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Global Environment Facility 

PROJECT BRIEF

South Africa
Renewable Energy Market Transformation
A.
STRATEGIC CONTEXT AND RATIONALE

1.
Country and Sector Issues

Overall economic conditions. In 1994, when apartheid came to an end, the economy was in decline, government expenditure and inflation were unacceptably high, and the domestic market was dominated by an uncompetitive state sector and a number of domestic mining conglomerates. Within a few years, stability had been restored and the economy grew at an average rate of 2.8% from 1994 to 2003.  Foreign debt is low and overall borrowing has been brought below 40% of GDP, the budget deficit has averaged 1% over the last five years, and inflation is expected to fall within the 3-6% target range later this year. 

Power sector. South Africa has a well-developed power sector, where the generation and transmission of power is concentrated in the hands of Eskom, the State-owned utility. Eskom is also the largest single distributor in the country in terms of energy sales for final consumption and number of customers, though there are more than 400 other distributors, mainly municipal electricity departments, that also supply electricity to end customers. While Eskom is widely recognized as a world-class power utility (electricity prices in South Africa are among the lowest in the world, with an average sales price of around 2 US ¢ per kWh),  the government has initiated a program of sector reforms, with an initial goal forming six “regional electricity distributors”; changes to the generation and transmission sectors will be made in due course.

Project background.  This project has been formulated after several years of dialog and discussion between World Bank missions and the Government of South Africa. In 1998-99, there were some initial discussions in which the Bank and the Dept. of Minerals and Energy (DME) explored various options by which the Bank could support the Government’s interests in rural electrification and renewable energy. While the Minister expressed an interest in Bank support for using renewable energy resources to support rural electrification, e.g., renewable energy mini-grids and solar pv, in the end the Government decided to pursue these activities on its own.

In early 2000, a new Energy Minister (who is still in office) requested Bank assistance on two fronts: (i) utilizing renewable energy resources, and (ii) stimulating productive uses of electricity in the rural areas, where electricity had been successfully provided by the power utility Eskom under a subsidized program, but this had not led to income-generating activities. In response, the Bank: 

(i). helped organize a People’s Power workshop in South Africa in 2000;

(ii). helped in the drafting of the Government’s White Paper on Renewable Energy, which was approved in 2003;

(iii). helped define - working with the Independent Development Trust (IDT) - a national level quasi-NGO, and a variety of stakeholders, a program to stimulate the productive uses of electricity in rural areas;

(iv). held extensive discussions with the Dept. of Housing for Bank assistance for an efficient-energy housing program, which did not proceed beyond the draft stage;

(v). helped the Government to understand the practical opportunities open to South Africa under the Kyoto Protocol; and

(vi). assisted the Government with advice and expertise on a number of energy-related issues, such as ambient air pollution in townships such as Soweto and removal of lead from gasoline.     

These activities have led to the formulation of a functioning working relationship between the Bank and the Government on energy-related issues. One aspect of this relationship is the proposed Renewable Energy Market Transformation (REMT) project, which aims to help the Government implement the follow-up actions to items (ii) and (iii) above. The project concept has been vetted by South Africa’s National Treasury, which has formally requested the Bank to prepare this project.

Development of renewable energy.  South Africa’s greenhouse gas (GHG) emissions are high, both in absolute and per capita terms, because of its reliance on low-cost domestic coal for power generation and other uses. The Government has committed South Africa to reducing the country’s GHG emissions. The Government’s White Paper on Renewable Energy (2003) sets the following target for renewable energy:

“10,000 GWh (0.8 Mtoe) renewable energy contribution to final energy consumption by 2013, to be produced mainly from biomass, wind, solar and small-scale hydro. This is approximately 4% (1,667 MW) of the estimated electricity demand by 2013 (41,539).”

The White Paper lists these sources for meeting the target

“The renewable energy is to be utilized for power generation and non-electric technologies such as solar water heating and bio-fuels.”
Given South Africa’s strong industrial and financial sectors, and the high overall level of  capacity, the 10,000 GWh target may appear to be easy to achieve. To the contrary, this is an ambitious target for South Africa, and there is likely to be limited progress toward it because there are significant barriers to renewable energy development in South Africa. In principle, South Africa could eliminate these barriers on its own; however, long years of being cut off from international trends as well as the historical reliance on coal make it very difficult for South Africa to move forward on renewable energy on its own. Consequently, the Government has requested assistance from the World Bank and GEF. 

The main barriers are:

· Renewables-based power generation in South Africa: So far there is virtually no renewable-based power generation in South Africa, though a few private entrepreneurs have developed advanced plans, with some form of financial assistance, such as official/bilateral funds or international carbon funds. The main barriers to such generation are: (i) lack of policy and institutional framework for sale of power into the main grid; (ii) absence of readily-available reliable basic information about renewable energy resources, (ii) potential developers’ lack of familiarity with the details of the Government’s approach for promoting renewable energy and the nature and extent of support available for it, and (iv) lack of adequate capacity and knowledge in official agencies, as well as private sector financial institutions that would finance renewable energy investments.
· Solar water heating: A nascent market has emerged in large-scale solar water heaters suitable for commercial establishments such as hotels, hospitals, hotels, and rural fish farms; no official, bilateral or international funds are involved in these transactions. The main barriers to scale-up are: (i) lack of recognized industry best practices, standards and codes, (ii) potential customers’ lack of familiarity with the technology, and (iii) potential customers’ unease at doing business with suppliers and vendors, who are often viewed as lacking adequate stature and backing, given their small-scale and recently-established status.
Promotion of productive uses of electricity in rural areas. At the request of the Minister of Energy, IDT has agreed to design and implement a program to catalyze and accelerate economic growth in recently electrified rural communities by promoting productive uses of electricity. IDT is well-suited for this task as it has extensive implementation experience, and has been heavily involved in the Government’s overall Integrated Sustainable Rural Development Programme. 

There will be a program, funded by Government and private South African sources, in selected rural areas to assist entrepreneurs who are in a position to take advantage of the availability of electricity. The Bank will provide advice in the design and implementation of this program. Since IDT has already worked closely with the Bank project team to prepare this component, this will make it easier for the Bank team to assist IDT in implementation. It is expected that the program will be later replicated, with necessary modifications, to other rural areas. There are no World Bank or GEF funds involved in this program.

2.
Rationale for Bank Involvement

Under the apartheid regime, South Africa was unable to participate in many aspects of the international arena, including the progress in renewable energy. In this project, the Government intends to use the World Bank as a ‘knowledge bank,’ and not as a lending institution, which is consistent with the overall relationship between the Government and the Bank so far. This role will allow South Africa to take advantage of the Bank’s knowledge of (i) renewable energy developments, in particular suitable policy frameworks as well as developments in external carbon finance funds, and (ii) promotion of productive uses of electricity in rural areas. 

This project is closely coordinated with Danida, which is supporting the Department of Minerals and Energy (DME) on renewable energy. The Bank’s comparative advantage is its ability to (i) provide high level technical support, such as that already provided in finalizing the Government’s White Paper on Renewable Energy, (ii) mobilize significant amounts of external carbon funds for renewable energy development, and (iii) provide assistance in the design of rural productive uses of electricity, based on experience in other countries. 

Rationale for GEF Funding 

The core rationale for GEF support is to mitigate the barriers facing renewable energy development in South Africa. The key role of GEF in this project is to grant co-finance technical assistance that would jump-start the move towards the 10,000 GWh target by eliminating the main barriers listed above; there is no need for GEF to finance the renewable energy investments themselves, as the lack of funds to finance the costs of renewable projects is not a barrier in South Africa.

Further, the project sets in place a structure that will continue to support  renewable energy development beyond the current 10,000 GWh target. This structure consists of a new policy and institutional framework, additional staff positions in the Department of Minerals and Energy, and the building of additional capacity in various stakeholder agencies. Undoubtedly, this structure will need to evolve over time, but this can take place without external support, given South Africa’s generally strong institutions.

The technical feasibility of achieving this target was considered in a consultant study, which developed a ‘supply curve’ of renewable energy. The study examined specific projects in different sources of renewable energy, such as sugar cogeneration, solar water heating, pulp & paper, wind, etc. The supply curve derived in this study is show below in Figure 1.  

Note that this aggregate supply curve includes solar water heating, which faces a different competitive environment than the other sources because water heating competes, effectively, against the retail electricity tariff, while the other sources compete against the wholesale electricity tariff. The implication is that solar water heating is likely to be more attractive than shown in this aggregate supply curve. 
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This ‘supply curve’ should not be interpreted to mean that all the potential of a particular renewable resource will be fully used up by the GWh attributed to it. For example, the 240 GWh contribution of Landfill Gas (LFG) is from seven ‘identified projects’ that have been studied in detail, and the additional contribution of 600 GWh is from 57 sites that have been studied in lesser detail. A very conservative approach was adopted for these 57 sites, and it is quite possible that the true potential is twice the estimated amount. A similar conservative approach has been used for the other resources also.

The detailed contribution of each source towards the 10,000GWh target is shown in Table 1.

Table 1: Renewable energy supply curve: Sources

	
	
	First

1,000 GWh
	Next 4,000

GWh
	Total 10,000

GWh target

	Sugar
	sugar mills spare capacity
	55
	55
	55

	
	reduced process steam
	109
	109
	109

	
	full scale cogen
	
	551
	1,380

	SWH
	
	175
	1,000
	3,633

	Pulp &Paper
	Ngodwana
	65
	65
	65

	
	additional projects
	20
	170
	340

	Hydro
	identified projects
	210
	210
	210

	
	additional projects
	75
	1,000
	3000

	LFG
	identified projects
	240
	240
	240

	
	additional projects
	51
	600
	600

	Wind
	
	0
	0
	308

	Total
	
	1,000
	4,000
	10,000


3.
Higher Level Objectives to which the Project Contributes

This project will initiate the process of meeting the Government’s White Paper target for renewable energy, and significantly increase the likelihood of meeting the 10,000 GWh target, towards which there would be little progress in the absence of this project. Further, the project is linked to the 1999 Country Assistance Strategy strategic priority of “fostering social and environmental sustainability.” In particular, the CAS states: 

South Africa is the largest contributor in Africa (on a per capita basis) to greenhouse-gas emissions and global climate change, due to its large coal-based energy sector. Energy sector reforms aimed at reducing these emissions are urgently needed, and South Africa is a key country targeted through the ongoing Global Carbon Initiative [sic – the reference here is to GEF and PCF].

A new CAS is being drafted, and is expected to include environmental sustainability as an objective.

The project will also contribute to rural income and job creation, which is a high priority of the Government.

B.
PROJECT DESCRIPTION

1.
Lending Instrument. 

This project does not involve any Bank lending; it will provide only GEF funds, which will be used for technical assistance. Outside this project,

· Renewable energy investments will be financed by a combination of (i) private equity and commercial debt and (ii) external ‘carbon funds’ provided by the Prototype Carbon Fund as well other interested parties that are already exploring possibilities in South Africa. Keeping carbon credit financing outside the project will provide full flexibility to all interested buyers to negotiate each renewable energy investment on its own merit.

· Rural small, micro and medium enterprises (SMMEs) in recently electrified areas will be financed by a combination of private equity, government subsidies, and commercial debt, including funds provided by microfinance institutions.

2.
Project Development Objective and Key Indicators

The project’s renewable energy objective, in line with GEF Operational Program 6, is to remove the barriers to, and reduce the implementation costs of, renewable energy technologies to help mitigate greenhouse gas emissions. The specific priority is CC-3 Power sector regulatory frameworks and policies for grid-based renewable energy.

The principal outcomes of the project will be the establishment of (i) the frameworks and capacity required for meeting and going beyond the Government’s renewable energy target; and (ii) an established commercial solar water heating industry. In terms of the Government’s ultimate objective, the project will significantly increase the likelihood of meeting and going beyond the 10,000 GWh target, towards which there would be little progress in the absence of this project.

The project will also assist the Government, on a as-needed basis, in the design and implementation of its program to catalyze and accelerate economic growth in recently electrified rural communities by promoting productive uses of electricity. The Bank is expected to have a small, ‘knowledge bank’ role in this activity, i.e., providing advice and information as requested.

The key indicators are:

Renewable energy

1. Government and electricity regulator adopt detailed market rules for sale of renewable energy power to the main grid

2. Adequate capacity to promote and facilitate future renewable energy power generation projects

3. Renewable energy power generated and fossil fuel power generation avoided

4. CO2 emissions avoided

5. Number of renewable energy developers assisted.

6. Number of commercial solar water heaters installed.

7. Investments in renewable energy power generation and commercial solar water heating

In addition, the project will monitor, without being held accountable, overall progress in meeting the Government’s 10,000 GWh renewable energy target.

Productive uses of rural grid electricity

8.
Development and implementation of program to promote productive uses. 

3.
Project components. The project has two components:

· Renewable energy. This component includes: 

(i) Renewables-based power generation in South Africa: Technical assistance (TA) and capacity building that will eliminate the barriers identified above.

(ii) Solar water heating: Focusing only on the commercial segment (which complements a UNDP-GEF project focused on the residential
 segment), TA and capacity building to address the barriers identified above. In particular, a ‘participating CSWH company program’ will be created, and this which would enhance the companies’ credibility, as they would agree to observe the conditions of the program, including performance verifications of installed systems, in exchange for some output-based grants in the initial stages of the project (see below). 

· Productive uses of rural grid electricity. This will consist of technical assistance, to be funded by Government and private South African sources, in selected rural areas to entrepreneurs who are in a position to take advantage of the availability of electricity. The Bank will provide advice in the design and implementation of this program. It is expected that the program will be later replicated, with necessary modifications, to other rural areas.

	Table 2: Project Components and Financing Plan

	.
Component
	Cost  Estimates (US$M)
	Financing Plan

(US$M)

	
	
	GEF grants
	Government
	Private

	Renewable Energy
	
	
	
	

	· Power generation
	6.425
	4.425
	2.000
	0.000

	· Commercial Solar Water Heating (CSWH)
	10.875
	1.575
	0.300
	9.000

	Productive Uses of Rural Grid Electricity
	
	
	
	

	· TA
	0.750
	0.000
	0.750
	0.0

	Total
	18.050
	6.000
	3.050
	9.000


Renewable Energy

For renewable energy power generation, the project will assist South Africa in the creation and/or strengthening of the organizations and institutions that would help the Government meets its renewable energy target. The capacity areas covered would be the policy setting, promotion, regulation, service provision, and monitoring/evaluation of renewable energy power generation. The agencies covered would include DME, National Energy Regulator (NER), and potential project sponsors and financiers. Details are given in Table 3.  

The policy framework to be developed in this project will take account of the experience with promoting grid-connected renewable energy power generation (see Incremental Cost Annex for details), particularly the U.K. Non-Fossil Fuel Obligation (NFFO) and European Electricity Feed Law (EFL), and propose an arrangement that maintains the cost reduction pressures of NFFO while providing some assurances of the type offered by EFL.

Eskom will not be directly supported by the project. However, following South Africa practice, Eskom will be part of the group that will help determine the rules governing the sale of renewable energy power into the grid. Further, it is likely that Eskom will install some renewable energy generation facilities; again, this will be outside the project, and will not be supported by GEF funds.

The private sector’s co-financing of $ 9.0 million is linked to the capital costs of CSWH systems sold under this project. As such, this co-financing cannot be committed in the same manner as Government or donor funds. However, unlike in many other countries,  South Africa’s financial markets have the required motivation and capability to provide funds of these magnitude. 

	Table 3: Technical Assistance/Capacity Building/Implementation Support

	
	Govt.
	GEF
	Total

	Renewable Energy Power Generation

	1. Policy and institutional framework
	
	
	

	1.1 Principles governing electricity supply market organization and rules; National Electricity Regulator detailing of market rules, etc.
	$100,000
	$400,000
	$500,000

	1.2 Updating resource-specific supply curves in terms of total (10,000GWh) target, and corresponding green premium and financing requirements
	$200,000
	$500,000
	$700,000

	1.3 Detailing financing options, including for green premiums
	$100,000
	$225,000
	$325,000

	1.4 Analysis of alternatives to market-based mechanisms for promoting renewable energy, such as mandated markets 
	$25,000
	$100,000
	$125,000

	2. Capacity building
	
	
	

	2.1 Capacity building, including Black Economic Empowerment, for renewable power generation 
	$600,000
	$850,000
	$1,450,000

	2.2 Resource information development and dissemination; program promotion 
	$200,000
	$850,000
	$1,050,000

	2.3 "Help Desk" to guide renewable power project developers, including for off-grid renewable energy
	$400,000
	$700,000
	$1,100,000

	3. Implementation support
	
	
	

	3.1 Due diligence on specific projects supported by Government
	$150,000
	$150,000
	$300,000

	3.2 Monitoring and evaluation of power generation projects and mid-term review of feasibility of total target
	$125,000
	$250,000
	$375,000

	3.3 Project coordination and implementation
	$ 100,000
	$ 400,000
	$ 500,000

	Commercial Solar Water Heating

	4. Capacity building
	
	
	

	4.1  Best practices, standards, promotion
	$25,000
	$300,000
	$325,000

	5.  Implementation support
	
	
	

	5.1 Establish and operate “‘participating CSWH company program”***
	$200,000 +

$ 9.0 million
	$1.0 million 
	$ 10.20 million

	5.2 Monitoring and evaluation
	$50,000
	$200,000
	$250,000

	5.3  Project coordination and implementation
	$25,000
	$75,000
	$100,000

	Total 
	$11,300,000 
	$6,000,000 
	$17,300,000 

	***The co-financing of $ 9.0 million under item 5.1 is the estimated cost of the equipment to be installed by the CSWH companies under this project.


The Technical Assistance provided by this project will  leverage significant private sector funds. As a result of the technical assistance provided by this project, it is expected that in the four year project period, renewable energy projects will be undertaken in landfill-gas-to-electricity, sugar mill and pulp & paper cogeneration, and small hydro power generation. The total renewable generation capacity installed is expected to be about 100-135 MW (yielding about 600-800 GWh) with a capital cost of  $ 90-120 million. 

These investments will be financed outside this project by the private sector, with a small amount (about $ 1 million) of Government subsidies. In some cases, the financial viability of these investments will be enhanced by external carbon funds, such as those provided by the Bank’s Prototype Carbon Fund, but this does not reduce the need for upfront financing of capital costs, as these funds are paid only after the electricity is actually produced.

