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EXECUTIVE SUMMARY
The objective of this report is to provide background to the business sector on the proposed carbon tax 
for South Africa, which includes information on a number of regulations which are supplementary to the 
carbon tax. 
The Carbon Tax Bill as well as the regulations are currently under review and are expected to be 
promulgated by the end of 2016.

The top direct carbon emitters in South Africa include companies such as Eskom, Sasol, and a number of large 
mining, cement-, paper- and sugar manufacturing companies. All of which are expected to be the most significantly 
impacted by the carbon tax.

However, OUTA contends that Eskoms high electricity tariff hikes over recent years has become SA’s carbon tax and 
has already driven business toward a greener and economic use/generation of electricity, to reduce not so much 
their COs emissions, but more so their energy costs.  The same can be said for reduced fuel and flight/travel costs 
due to the need to survive in tough economic times. 

The fact that Government refuses to ring-fence the Carbon Tax, speaks of their intentions to use this tax to raise 
revenues, as opposed to drive new behaviour and stimulate a greener economy. 
It is our view that the introduction of a Carbon Tax in SA will not be a neutral tax.  It will also not significantly change 
the behaviour of business.  Instead, its complexity will largely lead to a pass-on-the-cost-to-consumers approach.

Government’s rationale behind the introduction of the proposed carbon tax is to drive South Africa’s industry in a 
direction to reduce its carbon emissions and to drive the economy towards a lower carbon economy. The proposed 
package of instruments is intended to manage climate change impacts as well as meeting the international 
commitment that the South African Government has made at the UNFCCC Conference of Parties in 2009, which was 
re-affirmed at COP21 in Paris in 2015.

In order to comply with the carbon tax, as well the supplementary set of regulations published alongside the Carbon 
Tax Bill, companies will need to:

The impact of the carbon tax on companies is expected to be significant. For the first phase, companies could be eligible 
to reduce their tax liability significantly through allowances. For the second phase there is less certainty around the 
allowances and rates that will be applied. Even slight increases in the tax rate, coupled with a decrease in the tax free 
allowances over time, will have a significant cost implication on business. In addition, should companies not comply with 
the regulations, the penalties are severe. Considering the complexity of the design of the carbon tax as well as the cost 
implications, it is of the utmost importance that business fully understands the implication of this law on business for the 
very near future.

In order to reduce their carbon tax liability, companies will need to:

• Annually report their direct carbon emissions (all six greenhouse gases) to the Department of 
Environmental Affairs (DEA);

• Companies that emit more than 100 000 tons of CO2e (carbon dioxide emissions) per annum must 
participate in carbon budgets (DEA allocates a carbon budget to a company);

• In addition, companies that emit more than 100 000 tons of CO2e must prepare National Pollution 
Prevention Plans, as well as annually reporting to DEA on the progress of these plans;

• Companies that consume more than 180 TJ of energy per year, must annually report their energy 
consumption to the Department of Energy (DoE);

• Companies that consume more than 400 TJ of energy per year must prepare energy management plans, 
as well as annually reporting to DoE on the progress of the plans;

• Voluntarily participate in carbon budgets (companies that emit less than 100 000 tonnes of CO2e per 
annum);

• Invest in carbon offsetting projects and apply to use offset credits to reduce a carbon tax liability;
• Participate in carbon emissions benchmarking studies by industry sectors;
• Undertake additional measures to reduce carbon emissions (above what is representative of an industry 

sector). 
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1. INTRODUCTION

 

2. SOUTH AFRICA’S EMISSION PROFILE

The purpose of this report is to provide background to the business sector on the background and 
requirements for the Carbon Tax proposed for South Africa. In order to fully understand the impact of the 
proposed carbon tax on South Africa, it is important to understand the carbon emissions landscape of 
South Africa, and which sectors will experience the most significant impact of the carbon tax.
 
This report has been structured to include a simplified explanation as well as the background and context 
to each section, and aims to cover the following:

In order to fully understand the impact of the proposed carbon tax on South African business, it is 
important to understand the emissions profile of the country.

The most recent data available on direct carbon emissions reported by company for South Africa is data 
from the Carbon Disclosure Project (CDP) Report for South Africa 2014. Every year, the Johannesburg 
Stock Exchange (JSE) top 100 listed companies are requested to voluntarily disclose information on carbon 
emissions through the CDP. The purpose of this is to communicate information on climate change risks to 
investors. Outside of the JSE100, companies may also voluntarily disclose information on carbon emissions 
to the CDP. In 2014, state-owned entities such as Eskom and Transnet also participated in this process. 
It is important to note that not all companies participate in the CDP, thus, this list is not an exhaustive list 
and there may be other companies that have not yet disclosed their carbon emissions. For example, some 
of the top emitting companies in South Africa have declined to participate or report emissions in 2014, 
but may have reported some emissions in 2015. The list of top emitting companies therefore only includes 
those companies that have disclosed their emissions in the public domain.

