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EXECUTIVE SUMMARY
Background
Swaziland currently imports of the bulk of its power from South Africa and Mozambique despite
being well-endowed with conventional and renewable energy resources. These include coal, solar,
hydro, wind and biomass residues from the sugar and forestry industries. These indigenous resources
are potentially able to meet a significant portion of, if not all, national energy demand if fully
exploited and, moreover, could even provide for the export of excess capacity to Swaziland’s
neighbours. High dependency on power imports contributes significantly to the country’s current
account deficit and increases the country’s exposure to energy supply risks, both in terms of supply
security and price shocks. These issues have been exacerbated of late (2013-15) with the ongoing and
growing energy crisis within Eskom in South Africa.
The Ministry of Natural Resource and Energy (MNRE) has already implemented a range of necessary
energy sector reforms to promote private investment. In this regard, Swaziland, has enacted
legislation to pave the way for greater competition and private sector participation in the power sector.
These reforms include the promulgation of the Energy Regulatory Act and the Electricity Act of 2007.
Furthermore, the Swaziland Energy Regulatory Authority (SERA) has been established and
operationalised, and has been in existence since 2010.
Notwithstanding this, Swaziland continues to face some regulatory, economic, and technical barriers
that constrain the development of the renewable energy sources and IPP participation in the power
sector.
A coherent and practical IPP Policy) is vital to addressing many of these issues and providing much
needed policy guidance to facilitate the growth and development of the power sector in Swaziland.
Growth in the renewable energy sector in Swaziland can deliver to a number of direct and indirect
economic benefits such as local job creation, increased energy supply security, enhanced
environmental sustainability and potentially more tax revenue to support socio-economic
programmes. It is noted that countries typically put in place separate IPP policies and renewable
energy policies, but this combined policy document outlining Swaziland’s policy direction and
aspirations for the evolving power sector represents a unique approach that is aimed at addressing the
identified challenges in an holistic and integrated way.
The SSIPP Policy has been drafted with very clear guidance from both the national and the
international policy arena with particular focus on climate change mitigation, sustainability and sector
reform. The policy was informed further by national development plans and policy, including, among
others, the National Development Strategy, the National Energy Policy of 2003, the Poverty
Reduction Strategy and Action Plan and the Sustainable Energy for All and Country Action Plan. The
policy formulation project involved extensive consultation with key stakeholders and decision makers
at various stages throughout the process.

Goal of the SIPP Policy
Based on the context and overarching rationale for focused policy guidance set out above, the overall
national goal for the SIPP Policy is set out below.
7

“Ensuring that the development goals of the country as set out in the Vision of the National
Development Strategy are met, through the establishment of an enabling environment to promote the
establishment of sustainable renewable energy and IPP generation sources for the benefit of all the
citizens of the country”

Objectives of the SIPP Policy
In support of the national SIPP policy goal outlined above, the main objectives of the SIPP policy are
to:









Increase the utilization of Swaziland’s extensive local renewable energy resources including
biomass, solar PV, concentrated solar power (CSP), wind and geothermal resources.
Promote the deployment of IPP capacity to meet Swaziland’s electricity needs and enhance
energy security and self-sufficiency by reduced reliance on imports.
Stimulate and enable the deployment of embedded generation and mini-grid solutions to
diversify Swaziland’s energy mix and increase energy access potential for rural customers.
Identify and facilitate access to various funding sources to overcome renewable energy and
IPP financing constraints.
Contribute to the creation of employment possibilities for all residents regardless of sex,
either directly in the power sector or created indirectly as a result of the economic activities of
the sector
Contribute to environmental sustainability and achievement of the green agenda of the NDS
and the NEP.
Promote access to affordable and sustainable sources of energy to support poverty reduction
and economic development1.

Policy Positions
In order to provide structured policy guidance, the policy issues, recommendation and positions
identified have been grouped under a number of key themes listed below.
a)
b)
c)
d)
e)
f)

Institutional and Regulatory Framework
Power Sector Planning
Capacity Procurement
Funding and Bankability issues
Taxes and Incentives
Regional Integration

1

It must be noted that, even with renewable technologies, there are trade-offs. Large wind and solar farms
require large land areas for the wind turbines and panels – it is thus unlikely that solar or wind will be
environmentally neutral as they will displace existing land uses (natural biodiversity) including food production.
These factors need to be considered. A Strategic Environmental and Social Assessment of this policy has been
prepared and takes in account these and other policy impacts.
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g) Rural Electrification and Mini-grids
h) Embedded Generation

Institutional and Regulatory Framework
Power sector policy and, more specifically the SIPP Policy forms part of a broader “institutional and
regulatory framework.” Such a framework aims to set out a comprehensive, integrated and coherent
set of players, instruments and mechanisms that provide both direction and clarity on the way the
power market will evolve and be governed/regulated. This is illustrated in Figure 1 below:
Figure 1: Institutions and Instruments – Power Sector Institutional and Regulatory Framework

It can thus be seen that the SIPP Policy is instrumental in guiding the development of the power sector
and must be aligned with the other regulatory instruments employed. It is recognised that much of the
framework listed above is in place and already provides the foundation for some of the policy
recommendations set out herein. There are, however, certain areas where adjustments need to be made
to ensure internal alignment and coherent governance of the sector.
Market Structure
The prevailing legislation and National Energy Policy of 2003 advocate the creation of an enabling
environment for the establishment of IPPs and the utilisation of renewable energy resources. A clearly
articulated market structure is a key facet of this enabling environment.
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In terms of market structure, a hybrid “non-exclusive central buyer” model is proposed for the
country. Importantly, the proposed structure introduces the concept of “contestable customers” who
may purchase power directly from IPPs under bilateral transactions.
This is based on the specific market structure requirements identified for Swaziland and draws on
international experience from countries that have implemented and revised their own market models.
The model proposed is depicted conceptually in Figure 2 below.
This market model has a number of benefits including:












Increased likelihood of IPP market entry (via
multiple selling options);
Alleviation of GOS/SEC funding and guarantee
obligations by shifting funding burden and key
risks to the private sector;
No major changes in SEC structure; SEC retains a
central role2.;
Appropriate risk allocation between public and
private sector and between suppliers and
customers;
Facilitation of the development of larger power
projects and unlocking benefits of local resources;
Protection of captive customers by SERA against
the impact of market liberalization and potential
market power abuse through social policies and
initiatives;
Promotion of local beneficiation / industrialization
and job creation;
Good balance between flexibility and complexity.

Figure 2: Recommended Electricity
Market Model

It is recommended, furthermore, that the policy allows for gradual implementation of this structure
through a phased approach in order to allow market players to adapt, for institutional capacity to be
built, skills to be developed, and overall risks to be effectively managed.
Legislation, Licensing & Regulations
The increased role of private sector generation (IPPs) and greater flexibility in terms of trading
arrangements under the proposed market structure requires additional measures to minimize
investment risk and at the same time protect the technical integrity of the system and economic

2

It is noted that, as set out in the ensuing policy recommendations, the proposed market structure will require
unbundling and associated financial ring-fencing of the SEC business areas
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viability and sustainability of the incumbent utility (SEC). Adoption of the non-exclusive central
buyer model therefore requires some updates and alignment of existing legislation, licensing, and
regulations.
This process has been initiated by the MNRE and makes specific provision for changes to power
sector legislation to give effect to the policy pronouncements. The policy implementation guidelines
and strategic action plan give specific guidance on these issues.
Third Party Grid Access
The proposed market structure requires non-discriminatory third party access to the network,
accompanied by clear rules and guidelines to govern technical, operational and commercial aspects of
such access.
The recently developed Swaziland Grid Code specifically deals with the technical and operational
aspects and provides a well-considered and structured approach to setting out the most important rules
governing access to and use of the network, including the renewable energy generation. The Grid
Code does not explicitly deal with the process of securing a connection to the network. The policy
therefore advocates the need for clarity in this regard with specific reference to the grid connection
process to be followed, timeframes involved, charges levied and the rights and obligations of the
parties.
Tariffs and Pricing
Tariffs and pricing policy guidelines play a key role in enabling efficient and fair integration of IPPs.
Policy principles emphasizing the importance of cost-reflective tariffs, clarifying the different rules
for regulated tariffs and negotiated prices, and the need for electricity tariff unbundling (e.g.
generation, transmission, distribution) help guide the industry and enable more dynamic electricity
sector operating models.
A number of policy positions on tariffs and pricing are aimed at achieving this:





Cost of supply studies shall be commissioned periodically to determine and benchmark the
efficient cost of electricity supply, and be used to evaluate tariff applications from licensees.
The legislation, licensing framework, regulations and tariff methodology shall make provision
for both regulated tariffs and negotiated pricing.
The GOS shall establish an appropriate pricing methodology to be applied for small IPPs
selling to the Central Buyer (e.g. REFIT, embedded generation tariff).
Network costs and tariffs shall be unbundled (e.g. charges for use-of system, energy losses,
service and admin charges) to accurately reflect the cost of supply and enable nondiscriminatory use of the network(s).
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Subsidies
The importance of cost-reflective tariffs is well understood. Economic theory suggests that the
allocation of resources is optimised when products are priced at the true cost of supply. This is
arguably the best position to promote long term sustainable economic efficiency and job creation.
However, subsidies, cross-subsidies, levies and surcharges are accepted as necessary means to achieve
specific socio-economic objectives, such as protection of the poor, stimulation of particular economic
sectors or promotion of renewable energy sources. Therefore, where cross-subsidies are deemed
necessary, these should be applied in a transparent manner and, should be comprehensively
documented in an approved national electricity-subsidy framework and clearly disclosed in the tariffs.
The aim of such subsidy framework is to ensure that the subsidies are clearly defined in a way that
they reach the intended target/beneficiaries, are appropriately funded and efficiently administered
while seeking to minimize any economic distortions or unintended consequences introduced.
Power Sector Planning and Generation Resource Assessment
As new energy infrastructure can take time to build and fund, countries typically undertake a process
of “integrated resource planning” (IRP) to evaluate the optimal portfolio of generation options and
associated network expansion requirements to meet future energy demand. Such IRP planning process
should seek to objectively secure and overall generation plan that transparently balances least cost and
least risk supply options with specific policy objectives such as fuel diversity, generation selfsufficiency and clean or low carbon technologies.
The SIPP policy seeks to formalize this process and ensure that the plan is formulated with the
necessary objectivity, rigor and transparency and is reviewed periodically.
In order to obtain the necessary input needed for the IRP, it is recommended that GOS commission
regular power generation resource assessments via transparent Request for Registration and
Information fact-finding exercises. Such resource assessments will enable the development and
maintenance of a power generation project register, which should facilitate open access to the public
for basic project information as well as the protection of commercially sensitive project information
provided for planning purposes.
Power Capacity Procurement
A number of options exist to procure power needed for the country, each with their own advantages
and disadvantages.
The Electricity Act provides that SERA shall, in cooperation with the ministry responsible for energy
affairs, prepare and run competitive new generation capacity tendering processes. Provision is made
for capacity procurement outside the formal tendering process for special reasons, such as, the urgent
need for new capacity or smaller projects.
Given the size and nature of the Swaziland power market, a hybrid procurement approach for new
generation capacity is proposed which shall be adapted based on project characteristics as noted
below:
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Public competitive bidding processes for “large” IPP projects - in order to solicit the best
options for these projects;
Feed-in-Tariffs and/or net-metering for “small” IPP projects and embedded generation – in
order to provide investor certainty, mitigate risks and reduce transaction and development
costs;
Unsolicited bids, only for smaller opportunistic projects that are able to deliver capacity
quickly but that do not lock the country into expensive long term contracts or liabilities.

It is noted further that to expedite the procurement process the following specific actions are
proposed:




Establishment of objective thresholds/criteria to differentiate between “large” and “small” IPP
projects;
Design of necessary programs, rules and structured project evaluation frameworks for
assessing projects;
Development of standard project contracts and documents to be used for contracting new IPP
capacity, thereby further reducing complexity, minimising risk, lowering transaction costs and
shortening project development timeframes.

Funding and Bankability
Renewable energy and IPP projects are typically characterised by high upfront capital costs that act as
an additional barrier to entry and a sound institutional framework alone will not necessarily attract
investment. Financing the capital costs represents an ongoing challenge for power projects, not only
in Swaziland, but in the region in general.
There are a number of financing approaches that may be employed to unlock funding from a variety
of sources such as:







Project finance
Corporate finance
Government finance
Export credit agency finance
Development finance
Grants, donor, and climate finance

In order to take advantage of the various approaches, it is proposed that the GOS explores all viable
financing sources available for IPP projects and creates a conducive investment environment. In
particular it is recommended that the GOS




Engages with potential developers and financiers to understand and put in place the required
risk mitigation instruments and guarantees to facilitate project finance transactions;
Understands the requirements for export credit and DFI finance arrangements and removes
any barriers that would inhibit access to these funds;
Explores ways to raise the profile of various donor and grant funds and funding agencies and
thereby improve access to these funds by renewable energy and IPP developers;
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Sets up anEnergy Access Fund (or Funds) and establishes an Energy Agency or Rural
Electrification Agency to administer the fund(s).

Taxes and Incentives
The prevailing tax and incentive regime is a key policy instrument that can either negatively or
positively influence investment. Complex and non-transparent tax regimes often lead to increased risk
and compliance costs that could discourage investment, while incentives can play an important role in
promoting investment in priority sectors or resources such as renewables.
It is noted that there are various tax and customs duty exemptions or deductions provided for in the
prevailing Swaziland legislation, but these may need to be reviewed to provide more compelling
incentives for the deployment of renewable energy and to attract IPP investment.
This review shall form part of a broader process of developing a detailed “Investor’s Handbook for
Swaziland”, which sets out the taxation and incentive regime that would apply to IPP investors3.
Regional Integration
The GOS signed international agreements that help establish an initial framework to create an
enabling environment for renewable energy and IPPs. The most important of these are International
Agreements with Southern Africa Development Community (SADC), the Southern African Power
Pool (SAPP), and the Regional Electricity Association of Southern Africa (RERA). The SIPP Policy
and its implementation shall be aligned with and support regional international agreements previously
signed and regional integration initiatives.
Rural Electrification and Mini-Grid Supply
Mini-grids are an increasingly important alternative to enhancing the effectiveness of central grid
extension and increasing access to reliable electricity supply in developing economies. This is driven
by the high cost of extending grid infrastructure to remote areas, utility funding constraints and sharp
declines in the costs of small scale solar PV and wind equipment.
It is recommended that key stakeholders in Swaziland work together to enable mini-grids by:



Revising pricing approaches and updating the tariff methodology to take account of the
specific requirements of IPP and mini-grids to ensure their viability;
Reviewing licensing categories and processes with the aim of streamlining processes,
minimizing administrative barriers and costs;

The “Investor’s Handbook for Swaziland” will be an update to “The Swaziland Investor Roadmap” of
2005.
3
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Prioritizing mini-grid projects that use preferred renewable energy resources and account for
geographic locations least likely to have access to national grid in the near-term;
Implementing a monitoring and verification framework/regime to ensure compliance with
applicable regulatory provisions;
Ensuring that mini-grids comply with the relevant technical standards and prevailing Grid
Code.

