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Progress in Renewable Energy Policies for Green Growth in 
South Africa 
 

Summary 

This briefing paper provides an update on on-going developments in South Africa's policy and 
institutional architecture, as it relates to the scaling up of renewables and achieving associated 
economic benefits. It looks at the steps the South African Government has taken to attract 
investment, the obstacles which remain and the initiatives underway to address these challenges.  
 
Key issues for potential domestic and international, public and private partners have been lack of a 
strong, long-term target for renewables, concern about the role of Eskom, uncertainty about 
procurement arrangements and grid capacity and the low electricity tariff coupled with limited 
domestic capacity to fund incremental costs.   
 
The paper highlights progress has been made towards overcoming these concerns. Key areas of 

progress have been: 

 Establishing an ambitious renewables target as part of IRP2010.  
 Working to establish commercial procurement terms for renewables through a 

National Treasury supported process. 
 Commitment to establish an independent System and Market Operator. 
 Agreeing an increase in domestic tariff to enable investment in  a more balanced 

portfolio of energy sources.  
 Establishing the South African Renewables Initiative (SARi) to facilitate a public-private 

partnership approach to funding the renewable energy industry  
 Development of a pilot carbon tax and exploration of scenarios for carbon taxation. 
 Early stage development of initial projects, including the Solar Park at Upington. 

 
These steps are being taken within an overall strategy of green growth which is reflected in 
increasing  coordination amongst energy, climate, industrial and economic policies.  SARI is integral 
to the Cabinet-approved Industrial Policy Action Plan led by the Department of Trade and Industry. 
 
Comments on this paper are welcomed and should be sent to maya@sari.org.za .  
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Introduction 

This briefing paper provides an update on on-going developments in South Africa's policy and 

institutional architecture, as it relates to the scaling up of renewables and achieving associated 

economic benefits. It is intended as an overview, both for officials and policy makers within the 

South African Government itself, and for potential domestic and international, public and private 

partners in in scaling up renewables.  

It has been prepared by Maya Forstater and Sharmala Naidoo, as part of the team supporting the 

development of the South African Renewables Initiative. 

The South African Renewables Initiative has been set up to enable such an ambitious scaling up of 

renewables. Its task is to secure the financing and institutional arrangements to enable a critical 

mass of renewables to be developed, without incurring unacceptable incremental cost burdens for 

South Africa. Achieving this core purpose requires that SARI plays an effective role in the 

development and integration of appropriate policies and institutional arrangements, and provides a 

platform for collaboration and co-ordination between domestic and international public and private 

partners. 

While every reasonable effort has been made to ensure the accuracy and validity of the information, 

it should not be viewed as an official policy document of the South African Government.  

Comments on this paper are welcomed and should be sent to maya@sari.org.za  
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The South African Energy Context 

South Africa generates over half the electricity 

used in Africa. The primary energy source used 

in electricity production is coal (92 per cent), 

followed by nuclear (5 per cent), gas and 

renewables energies such as hydropower.  

Almost all electricity is produced by the state-

owned enterprise Eskom, which also owns and 

operates the national transmission system. 

Eskom currently supplies the country’s power 

through 27 operational stations, generating 

40.7 GW. This is supplemented by municipal 

generators, and industries that produce their 

own electricity.  

Since 1994 South Africa’s Energy Policy has 

focused on increasing access to affordable 

energy services, improving energy governance, 

stimulating economic development, managing health and environmental impacts of the energy 

system and securing supply through diversity.1 Prices are set through negotiation between Eskom 

and the National Energy Regulator of South Africa (NERSA) and the level of output and investment in 

capacity is based on plans made by the Department of Energy. 

Historically electricity prices have been kept low, at around R0.25/ kWh, partly as a result of over-

investment in capacity in the 70s and 80s.   Although the reserve margin shrunk significantly by 

