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28 June, 2011 

 
Attention: Mondli Shozi 
NERSA 
By email: mondli.shozi@nersa.org.za  

 

To whom it may concern 

Comment on Peaker Project Generation Licensing 

This comment is submitted by Premium Power in response to NERSA’s request for comments on the 

various generator license applications to be considered on 13 July, 2011. Our comment is particularly 

concerned with the Avon and Dedisa peaker power stations (“The Peaker Project” or the “Peakers”). 

Premium Power has submitted an on-line application to NERSA indicating that we wish to attend the 

hearing and to present our views on the matter. We would appreciate the opportunity to review the 

applicant’s documentation and other submissions prior to the event in order to ensure that we have the 

full picture. 

Summary of comment 

Premium Power believes that NERSA should turn down the Peaker license applications on the 

following grounds: 

1. That the original rationale for this plant has fallen away with Eskom’s construction of an extra 

1,000 MW of OCGT peaking plant; 

2. That there does not appear to be a shortage of peaking capacity within the system for the short 

to medium term. The construction of the Peaker Project will therefore impose unnecessary costs 

on Eskom and exacerbate the already high electricity tariffs facing consumers; 

3. That in the event there is a need for peaking capacity in the short to medium term, this can be 

met through demand response programmes at a cheaper cost than the Peaker Project. 

Is there a rationale for the Peaker project? 

We understand that the Peaker Project arose from a cabinet decision in October 2004 that the then 

Department of Minerals and Energy should procure about 1,000 MW of new open cycle gas turbine 

(OCGT) peaking power capacity through a competitive IPP tendering process, to be commissioned by 

the end of 20081. At the time cabinet also tasked Eskom with constructing a further 1,000 MW of the 

same type of plant. As it happened the DME procurement process dragged out and eventually failed in 

early 2008. Perhaps in anticipation of this outcome Eskom had already doubled up its original OCGT 
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  Department of Minerals and Energy. 2004. Request for proposals and terms of reference for legal and 

technical advisors to assist in the tendering for new generation capacity in South Africa. 
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order to 2,000 MW. The first 1,000 MW of Eskom’s OCGT peaker plant was commissioned in 2007, 

and the second 1,000 MW in early 2009, thereby meeting Cabinet’s original capacity target.  

Besides expanding its OCGT projects Eskom also commenced construction of a further 1,352 MW of 

peaking capacity in the form of the Ingula pumped storage scheme which should be fully commissioned 

by mid 20132 – somewhat ahead of the November 2013 commercial operation date proposed in the 

license application for the Peaker Project. 

The following graph displays the actual and planned peaking capacity expansion for the South African 

system, extracted from DOE’s IRP for 2010-2030.  

 

A striking feature of the IRP is the eight year gap between 2013/14, when some 2,372 MW of peaking 

capacity will be added, and 2022, when the next 800 MW is expected to be needed. By contrast there 

is at most four years between capacity additions in 2009 and 2013, and often no more than one year 

apart from 2022 onwards. It is very difficult to avoid reaching the conclusion that the IRP planners 

expect the system to have significant over capacity of peaking resources for the eight year period. If 

this is indeed the case then there would appear to be no technical rationale for going ahead with the 

DOE Peaker Project at this stage.  

If there is a shortage of peaking capacity, is the Peaker Project the best solution? 

If additional peaking capacity is indeed required then we believe this should be secured through 

Demand Response programmes first, rather than yet more expensive supply-side investments. 

In particular, we believe that DOE should require Eskom’s System Operator to utilise the substantial 

installed standby generator capacity that already exists in the country. This capacity is already available 

and requires minimal incremental investment – in comparison to the Peaker Project which will cost 

some R8 billion, much of which will be imported. 

