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1 BASICS 

What is SARi?  

The South African Renewables Initiative (SARi) is a South African government 
initiative. Its objective is to design and establish the financing arrangements needed 
to enable a critical mass of renewables to be developed, without incurring 
unacceptable incremental cost burdens on South Africa.  

Why is such an initiative needed?  

Under the Cancun Agreement the South African Government has made a 
commitment to undertake nationally appropriate mitigation action to enable a 34% 
deviation below the ‘business as usual’ emission trajectory by 2020, and 42% 
deviation by 2025. The extent to which this action can be implemented depends on 
financial resources, capacity building support and technology transfer. SARi is a 
means to attain this support, and leverage it with private investment and domestic 
resources 

The current Integrated Resource Plan (IRP2010) agreed by Cabinet includes up to 
19 GW of renewables to be added to the grid by 2030.  Like the Cancun Agreement 
commitments themselves, achieving this level of renewables development depends 
on the availability of funding. While there are existing sources of funding and 
finance, through the Development Bank of South Africa, Industrial Development 
Corporation and bilateral loan arrangements, they have not been integrative of 
energy, industrial and economic and climate policies. The financing partnerships 
need to be at sufficient scale to deliver a critical mass of renewables, with the 
associated benefits.  

What is the objective of SARi? 

In initiating SARi, the government’s objective has been to develop enhanced 
financing arrangements that would connect the nexus of intentional and domestic, 
economic, energy, climate and industrial policy priorities making synergies easier to 
achieve and co-ordination more effective. Its overall objective is to solve the 
incremental cost challenge, to enable the development of a critical mass of 
renewables and help to catalyse green growth.  

What is the scope of SARi? 

SARi is focused on the task of securing and effectively channelling funding for 
renewable electricity, as laid out in the IRP (and any future revisions of the IRP). 
South Africa’s Climate Change Policy makes clear that shifting to lower-carbon 
electricity generation is one of the areas with the greatest potential for mitigation in 
the medium term, and should be aggressively pursued, combined with actions 
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these other sectors. SARi’s core aim is to address, in a targeted way the obstacles 
to large-scale renewables development. It does not aim to cover the broad range of 
clean energy technologies. However, the large-scale development of renewables 
will also contribute to the underlying development of business and policy 
consciousness towards the potential that the wider green economy holds. This is 
complementary, and could help to catalyse actions and investments in other areas 
of the green economy, such as electric vehicles, micro-grid, co-generation and solar 
water heaters.  

How big is the incremental cost challenge? 

Best estimates developed through the SARi development process, are that 
procuring renewable energy as planned in the IRP,  entails an annual incremental 
costs over and above the cost of procuring non-renewable energy averaging of 
around US$660 per year up to 2044, or in the region of a total present value of 
US$8.0 – 8.9 billion. 

South Africa’s consumer energy tariff is set by NERSA, The National Energy 
Regulator of South Africa. It aims towards achieving a cost recovering price. NERSA 
has already granted the state-owned utility Eskom approximately 25% tariff 
increases in 2010/11 2011/12 and 2012/13, to bring South Africa’s electricity tariff 
up to the current full financial cost of electricity This is already a significant increase 
in cost for energy consumers. The SARi framework therefore seeks to limit further 
price rises as a result of renewables. 

How can the incremental cost challenge be solved through 
SARi?  

The design analysis undertaken as part of the SARi development process shows 
that South Africa could implement an ambitious ramp-up of renewables at an 
acceptable cost to all parties.  This requires coordinated and scaled-up funding.  

The SARi model highlights the potential to address the funding challenge through 
low cost loans and other financial instruments  to bring down the incremental cost, 
which could then be covered through a combination of time limited pay-for-
performance grants and a domestic contribution. This mechanism could reduce the 
domestic burden of incremental costs for renewables, potentially enabling an even 
more ambitious level of renewables to be considered in future policy cycles.  
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2 POTENTIAL IMPACTS 

How much green energy will be supplied?  

The  core scenario used in SARi’s modelling is the plan for renewables included in 
the current integrated resource plan, which builds up to almost 19 Gigawatts (GW) 
of renewable energy capacity (made up largely of Wind, Solar PV and Concentrated 
Solar Power) to be added to the grid by 2030. This includes 17.8 GW of new and 
additional capacity, as well as 1GW which was already committed before this 
iteration of the IRP. This will build up to a renewable energy supply to meet almost 
9% of electricity demand by 2030. 

How many jobs will be created in South Africa? 

