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Acronyms and Definitions

Capital Investment Cost (Capex): Total investment required for the construction of a
facility

Conventional Energy: Typically involves fossil fuels such as coal, natural gas, oll,
nuclear, and diesel

Electricity Control Board: The national electricity regulator of Namibia

Electricity Supply Industry (ESI): The industry involved in the generation,
transmission, supply and distribution of electricity to consumers

Grid Connection Charges: Charges paid by the IPP to the
using the transmission network for evacuating power to s

ission company for
o the off-taker

Grid Stability: A measure of the power evacuation ¢ e transmission network

and its capacity to withstand sudden power surges

Prosperity for All.

IPP License: A license granted by the nati
and supply power to the off-taker

Independent Power Producer

Large IPP Projects 0jec [ ation capacity of more than 100 MW

ith a total generation capacity between 5

d: A governing body to be established by the Government to
plementation process and modify the policy, as required

Operation and tenance Cost (Opex): Annual cost of operating a facility

Power Grid: The national transmission grid in the country either operated by the
vertically integrated power utility or by an unbundled national transmission company

Power Purchase Agreement (PPA): An agreement between the IPP and an off-taker
for the sale of power by the developer to the off-taker typically over a 15-20 year period

Regional Electricity Distributors (REDs): Regional electricity distribution companies
organized under the Namibian laws as autonomous companies to distribute power to
their consumers in a specified region of the country
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B Renewable Energy Feed-in-Tariff (REFIT): Tariff designed by the national regulator,
ECB, for various renewable energy resources (solar, wind, biomass, etc.) for all IPPs
below a certain threshold capacity generation facilities, currently limited to 5 MW in total
capacity

B Renewable Energy: Typically defined as energy from a renewable energy resource
such as solar, wind, geothermal, and biomass. In some countries, hydropower is also
included as renewable energy

m Small IPP Projects: IPP projects with a total generation capacity of 5 MW

B Transmission Connection Agreement (TCA): A contract between the IPP and the
national power transmission company for the connection with ational grid in order to
evacuate power to the off-taker

ibia to set the
tion of the Namibian

B Vision 2030: A document prepared by the Governme
Government’s vision and goals for the developmen
economy
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Executive Summary

Overall Development Goals of Namibia

The economic and social development goals of Namibia are embodied in (i) Vision 2030 and
(i) the National Development Plan 4 (NDP 4) 2012/2013 — 2016/2017. In addition, the
Government has developed the Harambee Prosperity Plan (HPP) 2016/2017 — 2019/2020,
which complements the Vision 2030 and NDP 4. All of the three plans set the goals, targets,
and strategy for Namibia to move on a path to economic prosperity through a concerted
strategy for the develop of Namibia’'s economic growth. These Plans also include specific
growth targets milestones and strategies for the sustainable deplo nt of Namibia’s
resources to achieve that stated economic and social develop oals.

The Government recognize the importance of developing
order to fuel the targeted economic growth and the trans

's energy sector in

supply in Namibia continues to be supplemented by from the neighbouring countries
in the Southern Africa Power Pool (S esents an untenable

dependence on imports that must be &
Namibia’s energy supply security.

Government cannot meet such a significant
e sector of the economy. Accordingly, private sector
ed through the acceleration of IPPs for the development

Government has re€ ed the need for promulgating a clear, fair, and transparent National
IPP Policy in order to streamline the IPP regime in the country and open the Namibian
power market to domestic and international investors. This National IPP Policy outlines the
key provisions of the Government’s commitment to encourage private investment in
Namibia’s power sector and outlines the power market model, pricing regime, procurement
approach, and the requirements for the IPPs to develop power generation projects and seek
licenses for implementing the projects.
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IPP Investment Market in Namibia

Specifically, the National IPP Policy lays out the provisions of classifying the IPP market into
three categories and establishes the approach to be followed to promote private sector
investments in power generation through IPP projects consistent with the NIRP Least Cost
Investment Plan. The IPP market is categorized as follows:

B Small-Scale (< 5 MW in capacity) IPPs Covered under the REFIT Scheme

B Medium-Sized (5 MW — 100 MW) IPPs
B Large (>100 MW) IPPs

The National IPP Policy also establishes the approach for the pr
Small-scale IPPs are licensed under the REFIT scheme and

ent of IPP projects.
estment is governed by

through a “negotiated Approach” depending upon eeds of Namibia.

Current and Modified Market Model

Current Single Buyer Model

Based on inputs from the stakeholders'g ernational ractices for designing and
implementing an IPP regime, the Gove i t there is an inherent
conflict posed by the Single Buyer Mode appropriate competition
in the sector and deters g ipate in Namibia’s power
market.

International expe is mi ingle Buyer Model power markets. On the one
hand, such a structure ca ini ' i ]

commercial g ] elling point for a Single Buyer Model. On
odel sets the incumbent in a situation where it is subject to
incentives that may not be conducive to least cost

ameters of plants owned by competing companies, potentially
C ese conflicts of interest, in turn, lead to calls for highly
structured power p0 5 agreements that limit the flexibility of the Single Buyer to affect
adversely the profitabifity of the IPPs. However, since the Single Buyer is usually also the
largest retailer of electricity its ability to adjust retail tariffs will directly affect the ability of the
IPP to recover costs.!

" Another overlooked element in the success or failure of a Single Buyer restructuring is whether and to what extent the
existing electricity market is adequately supplied when market arrangements are changed. A number of markets,
including South Korea, Indonesia, and California, have experienced a slowdown in generation investment after
implementing a Single Buyer Model, exacerbating existing supply inadequacies. In some cases, this has been due to the
Single Buyer's insistence on forcing a cost-plus model on IPPs, when a more market-oriented pricing régime would have
been warranted. In other cases, the IPPs will try to get their temporary pricing power enshrined in a long-term contract.
Both of these fall short of the willing-buyer willing-seller ideal.
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The Single Buyer Model suffers from several major flaws that are discussed later in this IPP
Policy.

The current attributes of the Single Buyer Model in Namibia make it inherently unstable
since the best customers are always prepared to leave, and without them, expensive new
generation plants by the utility or PPAs with independent generators look increasingly risky.
Namibia’s experience since its loss of firm supply from Eskom is typical of the difficulties
encountered by countries adopting a Single Buyer Model approach.

In summary, the Single Buyer Model, especially when implemented during a period of
insufficient generation capacity, often initiates or reinforces a cascade of events in the ESI
that result in underinvestment, declining service quality, high cost ppropriate generation
technology and ever-greater government liabilities to cover los his may well be the
case for a lack of IPP investment in Namibia despite the fa amibia implemented an
IPP investment market framework as early as 2006-2007,

Modified Single Buyer Model

In Namibia a de facto Modified Single Buyer

multi-seller/multi-buyer system (MSMB e stable given sufficient

ments are sufficient to induce
smaller, mostly embedded generation e country will need larger
generation units, too large for embeddi
and demand imbalance [ [ ectricity imports, Namibia is
quite in need of mediup 7

owledgement of bilateral trading agreements. Such
the Namibian power system, would be formally acknowledged

Through this Modifie€ gle Buyer Model, this National IPP Policy, shall ensure that there is
sufficient competition at the supplier level (amongst IPPs) and a reasonable level of
balanced competition at the off-taker level (among NamPower, the REDs, the Municipalities,
and large industrial off-takers such as the mining companies). This level of competition will
result in benefits to both the ESI and the consumers.

A number of changes in the structure and functions of various sector institutions will be
required in order to implement the Modified Single Buyer Model. These are further discussed
in the National IPP Policy.
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Electricity Pricing in Namibia

Namibia is a price taker in electricity markets. That means for all aspects of its electricity
supply system — fuels, generation plants, networks, and imports — Namibia cannot control
the prices paid for either the inputs to electricity supply or the electricity itself. For pricing of
electricity, therefore, Namibia must then resort to the iron law of markets — charge prices for
resale of electricity that cover all costs of supplying that electricity.

In addition to its primary role in covering costs, electricity pricing in Namibia should also
provide signals/incentives to both suppliers and consumers. On the supply side this shall
involve decisions with respect to choice of technology, location and size of new IPP plants,
and optimization of the cost of supply and quality of service. On t nsumers’ side the role
of prices is to make consumers aware of the true cost of the e ity that they use. Once
costs can be fully recovered then the role of electricity pric nsure that consumers

after full cost recovery pricing is in place can progra [ iciency of electricity
use can be introduced with greater success.

