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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
March 2015
March 2015 December 2015

June 2015 January 2016

presentation of the draft MRP to the PMR Partnership Assembly (PA)
presentation of the final MRP to the PMR PA and allocation of
implementation funding
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
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
country’s response to climate change. 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 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: Key policy areas in South Africa’s national climate change response strategy.

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 South Africa’s sustainable growth
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 Africa’s 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
7
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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 National Treasury (NT)
design
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.
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 – to reduce the
carbon tax liability

Revenue Recycling
- Tax free
allowance of
60-90% effective tax
rate of R12R48 t/CO2e
- Tax free
thresholds
phased down
after 2025
- Largely
neutral
impact on
GDP over the
medium
term

Energy Efficiency Savings tax
incentive
Tax incentive for Solar PV panels for
businesses
R&D tax incentive for green
technology.
Credit against Eskom’s carbon tax
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

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 – 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
9
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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. South Africa’s profile as an
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
To moderate the tax’s impact and enable a smooth transition, tax-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
Policy paper’s commitment to the development of carbon offset projects, 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.
Based on South Africa’s total greenhouse gas emissions in 2010 of 545 Mt CO2e (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
10

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

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
Africa’s transition to a low carbon economy, without imposing an 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
South Africa’s climate mitigation policy, of which carbon pricing 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 – 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.
12
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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).
Review of the adequacy of the carbon budget approach to achieve South Africa’s
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. The inventory provides a snapshot of South Africa’s emissions profile at a given
time.
DEA is in the process of developing a climate change response Monitoring and Evaluation (M&E)
system for South Africa. The overall objective of developing this system is to track South Africa’s
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
hexafluoride) according to the IPCC’s Tier 1 guidelines. 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 nonenergy 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.
13
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The DEA and DoE are involved with South Africa’s broader MRV and climate action frameworks,
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-tomidterm.
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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
August - October 2013
Regulation drafting
Publication of the draft
18 July 2014
regulation
National atmospheric emission
Stakeholder consultation and
November 2014 – February 2015
reporting regulations
public comments
Regulation to become
May – June 2015
operational
Commencement of
January 2016
mandatory reporting
Draft regulation available for
July-September 2014
public comment
Energy reporting regulation (DoE)
Stakeholder consultation and
October – December 2014
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
stakeholders have significant vested interests in South Africa’s carbon intensive economic
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 government departments’ policy initiatives will be 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-in, and manage the ‘losers’
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. managing the ‘losers’ under a carbon tax.
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
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Building Block 1: Country and Policy Context
1. Outline of economic development and climate change mitigation objectives
2. Assessment of historic and projected emissions trends, and key drivers of the country’s
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,
outlines the South African government’s vision for an effective climate change response and the
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 undermine the progress made towards South Africa’s own
development goals and the Millennium Development Goals (MDGs) (DEA, 2011a).
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Figure 1: Key policy areas in South Africa’s national climate change response strategy.

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 majority of South Africa’s emissions come from energy use2. 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 policyadjusted Integrated Resource Plan (IRP) of 2010, which represents the government’s official
position on the development of South Africa’s electricity sector. 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

South Africa’s energy use emissions in the year 2000 represented nearly 80% of total emissions, compared to an
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.
South Africa’s climate change mitigation interventions will be monitored and measured against
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
private, in channeling resources to South Africa’s climate 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
drivers of the country’s GHG emissions
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 – 416 TWh, as opposed to the 454
TWh in the IRP 2010 (DOE, 2013).
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South Africa’s emissions 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, South Africa’s 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.
Mt CO2 eq
700
600
500
400
300

Waste
AFOLU (excl. Land)
IPPU
Energy

200
100
0
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Figure 3: Sectoral contributions to South Africa’s total GHG emissions 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 breakdown of the country’s emissions in 2010 by key emission categories as
defined by the IPCC, shows that Energy Industries (using solid fuels) is the single largest
contributor to the country’s 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 South Africa’s energy industry 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
GHG

Absolute emissions in
2010
(MtCO2-eq.)

Relative
contribution to
total national
emissions

Energy Industries – Solid Fuels

CO2

324.2

56.0%

Road Transportation
Manufacturing Industries and Construction

CO2
CO2

42.5
35.1

7.3%
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
Source: (DEA, 2013a)

N2O

3.4

0.6%

IPCC Category

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
South Africa’s emissions exhibit a close relationship with the development of the country’s
economy (as measured by GDP growth). Between 2000 and 2005, South Africa’s emissions
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
(0.1%) in that year’s emissions (DEA, 2013a). The country’s economy recovered further
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
Considering the energy sector is by far the largest contributor to South Africa’s GHG emissions,
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
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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 –
2010.

Future emission projections
Projection of South Africa’s national GHG emissions into the future was a component of the
recent study which focused on quantifying the mitigation potential for the country’s energy,
industry, transport, waste and AFOLU sectors (DEA, 2013b)6. The study based its future emission
forecasts on a “moderate growth rate” scenario defined by South Africa’s National Treasury (NT)
and published in the 2012 draft Integrated Energy Plan. The projection of moderate growth (at
the time of conducting the study in 2012) assumes that the country’s GDP will grow at a rate of
4.2% per annum over the medium-term (2015 and 2020)7 and 4.3% per annum over the longterm (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 “bottom-up‟ methodology based
on sectoral models for all sectors included in South Africa’s GHG Inventory. The “With Existing
Measures‟ (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.
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.
7
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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
low
growth
Energy
365
Industry
141
Transport
60
AFOLU
53
Waste
24
Total
643
Source: (DEA, 2013b)

2030
high
growth
389
157
60
53
24
683

low
growth
467
175
78
53
33
806

2040
high
growth
527
225
78
53
34
917

low
growth
603
231
101
52
42
1,029

2050
high
growth
749
344
101
52
43
1,289

low
growth
818
314
126
52
50
1,360

high
growth
1,110
543
126
52
52
1,883

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 biofuels, 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 credits generated by South Africa’s projects have been sold overseas, but
this could change with the introduction of the carbon tax and the potential to use domestic
carbon offsets (issued under selected standards) to limit companies’ tax liabilities (NT, 2014).

9

http://www.sars.gov.za/ClientSegments/Customs-Excise/Excise/Environmental-Levy-Products/Pages/ElectricityGeneration-Levy.aspx
10
http://www.sars.gov.za/ClientSegments/Customs-Excise/Excise/Environmental-Levy-Products/Pages/Motorvehicle-CO2-emmision-levy.aspx
11
http://www.sars.gov.za/ClientSegments/Customs-Excise/Excise/Environmental-Levy-Products/Pages/ElectricFilament-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 Africa’s
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 NT’s Carbon Tax 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 tax could be an important instrument for achieving South Africa’s
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 by South Africa’s climate
change response policy (NT, 2013).
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Building Block 2: Policy Landscape and the Carbon Tax
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2.1

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

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
government’s interest in 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 Treasury, 2013), outlining the tax’s rationale and proposed design
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.

Environmental
Fiscal Reform
Policy paper
(2006)

Carbon Tax
Discussion Paper

Carbon Tax
Policy Paper

Carbon Offsets
Paper

(Dec 2010)

(May 2013)

(April 2014)

Stakeholder
Consultation
Process
(Aug 2013 – Dec
2014)

Legislative
Process

Carbon Tax
Implementation

(2015)

(2016)

Figure 7: Carbon pricing policy development in South Africa

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







2.2

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.

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 Africa’s
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.
36

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

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
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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
Inclusion data
Emissions covered
Taxable/Liable Entity
Sectors directly covered
Gases covered

Threshold for inclusion

Number of entities covered by tax
Tax design
Tax basis
Tax rate
Tax-free thresholds
Flexibility
Institutions
- Implementing authority
- GHG reporting and MRV
- Energy reporting
- Offsetting scheme administration

- Carbon tax policy and carbon offsets scheme
design
Reporting regimes
CED system

NAEIS system

Carbon tax liability reporting

Description
Scope 1 (direct energy and process emissions)
Taxpaying entity
All direct emitters
Carbon dioxide, methane, nitrous oxide,
perfluorocarbons, hydrofluorocarbons and sulphur
hexafluoride
No threshold. Tax liability will follow National
Atmospheric Emission Reporting Regulations and
Licensing System.
1,000 - 1,500+
Fuel inputs, with additional methodologies for
process emissions
Tax rate starting at ZAR 120/t CO2-eq. with a yearly
increase of ten percent until 2019/20
Between 60-90% (including offsets)
Revenue recycling options; carbon offset provision
of up to 10%; Z-factor (using GHG benchmarking)
South African Revenue Service (SARS)
Department of Environmental Affairs (DEA)
Department of Energy (DoE)
Designated National Authority (DNA) (currently
within the DoE, but possible relocation might be
considered)
National Treasury (NT)

Company-level energy reporting. Threshold 160 TJ
annual energy consumption. To be aligned with
GHG reporting. Feeds into NAEIS system.
Facility-level GHG reporting. No threshold, will
follow National Atmospheric Emission Reporting
Regulations and Licensing System. Verifies carbon
tax liability.
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.
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 – to reduce the
carbon tax liability

Revenue Recycling
- Tax free
allowance of
60-90% effective tax
rate of R12R48 t/CO2e
- Tax free
thresholds
phased down
after 2025
- Largely
neutral
impact on
GDP over the
medium
term

Energy Efficiency Savings tax
incentive
Tax incentive for Solar PV panels for
businesses
R&D tax incentive for green
technology.
Credit against Eskom’s carbon tax
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

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 – 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
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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.
Based on South Africa’s total greenhouse gas emissions in 2010 of 545 Mt CO2e (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. South Africa’s profile as an
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
To moderate the tax’s impact and enable a smooth transition, tax-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/tCO 2-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 paper’s 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.
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Table 5: Proposed tax-free emissions thresholds per sector for the first phase of the carbon tax.
This table will be revised and further populated over the course of 2015.
Sector
Basic taxMaximum
Additional
Additional
Total (%)
Maximum
free
additional
allowance
allowance
offset (%)
threshold
allowance
for process
for
(%)
for trade
emissions
fugitive
exposure (%)
(%)
emissions
(%)
Electricity
60
60
10
Petroleum
(coal/gas to
60
10
70
10
liquid)
Petroleum –
60
10
70
10
oil refinery
Iron and steel
60
10
10
80
5
Cement
60
10
10
80
5
Glass and
60
10
10
80
5
ceramics
Chemicals
60
10
10
80
5
Pulp and
60
10
70
10
paper
Sugar
60
10
70
10
Agriculture,
forestry, land
100
100
0
use
Waste
100
100
0
Fugitive
emissions –
60
10
10
80
5
coal mining
Other
60
10
70
10

Use of benchmarks for setting tax-free thresholds
The basic tax-free threshold of 60% and 70% can be increased by a maximum of 5% for
companies who have factual proof that they perform better than a sector emissions benchmark.
For the adjustment for companies with a lower carbon intensity compared to the benchmark for
the sector (in terms of both scope 1 and scope 2 emissions14), the 60 percent tax-free threshold
is adjusted by a so-called Z-factor. The Z-factor is defined as an agreed sector benchmark carbon
emissions intensity (including both scope 1 and scope 2 emissions) divided by the average
measured and verified carbon intensity (including both scope 1 and scope 2 emissions) of a
particular company’s output. The Z-factor is calculated as follows:
Z=Y/X

14

Scope 2 emissions are indirect GHG emissions resulting from the generation of electricity, heating and cooling, or
steam generated off site but purchased by the entity.
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Where:
- Y is the agreed benchmark carbon emissions intensity (including both scope 1 and scope
2 emissions) for the sector.
- X is the average measured and verified carbon intensity (including both scope 1 and
scope 2 emissions) of a company’s output
The adjustment will be limited to 5 percentage points, and will be determined annually based on
the company’s absolute emissions for that year. Any improved performance relative to the
benchmark beyond this value will not lead to further increases in the tax-free threshold.
A number of approaches to setting carbon intensity benchmarks are identified to be available
internationally, including those used in the European Union Emissions Trading Scheme (EU-ETS),
in the California cap-and-trade scheme and for the proposed Australian emissions trading
scheme (although the latter has not been implemented). Further energy related benchmarks are
also available which cover specific sectors, such as the UNIDO Global Industrial Energy Efficiency
Benchmarks and the World Best Practice Energy Intensity Benchmarks. These approaches, along
with criteria for setting effective benchmarks, are described in detail in a separate report on
emissions intensity benchmarking for the carbon tax which was prepared as part of the process
of developing the MRP (Ecofys and The Green House, 2014).
The review of criteria for effective benchmarks highlighted that a one-product-one-benchmark
approach is preferred; that it is ideal to develop fewer rather than more benchmarks per sector;
and that benchmarks should ideally be based on physical indicators, such as the production or
consumption of products, raw materials, heat and fuel. Furthermore, international
benchmarking approaches should be refined to be relevant to the structure of the country’s
industrial sector, and should make use of local data.
Where sufficient local data is not available, or where there are technical challenges to
developing product benchmarks, a “fall back approach” can be considered, either as a
temporary or permanent solution. Various fall back approaches that could be used are
described in the detailed study. The fall back approach proposed for application in South Africa
benchmarks all emissions from the combustion of fuels (regardless of whether they are used for
production of heat or not) and electricity consumption. Although they are not benchmarked,
process emissions are also included in the calculation of the Z-factor. The proposed fall back
approach will result in a higher tax-free emissions threshold for installations using fuels with
lower emission factors as compared to the benchmark and / or have electricity related
emissions lower than the benchmark.
The work that has been completed to date provides a proposed benchmarking approach for a
number of sectors in South Africa: iron and steel, ferroalloys, cement, petroleum, petroleum
from GTL, petroleum from CTL, chemicals, paper and pulp and sugar (Ecofys and The Green
House, 2014). It also provides indicative benchmark values for a selection of these sectors,
where possible. However availability of data in the public domain to support benchmarking
approaches varies across the different economic sectors, and in general is very sparse – either
no data is available, data is too aggregated, or is not available for consistent reporting years to
make it useful.
In developing a benchmarking approach for each sector, therefore, assistance from industry will
be required. Specific data requests should be sent to the companies to collect the data needed
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for the calculation of the benchmark values. It is noted that the National Treasury has already
approached individual companies in the different sectors and has been provided with data upon
request. Detailed data collection guidance will, however, be necessary to gather the required
data for benchmarking as in most cases emissions and energy use need to be allocated to
products rather than the company or operations. In addition, data on company emissions not
covered by product benchmarks needs to be collected for using the fall back approaches. These
boundaries, and the treatment of special cases, needs to be clearly defined. For some sectors
the proposed benchmarking approach requires very specific unit operation data to be collected
(e.g. for the CWT approach in refining) which will require collaboration with those industries.
Given that industry does seem to have data available, however, it appears that the need for
primary data collection (where The National Treasury has to go and do measurements itself) will
not be required, but rather that an extensive data collection and analysis exercise will be
required to obtain the necessary and appropriate data from individual companies.
In summary, finalising the benchmarking approach for each of the individual sectors will be a
time intensive process, and there will be substantial effort required to collect the necessary
data. It is for this reason that application of the Z-factor will be optional and will only be applied
in those sectors or for those entities where reliable data is available and where there is
substantial opportunity for emissions savings.

2.4

Carbon Tax Revenue Recycling and International Competitiveness
Protection Measures

The carbon tax is intended to contribute to the mitigation of carbon emissions and to incentivise
South Africa’s transition to a low carbon economy. Taking into account that South Africa is a
developing country, it is anticipated that the absolute level of GHG emissions will continue to
rise in the near term. The carbon tax could assist in slowing down the growth in GHG emissions
and to eventually start reducing the absolute level of GHG emissions as outlined in the PPD
trajectory.
To ensure a smooth introduction, the carbon tax should not be seen as a measure to increase
the overall tax burden. On the pathway to structural adjustment of the economy, consideration
will also be given to measures that aid companies to adapt their production processes and
create employment opportunities in the low-carbon economy. Transitional measures to address
potential adverse impacts on low-income households and industry competitiveness are deemed
necessary.
The 2013 Carbon Tax Policy Paper outlined a package of policy measures to soften the impact of
the carbon tax on the economy as well as protect the international competitiveness of South
African businesses. Firstly, trade exposure allowance provided for qualifying entities has been
proposed. Secondly, revenue recycling measures will provide relief measures for both
households and businesses. Further analytical work is envisaged to further understand the
competitiveness impacts and an appropriate mix of revenue recycling measures.
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2.4.1 International Competitiveness and Carbon Leakage
The impact of a carbon tax on the international competitiveness of local firms will depend on
the nature of the goods traded, the market structure, and whether the producers are price
takers or price setters on the international market. Potential adverse impacts on industry
competitiveness could be addressed by introducing the tax at a relatively modest level initially,
and increasing it gradually over time. A clear price path and timeframe for tax rate increases
will provide the necessary price signals and certainty to influence producers’ investment
decisions over the medium to long term. R&D and technology innovation are essential for the
transition to a low-carbon economy and will improve access to international markets.
It is argued that the implementation of a carbon price domestically, without equivalent policies
for mitigating climate change in other countries, could affect the competitiveness of certain
emissions-intensive industries. It could also result in carbon leakage (the displacement of
emissions from one country to another due to the relocation of industry). Under the emissions
trading scheme, such as the EU ETS and others, this issue has been partially addressed by the
allocation of free allowances. The carbon tax design for South Africa, with its proposed initial
relatively high tax-free thresholds, mimics such allocation of free allowances and should go
some way to address the concerns about competitiveness and carbon leakage.
As an alternative (or in addition) to the EU’s allocation of free allowances to mitigate the
potential negative impact on industry competitiveness, border carbon adjustments (BCAs) or
border tax adjustments (BTAs) could be of consideration. “BCAs are adjustments to the prices of
traded goods based on some measure of the greenhouse gases embodied in the good. They can
be applied to imports (as a tariff) or to exports (as a rebate). Although politically controversial, it
is an important option for addressing leakage and declining competiveness caused by carbon
pricing. BCAs allow the substantial revenues currently tied up in free allowances to be recovered
by governments” (Vivid Economics, 2012: 8).
Although the theoretical arguments for applying border adjustments are sound, there are
significant practical and administrative challenges with this approach. The challenges relate to
the complexities involved in determining the carbon content or emissions over the lifecycle of
specific goods. Inaccuracies may arise from different production processes in different
countries, which may in turn result in different levels of emissions. BCAs are also viewed to be
potentially incompatible with World Trade Organisation (WTO) rules, depending on the design
and implementation of the BCA. They are best suited for homogeneous outputs because of the
administrative complexity of a BCA (e.g. steel, aluminium and cement).
To address administrative difficulties with cross border tax adjustments, 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.
At this stage, instead of taking the complex route of BCAs in South Africa, tax-free thresholds are
proposed. A trade exposure allowance (providing a special maximum 10 percent tax-free
threshold for EITI sectors) has been outlined in the carbon tax policy paper as one of the carbon
tax design features to protect international competitiveness. This concession will be structured
as a graduated relief. Firms will have the option to use either, exports only or exports plus
imports as a percentage of output or sales as an indication of their trade intensity.
Where both exports and imports are used, the additional percentage relief (tax-free threshold)
will be calculated as follows:
46

