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Executive Summary  
 

 

 
This Market Readiness Proposal (MRP) focuses on a road map towards implementation of the 
South African carbon tax policy. The design of the carbon tax is already at an advanced stage. 
The South African carbon tax is one of the key measures within a mix of measures envisioned by 
the Government to respond to the challenge of global climate change.  
 
The main objective of this MRP is to advance carbon pricing policy in South Africa towards the 
implementation of the carbon tax. This will be undertaken by putting the carbon tax in the wider 
South African climate change policy perspective and interaction, and outlining an initial 
roadmap detailing activities and associated budgets.  
 
Funding window  
The South African Carbon Tax is planned to be implemented in 2016. Considering the experience 
in other Partnership for Market Readiness (PMR) implementing countries, a possible timeline for 
finalisation of the MRP and subsequent potential funding could be the following: 
 

November 2014 presentation of the draft MRP to the PMR Partnership Assembly (PA) 

March 2015 presentation of the final MRP to the PMR PA and allocation of 
implementation funding 

March 2015 - 
December 2015 

Dual implementation of the allocated MRP funding: a) set up of the grant 
agreement and of the PMR project management structure and b) 
implementation of part of the funding through a World Bank administered 
contracting (Bank Execution), based on joint development of the ToRs for 
MRP activities and joint selection procedure 

June 2015 - 
January 2016 

Start of the PMR funding phase will follow the dual implementation pathway 
as outlined above 

 
This shows that the MRP activities are likely to start along with the carbon tax and the carbon 
offset scheme. This means that the South African government will support the implementation 
of specific core infrastructure needed to operationalise the carbon tax through its own funds or 
other support programs.  
 
Structure of the MRP 
This Market Readiness Proposal follows the Tool for Market Readiness Proposal, version 2.0, 
March 2013, adapted to the South Africa case. The MRP is structured as follows: 
 

       Building Block 1: Country and Policy Context 
       Building Block 2: Policy Landscape and the Carbon Tax 
       Building Block 3: Core Technical and Institutional/Regulatory Market Readiness    
                                     Components 
       Building Block 4: Planning for the carbon tax 
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       Building Block 5: Organisation, Communication, Consultation and Engagement 
       Building Block 6: Summary of schedule and budget 

 
Building Block 1: Country and Policy Context  
 
This Building Block provides an overview of the wider policy framework around the carbon tax.  
South Africa made a voluntary commitment at the 2009 Copenhagen Climate Change 
negotiations, to reduce greenhouse gas (GHG) emissions below business-as-usual by 34 percent 
in 2020 and 42 percent by 2025. In accordance with Article 4.7 of the UNFCCC, the extent to 
which this ambition can be realised depends on the level to which developed countries meet 
their commitment to provide financial, capacity-building, technology development and 
technology transfer support to developing countries. 
 
The National Climate Change Response Policy (NCCRP) is the guiding framework for the 
ŎƻǳƴǘǊȅΩǎ ǊŜǎǇƻƴǎŜ ǘƻ ŎƭƛƳŀǘŜ ŎƘŀƴƎŜΦ Lƴ ŀƴ ŜŦŦƻǊǘ ǘƻ ŀŘŘǊŜǎǎ ǘƘŜ ŎƘŀƭƭŜƴƎŜǎ ǇƻǎŜŘ ōȅ ŎƭƛƳŀǘŜ 
change and to meet the voluntary international commitments, the government is proposing to 
utilise a package of measures (Figure A). This package of measures will include both mitigation 
(to reduce greenhouse gas emissions) and adaptation (to ensure that public and private 
investments are climate change resilient).  
 

 
Figure A: YŜȅ ǇƻƭƛŎȅ ŀǊŜŀǎ ƛƴ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ƴŀǘƛƻƴŀƭ ŎƭƛƳŀǘŜ ŎƘŀƴƎŜ ǊŜǎǇƻƴǎŜ ǎǘǊŀǘŜƎȅΦ 

 
Focusing on the area of GHG mitigation, an important intervention is the proposed limits on 
future emissions in the form of Desired Emissions Reduction Outcomes (DEROs) by sector and 
subsector, in line with the performance benchmark of the National GHG Emissions Trajectory 
Range (also called the Peak, Plateau and Decline trajectory) specified in the NCCRP. Domestic 
market based instruments would primarily consist of the carbon tax and an associated carbon 
offsetting scheme.  
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Activities and Proposed Budget 
No activities have been identified with this Building Block. 
 
Building Block 2: Policy Landscape and the Carbon Tax 
 
This Building Block introduces the carbon tax design and outlines its interaction with other 
policies. The implementation of the carbon tax, which will be the key carbon pricing policy for 
South Africa, is the central focus for this MRP. The objectives of the carbon tax are to change 
behaviour of producers and consumers, put a clear price on carbon and level the playing field 
between high carbon-intensive and low carbon-intensive production processes. The carbon tax 
should support net carbon emission reductions as a part of {ƻǳǘƘ !ŦǊƛŎŀΩǎ ǎǳǎǘŀƛƴŀōƭŜ ƎǊƻǿǘƘ 
trajectory. The tax is expected to stimulate emission reductions by increasing the uptake of 
energy efficiency and thus reducing the energy intensity of the economy. Through careful 
design, the carbon tax should also provide long-term competitive advantages for early movers 
whilst protecting competitiveness in the short term.  The carbon tax proposal takes a phased 
approach in order to enable a smooth transition towards a low carbon economy. As such, the 
tax should minimise the need for retrofitting and ensure that the right price signals are in place 
for investors and consumers from this point onwards. 
 
The carbon tax will be a part of a package of measures that aim to reduce greenhouse gas 
emissions. The tax itself is also a risk-mitigation strategy, protecting South African producers and 
consumers from higher carbon prices over longer term (in the event of e.g. border carbon 
adjustments or similar measures). This overall strategy, and the carbon tax design itself strive to 
minimise adverse impacts on the poorest citizens and, at the same time, protect the 
competitiveness of South African industry.  Economic modelling of the carbon tax policy shows 
that the tax can drive considerable GHG mitigation and, depending on the implementation 
pathway over the coming years, deliver up to around 45% of South AŦǊƛŎŀΩǎ voluntary target. 
 
Scope and tax base 
The carbon tax will cover all direct GHG emissions from sources that are owned or controlled by 
the relevant entity (Scope 1 emissions). These emissions relate to energy use (i.e. fuel 
combustion and gasification) and non-energy industrial processes. It will apply to all stationary 
and mobile direct and process emission sources. The South African carbon tax will be based on 
fuel inputs with approved emissions factors, or an approved transparent and verified monitoring 
procedure for process emissions.  
 
The tax will directly affect the following sectors or activities: electricity generation, gasification, 
glass, cement, crude oil refining, mining, paper & pulp, iron & steel, aluminium, chemicals, and 
transport. The AFOLU and waste sectors will be exempt during the first implementation phase 
(2016-2020) due to measurement difficulties. The carbon tax will cover gases according to IPCC 
Tier 1 guidelines (carbon dioxide, methane, nitrous oxide, perfluorocarbons, hydrofluorocarbons 
and sulphur hexafluoride).  
 
Entities that engage in activities that produce direct GHG emissions will be liable for the tax and 
will need to submit their tax returns based on their own assessment of emissions. The 
Department for the Environment (DEA) is working on the development of mandatory reporting 
requirements for emissions in South Africa for economic sectors through the National 
Atmospheric Emissions Inventory System (NAEIS), which should begin in January 2016. The 
NAEIS will play a major role in the verification and auditing process for carbon tax liability. The 
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DEA will collect information on emissions at an installation level which will be aggregated to  
company level in order to verify that companies are complying with their tax liability. Meanwhile 
the Department of Energy (DoE) is responsible for energy reporting at company level, which will 
provide a basis for GHG reporting and will feed into NAEIS. Both the mandatory GHG reporting 
and the tax liability will follow the National Atmospheric Emission Reporting Regulations and 
Licensing System as developed by DEA. This means that all licensing activity under the Air 
Quality Act will cover the carbon tax as well as the need to report GHG emissions. This amounts 
to between 1,000 and 1,500 companies and around 75% of national emissions. Table A below 
provides summarised key inclusion information for the first phase of the tax. 
 
Table A: Key inclusion data for the South African carbon tax system 

Design parameter Description 

Inclusion data 

Emissions covered Scope 1 (direct energy and process emissions) 

Taxable/Liable Entity Taxpaying entity 

Sectors directly covered All direct emitters 

Gases covered Carbon dioxide, methane, nitrous oxide, 
perfluorocarbons, hydrofluorocarbons and sulphur 
hexafluoride 

Threshold for inclusion No threshold. Tax liability will follow National 
Atmospheric Emission Reporting Regulations and 
Licensing System. 

Number of entities covered by tax 1,000 - 1,500+ 

Tax design 

Tax basis Fuel inputs, with additional methodologies for 
process emissions 

Tax rate Tax rate starting at ZAR 120/t CO2-eq. with a yearly 
increase of ten percent until 2019/2020 

Tax-free thresholds Between 60-90% (including offsets) 

Flexibility  Revenue recycling options; carbon offset provision 
of up to 10%; Z-factor (using GHG benchmarking) 

Institutions 

    - Implementing authority South African Revenue Service (SARS) 

    - GHG reporting and MRV Department of Environmental Affairs (DEA) 

    - Energy reporting  Department of Energy (DoE) 

    - Offsetting scheme administration Designated National Authority (DNA) (currently 
within the DoE) 

    - Carbon tax policy and carbon offsets scheme 
design 

National Treasury (NT) 

Reporting regimes 

CED system Company-level energy reporting. Threshold 160 TJ 
annual energy consumption. To be aligned with 
GHG reporting. Feeds into NAEIS system. 

NAEIS system Facility-level GHG reporting. No threshold, will 
follow National Atmospheric Emission Reporting 
Regulations and Licensing System. Verifies carbon 
tax liability.  

Carbon tax liability reporting No threshold. Tax liability will follow National 
Atmospheric Emission Reporting Regulations and 
Licensing System. 
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Timing 
Originally planned for implementation in 2015, the South African Carbon Tax is now expected 
for 2016, to allow for alignment of the Carbon Tax with the DEROs. Draft legislation for the 
carbon tax was finalised in late 2014 and draft legislation is expected to be submitted to 
Parliament in the first quarter of 2015.  
 
Carbon Tax Policy Outline 
The key design features of the carbon tax are outlined in the diagram below, and explained in 
the following sections.  

