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1. Introduction
Problemscited in the SADC power sector

o Lack of infrastructure to deliver eectricity
 Lack of maintenance of infrastructure

* No funds to finance new investments

e Insufficient generation

e High losses, generation & transmission costs.



2. The Power Sector in the SADC Region

2.1 Traditional Structures

Integrated Supplier

Generation, Transmission,
Distribution

—

=» Market dominated by Vertically Integrated Company -
One company generates, transmits and distributes.

=» One Service Provider and Customers have no choice

» The company is Government dominated, sole shareholder



2.2 The Single-Buyer Model
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=» Thismode isbeing seen asthefirst step to liberalization and

asaway of attracting the private sector into the power sector
In Southern Africa.

=» Examples of countries wherethisis currently being practiced
Include M ozambique and Zambia.



2.3 The New Structures

—
SO Distributor

WEM

O-
o

Marketer

End User

=» Thelndependent System Operator (1SO) isresponsible for dispatch and
system operationsin the Wholesale Electricity Market (WEM).

=» Theend user can buy directly from a Generator (G) or alocal distributor
or a power marketer.



TheKey driversfor considering wholesale
competition are:

Allow for Private Sector participation & New Players
De-regulatethe energy prices

Establish an Independent Regulator

| ntroduce competition and establish markets

Rural Electrification Objectives



2.4 Key Change Drivers

" Need for Private Sector Participation
® Generation expansion requirements are beyond the
reach of most Gover nments and local financing
|nstitutions.
® Reformed ESI createsdesired climateto attract
foreign Investors.

" Financing Requirements
® Financing Agencies have stopped financing
electricity sectorsin their present form.

" Customer Expectations
® Customer choicesand rights
® Safe, reliable and cost effective supplies

= World Trends
® Benefits obtained by others



2.5 Current Status of the Reforms in Southern Africa
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IM = Implemented
|P =1In progress
AS = Advanced Stage
|S = Initial Stage



Privatization and Corporate Reform

Private
ownership

Private
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Dominant
Public
Corporations
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Authority

2.6

Benchmarking

+ Malaysia

+ Dominican Rep.
+ Braazil

+ Australia
(Victoria)

+ Argentina
+ Chile

+ UK
+California

+ Sierra Leone
+ Guinea

+ India (Orissa)
+ Kazakhstan
+ Philippines

+ Hungary

+ Canada
(Alberta)

+ New Zealand

+ Vietnam

+ Guinea

+ Zambia

+ South Africa
+Namibia

+ Malawi

+ Morocco

+ Ghana

+ Cote d’Ivoire
+ Jamaica

+ Australia
(NSW)

+ China
(Zhejiang)

+ Laos

+ Cambodia
+Zimbabwe
+Botswana
+Swaziland

Integrated

+ China
+ Bangladesh

+ India
+ Indonesia
+ Pakistan

IPPs selling to
Integrated
Single Buyer

+ Thailand

IPPs + SB
and Separate
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Competition and Unbundling

Wholesale

Competition

Retalil
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3. Creating a favourable Investment Climate

Private investors are generally looking for:

» A favourable political environment — Top priority

» A well functioning legal system - Investors want the
“rules of the game” to remain credible and enforceable.
The laws should not be altered at government’s
convenience once investment decision has been made.

» Proper regulation of tariffs - adequate energy tariff levels
and collection discipline are important to investors.

» Security for repatriation of profits & investment capital.



o African Leaders are trying to address
some of the above concerns viathe
NEPAD Iinitiative.

o African Leaders are also addressing the
“High Risk” perception associated with
doing business with Africa.



4. The SAPP Initiative of attracting Private
Sector Participation

® The SAPP has instituted a process of restructuring aiming
at expanding SAPP membership and allow more
participants into the SAPP.

® The start of the Short-Term Energy Market, STEM, isa
good example of how SAPP has opened up the electricity
market to other participants other than SAPP members.

® SAPP isencouraging members to review the energy tariffs
and make them more competitive.



5. Reviewinqg the Results of IPPs in SAPP

Two examples of |PPsin SAPP asfollows:

No. Name of IPP Country
1 |Hidroelectrica de Cahora Bassa, HCB Mozambique

2 |Mulungushi Hydro Power Station, MHPS |Zambia




Hidroelectrica De Cahora Bassa (HCB)

®* HCB of Mozambigue isthe first Independent
Power Producer in Southern Africa.

® HCB operations started in 1975 with an installed
capacity of around 207/5MW.

® |n 2002, HCB had hilateral contracts with Eskom
of 1,370MW and with ZESA, 400MW.

® HCB isaso aregular participant on the STEM.



SAPP Bilateral Agreements - 2002
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Mulungushi Hydro Power Station, MHPS

®* MHPS Is a private company with Eskom of South
Africa owning about 50% of the shares.

® Zambian Management Team owns the rest of the
shares.

® Thetotal power output of 38MW isall contracted
to ZESCO, the Zambian national power utility.



0. Potential Investment Areas

» Recent studies conducted by SAPP (SAPP Pool Plan,
2001) have established that the SADC region would run
out of generation capacity in the year after 2007.

» |n order to meet arising power demand in the region,
new generation infrastructure and new transmission
lines would also be required to deliver the generated
POWer.

» The SAPP would be looking to the private sector for
participation in the planned generation and transmission

projects.



The Pool Plan identified the least cost generation projectsworth
promotion for SAPP benefit as follows:

Therefurbishment of Ingal & 2inthe DRC

Mepanda Uncua hydro project in Northern Mozambigue
(2,000MW),

Kafue Lower hydro project in Zambia (600MW),
High Head Pumped storage in northern South Africa, and

The development of Inga 3 (3,500MW) or Grand Inga Stage 1
In the DRC.

SAPP islooking for the private sector to partner with SAPP and
build, own and develop the above generation project.



The SAPP has identified the following transmission
projects as priority projects.

» The DRC-Zambia Interconnection

» The Zambia-Tanzania-Kenya | nterconnection

» The Mozambique-Malawi |nterconnection

» The Interconnection of Angolato the SAPP Grid



Distribution & Rural Electrification

» Apart from South Africa, about 60% of the people
living In southern Africa do not have access to

electricity.

» To meet such a demand In electricity, there are huge
demands for new infrastructure and the private sector
could be the only option to inject the needed capital in
the region.

» The private sector could also participate in government
driven rural eectrification projects and could provide
cheaper and better technology solutions for solar and
other renewabl e sources.



re The future of IPPs and the Private Sector In
the SADC Reqgion

» National governments in southern Africa have realised
that they will not be able to finance generation
expansion as well as broaden access to electricity to
domestic consumers by only using public sources of
finance.

» |n response to this challenge, governments have begun
to restructure the power sector In preparation for
private sector participation, leading to future
privatisation of the power utilities.

» The private sector is likely to dominate the SADC
power sector.



8. Conclusion

» From an economic point of view, southern African
markets are individually small and massive investment
In the power sector cannot easily be justified to serve
these individual markets. To assure the private sector
and to provide confidence to investors in the SADC
region, the SAPP is setting herself as a larger economic
power market for the region.

» Massive opportunities for the private sector exist in the
SADC region at generation, transmission and
distribution levels. The climate for investment Is
getting better as the region is undergoing liberalisation
In the power sector.
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