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

Y1 = 0.2 × (E + I)
where E + I = exports plus imports, expressed as a percentage of output or sales (it must
be greater than 5 percent), up to a maximum of 10 percent, as indicated in Table 6 below.
Where only exports are used, the additional percentage relief (tax-free threshold) will be:
Y2 = 0.4 × (E)
where E = exports expressed as a percentage of output or sales (it must be greater than
5 percent), up to a maximum of 10 percent, as indicated below.
Table 6: Trade-exposed tax-free threshold relief
Exports + Imports (E + I)

Exports only (E)

0.2

0.4

% of output

% relief (Y1)

% relief (Y2)

% of output

Below 10

0

0

Below 5

10

2

2

5

20

4

4

10

30

6

6

15

36

7.2

7.2

18

40

8

8

20

50

10

10

25

60

10

10

30

70

10

10

35

Y1 = 0.2 × (E+ I)
E + I must be >10%

Y2 = 0.4 × E
E must be >5%
Maximum for Y1 or Y2 = 10%

A possible alternative graduated relief for trade-intensive sectors could be:
Y1 = –2 + 0.24 × (E + I) and Y2 = –2 + 0.48 × E
The proposal has been well received by the business. The measure however primarily focuses on
the trade exposure of businesses and does not examine their emissions intensity and marginal
cost impacts of carbon tax. Further analysis might therefore be sensible to ensure an optimal
provision for international competitiveness relief for trade exposed and emission intensive
sectors (scope 1 direct emissions). It is envisaged that the additional up to 10 percent tax free
threshold will be reviewed to ensure the effectiveness of this transitional relief measure to
provide optimal competitiveness relief while at the same time providing appropriate GHG
mitigation incentives. A number of tasks will need to be carried out.
Firstly, to ensure that environmental effectiveness of the carbon tax is maintained, it should be
assessed whether the sectors that have been proposed to be provided with assistance are
indeed exposed to carbon leakage and/or at risk of being disadvantaged on international
competiveness.
Secondly, sectoral analysis of industries to be liable for carbon tax should be examined with
respect to the comparison of emissions intensity of the sector with its international peers and
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associated impact of the carbon tax on marginal production costs within the sector; as well as
the level of trade exposure of a particular sector. Trade exposure of a specific sector should
further be assessed with respect of the key competitors and trade partners and the status of
their carbon pricing policies (direct or indirect) that might influence cost competitiveness.
The Carbon Tax Policy Paper outlines a set of 13 sectors and specifies a level of tax free
allowances for different sectors. 10 sectors out of 13 are provided with tax free allowance for
trade exposure. However, in order to align the carbon tax policy with the mandatory GHG
reporting along the IPCC guidelines, this list of sectors will be expanded. The sectoral analysis
could therefore go beyond the currently proposed set of sectors. A more detailed assessment
of sectoral carbon leakage/competitiveness will enable appropriate targeting of possibly
differentiated response measures. The current response measure already permits graduated
relief and further graduation of support can be devised, depending on the degree of specific
sectoral exposure to competitiveness impacts/carbon leakage, to ensure that targeted
assistance has been provided to sectors that are in need of such support.
Thirdly, alternatives to determine an appropriate assistance package to address international
competitiveness issues should be assessed. Work to address international competitiveness
issues could, but would not need to be restricted to, the following broad areas:
1. The first line of work could examine what Border Tax Adjustment mechanism could be
developed in theory and on what basis the adjustment would be calculated.
2. The second line of work would be to revise the trade exposure formula that was proposed in
the Policy Paper by developing a methodology that assesses both trade and emissions
intensity of entities to provide the additional tax free allowance for both emissions and
trade intensive industries.

2.4.2 Revenue Recycling Measures
Through targeted programmes and assistance, the government can help to catalyse and
smooth-out the transition to a low-carbon, green economy. The carbon tax will thus be
supported by complementary measures and incentives (see also Figure 9).
An effective set of measures will be needed to ensure an appropriate targeting of scarce
government resources. Potential carbon tax revenue recycling options broadly fall within the
following options: tax shifting, tax incentives and on-budget allocations. An appropriate balance
should be struck between budget support measures, tax incentives and possible tax shifting.
Some of these options were considered when the economic impact of a carbon tax was
modelled, but further analysis of targeted measures might be appropriate.

2.4.2.1

Tax Shifting and Tax Incentives

A carbon tax could mitigate increases in other taxes as part of an environmental fiscal reform
agenda. Carbon tax modelling shows that tax shifting can considerably mitigate impacts of a
carbon tax (see section 2.5).
Electricity levy on fossil fuel based electricity generation is currently in place to internalise some
of the external costs associated with carbon emissions. The carbon tax will target direct
emissions from the electricity generation sectors. Double taxation may only become an issue if
48

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

the carbon tax rate is set at a sufficiently high level to fully internalise carbon emissions
externality. Arguably, South Africa is probably many years away from reaching an effective
(combined) carbon tax at such a high rate.
However, to ensure the effective pricing of carbon and facilitate the structural change currently
taking place in the energy sector, a gradual phasing-down and restructuring of the current
electricity levy (energy tax) could be considered. Such restructuring should ensure that all large
energy intensive users improve their energy efficiency and reduce their emissions, and do not
escape the impact and intent of an energy and carbon tax through long-term pricing
agreements. Further work in this regard is envisaged. Furthermore, funding for solar water
heater (SWH) & coal haulage road repairs programmes that the electricity levy is primarily used
for will be maintained through the levy.
Indirect Emissions – Mitigation of Indirect Electricity Costs
Decarbonising the electricity sector, which is responsible for a largest share of country’s GHG
emissions, will be associated with some price increases to account for delayed investment costs
and for transition to lower carbon energy mix. The Integrated Resource Plan (IRP) outlines the
envisaged composition of the energy mix and might therefore impose some degree of
indirect/shadow carbon price. It should be noted that the IRP 2010 will be revised biannually
and IRP 2010 may therefore not be fully implemented. NT has committed to look at the ‘actual’
implicit carbon price of current electricity supply in any given year and consider a credit / rebate
against that year’s carbon tax liability, which will mitigate impact of carbon tax on electricity
prices.
Furthermore a package of measures is envisaged to provide a balanced assistance to businesses
and households with managing the costs associated with the energy sector decarbonisation.
This will include energy efficiency and renewable energy measures to incentivise energy
conservation and shift to renewable energy solutions. Tax incentives for businesses are
discussed below and a discussion of financial assistance programmes for households is discussed
in the section 2.4.2.2 below.
Tax Incentives for Business
An Energy Efficiency Savings Tax Incentive (with respect of Section 12L of the income tax act),
which allows for a tax deduction in respect of energy efficiency savings made, came into
operation on 1 November 2013 and is envisaged as one of the measures to be funded by the
recycled carbon tax revenue. The tax incentive was introduced for businesses that can show
measurable energy savings. The Energy Efficiency Savings Tax Incentive regulation sets out the
process for determining the quantum of energy efficiency savings, and the requirements for
claiming the proposed tax deduction. It includes all energy efficiency projects that reduce
energy use and is claimable until 2020. It is important to note that the tax incentive is available
for savings in all energy forms and not only electricity. The expected tax relief would be a ZAR 45
cents deduction on taxable income per kilowatt hour of energy saved (ZAR 0.45 c/kWh), subject
to all the conditions in the regulations being met.
The evidence shows that the incentive has a potential to cost effectively lower the demand of
electricity from the current extremely tight grid and thereby to decrease the carbon intensity
and enhance competitiveness of the South African industry by decreasing its energy intensity.
During the first year in operation, the tax incentive saw 3 031 GWh of potential energy savings
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from registered projects. To put this into context, this represents approximately 1.39% of total
GWh sold in the country.
To optimise the incentive further, in light of the current electricity crisis, certain amendments to
the tax incentive are envisaged. Firstly, the rate of 45 c/ kWh appears to be insufficient to
incentivise many energy efficiency saving projects. To encourage higher levels of investment in
energy efficiency savings projects, consideration will be given to an increase in the level of the
incentive. Secondly, under the current regulations, all renewable energy applications as well as
co-generation are excluded. The general exclusion of co-generation from the tax incentive has
been noted as a potential barrier to project implementation. Consideration has thus been given
to permit co-generation to benefit from the tax incentive as there is currently no other incentive
supporting co-generation for one’s own use.
Furthermore, to incentivise businesses to explore their own private off grid supply options
through installation of solar power, an accelerated depreciation for solar photovoltaic (solar PV)
panels for businesses is envisaged. It is anticipated that this would relieve the pressure on the
grid by incentivising companies to invest in renewable energy generation for their own
consumption.

2.4.2.2

Funding low carbon transition

Domestic public climate finance instruments would primarily consist of environmental taxes.
The key domestic environmental instrument is the proposed carbon tax. While the main
objective of the carbon tax will be to serve as an incentive for reduction in GHG emissions and
transition to a low carbon economy, it will also generate revenue, some of which may be used
for climate change spending. As a part of the carbon tax policy package, the revenue generated
will be recycled to provide financial assistance in the transition to a low carbon economy. The
revenue can also be used to further leverage private climate finance.
Support for Households
Support to poor and low-income households to ensure access to affordable, safe, reliable and
clean energy should equally be strengthened. The government has made significant progress in
implementing the Integrated National Electrification Programme (INEP), which seeks to ensure
electricity supply to all households, schools and clinics.
Free Basic Electricity
The free basic electricity initiative of at least 50 kWh per month for indigent households, as part
of the Free Basic Energy policy announced in 2003, has been rolled out with varying degrees of
success. This initiative should be reviewed and strengthened where possible and options could
be considered, such as an increase in the free basic allocation, to mitigate potential increased
cost in electricity for low income households as an outcome of electricity sector transformation.
However, there should be a proper assessment of how effective the implementation of the
current programme is. The review of block electricity tariffs by Nersa could be used as an
opportunity to reduce the impact of escalating electricity prices on low-income households.
Solar Water Heater and Geyser Programme
In 2009, the Minister of Energy announced that the DoE will ensure that one million solar water
heaters (SWHs) are installed in households and commercial buildings over a period of five years.
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This target has not been met due to capacity constraints and only around 400 000 SWHs have
been installed up to date.
The Solar Water Heaters Programme (SWH) is currently operating as a subsidy scheme to install
SWH and receives an on budget support. SWH programme has up to date primarily been
managed by Eskom under the “SWH Rebate Programme”. SWHs programme is currently being
reviewed by the DoE and certain changes in the scheme are being considered.
Solar PV panels incentive
A subsidy scheme to assist households with the uptake of Solar PV panels could be considered in
addition to the solar water heaters and geysers programme. Currently Solar PV and mini wind
power are prohibitively expensive, in large part due to the cost of battery systems used to store
power for when residential consumers typically require it. In the short term, the subsidy would
enable households to generate their own electricity and thereby to relieve the pressure on the
grid. In the long term, residential own power production and selling back to the grid are feasible
options.
Smart Meters Programme Subsidy
Smart Meters roll out programme would contribute significantly towards the demand response
management programme and therefore could be a target focus for government support. A
national programme roll-out, funded at a national level would ensure that standard meters are
issued to support national service requirements. Smart Meters would also enable efficiency
gains from Time of Use tariffs which charge consumers higher tariffs for peak periods, thereby
altering consumption behaviour and reducing peak demand.
Renewable Energy Generation Investment
Lessons learned from existing public and private climate finance programmes and instruments
should be examined in the process of allocation of carbon tax revenue. The rollout of renewable
energy is primarily being promoted through the Renewable Energy Independent Power
Producer Procurement Programme (REIPPPP), which has been an effective model to attract
climate finance on the pathway to decarbonise electricity generation in South Africa. This IPP
Procurement Programme has been designed so as to contribute towards socio-economic and
environmentally sustainable growth, and to start and stimulate the renewable industry in South
Africa. In terms of this IPP Procurement Programme, the Bidders are required to bid on tariffs
and the identified socio-economic development objectives of the Department of Energy. The
tariff will be payable by the Buyer pursuant to the PPA to be entered into between the Buyer
and the Project Company of a Preferred Bidder. The REIPPPP bidding rounds were of high
success, attracting considerable private sector investment in low carbon energy. The
programme also saw aggressive price decreases across all the technologies throughout its three
bidding rounds.
Renewable energy and cogenerated electricity are important to help diversify South Africa’s
energy mix; to ensure security of energy supply; and to contribute with reductions in GHG
emissions. Access to the national electricity grid by the IPP will help to incentivise decentralised
electricity generation from renewables and cogeneration by firms. The electricity will be for
own use with excess electricity and heat supplied to nearby households, small businesses and
hospitals. The government has also commenced with special tariffs to support cogeneration
similar to the renewable energy competitive bidding scheme.
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The Green Fund and Complementary Domestic Sources of Climate Finance
The Government of South Africa, through the DEA has provided ZAR 1.1 billion to establish the
Green Fund. The DEA has appointed the Development Bank of Southern Africa (DBSA) as the
implementing agent of the Green Fund. A Green Fund Management Committee comprising
representatives of the DEA, the DBSA and the National Treasury provide the direction and make
final decisions on applications made to the Green Fund.
The Green Fund aims to provide catalytic finance to facilitate investment in green initiatives that
will support South Africa’s transition towards a green economy. Importantly, the Fund will only
support initiatives that would not have been implemented without its support. The Green Fund
is thus additional and complementary to existing fiscal allocations.
A carbon tax will be an essential climate finance tool to generate further funding for the fiscus
and to enable scaling up of the Green Fund. In addition to public financing instruments, private
finance will be important in the transition to a low carbon economy. It is important to use
instruments that ‘crowd-in’ private finance. An effective model has been developed in form of
the Renewable Energy Independent Power Producers Procurement Programme (REIPPPP) on
the pathway to reduce emissions related to electricity generation.
Further Revenue Recycling and Climate Finance Work
Bearing in mind the set of proposed measures to mitigate the economic impact of the carbon
tax, the government is carrying out economic modelling work to support the decisions on the
revenue recycling and tax shifting options which will support the delivery of these goals in the
most economically-efficient manner. Further analytical work will be necessary to determine an
effective mix of revenue recycling measures and the timing of implementation for these
measures as well as carry out an analysis of how private and international climate finance can
complement domestic sources of climate finance.

2.5

Modelling of the Carbon Tax Policy Package

Several studies have been undertaken to date to model the broad macroeconomic impacts of
carbon pricing in South Africa, and to explore the various merits of different carbon and energy
pricing approaches. This body of work indicates that the carbon tax will result in substantial
emission reductions, and that the impact on the country’s economic output will be minimal ,
dependent on revenue recycling assumptions (Van Heerden et al., 2006; Devarajan et al., 2009;
Pauw, 2007; Kearney, 2008; Alton et al. 2012; Van Heerden et al., 2014 ).
The most recent study, done by the University of Pretoria, uses a dynamic Computable General
Equilibrium model to assess the economic impact of the carbon tax, with the important
innovation of this modelling compared to its predecessors being that it considers the particular
design element characteristics of the South African carbon tax proposed in the Carbon Tax Policy
Paper (2013).
The model is disaggregated to 53 economic sectors, and assesses the impact of the tax relative
to a tax-free baseline scenario. The marginal tax rate of R120/tCO2-equiv. as presented in the
2013 Carbon Tax Policy Paper has been applied in 2016 to the full complement of the nonexempted sectors in the tax base. The model reflects a gradual implementation of the tax, by
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applying tax-free allowances to specific sectors as proposed in the 2013 Carbon Tax Policy
Paper. This allows industries time to adjust to the full impact of the tax.
Average annual growth rate of 3.3% is anticipated under the baseline scenario. It is projected
that the size of the economy (real GDP) will increase by almost 120% by 2035 relative to 2011.
Under the baseline it is projected that CO2-emissions will rise in proportion to the GDP from
564MtCO2-equiv. in 2011 to 1,236MtCO2-equiv. in 2035 – an increase of 672MtCO2-equiv. over
the baseline period.
The model results show that the carbon tax as currently proposed can reduce South Africa’s
GHG emissions by between 35 percent and 44 percent in the different scenarios. The 35 percent
reduction implies that, instead of seeing an increase of 672MtCO2-equiv. by 2035, this is
reduced to an increase of only 424MtCO2-equiv. Under this scenario, CO2-emissions in 2035
would be 1,040MtCO2-equiv. In a similar manner, the 44 percent decrease leaves CO2-emissions
in 2035 at about 950MtCO2-equiv. These scenarios imply a cumulative reduction of between
1,900MtCO2- equiv. and 2,300MtCO2-equiv. respectively relative to the baseline over the 20112035 modelling period.
The extent of emissions reduction is most sensitive to the rate at which tax exemptions are
removed, with the greatest decline in emissions resulting from a combined 10 percent per
annum removal of the exemption levels on all sectors (except in the forestry, agriculture and
fisheries sectors) beginning in 2021, and a 10 percent per annum roll-back of exemption levels in
the forestry, agriculture and fisheries sectors beginning in 2026.
Economic impact on of the carbon tax will also depend on the specific implementation pathway
of the tax (including phasing out of the tax free thresholds) as well as the choice of revenue
recycling measures. Model outputs show that the implementation of the carbon tax could result
in a cumulative reduction of economic output by 1.6% - 6.7% over the 2011-2035 modelling
period, compared to the baseline cumulative growth of 120% over the same period. The choice
of revenue recycling options is highly important to ensure a smooth transition to a low-carbon
economy.
Whilst all options show a reduction in GDP growth, the negative impact of the carbon tax on the
GDP can be greatly reduced by the manner in which the tax revenue is recycled. The model
suggests that recycling of carbon tax revenue through a production subsidy for all industries
results in the lowest negative impact on GDP - a cumulative reduction in GDP growth by 1.5
percent below the baseline level by 2035. Alternatively, a targeted recycling of the tax to
subsidise the increased price of commodities consumed by the poorest households would result
in a cumulative 6.5 percent reduction in GDP below the baseline level by 2035. The model
therefore suggests that when all industries benefit from tax recycling, the poorest households
are impacted to a lesser extent than when only their consumption goods are targeted in
revenue recycling. Support for the economy through broad-based recycling of the tax thus
benefits all sectors, including the poor.
The model also suggests a varying impact of the carbon tax implementation on different
economic sectors; and certain sectors are likely to be affected by the tax more than others.
Overall, export growth declines under the tax, with certain sectors, such as ”iron and steel”
declining by as much as 50% but others, such as service sectors, increase their exports.
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The study suggests that implementation of the carbon tax policy, as one of the key mitigation
measures, can significantly reduce GHG emissions and contribute towards meeting national
GHG emissions reduction targets. Economic impact of the carbon tax must however be carefully
studied and an effective set of revenue recycling measures is important to mitigate the impact
on industry and households. The report notes that: “If the carbon tax were to assume the
exclusive responsibility for achieving the country’s “Peak-Plateau-Decline” (PPD) greenhouse gas
emissions reductions target, the effective carbon price (with no exemptions in place) would
have to reach R2,330/tCO2-equiv. by 2035 in nominal terms. In order for the carbon tax rate to
reach R2,330/tCO2-equiv. by 2035 in nominal terms, assuming 5.5% inflation rate, its discounted
present (real) value is estimated at R705/tCO2-equiv. This highlights the need for
complementary greenhouse gas emissions mitigation measures”15.
The findings of the latest study are in line (although somewhat more negative) with outcomes of
earlier studies indicated above. Two of these studies are further elaborated on below by way of
example.
First, the National Treasury’s modelling (Alton et al., 2012) is based on a dynamic computable
general equilibrium (CGE) model. The modelling results indicate that a carbon tax implemented
gradually and complemented by effective revenue recycling will reduce GHG emissions,
significantly contribute towards meeting voluntary GHG mitigation targets, have a limited
negative impact on economic growth, employment and income inequality; and facilitate the
transition to a low-carbon, greener economy.
A gradually introduced carbon tax of R100 per tCO2-equiv is likely to have a small impact on
output, which varies between –0.14 and 0.54 of the GDP in 2035, depending on the recycling
option. This impact is less than 10 basis points in terms of annual growth. The primary sector,
in particular mining, is affected the most, which reflects the large electricity intensity of the
sector.
The introduction of a carbon tax penalises activities with relatively high carbon intensities and
encourages the reduction of GHG emissions. Because the relative costs of carbon-intensive
industries are higher compared with less carbon-intensive sectors, prices of the so-called dirty
goods and services also rise. The tax shifts production and consumption decisions away from
environmentally unfriendly goods and services towards cleaner activities. As cleaner
technologies become relatively cheaper, firms and households will become more likely to
implement them. This encourages greater investment in the development of greener
technologies, such as carbon capture and solar energy. The modelling exercise therefore
concluded that a carbon tax with broad sector coverage was desirable from the perspective of
environmental and economic efficiency.
Secondly, the World Bank study (Devarajan et al., 2009) explores the economic welfare impact
of a carbon tax relative to alternative energy taxes devised to reduce CO2 emissions by 15 per
cent. To attain this degree of reduction in emissions, the carbon tax is set at approximately
US$22 (R165) per metric ton in the low elasticity case, and at about US$13 (R96) per metric ton
15