 
Figure B: Carbon tax policy design 

 
Institutions 
The carbon tax policy design and implementation process is led by the NT. The DoE is involved 
as its energy use data informs energy combustion GHG emissions data collected by the DEA. The 
South African Revenue Service (SARS) will be the main implementing authority on tax liability 
assessment. The DEA will lead the MRV process, collecting the GHG emissions data and 
incorporating the carbon tax within the National Atmospheric Emissions Inventory System 
(NAEIS ς part of the South African Air Quality Information System, SAAQIS). The DEA will work 
closely with the DoE, as a joint implementation partner in the carbon tax MRV work. The DoE, 
which is developing the Central Energy Database, will supply energy combustion data to the 
NAEIS. The DoE currently hosts the DNA who will be responsible for administering the offsetting 
scheme within the carbon tax framework. A relocation of the DNA to the DEA is possible.  
 
Tax-Rate 
The carbon tax will be introduced at 120 Rand per ton of CO2 equivalent, with a yearly increase 
of ten percent until 2019/20. The tax rate is based on literature studies and the prevailing 
carbon price. The economic modelling has shown that the rate can deliver considerable GHG 
mitigation (by between 35 percent and 44 percent in 2035 in different scenarios). and 

Revenue 

Carbon tax at R120 per ton 
of CO2e from 2016. 

90% maximum tax free 
allowance  

60% basic tax free threshold 

10% tax free allowance for 
trade exposure 

10% tax free allowance for 
process emissions 

5-10% allowance for Carbon 
Offsets ς to reduce the 
carbon tax liability 

- Tax free 
allowance of 
60-90%  - 
effective tax 
rate of R12-
R48  t/CO2e 

- Tax free 
thresholds 
phased down 
after 2025  

- Largely 
neutral  
impact on 
GDP over the 
medium 
term 

Revenue Recycling 

Energy Efficiency Savings tax 
incentive  

Tax incentive for Solar PV panels for 
businesses  

R&D tax incentive for green 
technology. 

/ǊŜŘƛǘ ŀƎŀƛƴǎǘ 9ǎƪƻƳΩǎ ŎŀǊōƻƴ ǘŀȄ 
liability for the renewable energy 
premium built into the electricity 
tariffs  

Phasing-down of the electricity levy 

Income tax exemption for carbon 
offset projects 

Support for the installation of solar 
water geysers 

Subsidy scheme for Solar PV panels 
for households  

Roll out of a smart metering 
programme for households 

Enhanced free basic electricity / 
energy for low income households 

Improved public passenger transport  
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contribute towards meeting the voluntary GHG mitigation targets of South Africa This pricing 
approach is seen to provide a gradually strengthening and clear price signal, the marginal carbon 
tax rate will increase by 10% per annum during the first phase of the carbon tax (2016-2020) and 
by CPI+2 in the subsequent phases (after 2020). The annual rate of increase will be reviewed at 
the end of the first implementation phase and is expected to be announced in the 2020 budget. 
 
Protecting industry from competitiveness impacts in the short-term 
The carbon tax will impose a carbon price on many industries that sell their products on 
international markets, creating concerns about competitiveness issues. In addition, the cost of 
carbon will be passed through to end-consumers within South Africa. SouǘƘ !ŦǊƛŎŀΩǎ ǇǊƻŦƛƭŜ ŀǎ ŀƴ 
emerging economy makes these socio-economic challenges even more acute. The specific 
design features of the carbon tax that address these issues are: 

¶ Its implementation through a phased approach; 

¶ ; 

¶ Percentage-based thresholds in the first phase below which the tax is not payable;  

¶ Due consideration of limitations with regards to the emissions reduction potential in 
certain sectors (expected to include the cement, iron and steel, aluminium and glass 
sectors); 

¶ Additional relief for trade-exposed and emission intensive sectors to provide recognition 
of carbon leakage issues and impacts on competitiveness;  

¶ Set of targeted revenue recycling measures; and 

¶ Carbon offset allowances to be used by companies to reduce their tax liability up to a 
limit. 

 
Tax-free thresholds and offsets 
¢ƻ ƳƻŘŜǊŀǘŜ ǘƘŜ ǘŀȄΩǎ ƛƳǇŀŎǘ ŀƴŘ ŜƴŀōƭŜ ŀ ǎƳƻƻǘƘ ǘǊŀƴǎƛǘƛƻƴΣ ǘŀȄ-free thresholds will be 
implemented in the first phase. The basic threshold will be 60% for the fuel combustion 
emissions and 70% for process emissions, effectively reducing the tax rate to R48/tCO2-eq. and 
R36/tCO2-eq respectively with an additional exemption for trade exposure. Adjustment of the 
basic tax-free threshold will be based on intensity benchmarks if applicable. The tax-free 
thresholds will be reduced or replaced by absolute emission thresholds in the second phase 
(2020-25).  
 
In addition, up to ten percent offsets will be available to emitters, following the 2013 Carbon Tax 
PolƛŎȅ ǇŀǇŜǊΩǎ ŎƻƳƳƛǘƳŜƴǘ ǘƻ ǘƘŜ ŘŜǾŜƭƻǇƳŜƴǘ ƻŦ ŎŀǊōƻƴ ƻŦŦǎŜǘ ǇǊƻjects, further elaborated in 
the 2014 Carbon Offsets paper (NT, 2014). The offset provision, taken together with the basic 
tax-free threshold and additional allowances caps the maximum tax-free thresholds at 90 
percent. Offsets are also used to encourage locally-based emission reductions in sectors not 
directly covered by the tax.  
 
.ŀǎŜŘ ƻƴ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ǘƻǘŀƭ ƎǊŜŜƴƘƻǳǎŜ Ǝŀǎ ŜƳƛǎǎƛƻƴǎ ƛƴ нлмл ƻŦ рпр aǘ /h2e (DEA, National 
GHG Inventory), and an average GHG emissions growth rate over the past decade, national GHG 
emissions are likely to stand at approximately 610 Mt CO2e in FY 2016/17. Considering that 
majority of GHG emissions accounted for in the GHG inventory will form the carbon tax and the 
marginal tax rate of R120 tCO2e, the amount of revenue collected from carbon tax is likely to be 
between R7.3 and R29.0 billion for the 2015/16 fiscal year, with the most likely amount of 
revenue collected being around R18 billion. This wide estimate range is linked to the tax free 
thresholds that can vary between 60 and 90 per cent. With a tax free threshold of 60 per cent, 
only 40 per cent of the emissions will be taxable during the first phase.  This tax free threshold 
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can increase to 90 per cent if the offset allowance is taken into account, which means only 10 
per cent of emissions will be taxable. The middle estimate would take into account the tax free 
threshold of around 75 per cent.  

 
Revenue Recycling and Tax Shifting Measures 
The carbon tax is intended to contribute to the mitigation of carbon emissions and to South 
!ŦǊƛŎŀΩǎ ǘǊŀƴǎƛǘƛƻƴ ǘƻ ŀ ƭƻǿ ŎŀǊōƻƴ ŜŎƻƴƻƳȅΣ ǿƛǘƘƻǳǘ ƛƳǇƻǎƛƴƎ ŀn undue burden on the 
economy. The carbon tax will thus be supported by complementary measures and incentives, 
some of which will be implemented in advance of the tax itself. For example, a tax incentive to 
support energy efficiency savings and encourage businesses to act upon their Scope 2 emissions 
relating to purchased energy (e.g. electricity, heat, steam) has been implemented. Other 
proposed complementary revenue recycling and tax shifting measures outlined in the carbon tax 
policy paper include: 

¶ Free basic electricity/energy, through the Integrated National Electrification Program, 
which targets (poor) households, schools and clinics; 

¶ Enhancement of renewable energy power generation; 

¶ Roll out of smart meters, incentives for solar water heaters & geysers and solar 
photovoltaic panels for households; 

¶ Promotion of public transport and of the shift of freight from road to rail;  

¶ Various tax incentives for businesses as presented in Figure B, including Energy 
Efficiency Tax Incentive and accelerated depreciation for renewable energy technology, 
with a special focus on solar photovoltaic panels; and 

¶ A restructuring of the electricity levy. 
 
Bearing in mind the set of proposed measures to mitigate the economic impact of the carbon 
tax, the government has carried out economic modelling work to support the decisions on the 
revenue recycling and tax shifting options that will support the delivery of these goals in the 
most economically efficient manner. Potential options broadly fall within the following options: 
tax shifting, tax incentives and on-budget allocations. Further analytical work might be 
necessary to determine an effective mix of revenue recycling measures and the timing of 
implementation for these measures. 
 
Additionally, the impacts of the introduction of a carbon tax on international competitiveness 
should be examined in greater detail and the role of the trade exposure allowance that has been 
devised as one the carbon tax design features should be further assessed. The carbon tax design 
currently provides a trade exposure allowance by using one of two methods to calculate trade 
exposure, either through (a) exports plus imports or (b) only exports. This has been well 
received, but it seems appropriate to explore modifications to the current formula. 
 
Interaction between the carbon tax and other policies, programmes and plans 
{ƻǳǘƘ !ŦǊƛŎŀΩǎ ŎƭƛƳŀǘŜ ƳƛǘƛƎŀǘƛƻƴ ǇƻƭƛŎȅΣ ƻŦ ǿƘƛŎƘ ŎŀǊōƻƴ ǇǊicing is one element, will interact 
with a number of existing policies guiding development of most economic sectors, including 
those that already have an emissions mitigation co-benefit. Overlapping policies can either 
reinforce or undermine each other (Hood, 2013), and it is therefore key to assess policy 
interactions and develop integrated climate/energy policy packages. A South African carbon tax 
will interact with a number of existing policies, programmes and plans. Key policies to align 
include the Integrated Resource Plan (IRP) and the DEROs.  
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The Integrated Resource Plan (IRP) is the main sectoral guiding document informing the 
development of the South African electricity sector. It identifies the preferred generation 
technology (and assumed energy efficiency demand side management) required to meet 
projected electricity demand up to 2030. The policy-adjusted plan contained in the Integrated 
Resource Plan 2010-30 that was published in 2010 and promulgated in March 2011 represents 
the official government position on future generation capacity in South Africa, until it is replaced 
by a further iteration.  
 
To increase the effectiveness of the carbon tax as well as other policies interacting with it, their 
synergies and misalignments will need to be analysed. The IRP will be revised every two years, 
which means there will be a need for continuous alignment with the carbon tax. Possibly some 
elements of the IRP could be phased out after the carbon tax reaches a stage when it sends a 
sufficiently strong price signal, while others may need to be amended. Conversely, significant 
shifts in primary energy supply or infrastructure could affect the carbon price levels needed to 
meet South Africa´s climate objectives in the longer term. For example, such changes in South 
Africa could be triggered by either the expansion or contraction of the nuclear fleet, or perhaps 
the increased import of hydropower. Such changes can also be influenced by a future carbon 
budget placed on the South Africa public utility Eskom.  
 
Meanwhile DEROs are a set of emissions reduction goals for the long- (2050), medium- (2030), 
and short term (2016-2020), which collectively ensure that national emissions remain within the 
performance benchmark of the National GHG Emissions Trajectory Range specified in the NCCRP 
(also called the Peak, Plateau and Decline trajectory). Where necessary the DEROs will be 
translated into carbon budgets for selected companies or entities. Company-level carbon 
budgets are limits placed on the aggregate emissions of each qualifying company or entity.  
 
