EXHIBIT
U4

BRAKFONTEIN
BUNDLE



INDEX TO AFFIDAVITS CONTAINED IN THIS VOLUME

DESCRIPTION PAGES
01. Statements and affidavits 001
01.1 Bester Statement & Annexure 002 to 126
01.2 Mashigo Statement & Annexure 127 to 442
01.3 van der Riet Statement & Annexure 443 to 477
01.4 Magwaza Statement & Annexure 478 to 603
01.5 Petso Statement & Annexure 604 to 618
01.6 Maakana Statement & Annexure 619 to 691
01.7 Masuku Affidavit & Annexure 691.1t0 691.8
01.8 Singh Affidavit & Annexure 691.9 to 691.15
02. Chronological documents 692 to 855
03. The coal supply agreement 856 to 961
04. Brakfontein reconciliations 962 to 965
05. Reports 966 to 1253
06. Rule 3.3 notices 1254 to 1319




BRAK-001

01

STATEMENTS AND
AFFIDAVITS



BRAK-002

01.1
Mr Bester



AFFIDAVIT
|, the undersigned
Jahann Andries Bester
do hareby state under sath in Erglish:
L.

I am an adult male, with identity number 680206 50498 G85 | am currently employed as a Project
Manager at Thabe investment Corporation. My oHice is situaied ai 18 Frnicker Road, lMovo,

lohannesburg

My contact details are:

Office: +27 {0111 447 7300:
Cell +271{0}71 591 B568; and
E-mail: johannabester@gnrail.com

2.
This statement is true o the best of my knowledge and belief, | make it knowing that if it were
tenderad in evidence, i shall be liable for presecuton if | have wiffully stated in it anything, which |

know to be false or do not believe to be true.

3.
| have been requested to provide information and o comment on my knowledge with regard to coal
supply agreement entered into with Tegeta Exploration and Resources Pty Lud (Tegeta] from their
Brakfontein and Brakfontein Extznsion Coal Mines and to comment on the Optimum Coal Mine (OCM})
coal supply agresment to the Hendrina Power Station. 1| have been shown documentation and
correspondence relating to the matter. My knowledge and/or involvement during tne relevant period

will be discussed in further detail herein below

4
I abrained a M5¢ in Barerials Science and Engineering from UCT in 1992 and worked for Boart
Longyear (Boart manufactures equipment for the mining industry and was focussed on underground
gold and coal mining) in various technical rolas uncil | joined the Industrial Development Corporation
{IDC) in 1959 | worked for IDC For c.a. 11 years in mining and large project finance. Shortly after
returning from a secondment by the IDC to the role of COQ of the Development Bank of Namibia in
2007 and 2008, | took a one-year sabbaticai from IDC {my manager ai the time didn’t accept my

resignation and held my job for me until | was due o finish my MBA]. The sabbatical was towards the
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end of 2009, during which time | studied for my MBA from the University of the West of England
While compieting my studies | was approached by br Dan Marokane, the then Group Execulive

Technology and Commercial, to head up the coal procurement at Eskom SOC Limited {Eskom).

5
Iwas employed by Eskom during the period 1 December 2010 to 20 August 2015 as General Manager
Fuel Sourcing, heading up a team of around 23 staff. Fuel Sourcing is one of the departments within
the Primary Energy Division [PED). PED being a dwision of Group Commercial. in june 2013 | was
asked by Mr Dan Marpkane Lo act as Divisicnal Executive {DE) of PED, with its staff of 143, urtil 30
Movemper 2013, the acting role was later extended until 31 March 2014. Attached as Annexure

JAB/21 15 the arganogram of the PED Structure.

6

sttached as Annexure IAB/22 is a high-level timeline of impartani svenis and empioyment dates of
key people involvad with the matters discussed herein.

On the moming of 20 July 2015, the day Mr Matshela Koko returned from his 11 March 2015%
suspension, | (2id him at arcund 10030 of my discomfort to continue discussing the Optimum and the
New Largo Projects with him. | was uncomfortable because of the ievel of detail Mr Kake wanted
froan e, he wanted copies of every report that the consultants had produced for the Qptimum
negotiations, the independent valuations and reports written by both the technical consultant and
Nedbank, he wanted the entire New Largo Feasibility Study. The Optimurm reports | could still accepi
as these were reiatively short but the New Largo Feasibility Study is several hundred pages. | tald him
i would bring him my resignation bafore 12 o'clock that same day. When | returned at around 11700
he wasn’t in his office, so | handed my resignation to Mr Koko's PA, My employment contract required
me to only work a 30-day notice period, which was therefore until 20 August 2015 but on 18 August
2015 my than manager, Mr Vusi Mboweni, told me | no longer had to come to the office every day
and he actually asked me why | had batherad coming in all these past weeks. Since my resignation |
was effectivaly relieved of my duties and was left off mast of the Prirnary Energy Division (PED) email
groups and | was nc longer invited to participate in PED meetings. Hawever, | continued 1o have my

own Fuel Sourzing Department meatings

7.
in my role as the Gen2ral Manager of Fuel Sourcing, | mostlv reperted to the Divisional Executive (DE)
of PED. linitially reported directly to Mr Dan Morakane who was then a Group Executive of Group

Commercial, until Mrs Kiren Mahara) was appointed during 2011 to the post of the Divisional
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Executive: PED. After Mrs Maharaj left, by mid-2014. | reported to Mr Mboweni who was acting DE
and the Senior Genaral Manager (when he was appointed 10 the role permanently] until | left Eskam.
| cannat recail the axact dates when each of them were appainted in the said positions, but Mrs Kiren
Maharaj was appointed to the position of DE of PED during 2011 and left Eskom around July 2014
(having warked for Eskam for more than 20 years)

Until Mrs Maharaj s appointmant I reported to Mr Dan Marokane, who had recruited me because he
said he wanted someaone from outside of the organisation who understood the real commercial world
outside of Eskom, he also liked that | had mining projact finance experiance and had been involvad in
some multibillion rand projects and had operaied at an executive level. Mr Dan Marokane was also
suspendad on 11 March 2014 along with Mr Matshela Koko but apparently Mr Marokane left atter a
" financial seltlement agreement was reached with Eskorn for him to resign. Mrs Mahara) was
drumaned out of Eskom by June or July 2014, apparently she was aiso offered a financial settiement
to resign. When Mrs Kiren Maharaj left, we functioned without a DE for a number of weeks until Mr
Vusi Mboweni was appointed to be acting Divisional Executive towards the start of August 2014. |
also acted in the position of DE of PED from time to time, as and when required. As General Manager:
Fue! Sourcing, | was responsible far the commercial negetiations for the contracting of coal for supply

o Eskom.

8.
As noted above, my rale as acting DE for PED was until 31 March 2014 when Mrs Kiren Maharaj
resumed her role as the DE of PED. After Mr Brian Dames left Eskom in March 2014, Mrs Kiren
Maharaj, then the appointed DE of PED, was left reporting to Mr Matsheia koko, who took over from
Kannan Lakmeeharan as Group Executive Technology and Commercial, when Mr Dan Marokane was
asked to move to the Group Capital Division, responsible mainly for the building cf the new power
stations Medupi and <usile, a year earlier Mr Lakmeeharan had stepped into his role. With Mr Dames
and Mr Dan Marckare gone, Mrs Kiren Manaraj was left exposed. Wrs Maharaj was eventually paid
to leave a few months 'ater, her downfall was trying to push through a 15% cosl saving tor the road
hauiage rates for coal. Mrs Kiren Maharaj's position, that of DE for PED, was iett open for a number
of weeks until Mr %/ usi Mboweni was asked to take the role of acting DE from the argund the beginning
af August 2014, Mr Mboweni's appointment was effective on Thursday 7 August 2014 to 30
November 2014 [this was extended laler, and eventually he was apoointed permanently but not as

DE but as 4 Senior Genaral Manager

LY
@u'

Page 3 of 19



BRAK-006

9.
Mr Matshela Koko's 1st day back at the office after his more than three-month suspension was
Monday 20 July 2015. He had me summonsed to his office at 3100 on that same morning. Mr Koko
told me he wanted to be brought up to speed with important iransactions such as Eskom’'s
negotiations with Optimum (essentially Glencore as the main shareholder and funding partner of
Optimum] asitrelated to the Optimum coal supply agreement for Hendrina Power Station, he wanted
all briefing notes and third-party reports and recommendations. He also wanted the feasibility study
report and other documearniation refating to the New Large Praject tor the suppiy 1o Kusile Power

Station

140.

Prior ta Mr Koko asking for the detailed Optimum and New Largo information | had for almost an hour
fully appraised him of the status on Optimum and New Large.

I recall that | explained to Mr Koko how important it was to keap the Optimum mine from shutting
down and that as 3 last resort if Eskom did not have the stormach to pay 3 sustainable price for the
coal from Optimurn, in addition to Hendrina Power Station, then Eskom should rather consider
purchasing Optimum from Glencore to supply Arnot Fower Station, as we were running into supply
problems from Exxaro’s Arnot Colliery. | explained 1o Mr Koko that Qptimum Colliery was relatively
near logistically and the coal qualities were also similar. | told him that ane could apparently see the
washing plant at Exxaro’s Arnot mine from the northern operations of the Optimum opencast section.
But then Mr Matshela Koka started asking a little too much detail and for documents that | thought
was unusuzl for someone at his level of seniority. | asked myself where he would even get the time

to read through the New Largo feasibility study.

i1

I told Mr Koko that | was uncomfortable continuing meeting with him and that he would have my
resignation hefore 12h00 thal day and | walked gut. 1 didn’t wait for a reply. | dropped my resignation
at his office at around 11H00.

I should have given my resignation to my line manager, Mr Vusi Mboweni, but he wasn’t therg for the
day and | didn"t want to be under Mr Koka's management tor a day longer than | needed to be and |
wanted to give my resignation to him. Also. Mr Mboweni had already threatened me twice, ance
when | was alone with him in his office and once in front of my ceclleagues at a PED meeting that he

“would find someane else to do my job”
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Although | dratied my resignaiion quickiy, | made sure | kept it simpie ana cryptic enough not to creaie
a problem lor myself it was, however, still strange that Mr Koko telt comfortable to ask me o stay
on for a further 3-months, he also did not sign my resignation until sorme weeks later. | was afraid that
if I stayed, | might be set up to take the fall for something or that | would be asked to do something
that woule not be able to deliver. In any event | knew that Ms Ayanda Nteta was taking orders from
shove and that | had lost control of the negotiations with Optimum/Glencere, o find @ workabie
solution for the Optimum coal supply to Hendrina Power Station. | knew my days were probabiy
numbered. Almoast immediately after my resignation Mr Mboweni dropped me from PED
communications and from PED meeting invites, the anly meeting | siill atiended were those that |
arranged [ hardly saw Messrs Koko and Mboweni after this and Ms Nieta and | didn't discuss much

afler that

13
Tegeta's ‘nitial approaches to Eskom came through the different parmies. | don’t recall specific
meetings, but | probably attended initial introductions in 2011. | had a team of 20 to 25 staff which
were sphit into three teams, of which the relevant head of each team reported to me. | therefore had
three ‘direci reports’, for mast of the time Mr Sagie Chetty, Mr Mudzi Marageni and Ms Ayanda Nieta
reported to me. Mr Chetty is still at Eskom and Mr Marageni and Nteta have since resigned. When
Tegeta initially approached Eskom in 2011, it was probably Mr Chetty that met with them. Tegeta
wasr't the initial name of the entity used, they used the names GoldRidge / Arctos / 1dwala Crypts and
two different companies and sets of frontmen were used to offer Eskom coal fram their Vierfontein
and Brakfontein Collieries, Mr. Rajiv Dabas was one of the initial representatives for Arctas, see
Annexure JABSZ3, it is also ciear from this letter from Eskom 1o Arcros Trading (Pry) Ltd (Arctos) that

PED was not going to compromise Eskom

14,
It is clear from a later internal PED memo by PED's Environmental Depariment, dated 30 May 2012,
see Apnexure JAB/Z4, that a site visit to the Vierfontein Colliery, was conducted on 16 September
2011 and again on 30 May 2012 that there were still findings and not ail of the required information
had yet been provided. The memo also suggests there must have been some engagement even prior
iothe 16 September 2011 date. H is clear from this memo that the entity that approached Eskom was

either referred to as Arctos or idwala Crypts.

¢

Fage 5 of 19

BRAK-007



BRAK-008

15.
A memo drafited on 3 july 2012 w Mr Dan Marokane, ses Annexure JABSIS, notes the serious
environmental risks in cantracting with Arctos/idwala for the Vierfontein coiliery. it also refers to legal
opinion we sought from Webber Wentzel, see Annexure JAB/ZB, wihich is unusual, but in this instance
we already new the stakes were high and we wanted to cover ourselves we didn't want Arctos/Idwala
or thew handiers questianing the stance we took, that of nct contracting for coal from Vierfontein
| always tried to word my correspondence carefully so as not 12 give "them” an inch of leverage, | state
that the reason i sought legal counsel was “due to a desire to secure coal supply” for Eskom, note also
that | changed the wording “non-compliance” to “status” in the 5 January 2012 letier to Mr Dabas,
see Annesure JAB23.
The fact that | was writing internal memos to Mr Marokane, then Chief Commercial Office [Group
Commercial} on an cperational matier shows that there was pressure from the tap even on fim to
provide answers as to why Arctos/Idwala couldn’t just jump onto the Eskom coal supply train
The other interesting part of the 3 July 2017 note, see Annexure IABSZS, is that it refers to
Goldridge/Arctos having affered coal from Brakfoniein to Eskom as far back as May 2012, eventually
it would take aimost three years to stait supplying Eskom. Thus anyone that ciaims that | or anvone
within the PED team or my team bent over backwards to accommodate them need to rétract such
claims.
According io the correspongence from idwala Coal to the DMR, in 115 letter dated 28 Saptember 2011,

it states in paragraph 3, that the holder of the mining right is idwala Crypis Coal [Pty) Limited.

lo.
Tegeta's environmental issues and lack of a water use license was esventually sorted out by the time
the Brakfontein supply contract was signed, see Annexure JAB/Z7
A memo from PED's Water and Environmental team was written after the site visit conducted on 30
May 2012, and it recommended that Eskom should nat to contract Vierfontein as drctos (later referred
to as Tegeta) was mining through a wetland and did not have a water use licence, see Annexure
JAB/Z4. Eskom would have informed Arctos that it would not enter into negotiations for cpal from

Vierfontein and never did
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Even though the coal from the Brakioniein colliery could be burnt at Majuba Power Station, Eskom
did not, uniil early 2015, contract with Tegeta, due mainiy to environmental directives that PED was
aware of at Brakfontein and their other colliery, Vierfontein. The directives were related to
environmental transgradsions and were issued by the then Department of Water Affairs (now the
Department of Water and Sanitation}. Towards the end of 2014 Tegeta rectified the river diversion
and wetiand issues, which were the subject of the directives, and they were eventually issued with an
intagrated water Use License by 22 December 2014, see Annexure JAB/Z7.

| was surprised that the Department of Water and Sanitation woulo issu2 3 water use license during
the perigd when most folk are on hofiday aiready. When discussing the date with an Eskom colleague,
my rolleague advised me [| genuinely still believe my colieague had my best interest at heart) not to
be faolish, that it was not my job to police another government department and that it would give
those that wanted ta get rid of me the ammunition they needed. This advice, | think was from Ms

Suzanne Daniels, but | don’t recall the incident well encugh to be certain.

18.
This remainder of the giscussian mainly applies to Tegera's Brakfontein Colliery since Eskomn would
not take coal from Vierfontein Colliery for environmental reasons. | recall that the first test failed and
it my recollection is correct, i was due to low volatiles.
It was then suggested that this was because the coal sampled was From a stockpile that had already
been built, which was entirely possible since the mine was already operating in February 2014 when
visited by the Mail & Guardian, see link to the article below

https./fmg. co.za/article/2014-02 -06-illegal-gupta-coal-mine-accused-of polluting-crop-irrigatian-
waler

10
i find it hard (o accept that the sampie was tzken from a stockpile that had been aliowed (0 weather
for manths above ground and not from a fresh stockpiie. PED's Technicai team would not, as a rule
have taken the sample from a stockpile that was weathered and thus having a high probability of
having partly lost volatiles. The Technical téam should have requested a freshly minad sample and
they should have been there to observe and verify that this was the case
The explanaticn was probabily true, but I can't imagine that the PED Technical team would have

allowed the sampie to be taken from the oid stockpile.

@
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20

A serond iesi was run and because of the cost (I heard a figure of R200,000 mentioned before, aut
that might be the cost of tunnimg Research Technology and Development {RTED) for a year divided
by the number of tests performed) the need to re-run test would be avoided at best, 1.e the Techmcal
team wouid do their work right the first time

There was 3 request for a further test to be conducted and PED complied. | think even at tis stage
we already knew the stakes where high because it was a Gupra tcompany and the President’s son was
a shareholder. 1 don’t recall if we knew this as fact yet or by hearsay. initiaily, the siructure shown in
Annexure JAB/Z8 was provided. From time to time Mi Mboweni would call e, even on the weekend
te check on progress with sampling and site visits. Although | knew who was probably behind the
calls, | told him that he shouldn't entertain suppliers and that he should let his t2am deal with matters
The scheduling of site visits, sampling and testing is not the responsibility of Fual Sourcing and | am
not aware of a formal approval process to run a second test. although it was probably unusual for a
second test to have been conducted, there wasn't a rule against such a practice . Usually freshiy mined
coal is sampled and the seams are kept separate and are testad separately. Why this was not done in

the first piace should be of more concern than the retesting

21.

At the end of March 2014, | received an instruction from the chairman's office 1o call my entire PED
team to the main Eskom auditorium.  Af the time | was still acting DE, but my manager, Mrs Kiren
Manara) {who had been seconded to head the oSt saving imitiative at Eskom for the past financial
year) attended, as she was aware of the meeting and was due to take over fram me as OE af PED from
1 Aprit 2014 and | would resume my role as General Manager of Fuel Sourcing. The Chairman,. Mr Zola
Tsotsi, berated the entire PED team on frustrating diack owned suppliers and the coal transporters.
For about 20 minutes he ranted and raged and then walked off the stage.

Mr Zola Tsotsi was not specific with any names or refarences. Ms Suzanne Daniels later told me he
was unhappy with the progress on the coal supply agreement for Tegeta [/ Brakfontein and the other
iIssu@ was related to the cost savings Mrs Kiren Maharaj wanted implermant on the coal road fruck

transporting. This wouid later cost her, her job.

22,
Mr Tsotsi didn't allow for any responses and didn’t aliow For clarification quastions. Fortunately for
me, Mrs Mahara) then took the stage and responded gracarully saying that PED wouid do better and
that ihe issues Mr Tsolst had raised were imporrant. Later she told me that the executive environment

was very toxic and dangerous at the time and that it would be ill advised to challenge the Chairman. o
RN
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We were gobsmacked as 1o the complete lack of respect for proper protacol. In what normal
governance structure do2s the Chairman of a company address employees without going through the
CE or without the CE present? What about the relevant Group Executive? Whether this was tr

Marokana or Mr Koko at the time | don’t recall, because neither were there

23
A coal supply agreement from Brakfontein would always be a relatively small and short-term
opporturnty, not 30 to 40 years and initially for less than gne million tonnes per annum, which we
referrad to as Medium Term [usually 10-y=ars and less); and thus | would not normally ger invelved
personally in the negotiations, my direct reports would lead the negotistions and | would only be
concermad with the outcomes or if matters had deadlocked. Ultimately, | had oversight and my team
would report to me from time o tme and when toncluding negotiations, neither | or my team had

authority to sign, although Mr vusi Mboweni would as a norm delegate his signing authority to me

24,
When Arctos Idwala had initially approached Eskom in 2011, Mr Sagie Chetty, who | understand still
warks in the same or similar role ai Zskom, dealt with them and then a couple of years later after |
appointed Ms Ayanda Nteta and | asked her to manage part of the Medium Term portfolio, 1.e. those
suppliers that were emerging miners with a view to develop and bring emerging black owned
miners/suppliers onto Fskam’s books During my time we increased the spend with black owned
suppliers from R1.7 aillion oer annum to just short of R7 billion (Exxaro is excluded from this value
calculation as it was 1ear to R10 billion per annum on its own). Everyone knew the two golden rules,
we did not buy coal from traders and we did not pay more for black ownership. If we compromised
on this, it was my view that we would gradually see all coal being supplied at 3 higher cost without
adding value, it was a target and not a policy and black owned suppliers had to compete on price as a

first pass.

25.

Tegeta initially wanted R17.50 per GJ. On 23 September 2014 we raceived a written offer of RL7 per
M| {this should have been per GJ) (see iet in Annexure JABSZ1D). When | asked Ms Ayanda Nteta why
they wanted such a high price, she said that Tegeta said that they needed a higher margin to fund
their BEE shareholder

I asked Ms Ayanda Nteta to make it abundantiy clear to Tegeta that as a principle Eskom does not pay
a tugher coal price for black ownership, with black ownership baing a target, paying a higher price for
black ownership would be contrary ic good procurement practice, as it would artificially increase
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Eskom’s coal price cver time. it is 3 myth thar sc called “energy expert” Ted Blom, Mr Brian Molefe

and Mr Matshela Koko enjoyed to propagate from time to time. See link below for full article

hitps:/fwww news24 com/Caiummists/DonwaldPressiy/tnside-Parliament-Private-secior-crowded-
out-from-Eskon-rescue-20150402

26

When Mr Vusi Mbaweni told me fo conclude negotiations with Tegeta by the end of the week ending
30 lanuary 2015, Ms Ayanda Nteta set up a meeting for Friday, 30 January 2015, where Tegeta’s CEO,
Mr Ravindra Math and myself could meet {see minutes a copy of tne draft minutes in Annexure
JAB/Z11). At the meeting | made it clear to Mr Nath that a R17.00 per GJ price was far higner than
Eskom should be paying and that Tegeta should be more reasonable with their expectations as Eskom
had ather options.

i offered them K12.50 per Gl after showing them a graph of their R17.00 per GJ price vs other suppliers
to Majuba, similar to that in Annexure JIABSI12. | had deleted the axis and source labels so as not (0
disciose confidential information, but the grapn clearfy showed how ridiculous their expectation was
and in the back of my mind, | was thinking that it would be challenging for Mr Mboweni to take action

against me for not having concluded at R1S per GJ.

27.

Mr Nath and his colleagues walked out of the meeting. | went back ta my cffice. About half an hour
later Ms Ayanda Niteta came to my office and told me that there had been a lot of shouting at the
executive suite and that “peopie were very upset” {i assumed she meant those who would benefit
from Tegeta signing a contract with Eskom where upset and would have complained to Mr Koko or
the Chairman} but that the Tegeta negotiating team were prepared to make a counter offer and had
come back to the meeting room. We used a boardroom in the executive suile, almost directly
opposite WMr koko's office and ane or two doors fram Mr Mboweni's office. it was unusual for PED o0
meek suppliers in the executive sulte it there was no Eskom executive involved. Tegela was clearly
getling special treatment.

I werd back 1o the boardroom in the execulive suite, where Mr Math mforined me that Tegeta wanied
to counter offer with a price of R13.50 per GJ. | told Mr Nath and his colleague thal | would accept
the offer provided that Eskom had the first right of refusal to take any additional coal from the
adjacent property that they were still developing (Brakfontein extension), on the same terms and
conditions, i.e. including but not limited tc quality and pricing. 1| wanted Eskom at ieast to nave a

valuable right for making 2 concession on price and | wanted to avoid the price from becoming a
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negatiating point again in the future, and by then the supply plan was showing that we actually
required additional coal at Majuba aver the next few years. | captured the terms an a letter dated to

Tegeta dated 12 Fedruary 2015, see Annexure JAB/213.

28.
Tegeta, Iater turned this around and made it that Tegeta had the rfight to supply Eskom the additional
coal. don't recall exactly why | agreed to this nor exactly how this evolved, this is the one part of my
statement that bothers me, unless, as | said earlier, | didn’t think they wouid ever get to supply Eskom

the additional volume, | guess | was right.

29,
The Technical team would orainarily have recommended that we don’t contract with Tegeta whilst
we had other options, as their qualities were marginzgl from Brakfontein, although seam 4 lower was
acceptable, this is typical across the coalfield. But this is not the only coal supplier blending seam 4
upper into their blend and Eskom did need additionai coal at the time, the Integrated Planning

Department of PED can confirm this.

30.
| always knew that there was Interest in the Tegeta / Brakfontein contract from higher up, even since
2012, but significant pressure and focus came from the stam of 2015, Brakfontein by then had its water
use licence and we had run out of legal excuses 1o keep batting them away From the beginning of
2015 we had to provide Mr Matshela Koke with weekly progress reports. Alse | suspected that Mr
Koko was engaging Ms avanda Nieta directly, although she reported to me. He never directly put
pressure on ma, but he did on her. Mr Yusi Mboweni at one stage instructed me to finish off the
commercial pricing negotiations before the end of the week and a number of weeks later he told me
1c get the agreements ready to sign within 48 hours or he would find someone else to do it | tried
and explain to him that we had only recently agread on price and that the Tegeta ieam were a litile
out cf their depth in terms of their firsi Eskom coal supply contract ano they need to go through the
neaily 160 pages, including Annexures. The annexures relating to the coal quality management
procedure and the transoort annexure are compiex and need to be tweaked depending on the

eguioment, stockvard lavout and availability of weighbridges

31
I saw Mr Mboweni's threat of finding someone else ta do my job as moving someone into my role that

would just do as they were toid. | reasoned that if | allowed Mr Mboweni 1o repiace me, it woul

BRAK-013
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allow him and his handlers to dictate terms and wouid have put the next layer of employees below
me under the same threat. 5o i figured | would try and get the best outcome under the cicumsiances,
get the contract agreed but with all the conditions that we needed 1o protect Eskom.

{Moving peopie around Eskom withoui a proper process had alse become the norm, and | think many
were too scared to cry foul. Mr Mboweni being appointed to act as DE was fine, but why was there
no proper process when he was made the permanent head of PED. When | joined Eskom, there was
a rgorous interview programime ovev twa days, including a psychological evaluation, an aptitude test,
a8 cese study | had to prepare overnight and present the next day and then a panel interview which
included members of Eskom’s Exco. Why had | not been offered the post, in which | had acted for
most of the previaus year and | had a far more commercial and mining industry related experience

than he dig?)

3z

There was a chance that whenTegeta actually had o run the oparations at the volumes they wanted
1o supply, they would fail, either by not being able to supply the volumes, or not being abie to meet
the gualities {in which case they would nat be able to supply) or they would not be able o run their
operation profitably

I and my Eskom/PED iegal counsel, Ms Andrea Williams, and Ms Ayanda Nteta, came under huge
pressure to furn the contract over in 48 hours from the Monday of the week that Mr Koko was
suspended  Ms Williams worked through the night and we aventually signed an Tuesday L0 March
2015, but because not all conditions had been met Ms Williams covered Eskom by including those as

conditions subsequent.

33
| realised later that Mr Koko and his handlers had two games rurning, each with their own timalines,
the primary one was to get rid of Finance Director, Ms Tsholofelo Molefe and Group Capital Exacutive
Mr Dan Marokane. In hindsight, it makes sense why we cams under such pressure from Mr Koko and
Mr Mboweni as those pulling the strings needed to effect the suspension of the four axecutives
inciuding Mr Kokao {as 2 ruse} and the Brakfontein contract was taking ionger than they had anticipated
and | guess they were worried that without Mr Koko they would not 2e able to apply any leverage
over PED. 1115 well docuimenied thal the contract was signed on 10 Marcn 2015 and that Mr Koko
was suspended on 11 March 2015, the next day after the contract was signed, but few have joined

ihe dots.
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34.
Aiso of interest is that Mr Vusi Mboweni signed this coniract, at the time ne was acting DE of PED (in
ciher words the head of the Pnimary Energy Division, in charge of several departiments, inCluding
Technicai, Fuel Soutcing {me}, Environrmental and Dperations. 1T was clear that Mr Mbowni oftan did
not want 1o be accountabie and didn’t take responsibility, as a norm he delegated his authority to me
which meant for me to get my job done and gat coal contracts signed | would have to vouch that each
of his direct reports and support departments bad done their work, see Annexure JABSIS. 1 had [0
sign off that the Technical, Environmental and Finance Departments had done their work and were
compliant with internal procedures, Similarly, | recall when | had asked Mr Mboweni to sign the
submission in suppori for the extension of the Medium Term mandate, he didn’t want to, he wanied
every new contract te go to the Eskom Board Teader Commitiee (BTT), probably to absoive him
further of being accountable. This would become impractical (o manage; no wonder Eskom keeps
having coal supply shortfalls over the last number of years. 1t is well known that as recently as
November 2018, Eskom entered inta 27 new coal supply contracts, the shear volume of approvals and
the six-week run up to the BTC would be a challenge (Submissions are sent to Excops first, two weeks
hefare they meet and then it is a couple of weeks between Excops and the BTC and if you miss a cycle
you have to wait four weeks for the next, 50 an average there would be a six-weex period between
negotiations ending and BTC appraving.). The Mediuin Mandate had worked well until then, and in
fact I still believe that even the Brakfontein contracs was valid and properly negotiatad and although
entered intc under pressure, did not compromise zskam, Eskom was compromised when Mr Koko
suspendzd those trying to implement the conditions of the contract. The system wasn't broken,
people like Mr Koke tried 1o comprarmise the system that was in place and people like Mr Mbowem
appeared to be poweriess to push back. Interestingly, in this nstance Mr Mboweni signed, he was

probably told to so, to ensure that the validity of the contract couldn't be questioned

35
In the days leading up to the suspensian by Eskom Chairoerson Mr Zola Tsotsi of the four executives
- CEO Mr Tshediso Matona, Finance Director Ms Tsholofele Molefe, Group Capital Executive Mr Dan
Marokane and Technoiogy and Commercial Executive Mr Matshela Koko, Mr Mboweni told me to
conclude the commercial negotiations with Tegeta / Brakfontein before the end of the wesk because
there was a perception that we have heen frustrating this transaction far over 4-years. | told Mr
Mboweni that he knew full weil that this was not a true reflection of events and as it was Tegeta
themselves that weren’t abie to meet our environmental and technical requirements bimeously and

that the price they were demanding was ridiculous for the coal guality they were offering. Mr
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nmMboweni then told me to get it done but not o conclude a price higher than R1S per G) (as usual he

never discussed the price with me or asked for my views).

36.
On 15 July 2015, Eskom announced that the inguiry ceared all the execulives of wrongdoing and
reinsiated the last remaining suspended executive, Mr Watshela Koko The other three execulives,
Mr Tshediso Matona, Mr Tsholgfelo Molefe and Mr Dan Marokane had alrzady reached agreements
to leave Eskom. On his first day back on 20 fuly 2015, Mr Koko toid me he wanted 1o be brought up
to speed with important transactions, such as our negotiations with Optimum/Glencare as it related
to the Optimum coal supply agreement for Hendrina Power Station. He wanted all briefing notes and
third-party repeorts and recommendations. He also wantad tha feasihility study report and other

documentation relating i@ the New Largo Project for the supply 1o Kusile Power Station

7.

Frior to Mr Kok asking for the Optimum and New Largo intormation i had for almost an bhour fully
appraised him of the status on Optimum and New Laigo

i also explained to Mr Koko how important it was to keep the Optimur mine from shutting down and
ihat as a last resort Eskom shouid rather consider purchasing Optimum fram Glencor2 1o supply
Exxaro as il was relatively close logistically and the qualities were also similar

But then Mr Koko started asking a little too much detail and for documents that | thought was unusual
for someane at his level. | asked myself where he would even get the time to read through the New

Largo feasibility study

33

The negotiations with OCM regarding the price adjustment for Hendrina Power Station toal supply
agreement from Optimum Colliery, refer also to the Affidavit made to the SAPS Serious Corruption
Offences {SC0) office for more details

PED) appointed Nedbank and an independent technical consultant, Basis Point, 1o evaluate the cost
structure of the Optimum supply to Eskom  This is covered extensively in the Affidavic and the
Annexures ta my Affidavit made to the SAPS SL0 / DRCI, as attached hereto

The analysis suggested that Optimum required R442 per ton just 1o break even and that it would be
difficult for Eskom to procure coal fram third-party suppliers for less than R30D to R350 per tonne and
then it wouid cost Eskom in excess of R100 per tonne to deliver the coal by truck to Hendrina Power

Station

v ]
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33
Thus Eskom’s alternative would be at least RAOD per tonne. However, an analysis by my commercial
team and the PED Techrical and the PED Transport teams and a tearm from Hendrina Power Station
suggesied that:

1) The pawer station's coal stockyard isn’t big enough 1o safely accommadate approximately
400 trucks per day. The stockyard was designed 10 accommodate road deliveries for the
entire power station burn

¢) There is an underpass that is en route o the stockyard that can only accommaodate one
truck at a fime, i e trucks can’t pass each other bui need to wait for the underpass to be
clear before being accessed from the cpposite direction, thus it would be a challenge ta get
c.a. 400 truck in and out every day

i) We would siruggle to procure the full Hendrina Power Station buin of approximateiy 5
millign tonnes p.a.

40.
It is my view that a transaction / relationship / contract is only sustainable if both parties derive a
tenefit. It was clearly not sustainable if Optimum <ontinued to lose R0 million to R100 million per
month. it weuld eventually go into business rescue and file for bankruptcy, the eventual outcome

would be no coal supply.

It was not my job 1o play hero and blame Glencore for a clearly unsustainable business, there simply
was ne golden wand or miracle solution other than paying a fair price for the coal or shuiting the
pawer station, which £skom would have been able to do had the Medupi and Kusile Power Station

new build been on time.

41.
On 4 May 2015 | wrote a memo o Mr Vusi Mboweni, for him te share with Mr Bnian Molefe as per
the proper protocol. The Memao would then go to Mr Edwmin Mabalane who was acting GE in Mr

Matshela Koko's absence, see Annexure JAB/214

I 'was at least called to a meeting in the CE's office,Mr Molefe’'s. Mr Mboweni was there with Mr
Freddy Ndou (Acting Divisional Executive in the Office of the Chief Executive)

I don't recall the exact date of the meeting, it would have been after the Board meeting that was heid
on 23 April 2015, and afler Mr Molefe decided to end the negotiations with Optimum/Glencore, but
it may have been even later, when Qptimum/Glencore had declared Optimum to be in business
rescue

Mr Mplefe wanted to force Glencore/Optimum o continue supplying at R154 per tonne and asked

me what my plan B was if Glencore/Qptimum stopped supply
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Mr Molefe said he wanied to fuice Giencore to continue suppiying at R154 per tonne. | explained to
him that this was nat sustainable as Glencore would simpiy not continue to fund the jpsses at
Optumum, they would stop funding and the business would be declared bankrupt. Mr Molefe asked

me what my plan B was

4z,
I then explained ta Mr Molefe that PED that we had been considering alternarives but that it would
be a challenge to procure the full volume in the market in the short term and that even if we couid, it
would cost more than R400 per tanne made up of around R300 per tonne for the coal and most likely
more than R10C per tonne for the transpon cost. Then we would struggie to get the coal anto the
stockyard, the stockyard having not been designad for road deliveries but primarily for conveycr beit
deliveries, the stockyard was too small for muitiple trucks to offload onto {When there are muitipie
trucks on a small stockpile they start to struggle to make safe turning circles).  Furthermore, |
axplained, it wouid be a challenge 1o deliver the full power station burn by road and | went into some

of the details on the road constraints. .

43

Mr Maolefe said he would get Transnet to build rallway line to Hendrina Power Station, Mr Mboweni
and Mr Freddy Ndou agreed that it was a great idea. | objected and said something aiong the lines of
“with all due respect Mr Molefe but it s my view that by the time a railway line is plannad, permitted
and constructed Hendrina Power Station would have reached Lhe end of its life, which will probably
be between 2023 and 2026".

i figured that maybe they {iMr Molefe and Mr Mboweni) didn’t believe me so [ asked my team to
compile a memao summarising the analysis we had had done on alternatives based on our market
intelligence and on the tender process we had run the previous year {Annexure JAB/Z15) for coal

supply to Hendrina Power 5tatian

44,
I wasn't surprise¢ that the Board Tender Committee didn't feel comfortable to approve the
recommendation to increase the price from R154.40 per ton to R442.00 per tanne. The reason |
wasn't surprised is that | was asking for the price 1o be almost trinled. Everyone wouid therefore
expect to draw criticism and there would be, and should be. questions asked and | therefore wasn’t
surprised that the BTC just “kicked the ball down the road”. | had, however made it abundantly clear
that it was not sustainable and that | had also made it conditional that Eskom had the right to continue

ta procure coal from Optimum atthe same price of R442 per tonne plus infiation every year until 2023,
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My concern was the continued supply of Hendnina Power Station after the original contract expires

on 31 December 2018

45,
Mr Molefe had been there for a couple of days when he toid the Eskom Board he would rescive the
Optimum Coal supply issue and about a month later he made the call to hold Ootirmum to the original

contract price. The following key datas are relevant:

28 Febwuary 2014 - Hardship Arbitration process initiated by Cprimum against Eskom

23 May 2014 - Agreement between Eskom and Optimum f Glencore 10 review and extend the Coal
Supply Agreemant for the Hendrina Power Station

2014 - Nedbank and Basis Paints Capital appointed by Eskom to conduct a cost analysis
27 October 2014 - update to Mr Mboweni on nagotiations with Optimum [Annexure 18B/Z18)
13 November 20014 - letter from Optimum agreeing to extend Agreement (Annexure JAB/Z19)

26 February 2015 - submission “Mandate to conclude negotigtions with Optimum Coai Mine for Coal
Suppiy to Hendring power station”

23 March 2015 - letter te Mr Ephron to avoid prescription of penalties older than three years not vet
claimed because it was agreed not to claim during the negotiations.

26 March 2015 - OCM’s letter of agreement to the stay of prescription of Eskom’s accrued penalties
claim

15 April 2015 - Board Tender Committee [BTC) defer dacision to full Eskom Board meeting
17 April 2015 - My Molefe arrives at Eskom

23 April 2015 — Fyli Eskom Board meeting held in Cape Town, but the Dptimurn subrmssian
"Mandate to conclude negotiations with Optimum Coal Mine for Coai Supply to Henanng power
station” was not presented as per the BTC recommeandation (i.e. it would have been pn the agendal,
according to Ms Suzanne Daniels. Mr Molefe did however inform the Board that he would take it
upon himself to resolve

18 May 2015 — Mr Malefe meets with Mr Clinton Epbron and advises that Eskom would not be
concluding any deal with Optimum and would contirue enforcing the existing coal supply
Bgreement,

46.
in the past there had f2er two instances where hardships were raised by suppliers and in the interest

of security of supply ‘we dealt with these fairly, In my time we had adjusted the prices of a contract

BRAK-019
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with the van der Burgh's and from Keaton Energy, but these were relatively small percentages, iess
than 10% | think, not the more than double as was the case nere for the Optimum contract. To
increase the price from R154.4 per ton 10 R442 per ton was certanly a big step, but in proper context
Eskom had benefitted for decades from this contract and the cost of supplying Eskom was clearly being
cross subsidised by the export sales from Optimum rmine. But that doesn’t make the low price of R154
per tonne sustainable under the then market conditions. Nor would Eskom be daing itself any favours
in forcing the mine into bankruptcy. | pleaded with my leadership not 1o allow a 15 millicn ton per
annum rmine shut down, one of the largest in the country, probably in the top 5 biggest coal mines nn
the cgntinent

When my team and | and my colieagues across PED, recommendsd Rd42 per ton, to extend the
contract with Optimum, it was compared to the then average price we were concluding for new coai
supply of R300 to RA50 per ton plus delivery costs of at least R100 to R150 per ton, i.e. R400 to RS00

per ton deliversd, then R442 per ton into the stockyard by conveyor was a better commercial option

47

After Mr Molefe rejected my recommendation for the higher pricing, dectaring this in public, using the
press ta comimunicate, “that the negotiations were ended and that he would enforce the contract
tarms”. Optimum countered, offering to continue to supply until the end of the contract at R300 per
wonng, thus Glencore would subsidise the coal price from the Optimum Colliery o Hendiina Power
Siation until the end of 2018, see Annexure JAB/Z16.

I was toid by Mr Mboweni not to acknowledge the R300 per tonne counter offer from Optimum. It
had been addressed to Mr Molefe and Mr Mboweni was copiad. | had also been copied on the email

¢ had drafted a formal reply, see Annexure JAR/Z17

4B.
in the time leading up to my resignation | had become more aware and suspicious that Ms Ayanda
Nieta was taking instructions directly from Mr Mboweni, yet she was my direct report, but this didn't
concern me as much as Ms Mteia taking instructions directly from Mr Koko and | believe from the

Eskom Chairman’s office from time fo time

49
Grove Sieyn, of Meridian Econamics built a Discounted Cash Flow model of the Optimum Coal Mine
edrly in 2016 and valued the mine at between R2 4 billion and R2.5 billian if my recoliection of a recent

conversation with him is correct. He may have additional information that could be usetul. Contact
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grove steyn@meridianeconomics.co.za

50.

Another issue that may be worth raising is that Mr Mark Pamensky, shortly after fus appointment 1o
the Board of Eskom, was introduced to me by Mr Mboweni. Mr Mbowem set up a meeting at Mr
Pamensky's office in Sandton, at Blue 1Q, where Mr Mbowen: told me that Mr Pamensky had years of
strategic business experience and that he suggested | take Mr Pamensky into my confidence and use
him as a sounding board for my coal strategies, frem transport to pricing 10 renegonating the cost pius
mines and the New Largo contract with Anglo American for Kusile Power Station. | did google Mr

amensky before the time and read his profile on the Eskom website, | did not pick up that he was
alsa linked toc Qakbay. Shorrly afrerwards | received a request through Ms Suzanne Damels to write a
“Eskom Caal 1017 document for Mr Pamensky, summarising what we had discussed over the 3 to 4
hours | had spent with him. | sent this through and Ms Danigls forwarded me Mr Pamensky's
appreciation for a well written document, probably in excess of 20 to 30 pages. If it is passible to
access emails between Ms Daniels and myself it should be possibie to prove this, Mr Pamensky was

appointed in December 2014,

Declaration
| know and understand the contents of this declaration.

| have no obijection to taking the prescribed oath.
| consider the prescribed oath to be binding on my conscience

J%’*{’J

fnature of deponent

I certify that the deponent has acknowledged that he knows and understands the contents of this
statement. This st 12Nt was sworn Lo before me and the deponent’s signature was placed thereon

e a1 \ ot vESB4 LR o | ":GJ“‘NW'I?'OQ 0%

FRANK HUMPHRY PISANE

ATTORNEY
COMMISSIONER OF OATHS (RSA)
THEBE HOUSE, 2nD FLOCR, /
{58 JAN SMUTS AVENUE \ o
ROSEBANK, 2136 05 k“,"
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Timelines

Mr Johann Bester

Employment commenced 1 December 2010
Resignation 20 July 2015

last day of 30-day notice period was 18 August 2015

Mr Matshela Koko

Started working at Eskom straight after university, say from around the mid-1990’s
Suspended 11 March 2015 (Brakfontein/Tegeta contract signed 10 March 2018)
Suspension lifted 15 July 2015

Returned 20 July 2105

Mrs Kiren Maharaj
| think she started working for Eskom in the late 1990’s
Suspended after March 2014 and paid to leave by July 2014

Mr Vusi Mboweni
According to Mboweni, during July 2014, Koko approached him to act as Divisional Executive of PED.
August 2014 — Mr Mboweni joined PED as acting DE

Mr Brian Molefe
appointed Acting GCE of Eskom and
later GCE from 1 March 2015

Brakfontein / Tegeta

23 January 2015 - meeting held between Eskom and Tegeta, discussion of tests results conducted on
the Brakfontein seam 4 lower, seam 4 upper and a blend of the seams.

30 January 2015 - terms and conditions of the Brakfontein offer agreed

Minutes of the meeting held between Eskom and Tegeta on 20 February 2015

10 March 2015 — Memo to Mr Mboweni summarising key contract conditions

10 March 2015 — Brakfontein CSA signed by Mr Mboweni

Minutes of a meeting held between Eskom and Tegeta on 16 April 2015 and

Optimum timelines
28 February 2014 - Hardship Arbitration process initiated by Optimum against Eskom

23 May 2014 - Agreement between Eskom and Optimum / Glencore to review and extend the Coal
Supply Agreement for the Hendrina Power Station

2014 - Nedbank and Basis Points Capital appointed by Eskom to conduct a cost analysis
13 November 2014 - letter to extend Agreement

26 February 2015 - submission “Mandate to conclude negotiations with Optimum Coal Mine for Coal
Supply to Hendrina power station”

25 March 2015 - the submission “Mandate to conclude negotiations with Optimum Coal Mine for
Coal Supply to Hendrina power station”
26 March 2015 memo summarising the negotiated position
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15 April 2015 — Board Tender Committee (BTC) defer decision to full Eskom Board meeting
17 April 2015 — Brian Molefe arrives at Eskom

23 April 2015 — full Board meeting, but not presented according to Suzanne Brian takes it upon
himself to resolve

18 May 2015 — Brian meets with Clinton and advises that Eskom would not be concluding any deal
with Optimum and would continue enforcing the existing coal supply agreement

22 May 2015 - Hendrina Coal Supply Agreement letter from Optimum stating that it has exhausted
its available banking facilities and requires approximately R100 million per month in order to sustain

operations

10 June 2015 - Letter from Brian that Eskom will enforce the contract and terminates the settlement
process

Ivan Glasenberg meeting with Brian

23 June 2015 — Reinstatement of Hardship Arbitration in response to 10 June 2015 letter from
Eskom

30 June 2015 — Letter from Clinton Ephron to Brian Molefe with R300 per tonne offer

31 June 2015 — Brian rejects Clinton’s Offer

16 July 2015 - Eskom letter of demand to Optimum to claim historical penalties and future penalties
31 July 2015 — Optimum Board resolves to place company in business rescue

4 August 2015 Glencore announces business rescue proceedings

7 August 2015 - Optimum Coal Mine’s mining licence was briefly suspended by the DMR

13 August 2015 - Marsden wrote a letter to Nteta confirming various calls and SMS’s between them
and requesting confirmation of a meeting to be held between Eskom and the OCH Business Rescue
Practitioners.

14 August 2015 — Nteta response to Marsden meeting request

18 August 2015 — Johann Bester’s last day
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® Eskom

Mr R Dabas Date:

Director 05 January 2012
Arctos Trading (Pty) Ltd
Block A, First Floor, Grayston Ridge

144, Katherine Street Enquiries:

SANDTON +27 11 516 7373

2146 Ngabakazi Tetyana
Ref: 717300

Dear Mr. Dabas

RESPONSETO-ARCTOS ON ENVIRONMENTAL STATUSNON-COMPLIANCE ] Commented [IB1]: Not sure we can head the letter as non-
""""" compliance as we are not the regulator and there appears to be
disagreement.

Discussions between Eskom and Arctos regarding the environmental non-
compliance of Vierfontein Coal Mine refer;

In previous meetings with Arctos, 11 environmental concerns were discussed.
According to Arctos, all of the concerns had been rectified and conclusive
documentation would be provided, except for-the one relating to the river diversion
approvals (point No. 10)._ The relevan documentionis has not yet been received by
Eskoméid-net-happen-as—committed. _The information pack submitted on the 14t of
December by Arctos does not provide sufficient information to give assurance that
Arctos/IDWALA complies with the current environmental legislation requirements.

Eskom is concerned that the lack of environmental compliance poses a legislative
risk to Vierfontein Colliery, and subsequently to Eskom’s coal supplyreputation—by

contracting—with—Aretos—and-thepotential-supply—of-esalto—Eskem _and Eskom’s
corporate practices.

Point No. 10 previously earmarked for consideration as a suspensive condition will
have to be resolved prior befere to the conclusion of a contract. _The suggestion to
make it a suspensive condition was based on Arctos’s verbal assurancesguarantee
that the wetland was “non-sensitive”. _However, the specialist report (Wetland
Assessment Report by GEM-SCIENCE CC on 13 December 2011) received conflicts
with this view point._ The fact that the specialist report states that “Our _scientific
observation is that mining activities at the Vierfontein Site have additionally modified
the environment and mined a portion of a non-perennial stream and its associated
wetlands” is cause for concern and supports the matters of concern in the pre-
directive from the Department of Water Affairs (“DWA”).

Primary Energy Division
Head Office Megawatt Park Maxwell Drive Sunninghill PO Box 1091 Johannesburg 2000 SA
Tel +27 11 800 8111 Fax +27 11 800 5555 www.eskom.co.za

Directors: PM Makwana (Chairman) BA Dames (Chief Executive) LCZ Cele SD Dube BL Fanaroff
LG Josefsson (Swedish) HB Lee (Korean) WE Lucas-Bull B Mehlomakulu J Mirenge (Rwandan)
JRD Modise PS O’Flaherty* U Zikalala (*Executive Director) Company Secretary: B Mbomvu
Eskom Holdings SOC Limited Registration Number 2002/15527/6




Eskom is of the opinion that there is a high possibility and likelihood that DWA could
issue Arctos/IDWALA with a directive to discontinue operations in the absence of an
acceptable action plan to rectify DWA’s concerns._ Based on this, Eskom cannot
continue with the negotiations for coal supply from Vierfontein Mine until all the
issues have been resolved with DWA, and sufficient comfort has been provided that
mining operations are compliant.

Arctos is thus requested to rectify all environmental concerns and furnish Eskom with
written proof from DWA that the Vierfontein Mine operation is compliant with all
environmental requirements. _Eskom is willingmay, without creating any obligation on
either Eskom or Arctos, to provide some guidance on how to meet the environmental
requirements._ Please note that this is a mere expression of intent to assist
Arctos/IDWALA towards compliance. _It does not create any obligation on either
Eskom or Arctos/Idwala to enter into an agreement regarding the purchase and or
supply of coal.

Only after the environmental concerns are resolved to Eskom and DWA'’s satisfaction
and the rest of Eskom’s contracting requirements are met, including but not limited to
submission of Tax clearance certificates, BEE scorecards, and the last three year's
financial statements, will negotiations towards a Coal Supply Agreement
recommence.

Regards

Kiren Maharaj
Divisional Executive Primary Energy Division.
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Commented [N2]: Perhaps we can agree on a reasonable date
here taking into account the amount of work they need to do to be
compliant, after which the offer to help them get to this stage
lapses???
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Primary Energy Division: Medium Term Negotiations

Environmental Portfolio

Supplier Arctos / Idwala Crypts (Pty) Ltd
Source Vierfontein Colliery

Date of 30 May 2012 (2" assessment)
Assessment

Compliance by the abovementioned Supplier to the Eskom criteria is as
follows:

Document Yes | No | N/A Comments
| Approved & Valid Mining I X Valid, granted on the 25 October
| Right/Authorisation ' 2010.
Approved EMP X Approved 28 October 2010
Water Use Licence / X New application submitted to DWA
Permits on 23 April 2012. This proof of

submission has not been provided
to Eskom. No acknowledgement
from DWA that this is a valid
submission.

Closure cost assessments X No quantum'’s to date.

Background

This report provides feedback on previous consultations with the Supplier and
the subsequent site visit held on 30 May 2012.

A number of concerns were raised following the site visit 16 September 2011
and subsequently eleven items of concern were required to be addressed by
the Supplier. This was communicated to the supplier on various occasions.

The supplier responded to these items of concern and provided some of the
documentation as requested in December 2011. This information was
however, incomplete. Subsequent consultation with the Supplier did not result
in the correct information being furnished.

A follow-up site visit was conducted by the Primary Energy Division (PED)
Environmental Department on 30 May 2012.

Recommendations

Based on the incomplete information previously received from the supplier in
December 2011, the subsequent discussions with them and the additional site
inspection conducted on the 30 May 2012, Primary Energy Division (PED)
Environmental Department maintains that we do not support the contracting
of the above-mentioned supplier due to the foliowing reasons:
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1. Legal compliance

Public concerns were raised in July / August 2012 regarding the
Supplier mining through a wetland and not having a Water Use Licence

(WUL).

a) The Supplier has had verbal contact with the aggrieved parties
regarding the concerns raised. The Supplier needs to assure
Eskom that these parties are satisfied with the discussions and the
activities taking place on site.

b) The Supplier submitted a WUL application in October 2010 to the
Department of Water Affairs (DWA). Additional information was
requested by DWA and this information was submitted in November
2011by the supplier. The DWA responded to this application in
November 2011. This application was rejected by the department
as not all the information for evaluation was submitted. The
Supplier subsequently submitted a second application on 23 April
2012. Proof of this submission has not been sent to Eskom.

c¢) The Supplier has previously mined through the Rietspruit River. A
wetland specialist assessment was completed by GEM Science and
the report completed end 2011. This report has been submitted to
the DWA enforcement team. The Supplier needs to assure Eskom
that the report is acceptable to the DWA.

d) The DWA issued the Supplier with a pre-directive in August 2011, to
which the Supplier subsequently responded. The DWA
enforcement office responded in November 2011 that the aspects
identified were not satisfactorily addressed and were going to issue
a directive. No response or further communication from DWA has
been received in this regard.

2. Outstanding information/requirements

The following information is to be provided to Fskom to obtain
assurance that the concerns raised previously have been addressed
accordingly.

a) Confirmation from the authorites (DWA and Mpumalanga
Department of Economic Development, Environment and Tourism —
MDEDET) that they are in agreement with the activities taking place
on site.

b) Confirmation and assurance from DWA that the WUL submitted in
April 2012 is a complete application and may be considered for
evaluation.
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c) Copies of minutes of meetings/site visits held with DWA regarding
the applications and discussions with them.

d) Implementation of the recommendations made in the wetland
management rehabilitation plan.

e) Supplier to confirm in writing with DWA enforcement office that no
directive will be issued and provide evidence of such to Eskom

f) Supplier to confirm if the WUL application on 23 April 2012
contained all water uses, including the pollution control dams and
river diversion.

g) Proof of engagement with MDEDET regarding the mining through
the Rietspruit River and subsequent EIA application thereof.

Compiled by: Supported by:
Esther Appleyard Meera Mban
Senior Environmental Advisor Environmental Manager
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Dan Marokane Date:
CHIEF COMMERCIAL OFFICER 03 July 2012
(GROUP COMMERCIAL)

Enquiries:

Ngabakazi Tetyana
+27 11 516 7373
Our Ref.: 717xxx

Dear Dan

DISCONTINUATION OF COAL SUPPLY NEGOTIATIONS WITH VIERFONTEIN
COAL MINE (ARCTOS/IDWALA) DUE TO ENVIRONMENTAL NON-
COMPLIANCE.

An environmental due diligence completed at Vierfontein Colliery identified serious
environmental risks that needed to be addressed by Arctos/Idwala before a coal supply
contract could be considered.

Arctos undertook to rectify all the risks and submit proof of documentation to Eskom but
failed to comply with this undertaking. Furthermore, Arctos failed to submit supporting
documentation (Mine plans and schedules) for the resources declared. There was also
a concern that the mining and environmental approvals were obtained for a combination
of underground and opencast mining methods, while the company planned to mine

using opencast methods only throughout the resource area to maximise extraction.

Due to the desire to secure coal supply, Eskom sought legal opinion from Webber
Wentzel through the Corporate Legal department, and the opinion recommended that
Eskom not contract with Vierfontein as they are mining in contravention of legislation.
(See attached from Corporate Legal). Eskom has not yet officially communicated this to

Page 1 of 2

Primary Energy Division
Head Office Megawatt Park Maxwell Drive Sunninghill PO Box 1091 Johannesburg 2000 SA
Tel +27 11 800 8111 Fax +27 11 800 5555 www.eskom.co.za

Eskom Holdings Limited Reg No 2002/015527/06
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Arctos; however Arctos have also not come back to Eskom with the requested proof of

compliance.

In May 2012, Goldridge/Arctos offered coal (S4 and S2) to Eskom from Brakfontein (see

attached offer). A cross functional team is currently evaluating the resource.

A sample from the 4 seam has been taken for combustion tests and results are
expected this week ending 6 July 2012. Preliminary desktop technical investigation
shows that Brakfontein 4 seam may need beneficiation while the 2 seam can make a
Raw Eskom product. This will be confirmed after the sample results are received. A

sample from the 2 seam will be taken as soon as it is exposed.

An environmental due diligence has revealed that there are outstanding approvals with
regards to the water use licence and Mr. Rajiv Dabas of Arctos has undertaken to liaise
with the authorities to get the required approvals. An environmental report is pending
Mr. Dabas submitting these documents to Eskom. There is a concern that Brakfontein
environmental compliance may take a similar route as that of Vierfontein since the two
sources are under the same management. Eskom awaits submission of documents
since 13 June 2012.

Yours sincerely

Johann Bester
GENERAL MANAGER (FUEL SOURCING)
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WEBBER WENTZEL ALN

10 Fricker Road, lllovo Boulevard, Johannesburg
South Africa, 2196

P O Box 61771, Marshalltown, South Africa, 2107
Docex 26 Johannesburg

T +27 11 530 5000

www.webberwentzel.com

Andrea Williams
Eskom Holdings (SOC) Limited
CC: Sagie Chetty

Your reference Our reference Date
DHL Booysen/ Sanusha Govender 05 June 2012
2293566

Dear Andrea

Compliance at Vierfontein Mine - Idwala Crypts (Pty) Limited

1. Introduction

1.1 Eskom wishes to enter into a Coal Supply Agreement with Idwala Crypts
Proprietary Limited ("ldwala"), for the supply of coal to Eskom's power station.
During Eskom's environmental due diligence, it was ascertained that Idwala has
not complied and is not complying with certain environmental laws.

1.2 Eskom has requested us to provide an opinion on:

1.2.1 whether or not Idwala is mining lawfully in the context that the Department of

Water Affairs ("DWA") and/or Department of Mineral Resources ("DMR") has

not suspended Idwala's mining operations;

1.2.2 whether Eskom can be protected if ldwala guarantees that they are
compliant; and

1.2.3 what liability and/or risks are Eskom exposed to, should it enter into a coal
supply agreement with Idwala.

2.  Applicable Legislative Provisions

2.1 National Environmental Management Act No 107 of 1998 ("NEMA")

211 NEMA came into operation on 29 January 1999. Chapter 5 of NEMA deals
with integrated environmental management, including environmental impact
assessments. Since 2006, NEMA has largely replaced the old
Environmental Conservation Act, 73 of 1989 as the primary statute that
regulates "listed activities" and "specified activities" (published by Minister
and/or MEC) that require authorisation following some form of Environmental
Impact Assessment ("EIA").

Annexure JAB_Z3 Advise To Eskom 05 06 2012.Docx
BOTSWANA | BURUNDI | ETHIOPIA | KENYA | MALAWI | MAURITIUS | MOZAMBIQUE | RWANDA | SOUTH AFRICA | TANZANIA | UGANDA | ZAMBIA

Webber Wentzel is a firm of attorneys and other legal and professional advisers and a member of ALN, a network of independent leading law firms in Africa

Senior Partner: DM Lancaster Partners: A Abro SM Adcock RB Africa NG Alp RL Appelbaum B Aronoff BA Baillie WR Beech JM Bellew A Bennett HJ Bester DHL Booysen
AR Bowley PG Bradshaw JL Buckland MS Burger RS Coelho KL Collier KM Colman KE Coster K Couzyn Z Dasoo JH Davies PM Daya JHB de Lange S de Vries
BEC Dickinson DA Dingley NF Dlamini KZ Dlothi HJ du Preez CP du Toit M Ebrahim SK Edmundson JC Els MJR Evans GA Fichardt JB Forman D Ganasen CP Gaul
Cl Gouws JP Gouws PD Grealy SN Gumede MJ Gwanzura VW Harrison JM Harvey MH Hathorn JS Henning WA Hiepner NA Hlatshwayo XNC Hlatshwayo S Hockey
CM Holfeld PM Holloway MGH Honiball SJ Hutton R Ismail AR James KA Jarvis ME Jarvis CM Jonker S Jooste E Jordaan Malan M Kennedy A Keyser JE King J Lamb
PSG Leon DB le Roux L Marais S McCafferty MC Mcintosh S| Meltzer MS Methula CS Meyer AJ Mills JA Milner D Milo NP Mngomezulu L Morphet NN Moshesh
VM Movshovich MM Mtshali BP Ngoepe ZN Ntshona MB Nzimande N Paige N Parbhoo AS Parry S Patel GR Penfold SE Phajane HK Potgieter D Ramjettan NJA Robb
DC Rudman JCL Russell JW Scholtz KE Shepherd DH Short GM Sibanda AJ Simpson J Simpson N Singh MP Spalding L Stein PS Stein LJ Swaine ER Swanepoel
A Thakor CK Theodosiou A Toefy D Vallabh PZVanda GJvan derLinde JP vander Poel ED van der Vyver JG vander Vyver M vander Walt N van Dyk MM van
Schaardenburgh JE Veeran D Venter B Versfeld MG Versfeld TA Versfeld JWL Westgate KL Williams P Williams RH Wilson M Yudaken Chief Operating Officer: SA Boyd


http://www.webberwentzel.com/

BRAK-039

WEBBER WENTZEL ALN

www.webberwentzel.com
Page 2

2.1.2 Section 24F(1) of NEMA stipulates that, notwithstanding the provisions of
any other Act, no person may commence an activity listed or specified in
terms of section 24(2)(a) or (b) unless the competent authority has granted
an environmental authorisation for the activity In terms of section 24F(2), it
is an offence for any person to fail to comply with or to contravene these
stipulations. Failure to obtain such authorisation may result, upon conviction,
to imprisonment for a period not exceeding 10 years or a fine not exceeding
R5 million (or both).

