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Introduction
This Bill is most welcome. It should be enacted as soon as possible and the Independent System and Market Operator (ISMO) should be established.  However, there are two fundamental areas where the Bill should be strengthened.
Firstly, the Bill should allocate to the ISMO full responsibility for the preparation and regular updating of the Integrated Resource Plan (IRP).  Secondly, in addition to the proposed powers of procuring and purchasing of electricity, the ISMO should also be responsible of the initiation and management of the procurement of new power generation capacity (through competitive international tenders and through negotiation of unsolicited bids).
At present, both of these functions and powers reside with the Minister of Energy. However, it would be more sustainable if these professional and operational functions and capacities were located and built within the ISMO – while the Minister retains a role of oversight and intervention under specified conditions.  
These issues are also dealt with in the proposed amendments to the Electricity Regulation Act and hence amendments in the two Bills need to be synchronized.
This note provides a brief motivation for these two enhancements to the ISMO Bill. The author would appreciate an opportunity to elaborate on these issues in hearings of the Parliamentary Portfolio Committee on Energy.
Background
The motivations for the ISMO Bill are clear and are spelt out in the Memorandum accompanying the Bill.   The current market structure, where Eskom dominates generation capacity, and is also a single-buyer, dispatcher and reseller of electricity purchased from other generators, is unsatisfactory. History shows that Eskom has not been able to provide for all of South Africa’s power needs, yet at the same time it has not been pro-active enough in contracting power from independent power producers (IPPs) who complain that the playing field is not level: Eskom favours its own generation and has inhibited investment in IPPs.  
South Africa can no longer afford this situation. The demand for power now exceeds the ability of Eskom to supply reliably. The growth of our economy needs additional investment in power generation. It is already government policy that IPPs should be allowed to enter the market and contribute to supply security through greater diversification in power generation sources.
In order to create a level playing field for Eskom and IPPs, the electricity buying or market function needs to be separated out from Eskom. There are a number of associated functions which are closely linked to that of buying or market operation: they include planning (short, medium and long term) for power generation capacity, the procurement of new generation capacity, the contracting and purchase of electricity from generations, system operation including dispatch of electricity and ancillary services (such as back-up and voltage support), and finally the sale of electricity to customers.  
These are the main motivations for establishing the ISMO.  However, the Bill focuses mainly on system operation and on market operation (buying and selling of electricity).  Its treatment of planning and the procurement of power are inadequate.  The following two sections make proposals on how these deficiencies could be addressed.
Generation Expansion Planning
The current version of the Bill suggests that the ISMO merely prepares inputs to the IRP which remains the responsibility of the Minister.  This is unsatisfactory for the following reasons.  
First, electricity planning is a complex process that requires sophisticated and expensive computer modelling and professional and experienced personnel.  While the Minister of Energy nominally is responsible for this task, she has in practice delegated this function to Eskom’s System Operator.  It thus makes sense to create certainty by formally allocating this function to the ISMO so that they can take full responsibility by investing adequately in modelling tools and planners.  The ISMO will offer a more professional environment for this function and capability to flourish.  
Second, plans need to be updated regularly to reflect a changing environment:  demand growth is often uncertain, relative energy prices change, new   resources are discovered, new technologies become available. All these affect the selection of least-cost generation options to meet required demand. The Minister is always likely to contract-out the planning function (as this capability does not exist within DoE) – but contracting out is a laborious process and is often delayed (already there are delays in updating IRP2010!). It is much better to locate this function in a professional institution (the ISMO) which has dedicated staff who can constantly update the plan.
Third, planning needs to be linked seamlessly to the timely procurement and contracting of new generation capacity. This has been the biggest weakness in the past. There have been plans. But tenders have not been put out in time and we are thus once again in a precarious state around pending black-outs.  Planning is best located in the same institution that is responsible for the procurement and the contracting of power – i.e. the ISMO.
This does not mean that the Minister or the DoE would have no involvement in planning. On the contrary, they should retain oversight of the process through chairing a planning oversight committee involving relevant stakeholders. They would guide the assumptions built into the plan, choose appropriate scenarios and would monitor whether the plan is being implemented.  The Minister would retain the right to intervene if he/she is of the opinion that security of supply is at risk.  The Minister’s role thus changes to one of oversight (and remedial actions where necessary) rather than day-today operational involvement.