In addition, this National IPP Policy shall ens ici i 0 account

to affect system operations and stabij ibia must make sure that its
incentives for intermittent sources of & tive”, leading to large swings in
output relative to total consumption.

private investors. i nnot guarantee a good outcome, but the
wrong ones will alf

er guidance of the construction of

ingle “best” combination of fuel and technology for the
ic power system. What appears to be the optimal and least

e may prove to be less so over time. Future investments in
generation can re onomic benefits of certain generation technologies. For
example, in the las des innovations in solar and wind power technologies have
reduced the prices forthese technologies significantly, making them more attractive. The
net effect of these innovations is that there is no single optimum solution for power systems
and that technological innovation continues to make the deployment of diverse energy
technologies a net benefit to most power systems.

2 Recent system simulation work in Baja California, similar in climate and population to Namibia, by the authors has found
that significant penetration of wind energy technology (>15%) can place burdens on the system operator to maintain
service quality. While not dispositive as a barrier to renewables, this need to maintain system stability entails tangible
costs at both the generation and transmission stages and must be accounted for in the FITs for renewables or in the uplift
charges to be paid by such generators.
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The import of this for Namibia is that wholesale electricity prices need to reflect a diverse
collection of primary energy sources, as relative prices are bound to change. The wholesale
power situation in Namibia will continue to require price-taking for wholesale power.
Namibia’s reasonable approach therefore, is to employ renewable energy in limited volumes,
with most of the wholesale power generated using a least cost combination of generation,
imports, and efficiency measures, as stipulated in the Revised NIRP.

Namibia’s wholesale power market will face world prices and concomitant fluctuations for the
greatest share of generation. Accordingly, pricing policy in Namibia shall be governed by
the least-cost solutions in the NIRP that combine varying proportions of domestic gas
(Kudu), imported LNG, imported coal, fuel oil, imports, and renewables, primarily wind and
solar. The wholesale electricity prices shall accommodate thes gy sources by
implementing a weighted average cost of generation, varyin e of day or season,
accounting for fluctuations in domestic demand, and hydr erations in Namibia
and in other SAPP countries.

Retail Electricity Tariffs

NamPower remains the primary electricity su
REDs. NamPower must meet certain financial

denominated in the U.S. Dollar.

An obligation to cover costs with retail ‘€lectrie little room for elaborate
cross-subsidy schemes at the retail leve
guite simple. Smaller custe ers, pay one uniform price per

In order to oversee plementation of the National IPP Policy, this Policy shall establish
a National IPP Policy Board (NIPB) with membership from all key stakeholders —
representatives from the public sector, the regulator, the ESI, the local governments, the IPP
community, and the industry and consumer organizations. The NIPB shall convene twice a
year to review the impact of the National IPP Policy and make decisions to modify the Policy
as warranted.

The ECB shall be responsible for developing and enforcing all implementing regulations with
due consultations with the stakeholders.
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Monitoring and Evaluation and Continued Policy Reform

Given that the Namibian Electricity Supply Industry (ESI) is evolving and the global IPP
industry is rapidly undergoing transformation, the Government recognizes the need for (i)
monitoring the economic and social impact of the IPP regime and (ii) a periodic review and
revision of this National IPP Policy and the corresponding implementing regulations, as
warranted by the changing power sector landscape in the Country.

Accordingly, the National Policy Commission shall institute a function to continuously
monitor the impacts of the evolution of the IPP investments on the Namibian economy.

This National IPP Policy shall be updated, as required, based on fugther experience with the

deployment of IPPs in Namibia and as directed by the NIPB.
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1 Introduction

1.1 Economic and Social Development Goals of Namibia

The economic and social development goals of Namibia are embodied in (i) Vision 2030 and
(i) the National Development Plan 4 (NDP 4) 2012/2013 — 2016/2017. In addition, the
Government has developed the Harambee Prosperity Plan (HPP) 2016/2017 — 2019/2020,
which complements the Vision 2030 and NDP 4.2 All of the three plans set the goals, targets,
and strategy for Namibia to move on a path to economic prosperity through a concerted
strategy for the develop of Namibia’s economic growth. The Plans also include specific
growth targets milestones and strategies for the sustainable deplo nt of Namibia’s
resources to achieve that stated economic and social develop oals.

be found in the
based on a set of

While the details of the specific goals, objectives, and stra

e goals, the NDP 4 has placed a high priority on key economic
s, tourism, manufacturing, and agriculture

objectives andi@xplicitly recognizes the need for reliable and affordable energy sector
availability to fuel the country’s targeted economic growth

1.1.3 The Harambee Prosperity Plan (HPP - 2016/17 — 2019/200
B The key provisions of the HPP — 2016/17 — 2019/20) are as follows:

¢ The HPP focuses on the Namibian Government’s Action Plan toward prosperity for all

3 Vision 2030
National Development Plan 4, May 2012,
Harambee Prosperity Plan (HPP), National Planning Commission, Government of Namibia
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+ The HPP is targeted to accelerate development in clearly defined priority areas for the
development of the Namibian economy. This plan does not replace, but compliments,
the long-term goal of the NDPs and The Vision 2030.

+ The key driver for the Harambee Prosperity Plan is to focus on the most effective way
to address poverty through wealth creation. This is to be achieved by growing the
economy in a sustainable inclusive manner and through the creation of decent
employment opportunities. Effective governance and efficient service delivery in the
country are at the centre of the Harambee Plan.

+ The HPP clearly recognizes the relevance and importance of the availability of
reliable and affordable energy to fuel economic growth in th

The achievement of these development goals will require a ed effort by all
stakeholders to ensure that Namibia is put on a path to ient new generation
capacity in the country to meet its growing demand, r its i erability, enhance

recognize the importance of develop
targeted economic growth and the transie [ an industrialized nation.
Availability of reliable electricity service nt of all sectors of the

is 507.5 MW and the generation peak is
yment goals targeted by the Government of

must be addresset ear term in order to ensure Namibia’'s energy supply security.
With the decline of thefNamibian dollar against the U.S. dollar, the current high level of
dependence on imported sources of electricity supports further efforts to develop a robust
strategy to accelerate the country’s domestic power supply.

In addition to addressing its current large energy shortfall as well as the country’s overall
economic goal to transform Namibia to an industrialized nation with a GDP growth rate in the
range of 4-5% annually, Namibia needs to make sizable investments in the development of
its indigenous power capacity. The NIRP analysed five different alternatives to meet
Namibia’s project demand for electricity in 2035. Of these, three alternatives were analysed

4 Based on the Reference Case in the current NIRP (June 2016)
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in substantial detail as they represented the lowest cost scenarios. The NIRP has
forecasted that these alternatives would require an overall investment in the range of N$90-
97 billion. Given other sectoral priorities in the country, the Namibian Government cannot
meet such a significant investment requirement in a single sector of the economy.
Accordingly, private sector investment sources must be deployed through the acceleration of
IPPs for the development of the Power Sector in the country.

1.2.1 The Electricity Supply Industry in Namibia

Introduction of IPPs in the Namibian the Electricity Supply Industry (ESI) is crucial in order
for the IPPs to be able to participate in adding to the generation capacity of Namibia in a
sustainable manner. The ESI in Namibia needs to keep pace wi changing energy
requirements and the regional and global developments in the r sector including the
global nature of the IPP industry. Exhibit 1 provides the cur evolving structure of the

Namibia, including the establishment of the R ibi with some
of the best-run power systems internationally. ned utility,
continues to be the dominant player in Namibia’s tly, NamPower acts as a

power sector market ] odel needs to be modified in order to
introduce competiti p yreserving NamPower’s status as the

not unduly pose risks to the major suppliers in the country,
NamPower. Accordingly, any reform in the current power
sector policy ‘ 2 Government’s goal to protect its national entities while
introducing competiti der to deploy foreign investment and achieve overall ESI
efficiency.

1.2.2 Electricity Sector Market Model in Namibia

Currently, for all practical purposes, Namibia is operating on the basis of a Single Buyer
Model whereby all IPPs must sell their power to a single buyer, the national utility
(NamPower). Discussions with stakeholders within the ESI have indicated that both the
REDs and the Municipalities are currently engaged in negotiations with various IPPs for the
direct purchase of power. In this sense, the Namibian power market has already begun to
operate as a Modified Single Buyer Model. Based on extensive consultations with
stakeholders, this National IPP Policy for Namibia formally institutes a Modified Single Buyer
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Model to introduce competition in the power sector and streamline the process for the entry
of IPPs in the Namibian power generation market.