SARi’s model estimates direct and indirect job creation on the basis of the 
renewables plan in the IRP. The great majority of jobs would be created in 
construction, manufacturing and installation, and therefore, number of jobs per year 
will highly depend on the capacity being installed. It is expected that 2023 would be 
the peak year with about 37,000 jobs available. In the period 2012-2030, the 
average number of jobs per year available would be 20-23,000.  

South Africa’s New Growth Path economic strategy identifies the green economy as 
one of the six key opportunity areas for creating high quality, high skill 
manufacturing jobs with a target of 80,000 new clean technology manufacturing 
jobs in 2020. These calculations give an estimate that the renewables industry could 
contribute 18% of this target, if the IRP plan is implemented.  

How much CO2 emission will be abated? 

If the IRP plan is achieved this will result in the abatement of  138 Mt of CO2 
emissions between 2012 and 2025, rising to 574 MtCO2 by 2049, with peak years in 
which 27 MtCO2 are abated annually. This will contribute 7% of the overall 
emissions cuts needed for South Africa to meet its Copenhagen Accord 
commitment by 2025.  

This is equivalent to a reduction in the emission intensity of energy intensive 
exporters by 20%, if all green GWhs were allocated to these sectors. 

How much investment will be attracted?  

It is estimated that achieving the IRP plan for renewables requires $35.6 billion 
investment into renewables capacity by 2030. Low cost loans and other financial 
instruments – can be used to overcome financing bottle-necks and reduce the cost 
of capital for new projects until commercial funding can take over. Estimates are 
that this would require US$11.3 billion of low cost loans, and additional financial risk 
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mitigation products, leveraging US$24.3 billion of commercial finance (including 
insured equity) into the sector.  

Modelling of the potential funding flows demonstrates that each dollar contributed 
by international funders could leverage almost two dollars domestic funding flows 
(including contributions that could be offset by savings from wind energy as the 
technology mature) and together these financial flows would provide demand for 
renewable energy which would enable the South Africa to attract US$12.5 dollars of 
investment into the industry. 

What are the potential impacts if the level of renewables in the 
IRP was increased?  

The IRP is a living plan which will be revised and updated as necessitated by 
changing circumstances. For example, through the SARi framework a more 
ambitious ‘bold’ scenario has been modelled, to achieve 24GW of capacity by 
2025. It is estimated that this would create up to 52,000 direct and indirect jobs in 
the peak year, an average of 36,000 jobs per year in 2012-2024 and around 7,000-
9,000 permanent jobs persisting after 2030. The emission abatement could be used 
to reduce the emissions associated with energy intensive exports by 30% and 
would contribute 12% of the emission reductions needed for South Africa to meet 
its international climate change mitigation target by 2025.  

In this scenario the overall incremental cost challenge rises to US$12-14 billion, with 
US$50 in investment needed.  
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3 INTERNATIONAL PARTNERSHIP 

Why is international partnership needed?  

The analysis undertaken as part of the SARi development process indicates the 
need for coordination between low cost loans and other risk mitigation instruments, 
and funding for the incremental cost of renewables. This would reduce the domestic 
contribution to a manageable level.  

Which countries and entities are involved in the development of 
SARi? 

The South African government has been engaging with the UK, Germany, Norway, 
Switzerland, Denmark and the European Investment Bank in the development of 
SARi and the international partnership to support it.   

What is the purpose of the Declaration of Intent? 

The Declaration of Intent, to be signed at a high level ministerial event at Durban on 
the 7th of December 2011, provides the enabling framework for the international 
partnership including its scope, partner roles and operation.  It sets out inter alia the 
types of specific commitments international partners may make, but does not 
constitute a legally binding agreement, nor a specific set of commitments. Any 
individual partner agreements to provide funding will be set out in future through 
mutually agreed Memoranda of Understanding (MOU). Additional public partners 
may join the initiative at any time by mutual agreement. 

Will the SARi partnership negotiate loans and funding 
agreements? 

No. The partnership will provide a coordination mechanism, set of analytical tools, 
concepts and frameworks and a process to develop enhanced funding mechanisms 
aligned to South Africa’s development goals for energy, climate and industrial 
development.  Within this framework, individual funding agreements will be made 
between funders and the South African Government according to government 
regulations.  

This means any individual arrangement will be agreed by Treasury, aligned to and 
reflecting South African policy and legislation. This includes the Public Finance 
Management Act, international borrowing thresholds and other relevant National 
Treasury guidelines related to international finance and development engagements. 
This is reflected in the draft text of the Declaration of Intent.  
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Will SARi involve international partners in setting South African 
government policy? 

