PROPOSED AMENDMENTS TO THE POLICY ON ENERGY EFFICIENCY DEMAND SIDE MANAGEMENT.
Submission by BUSA

1.
BACKGROUND

Business is committed to achieving the energy efficiency targets set out in the energy efficiency strategy.

Demand side management which induces investment in energy efficient equipment and operational behaviour is recognised as an important element in achieving energy efficiency targets.

Business has raised a number of concerns in respect of the implementation of the Eskom Demand Side Management Programme.

These concerns include 

· Unfair distribution of risk

· How financial support to energy efficiency projects,

· Slow approval rate of projects

· Limited monitoring and reporting of savings

· Level of funding to programme

On the establishment of the National Energy Efficiency Agency in 2005 it was envisaged that responsibility of for the energy efficiency projects would be transferred to that agency.

Eskom and the National Energy Efficiency Agency have developed proposals to address some of the concerns raised.
The two documents received to date in this regard are attached as Annexure 1 and 2.

BUSA solicited comments on these documents from its affiliates, the Energy Efficiency Task Team of the NBI and the Eskom/Industry Task Team

2.
APPROACH FOR ACCELERATING THE IMPLEMENTATION OF ENERGY EFFICIENCY PROJECTS (Annexure 1)

2.1
General Comments

General comments are offered under the following headings

· Cost

· Risk apportionment

· Project approval process

· Technology approval

· Funding

· Champion

2.1.1
Cost

The price offered for the savings will be a major factor in the success of the proposed approach. The price will have to support the companies or in this case most likely the ESCo’s recovering their costs.

The big companies can generally offset the cost of undertaking an assessment. However, it is the smaller players that find it difficult and there seem to be a number of these. What happens if the project doesn’t come to fruition or savings don’t quite match the implementation investment? 

The dissociation of implementation costs from energy and savings is also of concern. Will the agreed rate cover investment costs? 
If the aim is to target low hanging fruit requiring very little or no investment this system may work, as it’s easy to recover the costs (Assuming this is what Eskom is aiming for). Depending on the rate agreed, for larger projects this may not be the route to go? 

It is not clear whether the payment for savings is a once off event or whether it runs over a period so that ESCo’s/companies can recover their costs over a period of time.
The price of the standard offer will require consultation of key stakeholders since this would be the main attraction of the proposal as well as process improvement.

2.1.2
Risk Apportionment

Once again Eskom has reduced their risk but risk on the part of the ESCo is not reduced.  Although ESCo may be able to get financing up-front this is unlikely unless as but banks will premium price any specific facilities until they are better able to assess risks. This also does not necessarily eliminate the risk on the part of the ESCo. Some of the assessments can be quite extensive to quantify the potential savings.

Alternately if the onus is placed on the company to implement, what happens if they decide not to invest? Some ESCo’s try and incorporate clauses in their agreements that the EE assessment is free, but if the returns are less than an agreed period (i.e. 2 years), and the company does not implement, then the company will be liable for the consulting time of the ESCo up till that point. This avoids the situation where the ESCo does all the leg work and the company just sits on the information to implement on their own, or at their convenience.

Could the ESCo risk be reduced by agreeing to pay for the initial assessment (An upper and lower limit would have to be set as company sizes and complexity vary), and then negotiating a lower return or set fee in the project itself for the ESCo without affecting what the company can qualify for in terms of implementation.
An Eskom DSM representative indicated that currently only few ESCOs will be able to take the risks involved in the Standard Offer Model.
Standard Offer appears to shift most of the risks to the ESCOs. To ensure that this is fairly balanced, Eskom should be made to shoulder some penalties if the project approval process exceeds certain reasonably agreed deadlines.

2.1.3
Project Approval

The turn-around/approval stage has to be critical. If that isn’t sorted out we will sit in the same boat as with Eskom’s original DSM programme. ESCo’s don’t want to carry the risk indefinitely. Perhaps there should be a penalty “clause” for Eskom if evaluation and approval of submitted projects exceed a certain period (i.e. 3 months??).

