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South Africa is at the precipice of an existential energy crisis. Notably, the coun-

try’s endowment comprises vast stores of biomass, wind and solar energy potential 

that provide the country with a comparative advantage. Transiting from coal to 

renewable energy sources can stimulate the green economy and mitigate the 

country’s power shortages. Moreover, by advocating for the decarbonization of 

the energy sector, a significant contributor to greenhouse gas emissions, this re-

search underscores the potential for advancing South Africa's decarbonization ob-

jectives. This paper explores the design of financial instruments and tax incentives 

to promote the upscale of renewable energy development in South Africa. A qual-

itative appraisal is conducted on South Africa’s incentive regime. The study con-

tributes to the scholarship on policy design to stimulate renewable energy gener-

ation.   
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1. Introduction 
In recent years, the global community has increasingly recognized the urgent need to transition towards sus-
tainable and renewable energy sources to mitigate the adverse effects of climate change and to reduce depend-
ence on finite fossil fuel resources (Hoegh-Guldberg et al., 2018; Steyn et al., 2021). As a signatory to the Paris 
Agreement and a member of various sustainability initiatives, South Africa has committed to accelerating its 
adoption of renewable energy technologies (RET) to meet its energy needs while addressing environmental con-
cerns and promoting economic development (Owusu-Manu et al., 2021; Qadir et al., 2021). However, the 
successful deployment and widespread adoption of RETs are contingent upon the implementation of effective 
financial instruments and tax incentives that incentivize investment and promote growth in the renewable en-
ergy sector (UNCTAD, 2023). Load shedding, an enduring challenge in South Africa, presents a formidable 
obstacle to the nation's economic progress and remains a significant concern for countless businesses nation-
wide. When energy demand surpasses supply, load shedding becomes a necessary strategy to distribute elec-
tricity among various power sources. Eskom, South Africa's electricity power company, implements load shed-
ding to manage the allocation of power across different locations. Energy serves as the cornerstone of all socio-
economic activities and development, playing a pivotal role in economic growth, job creation, and poverty 
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alleviation (UNCTAD, 2023; Shi et al., 2022). The importance of energy access is underscored by its inclusion 
in Sustainable Development Goal 7, which aims to ensure universal access to modern, affordable, sustainable, 
and reliable energy (Banerjee, 2017;  Dong et al., 2023; UNCTAD, 2023). However, South Africa's energy-
intensive economy predominantly relies on fossil fuels, particularly coal, which accounts for over 80 percent of 
energy generation, with renewable energy contributing a mere 13.7 percent (Pierce & Le Roux, 2023). 
 
The substantial reliance on coal exacerbates anthropogenic greenhouse gas (GHG) emissions and air pollution 
which poses significant environmental and health risks (Pierce & Le Roux, 2023). Addressing these challenges 
necessitates a concerted effort to reduce GHG emissions, with a goal of halving emissions by 2030 and achiev-
ing net-zero emissions by 2050 (Hoegh-Guldberg et al., 2018). RET investments are crucial for mitigating GHG 
emissions and limiting global temperature rise to 1.5°C above pre-industrial levels (Hoegh-Guldberg et al., 2018). 
The high costs associated with RET investments present financial barriers that hinder businesses from embracing 
renewable energy (Qadir  et al., 2021).  
 
To overcome these barriers and incentivize renewable energy adoption, a combination of government subsidies, 
regulatory financial policies, and financial instruments and tax incentives is essential (Chen et al., 2018; Cox, 
2016; Meier et al., 2014; Mousavian et al., 2020; UNCTAD, 2023). The optimal design of financial instruments 
and tax incentives is critical for promoting renewable energy investment and accelerating decarbonization ef-
forts (Qadir  et al., 2021). Furthermore, education campaigns are essential to raise awareness of the benefits of 
renewable energy and drive adoption among businesses (Akinbami et al., 2021; Qadir  et al., 2021). Against 
this background, this paper seeks to explore the design of financial instruments and tax incentives to promote 
the upscale of renewable energy development in South Africa as well as exploring interplay between financial 
instruments and tax incentives in upscaling renewable energy generation (REG) in South Africa. 
 