No. SARi aims to ensure that international support is aligned to South African policy 
by ensuring that funding mechanisms are aligned to the policy and regulatory 
environment, effective and co-ordinated processes for any co-financing and 
renewables roll-out, and institutional strengthening and transparency.  

The international partners supporting SARi recognise that South Africa’s success in 
implementing its renewable and broader energy and green growth plans requires 
both external funding and investment, but also crucially, the domestically owned 
and driven policies and institutions. 

The South African government has taken steps to identify and address the factors 
needed for the development of clean energy markets. Resolving outstanding issues 
and completing the policy development processes adequately is crucial to creating 
investment grade policies.  

What is the role of SARi within the UNFCCC negotiations? 

SARi is not formally connected to the international climate change negotiations. 
However, as South Africa is host of the UNFCCC 17th Conference of the Parties 
(COP17), the event creates an opportunity to demonstrate leadership and a 
practical expression of commitment to long-term collaborative action on climate 
change by launching SARi during COP17.  

SARi can be seen as the sort of initiative that could in the future feature as 
Nationally Appropriate Mitigation Actions (NAMAs). In developing SARi, the South 
African government is seeking to develop a national initiative which may provide a 
learning ground for the development of NAMAs within the international climate 
architecture.  
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4 DOMESTIC INTEGRATION 

What is SARi’s mandate? 

SARi was developed as part of the Industrial Policy Action Plan (IPAP) and 
approved by cabinet as one of the IPAP’s three flagship projects. It is also 
incorporated into the Climate Change Response White Paper. In October 2011 
there was a further cabinet pronouncement on the launching of SARi and the role of 
different Departments and Cabinet reporting on SARi: 

(a) Cabinet noted the South African Renewables Initiatives (SARi) alignment 
between the New Growth Path, the Integrated Resource Plan, the Industrial 
Policy Action Plan (IPAP) and climate policies, 

(b) Cabinet noted the governance arrangements for the design and implementation 
phase of the SARi and that it would form part of the mandate of the Programme 
Steering Committee. The Steering Committee will be co-chaired by the 
Departments of Trade and Industry (DTI) and of Energy; 

(c) Cabinet agreed that the following Departments be included as Members of 
Programme Steering Committee, Higher Education and Training, Science and 
Technology, Public Enterprises, Environmental Affairs, Economic Development, 
The Presidency and National Treasury, 

(d) Cabinet agreed that the Minister of Trade and Industry, of Energy, of 
Environmental Affairs and Economic Development revisits the practical matters 
and alignment of processes as they relate to environmental impact 
assessments. 

(e) Cabinet approved the formal launch of the SARi on the margins of the COP 17 
in Durban during December 2011, with the announcement of international 
partners to support the design of a financial solution for the roll-out of large-
scale renewable generation capacity to enable the development of related 
industrial capabilities. 

How does SARi relate to the IRP?  

SARi is being designed to support the development of funding mechanisms to 
enable the Integrated Resource Plan (IRP) for renewable energy to be implemented 
and potentially for greater volumes of renewables to be considered and included in 
future revisions of the plan. The IRP is a living plan that is expected to be 
continuously revised and updated as necessitated by changing circumstances. 
SARi is a mechanism to change those circumstances by accelerating learning 
curves, reducing the cost of finance, improving coordination and sharing the cost 
burden with international partners as part of an international approach to mitigating 
climate change. 
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How does SARi relate to the National Treasury Renewables 
Fund? 

The announcement by the South African Nation Treasury in November 2011 of the 
intention to launch a renewables fund is not in conflict with the what has been 
undertaken by SARi to date.   

SARi is an initiative that supports the integration of energy, climate, industrial and 
economic and public financing policies and practices. As such, it is based on an 
intra-governmental process that allows for the effective alignment of individual 
functions that reside in the respective departments with the requisite specialist skills 
and policy mandates. 

SARi’s financing model has several enabling elements, including potentially an 
actual fund, as well as the broader process of securing, blending and applying 
available finances effectively and transparently using existing mechanisms.  

The National Treasury will clearly play a central role in these elements, and the 
announced intention to launch a renewables fund may  provide one central facet of 
the overall SARi platform. The full functional design that will integrate the various 
aspects of SARi will be completed in early 2012 through an intra-governmental 
process, which will also seek to inform the development of a broader national green 
economy/climate finance architecture into which the financing of renewables would 
be embedded. 
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5 ORGANISATION OF THE INITIATIVE 

How was SARi developed? 