2004, the prices were not reviewed to cater for a return on assets so as to finance a capital 

expansion programme.  In recent years growing demand has led to a crisis of supply culminating in 

rolling blackouts in 2008.2 While the economic downturn reduced pressure on the electricity supply 

in the short-term, it is estimated that a quarter of Eskom’s coal-fired power plants are over 50 years 

old and will need to be replaced between 2021 and 2028.3 

To address the need for additional and replacement energy capacity the country has embarked on a 

process of policy reform to revise the historic state-owned generation and distribution system, 

diversify the energy mix and bring the institutional frameworks and pricing towards investment 

grade. Eskom itself has embarked on a capacity expansion programme, including the return to 

service of mothballed coal-fired plants and the construction of two new plants, Medupi and Kusile, 

the development of a 1.2 GW pumped storage scheme, the proposed construction of a 100 MW 

concentrating solar power (CSP) plant and a 100 MW wind farm.4 

Although South Africa emits only about 1% of the global annual CO2 emissions, it has an energy 

intensive economy. Both its GHG emissions per capita and GHG emissions per unit of GDP are 

nearly double that of the world average. Consequently, even as a developing country, South Africa 

has assumed upon itself the  moral responsibility to mitigate its emissions. 

Acronyms 
CO2 – Carbon Dioxide 
CSP – Concentrated Solar Power 
DBSA – Development Bank of Southern Africa 
GHG – Greenhouse Gases 
IPAP – Industrial Policy Action Plan 
IPP – Independent Power Producer 
IRP – Integrated Resource Plan 
ISMO – Independent system and Market Operator 
K/Wh – Kilowatt hour 
LTMS – Long Term Mitigation Scenarios 
MW - Megawatts 
MYPD – Multi-year Price Determination 
NERSA – National Energy Regulator of South Africa 
PPA – Power Purchase Agreement 
PV – Photo Voltaic 
REFIT- Renewable Energy  Feed-In Tariff 
SARi – South African Renewables Initiative 
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Enabling the procurement of renewables  

Since 2007 South Africa has taken a number of key steps to integrate renewables into its coal 

dominated electricity supply. 

Beginning in 2007 NERSA has been developing a program of Renewable Energy Feed-in Tariffs 

(REFIT) that place an obligation on the “Single Buyer Office” to purchase the output from qualifying 

renewable energy generators at pre-determined prices. This would provide power producers with a 

guaranteed price with an associated reduction in risk.    REFIT 1 indicated that tariff payments would 

be constant over a 20-year period, and that tariffs would be renewed annually. The first four 

technologies to qualify were wind, landfill gas, small-scale hydro, and concentrated solar thermal.  

The second phase of REFIT in October 2009 incorporated another five technologies: solid biomass, 

biogas, concentrating solar power trough without storage, grid-connected solar photovoltaic 

systems producing more than 1 megawatt, and concentrating solar power (CSP) with six hours of 

storage. Technologies that were excluded included wave, tidal and geothermal energy. NERSA 

indicated, at that point, that small-scale producers of renewable energy (those producing less than 

1MW) could look forward to being included in the third phase of REFIT. 

To date the regulatory and legal framework for implementing REFIT is not yet fully established. The 

application of the REFIT is under judicial review so as to ascertain its conformity with South Africa’s 

Public Finance Management Act. Nonetheless, an open bidding process is being put in place and a 

request for proposals is expected to go out soon for IPPs to bid for the first 1025MW of renewables. 

 

Including renewables in energy planning 

In 2009, under the Electricity Regulation Act, it was determined that energy planning should not be 

negotiated between Eskom and NERSA but should be developed though a consultative Integrated 

Resource Planning (IRP) process, coordinated with national economic, environmental and social 

considerations. The Department of Energy released the first Integrated Resources Plan (IRP) in 

December 2009. The IRP forms a subset of the overall Energy Plan, and covers the expansion of 

supply-side capacity to meet future electricity demand. IRP2009 set a target for 10 000 GWh of 

renewables to be developed by 2013.  In March 2011 Cabinet approved an updated IRP (IRP2010) 

which establishes a new target for renewables to contribute 42% of all new generation capacity 

developed up to 2030. 