This paper adopts a qualitative research approach to explore the design of financial instruments and tax incen-
tives in South Africa to establish if these policy instruments are appropriately designed to stimulate REG. To 
achieve these objectives, the study adopts insights from economics, finance, taxation, environmental studies, 
and policy analysis through a comprehensive review of existing literature and analysis of relevant policy docu-
ments. This study seeks to contribute to the ongoing discourse on energy transition and sustainable development 
in South Africa by shedding light on the opportunities and challenges associated with different incentive mech-
anisms. The findings of this study aim to support evidence-based policymaking and strategic decision-making 
processes aimed at accelerating the adoption of renewable energy technologies and achieving South Africa's 
energy and sustainability goals in the 21st century.  
 
The paper is set out as follows: First, it discusses the financial and tax incentive mix to support renewable energy 
investment, secondly it reviews optimal financial and tax incentive design considerations. Third, it examines 
South Africa's financial instrument and tax incentive policy mix landscape. Fourth, it identifies the policy short-
comings in South Africa’s REG incentive regime. Finally, it offers policy recommendations for REG in South 
Africa. 
 
1. Financial and tax incentive mix for renewable energy investment 
The world-wide mandate to transform energy systems is based on three fundamental goals: “achieving climate 
targets, ensuring affordable energy access for all, and maintaining energy security” (UNCTAD, 2023). These 



Ramushwana & Ramfol , International Journal of Advanced Business Studies 3(3) (2024) p.p. 51-64 
 

53 
 

policy goals could be achieved through a range of policy reforms that promote the low-carbon economy, in-
cluding taxing fossil fuels, offering tax incentives for low-carbon emission substitutes (Cox, 2016; UNEP, 2018) 
and providing financial instruments to upscale REG (Steyn et al., 2021; Chen et al., 2018; Qadir  et al., 2021). 
Notably, tax regulatory policies serve as instruments used in curbing carbon emissions and stimulating invest-
ments in the renewable energy (RE) sector. In addition to tax policies, financial regulatory policies also assist in 
stimulating RE investments (Qadir et al., 2021). Countries must align these policy instruments to deliver on their 
Paris agreement pledges (UNEP, 2018).  
 
Financial instruments and tax incentives could address various obstacles to RE investment such as initial capital 
outlay, research costs, cash flow etc. These obstacles could be mitigated with financial instruments and tax 
incentives. These financial instruments and tax incentives might decrease the financing costs, increase capital 
access, lessen the impact of large initial capital outlay, and encourage the development of new markets (Chen 
et al., 2018; Cox, 2016). Tax incentives are commonly used tools to upscale REG due to their simple and flexible 
nature (Cox, 2016). However, reducing the advancement of climate change through the provision of sustainable 
energy requires systematic changes and cannot be achieved by a single driver in the form of tax incentives (Cox, 
2016; Dippenaar, 2018; Nortje, 2009). A combination of instruments and incentives is required, for instance: 
feed-in tariffs, net metering (also referred to as net billing), tax incentives such as corporate income tax (CIT) 
reduction, VAT exemptions, rebates, grants, VAT reduction, taxes on fossil fuel, environmental taxes (such as 
carbon tax), exemption and wavering of customs duty and import taxes, and accelerated depreciation, that are 
central to incentivising behavioural changes towards low-carbon solutions stimulate an  investment in RE 
(Chen et al., 2018; Cox, 2016; Qadir  et al., 2021; Steyn et al., 2021). 
 
2. Key considerations when designing the ideal financial instruments and tax incentives for renewable energy  
 
The design of an incentive is fundamental in stimulating investment (Cox & Esterly, 2016; Cox, 2016; UNCTAD, 
2023). Investment in the RE transition is significantly influenced by a well-crafted regulatory environment 
(Abdmouleh et al., 2015; IEA, 2024).  
 
3. Feed-in tariff 
Efficient contract design provides businesses with investment stability (Abdmouleh et al., 2015; Cox & Esterly, 
2016; IEA, 2023). A predetermined rate together with a long-term contract duration, provides contract certainty 
which lowers project risk, bearing a positive correlation for RE investment (Cox & Esterly, 2016; Guild, 2019; 
Mousavian et al., 2020; United Nations, 2023). De Jager, et al. (2008) and Wiser et al., (1997) state that the FIT 
policy's long-term stability is one of its crucial components of its success. Price security and lower administrative 
costs are critical design considerations for FIT (Dong et al., 2021; Haas et al., 2007). The key design character-
istics for FITs to attract investment require contracts to provide favourable grid access conditions (Lipp, 2007), 
investment stability guaranteed by a long-term duration (Sawin, 2004), and low administrative and regulatory 
barriers (Haas et al., 2011; Keyuraphan et al., 2012). The contract duration is a key factor for profitability (Komor 
& Bazilian, 2005). Reducing the administrative burden, like facilitating the delivery of permits and authoriza-
tions, helps improve the results of FITs. Efficient FITs are also technology specific. Lastly, transparent and opti-
mum tariff levels are crucial features. If too low, the financial incentives will not induce project developers to 
invest, and if too high, consumers will have to bear an unnecessary cost (Aguirre & Ibikunle, 2014; Guild, 2019; 
Jenner et al., 2013; Mousavian et al., 2020). The rate must be well designed because if too high it will become 
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a burden to the fiscus. The burden to the fiscus will be a huge problem as South Africa’s tax base is decreasing 
rapidly (SARS, 2023). Thus, the rates, the design, and execution of FIT policies are key factors in supporting the 
development of RE (UNCTAD, 2023).  
 