2.1.4
Technology Approval

Eskom is saying that there will be a list of energy efficiency technologies and measures which would be eligible for payments via the Standard Offer? This suggests there may need to be investment in technology? Must the ESCo take this risk then? 

2.1.5
Funding

Depending on where Eskom is funding this initiative from (i.e. govt or their own coffers), wouldn’t it be better to systematically undertake an assessment of all industry users regardless of size (Or if too wide set a lower limit that’s considered not economical). If we use a standard protocol such as the one CAIA developed or a revision of this, we could get an overall picture of what industry is doing. This could then be fed into a database which would have to be developed if not already in existence and allow immediate projects to be identified for implementation. It could also be used to possibly group users and allow potential cluster projects to be run (i.e. where individually it may not be feasible for the user to participate, but if grouped with a number of similar projects could be very feasible).

2.1.6
Champion

What about also addressing a champion to drive the programme? My impression is these programmes are often set up but no one is actively pushing or driving industry to take them on. If there are hiccups then the champion should also be responsible for tackling these and resolving them to keep the programmes running smoothly.

2.1.7
General

For me 2 key issues stand out possibly why uptake of the existing DSM programme hasn’t been exploited to its fullest, these are risk on the part of ESCo and duration required for approval of project. If we pursue this route, is it necessary for another programme to be developed? What happens if we resolve the risk and delays on the existing programme and just include the Standard Offer as one of several options that companies or ESCo’s can consider as a funding option when undertaking DSM projects? Or is this the intention?
This approach also puts a substantial onus on a cadre of M&V experts. Although the Eskom DSM representative informed the meeting that a lot effort has gone into building M & V capacity, concerns were raised whether this would be a sufficient resource for an expanded programme under a Standard Offer alternative. Currently the M & V expertise resides in universities only and there could be a need for developing new, private-sector M&V capabilities.
Concerns were also raised regarding the legal capacity of Eskom to deal with all the contracts if the Standard Offer increases project uptake substantially. Currently the processing of contracts is one of the key delays in the EE DSM programme. However, with a simplified nature of Standard Offer contract this might not be a huge concern.
SPECIFIC COMMENT
For ease of reference the paragraphs in annexure 1 have been numbered.

This concept – paying for power saved – is an excellent one, but it must be implemented in such a way that users who have already made manufacturing or profitability sacrifices by saving power are not prejudiced at the expense of those profligate users who can now enjoy the double benefit: manufacturing when others sacrificed, and now being paid to save. To prevent this we propose that where users can prove that a saving is already in place the users will be eligible for payment from the date of implementation of the scheme.
2.
What is a standard Offer?

2Nd paragraph, line 8
An authorised monitoring and verification organisation needs to be defined.  This concept is used in other areas in South Africa both in the regulatory and voluntary arenas.  It is thus proposed that an appropriate approach be discussed with the dti and the South African National Accreditation System (SANAS).
2nd paragraph, line 9

The relationship between this standard offer and the existing process needs to be explained.

3.
Why the standard Offer Approach?

3rd paragraph, bullet 1

It is not clear from the documentation provided how this approach will streamline the approval process or accelerate implementation.

3rd paragraph, bullet 2,

This will only be the case if turnaround is improved. Company won’t experience that until they have been through the process. So not sure this is a selling point based on industries’ past experience

3rd paragraph, bullet 3

Draft contracts should be shared.

3rd paragraph, bullet 4

The concept here is welcomed.  However the process envisaged needs to be spelt out.

3rd paragraph, bullet 5
The disproportionate risk assigned to ESCo’s is a problem with the existing scheme,  this must be addressed for a holistic improvement to the system to be achieved

3rd paragraph, bullet 6
The improvements to the programme need to take the interest of all players into account.

3rd paragraph, bullet 7

The risk to the ESCo’s is not addressed by this and it is not clear how an ESCo could access commercial finance.

4.
Overview of Proposed Approach

Paragraph 4, number 1

The concept of paying for savings with no link being made to the investment cost could be problematic and lead to the same problems being experienced with co-generation.

