
Eskom Transmission: Workshop on Incentive-Based Regulation 
Day 1 
 
Session 1: Introduction and Overview of Regulatory Mechanisms 
  
This session will provide a broad introduction to various regulatory mechanisms 
employed by regulators around the world, including rate-of-return, price caps, revenue 
caps, benchmarking, and mechanisms for sharing costs, revenues and earnings. As a part 
of the discussion, the session will provide a broad overview of the policy and 
performance implications for each type of regulatory mechanism.  
 
Session 2: Price Cap and Revenue Cap Regulation: X-factors and Inflation Indices 
 
Staff will be exposed to various methods of determining X-factors (expected efficiency 
gains), inflation indices, and P0 adjustments as well as their implications for the regulated 
firm. 
 
Lunch 
 
Session 3: Case Study Exercises: Examples from Around the World 
 
Discussion of 5-7 cases from around the world with respect to the choice of price caps, 
revenue caps, rate-of-return, or hybrid systems. The cases are designed to get staff to 
think about the consequences of mechanism options and possible solutions in each case. 
Cases will come from Brazil, Argentina, the United States, and United Kingdom, among 
others. The discussion of these cases will motivate the tools discussed in the next session.  
 
Session 4:  Hybrid Systems: Sharing Mechanisms, Targeted Incentives, and Menu of 
Choices 
 
As a continuation of the previous session staff will examine true-up and cost pass-
through schemes (K and Z factors), sharing mechanisms for costs, revenues, and profits 
and show how these can be employed within the context of price cap and revenue cap 
regulation. Targeted incentives, with particular attention to reliability measures and 
system losses, will also be discussed. The discussion will conclude with an examination 
of menu of regulatory choices for the firm that can be both beneficial to the regulated 
firm and the regulator. From this session, participants should see that different aspects of 
regulatory mechanisms can be adapted to fit the local context. 
 



Day 2 
 
Session 5: Hybrid System Exercise 
 
Following the discussion from the first day, staff will have the opportunity to design their 
own hybrid regulatory system for a hypothetical situation. The exercise provides a good 
format for staff to apply their knowledge of incentives to an understanding of the socio-
economic-political context to which regulators and utilities always must respond. 
Blending these ideas is quite complex, as will be shown at the end of the exercise with an 
example of a complex hybrid system. 
 
Session 6: The Use of Benchmarking in Regulation 
 
This session will introduce the three main methods used in benchmarking and their 
relative advantages. Moreover, the session will discuss the usual controversies that 
accompany benchmarking studies and outline the data needs to carry out benchmarking, 
and where benchmarking can be employed. This session will provide examples from a 
study done in Ukraine and from price cap proceedings in the United Kingdom and Latin 
America. The discussion of benchmarking will help put elements of the so-called 
“Building-Block” method in better context. 
 
Lunch 
 
Session 7: “Building Block”: Discussion of Prudent Operating Costs and Depreciation 
Impacts on Required Revenue and Rates 
 
Following lunch, staff will engage in a moderated discussion regarding the potential for 
efficiency gains in operating costs, different depreciation methods, and their relative 
impacts on required revenues and the revenue/price trajectory going forward. The use of 
benchmarking operating costs will also be discussed. 
 
Session 8: “Building Block”: Determining the Value of Regulated Asset Base 
Currently and Going Forward 
 
What assets are “used and useful”? How will future investment needs be determined? 
This session will discuss the role of transmission planning and use of “optimal network” 
methods that are currently in use to determine the level of new investment allowed under 
the revenue or price cap. 
 
 
 
 
 



Day 3 
 
Session 9: “Building Block”: Weighted Average Cost of Capital (WACC) and Allowed 
Returns 
  
This session will cover determination of the weighted average cost of capital and how 
reasonable organizations may differ on what the actual number should be based on 
perceptions of risk among other issues. A small exercise will be used to show the rate 
impact of different forces on WACC determinations and ultimately on utility rates. 
 
Session 10: Pricing and Rate Design Basics  
 
Determining rates is important, but the design of rates/prices/tariffs is especially 
important given the flexibility provided under price caps and revenue caps. Moreover, 
there are connections between the choice of regulatory mechanism/system and rate 
design that can be quite important to the regulated utility. Basic designs such as one-part 
and multi-part tariffs, time-of-use pricing, and pricing by location will all be discussed, 
along with their properties. 
 
Lunch 
 
Session 11: Transmission Pricing for Efficient Use, Capital Cost Recovery, and 
Recovery of Losses 
 
Given the discussion of basic designs, how do they fit into the many different pricing 
schemes that are used around the world? Among the mechanisms to be discussed are 
nodal/zonal and average pricing for short-run energy supply and losses; MW-mile and 
averaging methodologies for the recovery of capital costs. These methods will be 
compared and assessed based on their efficiency properties, political acceptability, and 
customer class burden. 
 
Session 12: Wrap-up  
 
This session will review the content of the previous 3 days and will provide a forum for 
staff to ask the facilitators questions that address issues not previously discussed or to 
receive clarification on concepts that were already addressed. 