Good design characteristics of a FIT include being easy to understand and simple to use, with set rates, and 
transparent capacity targets  (Guild, 2019). NERSA (2009) asserts that a FIT policy must be easy to administer. 
A budget cap and uniformity in policy are also essential components of policy design (Couture et al., 2010). 
Other essential FIT design elements include guaranteed grid access, stable, long-term purchase agreements that 
typically last 15 to 20 years, and payment amounts that are based on the costs of REG (Cox & Esterly, 2016; 
Guild, 2019). The following implementation options are taken into account when designing FIT policies: fore-
cast obligation, purchase obligation, non-utility purchase agreements, eligibility criteria, contract-related design 
elements, FIT policy adjustments, and caps on policies (Mousavian et al., 2020). An additional design compo-
nent is a geographically specific FIT policy (Dong et al., 2021). Thus, in summary, the key design elements for 
FIT are the rate, duration of the FIT programme, and the ability to do modifications during the FIT contract. 
Modifications are key so that if there are developments which require changes or updates then these could be 
incorporated timeously.  
  
4. Net metering 
Since the critical aspect for a successful NM policy is the tariff, the tariff ought to be appropriately designed to 
be both cost-reflective and non-discriminatory. It is necessary to consider the rate that is used, i.e., whether it is 
the main retail rate or the cost avoidance rate. Avoided cost rates are based on the costs that an energy supplier 
would have incurred if electricity were produced internally or acquired from another source. Retail rate is the 
commonly used rate by the power utility to its customers (Revesz & Unel, 2016).  The export rate must be 
established at a level that does not result in higher tariff charges than the costs that are saved (Revesz & Unel, 
2016). The export tariff should be high enough to cover the production costs and must be adequate to encourage 
investment in RE. The tariff must remain low enough to not add to the total cost of electricity (SARS, 2023). 
Grid-tied compliance, universal applicability to all generation, and clear tariffs are requirements (SARS, 2023). 
The rate and grid guarantee by the utility company are critical and should be considered before implementing 
NM agreements since the grid is used as a virtual battery for NM purposes (Abdmouleh et al., 2015).  Addi-
tionally, the duration is another factor to consider i.e., the duration a customer's monthly excess generation may 
be "carried over" to subsequent billing cycles and utilised to offset electricity consumption (Revesz & Unel, 
2016). Long carry over provisions should be considered if they add value (Martinot & Sawin, 2005). The NM 
policy should set a different storage size allowed for a home and a business is another consideration (Revesz & 
Unel, 2016). Consider the exit strategy of the net metering policy for the effectiveness of net metering tool, as 
the industry matures. 
 
Tax incentive design and management  
This section outlines the main elements that should be considered when designing tax incentives to encourage 
investment and growth. The starting point in designing tax policy is to consider the goals of the tax system (UNEP, 
2018). An essential step in designing an incentive is to make sure it is intended to achieve higher-level goals 
(Cox, 2016; Lantz & Doris, 2009) and explain the way in which an incentive reduces taxes (OECD, 2022) and 
also consider the availability of public sector resources, consumer preferences, and a larger financial infrastruc-
ture (Nortje, 2009). The goals and objectives of the tax system must also be considered (Cox, 2016). Furthermore, 
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South Africa's financial instruments and tax incentives need to align with optimal policy. The principles of good 
tax policy are transparency, efficiency, fairness, simplicity, neutrality, cost effectiveness and ease of administra-
tion (Avi-Yonah & Sartori, 2011; Brunori, 2016; OECD, 2014; Shome, 2021). For example, the vertical equity 
principle states that a person should pay more taxes in proportion to their income (Slemrod & Bakija, 2017). A 
tax that applies uniformly to all taxpayers is considered fair and a simple tax is one that is easy to understand 
and comply with (Nichols 2005; OECD, 2014; Shome, 2021). A consideration must be made in advance to 
determine the communities or populations that could gain the most from specific incentives. For example, an 
incentive program might be designed to target lower-income communities with limited access to finance (Cox, 
2016). This consideration could include an exit strategy detailing that as soon as a reasonable number of low-
income businesses have accessed or utilised the incentive then this incentive could be reduced or stopped. 
Furthermore, the exit strategy of a tax incentive must be considered in advance, for example, as the industry 
matures, tax incentives may be decreased and or stopped (Martinot & Sawin, 2005; Nortje, 2009).   
 