JH van Heerden, H Bohlmann, JN Blignaut, A Cartwright, N Diederichs and M Mander, The
South African Carbon Tax , An Economic Analysis, 2014
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in the higher elasticity case (2003 US dollar value). A CGE model is used to simulate a carbon tax,
a sales tax on energy (inputs), and a sales tax on energy-intensive sectors, all of which are set to
achieve the same level of emissions reduction. Given a target reduction of CO2 emissions of 15
per cent, the economic cost of the various tax instruments depends on several factors,
including:
•
•
•

The relative substitutability of energy inputs with capital and other intermediate inputs;
The relative substitutability among energy inputs;
Various tax and non-tax-related distortions in the economy.

The study concludes that a carbon tax is the best option in terms of the consistency of its
aggregate efficiency or welfare results in both the low and higher elasticity cases. If the revenue
raised can be used to reduce other distortive taxes, the welfare costs become negligible.

2.6

Interaction between the carbon tax and other policies,
programmes and plans

South Africa’s climate mitigation policy, of which carbon pricing 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. This section describes
the key regulatory instruments that the carbon tax will need to speak to.

2.6.1 Role of the carbon tax in achieving South Africa´s climate
mitigation objectives
The NCCRP envisages using a suite of policy instruments (also described as a ‘mix of measures’
in the Paper) to achieve the mitigation goals described in BB1. These include ‘market based
instruments such as carbon taxes and emissions trading schemes, and incentives,
complemented by appropriate regulatory policy measures’ (DEA, 2011: 26). These measures are
specifically aimed at achieving the DEROs introduced in BB1, and will be designed to take into
account the particular context and conditions of the sector, sub-sector or entity to which they
apply. The measures should ‘optimise the mitigation outcomes as well as job creation and other
sustainable developmental benefits’ (DEA, 2011:6).
The NCCRP and NT (2010 and 2013) have identified a carbon tax as the appropriate carbon
pricing instrument for South Africa in the short term, although the NCCRP acknowledges that an
emissions trading scheme may be possible in the medium to long term as market concentration
issues are overcome, most likely through a link with international emissions trading markets.
The NCCRP identifies the tax as being important to ‘create the correct incentives to stimulate
behavioural changes among producers and consumers in favour of cleaner, lower-carbon
technologies, promoting the uptake of energy efficiency measures and research, development
and technology innovation’ (DEA, 2011:40).
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2.6.2 Interaction between the carbon tax and Desired Emission
Reduction Outcomes (DEROs)
The key elements of the NCCRP overall approach to mitigation have been set out in Building
Block 1. One of these elements is to define DEROs at the sector and subsector level of the
economy. 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 – 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.
Once the carbon budgets are established, the DEA would like technical support to have the
carbon budgets independently reviewed by international expert(s). The review will look at the
methodology and approach used to set the carbon budgets for the companies; the adequacy of
the carbon budgets to achieve South Africa’s emissions reduction goal; and effectiveness,
appropriateness and integration of the carbon budget and carbon tax in achieving South Africa’s
emissions reduction goal.

2.6.3 Interaction between the carbon tax and the IRP
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.
The key mitigation elements contained in the IRP 2010 are:
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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 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;
The maintenance of energy efficiency demand-side management (EEDSM) measures at
the level of a maximum load of 3 420 MW.

The IRP should be adjusted biannually, so the IRP 2010 is already considerably outdated. A draft
IRP update was published in 2013, for the purposes of stakeholder consultation before the new
IRP is published. Similarly to the Integrated Energy Plan (IEP), it includes GHG emission
constraints in its modeling and explores their impact on the development of South Africa’s
power sector, as well as explicitly modeling the impact of the proposed carbon tax. As such, this
draft IRP update can be considered as a supportive document to the carbon tax, because it
unpacks the effects of the carbon tax on the electricity system, thus diminishing uncertainty
around its effects. The IRP outlines the envisaged composition of the energy mix and might
therefore impose some degree of indirect/shadow carbon price.
Most energy policies do not have emission reductions as a primary goal, so can be
complementary to a carbon price. Energy efficiency and renewable energy support can drive
emission reductions that would not have occurred with the carbon tax operating by itself,
especially if a lower tax level is set. However, it will also be important to consider any preexisting fuel taxes or subsidies, as these may hamper the effectiveness of carbon pricing (Hood,
C. 2013). Currently there is an electricity levy on fossil fuel based electricity generation in place
in South Africa. As discussed in section 2.4.2 double taxation is however not likely to become an
issue in the near term as the tax rate is not set at a sufficiently high level to fully internalise the
carbon emissions externality. However, to ensure the effective pricing of carbon and facilitate
the structural change currently taking place in the energy sector, a gradual phasing-down and
restructuring of the current electricity levy (energy tax) could be considered.
Similarly, policy choices for how revenue raised from carbon pricing will be used can exacerbate
or mitigate the effect of policy interactions (Hood, 2013). In the South African carbon tax design,
specific assistance measures have been devised for businesses and low income households (see
section 2.4.2).
In general, energy policies that reduce emissions in the same sector and over the same
timeframe as a proposed carbon tax can either (Hood, 2013):
 Increase the total emission reductions for a given fixed carbon tax level, where
companies see an economic incentive to make emission reductions where this is
cheaper than paying the carbon tax, or
 Decrease the carbon tax level needed to achieve a given emissions outcome. If the
government intends to set the carbon tax level to deliver a particular emissions goal, the
required tax level will depend on how much additional abatement the energy policies
deliver. The abatement expected from energy policies must therefore be well
understood when the carbon tax level is set.
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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 introduction of the carbon tax, 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. Such changes in South Africa could be triggered by either the expansion or
contraction of the nuclear fleet, or perhaps the increased import of hydro power. Such changes
can also be influenced by a future carbon budget placed on South Africa public utility Eskom.

2.6.4 Interaction between the carbon tax and other policies,
programmes and plans
An overview of the most notable general economic and sectoral policies, programmes and plans
and an indication of possible links with the carbon tax policy, is presented in Table 7 below.
Table 7: Selected national policies, programmes and plans and their possible inter-linkages with the
carbon tax
Policy/Programme/Plan
Interaction with Carbon Tax Policy
National economic development
National Development plan
Mutually supportive as the CT is likely to support
 Overall guiding framework for government the development of a local market for climate
planning aiming to reduce inequality and mitigation technologies with the related job
creation potential, while the NDP provides highpoverty;
 Proposes a carbon-pricing mechanism to be put level political endorsement for instruments
in place by 2015 (with appropriate exemptions) promoting the green economy
as part of a “wider suite of mitigation policy
instruments that target specific mitigation
opportunities” (NPC, 2012)
New Growth Path
Same as above
 Framework for South Africa’s economic policy
and jobs strategy;
 Recognises the potential of the green economy
for job creation, but does not explicitly consider
the carbon tax as a means to achieve its green
economy objectives
Industry sector
Industrial Policy Action Plan (IPAP)
 CT supportive of IPAP where it seeks
 Provides the blueprint for government’s
development of low-carbon sectors;
industrial policy interventions;
 CT might be conflicting with IPAP’s short-term
plans for expansion of energy-intensive
 Recognises climate change will have an impact
on the country’s economy and warns against
industries with limited options for adopting
the growing threat of increasing ‘ecolow-carbon technologies; however, this is
protectionism’ from advanced industrial
likely to be limited by the low initial level of
countries (the dti, 2010);
the CT and the revenue-recycling options
under consideration
 Identifies
renewable
energy
industrial
development as one of the green growth areas
that should be investigated
Minerals Beneficiation Strategy
Potentially negative impact on the short-to High-level policy document aimed to bring the medium term expansion plans for this sector;
ratio of beneficiated to primary products however, this will likely be limited by the low
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exported more in line with the potential
suggested by the quality and quantity of South
Africa’s mineral resources endowment (DMR,
2011)
National Infrastructure Plan
 Proposes to invest R827 billion in the building
of new and the upgrading of existing
infrastructure

Transport sector
National Transport Master Plan
 Provides an integrated physical development
framework for land transport to guide future
planning and investments decisions by the
Government for the period 2010-2050 (DoT,
2011);
 Supports the development of low-carbon
transport options
Energy sector
Integrated Energy Plan (IEP)
 Multi-faceted, long-term framework guiding the
development of energy policies, the selection of
appropriate technologies to meet energy
demand, investment in energy infrastructure
and proposing alternative energy strategies;
 Latest draft IEP explicitly models the effects of
GHG emissions constraints following the upper
bound of the “peak-plateau-decline” trajectory
defined in the NCCRP, as well as the effects of
the proposed CT
Electricity Pricing Policy
 Provides broad direction and principles for the
pricing of electricity in South Africa;
 Allows for a CT on fuels to be passed on to end
consumers but protects low income households
by mandating that the electricity provider must
sell them electricity at a tariff that covers
maintenance and operating costs only;
 Introduced the “Municipal surcharge on
electricity” (MSOE), which allows municipalities
that distribute a large portion of the electricity
in South Africa, to use electricity sales revenue
to cross-subsidise other municipal services
Electricity Generation Levy
An environmental levy of ZAR 0.035/kWh is applied
to generation of non‐renewable electricity, which
funds repair of roads damaged by coal trucks, the
solar water heater programme, and energy
efficiency programmes
Renewable Energy Independent Power Producer

initial level of the CT and the revenue-recycling
options under consideration

CT might negatively affect the production of
carbon-intensive products, such as cement, steel
and aluminium, which are the foundation of the
proposed infrastructure build (NT, 2013); again,
low initial level of the CT and the revenuerecycling options under consideration likely to
limit any negative impacts
Mutually supportive, as CT might increase
transport fuel prices, thus incentivising use of
public transport and other low-carbon transport
options, although again, the initial impact on retail
fuel prices is likely to be limited

To be assessed when the final IEP is released; draft
IEP can be considered supportive because it Does
help to unpack the effects of the carbon tax on the
energy system, thereby providing information
which can be used towards supporting its
implementation

In principle compatible with a CT policy, unless CT
 Increases burden for low-income households,
which can be mitigated through revenue
recycling options such as compensating lowincome households; or
 Causes a drop in electricity sales and thus
potentially negatively affect municipal
revenues used to fund non-income generating
services to low-income households

Adding the carbon tax on top of the electricity
generation levy will increase the tax burden on
fossil fuel-based electricity, however, as the
combination of the two Does not exceed the cost
of the negative externalities caused by fossil-fuel
based electricity, they should not be considered as
conflicting
 In the short-term the CT is not expected to
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Procurement Programme (REIPPPP)
A public procurement mechanism instilled to deploy
the renewable energy build proposed in the last IRP

National Energy Efficiency Strategy (NEES) and
Action Plan (NEEAP)
 First strategy in South Africa focusing explicitly
on energy efficiency (EE)
 Sets a voluntary national energy efficiency
target, as well as sectoral targets

2.7

directly impact the REIPPPP as it has a set
quantified mandate for renewables and as
such is not susceptible to market signals;
 In the long-term, however, if CT is fixed into
the future and set at an optimal level, then
the renewable energy capacity procured
under the REIPPPP will generate additional
abatement, but generally at higher cost than
the carbon tax level (Hood, C., Guelff, C.,
2013)
Mutually supportive, because
 CT likely to increase financial attractiveness of
voluntary EE measures;
 Several programmes and instruments in
support of EE outlined in the NEEAP address
non-price barriers to EE (i.e. information,
behaviour, and incentives to act) making it
complementary to a carbon pricing regime

Concluding remarks

Based on the policy overview conducted for this task, a number of issues have been identified
that merit additional attention. Some of these activities are already on-going within government
and will not be further addressed in this MRP.
 Comprehensive analysis of the interactions between the carbon tax policy and all
policies, programmes and plans in the sectors most likely to be affected by the carbon
price (namely the energy, industry, transport, liquid fuels and trade). This is an on-going
process within government.
 Further analytical work to examine effective mix of revenue recycling and tax shifting
measures.
 Further analytical work to assess existing international competitiveness measures.
 Assess the cumulative emission reductions that will result from the implementation of
the carbon tax and other existing programs and measures, most notably the REIPPPP
and NEEAP.
 The political processes to achieve the inclusion of the carbon tax into IRP’s base case
and thus ensure it has an effect on investment decisions in the power sector.
 Analysis of how private and international climate finance can complement domestic
sources of climate finance (which will primarily be represented by the carbon tax).
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2.8

Activities, Deliverables and Proposed Budget

Objective(s) and Rationale
Objective

Further analytical work to examine 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 be represented by the carbon tax).

Review of the adequacy of the carbon budget
approach to achieve South Africa’s emission
reduction objectives and the effectiveness and
appropriateness of the carbon budget
alignment with the carbon tax.

Rationale
The government is carrying out economic modeling
work to support the decisions on the revenue
recycling and tax shifting options which will support
the delivery of the carbon tax policy in the most
economically-efficient manner. Further analytical
work will be necessary to examine a full suite of tax
policy and on-budget allocation measures to
determine an effective mix of revenue recycling
measures and the timing of implementation for
these measures.
The impacts of 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
Enable effective targeting of carbon tax revenue and
leverage international and private climate finance in
South Africa. A specific focus should be on a funding
mechanism to support small-scale renewable energy
projects and other low carbon energy measures. The
success of the REIPPPP programme will be
capitalised upon to be used as a vehicle to facilitate
international climate funding.
An independent opinion is required on the
integration of the carbon budget with the carbon
tax, which will contribute towards developing a
robust mitigation system in South Africa. The review
will be carried out in two stages. The initial review
will look at the methodology and approach used to
set the carbon budgets for companies in the first
carbon budget period (2016-2020); the adequacy of
the carbon budgets to achieve South Africa’s
emission reduction goal; and effectiveness and
appropriateness of the carbon budget and carbon
tax alignment in achieving South Africa’s emission
reduction goal. The second tranche of work will be
carried out at a later stage to assess the first carbon
budget period in preparation of the second
budgeting period (2020-2025).
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Deliverable(s)

Deliverable(s)

Party Responsible for
Ensuring Action

Further analytical work to examine effective mix of
revenue recycling and tax shifting measures.

NT

Further analytical work to assess existing
international competitiveness measures.

NT

Analysis of how private and international climate
finance can complement domestic sources of climate
finance (which will primarily be represented by the
carbon tax).
Review of the adequacy of the carbon budget
approach to achieve South Africa’s emission
reduction objectives and the effectiveness and
appropriateness of the carbon budget alignment with
the carbon tax.

Source of funding
(PMR, government,
other)
National
Government/
PMR
National
Government/
PMR

NT

PMR

DEA

PMR

Timeline for Completion

Deliverable(s)
Further analytical work to examine 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 be represented
by the carbon tax).
Review of the adequacy of the carbon budget
approach to achieve South Africa’s emission
reduction objectives and the effectiveness and
appropriateness of the carbon budget alignment
with the carbon tax.

Time Required for
Completion (days)

Completion Date

180 days

June 2016

180 days

June 2016

120 days

June 2016

60 days

June 2015

Budget
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Activity BB2

Further analytical work
to examine 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 be
represented by the
carbon tax).
Review of the adequacy
of the carbon budget
approach to achieve
South Africa’s emission
reduction objectives and
the effectiveness and
appropriateness of the
carbon budget alignment
with the carbon tax.
TOTAL BUDGET

Sources of Funding

Estimated Cost (in USD)
2015

2016

2017

> 2017

Total

Source of funding

$50,000

$125,000

$175,000

SA
Government/PMR

$100,000

$125,000

$225,000

SA
Government/PMR

$75,000

$125,000

$200,000

PMR

$150,000

PMR

$75,000

$75,000

$750,000

Total (USD)

National Government

$200,000

PMR

$550,000

Grand Total

$750,000
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Building Block 3: Core Technical and
Institutional/Regulatory Market Readiness Components
1. MRV systems for market instruments
2. Review Future needs and proposed activities for MRV
3. Brief high level assessment of core technical and institutional components needed for
a transition from the South African carbon price regime to a potential global carbon
pricing regime
4. Activities, deliverables and proposed budget

3.1.