Based on the information disclosed in the Carbon Disclosure Report for South Africa in 2014, the top ten 
direct emitters in South Africa are shown in figure 1

• South Africa’s Carbon Emissions Profile
• The reasoning behind the carbon tax;
• The anticipated impact of the carbon tax;
• What companies are required to do to comply with the carbon tax; 
• What is the envisaged cost on business; and
• What is the penalties for companies if they do not comply?

Figure 1: Top 10 Direct Emitters for South Africa (Carbon Disclosure Project, 2014)
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Direct emissions are defined as the 
emissions from sources that are owned 
or controlled by an organisation – or 
for example, if you were to put a glass 
dome over the facility and capture all 
the greenhouse gas emissions from the 
facility, this would constitute the direct 
emissions.

The mere fact that Eskom has increased energy pricing over the past 7 years is in itself a behaviour 
changing mechanism which far exceeds what the carbon tax will do. 

Figure 1 clearly illustrates that the top direct emitter in South Africa is Eskom, which emits significantly 
more carbon emissions than any other company in South Africa.  The carbon tax has been designed in 
such a way that companies will be taxed on these direct emissions. This essentially means that of all the 
companies in South Africa, Eskom will have to pay the most significant carbon tax in comparison with all 
other companies.

As it can be seen in Figure 2, is that the largest emitting companies following Eskom and Sasol is Arcelor 
Mittal. The direct emissions from Arcelor Mittal is approximately 11.5 million tonnes of CO2e for the year 
2014. The second largest emitter is PPC, with its direct emissions totalling approximately 4.35 million 
tonnes of CO2e for the year 2014. These two companies’ emissions are significantly higher than the rest of 
the top 10 emitters and will be the most significantly impacted by the carbon tax. The third largest emitting 
company is Sappi, who is followed by Anglo American, Mondi PLC, Tongaat-Hulett, Transnet, Sibanye Gold, 
Kumba Iron Ore and Anglo American Platinum. The direct emissions reported for Mondi include the figures 
for 2015, as the 2014 data was not available. 

The second largest direct emitter is Sasol. Sasol 
and Eskom, make up the most significant portion 
of South Africa’s total greenhouse gas inventory. 
Followed by Sasol, the eight other largest emitters 
include Arcelor Mittal, PPC Ltd., Sappi, Anglo 
American, Mondi PLC, Tongaat Hulett, Transnet and 
Sibanye Gold respectively. 

Due to the significant scale of the direct emissions 
from Eskom and Sasol, it is difficult to visualise the 
direct emissions from the top 10 companies in South 
Africa. 

For this reason, in order to visualise the emissions from the other companies, a graph is shown below 
(Figure 2) which exclude Eskom and Sasol.

Figure 2: Top 10 Direct Emitting Companies (excluding Eskom and Sasol)
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3. EXISTING ENVIRONMENTAL TAXES/ LEVIES

Eskom and Sasol make up 92% of the total direct emissions by the top ten direct emitters, as illustrated 
in the figure below.

These top emitting companies are expected to be most significantly impacted by the carbon tax as well 
as the regulations supplementary to the Carbon Tax Bill. In addition, these companies are very concerned 
about losing competitiveness, especially in export markets for minerals and metals. Organised labour is 
concentrated in energy-intensive sectors and so labour unions are also concerned about job losses. In 
addition, civil society groups are very concerned about the effects of higher energy prices which may be 
passed onto consumers. All these concerns underpin the broad resistance in South Africa to the Carbon 
Tax. Job security and economic growth are high priorities on the South African Government agenda, and 
the imposition of a carbon tax threatens both these key objectives outlined in the National Development 
Plan 2030.

South African’s are already paying numerous environmental taxes or environmental levies in an attempt 
to motivate business and consumers to adopt more environmental friendly practices as well as becoming 
more energy efficient. A list of the environmental levies which are currently in place in South Africa are 
listed as follows:

1. Environmental levy on the generation of electricity – this is an environmental levy charged on 
the generation of electricity from non-renewable sources. The rate of the levy is 3.5c/kWh.

2. Environmental levy on incandescent bulbs which is currently levied at R6/bulb.
3. Environmental levy on motor vehicle carbon emissions. The levy applies to new passenger 

vehicles that emit more than 120g/km of CO2, which are taxed at a rate of R90 – R100 for 
every g/km exceeded. In addition, the rate increases to R125/km – R140/km for every g/km 
exceeding 175g/km of CO2.