Commercial solar water heating is an integral component of South Africa’s renewable energy policy framework. However, it is important to recognize that solar water heating is a substitute for all types of power generation, whereas renewable energy power generation is  substitute for fossil fuel power generation. As a result, solar water heating transactions are not linked to transmitting power over the main power grid, and there is no need to involve the grid operator (Eskom) in promoting this resource.

The project will provide TA and capacity building to professional, technical and business groups, key market segments and companies engaged in selling CSWH systems and services and implementation support. This will include assistance in developing standards and codes and the establishment of a ‘participating CSWH company program’. The fact that the companies are participating in a program sponsored by an established international agency, which will supervise the program and suspend them if needed, will significantly improve the companies’ status, and make them more credible to the potential customers and lenders. The program will assist the companies in a variety of ways on as-needed basis: getting certifications that their equipment meets standards, independent installation and performance verifications to increase customer confidence, equipment performance guarantees in case this should be needed initially, performance grants for installed systems that are deemed to be demonstrative or path-breaking. In return, the participating companies will agree to meet the program’s code of behavior  and risk suspension in case they fail to meet the conduct code. 

This project will not support any renewable energy resource other than commercial solar water heating, though, as shown in Table 1, they are expected to contribute significantly towards the total target of 10,000 GWh. There are two reasons for singling out commercial solar water heating for inclusion in this project. First, in contrast to other resources, this resource is near-commercial, and does not require significant subsidies. As such, it is suitable for GEF support aimed at reducing the barriers facing this resource. Second, most of the other resources are not near-commercial and require significantly larger subsidies to make them viable. However, they are suitable for sale of carbon  emission reductions, the potential for which is shown by the discussions ongoing and the progress already made in South Africa between interested buyers and sellers. In some cases, such sales may not be possible, and subsidies would have to provided by the Government, consumers, or some other source.

Related ongoing activities outside the project

There are some activities related to renewable energy power ongoing outside this project. In particular,

· Development of power generation projects.  The adoption of the White Paper on Renewable Energy has stirred some interest in the private sector in developing suitable projects. This interest has been whetted by the possibility of obtaining external carbon funds, following the Government’s approval of the Kyoto Protocol. These projects, which are in advanced stages of development, are ‘special cases’ in the sense that there are specific unique factors which underlie the projects. For example, the Durban landfill gas-to-electricity project will be for ‘own use,’, i.e., not for sale to the main grid, for which there are no rules so far.
· Government subsidies. The Government has established a small fund (about $ 1 million) to subsidize suitable renewable energy power projects. The purpose is to get some experience with the nature of the projects that are likely to emerge in the future and get an estimate of the extent of subsidies that would be required to reach the 10,000 GWh target. The need for Government subsidies is expected to be small for the next 4-5 years, given the availability of external carbon funds. When the need for Government funds increases, it is likely that the Government will also be in a stronger fiscal situation to provide these funds as the funds required to support electrification at that time would be declining. In case, the available Government funds are less than what is needed, then the Government would have to consider measures such as extending the date by which the renewable energy target would be met. 
Assessment of availability of commercial funds for renewable energy

An assessment has been made of the interest, awareness, capacity, and experience of South African financial organizations to finance the type of renewable energy investments required to meet renewable energy target of 10,000 Gwh per year. This assessment was based on:

· Discussions with three of the four largest banking groups in South Africa – Absa, FirstRand and Standard; the relevant officials of the fourth major bank group, Nedcor, were not available at the time of the assessment mission. 

· Discussions with three specialized public sector development finance organizations (DFIs) – the Central Energy Fund, the Development Bank of Southern Africa and the Industrial Finance Corporation. 

· Review, with each of these institutions, their arrangements, expectations and issues for financing renewable energy investments of the type that would be expected to be supported. 

The main findings of the assessment are:

· Strong financial sector. South Africa has a sophisticated, competitive, deep and broad financial sector. The IMF has characterized the sector as sound and well regulated and as having demonstrated, based on the 2001 experience, that it can handle sharp currency depreciations.

· Strong interest in financing renewable energy projects. The six finance organizations surveyed confirmed their interest in renewable energy investments. All are currently getting ready in terms of organization, staffing, research and marketing, to finance energy, including renewable energy, project investments. Energy is viewed as the “next big wave” in South Africa and the region by several financial institutions. The three banks have formed special energy units or have energy specific staff capable of structuring competitive finance services for energy projects, including debt and assistance with equity placements. The three specialized finance organizations have particular interests and capabilities in the energy sector, including renewable energy. 

· Suitable financing packages can be made available. The maximum debt sizes would not be limiting for REMT investments in South Africa, as these are relatively small by local standards. Tenure of debt of longer than seven years for the banks or ten years for the DFIs is a potential issue, although the South African financial sector has the capability to structure instruments to deal with this. It is expected that the financial institutions  will carefully scrutinize the quality of the power off-take agreements particularly for the financial strength of the buyer.

· No renewable energy portfolio yet. Renewable energy is a relatively new interest for South Africa’s financial sector. None of the organizations surveyed has yet developed a renewable energy portfolio, mainly due to issues of market and pricing. The banks and DFIs expect these issues to be gradually resolved given the growing demand and the policy of attracting new sources of generation. 

Productive Uses of Rural Grid Electricity 
The Bank will help design and supervise the program on an as-requested basis. The project costs of $ 0.75 million are the Government’s costs of designing and supervising the implementation of the program; it is expected that the implementation costs will be about $ 3.25 million. The main features of the program are:

· The main targets of the program are entrepreneurs. These would be businesses in all sectors, and would include those selling into local as well as higher value urban markets. Most will have 1-15 employees. The program would aim to assist those entrepreneurs who are: (i) ambitious and aiming for high growth and profit potential; and (ii) in whose businesses the use of (additional) electricity can contribute to increases in productivity and incomes.

· No new institutions will be created to support these entrepreneurs. Instead the program’s strategy is to conduct a concerted campaign in the targeted communities of bridging and linking into existing support institutions, along with extensive one-on-one support provided by transaction advisers – ‘coaches.’ The entrepreneurs and coaches would tap into public-private partnerships, such as the National Business Initiative, the Millennium Trust Fund, investment banks targeted efforts such as Absa’s fund in partnership with the Shell Foundation, and  ESKOM, that are working to promote rural incomes growth. 

Specifically, the program would, using a mix of technical and capital resources and public and private organizations, seek to catalyze the expansion of:

· Financial services, including credit and smart equity (disciplined and actively managed, but patient capital from social investors), for entrepreneurs. 

· Market linkages between local producers and enterprises and businesses and consumers in higher value, urban or export markets. 

· Business investments by local entrepreneurs from micro scale and up, including inward investments; and

· Business development support services, including counseling, training and other services that can be customized to the needs of specific areas, sectors and entrepreneurs. Although existing central institutions and the small business help desks established by local governments do provide assistance, most entrepreneurs in recently electrified communities do not have ready access to the information and counseling that can assist them nurture and expand their businesses.

4.
Lessons Learnt 

Since there has been no significant experience with renewable energy power generation in sub-Saharan Africa, the only available lessons are from experience in other parts of the world. GEF – one of the prime supporters of renewable energy power generation - has sponsored a number of studies that review

the world wide experience including that in industrialized countries. The main lessons derived from these reviews are:

· Policies that promote production-based incentives rather than investment-based incentives are more likely to spur the best industry performance and sustainability. 

· Power-sector regulatory policies for renewable energy should support IPP/PPA frameworks that provide incentives and long-term stable tariffs for private power producers. 

· Regulators need skills to understand the complex array of policy, regulatory, technical, financing, and organizational factors that influence whether renewable energy projects are viable. 

Project design fully reflects these lessons: the regulatory framework to be developed will create the appropriate incentives and market signals, capacity building will be provided to various actors in the supply chains for renewable energy generation, and subsidies by GEF for commercial solar water heating will follow the principles of output-based aid.
For rural grid productive uses, a key lesson learned from the Bank’s Indonesia First and Second Rural Electrification Projects, which included Rural Business Services components, is that informational and catalytic interventions can effectively assist rural enterprises to take advantage of electrification in situations where other resources such as finance, transportation, etc. are available.

5.
Alternative Development Interventions/Approaches  

It was considered to focus this project on the renewable energy component only, excluding the productive uses component, as it does not a direct fit with renewable energy development. However, high-level Government officials made it clear that they wanted the Bank to assist with creating benefits from rural electrification, and  asked that this be bundled with the assistance for renewable energy. Since the project team had the ability to do at this at low incremental cost, it was decided to include this assistance in the project.

For renewable energy, the conventional approach of the Bank, including GEF, financing renewable energy power generation investments was rejected. In other words, unlike most renewable energy projects, in which the Bank/GEF finance both Technical Assistance and investments, this project supports only TA, with the expectation that South African and international private funds would finance the investments. This expectation reflects the emergence of non-IBRD funds as well as the well-developed nature of South Africa’s private and financial sectors. 

C.
IMPLEMENTATION

1.
Partnership Arrangements

Renewable energy. As explained above, it is expected that, outside this project, PCF and other international agencies will provide ‘carbon credit’ funds that will help finance renewable energy investments. In addition, it is expected that Danida will continue to provide its ongoing support to DME.

Rural productive uses.  IDT will take the lead in implementing this component in partnership with multiple public and private sector entities. Identifying, mobilizing and guiding these partnerships will be a key activity. 

2.
Institutional and Implementation Arrangements

Renewable energy.  DME will contract the Development Bank of Southern Africa (DBSA) to be the implementing agent for this component. DBSA is a well-established agency that has considerable expertise in both financing and managing development projects. In recent years, DBSA has taken an interest in promoting renewable energy investments.

DBSA is familiar with World Bank procedures and does not face constraints in areas such as financial management and procurement. Further, although DBSA does not have extensive in-house capacity on renewable energy, this is not a constraint as DBSA will hire (mainly local) consultants in implementing this project. 

A Memorandum of Understanding (MOU) will be signed between DBSA and DME which will outline the details of responsibility for each party. A Steering Committee (SC), to be appointed by DME will oversee the project.  The SC will guide and follow the development of the project according to the implementation schedule, and cause periodic progress reports be submitted, including use of funds, to the Bank, the DME and the IDT. 

DBSA will be responsible for carrying out the various project activities, i.e. the policy and institutional framework, capacity building and implementation activities. As such DBSA will be handling procurement, quality assurance, and progress reporting with accountability to the Steering Committee (SC).  DBSA will also be responsible for administering the Participating CSWH Company Program grants for the commercial solar water heating industry. The private sector will be responsible for implementing all the investments to be supported under this project.  

The DBSA will establish an Implementation Support Unit (ISU) to manage its REMT activities for the four years of the project. The unit is expected to begin with a minimum staff, and to increase to full strength in line with the expected increase in the pace of implementation over the first two years. The unit will be headed by a project coordinator and will include up to two professionals and up to two support staff. An advisor with international expertise will provide services on an as needed basis for up to the equivalent of 15 person months. 

The relations between the different stakeholders are shown in the diagram below.
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Rural grid productive uses. DME will contract the Independent Development Trust (IDT) to be the implementation agent for this component. IDT is a well-established agency that has considerable experience and mandate for rural development.

The detailed implementation arrangements and flow of funds are shown  in Annex 6.

3.
Monitoring and Evaluation of Outcomes/Results

The overall responsibility for monitoring and evaluation will be with DME; for renewable energy, the day-to-day responsibility will be with DBSA, and rural SMME support, with IDT. Both IDT and DBSA are well-suited to undertake this type of work – and will hire additional consultants as needed. The costs of this activity have been included in Tables 2 and 3.

Both DBSA and IDT will submit regular reports to DME, which will include all the information necessary for managers and policymakers to assess the project’s effectiveness.

4.
Sustainability and Replicability

Renewable energy. South Africa’s commitment to the renewable energy component is shown by the White Paper on Renewable Energy, and there is little risk that the policy framework supported by this project will not be developed. 

There is limited concern about the sustainability of the investments undertaken either under this project or within the framework developed by the project, as they would be installed and financed mainly by private sector entrepreneurs, who would have a clear incentive to maintain and sustain their individual investments. 

However, there are some concerns about South Africa’s ability to achieve its long-term target of 10,000 GWh, even if the framework is successfully developed. The main source of this concern is that adequate local or external funds may not be available to support renewable energy investments, particularly when the lower-cost resources have been utilized, and costs begin to increase along the upward-sloping renewable energy supply curve. 

It is expected that increased Government funds to support renewable energy investments would become available in the future. First, there would be a track record which would show that renewable energy investments can be successfully financed and undertaken in South Africa, and the extent of the grants required would also be clear. This would make it easier to incorporate such grants into the budgetary process. Second, it is expected that other high-priority subsidized energy activities such as rural electrification will reach their end in the future, thus creating additional fiscal space for renewable energy. However, there is no assurance that these events will actually take place, with the implication that future Government funds to support renewable energy are not assured.

 It is also expected that external carbon funds will be available to support renewable energy in the future. While current indications are that such funds will be available, their actual availability will depend upon various factors beyond the ambit of this not only project but also the Government of South Africa. Much will depend upon various international agreements, such as the Kyoto Protocol, are actually implemented – there is no experience so far – and how risky the international community views investments in South Africa. Thus, there is no assurance that external funds will be available in the long-term in the needed amounts.   

Underlying these uncertainties is the low cost of generating coal-based power in South Africa, which makes it difficult for renewable energy to be competitive. At present, the Government’s strategy is based on a voluntary approach, under which individual projects seek to attain their own financial viability, without any obligation on the power generation companies to utilize renewable energy. However, if this voluntary approach proves to be inadequate, the Government would have to consider other options, such as ‘mandated market shares’ or a ‘electricity feed law.’ 

In recognition of these uncertainties, the Government has scheduled a mid-term review of its long-term target, scheduled to take place after years the adoption of the target, i.e., in 2008. During the course of this review, the Government will assess and adjust, as needed, its target, the schedule for meeting it, and the instruments to be used to achieve it.

Within South Africa, there is no need to replicate the frameworks and capacities after they have been established; there would be a need to update and refine these over time, but this would take part as the natural evolution and development in a country that has a high overall level of capabilities in both the public and private sectors. There is clear potential for long-term growth of the commercial solar water heating in both the retrofit market as well as  the new opportunities opened by the growth of the economy. 

Outside South Africa, the framework developed in this project would also be applicable in other countries throughout Africa, as well as in other parts of the world.  At present, few of the Bank’s client countries have a well-functioning framework for promoting renewable energy power generation, and this project could provide a replicable framework to pursue this route.

Rural grid productive uses. South Africa’s commitment to this component is clear from the persuasive nature of the Government’s request for Bank assistance, as well as the local funds provided for this component. There is limited concern about the sustainability and replicability of the frameworks developed under this component, as the intervention is designed to be catalytic, while tapping into existing resources and institutions.

5.
Critical Risks and Possible Controversial Aspects

The project has no significant risks, as the implementing agencies for technical assistance and capacity building are well-established and suitable for the job. Outside this project, there is some risk that an adequate number of private sector renewable energy projects or adequate external ‘carbon funds’ may not materialize in the future. The project includes funds to promote local interest and awareness – but the project cannot take any steps to ensure availability of external ‘carbon funds.’

There are no controversial aspects to this project, though, outside this project, there may be some controversy associated with particular renewable energy investments financed by PCF. If there are such issues, they will be addressed during the course of appraisal and approval of those investments on a case-by-case basis as each particular transaction is developed.  

6.
Loan/Credit Conditions and Covenants

There are no conditions or covenants.

D.
APPRAISAL SUMMARY

1.
Economic and Financial Analysis

The projects to be financed under the framework will be screened by private promoters, commercial lenders, external ‘carbon fund’ financiers, and in some cases, Government agencies. It is clear that these investments will be economically and financially justified.

An analysis has been undertaken to derive the ‘supply curve’ of the renewable energy investments needed to meet the Government’s target of 10,000 GWh per year. This supply curve analysis is based on a financial model that calculates the Rate of Return on equity – as this is the indicator that will guide private sector investors. The default value used in the study is 11% in real terms or 16.5% in nominal terms.

Representative projects were analyzed for the following resources: small hydro, sugar bagasse, wind, pulp and paper industry, solar water heating and landfill gas. With the exception of wind, it was possible to find to find good projects for all the resources, and the analysis shows that it is feasible to reach the Government’s target of 10,000 GWh with relatively small amounts of carbon finance. The analysis shows that the only resource where carbon finance increases the returns significantly is landfill gas; in other cases, carbon finance will play mainly a catalytic role. 

2.
Technical 

The project itself does not feature any significant technical issues, apart from the investments in the commercial solar water heating component. These investments will meet the technical standards established in South Africa.

3.
Fiduciary

Renewable energy. Project financial management will be overseen by the existing DBSA Finance Department. The PIU will be responsible for receiving and reviewing the completeness and appropriateness of invoices and other requests for payment. The actual capturing of those invoices and their actual settlement will be made by and through the existing DBSA payments system. While the DBSA has its own existing Administrative and Accounting Procedures Manual, it will prepare an appropriate update or other version to incorporate the new positions and arrangements for the REMT ISU. This update or separate version will be circulated to the Bank for comment.   

The Grant Agreement will require the submission of audited financial statements to the Bank within six months after the financial year-end. The Financial Statements will consist of: (1) A Statement of Sources and Uses of Funds which recognizes all cash receipts, cash payments and cash  balances controlled by the Project; (2) The Special Account Reconciliation; and (3) The Accounting Policies Adopted and Explanatory Notes. The explanatory notes should be presented  in a systematic manner with items on the Statement of Sources and Uses being cross referenced to any related information in the notes. Examples of this information include: (i) a summary of fixed assets by category of assets; (ii) copy of FMRs; and (iii)  a Management Assertion that Bank funds have been expended in accordance with the intended purposes as specified in the relevant World Bank legal agreement.

Internal Audit at DBSA is in-house. For the DBSA  external audit will be carried out annually by the Controller and Auditor General (CAG) or such other person as may be approved by the CAG. The external audit will cover all World Bank funds and counterpart funds at all levels of Project execution. The auditor will be required to express an opinion on the audited project financial statements only, in compliance with International Standards on Auditing (IFAC/INTOSAI pronouncements) and submit the audit report within six months of the end of the financial year. In addition, detailed management letters containing the auditor's assessment of the internal controls, accounting system and compliance with financial covenants in the Grant Agreement, and suggestions for improvement will be prepared and submitted to management for follow-up. Whilst the Bank is satisfied with the Auditor General Standards, the agreed audit terms of reference will need to be reviewed for compliance with the requirements of the Bank.