Small Scale Embedded Generation (SSEG)
Small Scale Embedded Generation (SSEG) refers to generation sources connected to (i.e. embedded
in) the distribution network that are below a specified capacity size (e.g. <5MW). SSEG delivers a
number of benefits including increased system capacity, lower line losses, and potentially deferred
investment in network infrastructure.
The policy thus proposes:









The inclusion of embedded generation projects as part of the overall planning process (e.g.
IRP), factoring in both generation capacity and other potential benefits such as the ability to
defer grid expansion, reduction of line losses, reduced network congestion, optimal land use
and contribution to overall network stability;
Modifying the licensing framework (e.g. fast-track registration) to expedite the rollout of
SSEG, minimise transaction costs and mitigate investment risk;
Development of minimum information requirements for the registration or licensing of
embedded generation and SSEG projects;
Development and use of screening tools for potential fast-tracking of SSEG, coupled to more
rigorous network impact assessment beyond defined penetration thresholds;
Development of standards that address technical specifications for and testing of
interconnection of embedded generation systems in addition to the Grid Code and other
applicable standards;
Evaluating and implementing an SSEG compensation scheme based on a simple approach
via, for example, net-metering and/or feed-in-tariffs.

Guidelines for Implementation and Monitoring
The SIPP policy shall be implemented via adjustments to associated policy (e.g national Energy
Policy), new policy, revisions to legislation and by-laws, new and/or revised regulations, guidelines,
rules, codes and methodologies, the establishment of relevant agencies or bodies, and work plans,
operational protocols and guidelines.
The implementation guidelines include the following provisions:







Strategic Action Plan and Responsibilities
IPP Project Development and Approvals Roadmap
Monitoring, Evaluation and Reporting Framework
Legislative Alignment
Resource Mobilisation
Policy Revision
15
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INTRODUCTION

Context
In response to the changing energy sector in Swaziland and Southern Africa, regional power shortages
and low access to modern energy services, the Government of the Kingdom of Swaziland (GOS)
formulated a National Energy Policy in 2003, which was guided by objectives of the National
Development Strategy (NDS) of 1997. The National Energy Policy aims to expand access to energy
services for the poor and to achieve the Millennium Development Goals (MDGs). To achieve these
objectives GOS has been considering strategies to develop Swaziland’s local renewable energy
resources and to attract private investment to the generation sector via Independent Power Producers
(IPPs).
The Ministry of Natural Resource and Energy (MNRE) has subsequently implemented some of the
required energy sector reforms such as liberalizing the energy markets through the Electricity Act in
2007 and establishing the Swaziland Energy Regulatory Authority (SERA) through the Energy
Regulatory Act. The GOS has implemented progressive reforms to restructure the energy market,
which provide a robust foundation for renewable energy and IPP market entry. In 2013/14 the GOS
also undertook a review of the 1997 NDS to assess its ongoing validity, the robustness of the strategy
and revise this where needed.
It is recognised that many challenges remain, including, among others, the high cost of initial
investment in power infrastructure, affordability and poverty alleviation, financing obstacles, the need
for greater clarity around the power market structure and the associated rights of market participants,
difficulties in access and connection to the networks, long term integrated planning, power
procurement processes and licensing issues. Additional policy guidance is fundamental to progressing
the national agenda and tackling these challenges.
It is believed that a coherent and practical IPP Policy is vital to addressing many of these issues and
providing much needed policy guidance to facilitate the growth and development of the power sector
in Swaziland. It is noted that several countries have put in place separate IPP policies and renewable
energy policies, but this combined policy document outlining Swaziland’s policy direction and
aspirations for the evolving power sector represents a unique approach that is aimed at addressing the
identified challenges in an holistic and integrated way.
Policy Formulation Process
Over the past few years, a number of technical, economic and institutional studies have been
conducted within the Swaziland energy sector. These studies, provided a foundation for the
formulation of the SIPP Policy.
The policy formulation project began in January 2014 and has been a consultative process involving
the participation of key stakeholders and decision makers various stages throughout the process. This
was realized through on-going dialogue between the Consultant, the MNRE, other relevant GOS
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agencies, SERA, SEC and stakeholders representing the energy supply industries, users and selected
groups of energy consumers.
In formulating the policy, bilateral meetings were held with identified stakeholders to engage on key
policy issues. The draft policy structure was discussed at the stakeholder consultative workshops in
April 2014. The draft policy document was circulated and stakeholders were invited to submit written
comment for consideration. This stakeholder consultation process culminated in a final “Policy
Validation Workshop” in June 2015 where all key stakeholders were invited to participate and
contribute further.
The SIPP Policy is thus the product of extensive policy analysis, taking account of international trends
and best practices, specific Swaziland considerations and the views of a diverse range of key power
industry stakeholders.

2

PROBLEM STATEMENT AND RATIONALE

Swaziland currently imports of the bulk of its power from South Africa and Mozambique, despite
being well-endowed with conventional and renewable energy resources, including coal, solar, hydro,
wind and biomass residues from the sugar and forestry industries. These resources are potentially able
to meet the entire national energy demand if fully exploited, as well as potentially provide for the
export of excess capacity to Swaziland’s neighbours. High dependency on power imports contributes
significantly to the country’s current account deficit and increases the country’s exposure to energy
supply risks, both in terms of supply security and price shocks. These issues have been exacerbated of
late (2013-15) with the ongoing and growing energy crisis within Eskom in South Africa.
Swaziland faces a number of significant regulatory, economic, and technical barriers that have
constrained the development of the renewable energy sources and IPP participation in the power
sector to date.
The SIPP Policy provides a framework that aims to address barriers to energy generation development
and IPP growth to enable a successful transition of Swaziland’s energy matrix towards sustainable
energy sources and to open the market to the private sector in a controlled way via IPPs. This will
have multiplier effects including direct and indirect socio-economic benefits such as local
manufacturing growth, increased access to energy, poverty reduction, employment creation, small and
medium enterprise development, and enhanced wealth creation. Additional benefits include the
transfer of modern technology and know-how, and the building of new technical capacity for
Swaziland.
It is noted that the policy is formulated with very clear guidance from both the national (Swaziland)
and the international policy arena.

2.1

National Context

The SIPP Policy draws from the vision and aspirations outlined in Swaziland’s key national
development plans and policies, most notably:
a) The National Development Strategy (1997 plus 2013/14 Review)
17

b) The National Energy Policy (2003)
c) Poverty Reduction Strategy and Action Plan
d) Sustainable Energy for All and Country Action Plan
National Development Strategy
The GOS National Development Strategy (NDS) was formulated in 1997 to provide an overarching
framework and serve as a platform for the achievement of sustainable development in Swaziland. The
NDS sets out the national Vision and Mission Statement and also provides strategies for planning and
achievement of socio-economic development goals of the country. The NDS was reviewed in 2013/14
and appropriate adjustments incorporated 4 . This is included modification of the National Vision
(“Vision 2022”) to take account of the prevailing circumstances and Swaziland’s aim to attain higher
levels of growth and economic development.
The revised Vision of the NDS is as stated below:
“By the Year 2022 the Kingdom of Swaziland will have attained a level of development akin to that of
developed countries while ensuring, that all citizens are able to sustainably pursue their life goals,
enjoy lives of value and dignity in a safe and secure environment in line with the objectives of
Sustainable Development.”
The NDS further indicates that, among sector strategies, the energy sector should contribute to socioeconomic development through:
a) Expedited research and development for better understanding of energy systems and
technology development for climate change mitigation and adaptation with tertiary
institutions;
b) Assessment and further strengthening of the institutional capacity in the management and
development of energy as whole;
c) Investigating clean technologies for using local coal instead of imported coal;
d) Development of a resource map for energy resources for planning;
e) Assessment and promotion of the development and dissemination of appropriate renewable
energy technologies;
f) Development of suitable and environment-friendly alternate energy sources
g) Collaboration with tertiary institutions to incorporate sustainable energy issues
h) Development of maintenance skills in the energy sector
Of particular relevance to the SIPP Policy, the NDS review, furthermore, notes that:
“Generally, there is power shortage in the Southern Africa Region, hence Swaziland has to consider
increasing her domestic energy sources of supply to reduce the vulnerability associated with imported

4

A Development Strategy for Swaziland Promoting Sustainable Development and Inclusive Growth (October
2014)
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electricity, and to increase its energy security. The central focus of the renewed strategy will be to
develop domestic power generation capacity while at the same time using imported energy up until
self-sufficiency is attained.”
National Energy Policy (2003)
The implementation of the National Energy Policy (NEP) of 2003 has led to the liberalization of the
energy market. This was effected through amendment of the Electricity Act in 2007 and the
Swaziland Electricity Company Act of 2007, which transformed the Swaziland Electricity Board into
the Swaziland Electricity Company (SEC), and removed the monopoly status of the national utility.
Further the Energy Regulatory Authority Act 2007 created the Swaziland Energy Regulatory
Authority (SERA) to oversee developments in the liberalized energy sector.
The stated National Energy Policy (NEP) objectives are to:
a)
b)
c)
d)
e)

Ensure access to energy for all
Enhance employment creation
Ensure security of energy supply
Stimulate economic growth and development
Ensure environmental and health sustainability.

These policy objectives have informed the formulation of the SIPP Policy and are in line with the
National Development Strategy.
In addition, the Electricity Act and the Energy Regulatory Authority Act 2007 address emerging IPPs
and renewable energy sources and include specific provisions around:
a) Regulation of the electricity supply industry, unbundling and open access rules
b) Handling of IPP projects, including renewable energy projects
c) Creation of a formal tender process for generation, transmission and distribution projects.
The Energy Regulatory Authority Act mandates SERA to prepare Bby-laws for different activities as
stated in the Electricity Act, including setting Tariff and Fee Frameworks for the Generation,
Transmission and Distribution of Electricity, an IPP Code, Grid and Distribution Codes, Priority of
Dispatch Order Manuals, and a Management Manual of the various Swaziland electricity industry
roles.
Poverty Reduction Strategy and Action Plan (PRSAP)
The Poverty Reduction Strategy and Action Plan (PRSAP) of 2007 is another key GOS policy
document that supports the implementation of NDS and the achievement of the Millennium
Development Goals.
The PRSAP notes a strong correlation that exists between sources of domestic energy and poverty and
identifies a number of specific priority strategies for action:
a) Diversification in the use of energy sources in a cost effective manner, moving away from
traditional towards more sustainable energy sources;
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b) Ensuring the supply of energy services in rural and peri-urban areas;
c) Providing electricity at affordable prices to improve the rural household energy situation and
to attract entrepreneurial activity to rural areas;
d) Encouraging efficient use of energy and promoting the adoption of the pre-paid electricity
system in order to minimize costs of electricity; and.
The PRSAP notes further that renewable energy is not only safe, clean, and environmentally
sustainable but can assist in alleviating poverty. In the first instance, for households, it will help
improve the quality of life of the poor by providing efficient and clean energy sources, while, in the
second instance, it can also assist the poor in generating income as it can be used for commercial and
industrial purposes.
Energy services are essential to both social and economic development, and much wider access to
energy services is critical in achieving nearly all of the MDGs. It is thus recognised that a robust IPP
Policy will help to achieve the MDGs.
Sustainable Energy for All (SE4ALL)
In recognition of the critical need to improve global access to sustainable, affordable and
environmentally sound energy services and resources, the United Nations General Assembly declared
2012 the International Year of Sustainable Energy for All (SE4ALL) and urged Member States and
the UN system to increase the awareness of the importance of addressing energy issues and to
promote action at the local, national, regional, and international levels. In response, the UN Secretary
General launched a global initiative to achieve “Sustainable Energy for All” by the year 2030. The
key objectives of this initiative are:
a) Ensuring universal access to modern energy services;
b) Doubling the rate of improvements in energy efficiency; and
c) Doubling the share of renewable energy in the global energy mix.
The Kingdom of Swaziland is one of the Sub-Saharan African countries that embraced the UN
initiative. It embarked on the SE4ALL Rapid Assessment and Gap Analysis and subsequently
developed a Country Action Plan on SE4ALL in Swaziland.
Swaziland’s Country Action Plan covers priority intervention areas to accelerate the attainment of the
goals of SE4ALL by 2030, where the removal of critical bottlenecks are likely to yield the highest and
most widespread impacts on people’s living conditions and economic livelihoods, particularly in
underserved rural and peri-urban communities and households.
The GOS has communicated its intention to support and promote SE4ALL developments, enhancing
utilization of Renewable Energy resources and the participation of the private sector to meet
Millennium Development Goals for the benefit of all the citizens of the country.
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2.2

International Context

Climate Change
Climate change mitigation remains high on the agenda for most countries. The deployment of
renewable energy solutions has accelerated to the extent that the world is now adding more capacity
for renewable power each year than coal, natural gas, and oil combined. In 2013, 143 gigawatts of
renewable electricity capacity came online around the world, compared with 141 gigawatts in new
plants that burn fossil fuels. It is argued that this shift will continue to accelerate, and by 2030 more
than four times as much renewable capacity will be added.
The price of wind and solar power continues to decline and has now reached parity with grid
electricity in many areas of the world. Solar currently makes up less than 1 percent of the electricity
market but according to the International Energy Agency is likely to become the world’s biggest
single energy source by 2050.
In this regard, climate change mitigation is high on the agenda for Swaziland. Swaziland has finalized
its Climate Change Policy in early 2015, through which the country is seeking, among others, to
reduce its environmental and carbon footprint by transitioning to a cleaner energy mix and exploiting
its renewable energy resource potential.
Power Market Reforms
The last two decades have seen a substantial shift in power market structure in many parts of the
world as the sector has evolved from the historical vertically integrated state dominated monopoly to
unbundled competitive markets characterised by increasing levels of private sector investment in
IPPs. Many of the SADC countries are following similar reforms in their pursuit of much needed
generating capacity, provided increasingly by IPPs.
Swaziland, too has enacted legislation to pave the way for greater competition and private sector
participation. These reforms include the promulgation of the Energy Regulatory Act and the
Electricity Act of 2007. Furthermore, the Swaziland Energy Regulatory Authority (SERA) has been
established and operationalised, and has been in existence with effect from 2010.
Regional Energy Cooperation
In order to improve regulation and governance in the power sector Swaziland has joined the Regional
Energy Regulators Association (RERA) with a view to benefitting from regional best practices,
benchmarking information and shared experiences in addressing common power sector challenges.
Swaziland is also represented in the Southern African Power Pool (SAPP) via SEC where it benefits
from regional coordination, planning and trading.
SADC has devised a number of plans and policy tools in recent years that govern energy sector
planning and intervention in the region, which demonstrate a shift towards renewable energy
development in the regional energy agenda:
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a)
b)
c)
d)
e)

Regional Energy Access Strategy and Action Plan (2010)
SADC Biofuel Decision Making Tool (2010)
Framework for Sustainable Biofuels (2010)
Renewable Energy Strategy and Action Plan (in draft, 2011)
Regional Infrastructure Development Master Plan (RIDMP): Energy Sector Plan (2012)

In particular, the RIDMP can serve as a key guide for creation of efficient, cost-effective transboundary infrastructure connecting of all SADC Member States in the energy, water, information and
communications technology (ICT) and transport sectors. It will be implemented over a 15-year period
beginning in 2013.
The need for the GOS to implement policies and measures that will most favourably take advantage
of market conditions and regulatory structures is evident with regard to the SAPP. Connection to and
participation in the SAPP affords Swaziland the opportunity to export and trade electricity generated
by renewable energy into a competitive market with other interconnected SAPP members.
Concerted efforts have been employed across the SADC member states to exploit the opportunities
associated with renewable energy resources. A significant number of SADC member states are setting
targets for renewable energy generation and the SADC is developing a Renewable Energy Support
Program for the member states.