Paragraph 4, number 2
If Eskom is going to pay on verified energy savings, it has no need to concern itself with the technologies used, it is precisely this level of control that stifles private sector ingenuity and is one of the reasons the CDM has not enjoyed greater interest from the private sector.

Paragraph 4, number 3
A national system exists to do this, there is no need for Eskom to publish such a list.
Paragraph 4, number 4
The approach being proposed here is almost identical to the CDM process and the lessons learnt from that should be incorporated here.

Paragraph 4, number 5
There is no need for Eskom to approve the technologies.  See 4.2

Paragraph 4, number 9

Timeframes for approval must be included in the procedure.

Paragraph 5

It is noted with concern that there is no mention of discussions with the industries which ultimately have to agree to implement the energy efficiency savings.

It appears as if ESCo’s are expected to develop projects in isolation of a “host” and then try and sell them.

Conclusion

The conceptual approach needs considerable revision to improve the business friendliness of the approach.

It is assumed that NERSA will determine the pricing

3.
REGULATORY POLICY ON ENERGY EFFICIENCY AND DEMAND SIDE MANAGEMENT FOR THE SOUTH AFRICAN ELECTRICITY INDUSTRY (Annexure 2)

3.1
General

In general this document appears to have been drafted in isolation of other existing or proposed instruments in this area.
Although some comments are provided below these should be seen as preliminary.

3.2
Introduction

In general the document needs to be revised to clarify the following:

Is this a proposed policy drafted by NERSA in terms of the Electricity Regulation Act or some other legislation?

It was understood that only energy efficiency projects would be transferred to the NEEA not load shedding projects as well as now appears to be envisaged.

Although NERSA’s mandate in respect of the policies mentioned is recognized, imposition of sanctions as is envisaged requires a regulatory framework not only a policy.

It is noted that Eskom is singled out for mention. But if this is to be a policy what will happen to new distributors and generators coming into the market? Should the document not talk to all generators and suppliers generically rather than singling out any as “favourites”. If government’s intentions to introduce independent generators/distributors come to fruition, then this might change within the next 8 years.  A policy document should accommodate the broader aspirations of government policy at least in the medium term.

DSM will only work if industry implements it. Apart from proposed enforcement measures and legislation it will need to be outlined who will champion this and to what level their role will extend to promote adoption. It may be necessary that some entity will need to actively follow-up on the extent of adoption and take relevant action where necessary. This might not be relevant now at policy level but will definitely need to be considered later in the process so everyone is clear on what needs to be done and by who.  The role of the NEEA in this regard needs to be set out explicitly.

The purpose of the EEDSM plans envisaged is not clear at all. DSM is implemented at the consumer level and therefore remains the responsibility of the consumer. The content and use of these plans needs to be explicitly set out.  It seems as if this proliferation of plans could result in a proliferation of approaches to DSM, which would be very unfortunate.

The role of consumers in this policy is very unclear and needs further clarification.

The introduction could provide a much better background if the concepts were further elaborated.  Some suggestions are provided below.

Add at end of paragraph 1:

“Typical examples of such technologies include:

1. Efficient lighting

2. Variable speed drives

3. Solar hot water systems etc.”
Add at the end of paragraph 2: “(ie. reduce demand), help in lowering high peak prices and also contribute to reducing greenhouse gas emissions due to less stress on generating plants.”
Add after Demand side management (DSM) 

“Refers to a process by which electric utilities, in collaboration with consumers, achieve predictable and sustainable changes in electricity demand. These changes are effected through a permanent reduction in demand levels (i.e. Energy efficiency) or as time related reductions in demand levels (i.e. Load Management).”
Insert new paragraph after end of Demand side management

“Load Management (LM) programmes involve reducing loads on a utility’s system during periods of peak power consumption or allowing customers to reduce electricity use in response to price signals. This approach is referred to as peak load shifting and makes use of optimised planning (scheduling) to move the electricity usage to lower demand periods thereby reducing the peak demand. It should be noted that with load management the electricity demand is moved and not reduced. Examples of load management mechanisms include:
· Interruptible load tariffs

· Time of Use Rates(TOU)

· Real-time Pricing

· Direct load control and

· Voluntary demand response programmes.”
3.2
Regulatory Mechanism

As the introduction of these measures is urgent it is proposed that existing regulatory instruments be used to achieve the stated objects.  The policy should thus just highlight how each objective will be achieved.