Consider the goals and objectives of the tax system. Principles like efficiency, simplicity, and fairness dictate 
how taxes are designed; however, tax incentives are an exception to this rule because they go against the idea 
of fairness. For example, the government's efforts to advance a specific economic objective are typically used 
to justify tax incentives; and if this objective is significant enough, it may offset the unfairness and complexity 
concerns the incentive raises (Cox, 2016; OECD, 2022; UNEP, 2018). The government's efforts to advance a 
specific economic objective are typically used to justify tax incentives; if this objective is significant enough, it 
may offset the unfairness and complexity concerns the incentive raises (Blake, 2022). To maximize clarity in 
scope and administration, a checklist of items needs to be taken into account while creating a tax incentive to 
ensure that the tax incentive's legal wording adheres to the underlying policy (UNEP, 2018). Consider the pre-
sent laws and initiatives that can prevent incentives from working, e.g. subsidies for fossil fuels and how possible 
incentives might add value to the market and avoid any possible market distortions. 
 
5. South Africa’s financial instruments and tax incentive landscape 
South Africa has various challenges pertaining to the advancement of RE. One of these challenges is that invest-
ment in renewable energy transition is expensive because of the high initial capital expenses associated with 
many RE sources (Dippenaar, 2018; Purwandani & Michaud, 2021). Secondly, switching from fossil fuels to 
renewable energy sources could severely impact South Africa's economy, which is heavily dependent on the 
country's coal production, processing, export, and consumption; and the demand for coal may decline in de-
veloped nations if they take strong measures to battle climate change, which would hurt South Africa's coal 
export revenue (COSATU, 2022) (South Africa, 2019). Thirdly, South Africa has not sufficiently developed RET 
(Falchetta et al., 2022). The capital-intensive infrastructure needed to connect the hundreds of millions of busi-
nesses without grid energy presents serious financial challenges for governments in low-income nations such as 
South Africa (Falchetta et al., 2022). Dippenaar (2018) study found that many businesses lacked awareness on 
how to apply for the tax incentives. Furthermore, the tax reduction from the incentive are not adequate to 
engender a change in behaviour to switch to more ecologically friendly behaviours. Most businesses found it 
challenging to submit a claim and to meet the requirements or conditions for tax incentives. A further challenge 
is the high cost of compliance since fulfilling the prerequisites for several tax incentives is regarded as being 
unduly challenging, costly, and onerous (Engelbrecht & Hassan, 2024). Globally various jurisdictions have im-
plemented a range of tax incentives and financial instruments include feed-in tariff (FIT), environmental taxes 
such as carbon taxes, net metering (NM) and other tax incentives. 
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6. Feed-in Tariff 
FITs are employed to regulate the power purchase and offer support for a guaranteed RE market and are bench-
marked as efficient instruments to upscale REG (Abdmouleh et al., 2015; Mousavian, 2020). FITs are the most 
widely used form of RE financial instrument. They are imposed by governments to reward companies that gen-
erate electricity from RE (Dong et al., 2021; REN21, 2023; IEA, 2022).  Unlike traditional consumer tariffs, FITs 
guarantee the price of electricity supply. The creation of a tariff, or a price that covers the cost of generation 
plus a reasonable profit to encourage businesses to invest, is the fundamental economic idea underlying a FIT 
(Azimoh et al., 2017; NERSA, 2009; Odeku et al., 2011; Pegels & Lütkenhorst, 2014). FIT was first introduced 
in South Africa in 2009 by National Energy Regulator of South Africa (NERSA) (NERSA, 2009; Odeku et al., 
2011). The goal of the FIT was to give South Africa a chance to step up the deployment of RE and support the 
industry's continued expansion domestically, regionally, and globally as well as ensuring financial sustainability 
for businesses involved in REG (NERSA, 2009; Odeku et al., 2011).  
 
