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1.
| am Andre Frank Pillay, ID 6908195116080, currently | am the General Manager, responsible
for the Treasury of Eskom. | have over 20 years’ experience in the Capital Markets. | joined
Eskom in 2011 as Senior Manager Funding Execution. In 2016, | was promoted to Group
Treasurer, | report directly to the Chief Financial Officer.

. 2 .

i

During 2015, we Eskom Treasury;}net with Tribus representative, Rajeev Thomas and their_
partners from Mazi Capital, Malusi Cele and Siviwe Mazwana, | was in the meeting with a few
of my colleagues, Nomhle Mnguni and Siyabonga Nxaba, see Annexure AP1. Generally,
entities with proposals would either via the investor relations office or directly submit either to
myself or someone in Eskom, unsolicited proposals. Tribus approached Eskom with an
unsolicited proposal to assist it with its capital expansion (capex) programme. Eskom indicated
that the issue at the time was not necessarily a lack of projects but rather an issue of funding
of the required capital expansion projects. The Tribus team returned to Eskom under a new
banner called Huarong Energy Africa (HEA). This was following a number of engagements
between Eskom and the Tribus on how a combination of funding and execution of capex would
address Eskom reguirements.

3.
The Tribus also met with Minister of the Department of Public Enterprises, Lynne Brown, in
Cape Town. | can recall that Eskom was represented by Freddy Ndou, The verbal feedback
[ received from him was that Tribus presented their proposal and they were told by the Minister
to engage Eskom on the matter. In a subsequent meeting | attended between the Minister and
her officials and Eskom officials, the Minister mentioned in passing that she met with Tribus,
that she said that she suggested that they must follow the Eskom processes on the matter.
The Tribus team also did indicate that they have someone that know the Minister well and
they will approach her with the proposal.

4.
There was nothing in the engagements with the Tribus and subsequently HEA that raised
concerns or any suspicious. However, as the engagement with HEA continued | was
concerned by the direct engagements between the HEA representatives and Sean Maritz and
Zethembe Khoza, | will also elaborate on this at a later stage. There were a few meetings
between HEA and Sean Maritz and Zethembe Khoza with parallel meetings with the Eskom
Treasury representatives where indications were given that such meetings are taking place
and instances where | notice them in the building. | have raised objection in meetings with
HEA regarding this matter and indicated that | will suspend any form of contact with them.

5.
Eskom Treasury received an unsolicited proposal from HEA on 01 June 2016. Eskom
Treasury made it clear to the HEA that it would have to follow commercial and governance
processes to pursue any proposal. Rajeev Thomas indicated that prior to the meeting between
Eskom and HEA; an engagement had already taken place between the General Manager for
Special Projects (Poobie Govender) and HEA to di§Cuss_ the asset development solution
presented by HEA. This was based on HEA comments, to test the structure with GM for
Special Projects (Poobie Govender). Rajeev Thomas also indicated that he and his colleague
Wim Terblanche either worked for or with Eskom as suppliers on certain projects previously,
+so they know various people within Eskam. The GM for Special Projects denies that he met
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HEA prior to the issue of the RFl by ET and that he only got involved with the transaction
subseguent to a request to provide technical advice on the transaction.

6.
On 29 September 2016 an RFI was issued to the Market. The RFI was issued under the
Treasury Funding Commercial Process, which is part of the Eskom Commercial Process so
therefore the emphasis was on funding proposals that do not require a Governmenit Guarantee
and not on project specific issues. The RF| was also intended to determine if possible solutions
existed, similar to the HEA proposal. The invitation was to submit a proposal that will provide
Eskom with innovative financing solutions that meet the following requirements:

6.1 Innovative financing solutions that do not require sovereign guarantee or
securitization of Eskom existing assets.

6.2 Funding is equal to or greater than R15bn.

6.3  Financing solution does not contravene any loan covenants of Eskom.

6.4 Financing solution does not require equity in Eskom.

6.5 Financing option is in line with the Eskom’s current cost of funding or better.
6.6 Financing solutions involve reputed organisation with funding track records.
6.7 Funding term is attractive to Eskom.

6.8 Funding solution can be implemented within a reasonable shorter period.

7.
The Funding Plan for 2016/17 — 2020/21 was based on five year funding requirement of
R326.9 billion, with a funding requirement of R68,5 billion for 2016/17, see Table 1 below.

The various funding sources can also be seen in Table 1.

Table 1: Funding Plan for the period FY2016/17 - FY2020/21

Sources (R’ million) FY16/17 FY17118 | Fy18M9 | Fy19/20 FY20/21

Domestic Bonds 17 000 8 000 8 000 8 500 10 000 51 500
International Bonds and Loans - 5500 7000 12 000 - 24 500
Commercial Paper Bills 6 0C0 6 000 7 500 8 560 10 000 38 000
Pevelopment Finance institutions 33 439 41 438 34 030 32 603 ] 142 410
Export Credit Agencies 2 10 277 5528 7774 3275 - 26 854
Structured Products * 1750 2214 2930 3472 33 312 43678

Source: Eskom
1
Develapment Finoncing institutions — Kfw (PEX-Bank, 'World Bapk, Development 8ank of Southern Africa {5854), Fyropean investrient Bank {EIB) , African
Development Bank (AfDB), Agence Frangaise de Déveioppement (AFD) and KfwW
2
Export Credit Agencies - Euler Hermes, Coface. SACE, Japanese Bonk for Internationa) Corporation, United States Expart-import Bank

3
Structured Products — Bank loans, Sukuks, Refinancing structures and Swap resiruciuring
LI
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Eskom does from time to time issue RFPs to seek proposals for possible funding proposals
that will complement or displace the funding sources as listed above. The funding proposal of
HEA was not listed in the funding plan of the period. Therefore, following the issuance of the
RFI to test the market following the receipt of the HEA proposal Eskom issued an RFP for
innovate funding solutions.

8.
RFI (Corp 3626) closed with 12 Responses received including the HEA proposal

Details of the responses received:

|Patereceived by Esk

i 1= i .= . L. o | -
1 ABSA 21 Octaber 2016
2 Deloitie Capital 21 October 20186
3 Huarong Energy Africa (Pty) Ltd 20 October 2016
4 Huawei Technologies Africa (Pty) Lid 20 October 20186
5 JP Morgan .21 October 2016
6 Nedbank 21 October 2016
7 Peu Capital Partners and Total Utilities Management 21 October 2016
Services
8 | Regiments i 21 October 2016
9 Rand Merchant Bank and ldentity Advisory (Pty) Ltd 21 QOctober 2016
10 | Standard Chartered 21 October 2018
11 | Superstars Group 07 October 2016
12 | Afrisat Investments Ltd Requested extension for 2 weeks.
g

During December 2016, Anoj Singh indicated that he had a calf from Rajeev Thomas and they
discussed the signing of the Term Sheet. | discussed the matter with him and he indicated that
this was just merely an indication to HEA that Eskom is considering this proposal and this will
give Rajeev Thomas the ability o maintain the support from his Chinese partners. | reviewed
the term sheet it was clear that this was a non-binding Term Sheet. When | reviewed the Term
Sheet | wanted to ensure that it was not binding, therefore, | included the non- binding clause,
as per paragraph 18(5), see Annexure AP2. This Term Sheet was signed on 20 December
2016 by Anoj Singh and by Rajeev Thomas 21 December 2016.

10.

Anoj Singh requested that Eskom Treasury a Board Investment and Finance Committee (IFC)
submission to inform it of the HEA proposal and also requested the Board IFC approved
mandate to negotiate with and conclude a financing agreement with HEA amounting to $1.5bn
and $6bn, see Annexure AP3. Anoj Singh was well aware of the fact that Eskom cannot
conclude and sign any transaction based on a RFI. This IFC Board was following our meeting
on 8-13 January 2017 with HEA in China where Anoj Singh (accompanied by Andre Piliay,
Poobie Govender and Prish Govender) was introduced to HEA (Rajeev Thomas, Rex Madida
and Wim Terblanche) and their Chinese partners (Chen Jianbao, Chairman of HEA). What
was interesting during the introductory meeting-was that Rex Madida introduced himself as a
political deployee of the ANC in KZN.
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11.

During the abovementioned meeting in China, the Huarong group presented their proposal,
Anoj Singh was not supportive of the proposal and he raised a number of questions to the
point of disapproving of it. Upon reflection, it seemed at the time that the Huarong Group was
not taken aback by this and the meeting continued. It now appears that this was all staged to
not raise suspicions on my side. | would have engaged him if | thought that he was meeting
with the HEA team. | was also aware of the fact the he (Anoj Singh) would meet with bankers,
investors and financial institutions and in particular where he has his own agenda.

T

The submission to the IFC was to share with the committee the nature of this proposal and if
it appropriately would address a number of the Eskom concerns and challenges such as,
liquidity, capex and not utilising Government Guarantees, see Annexure AP3 This proposal
also included a significant commercial element that would require the approval of the Board
Tender Committee (BTC). The Chair of this committee was Zethembe Khoza and he was also
present at the IFC Board meeting of which was a member. Zethembe Khoza was very
interested in the proposal and he was eager for us to table it at the next BTC. In hindsight
given the developments that led to the signing of the facility it was clear that he (Zethembe
Khoza) was closer to this transaction and HEA than what 1 thought,

13.

Importantly, during the period January — February 2017, Eskom was in the process of
preparing its Corporate Plan (CP) and it was decided by Anoj Singh to include the Private
Sector Participation (PSP}, in the CP of this specific year. R65 billion was allocated to PSP
and it was communicated that the HEA proposal or facility will be part of the PSP, see
Annexure AP4. The Mckinsey and Trillian teams assisted Eskom with this CP and the issue
of the PSP was mentioned in a preparatory meeting which was largely attended by the
Mckinsey representatives and a number of Eskom representatives including myself.

14.

The PSP programme would also not managed out of the Eskom Treasury but would be
managed by Prish Govender. Anoj Singh instructed that Prish Govender to start the PSP
process and copy this largely from the Transnet PSP programme. This Policy document on
PSP was drafted by Poobie Govender, | reviewed the document with no inputs. The fact the
Eskom Treasury was not primarily responsible for the PSP was a concern that | discussed
with Anoj Singh, and he gave a very superficial reason, that Eskom Treasury already has a
huge responsibility of raising the funding for Eskom.

15.
A few days prior to the signing of the Term Sheet (TS}, see Annexure AP35 on 14 March 2019,
Anoj Singh informed me that he was contacted by the HEA representatives with a request to
sign the Term Sheet, also following the request letter from HEA*22 February 2017, see
Annexure AP6. He indicated that a senior member of the Huarong Group was visiting and
the signing of the Term Sheet was purely to demonstrate the Eskom and HEA co-operation.
The commercial terms of Term Sheet were in-principle agreed to, however subject to Board
approval, and it will be superseded by the signing of the ALFA terms, see clause 2(3). In
addition, following our visit to China as stated in paragraph 9, | received a letter from Rajeev

4
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Thomas, see Annexure AP7. From my response letter see Annexure APS, it is clear that
Eskom does not have the mandate to engage HEA formally and that what is contained in Term
Sheet does require Board approval,

16.
Given these developments Eskom Treasury contacted White & Case on this planned signing.
On 10 March 2017, White & Case advised Eskom not:to sign the Term Sheet in its current
form but negotiate with HEA and consider amending it. As per White & Case, the Term Sheet
included onerous binding terms for Eskom and was ambiguous as to what was being offered
by HEA and who the parties were. On 12 March 2017, White & Case provided written thoughts
on the Term Sheet, repeating the advice not to sign it in the current form, see Annexure AP9.
| advised Anoj Singh of the issues raised by White & Case and his view was that this is not a
binding Term Sheet and just a ceremonial signing. Anoj Singh signed the Term Sheet together
with the HEA Chairman. This appeared as if Anoj Singh and the IGCE, Mr. Koko wanted to
demonstrate positive developments at Eskom under their leadership.

17.

Eskom Treasury also maintained that it cannot contract from an RFI process and that the
proposal had to be subjected to a RFP process. | engaged Anoj Singh on this matter and we
issued an RFP issued to the Market (Corp 4085) on 13 March 2017. ET indicated they
established that the appointment of a supplier for the innovative finance solution could not be
made on the RFl issued, hence the RFP was issued.

18.
A memorandum from Calib Cassim the Acting Chief Financial Officer informing that Johnny
Dladia, the Interim Group Chief Executive of a possible signing of a non-binding co-operation
agreement with HEA on 28 July 2017, at the BRICS summit in Xiamen was prepared, see
Annexure AP10. Again, this was an initiative used by HEA and many of their Chinese
counterparts to demonstrate continuing and good working relationship with Eskom. This was
not signed by Mr Dladla during his visit to China, based on the advice from Eskom Treasury.

19.
Eskom applied for Exchange Control Approval from SARB on 31 July 2017, see
Annexure AP11. The application was to seek permission to enter into an Asset Financing
Arrangement with resident and non-resident financial institutions. This was one of the number
of approvals that Eskom required to proceed with this transaction. However, HEA was under
the impression that this is all that was required to proceed. The Eskom Treasury was
deliberate in only raising this issue with the HEA team, as HEA will not contact the SARRB to
try and expedient the approval process. It became clear that HEA would use this approval to
push Eskom to sign this facility, as they were under the impression that this was the only
approval require that would enable the signing of the agreement.

N
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20.
On 04 August 2017, the SARB approved the Eskom Exchange Control Application subject to
the foliowing conditions relating to the Currency and Exchange Manual for Authorized Dealers,

20.1. Amongst other conditions from the Currency and Exchange Manual for Authorized
Dealers was that, no upfront payment of commitment fees, raising fees and/or any
other administration fees are payable by the boriower;

20.2. The above mentioned fees may be paid from South Africa once the proceeds of the
loan funds have been received and converted into Rand locally provided that such fees
do not exceed 5% of the principal sum. Based on the SARB approval which had
conditions for inflow of funds into the country (Eskom), it was evident that, at this stage,
the transaction was never going to succeed as the structure of the financing was such
that there is no inflow ef funds to Eskom.

