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STATEMENT OF DR ALEXANDER WEISS
for the purpose of the

JUDICIAL COMMISSION OF INQUIRY INTO ALLEGATIONS OF STATE CAPTURE,
CORRUPTION AND FRAUD IN THE PUBLIC SECTOR INCLUDING ORGANS OF STATE

Introduction

1. I am a Senior Partner in the Berlin office of McKinsey & Company (*McKinsey"). | serve utilities
globally for McKinsey's Electrical Power and Natural Gas Practice. | have been employed by
McKinsey since September 2000, and hold a PhD in Civil Engineering and a PhD in Business
Administration. During the period of July 2013 to July 2017, | served as Co-Lead of McKinsey's
Client Service Team (“CST") at Eskom Holdings SOC (“Eskom”).

2. This statement is intended to provide the Commission with information relating to my recollection
of McKinsey's work at Eskom, including but not limited to the period of January 2015 through
February 2017.

3. Atthe outset, | confirm that | worked with Eskom for many years, and never witnessed or
otherwise became aware of any bribery or corrupt activities during that time, by either individuals

at Eskom or by my colleagues at McKinsey.

4. | would also emphasize that while Eskom faced many challenges, | believed strongly that
McKinsey could help Eskom restore a reliable power system to South Africa. | became
personally invested in working to help Eskom, and South Africa, succeed. | believed that through
our hard work with Eskom, McKinsey could help make a real difference in the lives of the people
of South Africa.

5. If McKinsey's work involving Regiments and Trillian in any way made it possible for corrupt
individuals to steal money from the people of South Africa, this was unknown to me at the time,

was contrary to our efforts to assist South Africa, and is personally painful to me to learn now.

6. This statement sets out my recollection and understanding of events at the time they occurred.
The facts described herein are within my personal knowledge unless otherwise indicated, and
are true and correct to the best of my knowledge and belief. As significant time has passed since
many of the relevant events occurred, my memory may be limited, inaccurate, or incomplete, but

| have endeavored to recollect the relevant circumstances as completely as possible.
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7. This statement has been prepared voluntarily to assist the Judicial Commission of Inquiry (the
“Commission”) in relation to its investigation. This statement supplements and amends my April
2019 statement, following a request by the Commission to address certain topics not discussed
in my April 2019 statement.

McKinsey’s Work at Eskom (2005 — 2015)

8. | began working on consulting projects at Eskom for McKinsey in 2005, after developing
expertise in power utilities and capital productivity through my PhD programs and work
experience. Between 2005 and 2015, | worked on projects at Eskom related to strategy,
operations, logistics, capital expenditures, capital productivity, and construction. Over time,
Eskom became a significant share of my client portfolio. Although | am a German citizen and am
based in McKinsey's Berlin office, | frequently traveled to South Africa and to Eskom facilities.
During some periods, | made weekly trips from Germany to South Africa to work with Eskom.

9. McKinsey worked with Eskom throughout the period between 2005 and 2015, in some years
more than others. The institutional knowledge of Eskom that McKinsey developed during this
time was particularly valuable given the frequent turnover of senior executives at Eskom. By mid-
2015, | had worked at Eskom under more than a dozen CEOs and CFOs. Our mission was to
help Eskom as an organization, not to serve the personal interests of any particular individuals.

10. Because McKinsey had deep institutional knowledge of Eskom as well as significant expertise on
energy and electricity-related issues from our work globally, when a new executive management
team joined Eskom we often helped onboard the team, who in some cases did not have prior
experience at Eskom or in the energy industry. We provided in-depth information on subjects
such as Eskom’s organizational health and challenges, results achieved through prior projects,
and proposed priorities to consider. We provided this extensive insight and analysis at no
additional charge to Eskom.

11. Between 2005 and 2015, McKinsey also devoted significant resources to programs designed to
enable Eskom to become less reliant on external consultants, including McKinsey. In particular,
the “Top Engineers” program started in early 2013. The program increased Eskom’s ability to
internally execute projects that they otherwise would have outsourced. By 2015, McKinsey had
recruited and trained two cohorts of Eskom Top Engineers—skilled Eskom internal technical
consultants who were deployed across the business and led Eskom project teams, Each Top
Engineer received a year of training (partly on McKinsey's premises) and access to valuable
McKinsey intellectual property. Annexure AW1 Mandate to Negotiate.
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Challenges at Eskom as of 2015

12. By the end of 2014 and beginning of 2015, South Africa was experiencing severe load-shedding
due to operational issues at Eskom. Eskom was running an unplanned capability loss factor of
25% across its fleet of power stations, which meant that one-quarter of the fleet's generation
capacity was being lost due to unplanned shutdowns, load reductions, or unplanned extensions
of scheduled outages. The energy availahility factor (“EAF”), which measures output as a
percentage of potential capacity, of key power stations had fallen significantly. Frequent and
widespread power outages affected day-to-day life and also jeopardised South Africa’s
economic prospects. At that time, McKinsey had worked at Eskom for many years and knew the
company very well, and we felt a sense of duty to help. McKinsey therefore provided emergency
support to Eskom at no charge. Annexure AW2 Proposal: Offering Eskom our Pro-Bono
Support.

13. In early 2015, Eskom was in a precarious financial position and continued to experience frequent
turnover of senior executives. When Mr Brian Molefe (CEQ) and Mr Anoj Singh (CFQ) began to
transition to Eskom from Transnet SOC Ltd. (“Transnet’) starting in mid-2015, first on
secondment and then permanently, they did not have prior experience working at Eskom or in
the energy industry. To help Mr Molefe and Mr Singh succeed in leading Eskom during this
difficult time, my colleagues and | provided extensive insight and analysis to assist senior
management, as we had done in many prior leadership transitions. As in the past, we did not

charge for this advice. | personally had not worked with Mr Molefe or Mr Singh before.

14. During this onboarding, McKinsey also provided additional advice over a two-month period for Mr
Singh, without charge. Our objective was to determine what performance improvements would
enable Eskom to keep electricity price increases below inflation, while also ensuring the security
of South Africa’s electricity supply and restoring Eskom'’s investment-grade credit rating. The

financial component of this work was performed by Regiments Capital (“Regiments”).

15. The concept developed during Mr Singh'’s onboarding was later developed in further detail and
incorporated into the annual Corporate Plan that Eskom was required to submit to South Africa’s

Department of Public Enterprises by March 2016.

Eskom Proposal of the At-Risk Fee Structure

16. Around late 2014 or early 2015, Eskom approached McKinsey about training a third cohort of
Top Engineers. While the program had been very successful, we understood that Eskom would
not be able to fund another cohort. At Eskom’s request, in late January 2015 my colleagues and
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| prepared a proposal in which McKinsey would train a third cohort of Top Engineers, and Eskom
would only pay McKinsey for the training if Eskom realised savings from certain procurement
projects on which McKinsey worked. Annexure AW3 Proposal: Rapid Realisation of
Procurement Savings. My understanding is that the Eskom board was receptive to approving
the program if the payments were in fact based on savings realised by Eskom. However, Eskom
did not move forward with the third iteration of the program at that time.

17. Around May 2015, McKinsey began to discuss the possibility of a larger “turnaround” program
with Mr Molefe, Mr Singh and others at Eskom. We eventually agreed with Eskom to conduct this
larger turnaround program in conjunction with the Top Engineers program, and to train a greater

number of Top Engineers than previously discussed.

18. Eskom requested that the entire program be funded on an impact or “at-risk” basis. Whether and
to what extent impact had been achieved, and therefore whether payment was owed by Eskom
to McKinsey, would be determined through a validation process that would involve
determinations by both Eskom and McKinsey. While it was possible for McKinsey to earn
substantial fees over the course of the three-year contract, those fees were contingent upon
achieving measurable, validated success in improving Eskom’s performance and reducing its
costs. In other words, McKinsey would only be paid a portion of the benefit that it achieved
for Eskom.

19. Once we started work under the Turnaround Programme with Eskom in early 2016, McKinsey
dedicated significant resources to address Eskom’s immediate challenges, with no guarantee of
ever being paid. At the peak of our engagement, there were approximately 130 McKinsey
consultants working on the ground at Eskom, with many more working at the back office to
support the Turnaround Programme.

20. | had supported working on the Turnaround Programme on an at-risk basis because | believed
McKinsey was doing crucial work and could help Eskom improve its performance. However, this
arrangement created a significant risk to McKinsey as a firm and to me personally as the Co-
Head of the Eskom CST. For instance, we would be paid for our work on the power stations only
if we increased availability of power by a required amount. Since the power stations had
experienced systematic deterioration in availability cver a period of more than five years, it was
uncertain whether we would achieve sufficient availability increases to earn payment. This was a

huge risk for McKinsey and it alsc put significant pressure on the project teams on the ground.
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21. My colleagues and | were aware prior to the start of work on the Turnaround Programme that
National Treasury approval might be required, and discussed this with several individuals at
Eskom in late 2015. Eskom explicitly told us that they had secured approval from the National
Treasury. Indeed, minutes of a 9 February 2016 Turnaround Programme Steering Committee
meeting attended by myself and numerous representatives fram Eskom and McKinsey reflect
that Eskom confirmed at the meeting that approval had been obtained. Annexure AW4 Steering
Committee Meeting Minutes, 8 February 2016.

Extensive Negotiation of the Turnaround Programme

22. Together with McKinsey's in-house counsel and a McKinsey risk director, | led the firm's
negotiations with Eskom for the Turnaround Programme. McKinsey was also represented at the
negotiations by several McKinsey partners who worked on the Eskom CST. The negotiations
began in July 2015 and were largely completed around October 2015. Annexure AW1 Mandate
to Negotiate; Annexure AWS5 Report to the ExCo Procurement Sub-Committee (EXCOPS),
2 October 2015. Negotiations on the final workstream took place in November 2015.

23. Eskom was represented at these sessions by its lead negotiator, several other employees, and
its own in-house counsel. Both McKinsey and Eskom also brought in subject-matter experts as
needed — for instance, when we negotiated the Generation workstream, a number of Eskom
employees who worked in Generation participated in those sessions. Additionally, personnel
from Regiments participated in negotiation sessions with Eskom in November 2015 with respect
to the Balance Sheet workstream, which they were expected to execute alone given their finance
expertise. Though | had not worked with Regiments prior to mid-2015, | understood that several
of my McKinsey colleagues had worked with them for a number of years at Transnet and were

familiar with their work.

24. We conducted approximately 30 full-day negctiation sessions at Eskom’s headquarters, meeting
one to two days per week from July 2015 through September 2015, with two additional
negotiation days in November 2015 regarding the Balance Sheet workstream. Around October
2015, the McKinsey and Eskom negotiation teams had reached agreement on nearly all material
provisions of the Turnaround Programme.

25. | understand that Eskom submitted the results of the negotiations to its senior management and
its board, both of which confirmed the engagement in October 2015. Eskom formally accepted
our proposal and the negotiated terms and conditions of the Turnaround Programme in a letter
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of acceptance dated 17 December 2015. Annexure AW6 Letter of Acceptance, 17 December
2015.

26. The negotiations we conducted with Eskom were lengthy, hard-fought arm's-length commercial
negotiations with multiple representatives present from both sides. Eskom asked many questions
and was a tough counterparty. For example, both sides vigorously negotiated the baselines and
methodology that would be used to calculate impact, as well as what percentage of those

impacts McKinsey would earn as fees.

27. McKinsey was forced to make numerous concessions to Eskom in order to reach agreement.
For example, McKinsey agreed to lower payment rates for projects with recurring impacts, which
significantly reduced the total fees McKinsey could potentially earn over the three-year period
anticipated in the contract,

28. During the course of negotiations and before work started under the Turnaround Programme, my
team and | repeatedly consulted with internal risk committees at McKinsey regarding topics such
as negotiation status, the scope of the program, forecasted fees, the calculation of impact
payments, and standard risk-mitigation measures for working with supplier development partners
(“SD&L Partners”) in general and Regiments and Trillian specifically on a project of this scale
and complexity. As part of these internal McKinsey discussions, we agreed that we would go
forward with the project and conduct diligence of Trillian prior to contracting with them.

29. With the Letter of Acceptance in place, we had a signed agreement between Eskom and
McKinsey and we began work on the Turnaround Programme in January 2016. At the same
time. we continued to work to finalize the Services Level Agreement (SLA). Despite McKinsey's
efforts, Eskom delayed signing the SLA | eventually received the signed SLA from Eskom in late
September or early October 2016. By then, Eskom had terminated the Turnaround Programme
and had compensated McKinsey for our work. At that time, | did not expect that McKinsey would
receive any additional compensation from Eskom.

30. The SLA that | received was signed on behalf of Eskom as of January 7, 2016. After consulting
with in-house counsel regarding the SLA, | signed the SLA on behalf of McKinsey as of January
11, 2016, which was the approximate date that McKinsey began work on the project. |
understood that Eskom's preference was that the SLA be signed as of the effective date, which
was the date that we began work. | regret any confusion that this may have caused.
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McKinsey Did Real Work and Obtained Real Results for Eskom

31. As explained above, by late 2014 and early 2015, South Africa was enduring significant load-
shedding. Eskom’s power stations had not been maintained properly and were breaking down,
and operating staff was often inadequately trained. McKinsey provided emergency support to
Eskom at no charge to address some of these challenges — we viewed it as a chance to support
Eskom on important work. Annexure AW2 Proposal: Offering Eskom our Pro-Bono Support.

32. Additionally, McKinsey invested substantial resources in undertaking the Turnaround
Programme at Eskom in part because we recognised the importance to South Africa of helping
Eskom operate more effectively. McKinsey remained fully committed to Eskom’s success — and
thus the success of South Africa — even after Eskom informed us in June 2016 that their board
had decided to terminate the Turnaround Programme. We performed work for Eskom at no
charge during this period, including working at Eskom’s power stations until August 2016 and at
its cost-plus mines until November 2016, and supporting the Top Engineers program until
July 2017.

33. The work we did at Eskom in 2015 and 2016 — before and during the Turnaround
Programme — had a real, visible impact on Eskom’s operational performance and on South
Africa in a short period of time. One area in particular that demonstrates the impact McKinsey
had in unlocking Eskom's potential was with respect to the availability of electricity, something
Eskom had struggled with for many years and indeed again struggles with now. By mid-July
2016, Eskom had continued to avoid load-shedding and even had surplus capacity. Its fleet-wide
EAF had increased to over 75%, from less than 70% a year prior. Unplanned failures at the
Maijuba station were cut by more than half, from 19% to 8%. Annexure AW7 Top Consultant
Programme — MSA Update and Process Going Forward.

34. The trend of improved Generation performance continued well into 2017 and beyond. Majuba
became a top-performing station in Eskom’s fleet, and fleet-wide performance continued to
improve. Eskom avoided significant load-shedding until June 2018, nearly two years after the
Turnaround Programme was terminated. | believe that if the Corporate Plan that McKinsey
developed with Eskom had been fully implemented through the complete, three-year turnaround
program that was envisioned, Eskom would have been in a stronger position operationally and

may have avoided the serious challenges that it currently faces.

35. In addition to improvements in power availability, the work that McKinsey did at Eskom had a
substantial impact on Eskom’s financial health, which was in a precarious condition in 2015. As
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one specific example of this impact, McKinsey helped Eskom achieve between September 2015
and September 2016 a 1.5% decrease in primary energy costs, which had increased by an
annual average of more than 18% in the previous five fiscal years. More broadly, work done
under the Turnaround Programme resulted in cost savings to Eskom of more than R8 billion
Annexure AW8 Eskom Group Reviewed Interim Results Six Months Ended 30 September
2016.

36. McKinsey's work under the Turnaround Programme also helped further develop Eskom’s human
capital. The Top Engineers program provided opportunities for more than 30 Eskom engineers to
develop valuable professional management consulting skills, receive one-on-one coaching from
senior McKinsey colleagues, and work on high-impact, top-priority projects. These engineers
could then lead projects that Eskom would have otherwise outsourced to external consultants.
McKinsey also provided leadership training tc power-station managers, and revived much-
needed technical trainings for station operating staff. Annexure AW7 Top Consultant
Programme — MSA Update and Process Going Forward.

Introduction to Regiments/Trillian at Eskom and Subsequent Dealings with Regiments/Trillian

Introduction to Regiments at Eskom

37. | first recall being introduced to Regiments around mid-2015, through my work at Eskom. |
understood from colleagues that Regiments had worked extensively with McKinsey at Transnet

for a number of years, including when Mr Molefe and Mr Singh were employed there.

38. As discussed above, when Mr Molefe and Mr Singh transitioned from Transnet to Eskom in mid-
2015, Regiments worked with McKinsey on a two-month project that arose out of the CEQ/CFO
onboarding. | understood that Regiments was an established firm and had relevant expertise on
the financial and balance-sheet aspects of the project, and thus was well-equipped to lead that
portion of the project. | was aware of the project but had limited personal involvement in it, and

thus limited interaction with Regiments at that time.

39. | also understood from my colleagues that McKinsey had previously undertaken a due diligence
review of Regiments while working with them at Transnet, and was comfortable with the team

involved in the work at Eskom.

Mid-2015 Work with Regiments at Eskom
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40. McKinsey presented the model developed during the two-month project to Mr Singh around July
or August 2015, and was asked to support Eskom in writing its annual Corporate Plan based on
the model. Though McKinsey had not previously been engaged to provide support to Eskom in
writing this annual submission, | believe the model was representative of the extensive
institutional knowledge we had of Eskom, and that Mr Singh recognised the importance of such
existing knowledge during a period of great challenges for Eskom, when a sound Corporate Plan

was urgently needed.

41, We wrote a proposal, and the letter of acceptance we received from Eskom specified that
McKinsey was required to engage an SD&L Partner. Given Regiments' financial modeling
capabilities and work on the previous project, which formed the basis of the Corporate Plan, we
envisioned Regiments as the SD&L Partner for the Corporate Plan project.

42. As explained further below, in October or November 2015 we learned that a Regiments partner
with whom we had worked on the two-month project was planning a spin-off of the management-
consulting arm of Regiments, which would ultimately result in the creation of an entity called
Trillian Management Consulting (“Trillian”). We did not have a formal subcontracting agreement
for the Corporate Plan, but we worked alongside Regiments/Trillian, who provided the financial

component of the modeling required for the Corporate Plan.

43. While McKinsey was working with Regiments/Trillian on the two-month modeling project and the
subsequent Corporate Plan, negotiations with Eskom for the Turnaround Programme were
ongoing. | understood that an SD&L Partner would be required, and that Regiments/Trillian
might become the SD&L Partner for the Turnaround Programme.

44. | understood from my McKinsey colleagues that Mr Singh had spoken positively about engaging
Regiments at Eskom based on his experience with their work at Transnet. It was not unusual in
my experience for executives to develop opinions on particular firms based on the work that they
did, and to seek to engage firms that had performed well for subsequent projects. Additionally,
as | noted above, | understood from my colleagues that Regiments had relevant expertise with
financial modeling. 1 did not have any understanding, never heard any suggestion, and never
saw any indication that Regiments or Trillian was suggested by Eskom so that it could be used to
make improper payments to third parties, or for any other corrupt purpose.

Regiments/Trillian Transition

45. As discussed above, around October or November 2015, we learned that a Regiments partner,

Dr Eric Wood, was in the process of buying out the management-consulting arm of Regiments
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from his business partners, and would spin it off into Trillian. At that time, Regiments was already
working on the Corporate Plan and McKinsey was finalizing the Turnaround Programme with
Eskom, which envisioned Regiments as McKinsey’'s SD&L Partner. Though my personal
interactions with Regiments were limited at that time, | understood that many consultants then at
Regiments would move over to Trillian with Dr Wood, and conduct the same management
consulting business under the Trillian corporate name. Thus, McKinsey would continue working
with essentially the same consulting team after the spin-off of Trillian from Regiments.
McKinsey's internal committees raised no concerns in relation to Dr Wood, with whom McKinsey
had worked for several years during his time at Regiments.

| understood that an SD&L Partner was required by Eskom. | also recognised the important
value in building up local firms through the SD&L program, and had previously worked on
McKinsey engagements at Eskom with SD&L Partners. For example, the firm Letsema had
acted as our SD&L Partner on a number of projects with Eskom. In anticipating partnering with
Regiments, and eventually Trillian, | understood that McKinsey would work to build up the
capabilities of a local firm while together doing work that Eskom needed. We anticipated
providing professional coaching and working side-by-side with our SD&L Partner, on real work.

Although Trillian was a new company and still establishing itseif as of late 2015 and into early
2016, | understood it to be a genuine company that did real work as its predecessor company
had reportedly done. From my early interactions with them, | understood that Trillian was eager
to get started on work. However, because they were still building their company, they would
initially need to rely on subcontractors to secure sufficient staffing. In order to build up internal
staffing, | understood that Dr Wood planned to bring current Regiments employees to Trillian and
do additional hiring. He also brought in two executives from another company, Anglo-American

Plc, to help manage Trillian.

McKinsey Anticipated Working with Trillian

48.

In late 2015, there was a great sense of urgency at Eskom to begin our work on the Turnaround
Programme, given the significant and serious challenges that Eskom faced. At the same time, |
understood that Regiments was a known partner that had worked with my colleagues for many
years, and that Trillian would be a spin-off of Regiments with much of the same team. Given
these considerations, | believed that it was prudent to prepare to work with Trillian and start
delivering results to Eskom as soon as possible, in anticipation of Trillian becoming our SD&L

Partner. | fully expected that Regiments/Trillian would perform real work, and ultimately saw that

10
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they did perform real work. Moreover, | had no understanding or belief that anyone intended to
use these companies to make corrupt payments.

In addition, my Eskom CST colleagues and | continued to engage with McKinsey's risk
committees in November and December 2015, keeping the committees informed of our progress
and seeking recommendations and best practices for mitigating risks related to working with
SD&L Partners.

In preparation for starting work on the Turnaround Programme, my colleagues and | drafted a
potential fee table, which was based on forecasts of the program’s total impact over the course
of the complete three-year program. Eskom would only pay these impact-based fees in the event
that the entire Corporate Plan was successfully implemented through the Turnaround
Programme. Consistent with the SD&L requirement formulated by Eskom, the fee table
calculated that 50% of the total impact fees would be allocated to work done by an SD&L Partner
by the end of the three-year period. Annexure AW Draft Table of Potential Fees, December
2015.

In December 2015, my colleagues and | had a series of discussions with Dr Wood and other
individuals at Trillian. Included among the topics addressed were McKinsey and Trillian’s roles
on different workstreams of the Turnaround Programme, plans for professional development of
Trillian consultants, and the proposed division of the impact-based fees that were forecast at that
time.

Ownership Questions and Due Diligence

52.

53.

At the same time, | understood that it was necessary to confirm, as part of our diligence, that
Trillian was black-owned as this was required for McKinsey to satisfy our SD&L obligations. |
requested that Trillian provide its Black Economic Empowerment ("BEE") certificate around
November or December 2015. Dr Wood informed me that they did not yet have the certificate
because the ownership and board structure of Trillian was not yet settled but assured me it
would be forthcoming. At this point, | expected that Trillian would be able to expeditiously provide
its BEE certificate and that it would become our SD&L Partner. However, | would not agree to

formally engage them as our partner until they confirmed their BEE status.

To that end, my then-colleague Mr Vikas Sagar and | requested ownership and shareholding
information from Trillian numerous times, first orally and then by email. Annexure AW10 Email
from B. Smith to A. Weiss and V. Sagar, 9 February 2016. McKinsey eventually made formal
requests in letters dated 25 February 2016 and 10 March 2016, as Trillian repeatedly failed to

11



FOF-07-775 VV8-AW-014

provide the requested information. Annexure AW11 Letter from McKinsey to E. Wood, 25
February 2016; Annexure AW12 Letter from McKinsey to E. Wood, 10 March 2016. The little
information we did receive was incomplete and did not answer our questions. For example,
Trillian’s then-CEQO, Ms Bianca Smith (now Goodson), simply responded by stating that Trillian
Management Consulting, our anticipated partner, was 100% owned by another entity, Trillian
Capital Partners. Annexure AW10 Email from B. Smith to A. Weiss and V. Sagar, 9 February
2016. Dr Wood repeatedly informed Mr Sagar and me that he was still finalizing BEE
shareholders and directors, but failed to provide the information we requested. Given the
continued lack of transparency from Trillian and increasing concerns about whether they were in
fact black-owned, McKinsey engaged an external due diligence firm in February 2016 to try to
obtain more information. During this time, my team and | had several discussions with
McKinsey’s risk committees and individual risk colleagues regarding our efforts to obtain

information from Trillian regarding its ownership.

54. While we were attempting to obtain Trillian’s ownership and BEE information, news reports
published in mid-February 2016 raised questions regarding the political connections of a former
Regiments employee, Mr Mohamed Bobat. Mr Sagar, who had worked with Regiments for
several years while on the Transnet CST, asked Dr Wood to provide information about Mr
Bobat's relationships with Regiments and/or Trillian. We also received a formal request from
Eskom on 19 February 2016 for a response to the news reports about Mr Bobat. Annexure
AW13 Letter from Eskom to McKinsey, 19 February 2016. As with Trillian’s responses to
McKinsey's inquiries regarding its ownership during this period, Trillian's response that Mr Bobat
had no relationship with Trillian was evaluated by McKinsey's risk committees as part of a

broader risk review.

55. On 22 February 2016, McKinsey additionally learned that Trillian was working on both sides of
an Eskom boiler-purchase transaction, which was potentially a material conflict of interest. What
was particularly concerning about this was that Trillian had not disclosed the potential conflict —
McKinsey only became aware of it during a meeting at Eskom. McKinsey then formally
requested additional information from Trillian regarding the potential conflict. Annexure AW14
Letter from McKinsey to Eskom, 24 February 2016; Annexure AW11 Letter from McKinsey
to E. Wood, 25 February 2016.

McKinsey Determined Not to Partner with Trillian
56. By mid-March 2016, McKinsey still had not received satisfactory responses from Trillian

regarding its ownership, despite sending an additional formal request by letter on 10 March 2016,
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Annexure AW12 Letter from McKinsey to E. Wood, 10 March 2016. On 14 March 2018, |
attended a teleconference of McKinsey's Client Services Risk Committee, during which it was
decided that McKinsey would terminate all further partnership discussions with Trillian, a
decision which | supported. Given Trillian's lack of transparency and their failure to provide BEE

credentials, McKinsey determined that we would not partner with them.

57. On 15 March 2016, McKinsey provided Dr Wood with a letter informing Trillian of our decision
not to proceed with them as our envisaged partner on the Turnaround Programme. Annexure
AW15 Letter from McKinsey to E. Wood, 15 March 2016. Mr Sagar and | informed Mr Singh
of Eskom of the decision not to partner with Trillian orally. | then co-signed (with McKinsey's
then-Managing Partner for Africa) a formal letter to Eskom regarding the decision on 30 March
2016. Annexure AW16 Letter from McKinsey to A. Singh, 30 March 2016. \We made it very
clear to Eskom on multiple occasions that we were not partnering with Trillian, both verbally and

in writing.

58. McKinsey still had an SD&L requirement under the Turnaround Programme, but still did not have
a partner. We had not identified any alternate firms, as we had anticipated working with
Regiments and then Trillian. At this time, we developed the idea of creating an SD&L “fund” —
the SD&L share of McKinsey's impact-based fees would go into the fund as fees were accrued.
McKinsey would then decide with Eskom how to allocate fees to meet SD&L requirements, such
as by identifying additional BEE-qualified firms to work on the Turnaround Programme. | raised
this idea informally to Mr Singh and Mr Prish Govender (who was at the time an executive in
Group Commercial) in late April 2016, and later presented it formally to Mr Govender and Mr
Edwin Mabelane (then Chief Procurement Officer) in mid-May, as well as to the Turnaround
Programme Steering Committee in June 2016. We understood that such a fund would still
comply with the BEE requirements. Annexure AW17 Steering Committee Meeting Minutes,
31 March 2016. (Note that there is an error in the date on the front page of these minutes. This
Steering Committee meeting took place in June 2016, as reflected on the last page of the
minutes and the cover slide of the attached presentation deck.)

59. It was McKinsey's intention that multiple SD&L Partners would work on the Turnaround
Programme and be paid from the SD&L fund. We began an internal process to identify potential
candidates to work with for the remainder of this large, three-year engagement. However,
McKinsey and Eskom had not decided on any alternate SD&L Partners by the time Eskom’s
board terminated the Turnaround Programme in early June 2016, approximately two to three
weeks after McKinsey formally presented the SD&L fund concept to Eskom. Nor was the SD&L

fund concept ever finalized prior to Eskom’s termination of the Turnaround Programme.
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9 February 2016 Letter

60. In late January 2016, Trillian asked that McKinsey authorize Eskom to pay Trillian directly for
work that it performed. Trillian subsequently requested in early February 2016 that McKinsey
issue a letter authorizing Eskom to pay Trillian directly for such work. If Trillian had ultimately
been engaged as a subcontractor to McKinsey, one option for payment would have been for
Eskom to pay McKinsey, and then McKinsey would have in turn paid Trillian. | understood that
Trillian and Eskom preferred that Eskom pay Trillian directly for work that Trillian performed.

61. Direct payment by clients to subcontractors is not unusual in my experience and did not raise
concerns for me at that time. | understood that direct payment of SD&L Partners ensured that
Eskom, not McKinsey, received the benefit of BEE supplier spending. Additionally, | understood
from consultations with McKinsey's risk committees in relation to the Turnaround Programme
that it is McKinsey's preference to have subcontractors paid directly, rather than McKinsey acting

as an intermediary between the client and the subcontractor.

62. | understand that Mr Sagar provided a letter to Eskom on 9 February 2016, which was drafted by
our in-house counsel and addressed direct payment from Eskom to Trillian for work on the
Corporate Plan, which had already been performed. The letter did not address direct payment to
Trillian in relation to the Turnaround Programme.

63. | understand that the letter incorrectly described Trillian as McKinsey’s subcontractor. While |
was included on email communications regarding the letter, | was not responsible for drafting the
letter and did not read it at that time, and hence was not aware that the content of the letter was
inaccurate. | did not believe that it was necessary for me to review the letter, as | understood that
Mr Sagar would send the letter and would be advised by McKinsey's in-house counsel.

64. | was not then and am not now aware of any improper motive on the part of anyone — at
McKinsey, Eskom, or Trillian — in relation to the 9 February 2016 letter. Rather, | understood
that the letter related to mechanics for payment for work that Trillian had performed under the

Corporate Plan contract.

65. | now understand that my colleague Mr Sagar may have been in contact with Mr Salim Essa (Mr
Essa) regarding Trillian’s work at Eskom. | was not aware of any such discussions during the

time that McKinsey was working with Eskom and/or alongside Trillian.
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Eskom Continued to Work with Trillian

66. Although McKinsey had decided to terminate partnership discussions with Trillian, Eskom
continued to work separately with Trillian. | understood that while McKinsey had determined not
to engage Trillian as its SD&L Partner, Eskom was able to contract with Trillian if it wished to do
so. As described above, my concerns with Trillian primarily related to whether it was in fact BEE-

certified and thus whether contracting with Trillian would satisfy McKinsey's SD&L obligations.

67. | recall that Trillian worked on three workstreams at this time. It worked separately from
McKinsey on projects related to procurement and Eskom's balance sheet. Trillian also worked
alongside McKinsey on a project related to generation, which involved teams from both
McKinsey and Trillian working on the ground at the Majuba power station. While the McKinsey
team sought to be polite and professional with Trillian, we made it very clear to both Eskom and
Trillian that Trillian was not our partner.

68. At the same time, my team and | had some visibility into the wark Trillian was doing. | observed
that Trillian had teams on the ground, and | understood them to be doing actual work and trying
to help Eskom. | did not have any understanding or reason to suspect that Trillian's continued
engagement was intended as a mechanism for any improper payments.

Turnaround Programme Settlement Negotiations

89. As mentioned above, Eskom's board decided in June 2016 to terminate the Turnaround
Programme. As of this time, McKinsey had not been paid anything for the extensive work
performed on the contract. After Eskom informed us of this decision in writing on 16 June 2016, |
exchanged several letters with Mr Mabelane over the next two weeks about negotiating a
financial settlement. Annexure AW18 June Correspondence Between Eskom and McKinsey.
Ultimately, at Eskom’s direction, my team and | prepared a cover letter for McKinsey's share of
an initial settlement payment calculated by Eskom. We explicitly stated in the letter that the
invoiced amount did not include any BEE partner share. Annexure AW19 McKinsey Invoice,
11 August 2016. | understand that Eskom paid the amount that was invoiced by McKinsey on or
around 16 August 2016.

70. I understand that after Eskom paid McKinsey in August 2016, Mr Singh engaged an external
consultancy to conduct an audit and technical review with respect to the Turnaround Programme,
in order to validate the impact payment calculations used to determine the appropriate

settlement amount. My understanding is that the external review confirmed that McKinsey's
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impact was larger than the calculation used for the initial settlement amount paid to McKinsey in
August 2016. Annexure AW20 External Report, 15 December 2016.

71. Around 14 February 2017, Eskom informed McKinsey that it was prepared to make an additional
settlement payment based on the finalization of its external review of the impact of the
Turnaround Programme. Annexure AW21 Letter from Eskom to McKinsey, 20 January 2017;
Annexure AW22 Letter from Eskom to McKinsey, 9 February 2017.

72. The total settlement offer communicated by Eskom in February 2017, inclusive of the
Turnaround Programme's SD&L share, was approximately equal to the amount of unpaid
impact-based fees that the external report identified as being procedurally validated. Eskom
asked McKinsey to provide documents necessary to effect a final payment, and accordingly my
team and | prepared a cover letter and invoice to Eskom. Annexure AW23 McKinsey Invoice,
21 February 2017.

73. McKinsey's invoice sought payment on behalf of McKinsey only, while acknowledging that a
portion of the impact fees accrued would apply toward satisfying our SD&L obligations. To that
end, the letter dated 9 February 2017 from Mr Mabelane with regard to the final Turnaround
Programme settlement payment to McKinsey references an amount inclusive of the BEE
partner’s portion of the contract, and the follow-on letter dated 16 February 2017 from Mr
Mabelane references “McKinsey and its BBEEE Partner.” Annexure AW22 Letter from Eskom
to McKinsey, 9 February 2017; Annexure AW24 Letter from Eskom to McKinsey, 16
February 2017.

74. The McKinsey invoice did not seek payment on behalf of Trillian. As discussed above, after
McKinsey decided not to proceed with Trillian as our envisaged partner on the Turnaround
Programme, we discussed and proposed to Eskom an alternative SD&L fund into which the
SD&L Partner share of impact payments would accrue. The proposal and discussions we had
with Eskom about this fund anticipated that McKinsey and Eskom would decide together on new
partners and on the allocation of the fees that had accrued. Given the short period of time
between McKinsey's proposal of the SD&L fund and the termination of the Turnaround
Programme by Eskom’s board in June 2016, we ultimately were not able to identify any new

partners prior to the termination of the Turnaround Programme.

75. However, McKinsey was not entitled to the full amount of the settlement offer communicated by
Eskom in February 2017, which as noted included the SD&L share of impact payments. After
discussions with our in-house counsel and the Finance function of McKinsey’s Johannesburg
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office, my team and | included the BEE share in an “SDL Fund Value Created” column of the

invoice to demonstrate our fulfilment of the Turnaround Programme's SD&L obligations.

76. Any assertion that McKinsey directed Eskom to pay Trillian under the Turnaround Programme is
incorrect. McKinsey did not negotiate any settlement on behalf of Trillian at any time, nor did
McKinsey direct Eskom to pay Trillian. As | stated earlier, we made Eskom aware on many
occasions after our 14 March 2016 termination decision that Trillian was not our SD&L Partner.

Conclusion

77. Between 2005 and mid-2017, | had the opportunity to work on a variety of projects small and
large at Eskom, Over time, | came to understand Eskom’s challenges and strengths, and saw
the positive impact that McKinsey’s work could have not only on Eskom, but also on everyday

life in South Africa and the country's economic growth.

78. This impact was possible due in part to the working relationships my colleagues and | built with
our clients at Eskom, who in my experience were well-intentioned and worked hard to help

Eskom succeed.

79. McKinsey worked under many executive management teams during that time period.
Throughout, we focused on executing projects that created value for Eskom and helped improve
its performance — real work that delivered real results. | never understood it to be the case that
the SD&L Partners we partnered or considered partnering with — including Regiments and
Trillian — operated any differently or were used as instruments for corrupt purposes.
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80. | support the important work of the Commission and its crucial mission in combating corruption
and protecting the integrity of South Africa’s state-owned companies. | appreciate the
opportunity to present my recollection of McKinsey's work at Eskom and wish to assist the
Commission however | am able. | trust that this statement will be of assistance to the

Commission.

E— :"'"f—.{--— . - ==
// — //’47/”, ==
=
DR ALEXANDER WEISS

_Zi November 2020
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SUBMISSION TO:

EXCO PROCUREMENT SUB-COMMITEE (EXCOPS) DATE: 22 JUNE 2015
BOARD TENDER COMMITTEE (BTC) DATE: SPECIAL MEETING
1.

EXECUTIVE SUMMARY

TITLE OF THE SUBMISSION

Mandate to negotiate with McKinsey & Co to develop the current Top Engineers
programme into a consuling unit that can provide world class management
consulting services capable of resolving emerging company-wide risks by driving
savings and unlocking cash.

RESOLUTION REQUIRED '

RESOLVED THAT:

The Mandate to negotiate with McKinsey & Co to develop the current Top Engineers
programme into a consulting unit that can provide world class management
consulting services capable of resolving emerging company-wide risks by driving
savings and unlacking cash is hereby approved subject to the following;

2.1 The contract valte will be R0.00 as this initiative is self-funding. Consulting
fees, expenses and performance incentives will be paid out of realized
savings to a maximum of 12% per project with an exit period of 12 months
from start of contract if no benefits are realized.

2.2 The BPP value package on optimisation of Eskom’s fotal external spend,
currently located within Group Commercial be used as a base project to
generate savings for the whole of Eskom that will fund project set-up costs;

2.3  The development of packages relating to the unlocking of cash by optimising
the balance sheet, the unlocking of funding sources through additional
financing opportunities and claim management at Medupi, Kusile and Ingula,
he approved. These projects, together with any other project as may be
identified in the future, may be included in the program at Eskom’s sole
discretion on a case by case basis depending on value to Eskom.