Exhibit 1: Electricity Supply Industry (ESI) in Namibias

Policy Maker [ Ministry of Mines and Energy l
: L)
ﬁ E

NamPower

Energy Trading I
Generation —- Import Transmission
& Export N

Imports & Export "
From RSA, > NamPower
Zambia, | s
Zimbabwe .
L >
Independent
Power v — REDs
Producers Bilateral Power P
> Contracts & Settlement
l—Dts'.rl T Embeaded Generator————— Local and
— Regional
Large |PPs =——— Authorities
Other
Self - Generation I Distributors
I Embedded Generat
License > Tretig
Distribution
Generation Import Transmission Supply
Types ﬁ = » s

ory Regime

y sector policy, including the National IPP Policy, the
suring that it has a sound, transparent, and fair regulatory
regime where ticipants in the country’s power sector play on a level playing
field and under es. The ECB shall continue to be responsible for developing

Government’s energy Sector policy. Specifically, ECB shall develop and implement the
following key regulations:

B Rules and regulations required under the Modified Single Buyer Model,

B A transparent, fair, and equitable tariff regime including approval of tariff filings by the
ESI including IPPs;

B A financially sustainable and fair market model to introduce competition within the ESI
both among the suppliers and among the off-takers;

5 Updated based on the ESI description in the NIRP developed by Hatch, Canada
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Review and Issuance of licenses to the ESI including the IPPs based on a clearly
articulated process for a transparent and fair licensing regime;

Implementation of the Government REFIT Policy
Regulations related to Quality of Supply and Service (QoSS); and

Other parallel regulations

As the ESI transforms and more and more IPPs enter the Namibia power market, the ECB
shall continue to evolve in order to ensure that all aspect of the Government’s energy sector
policy are implemented based on fair and transparent regulations. Furthermore, based on

experience with the IPPs, the Government would periodically revis
IPP Policy and the ECB shall revise the implementing regulatio

nd update this National
appropriate.
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2 Rationale for the National IPP Policy
2.1 National IPP Policy for Grid-Connected IPP Investments

Given Namibia’s vast energy resource potential — coal, natural gas, solar, wind, and biomass
— it is incumbent upon Namibia to forge a robust energy sector policy and strategy to (i)
reduce and eventually eliminate the country’s dependence on imports and (ii) ensure the
availability of reliable and affordable electricity to all consumers throughout the Namibian
economy, including the country’s rural population.

To this end, the Government recognizes the need for an accelerated development of the
country’s indigenous energy resources and is committed to intro private sector led
program to deploy private power generation. The Governme duced an IPP regime in
early 2000 to deploy investments by IPPs to develop new eration capacity based

on the Kudu gas, solar, wind, and biomass. While there iderable interest by
the IPP industry in developing the country’s energy r:

succeeded in accordance with the Government’s omote small-
scale power generation IPP projects based on nt instituted
a Renewable Energy Feed-in-Tariff (REFIT) s s have
been issued and many IPPs are in the developm e pace of IPP development is
not at par with the significant power sg [ rtunities in the country.

iod 2016 - 2035. It is not feasible for the Government alone to
finance thi [ in a single sector of the economy and it is imperative that
private investo i d and encouraged to meet a large share of this investment
requirement. Ac [ is National IPP Policy is designed by the Government with the
express goal of encodraging private sector investment in Namibia’s power generation sector.

This National IPP Policy of Namibia is designed to expressly address Namibia’s (i) energy
supply security, (ii) efficient operations of the ESI, (iii) fair and equitable services to the
consumer, and (iv) the availability of sufficient new, reliable, and affordable electricity to
meet the development goals of Namibia embodied in (1) Vision 2030, (2) the National
Development Plan 4 2012/2013 — 2016/2017, and (3) the Harambee Development Plan.

The implementation of any policy requires an institutional process including a clear
articulation of the roles and responsibilities of various stakeholders in ensuring that the

& All of these efforts are currently underway and will be completed soon.
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policy is effectively and efficiently implemented in order to meet its stated goals. Therefore,
this IPP Policy also provides an institutional framework for the implementation for the
National IPP Policy, including the roles and responsibilities of various stakeholders.
Specifically, with respect to the IPPs, this National IPP Policy includes the various
requirements for the IPPs to become active members of the power market in Namibia.

2.2 National IPP Policy for Off-Grid Investments

The Government has a commitment to increasing access of modern commercial energy to
the Country’s rural and isolated populations that do not have easy access to the national grid
through creating an enabling environment for accelerating private sector led investments in
off-grid projects.

To this end, the Government has embarked upon a parallel i e to develop and

implement a National Renewable Energy Policy. This pali nly focus on the
overall goals and commitments of the Government to ji
energy based clean electricity in the generation mi
establishing a policy and a regulatory framewor
percent of Namibian households are not clos
provide them with reliable and affordable access
Energy Policy will also include a dedicated institutio
off-grid electrification policy of Nami

gement for implementing the
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3 Objectives of the Independent Power Producer (IPP) Policy

3.1 Vision Statement

“To establish a financially viable and sustainable ESI with private sector participation
in order to fuel Namibia’s economic growth and the transformation of Namibia to an
industrialized nation.”

3.2 Mission Statement

“To devise a National Independent Power Producer (IPP) Policy aimed at equitable
utilization of Namibia’s energy resources in order to achieve gy supply security
and adequate supply of reliable and affordable electricity consumers.”

3.3 Overall Objective

The overall objective of the National IPP Policy is t e an enablin ironment for IPPs
to enter Namibia’s power market, allowing IPPs f Namibia’s
power generation capacity, in order to achiev

B Achieve energy security;

B Improve ESI efficiency through cg

generation opportunities

and a transparent, fair, and equitable policy to guide the

Reforming the 't
through introduci

y Supply Industry (ESI) and supporting ESI growth and efficiency
competition in the sector

B Establishing clear guidelines and regulations for a transparent, fair, and equitable
regulatory regime for regulating all aspects of the ESI

B Delineating the requirements of all IPPs desiring to enter the Namibian power market
including applicable Namibian policies, laws, and regulations

3.5 Scope of the National IPP Policy

The National IPP Policy covers the following areas:

B |[nstituting an enabling environment for the entry of IPPs in Namibia’s power market
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B Developing a fair and transparent framework and a level playing field for the introduction
of competition in the Namibian ESI

B Delineating the process and the requirements for the entry of IPPs in Namibia’s power
market

B Establishing a power market based on fair and transparent rules and regulations for
ensuring financial viability and sustainability of the IPPs within the overall ESI

B Ensuring equitable energy resource utilization and efficient and sustainable power sector
development

3.6 Guiding Framework

The National IPP Policy is based on the key guiding policies
of Namibia including the following:

iIshed by the Government

Vision 2030

National Development Plans (NDP 4 and suc e NDPs)

[

[

B Harambee Prosperity Plan
B Energy Sector White Paper 1998
]

Energy Act 2000
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4 National IPP Policy Principles
4.1 Equality

This principle requires that there is no unfair discrimination among participants in the
Namibian power market and that all participants including prospective IPPs operate in a
level playing field and compete under the same clear and transparent rules.

4.2 Efficiency

This principle requires that the ESI operate efficiently in order to serve the consumers. This

fair and transparent market rules and a clearly defined marke | and a power tariff
the suppliers on the

B Consumers are charged a fair price based
service

B The entire electricity supply and i ates efficiently based on
compliance with all regulatory req
policy and the National IPP Policy

4.3 Simplicity

The National IPP P,
easily understandah
elements:

in that the policy is fair, transparent, and
P Policy embodies the following

[ | and the roles of various parties in the IPP process

[ | ong the various government ministries and enterprises rather
than fragmen ague governance

B Clarity of spee@ ements for applications to obtain a generation license from the

regulator

B Simplified and clearly stated legal and regulatory requirements for compliance by the
IPPs

B Minimal burden on the IPPs to minimize the cost of obtaining a license while ensuring
that the process is fully consistent with and in compliance with all Namibian Laws and
Statutes
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5 Applicability of the National IPP Policy

The National IPP Policy shall apply to all power generators, those currently present and new
IPPs planning to enter the Namibian electricity market.
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6 National IPP Policy Components

The key components of this National IPP Policy include the following:

B Creating an enabling environment to foster private sector investment in Namibia’s power
generation sector

B Clear policy regarding small, medium and large IPP projects
B A clearly established power market model and fair and transparent market rules

B Listing of all environmental compliance and various permit requirements based on
current Namibian Laws and regulations

B Clearly defined land access and acquisition policy require ased on Namibian laws

B |IPP licensing requirements

B Conformance to and compliance with all other prevai [ ws, policies, and
regulations

6.1 Creating an Enabling Environ

critical importance of ensuring the availability of relia rdable electricity in order for the
Government to meet its national eco ped goals embodied in Vision

2030, the National Development Plan
Prosperity Plan.