20.3. The financing was based on a turn-key principle whereby Huarong engineers,
construct and provide financing to the Special Purpose Vehicle (SPV), that is set up to
build the asset required by Eskom. Therefore funds will flow from the lenders to the
investors as arranged by Huarong into the SPV.

21.
On 14 August 2017, the Legal Corporate Specialist (Gabriela Palacios) sent a memo, see
Annexure AP12 to the Legal Group Executive (Suzanne Daniels) requesting that:

21.1. The GE-epposes any approval to the asset funding project if such are against legal
advice provided.

21.2. Request reasons from the relevant signatories and senior officials as to why the
binding term sheet was signed without following proper legal and governance
pracesses.

21.3. Request reasons from Group Capital and Treasury on why they are persisting with the
Huarong Asset Funding Project despite the legal advice regarding the terms of the

ADFA and the fee lefter.

This was prompted by the engagements between, Eskom Treasury with W&C and the Legal
team, as this was very crucial in the governance process to enable the signing of such an
agreement. This was also part Conditions Precedent, therefore the agreement could not be

signed or effective.

22.
The Eskom Treasury submission to Board IFC of 15 August 2017 was a matter arising from
the meeting of 3-February 2017, requesting a mandate to conclude the finan&ing arrangement
with HEA, see Annexure AP13. The Board IFC noted the submission and requested that a
fist be compiled, including information on the SARB’s approval and all other pertinent
documentation that is required for the agreement to be approved and signed. At this stage,
the SARB approval was secured, however, the Eskom Governance processes were not
completed. This included legal sign —offs of both internal and external legal counsel, PFMA
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approval, capital project and commercial approvals. The Board IFC members where under the
impression that the SARB approval was the only outstanding item required to complete the
approval process and give effect to the transactions. The Board IFC member Zethembe
Khoza, was very preoccupied with this transaction and he may have communicated the fact
that the SARB approval was the only outstanding matter to his fellow board members. | had
to engage Zethembe Khoza regularly, during some of these instances he would enquire

- regarding the status of the transaction. i

23.
A summary of discussions relating to HEA was sent to the Legal and Compliance Group
Executive (Suzanne Daniels) by White & Case on 18 August 2017, see Annexure AP14. The
document provided a brief summary of discussions that White & Case have been involved in
with regards to the HEA Asset Funding Program.

24,
On 22 August 2017, the Legal Corporate Specialist (Gabriela Palacios) sent a memo to Legal
and Compliance Group Executive requesting that the matters mentioned below be approved
by the Legal and Compliance Group Executive. The Legal and Compliance Group Executive
opposed any approval to the asset funding project if such are against legal advice provided.
The Legal and Compliance Group Executive requested reasons from the relevant signatories
and senior officials as to why the binding term sheet was signed without following proper legal
and governance processes, see Annexure AP15.

25.
On 13 September 2017, the Corporate Finance GM (Mohamed Khan) sent.-a memo to the
Acting Programme Director PDD (Poobie Govender) and copied the Acting GFCO (Calib
Cassim) and |, on the HEA transaction financial impact, see Annexure AP16 The memo
indicated that the Huarong transaction was expensive in relation to Eskom’s traditional
sources of funding. The memo further recommended that all traditional funding sources be
exhausted before the Huarong funding option is considered. This intervention was also
supported by the ET given that this is an independent assessment of this transaction. This
analysis was not considered by Eskom prior to the sign off of the fee letter and the ADFA,
even though it formed part of the motivation (emailed) to the Sean Maritz not to sign the ADFA,

see Annexure AP17.

26.
The IGCE, Sean Maritz took office on 6 October 2017. Sean Maritz, Calib Cassim and | met
with HEA representatives on 20 October 2017, and | indicated that given Eskom’s liquidity
constraints, the signing of the ADFA was not a solution as this structure does not imply
immediate liquidity to Eskom. It appeared that Sean Maritz had interactions with HEA prior to
the abovementioned meeting and they convinced him that HEA would be ablg to provide short

term funding.

27.
Following the meeting with HEA, Sean Maritz requested me to write and propose a short term
facility, see Annexure AP18. A letter was drafted and sent to HEA (Rajeev Thomas) with a
proposal to consider. HEA responded verbally that this would not be possible but suggested
that HEA undertake a Due Diligence (DD) process to consider the viability of the proposatl.

7
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The DD was initiated and the HEA representative was clear throughout the process that this
was not achievable. It was also very clear that the HEA representatives also had regular
engagements with Zethembe Khoza and Sean Maritz. The Eskom Chairman, Zethembe
Khoza, travelled to China on 6-8 October 2017, to negotiate the short term facility with
Huarong. Sean Maritz verbally requested that | accompany Zethembe Khoza, but this request
| declined. | was concerned that Zethembe Khoza was now operational and did not have the

iwauthority to negotiate agreements on behalf of Eskom. This was an initiative | did not want to
participate in, and | also suggested that my colleague Sincedile Shweni must decline if
requested to travel by Sean Maritz.

28.
On 26 October 2017, a round-robin IFC Board proposed to consider and approve the HEA
short facility as indicated on the resolution, see Annexure AP19. Prior to this, Eskom Treasury
prepared the submission based+on short term facility. It was indicated that some of the IFC
members were uncomfortable with the round robin process and agreed to participate in a
formal meeting that was held on 27 October 2017. Sean Maritz and Zethembe Khoza were
scheduled to attend this meeting, but it was indicated that Sean Maritz and Zethembe Khoza,
were meeting with the Minister of the Department of Public Enterprises on the same day, in
Cape Town. Following the discussions at the meeting the Board IFC approved the following:

28.1. Huarong Asset Financing for Short Term facility for liquidity, subject to Eskom internal
governance approvals, Government approval and an assessment of the risk by the
chairman of the Audit and Risk Committee.

28.2. Negotiation with HEA far the short Term facility with conditions. .

28.3. The ADFAin principle, based on the signed Term sheet, and subject to a due diligence,
and all legal, technical, financial and other governance issues being addressed.

28.4. Facility fee in relation to the short term facility to be paid once confirmation and
drawdown of the short term facility as noted above is agreed by HEA and subject to
the agreement that the fees would only be paid once the money is in the Eskom’s bank
account.

28.5. Management to approach HEA to consider setting off the facility fee from the payment
drawdown into Eskom's account.

28.6. Interim Group Chief executive was delegated with the power and authority to give
effect to the above.

29,
Based on the IFC Board resolution the HEA (ADFA} transaction was not approved. However,
prior to this meeting Sean Maritz confired to Calib Cassim, in an email; that he was
comfortable to sign.this transaction. This was his position despite Calib Cassim's
recommendation not to sign this agreement. Following the signing, an informal meeting in the
Chairman’s office took place, with the Company Secretary (Nazir Ebrahim), Zethembe Khoza
{Chairman), Sean Maritz (IGCE), Calib Cassim (Acting GCFQ), Simphiwe Dingaan {Chairman
of IFC), Sathiaseelan Gouden (Chairman of Audit and Risk Committee) and niyself. This
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meeting was initiated by the Company Secretary when | indicated to him that the HEA
agreement was signed. The outcome of the IFC meeting was discussed and it was agreed
that the HEA transaction was not approved. Sean Maritz, indicated that the Minister of the
Department of Public Enterprises, approved the transaction for him to sign. | responded that
the Delegation of Authority does not allow for this and that he does not have the authority to
unilaterally, sign the agreement. In addition, | highlighted the fact that this would result in
further Reportable Irregularities for Eskom as its financials are already qualified. |
recommended in the meeting, that Sean Maritz issue a letter to HEA to indicate that he was
not duly authorised to sign the agreement and that Eskom still has to follow due process, to

which he did not respond.

30.
A few days after the signing of the HEA agreement, Eskom received an invoice from HEA for

the fees to be paid, Annexure AP20. Given that the agreement was not valid, | instructed my-:

colleagues not to process any invoice from HEA. The HEA representatives towards the end
of December 2017, approached Sean Maritz with an updated ADFA for signing, which he
signed and it was followed by an invoice to be paid. It was very clear that there was a deliberate
effort made to have this ADFA signed. [ asked Sean Maritz why he was going out of his way
to sign this fransaction and he indicated that Zethembe Khoza was putting pressure on him to
get it signed. Zethembe Khoza, also had regular interactions with Rex Madida of HEA (Tribus).
At one stage, | was next to Zethembe Khoza and | noticed Rex Madida was calling him to
discuss the HEA transaction, they had a conversation in vernacular. This happened either
during the World Bank/IMF meetings 12-15 October 2017 or 7-10 November 2017 meetings
in the USA. Following the call, Zethembe Khoza immediately enquired regardmg the signing
and process of the HEA facility.

31
| am convinced that they viewed me as a ‘problem’ or a stumbling block in not getting the
agreement signed, and there were clear signs of intimidation to frustrate or scare me.
Zethembe Khoza, called me to his office at one stage and shared with me that Sean Maritz
does nof want work with me. | viewed this as a signal that | must be careful and that | was not
co-operating with them (Sean Maritz and Zethembe Khoza). On another occasion, Sean
Maritz summonsed me to his office where he presented me with a whistle-blower report
suggesting that | took a bribe from some Russian company and that they built me a house in
Plettenberg Bay (for R5 million). | indicated that | am willing to cooperate with his investigation
into the matter, as | was convinced this was merely a threat. Eskom has not done any business
with the Russians. They, like other investors, were looking at funding the nuclear project, at
the time. | sought private legal advice on this matter and was advised not io agitate Sean
Maritz, but to co-operate and not be confrontational. To date, nothing has transpired from this
whistle-blower allegations. | also participated in a Bowman’s Inquiry on the HEA matter. This
process was established to determine the involvement of Sean Maritz in the process and

signing of the HEA facility.

3z2.
SARB suspended exchange control approval granted to Eskom on 04 August 2018, see
Annexure AP21. Eskom had failed to meet the conditions attached to the approval. The terms
of the Currency and Exchange Manual for Authorized dealers was not complied with,
specifically that no upfront payment of commitment fees, raising fees and/or any other

9
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administration fees was payable by the borrower. The above mentioned fees may be paid
from South Africa once the loan funds have been received and converted into Rands locally,
provided that such fees do no exceed 5% of the principal sum. As at 25 January 2018, no
funds had been received by Eskom from HEA due to the manner in which the ADFA was
structured. As a result, SARB suspended the approval granted on 04 August 2018, pending a

response from Eskom.
3 i
33.
On 02 February 2018 Eskom responded to SARB suspension the Exchange Control approval
granted to Eskom on 4 August 2017 and indicated that:

33.1. Based on the structure of financing, funds will flow from the lenders and investors as
arranged by Huarong into the SPV.

33.2. No funds have been received by Eskom.

33.3. The signed Term Sheet, Fee letter, and addendum to the Asset Development
Framework, see Annexure AP22.

34.
On 14 February 2018, National Treasury responded to the letter received from Eskom on 11
January 2018, see Annexure AP23. National Treasury raised a number of issues that Eskom
had to clarify and requested that the transaction be put on hold until the SARB conditions are
complied with, feedback is received from the NT and after Eskom has responded to all issues

raised by DPE.

35.
Eskom responded to the HEA letter received on 24 January 2018, National Treasury, see
Annexure AP24

35.1. Inthe letter, Eskom declined to meet and indicated that investigation on the transaction
are ongoing and the Program Development Fee has not been, and will not be, paid at

that time, if at all.

36.

Governance and Leqal Processes
It was clear that a number of Governance processes were not followed;

36.1. Both IFC and BTC recommendation as mentioned above did not constitute an official
board resolutié?n therefore, no recommendation from IFC or BTC is s'g.;fﬁcient for

execution by the company

36.2. The ALFA and ADFA are distinct documents, the term sheet that was signed does not
refer to the ADFA.

36.3. There was no legaltransition from ALFA to ADFA

10
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36.4. The list of fees in the ALFA and ADFA are defined or labelled differently.

Some additional important matters to note

37.

At a quarterly meeting, held in October 2017 at the Department of Public Enterprises’
offices, Calib Cassim and | were requested to join a ieeting between the Director-
General (DG) Richard Seleke of the Department and Sean Maritz. | was not aware of
the meeting. It was clear from the tone of the meeting that Richard Seleke and Sean
Maritz had prior discussions and Richard Seleke said in the meeting to Sean Maritz
that the problem with Eskom is the people that work there, implying that we are the
problem. He proceeded and basically told us that the way we raise funding is wrong
and that we should move from the West (Europe and USA) and look to the East for
funding. | interpreted this as a signal that we should look at the HEA transaction.

38.

The signing of the ADFA was always the trigger for the upfront fees. Sean Maritz asked
why we do not want sign the facility and we responded via Calib Cassim with reasons
but he indicated that he will sign nonetheless, which he did. See aftached emails, see

Annexure AP17
39.

Once ADFA and the fee letters were signed, see Annexure AP20, the invoice was
received from HEA and Eskom Treasury did not pay. The time to pay as per contract
elapsed and the ADFA had to be resigned with a new date of 28 December 2017. HEA
then reissued another invoice. | also informed the ET not to process the invoice if asked
by anyone to do so. The invoice thus remained unpaid.

40.

Prior to Sean Maritz signing the ADFA and fee letters, | realized that there was a push
to sign this facility, | went to meet the DG of National Treasury, Dondo Mogajane, and
| indicated to him that Sean Maritz was planning to sign the facility and that he seemed
desperate to do so. The DG of National Treasury wrote to the Acting DG of DPE,
Makgololo Makololo informing her that Eskom must not sign the ADFA (HEA facility).
The Acting DG of DPE contacted Sean Maritz and indicated that he should not sign
the facility. Sean Maritz was very upset and wanted to know who was engaging DPE
on this matter as he was instructed not to sign the facility. Still he proceeded to sign,

as mentioned above.
41,

I have raised my concerns with Rajeev Thomas regarding the approach taken by HEA
on engaging directly with the Sean Maritz and Zethembe Khoza, telephonically. | did
indicate to him that this compromises the governance processes of Eskom and my and
the Eskom Treasury involvement in the HEA matter. His response was that he cannot
control this and we continued having a fairly heated conversation and | mentioned the
comment made in paragraph 46 below, regarding Trillian. In the conversation he also
blamed me for HEA not being able to progress on concluding the transaction and he
made a statement that he would come to Eskom and “sort me out”, | took this comment
as a threat and reported it to Calib Cassim. | suspended all communication with Rajeev
Thomas and HEA..The only engagement | had was when Sean Maritz arranged a
meeting with the HEA representatives as mentioned in paragraphs 26 and 27. Rex
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Madida attempted to intervene between Rajeev Thomas and |. Rex Madida also
engaged my colleague Sincedile Shweni to assist him with the intervention.