Financial management supervision will be carried out regularly by the Bank’s Financial Management Specialist (FMS) at least once a year.  The FMS will conduct a financial management supervision shortly post effectiveness; and Review the annual Audit Reports and Management Letters from the external auditors and follow-up on material accountability issues by engaging with the Bank’s Task Team Leader for REMT, the DME, IDT and DBSA, and/or Auditors.

Rural grid productive uses.  There are no fiduciary responsibilities as there are no Bank funds involved.
4.
Social

This project itself does not pose any significant social issues. However, there is evidence that some of the investments financed under the framework developed by this project may raise significant social issues, which is not unusual for power generation projects. These issues will be addressed during the course of each such generation projects, which will all have to meet the well-established South African guidelines for such types of projects; these guidelines are acceptable to the Bank.

5.
Environment

This project itself does not raise any significant environmental issues. Any environmental issues raised by some of the investments financed under the framework developed by this project will be addressed during the course of each such generation projects, which will all have to meet the well-established South African guidelines for such types of projects; these guidelines are acceptable to the Bank.

6.
Safeguard Policies

The technical assistance and solar water heating investments in the project are not expected to present any environmental or social risk.  Solar water heating is not a ‘listed activity’ with respect to South African environmental requirements, and therefore would not be subject to the environmental screening or environmental assessment process.  Since the project does not involve any land taking, and the only construction will be within the perimeter of existing institutional, commercial, or industrial establishments, (and in fact, mostly on rooftops) no social safeguards are expected to be triggered.  Therefore, the project has been rated as a 'C' (no environmental or social safeguard impact). 

7.
Policy Exceptions and Readiness

The project does not require any exceptions from Bank policies and meets the readiness criteria.

Technical Annex 1: Country and Sector or Program Background 

Renewable Energy 

South Africa has many renewable energy resources that can be used to generate power, but it is also well-endowed with low-cost, high-quality coal. At present, coal is and is likely to remain, from a financial viewpoint, an attractive source of power generation in South Africa, and renewable energy resources have remained largely untapped. At the same time, South Africa recognizes that the emissions of greenhouse gases, such as carbon dioxide, from the use of fossil fuels such as coal and petroleum products has led to increasing concerns, worldwide as well as in Africa, about global climate change, and it is the intention of the government to make South Africa’s due contribution to the global effort to mitigate greenhouse gas emissions. 

Strategy. Government’s long-term goal is the establishment of a sustainable renewable energy industry that will offer in future years an alternative to fossil fuels. The White Paper on renewable energy sets out the Government’s vision, policy principles, strategic goals and objectives for promoting the potential of renewable energy. The 9% of final energy consumption currently provided by renewable energy has come about largely as a result of poverty (e.g. wood and animal waste used for cooking and heating). To get started on a deliberate path towards this goal, the Government’s medium-term (10-year) target is that renewable energy sources share of final energy consumption should increase from 9% (2 216 793 TJ or 53 Mtoe in 1999) to 14%, an increase of 5%, by the year 2013. Specifically within the electricity sector, the Government’s medium-term target is that renewable energy – excluding imports from large scale hydro – would provide about 5% of the total electricity generation.

This is an ambitious target. Achieving it requires a phased, flexible strategy for promoting renewable energy generation in a cost effective manner with limited number of "early win" investments based largely on relatively low cost technologies, such as waste-based cogeneration and  commercial solar water heating. In keeping with this, the overall target for this Project is relatively modest, with scale-up to occur in the future. Further, mid-way through the ten-year Government program, there would be a mid-term assessment after five years, which would consider any changes required in policies, targets or implementation strategies, taking account of changes in costs of coal-based as well as renewable energy power generation, availability of international funds as well as any international obligations agreed-to by South Africa, and the South African budgetary situation.

There is also need for assurance that the “supply curve” of renewable energy shows that there are potential projects with reasonable costs. The estimated supply curve for the first 10,000 GWh shows that:

· wind is not part of the first 10,000 GWh

· all of the landfill gas potential is within the first 10,000GWh (and occupies a significant portion of the first 1,000 GWh)

· The balance of the 10,000 GWh target is made up of commercial solar water heating, small hydro, pulp & paper, and the sugar industry.

The supply curve: the first 10,000 GWh
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Note that this aggregate supply curve includes solar water heating, which faces a different competitive environment than the other sources because water heating competes, effectively, against the retail electricity tariff, while the other sources compete against the wholesale electricity tariff. The implication is that solar water heating is likely to be more attractive than shown in this aggregate supply curve. 

This ‘supply curve’ should not be interpreted to mean that all the potential of a particular renewable resource will be fully used up by the GWh attributed to it. For example, the 240 GWh contribution of Landfill Gas (LFG) is from seven ‘identified projects’ that have been studied in detail, and the additional contribution of 600 GWh is from 57 sites that have been studied in lesser detail. A very conservative approach was adopted for these 57 sites, and it is quite possible that the true potential is twice the estimated amount. A similar conservative approach has been used for the other resources also.

Rural grid productive uses

Over the last decade, South Africa has undertaken a successful electrification program that has provided power connections to a large number of urban and rural customers.  However, the program did not include any provisions to promote the use of electricity by small, medium, and micro enterprises (SMMEs) in recently electrified communities; as a result, electrification has frequently not led to increased incomes and employment. 

In contrast, a World Bank supported rural electrification project in Indonesia in the 1990s did include a component specifically designed to promote productive uses of electricity in rural areas, targeting small and micro businesses. Since then, it has been increasingly realized that the benefits realized from electrification programs can be greatly increased by including a ‘productive uses’ component, and many Bank supported projects now include such a component. 

Barriers   

In South Africa, local SMMEs in recently connected communities face these major barriers in utilizing electricity for productive purposes:

· Lack of information on new business possibilities, equipment applications and market links opened up by the introduction of electricity;

· Inappropriate skills and insufficient access to equipment and working capital finance and other resources; 

· Lack of links to South Africa’s higher value markets, so they continue to sell their products and services mainly to the markets in their own poor neighborhoods;

· Opportunities for new businesses based on extending a wider array of affordable energy services (including LPG and solar) also remain undeveloped, as the low purchasing power of the households in these communities makes them unattractive to major companies.

Technical Annex 2: Major Related Projects Financed by the Bank and/or other Agencies

The Bank has not financed any energy projects in South Africa. Danida is currently considering support for the proposed Darling windfarm project.

Neither the Bank nor any other development agency has financed any SMME projects in South Africa.   

Technical Annex 3: Results Framework and Monitoring 

	PDO
	Outcome Indicators
	Use of Result Information

	Remove barriers to and reduce the implementation costs of renewable energy technologies


	· Government and electricity regulator adopt detailed market rules for sale of renewable energy power to the main grid

· Adequate capacity to promote and facilitate future renewable energy power generation projects, assessed by the magnitude and quality of the pipeline of renewable energy projects

· CO2 emissions avoided

· Looking at higher level objectives, jump-start of renewable energy industry and significant progress towards and beyond Government’s long-term 10,000 GWh  target 
	Refine national target for renewable energy
 

	Intermediate Results (one per component
	Outcome Indicators
	Use of Result Information

	Renewable energy power generation

Potential renewable energy developers are assisted to invest
	· 5 companies are assisted in a satisfactory manner

· Renewable energy power generated

· Renewable energy power investments
	Refine assistance provided



	Commercial solar water heating
	· 200 CSWH systems are installed (on average 20,000 liter storage capacity, 300 m2 collector area)

· Power generation avoided

· CSWH investments 
	Low levels will indicate need to either revise target or improve assistance to vendors


	
	
	Target Values
	Data Collection and Reporting

	Outcome Indicators 
	Baseline
	YR1
	YR2
	YR3
	YR4
	Frequency and Reports
	Data Collection Instruments
	Responsibility for Data Collection

	Government and electricity regulator adopt detailed market rules for sale of renewable energy power to the main grid 
	No rules in place 
	Consultants

begin work
	Reports

ready
	Rules

adopted
	
	Quarterly reports
	Progress reports from DBSA, NER, DME
	DBSA

	Adequate capacity to promote and facilitate future renewable energy power generation projects, assessed by the magnitude and quality of the pipeline of renewable energy projects
	Limited capacity in place, small pipeline
	Consultants are assisting various stakeholders
	Pipeline increases
	Pipeline increases
	Pipeline increases
	Quarterly reports
	Progress reports from DBSA, DME
	DBSA

	CO2 emissions avoided


	CSWH – 0.25 million tons cumulative
	CSWH direct – 0.4 million tons;

Other resources in project period – 0.1 million tons
	CSWH direct – 0.6 million tons;

Other resources in project period – 0.3 million tons
	CSWH direct – 0.9 million tons;

Other resources in project period  – 0.9 million tons
	CSWH direct – 1.25 million tons;

Other resources n project period – 1.8 million tons
	Quarterly reports
	Progress reports from DBSA, DME
	DBSA

	Jump-start of renewable energy industry and significant progress towards and beyond Government’s long-term 10,000 GWh  target
	35 GWh
	100 GWh
	200 GWh
	500 GWh
	1,000 GWh
	Quarterly reports
	Progress reports from DBSA, DME
	DBSA

	Results Indicators for Each Component
	
	
	
	
	
	
	
	

	Power generation:
5 companies are assisted in a satisfactory manner


	No firms assisted
	2 firms are assisted
	2 additional firms assisted
	1 additional firm assisted
	
	Quarterly reports
	Progress reports from DBSA, DME
	DBSA

	Renewable energy power generated


	No generation
	No generation
	200 GWh
	400 GWh
	800 GWh
	Quarterly reports
	Progress reports from DBSA, DME
	DBSA

	Renewable energy power investments
	No investments
	$ 10 million
	$ 25 million
	$ 50 million
	$ 100 million
	Quarterly reports
	Progress reports from DBSA, DME
	DBSA

	Solar Water Heating

200 CSWH systems are installed (on average 20,000 liter storage capacity, 300 m2 collector area) 
	40 systems
	60 systems
	100 systems
	150 systems
	200 systems
	Quarterly reports
	Progress reports from DBSA, DME
	DBSA

	Power generation avoided


	25 GWh
	35 GWh
	65 GWH
	100 GWh
	175 GWh
	Quarterly reports
	Progress reports from DBSA, DME
	DBSA

	CSWH investments
	$ 1.8 million
	$ 2.7 million
	$ 4.5 million
	$ 6.7 million
	$ 9.0 million
	Quarterly reports
	Progress reports from DBSA, DME
	DBSA


Arrangements for results monitoring

· Institutional issues: The monitoring and evaluation will be carried out at the ground level by DBSA, which is implementing the program, with oversight from DME. Given the relatively new nature of the activities to be supported by this project, the early results from the M&E will be critical in refining the nature of the support to be provided to various private sector participants. 
· Data collection: This will be the responsibility of DBSA. The costs of data collection are expected to be small relative to the size of the project. 

· Capacity: The relevant institutions have adequate capacity to carry out this work

Technical Annex 4: Detailed Project Description

The project has two components, one related to renewable energy, which itself has is divided into renewable energy power generation and commercial solar water heating, and the other related to productive uses of grid electricity in recently electrified rural areas.

Renewable energy power generation

1.  Policy and institutional framework


This set of activities will facilitate the creation of a detailed framework for sale and wheeling of renewable energy power into the main grid. These efforts will build on the work being undertaken by UNDP (under the GEF-financed South Africa Wind Energy Project) and Danida.  It is expected that the detailed framework will be finalized during the course of this project, and investments undertaken during this project will be able to utilize it. 

SAWEP focuses only on wind power. The project has six components, of which three are particularly relevant to this project: 

1. Green power funding. To assist initiatives geared towards green power marketing and setting up and implementing Tradable Renewable Energy Certificates as well as implementing a green power guarantee scheme;

2. Long-term policy and implementation framework for wind energy. To assist the Government of South Africa with the development of a long-term policy, including implementation strategy, for wind energy development.

3. Capacity building and institutional strengthening. To strengthen and support key government departments (e.g. national and provincial environmental departments), public agencies (e.g. financing), wind farm industry (e.g. South African Wind Energy Association) and independent private firms interested, involved in wind energy development.
It has been agreed with UNDP that this project will be coordinated with SAWEP (and UNDP’s Residential Solar Water Heating project) according to the following principles: 

· There will be high-level coordination between the Task Managers. Specifically, (i) the Bank mission will meet with UNDP on every visit to South Africa, and (ii) the UNDP and Bank Task Managers will be in touch with each other by phone or email on key issues.  This coordination will be open-ended, i.e., the Task Managers will discuss coordination issues as they arise, and make suitable adjustments as needed. This has already been done in the past, and will continue.

· There will be coordination in design. Specifically, this project will determine its detailed tasks, i.e., the TORs for specific TA components, with reference to the UNDP SAWEP TORs. The purpose is to take advantage of synergies and avoid duplication. This will be close-ended coordination, i.e., there will be an initial 'synchronization' of REMT TORs with SAWEP TORs, followed by an exchange of emails on a regular basis (say four  times a year) to ensure coordination over time on key areas. A similar arrangement will be made for the Commercial Solar Water Heating Component of the REMT project, with the coordination focus mainly on standards and certifications. 

· There will be coordination in implementation without imposing a coordination burden. Specifically, the REMT and UNDP project implementers will use formal and informal opportunities and occasions to meet each other and discuss coordination issues, but each group will be free to pursue its activities without waiting for approval from the other. Formal opportunities are the existing SAWEP and SWH Steering Committees to which the REMT implementers will be invited (as per agreement with UNDP) as soon as REMT becomes effective. This coordination will be facilitated in practice by the similar implementation arrangements in the Bank and UNDP projects.

The development of the framework will involve broad consultations and be closely linked to sector capacity building. There is a relatively limited set of professionals in South Africa that are familiar with the functioning of the electricity market and the opportunities and constraints for renewable energy based contributions.  The work on developing policy and institutional frameworks will include workshops and conferences aimed at widening the base of professionals and groups that contribute to policy development and whose capacities are strengthened in the process. 

1.1 Principles governing electricity market organization and rules; NER detailing of market rules, etc

The principles governing electricity market rules will help facilitate the sale of renewable energy power into the main grid. The regulator (NER) will develop the specific rules for this purpose. 

1.2 Updating resource specific supply curves in terms of total (10,000GWh) target, and corresponding green premium and financing requirements.

This activity will update the supply curve analysis already undertaken by consultants: Conningarth Economists, Economic and Financial Analysis Due Diligence, Renewable Energy Market Transformation (REMT) Project, Report to the World Bank, June 2004

1.3 Detailing options for financing subsidies, including green premiums 

This activity will help develop options, such as consumer “green payments” for financing the subsidies required for renewable energy power generation.

1.4  Analysis of alternatives to market-based mechanisms for promoting renewable energy, such as mandated markets

The Government’s current strategy to promote renewable energy rests on voluntary, market-based mechanisms. This activity will examine alternatives, such as mandated market requirements, which have been tried in other countries, including Europe. 

2.  Capacity Building

This set of activities will support the creation and/or strengthening of the organizations and institutions that will help the Government and the private sector meets the  renewable energy target. The capacity areas covered will be the policy setting, promotion, regulation, resource assessments, technology knowledge, RE-based business and financing, service provision, and monitoring/evaluation of renewable energy power generation. The agencies covered will include DME, National Energy Regulator (NER), professionals, sectoral groups and associations and potential project sponsors and financiers.

Eskom will not be directly supported by the project. However, following South Africa practice, Eskom will be part of the group that will help determine the rules governing the sale of renewable energy power into the grid. Further, it is likely that Eskom will install some renewable energy generation facilities; again, this will be outside the project, and will not be supported by GEF funds.

2.1 Capacity building, including BEE, for additional renewable power generation 

The bulk of this activity will support institutional and enterprise based capacity building for additional renewable energy generation projects. With government support, the Implementation Support Unit at the DBSA will conduct activities aimed at promoting Black Economic Empowerment (BEE) in the renewable energy industry. The capacity of firms, including BEE-eligible firms to initiate, undertake and manage renewable energy projects will be developed; BEE-eligible firms will compete with others for the right to undertake actual projects. 

2.2 Resource information development and dissemination; program promotion

Information related to renewable energy resources is a public good, i.e., there is little incentive for any single promoter to collect this information. Yet, this information is the base on which renewable energy power projects can be designed. This activity will collect and disseminate this resource information together with technology information indicating feasible development options for the resources. 

The promotional activities will be linked to the business to business help desk (below) as much of the promotion will be early stage building of business capacity and early identification with investors and financial institutions of potential investment grade projects. 

The promotion will include the development of a web site with links to comprehensive information on South Africa’s renewable energy resources and development options. This will be part of the project’s broader capacity building strategy of widening the base of businesses, professionals and others that have access to relevant information on RE opportunities. 

2.3 Help Desk to guide renewable power projects and off-grid renewables

This activity will support the activities of a “help desk” with the following main objectives: (i) facilitate activities leading to the financial closure of 10 to 14 investment projects; (ii) prepare to pre-feasibility level an additional 4 to 6 investments for  possible financial closure in the year following project closing;  and (iii) assist the promotion of off-grid renewables, including the related development of productive uses and ‘energy stores’. The help desk will provide business-to-business services for promoting, identifying, preparing and financing of renewable energy generation investment projects. The services would assist the project sponsors to identify, prepare and finance renewable energy investments. Much of the assistance to the private sector would be on a cost-share basis and it is expected that a private sector project sponsor will develop each investment. The project sponsor will undertake the necessary technical, market, environmental/social safeguard, and other needed studies, prepare the financing package, and implement the project. 

These services are targeted at investments that will be financed during the four years of the REMT project and others that would be financed during the initial year following project implementation.  The focus will be on the provision of the upstream transaction identification. South Africa has most of the capacities necessary to carry investments forward from this stage into detailed feasibility and implementation planning and closure, although specialist services would be available through these services as needed.

3.  Implementation Support

The specific activities to be supported are:

3.1 Due diligence on specific projects supported by the Government

This activity will develop and pilot DME’s green premium payment intermediation, including due diligence and approval/payment procedures. The intermediation will be assisted by a team led by DME with members drawn from IDC, DBSA, DEAT, private sector and financial sector representatives. Independent and professional due diligence assistance will be provided by consultants under contract with DBSA through the Implementation Support Unit. Financial models will be developed for conducting independent analyses of developers’ proposals.