2.3

Key Drivers and Benefits

As mentioned in the problem statement, Swaziland has a wide range of untapped energy resources,
but still imports most of its electricity. In addition, growth in the energy sector in Swaziland will lead
to a number of direct and indirect economic benefits such as local job creation, small and medium
enterprise development to service, maintain and install Energy related equipment, increased energy
supply security, and potentially more tax revenue for socio-economic programmes. Key drivers
highlighting the need to develop the SIPP Policy that will enable the local industry to grow in
Swaziland include:
a) High dependence on relatively cheap electricity imports from South Africa and Mozambique,
despite a wide range of renewable energy resources which are capable of supplying energy in
excess of national demand creating export potential;
b) The need to attract private sector capital and skills to develop new generation capacity;
c) The need to address a key GOS energy sector objective aiming to unlock Swaziland’s energy
resources, improve efficiency of its electricity system, and increase modern energy access for
its citizens;
d) A low electrification rate in the country especially in rural locations where a large proportion
of the population still needs electricity (GOS, 2014);
e) A high poverty rate, that can partly be addressed by encouraging growth in the local
renewable energy sector, which will create jobs and improve access to electricity for the poor.

2.4

Swaziland IPP Resource Potential

Swaziland has a wide range of untapped conventional and renewable energy resources including
solar, small hydro, wind, and biomass residues from the sugar and forestry industry. In addition, the
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stakeholder consultation process uncovered (as yet unproven) indigenous potential for conventional
(coal-fired) power generation.
Table 1 below provides a basic overview of the key renewable energy resources in Swaziland.
However, limited focused research on Swaziland’s renewable energy resource potential has been
conducted to date. Therefore, as part of the planning and strategy process Swaziland should conduct a
more detailed assessment of its energy resources when establishing policy goals for the energy sector.
Table 1 Key Renewable Energy Resources in Swaziland
Resource

Energy
Application

Solar

Electricity and water
heating

•

Abundant resource with a global horizontal irradiance
of 4-6 kWh/m2 /day

Wind

Electricity,
power

•

Unknown potential, but IRENA estimates average at
~3 meters per second at 10 m height

Hydropower

Electricity

•
•

Installed capacity totalling ~60MW from four locations
Limited technically exploitable potential of ~110 MW

Biomass
(cogeneration)

Electricity

•

Agricultural waste from local sugar cane and saw mill
industries can produce bagasse

Biomass (biofuels)

Ethanol for transport

•

Sugar cane process waste can also produce ethanol

Geothermal

Electricity and water
heating

•

Unknown potential, several hot springs in the country
currently used for providing warm water for washing

Comments on Availability

motive

Source: (IRENA, 2014), (Mwendera, 2004)
As described in Table 1, Swaziland has a considerable amount of untapped biomass and solar
resource potential, which should be a high priority renewable resource for the SIPP Policy,
particularly in the short-term.
It is noted furthermore that there are a various IPPs in the process of evaluating project opportunities
in Swaziland, as well as a number who have engaged with SERA on applying for licenses.
The SIPP policy will provide valuable guidance and direction for the development of these projects.
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3

OVERALL POLICY GOAL & OBJECTIVES

Goal of the SIPP Policy
Based on the context and overarching rationale for focused policy guidance set out above, the overall
national goal for the SIPP Policy is set out below.
“Ensuring that the development goals of the country as set out in the Vision of the National
Development Strategy are met, through the establishment of an enabling environment to promote the
establishment of sustainable renewable energy and IPP generation sources for the benefit of all the
citizens of the country”
Objectives of the SIPP Policy
In support of the national goal outlined above, the main objectives of the SIPP policy are:
a) Increase the utilization of Swaziland’s extensive local conventional and renewable energy
resources including biomass, solar PV, concentrated solar power (CSP), wind and geothermal
resources;
b) Promote the deployment of IPP capacity to meet Swaziland’s electricity needs and enhance
energy security and self-sufficiency by reduced reliance on imports;
c) Stimulate and enable the deployment of embedded generation and mini-grid solutions to
diversify Swaziland’s energy mix and increase energy access potential for rural customers;
d) Identify and facilitate access to various funding sources to overcome renewable energy and
IPP financing constraints;
e) Contribute to the creation of employment possibilities for all residents regardless of sex,
either directly in the power sector or created indirectly as a result of the economic activities of
the sector;
f) Contribute to environmental sustainability and achievement of the green agenda of the NDS
and the NEP;
g) Promote access to affordable and sustainable sources of energy to support poverty reduction
and economic development5.

4

BARRIERS TO IPPS

Notwithstanding the national and international pressure, as well as the GOS strategic intent to
accelerate the deployment of IPP generation, actual progress on the ground continues to be hindered
by various barriers to entry for these supply options.

5

It must be noted that, even with renewable technologies, there are trade-offs. Large wind and solar farms
require large land areas for the wind turbines and panels – it is thus unlikely that solar or wind will be
environmentally neutral as they will displace existing land uses (natural biodiversity) including food production.
These factors need to be considered.
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The primary objective of policy should be to open the way for the rollout of IPP projects. More
specifically, policy should be designed to provide clear direction and certainty while seeking to, as far
as possible, remove or minimise identified barriers. Typical barriers to IPP market entry from
international experience are summarised below.
Non-Economic Barriers
While affordability plays a major role in the rate of IPP uptake, a number of other barriers also need
to be addressed in order allow this market to grow.











Legal, regulatory and policy uncertainty - relating to a policy vacuum and/or poor policy
design, unclear “regulatory rules for market participation”, legislative gaps and/or
jurisdictional overlaps, lack of transparency, discontinuity/ambiguity in government support;
Institutional and administrative barriers - including lack of strong/dedicated institutions,
limited technical capacity, lack of clear roles and responsibilities, and complicated, slow or
non‐transparent permitting procedures;
Market barriers - such as inconsistent pricing structures that disadvantage IPPs, asymmetric
information, market power/existing monopolies, and the failure of costing methods to include
social and environmental costs;
Infrastructure barriers – such as the lack of a grid codes, network access rules and flexibility
of the energy system or willingness of the incumbent utility), to integrate/absorb renewable
energy and or IPP supply;
Lack of awareness and skilled personnel - relating to an insufficient number of skilled
workers and limited understanding of up to date renewable performance and availability;
Public acceptance and environmental barriers - linked to experience with planning regulations
and public acceptance of renewable energy (IEA, 2011).

Economic Barriers
Economic barriers exist for renewable energy if costs are higher than competing technologies under
equal market conditions. The levelized cost of energy from some renewable energy technologies has
reduced significantly in the past few years making it competitive with conventional forms of power
generation. However, some renewable energy technologies are still evolving and will likely require
more financial support to encourage market uptake.
In addition, electricity tariffs that are below the true cost of supply undermine the financial viability of
the sector and thereby limit the prospects for IPP projects that must necessarily recover full costs plus
financing an investment return.
Typical economic related barriers for IPP projects include:




Globally subsidised (i.e. non cost-reflective) electricity prices – making IPP power appear
too costly and setting an un-level playing field for IPPs;
Global subsidies for fossil fuels - leaving renewable energy at non-competitive levels;
Higher upfront costs - discouraging some consumers from investing in the long-term payback
benefits of renewable energy (GIZ, 2012);
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5

Lack of financing support - associated with inadequate funding opportunities and financing
products for renewable energy (e.g. leasing options that reduce upfront costs for consumers);

POLICY ISSUES AND RECOMMENDATIONS

Specifically in developing the IPP Policy for Swaziland, a number of critical barriers were identified,
based on a review of sector strategies, policy, legislation, regulations and engagement with primary
stakeholders. In order to provide structure policy guidance, the policy issues, recommendation and
positions identified have been grouped under a number of key themes listed below.
a)
b)
c)
d)
e)
f)
g)
h)
i)

Institutional and Regulatory Framework;
Power Sector Planning;
Capacity Procurement;
Funding and Bankability issues;
Taxes and Incentives;
Regional Integration;
Rural Electrification and Mini-grids;
Embedded Generation;
Gender.

These themes and the associated underlying issues are unpacked in more detail below, together with
specific policy positions and recommendations on how to take the sector forward.

5.1

Institutional and Regulatory Framework

Power sector policy and, more specifically the SIPP Policy forms part of a broader “institutional and
regulatory framework”. Such framework essentially encompasses the various government agencies
and market participants plus the regulatory instruments, comprising policy, legislation, regulations,
codes, rules and methodologies. Such framework thus establishes a comprehensive, integrated and
coherent set of players, instruments and mechanisms that provide both direction and clarity on the
way the power market will evolve and be governed/regulated. This is illustrated in Figure 3 below.
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Figure 3: Institutions and Instruments – Power Sector Institutional and Regulatory Framework

It can thus be seen that the SIPP Policy is instrumental in guiding the development of the power sector
and must be in harmony with the other regulatory instruments employed. It is recognised that many of
the instruments listed above are in place and already provide the foundation for some of the policy
recommendations set out herein. There are, however, certain areas where adjustments need to be made
to ensure internal alignment and coherent governance of the sector.
The SIPP Policy provides a basic power sector blueprint or roadmap to guide its development in a
coordinated, deliberate and structured way so as to achieve the stated GOS objectives, minimise risks
to investors and avoid the unintended consequences associated with allowing the sector to evolve
unchecked. In conjunction with the primary legislation, the SIPP Policy provides the guidance for the
additional instruments (regulations, codes, methodologies, etc) in attaining the GOS objectives for the
sector.
It is important to note that, in addition to the direct power sector institutions, there are a number of
other important government agencies that are vital to the development of the sector. These include
the:
a)
b)
c)
d)
e)
f)
g)

Swaziland Environment Authority;
Ministry of Finance as well as the Swaziland Revenue Authority;
Swaziland Competition Commission;
Swaziland Consumer Association;
The Land Management Board;
National Water Authority and River Basin Authority.
Minerals Management Board
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The specific policy aspects associated with this institutional and regulatory framework are covered
below under a number of key themes.
a)
b)
c)
d)
e)

Market Structure;
Legislation, Licensing and Regulations;
Third Party Grid Access;
Tariffs and Pricing;
Subsidies.

5.1.1 Market Structure
Key Policy Issues
The absence of clear policy guidance on the market structure of Swaziland is arguably the biggest
constraint towards the cohesive and constructive development of the electricity sector in the country
and a substantial barrier to IPP market entry.
The prevailing legislation and National Energy Policy advocate the creation of an enabling
environment for the establishment of IPPs and the utilisation of renewable energy resources. However
the way in which these supply options are to be incorporated into the market requires additional detail.
This will serve to provide much needed guidance to investors and reduce their investment risk
accordingly.
More specifically, the market structure should address the following key issues:







The delineation of roles and responsibilities of the different players in the market;
The rights and obligations of market participants (primarily who may sell to whom and
under what governing set of rules);
Support for power wheeling to enable bilateral electricity trading between IPPs and
allowed direct third party off-takers;
Mechanisms to protect the stability and integrity of the current electricity supply market,
the interconnected power system and existing market participants (e.g. to avoid stranded
investments and ensure SEC’s sustainability);
Additional policy, legislative or regulatory support required to give effect to the market
structure;

In considering the potential market structures for Swaziland it is instructive to draw on international
experience and precedent. There have been significant changes in market structures for electricity
supply across the world over the last 3 decades. These changes have generally been driven by a range
of factors, including the need for greater choice and competition for suppliers and customers, the need
to attract funding from the private sector (via IPP participation) and the drive for greater investment
and operational efficiency.
Based on the specific market structure requirements identified for Swaziland and drawing on
international experience from countries that have implemented and revised their own market models,
a hybrid “non-exclusive central buyer” model is proposed for the country. The model proposed is
depicted conceptually in Figure 4 below. Importantly this model overcomes many of the problems
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experienced in markets that implemented the classic “Single Buyer model” while retaining a number
of important benefits for Swaziland. These benefits include:













Increased likelihood of IPP market entry (via multiple selling options);
Alleviation of GOS/SEC funding and guarantee
Figure 4: Recommended Electricity
obligations by shifting funding burden and key
Market Model
risks to the private sector;
No major changes in SEC structure; SEC retains
a central role6;
Appropriate risk allocation between public and
private sector and between suppliers and
customers;
Facilitation of the development of larger power
projects and unlocking benefits of local
resources (e.g. coal, biomass etc);
Protection of captive customers by SERA
against the impact of market liberalization and
potential market power abuse through social
policies and initiatives;
Promotion
of
local
beneficiation
/
industrialization and job creation;
Good balance between flexibility and
complexity.

Policy Position 1
The Swaziland Government shall adopt a “Non-exclusive Central Buyer” market structure to unlock
the potential of local supply options and facilitate the entry of IPPs includingrenewable energy
generation.
In respect of the determination of the most appropriate party to take on the role of “central buyer” it is
typically argued that in order to remove inherent conflicts of interest and level the playing field
between prospective IPPs and the incumbent utility, the central buyer and system operator should be
an independent entity. This does, however, have significant ramifications in terms of additional costs,
resourcing, complexity and creditworthiness of a new standalone entity, particularly for smaller
markets such as Swaziland. As such, it is recommended that an identified transmission licensee be

6

It is noted that, as set out in the ensuing policy recommendations, the proposed market structure will require
unbundling and associated financial ring-fencing of the SEC business areas.
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designated as system operator, as provided for in the prevailing legislation. It is further recommended
that the identified transmission licensee also assumes the role of “central buyer”. These provisions
may require some adjustments to the legislation and licensing framework as noted below.

Policy Position 2
The Swaziland Government shall determine who will assume the role of “central buyer” in
accordance with the prevailing legislation and associated licensing framework.
It is acknowledged, moreover, that the proposed structure introduces certain risks as well as
legislative, regulatory, technical, operational and commercial challenges including:
a) Low cost power may be exported rather than leveraged locally - this may undermine local
beneficiation, industrialization of the Swaziland economy and job creation;
b) Loss of cross-subsidy revenue to SEC/GOS;
c) IPPs could “cherry-pick” the best local customers;
d) Fear of and resistance to IPPs and private investors;
e) The need for clear roles and responsibilities (planning & operational);
f) Increased market complexity
(i) Pricing and Contractual arrangements;
(ii) Backup and balancing arrangements;
(iii) Scheduling, Dispatch & Settlement arrangements.
Understandably it thus makes sense to allow for a gradual or managed liberalization of the electricity
sector via a phased approach in order to allow the industry time to adapt, for institutional capacity and
skills to be built up and to manage these risks to market participants. The phasing should be driven
primarily by the industry’s ability and readiness to move to and deal with the requirements of each
new set of transactions types introduced.
Policy Position 3
The Swaziland Government shall set out the timing associated with the development of different
phases of the proposed market structure, based on a periodic market review and regulatory impact
assessment conducted by a properly constituted market review committee7.

7

This market committee may be independently constituted or the market review role may be undertaken by the
Grid Code Review Panel constituted under the Grid Code (Governance Code).
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Based on the current power market structure and the conceptual market structure/model proposed for
the future, the associated allowed trading arrangements for the different market players in Swaziland
are set out under the proposed stages in Figure 4 below. This structure largely corresponds to that
outlined in the recently published Grid Code for Swaziland.
Figure 4 - Electricity Market Structure and Transactions Supported

Under the current market structure
a) SEC retains its role as “central buyer” of power from IPPs and imports, sells to customers and
is the sole exporter of power.
b) Own co-generation sources may supply power for direct Customer off-take for loads provided
the Generator and Customer are held within the same legal entity or are not connected to the
national grid.
c) Surplus own co-generation supply not consumed by the direct off-take customer may be sold
to SEC.
Under the future proposed market structure
a) SEC retains a central purchasing and selling function.
b) Under the potential future market structure stages, additional freedom and flexibility is
introduced to give IPPs and certain customers more optionality in terms of the transactions
allowed8.