42.

I met Rex Madida when he came to the ET to meet Sincedile Shweni, and he tried to
speak to me regarding my last conversation with Rajeev Thomas. He indicated that
HEA has asked Rajeev Thomas not to engage with me or. Eskom going forward.

43.

Calib Cassim removed his name from the ADFA signatory list, he knew that there was
no authorization to sign this ADFA.

44,

It was very clear that the intention was that HEA wanted to obtain the approximately
400 million fee of which R240 million was payable upon signing. During the discussion
with HEA, | made it clear that | do not support this as Eskom would have to demonstrate
value derived from this fee and there was no evidence of any value to Eskom.

45.

The approach from HEA was also different, as if they want to guide the
correspondence between them and Eskom. They would present us with wording or
drafting on communication that we have to fransfer onto Eskom letterheads and we

have to sign and return to them.
46.

| was also told (by Ven Zibanda of Zambezi Capital) that Anoj Singh mentioned to him
that he introduced Trillian to HEA. | raised this matter with Rajeev Thomas in one of
our meetings. This discussion clearly annoyed him. | did indicate to him that this would
make it very difficult to proceed with the discussions or engagements with HEA. Rajeev
Thomas responded that he has never met anyone from Trillian.

47.

Zethembe Khoza appeared very protective of Anoj Singh, when he (as Chairman) had
to suspend him in 26 July 2017, it was opted to place him on special leave, instead.

48.

Before the arrival of Brian Molefe and Anoj Singh, Eskom did not do any work with
Trillian or Regiments. Shortly, after their arrival the Trillian representatives were always
in the Eskom Building. | have met with Eric Wood a number of times during this period
and it was clear that he wanted to create some form of professional relationship with

me.
49,

Eskom was working on a funding initiative (transaction: R30 billion loan facility) with
Goldman Sachs. In a meeting with the Goldman Sachs Team, Eric Wood was also
present. Eskom Treasury team and Goldman Sachs were told by Anoj Singh that
Trillian will assist with the transaction. This was odd given that there was no formal
process followed to appoint them as a service provider. The Trillian representatives
were very proactive and wanted to show control of the transaction. | did indicate to
Anoj Singh that the participation of Trillian will not work. Eskom had to seek approval
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from National Treasury for this transaction and the involvement of Trillian and the bad
media coverage on them will not achieve the approval. Anoj Singh requested that |
prepare a Board submission to seek approval for the Goldman Sachs transaction. A
submission was prepared and when it was due to be submitted he requested that |
withdraw the submission. This was based on my advice, as previously mentioned, and
at this stage it was clear that Goldman Sachs was not going to approve a partnership
with Trillian.

50.

Goldman Sachs later in a formal meeting indicated that they are not going to
collaborate with Eskom in a transaction if Trillian is involved. Anoj Singh took a very
grim view of Goldman Sachs. What was peculiar was that Anoj Singh, was more
concerned about the Trillian. This all made sense given that Eric Wood mentioned to
me that | ¢can give him anything to do in Eskom Treasury even if they had to sweep the
floors of the Treasury, Anoj Singh would find a way to pay him. This comment made
me very worried and | deliberately avoided Trillain, and Eric Wood. When Trillian
opened their new offices | declined the invite to the opening ceremony. When Trillian
was about to announce the appointment of Tokyo Sexwale as Trillian chairman, Eric
Wood informed me and it was done in way that created the impression that | was
important to be almost consulted on something so significant.

51.

During the preparation of the 2017 Corporate Plan, Eskom Treasury was responsible
for the drafting of the Funding Plan in the Corporate Plan. A group of Trillian
representatives arrived at the Treasury and they indicated that they are assisting Anoj
Singh with the Corporate Plan and more specific the Funding Plan. They requested
information and copies of the previous Funding Plans. | suggested to the Eskom
Treasury team to assist them and provide them with all the information.

62.

Anoj Singh never formally informed me of this arrangement and | did not enquire
regarding this matter. When the Funding Plan was due for submission, Anoj Singh
called and requested the Funding Plan. | did not ask if Trilian was not supposed to
submit it, | indicated that | would have it ready the following day (it was Friday). |
requested a few colleagues to assist and we worked until the Saturday evening to
finalise and submit the plan. When Anoj Singh reviewed the plan he called myself and
Eric Wood to discuss the plan. Anoj Singh had some frivolous comments on the plan
to which Eric Wood proposed certain wording. | rejected this wording and maintained
my original drafting. [ was shocked to learn that Trillian was paid almost R30 million for
working on this plan, basically for no work done or value to Eskom.

53.

There was also an issue around the negotiations for funding from China Development
Bank. We experienced problems with a particular clause in the loan agreement and
we arrived at a solution to this problem and Anoj Singh was aware of it. Anoj Singh
asked me to forward this wording to him. He then sent it to Trillian (Eric Wood) to
comment on, Trillian basically repackaged our original wording and sent this back to
Eskom. For this Trillian was paid approximately R4 million.

13
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Declaration

| know and understand the contents of this declaration.

I have no ohjection to taking the prescribed oath.

I consider the prescribed oath to be binding on my conscience.

%ig—nature of

| certify that the deponent has acknowledged that he knows and understands the contents of

this statement. This statement was sworn to_before me and the deponent $ signature was
placed thereon in my presence \W&Jﬁbdﬁ on E ............... Y 2o\

54.

Commissionerof /Oatls

COMMISSIO OF OATHS
TREVOR LEON MYBURGH CA (SA)
SAICA No. 00202339
Commissioner of Oaths (RSA)
Magawsdt Park, Mewell Drive; Sunninghil
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T ANNEXURE AP1

iFund (Proprietary) Limited

M

INUTES OF THE ESKOM MEETING HELD ON THE 12 MAY 2015
(11130)

AT THE OFFICES OF EsKoM (MWP) TREASURY BOARDROOM

MINUTES OF MEETING

Attendees of this meeting:

MISTER TITLE COMPANY
ANDRE PILLAY (AP) SENIOR EXECUTIVE TREASURY ESKOM
NOMHLE MNGUNI {NM) FUNDING & PORTFOLIO MNGMT ESKOM
SIYABONGA NXABA (SN) FUNDING EXECUTION ESKOM
RAJEEV THOMAS (RT) MANAGING DIRECTOR TRIBUS
SIVIWE MAZWANA (SM) SENIOR EXECUTIVE MAZ| CAPITAL
MALUSI CELE (MC) RESEARCH ANALYST MAZI CAPITAL
1. Agenda

a. Objective: To Engage and Introduce the iFund to Eskom Treasury and demanstrate
the iFund selution so that a formal engagement can be setup.

b. iFund Presentation and Open Discussicn.

c. Discussion on the way forward.

d. Meeting is closed.

2. Minutes of the Meeting

The meeting was opened and introductions were made as to the people in the meeting and their
various roles,
RT explained that the objective of the meeting was to engage with Eskom and present the credentials

ofthe iF

und. Furthermore the iFund had developed a solution for Eskom that took into consideration

the financial and technical realities of Eskom.
SM gave the full presentation as attached. The key points made in the presentation are as follows:

1)
2}

3)
4)

5)
6)

The iFund consists of partners that are well established and have a significant track record.
The iFund has junior funds that will attract and unlock senior funding that can be used directly
in South Africa and Southern Africa for infrastructure projects.

The iFund has been successful in rising close to US$5bn from Chinese investors with a
mandate to invest the funds in power projects.

The iFund has a blend of Vendor Financing and Pure funders that enable more junior funds but
also come with a mandate from vendors on projects.

The iFund has patient money with long repayment periods.

Further points made were that 55% of the iFund is earmarked for Energy projects in Africa, the
rest is within other sectors such as agriculture, mining, beneficiation etc.

Page |10f2
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7) Afunding package specific to Eskom was briefly discussed with the following key
components:
a. Cashinjection - R1obn
b. DSM profects - Ricbn
c. Gas power Projects — R3obn
d. Power station Refurbishment projects — R1cobn

AP of Eskom then responded to the presentation. The key points are as follows:

1) The presentation was given by credible parties and hence it is worth noting and considering.

2)  Eskom will certainly like to engage further once an approval process is followed.

3) Eskom will present our proposal to their ALCO {Asset and Liability Committee?) to get a
mandate to work with the iFund and understand the funding package better.

4) Once Eskom Treasury has received approval and a mandate to deal with the iFund, an NDA
will be signed and information flow can take place between the two parties.

5} AP will seek this mandate at the next ALCO meeting (2)

6) SN has been nominated from the Eskom side to deal with the iFund and will liaise with SM for
any information and coordination from iFund side

7} Eskomis keen to engage and work with the iFund to ensure a win-win funding packageis
approved and executed, subject to the necessary approvals.

The meeting was closed and SN and SM will coordinate any further information requirements.

MEETING CLOSED AT 12:30.
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MINUTES OF THE ESKOM MEETING HELD ON THE 12 MAY 2015

(1tH30)
AT THE OFFICES OF Eskom (MWP) TREASURY BOARDROOM

MINUTES OF MEETING

Attendees of this meeting:

MISTER TITLE COMPANY
ANDRE PILLAY (AP) SENIOR EXECUTIVE TREASURY ESKOM
NOMHLE MNGUN] {NM) FUNDING & PORTFOLIC MNGMT CSKOM
SIYABONGA NXABA (SN) FUNDING EXECUTION ESKOM
RAJEEV THOMAS (RT) MANAGING DIRECTOR TRIBUS
SIVIWE MAZWANA (SM) SENIOR EXECUTIVE MAZ! CAPITAL
MALUSI CELE (MC) RESEARCH ANALYST MAZI CAPITAL
1. Agenda

a. Objective: To Engage and Introduce the iFund to Eskom Treasury and demonstrate
the iFund solution so that a formal engagement can be setup.

b. iFund Presentation and Open Discussion.
Discussion on the way forward.

d. Meeting is closed.

2. Minutes of the Meeting
The meeting was opened and introductions were made as to the people in the meeting and their
various roles.
RT explained that the cbjective of the meeting was tc engage with Eskom and present the credentials
of the iFund. Furthermore the iFund had developed a solution for Eskem that took into consideration
the financial and technical realities of Eskom.
SM gave the full presentation as attached. The key points made in the presentation are as follows:

1) TheiFund censists of partners that are well established and have a significant track record.

2) TheiFund has junior funds that will attract and unlock senior funding that can be used directly
in South Africa and Southern Africa for infrastructure projects.

3) TheiFund has been successful in rising close to USs5bn from Chinese investors with a
mandate to invest the funds in power projects.

4) The iFund has a blend of Vendor Financing and Pure funders that enable more junior funds but
also come with a mandate from vendors on projects.

5) The iFund has patiant money with long repayment periods.

.6) Further points made were that 55% of the iFund is earmarked for Energy projects in Africa, the
rest is within other sectors such as agriculture, mining, beneficiation ete,

Page |10f2
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7) A funding package specific to Eskom was briefly discussed with the following key

components:
a. {Cashinjection - Riobn
b. DSM projects — R1obn
¢. Gas power Projects — R3obn
d. Power station Refurbishment projects - R1oobn

AP of Eskom then responded to the presentation. The key points are as follows:

1)
2)
3)
4)

5)
6)

7)

The presentation was given by credible parties and hence it is worth noting and considering.
Eskorn will certainly like to engage further once an approval process is followed.

Eskom will present our proposal to their ALCO (Asset and Liability Committee?) to get a
mandate to work with the iFund and understand the funding package better.

Once Eskom Treasury has recelved approval and a mandate to deal with the IFund, an NDA
will be signed and information flow can take place between the twe parties.
AP will seek this mandate at the next ALCO meeting (?)

SN has been nominated from the Eskom side to deal with the iFund and will lalse with SM for
any information and coordination from iFund side

Eskom is keen to engage and work with the iFund to ensure a win-win funding package is
approved and executed, subject to the necessary approvals.

The meeting was closed and SN and SM will coordinate any further information requirements.

MEETING CLOSED AT 12:30.
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MINUTES OF THE ESKOM MEETING HELD ON THE 12 MAY 2015

(11H30)
AT THE OFFICES OF Eskom (MWP) TREASURY BOARDROOM

MINUTES OF MEETING

Attendees of this meeting;:

MISTER TITLE COMPANY
ANDRE PILLAY {AP) SENIOR EXECUTIVE TREASURY ESKOM
NOMHLE MNGUNI (NM} FUNDING & PORTFOLIQO MNGMT ESKOM
SIYABONGA NXABA (SN) FUNDING EXECUTION ESKOM
RAJEEY THOMAS (RT) MANAGING DIRECTOR TRIBUS
SIVIWE MAZWANA (SM) SENIOR EXECUTIVE MAZ| CAPITAL
MALUSI CELE {M) RESEARCH ANALYST MAZ| CAPITAL
1. Agenda

a. Objective: To Engage and introduce the iFund to Eskom Treasury and demonstrate
the iFund solution so that a formal engagement can be setup,

b. iFund Presentation and Open Discussion.

¢. Discussion on the way forward.

d. Meeting is closed.

2. Minutes of the Meeating
The meeting was opened and introductions were made as to the pecple in the meeting and their
various reles.
RT explained that the objective of the meeting was to engage with Eskom and present the credentials
of the iFund. Furthermore the iFund had developed a solution for Eskom that took into consideration
the financial and technical realities of Eskom.
SM gave the full presentation as attached. The key points made in the presentation are as follows:

1} TheiFund consists of partners that are well established and have a significant track record.

