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Teboho Sepanya and Allen Wicomb 

Standing Committee on Finance 

National Assembly  

Parliament Street 

PO Box 15 

Cape Town 

8000 

 

Per electronic mail:  tsepanya@parliament.gov.za;  

   awicomb@parliament.gov.za  

 

9 March 2018 

 

Dear Teboho and Allen, 

 

Re: Sasol’s submission in respect of the Standing Committee on Finance’s call for 

submissions on the second Draft Carbon Tax Bill 

 

In response to the call for public submissions by the Standing Committee on Finance, I attach 

Sasol’s response.  We appreciate the opportunity to make written and oral submissions 

regarding the draft Carbon Tax Bill (“Bill”) at the Parliamentary public hearings to be held on 

14 March 2018. We would appreciate confirmation of the length of the time slot to be provided 

to Sasol. These comments do not necessarily represent the final position of Sasol and will be 

elaborated on after discussions with National Treasury, and once all elements of the carbon 

tax policy landscape are available. 

 

Sasol would like to reiterate that it believes the introduction of the proposed carbon tax, as 

set out in Annexure A, is not in the best interests of South Africa and the correct approach 

would be for the carbon tax not to proceed.  A more appropriate response for South Africa is 

to build on and integrate the successful policy frameworks already in place – such as the 

Integrated Resource Plan, Industrial Policy Action Plan and carbon budget approach. Sasol 

believes that by adopting such an integrated approach, in conjunction with closer regional 

integration, South Africa could more effectively increase access to lower-carbon energy 

resources and technologies.  
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Furthermore, regardless of the merits of a carbon tax and the current design, to ensure policy 

certainty, further re-drafting of the Bill is still needed.  Without such re-drafting, adequate 

comment on the full economic and environmental impact of the Bill cannot be provided nor 

can it be implemented. In particular our concerns with respect to the following remain, 

namely: 

1. How the carbon tax will fit into the design of a post-2020 integrated climate change 

mitigation system when carbon budgets will be mandatory; 

2. Alignment between the SA Revenue Service implementation approach and the 

Department of Environmental Affairs reporting system; and 

3. Outstanding carbon tax regulations including that of carbon offsets which make it 

difficult to provide input that could be regarded as holistically constructive.  

 

As early as 2015, National Treasury indicated that the implementation of the carbon tax post-

2020 will be aligned with the carbon budget process. This intention was reiterated in the 2017 

National Budget speech.  Furthermore the Explanatory Memorandum to the Bill indicates that 

“The mandatory carbon budgets regime will be introduced in a way that is fully-aligned with 

the carbon tax, and resulting in no double penalty.” A number of concerns regarding alignment 

between the different greenhouses gas (GHG) mitigation policy instruments however remain.   

  

Firstly, National Treasury now proposes that the first phase carbon tax will end in 2022 with 

the mandatory phase of the carbon budgets commencing in 2021. This situation presents 

significant policy uncertainty, potentially higher mitigation costs as well as higher penalties.  

 

Secondly, National Treasury appears to now suggest that the carbon budgets will align with 

the carbon tax rather than the tax aligning with the budgets as initially proposed. In Sasol’s 

view it is not possible to achieve the objective of alignment in this manner while avoiding a 

double penalty.  It is not clear how the carbon budget design can be aligned to the current 

design of the carbon tax in a manner that both satisfies the requirements of an effective carbon 

budget approach while avoiding the creation of a double carbon penalty.  

 

For National Treasury to accurately create alignment, it is imperative that an integrated carbon 

budget and tax system be developed and proposed which can be implemented from the start. 

This is critical in addressing the requirement for the long term policy certainty required to 

facilitate long term investment planning and investment in mitigation. By way of contrast, the 

current approach being adopted by National Treasury in developing the carbon tax with an 

undertaking to facilitate alignment with the carbon budget at a later stage, is a major cause of 

long term policy uncertainty.   

 

Annexure A of Sasol’s submission provides detailed commentary which further expands on 

the aforementioned key concerns. 
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We will make ourselves available at the convenience of the Standing Committee on Finance 

should any further clarification be required with regard to the points raised in our submission 

and in particular the alternatives as proposed by us.  

