COMMENT
MAY 2026

AN

COMMENT ON ESKOM’'S ‘EMISSION DISPATCH
PRIORITIZATION STRATEGY’

Authored by Emily Tyler, Nicholas van Doesburgh and Grové Steyn

KEY POINTS

e Eskom's Draft Strategy does not
investigate design considerations as
required by the SO, pricing condition
imposed by the Minister's 2025 MES
Exemption Decision.

e The Strategy further fails to meet the
minimum  analytical  requirements
clearly set out in the Decision.

e |Instead, the Strategy comprises a
modelling exercise to show that
reduction in SO, emissions in the
near-term is infeasible, a conclusion
well established by the NECA Forum’s
2024 report.

e The Draft Strategy therefore falls
materially short of what the Minister's
condition requires and should be
revised and resubmitted.

1 INTRODUCTION

This comment is submitted in response to
Eskom’s public stakeholder notice of 26 March
2026 and the accompanying draft report titled
Emission Dispatch Prioritization Strategy. The
draft was published for stakeholder comment
with a deadline of 30 April 2026, subsequently
extended to 23 May 2026.

Eskom issued the Draft Strategy in order to
comply with the SO, pricing condition imposed
by Clauses 7.40-7.46 of the Minimum Emission
Standards (MES) exemption decision granted to
Eskom by the then Minister of Forestry, Fisheries
and the Environment, Dr D.T. George, on 31
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March 2025 under section 59 of the National
Environmental Management: Air Quality Act
(AQA), Act No. 39 of 2004 (referred to in this
comment as the Decision). The condition
requires Eskom to investigate how a sulphur
dioxide (SO.) emission price, expressed in
Rands per kilogram of SO, (R/kgSO,), can
meaningfully be incorporated into its Dispatch
Prioritisation Strategy outlined in its Exemption
application, and articulates both a substantive
design framework and a set of minimum
analytical requirements that the investigation
must fulfil.

This comment assesses the extent to which
Eskom’s Draft Strategy meets the design
framework and minimum analytical
requirements set out in the Minister’s Decision.

2 BACKGROUND AND
CONTEXT

The MES were promulgated against a
background of well-documented and severe air-
pollution-related health harm in the airsheds
where Eskom’s coal fleet operates. The MES
comprise stack flue gas concentration limits
expressed in milligrams per cubic metre
(mg/Nm?®). The primary pollutants regulated are
particulate matter (PM), oxides of nitrogen
(NO,) and SO..

Eskom has, since the inception of the MES
regime, repeatedly failed to comply with the
standards applicable to its coal-fired power
stations citing technical or financial inability to
achieve compliance by statutory deadlines.
Eskom has instead applied for, and been
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granted, successive postponements,
suspensions and alternative emission limits
under the MES regulations since 2015. Despite
this, Eskom has, in numerous instances, failed
to meet the alternative Ilimits and the
implementation conditions attached to earlier
postponement and suspension decisions. In
2021, the Minister was legally required to decide
on a number of MES-related appeals by
numerous parties including Eskom, and
involving all of Eskom’s coal-fired power plant.
The Minister at the time, Barbara Creecy,
constituted a National Environmental
Consultative and Advisory (NECA) Forum to
advise her. The NECA Forum 2024 Report to
the Minister constitutes this advice and
documents Eskom’s history of non-compliance
in detail. The Report advises that whilst
compliance with PM and NOy emissions could
largely be accommodated within the MES
regulatory framework, this was not the case for
SO,. For most of Eskom’s coal plants, retrofitting
to comply with the SO, MES is prohibitively
capital-intensive and technically complex. The
NECA Forum therefore advised that regulatory
reform be considered to manage and reduce
SO, emissions specifically.

Consequently, the Minister advised Eskom to file
exemption applications for eight power stations:
Duvha, Kendal, Lethabo, Majuba, Matimba,
Matla, Medupi, and Tutuka, which was done in
December 2024. The Minister’s Decision on the
exemptions concluded that refusing the
exemptions would precipitate a social and
economic catastrophe by forcing the premature
closure of plants that the country still requires for
security of electricity supply. However, the
limitation of the right to a healthy environment
could only be justified if the exemptions were
granted for a limited period and, critically, if they
were subject to robust conditions. The Decision
acknowledges that “there is no reasonable way
of complying with the MES or MES-equivalent
standards for SO,, determined by absolute
emission volumes, other than by reducing coal
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burn and ultimately closing.” However, the
Decision expressly records that the conditions
imposed must be “commensurate with the
impact of Eskom’s ongoing non-compliance with
the new plant MES, and...provide support in
achieving compliance in the short (PM), medium
(NOy) and long term (SO,).”