2) TheiFund has junior funds that will attract and unlock senior funding that can be used directly
in Seuth Africa and Southern Africa for infrastructure projects.

3) TheiFund has been successful in rising close to US$5bn from Chinese investors with a
mandate to invest the funds in power projects.

4) The iFund has a blend of Vendor Financing and Pure funders that enable mare junior funds but
also come with a mandate frem vendors on projects.

5) The iFund has patient money with long repayment periods.

6) Further points made were that 55% of the iFund is earmarked for Energy projects in Africa, the
rest is within other sectors such as agriculture, mining, beneficiation etc.
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7} Afunding package specific to Eskom was briefly discussed with the following key
components:
a. Cashinjection — R1obn
b. DSM projects — R1obn
¢. Gas power Projects — R3obn
d. Power station Refurbishment projects — Rioobn
i ]

AP of Eskom then responded ta the presentation. The key points are as follows:

1) The presentation was given by credible parties and hence it is worth noting and considering.

2) Eskom will certainly like to engage further ance an approval process is followed.

3) Eskom will present our proposal to their ALCO (Asset and Liability Committee?) to get a
mandate to work with the iFund and understand the funding package better.

4} ©Once Eskom Treasury has received approval and a mandate to deal with the {Fund, an NDA
will be signed and information flow can take place between the two parties.

5) AP will seek this mandate at the next ALCO meeting (?)

6) SN has been nominated from the Eskom side to deal with the iFund and will liaise with SM for
any information and ceordination from iFund side

7) Eskom is keen to engage and work with the iFund to ensure a win-win funding package is
approved and executed, subject to the necessary approvals.

The meeting was closed and 5N and SM will coordinate any further information requirements.

MEETING CLOSED AT 12:30.
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§= . ANNEXURE apd 031

18 DECEMBER 2016
STRICTLY PRIVATE & CONFIDENTIAL
TERM SHEET
ASSET FINANCING
FOR

THE PURPOSES OF PROVIDING A SOLUTION FOR THE VARIOUS CAPITAL PROJECTS
AT ESKOM HOLDINGS LIMITED

SUMMARY TERMS AND CONDITIONS
APPROXIMATELY USD 1.5 BILLION

This term sheet is for discussion purposes only and does not intend to and shall not be implied to
create any legally binding obligations on Huarong Energy Africa Proprietary Limited (“HEA"), and
may be subject to change. It does not constitute a commitment by HEA, nor does it contain any
representation or warranty of any kind on the part of HEA. HEA's participation is conditional upon a
proper appraisal of the contemplated transaction and the facts surrounding it, negotiation of
mutually satisfactory terms and conditions, internal approvals, the completion of all necessary
technical, legal, financial, tax and other due diligence and execution of satisfactory documentation.
For these reasons, among others, there may be changes to this term sheet.

M. Introduction 1. Huarong Energy Africa Proprietary Limited (HEA) has been created
for the purposes of providing an innovative Asset Finance solution
for the capital projects at Eskom Holdings Limited, (registration
number. 2002/015527/06) {"Eskom”).

2. Subject to the terms set out in this Term Sheet, HEA wishes to
explore the feasibility of providing a fully funded “turnkey” type asset
creation solution to Eskom on an asset finance basis by way of an
Asset Finance loan. The objective is to demonstrate commercial
benefits for Eskom in supporting Eskom’s infrastructure and the
capabilities it requires to enable Eskom to continue meeting its
energy production and transmission requirements.

3. HEA has the interest of international funders and investors. China
Huarong Asset Management Company is the parent company of
HEA and is the largest Asset Management Company in China and
has assets under management in excess of R2 Trillion. Further to
this, the China Development Bank (CDB) has also expressed their
interest to fund the HEA asset finance structure. At least four
globally recognized, reputable, listed, multi-billion-dollar Engineering
Procurement and Construction (EPC) companies have expressed
their commitment to providing funding to the HEA asset finance |
structure. HEA utilizes the services of globally recognized
professional firms in the setup and management of this asset
finance solution, such as Norton Rose Fulbright and Worley
Parsons.

4. This term sheet summarizes the principal terms and conditions of
the proposed asset financing solution and outlines the key elements

ESKOM TENDER REF. NO: CORP 3626
HUARONG ENERGY AFRICA PTY. LTD.
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that proposed to be involved in establishing a viable and innovative |
solution for the implementation of various identified projects for
Eskom in a manner which generates clear commercial value for
Eskom. It is designed to give a broad and preliminary overview of |
the contemplated asset finance solution.

5. Please note that the terms and conditions set out in this term sheet:

(i) are indicative in nature and do not purport to summarise all the
conditions, covenants, warranties and other provisions which
would be contained in definitive legal documentation which shall
be satisfactory to all parties;

(ii) are in respect of certain special conditions which are in addition
to other standard terms and conditions typical of the transaction
of this nature and remains subject to completion of requisite due
diligence, final credit approval and the negotiation of satisfactory
agreements;

(iii) constitute a statement of mutual intent of the Parties with
respect to the contemplated transaction and does not contain all
matters upon which agreement must be reached in order for any
future transaction(s) to be consummated and therefore does not
constitute a binding commitment with respect to the
transaction(s) and shall not be implied to create any legally
binding obligations on HEA, although the undertaking set forth in
“‘Confidentiality” and “Other” will be binding upon the Parties.

6. To the extent that any sections, clauses, phrases, ratios or amounts
are blank or within [square brackets] in this term sheet or are
otherwise indicated to be subject to continuing review or due
diligence, it is the intent of HEA to finalize such blanks and
bracketed language during the process of negotiating and finalising
the definitive agreements.

7. [Notwithstanding the a foregoing however, in the event of
cancellation of the proposed finance arrangements after
signing of the binding term sheet and Mandate Letter prior to
the conclusion of the ALFA, expenses incurred as referred to
below in Clause 7 will immediately become due, owing and

payable by Eskom.]
Proposed 1. This proposal to Eskom is to submit the key financial and
Master Asset commercial terms that will form part of the over-arching master
Loan Framework Asset Loan Framework Agreement (ALFA).
Agreement 2. The ALFA is proposed to be concluded between HEA (or its
(ALFA) nominee) and Eskom for an asset refurbishment/creation program

value initially of USD 1.5 Billion subject to further negotiations.

Specific capital projects will be contained in project schedules

annexed thereto. By mutual agreement the following will beI

concluded:

(i) The commercial terms and conditions common for all projects
such as the mechanism to secure best cost, performance and |

ESKOM TENMDER REF. NO; CORP 3626
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‘ management for each project;

(i) The financial terms and conditions common for all projects, such
as payment currency, effective loan repayments that consists of
project costs, the cost of capital (including HEA guarantee
costs), insurances and maintenance;

(iii) The protocol governing the application and approval of project
specific agreements; and

(iv) The provisions to give the necessary comfort to the funders,
typical of funding arrangements for projects of this nature.

3. The ALFA will set out more fully the terms and conditions in this term
sheet and will ultimately supersede this term sheet on the date that
the ALFA becomes unconditional in accordance with its terms.

Benefits of the 1. Subject to further negotiation, Eskom will derive the following

Asset Loan benefits, amongst others, from the implementation of the ALFA:
Framework (i) Afully funded Capital program (in respect of approved projects)
Agreement with favorable terms.

(i) No sovereign guarantees required for the
refurbishment/creation of assets in this finance structure.

(iii) No security in favour of HEA over Eskom’s existing plant and/or
assets.

(iv) The fast tracking of the refurbishment and/or creation of Eskom
assets (such as power stations, transmission lines and
substations) using established, reputable and highly
experienced international EPC contractors under the
supervision of Eskom and a well-recognized global EPC
Management company (EPCM).

(v) Access to blue chip EPC companies with vast experience and
verifiable high quality track records in projects of this nature.

(vi) Access to a blue chip global EPCM company with relevant
Chinese and Eskom experience for refurbishment and/or asset
creation oversight and certification.

(vii) Localisation and the direct involvement of South African BEE
engineering companies required to fast-track refurbishment
projects in accordance with the applicable legislation and
Eskom’s BEE and localisation policies.

(viii) Possible Cash flow benefit resulting from the
implementation of our asset refurbishment and/or creation
structure, as loan repayments may commence post
commissioning of the asset obviating the need for significant
upfront capital outlay by Eskom.

Timeline and 1. If the parties agree that the proposal in this term sheet is found to be |
costs for commercially viable and mutually acceptable, the Parties would then |
implementation proceed to execute the following:

of ALFA (i) Signing of indicative term sheet by [23 December 2016], which

assist in obtaining the Mandate to negotiate and conclude the |

ESKOM TENDER REF. NO: CORP 3626
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ALFA.

(i) Obtaining of the Mandate to negotiate and conclude the ALFA
by [3 February 2017]..

(iiiy Deployment of Eskom and HEA resources required to formulate
the Master Asset |oan Framework Agreement (ALFA) for
submission to the relevant Boards/committees of both parties
after signing of the Mandate Letter.

(iv) Approval of the ALFA by the various
Boards/Committees and signed by [3 February 2017].

(v) On approval of the ALFA, Project Capital allocations and due
diligences can commence.

2. The timeline set out above can be amended by agreement
between the parties.

company

| 5. Facility fee A once off Facility fee of [1.6%] of the amount of the program value is
payable by Eskom on signature of the ALFA. This is for the
development costs, the arrangement costs and the costs of setup of
EPC panels and the working of the solution.
6. Annual An annual fee of 0.8% on the amount of the funds made available by
Commitment fee | HEA but unutilized by Eskom will be due and payable by Eskom at the
end of each year.’
| 7. [Cancellation [A cancelation fee of 0.2% of the amount of the program value
fee] shall be payable by Eskom if Eskom repudiates, terminates or
cancels this term sheet, once the binding Term Sheet and the
Mandate Letter are signed by both parties. or accepted by both
parties.]
8. The The ALFA will comprise a master asset finance loan agreement which
construction of | regulates the manner in which various projects will be funded on a
the ALFA project by project basis.

1 Summary of terms and conditions

Date _ [19 December 2016]
User Eskom or any nominated SPV in terms
of a financial structure approved by the
Lender and Eskom.
Lender | Huarong Energy Africa Property Limited
or its designees (Lender). |

2 Project based asset finance loan terms and conditions

imm Clause Description ! |'

! Period of commitment fee 1o be discussed during ALFA negotiations
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2.1 Description

|

For Various Capital Projects (individually a
project and collectively the Program)

2.2 Proposed
{  Capital
Program
Value

2.3 Asset Classes
and Terms of
the Loan
Agreement

i
i
| The Proposed asset finance program value is i
| USD 1.5billion. However, HEA is willing to |
extend this facility up to USD 6 Billion by mutual
agreement.
Each project scope and pricing, which may
include soft costs such as guarantees, freight,
. Installation, taxes etc. paid by the Lender will be
mutually agreed to between the User and
Lender before allocation to this facility.

It is a requirement that this ALFA and the facility
| it offers be committed on projects within 24

The term of each project Loan agreement will be
| based on the life cycle of the asset classes in
! each project. The life cycles of the asset classes
will be pre-determined between the User and the
Lender.

2.4 Project Asset

The terms of each project will be sr;e_cﬁcally

Loan dealt with by way of an annexure to the ALFA
Agreement which will be project specific read together with
the terms of the ALFA.

2.5Currencyof |USDoltar,.
ALFA

2.6 Term — ALFA | No later than [1 February 2017].
Commenceme |
nt Date

2.7 Project Loan i These terms are determined on a project by
Terms project basis. The terms are 60, 120 and / or 180
1 months depending on the asset classes to be
' refurbished and/or created.

2.8 Term: Project | It is the date at which the Usér and_Le—r;der sign

Commenceme | the Project Loan Agreement.
nt Date
2.9 Project Loan | it is the date agreed to in the project specific
Repayment agreement.
Commenceme
nt Date
2.11 Rates Loan interest costs shall be calculated as
follows:
Actual cost of the asset (including

installaton and HEA guarantee costs)
amortised, plus an equivalent of London
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Interbank Offered Rate (LIBOR) plus [7.5%] \
per annum over the Loan term depending on
the asset, the asset life cycle and by mutual
agreement..

[2.12 Security | The User shall pay to the Lender a deposit, as
Deposit] | security for the obligations of the User in the
| amount of [¢] (Deposit).2
{ The Deposit shall be held by the Lender during
| the Loan repayment period. The Deposit shall be
~held without any obligation for the payment of
i interest thereon to the User, and may be
| commlngled by the Lender with its own general
| or other funds, during the loan Period as security
‘ forthe full and punctual performance of all of the 3
| User's obligations to the Lender. The Lender
may, but shall not be obliged to, apply the
Deposit in whole or in part for the payment of | |
- any amounts owing from time to time by the
| User or may utilise the Deposit in whole or in
. part to perform any of the User's obligations
under without prejudice to any other remedy of
the Lender.

If the Lender shall so apply or utilise the Deposit
or any part of it, the User shall, forthwith on
demand, restore the Deposit to the full amount
» by payment to the Lender of an amount in cash
equal to the amount applied or utilised.

The User shall have the option to provide to the
| Lender irrevocable letter(s) of credit and/or
[ guarantee(s) in a form and substance
| reasonably satisfactory to the Lender, issued by
| an international bank acceptable to the Lender,
i in substitution for the Deposit. Each such
irrevocable letter of credit and/or guarantee shall
be in the amount equal to the portion of the
f Deposit it is replacing, addressed to the Lender,
] irevocable, unconditional and capable of only
| being called by the Lender.
Each such letter of credit and/or guarantee shall
secure the obligations of the User under the
ALFA
The User shall maintain or cause to be
maintained each such letter of credit and/or
guarantee at all times during the Loan

2 To confirm the legal implication around security and pari -passu, if applicable security deposit and pari -passu provision is not in line
with existing credit agreement, the entire 2.12 provision shall fall away.
ESKOM TENDER REF. NO: CORP 3626
HUARQNG ENERGY AFRIGA PTY. LTD.
CONFIDENTIAL




AFP-037

7

Repayment Period.
This Deposit will be agreed to before finalizing

the ALFA.
2.13 Loan The payments are semi-annual in advance.
Repayments User’s obligations to repay and make other
profile payments shall be absolute and unconditional

irrespective of any contingency whatsoever. :

2.14 Maintenance | All costs and expenses associated with thei
and Insurance | utilization of the asset will be borne by the User,
Costs including but not limited to maintenance and

insurance.

