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The announcement of 12L caused quite a stir in the industry with 
Energy Services Companies (ESCOs) and end-users alike who 
have been awaiting the promulgation of regulation 12L with great 

anticipation. The relevance of 12L for many of these companies has 
increased dramatically since the announcement by Eskom in October 
2013 that many of the Eskom IDM rebate programmes are on hold 
until further notice. 

 Successful energy efficiency projects reduce energy costs. The 
return on investment for projects of this nature can be determined 
with a high degree of accuracy. Incentives like 12L make investments 
in energy efficiency projects more attractive by improving the financial 
performance, thereby stimulating the implementation of more energy 
efficiency projects. The implementation of more energy efficiency 
projects helps to ensure security of supply, has a major impact on 
containing cost escalation, reduces environmental emissions and 
improves business competitiveness in general.

 Like with any new incentive there are a couple of concerns, valid 
questions and finally some misconceptions raised by various par-
ties regarding 12L. Some of the more prominent ones are listed and 
subsequently discussed below:
o This process appears to be cumbersome - is it worth the effort? 
o What is the real value of the 12L incentive to my company? 
o Is Measurement & Verification (M&V) not too expensive to make 

this viable? 
o Is M&V not too complicated and too exclusive for a program of 

this nature? 
o Will this incentive introduce additional risk? 
o By how much will the 12L application process delay implementa-

tion? 
o What should I do if I want to apply?

Let us briefly look at each of these in turn.

This process appears to be cumbersome –  
is it worth the effort?
Registration of a project (or collection of projects) for the 12L incentive 
is a quick and easy process completed online on the SANEDI website. 
Registration of your intent with SANEDI does not place your company 
under any obligation whatsoever. If the project does not materialise 
(for whatever reason) or the savings are lower than anticipated, there 
are no penalties applicable. 

Once registered, the bulk of the remaining work will be performed 
and managed by the M&V body and the rest of the project’s execu-
tion simply becomes part of ‘business as usual’ from the company’s 
perspective.

What is the real value of the 12L incentive to me?
The Rand value is dependent on the quantum of energy saved. You will 
receive a deduction of 45c for each kWh (or kWh equivalent) of energy 
saved.  Because the company tax rate is 28%, this 45c/kWh results 
in a net benefit (after tax) of 12,6c/kWh for companies. Consider this:
• Assume you save 1 000 000 kWh per year
• Assume your average cost per kWh is 90c/kWh 
• The value of the saving would be 1 000 000 x R0,9 = R 900 000 

per year 
• This saving will increase your profit for the year by R 900 000 
• You will pay 28% tax on this additional profit: 0,28 x R 900 000 = 

R 252 000 
• With 12L you can now enjoy a deduction of 45c/kWh 
• R0,45 x 1 000 000 = R 450 000
• Taxable income is reduced as follows: R 900 000 – R 450 000 =  

R 450 000
• Tax now payable is only 0,28 x R 450 000 = R 126 000 
• The difference between R 252 000 and R 126 000, consequently 

yields a net benefit of R 126 000 (or 12,6c/kWh) after tax

To bring this benefit in line with the more ‘standard’ way of evaluat-
ing the project’s value, we need to consider the equivalent benefit 
before tax.

 
This can be calculated as follows:
• R 126 000 after tax = R126 000/0,72 = R 175 000 before tax 
• The 12L incentive therefore provides an equivalent net benefit of 
 R 17,5c/kWh before tax
• 1000 000 kWh saved x R 0,175 = R 175 000 (before tax) additional 

benefit 
• On this ‘additional’ R 175 000 you now pay 28% tax 
• Therefore R 175 000 x 0,28 = R 126 000 which is equivalent to the 

figure obtained earlier

A simplified way of looking at 12L is that it provides you with an ad-
ditional 17,5c/kWh for each kWh saved for the first 12 months of the 
project’s lifetime.

Is Measurement & Verification (M&V) not too expensive 
to make this viable?
This is perhaps the most common question – the answer is a resound-
ing NO, qualified as follows:
• The 12L incentive is aimed at larger users (typically commercial 

and industrial consumers). It is not aimed at the residential market 
or at very small consumers. In the case of very small consumers, 
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the cost of M&V may exceed the value of the incentive? Keep in mind 
that these small consumers were never the market targeted by 12L 
in the first place! 12L was always primarily aimed at commercial 
and industrial customers. Having said that, no tax paying entity 
is expressly excluded from 12L and it will be interesting to see if 
somebody will develop a 12L compliant M&V approach suitable 
for application to much smaller customers. 

• The requirement for M&V according to SANS 50 010 is to ensure 
the savings that are reported are conservative (ie understated 
rather than overstated). This leaves ample room to tailor the M&V 
process and therefore the cost to be appropriate to the value of 
the project and the corresponding 12L incentive value.

