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Shining a Light on South Africa’s

Power Plans

Growing private sector participation gives hope to South Africa’s fragile electricity situation

South Africa’s critical power situation has been the subject of
much talk and speculation since 2008, when the country experi-
enced its first electricity crisis after enjoying a surplus of cheap
electricity since the 1980's. However, a lack of investment in South
Africa’s power infrastructure over the last three decades coupled
with a growing electricity demand resulted in a situation that
called for the upgrading of existing Eskom plants. Two new coal-
fired power plants, Medupi and Kusile were commissioned in 2007
and are now nearing completion, almost a year behind schedule.
Brian Dames, Eskom's most recent former CEO, noted: “South
Africa has a constrained energy system and as Eskom, we are very
transparent about it.”

Acknowledgement of mismanagement by the parastatal has not
done much to prevent further blackouts early in 2014. Yet in the
midst of South Africa’s electricity woes, one of South Africa’s
greatest success stories is being written. As private participation
through Independent Power Producers has expanded through
the Renewable Independent Power Producers Program (REIPPP),
the hope is to replicate this model to generate further base
load capacity.

Eskom, supplies 95% of total electricity in South Africa and con-
tinues to rely heavily on increasing its generation capacity from
the country's abundance of coal; 95% of South Africa’s electric-
ity generated through coal-fired power stations. However, it has
been the success of South Africa’s Renewable Independent Power
Producers Program (REIPPP) that was rolled out in 2010 that has
captured the attention of the global investment community. The
hope is that through private participation South Africa can leverage
its domestic coal and access to its own potential gas reserves to,
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The new Home Power Station from Econet Solar is here. This innovative solar powered device
harnesses enerrgy from the sun and converts it into electricity for everyday use.

It is capable of powering a host of accessories including wireless bulbs, TVs, tablet computers,
mosquito repellents, fans as well as charge GSM mobile phones.

The Home Power Station works via a mobile cellular network using a SIM card, which enables
customers to pay using airtime. A brighter future for Africa is here.

To find out more about the Home Power Station visit www.econetsolar.com or send us an email
to solar@econetwireless.com

Econet Solar International designs and sells a range of solar-powered electronic and
lighting products including the new Home Power Station.
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once again, become an energy hub for Africa.
According to Norman Ndaba, sector leader
for power and utilities Africa at Ernst and Young,
electricity demand is expected to grow in the
range of 2% to 3% per annum for the next
four to five years. The updated 2013 version

of the Integrated Resource Plan (IRP) seeks

to rationalize consumption and diversify the
energy mix. As the country plans to invest
R385 billion (US $50 billion) in new capacity
projects over the next five years, South Af-
rica’s energy sector holds challenging and excit-
ing opportunities.
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Regulatory Framework

The IRP and the Future of South Africa’s Energy Mix

The IRP 2010-30 is the main roadmap for the development of South
Africa’s energy sector and outlines the government'’s strategy for
electricity generation. The IRP is revised every two years, with the
latest version to be released before the end of 2014. While the
IRP stipulates that 42% of South Africa’s electricity needs be met
by renewable energy generation by 2030, through the REIPP pro-
gram, the plan still makes provisions for the dominance of coal.
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The recently revised draft IRP also makes provision
for a base load IPP program, meaning that there
will be room for large-scale independent power
generation in the future, although there has
been no official announcement yet. “The
. scope for more Public Private Partnerships
| (PPPs) is there, but there are challenges
‘ revolving around tariffs, particularly since
the utilities have traditionally been mo-
,// nopolized by government agencies. There
/ is an attitude that energy can be provided by
the private sector, however it also has to be
reasonably priced for the private sector to enter
that particular foray. In terms of demand, there is a
need for 10,000MW of new generation capacity and at least
3,700MW of that should be coming from renewables, where wind
and solar PV are the dominant technologies. South Africa is fortu-
nate that there is a focused approach through the REIPPP program
and there is a strong commitment from government to incentivize
private participation’ said Sheila Galloway, CEO of Utho Capital,
a leading specialist firm in Public Private Partnerships (PPPs).

The Scope for Market Liberalization:
Distribution and Transmission

As a single off-taker, Eskom will continue to dominate the sec-
tor, even where IPP’s are involved. “The problem is that Eskom
remains the single buyer and therefore has a vested interest in
limiting the amount of successful IPP projects, as it would be more
profitable for them to generate capacity themselves. Until there is
a buyer independent from the parastatal this problem will contin-
ue. Any IPP’s that are outside the regulated IPP programs will face
that challenge. For example, for players in the sugarcane industry
who generate their electricity from waste, the technologies do not
qualify for the renewables program and therefore any excess ca-
pacity that they generate will go to waste and they do not qualify
for a refit tariff. If there were an alternative buyer the scope for
|PPs would easily double’ said Galloway

The question of a more liberalized energy market is not a new one.
Even Dames noted: “Eskom is very supportive of private participa-
tion and would like to see more of that.”

However, bureaucratic hold-ups hamper the process of passing
legislation, such as the independent system marketing opera-
tor (ISMO) bill, which will aid such participation in transmission
and distribution. “The South African energy sector needs the bill.
[It] will be a first step to resolve the conflict of interest between
Eskom as generator, buyer, distribute and transmitter. There are
a whole lot of very sensitive political and policy considerations
around that, and the bill has effectively been shelved for now, but
for our market to grow and expand, it is needed,” said Karel Potgi-
eter, partner at Webber Wentzel, a leading South African law firm.
Transmission remains a big concern and has a unique regulatory
caveat as a result of being managed by municipalities. “Munici-
palities have the first right of refusal in the distribution network. If
they cannot meet the supply demands, they can turn to Eskom to
do it, but because this is almost their sole source of income they
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