3.2 Monitoring and evaluation and mid-term review of feasibility of total target
 

This activity will support DME’s monitoring and evaluation of the project by putting a comprehensive monitoring and evaluation scheme in place, which will address a number of issues: (i) expected key outputs and outcomes of the project; (ii) monitoring of the disbursements of GEF funds; and (iii) overall monitoring of the investments undertaken in support of the 10,000 GWh target. 

Independent and professional assistance will be provided by consultants under contract with DBSA, who will be responsible for ensuring that an appropriate monitoring and evaluation scheme is in place. The scheme will be built around the project indicators: (i) adoption by the Government and the electricity regulator of principles and detailed market rules for sale of power generated from renewable energy to the main grid; (ii) establishment of capacity building to promote and facilitate future renewable power generation investments and (iii) commercial solar water heating capacity installed.

3.3 Project coordination and implementation

This activity will support: program coordination and management; management; financial management; information activities and coordinated monitoring and evaluation. The project activities cover a fairly broad spectrum of policy, capacity  building and technical assistance activities with concerns for policy development, investment and commercialization, and will involve a large number of actors in business, finance, government, professional and civil society groups. 

A project coordinator will head up the Implementation Support Unit at the DBSA and take a direct participation in contributing to the development of the policy and institutional frameworks. The project coordinator and the ISU will conduct the overall management function, including responding to the authorities (the Project Steering Committee, DME, the World Bank) and interfacing with stakeholders. The project coordinator and the ISU will be responsible for project planning, implementation, financial management and reporting. Through its REMT website and through its handling of the REMT supported workshops, conference participations, media events and other information activities, the project coordinator and the ISU will ensure that REMT contributes strongly to renewable energy development in South Africa.

Commercial solar water heating

4. Capacity building – best practices, standards, promotion


The project will support activities to improve the CSWH practices in South Africa to international best practice levels. UNDP’s Residential Solar Water Heating Project  will support the sale and installation of solar water heaters at residences. The proposed project focuses on commercial solar water heaters only, and thus complements UNDP’s project. In addition, the experience gained with developing codes, standards, etc. in the UNDP project will be utilized in the proposed project.
Standards for SWH equipment are being improved under the UNDP supported project, and test equipment is being procured. The REMT project support will take into account the standards and testing progress achieved under the UNDP project and provide the additional support necessary to assist industry and government improve industry and government arrangements to ensure international best practice levels of technology and services. This would include standardized ratings of equipment to facilitate comparisons of projected energy and cost savings and assistance to the industry to improve standards. Standards to be used in the project’s participating CSWH company program would be no less than those applied in the UNDP supported domestic project. Equipment certified by international testing bodies acceptable to the Bank and the DME would also be eligible. The BDS cost share support and the performance grants (below) are market based incentives for moving to best practice levels. 

Marketing activities, including targeted public relations, information dissemination, workshops and participation in key events will be conducted to increase awareness of CSWH. Promotional activities would be linked to the Human Resource capacity building and design and performance verifications and documentation. 

There will be an aggressive program of short CSWH information and design workshops customized and targeted for professionals and technical specialists to increase the knowledge among architects, developers and builders, financial specialists, installers, hotel and other facilities managers and owners and others. These will cover best practices for incorporating CSWH in new and retrofit applications. The capacity building will also take into account the black economic empowerment opportunities that the sector offers throughout the CSWH value chain. 

5.  Implementation support


The specific activities to be supported are:

5.1 Establish and operate ‘participating CSWH company program.’

This activity will support the development of South Africa's nascent solar water heating industry by promoting the installation of systems for commercial, institutional, and industrial applications. The target would be the small and medium scale CSWH segments. The project would support market development activities that improve the quality and product credibility of CSWH equipment and installations, and thus raise confidence in the technology’s cost savings opportunities. 

Privately owned enterprises operating and registered in South Africa who meet minimum standards of technical and financial capability, operate in accordance with a code of conduct and have viable plans to develop the market will be eligible to participate in the program. A focus of the work is to facilitate the development of ten or more sustainable private enterprises selling and installing quality CSWH to hospitals, schools, hotels and other commercial, industrial and institutional users of hot water. As of late 2004 there were an estimated five companies selling CSWH products and services at a low level with, in most cases, only occasional sales of CSWH systems; for all of these the CSWH portion of their business was small and recent. In mid-2004, a CWH system was installed on a retirement home on an energy services basis, apparently the first use of an ESCO model on a fully commercial basis. Sales and installations supported under the project will be on a competitive, market-driven basis.

The project will qualify companies that meet minimum standards of design, equipment, installation, after sales service and customer relations to participate in a ‘participating CSWH company program’. The fact that the companies are participating in a program sponsored by an established international agency, which will supervise their performance and suspend them if needed, will significantly improve the companies’ status, and make them more credible to the potential customers and lenders. As discussed below, business development support (provided on a cost share basis) and performance grants for installed systems that are deemed to be demonstrative or path-breaking will be available to the participating companies. In return, the participating companies will agree to meet the program’s code of conduct requiring the use of best practice designs, equipment and installations and that follow transparent and credible business practices in dealing with customers, and risk suspension in case of non-compliance.  
The initial designs of proposed installations by participating CSWH companies will be independently vetted by specialists, if requested by the company, to motivate sales. Providing potential customers with independent professional assessments will contribute to building confidence in the market. The design verifications will contribute to capacity building.

The initial two or three CSWH installations in each sub-sector  (e.g., retirement homes, hotels, correctional facilities, fish farms, mining hostels) supported under the project will be fitted with standard data loggers and performance will be monitored independently, with a view to developing authoritative South African documentation that can be used by participating CSWH companies in their marketing and by project supported capacity building activities. It is expected that there would be documented, promotional profiles of up to ten investments with performance data available within 15 months.

Business and market development (BDS) support will be provided to participating CSWH companies and groups of companies on a 50/50 cost share basis for  capacity building, technology and market penetration with an expected limit of $50,000 per company, with a total expenditure of about $ 250,000 This will be demand driven. In addition, the program will assist the participating CSWH companies in a variety of ways on as-needed basis: getting certifications that their equipment meets standards, independent installation and performance verifications to increase customer confidence, and possibly equipment performance guarantees in case this should be needed initially.
The project will provide performance grants, not to exceed $ 250,000 in total, to participating CSWH companies for a few selected systems. The value of the grant is expected to be approximately 15% of the installed cost of the selected systems. It will be calculated on a standardized basis, on either a per m2 of collector or kWh produced base, with an expected minimum size of 30 m2 per system. The grant would be paid 50% on installation, which payment would include the cost of the standardized data loggers on the initial systems, and 50% on confirmation of performance at the three month point. 

5.2  Monitoring and evaluation

This activity will monitor the overall progress of the commercial solar water heating component.

5.3 Project coordination and implementation
This activity, to be implemented as a complement to activity 3.3 above, will focus on all coordination and implementation issues related to the solar water heating component.

Rural grid productive uses 

The Bank will assist the Government in designing and implementing a program to promote the productive uses of grid rural electricity; no World Bank, GEF or PCF funds are involved. The nature of the program to be developed has been described in the main text.

Technical Annex 5: Project Costs 

The project costs by activity have been shown in Tables 2 and 3; these include contingencies. 

Technical Annex 6: Implementation Arrangements

DME, as the Government’s executing agency, will be the overall responsible entity for managing the REMT project with DBSA as the designated implementing agency with day-to day responsibility. DBSA is a well-established agency that has considerable expertise in both financing and managing development projects. In recent years, DBSA has taken an interest in promoting renewable energy investments. DBSA is familiar with World Bank procedures and does not face constraints in areas such as financial management and procurement. Further, although DBSA does not have extensive in-house capacity on renewable energy, this is not a constraint as DBSA will hire (mainly local) consultants in implementing this project.  

A Memorandum of Understanding (MOU) will be signed between DBSA and DME which will outline the details of responsibility for each part. A Steering Committee (SC), to be appointed by DME will be set up to oversee the project.  The SC’s role will be to follow the development of the project according to the implementation schedule and be part of the evaluation team for the procurements of consultancy services. The SC will cause periodic progress reports, including use of funds, to be submitted to the Bank, the DME and the IDT. The relations between the different stakeholders are shown  in the diagram below.


[image: image3]
DBSA will be responsible for carrying out the various project activities, i.e. the policy and institutional framework, capacity building and implementation activities. As such DBSA will be handling procurement, quality assurance, and progress reporting with accountability to the Steering Committee (SC).  DBSA will also be responsible for administering the GEF grants for the commercial solar water heating industry. The private sector will be responsible for implementing all the investments to be supported under this project.  

A small unit within the DBSA will provide these services for the four years of the project. The unit will comprise a specialist with international expertise (the project coordinator), a locally recruited professional (on a two/thirds time basis, with the other third being devoted to the commercial solar water heating component), and one assistant support person on half-time (the other half being devoted to the CSWH component).  The DBSA will ensure a networking and investment promotional work context for the assignment.

Flow of funds  

A special account will be set up in DBSA, which will be responsible for the disbursements and requests for replenishments from the World Bank
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Technical Annex 7: Financial Management and Disbursement Arrangements 

Financial Management

1. Summary of the Financial Management Assessment

Country Risk 

No Country Financial Accountability Assessment (CFAA) has been carried out on South Africa to date. However, it is generally accepted that the country has one of the more developed accounting professions in the world, and certainly amongst the more technically capable in the region. Experience of Bank financed projects is however not that widely available, although to the Project’s advantage, DBSA is familiar with World Bank procedures. 

The country has a good reservoir of qualified accounting professionals and as a middle income country has an adequately staffed Audit Office. In addition, where time is of the essence, the Auditor General is allowed, by legislation, to out-source some of the work. The Auditor General’s Office has already produced several annual audit reports, satisfactory to the Bank.

Project Risks

The DBSA is a well established agency that has considerable expertise in both financing and managing development projects. This is an advantage in that the Project is joining the stable of a very experienced project management organization. The potential disadvantage of competing projects has been mitigated by the existence of a ISU, a small unit within DBSA, which is dedicated within DBSA, to the management of the Project.

Financial Management strengths and weaknesses

Strengths

Project financial management will be overseen by the existing DBSA Finance Department. The PIU will be responsible for receiving and reviewing the completeness and appropriateness of invoices and other requests for payment. The actual capturing of those invoices and their actual settlement will be made by and through the existing DBSA payments system.  While the DBSA has its own existing Administrative and Accounting Procedures Manual a small update has to be made to this to incorporate the new positions at the ISU, and how they relate to existing DBSA structures. The production of this enhanced Administrative and Accounting Procedures Manual will be circulated to the Bank for comment. 

Weaknesses

There are no known weaknesses.

Financial management System and Reporting

Organizational Structure

A ISU has been established specifically for the management of the Project, and will be in day to day management of the Project's operations. In addition to a Coordinator, the CCU will be supported by the Finance/Procurement Specialist.

Admin and Accounting Procedures Manual

Project financial management will be based on the existing DBSA financial management system. The DBSA already has a comprehensive Admin and Accounting Procedures Manual.  The manual will need to be revised to incorporate the new ISU’s activities, elaborate on the flow of funds channeled for the IBRD/GEF funding.

Accounting System

The accounting system for the proposed Project will be based on computerized systems at the DBSA. The objectives of the systems will include the achievement of :

· Proper recording of assets, liabilities, revenues (where applicable) and expenditures of the Project; 

· Providing accurate and timely management information; 

· Providing timely and accurate information for use by other stakeholders in the formats that they require; and

· Supporting the preparation of statutory and other audits.

The accounting systems must support the general principles of equity, economy, efficiency, and effectiveness. With regards to the Bank’s requirements, DBSA will coordinate and collate the quarterly progress reports. These reports must be able to support the production of quarterly FMRs which integrate Project accounting, procurement, contract management, disbursement and physical progress of activities on the ground.

Reporting (Financial Monitoring Reports)

Formats of the various periodic financial monitoring reports, to be generated from the financial management system, will be developed to provide quality and timely information to project management and various stakeholders on project performance.

The following minimum quarterly FMRs will be produced :

· Financial Reports; 

· Sources and Uses of Funds by Activity and Component; 

· Special Account Reconciliation; 

· Physical Progress Report; and 

· Procurement Monitoring Report

Project Financial Statements

The Grant Agreement will require the submission of audited financial statements to the Bank within six months after the financial year-end. The Financial Statements will consist of:

· A Statement of Sources and Uses of Funds which recognizes all cash receipts, cash payments and cash  balances controlled by the Project; 

· The Special Account Reconciliation; and 
· The Accounting Policies Adopted and Explanatory Notes. The explanatory notes should be presented  in a systematic manner with items on the Statement of Sources and Uses being cross referenced to any related information in the notes. Examples of this information include: 

- a summary of fixed assets by category of assets; 

- copy of FMRs; and 

- a Management Assertion that Bank funds have been expended in accordance with the intended purposes as specified in the relevant World Bank legal agreement.

2. Audit Arrangements

Internal Audit

DBSA has an in-house internal audit department.

External Audit

For the DBSA external audit will be carried out annually by the Controller and Auditor General (CAG) or such other person as may be approved by the CAG. The external audit will cover all World Bank funds and counterpart funds at all levels of Project execution. The auditor will be required to express an opinion on the audited project financial statements only, in compliance with International Standards on Auditing (IFAC/INTOSAI pronouncements) and submit the audit report within six months of the end of the financial year. In addition, detailed management letters containing the auditor's assessment of the internal controls, accounting system and compliance with financial covenants in the Grant Agreement, and suggestions for improvement will be prepared and submitted to management for follow-up. Whilst the Bank is satisfied with the Auditor General Standards, the agreed audit terms of reference will need to be reviewed for compliance with the requirements of the Bank.

Supervision

Financial management supervision will be carried out regularly by the Financial Management Specialist (FMS) at least once a year. 

The FMS will:

· Conduct a financial management supervision shortly post effectiveness; and 

· Review the annual Audit Reports and Management Letters from the external auditors and follow-up on material accountability issues by engaging with the Task Team Leader, Client, and/or Auditors.

3. Disbursement Arrangements

The flow of funds arrangements for the Project will entail the operation of the following bank accounts: 

Bank/GEF funds: A Rand denominated Special Account will be operated by the counterpart and held at a local commercial bank acceptable to the Bank. The Bank will disburse an initial advance from the proceeds of the Grant into the DBSA Special Account. Replenishment will be through submission of FMRs. 

Counterpart funds will be allocated through the entities’ normal budget processes.   Details of the necessary authorizations and the bank account signatories should be documented as part of an Administrative and Accounting Procedures Manual to be prepared by the ISU.

Disbursements from the Grant will be made on the basis of FMRs. The Bank will advance an initial amount equivalent to three months worth of average Project expenditures from the proceeds of the Grant into the Special Account. The advance to the Special Account will be used by the recipient to finance the Bank’s share of Project expenditures under the Grant.

Where necessary, the direct payment method, involving direct payments from the Grant Account to third parties for services, may be utilized upon the recipient’s request. Payments may also be made to a commercial bank for expenditures against IBRD special commitments covering a commercial bank’s Letter of Credit. The Bank’s Disbursement Letter will stipulate the minimum application value for direct payment and special commitment procedures.  

Conclusion

The overall conclusions of the current financial management assessment are that:

· The proposed financial management arrangements satisfy the Bank’s minimum requirements for financial management at the Project; and

· Overall Project financial management risk is assessed as low. 

Technical Annex 8: Procurement Arrangements

A. General

The entire procurement under this project involves selection and employment of consultants in the following broad areas: project management, policy formulating, capacity building (including training and workshops), monitoring and evaluation and management associated with implementing the Project.
Contracts for Consulting services by firms or individuals will be awarded in accordance with the Bank's Guidelines for Selection and Employment of Consultants by World Bank Borrowers dated May 2004, and the provisions stipulated in the Grant Agreement. The Bank's Standard Request for Proposals (RFP), the appropriate Forms of Contracts (lump sum, time-based, and/or simplified contracts for short-term assignments and individual consultants) as well as the Sample Form of Evaluation Report for the Selection of Consultants will be used.  For each contract to be financed by the Grant, the different procurement methods or consultant selection methods, the need for pre-qualification, estimated costs, prior review requirements, and time frame are agreed between the Grant Recipient and the Bank in the Procurement Plan. The Procurement Plan will be updated at least annually or as required to reflect the actual project implementation needs and improvements in institutional capacity.

Selection of Consultants : The DBSA will obtain consultant services in the form of technical assistance including implementation support through consultant contracts with firms and individuals. These consultants will assist the DBSA in a suite of activities such as: project management, policy formulating, capacity building (including training and workshops), monitoring and evaluation and management associated with implementing the Project. The selection of consultants will be done in the following manner:

· For contracts estimated to cost less than US$500,000 equivalent per contract, the shortlist may contain entirely national consultants;

· Quality-and-Cost-based Selection: All consulting service contracts valued at more than US$200,000 equivalent will be awarded through the Quality and Cost Based Selection (QCBS) method in accordance with the provisions of Section II, paragraph 3 of Appendix 1 and Appendix 2 thereto, as per the Consultants’ Guidelines;

· Selection Based on Consultants Qualifications (applicable to selection of Firms): This method may be used for assignments, valued at less than US$200,000 equivalent per contract, for which the need for preparing and evaluating competitive proposals is not justified. In such cases, the DBSA will follow the procedures as per paragraph 3.7 of the Consultants’ Guidelines - "the Client will prepare the TORs, request expressions of interest and information on the consultants' experience and competence relevant to the assignment and establish a short list, and select the firm with the most appropriate qualifications and references. The selected firm shall then be asked to submit a combined technical and financial proposal for consideration and contract negotiation";

· Services of Individual Consultants meeting the requirements of Section V of the Consultant Guidelines will be selected under the provisions for the Selection of Individual Consultants method. Individual Consultants (IC) will be selected through comparison of curriculum vitae against job description requirements of those expressing interest in the assignment, or those having been identified directly by DBSA. Civil servants cannot be hired as consultants under the project;

· Services which are estimated to cost less than US$100,000 equivalent per contract, may, with the Bank’s prior agreement, be procured in accordance with the provisions of paragraph 3.9 to 3.13 of the Consultants’ Guidelines. 

B. Assessment of the agency’s capacity to implement procurement

DBSA will be responsible for all the procurement activities including contract management. An assessment of the capacity of the Implementing Agency to implement procurement actions for the project has been carried out by the Lead Procurement Specialist, Africa Region. The following summarizes the findings from the assessment. 