4. Environmental levy on plastic bags which is currently levied at 8c/plastic bag.
5. Environmental levy on tyres. The purpose of the levy is to encourage reuse, recycling and 

recovery of waste on tyres. The rate of the levy is R2.30/kg net which is applicable to new, 
used or re-treaded tyres. An average tyre weighs between 8 to 11 kg. 

6. In addition to the environmental levies listed, South Africans additionally pay a general fuel levy. 
The general fuel levy is charged at R2.85 per litre on petrol and R2.70 per litre on diesel.

Figure 3: Direct Emitters Profile for South Africa (Carbon Disclosure Project, 2014)
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The proceeds from these levies are not ring-fenced or put to the uses to remedy 
the source of the problem.

Industry has raised its concerns regarding the introduction of the carbon tax in addition to the existing 
environmental levies. National Treasury has indicated that for the first phase of the introduction of 
the carbon tax, companies will be relieved in paying carbon tax on fuels which already include an 
environmental levy, and the same applies for the environmental levies placed on the generation of 
electricity.

In South Africa, the imposition of these environmental levies have not been evident in achieving the 
objectives that they are set out to achieve. For example, even though an environmental levy is charged 
on the generation of electricity from fossil fuels, South African Government is still continuing to pursue 
new generation capacity from coal fired power stations to address electricity generation capacity 
constraints.

Figure 4: Illustration of Tax Revenues Collected in South Africa 2015/2016.
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4.1 What is South Africa’s International Agreement?

4.2 What does the legislation stipulate?

 

4. WHAT IS THE GOVERNMENT’S RATIONALE FOR THE PROPOSED TAX?

The primary intention of the South African Government for the proposed Carbon Tax is to 
change behaviour of industry in order to reduce the carbon emissions resulting from industry 
activities. This is in order to meet South Africa’s international commitments to contribute to the 
global effort in mitigating climate change. 

The Carbon Tax is aimed at regulating carbon emissions which are a direct result of business 
activities. These activities are directed at emission from energy generating activities, process 
emissions and fugitive emissions. This means that companies need to find ways to reduce these 
emissions as well as finding alternative renewable options.

For example, many industrial companies generate significant amounts of steam which are 
required in their processes. This steam is generated in boilers which are fuelled by coal. 
Pressure on business through the carbon tax, will over time drive companies to seek alternative 
fuel sources or a different means to using coal. For example, switching to using natural 
gas boilers, should assist companies to reduce their carbon tax burden. However, for many 
businesses, the alternative is not currently feasible option. Natural gas is not readily available 
everywhere, and natural gas reserves are not readily available in South Africa. The cost of 
switching to an alternative fuel source is also not feasible for business. 

In 2009, at the UNFCCC Conference of the Parties (COP) in Copenhagen, South Africa made a voluntary 
commitment to reduce its greenhouse gas emissions by 34 percent in 2020 and 42 percent in 2025 
relative to business as usual. This was part of a wider commitment by South Africa to contribute to the 
global effort in mitigating anthropogenic climate change and to transition to a green economy. This was 
reaffirmed in its intended national determined contribution (INDC) submission to the UNFCCC in advance 
of COP 21 in Paris in 2015, which envisages that emissions will peak by 2025, plateau for approximately a 
decade, before beginning to decline in absolute terms from 2036 (South African Government, 2015). The 
Paris Agreement was adopted at this conference in Paris in December. The agreement was adopted after 
four years of intense negotiations. South Africa signed the Paris Agreement on 21 April 2016.

The South African Government believes that it is necessary to make a contribution to the global effort 
to stabilise greenhouse gas concentrations, within a timeframe that enables economic, social and 
environmental development to proceed in a sustainable manner. The rationale of the government is that 
the cost of remedying pollution, environmental degradation and adverse health effects and preventing, 
controlling or minimising pollution or environmental damage must be paid for by those harming the 
environment (which is the polluter pays principle) (South Africa National Treasury (2015).

The rationale of Government is that the proposed package of instruments is intended to manage climate 
change impacts and to change behaviour. 

The South African Government believes that the deployment of the package of economic instruments will 
support the system of the desired emission reduction outcomes. This includes the appropriate pricing 
of carbon and economic incentives, as well as the use of emission offsets. The imposition of a tax on 
greenhouse gas emissions and concomitant measures, such as providing tax incentives for rewarding the 
efficient use of energy will provide appropriate price signals to help nudge the economy towards a more 
sustainable growth path (South Africa National Treasury (2015).
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    WHAT IS BUSINESS EXPECTED TO DO IN ORDER TO COMPLY WITH 
THE CARBON TAX AND WHAT IS THE IMPACT AT ITS FULL RATE ?
5.