The Decision accordingly imposes a suite of
conditions covering air-quality monitoring and
transparency, health-related interventions,
socio-economic programmes, and measures
designed to reduce the amount of coal burnt by
the exempted fleet. Eskom is accountable to the
Minister for any breach in these conditions.
Further, Section 59(4) of the AQA empowers
the Minister to review any exemption and, on
good grounds, to withdraw it. Eskom’s
compliance track record is directly relevant
here, because section 49 of the AQA cites the
relevance of prior contraventions of air-quality
legislation.

3 THE SO, PRICING CONDITION

The subject of this comment is one of the
conditions focused on reducing coal burnt by
the fleet, and is contained in Clauses 7.40-7.46,
headed “Dispatch Prioritisation  Strategy:
Analyse and Propose Mechanisms for Including
a R/kgSO: Price on all Eskom Coal Generating
Plants”. This condition is referred to in this
comment as the “SO- pricing condition”.

In  Eskom’s November 2024 exemption
application, Eskom proposed a “Dispatch
Prioritisation ~ Strategy” as its  principal
mechanism for reducing SO, emissions, on the
pasis that renewables would receive priority
dispatch and coal plants would run at lower load
factors, thereby burning less coal. However,
Eskom confirmed during the subsequent
engagement process that dispatch does not
currently consider emission prioritisation, that
doing so may require NERSA approval, and that
no detail has yet been developed on how the
Strategy will be operationalised. The implication
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is that, absent further regulatory intervention,
the coal fleet will remain effectively
unconstrained in terms of SO, emissions until
the end of its operating life — a situation the
Decision describes as “not acceptable from an
air quality regulation perspective.”

Drawing on the NECA Forum 2024 Report, the
Decision endorses pollutant pricing as a
theoretically efficient mechanism for
internalising the externality costs of SO;
pollution, and one which may be a candidate for
the regulatory reform described in the NECA
Forum 2024 report. A price mechanism, in
contrast to an absolute concentration limit,
offers greater flexibility when optimising across
multiple objectives, supports better allocation of
capital over the longer term, and is better
aligned with the transitioning structure of the
South African electricity sector toward a market-
based dispatch model. The SO, pricing
condition is therefore intended to address the
operational gap in  Eskom’s  Dispatch
Prioritisation Strategy by providing Eskom with a
means to collaboratively develop a practical and
mutually advantageous SO, pricing mechanism
that, over time, will influence dispatch outcomes
so that plants whose SO, emissions have the
worst health impacts become more costly to
dispatch.

4 ADEQUACY OF ESKOM’S
REPORT IN FULFILLING THE
MINISTER’S CONDITION

The SO, pricing condition is described in detail
over three full pages of the Decision. The
overarching objective includes: to “Investigate
how an SO, emissions price in R/kgSO, can
meaningfully be included in the Dispatch
Prioritisation Strategy (DPS), with the objective
that, over time, the price influences dispatch
decisions such that plants whose SO, emissions
have the worst health impact are more costly to
dispatch”, and to “develop a proposed design or
alternative designs”. This objective is expanded

© Meridian Economics

in a clear set of guidance set out in Clauses 7.44
— 7.46, including five minimum analytical
requirements. These are set out in full in the
Appendix table, and Eskom’s report is examined
against these.

Eskom's report responds to the SO, pricing
condition primarily through a power system
modelling exercise, evaluating three cost adder
scenarios in which a health-impact-derived SO,
cost is applied to coal power plants, together
with a multi-objective optimisation variant and a
high-level description of a cap-and-trade
mechanism.

Across all scenarios, the modelling consistently
finds that applying a SOz cost does little to
reduce SO, emissions within the 2027-2031
modelling horizon, while adding significant cost
to electricity supply. The report draws on these
findings to recommend that implementing the
emission charge "will be counterproductive" and
that SO, emissions are already projected to
decline significantly without it, driven by
structural factors such as increased renewable
penetration rather than plant-level interventions.

