
 
 

 

 
53 Dudley road, Parkwood, 2193 

Tel:-  +27 11 214-0662 

 
18 June 2014 

 
Ms Trudi Mcloughlin, BUSA 
By email 
 
Dear Ms Mcloughlin 
 
ENERGY SECURITY WORKSHOP 5 JUNE 2014  
 
Please find below our response to your recent survey request.  
 

KEY CHALLENGES IN THE POWER / ELECTRICITY ARENA 
 

 
PROBLEM/ISSUE 
 

 
PROPOSED 
SOLUTION 

RESPONSIBLE 
STAKEHOLDE

R 

RESOURCE
S REQUIRED 

 
Lack of coherent planning 
between ESI stakeholders  
 
Currently Eskom is the dominant 
entity responsible for the 
provision of generation capacity, 
the introduction of IPPs in a 
significant fashion only being a 
recent phenomenon.  
Eskom is explicitly responsible 
to 2 government departments  
 

 Department of Energy 
(DOE) 

 Department of Public 
Enterprises (DPE) 

 
and implicitly reports to 
Department of Finance (National 
Treasury) as the entity that 

 
[?]Adoption by all 
stakeholders of a vision 
document for the ESI 

 
 
DOE/DPE/ NT/ 
Nersa / 
NPC/Private 
sector/NEDLAC 
partners  
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ultimately provides financial 
underwriting to Eskom’s 
financial obligations.  
 
NERSA who is supposed to act 
as an independent regulator and 
watchdog to the ESI does not 
necessarily have full 
independence.  
 
As a result of government’s 
political mandate of forcing 
Eskom to charge non cost-
reflective tariffs, coupled to an 
increasing loss of technical and 
management resources within 
the utility over the last 10 – 15 
years, the requirement of 
National Treasury’s support has 
become overwhelming, with 
financial support to Eskom of 
around ZAR 340 billion already 
having been given. This dwarfs 
the banking bail-outs in all 
countries except Ireland. 
 
There is an unsustainable 
misalignment between the 
agendas of these government 
departments, which has lead to 
deterioration in the health of ESI 
and might in the absence of 
immediate attention lead to its 
ultimate failure. 
 

   
DOE, NT, DPE 
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Lack of resilience in the 
South African electricity 
system 
 
South Africa electricity system is 
intrinsic to the country’s 
industrial and socioeconomic 
agendas. Eskom’s structure as a 
vertically integrated utility means 
that its health has a direct impact 
upon industrial production, 
business confidence and 
economic development targets.  
 
Recent credit downgrades and 
negative warnings by credit 
agencies, institutions and even 
SARB have all cited electricity 
constraints as a major 
handbrake to South Africa’s 
ability to raise its GDP to levels 
that would be more appropriate 
for a leading emerging market 
economy. 
 
As has been experienced in 
recent months by the renewable 
energy IPP sector, Eskom’s 
internal financial and technical 
struggles “to keep the lights on” 
has lead to underspend on the 
transmission grid and an inability 
of the utility to connect IPPs to 
the system at a time when the 
ESI desperately needs new 
generating capacity.  
 

To increase resilience 
in the ESI 
 

1. Establish ISMO 
as a separate 
SOE under the 
responsibility of 
DPE.  

2. Ensure ISMO’s 
procurement 
processes are 
aligned with the 
timeframes 
associated with 
IPPs. No point in 
having a 4-6 
year 
transmission 
procurement 
process for IPPs 
that can be 
commissioned in 
14-18 months 

3. Allow private 
transmission 
companies to 
establish 
infrastructure 
(ala 
MOTRACO), to 
introduce 
greater 
competition in 
the market. 

4. Incentivize 
industrial 
companies to 
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invest in own 
use IPPs to fulfill 
part of their 
energy needs. 

 
Clarification of Eskom’s 
future role and structure in 
the ESI 
 
The key function of a monopoly 
utility is to strategically plan and 
deliver new generation and grid 
capacity into the future aligned 
to the business sector’s short 
and medium term needs and 
government’s long term 
strategic industrial and 
socioeconomic strategy. 
Because of the misalignment 
between Eskom line 
departments outlined in 1., the 
sustainability of the utility’s 
future is always under scrutiny 
and there is never common 
agreement between 
stakeholders and industry about 
its future role. 

 
 

1. Establish clear 
role for the utility 
and execute the 
decision. 

2. [OTHER] Agree 
vision document 
for the ESI 

 
DOE/DPE/NT/ 
Nersa/Private 
sector 

 

 
Establishment of an 
Independent System and 
Market Operator 
 
After the load shedding episode 
of 2008, and as part of 
emergency measures slated by 
government to prevent such 
events from happening again, 

  
DOE/DPE/NT/ 
Nersa 
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the ISMO Bill was introduced by 
DOE as part of the process to set 
the stage for the introduction of a 
significant portion of South 
Africa’s electricity supply to 
come from IPPs.  
 