MRV systems for market instruments
3.1.1 Current situation

Role of government departments and institutions
The South African carbon tax is at a late stage of policy design development and is moving
towards implementation scheduled for 2016. The NT is leading the implementation process on
the basis of the Carbon Tax Policy paper (NT, 2013). Accurate, consistent and reliable
monitoring, reporting and verification (MRV) will be central to the implementation of the carbon
tax, and, more broadly, to South Africa’s climate action. Tax paying entities will be required to
self-report their carbon emissions liability to SARS under the South African carbon tax design.
The Department of Environmental Affairs (DEA) is leading the MRV elements to enable auditing
of the carbon tax returns. The complementary participation of the Department of Energy (DoE)
will be required because energy use data will be supplied to the DoE.
The Department of Environmental Affairs
The DEA is currently the leading authority in South Africa with respect to MRV, and will
therefore support SARS in auditing and verifying the tax returns. 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. The inventory provides a snapshot of South
Africa’s emissions profile at a given time.
As outlined in the 2011 White Paper (DEA, 2011), the DEA is working on the development of the
National Atmospheric Emissions Inventory System (NAEIS), part of the South African Air Quality
Information System (SAAQIS, see
Table 8 for further information). NAEIS offers tools and methodological guidance for the
reporting of six GHGs (CO2, CH4, NOx, perfluorocarbons, hydrofluorocarbons, sulphur
hexafluoride) according to the IPCC’s Tier 1 guidelines. NAEIS is able to provide live information
on emissions.
The NAEIS system will set out mandatory reporting requirements of emissions in South Africa for
economic sectors, which shall begin in January 2016. The NAEIS will play a major role in the
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verification process for carbon tax liability. However, participating entities in the tax can use the
information that they report as part of this mandatory exercise as the basis for their selfreporting of their carbon tax liability.
The Department of Energy
The DoE is mandated in terms of the Energy Act (Act 34 of 2008) to collect and analyse energy
and fuel use data, as well as information on energy efficiency improvements. The DoE, with the
assistance of an Energy Technical Working Group, has developed methodologies and reporting
templates for capturing energy activity data and information on energy efficiency
improvements. Currently these tools are being piloted with intensive energy industries such as
mining and metal production. From this initiative, the DoE is also planning to develop an on-line
data-management tool that will facilitate the reporting process and analysis. Furthermore, this
web-platform will be developed in such a way that is integrated with the NAEIS and will also be
used for the verification of emissions that are self-reported under the carbon tax. .
Supporting Stakeholder Committees and Working Groups
Two committees and three working groups guide policy in the broad climate change area and
have been enabling DEA’s MRV work. The two committees are:



The Intergovernmental Committee on Climate Change (IGCCC), headed by the Minister
for environmental affairs, which operationalises cooperative governance working with
national and provincial entities on climate change action;
The National Committee on Climate Change (NCCC), coordinated by the DEA, mandated
to carry out consultation with industry stakeholders.

Carbon tax MRV and the broader context
The DEA and DoE are involved with South Africa’s broader MRV and climate action frameworks,
which provides 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
also 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. DEA has agreed with DoE to align GHG
reporting with energy reporting. This broader framework of MRV is schematically illustrated in
the following figure and other relevant activities and initiatives are described in the following
section.
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Figure 10: 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, which will be used to verify
the emissions that are self-reported by entities liable for the carbon tax. The 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 8 provides an overview of the expected regulatory development timelines.
Complementarity and harmonisation of these regulations will be required for the successful
implementation of the carbon tax. Common approaches are especially important for the
definitions of sectors, the fuels identified and the thresholds for reporting. DEA and DoE work
closely together on the preparation of the regulation to ensure that this is the case.
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Table 8: Expected regulatory developments on emissions and energy reporting
Regulation (leading authority)
Timeline (tentative)
Activities and developments
August - October 2013
Regulation drafting
Publication of the draft
18 July 2014
regulation
National atmospheric emission
Stakeholder consultation and
November 2014 – February 2015
reporting regulations
public comments
Regulation to become
May – June 2015
operational
Commencement of
January 2016
mandatory reporting
Draft regulation available for
July-September 2014
public comment
Stakeholder consultation and
Energy reporting regulation (DoE) October – December 2014
public comments
Regulation to become
January-March 2015
operational

3.1.2 Proposed Institutional setup for the carbon tax MRV
The previous section described the key building blocks that will be required for the
implementation of the carbon tax. Implementation differs from policy design and some
institutional changes are expected. Figure provides a schematic overview of the proposed
institutional setup for MRV. The key features are described below:
 Key institutions: During policy development the NT plays the leading and central role.
However, once implemented the role of the NT will be to provide assessment of the
performance of the carbon tax as a climate change mitigation measure and to conduct a
timely review of its design features. The SARS will be the agency responsible for the
collection of the tax and monitoring of the tax revenue, and will therefore play the
central role in the day-to-day management of the carbon tax. Companies will be
required to self-assess and report according to their tax obligations to SARS. The DEA
will be the leading authority on MRV, providing support to SARS by being able to audit
claims about emissions provided by the companies who file their tax returns. DEA will
continue to manage the NAEIS system and play a central role in the monitoring of
industrial process emissions, as well as housing information about emissions factors.
DEA will be supported by the DoE, which will collect energy-related data that will be
incorporated in the Central Energy Database, and which will be used by the NAEIS
system to calculate energy combustion emissions.
 Overall hierarchy: The diagram in Figure below shows the overall hierarchy of the
different institutions.
 Institutional linkages: As shown in Figure two principal emission sources (industrial
processes and energy) are to be accounted for and the DEA and DoE will be directly
involved in doing so. MRV requires high levels of consistency and harmonisation and
therefore close linkages will be required between the DEA and DoE, to support
harmonised and complementary regulatory and procedural developments. The DEA and
DoE are currently finalising a memorandum of understanding to realise harmonised
energy data reporting by industry and sharing of energy data between the two
departments. This agreement will catalyse and sustain the DoE-DEA leg of the overall
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carbon tax MRV process. The DEA’s Inventory Unit will lead MRV activities on behalf of
the DEA.
Implementation frameworks: The DEA will manage the overall implementation of MRV
for the carbon tax, which will be integrated to the NAEIS system. The DoE’s Central
Energy Database will complement this and, falling out of the immediate scope of the
DEA’s MRV system, it will require close alignment with the DEA’s MRV objectives. These
issues are examined in more detail in the following section.
Reporting frameworks: In order to integrate carbon tax MRV to the broader climate
change policy context and to leverage past experiences, the DEA is also responsible for
other reporting frameworks and databases, most importantly the previous GHG
inventory work and the upcoming M&E system (see Table 9 for information on the most
relevant databases, initiatives and reporting frameworks). Relevant lessons,
infrastructure, processes and methodological insights will be shared as appropriate.

Figure 11: Schematic representation of the proposed institutional setup for MRV for the Carbon Tax.

MRV frameworks and relevant databases
The DEA and DoE’s respective mandates and activities should be understood in the broader
context of climate change and MRV activities carried out by municipal, provincial or national
authorities as well as by private and public sector stakeholders. In the absence of mandatory
legislation to enhance centralisation and harmonisation of MRV nationally, a variety of
initiatives and frameworks have been developed, which are used or supported by a wide range
of stakeholders (Boyd et al., 2011; Boyd, 2012).
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The table below provides an overview of the most important databases and systems relevant to
the implementation of the MRV system for the carbon tax.
Table 9: Overview of key databases, initiatives and reporting frameworks of relevance to the
development of MRV for the carbon tax
Name
Description
Lead authority
Relevance to carbon tax MRV
GHG
The National GHG inventory
DEA
The methodological basis and
inventory
was compiled voluntarily by
institutional support required to
South Africa according to
produce the national GHG
2006 guidelines, and provides
inventory forms a central
a top-down overview of
experience that allows for the
national GHG emissions.
development of the carbon tax
MRV systems.
SAAQIS /
SAAQIS is the common
DEA
The carbon tax MRV system is
NAEIS
platform for managing air
expected to be integrated within
quality information. It is
NAEIS and used for verification of
composed of two core
emissions liabilities that are selfsystems: Air Quality
reported by entities. The carbon
Monitoring and NAEIS. NAEIS
tax MRV and the DoE CED will
holds both air pollutants and
take place at company level while
GHG emissions inventories
NAEIS is prepared at facility level.
and is the core system
In order to align with the SARS
developed in response to the
and DoE reporting regimes, DEA
2004 Air Quality Act. NAEIS
will package emissions results at
enables installation-level
company-level. The basis for
reporting.
reporting will be informed by the
list of companies that are
reporting facility-level
information to the NAEIS
database.
Atmospheric
The AELS is supposed to be a
DEA
Carbon tax MRV goes beyond the
Emission
platform wherein companies
verification of emission numbers.
Licensing
with listed activities in terms
It also requires verification of the
System (AELS) of the air quality act are
number of companies that have
registered, licensed and
tax liability and are obliged to
reviewed including new
report on air pollution,
installations. The system has
greenhouse gas emissions and
energy data. Therefore, with
not been developed yet.
respect to the carbon tax, the
AELS will act as a tool to verify
companies that have tax liability.
Central
The DoE is currently
DoE
The CED will play a central role in
Energy
developing this database that
MRV for energy-related data and
Database*
will be the central platform
will be used for verification of
(CED)
for managing energy-related
emissions liabilities that are selfdata, including on-site fuel
reported by entities.
use and information on
energy efficiency and
demand-side measures. The
CED is expected to enable
company-level reporting.
Registration and reporting are
mandatory for companies
using over 160 TJ (45GWh) of

69

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

M&E System

energy. Energy management
plans are additionally required
for companies using over 400
TJ of energy.
The M&E system was
announced in the 2011 White
Paper and will be the
foundation of South Africa’s
climate change policy. The
system is currently under
development and will
amongst others provide
guidelines for the mandatory
reporting of climate change
mitigation plans. The system
will also track national and
international flows of finance
into mitigation and adaptation
activities.

DEA

The M&E system is expected to
be based on domestically
developed MRV guidelines that
are focusing on quantifying the
impacts of climate change
mitigation and adaptation
responses. The M&E system will
be standalone and facilitate
mandatory reporting of
mitigation plans at company level
(which could be mandatory for a
subset of the carbon tax liable
entities only). This will be
separate from the NAEIS system
that is used for the mandatory
GHG reporting at facility level
which may be used to inform and
verify the carbon tax liability.
OPEN Energy Funded by the South African
Energy Research
OPENED aims to provide data
Database
National Energy Development Centre
transparently and may be used to
(OPENED)
Institute (SANEDI), OPENED
(University of
support the harmonisation of
aims to provide energy and
Cape Town)
MRV requirements and
associated data for research
methodologies for industrial
and analysis. In doing so, it
processes and energy-related
works closely with the DoE
emissions. Data could also be
and Statistics South Africa.
used for verification/sensechecking purposes
Carbon
The CDP provides “the only
CDP
The CDP centralises South Africa’s
Disclosure
global system for companies
(international)
privates sector’s voluntary
Project (CDP) and cities to measure,
National Business participation in climate action in a
disclose, manage and share
Initiative (NBI,
transparent manner. This
vital environmental
South Africa)
information can be used as a
16
information” . In South
crosscheck for the carbon tax
Africa, it brings together 655
MRV information and as a
signatories with assets of
platform for engaging
US$78 trillion (CDP, 2012).
stakeholders.
*In early 2014 the DoE piloted the energy efficiency data targeting system. This may become the Central
Energy Database, however this name could be subject to change.

NAEIS will be central to the data set that is used to verify emissions that need to be accounted
for under the carbon tax. The NAEIS’ principal features are:
 The activity data sub-module provides online forms and a file and supporting document
submission functionality, which caters for both top-down and bottom-up approaches. It
further offers QA/QC and real-time data validation functionalities.

16

https://www.cdp.net/en-US/Pages/HomePage.aspx
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The emissions factor sub-module has default and country-specific emissions factors and
allows for plant-specific emissions factors to be added. These emissions factors are
compiled in a database available to all users.
The emissions processing module brings activity data and emission factors together
according to the 2006 IPCC guidelines, once more allowing for both top-down and
bottom-up approaches. It further allows for time-series development of activity data,
emission factors and emission results, thereby enabling recalculations based on data
updates and automated checks based on sudden unexpected changes.
The emissions reporting module, finally enables data packaging based on sectoral,
provincial, local or national levels and offers several export formats. It further includes a
public interface and GIS functionality.

3.1.3 Proposed MRV structure for the carbon tax
The institutional setup described in the previous section provides the overarching structure for
the implementation of the carbon tax. MRV requires a variety of methodologies, regulations and
processes to be structured. Figure 12 below provides a schematic overview of the proposed
structure of the carbon tax MRV system. Key elements are described below and identified needs
discussed in more detail in the following sub-section.
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Figure 12: Schematic overview of the carbon tax MRV system

3.1.4 Monitoring
The proposed carbon tax liability will be determined with respect to the emissions at an entity
level, resulting directly from fuel combustion and gasification and from non-energy industrial
processes. Tax paying entities will be required to self-report their carbon emissions liability to
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SARS. There are three main data streams that will be used, as described in the table below, to
collect GHG emissions data to verify/audit self-reported tax liability.
Table 10: Overview of the data streams that will be used as part of the carbon tax
Data
Purpose
Monitoring
Reporting
Use of
stream
thresholds
Fuel use
Quantifies Monitored according Company-level
Yes
data
GHG
to a fuel list that is
(aim is to report at (registration
emitting
being developed by
facility-level in the and reporting
fuel inputs the DoE and is
future)
from 160 TJ
expected to cover
(45 GWh);
conventional fuels as
mandatory
well as some special
energy
process fuels listed in
management
the NAEIS (e.g. in the
plans from
coal to liquid
400TJ.
processes)
Process
Quantifies Monitored according Facility-level
No
emissions GHG
to the IPCC Tier 1
data
emitted as methodological
an integral guidelines, covering
part of
six gases (CO2, CH4,
industrial
NOx,
processes
perfluorocarbons,
hydrofluorocarbons,
sulphur
hexafluoride), with
the additional
monitoring of HFCs
for refrigeration
Direct
Quantifies Monitored according Facility-level
No (based on
emissions actual
to the bare minimum
sectoral and
data
GHG
IPCC Tier 1
activity
emissions
methodological
definitions)
from fuel
guidelines or IPCC
use or
higher tier methods
industrial
such as models ore
processes
measurements.

Responsibility

DEA (DoE will
collect the
energy data,
but the GHG
emissions
calculation will
be processed
by DEA)

DEA

DEA (via local
authorities)

These data streams will enable both top-down or bottom-up approaches to MRV. Fuel use and
process emissions data, combined with benchmarks and reference emissions factors can be
considered top-down methodologies. In these approaches, GHG emissions are not only
calculated from data provided (or derived) from installation or company-level information but
also from sectoral and/or international data (e.g. sectoral benchmarks, IPCC emissions factors).
Direct emissions data is a bottom-up approach, with the reported GHG emissions obtained
directly from installation or company data. Top-down approaches, or so-called default
approaches, may be less accurate and therefore emitters risk being under- or over-charged for a
tax. Therefore, the carbon tax legislation allows installations or companies to develop and use
alternative methodologies, that must be approved, which can go beyond the IPCC guidelines
and provide more accuracy. The proposed carbon tax and related MRV system are largely based
on IPCC tier 1 methodologies.
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The Government of South Africa is supporting emitters who wish to go beyond these
requirements and to develop their Tier 2 approaches, or to provide additional data. These
additional approaches could use independently established emissions factors e.g. at the sector
level that have been approved by government. The process for the development or adjustment
of emissions factors needs to be clarified, and the provision of accurate emissions factors will be
an essential supporting data stream.

3.1.5 Reporting and verification (auditing)
The data streams described above form the basis of the monitoring component of the carbon
tax MRV system.
Data will follow two separate reporting paths, depending if 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 self-report to SARS, in order to meet their carbon tax liability. Companies will
manually estimate their emissions using information from NAEIS (i.e. mandatory bare minimum
emissions factors and process emissions) that are published in terms of the mandatory reporting
regulations to be developed and process emissions using the energy information already
reported to DoE.
The South African carbon tax design is such that companies reporting for carbon tax liability will
mostly be the same companies that report under the mandatory air quality and climate change
regime in the NAEIS. The approach is also consistent for companies that will be assigned carbon
budgets under the broader M&E system and those that will be reporting 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.
Unlike for the national GHG inventory where the central end-user of the data is the DEA,
companies can use the data compiled in NAEIS for their self-reporting to SARS. They are not
obliged to use this data, but they do need to demonstrate how they have estimated their
emissions, regardless of the chosen approach.
The NAEIS data will be used for verification and auditing of tax returns. This means that both the
DEA- and DoE-led reporting and verification paths will need to converge into a similar endreporting format in the NAEIS, so that this information can be used for verification. It is
important that the DEA system’s reporting rules and the expectations/requirements of SARS are
aligned.
The two reporting and verification paths will require complementarity and, as much as possible,
harmonisation. DEA and DoE are developing a memorandum of understanding that should make
these coordination issues straightforward to resolve. At this stage, it is unclear what the
specificities of the DoE-led reporting and verification processes will be. The NAEIS is already in
place and offers more transparency as to its structure.
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DEA has already worked with DoE to ensure common choice of thresholds to ensure that all
companies obliged under the carbon tax framework will be reporting their data. Data exchange
protocols will need to be developed connecting the NAEIS and the DoE CED. The system, as it is
planned at the moment, divides responsibility clearly so NAEIS will handle process emissions
whilst the DoE CED will handle energy data. This approach is intended to avoid double-counting.
NAEIS has a very transparent user-interface, with data available to the public at a certain level of
aggregation. An example of a screenshot from the current NAEIS reporting facility is provided
below.

Figure 13: NAEIS database screenshot

Entities are obliged to self-report their carbon liability to SARS. With regard to verification,
NAEIS incorporates several levels. First, users (i.e. installations or companies) are required to use
reporting guidelines to submit the data to NAEIS under the mandatory GHG reporting
obligations. Second, the DEA holds authority at local or provincial levels to review submitted
information. Third, real-time checks are performed automatically by looking at trends or
expected thresholds. There may be additional verification requirements in the form of ‘manual’
checks by experts or of auditing (i.e. site visits) of installations and/or companies performed by
regional authorities. Furthermore, the use of alternative methodologies will require verification
and auditing processes to be implemented to as to guarantee accuracy and fairness of the
system. Such verification requirements need to be examined and clarified by the DEA.
The process includes verification of the companies that are reporting for carbon tax, air
pollution, GHG emissions and energy data. Therefore, DEA will develop an Atmospheric Emission
licensing system that will be used to maintain an accurate record of the number of companies
that are liable for reporting GHG emissions.
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Overview of provisions for reporting and verification included in the draft national atmospheric emission
reporting regulations released 18 July 2014
 Persons classified as data providers and activities registered as emissions sources must register
on NAEIS within 30 days of the regulation coming into place or of the commencement of
activities. Any changes in registration details must be amended within 30 days.
 Data providers must submit relevant information yearly by 31 March and keep records for at
least five years.
 If required (e.g.: suspicion of incomplete or incorrect information), relevant authorities may
request submitted information to be verified. Further, if required, relevant authorities may
request for the submission of supporting documentation.