2.1.3 Section 24 requires the applicant to consider, investigate, assess and report
the consequences for or impacts on the environment of the listed activity or
specified activity to the competent authority. This requirement is fulfilled
through the process of conducting an EIA.

214 The first set of NEMA EIA Regulations and listed activities in terms of
Chapter 5 of NEMA were promulgated on 21 April 2006 under GNR 385,
GNR 386 and GNR 387 of GG 28753 and came into operation on
3 July 2006 ("2006 NEMA EIA Regulations" and "2006 NEMA listed
activities").

2.1.5 On 18 June 2010 the second set of NEMA EIA Regulations and listed
activities were promulgated under GNR 543 GG 33306 which were
subsequently amended and came into operation on 2 August 2010 ("2010
NEMA EIA Regulations"). With these 2010 NEMA EIA Regulations coming
into operation, the 2006 NEMA EIA Regulations were repealed, subject to
the transitional provisions.

2.1.6 In addition to the 2010 NEMA EIA Regulations, three sets of NEMA listed
activities were published on 18 June 2010 and came into operation on
2 August 2010:

2.16.1 GNR 544: These activities ("Listing Notice 1") deal with nationally
listed activities for which a streamlined basic assessment is to be
conducted as part of the application process. Listing Notice 1 replaced
the 2006 NEMA listed activities under GNR 386.

2.1.6.2 GNR 545: These activities ("Listing Notice 2") deal with nationally
listed activities for which a more cumbersome scoping report and EIA
/ EMP is required to be conducted as part of the application process.
Listing Notice 2 replaced the 2006 NEMA listed activities under
GNR 387.

2.1.6.3 GNR 546: These activities ("Listing Notice 3") deal with listed
activities for which a basic assessment is required in respect of certain
geographical areas only. Listing Notice 3 is novel in that none of the
previous listed activities were geographically specific.

2.1.7 Triggering a listed activity requires that environmental authorisation be
obtained before the commencement of the activity.

2.1.8 Section 24G of NEMA provides for rectification of the unlawful
commencement of listed activities without the requisite environmental
authorisation from the competent authority. The procedure involves the
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submission of reports, paying of an administrative fine, which may not
exceed R1 million and which must be determined by the competent authority
and consideration of the rectification application once the administrative fine
has been paid. The competent authority may:

2.1.8.1 direct the applicant to cease the activity, either wholly or in part, and to
rehabilitate the environment within such time and subject to such
conditions as the competent authority may deem necessary; or

2.1.8.2 issue an environmental authorisation subject to conditions as the
competent authority may deem necessary.

2.1.9 The competent authority may issue a directive requiring that an application
for rectification of unlawful activities be lodged in terms of section 24G of
NEMA.

2.1.10 There is a legal debate as to whether mining companies need to comply with

the environmental authorisation requirements of NEMA. Some argue that
because mining operations are authorised in terms of the Mineral and
Petroleum Resources Development Act, 28 of 2002 ("MPRDA") and
conducted in terms of an approved EMPR, separate environmental
authorisation is not required under NEMA. Our courts have not decided on
this issue and therefore mining companies remain at risk should they be
operating without the required environmental authorisations. In the Western
Cape High Court case of City of Cape Town v Maccsand (Pty) Ltd and others
[2010] JOL 25970 (WCC) the court interdicted the Respondent mining
company from commencing or continuing with mining activities until such
time as it had obtained NEMA approval. This interdict was, however,
overturned on appeal to the Supreme Court of Appeal and the Constitutional
Court has recently (12 April 2012) also chosen not to deal with this issue and
therefore the Supreme Court of Appeal's decision to overturn the interdict in
respect of the NEMA issue was indirectly confirmed by the Constitutional
Court. A number of other cases will soon be heard by the courts on the
NEMA / MPRDA debate, which will be settled in the near future.

2.1.11 In addition to the NEMA offences (and other offences for non-compliance
with environmental laws described below), there are criminal enforcement
provisions in section 34 of NEMA which augment the criminal sanction or
assist in the prosecution of environmental offenders.

2.1.12 The provisions of section 34 apply to convictions for offences as listed in
Schedule 3to NEMA. Schedule 3 of NEMA lists offences under both national
and provincial legislation and these may, respectively be amended by the
Minister or MEC in respect of the province of his or her jurisdiction by
regulation. The most recent amendment to this Schedule was in terms of
section 25 of the National Environmental Laws Amendment Act, 14 of 2009
which added offences under, inter alia, NEMA and the National
Environmental Management: Air Quality Act, 39 of 2004 to the list of national
offences.

2.1.13 There is provision allowing for the Court that has convicted a person who is
guilty of any of the offences listed in Schedule 3 of NEMA to order the
payment of compensation for damage arising from the offence.
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Section 34(1) provides that if any organ of state or person has suffered loss
or damage as a result of the offence (including costs of rehabilitation) the
Court may in the same proceedings, at the written request of the Minister,
organ of state or person, inquire summarily and without pleadings into the
amount of the loss or damage caused. Once the amount has been proved,
the Court may give judgment against the convicted person which will have
the same force and effect and which is executable in the same manner as if
it had been given in a civil action duly instituted before a competent court.!

2.1.14 The Court is also empowered to impose a fine equivalent to the monetary
advantage the offender would have gained from the offence, or order the
offender to take such remedial measure as the Court may determine, in
addition to the fine provided for in the environmental statute under which the
offender has been convicted.?

2.1.15 NEMA also provides for employer's liability (not strictly vicarious liability).
Section 34(5) provides that whenever any manager, agent or employee does
or omits to do an act (within their responsibility) on behalf of the employer
(because the employer failed to take all reasonable steps to prevent the act
or omission in question) and which would be an offence under Schedule 3,
then the employer will be guilty of the said offence and will be liable for the
monetary penalty specified in the Act and any other under section 34(2), (3)
and (4). In these instances the act or omission of the manager, agent or
employee constitutes prima facie evidence that the employer is guilty of the
offence. The reciprocal of this provision is found in section 34(6) which
provides that managers, agents and employees may be held liable for
offences committed by their employer if he or she does or omits to do an act
which was within his or her task on behalf of the employer.

2.1.16 The liability of directors is dealt with in section 34(7) of NEMA which provides
that any person who is or was a director® of a firm* at the time of the
commission by that firm of an offence listed in Schedule 3 shall himself or
herself be guilty of the said offence and liable to conviction (including orders
under section 34(2), (3) and (4)), if the offence in question resulted from the
failure of the director to take all reasonable steps what were necessary under
the circumstances to prevent the commission of the offence. In these
instances, proof of an offence by the firm shall constitute prima facie
evidence that the director is guilty of the offence.

2.1.17 In addition to criminal liability, civil liability may also be imposed in terms of
NEMA.
2.1.17.1 NEMA is applicable to general pollution or degradation of the

environment in South Africa. The ‘polluter pays’ principle is one of
NEMA’s environmental management principles and is directly relevant

! Section 34(2) of NEMA.
2 Section 34(3) of NEMA.

3 Defined in section 34(9)(b) as a member of the board, executive committee, or other managing body of a corporate
body.

4 Defined in section 34(9)(a) as a body incorporated by or in terms of any law.
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to liability for environmental incidents or damage. The polluter pays
principle provides that:

‘The costs of remedying pollution, environmental degradation
and consequent adverse health effect and of preventing,
controlling or minimising further pollution, environmental damage
or adverse health effects must be paid for by those responsible
for harming the environment.’

The polluter pays principle requires that the costs associated with the
pollution of the environment should be borne by the persons who
caused the damage to the environment.

Furthermore, section 28 of NEMA places a duty of care on every
person who causes, has caused or may cause significant pollution or
degradation of the environment to take reasonable measures to
prevent such pollution or degradation from occurring, continuing or
recurring. Although failure to comply with the duty of care is not a
criminal offence, the regulatory authority concerned may direct a
person who fails to comply with the duty of care to commence with
reasonable measures before a certain date. Failure to comply with a
directive is a criminal offence and entitles the regulatory authority
concerned to take those reasonable measures itself and recover the
costs of remediation from:

any person who is or was responsible or who directly or indirectly
contributed to the pollution;

the owner of the land at the time when the pollution occurred, or
that owner’s successor in title;

the person in control of the land or any person who has or had a
right to use the land at the time when the activity was performed
or the situation came about; and

any person who negligently failed to prevent the activity or the
process from being performed or the situation from coming
about.

National Water Act 36 of 1998 ("NWA")

Itis clear from section 5 of the MPRDA that holders of mining and prospecting
rights may use water from any natural spring, lake, river or stream, situated
on, or flowing through, such land or from any excavation previously made
and used for prospecting or mining purposes, or sink a well or borehole
required for use relating to prospecting or mining on such land, subject to the
NWA.

The NWA describes certain water uses in section 21 which if engaged in
must be permitted in terms of the NWA. The permissible means of using
water without a licence under the NWA are as follows:
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2221 using water from a water resource for purposes such as reasonable
domestic use, domestic gardening, animal watering, fire fighting and
recreational use (described in Schedule 1);

2.2.2.2 if the water use is permissible as a continuation of an existing lawful
water use ie if it was authorised by or under any law which was in force
immediately before the Act came into operation and which had taken
place at any time during a period of two years immediately before the
date of commencement of the Act;

2.2.2.3 if the water use is permissible in terms of a general authorisation. A
number of general authorisations have been published under
section 39 of the NWA. If a person's water use is contemplated under
these general authorisations, an individual licence application will not
need to be made to authorise the uses. Conditions are however
attached to such authorisations and these will need to be complied
with. Registration of the water use is generally required in terms of the
general authorisations which have been published.

In all other instances a water use licence must be obtained under the NWA.

2.2.3 Due to the nature of coal mining, such operations generally have to apply for
a water use licence ("WUL") or an integrated water use licence ("IWUL"), the
latter of which is required if the mine engages in both raw water use (ie
extracting and storing of raw water) and waste discharge / disposal related
water uses. Water uses include waste rock dumps, the disposal and storage
of wastewater in wastewater treatment systems, such as oxidation ponds
and wastewater ponds. Impoundments such as the evaporation dams,
pollution control dams, maturation dams and return water dams are
considered to be water uses. The dewatering of mines and dewatering
boreholes, as well as the diversion of a water resource are also considered
to be water uses which require authorisation.

224 A water resource is widely defined in terms of the NWA and it includes
wetlands.
2.2.5 In terms of section 53 of the NWA directives may be issued to shut down

operations and force compliance and rectification with contraventions of the
NWA. A pre-directive will generally be issued to provide an opportunity to
the alleged wrong-doer to prove compliance to the NWA.

2.2.6 In terms of section 151 any person who contravenes section 151(1) of the
NWA is guilty of an offence. Offences include, use of water otherwise than
as permitted by the NWA and failure to comply with directives issued.
Offences in terms of section 151 of the NWA are punishable, upon first
conviction to a fine or imprisonment for a period not exceeding five years, or
to both a fine and such imprisonment and, in the case of a second or
subsequent conviction, to a fine or imprisonment for a period not exceeding
10 years or to both a fine and such imprisonment.

2.2.7 With regard to the pollution of a water resource, section 19 of the NWA has
similar provisions to NEMA regarding the duty of care to take reasonable
measures to prevent pollution, the issuing of directives and remedying the
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effects of pollution. Failure to comply to inadequate compliance with a
directive may prompt the catchment management agency established in the
area (if operational) to take measures it considers necessary to remedy the
situation. Costs incurred may jointly and severally be recovered from "the
person responsible; the person in control; the owner of the land; or any
person who negligently failed to prevent (i) the activity or the process being
performed or undertaken,; or (iij)the situation from arising." Section 19(6) also
allows for costs to be recovered from "any other person who, in the opinion
of the catchment management agency, benefited from the [rehabilitation
measures]..., to the extent of such benefit."

2.2.8 Non-compliance with a directive issued in terms of section 19 is also an
offence in terms of section 151 of the NWA. Furthermore it is an offence to
unlawfully and intentionally or negligently commit any act or omission which
detrimentally affects or is likely to affect a water resource.

2.2.9 The NWA provides for vicarious liability and states that whenever an act or
omission takes place with the express or implied permission of the employer,
the employer may also be held liable in addition to the employee or agent
who committed the offence.

2.2.10 GN R704

2.2.10.1 These regulations relate to measures aimed at the prevention of water
pollution resulting from mining and related activities were published on
4 June 1999.

2.2.10.2 The regulation covers inter alia the depositing of "residues" (which is

basically any waste product derived from or incidental to mining
operations or the operation of an activity) and the stockpiling of any
such substance for re-use or recycling. It imposes a very wide
obligation to notify the DWA of any intention to operate a new mine or
conduct any new activity. "Activity" is defined to include any mining
related process on the mine (including the operation of washing plants,
mineral processing facilities, mineral refineries and extraction plants)
and the operation of mineral loading zones, transport facilities and
mineral storage yards (whether situated at the mine or not) where a
substance is stockpiled, accumulated or stored, transported for use in
such process or out of which process any residue is derived, stored,
stockpiled, accumulated, dumped, disposed of or transported.
"Stockpile" is defined to include any heap, pile, slurry pond and
accumulation of any substance where such substance is stored as a
product or stored for use at any mine or activity.

2.2.10.3 In terms of regulation 3 exemptions are possible from the requirements
of certain of the other regulations.

2.2.10.4 Restrictions are imposed on the locality of certain infrastructure like
residue deposits, dams, boreholes, sanitary conveniences, fuel
deposits as well as the carrying out of mining or other activities within
certain distances of water resources. Restrictions are placed on the
use of residues and other potentially polluting substances for the
purpose of constructing dams, impoundments, etc. A duty is imposed
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to confine clean water to a clean water system and dirty water to a dirty
water system which must be designed so as not to spill into the clean
water system more than once in 50 years. General duties are imposed
to take measures to protect water resources.

2.2.10.5 More specifically, regulation 4(a) provides that one may not locate any
residue deposit, dam or reservoir together with any associated
structure or any other facility within the 1:100 year flood line or within a
horizontal distance of 100m of any watercourse (including wetlands) or
estuary, borehole or well, excluding boreholes or wells drilled
specifically to monitor the pollution of groundwater, or on water-logged
ground, or on ground likely to become water-logged, undermined,
unstable or cracked. Regulation 4(b) imposes a restriction on carrying
on any underground or opencast mining, prospecting or any other
operation or activity under or within the 1:50 year flood-line or within a
horizontal distance of 100m of any watercourse or estuary, whichever
is the greatest. Regulation 4(d) contains yet another restriction on
locality i.e. no sanitary convenience, fuel depot or other depot, or
reservoir that may cause pollution of a water resource may be located
within the 1:50 year flood-line of any watercourse or estuary.

2.2.10.6 Regulation 6(b) provides that a clean water system should be
designed, constructed, maintained and operated so as not to spill into
any dirty water system more than once in 50 years and Regulation 6(d)
requires the design, construction, maintenance and operation of a dirty
water system so it will not spill into any clean water system more than
once in 50 years. All dams or tailings dams which form part of the dirty
water system must be designed, constructed, maintained and operated
to have a minimum freeboard of 0.8 metres above full supply level,
unless otherwise specified in terms of Chapter 12 of the NWA.
Regulation 6(f) also requires that all water systems be designed,
constructed and maintained as to guarantee the serviceability of
conveyances for flows up to and including those arising from the
maximum flood with an average period of recurrence of once in 50
years.

2.2.10.7 Regulation 7 imposes various requirements regarding the protection of
water resources. In general the regulation requires that reasonable
measures be taken, including regarding mines being inter alia
designed and constructed so as to avoid the pollution of water
resources, prevent flooding and maintain the stability of residue
deposits and stockpiles.

2.2.10.8 Regulation 3 allows for exemptions from the requirements of certain of
the Regulations. All existing structures and activities that are not in
compliance with regulations 4, 5, 6, 7, 8, 10 or 11 would require an
exemption.

2.2.10.9 Regulation 8 imposes various security and additional measures,
regulation 9 deals with the temporary or permanent cessation of a mine
or activity, and regulation 11 provides for additional regulations for
rehabilitation of coal residue deposits (coal residue deposits must be
rehabilitated so that all residue deposits are compacted to prevent
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spontaneous combustion and minimise the infiltration of water; and the
rehabilitation of the residue deposits is implemented concurrently with
the mining operation).

2.2.10.10 Regulation 12(6) requires the submission of plans, specifications and
design reports approved by a professional engineer to the Minister, not
later than 60 days prior to commencement of the construction of any
surface dam for the purpose of impounding polluted water, waste or
slurry, so as to prevent the pollution of a water resource; the
implementation of any pollution control measures at any residue
deposit or stockpile; and the implementation of any water control
measures at any residue deposit or stockpile, so as to prevent the
pollution of a water resource.

2.2.10.11 The person in control of a mine or activity is obliged to provide the
manager with the means to enable the manager to comply with the
provisions of the regulations.

2.3 MPRDA

2880 Section 38 of the MPRDA places obligations on a holder of inter alia a mining
right to give effect to the general objectives of integrated environmental
management laid down in Chapter 5 of NEMA and to rehabilitate the
environment affected by mining authorisations.

2.3.2 Holders of prospecting and mining rights must also:

2.3.2.1 comply with the requirements of the approved Environmental
Management Plan ("EMP") / Environmental Management Programme
("EMPr") attached to the right; and

2.3.2.2 manage all environmental impacts in accordance with the
management objectives of the EMP / EMPR and as an integral part of
the prospecting / mining operations.

2.3.3 The rehabilitation obligations, as well as the responsibility for environmental
damage, pollution or ecological degradation as a result of the prospecting or
mining operations remain that of the holder of the right until such time as a
closure certificate is granted.

234 Section 38(2) of the MPRDA provides that the directors of a company or
members of a close corporation are jointly and severally liable for any
unacceptable negative impact on the environment advertently or
inadvertently caused by the company.

2.3.5 In terms of section 47 of the MPRDA the Minister may suspend or cancel
rights if a holder of mining right inter alia is contravening the approved EMPR,
subject to the Minister giving notice to the holder to remedy such
contravention within a stipulated time period.

3. Non Compliance identified by Eskom Environmental Department
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3.1 Eskom addressed a letter to Arctos Trading Proprietary Limited ("Arctos") dated
10 January 2012, stating that Arctos has failed to comply with its undertakings to
Eskom to rectify all the environmental risks identified by Eskom and failed to submit
proof of documentation to Eskom. It is not necessary for this opinion, to set out
each of the risks identified.

3.2 We have not been instructed as to the relationship between Arctos and ldwala.
We note that all correspondence is addressed to Arctos and refers to "Arctos
complying" and "Arctos undertaking" and that Arctos and Idwala are used
interchangeably. For the purpose of this opinion, we have assumed that Arctos is
the authorised representative of Idwala.

4.  Summary of documents reviewed

4.1 Letter from Idwala Coal (Pty) Limited ("ldwala Coal®) to DWA dated
28 September 2011

Idwala Coal responds to the DWA's pre-directive dated 26 August 2011. Idwala
Coal alleges that it has no intention to contravene any statutory obligations and
has been mining in accordance with its mining right and EMPR. It states that the
holder of the mining right is Idwala Crypts Coal (Pty) Limited. Idwala Coal alleges
that the Run Of Mine coal is removed from the pit and the coal product is loaded
onto trucks and removed from the mining area. Idwala Coal further states that, the
mine disposing of water containing waste into dirty dam water is an interim
emergency measure designed to comply with GN R704. It is stated that a water
use licence is not required, because no washing takes place on the mining area.
Idwala Coal denies that the mining area falls within a wetland and that a road has
been constructed on a wetland, as the environmental consultant has informed it
that cultivated mielie field do not grow in saturated soil. Idwala Coal confirms that
it has applied for IWUL.

4.2 IWUL Application by Idwala - October 2011.

It is noted that the cover page of the IWUL application refers to Idwala Coal and
Idwala. We have not been instructed on the relationship between these entities.
It is further noted on page 6 of the IWUL application that coal will be mined by
opencast and underground methods.

4.3 Letter from DWA to Idwala dated 28 November 2011

This letter is from the DWA acknowledging receipt of Idwala's IWUL application
submitted on 22 November 2011. The letter requests further outstanding
information for the purpose of the IWUL application and the application is returned
to ldwala to be submitted with all relevant information.

4.4 Letter from DWA to Idwala dated 30 November 2011.

This is the reply to the notice of intention to issue a directive by the DWA to Idwala
in terms of section 53 (1) of the NWA. The letter refers to Idwala's representations
made on 28 September 2011. The letter sets out the time lines within which Idwala
has to provide the DWA with proof of its environmental authorisations. The DWA
states that during its investigations a water tanker was seen pumping from the
stream for dust suppression, two pollution dams were constructed without lining
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and the mine constructed a road and was mining through a wetland. The DWA
informed ldwala that it will continue to issue a directive in terms of section 53 (1)
of the NWA and failure to comply constitute an offence in terms of section 151 of
the NWA.

4.5 Letter from Arctos to Eskom dated 24 January 2012

Arctos states that it is in the process of ensuring that reasonable measures are
undertaken in order to mine in an environmentally sustainable manner. Arctos
further states that it was not intentional to mine on the wetland areas, and it has
shared the wetland report with the DWA. DWA completed a mine inspection on
18 January 2012. Arctos contends that the DWA is aware of the environmental
matters and Arctos is already in the process of complying with the necessary
regulations.

4.6 GEM Science CC - Concept Wetland Rehabilitation Plan for Vierfontein Colliery
dated 31 January 2012

Idwala engaged GEM's services to assist in compiling a concept wetland
rehabilitation plan for the Vierfontein Colliery. It is stated that the wetland
rehabilitation report has to be submitted to the DWA as part of the IWUL
application. It is stated that the baseline information regarding the wetland before
commencement of mining operation is lacking, and therefore a detailed
rehabilitation plan cannot be compiled. Information has to be collected over a
period of time, and once there is sufficient information, a final rehabilitation report
can be compiled. On page 5 of the report, it states that an unnamed non-perennial
stream flowing through the Vierfontein Colliery has been diverted due to mining
operations. On page 4, the report states that the current status of the river
ecosystem near the Vierfontein Colliery is critically endangered. On page 16, the
report provides that the vegetation unit is seen as endangered. On page 18 of the
report, it is suggested that the mine focus its rehabilitation efforts not only on
restring the non-perennial stream and wetland areas but also on restoring the
wetland ecosystem function. On page 21 of the report, it is stated that the
estimated time period for the rehabilitation report is between 25-30 months.

4.7 Email dated 13 May 2012 from Arctos to Eskom attaching a letter

The letter states that all reports have been submitted to the DWA and that a
concept rehabilitation report was submitted on 31 January 2012. The IWUL DWA
team visited the mine on 18 January 2012 and that the latest application
submission was made to DWA on 23 April 2012. In addition, Arctos provided the
details of the Mpumalanga Wetland Forum and Agricultural & Commercial Farming
Union. Itis alleged by Arctos that they are in touch with other departments. Arctos
states again, it is in the process of complying with all necessary regulations.

4.8 Internal email dated 15 May 2012, from Esther Appleyard to the Eskom team

It is stated that no further documentation / proof of submission of Idwala's IWUL
Application has been provided to Eskom. The DWA and other authorities have not
provided a response to Arctos. Esther further mentions that Arctos has indicated
to Eskom that it wished to mine underground rather than open cast, and if this is
the case then Idwala will have to amend its EMPR. In addition the information
submitted to DWA conflicts with the information provided in the EMPR. We have
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not been provided with a copy of the EMPR and therefore cannot confirm whether
or not there is a discrepancy. Further we are not in a position to determine whether
or not Idwala is in compliance with its EMPR, as this is a technical aspect.

4.9 Eskom's PED Contracting Procedure - Environmental Requirements

This document sets out that Eskom requires suppliers to comply with relevant
environmental legislation and sets out the procedure to be followed. In terms of
this document, Eskom is obliged to ensure that there is compliance by its suppliers
to environmental legislation, and to continue ensuring that there is compliance
throughout the contract period.

5. Opinion and Conclusion

5.1 Is Idwala mining lawfully in the context that the DWA and / or DMR has not
suspended Idwala's mining operations

5.1.1 Based on the information provided to us we are of the opinion that Idwala is
currently mining in contravention of environmental legislation. It is clearly
evident from the GEM Science report that Vierfontein Colliery is situated on
a wetland area, which area is protected in terms of environmental law.

51.2 Itis not clear, how Idwala's EMPR was approved by the DMR, without taking
the wetland area into consideration. The diversion of a stream requires
authorisation in terms of the NWA, and Idwala has diverted the stream
without such authorisations. It is further likely that Idwala is not complying
with numerous provisions of GN R704.

5.1.3 Idwala continually states in its letters that "it is in the process of complying",
which can only mean that Idwala, itself is aware that it is mining without
environmental compliance. The fact that the DWA and/or the DMR has not
issued a notice or suspended Idwala's operations, does not imply that
Idwala's non-compliance has been condoned and it can continue its mining
operations in anticipation of the relevant authorisations.

514 Because the Vierfontein Colliery is situated on a wetland area, a wetland
rehabilitation report has been earmarked as a specialist report which must
be submitted with the IWUL Application. As indicated above, the specialists
are of the view that this report will take between 25-30 months to complete.

5.1.5 We are of the opinion that it is unlikely that the IWUL Application will be
granted in the near future. Until such time as the IWUL Application is granted
or refused by the DWA, the DWA is still at liberty and in terms of legislation
entitled to suspend mining operations. In addition, the DMR in terms of
section 47 may also suspend ldwala's mining operations.

5.2 Can Eskom be protected if Idwala guarantees they are compliant?

5.2.1 With regards to the question of whether an indemnity / guarantee from Idwala
that it is compliant with all environmental legislation will protect Eskom, this
will amount to a breach by Idwala of its warranties upon signature of the Coal
Supply Agreement. An indemnity by Idwala, if Eskom has to invoke the
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indemnity clause, will only protect Eskom if Idwala is able to pay any amounts
claimed by Eskom.

5.2.2 It is our view that if Eskom concludes a Coal Supply Agreement with Idwala,
there is a risk that Idwala may not be able to comply with its obligations in
terms of the Coal Supply Agreement if Idwala's operations are suspended by
the DWA and/or DMR. In terms of Eskom PED Contracting Procedure -
Environmental Requirements, Eskom is required to ascertain and ensure
that its suppliers comply with environmental legislation. If Eskom contracts
with Idwala, knowing that Idwala is mining without environmental
authorisations, then Eskom would be contracting outside its PED Contracting
Procedure - Environmental Requirements.

5.2.3 As Eskom is aware of the environmental non-compliances at Idwala it may
be presumed that any indemnity / guarantee provided by Idwala would be of
no force due to the implied consent by Eskom of the non-compliances.

5.3 What liability and/or risks is Eskom exposed to, should it enter into a coal supply
agreement with Idwala?

5.3.1 NEMA, the NWA and the MPRDA do not deal with any liability in respect of
Companies that enter into Coal Supply Agreements with mining companies.
Based on the information received, there is no legal liability on Eskom in
terms of this legislation. However, we would like to bring the following
commercial risks to your attention:

5.3.1.1 Eskom, as well as its directors, managers and employees have the
general duties of care provided for in NEMA and the NWA to ensure
that all reasonable measures have been taken in the prevention of
pollution or degradation from occurring or recurring. This duty would
extend to the knowledge Eskom has of the non-compliances identified
with Idwala. However, we are of the opinion that entering into a coal
supply agreement with Idwala will not necessarily constitute a breach
of this duty. We say this on the basis that it is the actual mining of coal
by Idwala which causes pollution or degradation of the environment,
and not necessarily the undertaking of activities without the necessary
authorisations. On this basis we are of the opinion that it is unlikely for
Eskom to incur liability for environmental damage caused by Idwala if
Eskom were to conclude a coal supply agreement with Idwala.
Eskom's knowledge of Idwala 's non-compliance will however
contribute to the reputational risk identified below;

5.3.1.2 Eskom may suffer a reputational risk if it concludes the Coal Supply
Agreement with Idwala as Eskom has sufficient information and
knowledge that demonstrates Idwala is not upholding its prescribed
environmental responsibilities;

5.3.1.3 we do not know whether Eskom has entered into funding or other
agreements with third parties which impose obligations on Eskom to
ensure that its suppliers comply with applicable environmental
legislation. To the extent that such agreements exist, concluding a coal
supply agreement with Idwala may have adverse consequences for
Eskom;
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5.3.1.4 there is a risk that Idwala's operations will be stopped, either by
directives issued by the DWA and / or DMR, or by an interdict
application brought by civil society. In this instance Eskom will be
placed at risk because Idwala will not be in a position to honour the
terms of any Coal Supply Agreement concluded; and

5.3.15 to the extent that Eskom is certified in terms of ISO 14001, Eskom may
be at risk of losing this certification as this standard requires that
organisations (as defined in the standard) management their
controllables and influenceables through their Environmental
Management System. In this case Idwala would be an influenceable
which Eskom would have an obligation to ensure was complying with
all relevant environmental laws.

5.3.2 In view of the aforesaid, we do not recommend that Eskom concludes a Coal
Supply Agreement with Idwala until such time as Idwala has demonstrated
adequate compliance with applicable environmental laws, including but not
limited to permitting and authorisation obligations.

6. Additional Notes

6.1 According to the correspondence from Idwala Coal to the DMR, in its letter dated
28 September 2011, it states in paragraph 3, that the holder of the mining right is
Idwala Crypts Coal (Pty) Limited. It further refers to a pre-directive dated 26 August
2011, which we have not received a copy of. We are only in receipt of the reply to
the pre-directive dated 30 November 2011.

6.2 At an internal question paper number 23 hearing, dated 12 August 2011, the
Minister of Mineral Resources confirmed that mining right 393MR was granted to
Idwala Crypts (Pty) Limited on 25 October 2010 and that the EMPR has been
approved for this mining right. The aforesaid letter in paragraph 6.1 states that the
holder is Idwala Crypts Coal (Pty) Limited. In addition the GEM Science report
refers to 510MR and the Minister refers to 393MR.

6.3 We undertook a company search on Idwala with registration number
2006/014492/07 (which we obtained from the IWUL Application) and a search on
Idwala Coal. Itis noted that according to CIPC records, the name of the company
is now Tegeta Exploration Resources.

6.4 We have had sight of newspaper articles published during November 2011 that

state that Idwala has been issued with a directive from the DWA, which is
recommended be investigated further.

Yours faithfully

WEBBER WENTZEL
Manus Booysen
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Direct tel: +27 11 530 5224/5225
Direct fax: +27 11 530 6224
Email: manus.booysen@webberwentzel.com
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water & sanitation

Department:
Water and Sanitation
REPUBLIC OF SOUTH AFRICA

Private Bag X313, Pretoria, 0001, Sedibeng Building, 185 Francis Baard, Pretoria, Tel: (012) 336-7500,
Fax: (012) 326-4472/ (012) 326-2715

LICENCE IN TERMS OF CHAPTER 4 OF THE
NATIONAL WATER ACT, 1998 (ACT NO. 36 OF 1998) (THE ACT)

|, Margaret-Ann Diedricks, in my capacity as Director General in the Department of Water and
Sanitation acting under authority of the powers delegated to me by the Minister of Water and

LICENCE NO. 04/B20E/ABCGIJ/2994
FILE NUMBER: 16/2/7/B200/C585

1. Licensee: Tegeta Resources and Exploration (Pty) Ltd: Brakfontein
Colliery
Postal Address : Private Pag X9
BENMORE
2010

2. Water Uses

2.1 Section 21(a) of the Act: Taking water from a water resource, subject to the conditions
as set out in Appendices | and Il,

2.2  Section 21 (c) of the Act: Impeding or diverting the flow of water in a watercourse
subject to conditions as set out in Appendices | and |l

23 Section 21(g) of the Act: Disposing of waste in a manner which may detrimentally
impact on a water resource, subject to the conditions as set
out in Appendices | and IV.

2.4  Section 21 (i) of the Act: Altering the bed, banks course or characteristics of a

watercourse, subject to conditions as set out in Appendices |
and lll.

B 04858
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Licence No: D4/B20E/ABCGIH2004
File No: 16/2/7/B2006/C585

2.5  Section 21() of the Actt  Removing, discharging or disposing of water found
underground, if it is necessary for the efficient continuation
of an activity or for the safety of people , subject to the
conditions as set out in Appendices | and V

3. Property on which the use will be exercised

Table 1: Property Details

‘Description” Area {(ha) itle deed no. | Property owner

Brakfontein 264 IR Ptn 17 | 58,2337 T228/2012 Confident Concept Pty Lid
Brakfontein 264 {R Pin 22 | 683.3834 T162242/2008 | Hannes Potgieter Trustfonds
Brakfontein 264 IR Ptn 25 | 168.4375 TG659/2011 Confident Concept Pty Ltd

Brakfontein 264 IR Ptn 27 | 30.9548 T9659/2011 Confident Concept Pty L.td

Brakfontein 264 IR Ptn 28 | 85.4684 T21084/1979 Combrink Petrus Johannes

Brakfontein 264 IR Pin 16 | 150.8995 T690/2008 Koos Uys & Seun Boerdery CC

5, Licence and Review Period

51 This licence is valid for a period of fifteen years {(15) years from the date of issuance
and as provided for under Section 49 of the Act, it may be reviewed every five (5)
years

6. Definitions

"Any terms, words and expressions as defined in the National Water Act, 1998 {(Act 36
of 1998) shall bear the same meaning when used in this licence.”

‘The Provincial Head” means the Head of Operations Provincial: Mpumalanga,
Pepartment of Water and Sanitation, Private Bag X11259, Mbombela, 1200.

‘Report” refers to the report: Tegeta Exploration and Resources (Ply) Ltd:Integrated
Water And Waste Management Plan (IWWMP) FOR BRAKFONTEIN COLLIERY
Portions 4, 16, 17, 22, 24, 25, 27, 28 And 2§ Of The Farm Brakfontein 264 IR
16/2/7/8200/C585 Volume 1 July 2013 (Amended November 2014)

ks
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Licence No: 04/B20E/ABCGLI2094
File No: 16/2/7/B200/C585

7. Brief description of the application

This licence authorises Tegeta Resources and Exploration {Pty) Ltd for Brakfontein
colliery. The water uses associated with opencast coal mining and underground mining
on portion 16,17,22,25, 27 and 28 of the farm Brakfontein 264 |R. The water uses are
for Section 21(a),(c), (g). (i) and (j) as per section 40 of the National Water Act (Act 36
of 1998). The study area falls within Water Management Area 4 (WMAA4) of the Upper
Olifants River. Specifically the area occurs within quaternary catchment B20E. The far
western extremity of Portion 16 is within quaternary catchment B20A, but this area
should remain unaffected by surface disturbance.

The proposed area which will be directly affected by the opencast mining is around
138ha of portions 17, 22, 25 and 27 (Plan 2 and Plan 3). Approximately 70 ha of
mining area have been lost due to the implementation of the 200m buffer zones,
Infrastructure areas have and will disturb a further 135 ha in tot@

}L‘“’Lﬂ‘i
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Licence No: B4/B2OE/ABCGH/2994
File No: 16/2/7/B200/C585

APPENDIX |

General conditions for the licence

This licence is subject to all applicable provisions of the National Water Act, 1998 (Act
36 of 1998).

The responsibility for complying with the provisions of the ficence is vested in the
Licensee and not any other person or body.

The Licensee must immediately inform the Provincial Head of any change of name,
address, premises and/or legal status.

If the properiy(ies) in respect of which this licence is issued is subdivided or
consolidated, the Licensee must provide full details of all changes in respect of the
properties to the Provincial Head within sixty (60) days of the said change taking place.

if a water user association is established in the area to manage the resource,
membership of the Licensee to this association is compulsory.

The Licensee shall be responsible for any water use charges or levies imposed by a
responsible authority.

While effect must be given to the Reserve as determined in terms of the Act, where a
desktop determination of the Reserve has been used in issuance of a licence, when a
comprehensive determinafion of the Reserve has finally been made; it shall be given
effect to.

The licence shall not be construed as exempting the Licensee from compliance with the
provisions any other applicable Act, Ordinance, Regulation or By-law.

The licence and amendment of this licence are also subject to all the applicable
procedural requirements and other applicable provisions of the Act, as amended from
time to time.

The Licensee shall conduct an annual internal audit on compliance with the conditions
of licence. A report on the audit shall be submitted to the Provincial Head within one (1)
month of finalisation of the audit.

The Licensee shall appoint an independent external auditor to conduct an annual audit
on compliance with the conditions of this licence. The first audit must be conducted
within three (3} months of the date this licence is issued and a report on the audit shall
be submitted to the Provincial Head within one {1) month of finalisation of the report.

Flow metering, recording and integrating devices shall be maintained in a sound state of
repair and calibrated by a competent person at intervals of not more than two (2} years.
Calibration certificates shall be available for inspection by the Provincial MHead or his
representative upon request.

Any incident that causes or may cause water pollution shall be reported to the Provincial
Head or his/her designated representative within 24 hours.

WAAN
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4. If the water use described in this licence is not exercised within three (3) vears of the
date of the licence, the authorisation will be withdrawn. Upon commencement of the
water use, the Licensee must inform the relevant authority in writing.

ML
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1. This licence authorises the taking of a maximum quantity of groundwater in property
as indicated in Table 2:

. ‘Water use(s)

‘Purpose

__Table 2: Section 21 (a) water activities

Abstraction of The water is for 657m’/a Poition 25 of 28°13'32.05"S
groundwater dr_mkmg‘ water, farm Brakfontein DB E('50. 24"
from a borehole toilets and 264 1R
change houses. | gz 0y, Portion 27 of | 26°13'50.70"S
farm Brakfontein 28°50'51.00"E
264 IR
Abstraction of Water will be 54 700 m%a Portion 16 of 26°13'38.21"S
ground'wfater used in _the farm Brakfontein 08°40'55 88°E
from mining processing 264 IR
operations plants.
36 500 m¥a Portion 17and 27 | 26°13'22.12"S
of farm . 28°510.94"E
Brakfontein 264
IR
54 700 m*a Portion 22 and 26°14'4.92"8

25 of farm
Brakfontein 264
R

28°50'18.49"'E

2. The quantity of water authorised to be taken in terms of this licence may not be

exceeded without prior authorisation by the Minister.

3. This licence does not Imply any guarantee that the said quantities and qualities of water

will be available at present or at any time in the future.

4.  The volumes may be reduced when the licence is reviewed.

5. The Licensee shall continually investigate new and emerging technologies and put into
practice water efficient devices or apply technique for the efficient use of water
containing waste, in an endeavour to conserve water at all times.

6. The Licensee shall be responsible for any water use charges or levies, which may bhe
imposed from time to time by the Department or Responsible Authority in terms of the
Department’s Raw Water Pricing Strategy.

Page 6 of 28
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The Licensee shall establish and implement a continual process of raising awareness
amongst itself, its workers and stakeholders with respect to Water Conservation and
Water Demand Management initiatives.

All water taken from the resource shall be measured as follows:

8.1 The daily quantity of water taken must be metered or gauged and the total recorded at

the last day of each months; and

8.2 The licence shall keep record of all water taken and a copy of the records shall be

forwarded to the Provincial Head on or before 25 January and July of each year,

No water taken may be pumped, stored, diverted, or alienated for purposes other than
intended in this licence, without written approval by the Minister or histher delegated
nominee.

The Licensee shall install and monitor appropriate water measuring devices to measure
the amount of water abstracted, received andfor consumed, as applicable to the
infrastructure.

Notices prohibiting unauthorised persons from entering the certain areas, as well as
internationally acceptable signs indicating the risks involved in case of an unauthorisad
entry must be displayed along the boundary fence of these areas.

The Department accepts no liability for any damage, loss or inconvenience, of whatever
nature, suffered as a result of:

121 Shortage of water;

12.2  Inundations or flood:

12.3  Siltation of the resource:; and
124  Required reserve releases.

The Licensee shall ensure that all measuring devices are properly maintained and in
good working order and must be easily accessible. This shall include a programme of
checking, calibration, andfor renewal of measuring devices,

The Licensee shall establish a programme of formal Information Management System,
which maintains a database on water supply, distribution and delivery infrastructure,

PAKS
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impeding or diverting the flow of water in a watercourse;

Altering the bed, banks, course or characteristics of a

watercourse

Table 3: Details of water resource crossings

Wetland
aress,
tributaries
and
boreholes
have/will be
affected by
mining
activities

incline shaft and
associated stockpiles
will be established
outside the 200m buffer
but within 500m of a
hillslope seep HGM 4
associated with tributary
1, channelled valley
bottom wetland HGM3
and a pan.

Portion 16 of farm
Brakfontein 264 IR

26°13'36.52"S
28°49'53.54"E

Underground mining will
take place outside the
200m buffer but within
the 500m regulated
area of the pan

Partion 16 farm
Brakfontein 264 IR

26°13'22.94"S
28°49'43,54"E

Underground mining will
take place outside the
200m buffer but within
the 500m upper reaches
and the origin of
tributary 1 (+500
long)and associated
wetlands (HGM 3 and 4)

Fortion 16 farm
Brakfontein 264 IR

26°13'20.28"S
28°49'54 55"E

26°13'30.79"S
28°50'12.05"E

Isolated Hillslope seep
wetland (HGM3 B -
Seriously modified -
PES. E) area have been
affected by existing
mining activities on this

Brakfontein 264 IR
Portion 17 and 27:

26°1320.46"S
28°50'41.27"

isclated Hillslope seep
wetland (HGM2 B -
Seriously modified -
PES: E) area have been
affected by existing

Brakfontein 264 IR
Portion 17:

26°13'13.33"S
28°51'4.18"E
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Sectionz1 |

Co-ordinal

mining activities on this
property.

Mining within 500m of
unchanneied valley

bottom wetland (HGM1
B),

Brakfontein 264 [R
Partion 17:

26°137.68"S
28°561'11.66"E

Existing mining within
500m of unchanneled
valtey bottom wetland
(HGM4 B),

Brakfontein 264 IR
Rortion 17:

26°13'7.75"S
28°5114.51'E

26°13'7.75"S
28°51'14.51"E

Existing mining and haul
road within 100m of
tributary 3 and
associated channeled
valley bottom
wetland(HGM4 B).

Brakfontein 264 IR
Portion 27:

26°13'37.20"S
28°50'48.37"E

26°13'42.24"3
28°51'7.20'E

Existing mining outside
the 200m buffer but
within 500m of
unchanneled valley
bottom wetland (HGM4
B).

Brakfontein 264 IR
Portion 27:

26°13'28.18"S
28°51'9.97'E

26°13'42.24"S
28°51'7.20"E

Existing PCD within
100m of wetland area
encroaching into
welland edge
associated with tributary
1 (HGM4 B). PCD is
planned on being
relocated outside the

Brakfontein 264 IR
Portion 27:

26°13'42.24"S
28°51'7.20"E

100m buffer,
Mining within 500m of a | Brakfontein 264 IR B R
spring (CBFS1), Portion 27; 26°13'47.86°S

28°51"17.93"E

ROM Stockpiling within
500m of tributary 2 and
associated wetlands.

Brakfontein 264 IR
Portions 25:

26°13'48.36"S
28°50'39.59"F

Page 9 of 28
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Overburden stockpiles
outside the 200m buffer
but within 500m of
fributary 2 and
associated wetlands.

Brakfontein 264 IR

Portions 22 and 25;

26°14'15.00"S
28°49'51.89"E

Mining outside the
200m buffer but within
500m of Wilge River
and associated
wetlands.

Brakfontein 264 IR

Portions 22 and 25:;

Castern extent:
26°14'13.74"S

28°50'59.32"E

Discard dump within
500m of Wilge River
and tributary 3 and

associated wetlands.

Brakfontein 264 IR
Portions 25;

26°14'1.54"S
28°51'7.88"E

26°13'57.58"8
28°561'2.84"E

PCD withint 500m of
Wilge River, tributary 3
and associated
wetlands.

Brakfontein 264 IR
Portions 25:

26°13'55.99"S
28°51'9.04"E

26°13'564.73"S
28°61'3.89"E

Septic tank within 500m
of tributary 3 and
associated wetlands.

Brakfontein 264 IR
Portions 25:

26°13'46.38"S
28°50'62.76"E

Wash plant within 500m
of tributary 2 and
tributary 3 and their
associated wetlands.

Brakfontein 264 IR
Portions 25:

26°13'55.96"3
28°50'44.56"E

Construction, Operation and Maintenance
1.1 The Licensee shall carry out and complete all the activities according to the following:

1 Repori(s) submitted to the Department or the Responsible Authority

1.1 Surface water assessment for Brakfontein colliery prepared by Letsolo dated 2013
1.2 Surface water assessment for Brakfontein extension prepared by Letsoio dated 2013
1.3 Aquatic assessment for Brakfontein colliery prepared by SEF dated 2013

1.4 Aquatic assessment for Brakfontein extension prepared by SEF dated 2013

WAAS
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1.1.1.5 Wetland assessment Brakfontein colliery prepared by SEF dated 2013
1.1.1.6 Wetland assessment Brakfontein extension prepared by SEF dated 2013
1.1.1.7 Section 21 (c) & (i) supplementary form.

1.1.2 Conditions of this licence; and
1.1.3 Any other written direction issued by the Storm Water Head in relation to this licence.

1.2 The conditions of this licence shall be brought to the attention of all persons
{employees, sub-consultants, contractors etc.) associated with the undertaking of this
activity and the Licensee shall take such measures that are necessary to bind such
persens 1o the conditions of this licence.

1.3 Construction activities must not take place within the 1:100 year flood-line or within a
horizontal distance of 100 metres from any watercourse, estuary, borehole or well,
whichever is the greatest, unless authorised by this licence.

1.4 Compensation measures for damage to and or mitigation measures must be
recommended if avoidance or minimisation of the impacts of the proposed
development is not possible or if mitigation measures fail to adequately protect the in-
stream and riparian habitat.

1.5 No material with pollution generating potential will be used in any construction
activities.

1.6  Necessary erosion prevention mechanisms shall be employed to ensure the
sustainability of all structures.

1.7 The Licensee must ensure that structures such as the river, road crossings, weirs and
the culverts are not damaged excessively by floods exceeding the magnitude of floods
occurring on average once in every 100 years.

1.8 The structure of temporary crossings must be nen-erosive, structurally stable and must
not induce any flooding or safety hazard. Temporary crossings must be inspected
regularly for accumulation of debris, blockage, erosion of abutments and overflow
areas. Debris must be removed and damages must be repaired and reinforced
immediately.

1.9 Cornstruction activities shall start up-stream and proceed into a down-stream direction,
so that the recovery processes can start immediately, without further disturbance from
upstream construction works,

110 Construction activities must be scheduled to take place during dry seasons when flows
are lowest,

.11 The natural migration of aquatic biota and upstream movement of fish must not be
disturbed,

1.12  The development may not impede natural drainage linas,

1.13  The construction camp shall not be located within the 1:100 year flood line or within
100 metres of any watercourse whatever the greatest.

1.14  Vehicles and other machinery must be serviced well above the 1:100 year flood iine or
within a horizontal distance of 100 metres from any watercourse or estuary. Qils and
other potential pollutants must be disposed off at an appropriate licensed site, with the
necessary agreement from the owner of such 3 site.

1.15  All reagent storage tanks and reaction units must be supplied with a bunded area huilt
to the capacity of the facility and provided with sum ps and pumps to return the spilled
material back into the system.,

116  The system shall be maintained in a state of geoad repair and standby pumps must be
provided,

NAKY
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Any hazardous substances must be handled according to the relevant legislation
relating to franspont, storage and use of the substance.

Pollutions caused by spilis from the conveyances of any pollution generating potential
must be prevented through proper maintenance and effective protective measures
especially near all stream crossings.

Any access roads or temporary crossings must be:

1.19.1 non-erosive, structurally stable and should not induce any flooding or safety
hazard:

1.19.2 Repaired immediately should damage occur to prevent further damage.

Storm water Management

Storm water shall be diverted from the construction works and roads must be
managed in such a manner as to disperse runoff and {o prevent the concentration of
storm water flow.

Where necessary, works must be constructed to attenuate the velocity of the storm
water discharge and to protect the banks of the watercourse.

Storm water control works must be constructed, operated and maintained in a
sustainable manner throughout the project.

Increased runoff due to vegstation clearance andfor soil compaction must be
managed, and steps must be taken to ensure that storm water dogs not lead to bank
instability and excessive levels of silt entering the watercourse.

Storm water leaving the Licensee’s premises must in no way be contaminated by any
substance, whether such substance is a sclid, liquid, vapour or gas or a combination
thereof which is produced, used, stored, dumped or spilled on the premises.

Water Quality and Quantity

The in-stream water quality must be analysed on a weekly basis during the
construction period for activities occurring closer than 100m to a watercourse, at the
manitoring points on both upstream and downstream of the activities for the following
variables: pM, Electrical conductivity (mS/M), suspended solids {mg/l), and total
dissolved solids (mg/i). Monitoring shall continue on monthly basis after the cessation
of the activities,

Activities (such as maintenance) that lead to elevated levels of turbidity of any
watercourse must be minimised,

The Licensee shall ensure that the quantity of water to downstream water users does
not decrease because of the existence of the river diversions, river crossings, and
culverts and associated maintenance of road crossings.

General Specifications

A suitably qualified person, appointed by the Licensee, and approved, in writing, by the
Storm Water Provincial Head, must be responsibie for ensuring that the structures are
maintained in line with the design specifications.

WAKS

Page 12 of 28 Tegeta Exploration and Resources (Pty) Ltd Director —General



BRAK-066

Licence No: 04/B20E/ABCGIJ/2894
File No: 16/2/7/B200/C585

4.2  The Licensee shall have a full time Civil Engineer Supervisor on the site during
construction of river diversions, river crossings, culverts and poliution control dams,
The contractor shall have an approved Site Agent on the site during consiruction.

4.3 Necessary erosion prevention mechanisms shall be employed to ensure the
sustainability of all the structures.

5. Protective Measures

5.1 The river crossings structures may not restrict river flows by reducing the overali river
width or obstructing river fiow.

6.2 Operation and storage of equipment within the riparian zone must be limited as far as
possible,

53  All activities within the riparian zone should be restricted as far as possible.

5.4  Any material removed from the in stream or riparian habitat, may not be stored within
the riparian zone, and may not be stored in such way that will cause damming of
water or wash-away.

5.5 Alien vegetation must not be allowed to further colonise the area, and all new alien
vegetation recruitment must be eradicated or controlied, using standard methods
approved by the Depariment.

56  Soils that have become compacted through the activities of the development must be
loosenad to an appropriate depth to allow seed germination.

5.7 The proposed development must not impede the upstream movement of fish,

5.8 Increased runoff due to vegetation clearance and/or soil compaction must be managed
and steps must be taken to ensure that storm water does not lead to bank instability
and excessive levels of silt entering the stream,

59 Riparian vegetation, including dead frees, may not be removed from the area; in
particular, snags (fallen trees and branches) in the river must be protected (i.e. not
coliected for firewood or any other purpose).

5.10  All reasonable steps should be made to minimise noise and mechanical vibrations in
the vicinity of the river.

6, Rehabilitation

6.1 All disturbed areas must be re-vegetated with an indigenous seed mix in consuitation
with an indigenous plant expert, ensuring that during rehabilitation only indigenous
shrubs, trees and grasses are used in restoring the biodiversity.

8.2  The vegetation of affected environment should also be managed to prevent erosion
and siltation of the water course,

6.3  The Licensee shall take steps necessary to allow movement of aguatic species,
including migratory species during the rehabilitation programme.

6.4  The Licensee shall embark on a systematic long-term rehabilitation programme to
restore natural watercourses to environmentally acceptable and sustainable conditions
after construction, which shall include, but not be lmited to:

6.4.1 The rehabilitation of disturbed and degraded riparian areas to restore and
upgrade the riparian habitat integrity to sustain a bio-diverse riparian
acosystem; and

WAAY
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6.4.2 Annually assess the habitat to monitor the sustainability of the diversions and
compliance with these conditions. Action must be taken to rectify any negative
impacts.

The Licensee shall ensure that the volume of flow is not reduced except for natural
evaporative losses and the authorised attenuation volumes.

General Surface Water Design Requirements and Criteria

The Licensee shall determine flood fines {1:50 and 1:100 year) prior to construction to
ensure risks are adequately managed. Flood lines shall be clearly indicated on the
fayout plans,

The Licensee shall schedule construction activities at or close to river crossings,
streams or wetlands to take place during low flow periods.

The Licensee shall clearly indicate all wetlands boundaries within the project area on
fayout plans.

Design and planning of all proposed construction activities adjacent to or in the vicinity
of rivers, streams and wetlands shall consider the following measures:

7.4.1 Impact of alignment on springs and wetlands shall be investigated and
monitored and ensure their continued functioning.

7.4.2  Where appropriate, large individual indigenous riparian trees shall be avoided
during construction and shail be clearly marked on site.

7.4.3  All construction roads in or adjacent to the riparian zone shall be minimised and
if required, shall be aligned and managed so as to minimise disturbance of the
riparian zone and in-stream habitats.

The Licensee shall do Bio-monitoring to determine the impact, change, deterioration
and improvement of the aquatic system associated with the activities that of impeding,
altering or diverting the water resource.

SITE SPECIFIC CONDITIONS

Flood lines are fo be determined for both rivers surrounding the project area and be
submitted to the Provincial Head within six (6) months of the issuance of this ficence.

Mining must exclude the 2 main wetlands on the western and eastern side of the mine.

All measures and technologies available must be utilized to ensure that decant points
are at ieast 200m away from all rivers.

Drainage systems, trenches, channels and dams ensuring the separation of clean and
dirty water must be constructed and operated in an environmentally friendly.

An inspectional and maintenance system to clean and access drainage systems,
trenches, channels and dams must be established and implemented.

All diversion trenches and berms as well as soil stockpiles must be seeded with an
appropriate seed mixture during the first rainy seascn after establishment.

NS
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APPENDIX IV

Section 21 {g) of the Act:  Disposing of waste in a manner which may detrimentally
impact on a water resource

1. CONSTRUCTION , OPERATION AND MAINTAINANCE

1.1 The Licensee shall carry out and complete ali the activities, including the construction
and operation of the facilities indicated in Table 4, according to the Report and
according to the final plans submitted with the Integrated Water Use Licence
Application as approved by the Provincial Head:

ment facilities

Table 4: Geographical positions of all the waste water mana

urpose . | Capacit rt

21@; | Mine [7 000m? Brakfontsin 264 1R

Sterage of | infrastructure Portion 27: o -
dirty water | PCD 26°1329.78"S
in the PCDs 28°50'36.89"F
26°13'32.70"S
28°50'38.44"E
26°13'28,71"S
28°50'40.63"E
26°13'28.78"S
28°50'32.62"E
Additional 3
. 7 000m
infrastructure on s o
PCD with 7 26°13'29.43"S
000m3 28°5(/40.75"E
capacity.

26°13'32.58"8
28°50'38.66"E

26°13'34.29"S
28°50'41.76"E

WA
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26°13'30.56"8
28°50'43.68"
PCD at wash | 17 658m° Brakfontein 264 IR
plant and co- Portion 25: oros .
disposal, 26°13'64,23"8
PCD with 17 28°50'59.35'E
658m°
capacity.
Capacity to 26°13'54.16"S
increase by P R
mine water
is pumped
from sumps 26°13'566.93"S
RrD. 28°51'8 42"E
26°13'56.78"S
28°50'88.17"E
21{g): Coal | Temporary 1 200 000 Brakfontein 264 IR
Stockpiling | overburden tons/year. Portions 16: s "
pm and ROM 26°13'38.21"S
overburden | coal 28°49'55 88"E
stockpiling | stockpiles at
incling shaft.
Temporary 600 000 | Brakfontein 264 IR
overburden tons/year. Portions 27: oar "
and coal 26°13'27.94"S
stockpiles at 28°50'44.26"E
mining area.
ROM Brakfontein 264 IR o4 g
stockpiles at 3022,9 g gro Portions 17: B 1320.24
mining area. year. 28°50'46 43"E
Temporary , Brakfontein 264 IR
overburden | 450 000 m”. Portions 17; . My
stockpiles at 26°134.26'S
mining area. 28°51'6,37E
Temporary Brakfontein 264 IR
overburden 480 000 m3. FPortion 22: 26°14'14.93"S
stockpiles at 28°40'52 61"E
mining area.
Temporary : Brakfontein 264 IR
overburden | 500 000 m”. Paortion 25: . "
stockpiles at 26°13'42.28S
mining area. 28°50'37.75"E
\’WS'S
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Temporary

Bra.kf.dnlein 264 IR

coal 300 000 m® Portion 25: . \
stockpiles at 26°13'57.47"S
area.
21(e) Contaiment | 264 000tons/a | g e oin 264 1R | 26°13'57 67°S
Co-disposal | of waste Portion 25 orpy "
facility for emanating 28°50'58.31"E
discard and | from the 26°14'3.59"S
shurry processing 28°50'65.28"E
disposal and washing
plant.
26°14'9.64"S
28°50'59.06"E
26°14'5.93"S
28°617.13"E
26°13'$7.28"8
28°51'8.32E
21{g): Dust 32 850m™/a Brakfontein 264 IR All areas
suppression All portions within the
mineral rights
boundary
21{g). Brakfontein 264 IR
Ablutiong 3 Portions 27 and 25 . "
and septic 22265m’/a 26°13'34.32"S
tanks 28°50'68.56"E
26°1348.07"S
28°50'53.12'E
1.2 The construction of the waste containment facilities listed in Table 4 must be carried
out under the supervision of a professional Civil Engineer, registered under the
Engineeting Profession of South Africa Act, 1990 {(Act 114 of 1990), as approved by
the designer,
1.3 Within thirty (30) days after the completion of the activities referred here in accordance

with the relevant provisions of this licence, the Licensee shall in writing, under
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reference 27/2/2/B120/5/4, inform the Provinclal Head thereof. This shall be
accompanied by a signature of approval from the designer referred to above that the
construction was done according to the design plans referred to in the Report.

The Licensee must ensure that the disposal of the waste or water containing waste
and the operation and maintenance of the system are done according 1o the provisions
in the Report.

The Licensee shall as well submit a set of as-built drawings to the Provincial Head
after the completion of the waste faciiities listed in Table 4.

The waste facilities listed in Table 4 shall be operated and maintained to have a
minimum freeboard of 0.8 metres above full supply leve! and all other water systems
related thereto shall be operated in such a manner that it is at all times capable of
handling the 1:50 year flood-event on top of its mean operating level.

The Licensee shall use acknowledged methods for sampling and the date, time and
sampler must be indicated for each sample.

The Compacted Clay Layer compaction specification must be amended to a minimum
of 95% Standard Proctor density.