The investment required i eration capacity over during
P is estimated to be N$ 90-97 billion. This
uct (GDP) of Namibia in 2015.

ent requirement; private sector led
power generation thro [ ilized. Therefore, one of the key components of
this Natioxg ol g environment that would directly address the
' 5 face in Namibia.

operating under the Rule of Law with an independent
investors. The Foreign Investment Act and its
blicy and processes for encouraging foreign investment in the

This National IPP F shall ensure the following:

B All IPPs are afforded equal access to the Namibian power generation market under a
clear policy framework and a market structure.

B All IPPs operate under the same fair and transparent rules and regulations.

B The power sector regulations including licensing requirements are independent,
transparent, and non-discriminatory.

" The Foreign Investment Act No. 27 of 1990, as amended in 1997, is currently under review. The Act establishes the
Namibia Investment Centre (NIC), which operates as a department within the framework of the Ministry of Trade and
Industry (now the Ministry of Industrialization, Trade, and SME Development) and has the major responsibility of
promoting foreign direct investment in Namibia.
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B All IPPs are afforded the opportunity to compete in the market under fair and consistent
procurement policies, rules, and procedures.

B All IPPs are afforded equal access to redress under a transparent and fair judiciary
system.

B The roles and responsibilities of various government ministries and regulatory entities
are clearly articulated and that an effective institutional coordination process is in place
for simplifying the IPP licensing process under the leadership of the Electricity Control
Board, the national electricity regulator

B All of ministries and regulatory agencies shall work harmoniously to reduce the burden

processes for related requirements — land access/acquisiti rious permits,
compliance requirements, and business support and in t promotion processes.

goals embodied in the National Developmen
Prosperity Plan.

This National IPP Poli € j private power generator
projects with a genesatio it . The Government is implementing a
e under which any IPPs desirous of

5sion Connection Agreement (TCA) to ensure that all IPPs play
in a level playingfie i Ymmon regulations and requirements for obtaining a license.®

Some key features ofithe REFIT scheme and TCA for small-scale IPPs include:

B |PPs do not have responsibility for providing any ancillary services;
B Different primary energy sources are subject to a range of initial energy payments;

B The range of payments is significant, with a low of N$1.08 per kWh for wind up to N$1.90
per kWh for concentrating solar panels;

8 All standardized PPAs, TCAs, and licensing requirements can be obtained from the Electricity Control Board, Namibia and
are published on ECB’s website (http://www.ecb.na). Currently the Government is in the process of developing and
issuing Namibia's National Renewable Energy Policy. Prospective IPPs should monitor the development and issuance of
this policy which will provide further policy guidance with respect to the deployment of renewable energy in Namibia.
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B The energy payment is 100% indexed to N$ CPI;

B There are no penalties for failure to deliver due to primary energy intermittency (e.g., no
wind)

The roof-top systems and individualized mini and micro grid projects shall also be covered
under the REFIT scheme.

6.2.2 Medium-Sized IPPs (5-100 MW)

This National IPP Policy defines medium-sized IPP projects as private power generator
projects with a generation capacity between 5 MW and 100 MW. Namibia is a politically
stable country with well-articulated foreign investment policies an ctricity tariffs are close
to cost reflectivity. In addition, Namibia is well endowed with r ble energy resources.
Namibia presents an attractive investment opportunity for d and international IPPs.
Namibia also has well-established contract laws, procur , and a competitive
market. Therefore, this National IPP Policy clears th e selection of

r countries, the National IPP
P projects are competitively
nts goals consistent with the

Based on lessons learned from the IPP regimes in
Policy shall ensure that the most attragtive medium-s

Successful bidders will s are cost effective for the duty
cycle identified in thg mplex matter than simply assessing raw
estimated costs pé . i often need to provide capacity to the

system during Standardhe : ay be requirements for availability and
ies that instead of one uniform solicitation for

s large IPP projects as private power generator projects with
z 00 MW. The international body of knowledge and the
experience gainet ge IPP regimes confirms that large IPP projects should be
selected through a negetiated process. Under this process large IPPs typically submit
unsolicited project proposals to the governments and enter into negotiations to develop the
projects.

Therefore, the National IPP Policy with respect to large IPP projects shall be to open
Namibia’s power market and encourage international IPPs to submit unsolicited proposals
for projects larger than 100 MW in capacity.

9 The NIRP is currently being finalized and should be issued by the Government in the coming weeks and months.

10 Prospective medium-sized IPPs should refer any inquiries to the Electricity Control Board of Namibia for detailed licensing
requirements and model templates for various agreements and permits required as part as licensing applications.
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The NIRP provides additional guidance for large IPP solicitations and evaluation. Since
these projects can affect the financial and operational viability and stability of the ESI there
may well be some limitations on the range of acceptable technologies, fuel cycles, and
operational modes for larger plants. For example, a 150 MW wind farm is unlikely to be
acceptable given the system stability and cost implications of such a project. On the other
hand a large gas-fired CCGT, say 500 MW, may well be less costly per kWh than a smaller
plant. However, a commitment to a plant so large relative to the overall system may be
financially risky without offsetting export sales. These and other criteria will form a part of
the evaluation environment for larger IPPs and the NIRP results provide useful boundaries
for initial screening of proposals.

he Government to
ake decisions based on
goals and its overall

Accordingly, the National IPP Policy regarding large IPPs shall
evaluate each IPP project proposal on a case-by-case basis
the ability of a proposed project to support the Governme
energy sector priority.

6.3 Electricity Market Model and Mar

operates in an environment that is constrained by t al and economic characteristics
of the country, the assets and chara '
transmission, and the ability of the co rt investments in new

electricity supply technology.

In many countries where [ [ ipated all segments of the ESI,
the chosen successord e “Single Buyer Model”, an apparently
The Single Buyer Model permits the

d financial control of the electricity
market. Indeed, if the its role as a generator and system
operator fr@ eisingle buyer model can be quite effective and

of effort in market operation and commercial

arrangeme That is the Strongest selling point for a Single Buyer Model.

On the other ha Buyer Model sets the incumbent in a situation where it is subject
to significant con erest and incentives that may not be conducive to least cost
generation options forthe ESI. In its role as the largest (usually) generating company the
Single Buyer entity is able to obtain all of its competitors’ cost information, without symmetric
transparency on their part. It is also, as the System Operator, able to determine the
operational parameters of plants owned by competing companies, potentially reducing their
profitability. These conflicts of interest, in turn, lead to calls for highly structured power
purchase agreements that limit the flexibility of the Single Buyer to affect adversely the
profitability of the IPPs. However, since the Single Buyer is usually also the largest retailer
of electricity its ability to adjust retail tariffs will directly affect the ability of the IPP to recover
costs. At the same time, a money losing state-owned utility will generally be able to claim
payments from the government, an option not available to IPPs, and one that gives rise to
the general demand by IPPs for government guarantees.
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Another overlooked element in the success or failure of a Single Buyer restructuring is
whether and to what extent the existing electricity market is adequately supplied when
market arrangements are changed. A number of markets, including South Korea, Indonesia,
and California, have experienced a slowdown in generation investment after implementing a
Single Buyer Model, exacerbating existing supply inadequacies. In some cases, this has
been due to the Single Buyer’s insistence on forcing a cost-plus model on IPPs, when a
more market-oriented pricing régime would have been warranted. In other cases, the IPPs
will try to get their temporary pricing power enshrined in a long-term contract. Both of these
fall short of the willing-buyer willing-seller ideal.

To sum up, the Single Buyer Model, especially when implemented
insufficient generation capacity, often initiates or reinforces a ca
that result in underinvestment, declining service quality, high
technology and ever-greater government liabilities to cove

ring a period of

of events in the ESI

, inappropriate generation
This is not what was

IPP investment in Namibia despite the fact that Nami PP investment
market framework as early as 2006-2007.

the best customers, large industrials, as well as the find that an imperfectly
implemented Single Buyer model pre tible incentive to engage in
bilateral and other alternative market &
category to large industrial users would
with earnings in hard currep

Experience with the lig i 2r Model, many countries have evolved and
adapted other optig imes ements are formalized and other times they
[ odified Single Buyer Model is now in
effect, one that allows™¢ OWNS icipamts, REDs and municipal utilities, to

i bedded within that RED. As such,

of the actual market structure and the rules in Namibia still
reflect a Single B . While current arrangements are sufficient to induce smaller,
mostly embedded @ ation companies, eventually the country will need larger generation
units, too large for embedding in a single RED. In fact, given the current supply and demand
imbalance and an excessive dependence on electricity imports, Namibia is quite in need of
medium to large size IPPs. Namibia’'s evolving small-scale MSMB model, while not always
either superior to all the others or stable for long periods of time, has, at a minimum,
provided various market participants with enough breathing room to keep the lights on.

