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What is an IPP?

IPP

Company

Procuring electrons from private sector producers

“new generation capacity” means electricity or electricity capacity sold or made available, or
generation capacity connected, to the national transmission power system or an
interconnected distribution power system, pursuant to a determination in terms of section
34(1) of the Act, which is derived from—

(a) new generation facilities;

(b) an expansion of existing generation facilities;

(c) existing generation facilities not previously supplying electricity to the national
transmission power system or an interconnected distribution power system;

(d) existing generation facilities through an extension of any existing agreement for the
purchase of electricity capacity or electricity for an additional supply period to be defined in
the power purchase agreement, or through entering into a new power purchase agreement
for a supply period to be defined in terms of such new power purchase agreement; or

(e) demand side reduction measures, including aggregation, management of demand side
reduction, or energy efficiency measures;”.
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“Independent Power
Producer” or “IPP”
means any person in
which the Government
or any organ

of state does not hold a
controlling ownership
interest (whether direct
or indirect), which
undertakes or

intends to undertake
the development or
creation of new
generation capacity
pursuant to a
determination made by
the Minister in terms of
section 34(1) of the Act.
NEW GEN REGS
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* |PPs can play an important part in providing new
energy capacity — deferred capital expenditure

* Provides ALL the funds for the construction and
operation of the power plant

* Bears ALL the construction risks of the project

 Commits to a specified date to start generating
power and is penalised if late.

 Manages at own risk the operation of the power
plant for the duration of the PPA

* Only starts recovering its investment when the
power plant starts generating power.

* Charges pre-determined and predictable prices

» Bears ALL the risk of reduced revenues when the Wlth I n
power plant is not operational or produces less
power.

* Commits upfront to economic development b U d g et
targets

(IPP Office Presentation)
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Policy and Regulatory Framework
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POLICY FRAMEWORK REGULATORY FRAMEWORK

National Development Plan (NDP)

* |dentifies long-term plans to meet SA’'s
economic, social and environmental
needs. Energy infrastructure is a critical
component for economic growth.

» The NDP proposes diversity and
alternative energy resources and
energy supply options, both in terms of
power generation and the supply of
liquid fuels.

» 1998 White Paper

» Long-term (2050) Integrated Energy
Plan being developed -informed by key
sectoral Masterplans and Road Maps
(Gas, Liquid Fuels, Electricity).

* Integrated Resource Plan (IRP) for
electricity

» The IRP requires a specific generation
mix to meet the electricity needs and =
informs Ministerial Determinations on
energy capacity.

 Electricity Regulation Act, 2006
(Act No. 4 of 2006), as
amended (“ERA”)

« Electricity Regulations on New
Generation Capacity
(“NewGen Regs”)

» National Energy Act, 2008
(“NEA”) (Act No. 34 of 2008) -
requires development of IEP

» National Energy Regulator Act,
2004 (Act No. 40 of 2004)
(“NERA”) Integrated Energy
Planning (IEP) Processes

- New Determinations on the IPP
—— Procurement Programmes
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In line with National Treasury's Municipal PPP Manual, Module 4: PPP Feasibility Study, the feasibility study must include the following??:
COMPONENTS OF THE FEASIBILITY EVALUATION AND PRELIMINARY DESIGN STUDY

Policy and Regulatory Framework -

MUNICIPAL e
PPP PROJECT CYCLE e ey v

where applicable

NATIONAL Reflecting Municipal Financing Management Act, Act 56 of 2003 T Eecumve summary

— Imtroduction

TREASURY — Project back o
Municipal Public Private Partnership Regulations, and the Apiroach and methodology to the feasibility study and the

Saction 2
= =
— Technical options considersd
— Ewvaluation and assessment of each
nical option
— Surmmary of evaluation and assessment of
all technical options considersd
— Recommendation of a preferred technical
option

Submission requirerments:

MFRAL requisites, and the obtsining of Treasury Views and
Municipal Systems Act, Act 32 of 2000 Recammendations - 1.
of compliance with the
Seetion 4: Submission requirements: Project due diligence comments  and  representations
|NCEPT'ON — Legalaspects received in response to MPMA section
— Userights 120(&¥e) invitation to comment, as

appropriate

* |dentify project — Regulatory mamers

— Site enablement
* Notify govemment (National Treasury, DPLG) and determine scope of feasibility _  Sacio-economic and BEE

