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…”it (REIPPPP) has already established a flagship public-private partnership model for 
South Africa, and indeed the rest of Africa, and in the process is helping alleviate 

Eskom’s current power crisis while also reducing greenhouse gas emissions.”

- Enabling Renewable Energy in South Africa: Assessing the REIPPPP, WWF, August 2014
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Background to the Refinancing Initiative.

 The Minister of Mineral Resources and Energy (DMRE) and the Minister of Public Enterprises (DPE) in
September 2019 met with IPPs and lenders to determine in which way the Bid Window 1- 3.5 IPPs (Sellers)
that are in operation, can contribute to lowering the wholesale price of electricity.

 A Task Team was established for engagements with all relevant stakeholders. The Task Team was made up from
Banking Association of Southern Africa (BASA) nominated representatives, representatives from the DMRE and
the Independent Power Producers Office (IPPO).

 There was a general willingness and support of the objective of this initiative to stimulate economic growth by
passing any reduction in tariffs back to the consumer and the economy.

 The Task Team concluded that the most feasible option to reduce the contribution of the Bid Window 1-3.5
projects to the wholesale electricity price, is to undertake a refinancing initiative as such an approach is
aligned with project finance principles and will not unduly affect market confidence or undermine the
procurement process.
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Ministerial approval, mandate and support 
at high levels.

 The Minister subsequently approved a recommendation of the Task Team for a Refinancing
Initiative based on the following key principles:
 Participation in the refinancing initiative should be voluntary.
 The refinancing gain will be shared at minimum on a 50/50 basis but higher sharing percentages

may be negotiated/offered on a case by case basis.
 It should not lead to an increase in contingent liabilities associated with these projects.
 The outcome of the refinancing should result in a reduction of tariffs over the remainder of the PPA

term.
 Impact be seen as soon as possible.

 The Minister mandated that the IPPO:
 In line with the Section 34 Framework under which these projects were procured, implement the

refinancing initiative in terms of its contract management and monitoring mandate as soon as
possible.

 Issue a Refi Protocol or guideline to ensure a standardized approach to the preparation and
assessment of all refinancing applications received.

 War Room initiative
 Support from Eskom and Nersa in ensuring timeous approvals as may be required.
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The Refi Protocol. 

The Refi Protocol has been developed and approved by the Department addresses the amongst others the 
following key issues:

 What is defined as a refinancing?
 Refinancing” includes any change in the nature of or the terms governing the financing agreements of a 

Project as it was approved by the Department at the Signature Date.

 Detail as to what information should be provided to the IPPO.

 Clarify the basis for the calculation of any refinancing gain.
 The Refinancing Gain is derived from changes in all Distributions forecast to take place after the Refinancing 

when compared with the position immediately before the Refinancing.

 Details as to how the impact on contingent liabilities will be assessed. 

 Details as to how the gain share will be dealt with in terms of a tariff reduction.

 Clarity as to the discount rate to be used to calculate the NPVs of the different cash flows.

 Details on how the cost for both parties of undertaking the refinancing will be dealt with.

 Lists the assurances from independent Auditors required.

 Provides indicative timelines for the consent to guide the timing of the implementation of the refinancing.
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Urgency of Implementation and progress to date.

 ACTIONS TAKEN TO DATE:

 Invitation  was send out to all  IPPs to provide an indication of their intention to refi and estimated timelines.
 Engagements were held with most IPPs, Lenders and other interested parties.
 Positive response received by end May from 70% of the 64 IPPs.
 Indicative timelines 4-6 months in most cases.
 Some projects more ready than others and first refi request expected by end July 2020. Expected to show good 

progress by September 2020.
 The impact of the current market circumstances will also impact timelines.

 KEY NEXT STEPS:

 Issuing the Refinancing Protocol to guidelines and clarity to the IPPs and ensure a standardized approach to 
preparations and assessments of the refinancing application. 

 Issuing Standardised Templates for completion by IPPs as part of their refinancing request.
 Continued engagements with IPPs and stakeholders to provide information, clarity and to ensure support and 

commitment.
 Regular Reports to War Room on outcomes. 



Thank You
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The refinancings carry certain parameters, which need to be adhered to and considered in order to obtain Department of Energy / IPP Office consent to the refinancing. 
These have been reflected below:

• Contingent Liabilities
• The outcome of any refinancing initiative must not result in an increase of the ‘contingent liabilities’ associated with these projects.

• The contingent liability is based on the Termination Payment that National Treasury would be required to pay out in the event of Buyer (Eskom) default.