8

It is important to point out that, although the market structure changes are set out here (and in the Grid Code)
according to these stages, there are already certain power transactions taking place in the Swaziland market that
resemble these future stages. In other words the market has moved forward unchecked with associated technical,
operational and commercial risks; the policy and supporting arrangements should thus seek to clarify and
formalize these arrangements.
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(i) For example, in Stage I, own cogeneration sources may additionally transact directly

(i.e. bilaterally) with certain identified third party customers. Such transactions
would require the clear definition and identification of so-called “contestable”
customers and the power would need to be wheeled across the national grid.
(ii) In Stage II, IPPs may transact directly (i.e. bilaterally) with identified third party
“contestable” customers.
(iii) In Stage III, IPPs would additionally be allowed to trade bilaterally with power offtakers across the border (subject to Swaziland licensing and other regional
provisions- e.g. SAPP rules).
It is noted, furthermore that the market structure depicted makes allowance for the potential
introduction of other licensed distribution and/or supply licensees in addition to SEC. These would
include, for example, municipal or other distributors/suppliers. It must be noted, however, that the
introduction (or not) of these additional entities to the market is beyond the ambit of the SIPP policy
which is aimed at addressing the generation and not the customer side of the market. The market
structure reforms around the number and type of distribution and supply licensees should be
addressed under broader remit of the national energy policy.
Customer contestability
The proposed market structure introduces the concept of “customer contestability” for customers that
are eligible to be supplied directly by parties other than SEC (i.e. engage in bilateral power
transactions). It is important to set qualification criteria for such eligibility in order to allow the
introduction of competition, while managing the trade-off between complexity and costs against
benefits.
Eligibility criteria could, for example include connection voltage level (e.g. transmission connected)
and size (e.g. above a certain maximum demand threshold). This would imply that the number of
contestable customers are kept to a manageable level while the market and market capabilities
develop and grow.

Policy Position 4
The Swaziland Government shall define eligibility criteria for Contestable Customers who may
purchase power directly from IPPs (i.e. engage in bilateral transactions).

5.1.2 Legislation, Licensing and Regulations
As noted, the increased role of private sector generation (IPPs) under the proposed market structure
requires a range of additional measures to minimize investment risk and at the same time protect the
technical integrity of the system and economic viability and sustainability of the incumbent utility,
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SEC, without undermining the need to ensure a sustained focus by the utility on operational and cost
efficiencies via appropriate targets and incentives.
The different market structure stages will thus need to be aligned with the prevailing legislation and
will be implemented via the provisions set out in the licenses. As such, the governing legislation9 and
existing licenses may need to be amended to give effect to this. In particular, licensing needs to make
provision for the “central buyer” function and the associated rights and obligations.
The regulatory environment needs to make provision for a clear and well defined approach for IPPs to
enter the market. The evolving power market is seeing an increasing number of distributed generation
sources, particularly with the rapid growth and evolution of smaller scale solar generation. Experience
from various renewable energy and IPP initiatives in the region highlights that transaction and
approval processes are typically complex and expensive, particularly for smaller IPPs. In addition, the
growing number of these distributed generation sources may start to impose an unmanageable burden
on the Authority in terms of licensing and associated regulation.
In order to address this, it is proposed that there is provision for a differentiated licensing and
permitting process for “small IPPs”, as well as for license exemptions. It is thus necessary to define
applicable criteria for market participants that qualify for a simplified fast-track licensing
(registration) processes and for license exemptions respectively. The license exemption criteria and/or
criteria for a fast-track registration process should take account of the evolving distributed/embedded
generation and renewable energy markets.
Application fees and ongoing license and registration fees shall be determined according to the
defined processes and should provide for some degree of differentiation based on the associated
administration costs.
In this regard, market participants should be categorised under 3 key classifications:
a) Entities that, according to the legislation, are exempt from having to hold a license or
registration;
b) Entities that are exempt from having to hold a license but must register with SERA under a
fast-track approval process;
c) Entities that are required to hold licenses.

Policy Position 5
The electricity licensing framework shall make provision for different licensing classifications,
including full licences, licence exemptions and a simplified or fast-track process (e.g. registration) for
certain generation licensees to promote IPP market entry.

9

Primarily the Electricity Act, Electricity Regulation Act, the SEC Act and any associated by-laws.
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It is noted that the license application process as well as the licence fees are set out in the relevant
electricity licensing bylaws, which will be reviewed and amended as required.

5.1.3 Grid connection and access
As set out above, the proposed market structure makes allowance for bilateral transactions between
IPPs and contestable customers. Such bilateral transactions between generators and customers will
require non-discriminatory third party access to the Transmission/Distribution networks accompanied
by clear rules and guidelines to govern technical, operational and commercial aspects of such access.
In terms of Transmission and Distribution network access, the Electricity Act provides that:
“A holder of a Transmission licence shall provide access to all existing and potential users of the
Transmission network on the payment of fees and other charges for network services, as may be
approved by the Authority”10
“A holder of a distribution licence shall provide access to all existing and potential users of the
distribution network on the payment of fees and other charges for network services, as may be
approved by the Authority”11
The recently developed Swaziland Grid Code takes account of the proposed market structure and
includes clear provisions around third party access to the transmission and distribution network. The
Grid Code specifically deals with the technical and operational aspects and provides a well-considered
and structured approach to setting out the most important rules governing access to and use of the
network. In particular:
a) the Network Code addresses connection conditions (for Generators, Distributors and End-Use
Customers);
b) the System Operation Code addresses reliability, security and safety aspects, operations
planning, scheduling and dispatch of generation and ancillary services and resource planning;
and
c) the Market Code deals with the arrangements associated with bilateral energy trading
transactions and the associated balancing energy trading services.
While the Grid Code deals with key aspects associated with third party access, it does not explicitly
deal with the process of securing a connection to the network. SEC does have guidelines published on
its website for connection applications for customers (i.e. electricity consumers), but these would need
to be enhanced and formalised as part of the broader regulatory framework in order to provide greater
clarity and certainty to renewable energy market participants and IPPs.

10

Section 6(2)

11

Section 8(3)(a)
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Such clarity may be provided in the form of a connection policy or a connection application approach
that addresses, among others:
a) The process to be followed in applying for a connection to the transmission or distribution
network;
b) The timeframes for processing and approving connection applications, including the need for
system integration studies and quotes for connection assessment and any associated dedicated
or shared connection infrastructure;
c) The connection charging approach to be applied to recoup the costs of connection (as being
discrete from the transmission or distribution network tariffs charged as part of the approved
tariff methodology), noting the principle that customers should not pay twice for the same
infrastructure; and
d) Rights and obligations of the parties, including a clear understanding of funding and payment,
ownership, maintenance and refurbishment or even replacement of connection assets.
In addition, as with the licensing approach proposed, consideration should be given to a simplified
fast-track connection approach for small IPPs, with standardised connection charges. The same
thresholds as those applied for the licensing may be applied.

Policy Position 6
In order to facilitate bilateral power trade, the required regulations, methodologies/rules and/or
licensing conditions shall be put in place by the Swaziland Government to facilitate an efficient and
effective grid connection process connection charges approach to enable fair and equitable access to
the network(s).

5.1.4 Tariffs and Pricing
Cost-reflectivity
It is noted that the SADC Council of Ministers agreed in 2008 that tariffs in the region should reach
cost reflective levels by 2013. Significant progress has been made and although this target has not
been met in all participating countries, the drive towards cost-reflectivity remains a priority for the
electricity supply industry in the region. The primary reasons for this include:
a)
b)
c)
d)

Ensuring the long term viability of the sector;
Attracting private sector investment (e.g. IPPs);
Increased regional cross-border electricity trade;
Appropriate and efficient use of scarce resources
(i) Investment efficiency;
(ii) Operational efficiency;
(iii) Energy efficiency;
e) Establishing a self-funding power sector that frees up scarce government funds from the
government revenue base to fund other services/areas (e.g. education, healthcare).
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More specifically, it may be argued that end-user tariffs that are below the cost of supply are one of
the most significant barriers to IPP market entry.
In the first instance, if end-user tariffs are below costs, then the viability and ongoing sustainability of
the incumbent utility (i.e. SEC) is undermined. This, in turn, presents additional challenges for IPP
project bankability (or fundability). This is particularly true for project financed IPPs that rely on the
project cash flows and hence the creditworthiness of the off-taker/counterparty to secure the project
funding. This thus either results in un-bankable projects or a requirement for onerous sovereign
guarantees to offset the risk of PPA payment default.
Secondly, in a market structure that provides for bilateral power transactions between IPPs and
contestable customers, below-cost tariffs create a substantial artificial barrier for IPPs to supply
bilateral customers on a fair and equitable basis. This introduces market distortions and erodes
economic efficiency.
In essence, the policy and regulatory challenge lies in balancing conflicting objectives of affordable
tariffs for the low income consumers and cost reflective tariffs for other consumers. Electricity pricing
should reflect efficient market signals, accurate cost of supply and associated price levels that ensure
financial viability and sustainability of the electricity sector as a whole.
The tariff methodology coupled to periodic accurate cost of supply assessments provides the basis for
determining cost-reflective tariffs.
Notwithstanding the above, it is acknowledged that certain socio-economic objectives (such as
protection of the poor and/or the development/protection of earmarked economic sectors) may well
necessitate deviation from true cost-reflectivity. Such deviation should be clearly set out as described
in more detail under section 5.1.5 below dealing with subsidies and cross-subsidies. The tariff
approach may, moreover, include an agreed transitional tariff path (or “glide path”) in moving from
current to target tariff levels in order to reduce price shocks to consumers.

Policy Position 7
The Swaziland Government shall ensure that the cost of supply studies are commissioned periodically
to determine and benchmark the efficient cost of electricity supply.

The results of the cost of supply studies shall be applied in applying the approved tariff methodology
when evaluating and approving tariff applications from licensees.
Regulated Tariffs and Negotiated Prices
It is important to point out that the above discussion on cost-reflectivity relates to regulated tariffs.
Regulated tariffs are required for services where there are no alternatives and competition is
insufficient to contain prices and protect customers. However, where a degree of competition or
36

choice is introduced, as is the case with bilateral electricity transactions under the proposed market
structure, then there needs to be provision for commercially negotiated pricing. In other words, for
bilateral transactions, electricity pricing is negotiated on a “willing seller, willing buyer” basis. As a
result, under the proposed market structure regulated tariffs and negotiated prices must be able to coexist harmoniously, as illustrated in Figure 5 below.

Figure 5: Regulated Tariffs vs. Negotiated Prices

Policy Position 8
The legislation, licensing framework, regulations and tariff methodology shall make provision for
both regulated tariffs and negotiated pricing.

In order to provide greater market certainty and reduce development and transaction costs for smaller
IPPs, it is furthermore recommended that a standardised pricing approach be applied. This would
require the clear delineation of “small” versus “large” IPPs as provided for under the proposed
procurement approaches dealt with in section 5.3 and Policy Position 9 below.

Policy Position 9
The Swaziland Government shall establish an appropriate pricing methodology to be applied for
small IPPs that sell to the Central Buyer.
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Tariff Unbundling
As noted above, non-discriminatory third party access to the networks is fundamentally reliant on
cost-reflective and affordable charges for the use of the network(s). Inaccurate or inappropriate
network charges represent a significant barrier to IPP market entry under the proposed market
structure. Addressing this barrier requires that the costs and charges for access to and use of the
networks are unbundled from other services and are based on the underlying cost of supply. The costs
for access to and use of the network should thus be reflected in unbundled “use-of-system” charges
(also often referred to as “wheeling” charges).
The current SERA tariff methodology is premised on a vertically integrated market structure and
describes the approach to establishing bundled SEC tariffs to end users. As noted in the methodology
itself, market structure reforms would necessitate a review of the tariff methodology. The tariff
methodology should thus be reviewed to accommodate the revised market structure and should
provide for appropriate unbundling transmission/distribution network license network related costs
and charges from other services.

Policy Position 10
Network costs and tariffs shall be unbundled (e.g. charges for use-of system, energy losses, service
and admin charges) to accurately reflect the cost of supply.
It is recognised that this is a significant task for licensees to undertake the implications shall be taken
into account when considering the timing of the different phases of market development as provided
for under Policy Position 3 above.
It is noted that tariff unbundling gives rise to the need for a revised approach to tariff regulation. The
SERA tariff methodology would need to be adjusted accordingly.
The overall indicative conceptual approach to the required tariff unbundling is illustrated in Figure 6
below.
Figure 6. Unbundled Electricity Tariffs
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Therefore, in order to unbundled costs and tariffs, SERA will need to develop a revised electricity
pricing approach to accommodate the proposed market structure and amend the tariff methodology
accordingly. The electricity pricing approach will cover, among others, the following key aspects:
a)
b)
c)
d)
e)
f)
g)

Pricing interfaces;
Electricity pricing principles (regulated vs negotiated);
Generator pricing approaches (small/large IPPs, SEC generation, Imports);
Transmission network pricing approaches;
Wholesale (bulk supply) energy pricing;
Distribution network pricing and retail tariff approaches12;
The need to ensure that parties to bilateral power transactions do not escape paying the
applicable network and other system charges as well as approved subsidies.

5.1.5 Subsidy Framework
Economic theory suggests that the allocation of resources is optimised when products are priced at the
true cost of supply. This is arguably the best position to promote long term sustainable economic
efficiency and job creation. Any significant deviation from this inevitably creates pricing distortions
and will lead to sub-optimal economic outcomes.
It should thus be recognised that hidden, uncontrolled and unfocused subsidies, cross-subsidies, levies
and surcharges can and will cause long term structural damage to the economy that, at best, will take
many years to correct.
By way of example:
a) Tariffs that are below the cost of supply may result in unchecked electricity consumption and
wastage resulting in unnecessary investments in supply and subsidy spending.
b) Tariffs that are above the cost of supply will prevent customers from using electricity to
improve the quality of life and will prevent companies from expanding and employing more
people.
However, if cross-subsidies are deemed necessary, then these should be debated in a transparent
manner and, should be comprehensively documented in an approved national electricity-subsidy
framework and clearly disclosed in the tariffs.

12

This aspect is included here for completeness, but as discussed under the market structure policy
recommendations or positions on the distribution and supply aspect of the market are beyond the scope of the
RE&IPP policy.
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Policy Position 11
The Swaziland Government shall develop a carefully designed subsidy framework to deal with
subsidies, cross-subsidies, levies and surcharges.
In doing this, it is important to promote a comprehensive understanding of the overall subsidy
environment between stakeholders, including a common terminology around the different types of
subsidisation (e.g. subsidies, cross-subsidies, levies, surcharges etc).
In addition in setting up the subsidy framework, the following is noted, based on international
experience:
a) Subsidies should be targeted to benefit specific parties, thus minimizing their distorting effect
on the economy as a whole. For this reason, “demand side” subsidies are often superior to
“supply side” support.
b) A clear distinction between capital and operating subsidies with a preference for capital rather
than operating subsidies helps limit economic distortion from subsidies.
c) Sources of subsidies must be clearly identified with the aid of a subsidy framework that helps
indicate who will contribute to the subsidy, cross-subsidy, levy or surcharge (e.g. the
Government of Swaziland, donor/aid agencies, other customers). Cross-subsidies should not
place an unreasonable financial burden on the parties funding the subsidised customers or
services, particularly if this would undermine their market competiveness.
d) Subsidies should be transparent to make them easier to track, manage, and be debated as a
public policy choice when needed.
e) Collection and disbursement mechanisms of benefits/payments from subsidies should be
clearly defined, efficient and not place undue administrative/financial burden on customers,
authorities or licensees.