Procurement of New Generation Capacity
The ISMO Bill mentions procurement of power, but this term is used quite loosely and seems to refer only to the contracting and purchase of electricity and ancillary services.  The default implication is that the Minister of Energy remains responsible for procurement of new generation capacity. This is unsatisfactory for the following reasons.
 First, running international competitive tenders for power generation plant worth tens of billions of rand is not a trivial business and requires highly professional skills and experience in finance, law and engineering.  These skills do not reside within the DoE and when it has run previous tenders it has had to contract outside transaction advisors at great cost.  
Second, because each new tender has involved the contracting of new advisors, there has been no cumulative learning from one procurement process to the next.   For example, tens of millions of rand were recently spent on financial, legal and technical advisors to run the Renewable Energy Bidding Process.  All the international advisors have now returned to Scotland, Spain and elsewhere and little knowledge or experience has been retained locally. It would be far better to locate and grow these skills institutionally (i.e. within the ISMO). Initially, transaction advisors would need to be contracted, but gradually the appropriate skills and experience could be transferred  to the ISMO.
Once again, this above proposal does not imply that the Minister would have no role in procurement.  He/she could still make the determination (from the plan) of which plants Eskom should build versus IPPs, or whether Eskom and IPPs should compete, or what broad power generation mix is necessary to transition to a lower carbon economy.  But the proposals focus these powers at a strategic level and take the day-to-day operational responsibilities for procurement to the ISMO.  
Integration of planning, procurement, contracting, purchase, dispatch and selling
The above issues are not trivial.  The electricity sector involves capital investments many times larger than other sectors (including transport, defence, etc). And having sufficient electricity generation capacity is vital for powering growth in our economy and widening access for all our people.  Getting the planning, procurement, contracting, dispatch and supply of electricity right is essential.  It is clearly optimal that these functions all reside within one professional and capable institution. They are linked: planning needs to translate into timely initiation of procurement of new capacity which then requires professional contracting/purchasing/dispatch and supply.  If these functions and responsibilities are split between different institutions, there is the risk that processes will break down and the necessary tasks will not be integrated or done in time.  It takes many years to run a successful international competitive tender, negotiating final contracts, and  building and commissioning new plant – in some cases these processes together could take more than 10 years. There thus needs to be a highly sophisticated and efficient coordination, management and execution of these functions. This is best done within the ISMO.
Some additional issues 
This submission has focused on two critical issues where the Bill needs to be improved. As mentioned earlier, the proposed amendments to the Electricity Regulation Act need to be synchronised – especially those relating to the Minister’s role in planning and procurement of new generation capacity.  
Some further issues that could be addressed are listed below:
	Planning needs to be up-to-date and flexible.  The plan should be updated continuously as new data becomes available and should be in the public domain.  We should also move away from the notion that the IRP is absolute and only those investments can be licensed by NERSA. Rather the plan should be indicative. It should show broadly what are considered the least-cost options to meet desired overall objectives of security of supply within the constraints of environmental sustainability. Anyone who can offer a reliable, cheaper option should be allowed to do so.  Innovation needs to be encouraged.

Transparent criteria need to be developed and published for allocating new build opportunities between Eskom and IPPs.
Criteria need to developed for evaluating unsolicited bids and negotiating contracts.
Large customers should be able to build or contract their own generation capacity (including wheeling across the grid), irrespective of whether it’s in the plan or not. All they need to do is notify the ISMO and NERSA of their intentions so that overall impacts on the grid and system operation can be factored in.
The role of the regulator (NERSA) needs to be more clearly defined with regard to new generation capacity.  They need to be part of the planning oversight committee. They should be present (but should not participate) in procurement and contracting processes so that they understand how price and risk issues have been negotiated.  Their final licensing and PPA approval processes should be aligned with the above. 
Finally, following international practice, it makes sense for the transmission function also to be transferred into the ISMO and this final step should be provided for in the legislation.  Generation and transmission planning and operation are integral: for example, dispersed wind or solar generation plants have profound implications for transmission investments and system operation.  If Eskom continues to control transmission it could frustrate access to the grid by IPPs, or fail to manage network congestion in a way that is fair to all.
The author is happy to propose wording for specific amendments to the Bill that take into account the above proposals.
The ISMO is urgently needed and its establishment needs to be fast-tracked!