A mix of policy measures will be developed to help achieve the DEROs and company-level 
carbon budgets. Measures may include regulatory instruments or economic instruments, such 
as incentives and taxes. The carbon tax will be one of the policy measures used to achieve the 
DEROs. The DEA is still developing the methodology and procedures to determine the DEROs 
and carbon budgets. Alignment will be sought between the proposed carbon tax and the design 
of the DEROs and carbon budgets.  
 
It is envisaged that during the first phase of the carbon tax (2016-2020) the DEA methodology 
for carbon budgets and DEROs will be refined. During this period, carbon budgets for entities 
will be close to the business as usual emissions level, which implies that at the outset the carbon 
budget will merely be indicative, instead of binding at more constrained levels. Therefore, the 
total taxable emissions (and relative tax free thresholds) envisaged in the carbon tax design 
could be based on the suggested carbon budgets, with carbon budgets basically being the same 
as actual taxable emissions. During the next carbon tax phase ς from 2020 onwards, the 
alignment is envisaged to be designed around carbon budgets as absolute thresholds (absolute 
units of MtCO2-eq.), with the carbon tax during the subsequent tax phases (earliest from 2021) 
possibly applying to the emissions above that level to avoid posing a double mitigation burden 
on firms.  
 
Activities and Proposed Budget 
Building Block 2 assesses how a South African carbon tax will interact with a number of existing 
policies, programmes and plans related to economic sectors. Based on the policy overview 
conducted for this task, a number of issues have been identified that merit additional attention.  
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¶ Further analytical work to examine an effective mix of revenue recycling and tax shifting 
measures. 

¶ Further analytical work to assess existing international competitiveness measures. 

¶ Analysis of how private and international climate finance can complement domestic 
sources of climate finance (which will primarily constitute the carbon tax). 

¶ wŜǾƛŜǿ ƻŦ ǘƘŜ ŀŘŜǉǳŀŎȅ ƻŦ ǘƘŜ ŎŀǊōƻƴ ōǳŘƎŜǘ ŀǇǇǊƻŀŎƘ ǘƻ ŀŎƘƛŜǾŜ {ƻǳǘƘ !ŦǊƛŎŀΩǎ 
emissions reduction objectives and the effectiveness and appropriateness of the carbon 
budget alignment with the carbon tax. 

 
Total funding requirements associated with these tasks amount to USD 750,000. 
 
 
Building Block 3: Core Technical and Institutional/Regulatory Market Readiness Components 
 
Building Block 3 focuses on the key activities related to monitoring, reporting and verification 
(MRV) required to implement the carbon tax. Accurate, consistent and reliable MRV will be 
central to the implementation of the carbon tax. The Department of Environmental Affairs (DEA) 
is leading the MRV elements of the carbon tax. The complementary participation of the 
Department of Energy (DoE) will further be required because company level energy use data will 
be supplied to the DoE. South Africa has reported GHG inventories since 1998. The latest GHG 
inventory, indicating the GHG emissions during the years 2000-2010, was gazetted in June 2014 
for public comment and uses the 2006 Intergovernmental Panel on Climate Change (IPCC) 
methodology. ¢ƘŜ ƛƴǾŜƴǘƻǊȅ ǇǊƻǾƛŘŜǎ ŀ ǎƴŀǇǎƘƻǘ ƻŦ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ŜƳƛǎǎƛƻƴǎ ǇǊƻŦƛƭŜ ŀǘ ŀ Ǝƛven 
time. 
 
DEA is in the process of developing a climate change response Monitoring and Evaluation (M&E) 
ǎȅǎǘŜƳ ŦƻǊ {ƻǳǘƘ !ŦǊƛŎŀΦ ¢ƘŜ ƻǾŜǊŀƭƭ ƻōƧŜŎǘƛǾŜ ƻŦ ŘŜǾŜƭƻǇƛƴƎ ǘƘƛǎ ǎȅǎǘŜƳ ƛǎ ǘƻ ǘǊŀŎƪ {ƻǳǘƘ !ŦǊƛŎŀΩǎ 
transition to a low carbon and climate resilient society. It will further enable South Africa to 
meet international reporting obligations and will evolve with international MRV requirements. 
The most relevant element of the domestic M&E system for the carbon tax MRV is the 
development of the National Atmospheric Emissions Inventory System (NAEIS). NAEIS is part of 
the South African Air Quality Information System (SAAQIS) and will be used for reporting of 
climate change mitigation plans by industry. NAEIS offers tools and methodological guidance for 
the reporting of six GHGs (CO2, CH4, NOx, perfluorocarbons, hydrofluorocarbons, sulphur 
ƘŜȄŀŦƭǳƻǊƛŘŜύ ŀŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ Lt//Ωǎ ¢ƛŜǊ м ƎǳƛŘŜƭƛƴŜǎΦ The NAEIS system is able to provide live 
information on emissions and will set out mandatory reporting requirements of emissions in 
South Africa by industry, which shall begin in January 2016.  
 
The intention is to integrate the existing MRV infrastructure in other data domains such as 
energy, industry and waste. The NAEIS will play a major role in the verification process for 
carbon tax liability. The proposed carbon tax liability will be determined based on the emissions 
at a company level, resulting directly from fuel combustion and gasification and from non-
energy industrial processes. Data will follow two separate reporting paths, depending on 
whether they relate to energy or process emission sources. Energy-related data will be reported 
and verified according to guidelines outlined and managed by the DoE. Process emissions data 
will be reported and verified within the NAEIS system and managed by the DEA. Companies will 
use the information in these data streams to report to SARS, in order to meet their carbon tax 
liability. 
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The DEA and DoE are involved with SoǳǘƘ !ŦǊƛŎŀΩǎ ōǊƻŀŘŜǊ aw± ŀƴŘ ŎƭƛƳŀǘŜ ŀŎǘƛƻƴ ŦǊŀƳŜǿƻǊƪǎΣ 

which provide important context to understanding the functioning of the carbon tax-specific 

MRV. In the broader context the Air Quality Act and the Energy Act provide the regulatory 

framework for mandatory GHG and energy reporting. In particular, the DEA holds responsibility 

for implementation of the Air Quality Act and reporting of the national GHG inventory and DoE 

carries out energy reporting activities under the Energy Act. In terms of reporting, the South 

African M&E system is the overarching system that monitors South Africa´s mitigation and 

adaptation response. As part of the broader M&E system, the NAEIS system will set out 

mandatory reporting requirements of emissions in South Africa by industry and will as such 

inform the carbon tax liability. The mandatory GHG reporting will follow the National 

Atmospheric Emission Reporting Regulations and Licensing System as developed by DEA. All 

licensed activities under the Air Quality Act will also be covered under the carbon tax and will 

need to self-report their GHG emissions to SARS. This amounts to between 1,000 and 1,500 

companies and around 75% of national emissions. There is an agreement between DEA and DoE 

to align GHG with energy reporting. This broader framework of the MRV is schematically 

illustrated in Figure C.  

 
Under the South African carbon tax design tax paying entities will be required to self-report their 
carbon emissions liability to SARS. In addition, most entities will be required to report their 
emissions to DEA under the mandatory air quality and climate change regime in the NAEIS as 
well as their energy use and energy management plans in terms of the DoE mandatory reporting 
regulations. This approach introduces consistency in the overall carbon tax MRV system. It 
means that similar companies shall be subjected to similar mix of measures and most 
importantly, there will be no administrative risk in terms of managing the system in the short-to-
midterm. 
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Figure C: Schematic overview of the broader context of the carbon tax MRV 

 

Regulatory Regime 
The National Environmental Management: Air Quality Act No. 39 of 2004 is currently the core 
regulation underpinning MRV and, in particular the NAEIS system. Energy Act (Act 34 of 2008) 
provides the DoE with its mandate in relation to energy and fuel use data. More specific 
regulation relevant to MRV for the carbon tax is under development by both the DEA and DoE, 
and will frame mandatory reporting requirements in South Africa. Table  B provides an overview 
of the expected regulatory development timelines. 
 
Table  B: Expected regulatory developments on emissions and energy reporting 

Regulation (leading authority) Timeline (tentative) Activities and developments 

National atmospheric emission 
reporting regulations 
 

August - October 2013 Regulation drafting 

18 July 2014 
Publication of the draft 
regulation 

November 2014 ς February 2015 
Stakeholder consultation and 
public comments 

May ς June 2015 
Regulation to become 
operational 

January 2016 
Commencement of 
mandatory reporting 

Energy reporting regulation (DoE) 
July-September 2014 

Draft regulation available for 
public comment 

October ς December 2014 
Stakeholder consultation and 
public comments 
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January-March 2015 
Regulation to become 
operational 

 
Proposed institutional setup for MRV  
Figure D provides a schematic overview of the proposed institutional setup for MRV. 
 
 

 
 

Figure D: Schematic representation of the proposed institutional setup for MRV for the carbon tax. 

 
The institutional setup illustrated above provides the overarching structure for the 
implementation of the carbon tax. MRV requires a variety of methodologies, regulations and 
processes to be structured. 
 
Figure E below provides a schematic overview of the proposed structure of the carbon tax MRV 
system. 
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Figure E: Schematic overview of the carbon tax MRV system 
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Activities, Deliverables and Proposed Budget 
A number of MRV-related issues have been identified as priorities for action and key targets for 
support from the PMR, as well as for internal support. Total budget for MRV activities is USD 
2,470,000.  
 
Building Block 4: Planning for the carbon tax 
 
Building Block 4 focuses on the roadmap towards implementation of the offset scheme under 
the carbon tax.  
 
The carbon offset component of the carbon tax has a dual purpose: 

¶ To provide flexibility for tax payers to lower their tax liability; and 

¶ To incentivise mitigation and assist sustainable development in South African activities 
not directly covered by the tax and/or benefiting from other government incentives, 
especially, AFOLU, waste, renewable energy and energy efficiency.  

 
At this stage, it is envisaged that the proposed offset scheme will primarily rely on existing 
international carbon offset standards and the associated institutional and market infrastructure. 
This will be complemented by requirements specific to the South African scheme. At the initial 
stage only projects in South Africa will be eligible under the carbon offset scheme in order to 
support mitigation in South Africa. The extension of the geographical eligibility to the SADC 
region might be considered over time. International offsets could be considered once an 
international carbon market exists. The offset scheme will focus on technologies from activities 
that are not included in the carbon tax liability, which could include the transport, waste and 
AFOLU sector activities. 
 
Once the offset scheme is operational, the possibility of introducing a domestic standard will be 
assessed. It is estimated that there is a considerable mitigation potential within the AFOLU 
sector, which is currently not very well covered by the international standards / project 
methodologies. A potential domestic standard would primarily cover the types of projects that 
are not well catered for under international standards. The institutional, regulatory, technical, 
operational and legal implications of developing a domestic offset scheme would need to be 
evaluated in detail. This is outside the scope of the current PMR grant request. 
 