NERSA proposed low tariff rates subject to yearly degression with annual tariff reductions and fixed prices for 
15 years (NERSA, 2009). The duration of 15 years meant that when compared to the projected capital lifespans 
of 25–30 years for renewable energy investments in NERSA's original documents, the investment planning 
timeframe was short (Pegels & Lütkenhorst, 2014). Investors therefore raised concerns based on the difference 
between the investment timeframe and the capital life span of RE projects. After investors raised their concerns, 
tariffs were increased and the guaranteed period was extended from 15 to 20 years after public meetings during 
which prospective investors voiced their displeasure with the incentives offered (Pegels & Lütkenhorst, 2014). 
The FIT programme was never implemented, despite these two changes (Pegels & Lütkenhorst, 2014). Critics 
attributed the program's failure to policy ambiguity created by tariff rate volatility, bureaucratic hold-ups, and 
inconsistent statements and assertions from various government departments (Pegels & Lütkenhorst, 2014). 
South Africa attempted to achieve its goal of providing clean energy and reducing GHG emissions as well as 
providing sufficient and stable electricity with FITs, but it was unsuccessful since it did not adhere to the coun-
try's public procurement regulations (Azimoh et al., 2017). In conclusion the challenges of a low tariff, ambiguity 
as a result of tariff rate volatility, short duration of 15 to 20 years which is less than the capital investment period, 
and inconsistent statements from various government departments and delays of new guidelines results are pos-
ing challenges with the implementation of a successful FIT policy.  
 
7. Net metering 
NM is employed to regulate the power purchase and offer support for a guaranteed RE market and is bench-
marked as an efficient instrument to upscale REG (Abdmouleh et al., 2015; Mousavian et al., 2020).  The leg-
islation governing NM policy has not yet been finalised in South Africa. The information provided by National 
Treasury and the South African Revenue Service (SARS) is dependent on the final legislative decisions made by 
various statutory bodies and government agencies such as Parliament, SARS and NERSA, and as such the con-
tents of the draft bill may change. A NM is intended to reimburse owners of distributed energy producing instal-
lations for any excess power that is exported to the utility grid (Azimoh et al., 2017). The grid serves as a virtual 
battery for storing the excess energy because of its large capacity (SARS, 2023). NM affords businesses generating 
surplus electricity to export extra energy onto the grid in return for kWh and/or financial credits (Poullikkas et 
al., 2013; Revesz, & Unel, 2016). Any business would be permitted to implement and use the NM instrument 
provided it complies with NERSA regulations and would be required to obtain the necessary licences or regis-
trations (SARS, 2023). An essential component of NM's success is its export tariff, which in the case of South 
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Africa is authorised by NERSA (SARS, 2023). The business will be credited for the excess energy that is exported 
to the grid using the export tariff. Currently the challenge with the NM policy in South Africa is that the policy 
is not finalised yet and the contents might change due to various inputs and the change in Parliament post the 
29 May 2024 South African national elections. 
 
8. Tax Incentives 
A full or partial exemption from qualified taxable income is offered via tax exemptions (Celani et al., 2022). The 
CIT rates set below the regular rate are known as reduced tax rates. Reduced tax rates and tax exemptions may 
be applicable temporarily or permanently. Tax deductions may be used to reduce capital or current expenses 
such as operating costs. Capital allowances have the potential to expedite the write-off of capital expenditure 
value from taxable income, up to 100 percent of incurred expenses, also known as acceleration, or they may 
exceed 100 percent of acquisition cost. For instance, enabling businesses to write off 150 percent of the cost of 
a new machine could fall under this category. Deductions for current capital expenses from the total amount of 
taxes owed are known as tax credits. The capital allowances provided by the Income Tax Act 58 of 1962 (Re-
public of South Africa, 1962) increase the likelihood that RE projects will be included in the energy solution 
(South Africa, 2023). The following tax breaks are provided to assist in meeting the energy limits: Section 12B 
of the Income Tax Act, which permits capital expenditure deductions for assets used in the production of RE, 
specifically encourages the development of smaller solar PV energy projects by offering an expedited capital 
allowance of 100 percent in the first year for solar PV energy of less than 1 megawatt (MW); roads and fencing 
utilized in the production of electricity are eligible for capital allowances under section 12U of the Income Tax 
Act (Republic of South Africa, 1962). Tax incentives are used to attract local or foreign investment capital (Davis 
Tax Committee, 2018). 
 