2.4  That a Negatiating Team that will also serve as a Steering Committee for the
development of Eskom Top Engineers consulting unit be authorised under
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3.

the Chairmanship of the Acting Group Executive: Technology and
Commercial 1o develop, negotiate and implement above strategy subject to
Eskom Delegation of Authority.

SUMMARY OF FACTS

3.1

Salient Facts

It is proposed to develop the Top Engineers programme into a fully
functioning consulting unit that can provide world class management
consulting services capable fo resolving emerging company-wide risks as
well as temporarily run critical line functions as the need arises. This will
require fundamental transformation of the current engineering focused Top
Engineer's program through:-

Expanding the professional background of the internal consultants from
engineering to financial, economics and other relevant disciplines;

Forming an internal leadership team by transferring senior Eskom talent
into the unit; .

Developing a knowledge base capable of storing frameworks, best
practice approaches, and benchmark data relevant to all core elements
of Eskom’s business;

Setting up governance within Eskom that gives the unit responsibility for
all external consutting and outsourcing work; and

Adapting the current concept to enable a rapid increase of number of
internal consultants to fulfil Eskom’s current and future neads.

The end state is that the Top Engineers will reach a stand-alone status
where they are able to execute projects on their own.

3.1.1 Background

» Eskom annually spends between R1 Billion and R2 Billion for external

consulting support directly and additionally outsources many tasks
that in principle, a significant part, should be performed by own staff
complement.

»  Given Eskom’s current financial sifuation this amount needs to be

reduced to an absolute minimum as soon as possible. The manner in
which to achieve this target is to build up capacity and capability
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internally. The Top Engineers consulting unit is a vehicle proposed
for that purpose,

» It will be essential that this unit has to have the management
consulting as well as the professional competence to successfully
deliver projects and line function work that Eskom currently seeks
external support for.

Eskom has already started to build such capacity with the TOP Engineers
group. TOP Engineers are young high potentials within Eskom’s
organisation that combine a solid engineering background together with a
one year management consulting skills training by the global leading

~ ¢onsulting firm McKinsey.

To date, 2 cohorts of TOP Engineers, roughly 30 individuals, have
graduated from the programme and taken up consulting work within
Eskom across all functions.

With their consulting work, the TOP Engineers have generated significant
impact. They have designed Eskom's future gas strategy, run various
work streams of Eskom’s BPP programme and rolled out Eskom's new
gold standard for outages execution. Consequently, the TOP Engineers
have saved Eskom approximately R 500 Million in external consuiting
fees.

Further development of the Top Engineers programme and its conversion
Into a capable consulting unit will require services of a suitabie strategic
partner with extensive skills and capabilities in the consulting world.

3.1.2 Motivation for choice of Strategic Partner

it is proposed that McKinsey & Co be chosen as a Strategic Partner
for the development of the Eskom Top Engineers consulting unit.
McKinsey is a suitable due to the following reasons:

= McKinsey developed the original TOP Engineers Programme and
has intellectual property in the design of the programme that
Eskom cannot recreate in respect of:

+ Content of class room training programmes;

« Reverse secondment approach to include Eskom
employees as trainees on McKinsey's engagements within
Eskom and at other clients;

» Specific mentorship methodology to fast track
development; and

Secretary Department
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« Specific evaluation schemes to assess consuiting
readiness of engineers in fraining

» Additionally, McKinsey is the only leading global consulting firm
capable of delivering this world class knowledge in South Africa,
bearing in mind the following:

+ McKinsey is the largest global management consulting
house;

» McKinsey has the largest knowledge development spent in
the industry; -

o McKinsey is a global consulting company with a local
presence of over 20 years, having transformed to a level
1 B-BBEE contributor '

» Eskom has completed the majority of its management consulting
projects with McKinsey support, giving McKinsey privileged insight
into the business, culture, processes, and people of Eskom. This
intrinsic insight cannot be offered by any other consultancy.

3.1.3 Motivation for Type of Contracting

The development of the Top Engineers consulting unit is envisioned
to be a 2-3 year journey. During this period the strategic partner will
lead the internal consulting unit to deliver consulting projects focusing
on accelerating efficiencies that can unlock immediate cash for Eskom
as well as embedding long term efficiencies.

The strategic pariner will make projects accessible as training
environment for the Top Engineers consulting unit. The Strategic
Partner will be paid for their consulting services as well as the
development of the internal consulting unit out of the impact they
generate during these projects and thus be seif-funding. Total fee
volume will depend on the benefits generated for Eskom, however,

fees paid to McKinsey be limited to maximum of 12% per of total savings per
project.

Eskom’s would be required approve work packages that will be
earmarked for savings and the strategic partner will be required to
define savings and capabitity-building targets/objectives early in each
work package.

mpact would be measured separately to ensure transparency and
close monitaring so that management can decide how te continue.
The strategic partner would be contracted on a performance basis,
where Eskom pays professionat fees only if savings are achieved.
However, the contract will include an exit clause after first 12 months
if no benefits are realized.
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3.2

3.3

3.4

3.5

it is proposed that to kick-start the process, the BPP value package
on optimization of Eskom’s external spend currently with the
commercial department be made available as first work packages into
the project.

The development of packages relating to the unlocking of cash by
optimising the balance sheet, the unlocking of funding sources
through additional financing opportunities and claim management at
Medupi, Kusile and Ingula, be included in the programme. These
projects, together with any other project as may be identified in the
future, may be included in the program at Eskom's sole discretion on
a case by case basis depending on value to Eskom.

Kéy Assumptions
None

Financial Implications

The strategic partner will be contracted in a manner that is self-funding and
directly linked to their impact. This means that the professional fees in the
project will be paid out of the cash in-flows generated by the project work,
e.g., procurement savings and will be limited to maximum of 12% per of total
savings per project.

It is anticipated that the positive financial impact of the work of the strategic
partner will exceed their professional fees significantly. This means that the
net financial impact of the above proposed development of the Top Engineers
consuiting unit will be positive.

(t is Eskom’s intention to negotiate zero payment from new cash. This will mean
that the strategic partner will only be paid once savings are realized in a manner
that will first make-up required project set-up costs prior ta kick-in of savings
benefits if realised to a maximum of 12% per project with an exit period of 12
months from start of contract if no benefits are realized.

Human Resource Implications

The scope would include world class consultant support of the
programme for three years to cover at least three cohorts (~30
consultants) of the current Top Engineers programme. This would require
full-time resources at both an associate and project management level
dedicated to the programme, with weekly visibility from the external
consultant leadership.

Risks (including Environment, Legat or Contractual risks)
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Not applicable.
3.6 Verification by independent party (if applicable}

Not applicable.

4. OTHER APPROVALS REQUIRED

Board Tender Committee and Board of Directors approval wili be required.

EDWIN MABELANE
GROUPJEXE! YE: TECHNOLOGY AND COMMERCIAL (ACTING)

DATE 2{93‘

lpfbrmation is correct.
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CHECKLIST 1

N/A | Yes [ No
1. INTERNAL PROCESS
11 BUSINESS PLAN

1.2

13

1.4

1.5

1.6

1.7

Has the projectfissue been included in the business plan? X
(If no, information/explanation to be highlighted in
documentation/ presentation/attachment.)

BUDGET

If financial approval is required, is the project/matter within X
the approved budget?

(If no, information/explanation to be highlighted in
documentation/ presentation/attachment.)

HUMAN RESOURCE IMPLICATIONS

Does the project have any HR implications? X
(If yes, information/explanation to be highlighted in
documentation/presentation/attachment.)

FINANCIAL EVALUATION

- Has the projectfissue undergone a financial
evaluation? (If yes, by whom)

- Has the evaluation been verified? X

- By whom (internally or independent)?

LEGAL/CONTRACTUAL ISSUES

- Are there legal implications? X

- Has Corporate legal department input been obtained?

- Ifso, is the approval sought consistent with the legal
input?

TAX IMPLICATIONS

- Are there tax implications? X

- Has Corporate tax department input been obtained?

- If s0, is the approval sought consistent with the tax
input?

CAPITAL PROJECTS

If the project is of a capital nature the checklist 2 {(attached)

for the evaluation of capital projects should be completed X
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1.8

1.9

1.10

2.1

2.2

2.3

as weill,

TECHNICAL EVALUATION
- Has the project/issue undergone a technical
evaluation? (If yes, by whom)
-- Has the evaluation been verified?
- By whom (internally or independent)?

- BLACK ECONOMIC EMPOWERMENT IMPLICATIONS

Does the project have any BEE impilications?

EMPLOYMENT EQUITY
Was due consideration given to employment equity in
terms of the following:

- Project team
- Drafting of submission documentation
- Individual(s) presenting to EXCO

ADDITIONAL APPROVALS

NERSA
- Is NERSA approval/consulitation required?
- If approval or consultation is required, provide details
and also highlight the time lines, deadlines, etc.

PUBLIC FINANCE MANAGEMENT ACT (PFMA)
- s any PFMA approval required?

ARE THERE ANY OTHER APPROVALS REQUIRED?
IN PARTICULAR

- Reserve Bank

- Competition Commission

- National Treasury

SIGNATURE:

N/A | Yes

No

%r%

WIN MABELANE DATE "\
EXECUTIVE:
E

CHNOLOGY AND COMMERCIAL (ACTING)

B
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BUSINESS UNIT & GROUP TECHNOLOGY

- NAME OF END- DANIE ODENDAAL

*'SER _

wESCRIPTION DEVELOPMENT OF THE CURRENT TOP ENGINEERS PROGRAMME
INTO A CONSULTING UNIT THAT CAN PROVIDE WORLD CLASS
MANAGEMENT CONSULTING SERVICES CAPABLE OF RESOLVING
EMERGING COMPANY-WIDE RISKS BY DRIVING SAVINGS AND
UNLOCKING CASH L

PR NO.:

1. RECOMMENDATION

In accordance with the Iatest revision of Eskom's Procurement and Supply Chain Management
Procedure 32-1034, a mandate is requested to negotiate with Mc Kinsey & Co to develop the
Top Engineers programme into a fully functioning consulting unit that can provide world class
management consulting services capable of resolving emerging company-wide risks by driving
savings and unlocking cash.

The contract value will be RC.00 as this initiative is self-funding. Consulting fees, expenses and
performance incentivas wilf be paid out of realized savings to a maximum of 12% per project,

The contract will be for a period of three (3) years and shall include an exit clause after first 12
months from start of contract if no benefits are realized. It is anticipated that the contracts will
commence on 01 August 2015 or as soon as possible thereafter.

It is to be noted that Mr Dunn Mukosa, the Top Engineers Programme Manager has been
appointed as the Employer's Agent for this contract in terms of NEC Professional Services
Contract, It is hereby confirmed that Mr, Mukosa has received the necessary training, and has the
necessary expertise and experience to manage a contract of this magnitude.

it is further recommended that, Group Executive — Technology & Commercial Division be
authorised, with the power to delegate further, to take alt the necessary steps to give effect to the
above, including the signing of any agreements, consents or other documentation necessary or
related thereto subject to Eskom Delegation of Authority.

240-53463044 Mandate fo neg. McKinsey CONFIDENTIAL TE — Group Technology & Commercial,
Effective 20 August 2012
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T COMMODITY SOURCING
GROUP COMMERCIAL
3 / 07 /zc; .

MR, P GOVENDER DATE

.GE L MANAGER: COMMODITY SOURCING (ACTING}.

GROUP COMMERCIAL

M‘M 67115

MR. D ODENDAAL DATE

SENIOR GENERAL MANAGER - ENGINEERING (ACTING)

GROUP TECHNOLOGY AND COMMERCIAL

QOLG 9’7“7/ &>
%8( ABELANE DATE
ROUP EXECUTIVE: TECHNOLOGY AND COMMERGIAL (AOTING)
G OMMERCIAL
240-53453044 Mandale to ned. MoKinsey CONFIDENTIAL TE ~ Group Technology & Commarclal,

Effective 20 August 2012
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2, BACKGROUND

The Top Engineers programme was launched in November 2012, as an SD&L
requirement for McKinsey & Co on the extended outage contract. The first cohort began
their training in February 2013 and graduated in March 2014. The second cohort has
completed their training and will be graduating in June 2015. The aim of the programme
was to develop engineers into consultants at an associate level within 12 months.

The programme was structured in a field and forum format, in which the field experience
comprised McKinsey & Co engagements in Eskom. The first year of the programme was
highly successful, with impact being felt across the engagements in which the engineers
were involved. Internal capability to conduct short-duration and high impact projects that
would ordinarily be outsourced to a management consulting firm is the expected benefit
that Eskom will derive from the project.

It is anticipated that Eskom will save at least R500 million of the total of R1 billion that
the company spends per year on External consuitants when the Top Engineers consulting
unit is fully capacitated within Eskom. Given Eskom’s current financial situation this
amount needs to be reduced to an absolute minimum as soon as possible. The manner in
which to achieve this target is to build up capacity and capability internally. The Top
Engineers consulting unit is a vehicle proposed for that purpose.

It will be essential that this unit have the management consulting as well as the
professional competence to successfully deliver projects and line function work that
Eskom currently seeks external support for. However, Commercial is in the process of
establishing a Panel of Strategic and Business Management Consulting to service the
business during this period of establishing the unit.

Eskom has already started to build such capacity with the Top Engineers unit. To date
two (2) cohorts of Top Engineers, roughly 30 individuals have graduated from the
programme and taken up consulting work within Eskom across all functions.

Within their consulting work, the Top Engineers have generated significant impact. They
have designed Eskom's future gas strategy, ran various work streams of Eskom’ s BPP
programme and rolled out Eskom’s new gold standard ar outages execution.

Further development of the Top Engineers programme at its conversion into a capable
consulting unit wili require services of a suitable strategic partner with extensive skills and
capabilities in the consulting world.
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Purpose

It is proposed to develop the Top Engineers programme into fully functioning
consulting unit that can provide world class management consulting services capable
of resolving emerging company-wide risks. This will require fundamental
transformation of the current engineering focused Top Engineer’'s programme

through:-

o Expanding the professional background of the internal consultants from

engineering to financial, economics and other relevant disciplines.

Forming an internal leadership team by transferring senior Eskom talent into the
unit;

Developing a knowledge base capable of storing frameworks, best practice
approaches, and benchmark data relevant to all core elements of Eskom's
business

Setting up governance within Eskom that gives the unit responsibility for all
external consuiting and outsourcing work.

Adapting the current concept to enable a rapid increase of number of internal

consultants to fulfil Eskom’s current and future needs.

It is the intent that the Top Engineers will reach a stand-alone status where they are

able to execute similar projects on their own.

The procurement mechanism selected to enable this service is that of negotiations,
without prior tendering. The selection of this procurement mechanism is based on:

Reason for the use of negotiations without prior tendering

Tick

Dealing with an Eskom Internal Supplier in terms of the Hierarchy of Supplier
Preference

No other financially, commercially or technically acceptable tenders were received in
response to a previous valid tender / enquiry, sent to the open market or fo a valid st
of 3 {three) or more potential suppliers as verified in writing by the Category Manager /
Procurement Manager

Assets, goods or services can be supplied only by one particular supplier and no
reasonable alternative or substitute exists, for example for reasons connected with
patents or copyright, orin the absence of competition for fechnical reasons

Events unforeseen make it extremely urgent to obtain ceriain assets, goods or
services, which could not be obtained in time by means of an open or closed tender /

enquiry. fThe unforeseeable urgency of the requirement and its impact on the
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Eskom business must be clearly demonstrated before the PTC as poor planning
will not be an acceptable reason for bypassing the use of competitive tendering]

A change of supplier would compel Eskom to obtain spare parts or additional assets,
goods or services that are not compatible or interchangeable with existing assets,
goods or services that were obtained from an original supplier or original equipment
manufacturer (OEM)

Eskom procures prototypes, goods or services that are developed, at Eskom's
request, under contract for research, experiment, study or original development, and
Eskom obtains the rights to the design. After the development contract has been
fulfilled, further purchases (re-buys) are subject to Eskom's normal procurement
pracedures, using the design so obtained

Due to unforeseeable circumstances, additional construction services which are not
part of the initial contract hecome necessary in order to complete the plant, system or
works. If these additional construction services are within the objectives of the original
enquiry / tender documents, Eskom may negotiate contracts for additional construction
services with the original appointed supplier, provided that separating the additional
construction services from the original contract will be difficult for technical and
economic reasons, and that the separation will cause significant cost (e.g. site set-up
costs) or time constraints to Eskom

Assets, goods or services being procured under a new contract / project is a repetition
of similar / identical assets, goods or services procured against contracts that form | = X
part of a programme / project for which an initial contract was awarded using tendering
procedures, and where Eskom indicated, in the notice of intended procurement or in
the enquiry or tender documents for the initial procurement of the goods / services, |
that further contracts may be awarded using negotiated contracting procedures

Eskom buys commodities on a commodity market

Eskom has the opportunity to buy under exceptionally advantageous conditions that
only arise in the very short term. This provision covers unusual disposals by entities
that are not normally suppliers, and the disposal of assets of businesses in liquidation
or receivership. it does not allow for routine purchases from regular suppliers, and
specifically excludes purchases of remaining stock after the expiry of a Framework
Agreement or from unsuccessful suppliers

Releases {sub-orders) are placed on a previously approved Framework Agreement,
where only delivery may be negotiated

A Sole Source Justification Form was previously approved (as verified by signed and
approved minutes and a copy of the original SSJ) by a procurement / tender
commiittee for a stipulated period of time
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3. SCOPE OF SERVICES

The scope of services was compiled by Mr Prish Govender, the GM: Commodity Sourcing
{(Acting), Group Technology and Commercial Division.

The key scope and deliverables for the external support would include:

The development of the current Top Engineers programme into a consulting unit that
can provide world class management consulting services capable of resolving
emerging company-wide risks by driving savings and unlocking cash by doing the
following:

s The BPP value package on optimisation of Eskom'’s external spend, currently
located within Group Commercial be used as a base project to generate '
savings that will fund project set-up costs;

¢ The development of packages relating to the unlocking of cash by optlmlsmg
the balance sheet, the unlocking of funding sources through additional

~ financing opportunities and claim management at Medupi, Kusile and Ingula,
"be included in the programme. These projects, together with any other
project as may be identified in the future, may be included in the program at
Eskom’'s sole discretion on a case by case basis depending on value to
Eskom;

« Designing overarching programme approach and format, which would include
developing the programme structure and helping set up the programme,
governance structure and supporting the work allocation process.

o Providing light-touch project management support, with the focus on mentoring,
coaching, training, project tools and benchmarking.

o Teaching, coaching and instilling the core fundamentals of good governance
and leadership.

« Designing the impact tracking approach, this would provide progress and the
effectiveness of the programme.

« Designing and delivering a development programme for the engineers that
builds on, but goes beyond the current foundation training. This should build the
skill base from a world class associate to a world class project manager. The
programme should focus on, but is not limited to, operations, lean principles,
change management, excellence and transformation. industrial visits should be
facilitated by the external consultant support.
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s The scope would include world class consultant support of the programme for
three years to cover at least three cohorts (~30 consultants) of the current Top
Engineers programme. This would require fuli-time resources at both an
associate and project management level dedicated to the programme, with
weekly visibility from the external consuttant leadership.

The programme will follow the following schedule:

| skill level

First Rotation Second Rotation Third Rotation
(Year 1)
Junior Solving complex business Engaging business Becoming a business
Consultant | problems clients partner
(Year 2)
Senior Establishing coaching
Consultant | Management Master class Leading a project team | basics
{Year 3) - Becoming a thought
Project Managing a team of partner and senior
Manager | Leading transformation projects | consultants manager
Table 1: Overview of development activities
31 Timelines
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& Mumber of Top

Engineers in pipeline

Skill level
201? - 2014 2015 i 2016 2016
= Top Engineer Training: . s :
Business Analyst role 1 "¢ _(chtTu_eE Epfrfn_t_lies_h!f _______ Project
ﬂ Maﬂager
* Top Engineer Training: _ o
Business Analyst role Continued apprenticeship o L0
m consultant
Top Engineer Training: Continued
Business Analyst role  apprenticeship Junior
W i e e e consultant

1 Typical attriion rates assumad

Figure 1: Shows the 3 year objectives of the programme

The above is the timeline that was originally proposed. Some of the timelines in the journey
map given above have not been met which will result in a delay of about one year.

. BENEFITS TO ESKOM

The programme was structured in a field and forum format, in which the field experience
comprised McKinsey & Co engagements in Eskom. The first year of the programme was
highly successful, with impact being felt across the engagements in which the engineers
were involved. Internal capability to conduct short-duration and high impact projects that
would ordinarily be outsourced to a management consulting firm is the expected benefit
that Eskom will derive from the project.

It is anticipated that Eskom will save at least R500 million of the total of R1 billion that
the company spends per year on External consultants when the Top Engineers consulting
unit is fully capacitated within Eskom. This highlighted the need for the further
development of the skills beyond an associate level to a project manager level in order to
empower the current candidates who have been through the Top Engineers Programme
to run projects independent of the external consultant support.

Below are the benefits for implementing the Programme.

o Reduction of the dependence on External consultants.

240-53463044 Mandate to neg. McKinsey CONFIDENTIAL TE — Group Technology & Commercial,
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¢ Cost reduction on consuitants.
« The development of the Top Engineers from associate to project manager level.
¢ Retention of the current Top Engineers.
« Development of effective change agents.
« Development of the high performing cufture in Eskom.
e The access to benchmarks from around the world.
e Access to leading expertise in wide-specira of business.
« Menforship and coaching in managing the challenges in the organization

5. SHAREHOLDER VIEW & RISK SUMMARY

Not applicable

. 6. MOTIVATION FOR THE SUPPLIER AS A SOLE SOURCE

It is proposed that Eskom enter into negotiations with McKinsey & Co as a Strategic
. Partner for the development of the Top Engineers consulting unit. Mc Kinsey is a suitable
partner due to the following reasons:

. McKinsey developed the original Top Engineers Programme and has intellectual property
" in the design of the programme that Eskom cannot recreate in respect of:
+ Content of class room training programmes;
« Reverse secondment approach to include Eskom employees as trainees on
McKinsey's engagements within Eskom and other clients;
Specific mentorship methodology to fast track development; and
Specific evaluation schemes to assess constlting readiness of engineers in
training
¢ Additionally, McKinsey is the only leading global consulting firm capable of
delivering this world class knowledge in South Africa, bearing in mind the
following:
o McKinsey is the largest global management consulting hotse;
o McKinsey has the largest knowledge development spent in the industry,
o MecKinsey is the only global consulting company with a local presence of
over 20 years, having transformed to a level 1 B-BBEE contributor
o Eskom has completed the majority of its management consulting projects
with McKinsey support, giving McKinsey privileged insight into the
business, culture, processes, and people of Eskom. This intrinsic insight
cannot be offered by any other consultancy.
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6.1 Motivation for Type of Contracting

The development of Top Engineers consulting unit is envisioned to be 2-3 year journey.
During this period the strategic partner will lead the Top Engineers consulting unit to
deliver consulting projects focusing on accelerating efficiencies that ¢an unlock immediate
cash for Eskom as well as embedding long term efficiencies.

The strategic partner will make all of these projects accessible as training environment for
Top Engineers consulting unit. The Strategic partner will be paid for their eonsulting
services as well as the development of the Top Engineers consulting unit out of the
impact they generate during these projects and thus be self-funding. Total fee volume wili
depend on the benefits generated for Eskom. However, the fees payable will be limited to
a maximum of 12% per of total savings per project.

Eskom would be required to approve work packages that will be earmarked for savings
and the strategic partner will be required to define savings and capability-building targets/
objectives early in each work package.
impact would be measured separately to ensure transparency and close monitoring so
that management can decide on how to continue. The sfrategic partner would be
contracted on a performance basis, where Eskom pays professional fees only if savings
are achieved. However, the contract will include an exit clause after first 12 months if no
henefits are realized.
It is proposed that to kick-start the process, the BPP value package on optimization of
Eskom's external spend currently with the commercial department be made available as
first work packages into the projects.
A Sole Source Justification Form, completed and is attached hereto.

7. COST COMPARISON ON A COMMON BASE

Not applicable

8. COMMERCIAL EVALUATION

This is sole sources transaction.

9. FINANCIAL EVALUATION AND COMMENTS ON CPA CONDITIONS

Upen approval of the mandate to negotiate, the CPA will not be applicable as the

transaction is expected to be self-funding.
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10.FINANCIAL ANALYSIS OF THE TENDERER / SUPPLIER
Upon approval of the mandate to negotiate, the audited financial statements for the past
two (2) shall be requested. The outcome of the financial analysis of the recommended
service provider will be submitted with the feedback report.

11. TECHNICAL EVALUATION

N/A — Sole source

12.SD&L REQUIREMENTS

In order to ensure that transformation requirements are met in this transaction, the SD&L
input to this strategy, the following SD&L requirements will be incorporated into the
strategy.

Training and Mentorship

The ftraining of the agreed candidates will be representative of the previously
disadvantaged individuals. Such training will provide all the necessary hands on
mentorship to equip the candidates with a measurable outcome thereby equipping them
to become fully fledged Management Consultants. The end result should be a formal
accreditation of the candidates on the McKinsley methodologies.

IP, Tools and Methedologies
The [P, tools and consuiting methodologies will be transferred to Eskom and the chosen

candidates in order for them to replace McKinsley in future contracts.

13.SHEQ
This section is not applicable.

14, MANDATE OBJECTIVES

It is Eskom's intention to negotiate zero payment from new cash. This will mean that
the strategic partner will only be paid once savings are realized in a manner that will
first make-up required project set-up costs prior to kick-in of savings benefits if realised
to a maximum of 12% per project.

240-53463044 Mandate to neg. McKinsey CONFIDENTIAL TE - Group Technology & Commercial,
Effective 20 August 2012




FOF-07-801

VV8-AW-040

Revisio Rev, 1
@ ESkOm Mandate to Negotiate — No Prior evision
Tendering / Sole Source Revision Date August 2015
Group Technology and
Gommercial

240-53463044
Unique ldentifier

The contract will be for a period of three (3) years and shall include an exit clause after first 12

months from start of contract if no benefits are realized.

The BPP value package on optimisation of Eskom's total external spend, currently located
within Group Commercial be used as a base project to generate savings that will fund project

set-up costs;

The development of packages relating to the unlocking of cash by optimising the balance
sheet, the unlocking of funding sources through additional financing opportunities and claim
management at Medupi, Kusile and Ingula, be approved. These projects, together with any
other project as may be identified in the future, may be included in the program at Eskom’s sole
discretion on a case by case basis depending on value to Eskom.

OTHER

The following additional issues will form part of the mandate objectives:

» Negotiate SD&L and skills development compliance matrix.

15. NEGOTIATION TEAM

Based on the expertise required to achieve the stated aspiration base and mandate

objectives, the following individuals are nominated to form the negotiation team:

NAME

DESIGNATION

ROLE

Prish Govender

Acting Commodity Sourcing
General Manager

Lead Negotiator

Ntornbizodwa Senior Manager - Commercial | Commercial Representative

Mokoatle

Johnstone Makhubu | Senior Manager - Business | Business Representative
Enablement

Freddy Ndou Acting DE (Office of the CE) Business Representative

Snehal Nagar Senior  Manager Finance | Financial Representative
Business

Mandla Gobingca

Senior Manager — SD&L.

SDE&L Representative
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Memorandum to
Dan Marokane, Group Exsgcutive Group Capital
Matshola Kok, Group Execulive Technology and Comrmercial

From

Norbert Doerr
Michael Kloss
Alexander Weiss
Lorenz Juengling
Peter Safarik

February 4, 2015

Offering Eskom our pro-bono support

Dear Dan and Matshela,

In the spirit of our longstanding partnership, we at McKinsey & Company feel

- obliged to help Eskom during the current erisis. As a result we would like to offer

you pro-bono support using our resources and expertise. This short memo outlines
how we would propose structuring such an intervention.

OUR UNDERSTANDING OF YOUR CURRENT SITUATION

Eskom’s generation system is currently experiencing unprecedented strain, In
recent weeks we have witnessed catastrophic failures of critical aggregates at
Duvha and Majuba, UCLF has hit record highs at 25%, and Koeberg had to
undergo an emergency shutdown last weekend due to a transformer fault.

Initial analysis has revealed that — besides a deteriorating asset base — operator
errors are a major contributor to the current situation. Based on our experience, we
believe turning Eskom’s generation system around will require a multi-year
Jjourney addressing asset integrity as well as skills, mindsets and behaviours.

FOCUS OF OUR PROPOSED SUPPORT

As an emergency intervention, last week Eskom sent roughly 30 E-band managers
to its power stations. Their mandate is to obtain more transparency on the root
causes of problems and stabilise performance, and ultimately start the journey of
Eskom’s turnaround, This is a significant resource commitment on Eskom'’s part,
and also a very challenging assignment.

VV8-AW-042
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We propose focusing our pro-bono support on helping make this group of general
managers successful, by means of the following three elements

1. Centrally coordinate the E-band manager deployment

2. Setup an Emergency PMQ as a ceniral body for storing information and
making decisions

3. Complete an-site diagnostics to increase transparency on asset status and
operator performance

Coordinating the E-band manager deployment

Eskom’s decision last week io send roughly 30 E-band managers to the power
station is a significant commitment of senior management capacity, To be most
effective, these managers need to be properly coordinated.

We would suggest the fellowing coordination activities:

= Identify the specific expertise of each intervention manager based on her/his
experience, and match it to specific station needs

e Create a set of standard reports on each station’s assef base and operational
practices, to be collected and quality checked by the managers and then sent to
the Emergency PMO

m Convene a weekly coordination meeting with the whole cohort, to exchange
observations and align on priorities for emergency interventions

m  Support the managers in involving additional infernal and external experts and
resources to increase their effectiveness

Setting up an Emergency PMO

Eskom has had very positive experiences with setting up central performance
management offices. Successful examples include the OPIC for planned outages,
and the MPIC for delivery of Medupi.

The role of such a centre in the current crisis would be to create “one view of the
world” for the current status of Eskom’s generation system, as a basis for decision
making by Exco and communication to external stakeholders.

To achieve this level of transparency the Emergency PMO would monitor a
comprehensive set of key performance indicators covering Eskom’s generation
asset base, These would inchuide:

= Upcoming critical maintenance and outage activities
m  Fuel availability (diesel and coal)

» Adherence to operational standards
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» General asset condition

» Resolution of unplanned capacity loss events

During weekly meetings with key Exco members, the Emergency PMO would
facilitate the identification and prioritisation of major interventions to trigger
Eskom’s turnaround.

We suggest setting up the Emergency PMO on the third floor in MWP, right in
front of the offices of Eskom’s executives, to ensure ready access to its critical
information.

On-site diagnostics

Given the criticality of the situation, Eskom has little margin for further errors. In
addition to the Emergency PMO collecting KPIs on the current status of Eskom’s
generation system, it will be vital to obtain first-hand impressions of the local
situation at the stations and check that the reported information is correctly
interpreted.

We would therefore propose a regular schedule of visits to stations by members of
the EPMO as well as internal and external experts. These diagnostic visits should
be conducted jointly with each power station’s management team, and ideally with
the power station manager and his key engineers present.

The insights from these on-site diagnostics would be fed back to the Emergency
PMO, to update its fact base and trigger short term interventions where necessary.

CONFIGURATION OF MCKINSEY SUPPORT

We would provide a full-time team for three months, composed of an engagement
manager and three consultants. This leaves sufficient time for the team to have
impact, but will also force an early review of the approach. We envisage that the
team should also be joined by 3-4 TOP engineers, to make the effort sustainable
and transfer skills.

The team would be led by Lorenz Jungling and Peter Safarik, principals in our
Johannesburg office, whom you know from previous projects. Michael Kloss and
Norbert Doerr, direciors in our Johannesburg office, would provide overall
guidance and ensure quality control.

Exactly as in other engagements, the team would also draw on a number of experts
from our Electric Power and Natural Gas Practice such as Paul Kolter {expert
principal from Houston), Jochen Laiz (expert associate principal from Cologne), or
Jiri Franta (senior expert from Prague).

VV8-AW-044
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We would provide this support pro-bono, i.¢., not charge any professional fees
during the three-month period of the engagement. The value of such suppont,
according the standard Eskom rate card, would amount to R21.1 million without
travel and accommodation expenses and without VAT. We are happy to offer this
support in the context of this proposal pro bono to Eskom.

PRE-REQUISITES FROM ESKOM

Several pre-requisites are necessary from Eskom’s side to make such an
intervention successfhl

m Enforcing transparency by holding a weekly performance review of the
individual power stations

»  Commitment to freeing-up analysis of the above-mentioned technical data
m  Commitment of the GM intervention group for collaboration

m A weekly Steering Committee with the COO/CEQ

x  Commitment to the on-site diagnostic visits

w Enforcing coordination of the intervention GMs through their direct exposure
to the COG/CEO '

Based on our decades-long global experience with turnarounds and performance
transformations, we strongly believe the above actions are vital as the immediate
and first step. We have a team of highly qualified specialists on standby to support
you, aid are ready to discuss this offer further at your earliest convenience.
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Memorandum to

Matshela Koko, Group Executive, Group Technology, Eskom
Tsholofelo Molefe, Financial Director, Eskom

Johnstone Makhubu, General Manager, Group Commercial, Eskom

Rapid realization of procurement savings

Thank you for inviting McKinsey & Company to propose how we could support
Eskom in accelerating the savings generated in the procurement work stream of
Eskom's BPP programme. Through our long standing relationship with Eskom we
very well understand the challenging situation Eskom is facing at the moment and
the resulting importance to generate cash savings quickly,

As per your request, we have outlined in the following pages how we would
structure and support such an effort, taking your specific requirements into
account. Our proposal is structured in the following way

m Project context and scope

m Overall programme design

m Proposed approach

m  Structure and timeline

m Proposed McKinsey support and
m Commercial offer

Please regard this memorandum as an initial draft that we would be most happy to
amend based on further discussions with you.

PROJECT CONTEXT AND SCOPE

Eskom is struggling with increasing operating cost for a number of varying reasons
that largely lie beyond Eskom’s control. NERSA’s determination to grant only an
increase of 8% of power tariffs compared to Eskom’s initial request for 16% p.a.
has created an initial financial gap of R225bn over the MYPD?3 period. To address
this gap Eskom initiated a Business Productivity Programme (BPP) targeted at
reducing inefficiencies in the business. The revised BPP objective was to maintain

McKinsey & Company
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a R251bn CAPEX budget with R50 60bn cash savings vs, the Oct 2013 response
budget in order to close the financing gap.

As part of the BPP programme, a procurement initiative was set up with the
expectation of achieving rapid savings of R7.3bn for the MYPD3 while more
complex cost levers were being addressed. Our understanding is that there have been
challenges in attaining the required cost reduction and only four of the thirteen
business cases originally developed within Commereial Division have delivered
savings of in total R338m against a target of R1.1l 4bn for FY [4/15. To date there
is limited transparency about the root causes for this underachievement and no
interventions have been put in place.

The scope of this project is to Turnaround the BPP procurement work stream and
deliver rapid procurement savings and working capital reduction. At the same time
the necessary structure, resources, tools and skills should be put in place to allow
Eskom to sustainably deliver further savings going forward.

OVERALL PROGRAMME DESIGN

In order to-achieve the accelerated impact required we propose the following design
principles for the project

m Realise quick wins first: In order to accelerate savings generation we will
initially focus on quick wins. Based on our experience we believe that these
can be found in multiple areas including eliminating price differences for
same/ similar parts across suppliers, contract consolidation and demand
management including inventory reduction across stations.

m Implement innovative rapid transformation methods: McKinsey
undertakes a variety of innovative methods to successfully drive rapid
transformations. This includes involving former Chief Procurement Officers
who will get directly involved in diagnostic work and actual price negotiations
with suppliers.

m Undertake capability building: Eskom’s TOP Engineers have already been
involved in the BPP procurement effort. We firmly believe in further building
these capabilities within Eskom by launching a third cohort of TOP Engineers
that is open to a broader audience and can be firmly integrated into this project
to build a future procurement core team within Eskom.

m Implement performance based compensation: As a real demonstration of
our belief in the savings that can be taken out of Eskom’s current procurement
spent, McKinsey is willing to operate on a full performance based fee contract.

McKinsey & Company
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PROPOSED APPROACH

Given that the BPP procurement effort is already well under way and has gathered
momentum we would choose a project approach that consists of the following
two phases:

— Turnaround Phase that will focus on accelerating the current BPP
procurement cfforts and laying the foundations for the subsequent category
phase

— Category Work Phase that addresses Eskom’s entire spend

Turnaround Phase

During the initial Turnaround Phase of the project we will focus our supporton
three major work streams.

Firstly, we will support and expedite Eskom’s ongoing BPP procurement sayings
efforts with McKinsey expertise and methodology. The BPP procurement team is
currently executing a number of work packages including Transformers, MV

‘motors, Cables and Conductors, GC Group Excellence, Grinding Media, Diesel, ,

Spares Inventory, Obsolescence, HR Value package and Shipping & Haulage with
significant spend volume. We would propose to continue these efforts and support
them with additional diagnostic content, negotiation preparation and support to
ensure that maximum savings in these work packages is achieved.

Secondly, as outlined above we believe that there is significant quick win potential
in Eskom by pulling the following quick high impact levers

m  Eliminating price delias: Significant volumes of same and similar products
are still bought through different contracts across Eskom

w Inventory oprimisation: rapid reduction of the current level of R12bn working
capital through centralisation of spare parts and consumable warchousing
across Eskom's power station fleet

m  ‘Turning off the taps': reducing usage of certain commodities and services by
implementing strict controls to limit ordering and maverick buying

w Leveraging Eskom’s purchasing power: cancelling or renegotiating contracts
or issuing discounts demands for contracts where Eskom is a major buyer in
the local market

m Top down cost control: Implementing central reduction of budgets and
requiring justification once existing budgets reach critical levels

McKinsey & Company
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The third work stream would focus on setting up a successful long term
procurement effort at Eskom that over time addresses the Eskom’s entire spend.
Therefore we would propose to complete the following steps

m Develop an agreed spend baseline that takes factor cost increases, inflation
and changes in Eskom’s demand patterns into account

m Review the effectiveness of Eskom’s current procurement practices and
organisational capabilities using McKinsey's proprietary Global Purchasing
Excellence Survey (GPE) Benchmark

m Refine procurement savings and working capital targets, levers and solutions
based on McKinsey proprietary Commodity Database

m Reprioritise Eskom's spend categories into a suitable wave plan for
accelerated savings delivery

m Develop a performance based McKinsey compensation mechanism

Key focus of this phase will be the expedited realisation of savings for the current
financial year. This will therefore require significant support from Eskom’s
executives in making time sensitive decisions and implementing requisite changes.

