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Presentation Overview 



Introduction and Purpose 

• NERSA must ensure that all costs allowed in the determination of the Allowable

Revenue (AR) or Revenue Requirement (RR) for the purposes of setting or

approving tariffs are prudently, efficiently and reasonably incurred by the

licensee.

• Guidelines for Prudency Assessment (“the Guidelines”) have been developed to

consolidate and align principles NERSA would consider when assessing prudency.

• The Guidelines will make licensees aware of the areas or information that NERSA

will focus on when assessing the prudency of costs incurred.
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“Guideline” means General rule, principle, or piece of advice (Oxford Dict); Something that can be used to help

you plan your actions or to form an opinion about something (Collins Dict). Recommended practice that allows

some discretion or leeway in its interpretation, implementation, or use (Business Dict). Synonyms: A

recommendation, advice, proposal, direction.

“Criterion” means   a standard by which you judge, decide about, or deal with something (Collins, Longman, 

Cambridge Dict). Synonyms: basis, point of reference, standard, norm, yardstick, benchmark, touchstone, test, 

formula, measure, gauge, scale, barometer, indicator, litmus test; specification, guide, guideline, guiding principle, 

principle, rule, law, canon, convention 



SECTION DETAILS FOR ENHANCEMENTS REFERENCE IN THE GUIDELINES

Scope of Guidelines • In the Scope of application, provide an explanation as to what the

Guidelines are intended to cover. This should include the following:

- Guidelines are applicable to all three regulated industries;

- Assessment of both Capex and Opex will be undertaken;

- Guidelines must be applicable ex-ante and ex-post (Licensing and

operational phase); and

- Issues arising from Cross boarder projects.

Par 2.1

Par 2.2

Par 2.2

Par 2.2 & Guidelines in Table 1: Point 3.

Legal Basis and mandate • Clarify the legal status of the Guidelines to provide context as to

how enforceable the Guidelines are.

• State that this is not new law but amplification of existing

processes

• Make reference the correct Piped-Gas Regulation.

section 3 and 5.

Principles of Prudency:

Due Process

• Include the Public Finance Management Act (No.29 of 1999) and

Supply Chain processes of the licensees.

Par 6.1.2

Guidelines for Capex • Verify whether NERSA has the power to determine “necessity”, if

so, broaden the explanation of necessity.

• Qualify the requirement of “Best Interest” and how it will be

measured or assessed.

Table 1: Proposed guideline: Point 1

Table 1: Proposed guideline: Point 3

FAQ’S • FAQs will be developed at an industry level, as the application of

the Guidelines will differ from industry to industry. This will be

developed once the Guidelines are implemented.

N/A
4



Application of the Guidelines

• Guidelines cover both the assessment of ex-ante and ex-post.

• Guidelines are not exhaustive and NERSA will always exercise its discretion

whilst upholding the standard set by the guidelines.

• Assessment of decisions will be done by establishing what was known or ought

to have been known, at the time of the decision and what influences were at play

on the decision-makers. (Hindsight principle)

• NERSA will utilise the Guidelines as the basis on which prudency will be

assessed.

• NERSA will exercise its discretion in certain circumstances.

• The licensee must demonstrate that its expenditure and activities are aligned

with the Guidelines to enable its expenses to be included in the AR or RR.
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Guidelines for Prudency Assessment

Capital Expenditure (Capex): 

• Assess the necessity of the facility in question.   

• Assess the reasonableness of costs.

• The investment decision should be in the best interest of both the 

licensee and customer.

• The decision to incur the costs must be consistent with good industry 

practice. 

• Due care, good judgement and compliance with sound business 

practices must be adhered to.

• Assessment of used, usable and useful assets
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Guidelines for Prudency Assessment

Operational Expenditure (Opex): 

• Assessment of whether the decision to incur the cost is consistent with good

industry practice.

• Assessment of the reasonableness of the costs.

• Assessment of whether due care, good judgement and compliance with

sound business practices was adhered to before incurring the cost.
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Focus Areas

Common to both CAPEX and OPEX:

• Assessment of whether the decision to incur the cost is consistent with good industry practice.

• Assessment of the reasonableness of the costs.

• Assessment of whether due care, good judgement and compliance with sound business

practices was adhered to before incurring the cost.

CAPEX specific – NB:CAPEX and OPEX are inherently different in nature.

• Assess the necessity of the facility in question

• The investment decision should be in the best interest of both the licensee and customer

• Assessment of used, usable and useful assets

Sectoral Peculiarities

• Each industry is responsible to ensure that the Guidelines align to their specific industries and this

will be tabled to Industry specific committees before recommended for approval by the ER.
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