SARi was developed as an intra-governmental initiative arising from the Industrial 
Policy Action Plan (IPAP). It was initially led by the Department of Trade and 
Industry and the Department of Public Enterprises, and latterly by a Project Steering 
Committee co-chaired by the Department of Trade and Industry and the 
Department of Energy. SARi is the name of an inter-departmental project and not an 
entity. Its purpose is to enable the development of financial mechanisms to 
introduce renewables at scale. 

SARi’s development phase has been funded by the dti-managed  Employment 
Creation Fund and the European Climate Foundation Fund, and by the UK’s 
Department for International Development. SARi has been in development for two 
years.  

The technical work on SARi has been supported by an external project 
development team contracted to the Department of Trade and Industry (via WWF 
South Africa) to provide analytic, strategic and facilitation support to the initiative 
during its design phase. In effect the Project Team is an interim Project 
Management Unit managed by the dti, reporting to the Deputy Director General: 
Industrial Development. The SARi Project Team will assist in developing a more 
permanent government-embedded team with a transferring of capabilities into the 
Departments of Energy and Trade and Industry, as well as National Treasury if 
required.  

How is the SARi governed?  

Interim governance arrangements for SARi takes the form of a Project Steering 
Committee co-chaired by the Departments of Trade and Industry (the dti) and of 
Energy (DOE) and also comprising the Departments of Higher Education and 
Training, Science and Technology, Public Enterprises, Environmental Affairs, 
Economic Development , National Treasury and The Presidency,. 

The day-to-day operational management of SARi rests with the DDG: Industrial 
Development and Chief Director: Green Industries at the dti.  

As SARi develops in 2012 it will need to coordinate and integrate with other climate 
financing/green economy initiatives that are emerging within the South African 
government. 

What will the next phase of the initiative involve? 
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In the next phase the initial partners will work together to finalise the design of 
funding mechanisms and agreements, considering value-for-money, monitoring 
verification and reporting systems, legitimate costs, and the balance between the 
international contribution versus the South African contribution, as well as 
consistency with South African policies and strategic goals and practices of 
partners and lenders. This should lead a deal around the flow of funding between 
South Africa and partners.  

Why is the Department of Trade and Industry involved, as well as 
the Department of Energy and the National Treasury?  

SARi was developed out a recognition that South Africa’s potential for renewables 
was at risk for two reasons: one risk was that renewables would be seen as too 
expensive in light of national priorities such as poverty and unemployment and the 
second risk was that if cost concerns were paramount they would be  introduced in 
a piecemeal way, according to what appeared to be affordable but without the 
critical mass required for development of the manufacturing and technology. The 
fundamental benefit of the funding solution proposed was it would enable a planned 
development of renewables at scale, which would enable the development of 
manufacturing industries and technology without imposing an undue cost burden 
on consumers and fiscus. 

Achieving such a scaled up development of renewables aligned to economic 
development goals depends on coordination between energy policy and planning, 
financing and industrial policy.  
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6 FINANCIAL AND IMPACT MODEL 

What does SARi’s financial and impact model calculate? 

The SARi financial and economic model was developed as a tool to estimate the 
impact that various plans for the development of renewables would have in South 
Africa. Given a certain capacity projection for wind, Photovoltaic (PV) and 
Concentrated Solar Power (CSP) technologies, the model estimates the incremental 
funding gap above the price of electricity to enable the development of the plan 
(USDm), the investment required (USDbn), the CO2 emissions abated due to the 
plan (MtCO2), the number of jobs created (# jobs) and the taxes generated by the 
South African Government (USDm).   

What is the blended finance scenario? 

In order to solve the incremental cost challenge and enable the achievement of the 
renewables plan, the SARi financial model proposes the use of low cost loans and 
other financial instruments to bring down the cost of capital. This would, if 
combined and correctly sequenced with a competitive bidding process, reduce the 
incremental cost of renewable energy funding.  

The blended finance scenario incorporates a mix of commercial and low cost 
funding, depending on the market situation and the availability of funds. Low cost 
loans are used to overcome financing bottle-necks at the early stage of the 
programme, but phased out for new projects after 2025 (2016 for wind projects).   

It is estimated that this would, for the current IRP, require US$11 billion of low cost 
loans, plus insurance, and would leverage US$24 billion of commercial finance 
(including insured equity) into the sector. 

How has the capacity projection been built? 