5.1 Summary of what is expected of business

List of Activities

An Example of the impact of carbon tax at its full rate is shown below.

5.2 Summary of the expected imact on business

In order to comply with the Carbon Tax Bill, it is important to understand this includes a suite of policies 
that need to be complied with. Each section is explained in detail following the summary tables. This 
includes the following suite of policies which can be more simply be explained as follows:

Companies must annually report their direct greenhouse emissions to the Department of 
Environmental Affairs (DEA). First expected submission January 2017.

Companies must annually report their energy consumption (if energy consumption > 180TJ) to 
the Department of Energy as well as submitting Energy Management Plans (if energy 
consumption > 400 TJ).

Companies that emit more than 100 000 tonnes of CO2e must also participate in Carbon 
Budgets.

Companies that emit more than 100 000 tonnes of CO2e must prepare National Pollution 
Prevention Plans and annually report to DEA on the progress. First expected submission April 
2017.

Companies that want to participate in ways to reduce their carbon tax, can do so in the following 
ways:
 a. Voluntarily participate in carbon budgets;
 b. Invest in carbon offsetting projects;
 c. Participating in emissions benchmarking studies in industry sectors.
 d. Undertaking additional measures to reduce carbon emissions.

Companies must pay their carbon tax liability. First provisional tax payment expected June 2017.

If a business emits 10,000 tons of CO2e per annum, the carbon tax liability at its full rate is as 
follows:

10,000 x R120/ton CO2e = R1 200 000 

This assumes no allowances or deductions or a worst case scenario, which is unlikely. The carbon 
tax will be phased in over time, the rate is expected to increase annually. The impact will be more 
significant at the higher cost, but companies will be able to reduce the rate through allowances.

Based on the Draft Carbon Tax Bill, however, the intention is to provide for a threshold of 10 
megawatts thermal capacity (the estimated volume of emission is around 30 000 tons of 
CO2e), below which companies would not be tax liable. The threshold is high enough to exclude 
households and other non-industrial activities, but low enough to make the tax applicable to the 
majority of emitting industries.

1.

2.

3.

4.

5.

6.

8



2017 2018 2019 2020

The Carbon Tax design for the first phase (up to 2020) allows for:
• A 60% basic allowance for companies; 
• allowances for process emissions (10%); 
• fugitive emissions (10%); 
• carbon budgets (5%); 
• carbon offsets (5-10%);
• performance allowances (5%); and 
• allowance for trade exposed sectors (10%). 
 
The maximum cumulative allowance is 95%. Assuming that a business can qualify for all the allow-
ances (best case scenario which is a total allowance of 95%), the carbon tax liability is as follows:

10,000 x 5% x R120/ton CO2e = R60 000

The carbon tax liability for a business for the first phase (up to 2020) ranges between R6 – R48 
per ton of equivalent of greenhouse gas emissions, increasing 10% per annum.

A more detailed example on how to quantify a company’s carbon tax liability is shown in the table 
below. We have assumed the minimum GHG emissions to be taxed, which is 30 000 tons CO2e 
(as explained above).

GHG Emissions (tCO2e)

Less 60% allowance

Less 5% performance allowance

Less 5% carbon budget allowance

Less 10% carbon offset allowance

Less 10% trade exposure allowance

Multiply by an initial R120 and 
assuming a 10% annual increase in
 the rate per ton CO2e

Carbon tax liability

30 000

18 000

1 500

1 500

3 000

3 000

120

R360 000

40 000

24 000

2 000

2 000

4 000

4 000

132

R528 000

50 000

30 000

2 500

2 500

5 000

5 000

145

R726 000

60 000

36 000

3 000

3 000

6 000

6 000

160

R958 320
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Activities

5.3 Background on Carbon Tax regulations and compliance

Other Cost Impacts to the Carbon Tax

The cost for administration and verification of the Carbon Tax is dependent on the needs of a 
business. If a company does have the capabilities to accurately capture the information and to 
quantify it, as well as using its current validation and verification capacity, the additional cost may 
not be significant. 

However, for large companies, which are expected to have the most significant impact, the 
additional costs are expected to be high. Although the initial costs will have implications for 
business, in the long term however, the cost of reducing emissions should payoff through reduced 
energy costs or operational cost. The challenge will be to finance the upfront costs to undertake 
these projects. For some business, carbon emissions are inherent to their process and not much 
can be done to reduce the emissions from these processes. 

National Treasury, the Department of Environmental Affairs and the Department of Energy are all working 
together on a suite of policies relating to carbon and energy reporting which are actually interlinked. 