The Geo-membrane shall comply with SANS 1526 and GR| GM13,

The Pollution Control Dam protection layer of sand on the floor and geo-textile on the
wall area shall be removed oul as to reinstate the composite effect of the Barrier
system.,

The ash fayer beneath the Run of Mine pad shall be installed.

DISPOSAL OF WASTE OR WATER CONTAINING WASTE

The Licensee is authorised to dispose of waste or water containing waste info the
waste management facilities on the properties described in Table 5:

Table 5: Volumes of waste or water to be disposed at the waste disposal
facilities

Disposal of 000 47 000 dirty | Viakvarkfontein 213 IR
contaminated portion 4
run-off and emanating
contaminated from the
dewatered dewatering of
water Pollution opencast  pit
Control Dam and dirty
water run-off.,
2.2, The Licensee is authorised to dispose of a maximum volume of two hundred and
ninety one thousand three hundred and eight cubic meters per annum (291 308 m%a)
VAN
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of waste water by means of dust suppression onfo haul roads and mining area on
portion 4 Viakvarkfontein,

MONITORING

Surface draining via the two streams cross the proposed mining rights area, flowing
from south {o north towards Delmas, occurs within the study area, therefore
reasonable and sound groundwater protection measures are reguired to ensure that
no cumulative pollution affects these water resources.

There must be an undertaking by the mine to provide and compensate the surrounding
groundwater users shouid their boreholes be affected in terms of guantity and quality
in a long term.

The Licensee must is submit the final groundwater monitoring program with the
inclusion of the boreholes in Table 6 of the Licence within six (6} months of issuance of
this licence,

The groundwater model must be updated as more information on the current and
additional monitoring boreholes bacomes available.

Table 6: Groundwater monitoring boreholes

‘Monitoring point " | Description - Co-ordinates”
CBF1 Proposed Underground & Opencast -26.2247°'S
28.8322 'E
CBF2 Proposed Underground & Opencast -26.2277 'S
28.8348 'E
CBF3 Proposed Underground & Opencast -26,2255 '8
28.8376 'E
CBF§ not applicable -26.2150'S
28.8620°'E
CBF6 not applicable -26.2281°'S
28.8609 'E
CBF7 not applicable -26.23536 'S
28.874 '
BHA1 Current Opencast ~26.2170°8S
28 8539 E
BHA3 Current Opencast -26,2274°S
28.8544 'E
BHB Current Surface Infrastructure -26.22348°'S
28.8443 'E
BHC Proposed Underground & Opencast -26.2219'S
28.8420 'E

N’\/\.‘.‘ﬁb
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Ph: ut o)

levels - uality : e

During mining Monthly Quarterly Total Dissolved Solids /
Electrical Conductivity;
pH level, Alkalinity;

Post-Mining Monthiy Quarterly Carbonates;

Magnesium; Calcium;
Sodium; Potassium;
Sulphate; Chloride;
Fluoride; lron;
Manganese; and
Aluminum.

3.5 The Licensee shall monitor on monthly basis the water resources at surface water
monitoring points in Tables 8 & 9 and groundwater monitoring points in Tables 6 & 7 on a
quarterly basis to determine the impact of the facility and other activities on the water
quaiity by taking samples at the monitoring points.

Table 8: Surface water sampling points.

‘Monitoring point: [ Description 3. Co-ordinates
MP-A Tributary of the Wilge River, up stream of Pin 27 -26.2311°S
28.8403'E
MP-B Tributary of the Wilge River, eastern boundary of Ptn | -26.2253 'S
27 28.8416 'E
MP-C Tributary of the Wilge River, downstream of Pin 27 -26.2288°8
28.8653 'E
MP-D Up stream of Ptn 29 {northern boundary) -26.2037 'S
28.8417 'E
MP-E Up stream of Pin 29 -26.1939 'S
(nerthern boundary) 28.8439E
MP-F Downstream of Pin 29 -26.1978 'S
28.8654 'E
MP-G1 Wilge river, upstream of MP-C -26.2320'S
28.8558 'E
MP-G2 Upstream of confluence with Wilge River -26.2347°'S
28.8849 'E
MP-G3 Downstream of Ptn 17 and 27 but up stream if Ptn 4 ~26.2003°S
28.8774 'E
MP-G4 Most downstream point of the entire study area -26.1748 'S
28.8819 'E
in-pit sump Location may vary within the general location of the pit | -26.2237'8
28.8504 '
PCD South-western extent of existing mining area. Dirty | -26.2252 'S
water containment dam. 28.8440 E
PCD Eastern area of portion 25 -28.2322'S
28,8508 'F

Table 9: Groundwater monitoring plan frequency
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During mining Monthly Monthly Total Dissolved Solids /
Electrical Conductivity;
pH level; Alkalinity;

Post-Mining Quarterly Quarterly Carbonates;

Magnesium; Calcium;
Sodium; Potassium;
Suiphate; Chloride;
Fluoride; Iron;
Manganese; and
Aluminum.

3.6 The date, time and monitoring point in respect of each sampie taken shall be recorded
together with the resuits of the analysis.

3.7  Monitoring points shall not be changed without prior notification to and written approval
by the Provincial Head.

3.8 The waste management facilities must be designed in such manner that any leakages
can be contained and reclaimed without any impact on the surrounding environment,
an early warning detection system must be installed and monitored to detect any
leakages or malfunction in the waste management facilities in time in order to take
corrective action to protect water resources.

3.9 Post mine closure, there is a great chance of decant and acid mine drainage, the
Licensee is required to commit to treat decanting water up to an environmentally
acceptable standard before that decant reports to surface water bodies in the study
area.

3.10 The groundwater model must be updated as more information in the current and the
additional monitoring boreholes becomes available.

3.11  Geochemical studies must be carried out and the numerical groundwater flow and
contaminant transport models for the proposed mine must be updated and submitted
to the Provincial Head within (12) twelve months of the issuance this licence.

312 An acceptable groundwater monitoring network must be established within six (8)
months of the date of issuance of this licence.

M
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4, WATER RESOQURCE PROTECTION
41  The impact of the activities of the mine on the groundwater shall not exceed the limits
as indicated in Table 10.
Table 10: Ground Reserve Quality
Electrical Conductivity (mS/m) 37.514
pH 5.5-85
Sodium (mg/) 10.45
Magnesium (mg/l} 5.61
Calcium (mgh) 20.68
Chloride {mgfl) 8.80
Sulphate (mg/l} 14.85
Nitrate {mg/l) 0.48
5. REPORTING
8.1 The Licensee shall update the water balance annually and calculate the loads of waste
emanating from the activities. The Licensee shall determine the contribution of their
activities to the mass balance for the water resource and must furthermore co-operate
with other water users in the catchment to determine the mass balance for the water
Tesource reserve compliance poeint.
8.2  The Licensee shall submit the resuits of analysis for the monitoring requirements to the
Provincial Head on a quarterly basis under Reference number 16/2/7/B200/C585,
6. STORMWATER MANAGEMENT
6.1  The stormwater management drawings must be submitted to the Department for
approval prior to the commencement of the proposed water use activities and that no
mining activity or infrastructure is positioned within the 1: 100 year floodline of the
Klipspruit and any other water resources within the vicinity of the mine without the
requisite authorisation.
8.2 The Licensee must also ensure that the runoff water storage facilities can
accommadate at least 1:50 year stormwater with a minimum 0.8 metre freeboard.
8.3  Stormwater leaving the Licensee’s premises shall in no way he contaminated by any

substance, whether such substance is a solid, liquid, vapour or gas or a combination
thereof which is produced, used, stored, dumped or spilled on the premises.

S
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Increase runoff due to vegetation clearance andfor soil com paction must be managed,
and steps must be taken to ensure that stormwater does not lead o bank instability
and excessive levels of silt entering the stream.

Stormwater shall be diverted from the mine complex site and roads and shall be
managed in such a manner as to disperse runoff and concentrating the stormwater
low.

Where necessary works must be constructed to attenuate the velocity of any
stormwater discharge and to protect the banks of the affected watercourses.

Stormwater control works must be constructed, operated and maintained in a
sustainable manner throughout the impacted area.

Increased runoff due to vegetation clearance andfor soil compaction must be
managed, and steps must be taken to ensure that stormwater does not lead to bank
instability and excessive levels of silt entering the streams,

All stormwater that would naturally run across the poliution areas shall be diverted via
channels and trapezoidal drains designed to contain the 1:50 year flood.

PLANT AREAS AND CONVEYANCES

Pallution caused by spills from the conveyances must be prevented through proper
maintenance and effective protective measures especially near ail stream crossings,

All reagent storage tanks and reaction units must be supplied with a bunded area built
to the capacily of the facility and provided with sumps and pumps to return the spilied
material back into the system. The system shall be maintained in a state of good repair
and standby pumps must be provided.

Any hazardous substances must be handled according {o the relevant legisiation
relating to the transport, storage and use of the substance.

Any access roads or temporary crossings must be:

7.4.1  Non-erosive, structurally stable and shall not induce any floading or safety hazard
7?3 Be repaired immediately to prevent further damage.

ACCESS CONTROL

Strict access procedures must be followed in order to gain access to the property.
Notices prohibiting unauthorised persons from entering the controlled access areas as

well as internationally acceptable signs indicating the risks invelved in case of an
unauthorised entry must be displayed atong the boundary fence of these areas.

WMAS
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9. CONTINGENCIES

9.1 Accurate and up-to-date records shall be kept of all system malfunctions resulting in
non-compliance with the requirements of this licence. The records shall be available
for inspection by the Provincial Head upon request. Such malfunctions shall be
tabulated under the following headings with a full explanation of all the contributory
circumstances:

Cperating errors

Mechanical failures (including design, installation or maintenance)
Environmental factors (e.g. flood)

Loss of supply services (e.g. power failure) and

Other causes.

©©©oo
_\.._k.._\._\....\.
o b

9.2 The Licensee must, within 24 hours, notify the Provincial Head of the occurrence or
potential occurrence of any incident which has the potential to cause, or has caused
water pollution, pollution of the environment, health risks or which is a contravention of
the licence conditions.

8.3  The Licensee must, within 14 days, or a shorter period of time, as specified by the
Provincial Head, from the occurrence or detection of any incident referred above,
submit an action plan, which must include a detailed time schedule, to the satisfaction
of the Provincial Head of measures taken to

9.3.1 Correct the impacts resulting from the incident
9.3.2 Prevent the incident from causing any further impacts and
9.3.3 Prevent a recurrence of a similar incident.

10.  AUDITING

10.1  The Licensee shail conduct an annual internal audit on compliance with the conditions
of this licence. A report on the audit shall be submitted to the Provincial Head within
one month of finalisation of the report, and shall be made available to an external
auditor should the need arise.

11.  INTEGRATED WATER AND WASTE MANAGEMENT

11.1  The Licensee must update an Integrated Water and Waste Management Plan (IWWMP),
which must fogether with the updated Rehabilitation Strategy and [mplementation
Programme (RSIf), be submitted to the Provincial Head for approval within cne (1) vears
from the date of issuance of this licence.

1.2 The IWWMP and RSIP shall thereafter be updated and submitted to the Provincial Head
for approval, annually.

11.3  The Licensee must, at least 180 days prior to the intended closure of any facility, or any
portion thereof, notify the Provincial Head of such intention and submit any final
amendments to the WWMP and RSIP as well as a final Closure Plan, for approval,

114 The Licensee shall make full financial provision for all investigations, designs,
construction, operation and maintenance for a water treatment plant should it become
a requirement as a long-term water management strategy.

WAL
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11.5  During the operational phase the Licensee must ensure local aquifers are not
ariificially recharged by the seepage emanating from the opencast mining workings, -
dirty water dams, feaking pipes or any hazardous waste storage facilities.

11.6  Emergency action plans in cases of groundwater poliuted emanating from the
opencast mine workings; dirty water dams; any hazardous waste storage facilities (e.q.
oil and diesel spills), or leakage occurred along the pipeline must be adhered too to
protect groundwater quality from degradation and a plan for remediation must be
developed and ensure that the corrective measures implemented are adequate. This
aclion plan should inter aiia identify the sources of potential groundwater
contamination, the potential impacts should be quantified and their contribution
factored into the remedial strategy of groundwater.

11.7  The monitoring data must be analyzed by a hydro-geologist to establish quality trends
for the boreholes. This can be used to re-evaluate the aquifer guantity and quality
status on an ongoing basis and recommendation adjustment to abstraction rate or
daily pump cycle if required.

11.8  Poliution control dams and the groundwater recharge into the mine workings should be
managed properly to avoid decant of groundwater poor guality mine water info the
surface resources and ensure surface streams do not act as secondary sources of
contamination during operational, decommission and closure phases

13 GENERAL CONDITIONS

13.1  Water samples must be taken from all the monitoring boreholes by using approved
sampling techniques and adhering to recognized sampling procedures. Samples
should be analyzed for both organic as well as inorganic pollutants, as mining activity
often iead to hydrocarbon spills in the form of diesel and oil. At least the following
water quality paramsters should be analyzed for:

13.1.2 Major ions {Ca, K, Mg, Na, SO,, N, Cl, F)
13.1.3 Electrical Conductivity (EC)

13.1.4 Total Petroleum hydrocarbon {(TPH)

13.1.5 Total Alkalinity

These should be recorded on a data sheet, It is proposed that the data should be
entered into an appropriate computer database and reported to the Department of
Water And Sanitation.

13.2  The final backfilled opencast topography should be engineered such that runcff is
directed away from the opencast areas.

13.3  The final layer should be as clayey as possible and compacted if feasible, to reduce
recharge to the opencasts.

13.4  Quarterly groundwater sampling must be done to establish a database of piume
movement trends, to aid eventual mine closure.

13.5  The Licensee must ensure in advance that alternative water supply for external water
users is provided to these users should groundwater resaurces be impacted

W
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13.6 A proper groundwater and surface water monitoring network should be established to

. monitor the quality and quantity of groundwater as per the report recommendation and

ensuring that water used by other water users are safeguarded in accordance to
Chapter 14 of the National Water Act, 1998.

13.7  The waste containment facilities must be designed in such a manner that any spillage
c¢an be contained and reclaimed without any impact on the surrounding environment, a
plan must be in place to stop overflowing in a dam in case of rainy seasons,

13.8  The Licensee shall at all times together with the conditions of this licence adhere to the
Regulations on use of water for mining and related activities aimed at the protection of
water resources (GN 704, 4 June 1989).

WALS
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Section 21 (j) of the Act: Removing, discharging or disposing of water found
underground if it
continuation of an activity or for the safety of people.

is necessary for

the efficient

1. This licence authorises the removal of a maximum volume of water found underground in
the property as indicated in Table 11;

: m3/annum
21(]): Dewatering of | 150m® /day for 54 750m%a | Brakfontein 264 IR
mine pits for safe dust suppression Portions 16: 6°13'38.21"S
mining and mine 6°13'38.21
requirements 28°49'55.88"'E
100m” /day for 3 Brakfontein 264 [R
dust suppression RO '@ Portions 17 and 513197 12"
and mine 27: 2 A2'S
requirements 28°51'0. 04 E
150m” /day for 3 Brakfontein 264 iR
dust suppression DtalialL(a Portions 22 and 26°14'4.99"S
and mine 25: i
requiremants 28°5018.49E
Z. The quantity of the water authorised to be removed in terms of this licence nay not be
exceeded without prior authorisation by the Minister.
3. The Licensee shall provide any water user whose water supply is impacted by the
water use with potable water.
4, The quantity of water removed from underground must be metered and recorded on a
daily basis.
5. The groundwater levels shall be monitored monthly.
6. Self registering flow meters must be installed in the delivery lines at easily accessible

positions near the dewatering points,

7. Calibration certificates in respect of the pumps must be submitted to the Provincial
Head after installation thereof and thereafter at intervals of two (2) years.

8. The date and time of monitoring in respect of each sample taken shall be recorded
together with the results of the analysis.
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Analysis shall be carried out in accordance with methods prescribed by and obtainable
from the South African Bureau of Standards, in terms of the Standards Act, 1982 (Act
30 of 1982),

The methods of analysis shall not be changed without prior notification to the Licensee
and written approval by the Minister or hisfher delegated nominee.

The Provincial Head must be informed of any incident that may lead to groundwater
being disposed of contrary to the provisions of this licence, by submitting a report
cortaining the following information:

111 Neafure of the incident (e.g. operating malfunctions, mechanical failures,
envircnmental factors, loss of supply services, etch\

11.2  Actions taken to rectify the situation and to prevent pollution or any other
damage to the environment and

11.3  Measures to be taken to prevent re-occurrence of any similar incident.

The Licensee shall follow acceptable construction, maintenance and operational practices
to ensure the consistent, effective and safe performance of the groundwater removal
system.

Reasonable measures must be taken to provide for mechanical, electrical or
operational failures and malfunctions of the underground water removal system.

END OF LICENCE

Wiy
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MEMORANDUM

Mr Vusi Mboweni
Acting Executive Primary Energy Division

SUBJECT

Potential Coal Sources to Hendrina Power Station and Estimated Delivered Price
For your information, please

Introduction

A Request for information was issued to the market for coal supply to Hendrina Power Station post
2018; it was issued on 22 October 2014 and closed on 03 December 2014. The main objective of
the RFI was to identify potential coal sources to supply coal to Hendrina post 2018. This will enable
timeous engagement with potential coal suppliers to ensure security of supply to the power station.
The information obtained through this RFI can be utilised to strengthen Eskom’s coal supply

database and assist in future coal supply procurements to any alternative power stations.

On the closing date of the RFI3230, 20 suppliers responded with 30 coal resources being offered by
these suppliers. During the initial technical evaluation process 4 suppliers and 5 sources were not
considered. 1 supplier wanted to supply petrified wood, 2 suppliers only submitted EMPR documents

and 2 suppliers did not name their coal sources

During the evaluation process, the technical team had the following experiences in terms of
assessing the ROM tons: some suppliers did not provide the ROM-tonnages but rather the mineable
tons insitu (MITS) or the total tons insitu (TTIS). The technical team used the following assumptions
to calculate and derive the ROM tonnages:
¢ If the tonnages were quoted as MTIS an extraction factor of 90% was applied for the opencast
resources (OC) and 65% for the underground resources. (UG) If the resource was a
combination of opencast (OC) and underground (UG), an extraction factor of 77.5% (i.e.
average of OC and UG) was applied.
e Ifthe tonnages were quoted as TTIS, a geological and environmental loss of 40% was applied
to arrive at the MTIS.

Primary Energy Division

Megawatt Park Maxwell Drive Sunninghill Sandton

PO Box 1091 Johannesburg 2000 SA
www.eskom.co.za

Eskom Holdings SOC Limited Reg No 2002/015527/30
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For resources where the mining method was not specified, an extraction factor of 77.5% was
applied.

¢ Where the reserve and resource classification (MTIS, TTIS) was not quoted, it was accepted
as MTIS.

¢ In calculating the ROM tonnages a 5% contamination and 5% surface moisture was applied.

Furthermore other information such as qualities, distance to power stations was not

submitted by the supplier.

The suppliers with the sources in dark blue in Figure 1 provided the distances to Hendrina

Power Station from their source and the estimated price.

The transport cost was calculated using the average rates paid by Eskom for the distances
supplied by the supplier. In the case the Southpansberg coalfield and the Limpopo Coalfield,
a road distance of 40km and 450km rail distance was assumed to calculate the transport

cost.

Due to limited wash ability data, where the supplier offered a lower calorific value i.e. below

23MJ/kg, a 10% increase in cost was factored in for the yield adjustment.

Where the supplier did not supply the price and qualities, i.e. light blue a price of coal offered
by current suppliers in the area was used and adjusted for the quality. The straight line
distances from the source to the power station was scaled of a plan and used to calculate
the transport cost where distances were not supplied by the supplier.
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Figure 1: Sources considered from RFI

From the above if the traders / agents and the sources in the Limpopo coalfield are excluded
(because of high delivered cost) the remaining sources and estimated delivered price is show
below in Figure 2:

Potential Coal Source (excluding agents and coal sources in the Limpopo coalfield) W Total Transport Cost
700 Ajustment for CV coal Price
600 Optimun

Coal sources

Figure 2: Excluding traders/ agents and coal sources in the Limpopo Coalfield

The estimated monthly tons from each of the sources from Figure 2 is show in figure 3 below:
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Estimated tonnage (kt/month) from sources

®m kt/ month

Figure 3: Estimated monthly tonnage

The cumulative monthly tonnage is shown in Figure 4 below. Up to July 2016 the tonnage

is below 500Kt and by February 2019 reaches 1000Kkt.

Cumulative monthly tonnages
1200

1000
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K tons

600

Loskop Colliery
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Bloekombos Coal mine
Leiden
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= Geluk

B Glenfillan

H Elandspruit 291JS Ptn 38
400
® Anglo Landau Colliery
200 W Sarah Buffels
B Kromkrans Colliery
0 H Consbrey Colliery
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T3 TV SRS T VY S T V3 T aESEIRTIEES T Vv ® Pembani Coal Carolina

Figure 4: Cumulative monthly tonnages

Conclusion

Based on Figure 4, it is clear that in the first year (July 2016) there will not be enough coal

to meet Hendrina power station’s burn requirement and additional coal will have to be

purchased from other suppliers. Furthermore due to road and stockyard logistics, Hendrina

Power Station can only handle 10kt imports out of a standard daily burn requirement of 20kt.

Coal may also be required for Arnot Power Station. It is anticipated that if PED goes out on

an RFI for Arnot, the same suppliers respond.

From: Johann Bester
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Unique 1D 724503
Revision: 1

Approval for the sourcing of coal fo :
@ Eskom PFill the shorttall from £Y2015 Shective Date. 126 May 2018
gge 20

Primary Energy Divislan

DELEGATION OF AUTHORITY

In terms of the delegation vested in me and in accordance with resolutions approved by the Board
Tender Committee on 11th September 2008 and confirmed at subsequent Board Tender
Commitiee Meetings of 3rd December 2010 and 16th April 2014, ), VUSI MBOWENI, as the Senior
General Manager of the Primary Energy Division, hereby delegale furlher by authorising JOHANN
A BESTER, General Manager Fuel Sourcing, to take all the necessary steps to give effect to the
signing of the agreements or consenis or other documentation necessary or related to the
APPROVAL FOR THE SOURCING OF COAL TO FROM FY2016 ONWARDS as set out in the
attached document 724503.

The General Manager Fuel Sourcing is required to ensure that all the necessary due diligence
prerequisities have been conducled prior to signing of the agreements or consenis or other
documentation relating to the APPROVAL FOR THE SOURCING OF COAL TO FiLL THE
SHORTFALL FROM FY2016 ONWARDS, these prerequisites include the following disciplines:

Commercial and Financial

Supplier Development and Localisation
Environmental and Lega)

Technical

Heaith and Safety

Logistics

Kindly therefore, authorise the requested Delegation of Authority if the above is in order,

Regards

Vusi Mboweni " Date
SENIOR GENERAL MANAGER

PRIMARY ENERGY DIVISION

Accepted:

W 1z June 2oty

Date

GENERAL MANAGER: FUEL SOURCING
PRIMARY ENERGY DIVISION

CONFIDENTIAL
When downlgaded from the database, this document is uncontsolied, and the responsibifity rests with the user 1o ensura that it is in line
wilh lhe authorised version on lhe dalabage,
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Primary Energy Division
ESKOM Holdings SOC Limited
Magawatt Park