 
 

 
 
Johan Thyse 
Vice President: Sasol Group Regulatory Services 
010 344 6351  
Johan.Thyse@sasol.com 
 

mailto:Johan.Thyse@sasol.com
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ANNEXURE A: 
 

SASOL DETAILED COMMENTS IN RESPECT OF THE 
STANDING COMMITTEE ON FINANCE’S CALL 
FOR PUBLIC SUBMISSIONS ON THE SECOND 

DRAFT CARBON TAX BILL 
 
 
 

09 March 2018 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

The information provided in this preliminary submission has been collated and analysed solely 
for the purposes of providing the Standing Committee on Finance with data and perspectives 
to facilitate their review of the recommendations pertaining to proposed environmental fiscal 
policies. These comments are high level in nature, and we accordingly reserve the right to 
amplify our submission where necessary at the appropriate time.  
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1. Introduction 
 

First and foremost, while Sasol supports the transition to a lower-carbon economy, we would 

like to reiterate that we are opposed to a carbon tax being introduced in South Africa. This 

view is based on a number of considerations:  

 It cannot address the structural issues that lie at the heart of our country’s greenhouse 

gas (GHG) intensity. The lack of lower-carbon energy alternatives and the nature of 

the energy sector are better addressed through direct energy (improving access to 

lower-carbon energies) and industrial policy intervention including government 

incentives (some of which would require increased intra-regional co-operation); 

 The introduction of a carbon tax would compound the impact of the sharp rise in 

electricity costs on the economy in the medium to long term,  inhibiting growth and 

place an increased burden on, low income households; 

 The country’s GHG emissions profile is currently below the level targeted by policy and 

articulated in our international commitments, due to both our low economic growth and 

structural changes already underway in the economy, giving rise to a reduced carbon 

intensity; 

 The proposed carbon tax creates substantial regulatory and investment uncertainty as:  

o Treasury’s intends to adjust the tax design in the second phase with an as yet 

undefined design, merely serves to further increase this uncertainty;  

o It lacks clear policy alignment with environmental policies driven by the 

Department of Environmental Affairs (DEA) such as carbon budgets and post-

2020 climate change regime.  This will result in two economic instruments 

addressing the same set of emissions; 

o It does not align with the approach being driven by the Department of Energy’s 

(DoE) Integrated Resource Plan (IRP) in their GHG mitigation and energy 

policies as it fails to take into account the lower-carbon path already selected. 

This lack of policy coherence further increases the regulatory burden, policy 

uncertainty and the cost on industry, thus diminishing the country’s investment 

attractiveness and competitiveness on a macro level, and ultimately prevents 

meaningful investment in carbon mitigation.   

 

Sasol’s position is informed by ongoing engagement with Treasury since the release of the 

first discussion paper in 2010, consideration of the requirements of the National Climate 

Change Response Policy (NCCRP) as proposed by the DEA, latest developments in the 

international climate change negotiations and, importantly, the most recent national GHG 

emissions data. 

 

Our participation in providing commentary to the latest iteration of the Bill should therefore not 

be interpreted as support for the Bill but rather our attempt to constructively participate. In this 

regard, Sasol welcomes the consideration and inclusion by Treasury of a number of 

suggestions that have been made as part of previous submissions from Sasol. We appreciate 

Treasury’s willingness to engage regarding a number of the issues arising out of the Bill. 

Similarly we welcome the opportunity provided by the Standing Committee on Finance to 

share our view on the Bill. We will avail ourselves to the Committee to discuss any aspects of 
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our submission. It is important to note that a great deal of clarity regarding the impact and 

implementation of the Bill, as well as its integration with the holistic mitigation system for South 

Africa is still lacking.  This is particularly so given the overlapping timeframes between the Bill 

and other climate change and energy policies.   

