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RENEWABLE ENERGY POWER PROCUREMENT

WHY ESKOM SHOULD FINALISE
OUTSTANDING AGREEMENTS



By April 2015, after previously successfully concluding three bid rounds involving 64 
renewable projects, the Minister of Energy had announced thirty-eight Preferred 
Bidders for the next rounds of government’s internationally acclaimed Renewable 
Energy Independent Power Producer Procurement Programme (REIPPPP).

Only one project which was from the CSP round 3.5 has since signed a power purchase agreements (PPAs) with 
Eskom. The remaining 37 Preferred Bidders  should normally have signed PPAs with Eskom by no later 
than April 2016. Instead, the agreements have remained unsigned, thus delaying a R58.5 billion investment, 
the creation of over 13 000 construction jobs and a further 2000 operations jobs – all at a time when the country 
has desperately needed an economic stimulus. Furthermore, renewable industry employees across the value 
chain, at power plants, construction companies, manufacturing facilities, service providers and other related 
firms have been retrenched and many local firms continue to face significant financial losses due to the delay. In 
recent years political and policy uncertainty has had a severe impact on the South African economy more 
broadly and has contributed to a number of credit rating downgrades.

 In April 2017, Tina Joemat-Pettersson was replaced by Mmamoloko Kubayi as energy minister. Minister Kubayi 
announced in early September 2017 that the signature of the PPAs for 27 projects under the Round 3.5 and 4 bid 
windows of the REIPPPP, had been set for 28 October 2017. Yet, after only five months in the job, just as she was 
ready to finalise PPA conclusion, Kubayi was replaced by David Mahlobo on October 17, 2017.

The Minister of Public Enterprises, Lynne Brown, announced in December 2017 that the Department of 
Public Enterprises and the National Treasury had to resolve the IPP “pricing and cost issues” that had been raised 
by Eskom. Brown’s stance was contrary to incoming Energy Minister David Mahlobo’s claims that Eskom would 
soon sign the long-awaited REIPPP agreements.
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“Brown’s stance was contrary to incoming Energy Minister David Mahlobo’s 
claims that Eskom would soon sign the long-awaited REIPPP agreements.”

 One Preferred Bidder for the CSP round 3.5, twenty-six Preferred Bidders for the 4th round and ten Preferred Bidders for the 
1st round of the Smalls programme. 

*

*



Renewables are the cheapest form of new build power available to Eskom.

The continued growth of renewable electricity will help South Africa avoid the enormous impact of 
coal-power on human health and the environment and assist it to meet its commitments under the National 
Development Plan, the Energy White Paper and the Paris Accord.  

The projects will bring enormous additional investments and economic bene�ts to South Africa. 
R58.5bn-worth of investment and c.15,000 jobs depend on these agreements. 

The recovery and growth of a domestic manufacturing industry will play a critical role in increasing the local 
value add from the industry and reducing the costs of renewables.  This industry is currently on a fatal decline 
trajectory due to the stalled PPAs. 

Thanks to government’s regulatory requirements, the 37 projects will generate R13.4 billion of socio-economic 
and enterprise development expenditure into surrounding communities over their 20 year lifetimes. They 
will also distribute R6 billion of dividends to local community shareholder groups.

The President and Cabinet have repeatedly stated over the past two years that government requires Eskom to sign 
the PPAs. 

The Minister of Public Enterprises has now approved Eskom’s request for permission to purchase the energy from 
27 of the 37 projects.

7 REASONS WHY DULY PROCURED RENEWABLE ENERGY PPAs SHOULD BE SIGNED
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Signing the PPAs now will have no impact on Eskom’s current cash flow position. The IPPs have the benefit that Eskom 
does not have to finance the construction of these power plants – this is all taken care of by the private sector.  Eskom will 
only become liable for payment when the IPPs actually deliver electricity for resale by Eskom. This is expected to occur 
at least two years after the signature of the PPAs.  The PPAs thus pose no solvency risk to Eskom.

WHAT HAVE BEEN ESKOM’S INFORMALLY STATED REASONS FOR STALLING ON PPAs?

Eskom’s solvency is under threat and it can therefore not sign the PPAs

South Africa is indeed entering into a period where electricity supply exceeds demand. This is, in part, to be welcomed, 
since the economic cost of load shedding in recent years was very high. Growth in electricity demand is always a major 
uncertainty for electricity planners. Demand over the last 10 years has been relatively �at and is, in fact, yet to 
exceed the demand experienced in 2007. This lack of demand growth is unprecedented in the 140 year history of 
South Africa’s electricity supply industry.

There is a risk of over-supply of electricity

>  continued 
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>  continued 

In legal terms the responsibility for balancing long term demand with sufficient supply capacity currently falls to the 
Minister of Energy. The Minister addresses this responsibility through the development and publication of a generation 
capacity expansion plan known as the Integrated Resource Plan (IRP). Based on this plan the Minister of Energy also 
initiates processes to procure additional capacity to meet growth in demand and to replace retiring plants, known as 
Ministerial Determinations on new generation capacity. These processes have always been notoriously difficult to get 
right. Large coal power plants can take up to 10 years to build and are designed to operate for between 20 and 50 years. 
Short-term fluctuations in the supply-demand balance can be expected. This is, however, not a good reason to stop 
planning or to suspend the transition towards cleaner sources of generation.