- Category work phase

For the actual category work we propose to use McKinsey's proven BUYER
framework to attain savings and release working capital. This framework follows
the standard strategic sourcing process and uses the following procurement tools
and methodologies

m  Total Cost of Ownership: Account for all cost that incur over the life span of
a pait or machine including decommissioning/ recycling and comparing with
alternatives

m Best practice negotiations: Build advantaged fact base prior to negotiations,
e.g. “should cost models”, supplier analysis and low cost country sourcing

m Specification optimisation: Conduct tear downs, design to value, specification
consolidation and define fit for purpose specs

m Contract Price Adjustment: Analyse price indices in detail and build bottom
up costing models

m  Supplier Collaboration: Various approaches depending on the size of supplier
and specific context, from supplier workshops to longer term strategic
partnerships

McKinsey & Company
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We suggest that the category work is structured in a savings wave plan that
prioritises high potential savings categories and considers realisation requirements.

The BUYER approach is a structured, wave based concept and will be
supported by capability building

Eskom’s“Top-BUYER"
Programne

& e — .

Capability building and skills transfer

In order to ensure the long-term sustainability of Eskom’s procurement work, it is
essential to set up a dedicated skill building effort in parallel. We therefore
propose to initiate a Top Buyer programme that will expose about 5 10 young
high caliber procurement professionals to McKinsey tools and best practices.

We propose to run this programme together with the third cohort of Top Engineers
that will be starting in Q1 2015. For the Top Buyers, the formal training will be
modified to include procurement specific modules like category strategy, baseline
analysis, total cost opportunity, demand management, supply market dynamics,
waste identification, purchasing analytics, supplier management and negotiation
war gaming.

McKinsey & Company
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PROJECT STRUCTURE AND TIMELINE

Steering committee, project team and stakeholder engagement

The overall project will inevitably impact significant aspects of Eskom’s business
and its subsidiaries and relationship with external suppliers and Original Equipment
Manufacturers (OEMs). Therefore it will be critical to involve key stake holders
ensuring integration and buy in throughout Eskom.

Generally we suggest the following setup (see chart)

m Savings Review Panel comprised of three Eskom executives and two
MecKinsey partners to review and approve all savings numbers and targets plus
providing oversight to the project.

m A joint project team comprising of

— A full time Eskom senior commercial general manager who leads the
overall effort and manages stakeholder relations

— Six experienced commercial managers plus supporting Eskom resources
from relevant areas like Finance, Technology, Generation

~ Four senior Eskom Top Engineers (first or second cohort)

— Five to ten Eskom Top Buyers
m  McKinsey project support as appropriate:

Suggested team setup and governance approach
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High level Turnaround Phase project plan
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As outlined above we would structure the overall project into two phases.

The initial Turnaround phase geared at realising savings for this financial year will
take 6 to 8 weeks depending on the timeline of ongoing activities at BPP as well as
resource and data availability.

McKinsey & Company
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The Category Work Phase will be structured in 16 weeks waves each. Depending
on the exact wave plan to our experience this phase will take up to 2 years to touch
all of Eskom’s spend categories.

PROPOSED MCKINSEY SUPPORT

McKinsey team on the ground and senior leadership

McKinsey will provide a team with significant global expertise and knowledge in
both procurement and in cost reduction programmes within the Electric Power
sector.

As with our other support form Eskom this team will comprise of a mixture of a
full-time team on the ground that will run the day to day operations plus senior
McKinsey leadership support and access to our global experts.

The full-time team will be structured as follows:

m Turnaround Phase: For this initial 6 to 8 weeks we will have a full-time
« project manager plus three experienced consultants. We would also involve
one of our procurement experts full time in the Turnaround phase.

a Category Work Phase: Support during the Category Work Phase is highly
dependent on the category wave plan as well as the individual challenges in
each category (supplier base, geographical reach, localisation requirements).
We will define our support during this phase in more detail during the
programme design but based on our experience would suggest two full time
project managers plus 6 experienced consultants during the initial waves of
the programme.

The overall consulting team would be led by Michael Kloss, a director in our
Johannesburg office, Alexander Weiss, a director from our Berlin office and
Lorenz Juengling, a partner from our Cologne office.

In addition, Aleck Matambo, a Senior Implementation Lead from our
Johannesburg office will coordinate our day to day efforts on the ground.

Procurement experts

As already mentioned above McKinsey is able to provide additional on the ground
support by former Chief Procurement Officers. Their individual deep expertise and

McKinsey & Company
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first hand experience isan invaluable addition to the consulting team and the Eskom
people involved in the programme, We would suggest to involve two of these
individuals in our programme where appropriate

w Dr Peter Krampf who is a former Chief Procurement Officer and previously
Head of Strategy at EnBW. He has implemented multiple savings
programmes at utilities each averaging €1 bn. He is also a published author
on innovative and best practise global sourcing techniques

m Jan Weydringer who is a former Chief Procurement Officer at Bugatti and
has over 20+ years procurement experience. He currently leads our Africa
procurement practise and has significant experience running cost reduction
programmes in South African State Owned Enterprises (SOE).

Access to McKinsey tools, benchmarks and best practices

McKinsey has proven results having completed over 1600 procurement
optimisation projects globally which averaged savings of approximately 15% over
the last five years,

s Over 1,600 global purchasing engagement including over 80 engagements in
Electric Power and Natural Gas in the last 5 years

m  Addressed ~$350 billion in spend over the last 10 years, Leading edge
purchasing tools and methodologies

w 130+ purchasing partners, 550+ experienced purchasing consultants
m  Global network of sourcing centers in low cost countries,

m Centre of competence with 25 ex Procurement managers and analysts

We will provide Eskom with access to these tools including our proprietary
supplier and category databases that will enable global pricing benchmarking

MeKinsey & Company
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McKinsey has a number of tools that will be utilised to attain the best price
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SD&L contribution

Commitment to the transformation of South Africa is an integral part of our
activities in this country. As a result of multiple dedicated initiatives in South
Africa, McKinsey & Company South Africa is a proud level 2 contributor for
2015.

We also recognise the importance of Supplier Development & Localisation. As in
our past work for Eskom we will contribute to this goal in the following ways:

m  Running the Top Engineers programme: Our Top Engineer to date has trained
nearly 30 Eskom engineers in our year long programme that focused on
various consulting, project management and technical skills. In 2015 this
programme will be expanded by an additional 30 Eskom professionals
including young talent with a procurement background

m BEE consulting partnership: We partner with various local small black owned
consultancies (i.e. Accompany Advisory whom we have partnered with on
other Eskom and non Eskom engagements). Upon request by Eskom we will
happily involve one of these partner consultancies in this programme.

McKinsey &Company
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COMMERCIAL OFFER

Turnaround Phase

The fees for the initial Turnaround phase of 6 to 8 weeks will be according to our
standard compensation model while we agree on a joint baseline, way of
measuring and compensating for savings.

As per the agreed rate card between McKinsey and Eskom the monthly
professional fees for a team as described above is R10,471,965 for six weeks
(excluding travel and accommodation excluding VAT).

As a sign of our commitment to Eskom we would propose to defer the payment of
the Turnaround Phase and roll it into the performance based compensation of the
Category Work Phase. Only in the case that Eskom decides to not move forward
with the project or our support after the Turnaround Phase would these fees be
required to be paid in full.

Category Work Phase

As described in the design principles we would be willing to base our entire work
during the Category Work Phase on & performance based compensation contract.

A Savings Review Panel comprised of both Eskom executives and McKinsey
partners will be set up to jointly approve all relevant payments based on a detailed
compensation scheme that we will jointly agree on during the programme design
work in the Turnaround Phase.

While the detailed compensation scheme still needs to be agreed on we would be
willing to cap our fees at 7.5% of total confirmed savings (excluding travel and
accommodation excluding VAT). Based on current information this cap would
equal roughly R350million but needs to be validated.

Design principles for performance based fee arrangements

Based on our previous successful experience in such fee arrangements, McKinsey
has determined a number of key requisites that are necessary in order for this
arrangement to be successful for both parties.

— Upfront assurance that the performance based proposal is aligned to
PFMA and Eskom procurement rules

McKinsey & Company
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— Eskom is required to reserve a budget that will also be sufficient to pay the

full upside on the performance based fees

— A signed off baseline against which performance will be measured

— Agreement on how performance will be measured, This includes a savings

calculation mechanism, defining how inflation and escalations will be dealt
with. In addition there should be an audit process which signs off on all
savings

Alignment of incentives between McKinsey, the stream leads and the
respective line managers all parties should be measured against the same
savings targets

Agrecment to consider ideas that are technically feasible but that will not

be pursued due to management decisions resulting from Eskom’s broader
context (e.g. SD&L and strategic imperatives)

An arbitration mechanism consisting of "independent" parties from Eskom
and McKinsey who will preside over areas of dispute, e.g., whether anidea
can be moved from stage gate 3 to 4. The details of this mechanism
(composition, frequency, etc.) will be defined at a later stage

Establishment of clearly defined governance structures such as Review

Panels, who will meet regularly to make decisions on the content of the
programme and who wiil help to deal with bottlenecks

Appropriate Eskom resourcing for each of the streams, as specified in the
technical proposals

Staffing level of the programme team and the workstreams as per pre
agreed resourcing plan for the BPP

Team members appointed based on clear role descriptions and interview
(including McKinsey team)

McKinsey leadership able to provide feedback to Eskom team members
and input into performance reviews

In case of an extraordinary event (e.g., management change, change in
programme focus, approach or scope), full fees will be paid (to a minimum
of 100% of incurred fees) leading to contract termination

— The contract can be terminated on a monthly basis from both Eskom and

McKinsey's side

McKinsey & Company
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Eskom is in a very challenging situation right now and realising procurement
savings quickly will be key to regain dearly required financial flexibility. Due to our
long standing relationship we feel deeply responsible for making bringing our best
knowledge and people to help Eskom achieve this goal. We are looking forward to
discussing this proposal with you.

Sincerely,
Michael Kloss Alexander Weiss Lorenz Juengling
Director Director Principal

McKinsey & Company
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Summary of Professional Practices

McKinsey & Company, Inc.!, traditionally has followed several professional prac-
tices, summarized below, that are at the heart of our approach to client service. We
consider it essential that our clients understand these practices.

PROTECTING CONFIDENTIAL INFORMATION

Effective client service usually requires our access to confidential information. We
recognize that you will entrust such information to us with the expectation that we

- handle it carefully and professionally. We are committed to meeting the highest

professional standards.

We will never disclose your confidential information, materials that we develop for
you from your confidential sources or information that we believe conveys sig-
nificant competitive advantage, to anyone outside our Firm without your prior con
sent, except in the unusual circumstance when we are legally compelled to do so.
We will only use such information in connection with our consulting services for
you, and only those staff members with a “need to know” will have access to such
information.

All McKinsey personnel are apprised of their professional obligations to our clients.
Among these obligations is the vigorous protection of confidential client in-
formation. In addition, all McKinsey personnel must acknowledge their under-
standing of this responsibility by signing a confidentiality agreement with
MeKinsey.

The work that we do with you also may include information developed from non-
confidential sources and conceptual frameworks, approaches, and generic industry
perspectives that do not contain your confidential information. We bring such in-
formation, frameworks, approaches, and perspectives to each new assignment, and
any such information may be shared within our Firm and with other clients. We are
able to do this because we have retained ownership of such information, frame-
works, approaches, and perspectives (and of any enhancements thereto) while
serving our clients.

We aspire to a relationship based on trust and confidence, and we welcome the
opportunity to discuss any areas of particular sensitivity you may have regarding

1 These practices apply 1o sewvices rendered by McKinsey & Company, Inc. or any of its affiiates.

McKinsey & Company
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the handling of confidential information. Where appropriate, we will enter into
explicit confidentiality agreements.

COLLABORATING AND GETTING YOUR FEEDBACK

To ensure a structured and systematic dialogue about our joint collaboration and
impact, it is our standard practice to ask for formal feedback from key client
individuals (usually the Steering Committee) at the end of each engagement. We
typically use our proprietary online tool to solicit feedback on our contributions
towards the project’s vision and goals. All data are secure and are used only as a
basis for a dialogue with you on how to serve you better, The feedback is not used
for evaluating individuals (neither McKinsey nor client team members).

SERVING COMPETING CLIENTS

It is the longstanding policy of McKinsey to serve competing clients and clients
with potentially conflicting interests (including in connection with merger, acqui
sition, and alliance opportunities) and to do so without compromising our profes

sional responsibility to maintain the confidentiality of client information. We place

primary reliance on the integrity of our professional staff to maintain such confi
dences. Nonetheless, we ensure that consultants who develop important insights
about your company are not later placed in a situation of potential conflict, To assure
this;*consultants who had access to your confidential information -will not be
assigned, for a significant period following an assignment for your company, to a
study for another client where such confidential information could be used to your
material competitive disadvantage.

Consistent with our confidentiality obligations, the consultants who work with you
are unlikely to know that other McKinsey consultants serve one of your competitors
or another party involved in a potential transaction that you are considering or
effecting. Similarly, you should not expect to be advised or consulted about our
serving your competitors or such other parties.

MANAGING RELATIONS WITH OUTSIDE PARTIES

As a basic policy, we do not make public client names, client materials, or reports
prepared for clients without their permission. We similarly require that clients not
use our name, refer to our work, or make our work products available outside their
organization without our prior permission. In those cases when disclosure from

McKinsey & Company
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either side may be appropriate, we will discuss this first and only proceed if we
reach agreement,

Occasionally, we become involved in legal actions as witnesses, sources of infor
mation, or as a party because of our work with a client, If this should occur, we will
advise you promptly and work closely with you and your legal counsel to coordinate
our response. We ask that you hold us harmless and indemnify us in connection with
associated damages and costs, including legal costs, except to the extent they are
found to have resulted from our gross negligence or willful misconduct. Also, in the
event that a substantial amount of McKinsey professional time is required to
respond to the action, the cost of such time will be discussed with you and billed
accordingly.

TERMINATION

We believe that either party should have the freedom to terminate the relationship
atany time if it becomes evident that the potential value of the work does not war

-rant further effort. In the event that a project is stopped before completion, only the
professional fees and costs incurred to that date are billed. ™ '

0O O O

The practices summarized above reflect key aspects of our basic approach to client
service and reflect our commitment to maintain the highest professional standards.
We would welcome the opportunity to discuss our professional practices with you.

McKinsey & Company
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MINUTES OF THE TOP CONSULTANTS PROGRAMME STEERING COMMITTEE
MEETING 01/2016 HELD AT KGORONG BOARDROOM ON 09 FEBRUARY 2016

FROM 12H30
PRESENT:
MEMBERS
Mr Anoj Singh Chief Finance Officer ("CFO") Chairman

{ Mr Matehela Koko
' Mr Abram Masango
Mr Edwin Mabelane
Mr Willie Majola

OFFICIALS

Mr Prish Govender
Ms M A Hendricks ~ Commillee Secrelary

IN ATTENDANCE

Mr Kobus Steyn
Mr Vusi Mboweni
Mr Dave Gorrie
Mr Willie Pretorius
Ms Unathi Hlalele

Mr Jonathan Brown Mckinsey & Company
0 Mr Alexander Weiss Mckinsey & Company

Mr Lorenz Jungling Mckinsey & Company

Mr Vikas Sagar Mckinsey & Company

Mr Eric Wood Trillian

Ms Bianca Smith Trillian

Ms Mosilo Mothepu Trillian

APOLOGIES

1. OPENING AND WELCOME
The Chairman opened the meeting and welcomed all those present.
2. APOLOGIES

The above apologies were noted.
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3. QUORUM

A quorum being present the Chairman declared the meeting duly constituted. Everyone
present introduced themselves.

4. DECLARATION OF INTEREST

No conflicts of interest were declared pertaining to the matters on the agenda.
5. SAFETY AND EVACUATION PROCEDURE

The safely and evacuation procedure to be followed in the event of an emergency was
presented and noted.

6. APPROVAL OF THE MINUTES OF PREVIOUS MEETING

: This is the first meeting and no previous minutes were approved

7. PURPOSE OF THIS MEETING

Prish informed the committee members this meeling is set up to assist the Mckinsey
Contract. To provide guidance and support to the Top Engineers Programme, as well as
provide guidance to, and approval of all Work Package Initiatives (as defined in the
Services Level Agreement to be entered into between McKinsey & Company and Eskom
(the “Services Level Agreement”) for generation of savings viz. Procurement, Primary
Energy, Generafion and Claim Management. The Committee shall be in operation for the
duration and term of the Services Level Agreement.

Steering Committee Members:
Anoj Singh

Maya Bhana

Prish Govender

Charles Kalima

Dave Gorrie

Mary Anne Hendricks
Matshela Koko

Ayanda Noah

Abram Masango

Edwin Mabelane

Alex Weiss (McK)
Lorenz Jingling (McK)
Eric Wood (Trillian)
Bianca Smith (Trillian)
Vikas Sagar (McK)
Jonathan Bown {McK)
Mosilo Mothepu (Trillian)
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Top Consultants:
Dunn Mukosa

Lindiwe Gadd (McK)
Aleck Matambo (MckK)

Five Work Packages:
Procurement:

Edwin Mabelane
Johnstone Makhubu
Willie Pretorius

Aleck Matambo (MecK)
Peter Safarik (McK)
Bianca Smith (Trillian)

_ Primary Energy:

Vusi Mboweni

Agesan Rajagopaul (McK)
Lorenz Jiingling (McK)
Bianca Smith (Trillian)

Generation:

Matshela Koko

Kobus Steyn

Peter Safarik (McK)
Lindiwe Gadd (McK)
Akash Dowra (McK)
Jonathan Bown (McK)
Ben Burnand (Trillian)

Claims:

Abram Masango
Peter Sebola

Gerhard Nel (McK)
Christine Wu (McK)
Carlos Mendes (McK)
Bianca Smith (Trillian)

Finance:

Anoj Singh

Maya Bhana

Mosilo Mothepu (Trillian)
Christine Wu (McK)
Akash Dowra (McK)

Secretary
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8. High Level MSA Overview

A high level overview of the MSA was given by Prish. He informed the commillee a
letter of acceptance was issued to McKinsey in November 2015. National Treasury
approved confirmation of the Contract Methodology for the Risk Based Approach with
the Chief Procurement Officers Office. This contract is based on a three year period
100% performance based. There are down payments due in terms of the negotiaiion
parameters. Over a 12 month period it reverts back to a rand zero base. If no value is
generated we have the option o terminate this contract,

The essence of this contract is basically to develop the Top Consultants Programme.
Work is structured around the key outputs is having a pipeline of Top Consultants
Programme in Eskom. Top Consuliants will be utilised across the business in critical
areas. There are currently five work packages agreed upon. A note Trillian has been
appointed as a BEE pariner to Mckinsey and Company.

9. Steering Committee Terms Of Reference

The Terms of Reference (TOR) was discussed and copies handed out to be adopted in
the next steering committee meeting.

Resolved/Action/Comment:
» Steering committee members to review TOR and forward comments to Prish
» TOR to be adopied at next steering committee mesting

» Resolve where Steerco gels its mandate from and what approval rights it has
10.  Key Elements Of The Steering Committee Meeting

Jonathan Bown gave a brief overview on the Key Elements of the Steering Commitlee
Meeting. The McKinsey Wave Tool will be used as a inslruments lo measure impact.
Eskom Internal Audit confirmed the tool has the necessary controls for auditing in place.
Intent is to have Internal Audit o have timely reviews on the process and adherence to
the controls.

Key role for members is 1o consider the following when Work Packages are submitted.

In advance, apply its mind to the recommendations presented before it

Ensure that the approved savings and the Eskom commercial processes are in
accordance with the Services Level Agreement and Eskom policies

Ensure the integrity of Eskom’s commercial processes.

Approval of the work package Initiatives and Ideas underpinning approvals can be dene
al this session or conditionally and applied to alternative work packages. The Work
Package Initiative can be rejected with reasons.

McKinsey’s Role is to direct, guide and support the Top Consultants Programme. This
team to implement a programme within Eskom’s policies and procedures, with a strong
focus on skills development. Development of internal capability for long term. McKinsey
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will act as a meditator for this programme. An External Auditor can be appointed if
necessary.

The Chainman suggested thet we do not limit the professional auditing to external,
include that auditing will be done from an independent firm(s) (e.g. auditors) or Internal
Auditors.

Prish presented the Stream Leads and the PMO Offices of McKinsey and Eskom to
administer the contract and process. The both PMO provide an overall programme
impact management and suppert the financial and conlract management. Ensure
consistent communication across the programme. Top Consultants will be involved in all
the Streams

Jonathan touched on the key aspects on the Work Packages:

Procurement:
Reduce external spend across key categories
Build Commercial team sourcing and spend reduction capabilities

Primary Energy: (Dan will be the appointed work stream lead)

Reduce escalation in Eskom long term coal prices

Sustain or increase volumes in Eskom long term cost-pius and fixed price contracts
Optimise prices of short term coal contracts — convert to medium/long term

Matshela requested on Primary Energy, qua!ity is an issue. It must be as a minimum the
same quality or more

Generation:
Optimise technical project capex
Reduce PLL daily average
€ | Reduce rate of EAF deterioration and lower rate of UCLF at turnaround stations

Matshela requested to change the last bullet (and make first bullet) to "Increase EAF"

Resolved/Action/Comment:
Jonathan to update slide on Page ©

Claims:

Improve cost recovery and reduce future claims

Reduce the commercial risks and accelerate priorily claims resolution
Optimise project cash flows

Develop independent perspeclive on cost to completion

Develop internal commercial capabilities

Edwin requested that optimization of inventory in Commercial be added to the work
package. :
Matshela informed this commiltee should not make commercial decisions.
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Matshela informed the commitiee he needs Kobus to fix things at Majuba and include
Willy Majola in this meeting.

Resolved/Action/Comment:
Willy Majola to be included in future meetings.

Matshela informed Mckinsey that Primary Energy, quality is an issue. It was requested to
keep this as a minimum the same quality or increase the quality.

Finance (Trillian Mosillo gave an overview of Finance)

Optimise Eskom balance sheet

Identify and support negotiations for major funding facilities
Liquidate EFC to generate cash-flows for Eskom

Identify further opportunilies to improve Eskom's liquidity position

Edwin needed clarity if Trillian was only involved in the finance package and who was
managing the contract.

Resolved/Action/Comment:
Jonathan confirmed that there are integrated teams with McKinsey and Trillian on all
work packages

Dave and Charles will ensure alignment with the contract from the outside of the process
with the PMO office. Delegation of Consent Form Edwin delegated to Prish to manage
this coniract. The Delegalion of Consenl Form approved by the board is Edwin and Prish
as Senior Manager will manage this contract.

Prish gave a high level overview of the Steerco IL 2 and Payment Trigger approvals
required by the Steerco. He also mentioned if additional work streams are required the
SLA is set up that Exco can approve this. After IL2 approval Eskom will liable to pay the
consultants for work completed even if Eskom terminate the initiative if not fully
completed, At the start of a stream Eskom awards McKinsey a down payment. When
the down payment is complete and McKinsey has not delivered according to the contract
Eskom can terminate the contract and recover the cosls including interest from Mckinsey
by a formal written request.

Jonathan updated the Steerco on the intake of Cohort 3

CFO had the following questions and concerns to the members and must be
addressed at the next Steering Committee Meeting:

This presentation does not fully cover this holistically, What will Trillion be doing? Why is
Bianca the only one being developed in Trillion? Where are we starting, where is it
ending, what is the impact on the company?

Resolved/Action/Comment:
Will include scoping out of new builds in the next presentation - Vikas Sagar
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The programme only lives to enhance the abllity to deliver on Design to Cost. there is no
purpose to these work initiatives without aligning it to DTC. To what extent will this help
me in achieving DTC, what is in and what is out?

Resolved/Action/Comment:
General Comment

This is yet another part of programmes, what is special about this programme? How is it
different from B2B or BPP. The committee needs to know how we are addressing the
lessons learnt frem B2B and BPP. Where are the lessons learnt? and how is this
programme addressing those learnings? No one knows what their BPP targets are

Need to think zbout process and change management for change to be sustainable
throughout the organization. B2B and BPP failed because of a lack of change
management otherwise this will not succeed. We need {o take the organization through
the joumey with us.

Resolved/Action/Comment:

Prish Govender: This is different from BPP and B2B - in the next meeting will
demonstrate the macro-level. Contracting is different. We will start top down instead of
bottom up approach in the next presentation

Where does the Steerco get iis mandate from? Otherwise the DOA might do whatever
they wanl. What approvals does this Steerco has and what are the consequences.
What is the mandate of the committee and who gives it? If we want to set this up the
right way, let's do it properly. If McKinsey wants to stop the work, stop it, if you want to
continue, continue at your own risk. Consider having an independent change
management person to independently give a view of the success or failure of the
programme

Resolved/Action/Comment:
Will be addressed at the next Steerco

Benefits: What are the benefits to Eskom Commercial, DTG, Top Engineers and SD&L.

Resolved/Action/Comment:
Will be addreseed at the next Steerco

Top Engineers: What are the objectives and benefits? What will the Top Engineers be
like, if they are supposed to be like consultants, do we have the internal ability to assess
them? What are the KPIs? How do we measure the success of the Top Engineers?
What are the atiributes? How are we going to measure and monitor their KPI's. How will
the changes be embedded into the organisation?

Resolved/Action/Comment:
Will be addressed at the next Steerco

The CFO requested that a Human Resources Member to be appointed for this Steerco
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Resolved/Action/Comment:
Prish to invite and appoint a HR Member

Wave Tool: We need a mechanism to agree to the inputs to the Wave tool so we don't
argue about its outputs

Resolved/Action/Comment:
Will be addressed at the next Steerco

Subcontractor Relationships: Have been lax in my experience in Transnet. Need to
know about skills and quantum. How is the relationship between McKinsey and Trillion
going to be measured?

Resolved/Action/Comment:
Will be addressed at the next Steerco

Work packages: We have thus far spoken about value how will this be embedded?

Resolved/Action/Comment:
Will be addressed at the next Steerco

| have seen issues perlaining to Primary Energy and we also have some questiocns
regarding if reversal is benefit to Eskom or is there something McKinsey is  working on. -
There are the delails hal needs lo be worked on - Vusi Mboweni:

Resolved/Action/Comment:
Will be addressed at the next Steerco

Sustainability: If we are not talking about process then we are not talking about
sustainability

Resolved/Action/Comment:
Will be addressed at the next Steerco

Procurement: We are not falking about contractor management and fraud and
corruption. These are burning issues

Resolved/Action/Comment:
Will be addressed at the next Steerco

Final Question needs to be addressed do we still need this programme for Generation
and Group Capital considering the trajectory we are going to?

Resolved/Action/Comment:
Will be addressed al the next Sleerco
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11. GENERAL
It was proposed lo work on these numbers, compare notes and come back with the
answers 1o the concerns and questions. No approvals to be done before the next
Sleering Committee Meeting

10. CLOSURE

There being no further business to transact, the Chairman declared the meeting closed at
12h55. The Chairman also requested that the material for this meeting be sent out earlier.

SIGNED AS A CORRECT RECORD OF THE PROCEEDINGS.

CHAIRMAN: DATE: 15 February 2016
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Top Consultants Programme
Steering Committee
' Meeting #1

February 0, 2016

Steering Committee Meeting Agenda

* High level MSA oveniew
* Description of the work packages
* Approval role of Steering Commilles

3 Progress updats and approvals by work package

* Work package approvals
* Work package Initiative IL2 approvals

4  Additional points of discuseion
* Contract signing

* Communications

* Extemal audit

* Programme name

5 Closing

12:45

14:10

Chair

14:30
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Steering Committee Meeling Agenda ®
No Subject Sponsoripresenter Time
( % YT T A —

Openmg giﬁs U\..‘E;fC.CII-'I'IE.If. : Crialr 5 o
+ Safely briefing
* Introductions and apelogies

3 Progress update and approvals by work packape All 12:45
¢ Work package approvals
* Work package initiative IL2 approvals

4  Addiional points of discussion All 14:10
* Confracl signing

* Communications

* External audt

* Programme name

5 Closing Chair 14:30
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Role and responsibilities of Steering Committee

G PIRTT F E]

t‘ﬁ‘]ngleins r

* Ensure that Cmporaieﬂudﬁ evaluates and assures Ihal the TDOL has the necessary
controls for auditing i

* When considering submitted Work Package Inifiatives: u
— Inadvance, apply ils mind ta the recommendalions presentad before it E

— Ensure thal the approved savings end the Esk ara in
accordance with the Services Level Agreement and E.skornipoﬂcies

— Ensure the integrily of Eskomscammemlprocassais frosaine
jor—=a iy
* Provide approvals o { ‘im_..‘.._j E E

( — Approve the Work Package Initialive as submitted  ;
— Approve the Work Package Initiative conditionally i
— Approve an alternative Work Package Inifiative as suprniltad
— Approve an altemnative Work Package Initiative condilionally
= Suppon the Work Package Initative, with 2 re!etral wa htghar Delsgated Approval
Autherity, where applicable e
— Rejact the Work Package Initiafive, with reasons r'

SOURCE: Top B Turma of el Docanrent L]

Role and responsibilities of Steering Committee ®€skom

(2/2)

(. e Wnen oonsidering Eskom Top Enginagrs
— Direct, guide and support Pt nmie team Lo img L a programitie wathln Eskcm‘s
paolicies and procedures, wilh a slrong focus on skztls development
— Direct the participation of the Eskom Top Englnéers in all Work Packaga Inliatives L
~ Assess the SD&L value creation as agreed by the partles .. ¢
— Monitor Eskom's progress on the program; provide guidance wien needed
— Provide feedback to required parties including Exco and Bafard E

* Shallk .
— Consider any complainis raised by Eskom or McKmsay &Co e
— Beresponsible for escalation or implementation of correclive acﬁipnrs —}.Q{
+ Authorsed to: i
— Investigate any matter brought before it for approval |
— Reguest other Eskom employeas to attend the Commiltee meelings
— Consull with ard seek any information it requires from any Eskom employees
— Obtaln independent professional advice as it deems necessary and report promptly to
the Senior Manager: R'sk end Governance on any appoiniments made in this regard

e
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Today we require Work Package Initiative approval ®
Fous forthe dey
Approval
Laovel Description process 1
’ R * Dverall ates for improvernant * Onco-off * Procuremant
* Contractual struchue * Primary anergy

* Ganeration

Lyl Veliow cquipment ¢
o ] CD 1-plus and fixed.
s tédﬁl:ton'

Atk n s Onceoff

* :New Denmark coal rithe.
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Steerco approvals are then required at IL2 and
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{
* Eponsor * Sponsor
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] * Finece
* McK and Eskom WRII + Eckem WFI/
Responsitie Eskom Wil | Wea sady ldealvads
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Assuted . NA
Mer pay-
mat after Il M noPT)
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Conpleton Cescribod by Implementation | 5§ place fhowed
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Steering Committee Meeting Agenda

No Subject Sponsorfpresenter  Time

* Introductions &nd apclogies

2 Overall description of the mechanics of the confract Chair 12:35
+ Highleve MSA overview
* Doecription of the work packages
* Approval role

4 Additional poinls of discussion
= Conliact signing
+ Communications
* Extemal audit
* Progrmmme riame

5 C.Iosin-g Chalr 14:30

®€skom

Top Consultants programme update

283 Applicatlons received

90 Problem Sclving Tesl candidales

23/02-10/03 Scheduled interview dates
04,04'0 8104 Planned BCR training

800 Required applications for targel 40 Top Consullants-
conhort (vased on 5% application-ofler cohorl 2 rates)

Internal push needed to attract sufficient applicants for target cohort size
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Initiative (WPI)

(1)Procurement Excellence (1/3)

Baseiinn
Addressable, Estimaled
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IL2 appm'-.ﬂi Strategic services — commercial
j — Kusile
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® Eskom
| PRELIMINARY]

Work Package Capital
{nitiative (WP) _ Eslombad  smount,mn Hotes
P T T REN00 * Advise on the sppointent of masier vending sgen, srd

airangs capial for appointed masier vending
Pie-paid glectricily revenue e 201672007 FY

Sall-sice mancale (o depost of EFC 03 & gong concem
Mnimun seling price basedon Eskom valuztion of business;
baseiing for 2016201 7FY

R10,000 * Assistwith slructuring, pricieg, and pluting o Hybic Cepial
* Originated Hybric Capilal; baneline for 20102017 FY
30,000 * pdvist on 1 of bing-torm funding
facilities with DF s and commercial barks
Criginated leng term fiasncing preposas from koca! and
finarclal bsiliu ine for 20182017 FY

UED 500 * Adviat on ecrengarmen anwu_af_t;glem. fu:;ﬁngl d
facitities with DF k and comsarcial barks (eg., COB|
*  Criginsted working capital faciitles; baseling for 2016/2017 FY
R4 906 * Assist Eskom fo finalize the Duvha ingurance clain

Salllemont tlaimyvalue: baselinefor 20182017 FY

® €skomn

Steering Committee Meeting Agenda

A

T :

No Subject Sponsorfpresenter  Time

=

. Opening and welcome:
= Safely bricfing
* Intrecuctions and apologles

2 Overall deceription of the mechanics of the conlract Chair 12:36
* High level MSA overview
* Description of the work packages
* Approvel role of Eleciing Com mitloe
3 Progress update and approvals by work package All 12:45
* Work package approvale

5 Closing

Y120 N

VV8-AW-087
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n

®€Eskom

Resolutions for communications management

Approve McKinsey and Trillian to work with Eskom
Communications lo develop a comprehensive [ZT
communications stralegy and plan

Approve release of an internal communication to ‘ZI’
senlor management across Eskom within the next
two weeks
b
As an interim measure, appeint an Eskem Steering l__"d P

Committea member to approve the release of the
internal communication requested above
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®€skom

Resolution on programme name: suggestions

Siyakhula (we grow)
Thushanang (help each other)

Subsequent Steerco agendas

AttendancalSaletylAgenda orerviaw

Updale on Top Consullants pregramme (i.€., recrulting, rotation, governance, knowledge)

Contractual toplos

= Changas to conlract (Le., newwork slream, new partners, elc.]

= lssue resolution (Le., prereguisiies not met by Es<om, complalnts agalnst Metinssy,
outstanding paymeants)

Impac! progress by work package

= Curren! baseline

| = Snapshet of inilistive progress (IL funno, key topies worked on, successes)

| = Total impact achieved lo date

|* Approvals

= Baseline changes

= ILZ initintives

= Paymenl triggers

Paymant statue

= Down payment status

- Ri iaton of paymens insey is entiled 1o

= Cash flow forecast

Updates on communication siralegy

==
- w

Staerco submissions will be struciurad around IL2 and PT requirements,
Himited to 2-3 page standard templale and 5-page maximum backup




FOF-07-851 VV8-AW-090

®€skomn

Monthly Steerco sessions proposed for 2016

3 Tuesday 8/02 Confirmed with client leadership
Thursday 17/03  Proposed

i Tuesday 19/04 Proposed

5 Monday 16/05 Proposed

s% Tuesday 14/08 Proposed

Proposed
( Propased ]
e
Proposed
El
Steering Committee Meeting Agenda
( No Subject

Opening and welcome -
* Safely briefing

* Introduclions and apologles

2 Overall description of the mechanics of the contract Chalr 12:35
* High level MSA overview

* Desciplion of the work packeges

* Approval role of Steering Committee

W

Pregress update and approvals by work package Al 12:45
* Work package approvals
* Work package initiative IL2 approvals

4 Additional points of discussion All 14:10
= Contracl signing :
* Communications
* Extemnal audit
* Programme name
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® €skom

Appendix

Work package approval pre-requisites

* Pre-raquicile for commer t of services under Work Package {;\J/
Schedule are agreement on the following
— Baseline value and renegotiation parameters

— Scope of services 1o be performed by McKinsey

— Point of contact

— Methodology and assumptions for calculation of the relevan! Impact amounts Er

—~ Work Package [aitiatives to be implemenied

— Short term incentives for slaff on a Work Package are aidgned with objects of

Work Package
= -Esk_c-n: 11; i&l_sl_l_Mc_Klnsey :;v.llh-e-ﬂl ne.c-ess-aﬁa d.-:nc..t;mants for perfénnéﬁce of M
services
" = Eskom has made available financial resources and staff . i\zr
* Confirmation of support from relevant Executive Committee member _@’

and a written approval for Work Package from Steering Committee

* Eskom to appointa Top Engineer to each Work Package M

VV8-AW-091
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(@ Fixed Price Contracts — Camden baseline

l‘mdm :wlrsots Ll

Baziins b be dulermined when
- | i s ame recabvad and g
* | ansenand i

pEsE:
|
|
Fri RN I ST
BOURCE: PED Financs powsstatans FYGT-FY15 ™

\_Fixed Price L’_;“ontracts — Camden ®€skom
2)implementation

{ . @ Hghia & Mederalerid @ Low ik

Blﬁlnea Tisks o, % _ 34 b 'Aﬂiouslo'lc.ma: for VIP.taam

< Changleg" deininds Ton i i Bl e

-'»" Collusion by coal suppliers

* Sstectng ronirects tat L
svmlable pﬂce e

Dnaendl.n:lu :

* Dipendan oncharrlng buen ﬂan ol it
decision on continued use of Comdan ki
power station Liny

¥ anandm on toard dw:usm-: sl centracts
alroady negatinted for FY15
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_-.-.Ln—.p.‘.—.—-.-—_
‘Bineing b bo elermnod when [+

L3584 new bids aro recpivedand 1
ossssed |

_ Fixed Price Contracts — Grootvlei © €skom

(2)implementation

@ Highrisk ® Hoderate @ Lowtisk

Dependenciu
"« ' Dependént on r.hanqm burri nlan from:
_Ganération and decisgon’on lha !n:\:,:ov'tyoi
‘Grootdel wmlaim o
* Deperdent on beard décidion to l:Onll"lcls
wheady nefutlated for FY15

..
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Baseline \obe delermired when |
new bids v received and
| osseREeg

SOURCE: FED Finance powersintions FYIR-Fyid Ll

® Hghisk @ Modestepsk @ Lowds

L
e Cdlusbn by coal lers | - i
i.* Selecling cerﬂrﬂdsﬂm ara no1 ll:v leﬂ .
f .naIJat.le p'r,e i1 it
anenuncles : !
* Dependent on volume from mst-plus ming
* Depandenl.on board declsion on conlraclu b
|- abeady m-'u‘ﬂlnlrd IG' Fyis =
6
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Fixed Price Contracts — Existing contracts €
B : skom
2)baseline ®

Yy DPr 3 P B s L T S T e O

SDOURCE: PED Finance powesiations FYI7-FY 153 £

P €sl
ki') Fixed Price Contracts — Existing contracts Mfsiom

{ ® Hghrx @ s‘ndw.mrm @ lowns

rse ] Reauroments o Eskom

| Business tlsks | s Ac:ass 0 aII dala Iouts and inm\dlti
5 Inahﬂlty to *eneqouale due to slgned

' 8RN with cuppler & ¢ .
* Seleclng tontracls that am mi lhe bcsl
-nallame prh:e MRy : e

Dependencies !
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‘:2;‘ Bleeding topics —Medupi coal penalty baseline
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(@) Bleeding topics — Medupi coal penalty impact
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Cosf plus contracts - New Denmark colliery
) capex optimisation implementation
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e Strategic services — future boiler c
(4) Medupi and Kusile baseline

®€skom
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__ Strategic services — historic boiler claims —
(4) Medupi and Kusile implementation
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Strategic servi ~ cammercial decoupling —

(4) Kusile baseline
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Strategic services — commerci
Kusile implementation
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® €skom

3) Issuance of Hybrid Capital
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(5

Arrangement of long-term debt facilities
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® €Eskomn

fé} Completion of the Duvha insurance claim

kg Mﬂ_,islm"—. ol 15e Duiven Insurance clalm.
.\r'ﬂ; i 1 & diteerl h-""llna‘.'.np-!l". <
s 0 W oplons presertad by Marh R e o
-?i’dm&-_nh aneblératog the lmplemartaller of an ! TrillisnMeKirsey tea
igets qukementsinorderio - | Crristina Wi~ 7

| Mareh 016, .

i) ) ol s
Extimated inpact R4 00 ma 5
Inpact lype: Oneagff 50 0 ¢ T el

21066u; jumuleg

Impact projection,




FOF-07-869

VV8-AW-108

AWS

Unique |dentifier | 221-222
Document Type OCSDTE
) Eskom SUBMISSION DOCUMENT Revision 0
Review Date July 2015 ~
Office of the Company
Secretary Department
EXECUTIVE SUMMARY

SUBMISSION TO THE EXCO PROCUREMENT SUB-COMMITTEE (EXCOPS) ON 8 OCTOBER 2015
SUBMISSION TO THE BOARD TENDER COMMITTEE (BTC} ON 22 OCTOBER 2015

1.