 

We believe that South Africa can more effectively drive climate change mitigation through 

sustainable and workable policies, such as the IRP. Transitioning to a lower-carbon economy 

must take into account South Africa’s national socio-economic development objectives and 

recognises the structural challenges faced by South Africa, including the limited availability of 

lower-carbon primary resources as alternative energy sources. The IRP takes cognisance of 

the country’s energy mix with associated challenges, and has commenced the process of a 

transitioning South Africa to a lower-carbon energy path. Whilst we believe that many lessons 

can be learned from other economies, we do believe it will be unwise to benchmark South 

Africa against such economies without taking into account our constraints.  

 

The socio-economic and investment impact of the various policy instruments (proposed and 

in place) must be sufficiently understood before being implemented. This is supported by the 

fact that the Media Statement on the release of the Bill states that “the actual date of 

implementation of the carbon tax will be determined through a separate and later process by 

the Minister of Finance through an announcement during 2018, or at the Budget 2019, taking 

into account the state of the economy”.  We therefore remained concerned that a carbon taxing 

mechanism is still being considered given the current state of the economy. 

 

Sasol supports government utilising the time and carbon space created by our current GHG 

emissions trajectory to develop a properly integrated mitigation system, supported by energy 

policy, such as the IRP rather than rushing with the adoption of the Bill at this stage. 

 

 

2. General policy considerations 
   

2.1. South Africa’s international policy commitments  

The global nature of climate change requires national climate change policy to be developed 

in alignment with the international climate change negotiations. The aim of the carbon tax as 

articulated in the draft Bill is “to make a contribution to the global effort to stabilise greenhouse 

gas concentrations in the atmosphere at a level that avoids dangerous anthropogenic 

interference with the climate system within a timeframe that enables economic, social and 

environmental development to proceed in a sustainable manner.”1  

 

Sasol Position 

Notwithstanding the above, Sasol believes that implementing an economic instrument, such 

as the carbon tax at this time, could place South Africa in a position where developed countries 

choose to provide less or no support, based primarily on the fact that such a tax is a national 

requirement and compliance is necessary.  Its implementation could signal to developed 

                                                
1 National Treasury. 2017. Draft Carbon Tax Bill. Available online. Republic of South Africa 
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countries that South Africa is not “in need” of any assistance which is a key requirement 

articulated in South Africa’s National Determined Contribution (NDC). This would be contrary 

to the very arguments South Africa has been making in ensuring funding opportunities through 

its NDC to the United Nations Framework Convention on Climate Change.  The current state 

of the economy coupled with higher investment costs compounded by the carbon tax 

exacerbates a dire South African economic growth outlook.  Paradoxically, therefore, a carbon 

tax may, in fact, weaken South Africa’s position in the international negotiations and, 

ultimately, hinder our ability to meet our climate change mitigation goals. 

 

2.2. Structure of the South African economy 

South Africa is a country with abundant coal reserves, but minimal natural gas resources and 

little hydroelectric potential. The renewable industry is starting off a low base, and will only be 

able to make any material contribution in the following decade. 

 

Energy emissions account for approximately 80% of the country’s total emissions and coal 

accounts for the bulk of the energy supply. South Africa also holds some of the world’s richest 

deposits of minerals, with mining and processing demanding a substantial amount of energy. 

These natural endowments enabled our country to develop through a minerals and energy 

complex that lies at the heart of the economy and provides employment (directly and indirectly) 

to millions of South Africans. Due to the reliance on these resources and the limited availability 

of less carbon intensive resources, there are fundamental structural challenges in moving 

towards a lower-carbon economy. 

 

In Figure 1, we compare the relative availability of lower carbon alternatives for energy 

consumers in South Africa with developed and developing countries having some form of 

policy and/or regulatory framework with regards to climate change and GHGs. From the 

analysis above, it is evident that South Africa’s heavy reliance on coal and current lack of 

access to lower-carbon energy sources, such as natural gas, substantially reduces the 

effectiveness of a market-based instrument, such as a carbon tax, to drive reductions in GHG 

emissions. Industry has, presently, no lower-carbon energy source to switch to that can 

provide the base load it needs. A recent information paper2, produced by the International 

Energy Agency’s Greenhouse Gas R&D Programme (IEAGHG) regarding the status of carbon 

pricing in 2017 further indicated that the majority of regions where carbon tax have been 

introduced are developed countries with a number of energy alternatives that eased the low-

carbon transition path in relation to South Africa.  As a consequence, energy consumers in 

South Africa will be burdened with a higher cost than our competitors in countries with more 

readily available and affordable alternatives.  