215 Aséurance The U_s_er_will:

(i} Provide, at its expense, asset operating
insurance (with such deductibles as Lender
may approve).

(i) Reimburse the Lender for asset
maintenance costs to ensure the asset
performs to its fully designed functionality for
the duration of a project t loan agreement.

2.16 Early Upon any Early Termination of a project loan
Termination agreement, the User must repay the Lender the
full loan amount including [interest on the full

loan amount for the balance of the foan term].

Upon the early termination of the ALFA, all
project loan agreements will be automaticaily
terminated and all amounts owing thereunder
will become immediately due and payable [with
interest thereon including default interest.]?

2.17 Assignment The Lender shall be entitled to cede and
delegate, or transfer its right, title with consent
from User/ Borrower, which shall not be
unreasonably withheld, and interest in the loan
to a nominated entity of its choosing.

2.18 Escrow If the Lender so desires, and without fee, subject
Account to compliance with applicable regulations
including, but not limited to arbitrage regulations,
the proceeds of the Loan will be deposited in an

escrow account acceptable to Lender.

2.19 Finance Loan documents in form and substance
satisfactory to the Lender must be executed and
delivered. The User will also be required to fulfil
and/or satisfy conditions precedent that are
typical of transactions of this nature, including |

Documents

* Interest compensatian to be discussed during negotiations
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but not limited to board resolutions, incumbency

certificates and other documentation required by
{ Lender. It is contemplated that this transaction
| will utilize this ALFA document between
! Huarong Energy Africa (or its nominee) and
i Eskom.

2.20 Legal | The Lender's and the User's respective legal
Opinions | counsel shall deliver legal opinions at closing in
1 a form and substance satisfactory to the User
‘ and the Lender. The legal opinions will be in the
' usual form dealing with, amongst others, the
| capacity and authority of Eskom and the validity
j and enforcement of the relevant transaction
i documents.

2.21 Legal C-osts Each party wil!_be responsible for the cost of its
, legal counsel.

2.22 Credit Due In order to complete its credit due diligence in
Diligence respect of the Program, Huarong Energy Africa

(or its nominee) and its funders will need Eskom

to provide amongst other documents:

(i) Three years of its most recent audited
financial statements;

(i) Most recent fiscal year's Budget;

(iii) Current Asset Insurance policies;

(iv) List of technically approved projects; and

(v) Balance sheet encumbrances.

2.22 Utilization The last date for any project drawdown will be
Period 60 months from the date of signature of the

ALFA. The availability of the Multi-year loan

facility is subject to an annual credit review of

Eskom.
9. Other The following commercial conditions are integral to this proposal,
Commercial amongst others:
Conditions 1. Eskom has full control over the scoping of work to be conducted.

Eskom will create a project specification with a scope budget and
timelines for the work to be conducted.

2. HEA will perform the necessary Due Diligence of each project
before approving the funding and execution of such project.

3. HEA and Eskom (Eskom to prepare the tender documentation) will
follow a mini tender process with [pre-approved EPC contractors]*
in a panel based on a criteria determined by HEA. Although Eskom
will participate in the approval process, HEA reserves the right to
take the final decision on selecting the EPC based on funding

¢ Eskom technical and procurement to be satisfied that the pre-approved EPC contractor are appropriate selected and appointed
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contribution, quality, performance, capability and capacity.

4. HEA has made provision for the participation of Local South African
companies to subcontract with the EPC companies.

5. A Special Purpose Vehicle (SPV) will be created per project. That
SPV's shares shall be heid in Escrow by HEA (held as default
security). The assets created during the project will be owned by
each project SPV.

6. HEA in agreement with Eskom will appoint the EPC contractor
based on best price, quality and solution and will agree on the
implementation terms and conditions. The contract will be between
each project SPV and the relevant EPC contractor.

7. On receipt of a valid payment certificate, HEA will make payment
through the project SPV to the selected EPC contractor.

8. Eskom will repay the loan as agreed, to the SPV (in USD) and the
SPV will repay HEA.

9. Each project SPV's bank account will be controlled by HEA.

10. Eskom will have the right to specify quality criteria and acceptable
commercial conditions for the work to be initiated and

commissioned.

10.

Project Due
Diligence Fee

1. In order to approve and commit funds to a project, a due diligence
needs to be performed on the suitability of the project to the Fund
and the Panel of preselected EPC contractors. Such due diligence
will entail, amongst others, technical, financial, environmental, tax
and legal aspects. The following Fee structure will apply per
project (a minimum project value of [USD300million] will be
considered for this fee structure):

(i) [0.1%] fee payabie for preliminary assessment.
(i) [0.2%] fee payable for full due diligence work to be performed.
(iii) [0.2%)] fee for final approval of funds and legal agreements.

2. [A different fee structure will be provided and agreed if Eskom
wishes us to fund smaller projects (less than USD300million)]

11. | Newly created The newly created asset will be owned by and maintained in the SPV.
Asset The SPV shares will be held as security by HEA (or its nominee) for the
duration of the loan period. On expiry of the loan period or the
repayment thereof in full (if earlier) the SPV shares will be transferred to
Eskom.
12. | Representations | Representations and warranties (subject to usual carve-out and grace

and Warranties

periods) normal for this type of transaction including :

() Eskom’s corporate status and corporate powers.

(i) Eskom has all requisite consents and authorizations
(organizational and shareholder), licenses, recordings, filings,
registration, permissions and approvals including, without
limitation, all consents required in terms of the Public Finance
Management Act, 1999, the exchange control regulations,
Income Tax Act, 1962, in particular, the withholding tax on
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interest (WTI). ‘

(iii) Eskom’s rights and obligations under the ALFA are legal, valid,
binding and enforceable.

(iv} No encumbrance on or over the assets financed in terms of the
program.

(v) Eskom is not engaged in or aware of litigation that could have a
material adverse effect.

(vi) Eskom is not insolvent or about to be wound up or otherwise
subject to insolvency proceedings.

(vii) Eskom has complied with ail applicable laws, including tax laws
and regulations and environmental laws.

(viiiy Ownership of Eskom.

(ix) Information supplied by Eskom.

(x) No event of default or potential event of default.

(xi) No material adverse change with respect to Eskom.
(xii) All required insurances are in full force and effect.

[Positive
Undertakings]®

Customary covenants (subject to usual carve-out and grace periods) for .
this type of transaction including:

(i) Maintenance of insurance.

(i) Payment of all taxes.

(iii) Maintenance of corporate existence.
(iv) Maintenance and validity of security.

{v} Maintenance of licenses, approvals or consents necessary for
carrying out the operations.

(vi) Ongoing compliance with the ALFA.®
{vij)Adherence to all reporting requirements.

14.

[Negative
Undertakings] °

Customary covenants (subject to usual carve-out and grace periods) for
this type of transaction including:
() Not to abandon, or withdraw from the transaction, without the
HEA’s consent.
(i) Any change of control to be in accordance with the ALFA and
default mechanisms, to remain intact for the duration of the
ALFA.
(i} No material change in the nature of the business or trading
activities.
{(iv) No change, consent or waiver to the ALFA.
(v) No further debt or encumbrances in respect of the program.
(vi) Not cease to carry on the whole or a substantial part of its
business.
(vii) Not to undertake any merger, consolidation or re-organization
of its business.
(viii) Not to default on any payments. Eskom agrees that a default in |

¥ Breach of some of the provision should not result in an event of default
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payment is an act of insolvency.

15. | Reporting
Requirements

Customary for this type of transaction (subject to usual carve-out and
grace periods), including:

() Quarterly management and operating reports within 45 days
after the end of each quarter.

(i} annual audited financial statements of the Borrower within 120
days from year end, and consolidated semi-annual unaudited
management accounts within 90 days from the end of such
period.

(i) Annual Budget and updated financial model to be provided.

(iv) Notice of any event of default, potential event of default or event
which may have a material adverse effect.

(v) Notice of any material dispute, litigation, legal or administrative
proceedings in relation to Eskom, force majeure, material
revision of budgets or financial forecasts and/or change in
operation of Eskom.

(vi) Notice of any event, circumstance or occurrence which will or is
likely to have a material adverse effect on Eskom's ability to
meet its loan payment obligations under the ALFA.

‘ 16. | Events of
Default

Customary covenants (subject to usual carve-out and grace periods) for
this type of transaction including: ‘

() Abandonment or cancellation of the operations or any material
part thereof.

(i) [Cancellation of the ALFA or notice of cancellation being
given].

(iif) Failure by Eskom to pay any amount due under the ALFA.

(iv) Breach of any representation, warranty, positive andfor
negative undertaking and/or financial covenants (if applicable),
by Eskom.

(v) Insoclvency, winding up and other similar proceedings by or
against Eskom.

(vi) [ALFA not being in full force and effect.]

(vii) [Material adverse change in respect of the Eskom.]

(viil) [Security (if any) not being in full force and effect.]®

{ix) The authority of Eskom to conduct its business or a substantial
part thereof is cancelled, revoked or suspended.

(x) Any attachment, sequestration or execution in excess of ZAR
[] is levied against Eskom or any of its assets and is not
appealed against or set aside within a reasonable period of
time, or the borrower has satisfactory indemnification in respect
of the claim.

17. Confidentiality

The Term Sheet and all the information contained herein are strictly
confidential and proprietary to HEA. It is not to be delivered nor shall its
contents be disclosed to anyone other than the entity to which it is being

® To move to events of prepayment
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provided to, and its employees. Moreover, it shall not be reproduced or |
used, in whole or in part, for any purpose whatsoever other than for
consideration of the financing described herein, without the prior written
consent of HEA. The financial arrangements outlined herein are for the
benefit and information of the Eskom only, to whom this document is
submitted in good faith, and who is deemed to have accepted
responsibility for ensuring that the confidentiality of this document will
be maintained at all times. In particular, this document may not be
disclosed to any third party without the prior written consent of HEA.

18. Other

1. No Agency:. It is expressly recorded that no Party is entitled to act
as an agent of any other Party, or make any representations or
commitments on behalf of any other Party, or hold itself out as an
office bearer, employee or other formal representative of the other
Part, or to seek to bind the other Party (whether contractually or
otherwise) other than with the relevant Party’s express consent.

2. Governing law: This term sheet and the subsequent definitive
agreements shall be governed under the laws of [the Republic of
South Africal.

3. No publicity: Neither Party shall issue any public statement or
press release without the express written consent of the other Party.

4. Severability: If any provision of this term sheet is found by any
court of competent jurisdiction to be invalid, unlawful or
unenforceable, such provision shall not invalidate the remaining
provisions of this term sheet.

5. Non-binding: this term sheet is indicative only and not exhaustive
and may require further additions and/or amendments as advised
by the HEA's respective legal, tax or other advisers, and will not be
legally binding on any party and will not give rise to enforceable
rights or obligations, except the terms set out in paragraphs 17 and
18 which will be legally binding as of the date of the last party
signing this Term Sheet.

Kindly sign in the space provided, thereby accepting the terms and conditions of this term sheet.

" THE USER

For and on behalf of Eskom Holdings SOC Ltd | For and behaif of HEA Pty. Ltd

THE LENDER

By: Anoj Singh By: Rajeev Thomas
Designation: Group Chief Financial Officer Designation: Chief Executive Officer
Email: Anoj.Singh@eskom.co.za Email:Rajeev.thomas@tribus.co.za
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management for each project;

(i} The financiat terms and conditions common for all projects, such
as payment currency, effective loan repayments that consists of
project costs, the cost of capital (including HEA guarantee
costs), insurances and maintenance;

(iii) The protocol governing the application and approval of project
specific agreements; and
(iv) The provisions to give the necessary comfort to the funders,
typical of funding arrangements for projects of this nature.
3. The ALFA will set out more fully the terms and conditions in this term

sheet and will ultimately supersede this term sheet on the date that
the ALFA becomes unconditional in accordance with its terms.

Benefits of the
Asset Loan
Framework
Agreement

1. Subject to further negotiation, Eskom will derive the following
benefits, amongst others, from the implementation of the ALFA:

(i) Afully funded Capital program (in respect of approved projects)
with favorable terms.

(i} No savereign guarantees required for
refurbishment/creation of assets in this finance structure.

{li) No security in favour of HEA over Eskom’s existing plant andfor
assets.

(iv) The fast tracking of the refurbishment and/or creation of Eskom
asseis (such as power stations, transmission lines and
substations) using established, reputable and highly
experienced internafional EPC confractors under the
supervision of Eskom and a well-recognized global EPC
Management company (EPCH).

Access to blue chip EPC companies with vast experience and
verifiable high quality track records in projects of this nature.

(vi) Access to a blue chip global EPCM company with refevant
Chinese and Eskom experience for refurhishment and/or asset
creation oversight and ceriification.

{vii} Localisation and the direct involvement of South African BEE
engineering companies required io fasttrack refurbishment
projects in accordance with the applicable legislation and
Eskom’s BEE and localisation policies.

Possible Cash flow benefit resulting from the
implementation of our asset refurbishment andfor creation
struciure, as loan repayments may commence post
commissioning of the asset obviating the need for significant
upfront capital outlay by Eskom. T

the

{v)

(viii)

Timeline and
costs for
implementation
of ALFA

1. If the pariies agree that the proposal in this term sheet is found to be
commercially viable and mutually acceptable, the Parties would then
proceed to execute the following:

() Signing of indicative term sheet by [23 December 2018], which
assist in cobtaining the Magdate to negotiate afid conclude the

RN
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ALFA.