TITLE OF THE SUBMISSION

Feedback on negotiated outcome with McKinsey & Co to develop the current Top
Engineers programme into an Internal Consulting Unit that can provide world class
management consulting services capable of resolving emerging company-wide risks by
unlocking cash, without prior tendering. '

RESOLUTION REQUIRED

21

2.2

23

To accept the feedback of the negotiations with McKinsey and Co to develop
the current Top Engineers programme into an Internal Consulting Unit that can
provnde world class management consulting services capable of resolving
emerging company-wide risks, without prior tendering, for a period of 3 (three}
years, with an option to terminate after a 12 (twelve) monih period if no savings
are realized.

To ratify minor differences between negotiated outcomes and approved
mandate parameters as contained in sub-clause 2.3.3 and 2.3.6.

To note the following negotiated conditions:

2,31 That the negotiated resulis for the Top Engineers Programme,
Procurement (including inventory), Generations, Primary Energy and
Claims Management value packages and the Supplier Development and
Localisation (SD&L) proposal as contained in the attached Appendix 4,
5,6, 7, 8 and 9 be accepted;

2.3.2 That the contract will be based on the R0.00 and self-funding principlé,

2.3.3 That down payments, in fleu of project set-up cost and consulting fees at
a total value of R475 000 000,00 (four hundred and seventy five
million rand} broken down per value package as indicated below, be
paid when they fall due after commencement of each value package,
therefore requiring a positive value contract initially:

Module “Procurement” R50 000 000.00
Module “PED" R75 000 600.00
Module “Generation {PLL only) R50 000 000.00
Module "Generation {Project Factory) R50 000 000,00
Module “Generation {JCLF Reduction) R200 000 000,00
Module "Clatms Mana ement” (nc _ RSO 000 00, 00
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2.3.4 That the Mckinsey bank guaraniee be issued to Eskom as security for
the down payments approved in 2.3.3 above, the value of which will
include the down payments made plus interest, fixed at 12% p.a. {twelve
percent per annumy), in line with the SLA's Terms and Conditions relating
to the Bank Guarantee;

2.3.5 Payment trigger points regime shall be between implementation Level 3
and 4 (see Appendix 3) and payment on once-off and recurring benefits
shall be at 10.80% and 10.55% (see Appendix 2) of projected savings
respectively, and recurring benefits for impact calculation and for
payment purposes is limited to 3 years;

23.5.1 Thatit be noted that the self-funding principle is envisaged to
potentially be realised -at some point In the future process,
which will vary from package fo package. The timing of the

- payments made to McKinsey and the potential benefits to be
' ‘ realized by Eskom will most probably be different;

23.6 To contract using an SLA format of contracting with its assoclated
conditions; .

2.4 - That the Group Executive, Technology and Commercial is authorised to take all
necessary steps to give effect to the above, including the signing of any
" agreements, consents or other documentation necessary or related thereto,

3. SUMMARY OF FACTS
3.t Salient Facts
3.1.1 Background

The Board Tender Committee via Round Robin on the 06" July 2015 approved the
following mandate to negotiate with McKinsey & Co, without prior tendering, to develop
the current Top Engineers programme into an intemal Consulting Unit that can provide
world class management consulting services capable of resolving emerging company-
wide risks by driving savings and unlocking cash.

+ Mandate to negotiate with McKinsey & Co to develop the current Top Engineers
programme _into an Internal Consuiting Unit that can provide world class
management consulling services capable of resolving emerging company-wide
risks by driving savings and uniocking cash Is hereby approved subject to the
following:

* The contract vaiue will be RD.00 as this initiative is self-funding and the project
duration be limited to a maximum of {3) three years. Consulting fees, expenses
and performance incentives will be paid out of realised savings to a maximum of
12% per project. The contract will include an exit clause after first 12 months
from start of the contract if no benefits are realised.
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The BPP value package on optimisation of Eskom’s total external spend,
currently located within Group Commerclal be used as a base project to
generate savings for the whole of Eskom that will fund projects set-up costs;

The development of packages relating to the unlocking of cash by optimising
the balance sheet, the unlocking of funding sources through additlonal financial
opportunities and claim management at Medupi, Kusile and Ingula, be
approved. These projects together with any other-projects as may be identified
in the future may be included in the program at Eskom's sole discretion on a
case by case basis depending on value to Eskom.

That a Negotiating Team that will also serve as a Steering Committee for the
development of Eskom's Top Engineers consuiting unit be authorised under the
Chairmanship of the Group Executive: Technology and Commetcial to develop,
negotiate and implement the above, subject to Eskom Delegation of Authority.

It Is anticipated that the enabling contract will commence on the 01 October
2015 or as soon as possible aiter the contract has been signed by both parties,

Negotiation results

Negotiations were held with MeKinsey & Co from the 28" July 2015 to 29"
September 2015 at Megawatt Park. The contract is based on a Services Level
Agreement, of which the terms and conditions have been substantially agreed. The
value packages included in the negotiations were: Top Engineering Programme,
Procurement (inciuding inventory management), Primary Energy, Generation and
Claims Management, SD&L was o be cross-cutting element in-all the work
packages. '

The foilowing are the results of the negotiations;

A Service L.evel Agreement (SLA) — with terms and conditions is to be used for
this type of contract because the NEC 3 Professional Services Contract
framework was not suitable for this type of contract. The SLA will incorporate
general conditions, that will govern all activities associated with the
development and implementation of various value packages;

That the objective of the contract is to develop the current Top Engineers
programme into an Internal Consulting Unit that can provide world class
management consulting services capable of resoalving emerging company-wide
risks by driving savings and unlocking cash;

That the contract will be based on the R0,00 and self-funding principle, and will
be for a period of three (3) years. Payments, however, wili be made to
McKinsey on work packages approved by a SteerCom. The envisaged end
state or implementation level of the work packages for benefit/impact
calculations will be at Implementation Level {IL) between IL3 and L4 (see
Appendix 2 and 3) and will be to a maximum of 10.80% and 10.55% of the




FOF-07-872 VV8-AW-111

Unigue ldentifier | 221-222
Document Type OCSDTE
® E€skom SUBMISSION DOCUMENT Revision 0
Review Date July 2015
Office of the Company
Secretary Department

savings for once-off and recurring benefits or impact that is calculated
respectively.

- The self-funding principle will potentially be realised at some point in the
i future process which will vary from package to package. For example, self-
funding on the Procurement stream is envisaged to be realised by month 12
(twelve). This could be earlier if the value generated exceeds the magnitude

of the down payments.

» The intended implementation level for all packages will be between levels 3
and 4 in Appendix 3 as illustrated. This will be the package/siream deliverable -
points and thus trigger points for all payments will be agreed at the negotiated
benefit percentage. The exact trigger events for payment will be negotiated for
every workstream/value package and for each respective baseline;

e Only when a workstream/value package has passed IL2 and- has been
approved at the SteerCom, will it be considered for the arrangement under this
agreement. If a package/workstream Is not approved, no fees will be paid to
McKinsey other than the upfront down payments. :

s McKinsey has therefore proposed they receive a down payment in fieu of
project set-up cost as consulting fees for each work stream that they will work
on payable immediately after commencement of each work package. The down
payments will be paid equally over a pre-determined duration (6 or 12 months
depending on the individual workstream). The size and the duration of the
down payments will depend on the nature and scope of work of each individual
work stream, :

» McKinsey will issue Eskom with a bank guarantee in lieu of the down
payments. The bank guarantee value will include the down payments made
plus the interest that will be incurred to the down payments at the potential
termination point 12 months after contract start. The interest shall be fixed at
12% p.a;

» If MoKinsey defaults, Eskom will i} immediately initiate a refund process,
failing which, ji} will _have the right to call-up the bank guarantes. Thus,
ensuring that the principle of a R 0.00 value contract is maintained for Eskom.
There will howaver be a timing difference from a cash flow perspective in terms
of realising the R0.00 value principle. The model is illustrated in Appendix 1.

» After a 6 month period for each work stream, there will be a “true up”
calculation (netting off benefits accrued against down payments already made)
process. At the point of the "true up" the accumulated benefits of all the
streams are multiplied by the agreed benefit percentage and compared to the
down paymenis paid. In the case that the accumulated benefits of all the
streams multiplied by the agreed benefit percentage exceed the down
payments made, the excess fees become payable to McKinsey. In case that
the accumulated benefits for all the stream multiplied by the fees payable is

/
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less than the down payments made after 6 months, McKinsey does not receive
a payment for that month. This process repeats itself monthly;

After month 12, Eskom has an option to cancel this agreement. At that stage,
should Eskom elect to terminate the agresment, a "true up” process will take
place. The Termination clause of the SLA will set in and settlement of monies
owed to either party will take place.

The payments/fees due to McKinsey will be paid over the terms as described in
Appendix 1 and Appendix 2. Essentially Eskom will receive payment terms as
follows for all payment due and payable to McKinsey:

— 60% within 30 days of “frue up” process.

= 30% of "true up" process within 1 vear of “true up* process; and

~ 10% within 2 years of initial “true up” process.

- The deferred payments do not attract any interest.

Negotiations of the individual value packages for Top Engineers Programme
and Procurement (including Inventory Management), Primary Energy,
Generation and Claims Management have been concluded. However, there are
few but significant open items and actions to be approved by the SteerCom
and/or actioned by the various teams. Value Package Memorandums are
attached as Appendixes 5, 6, 7, 8 and 9 respectively. The value packages
associated with funding sources and additional financing opportunities will
resume once direction is provided by the Chief Financial Officer.

An SD&L proposal that deals with skilis development, local partner capacitation
and the development of Top Engineers is attached as Appendix 4.

MecKinsey is willing to comply with the National Treasury guideline for expense
payments and thus claims against Eskom for expenses. McKinsey however
retains the right to apply its own travel guidelines, The expenses are also not
available for scrutiny. The cap on expenses is at 10% of the Mckinsey's share
of benefits realised. See Appendix 2.
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3.2 Key assumptions

3.3

3.4

The self-funding principle will be realised at some point in the future process which
will vary from package fo package and will be malntalned for the duration of the
contract, sustainable thereafter.

Financial implications

The down payments in lieu of project set-up cost and consulting fees will be paid
equally over a pre-determined duration (6 or 12 months depending on the individual
value package) at a total value of R475 000 000.00 (Four hundred and seventy five
million rand) broken down per value package as indicated below:

;‘%?

Nalue Package o i i et e e Valde
| Module “Top Engineers R0.00
- Module “Procurement” (Payable in 6 equal 'l_'nontl"ily -R50 006 000.00
instalments) .
Module "PED" (Payable in 6 equal monthly instalments) R75 000 000.00
Module “Generation (PLL only} (Payable in 6 equal monthly ~ R50 000 000.00
instalments)
Module “Generation (Project Factory) (Payable in 6 equal { R50 000 000.00
monthly instalments) '
Module “Generation (UCLF Reduction) (Payable in 6 equal { R200 000 000.00
monthly instaiments}

Module “Claims Management” {Payable in 12 equal monthly | R50 000 000.00

The down payments will be expensed in the Income Statement as and when incurred.
There will also most probably be a timing difference in that benefits will accrue in a
different period to the down payments made.

McKinsey will issue Eskom with a bank guarantee In lieu of the down payments. The
bank guarantee vaiue will include the down payments made plus the interest that will
be incurred to the down payments af the potential termination point 12 months after
contract start. The interest shall be fixed at 12% p.a. The bank guarantee can only be
called for in ceriain circumstances in line with the terms and conditions negotiated
under termination of the agreement and the right to terminate the agreement.

If McKinsey defaults, Eskom will i) immediately initiate a refund process, failing which,
ii} will have the right fo call-up the bank guarantee. Thus, ensuring that the principle
of a R 0.00 value contract is maintained for Eskom. There will however be a timing
difference from a cash flow perspective in terms of realising the R0.00 value principle.
The model is fllustrated in Appendix 1.

Human Resource implications

The scope includes consultant support of the programme and will require full-time
resources at both an associate and project management level dedicated to the

/
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programme, with weekly visibility from the Consultant's leadership teams. Thus
Eskom will need to release internal or recruit resources to ensure that the project is
sustainable post this contract.

3.5

Risks (including Envirenment, Legal or Contractual risks)

RISK

MITIGATING FACTORS

LEVEL

(HIGH/MEDIUM/LOW)

Financial:

Project not yielding savings
benefits within a period of a year
to cover the value of the down
payments made

The consultant has agreed to a
refund process that is supported
by a bank guarantee issued to
Eskom in lieu of the down

Medium

Finaricial: Timing difference
between down payments and

‘| true-up of realised savings

The savings benefits yielded
may not accrue in the same
year during which the down

payments were made.

The payment point is ajso not at
realisation point and thus there
is a potential risk that Eskom
makes payment for a good plan
without implementing the actual
solutions or not seeing the
solution through to the desired
end state,

payments plus 12% interest.

It may be prudent to execute the
projects in phases to limit the
impact of the down payments.

High'

Financial — Impact to Income
statement

The down payments will also be
reflecied as an expense in the
Income Statement as and when
paid. These down payments
have not been budgeted for,
Thus the down payments may
negatively impact the Income
Statement in the short term

It may be prudent to execute the
projects in phases to limit the
impact of the down payments.
However, The seif-funding
principle has been designed in
such a way that if the value
generated exceeds the magnitude
of the down payment, the down-
payment instalments will be

stopped.

High
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RISK MITIGATING FACTORS LEVEL
{HIGH/MEDIUM/L.OW)
Governance:
The Steering Committee Appropriately delegate the High
required to be setup needs to required Steering Committee
have the requisite Delegation of
Authoerity In order to ensure a
streamlined approval process. A
non-appropriately delegated
Steering Committee will result in
significant delays in value
generation for the project.
T | Human Resources: - .
No Eskom resources released. | All Group Executives responsible | High
to participate in the project for for the value packages to sign-off
skills transfer to ensure the Eskom pre-requisites for their
sustainability of the cost saving | relevant value package;
principles as a way of work ‘
Non delivery:
No savings are realised A Project Management Office is High
to be sef up to diligently monitor
the Consultants performance
This Contract can be terminated
within 12 (twelve) months if no
savings are realised.
| Safety:
tncrease in safety incidents as a | Consultant to ensure that safety | Low

resuits of safety performance

compliance is being adhered fo at
all times

3.6

Verification by independent party (if applicable)

N/A. Transaction is a Sole Source.
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4, OTHER APPROVALS REQUIRED

Possible application for a deviation from the National Treasury Cost Savings Instruction
Note 1 prescripts may be required. Furthermore in the event that the contract value
exceeds the R1 200 000 000.00, there will be a need to report it to the Minister for
Public Enterprises, :

Corporate Legal and IT are {0 approve McKinsey's IT Wave tool to be used as a
repository for all project information.

) |
62 1| 201

CHARLES KALIMA DATE
GENERAL MANAGER LCOMMODIW SOURCING) (ACTING)
GROUP TECHNOLOGY AND COMMERCIAL

DZ/ID/ZNJYF

PRISH G DER DATE
PROGRAMME DIRECTOR GROUP CAPITAL

MATSHELA KOKO DATE
GROUP EXECUTIVE
TECHNOLOGY AND COMMERCIAL
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rCHECKLIST 1

1.
1.1

1.2

1.3

1.4

1.5

1.6

INTERNAL PROCESS

BUSINESS PLAN

Has the projectiissue been included in the business plan?
(If no, information/explanation to be highlighted in
documentation/ presentation/atiachment.)}

BUDGET
If financial approval is required, is the project/matter within the
approved budget?

- The down payment and related cash flow fmpacts have not been

budgeted for. This is estimated to be R475 000 000.00 (four
hundred and seventy five million rand) (if no,
information/explanatfon to be highlighted in documentation/
presentation/attachment.}

HUMAN RESOURCE IMPLICATIONS

Does the project have any HR implications?

(If yes, informationfexplanation to be highlighted in document-
fatlon/presentation/attachment.)

FINANCIAL EVALUATION
- Has the project/issue undergone a financial evaluation? (if
yes, by whom} John Skosana
- Has the evaluation been verified?
- By whom {Internally or independent)? Arthur Sebudi

LEGAL/CONTRACTUAL ISSUES
- Arethere legal implications?
- Has Corporate legal department input been obtained?
- If 80, is the approval sought consistent with the legal input?

TAX IMPLICATIONS
- Are there tax implications?
- Has Corporate Tax Depariment input been obtained?
- If so, is the approval sought consistent with the tax input?

TITLE OF SUBMISSION: Feedback on Negotiated outcome with McKinsey & Co to develop the current
Top Engineers programme into an Internal Consulting Unit that can provide world class management
consulting services. capable of resolving emerging company-wide risks by unlocking cash, without prior
tendering
Please note:
The headings should NOT be deleted if it is not applicable to the project, the sequence of the headings
should not be changed.

Tick the applicable box {v}.

N/A | Yes | No
v
/ .
v
v
v
v
v
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1.7

1.8

1.9

1.10

241

22

23

CAPITAL PROJECTS _

If the project.is of a capital nature the checklist 2 (attached) for
the evaluation of capital projects should be completed as well.
Checklist 2 not available.

TECHNICAL EVALUATION
- Has the projectfissue undergone a technical evaluation? (If
yes, by whom)
- Has the evaluation been verified’?
- By whom (intemally or independent)?

BLACK ECONOMIC EMPOWERMENT IMPLICATIONS
Does the project have any BEE Implications?

EMPLOYMENT EQUITY

‘Was due consideration given to employment equity in terms of

the following:
- Project team
- Drafting of submission documentation
- Individual(s) presenting to EXCOPS. Prish Govender

ADDITIONAL APPROVALS

'NERSA

- Is NERSA approvaliconsultation required?
- If approval or consultation is required, provide details and
also highlight the time lines, deadiines, etc.

PUBLIC FINANCE MANAGEMENT ACT (PFMA)
- Is any PFMA approval required?

ARE THERE ANY OTHER APPROVALS REQUIRED?

IN PARTICULAR

- Reserve Bank .

- Competition Commission

- National Treasury - Possible application for a deviation from
the National Treasury Cost Savings Instruction Note 1
prescripts may be required.

N/A

Yes | No

v

RSRNN

RN
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2.4, SUPPORTED BY:

02 (1ol (s

CHARLES KALIMA DATE
GENERAL MANAGER COMMERCIAL {Acting)
COMMODITY SOURCING

Bz /l i / hY3) ,eg
PRISH GOVENDER DATE /
. PROGRAMME DIRECTOR GROUP CAPITAL o

MATSHELA KOKO - DATE
GROUP EXECUTIVE :
TECHNOLOGY AND COMMERCIAL

Who hereby confirms that all of the above requirements have been complied with.
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Board of Directors Date: 22 October 2015

Tender Committee

COMPILER: Ntembizodwa Mokoatle Tel: 011 800 2177
BUSINESS - Commodity Sourcing Rev: 0
UNIT & NAME

OF END-USER  Matshela Koko

DESCRIPTION Feedback on negotiated outcome with McKinsey & Co to develop the current Top
Engineers programme Into an Internal Consulting Unit that can provide world class
management consulfing services capable of resolving emerging company-wide risks
by unlocking cash, without prior tendering.

"ENQUIRY NO.:  Sole Source :

1. INTRODUCTION

In accordance with a mandate approved by the Board Tender Commiitee via Round Robin on
the 06% July 2015 to negotiate with McKinsey & Co to develop the current Top Engineers
programme into an Internal Consulting Unit that can provide world class management
consulting services capable of resolving emerging company-wide risks by driving savings and
unlocking cash, this report reflects the results thereof and requests rafification of the negotiation
feedback,

The mandate provided was as follows: o

. Mandate to negotiate with McKinsey & Co to develop the current Top Engineers programme
Into an internal Consulting Unit that can provide world-class management consuiting services
capable of resolving emerging company-wide risks by driving savings and unlocking cash is
hereby approved subject to the following: '

1.4  The contract value will be R0.00 as this initiative is self-funding and the project duration
‘be limited to a maximum of (3) three years. Consulting fees, expenses and performance
incentives will be paid out of realised savings to a maximum of 12% per project. The
contract will include an exit clause after first 12 months from start of the contract if no

_ benefits are realised.

12 The BPP value package on optimisation of Eskom's total external spend, currently
located within Group Commercial be used as a base project to generate savings for the
whole of Eskom that will fund projects set-up costs;

1.3 The development of packages relating to the unlocking of cash by optimising the
balance sheet, the unlocking of funding sources through additional financial
opportunities and claim management at Medupi. Kusile and Ingula, be approved. These

240-53463042 McKinsey Feedback Report Excops 81015 CONFIDENTIAL TE — Group Technology & Commercial,
Effective 20 August 2012
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projects together with any other projects as may be identified in the future, maybe
included in the program at Eskom’s sole discretion on a case by case basis depending
on value to Eskom.

1.4 That a Negotiating Team that will also serve as a Steering Committee for the
development of Eskom’s Top Engineers consulling unit be authorised under the
Chairmanship of the Group Executive: Technology and Commercial to develop,
negotiate and implement the above, subject to Eskom Delegation of Authority.

1t Is anticipated that the enabling contract will commence on the 01 October 2015 or as
soon as possible after the contract has been signed by bath parties.

Negotiations were held with McKinsey & Co from the 28th July 2015 to 29th September 2015 at
Megawatt Park. The contract is based on a Services Level Agreement, of which the terms and
conditions have been substantially agreed, The value packages inciuded in the negoliations
were Top Engineering Programme, Procurement {including inventory management), Primary
Energy, Generation and Claims Management, SD&L was to be cross-cutting element in all the
work packages. - y

2. APPROVED MANDATE PARAMETERS AND NEGOTIATION RESULTS

The table below reflects the approved mandate parameters and the results of the negotiations.

" Approved Mandate Objectives [ v Results Achieved R
Conditions of contract Negotiated Terms and Conditions:

Terms and conditions remain the same as per the
previous NEC contract

A Service Level Agreement (SLA) - with terms and
conditions is to be used for this type of contract
because the NEG 3 Professional Services Contract
framework was not suitable for this type of
confract. i :

1. The: SLA, is a contractual document that

: incorporates general conditions, that will
govern all activities associated with the
development and implementation of various
value packages;

2. Key principles of the SLA have substantially
been agreed in the Master Services
Agreement

3. Negotiations of the individual value packages
for Top Engineers Programme and
Procurement (including Inventory
Management), Primary Energy, Generation
and Claims Management have been
concluded, However, there are few but
significant open ltems and aclions to be
approved by the SteerCom and/or actioned by

240-53463042 McKinsey Feedback Report Excops 81015 CONFIDENTIAL TE — Group Technology & Commercial,
Effective 20 August 2012
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the varous teams. Value Package

Memorandums are attached as Appendixes 5,
8, 7, 8 and 9 respectively. The value
packages associated with funding sources
and additional financing opportunities  will
resume once direction is provided by the Chief
Financlal Officer.

Accepted. The negotiated princlples of the

programme are attached as Appendix 5 of this

document.

The Mandate to negotiate with McKinsey & Co to
develop the current Top Engineers programme
into an Internal Consulting Unit that can provide
world class management consulting services
capable of resolving emerging company-wide
risks by driving savings and unlocking cash was
approved subject to the following:

« The contract value will be R0.00 as this

» That the contract will be based on the R0,00 and

<. initiaive is self-funding and . the project
“duration be limited to a maximum of 3 years.
Consulting fees, expenses and performance
incentives will be paid out of realised savings

- to'a maximum of 12% per project

self-funding principle, and will be for a period of
three (3).years. -

« However, payment will be made to McKinsey on
work packades approved by a SteerCom. The
envisaged end state or implementation leve! of
the wotk packages for benefiimpact
calculations will be at Implementation Level (L)
between IL3 and 1L4 {see Appendix 2 and 3)
and ‘will be to a maximum of 10.80% of the
savings benefits or impact calculated.

» The self-funding principle will potentially be |
realised at some point In the future process,
which will vary from package to package. For
example, self-funding on the Procurement
stream is envisaged to be realised by month 12
{twelve). :

e The negotiation results summarising key
parameters associated with the payment regime
is attached as Appendix 2. The negotiation
results need to be read together with Appendix 3
(The different implementation levels defined by
McKinsey).

~ With reference to the table attached as
Appendix 3, the intended implementation level
for all packages will be between levels 3 and
4. This will be the package/stream deliverable
points and thus trigger points for all payments
wil be agreed at the negotiated benefit
percentage. The exact trigger events for

240-53463042 MoKinsey Feedback Report Excops 81015 CONFIDENTIAL

Effective 20 August 2012

TE - Group Technology & Commercial,
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payment will be negotiated for every
workstream/value package.

- Only when a worksfream/value package has
passed IL2 and been approved by the
SteerCom, will it be considered for the
arrangement under this agreement. if a
package/workstream Is not approved, no fees
will be paid to McKinsey other than the upfront
down payments.

The presence of McKinsey to ensure a higher level

of implementation (e.g. up to IL5) could result in’

the following: '

« Significantly Inflated use of expensive resources
while potentially not improving the expected
benefits for Eskom. )

» Disempowerment of Eskom’s own resources
involved in the project work and by that
significantly _ reducing the sustainability of
activities. ' '

The above proposal is due to the fact that
McKinsey would require significant involvement to
ensure that all savings are banked. It is envisaged
that the Top Engineers together with other trained
Eskom personnel will drive all measures to bottom
. _line impact viz implementation Level 5.
e The BPP value package on opfimisation of | « McKinsey has not accepted Eskom's initial
Eskom’s total external spend, currently | position concerning project set-up costs and

located within Group Commercial be used as
a base project to generate savings for the
whole of Eskom that will fund projects set-up
costs;

expenses payments only being paid from
realised savings (money in the bank).

« McKinsey would require project setup and fees
for value packages as a down payment as
McKinsey is of the view that they will be exposed
to a higher than acceptable cashflow risk. This
risk would not be acceptable to McKinsey as a
company.

McKinsey has therefore proposed they receive
down payments Iin lieu of project set up costs as
consulting fees for each work stream that they
will work on, payable after commencement of
sach work package. The down payments will be
paid equally over a pre-determined duration (6 or
12 months__depending on the individual

24053483042 McKinsey Feedback Report Excops 81015 CONFIDENTIAL

TE — Group Technology & Commercial,
Eftective 20 August 2012
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workstream). The size and the duratfon of the
down payments will depend on the nature and
scope of work of each individual work stream.

McKinsey will issue Eskom with a bank
guarantee in lieu of the down payments. The
bank guarantee value will include the down
payments made plus the interest that will be
incurred on the down payments at the potential
termination point of 12 months after contract
start. The interest shall be fixed at 12% p.a.

+ The proposed set-up costs plus consulting fees
to be paid as a down payment for the
Procurement stream is R50 000 000, 00, payable
after commencement of each work package at
aqual tranches of R8 300 000.00 over-a 6 month
period. Refer Appendix 1. '

if McKinsey defaults, i) immediately initiate
‘refund process, failing which, ii} will have the
right to call-up the bank quarantee. Thus,
ensuring that the principle of a R 0.00 value
contract is maintained for Eskom.

 There will however be a timing difference from a
cash flow perspective in terms of realising the
R0.00 value principle. The model is illustrated in

Appendix 1.

After a 6 month period for each work stream,
there will be a “true up" calculation (netting off
" benefits accrued against down payments already
made) process.

+ At the point of the “true up” the accumulated
benefits of all the streams are multiplied by the
agreed benefit percentage and compared to the
down payments pald, In the case that the
accurnutated beneits of all the streams multiplied
by the agreed benefit percentage exceed the
down payments made, the excess fees become
payable fo McKinsey. In case that the
accumulated benefits for all the stream multiplied
by the fees payable is less than the down
payments made after 6 months, McKinsey does
not receive a payment for that month. This
process repeats itself monthly,

240-53463042 McKinsey Feedback Reporf Excops 81015 CONFIDENTIAL TE ~ Group Technology & Commer'cial,

Effective 20 August 2012
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« After month 12, Eskom has an option to cancel
this agreement if no savings have been realised.
At that stage, shouid Eskom elect to terminate
the agreement, a "true up" process will take
place.

‘The Termination clauses of the contract will
apply and settlement of monies owed to sither
party will take place, if there Is money owed to
either parly. Thus if the financial benefit to
Eskom is smaller than the down paymentis made
to McKinsey, McKinsey will have to pay back the
difference to Eskom.

« The paymentsffees due to McKinsey will be paid
over the terms as described in Appendix 1 and
Appendix 2. Essentially Eskom will receive
payment terms as follows for all payment due
and Payable to McKinsey i.e. 60% within 30 days
of "true up” process. 30% of “irue up® process
within 1 year of “true up” process and 10% within
2 years of initial “true up” process. The deferred
payments do not atiract any interest,

e The contract will include an exit clause after | « Accepted
first 12 months from start of contract if no
benefits are realised

The following four termination scenari_os are to
apply:

« Eskom has the right to terminate, either the full
contract or Individual workstreams after 12
months of contract stast or start of the
workstream in case the benefits for either the

- whole contract or an individua! worksiream does
not outweigh the down payments made until this
point.

in case the contract is terminated after 12
months of either contract or workstream start the
true-up at the point of termination shall be the
down payments net of the "realised measures”
and the respective value shares for those
measures between IL.2 (approved by SteerCom)
and IL “realised"

Either of the parties may terminate if any of the
events mentioned in the section “boundary
conditions” arise and Eskom will be liable to

240-53463042 McKinsey Feedback Report Excops 810156 CONFIDENTIAL TE — Group Technology & Commercial,
Effective 20 August 2012
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provide full payment of all Initiatives approved by
SteerCom In lins with the stage gate process. In
each event, a frue up wil be undertaken
following a termination.

« If a termination is due to any events outside any
of the parties' control, (Force Majeure) Eskom
shall pay to McKinsey: (1) any amounts due to
McKinsey pursuant to a frue up; or (2) 75% of
any relevant down payment if impact does not
exceed down payments received at the relevant
time,

o The development of packages relating to the
unlocking of cash by optimising the balance
sheet, the unlocking of funding sources
through additional financial opportunities and
claim manégement at Medupi. Kusile and -
Ingula, be approved. These projects together
with any other projects as may be identified in
the future may be included in the program at
Eskom’s sole discretion on a cése by case
basis depending on value to Eskom.

» Accepled,

+ Negotiations of the individual value packages for
Top Engineers Programme and Procurement
{including [nventory Management), Primary
Energy, Generation and Claims Management
have been concluded. However, there are few
but significant open-items and actions to. be
approved by the SteerCom and/or actioned by |
the various teams, Value Package
Memorandums are attached as Appendixes 5, 6,
7 & 8 respectively.

¢ The value packages associated with funding
sources and additional financing opportunities
will resume once direction is provided by the
Chief Financial Officer.

¢ That a Negotiating Team that will also seive
as a Steering Committee for the development
of Eskom’s Top Engineers consuiting unit be
authorised under the Chaitmanship of the
Group Executive:  Technology  and
Commercial to develop, negotiate and
implement the above, subject to Eskom
Delegation of Authority.

» Accepted

o The terms of reference of this committee will be
finalised once the required delegation of
powers for this committee has been approved.

o SD&L and Skills development matrix

A Supplier Development and Localisation (SD&L)
proposal that deals with skills development, local
partner capacitation and the development of Top
Engineers is attached as Appendix 4.

Travel and Subsistence expenses shalk be in
accordance with the National Treasury Guideline

McKinsey require expenses payments outside
the “at risk” portion of its fees.

McKinsey is willing to comply with the National
Treasury guideline for expense payments.
McKinsey however retains the right to apply its own

240-53463042 McKinsey Feedback Report Excops 81015 CONFIDENTIAL TE - Group Technology & Commercial,

Effective 20 August 2012
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travel guidelines. The cap on expenses is at 10%
of the Mckinsey's share of benefits realised. See
Appendix 2. The expenses are also not available
for serutiny.

Approved Negotiation Team: Negotiation Team Participants:
Lead Negotiator: Prish Govender Lead Negotiator Prish Govender
Commercial Niombizodwa Mokoatle Commercial  Ntormbizodwa Mokoatle
Technical Johnstone Maldhubu Business Enablement - Johnstone Makhubu
Freddy Ndou Finance - Snehal Nagar-
Snehal Nagar SD&L - Mandla Gobingea
Mandla Gobingeca Andlle Dikana

Top Engineers - Dunn Mukosa
Bruno Correia
: Lyle Timm
Freddy Ndou was not available for the negotiations
due to prior engagements. '

3. FINANCIAL EVALUATION OF NEGOTIATED CONTRACT ERIGE

‘Due to the fact that the contract value will be R0.00 as this initiative is seli-funding Eskom'’s
financial evaluation"was initially not done. However, the propdsed down payment necessltated
that the financial evaluation be done. The process is currently in progress and the financial
report will be submitted to the members at the mesting. Furthermore, the principles relating to
the execution of the programme (i.e. performance based), as negotiated, has been supported
by the Finance representative on the negotiating team and the GFO.

4, RECOMMENDATION

To ratify minor differences between negotiated outcomes and approved mandate parameters as
contained in sub-clause 4.1 to 4.4

4.1  That the proposed down payments to be paid In lieu of project start-up cost as
gonsulting fees be supported. To give effect to this principle, a positive-value
contract be setup and the associated budget for this be ring-fenced and sourced.
An indication of the extent of the down payments is as follows:

*« & 5 & 4 & B

Top Engineers - R0.0m

Module “Procurement” — R50.0m

Module “PED” — R75.0m

Module "Generation (PLL only} R50.0m;
Module “Generation (UCLF) R200.0m
Module “Generation {Project factory} R50.0m
Module “Claims Management” — R50.0m
Total - R475 000 000.00

240-53463042 McKinsey Feedback Report Excops 81015 CONFIDENTIAL TE — Group Technology & Commercia,
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4.2  Payment trigger points Regime as per Appendix 2 be approved (not on the basis
of realised savings)

4.3 Payment of expenses (travel and accommodation) be made outside of realised
savings; but it be noted that the expenses have been capped at 10% of the
10.80% benefit sharing percentage resulting in the combined success fee and
expenses being 11.88% which conforms with the 12% mandate. That it be noted
that the rate of the expenses that McKinsey will charge Eskom will be based on

National Treasury rates,

4.4  The SLA format of contracting be approved with its associated conditions;

45  That the Generation, Primary Energy and Claims Management value packages as

. CO ta“i?t_'led in Appendix 7, 8 and 9 be accepted and included as part of this transaction.