  

                                                
2 IEA. 2018.  IEAGHG Information Paper: 2018-IP02; Status of Carbon Pricing in 2017 Available online. IEA    
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Figure 1: Energy intensity versus coal dependence in international markets that have implemented 
climate change mitigation policies 

 

 
(Source: World Bank3, BP4) 

 

To resolve this challenge, which lies at the heart of South Africa’s mitigation issue, direct 

structural intervention is required, particularly through energy and industrial policy to increase 

the suite of lower-carbon energy alternatives available to South Africa. These are challenges 

that cannot be resolved through carbon pricing policies. It is Sasol’s experience that some of 

these interventions need to occur at a regional level within Southern Africa in alignment with 

initiatives driven by the Department of Trade and Industry’s Industrial Policy Action Plan 

(IPAP). Furthermore, the guidance provided by the IRP is evident through the successes 

achieved by the Renewable Energy Independent Power Producer Procurement Program. 

 

In addition to the structural constraint of a lack of lower-carbon primary energy resources, the 

structure of South Africa’s electricity generation sector also needs to be considered. The public 

power utility, Eskom, accounts for almost 50% of South Africa’s GHG emissions. Therefore, 

the majority of any GHG reductions will need to be derived from this sector, as in Figure 2, to 

have any tangible impact on the country’s GHG emissions trajectory. 

 

The technology decisions made, which ultimately dictate the carbon intensity of electricity 

production, are determined by the IRP. The promulgated IRP 2010 allows for significant new 

power generation capacity (almost a 100% increase from 2015 installed capacity) to come 

online by 2030 with the draft IRP 2016 indicating an approximate further doubling of this 

capacity by 2050. The majority of this new generation capacity will be provided by renewables, 

nuclear and gas and will, as a consequence, see a reduction in the carbon intensity of 

electricity generation. These decisions have not been influenced by considerations of a carbon 

                                                
3 World Bank. 2014. World Development Indicators.  Available online. World Bank 
4 BP, 2016. Statistical review of world energy.  Available online. BP   
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tax. Hence, it is questionable what impact, if any, a carbon tax would have on the largest 

source of GHG emissions within the country. 

 
Figure 2: RSA 2010 GHG inventory  

 

 
(Source: DEA,2014)5 

 

New builds contemplated in the IRP will give rise to an effective “shadow carbon price” as their 

costs are higher than further expansion of the country’s coal fleet and are recovered in the 

electricity price. Given the regulated nature of electricity pricing in South Africa, the full burden 

of this shadow carbon price and any further carbon taxes in the envisaged second phase 

where the tax will not be revenue-neutral will most certainly impact consumers more than 

competitors within the electricity sector. Hence, the incidence of a carbon price falls on actors 

in the economy that can make little or no impact on the technology choices that need to be 

made to reduce GHG emissions. The transition towards a lower-carbon energy path as 

envisaged in the IRP 2010 and draft IRP 2016 will be associated with increased cost.  Further, 

South Africans who have the ability and resources to switch to cleaner energy sources such 

as renewables, are the minority middle-to-upper class segment of the population with a likely 

negligible impact on GHG reduction as the majority have no option but to rely of coal generated 

energy.   

 

Sasol notes that Treasury has sought to address these concerns by committing that the tax 

will be revenue-neutral during the first phase and revenues will be recycled by way of reducing 

the current electricity generation levy, credit rebate for the renewable energy premium, and a 

tax incentive for energy efficiency savings.  While this is to be welcomed, it does not fully 

address the concern raised. The IRP specifies a significant roll-out of gas and nuclear 

electricity generation, both of which reduce the carbon intensity of electricity generation, but 

at a higher cost than coal. These higher costs will not be addressed by the modifications made 

by Treasury, particularly regarding certainty for the medium to long term. 