Section 12BA of the Income Tax Act (Republic of South Africa, 1962) offers an accelerated allowance for re-
newable energy tax incentive. This tax incentive is intended to accelerate private investment and help address 
the energy crisis. Investments in RE projects that are put into operation for the first time on or after 1 March 
2023, but before 1 March 2025, are eligible for this additional tax incentive in terms of section 12BA. Under 
section 12BA, a 125 percent capital allowance in the first year for qualifying capital expenditure in relation to 
any RE project is available to any taxpayer’ conducting trade including businesses under the enhanced RE tax 
incentive. There is no cap on generation capacity during the two-year window period. The two-year window 
period is a short period not allowing businesses, especially small businesses, adequate time to access and utilise 
this tax incentive. The challenge is that given the incentive’s limited two-year duration, if proves successful and 
more businesses rush to utilise this incentive, it may lead to a surge in the demand for solar PV panels in South 
Africa, driving up the costs, and therefore nullifying the benefit (Engelbrecht & Hassan, 2024; Majola & Langer-
man, 2023).  The price increase for the solar photovoltaic (PV) panels would impact smaller businesses more. 
Furthermore, although South Africa provides a tax credit for rooftop solar for enterprises, a challenge facing this 
section 12B programme is Eskom's proposal to alter the tariff structure of the rooftop solar tax incentive, with 
an increase in the capacity charge being a major part of the revisions. This is contrary to the intention of the 
National Treasury as the higher capacity tax will discourage investment in RE.  
 
The energy regulator NERSA and its new fee structure determination method is another challenge (BusinessTech, 
2023). For example, RE consumers that use RE sources all day and connect to the grid at the nighttime peak, are 
charged more if they decide not to take part in the nightly basic load. Thus, because the rooftop solar policy 
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promotes continuous consumption, it might not offer enough tax benefits to persuade taxpayers to increase their 
solar usage. A further challenge is the absence of tax incentives for battery storage, which makes it necessary to 
encourage businesses to store excess energy produced during the day for distribution. Linked to this is the gov-
ernment's tardiness in deciding on feed-in tariffs and net metering, whereby private power producers would be 
permitted to feed in excess energy through input-in tariffs (BusinessTech, 2023). The new bill, Integrated Re-
source Plan 2023 which was published for public comments during January 2024, alluded that storage issues 
might be resolved by the complementary relationship between Smart Grid systems, energy storage and non-
dispatchable RE technologies based on wind and solar PV (DMRE, 2024). However, the contents of this bill 
might change as there is a different parliament since the May 2024 South African national elections.  
 
A study by Dippenaar (2018) revealed that not all businesses have claimed the tax incentives or plan to do so 
in the future, despite the fact that some of them have RE related to projects. Even though the South African 
government has attempted to cater for businesses who may not have the funds to invest in the solar panels by 
providing the Energy Bounce-Back Loan Guarantee Scheme whereby loans will be accessible through partici-
pating banks, Development Finance Institutions and non-bank SME finance providers, some small businesses 
do not have their affairs in order to access such financing facilities. In conclusion, NERSA’s new fee structure 
determination method is another challenge (BusinessTech, 2023). The contents of the Integrated Resource Plan 
2023 might change because of the new Government of National Unit post the general elections in May 2024, 
the short duration of section 12BA ending 1 March 2025 and the lack of import duty concession for equipment 
imported for RE are still a challenge in South Africa. The other challenges are the onerous and complex tax 
incentives.   
9. Design challenges of financial instruments and tax incentives in South Africa 
 
2. Feed-in tariffs 
The FIT policy as introduced by NERSA proposed low tariff rates subject to yearly degression, with annual tariff 
reductions and fixed prices for 15 years (NERSA, 2009). The FIT introduced in 2009 by NERSA has short time 
frames and had bureaucratic hold-ups. The FIT policy had ambiguity created by the tariff rate volatility (Pegels 
& Lütkenhorst, 2014). The duration of 15 years meant that when compared to the projected capital lifespans of 
25–30 years for renewable energy investments in NERSA's original documents, the investment planning 
timeframe was short (Pegels & Lütkenhorst, 2014). After investors raised their concerns about the short duration 
of 15 years and lower tariffs, tariffs were increased, and the guaranteed period was extended from 15 to 20 
(Pegels & Lütkenhorst, 2014). In conclusion the challenges of a low tariff, ambiguity because of tariff rate vola-
tility, short duration of 15 to 20 years which is less than the capital investment period, and inconsistent state-
ments from various government entities such as NERSA, National Treasury and Eskom and delays of new guide-
lines results are posing challenges with the implementation of a successful FIT policy (Pegels & Lütkenhorst, 
2014).  
 