Recalling that the overarching obligation of the
Decision is to investigate how a SO, price can
be meaningfully included in the Dispatch
Prioritisation Strategy and to develop a design
for doing so, this involves going significantly
beyond a modelling exercise. Eskom is required
to assess what institutional, governance and
financial aspects would make such a SO, price
effective and implementable in the current and
particularly the future South African power
sector context. This includes ensuring that
excessive power cost increases and insecurity
of supply are avoided.

The analysis set out in the Appendix concludes
that Eskom has not done this. Specifically, the
report does not:

- consider that the price need not
immediately be a real cost but must be
designed to evolve toward one;
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- engage with the requirement that the
price be implemented by Eskom itself as
opposed to constituting a National
Treasury instrument;

- engage with the possibility of ring-
fencing revenues;

- address the distinction between
incorporating a SO, price in internal
market bids, System Operator dispatch
modelling, and  production  plan
development;

- analyse the implications of the evolving
power sector structure for design;

- address the requirements on diesel
peaking plants and the interaction with
the carbon dioxide tax; and

- engage with air quality regulatory
reform.

In line with the Decision’s minimum analytical
requirements (Clause 7.46), the report provides
some evidence of dispatch merit order effects
under the current internal market structure but
does not engage with transitional or future
market structures, does not describe a process
for adapting the mechanism as the market
evolves, does not map or assign owners to the
specific internal business processes that must
receive the SO price signal, and omits
greenhouse gas (GHG) emissions from its
system-level outputs.

Most critically, the report makes no
recommendation on a starting penalty level,
mechanism design, or escalation pathway,
which are the core mandated outputs of the SO,
pricing  condition. The  cap-and-trade
description is offered as an alternative but
without sufficient design detail to constitute a
credible proposal.

In addition to these omissions, there is a
fundamental issue in the implicit timeframe
addressed by the report, specifically in the
choice of modelling horizon. The Minister’s
Decision (Clause 7.43) explicitly acknowledges
that, until significant volumes of alternative

© Meridian Economics

generation are available, the System Operator
must dispatch all coal power and therefore a
SO, price "can only rarely influence dispatch
decisions." The Decision then continues that as
clean energy volumes increase, the price "will be
able to increasingly influence the coal merit
order and can start to be escalated towards the
social cost of SO, emissions."

The Decision mechanism is therefore explicitly
conceived as one whose traction grows beyond
the near term. Eskom's modelling is therefore
calibrated precisely to the window in which the
Minister already conceded that a price would
have limited direct impact, and its conclusion
that the instrument is ineffective follows directly
and predictably from that choice of horizon.

The NECA Forum 2024 Report, recommended
pollutant pricing on the basis of its long-term
efficiency in internalising externality costs and its
resilience as the sector transitions to a market
structure, not as an instrument expected to
show immediate dispatch effects. The choice of
modelling horizon is therefore irreconcilable with
the temporal scope of the condition.

5 CONCLUSION

The detailed analysis in the Appendix shows that
Eskom's Draft Strategy adequately investigates
only one of the fourteen legally binding
Condition requirements. Instead, the Strategy
comprises a modelling exercise to show that
reduction in SO, emissions in the near-term is
infeasible, a conclusion well established by the
NECA Forum’s 2024 report.

The Draft Strategy therefore falls materially short
of what the Minister's condition requires. A year
after the Minister’s decision, Eskom has yet to
comply with its legally binding obligations. As the
MES exemptions rapidly expire, this suggests a
lack of intention to meet these obligations and
find a solution.

Based on the findings outlined in this comment,
Meridian recommends that the Minister reject
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the report as it fails to comply with the conditions
in clauses 7.44, 7.45 and 7.46 of the Decision.
Eskom must revisit the report, consult with
experts and finalise compliant
recommendations before a date specified by the
Minister.

Furthermore, given the large human health
implications involved and the quality of Eskom’s
current submission, we further recommend that
the Minister continues to utilise independent
expertise (potentially under the NECA Forum
mechanism) to advise him on the matters raised
in clauses 7.44 — 7.46, the issue of regulatory
reform, and in assessing Eskom’s compliance
with the outstanding Decision conditions.
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6 APPENDIX: ASSESSMENT OF ESKOM'S COMPLIANCE WITH THE DFFE MINISTER’S REQUIREMENTS