                                                
5 Department of Environmental Affairs. 2014. RSA 2010 GHG emissions inventory update. Republic of South 
Africa. 
 

 

Electricity, 
237Mt

Other 
Energy, 
192Mt

IPPU, 44Mt

AFOLU, 
26Mt

Waste, 
20Mt

TOTAL: 

518 Mt* 

* Breakdown adds to 519 Mt due to rounding  
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Sasol Position 

The GHG emissions trajectory of the electricity sector in South Africa is determined by 

technology choices dictated by the IRP. Hence, the carbon tax is unlikely to have an impact 

on the carbon intensity and, therefore, the level of GHG emissions from the largest source of 

emissions within the economy. 

 

Furthermore, the carbon tax design currently exempts the Waste and Agriculture, Forestry 

and Other Land Use sectors and is unlikely to reduce emissions from the residential sector 

which results mostly from wood and coal burning. If we, therefore, consider the “supply side” 

of energy (and hence GHG emissions) production, it is evident that a carbon tax is unlikely to 

impact approximately 55% of South Africa’s GHG emissions. It is Sasol’s view that such 

changes, given the nature of the South African economy and energy sector, will be more 

efficiently achieved through direct structural interventions that promote the adoption of lower-

carbon technologies where these can be most efficiently introduced.   

 

2.3. Impact of structural developments on South Africa’s GHG emissions trajectory 

Current indications are that, due to the increased electricity price, improved energy efficiency, 

structural economic changes and slow economic growth outlined above, GHG emissions 

growth over the last few years has been muted and this trend is expected to continue for the 

rest of this decade.  This is further confirmed via the DEA’s updated draft South African GHG 

inventory for 2011 and 20126 which indicates muted growth in emissions of 515 million tons 

and 519 million tons respectively in relation to 518 million tons for 2010 (Figure 2)     

 

 Figure 3: Current GHG emissions growth in relation to upper limit of PPD trajectory  
(probable growth scenario between 2010 and 2022) 

 

 
 (Source: Sasol, 2017)7 

                                                
6 DEA. 2016. RSA 2000-2012 GHG emissions inventory update. Republic of South Africa 
7 Sasol. 2017. South Africa’s projected GHG emission trajectory. Peer reviewed by DNA Economics and The 

Green House. Sasol. 



STRICTLY CONFIDENTIAL 

 09 March 2018                                                                                                                                                            Page | 8  
 

This impact is illustrated by Figures 3 and 4 where Sasol’s analysis (informed by public 

domain information and data with an independent peer review, focusing on probable and 

optimistic growth scenarios) indicates that the current GHG trajectory for South Africa, which 

is within the upper limit of the PPD band and is likely to remain so for at least the next five 

years in both scenarios. Growth in emissions is, therefore, only anticipated post 2022 when 

all new electricity generation units in the form of Medupi and Kusile reach beneficial operation. 

 

With emissions presently below the PPD, and unlikely to increase above this trajectory before 

2022, the nature and timing of the implementation of the carbon tax, must be reconsidered. 

This approach is supported by the flexibility included in our NDC where additional carbon 

space is likely to be required much later than originally anticipated.  

 
Figure 4: Current GHG emissions growth in relation to upper limit of PPD trajectory  

(optimistic scenario between 2010 and 2022) 

 

 
(Source: Sasol, 2017)8 

 

Sasol Position 

The implementation of a carbon tax as proposed in 2017 in this context, will only add additional 

costs to an already struggling economy, with emissions already lower than the PPD. The focus 

of policy development should rather be on the medium and longer term, beyond 2022, when 

GHG emissions growth is likely to resume. In this regard, policy instruments such as the IRP 

and carbon budget process are far better suited to drive the structural change required.  The 

introduction of future climate change policies must take into account the current emissions 

outlook given the current economic challenge and other national circumstances. 

  

                                                
8 Sasol. 2017. South Africa’s projected GHG emission trajectory. Peer reviewed by DNA Economics and The 

Green House. Sasol. 
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3. Socio Economic Modelling 
 
Compared to previous macroeconomic modelling work, the latest modelling attempt is now 

more closely aligned to the actual tax design. However, it is difficult to do a proper evaluation 

of the modelling results as insufficient detail is available around the assumptions in the model. 