(i) Obtaining of the Mandate to negoliate and conclude the ALFA
by [3 February 2017]..

{iify Deployment of Eskom and HEA resources required to formulate
the Master Asset Loan Framework Agreement (ALFA) for
submission to the relevant Boards/committees of both parties
after signing of the Mandate Letter.

{iv) Approval of the ALFA by ithe various company
Boards/Caommittees and signed by [3 February 2017].

(v) On approval of the ALFA, Project Capital allocations and due
diligences can commence.

2. The timeline set out above can be amended by agreement
between the parties.
| 5. Facility fee A once off Facility fee of [1.6%)] of the amount of the program value is

payable by Eskom on signature of the ALFA. This is for the
development costs, the arrangement costs and the cosis of setup of |
EPC panels and the working of the solution.

6. Annual An annual fee of 0.8% on the amount of the funds made available by
Commitment fee | HEA but unutilized by Eskom will be due and payable by Eskom at the
end of each year."

7. [Cancellation [A cancelation fee of 0.2% of the amount of the program value
fee] shall be payable by Eskom if Eskom repudiates, terminates or |
cancels this term sheetf, once the binding Term Sheet and the
Mandate Letter are signed by both parties. or accepted by both

parties.]
8. The The ALFA will comprise a master asset finance loan agreement which
construction of | regulates the manner in which various projects will be funded on a
| the ALFA project by project basis.

! 1 Summary of terms and conditions

. _E)ate ' B [19 December 201 6]_

' | User Eskom or any nominated SPV in terms

]
| | of a financial structure approved by the

| Lender and Eskom.

' Lender Huar{;ng Energy Africa Property Limited
or its designees {Lender},

2 Project based asset finance loan terms and conditions

Clause Description

* Farlod of commitment fee ta be discussed during ALFA negotiations
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2.1 Description

2.2 Proposed
Capital
Program
Value

2.3 Asset Classes
and Terms of
the Loan
Agreement

2.4 Project Asset
Loan
Agreement

2.5 Currency of
ALFA

2.6 Term — ALFA
Commenceme
nt Date

2.7 Project Loan
Terms

2.8 Term: Project
Commenceme
nt Date

2.9 Project Loan
Repayment
Commenceme
nt Date

2.11 Rates

For Various Capital Projects (indi\-:iduélly a
l project and collectively the Program)

The Proposed asset finance program value is
USD 1.5hillion. However, HEA is willing to
extend this facility up to USD 6 Billion by mutual
agreement.

Each project scope and pricing, which may
include soft costs such as guarantees, freight,
installation, taxes etc. paid by the Lender will be
mutually agreed to between the User and
Lender before allocation to this facility.

It is a requirement that this ALFA and the facility
it offers be committed on projects within 24
months of the signing of the ALFA.

The term of each project Lean agreement will be
based on the life cycle of the asset classes in
each project. The life cycles of the asset classes
will be pre-determined between the User and the
Lender.

The terms of each project will be specifically
dealt with by way of an annexure to the ALFA
which will be project specific read together with
the terms of the ALFA.

US Dollar.

No later than [1 February 2017].

These terms are determined on a project by
project basis. The terms are 60, 120 and / or 180
moriths depending on the asset classes to be
refurbished and/or created.

It is the date at which the User and Lender sign
the Project Loan Agreement.

It is the date agreed to in the project specific
agreement.

Loan interest costs shall be calculated as
follows:

Actual cost of the asset (including

installation and HEA guzrantee cosis)
~_amoriised, plus an _(_a_quivé!ent_ of London
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Interbank Offered Rate (LIBOR) plus [7.5%] | |
per annum over the Loan term depending on
the asset, the asset life cycle and by mutual
agreement..

[2.12 Security The User shall pay to the Lender a deposit, as
Deposit] security for the obligations of the User in the
amount of [e] (Deposit).”
The Deposit shall be held by the Lender during
the Loan repayment period. The Deposit shall be
held without any obligation for the payment of
interest thereon to the User, and may be:|
commingled by the Lender with its own general
or other funds, during the loan Period as security
! for the full and punctual performance of all of the
User's obligations to the Lender. The Lender
may, but shall not be obliged to, apply the
Deposit in whole or in part for the payment of
any amounts owing from time to time by the
User or may utilise the Deposit in whole or in
part to perform any of the User's obligations
under without prejudice to any other remedy of
the Lender.

If the Lender shall so apply or wutilise the Deposit
or any part of it, the User shall, forthwith on
demand, restore the Deposit to the full amount
by payment to the Lender of an amount in cash
equal to the amount applied or utilised.

The User shall have the option to provide to the
Lender irrevocable letter(s) of credit and/or
guarantee(s) in a form and substance
reasonably satisfactory to the Lender, issued by
an international bank acceptable to the Lender,
in substilution for the Deposit. Each such
irrevocable. letter of credit and/or guarantee shall
be in the amount equal to the portion of the
Deposit it is replacing, addressed to the Lender,
irrevocable, unconditional and capable of only
being called by the Lender.

Each such letter of credit and/or guarantee shall
secure the obligations of the User under the
ALFA

The User shall maintain or cause to be
maintained each such letter of credit and/or
guarantee at all times during the Loan

*To confirm the legal implication areund security and pari -passu, if applicable security depesit and pari -passu pro{/ision is not in lige
with existing credit agreement, the entire 2.12 provision shall fall away.
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R'epay;men-t Period.

This Deposit will be agreed to before finalizing

| the ALFA.
2.13 Loan The payments are semi-annual in advance.
Repayments User’s obligations to repay and make othet
profile payments shall be absclute and unconditional

irrespective of any contingency whatsoever.

| 2.14 Maintenance All costs and expenses associated with the

and Insurance  utilization of the asset will be borne by the User,

Costs including but not limited to mainienance and
insurance.

2.15 Assuranét; Tt;e User_will:

(i) Provide, at its expense, asset operating
insurance (with such deductibles as [ ender
may approve).

(i) Reimburse the Lender for asset
maintenance costs {o ensure the asset
performs to its fully designed functionality for
the duration of a project t loan agreement.

2.16 Early Upon any Early Termination of a project loan
Termination agreement, the User must repay the Lender the
full loan amount including [interest on the full

loan ameunt for the balance of the: loan term].

Upon the sarly fermination of the ALFA, all
project loan agreements will be automatically
terminated and all amounts owing thereunder
will become immediately due and payable [with
interest thereon including default interest.]?

2.17 Assignment  The Lender shall be entifled to cede and

| delegate, or transfer its right, title with consent
from User/ Borrower, which shall not be
unreasonably withheld, and interest in the loan
to a nominated entity of its choosing.

2.18 Escrow If the Lender so desires, and without fee, subject

Account to compliance with applicable regulations
including, but not limited to arbitrage regulations,
the proceeds of the Loan will be deposited in an
escrow account acceptable to Lender.

2.19 Finance Loan documenis in form and substance
Documents satisfactory to the |_ender must be executed and
delivered. The User will also be required to fulfil
andfor satisfy conditions precedent that are
typical of fransactions of this nature, including

? Interest compensation to be discussed during negotiations
ESKOM TEMDER REF. NO: CORP 3623
HUARONG ENERGY AFRICA PTY. LTD. el
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but not limited to board resolutions, incumbency |

certificates and other documentation required by
Lender. it is contemplated that this transaction
will ufilize this ALFA document between
Huarong Energy Africa (or its nominee) and
Eskom.

The Lender's and the User's respective legal
counsel shall deliver legal opinions at closing In
a form and substance satisfactory fo the User
and the Lender. The legal opinions wifl be in the .
usual form dealing with, amongst others, the |
capacity and authority of Eskom and the validity
and enforcement of the relevant transaction
documents.

Each party will be responsible for the cost of its
legal counsel.

In order to complete its credit due diligence in
respect of the Program, Huarong Energy Africa
{or ils nominee) and its funders will need Eskom
fo provide amongst other documents:

{i)y Three years of its mosi recent audited
financial statements;

{ii} Most recent fiscal year's Budget;

{iff} Current Asset Insurance policies;

(iv) List of technically approved projects; and
(v) Balance sheet encumbrances.

The last date for any project drawdown will be
60 months from the date of signature of the
ALFA. The availability of the Muiti-year loan
facility is subject to an annual credit review of
Eskom,

9. Other
Commercial
Conditions

The following commercial ‘conditions are integral to this proposal,

amongst others:

1. Eskom has full contro! over the scoping of work to be conducled.
Eskom will create a project specification with a scope budget and
timelines for the work to be conducted.

2. HEA will perform the necessary Due Diligence of each project
before approving the funding and execution of such project. -

3. HEA and Eskom (Eskom to prepare the tender documentation) will
follow a mini tender process with [pre-approved EPC contractors]*
in a panel based on a criteria determined by HEA. Although Eskom
will pariicipate in the approval process, HEA reserves the right to
take the final decision on selecting the EPC based on funding

AFP-048

4 Eskom technical and procurement to be satisfied thal the pre-approved EPC contractor are appropriate selecled and :
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contribution, quality, performance, capability and capacity.

4. HEA has made provision for the participation of Local South African
companies fo subcontract with the EPC companies.

5. A Special Purpose Vehicle (SPV) will be created per project. That
§PV's shares shall be held in Escrow by HEA (held as default
security). The assets created during the project will be owned by
each project SPV.

6. HEA in agreement with Eskom will appoint the EPC contractor
based on best price, guality and solution and wili agree on the
implementation terms and conditions. The contract will be between
each project SPY and the relevant EPC contractor.

7. On receipt of a valid payment certificate, HEA will make payment
through the project SPV to the selected EPC contractor.

8. Eskom will repay the loan as agreed, to the SPV {in USD) and the
SPV will repay HEA.

9. Each project SPV’s bank account will be controiled by HEA.

10. Eskom will have the right to specify quality criteria and acceptable
commercial conditions for the work fo be initiated and
commissioned.

10.

Project Due
Diligence Fee

1. In order to approve and commit funds to a project, a due diligence
needs to be performed on the suitabiiity of the project to the Fund
and the Panel of preselected EPC contractors. Such due diligence
will entail, amongst others, technical, financial, environmental, tax
and legal aspects. The following Fee structure will apply per
project (a minimum project value of [USD300million] wili be
considered for this fee structure):

(i) {D.1%] feec payable for preliminary assessment.
(i) [0.2%] fee payable for full due diligence work to be performed.
{iii) [0.2%] fee for final approval of funds and legal agreements.

2. [A different fee structure will be provided and agreed if Eskom

wishes us to fund smaller projects {less than USD300million}]

11.

Newly create_d
Asset

The newly created asset will be owned by and maintained in the SPV.
The SPV shares will be held as security by HEA (or its nominee) for the
duration of the loan period. On expiry of the loan period or the
repayment thereof in full {if earlier) the SPV shares will be transferred io
Eskom.

12.

Representations
and Warranties

Representations and warranties (subject to usual carve-out and grace
periods) normal for this type of transaction including :

{

{iy Eskom’s corporate status and corporate powers. 1

(i) Eskom has all requisite consents and authorizations
(organizational and shareholder}, licenses, recordings, filings,
registration, permissions and approvals including, without
limitation, all consents required in terms of the Public Finance
Management Act, 1999, the exchange control regulations,
Income Tax Acf, 1962, in particular, the withbolding tax on

ESKOM TENDER REF. NC: CORP 3626
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interest (WTT).
(iii) Eskom’s rights and obligations under the ALFA are legal, valid,
binding and enforceable.
{(iv) No encumbrance on or gver the assets financed in terms of the
program.
{v) Eskom is not engaged in or aware of litigation that could have a
material adverse effect.

(vi) Eskom is not insolvent or about to be wound up or otherwise
subject to insolvency proceedings.

(vii) Eskom has complied with all applicable laws, including tax laws
and regulations and environmental laws.

(viii) Ownership of Eskom.

(ix} Information supplied by Eskom.

() No event of default or potential event of default.

(xi} No material adverse change with respect to Eskorn.
(xii) All required insurances are in full force and effect.

13. | [Positive Customary covenants (subject to usual carve-out and grace periods) for
Undertakings]® | this type of transaction including:

(i} Maintenance of insurance.

(i) Payment of all taxes.

(iify Maintenance of corparate existence.

{iv) Maintenance and validity of security.

(v} Maintenance of licenses, approvals or consents necessary for
carrying out the operations.

(vi} Ongoing compliance with the ALFA.®

{vii)Adherence to all reporting requirements.

14. | [Negative Customary covenants (subject to usual carve-out and grace periods) for

Undertakings] ® | this type of transaction including:

(i} Not to abandon, or withdraw from the transaction, without the
HEA's consent.

(i) Any change of control to be in accordance with the ALFA and
default mechanisms, to remain intact for the duration of the
ALFA.

(i) No material change in the nature of the business or trading
activities.

{iv) No change, consent or waiver to the ALFA.

(v) No further debt or encumbrances in respect of the program,

{(vi) Not cease to carry on the whole or a substantial part of its
business.

(vii) Not to undertake any merger, consolidation or re-organization
of its business.

{vii) Not to defauit on any payments. Eskom agrees that a default in

® Breach of some of the provision should not resutt in an event of default

ESKOM TENDER REF. NO: CORP 2626
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payment is an act of insolvency.

15.

Reporting
Requirements

grace periods), including:

(i) Quarterly management and operating reports within 45 days
after the end of each quarter. _

(i) annual audited financial statementis o the Borrower within 120 |
days from year end, and consolideted semi-annual unaudited
management accounts within 90 days from the end of such
period. |

(iii} Annual Budget and updated financial model to be provided.

(iv) Notice of any event of default, potential event of default or event
which may have a matetial adverse effect.

(v) Notice of any material dispute, litigation, legal or administrative
proceedings in relation to Eskom, farce majeure, material |
revision of budgets or financial forecasts andfor change in |
operation of Eskom.

(vi) Notice of any event, circumstance or occurrence which will or is
likely to have a material adverse effect on Eskom’s ability to
meet ifs loan payment obligations under the ALFA,

]
Customary for this type of transaction (subject to usual carve-out and ':
|
|

16.