3. Net metering 
Only a draft of NM is available (SARS, 2023), however, not meeting the standards of an effective NM policy as 
outlined in 4.2. The draft policy does not mention capping of the largest net-metered generator that can be used, 
nor whether the size of a generator for a home and business setting would vary. The draft does not consider 
setting an aggregate capacity limit, which restricts the total amount of net-metered generation that can be in-
stalled. The draft falls short on details such as what must be contained in the customised contracts for NM clients 
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such as including the tariff details, an assurance that exported energy would be purchased under regular oper-
ating circumstances, and customer and utility responsibilities on legal, technical, safety, and financial matters. 
 
4. Tax incentives 
Tax incentives are complex and onerous. Tax incentives are not easy to claim and have high cost of compliance. 
Tax incentives are difficult to comply with and businesses do not know how to apply to access the tax incentives 
(Dippenaar, 2018; Foster-Pedley & Hertzog, 2006). There is poor and inadequate education of the tax incentives. 
There are multiple government agencies dealing with incentives providing inconsistent information (Dippenaar, 
2018). Section 12BA of the Income Tax Act (Republic of South Africa, 1962) offers an accelerated allowance 
for renewable energy tax incentive. This tax incentive is intended to accelerate private investment and help 
address the energy crisis. Investments in RE projects that are put into operation for the first time on or after 1 
March 2023, but before 1 March 2025, are eligible for this additional tax incentive in terms of section 12BA. 
Under section 12BA, a 125 percent capital allowance in the first year for qualifying capital expenditure in 
relation to any RE project is available to any taxpayer’ conducting trade including businesses under the en-
hanced RE tax incentive. The design duration of two-years is a short period not allowing businesses, especially 
small businesses, adequate time to access and utilise this tax incentive.  
 
The challenge is that given the incentive’s limited two-year duration, if proves successful and more businesses 
rush to utilise this incentive, it may lead to a surge in the demand for solar PV panels in South Africa, driving up 
the costs, and therefore nullifying the benefit (Engelbrecht, & Hassan, 2024; Majola & Langerman, 2023).  The 
price increase for the solar photovoltaic (PV) panels would impact smaller businesses more. Furthermore, alt-
hough South Africa provides a tax credit for rooftop solar for enterprises, a challenge facing this section 12B 
programme is Eskom's proposal to alter the tariff structure of the rooftop solar tax incentive, with an increase in 
the capacity charge being a major part of the revisions. This is contrary to the intention of the National Treasury 
as the higher capacity tax will discourage investment in RE (BusinessTech, 2023). The energy regulator NERSA 
and its new fee structure determination method is another challenge (BusinessTech, 2023). For example, RE 
consumers that use RE sources all day and connect to the grid at the nighttime peak, are charged more if they 
decide not to take part in the nightly basic load. Thus, because the rooftop solar policy promotes continuous 
consumption, it might not offer enough tax benefits to persuade taxpayers to increase their solar usage. 
 

5. Conclusion and Recommendations 
South Africa’s RE financial and tax incentives policy is ineffective in encouraging adoption and upscale to REG. 
Proper design of RE financial instruments and tax incentives as well as implementation thereof is required to 
reduce reliance on fossil fuels as they are heavily associated with pollution and destruction of the environment 
as well as not providing the much-needed energy security. This will assist industries to avoid further temperature 
increases from them and the emission of GHG that advance climate change. RE financial instruments and tax 
incentives which are simple and easy to administer need to be designed to attract businesses to upscale RE.  
Develop RE financial instruments and tax incentives with lower administration costs to adequately encourage 
investment in RE. Furthermore, awareness and education about the RE financial and tax instruments is needed 
for businesses in order to attract them to adopt REG as well as to utilise, uptake and access available financial 
and tax incentives to accelerate the adoption. There is no one size-fits-all approach to establishing design of 
financial instruments and tax incentives that are required to stimulate and incentivise the business to participate 
in REG. 
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