Approved international standards will be accepted under the South African offset scheme. It is 
proposed that such standards could include the Clean Development Mechanism (CDM), the 
Verified Carbon Standard (VCS), and the Gold Standard (GS). The third party approval process of 
the projects and the credits associated with these existing standards will be used (e.g. CDM 
validation, registration, verification and issuance processes). The work on outlining the 
modalities of how each of the standard will be used in the South African scheme and how the 
differences between the proposed standards will be addressed has commenced. Before the 
carbon credits generated by projects under the international standards can be used under the 
South African carbon tax, their eligibility under the South African scheme will need to be 
reviewed. A carbon-offset certificate will be issued by the administrator of the South African 
scheme to confirm this eligibility.  
 
Estimates suggest that sufficient demand will exist to incentivise the development of offset 
projects in South Africa. The latest studies show that the total supply of carbon offsets in 
accordance with the eligibility criteria (as proposed by National Treasury in April 2014 Offsets 
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paper) is estimated at approximately 13 MtCO2-eq. per annum. The anticipated low end range 
of the demand is estimated at 18 MtCO2-eq. per annum (Promethium Carbon, 2014).  These 
estimates however do not include large potential supply of credits from the AFOLU sector, 
which has traditionally not been very well covered by existing international standards. National 
Carbon Sinks Assessment identified a number of project types that could be explored and a 
separate carbon offsets work stream has been initiated to enhance the development of projects 
in the sector. 
 
Figure E below presents the envisaged design of the proposed offset scheme. 
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Figure E: Envisaged design of the proposed offset scheme  

 
Activities, Deliverables and Proposed Budget 
Total budget for carbon offset component activities amounts to USD 3,000,000. The offset 
scheme is expected to start along with the tax in 2016. 
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Building Block 5: Organisation, Communication, Consultation and Engagement 
 
NT has undertaken a lot of preparatory work, signalling and consulting on the South African 
carbon tax. It has been communicated regularly and thoroughly, and opportunity has been given 
to provide comments on the tax through a number of channels. Despite the extensive 
consultations, a level of misinformation, misunderstanding and lack of clarity remains 
throughout society. There is an on-going need to situate the carbon tax clearly as a policy 
instrument to assist in addressing the climate mitigation challenge.  In addition, key business 
ǎǘŀƪŜƘƻƭŘŜǊǎ ƘŀǾŜ ǎƛƎƴƛŦƛŎŀƴǘ ǾŜǎǘŜŘ ƛƴǘŜǊŜǎǘǎ ƛƴ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ŎŀǊōƻƴ ƛƴǘŜƴǎƛǾŜ ŜŎƻƴƻƳƛŎ 
structure, and are influential and powerful economic players. On-going, and potentially 
intensified resistance to the tax as it moves into implementation phase may be anticipated.  The 
tax is one instrument of a suite of mitigation policy instruments and approaches being 
developed by government as per the NCCRP with the DEA as lead department. Alignment of the 
carbon tax with other goverƴƳŜƴǘ ŘŜǇŀǊǘƳŜƴǘǎΩ ǇƻƭƛŎȅ ƛƴƛǘƛŀǘƛǾŜǎ ǿƛƭƭ ōŜ fundamental to a 
successful response to climate change. However, an on-going communication and engagement 
challenge might hence ensue the need to develop a robust strategy.  
 
A comprehensive communications and strategic stakeholder engagement strategy is proposed 
to be a priority to establish a unified message, ensure public buy-ƛƴΣ ŀƴŘ ƳŀƴŀƎŜ ǘƘŜ ΨƭƻǎŜǊǎΩ 
under a carbon tax. These elements are essential to the successful implementation of the tax. 
 
The communications and strategic stakeholder engagement work will focus on the following 
issues:  

1. establishing a unified message on the carbon tax from government,  
2. ensuring public buy-in, and  
3. ƳŀƴŀƎƛƴƎ ǘƘŜ ΨƭƻǎŜǊǎΩ ǳƴŘŜǊ ŀ ŎŀǊōƻƴ ǘŀȄΦ  

 
Activities, Deliverables and Proposed Budget 
Total budget for the communication strategy activities amounts to USD 780,000.  
 
Building Block 6: Summary of schedule and budget 
 
Building Block 6 presents the total budget needed to implement the carbon tax policy in South 
Africa. Table C below indicates the envisioned sources of funding. The South African National 
Government will finance a significant share of the funding requirements.  
 
 
 
Table C: Summary of schedule and budget  

Sources of Funding  
Total BB2 

(USD) 
Total BB3 

(USD)  
Total BB4 

(USD)  
Total BB5  

(USD) 
Grand Total  

(USD) 

National Government  $200,000 $270,000 $1,200,000 $330,000 $2,000,000 

PMR $550,000 $2,200,000 $1,800,000 $450,000 $5,000,000 

GRAND TOTAL $750,000 $2,470,000 $3,000,000 $780,000 $7,000,000 



 

 

Building Block 1 : Country and Policy Context  
 

1. Outline of economic development and climate change mitigation objectives  
2. !ǎǎŜǎǎƳŜƴǘ ƻŦ ƘƛǎǘƻǊƛŎ ŀƴŘ ǇǊƻƧŜŎǘŜŘ ŜƳƛǎǎƛƻƴǎ ǘǊŜƴŘǎΣ ŀƴŘ ƪŜȅ ŘǊƛǾŜǊǎ ƻŦ ǘƘŜ ŎƻǳƴǘǊȅΩǎ 

GHG emissions 
3. Experience with market-based instruments for GHG emission reductions 

 

 

1.1. Outline of economic development and climate  change mitigation 
objectives  

 
The National Development Plan (NDP), endorsed by Cabinet in 2012 as the strategic framework 
for government planning, identifies a number of targets and actions to address the key 
developmental challenges and promote sustainable growth in South Africa. The NDP recognises 
the potential impact of climate change on South Africa, and the economic and developmental 
benefits of reducing greenhouse gas (GHG) emissions. It includes a number of targets and 
actions towards supporting the transition to a low carbon economy. 
 
South Africa has long been actively involved in the global climate arena. The country signed the 
UN Framework Convention on Climate Change (UNFCCC) as a non-Annex 1 party in 1993, 
ratified the Convention in 1997, and in 2002, it ratified the Kyoto Protocol to the Convention.  
 
South Africa made a voluntary commitment, at the 2009 Copenhagen Climate Change 
negotiations, to reduce GHG emissions below business-as-usual by 34 percent in 2020 and 42 
percent by 2025. In accordance with Article 4.7 of the UNFCCC, the extent to which this 
ambition can be realised depends on the level to which developed countries meet their 
commitment to provide financial, capacity-building, technology development and technology 
transfer support to developing countries. 
 
The National Climate Change Response Policy (NCCRP), approved by the Cabinet in 2011, 
ƻǳǘƭƛƴŜǎ ǘƘŜ {ƻǳǘƘ !ŦǊƛŎŀƴ ƎƻǾŜǊƴƳŜƴǘΩǎ Ǿƛǎƛƻƴ ŦƻǊ ŀƴ ŜŦŦŜŎǘƛǾŜ ŎƭƛƳŀǘŜ ŎƘŀƴƎŜ ǊŜǎǇƻƴǎŜ ŀƴŘ ǘƘŜ 
long-term transition to a climate-resilient and lower-carbon economy and society.  
 
In an effort to address the challenges posed by climate change and to meet the voluntary 
international commitments, the government is proposing to utilise a package of adaptation and 
mitigation measures. The former component aims to ensure that public and private investments 
are climate change resilient. The latter component is informed by the recognition of 
responsibility as a global citizen to the international effort to curb global emissions. The NCCRP 
also highlights climate change as a significant threat to sustainable development, and recognises 
that it has the potential to ǳƴŘŜǊƳƛƴŜ ǘƘŜ ǇǊƻƎǊŜǎǎ ƳŀŘŜ ǘƻǿŀǊŘǎ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ƻǿƴ 
development goals and the Millennium Development Goals (MDGs) (DEA, 2011a).  
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Figure 1: YŜȅ ǇƻƭƛŎȅ ŀǊŜŀǎ ƛƴ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ƴŀǘƛƻƴŀƭ ŎƭƛƳŀǘŜ ŎƘŀƴƎŜ ǊŜǎǇƻƴǎŜ ǎǘǊŀǘŜƎȅΦ 

 
The NCCRP provides a GHG trajectory, with emissions peaking in 2020 - 2025, stabilising in 2025 
- 2035 and declining in absolute terms from around 2035 (Peak Plateau ad Decline - PPD), as 
shown in Figure 2. 
 

 
Figure 2: South Africa's peak, plateau and decline GHG emissions trajectory range (DEA, 2011b)1  

 

                                                           
1
Cited on http://www.climateaction.org.za/cop17-cmp7/sa-government-position-on-climate-change 
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The key elements of the overall approach to mitigation as stated in the NCCRP are (DEA, 2011a):  

¶ Establishing a national system of data collection to provide detailed, complete, accurate 
and up-to-date emissions data in the form of a GHG Inventory, National Atmospheric 
Information System and a Monitoring and Evaluation System to support the analysis of 
the impact of mitigation measures.  

¶ Using the National GHG Emissions Trajectory Range as the benchmark against which the 
collective outcome of all mitigation actions will be measured. 

¶ Defining desired emission reduction outcomes (DEROs) for each sector and sub-sector 
of the economy; this involves in-depth assessments of the mitigation potential per 
sector, best available mitigation options, science, evidence and a full assessment of the 
costs and benefits. Where appropriate, company level carbon budgets will be 
considered. 

¶ Requiring companies and economic sectors or sub-sectors for whom DEROs have been 
established to prepare and submit mitigation plans, including measurable and verifiable 
indicators for each programme and measures to monitor implementation and outcome. 

¶ Developing and implementing a range and mix of different types of mitigation 
approaches, policies, measures and actions that optimise the mitigation outcomes as 
well as job creation and other sustainable development benefits. 

¶ Deploying a range of economic instruments to support the system of desired emissions 
reduction outcomes, including (amongst others) the appropriate pricing of carbon. One 
area of focus to advance carbon pricing policy will be the implementation of an 
economy wide carbon tax. The carbon tax is the key focus for this Market Readiness 
Proposal. 

