and
institutional tariffs when economic pressures affect all customer categories and revenue needs
to be maximised. In other words, a substantial increase in residential and social tariffs is difficult
due to social pressures, poverty and weak economic conditions, and a minor increase in general
and institutional tariffs is difficult due to the revenue reduction which the licensee cannot absorb
while under-recovering on required revenue.

Reducing cross-subsidies remains and objective in the long run, but this is expected to take a
long time to make progress.
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5.3 Charges for Generators

For generators similar principles apply as for end consumers, i.e., that primarily charges should
be defined to reflect costs as accurately as reasonable. However, in many cases this is not
sensible or simply not in line with market trends. For example, for solar PV plants the costs are
largely fixed, however, it is common to have an energy-only tariff.

For IPP contracts with private end-users the tariff structure is for the IPP and customer(s) to
agree since this is a voluntary process with no public tariff impacts.

For generators (NamPower or IPP) selling to licensees with public tariff impact, regulatory
scrutiny of the impact is required.

Generator tariff structures are therefore defined per generator to suit the cost structure of the
generator and the services provided by the generator, be it capacity, energy, or ancillary services.

The licensee has the flexibility to propose tariff structures and tariff rates to match the approved
revenue requirement and to match the services to be provided. These structures and proposed
rates are subject to regulatory review and approval.

5.4 “Other” Charges

Besides the consumptive tariffs used in the regular billing or vending to consumers the network
licensees also have further approved tariffs for ad-hoc costs. These “other” charges must also be
approved by the Regulator. They are typically issued as an annexure to the main schedule of
approved tariffs or as a separate schedule of approved “other” charges. These typically include
administrative charges, penalties, and once-off service charges for services like meter changes
or current limiter changes and also includes connection charges for standard connections.

It must be noted that connection charges are regulated under the Namibian Connection Charge
Code (NCCC) which at the time of writing has been drafted but not yet promulgated. The NCCC
prescribes how connection charges are computed. Connection charges are therefore no dealt
with under this tariff methodology.

Implementation Plan

6.1 Implementation Phasing — Distribution

6.1.1 Licensee Phasing

It is proposed to trial implement MYP for the following licensees in 2026 for the fiscal year
2026/27:

a) NORED
b) CENORED

c) Erongo RED
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d) OPE
e) City of Windhoek
f)  NamPower Distribution

MYP should not be implemented for smaller licensees until the required capacity has been
established and/or the remaining REDs have been formed. Small licensees will continue using
the RPM-TD for tariff determination, unless they opt to use the RPM-MY with permission to be
obtained from the ECB.

Any further REDs to be formed shall be subject to MYP upon commencement of their activities.
The initial MYP implementation for a newly formed RED will, unless agreed otherwise, follow an
initial three-year cycle with provision to adjust within the cycle if up-front assumptions prove to
need adjustment, after which a normal five-year cycle will be implemented (or shorter, in
alignment with the practice for the other major distributors at the time).

The trial implementation will complete the RPS-MY with data for five years, however the results
and approvals will be reviewed in 2027 and an approval for fresh a three-year MY cycle will be
completed in 2027 for the fiscal years starting 1 July 2027 and following. After the successful
completion of that three-year cycle the ECB will consider the introduction of a full five-year cycle
but may remain with shorter approval cycles if the full five-year cycle is considered impractical.
Whatever approval cycle is implemented, the models must always be populated for the full five-
year scope to ensure that a forward-looking view on the licensee’s price and cost recovery path
is established and examined.

The provisional implementation plan for use of the new RPM models by the large and
commercial distribution licensees listed above is illustrated in Figure 9. Smaller licensees will
continue to use the RPM-TD model unless agreed otherwise.

Figure 9: DX RPM Model Implementation Plan

RPM-MY RPM-MY
Revenue Year 2 Year 3
Allowed 2028/29 2029/30
. i/ RPM-MY RPM-MY RPM-MY
Year 1 Year 1 /V /V Year 1
/ \ 2026/27 2027/28 ; v 2030/31
AN AN
Tariffs
RPM-TD RPM-TD
\_

AN AN
Reconciliation RPM-REC RPM-REC | RPM-REC L RPM-REC RPM-REC
2024/25 2025/26 2026/27 2027/28 2028/29
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6.1.2 Multi-Year Phasing

The MYP uses a five-year planning framework. However, due to the many unknowns at
implementation it is proposed that the initial MYP revenue requirement path is developed for
five years but subjected to a full review after three years. This will allow for adjustment of
parameters and models as required once the process has gone through two annual update
processes.