More generally, though, our experience with different approaches shows that the

11 Bilateral trades can also save an otherwise teetering Single Buyer Model. In 2012-15, IPPs in Ghana were forced to sell
to the state-owned Single Buyer without the adjustments for fuel prices that were warranted. What prevented these IPPs
from entering bankruptcy were their sales to industrial users on a bilateral basis, where higher fuel prices were fully
accommodated. In California in 2000 only those buyers able to use bilateral contracts were spared load shedding.
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management of the system, asset management, regulation, and the characteristics of the
transactions management system are critical in determining the ultimate success of any
power market model.

6.3.1 Existing Electricity Model

Currently, Namibia operates de jure on the basis of a Single Buyer Model whereby
NamPower Trading acts as a single buyer and all IPPs must sell their power to NamPower
Trading. Exhibit 2 provides an illustration of the current Single Buyer Model in Namibia.

One of the difficulties inherent in any single buyer system is that consumers must see the
system as (i) reliable, (ii) low cost, and (iii) the best available optiop#ln many countries that
have restructured their formerly vertically integrated ESls, adopti a Single Buyer Model
has led to deterioration in service to consumers and higher while simultaneously
discouraging private sector investments in new generatio le Buyer Model suffers
from several major flaws including the following:

B Inherent conflict of interest between the utility’

ators look increasingly risky. Namibia’s
is typical of the difficulties encountered

NamPower, the es and REDs have shown considerable interest to enter into
power purchase agreements directly with the small-scale IPPs, as evidenced in the
Country’s power market. This burgeoning interest in bilateral arrangements has put just the
type of pressure on the Government as was described above. The apparent need to adapt
has generated calls for the Government to review the current Single Buyer Model and
propose further reforms to ensure that the ESI in Namibia functions efficiently. While a fully
competitive wholesale market is not currently feasible in Namibia, given the relatively small
domestic market, reforms that encourage greater initiative on the part of all of the market
participants can move the ESI toward improved quantity and quality of supply, while
introducing some competitive elements into the system. The Government is committed to
ensuring adequate balance between encouraging private power investment in the Namibian
economy on the one hand and safe guarding consumer interests on the other.
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Exhibit 2: Existing Single Buyer Power Market Model in Namibia

Ministry of Mines and Energy

Policy Maker
14

L

L CEearctyContolBoad |

NamPower
Energy Trading !
Generation —- Import Transmission
& Export —— |
Imports & Export T "
From RSA, & NamPower
Zambia, ek
Zimbabwe
-
Licensees
(m‘:f Independent
Power —> REDs Distribution
Producers
I Distributor Emr Generators > Local and
— Regional
Authorities
Other
Self - Generation > Distributors
I Embedded Generat
License Treding
Distribution
Generation Import Transmission Supply
Types Export -

and the REDs. Exh|b| 3 provides the illustration of the Modified Single Buyer Model that
shall be implemented as a key provision of the National IPP Policy.

The key differences between this Modified Single Buyer Model and the existing Single Buyer
Model is the acknowledgement of bilateral trading agreements. Such transactions, already a
fact in the Namibian power system, would be formally acknowledged in this modified model.
Generators would not be forced to sell output only to NamPower Trading but also directly to
REDs and other large customers. As other countries have learned, a variety of market
arrangements can, if properly implemented, induce additional investments in supply,
desperately needed by Namibia at the present time.
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Exhibit 3: Modified Single Buyer Power Market Model

I Policy Maker > [ Ministry of Mines and Energy I
: L1

Regulator trol

NamPower

Energy Trading

Generation —- Import Transmission |
& Export - p A

Imports & Export 4
From RSA, > NamPower
Zambia, Distribution
Zimbabwe
L >
Licensees
(Re‘ulated Independent
Entities) Power A 4 > REDs
Producers Bilateral Power
l Contracts & Settlement
Distry [or £y e nery Dﬂ——’ Local and
> Regional
LArEe PP s— Authorities
Self - Generation > Di mh“,::o =

Embedded Generat

License Trading
Distribution
pes Generation Import Transmission
I> ﬁ Export e & Supply

)and financial coverage of contracts is

al IPP Policy shall establish a “Bilateral
that would register contracts and coordinate with
operation. This move would not eliminate NamPower
carry out the coordination role with non-affiliated

, Buyer Model, this National IPP Policy, shall ensure that there is
sufficient compe upplier level (amongst IPPs) and a reasonable level of
balanced competitio e off-taker level (among NamPower, the REDs, the Municipalities,
and large industrial off-takers such as the mining companies). This level of competition will
result in benefits to both the ESI and the consumers.

A number of changes in the structure and functions of various sector institutions will be
required in order to implement the Modified Single Buyer Model. These shall include the
following:

B Market participants shall be granted access to the transmission network — this means
that REDS and others will be able to contract directly with IPPs, purchasing firm
transmission capacity from NamPower;
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B System operation shall become a fully transparent entity, publishing its supply and
demand balance on a near real-time basis;

B Imports and exports of energy and power will become more transparent as power flows
through SAPP as well as bilaterally will be published on a near real-time basis; and

B |PPs will be able to spread risk across a number of consuming entities, reducing their
market and regulatory risk, thereby encouraging more generation investments.!?

These proposed changes that comprise the Modified Single Buyer Model provide a balanced
approach to managing the electricity market in Namibia and, while short of full-scale
wholesale competition in the power sector, provide both generators and users with more
options in a still-structured environment.

6.4 Electricity Pricing in Namibia

Namibia is a price taker in electricity markets. That me
supply system — fuels, generation plants, networks,
the prices paid for either the inputs to electricity
electricity, therefore, Namibia must then resor

In addition to its primary role in covering costs, elec cing in Namibia should also
provide signals/incentives to both s On the supply side this
generally means:

]
effective?

B Where should the Jest integrate with the transmission network

derstand the importance of where and when electricity is
consumed ma iCi ly after full cost recovery pricing is in place can programs to
increase the effi gf electricity use can be introduced with greater success.

Finally, electricity prices need to take into account the growing role of renewable energy
technologies. In a small market, such as that in Namibia, the potential role of some

renewables, especially solar, may well be great enough to affect system operations and
stability in the future.!®* Unlike Germany, which can lay off its excess wind generation on

12 For example, one of the long-standing problems with large IPPs, leading to proposed project suspensions, is the use of
fuel supplied at international prices. This creates a large foreign exchange risk for a Namibian currency purchaser, such
as NamPower. However, if the forex part of the PPA can be provided through waterfall arrangements with mining
companies, who sell in dollars as well, then the risk to a putative IPP can be reduced.

13 Recent system simulation work in Baja California, similar in climate and population to Namibia, by the authors has found
that significant penetration of wind energy technology (>15%) can place burdens on the system operator to maintain
service quality. While not dispositive as a barrier to renewables, this need to maintain system stability entails tangible
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neighboring Poland, Czech Republic, and Austria, while balancing insufficient wind output
with Norway’s hydro, Namibia is not large enough to impose costs on neighboring countries.
Consequently, Namibia must make sure that its incentives for intermittent sources of energy
are not “too effective”, leading to large swings in output relative to total consumption.

In addition, as a nation heavily dependent on mining and services, Namibia’s electricity costs
cannot lead Namibia’s economy to be uncompetitive. However, prices need to be high
enough to support reliable supply from a variety of sources, generation technologies, fuel
types, and trade. This is the balancing act that electricity prices must play in Namibia.
Therefore, electricity prices in Namibia shall generally follow these principles:

B High enough to enable producers, network operators, and sel 0 cover reasonable

COsts;

B High enough to encourage additional domestic source

of regulated tariffs; and

B Low enough to discourage inefficient or ou

the right prices cannot guarantee a wrong ones will almost certainly
guarantee failure.

Accordingly, the National IPP Policy pr e construction of

wholesale and retail electueitymprices.