 
The ƳŀƧƻǊƛǘȅ ƻŦ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ŜƳƛǎǎƛƻƴǎ ŎƻƳŜ ŦǊƻƳ ŜƴŜǊƎȅ ǳǎŜ2. The Government therefore 
recognises that large mitigation contributions will have to be achieved by reducing the 
emissions associated with energy generation and use (DEA, 2011a). The mitigation options to be 
actively pursued by policy are those with the biggest mitigation potential in the medium-term 
(DEA, 2011a):, such as  

¶ transitioning to electricity generation options with a lower carbon footprint;  

¶ increased uptake of energy efficiency opportunities, especially in industry, public, 
commercial and residential buildings and in transport; 

¶ promoting mitigation options in the transport sector including transport modal shifts 
(road to rail, private to public transport) and switches to alternative vehicles (e.g. 
electric and hybrid vehicles) and lower-carbon fuels. 

 
The first two groups of mitigation options in the electricity sector were identified in the policy-
ŀŘƧǳǎǘŜŘ LƴǘŜƎǊŀǘŜŘ wŜǎƻǳǊŎŜ tƭŀƴ όLwtύ ƻŦ нлмлΣ ǿƘƛŎƘ ǊŜǇǊŜǎŜƴǘǎ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ƻŦŦƛŎƛŀƭ 
position on the development of {ƻǳǘƘ !ŦǊƛŎŀΩǎ ŜƭŜŎǘǊƛŎƛǘȅ ǎŜŎǘƻǊΦ The main mitigation elements 
contained in the IRP 2010 are: 

¶ The maintenance of an emissions constraint of 275 million tons of CO2 per year from the 
electricity industry after 2024; 

¶ The installation of 19 GW renewable power sources (solar photovoltaic, concentrating 
solar power, wind) by 2030; 

                                                           
2
 {ƻǳǘƘ !ŦǊƛŎŀΩǎ ŜƴŜǊƎȅ ǳǎŜ ŜƳƛǎǎƛƻƴǎ ƛƴ ǘƘŜ ȅŜŀǊ нллл ǊŜǇǊŜǎŜƴǘŜŘ ƴŜŀǊƭȅ ул҈ ƻŦ ǘƻǘŀƭ ŜƳƛǎǎƛƻƴǎΣ ŎƻƳǇŀǊŜŘ ǘƻ ŀƴ 

average of 49% for developing countries as a group (DEA, 2011a). 
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¶ The maintenance of energy efficiency demand-side management (EEDSM) measures at 
the level of a maximum load of 3 420 MW. 

¶ The inclusion of a full nuclear fleet of 9 600 MW to ensure that sufficient dispatchable 
baseload capacity is constructed to meet the demand during peak hours and provide 
acceptable assurance of security of supply; 

 
The IRP should be updated every two years, so the IRP 2010 is already significantly outdated. A 
draft IRP update was published in 2013 for stakeholder consultation purposes. It included 
somewhat lower (but still optimistic3) economic growth projections (in line with the NDP 
aspirations of average growth of 5.4% annual average growth until 2030), which results in 
somewhat reduced electricity demand4. Because of slower growth in electricity demand and 
higher nuclear costs than those assumed in the IRP 2010, the 2013 update finds that no nuclear 
capacity is necessary until 2025 or 2035, if desired economic growth does not materialise. 
 
Other mitigation options that could provide smaller but still relevant mitigation potential are 
carbon capture and storage in synfuels production, non-energy emissions in the agriculture 
sector and transitioning to more sustainable patterns of consumption and production.  
 
{ƻǳǘƘ !ŦǊƛŎŀΩǎ ŎƭƛƳŀǘŜ ŎƘŀƴƎŜ ƳƛǘƛƎŀǘƛƻƴ ƛƴǘŜǊǾŜƴǘƛƻƴǎ ǿƛƭƭ ōŜ ƳƻƴƛǘƻǊŜŘ ŀƴŘ ƳŜŀǎǳǊŜŘ ŀƎŀƛƴǎǘ 
the National Emissions Trajectory Range mentioned above. To this end, South Africa is currently 
developing a Climate Change Response Monitoring and Evaluation System, which should, 
amongst others, assess progress of implementation of objectives and measures set under the 
carbon budget approach and sectoral mitigation strategies (DEA, 2011a). The monitoring 
process will be coordinated and overseen by the Department of Environmental Affairs (DEA), 
which will implement it through sectoral implementation mechanisms, and publish the 
outcomes of the monitoring process on a yearly basis (DEA, 2011a). 
 
As policy design occurs, it is inevitable that some of the envisioned processes will change over 
time to accommodate for new perspectives on what is realistic on the ground. This can for 
instance be seen in the current process on developing desired emission reduction outcomes 
where the scope as envisioned in the NCCRP is evolving. Stakeholder consultation will also 
influence policy design.  
 
The government has commited itself to actively pursue the mobilisation and effective use of 
domestic and international resources to finance the cost of the transition to a climate-resilient 
society (DEA, 2011a). This includes exploring the role of financial institutions, both public and 
ǇǊƛǾŀǘŜΣ ƛƴ ŎƘŀƴƴŜƭƛƴƎ ǊŜǎƻǳǊŎŜǎ ǘƻ {ƻǳǘƘ !ŦǊƛŎŀΩǎ Ŏƭimate response initiatives, attracting and 
tracking climate finance, mainstreaming climate change response into the budgetary process 
and developing a climate finance strategy.  
 

1.2. Assessment of historic and projected emissions trend, and key 
ÄÒÉÖÅÒÓ ÏÆ ÔÈÅ ÃÏÕÎÔÒÙȭÓ '(' ÅÍÉÓÓÉÏÎÓ 

 

                                                           
3
 The NDP growth aspiration of 5.4% per year for the medium term seem somewhat optimistic considering the latest 

near-term growth projections of 1.4% and 2.3% in 2014 and 2015, respectively, as forecasted by the IMF (IMF, 2014). 
4
 The 2013 update projects electricity demand in 2030 to be in the range of 345 ς 416 TWh, as opposed to the 454 

TWh in the IRP 2010 (DOE, 2013). 
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{ƻǳǘƘ !ŦǊƛŎŀΩǎ ŜƳƛssions profile 
The first national GHG inventory in South Africa was prepared in 1998 using the 1996 IPCC 
Guidelines for National GHG Inventories and based on 1990 data. There have been three 
updates since, of which the latest two have used the new 2006 IPCC guidelines. The data 
presented here is based on the latest GHG inventory published in 2013 compiling emissions for 
the period 2000 to 2010 (DEA, 2013a). 
 
In 2010, {ƻǳǘƘ !ŦǊƛŎŀΩǎ total emissions were estimated to be 582 Mt CO2-eq. (excluding the Land 
sub-sector), which is a 25.5% increase compared to 2000 levels (464 Mt CO2-eq.)5.  
 
Over the period 2000 - 2010, emissions from the Energy sector increased by nearly 30%, and by 
almost 60% for the Waste sector. Emissions from the Afforestation, Forestry and Other Land Use 
(AFOLU) sector (excl. Land) declined by 5% over the 10 year period, and the Industrial Processes 
and Product Use (IPPU) sector emissions declined by 1.1% over the same period. The 
development of total emissions per sector are shown in the figure below. 
 

Figure 3: {ŜŎǘƻǊŀƭ ŎƻƴǘǊƛōǳǘƛƻƴǎ ǘƻ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ǘƻǘŀƭ DID ŜƳƛǎǎƛƻƴǎ for the period 2000 - 2010 (DEA, 
2013a) 

 
If Land emissions are disregarded, the Energy sector contributed 82.3% to the total GHG 
inventory in 2000, which increased to 85.1% in 2010. Of these, 59.8% can be assigned to 
electricity production in 2000 and 60.6% in 2010, while transport accounted for 9.3% of energy 
sector emissions in 2000 and 9.6% in 2010. The second largest emitter is the AFOLU sector, 
which contributed 8.5% to total emissions in 2000 and 6.1% in 2010. The percentage 
contribution from the Waste sector increased from 2.7% to 3.4% over the 10 year period.  
 

                                                           
5
 If Land sub-sector is included, it acts as a net carbon sink, bringing the total 2010 emissions down to 563 Mt CO2eq. 

(DEA, 2013a) 
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A more detailed ōǊŜŀƪŘƻǿƴ ƻŦ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ŜƳƛǎǎƛƻƴs in 2010 by key emission categories as 
defined by the IPCC, shows that Energy Industries (using solid fuels) is the single largest 
ŎƻƴǘǊƛōǳǘƻǊ ǘƻ ǘƘŜ ŎƻǳƴǘǊȅΩs total emissions, contributing 56% of total emissions. These 
emissions are almost eight times higher than emissions from Road Transportation, which ranks 
second with a relative contribution of 7.3%. This is followed by Manufacturing and Construction 
(also based on the use of solid fuels) with 6.1% and Enteric Fermentation and Solid Waste, both 
with 4.7%, as shown in Table 1. 
 
It is also interesting to note that a vast majority of {ƻǳǘƘ !ŦǊƛŎŀΩǎ ŜƴŜǊƎȅ ƛƴŘǳǎǘǊy emissions 
come from two companies: Eskom, the para-statal utility providing coal-based electricity and 
Sasol, with its coal-to-liquids facility, which emmited 231.9 MtCO2-eq. and 61.4 MtCO2-eq. in the 
12 months ending in March 2012, respectively (CDP, 2012).  
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Table 1: Absolute and relative contributions of GHG emissions by IPCC categories (excl. Land) in 2010  

IPCC Category GHG 
Absolute emissions in 

2010  
(MtCO2-eq.) 

Relative 
contribution to 
total national 

emissions 

Energy Industries ς Solid Fuels CO2 324.2 56.0% 

Road Transportation CO2 42.5 7.3% 

Manufacturing Industries and Construction CO2 35.1 6.1% 

Enteric Fermentation CH4 27.3 4.7% 

Other Sectors - Solid Waste CO2 27.0 4.7% 

Other Emissions from Energy Production CO2 22.1 3.8% 

Other Sectors - Liquid Fuels CO2 17.6 3.0% 

Solid Waste Disposal CH4 16.6 2.9% 

Iron and Steel Production CO2 12.4 2.2% 

Ferroalloys Production CO2 6.5 1.1% 

Cement Production CO2 4.2 0.7% 

Energy industries - Liquid Fuels CO2 4.1 0.7% 

Manufacturing Industries and Construction - Gaseous fuels CO2 3.8 0.7% 

Civil Aviation CO2 3.7 0.6% 

Indirect N2O Emissions from managed soils N2O 3.4 0.6% 

Source: (DEA, 2013a) 

A trend assessment of emissions over the period 2000-2010 indicated that Other sectors (using 
solid fuels) show the fastest increase in emissions, followed by Other Emissions from Energy 
Production, Enteric Fermentation, and Iron and Steel Production, again if the Land sector is 
excluded.  
 