Sandton

Attn. Ms Ayanda Ntshanga

Dear Sir,

COMMERCIAL OFFER FOR SUPPLY OF COAL TO ESKOM

TEGETA
v

\

~~~—_ COAL,COPPER &PGM

Date: 23rd September 2014

Kindly refer to the meeting we had with you in the captioned matter. In this connection
please find below the details of our commercial offer for the supply of coal to ESKOM:

1. Seam Offered: 4th Lower Seam;
2. Quantity Offered( In Mt):

i.  Minimum- 40000 Mt;

ii. Maximum-70000 Mt

3. Quality:
SrNo Particulars Typical Rejection Limit | Bonus
« Calorific Value 22.00 19.50 >22.50
2. Sulphur 1.00 >1.30 <1.00
3, Volatile 21.00 <20.00
4, Ash 25.00 >32.00 <25.00

4. Rate Offered per Mj.: R17.00

Yours Sincerely

y

(Authorised Signatory)
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MINUTES OF MEETING WITH
TEGETA-IDWALA
HELD ON 30 JANUARY 2015
AT ESKOM’S OFFICES, MEGAWATT PARK, SUNNINGHILL

GREEN ROOM BOARDROOM

Attendants:

Eskom

Thabani Mashego (TM)
Ayanda Ntshanga (AN)
Sunjay Andhee (SA)
Johann Bester (JB)

IDWALA

Ravindra Nath (RN)
Satish Mudliar (SM)
A.K. Upadhy (AK)

JB advised on the evacuation procedures

Commercial Discussion

JB started the discussion by discussing Eskom’s pricing principles.
JB stated that parties are far apart in terms of the price.
JB went on to show the average cost of coal delivered to Majuba Power Station

RN stated that they have increased their BBBEE ownership and a higher price would be
needed to finance the BBBEE partners.

RN also further stated that recent changes in the environmental law as well as royalties
justified the need for a higher price.

JB stated that any price that the parties agree on would set a new benchmark on coal sold
to Eskom, so it was important that an acceptable price be agreed between both parties.

JB urged that Tegeta review their price, if they are unable to review their price Eskom would
have to look at alternative suppliers.
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¢ RN requested to call their board and obtain a mandate to adjust their price offer.

e RN came back with a price offer of R13.50/GJ for a five year contract. of approximately
65kt per month from the Brakfontein Resource.

o Eskom agreed to accept the price, provided that Eskom has the first right of refusal, for the
additional coal resources at Brakfonein extension. Furthermore the coal must meet the
technical and combustion requirements of Majuba Power Station.

Technical Discussion

e AK the Mine Manager presented their proposed technical plan to mitigate the high abrasive
(Al) to MM and SA.

e Eskom’s other big concern is the Hard Grove Index (“HGI”) which is marginal; Eskom
requires a minimum of HGI of 50.

e SA and MM were satisfied by the plans presented by Tegeta on how they plan to mitigate
the high Al is sound.

¢ A newly mined sample of the blended product will have to be collected for testing.

e Tegeta are proposing a supply of 65kT/month of the blended product (seam 4 Upper and
seam 4 Lower).

e The proposed start date would be the 15t of April 2015, subject to a successful combustion
test.

e AK was requested to provide Eskom with their proposed ramp up plan.


Kate Hofmeyr

Kate Hofmeyr
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Ravindra Nath

Chief Executive

Tegeta Exploration and Resources (Pty) Ltd
Grayston Ridge Office Park

Block A, Lower Ground Floor

144 Katherine Street

SANDTON

2146

Dear Ravindra

BRAK-098

CONFIDENTIAL

Date:
12 February 2015

Enquiries:

A Ntshanga

+27 (011) 800 2936
Our Ref: 722983

COAL SUPPLY OFFER - TEGETA (BRAKFONTEIN COLLIERY AND EXTENSION)

We refer to our recent discussions and your letter dated 3 February 2015 and have
amended our coal supply acceptance offer letter referenced as 722981, as follows.

Eskom has agreed to take 65 000 tons from Brakfontein Colliery. Further, Tegeta will
offer to Eskom, at the same commercial terms as set out herein, from their Brakfontein
Extension Colliery and Eskom has the option to enter into an off-take agreement for the

additional coal from Brakfontein Extension Colliery. Each of the tranches are subject to

the terms herein.

1. Coal Specification

The coal that will be supplied from the Brakfontein Colliery and Brakfontein
Extension Colliery respectively shall comply with the specifications as listed below.

nglity parameter Unit ji:; ::::Z d Qualit{lt;ﬁ)tection Meﬁ;:g;nont |
| Calorific Value MJrkg 2110 | <20.0 Air Dried |
Total Moisture % <8.0 ; >10.0 As Received |
Inherent Moisture % 4.4 NIA As Received |
| Ash % 1 27.9 >30.0 | AirDried
| Abrasive Index (Eskom Mining House mgFe/dkg ' <450 >450 ‘ Air Dried
i Method) i {
| Sulphur % 1.0 F >1.3 Alr Dried |
| Volatiles % 21.3 f <20.0 AirDried |
| AFT (initial deformation) °c 1300 | <1220 N/A |
‘ Sizing 3 1‘
‘ +50mm t % <5.0 5.0 i ]
| -3mm (cumulative) | % <30.0 >35.0 1
| ~1mm E % <10.0 >15.0 _ ‘

* Hard grove Index should be within Eskom acceptable limit of 50 in order to achieve the desired milling and coal fineness during

combustion.

** Full combustion tests will be conducted on all proposed coal prior to delivery and acceptance by Eskom. The objective of the

combustion test is to ascertain suitably of the coal for use by Eskom.

Primary Energy Division

Megawatt Park Maxwell Drive Sunninghill Sandton

PO Box 1091 Johannesburg 2000 SA

Tel +27 11 800 3729 Fax +27 11 800 5555 www.eskom.co.za

Eskom Holdings SOC Ltd Reg. No 2002/015527/30
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2. Price

The price agreed with Tegeta for a combination of seam 4 upper and seam 4 lower
from Brakfontein Colliery is R13.50 per gigajoule for a 65 000 tons per month supply.

A maximum price of R13.50 per gigajoule for an additional 35 000 tons per month
from Brakfontein Extension Colliery.

3. Volumes
The proposed volume is 65 000 (sixty five thousand) tons per month from Brakfontein
Colliery, 35 000 (thirty five thousand) additional tons per month will become available
from Brakfontein Extension Colliery, which shall be offered to Eskom.

4. Commencement Date of the Contract
Notwithstanding signature of the Coal Supply Agreement by the party signing last in
time the commencement date shall be 01 April 2015, subject to the Conditions set out
below

5. Duration of the Contract

An initial five year duration with an option to extend for an additional five years i.e. for
a total duration up to 10 years, for a maximum tonnage of 12 million tons.

6. Conditions
Further to the above, it is important to note that the record of negotiation on the
abovementioned material terms are all subject to a duly signed coal supply
agreement between the parties and compliance with the following:

a. The contracted entity will provide a supplier develooment and localisation plan
that stipulates how this entity shall obtain and maintain for the duration of the
contract a minimum 50%+1 share Black Ownership within three (3) years from
commencement of the coal supply agreement. This plan is subject to approval by
Eskom.

b. The coal proposed to be supplied from, namely Brakfontein and Brakfontein
Colliery Extension, must comply with Eskom’s technical requirements and
Eskom’s coal supply requirements, including but not limited to Eskom’s full
combustion test. For the avoidance of any doubt if these requirements do not
render compliance for supply to Eskom’s Majuba Power Station, Eskom shall
outright reject the proposal and no coal supply agreement shall be entered to.

c. Eskom’s technical requirements are met and confirm that the additional
Brakfontein Extension can produce saleable tons prior to the contract being
extended to up to 10 years,

d. The contracting entity complies with all Eskom’s requirements which shall include
all Eskom policy and procedure, including Vendor registration.

e. All Eskom’s governance processes have been complied with.

Yours sincerely

e ‘ N
A[)["‘]/(}‘O P FCQ lé) A ,:,\_;\,\ 2019

C
Johann Bester
GENERAL MANAGER: FUEL SOURCING
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Unique ID: 722438
Revision: 1
@ ESkom Effective Date: 06 ZAC;J&USt
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Primary Energy Division
CLASSIFICATION CONFIDENTIAL DATE 4 May 2015
FOR ATTENTION VusI MBOWENI ACTION REQUIRED NOTING
FrROM JOHANN BESTER CONTACT +27 11800 3729
SUBJECT | UPDATE ON GLENCORE DISCUSSIONS

1.

Background

The Parties, Eskom Holdings SOC Limited ("Eskom") and Optimum Coal Mine Proprietary
Limited ("OCM") and Optimum Coal Holdings Limited ("OCH") (jointly referred to as the
"Optimum") are party to a coal supply agreement with addenda (the "CSA"), which regulates
the supply and delivery of coal to Eskom’s Hendrina Power Station (“Hendrina”) up until
2018 at prescribed quantities, qualities and at an agreed price.

A number of impasses and/or issues have arisen between the Parties relating to the
interpretation, implementation and execution of the CSA over an extended period with the
most recent claim of Hardship from OCM that has placed the current coal supply agreement
as risk.

2.

Considerations

Security of Supply

The proposed new coal supply agreement between Eskom and Optimum for Hendrina
ensures the sustainability of the Optimum mine and hence the security of coal supply to
Hendrina across the existing convey belt infrastructure. Furthermore the agreement binds
Optimum to extend the coal supply agreement for the life of Hendrina, and provides Eskom
the option to take the full opencast production, with at a specification determined or suite of
specifications determined by Eskom’s requirements, which may be varied from time to time
and provides Eskom with a 15% free carry shareholding. Eskom can therefore secure
between 4 and 5 million tons of high grade coal for Arnot and Kriel Underground, for which
there is currently no near term alternative.

Hardship Claim

Optimum initiated a hardship claim against Eskom on the 28 February 2014 relating to the
hardship notice issued on 3 July 2013. Optimum claim, in the hardship notice, that since
2006 Optimum has been supplying coal to Eskom at a price lower than the cost of
production and Optimum has been losing money on every tonne supplied to Eskom.

As a result of continued low international coal prices Optimum, without the prospect of a
recovery in the next two years, at the end of January 2015 Optimum made the decision to
close their export operations and began a section 189 for the opencast section of the mine.

Optimum have now indicated that they will close the entire mine if no agreement is reached
on the hardship claim or on a new contract that at the very least allows the mine to break
even.
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In exchange for an agreement between Eskom and Optimum to at a minimum cover the
cost of production, Optimum are willing to extend the coal supply agreement for the life of
power station, operate the opencast section for an Eskom on product suite and provide
Eskom with a 15% free carry shareholding.

As a result, the underground section of the mine, which produces 4.5Mtpa, remains
operational to supply Hendrina Power Station.

The risks associated with this current operation are:

e Hendrina Power Station requires 5.5Mta and therefore there would be an estimated
1Mt shortfall that would have to be sourced from alternative suppliers

e The supply from the underground only renders the mine an Eskom only product and
therefore with the closure of the open cast, from which the export product was
produced, terminates the subsidisation principle of the operations resulting in
Eskom potentially incurring the full costs of production

The proposed mitigation of these risks should supply from Optimum to Hendrina be
reduced or stop completely, Eskom has the right to put forward a case to obtain an urgent
court interdict compelling Optimum to supply coal, as contractually bound. Should Optimum
reduce supply to levels well below contractual limits, Eskom has the right to implement as
per the CSA, the export parity price penalties for short supply as dictated by the CSA.
Alternatively, Eskom can negotiate the costs for production as well as opening the open
cast for additional Eskom product. This would allow for Hendrina to obtain their full burn
requirement.

Hendrina Logistical Constraints

Should Optimum succeed in their Hardship claim and successful cease operations,
Hendrina would have to source their full burn requirement from alternative suppliers. The
small Hendrina stockyard cannot manage an additional 4Mt per annum by road. Should all
the coal have to be trucked into Hendrina, the current logistics infrastructure will have to be
modified to meet Hendrina’s full burn requirements. Coal import infrastructure is insufficient
to accept and manage total daily burn through Import coal delivered via Trucks

¢ Only one weighbridge system, historical maximum imports was 16 000 tons per day,
once off.

o D2274 (District Road) damaged with potholes poses a serious safety concern

e Only one level crossing which is the point of passing the rail, only one truck can
pass through at a time. This could lead to traffic congestion, limiting the number to
trucks to the stockyard and hence delivered coal tonnages

The Power Station will need to make significant infrastructure changes to cater for their full
requirement to be delivered by road.

Alternative Sources

The advantage of the Optimum supply is that it is delivered via conveyor belt to Hendrina.
Therefore, the delivered cost is significantly reduced. Coal delivered by conveyor incurs a
logistics cost in the order of R5 to R10 per ton compared to road or rail of between R150
and R180 per ton, depending on the distance and sidings used. While there are alternate
sources available, these have already been earmarked to fulfil the burn requirements at
other Eskom power stations and it is unlikely that these will be available to Hendrina
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immediately as potential alternative mines have indicated a lead time for development of
eighteen months.

3. Recommendation

In conclusion the recommendation is to increase the contract price from R154 per tonne to
R442 per tonne (February 2015 money values), for a CV of 23.5MJ/kg Dry basis from 1
April 2015 to 31 December 2018 for up to 5.5 million tons per annum, on condition that
Eskom has the right,

e until 31 December 2015, to extend the contract until 2023 and
e to take up to 15% of the shares in Optimum in the form of a free carry.
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MEMORANDUM

Mr Vusi Mboweni
Acting Executive Primary Energy Division

SUBJECT

Potential Coal Sources to Hendrina Power Station and Estimated Delivered Price
For your information, please

Introduction

A Request for information was issued to the market for coal supply to Hendrina Power Station post
2018; it was issued on 22 October 2014 and closed on 03 December 2014. The main objective of
the RFI was to identify potential coal sources to supply coal to Hendrina post 2018. This will enable
timeous engagement with potential coal suppliers to ensure security of supply to the power station.
The information obtained through this RFI can be utilised to strengthen Eskom’s coal supply

database and assist in future coal supply procurements to any alternative power stations.

On the closing date of the RFI3230, 20 suppliers responded with 30 coal resources being offered by
these suppliers. During the initial technical evaluation process 4 suppliers and 5 sources were not
considered. 1 supplier wanted to supply petrified wood, 2 suppliers only submitted EMPR documents

and 2 suppliers did not name their coal sources

During the evaluation process, the technical team had the following experiences in terms of
assessing the ROM tons: some suppliers did not provide the ROM-tonnages but rather the mineable
tons insitu (MITS) or the total tons insitu (TTIS). The technical team used the following assumptions
to calculate and derive the ROM tonnages:
¢ If the tonnages were quoted as MTIS an extraction factor of 90% was applied for the opencast
resources (OC) and 65% for the underground resources. (UG) If the resource was a
combination of opencast (OC) and underground (UG), an extraction factor of 77.5% (i.e.
average of OC and UG) was applied.
e Ifthe tonnages were quoted as TTIS, a geological and environmental loss of 40% was applied
to arrive at the MTIS.

Primary Energy Division

Megawatt Park Maxwell Drive Sunninghill Sandton

PO Box 1091 Johannesburg 2000 SA
www.eskom.co.za

Eskom Holdings SOC Limited Reg No 2002/015527/30
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For resources where the mining method was not specified, an extraction factor of 77.5% was
applied.

¢ Where the reserve and resource classification (MTIS, TTIS) was not quoted, it was accepted
as MTIS.

¢ In calculating the ROM tonnages a 5% contamination and 5% surface moisture was applied.

Furthermore other information such as qualities, distance to power stations was not

submitted by the supplier.

The suppliers with the sources in dark blue in Figure 1 provided the distances to Hendrina

Power Station from their source and the estimated price.

The transport cost was calculated using the average rates paid by Eskom for the distances
supplied by the supplier. In the case the Southpansberg coalfield and the Limpopo Coalfield,
a road distance of 40km and 450km rail distance was assumed to calculate the transport

cost.

Due to limited wash ability data, where the supplier offered a lower calorific value i.e. below

23MJ/kg, a 10% increase in cost was factored in for the yield adjustment.

Where the supplier did not supply the price and qualities, i.e. light blue a price of coal offered
by current suppliers in the area was used and adjusted for the quality. The straight line
distances from the source to the power station was scaled of a plan and used to calculate
the transport cost where distances were not supplied by the supplier.
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Figure 1: Sources considered from RFI

From the above if the traders / agents and the sources in the Limpopo coalfield are excluded
(because of high delivered cost) the remaining sources and estimated delivered price is show
below in Figure 2:

Potential Coal Source (excluding agents and coal sources in the Limpopo coalfield) W Total Transport Cost
700 Ajustment for CV coal Price
600 Optimun

Coal sources

Figure 2: Excluding traders/ agents and coal sources in the Limpopo Coalfield

The estimated monthly tons from each of the sources from Figure 2 is show in figure 3 below:
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Estimated tonnage (kt/month) from sources

®m kt/ month

Figure 3: Estimated monthly tonnage

The cumulative monthly tonnage is shown in Figure 4 below. Up to July 2016 the tonnage

is below 500Kt and by February 2019 reaches 1000Kkt.

Cumulative monthly tonnages
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Figure 4: Cumulative monthly tonnages

Conclusion

Based on Figure 4, it is clear that in the first year (July 2016) there will not be enough coal

to meet Hendrina power station’s burn requirement and additional coal will have to be

purchased from other suppliers. Furthermore due to road and stockyard logistics, Hendrina

Power Station can only handle 10kt imports out of a standard daily burn requirement of 20kt.

Coal may also be required for Arnot Power Station. It is anticipated that if PED goes out on

an RFI for Arnot, the same suppliers respond.

From: Johann Bester
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PRIVATE AND CONFIDENTIAL

Eskom Holdings SOC Limited
Megawatt Park

Maxwell Drive

Sunninghill

Attention;

Brian Molefe: Acting Chief Executive Officer
Vusi Mboweni, Acting Head: Primary Energy

with a copy to: Johann Bester: General Manager - Fuel Sourcing
30 June 2015

Dear Sirs

HENDRINA COAL SUPPLY AGREEMENT : REVISED OFFER

We refer fo the meeting held at Eskom's offices on 11 June 2015 between your Mr Molefe and Mr Mboweni
and ocur Mr lvan Glasenberg and Mr Clinten Ephron, As discussed at the meeting, Optimum is willing to
consider a compromise deal in relation to the renegotiation and extension of the Hendrina supply agreement.
We have given consideration as tc what sort of compromise weuld be feasible in the circumstances and,
accordingly, we hereby submit this revised offer for Eskom's consideration. The proposed new agreement
would supersede the existing Hendrina coal supply agreement and be in full and final settlement of al|
pending disputes and claims:

" Commencement | 1July 2015

Date
Duratlon |« The agreement will endure until a total quantity of 46,750,000 tonnes of
’ contract coal ("Total Contract Quantity’) has been supplied by Optimum to
Eskom.
Price e 1 July 2015 to 31 December 20718 (‘First Period") Base price ("Base Price’),

as at 1 July 2015 ("Base Date”), of R300 per Ton (Moisture free), excluding
VAT, for a CV of 23 megajoules/kg (Moisture free);

» 1 January 2019 to 31 December 2023 (“Second Period") - Base price
{"Second Base Price”) as at the Base Date, of R570 per Taon (Moisture

Optimum Coal Mine (Pty) Lid
(Registration No: 2007/005308/07)
A Glencore Operation
Business Address: N11 Hendrina Road, Pullenshope Offramp, Pullenshope
Mailing Address: Private Bag X1201, Pullenshope, 1096, South Africa
Tel,; +27 13 2965111
Registered Address: 23 Melrose Boulevard, 1# Floor, Melrose Arch, Melrose Narth, Johannesburg, 2196, South Africa
Mailing Address: Suite No. 19, Private Bag X1, Melrose Arch, Johannesburg, 2076
Tel: 427 11 7720600 Fax: +27 11 772 0697

Directors: R Cohen, C M Ephron, P Mahanyele, T Ncube
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S
free); excluding VAT, for a CV of 23 megajoules/kg (Moisture free).

Escalation » The Base Price for the First Period and the Second Period shall be escalated
on each anniversary of the Base Date in accordance with a Price Adjustment
Factor which is to be calculated in accordance with an escalation table to be
agreed between Eskom and Optimum.

Quality ¢ To be agreed between Eskom and Optimum
Spetcifications
and Adjustment

Quantity s The total quantity to be supplied by Optimum to Eskom for the balance
of the term of the CSA from 1 July 2015 will, subject to below, be
46,750,000 tonnes or 5 500 000 tonnes per calendar year, except in
respect of the 2015 calendar year where the quantity will be 2,750,000
tonnes for the period 1 July 2015 to 31 December 2015,

e Eskom shall be entitled, by no later than 31 December 2015, to
implement and conclude a tender process to obtain bona fide written
offers (“Third Party Offers”) from third party coal suppliers (each a
"Third Party Supplier” and collectively the "Third Party Suppliers”) to
supply a quantity of coal to Eskom at the Hendrina power station of not
more than 5 500 000 tonnes per annum (ie 27 500 00O tonnes in
aggregate) ("Replacement Quantity") during the period commencing on
1 January 2018 and ending on 31 December 2023 {"Second Period").

» If Eskom wishes to accept one or more Third Party Offers {each an
"Accepted Third Party Offer"), it must notify Optimum accordingly in
writing (*Third Party Offer Notice”), by no later than five Business Days
after 31 December 2015, and provide the details of each Accepted Third

| Party Offer including the guantity, the price range (on a delivered basis

| to Hendrina power station), the quality, the penalty regime and any other

relevant information.

e Optimum shall be entitled, by notice in writing to Eskom within fifteen
Business Days of receipt of the Third Party Offer Notice, to require
Eskom to enter into good faith negotiations with Optimum until not later
than 31 March 2016 (such period, the “Negotiation Perled") for the
supply by Optimum to Eskom of the quantity that is the subject of the
Accepted Third Party Offer ("Accepted Quantity”) at the terms set out
in in the Third Party Offer Notice or such other terms as may be
acceptable to Eskom and Optimum. Eskom shall be precluded from
concluding a contract in respect of the Accepted Third Party Offer during
such Negotiation Period. If during the Negotiation Period, Optimum and
Eskom reach agreement regarding the Accepted Quantity {or a portion
thereof), then they shall conclude an addendum effecting the necessary
changes to the CSA to give effect to such agreement.

[ * If Optimum elects not to require Eskom to enter into negotiations with
Optimum, or if Optimum requires Eskom to enter into negotiations with

Optimum Coal Mine (Pty) Ltd
(Registration No: 2007/005308/07)
A Glencore Operation
Business Address: N11 Hendrina Road, Pullenshope Offramp, Pullenshope
Mailing Address: Private Bag X1201, Pullenshope, 1096, South Africa
Tel.: +27 13 2965111
Registered Address: 23 Melrose Boulevard, 1st Floor, Melrose Arch, Melrose North, Johannesburg, 2196, South Africa
Mailing Address: Suite No. 19, Private Bag X1, Melrose Arch, Johannesburg, 2076
Tel: 27 11 772 0600 Fax: +27 11 772 0697

Directors: R Cohen, C M Ephron, P Mahanyele, T Ncube
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Optirum but Optimum and Eskom are unable to reach agreement on
the terms for the supply of the Accepted Quantity (or a portion thereof)
during the Negotiation Period, the Total Contract Quantity shall be
reduced by the Accepted Quantity (or a portion thereof in respect of
which no agreement was reached) from the date on which Optimum
advises Eskom that it does not require Eskom to enter into negotiations
with Optimum or the date of expiry of the Negotiation Period, as
applicable.

We remain of the view that this offer represents a reasonable compromise for ail parties in that it provides
some limited relief for Optimum to allow it to continue operating while at the same time ensures long-term
supply for Eskom until 2023 at its preferred efficient cost plus a fair return model.

This offer is valid until 34 July 2015.

We look forward to hearing from you.

Yours faithfully

~—clintén Epfiron

on behalf of
Optimum Coal Mine (Proprletary) Limited

Optimum Coal Mine (Pty) Ltd
(Registration No; 2007/005308/07)
A Glencore Operation
Business Address: N11 Hendrina Road, Pullenshope Offramp, Pullenshope
Mailing Address: Private Bag X1201, Pullenshope, 1096, South Africa
Tel.: +27 13 2065111
Registered Address: 23 Melrose Boulevard, 1st Floor, Melrose Arch, Melrose North, Johannesburg, 2196, South Africa
Mailing Address: Suite No. 19, Private Bag X1, Melrose Arch, Johannesburg, 2076
Tel: +27 11 772 0600 Fax: +27 11 772 0697

Directors: R Cohen, C M Ephron, P Mahanyele, T Ncube



BRAK-113

Annexure “JAB/217"”



BRAK-114
CONFIDENTIAL

® Eskom

Mr Clinton Ephron Date:
Chief Executive Officer 8 July 2015
Glencore Operations South Africa L_td

23 Melrose Arch

MELROSE NORTH

2196

Dear Clinton
RESPONSE TO THE REVISED OFFER: HENDRINA COAL SUPPLY AGREEMENT

We acknowladge receipt of your letter dated 30 June 2018, in which a revised offer for coal
. supply to Hendrina Power Station from Optimum Coal Mine was received. Considering Eskom’s
/ current financial position, which is public knowledge, we cannot afford to reset the contract price,
to that proposed by Optimum Coal Mine. As such Eskom declinas to accept the revised offer
and will continue to operate in accordance with the existing Coal Supply Agreement (CSA)
including all addenda between the parties.

It remains a priority for Eskom, not only to ensure the security of the coal supply to Hendrina
Power Station for the remainder of the current coal supply agreement but also for the remaining
life of Hendrina Power Station. The disputes and claims emanating from the existing CSA will be
resolved within the mechanisms provided for in the CSA.

Therefore it remains critical to all stakeholders that Optimum Coal Mine continues to deliver coal
as per the current contract. The existing CSA will conclude on 31 December 2018. For the

' period 1 January 2019 and beyond Eskom will be issuing an open tender to the market for the
supply of coal to Hendrina Power Station. Optimum Coal Holdings is welcome to participate in
the tender pracess in which contracts will be offered on a competitive basis.

Eskom's rights remain strictly reserved.

Yours sincerely

Brian Molefe
CHIEF EXECUTIVE {Acting)
ESKOM

Frimary Energy Division
Megawatt Park Maxwell Drive Sunninghill Sandton PO Box 1091 Johannesburg 2000 SA
Tel #27 11 800 1111 Fax +27 86 663 9855 www eskom.co.z3

Eskom Holdings SOC Lid Reg. No 2002/015527/030
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Yusi Mboweni Daie:
DIVISIONAL EXECUTIVE [ACTING) 27 Dctober 2014
PRIMARY ENERGY DIVISION
Eniuiries
Johann Bester

+27 (0) 11 800 3728
Our Rel: 722840

Daar Yusi
UFPDATE OF THE COAL SUPPLY AGREEMENT FOR THE HENDRINA POWER STATION

lhe Parties, Eskom Heldings SOC Limited {"Eskom"} and Optimum Coal Mine Proprietary
Limited ("OCM™ and Opfimum Coal Holdings Limited ("QGH") {iointly refered o as lhe
“Qptimum"} are party 1o a coal supply agreement with addenda (the “CSA"), which reguiaies
the supply and delivery of coal ta Eskom's Hendrina Power Station (*Hendrina®), at prescribed
quantities, qualities and at an agreed price

A number of impasses andior issues have arisen betwesn (he Paries raialing to the
interpretauon, implemaniation and execution of e CSA over an extended pericd of many
years. These fimpasses andfor issues between the Parties are —

. the interpretation, implementation and execution of the penaity provisions of the GSA and
audenda. specifically the amounis Eskom i3 entitied to deduct from any payment due 1o
Opiimum for the coal supplied and delivered, but which fails o comply wath the quality
specitication;

* the inlerpsetation, implementation amd execution of the sampling process contemplated by
the CSA, its addenda and Coal Quaiity Management Proceduse CCQMP™) for purposes of
efficientiy and =ffectively managing the coal quallties being deliversd to tha Hendring;

*  the continued failre by Oplimum to supply and deliver to Eskom coal which complies with
the monthly average size distribution as contemplated by the addenda fo the CSA.

» 135Ues relating to the availability of the convayor belt system, inciuding the Failure 1o
optimally utiise the conveyor system to ansure that the quanlity requirements al the
Hendrina ara mel limeousty:

- the claim for oayment relating to suppiementary fines by Qpiimum, where Optimum has
issued 3 letter of demand,

] the price adjustmenl Eskom s eniitied to impose, specifically in respect of the failure to
comply with the menthly average size distribution as contemplated by ihe addends fo the
CSA

Primary Emargy Civiston

Megawati Park Maxwell Driva Sunnighil Sandion PO Box 1091 Johannesburg 2000 5A

Tel+27 118003111 Fax +27 11 B00 5555 www B3H0M Co.za

S3r0m Haidinga SOC Limked Reg. No 2002045527106
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. the hardsnip arbifration intiated by Oplimum against Eskam on the 28 February 2014
pursuant to a hardship notice issued on 3 July 2013 by Oplimum, in ierms of which
Optimurm invoked the hardspip provisions of the CSA, essentially contending that lhey are
supphying Zskom with coal at less than the coslt of production of such coal since sometime
in 2006. Eskom filed its statement of defence o Opiimum's ciaim pn 31 March 2074
denying that any hardship arcse as contemplated by the CEA. A full legal brief is aftached
herglo that sets out the opinion of external iegal counsel on the matier

As a result of the impasses ideniified above and mora spectfically the risk reiated to Optimum
closing the mine a8 a non-going concern or the arbitration process uphakding thelr hardship
ciaim, E£skom ablained a mandaie frgm Eskom Board Tender Committee ("BTC™} o enter into
negotiations with Optimum in order to Secure coal for Hendiina.

There & consideration for the potential to operate Hendnina fo 2023, for an additional S-yaais
past 2018 (when the current CSA ends). The strategy is therefore to trade off the curreni
contract o achieve seawity of coal supply post 2018,

fandata Objectives .

The BTC approved that the Pamary Energy Division (“PED") is mandated to negotiate with
Optimum o ensure secunty of supply for the lite of Hendrina,  Additionally approval was
granted foi FED to Issue an oper markal enquiry lo securs coal supply to Hendrina for the
period post 2018, faking into consideration Eskom’s Emerging Miner Sirategy and Supplier
Development and Locallsation Reguirements. To this end, a Reguest for Information for coal

supply 10 Hendrina posl 2018 has been issued o the markel and negotiations with Opltimum are
undenvay.

Nggotiations with Qptimum

The negoliations have not been able to progress as desired as there has been no agreement
from Handnna Powsr Station on the coal quality spacification. The Hendrina Power Station
would lixe a more stringent spacification, specifically a lowsr ash %, a lower Abrasive Index and
a reduction in the fines. These higher coa! quality specfications have a commercial and
subsequeni implication for Optimum,  The volume of mineable aroduct as was contracted in
1993 is no longer avallable due to the changing geniogy of the area

Quality Measurement | Hendrina Contractuai | .
requirements
[ {474-41}
Total Maisture | % 8 IE
Inherani % K
Moistire
Ash % <292 <78.8
Caiorific  Value | Mifkg | =22.64 >233 |
cvy {mf) !
Voiaties % 222 4 B
! Suiphur % <0.8 |
Hardgrove Index 53 L o
mgFe/ | <450 =430
Aprasive index | dkg {
Ash Fusion | °C 1300 -
Temperature
Sizing >=25 mm — %

Page 2 of 4
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Quality Measurement | Hendrina Contracwual |
fequirements |
N {474-a1) i
—}335-20%_  [<3mm-35%
| <1 mm — 15% <1 mm - 15%

'nifications are that Hendrina wilt Aropose a more stringent spacification post thei submissions
to Ihe Boiler Committes scheduled for mig -Movember 2014

The tnabliity to reach consensus on the specification has resuitsd in Ootimum clearly slating thai
they would re-institute their hardship claim on the 1 danuary 2015 or deckare Optimum 8 nion-
going cancern thus putling secunty of coal supply at isk. The afached legal memo further
afticulaies this hardsnip ciaim and suggesis that Eskom should consider gnlaicing its legal
rights.

Pricing

During the negotiations there have been several iterations of the proposed price offared based
trt a fluctuation of the specification, The propased price cutve indicaied the tollowing:

Caloric Value (moisture free) Proposed Price
| 22 64 _ | R295H0n Hendnna Requirament 474-41
23.30 RI30don Contraciual Requirament
23.4 R355/ton Hendrina proposad tejeclion
limit
23.8 R427Kon Heindiina Aspiration B
25 RE57Hon e Hendrina propused
speciication 1o caier for bailke;
B8.3.10

The pricing model wil vary with CV ana therefore the price will Increase further o sccommodate
the lower ash % now sel by the Power Station.

In a financiai due dilgence conducted by NedCapilai’Basis Poinis, the recommended price
based on minmng <osis far the current specification s R210Mon, 10 meat the curren! cantsactual
specification. Howaver, & should be noted that the existing Hendrina CSA considers that there
wauld be cross subsidisation from Optimum's export business. The current price for coal for
Hendrina s R154.40 perton as per the CSA (after Qualty price adjustinents, this araps to {YTO
May 2014)

Abrasive index Discussion

FiStoncally the Power Stalion has received coal wiih an aprasive index consistently higher than
the contractual requirement.  This has had grave financial implications on Hendrina and has
afferied the sfficient running of the Power Station. A reduction of the Al is ane of the areas tha!
the team continually addresses in negotiations with OCM

Risks

Glencare is pushing for a binding position by the 31 Decernber 2014, Howaver Eskom is not yet
i a position to agree on the coal qualilies as Hendrina is stifl going through = process of de-

positicn to commit to a binding offer by the 31 December 2014, which has been communicaied

to Oplimum, who ara pow threatening to stop supply from 1 January 2015. Fskom's external
3nd intemal legal counse! has advised that Eskom have legal recourse on this matier

Page 3 of 4



BRAK-119

JAB/Z18

L

As per Eskom's BTC mandste, Eskorn bas launched 3 RF for coal supply ‘o Hendrina, for the
penod post 2018, the RF closes on 3 December 2014 Although Eskem will be in a better
positan fo syaluate its alternative suppiy options, afier receiving tha RFI responsas.  Fuel
Soureing is not canfident that it will be able 1o reptace the Oplimum volumes in the short term
and it is unlikely to be able o maih the Optimum piice offer or @ delivarsd basis

The negaotiating team is therefore recommenaing that we start engaging our siakehoiders such
as the DFE, the DMR, NERSA and pateniially the Chamber of Mines ang sian & legal process
of pre-ampting Optimum’s threatened actions

Regards

RECOMMENDED:

fﬁq’:w - Z2 7 (i?—"fvé-u'" Zaf{a

JogEni Bestar " Cate
ERAL MAMAGER
FUEL SOURCING
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Adtenion: Vusl Mbowanl, Acfing Head: Primary Energy

with a copy lo: Tehadiso Matona: Ciel Exaculive Officar, Dan Marckens: Group Execuive Group
Capital, Malshata Koko; Adling Groug Exeouiive Technology and Commerdlal, Freddy Ndou; ;
acfing Divisional Exacuiive, Offlee of the Chief Exscutive and Johann Boglar Daneral Manager - : ,
Fual Seurting

13 November 20 o

Deay Sirs

HENDRINA COAL SUPPLY AGREEMENT

AR you are awara, Optimum Codl Mina (Pty} Ltd ("OCM") has baan in discussiong with Eskom for &
! ; cutsber of monihe reganding Ihe sevars fnancial situation Bt 0OCM and *he need io amend the
@ 5 lgims of (b Handrina coai SUpEYy 3greemoent in anfer lo ansurs lhe contimied sundval af QUM,

There has unfartunalely bean Ullls iangible prograss Iy lheee discussions. As arasuit, OCM does
a0t hava any cominiiied funding beyond 2014, and, accordingly, 43 things stand, thera s & real risk
fhat wilh aftect from Japuery 2015, the directors of OCM it have no option Gut (o cease
operaiona st DOM whicn will resull Iy e \eimination of supply to Eskom. This sltuslion woukd
nirvdausly be Nigtly demeging lor ESkOm &3 well as QTN and fis sharshoiders, nemaly the |
OipBaivin Sommunily anc Employes Tiusis, an aflilale o Snanduka Rasources and Glencare, |
which as Esiom will ba aware hat over 1he tasi number of yaars mada significent Invasimenis i

Souil Alrica.
Qptirnam Coal Mine (Fty} Lt d
[Reglairstion Mo 200 K0S208457)
A Gl oda Dporatian
Bustnass Adtiress: (11 Hlendring Rosd. Pallambops OTtame, Fullenshope
Malltng Address: Privata Bag K1201, Puliensnopo, 1096, Souih Afrioe
Tols +27 13 2365011

Reglotured Addaar 23 Melse Boulavard, i* Maor, Mevose AP, hidroma Poliy jobannesnarg, 1196, Srulk Afric |
Mgiling Address Sulic N, 19, Pelvale Bag X1, daliom Ascl, [oha g 6 |

el +27 11 7720600 Fasg 417 L 1720097

DPhiscturs; h Congn, © M Ephaorn, P chanyule, T Neiba Q
A |
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This is lherafors an outcams which CCh and fis sharehoiders sre desperats 1o 3vold and is tha
raason why over the 1ast yasr (e iesue has dominaied the agends of OCh managameni snd
OCM has bsan doing susrything In lis powsr 1 demaensirels io Eskom ihe gravity of the sitation
and io ldeniffy 8 soldion whish [s palatable ls both pariles.

e purpcia of fhis istier is b

surnmariss tha cdrrent situation 3l DOM;
sicinarias e discussions 1hel hava bean heid batween OGM and Eskom on this Issue;
. pUminaitas the sofution ihat DOM propesed, and which the Eskom Board Tender Commiitse
xpproved as a iramawork Tor The rasoiufion of The Lssie;
. aummariea why Ih= golution |s lair ahd reasonapie for Optimum and Eakom; .
proposa certain acdiional feaiurss inorder lo address cerlaln concerns which hava basn !
{ sxpraased by Eskom; snd S P
rac’uast Eskom sanior menagsmant lo urgandly review tha matter and provide the nacessary s
gu
of

K 4ance fo Ine Eskom nsgatialing tesm 39 that sufficlant progress can te made pafors the end
Ly he year, 50 @1 o enebia OCK 10 Iry and cbiin furlher funding o conlinus opareitng ln'o
! 2015,

Brckaround and Financial Position ol Dpimum

OCM is a subsidiary of Oplimum Coal Holdings ("Optimurm’) which is conirelled by Glancore Flc.
An employss and carmmunity 1ust swn 19,86% of the aquity of Oolimum. The other BEE
gharshaidar of OCM Ia an pifiiste of Shonduks Rasowrcas

[p i

T

: DCM smoksys avar 3,700 smpioysss and conlrastors. OCM supplias Handrina power slalion with
: 5.6 milien fans of coal par annum under he Hendrina ooal supply egreament. The agreement runs
. umlli tha and of 2018, OCM alae suppiles approximstaly 5.5 millloa 1ons into the eupor markel.

The cutrant ssling price under the Hendrina coal supply agreament is approximalaly R160 par fon
which I significanily betow the cast of production, Tha rason for this position ls thet the price
ascalalion machanism tontalned in the Hendrina coai supply egreement has noi eince 2005 beaen
rafleciive of aciual cost miAlng cos! Inflation such thal the caal is being supplied tu Eskorn
approdmalsly B0% ef the aetuat cost of produciion

s BT The cument pricing and penally reglme in lhe Handrina cosl supply agreemsnd ara unsustainable
€ Y for OCM and has msuiiad In ths lolicwkng laases nd cash flow deficks over the past 3 yaers:
+ 2012 - R53 millcn logs and R36m negalive cash flow; ©
« 2013 - RZO0 milion loss and RG89 millon negative cash flow,
» 2014 foracast — RS millen loss and F960 millon nagalhe cash flow.

i sum, over tha sl 3 years OCM has lost apprexamately R30U milen la sarmings and has
consumed In sxoess of R1.5 tilion in oesh. Cumently, ihe mine has & negstive cash flow o In
excoss of R100 mltion par menth. These losses and dalicils woukd nave been sigrilicantly higha;
if OCM Jad Rl 2180 Basn axporing a portion of I8 Coal which has subsidised e Eakam kssas

Optimum Coxl Mins [Pty) Lid [
{Regierstion Mot W07/00S308/07)
A Glencore Opeaition |
Business Addres: NIT Hendrlra Road, Pollnshope Offramg, Pullershopa

Malling Addreas; Privata Bag X1200 Pullmehaps, 1096, South Aldcs
Tl €17 )3 2965111 I !

Heginered Addroes 2 pelrae Soviciard, Tel S, Mairosn Arcn, Mekosa Moh, Jobanncsburg, 2198, Seuth Allo
|
I.

Wiailling Addsess: Sulte Na. 19, Privain Bag KT, Malrow: Areh, jenannaabury, 2076
QL : 7 ,f

Dirsetoem & Coian, © M Bphumy B Mananyols, T Noube

Tub #1711 7720600 Pax +I7 11 771 D697
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Howsvar, with the current coflepse I expont prices, the subsidy provided by the export merisi no

lomper exisis.

ity 2011 B dabd faciify of R1.B bifion was put [n place. This faclity was refinanced i1 Febrary 2014
and Increasad o RZ.5 bitlon. Tha RZ5 blion fsCilty waa fisly ullised &t ¥ and of Seplamber
2014 suah thal Oplimum hed lo call oh lts sharehoider io plovida additfonal fundleg 1 ansurs i
contied @& & golng conoern. The mein sharenolders ol Stk namely Glengors and en
allilals af Shanduke Rescurues, hiava commilied e fund R475 milan which lé ha requirsd
funding for thg period Outeke 2014 io Dscember 901 £, This lunding Was meacs on ihe eapadialon
that s agmement wolld be reacked wilh Eskoin regarding ihe Hendring coal supply egresamen
befora the end of 2U14 85 amvisaged i the co-oparalion ogrestiant and the Board Tender i
Comaillies mandate ralamed o below. Bayond 31 December 2014, Optimum hias no commilied

0 funding.

As an sside, we believe hai || Optmum was nol pall ¢l the Gispours Browy 18 funders wolld not
(i3 fave refinancad the reclity n February 2014 whioh would have resulad in Opimum ruming ow of
funde duiing e fiiel na¥ of 2094 end, wilh o abily in ralsa additionel debl, I would #kely airaady
hava become [ndoivent.

The manegament of OCH hea constaered el pplions 10 recuce ine losses and ansure the l
sustainabiBly of the ming, inchiding suspanding fis expor operatiana, bif none of hess oplions SN
wote vieble and, Ln the absance of & sokullon with Eskom, Ihe buziness ja unsustainabie end wil ! |
fkaly ha forcad inlo liquidation or business reECUS, in fzct, the suspensian of the export operationa -
would incraass the coeie of the coal supplied o Eslom end axacerbata OCM's financial dislreas

History of i the Han gnt

Diencore essumed control of Oplkmum In Merch 2012 and shodly herealer idenlified tha risk
presented by Hendrina coal supply agresment to ths viabilty of OGCM, OCM shortly tharesfiar
ralsed this s with Eskam, bul Eskom was not willng {c gnierialn sny emandments to ihe

agresament. |

Ag masull of fis inablity to obtain any: reflel {roin Egkom, in July 2013 GOM Imprmented & har dship
ciatm undat (e ralevant cwuses in lhe Handring cog supply agreement. Folowing, OCM's l
nardenip clalm, ESkom sdopied a nevw inleiptaiation of the peneliiss by the Hendithd Losl sUpply |
A v agraemeanl o sldiad imposing penallies on OCM which ned nevar praviously besi lavied This !
g sxacerbated OOM's nagative inancial position. OCM bellsves that Eskoni braachad the Hendrina ’
coal supply agraament ln ks apphcetion of tha penalles wih he commegusice thet OGM acorued |

the right 1o pancel the ageement.

Whila the hardship clain was going lnrough the Jegal process, discussions commenced DelrEen
Eskom mnd DM Bs 1o whether i might be poselbla 10 agres on a camposiie sellsment of ail !
issues Ihen pernding batween Eskom and OCM Inciuding the hardship snd penally dispuias

This cuimineied in & co-oparalion syroement being slgned in May 2014. The pumase of ihe ¢
opsrailon agreement wae ke

Optimum Coal Mine Fry) ld }
fRoplrirptian Mot 2007005308/0T) 1
A Glancors Opasliun i
P Addres 11 Handoga Road, Pultenahape Offmg, Muliershope
Malliog Addoss: PriveieBoy X120, Futtninops, 103, Seutn Afda
“pds 45 1] 3563111
Nsgioiered Address T Merne Bocevard, st Fioms, hisloee Audh, Mo Notlty, johsnaeeaurg, 2196, Boulk Atrics
hanillng Address: Seste Now 19, Friveie Bag X1, Mal Aich, [ehsnnespurg, W76 !

Tol +27 11 771 D&l P 437 11 772 D057
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provide [or @ process lo discuss and agres on ha potenilal amendment apid extension of
tha Haadrina eoal supply agreement and lor the setiemant of various ouizianding isaues,
Inclrding the hardship and panatiy displiies;

*  suspend the herdship erblireion whila & seitiement wes being negotietad;

v provida QLM wilh soma intesim raitel in raspect of quentilias, quellitas ard panaltes durdng

% aailamani discussions; and

» suspand i axerciag of afl olher aceruad rights, Inciuding DCM's righi to cancel the

egrzamant 8s A result of Eskom's bieach of tha egreemani in Hs apphcation of the panaiéss,

a39d lon

Following slgnauxa of e co-opacation sgreemsani, tia OCM ard Egkom lsams commencad
discussiona mgarding a lemms of referance ok amehdmait and exlsrslon of the Hendrne cosl
supply agreemant. During the course of (nese dlasussions, the following proposad soiubon
amerged which OCM ballaves Iy mutuslly bansficiel for Bath OCM and Etkom.

v the Hendrina coal supply arrangsmeni will be axtsnded io Dacambar 2029;
¥ e Juanlity will be reducsd io 4.5 milfon tans per atnum In accondance with Eskom's bium
requiraments,
«  tor e pariod Januery 2015 io December 2018 OCM will suppiy coel to Eskom gt gost
v for e pardad January 2018 io Decamber 2023 OCM whl sugply coal to Eskom i cos{plus
T a;

ad):

v Eskom will hiave the righl eftar conclusion of the sgresmant o fasi lhe markst in erder to
deismine whelher it can obtain chesper supply, and, i [t is 3bis Lo source such cheapsr
suipty, It will be able to subatiute the OCK supply with such cheaper suppiy;

v OCM will assume responsibliity et Ils cosl for the operation and malntanancs of the
convayor and sampling Infrastruciurs betwsen ina mine and Hendilna power station: and

» [Ihe coal spacificallons wid be rovisad o ensura OCM is abis (o sustainebly meet the coal
spacificetion wihout Incurmng punitive panattias,

Diwing the discussions dalalled inanclal inforrnation was sharad wilh Eskom's advisors (Nadbardi
and Sasls Points Caplial} n arder (het lhey could selizly themsalves as o OCM's financlal postlion
and varify lha costing information provided by OCM. OCM Bgraed ko bear 50% of the costs of suth
raviaw. OCM had undersiood el Nadbank and Basfs Polats wars salisiled with Information
piuvidad, althatigh we have recaniiy basn injormad that Eskom atil hes earlaln concarms,

As wa undarsiand iL, Eskom’e Board Tender Commiltes gave tha Primary Energy Departman: a
mandaia in negotiate based on the ebave principles,

JCM I5 aculely eware Lhat the proposed solytion wouid resti in an immaclaia incraase o e cosl
of coal baing powrced from OCM, bul nevertheiess flrmiy belavas |kat whan considarad hollsticasy,
the solution fa faly and reasonabie for bolls parllas for, Infer afla, the following reasons:
»  the eolulon will ensure the sustainabiily of DCH for the rameining 4 yeare of Ihs
agmameanl;

Opttmum Coal Mine (Phyd Lid
{Registration Noj 2607005308477}
A Gencore Operalion
Dusiness Addreeesi M1 Hendvirs Rogd, Pullacshaopo Oliramp, Pullenshopo
Malling Addcess: Privaie fag X120, Pullanshope, 109 Soull Al
Tel; 427 13 2065111
Regisiered Add 2 idalrose Boul i Flooe, Meirage Aich, bMelzosa Nosth, [ohanneitrirg, 2136, Soulh Afrlo
Mafiing Adudzesy: Sulte Mo 19, Privom Deg XL Meirom Arch, Jolannasurg, 2076
Teb +E 11 7720600 Fuk 27 11 772 0597
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+  Eskom will purchasa coal al cost for lha ramaiming 4 yasrs of the egreamsnl  Thers wil| ba
no margin fior DCM and OCM hes agraed 1o an opsn book process on cosl detsrminatlon;

»  Eshom will rsosive en sxlenaion of the supply amangement Tor an adaitional b years
theraby iocidng in acdifonal supply ai & orice of coat plue a mtum 1o be mutuelly agraed,
This wiil anebie Eakomn lo lock ln a Uad mina supply ai lis prafermed "sificiani cost pius & fai
s’ model which shouid ba tha cheapesi dafvered eupply avallable. This exlension aiso
kasps anothar 22.5 millon tornge off the public roads and over 8 convayer bell Inte
Hendrina power atailon;

+ the markei iasting option will provide Eskom with tha abiity to confim that thie is Indeed the
cheepest delvered suppiy end, If it |s not, 1o raplaos i with auch ehanper supply;

+  ihe sclution will rasoiva the hamiship arbitrailon, which, I resolvad nagstively for Eekom,
touid hava rasullad in an Increasa of the pries of cosl o markal pricas and & retraspective
paymarnt back lo the data of ing of he hardship cleim In July 2013; and

« ihe eclutlon avokds iikgalion on Ihe penalty Jispuies and a poaslbla canaaliation of e
agreement by OCh,

Thera hava basn various masings between CCM and Eskom since the mandate was oblalnad I
ordef fo finalisg Lha [srme of the Bctution and o negoliats fanmed contraciual documenta, bul ho
langhie prograss has haan mads, a3 tha Ssiom nagotiating team has basn unsbia o make any
tommilmsits, Basad on oor dlecussions with Eskom, we understand thal there ars certain
coreems In Eskam thal am praventing Eskom from meving forwerd, OOM ie sansliive la thase
coneams, and, accondngly, In ardar to provide addilional comfort and to iry and move the
tisrussions forwand, we wish lo maka e foliowing addlionsl proposaia ta Eakom.

Addtonat i
Fosl-comiract cosi raviaw

OCH unnamiangs hat Eskem is cencemad that DCM e gliocating ks costs In & mannar which
resulls In = disproporionats amount of led cosis being alocated o the Eskom production anc
thet  has Implemsntad iransier pricing arangomants which Incraass the cosis of QG

OCM doss nai baleva thal this Is thae casa and hallaves il has adapiad & fair method of ellocation
and that s Inire-group arangemeniy ara raasonable {end, in any avent pre-dais, Glancore's
acquision of Qptimum}, 2ut OCM remains willng lo angage #ith Eskarm and lis advisers on eil
aspacia of jis coss insiuding Ihe aliecalion of Nxad cosls end all arangements with lis
sharehoiders and ic miks avellabls whatevar linencial information Eskom reasonably raqulres

ins Itls ragard, If Eskom feeis il peeds mors tme Lo Investigets QCM's costs, OCM would be wiliing
{9 inciuda In the new coal sLpply sgraamant which DCM wili conclude with Eskom, 8 provision
which gives Eskom Ihe righi for B period sfter conciusion of the agreement to continua reviawing
CChle cusis and, If it Idsnifies Inconsisianciss andfor problams, io requira asiusiments Lo ine
PrIGDG.

Export baneiff sharing
D ptlmugm Crai Ming [Py} Lia
[Ruglslristion No, TOW7IERNEATT)
A Glancore Crpasation

Burinaer Addies N1 Fandring Road, Pullenshopa Offrmnp, Pullenaihope
Malling Address: Polvais Bag X1Z0Y, Pullesishope, 109, Smith Atdcl
Teds #27 Lt 19651101
Begisiered Address; 23 hMshoan Douteverd, Lat Floor, kermee Arch, Meiroma Norih, johannesburg, 2194, Zouih Africo
vialfing Addeess; Suite Na. 19, Private 3ag X), Meirose &rch, Johannasirg, 2075
Tale «37 1L 7720800 Pus €27 11 772 0697

Direciome R Cohen, C M Bphyon, P Mehanyrie, T Meabe
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O0M widarstends Ihal ihera s B porceplion in Eskiom that fhe sharahaldars of Optimum reased

tha bensflie of high expost pricas in the past but now inel the expoc prios is low, I is ot wiling 1
beer the patn and {3 looking Lo bensfer i o Bskom.

Ws unterstang Eskom's sansitivity In this regard, end in an attemp! io address this ooncarn, OO
is wilkng (o Inlmduce Into ihe agreement an mechanism which wi afiow Eskom far Ine frst 4 yesrs
of the agreermant from 2016 to 2018, 10 shars In Lhe benefll If the axport prices rebound, This
would ba schievad trough s rebate on sach ton puschased by Eskom sgqual ta 26% of the emount
by which the rand equivaiant API4 exporl prica exossds RO00 pet ion. If sxpar prices rstum io
previous lavals, this would 1aeult ina gignificand benafii for Eskom,

Conglugion

In sum, nefiher Eakom nor OCM can accep! the highly dameging siuation whereby OCM ceases
oparafing. As & rasult, them ks o opllon ofber than Egkom and OCM raaching egraemant o
smend fhe Hendrna coal supply sgresmant DOM ballaves thef Eskam undarslands this but is net
wiiing 1o conciude 2n agresmenl bacatge I hes realdual concems regending OCM and Gisncore's
bona fides and whather ha posiilon roally 1o es savers 8s OCM has ellsged.  OCM bellavas fhat
 has 2cted In the ulmost gond faith and wilh {4l transparendy, bayund what woud normaly be
expactad from » commerclal counierpeariy, io keniify a sotution which 18 feir end reasonabis for
bolh parfas. This lettor includes further proposals In ihis ragard, If Eakom Is st nof satsfiad, then
wa Impiare Eakom urgantly (0 angago with us eo Lhal wa can seek fo address and resoive Eskom's
Poficems and move fowamnis BR sgresment.

Yours [ethfully

Opilmum Coal Mina (Proprietary) Limited

Upbuism Coal Mine [Piy? Lid
(Ksglsisation N 2IRF/O0EI08,07)
A Clencors Operwiion
Bussciesy Addreis: N11 Heiring Raod, Pull g2 Cifrunp, Pullensncpe
Elalfling Address: Frivoto Beg 21201, Pulleranops, Y096, South Addm
Tel: 27 10 3348111
Reglatorad Addresw: 1D berose Boulevatd, 1t Foar, Maleose Arch, Mcirpse Narih, Johennesparg, 1158, South Africs
Miallling Addren; Suitm Mo, 18, Privatn Dug X1, Melrese Arch, fohannesburg, 2076
Ted: 427 11 7720600 P +22 11 772 0687

Oleecrors: R Cobven, OB Epheon, P Mahanyea, T Ncobe
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@ES'(OFT’I Statement Submission to the Commission of Inquiry on State
Capture

STATEMENT

I, the undersigned

Dan Mashigo

do hereby state under oath in English:

| am an adult male, with identity number 7102255392083. | am employed as Acting Senior
General Manager: Primary Energy, Eskom and report to Mr Andrew Etzinger, Acting
Group Executive: Generation. My office is located at Eskom Megawatt Park, 1 Maxwell

Drive, Sunninghill, Sandton.

My contact details are:

Office: +27 (0)11 800 6722;
Cell: +27 (0) 72 813 9306; and
E-mail: MashigDM@eskom.co.za

Controlled Disclosure

When downloaded from the document management system, this document is uncontrolled and the responsibility rests with
the user to ensure it is in line with the authorised version on the system.

No part of this document may be reproduced without the expressed consent of the copyright holder, Eskom Holdings SOC
Ltd, Reg No 2002/015527/30.

Page 1 of 33
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@ES'(OFT’I Statement Submission to the Commission of Inquiry on State
Capture

This statement is true to the best of my knowledge and belief, | make it knowing that if it
were tendered in evidence, | shall be liable for prosecution if | have wilfully stated in it

anything that | know to be false or do not belief to be true.

This statement is a fact-based collation of historical information responding to questions

and information request from the Commission of Inquiry on State Capture investigators.

Various Eskom employees within PED provided assistance in compiling this statement
and the discovery of documents to assist the investigators. Prior knowledge, involvement,
current or past role and general knowledge of the business was the criteria used to identify

employees who could assist

| have annexed supporting documents to this statement, to corroborate the facts

mentioned.

The opining in this statement serves to explain the discrepancies between certain
transactions/events/decisions against processes and practices in the organisation. Some

of the opinions are based on own assessment of the discrepancies.

This statement is by no means an admission of first-hand knowledge or involvement in the
events or transactions under scrutiny. This statement is made in light of my current role as

the Acting Senior General Manager: Primary Energy since April 2018.

Controlled Disclosure %

When downloaded from the document management system, this document is uncontrolled and the responsibility rests with
the user to ensure it is in line with the authorised version on the system.

No part of this document may be reproduced without the expressed consent of the copyright holder, Eskom Holdings SOC
Ltd, Reg No 2002/015527/30.

Page 2 of 33
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@ES'(OFT’I Statement Submission to the Commission of Inquiry on State
Capture

| am employed at Eskom SOC Limited (hereinafter referred to as Eskom) since June 1993
and in my current position since April 2018. | am responsible amongst other duties for the
overall Primary Energy Division (Coal, Water and Sorbent). | was requested to provide

information and to comment on certain transaction details based on my knowledge.

SIGNED: 2018-12-11
DAN MASHIGO DATE

Controlled Disclosure

When downloaded from the document management system, this document is uncontrolled and the responsibility rests with
the user to ensure it is in line with the authorised version on the system.

No part of this document may be reproduced without the expressed consent of the copyright holder, Eskom Holdings SOC
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WHO IS TEGETA

As per the corporate profile submitted by Tegeta during the contracting process
(Annexure A), Tegeta’s shareholders were:

o Oakbay Investments (Pty) Ltd

o Fidelity Enterprises Limited (UAE)

o Aerohaven Trading (Pty) Ltd

The directors were:

o R Nath

o Ashu Chawla

o Ronica Ragavan

According to my own knowledge and experience, Eskom does not conduct beneficial
ownership exercises on suppliers it intends to conclude contracts with. The assurance
practice | am aware of is that Eskom appoints external audit companies to conduct
probity checks, for identifying conflict and interest, on all the people involved in a
particular transaction. Eskom conducts probity check is on procurement team, the
supplier representatives and negotiators, bid-adjudicating committee and the
secretariat to the bid adjudication committee.

1. WHO IS (GLENCORE) OPTIMUM COAL HOLDINGS

Optimum Coal Holdings (OCH) is a holding company that owns Optimum Colliery Mine
(OCM) and Koornfontein Colliery. The holding company was formed when BHP Billiton
sold the two-abovementioned collieries. The ownership history of OCM is as follows:

o Eskom entered into a coal supply agreement (CSA) with Trans-Natal to supply

coal from Optimum Colliery on a Cost Plus basis
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o In 1993, the Coal Supply Agreement was converted from a Cost Plus to a Fixed
Price contract to allow Trans-Natal to export coal and in turn to cross subsidize the
Eskom coal price.

o In 1993 Trans-Natal and Rand Coal merged to form Ingwe Collieries.

o In 1997, Ingwe Collieries became part of BHP Billiton Energy Coal South Africa
(BECSA).

o In 2008, a management buy-out of Optimum from BECSA formed Optimum Coal
Holdings (OCH).

o In 2010, OCH was listed on the Johannesburg Stock Exchange.

o In 2012, Glencore acquired a controlling stake of OCH.

o In 2016, Tegeta Exploration and Resources acquired a controlling stake of OCH.

° OCH Directorship under Glencore
o Based on correspondence records after Glencore acquired a controlling stake

(Annexure B), the directors were:

= C M Ephron
= R Cohen
= S Blankfield

o Based on correspondence records after OCM was placed under business rescue
in August 2015 (Annexure C), the directors were:
= C M Ephron

= R Cohen
= P Mahanyele
= T Ncube
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2. Evolution of the OCM contract and changes in ownership

e The ownership history of OCM contract:

O

O

O

Eskom entered into a 40 year Coal Supply Agreement (CSA) with Trans-Natal to
supply coal from Optimum Coal on a Cost Plus basis. The contract expiry date is
31 December 2018

In 1993, the Coal Supply Agreement was converted from a Cost Plus to a Fixed
Price contract to allow Trans-Natal to export coal and in turn to cross subsidize
the Eskom coal price.

In 1993 Trans-Natal and Rand Coal merged to form Ingwe Collieries.

In 1997, Ingwe Collieries became part of BHP Billiton Energy Coal South Africa
(BECSA).

In 2008, a management buy-out of Optimum from BECSA formed Optimum Coal
Holdings (OCH).

In 2010, OCH was listed on the Johannesburg Stock Exchange.

In 2012, Glencore acquired a controlling stake in OCH.

In 2016, Tegeta Exploration and Resources acquired a controlling stake in OCH.

e The OCM coal contract evolution schematic diagram:

1968 June/July 2015 March 2016
Cost Plus CSA April 2011 Termination of ath Addendum
signed with Trans 2" addendumto negotiations on to the CSA
Natal Collieries CSA concluded hardship claim and Tuded
Eskom sends letter of conclude
demand January 2018
April 2008 o S04 Sgptembar 2045 5th Addendum
ebruary 2013 i
15t addendum to i Agreement with to the CSA
CSA concludad 3 addendumto CSA businessrescue concluded
concluded practioners to
continue coal supply
I ! } I I ! " |
January 1993 March 2012 N czois I
ugust 20
CSA converted to Fixed Glencore acquires ) Au =t 20
E August 2016
Price controlling stake in OcMiplaced under,
gk business rescue Business
rescue process
terminates
200
May 2008 July 2013 Feb 2018

Optimum Coal Holdings ; i yecember 2038
(OCM) purchases Optimum :‘Dfrtg:ﬁ'ir; izl December 2015 Tegeta enters
from BECSA Tegeta concludes sale business rescue
and purchase
agreement with OCM
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3. Tegeta Initial Appointment
e We could not identify any person currently still Primary Energy Division who is aware of
engagements pre 2014 except for engagement captured later in the document. The
initial engagement between Eskom and Tegeta in 2012, is said to have been an

unsolicited telephonic bid to the Divisional Executive of Primary Energy.

4. 2008 Medium Term Mandate

Salient Facts on the 2008 Medium Term Mandate

o Rationale for the 2008 Medium Term Mandate (Annexure D attached for detailed

motivation)

o The 2008 Mandate was sought in 2008 after the declaration of an emergency at
affected power stations

o The 2008 Mandate was sought in an effort to mitigate the occurrence of another
emergency within 10 years

o In order to mitigate risk and to prevent any such emergencies in future, a long
term strategy was formulated to ensure future supplies to Eskom

o The supply and demand for future coal supplies were assessed at the time and
it was identified that a shortfall of coal existed when comparing the burn
requirements to the existing and planned long term supply contracts and this
gap was to be covered by Medium term supplies

o Based on this it was proposed that a mandate be approved for the short and
medium term procurement

o The 2008 Mandate was approved by the Board Tender Committee on 11
September 2008 as per the minutes extract (Annexure E)
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Primary Energy submitted a mandate feedback report to the in 2010, 2014 and

2016.

Of the approved 490.8Mt coal, Eskom has contracted 468.15Mt.

The 2008 Mandate expired on 31 March 2018.

Audit Findings on the 2008 Medium Term Mandate

o The 2008 Medium Term Mandate was approved, based on the Eskom
Procurement Procedure 32-188 which preceded the current Eskom
Procurement Procedure 32-1034.

o The 2008 Medium Term Mandate allowed for the various procurement
processes of coal including unsolicited bids.

o The Procurement Procedure 32-1034 was not implemented to be
retrospective hence there is a misaligned between the process in the
current procedure against the 2008 Mandate.

o A review of the mandate was conducted in 2010 based on a tender
process conducted under the 2008 Mandate (Annexure F, unsigned report.
No signed report could be located).

o A pro-active assurance was conducted in 2015 for the process followed to
procure coal from 14 suppliers under the 2008 Mandate (Annexure G,
unsigned report attached. No signed report could be located).
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5. Tegeta (Brakfontein Colliery) contract award evolution
5.1. The timelines for the award of the Tegeta contract (Brakfontein Colliery) is as

shown below

NT — refers to National Treasury @
15 May 2012 Nov 2015 Nov 2016
10 Mar 2015
Offer via phone call CSA Signed PWC report on PWC follow up report on
and follow up e-mail coal quality coal quality management
to Divisional management implementation of actions
Executive 31 Aug 2015 Oct 2016
Sespay Suspension of "
Eskom responds
Offer letter supplier and labs. to NT Ietterp Tegeta enters
from supplier business rescue
| 1 N : I | " N
| | | |
May/July/September 1 Apr 2015 Aug/Sep 2016
s C s NT notified on CSA ~ Jan 2017
i i i variation i
Meetings with supplier 5 Sep 2015 Ejf,rkor informs
. th ) NT rejects variation OF g
23 and 30™ Jan 2015 Susplt_ansll%n ;)f request until issue of ctf)mr:ussmnlng
Further meetings with SRR coal quality is ?n:cuhz;lical
supplier eli sampler at
Sep 2015 Brakfontein
PWC appointed to
review coal quality
management

5.2. On boarding process for Tegeta: Primary Energy concluded the Tegeta (Brakfontein
Colliery) contract under the 2008 Mandate. Annexure shows the sign off against the

required documentation.
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5.3. The discrepancies in the process are described below:

Action Description

Discrepancy to process

e Multiple combustion tests conducted.
e Combustion test report indicated that the coal is
suitable for Kendal, Majuba and Matla Power Stations

Multiple burn tests conducted over period of
time — initial tests failed (ash, CV and
Sulphur), except for last test (which was

passed conditionally)

e Contract signed with Tegeta for coal delivery from
Brakfontein to Majuba Power Station on 10 March 2015

Contract signed prior to evaluation being
conducted (including submission of pre-
qualification docs, site visits and final burn test

reports)

e Drainage test due 30 days from first coal delivery as
per CSA

Test abandoned due to inconclusive results.

e First Addendum signed to change CV rejection limit
from <20.0Mj to <20.3Mj and Ash rejection from >30%
to >29.7% (other parameters unchanged). The rational
for the change could not be established albeit the

change was a slight improvement

Addendum compiled in letter form with no

supplier signature

e Coal quality management

Coal Quality Management Procedure only
signed end September 2015

Laboratories lacked in observing protocols for
mine sampling

Integrity of coal sampling at risk due to
observers / rovers being ineffective in
ensuring compliance

Inconsistency with laboratory result noted

during blind sample test

e Due date for automatic coal sampling plant was July
2015 (3 months after CSA signature)

Plant only commissioned in January 2017. No
reasons for the deviation could be established.
Contract manager may shed some light.
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5.4. Findings on the Tegeta Financial DD and how it was dealt with

e Eskom conducted a financial evaluation of Tegeta Exploration and Resources in April 2015

based on approved financial statements for 2013 and 2014 (Annexure H).

e The conclusion of the report was that Tegeta was not financially sound to be awarded the

coal contract. The report further recommended that payments should only be made after

work is performed and approved in terms on the contract. All payments to Tegeta for

Brakfontein coal supply were made in arrears after the coal has been delivered, as is norm

with all coal supply agreements.

6. OVERVIEW OF OCM CONTRACT (FROM INCEPTION, 1968 TO DEC 2018)
6.1. Origination, evolution, addenda, key T& C’s, pricing

The original contract was with Trans-Natal Collieries for a 40-year cost plus CSA to

supply coal exclusively to Eskom, Hendrina Power Station. Cost plus contract is not a

price based contract hence the original contract did not have a base price.

In a typical legacy Eskom cost plus contract, the mining house would invest 100% or

part percentage of the mine establishment capital with Eskom contributing the balance.

Eskom would then have the obligation to fund all the mining costs, i.e. operating and

capital (stay in business) for the life of the mine. This is the cost aspect of the

contract.

The plus aspect of the contract is:

The Return on Investment (ROI) the mining house will earn for their contribution
of the establishment capital, escalated at PPI for the first 25 years of the contract
and thereafter the escalation declines on a sliding scale. The ROI has two
components, 50% is fixed and the other 50% is variable linked to the contractual
coal volume. The mining house would earn 100% of its variable ROI when it

produces the contractual nominal volume with opportunity to increase the

Controlled Disclosure

When downloaded from the document management system, this document is uncontrolled and the responsibility rests with

the user to ensure it is in line with the authorised version on the system.

No part of this document may be reproduced without the expressed consent of the copyright holder, Eskom Holdings SOC

Ltd, Reg No 2002/015527/30.
Page 11 of 33

&




BRAK-139

® Eskom

Statement Submission to the Commission of Inquiry on State

Capture

variable when Eskom calls for more than the contractual amount. Similarly when
the mining house supply below contractual volume the variable ROl would
decrease.

The contract of interest is the Fixed Price version after the conversion of the
mine in 1993 from an Eskom dedicated mine to a multiproduct mine supplying
Eskom, export and other domestic customers.

6.2. OCM hardships (July 2013, June 2015)

On 3 July 2013, OCM sent a letter to Eskom declaring Hardship (Annexure M)

OCM invoked the hardship provisions of the CSA, essentially contending that they
are supplying Eskom with coal at less than the cost of production of such coal since
sometime in 2006. It is important to note that the Eskom pricing after conversion to
Fixed Price contract was designed to be below cost, due to the premium export
subsidy on Eskom price.

Eskom and OCM then entered into a Co-operation Agreement on 23 May 2014.

In August 2015, OCH Board placed OCM under business rescue by the
(Annexure 1)