At almost any pointipti i ombination of fuel and technology for the
expansion of a count g . example, in the 1990s the combination
st equipment, short construction times, and low
-fired combined cycle power plants (CCGT) the top choice

. he optimal and least cost choice at any point in time may
prove to be less'so® 2. In countries with high market prices for natural gas CCGT
plants became incré gly uneconomical after 2005. During the 2006-2014 period,
countries with access to low-cost coal, including, South Africa, Indonesia, India, and China,
once again placed a higher priority on deploying that primary source of energy in their
respective power sectors. Now, with prices moderating, gas fired plants are once again
competitive with other generation technologies. The riskiness of investments in generation
can reduce the economic benefits of certain generation technologies. Work on this aspect of

costs at both the generation and transmission stages and must be accounted for in the FITs for renewables or in the uplift
charges to be paid by such generators.
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generation planning is ongoing with several projects in Latin America, among other
countries.*

It is not only changing prices that can alter the attractiveness of different generating
technologies over time, it is also changes in technology itself. Since the middle of the
1990s, there have been significant advances in a number of generation technologies, both
conventional and renewable. The use of coal has become more cost effective as a result of
two technologies, supercritical (very high pressure) boilers and integrated gasification
combined cycle (IGCC) technologies.’® With total system efficiencies of ~43-45% for
supercritical and ~47-48% for IGCC, the consumption of fuel for a specific level of
generation will fall by 15-20% as compared with standard (sub-critical) coal-fired plants.
These fuel cycles promise to make coal-fired plants more efficie aner, and smaller in
size, thereby reducing the potential adverse environmental i of the use of coal as a
fuel.

In the case of large wind power projects, newer and i e units give higher
outputs per unit of land and make better use of exi [

been continuously coming down. Fab att have fallen considerably,
making solar more competitive with ot i
taken into account.

The net effect of these4 ' o0 single"®@ptimum solution for power
ues to make the deployment of diverse

rces, as relative prices are bound to change. The wholesale
pntinue to require price-taking for wholesale power. Unlike,

importing excess power from Scandinavia or “dumping”
surplus powe )pean nations. Namibia’s reasonable approach therefore, is to

using a least cost G
in the Revised NIRP.

ation of generation, imports, and efficiency measures, as stipulated

According to the NIRP, prepared by Hatch, the least cost electricity supply solution must
meet normal criteria for reliability and compliance with environmental regulations, including
those of the SAPP. The NIRP went one step beyond the rules currently in force and added

4 Namibia's current NIRP does not account for this type of correlated risk, as it is the norm with IRP exercises. The initial
work on accounting for risk in power system planning can be found in D. Hertzmark, “Risk Assessment Methods for
Power Utility Planning,” World Bank, 2007. Subsequent efforts in this vein have been undertaken for Jordan (2009),
Honduras (2012), Ghana (2013-14), Indonesia (2015), Dominican Republic(2012), Germany (2014), and Mexico (2016).

15 If Carbon Capture and Sequestration is to be mandated for coal-fired plants the IGCC currently represents the only
technically feasible pathway to meet that requirement.
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a carbon price of N$60/tonne. This carbon price, which is equivalent to N$0.05/kWh, will
raise the wholesale price of electricity slightly in a coal-dominated system and create a small
tilt in favor of non-carbon supply and generation resources, including efficiency.

Namibia’s wholesale power market will face world prices and concomitant fluctuations for the
greatest share of generation. According to the NIRP the least-cost solutions will combine
varying proportions of domestic gas (Kudu), imported LNG, imported coal, fuel oil, imports,
and renewables, primarily wind and solar. The wholesale electricity prices will need to
accommodate these energy sources, which will probably mean a weighted average cost of
generation, probably varying by time of day or season, accounting for fluctuations in
domestic demand and hydro system operations in Namibia and in ather SAPP countries.

6.4.2 Retail Electricity Tariffs

NamPower remains the primary electricity supplier to fin
REDs. NamPower must meet certain financial coven

as well as to the

Given its financial obligations and foreign curr [ to cover
costs of its electricity and fuel purchases over the financial year. In order to
meet its financial covenants, NamPoy d to the ECB to recover its
months.

cross-subsidy schemes at the retail level: t structure of retail prices is
ers, pay one uniform price per

ndhoek charges slightly below-market rates
o old-age homes. However, the under-recovery for these

y inflexible tariff calculus used in Namibia is that consumers
of utility investment and power purchase decisions rather
immediately. As a he potential for disastrous investment or import decisions is
limited, as long as there is reasonable freedom to invest in new supply.

With limited scope for tariff system experimentation, the ECB has attempted to place a
ceiling on the potential for large upside cost errors. These measures are discussed in the
following two sections.

6.4.3 Electricity Pricing for Small IPPs (< 5 MW)

The REFIT program seeks to make renewable energy investments feasible by using variable
power purchase prices to make each RE technology attractive for efficient investors. The
feed-in tariffs (FITs) are calibrated to subsume lower cost producers and leave out high cost
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ones. By presenting project developers with a fixed price for each technology, the ECB is
working to avoid burdening small producers with prolonged and costly negotiations for the
power purchase agreements.

The range for the renewable FITs starts at N$1.08 (wind) and ranges up to N$1.90 (CSP).
In general, the FITs are below retail electricity prices. As noted in some of the IPP project
proposals submitted by many developers, an IPP with a sales price greater than the retail
price of electricity has a high likelihood of failure. The Namibian REFIT program avoids this
pitfall.

6.4.4 Electricity Pricing for Medium-Sized IPPs (5- 100 M

Projects that provide grid-scale power and energy may involve
commitments by NamPower or other offtakers as compared all, intermittent producers.
These larger proposed IPPs are required to submit bids i 0 requests for tenders
by NamPower or the ECB. Their bids, for a specific a capacity, are then
evaluated by a Tender Committee appointed by th [ evaluating the

r financial

atch NIRP provides further detail

cycles that are expected from each teghnology type.
i as a screening tool to weed

for some of the medium-size IPP teching es and can

course of a decade. Each large IPP will have measurable
impacts on theg@peration afndftinancial performance of the ESI and its participants.

To help the country tegrate such “lumpy” projects, the ECB has a policy of soliciting
specific proposals for'plants that are identified in the NIRP. Previous efforts to invite IPP
proposals on an open basis have not led to success in closing transactions. This national
IPP policy provides further clarifications on Namibia’s IPP approach and addresses some of
the inherent challenges associated with the entry of IPPs in the Namibian power market.

The upside of attracting one or more large IPPs is the potential to reduce dependence on
non-firm imports, mid-sized combustion engines, and variable output renewables.
Furthermore, the addition of sizeable base load capacity will ensure Namibia’s energy
supply security, a major goal of the Government. The downside of attracting large IPPs is
the loss of negotiating leverage over prices once other potential project developers have
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received rejection notices. Other small market countries have resolved these types of
issues by adopting an outline PPA, but not a fully specified one.*®

In particular, a model framework PPA would distinguish between capacity and energy
payments. This would allow some element of price protection for the purchaser for at least
some significant element of the total cost. Protection would come in two forms — limited
inflation of capacity charges and limited escalation of fixed O&M.*" Unlike the REFIT
program that is 100% indexed to the CPI, such agreements would permit separate rates of
price escalation for fixed costs, variable costs, and fuel that are expected to differ from
power plants participating in the REFIT program and are likely to be lower.

time of alternative
pecially the technology
may be substantial for

The NIRP provides guidance on expected costs over the economi
generation technologies. This work shall be updated periodic
screening curves, as changes in relative capacity and ener
some technologies over the next 10-20 years.

6.5 IPP Licensing Requirements and P

This National IPP Palicy is consistent with the

accordance with the Electricity Act 2 of 2000, led by the
Electricity Act 4 of 2007. The Electricity Act 4 of 2 ed the ECB mandate to
exercise regulatory control over the onsibility of regulating electricity
generation, transmission, supply, andiin mibia through two primary

With respect to issuing license iewing licensing applications
and making decisions gQ ati N Namibian ESI and any new

Namibian laws and re i includir ifi gulations related to tariffs and IPP
licensing.

ation Requirements

es all IPPs to comply with the specific licensing application

16 An outline PPA identifies the major clauses, fills in most of the generalized clauses - e.g., transmission connections,
metering, inspections, insurance, etc. — and leaves the critical pricing and performance clauses for further specification.
Given the overall recommendation that PPA pricing be congruent with retail electricity pricing this policy document further
recommends that the generalized PPA contain a mandatory reference to retail tariff adjustment schedules in its pricing
adjustment mechanism.