5.2

Power Sector Planning

Planning Process
It is noted that one of the biggest challenges that Swaziland faces is insufficient national generation,
with a reliance on increasingly expensive and unreliable imported power from Eskom in South Africa
to meet almost all its baseload demand. Indigenous generation that is all hydro-based and focused on
meeting peak demand leaves the country extremely vulnerable to the risk of drought and highlights
the need for local base-load capacity. This situation places Swaziland in a precarious position both in
terms of supply security and the cost of power.
Countries typically undertake a process of “integrated resource planning” to evaluate the optimal
portfolio of generation options and associated network expansion requirements to meet projected peak
capacity and energy demand for a defined period into the future. In developing the integrated resource
plan (IRP), countries often define an unconstrained (least cost) plan as a base case and then make
various strategic or policy adjustments to accommodate other planning objectives. Such additional
objectives may, for example, include a need for domestic supply self-sufficiency (e.g. removal or
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limitation of lower cost imports), the inclusion of renewable or low carbon supply options and the
inclusion of different fuel sources or generation technologies to deliver a degree of supply diversity.
It must be noted that in carrying out this national planning process, Swaziland should avoid an
overreaction to the risk of imported power. Power imports should be evaluated together with the
various in-country options.
As the market expands to allow for a range of renewable energy and IPP generation options, it
becomes more complex to undertake the IRP planning process. With independent investors seeking to
participate in the market it is important for the planning process be fair, transparent and equitable in
order provide a level playing field for all participants.

Policy Position 12
The Swaziland Government shall develop long term (20 years) integrated resource plan (IRP), to
serve as a guideline for power sector planners, IPPs and electricity customers. 13

The IRP shall include the following:
a) A peak capacity and energy demand forecast;
b) Anticipated performance of the prevailing supply options;
c) A comprehensive review of available new generation supply options including SEC
expansion, cross-border imports, IPPs (renewable and conventional), embedded generation
and demand side options;
d) Due consideration for policy guidelines around self-sufficiency, private vs public ownership,
renewable vs conventional thresholds or limitations;
e) Expansion of the grid;
f) Consideration for a least cost expansion plan with provision for policy adjustments to achieve
adefined strategic or other socio-economic objectives;
g) Energy efficiency and electricity access initiatives;
h) The SE4ALL initiative and associated member countries Action Agendas.
The planning process should be set out clearly in terms of roles and responsibilities of key players
plus associated timeframes - planning horizon (e.g. 10-20 years) as well and review period (e.g.
biennial)). The planning process needs to furthermore, appropriately incorporate and account for
demand side initiatives, self-generation, bilateral trading and embedded generation etc.

13

It is recognized that the MNRE is currently engaged together with SEC in developing an IRP. The policy
position thus seeks to formalize and entrench this process, provide some policy guidance and ensure that the
plan is reviewed periodically
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It is important to ensure that the ultimate planning responsibility should vest with the MNRE as the
policy custodian of the power sector. While it is important that SEC (as licensed transmission
provider and proposed system operator and central buyer) is closely involved in the process, it has an
inherent conflict of interest and may inadvertently (by virtue of better access to information) or
intentionally promote its own projects ahead of those of IPPs. The governance processes and approval
of the IRP would need to take account of this.

5.2.1 IRP Planning Inputs
It is recognised that there is significant potential for the development of various power projects within
Swaziland both by SEC and the private sector. These range from large coal-fired projects, sugar cane
bagasse-fired cogeneration, to wind, hydro and solar opportunities. However the feasibility and
relative attractiveness of the various projects for Swaziland is unknown. It would thus be instructive
to gather relevant information pertaining to all potential projects in Swaziland and in neighbouring
countries that have potential to meet Swaziland’s power demand over the next few decades. Access to
this information would also prevent Swaziland from locking itself into any expensive long term
options that are possibly not optimally positioned to address the power supply needs at lowest cost,
least risk and in an environmentally sustainable way. This may be done via a public request for
registration and information (RFRI) process, which can be updated periodically to coincide with the
IRP review timeframes.
This exercise should provide key input data for the IRP process and the proposed periodic (e.g. every
2 years) reviews and allow the GOS to keep a register of potential power projects. In addition, based
on the information obtained, the GOS may elect to set specific IRP planning parameters around, for
example, renewable energy target, IPP participation, imports etc. At this stage, however, it is
considered premature to make any attempt at this. Swaziland is in urgent need of lowest cost and
fastest to market solutions that can reduce its vulnerability to imported power and indigenous hydro
generation.

Policy Position 13
The Swaziland Government shall commission a power generation resource assessment including the
solicitation of potential power generation options via a transparent Request for Registration and
Information fact-finding exercise.

The identified generation options shall be used to establish a project register of potential power
projects, inform the IRP planning process and periodic reviews and, if deemed appropriate, set
specific targets associated with different generation options.
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The resource assessment shall take cognisance of:
a)
b)
c)
d)
e)
f)
g)

Conventional (non-renewable) generation opportunities;
Renewable energy opportunities;
Indigenous and cross-border supply options;
Co-generation potential (sugar and biomass);
SEC and private sector generation;
Own generation and embedded generation potential;
Demand-side initiatives.

The power generation project register should facilitate open access to the public for basic project
information as well as the protection of commercially sensitive project information provided.

5.3

Power Capacity Procurement

It is crucial that the private sector plays a pivotal role in addressing the future electricity needs of
Swaziland. This will reduce the funding burden on the GOS, relieve the borrowing requirements of
government agencies and introduce generation technologies that the GOS may not consider part of its
core function. Such technologies may include, for example, off-grid and mini-grid supply, distributed
or embedded generation, co-generation and small-scale renewable projects.
The introduction of private sector generation will contribute greatly to the diversification of both the
supply and nature of energy production, assist in the introduction of new skills and capital into the
sector, and enable the benchmarking of performance and pricing.
This raises the question as to how Swaziland should go about procuring such new capacity. In
principle there are a number of possible approaches. The most common of these are listed below:
a)
b)
c)

Unsolicited bids;
Formal procurement program (Competitive Bidding/Reverse Auction);
Feed-in-tariff scheme, net-metering, embedded generation tariff.

In terms of the new generation capacity procurement, the Electricity Act provides that SERA shall, in
cooperation with the MNRE, prepare and run competitive new generation capacity tendering
processes. Following such process, bidders shall be contracted in accordance with regulations
published by SERA and approved by the MNRE.
Provision is made for capacity procurement outside the formal tendering process “only for special
reasons, such as, among others, urgent need for new capacity or small value of the procurement”. This
drafting is open to interpretation and some discretion as to when a formal competitive process must be
followed and when unsolicited bids or other approaches may be entertained.
The different procurement approaches have distinct advantages and disadvantages summarised in
Table 2 below.
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Table 2: Alternative Power Capacity Procurement Approaches
Procurement
Approach

Key Advantages

Key Disadvantages

Unsolicited
bids

 Simple process
 Low administrative cost
 Opportunistic – quick to market

 Higher electricity prices
 Unstructured evaluation process
 May lock country in to weak projects
(“first-come – first served”) with no
awareness of better alternatives

Feed-in tariff
(FiT)

 Highly effective
 High investment security
 Strong market dynamic

 Higher electricity prices
 Difficult policy-design (e.g. difficult to
control penetration speed; false design may
lead to over- or underestimated expansion
rates)

Net metering

 Less complex than FiT
 Lower cost than FiT

Public
Competitive
Bidding

 Strong market-orientation
 Competitive prices
 Check on capacity addition

 Lower financial benefit than FiT
 Not suitable for utility-scale installations
 High administrative cost
 Applicants may bid too low to win the
tender; may lead to non-completion of
project or bankruptcy

Source: (GIZ, German Federal Ministry for Economic Cooperation and Development (2012) adapted
Based on the above summary, it is clear that each option has advantages and disadvantages for
Swaziland. In order to exploit the relative strengths of each a hybrid approach is proposed as
summarised below.
a) Public Competitive bidding should be undertaken as set out in the legislation, for “larger
projects” that represent a significant portion of the total capacity required for Swaziland and
which would commit the country to a substantial long term contract or funding liability.
“Larger projects” would need to be defined by the MNRE. SERA should then set up the
overall procurement and contracting process and publish this in regulations accordingly.
Given the size of the market and therefore the size of projects that can realistically be
developed in Swaziland, it is furthermore proposed that standardised project documents be
used to simplify contract negotiations, reduce risks, minimise transaction costs and expedite
the contracting process. The South African REIPPP programme is a good example of this
standardised contracting approach.
b) Feed-in-Tariffs and/or net-metering should be applied for smaller IPP projects and
embedded generation.
c) Unsolicited bids should be avoided as far as possible. However, if entertained, these should
be limited to opportunistic projects that are able to deliver capacity quickly but that do not
lock the country or consumers into expensive long term contracts or liabilities. The evaluation
of unsolicited bids, moreover requires a well formulated evaluation methodology in order to
understand the project economics and risks and apportion the risks appropriately. In
considering unsolicited bids, it is instructive to point out that an assessment of IPP projects in
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sub-Saharan Africa identified that the PPAs had to be renegotiated for many projects that
were procured urgently (i.e. amidst electricity crisis) without adherence to power master
plans. In other words the urgency led to procurement decisions that were not sustainable and
the PPAs were not able to survive the risk of default.

Policy Position 14
Swaziland Government shall employ a hybrid procurement approach to new generation capacity.,

The new generation capacity shall comprise;
a)
b)

Public competitive bidding processes for “large” IPP projects;
Feed-in-Tariff and/or net-metering for “small” IPP projects and embedded
generation;

Unsolicited bids, only for smaller opportunistic projects that are able to deliver capacity quickly but
that do not lock the country into expensive long term contracts or liabilities.
In terms of specific actions, the GOS would need to:
a) Establish objective thresholds/criteria to differentiate between “large” and “small” IPP
projects;
b) Design the necessary programmes, rules and structured project evaluation framework for
assessing projects;
c) Develop a set of standard project contracts and documents to be used for contracting new IPP
capacity, thereby reducing complexity, minimising risk, lowering transaction costs and
shortening project development timeframes.

5.4

Funding & Bankability

The overall institutional framework, comprising policy, legislation and subordinate regulatory
instruments discussed thus far can go a long way in addressing the barriers to renewable energy and
IPP project development. However, it must be recognised that renewable energy and IPP projects are
typically characterised by high upfront capital costs that act as an additional barrier to entry and a
sound institutional framework alone will not necessarily attract investment. Financing these capital
costs represents an ongoing challenge for power projects, not only in Swaziland, but in the region in
general.
Large infrastructure including renewable energy and IPP projects may typically be funded via various
approaches as summarised in Figure 7 below.
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Figure 7: Infrastructure financing options

Source: Deloitte
These are discussed briefly further below.
Project Finance
This represents a very common approach to the financing of renewable energy and IPP projects - with
almost all projects in the South African REIPPP programme financed in this way14. Reasons for this
include the fact that this approach ring-fences the project costs and risks and allows equitable
allocation of a project risks between the various stakeholders of the project. The approach also
provides a funding mechanism where the project developers/sponsors either do not want to expose
their businesses directly to the project costs and risks or are unable to fund the project on the strength
of their balance sheet(s).
Under project financing arrangements, long-term infrastructure is financed on a so-called nonrecourse or limited recourse basis. Project debt and equity are paid back from project cash flows (i.e.
ring-fenced cash flows). The financing is secured by the project assets and revenue-producing
contracts (e.g. the PPA), as opposed to the developer/sponsor’s balance sheet. The project and

14

56 of the 64 projects in Rounds 1, 2, and 3 South African REIPPP programs are project financed (World
Bank, 2014)
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associated cash flows are typically housed in a special purpose vehicle (SPV) created specifically for
each project.
Project financing is specific to each project and, as a result, structuring tends to be costly and timeconsuming and, therefore, only justifiable for large-scale projects. Project finance investment
structures are typically long-term (20+ years) in nature and make use of high debt levels (e.g. 70:30 or
80:20 debt:equity ratios).
Because the financing structure by design ring fences the project costs and risks and limits any
recourse to the developers/sponsors, lenders also typically require a range of additional risk
management instruments or guarantees to secure the debt funding in cases where the PPA
counterparty (i.e. party paying PPA charges) is not sufficiently creditworthy. This is generally the
case with most of the electricity utilities in the SADC region. Such risk management instruments
and/or guarantees would include, for example:
a) Performance bonds (for construction);
b) Partial Risk Guarantees - repayment coverage for lenders against failure of host government
to perform on a private project;
c) Political Risk Insurance - coverage for lenders or investors against political events and
contract termination/default;
d) Sovereign Guarantee - coverage provided by host governments against political or project
risks;
e) Export Credit Insurance or Guarantees – provided by suppliers of products or services to the
project;
f) Contingency reserves (e.g. debt service and maintenance reserves);
g) Escrow accounts housing some buffer to cover any period(s) of payment default.
These elements need to be appropriately incorporated into the project structuring, in an overall risk
management or security package that would ensure the “bankability” of the project and facilitate its
financing. Importantly for Swaziland, these aspects need to be well understood so that an appropriate
package of guarantees and risk mitigation measures are provided without unnecessarily encumbering
the GOS.
Finally, given the cost and complexity of setting up and concluding project financing arrangements
and the associated guarantees required, it is understandable that the commercial banks in the region
may have limited appetite for smaller renewable energy and IPP transactions. The GOS would also
find it difficult and impractical to engage bilaterally on a large number of smaller projects. It may
therefore make sense to adopt a more holistic approach by, for example, aggregating the debt and
guarantee requirements for a portfolio of similar projects so that the funding can be raised and
guarantees provided as part of a total larger package. For smaller projects, standardised PPAs and
other agreements would moreover reduce complexity and transaction costs while allowing for a faster
development cycle.
Corporate Finance
In contrast with project finance, corporate finance is able to secure debt on the strength of the project
sponsors’ or developers’ corporate balance sheet. In other words the individual project cash flows are
of lesser significance as the corporate entity provides sufficient capacity and creditworthiness to stand
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behind and honour the debt repayments. As a result corporate financing is typically quicker and less
costly than project financing.
The downside of corporate financing is that many corporates are either too small or unwilling to
expose their wider businesses to the risks associated with individual (renewable energy and IPP)
projects. In other words they lose the ability to ring-fence and isolate the costs and risks of such
projects.
Despite the different approach, corporate financed projects also often still seek to make use of the
various risk management instruments listed above to minimise risks. These transactions would,
however, have more flexibility in securing the necessary funding on the back of the corporate entity’s
financial strength.
Typical entities that may be willing to provide corporate financing would either be large local
businesses or large international project developers that take a strategic view on entering the market
and are, as such, prepared to assume the associated risk. In certain instances, where the necessary
guarantees required for project financing are not forthcoming, this is the only way to deliver a
bankable project.
Government Financing
Government financing is similar to corporate finance except that is reliant on the government balance
sheet and associated government capacity to borrow and invest in projects.
In considering government financing options, it is noteworthy that many countries aspire for selffunding power sectors as this releases scarce financial resources from the fiscus to fund other vital
services/areas (e.g. Education, Healthcare). This is also in line with the sectoral objectives in
Swaziland’s National Development Strategy that seeks to move public enterprises to financial selfsufficiency.
It is noted, furthermore, that many governments in the SADC region, including Swaziland, face
significant constraints in funding power projects. Indeed, this is one of the key drivers of power
market reforms and attracting private investment into the generation sector via IPPs.
Export Credit Agency Financing
In addition to the export credit insurance of guarantees outlined above, export credit agencies also
typically provide direct project financing. This can be done in a number of ways, including:
a) Direct loans under a simple structure in which the loan is conditional upon the purchase of
goods or services from the lending country.
b) Financial Intermediary Loans where an export–import bank lends funds to a financial
intermediary, such as a commercial bank, which in turn lends the funds to the importing
entity/project.
c) Interest Rate Equalization where a commercial lender provides a loan to the importing
entity/project at below market interest rates, and in turn receives compensation from the
export–import bank for the difference between the below-market rate and the commercial
rate.
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Export credit agencies currently fund and underwrite a substantial portion of project finance
transactions in developing countries. This thus represents a significant and important source of
financing for renewable energy and IPP projects.
Development Finance
Development Finance Institutions (DFIs) are an important source of funding for renewable energy and
IPP projects. DFIs occupy the space between public aid donor funding) and private investment. DFIs
are financial institutions that provide finance to the private sector for investments that promote
development in developing countries and regions where access to private sector funding is limited.
DFIs can raise large amounts of funds on the international capital markets at very competitive rates
because of their superior creditworthiness and liquidity.
DFIs deliver very real benefits in funding capital projects in developing countries and access to DFI
funding will form an integral part of the strategy to promote renewable energy and IPP projects in
Swaziland.
Grants, Donor Funding and Climate Finance
Historically, early development and equity capital for many IPP projects in Sub-Saharan Africa has
come in the form of grants from governments, donors, or non-governmental organizations.
Donor and grant funding is often focused on project preparation and implementation, power sector
reform and restructuring. Typical activities supported by donor programmes cover the whole
investment life-cycle, including feasibility studies, design, project supervision, environmental and
social impact assessments and procurement support. Such donor or grant funding may be focused on
renewable energy or conventional energy sources.
In addition, international, regional or national climate finance can play an integral role in facilitating
Swaziland’s transition to more environmentally sustainable systems of energy production and use,
while also addressing national priorities of enhancing energy security and reducing energy poverty.
Efforts to access available climate finance will be part of Swaziland’s strategy to decrease financing
risk for investors and developers desiring to invest in renewable energy generation projects.