Bullet 1:

It is difficult to respond to this without understanding how the funding mechanism currently works.  It is assumed that it forms part of the tariff directives determined by NERSA.

It would be inappropriate to transfer this function to the NEEA.

The use of the funding or at least an agreed portion of it should be transferred to the NEEA as originally envisaged.

A programme for this to take place must be developed.  8 years seems an exceptionally long transitional period.

It is not clear how this policy will deal with new generators and distributors come on board. Will this be extended to include them? Maybe a generic term here might be more appropriate i.e. Energy Distributors etc? Technology should be aligned with the Act.
Bullet 2:

It is not all clear why there should be an obligation here.  It is proposed that the tariff directive or license mechanism is appropriate sets out broad guidelines in terms of the expenditure of the SDM funding.  It is not clear why there is no similar obligation on NEEA for expenditure of the funds allocated to them.
Bullet 3:

Who are distributors?  Licensees? What should the EEDSM plans contain?

Is this practical or would one try to aim for a single common EEDSM plan which can be controlled and monitored at a national level?
Bullet 4:

This is self evident.  NERSA is a regulator and derives its power from a statute which allows the imposition of sanctions. Should also provide for incentives.
Bullet 5:

This requirement although slightly differently expressed is contained in the draft regulations recently published for comment.  This approach needs to be subjected to a cost benefit analysis. The cost of implementation could outweigh benefits. 

In conjunction with mandatory feed-in tariffs for any self-generated capacity without upper or lower limit to quantum, biased towards renewable sources, waste-derived electricity and electricity arising from efficient cogeneration schemes.

3.3
Principles of the Policy

NERSA

Bullet 1:

This is not cost recovery but essentially the imposition of a levy on the electricity tariff to fund EEDSM.

It will necessary to consider how the introduction of IPP’s may affect this.

Bullet 3:

Two concepts are conflated here. Ensure such tariffs are nationally aligned but reflecting transmission losses.
NERSA should have a policy which sets out how EEDSM funds should be used by Eskom and the NEEA respectively.  This will include the requirement that payment for savings will only be made on receipt of verified (audited) reports of savings achieved.  The audit protocol is a separate document and may be better developed by the SABS.

Bullet 5:

Distributors = licensees?

Bullet 6:

Why is this necessary?  The savings are verified through the M & V Protocol.

Bullet 7:

Distributors = Licensees?  This means further elaboration. Do we mean that only licensees will be incentivized or will users be incentivized?

Bullet 8:

What does this mean? Who is a “major distributor?” from whom must the cost be recovered?  If this is to be pursued there must be limits on what these costs may include.

Eskom

Bullet 1:

This is not a regulatory issue for Eskom.  NERSA needs to achieve this through the licence.

Will only Eskom remain responsible here?

Bullet 2:

This is supported but it is not clear what is required for it to be achieved.

Bullet 3:

See comment under NERSA. Also role of NEEA?

Bullet 4:

As for bullet 3.

Bullet 5:

Surely this is already contained in the licence conditions?

Independent M & V Team

It is not clear who this is intended to be but as referred to elsewhere in this submission, independent auditors should be accredited to apply an agreed M & V protocol.

Bullet 1:

This is self evident otherwise there will be no payment.

Bullet 2:

Reports should not be submitted to NERSA but to Eskom or NEEA whoever is funding the project.

Bullet 3:

This arrangement seems excessively bureaucratic, the cost of the audit should be for the account of the applicant.

Bullet 4:

Surely this is the task of the two project agencies namely Eskom and NEEA.

ESCo’s and Customers

This cannot be mandatory.  It is not clear what is envisaged here.
4.
Enforcement
The regulatory instrument must be clearly defined.
5.
Conclusions

In conclusion BUSA wishes to reiterate its commitment to working with government and other stakeholders in developing an appropriate regulatory and policy framework for DSM.