“”y and w process — Accuracy of measurements and recordings infeasibility study.
- A M — hems such as:

Appoint project officer » identify any aperating, financial or other contractual
. ‘w advisor commitments which are binding on the Client and advise on

options for dealing with them within the framewark

proposed transaction structure;

FEAS'B'L'TY STUDY = Assess any contingent liabilities, including tax and

environmental as will need to be addressed in formulating =

Section 8
Submission requirements: Outline the
Procurement Plan

. A stakeholders structure for private sector participation {in coordination with
Notify/consult the Client and other consultants):
* Needs analysis = Review legal aspects of existing labor arrangements in the Annexure 1 Stabements for information
context of the proposed structure; warification and sign off from the Transaction
+ Technical options analysis - ; ] Advisar to tha projact
* Review exsting Client contraciual arangements to ensure Emmesure 2- Loter of cancurrence fram

+ Service delivery analysis compatbility with proposed arrangement;

« Assist the Client in the development and presentation of

CFO of municipaliny
Annexure 3: Risk assecoment and

* Delivery mechanism summary and interim ntemaliexdemal recommendation recommendstions for private sector partici pation in Project: comprehensive risk matrix
. P'm due diligence = Make any other relevant recommendations relating to the
.V Project; they are kept, and whao is respansible for
laluo assessment : it anaring that they are update
= Analyze and make recommendations on the initial concest e O e P
* Procurement plan for the Project and the risk allacation in draft Project summarias of ComMENts or rEprEssGCoNS

Agreements, based on relevant precedents, and suggest
* 60 days prior to councl meeting, give public, Treasury, DPLG 30 days to comment and assist in making modifications as necessary following

discussions with other members of the transaction team:

(MMNW 0 must also be catered forin the legal due diligence
* Council decision whether to procure extemal option

PROCUREMENT
* Propare bid documents inchuding drak PPP agreemant as per MFMA Chepher 11 e {pammeey ey s s o o
(Troasury Views and Recommendations: IIA) e

received in tarms of the MFMA saction
12004} public natice and interms of the
MFMA secticn 120{4Xc] request for views

=d per heading
entioned abowe in addtion to the special
requirements highlig eme in the ohjective.

Requirements for unis in terms of the New Gen Regs (including proposed amendments)

athgatans nthe o . - ;
1 comered in the anaual Municipality may apply to the Minister to establish new generation capacity in accordance with the

[ | dssttorthat fnansel ear s ey integrated rescurce plan, and such application must—

amglywihthe

(a)tha municipal manager, atiaast 60 days befars tha mesting

* Pre-quality parties
* Issue request for proposal with draft PPP agreement @ har i accorance with sectan 2LA af the Municipal
i bide Smnene

(a3} macde public the draft comract and an isformason

the municipal councl St which the comtract = to be
approve

PROJECT PREPARATION PERIOD

requiements of saction
Taolte WFMA

» 3y

5. Feasibility studies

+ Compare bids with feasibity study and each other it (a) be accompanied {@) the anticipated cost of the proposed new
. mem (b3inuitad the local commanity and her imorested persore by a detailed — ] eneration capacity;

o tha i ialy o maar o resrasaro e sy S
conternplated in sub-
regulation (2);

Sacpace of i frofasaa conrart s

(il has salicited the views and recommendations of

(s} the Nasianal Treasury and the relevant provincal rreasuny:

* Prepare value uu-m-m npoﬂ .

* Negotiate with the preferred bidder {ce) i he corsract involves the praision of water, sanitatian,
+ Finalise PPP contract management plan e T A S Tz o e P the
* 60 days prior to signing of contract, give public, Treasury, DPLG 30 days to comment (B0t Al counil b s i (b} demonstrate

» {c)the ion of the antici d value for
money to be achieved through the new
cneration capaci ject;

sible for lacal

W the municipalitys projected financial abligatians in terms of SEE) eI
the prosesed cantract for sach financial year caverad by the o

(M Views and R |||) cantract standing of the {e) whether the appropriate seller should be

Iy s e et ot thome el sbleons o the Municipality: and kom as part of its services as the national

IFality = hutare muniipal tnie an revenue;

electricity producer, anocther organ of state or an

sived fram the loeal IPP .=
nd

+ Council passes resolution authorising execution of PPP contract B —
* Accounting officer signs PPP agreement Eetmemtaiy and mthor s parmon