Events of
Default

Customary covenants (subject to usual carve-out and grace periods) for
this type of transaction including:

(i) Abandonment or cancellation of the operations or any material
part thereof.

(i) [Cancellation of the ALFA or notice of cancellation being
given].

(iii} Failure by Eskom to pay any amount due under the ALFA.

(iv) Breach of any representation, warranty, positive and/or
negative undertaking and/or financial covenants (if applicable},
by Eskam.

{v) Insolvency, winding up and other similar proceedings by or
against Eskom.

{vi) [ALFA not being in full force and effect.]

(vii) [Material adverse change in respect of the Eskom,]

(viii) [Security (if any) not being in full force and effect.]’

(ix} The authority of Eskom to conduct its business or a substantial
part thereof is cancelled, revoked or suspended.

(x) Any atiachment, sequestration or execution in excess of ZAR
[*] is levied against Eskom or any of its assets and is not
appealed against or set aside within a reasonable period of
time, or the borrower has satisfactory indemnification in respect
of the claim. )

17.

Confidentiality

The Term Sheet and all the inforration contained herein are strictly
confidential and proprietary to HEA. 1t is not to be delivered nor shall its
contents be disclosed to anyone other than the entity to which it is being

8 To move to events of prepayment
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| provided to, and its employees. Moreover, it shall not be reproduced or

used, in whole ot in parf, for any purpose whatsoever other than for
consideration of the financing described herein, without the prior written
consent of HEA. The financial arrangements outlined herein are for the
benefit and information of the Eskomn only, to whom this document is
submitted in good faith, and who is deemed to have accepled
responsibility for ensuring that the confidentiality of this document will
be maintained at all times. In pariicular, this document may not be
disclosed to any third party without the prior written consent of HEA.

18.

Other

iy

1. No Agency.. It is expressly recorded that no Party is entitled to act
as an agent of any other Party, or make any representations or
commitments on behalf of any other Party, or hold itself out as an
office bearer, employee or other formal representative of the other
Part, or to seek to bind the other Parly (whether contfractually or
otherwise) other than with the relevant Party’s express consent.

2. Governing law: This term sheet and the subsequent definitive
agreements shall be governed under the laws of [the Republic of
South Africa).

3. No publicity: Neither Party shall issue any public statement or
press release without the express written consent of the other Party.

4, Severability: If any provision of this term sheet is found by any
court of competent jurisdiction to be invalid, unlawiul or
unenforceable, such provisicn shall not invalidate the remaining

IRy provisions of this term sheet.

5. Non-binding: this term sheet is indicative only and not exhaustive

1 “and may require further additions and/or amendments as advised

by the HEA's respective legal, tax or other advisers, and will not be
legalty binding on any party and will not give rise to enforceable
rights or obligations, except the terms set out in paragraphs 17 and
18 which will be legally binding as of the date of the [ast parly

ﬂisigning this Term Sheet.

i

Kindly sign in the space provided, thereby accepting the terms and conditions of this term sheet:r~ —-

THE USER

For and on behalf of Eskom Holdings SOC Lid | For angl\ bew Pty. Ltd

A QN
b\h:@\r_ .

By: Anoj Singh O

Designation: Group Chief Financial Officer

26\\7)% - .

i

Ematl: Angj Singh@eskom.co.za

THE LENDER

3\

!
By: Rajeev Thomas
Designation: Chief Executive Officer

:Zf//.z/ﬂofé-;{.

Email:Rajesv.thomas@tribus.co.za
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EXECUTIVE SUMMARY

SUBMISSION TO IFC BOARD ON 3 February 2017

1. TITLE OF THE SUBMISSION
HUARONG ASSET FINANCING

2. RESOLUTION REQUIRED
It is required that
2.1 The IFC Board mandates Eskom Treasury to enter into negotiations and
conclude a financing agreement with Huarong Energy Africa Limited (HEA)
amounting to between US$ 1.5 billion and US$ 6 billion.
2.2 Delegate the power and authority to give effect to the above to the Chief
Financial Officer or equivalent.

3. SUMMARY OF FACTS
3.1 Salient Facts

The funding provided will form part a fully funded "turnkey” type asset creation structure
to assist Eskom’s capital expansion programme, which requires no government
guarantee and has no restriction on the use of proceeds. The structure includes an
overarching master Asset Loan Framework Agreement (ALFA) which will be concluded
between Eskom and HEA and will include a project schedule containing the project to
require financing. The projects listed in the project schedule will be made up projects
build by a panel Engineering Procurement and Construction {EPC) companies chosen
by Eskom and HEA based on the designs and specifications provided by Eskom.

Upon creation of the project asset, it will be placed in a Special Purpose Vehicle (SPV),
in which HEA has a 100% share and once Eskom has repaid the corresponding loan in
full, the asset will then be transferred to Eskom. The repayments of the corresponding
loan wili commence once the project asset in completed and commissioned to the
satisfaction of Eskom, and is held by the SPV as security or collateral over the loan.

The corresponding loans will be provided by Construction and Development Financing
Institutions (Financing Institutions), which lend money to the SPV, which will then lend
to Eskom. The money provided by the Financing Instructions will be covered by the
Chinese Export Credit Agency (ECA) SINOSURE.

The corresponding loan may be repaid over 5 years, 10 years or 15 years, based on
the useful life of the Asset, more detail provided the attached Term sheet (Annexure A).

HEA SUBMISSION TO IFC BOARD HEA FEBRUARYFEBRUARY Page 1 of4
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The costs associated and considerations with the financing to be provided are as

follows:

e Pricing: Libor plus Spread
e Spread: 750 bps

Facility Fees: 160 bps (once off)

Annual Commitment Fee: 80 bps

Cancelation fees: 20 bps (once off)

Guarantee Premium: to be discussed

Due Diligence Fee- Prelim Assessment: 10 bps
Due Diligence Fee- Full work: 20 bps

Due Diligence Fee- final approval: 20 bps

» The funding from HEA will partly replace the international funding planned for
2016/17 — 2012/21 financial years, as approved in the Corporate Plan by the
Board of Directors on 19 February 2016.

» |t should be noted that pricing contained in the technical term sheet attached
hereto as Annexure A is still subject to further discussion during the loan
negotiations stage, which will commence after the approval has been granted
by the Eskom IFC Board.

3.2 Key assumptions

Funding is available if the underlying ALFA is successfully executed.
HEA and Eskom have negotiated the term sheet ,with indicative pricing
and other terms and conditions (see Annexure A)

The cost of this funding that will be negotiated will be aligned to other
similar funding sources on an unguaranteed basis.

The funding provided will be in US$.

3.3 Financial implications
The approval of the transaction will contribute towards the approved Borrowing
Programme of R 326.943 billion for 2016/17 — 2020/21 financial years.

34 Human Resource implications
There are no human resource implications.

3.5 Risks (including Environment, Legal or Contractual risks)

All Loan and Facility Agreements are reviewed and co-signed or
approved by the General Manager Legal and Compliance or his
delegate. Environmental and social conditions and related covenants
are signed off by Senior Manager — Environmental Management and

HEA SUBMISSION TO IFC BOARD HEA FEBRUARYFEBRUARY Page 2 of 4
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3.6 Verification by independent party (if applicable)
N/A

where required other specialist functions such as Tax Department will be

consulted.

Eskom is highly leveraged with significant interest and finance charges.
There is a limit to the amount of additional debt that Eskom can incur:
and currently new borrowings are raised to pay for the existing interest

and finance charges.

The underlying supply is yet to be successfully placed and without the
contemplated supply contract this funding will fall away.

4. OTHER APPROVALS REQUIRED
Parties to be consulted! informed of decision or further approvals needed:

IFC Board approval.

SIGNED

GROUP EXECUTIVE DATE
Who hereby represents that the above
Information is correct.

Submission prepared by: Andre Pillay
Contact Number: X 4417

HEA SUBMISSION TO IFC BOARD HEA FEBRUARYFEBRUARY
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EXTRACT FROM THE APPROVED MINUTES OF THE BOARD INVESTMENT AND FINANCE
COMMITTEE MEETING HELD ON 3 FEBRUARY 2017 AT HUVO NKULU BOARDROOM

7.3 Group Finance
Huarong Asset Financing
Reference document 7.3

IT WAS RESOLVED THAT:
The Investment and Finance Committee approved:

7.3.1 that Eskom Treasury be mandated to negotiate, but not conclude, a financing
agreement with Huarong Energy Africa Limited (HEA) amounting fo between
US3$1.5bn and US$6bn, with a full disclosure of the names of the shareholders
and the valuefpercentage of each shareholding being presented to the
Committee as part of the feedback report; and

7.3.2 the Chief Financial Officer (CFO) was authorised to give effect to the above
resolution.

CERTIFIED AS A TRUE EXTRACT |

S Panlels
GROUFP COMPANY SECRETARY

Date: s lv |201M

M
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Corporate Plan approvals

The Corporate Plan s a documeni prepared by Eskom to engage with its stakehoiders on how it
intends to implement Eskom's strategy, and it is prepared in accordance with the PFMA and other
relevant legislation of the Depariment of Public Enterprise and National Treasury

Trus Corporate Business Plan has been approved by the Board of Directors on 21 Fepruary 2017
signed cn its behalf by

D Baldwin Ngubane
Chairrman
Date 21 Fzbruary 2017

Mr Matshela Koko
Intenim Group Chief Executive
Date 21 February 2017

< vt Anog Singh . :
Group Chief Financial Officer _ ».-&X.

Date: 2 Feoruary 2017

Information security
This Corporate Plan must be treated in accordance with the Eskom Information Security Policy 32-85

Information resources are Eskom's! business-critical assets requiring a high level of protection
Sufficient measures commensurate with the nsk must be taken to protect these information resources
against accidental or unauthorized modifications, disclosure and/or Jdestruction, as well as 10 assure
the confidentiaiity, integrity and availability of Fskomn's information resources.
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Chairman’s letter

Dear Minister

l'he Eskom Board of Directors approved the new Corporate Plan for FY2017/18 on 21 February 2017
This plan wili build on the FY2(16/17 Corporate Plan, which aimed to lead Eskom and South Africa
into an era of reliable power supply and excess capacity while supporting economic growth through
moadest tariff increases

In its first year of implementation, Eskom’s Design to Cost strategy showed major progress as the
organisaticn and its operations achieved the required stability to navigate the changing industry
dynamics. In particular we are proud of the organisation’s afforts in delivering on a number of important
objectives for South Africa and the SADC region inciuding:

-

=
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Ensuring reliable electricity supply for South Africa - Eskom’s generation asset performance
improvement achieved more than 510 days without load shedding and has created confidence
that South Africa is ready for re-industrialisatior with an excess capacity situation expected in the
short term

Delivering new electricity capacity from the build programme - Eskom increased generating
capacity by 2 226MW from the New Build Programme creating further growth potential for the
economy

Suppoerting moderate electricity price increases through cost efficiencies across the business
N FY2016/17. In particular, Eskom slowed the escaiation in coal costs to just 3. 7% while achieving
further savings in Commercial. As a resuli, earnings before interest, 1ax, depreciation and
amortisation (EBITDA) for the current financial year (FY2016/17) is expected to exceed the budget
by R10 billion

Increasing Universal Access to electricity in South Africa - In FY2016/17. Eskom connected
more thar 200 000 new households to the grid as it cortinues tc increase electricity access for all
South Africans

Supporting the growth of the SADC region by supolying 30% more electricity to our
neighbouring countries as they faced harsh drought conditions during the period. Eskom ensured
that the adverse impact on critical industries in these countries was reduced

The FY2077113 Corporate Plan aims to build on this strong start to ensure that Eskom drives the re-

incustrialisation of the ecanomy. Eskom's Corporate Plar is complately aligned with Government's

GDP targets and the National Development Plan objectives that will drive economic recovery. These
‘will be supported by Eskom achieving five critical targets aver the five-year period, including:

Stimulating industrial production in South Africa and SADC through a sales programme that
grows local demanc Y-O-Y 2 1% and export sales by 8% by 2021 As part of this programme
Eskom will become a more customer-centric organisation that puts the customer journey at the
hear of its operations

Transforming the South African coal sector through driving R 43 billion in efficiencies in
Eskam's coal spend over the next 5 years in a way that ensures sustainability for the sector

Optimising capital spend by R25 billion over the next five years whiie still meeting regulatory
and licensing requirements

Establishing new, worid class capabilities in Digital and Advanced Analytics that will deliver
R6 billion in EBITDA improvement for Eskom over the next 5 years

Developing strong partnerships with private sector to jointly support growth and
ndustrialisation in the country

Reducing the burden on the fiscus by releasing R105 pillion in Government Guarantees over
the next 3 years while maintaining a moderate taritf path

Increasing Universal Access by 2019 and by ccnnecting an additional 1 million households
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Qverall, Eskom s Corporate Plan will drive radical econormc transtormation, particularty in the mining
sectur where Eskom's demand stimuiation and coal programmes will have a strong positive impact on
the country’'s competitiveness

Eskom’s FY2017/18 Corparate Plan will not only deliver sustainability in its existing business, but will
also lay the Toundations for the Eskorm of tomnoirow, nciuding

Supporting The short term decarbonisation of the econcmy through renewabies IPPs Eskom wiil
connect all IPPs up to Bid Window 4.5, but with prices delow 77c/kWh over the planning period

Support the long term decarbonisation of the economy oy leading the country's future nuclear
ouild programme

Investing in new technologies and businesses that will reshape the South African energy
landscape with particular focus on battery storage technology distributed generation technologies

Eskom will continue to engage with government 10 manage the risks of the IPP programme and
mitigate negative operational and financial impacts on Eskom. In the five-year period, Eskom will
connact IPPs for all procured rounds at prices below 77¢/kVWh. This is in line with the State of the
Nation Aadrass by the President In addition. this 's dependent on Eskom receiving a tariff increase
from Nersa that is in excess of 2.2% This will enabie the programme to be rolled out at a cost and
pace that is optimal for South Africa and Eskom. A combination of slower demand growth and
increases in Eskom’s capacity will result in excess generation capacity in South Africa in the medium
. term. Eskom plans to decommission two coal-fired power stations by FY2021/22 to mitigate the
resulting cost impact  This is critical to maintain 2 mederate electricity price path - Any additional IPPs
will need to be assessed holistically against a framework of security of supply, electricity price,
environmental benefits and socio-economic factors.