• The Termination Payment is calculated as per the Implementation Agreement between the IPP and National Treasury, and is (in simplified terms):
• the outstanding debt at the project company at the time of the Termination, plus
• the NPV of the gross amounts of any future dividends, interest and principal payments on any shareholder loans, discounted at the internal rate of return 

(“IRR”) of the shareholders at the date of Termination; less
• Any credit balances to any bank accounts, insurance proceeds or letters of credit to be received by IPP, and any hedging break gains payable to the IPP.

• Therefore, when considering a refinancing, an IPP needs to ensure that the contingent liability to National Treasury post the refinancing does not exceed the 
original contingent liability profile at Financial Close per the Base Case Financial Model for that Project at any point during the remainder of the PPA term.

• Considering that this contingent liability profile cannot be amended, if longer tenor debt or an increased debt quantum or debt with an amended repayment 
profile is injected through a refinancing, and a Termination Payment from National Treasury is ever made (for Buyer Default), lenders will need to ‘eat’ into the 
Equity Portion of the Termination Payment, in order for their debt to be fully covered – which will be a lender requirement across the market.

• In that case, the Termination Payment pay-out (in event of Buyer Default) to shareholders in the event of a Termination Payment from National Treasury will be 
reduced.

• Shareholders will need to be comfortable with this (theoretical) potential reduction.
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• We have modelled a scenario on a generic REIPPPP project whereby the strip in green in the second graph below reflects the additional debt from a refinancing (should the 
Sponsors opt for this type of refinancing) and reflects how this additional debt would ‘eat’ into the Equity Portion of the Termination Payment payout. 

Components of Termination Payment pre Refinancing Components of Termination Payment post Refinancing
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• Refinancing Gain

• The refinancing gain will be calculated on an NPV basis, using a standardized discount rate in order to run the NPV comparison ‘before’ and 
‘after’ the refinancing.

• The IPP Office is due to provide clarification (in a Protocol Document) on the discount rate to be used: whether this should be the discount 
rate used per the BCFM at Financial Close or at the date of the Refinancing. 

• The refinancing gain will be shared at minimum on a 50/50 basis between the IPP and the DoE (but higher sharing percentages can be 
negotiated/offered on a case by case basis).

• The DOE’s sharing in 50% (or more) of the refinancing gain needs to come through in a reduction to the energy tariff charged by the IPP to 
Eskom, and not through an upfront payment to the DOE.

• RMB’s current understanding of the methodology to calculate the refinancing gain is as follows:
• Update the latest operational model with the latest realistic forecast assumptions for CPI, base rates etc.
• Calculate the current NPV of the shareholders discounting all future expected cash flows to ‘today’ at a standardised discount rate
• Insert new debt profile per the refinancing proposal (e.g. larger debt quantum, longer tenor etc.) into the latest operational model
• Take this version of the model and calculate the current NPV of the shareholders discounting all future expected cash flows to ‘today’ 

at a standardized discount rate
• If for example, the increase in NPV amounts to R150m, then goal seek a reduced tariff amount that will reduce this NPV benefit to 

50% (i.e. R75m)

• The above thinking however is subject to confirmation in the Protocol Document from the IPP Office.



Shareholder Drivers for a Refinancing
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• Different shareholders will invariably have different drivers and goals they are trying to achieve by embarking on a refinance. 

• We have reflected some of these drivers below:

Shareholder Drivers

Increased Yield

Upfront cash 
pay out

Using 
incumbent 
lenders or 

approaching full 
market

Minimise 
transaction 

costs

Maximise tariff 
reduction

Preference for 
type of 

refinance
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There are various options available for 
a refinancing, which we have reflected 
to the right. 

Many of these options are not 
mutually exclusive and Sponsors may 
opt to explore some or all of these 
potential refinancing solutions.

This list is not intended to be 
exhaustive. 

1. 
Maintain existing debt 
levels & structure but 

reduce margins

2.
Increase existing debt 

levels

3.
Increase debt tenor

4. 
Convert JIBAR debt to 
CPI debt or vice versa

5. 
Replace Reserve 

Accounts with 
Contingent Facilities

6. 
Replace junior debt 

with senior debt

7. 
Introduce preference 

shares

8. 
Restructure existing 
Risk Management 

Strategy & Hedging 
Policy
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Legal perspective
Refinancing of REIPPPP projects in SA

• The refinancing process

• History

• Legal considerations

• Conclusion



Legal perspective
Refinancing process

Letter of 30 April 2020
• Reference to Ministers' meeting with IPP in September 2019 regarding a lowering of R1-3.5 tariffs
• A coordinated refinancing initiative aligned with best practice should not undermine investor confidence
• Reference to December 2019 task team report
• Key principles:

− No increase in government's contingent liabilities;
− Participation should be voluntary;
− Refinancing gain shared at a minimum of a 50/50 basis (higher sharing percentages can be offered or negotiated on a case 

by case basis); and
− The outcome should result in a meaningful reduction of tariffs over the remainder of the PPA term.