This is especially true with regard to the implementation of the various revenue recycling 

options with Appendix 1: Economic modelling assumptions only stating that: “The revenue 

recycling scenarios comprise broad, production based recycling, broad or selective reductions 

in the VAT rate and targeted support for the renewable energy sector.” 

 

In our view, the various revenue recycling options are critical in determining the modelled 

impacts. In the absence of such detail, it is impossible to judge the plausibility of the stated 

relatively small (0.05 to 0.15 percentage points) impact of the carbon tax. 

 

It is also believed that the modelling does not adequately account for structural and resource 

constraints in the economy. For example, the modelling assumes that “The ratio of each 

electricity generation technology relative to total electricity generation remains fixed in the 

baseline relative to 2014 values…”  

 

Keeping these ratios fixed has an implicit assumption that the various primary feed stocks for 

the generation technologies (nuclear, wind, hydro, gas and solar photovoltaic) will be 

available. Given the potential high cost of nuclear and the fact that South Africa is a water 

constrained country, the fixed ratio assumption may overstate the absolute amount of 

electricity that could be supplied from these sources. A similar argument may also hold for gas 

generation capacity. Consequently, we believe that assumptions made around the electricity 

generation technology, combined with revenue recycling options, could be unrealistic given 

South African resource constraints. 

 
Sasol’s Position 

In the absence of greater detail regarding the modelling assumptions Sasol is unable to 
provide a proper opinion regarding the modelling.  

 
 
4. Alternative approaches to promoting carbon mitigation  
 

Sasol believes that viable alternative policy frameworks already exist to achieve the transition 

to a lower-carbon, climate change resilient economy. In particular, the IRP, the IPAP and 

carbon budget process represent more efficient and focused alternative policy approaches.  

 

Sasol proposed way forward to achieving a lower-carbon economy  

A clear roadmap of how South Africa will make the transition to a lower-carbon economy is 

required and should include the following elements: 

• The status of South Africa’s energy mix, industry use and the resultant GHGs emitted; 

• The extent to which industry is dependent on the current energy mix, particularly the 

degree to which competitive energy pricing is an important element of South Africa’s 

overall competitiveness and welfare;  
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• Set out a preferred least cost energy price path for South Africa that allows the country 

to retain its relative competitiveness and improve investment attractiveness; 

• Outline preferred energy and industrial pathways to a lower-carbon future that retains 

such a competitive and investment position; 

• A well-developed and integrated carbon offsets framework for GHGs that facilitates 

the implementation of lower-carbon technologies and promotes and appropriately 

supports the development of an appropriately broad offsets framework across the 

entire economy; 

• The steps that need to be taken along the way to address the institutional and other 

weaknesses that may be exposed in this transition (i.e. financial position of local 

government and the power utility as well capacity strengthening of respective 

governmental departments); and  

• Key to achieving the aforementioned being multilateral involvement and collaboration 

underscored by partnerships. 

 

In the interim, and until the above roadmap has been finalised, the focus should be cohesive 

policy development and consolidation of key policy instruments: 

• Implementation of the carbon tax must be halted (especially as South Africa is ahead 

of its proposed carbon target pathway) and continue with the trial phase of the carbon 

budget process whilst ensuring alignment with energy and industrial policy; 

• Advance progressing the methodology applicable to the mandatory phase of carbon 

budgets within an integrated climate change mitigation system – aligned to the current 

approach of the DEA; and 

• Increase the role of gas in the South African economy which would strike a balance 

between achieving lower-carbon outcomes with continued and expanded industrial 

production 

 

The following should be continued: 

• A commitment to 12L tax allowance incentive for the long-term as this will further 

directly address energy efficiency measures;  

• Regulatory support and government-private partnerships to unlock the gas market 

both domestically and regionally; and 

• Focus on furthering the industrialisation effort based on gas thereby facilitating the 

transition of South Africa to a lower-carbon, more climate resilient economy.   Gas and 

renewables are complementary and to successfully grow the renewables program we 

need to increase the role of natural gas within our electricity generation mix in the short-

to-medium-term. 

 