It is also proposed that a comprehensive consultation process be initiated to deal with this.

ANNEXURE 1

An Approach for Accelerating the Implementation of Energy Efficiency Projects:

THE STANDARD OFFER MODEL

1.
Introduction

South Africa is facing a major electricity shortage, and there is a need to rapidly implement energy efficiency projects. ESKOM has established aggressive goals for energy efficiency, with an overall target of 3000 MW and a target of 800 MW for 2008 (Compared to 152 MW per year in previous years). To achieve this goal, it is recommended that NERSA and ESKOM establish an additional mechanism, the Standard Offer, to rapidly scale up ESCO implementation of energy efficiency projects. The Standard Offer has been successfully utilized in many U.S. States, including New York, California, and Texas, as well as in other countries, and is currently being implemented in India. This Concept Note provides an overview of the Standard Offer Mechanism.

2.
What is a Standard Offer?

The Standard Offer is a mechanism for acquiring demand-side resources (energy efficiency and load management) under which a utility (or a public agency) “purchases” energy and/or demand savings using a pre-determined and pre-published rate (R/kWh and/or R/kW), which is called the Standard Offer. These rates are based on the value of the energy and demand savings to the utility system and not on the cost of implementation. Any energy user or energy service company (ESCO) that can deliver energy and demand savings is paid the fixed amounts per kWh and kW upon completion of the project and certification of the achieved savings by an authorized monitoring and verification (M&V) organization. It should be noted that the Standard Offer does not replace the existing ESKOM process. An ESCO may elect to apply either through the existing process or using the Standard Offer process. 

3.
Why the Standard Offer Approach?

The Standard Offer approach provides a number of significant benefits to South Africa:

· The project approval process will be streamlined and implementation will be significantly accelerated. 

· It will be easier and faster for ESCOs to generate projects because their clients will be able to see the benefits of a shorter project completion cycle and specified payments from ESKOM.

· The contracts between ESKOM and the ESCOs will be simplified.

· The burden on ESKOM staff of the detailed evaluation of the technical and cost elements of the proposed projects will be eliminated, since ESKOM will pay only for delivered and verified savings. 

· The majority of the risk for the project will be borne by the ESCOs.

· ESKOM’s risk will be substantially reduced because payments are made by ESKOM only after the savings have been delivered and verified.

· ESCOs will be able to increasingly access commercial financing because the project cycle is shortened and the payments from ESKOM are known in advance.

4.
Overview of Proposed Approach

A brief overview of a simplified standard offer approach is provided below:

1. ESKOM develops the amount it will pay (R/kWh) as the Standard Offer for delivered and verified energy savings. This amount is approved by NERSA and published.

2. ESKOM also prepares and publishes a list of energy efficiency technologies or measures that will be eligible for receiving payments under the Standard Offer.

3. ESKOM publishes a list of M&V organizations that are authorized to verify the savings.

4. The ESCO develops the project concept, negotiates with the project “host” (client in whose facilities the project will be implemented) and prepares a project proposal, specifying the client, the M&V organization, and the technologies and measures to be implemented.

5. The project proposal is submitted to ESKOM for approval. ESKOM needs to only approve the technologies or measures proposed, and does not need to conduct any due diligence review of the technical, financial or other elements of the proposal.

6. Upon approval of the technologies and measures by ESKOM, a standard contract is signed between the ESCO and ESKOM.

7. The ESCO then implements the projects, and asks the selected M&V organization to verify the savings. 

8. The M&V organization completes the evaluation and prepares a verification report.

9. The ESCO submits the project results and the verification report to ESKOM.

10. ESKOM makes the payment to the ESCO.

5.
Implementation of the Standard Offer

A Standard Offer program can be implemented very quickly by ESKOM once the amount of the payment per kWh has been determined. This amount should be developed to encourage rapid and large scale implementation of energy efficiency projects. The calculation of this amount will require discussions among ESKOM, NERSA and DME. The development of standard contracts for this program will not take much time as the contracts are likely to be simpler than the current contracts between ESKOM and the ESCOs.