Many (electrical) energy consumers have become accustomed to 
the Eskom IDM process where Eskom traditionally carried the cost 
of the M&V. 

The perception is therefore that M&V now places an additional 
‘burden’ on the project – but let’s think carefully whether this is re-
ally true? Surely ANY project that justifies its existence based on the 
savings it is expected to generate HAS to have a mechanism in place 
to measure, monitor and (perhaps more importantly) sustain such 
savings? The phrase: ‘You cannot manage what you do not measure’ 
is well known and accepted as a general truism. Installing the meas-
urement equipment to ensure that the expected savings are realised 
and sustained should therefore not be considered to be an additional 
‘burden’ – it is merely good business, similar to the current practice 
of employing external auditors to review your company’s financial 
statements, before being published in an Annual Report.

 Any properly designed energy efficiency project should include 
the method by which the resulting performance can be tracked and 
monitored over time. Properly designed, the cost of the measurement 
infrastructure would be a small fraction of the total project cost and 
almost always be well worth the small additional expense (irrespec-
tive of whether ‘formalised’ M&V is required or not).

 

Is Measurement & Verification (M&V) not too 
complicated and exclusive for a program of this nature?

There is a perception that M&V is somehow complicated and can 
only be performed by an exclusive group of people. Nothing could be 
further from the truth!  If nothing else, the 12L incentive has managed 
to de-mystify and ‘open’ the M&V playing field more than anything 
else has done in the last 10 years. One of the key reasons for the de-
velopment of SANS 50 010 was the pending implementation of 12L. 

SANS 50 010 is now a National Standard that anybody can ac-
cess and use. The review process of this Standard (open to public 
participation) is expected to commence during 2014. This review 
process is open to input from all affected parties and stakeholders.

 Because this is a tax incentive, credibility of the figures pre-
sented is of paramount importance. The regulation stipulates that 
only SANAS accredited M&V bodies are allowed to compile savings 
reports which can be submitted to SANEDI. There are very good (and 
obvious) reasons for this requirement – but under no circumstances 
can this requirement be considered to be fostering ‘exclusivity’!

 Why not you ask? Is this not exactly what is happening here 
by protecting an ‘exclusive little club’? Once again the answer is a 
resounding NO.

 Let us consider the facts for a moment. ALL the requirements (as 
well as guidance) for becoming a SANAS accredited M&V body are 

open to the public and available from SANAS – any business (even 
a ‘one-man-show’) can apply and, provided they meet the require-
ments, they become accredited by SANAS.

 The SANAS requirements are by no means prohibitively difficult 
to meet; this is underpinned by the fact that the requirements are 
based on the widely accepted international standard (ISO 17020). 
The requirements are there to ensure that a credible process is fol-
lowed and to confirm that the people who quantify the savings have 
at least a rudimentary understanding of the systems they are tasked 
to verify. In order to make the process even more inclusive, M&V 
bodies can apply for a limited scope of accreditation – somebody 
who understands only lighting systems for example, could become 
accredited for performing M&V on lighting systems only.

 We believe the SANAS M&V accreditation process (driven largely 
by 12L) has managed to unlock the M&V market to broad participa-
tion by many players. The growth of this market will be driven by the 
adoption of 12L, possibly other incentives or future regulations as well 
as a growing need for independent third-party verification of energy 
performance (even if not regulated – for example for performance 
contracting or shared-saving purposes).

 

Will this incentive introduce additional risk?

Most people would agree that SARS is certainly not a party anybody 
likes to take chances with. Since tax legislation provides for punitive 
measures against tax malpractices, people and companies are asking 
(or quietly wondering) if making use of the 12L regulation will expose 
their company to increased risk? 

In our opinion this is not the case – provided of course there is 
no deliberate attempt to deceive or to intentionally falsify and inflate 
saving figures. Without such deliberate intent it is difficult to see how 
making use of this incentive could expose a company to increased risk? 
Instead (maybe counter-intuitively), we believe making use of the 
12L process will significantly reduce risk to the companies involved.
To explain our point of view lets take a typical project workflow.
• As a company you may consider implementing a project that 

will save energy. The 12L incentive will increase the financial 
viability of the project, so you decide to include this incentive in 
your business case for the project to be approved. 

• If (and only if) the project gets corporate approval, you proceed 
with the 12L process as well as with project implementation. 

• Since you want to apply for 12L, you are now required to appoint 
an INDEPENDENT, SANAS accredited M&V body to perform the 
M&V work. Note, the appointment of the M&V body is no different 
from the appointment of any other service provider – you agree 
on the rates and cost, these costs are not fixed but can be negoti-
ated with the various M&V bodies you consider appointing. You 
can require the M&V body to comply with your BBBEE require-
ments, insurance requirements, health and safety requirement, 
etc. This is just like appointing any other service provider. A list 
of accredited M&V bodies is available from the SANAS website. 