Vs ol

CHAIB('[ES KALHA  DATE

COMMODITY SOURCING GM (ACTING)
GROUP CAPITAL

— SN __.@l/m/wg?:.

m{:si&wﬁen DATE
PROGRAMME DIRECTOR

GROUP CAPITAL

/fd M%‘%fﬁl‘"@ 9@//0//,9&15

MANDLA GOBINGCA DATE
GENERAL MANAGER: SD&L - :
GROUP TECHNOLOGY AND COMMERCIAL

MATSHELA KOKO DATE
GROUP EXECUTIVE
GROUP TECHNOLOGY AND COMMERCIAL
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Appendix 1: Payment of project set up costs, incéntives and normalisation to R0.0
contract value

Payment Scheme Recurring Benefits for McKinsey — Qverview |n_LusmzmvE

ih Rmn

‘MeKinsey
performance
incentive
payouts

Eskom
recurting . .
Benefits
{over 3 years)

Project
maonth

Out of the R 0.0 mn performance |
incentive paymeni, 60% = R 6.0 mn
will be invoiced direclly. 30% = R3.0
mn will be defesed by 12 months and

Project setup cost

the finat 10% = R 1.0 ma by 24 months

[h,w,m\-wumw.mz;..wwi

B3 83 8% 83 83 83

o
D1 ittt s f

R. 100 mn benefits entille
McKinsey 10 total 12% = R 18 “ N
mn performance Incentives. ARG
Sinee R 50 mn have already _ R 500 mn benefits enfitle ‘MCKmsey
been pa[d out as preject to tolal 12% = R 60.0 mn in
setup cost, no additional 100 performance incentives.
payment to McKinsey. 60 - R 50.0 mn have already been pakl
o as project setup cost, reducing the
McKinsey payment to R 10.0 mn.
Vi
o
1 2 3 4 B 3 7 8 8 20 2 32 I
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Appendix 2: Summary of Negotiation Results on Key financial parameters

Commercial negotiation trace — McK offer post governance
McKinsay Revised

Initfat offer post McKinsey
Cuirent McKinsey Final offer Latest govemance offer
status rasponse  Offer Eskom McHinsey Eskom offer approval
Share ononce off  12.0% 11.8% 10.5% 11.25% 10.75% 11.16% 80%
benefits
Shareonrecumng  120%  113%  10.0% 1085% " 1005% 7 i0 55% (impagt 10.55% fropack
benefits? (discounted by {discounted by calculation wilk,_calculation will
12% p.a. for PPipa.for  nol consider conside|
year 2 'md 3) year 2and 3) mﬂauon} mﬂahon

Paymentin caseof 12=65%  I2=63% I2=50% 12=60% H2=66%  R2=56%  I2=55%
. rejeclintatl l2or [3=80% IL3=78% 13=70% K3=70% M3=70%  13=70%  1L3=70%
figher 0 >I3=100% >IL3=100% »I3=90% >I3=90% >U3=0% L3=90%  >I3I=90%

Cashflowrecuring  YearlfYearZ! YearlNear2/ YearlfYear YearlfYear2! Yeariffear) YearifYeardl YoarTfYear2f

‘benefits - Yeard Year3 Year3 Year3 © . Yead - Year3 ~ Year3
TR BO%/25%  BOS30%S  60%ID% 1 60%/30%  60%/I0% G0%/30%/ GO%/0%!
g 25% 10% 10% 10% 0%~ 1[}% 10% :
Eskorn bank None For defemed Nore " None. None . " None I
guaranies payrnents . ¢
Caponexpenses  16% 5% 6%  / 15% 8% 5% 0%
{travel and
accommodabions)

1 Or lerminalion of the worl_(etrenrn or the entite project 2 Recuming benefils to be poid 3 full yedrs beneft mudtiphed by percentage
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Appendix 3: Table on Implementation Levels

Implementation level definition

Identiffed . -

"'1 i B S

Concrete

» General = Al implemen-

* AHimplemen-

5
= Total henefits

Criteria for #

completion  impraovement feasibility tation steps tation steps have been
inittative cleared with have been have been incusred for
developed and SD&L and signed off by completed Eskom (over
described in value package  responsibles o New contracy up to 3 year
tracking tool lead x ExcolSGM " operating pariod)

) 2 Benefits to * Benefifs to have ¢ proceduref Bottom fine
Eskom roughly Eskom authonzed im- equipment is cffect on
quantified ' evaluated in plementation in place and principte
using baseline defailover 3 = Resources/ fuily effective measurable
data {can still year period capital for . in day-to-day oh cost
be ranges} and deared implement- . business center

« Major with cost tations have  * Benefils for No further
implement- center Owner beenreleased  Eskomstarito  tracking
tation steps » Al Implemen- be collecled required
identified lation steps {ramp-up})

described and « Implemenia-
responsibles tion resources
appoinied can be

* Approved by released
Steercom
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Appendix 4: SD&L Proposal
Appendix 5: Evolution of the Top Engineers Programme
Appendix 6: Summary: Procurement Workstream Negotiation Results
Appendix 7: Summary: Generation Workstream Negotiétion Results
" Appendix 8: Summary: Primary Energy Workstream Negotiation Results

Appendix 9: Summary: Claims Management Workstream Negotlation Resuits
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Unigue Identifier 240-54568433
ACCEPTANCE LETTER Revision 1
@ Eskom
Revision Date October2015
Group technology & Commercial Division
Alexander Weiss Date: 17 December 2015
Mc Kinsey and Co Enquiries:
Tel +27 11 800 5358
Dave Gorrie

NOTIFICATION OF ACCEPTANCE FOR THE PROVISION OF CONSULTING SERVICES

Basis of Acceptance

We accept your proposal for the provision of Consulting Services concerning the Top Engineers
Program on the terms and conditions generally agreed in the draft contract recently negotiated
between McKinsey and Eskom.,

It is a condition of the acceptance that the Eskom considered opinion of the National Treasury
Instruction will hold throughout the life of the contract. In an unlikely eventuality that the said opinion
is conclusively altered the parties hereby agree to review the contract payment basis to reflect the
revised opinion.

Documentation
The contract documents will be available for your sighature and acceptance in due course.

Confirmation : _

We confirm that a contract-will exist between Eskom and Mc Kinsey and Company on the above
basis. Please indicate your acknowledgement thereof by signing below and deliver to the
undersigned.

Yours singgrely

20 Lq | z,, 13
Edwin Mabelane Date:
Chief Procurement Officer (Acting)

Acknowledgement

We acknowledge receipt of your Notification of Acceptance dated ....................ie. confirming that
a contract will exist between Eskom and McKinsey and Company from 17 December 2015 or soen
thereatfter.

Signature for and on behalf of the Supplier:

# - 2945 AL J A}~

‘Name: esraoocnr LocisS Date:
Designation: /” ¢ o

Group Technology & Commercial Division

Commodi Snurcln?

Megawatt Park No 1, Maxwell Drive Sunninghill

PO Box 1091 Johannesburg 2000 SA

Tel 427 11 800 8111 Fax +27 11 800 2090 www.eskom.co.za

Eskom Holdings SOC Limited Reg No 2002/015527/30
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@ €Skom | Powering your world

G roup reviewed interim results for the six months ended 30 September 2016

The graup’s condensed interim financial
statemens are available on Eskom's wabsice
at www.eslom.co.2aAR2016/nterim

Surplus capacity available to support economic growth

Revenue increased by 10.5% year-on-year to R97.] billion
EBITDA Increase of 23.1% to R31.5 billion
Cash flow from operating activities klmdhy

Plant availability increased to 7849%
Ingula 'l.lt_;Ics."!,-ﬁ and | in commercial operation,
adding 999MW of pealding capacity

Almost 15 months of no load shedding o

November 2016

Electrification connections increased by 139%

38.6% 1o R319 billon Medupi Unit § synchrorised to the naciomal gridon 99869
86% of funding for the year secured 8 September 2016 (794MW installed :npgci:y)
Business ovarview Qperating performance Outlook
During tha she menchs ended 30 Seprember 2048, Eskom contneed 1 fershar sisbiiva she hininess  There has been 2 winiians #h 1 riod. Plant  Eskom ¥ Iy, which 4 prajected o graw sesdily ever the mexs dhiee years.
with Fagraed epesstional and fnancial persemance, with mass 15 manths of 2o laid hedding 7123 for 5 005, o TH B o e nths Wl tpmers v e take advineage
” i Adricas fu 0 Sepramiar 1016, sxcesding the pear-end target of 72%. Unplinsed bresidawns have mproved from  of the swoess capacicy aitsasion.
e e e eur pham Elish Ech growth 14.75% for the six maathe ro Sepreamber 015 to 973% in 156 currses periad Unplinned susges due
s e Beahs have decreased try 3145, Pardial load lovyas hie impecved and the emergy e dus ta
e Tive ypear pian 1t grasunded on tha “etlgn-e-coit” paradign, - nigh i ot
Iy e a frute, Condensed group interim financial information
F resrennd in Generalien perl g by (LAY d it
fm:;f“"‘”" parfarmance by incrassing plascavakobity (EAT) 10 00% o pouil o s Inctasd iy aed he addonsd add b & Condensed ncoma sTItemenE
i nin
+ Diesver . h b 2007, Medupi By 3015 6a SRR, e ¥t sin munths exded 30 Sepuember 2008
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From: Bianca Smith <bianca@tcp.co.za>

Ta: Alexander Weiss <alexander weiss@mckinsey.com=, Vikas Sagar
<vikas_sagar@mckinscy.com>

Cc clive@tcp.co.za, Ben Burnand <ben@tcp.co.za>

Date: 2016-02-09 09:13 AM

Subject: Trillian's Shareholding

Hi Alex & Vikas,

Last night you requested the current status of Trillian’s shareholding. At this point, all
that | can state is that Trillian Management Consulting is 100% owned by Trillian
Capital Partners.

From a discussion with Clive, | understand that you are communicating with him, on
the shareholding of TCP.

Regards,

Bianca Smith
Chief Executive Officer

D TRILLIAN

AL M
T+2701 0202179 C +27 83 345 0095 E bianca@tcp.co.za W www.tcp.co.za
2" Floor, 44 Melrose Boulevard, Melrose Arch, Sandton, 2196
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AW11
McKinsey&Company

February 25, 2016
CONFIDENTIAL

Eric Wood
Trillian Management Consulting
ericw @tcp.co.za

Dear Mr. Wood

TRILLIAN, HUBEI HONGYUAN, E GATEWAY GLOBAL CONSULTANTS
FZC, AND ESKOM DUVHA BOILER PURCHASE

We refer to your discussion with Mr. Vikas Sagar with respect to the above matter
on 23 February 2016. We have also now received a Duvha Unit 3 Combmed
Clarification Register from Eskom confirming that:

1. Trillian Management Consulting is the BBBEE partner to Hubei Hongyuan, the
principal boiler vendor in respect of the Duvha Unit 3 boiler purchase, and

2. E Gateway Global Consultants FZC, Trillian’s subcontractors on the Generation
Work Package, have been appointed as EPCM coordinators in respect of the
Duvha Unit 3 boiler purchase.

We are of the view that Trillian and E Gateway’s respective roles as described
above may represent a material conflict of interest with their prospective respective
roles under the Procurement and Finance Packages contemplated under the 3-year
at-risk contract due to be executed between McKinsey and Eskom to support its Top
Consultants Programme. In particular, Trillian has identified the following
initiatives to be undertaken by it in respect of the Finance Package: “Rebuild —
Duvha Unit 3 Recovery Project to recover the 600MW capacity loss™ and
“Insurance claims management for the Duvha Unit 3 Recovery Project™.

Despite the potential material conflict of interest represented by these roles, the
multiple conversations we have had on the basis for our potential work with
Trillian, our unanswered requests for you to confirm your corporate structure and
related party interests, we learnt of Trillian’s involvement with Hubei Hongyuan
and E Gateway’s role for the first time during an internal Eskom tender clarification
meeting held on 22 February. We find this development unacceptable, particularly
in light of the high levels of transparency and good faith we expect from entities
with which we seek to partner, the potential legal and reputational ramifications
involved, and the specific nature of the relationship between BBBEE partners and
organisations they work with. We are duty bound to Eskom to avoid material
conflicts of interests and ensure that our prospective subcontractors and their

McKinsey and Company Africa Proprietary Limited
Sandown Mews East 88 Stella Street Sandown Sandton 21 96 PO Box 652767 Benmore 201 0 South Africa

Incerporated and Reglslerdd In Soulh Alrlca No 201 a/001 25107
Dirdetore: UH Aruldi (Swedish) 8 Wu P Pabhoo YN Megwéntshu T Legestd (Indepsndént)
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subcontractors give effect to the same obligations. Where we do not give full effect
to these obligations, we face the potential prospects of legal action flowing from
such breach. Potential conflict issues may also create risks to our clients, whose
interests we always place first.

Given the above, we have antomatically triggered a global review (in line with
McKinsey’s risk management policies) of our potential arrangement with Trillian
on work for Eskom. An emergency risk and legal call was held on the evening of 23
February 2016. To give effect to the conclusions of this call, and to progress both
our internal conversations and ongoing discussions with Eskom, we request that you
furnish us with the written confirmations below before or during the course of
Friday 26 February, with confirmation on point 4 by 5pm today, 25 February:

1. Detailed account of the form and legal status of Trillian’s relationship with
Hubei Hongyuan;

2. Detailed account of the form and legal status of Trillian’s relationship with E
Gateway Global Consultants FCZ,;

3. Confirmation that Trillian, its employees, or any of its subcontractors or
affiliates have no other interests which may conflict with their respective roles
as advisor to Eskom;

4. Confirmation that, pending your detailed response to this letter and with
immediate effect, no Trillian personnel, subcontractor personnel, or personnel of

 any affiliate undertaking will conduct or undertake any activities on any element

. of the Top Consultants Programme which may lend themselves to a conflict of
interest whether real or perceived;

5. Confirmation that Trillian indemnifies, defends and holds McKinsey harmless
from any and all claims brought against McKinsey in respect of and relating to
Trillian’s relationship with Hubei Hongyuan and any services performed by
Trillian and/or any of its subcontractors or their affiliates for Eskom.

We should note that we will also inform Eskom of these developments.
We look forward to your favourable reply.

Yours sincerely,

Georges Desvaux Jean-C phe Mieszala
Managing Partner, Africa -Chair, Clight Service Risk Committee
iddic East & Africa

McKinsey and Company Africa Proprietary Limlted
Sandown Mews East 88 Stefla Street Sandown Sandton 21 96 PO Box 652767 Benmore 201 0 South Africa

Incerposated and Realslerdd in Seuth Alrlea Mo 2 2081 25107
Dirtclors: uH Anidh (Swadish) & Wit P Pabhoo VN Magwentshy T Legetd Indepand6nt}
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AW12

McKinsey&Company

March 10, 2016
CONFIDENTIAL

Eric Wood
Trillian Management Consulting
eric(@tcp.co.za

Dear Mr, Wood

TRILLIAN, HUBEI HONGYUAN, E GATEWAY GLOBAL CONSULTANTS FZC,
AND ESKOM DUVHA BOILER PURCHASE

Tlhe above matter refers. Mr. Vikas Sagar has forwarded your e-mail dated March 08, 2016 to us. We
have noted the contents thereof with thanks. We wish to inform you however that our global risk review
remains ongoing with a view to being concluded during the middle of the coming week. To this effect, in
addition to your undertaking to furnish us with a detailed group profile of the Trillian Group (which we
have still not received), we would also appreciate your detailed responses to our letter dated February 25,
2016 before the close of business on Friday 11 March 2016. Your response should contain the following,
as previously requested by us:

1. Detailed account of the form and legal status of Trillian’s relationship with Hubei Hongyuan;

2. Detailed account of the form and legal status of Trillian’s relationship with E Gateway Global
Consultants FCZ;

3. Confirmation that Trillian, its employees, or any of its subcontractors or affiliates have no other
interests which may conflict with their respective roles as advisor to Eskom;

4. Confirmation that, pending your detailed response to this letter and with immediate effect, no Trillian
personnel, subcontractor personnel, or personnel of any affiliate undertaking will conduct or
undertake any activities on any element of the Top Consultants Programme which may lend
themselves to a conflict of interest whether real or perceived;

5. Confirmation that Trillian indemnifies, defends and holds McKinsey harmless from any and all
claims brought against McKinsey in respect of and relating to Trillian’s relationship with Hubei
Hongyuan and any services performed by Trillian and/or any of its subcontractors or their affiliates
for Eskom.

We look forward to your favourable reply.

Yours sincerely,
My |

Georges Desvaux
Managing Partner, Africa Chair, Client Service Risk Committee
Europe, Middle East & Africa

McKinsey and Company Africa Proprietary Limited
Sandown Mews East 88 Stella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 South Africa

Incarporated and Registerad in South Alrica No 2013/081251/07
Directors: LJH Anvldi (Swedish) 8 Wu P Parbhoo Vi Magwentshu T Legoate (Independent)
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® Eskom AT

Dr Alexander Weiss Date:

McKinsey & Company 19 February 2016
88 Stella Street

Sandton,

2196

Dear Dr. Weiss

TOP CONSULTANTS PROGRAMME - RISK BASED CONTRACT PROPOSAL AND
NEGOTIATIONS

In relation to the above, Eskom requests a formal response on the following items:

o Eskom understands that the intended BBBEE partner to McKinsey & Co. is Regiments
Group. We also further note that Regiments Group is in @ process of transition and that the
ultimate BBBEE partner would be Trillian Group. Eskom would like McKinsey to provide a
response relating to an article published on page 9 of the Financial Mail (February 18 —
February 24) regarding allegations associated with Mr Mohammed Bodat, a former
employee of Regiments Group. :

o Further to the above, Eskom seeks a response to key issues raised by the myself at a
meeting with McKinsey that took place on 9 February 2016 relating the objectives of the
above-mentioned proposed contract. The issues are as follows:

1. The alignment of the programme as a vehicle to deliver Eskom’s Design to Cost
Strategy and 5 year Corporate Plan.

2. How lessons learnt from other organisational turn around programmes such as
Back-to-Basics and the Business Productivity Programme have been incorporated
into the Top Consultants Programme.

3. The development and implementation of a Change Management Process to ensure
sustainability of the programme.

4, The development of the BBBEE partner (Regiments Group) as regards the vision,
aspirations, skills and competency mix and overall plan for success over the
contract duration, including a focus on the health of the relationship with McKinsey.

5. The development of the Eskom's Top Consultants regarding the intended
aspirations, road map and key success measures with a clear goal to minimising the
future use of consultants in the organisation.

6. The inclusion into the programme of other key focus areas such as Contracts
Management and Fraud and Corruption.

Group Finance Division

Megawatt Park Maxwell Drive Sunninghill Sandton

PO Box 1091 Johannesburg 2000 SA

Tel +27 11 B0O0 4647 Fax +27 B6 662 6169 www.eskom.co.za

Eskom Holdings SOC Ltd Reg No 2002/015627/30
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Your urgent response, within 7 days, on the above issues will be apprediated. The signing of the
proposed contract is contingent upon the receipt of satisfactory responses to the above requests.

Yours sincerely

Anoj Singh m
CHIEF FINANCIAL OFFICER
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February 24, 2016
CONFIDENTIAL

Mr. Matshela Koko and Mr, Edwin Mabelane
Eskom Holdings SOC Ltd
kokomm@eskom.co.za

MabelaET @eskom.co.za

Dear Mr. Koko and Mr. Mabelane

TRILLIAN, HUBEI HONGYUAN, E GATEWAY GLOBAL CONSULTANTS
FZC, AND ESKOM DUVHA BOILER PURCHASE

In line with our approach to client service, and our commitment to serving Eskom,
we are writing to confirm discussions that our colleagues have had with you
concerning a potential conflict of interest concerning Trillian Management
Consulting and E Gateway Consultants FZC, and to share our response to date to
the issues involved.

We have noted that the Duvha Unit 3 Combined Clarification Register confirms

that: - -

1. Trillian Management Consulting is the BBBEE partner to Hubei Hongyuan, the
principal boiler vendor in respect of the Duvha Unit 3 boiler purchase; and

- 2. E Gateway Global Consultants FZC, Trillian's subcontractors have been
appointed as EPCM coordinators in respect of the Duvha Unit 3 boiler purchase.

In our view, Trillian and E Gateway’s respective roles as described above represent
a potential material conflict of interest with their respective prospective roles under
the 3-year at-risk contract due to be executed between McKinsey and Eskom to
support Bskom’s Top Consultants Programme. In particular, it had been envisaged
that Trillian would work on the following initiatives in respect of the Finance
Package: “Rebuild — Duvha Unit 3 Recovery Project to recover the 600MW
capacity loss™ and “Insurance claims management for the Duvha Unit 3 Recovery
Project”. This would appear to place them on both sides of the Duvha Unit 3
purchase process.

This concerns us and given this concern, our colleague Aleck Matambo, initiated a
discussion with yourselves and Mr. Charles Kalima following the tender
clarification meeting held on 22 February to discuss Trillian’s role in the Duvha

McKinsey and Company Africa Proprietary Limited
Sandown Mews East 88 Stella Street Sandown Sandton 21 96 PO Box 652767 Benmore 201 0 South Alrica

Incorporated and Reglalordd In South Africa Na 251 5091 25107
Dirbctore: uH Aruldi (Swedish) 8 Wu P Pabhoo YN Magwénteha T Legasth (Indepsrddnl}
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Unit 3 boiler purchase. This discussion was followed by written correspondence
from Mr. Kalima to the effect that we confirmed that, due to the potential conflict of
interest, neither McKinsey nor Trillian could support Eskom on procurement topics
related to the Duvha Unit 3 boiler.

Despite McKinsey not being involved in any procurement topics related to the
Duvha Unit 3 boiler, we have continuing concerns about the potential legal and
reputational consequences to Eskom and McKinsey of Trillian’s involvement in the
Top Consultants Programme. As a result, we have also:

1. Raised the matter directly with Trillian and sought their clarifications and
assurances to ensure that Eskom and McKinsey’s interests are safeguarded. This
is over and above confirmations we have sought previously with respect to, inter
alia, Trillian’s ownership structure and related party interests;

2. Sought immediate confirmation from Trillian that, with immediate effect, no
Trillian personnel, subcontractor personnel, or personnel of any affiliate
undertaking will conduct or undertake any activities on any element of the Top
Consultants Programme which may lend themselves to a conflict of interest
whether real or perceived

3. Triggered an automatic risk and legal review of Trillian’s role on the
Programme within McKinsey, which was immediately followed by a meeting
held on the evening 23 February 2016.

We shall keep you apprised of all relevant developments herein.

Yours sincerely,

Georges Desvaux Jean-Chr he Mieszala
Managing Partner, Africa Chair, Clignt Service Risk Committee
Europe, Mjddlle East & Africa

McKinsey and Company Alrica Proprietary Limited
Sandown Mews East 88 Siella Street Sandown Sandton 21 96 PO Box 652767 Benmore 201 0 South Africa

Incorporated and Regliendd InSouth Africa No 201 3o 25107
Dirdetore: uH Anudl {Swedislt) 5 Wi P Palhoo v Magweishu T Lsgeetd (ndepandonl)
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March 15, 2016
CONFIDENT!AL

Eric Wood
Triilian Management Consulting
eric@tcp.co.za

Dear Mr. Wood

TERMINATION OF INTERACTIONS BETWEEN MCKINSEY AND THE TRILLIAN
GROUP IN RESPECT CF THE TOP CONSULTANTS PROGRAMME AT ESKOM

We refer to our letters to you dated February 25 and March 10, 2016 and to which we
have not received any formal responses. In particular, we did not receive your responses
to the following requests: '

1. Detailed group profile of the Trillian Group including ultimate beneficial
shareholders, related partics and executive management;

2. Detailed account of the form and legal status of Trillian’s relationship with Hubei
Hongyuan; ' '

3. Detailed account of the form and legal status of Trillian’s relationship with E
Gateway Global Consultants FCZ,;

4. Confirmation that Trillian, its employees, or any of its subcontractors or affiliates '
have no other interests which may conflict with their respective roles as advisor to
Eskom;

5. Confirmation that, pending your detailed response to this letter and with immediate
effect, no Trillian personnel, subcontractor personnel, or personnel of any affiliate
undertaking will conduct or undertake any activities on any element of the Top
Consultants Progranune which may lend themselves to a conflict of interest whether
real or perceived,

6. Confirmation that Trillian indemnifies, defends and holds McKinsey harmiess from
any and all claims brought against McKinsey in respect of and relating to Trillian’s
relationship with Hubei 1longyuan and any services performed by Trillian and/or any
of its subcontractors or their afiiliates for Eskom.

As we mentioned to you, our global risk comimitlee has reviewed and discussed the
proposal to work with Tritlian, as our BBBEE partner, on our engagement with Eskom.
As aresult of this discussion, we have decided not to proceed with this proposal.

MecKinsey andg Company Africa Proprietary Limited
Sandown Mews Enst 88 Stelia Street Sandown Sandton 2186 PO Box 652767 Benmare 2010 Sauth Africa

Ieerporated and Fegistared in South Adrica Mo 2013/01251407
Directors: LIH Arwick (Swedish) 5 Wu P Parbhoo VN Magwentshu T Legoele (ndependent]
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Whilsl we are aware that this will be a disappointment to you, we hope that you will
understand that, for a programme of this scale and importance, we require more clarity on
our partner firm than you have been able to provide us to date. We may consider any
additional information that you may furnish subsequent hereto,

We will inform Eskom of the recent developments and trust that you will be willing for
our feam fo discuss with you and with Eskom how to transition artangements in a way
that best supports Eskom's plans,

We will also communicate any advices from the client in this regard.

Yours sincerely,

1

v
P e S

P Z:"_‘.‘."'"-

-

Georges Desvaux Jean-Chipdphic Mieszala
Managing Partner, Africa Chair &lent Service Risk Committee
EaropesMiddle East & Africa
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30 March, 2016
CONFIDENTIAL

Mr. Anoj Singh

Group CFO

Eskom Holding SOC Ltd
Megawatt Park
Sunninghill, Sandton
Johannesburg

South Africa

Dear Mr. Singh

TOP CONSULTANTS PROGRAMME

We refer to your letter to us dated February 19, 2016 and our response thercto dated
February 25, 2016. This letter serves as an update on further developments since
our last letter to you on February 25, 2016. In particular, you may recall, that we
‘confirmed to you that we will not be in a position to commence a relationship with
Trillian, or any other partner/sub-contractor until the criteria below have been met
and approved by our global risk and legal teams:

m Shareholding of holding companies
m Ultimate beneficial shareholders
m Related parties and group companies (e.g., significant lenders)

m Executive management team and other “key man” dependencies for both the
company and group companies

m Majority Black ownership

m Majority Black management and staff or a clear and committed plan to deliver
this outcome

We have requested the above, and other additional relevant information, from
Trillian on separate occasions including via letters to them dated 25 February 2016
and 10 March 2016. We have, to date, not received any formal responses to each of
the letters despite the respective deadlines of 25 February 2016 and 11 March 2016.

We have also had separate discussions with Mr. Eric Wood on a number of
occasions. During these meetings, Mr. Wood orally provided partial information

McKinsey and Company Africa Proprietary Limited
Sandown Mews East 88 Stella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 South Africa

Incorporated and Rsgistered [n South Africa No 2013/081251/07
Directors; LJH Arwidi (Swedish) S Wu P Patbhoo VN Mapwentshu T Lagosle (Independent)
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concerning Trillian’s potential shareholders and directors but expressed that the
information was neither complete nor final. The information received served as
input into McKinsey’s risk management process and review of the proposed
confracting arrangement which has been ongoing.

All information received to date concerning our requests to Trillian, as set forth
above, was presented and evaluated during a periodic McKinsey global risk
committee meeting. The committee came to the following conclusions:

m McKinsey does not know enough about Trillian, its ownership and governance
to be comfortable going ahead on a programme of this scale

m Trillian’s speed and clarity of response to McKinsey’s questions has not been
satisfactory

m McKinsey is uncomfortable about Trillian’s transparency on conflict issues

m  McKinsey has material concerns around reputational risk to the Firm given the
above.

As a result, McKinsey’s interactions with Trillian have now been terminated with
confirmation having been sent to Trillian.

We acknowledge that the draft of the Services Level Agreement between Eskom
and McKinsey entails the requirement of outsourcing a percentage of the total
consulting fee to a Supplier Development partner. We are fully committed to
giving effect to this obligation despite the termination. In light of the previously
envisaged sub-contracting relationship with Trillian which, under the current
conditions, will not be possible, we would appreciate an opportunity to develop
options with Eskom to ensure that we meet our supplier development obligations.

We are very much committed to support Eskom on this going forward. Please take
it as our sign of commitment that we so far continued our teams to push for impact

Yours sincerely,

P ARl

—— B

,t‘j’f\?}?ﬂ’f%&’

PSR

Dr. Dr. Alexander Weiss Georges Desvaux
Director Managing Partner, Africa
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MINUTES OF THE TOP CONSULTANTS PROGRAMME STEERING COMMITTEE
MEETING 02/2016 HELD AT KGORONG BOARDROOM ON 31 March 2016 FROM

12H30

PRESENT:
MEMBERS

Mr Anoj Singh
{ Mr Abram Masango
. Mr Edwin Mabelane
Mr Willie Majola
Mr Andre Pillay
MS Maya Bhana

OFFICIALS

Mr Prish Govender

Chief Finance Officer ("CFQ") Chairman

Ms M A Hendricks  Committee Secretary

IN ATTENDANCE

Mr Kobus Steyn
Mr Peter Sebola
Mr Johnston Makhubu
Ms Maya Bhana
Mr Jonathan Bown
{ Mr Alexander Weiss
Mr Vikas Sagar
Mr Eric Wood
Ms Faheema Badat
Mr Ben Burnand
Mr Arvn Babu
Ms Sihle Mdluli

APOLOGIES

Mr Matshela Koko
Mr Vusi Mboweni

Mckinsey & Company
Mckinsey & Company
Mckinsey & Company
Trillian

Trillian

Trillian

Deloitte

Deloitte

1.  OPENING AND WELCOME

The Chairman opened the meeting and welcomed all those present and inlroduclions

were done.
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2. APOLOGIES

The above apologies were noted.

3. QUORUM

A quorum being present the Chairman declared the meeting duly constituted for
Approvals.

4, DECLARATION OF INTEREST
No conflicts of interest were declared pertaining lo the matters on the agenda.
5. SAFETY AND EVACUATION PROCEDURE

The safety and evacuation procedure to be followed in the event of an emergency was
presenied and noted.

6. APPROVAL OF THE MINUTES OF PREVIOUS MEETING
The minutes for steerco 2 held on 31 March 2016 will be approved at the next Steerco
7. OPENING MATTERS FOR INFORMATION/ DISCUSSION

Prish Govender gave an overview of the agenda and requested the approval of the
minutes be moved fo the next Steerco

8. LESSONS LEARNT /CHANGE MANAGEMENT

Alex Weiss from Mckinsey & Company (McK) gave an overview of the implementation
and the focus of the four key levers of organisational change.

Anoj Singh stated that an incentive scheme for the successful programme performance
needs to be developed and linked to the overall Performance. (linked fo KPA 2 or 3)

Resolved/Action/Comment:
« Anoj Singh actioned Maya Bhana and Prish Govender to discuss with Anton and to
present at the next Steerco Meeting

9.  Trillian/SD&L

Faheema Badat from Trillian gave a brief description and status update on the projects
Trillian is involved in Eskom. Eric Wood gave a brisf overview of the organisalion in
terms of people, skills, competencies and BEE status currently and going forward. Alex
gave an overview of the relationship with Trillian and McK, an update on the key
dimensions of McK SD&L plan as agreed during the MSA negotiations and shared the
modified SD&L implementation plan.
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Resoclved/Action/Comment:
e« The CFO requested Prish Govender to distribute the Trillian presentation to the
committee members
« CFO requested Prish Govender o align Trillian with Harry Gazendam regarding
engagement with EFC

10. WAVE TOOL

Jonathan Bown from McK gave an overview on the critical inputs that is documented and
tracked on wave. To ensure contenl quality and data securily, Wave has a number of
controls. Wave training for all users given by the PMO and Wave Team. Ongoing
Support is let by the Work Package Liaisons and PMO. Quality Checks are done by the
PMO. The approvals for Stage gates must be approved by Work Package Leads and
PMO for all stages. Approval from the Cost Cenire and SD&L is required, if applicable,
for IL2. Steering Committee approval is required for payment triggers for IL2, For IT
General Controls, the responsible owner is the PMO. IT Security responsible owner is
the Wave team, PMO and Eskom IT. :

11. TOP CONSULTING GROUP (TCG) UPDATE

In the absence of Willy Majola, Dunn Mukosa gave an overview on the Top Consulting
Group on the current status of the program and the future plan for the next three years.
Anoj Singh requested feedback from Lynelle Singh on behalf of the Cohort 1 and 2 that
the programme is a success and there are two way communications.

12. STEERCO GOVERNANCE

Prish Govender presented an overview on the three best oplions on how to align the
TCP Steering Committee. This committee is put in place to drive the Design to Cost
Strategy and how the Corporate Plan results can be achieved. Guidance from the
Commiflee members on the Governance and Decisions 1o be made at this commitlee in
terms Eskom's overall Guidance. Prish to engage with Deloitte, Matshela Koko and
Abram Masango with the proposed options for the Steerco Governance and mandate in
setting up the RMO.

Resolved/Action/Comment:
¢ Prish Govender fo provide feedback at the next Sleerco after discussion with
Matshela, Abram and Sihle from Deloitte.

13. PAYMENT TRIGGER APPROVALS

Edwin Mabelane to update the CFO on outcomes of the disciplinary action regarding
Switchgear PO, and distribute a memo to the 226 employees in Procurement regarding
this incident. ’
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' Resolved/Action/Comment:
. Edwin Mabelane to update CFO and distribute memo

13.1 Payment Trigger Approvals

IL2 and Payment Trigger submissions were approved by the SteerCe with the
understanding that relevant Eskom divisions were satisfied with the ideas; ICT
Procurement submissions were conditionally approved subject to Chief Information
Officers approvals after this meeting .

Idea #1139 impact value of R530M must be corrected on wave fo R476m
Resolved/Action/Comment:

+  Dan Mashigo to ensure and agree on the correct wave figure

Idea #1278 Kusile historic turbine claims '

Resolved/Action/Comment:
+  Approved with amendment — Peter to engage with McK

Payment Trigger Approval Initiatives - Primary Energy (Fixed Price Contracts):

Project: # 11 Fixed price contracts, existing contracts - Universal Coal PLC
Eskom Lead: Dan Mashigo (Edwin Mabelane)
Approved (Impact - Rmil): 100 (24) (Opex) (Recurring)

Project: # 12 Fixed price contracts, existing contracts — Wescoal Mining (Tutuka)
Eskom Lead: Dan Mashigo (Edwin Mabelane)
Approved (Impact - Rmil): 90 (21) (Opex) (Recurring)

Project: #28 Fixed price cantracts, existing contracts - Ntshovelo Mining
Eskom Lead: Dan Mashigo (Edwin Mabelane)
Approved (Impact - Rmil): 18 (4) (Opex) (Recurring)

Project: #191 - Fixed price contracts, exisling contracts — Westcoal Mining (Majuba)
Eskom Lead: Dan Mashigo (Edwin Mabelane)
Approved (Impact - Rmil): 20 (5) (Opex) (Recurring)

Project: #10 Fixed price contracts, existing conlracts - Silverlake
Eskom Lead: Dan Mashigo (Edwin Mabelane)
Approved (Impact - Rmil): 96 (23) (Opex) (Recurring)

Project: #26 Fixed price contracts, existing coniracts — Welgemeend
Eskom Lead: Dan Mashigo (Edwin Mabelane)
Approved (Impact - Rmil): 33 (8) (Opex) (Recurring)
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Project: #247 Fixed price contracts, existing contracts — Sudor Coal
Eskom Lead: Dan Maghigo {Edwin Mabelane)
Approved (Impact - Rmil}: 29 (7} (Opex) (Recurring)

Project: #5657 Fixed price contracts, existing confracts - Mbali Coal
Eskom Lead: Dan Mashigo (Edwin Mabelane)
Approved (Impact - Rmil): 1.3 (0.3) (Opex) (Recurring)

Project: #1114 Sudor rall siding
Eskom Lead: Dan Mashigo (Edwin Mabelane)
Approved (Impact - Rmil): 95 (23} {Opex) (Recurring)

Payment Trigger Approval Initiatives — Project Delivery and Claims Managemaent

Project: #5 C &1 employer claims
Eskom Lead: Peter Sebola
Approved (Impact - Rmil): 7 {1} {PT1 and PT 2} {Capex) (Once-off}

Project: #608 Boiler New Delivery Model: Medupi U4 Initiative Agreement
Eskom Lead: Peter Sebola
Approved (impact- Rmil): 195 {15) (PT1){Capex) (Once-off}

Project: #609 CBZ Intervention
Eskom Lead: Peter Sebola
Approvad (lmpact - Rmil}: 150 (11) (PTt and PY2) (Capex} {Once-off)

Project: #1278 Kusile historic turbine claims
Eskom Lead. Pster Sebola
Approved (Impact - Rmil): 2265{171) (PT1) (Capex) (Once-off}

Payment Trigger Approval inltlatives — Procuresnent —~ Edwin Mabelane

Project; #568 Boiler Services: Negotiate short ferm confract

Eskom Lead: Edwin Mabelane (Johnstone Makhubu)
Approved {impact - Rmil): 86 (5) (Opex and Capex) (Once-off)

Project: #63 Power Transformers: Reduce demand in line with stock en hand
Eskom Lead: Edwin Mabelane (Johnstone Makhubu)
Approved (Impact - Rmil); 171 (14} {Opex and Capex} (Once-off)

Project: #125 Boiler senvice: Standardize core crew for maintenance across stations
Eskom Lead: Edwin Mabglane {Johnsione Makhubu)
Approved (Impact - Rmit): 44 (10) (Opex) (Recurring}

Project: #35 Tactical: Sign contract for contract Wooden Potes & X.arms spend
currenily off contract using e-auction

Eskom Lead: FEdwin Mabelane (Johnstone Makhubu)

Approved (Impact - Rmil): 34 (8) (Opex) {(Recurring)
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Project: #34 Tactical: Boiler Tube - Enforce buyer and plant to use new material
number

Eskom Lead: Edwin Mabelane (Johnstone Makhubu)

Approved (Impact - Rmil): 3 (1) (Opex) (Recurring

Project: #14 and #760 ICT: Adobe (Tactical) - Delay purchase of upgrades, limit new
licenses, and  buy standard instead professional version

Eskom Lead: Edwin Mabelane (Johnstone Makhubu) o
Approved (Impact - Rmil): 1 (0.2) (Recurring) (Capex), 4 (0.3) (Once-off) (Opex)

Project: #65 Inventory: 1.1 PO Cancellation Taskforce - Tracking 1 Apr'16 - 11 May "16
Eskom Lead: Edwin Mabelane (Johnstone Makhubu)
Approved (Impact - Rmil): 49 (2.3) (Capex/Opex) (Recurring)

Project: #564 Inventory: 1.2 PO Cancellations Tracking - Majuba U6 outage
Eskom Lead: Edwin Mabelane (Johnstone Makhubu)
Approved (Impact - Rmil}: 13 (0.6) (Capex/Opex) (Recurring)

Project: #66 Inventory: 1.3 PO Cancellation Tasklorce - Tracking 12 May '16 - 31 May
16

Eskom Lead: Edwin Mabelane (Johnstone Makhubu)

Approved (Impact - Rmil): 804 (38) (Capex/Opex) (Recurring)

The CFO questions the Sieerco and Mckinsey regarding the ease of approvals of
savings ideas. Alex Weiss assures the CFO that all savings ideas have been ticked off
and approved by a stream of people in Wave that includes the manager, finance
manager and so on.