3.2

Review future needs and proposed activities for MRV

A number of MRV-related issues can be identified as priorities for action and key targets for
support from the PMR, as well as for internal support.
 Regulatory developments are foundational to the carbon tax MRV system. Two main
regulatory developments are expected.
o GHG reporting regulation led by the DEA and required to outline the processrelated emissions reporting requirements;
o Energy reporting regulation led by the DoE and required to outline energyrelated emissions (direct emissions and fuel use) reporting requirements in line
with the GHG reporting regulation.
 Technical support will be required both before and during the implementation of the
carbon tax. As highlighted previously, a number of elements within the MRV system are
still under development or have uncertain modalities.
o A high priority is to examine the specific requirements of, and start developing a
communication module from the DoE database to NAEIS. To cover issues such
as: how and at what stage they will be reconciled (monitoring, reporting,
verification). For example: NAEIS operates at installation-level reporting and the
carbon tax and DoE will use company-level reporting.
o The development of the DoE’s CED is also needed, as well as the development
of the Atmospheric Emissions Licensing system.
o Reporting and verification processes are also a high priority. Reporting
regulation is under development and was examined previously. Verification
processes within the DoE need to be clarified. In particular, the specificities of
‘manual’ verification need to be established and trigger points for installation or
company audits (i.e. site visits) must be identified. Any specific verification
processes required for new methodologies that go beyond IPCC standards, or
are sector-specific need elaboration.
o The carbon tax will largely rely on the NAEIS system for verification purposes,
which was not exclusively built for it. Discrepancies between its functionalities
and the SARS’ needs and systems will need to be examined and implemented.
Further, SARS will require technical assistance to carry out any required IT
development and adequately train its staff in preparation for and during the
implementation of the CT.
 Human resources are fundamental to the successful realisation of the above tasks. It is
currently apparent that the various government departments and institutions are facing
difficulties in this respect. In particular:
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o



The DEA will play a central implementing, technical and coordinating role, which
requires permanent and significant manpower. The DEA Climate Change
Monitoring and Evaluation division rests upon a team of three staff to develop
and implement the M&E system as well as the carbon tax MRV system17. It is
currently receiving assistance from the Norwegian government for the
development of the M&E system and processes, but this does not overcome the
human resource challenge.
o The DoE’s role in the support of the energy combustion data for the NAEIS
system also warrants dedicated staffing to manage energy-related MRV and also
to facilitate the exchange of information and collaboration with the DEA and
other organisations.
o The carbon tax has implications for other government bodies e.g. SARS, regional
bodies, who may require additional human resources.
o As a priority, a clear organisational structure has to be created that identifies
the optimal staffing and leads to a clear idea of staffing needs in both DEA and
DoE, as well as associated regional bodies that might be responsible for
verification.
Training will be essential to enable effective implementation. In particular
o Industry participants, in particular SMEs and smaller sectors that are typically
less informed and engaged in climate action, will require training on the
implications and requirements of the carbon tax.
o Staff in the DEA, DoE and regional entities (not only those with direct and/or
permanent involvement with the carbon tax) will require training on its design
features and implementation modalities so as to ensure its implementation and
to enable direct work e.g. through site visits.

The activities described above are largely interrelated. They can be broadly organised as follows:





Transparency and information exchange are a very high priority;
Regulatory developments are expected to be completed during the course of 2014 and
first half of 2015;
The NAEIS is still undergoing development and technical support will continuously be
required before and during the implementation of the carbon tax;
Human resources will need to be available and adequately trained prior to the
implementation of the carbon tax. These activities should thus be carried out
successively during the course of 2015 and continued thereafter as required.

Section 3.4 outlines the specific activities discussed above with associated funding
requirements.

17

Current planned government expenditure for the whole Climate Change Monitoring and Evaluation division
amounts to ZAR 9.3M (USD 826,000) in FY2014/15, ZAR 9.6M (USD 905,000) in FY2015/16 and ZAR 10M (USD
943,000) in FY2016/17. Source: P4 of ENE for DEA.

77

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

3.3

Brief high level assessment of core technical and institutional
components needed for a transition from the South African carbon
price regime to a potential global carbon pricing regime

The South African carbon tax system may be designed in a way that can make it as compatible
as possible with a potential future global carbon pricing regime.
Currently, there are three different types of policies that South Africa should be considering in
this regard:




International carbon pricing mechanisms such as the Kyoto flexible mechanisms and
their potential successors e.g. an improved CDM, new market mechanisms/ sectoral
mechanisms etc.18.
Emission trading systems taking place at national, regional and supranational levels (e.g.
the EU ETS, the NZ ETS, California cap-and-trade etc).
Carbon taxation systems in place in other parts of the world.

Currently the prospects of an international carbon pricing system are slow due to concerns
about the future of the existing international carbon pricing mechanisms, and a lack of clarity
about levels of national ambition.
Coherence with an international regime would require linkable registry systems between the
carbon tax policy and international GHG reporting, as well as technical consistency between the
MRV approach in the carbon tax and international standards. The precise details on the
approaches for linking to potential future international regimes depend very much on the detail
of these international approaches, which are still not very clearly set out. More detail is
provided in Table 11 below. On the institutional side, it would be most straightforward for the
departments responsible for the carbon tax to work in close communication and coordination
with those working on international negotiations and policies. This will ensure a consistency of
goals and also of policies and systems. In the case of South Africa, the systems for international
negotiations and carbon tax are already coherent at the level of the NT, and for MRV the M&E
and carbon tax systems will indeed be integrated with each other. The DEA teams are one and
the same for MRV of the international goals and the carbon tax.
In terms of Emissions Trading systems, some of the various systems around the world have been
linked or are considering linking. The Quebec-California link was established in 2013, and the EU
continues to pursue a link with the Swiss ETS. The South African tax could eventually consider
linking with an ETS system in a nearby region, or with a comparable economy. In order to join
into a capped ETS system, South Africa would need to convert to an absolute emissions based
policy. However, much of the basis of the South African tax provides room for manoeuvre. Key
features that are already comparable to many ETSs are:
 The robust MRV system, including guidance, verification and on-site visits
 The eventual interaction with a registry, initially to be designed for offsets

18

The concept of a sectoral mechanism has been under discussion for some time. This mechanism would allow for
emission reduction across one more sector and could be market or non-market based. The New Market Mechanism
(NMM) is the proposed UNFCCC market-based mechanism that carries out this role. The exact design of the NMM has
not been finalised, but sectoral crediting and sectoral trading are two of the main instruments put forward.
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The use of offsets in a way that is comparable to the use of domestic offsets in many ETS
systems, and with compatible eligibility rules
The use of benchmarks to determine reduced-rate tax levels
An integrated consideration of carbon leakage risk, which impacts on reduced-rate tax
levels.

However, at an institutional level, the South African system would still need to consider an
upgrade of the planned offsets registry, in order to accommodate the trading of allowances
within an ETS, and the import of allowances and credits from other systems. It may also be
necessary to consider an introduction of different enforcement approaches, and the provision of
an auction platform, as relevant.
In terms of linking with other carbon taxes, the approach of South Africa will put the system
already in line with other carbon taxes, with flexibility to adjust many of the features, should
there be a desire to bring the policy in line with other systems. This could include e.g. aligning
the tax rate, sectoral coverage etc. The linking of taxes between countries is unlikely to take
place because taxation is a very political issue, as countries like to maintain national control of
taxation systems. As a result, alignment of taxes may not be as permanent as other types of
linking, leaving governments flexible to change details.
Table 11: Approaches for linking to potential future international regimes

Policy Type

Key consideration

International Regime
e.g. CDM, New Market
Mechanism (NMM), sectoral
mechanism.

Regime not very well
defined, so flexibility
required. Long-term

National or sub-national
Emission trading system (ETS)

Proliferation around the
globe. Clarity available
about technical details.

Immediate steps to enable
linking
Follow and communicate
developments: Ensure that
internal teams in South African
government on international
policies and carbon tax are in
regular communication.
MRV compatability: Develop C
tax MRV approaches that meet
international standards, in line
with current UNFCCC practises
Registry: Ensure that the C tax
information is in a format that
can readily communicate with
the international inventory.
Compatibile policy-design
choices:
- MRV
- Use of offsets
- Benchmarking
- Addressing
competitiveness
- Sector coverage
- Level of pricing
Medium term needs:
Investigation of impact of carbon
tax, possible benefits of linking
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Other carbon tax regimes

Available in other parts of
the globe. Politically
challenging to align.

to an ETS.
Future needs:
- Expanded registry
- Auction
platform
(potentially)
- Communication about
changed approach
Consideration of benefits.
Communicate with potential
partners.
Compatible design choices:
- Sector coverage
- Price level

In order to be as compatible as possible with any system, the system should be developed in
dialogue with other parties, and in such a way as to remain flexible. Keeping constantly abreast
of international developments can help. South Africa’s engagement in the PMR is already a
helpful step in ensuring that the approach is developed with a clear awareness and engagement
with other activities around the globe.

3.4

Activities, deliverables and proposed budget

Figure 14: Time line for the preparation and the implementation of MRV
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Objective(s) and Rationale BB3
Objective

Rationale

i. Human resources

Design a clear structure for the staffing of DEA
and DoE

Support Human Resource needs in the
Department of Environmental Affairs

Support Human Resource needs in the
Department of the Energy

The tasks of DEA and DoE are clear, however, more
staff are needed. In order to ensure the best
organisational structure, and there for efficient and
effective operation, expert input should be used to
design the establishment and develop a business
case for any staffing needs that result. This
assessment should include any needs for
verification staff (in combination with an
assessment of potential use of IT systems, see
below)
DEA Climate Change Monitoring and Evaluation
division rests upon a team of three staff to develop
and implement the M&E system as well as the
carbon tax MRV system19. Additional human
resources will help with a quicker roll out of all of
these systems, and will also be important in the
implementation phase.
The Danish government currently supports one
member of staff in the Department of Energy. This
funding is due to run out. The DoE will require
dedicated staff to support the data gathering and
management of data for the carbon tax.

i. Training and capacity building
Training will be required for any new staff, but
also for regional officers with the DEA who might
Training for staff in the DEA, DoE, SARS and also be responsible for site visits to verify data.
regional staff
Additional training will also be required for
existing staff, for example within SARS, to prepare
linkages and usage emissions and carbon tax data.
Some larger companies are engaged and aware of
the carbon tax and MRV requirements, but others
Capacity building in the industry sectors,
need to develop a better understanding. This will
especially in the SMEs or smaller sectors
help the tax have a stronger impact in terms of
actual emission reductions stimulated.
i. Technical assistance
Technical support for the improvement of
The successful implementation of the carbon tax
systems e.g. communication module of DoE
system will require changes to the current
19

Current planned government expenditure for the whole Climate Change Monitoring and Evaluation division
amounts to R9.3m (USD 826,000) in FY2014/15, R9.6m (USD 905,000) in FY2015/16 and ZAR 10M (USD 943,000) in
FY2016/17. Source: P4 of ENE for DEA.
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system to NAEIS and developing an
Atmospheric Licensing System that will be
connected to the NAEIS

Technical support to SARS to facilitate
interaction with NAEIS and data usage

systems. The following changes are required:
 Energy Data Reporting – DoE has not yet
developed the DoE CED. Support is
needed to develop this web-based
platform with a database
 NAEIS – Data exchange protocols are
needed to ensure that data sharing is
automated between DoE and DEA
 An assessment of the SARS-DEA
verification protocol is needed to
understand what automated/manual tools
are needed to facilitate the verification
process.
 The Atmospheric Licensing System needs
to be developed. It will be used to verify
the number of companies that are
reporting emissions in the NAEIS, SARS
and DoE.
These IT changes will require investment.
SARS, who has final responsibility for the carbon
tax collection, will need to effectively use and
interact with NAEIS and other systems used
throughout the MRV process. The following
actions will be required:
 Investigation of potential issues between
SARS requirements and NAEIS system
specifications and outputs.
 Development of IT solutions to implement
required changes.
 Training and technical support to staff
prior to and during the CT
implementation.

Deliverable(s)

Deliverable(s)

DEA assistance with
development of the DoE
Central Energy Database

Description

A web-based platform with database
developed with the purpose to
facilitate energy reporting by
companies to DoE.

Party
Responsible
for Ensuring
Action

Source of
funding (PMR,
government,
other)

DEA

PMR

This project will involve the
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NAEIS-DEA data exchange
protocols

Development of the
Atmospheric Emissions
Licensing System

production of the following outputs:
 Reporting templates and
reporting guidelines;
 A User Requirement Specifications
(URS) to ensure that requirements
from all users of the system are
addressed. The system will
handle more than a thousand
reporters;
 System Architecture and
Functionality description;
 Implementation of the web-based
platform and its database as well
as operational manuals;
 Piloting of the web-based system
with significant industry energy
users;
 System refinement and launching;
 An assessment of institutional
capacity to manage this tool and
its associated processes.
Automated procedures to ensure
that the NAEIS and the DoE-CED are
linked such that it is easy to share
energy data between the two
departments.
A tool to ensure that verification of
companies that needs to report for
tax liability, air pollution, GHG
emissions and energy data is
achieved.
This project will involve the following:
 Mapping of business
functions for processing of
atmospheric emission
licensing;
 Analysis of institutional
capacity to manage such
business functions including a
web-based system;
 User Requirement
Specification, System
Architecture and
Functionality development;
 Piloting of the system with
industry and licensing
authorities;

DEA

PMR

DEA

PMR
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System refinement and
launching.
Review and developments IT solutions, support and training for
of IT solutions and support SARS to ensure effective usage of
for SARS
emissions data from NAEIS (and other
systems) for CT purposes.
NAEIS+DoE-CED
This exercise is meant to design the
Institutional set-up design institutional set-up that is needed to
(Business Case)
manage the NAEIS-AELS and the DoECED. It will also determine the
operation costs associated with
managing these systems.

Capacity building on
Carbon Tax MRV

DEA staff – capacity
support

DEA

PMR

DEA

PMR

DEA

PMR

DEA

National
Government

Key activities are:
Developing an Organisational
Development Plan to assess expertise
needed to manage the two data
reporting regimes, capital and
operational costs.
This exercise involves capacity
building mainly to industry assisting
them with all the MRV aspects of not
only the carbon tax but reporting for
the national GHG inventory.
Key activities involve:
 Industry targeted training on the
use and interpretation of sectorspecific technical greenhouse
reporting guidelines;
 Training on the reporting of
greenhouse gas to the NAEIS
system using automated reporting
templates.
This exercise will be done after the
business case has been developed
and staffing done. DEA staff will then
be capacitated based on capacity
building needs identified in the
business case.
Capacity building activities will
involve:
 Auditing of industry reported
emissions;
 Verification of submitted
information;
 Training on business functions of
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DEA assistance with
development of DoE staff
capacity support

the national GHG inventory
management system.
This exercise will be done after the
business case has been developed
and staffing done. DoE staff will then
be capacitated based on capacity
building needs identified in the
business case.
Capacity building activities will
involve:
 Auditing of industry reported
energy data;
 Verification of submitted
information;
 Training on business functions of
the energy data management
system.

DEA

National
Government

Timeline for Completion

Deliverable(s)
DEA assistance with
development of the DoE
Central Energy Database
NAEIS-DEA data exchange
protocols
Development of the
Atmospheric Emissions
Licensing System
Review and developments
of IT solutions and support
for SARS
NAEIS+DOE-CED
Institutional set-up design
(Business Case)
Capacity building on
Carbon Tax MRV
DEA staff – capacity
support
DEA assistance with
development of DoE staff
capacity support

Time Required for Completion
(days)
730 days

Completion Date
December 2016

90 days

December 2016

850 days

December 2016

240 days

December 2016

590 days

December 2015

510 days (continuous process)

December 2016

280 days

September 2016

280 days

September 2016
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Budget – BB3
Estimated Cost (in USD)

Activity

20

2015

2016

2017

>2017

Total

Source of
funding

Development of the DOE
Central Energy Database

$345,000

$345,000

$690,000

PMR

NAEIS-DEA data exchange
protocols

$40,000

$40,000

$80,000

PMR

$400,000

$400,000

$800,000

PMR

Review and developments
of IT solutions and support
for SARS

$65,000

$45,000

$110,000

PMR

NAEIS+DOE-CED
Institutional set-up design
(Business Case)

$90,000

$190,000

$280,000

PMR

$85,000

$155,000

$240,000

PMR

$135,000

$135,000

National
Government

$135,000

$135,000

National
Government

Development of the
Atmospheric Emissions
Licensing System

Capacity building on Carbon
Tax MRV
DEA staff – capacity
support
DOE staff – capacity
support21
TOTAL BUDGET

Sources of Funding

$2,470,000

Total (USD)

National Government

$270,000

PMR

$2,200,000

Grand Total

$2,470,000

20

Depending on the timing of availability of potential PMR funding, some of the activities in 2015 might have to be
pushed back.
21
Current planned government expenditure for DNA amounts to ZAR 7.7M (USD 726,000) in FY2014/15, ZAR 8.1M
(USD 763,700) in FY2015/16 and ZAR 8.6M (USD 810,800) in FY2016/17. Source: P6 of ENE for DoE.
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Building Block 4. Planning for the carbon tax
1. Implementation of the carbon tax
2. Design and development of the Carbon Tax Offset scheme
3. Activities, deliverables and proposed budget

4.1

Implementation of the carbon tax

An overview of the main design features of the carbon tax has been presented in Building Block
2: Policy Landscape and the Carbon Tax. This section focuses on the roadmap towards
implementation of the offset scheme. Planned activities related to MRV have been presented in
Building Block 3: Core Technical and Institutional/Regulatory Market Readiness Components.
Funding window
Considering the experience in other PMR implementing countries, a possible timeline for
finalisation of the MRP and subsequent potential funding could be the following:
November 2014
March 2015
March 2015 November 2015
November 2015

presentation of the draft MRP to the PMR Partnership Assembly (PA)
presentation of the final MRP to the PMR PA and allocation of
implementation funding
set up of the grant agreement and of the PMR project management
structure, development of the ToRs for MRP implementation
start of the PMR funding phase

This shows that the MRP activities are likely to start six months to a year before the carbon tax
and the carbon offset scheme. This means that the South African government will need to
support a large share of the implementation of specific core infrastructure needed to
operationalise the carbon tax via its own funds or other support programs. The MRP activities
may need to focus on fast-tracking and facilitating the launch and take-up of the offset scheme.

4.2

Design and development of the Carbon Tax Offset scheme

This section presents the proposed carbon offset scheme associated with the carbon tax and the
status of its development as of October 2014. It highlights the next steps towards
implementation, which are further discussed in section 4.3.