· During the year 1997-1999, DBSA successfully administered PHRD Grant No. TF027018 amounting to US$1 million. All procurements under the Grant were done using the Bank's Procurement Guidelines. The total number of contracts handled were 12, and this included handling of all contract management issues. 

· During the year 2002-2004, DBSA, on behalf of the South Africa National Treasury, successfully handled all procurement activities (i.e. mainly selection of consultants) under the Municipal Financial Management TA Project (IBRD Loan 7146). The total amount of contracts awarded was over US$12 million using QCBS method.

· All Procurement activities will be handled by a team of four professionals, who have adequate experience in handling Bank financed contracts. They will be responsible for handling all financial and accounting aspects of contract management.

The overall project risk for procurement is Low.

C. Procurement Plan

The Borrower, at appraisal, developed a procurement plan for project implementation which provides the basis for the procurement methods. This plan will be agreed between the Borrower and the Project Team on [date] and is available at [provide the office name and location]. It will also be available in the project’s database and in the Bank’s external website. The Procurement Plan will be updated in agreement with the Project Team annually or as required to reflect the actual project implementation needs and improvements in institutional capacity.

D. Frequency of Procurement Supervision

In addition to the prior review supervision to be carried out from Bank offices, the capacity assessment of the Implementing Agency has recommended one  supervision mission per year to visit the field to carry out post review of procurement actions.

E. Details of Proposed Major Contracts under the Grant  

Consulting Services

(a) List of consulting assignments 

	1
	2
	3
	4
	5
	6
	7

	Ref. No.
	Description of

Assignment
	Estimated

Cost (US$ equivalent)
	Selection

Method
	Review

by Bank

(Prior /

Post)
	Expected

Proposals

Submission

Date
	Comments
Completion Date

	Renewable Energy Power Generation

	1.  Policy and institutional framework

	1.1
	Principles governing electricity supply market organization and rules; NER detailing of market rules, etc
	$500,000
	QCBS
	Prior
	?
	?

	1.2
	Updating resource specific supply curves in terms of total (10,000GWh) target, and corresponding green premium and financing requirements
	$700,000
	QCBS
	Prior
	?
	?

	1.3
	Detailing options for financing green premiums
	$325,000
	QCBS
	Prior
	?
	?

	1.4
	Analysis of alternatives to market-based mechanisms, such as mandated markets
	$125,00
	SBCQ
	Prior
	?
	?

	 2.  Capacity building

	2.1
	Capacity building, including BEE, for  renewable power generation 
	$1,450,000
	QCBS
	Prior
	?
	?

	2.2
	Resource information development and dissemination; program promotion 
	$1,050,000
	QCBS
	Prior
	?
	?

	2.3
	“Help Desk” to guide renewable power project developers
	$1,100,000
	QCBS
	Prior
	?
	?

	 3.  Implementation support

	3.1
	Due diligence on specific projects supported by Govt.
	$300,000
	QCBS
	Prior
	?
	?

	3.2
	Monitoring & evaluation of power generation projects and mid-term review of feasibility of total target
	$375,000
	QCBS
	Prior
	?
	?

	3.3
	Project coordination and implementation
	$500,000
	QCBS
	Prior
	?
	?

	Commercial Solar Water Heating

	4. Capacity building

	4.1.
	Standards setting, promotion,
	$325,000
	QCBS
	Prior
	?
	?

	5.  Implementation support

	5.1
	Establish and operate ‘participating CSWH company program’
	$1,200,000
	QCBS
	Prior
	?
	?

	5.2
	Monitoring and evaluation
	$250,000
	QCBS
	Prior
	?
	?

	5.3
	Project coordination and implementation
	$100,000
	With item 3.3
	Prior
	?
	?

	
	TOTAL
	$8,300,000
	
	
	
	


(b) Taking full cognizance of the existing procurement capacity at DBSA, the Bank will prior review contracts above US$500,000 for consulting firms and above US$100,000 for individual consultants. Prior Bank review will apply for: (i) Terms of Reference (TOR) for all consultancy services; (ii) selection procedures, short-lists and Request for Proposals (RFP), technical evaluation reports, final evaluation reports, and draft contracts when the estimated cost of the contract exceeds US$100,000 for individual consultants and US$500,000 for firms; and (iii) contract amendments as per para 3 of Appendix 1 to the Guidelines. Contracts not subject to prior review will be post reviewed in accordance with Appendix 1 of the Guidelines.
(c) Short lists composed entirely of national consultants: Short lists of consultants for services estimated to cost less than US$500,000 equivalent per contract, may be composed entirely of national consultants in accordance with the provisions of paragraph 2.7 of the Consultant Guidelines.
Technical Annex 9: Economic and Financial Analysis 

Economic analysis: This project will mainly develop the framework under which renewable energy power generation projects will be undertaken by the private sector. Since none of the investments, apart from those in commercial solar water heating, will be financed under this project, nor formal economic analysis is required for those investments. However, it is clear that the investments undertaken will be in South Africa’s economic interest after taking account of the global carbon externality. 

In particular, while the Government has set a target of 10,000 Gwh of renewable energy power generation, it has not mandated the utility or any one else to purchase any amount of renewable energy power; instead, the Government will set up a framework under which the bulk of the projects will be voluntarily undertaken by South African investors and external carbon financiers. Since there are no significant exchange rate distortions, it follows that, after taking account of the global carbon externality, these projects are in South Africa’s economic interest.

For commercial solar water heating, in the absence of any significant taxes or Government subsidies, the decision of individual commercial establishments to purchase these systems implies that they will enjoy savings over the conventional electric systems, which in turn implies that there are savings for the country as a whole, i.e., the projects are justified on an economic basis. This is reinforced by the fact that a small number of such systems are already being bought and sold in South Africa, without any Government interventions. In this situation, the purpose of the catalytic GEF grants, which reflect the global carbon externality, is to help reduce the barriers facing the system suppliers, so that these subsidies do not significantly alter the economic rationale for these systems. It should be noted that the grants will be provided after the systems are sold, i.e, in the form of results-based aid, so that they will retain the incentives for firms to minimize their costs.
Financial Analysis:

The commercial solar water heating investments supported under this project will involve the purchase of these systems by individual commercial customers from independent private sector vendors. It follows that these investments will be viable from the viewpoint of the buyers and sellers, and that the buyers will have a strong incentive to maintain their systems over time.

This project will not have any fiscal impacts on the Government, apart from the counterpart funds required for this project. Overall, the Government’s fiscal position is sound, and these expenses will be within the Government’s MTEF.

Technical Annex 10: Safeguard Policy Issues

SOUTH AFRICA: Renewable Energy market Transformation

TA and Capacity Building
The overall objective of the project is the creation and/or strengthening of the organizations and institutions that would help the Government meets its renewable energy target. The capacity areas covered would be the policy setting, promotion, regulation, service provision, and monitoring/evaluation of renewable energy power generation. The agencies covered would include DME, National Energy Regulator (NER), and potential project sponsors and financiers. 

The project development objective is to enhance environmental sustainability in South Africa’s energy sector by facilitating significant reduction in South Africa’s GHG emissions. The Dept. of Minerals and Energy will contract DBSA to be the implementing agent for the project.

Investments
Commercial Solar Water Heating (CSWH).  The project will support expansion of South Africa's nascent solar water heating industry by promoting installation of systems for solar water heating for commercial, institutional, and industrial applications; this will be coordinated with. a UNDP/GEF program aimed at the residential market.
There are already a few companies serving the CSWH market in South Africa, without any subsidies or other incentives; however, they face some barriers which makes it difficult for them to scale-up. The near-commercial nature of the CSWH presents good prospects for rapid take-off during the project with GEF support. 

The project-supported solar water heating investments will be installed in existing institutional, commercial, and industrial facilities, within the confines of their facility perimeters.  In most cases, the solar arrays will be installed on rooftops of existing buildings, but ground mounting of the arrays is possible.  The associated water storage tanks, pumps, water softening equipment, etc., will for the most part be installed inside existing buildings but in any case will be in close proximity to the associated (existing) institutional, commercial, or industrial uses of the hot water.  No new land taking is envisioned for the investments.

Renewable energy power generation.  This project is expected to trigger significant private sector investments in renewable energy power generation; these investments will be financed outside of the REMT project by a combination of private equity and debt, with debt financing facilitated by an output-based revenue stream provided by external ‘carbon funds’ such as the Prototype Carbon Fund.  
Project location 

Project supported solar industrial process heating investments will be installed primarily in the major cities:  Johannesburg, Pretoria, Capetown, etc., but eligibility for the program is country-wide.

Safeguard Policies that might Apply

The technical assistance and solar water heating investments in the project are not expected to present any environmental or social risk.  Solar water heating is not a ‘listed activity’ with respect to South African environmental requirements, and therefore would not be subject to the environmental screening or environmental assessment process.  Since the project does not involve any land taking, and the only construction will be within the perimeter of existing institutional, commercial, or industrial establishments, (and in fact, mostly on rooftops) no social safeguards are expected to be triggered.

Technical Annex 11: Project Preparation and Supervision 
Timeline
· PCN review – July 2004

· Initial PID to PIC ​ - 
· Initial ISDS to PIC - 
· Appraisal ​-  April  2005
· Negotiations – June 2005
· Board/RVP approval -  July 2005
· Planned date of effectiveness (consistent with Cover Sheet) – July 2005
· Planned date of mid-term review (if applicable )-  July 2007  
Key institution(s) responsible for preparation of the project. 

The key institution responsible for preparing the project is the Dept. of Minerals and Energy (DME).In addition, detailed discussions have also been had with DBSA and IDT, as they will have key roles in implementation.

Bank staff and consultants
· Arun P. Sanghvi, Lead Energy Specialist

· Malcolm Cosgrove-Davies, Senior Energy Specialist

· V. S. Krishnamkumar

· David V. Phan

· Consultants: Subodh Mathur, Jim Finucane, Nikhil Desai and Trine Refsabek

	Project preparation costs to date
	$ 

	Estimated costs to approval 
	

	Supervision costs
	


Technical Annex 12: Documents in the Project File

· White Paper on Renewable Energy
· Conningarth Economists, Economic and Financial Analysis Due Diligence, Renewable Energy Market Transformation (REMT) Project, Report to the World Bank, June 2004
· Assessment of interest and capacity of South African financial organizations to finance renewable energy investments", August 17, 2004

Technical Annex 13: Statement of Loans and Credits

South Africa:  Renewable Energy Market Transformation
	
	
	
	Original Amount in US$ Millions
	
	
	Difference between expected and actual disbursements

	Project ID
	FY
	Purpose
	IBRD
	IDA
	SF
	GEF
	Cancel.
	Undisb.
	Orig.
	Frm. Rev’d

	P064438
	2004
	GREAT ADDO
	0.00
	0.00
	0.00
	5.50
	0.00
	5.50
	0.48
	0.00

	P075997
	2004
	ZA-CAPE Action Plan (FY04)
	0.00
	0.00
	0.00
	9.00
	0.00
	7.85
	0.35
	0.00

	P076901
	2003
	Municipal Financial Management TA
	15.00
	0.00
	0.00
	0.00
	0.00
	13.37
	7.42
	0.00

	P052368
	2002
	ZA - MALOTI-DRAKENSBERG CONSERV. & DEV
	0.00
	0.00
	0.00
	7.93
	0.00
	7.75
	3.32
	0.00

	P035923
	1998
	CAPE PENINSULA
	0.00
	0.00
	0.00
	12.30
	0.00
	0.56
	12.28
	0.00

	P048606
	1997
	IND.COMPET&JOB CREAT
	46.00
	0.00
	0.00
	0.00
	21.53
	3.02
	24.55
	-1.39

	
	
	Total:
	  61.00
	   0.00
	   0.00
	  34.73
	  21.53
	  38.05
	  48.40
	-   1.39


South Africa
STATEMENT OF IFC’s

Held and Disbursed Portfolio

In Millions of US Dollars

	
	
	Committed
	Disbursed

	
	
	IFC
	
	IFC
	

	FY Approval
	Company
	Loan
	Equity
	Quasi
	Partic.
	Loan
	Equity
	Quasi
	Partic.

	1999
	AEF Bulwer
	0.00
	0.00
	0.19
	0.00
	0.00
	0.00
	0.19
	0.00

	1996
	AEF Carosa Farm
	0.00
	0.09
	0.13
	0.00
	0.00
	0.09
	0.13
	0.00

	2000
	AEF DBS
	0.00
	0.00
	0.75
	0.00
	0.00
	0.00
	0.75
	0.00

	1999
	AEF Dargle Timbr
	0.38
	0.00
	0.00
	0.00
	0.38
	0.00
	0.00
	0.00

	1997/98
	AEF E.R. Medical
	0.00
	0.18
	0.00
	0.00
	0.00
	0.18
	0.00
	0.00

	1999
	AEF Foxtrot Meat
	0.38
	0.00
	0.00
	0.00
	0.38
	0.00
	0.00
	0.00

	1999
	AEF IHS Techno
	0.15
	0.00
	0.65
	0.00
	0.15
	0.00
	0.65
	0.00

	2000
	AEF Tusk
	1.67
	0.10
	0.00
	0.00
	1.67
	0.10
	0.00
	0.00

	1995/96/99
	AFLIFE
	0.00
	5.86
	0.00
	0.00
	0.00
	5.86
	0.00
	0.00

	2002/04
	African Bank
	5.60
	0.00
	0.00
	0.00
	4.04
	0.00
	0.00
	0.00

	2002
	Bioventures
	0.00
	2.52
	0.00
	0.00
	0.00
	1.41
	0.00
	0.00

	2004
	City of Johannes
	30.09
	0.00
	0.00
	0.00
	30.09
	0.00
	0.00
	0.00

	2000
	EDU LOAN
	2.41
	0.00
	0.00
	0.00
	2.41
	0.00
	0.00
	0.00

	2004
	Hernic
	23.89
	4.70
	1.86
	0.00
	5.70
	4.70
	1.38
	0.00

	2004
	Mvela Gold
	0.00
	0.00
	27.95
	0.00
	0.00
	0.00
	27.95
	0.00

	2002
	NAMF
	0.00
	5.00
	0.00
	0.00
	0.00
	0.54
	0.00
	0.00

	2001
	Printability
	5.85
	1.50
	2.36
	0.00
	5.85
	1.50
	2.36
	0.00

	1995
	SAFCF
	0.00
	1.18
	0.00
	0.00
	0.00
	1.18
	0.00
	0.00

	2000/02/03/04
	SAHL
	0.00
	0.66
	0.00
	0.00
	0.00
	0.66
	0.00
	0.00

	1999
	SAPEF
	0.00
	27.22
	0.00
	0.00
	0.00
	26.60
	0.00
	0.00

	2001
	Spier
	16.13
	1.87
	0.00
	0.00
	16.13
	1.87
	0.00
	0.00

	
	Total portfolio:
	  86.55
	  50.88
	  33.89
	   0.00
	  66.80
	  44.69
	  33.41
	   0.00


	
	
	Approvals Pending Commitment

	FY Approval
	Company
	Loan
	Equity
	Quasi
	Partic.

	2000
	EDU LOAN
	0.00
	0.00
	0.00
	0.00

	
	Total pending commitment:
	   0.00
	   0.00
	   0.00
	   0.00


Technical Annex 14: Country at a Glance

South Africa: Renewable Energy Market Transformation
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Note: 2003 data are preliminary estimates.

* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will be incomplete.
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Technical Annex 15: Incremental Cost Analysis

Introduction

The Government’s White Paper on Renewable Energy (2003) sets the following target for renewable energy:

“10,000 GWh (0.8 Mtoe) renewable energy contribution to final energy consumption by 2013, to be produced mainly from biomass, wind, solar and small-scale hydro. The renewable energy is to be utilized for power generation and non-electric technologies such as solar water heating and bio-fuels. This is approximately 4% (1,667 MW) of the estimated electricity demand by 2013 (41,539).”

There are two broad sources that will contribute to this target:

· Renewable energy power generation. A small part of this would be for own use, while the bulk of it would for sale to third parties via Eskom’s grid.

· Using sources of energy other than electricity. Prominent in this category is solar water heating, which is a direct substitute for using electricity for water heating.

Given South Africa’s strong industrial and financial sectors, and the high overall level of capacity in the Government, a 10-year target of 10,000 GWh may appear to be easy for South Africa to achieve. To the contrary, this is an ambitious target, and there remain significant barriers to meeting it, as described below. As long as these barriers remain, there is likely to be limited progress toward achieving this goal.  

In principle, South Africa could take steps on its own to eliminate these barriers; however, long years of being cut off from international trends as well as the earlier  policy of relying heavily on coal make it very difficult for South Africa to move forward on renewable energy on its own. With this in mind, the Government has requested assistance from the World Bank/GEF in overcoming these barriers. 

For this purpose, the Government intends to use the World Bank as a  ‘knowledge bank,’ and not as a lending institution, which is consistent with the overall relationship between the Government and the Bank so far. The key role of GEF in this project is to grant co-finance technical assistance that would jump-start the move towards the 10,000 GWh target by eliminating the main barriers; there is no need for GEF to finance the renewable energy investments themselves, as the lack of funds to finance the costs of renewable projects is not a barrier in South Africa.
The technical feasibility of achieving this target has been demonstrated in a consultant study, which developed a ‘supply curve’ of renewable energy. The study examined specific projects in different sources of renewable energy, such as sugar cogeneration, solar water heating, pulp & paper, wind, etc. The supply curve derived in this study is shown below. and the detailed contribution of each source towards the 10,000GWh target is shown in Table 1.

Note that this aggregate supply curve includes solar water heating, which faces a different competitive environment than the other sources, because water heating competes, effectively, against the retail electricity tariff, while the other sources compete against the wholesale electricity tariff. The implication is that solar water heating is likely to be more attractive than shown in this aggregate supply curve. 


[image: image6]

 SHAPE  \* MERGEFORMAT 
This ‘supply curve’ should not be interpreted to mean that all the potential of a particular renewable resource will be fully used up by the GWh attributed to it. For example, the 240 GWh contribution of Landfill Gas (LFG) is from seven ‘identified projects’ that have been studied in detail, and the additional contribution of 600 GWh is from 57 sites that have been studied in lesser detail. A very conservative approach was adopted for these 57 sites, and it is quite possible that the true potential is twice the estimated amount. A similar conservative approach has been used for the other resources also.