Givh any written views and recommendatians o the propossd
cantract by the National Treasury, the relevant meadncial
sy, the nationsl deperimen responstde orlocal

PPP CONTRACT MANAGEMENT R S (c) be alignad to the

[E)the municpal council haz adopted 3 resalution in which Integrated

* Accounting officer responsible for PPP contract Management 0 dntarmines thas he munscsaliy i

fbtariilisiraniglighiiigrriigettbrisletes i Development Plan of P BRI 0 ST o SERT O GG
* Mansues oclpun moeior 49 WguAele perkoance, e #fachvay, e el R A A
disputes anestad and ¥

U - [




Changing structure of SA’s ESI -
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Figure 5 Structure of South Africa's ESI
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Klees, A,. Electricity Law in
South Africa



IPPPP PROCUREMENT DESIGN,
PROCESS & REQUIREMENTS -

REIPPPP EXAMPLE
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Stages in each Bidding Window

|
|
|
— ::EqUEStI for 3. Preferred 4. Financial I 5. Construc- .G'I (é;::mmtte_r—
r?;?ps;‘ S bidder Close I tion cia D';i;a fon
|
| j
Contractual Phase I Implementation
I Phase
|
QUALIFYING BIDS ARE SUBJECT TO A COMPARATIVE

Two step process - EVALUATION

criteria for preferred ‘ Project cost R/Mw

bidder selection 90 or 70% 10 or 30%

Economic
Development

Job creation (IPP Office Presentation)
12

Socio-Economic Development
Local Content
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3 part Procurement Pack
competitive
process:
RFP Part C
Comparative
RFP Part B Evaluation
Qualification
RFP Part A ' E”"gO”me”t + Price (70%)
* Lan
. «  Economic
* Requirements * Economic Developlment
- [E e Development (30%)
* Finance
« Technical
* Price
« Capacity

(IPP Office Presentation)
13



Procurement Process — REIPPP

QUALIFICATION:

« Bidders with the highest combined
price and economic development
scores are selected as the preferred
bidders within the technology MW
allocation to supply the capacity
allocation for the bid round.

EVALUATION

Independent Bid Evaluaion Committee convened
focused on the following Evaluation Streams:

Legal Environment Economic Development
v Environmental Authorization v Contributor status leve!
Legal Land v Gomplianc vith tresholds
v Land rights Financia
v Notarallease regitiaion v Fill and partal price indexafon
v Proofof lend use applican el yoposd
Legal Commercial Technical
v hoceptance of the PPA / Elghiy
v Project structure v Eneroy resource
v Technical proveness

AAAAAAAAAAAAA

PREFERRED
DDERS

Preferred
Bidders
selected

BAC to
approve

Licence
application to
NERSA within
14 days of
appointment
with required
docs attached

(IPP Office Presentation)
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Contractual Arrangements — REIPPP

|
|
| m
Between the Buyer, the DoE, Between the Seller and the || M l I I l IS
the_SeIIer and the Lender. & 5 DoE. Facilitates monitoring of |
Facilitates  the  payment égr‘” % 2 performance of parties for the
conditions to be adhered to. & & E?«@a Term. Also sefs out the extent ||
Gives lender step-in rights & :5? @a,;?, of the government support |
3 A,
ng- "?""'@%0 I
Direct Agreement I
also signed by the |
Lenders Government :
|
Government The govemment support regulated by the | |
Framework Support | GSFA — where Eskom fails to fulfil its I
Agreement payment obligations under the PPA and in
respect of any payment obligations which | |
(IPP Office Presentation) arise as a result of any expropriation or I
nationalization by Government.
1

15
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Table 5: IRP 2019
Other
(Distributed
sl - Generation,
Gas
CoGe
Coal ; ing) Muclear Hydro Storage PV Wind csp n, n
= : u I l I S
Current Base 37 149 1860 2 100 2912 1474 1980 300 3830 | 499
2019 2155 244 300 Alocation to
2020 1433 114 300 the extent of
the short term
2021 1433 300 818 capacity and
2022 711 513 [ 200 [ 1004 1600 SumEY B
2023 750 1000 1600 500
2024 1860 1600 1000 500
2025 1000 1600 500
2026 1600 500
2027 750 1600 2000 500
2028 1000 1600 500
2029 1575 1000 1600 500
2030 2500 1000 1600 500
TOTAL INSTALLED CAPACITY by
2030 (MW) 33364 1860 4600 5000 8288 17742 600 6380
5 ol Rneriing Bl (3% a3 236 5.84 6.35 1052 | 2253 0.76 8.1
of MW)
% Annual Energy
58.8 4.5 8.4 1.2* 6.3 17.8 0.6 1.3
Contribution (% of MWh) .