Globally, it is often the case that renewable projects are located in relatively remote areas where the 

grid is weaker. In South Africa it could be the case that the network needs to be strengthened in 

regions such as the Northern and Western Cape if renewables are to be effectively integrated into 

the system. In consultation with Eskom, a DoE/Treasury team mapped investor plans against existing 

Eskom infrastructure and grid planning late in 2010. The analysis indicates that there is sufficient 

connection capacity for REFIT IPPs until 2016. In the longer term there are plans for an intensive 

network rehabilitation program (to be funded by a combination of fiscal and tariff allocations), 

together with a regulatory plan to provide for maintenance and rehabilitation of the electricity 

transmission and distribution sectors.  
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Ensuring viable procurement agreements and terms 

In order to create a robust environment for IPP investment in renewables it is necessary that there is 

clarity   on the regulatory framework, procurement processes, localization requirements, financing 

incentives, development timelines, Environmental Impact Assessments and Power Purchase 

Agreements (PPAs).   It is crucial that the PPA and procurement arrangements provide the necessary 

balance of risk and reward to make South African renewables opportunities attractive to private 

investors. Issues such as co-insurance and step-in rights for lenders will need to be resolved in 

providing bankable agreements that meet the concerns of the market.  

The Electricity Regulations on New Generation Capacity in August 2009 aims to regulate 

procurement processes and set out criteria for the selection of preferred independent power 

producers (IPPs) under the REFIT programme. The criteria include compliance with IRP, acceptance 

of a standardized power purchase agreement, a preference for a plant location that contributes to 

grid stabilisation and mitigates against transmission losses, a preference for a plant technology and 

location that contributes to local economic development. 

In 2010, The Department of Energy, National Treasury and the Development Bank of Southern Africa 

(DBSA) signed a Memorandum of Agreement to draft the REFIT PPA and other procurement 

documents. The collaboration aims to ensure a consistent legal and policy framework around the 

procurement of energy from Independent Power Producers. This includes revisions of all existing 

legal instruments - Power Purchase Agreements (PPAs), legal frameworks, regulations and 

regulatory systems. To date the team have developed draft PPA documents for each technology 

identified under the REFIT Phase I and II, Lenders Direct Agreements and Transmission and 

Connection Agreements.  

The roll-out of the first batch of renewables is envisaged to come on line from 2013 to 2015. 

 

Increasing the historically low electricity tariff to cover a balanced portfolio of energy 

sources  

Historically, the South African electricity price was kept extremely low and the tariff has never 

covered the full cost of generation. However, with the electricity supply shortage experienced in 

2008, the need to radically revise the tariff so as to enable new capital investment and diversify the 

energy mix beyond the dependence on coal became evident. The inclusion of renewables at critical 

mass in the energy portfolio escalates the need for the tariff increase as renewables are more costly 

than coal powered generation (at least from a financial point of view) as a result of the high cost of 

capital and the cheap supply of coal in South Africa. 

In 2009 a multi-year price determination (MYPD) was agreed by NERSA to bring the South African 

electricity tariff up sharply to cover the full financial cost of coal-fired generation.  This 

determination included 1025 MW of REFIT revenue.  Revenues were also allowed for IPPs and for co-

generation sales to the grid.  The agreement was for increases of 31.3% in 2009/10 (resulting in an 

average electricity price of ZAR 0.33/kWh, which incorporated a ZAR 0.02/kWh environmental levy), 

and 24.8% in 2010/2011 resulting in an average electricity price of ZAR 0.42/kWh and an increase of 

25.9 % in 2012/13.  This process of adjustment is economically and socially traumatic as it increases 

both the costs of production in strategic energy intensive industries and the cost of living for cash 
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strapped residents.   

 

Ensuring a fair market, given the historic dominance by Eskom 

Eskom has traditionally had the status of the "single buyer in the South African market" and 

therefore the off-taker in a power purchase arrangement.  Although the New Generation 

Regulations explicitly indicate that the Minister of Energy will determine which capacity Eskom will 

build and what would be allocated to the private sector, Eskom’s position as being responsible for 

some renewable generation, system operations and transmission does create the perception that 

Eskom is conflicted.   

During 2010, in response to concerns about this perceived conflict of interest, a Government task 

team, led by the Department of Energy and supported by the Public Private Partnerships (PPP) Unit 

in the National Treasury, took responsibility for the design, management and implementation of the 

procurement process. The above-mentioned Memorandum of Agreement including the DBSA was 

signed with this objective.  

 In mid-March 2011 a cabinet decision was made to proceed with the promulgation of a bill instating 

the Independent System and Market Operator (ISMO) including a separate buyers office.  It is 

reported that the Bill envisages a phased model of independence for the Systems Operator, starting 

as an entity ring-fenced within Eskom and gradually migrating towards full independence.5 The draft 

ISMO Bill has recently been released for public comment. 