Provision is made to implement a partial or full review earlier than three years if the initial
approved path proves to have significant challenges that must be adjusted.

6.1.3 Implementation of Revenue Reconciliation for Distributors

Revenue reconciliation has not been consistently implemented for distribution licensees in the
past, despite a specific methodology having been in place. Therefore, the determination of
reconciliation amounts and consistent inclusion thereof adds a new component to the revenue
allowance for distributors. In addition, the PMF link with the revenue reconciliation process is
new and it is not clear what results can be expected from the early phases of PMF
implementation.

For these reasons, distributors will start with a “clean slate”, i.e., past over- or under-recovery
amounts will not be considered for future revenue allowance determinations. Revenue
reconciliation processes will start on a trial basis for the 2024/25 licensee fiscal year, but the
result will not be included in the next tariff review in the absence of PMF results. Reconciliation
amounts will be included in the revenue allowance calculation at the earliest in the 2027/28 tariff
process using reconciliation results for the year 2025/26.

6.2 Implementation Phasing — NamPower

6.2.1 Support Cost Apportionment

NamPower has an existing method to apportion support department costs to core licence
activity departments, and an existing method to apportion the general generation department
costs to the individual power stations. Furthermore, since the distribution system is operated by
the transmission department resources, part of the transmission department cost is apportioned
to the distribution licence. All this results in a complex, two-tier apportionment system.
Apportionment is calculated using cost drivers, such as staff numbers and other parameters.

It is proposed that this apportionment mechanism is updated and submitted to the Regulator as
part of the MYP tariff application process to enable the Regulator to have visibility of the cost
drivers used and the costs apportioned to the licensed activities.

6.2.2 Generation

For the 2026 tariff review for NamPower generators it is proposed to prepare the new/updated
operating cost multi-year model per generator, as proposed in the methodology, and feeding
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the results of this into the main NamPower GX/TX model for regulatory submission, however
with budget approval only for the 2026/27 fiscal year. For the 2027 tariff review it is envisaged
to approve a three-year multi-year cycle, with a five-year cycle being implemented thereafter if
found sensible.

6.2.3 Trading
The operating budget for the Trader should be subjected to MYP as from 2026 tariff review.
The dispatch forecast for the 2026/27 tariff application should be performed as usual.

It is recommended that the Regulator commissions an independent professional review of the
actual dispatch after the 2025/26 fiscal year of NamPower.

6.2.4 Transmission

The operating budget for Transmission should be subjected to MYP as from the 2026 tariff
review, however with budget approval only for the 2026/27 fiscal year. For the 2027 tariff review
itis envisaged to approve a three-year multi-year cycle, with a five-year cycle being implemented
thereafter if found sensible.

6.2.5 Distribution

NamPower Distribution is proposed to be included in the first round of MYP implementation (see
section 6.1.1).

For equality and transparency, it is proposed that NamPower Distribution’s bulk purchase cost
be determined using the same transmission tariff that would be applicable if the distribution
licensee were another entity, if this is not already the case.

6.2.6 Revenue Reconciliation for NamPower Licences

Revenue reconciliation has been part of the NamPower GX/TX model and has been
implemented. Therefore, past reconciliation amounts will be considered in future tariff reviews.
The updated reconciliation process with PMF link must be implemented in the model and the
PMF result must be used once available from the implementation of the updated PMF. The
extent to which past reconciliation amounts are included in future revenue allowances will be
negotiated between the ECB and NamPower.

6.3 Price Regulation Calendar

To be in alignment with the PMF calendar, once finalised.

6.4 Further Determinations to be made by the ECB

To underpin the tariff methodology implementation the ECB should conduct several studies or
make determinations as input to the tariff processes. These include the following:
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6.4.1 Communication Plan

The ECB should, in consultation with licensees, develop a communication strategy and a
communication plan that sets an agreed, common approach to the following:

a) Communicating the implementation of the multi-year tariff methodology and its expected
benefits to the public;

b) Informing the public about realistic expectations regarding price forecasts resulting from the
multi-year processes;

c¢) Communicating price changes and regulatory decisions in a manner that is objective and
promotes transparency for both licensee as well as regulatory actions while maintaining an
appropriate level of confidentiality.