IL2 Approval Initiatives — Ratification — Primary Energy

Project: #246 Cost Plus — New Denmark Volume Improvement
Eskom Lead: Dan Mashigo
Approved (Impact - Rmil): 277 (Opex) (Recurring)

Project: #1139 Medupi penalty provision: Operational actions - Medupi stockpile height
increase

Eskom Lead: Dan Mashigo

Approved (Impact - Rmil): 478 (Opex) (Once-off)

ILZ Approval Initiatives — Ratification — Procurement (ICT subject to Sean Maritz
approval)

Project: #105 ICT: WAN - Reduce capacity of underutilized links and open links for
tender (WAN ultimate providers)

Eskom Lead: Dan Mashigo

Approved (Impact - Rmil): 15 (Opex) (Recurring)

Project: #352 Boiler service: Renegotiate contract - Price, Productivity & Quality levers
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Eskom Lead: Dan Mashigo
Approved (Impact - Rmil): 967 (Opex/Capex) (Recurring)

Project; #121 Boiler Services: Agree early payment discount for short term contract
Eskom Lead: Dan Mashigo
Approved (Impact - Rmil): 8 (Both Opex and Capex) (Once-off)

Project: #56 Power Transformers: Improve negotiation approach
Eskom Lead: Dan Mashigo
Approved (Impact - Rmil): 150 (Capex) (Recurring)

Project: #248 Yellow Plant: Run e-Auction on hire contract for Majuba and Medupi
Eskom Lead: Dan Mashigo
Approved (Impact - Rmil): 82 (Opex) (Once Off)

Project: #57 Yellow Plant: Run e-Auction on hire contract for 13 power stafions (excl.
Majuba and Medupi)

Eskom Lead: Dan Mashigo

Approved (Impact - Rmil): 106 (Opex) (Once Off)

Project: #13 ICT: Microsoft - Renegotiate 3-year confract
Eskom Lead: Dan Mashigo
Approved (Impact - Rmil): 25 (Opex) (Recurring)

Project: #42 ICT: Desktops/ laptops - Reduce specification requirements
Eskom Lead: Edwin Mabelane (Johnstone Makhubu)
Approved (Impact - Rmil): 4 (Capex) (Recurring)

Project: #118ICT: IT Oulsourcing - Improve negotiation strategy
Eskom Lead: Dan Mashigo
Approved (Impact - Rmil): 20 (Opex) (Recurring)

Project: #108 ICT: Printers/ copiers - Return unused leased printers to vendors and
implement printing policy controls

Eskom Lead: Dan Mashigo

Approved (Impact - Rmil): 14 (Capex) (Recumng)

Project: #30 Tactical: Cebles - Off-Contract o be placed on Contract
Eskom Lead: Dan Mashigo
Approved (Impact - Rmil): 3 (Opex) (Recurring)

Project: #31 Tactical: Modules - Place Off-Contract spend on Contract
Eskom Lead: Dan Mashigo
Approved (Impact - Rmil): 8 (Opex) (Recurring)

Project: #29 Taclical: Low/Medium/High Pressure Pumps - Sign contract for items
bought off-contract

Eskom Lead: Dan Mashigo

Approved (Impact - Rmil): 16 (Opex) (Recurring)
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Project: #33 Tactical: Bearings - Place Off-Conlract spend on Contract
Eskom Lead: Dan Mashigo
Approved (Impact - Rmil): 6 (Opex) (Recurring)

Project: #36 Tactical: Seals - Place Off-Contrac! spend on Contract
Eskom Lead: Dan Mashigo
Approved {Impact - Rmil}: 2 (Opex) (Recurring}

Project: #87 Tactical: Transmitters - Place Off-Coniract Spend on Contract
Eskom Lead: Dan Mashigo
Approved (impact - Rmil}: 2 (Opex) {Recurring)

Project: #21 Tactical: Bars - Sign contrect for items currently bought off contract
Eskom Lead: Dan Mashigo
Approvad (iImpaed - Rmil): 10 (Opex} (Recurring)

-Project: #64 Inventory: 1. Cancel unnecessary PRIPOs and reroute where possible
{Taskforce) TR

Eskom Lead; Dan Mashigo

Approved (Impact - Rmil): Presented Monthly {Capex] (Recuring)

Project; #41 ICT: SAP (recurring): Reduce spend through maintenance level reduction
and negotlation

Eskom Lead: Dan Mashigo

Approved {lmpact - Rmil}: 11 (Opex) (Recuiring)

Project: #62 Power Transformers: Early payment discount
Eskom Lead: Dan Mashigo
Approved {Impact - Rmity: 20 (Capex) (Recurring)

Project: #122 ICT: WAN - Reduce spend with T-systemns (teduce SLA requirements
and spend on back-up firks)

Eskom Lead: Dan Mashigo

Approved {Impaci - Rmil): 9 (Opex) {(Recurring)

iL2 Approval Initlatives — Ratification - Inventory

Project: #577 Tackical: Concentric Cables - Place off-contrac! spend on contract
Eskom Lead: Edwin Mabelane (Johnstone Makhubu)
Approved (Impact - Rmil): 8 (Opex) (Recurring}

Project: #20 Tactical Pole Transformers - Sign contract jor items currently bought off
contract

Eskom Lead: Edwin Mabelane {Johnsione Makhubu}

Approved (Impaci - Rmil): 42 (Opax) (Recurring)

Project: #806 ICT: SAP (once-off) - Reduce spend through license swaps
Eskom Lead: Edwin Mabelane (Johnstone Makhubu)
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Approved (Impact - Rmil): 64 (25) (Capex) (Once Off)

Project: #72 Inventory: 2. Reduce operational slock by optimising MRP parameters
using a model

Eskom Lead: Edwin Mabelane (Johnstone Makhubu)

Approved (Impact - Rmil): 393 (25) (Capex) (Recurring)

8. COMMUNICATIONS UPDATE

Office of GCE (Freddy Ndou appointed as Project Manager) mandated to take
ownership of the Project Mario and Communications efforts for Corporate Plan and liaise
with GCE and CFO on strategic communications plans. The CFO indicated external
broadcasting of strategies and plans should only occur once key questions for 'DTC 2"
are answered internally, i.e.; Capacity, Costs, and Economic Growth. All Internal
communications should commence as well as selective external parties that are agreed
by the GCE and GCFO, e.g. credit agencies, investors, National Treasury

Resolved/Action/Comment:
s Freddy Ndou to engage with CFO and GCE with alignment

9. GENERATION UPDATE

"CFO requested a fleet-wide view of Generation performance (like the graph shown on
p.58) |

Resolved/Action/Comment:
« Edwin Mabelane tasked with this as he is acting for Matshela Koko this week

10. GENERAL
(O Alignment and change management for communications going out to the business.

Resolved/Action/Comment:
CFO, Maya and Lynelle to identify and manage the alignment risk

The Chairman stated that all Future Payment Trigger submissions musl include findings
and proposals regarding: the root cause(s) analysis; sustainable changes required and
improved criteria to be developed and agreed with the Work Streams for sustained
success

Resolved/Action/Comment:
» Prish Govender 1o ensure the above information is presented at the next Steerco —

11. CLOSURE

There being no further business to transact, the Chairman declared the meeting closed at
14h20.
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® €Eskom

Top Consultants Programme
(TCP)

Steering Committee Meeling #3

June 7, 2016

® €Eskorn

6 far e oA b tos e
* Opening

* Review of past minutes and actions

* Lessons Learned/Changs Management
Process

* Wave Tool

= Top Consulting Group (TCG) Undate
* Stoerco Goverance

* SDEL Updale

Part 2; Impact managemeant

Part 3; Communicatiors update
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Steering committee meeting agenda

= Inroductions and spologies Prish Govender
* Roeview of pas! minutes and adlions Prish Govender
Lessons Learnad! Changs Maragement Almander Welss
= Wave Too Jonathan Bown
* Top Consulting Grovp (10G) wdate Wily Mapola

opa f el L
Jorathan Bown
WPicads
4 i i gt S

. Janathan Bown

Kobus Seyn

g+ Tachnical intlisives
* Outape
[ * Mindsets and tehavion

@® Eskom

Par 1: Opening ood reguiar updales
e D B
* Review of pas! minules and adlions

* Lessons Learned/Clange Managemeant
Process

* Wove Tool

* Top Consiling Group (TCG) Updato
* Stesmo Governance

* SDEL Update

Part 2: Impact management

Pant 3. Communicaticns update
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Pan 1: Upeniag and rogular updates

* Opmring

* Lossons Lesrned/Crange Maragomont
Frocess

* WaveTod

* Top Consuling Group (TCS) Update
= Sieerco Geverrance

* SD&L Upmte

Far 2. impect manegemient

Par 3: Communicalions updote

®€skom
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T
Paymani Trigge
Approvals

W2 Approval

Task ___penon
= i ¥ mjgers d L s apesfiod vaken = Paler Sebola
epeetod i conract (Esbam Frojset
* The foBiwig prjects vers roject Datvery and Clal aymants,  Deery oxd
+ Project, PDNBofles Classiny « Medupt- Eshun Lol Petts Soboia Ciams Lead)
~  Paymend 405 {37.5% of otal poyment)
~  Rm - 1000 (o OF)
* Projsct: Hstonc Bolier Claims + Kusfie - Exkom Leat: Peter Sebola
= Paymenl 405 {37.5% ol olal payment)
~ R =00 {Once CH)
* Project Boler Enploysr Clams - bWedugi - Exiom Lead: Peler Sebol
= Payment 245 (60.0% of lot=! payment)
= Rufi~ 300 (Cce OF)
+ Project Raller Enployar Clams - Kuslle - Eslom Liad: Pebir Sebon
—  Paymanl 359 (602% of ol payment)
mmm wmmmmammsq;m Puler Sotta
i WP lend PO, cosl canter, SD8L2 (Eskom Project
- The followhg i ippr i Gl foriE Dithvisy il
* Project Kasiin y-Eshom Leac. Peter Setola Cians Lead)
—  Ciafins vai, pre-oquistes, and high wigyy geed by SteerCo

- DYMEONE FT #1, IT5%)

= Tre foliowing proects wene tpproved o Generation for

+ Bicjart bnprve EAE Msjuba Ponmor Svian Tirmamasnd (impadt Tracker) - Exkon Lot Kobes
srm

EAF willt ol dnred M yar, & payrmond wil bo triggered
* Prjset mmwcco Eskon Lead Kobus Sigm
- Compation of culige, Ls., Jurer HMA)

Meeting Minutes {rom Steerco 2 (2/3)

® €skomn

Rerponsbio
Topic Task ¢ parscn
It 2 Apprevst * The lolieaing pejocts warn spprovadd for Procorement { Jotwision o ichude Funciional Lead lor Jomston
e Procumment Projechs) Hathupa|Eskom
+ Puecl: Adnbe Ueenens - Eskorm Lead: Johnsion Mastin Presemand
~  Dumand roeuction resuling inlo coresponding budge reducton compared 1o pre-dgrond Leaf)

bnsanine - SUDANG
* Project Desiiogs ond leplops -o-Auchion - Esvom Lead. schngun Mekhuba
= Hecepl ol an indicatve (st o SterCo sppooval) or bindieg olfer ol min st lech. ecllion -
4222010
 Project 5 - Erhom Load: Sohrsion Makhits
~  Budget reehelion o 3Thas opposed o 60

= Buppler g it
* Fropck Ancys nmnwn"tu‘:vnm Jahrnesion Mokiba
~ StweCo ap A e Ihied o - GARSHIONG

* Prgect Operatonal, Gmm ~zancd POs if defivery would violale MRPrie - Essom Leatd:
Sotvaton Mokindu
~  Boflon-up svings poteaial signedol! by stakesolders, fealbity pvalusted, and
Implernentsion plon epproved - BUMROE
Pioect Sratege & Crlical, Generation -canced POs If oelvery would volats MRPule - Eshor
Lead Jotnston Makbutn
= Bofian-up 1avings poleitlad signed u's 3 ¥ ]
Pioect Strategic & Crifical, Wires-cancet POs I defvery wouid viokale MiPrule - Sshom Lead
dptrskon Makbnbu
= Bofion-up savings p t it T h wnd
i plamontslion plan spproved < BARIRDR
* Progct Operstonsl, Wies Sals'y open demand ilarmaty from excess plock - Even Lead

- Boliar-up savings pateniel Sg ¥ . yasity d

ik
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Meeting Minutes from Steerco 2 (3/3)

Responsitie
s
- h = J Iy iy ko & jock - Exkom Lusd:  Johnslon
i Makhubrt
= BoMar-up savings potent eigned-of by sixehadens, ledably evalualid, and {Exkom
¥ i mppsmved Procwemenl
+ Project Straleglc & Crlesl, Wires -5-aiksly open devmond intsrmally fm excess slact - Esbom Lead)

tead: Johraton Makinia
L B:!mmwse#gismmhﬂ sigrad off by slakehoders, leasliily evalunted, and

Project: Cascel D wirih 1.2 Rmakes Moler (SAP nusber 1335700 - Estom Liad: Shastan
Mokt

- Mnmpamv:wwﬂ guedd-of by foasibility evilunted, and
= Froject Gaoeel PO wodh 1.2 Rm for Mok (SAP mumher 163570} - Egtom Lead Jeihnaion
Mk
- nmwa‘mmn- tonbal siywed of by Y elualed, ond
IL 2 Approval = Projedt: Oy J seaneel PO i vl L
[with = Aoproved with condlion, 8 ettt o bar pul in place for o Ga infkatives
i, W, s b adkded 25 he Gx

Pioject, Stralegic & Critesl, Goneralion -toncel POM T delivary woukd vielstn BRPrin

— aprn » 1o b pu by plsces il G wilSatives
within Precurement, Willy Maiots o be acded as b horctionsl tead rom Gx

Projoct: Opn . ~Gaselys f

—  Aoproved wilh conettion, § cross-f s 1 be put In or fruiatives
williin Procursmant Willy Moot i be added a5 e rctiona inad bma G

il

Pnn.1:0w\kuunﬂ regular updates
EElossonsd i

* Wave Tool

Top Consulting Group (TCG) Update

Sleero Govermante

SDEL Updata
Pat 2¢ Impact management

Pail 3: Communicatiors update

® Eskomn
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To ensure success of implementation, we focus on

four key levers of organizational change

) avioSHoNNCr

2 . .
* Engage senior team and key influencers to transform themseives
and lead by example
*| see my leaders, colleagues, and staff behaving differently”

E Dev;ioplng and delivering a chéﬁé_e story that resonates with the
diverse workforce and ensuring full ownership by working team

“l understand what is being asked of me and it makes sense”

Formal structures o promote change, including targels and
frics, busi , org structure, rewards and

CONSeqUENCES &

*| see that our struclures, processes, and systems support the
changes | am being asked tc make”

Invest in developing leaders through on-the-job development,
training, and action leaming, focusing on changing mindsels before
behaviors

"| have the skills and opportunities to behave in the new way”

| Based on the four levers and BPP/B2B leamings we
compiled a list of must-havesto ensure success (1/2)

Must-haves Deseriplion How wa will do this
B Clear visible lcadership from CEQCFO
Public sspirationeetting (impact tergels, lime " Cleat targels and timebnes ol a brough WFIs

®€skomn

i X herizen and milesones) and alizned with Corparate plan KPIs
. : Regular, cascaded pedormance dalogue « Will b inciuded In fixed-cost proposal being made
L {CEQHCFO with ExCo paers, ExCo members tathe CFD
D with thlr direct reports, and. )
Alg 1 amongst tiponlargel, role v Senicrleam aligned inthe regular SteerCos snd
erd methodology of the prog: amme using g standard methedotogy for the program

with defined stage-gales

* Prog over | < Prog ipned with Cop plan firm-wide
business pressunes shotegy serdng e sninglonentation velick

Impeotiul conenunication

v Coar, reguler (6l leas! once s woek) and
transparent communicelions

* Communicaton pan developed for all e key
slakeholders vaing all the relavan ch L

v Farmailate @ integrated nnd holdic
cemmunicatons pian with Eskom communlcstions
e nd roliaul ol J

« C ication o bo defi from refevant
sources (2.0, CED = middle mansgement)

Working team ownsrship
I v Esk Hipand co-desslopmeont of v Each Inifinlive astigned an Eskom implemertalion
Infiatives st workirg leam le/el lead to manage end drive infiative

"
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e four levers ( IR2B learni & e
Based on the four levers and BPP/B2B I{_,ar.nnge.f\.f.:__ ®€skom
compiled a list of must-haves to ensure suceess (2/2)
Duscription . How we willdo fhis
¥ Performance management
* Tuolto treck and manage indiédust hitlalves v Weve o daploy It ing and
- withe! s g e~ HR aft inflistives across WHis
& = Cloar ! ement lo resole o Periormance managemant i place wih
i ishderperiTrance oppottunty fo oresse irpicaions an
= = O TR "
FProgramme governance
* Regilarupdates where EComembars snd v Stiuctured mosihly steering commitise meelings
programme rasponsbles pintly report on with ciear mandata from e GCE L atgn senier
_DIogiess N L.
" G linked fotargets that & prog fevel
aro axp i (o be ochieved al mil d inifl o with &1 and
p i Truly empowared project team Z
{ - "m bt iulhl-: ! gz ”
i & mors imp the grogrermine) v rlrs! PO tesm e
| * Tean Tl eirgployed SRR e IS
* Incenfives for keam members n case ) TBO - For discussion
T Cn:uh’llllfmldhn : ¥ Top Gonnultarts pregramme edtondad o b
i * Selecled process redesign and capablifty cora capabilities and & 100+ dedica'od change
andiongdermtarget ulflment o Setected capebitty buldhg Infintives planned
{e.g. Top Buyers progranma)
12
Althoughiitis tar d at value creation, the programme EECSTIIRC
entails multiple change management initiatives
The programme wil deliver an internal consulting unit that builds Eskom's
\ capabililies and experience beyond the Tep Ergineers’ Programme

Intends 1o leawe a procuremeant nplln_-i-z‘a'{!.un that de!h;';s; M-;}le new
perfeernance level through dedicated workstiream

Dadicated Initiatives done at Majba lo enable sus@ainable performance -
Improvement (e.g., by using McHinsey organization dlagnostics ol like

way

Tralns 1nenewl)f established CNO {c;n'tr;m manugerne;l office}and
gnswes sustanaba improvement In project delivery and claims

Deslan and emi:ﬁpa, 1 2 mar 1 tion, tran a taam
1o tun II, and laave behind Wave tool for 1+ years after end of McKinsey
contract

S B0 will coowa—lf.: ;Mhh Eskom's wmnm:icstlon depaiment to de_véo;i_
and deliver key Inf: jon 1o takehold
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® Eskom

Pari 1: Ooening ard regular updales

* Lassons Leamed/Change Maragemend
Process

* Top Consulling Group (TCG) Updals
+ Seeron Govemance
= SD&L Updale

Pan 2: impact management

Part 3: Communications upgale

" Critical inputs per (dea will be documented and
tracked on Wave

Key inputs:
* Tille
* Contex! and source of impact

* Responsible executive,
Implemertalion lead, team
members

Basefine: lype, tolal,
addressable, rationale

Payment trigger

KPI conversion to ZAR
Expected Impact over lime
Key risks and dependencies
IL expected dates
Opex/capex requirements
e e e | | 0 KPS OVES timE
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Wave has a number of controls to ensure content

quality and data security 1 Comet ity
- L B artrels
itk Respansitde mwaer
* Wave ralnirg sessions for sh users [Exhem, Mciinoey, = PNO
Teilinn) * Wove leam
E - Comprehemaive user gidde whh delslied nput
£ gescriolions and mstuctions

* Regular ;;émuumm.mw ol npod quakty  *
= Waskl reviews of Wavs confant

+ Mandstory lipal feds T TR
-+ Ahocdatapubs b ensure qualty (e, Hoblgits Wavatem

.

Wik Package lead 2l stages)
PHO (st slages)
Cest cestar ( applizable, L2}
SDSL (f2ppicante, IL2)
_ Siating Commitiee (1.2, puyment tigger}

For etsge gate apxova’s, aulomatt e-mad biggers ts
doaigrated suthodles

= Teams kave b syntication meeting
= Apptoval docemenied vis Wi

. with nssy, * PHO
IT gtinaral TOR, and Estnm damane
conlrols = Userrights and visibkity coniraiod by PHO L., view of

wark packages, ediing rightsh
*  ISAE 3000 SOC 262 - pecure platherm acconding 1o * Wave am

[SAE guidetnes; evirwed by Eulond Sution * PMO

+  Dally borenentnlbuck-up, we eily vl bock-up backep  » Erkom T
data stored off-sity

= Appeoced by Echem CiD and IT Security (intemal
repor avolsbie upom requost)

+ CmMiew sedeling o - Uiy
= Erug gheet tegad et M taww , ey, Emaw sormct (VA corgiend) st sogy pped 0

-t gt -
Porataat per wrh pachme i e ertie OS5 it o woibdy oty irorring ehackig wi (F O = Helpaumhante e, toous o VT wiiers w5 B Ritent

e o BheinCs aibmbiabons - Cotpln farutaml T pamen
e o T WL iy Do, S B b b - Holp s W ard prode by imvicmree 0 fos
¢ Rk st evofedieg shd repering el waets, halp vl sprevaly o o hralion (uy.
= Crashin of naristy of gk sanikin wmmn ¢ Wby W et Bassing losre)
ol s, kg bemiir b CIT i Jraeen apsimas = Bl g (et TRO)
= Bhe Gty of BELSm TSt e . Wkl ¢
wirmgtera wih For kb aWanes e Dot (Firen sommunbosons el & nvet ~  Ertus saraarent) on Ba pregrei and ingact olbe
o Dadwt L & el awd wownnl g e W e
Biggr ek for ol Ty = Prowis uedes back & PUD it mpert bk sy pointal
b il iy, 8 Brcgrwems A onreta Irtiarmch st
Pk Wk *  Onbew Prg pssesssshaining - Uyt * Tubing ivd enhamiing
o eelcing srboacting dunsents o Graiss BETY st = g wrbsard wd i ey i of B4 WP sty
= Cenme podiy e e led T e DS wlenlnn ]
grend chart irgmal 2t purieed BigyE * Tnam bwomsty = Corle Som Com e = Conbet Wew tesngs 4 tinks nd merwen
o Cundrmabal bigians Barormriey b dxi b b C5T hadeniip o e bl be e WP
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®Eskom

Pat 1: Opening and regular updales

* Lessons Learned/Change Management
Process

* Wave Tool

* Slpero Goverance

= £DEL Update
( { ) Pat 2 Impact masagement
Pat 3: Communications update

“Top Consulting Group will be established over the
next 3 years

Btan ol eobprt 4:

BU ptablatinaet  FEha THI20
denrdiasts L
Y

il
contaling previmeet
projecta? el darwany 3006
charglng el

wiruchures
* Firultte soppart  IDPovened
aaltsbames  Petuery 307
* Geriof

Bortari

platlcrr
June 7006

i projact: and senior- managees o buikd nustainbic sytomid
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ltants of cohort 3 are
vorking in their new tes

@To ensure

Wckinyy [

be enrolled onto the following training program
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wing proc

t}%}\f\-’e are currently in the process of doing perfor-
mance reviews following the follo 5

{a Mentorefrevk will

i L o il

standards the project
lead Wil s 2 template
with dotaied
descriptions of
perfonmance

aspiration

performance

* This will be done
tdaphonically I gather
EPR scornes ard Intight
and thy will also
collact LEE 360 whero
applicable

collect an overview of |

commitiee In an
unblasad mannsr
* Acommitiee of

i recommendation o

i talent board in

+  sccordance with the
advance or transform
madel

* The uitimale declsion
wil be taken by Eskom

basad on

Eskom’s talent board
meommendations

'_:- 11u
present findings toths |

will provide feedbach
on porionmance to the
consutant 1o acdress
Individual
development needs

* The development and
foodback docussion
will be strengths
based

1 Wby s bt e 1% by s wil b Lk Wby loomtarnhap Sooing wibich 0wl ba TS lecie sa

Contents

Part 1: Opaning and reguiar updales
* Lasgons Learned/Change Managament

Process

* Wove Tool

= SDALUpdate

Part 2; Impacl management

Pant 3 Communicalions updatn

®€skom
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There are 3 options on how the TCP Steering
Committee can be set up

g
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® €skom

Pat1: Dponing ond regular updales

* Lessons Leamed/Change Management
Process

Wave Too!

Top Constling Growp (TCG) Updste

* Glewco Governance

R

Par 2; Impatl management

Pat 3: Communicaliors updale
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Key dimensions of the McKinsey SD&L p

agreed during MSA negotiations

1% Cetalls on the following page

Plan element Resolutions
" : B = How many lap consultants to develop from which area
* What are the opporiunity costs of the program
* Development plan (iraining, application outside Eskom,
sle.)
What Is the share of black ownership to dale
How is the black ownership share envisaged to be
developad In the fulure
7.6'* o Tt T

= Whal is the track record in developing management
consulting pariners

{
J * What is the development philosophy for the
_ managementconsulting partner(s)
* How are remaining partiers developed
-—Hi;\r much opportunity can be created for othore g
outside of Eskom via this contract
kel
i i ("‘\ -:']( I | A
Thf; m.cdlfueo SD&L plan achie es‘t?'!e same ®€skom
objectives and outcomes as the original plan
ie) OE] 2 ciples Modiffed SD&L implementation plan
ks * McKinsey o pariner with a singie BBBEE fim * Inorder to execute the work in tha respeclive

across mulliple work packages wark packages Eskom and Mckinsey will
jenily decide, which BBBEE pariner is best
sulled o pariner with McKinsey en the
respettive work package

McKinsey will continue lo comply with the fze

* Gonculling fees would be shared acoss all

wark packages, wilh each party issuing a sharing quota and with the sharing
separale Invoice for thair respective quota of mechanics (i.e., each parly issuing a separale
those fees involes)

* Over and above the Top Consullants pregram = Tnese fee quolas will be accrued In a SDEL
fhe fee sharing arrangament would aspiie 1o ; {und. This means thal al every impact
a spit of up 1o 50% of contracl value over the | | payment evenl McKinsey wil inveice only to
ile of the contracl {acroes all steams) ; tka amounl of is quota with the remaining
funds going “virtualy” inlo the SD&L
develupment fund

* BBBEE partners will ba subject lo the same " |* The consulling fee for that BEBEE partner will
soncilions as McKinsey In arder to be efglble ba pa'd out of the SDA&L fund;
for paymant * The same condilions as for the McKinsey

impatl paymert apply

SOURCE: 3D&L mewrerivwdun Appendi & 20100503
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® Eskom

Parl 1; Opening and regular updates

* Leszons Learned/Change Managemeni
Frocoso

Wave Tool
+ Top Consulting Group (TCG) Update
* Steerco Govemance

* SDEL Update

Part 2; Impad management

i 2 4

= L2 and Paymenl Trigger spprovals
Part 3; Communications updale
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R804mn realized in May, well in excess of the planned @ Eskom
impact of R63mn due to the Procurement team
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Of the total impact, ~54% are Capex initiatives
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Payment trigger approvals — Overview by WP
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Payment trigger approval Initiatives —
Primary Energy (Fixed Price Contracts) (1/3)
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Payment fri
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Payment trigger approval Initiatives -
Primary Energy (3/3)
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Payment trigger approval Initiatives - @ Eslom
Project Delivery and Claims Management (1/2
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Payment trigger approval Initiatives —
Project Delivery and Claims Management (2/2)
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Payment tric
Procurement (1/3)

jer approval Initiative
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Payment trigger approval Iniliatives —
Procurement (Inventory) (3/3)
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IL 2 approvals — Overview by WP
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IL2 approval Initiatives ~ ratification

Primary Energy (1/1)
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Procurement (1/11)
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IL 2 approval Initiatives (ratification) —
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IL 2 approval Initiatives — ratification

Procurement (5/11)
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IL 2 approval Initiatives — ratification
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AW18

® Eskom

Dr. Alexander Weiss 16 June 2016
Diractor Edwin Mabelane
McKinsey & Company 011 800 8697
3" Floor Sandown Mews East

SANDOWN

2196

Dear Dr. Weiss
TERMINATION OF TOP CONSULTING GROUP MSA
This letier serves to officially notify McKinsey & Company of a Board Deaision taken on 09 June

2016 to terminate the McKinsey Risk Based Contract.

You are reqguested to engage with Mr Prish Govender to discuss the periinent issue 1o give effect
{o the Board Resoclution. .

In conclusion Eskom will embark on a fransparent procurement process 10 reallocate the actwities
under the risk hased contract McKinsey & Company 1s welcome to parficipate in this process

Yours sincerely

PROCUREMENT OFFICER
Date: 16 Juna 2016

Head office

Meagawatt Park Maxwell Drive Sunminghill Sandton
PO Box 1091 Johannesburg 2000 SA

Tel +27 11 BOO 4647 wwiw.eskom,co za

Eskom Holdings SOC Lid Reg Mo 2002/015527 /30
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® Eskom

Dr. Alexander Weiss 20 June 2016
Director

McKinsey & Company

3" Floor Sandown Mews East

SANDOWN

2196

Dear Dr, Weiss

TOP CONSULTING GROUP MSA REMIBURSEMENT OF COSTS

Further to the letter dated 16 June 2016 based on the Board decision to cancel the above contract
we would like to inform you that Eskom will reimburse McKinsey & Company for costs up until the
08 August 2016.

We hope the above meets with your expectations

Yours sincerely

Edwin Mabelane
CHIEF PROCUREMENT OFFICER
Date: 20 June 2016

Head office

Megawatt Park Maxwell Drive Sunninghill Sandton
PO Box 1091 lohannesburg 2000 SA

Tel +27 11 800 4647 www.eskom.co.za

Eskom Holdings SOC Ltd Reg Mo 2002/015527/30
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McKinsev&Company

21 June 2016

Mr Edwin Mabelane
Chief Procurement Officer
Fskom Head Office
Megawatt Park

Maxwell Drive
Johannesburg 2000 SA

TOP CONSULTING GROUP MSA REIMBURSEMENT OF COSTS

Dear Mr. Mabelane,

. Many thanks for the letter dated 20 June 2016. We unfortunately notice that the
- board has decided to cancel the above Master Service Agreement (MSA) and that
the board has further deeided to reimburse McKinsey&Company for the cost until
up the 08 August 2016.

Given the details of the MSA we cannot accept to be reimbursed on cost only —
especially considering the risks that McKinsey took in the context of the MSA. The
MSA points out that in the case of a termination MeKinsey will be reimbursed the
agreed share of the measures implemented and the agreed fraction of the share for
those measures which have passed implementation stage 1L2.

May we Kindly request that Eskom reviews the terms of the MSA and reimburse
MeKinsey&Company in light with these contractual agreements?

Yours sincerely

rﬂéxandcr Weiss
Senior Partner

McKinaay and Company Africa Propeiatary Limited
Sandown Mews East B8 Stella Street Sandown Sandian 2188 PO Box 652767 Banmore 2010 South Afnca

troorporated wed Pegstered v Bouth Afica Ho 201309125007
Diewctors. L Ansich (Swedish & Wu P Pathon W Meg T Laposta [k ety
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® Eskom

Dr. Alexander Weiss 24 June 2016
Director Edwin Mabelane
McKinsey & Company 011 800 8697
3" Floor Sandown Mews East

SANDOWN

2196

Dear Dr, Weiss

TOP CONSUTLING GROUP MSA REIMBURSEMENT OF COSTS

In response to your letter dated 21 June 2016. Eskom has reconsidered your request and is still of
the view that a cost based seftlement is a prudent mechanism to conclude the Risk Based MSA
with McKinsey & Company.

Your understanding on this issue is highly appreciated

“HTEF PROCUREMENT OFFICER
ite: 24 June 2016

Head office

Megawalt Park Maxwell Drive Sunninghill Sandion
PO Box 1091 Johannesburg 2000 SA

Tel +27 11 800 4647 www.eskom.co.za

Eslkom Holdings SOC Ltd Reg No 2002/015527/30
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McKinsey&Company

28 June 2016
Mr Edwin Mabelane

TOP CONSULTING GROUP MSA REIMBURSEMENT OF COSTS

Dear Mr. Mabelane,

Many thanks for the letter dated 24 June 2016, We are very surprised that Eskom
is of the opinion that a cost based settlement is a prudent mechanism to conclude
the Risk Based MSA with McKinsey. We have put 100% of our consulting fees at:
risk and have since 6 months not received a single payment to cover for the risk
taken. We have virtually an army of consultants working across the business at
significant cost. This effort has yielded significant results for Eskom-we have fully
delivered and generated impact far exceeding ZAR 25 bn to date.

You will recognize that we dedicated a team for a period of 6 months, starting on
06-12.2015, to negotiate the Master Services Agreement that we finally concluded
in January 2016. This agreement clearly outlines how McKinsey will be reimbursed
including in the case of termination.

u  §24.14 glearly states, that "... Tenmination of this Agreement for any cause
shall not release a Party from any liability which at the time of termination has
already accrued to such Party or which ther¢aficr may accrue in respect of any
act or omission prior to such termination. The provisions of this Agreement
which expressly or implicdly have effect aficr termination will continue to be
enforceable notwithstanding texmination, notwithstanding that the clauses
themselves do not expressly provide for this."

m  §13.1 states that "Unless pursuant to a Force Majeure Event, the employer may
not terminate this Agreement or any obligations under any Work Package
Schedule within a period oftwelve (12) months from the Effective Date.” This

Mokinsay and Compeny Afnca Propretary Lemited
Sandown Maws East 88 Stella Strest Sandown Sandton 2196 PO Bax 852767 Bearmdte 2010 South Afes

—‘“-r A At n.-n--“w
Dreceor GF L ™ P Parbhoo oy Tley

VV8-AW-224
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McKinsey&Company

should be a subject of discussion between the two parties as opposed a
unilateral decision by Eskom.

m  §7.3 clearly states how McKinsey should be remunerated for the impact
generated.

- §7.3.1"... inrespect of any Recurring Realised Impact Amounts, ten point
five five percent (10.55%) of the relevant Delta ..."

— §7.32"...inrespect of any Once Off Realised Impact Amount, ten point
eight percent (10,8%) of the relevant Delta ..."

= §7.3.3 to §.7.3.5 outline clearly that Eskom is liable for impact payments in
case Eskom decides not to implement ideas althongh they have passed IL2:

— §7.33 ... inrespect of Work Package Initiatives that have progressed to
Imp]ancn:aum[mdz(lnnwhd:hmmtpmgsaedthmughmyoﬁu
Implementation Levels due to the employer not pursuing or implementing
such Work Package Initiatives strictly in accordance with the applicable
Work Package Schedule), fifty five percent (55%) of the relevant Delta .,."

~ §7.3.4"... inrespect of Work Package Initiatives that have progressed to
Implementation Level 3 (bnt which have not progressed through any other
Implementation Levels due to the employer not pursuing or implementing
such Work Package Initiatives strictly in accordance with the apphcable
Work Package Schedule), seventy percent (70%) of the relevant Delta ..

— §7.3.5"... inrespect of Work Package hﬁnﬁvm'ﬂmhavepmgmsscdto
Implementation Level 4 (but which have not progressed through any other
Inplementation Levels due to the employer not pursuing or implementing
such Work Package Initiatives strictly in accordance with the applicable
Work Package Schedule), ninety percent (90%) of the relevant Delta ..."

s §7.6 states that Eskom is furthermore liable to remunerate McKinsey in parallel

for the expenses that it incurred in the following wey: "The contractor shall
invoice the employer for any expenses incurred on a monthly basis subject to
any guidelines published by the South African National Treasury. The parties
agree that such expenses shall be payable by the employer to the contractor
separate from any amounts which may be payable by the employer to the
contractor under any other provision of this Agrecment.”

Considering all of the above McKinsey feels entitled to be reimbursed as per the
contractual arrangements. McKinsey would expect Eskom to review its contractual
obligations and to honor the legal arrangemeants of the MSA between Eskom and
McKinsey. We are sure that on this basis Eskom and McKinsey find a prudent
arrangement on how to terminate the agreement and compensate McKinsey for the

Mckineey and Company Adnca P y Lirrvindt
ammmumwmmmn PO Box 652767 Benmeorw 2010 South Afnca
ot 1407
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impact it has generated. Based on the Master Services Agreement, McKinsey has
eamed and is eligible for significant reimbursement — impact payments — based on
the over R25bn in value created for Eskom. Considering the sitnation McKinsey
willing fo discuss the settlement in the form of a payment plan.

As part of this we would also recommend discussing the prodent termination time
for each workstream to ensure benefits realization for Eskom is maximized. This
may result in a 'trapsition period' for some of the workstreams.

g o o

McKinsey has been in a partnership with Eskom for many years. We continue to

approach ourm]aﬂonshlpwiﬁ:ynuinthis spirit of partnership and wish to resolve
thismammamtmmny MEanmer.

der Weiss
Senlbr Partner Senior Partner

MeKinsey and Company Afnca Propnetary Lented
Bandown Mews East BO Gtyltu Street Gandown Benciton 21968 PO Bax BSZ787 Benmore 2010 Gouth Adnoa
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VS Memo — § August Board Tender Committee

VV8-AW-227

AW19

11 August 2016

Prish Govender

Director Project Development
Eskom Holdings SOC Ltd
Megawatt Park

Maxwell Drive, Sunninghill
Sandton 2157

Dear Prish,

McKinsey&Company

Thank you to you and the Eskom colleagues for the successful steering of the Master
Services Agreement since February this year. Over the past seven months, together
with Eskom, we have advanced more than R34 billion in impact and identified an
additional R30 billion in opportunities over the next five year period. Beyond the
significant bottom line impacts, key achievements also include:

Cohort 3: 31 new Top consultants were recruited and allocated to 8 priority
projects on the DTC program, growing the total complement to 53 Top
Consultants

Top Consultants Group: Conducted mid-year performance reviews for Cohort |
and Cohort 2 resulting in 4 Manager level recommendations and gained
approval of the TCG structure and GM position allowing for future
appointments

" Sakhasonke (Majuba): Trained 30 managers in leadership coaching and revived

technical trainings and held two mass briefings addressing the 580 Majuba
employees with regular distribution of ~2000 copies of the Sakhasonke journal

Top Buyer: Launched 12 month Top Buyer capability building program with an
initial cohort of 40 people from across SD&L, stations, SCOPS and buyers

Change Engine: More than 270 ideas have been created with an impact potential
exceeding R60bn over the five year horizon, today more than 50 Eskom users
are live and trained to use the Wave impact and tracking tool

The Board Tender Committee of 8th August 2016 confirmed the termination of the
Master Service Agreement(MSA) with effect 15th July 2016 and supported the next
steps for a cash settlement for work done up to 15th July. The Board also gave
support to a 3-6 month transitionary phase as proposed by the presenting Executive.