 

Overcoming the challenge of policy coordination 

These developments have led to growing investor interest. In October 2010 the Department of 

Energy commissioned a Request for Information for potential developers of renewable energy 

projects. According to the responses they received, 364 renewable energy producers were seeking 

to add nearly 20,000MW of capacity to the electricity grid under REFIT.6 However, when the status 

of projects was assessed in terms of readiness to enter into a procurement process, few were 

considered close to completion. In particular, as well as grid and planning issues, banks will not 

conduct their financial due diligence until the bidding phase, once the final PPA has been released.  

Given that this is the first time that South Africa is implementing a procurement process for 

renewables there have been teething problems, which are being dealt with systematically in order 

to expedite the process of getting the RFP to market.  

 

An example of the challenge of sequencing and policy coordination is the situation that arose in 

March 2011 when NERSA published its new tariffs for the REFIT on the eve of the expected release 

of the REFIT IPP procurement documentation. The NERSA announcement for revised tariffs has not 

been full finalised given subsequent other developments. In the light of new legal opinion that the 

REFIT needs to be compliant with South African Public Finance Management Act the question of the 

REFIT’s status needs to be resolved.7 

 

An intergovernmental response has been prepared for NERSA to consider, and a government-NERSA 

meeting is planned to address some of the issues government is raising. The procurement process 
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for Independent Power Producers (IPPs) of Renewable Energy under the REFIT programme now 

awaits final government resolution on how to proceed with the bidding process.  The decision as to 

where the REFIT stands, even in its revised form, is expected to be announced soon. 

 

From energy and climate policy to green growth 

Resolving outstanding issues and completing the policy development processes adequately is crucial 

to creating ‘investment grade’ policies.8  Policy reforms need to tackle all the relevant factors that 

financiers assess when looking at a deal – this includes whether the project will secure a 

commercially attractive risk-adjusted return and if the environment provides the confidence that 

policies will be stable across the lifetime of projects. Each of these mechanisms is linked and has to 

be aligned with national economic, industrial, energy and climate objectives. Consequently, the 

sequencing of implementation is crucial.  

The challenge of sequencing, planning and integrating policies, financing and the development of the 

underlying infrastructure required to deploy renewable energy, is by no means unique to South 

Africa. As in other countries, the policy reforms and innovations needed stretch across the domains 

of environment and climate change, energy, and economic and industrial development, and will 

depend on domestic and political support to achieve success. 

The prospects for achieving this have been boosted by the growing recognition within the South 

African government of the potential for renewables to help to catalyse green growth, creating jobs 

and attracting investment and technological development. To achieve a transformation to a green 

economy, many industries and sectors will need to be catalyzed into change and growth, including 

agriculture and forestry, green buildings and infrastructure transport, renewable energy, energy 

efficiency, waste management, biodiversity, ecosystem conservation and tourism.9 Opportunities for 

renewable energy include both large-scale electricity generation as well as solar water heaters, 

transport biofuels and off-grid electricity.  

However developing on-grid renewables to meet the expanding electricity demand is a critical 

opportunity for catalyzing sustained industrial development.  This realization is increasingly reflected 

in high-level policies and statements, as well as in domestic and international commitments. 
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Supported by this emerging domestic economic agenda, several encouraging steps forward have 

been made in policy coordination:  

 The Inter-Ministerial Committee on Energy was established to facilitate inter-governmental 
consultation. It is chaired by the Minister of Public Enterprises, and co-led with the Department 
of Energy. The Department of Finance, the Department of Environmental Affairs, the 
Department of Economic Development and the National Planning Commission are amongst the 
ten ministries included in the committee. This committee oversaw the development of the 
second IRP, and aimed to align it to the objectives set in the Long Term Mitigation Scenarios and 
the commitments made to the Climate Change imperatives, especially the Copenhagen Accord, 
and aimed to accelerate the Energy Efficiency Strategy. 

 Under this committee, an officials-level Interdepartmental Task Team on Energy (IDTTE) was 
established to support the work of the IMC. The IDTTE included a renewables Working Group, 
set up to accelerate the renewable energy sector programme. The working group  includes the 
Departments of Energy, Public Enterprises, Environmental Affairs, Trade and Industry and 
National Treasury among others, and was been tasked with growing the market and diversifying 
the supply-side risk. The programme is also closely aligned to the commitment to job creation 
and the expansion of the manufacturing base. Although the IDTTE has wound up its work, in 
practice inter-departmental work on renewables continues.  