SARi’s main scenario is based on the IRP2010 (published in March 2011) and the 
Renewable Energy Independent Power Production (RE IPP) programme launched 
on August 2011. The capacity projected for the first three years (2014-2016) is 
based on the RE IPP, while the capacity projected until 2030 reflects the plan 
specified in IRP. Additionally, there are four other scenarios which have been 
modelled to understand the impact of a faster or slower plan for renewables in 
future iterations of the IRP. These four scenarios are: 

• Lowest cost scenario: where the renewable technologies are only introduced 
in the market when they become competitive compared to the price of 
electricity 

• Slow scenario: IRP roll-out profile delayed by five years 
• Fast scenario: IRP roll-out profile accelerated by five years 
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• Bold scenario: IRP roll-out accelerated and made more ambitious to achieve 
24 GW by 2025 

How is the cost of renewable energy and the incremental funding 
gap calculated? 

The incremental funding gap is calculated as the cost of generating renewable 
energy minus the cost of generating electricity from other non-renewable sources 
across the grid. For each year between 2014 and 2049 SARi estimates the 
difference between the future cost of electricity in South Africa without renewables 
[source: IRP2010], and the cost of renewable energy supplied to the grid. 

The baseline (non-renewable) cost of electricity is taken from the estimations given 
in the IRP2010, while the cost of renewable is estimated as weighted average of the 
levelised costs of electricity (LCOEs) of each technology (assuming that project 
developers’ bid price would be the expected LCOE of their projects). LCOE 
calculations take into account project level assumptions for each technology 
[sources: companies in the sectors, investment banks and industry experts], 
financing assumptions for South African projects [source: investment banks, DFIs] 
and additional general project assumptions (learning rates of technologies, CAPEX 
premium for pioneering vs. mature phases, depreciation rates per year, corporate 
tax rates, inflation rates) from a wide variety of expert sources. 

The funding gap is calculated in a per year basis, in $2010 terms, and is also 
presented as a single number, which is the Present value (2011) of the funding gap 
of each year, discounted at 6% p.a. to account for risks which have to be taken into 
account (i.e. sovereign risk). The 6% discount rate is used as this is the same rate 
McKinsey uses in their carbon abatement curve analysis.  

How is the level of investment calculated? 

The project assumptions for each technology include a capital cost as well as a 
learning curve, which decreases this capital cost over the years. Capital investment 
is calculated by multiplying capital costs per MW by the number of MWs installed in 
a certain year, taking into account that the investment is started two years before 
the MW is installed and functioning. 

This investment is divided into debt and equity with a proportion of 70% debt and 
30% equity for every technology. The sources of this assumption are two 
investment banks which participated in the analysis as well as a DFI. 

It is estimated that a total amount of $36bn would be needed between 2012 and 
2029 to complete the IRP plan. 
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What assumptions are used to calculate job creation? 

Job creation figures are based on assumptions of jobs created per MW constructed 
& installed and per MW operating (O&M jobs), adjusted by a level of job localization 
of each technology (number of jobs created specifically in South Africa as a 
consequence of the localization in South Africa of part of the value chain), and also 
adjusted by a job learning rate, which decreases year after year the amount of jobs 
created per MW. 

The sources of these data are international reliable associations such as GPI, EREC, 
EPIA, EWEA; Agama 2003 South African report and some other specific research 
papers about the topic: “Energy Sector jobs to 2030: A global analysis; Jay 
Rutovitz, Alison Atherton; Institute for Sustainable Futures, 2009”, “Putting 
Renewables and Energy Efficiency To Work: How Many Jobs Can The Clean Energy 
Industry Generate in the U.S.?, University of Berkley, 2009”. 

Localization percentages per technology were estimated based on a study by 
IWEC/ DCD Dorbyl, and also on industry experts’ interviews. 

How are emission reductions calculated? 

The SARi model estimates the amount of emissions which will be abated through 
renewables by considering the emissions avoided through the displacement of the 
need for non-renewable energy, as renewables are added to the grid. Each year, the 
emissions reduction are calculated as the electricity generation produced by 
renewables’ projects within the IRP, multiplied by the baseline emissions factor of 
that year, which is the weighted average of the emissions factor of each non-
renewable plant existing in SA in that year.  

The baseline emissions factor is calculated based on the current electricity 
generation and current grid emissions factor, and is updated year after year based 
on IRP2010 plan of development of new generation plants and the emission factors 
of the plants that will be constructed. In 2010 South Africa’s grid emissions factor 
was of 0.98 tCO2 /MWh. 

 