McKinsey and Company Africa Propriety Limited
sandown Mews East 88 Stella Street Sandown Sandton 2196 PO Box 652767 Benmaore 2010 Southa Arica
Telephone +27 (0) 11 506 8000 Fax +27 (0)11 506 000

Inearparated and registerad In South Afrlca NO 2013/091251 /07
Directors: LIH Arwldl (Swedish) S Wu P Parbhoo VN Magwentshu T Legoete (Independant)
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IS AMemo — 8 Aueust Board Tender Commitiee

Since embarking on the Top Consulting Programme journey with you, four steering
committees were convened giving the required approval of 1deas tabled for payment
by the presiding Eskom Work Package Lead. The last Steering Committee was
convened on 4th August 2016 to close out approvals that had been pending since
15th July 2016.

The invoiced amounts are calculated as per the MSA and the applicable Work
Package annexes that were negotiated between Eskom and McKinsey. These were
put into effect by the Letter of Acceptance issued by Eskom in Decemeber 2015 and
then again at the first steering committee held on 3 1st March 2016.

Please note that the incentive payments only include McKinsey’s share of the
respective Work Package and do not include the pre-determined SD&L BBBEE
partner share. The SD&1. BBBEE partner share set aside for each Work Package 1s:
up to 30% for Project Delivery & Claims, Procurement, and Primary Energy,
respectively; and up to 25% for Generation — Majuba Turnaround.

All prior invoices will be retracted by McKinsey and subsumed by this invoice as per
the resolution of the Board Tender Commuttee on 8th August 2016.

In this context we are invoicing Eskom as per the attached tax invoice number 6595
for the incentive payments that progressed to the level required for payment on or
before 15th July 2016 and were approved by the Steering Committee.

Enclosed below is a listing of these ideas.

For your records, the physical original of this invoice, this memorandum and a file of
supporting documents has been couriered to Mary-Ann Hendricks for safe-keeping.

Kind Regards,

7
B e S
- ;—‘é‘vf_._
- LS

 —

-
o«
F

Alexander Weiss

Senior Partner

McKinsey and Company Africa Propriety Limited
Sandown Mews East 88 Stella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 Southa Arica
Telephone +27 (0) 11 506 8000 Fax 427 (0)11 506 9000

Incorporated and registered in South Afrlca NO 2013/091251/07
Directors: UH Arwidi {Swedish) § Wu P Parbhoo Vi Magwentshu T Legoste {Independent)
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LISTING OF IDEAS APPROVED FOR PAYMENT:

Once-Off:

Generation:
— Wave ID#6 (Optimize Majuba U6 GO 4.5% EAF improvement (PCLF

avoidance))

Primary Energy:

— Wave ID#1139 (Medupi penalty provision: operational actions - increase

existing Medupi stockpile height to 20m)

Procurement.:
— Wave ID#35 (Tactical: Sign contract tor contract Wooden Poles & X-arms

spend currently off contract using e-auction)

Wave ID#63 (Power Transformers : Reduce demand in line with stock on
hand)

Wave ID#65 (Inventory: 1.1 PO Cancellation Taskforce - Tracking 1 Apr'16
- 11 May '16)

~ Wave ID#66 (Inventory: 1.3 PO Cancellation Taskforce - Tracking 12 May

'16 - 31 May '16)
Wave ID#564 (Inventory: 1.2 PO Cancellations Tracking - Majuba U6
outage)

Wave 1D#760 (ICT: Adobe (Tactical) - Delay purchase of upgrades, limit
new licenses, and buy standard instead professional version)

Wave ID#20 (Tactical: Pole Transformers - Sign contract for items currently
bought off contract)

Wave ID#577 (Tactical: Concentric Cables - Place oft-contract spend on
contract)

Wave ID#1735 (SCOPS: 6.1 Spend Control Tower: Cancel unnecessary
PR/POs (Non-Inventory/Uncodified) — Tracking 01 July '16 - 14 July '16)

Project Delivery & Claims:

— Wave ID#1 [merged with ID#1278] (Kusile Historic Turbine Claims)
— Wave ID#2 (Medupi Historic Boiler Claims)

— Wave ID#3 (Kusile Historic Boiler Claims)

Meclinsey and Company Africa Propriety Limited
Sandown Mews East 88 Stella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 Southa Arica
Telephone 427 (0) 11 506 BOOD Fax +27 {0)11 506 S000

Incarporated and reglstared In South Afrlca NO 2013/081251/07
Directors: UH Arwidi {Swedlsh) 5 Wu P Parbhoo VN Magwentshu T Legoete (Independent)
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Wave ID#4 (Medupi Employer Boiler Claims)

Wave ID#5 (Medupi C&I Employer Claims)

Wave ID#16 (Kusile Employer Boiler Claims)

Wave [D#608 (Boiler NDM: Medupi U4 Initiative Agreement)
Wave ID#609 (Medupi CBZ Intervention)

Recurring:

Generation

Wave ID#85 (Improve EAF: Majuba Powerstation Turnaround July 15" 2016
True-Up 4.97% EAF improvement (reduced UCLF over a 12 month moving
average))

Primary Energy:

— Wave ID#10 (Fixed price contracts, existing contracts — Silverlake)

— Wave ID#11 (Fixed price contracts, existing contracts - Universal Coal PLC)

— Wave ID#12 (Fixed price contracts, existing contracts — Wescoal Mining
(Tutuka))

— Wave ID#26 (Fixed price contracts, existing contracts — Welgemeend
Mining)

— Wave ID#28 (Fixed price contracts, existing contracts — Ntshovelo Mining)

— Wave ID#191 (Fixed price contracts, existing contracts — Wescoal Mining
(Majuba))

— Wave ID#247 (Fixed price contracts, existing contracts — Fixed price
contracts, existing contracts — Sudor Coal)

— Wave ID#657 (Fixed price contracts, existing contracts — Mbali Coal)

Procurement:

Wave ID#14 (ICT: Adobe (Tactical) - Delay purchase of upgrades, limit new
licenses, and buy standard instead professional version)

Wave ID#125 (Boiler service: Standardize core crew for maintenance across
stations)

McKinsey and Company Africa Propriety Limited
Sandown Mews East 88 Stella Street Sandown 5andton 2196 PO Box 652767 Benmore 2010 Southa Arica
Telephone +27 (0) 11 506 8000 Fax +27 (0)11 506 9000

Incarpnratesd and registerad In South Afrlea NO 2013/0212510f07
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Eskom Holdings SOC Lid
Megawatt Park

Maxwell Drive
Sunninghill

Sandton

2157

Allention: Prish Govender

VAT no: 4740101508

Unique Identifier: 240-54568433

VV8-AW-231

McKinsey&Company

MecKinsey and Company Africa
(Pty) Lud

Sandown Mews East

88 Stella street

Sandown

Sandton

2196

Reg No: 2013/091251/07

VAT no: 4040268668
TAX Invoice: 6393
Charge code: ESK168

Payment due within 30 days of invoice date

11 August 2016

Summary
Impact Type Total Incentive Payment Due (ZAR)
A. Once-off
Generation 79,760,043
Primary Energy 18,068,400
Procurement 84.433.356
Project delivery and claims management 197.372,889
Sub-Total 379.634.68Y
B. Recurring
Generation 155,017,189
Primary Evergy 56,342,381
Procurement 5,957,391
Project delivery and claims management -
Sub-Total g 217,316.960
Total - 596.951.649
VAT 14% 83.573.231
Grand Total 680.524 879

Pavment mav be made by direet transfer to:

Account Name:
Account Number: 421061812
Branch: 019203
Bank name and address:
Sandton Branch
156 Filth Street
Sundton, 2196

McKinsey and Company Africa Propriety Limited

MeKinsey and Company Africa (Pty) [

The Standard Bank of South Alrica Lid.

Sandown Mews East BB 5tella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 Southa Arica

Telephone +27 (0) 11 506 8000 Fax +27 (D)11 506 5000

Incorporated and reglstared In South Africa NO 2013/081251/07

Directors: UH Arwidl {Swedish) 5 Wu P Parbhoo YN Magwentshu T Legoete {Independent)
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A. Schedule of Once-Off Impacts
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McKinsey&Company

Work Wave
Package D

Once Off Impacts - Detail

Impact Amount

(ZAR)

Total Incentive
Payment Due
(ZAR)

Generation 6

Optimize Majuba U6 GO: 4.5% EAL improvement
confirmed (PCLF avoidance) from the agreed
baseline (4.5% EAT improvement above baseline x
installed capacity (3843 MW) x RG50/MWh X 8760
hrs pa) considered as a once off impact with a 10.8%
remuneration share as per the MSA; invoice amount
calculated as ZAR 984,69m impact x 10.8% impact
share x 73% McKinsey invoieing share)

==

984 691 890.00

R79 760 043.09

Primary 1139

Energy

Medupi penalty provision: operational actions -
increase existing Medupi stockpile height to 20m
(ZAR 239.000,000 impact confirmed at payment
trigeer hy SteerCo 0408201 6: considered as a once
off impact with a 10.8% remuneration share as per
the MSA: mvoice amount caleulated as ZAR 239m
impact x 10.8% impact share x 70% McKinsey
invoicing share}

239 000 000,00

R18 068 400.00

Procurement | 35

Tactical: Sign contract for contract Wooden Poles &
X-orms spend currently off contract using e-auction
(ZAR 33,800,000 impact confimed at payment
trigger by SteerCo 07/06:2016; considered as a once
off impaet with a 10.8% remuncration share as per
the MSA: invoice amount caleulated as ZAR 33.8m
impact x 10.8% impact share x 70% McKinsey
invoicing share)

L

—

33 800 000,00

R 2535 280.00

Procurement | 63

Power Transformers - Reduce demand in line with
stock on hand (ZAR 171,200,000 impact conlirmed
at pavment trigger by SteerCo 07/062016:
considered as a once ol impaet with a 10.8%
remuneration share as per the MSA: invoice amount
calculated as ZAR 171.2 m impact x 10.8% impaet
share x 70 McKinsey invoicing share)

_—

14

171 200 000.00

RI12 942 720,00

o
A

Procurement

Inventory: 1.1 PO Cancellation Taskioree - Tracking
1 Apr'l6 - 11 May '16 (LZAR 48,601 453 .30 impact
confirmed at payment trigger by SteerCo 07 06:2016;
considered as a once off impact with a 10.8%
remuneration share as per the MSA: invoice amount
caleulated as ZAR48.7m impact x 10.8% impaet
share x 70% McKinsey invoicing share)

~

48 661 433.30

R 3678 805.87

Procurement | 66

[nventory: 1.3 PO Cancellation Taskloree - Tracking
12 May '16 - 31 May'16 (ZAR 804,166,695.90
impact confirmed at payment trigger by SteerCo
07/06/2016; considered as a onee ofl impact with o
10.8% remuneration share as per the MSA: invoice
amounl caleulated as ZAR 804m impact x 10.8%
impact share x 70% McKinsey invoicing share)

804 166 69590

RGO 795 002,21

McKinsey and Company Africa Propriety Limited

Sandown Mews East 88 Stella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 Southa Arica

Telephone 427 (0) 11 506 8000 Fax +27 {D}11 506 9000

Inenrporated and reglsterad In South Africa NO 2013/081251/07
Directors: LIH Arwldl (Swedish) 5 Wu P Parblioo VN Magwentshu T Legoets {independent)
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Work
Package

Wave
1))

Once OIf Impacts - Detail

Impact Amount

(ZAR)

Total Incentive
Payment Due
(ZAR)

Procurement

364

Inventory: 1.2 PO Cancellations Tracking - Majuba
U6 outage (ZAR 13.413,190.56 impact confirmed at
payment trigger by SteerCo 07/06/2016: considered
as a onee of U impact with a 10.8% remuneration share
as per the MSA; invoice amount calculated as ZAR
13.4m impact x 10.8% impact share x 70%
McKinsey invoicing share)

R

13415 190,56

R 1014 188.4]

Procurement

760

ICT: Adobe (Tactical) - Delay purchase of upgrades,
limit new licenses, and buy standard instead
professional version (ZAR 4,000,000 impact
confirmed at payment trigger by SteerCo 07/06:2016:
considered as a once ot impact with a 10.8%
remuneration share as per the MSA: invoice amount
calenlaled as ZAR 4m impact x 1D 8% impact share x
70% McKinsey invoicing share)

4 000 000.00

R 302 400.00

Procurement

20

Tactical: Pole Transformers - Sign contract for items
currently bought off contract (ZAR 7.000,000 impact
contirmed at payment trigger by SteerCo 04/082016;
considered as a once ofl impact with a 10.8%
remuneration share as per the MSA; invoice amount
caleulated as ZAR 7m impact x 10.8% impact share x
70% MeKinsey invoicing share)

7 000 000.00

R 529 200.00

Procurement

577

Tactical: Concentric Cables - Place off-contract
spend on contract (ZAR 22,000,000 impact
conlirmed at payment trigger by SteerCo 04082016,
considered as a once off impactwith a 10.8%
remuneration share as per the MSA; invoice amount
calculated as ZAR 22m impact x 10.8% impact share
x 70% McKinsey invoicing share)

22 000 000,00

R 1663 200.00

Procurement

1735

SCOPS: 6.1 Spend Control Tower: Cancel
unnecessary PRPOs (Non-Inventory Uncodified) -
Tracking 01 July '16 - 14 July '16 (ZAR 12,600,000
impact confirmed at pavment trigger by SteerCo
04087201 6; considered as a once off impact with a
10.8% remuneration share as per the MSA: invoice
amount calculated as ZAR 12.6m impact x 10.8%
impact share x 70° McKinsey invoicing share)

12 600 000,00

R 952 560.00

Project
Delivery and
Claims
Management

[merg
ed
with
1278]

Kusile lustoric turbine cluims (ZAR 2,265,000,000
impact confirmed at pavment trigger 1 by SteerCo
07/06/2016: considered as a once oftf impact with a
10.8% remuneration share as per the MSA: invoice
amount calculated as ZAR 2265m impact x 10.8%
impact share x 37,5% due for Payment Trigger 1 x
70% MeKinsey invoicing share)

R 2 265 000 000.00

R64 212 750.00

McKinsey and Company Africa Propriety Limited

Sandown Mews East 88 Stella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 Southa Arica

Telephone +27 {0} 11 506 BOOD Fax +27 {0)11 506 9000

Incarporated and reglstered in South Africa NO 2013/091251/07
Directors: LH Arwldi (Swedish) S Wu P Parbhoo YN Magwenishu T Legoete {independent)
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Tax Invoice 6395 — Board Tender Conunittee 08 lugust 2016

Work Wave | Once Off Impacts - Detail Impact Amount Total Incentive

Package i (ZAR) Payment Due
(ZAR)

Project 2 Historie boiler claims - Medupi (ZAR 1.000,000.000 | R 100000000000 [ R28 350 000.00

Delivery and impact confirmed at pavment tngger | by SteerCo

Claims 31/0322016: considered as a once off impact with a

Management 10.8% remuneration share as per the MSA; invoice

amount caleulated as ZAR 1000m impact x 10.8%
impact share x 37,5% due for Payment Trigger | x
70% MeKinsey invoicing share)

Project 3 Histonie boiler daims - Kusile (ZAR 600,000,000 R 600000 000,00 | R17010000.00
Delivery and impact confirmed at payment trigger 1 by SteerCo

Claims 31/03/2016; considered as a once ofl impact with a

Management 10.8% remuneration share as per the MSA: mvoice

amount caleulated as ZAR 600m impact x 10.8%
impact share x 37.5% due for Payment Trigger 1 x
702 McKinsey invoicing share)

Project 3 Histore boiler ¢lanms - Kusile (ZAR 600,000,000 R 600000 000,00 | R28 350 000.00
Delivery and impact confirmed al payment trigger 2 by SteerCo
Claims 04/08:2016; considered as a once ofl'impact with a
Management 10.8% remuneration share as per the MSA; invoice

amount caleulated as ZAR 600m impact x 10.8%
impact share X 62,5% due for Pavment Trigger 2 x
70% MeKinsey invoicing share)

Project 4 Boiler employer claims - Medupi (ZAR 374,000,000 | R 374000 000.00 | R16 964 640.00
Delivery and impact confirmed al payment trigger | by SteerCo
Claims 31/03:2016; considered as a once off impaet with a
Management 10.8% remuneration share as per the MSA: invoice

amount calculated as ZAR 374m impact x 10.8%
impact share x 60°6 due for Payment Trigger | x 70%
McKinsey invoicing share)

Project 5 C & 1employer claims (ZAR 6.900.000 impact R 690000000 | R 521 640.00
Delivery and confirmed at pavment trigger | and 2 by SteerCo

Claims 07/06/:2016: considered as a once off impact with a

Management 10.8% remuneration share as per the MSA; invoice

amount calculated as ZAR 0.9m impact x 10.8%
impact share x 70% McKinsey invoicing share)

Project 16 Boiler employer claims - Kusile (ZAR 554.400.000 R 55440000000 | R25 147 584.00
Delivery and impact confirmed at payment tngger | by SteerCo
Claims 31/03:2016; considered as a once off impact with a
Management 10.8% remuneration share as per the MSA; invoice

amount caleulated as ZAR 554 4m impact x 10.8%
impact share x 60% due for Payment Trigger | x 70%
MeKinsey invoicing share)

Project 608 Boiler New Delivery Maodel: Medupi U4 Initiative R 194 500 000,00 [ R 5514 075.00
Delivery and Agreement (ZAR 194,500,000 impact confirmed at
Claims payment trigger 1 by SteerCo 07/06/201 6: considered
Management as a once ofl impact with a 10,8% remuneration share

as per the MSA: invoice amount caleulated as ZAR
194.5m impact x 10.8% impact share x 37.5% due for
Payvment Trigger | x 70% McKimsey invoicing share)

MeHinsey and Company Africa Propriety Limited
Sandown Mews East B8 Stella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 Southa Arica
Telephone 427 (D) 11 506 8000 Fax +27 {0)11 506 9000
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Directors: LW Arwldi [Swedlsh) 5 Wu P Parbhoo VN Magwentshu T Legoete {Independent)
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Lax Invoice 6393 - Board Tender Comniittee 08 August 2016 MCKJIlsey&Company

Work Wave | Once Off Impacts - Detail Impact Amount Total Incentive
Package [1}] (ZAR) Payment Due
(ZAR)
Project 609 CBZ intervention (ZAR 149,500,000 impact R 149 3500 000,00 | RI11 302 200.00
Delivery and confirmed at pavment {rigger | and 2 by SteerCo
Claims 07/06/2016: considered as a once ofl impact with a
Management 10.8% remuneration share as per the MSA: invoice

amount calculated as ZAR 149,5m impact x 10.8%
impact share x 70% MeKinsey invoicing share)

Sub total 8.084,835,229.76] 379,6341,688.58
VAT @ 14% 53.148.856.40)
TOTAL 432.783.544.98
Pavm v be by direct transfer to:
Account Name: MeKinsey and Company Afmea (Py) L
Aceount Number: 421061812
Branch: 019205
Bank name and address: The Standard Bank of South Africa Lid.
Sanditon Branch
156 Filth Street
Sandton, 2196

McKinsey and Company Africa Propriaty Limited

Sandown Mews East 88 Stella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 Southa Arica
Telephane 427 {0} 11 506 BOOD Fax +27 (0)11 506 9000

Incorporated and reglstared In South Afrlca NO 2013/041251/07
Directors: LH Arwidl (Swedish) S Wu P Parbhoo VN Magwentshu T Legoets (Independent)
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B. Schedule of Recurring Impacts
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McKinsey&Company

Work
Package

Wave
mn

Once Off Impacts - Detail

Impact Amount
(ZAR)

Total Incentive
Payment Due
(ZAR)

Generation

85

Improve EAF: Majuba Powerstation Turnaround July
True-Up 4.97% EAF improvement above the baseline
over a 12 month moving average confirmed (4.97%
EAL improvement x installed capacity (3843 MW) x
RO50MWh x 8760 hrs p.a) considered as a recurring
impact with a 10.53% remuneration share as per the
MSA; invoice amount calculated as ZAR 1088.4m
impact x 3 x 10.55% impact share x 75% McKinsey
invoicing share X 60%0 due in 30 days)

R 1088412 769.08

R155 017 188.64

Primary
Energy

Fixed price contracts, existing contracts — Silverlake
(ZAR 114.380,000 impact confirmed at payment
trigger by SteerCo 07062016 considered ns a
recurring impact with a 10.55% remuneration share
as per the MSA; invoice amount calculated as ZAR
114.38 m impact & 3 x 10.55% impact share x 70%
MeKinsey invoicing share X 60% due in 30 days)

R 114 380 000.00

R 1520453340

Primary
Energy

11

Fixed price contracts, existing contracts - Universal
Coal PLC (ZAR 100,010,000 impact confirmed at
payment trigger by SteerCo 07/06/2016: considered
as a reeurting impact with a 10,55% remuneration
share as per the MSA: invoice amount caleulated as
ZAR 100,01 m impact x 3 x 10.55% impact share x
707 McKinsey invoicing share X 60% due in 30

days)

R 100010 000.00

R'13 294 32030

Primary
Energy

Fixed price contracts. existing contracts — Wescoal
Mining (Twtuka) (ZAR 103,210,000 impact
confirmed at payment trigger by SteerCo 07706/2016:
considered as a recurring impact with & 10.55%
remuneration share as per the MSA: invoice amount
calculated as ZAR 103,21m impact x 3 x 10.533%
impuet share x 70% McKinsey invoicing share X

Yo due in 30 davs)

R 103 210 000.00

R 13719 705.30

Primary
Energy

26

Fixed price contracts, existing contracls -
Welgemeend (ZAR 32,610,000 impact confirmed at
pavment trigger by SteerCo 07/06/2016; considered
as @ recurring impact with a 10.55% remuneration
share as per the MSA: invoice amount caleulated as
ZAR 32.61 mimpact x 3 x 10.55% impuct share x
70% MeKinsey invoicing share X 60% due in 30
davs)

R 32 610 000.00

R4 334 84730

Primary
Eneray

Fixed price contracts, existing contracts — Nishovelo
Mining (ZAR 17,670,000 impact conlirmed at
payment trigger by SteerCo 07/06/°2016: considered
as a reeurring impact with a 10.55% remuneration
share as per the MSA: invoice amount caloulated as
ZAR 17,67 mimpact x 3 x 10.55% impact share x

R 17670 000.00

R 2348 873.10

McKinsey and Company Africa Prapriety Limited

Sandown Mews East 88 Stella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 Southa Arica

Telephone +27 (0) 11 506 8000 Fax +27 {D)11 506 9000

Incarporated and reglstered In South Africa NO 2013/081251/07
Directoss: LIH Arwldi (Swedish) 5 Wu P Parbhoo VN Magwentshu T Legoete [Independant)
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McKinsey&Company

Lax vaice 6395 - Board Tender Committee 08 August 2016

Work Wave | Once Off Impacts - Detail Impact Amount Total Incentive
Package 1 (ZAR) Payment Due
(ZAR)
70% MeKinsey invoicing share X 60% due in 30
days)
Primary 191 Fixed price contracts, existing confracts — Wescoal R 25 660 000.00 R 3410 98380
Encrgy Mining (Majuba) (ZAR 25.660.000 impact confirmed

al payvment trigger by SteerCo 07.06/2016;
considered as a recurring impact with a 10.55%
remuneration share as per the MSA: invoice amount
caleulated as ZAR 25.60 m impact x 3 x 10.55%
impact share x 70% McKinsey invoicing share X
60% due in 30 davs)

Primary 247 Fixed price contracts, existing contracts — Sudor Coal | R 28 790 000.00 R 3827 054.70
Energy (ZAR 28.790.000 impact confirmed at payment

trigger by SteerCo 07/06/2016; considered as a
recurring impact with a 10.55% remuneration share
as per the MSA; invoice amount caleulated as ZAR
28.79 m impaet x 3 x 10.55% impact share x 70%
MeKinsey invoicing share X 60% due in 30 days)

Primary 657 Fixed price contracts. existing contraets — Mbali Coal | R 1520 000.00 IR 202 053.60
Energy (ZAR 1,520,000 impact conlirmed at payment trigger

by SteerCo 07/06/2016: considered as a recurring
impact with a 10.55% remuneration share as per the
MSA: invoice amount caleulated as ZAR 1.52m
mmpact X 3 x 10.55% impact share x 70" McKinsey
invoicing share X 60% due in 30 days)

Procurement 14 1CT: Adobe (Tactical) - Limit new licenses, and buy | R 816 000.00 R 108 470,88
standard instead professional version (ZAR 816.000 3

impact confirmed at payment trigger by SteerCo
07/06/2016: considered as a recwming impact with a
10.35% remuneration share as per the MSA: invoice
amount calculated as ZAR 0.816 m impact x 3 x
10.55% impact share x 70%s McKinsey invoicing
share X 60% due in 30 days)

Procurement 125 Boiler service: Standardize core erew for R 44 000 000.00 R 5 848 920.00
maintenance across stations (ZAR 44,000,000 impact
confirmed at payment trigger by SteerCo 07°06:2016;
considered as a recurring impact with a 10.35%
remuneration share as per the MSA: invoice amount
calculated as ZAR 44 m impact x 3 x 10.55% impact
share x 70% McKinsey invoicing share X 60% due in
30 days)

Sub total R 1357078 769.08 | R 217 316 960.02
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Tax Invoice 6393

Beoxrd Tender Commiitee 08 August 2016
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McKinsey&Company

Work Wave | Once Off Impacts - Detail Impact Amount Total Incentive
Package mn (ZAR) Payvment Due
(ZAR)
VAT @ 14% R 30 424 374,40
TOTAL R 247 741 33442

Account Name:
Account Number:
Branch:

Pavment mav be i

Bank name and address:

rlo;

421061812
019205

The Standard Bank of South Africa Ltd.

Sandton Branch
136 Filth Street
Sandton, 2196
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. . AW20
2B MARSH @B OLIVER WYMAN

- REPORT
TO: Prish Govender )
DATE; 15 December 2016

Tachnlcal review of Top Gonsultants Pragrammo (TC (TCP pro;ect) variable fee
supJect: _ conivact with key supplier

Executive Summary

Eskom engaged Marsh and ils sister campany Olivar Wyman to undertake a technical
reviaw of the performance of the TCP project, in terms of the payments associated with the
specific variable fee contract (the MSA), that the Eslcom Board halted on 16" July 2016.

A This review focuses purely on a technical peer-to-peer assessment of the work conducted by
the supplier and its BBBEE Pariner. Il does not constitute any opinion on the legal confract
of legal basis of the work performad, The scope of this work is only to review the variable
payments to the supplier and its BBBEE Pariner. The orlginal contracting process, the
canoellation process and the warkffee splits between the consulling supplier and its
BBBEE partnor are not parl of the scope.

Based on the technical review performed, we recommend that Eskom performs an
independent legal review of the MSA and contracting process of the overall programme. We
understand this legal assessment has already begun and should be a precursor to the
findings outlined in this repoit.

The key findings of the technical review are:

= 100% risk based contracts of such magnitude are rare and thus pose a relatively unigue
context belween Eskom and the suppller; lessons should he derived and talken into
further engagements

»  Of the R2,639MM payment Eskom might have needed to pay under the termination and
seltlement clauses of the MSA (subject to legal opinion):

—  R1,786.8MM is based on R1,679.3MM of consulting Initiatives that were approved by
the Steering Commitlee and R107.2MM from the financial advisory work

—  R1,052.5MM Is based on payment triggers thal were never approved by the Steering
Committes but are accounted for based on the cancellation terms of the MSA
+  Ofthe R1,786.5MM:
~ RO37.63VIM has already heen paid to the consultant supplier and the BBBEE partner
~ The payment of the remaining R848.83MM could be further negotiated with the
consultant supplier
- Our analysis points to clear challenges to R387.50MM of the payments identified

«  The remaining R461.33MM has no procedural issues associated thal would allow
it to be challenged. However from a technical perspective, we belleve there are
guestions to be asked on the fairness and calculaticn of the pay out on a nurnber
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‘of Initialives. We therefors resomimend furthor analysis in order o provide
avidenca and supnot for negotiation with the suppfier and its BBBEE Parlher.

- The structurs of any additional pay oits also nesds fo bo assessed in ferms of
mmediate vs, delayed pay out

The reperi is struciured I the following seven seclions with two appendices
1. Coniext of the work

. Approach faken

2
3. Summary of fiudlﬁ_qss and recornmendations on payments
4, Buppotling dstails {o findings

5

5. Benchsnarking of falr value ' ' "
B. iessonslearned and suggestons for future galn shiare confracts

7. Mext atops for Eskom

Appendix 1; Priortisation of Initiafives

Appendix 2: Financiat Advisory Wok by BBBEE Pariner

1. Gontast of the work

o Eelom engaged Marsh and iis sister company Oliver Wyman to underiake a techilcal
review of the periormance of the TGP projest, iy terms of the payments assonigted with
tha specific variablo fee rontract (the MSA), that the Esiom Board halted on 15 Juy
2018,

= This roviow focuses purely on a tachnical peer-to-peer assessmont of the work {7,
conducted by tho supplier end its BBBEE Partoer, [ does not constittte any opinleh on Y
the legal contract or legal hasis of the worl perfarmed. The scene of this work Is only to
raviow he variable payments fo the supplier and s BRBEE Pariner. The orginal
contracting process, the cancellution process and ihe workfieo splils belween the
nonsulfing supplier and its BBBEE partrer are not part of the scope.

= The nbjeétive of the assignment was o produce an ndependent paar review with
* regards to the reasonableness of the conditions, performance measurement and
remtinaration.

»  Two separate Pieces of work are also balng conducted independendly by Eslom
including an internal audit review of the contract and a legal review of (he MSA and split
of fees between tho consuitand ahd BBBEE padner,
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7 Approach taken

Tha project was conducted at the Eskom headguarters at Megawatt Park in a four step
approach as detailed below. The Project started on the 23" of November and conchided on
the 15" of December 2016.

The team worked in coordination with Prish Govender (Programine Director, Capital
Projects) and reported out to Angj Singh, the Eskom Chief Financial Officer.

» Slep 1 (Week 1-2): Conduct a diagnosis of programme airangements

— Assemble and review crifical documentation on the terms of contract, deliverables,
performance measuremerl, govarmnance and earn-out of performance related
payments and their conditions.

~  Develop an Issus list and review preliminary conclusions with key personnel
[ «  Step 2 (Week 2): Engage with Eskom senior leadarship team

~ Clarify ambiguities coming from document review through focused inferviews {o
obtain additional qualitative Insights and diagnostic information.

Step 3 (Week 2-3): Benchmark againsl industry practice

~ QConduct a high level benchmarking exercise on indusfry practices of contract
struclure for similar engagements and performance based payments.

ldentify challenges or Issues,
»  Step 4 (Week 4): Conclusion synthesls and report production

—  Synthesize the output of Steps 1, 2 & 3 {o categarize and prioritize the issue-list
incorporating legal review and expert insights, -

~  Develop final report andl present to key personnal,

a
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3. Summary of findings and recommendations on payments
Figure 1: Reconciliation of incentive ent (R

Payment not approved by
sivorco, but aecounled for by
eenanliation lans of MEA

Companants [fely to bo
subject ln further nogolizticn

'-..‘,‘;‘:‘../ 3

.

Originalexpectet  Consiulting Peymeatsfor  Paymeniswith  Payments withool Mol yetschaduled  Alreacy paidio  Already paid to

et based pepineols  FnanciatAdvisoy procedurel lssves piecedunallssues (o paymestand  Consulanlend  DROEC pariner i
tﬁm\mnl baseitoneaty  ofappravedby h subjectipfiniher  BBBZE padner  Finaoclzl Aduisary
folngalmoview)  canceitation sleorco for astegsinent  forBonstiling
{suhjectto Consulling
legd revew)

Beaex Caakhind ond DEOEC partwer Bvalees, Yo axtac tropt July 205 TOP project siverky comndive meluriel dud naules

Our agsessment.(as shown in Figure 1) indicates Eskom may have besn requirad to pay
R2,839MM under the termination and setfliemant clauses of the MSA. This needs to be
validated through an independant legal review, Of this amount:

= R1,052.5MM of payment triggers has not been approved by the steering committee: our
calculation indicates this is the payment that would be due for copsulting initiatives based
on the cancellation terms of (he MSA but we believe Lhis amount can be challenged from )
a technical perspective. No approval has been given for these payments and the majority b
of them originate from initiatives at anly an L2 status as shown in Figure 2. IL2 requires i
savings to be calculated, milestones to be drafled, and a confirmation of feasibility, but is
net yel ready for implementation,
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Figure 2: Brealdown of payments by implementation level (R BN)
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°  R1,786.5MM has been approved by the steering committea;

— Financial advizory: the inveleed amount, supported by an hours and rates calculation
from the BBBEE paitner, is for R107.2MM

- Consulting: from a review of the minutes and materials {o the MSA project steering
committess, we find R1,679.3MM of payments were approved

= Of tha R1,786.5MM:
— R937,63MM has already been paid lo the consultant supplier and the BEBEE pariner

{ — The payment of the remaining R848.83MM could be further negotiated with the
consultant supplier
- Our analysis poins to clear challenges to R887.50MM of the payments Identified

- The remaining R461.33MM has no procedural issues associated that would allow
it to be challenged. However from a lechnical perspective, we believe there are
questions to be asked on the fairmess and calculation of the pay out on a number
of iniliatives.

- The steucture of any additional pay auts also needs to bo assessed in terms of
immediate vs. delayed pay out

< Our analysis therafore indicates, of the outstanding RB848.83MM at risk payment, ho
more than R461.38MM should be paid to the supplier. Of the R461.33MM, we
recommend further analysis in order fo provide avidence and support for negotiation with |
the supplier and its BBBEE Partner. All of this is contingent on the legal review that is |
being underlaken on the contracting terms and legal canstiucl of the progranime.
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in the next section, we provide further detail on the payments we believe can clearly be
challenged based on procedural issues, and on those thal seem technically in order, but
have other issues that may allow for delayed paymenis. Finally we provide a case study on
the twe initiatives Invoiced within the Generalion work package, highlighting the lessons
learned for future prajects.

4, Supporting detalls to findings
A R387_BE1M of payments that can ha challenged hasetl on procodural issues

We considerad several sources to assess whal payments are due for each initiative, -
including: 4

'
\w{_ i

»  Minutes and materials fram the project steering colnmittee meetings
v Iniliative progress traclking from the Wave tool
+ Inwoices and supporting documentation from the suppliers

The sleering committee has the autherity to approve the triggering of payments, but
investigation of these sources shows that there are several initlatives where the approved
payment amount appears not to be comect, and where there seems to be a case to revise

clown the payment amounit,

In Figure 3 below we set out the details of why we would challenge the payments approved
for several iniiatives, and the amounts by which it seems appropiiate to revise down the
payment. This amounts lo a reduction of R387.5MM fo the total payment due.
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quure 3: Procedural issues
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We have also investigated the payments that appear appropriate from a procedural
perspective on an initiative level through a serles of interviews with the leads of the work
packages, and where relevant through follow-up discussions with the owners of individual
initiatives, in order to understand the activities undertaken, the rale the consultants played,
the source of benefit from the initiative and how far the work had progressed by July.

Although there are no clear-cut procedural reasons to challenge these payments, in some
cases there are technical issues that entild be raised to question whether thay represent fair
vaie for the work, and in some cases there are reasons to argue that a portion of the
payment should be delayed rather than paid immadiately. Consequently, the portion of the
payment not already paid might be nagotiated further. We recommend conducting additional
analysis to further assess the key iniflatives in order to develop supporl ng evidenee for
negatiation,

We found eight issues relevant to the Initiatives investigated.

VV8-AW-245
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These are detailad on the Initiative level In Figure 4 for all inftiatives that wo have identified

issues for.
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Figuve 4: Non-procedural issues by initjative
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Of the Initiatives affected by one or more of these eight issues, a small number of the
initiatives diive the overall pay oul. In Figure 6 below we identify some of the key challenges
and questions o these,

Figire 5: Breakdown of approved paymeénts by issue type (R BN)
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‘The key pay out drivers include the Generation initiatives for turnaround and outage
management at the Majuba power plant, as well as initialives from the Projact Delivery and
Claims management work package regarding the settlement of outstanding claims at Kusile
and Medupi, and consequent investment of savings into recovery of praject timelines for
boiler construction (Boiler New Defivery Model).

For many inltlatives, especially in the Project Delivery and Claims Management work
package, a delay of paymenls may be approptiate until the relevant impacts have been
achieved or contracts signed. These intiatives are listed helow in Figure 8,

VV8-AW-248
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Figuie 6: Non-procedural issues wheve payment could he delayed
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Case study on Genoration work packade

The Generation work package with its initiatives on furnarotind of the Majuba power plant
made up a large part of the impact reported and the payments inveiced basad on just two
major initiatives. The following figures show additicnal clefail on these inftiatives and the
subsequent payments to help highlight some of the valuable lessons fearnad that can help
shape a more suslainable frameworl< for future projects.
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Worlc package content
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predictord knpect of orlago raduclion en HA#018

+ Faor the payinenl due in year |, this cou'd soatn ou i
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Figure 7: Payment calculation based on different baseline and impact scenayios for
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Flgure 8: Payments for Majuba EAF improvement (EAF in %)
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4% Buseline seiling  + A decining baselne villout reagustmont
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[

« Exfstre et Impact und paymari resulls and aiv

{ransparact acroas the project and well
documettod

A Bpproval process  + Gommunication on payment processes
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o
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__employens from project slart
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» Enguro Moo Is transparency acrose prelsct
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wgehing mulually accepled agroemants

5-‘

Benchmarking of fair value

The purpose of the oulside-in benchmarking exercise was to review the incentive rates
approved for the TCP praject in the context of established practices in the globai power
Industry. The benchmarking exercise addressed the four work packages soparately and
is built on relevant project data and interviews of indusitry experis from Marsh &
cLennan Companies as well as independent market experts operating in leadership
functions responsible for decisions related fo the work packages of the TCP project.