• You register your intent to apply for 12L on the SANEDI website. 
The appointed M&V body may assist you in this process. 

• The normal commercial process takes its course and after a period 
of time you (or your contractors) complete the installation and the 
project starts to realise the savings it is supposed to. Or does it?? 

• As an absolute minimum, the M&V body appointed will provide 
you with a saving report at the end of a consecutive 12-month 
period following the commissioning of the project(s) in question. 
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• Sit back and enjoy an additional 17,5c/kWh for each kWh saved 
during the first 12 months of your new energy efficiency improve-
ment project’s life cycle.

Conclusion

The 12L tax incentive is a welcome (now more than ever) support 
mechanism implemented by government to encourage the adoption 
of energy efficiency projects. At the time when 12L was designed, the 
Eskom IDM rebate program was in full swing. 12L was never designed 
to replace or supplement the Eskom IDM process – in fact concurrent 
benefits (like claiming both 12L as well as an Eskom rebate is ex-
pressly prohibited). At the time, 12L was designed to cater for projects 
(especially non-electricity projects) that fell outside the IDM realm.

 With the uncertainty regarding the future of the Eskom IDM 
process there is a chance (although this is pure speculation on our 
part) that Treasury may re-visit the 12L rates at some future date with 
a possible view of increasing the rebate, increasing the period over 
which the rebate may be claimed or possibly both? 

We think this is a possibility since we believe government is 
committed to making 12L a success and that they would be willing 
to adapt the system as needed in future to ensure this success. Why 
do we think so? Because 12L poses a win-win-win to all parties in-
volved, government gets more taxes due to increased profitability, the 
customer gets the additional financial benefit, emissions are reduced 
which benefits the environment and the economy is stimulated due to 
more projects and increased competitiveness of industry in general.

 One final question remains. If you have a pending energy ef-
ficiency project, why on earth would you decide to throw away an 
additional benefit of 17,5c/kWh for each kWh saved? For all but a 
few really small consumers, 12L seems like an obvious incentive for 
which to apply.

They (the M&V body) are responsible for issuing this report and 
could be held liable (by your company and others like SANAS, 
SANEDI and possibly even SARS) for any blatant inaccuracies or 
omissions in this report. 

• Such an M&V report will answer (independently and objectively) 
the question posed above namely ‘…the project starts to realise 
the savings it is supposed to. Or does it??’ In other words, you 
will get an objective view of the value and savings delivered by 
the project(s) in question. 

• Rather than to increase your risk, we believe this reduces your risk 
moving forward. The information provided by the M&V process will 
help you to decide on the nature and feasibility of future projects 
you may plan to implement. ‘To measure is to know’ and now, you 
will know the value delivered by the project(s) in question. 

• At this point, after the contents of M&V report is known to you, 
you still have the option to decide whether or not you want to 
submit the 12L tax claim. 

• Unless deliberate steps have been taken to intentionally deceive 
and mislead the M&V body, the results they provide in the report 
would be conservative. The M&V body is required to provide a 
statement to this effect under a specified section that has to form 
part of the report according to SANS 50010. 

• Should you decide to proceed, the saving certificate (issued by 
SANEDI) will be handed in with your next annual tax return. 

• SARS now (as with any tax matter) have the final say as to whether 
they will allow the deduction or not. Provided that there are no 
abnormal circumstances, SARS is expected to allow the deduction 
and your company will get the benefit of the rebate.

Looking at this process it is hard to see how any significant risk is 
created? Conversely, it is easy to see how this process can help to 
manage the risk of not knowing to what extent your energy projects 
are performing as expected.

 

By how much will a 12L application delay the process?

It is important to understand that applying for 12L per se is not expect-
ed to add any additional time to project timelines – the 12L process is 
designed to run parallel to the ‘normal’ project implementation cycle.

 Additional time as a result of 12L should ONLY be required in 
cases where a credible baseline cannot be established and where 
the M&V body requires more data (and therefore time) in order to 
establish such a baseline. In such cases the much more pertinent 
question that begs answering should be ‘If we do not have a credible 
baseline against which to evaluate the future savings, what business 
do we have implementing this project in the first place?’

 A ‘good’ project WILL have credible information available that 
was used to develop the business case in the first place. In such cases, 
there should be no delays caused by 12L or by the M&V process.
What should I do if I want to take the next steps?
• Visit the SANEDI website and look for information on 12L. 
• Estimate the annual saving your project is expected to realise. 
• Use the figure of 17.5c/kWh to calculate the additional benefit as 

a result of 12L. 
• If this figure is significant enough for you to justify appointing an 

M&V body to help you through the rest of the process, go ahead 
and appoint somebody. 