6.3. Salient facts of the Eskom and OCM Co-operation Agreement entered into on
23 May 2014 (Annexure J):

That without acknowledging any liability or wrong doing relating to aforesaid
any of the impasses and/or issues or the hardship arbitration between the
Parties, that Eskom acknowledges that it is in the best interest of the Parties
to reach commercial a resolution to all the impasses and/or issues through a

negotiated process in order to ensure that their commercial relationship is
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sustained for the duration of the CSA, including reaching agreement on any future
extension of the CSA beyond 31 December 2018.

That the Parties not attempt to resolve the issues and impasses through negotiation
on each of the issues and impasses, but to rather put these aside for the re-
negotiation process in order to achieve their objective of a new revised coal supply
agreement. In this way, the Parties can use their best endeavours, through lessons
learnt to avoid, in the future any of these issues, through improved drafting and
contractual mechanisms to describe and protect the rights and obligations of the
Parties.

That any discussion relating to the re-negotiation of the current CSA should be on the
basis that:

All current impasses prior to 1 May 2014, including the hardship arbitration
between the Parties relating to the CSA, will be set aside as part of the re-
negotiation process;

The hardship arbitration must be suspended on or before the 22nd May 2014.
The terms and conditions of the current CSA including the CQMP to continue to
regulate the relationship between the parties in respect of qualities, quantities,
pricing, payment and all other terms and conditions, pending the completion of
any re-negotiation and conclusion of a new revised coal supply agreement;

» The running of prescription in respect of any claims by any of the Parties
against each relating to any failure or breach in terms of the CSA be
suspended by agreement pending the outcome of the renegotiation
process;

» That the representatives of the Parties shall draft a document, setting out
the Terms of Reference relating to the possible negotiated process to be
followed in order to resolve the disputes between the Parties. The Terms of

Reference shall amongst others contain the specific issues to be
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negotiated (Technical, Commercial and Contractual), the basis for such
negotiation and the period within which the negotiated process should be
completed. One of the fundamental considerations for re-negotiation will be
the extension of the CSA beyond 31 December 2018 which must form part
of the Terms of Reference;

» That any revised terms or conditions negotiated and agreed to, included
but not limited to a revised coal supply agreement shall be subject to any
requisite Board approval of the Parties. As recorded aforesaid, the terms
and conditions of the current CSA shall continue to be complied with
pending the conclusion of any revised coal supply agreement.

» That the implication for Eskom in terms of the Public Finance Management
Act No. 1 of 1999 ("the PFMA") is considered, specifically should it be
required that Eskom must reach a compromise relating to any potential
claim it has against Optimum Coal Mine and Optimum Coal Holdings.

e The Co-operation was cancelled on 10 June 2015 by Mr Brian Molefe Eskom Group

Chief Executive (Annexure K)

6.4. Optimum Contract Pricing after Tegeta takeover

e No change in the CSA’s unit price of coal.

e Eskom Board approved the fifth addendum of the CSA in Jan 2018 to change the
annual escalation from the Eskom Cost of Coal Index (CCI) to an escalation basket
similar to all Eskom’s new Indexed Fixed Price contracts. This was not the first
conversion of a long-term Fixed Price contract annual escalation basket from CCI. In
the OCM case, the change was due to the volatility of the CCI cited by the supplier. A
further amendment was on the contractual volume from 458Kt/pm to 400Kt/pm due to
the supplier citing inability to meet the original contractual amount. A 6-month time

contingency was added to the contract tenure to allow for supply rectification.
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6.5. Negotiations outcomes on new OCM contract price between Eskom and Glencore

(under cooperation agreement)

In August 2014, Primary Energy tabled a submission to Board Tender

Committee for a mandate to negotiate with OCM to ensure the security of

supply to Hendrina Power Station (Annexure J).

Negotiations with OCM took place in April 2015 and subsequently a

submission was tabled to the Board Tender Committee to conclude a new

contract with OCM to supply Hendrina Power Station, as per the mandate

approved by the same committee.

The key contract parameters negotiated were writing-off of suspended

penalties, unit price of coal, contract tenure beyond OCM Dec 2018 expiry

date and contract volume, as detailed below.

The resolutions requested were as follows (attached documents unsigned

and signed copy requested from Company Secretariat);

i.  Primary Energy Division (“PED”) is mandated to conclude negotiations with
Optimum Coal Mine (“Optimum”) to ensure security of supply for Hendrina
Power Station (“Hendrina”) at R442/ton (February 2015 money values), for a
CV of 23.5MJ/kg dry basis, from 1 April 2015 to 31 December 2018, and to
include into this new coal supply agreement (“CSA”), the following valuable
right, to be exercised by 31 December 2015;
ii. PED is mandated to extend the CSA with Optimum for Hendrina from 1

January 2019 up to 31 December 2035 at a price up to R475/ton (February
2015 money values), excluding a margin of 20%, or from alternate sources,

for a CV of 23.5MJ/kg on Dry Basis. As per industry practice, coal quality
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can be expressed in three different ways: As Received, Air Dried or Dry
Basis.

iii.  PED is mandated to negotiate and conclude the termination of the Optimum
hardship claim in lieu of writing off the penalties that have been suspended
against Optimum since 2012.

iv. ~PED is mandated to negotiate with Optimum for the full Optimum
reserve/resource and production for Eskom supply to Hendrina and for other
Eskom power stations including but not limited to Tutuka and Arnot Power
Stations, should it be possible to achieve an average cost per ton at or
below R500/ton from 1 April 2015 to 31 December 2018 and at or below
R527/ton from 1 January 2019 up to 31 December 2035 (February 2015
money values), excluding a margin of 15%, for the entire complex.

v. PED is mandated to engage with alternate suppliers identified from the open
market enquiry embarked upon as per BTC mandate to secure and develop
alternative coal supply options for Hendrina for the period pre and post 2018
should the opportunity arise to reduce the delivered cost of coal to Hendrina
and achieve transformation objectives.

vi.  PED is mandated to negotiate but not to conclude with Optimum, for Eskom
to take up a free carry shareholding of 10% to 15% equity and/or to engage
with Optimum to facilitate the purchase of Optimum by Eskom or one of the
state owned mining companies.

vii.  The Divisional Executive, PED is authorised herewith to take all the
necessary steps to give effect to the above including the signing of any
agreements, consents or other documentation necessary or related
therewith.

vii.  The Board Tender committee noted the tabled resolutions and

referred the matter to the Eskom Board.
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6.6. Appropriateness of the Board referral of the PED negotiations submission to GE

e Primary Energy cannot comment on Board’s decision to refer the outcome of the
negotiations to the Group Chief Executive, since we have not been privy to the board
discussions and minutes thereof.

e It is not a norm in Eskom for any transaction adjudication to be referred to an individual.
Committees usually refer aspects of submissions they may be seeking additional
information or clarity on to responsible managers or executives to address and resubmit
with feedback.

i.  Adjudication Committees are delegated to decline approval of transactions and would
normally state the reasons thereof.

ii. The delegation to adjudicate and consider commercial/procurement transaction is
solely for the tender committees governed by the transaction approval limits on
transactions value and contract duration.

iii. The BTC had delegation to approve the transaction and it is strange the committee
opted not to adjudicate on a mandate it approved.

o Eskom is in a worse off position because it lost security of coal supply to Hendrina and
other power stations. Secured supply from Optimum Hendrina could have avoided
transportation element, currently incurred.

e The business rescue did not achieve the intended purpose to ensure that the mine
operates sustainably as a going concern by the time the sale agreement realised.

e Since the stoppage of coal supply from Optimum in Feb 2018 Eskom has been delivering
coal to Hendrina meant for other stations at R582/ton (Apr — Oct 2018). The average
transport component on the YTD delivered cost is R178/t. Eskom projects that the
delivered cost will reach R602/ton (transport component = R184) by Year End based on
contracts in the pipeline. The supply volumes are still below required levels leading very

low stock levels at Hendrina. The proposed contract price for Optimum coal in 2015 for
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Eskom Board Tender Committee approval was R475/t (2015 Money Value). When the 7%
Compounded Annual Growth Rate (CAGR) linked to Eskom Medium Term Contracts of per
annum is applied to the 2015 Optimum R475/ offer for 2016-2018, today’s price would
R576/t excluding transport.

6.7. Timing of the referral back to Group Chief Executive in relation to Mr Molefe’s
appointment as Eskom Interim Group Chief Executive (IGCE)
Primary Energy cannot comment on the relation between Mr Molefe’s appointment timing
as Eskom’s IGCE and the Board’s decision to refer the Primary Energy’s submission
requesting BTC to approve the request to conclude a new contract with Glencore, as we

were not privy to the board discussions and recruitment of the IGCE.

6.8. Report back to Board after rejection of new Optimum contract by Mr Molefe
Primary Energy is not aware of the Optimum new contract re-submission to Board after
rejection by the Group Chief Executive. No record could be obtained from the company

secretariat of such discussions taking place in subsequent Board meetings.

6.9. Relief as per the BR process (pricing, quantities, payment terms)

The business rescue process commenced on 4 August 2015 (Annexure 1)

7. OCM CONTRACT PENALTIES
The Optimum Contract like most other contracts has penalty clauses for coal quantity under
supply and price adjustment clauses that deal with quality deviations. The volume deviation

clause deals with under supply by the mine and under offtake by Eskom, as per Clause 15 of
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7.1.

7.2.

7.3.

the CSA. The most common quality parameters are on calorific value (CV), Ash, Moisture,
Abrasiveness Index and Sizing. The OCM contract had a very complex calculation because it
was applied over a sliding scale with a range from 4 days to 7 days. The 7-day penalty is the
most severe and can adjust the coal payment down to R1 a ton. One can take the 7-day
penalty as the rejection price of the coal. Even today on the new generation contracts if a
supplier dispatches the wrong (uncertified) stockpile and the station performs a random test,

Eskom only pays R30/ton for the coal that is in rejection.
Origination of OCM penalties

The OCM contract, when it was converted to fixed price, had a number of quality
specifications. This was captured under Clause 9 of the CSA. This was later changed in
Clause 3 of the Second Addendum and is the clause applied in the calculation of the R2.1bn
penalty.

Calculation of the R2.1 billion and the accumulation

e Other officials will deal with the calculation of the R2.1 billion penalty.

e None of the current Primary Energy and Finance teams was involved in any of the

negotiation proceedings that led to the calculation and settlement of the penalties in March
2017.

Negotiations, summonses relating to the R2.1 billion (under Glencore)

e On 23 March 2015, Eskom sent a letter to OCM regarding its accrued rights in terms of the

penalties not imposed (Annexure L) and OCM responded to this letter on 26 March 2015.

e OCM sent a letter to Eskom on 22 May 2015 about the coal supply agreement,

negotiations and hardship (Annexure M).

e The co-operation agreement was cancelled on 10 June 2015 by Brian Molefe
e Optimum sent Eskom a revised offer on 30 June 2015 (Annexure N).
e Eskom issued a letter of demand to OCM on 16 July 2015 (Annexure O).
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7.4.

7.5.

7.6.

7.7.

The letter of demand was issued with the approval of the Group Chief Executive (Annexure
P).
The issued summons is attached (Annexure Q).

A further proposal was received from OCM on 17 September 2015 (Annexure IB).

Determination, levying and administration of penalties under Tegeta
This determination, levying and administration of penalties will be dealt with by other

Eskom officials.

Negotiations, arbitration, reduction of penalties and eventual settlement
under Tegeta

The settlement agreement was signed by the CFO (Anoj Singh) on 14 March 2017
(Annexure R) and head of legal (Suzanne Daniels) was involved. The contract manager

was not involved in the settlement agreement process.

Detailed reconciliation of the penalty from the R2.1 billion to the R254
Other Eskom officials will deal with the detailed reconciliation of the penalty from R2.1bn to
R254M.

Exclusion of the sizing penalty
e Following numerous efforts to identify the reason for the high percentage of fines
reported, a Glencore employee identified the backflow of fines from the crusher in
the secondary sampler as the root cause. This discovery was made on 1 October
2015 and a decision was taken to isolate the crusher.
e The other Eskom officials will deal with further details on the reasons for the

exclusion of the sizing penalty.
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8. OCM BUSINESS RESCUE
8.1. When it happened and the BRPs

Business rescue started on 4 August 2015 and was concluded on 31 August 2016

(Annexure R)

8.2. Impact of the BR process on the CSA for Hendrina (2018)
Coal supply effectively stopped in Feb 2018 with only 34 251 tons delivered in June 2018
from OCM to Hendrina as part an interim agreement entered into based on an offer from

the Business Rescue Practitioners.

8.3. Any contractual terms variations during the BR period
The Business Rescue Practitioners proposed a three months interim contract for 200Kt per
month at the contractual price (Annexure S). Eskom accepted the offer after board
approval to ensure coal supply to Hendrina whilst the BR was underway. Exco resolved to
appoint Mr Jerome Mthembu to lead the engagement with the BRPs to secure coal for
Hendrina during the Business Rescue process and to lead the negotiations for post-

commencement coal supply.

8.4. Impact of unreliable coal supply from Optimum to Hendrina

e The stoppage of coal supply from OCM to Hendrina when the colliery was placed under
business rescue in Feb 2018 resulted in an immediate coal shortfall of 400Kt per month
for the power station. When the business rescue process started Hendrina’s total coal
supply was from OCM, i.e. the power station was 100% dependent on the OCM contract
for its coal supply. The coal stock at Hendrina was already low and below the prescribed
minimum level when OCM was placed under business rescue, due to the consistent
OCM undersupply since 2016.

e Eskom diverted contracted coal away from other power stations to supply Hendrina thus

preventing the power station from running out of coal and a potential total shutdown. The
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diversion of coal led to other power stations and the total system coal stock to reduce
drastically. This contributed immensely to the current low coal stock in Eskom.

e Eskom submitted an urgent procurement deviation request to National Treasury
to source replacement coal for Hendrina. The process was not a success

e OCM failed to supply ~3.2Mt of coal for the period Feb 2018 to Oct 2018. This impact of
the undersupplied coal is equivalent to 8.3 Eskom system stock days.

e Hendrina is one of the stations currently sitting with coal stock level below 10 days. The
OCM contract expires 31 Dec 2018 and based on the mine still not supplying, the total

volume undersupplied will accumulate to 4Mt.

9. SALE OF OCM TO TEGETA AND CESSION OF THE COAL CONTRACT
9.1. Eskom’s obligation and rights relating to the sale as per the Coal Supply
Agreement (CSA)

e Clause 28 of the OCM CSA states, “The Company shall not be entitled to cede,
assign and transfer its rights and obligations under this agreement to any third
part without the written consent of Eskom.”

¢ Under normal circumstances, a Due Diligence (DD) would be undertaken followed by a
submission to the Board to support the cession or change in ownership. In this instance,
Eskom did not conduct due diligence on Tegeta upon its acquisition of OCH which owns
OCM. The assumption is that DD was not conducted because Tegeta just bought the
shares. OCH is still the contracted company however it is 100% owned by Tegeta.

Eskom conducted financial evaluation of Tegeta as mentioned earlier in the document.
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9.2.Eskom’s involvement in the purchase of OCM by Tegeta from Glencore

| have no knowledge of Primary Energy staff members who were involved in the
Tegeta transaction to purchase Optimum Colliery from Glencore, during the
business rescue process that started in Aug 2015. , other than information
reported by media and records of submissions to BTC. | only learnt of
involvement of Eskom officials in the OCM sale transaction to Tegeta through
media reports and records of submissions to BTC. | only learnt of the
prepayment and guarantees via media and when some of the colleagues
reported on the instruction received to process the pre-payment transactions.

Cliff Decker Hofmeyer was Eskom’s legal advisor on the business rescue
process. Other Eskom departments like legal can assist with details relating
CDH’s involvement because the issue instructions to law firms on behalf of

Eskom.

9.3.Influence by Eskom and/or its officials, and the propriety or lack thereof

e We have no knowledge of Eskom officials who could have in influenced the
sale transaction as we were of a view that the OCM sale transaction was
under control of the Business Rescue Practitioners (BRPs). When the BRPs
published the business rescue plan, it was confirmed publicly that the intention
was to rescue the business and sell the mine. | (Dan Mashigo) attended one
of the creditors meetings at Optimum in the company of CDH and Ayanda
Nteta to find out what the rescue plan was. Other than Eskom, no major
creditors were present; it was predominantly suppliers and contractors.
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9.4. Other potential buyers Eskom engaged with and outcomes
e | have no knowledge of potential bidders Eskom approached or which
bidders approached Eskom and in what capacity. The list of bidders should
be available from the BRPs records or the Business Rescue Plan.
9.5. Engagement between Eskom and DMR relating to the sale
e No knowledge of Eskom and DMR engagement relating to the sale of
Optimum. We learnt about the Minister of Mineral Resources visit to the
Glencore CEO in Switzerland via media and Public Enterprises Portfolio

Committee hearings.

10. EVENTS DURING THE INTERIM PERIOD (1 JAN 2016 TO 31 MARCH 2016)
10.1. Rationale for Eskom contracting with Tegeta for coal supplied by OCM

e In the Dec 2015 Arnot Colliery Technical Meeting, the Eskom coal supply
team was informed by Exxaro of the alleged threat to blockade coal trucks by
colliery employees. The Arnot Colliery employees were aggrieved by the
pending mine closure decision by Exxaro following the CSA expiry.

e Primary Energy alerted the Generation Security Business Partner of the risk of coal
supply interruption.

e The GE Generation requested the Primary Energy team to increase the Arnot coal
stock to 60 days before 31 Dec 2015.

e An Arnot coal emergency was declared by the Primary Energy Tactical Command

Centre based on the coal supply interruption threat
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The emergency procurement process was subsequently activated to source coal
required to rapidly increase the stock level to 60 days, in anticipation of supply
disruption. Various suppliers were contacted. Once of emergency orders were
placed where-after South32 MMS delivered 90 000 tons and Tegeta delivered
100 000 tons from OCM (Annexure T). The delivery was completed by the end of
January 2016.

On 22 January 2016, Tegeta sent an offer letter to Eskom proposing a supply of
250 000 tons per month for 3 months (Annexure U)

The offer was considered and the procurement process as per the 2008 Mandate
was undertaken (Annexure V) and the contract was concluded for the supply of
500 000 tons for two months based on the requirements of the February 2016
supply plan (Annexure W). This did not form part of the emergency procurement
process.

Tegeta had not completed the transaction to purchase Optimum Colliery, so they
acted as a non-value agent in supplying Eskom with coal from a mine already
contracted to Eskom. The Eskom procurement procedure does not allow the use of
non-value adding agents.

No blockade of coal supply to Arnot Power Station took place.

10.2. Appointment of Tegeta prior to the purchase of OCM

In anticipation of the expiry of the Arnot cost-plus contract on 31 December
2015 and due to the contracted medium term coal supplies not fully meeting
the Arnot coal burn requirements, Eskom issued a Request for Proposals
(RFP) to the open market in August 2015. This RFP was still undergoing
evaluations when the Arnot Cost Plus CSA expired in December 2015.

As discussed in 14.1 above, there was an alleged threat to coal supply and an

emergency was declared to ensure Arnot Power Station had adequate coal stock to
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sustain production should supply interruption realise. The emergency procurement
process guided the contracting of coal under the emergency.

For the February 2016 short-term contract with Tegeta, the coal
requirements were based on the February 2016 supply plan. The
discrepancies in the procurement process as per the 2008 Mandate are as
indicated below.

Action Description Discrepancy to process

e  Offtake agreement e The supplier provided no offtake agreement during the process,

only an offtake letter. This was highlighted to the delegated
authority as part of the assurance process prior to contracting and it
was noted that the supplier was required to provide an offtake
agreement. The supplier submitted an offtake agreement after the
contract was signed.

e Value add to the coal supplied e There was no evidence of the value adding of the coal supplied that

was required of an offtake supplier

10.3. What did Eskom know of the underlying contracts between Tegeta and OCM (pricing

and payment terms, in particular)

For the Emergency procurement in January 2016, the offtake agreement
between Tegeta and OCM was submitted to Eskom (Annexure X). The
agreement states the pricing and payment terms to OCM. None of the current
Primary Energy employees is aware of any prior engagements between OCM
(BRPs) and Tegeta relating to an offtake agreement to supply Arnot.

The February 2016 short-term coal contract between Eskom and Tegeta to supply

Arnot from OCM, the offtake agreement initially provided was the same as for the

January 2016 emergency, mentioned above, as per offtake agreement letter dated 3
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Feb 2016 from OCM to Tegeta (Annexure Y). This was highlighted in the review
undertaken prior to the contract being signed and it was noted that the supplier was
required to provide a separate offtake agreement for the new Feb 2016 short-term
Tegeta contract to supply Arnot from OCM.

e An offtake agreement signed on 18" February 2016 was provided to Eskom
(Annexure Z).
10.4. Clarification on whether the Arnot supply from OCM was sourced from

Eskom supply or export coal

e The Eskom contract manager claims that increased coal volume from OCM to
supply Arnot was achieved by reducing the underground bypass product to
Hendrina and directing it to the processing plant in order to produce the Arnot
product. There is no formal reference of such in short term contract. The coal
supply to Hendrina reduced during this period

e As mentioned earlier in the document without upfront knowledge of the possible
existence of an excess run off mine stockpile or processed coal stockpile it is
difficult to understand how the Eskom dedicated mining operation on its own
could produce almost million tons of coal per month.

e The Arnot coal offer from Tegeta did not mentioned the possibility of negative
impact to Hendrina coal supply.

e The undersupply of the lower priced Hendrina coal (R150/t at the time) in
tandem with the performing Arnot higher price (R559.8/t for the Jan 2016
supply and R585/t for the 500Kt short term supply) short term contract from the
same mine is questionable. A genuine coal demand at Arnot Power Station was
entangled in the Tegeta transaction giving suspicion to Exxaro that Eskom

declined to extend the Arnot coal contract in favour of the Tegeta.
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e Based on the Tegeta and OCM offtake agreement signed by the two parties on
18 Feb 2016, OCM sold coal to Tegeta at R448/t (excluding transport). Based
on the internal approval memo Tegeta offered the coal to Eskom for R470/t
(excluding transport). Tegeta did not add any value in the process yet charged
a ~5% mark up of R11M. The transport cost to deliver the coal charged to
Eskom is R115.5/t for versus the R98/t in 2016 according to the Eskom rates
model.
10.5. Origination of the December 2015 emergency supply
e The Arnot coal emergency was declared based on a report that Arnot Colliery
employee threatened to blockade Eskom coal trucks.
e The Primary Energy Division Tactical Command Centre declared an emergency
on 23 December 2015.
10.6. Any penalties raised on coal supplied through Tegeta

e No penalties were raised on the coal supplied to Arnot from OCM by Tegeta.

11. ADDITIONAL COAL SUPPLY AND PREPAYMENT (R658 MIL)

e Oirigination of the Arnot emergency coal procurement in Jan 2016 based on

Coal Supply Plans

e Eskom prepares annual coal supply plan which gets updated monthly to
accommodate deviation from revision zero production plan based on:

e The latest available production plan indicating the energy required from each individual
power station. The annual coal burn broken down into monthly burn is derived from the

energy output required per station for each power station.
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e Ability of existing coal supply contracts to meet required coal burn whilst
maintaining prescribed coal stock holding.

e The difference between existing coal supply contracts volumes per power
station and the coal demand per power station for the planning period
constitutes “shortfall coal”, which has to be procured to maintain power stations
coal at expected levels.

e The coal supply plan of May 2015 (Annexure AA) identified that Arnot Power
Station would require 1.165 million tons additional coal between June 2015 and
March 2016 for the station to end the financial year at the expected level of 35
days.

e The November 2015 (Annexure AB) coal supply plan identified that Arnot
Power Station required 0.76 million tons additional coal between December
2015 and March 2016 for the station to end the financial year at the expected
level of 35 days. Without additional coal, Arnot Power Station would have
ended the financial year on 4.7 days.

e The May 2016 (Annexure AC) coal supply plan identified that Arnot Power
Station would require 1.77 million tons additional coal between June 2016 and
March 2017 for the station to end the financial year above the expected level at
41.9 days. Without additional coal, Arnot Power Station would run out of coal in
December 2016.

12. PREPAYMENT/GUARANTEE

12.1.The use of prepayments by Eskom and circumstances under which used
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e Upfront payment is common practice in high value construction or
manufacturing contracts for high value components whereby long lead items or
long lead material have to be pre-ordered or purchased ahead of the supplier
job executing and invoicing

e The upfront payment get provided for in the balance sheet until such time that
the supplier can start invoicing on progress completion

e The Arnot short-term coal contract concluded with Tegeta in 2016 for coal
sourced from Glencore owned Optimum Colliery, which was under business
rescue, did not follow default procurement process, i.e. a Purchase Requisition
not was not generated in advance. The coal was sourced using the 2008
Mandate. Reasons cited by Group Executive Generation at the time, were that
the contract was to secure sufficient coal stock at Arnot for winter based on the
coal supply plans. Optimum Colliery undersupplied to Hendrina. No segregation
of Hendrina and Arnot power stations coal supply was put forward. No proof
that export product mining activity was supplied to Eskom or that the Arnot coal
was sourced from the export mining and processing.

e The ~R658M prepayment in lieu of future coal supply on a fixed price contract
was a first and departure from Eskom arm’s length fixed price coal contracting,
where Eskom does not contribute/fund the working capital of running the fixed
price coal mines. The money was allegedly paid to restart the export opencast
section of the mine, which Glencore closed in 2015. Eskom put no conditions
precedent forward for acquisition/lease of mine equipment required to restart
the mine, production reports, proof payment to suppliers etc. It also does not

make sense why the prepayment was in lump sum instead of on “as and when
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expenditure is incurred basis”. The equating of the Optimum prepayment to the
cost plus mines “stay in business capital” funding is misplaced. On cost plus-
contracts, Eskom does prepay for coal production and supply. The “stay in
business capital” funding by Eskom for the cost plus mines is a contract-
regulated obligation. Eskom does not pay the capital in advance on lump sum
to the mining houses. Progress payment is made to the mining house upon
invoicing based on progress completion of the project.

e Bank guarantee offered by Eskom to Tegeta was out norm as Eskom never
provide guarantees or act as guarantor on behalf of suppliers or private
companies. This may as well be outside the company’s MOI. It is not clear what
governance was followed in obtaining approval to provide guarantee to a
privately owned company, which happened to be an existing supplier at the time.
The transaction’s materiality probably required PFMA Section 54 approval from
both Finance and Public Enterprises Ministers it contracts. Supplier normally
offers surety/Guarantees through various instruments, e.g. parent company
guarantee, bond, bank guarantee.

12.2. Similar past coal prepayments

e The current PED team is not aware of any coal prepayment transactions be it on

cost plus or fixed price suppliers
12.3. Rationale and validity of reasons provided by Tegeta for prepayment

e The BTC submission documents states that “Tegeta requested Eskom to

consider some form of prepayment to enable it to meet the production

requirements from the export component of the mine in lieu of the cross-subsidy
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of Hendina direct feed as that would enable it to meet the coal supply demand for
the two power stations”

e The former Eskom CFO stated at the Public Enterprises Portfolio Committee was
that he secured a discount on the coal price linked to the prepayment.

e It was mentioned in the public domain that the prepayment was to enable Tegeta
to restart the opencast operations at Optimum Colliery which was main source of
export run off mine coal.

e Tegeta did not provide Eskom with evidence that the prepaid working capital was
used for predetermined mining activities.

e Tegeta requested upfront payment however they were not the owners of the
mine and it is not obvious that their offtake contract with (Glencore) OCM granted
them rights to mine on their own.

12.4. Ability of Tegeta to supply the additional coal in light of their reasons for
prepayment

e The only way Optimum could supply additional coal would be with the entire
opencast and underground operations running or the mine sitting with excessive
run off mine coal stockpile.

e With the opencast mine not producing (stopped in 2015 by Glencore), it is
unlikely that Optimum could supply the full Hendrina consignment and additional
coal to Arnot from the same underground operation without expanding the works
or compromising Hendrina supply.

e The Arnot offers were 500Kt per month, which was higher than the Hendrina

458Kt; this implies 1Mt per month supply.
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e Other Eskom officials will deal with the details around the prepayment
processing.
12.5. Payments to Tegeta by Eskom, also detailing any penalties withheld
e Annexure AD shows payments made to Brakfontein, OCM and Koornfontein from
10 April 2015 to 30 August 2016.
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1. Who We Are

agela Exploration & Resources Limited (“TER") & a South African emerging junior exploration and mining Company

engaged in the acauisition, exploralion, development of Conl.

egeto’s activilies are coneenlraled in Soulhem Alico currently in Soulh Atica, Bolswana, and. Mozombique. .

fegela has taken a Fisl Mover Stralegy by oggressively pursuing mineral depaosils and exploralion apportuni

South Afrlea

have long held the view thot the soveraign risk Is not as high as peresived and thal the world shall ultimately

embiace lhe region once The countrie

ol Angola and the DRC retaln political stabilty once again. Per square
kilometa, Southem and Cenfiol Alrica ollars some of the world's mesl exiragordinary and diverse geology and mineral

depesils. Fram the Archaean Southem Alican Craton to the Greal Dyke to the Rift Valleys and Ihe copper bell

regians ol Jambio comes a world-closs uni xplored porttolio of minerak. Mos! ol Southem Alica hos an
infrastructure and skills base almost uniivalled in Afrdco, with a plethora of historcal data 1o rediscover and

renlerprel.

jela has moved from a siraleqgy plan 1o an esiabished exploration company, with mineral tlenements

ovaring several hundred sauare kilometres of ground of prospecling ocreage ond g vardely of proje

fieeldd tox a definilion, Tegela through

staoges from gre

2 company Conf

oncepts (Phy] Lid, currently has nine diling rigs operating on varaus projects

‘?f/? CORPORATE PROFILE 3
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2. Corporate Highlights

Frojec! are in exploralion/operalicnal s

«  Mineral Resource hias an Iclentifled and being evalualed

= Substanlial capital has been ralsed rom shareholders as equity tor the acquisifion of strategic Mineral Righls

and tunding sexploralion program

legela has 12 prospecting fighls granted By the Depodment of Mineral Resources |DMR), South Atrlca tor
bituminous Coal.

Negofiatiorns 1o acquire controling stakes in two (2) companies holding prospecting/mining rights s
underway

. legela hoy mining experlise through s ossogiate company “JIC Mining Servces™. JIC Mining Services |s one

of the larges! and most repuled conlract mining company with customers fike Anglo American, Impala
Platinum, Anglogold Ashanti, Hamic Ferrochrome, Harmony etc,

= legela's properties are localed In areas with
good  potential  of
minaral  resowces  lor

viable mining

operalions,

"“‘/“ IRPORATE PROFILE
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3. Qur Mission

»  Tobe aworidclass, owner, explorsr, producer and aperator of suceessful, afflcient and, cosf effactive producing mines.
. + To create shareholdersweallh by maximising profits and oplimising growth,
*  To become areputable exploration and junior mining house,
= To finance its exploration, feasibilily sludies and development of its mineral resources using best techniques and methodologies and
sngineering using cutting edge technology in all projects,
»  Tobeinternalionatly compelitive and lop-ated in termaaf financial and aperational performance.
» To provide an effeclive mechanism for bringing the historvically disadvantaged local communiiiesinto direct particlpstion of equity In
businesses laking place in their communities on a scale felt by communities.
» Identify economic green-field mineral resources and diversify cppartunistically and selectively in1o production areas as well ast{o bhe a
socially responsible company,
+ Ta canduct all ils business according to sound princlples and high ethical standards, living ta lts commitmeani of accountahllity,
transparency and good corporala governance.

G‘? CORPORATE PROFILE 5
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4. Objectives

z, iImmediate Objective

The ulimale objeclive of the company is to combine . cash flows and blue sky polenlicd 1o in order 1o reduce risk and poving the woy fo bulld a
successful [unior nining-hawse  that is profilakle, susiolnoble, has high-growlh | potentlol and 1s posifioned acroes the entire value chaln ol Ihe coal

commodiy enviranment . T e,

b, Medium term Objectives + Ay

a. Estoblish sustainable [oinl ventures with multinalional corporations in order to M :E- -' 4% } ]
unlock woluz in thelr wel detined and bread resowrees base, _"‘. _._}_‘ ) 1‘; N H

k. Comsolldate the busines Infe a profiloble and nimble company and te goin . ’..’:_.,,a-' ) et =
value/s moss,

c. Declare above average dividend poyouts ond improved access 1o copital, .

d. Develop organfc growth opportunilies within the company,

&, Parlicipale In larger growth {blue sky| opportunilies,

1. Skik (ronsferand agaressive developmeni of In-house expertise,

. Toown opemilong! mines, with lbnger-lem exploration and development [areen flelds| projects underway.

. T& own state ot the art underground and surtace mining equipmeant.

. Emnploy compeaient personnal wiih skilk encompassing management, technicol ond finonclal compelencies. To grow ang dovetop the bueiness
into a world class emerging [unior mining company,

E?:’_ ? CORPORATE PROFILE 8
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5. Business Development Strateqy

Ouwr strategy is to pasition Tegesta as a progressive and profesionaly managed company with excling exploralion acreage and efficlent prodkicing

operafions.

Tegeta's business model k based on generaling explorafion projects whose subsequent development growth & funded primerily through organic growlh

and secondly through joint veniure portnerships.

Tegeta s commiited o grow its porttolo of assets and hos postiioned liselt o become s the pretemed plkayer in tha Alfcan resources seckor by compling
with regulatory requirements In countdes [ seeks 10 nperate from as wel o5 being more socially ond snvironmeantally respomnsible,

Tegeta's business sirategy s ta own o mix of established colieres, brown-figkds prolec!s as well as green-fiskds [Rive sky] resources, Impodantly, Tegeta wil
mannge and orow il coal Intetests and posilion [n the market o the exiend that the company remains able to:

-

Remoin flexible in terms of product mix (le. wide range of resources coverng both expor qualty as well s local refinery and Eskom praduct.)
peneficiate for these different markeds,

Achleve prefemed suppler status with Eskom,

Obtain and expand RECT (export) alecatlon faclitlas.

Toll heneficiate or load lor smalker BCE IV partners,

Remain locused on employing the broader valee chain.,

Bacome an atfractive and sought-ofter BEE J¥ partner for 1he ikes of Anglo, Kstrata ele.

E% ? CORPORATE PROFILE 7
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6. Investment Strategy

Tegato's investment strolegy 1s to minimise risk and optimize kng ferm by merging blue sky potentlal with cosh-llows, The Compary will primanly focus on
businesses based In Afican cowirfes, whete tha potential investment opportunity exhibit one or mere of the following choracterstict:

= under exploited assets

»  ability to yleld more than average return on investment

= swslainable growlh prospects

« astrong pestionin on astablished market of an early mover pasifion in a petentiolly tast growing market

« avaoalion representing a discauni to nelt cosh or assel value: or

+ qconducive business environmen! coupled with poklical stabiity and corporote governonce

‘E}‘}'! CORPORATE PROFILE 8
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T. Shareholding Structure

. Follewing are the shareholders of Tegeta:

1, Qakboy Investments (Ply) Ltd : 48%
2. Fidelity Enterprises Limited (Dubal):22%
3. Aerchaven Trading [Pty) Lid: 30%

7.1 Background to Shareholders

« Ookboy Investments Fly Lid is 1he Investment company and has substanfial investments in Mining and related activities, Informaltion
Technoalogy. Raal Estate development & Hospitalily Industry.

= Agrohaven Trading (Ply] Lid is @ BEE compony promoted by Mrs. Ronica Rogavon, She has been on the boord of vorious
Companies.

* Fidelity Enterprisas Limited it a Dubai based company engaged in strategic investments in vaious couniries, The company will not
anly help in arranging funds at reasonable cast but also help Tegeta in morketing overseas.

6‘? CORPORATE PROFILE 9
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7.2 The Board

Tegeta's board of Directors is made up of R. Nath, Ashu Chawla and Renica Ragavan

. non executive directors shall be appeinted to the board in due course,

8. Operations Modell Structure

Early Stage Acquisilion

Ceology &
FARkEion

Advanced Stage
Acquisit ion

Mine Product ion

Resource Compllat ion

‘E? CORPORATE PROFILE
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9. The Management Team

Tegeta's sharehoiders recognize thal, winnlng baging and ends with people as a resull. the company employs people who are passlonate about Tegeta's
business, ore skilled in their ereos of responsibilifies and commitied 1o the company’s obfectivas and poficles.

The Compary's humhan resources mission s to have:
+  The ‘besl people’
=  The ‘besl pedormance’ worklorce
+  The ‘besl employer' reputalion within the industry

In aedcdition to the few directly and currendly employed by Tegeta, thare are several prefessional consultants { Incividuals and companles) whao pravide
speciolist serdces te jhe company from time to time, The maln oblactive 15 to remcin a nimble and cost etfactiva compary rekativa 1o our peers, We
recrult the *best’ prolessionals and skilled people, who beleve In our success diven culture,

e cumrent Management Team consfsls of;

Ravindra Hath — Chief Executive Officer

fir. Ravindra Nathis the Chief Executive Officer for Tegeta overseeing off the aspects of the Company,

rr, Nath Brings many yeors of éxperence  which he gained during his tenure ol service with the Skate Bank of Indid In India and otyoad In senior
managemeni posillons, While working for the bartk, he wan port of the senlor management team {hat stroctured and amanged variety project finance.
loans and advances, forex and many relaled oreas of the banking indusiry.

Atter hls departwe rerm the State Bank of India, Mr. Nath jeired Sohara Group In Scuth Afkca os their Chied Einanciol Oflic er. @ position he holds joinfly with
Tegeta. s CEO, M, Hgth s o director in various, Group Companles,

Edveation

BaA, LLB, CAIB

!,if ? CORPORATE PROFILE 11
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Mr. M.A. J Visser- Senior Consulting Geologist- Coa)

Weork Experlence
M Visser [s o senlor geologist with Integrity and many years of experience In Coal.

. Mr Visser recenlly joined Tegeta os a Senior Consulling Geologid chorged wilh the Task of Evalualing and optimising the cormpany's portfolio of Cool
Resource and bailding the ciilical mass ond core competencies wilhin the Company. While at Bhp Bililon, he served in many senfor posifons, sueh o,
Head ol Genlogy of Ingwe, responsible lar 8HP Biiton Coal's Reserve and Resource reporting and alia responsible {or ihgwe's cog| reserve and resource
management, Mrisserwos a Member of iha BORCT committee, In addillon to many other respomsibiiities, he ako worked In the following capocities,
and {hese are!

s 20042007 Group Monager Gedlagy-Coal BHPE SA
s 2002-2004. Grovp Mancagar Geclogy-BHE Billlon, Coal
= 1995-2002- Senlor Consulting Gedlogkl-ngws
*«  1995-1998- Monager Geology-Operations Coal-Ingwe
«  1990-1995 Assktant Consulling Geologlsl-Trans-Hatal
+  |988-1970- Techrical Monager-Delmas
= 19785-1788 Chiel Geologlst-DelmasI 270 - 1973 - Mine gecloglist {TCL)
* 19731974 - Exploration Geologist (TCL)
+ 974~ 1972 - Senlor Geologist (GEFCO)
. 1979-1984 - Chief Geologist (GEICO),
1984 — 1985 - Research Geologist [GEFCO
Key rasponsibilities

= Yield ond Quality ef inalcoal product

«  Respurce ocquisiions in 5A and ollshorz
. «  Geology Slondords in Ingwe

=«  Reserve/Resource reporling BHP-Bilkton ; Coal

=  Ophimal exploilation of Coal Resowces:

T.'r? CORPDRATE PROFILE
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¢ Mine and Explorotion; Asbestas & Manganese
*  Monage Exploration Project
= Reseorch on the origin aond depuosition of Cracidelie

. 10. Professional Advisors and Consuftants

During the first few months of business, the company ulilsed the sendces of consullants and advisors winlist buliding its own stafl compliments, Oul gf the
mony 1hat we are working with, the five Isted below have worked wilh Tegeta feom incepfion to date.
These are:

+ I Mining Services Ply tid- [Profect Managers),

+  Shiva Uranium Limited,

» 3lale Bonk of ndia, Bank of Barodu

11. Access to Joint Ventures

Tegeta shareholders recogrise the need to have strong relationships, strategic aliances and joint venture pariners with other leading
industry players on specific prajects. As a result of thaeses relationships, Tegeta shall have access to capilal to fund its projects and o wider
platform of markets for its commodity.

This is erifical for Tegeta's growth and sustcinobily as it pursues its development strategy of becoming a recognised junior mining
Company, with assels and infrasiructure representative across the entire volue-chain of the mining industry,

G._ F CORPORATE PROFILE k]
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The loint Ventwe Model is gimed at oddressing the following crilical components, which ore alwoys facing emerging junicr mining
compaonies some of the issues are;
»  Risk Mitigation;
» Reduced Financial Burden;
. v Increcsed Exposure to Technicol Expertise;
«  |ncreased Shareholdar Returns:
= A Business Model thal Works tor Afrlca.
« Highly competent in house experiise with the ablity to select, advance, and to Joint veniure projects,
« Focused explorafion targeted towards ety production.

= Ahility to firence exploralion programs fimeously,

12. Why Coal?

Coal ¥nown as the humble Juel is the most abuwndant resource In sub Sabaran Affica. Codl Is o lossil fuel. It & ¢ cheap commodily fo produce In
cornpdarison lo other matals.

12.1 The Power Crisis In Southern Africa

Soulhern Aflca ls heading towards o critical regionol power shortage as from 2007, 1 [s araund this fime thot, according te general consensus, the reglon's
miclor power provider, state-owned Eskom will run out of surplus copacity,

Confinved moderate econamie grawih 1n South Alded, combined with the Government's laudoble Drogram 1o deliver elecivicity 1o milions of new

. households, & driving demand {or an addillonal ene thousand plus megowatts of electicity per year, Furthemmore, over he naxt 30 veors, I {5 estimated
that global energy demand will increase by aimes) 60%.Twa thirds of the ncrecse will come from developing counies = by 2030 they will account far
aimost half of 1otal encrgy demcnd, However, mahy of the wodd's pootest people wil sfill be deprived of modarn enargy In 30 years time - 1.4 bilion
paople wiii stlll be wilhoul electrigity,

'G? CORPORATE PROFILE 14
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12.2 The Rele of Coal

Ower the next 30 yeors, it & estimated that global energy demand witt Increose by aimos! 40%. Two ihirds of the ncrease will come rom develaping
counires — by 2020 they will aceount for aimast half of 1stal energy demaond, However, many of the world's poorest people will sl be deprived of modern

anergy In 30 yeaors 1ime - 1.4 bllien pecple will s1l be without elechiclty.

Access to modemn energy services not only contribvtes to economic growth and household Incomes byt also 10 the Improved
qulity of Ite ihat Comes with betler education and health serdces.

Coal Mining In South AMdes is critical to 1he economy. both In lerms of It providing essential national power generalion and being
the second kwgest loreign ex eamer, The Sauth Atdcan Codf hduiy hat eomed an emviable repulotion overseas as o
consistently refable producer and supplier. This innportant tactor, togeiher with the eiminafion of all frade sanclions. hos now
reulted in an unprecedented overseas demand for Soulh Afllican coal.

As the mosl importont fwet lor electicity generollon and a vital inpul inda sleel production, codl will have a mojer role lo play in
mee'ting Tuture energy needs.

Diring the past wo years. the use of coal has grown at a faster rale than for any elher luel, fsing by almes 5% in 2005. Demand
in China grew by 11%. in Ewssla by 5%. [n Japan by 5% ond In tha USA by 2%.

Coal will conlinue 1o play a vital rele in elechicity generation worldwide = while it cumently supplies 33% ol the wordd™s elecidciy,
this figure will only drop ehe percentage peink over the next three decades.

with the avallabilty of abundant. afferdable and geographically disperse reserves. ceal has a vital role 1o pkay in a world where
relioble upplies of affordable energy will be essendid! to glebal developmendt.

'l‘;? CORPORATE PROFILE
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12.3 Coal Consumption

Ceoal plays a vilal role In power generalion ond this role k set fo continue. Coal cumently fuek 39% ol the workd"s electicity and 1Hs
proportion k& expecled to remain ol similor levels over the next 30 years. Conzumplion of steom coal & prejected fo grow by 1.5%
per yedr aver lhe perod 2002-2020. Lignile. olse sed In power generation, will grow by 1'% per year. Demand tor coking codd In
iron and steel production Is set to Incraoe by 0.9% per year over this perod.

12.4 Coal Production

Qver 4400 M1 of hard caalls curently produced — a 38% increose over The past 20 years, Cool produciion has grown fastest In Asia.
whila Europe has actualy seen a decine in productien.

Glabal coal praduction is expected ta rench 7000 Ml In 2020 - with China accounfing for around ha¥ the Increase over this perod,
Steamn coal production s profecied to hove reoched around 5200 Mi; coking coal 424 ME; and brown coal 1200 Mt

12.5 Key drivers & future prospects

megawatts of electicity per year.
* Increased Energy demand.
= Highincrease in commadily prices,
= Saulharm Afcais heading toward: a crfical regionaol power shortage as fram 2008,

= Saulh Africa Is rapidly moving towards a point where it will be unabile ta meel the electicity demands of its own people. .
How do you keep the ights on? The chvious answer is,...Caal

E-P CORPORATE PROFILE &
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12.6 Achieving our strategy

Our strategy is to develop suslainable mining eperations through ocquisifions of operafing ossets and development of green-fields projecis with an

ullimate objective of raising sutficlent cash flows and blue sky for organic growth. The aim of the consolidalion strategy is 1o pesition Tegeta favourably in

Ihe marke! as

()
(2)

(3)

4]

on anchor “owner opemlor exploration and junior mining company in the seclor:

to reduce cos! of funding by way of organic growth from cwn
balonce sheatl:
to reduce overall company risk by maraing cash-llows with

blue sky potential and managing and ewning o number of

projects in diversified geographias,

aenerate much-ne ed critical mass and core compelences

In-erder 1o become a world class company.

13. What Makes Tegeta Different?

. Exciting large exploration projecls,

- Passionale Shareholders and o
=  Understanding af «

contac
= Ability lo manage exploralion and pricing

Aty 1o execule leasit

nnirvitted Managemert Team

¢l business In Atfica and strong network of

5 in the Industry

fsluddies limeously

ndependence and being a nimble resources company,

14, Conclusion

PROFESSIONAL

COMPETEACE
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Tegela has polentially world closs mineral resources™ which we befieve, due te ihe current demand foe Energy, could pasition the company s on,
opeartor, producer of Cool ond awner ol assels thal ore of good value. Tegelo provides the vessel upon which lo embark on such a veyage. Walch us
and support.

15. Corpurate Address & Contact Detalls

ageia Exploration & Rasources [P td
Address

Lewer Groynd Figer,

Grayston Ridge Block A,

la4 Kgiherlne Street,

$andown, Sandlon,

Benmore, 2010

Centact Numbers
Tek +27 11 430 2440
Fax: +27 11 783 4280

Web address: wwwisgein.com
Emall: fnlo™agetn co
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Organogram of Tegeta Exploration & Resources Pty Ltd
Company Reg number : 2006/014492/07
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Oalkbay Investments Pty Ltd
{Non-BEE Shareholder)

Fidelity Enterprises Ltd UAE

{Non-BEE Shareholder)
200 Shares
21.51%

Overseas
Shareholders

450 Shares
48.38%
Atul K Gupta Chetali Gupta
30% 30%
Islandsite Invetments
180 (Pty) Ltd
40%

[

2. Atul K Gupta: 25% b.
Chetali Gupta: 25% ¢,
Rajesh K Gupts: 25% d.
Arti Gupta: 25%

Aeroheaven Trading Pty Ltd
{BEE Shareholder)
280 Shares
30.11%

Ronica Ragavan
100%
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’ WITHOUT PREJUDICE

v
/!
OPTIMUM

COAL
MINE

Eskom Holdings SOC Limited
Primary Energy Division

Fax: +27 11 800-6146

Attention: Pam Pillay
Senior Manager (Acting): Coal Operations

Your ref: 719558

23 April 2013

Dear Sirs
HENDRINA COAL SUPPLY AGREEMENT: SIZING SPECIFICATIONS

1. We refer to your letter dated 22 April 2013 regarding the sizing specifications in clause 3.4.3 of the First
Addendum dated 8 April 2008 ("First Addendum®) to the Hendrina Coal Supply Agreement ("CSA")
between Eskom Holdings SOC Limited ("Eskom"), Optimum Coal Holdings (Pty) Ltd ("OCH") and Optimum
Coal Mine Pty Ltd ("OCM") dated 4 January 1993 (as amended)

2. Following the discussions in September 2012, OCH has conducted detailed investigations in order to identify
the reason for the changes in sizing and to identify possible remedial actions therefor, The results of these
investigations have been shared with Eskom.

3. OCH has now reached the conclusion that the sizing specifications set out in clause 3.4.3 of the First
Addendum are no longer realistically representative of the coal which OCM can reasonably be expected to
achieve from the exploitation of the coal deposits constituting the Optimum Colliery, it being OCM's view that
OCM is conducting its operations in @ proper manner and in accordance with best industry standards.

7. -

Optimum Coal Mine (Ply) Lid Reglstration No: 2007/005308/07

A wholly owned subsidiary of Optimum Coal Holdings Limited
Business Address: N11Hendrina Road, Pullenshope Offramp, Pullenshope. Priale Bag X1201, Pullenshope, 1096, South Africa
Tel: +27 13 2965111
Regislered Address: 36 Fricker Road, lllovo, Johannesburg, Gauleng, 2196 P O Box 411333 Craighall 2024
Tek +27 11447 3858 Fax; +27 11447 5140
Directors: C M Ephron, R Cohen, $ Blankfield
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OPTIMUM

COAL
MINE

Eskom Limited

Primary Energy Division
Megawatt Park

Maxwell Drive
Sunninghill

Sandton

Attention:

Mr D Marokane
Ms K Maharaj
Mr W du Plessis
Ms S Daniels

3 July 2013

Dear Sirs

HENDRINA COAL SUPPLY AGREEMENT : HARDSHIP

1

1.1

152

1.3

1.4

1.5

INTRODUCTION

We refer to the Hendrina Coal Supply Agreement between Eskom Holdings
SOC Limited, Optimum Coal Mine (Proprietary) Limited ("Optimum") and
Optimum Coal Holdings (Proprietary) Limited, as amended from time to time
("CSA").

Capitalised terms not defined herein will, save as otherwise set out herein,
have the meanings ascribed to them in the CSA.

As you are aware, clause 27.1 of the CSA provides that, in entering into the
CSA, the Parties declared it to be their intention that the CSA should operate
between them with fairness and without undue hardship to any party.

In recognition of that fundamental principle, the CSA provides that, where
relevant circumstances have arisen, the affected party may serve a written
notice ("relevant circumstances notice") on the other party recording
therein that, in its determination, relevant circumstances have arisen, and
recording therein the date on which the relevant circumstances commenced
("relevant circumstances commencement date").

As we indicated to you at our recent steering committee meeting, in our
determination "relevant circumstances" have arisen, and, accordingly, we are
hereby writing to you to advise you of such relevant circumstances.

Optimum Coal Mine (Pty) Ltd
(Registration No: 2007/005308/07)
A wholly owned subsidiary of Cptimum Coal Holdings Limited
23 Melrose Boulevard, 1+ Floor, Melrase Arch, Melrose North, Johannesburg 2196, South Afiica
Mailing address: Suite No. 19, Private Bag X1, Melrose Arch 2078
Tel: +27 11 772 0600 Fax: +27 117720687
Directors: R Cohen, C M Ephron, P Mehanyele, T Neube .
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OPTIMUM
COAL
HOLDINGS
Delivered by Email
Displayed —

e Registered Office and Principal Place Business of the Company and anywhere where Employees are
Employed

e Published on the Website Maintained by the Company and Accessible to Affected Persons

Delivery by Registered Post — Shareholders

4 August 2015

Attention: All Affected Persons
Optimum Coal Holdings Proprietary Limited (In Business Rescue)

NOTICE OF THE COMMENCEMENT OF BUSINESS RESCUE OF OPTIMUM COAL HOLDINGS PROPRIETARY
LIMITED

1. You are hereby notified, in accordance with section 129(3)(a)of the Companies Act 71 of 2008
(“Companies Act") that the board of directors of Optimum Coal Holdings Proprietary Limited
(registration number 2006/007799/07) {"Company") passed a resolution on 31 July 2015 to —

a. voluntarily commence business rescue proceedings and to place the Company under supervision

in terms of Section 129(1) of the Companies Act; and

b. nominated Piers Marsden ("Marsden") and Petrus (Peter) Francois van den Steen ("Van den
Steen") for appointment as the business rescue practitioners in terms of section 129(3)(b) of the

Companies Act.

Optimum Coal Holdings (Pty} Ltd
(Registration No: 2006/007799/07)
A member of the Glencore group of companies
Registered Address: 1* Floor, Nedbank Building, 23 Melrose Boulevard, Melrose Arch, Melrose North,
Johannesburg, 2196, South Africa
Mailing Address: Suite No. 19, Private Bag X1, Melrose Arch, Johannesburg, 2076, South Africa
Tel: 427 11 7720600 Fax: +27 11 772 0697

Directors: CM Ephron, R Cohen, P Mahanyele, T Neube
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® Eskom

STRICTLY CONFIDENTIAL

Revision 3 - November 2007

Annexurs A
EXECUTIVE SUMMARY
SUBMISSION TO P-E-T-C 12 AUGUST 2008
SURMISSION TO EXCO-PS 20 AUGUST 2008
SUBMISSION TO BOD-TC 11 SEPT 2008

1. TITLE OF THE SUBMISSION

To obtain & mandate to negetiate and conclude confracts on a medium term

basis for the supply and delivery of coai fo various Eskom power stations for
the period October 2008 to March 2018,

2 RESOLUTION REQUIRED

The following resolution is requested:

IT 1S RESOLVED THAT:

2.1

2.2

Approval be and is hereby given {o negotiate and conclude contracts
on a medium term basis for the supply and delivery of coal to various
Eskom power stations for the period October 2008 to March 2018,
Contracting period starting from Oclober 2008 and Includes the
beneficlation of coal by supplier or their contractors,

The required volume of coal will be 490,8 MT.

The maximum value of the contracts will be R164 418 M (excluding
CPA, VAT and Quality Price Adjustments) at real base rates of R335/T
delivered (R18.21/Gj at an average CV of 184 Mj/kg, on an as-
recaived basis) in 2008 money values,

The Chief Officer (Generation Busingss) is autharised herewith, with the
power to delegate further, to take all the necessaty steps to give effect
to the above, including the signing of any agreements, consents or
other documentation necessary or related therewith.
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3. SUMMARY OF FACTS
3.1 Salient Facts

In terms of Corporate and Generation Direclives "Procurement & Supply
Chain Management Procedure (32-188)" and "Emergency Short Term
Coal Sourcing Procedure GGP 1194", the Managing Director
(Generation Division) declared an emergency at affected power statlons
on 09 January 2008.

At the time of declaring emergency, the fotal coal stock at the affected
stations was below the acceptable minimum of 20 days with some
stations below 5 days.

A mandate was therefore requested for the procurement and inter-station
fransfers of up fo a maximum of §3,582 MT of coal for Eskom power
stations over a minimum two year petiod, commencing February 2008,
with an option to extend for a further period. Approval was granted by
the Eskom Hoeldings Chairman on a round-robin basis in accordance with
the recommendation of the Chief Officer (Generation Business),
Financial Director and the Chief Executive.
i

In an effort to mitigate the occurrence of ancther emergenay, the supply
and demand for future coal supplies was assessed and a long term
strategy developed. To ensure fhe sustainable supply of electricily, it
was determined that a sherifall of coal exists when comparing the bumn
requiremant fo the existing and planned long term coal supply contracts,
This shortfall must be addressed with medjum term supplies.

This submission requests for a new mandate to enter into contracts for
the supply of coal from October 2008 untll March 2018, at 2 maximum
tonnage of 490,8 MT.

3.2 Key assumptlons

Long term contracts will materialise as per plan
Companies supplying coal through contracts concluded under the
emergency mandate will perform as reported

» The quantities will be delivered as estimated for each contract

3.3 Financial implications

The total monetary value of the proposed coal contract and transport Is
R164 418 M (Real base) at a total combined tennage of 490,8 MT at an
average cost of R335/T delivered. The prices are based on current
pravailing prices, current estimates and fulure estimated prices. The real
and aspiration bases are shown on table 3.
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3.4 Human Resource implications
None

3.5 Risks (including Environment, Legal or Contractual risks)

Delays in suppliers obtalning mining permits,

Delays in the acquisition of surface rights for mining purposes
Rail transporiaiion availability,

Suppliers delivering o their undertaking

Deteriorating road condltions

4 & & = ¥

OTHER APPROVALS REQUIRED

None

NE |
/Z . 29 & (70

—

BA Dames / DATE
CHIEF OFFICER
(GENERATION BUSINESS)

Who hereby represents that the above
Information is correct.

Subrnission prepared by: Della von Pickartz
Contact Number: 041 600 4840
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STRICTLY CONFIDENTIAL
Revision 2 - November 2007
Annextie B

NiA {1 Yes | No

INTERNAL PROCESS

1.1

BUSINESS PLAN
Has the projectfissue been included in the business plan? v

1.2

BUDGET

if financlal approval is required, is the project/matter within
the approved budgset? v

1.3

HUMAN RESOURCE IMPLICATIONS

Does the project have any HR implications? , :
(if ves, Information/axplenation fo be hightighled In document- v
tatlon/prasentation/attachment.)

1.4

FINANCIAL EVALUATION

- Has the projeclissue undergone a financial v

avaluation? (Shenaaz Naldco)
- Has the evaluation been verified? v
- Treasury report attached.

1.5

LEGAL/CONTRACTUAL ISSUES

- Are there legal implications? Yes

- Has Comporate legal depariment input been obtalned?

- If s0, is the approval sought conslistent with the legal
input? Dave Davies supperts this submission.

S8y

1.6

TAX IMPLICATIONS

- Are there tax implications’?

- Has Corporate tax depariment input been obtained?

- f so, Is the approval sought consistent with the tax
input? {Corporate Tax > Natasha Singh) v

SN

1.7

CAPITAL PROJECTS

If the project is of a capital nature the checklist 2 (attached)
for the evaluation of capital projects should he completed 4
as well.

1.8

TECHNICAL EVALUATION N/A [Yas| No
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~ Has the projectiissue undergone a technical
evaluation? (If yes, by whom) M Mochubele, PE

- Has the evaluation been verified?

- By whom (internally or independent)?

- JH Jordaan, PE

- AA de Clercq, PE

A

1.9

BLACK ECONOMIC EMPOWERMENT IMPLICATIONS

Does the project have any BEE implications? -

1.10

EMPLOYMENT EQUITY

Was due consideration given to employment equily in
terms of the following:

- Project team
- Drafting of submission documentation
- [ndividual(s) presenting to EXCO

RN

ADDITIONAL APPROVALS

NERSA

~ Is NERSA approval/consultation required?
- [f approval or consultation is required, provide details
and also highlight the time lines, deadlines, ste.

2.2

PUBLIC FINANCE MANAGEMENT ACT {PFMA)

- ls any PFMA approval required?

2.3

ARE THERE ANY OTHER APPROVALS REQUIRED?
IN PARTICULAR

-  Reserve Bank
- Competition Commission
- Natlenal Treasury

WARN

SIGNATURE: /4 DATE:

BA Dames C/
CHIEF QEFICER

(GENERATION BUSINESS)

Who hereby confirms that all of the above requiremsnts have been complied with.

29 rovy
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® Eskom

Generation

CHAIRPERSON
BOARD OF DIRECTORS TENDER COMMITTEE

Data: 27 July 2008
Enquirles: Delia Veon Pickartz

+27 (011) 800-4840
Our Ref:

PRIMARY ENERGY DIVISION

TO OBTAIN A MANDATE TO NEGOTIATE AND CONCLUDE CONTRACTS ON A !
MEDIUM TERM BASIS FOR THE SUPPLY AND DELIVERY OF COAL SUPPLIES OF '
480,8 MT TO MEET BURN REQUIREMENTS AT VARIOUS ESKOM PDWER STATIONS
FOR THE PERIOD : OCTOBER 2008 TO MARCH 2018,

TOTAL COMBINED MONETARY VALUE: R164 418 M

1. INTRODUCTION

After an emergency mandate granted by the Board of Directors In February 2008 to
negollate and conclude contracts with various suppliers for the emergency supply and
delivery of 53,582 MT of coal to Eskem power staflons for a perlod commencing
February 2008 until March 2010, an assessment was dong on tha long term strategy
of the antlelpated coal burn requirement and the current contractual supply to assess
the poiential shorifall of coal required to ensure that the burn demand can be met.

Thia submission requests a mandate to conclude contracts for the supply and delivery
of 480,8 MT of coal to Eskom varicus power stations to meet the shorifall and burn
requirements from Oclober 2008 to March 2018. Where contractual options to extend
cohfracts with current suppliers exist, such options will be exercised depending on
quality, price and the supplier's ability to supply.

The total combined monetary value of the preposed coal contracts (delivared) ls
R164 418 M (real base, excluding CPA, VAT, fuel price adjustment and quality price
adjustmants) for the period October 2008 to March 2018.

P mary Enpr:
: ? 9‘3 3 Simba road Sunnln hlll Sandton mﬂBoxwm Johannesburg 2000 SA
'I'e} +27 11 800 8111 Fax +27 11 800

Dirsetors; RM Godsell (Cha!rmang pJ Maroga (Chlef Exocufve) LCZ Cela SD Dube L3 Josafsson {Swedish) >

B Les (Ko na E Marshall J M Rwanden} JRD %)
qua;‘gah;a*m) WE Lucas- Com acrelaamry Mi\danminga{ =n} 4R Modse AJMargan U'Nens \ -.'2
Eskom Holclngs I.lm‘lad Reg Noz 02!01 5 0B
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SCOPE OF WORK

in accordanca with Eskom’s Procurement & Supply Chain Management Procedure
(32-188) a mandate is hereby requested to negotiate and conclude contracts for the
purchase of coal on a short and medium term basis tofaling 490,8 MT.

An assessment was done on the anflcipated coal burn requirement and the currsnt
conlractual supply to assess the potential shorifall of coal required to ensure that the
burn demand at coal fired stations can be met. A shorifall exists between the required
burn, current contracts and estimated new long term supplies.

2.1 Tonnage requirement

The maximum fonnage required {o mest burn requirements during October 2008
fo March 2018 iz 4808 MT, This was derived by comparing current coal
sources, estimated new long term confracts and high burn as per ISEP 11 plans.

Refer table 1 for the quantities.

2.2 Transportation ‘

Dus to the length of the supply perlod i is endeavered that the transport solution,
at the time, will be considsred based an the available method of fransport. In the
event that rafl capacity is available that would be the first choice of transport in
an altempt to reduce road traffic.

With the current limited rail transport opiions available this mandate assumes
road transport will be used.

Eskom would only negotlate defivered price contracls, where coal is transported
by coal suppliers or their appointed transporters,

In the event that rall capacity Is available that would be the first choice of
transport in an attempt to reduce road traffic.

BACKGROUND

In terms of Corporate and Generation Direcilves "Procurement & Supply Chain
Management Procedurs (32-188)" and “Emergency Short Term Coal Sourcing
Procedure GGP 11847, the Managing Director (Generation Division) declared an
emergency at affected power stations on 09 January 2008, At the time of declaring
emergency, the total coal stock at the affected stations was below the acceptable
minimum of 20 days with some stations below 5 days

A mandate was therefore requesied for the procurement and inter-station fransfers of
up fo a maximum of 53,582 MT of coal for Eskam power stations over a minimum two
year period, commencing February 2008, with an option to extend for a futherperiod.. |
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Approval was granted by the Eskom Holdings Chairman enh a round-tobin basis in

accordance with the recommendation of the Chief Officer (Generation Business),
Financial Director and the Chief Executive.

In order to mitigate risk and to prevent any such emergencles I future, a long term
sfrategy was formulated to assess the impact of future supplies to Eskom. It is
proposed that the mandate be approved fo extend the short and medium term
procureiment, The major reasons for this recommendation are the following:

s Securily of supply

Historically, emergencies were declared [n 2004 and 2006, and now in 2008.
Whilst the emergencies may have been precipitated by varying factors, it is
avident that an emergency existed every two year cycle over the past & years.