 
“We believe that by stimulating investment in green industries, we will be able to contribute to the 
creation of decent work. In our Medium Term Strategic Framework, which guides government’s 
programme for 2009 to 2014, we undertake to pursue and further explore the concept of ‘green 
jobs’… We have no choice but to develop a green economy.”  

President Zuma10 
 
"Climate change and concerns over global energy supply present both challenges and opportunities 
for South Africa. Industries must be helped to manage scarce resources more efficiently and to 
reduce greenhouse gas emissions through appropriate pricing of energy. This is necessary to enable 
investment in sustainable technologies. Green economy initiatives will create new opportunities for 
enterprise development, job creation and the renewal of commercial and residential environments. 
This must play a part in our new growth path." 

Minister of Finance Pravin Gordhan11 
 
At the United Nations Climate Change Conference (COP15) in 2009,  President Jacob Zuma 
committed South Africa to achieving greenhouse gas emission reductions of 34% by 2020 and 42% 
by 2025, compared to a ‘Business as Usual’ trajectory.12 

Copenhagen Accord 
 
Developing renewables  could create 35,000 jobs; protect the competitiveness of energy-intensive 
exports facing increasingly carbon sensitive international markets and catalyze the development of 
the underlying industrial supply chain. Research into wind-based and concentrated solar power 
generation suggests that there is significant potential in South Africa for localizing green 
technologies. Additional economic opportunities exist if South Africa moves quickly in establishing 
the country as a regional supplier of components, service and expertise. 

Industrial Policy Action Plan13 
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 The South African Renewables Initiative (SARi) was established as an interdepartmental 
initiative to design and implement a financing strategy to fund renewable development at a 
critical scale to enable the localisation of relevant technologies.  It is envisaged that international 
development partners will provide the concessionary finance and risk guarantee instruments.  

 The National Planning Commission within the Presidency has been tasked to produce a national 
development plan for the country.  The commission is considering cross cutting issues such as 
water security, climate change, energy security and infrastructure planning. It aims to make sure 
that the government's policies and plans are coherent and focused on achieving long-term social 
and environmental sustainability.  

 The Industrial Policy Action Plan (IPAP2) for 2011 to 2014 was agreed by cabinet, incorporates 
green growth goals as part of its three year industrial road-map. The plan focuses on several key 
green industries, including those generating solar, wind and biomass energy, and manufacturers 
of energy efficient vehicles.  

 The New Growth Plan highlighted green industries as a priority sector for investment and job 
creation.  

 

Steps forward to procure a critical mass of renewables 

The Industrial Policy Action Plan, recognizes that without a long-term funded plan for procuring 

green energy, renewables will remain on the margins of the South African economy; developing in 

an ad-hoc way, and not delivering on the potential for industrial development, or the associated 

establishment of a domestic public and private constituency to support both the cluster and the 

policy reforms needed to enable it to thrive. However there is limited domestic capacity to fund 

incremental costs, which results in a limited volume of renewables being guaranteed under the 

existing REFIT program. 

In the past year a number of key steps have been taken towards enabling a critical mass of 
renewables to be developed.  

 

The South African Renewables Initiative 

The South African Renewables Initiative is part of the South African Government’s policy response to 

the challenges of creating an investment grade set of policies, and to secure the international 

support and investment needed to make it feasible. It is being developed as part of the Cabinet-

approved Industrial Policy Action Plan led by the Department of Trade and Industry. 

It was set up in 2010 to enable an ambitious scaling up of renewables by securing the financing and 

institutional arrangements to enable a critical mass of renewables to be developed, without incurring 

unacceptable incremental cost burdens for South Africa.  
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The SARi model 

 

For further details see SARi Briefing: Unlocking South Africa’s Green Growth Potential www.sari.org.za 

 

A higher renewables target 

The first step to achieving critical mass is setting a higher domestic target for renewables. The recent 

IRP2010 has provided for a significantly increased volume of renewables to be procured. In March 

2010 Cabinet approved an updated IRP (IRP2010) which establishes a new target for renewables to 

contribute 42% of all new generation capacity developed up to 2030 (Coal will provide 15%; nuclear 

23%; imported hydro  6%; closed-cycle gas turbine (CCGT) 6% and open-cycle gas turbines  9%). 