Policy Position 15
In terms of power sector financing, the Swaziland Government shall explore all viable financing
sources for SIPP projects and create a conducive investment environment taking cognisance of the
particular needs associated with the financing approach and/or institution.
More specifically, this requires that the GoS:


Engages with potential developers and financiers to understand and put in place the required
risk mitigation instruments and guarantees to facilitate project finance transactions.
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Understands the requirements for export credit and DFI finance arrangements and removes
any barriers that would inhibit access to these funding options.
Explores ways to raise the profile of various donor and grant funds and funding agencies and
thereby improve access to these funds by renewable energy and IPP developers.

Renewable Energy and Rural Access Fund
The Electricity Act makes provision for the establishment of a donor-supported Rural Access Fund
(RAF) by the GOS to provide grant support for the co-funding of priority investments increasing the
access of the rural population to basic infrastructure services. It is envisaged that the monies in the
fund would come from a range of sources including moneys appropriated by the GOS, surplus funds
from the operations of SERA (e.g. dividends), a levy on bulk purchases of electricity from generation
stations, and donations, gifts, grants and loans acceptable to the MNRE and MOF.
Taking cognisance of the grant and donor funding options set out above, it would make sense to
additionally establish a Renewable Energy Fund to take advantage of and deploy any funds raised in a
way that supports the defined objectives for the sector.
Given the potential overlap of potential projects as well as the need to make optimal use of scarce
skills and resources in Swaziland, it may also make sense to establish a combined renewable energy
and rural electrification agency to oversee and administer the fund(s) established. In this regard, the
advantages and disadvantages of establishing a combined fund or separate funds will be assessed.
This decision should be taken with due consideration for the provisions of the legislation and any
conditions attached to donor or grant funding received.
The fund(s) should be considered as part of the portfolio of financing sources to be explored and
exploited in order to advance renewable energy as well as rural energy access in Swaziland.

Policy Position 16
The Swaziland Government shall establish a Renewable Energy and Rural Access Fund (or Funds)
and constitute a Renewable Energy and Rural Electrification Agency to administer the fund(s).
To give further effect to this, the GOS shall develop policy setting out:
a) Applicable sources of funding and associated mechanisms (e.g. levies), as appropriate.
b) How the funds from the Renewable Energy and Rural Access Fund(s) are to be deployed in
order to meet the applicable renewable energy and rural access objectives and targets.

5.5

Taxes and Incentives

The prevailing tax regime is a key policy instrument that can either negatively or positively influence
investment. A tax burden that is low relative to those levied in other competing locations, would
encourage investment, particularly where project viability and investment returns are marginal.
Complex, poorly designed, unpredictable and non-transparent tax regimes also lead to increased
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uncertainty and risk as well as additional compliance costs that could discourage investment. In this
regard, tax systems that leave too much administrative discretion in the hands of officials in assigning
tax relief tend to invite corruption and undermine good governance, which is of paramount
importance to presenting an attractive investment environment. Policy should thus ensure that the tax
system imposes a favourable (or at least acceptable) and predictable tax burden, is easily administered
and mitigates rather than contributes to project risk.
In addition, special incentives play an important role in promoting investment in certain sectors or
areas. In this regard, care should be taken to ensure that the benefits of such incentives reach the
intended targets and do not lead to excessive revenue loss to government.
One of the central challenges for policy that seeks to promote investment is this trade-off of tax
concessions and incentives while simultaneously raising adequate tax revenues to support broader
infrastructure development and other socio-economic initiatives needed to create a stable and enabling
environment for direct investment. This is a complex interplay of potentially conflicting objectives.
The Swaziland Revenue Authority administers taxation in Swaziland under three laws, namely:
a) The Customs and Excise Act (1971);
b) The Income Tax Order (1975) – plus Amendment Orders;
c) The Value Added Tax Act (2011).
In the context of the challenges highlighted, it is noted that there are various tax and customs duty
exemptions or deductions provided for in the prevailing Swaziland legislation, but these may need to
be reviewed to provide more compelling incentives for the deployment of renewable energy and to
attract IPP investment. This is understandably a complex and specialised area and, as such, specific
recommendations are beyond the remit of SIPP Policy. These aspects also need to be addressed more
holistically with the involvement of key stakeholders including the MNRE, the MOF, MOEPD, SIPA
under a revised “investor roadmap” 15 to be published on a GOS administered website and made
available to prospective investors.

Policy Position 17
The Swaziland Government shall, in conjunction with relevant stakeholders, review the various tax
and customs obligations as well as deductions, exemptions and special incentives for IPP investments.
In reviewing the “investor roadmap”, there are specific aspects particular to the promotion of
renewable energy and IPP investment that should be tabled as part of this process. These are listed
below.

15

It is noted that the “Swaziland Investor Roadmap” reviewed is dated May 2005, which is now already 10
years old and thus in need of an update.
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a) Reduction or waiver of import duties and taxes on renewable energy (and other power
generation) equipment;
b) VAT refunds on renewable energy (and other power generation) equipment;
c) Capital allowances and accelerated depreciation;
d) Tax concessions on dividends;
e) Consideration for a production and investment tax credit framework;
f) Review of the provisions around the Income Tax grace periods (“tax holidays”);
g) Consideration for a fossil fuel or carbon tax ;
h) Etc.
As applicable, the GOS may need to additionally review any applicable investment, tax, customs and
excise or other legislation to give effect to these provisions.

5.6

Regional Integration

The GOS signed international agreements that help establish an initial framework to create an
enabling environment for IPPs. The most important of these are International Agreements with
Southern Africa Development Community (SADC), including the Southern African Power Pool
(SAPP), and the Regional Electricity Association of Southern Africa (RERA).
SADC has devised a number of plans and policy tools in recent years that govern energy sector
planning and intervention in the region, which demonstrate a shift towards renewable energy
development in the regional energy agenda.

Policy Position 18
The SIPP Policy and, in particular, associated implementation of the policy shall align with and
support Regional agreements previously signed.

5.7

Rural Electrification and Mini-Grid Supply

Mini-grids are an important alternative to enhancing the effectiveness of central grid extension and
increasing access to reliable electricity supply in developing economies. Mini-grids are defined as one
or more local generation units supplying electricity to domestic, commercial, or institutional (e.g.
clinics, libraries, schools) customers over a local distribution grid. They can operate in a standalone
mode (i.e. off-grid) or can also interconnect with the central grid if and when available.
As many of the residents of Swaziland without access to electricity are located in remote and rural
locations, targeted policies and support programmes are required to ensure this market segment gains
access to electricity. The high cost of extending grid infrastructure to remote areas coupled to utility
funding constraints create an opportunity for mini-grid solutions, which can be more cost effective
and efficient than some larger scale grid expansion projects.
Recently, the dramatic decrease in the prices of solar PV and wind equipment costs, coupled with
incentive programmes in some regions, has contributed to the rapid growth of this sector. This has
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made the cost of some renewable power projects cost competitive with conventional generation
options. Mini-grids can use a combination of technologies and resources beyond just wind and solar.
For example batteries, diesel generators, biomass, biogas, mini-hydroand other waste-to energy
technologies may also contribute to mini-grids.
Given the overall size of the Swaziland power market, the mix of large industrial and agricultural,
medium size commercial and small domestic customers as well as the potential financial constraints
on national grid expansion, mini-grids and small scale embedded/distributed generation are likely to
play a significant role in extending electricity access and in developing the renewable energy and IPP
market in Swaziland. The size of the market essentially implies very limited scope for large scale IPP
deployments. A clear policy and regulatory framework for mini-grids would thus help enable their
deployment in Swaziland and improve energy access, particularly for rural customers - without
imposing a large financial burden via a larger national grid expansion programme that would arguably
not be economically viable or sustainable. Over time isolated (or off-grid) mini-grids may be
integrated into the national grid as its reach is extended on the back of more sustainable power
demand and economics.
Benefits and Challenges of mini-grids/off-grid supply
Mini-grids have distinct advantages over central grid extension and other decentralized energy options
in providing access to reliable and affordable electricity:
a) Compared to central grid extension, mini-grids can be less expensive due to lower capital cost of
infrastructure (depending on distance) and lower cost of supply by avoiding transmission and
distribution losses.
b) In countries with power shortages, electricity supply through the central grid, especially in rural
areas, may not be reliable. In such regions, mini-grids that can be designed and operated
effectively, can be more reliable than the central grid in providing electricity access and can
ensure local energy security.
c) Mini-grid developers have the potential to access capital beyond the traditional power sector
(including, for example earmarked grant or donor funding), and may be able to provide quicker
access to electricity than central grid extension that may be prone to bureaucratic hurdles and
slow implementation.
d) Unlike other decentralized energy options like solar home lighting systems and off-grid lighting
products, mini-grids (depending on their size) can provide electricity to not only residential loads
such as lighting and phone charging, but also to smaller commercial and industrial loads like mills
and oil presses.
e) Mini-grid developers have strong incentives to pursue demand-side management, to keep capital
cost of generation equipment low.
f) Development and operation of mini-grids can create local jobs.
Notwithstanding the clear benefits, mini-grids and off-grid supply are not without challenges to
successful deployment and long-term sustainability. These challenges include but are not limited to:
a)
b)
c)
d)

High up-front capital costs;
Low capacity factors (due to the nature of the typical customers served);
Potentially higher tariffs than comparable utility customers;
Insufficient financing and specialised investment support;
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e) Technology standards, quality and failures;
f) Lack of effective institutional arrangements to ensure reliable and efficient operation and
maintenance over time;
g) Lack of or inadequate mechanisms to address grievances;
h) Uncertainty in the face of possible future central/national grid extension;
i) Lack of clear technical and commercial frameworks for feeding power from small scale
embedded generation into the mini-grid or even into the wider national grid.
Well-designed policies and appropriate institutional arrangements along with effective financing
mechanisms can address many of these challenges and enable the successful and sustainable
deployment of renewable energy-based mini-grids.
Tariffs and Sustainability of mini-grid supply in Swaziland
In order to ensure that mini-grids play a successful role in the long-term provision of electricity access
in Swaziland, it is necessary to ensure their sustainability; historically in many markets there has not
been sufficient focus on their on-going viability and success. Sustainability also requires an
assessment of mini-grid policy requirements from all stakeholders.
Rural electrification is an important goal of the GOS, but it is usually expensive, and for many IPPs
and/or mini-grids serving isolated communities there is a gap between their capital and operating
costs and their revenues. The cost-revenue gap arises because of legal or regulatory restrictions in
respect of allowable tariffs that may be charged or inability of the consumers to pay rates that would
support economic viability.
Moreover, even if IPPs and/or mini-grids are allowed to charge tariffs that are cost-reflective, they
still may be unable to sign up a sufficiently large customer base if the initial customer connection
charges are too high. And even if the IPP and/or mini-grid solves up-front capital problem, if the
average consumption of its customers is too low to deliver sufficient revenue to cover operating costs,
viability remains under threat. In such instances, there is a compelling case for the government and
regulator to put in place measures that assist IPPs and mini-grids to close this cost-revenue gap and
achieve commercial viability.
In this regard proper access to and administration of donor, grant and DFI funding can alleviate these
constraints in line with the provisions of a properly set up and administered subsidy framework. This
requires that the proposed Renewable Energy and Rural Access/Electrification Agency uses a
common financial analysis tool to measure the gap between the costs of supply electricity and the
revenues that can be collected.
Furthermore, in closing the gap, the GOS, through SERA, needs to provide policy measures relating
to tariffs that would help IPPs and mini-grids to operate viably. Such measures include:
a) Allowing mini-grids to charge tariffs above a uniform national tariff if required to recover
efficient operating, capital costs and financing.
b) Allowing mini-grids to cross-subsidize different customer groups, within the bounds of any
subsidy framework and associated regulations/rules as well as well as prevailing competition
law provisions;
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c) Allowing mini-grids to charge tariffs that include depreciation on equipment financed through
grants if it is envisaged that it will eventually have to be replaced by the IPP or mini-grid
owner even if it was originally paid for by a donor or grant;
d) Granting mini- grids flexibility in deciding on the tariff structures that work best for their
technology and business models, subject to tariff structuring guidelines set out by SERA as
well as prevailing competition law provisions;
e) The monitoring of quality of service and quality of supply standards;
f) IPP protection in the event grid extension occurs sooner than projected. Should the investor
decide to sell the infrastructure to the utility, the GOS shall ensure a fair price.
Due to the wide range in costs of mini-grid systems, regulating consumer tariffs is often accompanied
by some form of subsidy (either from the government or the local electric utility) to ensure financial
viability of a mini-grid project. It is essential to ensure that the incentives or subsidies that
complement tariffs are adequate, disbursed in a timely manner, and have minimal bureaucratic hurdles
from the perspective of project developers and financiers. Inappropriately designed regulations and
inefficient subsidy disbursal mechanisms could jeopardize the financial viability of private developers
and drive them out of the market.

Policy Position 19
The Swaziland Government shall revise pricing approaches and update the tariff methodology to take
account of the specific requirements of mini-grids to ensure their viability, sustainability and
compliance with relevant legal and regulatory provisions.
Specific capacities needed to build, manage, finance or regulate decentralized projects are usually
absent in a system that has predominantly relied on central grid extension and operation as the main
approach for providing electricity access. For the successful development of the mini-grid sector in a
country, human resource training and capacity development are essential for all stakeholders: project
developers, governmental officials, regulators, local distribution utility officials, financing service
providers, and the community. This is addressed under implementation considerations.
Mini-grid Licensing and Approvals
It is recognised that the prevailing licensing framework in Swaziland is not necessarily suited to
accommodate the unique requirements for mini-grids. While it is recognised that the mini-grids may
be isolated from the national grid, it is nonetheless important that the relevant technical standards and
quality of supply and service criteria are upheld. This is to protect both customers as well as make
provision for (future) interconnection of mini-grids to the national grid without compromising the
integrity or security of the power system.
It is, moreover, essential for the long-term sustainability of mini-grid systems to define clear roles and
responsibilities for all stakeholders including the community, government, and private developers in
terms of ownership, development, operation and maintenance. The role of community in all stages of
mini-grid development and operation is critical for taking local context into account and ensuring that
community members’ needs are met.
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As such the licensing framework and associated codes/regulations should be amended to give effect to
this. The licensing process and associated regulatory approvals should make provision for a simplified
fast track process but are still required to assess the mini-grid deployment in the context of the
integrated resource planning process and associated grid expansion plans to protect customers from
potentially signing up to long term high cost supply or conversely to protect mini-grid developers
from investing in assets that become stranded when they need to compete with grid supply. The
assessment should furthermore include environmental and social impact assessments to ensure
environmental and social sustainability of the projects.