Once the amount of the payment per kWh is published, the ESCOs will be able to negotiate projects with their clients and it is anticipated that a large number of energy efficiency proposals will be developed quickly.

ANNEXURE 2
REGULATORY POLICY ON ENERGY EFFICIENCY AND DEMAND SIDE MANAGEMENT (EEDSM) FOR THE SOUTH AFRICAN ELECTRICITY INDUSTRY

1. INTRODUCTION

Energy Efficiency (EE) refers to the overall reduction in energy use by end-users through the use of energy efficient technologies and retrofits as well as the changing of behaviour. The result of implementing EE programmes is a reduction in the electricity consumption during all time periods. These programmes improve the efficient use of electricity by end users, have a positive impact on the environment and directly reduce peak electricity demand.

Demand side management (DSM) activities involve a range of load management initiatives that focuses on the reduction of electricity during peak periods. Energy efficiency is one of the measures that fall under the umbrella of DSM. However, due to the additional societal and environmental benefits of energy efficiency and the emphasis of Government on EE, NERSA has referred to energy efficiency as a measure alongside DSM load management measures. Therefore, EEDSM refers to all energy efficiency and load management activities that reduce peak electricity demand.

NERSA is mandated to implement government policy with regard to Renewable Energy as per the Renewable Energy White Paper of 2003 and Energy Efficiency as per the Energy Efficiency Strategy of South Africa of April 2005.

The current implementation of EEDSM through the Eskom DSM programme should be transferred to the National Energy Efficiency Agency over a period of 8 years.

2. REGULATORY MECHANISM FOR SOUTH AFRICA

The following must be included in the regulatory policy:

· The current EE DSM funding mechanism through the Eskom tariffs be maintained and over time (8 years) be transferred to the National Energy Efficiency Agency apart from the DSM specific contracts with industrial consumers.

· Eskom be obliged to implement EEDSM by means of the Standard Offer approach as well as the current approach. ESCo’s will have the right to choose which approach they would use.

· All distributors be obliged to develop EEDSM plans and implementation schedules and to ensure implementation accordingly.

· NERSA obliged to ensure that punitive measures are in place if obligations are not adhered to.

· Licensed distributors be obliged to offer a time-of-use tariff to all their customers over the next 3 years (including residential)

3. PRINCIPLES OF THE POLICY

NERSA will:

· approve the appropriate EEDSM costs to be recovered through Eskom tariffs

· approve the EEDSM plans of licensed distributors as part of the tariff approval process

· specify M&V protocols and Monitoring and Verification will be done on all EEDSM projects in accordance with the M&V protocol

· make EEDSM planning and implementation a license condition

· establish the MW targets, budgets and measures to be implemented by Eskom, NEEA and distributors

· register, monitor and evaluate all EEDSM projects

· develop incentives through the regulatory and tariffs methodologies to encourage distributors to invest in EEDSM

· establish mechanisms which will ensure that major distributors recover the direct costs of EEDSM programmes

Eskom will:

· Continue with the implementation of EEDSM and transfer it to the NEEA over a period of 8 years

· For the current EEDSM process funding of 100% to be given for Energy Efficiency Projects and 100% to DSM projects.

· Implement a Standard Offer approach to EEDSM

· Initiate the M&V of all projects

· Submit progress reports to NERSA

Independent M&V team will:

· Perform M&V on all projects in accordance with NERSA protocols

· Provide M&V reports to NERSA

· Submit M&V costs to NERSA to ensure cost recovery from DSM fund

· Establish a centralized database which could be used to monitor the achievement of the EE and RE target

ESCo’s and Customers will:

· React to the Standard Offer of Eskom

· Develop project proposals

· Ensure that a maintenance contract is in place with the customer

· Implement projects and ensure that sustainability of the measure at least over the useful life of the EEDSM measure.

4. ENFORCEMENT

The policy must be actively enforced with incentives and punitive measures for those who do not adhere to the policy.
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