No. DFFE Exemption Decision Requirement

Eskom’s Report

A. Overarching obligation — Clause 7.44

7.44 | Investigate how an SO, emissions price in R’kgSO,
can meaningfully be included in the Dispatch
Prioritisation Strategy (DPS), with the objective that,
over time, the price influences dispatch decisions
such that plants whose SO, emissions have the
worst health impact are more costly to dispatch.
Develop a proposed design or alternative designs,
publish for stakeholder comment, and submit the
report plus all comments to the Minister within 12
months of the exemption being granted.
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REQUIREMENT NOT MET The report is focused on a power system modelling exercise
which considers three scenarios to assess the impact of a SO, health cost on the power
system between 2027 and 2031. A SO, health cost (‘cost adder’) differs across and within
scenarios, as does the grouping of coal plants to which it is applied. All three scenario
runs show that applying a SO, cost to the power sector does little to reduce SO,
emissions, and adds significant cost to the price of supplying power. This finding within
the timeframe modelled is aligned with those of NECA Forum’s 2024 Report and Minister’s
subsequent Decision to grant exemptions. The modelled scenario exercise does not
‘investigate how a SO, price can be meaningfully included in the DPS’, nor does it develop
a design for this.

The fourth scenario, a ‘multi-objectives’ approach is applied using two ‘weightings’ which
are scantly described, rendering it difficult to understand what exactly was modelled and
how this differs to the three preceding scenarios. The findings are similar to the cost adder
scenarios.

A fifth scenario describes a cap and trade system at a high level, and gives a page on
how this could be phased in ‘if cap-and-trade is required’. Whilst a cap and trade scheme
does represent an application of an SO, price, the report’s description does not constitute
‘an investigation into how a SO, price can be meaningfully included in the DPS’, nor does
it develop a design for this. Emissions cap and trade schemes are complex, and their
outcomes (emissions and power pricing) depend significantly on their design.

Eskom’s report was due for submission to the Minister, including stakeholder comments,
by 31 March 2026. Eskom has therefore not complied with the timeframe of the condition.
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B. Design considerations to be addressed — Clause 7.45

7.45
(i)

7.45
(ii)

Recognise that, in the context of exemptions from a
concentration-based regulatory regime, the SO,
price condition can only be imposed on and
implemented by Eskom itself, in contrast to a
conventional tax or levy that would require National
Treasury involvement and regulatory reform.

Given the constraints of the current regulatory
environment and escalating electricity prices, the
SO, price need not immediately be a real cost to
Eskom Generation or be reflected as allowable
revenue in tariff determinations; however, the price
must be designed to evolve toward both outcomes
over time. If and when it transitions to a real cost,
consideration should be given to Eskom paying
associated revenues into a dedicated vehicle to
support grid expansion.

Explore options for implementing a price per kgSO,,
which may include: (a) a R/kgSO, cost incorporated
in the internal Eskom market bid price; (b) requiring
the System Operator to include an SO, cost penalty
in  dispatch  modelling  (without necessarily
dispatching according to those outcomes); and (c)
including an SO, penalty in production plan
development, influencing the Medium Term System
Adequacy Outlook (MTSAO) / Integrated Resource
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VA

REQUIREMENT NOT MET Eskom’s report does not engage with this issue at all in the
report, beyond restating the text of the original Decision.

REQUIREMENT NOT MET The modelling analysis reports outputs in terms of ‘System
Marginal Price’(SMP) expressed in R/MWh, and ‘system costs’ in billions of Rands
annually. Neither of these indicators are analogous with the real cost to Eskom, nor
allowable revenue in tariff determinations. The possibility of the SO, price not immediately
reflecting either real cost to Eskom or tariffs is not engaged with.

There is no consideration of Eskom paying associated revenues into a dedicated vehicle
to support grid expansion, nor any engagement with possible instrument design measures
to mitigate the costs of an SO, price whilst incentivising SO. reduction.

REQUIREMENT PARTIALLY MET Eskom reports merit order changes for each of the
three cost adder modelled scenarios (Table 4.), demonstrating the implications of
applying an SO, cost per coal power plant in PLEXOS modelling. These changes are
somewhat interrogated in the conclusion but demand a fuller treatment. Whilst certain
low-cost stations are high emitting (Medupi and Matimba), the correlation is not drawn
with the reduced health impacts in the Waterberg due, amongst other things, to lower
population density.

Reduction in output from the higher emitting and lower cost Mpumalanga stations are
likely to have the largest health and cost benefits at the margin.
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7.45
(vii)

Plan (IRP). More than one mechanism, or others not
yet identified, may be appropriate.