• Invitation to all IPPs to engage with the IPP Office on refinancing proposals
• Processing of acceptable refinancing proposals within approximately 90 days
• IPP Office engaging with Eskom and NERSA to ensure timeous consideration of any amendments to licences, agreements 

and approvals
• Responses requested by 30 May 2020



Legal perspective
Refinancing process

Refinancing Protocol
• what constitutes a refinancing (release of LC or cash balances; change in type of debt included)
• Key principles
• consent to refinancing notices
• process, method, timing of calculating, sharing and paying refinancing gains (use of the base case financial model and 

NPV calculation to use)
• documents to be submitted
• indicative timelines
• audit rights



• Economic development
• Land
• Finance
• Technical
• Capacity

• Price
• Economic Development

− Ownership
− Management
− Job creation
− Local content
− Preferential procurement
− Enterprise development
− Socio-economic development

History
Request for qualification and proposal

• Requirements
• Rules

RFP Part A

RFP Part B 
Qualification

RFP Part C 
Comparative 

Evaluation



• The price structure for CSP in Round 3 was different to Rounds 1 and 2 and included a peak tariff 270% 
of the base price

• BW 4 average fully indexed prices (April 2014) – wind R619/MWh; solar PV R786/MWh; biomass 
R1450/MWh; hydro R1117/MWh

Source: PPIAF Report, Eberhard, Kolker, Leighland – ‘South Africa's Renewable Energy IPP Procurement Programme: Success Factors and Lessons’, May 2014

History
Historical REIPPPP average bid prices, 2001 (SAc/KW)



Contractual considerations
Refinance clauses in IA – Rounds 1 to 3

8. Refinancing
1) The Seller may undertake any refinancing or re-arrangement of its debt or equity during the IA Term, provided that 

the amount and tenor of the debt or equity may not increase above the amounts prior to the refinancing or re-
arrangement.

2) The Seller is required to provide the DMRE with written notice:
a) Not more than three business days before the mechanics of the refinancing or re-arrangement are 

implemented, with details of:
i. The amount of the debt at such date;
ii. The amount of accrued and unpaid interest at that date;
iii. The prevailing interest rate in respect of the debt; and
iv. The current situation in respect of payments due by and receivable by it under any swap or derivative 

contracts to which it is a party, which payments are pursuant to such refinancing or re-arrangement;
b) Not more than three business days after the mechanics of such refinancing or re-arrangement are 

implemented, with details of the amount of debt at such date and the prevailing interest rate in respect of the 
debt, as well as the features, in a reasonable amount of detail, of any swap or derivative contracts to which it 
is a party.



Contractual considerations
Refinance clauses in IA – Round 4

"The Seller may not undertake any refinancing or re-arrangement of its debt or equity
if such refinancing or re-arrangement results in a distribution or payment being made
to any shareholder in its capacity as such, unless it has obtained the prior written
consent of the DMRE, which consent will not be unreasonably withheld."



Contractual considerations
Consequences on termination for Government Default

12.1.1 DMRE has the option to take over the ownership of the Facility or to 
nominate a third party to take over the ownership of the Facility on certain 
terms and conditions.

12.1.2 Regardless of whether or not the DMRE has exercised its option in terms of 
clause 12.1.1, DMRE must pay the Seller an amount equal to the aggregate of:

• An amount equal to the Debt; and

• The Expected Equity Value at the date of termination (taking no account of 
the event which gave rise to such termination or of such termination),

• Less certain specified amounts.



Finance documents considerations

• Break costs

• Hedge break costs

• Prepayment penalties

• ECA cover on existing loans lost on refinancing

• Impact on BEE parties' ability to service debt if tariffs (and 
therefore dividends) are reduced 



Procurement considerations

• REIPPPP Projects were procured through a detailed and deliberate government process

• Overriding principle – tariff reduction must be voluntary – observed by the 
Government of South Africa to safeguard investor confidence in the programme

• IPP Office is consulting with Eskom and NERSA to expedite all approvals required

• No public hearings will be required for NERSA to confirm revised tariffs

• No s66 and s70 PFMA approvals will be required over and above the existing ones if 
contingent liabilities do not increase

• Need for clear parameters for the refinancing – refinancing protocol to be applied 
equitably across all projects containing direction on 50/50 gain sharing and the 
calculation of NPVs



Legal conclusions

• Commercial drivers will be the main determinant of whether many projects from Rounds 1 to 
3.5 will refinance and reduce their tariffs

− Do the benefits outweigh the costs?

− Is there more to be gained through running new procurements of renewable energy with 
lower prices unlocked?