But first, let’s look at the carbon tax. The Carbon Tax Bill is not a piece of legislation that stands on its 
own. Its relies on other bits and pieces of regulations in order for it to actually work. When looking at the 
proposed Carbon Tax for South Africa, all the policies interlinked to the carbon tax need to be complied 
with. The way in which the carbon tax has been designed is a fairly complex design. Due to the complexity 
of the design, a more simplified approach has been developed. 

Let’s take for example an analogy of building a house. The most important aspect to building a house is 
ensuring that your foundations are solid. Only then, can the walls go up, and then finally the roof. The 
carbon tax, in this case, represents the roof of the house, which relies on other pieces of legislation 
which represent the foundations and the walls. In addition, the carbon tax does provide some relief for tax 
payers. The regulations which provide this relief is represented as chimneys. The foundations need to be 
solid and the walls need to be in place for the carbon tax to work properly. This is illustrated in the figure 
below. 

1. Greenhouse Gas Reporting Information System
2. Cost of Reporting on Energy Consumption and Development of Energy Management 

Plans
3. Development of National Pollution Prevention Plans
4. Cost of Mitigation Actions 
5. Cost of Investment in Carbon Offsets
6. Cost of Participating in Sector Performance Studies
7. Cost of implementation additional mitigation measures
8. Carbon Tax Liability
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5.4 Foundation

5.4.1 Greenhouse Gas Reporting Regulations

Greenhouse Gas Emissions

IPCC Activity Codes Year GHG 2GHG 1 GHG 3 GHG 4 GHG 5 GHG 6 Total GHG 
Emissions

Methodology

Figure 5: Policies and regulations interlinked with the Carbon Tax

The foundation in this case is the Draft National Greenhouse Gas Reporting Regulations. So why 
are these regulations so important? Just take for example your monthly income tax deduction. In 
order for you to know how much tax you need pay on your monthly salary, you will need to know 
how much your salary is. So for businesses to know how much carbon tax they have to pay, they 
need to know how much carbon emissions they are emitting into the atmosphere. 

The Draft National Greenhouse Gas Reporting Regulations describe how companies must calculate 
their emissions and what they must report to the Department of Environmental Affairs. In South 
Africa, however, companies have never before been required to collect and calculate information of 
this nature and report it to Government. Some companies have done it on a voluntary basis through 
the Carbon Disclosure Project, which essentially is a platform for companies to communicate 
their views on climate change risks as well as their strategies to mitigate climate change to their 
investors. But this has never before required the oversight of a Government body and companies 
haven’t really had an opportunity to ensure that the information they are capturing is accurate. 

The way in which companies will be required to report greenhouse gas emissions is in the format 
outlined in the table below.

Table 1: Template for total annual emissions from each activity measured for the preceding calendar year
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5.5 Walls

5.5.1  Reporting Energy Consumption and Submission Energy Management Plans 

5.5.2  Carbon Budgets

5.5.3  National Pollution Prevention Plans

The first of these walls is the Draft regulations which requires companies to report their energy 
consumption and to submit energy management plans to the Department of Energy. The Draft 
Regulations Regarding the Registration, Reporting on Energy Management and Submission of 
Energy Management Plans requires that companies who consume more than 180 Tera joules of 
energy per annum will need to report their energy consumption and companies who consume 
more than 400 Tera joules need to submit Energy Management Plans to the DoE. These Energy 
Management Plans need to be developed in compliance with ISO 50001, which also requires 
companies to develop energy baselines in compliance with SANS 50010, and to identify energy 
saving measures, develop energy reduction targets and to develop implementation plans to reduce 
energy consumption. 

This process is in fact interlinked to reporting of greenhouse gases as a company requires similar 
information to be collected for energy reporting as for greenhouse gases. There is no doubt that the 
companies who will be required to develop national pollution prevention plans and carbon budgets 
will be the same companies who will also need to develop energy management plans. There is 
however no alignment or relief for companies who to reporting on only one or the other. Companies 
will need to ensure that all the policies are complied with. The promulgation of these regulations 
are expected to happen at the same time as the promulgation of the National Greenhouse Gas 
Reporting Regulations. It is understood that the two departments, DEA and DoE will work together 
using the information to verify the data submitted by companies.

The second wall is Carbon Budgets. So what is a Carbon Budget? Perhaps a better word to use 
instead of a budget is rather a cap or a threshold, as this better describes what this is. The purpose 
of the carbon budget is to allocate a cap or a threshold of how much emissions companies 
are allowed to emit. This budget or threshold is based on numerous factors which include the 
company’s role in the economy, planned future growth South Africa’s international commitment to 
reduce our emissions. In order for us to meet these targets, all companies have to do their bit to 
limit their emissions and to meet this commitment.