One common reason in all these situations is that emergeney contracts expire
prior to the full implementation of an alternative supply solufion. This suggests
that while two year confracls are long enough i{o abate the effecta of an
emergency situation, they do not go far enough to prevent che from materialising
shortly afterwards.

Thus In order to prevent future emergencles and to ensureé security of supply it is
recommended o enter into supply contracts that will ideally cover the current
estimated shorifall volume of coal required until March 20618,

» Long Term Strategy

Current indications are that the fime frame for negoliating a centract and the
subsequent establishment of a mine for long term is In excess of 8 years. This is
dus to the complexily Involved in structuring a high risk profile coniract and the
current rate of delays as experienced by the DME.

Apart from the lengthy negotiation peried, It Is experienced that the lead times to
open mines have increased, The following illusfrates the timelines for
establishment of a mine.

Prespeciing EMPR ! Explerailon & Commeorclal
Mining Right Nine deslgn Negoflatien /
Establish Mine
| |
| |

7 to 24 Months 24 to 38 months 45 to 36 menths 6 to 36 months

Historlcal delays experlenced with the DME vary between 440 to 1040 days which
contributes to the lead period of mine establishment to a perlod of up to 8 years,
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Primary Energy divisicn has developed a comprahensive long ferm coal supply
strategy. The strategy addresses the burn requirements by entering Info long term
contracts. Long term contracts aim to deliver supply for a petiod from 15 years {o
50 years. As part of the long term strategy, assumptions are used. Part of the
strategy involves that targeted sources would be avallable to Eskom, However,
this Is only to be confirmed in futura when the long term strategy [s implemented
and possible suppliers contacted. The process can therefore be affected by the
fact that suppliers do not intend to supply Eskom, mining rights might be delayed
and quality parameters of coal might be different from the current estimates.

Due o the timing constraints of the negotiating period and mine establlshment,
short to medium term procurement will have to he incurred fo ensure that the bum
raquirements are met. Thus fhis request to enter Into new contracts and / or to
extend concluded confracts to March 2010 {o maintain the acceptable stock pile
days and the required bum rate to ensure sustzinability of electricity supply.

Refer to graph 1 for an illustration of the currsnt coal supply status and bum
requirement. 1t also illustrates that the current projected supply will ensura bum Is
met untll 2010,

TR T T

{ ) .
» Risk 1

Long term profects may experience delays;

» A competitive export market could lead fo lower tonnage available for
Eskom's use, as majority of coal could ba exporied;

» Mining houses may not ba in the posilion to open up all tha mines
simultaneously, due resource constraints;

e Assumptions
In determining the tonnage requirement the following assumptions were used:

The latest 5 year burn plan as at 8 February 2008
ISEP 11 projections on burn used at a high bumn rate

¢ Long ferm coal supply agreements currently being negotiated will
materialize and yield the desired results for Eskom

e High burn requirements wlll be mel, refer graph 2, indicating coal burn
was consistenfly underestimated; resulling in delayed and emergency
contracling

¢ Due (o the nalure of certaln mining operations, some are designed -such
that they would have to function for a certain period to be economically
feasible. To enable some suppliers to supply under the emergency
conditions now, contract negotiations were conducted in the spirit of good
faith on the express understanding that the team would seek approval for
the extenslon of certain contacts from the mandating authority at a later
stage, Therefora in cettain cases these opfions will have to be exercised.
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This submission requests a mandate o conclude contracis for the supply and delivery
of 490,8 MT of coal to Eskom various power stations commencing October 2008 up to
March 2018,

OBJECTIVES OF THE MANDATE
4.1 Contract duration

The duration of the contracts would accommodate for the supply of coal fo mest
the required burn for the period October 2008 to March 2018.

4.2  Quantltles

The supply and delivery of up to a maximum of 480,8 MT of coal aver the
contract period. This includes the processing of coal to the desired qualily
specifications and inter power stalion transfers.

4.3 Escalation
1 {

For the purposes of price adjustment (escalation}, the price base date would be
August 2008, and for Dleszl July 2008,

The prices wouid be escalated by appropriate escalation formulae based on
published indices, This [hcludes:

» Producer Price Index for Mining and Quanyihg as published by Statistics
South Africa,

Producer Price Index, all commodities

Seifsa labour fables

Eskom "cost plus” index,

Diesel pricas as published by the DME, current estimates are that 35% to

45% of both FOT and transport components are subject to diessl
fluctuations,

* & & @&

In the event that legislation changes are made, the most appropriate escalation
formulae will be applled accordingly to accommodate thesa changes.

4.4 Terms and Conditions

The terms and conditions of the supply contract will be drafled by the Conlracts
Department within Primary Energy Division and reviewed by Comporate Legal
Department.

The terms and conditions of the negofiated extension options in current contracts
wlll lapse If not exercised on or before October 2008,
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45 BEE/SMME

The Eskom BEE reguirements and that of the Mining Chailer will ba taken Into
account when contracting with relative partles.

43 Coal Qualities

Coal would be supplied at the existing qualily specifications for power stations, or
at qualities specifically approved by the power station. Coal will also be
heneficiated to the highast quality when required.

4,7 SARS Cortificate and Employment Equity Documsents

Updated employee equily documents and Tax Clearance Certificate(s) from the
successful supplier(s) prior to conclusion of the contract will be requested.

48 [Insurance

The coal suppliers would be required to make provislon for their own insurance _
and this would be included in the coal price. !
¢

49 Transportation

Eskom would only negotiate delivered price contracts, where coal is transported
by coal suppliers or their appointed transporters.

Coal would be hauled In terms of the relevant coal transportation mandate,
Cumently approved by the BoD on 30 March 2006, and amended by the BoD on
30 March 2007, In the event that the transport mandate needs to be altered it
would be presented to the BoD as and when required. Current estimation is that
the mandate will be compieted by March 2009 at the current rate.

Coal would also be transported by rall, where possible,
4.10 Parties to the confract

Negotiations would be held with the suppliers that have the abllity to supply
during the required perlod.

Eskom will not coniract with traders of coal hut only with the cwners of a source
or where valid contractual joint ventures between pardles exist. This is done In
an aftempt to ensure that the mining right helders mine and rehabilltate the
areas according fo law, and that Eskom therefore contract with responsible
paries. [tis also aspired that broker fees that increase cost can be avolded.

COST COMPARISON ON A COMMON BASE

Current short to medium term contracts for the supply of coal to variotts Eskom power
stations have been used for purposes of comparison, The proposed average rate Is

higher that the current average rate for medium_term contracts. Seas Table 2 aftached
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Tha ex-plt head cost comparison was based on the following:
» The export price curently experienced during contracting in the emergency
phase
e The current price of high grade coal available experlenced during contracling in
the emergency phase
The current price of high strip opencast available
The estimated price by lohg term strategy in a high mark up environment
The estimated price by long term strategy in a low mark up environment
Prices as estimated by Anglo for new sources for possible long term sources
Prices on optlons available on cumrent short term contracts experienced during
contracting in the emergency phase, the emergency procurement process
allowed for this.
» Prices on dumps and discard purchased for the emergency silualion and not
expected o be avallable as a source for future supply
The current Medup: prica as nagotiated
The estimated price as per the Khutala optimization study

a & ¢ & &

Delivared prices are subject to transport distances, and an average of R85 was used
for quantification as sources and distances have not been identifled and finalised.

Medupl and Khutala do not have any transport components as coal will be transported
by conveyor,
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RECONMMENDATI(ON

In accordance with Eskom’s Procurement & Supply Chain Management Procedure {32-
188), It is recommended that a mandate be given:

o To negollate and conclude medium term coal supply and delivery contracls of

490,8 MT to meet coal bumn requirements for the perlod October 2008 to March
2018,

o The maximum value of the proposed contracis willbe R164 418 M (real base,
excluding CPA, VAT, fuel price adjustment and gualily price adjustments).

o The Chisf Officer (Generation Business) is authorised, with the power fo delagats
further, to take all the necessary steps to give effect to the above, including the

signing of any agresments, consents ar other documentation necessary or related
thereto,

Hl

" CE Schutte
ACTING MANAGING DIREGTOR
(PRIMARY ENERGY)

BRAK-201
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GENERATION BUSINESS

PRIMARY ENERGY DIVISION
A MANDATE IS REQUESTED TO:

NEGOTIATE AND CONCLUDE CONTRACTS ON A MEDIUM TERNM BASIS FOR
THE SUPPLY AND DELIVERY OF COAL SUPPLIES OF 490,83 MT TO MEET
BURN REQUIREMENTS AT VARIOUS ESKOM POWER STATIONS FOR THE
PERIOD OCTOBER 2008 TO MARCH 20138

TOTAL COMBINED MONETARY VALUE: R164 418 M

{ I

SUPPORTING SIGNATURE

f
/&%&C‘lﬂ > =d sy

CE Schutte I DATE
CHAIRVAN — PRIMARY ENERGY DIVISION TENODER CONMITTEE

BRAK-202
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GRAPH 1: SHORTFALL WINDOW APR 2010 — MAR 2018

STRICTLY CONFIDENTIAL
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GRAPH 2: CGurrent budget vs actual burn, indicating ccal burn was consistently underestimated; resulting in delayed and
emergency contraciing
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TABLE 1
Required supply for the period October 2008 to March 2018
_ . — M tons per fiscal year — -
FOS - F10 JF11 [F12 |F13 |F14 IF15 {F18 {Fi7 [F18 [Total

High Bum requirement (3) 143.3 1468 151.2 162.1 1745 185.0 1954 2011 13583
Coal supply 108.3 98.9 101.1 g7.9 107.1 116.1 1242 127.7 8812
Shost term contracts 0.2 28 05 0.0 0.0 Q.0 0.0 0.0 137
Fixed price confracts 31.0 310 31.0 31.0 31.0 310 28.8 23.8 2434
Cost - plus contracis 671 65.1 66,1 €635 674 67.6 685.6 63.7 52682
Potential low risk supplies 0.0 0.0 34 34 8.7 175 29.8 351 98,0
Short fall in supply 35.0 479 50.1 64.2 674 639 - 712 734 478.1
Cozl not cavered ih emergency (b} 73 7.3
Contingency - under performance of contracts 54 i 54

2.7 35.0 47.9 50.1 64.2 87.4 68.9 7.2 73.4 480.8
Shortfall as % of high burn 24% 33% 33% 40% 39% 3% 36% 37% 35%

(a) Assume high bumn is likely to be met, refer graph 3 indicating actual bum vs budgeted bhurn relationship
(h) These slations were nof accamodated in the emengency mandate as there was ne emergency at the tima

~
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TABLE 2; DELIVERED PRICES (Estimated Coal prices
(R}

g;;ll{natad Coal pricex D Transpont
=] Ex-mine
Madup) | o
Dumnps, protessed dlacard codt
Zondagsiont=in Mddlinga |5
Heyr Largo/Brave esﬁmah&
Khwata
Asglraton base zac [ {
Optiont on exdsting contracte [ A o ftm‘;:&;";w =

¢ typlcally truched |
LT Simlegy = iow mark vp gpwmr{% l: ﬂf:.’iﬂ;“
t High grade Jusizimis: .'-E:wiparinvpdoah

Eldars OfC | &

[tes] hasa®

LT Strategy ~tigh mark vp**
High aldfp open cast |84

Export [S5es

oxpected ta ' be pald
wfer medlum -

(L1 reyey ” 1d

Ao o
'Amnupéuormmmmnmmmlnm @ eskom
Eow e Exko PED, Exkam PED £0af glralegy -3




]

TABLE 3 : COST CALCULATION

Dellvered prica
Maximum required fons

FOT Coal cost
Maximum required tons

Transport
Maximum required tons

TOTAL MANDATE
- Dallvered coai

Riton
Mt
R millon

Rifon
Mt
R mililon

R{ton
it
R million

R million

18
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Raal base Asplration base
335.00 260.00
450.8 490.8
164 418 127 608
250.00 180.00
4908 490.8
- 122 700 a8 344
85,00 80.00
4608 480.8
41718 39 2684
164 418 127 804
184 418 127 604

BRAK-207
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ANNEXURE D
CHECKLIST 2
DIVISION: Generation
REGION/BU: Primary Energy
DESCRIPTION: A MANDATE TO NEGOTIATE AND CONCLUDE CONTRACTS FOR

490,8 MiT OF COAL ON A SHORT AND MEDIUM TERM BASIS FOR
THE PERIOD Octobar 2008 TO MARCH 2018

YES NO
1. Was the cotrect purchasing mechanism followed? Yes
2. Were the most appropriate confract format, main and secondary N/A
options selected? Nofo 1
¢ | 3. Where applicable, Is the necessary Delegation of Consent form NIA
attached?

4, Iftender mechanlsm selected:
* Has the hierarchy of Procurement been followed? N/A
* How many Suppliers approached? -
* How many responses received?

5. Isit a Sole supplier, i.e. requests for mandats to negotiate? No
+ s sufficient motivation provided on the Eskom Solz Source N/A
Justification Form?
¢+ |[s this form atlached? ‘NIA
8. Ware all regponsesfrequests for a mandate evaluated?

¢ Technlcally, by whom? : No

* Financlally, by whom? No

- Were the calculation sheets veriflad and, No

~ Are they attached? No

« Commercially, by whom? No

+ Has the financlal analysis of the supplier been done? No
Note 2

7. Did all respondents submit: ' NIA

+ SARS cerlificates? N/A
* Employment Equity documents? | Note 3

8. Was the enquiry clear on:
¢« SMME/BEE involvement?
s Criterla? _
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+ Set aside portion?
» Price matching?

N/A

9.

List of Direclors
9.1 Recommended Suppliers:
+ BEE Representations
» Shareholding s armans
» Manegement%.........
o Directors  %...uuiiee
9.2 Recommended BEE Subcontractors
9,3 Any apparent conflict of interest?

Yes

No

10.

Is the lowest price, technically, commercially and financially
acceptable tender recemmended? If not, brief reasons to be

glven In the report:-
* Price
s Technical
+ Commercial
* Financial i

N/A

1.

is the purchase duly budgeted for?

No

12.

Heaith and Safety Requirements
Does the recommended supplier fully comply with:

12.1  The Occupational Health and Safely Act 85 of 1893 (as

amended)?,

12.2 Eskom’s Safety, Health and Environmentat
Requirements for Contractors?, and

12.3 Eskom’s Safely Regulations?

NIA
MNote 4

13.

Shipping {Imported Goods/Costs)
13.1  Will this be arranged by the Supplier? or

13.2 Wil this be arranged by the Eskom Generation Shipping

Department? and

13.3 |s the cost shown separately in the Galculation Shast

(Attached to Report)? or
13.4 s the cost shown separately in the report?

NIA

14,

Are Forex commitments properly addressed?

NIA

15.

National Industrial Particlpation Programme

15.1 Does the contract value/expenditure with overseas
cormpanles (directly or indiractly) fall within the sfated

criterla?

—
&
i)

l{-Yes-was-the-Bepariment-of-Trade-andindustry

NiA

BRAK-209
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informed? | I i

All the above mentioned iasues are adequately addrassed in the repart.

Note 1z

The NEC family of contracts is not suitable for coal purchasing. The confract documents will
be prepared by the Contracts Section within GPE, and reviewed by Corporate Legal.

Note 2:
This work will be done on an ondolng hasis once negotiations commsnce.

Notfe 3:

Tax Clearance Cerfificates and employment equity documents will be requested once
negofiations commence.

Note 4:
This aspect will be dealt with during negotiations,

Signed by:

Vi

CE Schutie
ACTING MANAGING RDIRECTOR
(PRIMARY ENERGY)

BRAK-210




>

® Eskom

TO; THE MANAGING DIRECTOR
GENERATION DIVISION Date: 18 August 2008
FROM: TREASURY FINANCIAL EVALUATIONS Enquirias: S Ngeobo

{071) 8OO 4732

Reviewed by: & Molokoanse

=Pate Holiliedi07/08/2008
...?;E.ﬁ;%jlﬁéﬂizigfpéizﬂo.&
i tompleted:-18/08/2008

gLy 4]
LA
a

e
R Ry e

S
PRIMARY:ENER

B v e

m i 3 =
T LRl
EQRAMANDATE
A it

The Treasur;f Doepariment was requested fo review the finenelal aspects of the
followlng, amongst others: ¥

s A raqusst for a mandate to negotiate and conclude contracts on a short term
and medium term basls, for the supply and dalivery of coal to varlous Eskom
power statfons to meet burn requiremsnts during Aprll 2010 untli March 2018,

» Approval to make advance paymants to the suppliers to the valua of RE00 M to
enable them fo increase thelr plant capacily, thereby enabiing them fo provide
Eskom with the required quanfitles. ]

« Approval to make advancs payments {o the suppliers to lhe valus of R200 M for
refurblshiment of certain wash plants.

BAGKGROUND

Following an emergency of coal supply being declared at affected power statlons In
January 2008 and an approval {o procure 63,582 MT of ceal in February 2008, it
was defermined that a shortfall of coal slill exists when comparing the bum

requirements o the existing and planned long term coniracts which must be
addressed with the short and medium term supplles,

MANDATE

The negotlation parametors of the mandate are ag follows:

Tratsu
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The contracts value

Tha maximum tonnage required to meet bumn requirements during Aprit 2010 to
March 2018 Is 490.8 MT at a defivered real base of R336 / fon and an average CV
of 18.4 M] / kg, on an as recelved basls, in 200B monesy values. The fotal delivered
real base amount [s R164,418 M with an asplration base of R127,608 M (R260/ton).

_The tonnage required [s an estimate derlved by comparing ourrent coal soutces,

astimaled new long term confracts and high burn as per ISEP 11 pians, The real
base and the aspiralion base rates were dstermined hased on estimates and
assumptions as decided by the Pritmary Energy Divigion [ty conjunctlon with Anglo
and McKinsey consultants

The RE00 M and R200 M proposed advance payments to fund increase In plant
capaclly and refurbishment of wash plants respectively, will enable supplisrs to
provide Eskom with the noreasad quantiiles as well as high quallly coal ag
requlred. These advance payments are pure estimates by the Pirmary Ensrgy
Division mining engnaars.

The fotal combined monetary value of the proposed contracis 1s R165,118 M
exciuding CFA, VAT, fusl price adjustimenis and quality price adjustments.

Contract Price Adfustment ¢

The base date for CPA purposes s August 2008, Prices will be adjusted based on
gpecliied Statistics South Afilca, Eskom “cost plus®, SEIFSA Indices and diesel
prices as publishad by the DME.

Terms and Conditions

The terms and conditions of the supply contract wilt be drafted by the Contracts
Saction within Prmary Energy Depariment and reviswed by Corporafe Legal
Pepartment.

Coal suppliers will be required to make provision for their own Insurance and this

- will be Included in thelr coal piles.

COMMENTARY

The calculation of the real base and asplation base amounts as well as the
tonnages required was based on assumptions and estimales as dsfermined by the
Primary Energy mining .engineers and long term planning division based an the
existing contracts rales as well as the latest high burn per 1SEP 11 plans.

Wa ware Informed that the preposed advange payments amounts of R500 M and
R200 M are pure estimates made by the mining engineer, thus we cannot
cormment on the valldity or {he reasonablenass of the values.
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We have dohe a IImlted spot cheok of the calculations and obtaihed clarilications
where necessary. We have zlso [ooked af the ptinclples used fo arive af the
negotiafion paramefers and we do not have any reason fo doubt fhat the
calculations are based on sound principles. However, we da not have the
necessary expertise to comment on the reasohablenass or the validily of .these
eslimates, thus we rely on the work of the Primary Ensrgy Dlvision mining
engineers and long term planning division In this regard.

We would also like fo highlight cur concern regarding the significant advance
payments belng made o suppliers, even though thers's a plan to recover thase
amounts during the contract perfod, we bellave that adequale guarahiees should
be ohtained from these suppllers lo ensure that Eskom ls not exposed to
unnecessary rlsks,

Transportation costs are Included In the real base amount as tha dslivered price Is
nagotiated with the suppliers, alternalively where the suppller Is unabls to detlvar,
coal will be delivered by Eskom appointed transporters In ferms of the relevant coal
transportation mandate approved by the Bold on 30 March 2008, and amended by
tha Bol} on 30 March 2007,

GONCLUSICN

Based on the information provided fo us and the work desciibed in this report, in
our opinlon, from a purefy financlal point of view, wo have no reason fo believe that
the request for a mandate fo negofiale and conclude confracts, with suitable
suppllers, for the supply and delivery of coal to various power stations should not be
approvad, subject to the following provisos:

s Our rellance on the Primasy Eneigy Division's expertise regarding the validity of-
the calculations and estimaies provided to us by them.

» Wa cannot comment on the reasonableness or the validity of the proposed
advance payments and would like fo draw yeur aitention to our concem
regarding significant advance payments helng made to suppliers with no
pla;:formance guarantess from them fo limit Eskom’s axposure to financial loas
risks,

Please da not hesltate fo contact Sthemblla Ngeobo at (011) 800-4732 if you have
any querles or comments with regard to this review,

E%M TREASURY

I Jog Jors

Date
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MEDIUM TERM COAL PROCUREMENT
MANDATE
2008 - 2018

PRESENTATION TQ THE EXCO-PS
AUGUST 2008

7
RKEY TOPICS FOR DISEUSSIO

1, 5,

@&urliefm ozl purchasing has Increased signticanty n tha last four yeara

@Toial cost of coal for Eskont has lacreased aver the past years driven primardly by short term
cantinels

@srqnlicarﬂ meditam Lom buying Wi Ba requited unti the long 1amm strategy comes Inte affect
fesuliing In longer suslained supplies of coal

Shareoll In conl sueppllas

@ng her prices of medium term coal ta dedven by [ncrease risk dte o xports and due fo the
{ransport coal for the caal

1ncrexss in price
1 of
coal

@PED weuld need a mandate to purchass coal for up o 2 welghted average cost of RIS
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R12.24 Bn

tons

s In FY2008, Eskom purchased 119.6 mifllon 1ons of coal, for a total value of

~Budget allowed for a purchase of 129.6 miflon tons {valtie of R13.3 Bn}
=Actual burnwas 125.3 miiflon tons, ebave the budgeled burn of 122.1 miltion

* In FY2008, Eskont puvchased from lhreg types of sontracls — in value lemms,
shor term coniracts represented 21% (although only 17% I tonnage terms),
vost plus contracts and fixed price represenied 78%

I

t (DEskom ,

Total coal purchzsed by Eskom
% of conlracts
|Mediura - .
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* [nital supply mainly Kom
{ong-Yerm conlratts, which
have been increased ghiwe
contracisel maximuom

* Longlaem minss under-
dalivery has resolled In
Ineraased nesd for shor tamy
conltacting

* Tha dalay In new capacity had
mknock on elfec] on coat
purchases, when exdsling
{swing) power stalfons had lo
burm mere eoal

* Higher than expacled bum
also easullad In planning for
lower volumas than needed

* Short-medium term purchases
hava-also Increased due to
cithar unplanned extemal
everls

S E€skom

BRAK-215




the current averad jag! ,.B;!:gli.?ﬁg ata‘,,. ‘53
for coal, agcording to the thermalicaal costicn ‘

" Gl phi -
Somy FUE ‘v Syater ok dtnm Enet Sert Eete 2T,

Estimated Coal priees
{RiLy

Meced | 120 ] 120
Durnps, precassed discardcond [_pe 521140

ZFoodagHoatsin Middngy iEE | 178

Hew Largaifiraes
Khutala 224 |?24
Msplratonbase [ 86 ] 80260

Optionsonexstingeonkecis I 177 | 87 |28%
LT Slrategry = oW mark uop 230 05
High grade 85— T 124319
Egmsic | 218 | o1 M7
Real bare™ s

LT Evralegy ~high markup *

+ LT conlme1s afeat
fower dettvered
piices cun fo tha
ool

bakey

Uansporded by
ronveyor

» Ghtwt =rediom
formacontracls sre
typleaty truched i
resutting Inhigher
dativarad prices

« Bxport panty mica In
tha mas thal can ba
wxpecied 1o ba patd

High s1ip open cast 288 T &5 jsoy

Evpod a7z

[ 73 Ject

'.'."""::?‘“E up&df o1 w ronull st Botrinse Mg S0l
lomiiizitcy Egtom P Eviarn PR pootshteny,

for medturm lerm
\, oira] ,J

®€Eskom .

BRAK-216




7

A

.._‘\‘.‘\{::-q.‘.!.;:'l.::-i- -.r..:-‘.., \;‘; . .5‘
SHORTFALL WINDOW APR 20
PAVSAOEHR S AT P

i

PRYTE

1] L] it Fit m s ™ Ly ] LiH

e Fib fa

[_mmu.tuw tcai kel 1oy poma STourbacs Cun T2 I}

i% o

[

@ Es!(or;'u

i KEY ASSUMPTIONS ..\ . |1 R,

Shor fall (o be made up by medium term coal purcheses

Cosl wlll be purchased from small lo medium alxéd coal suppllers
Cuoal Wil bs contracted on & delivered bas!s (nof FOT)

A large porlon of the coal will be delivered by road

Long ferm contracls will malerlalisa as per plan

Cempenles supplying coal through eontracts concluded under tha amergency mandata will

perform s reported
The quaniitias will ba delivered a3 estimated for each contract
ISEP 11 high burn was uséd ta detarmine the shorlfalf (4% growth)

® €skomn

BRAK-217

LT TR Y Ll ek A DT W T




RESOLUTION REQ!

«  Tonegoliate and concluda short and medhum lem coal supply and delivery contracis of

+ The madmum value of the contracta witlbe R164 418 M (excluding CPA, VAT and

IR

VIRED,;

SR

40,8 MT lo meet coal burn requiraments for the petlod QCT 2008 to March 2018

Quallty Price Adjustrnents) at real basa rates of R335/T delivered (R18.20/Gf at an
average CV of 13,4 Mifkg, on an as-recelved basls) In 2008 money values,

‘rha Chlef Officar (Generatlon Husiness) Is aulhorised, with the power o delegate furher,
I teke all the necessary staps 10 glve effect to the above, Including tha signing of any
agreemenis, congents or ofher documantatian necessary or related tharsto,

i ®€skom

BACK UP

®€skom ,
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ESTIMATED .

iACTUAL COAL BURN HAS BEE

= = = Plannod Bum

s

10 F

108 |

100 |

-1

-~
99/

o5 B 1 x :
1890 1989 2000 2001 2002 2003 2004

FrE  F2007  Fo00a

¢ Coal burnwas conslstenly
underasimaiad; restiing in

delayed ad emengency
contracling

+ More pawvar slations now
reed a6 base-1vad slalions

+ Majuba and Teivka ueed
heavBy as sving clalions Yo
~Managa Impact of

extemal impacts such as
Koeberg ingldent
= Manage the higher than
axpacied Somand growth
- Manage planned and
unplaoned lead bsses pl
other pevior staffons

Bk Etham

+ 2008 dguren srme pst Apd 2000 10 2tach 2007, Priesto 2004, figuss are for Culendar puas. Afiar 2008,
Poares uchfof Plnansid pears. |
Exvigion;

GLises St Aldes

D Eskom .,

T
SRPATL

iy

Bouth Afdeen thormal cost
consumption
M

Dylver

Link yo Souih Afdean tconemy

Gimer
Basal

* Comand aszumed 1o be
consient

" " I Dpening of Malulha plant

» liwteanm of exporl capacily
coupled with Increased
Indernallonal demiand

Export

Eskom

* [ncreass intoad facter of current
seltang

* Ralum do eervice of threw
t1ations {Grovttel, Camden,
Kormnatly

* Fotr her slations (Medupl,

008

2018

Braue, Coal 9, Coal 4)

m..\mﬁmut‘ P, Wil Iy (A, Paracle b 37
Tl G
ﬂmmme:yw.nmﬂmm&dﬂmﬂ”ﬂ!nnﬂ&m-qmu

B N LT

* Diect I'nk to grovith of
mduslies

* Piaprovenls more than 44% of
SA‘s nqu‘ld £l e Ulremn ents

v GDP and curer accoon]
conliinilon

mm e mm - -

 Elscido power [natspansible tor
growth of most eeclars

@ €Eskom , |

BRAK-220




LY

@

GONTRAGTS. -

O l.mn Lo convacts
Historle average annugl cosl of purchasing cool [ 1tecsium faem conitracty
RA delivarad {nominal figurss)

14+ Globsl prices have escatated fo

unpracedented lavals (export pices

120 »$160/%an) making apporfuntty for

minesz very high

108

¢ Primary Inputs Indo minfg have

25 82 asealated mulch higher than PPL,
— which has had ~5% anmwa! grovith

65 &6 sinca 2003, Ciring tha same

64 paried, average annuvat growth for

£ 553 eath tommodity has been:

- Dlese] = 17%

= Labour = 0.6%

- Steel = 0%

1 Ingreasing preportion of shart-
medivm term contracls has
oscalalad price Ingreass fof £Eskem

2003 2004 FUg* . FO7 r2000

"R e d I 3095 o lercfar yaarJSan-Ded 1 tha feenclsl ety @ f]
Syurem: Fﬂnﬂmegtumlwu‘m e I\ €Sk0m 14

BRAK-221




BRAK-222

Annexure “E”



@ Eskom

FOR COLLECTION Dato: 29 Detoher 2009

Entuirlea N MSOMI
To Whom It May Concern

Eskom Heldings Limited

Dear Sii'Madam

EXTRACT OF MINUTES

The minutes of the BOARD TENDER meeling (5/2008-08) held on 11 September
2008;

“B.8 FPRIMARY ENERGY DIVISION:
TO OBTAIN A MANDATE TO NEGOTIATE AND CONCLUDE
CONTRACTS ON A MEDIUM TERM BASIS FOR THE SUPPLY AND
DELIVERY OF COAL SUPPLIES OF 4908 MT TO MEET BURN
REQUIREMENTS AT VARIOUS ESKOM POWER STATIONS FOR THE
PERIOD : OCTOBER 2008 TO MARCH 2018
Referenca Document [tem 8.8 {a} (b)

A submisston, dated 29 Augusl 2008, by the Chief Officer {Generatlon
Business), was considered and discussed,

RESOLVED that:

1. Approval was granted to negotiate and conciude contracts, on a
medium term basls, for the supply and delivery of coal to various
Eskom power stations for the period October 2008 1o March 2018. The
conlracling perad includes {ha beneficialion of coal by supplier or thelr
conlractors,

+ The requircd volume of coal will be 480.8 million fons,

s The maximum value of the confracts will be R1G4 418 millfion *
(real hase excluding CPA, VAT, fuel price and Quality Price
Ad)ustments) at real base rates of R33S/T delivered (R18.21/C|

at an average CV of 18.4 Mikg, on an as-received basis) in 2008
money values,

Corporate Servicos Divialon
Corporate Ravemanes

bMeqavalt Pas, Manvall Driva Sunnlnghill Sandian PO Dox Imi Jehannashburg 2000 5A
Tel-+27 11080 3392 Tax +27 11 B0 4212 wanvarkom oz

Rirockort: RA Godarl' (Chatiman (N Mreogd (Chiel Peectithend LOE Cola 200Uyt LG Sorofssan (Reedtsh) Al
HE | oo Waevan) WE: Lucus-Tiul PAS Mokumu f Mrenogm {Recadan) AL Wodize At Meman r /)

¥,
i Kemn Company Secigtary: N Men @
Eskem Hnfdinga Limited tog Ho 2!!0‘.‘.{015‘2?1‘08 % ﬂ

Pt
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2. The Chief Officer (Generation Business} be authorised, with the power
to delegate furlher, to take all the necessary steps to give effect to the
shove, Including the slgning of any agreements, consents or other
dacumentation necessary or refated therelo,

3. Thal the resulls of the negottations must be reporied to the mandating
autherity."

1 MSOMI(W5)
COMPANY SECRETARY
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STRICTLY CONFIDENTIAL
® €skom
Revision 3 -~ November 2007 !
Annexurs A ;
EXECUTIVE SUMMARY
SUBMISSION TO P-E-T-C , 12 AUGUST 2008
SUBMISSION 7O EXCO-PS 20 AUGUST 2008
SUBMISSION TO BOD-TC 11 SEPT 2008

1 TITLE OF THE SUBMISSION

To obtain a mandate to negotiate and conclude confracts oh a medium term :
basis for the supply and delivery of coal to various Eskom power stations for _-
the period October 2008 to March 2018. ] E

. RESOLUTION REQUIRED

TR

The following resclution is requested:

IT IS RESOLVED THAT:

2.1 Approval be and is hereby given to negotiate and conclude confracts |
on a medium term basls for the supply and delivery of coal to varous
Eskom power stations for the period October 2008 to March 2018,
Contracting period starting from Oclober 2008 and Includes the
beneficlation of coal by suppilier or their contractors,

The required volume of coal will be 420.8 MT,

The maximum value of the contracts will be R164 418 M (excluding :
CPA, VAT and Quality Price Adjustments) at real base rates of R335/T

delivered (R18.21/Gj at an average CV of 184 Mjkg, on an as-
received basis) In 2008 money values.

2.2  The Chief Officer (Generation Business) is authorised herewith, with the
power ta delegate further, to take all the necessary steps to give effect
to the above, including the signing of any agreements, consents or
other documentation necessary or related therewith.
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3. SUMMARY OF FACTS
3.1 Salient Facts

In terms of Corporate and Generation Directives “Procurement & Supply
Chain Management Procedure (32-188)" and "Emergency Short Term
Coal Sourcing Procedure GGP 1194°, the Maneging Director 4
(Generation Division) declared an emsrgency at affected power stations '
on 09 January 2008.

At the time of declafing emergency, the total coal stock at the affected
stations was below the acceptable minimum of 20 days with some
stations below 5 days.

-

T

A mandate was therefore requested for the procurement and inter-station
transfers of up to a maximum of 53,582 MT of coal for Eskom power
statlons over a minimum two year perlod, commencing February 2008, '=
with an option o extend for a further period. Approval was granied by )
the Eskom Holdings Chairman on a round-robin basis in accordance with [
the recommendation of the Chief Officer (Generation Business),
Financial Director and the Chief Executive,
¢

In an effort to mifigate the occurrence of another emergency, the supply ;_
and demand for future coal supplles was assessed and & long term :
strategy developed. To ensure the sustainabla supply of electricity, it :
was determined that a shortfall of coal sxists when comparing the bumn
raquirement to the existing and planned long term coal supply contracts,
This shortfall must be addressed with medium term supplies.

This submission reguests for a new mandate to enter into contracts for
the supply of coal from Ocfober 2008 until March 2018, at a maximum
tonnage of 490,8 MT.

3.2  Key assumptions

Long term contracts will materlalise as per plan
Companies supplying coal through contracts concluded under the
emergency mandaia will perform as reported

» The quantities will be delivered as estimated for each contract

3.3 Financial implications

The tofai monetary value of the praposed coal contract and transport is
R164 418 M (Real base) at g total combined tonnage of 490,8 MT at an
average cost of R335/T delivered. The prices are based on current
pravailing prices, current estimates and fulure sstimated prices. The real
and aspiration bases are shown on table 3.




3 STRICTLY CONFIDENTIAL

3.4  Human Resourca implications
None

3.5 Risks (including Environment, Legal or Centractual risks)

Delays in suppliers obtalning mining permits,

Delays in the acquisition of surfaca rights far mining purposes
Rail transportation availability,

Suppliers delivering to their undertaking

Deterlorating road conditions

OTHER APPROVALS REQUIRED

None

NE
/“"z . 291 8 [t

_—

BA Dames / DATE
GHIEF QFFICER
(GENERATION BUSINESS)

Who hereby represents that the above
Information is correct.

Submission prepared by: Della von Pickartz
Contact Number: 011 800 4840
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1 STRICTLY CONFIDENTIAL {
® €skom
STRICTLY CONFIDENTIAL
Revision 2~ November 2007
Annexure B
CHECKLIST 1
N/A [ Yes | No
1. INTERNAL PROCESS '
1.1 | BUSINESS PLAN
Has the projectfissus been included in the business plan? v ¢
:
12| BUDGET !
If financlal approval is required, Is the project/matter within ;?
the approved budget? v :
1.3 | HUMAN RESOURCE IMPLICATIONS
Does the project have any HR implications? _ ]
{If yes, information/axplanation fo he highlighted in docurnont- v
tallonfpresentation/attachment.)
1.4 | FINANCIAL EVALUATION !
- Has fhe projectfissue undergene a financial v
evaluation? (Shenaaz Nefdoo)
- Has the evaluation been verified? v ;
- Treasury report attached.

1.8 | LEGAL/ICONTRACTUAL ISSUES

- Are there legal implications? Yes

- Has Corporate legal department input been obtained?

- If so, is the approval sought consistent with the legal
inpul? Dave Davies supports this submission,

RN

1.6 _| TAXIMPLICATIONS

- Are there tax impllcations?

- Has Corporate tax department Input been obtained?

- If s0, Is the approval sought consistent with the fax :
input? {Corporate Tax > Natasha Singh) 4 i

T WY

RGN

1.7 | CAPITAL PROJECTS

If the project is of a capital nature the checklist 2 (attached)
for the evaluation of capital projects should be completed v
as well.

1.8 | TECHNICAL EVALUATION N/A | Yes | No
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- Has the projectiissue undergone a technical
evaluation? (If yes, by whom) M Mochubele, PE

- Has the evaluation been verified?

- By whom (internally or independent}?

- JH Jordaan, PE

- AAde Clercq, PE

AN

1.9_| BLACK ECONOMIC EMPOWERMENT IMPLICATIONS

Does the project have any BEE implications? v !

1.10 | EMPLOYMENT EQUITY

Was due consideration given to empleyment equity in
terms of the following:

S

- Project team
- Drafting of submission documentation f
- Individual(s) presenting to EXCO v !

RN

2. ADDITIONAL APPROVALS

2.1 | NERSA

- Is NERSA approval/lconsultation required? W
- |f approval or consultation Is required, provide details [ v
and also highfight the time lines, deadlines, etc.

2.2 | PUBLIC FINANCE MANAGEMENT ACT (PFMA)

- s any PFMA approval required? v

2.3 | ARE THERE ANY OTHER AFPROVALS REQUIRED? ]
IN PARTICULAR :

-  Reserve Bank v :
- Competiflon Commission
- National Treasury

RSN

SIGNATURE: /< /’D;;; 2 ‘76} /209t {
BA Dames
CHIEF QEFIC{

(GENERATION BUSINESS)

Who hereby conflrms that all of the ahove requirements have been complled with,
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S Eskom

Generation

CHAIRPERSON
BOARD OF DIRECTORS TENDER COMMITTEE

Date: 27 July 2008
Enquirles: Delia Von Pickartz

+27 (011) 800-4840
Our Ref:

PRIMARY ENERGY DIVISION :

TO OBTAIN A MANDATE TO NEGOTIATE AND CONCLUDE CONTRACTS ON A
MEDIUM TERM BASIS FOR THE SUPPLY AND DELIVERY OF COAL SUPPLIES OF
490,8 MT TO MEET BURN REQUIREMENTS AT VARIOUS ESKOM POWER STATIONS
FOR THE PERIOD : OCTOBER 2008 TO MARCH 2018.

dhms et

TOTAL COMBINED MONETARY VALUE: R164 418 M

oy

1. INTRODUCTION

After an emergency mandate grantad by the Board of Directors in February 2008 to
negoliaie and conclude conlracts with various suppliers for the emergency supply and
delivery of 63,682 MT of coal to Eskom power statlons for a period commencing
February 2008 until March 2010, an assessment was done on the long term strategy
of the anliclpated coal burn requirement and the current contractual supply fo assess
the potential shorifall of coal required to ensure that the burn demand can be met.

This submission requests a mandate to conclude contracts for the supply and deilvery
of 490,8 MT of coal to Eskom various power stalions to meet the shortfall and burn
requirements from Oclober 2008 to March 2018. Where contractual options to extend
contracts with current suppliers exist, such options will be exercised depending on
quality, price and the suppliers ability to supply.

The total combined monetary value of the proposed coal contracts (delivered) Is
R164 418 M (real base, excluding CPA, VAT, fuel price adjustment and qualily price
adjustments) for the period October 2008 to March 2018.

Prlma Enarg
HoT:sa%Simha road Sunnln hil Sandton EO Box 1091 Johannesburg 2000 SA
Tel +27 11 600 8111 Fax +27 11 800 556 www.eskom.co.za .

Dlrastors; RM Godsall (Chalman} PJ Maroga (Chief Executive) LCZ Cele SD Dubs LG Jasafsson (Swadish) — /s
HB Laa {Karaa } WE Lucas-Bull M Makwana E Marsha]l J Mirange (Rwandan} JRD Madisa AJMargan U'Nena £; ha
B Nawababa* {*Execullva Direclor}) Compa n};Secretary M Adam s

Eskom Holdings Limited Reg No 2002/1552
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SCOPE OF WORK

In accordance with Eskom’s Procurement & Supply Chain Management Procedure
(32-188) a mandate is hereby requested to negotiate and concluda contracts for the
purchase of coal on a short and medium term basis totaling 490,8 MT.

An assessment was done on the anfticipated coal bum requirement and the current
contractual supply fo assess the potenttal shorifall of coal required to ensure that the
hurn demand at coal fired stafions can be mel. A shortfall exists between the required
burn, current confracts and estimated new long term supplies.

2.1 Tonnage requirement

The maximum tonnage required fo mest burn requirements during October 2008
to March 2018 is 490,8 MT. This was derived by camparing current coal
sources, estimated new long ferm contracts and high burn as per ISEP 11 plans.

cRn RS

Refer table 1 for the quantities.

2.2 Transportation i

Due to the length of the supply perlod it is endeavored that the fransport solution,
at the tims, wilt be considered based on the available methed of transpoert. In the
event that rail capacity Is available that would be the first choice of transpart in
an atiempt to reduce rozad traffic.

Wilk the current fimited rail transport options avallable this mandate assumes
~road transport will be used.

Eskom would only negotiate delivered price contracts, where coal is transporied
by coal suppliers or thelr appointed transporters.

In the event that rail capaclty is avallable that would be the first cholce of
transport in an attempt to redues road traffic.

BACKGROUND

In terms of Corporate and Generation Dlreclives "Procurement & Supply Chain
Management Procedurs (32-188)" and "‘Emergency Short Term Coal Sourcing
Procedure GGP 1184", the Managing Director (Generation Division) declared an
emergency at affacted power stations on 09 January 2008. At the time of declaring
emergency, the total coal stock at the affected stations was below the acceptable
minimum of 20 days with some stations below § days

A mandate was therefore requested for the precurement and Inter-station transfers of
up to a maximum of 53,582 MT of coal for Eskam power stations over a minimum iwo
year pefiod, commencing February 2008, with an optlon to extend for a futher peried.
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Approval was granted by the Eskom Holdings Chaliman on a round-robin basis in ‘

accordance with the recommendation of the Chief Officer (Generation Business),
Financial Director and the Chief Executive.

In order to mitigate risk and to prevent any such emergencies in future, a long term
strategy was formulated o assess the impact of future supplies to Eskom. | is _
proposed that the mandate be approved o extend the short and medium ferm ‘
procurement. The major reasons for this recommendation are the following:

+ Security of supply

Historically, emergencies were declared in 2004 and 2008, and now in 2008.
Whilst tha emergencies may have been precipitated by varylng factors, it is
avident that an emergency existed every two year cycls over the past 5 years.
One common reason in all these situations is that emergency contracts expire
prior to the full implementation of an alternative supply solufien. This suggests
that whila two year contracts are long enough fo abate the effects of an
emergency situation, they do not go far enough to prevent one from materalising
shorlly aflerwards.

et e

Thus in order to prevent future emergencies and to ensurée security of supply it is
recommended to enter into supply conlracts that will ideally cover the current
estimated shortfall volume of ceal required until March 2018,

« Long Term Strategy

Current indications are that the time frame for negotiating a contract and the ’
subsequent establishment of a mine for long term Is ih excess of 8 years, This is 5
dues to the complexity involved in structuring a high risk profile contract and the :
current rate of delays as experienced by the DME.

Apart frem the lengthy negofiation period, it Is experienced that the lead times fo
ppen mines have increased, The following illustrates the timelines for
establishment of a mine.

Praspesting EMPR/ Exploration & Commierclal
Mining Right Mina deslgn Negotiation f
Estahllzh Mina
[ | |
i | {

| -
i |

7 lo 24 Months 24 to 38 months 15 to 38 months 6 to 38 monthe

Historical delays experienced with the DME vary between 440 to 1040 days which
contributes to the lead pericd of mine establishtnent to a period of up to 8 years.
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Primary Energy division has developed a comprahensive long term coal supply
strategy. Tho strategy addresses the bumn requirements by entering Into long term
contracts. Long term contracts aim to deliver supply for a perlod from 15 years fo
50 years. As part of the long term strategy, assumptions are used. Part of the
strategy Involves that targeted sources would be avallable to Eskom, However,
this Is only to be confirmed in future when the long term strategy is implemented
and possible suppliers contacted. The procaess can therefore be affected by the
fact that suppliers do not intend to supply Eskom, mining rights might be delayed
and quality parameters of coal might be differant from the current estimates.

L L PRt e = R R L

o TR

Due to the timing constraints of the negotiating period and mine establishment,
short to medium term procurement will have to be incurred fo ensure that the burn i
requirements are met. Thus this request to enter Info new contracts and / or to
extend concluded contracis to March 2010 to maintain the acceptable stock pile
days and the required burn rate fo ensure sustainability of electricity supply.

Refer to graph 1 for an illustration of the current coal supply status and bumn !

reguirement. It also illustrates that the current projected supply will ensure burn is {
met untll 2010. ;

L . !
Risk

Long tenn projects may experiencs delays;

+ A compefitive export market could lead (o ower tonnage available for
Eskom'’s use, as majority ef coal coutd be exported;

¢ Mining houses may nat be In the position to open up all the mines
simultaneously, due resource constraints;

Assumptions
In determining the tonnage requirement the follfowing assumptions were used:

¢ The latest 5 year burn plan as at 8 February 2008

« ISEP 11 projections on burn used at a high burn rate
Long ferm coal supply agreements currently being negotialed will
materialize and yield the desired results for Eskom

» High burn requirements will be mel, refer graph 2, indicating coal burn
was consistently underestimated; resulting in delayed and emsergency
contracting

¢ [Due lo the nalure of certaln mining operations, some are designed -such
that they would have to function for a certain period to be economically
feasible. To enable some suppliers to supply under the esmergency
conditions now, contract negotiations were conducied in the spirit of good
faith on the express understanding that the feam would seek approval for
the extension of certain contacts from the mandating authority at a later
stage, Therefore in certain cases these options will have to be exercised.
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This submission requests a mandale to conclude contracis for the supply and delivery

of 490,8 MT of coal lo Eskom various power stations commencing October 2008 up fo
March 2018,

4. QOBJECTIVES OF THE MANDATE

4.1 Contract duration

The duration of the contracts would accommodate for the supply of coal to mest
the required bum for the period October 2008 to March 2018.

4.2  Quantitfes

R L P EE L

. Tha supply and defivery of up to a maximum of 490,8 MT of coal over the ]
confract pericd. This includes the processing of coal to the daslred quality
specifications and inter power station transfers,

4.3 Escalation
4 {

For the purposes of price adjustment (escalation), the price base date would he t
August 2008, and for Dlesel July 2008. b

The prices would be escalated by appropriate escalation formulae based on
published indices. This includes:

» Producer Price Index for Mining and Quarrying as published by Statistics ij

South Africa,

s Producer Price Index, all commodities

» Seifsa labour tables i

» Eskom “cost plus” index, :

s Diesel prices as published by the DME, currant estimates are that 36% to i

. 45% of both FOT and transport components are subject fo diesel i

fluctuations.

In the event that legislation changes are made, tha most appropriate escalatlon ;
formulae will be applied accordingly to accommodate these changes. E

44 Tarms and Conditions

The terms and conditions of the supply contract will be drafted by the Contracts

Department within Primary Energy Division and reviewed by Corporate Legal
Depariment.

The terms and conditions of the negotiated extenslon options in current contracts
will lapse If not exercised on or before Octeber 2008,

TEGETA-0074
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4.5 BEE/SMME

The Eskom BEE requlirements and that of the Mining Charter will be taken into
account when contracting with relative parfies. \

4.6 Coal Qualities

Coal would be supplled at the existing qualily specifications for power stations, or
at qualities specifically approved by the power station. Coat will also be
beneflclated to the highest quality when retuired.

4,7 SARS Certificate and Employment Equity Documents

Updated employee equily documents and Tax Clearance Cerdiflcate(s) from the i
successful supplier(s) prior to canclusion of ihe contract will be requested. -

48 Insurance

The coal suppliers would be required to make provision for their cwn insurance
and this would be included In the coal price.
1

4.9 Transportation

Eskom would only negotlaie delivered price contracts, where coal is transported i
by coal suppliers or their appointed transporters.

Coal would be hauled in terms of the relevant coal transportation mandate.
Currently approved by the BoD on 30 March 2006, and amended by the BoD on
30 March 2007, In the event that the transport mandate needs to be altered it
wold be presented to the BoD as and when reguired. Current estimation is that
the mandate will ha completed by March 2008 at the current rate.

Coal would alsa be transported by rall, where possible.

4.10 Partles to the contract

Negotiations would be held with the suppliers that have the abllity to supply
during the required period,

Eskom will not contract with fraders of coal but only with the owners of a source
or whera valid contractual joint ventures between parties exist. This is done in
an attempt to ensure that the mining right holders mine and rehabllitate the
areas according to law, and that Eskom thersfore contract with responsible
parties. [t is also aspired that broker fees that increase cost can be avolded.

COST COMPARISON ON A COMMON BASE

Current short to medium term contracts for the supply of coal to various Eskom power
stalions have been used for purposes of comparison. The proposed average rate is

higher that the ctirrent average rate for medium term contracts, Sea Table 2 attached
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The ex-pit head cost compatison was based an tha following:

* & & 49 &

The export price currently experienced during contracting in the emergency
phase

The current price of high grade coal available experienced during contracting in
the emergency phase

The current price of high skip opencast available

The eslimated price by long term strategy in a high mark up environment

The estimated price by long term strategy in a low mark up envirenment

Pricas as estimated by Anglo for hew sources for possible long term sources
Prices on options avatlable on current short term contracts experienced during
contracting in the emergency phase, the emergency procurement process
allowad for this,

Prices on dumps and discard purchased for the emergency situation and not
expected to be available as a source for future supply

The current Medupi prica as negotiated

The estimated price as per the Khutala optimization study

Delivered prices are subject to transport distances, and an avarage of R85 was used
for quantification as sources and distances have not been identified and finalised.

Medupi and Khutala do not havs any transport components as coal will be transported
by conveyor,

BRAK-236
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RECOMMENDATION

In accordance with Eskom’s Procurement & Supply Chain Management Procedure (32-
188), it Is recommended that a mandate be given:

o To negoflate and conclude medium term coal supply and delivery contracts of

490,8 MT to meet coal bum requirements for the period October 2008 to March
2018,

o The maximum value of the proposed contracis willbe R164 418 M (real base, ‘
excluding CPA, VAT, fuel price adjustment and quality price adjustments),

o The Chief Officer (Generation Business) is authorised, with the power 1o delegate
further, 1o lake all the necessary steps to give effect fo the above, Including the

signing of any agreements, consents or other documentation necessary or related
thereto, -

s

' CE Schutte
ACTING MANAGING DIRECTOR
{PRIMARY ENERGY)




GENERATION BUSINESS
PRIMARY ENERGY DIVISION
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A MANDATE 1S REQUESTED TO:

NEGOTIATE AND CONCLUDE CONTRACTS ON A MEDIUM TERM BASIS FOR
THE SUPPLY AND DELIVERY QF COAL SUPPLIES OF 490,8 MT TO MEET
BURN REQUIREMENTS AT VARIOUS ESKOM POWER STATIONS FOR THE
PERIOD OCTOBER 2008 TC MARCH 2018

TOTAL COMBINED MONETARY VALUE: R164 418 M

{

SURPQRTING SIGNATURE

/MJ@ 4 zasfes

CE Schutte

! DATE

CHAIRMAN — PRIMARY ENERGY DIVISION TENDER COMMITTEE
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SHORTFALL WINDOW APR 2010 - MAR 2013

GRAPH 1
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GRAPH 2: Current budget vs actual bum,

emergency contracting
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indicating coal bum was consistently underestimated; resulting in delayed and

130000

Budget vs Actual Burn

125000

120000

15000

110000

=== Act bum

— Budget bum

108000

BRAK-240

e Rt = o



BRAK-241

14 STRICTLY CONFIDENTIAL

TABLE 1

Required supply for the period October 2008 to March 2018

_ . _ M tons per fiscal year _ _ _
[FOZ -F10 [F11 Fiz [Fi3 [Fi4 [F15 R fFi7 [Fi8 Trotal
High Burn requirement @ 1433 146.8 5.2 162.1 174.5 185.0 1954 2011 1359.3
Guoal supply 108.3 98.9 101.1 97.9 107.1 116.1 1242 127.7 881.2
Short term confracts 10.2 28 0.6 0.0 0.0 0.0 0.0 0.0 13.7
Fixed price coniracts 31.0 31.0 31.0 31.0 31.0 3.0 28.8 28.8 2434
Cost - plus contracts 67.1 65.1 £6.1 63.5 67.4 67.6 65.6 63.7 526.2]
Potential low risk supplies 0.0 0.0 3.4 3.4 8.7 17.5 290.8 351 98.0
Shortfallin supply 35.0 47.9 501 64.2 67.4 639 71.2 3.4 4781
Gozl not covered in emergency (k) 7.3 7.3
Contingency - under parformance of contracts 54 5.4

127 35.0 47.9 50.1 64.2 67.4 68.9 7.2 734 480.8

Shortfall as % of high bum 24% 33% 33% 40% 39% 3T% 36% 37% 35%

(2) Assurne high bum is lkely to be met, refer graph 3 indicating actual burn vs budgeted burn relationship
(b} These stations were not accomodated in the emergency mandate as there was no emergency at the time
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TABLE 2: DELIVERED PRICES (Estimated Coal pricos
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TABLE 3 : COST CALCULATION

Delivered price
Maximum required fons

FOT Ceal cost
Maximum required tons

Transport
Maximum required tons

TOTAL MANDATE
- Delivered coal

R/ton
Mt
R million

R/ton
fiat
R milllon

R/ton
Mt
R rafllion

R million

STRICTLY CONFIDENTIAL

Real base Asplration base

335.00 260.00
490.8 480.8
164 418 127 608
280.00 180.00
420.8 490.8

- 122 700 48 344
85,00 80.00
490.8 490.8
41718 39 264
164 418 127 608
164 418 127 608
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ANNEXURED
CHECKLUIST 2
PIVISION: Generation

REGION/BU: Primary Energy

DESCRIPTION: A MANDATE TO NEGOTIATE AND CONCLUDE CONTRACTS FOR

430,8 MT OF COAL ON A SHORT AND MEDIUM TERM BASIS FOR :
THE PERIOD October 2008 TO MARCH 2018 i

YES | NO g
1. Was the cerrect purchasing mechanism followed? Yes E
2. Were the most appropriate contract format, main and secondary N/A
options selected? Note 1 ‘
+ 13. Where applicable, is the necessary Delegation of Conaent form N/A
attached?

4. Iftender mechanism selected:

+ Has the hierarchy of Procursment been followad? NIA
* How many Suppliers approached?
* How many responses received?

A LR e T T L

5. Isit a Sole supplier, Le. requesis for mandate to negotiata? No
+ [s sufficient motivation provided on the Eskom Sole Sourcs

St AR TR R BT

Jusfification Form? i
+ Is this form attached? N/A j
- E
6. Were all responsesfrequests for a mandate evaluated? E
+ Technically, by whom? No l:
* Finangially, by whom? No :
- Were the calculation sheets verified and, No i
~ Are lhey attached? No i
+ Commercially, by wham? No H
+ Has the financial analysis of the supplier besn done? No E
Note 2 _
7. Did all respondants submit: ' NfA
* SARS ceriificates? N/A
« Employment Equity documents? | Note 3

8. Was the engulry clear on:
»  SMME/BEE involvement?
s __Critera?
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» Sef aside portion? N/A
» Price matching?
9.  List of Directors Yes
9.1 Recommended Suppliers:
+ BEE Representations
» Shareholding Vb isannsens
* Management%.........
« Directors  %.iiniiin
2.2 Recommended BEE Subcontractors
8.3 Any apparent confiict of interest? No
10. Is the lowest price, technically, commercially and financially
acceptable tender recommended? If not, krief reasons to be
given in the raport:-
+ Price N/A
+ Technlcal
«  Commercial
* Financial J
1. ls the purchase duly budgeted for? No
12. Health and Safety Requirements NN{A4
Does the recommended supplier fully comply with: o
12.1  The Ogcupational Health and Safely Act 85 of 1993 (as
amended)?,
12.2  Eskom’s Safety, Health and Environmental
Requirements for Contractors?, and
12,3 Eskom's Safety Regulations?
13, Shipping {Imported Goods/Costs)
13.1 Wil this be arranged by the Supplier? or
13.2 Wil this be arranged by the Eskom Generatlon Shipping N/A
Departiment? and
13.3 s the cost shown separately in the Calculation Sheet
{Attached to Reporf)? or
13.4 Is the cost shown separately in the report?
14,  Are Forex commitments properly addressed? N/A
15.  National Industrial Parficipation Programme NIA
16.1 Does the contract value/expenditure with overseas
companies (diveclly or indirectly) fall within the stated
criteria?
15.2—|i-Yes-was-the-Bepartment-of Trade-gnd-industry

BRAK-245
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informed? ] I |

All the above mantioned issues are adequately addrassed in the repert.

Mote 1:

The NEC family of contracts Is not suitable for coal purchasing. The contract documents will
be prepared by the Conlracts Sectlon within GPE, and reviewed by Corporate Legal.

Note 2!
This work will be done on an ohgolng basis once negotiafions commence.
Nate 3:

Tax Clearance Cerlificates and employment equity documents will be requested once
negoliations commence.

Note 4:
This aspect will be dealt with during negofiations.

Signed by:

VAt

CE Schutte
ACTING MANAGING DIRECTOR
(PRIMARY ENERGY)
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® Eskom

TO: THE MANAGING DIRECTOR
GENERATION DIVISION Date: 18 August 2008
FROM: TREASURY FINANCIAL EVALUATIONS Enquiries: S Ngcoho

{011) 80O 4732
Reviewed by: G Molokoane

NANGIALREVIEW s

oo a3
i By =t

The Treasun;r Department was requested to revlew ihe financial aspacts of the
{ollowing, amongst others: !

« A request for a mandate to negotiate and conclude confracts on a short tarm
and medium term basis, far the supply and delivery of coal fo vatious Eskom
power siatlons to meet bum requirements during April 2010 until March 2018,

e Approval to make advance payments to the suppllers lo the value of R500 M to
enable them fo Increase thelr plant capacity, thereby enabling them to provide
Eskom with the required quantities. : .

» Approval to make advance payments to the suppliers to the value of R200 M for
refurblshment of cartain wash plants.

BAGKGROUND

Following an emergency of coal supply being declarad af affected power statlons in
January 2008 and an approval to prosure 53,582 MT of coal In February 2008, It
was delermined thai a shortfall of coal still exists when comparing the bumn
requiremsnts fa the exlsting and plannhed long term contracts which must he
addrassed with the short and medium term suppfles,

MANDATE
7

The negotiation parameters of the mandate are as jollows,

Treasu
Megmwar:ﬁ Pari, Maxwoll Drive, Sunnlinghlll, P,O. Box 5841, Jolmnnesbung 2600, South Africa
Tal: 427 (0)11 80D 8111 Fax: +27 (011 800 2308 Web Addresa: vnv.2slom.co.zallreasury

Dlrectote: [t Godsell (Chalimony P Meroge [Clief Execulive) LCZ Cale $D Dube 1.0 Josofsson (Swvedish) HA Lea (Korean)

WE Luzae.Brft PM Pokvans B Racchall J Mirenga (Revandan} JRD Madisa A2 blorgaa U Nens I Hgeababa®  {"Execedive Dhacly
Company Jasretary: MAtem

Eukom Hold\ngs Limed Feogde 2002004553 TI08
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The contracts value

The maximum tonnage required to meet burn requirements during Aprf 2010 to
March 2018 Is 460.8 MT at a delivered real base of R335 / fon and an average CV
of 18.4 Mj / kg, on an as received hasls, in 2008 money values. The total deliverad
real bass amount i R164,418 M with an aspiration base of R127,608 M (R260/ton).

_The tonnage required is an estimate derlved by comparing current coal sources,
estimated new long term contracts and high bumn as per ISEP 11 plans. The real
base and the asplration hase rales were determined based on estimates and
assumptions as decided by the Primary Energy Dlvision In conjunction with Anglo
and McKInsey consultants

The RS00 M and R200 M nproposed advance payments to fund increase in plant
capacity and refurbishment of wash plants respactively, will enable suppliers fo
provide Eskom with the incressad quaniities as well as high qualily coal as
requlred. These advance paymenis are pure estimates by the Primary Energy
Division mining engineers.

The fotal comblned monelary value of the proposed contracts is R166,118 M
excluding GPA, VAT, fusl price adjustmenis and quality price adjustments.

Confract Price Adiustment 1

The base date for CPA purposes {s August 2008. Prices will be adjusted hased on
specified Statistice South Africa, Eskom “cost plus”, SEIFSA indices and dlesel
prices as pubiished by the DME.

Terms and Conditions

The terms and conditions of the supply contract will be drafted by the Contracts
Section within Primary Energy Depariment and reviewsd by Corporale Legal
Department.

Coal suppliers wiil be required to make provision for thelr own Insurance and this
will be Included in thelr coal price.

COMMENTARY

The caiculation of the real base and aspiratlon base amounts as well as the
tonnages required was based on assumpflons and eslimates as determined by the
Primary Energy mining .engineers and long term planning division hased on the
axisiing contracts rales as well as the latest high burn per ISEP 11 plans.

Wa wore Informad that the proposed advance paymenis amounts of R500 M and
R200 M are pure estimatss made by the mining engineer, thus we sannot
comment on the valldity or the reasonablenass of the values.

1392=Supply-nnd Delivery-of Coali-Shork Mediom-Term—Page 2-oF3
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We have done a limited spot check of the calculations and obtained olariflcations
where necessary. We have also locked at the princlples used to anive at the
negotlaflon paramefers and we do not have any reason fo doubf {hat the
calculations are hased on sound principles. However, we do not have the
necessary expertise to comment on the reasanableness or the validity of -these
estimates, thus we rely on the work of the Primary Energy Division mining
englnzers and long term planning division in this regard,

We would also like to highlight our eoncerns regarding the significant advance
payments being made fo suppliers, even though therse's a plan to recover these
amounis during the contract peifod, we helleve that adequale guaranfees should

be obtfained from these suppllers {o ensure that Eskom ls not exposed to
unnecessary rlsks,

Transportation cosfs are includad In the real base amount as the delivered price is
negotiated with the suppliers, alternatively where the suppller is unabls to deliver,
coal will be delivered by Eskom appointed {fransporters in terms of the relevant coal
fransportation mandate approved by the BoD on 30 March 2008, and amended by
the BoD on 30 March 2007.

CONCLUSION

Based on the Information provided to us and the work described in this report, in

_our oplnlon, from a purely financlal point of view, wa have no reason fo belleve that
the request for @ mandate lo negoliate and conclude coniracts, with suitable
suppliers, for the supply and delivery of coal to varicus power statlone should not be
approved, subject to the following provisos:

» Qur reflance on the Primary Energy Divislon’s expertise regarding the validity of
the calculations and estimates provided to us by them.

» Wb cannot comment on the reasonableness or the validily of the proposed
advance payments and would lke fo draw your atlention to our concern
regarding significant advance paymsnts being made fo suppliers with no

petformance guarantess from them to Jimit Eskom’s exposure fo financial loss
risks.

Please do not hesitate fo contact Sthemblie Ngeobo at (011) 800-4732 if you have
eny queries or comments with regard to this review.

éﬁgm TREASURY
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NMANDATE
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{ons

* in FY2008, Eskom purchased fram theea lypes of contrncls — In valus lormes,
shert tamn coniracts repraseniod 21% {(allbough onty 179 In fonnage tarms),
cost plus conlracts and fived price represenled 79%

L~

®€skom

[ BRI
F@ MEDIUM TERM COAL PURGH,
r‘ﬁ
Total conl purchased by Egkom * Jnital supphy mainly frem
%holeantiaste long-1am eonlraeds, which
hava been Increased above
Modom contraciual maximim
term it * Long lerm mines under-
dalivery has restiled In
neroased need lor short term
contracling
i * The celay In new capaclty had
""‘9 -1 a knock on elfec] ¢n coal
pera ag BB 84 7% purchases, when exsling
{=vdng) power stelfons hed o
bum more coal
« Higher then expecled bum
Iabo resullad 1a planning for
eaver volumas than naedad
2002 2004 F200S*  F2007  Fooob
. ﬁahort-r:wdlum torm p;lurehasas
va also Increased dus to
e @ @ @D @ e oo o
everly
. fod dla 2005 from exend it ynar Jate e b the Prandal year AprEbtanch € l
[l Enmm £ Mw S (om 3

BRAK-251

T e e

——— = A




7
i

;‘&

1 Folsldwmand

Arribated . EL] 3 | @
foy - ‘ﬂvm I
~ INTasudur capex. i i
amorord aver 158 i pill i
he L4 H 4n 187} i
= JRA 5 calidtid el 15 173 1% |
o ibym el 158 1] !
 Rehwh wrd ctosvra - T 109 i i
erpisinchuted ¢ H H
sampeneatof gy R :
rrmess I H ]

sl A I
a 51 {00 i 203 24
Heaul  Kolet Seeunds OpEmum  Taa Taetuats
!HJ‘JIIOIgdau. L
N il WEE|

gl g

Sennu: BVE 900 81 Mt rT Breu Sk n B By B ey 0T Enbon GHE

1

"\i'\

v R

Esfimated CoMpricny

@ ANANDATELS neaumen T

R Tl Transned
(e Jesemina
Nochid {—120_]120
Domps, processed discard coa) [_ 081621140
Zondagsiontel Middings \___ (v | 179 . :..‘!' contraois £ra at
wor dutivires
Her LargoiBrave eitimale E | X4 piicos d.us iz tho
Kwtaln [ J34 )4 tool bnlngd
Asplationbuse | 160 260 g
Optionken oxsting eonecs [TZ_T G 1269 " convoctsae
LT Srategy—lovmakup [ 21055 1285 adpridipiersdl
LY P — . o— + Exacr Py s
the mest thal canto
Eiers0G | 298 T 301 J317 expnetadta by patd
Roal bysa™ 250 |85 ]335 fon;xed'rum tarm
\‘ a5l A
LT Strategy ~high markup ** 280 [ 85 |M5
High strip opan cast 260 [ a5 ]sea
Exponl 122 1 79 }s01

?p:ummmnumﬂmumm

Arwr.

il
S-uew Eovem PED, Fivom PFO ovi] ewtegyd

®Eskom ,

BRAK-252

= ——




BRAK-253

i

5

|

S— i

RS 5 R i
SHORTFALL WINDOW APR 2010 é
i

|

i

4

|

AT

e e r RO .%‘_!1. ; o H

| ) sl o
™ m n e ) H " " he " " ™ )
Lunum-u'rmq Pl Moo \tndh meaflOabach  Ohkmb ey Buralidgt Otw =W R AN Gy ‘

' kom t.

.|

TR

>

+  Shott Tall to ba made up by megium term coal purchases

¢+ Coalwill ba purchased from smafl{s medium eized coal suppllers

¢ Coal will ha contracied on a deflvered basis (not FOT)
+ A large poran of the soal will be deflverad by road
»  Lang emn confracts wilt matet(alise as per plan

» Carnpantes supplylng coal thtough contracts concleded ynder the smargsney mandata will
parform 28 reporied

+  The quanlities wifl ba delivered as estimated for each contract

* ISEP 11 high burn was used to determine tha shortfall (4% growth)
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To nagoliate and contlids short and medlurm term coal sopply and dalfvery contracls of
480,8 MT to moet ¢oal bum requirements for {ha periad OCT 200610 March 2018

The maximum value of the contracls will be R164 418 M (excluding CPA, VAT and
Quallty Price Adjustmeanis) at real base tates of R336/T delivered (R18.20/3] at an
average CV of 18,4 Mifka, on an as-recelved basls) in 2008 money values,

The Chiaf Officer (Generation Business) Is autharlsed, with the power lo delegate furlher,
i taka all the necessary sleps lo glve effect to the above, Including the slgning of any
sgreements, consenis or olher dosumentation necassary or related therals,
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OB ODO
Chartered Accountanis(SA)

Gobhodo Incomorated
1st Floor, Block B
Empira Park

55 Empire Read
Parktown
Johannesburg

2001

Mrs Phuti Miete

Eskom Holdings Limited,
Megqawatt Park,
Sunninghill,

Sandton

o1 June 2010

Dear Mrs Mfete, -
Repert: Procurement Process Raview on the Medium Term Coal Procumment Programmae

In accordance with the terms of our engagement letter daled 16 March 2010, we have performed a factual
findings review of ihe procurement process undenaken for the Medlum Term Coal Pracurement Programma,

We understand hat the findings of our review- w:ll be used solely for the purposes of assisting Eshkom,
management in defiberations on how ta proceed with this matter. This.report details the factual findings of
our review, the approach used to perform this review and:our opinion based on the information that was
made available to us, Eskom s Management is soiely responsnble for the dala information and explanations
provided. Do .

Subject fo our obhgatmn ta conduct our work with reasonable sknll and care we shall have no liabllity for any
loss or damage, of whatsoever nature arising from information material to our work being withheld or
concealed from us or mlsrepresenled to us by the ditectors, employees or agents of Eskom or any cther
person of whom we mada enqumes in the course of carrymg aut our work for this assignment,

This report shoukd not be’ dlsclosed Io.. or discussed with: any other party without our prior agreement in
writing. Should you have any gquestions or require further discussion, please do net hesitale o conlact me,
on 082 493 5967. Wa appreciate the opportunity afforded 1o Gobodo Inc by Eskem.

. Yours sincerely

Bill Cinnamond
Director
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List of Abbreviations

Abbreviation Description

ASGI-BA
Board TC

EXCO-PS

P&SCM 32-188

Glossary of Terms

Term Description

PESCM 32-188

PFMA

MTCS

Medium Term Coal - Procurement Review
April 2010
Strictly Confidential

Accelerated and Shared Growth Initiative for South Africa

Board of Directors — Tender Commitiee
Executive Committee Procurement Sub-Commitles

Investment and Finance Committea
Medium Term Coal Supply

Primary Energy Division

Public Finance Managemen! Act