Policy Position 20
The Swaziland Government shall review the licensing categories, processes and licence conditions in
order to facilitate the roll-out of mini-grids in Swaziland.
Such review shall take account of the need to minimise administrative barriers and costs without
undermining quality, security or safety standards.
In considering mini-grid license applications, the GOS will need to take account of the integrated
resource planning process, with particular focus on planned national grid extension or strengthening
in order to provide certainty to both grid operators and project developers.
In addition, as part of the licensing process, SERA shall, where mini-grids are linked to the
Distribution or Transmission grids, ensure that such deployments comply with the relevant technical
standards and prevailing Grid Code.
Technical Standards and Grid Code Compliance
Technical standards and the Grid Code provisions ensure long-term technical and environmental
sustainability of the system. From the consumer’s perspective, technical standards ensure electrical
equipment and appliance compatibility, reduce safety risks associated with low-quality equipment and
construction and allow future seamless integration with the national grid if and when required. This
thus requires a review of the relevant standards and Grid Code, with specific emphasis on provisions
that are particular to mini-grids.

Policy Position 21
The Swaziland Government shall oversee that appropriate technical standards are purposefully
reviewed and updated or designed for mini-grid deployment.
Mini-Grid Technology Choices & Locational Preferences
Although mini-grids can include diesel generators, renewable energy-based mini-grids that utilise
locally available renewable energy sources like solar, wind, biomass, and run-of-river hydro tend to
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be more environmentally friendly. These renewable resource technologies are understandably
preferable in promoting sustainable and clean energy in line with the GOS’s broader energy policy.

Policy Position 22
In prioritising and licensing projects, SERA shall give preference to mini-grid projects that focus on
the utilisation of renewable energy resources that are abundant or which offer the most potential for
Swaziland ( for example biomass and mini-hydro).
In addition, such prioritisation shall moreover take account of geographic areas that are least likely
to benefit from national grid access in the short to medium term, as lower cost grid access could lead
to stranded investments over time.
Monitoring & Verification
Since off-grid system deployment is essentially a decentralised business, monitoring and verification
at various levels are critical to make sure that technical standards are met and that specific processes
are carried out as they should be. At the same time, the remoteness and isolation of many villages
makes monitoring and verification expensive and difficult, so the use of local resources gains
relevance. Monitoring and verification can ensure quality of service and equitable access to
electricity, as well as facilitate mid-course corrections to overall programs. The monitoring and
verification should take account of relevant technical, operational and commercial aspects.

Policy Position 23
In terms of mini-grids deployment, the Swaziland Government shall implement a monitoring and
verification framework/regime to ensure compliance with applicable regulatory provisions.
Specific areas of compliance should include:
a)
b)
c)
d)

5.8

Appropriate construction codes and standards are followed;
Compliance with relevant technical standards and the Grid Code;
Ongoing performance monitoring for projects that rely on performance-based subsidies;
Appropriate tariffs are levied to customers.

Small Scale Embedded Generation (SSEG)

Embedded Generation typically refers to generation sources that are connected to (i.e. embedded in)
the distribution network. These generation sources are often small (referred to small scale embedded
generation or SSEG) and typically supply demand within the locality of the generator, but they can
also be large and potentially export power onto the transmission grid. Larger scale embedded
generation is broadly already covered by the prevailing provisions in the legislation, regulations and
codes and does not require much additional policy support other than that applicable to IPPs as set out
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in this policy. However, SSEG does warrant specific focus, given the fact that the evolution of costeffective and smaller scale renewable technologies will see significant deployment of smaller
embedded or distributed generation sources.
SSEG such as distributed solar photovoltaic generation has already been in place for a number of
years in various markets globally. For Swaziland and the region in general, SSEG represents a whole
new arena of power generation and it should thus embraced on an incremental basis to ensure that the
benefits are realised without exposing the power market to excessive risk and unintended
consequences. This approach will also allow the various stakeholders and government agencies time
to develop skills, capacity and experience before locking the country into costly long term
commitments. This will allow for tailoring of the program to ensure the most benefit whilst managing
the impact on the electricity system. The impact of SSEG can be measured in a variety of ways, and
adopting a phased approach will allow SERA and the GOS to gather valuable cost/benefit data.
Embedded Generation Benefits – IRP inclusion
The various benefits associated with Embedded Generation, however, extend beyond just their
generating capacity – although this would clearly be of significant benefit to Swaziland. Embedded
generation can also reduce the line losses that occur when energy has to be transmitted over greater
distances, can help defer transmission and distribution capacity upgrades and additions, potentially
increase overall system generation density and may reduce voltage variability and provide reactive
power support. In other words the benefit derived from the embedded generation is reflected in both
its capacity and energy supply benefit to customers as well as broader benefits to the integrated
network(s).
Embedded generation can also help defer or avoid investment in transmission lines. This transmission
benefit only exists, however, if a system is connected to a distribution grid and the power generated
by the resource is used by those on the distribution circuit near where the generating resource is
interconnected. If power flow requires use of the transmission grid to be delivered to distant users
then these benefits might be lost or lessened.

Policy Position 24
The Swaziland Government shall consider the inclusion of embedded generation projects as part of
the overall planning process, taking cognisance of not only the generation capacity added but also the
potential benefits to the Transmission and Distribution systems - specifically the ability to defer grid
expansion and strengthening, reduction of line losses, reduced network congestion, optimal land use
and contribution to overall network stability.

It is clear therefore that when considering embedded generation as part of the IRP process,
consideration should not only be given to capacity added to the grid, but the concurrent benefits of
reduced capital expenditures for network infrastructure, reduction in congestion and energy losses, as
well an environmental and land use benefits. Every potential distributed generation project is not
likely to offer benefits in all of these areas, but it is suggested that designing programs that are
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targeted towards capturing as many of the benefits as is possible, will provide the most value to
Swaziland.
Embedded Generation Licensing
The licensing of embedded generators should be undertaken in line with the overall revised licensing
categories and process proposed above.
However, due to the envisaged high volumes of SSEG (including rooftop solar PV installations, for
example), a simplified fast-track registration process or even license exemption should be considered
to alleviate the financial burden on applications as well as the heavy administrative burden on SERA.
SSEG should furthermore be afforded simplified grid connection and environmental approval
processes as well as a range of standardised contractual agreements. This would speed up the process
of deployment, lower costs and reduce risk for investors.

Policy Position 25
As part of the review of the licensing framework, the Swaziland Government shall consider
mechanisms (e.g. fast-track registration) to expedite the rollout of SSEG, minimise transaction costs
and mitigate investment risk.
To give effect to this, the GOS will
a) Establish criteria for the categorisation of SSEG as opposed to normal embedded generation
(e.g. generation connected at distribution voltage and installed capacity of <5MW);
b) Develop a set of standard project agreements to expedite the deployment of SSEG.
Although a somewhat simplified process should be provided for small scale projects (in order to
reduce the barriers to entry and provide for some level of standardised agreements), at the higher end
of the “small” scale, the technical and commercial impacts can prove to be considerable on the
distribution networks. As such, the streamlined (“fast track”) process proposed for the registration of
SSEG projects may require additional screening and evaluation criteria for projects above a certain
threshold (e.g. more than 1 MW). This threshold and applicable screening criteria would need to be
developed in close cooperation with SEC’s network planners and the system operator.
It is also noted that the network conditions change over time and while it may be technically and
commercially viable to allow SSEG to be licensed and deployed via a fast-track process there are
understandably limits as to how much SSEG capacity can be added to a particular distribution
network or line segment before introducing potential system risk and instability. Therefore, in order to
facilitate the licensing and implementation of SSEG, certain minimum information requirements will
be required from applicants. It is also envisaged that SEC will calculate the available capacity for
distribution zone or line segment/circuit on an ongoing basis as the network is constantly modified
with new loads and/or generation. As such the SSEG deployment process will require continuous
interfacing and information exchange between SERA and SEC.

59

If distributed solar PV and other SSEG technologies are successful, the distribution grid will need to
accommodate higher penetrations of distributed generation on individual circuits. To efficiently and
cost-effectively interconnect distributed generation on circuits that reach higher penetrations, effective
screening tools are needed to identify technical concerns that may arise as increasing penetration
levels are reached.
Penetration-based screens are important because they limit the size and number of systems that can be
interconnected quickly without going through costly and time consuming interconnection and grid
integration studies that can be prohibitively expensive for many proposed systems.
In the past, certain markets’ interconnection processes have used a 15% of peak load screen for
embedded generation, meaning that proposed interconnections may be subject to additional studies if
they would cause aggregate generating capacity on a line segment/circuit to exceed 15% of peak load
on that line section. This approach has been criticised as overly simplistic and it has been
recommended that penetration-based screening approaches use “minimum load” instead of “peak
load” as a basis for screening interconnection applications.

Policy Position 26
The Swaziland Government shall develop minimum information requirements for the registration or
licensing of embedded generation and SSEG projects.

Grid Access & Interconnection
All embedded generation projects are expected to align with the interconnection specifications and
connection requirements as detailed in the prevailing Grid Code. However, given the unique
characteristics and variety of options for embedded generation additional criteria may be required.

Policy Position 27
The Swaziland Government shall consider the application of relevant standards which address the
technical specifications for and testing of the interconnection of embedded generation systems to the
grid in addition to the Grid Code and other applicable standards.
Embedded Generation Tariffs
It is imperative that embedded generation be deployed in a supporting environment underpinned by
cost-reflective tariffs. Any deviation from cost reflective tariffs due to, for example, inappropriate
tariff structure or level, implicit levies, surcharges or cross-subsidies or a combination of these drivers
would typically lead to an imbalance in revenues and associated economic distortions.
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It is noted that the distortions introduced by inappropriate tariffs will not only expose the distributor to
the risk of revenue impact, but will also potentially drive inefficient investment decisions on the part
of both the embedded generator and the network. The introduction of embedded generation brings the
importance of properly structured distribution tariffs into sharp focus.
It is worth noting, additionally, that the distortions introduced by poor tariff structure will not
necessarily result in revenue losses to distributors, but may in fact lead to over-recovery at the
expense of customer affordability (e.g. if fixed charge components in the tariff are above costreflective levels). The requirement for periodic cost of supply studies set out above is a critical aspect
of mitigating this risk.
In terms of tariffs or compensation payable to the SSEG, there is a range of approaches that may be
employed. These should take account of the fact that the SSEG might lead to the avoidance certain
costs for a distributor and these should be arguably be fully compensated through some form of export
credit rate for the measurable reduction of cost to the distributor. This would, for example be the
avoided energy cost of bulk supply purchases, and, if any, the network and line losses costs. In this
regard it is also important to recognise that as more SSEG capacity is added it is possible costs of the
network and line losses may start to increase.
Consideration may be given to net-metering (or net-billing) which applies different tariffs for
exporting and importing energy for SSEG and co-located load. Alternatively feed-in tariffs may also
be applied – for example Renewable Energy Feed-in Tariff (REFIT) or Co-generation Feed-in Tariff
(COFIT).
It is possible to implement more complex structures that are more adept at handling fees, subsidies,
levies and taxes and/or introduce compensation schemes for the distributor. The application of these
structures is typically accompanied by studies on the cost impact of SSEG. In particular, such studies
can include avoided cost of the distributor, avoided cost of generation from a national perspective and
potential benefits of SSEG from an overall economic perspective. These aspects are arguably left for
later when SSEG penetration reaches higher levels.
In considering the various approaches SERA should be guided by precedent and experiences in other
countries, noting that in the early stages simplicity and ease of administration are vital, particularly for
a relatively small market such as Swaziland.

Policy Position 28
The Swaziland Government shall evaluate and implement an SSEG compensation scheme based on a
simple approach applying net-metering and/or feed-in-tariffs.
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6

Guidelines for Implementation and Monitoring

This policy shall be implemented via adjustments to associated policy (e.g National Energy Policy),
new policy, revisions to legislation and by-laws, new and/or revised regulations, guidelines, rules,
codes and methodologies, the establishment of relevant agencies or bodies, and work plans,
operational protocols and guidelines.

6.1

Strategic Action Plan Formulation and Implementation Responsibilities

Table 3 Policy Implementation Planning and Monitoring
Policy
Pos. #

Recommendation

Action

Regulatory
Instrument

Responsible
Party/Parties

Time
frame*

Non-exclusive
Central Buyer
Model

Adopt and approve proposed
market structure

Energy
Policy (SIPP
Policy)

MNRE

Short
Term

Ensure alignment with
legislation and by-laws

Legislation

MNRE

Short
Term

2

Party designated
as Central Buyer

Identify market participant
that will assume the role of
central buyer

Legislation,
Licensing bylaws and
Licence

MNRE,
SERA

Short
Term

3

Market structure
phasing

Define market structure
reform stages and timing

Energy
Policy

MNRE

Short
Term

4

Criteria for
customer
contestability

Key criteria for the
qualification of “contestable
customers’ to be defined

Licensing
Bylaws/
Regulations

SERA

Short
Term

5

Licensing
framework (full
licences, licence
exemptions and
fast-track
registration
process)

Amend licensing framework
- different processes and
criteria to be set out for
licensing, fast track
registrations, and
exemptions

Legislation,
Licensing
Bylaws and
Licenses

SERA

Short
Term

6

Facilitating grid
access - grid
connection

Define process and
timelines, charges approach
to securing grid connections

Connection
policy

SERA

Short
Term

1
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Policy
Pos. #

Regulatory
Instrument

Responsible
Party/Parties

Time
frame*

Studies

SERA

Ongoing

Tariff
Review and
Approval

SERA, SEC

Ongoing

8

Inclusion of both
Amend legislation, licensing
regulated tariffs
framework and
and
negotiated
regulations/methodologies
pricing

Legislation,
Licensing bylaws,
regulations,
Tariff
Methodology

MNRE/
SERA

Short
Term

9

Agree and develop pricing
Standardised
methodology for small IPPs
pricing for small
(e.g. REFIT) selling to
IPPs
Central Buyer

Procurement
Policy/progra
m

MNRE/
SERA

Short
Term

Revise legislation, licensing
and tariff methodology

Legislation,
Licensing
Framework,
Tariff
Methodology

MNRE,
SERA

Short
Term

Ring-fence costs and
unbundle tariffs

Tariff
Schedule

SEC

Medium
Term

Develop and national
subsidy framework to deal
transparently with subsidies,
cross-subsidies, levies and
surcharges

Subsidy
Policy
(subset of
Energy
Policy)

MNRE
(already
Medium
delegated to Term
SERA)

Amend Tariff Methodology
to accommodate subsidy
framework

Tariff
Methodology

SERA

7

Recommendation

Action

process
connection
charges approach

– to complement the Grid
Code provisions

Cost of Supply
Cost of supply studies to be
Studies
and
carried out periodically
Tariff Approvals
Results to be incorporated
into tariff review and
approval process

10

11

Tariff unbundling

Subsidy
Framework
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Medium
Term

Policy
Pos. #

12

13

Recommendation

Action

Regulatory
Instrument

Responsible
Party/Parties

Time
frame*

Integrated
Resource
(IRP)

Commission IRP
development

IRP

MNRE

Short
Term

Revise IRP periodically

IRP

MNRE

Ongoing

Commission generation
resource assessment

Study

MNRE

Short
Term

Establish power project
register

Project
Register

MNRE/
SERA

Short
Term

MNRE/
SERA

Ongoing

MNRE

Short
Term

MNRE/
SERA

Short
Term

Plan

Power generation
resource
assessment

Periodic update to resource
assessment and power
generation project register

14

New capacity
procurement
approach

Create/revise enabling ESI
Legislation to guide
procurement – support for
hybrid procurement
approach

Legislation

Design public competitive
Procurement
bidding processes for “large” regulations/
IPP projects
guidelines
Design Feed-in-Tariff and/or
net-metering program for
“small” IPP projects and
embedded generation

REFIT
and/or net
metering
regulations/
guidelines

MNRE/
SERA

Short
Term

Define approach to
unsolicited bids, for smaller
opportunistic projects with
clear project evaluation
framework

Procurement
regulations/
guidelines

MNRE/
SERA

Short
Term

Establish objective
thresholds/criteria to
differentiate between “large”

Procurement
regulations/
guidelines

MNRE/
SERA

Short
Term
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Policy
Pos. #

Regulatory
Instrument

Responsible
Party/Parties

Time
frame*

Project
Documentati
on

SERA/ SEC

Medium
Term

Engage with potential
developers and financiers to
Financing
understand and put in place
sources for IPP the required risk mitigation
instruments and guarantees
projects
to facilitate project finance
transactions.