Take into account any regulatory considerations in
designing the price, including the regulation of coal
plant bid costs in the transitioning market and their
vesting contracts with the Central Purchasing
Agency (CPA).

Consider whether and how diesel-fuelled peaking
plants might be included in the analysis, noting that
this is not a current priority given their different
system role and different (coastal) airshed
emissions.

Take into account the current and future treatment
of the carbon dioxide (CO,) tax in Eskom planning in
the SO, price design, given their similarities and the
cumulative implications for coal plants.

Consider whether the calibration of the SO, price
should be plant-specific, uniform across plants, or
differentiated by penalty level for plants in different
Priority Areas, reflecting differing health impacts.
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That said, the distinction between a modelled output (possibly similar to including a SO»
price in System Operator dispatch modelling), and incorporating a SO- price in internal
market bids is not addressed. Similarly, the distinction between production plan
development and market bids / dispatch decisions is not addressed. It is the institutional
mechanics that are central to the Minister’s condition, not modelled outcomes per se.

The Prime Africa report from which the ‘Cost Adder Value’s are drawn needs to be
referenced and made public so that the input assumptions can be understood.

REQUIREMENT NOT MET Eskom’s report provides a description of South Africa’s
transitioning electricity market, including the various regulatory aspects, but does not
engage analytically with the regulatory environment nor how it could impact the design of
a SO, price mechanism.

REQUIREMENT NOT MET Eskom'’s report does not include this requirement in its
restatement of the Minister’s conditions, and this issue is not further engaged with.

REQUIREMENT NOT MET Eskom'’s report does not include this requirement in its
restatement of the Minister’s conditions. Apart from noting that optimising for SO, may
incur a CO. penalty, this issue is not further engaged with in the modelling or report as a
whole.

REQUIREMENT MET In the first two ‘cost adder’ scenarios, Eskom differentiates between
the health impact of SO, emissions in the Highveld and Waterberg Priority Areas. It does
not, however differentiate at the plant level (although the tSO./MWh does differ).
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7.45
(viii)

Consider how a SO, price might function under air
quality regulatory reform as described in the NECA
Forum 2024 report.

C. Minimum analytical requirements — Clause 7.46

7.46

Convincingly detail how the SO, price can influence
System Operator dispatch decisions at the margin
under both transitional and future electricity market
structures.

Discuss what processes are required to ensure any
adaptation of the price mechanism during the
transition to a restructured market.

Identify which processes within Eskom need to be
exposed to the SO, price to ensure it is fully reflected
in dispatch decisions.

Include consideration of a range of price calibrations
for their impact on system-level outputs such as
adequacy of supply, electricity system cost and
greenhouse gas (GHG) emissions. Power system
modelling will likely be required for this aspect of the
analysis.
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REQUIREMENT NOT MET Eskom’s report does not engage with the Air Quality regime
nor the NECA Forum’s proposed reform at all.

REQUIREMENT NOT MET Eskom'’s report provides some evidence of how a SO, price
caninfluence dispatch decisions in the current internal market structure. However, it does
not engage with either transitional nor future electricity market structures as this condition
requires.

REQUIREMENT NOT MET Eskom’s report describes current dispatch processes, but
does not set out a process for adapting the price mechanism as the market structure
evolves.

REQUIREMENT NOT MET The Minister's condition requires Eskom to name the internal
processes (e.g., generator bid construction, day-ahead market submissions, MTSAO
development, IRP inputs, Energy Management scheduling, vesting contract pricing) that
must receive the SO, price signal. The report identifies that incorporating the cost into
system modelling would shift the merit order, but does not list, map, or assign owners to
the specific business processes that need to be amended. Further, the report does not
specify what governance changes (NERSA approvals, PPA amendments, bid
documentation, vesting contracts etc), are required.

REQUIREMENT PARTIALLY MET The report undertakes power system modelling with a
number of ‘cost adder values’ for SO,, reporting impacts on adequacy of supply and
system cost but not greenhouse gas emissions.
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|
7.46 | Recommend an appropriate starting penalty level,

design and mechanism, and comment on the

(v)
potential for escalation over time.
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REQUIREMENT NOT MET Neither a starting penalty level, design nor mechanism are
recommended. The report describes a cap-and-trade mechanism ‘if cap-and-trade’ is
required, so it could be assumed that this is Eskom’s preferred way forward for SO,
pricing, although very few design details are proposed.
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