The carbon budget gives companies an opportunity to demonstrate that if they are emitting less 
than their budget, they can get a discount on their carbon tax. This is worded as an allowance in 
the Draft Carbon Tax Bill, and companies can receive an allowance or discount of up to 5% on their 
Carbon Tax liability.

The allocation of carbon budgets is assigned to companies the emit more than 100 000 tonnes 
of CO2 per annum and it is also open to other companies who want to participate on a voluntary 
basis. For now, until 2020, just participating in the carbon budget gets companies the discount 
and there is no real penalty for going over the cap or the budget. We don’t quite know how this 
carbon budget will be used for the second phase, but we do expect more stringent requirements for 
companies to comply with their carbon budgets and potentially penalties for exceeding this budget. 

The third wall in the house includes the submission of National Pollution Prevention Plans. 
Companies who emit more than 100 000 tonnes of CO2 are also required to comply with the 
National Pollution
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Yr1 Yr2 Yr3 Yr4 Yr5

Migration
measure

Description of 
mitigation 
measures

Anticipated 
implementation
date

Assumptions 
used to 
estimate 
reductions

Affected
GHGs

Expected 
Emission 
Reductions

Total 5
years

5.6 Chimneys

5.6.1 Carbon Offsets

National Pollution Prevention Plans Regulations. This means that the companies who are have a 
mandatory obligation to participate in carbon budgets, must also submit a Pollution Prevention Plan 
to the DEA. These companies have to submit these plans following the Declaration of Greenhouse 
Gases as Priority Pollutants coming into effect. The Minister may also direct any other company to 
submit a national pollution prevention plan. The plan will include:

If the online reporting system is not ready in time for the submission of the plans, a manual 
submission must be made. An example of the reporting template is shown in the table below.

• Providing information on greenhouse gas emissions.
• Providing information on the planned mitigation actions for the next five years as well as the 

expected emission reductions. The methodology used to quantify greenhouse gases must be 
clearly explained.

• Companies have to annually submit a progress report on the planned mitigation actions 
and the actual emission reductions achieved. Annual reports will need to be submitted 
by 31 March/30 April every year (this date will be finalised in the next publication of the 
regulations). 

• A final report must be submitted on 30 March 2021 which details the overall achievements.

Table 2: Example of Reporting Template for National Pollution Prevention Plans

Companies must submit a national pollution prevention plan within five months after the 
regulations are promulgated. DEA have indicated that they expect the Draft National Greenhouse 
Gas Reporting regulations to be promulgated by the end of 2016 and companies will be required 
to undertake their first submission of greenhouse gas reporting in January 2017. It is expected 
that companies will have approximately five months from December 2016 to prepare and submit 
their National Pollution Prevention Plans. Pollution preventions plans can be rejected if DEA 
identifies errors or inaccuracies in the information. Companies will be required to then review their 
submission and resubmit their plans.

The first chimney is the Draft Regulations Carbon Offsets. A carbon offset represents a measurable 
reduction in greenhouse gas emissions of an approved project to compensate for the same amount 
of a company’s own emissions. One carbon credit is representative of 1 tonne carbon dioxide 
equivalent reduced in a carbon project. For example, if a manufacturing project emits 1 ton of 
carbon, it will try and find another project which is reducing its footprint by 1 tonne of carbon. In 
effect the carbon emitted is offset. 

13



5.6.2 Grants and Incentives

5.7 Carbon Tax Design

5.8 Performance Allowances

The other investment projects which can be used for carbon offsets include investments in public 
transport, agriculture, forestry and other land use and waste sectors. The projects should be 
outside the scope of activities that are subject to the carbon tax. Companies can reduce their 
carbon tax liability by using offset credits between 5 to 10%. According to National Treasury, the 
Carbon Offset Administration System design is underway and due to be published in due course. 
The carbon offsets component will be administered by the Department of Energy, and more 
specifically by the Designated National Authority. 

The second chimney is Government Grants and Incentives. Government wants to ensure that 
legislation is complied with as well as our international commitments on climate change, but 
Government also wants to further develop the economy and create employment. For this reason, 
there are grants and assistance programmes available from Government to assist business. 
Although there are numerous grants and incentive programmes available, the most relevant 
to reducing carbon and energy is the Section 12L Energy Efficiency Tax Allowance under the 
Income Tax Act, and the Critical Infrastructure Programme. The Section 12L Energy Efficiency 
Tax Allowance is an additional allowance for companies that implement an energy saving project. 
The incentive provides a 95 cents deduction for every kilowatt hour of energy saved for a period 
of one year. The Critical Infrastructure Programme is a grant programme and includes projects 
that alleviate electricity dependency on the national grid, such a renewable energy projects. 
The maximum value of the grant is R50 million. The grants and incentive programmes available 
each have their own specific requirements, they have strict selection criteria and are generally 
paperwork intensive. Companies need to carefully assess their criteria and understand the rules for 
each programme in order to increase your chances for receiving a grant or incentive.