N/A

MNRE/
SIPA/ MoF

Short
Term

Explore and understand the
requirements for export
credit and DFI finance
arrangements and remove
any barriers that would
inhibit access to these
funding options.

N/A

SIPA

Short
Term

Explore ways to raise the
profile of various donor and
grant funds and funding
agencies
and
thereby N/A
improve access to these
funds by renewable energy
and IPP developers.

SIPA

Short
Term

Establish
a
Renewable
Energy Fund to take
advantage of donor or other Fund
preferential funding sources
for IPP projects.

MNRE/
MOF

Medium
Term

Constitute a combined
Renewable Energy and
Rural Electrification Agency
to administer the fund(s).

MNRE/
MOF

Medium
Term

Recommendation

Action
and “small” IPP projects
Develop standard project
contracts and documents

15

16

Renewable
Energy and
Access Fund (or
Funds) and
Renewable
Energy and Rural
Electrification
Agency
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Legislation/
Regulations

Policy
Pos. #

17

Recommendation

Taxes
incentives

Regulatory
Instrument

Responsible
Party/Parties

Time
frame*

Draft policy/rules/guidelines
as to how the funds from the
Renewable Energy and
Legislation/
Rural Access Fund(s) are to
be deployed in order to meet
Regulations
the applicable renewable
energy and rural access
objectives and targets.

MNRE/
MOF

Medium
Term

Identify potential sources of
funding
and
associated
N/A
mechanisms (e.g. levies), as
appropriate.

Agency
established

Medium
Term

SIPA

Short
Term

Develop an “Investor’s
Guideline
Handbook” for Swaziland.

SIPA

Short
Term

Amend
legislation
necessary

MOF/
MOEPD/
MNRE

Medium
Term

MNRE/
SERA/ SEC

Short
Term

SERA

Short
Term

Action

Review the various tax and
customs obligations as well
as deductions, exemptions
and special incentives for
and
IPP investments. This shall Study
be done as part of a broader
process of developing a
detailed
“Investor’s
Handbook for Swaziland”.

as

Legislation

Ensure
policy
and
implementation alignment
and and integration with regional N/A
agreements under SADC,
SAPP, RERA.

18

Regional
alignment
integration

19

Mini-grid tariffs

Ensure pricing approaches
Tariff
take account of the specific
Methodology
requirements of mini-grids

20

Mini-grid
authorisations

MNRE/
Review
the
licensing Legislation,
categories, processes and Licensing by- SERA
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Short
Term

Policy
Pos. #

Recommendation

Regulatory
Instrument

Action

Responsible
Party/Parties

Time
frame*

licence conditions in order to laws
facilitate the roll-out of
mini-grids in Swaziland –
fast
track/registration
process.

21

22

23

Mini-grids technical and
service standards

Review
of
appropriate
technical
and
service
standards for mini-grid Standards
deployment and compliance
regime

MNRE/
SERA

Short
Term

Mini-grid
technology and
location
preferences

When prioritising projects,
preference to be given to
mini-grid projects that focus
on
the
utilisation
of
renewable energy resources
Licensing/
that are abundant or which
registration
offer the most potential for
Swaziland and geographic
areas least likely to obtain
grid based power in the short
term

SERA

On-going

SERA,
Renewable
Energy and
Rural
Access/Electr
ification
Agency

Medium
Term

MNRE

On-going

MNRE,

Short

Mini-grids
monitoring
verification

Put in place a mini-grid
monitoring and verification
framework/regime to ensure
- compliance with relevant
Monitoring
and technical, operational and
framework
commercial
obligations.,
implement a monitoring and
verification
framework/regime

24

Small scale
embedded
generation
(SSEG) inclusion in
overall planning
process

25

SSEG

Include
embedded
generation potential in the
IRP process, noting the
direct benefits of additional
capacity
plus
potential IRP
indirect
benefits
(i.e.
deferred
network
strengthening/expansion and
reduced losses)
- Revise licensing framework Legislation,
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Policy
Pos. #

Regulatory
Instrument

Responsible
Party/Parties

Recommendation

Action

expediting rollout

(e.g. fast-track registration) Licensing by- SERA
to expedite the rollout of laws
SSEG

Time
frame*
Term

Establish
qualification
criteria for SSEG as opposed
to
normal
embedded
generation

26

SSEG - minimum
information
requirements and
screening tools

27

SSEG
Standards

28

SSEG - tariffs /
compensation
scheme

Project
Develop standard project
Documentati
contracts and documents
on

SERA/ SEC

Medium
Term

Determine
minimum
information requirements to
Licensing
facilitate
fast-track
Framework
registration and assess grid
impact

SERA

Short
Term

Develop SSEG screening
tools and SSEG capacity
thresholds

SERA/
System
Operator

Short
Term

SERA/ SEC

Short
Term

Identification and adoption
of applicable standards to
address
the
technical
specifications for and testing Standards
of the interconnection of
embedded
generation
systems to the grid
Implement
compensation
scheme based on a simple
approach applying netmetering and/or feed-intariffs

*Time Frame definition:
Short term – 6-12 months
Medium term – 1-2 years
Long term – 2-5 years
Ongoing – spanning short, medium and long term
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FIT
and/or
net metering
SERA
regulations/
guidelines

Short
Term

6.2

Project Development and Approvals Roadmap

One of the key issues raised by various stakeholders during the consultation phase of the project was
the lack of clarity around the overall project development process and the way in which project
developers should engage with the different agencies in Swaziland to secure the necessary
endorsements and approvals for IPP projects.
It was noted that a project development and approvals road map would be very helpful is clarifying
this.
IPP Applicants Guide
To this end, as part of the strategic action plan and implementation considerations it is proposed that
the current SERA Generation License Application Review Guidelines to be expanded to form a
broader IPP Applicants Guide to cover all aspects of the IPP approval process over and above power
sector licensing. The Generation License Application Review Guidelines may then either complement
this or form an integral part of it. Based on precedent in the region, it is proposed that the IPP
Applicants Guide covers, among others, the areas outlined below
a)
b)
c)
d)
e)
f)

g)
h)

i)
j)
k)
l)
m)
n)

Introduction To the IPP Applicants Guide
Key stakeholders and Government Role-Players
Policy Requirements
Legal & Regulatory Requirements
Government Procurement/Program Requirements
Licensing process & Requirements
(i) Administrative requirements
a. License application forms
b. License application fees
(ii) Company Profile And Standing
(iii) Competency In Construction & Operation
(iv) Commercial Requirements
(v) Financial Requirements
(vi) Technical Requirements
(vii) Environmental Requirements
License Evaluation Criteria
Other Permits And Authorisations
(i) Environmental
(ii) Land use & rights
(iii) Water Use
(iv) Development Approval Order
(v) etc
Socio-economic Information
Objectors And Intervening Parties
General Information about Swaziland
Incentives for Investors
Swaziland Investment Promotion Act
Land Use and Ownership in Swaziland
69

o) Other Considerations & Guidelines
It is recognised that there may be some overlap between the areas covered in the IPP Applicants
Guide as outlined above and the Investor’s Handbook for Swaziland to be collated by SIPA as
recommended under Policy Position 17.
In addition, it is particularly important in the IPP Applicants Guide to set out clearly the roles and
responsibilities of the different GOS stakeholders and role-players. An initial view on this is set out
below.
IPP Roadmap - Roles and Responsibilities
Agency/Entity Responsibility

MNRE

 First point of contact
 Capacity Planning &
Procurement
 Overall “champion” of RE
and IPP development
 Ultimate decision on project
approval
 Coordinates and guides
overall process

SIPA

SERA

 Licensing
 Tariff regulation

 Network provider
 Off-take counter-party
SEC

Ministry of
Finance
(SRA)
MEA/SEA
DWA
(MNRE)

 Developmental Approval
Order

Action/Requirements
 Check alignment with IRP (or incorporate) – as
appropriate
 Design and administer capacity procurement
program(s)

 Provide “IPP Application Guideline” – to be
developed by SIPA/MNRE/SERA
 Outline process and roles of different agencies
 Provide guidance on investment requirements
and incentives
 Provide license application process and forms
 Receive, evaluate and grant/decline license or
license exemption
 Apply license review guidelines
 Conduct grid integration studies
 Check compliance with Grid Code and
associated Standards
 Provide (Standardised) Network Connection
Agreement
 Provide Standardised PPA
 Evaluate project criteria
 Negotiate and agree incentive package
 Engage on project funding and bankability
(guarantees, risk management package, etc)

 Environmental
approvals/permitting

 Evaluate a rule on ESIA process application

 Water Use License (if
applicable)

 Evaluate and grant Water Use Licence
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Agency/Entity Responsibility
Land
Management
Board

6.3

 Land use rights

Action/Requirements
 Provide land use rights
 Title deed land
 Swazi nation land

Gender Mainstreaming

Energy is a key factor in Swaziland’s economic and social development. Limited access to energy is a
problem that has a disproportionate effect on Swazi women, especially in rural areas. Most energy
planners are only beginning to understand that energy supply (and associated demand) impacts men
and women differently. Gender issues are relevant not only to small-scale energy initiatives, but
across a much broader spectrum including pricing schedules, investment priorities, infrastructure
investments, employment, equitable participation by women and men in community schemes and
even the broad definition of energy demand and supply.
Addressing gender issues deserves special attention for the new Renewable Energy and Independent
Power Producer Policy to succeed. In order to incorporate the principles of gender mainstreaming,
equal participation, recognition, integrated energy planning and gender disaggregated data to address
the needs of men and women equitably it is recommended that gender policy measures include the
following:
a) Ensure that all renewable energy assessments, studies, consultations, compensation plans, and
social assessments, such as the Poverty and Social Impact Assessments (PSIA) include a
gender analysis;
b) Develop appropriate policy measures for the inclusion of men and women in business
opportunities and benefits brought about by renewable energy projects including in Private
Partnership Projects (PPP), and create targeted opportunities for women entrepreneurs on
renewable energy;
c) Develop strategies that promote meaningful involvement of women in renewable energy
policy making/formulation, implementation, decision making, and monitoring and evaluation
of renewable energy projects with a view to make use of their indigenous knowledge on
renewable energy.
It is also important to address gender in private sector investment for renewable energy, that could
include boosting productivity, efficiency, and return on investment; greater community ownership of
clean energy facilities for all. Avoiding the costs of not adopting gender-responsive measures could
greatly enhance operations through gender balance in employment among other benefits.
Innovations to include gender analysis as part of initial market and portfolio analysis for clean energy
projects, developing corporate gender responsibility, and incorporating gender in project development
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templates that are part of the standardization process to expand renewable energy investment, are key
for the Swaziland IPP Policy.
Related to the infrastructure matters including power generation, transmission, and distribution, it is
important to include gender considerations right from the pilot consultation process, distribution of
compensation funds and employment based on land ownership and formal sector jobs, and even
incorporating gender indicators in Environmental and Social Impact Assessments and Resettlement
Action Plans.
National energy policies, including renewable energy, must recognize and support the changes in
women’s socioeconomic roles in the country (UNDP. Africa, Energy, and Gender. 2012). It critical to
consult with end users at all levels, including women. Any project that fails to consider half of the
energy end users cannot expect to meet their needs, and acknowledge that women often focus on
functional energy needs, while men tend to support energy solutions that demonstrate position, power,
and visibility. All the gender considerations must be taken into account for better planning and
targeted supply.
Ensuring energy access for all is not technical or financial, but rather a matter of political will to
ensure that renewable energy services reach intended users. It is important to ensure gender-focused
data collection tools and methods, involvement of women in product design processes and field
testing of new designs, and education on energy options and costs are gender responsive. Introducing
community development programs, of which energy is a component, will enable citizens to learn how
to address such issues as:
a)
b)
c)
d)
e)

Understanding the national power sector strategy and stakeholder input and participation;
Household roles in the operation and maintenance of energy technologies;
Renewable energy technologies – costs and benefits for households and communities;
Impacts of climate change;
Role of women in the energy sector and in community development programs.

Stakeholder involvement requires that women also play an equal role in determining needs and
appropriate technologies to address them. In other words, women need to be empowered with
knowledge, confidence, and physical resources to enable them to make that contribution effective.
As stated in the Swaziland National Gender Policy, the Government of Swaziland recognizes the role
that women must play in enabling the country to meet its development goals, both in the short term
and the long term. All Gender Policy principles apply to SIPP Policy. Both men and women must be
given the opportunity to put their skills and knowledge to use in moving the country forward towards
achieving its Sustainable Development Goals. Gender is pivotal in that process, at the household,
community, and institutional levels. The GOS will encourage meaningful participation of both men
and women in making energy choices that will move the country forward.
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6.4

Monitoring, Evaluation and Reporting

It is proposed that, in order to deliver tangible benefits from the SIPP Policy and achieve the defined
objectives, progress is monitored against planned actions and evaluated against objectives. Such
progress and evaluation shall be collated in formal reports submitted annually to the MNRE.
An inter-ministerial monitoring and evaluation unit shall be established under the MNRE to monitor
the implementation of this policy.

6.5

Legislative Alignment

It is noted that many of the policy recommendations made may require amendments to the prevailing
energy legislation in Swaziland. To this end, the MNRE has already initiated a review of the
Swaziland energy legislation to give effect to revised energy sector policy and to check for
inconsistencies, duplications and uncertainties, and ultimately to ensure that revised legal provisions
represent a modern, clean suite of legislation adopted to support current policy imperatives and best
practices. The SIPP Policy will thus serve as an important guide to this review.

6.6

Resource Mobilisation

Implementation of this policy shall be funded primarily by government, with some contribution from
development partners, individuals and the private sector. In particular, public aid donor and grant
funding shall be sought to supplement the resourcing needs.
The MNRE budget shall reflect details of the SIPP Policy and approved action plans. All departments
and institutions at national and regional level shall prepare respective budgets as necessary.

6.7

Policy Revision

The SIPP Policy shall be revised at least every five years, while corresponding action plans shall be
prepared, implemented, monitored and evaluated annually. Given the rapidly changing nature of the
power sector and particularly the renewable energy sector, more frequent review may be required.
The MNRE shall take the responsibility for initiating revision of this policy.
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