This approach is widely used in Australia, Europe, the USA and other countries. For instance National 

Grid (the United Kingdom’s transmission system operator) has 2,000 MW of dispatchable distributed 

standby diesel gensets under contract. Generator owners are compensated for making their capacity 

available and also for the cost of diesel when they are dispatched.  
                                                
2
  Eskom’s web site states that Ingula will be fully commissioned by the middle of 2013, whereas DOE’s 

Integrated Resource Plan suggests 333 MW in 2013 and 999 MW in 2014. 
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Research indicates that by 2008 at least 3,500 MW of standby diesel gensets were already installed in 

South Africa.3 The installed capacity probably doubled following the 2008 load shedding. Many of these 

investments were made under duress and the owners will almost certainly welcome the opportunity to 

recoup some of this investment – whilst simultaneously contributing to a more reliable power supply. 

This resource is inherently cheaper than building new OCGT capacity since it is a sunk cost. The use of 

existing gensets would also avoid a major outflow from the country’s capital account and would create 

considerably more jobs. Large centralised OCGT plants only employ a few dozen staff, whereas the 

operation and maintenance of thousands of standby diesel gensets would support hundreds of jobs 

across the country. An entire new industry would also be created overnight to aggregate the genset 

capacity for dispatch, measurement and reconciliation purposes. 

Existing standby gensets would also be quicker to bring to market, since they already exist and do not 

need to go through the financing and construction cycle that the Peaker Project has yet to undertake. 

From the System Operator’s point of view diesel genets are also a much more flexible resource. 

Demand Response contracts are typically short-term in duration (1-5 years as opposed to 15 years for 

the Peaker Project). They are also highly incremental, in that the scale of the resource can be 

expanded (or reduced) in small increments over time. It can also be dispatched in small units. By 

contrast the Peaker OCGTs come in unit sizes of 170 MW and cannot be dispatched below some 70% 

of their rated capacity. Whereas diesel generators respond quickly, taking 1-2 minutes to reach full 

load, OCGTs typically take 10 minutes to reach full load capacity. Fast response will become an 

increasingly valuable feature for the System Operator as the proportion of intermittent renewable 

generators increases on the system and the reliability of Eskom’s older plant deteriorates. Finally, the 

cost of operating standby diesel gensets is lower than OCGTs, since diesel gensets have a better heat 

rate and do not incur transmission and distribution network losses since they are located at the site of 

the load. 

We understand that Eskom investigated this issue in 2009 and concluded that a sound business case 

exists for the utilisation of customer standby generation as an alternative to the construction of 

additional peaking OCGT plant. 

In summary, we cannot see a technical or economic rationale for building the Peaker Project until the 

available Demand Response options have been exhausted.  

Governance considerations  

Although the original rationale for the Peaker Project fell away in 2009 DME nonetheless persisted with 

the project and entered into negotiations with the Suez consortium, despite the fact that this 

consortium’s bid had been adjudged non-compliant and the procurement process had been legally 

terminated. 

The newly formed Department of Energy subsequently inserted the Peaker Project into the January 

2009 Integrated Resource Plan (IRP), without any explanation or opportunity for public consultation. 

Projects in the 2009 IRP were simply carried forward into the latest IRP for 2010-2030 as a policy input. 
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This effectively excluded the Peaker Project from evaluation during the IRP planning process. It was a 

policy input. 

In May 2011 the Minister of Energy gazetted revised electricity regulations on new generation capacity 

which explicitly exempted the Peaker Project from the normal requirements for Independent Power 

Producers. In particular the Peaker Project was exempted from having to comply with Regulation 9, 

which includes the following tests. 

9. Concluding the power purchase agreement 
(1) A power purchase agreement between the buyer and an IPP must meet the following requirements- 

(a)  value for money; 
(b)  appropriate technical, operational and financial risk transfer to the generator; 
(c)  effective mechanisms for implementation, management, enforcement and monitoring of the 

power purchase agreement; and 
(d)  satisfactory due diligence in respect of the buyer's representative and the proposed generator 

in relation to matters of their respective competence and capacity to enter into the power 
purchase agreement.

4
  

 

This series of executive actions creates the impression that DOE is determined to implement the 

Peaker Project, whether the capacity is required or not. The latest exemption from the eminently 

reasonable regulation 9 tests further strengthens this impression. 