6.4.2 Distribution Network Losses

The “reasonable” technical loss levels for typical Namibian distribution network types need to
be determined. Also, an “acceptable” non-technical loss level for distributors, differentiated by
network type, needs to be determined. These can then be applied to determine loss level targets
for individual distribution licensees.

6.4.3 Distribution O&M Cost Level

Efforts have been made in the past to determine a relationship between O&M costs and the
replacement cost of network assets. The 2018 Distribution Tariff Study made some preliminary
findings on this. It is recommended that further analysis is conducted to determine, if sensible,
“recommended” O&M costs related to the replacement cost of the main network components
which are differentiated in the NEDNA platform, i.e. —

a) Overhead network

b) Underground network
c¢) Connections

d) Transformation assets
e) Other network assets.

If reasonable O&M rates per asset replacement cost can be determined for each of these
components, then it will be possible to “benchmark” a licence’s O&M cost against these rates to
assess whether the licensee spends roughly the right amount to operate and maintain the
network.

6.4.4 Performance Management Score Impact on Revenue Reconciliation

The PMF performance assessment score for a licence is used in the revenue reconciliation
process to determine that amount of incentive the licensee receives as a result of its
performance. A preliminary table linking performance score levels to incentive allowance levels
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has been developed and will be used as a starting point for implementing performance-linked
revenue reconciliation assessments. However, since realistic performance scores that may be
achieved by licensees are not available yet, this table needs to be reviewed once several
performance assessments have been concluded and realistic scores are known. The principle for
this review is that the link table must be such that the licensee does receive appropriate
incentives when obtaining realistic “good” performance.

The preliminary table is shown below. A PMF score below 50% does not give the licensee any
incentive, while a score of 90% or better will give the licensee the maximum incentive.

Figure 10: Interim PMF — revenue reconciliation link table

PMF .
51.0%
Score:
PMF score PMFscore Pass-Through to
range from: range to: Licensee

0.0% 49.9% 0.0%
50.0% 59.9% 10.0%
60.0% 79.9% 30.0%
80.0% 89.9% 40.0%
90.0% 100.0% 50.0%

If, for example, the PMF implementation reveals that a score of 80% of better is near impossible
for licensees to achieve due to the design of the PMF, then this table must be revised to allow
more incentive pass-through for lower PMF scores so that licensees have a real incentive to
perform. As performance scoring matures over time, scores are also likely to migrate to different
levels, which may trigger further adjustments to this table.

Adjustments are to be made by the Regulator after consultation with affected licensees.

6.4.5 Maintenance Operating Expenses versus Capitalisation

Licensees budget for day-to-day asset maintenance expenses in their operating budget. They
further budget for major replacement or refurbishment projects as part of the capital budgets.
However, what happens is that major items replaced under the operating budget for
maintenance may be re-classified as capital items in the licensee’s accounting records and are
thus not reported as operating expenditure in the licensee’s books at the end of the year after
adjusting journals have been passed. This can have the impact that maintenance budgets are
reported as under-spent in regulatory submissions when they are not actually under-spent.
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It is recommended that the ECB engage with licensees to develop a mechanism whereby such
re-classifications from operational expenditure on maintenance as capital expenditure are made
known and can be considered in the pricing submissions. This mechanism should be entrenched
in the Regulatory Accounting Guideline under the PMF.

6.4.6 Import Contract Regulation Mandates

It is recommended that the ECB, in consultation with NamPower, develop a process or approach
to how the negotiation of major import contracts with consumer price impact will be overseen
by the ECB. While the ECB is not to “sit at the negotiating table”, it is proposed that NamPower
brief the ECB ahead of contract negotiations, focussing on the need for imports and potential
available options, and that the ECB provide NamPower with a regulatory oversight mandate to
negotiate within. The process to determine such a mandate through engagement between
NamPower and the ECB, including required feedback during and after negotiation, is to be
codified in a mutually agreed process or procedure.

Approval and Effective Date

The Methodology was approved by the Board at its meeting held on the .....ecicinniinncceninnns
under Resolution No. . The Methodology will become effective six

months from that date.

Signed: Date:

MS EVANGELINA NAILENGE
CHAIRPERSON OF THE ECB BOARD:
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