Request for Information

Request for Proposal

Procurement and Supply Chain Management Procedure; 32-188

Eskom's procurement and supply chain managemen! procedure, no
32-188, that oullines the processes and activities required to fulfil
procurement requirements

The objective of the PFMA Is to ensure that public participants have a
procurement system thal is fair, equilable, ransparent, compelitive and
cosi-effective

Eskom's Medium Term Coal Sourcing Programme

Page 4 of 35
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1  Executive Summary

The review covers the procurement process from September 2009 to March 2010. This report indicates
where the applicable commercial and financial processes and activities within Eskom’s Procurement
Procedure (32-188) were consulied and the Tevel of conformance thereto as is mandated by Eskom for &l
supply chain activities.

Thea procurement process was measured to determine if it was:

. fair — vendors were treated in an unbiased manner

. transparent - the procurement process is open and honest

. lawful — the procurement process adheres to applicable policies and leglistation

. competitive — vendors were provided with equal opporunity to compete in the selection process
. aquitable - all vendors were treated equally and there Is not undue bias towards any one party
. cost effective — the most cost effective options weare explored but within the correct scope

While our review has uncovered some findings, no significant process devialions from applicable policies
were identified during the review of the MTCS procurement pracess. All tenders received were evaluated
against the evaluation criferia published in the Request for Proposal. We detected no bias either for or
against any pardicular bidder in the applicalion of the evaluation criterla. Evaluation criteria were applied
objectively based on the RFP,

All parlies involved during the fender process wera required to declare their [nterests. No conflicts of interest
were declared,

The non-financial due diligance results reflected that no direct links existed between the Eskom directors,
EXCO, Board and Board tender committee members and evalualion team members and the MTCS vendor
entilies. The identified indirect links established between the Eskom directors, EXCO, Board and Board
{ender committee members and evaluation team members and the MTCS vendor entities are depicted in the
non-financial due diligence report, refer to ‘ESKOM — MTCS Non Financial Due Diligence Report'.

Medlum Term Coal - Procurement Review
April 2010
Strictly Confidential Page & of 35
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2 Introduction

In an effort to mitigate the occurrence of coal shortages similar to those experienced at the beginning of
2008, the supply and demand for future coal supplies was assessed and a long-term strategy developed. To
ensure the sustainable supply of electricity, it was determined that a shortfall of coal exists when comparing
the burn requirement to the existing and planned long-term coal supply contracts. This shortfall was to be
addressed with medium term supplies. The MTCS team was given a new mandate to enter into contracts for
the supply of coal from October 2008 until March 2018, at a maximum tonnage of 490,8 MT.

Gobodo Incorporated was requested to perform an independent review of the procurement process for the
Medium Term Coal Supply programme. This report details our findings, covered in the review which was
conducted between 22 March 2010 and 9 April 2010.

In terms of Corporate and Generation Directives “Procurement & Supply Chain Management Procedure (32-
188)" and "Emergency Short Term Coal Sourcing Procedure GGP 1194", the Managing Director (Generation
. Division) declared an emergency al affected power stations on 09 January 2008.

At the time of declaring emergency, the total coal stock at the affected stations was below the acceptable
minimum of 20 days with some stations below 5 days.

A mandate was therefore requested for the procurement and inter-station transfers of up to a maximum of
53,582 MT of coal for Eskom power stations over a minimum two-year period, commencing in February
2008, with an option to extend for a further period. The Eskom Holdings Chairman on a round-robin basis in
accordance with the recommendation of the Chief Officer (Generalion Business), Financial Director and the
Chief Executive granted approval for this.

In an effort to mitigate the occurrence of another emergency, the supply and demand for future coal supplies
was assessed and a long-term strategy developed. To ensure the sustainable supply of electricity, it was
determined that a shortfall of coal exists when comparing the burn requirement to the existing and planned
long-term coal supply contracts. This shorifall was to be addressed with medium term supplies. The MTCS
team was given a new mandate to enter into contracts for the supply of coal from October 2008 until March
2018, at a maximum tonnage of 490.8 MT

To ensure that the transaction complies fully with Eskom's procurement policies and procedures (P&SCM
Procedure 32-188), Eskom has requested Gobodo Incorporated to act as its independent reviewer for this
procurement process, and to report their findings. Eskom has provided Gobodo Incorporated a list of 14-
points, which Eskom requested should form the basis for the scope of Gobodo Incorporated engagement.

2.1 Background

A mandate was granted by the Eskom Board of Directors —Tender Committee on 11" September 2008 for
the Primary Energy Division to negotiate and conclude contracts on a medium term basis for the supply and
delivery of coal to various Eskom power stations for the period October 2008 to March 2018. The contracting
period starting from October 2008 includes the beneficiation of coal by suppliers or their contractors where
required.

The mandate approved the following procurement parameters:

Parameter Description

Volume 4908 Mt

Value R164 418 M (excl CPA, VAT and quality price adjustments) at 2008 money values

Weighted average cost of R335/ delivered:
Real Base = The weighted average FOT compaonent - R250/

«  The weighted average transportation cost - R85/

Period October 2008 to March 2018

Mc(mn Term Coal - Procurement Rovi.e;u'
April 2010
Striclly Confidential Page 6 of 35



Table 1: Mandate parameters as approved by the Board

The PED sourcing strategy to fulfil the procurement requirements involved:

. extending current cost effective contracts up to 2018 depending on the availability of coal or the life of
the resource,

. re-negotiating current contracts as they come up for renewal, and

N Sourcing new coal sources with current and other suppliers where appropriate.

Pursuant to this, an RFI and RFP were issued to the market to make up for the difference in volumes that still
remained after options on existing contracts were exhausted, based on an assessment of anticipated coal
burn requirements to March 2018.

21.1 Request for Proposal Compilation Team

A multi-skilled team was put together to compile the RFP, with a number of staff seconded from
other Eskom divisions to the MTCS team within PED (Refer Appendix B).

. 2.1.2 Proposal Vendor Registration

Vendors (Refer Appendix C) then registered their interest in attending the clarification session and
an interest in submitting a response to the tender (RFP Gen 3031).

The vendor clarification session took place on 28 September 2009, at Megawatt Park. A record of
minutes was generated and circulated among all the attendees at the session,

2.1.3 RFP Evaluation Criteria

The evaluation criteria developed were based on the Medium Term Coal Sourcing Charter, whose
main aim is to secure supply for future, medium and short term coal requirement at lowest possible
total cost of ownership (TCO).

The Key success factors for the charter are that:

« Required volumes must be proportional to energy demand any time. Therefore flexibility of the
suppliers is important.

« Legislative compliance in terms of environment, mining, ASGI-SA are key strategic
implementing objectives for Eskom.

» Building long term relationships with suppliers ensures that medium term coal sustainability in
terms of negotiated price and frequency of supply is properly managed.

Criterion Description
. Secuiv ot aupol Minimal risks asscciated with collaborative information sharing between the supplier and
¥ PPY Eskom. This includes coal demand forecast and optimised production planning
= | =
Economies of seale  and | Eskom will benefit from competitive prices through long ferm agreements with efficient

compelitive pricing operations at minimal risks

i Long term off- take agreements directly affect price modelling in terms of future coal price,

‘ Tenderers are requested to submit their B-BBEE compliance certificate and other refevant

Price predictability

ASGI-SA documents to facilitate ASGI-SA scoring.

The legislative requirements and sound business practises are binding to all who wan! to
tender to Eskom

Legislative compliance

Table 2: Medium term sourcing sirategy criteria

The evaluation criteria as developed by the evaluation team were in line with Eskom's medium term
sourcing strategy. The tender process looked at a two leg approach evaluation criteria which are
commercial and technical. Table 9 below breaks down the criteria into key variables.

Medium Term Coal - Procurement Review
April 2010
Strictly Confidential Page 7 of 35
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Criterion Weighting

Commercial 55%
N ___Pricr_'_ - o 35% =T
_ 1 o B-BBEE Status : B 10%_ e
o : Skills Development 10% =
Ta_ch;i; _ BN i | 45%
B B Legislative requirements 10%
L Devey ™
. B I = - . s |
g B Ea{ity . N 25% 1
TOTAL Ly il . e R Re— «mg%- T

Table 3: MTCS tender evaluation criteria and weighting

Therefore the Request for Proposal (RFP) for supply of coal to Eskom is therefore congruent with the
Medium Term Coal Sourcing Charter in that key implementable variable are all aligned to the
sourcing charier.

214 Eskom’s Evaluation Process

The evaluation process took the form of two distinct stages of evaluation:

21.41

A desktop evaluation exercise where responses to the tender were evaluated based on the
submissions in their files.

Site visits and negotiations (detailed in section 13.10 of this document).

Stage 1 - Desktop Evaluation

Responses to the RFP as submitted by bidders were received and separated into technical and
commercial submissions. These submissions were then evaluated by two evaluation teams
(technical and commercial), each with a score as illustrated above. Tender returnable documents
were also checked by the respective evaluation teams. The sub total scores for technical and
commercial evaluation were weighted accordingly and a final score arrived at to reflect both
evaluation processes. The diagram below depicts the evaluation process as undertaken,

Medium Term Coal - Procurement Review

April 2010

Strictly Confidential
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32 Successful Proposals
Legislative Compliance —
erwironmental, SHE, BBEEE etc
Verify Price

= Technical =g Score 1

Negotiations
ResPﬂ_nsej | —> Total D & Site Visits (5
Received Teams)

Commercial -—-—:

C jon to ur ful
proposals will be done at the
end of the process

Figure 1: High Level Evaluation Process

2142

Medium Term Coal - Procurement Review

April 2010

Fifty-nine (59) vendors (Refer Appendix E) responded to the RFP process on or befare the tender
closing deadline.

After evaluation against the technical and commercial criteria, a combined score of at least 50%
was required for vendors to proceed into the site visits and negotiations stage of the evaluation
process. The vendors' bids that were deemed as non-compliant by Eskom (Refer Appendix F)
according to the results of the evaluation process.

Vendors' bids were evaluated by Eskom, and those (Refer Appendix G) that scored a total of
50% or greater, were recommended for proceeding to the site visits and negotiation stage of the
evaluation process. These vendors proceeded into the site visits and negotiations stage of the
evaluation process.

Stage 2 - Site Visits and Negotiations

This stage in the evaluation process involved undertaking site visits and initiating contract
negotiations as illustrated in figure 2, The objective of this stage of evaluation is to verify the coal
quality and technical specifications as per the RFP submissions. Eskom Geologists and
Metallurgists undertake the technical evaluation, while Eskom Corporate Finance professionals
calculate the indicative pricing based on the mine's coal quality, technology, expected life and
other key variables. The indicative pricing and geological information form the basis of Eskom's
tailored negotiation strategy with each bidder.

Strictly Confidential Page 9 of 35
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Figure 2: Negotiations and site visits illustrative process

Medium Term Coal - Procurement Review

April 2010

A set of confracting protocols were developed to give guidance to the negotiating teams,
including the following key issues:

B Pricing principle — costs are to be based on a cost plus a risk adjusted fair return;

. Escalations — the most appropriate indices are used to determine the year-on-year
escalation of prices;

. Quantity — volume flexibility will be contracted at reasonable cost;

. Quality — will be measured at the source and pre-qualified. Eskom will only take delivery
of coal that is pre-qualified to meet the specifications; and

- Legislative requirements — contracts will only be entered into when all legislative
requirements are met including environmental legislation, there will be no suspensive
conditions.

On successful negotiations, an offer and acceptance letter is generated prior to drawing up the
Coal Supply contact. The Offer and Acceptance Letter gives the Supplier leave to start supplying
coal to Eskom. The price, price escalation, quality, power station, coal source and transportation
points are fixed at this stage and will not be changed in the final Coal Supply contract. During the
time of our review, Eskom's legal department was in the process of finalising the standard Coal
Supply contract; as a result some vendors had started supplying coal to Eskom based solely on
the Offer and Acceptance Letters.

During negotiations, if it is found that the quality of coal has any technical deviations from the
specification supplied by the relevant power station, an agreement may still be entered into as
long as the Coal Supply Manager (CSM), technical representative, geologist, and Power Station
Manager all sign-off on the coal to be supplied.

The negoliations process cannot proceed to any agreement or contract if the supplier cannot
produce the required legal documentations and required certifications as laid out in P&SCM 32-
188 and the RFP. These documents include, but are not limited to:

© Valid Original Tax Certificate;

Strictly Confidential Page 10 of 35
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. Mining Rights Authorisation;

. Environmental Managemaeant Protection Reporl;

» B-BBEE cerification; and

. Compliance with tha Employment Equity Act, whete applicable.

As al 31 March 2010, Eskom had successfully conciudad negotiations with Nina (9) vendars
{Refer Appendix H).

Medium Term Coal - Procurement Review
April 2010
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Scope of Review

The purpese of the review was 1o provide Eskom wilth an independent opinion that the Medium Tesm Coal
Procurement process at the time of our review has been:

competitive,

cost effective,

fair and transparent,

unbiased towards a predetermined outcome,

compliant wilh relevant internal policies and other refevant legislation,
that ne conflicts of interest existed and

that a fair basis for the evaluation of tenders existed

Our review covers the procurement process from Seplember 2009 to March 2010,

In ling with the engagement letter, our scope included:

The performance of a review of the procurement process using Eskom’s 14-point Terms of Reference
as the primary document agalinst which to evaluate the process.

Evaluation of the procurement process currently oullined and applied for the project against best
practice, Eskom’s internal policies (32-188) and relevant legislation (such as PFMA).

Evaluation of parties and structures involved in the procurement process by reviewing items such as
the procurement process chain of command structures, projact team members, compelencias, third
partias involved actess to knowledge and besi practices, confidentiality agreemenls and possible
conflicts of interest.

Perform a probily check, agains! the ceiling price shertlisted bidders and:
. The project management team

. The evaluation team

. Evaluation team advisors

- Tender board

. EXCO-PS

. Eskom directors

- Eskom board

. Vendor directors

Ths identifying of any risks or issues related to tha process, analysing justifications for deviation from
bes| practice and providing recommendations for improvement, based on the cutcome of the
abovementioned points.

Medium Term Coal - Procurement Review
Aprit 2010
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4

The objective of the review was to assess whether the procurement process, in respect of the

Ohjectives

representations, was:

Fair — vendors were treated in an unbiased manner

Transparent — the precurement process is open and hanest

Lawful — the procurement process agheres to applicable policies and legistation

Competitive — vendors were provided with equa! epportunity to compete in the selection process
Equitable - all vendors wera treated equally and there is not undue bias fowards any ona party
Cost effective — the mosi cost effective options were explered but within the correct scope

Medlum Term Coal - Procurement Review
April 2010
Strictly Confidential Page 13 of 35
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5  Approach
5.1 Execution of review

The procurement process review was initiated by conducting a review of the process documentation. This
was augmented by meetings with key personnel who were involved in the Medium Term Coal Procurement
Programme (MTCP) process as identified by Eskom management. All reviews are based on the
documentation and information provided during our meetings with key personnel from the Primary Energy
Division

The RFP tender process commenced during September 2008 and the final tender evaluation report is
expected to be completed during May 2010, Gobodo was engaged in March 2010, during this time Eskom
was finalising the negotiations stage of the tender evaluation process. The results of the evaluation are
expected to be presented to the Eskom EXCO-PS and the Board of Directors Tender Committee in May
2010.

. 5.2 Key personnel interviewed

In carrying out our review, we consulted employees and agents of Eskom and performed deskiop reviews of
documentation provided to us. Oral interviews were conducted with the following employees to establish the
factual basis for our review:

Comment [E3]: This date will now be |
September. 5C |

LC“'W? [E4]: Sept. SC ]

Focus Area Name Date
Procurement Process Sagie Chetly 18 March 2009
Commercial Vuyisile Neube 24 March 2009
Commercial Kwanele Mtembu 25 March 2009

Pre-Qualification Dalabase Andy van der Spuy 24 March 2009

Negotiation Team Melody McCurrach 25 March 2009

MTCS Team Lead Kieran Maharaj THC

Table 4. Key Staff Interviewed
5.3 Key documentation reviewed

Pursuant to the oral interviews and information uncovered in these interviews, the following key
documentation was made available to us for review

Documentation Reviewed

Beard Mandale submissions, presentations and minutes

Primary Energy Division Sourcing Strategy

Minutes of key meelings and documentary evidence of approval
of key decisions

Team non-disclosure agreements

Clarffication meeling documentation

RFl summary documeniation

RFP Evaluation guidelines

RFP Responses from bidders

RFP and supporting documents

RFP Evaluation worksheets

Negotiations documentation *

Coal supply contracts

Table 5: List of documents reviewed

Medium Term Coal - Procurement Review
April 2010
Strictly Confidential
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* Negofiations were sfill being conducted with the vendors during our review, hence there were no
negotiation files.

5.4

5.5

Assumptions

The dala, documentation and information provided, supplemented by oral interviews with the afore-
mentioned Eskem employases formed the bask of our factual understanding of this matter and our
findings are therefore based entirely on this information.

All documents and minutes provided 19 us were deemed as final versions.

Gobedo Incorporated was neot required fo evaluale or comment on the technical éontent of tha bids

and Eskom’s requirements therelo,

Impact and Level of Risk

In order 1o assist management with the allocation of resources to address the weaknesses and improve
control, we have assigned subjective ratings to each of cur fndings. These ratings are for guidance purposes

. only and management must evaluate them in light of thelr own experience and risk appelite.

0 Significant Significant weaknesses andfor instances of non-compliance with Indernal
procurement process, 14 point lerms of eference and legistation.
d Minor Isolaled areas of weaknesses andfor Instances of non-compliance with
inlernal procurement process, 14 point terms of reference and legislation.
0 Acceplable No weaknesses or instances of non-compliance with internal procurement
cepl process, 14 point terms of reference and legisiation,

Tahle € Level of Impact classification

Medium Term Coal - Procurement Review
April 2010
Strictly Confidential
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8 Findings and Observations
This section details the findings and observations from our review, guided by the 14-point Terms of Reference. Each point covers the following:

Impact - the level of impact the finding has on the process. See table 3 for classification of impact.
Finding — the outcome of the review

Description — description of the finding and potential risk .

Recommendation — recommendation to remedy the situation or mih‘ga_lé {jsk'

Wea woulld recommend that gatekeeper

Lack of clearly The evalualion process did not have clearly } r

demarcated gatekeeper  demarcated and enforced gatekeeper criteria. A crileria are clearly demarcated before
oriteria in the evaluation  number of required documents and submissions . evaluation; and all evaluation teams are
process as marked on tha RFP werg either not submitted - - * to enforce these criteria in their

"+ evaluation. Furthermore, wa would
recemmend that in future, evaluation is
purposely broken down into two distinct

. exercises (deskiop evaluation and sile

- visits} fo eliminate he parallel execution

'_:ollhesesteps v i

or invalid for the majority of respondants. This',
resulted In pomons of tha deskiop evaluation
being complated in the sm wsﬂs and nagotiatian -,
stages of evaluation, - ke

Communicalion during the RFP process deviated
slightly from the stipulations of PASCM 32-188,
The policy states (hat where infarmation whmh
may affecl tha tendering or supply process is gr\ren
to any ona supplier, the same information should *

_ba given to all other interasied suppﬁers giving
them all enough time 1o include their response o
such new information in their tanders. While -
communication was managed centrally dunng this
process, fesponses to questions were sent only io
thase who posed such questions; polenually
prejudicing other interested parIJes

Wa' muld recommend that the buyer
maintains an accurata reglstar of all
respandents and uses this o

- disseminate Information as widely as
pgssipne.

Communication during
the RFP process (prior
to the tender closing
date).

Communication of
evaluation results ta
unsuccassiul venders,

We recormmend that official and duly
signed letters be sent 1o all unsuccessiul
respondents communicating the
outcome of the evaluation process.

Evaluation resulls from the desktpp, exercise were
finalised in November 2009, prior o commencing
wilh the site visits and negotiations; yet no formal
communication had been released 1o unsuccessful
raspondents by the end of April 2010,

oB0ODO

" Chartered Accountanis{SA)

: Gatekeepars are usad ta streamling the process by

reducing the number of suppliers that move to the
evaluation stage of the process. Wa expecied the
respanses 1o come from "Junior Miners® wha in
most instances ara at various stages of the long
application process ai the Depariment of Mineral
Resources [DME).Making such documentation
gatekeepers would have significantly reduced aur
supplier base W an extent that it could have
compromised the bids' competitiveness.

Noted. Questions 1hat ware askad bafore and
during the clarification session were shared with all
respundents together with the answers. After the
clarification meeting only questions and answers
thal wera deemed maienal 1o the tendex wera
shared with the respondents.

Under narmal circumstances the unsuccessiul
{enderers are notified after the award of contracts
because they have a right to know the tenderers
wha wene awarded tha contracts.

BRAK-275
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No evatuation report

g Lack of standard
contract

Sharehelding issues
- wilh respondents

The MTCS team had nol complied an evaluatian
repart as required by F&SCM 32-188 as at the end
of April 2010,

The PED division had not finalisad its update of
the standard coal supply contract as at the end of
Apml 2010. This necessitated that soma suppliers
start supplying coal lo Eskom power stations
without a valid and legally binding confract.

A disproportionately high number of réspondents
had commen individuals as shareholders and
directors. Whie this is nol under Eskom's direct
contrel and may even ba for legitimate business
reasons, there may be reason o suspect anti-
compefitiva behaviour among some of the
respondents ta this tender.

\We recommend that an evaluation report

and recammendation is comipiled in the
prescribad format and submitied to the
approval authority immediately.

We recommend that a standard contract
15 finglised and signed-off immediately.
Contracts shourd then ba signed with all
suppliers who have commenced
supplylng without a valid contract,

We recommiand that the commarcial
evaluation process make an allowance
for checking and detecting unordinary
shareholding structures. Wa would
further recommend that Eskom
undertake a detailed investigation inta
shareholding commonalities as
uncovered in aur non-financial dug
diligence process.

The evaluation repost will form part of the feedback
repart to tha Board Tender Comimities.

The sfandard contract was finalised in April 2010
ang is in use.

The MTCS team constlted Wabber Wentzel
Attomeys for an opinion on crosy-direclorships and

their effect on the competitiveness of the bids. Their

advicafreport is available on request.

Madium Term Coal - Procurement Raview

April 2010
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7 Additional Recommendations

A number of recommendations are presented below, which if implemented, would improve
the procurernent process:

Evaluation teams had to separate lender responses into technical and commercial
submissions to enable simultaneous evaluation. We recommend that in future
procurement processes, a two (2) envelope system is implemented where vendors
submit separate envelopes clearly marked as “technlcal” and “cammercial®. This would
preserve the tender submissions as received, facilitate simultaneous evaluation and
lead to improved document ¢control throughout the process.

Formal written communication to non-responsive bldders following the evaluation
exercise had still not taken place at the end of April 2010, six (6) manths after the
submission deadline. We recommend that in future procurement processes,
communication to non-responsive bidders is undertaken within a reasonable timeframe
after tender svaluation.

In our review of the procuremant process, we did not come across evidence of dearly
identified and subsequently enforced gatekeeper criteria. Consequently, a number of
required tender returnable documents were still being collected during the negotiations
stage. We recommend that in future procurement processes, gatekeeper criteria that
are measurable are clearly spelled out and all evaluation teams apply these in their
evaluations,

An evaluation report had not yet been drafted by the end of April 2010. We recommend
that in future procurement processes, an evaluation report be prepared specifically
following the desktop evaluation exercise. This report would document the evaluation
process, status and steps to completion; while also marking the conclusion of the first
stage of evaluation.

Given the amount of tme that has lapsed since the closing date fer tender
submissions, some respandents have net had any formal communication from Eskom
since submitting their tenders. We recommend that in future for procursment processes
that stretch over the stipulated 80 day bid validity period; a generalised progress letter
be sent to all respondents to increase the transparency of the process. Such a latter
should communicate the progress of the evaluation process and give an indication of
the likely finalisaticn dates.

We recommend that PED to put in place effactive contract management processes and
pratocals to manage suppliers in the medium term with a view of preventing future coal
shortages. High on the list of these protocols and pracesses is a standardised contract
to be applied to all MTCS vendors and older contracts must be migrated to the new
standard contract.

Medium Term Coal « Prosurement Reviow
April 2010
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8 Risks

In our review, we have come across a number of risks, which we believe may impact the

integrity of the procurement process

if not mitigated. In order to assist management with the

allocation of resources to address these risks, we have assigned subjective ratings to each
risk. These ratings are for guidance purposes only and management must evaluate them
thoroughly in order to determine the appropriate cause of action.

Description of Risk

A number of MTCS suppliers have commenced
supplying coal on 1 April 2010 without a current
contract.

Potential Impact

| While the vendors are supplying based on a 3 page offer and acceptance
letter, it is not an enforceable contract and does not contain standard legal
clauses associated with Eskom contracts. These “contracts” may not
adequately protect Eskom or the suppliers and have no dispute resolution
stipulations or limitations.

The inclusion of coal supply database vendors in
the MTCS process might compromise the
perceived equity of the procurement process

Unsuccessful tenderers in the MTCS process might feel aggrieved that not
all suppliers who were awarded contacts participated in the RFP process

Two (2) of the vendors awarded contracts have
been evaluated as either not financially sound or
needing to obtain guarantees from their holding
companies as a pre-condition to ther contract
awards.

Vendors who may run into financial distress may not be able to fulfil their
contractual obligations to Eskom.

Table 7 Risks o the MTPPP programme

Medium Term Coal - Procurement Review

April 2010
Strictly Confidential
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9 Probity Findings

The non-financial due diligence results reflected that no direct links existed between the
Eskom directars, EXCO, Board and Board tender committee members and evaluation team
membaers and the MTCS vendor entities. The identifiad indiract links established betwean the
Eskom directors, EXCO, Board and Board tender committee members and evaluation team
members and the MTCS vendeor entities are depicted in the non-financial due diligence report,
refar to 'ESKOM — MTCS Non Financial Dus Diligence Report’.

Medium Term Coal - Procurcment Revicw
April 2010
Strictty Confidential Page 21 of 35



BRAK-280

10 Positive Elements of the Procurement Process

A positive element wentified during the procurement process review was that detailed
evaluation criteria and a scoring toolkit were developed as a guideling, Evaluation workshops
were held with all evaluation teams, enabling the teams to collaborate and transfer knowledge
and skills from senior team members to junior team members.

During tha site visils and contract negotiation stage of tha avaluation, negotiators were paired
up to balence the negotiation teams and to create continuity in the negofiation process, All
negotiations wera minuted, wilth key agreement informatlon summarised into an offer and
accaptance letter which was duly signed by the acting managing director of the division.

Medlum Term Coal - Procurement Review
April 2010
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11 Conclusion
Based on the review we conducted, we believe the tender process was:
- Fair — bidders were treated in an unbiased manner.
¢ Condusion; Bidders were largely treated in an unbiased manner.

Transparent — the procurement process was apen and honest,

o Conclusion: With the exception of some communication processes, the
tender process was mastly open allowing for a broad reach of respondents.

» Lawiul = the procurement process adhered to applicable policies and legistation.

o Conclusion: With tha exception of the findings raised in this report, applicable
policies and legisfation were followed.

. Competilive — bidders were provided an equal opportunity to compete in the selection
Process.

o Conclusion: All bidders were provided an equal opportunity to tender.

. Equitable - all vendors were treated equally and there was no undue bias towards any
ane party

o Conclusion: All parties were treated faily and no bias behaviour was
identified.

. Cost effective = the most cost effective options were explored but within the comrect
scope.

o Caonclusion: The most cost effective options within the correct scope were
evaluated with no bias behavicur [dentified.

In summary, based on the review conducted, we are satisfied that the MTCS RFP
procurement procass has been conducted in a procedurally fair, opan and transparent
manner. The most significant of our findings related to contract management, and is thus not
entirgly in the control of the MTCS team. All tenders were evaluated against the evaluation
criteria published in the RFP. We did not detect any bias either for or against any particular
bidder in the application of the evaluation criferia. Evaluation criteria were applied objectively
based on the RFP.

Medlum Term Coal - Procuremeant Reviow
April 2010
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Appendix A - Chronology of Events

The following table depicts the summary of our understanding of the chronology of events that
have led up to our review.

RFI Process

RFP Process

Approval of Board Mandate for MTCS

11 September 2008

Request of Information (RF1) issued

August 2009

RFI| Closing Date

18 August 2009

53 Responses received

19 August 2009

Scoring of responses (70% technical, 30% commercial).

Responses categorised to further engage respondents

August 2009

Coal source details added to the Eskom Coal Supplier Database

August 2009

[Development of Sourcing Strategy

26 August 2009

Request for Proposal (RFP) Compilation

August to September 2009

Release of RFP

13 September 2009

Evaluation Criteria established and signed-off

22 September 2009

Clarification Session

28 September 2009

Closing date for RFP's

14 October 2008 (10:00am)

Evaluation of responses (Desklop exercise)

October to December 2009

#Approval of Sourcing Strategy

11 November 2009

Site Visits and Contract Negotiations (engoing)

November 2009 to April 2010

Medium Term Coal - Procurement Review
April 2010
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1.1

Appendix B - Proposal Compilation Team

A Van Heerden Coal Supply Manager
_Sagie C_he_dy Commercial
5 Khumalo = Contracts Adwser- | .
| Esther Apph?.yaréi Environmental Management
Shenaaz Maidoo Finance
lan Bird Logistics
M Duma Logistics
Kw_an;a Mthem bu v e n Procurement Pra:ctilioner |
Meisie Sindane Safety Risk Management
_D-a‘nis Hegarty J R (i Strategic Sourcing Bl
WYuyisile Ncubie Strategic Sourcing
. Sunjay Andhee N Technical
Gert Prinslon i Tez_:};cal (Quality)

Medium Term Coal - Procurement Review
April 2010
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1.2

Appendix C - Proposal Vendor Registration

Alrican Exploration Mining & Finance Corperation

Arganex (Ply) Lid ta Argonex Mining

Biue Sands Trading 581 CC

Extone Distributors

Eyesizwe Coal Proprietory Ltd / Exxara Coal
HCI Khuseta Coal

Herbert Agencies {Pty) Lid

Keaton Erergy f Kealon Wining {Fty} Ltd
King Bhekuzuvu projects / Ubunye Plant Hire
Metabica Coal f Namane JV

Muhanga Mines (Pty} Lid

OSHO SA Coal Resources

Phenko Transport CC

Resowce Generation Limited

Samvu worldwide coal JV

Sekoko Coal

Umeebo Mining

Yam-Yam hrvestmerts (Pty) Lid

Yellow Beak Marketing

Medium Term Coal - Pracurement Review

April 2010
Strictty Confidentlal
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11.3

aluation Team

L T

Andre Riekstins Commerchal
Kwanele Mtembu Commercial

Sagie Chetty Commercial
Thabani Mashego Commercial
Vuyisils Neube Commercial

Esther Appleyard Environmental Management
Mirenda Moremedi Environmental Management
Shenaaz Naidoo Fmancial

Simone Billsan Financlal

Gert Prinsloo Quiality

Sunjay Andhee Quality

Meisie Sindane Safety

Mothusi Machubete Technical

Medium Term Coal - Procurament Roview
Aprll 2010
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11.4

Appendix E - RFP Submissions

Fifty-nine (59) vendors responded to the RFP process before the tender closing deadline:

Vendor Source of Coal

African Exploration Mining & Finance Corporation

Wiakfontein

Argonex (Pty) Ltd ta Argonex Mining

Bellesida Civil Works CC

Homelands

No source provided to Eskom by vendor

BEP African Consulting

Black Gold Coal Estates (Pty) Lid

Witbank, Belfast, Standerton

Lusthof 60IT

Blue Nightingale Trading 871 (Pty) Lid

Haasfontein 8515 (PORTION 6)

Blue Sands Trading 561 CC

Hwange Colliery

BMAK Communication & Transport Service

Mo source provided to Eskom by vendor

Collen's Plumbing & Projects CC

Sudor Coal

Continental Coal Ltd on behalf of Ntshovelo

Viakvarkfontein

Diphago Capital (Pty) Ltd

Elansfontein Colliery (Pty) Ltd

No source provided to Eskom by vendor

Elansfontein Colliery (Pty) Ltd Anker Coal

Emlomo Mining (Pty) Ltd

Kalabasfontein (323is) resource complex

Exlone Distributors

Grootegeluk Mine

Expressway Cargo (Pty) Ltd

No source provided to Eskom by vendaor

Eyesizwe Coal Proprietary Ltd / Exxaro Goal

Grootegeluk Mine, New Clydesdale Colliery, North Block
complex, Belfast

Golfview Mining (Pty) Ltd

Guster Malinga / Valentina Trading Enterprise

Golfview Mining

No source provided to Eskom by vendor

HCI Khusela Coal

Herbert Agencies (Pty) Ltd

Horizon Minerals & Energy

Palesa Mine

Vischkuil 274IR (PTN 18&20)

No source provided to Eskom by vendor

Ingecambu Investment (Pty) Ltd / Thutsi Colliery

Kangra Coal

Uitgevallen 13417 (Adjacent to Golfview mine)

Maguasa West

Keaton Energy / Keaton Mining (Pty) Ltd

King Bhekuzulu projects / Ubunye Plant Hire

Vanggatfontein

No source provided to Eskom by vendor

Kuka Mining Logistics

No source provided to Eskom by vendor

Medium Term Coal - Procurer;"bent Review

April 2010
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Vendor Source of Coal

Liketh Investments (Pty) Ltd

Rietkuil 249IR ptn 1&2

MAH Logistics

Vereeniging Coal Company

Mashala Resources (Pty) Lid

Mesa Trading Enterprise

De Witterkrans

No source provided to Eskom by vendor

Metabica Coal / Namane JV/

Geodgemeend 519 IR

Metago / Keaton Energy

No source provided to Eskom by vendor

MM African Technology

Morupule Colliery, Waterplus

Morupule Colliery Limited

Morupule Colliery

Motswasele Group (Ply) Ltd

Merupule Colliery

Muhanga Mines (Pty) Ltd

Langkloof

Murray Roberts

No source provided to Eskem by vendor

Optimum Colliery

Optimum Colliery

OSHO SA Coal Resources

Various Mines

Phenko Transport CC

No source provided to Eskom by vendor

Re ya kgona developrment & projects

Middleburg and Kendal mines (In Negotiations)

Resource Generation Limited

Waterberg (Koert Louw Zyn Pan) Ledjadja Coal (Witkopje,
Draii Om, Kalkpan, Kruispaad, Zeekoevley, Kruishout and
Vischpan)

SAF Coal (Pty) Ltd

(Botswana)

Samvu worldwide coal JV

Imbani Coal

Sehoko Coal

| Silver Unicorn Trading 33 (Pty) Ltd

Waterberg Smitspan 306 LQ

Van Oudshoormstroom 216 |T (Portions 2023,32,33,51),

Secured coal from ancther coal mine

Siyanda Coal (Pty) Ltd tfa Koornfontein Mines

Koornfontain Mine

Sizisa Trading (Pty} Ltd

South African Coal Mine Operations

Elandslaagte Dump, Elands Colliery — Underground

Umlabu Colliery

Sudor Coal (Pty) Ltd

Weltevreden Colliery

Tanaka Projects

Breslau 2MS, Goedgenoegd 7MS and Orion 5681 MS -
Limpopo Coal Field

Temo Coal Mine (Pty) Ltd

Veroren Valey 246LQ, Dulkerpan 249L0 and Kleinberg
2521L.Q

Tutuka Transport Holding (Pty) Lid

Mo source provided to Eskom by vendor

Umbono Capital Partners

Grootehoek and Eendracht

.ﬁeﬂ_iua't-'.l'elil Coal - Procurement Review
April 2010
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Vendor

Umeebo Mining

Source of Coal

Wonderfontein, TNC, Springboklaagte, Leslie, Jicama, |
Hendrina, Belfast, Middelkraal, Klippan, Kleinfontein

Umnyama Africa Mining Group

Universal Coal Development (Pty) Ltd

Uthingo Mndeni Projects

Elandsfontein 309JS 9 (Zonneblom)

Wolvenfontein

Marupule Colliery

Yam-Yam Investments (Pty) Ltd

Endulwini Resources

Yellow Beak Marketing

Vandu, Uithoek, Burnside

Medium Term Coal - Procurement Review

April 2010
Strictly Confidential
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Appendix F - Non-compliant bids

Vendor Commercial Technical
(55% (45%
Bellesida Civil Works CC 0% 0%
BEP African Consulting 21% 8%
I Blue Sands Trading 561 CC B% 349% .
BMAK Communication & Transport Service 0% 0%
Collen's P!umt-)ing & Projects CC 7% %
Continental Coal Ltd on behalf of Ntshovelo 6% 32%
[;phagm Capital (Pty) Ltd 0% _ 0%
Elansfontein Colliery (Pty) Ltr;i - - 21% 9%
Exlone Distributors 10% - 32%
|_Ew:prasam.lag‘r Cargo (Pty) Ltd e 16% 29%
Golfview Mining (Pty) Ltd 21% 19%
Guster Malinga / Valentina Trading Enterprls; 8% 0% |
. Haornzon Minerals & Energy ) ) 6% 0% |
King Bhekuzulu projects / Ubunye Plant Hire B% 4%
Kuka Mining Logistics Bl E - 0"; 3 ‘ 0% —)
MAH Logistics 6% 9%
Mashala Resources (Pty) Ltd 0% . 22%
Metabica Coal / Nam;e- Jv 16% T 28%
Metago | Keaton Energy 0% 0%
i Murray RDb.eﬂS e B F - 0% o 0%
| Phenko Transport CC i : 0% 0% - »
‘ Re ya kgona deverop;L & ;r;ects e ESI o ) P — ;%
‘ SAF Coal (Pty) Ltd 0% I - 30%
_Siyanda Coal (Pty) Ltd t/a Ko_c:;c)mem Mines 2% = 24%
_Tana;a Projects - 6% . 31%
| Temo Coal Mine (Pty) Ltd = F [ - 168% ] ‘_ 0%
Umnyama Africa Mining Group 27% ‘ ;ﬁs N

Medium Term Coal - Procurement Review
April 2010
Strictly Confidential Page 31 of 35
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Vendor Commercial Technical

(55%) (45%)

Uthinga Mndeni Projects

Medium Term Coal - Procurement Review -
April 2010

Strictly Confidential Page 32 of 35



Appendix G - Evaluation Results

The following vendors' bids were evaluated to have scored a total of 50% or greater, and
were recommended for proceeding to the site visits and negotiation stage of the evaluation

process:

African Exploration Mining & Finance Corporation
Argonex (Ply) Lid ta Argonex Mining

Biack Gold Coal Estates (Pty} Ltd

Blue Nightingale Trading 871 {Pty) Ltd
Emlioma Mining (Pty) Lid

Eyesizwe Coal Proprietary Ltd f Exxaro Coal
HCI Khusela Coal

Herbert Agencies {Piy) Lid

Ingcambu Investment {Pty) Ltd / Thutsi Coltiery
Kangra Ceal

Keaton Energy f Keaston Mining {Pty) Ltd
Liketh Invesiments {Pty) Lid

Masa Trading Enterprise

MM African Techrology

Morupule Colliery Limited

Motgwasele Group {Pty) Lid

Muhanga Mines {Pty) Lid

Optimum Colliery

QSHO SA Coal Resources

Resource Generation Limited

Samvu worldwide coal JVY

Sekoka Coal

Silver Unlcorn Trading 33 {Pty) Lid

Sizisa Trading (Pty) Lid

South African Coal Mine Operations

Sudor Caal (Piy) Lid

Tutuka Transper Holding (Pty) Ltd

Umbona Capital Partrers

Umcebo Mining

Madlum Term Coal - Procuremant Review
April 2010
Strietly Confidentlal

Paga 33 of 35
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Universal Coal Development {Piy) Lid
Yam-Yam Investments {Pty) Ltd

Ye!low Beak Warkeling

Medlum Term Coal - Procuremnent Review
Apdl 2010
Strictly Confidential Page 34 of 35
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Appendix H - Successfully concluded negotiations with vendors:

Average Contract
Price Start Date

Contract End

8 Comment [E9]: Because of the
sensitivity of this info, | suggest you

Vendor Source Tonnage

Argonex  (Pty) Lid va l remove this column.
Arganex Mining Homelands 26,21 Mt - 1 Jul 2010 31 Mar 201w
Exxaro Coal Pty (Ltd) Lesuwpan 20.98 Mt 1.Jan 2010 31 Mar 2018
Exxaro Coal Pty (Ltd) ol Y T 1 April 2010 31 Mar 2018
Exxarc Coal Pty (Ltd) Grootgeluk 1Mt 1Jan 2010 31 Dec 2010
HCI Khusela Coal (Pty) Ltd Palesa 15.84 Mt 1 April 2010 31 Mar 2018
Ingcambu Investments . | i .
| (PTY) LTD Thutsi Colliery 80 Mt 1 April 2010 31 Mar 2018
|‘_ [
Keaton Energy / HKeaton " . |
Mining (Pty) Ltd Vangaatfontein 17TM 1 April 2011 31 Mar 2018
Liketh Investments (Pty) Ltd KK Pit 5 West 28.8 Mt . 1 April 2010 31 Mar 2018
Liketh Investments (Pty) Ltd KK Roof 288 Mt . 1 April 2010 31 Mar 2018
Halfgewonen / 3
Sudor Coal (Pty) Ltd Elandstorti 5.07 Mt 1 April 2010 31 Mar 2012
Umeebo Mining (Pty) Ltd Middelkraal Colliery 24 Mt 1 April 2010 31 Mar 2015
Yellow Beak Minerals CC Khanyisa l 3.76 Mt 1 April 2010 28 Feb 2014

Medium Term Coal - Procurement Eeviéw
April 2010
Strictly Confidential Page 35 of 35
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RESULTS OF THE AUDIT OF THE PROCESS | Unique Identifier | 240-59385559
FOLLOWED TO PROCURE COAL UNDER | Revision Rev. 0
@ € SI(OTTI THE MEDIUM TERM MANDATE FROM —

SUPPLIERS AS PER THE LETTER Revision Date | Nov-2015
REFERENCE 724540 Group Tachnology & Commercial

Senior General Manager: Primary Energy

Eskom SOC Holdings Limited

Megawatt Park

No 1 Maxwell Diive

Sunninghill

23 Jonuary 2014

Dear Mr Mboweni

REPORT ON THE RESULTS OF THE AUDIT OF THE PROCESS FOLLOWED TC PROCURE COAL UNDER
THE MEDIUM TERM MANDATE FROM SUPPLIERS AS PER THE LETTER REFERENCE 724540

In accordance with the terms of our engagement letter, dated 29 October 2015, we have
performed the audit of the process pursued in relation to the above mentioned
fransaction under consideration.

We value the opportunity to work with you and sincerely appreciate the cooperafion and
assistance provided to us during the course of the review,

We would be pleased 1o further discuss any aspect of the content of this report with you
or other members of management at your convenience. if you have any questions, please
contact Kevin Naidoo on (011] 802 4155 or knaidoo@sekelaxahiso.co.za.

Yours faithfully,

LD Naidoo
Direclor
SekelaXabiso (Ply) Lid

240-59385559 Review Results CONFIDENTIAL TE — Group Technology & Commercta)
Effective November 2012 Page 2 of 24
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RESULTS OF THE AUDIT OF THE PROCESS | Unique Identifier | 240-59385559
FOLLOWED TO PROCURE COAL UNDER | Revision Rav. 0
@ €skom THE MEDIUM TERM MANDATE FROM .
SUPPLIERS AS PER THE LETTER Revision Date __ | Nov-2015
REFERENCE 724540 Group Technology & Commercial
INDEX
Contents

1. TRANSACTION UNDER REVIEW 5

2. BRIEF FROM ASSURANCE & FORENSIC 5

3. SCOPE OF THE REVIEW 5

4, SCOPE EXCLUSIONS )

5. SOURCES OF INFCRMATION 4

b. CONDITIONS EXPERIENCED DURING THE AUDIT [

7. MANAGEMENT COMMENTS 7

8. DETAILED AUDIT FINDINGS 8

9. WAY FORWARD 19

10. RESULTS OF OUR REVIEW 19

11, ANNEXURE A: ASPECTS RESOLVED BY MANAGEMENT 22

12, ANMNEXURE B: HIGH LEVEL GAPS BETWEEN ESKOM PROCEDURE 22

32-1034 AND PED PROCESS
13. ANMEXURE C ~ EVALUATION RESULTS 23
14. ANNEXURE D: RATING CLASSIFICATIONS 24
240-50385559 Review Results CONFIDENTIAL TE - Group Technology & Commaercial

Effective November 2012
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RESULTS OF THE AUDIT OF THE PROCESS | Unique Identifier | 240-59385559

FOLLOWED TO PROCURE COAL UNDER | Revision Rev. 0

THE MEDIUM TERM MANDATE FROM
@ ESkom SUPPLIERS AS PER THE LETTER Ravision Date Nov-2015

REFERENCE 724540 Group Technology & Commercial

Reshictions and limilations

This report is stictly private and confidential, and is intended solely far the information and use of the Boord,
Eskom's Monagement and its Intermal Audit Funclion, This report may nat be disclosed to any fhird parties
withoul our prior wiitten consent. 3kX therefore assumes no responsibility to any uset of the report other than
Eskom SOC Limited, Any other persons who choose to rely on our report do so entirely ot their own risk. It
remains the responsibility of Eskom's Management 1o ensure adherence to geod comporate governance
practices, to assess potential sisks within their operctions and o Implement an appropriale system of inlernal
control to address such risks. Fudhermore, it is the responsibily of Eskom's monagement o ensure that there
is an eftective control system in ploce to prevent, detect and correct fraudulent activities within the
organisalion.

By relying or using this repon, the third parties agree to indemnify and hold harmiess $kX ond its personnel
from any cloim by any other third party to the exlent that such ¢laim arises as a result of SkX permitling access
ta its report in connection with this review,

The report is based on documentailon, nformation and explanations supplied to us, and from discussions
with monagement and personnel of Eskom. We have relied wpon the documentation, informclion and
explanations made avaoilable 1o us in good faith 1o conclude on the informalion included 1here-|n albeil that
we deftermine such to be reasonaoble in the circumstances in which such was received.

240-59385559 Review Results CONFIRENTIAL TE - Group Technology 8 Commercial

Effective November 2012

Fage 4 of 24
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RESULTS OF THE AUDIT OF THE PROCESS | Unique ldentifier | 240-59385559
FOLLOWED TO PROCURE COAL UNDER | Ravition Rev. 0

@ ESkom THE MEDIUM TERM MANDATE FROM e vioion Dot N ov2015
SUPFLIERS AS PER THE LETTER §
REFERENCE 724540 Group Technology & Commercial

1. TRANSACTION UNDER REVIEW

The table below depicts the key Eskom milestones for the project:

No Milestones Date of completion
1. | Mandate to consider modification/new confracts 16 April 2014

2. | Evaluation completed 23 October 2015

3. | EXCOPS Meeting Date 18 November 2015

The Primary Energy Division {PED) has an existing mandate to procure coal for the “life of
mine". PED has been negefiating with various suppliers, some cument and some naw, for
the supply of coal for the various Eskom power stations.

. There are cumrently 3 confracts that are being considered for extension/modification
whilst 11 are new confracts. Hence PED requires a review of the procurement process
that was followed for the modification of existing contracts, and new contracts.

2. BRIEF FROM ASSURANCE AND FORENSIC

We were reguesied o provide an indspendent opinion on whether the PED
procurement processes that were followed in relation to this iransaction were:

Fair;

Transparent;

Unbiased towards a predetermined ocutcome;

Compefitive;

Cost effective;

Compliant with relevant internal policies and external legislation/reguilations; and
Free of conflicts of interest,

. @ ® @ b 4 B

. 3. SCOPE OF THE REVIEW
The scope of this assurance review encompassed the following processes:

¢ Phase 1: Planning
o Discussion with Eskom cfficials to clarify and understand the PED process that was
followed in the appeoinfment of codal suppliers {both old and new);
o Request of relevant source documentation for the following key aspects, amongst
others:
- Eskom procurement documentation for the appeintment of coal suppliers:
» Legislafive documents:
»  Tender returnables;
=  Coaql qualily requirements;
s Valid water licenses and other relevant legislative requiremenits;
= Regular coal quality evaluation reports for suppliers with expired confracts;
»  Quality verification reports for new suppliers; and

240.59385559 Review Results CONFIDENTIAL TE = Group Technology & Commercial
Effective November 2012 Page 5 of 24
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RESULTS OF THE AUDIT OF THE PROCESS | Unique [dentifier | 240-593

85559

FOLLOWED TO PROCURE COAL UNDER | Revision Rev. 0

THE MEDIUM TERM MANDATE FROM
@ ESI(Om SUPPLIERS AS PER THE LETTER Revision Date Nov-2015

REFERENCE 724540 Group Technology & Commerclal

L]

*  Procedures for coal pricing.

Phase 2: Execution - review of source documents in the supplier files against PED’s
procurement process,

Qur audit is performed with due care and skill and in accordance with the International
Standards for the Professional Practice of Infernal Auditing that are issued by the Institute
of Infernal Auditors (lIA).

4.

SCOPE EXCLUSIONS

The scope of our review excluded the following:

Eh

Review of submission fo Excops,

Quuality testing of coal;

Performance of probity checks;

Audit of evaluation results;

Completeness and/or validity of source documents;

Adequacy of PED’s process;

Conducting froud or forensic mveshgchons info any suspecied iregularity; and
Any management decisions.

SOURCES OF INFORMATION

We highlight that our findings are based on information provided o us by Eskom
management/employees during the course cf the review;

Eskom {PED) policies were refered 10 for the purposes of gauging the compliance
levels of the commercial processes undertaken in relalion 1o the fransaction under
review.

CONDITMIONS EXPERIENCED DURING THE AUDIT

At the commencement of the audit (28 October 2015), relevant supplier files, with
comresponding source documents, were not readily available for the audit. All
supplier files were subsequently submitted, by é November 2015, but most of them
did not contain all relevant source documents;

The deadline to submit oulstanding source documents was subsequently extended
to 12 November 2015. Documents which were submitted by the revised deadiine
were reviewed and the report was updated accoerdingly;

The scope of work was also amended fo reflect that the primary reference point is
the PED procurement process and no longer Eskom's 32 - 1034 policy and procedure
as inifially planned.

240-59385559 Review Results CONFIDENTIAL TE ~ Group Technology &
Effective November 2012

Commercial
Page 6 of 24
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RESULTS OF THE AUDIT OF THE PROCESS | Unique Identifier | 240-59385559
FOLLOWED TO PROCURE COAL UNDER | revision Rev. 0
E | THE MEDIUM TERM MANDATE FROM —
SKOM | suppurs As PER THE LETTER Revision Date | Nov-2015
REFERENCE 724540 Group Technology & Commercial

s Subseqguent to the second deadline that was set of 12 November 2015, PED went on
to gather more information which was submitted for our review on 15 December
2015, This report was subsequently updated with the results of our review of the latest
information.

7. MANAGEMENT COMMENTS

PED's Commercial management have noted the audit findings and have been actively
engaged with Internal Audit to clearly define comresponding management actions,
responsible persons as well as larget dates o address the ideniified shorfcomings.
Manogement has committed to implement Internal Audit's recommendaticons, for
example

e Consider alignment with and/or implementation of Eskom's procurement policy 32-
1034;
Improvefentrench document management; _
Review the concept of *intellectual property” as menticned by suppliers who have
not submitted mandatory documents and the potential impact on the manner in
which Eskom confracts with them or not;

+ Ensure that all relevant source documents are timeously received from suppliers to
enable proper and complete evaluations;

* Include existing suppliers as part of the comprehensive evaluation process; and

e Revisit decision to modily/renew existing contfracts and/or appcintment of new
suppliers, where necessary,

240-59385559 Review Results CONFIDENTIAL TE = Group Technology & Commercial
Effective November 2012 Page 7 of 24
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RESULTS OF THE AUDIT OF THE PROCESS | Unique Identifler | 240-59385559
FOLLOWED TO PROCURE COAL UNDER | Revision Rev. 0

@ €SI ©om THE MEDIUM TERM MANDATE FROM ———— -
SUPPLIERS AS PER THE LETTER
REFERENCE 724540 Group Technology & Commercial

8. DETAILED AUDIT FINDINGS

8.1 NON SUBMISSION OF MANDATORY DOCUMENTS

PED’s Potential Coal Supplier Evaluation and Registration Process (Short/ Medium Term) -
stage 2 - pre-qualification and evaluations document states that:

» If not successful, a supplier is advised and may resubmit after satisfying the
requirement.
¢ If evaluation is successful, proceed to negotiations and contracting stage.

Observation
Qur discussion with PED management and our review of supglier files revealed that not

all mandatory documents as prescribed by PED's pre-qualification checklist was
submitted by suppliers, as indicated in the fable of documents below:

240-59385553 Review Results CONFIDENTIAL TE - Group Technology & Commercial
Effective November 2012 Page 8 of 24
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Unique Identifier 240-59385559

RESULTS OF THE AUDIT OF THE PROCESS FOLLOWED TO PROCURE COAL
UNDER THE MEDIUM TERM MANDATE FROM SUPPLIERS AS PER THE LETTER

@ Gskom REFERENCE 724540 Revision Date Nov-2015
Group Technology & Commercial

Revision Rev. 0

Supplier Documentation Checklist

Mining
Resources
HCI - Imbali
Lurco Mining
vDD
Lurco Coal
lyanga Coal
Wescoal
Umsimbiti
Kusile Mining

Koornfontein
Nishovelo
Universal Coal

o
c

S
¥
o=
(7]
=

Commercial and Financial Documents

Valid original Tax Clearance Certificate issued by SARS v v v Vi v v i v v v
Valia B-BBEE verification/rating certificate v . v v v 4 v v v
Cerfificate of Compliance with Employment Equity Act 7 v y v 3 P P 4 7 7 P 7 P p
[If > 50 employees)

Shareholding and Directors v v v v v v v v v v v v
Financicl evaluation report | D v v v v 4 v ©) v v v v
Supplier Development and Localisation

Supplier Development and Localisation Initiatives l of ‘ @ —I v I v I v I i | il | v | v I @ l v | v v v

Environmental and Legal Documents

» ’ ’ , | ’
Water Use License/Permits (IWULA) .4 v v v W v v L v v v | * v v
Jof e e N |
rmhonlal Ermro.wme.tal Management Act 28 (NEMA) = 7 / v L/ s P 7 @ F v > 7
gutherisations
Environmental due diligence report ' @ v v v v v v v ©) v | # v v
Technical Documents
Resource Statement as well as Competent Persons e o v v v & Jr 3 o D ¥, v y >
report
Borehole Information v @ v v X Y ¥ ' v @ v : v ¥ ¥
Qualities information p A @ v v v v v v v @ v v v 4
Geolegical Medel v @ v ¥ X 4 ¥ v ® A v
Proposed Coal Specifications ¥ @ i v v v @ v | v v
—— , o T T T o i ,

240-59385559 Results Review CONFIDENTIAL TE — Group Technology & Commercial

| Effective November 2012 Page 9 of 24
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_ ' Unique Identifier | 240-59385559
RESULTS OF THE AUDIT OF THE PROCESS FOLLOWED TO PROCURE COAL |~ e |
| UNDER THE MEDIUM TERM MANDATE FROM SUPPLIERS AS PER THE LETTER | “eV'SIon HE s _

‘ @ €Eskom ‘ REFERENCE 724540 Revision Date Nov-2015 |
|

Group Technology & Commercial ‘

(= e - o 1 — o o
- . s & g e o = = = o =
¥ Ew 920 o g & R O g8 O 8
. 3 — ) —— =~ O
Supplier Documentation Checklist - -g SE 3 g = 'E o S Y g a ﬁ
> ©0< £2§ DO 5 'L .- =) El @ =
5 © Z =0 R 3 o = -z 3
2 = r I = & =
Coaql testing/Combustion report v @ uif v v A L v 9 e
Technical evaluation report ¥ | 0] v v v v v @ v @ v | # v v
Health and Safety Requirements
T . =
Safely Health and Environment Policy v | o v 7 v v g | # | v | v ¥l 2
A copy of the legal appointments and related '
gualifications where applicable Record of Legal ¥ @ v v W W/ v v @ v v v
Appointments
i 5 | = { Environment [SH Ris | :
Baseline Safety Health and Environment (SHE) Risk ‘ P ‘ @ 7 7 X # s 7 @ v P & >
Assessment | |
| Safety Health and Environment (SHE) Scoresheet | i D Y - v v v v v @ v v v v
Notes:

Koornfontein is a modification for quantity and price, whilst Suder is a medification for term only. No technical, financial and SHE
evaluations were performed for Koornfontein as reliance was placed on existing contract obligations. For Sudor, Safety, Health
and Environment (SHE) and technical evaluations were not done as reliance was placed on existing contract obligations.

(<]

Lurco Coal has submitted email correspondence to Eskom to indicate that they are no longer pursuing this opportunity under
“Lurco Coal”.

@ NI -new mine and hence source documents not available until confract award.

X = mandatory documents not submitted (IP).

240-59385559 Results Review CONFIDENTIAL TE — Group Technology & Commercial

Effective November 2012 Page 10 of 24
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RESULTS OF THE AUDIT OF THE . .
PROCESS FOLLOWED TO Unique ldentifier 240-59385559
PROCURE COAL UNDER THE Revision Rav. 0
@ € SkOM | [Heoium 1ERM MANDATE
EROM SUPPLIERS AS PER THE Revision Date Nov-2015

LETTER REFERENCE 724540 Group Technology & Commercial

Impact

s  Consideration of bids that do not pass the mandatory evaluation criteria will

compromise the enfire procurement process which may result in imregular contract
award;

Potential for fraud;

Imregular expendiiure;

Financial losses due fo litigation; and

Lack of audit trail to substantiate contract award.

Rooi Cause

« [nadequate document management processes.

s Lack of alignment by PED with Eskom procurement policy.

s PED's criteria is not adequately crafted and finalised as there is no distinction
between mandatory and oplioncl documentation for evaluation and contracting.

Recommendation
Managemeni shovld:

»  Clanfy what documents are mandatory for evaluating and contract award;

¢ Updaie the procurement process accordingly;

= |ncreose document management condrols;

e Investigote the reason(s) why the supplier files are incomplete;

* Institute corresponding rectification action to ensure that all files are complete;

e Consider the impact on the procurement process: and

e Review the recommendation as to whether the supplier's contract should be
modified or renewed,

Management commenis

The supplier checklist will be reviewed to address the difference between documents
that are mandatory for evaluation versus mandatory for contract award. This will be
done in line with the above recommendations.

Responsible Person

Mudzielwana Marageni / Ayanda Nieta

Date: 31 March 2014

240-59385555 Review Results CONFIDENTIAL TE = Group Technology & Commercial
Effective November 2012 Page 11 of 24
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RESULTS OF THE AUDIT OF THE .
PROCESS FOLLOWED 1O Unique Identifier 240-59385559
PROCURE COAL UNDER THE Revision Rav. 0

@ ESI(Om MEDIUM TERM MANDATE
FROM SUPPLIERS AS PER THE | Revision Date Nov-2015
LETTER REFERENCE 724540 Group Technology & Commercial

8.2 1LACK OF A FORMALLY APPROVED WRITTEN QPERATING PROCEDURES FOR COAL
PRICE EVALUATION AND NEGOTIATIONS

Criteria / Standard

In order to ensure an effeclive and efficient internal conirel system, standard operating
procedures should be developed, implemented and communicated to all people
involved in price evaluation and negofiations.

Observalion

There is cumently no formally approved written operafing procedure for coaql price
evoluation and negofiations at PED.

Qur review of the supplier prices revealed that the informal processes used to review the
prices were inconsistently applied by various negofiators within the PED division, as
indicated below:

e The use of different cost models [Eskom vs supplier's model);

» Independent calculations were not consistently done for all suppliers; and

* Inconsistent documentotion of price determination and negotiations,

Impact

Possible emors and inconsistencies on coal price evaluation and negotiations amongst
the contracts.

Root Cause

PED ufilises its own processes and not Eskom's existing procurement policy and procedure
32-1034 as well as the PCM,

Recommendation

Management should implement Eskom’s existing procurement policy and procedure 32-
1034, In addition PED may also consider compiling relevant flow charis of the processes
in line with its functions, where opplicable.

Management comments

The recommendations indicated above are cumently in process and wil be
implemented,

Responsible Person

Ayanda Nieta

240-59385559 Review Results CONFIDENTIAL TE - Group Technology &

Commercial

Effective November 2012 Page 12 of 24
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RESULTS OF THE AUDIT OF TRE

PROCESS FOLLOWED TO

PROCURE COAL UNDER THE
@ GSl(Om MEDIUM TERM MANDATE

FROM SUPPLIERS AS PER THE

Unigure Identifier 240-59385559
Revision Rev. 0
Revision Date Nov-2015

LETTER REFERENCE 724540 Group Technology & Commercial
Date: 31 March 2014
240-59385559 Review Results CONFIDENTIAL TE — Group Technology & Commercial
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RESULTS OF THE AUDIT OF THE
PROCESS FOLLOWED TO Unicgque ldentifier 240-59385559
PROCURE COAL UNDER THE Revision Rev. 0
@ €S|(Om MEDIUM TERM MANDATE
FROM SUPPLIERS AS PER THE Revision Date Nov-2015

LETTER REFERENCE 724540 Group Technology & Commercial

8.3 FINAL EXCEL SPREADSHEETS (MODELS) USED FOR COST ACCUMULATION AND
PRICE DETERMINATION ARE NOT PASSWORD PROTECTED

Criteria / Standard

In order to ensure that the excel spreadsheets are protected against unauthorised and
accidental changes, passwords and cell protection should be used to lock the
spreadsheets.

Observation

we noted that none of the excel spreadsheels/models used for the final price

determination and negotiations are possword protected, nor do they contain cell

protection.

Impact

o Unauthorised changes made to the pricing model,

s |ncorrect decisions on pricing.

+ Loss of critical information or incorrect information kept.

Roct Cause

Lack of formalised processes within PED.

Recommendation

Management should reﬁew the pricing model tor

s implement cell protection on all formulas and informafion that should not be
changed - {only input cells should be unprotected);

¢ implement password proteclion;

+ delermine if unauthorised changes have been made to current prices and the
potential impact on the procurement process; and

¢ determine whether the recommendation fo modify or renew the supplier's contract
is impacted or not.

Management commenis

The recommendations as indicated acbove will be implemented.

Responsible Person

Mudzielwana Marageni / Ayanda Ntela

Date: February 2016

240-59385559 Review Results CONFIDENTIAL TE — Group Technology & Commercial
Effactive November 2012 Page 14 of 24
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8.4 INADEQUATE DOCUMENT MANAGEMENT PROCESSES
Criteria / Standard
Section 55 of the PFMA requires that: "The accounting officer for the public entities —

(a} must keep full and proper records of the financial affairs of the department, trading
enlity or constitutional instifution In accordance with any prescribed norms and
standards”, :

Observation
During the course of the audit we noted the following:

o Al the commencement of the audit, supplier files were inccmplete as most
supporting documents were not on file and hence could not be timecusly submited
for auditing purposes. Despite the deadline to submit source documents to Internal
Audit being extended from the 5% November 2015 to 12th November 20135, not all
source documents could be presented for auditing purposes until 15 December
2015.

e There is no centralised filing system at PED o securely safeguard documentation.
Same documents were kept on Eskorn employees’ laptops/computers whilst others
were kepl in the supplier files; and :

« Internal Audit was unable to open some source documents as they required specific
software {Eskom was able fo provide hard copies later in the process).

impact

e Consideration of bids that do not pass the mandatory evaluation criteric will
compromise the entire procurement process which may result in incorrect confract
awards.

s Potenfial for fraud.

s Lack of audit trail o substantiate contract award.

Root Couse

¢ Lack of centralised filing system.
PED utilises ifs own informal processes and not Eskom's procurement policy.

Recommendation

Management sheuld implement a centralised document management system.

240-59385559 Review Resulls CONFIDENTIAL - TE — Group Technology & Commercial
Effective November 2012 Page 15 of 24
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Management commenis

The document management process is currently being improved and implementead.

Responsible Person
Ayanda Nieta

Date: 31 March 2014

240-59385559 Review Results CONFIDENTIAL
Effective November 2012

TE = Group Technology & Commercial

Page 16 of 24



BRAK-311

RESULTS OF THE AUDIT OF THE

PROCESS FOLLOWED TO Unique Identifier 240-59385559
@ €skom MEDIUM TERM MANDATE

FROM SUPPLIERS AS PER THE | Revision Date Nov-2015

LETTER REFERENCE 724540 Group Technology & Commercial

8.5 EVALUATIONS NOT DONE FOR SUPPLIER CONTRACTS UNDER MODIFICATION
Crileria / Standard

From a best practise perspective, all contracts, including existing contracts that are
considered for modification [lerm, price and quanlity), shouid be subject to a
comprehensive and consistent evaluation process.

Observation

During the course of the audit we noted that partlal evaluations were performed for the
following mines whose confracts were under consideration for modification:

o Koomnfontein;
e Exx0ro; and
e Sudor.

Impact

o Suppliers may not comply with Eskom's current evaluation criteria which may
disqualify them from supplying product to Eskom.

¢ Possible bias towards certain suppliers.

e Emerging tisks for the existing suppliers can goe unnoticed and unattended fo.

Root Cause

There is no explicil expeciation at PED to subject existing suppliers to a comprehensive
and consistent evaluation process. This is also a consequence of not applying Eskom's
32 -1034 policy and procedure.

Recommendation

Management should consider subjecting all suppliers o a consistent and comprehensive
evalualion process to assess their suitability to supply products and services to Eskom at
current condifions.

Management comments

Going forward all modifications for the existing supply will be subject to the evaluation
process as stipulated in the new shortfall coal strategy that is 1o be presented at Board
Tender Commitiee in February 2014.

Responsible Person

Ayanda Nteta

240-59385559 Review Results CONFIDENTIAL TE — Group Technology &

Commercial

Effective November 2012 Page 17 of 24
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9. WAY FORWARD

Management should consider:

Implementing Eskom policy and procedure 32-1034;
Updating flow charts for resulting processes for PED, where dpplicable;
Whether to confract with suppliers who are unwiling to submit mandatory

documents in compliance with Eskom's palicies;

10. RESULTS OF OUR REVIEW

Subjecting existing suppliers to a comprehensive and consistent evaluation process;
Implementing a sound, centralised document management system;

Complete probity verification on relevant Eskom and supplier officials; and
Reviewing the decision to confract or not based on the above.