7 For example, once the capacity investment is made an adjustment in the capacity charge should generally cover only
upgrades to the plant or major overhauls involving extensive replacement or renovation of equipment. The fixed O&M
charge can be separated in domestic and foreign components, as can non-fuel variable O&M. This type of distinction in
elements of cost is common practice in PPAs in East Asia.

18 ECB website (www.ecb.org.na) provides detailed IPP application guidelines, information requirements, a standard
advertisement format and a generation license application. In 2006-2007, ECB developed the IPP Investment Market
Framework under a grant from the US Trade and Development Agency. The Final Report and Annexes related to this
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6.5.2 Power Purchase Agreements (PPAs)

6.5.2.1 Small-scaled IPPs (<5 MW)

In accordance with this National IPP Policy, the IPP market is classified in three groups.
Small-scale IPPs (less than 5 MW in generation capacity) are governed under the Namibian
Renewable Energy Feed-in Tariff (REFIT) policy. The development and enforcement of the
implementing regulations for the REFIT policy are vested with the Electricity Control Board
of Namibia. Specifically, the ECB has developed model Power Purchase Agreements
(PPASs) that establish tariffs for solar PV, wind, concentrated solar power (CSP), and
biomass based power generation. These PPAs have established the tariffs for all IPP
projects qualified under the REFIT policy. This National IPP Poli ffirms the current
policy and regulatory provisions of the Government’s REFIT p It is the Government’s

tariffs set by the Electricity Control Board.

The Government reserves the right to update thi ct the ECB to
revise the current PPAs and the FITs based iti [ i ess of the
Government’s REFIT Program.

This National IPP Palicy requires that i
scheme shall be awarded on the ba
accordance with the provisions of the
2007.

scale IPPs under the REFIT
issued by the ECB in

6.5.2.2 Medium-size

With respect to Megd [ i IPP Policy requires that a PPA be
negotiated directly hetw [ er. As part of the PPA, the IPP and the
off-taker shall establis S n integral component of the PPA and the
licensing a i ontinue to have regulatory jurisdiction over
the revi tions including the PPAs and tariffs prior to issuing licenses
tot

Itis the olicy that all medium-sized IPPs shall be awarded
, fair, and transparent tendering process.

Based on considera ssons learned from international experience in the IPP regime, the
Government has determined that the national development goals of Namibia are best met
through a “Negotiated” approach for large IPPs. Specifically, under the “Negotiated”
approach, the decision for whether or not to submit an application for license for a large IPP
project, is left to the IPP industry and the off-taker for mutual negotiations subject to approval
by the government.

Under the provision of the Electricity Act 4 2007 and under this National IPP Policy, the ECB
shall continue to exercise regulatory authority over the licensing of all large IPP applications

Study are currently on ECB’s website. These documents are being updated and the new Report and revised licensing
requirements will be available on the ECB website in the coming months.
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including the review and approval of the PPAs and TCAs among other licensing
requirements.

6.5.3 Transmission Connection Agreement

For Small-scale IPPs under the REFIT scheme, this National IPP Policy reaffirms the
authority of the ECB to review and approve the Transmission Connection Agreements
(TCASs) between the IPPs and NamPower in accordance with the published model TCA
available from the ECB.

For Medium-sized IPPs and Large IPPs, this National IPP Policy allows the IPPs and
NamPower to mutually negotiate the TCA subject to approval by t CB as part of the
licensing process.

6.5.4 Technical Description of the IPP Project

This National IPP Policy requires that all applications

6.5.5 Financial Viability of the IPP Project
This National IPP Policy requires thatalllPR,li

methodologies and deg : e financial viability of the
ee a return on investment to the investors

6.5.7 Development Impacts of the IPP Project

This National IPP Policy requires that all IPP licensing applicants shall demonstrate the
development impacts of the proposed IPP project as part of the application for license.
Specifically, all IPP license applicants shall be required to conduct a development impact
assessment of the proposed IPP project in accordance with international best practice
methodologies and demonstrate, as part of the application, the national development
benefits of the proposed project in terms of increased electricity access to unserved or
underserved populations, development of small and medium enterprises, the extent of
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additional integration between rural and urban populations including any trade related
impacts, and additional local income generation and improvement in quality of life.

The IPP applicant shall recommend, as part of the license application, both quantitative and
gualitative approaches to be used for estimating the development impacts of the proposed
project after the implementation of the project.

6.5.8 Project Financing Plan

This National IPP Policy requires that all applications for a license for an IPP project include
a detailed project financing plan for the project to establish the financial viability of the
proposed project. Specifically, the Project Financing Plan required @iall IPP applicants,
shall, as part of the application for license, include the debt and provisions, pro forma
term sheets, letters of intent from investors and lenders deli return on investment and
debt service conditions and any other details that shall e roposed project does
not face unmanageable financing risks.

6.5.9 Project Security, Risk Analysis, and itigation Plan

A specific goal of the National IPP Policy is to i rded on
the basis of a clear understanding of the risks as ny IPP project proposed by
an applicant that could adversely affect the ESI an ernment’s ability to achieve its
national development goals.

To this end, this National IPP Policy re@ icants to conduct and
submit a risk analysis and risk mitigation ation for license. The
IPP applicants shall cond d implementation risks of the
proposed project and i [ eir application for license. Specifically, the

alyses of cost and schedule risks associated

GHG) Emissions and Climate Resiliency of
Proposed rojects

The Ministry of Environment and Tourism of the Government of Namibia have a National
Policy on Climate Change for Namibia. In addition, Namibia is a signatory to the United
Nations Framework Convention on Climate Change and is an active participant in
international climate change dialogues. The Ministry of Environment and Tourism, as the
highest environmental body within the Namibian Government, is responsible for ensuring
that all development projects comply with applicable laws and regulations related to
greenhouse gas emissions.

Accordingly, the National IPP Policy mandates that all IPP projects shall comply with the
published regulatory requirements with respect to greenhouse gas emissions and the project
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developers shall document such compliance. The National IPP Policy requires that all IPP
license applicants, as part of their application, shall submit the estimated greenhouse gas
emissions from the proposed project and document that such emissions comply with the
Government of Namibia’s greenhouse gas regulations.

In addition, all IPP license applicants shall ensure that all proposed IPP projects are climate
resilient. All IPP license applicants, as part of their application for license, shall include an
analysis of the climate resiliency of the proposed IPP project based on historical climate-
related events at and around the site proposed for the IPP project.

6.7 Environmental Compliance and Various Permit Requirements

This National IPP Policy requires that all IPPs entering Namibi
with all applicable Namibian laws and regulations within whi IPP projects are
implemented. With respect to compliance with environm and regulations of
Namibia, the following laws and acts are incorporated Il IPPs are advised
to refer to these laws and acts and the specific re [ re that they
comply with these requirements.

ctricity market comply

review prior to preparing and submitting applicatio project license:

B Environmental Management At
framework for assessing the pote

ates a comprehensive national

+ Health and Safety Management Plan for the Project
¢ Hazardous Waste and Waste Management Plan for the Project

¢ Other provisions specific to a particular IPP project that may be required under the
Environmental Management Act of 2007

All IPP applicants shall pay specific attention to the requirements of any permits prior to an
IPP project implementation in consultation with the Department of Environmental Affairs at
the Ministry of Environment and Tourism.

July 21, Py
2016



6.8 Land Access and Acquisition Policies and Requirements

The Ministry of Land Reform is responsible for the implementation of Namibia’s land
management of all Government land except protected land, which is under the jurisdiction of
the Ministry of Environment and Tourism. Applicable Laws and Amendments include (i)
Agriculture (Commercial) Land Reform Act of 1995, Amendment Act No. 14 2003,
Amendment Act No. 19 2003, and other amendments; and (ii) The Communal Land Reform
Act 2002.

The Government administers four types of land in Namibia. These include (i) Protected
Land (administered by the Ministry of Environment and Tourism), (ii) Commercial
(Agriculture) Land — Farms, (iii) Private Farms, and (iv) Commerci nregistered) Land.
The Commercial (Agriculture) Land — Farms, owned by the G ent are leased by the
Government to Farmers. Private Farms are not under the j jon of the Government, as

will be allowed only to lease land; no foreign
Commercial (Unregistered) Land is administere
Land Boards under the provisions of the Communa form Act 2002. It should be
noted that Namibia’s land reform po e evolution.