4.2.1 Introduction
In order to increase the flexibility of the tax and complement the policy package to address
climate change and protect households and businesses, the carbon offset scheme has been
outlined in the 2014 Offsets Policy Paper. Since then, NT has done further work on the
development of the design of the scheme.
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The Carbon Offsets Paper published by NT in April 2014 discusses the following aspects of the
offset scheme:
 Objectives of the scheme;
 Eligibility of carbon standards and projects;
 Potential supply and demand for offsets; and
 Technical infrastructure of the scheme.
Comments on the paper could be submitted until 30 June 2014 and all the inputs have been
analysed by the NT. NT organised a public stakeholder consultation session on 2 October 2014,
which will be followed by focused bi-lateral engagements with specific key stakeholders
throughout the third quarter of 2014. All the inputs and discussions will lead to refinement of
the proposed design features of the carbon offset scheme. In parallel, NT is developing a
technical roadmap for the implementation of the offset scheme, in coordination with other
governmental departments.
Objectives of the scheme
The carbon offset component of the carbon tax has a dual purpose:
 To serve as a flexibility mechanism that will enable industry to deliver least cost
mitigation, i.e. mitigation at a lower cost to what would be achieved in their own
operations, and thereby lower their tax liability; and
 To incentivise mitigation in sectors or activities that are not directly covered by the tax
and/or benefiting from other government incentives, especially, transport, AFOLU,
waste.
Eligibility of carbon standards and projects
In order to ensure an effective implementation of a carbon offset mechanism, as well as its
contribution towards the climate change response policy objectives and facilitate a transition to
low-carbon economy, the following eligibility criteria for carbon offset projects will apply:






To encourage the development of locally based projects and thereby GHG-mitigation in
South Africa, only South African-based credits will be eligible for use within the carbon
offsets scheme. International credits could be considered at a later stage should certain
preconditions be met (e.g. legally binding international climate change agreement and an
international offset trading scheme).
To avoid potential double counting the carbon reduction benefit from an offset project that
is implemented on an activity that is liable to the carbon tax, projects that generate carbon
offset credits must occur outside the scope of activities of the entity subject to the carbon
tax.
To facilitate a smooth implementation of the carbon-offset scheme, enable early offsetting
and to ensure carbon offset supply and demand liquidity at the early stage of the carbon tax
regime, carbon-offset credits that have been issued prior to the implementation of the
carbon tax and have not yet been retired will be eligible for use under the carbon tax.
However, to ensure a close alignment of the objectives of the carbon tax regime and the
carbon-offsets scheme, all the offset projects that were registered prior to the introduction
of the carbon tax will have to be retrospectively evaluated against the eligibility criteria
indicated in this paper prior to an approval of eligibility under the carbon tax regime.
Furthermore, a sunset date is provided to transfer credits to the South African scheme
without a possibility of a repeated transfer out from the scheme.
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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 (see Figure
15). Once the offset scheme is operational, the possibility of introducing a domestic standard
will be assessed. It is estimated that there is 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 full domestic offset scheme would need to be
evaluated in detail. This is outside the scope of the current PMR grant request.
Selected 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 once the scheme 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.
Potential supply and demand for offsets
Demand for the offsets will be a pre-requisite for the offset scheme to enable cost-effective
mitigation. Offsets are attractive for tax payers when their price is lower than the marginal tax
rate, and offset developers are incentivised to generate credits when the price of the offset
covers the costs of reducing the corresponding tonne of CO2 (abatement and transaction costs).
The actual supply of offsets will therefore depend on the demand for offsets, on the costs for
generating the offsets, on the proposed eligibility criteria, and on how these costs relate to the
tax rate. Other factors such as the abatement costs in the sectors covered and not covered by
the carbon tax and the modalities of use of offsets under the tax will also have an influence on
the demand for the credits.
Indicative figures from all available independent studies have been outlined. 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 paper) is estimated at approximately 13
MtCO2-eq. per annum. The anticipated low end range of the demand is estimated at 18 MtCO2eq. 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 the 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.
These estimates hence suggest that sufficient demand will exist to incentivise the development
of offset projects in South Africa. However, these demand and supply estimates are strongly
dependent on the assumptions used and it will be important to regularly review these estimates
in the years to come. Additionally, it will be important to evaluate and address the barriers that
might exist to unlock potential supply of carbon credits.
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Technical infrastructure of the scheme
The main stakeholders involved in the design of the carbon offset scheme and their roles are
presented in Table 12 below.
Table 12: Key stakeholders and roles (design of the carbon offset scheme)
Stakeholders
Roles
Institutional
 Design of the carbon offset scheme in coordination with the
National Treasury (NT)
other stakeholders
 Chair of the Independent Expert Committee (see below)
DEA
 Design of the mix of measures, which carbon tax will form
part of, in collaboration with NT
 Likely future administrator of the scheme
DNA (currently under the
 Assessment of the scheme administrator’s needs and
DoE,
but
alternative
preparation of the DNA to take up this role
arrangement could be
explored)
SARS



Main implementing authority of the tax

4.2.2 Design of the proposed offset scheme – current status and
next steps
This section discusses the current status of the development of the offset scheme and highlights
the next steps for its main building blocks (stakeholders, institutional framework and technical
infrastructure). The development of the offset scheme goes hand in hand with the development
of the carbon tax.
The offset scheme will use existing international carbon offset standards and the associated
institutional and market infrastructure. The figure below presents the stakeholders, institutional
framework and technical infrastructure associated with the scheme. Over the next few months
the emphasis will be on putting in place this supporting framework.
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INSTITUTIONAL FRAMEWORK & TECHNICAL INFRASTRUCTURE
PROJECT CYCLE
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Figure 15: Envisaged design of the proposed offset scheme
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Stakeholders
The main stakeholders of the scheme and their envisaged roles are presented in Table 13 below.
Table 13: Key stakeholders and roles (carbon offset project life cycle)
Stakeholders
Roles
Administrative/procedural – Project Life cycle
Administrator

of

the

scheme: possibly the DNA
(currently under the DoE,
but

alternative

arrangement

could

be

explored)

Institutional framework
 Definition of the rules and procedures for the offset scheme,
including pre-screening, issuance of carbon-offset certificates,
and functioning of the registry.
 Guidance on the roles and responsibilities of the
administrator and the other supporting bodies/participants.
Project cycle
 National Approval (CDM)
 Pre-screening of projects for local eligibility
 Issuance of carbon-offset certificates
 General support to the users

International Standards
(CDM, VCS, GS)

Operation of the scheme
 Responsible for data management system and registry
Institutional framework
 Definition of the rules and procedures for the development of
carbon offset projects under the relevant standard,
development and approval of methodologies, definition of
the roles and responsibilities of the supporting
bodies/participants,
Project cycle
 Validation/registration/listing of projects
 Issuance of carbon credits

Independent

Expert

Operation of the scheme
 Accreditation of verifiers
 Management of accredited verifiers
 Management of a registry
Support to the administrators

Committee - IEC (possibly
chaired by DEA)
South African accreditation



and standard bodies
Accredited

independent

international scheme


Involvement of SANAS, SABS, SANEDI.



Validation and verification of the offset projects according to

third-party validators and
verifiers (international and

Training of verifiers for accreditation under the relevant

international standard


South African)

South African validators and verifiers can carry out these audits
provided they are accredited under the relevant international
standards or under domestic accreditation body that is accepted
by a specific international standard

SARS



Main implementing authority of the tax.
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SARS may audit the offset certificate information submitted by
companies.

Participants
Offset developers



Application for pre-screening and approval of the project under
the South African carbon offset scheme



Implementation of the project



Monitoring of the project



Responsible for arranging the approval of the project (e.g.
validation, registration) and the issuance of carbon credits under
the international standard

Entities liable to the tax



Buyers of the offsets

Market players



For example: entities financing projects or trading offsets

The administrator of the scheme will need to be assigned before the start of the scheme. Using
existing institutions will minimise the burden of the scheme. It is envisaged that the South
African CDM Designated National Authority (DNA), currently residing in the DoE, will play this
role. The administrator will be the central entity in the scheme. It is therefore vital that
adequate human, technical and financial resources are deployed.
At present the DNA consists of three technical staff (two Deputy Directors and one Assistant
Director) supported by one Project Administrator. The DNA’s responsibility is to manage the
CDM process in South Africa. Current planned government expenditure for the DNA amounts to
R7.7m (USD 726,000) in FY2014/15, R8.1m (USD 763,700) in FY2015/16 and R8.6m (USD
810,800) in FY2016/1722. At this stage it is envisaged that the DNA/administrator will require, in
addition to its current staff, the following positions to fulfil its responsibilities under the carbon
offset scheme:








22

International Expert secondments or short term consultants (two): the DNA will require
technical expert support based on international experience. The experts will also
provide strategic management of the Office of the DNA and will perform regulatory and
project advocacy functions. The main objective of having technical experts is to ensure
skills transfer prior to the actual implementation, and efficiency and sustainability
thereafter.
Carbon Offset Managers (two): considering the complexities of international carbon
offset standards, the Carbon Offset Managers will be required to advise on the entire
scheme with regard to preplanning work to establishing the systems, registration and
stakeholders’ engagement, implementation, and issuance processes.
Project Coordinators (three): DNA currently employs one Project Coordinator. Based on
the envisaged workload, it is anticipated that three additional Project Coordinators will
be needed. Depending on the workload related to different offset standards, Project
Coordinators will be covering different Carbon Offsets standards.
Project Administrator (one): one Project Administrator will be required and will be
responsible for administering the scheme.

Source: P6 of ENE for DoE.
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The Independent Expert Committee (IEC) will support the DNA/administrator and will provide
strategic and technical guidance for the preparation and implementation of the carbon offset
scheme. The IEC may be chaired by DEA. IEC members will need to be appointed before the
start of the offset scheme. They will include experts from relevant departments (DEA, DoE, DoT,
DAFF, NT, etc.) as well as scientific research institutions (e.g. SANAS, SABS, SANEDI, CSIR and
relevant academic institutions).
Next steps
Table 14: Stakeholders - Outline of proposed next steps
Category
Description
 Define the exact roles and responsibilities of the administrator in
Regulatory
regulation, as necessary.
developments
Human resources and
Training










Assess the DNA’s capacity needs and prepare recruitment and training
plan.
Contract international experts or short term consultants to assist with
development of the scheme in the early phases.
Hire additional staff for the DNA/administrator.
Appoint IEC members.
Train the current DNA’s staff of the DNA to be able to fulfil the
administrator’s responsibilities.
Train the additional DNA/administrator’s staff.
Train IEC members.

Institutional Framework and Technical Infrastructure
The current status of the envisioned institutional framework and technical infrastructure is
summarised below for each of the following steps of the project cycle:
 Pre-screening & National approval
 Validation and Registration
 Monitoring
 Verification
 Issuance of carbon credits and carbon-offset certificates
 Use of credits
 Transversal tools:
o Data management and Registry
o Trading platform
 Launch of the scheme
The table at the end of each sub-section highlights the next steps towards the implementation
of the offset scheme. The aim is to have the legislative framework in place by mid to end 2015.
Pre-screening & National approval
The project cycle starts with pre-screening and national approval of the project. The offset
project developer submits a project idea to the administrator. The administrator then checks
that the project fulfils the eligibility criteria of the South African carbon offset scheme and
approves it.
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The DNA has been set up to pre-screen CDM projects to check their contribution to sustainable
development23 and to issue a Letter of Approval (LoA) upon positive screening. This will continue
under the carbon offset scheme. However, for offsets developed under the international
standards to be accepted under the South African Carbon Tax, such offsets will have to comply
with additional criteria covering (see also Table 15):





Geographical location
Technology/sector
Alignment with the carbon tax and other incentives
Implementation date

Table 15: Eligibility criteria under the carbon offset scheme
Geographical location
Eligible region
At this 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.
Technology/sector/source of emissions
Alignment with the
To avoid double counting of the emission reduction benefits and double
carbon tax and other
financial incentives for mitigation interventions:
government incentives  Offsets originating within taxable activities (scope 1 emissions) will be
excluded, i.e. only activities not liable for the carbon tax can be used to
implement projects and sell carbon credits.
 Projects benefiting from other government incentives will also be
excluded. These incentives include the Energy Efficiency Savings Tax
Incentive (section 12L of Income Tax Act 58 of 1962) and the Renewable
Energy Independent Producer Procurement Programme (REIPPPP).
 Eligibility of projects based on entities’ scope 2 & 3 GHG emissions will
be further analysed.
Eligible technologies
 Transport (public transport, transport energy efficiency);
 Waste (municipal waste projects); and
 AFOLU (restoration of sub-tropical thicket, forests and woodlands,
restoration and management of grassland, small-scale afforestation,
biomass energy, anaerobic biogas digesters, reduced tillage)
Other technologies to
 Renewable energy (small scale, community based and municipal);
be considered (if no
 Energy efficiency (residential and commercial sector, buildings,
double benefit with
community-based and municipal, fuel-switching, electricity transmission
respect to other
and distribution);
government
incentives applicable)
Excluded technologies  Industrial gas projects, including HFC-23 and N2O (adipic acid projects
will remain included).
Implementation date
Projects implemented
 Projects will be eligible if they fulfil the requirements on geographical
after the start of the
location, technology, and alignment with the carbon tax and other
carbon tax
government incentives.
Projects implemented
 Registered projects: offset credits issued prior to the implementation of
before the start of the
the carbon tax which have not yet been retired will be eligible, provided
carbon tax
they are transferred from an international registry to the South African

23

South Africa DNA, http://www.energy.gov.za/files/esources/kyoto/dnaapproval.pdf
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Carbon standards
Eligible standards





registry within 12 months of the implementation of the tax.
Projects currently under development and which will be registered
before the start of the tax: credits issued following the introduction of
the carbon tax will have to be transferred from an international registry
to the South African registry within 6 months of their issuance.
At this stage the Clean Development Mechanism (CDM), the Verified
Carbon Standard (VCS) and the Gold Standard (GS) are considered for
the carbon offset scheme.
The work on outlining the modalities of how each of these standards
will be used in the South African scheme and how the differences
between the proposed standards will be addressed has started.

Pre-screening of carbon offset project ideas against the eligibility criteria is envisaged prior to
the implementation of the carbon-offset project. Screening against eligibility criteria could be
also conducted ex-post as opposed to ex-ante of implementation. However conducting ex-post
screening of a project against eligibility criteria poses additional risk that the project that has
been implemented and registered under the international standards does not comply with
eligibility criteria under the carbon tax.
Before the launch of the carbon offset scheme, the exact procedure for such pre-screenings
needs to be developed, and the administrator’s staff needs to be trained to perform such prescreenings. Importantly, technical and legal modalities of the use of international standards
within the South African scheme need to be defined.
Next steps
Table 16: Pre-screening - Outline of proposed next steps
Category
Description
Regulatory
 Define the pre-screening procedures. The existing DNA procedures
developments
regarding CDM eligibility criteria and issuance of Letter of Approval
(LoA) could be complemented by the pre-screening procedures,
under which templates and guidance for offset developers to suit
the requirements of the offset scheme will need to be developed.
 Finalise the agreements and MoUs with the eligible international
standards and define the technical and legal modalities of their use
within the South African scheme.
Training
 Train administrator’s staff to do pre-screenings.

Validation and Registration
To be accepted under the South African carbon offset scheme, the offset projects will need to
be approved under one of the accepted international standards. The approval process is specific
to each standard. In the case of the CDM, a validation of the offset project by a Designated
Operational Entity (DOE) is followed by registration of the project by the CDM Executive Board.
Under the VCS standard, a validation/verification body (VVB) validates the project and the VCS
Association registers it, while under the GS a DOE validates the project and the GS registers it.
The offset project developer is responsible for ensuring this external validation and the
registration.
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Monitoring
After a positive pre-screening under the South African carbon offset scheme and
registration/listing with international standards, the developer implements the project. Once
the project implemented, the developer monitors the emissions and reductions of the project
according to the requirements of the international standards.
Verification
The implementation of the project as well as the emission reductions generated need to be
verified by an accredited third party entity according to the relevant international standard. The
developer is responsible for organising this process.
South African bodies may be used to verify offsets under the international carbon offset
standards provided they are accredited under the relevant international standard. Under the
CDM, DOEs need to be accredited by the CDM Executive Board. Under the GS, only DOEs
accredited under the CDM can be used. While there is one South African accredited CDM DOE,
accreditation of new South African market entrants under the CDM would be welcome to
enhance competition in the market. It should be noted that the possibility to also rely on South
African accreditation institutions to accredit independent validation and verification bodies is
possible under the VCS. Involving domestic accreditation and verification bodies in addition to
international bodied in the process of development of carbon offset projects in South Africa will
help build domestic capacity and might help reduce costs.
These relevant South African bodies include:
 The South African National Accreditation System (SANAS), which is the national
accreditation body. In 2013 SANAS launched an accreditation programme for the
accreditation of GHG validation and verification bodies for use in related forms of GHG
recognition against the requirements of ISO 14065, which is used under the EU
Emissions Trading System. SANAS could therefore play an important role in building
local verification capacity for the carbon offset scheme;
 The South African Bureau of Standards (SABS), which is responsible for the
development of GHG and energy efficiency measurement and verification
methodologies, and
 The South African Energy Development Institute (SANEDI), a governmental institute
specialised in applied research and development, demonstration and deployment of
clean energy and energy efficiency in South Africa.
Data linked to the verification process needs to be part of the data management tool of the
offset scheme (see “Data management and registry” below). This will include:
 Data on verifiers: a database of accredited verifiers maintained by the administrator
will be developed. This database should be linked to the SANAS-accredited verifiers’
database.
 Data on projects and emission reductions: including monitoring data and reports, and
verification reports. A link with the broader MRV tools should be explored, including
the SAAQIS and the NAEIS.
Next steps
Table 17: Verification - Outline of proposed next steps
Category
Description
Training
 Build verification capacity in South Africa (train South African
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Technical assistance



entities to verify carbon offset projects).
Build and maintain a database of accredited South African verifiers,
linked to the SANAS-accredited verifiers’ database (see under
“Data management and Registry” below).

Issuance of carbon credits and carbon-offset certificates
Once emission reductions are verified, the developer may request issuance of carbon credits
(Certified Emission reductions (CERs) under the CDM, Verified Carbon Units (VCUs) under the
VCS and GS voluntary credits under the GS). Upon approval by the issuing bodies, the credits are
deposited in the project developers’ account in the relevant registry (CDM, VCS, GS).
For the credits to be used to offset a tax liability under the South African carbon tax scheme,
offset developers or entities responsible under the carbon tax will have to obtain a carbonoffset certificate from the administrator of the scheme. These carbon credits will also need to be
registered in the South Africa database. The potential implications of diverging modalities of
transfer, cancellation/retirement and general management with respect to registry systems of
different carbon offset standards will still need to be analysed and agreed upon.
Next steps
Table 18: Issuance - Outline of proposed next steps
Category
Description
Regulatory
- Prepare the procedures, templates and guidance to obtain carbondevelopments
offset certificates.