If Eskom does indeed have serious concerns about the supply-demand balance then it would do well to consider 
delaying Medupi or Kusile, or indeed cancelling some of their generation units and decommissioning its older 
power stations that currently do not meet South Africa’s environmental standards and are close to their end of 
life. Instead Eskom has chosen to delay the construction of Government’s duly procured renewable energy projects 
which, by virtue of their much smaller scale, will have far less impact on the supply-demand balance than these two 
massive coal plants. 

There is a risk of over-supply of electricity (CONTINUED)

Coal power stations will certainly close. But not because of renewable power as claimed by Eskom. Eskom has had a plan 
to close its coal plants since they were first commissioned. Coal plants have a limited life, as do the mines that feed them. 
Plants need to be decommissioned as they reach the end of their design life and become too expensive to operate and 
maintain.

Furthermore, Eskom’s inflexible strategy of embarking on the construction of two mega coal-fired power stations, Medupi 
and Kusile, has left it unable to respond to changes in power demand, first leading to loadshedding in the recent past, and 
now resulting in surplus capacity on the system. It is the inflexible construction programme for Medupi and Kusile that has 
in effect stranded Eskom’s older coal plant as national electricity demand has stagnated. The energy that will be produced 
by new renewables projects is a fraction of the supply coming online with Medupi and Kusile.

Renewable energy will cause Eskom to close coal power stations

Eskom has suggested that it cannot sign the REIPPPP PPAs due to uncertainties about whether it will be able to recover 
the cost through the annual increases in its regulated retail tariffs, i.e. the average price at which it is allowed to sell 
electricity.

Regulatory uncertainties relating to the tari�

Eskom’s tariffs are regulated by the National Energy Regulator of South Africa (NERSA) through a well-defined multi-year 
pricing determination (MYPD) that sets out a five-year tariff path based on assumptions of demand growth, power 
production costs, plant performance and returns on capital. This system provides for annual adjustments to the MYPD 
increases to cater for variances from the original assumptions via a process known as the regulatory clearing account 
(RCA). For instance, if costs are higher than expected Eskom can request a higher tariff increase than the original pricing 
determination, in order to close the deficit on the RCA.

- How are Eskom’s tari�s regulated?
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Regulatory uncertainties relating to the tari� (CONTINUED)

Eskom incurs costs when purchasing power from independent power producers, be they renewable or any other 
generation technology. The utility enters into such power purchase agreements as a consequence of executive decisions 
known as ministerial determinations which give rise to government procurement processes such as the REIPPPP. Eskom’s 
tariffs are regulated to ensure that independent power purchase costs are a direct ‘pass-through’ to the consumer. The net 
cost of the PPAs (any difference between purchase and sale price) is treated as part of Eskom’s revenue requirement and 
NERSA guarantees that Eskom will be allowed to recover this revenue as part of its MYPD ruling. The Department of Energy 
(DOE) and NERSA have consistently rejected Eskom’s assertion that it will make a loss due to energy purchases from 
renewable IPPs. We understand that these assurances have been provided to Eskom in writing and that the Utility faces no 
risk whatsoever.

In the event that Eskom were to default on a PPA payment the credit risk would fall to the national fiscus via government 
guarantees that are provided to IPPs via the Implementation Agreements (IAs). A further agreement between Eskom, 
NERSA, DOE and National Treasury, known as the Government Support Framework Agreement (GSFA) underpins the 
government guarantees behind the REIPPPP IAs. The existence of these agreements ensures that Eskom takes no risk 
on PPAs with IPPs. Any claim to the e�ect that signing the PPAs would create a �nancial risk for Eskom is false and 
misleading.

- How does the regulatory framework cater for independent power costs?

Renewable IPPs are too costly

The rapid decline in bid prices has proven that on-going procurement of renewable energy through competitive auction 
process is the most cost-effective way to drive down costs and achieve affordable power supply. The prices for REIPPP 
Round Four are much lower than the cost of the power from Eskom’s Medupi and Kusile power stations and 
roughly equal to Eskom’s average sales price.

The transition to a lower carbon economy is an important government policy, in common with most governments the 
world over.  The continuation of the REIPPP programme will lead to even lower power procurement prices in future. Eskom 
is fully protected by the regulatory regime described above which makes PPAs a full pass-through cost. IPPs are fully 
responsible for operations and maintenance costs and must carry any costs of construction delays.

IN CONCLUSION

SAWEA therefore appeals to President Ramaphosa and his Ministers of Finance, Energy and 
Public Enterprises to drive the achievement of:

A firm date for duly procured RE PPA conclusion, before March 31st, 2018.

Eskom’s co-operation on all related legal requirements for the conclusion of PPAs.

Provide certainty on the future scale of the South African renewables programme so that the full value chain 
benefits of clean power supply, investment growth, manufacturing development, job creation and rural 
community benefits can be realised as soon as possible, in the South African economy.
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