This Bill now needs to become 
law.  
 
ISMO is one of the key outcomes 
to establishing resilience and 
therefore confidence in the 
South African ESI 

 Remove the key point 
dependency risk on 
Eskom to supply 
electricity needs. 

 Independent SO will 
ensure that appropriate 
long term strategic 
investment is made in the 
grid and doesn’t get 
misdirected to deal with 
short-term Eskom funding 
shortfalls. 

 Will stimulate investment 
from the private sector 
into IPPs to supply their 
own needs (look at the 
Chilean electricity sector 
for example) which will 
take further pressure of 
the government fiscus (no 
requirement for NT 
underwriting of Eskom 
PPAs). 
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 Level playing field 
between Eskom and 
IPPs, which will stimulate 
confidence and increase 
FDI. 

 

 
Transition of the South 
African ESI to cost reflective 
electricity pricing 
 
South Africa is now suffering 
through a lack of addressing one 
of the historical backlogs of 
apartheid, which was the 
provision of low cost (ie non-cost 
reflective) electricity to the 
industrial sector. This 
asymmetry worked whilst there 
was excess supply within the 
ESI but as can be seen from the 
economics of Medupi, DOE and 
NERSA have not dealt 
adequately with the transition 
from Eskom’s non-cost reflective 
pricing through to market 
reflective pricing which will be 
forced upon the economy by 
2025 (when some 20GW of 
Eskom’s expected thermal coal 
plant is expected to be 
decommissioned).  Moreover, 
Eskom’s newbuild efficiency has 
deteriorated to the extent that 
the country cannot afford to pay 
the cost-reflective electricity that 

 
1. Establish ISMO. 
2. Separate the 

cross subsidy 
given to industry 
through the tariff, 
by establishing a 
system where all 
intensive energy 
users be 
required to find 
up to 30% of 
their energy 
needs from IPPs 
over a 5-8 year 
period, thus 
freeing up 
Eskom’s “cheap” 
electricity to fulfill 
Government’s 
socioeconomic 
agendas. 

3.  

 
DOE/ dti / 
Business 
organization 
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new Eskom power stations 
produce.  
 
If this transition is not dealt with 
by government and the private 
sector responsibly, there is a 
high expectation that higher 
levels of “job-shedding” from 
SA’s traditional industries will be 
experienced as greater than CPI 
increases will squeeze operating 
costs going forward. 
 

Getting all critical data on ESI 
planning agreed and into the 
public domain 
 
At present, critical data is 
absent and decision-making 
takes place on data that has 
been manipulated or 
misrepresented. So, Eskom 
reportedly still tells treasury that 
the LCOE of Medupi is 
65c/kWh, while in truth it is ZAR 
1,05 or more. Likewise for the 
present capacity factor on 
peaking plants, the cost of coal 
not being used at Medupi, the 
true portion of the MYPD2 that 
is attributable to REIPPPP 
(rather than REIPPPP plus IPP 
peaker power), etc. 
 

Eskom is a publicly 
funded utility and no 
critical information it 
possesses should be 
secret. If Eskom 
requires Treasury to 
bail it out when in crisis 
(presently to the tune 
of ZAR 340 billion) 
then it cannot be 
allowed to keep 
secrets as ultimately it 
dispenses public funds.  
 
Law amendment if 
required  

NPC, DOE, 
DPE, NERSA, 
private sector 

 

Ensuring in the interim, while 
we migrate to the agreed ESI 
end state, that Eskom’s 

Spell out Eskom’s role 
very clearly to its top 
management with 

NPC, 
Presidency, 
DPE, DOE in 
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financial and strategic 
decision reflects the interest 
of “SA Inc”. 
 
Eskom normally approaches 
NERSA for price increases and 
cites the line items for which 
increases are required. NERSA 
then typically allows some and 
disallows others. In practice 
Eskom still ends up spending 
money on all line items, even if 
the total funds are insufficient. 
This means that the country’s 
imperatives are not upheld in 
Eskom considerable internal 
spend but that the country 
remains responsible to bail out 
Eskom from its financial 
situation.  

reference to key policy 
documents like the 
National Development 
Plan. 
 
Require them to 
explicitly give their 
written buy-in and 
commitment to uphold 
these. 
 
Monitor and evaluate 
periodically and 
institute corrective 
action if required.   

collaboration 
with private 
sector  

 
Kind regards 
 
 
 
Johan van den Berg 
Chair 
 
082 925 5680
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