If the Peaker Project goes ahead it will be the first significant greenfield Independent Power Producer 

(IPP) in South Africa. As such it will set important precedents for the IPP industry. We do not believe it 

is healthy or correct to exempt this project from such basic tests as whether or not the project offers 

value for money to consumers. 

Section 34 of the Electricity Regulation Act (4/2006) grants the Minister of Energy the executive 

authority to enter into power purchase agreements with Independent Power Producers and to then 

pass responsibility for meeting the cost of these agreements over to Eskom. These costs are, in turn, 

passed on to all electricity consumers. In effect this procurement system transfers substantial risk to the 

consumer, who has little or no opportunity to participate in the process. It is patently obvious that the 

system should provide for checks and balances to protect the interests of consumers. NERSA’s 

generation licensing process is one such check. 

In the case of the Peaker Project no competitive bidding process was followed and there does not 

appear to have been any attempt to consider cheaper alternatives, such as Demand Response 

programmes. There is therefore a prima facie risk that the consumer will have to pay a higher than 

necessary price for capacity that is probably not required at this stage.  

Section 2 of the same Act provides NERSA with a clear mandate to consider whether the Peaker 

Project is in the best interests of the consumer and the industry. 

Objects of Act 
2. The objects of this Act are to — 
(a)  achieve the efficient, effective, sustainable and orderly development and operation of electricity supply 

infrastructure in South Africa; 
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Generation Capacity. Government Gazette No. 34262, 4 May 2011. 



(b)  ensure that the interests and needs of present and future electricity customers
safeguarded and met, having regard to the governance, 
sustainability of the electricity supply
in the Republic; 

(c)  facilitate investment in the electricity supply industry;
(d)  facilitate universal access to electricity;
(e)  promote the use of diverse energy sources and energy efficiency;
(f)  promote competitiveness and customer and end user choice; and
(g) facilitate a fair balance between the interes
electricity supply industry and the public.

 

We believe that clause 2(b) requires NERSA to consider whether the Peaker Project is 

interests of consumers – particularly

capacity that could be used to the same effect at the Pe

NERSA to consider whether alternative solutions might achieve the same or a better outcome.

Conclusion 

We do not believe that it is necessary 

procurement process was commenced 

believe that the conclusion of the Peaker Project 

confidence. South Africa needs to demonstrate that 

conducted in a manner that is fair, equitable, 

the governance history of the Peaker Project 

opportunity to review this project and determine whether it complies with the objects of the Act. 

that you will take our comments into consideration.

 

Yours sincerely 

 

Mark Pickering 

Director 
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ss to electricity; 

promote the use of diverse energy sources and energy efficiency; 
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facilitate a fair balance between the interests of customers and end users, licensees, investors
electricity supply industry and the public. 

requires NERSA to consider whether the Peaker Project is 

particularly those who have already invested in expensive standby generation 

that could be used to the same effect at the Peakers. We also believe that 

alternative solutions might achieve the same or a better outcome.

it is necessary for government to conclude the Peaker Project simply because 

process was commenced many years ago under very different conditions. In fact

e Peaker Project under these circumstances could 

needs to demonstrate that its’ IPP procurement programmes 

is fair, equitable, transparent, competitive and cost-effective

e Peaker Project does not create this impression. NERSA 

and determine whether it complies with the objects of the Act. 

into consideration. 

and end users are 
efficiency, effectiveness and long-term 

industry within the broader context of economic energy regulation 

licensees, investors in the 

requires NERSA to consider whether the Peaker Project is in the best 

those who have already invested in expensive standby generation 

. We also believe that clause 2(e) requires 

alternative solutions might achieve the same or a better outcome. 

to conclude the Peaker Project simply because a 

erent conditions. In fact, we 

could well harm investor 

IPP procurement programmes will be 

effective. In our opinion 

NERSA now has an 

and determine whether it complies with the objects of the Act. We trust 