Use of carbon-offset certificates under the carbon tax
Entities liable to the carbon tax are responsible for submitting the carbon-offset certificate to
SARS should they wish to use offsets to reduce their carbon tax liability. If SARS decides to carry
out an audit of a specific carbon tax liable entity, the administrator of the offset scheme might
have to work with the SARS to provide information on the offsets used to reduce the tax
liability. This may be simply achieved through providing SARS with an access to the offset
registry/database which should contain proof of retirement of the carbon offsets. It needs to be
assessed whether the actual carbon credits will be required to be retired in the registries of the
respective international standards, or that a linkage between registries can be established in
order to transfer the credits.
Data management and Registry
A registry will be crucial to avoid double-counting of emission reductions and ensure credibility
of the scheme. A large amount of data on the underlying projects and on the carbon credits and
their corresponding carbon-offset certificates will be generated under the offset scheme. Also,
carbon credits and offset certificates will be transacted, from their issuance (or before) to their
use under the carbon tax. Appropriate tools to collect and manage the data and the transaction
of offsets are necessary.
Such tools could manage data on:
 Offset developers: data of the application process, legal information, registry account.
 Projects: offset developer, location, technology, methodologies used / baseline, data
on pre-screening process, verification data and reports (e.g. monitoring report,
verification reports), issuance data.
 Verifiers: list of accredited verifiers and data on the accreditation process.
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Issued carbon credits and their corresponding carbon-offset certificates: creation
(serial number, ownership, liabilities), movement (transfer from international registry,
trading, transformation credits to certificates24, cancellation of credits) and status
(retirement of certificates25).

An in-depth assessment is required to understand which type of data management and registry
tool(s) are appropriate for the South African offset scheme and how to best roll these out. This
assessment will need to address a number of issues, including:
Linkage with the international registries and standards
- Assessment of possibility and modalities of transferring of credits issued under one of
the eligible international standards to the South African registry.
- Modalities for the cancellation of international credits.
- Options for transformation of international credits into domestic carbon-offset
certificates.
- Impact on the legal nature of the credits.
- Assessment of possible double-counting issues and guarantees of double counting
prevention.
Data requirements and information to be recorded, including
- Parameters of credits and certificates to be recorded (e.g. unit blocks and serial
numbers, ownership and validity).
Possible format of the registry to fulfil the objectives
- Advanced online tool that allows for direct upload and transfer of data
- Excel/word electronic or paper format
- Guarantees of security and quality
Roll out
- Development of a full transaction registry from the start
- Reliance on existing international systems as an initial step
Linkage with other tools used under the carbon offset scheme and the carbon tax
- Interaction of the data management tool and the registry (which could be two separate
systems, or different modules of the same system)
- Interaction of the registry with the broader data management and MRV tools, including
the SAAQIS and the NAEIS as well as the SANAS-accredited verifiers’ database
- Availability of public information related to the offset scheme.

24

In case transfer between the South African registry and the international registries is not possible, the role of offset
certificates may be expanded.
25
In case transfer between the South African registry and the international registries is not possible, the role of offset
certificates may be expanded. Physical carbon credits will be retired in the registries of the respective international
standards, and corresponding offset certificates will be retired in the South African system.

99

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

Next steps
Table 19: Data management and Registry - Outline of proposed next steps
Category
Description
Technical assistance
 Assess the need around data management and registry and how best to
use the existing basis to build adequate tool(s)
 Develop technical specifications for the development of a tool to manage
data under the offset scheme (general + registry)
 Develop the data management and registry tool.
Training
 Train staff to use the tool

Trading platform
Before their final use, carbon credits are likely to be traded by market participants. Trading of
project-based emissions reduction credits is done through various channels, with a distinction
between compliance and voluntary carbon-offset credits. Secondary CERs (CDM) that are traded
for compliance in the European Emissions Trading System (EU ETS), by far the largest market for
the CDM, are mostly traded through established exchanges. Most of the trading of voluntary
carbon credits is done over-the-counter (OTC, bilaterally), and additionally through auctioning.
However there are some international trading platforms, such as the ICE or
CarbonTradeXchange (CTX), that operate spot exchanges for carbon credits of different
standards (e.g. CDM, GS, VCS) which aim to bring more liquidity to the voluntary market, which
is still relatively small.
It remains to be assessed whether South African credits could be effectively traded under one of
these existing platforms, or whether developing a South African trading platform would be more
appropriate. The latter could also take the shape of an auction platform. The need for and type
of trading platform will be influenced by the registry that will be put in place and the modalities
of transfer of credits. Private sector actors have expressed interest in developing a trading
platform in South Africa. NT envisions that these actors will lead this activity but will provide
inputs during the process to ensure that that an adequate regime is put in place.
Launch of the scheme
To facilitate the uptake of the scheme it will be important to support its launch through a
communication campaign and technical assistance targeted to the offset developers and the
entities liable under the carbon tax.
Next steps
Table 20: Launch of the scheme - Outline of proposed next steps
Category
Description
Information exchange Organise targeted stakeholder engagement sessions, including guidebooks
for the scheme
Training and
Provide support to the market players, e.g. through workshops, through a
Technical assistance
help desk for developers and buyers

Future improvements to the scheme will be considered after its launch. The possibility of
introducing a domestic standard for project types that are not covered by the international
offset standards to support mitigation in sectors under-represented in the existing international
standards could be considered. It is foreseen at this stage that international standards would
continue to be accepted under a domestic offset scheme scenario.
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4.3

Activities, deliverables and proposed budget

The offset scheme is expected to start along with the tax in 2016. The “next steps” tables in the
previous section highlighted several actions needed to first set-up and then smoothly run the
scheme. This section describes these actions in more detail and gives the rationale behind, the
expected deliverables, a timeline for implementation and budget estimates. The diagram below
summarises these actions and their timeline.
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Year 2014
Activity
Month
Q4
A. Develop the institutional framework (rules & tools)
i. Regulatory developments
• Develop regulations and guidelines for offset scheme
ii. Technical assistance
• Assess the need for a data management and registry tool
• Prepare the specifications for a new tool (e.g. IT platform)
• Develop & launch a new tool (data management and registry)
B. Hire and train people
i. Human resources
• Assess DNA’s capacity needs + prepare recruitment & training
• Hire short‐term advisory support / secondments
• Short‐term advisory support / secondments in place
• New staff for the administrator
• IEC team members
ii. Training
• Train DNA’s/administrator’s staff + IEC members
• Provide support to the users (e.g. helpdesk)
• Train (future) verifiers
C. Launch the scheme and communicate
i. Information exchange
• Organise targeted stakeholders engagement sessions
D. Prepare for the next phase
i. Regulatory developments
• Evaluate the operation of the scheme + plan the next steps
Operation of the offset scheme

Q1

2015
Q2
Q3

Q4

Figure 16: Roadmap for the preparation and the operation of the offset scheme

Q1

2016
Q2
Q3

Q4

Q1

2017
Q2
Q3

Q4

Q1

2018
Q2
Q3

Q4

Q1

2019
Q2
Q3

2020
Q4

Objective(s) and Rationale for activities around the Offset scheme

Objective
A.

Rationale

Develop the institutional framework (rules & tools)

i.

Regulatory developments:
 develop guidelines for the offset scheme
• Define roles and responsibility of the
administrator
• If needed, amend the eligibility criteria and
existing DNA procedures regarding CDM eligibility
criteria, pre-screening procedures, templates and
guidance

NT is currently finalising the general principles
of the offset scheme. Next they will need to
develop the detailed guidelines for the scheme
and put them in legislation. This will require
time from the current staff and possibly
external support from specialised consultants.

• Prepare the procedures, templates and
guidance to obtain carbon-offset certificates
ii. Technical assessment – data and
information management
• Assess the need around data management
and registry and how best to use the existing
basis to build an adequate tool (e.g. IT platform)
in order to operationalise the domestic offset
scheme relying on international standards.
Assessment may include identification of data to
record, assessment of international registry
arrangements, tracking information of ownership,
amending records of credits in registries, transfer
of credits to SA, record issuance/retirement/
cancellation of credits)
• Develop technical specifications for the
development of a tool to manage data under the
offset scheme (general + registry)
• Develop the data management interface
and registry tool.

B.

Tools to manage the data from the offset
scheme and the registry will need to be
developed. The timing and phasing for the
development of the registry will be examined
and agreed upon as part of the needs
assessment. This will require the support of
specialised service providers. Synergies with
existing tools (e.g. SAAQIS and NAEIS,
international registries) will need to be
considered.

Human resources - recruitment and capacity development

i. Human resources
• Assess the DNA’s capacity needs and
prepare recruitment and training plan
• Contract international experts or short
term consultants to assist with development of

The DNA is likely to play the role of the
administrator of the offset scheme. This role
will require additional human resources in the
preparation phase of the scheme, to ensure the
scheme can be efficiently rolled-out. An initial
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the scheme in the early phases.

assessment is presented in the MRP. This will
be the basis for a more extensive assessment.

 Hire additional staff for the administrator.
• Appoint IEC team members.

ii. Capacity Building
• Capacity building of DNA’s/administrator’s
staff for changes in the schemes (higher volumes
of pre-screenings, new IT tool if applicable)
• Capacity building of IEC members
• Provide support to the users (e.g. helpdesk
for developers and buyers)
• Build verification capacity in South Africa
(train South African entities to verify carbon
offset projects).

C.

The staff from the administrator (current DNA
staff and new recruits) will need to be trained
to be on top of the rules, tools and functioning
of the scheme. This will be important for the
management of the scheme as well as the
support to the users of the scheme. Some of
the capacity building will need to occur before
the launch of the scheme and will need to
continue following the introduction to ensure
an efficient roll-out.
Also, it will be important to build capacity to
verify carbon offset projects in South Africa.
This training can help prepare entities to get
accredited under international standards and
be ready for domestic accreditation.

Launch the scheme and communicate

i. Information exchange
• Organise targeted stakeholder
engagement sessions, including guidebooks for
the scheme.

The launch of the scheme will need to be
carefully planned and executed.

D. Prepare for the next phase
ii. Regulatory developments:
• Evaluate the operation of the scheme
(size of the market, types of projects being
developed, costs of running the scheme, main
challenges encountered and potential solutions,
etc.) and assess costs, benefits and risks of
introducing a possible domestic standard in
subsequent phases.

The suitability of developing a domestic
standard will need to be further assessed. This
will be done once the initial scheme is
operational and experience running an offset
scheme is available. Alternatively the scheme
might be continued as commenced with
improvements if required.
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Deliverable(s)

Deliverable(s)

Description

Party
Responsible for
Ensuring Action

Source of
funding (PMR,
National
Government,
other)

NT/DNAadministrator

National
Government/
Other
International
Funding

Written documentation for the
operation of the offset scheme:
- Regulation to provide
legislative basis of the scheme
- Agreements and MoUs
with existing international
standards
A. i.Regulations and guidelines
for the offset mechanism

- Guidelines to outline roles
and responsibilities by domestic
and international institutions,
procedures and project lifecycle
to be followed
- Templates to establish
procedures for pre-screenings
and issuance of carbon-offset
certificates

A.ii.

- Technical assessment for a
tool (data management and
registry)

- A technical assessment (by a
service provider) of the current
status in terms of data
management and requirement to
operationalise domestic offset
scheme relying on international
standards (i.e. identification of
data to record, assessment of
international registry
arrangements, tracking
information of ownership,
amending records of credits in
registries, transfer of credits to
SA, record
issuance/retirement/cancellation
of credits).

NT/ DNAadministrator

National
Government/
Other
International
Funding
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- Specifications for a new tool

- Development, testing and
launch of the new
tool/amendments to the
existing tools

- Written specifications for the
development of a new data
management and registry tool
(general + registry), building on
the systems currently in place
and expanding to cater for
international platforms.

NT/ DNAadministrator

PMR

- A functional tool for the
administrator (data management
and registry)

B.i.
- Need assessment for capacity
building

- A report assessing the current
capacity of the DNA/future
administrator and highlighting
the human resources and
training needs

- Recruitment and training plan

- A recruitment and training plan,
building on the findings from the
need assessment report

Short term advisory support or
secondments of international
experts

- Recruitment of new staff

NT/ DNAadministrator

- Contracts/secondments of
international experts to assist
with development and kick
starting of the scheme in the
early phases
2 X International Experts
for 2 years (secondment)
- New staff recruited as per the
recruitment plan
2 X Carbon Offset
Managers (Level 13)
3 x Project Coordinators
(Level 10)
1 X Project Administrators
(Level 8)

PMR

NT/ DNAadministrator

National
Government/
Other
International
Funding

NT/ Other
International
Funding/

B.ii.

- Training for administrator and
IEC members

National
Government/
Other
International
Funding

- Workshops and on-the-job
training for the existing and new
administrator’s staff to fully
understand the functioning of
the offset scheme (including
rulebook and IT tool)

DNAadministrator

National
Government/
PMR
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- Help desk for users

- Training for (future) verifiers

C.i
Communication campaign
D.i
Carbon offset scheme
evaluation and planning of next
steps

- Help desk run by the
administrator to train users via
workshops and answer their
queries (e.g. phone and internet
based)
- Training sessions for entities
wishing to get accredited under
one or several of the
international carbon offset
standards
Targeted stakeholder
engagement sessions, including
guidebooks for the scheme
- Evaluation of carbon offset
scheme and recommendations
for next steps (including a
possible domestic scheme)

NT/DNAadministrator

PMR (included
in BB5)

NT/DNAadministrator

National
Government

Timeline for Completion

Deliverable(s)
A. i.
Regulations and guidelines
for the offset mechanism
A.ii.
- Technical assessment for
an IT tool (data
management and registry)
- Specifications for a new
tool
- Development, testing
and launch of the new tool
B.i.
- Need assessment for
capacity building
- Recruitment and training
plan
-Advisory
support/secondments
- Recruitment of new staff
B.ii.
- Training for
administrator

Time Required for Completion
(days)
365 days

90 days

Completion Date
Before the launch of the carbon
tax and its offset scheme (during
2016)
Before the launch of the carbon
tax and its offset scheme (during
2016)

90 days
270 days

60 days

Before the launch of the carbon
tax and its offset scheme (during
2016)

60 days
120 days for recruitment + 2 years in
post
On-going/Permanent
240 days

6 months after the start of the
carbon offset scheme (1 year for
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- Training for IEC members
- Help desk for users
- Training for (future)
verifiers
C.i
Communication campaign
D.i
- Carbon offset scheme
evaluation and planning of
next steps

240 days
365 days
240 days

the help desk)

180 days

June 2016

270

1.5 years after the start of the
carbon tax and its offset scheme

Budget – BB4

Activity

Estimated Cost (in USD)
2015

2016

2017

> 2017

Total

A. i.
Regulations and
guidelines for the offset
mechanism

$150,000 $150,000

$300,000

Source of funding
National
Government/
Other
International
Funding

A.ii.
- Technical assessment
for (a) data management
and registry tool(s)

$40,000
$890,000

- Specifications for a new
tool

National
Government/
Other
International
Funding

$100,000 $200,000

- Development, testing
and launch of the new
tool/amendments to the
existing tools

PMR
$550,000

B.i.
- Need assessment for
capacity building

$30,000

- Recruitment and
training plan

$30,000

- 2 Short term
consulting
contract/secondment of
international experts for
2 years

$238,000 $238,000

National
Government/
Other
International
$1,140,000 Funding

PMR
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- 2 Carbon offset
managers (Level 13)

$180,000 $180,000

- 3 Project coordinators
(Level 10)

$100,000 $100,000

- 1 Project administrator
(Level 8)
B.ii .
- Training for
administrator/ IEC
members
- Help desk for users
- Training for (future)
verifiers

$22,000

$22,000

$95,000

$95,000

$95,000

$95,000

$95,000

$95,000

National
Government/
Other
International
Funding

$570,000

National
Government/PMR

$100,000

National
Government

D.i
Carbon offset scheme
evaluation and planning
for next steps
TOTAL BUDGET

Sources of Funding
National Government / existing
international funding
PMR
Grand Total

$50,000

$50,000

$3,000,000

Total (USD)
$1,200,000
$1,800,000
$3,000,000
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Building Block 5: Organisation, Communication,
Consultation and Engagement
1.
2.
3.
4.
5.

5.1

Project management and organisation
Overview of communication and stakeholder engagement to date
Discussion of the Communication and Engagement Challenge in South Africa
Communications & Strategic Stakeholder engagement approach
Activities and Proposed Budget

Project management and organisation

The overall WB Market Readiness Proposal preparation is managed by the Economic Tax
Analysis Unit in the NT. NT will be equally responsible for the design of the carbon tax policy.
The DNA situated within the DoE will be responsible for the implementation of a carbon offset
component and the DEA’s Climate Change and Air Quality Branch will manage the MRV aspects.
The NT’s Communications Unit will provide advice and support on media engagement, and on
approach, design and layout of communications documentation. The SARS will be the main
implementing authority of the carbon tax policy.
The International Development Corporation and International & Regional Economic Policy Units
within NT are responsible for channelling the majority of the country’s bilateral and multilateral
funding. Formal agreements between the NT and all three implementing Departments would be
required.
The NT can access the Intergovernmental Committee on Climate Change (IGCCC) for formal
engagement with its fellow government departments on issues relating to the carbon tax, and
the National Committee on Climate Change (NCCC) for engagement with other external nongovernmental stakeholders. It has additional channels open to it for specific communications.

5.2.

Overview of communication and stakeholder
engagement to date

NT has undertaken a lot of preparatory work, signalling and consultation 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 stakeholders have significant vested interests in South Africa’s carbon intensive
economic 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 the DEA as lead department. Alignment of the carbon tax with
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this, and with other government departments’ policy initiatives will be an on-going
communication and engagement challenge.
Key stakeholders to the carbon tax include government departments, significant emitters,
business associations, organised labour, academia, NGOs, civil society and conventional
taxpayers.

5.3.

Discussion of the Communication and Engagement
Challenge in South Africa

The primary objectives of the NTs communication and engagement challenge are:






To continue to contextualise the carbon tax within the mitigation policy instrument suite
as highlighted in the NCCRP being developed by DEA, and to promote a clear and
coherent position across government on the benefits of the carbon tax.
To reframe the carbon tax as an instrument to support economic growth and
development
To manage and overcome resistance to the tax by influential stakeholders, perceived to
be ´losers´ under a carbon tax
To build coalitions of support for the tax
To control the media as a platform to promote the objectives above.

5.4.

Communications & Strategic Stakeholder engagement
approach

The communications and strategic stakeholder engagement work will focus on the following
issues:
1. establishing a unified message on the tax from government,
2. ensuring public buy-in, and
3. managing the ‘losers’ under a carbon tax.
These issues will be addressed through the following three key activities.