Now that we have discussed the foundation and the walls and the chimneys, what does the roof 
look like?

The carbon tax rate is R120 per ton CO2 on your direct emissions. For the first phase of the carbon tax, 
companies are given a basic tax free threshold which is a 60% allowance. Then, there is another allowance 
for processing emissions and fugitive emissions. The allowance on process emissions is a 10% deduction 
for companies that release greenhouse gases which are inherent to their process and little can be done to 
further reduce these emissions. Similarly, in some mining operations, fugitive emissions such as methane 
are released unintentionally during excavation. In such cases a further 10% allowance is given to reduce a 
company’s tax liability. 

Then there is the z-factor or the performance allowances. This is essentially an allowance for companies 
that undertake additional measures which includes voluntary actions to reduce carbon emissions 
comparative to the industry benchmark. Essentially what this will includes is that different industry sectors 
will need to develop an industry benchmark on their specific carbon emissions. In order words, how much 
carbon emissions are released for every unit of product produced. The performance of the company 
applying the z-factor will need to perform better than the determined benchmark for the industry. The 
regulations for the z-factor has not yet been published, so there is very little information available on 
how this will be developed. A major problem for developing industry benchmarks is that companies are 
reluctant to share information as it may adversely affect the competitiveness of the industry sector. 
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5.10 Carbon Tax Calculations

After the all the allowances are taken into account the carbon tax is reduced to around R6 - R48 per ton 
of CO2 and according to the Draft Bill, which is expected to increase by 10% per annum.

The Calculation of the Amount of Tax payable is given by the equation:

Where:

X= Carbon Tax Payable

E = Emissions from Total Fossil Fuel Combustion

D = Emissions from Petrol and Diesel

S = Emissions Sequestered

C = Allowance for Fossil Fuel 

R = Carbon Tax Rate

P = Process Emissions

J = Allowance for Process Emissions

F = Fugitive Emissions
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6. COST ITEMS AND THE IMPACT ON BUSINESS?
The carbon tax includes a complex design, and the tax rate is not a fixed rate. National Treasury has 
committed to the gradual introduction of the carbon tax, but is not clear what level of carbon tax is 
needed to achieve its emissions reduction targets. No clear empirical evidence of this is available, 
however it may be challenging to develop this. National Treasury has also indicated that carbon tax 
revenues will be recycled through incentive programmes as well as through the green fund, which is 
additionally should assist in achieving its emission reduction targets.

The tax rate to be applied is dependent on the tax free allowances that companies can qualify for, which is 
dependent on the nature of the business, as well as the additional measures that companies will 
implement in order to qualify for allowances. For this reason, it is challenging to define a clear cost 
implication for businesses.

It is clear however, that for the first phase of the implementation of the carbon tax, the cost implication for 
business varies between R6/ton of CO2e and R48/ton of CO2e. For the second phase, however, there is 
less clarity around tax free threshold allowances. 

In order to illustrate the cost implications of the carbon tax on business, the carbon tax liability at three 
possible different rates are included in the table below. This represents the following scenarios:

As it can be seen from the figure above, the carbon tax liability for companies applied at the different 
scenarios vary significantly. At the lowest possible rate (where companies would qualify for the maximum 
allowance and the rate is R6/ton CO2e), the carbon tax liability for Arcelor Mittal, for example, is R69 
million and at the highest rate for the first phase (at R48/ton CO2e) the tax liability increases to R554 
million. For the third scenario, at a rate of R60/ton CO2e, the carbon tax liability is R692 million, as 
shown in the table below.

• The lowest possible rate of R6/ton CO2e for the first phase from 2017 - 2020;
• The highest possible rate of R48/ton CO2e for the first phase from 2017 – 2020;
• A rate of R60/ton of CO2e, which assumes that there is an increase in the tax rate, and a 

decrease of the tax free allowances.