Key emission drivers in South Africa 
{ƻǳǘƘ !ŦǊƛŎŀΩǎ emissions exhibit a close relationship with the development ƻŦ ǘƘŜ ŎƻǳƴǘǊȅΩǎ 
economy (as measured by GDP growth). Between 2000 and 2005Σ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ŜƳƛǎǎƛƻƴǎ 
increased rapidly (by 2.8% and 6.4% in 2002 and 2003, respectively, which leveled off to 4.6% in 
2005). This increase was driven primarily by economic growth (DEA, 2013a). As an open 
economy, the global downturn was felt by South Africa through a decrease in export demand. 
South Africa officially entered an economic recession in the third quarter of 2008, which lasted 
for four consecutive quarters. As a result, GHG emissions during that same period decreased 
across almost all major emission categories (DEA, 2013a). Towards the end of 2009, South Africa 
recovered from the recession and achieved growth of 0.9%, with growth being limited primarily 
by a slow recovery in the manufacturing sector. The growth resulted in a marginal increase 
όлΦм҈ύ ƛƴ ǘƘŀǘ ȅŜŀǊΩǎ ŜƳƛǎǎƛƻƴǎ (DEA, 2013a)Φ ¢ƘŜ ŎƻǳƴǘǊȅΩǎ ŜŎƻƴƻƳȅ ǊŜŎƻǾŜǊŜŘ ŦǳǊǘƘŜǊ 
supported by hosting the 2010 FIFA World Cup in June and July 2010, and the GHG emissions 
increased by 4.1% during that year (DEA, 2013a). 
 
Energy sector emissions 
/ƻƴǎƛŘŜǊƛƴƎ ǘƘŜ ŜƴŜǊƎȅ ǎŜŎǘƻǊ ƛǎ ōȅ ŦŀǊ ǘƘŜ ƭŀǊƎŜǎǘ ŎƻƴǘǊƛōǳǘƻǊ ǘƻ {ƻǳǘƘ !ŦǊƛŎŀΩǎ DID ŜƳƛǎǎƛƻƴǎΣ 
further information on this sector and its emissions is presented here. The Energy sector 
includes: 

¶ Exploration and exploitation of primary energy sources;  

¶ Conversion of primary energy sources into final energy in refineries and power plants;  

¶ Transmission and distribution of fuels; and  



 
The Carbon Tax Policy Package: Market Readiness Proposal for South Africa (February 2015)                                      
 

 

 
29 

¶ Final use of fuels in stationary and mobile applications (DEA, 2013a).  
 
Primary energy supply in South Africa is dominated by coal (65.7%), followed by crude oil 
(21.6%), renewable sources and wastes (mainly traditional biomass) (7.6%), with a relatively 
small contribution from natural gas (2.8%) and nuclear (1.9%), as shown in the Figure 4. 
 

  
Figure 4: Total primary energy supply in South Africa for the period 2000-2009 (DoE, 2010)  

 
The main source of emissions in the energy sector is CO2 from fossil fuel combustion. The total 
GHG emissions from the energy sector increased from 382 CO2-eq. in 2000 to 495 MtCO2-eq. in 
2010, an increase of 29.7%. The largest proportion of this increase can be attributed to 
emissions from fossil fuel combustion for electricity generation.  
 
Total cumulative emissions over the 10 year period amounted to 4,829 Mt CO2-eq. The most 
significant contibutors to these emissions are the Energy Industries sub-sector, contributing 
68.1% of total cumulative sector emissions (with Eskom accounting for 59.2% of total 
cumulative sector emissions), followed by Transport with 9.3% of emissions and Manufacturing 
industries and construction with 8.2%, as shown in Figure 5. 
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Figure 5: Contribution of sub-sectors to total cumulative energy sector emissions for the period 2000 ς 
2010. 

 
Future emission projections 
tǊƻƧŜŎǘƛƻƴ ƻŦ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ƴŀǘƛƻƴŀƭ DID ŜƳƛǎǎƛƻƴǎ ƛƴǘƻ ǘƘŜ ŦǳǘǳǊŜ ǿŀǎ a component of the 
recent study which focused on quantifying ǘƘŜ ƳƛǘƛƎŀǘƛƻƴ ǇƻǘŜƴǘƛŀƭ ŦƻǊ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ŜƴŜǊƎȅΣ 
industry, transport, waste and AFOLU sectors (DEA, 2013b)6. The study based its future emission 
ŦƻǊŜŎŀǎǘǎ ƻƴ ŀ άƳƻŘŜǊŀǘŜ ƎǊƻǿǘƘ ǊŀǘŜέ ǎŎŜƴŀǊƛƻ ŘŜŦƛƴŜŘ ōȅ {ƻǳǘƘ !ŦǊƛŎŀΩǎ bŀǘƛƻƴŀƭ ¢ǊŜŀǎǳǊȅ (NT) 
and published in the 2012 draft Integrated Energy Plan. The projection of moderate growth (at 
the time of conducting the study in 2012) ŀǎǎǳƳŜǎ ǘƘŀǘ ǘƘŜ ŎƻǳƴǘǊȅΩǎ D5t ǿƛƭƭ ƎǊƻǿ ŀǘ ŀ ǊŀǘŜ ƻŦ 
4.2% per annum over the medium-term (2015 and 2020)7 and 4.3% per annum over the long-
term (2021-2050), and will be limited by continued skills constraints and infrastructure 
bottlenecks (DEA, 2013b).  
 
Future GHG emissions up to 2050 have been produced using a άbottom-ǳǇ  ƳŜǘƘƻŘƻƭƻƎȅ ōŀǎŜŘ 
ƻƴ ǎŜŎǘƻǊŀƭ ƳƻŘŜƭǎ ŦƻǊ ŀƭƭ ǎŜŎǘƻǊǎ ƛƴŎƭǳŘŜŘ ƛƴ {ƻǳǘƘ !ŦǊƛŎŀΩǎ GHG Inventory. The άWith Existing 
aŜŀǎǳǊŜǎ  (WEM) projection incorporates the impacts of climate change mitigation actions 
including climate change policies and measures implemented to date8. Under these projections, 
total GHG emissions reach 663 MtCO2-eq.  in 2020 and 1,593 MtCO2-eq. in 2050, as can be seen 
in Table 2 (DEA, 2013b). 

                                                           
6
 Not yet publicly available. 

7
 Although lower compared to the economic growth rate assumed in the draft IRP update, this too is a somewhat 

optimistic assumption considering the latest IMF projections for South African economic growth of 1.4% and 2.3% in 
2014 and 2015, respectively (IMF, 2014).  
8
 This means that emissions over the period 2000 to 2010 follow the actual path of observed emissions. 
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Figure 6: National GHG emissions projection under the WEM case (DEA, 2013b) 

 
A sensitivity analysis of the WEM case shows that if economic growth were lower (with GDP 
growth assumed to be 3.8% per annum over the medium and long-term), absolute emissions by 
2050 would be lower by 232 MtCO2-eq. (15%), compared to the medium growth scenario, as can 
be seen in Table 2: On the other hand, if economic growth were to be higher (at 4.8% per 
annum over the medium-term and 5.4% per annum over the long-term), then emissions are 
projected to be 290 MtCO2-eq. (18%) higher in 2050 than under a medium growth scenario.  
 
Table 2: National GHG emission projections based on lower and higher economic growth assumptions 
in MtCO2-eq.  

  2020 2030 2040 2050 

  
low 

growth 
high 

growth 
low 

growth 
high 

growth 
low 

growth 
high 

growth 
low 

growth 
high 

growth 

Energy 365 389 467 527 603 749 818 1,110 

Industry 141 157 175 225 231 344 314 543 

Transport 60 60 78 78 101 101 126 126 

AFOLU 53 53 53 53 52 52 52 52 

Waste 24 24 33 34 42 43 50 52 

Total 643 683 806 917 1,029 1,289 1,360 1,883 

Source: (DEA, 2013b) 

1.3. Experience with market -based instruments for GHG emission 
reductions  

 
General experience with market-based instruments  
Effective implementation of a broad market-based instrument such as the carbon tax requires 
considerable institutional and administrative capacity. South Africa has limited experience with 
broad market-based instruments for mitigating environmental externalities. It does, however, 
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have some experience with narrowly focused market-based instruments targeting specific areas, 
including some with climate change mitigation objectives. These include: 

¶ The Electricity Generation Levy, imposed on generators of coal and nuclear based 
electricity9  

¶ The Motor Vehicle Carbon Dioxide Emissions Tax, which is levied on motor vehicles 
emitting above a specified threshold deemed harmful to the environment. The objective 
of the levy is to influence the composition of South Africa's (SA) vehicle fleet to become 
more energy efficient and environmentally friendly. The levy is to be paid by the vehicle 
manufacturers10.  

¶ Incandescent Light Bulbs Levy, which is imposed on producers of such lightbulbs11.  

¶ A range of tax incentive measures to support renewable energy investments, for 
example accelerated depreciation allowances for renewable electricity generation and 
biofuels production. 

¶ The energy efficiency savings tax allowance. 
 
Experience with carbon markets  
South Africa has some experience with carbon markets and the Clean Development Mechanism 
(CDM). Fifty-five South African CDM projects have been registered and thirty-two are at the 
validation stage. In addition thirty Programme of Activities (PoA)12 have been registered and 
twelve PoA are at the validation stage (as of February 2014).  
 
The projects submitted to the DNA for initial review and approval include those relating to bio-
fuels, energy efficiency, waste management, cogeneration, fuel switching and hydro-power, and 
covers manufacturing, mining, agriculture, energy, waste management, housing, transport and 
residential sectors. In addition to the CDM, there are over 20 projects registered under one of 
the voluntary carbon offset standards, bringing the total number of registered projects 
potentially generating carbon credits to 105. 
 
While the South African CDM projects represent about a third of all CDM projects in Africa13, this 
number is very small relative to the number of projects developed in other emerging 
economies, most notably China with over 3,700 registered CDM projects, India with over 1,500, 
Brazil with over 300, Mexico with nearly 200, and Indonesia with nearly 150. A lack of finance 
and technical capacity for supporting the CDM has been a key challenge to accessing the large 
potential that exists in the country (DoE, 2012).  
 
Most of the carbon ŎǊŜŘƛǘǎ ƎŜƴŜǊŀǘŜŘ ōȅ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ǇǊƻƧŜŎǘǎ ƘŀǾŜ ōŜŜƴ ǎƻƭŘ ƻǾŜǊǎŜŀǎΣ ōǳǘ 
this could change with the introduction of the carbon tax and the potential to use domestic 
carbon offsets (issued under selected standards) ǘƻ ƭƛƳƛǘ ŎƻƳǇŀƴƛŜǎΩ ǘŀȄ ƭƛŀōƛƭƛǘƛŜǎ (NT, 2014). 
 