5.4.1. Activity One: Establish and communicate a unified, coherent
and progressive government approach to the carbon tax
Sub-activities may include:
- A workplan for NT on the development and dissemination within government of a clear
story on the positive benefits of the carbon tax. This could include: brochures to be
given to stakeholders in each policy area; specific storylines for various departments
linking to specific policies and demonstrating how they can show leadership on the tax;
a factsheet on how the tax works; a contact number of an expert from the NT’s
Economic Tax Analysis Unit who can assist in understanding and communicating the
tax externally; a government stakeholder workshop with all departments showcasing
the interlinkages of the tax with other policies.
111

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

-

-

-

A programme to engage Parliamentarians on the climate change challenge, economics
of carbon pricing and design of the carbon tax. This could potentially be done in
partnership with a University, establishing a short course for this purpose.
The IGCCC will be used to work towards increased integration and co-ordination of
mitigation policy instruments as they evolve. It will also be actively used to educate
government departments on the carbon tax and its benefits. In addition, it will be
used to ensure alignment on key stakeholder engagement around mitigation issues.
NT to identify champions and existing mechanisms within the large metropolitan
municipalities to work towards the carbon tax objectives.

This sub-activity will largely be done by the NT’s Economic Tax Analysis Unit, with support from
the NT’s Communications Unit.

5.4.2. Activity 2: Strategic engagement with key stakeholders
The first objective of this sub-strategy is to manage potential ‘losers’ and to deflect or weaken
efforts to derail the successful implementation of the tax in a form that effectively tackles
greenhouse gas emissions, and the second is to build strategic coalitions of support for the tax.
Specific sub-activities may include:
- Mapping key stakeholders, identifying their interests, concerns, attributes and
perspectives.
- Designing engagement strategies for specific stakeholders, including various methods of
engagement (negotiations, working groups, bilaterals). Identify tactical approaches to
key ‘losers’.
- Consider establishing a permanent, official forum for engagement on the carbon tax,
and what this forum could look like based on international experience.
- Identify and design support for the emergence of institutional capacity to support the
tax and its supporters.
- Design an approach for utilising external supportive stakeholders (NGOs, academic
institutions, grassroots organisations, schools and places of learning, and civil society
supporters of the tax) to undertake analysis, and to communicate the benefits of the tax
and the costs of maintaining the status quo.
- Other opportunities include: Potentially sponsor a think-tank; initiate Carbon Expo type
fairs in South Africa that brings businesses together to interact, debate, share and learn
on climate change and carbon pricing, possibly aligning with the annual CDP reporting;
use the upcoming DEA Carbon Conference as an opportunity to communicate the
benefits of the carbon tax; Communicate with “mavens” (i.e. a trusted expert in a
particular field, who seeks to pass knowledge on to others) within the South African
policy implementation network with the intention of convincing them of the carbon
tax’s benefits.
The NT’s Economic Tax Anaysis Unit, will largely do this sub-activity, potentially bringing external
expertise and additional capacity in certain instances.

5.4.3. Activity 3: Media Communications
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The emphasis of the media activity is to re-frame the tax discourse. Climate change is not yet a
voter issue in South Africa and is unlikely to become so for a good while to come. However,
issues that impact the poor such as rising energy and transport prices are. A close definition of
the target audience and way the issues are packaged and framed is thus critical. The technical
information underlying the carbon tax could be repackaged into forms that different types of
media can use, to strategically capacitate society on the issue of the tax and/or build positive
responses to the tax. The activity will also focus on supporting the coalitions of support who will
lobby for the tax. Possible targets of this strategy include the renewable energy industry, low
carbon niche entrepreneurs and sub-sectors, financiers, and policy entrepreneurs.
Sub-activities may include:
- Design a Media Engagement strategy, including a plan for its feasible execution and ongoing management by NT.
- The possibility of an advertising campaign will be assessed, and costed, and a TOR
written up if this is considered to be a useful approach.
- Provision of a set of written and visual resources for the strategy, including draft op-eds,
brochures, advertorials and advertisements, media round ups to provide rapid
reactions. Hold press briefings, producing factsheets and undertake ‘before the
headlines’ analyses for release to the press.
- A strategy to encourage the development of offset projects for use in the offset scheme.
This activity will be undertaken by the NT’s Communications Unit in conjunction with the NT’s
Economic Analysis Unit.

5.5.
Activities BB5
(communication)
Activity 1: Intragovernment
Activity 2: Strategic
Engagement with
Stakeholders
Activity 3: Media
Communications

TOTAL BUDGET

Activities and Proposed Budget
Estimated Cost (in USD)

> 2017

Source of funding

2015

2016

2017

$60,000

$40,000

$25,000

$25,000

$150,000

SA
Government/PMR

$100,000

$150,000

$90,000

$80,000

$420,000

SA
Government/PMR

$10,000

$200,000

$210,000

SA
Government/PMR

Total

$780 000

113

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

Sources of Funding
(USD)

Total

National Government

$330,000

PMR

$450,000

Grand Total

$780,000
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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. The table below indicates the envisioned sources of funding. The South African National
Government will finance a significant share of the funding requirements. A breakdown of
finance needs per activity and per building block is provided for the first four years.

6.1

Overall activities and Proposed Budget

Total 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

Budget break down per activity

Activity BB2

Estimated Cost (in USD)
2015

2016

2017

> 2017

Total

Source of funding

Further analytical work
to examine effective
mix of revenue recycling
and tax shifting
measures

$50,000 $125,000

$175,000

SA
Government/PMR

Further analytical work
to assess existing
international
competitiveness
measures.

$100,000 $125,000

$225,000

SA
Government/PMR
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Analysis of how private
and international
climate finance can
complement domestic
sources of climate
finance (which will
primarily be
represented by the
carbon tax).
Review of the adequacy
of the carbon budget
approach to achieve
South Africa’s emission
reduction objectives
and the effectiveness
and appropriateness of
the carbon budget
alignment with the
carbon tax.
TOTAL BUDGET
Activity – BB3
Development of the
DOE Central Energy
Database
NAEIS-DEA data
exchange protocols
Development of the
Atmospheric Emissions
Licensing System
Review and
developments of IT
solutions and support
for SARS
NAEIS+DOE-CED
Institutional set-up
design (Business Case)
Capacity building on
Carbon Tax MRV
DEA staff – capacity
support

$75,000 $125,000

$75,000

$75,000

PMR

$150,000

PMR

$750,000
Estimated Cost (in USD)
2015

20

2016

2017

>2017

$345,000 $345,000

Total

Source of funding

$690,000

PMR

$40,000

$80,000

PMR

$400,000 $400,000

$800,000

PMR

$45,000

$110,000

PMR

$90,000 $190,000

$280,000

PMR

$85,000 $155,000

$240,000

PMR

$135,000

$135,000

National
Government

$135,000

$135,000

National
Government

$40,000

$65,000

DOE staff – capacity
support21
TOTAL BUDGET – BB3
Activity – BB4

$200,000

$2,470,000
Estimated Cost (in USD)
2015

2016

2017

> 2017

Total

Source of funding
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A. i.
Regulations and
guidelines for the offset
mechanism
A.ii.
- Technical assessment
for (a) data
management and
registry tool(s)

$150,000 $150,000

$300,000

$40,000
$890,000

- Specifications for a
new tool

National
Government/
Other International
Funding

National
Government/
Other
International
Funding

$100,000 $200,000

- Development, testing
and launch of the new
tool/amendments to
the existing tools

PMR
$550,000

B.i.
- Need assessment for
capacity building

$30,000

- Recruitment and
training plan

$30,000

- 2 Short term
consulting
contract/secondment
of international experts
for 2 years
- 2 Carbon offset
managers (Level 13)
- 3 Project coordinators
(Level 10)
- 1 Project
administrator (Level 8)
B.ii .
- Training for
administrator/ IEC
members
- Help desk for users
- Training for (future)
verifiers

National
Government/
Other
International
Funding
$1,140,000

$238,000 $238,000

$180,000 $180,000

National
Government/
Other
International
Funding

$100,000 $100,000
$22,000

$22,000

$95,000

$95,000

$95,000

$95,000

$95,000

$95,000

PMR

$570,000

National
Government/PMR

$100,000

National
Government

D.i
Carbon offset scheme
evaluation and
planning for next steps

$50,000

$50,000
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TOTAL BUDGET BB4

Activities BB5
(communication)
Activity 1: Intragovernment
Activity 2: Strategic
Engagement with
Stakeholders
Activity 3: Media
Communications

TOTAL BUDGET
GRAND TOTAL

$3,000,000

Estimated Cost (in USD)

Source of funding

2015

2016

2017

> 2017

Total

$60,000

$40,000

$25,000

$25,000

$150,000

SA
Government/PMR

$100,000

$150,000

$90,000

$80,000

$420,000

SA
Government/PMR

$10,000

$200,000

$210,000

SA
Government/PMR

$780 000
$7,000,000

Note 1: The staff costs only covers the additional staff needed for the implementation of the carbon offset scheme
and not the current DNA staff, which are included in the national budget (see section 4.2.2.1). The staff costs are
budgeted for two years only. This is because it is expected that funding for the administrator’s staff in addition to the
current DNA staff will be required to cover the gap until the staff costs are built into the national fiscal process. A twoyear transition period is assumed to be the worst case scenario. As such it is expected that the budgets proposed in
the table above include some contingency to cover operational costs for the administrator (e.g. office, travel, etc.),
which are currently not included in the budget estimates.
Note 2: The budget for activity C.i (communication campaign) is included in BB5.

118

Bibliography
Althman, J.A. and Petkus, E.D. (1994). Toward a stakeholder-based policy process: An application
of the social marketing perspective to environmental policy development. Policy Sciences:
27(1): 37-51.
Alton, T., Channing, A., Davies, R., Hartley, F., Makrelov, K., Thurlow, J., and Ubogu, D. (2012).
The economic implications of introducing carbon taxes in South Africa. UNU-WIDER Working
Paper No. 2012/46, May 2012. National Treasury and United Nations University – World
Institute
for
Development
Economics
Research.
Online:
http://www.wider.unu.edu/publications/working-papers/2012/en_GB/wp2012-046/
(accessed 15 October 2014).
C4 EcoSolutions (2013). Carbon offsetting options for South Africa.
Camco Clean Energy (2012). Use of Carbon Offsets under a South African Carbon Tax Regime.
Cave, T. and Rowell, A. (2014). A Quiet Word: Lobbying, Crony Capitalism and Broken Politics in
Britain. Vintage Publishing.
Carbon Disclosure Project. (2012). South African Business: Shifting the Focus to Performance.
CDP South Africa 100 Climate Change Report, Carbon Disclosure Project, London.
Department of Economic Development (South Africa). (2010). Framework of the New Growth
Path. Online: http://www.info.gov.za/view/DownloadFileAction?id=135748 (accessed 15
December 2013).
Department of Energy (South Africa). (2009). Digest of South African Energy Statistics. Pretoria:
Department of Energy of the Republic of South Africa.
Department of Energy (South Africa). (2010). South Africa's National Energy Balance 2000 2010. Online: http://www.energy.gov.za/files/energyStats_frame.html (accessed 12 April
2014).
Department of Energy (South Africa). (2012). DNA Annual Report: 2011 South African
Designated National Authority for the Clean Development Mechanism. CDM Status Review.
Online:
http://www.energy.gov.za/files/esources/kyoto/2011/Status%20Report%20final,%2008%20
November%202012.pdf (accessed 16 May 2014).
Department of Energy (South Africa). (2012). Draft 2012 Integrated Energy Planning Report.
Department of Energy of the Republic of South Africa, Pretoria.
Department of Energy (South Africa). (2014). National Energy Efficiency Action Plan. Department
of Energy of the Republic of South Africa, Pretoria.
Department of Environmental Affairs (South Africa). (2000). South Africa's Initial National
Communication under the United Nations Framework Convention on Climate Change.
Online: http://unfccc.int/resource/docs/natc/zafnc01.pdf (accessed 20 May 2014).
Department of Environmental Affairs (South Africa). (2011a). National Climate Change Response
White Paper: Government of the Republic of South Africa. Pretoria: Department of
Environmental Affairs of the Republic of South Africa.
Department of Environmental Affairs (South Africa). (2011b). Defining South Africa's Peak,
Plateau and Decline Greenhouse Gas Emissions Trajectory. Pretoria: Department of
Environmental Affairs of the Republic of South Africa.
Department of Environmental Affairs (South Africa). (2013). South Africa's Greenhouse Gas
Mitigation Potential Analysis - Technical Summary. Department of Environmental Affairs of
the Republic of Couth Africa, Pretoria.
Department of Environmental Affairs (South Africa). (2013a). GHG Inventory for South Africa
2000 - 2010. Pretoria: Department of Environmental Affairs of the Republic of South Africa.

119

Department of Environmental Affairs (South Africa). (2013b). South Africa's Greenhouse Gas
Mitigation Potential Analysis - Technical Summary. Department of Environmental Affairs of
the Republic of Couth Africa, Pretoria.
Department of Mineral Resources (South Africa). (2011). A Beneficiation Strategy for the
Minerals Industry of South Africa. Department of Mineral Resources of the Republic of South
Africa, Pretoria.
Department of Trade and Industry (South Africa). (2010). Industrial Policy Action Plan (IPAP)
2010/11 – 2012/13. Department of Trade and Industry of the Republic of South Africa,
Pretoria.
Department of Trade and Industry (South Africa). (2010). Industrial Policy Action Plan 2012/12 2014/15. Department of Trade and Industry of the Republic of South Africa, Pretoria.
Department of Transport (South Africa). (2011). National Transport Master Plan. Department of
Transport of the Republic of South Africa, Pretoria.
Devarajan, S., Go, D., Robinson, S. and Thierfelder, K. (2009). Tax policy to reduce carbon
emissions in South Africa. World Bank Working Paper 4933, May 2009. Online:
http://elibrary.worldbank.org/content/workingpaper/10.1596/1813-9450-4933 (accessed 15
October 2014).
Ecofys and The Green House. (2014). Emissions intensity benchmarks for South African carbon
tax: Technical Support.
Ekin, P. and Salmon, R. (2010). Making Reform Happen in Environmental Policy. In Making
reform happen – Lessons from OECD countries (p129-157).
Gazheli, A., Antal, M, Drake, B., Jackson, T., Stagl, S., Van Den Bergh, J., and Wackerie, M. (2013).
Policy responses by different agents/ stakeholders in a transition: Integrating the multi-level
perspective and behavioural economics. WWW for Europe: Working paper number 48
November 2013.
Giordano, T.H. (2011). Governance of Climate Change in South Africa. Pretoria: Department of
Environmental Affairs if the Republic of South Africa.
Hood, C. and Guelff, C. (2013). Integrating Carbon Pricing with Existing Energy Policies: Issues for
South Africa. International Energy Agency. Paris: International Energy Agency. Online:
http://www.iea.org/publications/insights/insightpublications/managinginteractionscarbonp
ricing_final.pdf (accessed 15 October 2014).
Horne, M., Petropavlova, E. and Partington, P.J. (2012). British Columbia’s Carbon Tax: Exploring
perspectives and seeking common ground. Pembina Institute.
Inglis, B. and Laffer, A. (2008). An Emissions Plan Conservatives Could Warm To. Published:
December
27,
2008.
Online:
http://www.nytimes.com/2008/12/28/opinion/28inglis.html?_r=1& (accessed 15 May
2014).
Kearney, M. (2008). Modeling the impact of CO2 taxes in combination with the Long-Term
Mitigation Scenarios on emissions in South Africa using a dynamic computable general
equilibrium model. University of Cape Town: Energy Research Centre (ERC). Online:
http://www.erc.uct.ac.za/Research/publications/08Kearney-Dynamic_CGE_on_LTMS.pdf
(accessed 15 October 2014).
National Planning Commission of South Africa. (2012). National Development Plan 2030: "Our
Future - Make It Work". National Planning Commission. Pretoria: National Planning
Commission, the Presidency of South Africa.
National Treasury (South Africa). (2013). Carbon Tax Policy Paper - Reducing GHG Emissions and
Facilitation the Transition to a Green Economy. Discussion Paper, National Treasury of the
Republic of South Africa, Pretoria.
120

National Treasury (South Africa). (2013). Summary of public comments on the Carbon Tax Policy
Paper – Minister. Economic Tax Analysis, 19 November 2013. Slide presentation.
National Treasury (South Africa). (2013). Carbon Tax Policy Paper – Summary of public
comments October 2013.
National Treasury (South Africa). (2014). Offsets Policy Paper – April 2014: Summary of Public
Comments and Initial Feedback, Economic Tax Analysis.
National Treasury (South Africa). (2014). Carbon Offset Paper. Pretoria: National Treasury of the
Republic of South Africa.
Pauw, K. (2007). Economy-wide modeling: An input into the Long-Term Mitigation Scenarios
process. LTMS Input Report 4 prepared for the Department of Environment Affairs and
Tourism, October 2007. University of Cape Town: Energy Research Centre (ERC). Online:
http://www.erc.uct.ac.za/Research/publications/07-Pauw-LTMSEconomywide_modelling.pdf (accessed 15 October 2014).
Patrick, A. (2013). Climate Change Advocacy and Ecological Modernization: The Symbolic Politics
of Carbon Tax Communication in British Columbia. Carlton University.
Promethium Carbon (2012). Initial Framework for Carbon Offset.
Promethium Carbon (2014). Carbon Trading in South Africa: Trading Offsets Against the
Proposed Carbon Tax.
Sarker, T.K. (2011). Effective Tax Policy Reform through Strategic Stakeholder Communication:
Lessons from Australia. Bulletin for International Taxation: 65(10), pp. 582-590.
Swedish Energy Agency (2013). Working paper: Communicating Energy Efficient Behaviour.
Swedish Energy Agency.
Van Heerden, J., Gerlagh, R., Blignaut, J., Horriadge, M., Hess, S., Mabugu, R., and Magubu, M.
(2006). Searching for triple dividends in South Africa: Fighting CO2 pollution and poverty
while promoting growth. The Energy Journal: 27(2), pp. 113-142.
Van Heerden, J.H., Bohlmann, H., Blignaut, J.N., Cartwright, A., Diederichs, N. and Mander, M.
(2014). The South African Carbon Tax: An Economic Analysis. FutureWorks and the
University of Pretoria, South Africa.
Witi, J.E. (2013). GHG Inventory for South Africa 2000 - 2010. Pretoria: Department of
Environmental Affairs of the Republic of South Africa.
World Bank Group (2013). Lessons learned on stakeholder engagement and communication.
Summary of conference proceedings from the 7th Market Readiness Programme Technical
Workshop, Marrakesh, Morocco, October 2013.
World Bank Group (2014). Guidance Notes on Tools for pollution management: Stakeholder
Engagement
and
Governance
Mechanisms.
Online:
http://siteresources.worldbank.org/INTRANETENVIRONMENT/Resources/UpdatedStakehold
erEngagementandGrievanceMechanis ms.pdf (accessed 15 May 2014).

121