Figure 6: Calculated Carbon Tax Liability at different carbon tax rates
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Company Scope 1 Emissions R6/ton CO2 R48/ton CO2 R60/ton CO2

Arcelor Mittal 

PPC

Sappi

Anglo American

Mondi PLC (2015)

Tongaat Hulett

Transnet

Sibanye Gold

Kumba Iron Ore

Anglo American Platinum

11 541 853

4 350 706

2 221 087

1 942 491

950 355

749 529

693 422

633 752

582 725

551 056

R 69 251 118

R 26 104 236

R 13 326 522

R 11 654 946

R 5 702 130

R 4 497 174

R 4 160 532

R 3 802 512

R 3 496 350

R 3 306 336

R 554 008 944

R 208 833 888

R 106 612 176

R 93 239 568

R 45 617 040

R 35 977 392

R 33 284 256

R 30 420 096

R 27 970 800

R 26 450 688

R 692 511 180

R 261 042 360

R 133 265 220

R 116 549 460

R 57 021 300

R 44 971 740

R 41 605 320

R 38 025 120

R 34 963 500

R 33 063 360

What this illustrates is that, at even the lowest applied carbon tax rate, the carbon tax liability is significant 
for these companies. With an increase in the carbon tax rate over time, the carbon tax liability increases 
significantly, and so also the cost impact on business. The carbon tax liability for each company increases 
significantly with every percentage increase in the carbon tax rate, as illustrated in the diagram below.

Table 3: Carbon Tax Rate Scenarios for Top Emitting Companies in South Africa

Figure 7: Illustration of the Escalation of Carbon Tax Liability with an increase in the tax rate and/or decrease in the tax 
free allowances
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Carbon Tax Rate Total Carbon Tax Revenue 
from the Top 12 emitters

Portion of the total tax 
revenue collected in SA

 

7. PENALTIES

Although government has indicated that for the first phase, the carbon tax will be phased in slowly, the 
diagram above illustrates that as the tax rate increases the cost implications on business will be 
significant.

Based on the assumptions, for the top 12 emitters in South Africa, the expected carbon tax revenues that 
can be collected is as follows:

As it can be seen from the table above, at the lowest rate, the carbon tax revenue that can be collected 
from the top 12 emitting companies in South Africa is R 1 890 million. At the highest possible rate of 
R120/ton CO2e, the maximum carbon tax revenues that could be collected by the top 12 emitting 
companies is R37 817 million, which would contribute to 3% of the total tax revenues as collected in 
2015/2016.

It is important to understand, in the first instance, companies must comply with the regulations on 
reporting of Greenhouse Gas emissions. 

A company commits an offence by -

(a)Providing false or misleading information to the competent authority; or
(b)Fails to comply with the regulations.

And the penalties for this offence includes:

a)In case of the first conviction is liable to a fine not exceeding R5million or to imprisonment for a 
period not exceeding five years; and 
b)In the case of a second or subsequent conviction, to a fine not exceeding R10 million or 
imprisonment for a period not exceeding 10 years and in respected of both instances both such fine 
and such imprisonment. 

Secondly, companies are obligated to pay a carbon tax based on their direct carbon emissions. If 
companies fail to pay the tax liable, the will be penalised in terms of the Tax Administration Act 
depending on the offence, may be liable to pay interest on the tax as well as being liable to pay a penalty 
or face imprisonment. 

Table 4: Potential carbon tax revenue from the top 12 emitters in South Africa

R 6 per ton CO2e
R 48 per ton CO2e
R 60 per ton CO2e
R 120 per ton CO2e

R 1 890 million
R 15 126 million
R 18 908 million
R 37 817 million

0.17%
1.4%
1.7%
3%
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8. CONCLUSION
The impact of the carbon tax on companies is expected to be significant. For the first phase, companies 
could be eligible to reduce their tax liability significantly through allowances. For the second phase there is 
less uncertainty around the allowances and rates that will be applied. Even slight increases in the tax rate, 
coupled with a decrease in the tax free allowances over time, will have a significant cost implication on 
business. In addition, should companies not comply with the regulations, the penalties are severe.
 
Considering the complexity of the design of the carbon tax as well as the cost implications, it is of the 
utmost importance that business fully understands the implication of this law on business for the very near 
future. 

As stated in the opening page of our document, OUTA believes that government’s intentions with the 
Carbon Tax is to generate additional tax revenues.  It is not a tax designed to drive carbon emission 
behaviour change.  The fact that Government refuses to ring-fence the Carbon Tax, speaks of their 
intentions to use this tax to raise revenues.  What government needed to do, is display a total ring-fence 
approach to this tax, and to use the revenues generated to stimulate and support the development of a 
green economy.  It is our view that the introduction of a Carbon Tax in SA will not be a neutral tax.  It is also 
not a tax that will stimulate trading in carbon off-set and exchange programs. 

The rest of the world is questioning the introduction and management of carbon taxation.  We believe the 
carbon tax proposed by government will not have the desired intention or benefits for the economy of 
South Africa and should not be introduced in its current format.
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