 

                                                           
9
 http://www.sars.gov.za/ClientSegments/Customs-Excise/Excise/Environmental-Levy-Products/Pages/Electricity-

Generation-Levy.aspx 
10

 http://www.sars.gov.za/ClientSegments/Customs-Excise/Excise/Environmental-Levy-Products/Pages/Motor-
vehicle-CO2-emmision-levy.aspx 
11

 http://www.sars.gov.za/ClientSegments/Customs-Excise/Excise/Environmental-Levy-Products/Pages/Electric-
Filament-lamps-levy.aspx 
12

 http://cdmpipeline.org 
13

 http://cdmpipeline.org/regions_7.htm 
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Role for the carbon tax in the overall climate policy framework  
In the NCCRP, the government recognises the need for flexibility in pursuing South !ŦǊƛŎŀΩǎ 
mitigation objectives and the important role of market-based instruments that allow companies 
and sectors to achieve emissions reduction in the most cost-efficient manner (DEA, 2011a). The 
NCCRP thus sees the pricing of carbon as part of a suite of policy interventions to set South 
Africa on a path to a lower-carbon economy, but is not prescriptive on the form such pricing 
should take. This is specified by NTΩǎ /ŀǊōƻƴ ¢ŀȄ Policy Paper, which argues that due to the 
oligopolistic nature of the South African energy sector, a carbon tax is more appropriate than a 
cap-and-trade system (NT, 2013). This however, does not preclude the possibility of 
complementing, or even replacing, the carbon tax with an emissions trading scheme in the 
future. 
 
Several studies modelling the broad macroeconomic impact of a carbon tax for South Africa 
have indicated that the ǘŀȄ ŎƻǳƭŘ ōŜ ŀƴ ƛƳǇƻǊǘŀƴǘ ƛƴǎǘǊǳƳŜƴǘ ŦƻǊ ŀŎƘƛŜǾƛƴƎ {ƻǳǘƘ !ŦǊƛŎŀΩǎ 
mitigation objectives at a reasonable cost to the economy, especially if coupled with one or 
more revenue recycling options (NT, 2013). This could generate both environmental and 
employment benefits and thus deliver the double-dividend pursued ōȅ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ŎƭƛƳŀǘŜ 
change response policy (NT, 2013).  
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Building Block 2:  Policy Landscape and the Carbon Tax 
 

1. Carbon pricing policy development in South Africa 
2. Objectives of the carbon tax and the theoretical basis 
3. Carbon tax design features 
4. Carbon tax revenue recycling and international competitiveness protection measures 
5. Modelling of the carbon tax policy package 
6. Interaction between the carbon tax and other policies, programmes and plans 
7. Concluding remarks 
8. Activities, deliverables and proposed budget 

 

 

2.1 Carbon pricing  policy development in South Africa  
 
Market-based instruments can complement and reinforce environmentally related regulatory 
measures and at the same time contribute towards fiscal objectives. The South African 
ƎƻǾŜǊƴƳŜƴǘΩǎ ƛƴǘŜǊŜǎǘ ƛƴ market-based instruments first emerged as part of the extensive 
studies carried out to support the environmental fiscal reform policy (NT, 2006). This policy 
paper lays the foundation for the South African carbon tax policy discussion paper that followed 
in 2010 (NT, 2010). In 2011, the National Climate Change Response White Paper (DEA, 2011) 
anchored this policy into the national climate change strategy and, in 2013, the carbon tax policy 
paper was released (National TreasuryΣ нлмоύΣ ƻǳǘƭƛƴƛƴƎ ǘƘŜ ǘŀȄΩǎ ǊŀǘƛƻƴŀƭŜ ŀƴŘ ǇǊƻǇƻǎŜŘ ŘŜǎƛƎƴ 
features. In the 2010 discussion paper, three implementation options were presented: taxes on 
measured GHG emissions, a fossil fuel input tax or taxes on energy outputs. A tax levied on 
direct GHG emissions from sources that are owned or controlled by the relevant entity (Scope 1) 
emissions has been selected in line with mandatory GHG reporting being implemented by DEA. 

 
Figure 7: Carbon pricing policy development in South Africa  

 
The stakeholder consultation process highlighted a number of issues that affect the carbon ǘŀȄΩǎ 
design features. These relate primarily to ensuring the technical and administrative aspects of 

Environmental 
Fiscal Reform 
Policy paper 

(2006) 

Carbon Tax 
Discussion Paper 

(Dec 2010)  

Carbon Tax 
Policy Paper 

(May 2013) 

Carbon Offsets 
Paper  

(April 2014) 

Stakeholder 
Consultation 

Process 

(Aug 2013 ς Dec 
2014)   

Legislative 
Process  

(2015)  

Carbon Tax 
Implementation  

(2016) 



 
The Carbon Tax Policy Package: Market Readiness Proposal for South Africa (February 2015)                                      
 

 

 
35 

the system, the ideal price in the system, the requirements for a smooth transition to reduce 
impacts on economic competitiveness and on households, the requirements for revenue 
recycling, and alignment of the tax with other policies such as DEROs. These key points are 
elaborated on below: 
 

¶ Implementation feasibility: in order to be successfully implemented and adopted by 
stakeholders, the carbon tax needs to be technically and administratively feasible. As 
such, the AFOLU and waste sectors will be excluded for the first implementation phase 
(2016-20) as there are some difficulties associated with the measurement of GHG 
emissions in these sectors. 

¶ Pricing: with time, the tax should relate to the marginal external damage costs of GHG 
emissions. However, in the absence of international agreements, and in consideration of 
competitiveness issues, a modest tax will first be introduced and gradually increased. 

¶ Smooth transition: the tax targets key emitting sectors in South Africa and to limit the 
impacts on economic competitiveness or on households, tax-free thresholds and carbon 
offset allowances are proposed. 

¶ Revenue recycling: in order to limit impacts on poor and low-income households and to 
further support low-carbon economic developments, revenue recycling will be 
considered through tax-shifting and/or budget funding of specific programs. 

¶ Alignment with the DEROs and development of the regulatory framework for the tax. 
 

2.2 Objectives of the carbon tax  and the theoretical basis  
 
Objectives 
The carbon tax will be the key carbon pricing policy for South Africa, and the implementation of 
the carbon tax is the key focus for this Market Readiness Proposal. The objectives of the carbon 
tax are to change behaviour of producers and consumers, put a clear price on carbon and level 
the playing field between high-carbon-intensive and low-carbon intensive manufacture. The 
carbon tax should support net carbon emission reductions hence supporting South !ŦǊƛŎŀΩǎ 
sustainable growth trajectory. 
 
The carbon tax proposal takes a phased approach (see thresholds in section 2.3 on page 37) in 
order to enable a smooth transition towards a low carbon economy. As such, the tax should 
minimise the need for retrofitting and ensure that the right price signals are in place for 
investors and consumers from this point onwards. 
 
The carbon tax is expected to stimulate emissions reduction by increasing the uptake of energy 
efficiency thus reducing the energy intensity of the economy. The carbon tax should therefore 
also stimulate the development of low carbon technologies. Through careful design, the carbon 
tax should also provide long-term competitive advantages for early movers whilst protecting 
competitiveness in the short-term.   
 
The carbon tax will be implemented as part of a package of measures that aim to reduce 
greenhouse gas emissions. The tax itself is also a risk-mitigation strategy, protecting South 
African producers and consumers from higher costs over the long term in the possible event of 
e.g. border carbon adjustments or similar measures by trade partners. This overall strategy, and 
the carbon tax design itself strive to minimise adverse impacts on the poorest parts of society 
and, at the same time, protect the competitiveness of the South African industry. Economic 
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modelling of the carbon tax policy shows that the tax can drive considerable GHG mitigation 
impact and depending on implementation over the coming years, could deliver up to around 
45% of SA voluntary target (see section 2.5). 
 
Theoretical basis 
Certain economic activities have a negative impact on the environment. These impacts are not 
directly priced into the products and services that they relate to, and therefore are known as 
negative environmental externalities. The introduction of a carbon price internalises the 
negative environmental externalities directly into the prices of products and services. Including a 
carbon price that is sufficiently high should imbed environmental considerations into consumer 
choices. In this way the market itself can be mobilised to stimulate emissions reduction. 
 
Traditional command and control regulation may restrict emissions but they do so evenly across 
all actors. Therefore, these policies can stimulate emissions reduction but do not do so in a way 
that is necessarily most economically efficient.  
 
Instead of setting direct limits on emissions, the carbon price can be delivered through a range 
of market-based measures, these include a carbon tax, but can also include allocating emission 
allowances through e.g. an emissions trading system (ETS), or providing funding in the form of 
grants, subsidies or tax rebates on the basis of environmental performance. A market-based 
measure allows firms flexibility in the way that they comply with emissions reduction 
requirements, based on their own circumstances including costs, potential to reduce emissions 
etc.  
 
The carbon price could encourage consumers to choose low carbon-intensive products, 
stimulate the introduction and growth of low carbon alternatives to existing products as well as  
research and development into new and innovative low carbon technologies. 
 
The choice of the carbon price needs to match the level of the environmental externality and be 
sufficient to achieve the environmental outcome required.  For a market-based mechanism that 
is based on quotas, such as an ETS, the environmental outcome can be secured by limiting the 
quotas available but the price is unknown. In the case of a carbon tax, the environmental 
outcome is uncertain but the price is known from the outset. As a result, in order to secure a 
certain environmental outcome, the price of the carbon tax needs to be revised as an 
understanding develops of how the economy responds to the introduction of such a tax. 
Through modifying the tax level over time, the environmental objective can be secured.  
 
The environmental objective of the South African government is behind the decision to 
introduce a carbon pricing system. However, a carbon tax has been chosen for several reasons. 
Firstly, South Africa has an oligopolistic market structure in the energy sector and there may not 
be enough players in an ETS market to ensure sufficient trading activity and market liquidity to 
deliver an appropriate carbon price signal. South Africa is also a country still undergoing 
significant economic development and tackling poverty. A carbon tax is a way to gradually 
introduce a carbon price in a way that can avoid disrupting competitiveness. In addition, careful 
and targeted recycling of the carbon tax revenues can contribute to other important objectives, 
including poverty reduction.  
 
The carbon tax creates a long term price signal and can be replaced by or complemented by an 
ETS in the longer-term, depending on international developments. 
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2.3 Carbon tax design features  
 
Scope and tax base 
The carbon tax will cover all direct GHG emissions from sources that are owned or controlled by 
the relevant entity (Scope 1) emissions. These emissions relate to energy use (i.e. fuel 
combustion and gasification) and non-energy industrial processes. It will apply to all stationary 
direct and process emission sources (see below). The South African carbon tax will be based on 
fuel inputs with approved emissions factors, or an approved transparent and verified monitoring 
procedure.  
 
The tax will directly affect the following sectors or activities: electricity generation, gasification, 
glass, cement, crude oil refining, mining, paper & pulp, iron & steel, aluminium, chemicals, and 
transport. The AFOLU and waste sectors will be exempt during the first implementation phase 
(2016-2020), due to measurement difficulties. The carbon tax will cover gases according to IPCC 
Tier 1 guidelines (carbon dioxide, methane, nitrous oxide, perfluorocarbons, hydrofluorocarbons 
and sulphur hexafluoride).  
 
