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PROCUREMENT PROCESS FOR RENEWABLE ENERGY INDEPENDENT POWER
PRODUCERS (IPPs) UNDER THE REFIT PROGRAMME GETS UNDER WAY WITH THE
ANALYSIS OF 384 RESPONSES TO THE REQUEST FOR INFORMATION

On 27 September 2010, the Department of Energy published a Request for Information (RFI),
aimed at potential private developers of renewable energy projects - specifically wind, solar,
biomass, biogas, small hydropower and landfill gas — as well as co-generation projects - under
the Renewable Energy Feed-In Tariff (REFIT) programme.

The purpose of the RFI was to assess the state of readiness of the private sector for
participating in renewable energy projects - including the readiness of the market to enter into
an accelerated procurement and negotiation processes. It was issued under the joint auspices
of the Department of Energy, and the PPP Unit in National Treasury.

Respondents who did not manage to respond to the RFI in time were not disqualified from

bidding into the future.

Background and Rationale

South Africa has a high level of renewable energy potential which is seen as a key driver in
Government’s vision of socio-economic and environmentally friendly, sustainable growth, and

job creation.

Against a background of policy development and consultation, this RFI was the first step in the
proposed procurement of Renewable Energy from Independent Power Producers under the

REFIT programme. It followed on a series of initiatives:

Renewable Energy Targets were first set in place in 2003 — and have increased over the years:
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The Renewable Energy White Paper of 2003 first targeted 10 000GWh (4%) of
renewable energy by 2013. The White Paper is now under review and available for
public comment.

The Integrated Resource Plan (IRP1) published in January 2010, identified the need for
at least 1 025 MW from private sector renewable energy suppliers up to 2013.

The IRP 2010 released for comment in October 2010, targeted 7 200 MW — or 16% - of
renewable energy power to be realised in the next two decades.

During 2009, the National Energy Regulator of South Africa (NERSA) announced the South

African REFIT programme, Phases | and Il. NERSA also published Regulatory Guidelines, a

draft Power Purchase Agreement (PPA) and Rules on Selection Criteria for Renewable Energy

Projects under the REFIT programme for public comment.

During the course of this year, in response to concerns about a perceived conflict of interest

around the role of Eskom as both buyer and procurer, a Government task team, led by the

Department of Energy and the PPP Unit in National Treasury, took over the design,

management and implementation of the procurement process. The Department and its partners

in Government:

Undertook a review of the regulatory and legal environment.

Reviewed and assessed the institutional structures for procurement and implementation
of IPPs, providing recommendations for more independent and efficient decision-
making processes

Commenced the development of a draft PPA for each technology identified under the
REFIT Phase | and Il, Lenders Direct Agreements, and Transmission and Connection
Agreements.

Reviewed the regulatory environment in terms of the licensing requirements.

The DoE have also been busy with a ministerial determination in terms of Section 34 of
the Electricity Regulation Act regarding the buyer under the REFIT programme. The
Revised Regulations on New Generation Capacity (the New Gen Regulations) will be

promulgated imminently
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Results of this RFI

With support from the Royal Danish Embassy, the DoE, and its partners in Government, worked
with a specialist independent international consulting practice EA Energy Analyses on

processing and analysing the responses to the RFI.

A total of 384 replies to the RFI was processed over the past six weeks, and compiled into a
preliminary report. A total of approximately 20 GW of REFIT technologies and 4 GW of
cogeneration technologies was identified. The RFI responses show a substantial interest for
investing in renewable energy in the South African market, as well as indicating state of

readiness and potential location of proposed projects.

The RFI required respondents to provide indicators on readiness of data, readiness of site
(including grid connection process), readiness of institutional structure, and commitment of
lenders.

= Wind power projects made up one third of the responses, and accounted for 70 % of
the total capacity in the RFI.

= Solar PV projects accounted for one third of responses and 15 % of proposed capacity,

= Concentrated solar power accounted for 5 % of responses and nearly 10 % of
proposed capacity.

= The remainder was made up of mostly biomass projects with some hydro, landfill gas
and biogas. There were 20 responses to the RFI for Co-generation totalling 4 GW of

capacity.

A multi-variate ‘Readiness Index’ was developed by the analysts to provide an overview of the
status of the projects. This included the status of equity partners and lender commitment,
environmental approval process, zoning application, grid readiness, shareholder agreement and

a number of other issues.

The indication from the Readiness Index is that, although there are a number of projects in the
pipeline, it is a minimal quantity that are sufficiently in a state of readiness to enter into a

procurement process and close deals soon after penning a PPA signature.
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Key findings from the RFI included:

= Environmental Impact Assessment:
ElA’s have been, and in many countries, continue to be, a major barrier for the
deployment of renewables. There are currently minimal projects in South Africa with
approved ElAs. In addition, projects planned on agricultural land will require rezoning in
consultation with the Department of Agriculture, Forestry and Fisheries. The Department

of Energy is in discussion with the DAFF to resolve potential rezoning matters.
= Grid Readiness

According to the information submitted by developers, there are less than thirty projects

that have received an indicative quote and a preliminary timeframe for connection.
= Commitment of lenders

Following discussions between the Department and lending institutions, banks have
committed to conducting their financial due diligence at the bidding phase,in order to

reach financial close soon after PPAs have been signed.

Current and Future Steps:

= The findings of the RFI are being leveraged to guide the Department and its support
team from the PPP Unit of National Treasury in developing criteria for the procurement
programme.

= The Department is targeting the first quarter of 2011 for the release of the procurement
documentation. In response to a recent Parliamentary question, the Minister of Finance
announced in Parliament that the procurement process for Renewable Energy IPPs
under the REFIT Programme is scheduled to get under way in February 2011.

»= |n consultation with Eskom and other partners in the energy sector, the team is also
currently engaged in matching the preliminary findings of the RFI with existing industry
conditions. This includes mapping current market indications from the RFI to existing
Eskom infrastructure and future grid planning. Initial discussions with Eskom
Transmission Planning indicate the availability of connection capacity for REFIT IPPs is
sufficient until 2016.
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e The team is simultaneously working on procurement documentation for a small project
stream. Definitions will be clarified during the procurement process

e The results of the RFI will also be used to inform the IRP2010.

e As part of longer term integrated planning, therefore, it is envisaged that the RFI should
become an annual event on the REFIT IPP Energy Calendar.

In Conclusion

Commenting on the unprecedented response to the RFI, Acting Deputy Director General for
Electricity, Nuclear and Clean Energy in the Department of Energy, Mr. Ompi Aphane indicated
that the Department was delighted with the response — particularly given the limited time

provided to the sector for the response.

“Our objectives for the RFI — namely gaining information to support the development of a
comprehensive Request for Proposals (RFP) for renewable energy IPP projects; including the
state of readiness of potential projects and market interest — were met beyond our

expectations.”

Aphane added that: “Government, in driving this process, will target employment creation, skills
and technology transfer, and environmental protection. You can look forward to hearing more

about these elements in future.”

Ends

Media enquiries to the Department of Energy:

Mr. Bheki Khumalo: Spokesperson Mr. Ompi Aphane: Acting DDG: Electricity,
Nuclear and Clean Energy

Cell: 083 773 2388 Cell: 082 336 1177

Email: bheki.khumalo@energy.gov.za Email: ompi.aphane@energy.gov.za

Released by Kathy Berman for Project Steering Committee kathyb@spaceconsulting.co.za 082 808 3712
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