Baseline scenario  

Renewable energy power generation 
While a number of pilots have been proposed for renewable energy power generation in South Africa, they are still at the advanced preparation stage, and have not reached financial closure, including the proposed Darling Wind Farm. All of them represent “special cases,” in the sense that there are specific unique factors that underlie the projects. A common factor is that none of them are financially attractive on their own; given Eskom’s low-cost coal-based power generation, all of them rely on external funds to be financially attractive. Nevertheless, perhaps two or three of these will reach financial closure in the next few years with financial support from official or international funds. 

Table 1: Renewable energy supply curve: Sources

	
	
	First

1,000 GWh
	Next 4,000

GWh
	Total 10,000

GWh target

	Sugar
	sugar mills spare capacity
	55
	55
	55

	
	reduced process steam
	109
	109
	109

	
	full scale cogen
	
	551
	1,380

	SWH
	
	175
	1,000
	3,633

	Pulp &Paper
	Ngodwana
	65
	65
	65

	
	additional projects
	20
	170
	340

	Hydro
	identified projects
	210
	210
	210

	
	additional projects
	75
	1,000
	3000

	LFG
	identified projects
	240
	240
	240

	
	additional projects
	51
	600
	600

	Wind
	
	0
	0
	308

	Total
	
	1,000
	4,000
	10,000


Once a Government, and particularly a Government with the extent of the resources that the South African Government commands, officially adopts a target, it seems natural to presume that the achievement of this target is the baseline scenario, with the implication that GEF funds should be used to go beyond this target. However, this is not the case in South Africa, where the Government adopted the target with the expectation that external funds would be available to help the Government achieve the target. In part, this expectation arose from the fact that, in the process of preparing the White Paper on Renewable Energy, the Department of Minerals and Energy (DME) and the World Bank had a lengthy dialog, during which the Government came to view the Bank as a knowledge bank as well as a conduit for external funds. 

At the June 2004 Bonn International Conference on Renewable Energies, South Africa reaffirmed its commitment to the goals set out in the White Paper on Renewable Energy, and clearly laid out the expectation that the World Bank and GEF would be key actors in achieving the White Paper’s goals, as shown by the table below.

As a result, the baseline scenario is that there will be insignificant progress towards meeting the Government’s 10,000 GWh renewable energy target. 

	Leading Actor(s)


	Participating Actor(s)
	Title

	South Africa / Department of Minerals and Energy


	Key government departments, DANIDA, Eskom, GEF, National Electricity Regulator, Central Energy Fund, Development Bank of Southern Africa, World Bank, Association of Commercial Building Owners, ESCOs, South African Qualifications Authority, energy sector, Education and Training Authority, educational institutions, appliance labelling industry, consumer groups, EU, USAID


	The White Paper, the Energy Efficiency and the Appliance Labelling Programme



	South Africa / 1) National Electricity Regulator,

2) Department of Science and Technology


	1) Energy utilities, Central Energy Fund, other energy stakeholders and the donor community,

2) Research bodies


	1) Regulatory Framework for Renewable Energy

2) Research and Development on Renewable Energy



	South Africa / Department of Minerals and Energy


	Development Bank of Southern Africa, UNDP, Central Energy Fund, Eskom, National Electricity Regulator, public/private sector, World Bank, GEF and donor community


	South African Wind Energy Programme




Source: http://www.renewables2004.de/pdf/conference_report.pdf) 

The main barriers to scale-up are: 

· Lack of policy and institutional framework for sale of power into the main grid. The Government has set up working groups to formulate the plans for unbundling Eskom – it is expected that this will lead to the formulation of about six regional electricity distributing companies (REDs), about three generating companies, and a transmission company. Since these working groups do not have a mandate to specifically consider renewable energy, the Government has requested the Bank to assist it in this regard. 

· Absence of readily available reliable basic information about renewable energy resources. This information has the characteristics of a ‘public good’, which no individual developer has any incentive to develop, and therefore has to be developed with public resources. 
· Potential developers’ lack of familiarity with the details of the Government’s approach for promoting renewable energy and the nature and extent of support available for it. The Government’s White Paper on Renewable Energy puts forward broad policy principles and strategies, which is enough to attract potential developers, but not enough to give them concrete guidelines about how to develop individual projects that are consistent with the overall policies. 
· Lack of adequate capacity and knowledge in official agencies, as well as private sector financial institutions that would finance renewable energy investments. While these agencies are generally competent and well-developed, the novelty of  renewable energy investments in a country that has historically relied on coal is responsible for the lack of capacity and knowledge.
Commercial solar water heating 
South Africa enjoys a very high level of solar radiation - between 4.5 and 6.5 kWh/m2 or between 16 and 23 MJ/m2. It is a most promising country for promotion of solar water heating as a carbon avoidance strategy, because of a unique mix of circumstances: high per capita use of electricity for water heating (in turn a function of per capita income and, to some extent, low electricity prices and cold climate); near-total reliance on coal for power generation to meet that electricity demand; and high levels of solar radiation in the areas that use electricity for water heating. 

A UNDP/GEF Medium Sized Project (GEF Project ID 805) has initiated a process of barrier removal to the adoption of small, household-size solar water heaters – including via strengthening standards and testing regime, establishing codes of practice for installation and service, and a demonstration of technologies and financing mechanisms. It targets about 9,000 household-size solar water heaters in peri-urban housing upgrades for low-income residents. 

A few firms in the commercial solar water heater (CSWH) industry
 have managed to set themselves up without external support or Government subsidies, and are supplying a limited number of systems to institutional users such as hotels, hospitals, and hostels.

Discussions with companies and potential customers as well as preliminary financial analysis indicates that there is a considerably large market potential for solar water heating systems in the “commercial/institutional market,” both in the main urban centers and in more remote areas. These customers – e.g., hospitals, hotels – generally need relatively low-temperature (below boiling) hot water round the clock, and frequently have the ability to finance conversions from, or supplements to, existing electric water heaters. In most cases, these systems will help reduce the demand charge that the commercial users pay to Eskom by reducing their peak electricity demand.

The main barriers to scale-up are: 

· Lack of recognized industry best practices, standards and codes – the fledgling CSWH market in South Africa does not have established industry best practices or standards and codes, and the knowledge of the technology among key professional technical and business groups (e.g., designers, developers, general contractors, etc.) in the potential value chain is limited. Without well-established and understood practices and standards, it is difficult for potential customers in the value chain to make informed decisions. Apart from Government standards, it is possible that voluntary or third-party rating of systems may also be value. 
· Potential customers’ lack of familiarity and confidence in the performance of the technology, which is a relative novelty in South Africa.
· Potential customers’ unease at doing business with the CSWH companies, which are small-scale and recently established status, especially as compared with the main competitor, Eskom.
Government Strategy
The Government will set up the policy and institutional framework and financial support schemes to meet its renewable energy target.  The White Paper states: 

“The amount of renewable energy that is actually consumed within the next 10 years will be a function of 

· The regulatory framework with regard to electricity, liquid fuels and housing and building markets.

· The evolving electricity pricing structure.

· The incentives provided.

· The availability of supportive international finance – donor and private – as well as Government funds, to enable implementation.

· The final operational structure of the power sector and the ease of accessing the national electricity grid and wheeling power to end-users. 

· Detailed feasibility results for individual projects. 

· Private investment in renewable energy. 

· Public awareness, as well as the creation of a demand for green electricity in various sectors of the economy. 

· The affordability of renewable energy technology. 

· The market uptake of renewable energy technologies. 

· Voluntary GHG mitigation measures. 

· Enforcement of the CDM.” 

(Department of Minerals and Energy, White Paper on Renewable Energy, p. 25) 

This statement explicitly recognizes the role of donor international finance, such as GEF funds to be provided under this project, in meeting the 10,000 GWh target. 

Project Scenario

In formal terms, the project has a limited scope and reach, as it provides only funds for technical assistance. However, this technical assistance is catalytic in nature, and is designed to help South Africa reach its 10,000 GWh goal. In other words, on looking beyond the specific outputs associated with technical assistance, the ultimate outcome is a jump-start and significant progress towards meeting the long-term target, which will be met many years after this project is over.

Renewable energy power generation 
The project will address the barriers  with Technical Assistance and capacity building, as shown below (please refer to the main text for detailed financial allocations). 

	Barrier
	Strategy

	Lack of policy and institutional framework for sale of power into the main grid.

	· Develop principles and rules specifically targeted at renewable energy power sales in to the grid

· Update “supply curve” to meet target, and likely long-term subsidy requirements (green premiums)

· Develop detailed options for financing green premiums

	Absence of readily-available reliable basic information about renewable energy resources. 

	Develop the information and the system for making it available

	Potential developers’ lack of familiarity with the details of the Government’s approach for promoting renewable energy, and the nature and extent of support available for it. 

	Set up a “Help Desk” to guide potential investors

	Lack of adequate capacity and knowledge in official agencies, as well as private sector financial institutions that would finance renewable energy investments.
	Develop the necessary capacity in this project


These activities will take account of and complement the support to be provided by UNDP under the Darling Wind Farm project.

These activities are expected to trigger significant private sector investments in renewable energy power generation; these investments will be financed outside this project by a combination of private equity and debt, with debt financing facilitated by an output-based revenue stream provided by external carbon funds.  Preliminary analysis indicates the investments would utilize resources such as landfill-gas-to-electricity; bagasse cogeneration in the sugar industry; waste-based generation in the paper industry; small hydro; and possibly wind.

Solar water heating

The project will address the barriers with technical assistance and capacity building, as shown below (please refer to the main text for detailed financial allocations). 

	Barrier
	Strategy

	Lack of industry best practices, standards and codes


	Assist the industry and Government in developing these

	Potential customers’ lack of familiarity with the technology and its performance

	A promotion program targeted at potential customers in the value chain

	Potential customers’ unease at doing business with the companies selling CSWH systems and services

	Initiate a Participating CSWH Company Program 

· The fact that the companies are participating in a program sponsored by an established international agency, which will supervise and verify performance, and that the participation provides performance-based monetary incentives will significantly improve the companies’ status, and make them more credible to potential customers.

· The program will assist companies in a variety of ways on an as-needed basis: e.g., getting certifications that equipment meets standards, equipment performance guarantees in case needed initially, business development services (about $ 250,000 in total) on a cost-shared basis, performance grants (not to exceed $ 250,000 in total) for installed systems that are deemed demonstrative or path-breaking.

· In return, the companies will agree to meet the program’s code of behavior and risk suspension if they fail to meet the code.


These activities are expected to significantly accelerate the commercial solar water heating market. It is estimated that without this project an average of about 10-12 commercial systems will be sold per year for the next four or five years; with the project, it is estimated that about 45-50 systems will be sold per year.  

Calculation of CO2 avoidance

The CO2 avoidance calculations are based on the following assumptions and calculated outcomes.

· Average size of a CSWH system: 300 m2 collector area; 20,000 liter water storage capacity
· Increase in water temperature: To 60 degrees Celsius from 17 degrees Celsius
· Share of solar power in water heating: 70%
· Implied electricity savings per system per day: 1,100 kWh
· CO2 avoided:  1.03 kg/kWh delivered 
· Indirect effect on future CSWH systems: About five times, as the estimated CSWH contribution to the next 4,000 GWh (see Table 1, page 15) is about five times that of the expected contribution for the first 1,000 GWh. 
· Indirect effects on other resources.  The contribution of the other resources is about three times that of CSWH for the next 4,000 GWh (Table 1, page 15).   
Lessons learned and reflected in project design:

Since there has been no significant experience with renewable energy power generation in sub-Saharan Africa, the only available lessons are from experience in other parts of the world. GEF – one of the prime supporters of renewable energy power generation – has sponsored a number of studies that review the worldwide experience, including that in industrialized countries. The main lessons derived from these reviews are:

· Policies that promote production-based incentives rather than investment-based incentives are more likely to spur the best industry performance and sustainability. 

· Power-sector regulatory policies for renewable energy should support IPP/PPA frameworks that provide incentives and long-term stable tariffs for private power producers. 

· Regulators need skills to understand the complex array of policy, regulatory, technical, financing, and organizational factors that influence whether renewable energy projects are viable. 
Project design fully reflects these lessons: the regulatory framework to be developed will create the appropriate incentives and market signals, capacity building will be provided to various actors in the supply chains for renewable energy generation, and subsidies by GEF for commercial solar water heating will follow the principles of output-based aid.

The key features and lessons of other relevant GEF projects are given below.

Wind Power

India. During the 1990s, under the Renewable Resources Project, the GEF and World Bank directly financed 41 MW of wind turbine installations and 45 MW of mini-hydro capacity in India. The project also strengthened the capabilities of the India Renewable Energy Development Agency (IREDA) to successfully promote and finance additional private-sector investments.

GEF support for wind power occurred in parallel with the rapid market growth that emerged in the mid-1990s, fueled by favorable investment tax policies and a supportive regulatory framework. As a result, and in keeping with international trends, installed costs declined from around $1,200/kW in 1991 to $815-1010/kW in 1998. In the 1990s, one-year 100% investment tax depreciation provided large economic gains for installation of wind farm capacity, regardless of the electricity generation from that capacity; as a result, by 2000, almost 1,200 MW of wind capacity had been installed in India, virtually all of that by the private sector. However, many wind turbines are reportedly not operating at all, with no efforts made by the developers to repair

them. A key lesson is that output-based incentives are preferable to investment-based incentives.

China. The emerging experience from the World Bank/GEF Renewable Energy Development project in China highlights the pressing need to address regulatory frameworks and find ways to reduce risks to project developers. The project was designed to finance four newly formed wind farm companies for construction of 190 MW of wind farms in Inner Mongolia, Hebei, Fujian, and Shanghai provinces. These companies were to be jointly owned by the State Power Corporation and subsidiary electric power utilities (at regional, provincial or municipal levels) and would sell power to utilities under power-purchase agreements developed through the project. The costs of wind-generated electricity from these wind companies would be higher than those of conventional electricity generation, but utilities in three provinces (Hebei, Fujian and Shanghai) were initially willing to purchase this wind power from the project developers, because the added costs of wind power were marginal relative to total utility revenue for these three large utilities. This willingness to bear the higher costs disappeared after power sector institutional changes. As a result, plans for 170 MW (out of an original plan of 190 MW) of wind capacity were cancelled. The general lesson suggested by this experience is that some explicit mechanism must be in place to finance the difference between renewable energy and conventional power generation costs – merely relying on the power utility’s willingness to bear the higher costs is not a sound policy.

Costa Rica. In Costa Rica, a significant private-sector wind-power industry has emerged from new dialogue and policy frameworks promoted by a World Bank/GEF project. The private sector installed a 20 MW wind farm and began operating it in 1997. Apparently, early project preparation activities, including institutional and technical feasibility studies, have engendered favorable perceptions and regulatory frameworks for wind (including “iron clad” power purchase agreements). Under the project, an additional 20 MW of wind power capacity has been installed.

A key lesson from Costa Rica is that regulatory frameworks, technology perceptions, and studies that address non-technical issues (and reduce non-technical risks) may be more important that mitigation of perceptions of technical risk through hardware demonstrations. This lesson is similar to that suggested by the Mauritius project described below.

Bagasse Power 

Mauritius. A World Bank/GEF Sugar Bio-Energy project indirectly catalyzed dramatic changes in electricity generation in Mauritius. From 1994 to 1996, the project dispersed $6 million for efficiency investments in sugar mills to provide surplus bagasse for power generation. The project also provided technical assistance and technology demonstrations to promote private/public sector cooperation in power plant ventures and evaluate ways to decrease the transport costs for bagasse and to optimize the use of sugar cane for power generation. This TA helped to formulate a framework for independent-power-producer (IPP) development and an administrative focal point for private/public sector partnership in IPP development.

Small Hydropower 

Sri Lanka.  In Sri Lanka, the World Bank/GEF Energy Services Delivery project begun in 1997 points to the difficult and time-consuming nature of evolving business and regulatory models suitable to a given country and the flexibility needed to support approaches that show promise. The project financed more than 21 MW of small hydro by IPPs, along with a developing regulatory framework, including standardized power-purchase tariffs and contracts (PPAs). The key lesson form this project is that the power purchase tariff offered to IPPs must be carefully structured so that tariffs have some stability over time, and are able to pay for both the energy as well as the capacity that they provide, recognizing that power generation from renewable sources can vary significantly, depending upon nature.

Industrialized country experience

In 1998, with a view toward formulating lessons for developing countries, the Bank's Climate Change Team sponsored a review of the experience of several industrialized countries with renewable energy development. The principal findings of the review are:

· The Renewables Portfolio Standard used in the U.S. is not suitable for developing countries. This scheme requires each retail supplier of electricity to include a specified percentage of renewable energy in its portfolio of electricity supplies, with individual obligations to be tradable.

· Another scheme used in California - the System Benefits Charges - is based on principles that are relevant for developing countries, but its administrative procedures are very complex.

· The Non-Fossil Fuel Obligation (NFFO) scheme used in the U.K. offers a good model for  developing countries. Under NFFO, renewable energy power producers had to bid for subsidies in a competitive manner. A major weakness of NFFO was that its design favored large, deep-pocketed companies, who were in a position to bear the costs of project preparation for bidding, even though they were not in a position to estimate accurately their chances of winning, given the rapidly changing nature of the emerging market.

· The Electricity Feed Law (EFL), used in Germany, Spain and Denmark, proved to be extremely effective in promoting renewable energy power generation. EFL sets a guaranteed premium price for the purchase of electricity from renewable energy. The power utilities are required to pay this premium price from their own resources, and have often resisted this requirement. A frequent criticism of EFL is that there is no pressure to reduce costs.

The framework to be developed in this project will take account of this experience, particularly NFFO and EFL, and propose an arrangement that maintains the cost reduction pressures of NFFO while providing some assurances of the type offered by EFL.