Installed Capacity

Committed / Already Contracted Capacity

Capacity Decommissioned

New Additional Capacity

Extension of Koeberg Plant Design Life

Includes Distributed Generation Capacity for own use
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Outcomes of High-Level Note ST
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Outside of the municipality
New Generation Capacity outside National IPP Procurement Erogramme
of the Municipality where Muni is either buyer, procurer or
generator in section 34 determination.

Within the municipality

ST

Generation
Capacity
within

Municipality

18
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Significant on the ground work to be
undertaken such as grid impact studies, CoS
studies

Capacity building

Sound financial standing requirements

Clarify and understand the challenges
experienced by munis in the legislative process
for IPP Procurement

Understand the New Gen Regs and its
implications for muni IPP Procurement

Support to proposed intergovt Sustainable
Muni Energy Working Group for strategic input,
collaboration and alignment

19
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Steps underway STAN
NT CSP assistance: ACTIVITIES UNDERWAY

Readiness of metros Conduct / update CoS Fadllitated

StUdIeS.' grid impact introductions with e.g. Capacity building
fOf' prOCU rement Of SLelies, GEIgy IFC for technical initiatives
new generation plans etc.

Strategies 2| mEsiter assistance to metros
capacity |
N Working with internal NT working group and DMRE on
Natlonal Levek proposed amendments to New Gen Regs of ERA — awaiting

update
framework and
. . Legal and regulatory project to undertake a gap analysis as well as outline the legislative process, providing clear guidance on
dQSlgn tO faC|I|tate procurement by municipalities — will be issued as a MFMA circular

prOCU re ment Of neW Legislative roadmap for different scenarios:

. . A. National Municipal IPP Procurement Programme (assumed as being similar to the Renewable Energy Independent Power Producers
generatlon Ca paCIty Procurement Programme (“REIPPPP”) with necessary differences which would be applicable to municipalities);
B. Municipal IPP Procurement Programme (IPP is located within the municipality) where the municipality would be the procurer and the
buyer with potential IPPs located within the municipality;
C. Municipal IPP Procurement Programme (IPP is located within the municipality on a municipal owned site) where the municipality would
be the procurer and the buyer with potential IPPs bidding for a project to be located on municipal land;
D. Municipality own generation whether in the municipal jurisdiction or outside the municipal jurisdiction;
E. Municipality owned generation that is able to supply surrounding municipalities
F. Multi-buyer where municipality is one of more than one buyer; and
G. A pool of municipalities purchasing from one IPP or a pool of IPPs

ZIe national treasury

H. Other
e Designing IPP Procurement Programme Assistance to clarify and to understand the challenges experienced by metros in the
procurement process
Concept design Considerations Agreements Fiscal Framework
*Requirements & rules * Lessons learnt from REIPPP PPA, ToR - alternative models
* Legal requirements * Understanding stumbling blocks for private Implementation for clean energy
* F|nanc_|al sector investment Agreement(?), investment not reliant
* Technical *Understand risk allocations & mitigations Direct Agreement, upon fiscal support
*ED Exploring incorporating a different regime e.g. Connection through the use of
» Comparative evaluation — price/ED CfD

Agreements government guarantees
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Benefits of IPP Procurement in Municipality Considerations

Climate change mitigation Clear and coherent policy

Deferred capital expenditure

Cohesive localised
economic development,
socio-economic
development, enterprise
development and
development of women Bankable projects, equitable risk allocations

and youth
Procure at a cost equal to or
lower than Eskom/ value for
money

Retention of grid connected
customers

Capacity building and a Value for money
rolling programme

Depending on site,
productive use of land




THANK YOU

\1/ national treasury

Department:
National Treasury
v REPUBLIC OF SOUTH AFRICA

N

SAFE

SAVE SOUTH AFRICA



QUESTIONS?

N

Wwle national treasury

Department:
National Treasury
REPUBLIC OF SOUTH AFRICA

STAld

SAFE

SAVE SOUTH AFRICA