Based on the review conducted to date, our conclusions per coal supplier are as follows:

Name of bidder Description of contract

Lurco Mining | New supply and delivery
vDD agreement  for  the
supply of coal to Komati

Power Station
2 | Umsimbiti New supply and delivery

agreement  for  the
supply of coal to
Camden and Amof

Power Stations

3 | Wescoal [Pty) Ltd | New supply and delivery
agreement  for  the
supply of coal to various

Eskom power stations

4 | Sudor (Pty) Ltd Modification of supply
and delivery agreement
for the supply of coal to
various Eskom power

stations

Availability of
documents

Financial
and SHE evaluations
not done as Eskom
places reliance on the

Technical,

existing. contract
being modified.

Eskom Evaluation
Results

Financial viability ta
be tested on
contract award

Financial viability to
be tested on
contract award

Partial evaluation
‘done as this was a
modification of an

existing confract

5 | Koornfontein
Mines (Pty) Ltd

Modification of supply
and off-take agreement
for the supply of coal to
Komati Power Station

Technical,  Financial
and SHE evaluations
not done as Eskom
places reliance on the
existing contract
being modified.

Partial evaluation

done as this was a

modification of an
existing contract

240-59385559 Review Results
Effective Novermber 2012

CONFIDENTIAL

TE — Group Technology & Commercial
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Name of bidder

6 | Silver Lakes
Trading (Pty) Lid

Eskom Evaluation
Results

Availability of
documents

Description of contract

New supply and delivery
agreement  for  the
supply of coal to various
Eskom power stations

Financial viability to
be tested on
contract award

7 || HOI Imbali
Colliery (Pty) Lid

New supply and delivery
agreement for the
supply of coal fo Matla
Power Station

Financial viability to
be tested on
‘contract award

8 | Universal Coal

(Pty) Ltd

New supply and delivery
agreement for coal from
the New Clydesdale
Complex {o various
Eskom power stations

Financial viability to
b@‘ t@s*ed on
contfract award

9 | Welgemeend
Colliery (Pty) Ltd

New supply and delivery Financial viability to
agreement for the be tested on
supply of coal to various contract award

Eskom power stations

10 | Nishovelo Mining | New supply and delivery Financial viability to
Resources (Pty) | agreement for the be tested on
Ltd supply of coal to Majuba contract award
Power Station

11 | Lurco Coal New supply and delivery Lurco Coal has submitted email
agreement for the correspondence to Eskom to indicate that
supply of coal to Matla | they are no longer pursuing this opportunity
Power Station under "Lurco Coal™.

12 | lyanga Coal New supply and delivery Financial viability fo
agreement  for  the be tested on
supply of coal to Matla contract award
and Tutuka Power
Stations

13 | Kusile Mining New supply and delivery Financial viability to
agreement for  the be tested on

supply of codl to Kriel
Power Station

contract award

14 | Exxaro

SHE
incomplete as supplier

Modification of supply
and delivery agreement

evaluation is | Financial viability to

be tested on

for the supply of coal to | did not submit contract award
Majuba Power Station mandatory
| documents (IP
related].
Technical evaluation

was done on supplier
site as supplier did not

submit mandatory
documents (IP
related).

240-59385559 Review Results

Effective November 2012

CONFIDENTIAL

TE — Group Technology & Commercial
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MrDDNaldoo
Director: SekelaXabiso

Mr I Bhowani
Senior Manager: Assurance & Forensic

Mr Mboweni
Senior General Manager: Primary Energy

Date: 23 January 2016

Date:

Date:

240-59385559 Review Results CONFIDENTIAL
Effective November 2012
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11. ANNEXURE A: ASPECTS RESOLVED BY MANAGEMENT

1 PED engaged several bidders in | By 15 December 2015, PED had gathered the
negotiations despite the fact that | necessary documentation which was availed tor
they did not submit mandatory | audit purposes.
documents as prescribed by PED's
pre-qudlification checklist.

2. Incomplete supplier evaluations Evaluations were completed by 15 December

2015,
3: Inconclusive evaluation reports Evaluations were concluded on by 15 December
2015,
4. |i. No evidence of technical|i. Evaluction reports on file by 15 December for |
svaluations for Welgemeend Welgemeend Colliery (Pty) Lid and Nishovelo
Colliery (Pty) Ltd and Nishovelo Mining (Pty) Lid.
Mining (Pty] Ltd.

ii. Discrepancies in SHE evaluation | ii. Consistent SHE evaluation on file by 15
criteria for Welgemeend December for Welgemeend Colliery (Pty) Ltd
Colliery (Pty) Ltd and Nishovelo and Nishovelo Mining (Pty) Ltd, and Universal
Mining (Pty) Ltd, and Universal Coal.

Codl.

o Lack of evaluation report A signed copy of the evaluation report was

submitted to Internal Audit.

12. ANNEXURE B: HIGH LEVEL GAPS BETWEEN ESKOM PROCEDURE 32-1034 AND PED

PROCESS

Below are some high level observations of gaps identified between 32-1034 and the PED
process. Kindly note that this is not intended to be an exhaustive list.

Comprehensive procurement strategy

Lack of approved basis
services/products

to  procure

Inadequate process to manage unsolicited
bids

Lack of audit trail to substantiate contract |
award

Probities not conducted on cross-functional
team/evaluation team pricr to evaluation

Unfair and biased
procurement process

influence on the

No documented procedure on disqualified
bids

Lack of audit trail to substantiate contract
award

Cross-functional team not formally appointed

Unfair and biased evaluation outcomes
due to unsuitable evaluation teams

Inconsistent  completion of Non-Disclosure
Agreements (NDA) and Declarations of Interest
(DO}

Unfair and biased
procurement process

influence on the

240-59385559 Review Results
Effective November 2012
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13. ANNEXURE C - EVALUATION RESULTS
The following table is a summary of the conclusions of Eskom's evaluation results:

Evaluation results

Nishovelo
Mining
Resources
Universal
Welgemeend
Mines
HCI Imbali
Lurco Mining
Lurco Coal
lyanga Coal
Silverlakes
Kusile Mining
Wes Coal
Umsimbithi

£
_.Q_P
=b‘|
@
g c
5=
Q
4

Evaluation documents

Independent Combustion Report (Coal festing)

PED Internal Technical services evaluation report | nla

Safety & Health Evaluation il

Financial viability evaluation n/a

v - Evaluation results favourable

@ - Adverse conclusion from financial evaluation. However, Fuel Sourcing GM communicated in his letter dated 28 July 2015, that due diligence
would be conducted before contracting. Eskom would prefer to accommedate emerging miners.

@ - Recommended with conditions

@ - Lurco Coal has submitted email correspondence to Eskom to indicate that they are no longer pursuing this opportunity under "Lurco Coal”,

n/a - Not applicable as this was a modification of an existing contract which Eskom did not evaluate.

| 240-59385559 Results Review CONFIDENTIAL TE — Group Technology & Commercizal
Effective November 2012
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14. ANNEXURE D: RATING CLASSIFICATIONS

The following table provides a legend with respect to the severity and impact of
identified risks. The deployment and use of mitigating steps will be informed by the rating
given fo the identified risk. Thus management is given an indication and guidance as to
what we consider to be risks, in their relevant categories, and can then apply their minds
in relation to their experience and business objectives.

Rating | Rating description

Isolated/negligible instances of ineffectiveness in relation to internal conftrols
tested (effectiveness festing).

Gaps ininternal controls have a negligible impact on the control environment
{adequacy testing).

Findings do not necessarily need to be formally remediated. Relative ease to
remediate findings in ferms of fime, effort and cost.

« Multiple immaterial instances of ineffectiveness in relation o internal controls

2 tested (effectiveness testing).

e« Gaps in internal controls have a minor/immaterial negative impact on the
control environment (adeguacy testing).

e Findings may require slightly more time, effort and cost to remediate. Findings
must be remediated within 12 months.

Isolated or multiple material instances of ineffectiveness in relation fo internal
controls tested (effectiveness testing).

Gaps in internal controls have a material negative impact on the control
environment (adequacy festing).

Findings are serious, and significant time, effort and cost may be required to
remediate. Findings must be remediated within 3-6 months.

Pervasive instances of ineffectiveness in relafion to internal controls tested
(effectiveness testing).

Gaps in internal controls have a material pervasive impact on the control
environment (adequacy testing).

Findings are critical, and significant time, effort and cost may be reguired to
remediate. Findings must be remediated within 0-3 months.

240-59385559 Review Results CONFIDENTIAL TE — Group Technology & Commercial
Effective November 2012 Page 24 of 24
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Please note that this financial analysis was performed solely for the purpose of
deciding whether TEGETA EXPLORATION AND RESOURCES {PTY] LTD is financicfly
sound enough to be awarded a contract to the value of R4.3 billion for the
Supply of Codl o Majuba Power Statlon over o pedod of 10 years, per reference
number Medium Term Mandate.

| 1. Background to the company |

TEGETA EXPLORATION AND RESQURCES (PTY} LTD

TEGETA EXPLORATICON AND RESOURCES {PTY} LTD is Involved in mining and
. exploration activities.

[ 2. Comments on financial statements |

TEGETA EXPLORATION AND RESOURCES (PTY) LTD

Approved financial statements for the 12 months ended 28 February 2014 and
2013 comparative figures were oblained and anclysed.

A signed Independent Auditor's Report issued by KPMG Inc., Chartered
Accountants {S.A), Registered Auditors, accompanied the financial statements.

| 3. Analysis {refer to Appendix) |

TEGETA EXPLORATION AND RESOURCES (PTY) LTD

. Cutrent Ratlo: The ratio of current assets to current liabtlitles indicates that the
company might be in a position to meet its shorf-term :
obligations If creditors request payment on demand. “ 3

Debt / Equity: The debt to equity raflo indicates that the company might !'
have difficully roising long-term finance, if required. The
negative ratio of 221 resulis from the negative equity the
company recorded for the pertod under review.

Profif Ratios: The profitability ratios were unfavourable during the period
under review,
Relum Ratios: The asset retumn ratio was unfavourable and the return on

equity rafio was favourable during the period under review

TEGETA EXPLORATION AND RESOURCES (PTY} LTD

CONTROLLED
MEDIUM TERM MANDATE
Page 1 of 4 DISCLOSURE

TE — F4000, Effective April 2011
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which resulted from the accumulated loss of R20.8 million that

the company recorded.

Interest Cover:  The negalive interest cover ratic of 0.33 indicates that the
company is not generciing enough revenue to cover its

inferest commitments.,

| 4. Other Considerations

TEGETA EXPLORATION AND RESOQURCES (PTY) LTD

The contract value is R4.3 billion over a period of 10 years which is eguivalent fo
R432.4 million. The company's 2014 furnover of R5.9 million indicates that, given
the information at our disposal, the company might have difficulty to deliver on

this contract.

At the time of this financial analysls, the company did not have any ouistanding

contracts with Eskom.

The company had negative cosh generated from operations of R4.3 million and
cash on hand at the end of the year of R7.4 millon. These cash reserves might not
be sufficient to enable TEGETA EXPLORATION AND RESOURCES (PTY) LTD to
finance incremental working capifal requirements to deliver on this contfract.

5. Areq of concern

The following are areas of concern:

«  Accumulaled Loss and Loss for the year

The company recorded an accumulated loss of R20.8 milion and loss for

the year of R17.7 million.

¢ Negative Debt 1o Equily Ratio

The compdny recorded negotive debt to equily ratio for the period under

review. This indicates that this company might find it difficulf to raise

additional finance, if required.

+ Profit ratlos

The profitability rafios were unfavourable at the end of the year. This poses
a risk that the company might not be cperating efficiently, and that the

fixed costs might be too high for its operations.

TEGETA EXPLORATION AND RESOURCES (PTY) LTD

MEDIUM TERM MANDATE %?gggg;;}‘g
Pape 2 of 4

TE - F4000, Effective April 2011
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Return on Assets ratio
The return on assefs ratio was unfavourable at the end of the year, This

poses a risk that the company might not be effectively ulilising its assets o
generate profit.

Negatlve Interest Cover ratio
The recorded negative inferest cover ratio indicates that the company is
not generafing enough revenue to cover interest commitments.

Negalive Cash generated from operations

The company recorded negative cash generated from operations of R4.3
million. This means that this company carnnot cover operations solely from
running its business. The negative cash flows indicate a collections problem
or poor debt struciure,

Contract size vs. Cash flow

Based on the company's working capitdl, it may face cash flow challenges
as a result of the magnitude of this contract. This contract award will
require addifional financial resources in terms of, amongst other things, it's
direct employees and will also increase its operational gearing.

Recommendation

We are of the oplnion, based on the above-mentioned concerns, that TEGETA
EXPLORATICN AND RESOURCES (PTY) LTD might face difficulty in financing the
incremental working capital requirements that will result from this contract,

It is therefore recommended that the company provide the following:

A funding model that indicates how it will finance the incremental working
capital requirements associated with this contract, or

Guarantees from its financiers or parent company to cover the
incremental cash flows assocliated with this contract, and

A written undertaking that, should this contract be awarded, the company
will be able to honour this coniract and all other existing contracts

Furthermore, in order to reduce Eskom's risk, payments should only be made as
work is performed and approved In terms of the conkract,

TEGETA EXPLORATION AND RESOURCES (PTY) L1D
MEDIUM TERM MANDATE CONTROLLED

Tage 3 of 4 DISCLOSURE

TE - F4000, Effectivs April 2011
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[ 6. Conclusion

In our oplnlon, based on_ the issues ralsed under Note § above TEGETA

EXPLORATION AND RESOURCES (PTY)} LTD Is relatively NOT sound enough
financlally ic be awarded a confract o the value of R4.3 billion for the Supply of
Coal to Majuba Power Station over a peried of 10 vears, per reference number

Medium Term Mandate.

However, subject fo_the satistactory resolulion_of the issues ralsed under Note 5

above, the company might be considered should this conltract be awarded.

NB! If a contract is to be awarded, the above-mentioned recomméndaﬁon needs

ta be enforced.

@ (gki. |

Compiled by Reviewed by

Stbusisiwe Dube Arthur Sebudi

011 800 4303 011 800 4411

Finance Project Services Finance Projecl Services
Date: /% /205..........  Datet 30’4‘12"315.

Approved by

Bemiece Tzanakakis

011 800 2191

Finance Project Services

Date; ...... 201G 2015,

Project number: 2664

TEGETA EXPLORATION AND RESQOURCES (PTY) LTD
MEDIUM TERM MANDATE
Pape 4 of 4

CONTROLLED
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TEGETA EXPLORATION AND
RESOURCES (PTY) LTD
Edimated contract Value: R4.3 billlon
Contrac! Period: 10 Years
Yaar-and ; 28-feb-14
Reference number; MEDI{UM TERM MANDATE
STATEMENT OF FINANCIAL FOSMION
2014 2013
Aszaly R R
Non-current aisels 13024 805 127 925 028
Current assets 12 445 B7¢ 32375 813
Cash and Cash aqulvatents 7 427 514 1 634043
Dther curent assets 5218345 0737 770
Total assely a0 472 685 | 1460 301 R4
Equity and Bablliffes
Equily (20327 308)] (2 652.044)
Non-cutrenl llcbiifles 44 858 397 160443913
Cunent Habiiiles 4 141 5%4 2487 972
Telal equity & Oablilties 0472 485 150301 a41
STATEMENT OF CASHFLOWS
Cash generatad from operalions [4 279 O00) {4998 213)
Cash flows at the end of the year 7397 323 1636042
STATEMENT OF COMPREHENSIVE INCOME
Turnover 5 949 000 420 000
Operaling (loss)/ profit 18133592 {5322 521}
Investmeni Revenue 747251 10311 566
Financial cost {24 418 401} 129 384 781)
Taxation 5§ 404 420 B 170 324
Profit {oriha year 7 &Y5242)|  [14 2324 710}
Raifo Analysly
Cument raflo 206 13.00
Dabt / Equity <221 -60.51
EBIT / Turnover -134.72% -1262. 7%
EAIT f Turnover -297.1% -J843.55%
Returm on Asiets -28.52% 2A.32%
Return on Equity BE.95% 811.86%
Interast cover 033 -0.18
Project numben msd
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. CONFIDENTIAL
—(®Eskom
' Date:
Bernlece Tzanakakis 11 September 2015
SENIOR MANAGER: FINANCE PROJECTS SERVICES
Enquiries:
Phiwa Makhaoba

327 (0) 11 800 2216
Our Ref: 724526

Dear Bemiece
FINANCIAL EVALUATION OF POTENTIAL COAL SUPPLIERS

The objective of this letter as requested by your department is to oulline the key components of
the Eskomv's Coal Supply Strategy, specifically the component of the Black Emerging Miners
. (BEMS) strategy development.

The Eskom Primary Energy Divislon developed a Long Term Coal Supply Strategy in 2008 and it
was approved by Board Tender Committee (BTC). In response to the changing Primary Energy
envlironment and to slign with Government and Eskom's transformation imperatives, this Coal
Supply Strategy was updated and snhanced to address among olher things the following:

» Making the Supplier Development and Localisation {SD&L) a cornerstone for developing
BEM by setting a target of 64% of Eskom coal to be sourced from BEM by 2017.

s To enfer into discussion with Cost-plus mines to increase black ownership.

» Eskom to investigate the feasibility of creating an Eskom led Resource Development fund
to meet the project development needs of BEM to the bankable stage.

The strategy was approved in 2012 as follows:
s BTC - subject:to updates as per the committee request: 06 Sept 2012
» BTC - resubmission with the changes addressing the BEM: 06 Oct 2012
s Board of Directors (Board Break-away): 26 Oct 2012

The extract of the minutes from BTC 1s attached to this letter for your ease of reference.

It has been our experience that BEMs may not be financlally sound at the start of the process,

. however, on the strength of the contract to be awarded, with due consideration to other risk
mitigating factors, these BEMs have the ability to become financially susteinable. This process of
assisting and davelaping BEMs s conducted within the ambit of legislative requirements and
without compromising Eskom processes.

It is on the basis of thesa that Primary Energy lherefore requests that the recemmendations of
the flnancial evaluation be reviewed to align with Eskom's transformational imperatives as
approved by the BTC, to allow contracling with thase BEMs.

Yours sincerely

Ms Ayanda Nteta
ACTING GENERAL MANAGER: FUEL SQURCING

Megawall Park Maxwell Drlve Sunninghlll Sandton
PO Box 1091 Johannesburg 2000 SA

Primary Energy Division
I Tel 427 11 80O 3729 Fax 427 11 800 5555 www.eskom.en.za

Eskom Haldings SOC Ltd Reg. No 2002/015327/20

Page 1 of 1




BRAK-326

Annexure “1A”



BRAK-327

OPTIMUM
COAL
HOLDINGS
Dellvered by Emaill
Displayed -

» Repistered Office and Principal Place Business of the Company and anywhere where Employees are
Employed

e Published on the Website Maintained by the Company and Accessible to Affected Persons

Delivery by Registered Post - Shareholders

4 August 2015

Attention: All Affected Persons
Optimum Coal Holdings Proprietary Limited {In Business Rescue)

NOTICE OF THE COMMENCEMENT CF BUSINESS RESCUE OF OPTIMUM COAL HOLDINGS PROPRIETARY
LIMITED

1. You are hereby notified, in accordance with saction 125(3)(a)ef the Companies Act 71 of 2008
{"Companies Act"} that the board of directors of Optimum Coal Holdings Proprietary Limited
{registration number 2006/007793/07) ("Company") passed a resalution an 31 July 2015 to —

3. voluntarily commence business rescue proceedings and to place the Company under supervision

In terms of Section 129(1) of the Companles Act; and

b. nominated Piers Marsden {"Marsden"} and Petrus {Peter) Francois van den Steen {"Van den
Steen") for appointment as the business rescue practitioners in terms of section 129(3}{b) of the

Companies Act.

Qptimum Coal Holdings (Pty) Ltd
{Registration No: 2006/007793/07)
A member of the Glencore group of companies
Registered Address: 1* Floor, Nedbank Building, 23 Melrose Boulevard, Mclrose Arch, Melrose North,
Johannesburg, 2196, South Africa
Mailing Address: Suite No. 19, Private Bag X1, Melrose Arch, Johannesburg, 2076, South Africa
Tel: 27 11 7720600 Fax: +27 11 772 0697

Directors: CM Ephron, R Cohen, P Mahanyele, T Neube
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2. For the commencement of business rescue proceedings, Form CoR 123.1 (being a Notice of
Beginning of Business Rescue) together with, among others documents as set out below, a sworn
statement deposed to by a director of the Company, was filed with the Companies and Intellectual

Property Commission ("CIPC") on 4 August 2015.

3. In accordance with the requirements of section 129(3}{a) of the Companies Act, copies of the

following documents are enclosed with this notice -

a. the notice to commence business rescue proceedings (Form CoR 123.1) as filed with the

CIpC;

h. the resolution passed by the board of directors of the Company;
c. the sworn statement depased to by a director of the Company,

d. the letter from the Company to the CIPC motivating the appointment of the business rescue

practitioners and recording the public interest score of the Company; and

e. the letter of acceptance of appointment by the business rescue practitioners.

4. In terms of section 147{1) and 148(1) of the Companies Act the husiness rescue practitioners must
convene the first meeting of creditors and the first meeting of employees’ representatives within 10
business days of their appointment, A meeting of shareholders will be convened in due course,

Further details about these meetings will be provided in due course.

5. You will be kept apprised of any and all developments in respect of this business rescue from the

business rescue practitioners.

6. If you have any requests or queries, you are welcome to direct them to

optimumcoal @matusonasseciates.co.za

Oplimum Coal Heldings Proprietary Limited
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COAL
MINE
WITHOUT PREJUDICE
SUBJECT TO CONTRACT
CONFIDENTIAL

Eskom Holdings SOC Limited
Megawatt Park

Maxwell Drive

Sunninghill

Attention: Brian Molefe: Acting Chief Executive Officer
E-mail: MolefeB@eskom.cn.za

Matshela Koko : Group Executive — Technology and Commercial
E-mail matshela. koko@eskom.co.za

Cliffe Dekker Hofmeyar
Attention: Rishaban Moodley
E-mail: rishaban.moodley@diacdh.com

17 September 2015
Dear Sirs

OPTIMUM COAL MINE (PTY)] LTD (IN BUSINESS RESCUE) : SETTLEMENT PROPOSAL

We refer to our recent discussions regarding a resolution of the current disputes between Optimum
Coal Mine (Pty] Ltd (“OCM") and Eskom S0C Limited (“Eskom”) relating to the ceal supply
apreement between OCM and Eskom ["CSA”).  As we have advised previously, Eskom is & key
stakeholder in the business rescue proceedings of OCM and no rescue of OCM is possible unfess
there is a resolution of the outstanding disputes between OCM and Eskom including the hardship
and penalty disputes. We do, however, appreciate Eskom’s position that it has a binding agreement
with QCM with certain accrued rights and that it cannot simply forego all of these rights in order to
rescue OCM.

Optimum Coal Mine (Pty) Ltd
{Registration No: 2007/005308/07)
A Glencore Operation
Business Address: N11 Hendrina Road, Pullenshope Qfframp, Pullenshope
Mailing Address: Private Bag X1201, Pullenshope, 1096, South Africa
Tel.: +27 13 2965111
Registered Address: 1¢t Floor, Nedbank Building, 23 Melrose Beulevard, Mclrose Arch, Melrose North,
Johannesburg, 2196, Scuth Africa
Mailing Address: Suite No. 19, Private Bag X1, Melrose Arch, Johannesburg, 2076
Tel: 427 11 7720600 Fax: +27 11772 0697

Directors; R Cohen, C M Ephron, P Mzhanyele, T Ncube
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Accardingly, we have, together with the management of QCM, sought to develop a proposal which
meets Eskom’s key requirements while at the same time ensures that OCM is able to emerge from
business rescue as a sustainable long-term supplier to Eskom.

This proposal consists of three components:

® an extension of the CSA which is designed to secure a long-term source of supply for Eskom
and atlow for a price averaging which will provide some short-term relief for OCM until
2019;

* areasonable settlement of the alleged penalties which Eskom beliaves it has accrued against
OCM; and

= the implementation of a new black economic empowerment transaction to make QCM a
majority black owned company.

1. Extension of the CSA

We trust that Eskom and its advisers have now had sufficient time to consider the substantial
financial information that was delivered to Eskonv's attorneys on the 1% and 2" of September
2015 and that it is clear to Eskom that QCM is suffering severe financial hardship as a result of
the Eskom coantract.  We fully appreciate that even if Eskom accepts that OCM is suffering
financial hardship, this is not necessarily a justification for Eskom to agree to any amendments to
the CSA as Eskom believes that it has a binding contract that it is entitled to enforce.

We do, however, believe that Eskom cannot ignore the fact that the contract has a hardship
clause which provides in its apening clause that it was the parties' intention that the agreement
shall aperate between them with fairness and without undue hardship to any party. While we
accept that some level of subsidy from OCM’s export operations was cantemplated in the €54, it
could never have been contemplated that OCM would suffer such an extreme level of hardship
or that the agreement wauld result in QCM suffering billions of Rands of losses over the term of
the agreement.

Accordingly, Eskom would be acting in accordance with the principles set out in the CSA if it
agrees to an accommaodation in favour of OCM in order to ensure that CCM can emerge from
business rescue and remain a long-term sustainahle supplier to Eskom. Obviously, any such
accommoedation should insofar as possible also be in Eskom’s standalone interests. Accordingly,
after discussions with management and the shareholders of OCM, we wish to make the
following indivisible propasal to Eskom which we believe meets these requirements:

« the duration of the CSA will be extended until 2023 to match the remaining useful life of
the Hendrina power station;

s the tonnage to be delivered during such extension will be 27.5 million tons (i.a. 5.5
miliion tonnes per annum);

s the price for the ¢oal dellvered during the extension will be R630 per tan at a CV of 23
Mjfkg (moisture free) {subject to agreed inflationary adjustments with effect from 1
October 2015). We believe that this price is cansistent with what Eskom could expect to
achieve in a standalone new negotiation with OCM for this quantity of coal at this
quality in 2019;

¢ the price for the coal for the period from 1 October 2015 to 31 December 2018 will
remain unchanged, however, in order ta provide some relief to GCM during the period
until 2019, the price for the remainder of the C3A wil! be averaged cut so that Eskom will
pay a weighted average price of R443 per ton at a CV of 23 Mj/kg [moisture free)
{subfect to agreed inflationary adjustments with effect from 1 October 2015} for the
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remainder of the CSA from 1 October 2015 to 31 December 2023. This average has
heen calculated on R156 per ton for the remaining 3.25 years {i.e. 17 875 000 tons) and
then R630 for the next 5 years (i.e. 27 500 000 tons},  The weighted average price of
R443 per ton would still be less than OCM’s average cash cost of production over the
remainder of the extended CSA; and

the specifications and price adjustment regime for the remaining coal to be delivered
under the CSA will be amended to be consistent with the penalties and price adjustment
regime agreed during the previous settlement discussions between OCM, the Eskom
negotiating team and the Hendrina power station. These are set out in Annexure A for
your ease of reference,

2. Penalties

Eskom has instituted claims against OCM for alleged non-compliance with the specifications set
out in the CSA (and the addenda thereto), in amounts aggregating to approximately R2.2 billion.
As you are aware, OCM disputes this amount and we believe that there is no reasonable basis to
justify a penalty of this amount having regard to the history and background circumstances
surrounding the impaosition of penalties arlsing out of the CSA and that Eskom has no reasonable
prospect of recovering this amount In an arbitration (this is separate from the issue as to
whether OCM would, in fact, be able to settle such penalties if an award was made against it}, In
this regard, we note the following:

the CSA includes a renegotiation clause in terms of which if at any time either party is of
the view that the specifications in the CSA are no longer properly and/or realistically
representative of the coal which OCM could reasonably expect to produce from its
resource, it could request a renegotiation of the specification following which the parties
would be required to enter into discussions and negotiations in good faith regarding the
amended specificaticn;

in April 2013, OCM advised Eskom that the mine could no longer produce coal meeting
the specifications and triggered the repegotiation clause;

following the service of such notice, OCM and Eskcem engaged in a process whereby
OCM sought to demonstrate to Eskom that it was unable to meet the specification. This
process endured until January 2014 during which time QCM provided 'significant
information to Eskom regarding the difficulties it was having. Eskom has never disputed
the technical reasoning put forward by OCM as to why it cannot meet the sizing
spacification.  Eskom explicitly refrained from imposing any penalties regarding sizing
during these negotiations in recognition of the fact that OCM had triggered the
renegotiation clause;

this renegotiation process was eventually subsumed into the broader settlement
discussions which culminated in the signing of the Co-Operation Agreement in May 2014
which suspended all penalties. During the settlement discussions, there were extensive
negotiations on the spacifications with primary energy and the Hendrina power station
and ultimately a specification was agreed in relation to sizing which matches that which
OCM delivered during the period from 2012 to 2015.  If this is a specification that the
power station was capable of accepting, then clearly the delivery of coal meeting that
sizing specification during most of 2012 to 2015 could not have caused any meaningful
damage to the power station;

if the Co-Operation Agreement had not been signed, and Eskom had not agreed to
amend the specification, it is very likely that the dispute regarding the sizing
specification would have, at that time, been referred to arbitration for dispute
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resolution. If that had happened, Eskom would not have been able to impose the
historical penalties for sizing;

* if the sizing penalty is excluded, then the sole basis for imposing a penalty would be in
ralation to ash and CV. As the Eskom negotiating team is aware, there is significant
disagreement between Eskom and OCM regarding the imposition of the ash and CV
penalties and the wording of the agreement does not support the penalties imposed by
Eskom; and

= the factors set out above would present compelling defences in relation to any claim for
penalties together with other defences such as the Conventional Penalties Act, waiver,
estappel ete.

In summary, we do not believe that any penalty is justifiable, but as part of an overall
settlement, OCM would be willing, on a without prejudice basis, te pay a reasanahle amount
in full and final settlement of all penalties and/or damages alleged to be owing by OCM
and/or its affiliated entities under or in connection with the CSA as at the date of signature
of the amended CSA (including any alleged damages arising during the business rescue
proceedings). We prapose that ence we have agreement on the balance of the proposal set
out in this letter, we have a discussion regarding an appropriate settlement figure. As part
af this discussion, we would afso like to discuss the amounts withheld by Eskom for coal
defivered during July and August 2015,

Obviously, OCM will not be in a position to settle any agreed settlement amount in cash, and
therefare we would like to propose two options to Eskom as a method of settling such
settlement amount,

* [lssue of equity

The first option is that Eskam be issued an equity stake in OCM in order to settle the
agreed settlement amount. The exact percentage will need to be discussed and agreed
after agreement on the settlement amount, We believe that this would be a reasonable
salution for Eskom in that it provides signlficant upside if export prices rally and it
recognises that requiring OCM to settle the penalties in cash will impair OCM’s ability to
become 3 sustainable supplier to Eskom.

We understand that Eskom has expressed a reluctance to hold equity interests in mines,
but Eskom would in due course be akle to dispose of such stake or it could nominate a
third party to acquire such shares, subject to OCM’s agreement.

=  Reduction of price

The second option is that Eskom be afforded 2 reduction in price on the coal purchased
for the remainder of the term cf the CSA in order to settle such penalties. This reduced
price would obviously provide more certainty to Eskem but would not allow Eskom to
participate in any upside in OCM.

3. Black Fconomic Empowerment transaction

The indirect major shareholders of OCM, Pembani Group Pty (td (which merged with Shanduka
Resources Pty Ltd) {“Pembani”} and Glencore Plc, have agreed a new BEE transaction in order to
increase the black ownership of QCM to abave S0% in line with Eskom’s stated policy of sourcing
coal from majority black-owned suppliers.
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We note that as Pembani will be increasing its existing stake in OCM, they have requested to be
directly involved in the regotiations of the proposal. They therefore have requested to
participate in all future meetings in relation to this proposal.

Conclusion
We believe that this proposal represents a compelling offer for Eskom which allows Eskom to:

*  secure a long-term sustainable supply of high quality coal for the remainder of the useful
life of the Hendrina power station from a majority hlack supplier;

= ensure that Eskom continues to chtain the benefit of its axisting low price CSA by using
such price to reduce the price payable for the coal for the post 2018 period; and

* be compensated at a fair leval for the penalties which it believes it has accrued.

This proposal will obviously also ensure the fong-term sustainability of the OCM business and
prevent the negative consequences that would arise for all stakehaolders from a liquidation of OCM.

As you will appreciate, we have significant time constraints during the business rescue proceedings
and If we are ta finalise this proposat before the deadline for the publication of the business rescue
plan (i.e. 30 October 2015), we need to receive Eskom'’s feedback as scon as possible. Accordingly,
we raquest that Eskom respand to this proposal by Friday, 25 September 2015, If Eskom is willing to
accept this proposal, we and the management of OCM are prepared to dedicate all necessary
resources to ensure that the proposal is implemented as socn as possible,

Please contact us if you have any queries.
We look forward to hearing from you.

¥ ithfully

Piefs Marsden er Van den Steen

Chief Executive Officer

Optimum Coal Mine {Pty) Ltd {In Business Rescue)
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Annexure A — Specifieations and Price adjustments
Expected Quality .
Quality Unit | Quallty | Parameter | MESUrEMe | ) scurement Rejection and
Parameter . nt basis Penaltias
Paramater Limit
Monthly Adjustment through
Weighted price {l.. through the
Average fact that tha price is
Calorific Moisture calculated based on
23 <21.65
value M./kg free the GJ delivered) and
ultimate rejection for
< 21.65 — no other
adjustment
Moanthly Adjustment through
Weighted price {i.e. through the
Average fact that the price is
Moisture calculated based an
ash i e ol Free the GJ delivered) and
ultimate rejection for
>31.5-noother
adjustment
Monrthly There will be no
weighted adjustment or
Average rejection but Eskom
Moisture % 9% »12% As Recelved will have the right to
request Optimum to
stop supplies as per
balow
Abrasive MD"th'Y Pe"a[w for > 700 as
Index weighted per below
[E?kf:m mgFe/f4k 700 > 700 Moisture avarage
Mining 4 Frep
House
Method) No rejection
None Rejectlon
Sulphur % 15% - >1.6% Moisture
Frea
No penalty
MNone Rejection
. Moisture
Volatiles % 22.4% < 20.5% Free
Mo penalty
AFT (tnitial None
deformati ac 1,200z Mone NSA None
on)
Sizing N/A Monthly Penalty for >20% -
weighted C.81mm only as per
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Quallty Unit E:;:reafi?d Paar:::i::er Measureme Measurement Rejection and

Parameter v nt basis Penalties
Parameter Limit

<6mm % $55% None average below
<2.38mm % < 35% None
<0.81mm % <20% »20% No rejection ’

%

1 The Parties agree that in respect of AFT {initial deformation}, the Expected Quality Parameter
sets out the quality which OCM expects to deliver. However, if OCM does not meet the
Expected Quality Parameter, there wifl be no rejection, penalty or adjustment and OCM shall

not be liable for any claim and/or damage.

2 If a consignment of coal on a particular day Is rejected due to the weighted datly average not
meeting the CV, Ash, Sulphur cor Volatiles Quality Parameter Limit, then -

2.1

2.2

Eskom shall net pay for such consignment of coal and such consignment of coal will not
reduce the Total Contract Quantity; and

such consignment of coal shall not be included in the ca'culation of the monthly
weighted average for Abrasive Index and Sizing (i.e. the relevant weighted average shall
be calculated in respect of the coal delivered over the halance of the days in the relevant

month).

3 In the event that monthly weighted average Abrasive Index (evel of coal dellvered by OCM in a
month 1s = 700 mgFe/4kg, OCM will be liable to pay a penalty to Eskom in respect of each tan
of coal delivered during that menth, calculated on the following basis:

> 700-800

> 800-850

> 850-900

> 900

R 4.92 perten
R 6.15 per ton
R7.38 per ton

R11.07 perton

4 tn the event that the monthly weighted average size distribution of coal delivered by OCM ina
month contains more than 20% of coal with a size of 0.81mm, OCM shall be liable to pay
Eskom a penalty as follows:

A=Bx(C-20%)*D

where:

A= the sizing penalty to be calculated;

B= the total number of tons of coal dellvared by QCM during the relevant month;
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C= the welghted average percentage of coal delivered during the month with a sizing of
less than 0.81mm;

D= 50% of the price per ton paid by Eskom for the coal delivered during the month.

OCM shall notify Eskom if the coal being delivered is above the Quality Parameter Limit for
moisture and shall stop delivering such coal and request Eskom if they want OCM to continug
delivering such coal which does not meet the Quality Parameter Limit in respect of moisture.
Eskom shall then within one hour advise QCM whether it wishes to accept defivery of such
coal. If Eskom elects to receive such coal, then, notwithstanding the moisture parameters of
such coal being abave the Quality Parameter Limit, the price of such coal shall be paid by
Eskom and such coal shall be deemed delivered and reduce the total contract quantity.
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CONFIDENTIAL

AGREEMENT BETWEEN ESKOM HOLDINGS SOC LIMITED AND OPTIMUM COAL MINE
PROPRIETARY LIMITED AND OPTIMUM TOAL HOLDINGS PROPRIETARY LIMITED
REGARDING A PROCESS 7O ENGAGE ON THE ISSUES BETWEEN THE PARTIES AND
FOR THE REVIEW AND FUTURE EXTENSION OF THE COAL SUPPLY AGREEMENT
FOR THE HENDRINA FOWER STATION

1 Eskom Holdings SGC Limited ("Eskom™) and Optimurm Coal Mine Proprietary Limiled
("Optimum Mine") and Optimum Coal Holdings Limitad (“Optimum Hotdings") {jointly
referred o as the “Parties”) are party to a coal supply agreement with addenda (“"the
CSA™ which regulates the supply and delivery of cozl to Eskom’s Hendrina Pawer
Station.

2 Anumber of impasses and/or issues {"Issues™) have arisen between the Parties relating
to the interpretation, implementation and execution of the CSA aver an extended periad.
These Issues are:

2.1 the interpretation, implementation and execution of the penalty provisions of the

CSA;
2.2 the interpretation, implementation and execution of the sampling process
contemplated by the CSA;

2.3 the quality of the coal supplied to Eskom and the price adjustment Eskom is
entitled to Impose in regpect thereof;

24 issues relating to the availability and utilisation of the supply infrastructure;
2.5 ihe escalation mechanism in the CSA;

2.6 1ihe hardship arbiiration initiated by Optimum Mine and Optimum Holdings against
Eskom, in terms of which Optimum Mine and Optimum Holdings invoked the
hardship provisions of the CSA; and

2.7 the supply from Optlmum Mine to Eskom after 31 December 2018,

The Partias reserva the right to supplement and refine the Issues through tha Settlement
Process (as defined below).

3 The Parties each believe that they have various accrued rights and claims arising out of
the Issuas (including in respect of Optimum Mine, an accrued right of canceliation in
respect of the CSA). The Parties, however, recognise that that they have a mutual
interestin ensuring that their commercial relationship is sustained for the duration of the
CSA and potentiatly extended beyond the duration of the CSA. Accordingly, wilhout
waiving or compromising such rights and claims in any way and without ackncwledging
any liabHity or wrongdoing relating to any of the !ssues, lhe Parties would like to engage
in & negotiated process (“Setifement Process”) in order to attempt to reach a composite

AGREEMENT BETWEEN ESKOM HOLDINGS S0C LIMITED AND OPTIMLIM COAL AMINE PROPRIETARY LIMITED AND
BETWEEN THE PARTIES AND FOR THE REVIEW AND FUTURE EXTENSION OF THE COAL SUPPLY AGREEMENT FOR

THE HENDRINA POWER STATION
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4  agreement which attempts o address each of the Issues and results in the extension of
the supply relationship between Eskem and Optimum Mine,

5  The Parties agres thal the Setflement Process shall be conducted on the following terms
and conditions:

5.1 The discussions will be conducted on a without prejudice basis and each Party
fully reserves all of its rights in respect of all agerued rights and claims as at the
date of this agreement on the basis that if the Settlernent Process terminates at
any time, then each Party shall be fully entitled to exercise any of its acerued rights
and bring any of t3 accrued claims.

5.2 The Partias will instruct their attorneys to suspend the hardship arbitration on the
following basis by no later than 23 May 2014:

5.2.1 the sugspension of the arhitration will be entirely without prejudice to the claim;

5.2.2 notwithstanding the suspension of the arbitration, the Parlies will arrange with the
arbitrator and the Party's counsel to reserve the dates required for a hearing in
March 2015 on the basis that if the Partles agree the Terms of Reference on or
prior to the Validation Date {as defined below) then such dafes can be released;

5.2.3 if the Seftlement Process is terminated on or befare the Validation Date, then
Optimum Mine may by notice in writing to Eskom immediately reinstate the
hardship arbitration and the Parties will within two weeks meet to agree a revized
timetable for the hardship arbitration with 2 March 2015 hearing date; and

5.2.4 If the Seitlement Process is terminaled at any other lime, than Optimum may by
notica jn writing to Eskom immediately reinstata the hardship arbitralion on the
basis that the Parties will as soon as possible thereafter meel in order to agree a
new timetable and hearing date for the hardship arbitratlon.

53 Eskom will, with retrospective effect to 1 May 2014 unlil the termination of the
Settlement Process suspend the implementation of all penalties (inciuding Al, CV,
ash, sizing and shorl supply) in relation to the CSA, on the condition that Optimum
Mine centinues delivering ¢oal in accordance with the specification (o be agreed
in the Terms of Reference.

54 The Parties will establish negetiation teams who will be responsible for
representing the Parties in the Seftlement Process. The Eskom team will comprise
Kiren Maharg], Jehann Bester, Andrea Williams, Gert Opperman and Ayanda
Ntshanga. The QOptimum tearn will comprise Clinton Ephron, 8haun Teichner,
Risan du Plooy and Dimitri Yictopoules. The Parties may supplement their teams
from time ta time.

5.5 The Parties will, before 13 June 2014 {"Validation Date") meet for two days in order
to agree Terms of Reference which shall contain, inter alia:

55,1 a detailed description of each of the Issues to be negotiated
(Technical, Commercial and Contractual), it being agreed that the
Terms of Reference witl include as an issue for negetiation the refund
to Optimum Mine of penaltics deducted by Eskom in respect of the
period from 1 September 2013 to 30 April 2014 as wel as Eskom’s

AGREEMENT BETWEEN ESKOM HOLDINGS SOC LIAITED AMD OPTIMUM COAL MINE PROPRIETARY LIMITED AND
BETWEEN THE PARTIES AND FOR THE REVIEW AND FUTURE EXTENSION OF THE COAL SUPPLY AGREEMENT FOR
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5.7

5.7.1

572

5.8

59

5.10

511

hisloric ¢laims in relation to qualities which includes amongst others
sizing.

852 The parameters for the negotiation in respect of each of the tssues
(including, in respect of price for the remainder of the term of the CSA
gnd any supply thereafter, the pricing philosophy that will be utilised to
agree such prices); and

5.5.3 The time perled within which the negofiated process should be
completed in respect of each of the [ssuas.

If the Parties are unable by the Validation Date to agree and execute the Terms of
Reference, each of the Parties shall be entitled to advise the other that it no longer
wishes to participate in the Settlement Process in which case the Setllement Process
shall terminate.

if the Parlies reach agreement on the Temms of Reference by the Validation date,
then:

Eskom will commence fts intemal process in order to obtain the necessary
mandate to reach agreement with Optimum Mine and Optimum Holdings pursuant
to the Temms of Reference; and

The Parties shall negotiate in good faith to reach agreement on al! issues In
accordance with the Terms of Reference, with the intention of executing a binding
term sheet ("Term Sheet") or, if possible, a coal supply agreement reflecting such
agreement by 31 December 2014,

The Parties agree that it is their current intention to conclude a new coal supply
agreement which will govern the supply from Optimurn Mine to Eskom from 1 January
2015,

1f by 31 December 2014, a Term Sheet or new coal supply agreement has not been
executed then (unless the Parties agree otherwise Inwriting) each of the Parties shall
be entitled to advise the cther that il no lenger wishes o participale in the Settlement
Process in which case the Settlement Process shall terminate.

If a Term Sheetis executed by 31 December 2014 but the new coal supply agreement
is not ready for signature, then the Farties shall execute the coal supply agreement
as soon as possible thereafter {but by no later than 31 March 2015).

The Pariles acknowledge and agree that:

5.12 Any revised terms or conditions negotiated and agreed ‘o, included but not limited

to a new coal supply agreement shall be subject to any requisita Beard approval
of the Parties.

5.13 The impKcation for Eskem in terms of the Public Finance Management Act No. 1

of 1899 ("the PFMA"} must be considered, specifically should it be required that
Eskom must reach a compromise retating to any potential claim it has against
Optimum Ming and Optimuem Holdings.

ACREEMENT BETWEEN ESKOM HOLDINGS BOC LIMITED AND OPTIMUM COAL MINE PROPRIETARY UNITED AND
BETWEEN THE PARTIES AND FOR THE REVIEW AND FUTURE EXTENSION OF THE COAL SUPPLY AGREEMENT FOR
THE MENDRINA POWER STATION
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10

11

12

The following 1$ a summary of the proposed process

NO | PROCESS DEADLINE

1 | Agreement between the attomeys regarding the | 23 May 2014
suspension of the hardship arbitration

2 | Adree Tenmns of Reference 13 June 2014
3 | Each Pariy io oblain relevant governancs and regulatery | 31 Dec 2014
approvals
4 | Agree Temm Sheet or new coal Supply agreement 31 Dec 2014
5 | Agree new coal supply arrangement 31 Mar 2015

6 Frequency of meelings to be held bi-monthly or as agreed
with respect to addrassing specific Issues

The existence, contents and terms of this agreement are confidential and, save as may
be required by law, no Parly shall disclose same to any third party, other than its affillates
and their respective directors, employees, officers and advisors.

This agreament constitutes the sole record of tha agreement between the Farties in
relation to the subject matter hereof. No Party shall be bound by any express, lacit or
implied term, representation, warranty, promlse or the like not recorded herein. No
addition to, variation, novation or agreed cancellation of any provision of this agreement
shall be binding upon the Parties unless reduced to writing and signed by or on behalf
of the Parlies.

No indulgence or extension of time which any Party may grant to any other shali
constitute a waiver of or, whethar by estoppel or otherwise, limit any of the existing or
future rights of the grantor in terms hereof, save In the event and to the exteni that the
grantor has signed a written decumant expressly walving or limiting sueh right.

All provisions of this agreement are, notwithstanding the manner in which they have
been grouped together or linked grammatically, severable from each other. Any
provision of this agreement which is or becomes unenforceable, whether due to
voidness, invalidity, illegality, unlawfulness or for any other reason whatever, shall, onty
ta the extent thal it is so unenforceable, be treated as pro non scripto and the remaining
provisicns of this agreement shall remain of full force and effect. The Parties declars
that it is thelr intention that this agreement would be execuled without such
unenforceabie provision if they were aware of such unenforceability at the time of
expcution hereof.

Each Party shall bear and pay the costs incurred by it in respect of the negotiation,
drafling, preparation and execution of this agreement.

The signature by any Party of a counterpart of this agreement shall be as effective ag if
that Party had signed the same document as all of the cther Parties.

AGREEMENT BETWEEN ESKOM HOLDINGS SOC LIMITED AND OPTIMUM COAL MINE PROPRIETARY LIMITED AND
BETWEEN THE PARTIES AND FOR THE REVIEW AND FUTURE EXTENSION OF THE COAL SUPPLY AGREEMENT FOR
THE HENDRINA POWER STATION
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As witneases:

M For: ESKOM HOLDINGS SOC LIMITED
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Signatory: tiBg NA HAZAD
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Authortty:  PRimARY  prige oy
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As witnesses:

Far: OPTIMUM COAL HOLDINGS

)Aﬁl PROPRIETARY LIMITED
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Authority:
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@ €skom CONTROLLED DISCLOSURE

Mr Clinton Ephron

Oplimum Coal Mine (Pty) Ltd
23 Melrose Boulevard 3" Floor
MELROSE NORTH

2196

Dear Mr Ephron
ACKNOWLDGEMENT OF REGEIPT: HENDRINA COAL SUPPLY AGREEMENT {CSA)

We acknowledge receipt of your letter dated 22 May 2015 and the issues you raise in it. However,
censidering Eskom’s current financial position, which is public knowledge, we unfortunately cannot
afford to reset the contract prics, to that proposed by Optimum Coal Mine.

It remains a priority for Eskom, to ensure the security of the coal supply to Hendrina Power Station
not only for the remainder of the current coal supply agreement but also for the remalning life of
Hendrina Power Station. Therefore it remains critical to all stakeholders that Optimum Coal Mine
confinues to dellver coal as per the current contract.

Eskom, to the extent that the Co-Cperation Agreement still regulates the settlement process
hereby notifies Optimum Coal Mine In terms of clause 5.6 of the Agreement, that it no longer
wishes to participate in the seitlement process. Eskom accordingly hereby ferminates the
setllement process and confirms that the provisions of the CSA and addenda are forthwith
applicable in respecl of, inter alia, ccal qualities and quantity requirements ¢f the Hendrina Power
Station.

However, the negotiafion teams should confinue to negotiate a new CSA for after 2018, In respect
of the remalning lifa of Hendrina Power Station.

Eskom's rights remain striclly reserved.

Yaurs sincerely

Brian Molefe
CHIEF EXECUTIVE (ACTING)

DPate; /a‘ é. / S",

Head Office

Frimary Energy Civision

Megawatl Park Maxwell Drive Sunninghill Sandton

P O Box 1091 Johannesburg 2000 SA

Tel +27 11 800 8111 Fax +27 11 800 5803 www.eskom.coza

Eskom Haoldings $0C Ltd Reg No 2002/015527/30
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Eskom Limited

s rfm‘q‘/
Sl

COAL
MINE

Primary Energy Division

Megawatt Park
Maxwell Drive
sunninghill
Sandton

Attention:

Mr  Marokane
Ms K Maharaj
Mr W du Plessis
Ms S Daniels

3 July 2013

Dear Sirs

HENDRINA COAL SUPPLY AGREEMENT : HARDSHIP

1  INTRODUCTION

1.1

1.2

1.3

1.4

1.5

We refer to the Hendrina Cecal Supply Agreement between Eskom Holdings
S0C iimited, Optimum Coal Mine (Proprietary) Limited ("Optimum™) and
Optimum Coal Holdings (Proprietary) Limited, as amended from time to time
(“CSA").

Capitalised terms not defined herein will, save as otherwise set out herein,
have the meanings ascribed to them in the CSA.

As you are aware, clause 27.1 of the CSA provides that, in entering into the
CSA, the Parties declared it to be their intention that the CSA should operate
between them with fairness and without undue hardship to any party.

In recognition of that fundamental principle, the CSA provides that, where
relevant circumstances bave arisen, the affected party may serve a written
notice {"relevant circumstances notice") on the other party recording
therein that, in its determination, relevant circumstances have arisen, and
recording therein the date on which the relevant circumstances commenced
("relevant circumstances commencement date™).

As we indicated to you at our recent steering committee rmeeting, in our
determination “relevant circumstances” have arisen, and, accordingly, we are
hereby writing to you to advise you of such relevant circumstances,

Optimum Coal Nine (Pty) Ltd
{Registration No: 2007/005308/07)
A wholly comed subsidiary of Optimum Coal Holdings Limited
23 Melrose Baulevard, 1% Floor, Melmse Anch, Melrose North, Johomnesbung 2196, South Afrca
Mailing address: Suite No. 19, Privata Bag X1, Melrase Arch 2076
Telh+27 11 7720600 Fagr «27 11772 0687
Directors: R Cohen, C M Ephron, P Mahanyele, T Neube .
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2

2.1

2.1.1

2.1.2

2.1.3

2.2

2.3

2.4

2.5

2.5.1

2,5.2

2.5.3

2.6

HARDSHIP AND RELEVANT CIRCUMSTANCES

As per clause 27.2 of the CSA, the provisions of clause 27 will apply where any
new situation or circumstances arise ("relevant circumstances") which -

are outside the control of the affected party;

could not reasonably have been anticipated by the affected party at the
time of entering into the CSA; and

result in a major material disadvantage to the affected party and a
corresponding imajar material advantage to the other party or in severe
hardship to the affected party without any advantage to the other party.

At present, Optimum is required to sell each ton of coal to Eskom for less than
the amount that is required to produce such ton of coal. Based an its
May 2013 involce prices, the difference between the May year-to-date average
production cost of a ton of coal and the selling price te Eskorn of a ton of coal
is approximately R166.40. In the period frem January 2013 to May 2013,
Optimum [ost approximately R382 million pursuant to the sale of coal to
Eskom in terms of the CS5A, and it expects to {ose approximately RE881 million
throughout 2013 pursuant to the sale of coal to Eskem in tertns of the CSA.
Based on current cost escalations, the expected losses to be incurred by
Optimum over the balance of the term of the CSA are substantial. It is
therefore clear that Optimum {s suffering severe hardship, or at least a major
material disadvantage, under the existing provisions of tha CSA.

Mareover, the price that Eskom pays for coal under the CSA, being R6.70 per
GJ, is substantially lower than the market price for such coal. In this regard,
Optimum notes that one of its affiliates has received a price from Eskom of
R18.60 per GJ for coal with similar specifications, with the result that Eskom
receives an advantage over Optimum in the region of R11.80 per GJ. Eskom
is therefore clearly benefitting fram the hardship suffered by Optimum.

We have investigated the pricing of coal sold to Eskom in terms of the CSA in
order to understand how this hardship has arisen.

The price at which coal Is sold to Eskom in terms of the CSA is determined by
multiplying a monthly base price by an escalation factor that takes into
account 3 elements:

the growth in the PPL since November 1991, which accounts for 60% of
the total escalation;

the growth in the CCI since November 1991, which accounts for 30% of
the total escalation; and

a fixed element, which accounts for 10% of the total escalation.

On a rebased basis, the contract price has escalated from 100 in Jupe 1993
to 471 as at 31 December 2012. This is reflected in the following table:

QOptimum Coal Mine (Pty] Lid
{Ragistrafion No: 2007X05308407)
Awholly comed subsidiary of Opfimum Coxt Heldings Limiten
23 Melroea Boutevard, 14 Floor, Melrose Asch, Mefrasa Norh, Johannesbury 2198, South Africa
Malling eddress: Suile No. 19, Private Bag X1, Melrose Arch 2078
Tol:+27 117720600 Fan +27 117720897
Directors: R Cohen, G M Ephron, P Mahanyele, T Neube
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Table 1: Escalation of sales price and una‘e‘n’ying factors from inception of the CSA (1993 = base

of 100)*
1993 1924 1905 1896 1997 1998 1999 2000 2001 2002 2003
| Sales price | 100 104 116 131 135 145 150 158 172 188 193
2004 | 2005 (2008 |[2007 |zo08 | 2009 | 2010 | 2011 | 2012 31 Dec 12
| sales price | 202 209 222 251 aoe 354 an 406 450 471
2.7 The figure below compares the monthly contract price {as adjusted by the

escalation factor) te Optimum's total costs per ROM ton of ceal from 1993
to 2013. The costs of production clasely trackaed the escalated contract price
for the first 8 years of the CSA, after which the growth in production costs per
ROM ton has far exceeded the contract price. Accordingly, it would appear the
escalation factor was reflective of the increase in Optimum’s production costs
for the first 8 years of the CSA, with a slight increase following that, but from
about 2006 a significant and substantiat divergence between the contract prica
and Gptimum's costs of production started to develop,

. Figure 1: Tolal costs par ROM fon vs. Eskam confract price (rebased fo 100

Sales Price - escalations per cortract -~ += Total cost per ROM ton

. As mentioned previously, the contract price of coal in the CSA is determined
primarily with reference to the change in tha PPI. The PPI that is used in the
CSA is the "PPI for all commodities”. This measure af PPI looks at price levels
across numerous areas of industrial and commercial activity, and not just
mining. From 1993 to date, "mining and quarcying” has constituted
between 5.45% and 19.41% of the index. The mining of ¢oal has constituted
between 1,59% and 4.97% of the index. Accordingly, even though the costs
of rining (and mining of coal, in particular) have increased at a significant
rate, this is not reflected in the PPI because the increasas in the costs of
mining have been averaged with the slower growth in other industries, This is
demonstrated in the figure below, which shows that the mining-related
components in the PPI escalated at a much higher rate than the PPI.

1 rhece calculations are done at June of each year, except for the final periad, which has been performed at

31 Decemnber 2012

Optimum Caal Mine (Pty) Ltd
{Registration Ne: 2007/005308407)
A wholly owned sulisidiary of Optimum Coat Holdings Limited
23 Metesa Boulevard, 19 Fioor, Maliose Arch, Melrosa Narth, Johamnasburg 2196, South Afriea
Mailing address: Suite No, 13, Private Bag X1, Melrsse Arch 2076
Tel +27 11 7720800 Fax: +27 11 7720697
Directors: R Cohen, © MEghran, P Mahanyele, T Neubo



Figure 2: PP for domestic output vs. componants within the PP}
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We note in this regard that Eskom has itself publically acknowledged that the
costs of mining coal have increased significantly over the last 10 years. In a
presentation to a junior miner conference on € November 2012, Ms Kiren
Maharaj, the then Eskem Divisional Executive for Primary Energy, stated that
operating costs within the coal mining industry have been much higher
than CPI in_the last decade and that higher input costs puts pressure on
domestic coal prices. She stated that costs are driven by: (i) cyclical
commadity based inputs: (i) rising labour ¢osts: and (iii) declining vields
and strip ratios. Moreover, on page 16 of Eskom's presentation in support of
its MYPD3 Application 2014 - 2018, Eskomn stated that coal cost increases have
been double digit due to greater use of expensive short-term trucked-in ceal
supplies, increased cost of mining, ageing mines and growing competition
for South African coal from, for example, India.

The effect of the divergence in escalation between the costs of mining and the
PPL is that the escalation factor set out in the CSA, which was intended to
trock the increase In Optimum's costs (and generally preserve Optimum's
margin throughout the life of the CSA), has ceased to be reflective of the cost
increases in the coal mining industry.

We have determined that this divergence, which is the essence of the hardship
that Optimum is suffering, has been caused by the commodities bocom that
began in the mld-2000s. The commedities boom and the divergence in
production costs was an unforeseeable economic and social phenomenon that
reflected the rise in global investment in commeoditias, as well as the insatiable
appetite for resources from rapid growth economies like China and India. Tha
high demand for commodities, as well as the resources required to produce
the amount of commodities necessary to meet this demand, caused the cost of
labour, the equipment and materials used to mine and preduce the
cammuodities and other Inputs to Increase significantly, both giobally and in
Sauth Africa.

We have used industry data to test our hypotheses that the commodities
boom increased the key Inputs of mining so significantly that it rendered the
PPI an Ineffective proxy for growth in mining costs. We have Identified seven
of the primary cost components with respect to the production of coal and,

Optimum Coal Mine (Ply} Lid
(Registration No: 2007/005308/07)
A wholly owned subsidiary ¢f Optimum Coal Holdings Limited
23 Melrose Botlevard, 1= Floor, Melrose Arch, Melrose North, Johanneshurg 2196, South Afdca
Mailing address: Sulte No. 19, Private Bag X1, Melose Awch 2078
Tei: +27 11 7720600 Fax; +77 11772 0597
Dirzetors: R Gohen, C M Ephtran, P Mahiznyele, T Neube
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using public infoermation (with the exception of labour), have baen able to
demaonstrate that, in all cases, the increase in the PPI did not reflect the
increases in the cost components. The seven components and the various

increases in each cost component are set out in Table 2 below.?

Tahis 2: The seven primary cosf companents in respect of the production of a ton of coal;

and the comparison of each such cost component fo the PP and the CCl

Proxy index as Increase of proxy Intrease of proxy
Cost companent Base - 1933 2t31Dec 2012 | costoverthaPPt | costaverths CCI
FPI 100 268
fo{v 100 801
Labour 100 1,060 188% 2%
Explosives &
AcCessories 100 1,023 178% 28%
Repairs &
Matatenance 100 747 103% 7%
Mining & washing
contractar 10Q 696 89% 3%
Diesel 100 789 114% -1%
Electricity 100 657 78% -1B%
Amortlsation 100 728 98% -8%
2.11.1 Labour
2.11.1.1 In arder to determine how labour costs have escalated, Optimum
has calculated actual labour cost per employee. This takes into
account basic salaries, bonuses, employee share schemes, effects of
collective bargaining initiatives and other employment-related costs.
Cptimum has not been able to identify any third-party data that
captures the increase in total cost per employee, as opposed to just
salaries. In any event, Optimum has no reason to believe that its
costs do not reflect the labour cost increases that have been
experienced by other South African coal miners.
2.11.1.2 The figure below shows labour costs, rebased to 100, against the PPI

and the CCL. It shows that Qptimum's labeur costs have escalated
by approximately 188% more than the PPI and 32% more than the
CCIL

2

In order to identify the increases In the cost components, we used third party indices, If no specific Index

was available for a cost'component, Optimum had determined the various components of that cost and has
escalated each component using an appropriate index. If no clear Index was avallable for a particular
component, the component has been conservalively escalated by the PPL.

Optimum Coal Mine (Ply) Ltd
{Registration No: 2007/005308/07)
A wholly owned subsidiary of Optimum Coal Holdings Limited

23 Mekose Bovlevard, 14 Floor, Melrose Arch, Melrase North, Johannesburg 2198, South Alica

Mailing arddress: Suite No. 18, Private Bag X4, Melrose Arch 2076
Tol: +27 11 7720600 Fax: +27 11 7720697
Directors: R Cohon, C W Ephron, P Mahanyels, T Meubs
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Figure 3: Aclual labour costs vs. the CC! and the PP!
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2.11.2 E ives

The cost of explosives comprises approximately 94% ammonia and 6%
diesel, Ammonla is quoted In USD and purchased in ZAR. A
reconstituted cost curve has been calculated to take into accaunt the ZAR
ammonia price and the diesel contributlon. The figure below shows
explosive costs, rebased to 100, against the PPI and the CCI and shows
that explosive costs have increased by approximately 178% more than

the PPI and approximately 28% more than the CCI,

Figure 4: Explosive costs (proxy} vs. the CCl and the PPI
| 1200 -

1000 + -

800 -

600 < -

400 =

200 - -

‘ -g----.a.lmm-u-..--.s_lh
- -

= Lr—- -

é”ca’of’@f"ci‘

RSN \“-""c

l - - Explosives & accessories - 100 based PP! - 100 Based

-
»

5 Pare e
\‘)é? ‘g,? °$° \\‘p @é»} \,o \6,‘\96 ‘s&? - \-}‘D \0059 \0(\5 \é“

N
\ﬁ'«

Ol - 100 Based

Optimum Coal Mine {Pty) Ltd
{Rogistration No: 2007100530817}
A whelty owned subsidiary of Optimum Coal Hokdings Limited
23 Melmso Boulevard, 14 Floar, Melrase Arth, Melrosa Norh, Johannesburg 2156, South Afica
Mailing address: Suite No. 19, Private Bag X1, Melrose Arch 2076
Tel:+27 11 7720600 Fax +27 117720697
Direetors: R Cohen, C M Ephron, P Mahanyele, T Ncuhe
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2.11.3 air maintena

Optimum’s mining engineers have estimated a 50%/28%/22% split
between labour, steel and the PPl for repairs and meintenance. The
figure below shows repairs and maintenance costs, rebased to 100,
against the PPI and the CCI. It shows that the costs of repairs and
maintenance have Increased by approximately 103% more than the PP]
and approximately 7% less than the CCI.

Figure 5: Repairs & maintenance (proxy) vs, the CCl and the PPF®
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2.11.4 ining_and washing contractor

Optimum has, based on quotes received from mining and washing
contracters, determined that the costs of such services are split into the
foliowing components: equipment at 41% (proxy: steasl); materials at 8%
{proxy: the PPI); fuel & oil at 24% (proxy: diesel); labour at 14% and
drill & blast at 13% (proxy: ammecnia and diesel). Cptimum has
therefore determined a blended mining and washing contractor cost,
which is prudent in its constitution. The figure below shows mining and
washing costs, rebased to 100, against the PPI and the CCI. It
demonstrates that the mining and washing costs have increased by
approximately 89% more than the PPl and approximately 13% less than
the CCI.

3 In calculating the growth in the cost of steel, Furopean rebar prices converted into ZAR have been used as
a proxy for the stee! price from 2003 {due to a lack of reliable data prior to thar time). For the sake of
prudence, the PPI has been used as the escalation factor from 1993 to 2003. The graph is therefore likely
to be more conservative than the actual prices,

Optimum Coal Mine (Pty} Ltd
{Regittration No: 2007XD5308/07)
A whally owned subsidiary of Optium Coal Haldings Limited
23 Melrose Boulevard, 1= Floor, Meirose Asch, Melrose Morth, Joharnesbum 2196, South Africa
Mailing aodress: Site Mo. 18, Private Bag X1, Melraza Arch 2076
Tek+27 M1 7720600 Fax: +27 117720697
Directors: R Gohen, G M Ephren, P Matenyele, T Noube
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2.11.5 Diesel

The figure below shaws diesel costs, rebased to 100, against the PPI and
the CCI. It demonstrates that diesel costs have increased by
approximately 114% more than the PPI and approximately 1% less than
the CCI.

Figure 7: Actual diesel costs vs. the CCl and the PF!
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2.11.6 Electricity

The figure below shows electricity costs, rebased to 100, against the PPI
and the CCI. It demonstrates that electricity costs have increased by
approximately 78% more than the PPL and approximately 18% less than
the CCI. This figure also demonstrates that electricity is the one cost
input that grew at a lower rate than both the PPI and the CPI for the first

Dptimum Coal Mine (Piy} Ltd
{Registration No: 2007005308X07)
A wholly owned subsidiary of Oplimum Coal Holdings Limited
23 Melroze Boulevard, 14 Floor, Melrose Arch, Melosa Narth, Johannesbury 2196, Seuth Africa
Mailing address; Suite No. 19, Private Bag X1, Melrose Arch 2076
Ter <27 M 7720600 Fax: +27 11772 0697
Direciors: R Cohen, G M Ephiron, B Mahanyata, T Noube