The results give an indicalive, directional view, but the nature of this kind of
benchmarking means it is limited by the fact that broader industry work generally has a

different context to the specific situation at Eskaom:

The business environment of the benchmarks is not usually completely allgned with

that of South Africa

— The motivation far the MSA project was ane of distress, which called for uniqua
measures to address tigent and immediate performance problems of Eskom

-~ Projects where fees are 100% al risk are very unusual, particularly of such
contractual magnitude, s¢ benchmarking examples are sometlimes drawn fram cases
where a smaller proportion of fees are at risk (and the size of the incentive is

correspondingly smaller)

— Consequently, comparisons are not necessarily like-to-like
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Figure 10: Benchmarking — Primary Encrgy
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Figure 12: Benchmarking — Procurement
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Figure 14: Benchmarking — Summary of Findings: Payments under MSA without
procedural issues, and benchmarl for comparison (R BN)

Paymenis under MEA wihout procedus alissues, anfbenchmaritor comparison
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. Leszons learnen

In engaging consuiting suppliers to deliver the TCP project, Eskom generally had several

objectives:

- Ta deliver immediale improvements in Eskam's perforiance at a critical time for the

company

- To obtain consulting support in the most economically feasible way under consideration

e graph tw ans ¥ o3alyd eilier anslysss,
telal 108 bigset & rcarng, o the snnaelfulad 1 Mys dogpact b gece-all,
i i %

of the rulas initiated by the National Treasury

- To develop local suppliers and inlegrate them in sustainable programines of work

The Top Consulting Programma has highlighted that in seeldng to meet these objectives,

Eskom is exposad to several corresponding types of rislc

- Risk that the project may not deliver the expected impacts, or that the results may not be

sustainable

- Risk that Eskom will be left open to excassive economlc exposure
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- Risk of conflicts belween suppllers and subcontractors that disrapl the development of a
sustainable local suppiier base for consuling servicos

«  Risk that baselining and success fees defined by lhe supplier are unrealistic and thus
oreating excessive and unfafr pay out structures

We havo Identified four areas where there are lessons Eskom can leam in order to mitigata
these risks In future projects:

1. Payment design
2. Project govemance
3. Management of supplier relationships
4. Contract design
Over the course of the next four sections, we address these areas in tum.

- For areas 1-3, we sef ouf the key issues associated with each of these areas, examples
of where thosa presented risks In the proaramme, and lessons for how to address the
rlsks in future projects.

- For area 4, we raise some areas of concern from our review of the MSA based on a peer

assessinent perspective. This is not a legal opinlon or advice, which we are not
positioned to provide,

Finally, we provide general recommendations for the next steps Eskom could take to make
sure these lessons {ranslate into an improved approach In future projects.

Figure 16: Overview of obfectives and areas of lessons leamnt
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" Propurcinent inftatives 20, 34, 577 g imuked

1: Payment design

Fee capping
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For (e Geraration irilaiivas of Mafuba (6 and B5), Ihe
ineenfiva was anllraly lisd o FAF improemonts,
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Pi

'l!.l Hatlor Coniingensy planning
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Distorlien of inconlives

{ransparency of the Tinanskyl inglieations of £lgning
oft prograss and paviments, could axpose Eskom in
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3: Manageinent of supplier relationships

Subcontracling and BBEEE Invelvemant

. Awﬁ.ﬁluwlﬁlne_ teluicn of 4 conlmslor 1o #s REBEE parinos wald ﬁiﬁgﬁsﬂhﬁ'iﬁ_ﬂaﬁnlmlhns inbling
ond dammgs ha prososs of leoal sopplior development

Tho consulant’s BEHEE pardner end the sottion of work fo be subeaniractad ta them for oaeh workskoum
ware trever Specified fntha MSA

Conlract hatween consulant end ils BREES pataor vias sl under nopellofan ot ‘he stail of tha TCP projoct,
and was nover signed

Subseaquent agreemant of Eskom o pay o SNDEE pariner dieclly withou! & contract in gluce eposed bell
skles fo risks

Ratuire vishiity af slod of prajeat of who subeonltaclors wil ba

Raquire viow of sanliucls balwaan primary contractor end subcontiactors
Define piocess lv monaye optimal relafions bsbwasn conltmclors and subsontaclors in lhe ink otlngal
% soppliar davelopmenl .

4: Contract desiqn — This does noi consfitute legal advice or feaal eginion

Tha review of the contract materials by Marsh (from a peer perspeclive) identified several
areas of coneern that are sel oul below. Note that these findings do not conslilute a legal
assessment of the contract, The basis of the below s to provide Eskom with
recommendations to improve the contracling process in the future.

Several terms of lhe contract appear to favour the supplier:

— The agreement "locls" the employer into the contract for a minimum period of 12
months.

— There is uncertainty regarding the fees and how the employer will be invoiced — this
clause should he olearly sat out with no amblgulty.

-~ The agreement containg a review clause however the clause should have aliowed for
an exit provision within this clausa to ensure that neither party are forced to
renegotiate when the desired effect is immediate termination,

— I tha contractor intends to service competitors then the employer must be
comfortable thal their rights and interasts have heen talken into consideration and
that same in fact has some form of protection.

- The Indemnification clause could have bean niore detailed and cater for more
specific events occurring.

¢ Thaere is ambigulty in the contract terms that deal with payments:

—  Various lypes of payments are referred fo throughout the agreament such as worlc
costs, mobilization/initiation payments, incentives, guarantees and down payments
but these are not defined in delail and payment dates of same are not always clearly
set oul.

- Referance is made to expenses being remunerated separately but this is not
claborated on.
— Clause 7.10 states "either of the parties may request (no more than twice in a

calendar year) that an external audit firm audit any aspect of this Agreement, its
perfarmance or implementation provided that such external audit firm shall not be
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enfitled to request and/for audit any supporting documentation in respact of expenses
charged hy the contractor. The parties agree that the fees for such audit shall be
considerad “relevant cosls® as contemplated in clause 6,1.10.2" — this is not standard
practice as If itis a true "audit’ then the auditor has to comply with the audit standards
which would require them to inspecet supporting doctimentation,

The contract lacks key details about outsoureing:

—  There is no reference lo the specific BDREE partner to be used, and no referance to
a conlractor being allowed to outsource services

~ Mention Is made of subcontracting In appendix 4, but this clause does nol meet the

outsourcing legal conlract requirements as it does not cover aspects such as what
servicas will be outsourced, how the service provider will be remunerated, how (he
senvice provider will he elected ale.

Reference is made lo the baseline value and baseline reneyotiation parameters— it is not
clearly set oul In the agreement as fo how and when they apply.

important clauses are apparently missing:
~ There Is ho warranty clause.

~ There i no breach clause. Every agreament must have a breach clause. The table of
contents states that there is one, but upon reading the agreement it is cloar that there
Is no such clause in place,

Clause 8 makes referance to the use of the tracking tool, but should have elaborated
more cn data privacy and prelection and teuched on the Prolection of Personal

« Information Act, No 4 of 2013 (POPI) which promotes the protection of personal

inforimation by public and privato bodios.

Clause 18 deals with serving compelitors. This clause could be more comprehansive in
that it simply stales that the contractor will not rofuse to serve competitors and thal it will
assign other consultants to work on the project to provent a conflict of interest. It does
not state how the intormation will be protected and how the consultants will be denicd
access lo competitive mformation.
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entitled fo request and/or audit any suppaoriing documentation in respect of sxpenses
charged by the conlraclor. The parties agree that the feas for such gudit shall he
considered "relevant costs” as contemplated in clause 6.1.10.2" — this is not standard
practice as if it is a true "audit’ then the auditor has o comply with the audit standards
which would require them to inspect supporting documentation.

The confract lacks key details about outsourcing:

— There is na reference to the specific BBBEE parlner lo be used, and no reference to
& contracter being allowad te outsource services

— Mention is made of subcontracting in appendix 4, but this clause does not meat the
outsourcing legal contract requirements as it does not cover aspests such as what -~
setvices will be outsourced, how the service provider will be remunerated, how the

service pravider will be elected efc,

Reference s made to the baseline valuc and baseline renegoilalinn parametars— [t is nol

cleaily set out in the agreement as to how and when they apply.

lmportant clauses are apparently missing:

— There is no warranty clause,

~ There is no hreach clause. Every agreement must have a breach clause. The table of
contents slates thal there is one, but upon reading the agresment it is clear (hat there
is no such clause In place.

Claiuse 8 makas reference to the use of the tracking tool, but should have elaborated

more on data privacy and protection and touched on the Protection of Personal

Information Act, No 4 of 2018 (POPI) which promoles the protestion of personal

infarmation by public and private bodies.

Clause 18 deals with serving compefitors. This clause could be more comprehensive in

that it simply states that the contractar will not refuse to serve competitors and that it will

assign other consultants to work on the project lo prevent a conflict of inferest. 1t doss
not state how the Informalion will be protected and how the cansultants will be denied

access to compatitive information.
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Recommendations for future contracts:
EhIs lsnota Iiai;"o}_l_l_l;lan
ﬂ Engaye lagal * ‘1o provenl 8 one stdaﬁammﬂﬂ, angegn hséa'l'adﬁce to profect Eskom's intorests (and e
advica ° fnlerust of Ihe BRNEE parinar) i .
o = Dyl efauses are vite! villy provisions for early terminalion and en undersionding of penally slaises
“0 Know fhe service  « [o a due diigance on fhe senvice provider
= provider

< Involve the Board » Wian cortracls of his awgritudo ora enfored nfo, i 12 Board of Diracirs
. ~ Have tham evtow the eoclract and rafse any concems thay may have por lo the agresmant
~ Cnsuro Tt of we safislied boforo prtlc!:rz_d{r!u

gﬂ)‘ Enoure o well = Awol drofind Sowvice Level Agroomont:
¥ druited SLA - lduntitles and defines e clients requirgmenls und sels vul cach pailias responsibifion
) —Simplifles complex Issues end provides a Iramework for underslending the seope of the work
. - Redueas spas of eunfiict and oncouragas afiiciant escatalion and resolution of dispules
{ % —Providas Tor reslislic expeclaiions and paiamelers ond elablishes the penatios and romedies for
fallure 1o mect sendcs fmvals;
5 Adiiresd « Whaon v Is outsourced to addifonal pardnors, the agreemsnl nusl eddiess (he following
outaouriding - Parformanes lracking and raporling oz wal o3 leyal complianca

- Ihird porty depandercics and subcopiaclor refationships thal fe savice provider may ealer filo
and tho lims theran!

—Prelusive iationship vilh the sorvice provider and the chemmstances under which @ ciant may
ongage olher seniza provicars

-Suswily end nformation securily as wel es nlelectual property rights and confiduntial Tulomsation
-Baniea providers dulias and responstbiiles es wall as condifions for farmination of e confract.

5: Mext steps for Eskom

Based an the 4 week tachnical review we see 2 key next steps that nead fo be undertaken
before negoliating the final pay out lerms of he coniract:

1) Conduct an independent legal review of the MSA, contracting terms belween paitics and
the overall legal construct of the programme

f 2) Conduet furllier detalled analysis on a number of key Initiafives in order to further refine
the fair pay out amount, whilst developing evidence for the negotiation process.

In addition, In order to ensure the lossons above are fully adopted in future projests, Eskom
should consider preparing two key resources:

« A project design handbaok that encapsulates besl practice on setting up payment
structures, governance systems, and supplier and subcontractor relalionships for new

projects

« A set of confract-writing guidelines, to be produced with appropriate legal advice to
prepare for future framework contracts with suppliers and their BBBEE partners

We would see the lessons leamned that are set outin the sections above as feeding in to
fliose lwo resources.
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Appendix 1: Prioritisation of Inilialives
Priority groups for MSA initiatives

Priotlly  Definltion and slze of group Actions
. - Review whether involoed payments seem correctbased
Inigatves that appearin fiie MiGnsoy August lvoice an Impicts, MSA and sieedng committze aporcvaks
+ Banchmark of incanlive rales for main wark peckages
30 lillefives winﬁnﬁuﬁmmmlm peaclios
Expacted impact fom Wave: ROGEN + Assesslovdul axfent fodber paywents would be
reasonable

FilinGves that:
» donotappear is he Augist lvolce 5
B mdmdrdhasfwmﬁm favel 2 (.o, they were + Assesslowhal oxtent paymert fartiese niaives l- ]

npproved (o bo covesed hnmﬁ) micht be il Ty tho HSA g
e an axpectcd Qg i VRESEEERIS A0 . Fmﬂmﬁwmm teasoratio HRgh: pegieS: )

{rutall chosen fac ~N0% ol Impeid) Yiditid bo
4 Inittatives
Fapacled linpact lom Wave: R7.0BM
Al other Inlfatives
242 iniliatives + Tabulate agoiegate information by work packags
Fapected fopuct frern Wave (nckading only thoee that reached
Implesientation level 21 R 2.0BN

)
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Priarity A initiatives: payments and approvals
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Priority B initiatives: None of these appear in the August invoice; however half have
had payment triggers approved by the steering committee

‘Medut Peaally Provislon: Oeograshisal axpansion nf #edplsfookplioto. - A

61 gesommedato an aditonst 10.4 T ofcoal s
Sudor Rall siding; Supfler T instal rall widiag which il i Rd15m pa.
Fririery eergy 1T S s v 418
245 CPNDC - Increase valumes frem ZOTHT lo SB2MT fn FY47 v w14
462 Bolorservine: Reregalatosonlract-Price, Produslivity & Quailly tavers % 947
61 lovenlasy: 1, cw:ﬁmmmrmﬂ reratileyhens fosstbio - & Ko
Prasurement ~ PY10H7 (Spond Ganlre) Tewar — nvenlory Spead) L1
4d4ra Liquid Fuals = Fust Ol Reduse [us 98 constipiion by taskling rool gauses X 285
Bollrbiew Dailven, ua 2291
Projoot deliiery and cinims _ i resaluiinio . L .
i i 1128 Dolernow dofvory medal: Kuslls unil 2 - 0 ot agteenznt v . 1600
Total 7,943
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Appendix 2: Financial Advisory Work by BBBEE Pariner

As part of the TCP project, the Financial Advisory work package was worked on exclusively
by the BBBEE partner.

This work package included eight Initiatives. The BRBEE pariner sent Eskom an invoice for
R107.2MM and a memo fo break down the contents by initiative in August. The total is
allocated as follows. Note that three of the iniliatives are intentionally unbilled: the memo
explains these were performed at risk and for developmental purposes,

RGN TR e T T

\ ‘ Proj; Surge ] = oy :
: i Project Green R
, Online Vending Strategy ' b J |
Short term funding 2 ._
Lmﬁ. term fundlné = s
" Duvha _ . | .
Hitachi _ g 50 |
Gorporate developmont opporiuniies B
Total ' . o 107.2

! i VWe have seen the following evidenee relaled to completion of these initiatives:

» A set of deliverable malerials for each Initlative {note that we have not validated the
content of thesa deliverables)

»  E-mail chalns of regular updates to Prish Govender (Programme Directar, Capital
Projects, Eskom lead of the turnaround PMO} on {he status of progress fowards several
initiatives (Project Surge, Project Green, Online Vending Strategy, Hitachi, Long term
funding)

An Excel shect from the BBBEE partner setting out how the time and materials deployed
on the project, charged at their rates, give the total Invoice value (we note that this adds

up te R107.8MM in this Excel sheet)
« A memo from Prish Govender dated 14/12/2016 confirming:
—  That weekly updates were recelved and weekly deliverables ware completed

— A meeling was held on 29/06/2016 at which the hours and fees on each of the
finance initiatives were agraad
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AW21

® Eskom

Dr. Alexander Weiss 20 January 2017
Director

McKinsey & Company

3" Floor Sandown Mews East

SANDOWN

2196

Dear Dr. Weiss

TOP CONSULTING GROUP MSA FINAL NEGOTIATION OF COSTS

Based on the finalisation of the External Due Diligence Process on the McKinsey Risk Based
Contract, as well as the latest resolution received from the Board, Eskom is now in the position to
negotiate a final settlement with the contractor.

Please make yourself available for the negotiations process which will take place during the week
of the 23 January 2017.

We hope the above meets with your expectations

Yours sincerely

IER PROCUREMENT OFFICER
20 January 2017

Head office

Megawatt Park Maxwell Drive Sunninghill Sandton
PO Box 1091 Johannesburg 2000 SA

Tel 427 11 800 4647 www.eskom.co.za

Eskom Holdings S0C Ltd Reg No 2002/015527/30
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AW22
®) Eskom

Dr. Alexander Welss

Birector

McKinsey & Company

3" Floor Sandown Mews East
SANDOWRN

2196

Dear Dr, Weiss

TOP CONSULTING GROUP MSA NEGOTIATION PAYMENT

Based on the cutcome negoliated process Eskom agreed to settle on an amount of
R4860 000 000.00 million inclusive of the BEE partners portion as approved by Eskom Board.

Please provide the necessary documents so the payment can be effected.

We hope the above meets with your expactations

Yours sinceraly

P o

belane

Head office _
Megawait Park Maxwell Drive Sunninghill Sandton
RO 8ox 1091 Johannesburg 2000 SA

Tai 427 11 800 4647 www.eskom.co.za

Eskom Holdings S0C Litd fteg Heo 2002/015527 30
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Top Consulting Grovp MS:1 Negotiation Puyvanent MCK]I]S@Y&COHIPEI]}T

21 February 2017

Prish Govender
Director Project Development
Eskom Holdings SOC Ltd
Megawatt Park

. Maxweil Drive, Sunninghilt
Sandton 2157

Dear Prish,

We are exiremely proud of the impact achieved through the Top Consulting Program,
and in such a short space of time. The results of the Corporate Plan FY16/17 bears
testament to the impact this program had in stabilising the performance of Eskom.

A range of practices from this program have now set the benchmark for Eskom in
terms of how Eskom crafts comereial arrangements with consultants and has brought
- about new rigor in the implementation of strategic initiatives across Eskom.

Together with Eskom we delivered significant impact. Initiatives under the MSA
achieved more than R18.6 billion of annualised impact for Eskom.

Highlights of the impact that was confirmed and approved, at the time of the
effective termination of the Master Sexrvice Agreement (MSA) on 15th July 2016, are
highlighed below:

m  Generation. The first six months of the Majuba turnaround programme
-(“Sakhasonke™) reduced 12-month moving average UCLF by 4.97pp and the
support of the Unit 6 GO confined maintenance works to a single outage and
avoided a further 4.5pp of PCLF in 2017/18 for Unit 6

w  Procurement, Average savings of 15% were attained, a Spend Control Tower
was implemented and the Top Buyet training programme was launched building
the core skills of 40 buyers

m Primary Energy. Fixed price coal contracts price were reduced by 2.5 - 15%
and changes in stockpile height and geographical expansion mitigated the
impact of the Medupi claim which carried a R3 2billion EBITDA impact for
Eskom

a Claims and Project Delivery. Historical claims for boilers and turbines limited
claims potential down by R5.1billion and the beiler delivery model and turbine

Mckinsay and Company Africa Propriety Limited
sandown Mews East B8 Stella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 Southa Arica
Telaphone +27 {0} 11 506 8000 Fax +27 {0)11 506 9000

Incorporated and regisizred in South pfrica NO 2013/091251/07
Directors: LIH Arwidi [Swedish) 5 Wu P Parkheo VIl Magwentshu T Legoete [independent]
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McKinsey&Company

Top Consil ting Gronp VST Negaotiation Puavinent

claim. avoidance strategies were developed that will limit future claims by more
than R3.7billion

The programme generated significant change momentum across Eskom. Notably,
recruiting more than 30 new TOP consultants to work on high impact and top
priority topics for Eskom Executives, the 300 commercial colleagues who attended
the cost saving programme launch and more than 100 Eskom employees who used
the Wave: tool on a daily basis to capture and track their improvement ideas.

As per the correspondence received from Eskom on 20 January 2017 and
9 February 2017 we understand that Eskom wants to settle all outstanding impact
payments under the contract.

In this context we are invoicing Eskom as per the attached tax invoice number 6730
for the remaining incentive payments that are due,

The remittance enclosed below only includes ideas where impact was confirmed by
the Workpackage Lead and approved for payment at the Steering Committes. We
have not included any part payments for ideas developed beyond IL2, and we have
taken every measure to ensure that there is no overlap with the ideas presented for
payment 1n the first settlement invoice that was paid in 2016.

For your records, the physical original of this invoice, this memorandum and a file of
supporting documents has been couriered to Mary-Ann Hendricks for safe-keeping.

Kind Regards,

Alexander Weiss

Senior Partner

Mickinsey ard Company Africa Peopriety Limited
Sandowrt Mews East 58 Stelia Street Sandown Sandton 2196 PO Box 652767 Benmmore 2010 Southa Arica
Telephone +77 (0} 11 S06 2000 Fay +27 (0311 506 9000

ineocpeeited and registered in South Africa MO 2012/091251/07
Direciors: LI Arwiddi (Swedich] 5 W P Parblhos VN Magwenishu T Lagoete {Independant)
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Tax Invoice 6730 MCKlnsey &Company

Eskom Holdings SOC Ltd McKinsey and Company Africa
Megawatt Park (Pty) Ltd
Maxwell Drive Sandown Mews East
Sunninghill 88 Stella street
Sandton Sandown
2157 Sandton
) ) 2196
Attention: Prish Govender Reg No: 2013/091251/07

VAT no: 4740101508 VAT no: 4040268668
Unique Identifier: 240-54568433 TAX Invoice:6730
CharEe code: ESK167

Payment due within 30 days of invoice date
17 February 2017

Work Wave | Detail Impact Amount Total Incentive . | Duein 30 Days SDL SDL Fund Total Incentive
“3ckage [[+] Earned for Share | Value Created Payment Due
Payment Trigger
vroject 2 Historic boiler claims - Medupi R 1000 000 000.00 R67 500 000.00 R47 250 000.00 30% R20 250 000.00 R 67500 000.00
Delivery & Considered as a once-off impact with a
Claims 10.8% remuneration share as per the MSA;
invoice amount calculated as ZAR 1 000m
impact x 10.8% impact share x 70%
McKinsey invoicing share x 62.5% for
Payment Trigger 2}

Project 16 Boiler employer claims - Kusile R 554 400 000.00 R23 950 080.00 R16 765 056.00 0% R7185024.00  |R 23950 080.00
Delivery & Considered as a once-off impact with a
Claims 10.8% remuneration share as per the MSA;
invoice amount calculated as ZAR 554.4m "
impact x 10.8% impact share x 70%
MeKinsey invaicing share x 40% for
Pay t Trigger 2)

Project 610 Boiler New Delivery Model: Medupi U3 to R 2 291 000 000.00 R92 785 500.00 R&4 945 850.00 30% R27 835 650.00 R 92 785 500.00
Delivery & u1 E
Claims | Considered as a once-off impact with a
10.8% remuneration share as per the MSA;
invoice amount calculated as ZAR 2 291m
impact confirmed by SteerCo on
08,/04/2016 x 10.8% impact share x 70%
MeKinsey invoicing share x 37.5% for
Payment Trigger 1) -
Project 1128 Boiler new delivery model: Kusile unit 2- 6 R 1462 000000.00 [ RS9 211 000.00 R41 447 700.00 30% |R17763 300.00 R 59 211000.00
Delivery & initiative agreement

Claims Considered as a once-off impact with a
10.8% remuneration share as per the MSA;
invaice amount calculated as ZAR 1 462m
impact confirmed by SteerCo on
08/04/2016 % 10.8% impact share x 70%
McKinsey invoicing share x 37.5% for
Payment Trigger 1)

Procureme | 68 Inventory: 1.4 Cancel unnecessary PR/POs R34 898 393,88 |R 3 769 026.54 R 263831858 304 |R 1130707.96 |R3769026.54
nt and reroute where possible (Spend Control
Tower - Inventory) — Tracking 01 Jul 16 -

14 Jul '16 (ZAR 34,90m impact confirmed
by SteerCo on 08/04/2016; considered as a
once-off impact with a 10.8%
remuneration share as per the MSA;
invoice amount calculated as ZAR 34 90m
impact x 10.8% impact share x 70%
Mckinsey invoicing share)

Total: Once-Off Impacts achieved by 15 July but not invoiced R 5342 298 393.88 R 247 215 606.54 R 173 050 924.58 R74 164 681.96 R 247 215 606.54

McKinsey and Company Africa Propriety Limited
Sandown Mews East 88 Stella Street Sandown Sandton 2126 PO Box 652767 Benmore 2010 Southa Arica
Telephone +27 (0) 11 506 8000 Fax +27 (0)11 506 9000

Incarporated and registered in South Africa NO 2013/091251/07
Directors: LIH Arwidi (Swedish) S Wu P Parbhoo VN Magwentshu T Legoete (Indepandent)
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McKinsey&Company

Work
Package

Wave

Detail

Impact Amount

Total Incentive
Earned for
Payment Trigger

Due in 30 Days

SDL
Share

SDL Fund
Value Created

Total Incentive
Payment Due

Work
Package

Wave

Detail

Impact Amount

Total Incentive
Earned for
Payment Trigger

Due in 30 Days

SoL
Share

SDL Fund
Value Created

[Total Incentive
Payment Due

Primary
Energy

10

Fixed price contracts, existing contracts —
Silverlake (ZAR 114,380,000 impact
confirmed at payment trigger by SteerCo
07/06/2016; considered as a recurring
impact with a 10.55% remuneration share
as per the MSA; invoice amount calculated
as ZAR 114,38 m impact x 3 years x 10.55%
impact share x 70% McKinsey invoicing
share x 40% (30% year 2 + 10% year 3)
recurring amount payable)

R 114 380 000.00

R 36 201 270.00

R 10136 355.60

30%

R 4344 152.40

R 14 480
508,00

Primary
Energy

1

Fixed price contracts, existing contracts -
Universal Coal PLC (ZAR 100,010,000
impact confirmed at payment trigger by
SteerCo 07/06/2016; considered as a
recurring impact with a 10,55%
remuneration share as per the MSA;
invoice amount calculated as ZAR 100,01 m
impact x 3 years x 10.55% impact share x
70% McKinsey invoicing share x 40% (30%
year 2 + 10% year 3] recurring amount
payable)

R 100010 000.00

R 31 653 165.00

R 8 862 886,20

30%

R 3798 379.80

R 12 661 266.00

Primary
Energy

12

Fixed price contracts, existing contracts —
Wescoal Mining (Tutuka) (ZAR 103,210,000
impact confirmed at payment trigger by
SteerCo 07/06/2016; considered as a
recurring impact with a 10.55%
remuneration share as per the MSA;
involce amount calculated as ZAR 103,21m
impact x 3 years x 10.55% impact share x
70% McKinsey invoicing share x 40% (30%
year 2 + 10%\}ear 3) recurring amount
payable)

R 103 210 000.00

R 32 665 965.00

R9146 470.20

30%

R 3919 515.80

R 13 066 386.00

Primary
Energy

26

Fixed price cantracts, existing contracts -
Welgemeend (ZAR 32,610,000 impact
canfirmed at payment trigger by SteerCo
07/06/2016; considered as a recurring
impact with a 10.55% remuneration share
as per the MSA,; invoice amount calculated
as ZAR 32,61 m impact x 3 years x 10.55%
impact share x 70% McKinsey invoicing
share x 40% (30% year 2 + 10% year 3)
recurring armount payable)

R 32 610 000.00

R 10321 065.00

R 2 889 898.20

30%

R 1238527.80

R 4128 426.00

Primary
Energy

28

Fixed price contracts, existing contracts —
MNtshovelo Mining (ZAR 17,670,000 impact
canfirmed at payment trigger by SteerCo
07/06/2016; cansidered as a recurring
impact with a 10.55% remuneration share
as per the MSA,; invoice amount calculated
as ZAR 17,67 m impact x 3 years x 10.55%
impact share x 70% McKinsey invoicing
share x 40% (30% year 2 + 10% year 3)
recurring amount payable)

R 17 670 000.00

R 5592 555.00

R 1565 915.40

30%

R 671106.60

R 2237022.00

Primary
Energy

131

Fixed price contracts, existing contracts —
Wescoal Mining (Majuba) (ZAR 25,660,000
Impact confirmed at payment trigger by
SteerCo 07/06/2016; considered as a
recurring impact with a 10.55%
remuneration share as per the MSA;
invoice amount calculated as ZAR 25,66 m
impact x 3 years x 10.55% impact share x
70% McKinsey invoicing sharex 40% (30%
year 2+ 10% year 3) recurring amount
payable)

R 25 660 000.00

R 8121390.00

R2273989.20

R 974 566.80

R 3 248 556.00

Mclinsey and Company Africa Propriety Limited

Sandown Mews East 88 Stella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 Southa Arica

Telephone +27 (0) 11 506 8000 Fax +27 (0)11 506 9000

Incarporated and registerad in South Africa NO 2013/091251/07

Directors: LIH Arwidi (Swedish) § Wu P Parbhoo VN Magwentshu T Legoete (Independent)
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McKinsey&Company

Worl
Package

Detail

Impact Amount

Total Incentive
Earned for
Payment Trigger

Due in 30 Days

SDL
Share

SDL Fund
Value Created

Total Incentive
Payment Due

Primary
Energy

Fixed price contracts, existing contracts —
Sudor Coal (ZAR 28,790,000 impact
confirmed at payment trigger by SteerCo
07/06/2016; considered as a recurring
impact with a 10.55% ramuneration share
as per the MSA; invoice amount calculated
as ZAR 28,79 m impact x 3 years x 10.55%
impact share x 70% McKinsey invoicing
share x 40% (30% year 2 + 10% year 3)
recurring amount payable)

R 28 790 000.00

R 9112 035.00

R 2551 369.80

30%

R 1093 444.20

R 3 644 814.00

Procureme
nt

14

ICT: Adobe (Tactical) - Limit new licenses,
and buy standard instead professional
version (ZAR 816,000 impact confirmed at
payment trigger by SteerCo 07/06/2016;
considered as a recurring impact with a
10,55% remuneration share as per the
MS&; invoice amount calculated as ZAR
0,816 m impact » 3 years x 10.55% impact
share x 70% MckKinsey invoicing share x
40% recurring amount payable)

R 816 000.00

R 258 264.00

R | #2313.92

30%

R 30991.68

R103 305.60

“Tocureme

125

Boller service: Standardize core crew for
maintenance across stations (ZAR
44,000,000 impact confirmed at payment
trigger by SteerCo 07/06/2016; cansidered
as a recurring impact with a 10.55%
remuneration share as per the M3A;
invoice amount calculated as ZAR 44 m
impact x 3 years x 10.55% impact share x
70% Mckinsey invoicing share x 40%
recurring it | ble)

R 44 000 000.00

R13 926 000.00

R 3 899 280.00

30%

R 1671120.00

R5 570 400.00

Generatio
n

85

Improve EAF: Majuba Powerstation
Turnaround July True-Up

4.97% EAF improvement above the
baseline over a 12 month moving average
confirmed by SteerCo 08/04/2016 {4.97%
EAF improvement x installed capacity
(3843 MW) x RES0/MWh x 8760 hrs p.a)
considered as a recurring impact with a
10.55% remuneration share as per the
MSA; invoice amount calculated as ZAR
1088,4m impact x 3 years x 10.55% impact
share ¥ 40% McKinsey invoicing share x
40% for remaining recurring impact
payments due)

R 1088 412 762.08

R344 482 641.41

R55117 222.63

60%

R82 675 833.94

R 137 793 056.57

from the 1st

Sub-Total: Remaining 40% (30%+10%) of recurring impacts due
Settlement Invoice

R 1555558 769.08

R 492 334 350.41

R 96 515 701.15

R 100 418039.02

RI96 933 740.17

Procureme
nt

13

ICT: Microsoft - Renegotiate 3-year
cantract and reduce demand

Considered as a recurring impact with a -
10.55% remuneration share as per the
MSA; invoice amount calculated as ZAR
50.29m impact confirmed by SteerCo on
08/04/2016 » 3 years x 10.55% impact

-share x 508 discount agreed in writing

with Group C10 (5. Maritz) x 70% McKinsey
invoicing share)

R 50292 708.34

" 795882109

R5571174.77

3086

R 2387646.33

R 7958 821.09

Primary
Energy

1114

Sudor Rail siding

Considered as a recurring impact with a
10.55% remuneration share as per the
MSA; invoice amount calculated as ZAR
415.00m Impact confirmed by SteerCo on
07/06/2016 x 3 years x 10.55% impact
share x 70% McKinsey invaicing share)

R 414 514 340.00

R131 193 788.61

R91 835 652.03

30%

R39 358 136.58

R131 193 788.61

previously

Sub-Total: Recurring Impacts achieved by 15 July but not invoiced

McKinsey and Company Africa Propriety Limited

Sandown Mews East 88 Stella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 Southa Arica

R 464 BO7 048.34

R 13% 152 609.70

R 97 406 826.79

R 41745 782.91

R139 152 609.70

Telephone +27 (0) 11 506 8000 Fax +27 (0)11 506 3000

Incorporated and registered in South Africa NO 2013/091251/07

Directors: LIH Arwidi {Swedish) 5 Wu P Parbhoo VN Magwentshu T Legoete (Independent)
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Work Wave | Detail Impact Amount Total Incentive Due in 30 Days SDL SDL Fund Total Incentive
Package D Earned for Share | Value Created Payment Due
Payment Trigger

Grand Total: Recurring Impact achieved by 15 July R2020365817.42 R 631 486 960.12 R193 922 527.94 R 142 163 821.93 R336 086 349.87
INVOICE Impact Amount Total Incentive Due in 30 Days SDL Fund Total Incentive
SUMMAR Earned Value Created Payment Due
i g
GRAND TOTAL - of R 7362664 211.30 R878 702 566.66 R 366 973 452.52 R216328503.89 R583 301 956.41
which:

Once-0Off Impacts achieved by 15 July but not invoiced R 5342 298 353.88 R 247 215 606.54 R 173 050 924.58 R74 164 681.96 R247 215 606.54
previously

Remaining 40% (30%+10%) of recurring impacts due from the R 1555 558 769.08 R 492 334 350.41 R 96 515701.15 R100 418 039.02 R196933 740.17

1st Settlement Invaice
Recurring Impacts achieved by 15 July but not invoiced
previously

APPROVED FOR SETTLMENT BY BOARD TENDER COMMITTEE

Board Approval

R 454 807 048.34

R139 152 609.70

R 97 406 826.79

R41 745 782.91

R139 152 609.70

R4G0 000 000.00

R-123 301 956.41

Adjustment Value

TOTAL

R305322474.31 R154 677 525.69 R460 000 000.00
AMOUNT
VAT @14% R42 745 146.40
FINAL SETTLEMENT R348 D67 620.72

AMOUNT DUE

Pavment may be made by direct transfer to:

Account Name; MeKinsey and Company Africa (Pty) Ltd

Account Number: 421061812
Branch: 019205
Bank name: The Standard Bank of South Africa Ltd.

Sandton Branch
156 Fifth Sweet u
Sandton, 2196, South Africa

McKinsey and Company Africa Propriety Limited
sandown Wews East 88 Stella Street Sandown Sandton 2196 PO Box 652767 Benmore 2010 Southa Arica
Telephone +27 (0) 11 506 8000 Fax +27 (0)11 506 9000

Incorporated and registered in South Africa NO 2013/091251/07
Directors: LIH Arwid] {Swedish) § Wu P Parblioo VIl Magwentshu T Legoete (Independent)
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AW24
® €skom

; Dr. Alexander Weiss

Director

McKinsey & Company

3" Fioor Sandown Mews East
SANDOWN

2196

b i AT e

Dear Dr. Weiss

FULL AND FINAL SETTLEMENT OFFER IN RESPECT OF THE TOP CONSULTANT
PROGRAMME(TOP ENGINEERS PROGARMME

At the outset, Eskom records that it values the service i has received from McKinsey & Company
{"McKinsey') to dale and locks forward in centinuing its relationship with McKinsey.

Eskom has considered pursiant fo meetings and correspondence eﬁcchanged with
MokKinsey, the settiement of the Top Engineers Programme (also known as the Top Consultant
Program) for the period December 2015 1o 15 July 2016 based on the terms of the Service Level

Agreement ("SLA"} {also interchangeably referred to as the Master Service Agresment) between
{he parties. .

We confiirm that on 16 June 2018 a termination notice was issued by Eskom to McKinsey and the
SLA was subsequently terminated on 15 July 2016,

As a result of the termination of the SLA, the Board Tender Committee mandated Eskom to

consider the settlement amount payable to McKinsey for services rendered far the period up and
vl 15 July 2016 on the fisk based principles.

After due consideration and without admitting any fiability, Eskom is prepared to offer in full and
final settlement an amount of R 461 330 D00 in addition to the R937 630 000 already paid by
Eskom to MeKinsey and lis BBBEE Pariner on 11 August 2016 ("Settlement Offer’). The total
setflement amount to MeKinsey and its BBBEE Pariner for the services renderad in terms of the

SLA's risk based principles is (R 460 000 000 plus RO37 8§30 000) which tofals R1 388 960 000
{"Settlement Amount™);

This Settlement Amount is in lieu of all claims by McKinsey and its BBEEF Partner for setvices
rendered in terms of the SLA.

Head office

Megawatt Bark Maxwell Drive Sunninghliil Sandton
70 Box 1091 Johannesbueg 2000 SA

Tel 427 11 800 4647 wwvi.eskont.co.za

Eskom Haoldings S0C btd  Reg No 2002701552730
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Please inform us within five (5) days from receipt hereof whether the Settlement Offer above is
acceptable.

We await your reply.

Yours sincerely

i Ly iy

Eskom Holdings SOC Lid Reg No 2002/015527/30