G8 Renewable Energy Task Force

The Okinawa G8 Summit in 2000 created the G8 Renewable Energy Task Force to assess the barriers and to recommend actions to encourage the use of renewable energy in developing countries. Their main findings relevant to this project are:

· Promoting renewable energy can be best done through enlarging markets, increased, focused R&D efforts, and stimulating the market environment in both developing and developed countries. Market creation would reduce costs and widen the provision of services. These are primarily private sector activities within an appropriate regulatory framework. (emphasis added). 
· Creation of widespread commercial renewable energy markets faces significant challenges: mobilizing private capital; developing and aggregating dispersed markets; extending financial services to the retail level; building business and maintenance infrastructure; and scaling up manufacturing. Together, actions taken to overcome these barriers will drive down costs and further increase market size.
Monitoring and Evaluation 

The M&E system will consist of four parts and, to the extent feasible, will be integrated in the preparatory activities for the mid-term review of the White Paper: 

1. Monitoring TA activities: This will consist of indicators of (i) progress of various studies and modalities and level of the implementation of their recommendations  and action plans, and (ii) training and capacity building of various stakeholders.  
2. Monitoring CSWH companies: Key information will be collected about the nature, magnitude and performance of the systems involved (including investments and power generation avoided), the customers’ views about their systems, and the overall activities of the participating companies
3. Monitoring renewable energy power generation:  Key information will be collected about the nature, magnitude and performance of the installations involved, including investments and power generation.
4. Monitoring progress towards the overall 10,000 GWh target: This will be developed as a part of the technical assistance activities under the project, and will be used to assist the Government in its mid-tem evaluation of its overall target. 
	Incremental Cost Matrix

	Component


	Benefits/Costs
	Baseline
	Alternative
	Incremental

	Renewable Energy Power Generation
	Global Environmental Benefits
	Insignificant progress towards White Paper target 
	Strong progress towards White Paper 10,000 GWh target; comprehensive, catalytic framework and capacity to support renewable energy power generation 
	Jump start of renewable energy development; elimination of barriers that impede renewable energy power generation will accelerate investments, which will be financed outside this project

	
	Domestic Benefits
	Job creation and Black Economic Empowerment in emerging industry 
	Job creation and Black Economic Empowerment in emerging industry
	None

	
	Costs
	$2.0 million Government
	$6.425 million Government and GEF
	$4.425 million GEF

	Commercial Solar Water Heating
	Global Environmental Benefits
	Private sector sales will continue at slow rate, with limited Government support
	Promotion program and support to companies under a Participating CSWH Company Program will accelerate sales
	Elimination of barriers will accelerate sales of commercial solar water heating systems

	
	Domestic Benefits
	Private sector profits
	Private sector profits
	None

	
	Costs
	$2.8 million, of which Government $0.3 million, private sector $2.5 million
	$10.875 million, of which  Government and GEF $1.875 million, private sector $9.0 million 
	$8.075 million, of which GEF $1.575 million, private sector $6.5 million

	TOTAL
	Global Environmental Benefits
	Slow progress towards overall renewable energy target; 15-year cumulative value of CO2 emissions avoided by CSWH systems would be about 0.25 million tons 
	Accelerated progress towards overall renewable energy target; 15-year cumulative value of CO2 emissions avoided by CSWH systems would be about 1.25 million tons
	· Increased direct progress towards overall renewable energy target; 15-year cumulative value of CO2 emissions avoided by CSWH systems would be about 1.0 million tons.

· Indirect effects would be about five times this, based on the estimated long-run contribution of CSWH, i.e., about 5 million tons CO2 emissions, for a total of 6 million tons

· Indirect effect on other renewable resources would be about three times that on CSWH, based on estimated contribution to target, i.e., about 18 million tons. About 10% of this would be in the project period.

	
	Domestic Benefits
	Job creation, Black Economic Empowerment, private profits
	Job creation, Black Economic Empowerment, private profits
	None

	
	Costs
	$4.8 million, of which Government $2.3 million, private sector $2.5 million
	$17.3 million, of which Government and GEF $8.3 million, private sector $9.0 million
	$12.5 million, of which GEF $6.0 million, private sector $6.5 million


Technical Annex 16: STAP Expert Review and Response
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September 12, 2004

To: 
Ndesai@worldbank.org, smathur@worldbank.org
From:
Daniel M. Kammen

Re:
Review of GEF Project Renewable Energy Market Transformation Project (P078093)


(Revised Memo Based on 9-11-04 Comments and Clarifications provided by Nikhil Desai)

Summary:

This project seeks to build experience and remove barriers to the growth of renewable energy capacity within South Africa, and specifically within the large and generally successful utility, ESKOM.  The project goal is an excellent one: to expand the use of renewables – that are not required under federal law or under any international treaty to 4% (1,667 MW) of the estimated electricity demand by 2013.   The project also could be coupled to several ongoing rural PV projects in South Africa (e.g. joint Shell-ESKOM activities), but otherwise it is a sound plan, and for $6 million of international GEF support, is a highly effective way to assist one of the largest utilities to speed the introduction and grow the share of renewable energy used in their supply mix.  

The most significant problem with the document is the lack of analytic analysis in Annex 15, the incremental cost analysis.

This project should be approved.

Major Comments:

Page 8: A clarification may be needed.  On this page the PCD states that:

This project is expected to trigger significant private sector investments in renewable energy power generation; these investments will be financed outside this project by a combination of private equity and debt, with debt financing facilitated by an output-based revenue stream provided by external ‘carbon funds’ such as the PCF. 

This statement directly follows a paragraph/discussion of the solar water heater component of the project.  Additional discussion and analysis is needed to back up this assertion.  There are a number of counter-examples to this optimistic assessment, which may be true, but stands rather undocumented at this point.

Page 10: the statement, “For renewable energy, the conventional approach of the Bank, including GEF, financing renewable energy power generation investments was rejected”.  This statement should be expanded and more fully explained.

Page 12: For rural grid productive uses, “There is limited concern about the sustainability and replicability of the frameworks developed under this component”.  This statement is at odds with some of the experiences of rural communities in making use of electrical services that are focused on basic services (e.g. lighting) and luxury goods.  A concerted effort is needed to make rural productive uses a widely useful operation.

Page 16: Presumably the plans to facilitate IPP or household power sales to the grid include discussion of net metering technologies.  With very inexpensive dispatchable base-load coal the dominant form of power production, real-time pricing would not seem to be a particularly viable option.

Page 32.  A number of potential project weaknesses should be discussed: issues with supporting rural productive uses; the very real potential that the 10,000 GWh target might not be met; the possibility that international Prototype Carbon Fund financing may not be available, etc ….

Annex 15 – Incremental Cost Analysis

The incremental cost analysis is not presented in a standard, or even suitably analytic framework.  There is extensive discussion of global and national energy policies pertaining to carbon emission reductions, but there is relatively little in the way of analytic comparisons of realistic scenarios to grow the non-fossil sector within ESKOM.  This should be addressed by adding: a) a set of scenarios for ‘high’, ‘medium’, and ‘low’ renewable energy penetration rates (as a faction of the 10,000 GWh; b) the need for a $/tCarbon metric of avoided costs; c) a more complete analysis of the long-run avoided costs that ESKOM will likely experience and how this could be used to build the clean energy market (through green pricing, investment incentives, etc …).

This comment is withdrawn based on the explanation provided by N. Desai:

GEF procedures and rules require incremental cost analysis to underpin the activities being directly supported in the project, i.e., the two activities listed in para 3. While it is true that renewable energy power generation is more expensive than Eskom’s coal-based generation cost, no incremental cost analysis related to this is required in the project as this type of generation is outside the project, and no GEF funds are being provided for these investments.

Page  46.  the long-run avoided cost of ESKOM is listed at 3.5 cents in the text, yet at ~ 2 cents in  Annex 15.

Page 47; A more complete discussion of the potential benefits of standards and codes – or on voluntary or third-party rating of systems may be of particular value to this project.  These mechanisms should be considered.

Minor Comments:

The PCD includes as a justification for the project the statement that within ESKOM there is a, “lack of familiarity with international ‘carbon funds.’”  This is somewhat odd; certainly this is possible, even likely, at a middle-management level, but at the division leadership levels, there is world-class experience in these areas. Perhaps a translation of this sentiment is that with a long history of experience with a long history of almost exclusively coal, that there is a strong reluctance to consider any (higher cost) alternatives.  ESKOM has, however, engaged in a number of renewable energy and low carbon projects, such as the Shell-ESKOM photovoltaics effort mentioned above, as well as a number of earlier renewable energy efforts.
Page 5: Change, “Commercial solar water heating capacity installed.” To “The installation of commercial solar water heaters”.

Page 10 & 17.  Lessons from other projects beyond the Indonesian one cited could provide crucial lessons, including both positive and negative lessons from the PVMTI effort, and the NRECA supported rural electrification efforts in Latin American.  The conclusions from the recent World Bank report, Productive uses of renewable energy A Review of Four Bank-GEF Projects by Kamal Kapadia. 
Page 14 & 34: The internal or external nature of the DBSA Audit is not specified.
Page 21: The Energy Development Research Center at UCT would seem to be a natural entity to be involved in the design of management and evaluation strategies for the project.  It is recommended that they be consulted and potentially integrated into this process.

Page 23. The executive summary of the report by Conningarth Economists should be included in the document.

Page 25.  More details on the potential or plans for the DME’s green premium payment plan could be included.  Given the low cost of electricity in RSA and the relative affluence of some of the population, this may be a key mechanism to develop IPP capacity and finance some of the initial renewable energy projects.

Page 40: Unclear sentence, “This project will not have any fiscal impacts on the project …”.

IA Response to STAP Expert  Review

Overall. The review is a strong endorsement of the project concept as well as the level of GEF funds sought for this project, with no major suggestions for change in the project design and key details. As such, it provides a strong foundation for GEF approval of this project.

Approval. The STAP reviewer approves the project, and states that “for $6 million of international GEF support, [the project] is a highly effective way to assist one of the largest utilities to speed the introduction and grow the share of renewable energy used in their supply mix.”  

Problems. The reviewer states that “the most significant problem with the document is the lack of analytic analysis in Annex 15, the incremental cost analysis.” It should be noted that the reviewer has withdrew this comment, following some clarification by the project team. 

Other comments. The review also contains a number of ‘major’ and ‘minor’ comments, most of which seek some clarification or additional information in the project document. All of these have been addressed fully in the revised project document, as shown below in detail.

__________________________________________________________________

Specific Reviewer Comments and Project Team Response

Major comments

Comment

Page 8: A clarification may be needed.  On this page the PCD states that:

This project is expected to trigger significant private sector investments in renewable energy power generation; these investments will be financed outside this project by a combination of private equity and debt, with debt financing facilitated by an output-based revenue stream provided by external ‘carbon funds’ such as the PCF. 

This statement directly follows a paragraph/discussion of the solar water heater component of the project. Additional discussion and analysis is needed to back up this assertion. There are a number of counter-examples to this optimistic assessment, which may be true, but stands rather undocumented at this point.

Response

There was no intention to assert that the solar water heater component would trigger investments in renewable energy power generation. The project document has been edited to avoid this confusion; see section B3 of the Project Appraisal Document. 

Comment

Page 10: the statement, “For renewable energy, the conventional approach of the Bank, including GEF, financing renewable energy power generation investments was rejected”.  This statement should be expanded and more fully explained.

Response

This has been done in the text. The conventional approach in Bank-GEF projects is to provide funds for both TA and investments. This is basically a TA project, and investments in renewable energy power generation will be financed outside this project; see section B3 of the Project Appraisal Document. 
Comment

Page 12: For rural grid productive uses, “There is limited concern about the sustainability and replicability of the frameworks developed under this component”.  This statement is at odds with some of the experiences of rural communities in making use of electrical services that are focused on basic services (e.g. lighting) and luxury goods.  A concerted effort is needed to make rural productive uses a widely useful operation.

Response

No response is provided to this comment as this component does not feature renewable energy and is not being supported by GEF. 

Comment

Page 16: Presumably the plans to facilitate IPP or household power sales to the grid include discussion of net metering technologies.  With very inexpensive dispatchable base-load coal the dominant form of power production, real-time pricing would not seem to be a particularly viable option.

Response

These plans will be formulated during the project with GEF support. Net metering and real-time pricing will be considered at that time, along with other more attractive options. 

Comment

Page 32.  A number of potential project weaknesses should be discussed: issues with supporting rural productive uses; the very real potential that the 10,000 GWh target might not be met; the possibility that international Prototype Carbon Fund financing may not be available, etc ….

Response

(i) No response is provided to this comment as this component does not feature renewable energy and is not being supported by GEF. (ii) While the target of 10,000 GWh is outside this project, a discussion about its achievability has been added to section C4 of the PAD. (iii) The availability of international Prototype Carbon Fund financing is outside this project; however, a discussion on availability of external carbon funds has been amplified in section C5 of the PAD.

Minor Comments

Comment

The PCD includes as a justification for the project the statement that within ESKOM there is a, “lack of familiarity with international ‘carbon funds.’”  This is somewhat odd; certainly this is possible, even likely, at a middle-management level, but at the division leadership levels, there is world-class experience in these areas. Perhaps a translation of this sentiment is that with a long history of experience with a long history of almost exclusively coal, that there is a strong reluctance to consider any (higher cost) alternatives. ESKOM has, however, engaged in a number of renewable energy and low carbon projects, such as the Shell-ESKOM photovoltaics effort mentioned above, as well as a number of earlier renewable energy efforts.
Response

This point has been dropped from the revised project document. 

Comment

Page 5: Change, “Commercial solar water heating capacity installed.” To “The installation of commercial solar water heaters”.

Response

Change made.
Comment
Page 10 & 17.  Lessons from other projects beyond the Indonesian one cited could provide crucial lessons, including both positive and negative lessons from the PVMTI effort, and the NRECA supported rural electrification efforts in Latin American.  The conclusions from the recent World Bank report, Productive uses of renewable energy A Review of Four Bank-GEF Projects by Kamal Kapadia. 
Response

No response is provided to this comment as this component does not feature renewable energy and is not being supported by GEF. 

Comment
Page 14 & 34: The internal or external nature of the DBSA Audit is not specified.
Response

This has been done.

Comment
Page 21: The Energy Development Research Center at UCT would seem to be a natural entity to be involved in the design of management and evaluation strategies for the project. It is recommended that they be consulted and potentially integrated into this process.

Response

This has been discussed with the Government, and it has been decided not to involve any outsider in this design process, given the fairly straightforward nature of the monitoring and evaluation.

Comment
Page 23. The executive summary of the report by Conningarth Economists should be included in the document.

Response

Due to an oversight, this report does not include an Executive Summary, and hence it cannot be included.

Comment
Page 25.  More details on the potential or plans for the DME’s green premium payment plan could be included.  Given the low cost of electricity in RSA and the relative affluence of some of the population, this may be a key mechanism to develop IPP capacity and finance some of the initial renewable energy projects.

Response

These plans will be formulated during the project with GEF support. No additional information is available now

Comment
Page 40: Unclear sentence, “This project will not have any fiscal impacts on the project …”.

Response

This typographical error has been corrected.

Comment
Page  46.  the long-run avoided cost of ESKOM is listed at 3.5 cents in the text, yet at ~ 2 cents in  Annex 15.

Response

This typographical error has been corrected.

Comment
Page 47; A more complete discussion of the potential benefits of standards and codes – or on voluntary or third-party rating of systems may be of particular value to this project.  These mechanisms should be considered.

Response

The text has been amended to reflect this concern.

Technical Annex 17: GEF Secretariat and other Agencies’ Comments and IA/ExA Response

GEF Secretariat Review Sheet at pipeline entry

Comment: Further justification on the need for SHW subsidies in accelerating the market. 

Response: See Annex B, Incremental Cost Analysis. The thrust of the subsidies is to provide indirect support to companies via overhead activities such as standards and promotion, and direct support via a Participating Company Program, which will make it easier for companies to do business with potential customers.   

Comment: Further definition of market transformation activities for SHW, including promotion/awareness raising, codes and standards, and other activities which may be necessary beyond subsidies, such as business development and assistance for installers. 

Response: These are defined in the Technical Assistance component of the project. In particular, a promotion campaign aimed at hotels and other large establishments is planned, and codes and standards will be developed in collaboration with the South Africa Bureau of standards. Given South Africa’s relatively mature commercial environment and technical capacities, it was determined that assistance to installers or business development services are not necessary. 

Comment: A full discussion of the complementarity of this project with the UNDP wind power project, and how the two will integrate their efforts. 

Response: Unlike the UNDP project, this project does not include financing for any investments in renewable energy power generation. However, the lessons learned from the UNDP wind power project will be reflected in the framework developed during the course of implementation for further projects that will help meet the 10,000 GWh target. 

Comment: Lessons from GEF solar hot water projects in Morocco and Tunisia should be incorporated into the project design and described in the project brief for GEF Council. Lessons from the recent GEF report The GEF Energy-Efficient Product Portfolio are also relevant. Other power sector policy and financing lessons available from Bank/GEF projects in Sri Lanka (small hydro), China (wind/RPS), Mauritius (bagasse power generation), Costa Rica (wind), and India (wind) should also be incorporated in project design and referenced in the brief. 

Response: This has been done. 

Comment: UNDP comments on concept can mostly be addressed in writing the project brief. In particular, how the project design benefits from lessons and experience on grid PPAs and domestic SHW described in UNDP comments. 
Response: UNDP experience on grid PPAs will be considered in the framework design. UNDP’s lessons learned in setting standards for solar water heating will be utilized in this project. 

GEF Secretariat Review Sheet at work plan entry

Comment: An endorsement letter by an unknown "GEF Coordinator" has been submitted that endorses the project proposal "Adoption of renewable energy by removing barriers and reducing implementation costs", dated Jan 6, 2005

The title page still refers to the 2002 letter conditionally endorsing a "project to address the adoption of renewable energy by removing barriers and reducing implementation costs".

Response: This was simply an error on our part. We had already received the correct letter dated March 9, 2004, which is now attached.

Comment: It is still It is still unclear, however, what is the long-term outlook for renewables in RSA (beyond the 10,000 GWh) and how the project contributes to it. In particular, no indicators to that effect are included in the log-frame.

Response: Please see pages 2-3 of the Executive Summary.

Comment: Financial viability remains problematic due to low background power prices. Please identify options.

Response:  Please see page 8 of the Executive Summary. 

Comment: The landfill gas potential in RSA will be more or less exhausted after this project. Please comment on the growth potentials for the other types of investments (not only for CSWH), and on the question to what degree self-sustaining market growth will be triggered by this project.

Response: Please see page 14, Annex A of the Executive Summary.
Comment: However, the number and quality of the indicators used for M&E is not sufficient. Please revisit. In particular, include indicators at least for the following:

· energy produced from installations

· cofinancing

· outputs for each subcomponent

· investments into on-grid renewables

Please ensure consistency between the various spots in the executive summary and project document that allude to the indicators.

Please ensure that the M&E provisions including the logframe follow GEF policies.

Response: Please see page 5, page 24 and Annex B of the Executive Summary. 
Comment: Please include productive use component as "associated financing."

Please include all investments that are needed to attain the development or global environment objectives as "leveraged financing" if they are not tracked in the M&E framework.

