CSO Comments on FP106 DBSA South Africa (BM22, February 2019)
Embedded Generation Investment Programme (EGIP)
We received extensive feedback on the programme from civil society colleagues from South Africa and
are largely sharing their assessment, as they are well aware of the regulatory environment as well as
familiar with the larger energy policies and frameworks of South Africa.
To start out, South African colleagues felt that the DBSA should be more pro-active in engaging
stakeholders about its role on behalf of the GCF. The CSO stakeholders consulted were not
previously aware of this project and had not been consulted during its development. This follows the
apparent misperception by the DBSA and other accredited entities that it is not necessary to involve
civil society in developing a programme, but only in the context of specific sub-projects to be
developed under this programme. As the input from local CSOs on EGIP makes very clear, this lead to
a number of serious concerns with the way the program is structured and conceived that could possibly
have been addressed in-country prior to project submission through a good public consultation
process.
Most of those consulted agreed that supporting the development of more embedded generation
renewable energy projects in South Africa would be a good idea in principle. However, the project
developers need to clarify and provide more detail on how they intend to carry this out so that they
can provide real credit enhancement to genuine small-scale embedded generation and effectively take
into account the costs and political realities associated with such projects.
Some of the specific concerns:
•

The proposal is not very clear about scale and off-taker. The project proposal specifically refers to
projects developed under the REIPPPP renewable energy programme which commissioned
independent power producers to build capacity for addition to the national grid, and most of these
projects are unsuitable for embedded generation, since they are too big (the project document
mentions 10MW plant sizes), and would need to be hooked into the grid to wheel power.
This would present difficulties both in terms the availability of wheeling and generation licenses,
which are not necessarily a matter of funding. However, the project document also discussed the
power being largely for ‘own consumption’, which may mean for consumption within a municipality.
The DBSA could address some of these concerns by specifying which projects have been identified
as suitable for embedded generation in terms of location and size, and who the up-takers would be.

•

The DBSA proposal should specifically address wheeling agreements and tariffs, of which
there have been very few to date. There is a need to ensure that municipalities’ network charges
are matched to at real network costs, given that municipalities are often under-capacitated and lack
good cost of supply studies.

•

Some of the project statements need to be reviewed, such as there being 11GW of fully licensed
and bankable projects developed under the REIPPP, as generating licenses are only awarded after
preferred bidder status in the REIPPPP. If the projects are already bankable this would question the
need for climate financing.

•

The DBSA need provide more detail on how they would make funding these plants
commercially competitive, including how they could streamline their due diligence and loan
documentation processes and how the small plants would compete on price with power offered by
the power utility, Eskom.

•

The proposal does not address how DBSA would address the difficulties associated with
having Municipalities as offtakers, as the Municipal Finance Management Act, along with the
poor credit-worthiness of most municipalities, makes private funding difficult to obtain for these
projects. The DBSA should clarify whether the special purpose vehicle might address these
concerns and if they have clarified whether this would be sufficient security for the banks to provide
funding.

•

It is also unclear in the current proposal whether the DBSA has assessed whether there are
sufficient buyers lined up for the proposed 330MW of power.

•

The project should outline clearly how it would link to the role of the IPP office, as this could
provide surety that there would be some sort of national agency ensuring very strong oversight of
the contracting processes. This would help to avoid the risk of funding projects that
disadvantageous to under capacitated municipalities and/or corrupt deals.

•

The DBSA need to provide more detail and better substantiate the claims of broad socioeconomic benefits and justify the proposition that it will set a positive precedent for
accelerating low-carbon development. The benefits of lower tariffs for the poor is
questionable - if this is to be largely done through wheeling power to large private customers, then
it is critical that accurate network charges are charged for use of the grid, or the poor will in fact
lose out substantially; if it is directly to the municipality (and there really is an ability to get the
finances given municipal off-taker) then this could support a ‘hedging’ against sharply increasing
Eskom costs.

•

There is no mention of the municipalities when it comes to the capacity and skills
development or the regulatory development – only national state organs are noted.

•

The social and gender benefits are very weakly outlined. It is mostly stated that there is
inequality, with a few lines saying that the project would address this, although presumably the
equity financing facility to which a significant portion of the overall funding is meant to go, is
supposed to help address this, as this facility aims to provide micro, small, and medium-sized
enterprises (MSMEs) and local community trusts with subordinated debt to finance their equity
investments in RE subprojects in addition to own equity they bring into the projects. Thus, a key
unanswered question concerns how the “community ownership” will be carried out. It is important
to ensure a genuine process of community engagement (see eg. http://pubs.iied.org/pdfs/16043IIED.pdf ) and
learn from the difficulties experienced by existing community trusts.

•

Lastly, the gender analysis is pretty weak and includes the peculiar contention by DBSA that
because they aim to take a gender mainstreaming approach no gender budget allocation is
required under the program. Without corresponding integration of commitments and costs into the
overall budgets and results management framework this is clearly insufficient. Likewise, the Gender
Action Plan, while given some targets for women hires and job-trainees, fails to provide more detail
on the ambition of an outreach to women-owned MSMEs.