The process for acquiring or leasing na § is very lengthy and can take
i Il be aware that land

The Ministry of Indu
Developmentsa

ith respect to the energy sector, the Ministry of
E Development develops a list of priority energy projects and

with the Ministry o e on the Government’s Public-Private Partnership (PPP) Program.
The PPP Program is evaluating various national development projects suitable for the PPP
scheme.

To the extent a particular IPP project may qualify under the Promoted Project Scheme being
implemented by this Ministry, all IPP applicants are encouraged to work with this Ministry
and the Ministry of Finance to explore whether or not their project would qualify as a
“Promoted Project” or a project under the PPP scheme.
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6.10 Labour Policies and Laws in Namibia

The Government’s policies and regulations with respect to labour are administered by the
Ministry of Labour and Social Welfare. Specific provisions of the labour policies and laws in
the country applicable to IPP projects include workers’ rights, fair employment practices, fair
wages, Affirmative Action Plan, occupational health and safety, and a required minimum
level of local Namibian content. All of these policies will have an impact on the
implementation of any IPP project.

Currently, the Government is in the process of developing a Black Economic Empowerment
Law that would also have an impact on IPP project implementation with respect to Namibian
local content.

Accordingly, this National IPP Policy shall ensure that all pro
applicable labour laws and policies in Namibia. Therefore

ive IPPs comply with all
ants are strongly

6.11 Conformance To and Complia
Policies

In addition to compliance with the Goyernment of Na laws with respect to energy,
i hall comply with all other

plicitly included in the financing term sheets. This

concerned patrties.

As a matter of this National IPP Policy, all IPPs are strongly encouraged to ensure that they
acquire an understanding of all Namibian laws and regulations that may impact their planned
investments in the Namibian economy.
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7 Implementation of the National IPP Policy

The implementation of the National IPP Policy shall be governed by a national body
consistent with the roles of various stakeholders with a direct impact on the development of
an IPP regime in Namibia that shall support the national economic and social development
goals of the country embodied in the Vision 2030, the National Development Plans (NDPs),
and the Harambee Prosperity Plan.

7.1 Roles of Various Stakeholders

A large number of stakeholders have a direct role in implementing the National IPP Policy.
These include Government ministries, the Electricity Control Boal ESI (including
NamPower, the REDs and the Municipalities), industry associ , and consumer groups.
Specifically, the roles of the key stakeholders are defined :

implement the National IPP Palicy int i d approving tariffs in an,
independent, transpa i, and no

to Namibian cons ional IPP Policy and all applicable laws
and regulations

7.2 National IPP Policy Governance Framework

The implementation of the National IPP Policy establishes an overall governing body that
sets the key principles of policy implementation and has the decision-making authority to
modify the Policy in the best public interest consistent with the Government’s national
development goals.

7.2.1 National IPP Policy Board Membership

As a specific provision of this National IPP Policy, this Policy establishes a National IPP
Governing Board (NIPB) with the express responsibility for providing the overall guidance for
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the implementation of the National IPP Policy. This Board shall be composed of the
following key stakeholders:

B Minister of Mines and Energy, Chairman

Minister of Finance, Board Member

Minister of Economic Planning and Director General of the National Planning
Commission, Board Member

Minister of Environment and Tourism, Board Member

Minister of Land Reform, Board Member

Minister of Labor and Social Welfare, Board Member
CEO, Electricity Control Board, Board Member
A Representative of the ESI by Rotation, Board Mem

A Representative of the Municipalities and Loc tion, Board
Member

B A Representative of the Industry by Rotati

regarding any mod
follows:

Discussion O
entrants in the

an electricity market
B Other matters, as necessary

The Minister of Mines and Energy shall convene a meeting of the Board every six months.
Attendance by all Board Members shall be mandatory. Organizations represented on the
Board may nominate alternate attendees who shall be senior officials of the organization.
The Chairman of the Board shall appoint a rapporteur at each Board Meeting to take notes
and produce the minutes of the meeting for further actions including the establishment of the
agenda for the next meeting. At any time the Chairman of the Board may call additional
meetings as found to be necessary based on the nature of the issues to be addressed.
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Exhibit 4: National IPP Policy Governance Framework

Minister of Mines and Energy,
Chairman

Minister of Finance,
Board Member

CEO, Electricity
Control Board,
Board Member

Minister of
Economic Planning
and Director General
of the National
Planning
Commission, Board
Member

Minister of Minister of Labor
Environment and and Social Welfare, «

Tourism, Board Board Member
Member ’
N

Representative of Minister of Land
the ESI by Rotation, Reform, Board
Board Member Member .

1 N

Representative of
Consumer Groups by
Rotation, Board «
Member

A Representative of
the Municipalities
and Local
Governments by
Rotation, Board
Member

Representative of
the Industry by
Rotation, Board

e of coordinatioRand communication among the entities
aall institute an overall accountability in terms of the

Implementation Structure

enses and Approval of PPAs and TCAs

In accordance with tuthority vested with the ECB, the ECB shall be responsible for
review of IPP license application and the issuance of licenses to IPP applicants. In addition
the ECB shall be responsible for the approval of all PPAs and TCAs submitted by the license
applicants.

7.3.2 IPP Procurement

The ECB shall continue to administer the REFIT scheme including the awarding of licenses
to prospective applicants for projects less than 5 MW in generation capacity.

For projects ranging from 5 MW to 100 MW, in accordance with the National IPP Policy, IPP
projects shall be selected based on the least-cost solutions in the NIRP and a tendering

July 21, -
2016



approach whereby the Government shall issue periodic tenders for the procurement of IPP
projects in this range of generation capacity. The procurement shall be carried out by a
Tender Board established and authorized by the Minister of Mines and Energy for each IPP
project.

Regardless of the make-up of the Tender Board, the ECB shall continue to administer the
process of license application review, licensing decisions, and approval or rejection of the
PPAs and TCAs.

For large IPP projects (> than 100 MW), the development, negotiations, and contractual
terms and conditions shall be left to the ESI and the IPP community. All large IPP projects,
similar to IPP projects of any size, shall be consistent with the le st plan in the NIRP. In
addition, all such IPP projects shall require a license and appr the PPA and TCA by
the ECB.

In addition, such large projects shall require the appro ent of Namibia
represented by the Minister of Mines and Energy in ch projects are
consistent with and conform to the national deve ' of the
Government.
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8 One Stop Licensing Process for IPPs

The Government of Namibia recognizes the importance of ensuring that all prospective IPPs
are afforded a fair opportunity to participate in the Namibian electricity market. Therefore,
the Government is committed to ensuring that the burden of project development and the
preparation of proper and complete applications for licenses is minimized on all prospective
IPP applicants. To this end, this National IPP Policy has appointed the ECB as the first stop
for all IPP applicants to receive proper guidance and information required for the completion
of an application for license.

The ECB shall guide all prospective IPP applicants regarding the details of the IPP licensing
process and all information required as part of the license applic including where the
IPPs may find such information with respect to various Gover laws and regulations.
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9 Implementation, Monitoring and Evaluation

The Government of Namibia places a very high importance on continuous policy and
governance reform in the country in order to meet the country’s national development goals
and objectives. In a rapidly evolving economy, it is incumbent on the government to
periodically review the progress of various policies and make adjustments necessary to keep
the country on the path to achieving the desired economic and social development
objectives.

Ensuring Namibia’s energy supply security and the provision of reliable and affordable
electricity service to all consumers in the country is a national priority of the Government in
order to support its development goals. Given the massive inves ts needed to achieve

private investors in Namibia’s power generation market.

The overall goal of this National IPP Policy is to establi d path towards

Namibian market, the government is committ
National IPP Policy is continuously monitored.

Therefore, this National IPP Policy es function within the National
Planning Commission to monitor and 3 of implementation of this policy.
The National Planning Commission ha Di
function to monitor key Government po ith respect to the
National IPP Policy, the Mé i de bo itative and quantitative
assessments of the imp [ ibian economy. The M&E
plan shall develop indi€a \ (S, unit of measure, and outcomes in
consultation with assess the performance of the National
IPP Policy.

Number of jok
permanent)

measured in new employment — both temporary and

B Additional power generation capacity added to the Namibian grid (measured in MW)

B Number of additional households with access to electricity (measured by household and
household income)

B  Number of new businesses established as a result of new generation capacity (measure
in new businesses established by category — tourism, commercial, industrial, mining,
cottage industry, farming, etc.)
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As a condition of license, all IPP applicants awarded a license shall provide specific
information on the impacts of the IPP project related to the above indicators to the NPC once
per year in a format designated by the NPC.
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