Furthermore, the level of renewables can be increased in the periodical reviews of the plan, if 

funding partnerships, institutional and technological developments succeed in reducing the cost to 

South Africa of procuring renewables.  

 

Explorations in international and domestic funding 

Core to enabling South Africa to achieve a more ambitious level of renewables will be strong 
international co-operation. The SARI process has nurtured such co-operation with governments and 
public institutions, including technical advice and broader engagement by the European Investment 
Bank and active support and involvement by the UK and German Governments, as well as with 
private, commercial organisations, involved in financing, technology design, manufacturing and 
generation. 

Treasury is also exploring domestic financing for renewables, to combine with international funding.  
There is an existing pilot carbon tax of 2c/KWh on non-renewable electricity whilst a more 
comprehensive carbon tax is being designed.  A key concern is to ensure that the carbon related 
taxation process is coordinated with initiatives that act to reduce carbon and assist business to adapt 
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to a carbon sensitive world.    

 

Initial developments  

The proof, and the incentive, of this policy making and coordination will be in the development of 
actual large-scale renewables deals that bring climate competitiveness, energy security and 
industrial benefits for South Africa.  The first such project being developed is a large Solar Park to be 
located in the Northern Cape. Pre-feasibility studies for this project have been supported by the 
Clinton Climate Initiative and initial public and investor workshops have been held.14 Two other 
flagship initiatives have been launched, small scale hydro at Bethlehem in the Free State, and waste 
to electricity project at eThekwini. 
 

From policy coordination to the first large scale deals 
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The Role of SARi in supporting the establishment of an enabling 

environment for renewables in South Africa  

The vision for renewable energy South Africa has significantly progressed over the past two years 

towards practical implementability and commercial viability, while paving the way towards South 

Africa achieving its renewable and climate change targets. 

SARi supports this by seeking to deliver significant industrial, economic and short to medium-term 

energy security benefits, while contributing to South Africa’s carbon reduction commitment.  SARi 

serves to bridge the renewable energy commitments within the IRP2010 with the IPAP job creation 

and manufacturing intentions. SARi seeks to secure the international funding streams that will make 

the large scale deals possible, and helping to catalyse support and momentum for other policy 

measures needed for development of the green economy. 

SARi’s catalytic role in within the wider policy agenda 

 

 

Crucial to the success of SARi is that it is integrated with broader planning and financing processes. 

SARi is integral to the Cabinet-approved Industrial Policy Action Plan led by the Department of 

Trade and Industry and was part of the work program of the Renewables Working Group of the 

Inter-Ministerial Committee on Energy, and the work of the National Planning Committee.  
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The initiative is also focused on forging closer links with the Department of Energy on the planning 

side and with the National Treasury on the financing side.  SARi’s own institutional and governance 

arrangements as it develops towards implementation will be designed through an 

intergovernmental process. The initiative is being developed towards implementation in the run-up 

to the UNFCCC COP17 Summit to be held in Durban at the end of 2011. 
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This update is part of a series of briefings and working papers published by the South African 
Renewables Initiative, which are available to download from www.sari.org.za  
 
 
Introductory Briefing, December 2010: Unlocking South Africa’s Green Growth Potential  
 
Update Briefing 1, February 2011: Project Update 
Update Briefing 2, March 2011: International Design Workshop Report 
 
Working Paper 1, Vulnerability of South African Exports to Climate Change Related Trade Measures 
Working Paper 2, Due Diligence Review of Analytics and Assumptions  
 
Visitors to the website can also sign up for period updates from the South African Renewables 
Initiative. 
 
While every reasonable effort has been made to ensure the accuracy and validity of the information 
in this briefing, it should not be viewed as an official policy document of the South African 
Government. 
 
Comments can be sent to maya@sari.org.za 
 
 

For more information on SARi contact: 

 

Edwin Ritchken, Strategic Projects Advisor, DPE 
Responsible for SARi for the South African Government 
Edwin.ritchken@dpe.gov.za 
 
Simon Zadek                                                                                     Sharmala Naidoo 
SARi Team leader                                                                             SARi Project Manager  
Simon@sari.org.za                                                                           Sharmala@sari.org 
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