• Important legal considerations will need to be borne in mind by Government, IPPs and their 
lenders"

− The tariff reductions must be done on a voluntary basis

− Observance of the detailed and deliberate state-designed and award-winning procurement 
process that attracted a lot of international investment because of its design



Polling
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Investor Perspective

• Market Change

• Performance Risk Analysis

• Relative Value



Market Changes

Technology RD 1 and RD 2 Later  – Solar Later  - Wind Portfolio 

Refinancing

All-in margin over JIBAR + 400 bps 275-295 bps 275-295 bps 265-275 bps

Gearing (D|M|E) 70:5:25 80:5:15 80:5:15 85:5:10

Tenure (years) 15 17 17 18

Revenue Assumptions Conservative Aggressive Moderate Aggressive-P50

Default DSCR 1.30x-1.45x 1.05x-1.10x 1.30x-1.45x 1.10x-1.15x

Other Covenants Conservative Conservative Moderate Aggressive



Performance Will Determine Pricing 



Relative Value Proposition
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Refinance from an 
IPP perspective



CONTENT

What I aim to unpack:
• Opportunities and incentives

• Risks and pitfalls

• Uncertainties and insecurities

• Mutual beneficial collaboration
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Improve 
Loan 

Terms

Decrease of 
finance cost

Relaxing 
covenants

Change 
variable 

base rate

Change 
finance 

instrument

Duration of  
tenor

REFINANCE INCENTIVES FOR IPPs

Revalue 
Project

Modify 
Forecast 
Models

Update 
Credit 
Rating

Adjust IRR & 
NPV 

Valuations

Consolidate Debt 
& Lenders

Relief in Limitations 
& Undertakings

Renegotiate 
Agreements

Average Debt Funding as % of Total Funds

Technology BW 1 (%) BW 2 (%) BW 3 (%)

Wind 74.5 75.4 75.0

Solar 73.5 72.6 77.5

CSP 70.0 70.5 75.0

Increase Leverage

Project 
Debt 

Gearing

Repayment 
of Group 

Equity Debt

Investment 
Capex 
Assets



REFINANCE PITFALLS AND RISKS

Leveraging
Risks

Investment IRR < 
Leveraged Debt

Increased 
Credit 
Rating

Solvency 
Risks &

Limitations

Decrease 
in Control

Base Rate (JIBAR vs CPI)
Repayment profile and 

distribution expectations

Hedging 
Policy

Credit Risk 
Evaluation

Contingent 
liability curve

Weighting 
Profile

Forecast Assumptions and Modelling
Macro-economic assumptions Project related assumptions

CPI , Jibar, prime, repo, forex, price of 
technology, economic growth, etc.

Performance, repairs, regulations, 
decommission, repower, etc.

- Limitation to interest tax deductions 
(s23M and s23 N)

- Tax on distribution of equity release

- Decrease of the tax shield value
- Deductibility of related transaction cost

Transaction 
cost

Refinancing arrangement/upfront fees, 
due diligent costs, advisory & audit fees 
(legal, financial, model, tax & technical)

Loan 
breakage fee

Contractual cost to cover the differential 
risk when a  lender has to redeploy its 
underlying borrowings as a result of the 
early prepayment by the borrower

Government 
share

Deferred cost leakage by means of a tariff
reduction over remaining PPA period

Refinance Leakage

Original Debt @ 10% Equity @ 12%

Refinanced Debt @ 9%
Refi Equity 

Value

TariffEquity @ 12%Refinance 
costs

Refinanced Debt @ 9%
Refi Equity 

Value

Tariff

Equity @ 
12%Refinance 

costs Le
ve
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De
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10

.5
%



Uncertainties and insecurities
Determining the 50% value share

Understanding the contingent liability

Clarifications on the IA requirements

Tariff reduction % considered 
meaningful

Refinance process steps &    
committed timeline

Covid -19 market volatility:

Sovereign downgrade, cost 
of borrowing, economic 
growth forecast, CPI
Insurance market:

Insurers exiting the project 
insurance market and 
increase of premiums

IPP’s are reluctant to engage 
into a process that is not 
well defined or that has 
limited evidence of success. 

Some projects could carry 
project specific risk, for example 
contractual or technical risk,  
that could lead to a higher 
general/credit risk profile.



Establish a IPP 
Refinance 

Market

Mutual beneficial collaboration

Cheaper 
product for 

the off-taker 
& end 

consumer

Creating liquidity 
for other 

investment 
opportunities

Attracting 
foreign 

investments

Expanding the 
REIPPP 

Programme 
brand and 

scope

Unlocking 
value in 

operating IPP 
projects
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Hennie Hanekom CA(SA)
hennie@noblesfonteinwindfarm.co.za
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Ntombifuthi Ntuli
CEO: South African Wind Energy 

Association (SAWEA)
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