Response:  Please see cover page and table on page 9 of the Executive Summary.
Comment:  The problem [of coordination with UNDP] is touched upon. Necessity for coordination is acknowledged. No specific coordinating activities are proposed.

Response:  Please see page 11 of the Executive Summary.
Comment:  Please clarify/improve indirect CO2 savings, sum of direct CO2 savings
Response: Please see cover page, Annex A, pages 21 and 27 of the Executive Summary.
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� 	A typical commercial solar water heating (CSWH) system, suitable for a hospital, has a storage capacity of 20,000-30,000 liters, whereas the capacity of residential systems is 200-300 liters. Some of the main end-users of CSWH systems are hotels, hostels, hospitals, fish farms, flats/apartment blocks, etc. 





� The term “commercial” as used here refers to the specific market segment in the solar water heater business – “commercial” and “institutional” customers of larger-size systems, as distinguished from smaller-scale “household” size systems.
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				Technical notes

		1		South Africa at a glance																										9/15/04

																Sub-		Lower-

				POVERTY and SOCIAL										South		Saharan		middle-

														Africa		Africa		income

				2003

														45.3		703		2,655

														2,780		490		1,480

														125.9		347		3,934

				Average annual growth, 1997-03

														1.7		2.3		0.9

														2.0		2.4		1.2

				Most recent estimate (latest year available, 1997-03)

														..		..		..

														57		36		50

														46		46		69

														52		103		32

														..		..		11

														86		58		81

														14		35		10

														105		87		112

				Male										107		94		113

				Female										103		80		111

				KEY ECONOMIC RATIOS and LONG-TERM TRENDS

												1983		1993		2002		2003

												84.7		130.4		106.3		159.9

				Gross domestic investment/GDP								24.7		15.3		15.5		14.9

				Exports of goods and services/GDP								24.4		21.5		33.3		27.6

				Gross domestic savings/GDP								28.3		19.0		18.9		18.9

				Gross national savings/GDP								24.6		16.4		15.7		16.1

				Current account balance/GDP								0.0		1.1		0.3		0.4

				Interest payments/GDP								0.0		0.0		0.8		0.6

				Total debt/GDP								0.0		5.1		23.5		17.4

				Total debt service/exports								0.0		0.0		12.2		10.5

				Present value of debt/GDP								..		..		23.5		..

				Present value of debt/exports								..		..		64.8		..

										1983-93		1993-03		2002		2003		2003-07

				(average annual growth)

				GDP						0.9		2.7		3.6		1.9		3.2

				GDP per capita						-1.4		0.6		2.3		2.0		3.5

				Exports of goods and services						2.9		4.4		-1.4		-0.9		1.1

				STRUCTURE of the ECONOMY

												1983		1993		2002		2003

				(% of GDP)

				Agriculture								4.4		4.2		4.1		3.8

				Industry								44.5		35.5		32.2		31.0

				Manufacturing								23.4		21.1		19.4		18.9

				Services								51.1		60.3		63.7		65.2

				Private consumption								55.2		60.9		62.3		67.3

				General government consumption								16.4		20.1		18.9		13.8

				Imports of goods and services								20.8		17.8		29.9		23.7

												1983-93		1993-03		2002		2003

				(average annual growth)

				Agriculture								3.2		1.5		4.0		-5.2

				Industry								0.1		1.8		3.7		0.5

				Manufacturing								0.3		2.2		5.2		-1.0

				Services								1.6		3.3		3.1		3.2

				Private consumption								1.8		2.8		3.1		2.7

				General government consumption								2.8		1.2		3.7		6.0

				Gross domestic investment								-4.0		2.8		9.0		-2.0

				Imports of goods and services								2.8		3.9		3.1		-0.7

				Gross national product								1.2		2.6		4.3		2.3

				Note: 2003 data are preliminary estimates.

				* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will be incomplete.

				* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

				be incomplete.
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																																South Africa

				PRICES and GOVERNMENT FINANCE

												1983		1993		2002		2003

				Domestic prices

				(% change)

				Consumer prices								12.3		9.7		8.9		6.0

				Implicit GDP deflator								18.5		13.1		10.1		5.9

				Government finance

				(% of GDP, includes current grants)

				Current revenue								22.4		26.5		24.2		23.3

				Current budget balance								0.1		-4.6		1.0		0.2

				Overall surplus/deficit								-4.6		-8.9		-1.1		-1.9

				TRADE

												1983		1993		2002		2003

				(US$ millions)

				Total exports (fob)								20,966		28,034		35,471		32,179

				Gold								8,912		6,872		4,046		3,667

				Food, beverages, and tobacco								1,366		1,984		2,091		..

				Manufactures								4,225		11,359		18,917		22,206

				Total imports (cif)								15,865		20,873		29,453		26,021

				Food								663		774		983		4,225

				Fuel and energy								1,136		951		1,461		4,225

				Capital goods								2,627		3,547		4,960		4,894

												..		93		78		81

												..		95		79		82

												..		97		99		99

				BALANCE of PAYMENTS

												1983		1993		2002		2003

				(US$ millions)

				Exports of goods and services								20,917		28,025		36,670		36,867

				Imports of goods and services								17,609		23,233		33,039		31,576

				Resource balance								3,308		4,792		3,631		5,291

				Net income								-3,494		-2,662		-2,748		-3,714

				Net current transfers								195		-641		-572		-961

				Current account balance								9		1,489		310		616

				Financing items (net)								291		1,240		-3,715		-615

				Changes in net reserves								-300		-2,729		3,404		-1

				Memo:

												4,459		3,589		7,620		7,495

												1.1		3.3		10.5		7.6

				EXTERNAL DEBT and RESOURCE FLOWS

												1983		1993		2002		2003

				(US$ millions)

				Total debt outstanding and disbursed								..		6,655		25,041		27,807

				IBRD								..		0		13		16

				IDA								..		0		0		0

				Total debt service								..		0		4,692		4,116

				IBRD								..		0		1		1

				IDA								..		0		0		0

				Composition of net resource flows

				Official grants								..		0		281		..

				Official creditors								..		0		4		69

				Private creditors								..		0		432		2,644

				Foreign direct investment								69		11		739		..

				Portfolio equity								..		2		-388		..

				World Bank program

				Commitments								..		0		15		0

				Disbursements								..		0		5		3

				Principal repayments								..		0		0		0

				Net flows								..		0		5		3

				Interest payments								..		0		1		1

				Net transfers								..		0		5		2

				Note: This table was produced from the Development Economics central database.																										9/15/04
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Inflation (%)

GDP deflator

CPI

6.9502110049

6.908966227

6.2096109778

5.251763952

7.1844565629

5.3325207579

7.7994913384

4.780501918

10.0571224438

8.9246272773

5.9409026171

6.0264009662



				DATA FOR GRAPHS

								Gross		Access		GNP

						Life		primary		to safe		per

						expectancy		enrollment		water		capita

				Lower-middle-income group		1		1		1		1				Group normalized to 1

				South Africa		0.67		0.94		1.06		1.88				Country / income group

				Country data		46		105		86		2780

				Income group data		69		112		81		1,480

						Trade		GDI		PV/EXP		GDS

				Lower-middle-income group		1		1		1		1				Group normalized to 1

				South Africa		0.78		0.55		0.59		0.65				Country / income group

				Country data		51.3		14.9		64.8		18.9

				Income group data		65.9		27.1		110.3		28.9

						93		94		95		96		97		98		99		00		01		02		03

						GDI, GDP growth

						93		94		95		96				98		99		00		01		02		03

		NE.GDI.TOTL.KN		GDI		2.5		18.2		12.5		2.4		0.3		1.2		-3.0		2.6		0.2		9.0		-2.0

		NY.GDP.MKTP.KN		GDP		1.2		3.2		3.1		4.3		2.6		0.8		2.0		3.5		2.7		3.6		1.9

						Export, Import growth

						93		94		95		96				98		99		00		01		02		03

		NE.EXP.GNFS.KN		Exports		4.8		4.3		10.4		9.2		5.6		2.5		1.4		8.4		2.5		-1.4		-0.9

		NE.IMP.GNFS.KN		Imports		8.1		16.1		16.9		8.7		5.4		1.5		-7.4		7.1		0.3		3.1		-0.7

						% change

						93		94		95		96				98		99		00		01		02		03

		NY.GDP.MKTP.CN / NY.GDP.MKTP.KN		GDP deflator		13.1		9.6		10.3		8.1		8.1		7.0		6.2		7.2		7.8		10.1		5.9

		FP.CPI.TOTL		CPI		9.7		8.9		8.6		7.4		8.6		6.9		5.3		5.3		4.8		8.9		6.0

						Trade

						93		94		95		96		97		98		99		00		01		02		03

		TX.VAL.MRCH.CD.WB		Exports		28,034		30,099		34,703		35,331		36,554		34,382		33,681		36,618		35,017		35,471		32,179

		TM.VAL.MRCH.CD.WB		Imports		20,873		24,214		29,961		30,068		31,398		29,627		27,108		30,075		28,192		29,453		26,021

						93		94		95		96		97		98		99		00		01		02		03

		BN.CAB.XOKA.CD		CAB/GDP		1.1		0.1		-1.5		-1.3		-1.5		-1.7		-0.5		-0.4		-0.3		0.3		0.4

						Chart year:				Chart labels:

				Composition of total debt		2003				Composition of 2003 debt (US$ mill.)

		DT.DOD.MIBR.CD		IBRD		16				A: 16

		DT.DOD.MIDA.CD		IDA		0

		DT.DOD.DIMF.CD		IMF		0

		DT.DOD.DECT.CD - other sources		Other multilateral		195				D: 195

		DT.DOD.BLAT.CD		Bilateral		0

		DT.DOD.PRVT+DPNG.CD		Private		20,237				F: 20,237

		DT.DOD.DSTC.CD		Short-term		7,359				G: 7,359

		Delete Link?

		Yes
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C - IMF
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G - Short-term
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				Technical notes

		1		South Africa at a glance																										9/15/04

																Sub-		Lower-

				POVERTY and SOCIAL										South		Saharan		middle-

														Africa		Africa		income

				2003

														45.3		703		2,655

														2,780		490		1,480

														125.9		347		3,934

				Average annual growth, 1997-03

														1.7		2.3		0.9

														2.0		2.4		1.2

				Most recent estimate (latest year available, 1997-03)

														..		..		..

														57		36		50

														46		46		69

														52		103		32

														..		..		11

														86		58		81

														14		35		10

														105		87		112

				Male										107		94		113

				Female										103		80		111

				KEY ECONOMIC RATIOS and LONG-TERM TRENDS

												1983		1993		2002		2003

												84.7		130.4		106.3		159.9

				Gross domestic investment/GDP								24.7		15.3		15.5		14.9

				Exports of goods and services/GDP								24.4		21.5		33.3		27.6

				Gross domestic savings/GDP								28.3		19.0		18.9		18.9

				Gross national savings/GDP								24.6		16.4		15.7		16.1

				Current account balance/GDP								0.0		1.1		0.3		0.4

				Interest payments/GDP								0.0		0.0		0.8		0.6

				Total debt/GDP								0.0		5.1		23.5		17.4

				Total debt service/exports								0.0		0.0		12.2		10.5

				Present value of debt/GDP								..		..		23.5		..

				Present value of debt/exports								..		..		64.8		..

										1983-93		1993-03		2002		2003		2003-07

				(average annual growth)

				GDP						0.9		2.7		3.6		1.9		3.2

				GDP per capita						-1.4		0.6		2.3		2.0		3.5

				Exports of goods and services						2.9		4.4		-1.4		-0.9		1.1

				STRUCTURE of the ECONOMY

												1983		1993		2002		2003

				(% of GDP)

				Agriculture								4.4		4.2		4.1		3.8

				Industry								44.5		35.5		32.2		31.0

				Manufacturing								23.4		21.1		19.4		18.9

				Services								51.1		60.3		63.7		65.2

				Private consumption								55.2		60.9		62.3		67.3

				General government consumption								16.4		20.1		18.9		13.8

				Imports of goods and services								20.8		17.8		29.9		23.7

												1983-93		1993-03		2002		2003

				(average annual growth)

				Agriculture								3.2		1.5		4.0		-5.2

				Industry								0.1		1.8		3.7		0.5

				Manufacturing								0.3		2.2		5.2		-1.0

				Services								1.6		3.3		3.1		3.2

				Private consumption								1.8		2.8		3.1		2.7

				General government consumption								2.8		1.2		3.7		6.0

				Gross domestic investment								-4.0		2.8		9.0		-2.0

				Imports of goods and services								2.8		3.9		3.1		-0.7

				Gross national product								1.2		2.6		4.3		2.3

				Note: 2003 data are preliminary estimates.

				* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will be incomplete.

				* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

				be incomplete.
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Macros

		

																																South Africa

				PRICES and GOVERNMENT FINANCE

												1983		1993		2002		2003

				Domestic prices

				(% change)

				Consumer prices								12.3		9.7		8.9		6.0

				Implicit GDP deflator								18.5		13.1		10.1		5.9

				Government finance

				(% of GDP, includes current grants)

				Current revenue								22.4		26.5		24.2		23.3

				Current budget balance								0.1		-4.6		1.0		0.2

				Overall surplus/deficit								-4.6		-8.9		-1.1		-1.9

				TRADE

												1983		1993		2002		2003

				(US$ millions)

				Total exports (fob)								20,966		28,034		35,471		32,179

				Gold								8,912		6,872		4,046		3,667

				Food, beverages, and tobacco								1,366		1,984		2,091		..

				Manufactures								4,225		11,359		18,917		22,206

				Total imports (cif)								15,865		20,873		29,453		26,021

				Food								663		774		983		4,225

				Fuel and energy								1,136		951		1,461		4,225

				Capital goods								2,627		3,547		4,960		4,894

												..		93		78		81

												..		95		79		82

												..		97		99		99

				BALANCE of PAYMENTS

												1983		1993		2002		2003

				(US$ millions)

				Exports of goods and services								20,917		28,025		36,670		36,867

				Imports of goods and services								17,609		23,233		33,039		31,576

				Resource balance								3,308		4,792		3,631		5,291

				Net income								-3,494		-2,662		-2,748		-3,714

				Net current transfers								195		-641		-572		-961

				Current account balance								9		1,489		310		616

				Financing items (net)								291		1,240		-3,715		-615

				Changes in net reserves								-300		-2,729		3,404		-1

				Memo:

												4,459		3,589		7,620		7,495

												1.1		3.3		10.5		7.6

				EXTERNAL DEBT and RESOURCE FLOWS

												1983		1993		2002		2003

				(US$ millions)

				Total debt outstanding and disbursed								..		6,655		25,041		27,807

				IBRD								..		0		13		16

				IDA								..		0		0		0

				Total debt service								..		0		4,692		4,116

				IBRD								..		0		1		1

				IDA								..		0		0		0

				Composition of net resource flows

				Official grants								..		0		281		..

				Official creditors								..		0		4		69

				Private creditors								..		0		432		2,644

				Foreign direct investment								69		11		739		..

				Portfolio equity								..		2		-388		..

				World Bank program

				Commitments								..		0		15		0

				Disbursements								..		0		5		3

				Principal repayments								..		0		0		0

				Net flows								..		0		5		3

				Interest payments								..		0		1		1

				Net transfers								..		0		5		2

				Note: This table was produced from the Development Economics central database.																										9/15/04
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				DATA FOR GRAPHS

								Gross		Access		GNP

						Life		primary		to safe		per

						expectancy		enrollment		water		capita

				Lower-middle-income group		1		1		1		1				Group normalized to 1

				South Africa		0.67		0.94		1.06		1.88				Country / income group

				Country data		46		105		86		2780

				Income group data		69		112		81		1,480

						Trade		GDI		PV/EXP		GDS

				Lower-middle-income group		1		1		1		1				Group normalized to 1

				South Africa		0.78		0.55		0.59		0.65				Country / income group

				Country data		51.3		14.9		64.8		18.9

				Income group data		65.9		27.1		110.3		28.9

						93		94		95		96		97		98		99		00		01		02		03

						GDI, GDP growth

						93		94		95		96				98		99		00		01		02		03

		NE.GDI.TOTL.KN		GDI		2.5		18.2		12.5		2.4		0.3		1.2		-3.0		2.6		0.2		9.0		-2.0

		NY.GDP.MKTP.KN		GDP		1.2		3.2		3.1		4.3		2.6		0.8		2.0		3.5		2.7		3.6		1.9

						Export, Import growth

						93		94		95		96				98		99		00		01		02		03

		NE.EXP.GNFS.KN		Exports		4.8		4.3		10.4		9.2		5.6		2.5		1.4		8.4		2.5		-1.4		-0.9

		NE.IMP.GNFS.KN		Imports		8.1		16.1		16.9		8.7		5.4		1.5		-7.4		7.1		0.3		3.1		-0.7

						% change

						93		94		95		96				98		99		00		01		02		03

		NY.GDP.MKTP.CN / NY.GDP.MKTP.KN		GDP deflator		13.1		9.6		10.3		8.1		8.1		7.0		6.2		7.2		7.8		10.1		5.9

		FP.CPI.TOTL		CPI		9.7		8.9		8.6		7.4		8.6		6.9		5.3		5.3		4.8		8.9		6.0

						Trade

						93		94		95		96		97		98		99		00		01		02		03

		TX.VAL.MRCH.CD.WB		Exports		28,034		30,099		34,703		35,331		36,554		34,382		33,681		36,618		35,017		35,471		32,179

		TM.VAL.MRCH.CD.WB		Imports		20,873		24,214		29,961		30,068		31,398		29,627		27,108		30,075		28,192		29,453		26,021

						93		94		95		96		97		98		99		00		01		02		03

		BN.CAB.XOKA.CD		CAB/GDP		1.1		0.1		-1.5		-1.3		-1.5		-1.7		-0.5		-0.4		-0.3		0.3		0.4

						Chart year:				Chart labels:

				Composition of total debt		2003				Composition of 2003 debt (US$ mill.)

		DT.DOD.MIBR.CD		IBRD		16				A: 16

		DT.DOD.MIDA.CD		IDA		0

		DT.DOD.DIMF.CD		IMF		0

		DT.DOD.DECT.CD - other sources		Other multilateral		195				D: 195

		DT.DOD.BLAT.CD		Bilateral		0

		DT.DOD.PRVT+DPNG.CD		Private		20,237				F: 20,237

		DT.DOD.DSTC.CD		Short-term		7,359				G: 7,359

		Delete Link?

		Yes
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