Table 3: Share of emissions per sub-sector (draft estimates) (DEA, 2013a) 

 
 
Entities that engage in activities that produce direct GHG emissions will be liable for the tax and 
will need to submit their tax returns based on their own assessment of emissions. The DEA is 
also working on the development of mandatory reporting requirements of emissions in South 
Africa for economic sectors through the National Atmospheric Emissions Inventory System 
(NAEIS, see section 3.1 for further information), which shall begin in January 2016. The NAEIS 
will play a major role in the verification process for carbon tax liability. The DEA will collect 
information on emissions at an installation level which will be aggregated to a company level in 
order to verify that companies are complying with their tax liability (see section 3.1 on MRV for 
more details). Meanwhile the Department of Energy (DoE) is responsible for energy reporting at 



 
The Carbon Tax Policy Package: Market Readiness Proposal for South Africa (February 2015)                                      
 

 

 
38 

company level, which will provide a basis for GHG reporting and will feed into the NAEIS. Both 
the mandatory GHG reporting and the tax liability will follow the National Atmospheric Emission 
Reporting Regulations and Licensing System as developed by DEA. This means that all licensed 
activities under the Air Quality Act covered under the carbon tax will need to report GHG 
emissions. This amounts to between 1,000 and 1,500 companies and around 75% of national 
emissions. The table below provides summarised key inclusion information for the first phase of 
the tax. 
 

Table 4: Key inclusion data for the South African carbon tax system 
 
Design parameter Description 

Inclusion data 

Emissions covered Scope 1 (direct energy and process emissions) 

Taxable/Liable Entity Taxpaying entity 

Sectors directly covered All direct emitters 

Gases covered Carbon dioxide, methane, nitrous oxide, 
perfluorocarbons, hydrofluorocarbons and sulphur 
hexafluoride 

Threshold for inclusion No threshold. Tax liability will follow National 
Atmospheric Emission Reporting Regulations and 
Licensing System. 

Number of entities covered by tax 1,000 - 1,500+ 

Tax design 

Tax basis Fuel inputs, with additional methodologies for 
process emissions 

Tax rate Tax rate starting at ZAR 120/t CO2-eq. with a yearly 
increase of ten percent until 2019/20 

Tax-free thresholds Between 60-90% (including offsets) 

Flexibility  Revenue recycling options; carbon offset provision 
of up to 10%; Z-factor (using GHG benchmarking) 

Institutions 

    - Implementing authority South African Revenue Service (SARS) 

    - GHG reporting and MRV Department of Environmental Affairs (DEA) 

    - Energy reporting  Department of Energy (DoE) 

    - Offsetting scheme administration Designated National Authority (DNA) (currently 
within the DoE, but possible relocation might be 
considered) 

    - Carbon tax policy and carbon offsets scheme 
design 

National Treasury (NT) 

Reporting regimes 

CED system Company-level energy reporting. Threshold 160 TJ 
annual energy consumption. To be aligned with 
GHG reporting. Feeds into NAEIS system. 

NAEIS system Facility-level GHG reporting. No threshold, will 
follow National Atmospheric Emission Reporting 
Regulations and Licensing System. Verifies carbon 
tax liability.  

Carbon tax liability reporting No threshold. Tax liability will follow National 
Atmospheric Emission Reporting Regulations and 
Licensing System. 
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Timing 
Originally planned for implementation in 2015, the South African Carbon Tax is now expected in 
2016, to allow for alignment of the Carbon Tax with DEROs. Draft legislation for the carbon tax is 
expected to be finalised before the end of 2014 and submitted to Parliament in the first quarter 
of 2015. Figure 8 below illustrates the overall timeline of the conceptualisation, design and 
implementation of the carbon tax. 
 

 
Figure 8: Timeline of overall conceptualisation, design and implementation of the carbon tax  
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Carbon Tax Policy Outline 
The key design features of the carbon tax are outlined in the diagram below. These features are 
further explained in the subsections below.  
 

 
Figure 9: Carbon tax policy design 

 
Institutions 
The carbon tax policy design and implementation process is led by the NT. The DoE is involved 
as its energy use data informs energy combustion GHG emissions data collected by the DEA. The 
South African Revenue Service (SARS) will be the main implementing authority on tax liability 
assessment. The DEA will lead the MRV process, collecting the GHG emissions data and 
incorporating the carbon tax within the National Atmospheric Emissions Inventory System 
(NAEIS ς part of the South African Air Quality Information System, SAAQIS). The DEA will work 
closely with the DoE, as a joint implementation partner in the carbon tax MRV work. The DoE, 
which is developing the Central Energy Database, will supply energy combustion data to the 
NAEIS. The DoE currently hosts the DNA who will be responsible for the offsetting scheme 
within the carbon tax framework. A relocation of the DNA to the DEA is possible.  
 
Tax-Rate 
The carbon tax will be introduced at 120 Rand per ton of CO2 equivalent, with a yearly increase 
of ten percent until 2019. The tax rate is based on literature studies and the prevailing carbon 
price. The economic modelling has shown that the rate can deliver considerable GHG mitigation 
and contribute towards meeting the voluntary GHG mitigation targets of South Africa (by 
between 35 percent and 44 percent in 2035 across different scenarios). This pricing approach is 
seen to provide a clear and long-term price signal. To provide a gradually strengthening price 
signal, the annual rate of increase during the first carbon tax period will provide for above the 

Revenue 

Carbon tax at R120 per ton 
of CO2e from 2016. 

90% maximum tax free 
allowance  

60% basic tax free threshold 

10% tax free allowance for 
trade exposure 

10% tax free allowance for 
process emissions 

5-10% allowance for Carbon 
Offsets ς to reduce the 
carbon tax liability 

- Tax free 
allowance of 
60-90%  - 
effective tax 
rate of R12-
R48  t/CO2e 

- Tax free 
thresholds 
phased down 
after 2025  

- Largely 
neutral  
impact on 
GDP over the 
medium 
term 

Revenue Recycling 

Energy Efficiency Savings tax 
incentive  

Tax incentive for Solar PV panels for 
businesses  

R&D tax incentive for green 
technology. 

/ǊŜŘƛǘ ŀƎŀƛƴǎǘ 9ǎƪƻƳΩǎ ŎŀǊōƻƴ ǘŀȄ 
liability for the renewable energy 
premium built into the electricity 
tariffs  

Phasing-down of the electricity levy 

Income tax exemption for carbon 
offset projects 

Support for the installation of solar 
water geysers 

Subsidy scheme for Solar PV panels 
for households  

Roll out of a smart metering 
programme for households 

Enhanced free basic electricity / 
energy for low income households 

Improved public passenger transport  
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inflation rate increases. The annual rate of increase will be reviewed at the end of the first 
implementation phase and is expected to be announced in the 2020 budget. 
 
.ŀǎŜŘ ƻƴ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ǘƻǘŀƭ ƎǊŜŜƴƘƻǳǎŜ Ǝŀǎ ŜƳƛǎǎƛƻƴǎ ƛƴ нлмл ƻŦ рпр aǘ /h2e (DEA, National 
GHG Inventory), and an average GHG emissions growth rate over the past decade, national GHG 
emissions are likely to stand at approximately 610 Mt CO2e in the 2016/17 fiscal year. 
Considering that majority of GHG emissions accounted for in the GHG inventory will form the 
carbon tax and the marginal tax rate of R120 tCO2e, the amount of revenue collected from 
carbon tax is likely to be between R7.3 and R29.0 billion for the 2015/16 fiscal year, with the 
most likely amount of revenue collected being around R18 billion. This wide estimated range is 
linked to the tax free thresholds that can vary between 60 and 90 per cent. With a tax free 
threshold of 60 per cent, only 40 per cent of emissions will be taxable during the first phase.  
This tax free threshold can increase to 90 per cent if the offset allowance is taken into account, 
which means only 10 per cent of emissions will be taxable. The middle estimate would take into 
account the tax free threshold of around 75 per cent.  

 
Protecting industry from competitiveness impacts in the short-term 
The carbon tax will impose a carbon price on many industries that sell their products on 
international markets, creating concerns about competitiveness issues. In addition, the cost of 
carbon will be passed through to end-consumers within South Africa. SouǘƘ !ŦǊƛŎŀΩǎ ǇǊƻŦƛƭŜ ŀǎ ŀƴ 
emerging economy makes these socio-economic challenges even more acute. The specific 
design features of the carbon tax that address these issues are: 

¶ A phased approach to its implementation; 

¶ Percentage-based thresholds in the first phase below which tax is not payable;  

¶ Due consideration of limitations with the emissions reduction potential in certain 
sectors (expected to include the cement, iron and steel, aluminium and glass sectors); 

¶ Additional relief for trade-exposed to provide recognition of carbon leakage issues and 
impacts on competitiveness;  

¶ Set of targeted revenue recycling measures; and 

¶ An offset scheme to be used by companies to reduce their tax liability up to a limit. 
 
Section 2.4 provides more detail on these design features.  
 
Tax-free thresholds and offsets 
¢ƻ ƳƻŘŜǊŀǘŜ ǘƘŜ ǘŀȄΩǎ ƛƳǇŀŎǘ ŀƴŘ ŜƴŀōƭŜ ŀ ǎƳƻƻǘƘ ǘǊŀƴǎƛǘƛƻƴΣ ǘŀȄ-free thresholds will be 
implemented in the first phase. The basic threshold will be 60% for the fuel combustion 
emissions and 70% for process emissions, effectively reducing the tax rate to R48/tCO2-eq. with 
an additional exemption for trade exposure. Adjustment of the basic tax-free threshold will be 
based on intensity benchmarks. The tax-free threshold will be reduced or replaced by absolute 
emission thresholds in the second phase (2020-25).  
 
In addition, up to 10% carbon offset allowance will be available to emitters as per the 2013 
Carbon Tax Policy ǇŀǇŜǊΩǎ commitment to the development of the carbon offset program, 
further elaborated in the 2014 Carbon Offset paper. Besides providing a flexibility option, offsets 
are also used to encourage locally-based emissions reduction in sectors not directly covered by 
the tax. The offset provision, taken together with the basic tax-free threshold and additional 
allowances implies the range of tax-free thresholds lies between 60 and 90%. These percentage 
tax-free thresholds may be reduced in the second phase of the tax (2020-2025) and may be 
replaced eventually with absolute emission thresholds. 
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Tax free thresholds combined with a gradual increase in the marginal tax rate will provide a 
clear long term price signal while facilitating a gradual transition to a low carbon economy. Tax 
free thresholds will additionally be combined with revenue recycling measures that aim to 
incentivise uptake of renewable energy and enhancement of energy efficiency in the economy 
and thereby improve the economic competitiveness of South African economy. Section 2.4 
contains further details on the revenue recycling and international competitiveness measures. 
 
Table 5 provides an overview of proposed tax-free thresholds and additional allowances for the 
various sectors.  
  




























































































































