== |n delivering the FY2017/18 Corporate plan, Eskom will require support from the shareholder and
FSET proader stakenciders on a few other critical topics, including:

Municipal debt payments. Eskom has a sitrategy with its key slakeholders, (e g the National
Treasury), to reduce the current municipal bad debt and limit bad debt in the future. Deiivering this
strategy will require stiong suppoit from all reievant stakenciders in the country

Regulatory Clearing Account (RCA) and tariff determination uncertainty. A 2.2% tariff
increase for £Y2017/18 is lower than expected (the FY2017/18 Corporate Plan budgeted for 13%)
and weli peiow nflation of approximately 6%. To recover efficient costs and earn a reasonable
return during the MYPD4 period, a reasonaole step up in price, in lingé wiin ne regulatory
framawork, will be necessary. Eskom will compiete a fourth multi-year orice determination
(MYPD4) appiication in FY2017/18 to enhance long term revenue certainty, which is essential 10
attract necessary funding. Eskom will work ta engage key stakehoiders on its application and long
term price outlook

Generation and grid asset uncertainty and compiiance. Eskom will optimise N-71 compliance
delivery by sequencing project delivery effectively and ensuring financiai prudency. In its
FY2017/18 Corporate Plan Eskom is also expected lc decommission up to two coal power
stations during the next five years to ensure an optimal generation cost. Eskom will work with
communities and affected mines to limit the socio-economic impact of the decommissioning.

Eskom has proven that it can deliver against an ambitious plan with the results the organisation
achieved in FY2015/17 These successes have strengthenad the Board's confidence that Eskom can
deliver on the FY2017/88 Corporate Plan that will see Eskom once again take centre stage as a
catalyst for economic growth in South Africa and the SADC region.

Dr Baidwin Ngubane

Chairman
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Executive Summary

inthe FY2016,/17 Corporate Plan, Eskom set out to re-establish itseif as a catalyst for economic growth
in South Africa by improving slectricity availability and launching the Design-To-Cost (DTC) strategy
tc deliver surpius capacity and a manageabie tarifi path for the economy. (n its first year of
imolementation, Eskom's QTC strategy drove the business to achieve this objective while improving
its cost base by -

Enhancing the reliability of supply and surpius electricity by increasing the energy availability
factor (FAF) to 77.3% (above the targst of 72%) anc achieving 510 days without lcad shedding
as of 21 Decemper 2016

Adding new capacity to the grid, including 794 MW from Unit § synchronised al Medupi. 80U
MW from Uit 4 synchronised al Kusile and 1 332 MYV of peaking capacity from units af Inguia

improving efficiencies across the business oy achieving coal price escalation of 3 7% and
savings in other operating cos's As a iesult, earnings before interest, tax, depreciation and
amortisation (EBITDA) for the years is expecied to be approximately R40 pillion, R10 billion above
budget.

Connecting more than 200 000 householas to the grid

The FY2017/18 Corporate Plan aspires to enable Soutn Africa’s economic recovery and drive

industrial growth across Southern Africa. The focus of the FY2017/18 Corporate Plan is to drive this
recovery and enable incremental gross domestic product (GDP) growth over the next five years, if
line ‘with the objectives of the National Development Plan (NDP). Eskom will build on the momenturn
of its performance and efficiency improvements and become a more customer-centric organisation
that partners with key sectors 10 Increase industrial activity, electricity consumpton ana job creation
=skom will act o the upportunities outlined in the FY2017/18 Corporate Plan to lay the foundations
for a new organisation

t is imporant to recognise the macroeconomic ciimate and utility sector context in which Eskom
operates. This context poses a number of tisks to which Eskom will need 10 respond. However, it also
oresents a number of exciting opportunities that Eskom can capitaiise on to strengthen the
organisation and piant the seeds for the Eskom of tomorrow

-

Pockets of real opportunity within a challenging macroeconomic landscape. In 2016, South
Africa’s GDP growth slowed 1o less than 1%, This has had significant impact on Eskom’s Key
custorners and their ability to increase their glectricity consumption In 2C17, GDP is expected 10
grow at just 1 2% with no immediate signs of recovery In the Southern African Developiment
Community (SADC), economic growth has al3o been affected by regional challenges such as
droughts. Despite these challenges, the opportunities in the South African and regonal
macroeconomic fandscape suggest that there 1s large latent and unservea electricity demand in
the region for Eskom.

Signs of improvement in commodity markets aithough volatility continues. Since the énd of
the commodity supef-cycle in 2008 most major commaodities have expenenced significant piice
declines, e g. the price of iron ore has dropoed 60% In aadition, commodity price volatility has
increased significantly, increasing the risk s invoived in capital and growth decisions for metais and
mining players. With a few commodities expenencing improved prices over the last yea, e g. the
price of aluminium has increased 20%, Eskomn has a real opportunity to collaborate with the mining
sector to capitaiise on the current upeycle

Pressure on sources and cost of funding. South Africa faces the real risk of a rating downgrade
which would have a sighificant impact on tne economy and its growth outiook. [Eskom's issuer
iong-term corporate credit rating has already been downgraded on Standard and Paoor's (S&P)
index from BB+ to BB with a negative outiogk. In addition, the global macroeconomic outlock
indicates a potential risk of increasing yields in emerging market bonds in the event that U S
nterest rates change. With Eskom expected 1o maxe decisions on the renewal of its government
juarantees over the next five years. an effective funding sirategy will be required 10 manage tmese
risks

AFP-067



Eskom Huidings Corporate Pian FY2017/18-FY2021/22  Rev 7  Unique identifier 240-5692/206 Page 9

__,_.f—"-?";

B

Rapialy changing dynamics in the giobal power secior energy mix are requiring traditional fossil
tuel utiities to adapt their operating modeis. The increased competitiveness of renewabies — cost
declines of more than 30% and growth in market share — has created a challenging situation for
traditional fossil fuel-basea utilities tnat Tocus on conventional power generation. In Eurcpe. the
power sector piofit pool declined by 3C% as cheaper renewables gained share, reducing the
profits of traditional utilities by 70%. In additon, industry profitability has moved away from
generation 1o the gnd business, i e fransmission and distribution. In South Africa, the REIPPP has
successfully driven growth in renewables capacity over the last five years The country wili need
10 make sernous considerations of the eieciricity-supply demand baiance wnen considering further
IPP capacity beyond Bid Window 4.5

Customer experience and satisfaction are moving to centre stage. With increased
competition from renewabies, greater customer choice, and new technology changing
consumption patterns, utilities increasingly need to understand the customer journey and
preferences better Traditionally, this has not been a capability required in the sector, but utilities

around the world now need 1o develop it
5

Discontinuities in technology create opportunities and threats. Multiple new technologies will
disrupt the electiicity value chain The cost of energy storage is expected to decline nv
approximately 20% over the nexi four years as investment in this technology grows rapidly. When
it becomes viable, energy storage has the potential 1o increase the competitiveness of renewables
even more and change customers’ consumption behaviour. This continued growth will be
enhanced by the entry of innovative companies such as Tesla and Mercedes Benz into the storage
space, creating new business opportunities in the sector

Data and analytics are a new source of value creation and competitive advantage. Globaily
across all sectors, leading companies are building deep capabilities in data science and analytics
to achieve the next efficiency horizon and create new business models Power utilities are no
exception and there are already muitiple-use cases in predictive maintenance and field force
effectiveness

In"addition, it is important to note that Eskom's FY2017/18 Carporate Plan is shaped by NERSA'S
- recent tanff determination of just 2.2% for FY20717/18. This creates a cash flow deficit of R21 billion
¢ e . over the planning penod and results in an EBIIDA of R31 billion, equal 1o that of the FY2016/17
W pudget Al other financial ratios will weaken before they improve Eskom will aim to ciose tne gap
experienced as a result of the 2 2% taiiff increase through increased efficiencies and further trade-

offs across the business.

Eskom is ideally positioned to stimuiate the economic recovery of South Africa and drive its industrial
growth. This is the focus of the FY2017/18 Corporate Plan. Building on the DTC strategy, Eskom aims

ito stimuiate industrial production by working closely with its key customers in South Africa and the
SADC region. Eskom will continue 10 moderate the tariff trajeclory 1o stimulate the economy while
striving fo obtain an investment grade credit rating. Eskom aspires to support GDP growth targets as
set by the NDP

The FY2017/18 Corporate Plan will aim 1o defiver on five criticai targets for the business over the nexl
five yeaus, including:

Achieving an annual growth of 2.1% in local cemand and 8% in cross-border demand by 2021

Reducing Primary Energy spend by R43 villion over the next five years through greater efficiencies
and industry restructuring, (€.g. cost-pius-mine acquisition and consolidation)

Reducing plannea capital expenditure (capex) spend by R25 billion over the next five years
Driving further efficiencies through digitization and advanced anaiytics worth R6 billion in EBITDA

Identitying opportunities for private sector partnerships

Further detail on assumptions can be found in Chapter 6 (Financial Strategy)

-.The above targets will support Eskom in achieving an invesimeny, grade credit rating during the five
year planning period. Through this plan, Eskom will release R105 billion in Government Guarantees
by FY2019/20, with the objective of unencumbering the fiscus Fskom will also achieve the above
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targats while managing headcount Lo an optimal level, INroaucing new skiils ana capavilities into the
organisation and improving organisational health in a way that makes Eskom an empioyer of choice
once again and without compromising operauonal performarce

fne five-year Corporate Plan is built on seven siraiegic pillars that will nelp Eskom achieve
sustanapility in its current business and set up the Eskom of the future, and ensure that the tLnding
strategy suppotts both objectives with financial prudence. The seven strategic pillars are

1

37

Become a customer-centric organisation that stimulates demand. Eskom will partner with
customers to lead South Africa’s economic recovery while ensuring sales growth of 2.1% a year
by FY2020/21 Achieving this aiim will require Sskom [0 become a more customer-centric
crganisation, acting as 4 service provider and enabier (¢ its customers’ needs. Eskom will focus
cgemand sumuiation on sectors that are critical to the economy and aligned with Government's
National Development Plan (e.g., gold, platinum  aluminium and ferrochrome). In aadition, Eskom
will aim to increase export sales by 5TWh over the five year to expand its economic impact to the
region. Group Customer Services will reacn the targets with a strong customer service strategy [0
improve customer satisfaction supported by greater digitisation of key customer journeys

Ensure the reliability and availaoility of power capacity to support South Africa’s economic
growth ambitions. Eskom will continue to drive operational excellence and reliability efforts
across its fleet and network through a combination of effective maintenance, performance
imprevements and management and application of new technologies, e g advanced analytics.
in addition, the New Ruild programme will remain a core focus area and efforts will continue to
complete Medupi and Kusile within the P80 schedule and P50 costs. Eskom aims o add 8.7 GW
capacity in generation, estaplish a 2 095 km transmission network and achieve 1 million new
connections by FY2021/22.

Continue capturing efficiencies in operating and capital costs to achieve a sustainable tariff
path for the economy. The FY2017/18 Corporaie Plan builds on the progress made in
=Y2015/17 to deiiver approximately R49 billion in operating expenditure (opex) savings across
he business This includes reducing Primary Energy Division (PED) coal spend by R43 billion
sompared to the FY2018/17 Gorporate Plan. The business will aiso target further reductions i
neadcount and ampioyee benefit costs. supported by a comprehensive Indepenqaent review of
Sskom's operating mode! that will be compieted in FY2017/18. Eskom's capital portiolio has been
reduced from R334 billion in FY2018/17 ta R315 billion for the current five-year planning cycle in
suppoit of Eskom's intent to deliver investment grade rafios. The above efficiency targets will be
further supported by the decommissioning o1 twe power stations due to the expected excess
capacity in the next five years. Eskom will drive this decommissioning in a way that optimises coal,
peopie and capital cosis across the fleet. Eskom will also continué 1o improve recovery of revenue
from ron-paving customers through effeclive stakenolder engagement

New capabilities. Data and analytics capabilities nave made rapid progress in recent years. The
volume of data available in the business has grown, whiie the casts of computational power and
storage have improved steacily Eskorm will take advantage of these developments 1o drive
advanced analytics and digitisation imitiatives across the business. Eskoim has aiready delivered
improvements via advanced analytics at the Majuba coal mills, and plans to strengthen its internal
capabilities to improve EBITDA through further advanced analyiic applications over the next five
vears, e g via smart grids, field force effectiveness tools and predictive maintenance Eskom aims
to lead the country and global utilities in this field by providing these capabiliies to other
organisations where applicabie

Decarborisation of the economy. South Atrica and other countries around the globe are in the
process of signing up to COP 21 targets to reduce carbon emissions Eskom aims io play an
important role in tnis effort by supporting the Department of Energy (DokE) in connecting all
renewables ‘as part of the renewable energy independent power producer procurement
programme (REIPPP)-up to bid window 4 5. In addition, Eskom will continue te play a role in
developing the country's next phase of nuclear capacity in line with the Dok's Integrated Resource
Plan [IRP) once it is finalised

Innovation and transformation. Over the next five vears, Eskom will lay the foundation for its
long-term future by developing both regulated and non-regulated growth opportunities. It will invest
n and partner with piayers in battery storage technology to improve its viability and cevelop a new
susiness around this technoiogy It wiil aiso seek to drive transformation in adjacent inQustiies
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2 g. coal mining. Finaily, Eskom Enterprises (EE) will drive growih in new businesses and projects,
& g. rooftop solar photovoitaic (PV) panels

7. Deliver a funding pian and key enablers that ensure successhul delivery of the Corporate
Plan. Eskom's funding plan will aim to unencumber the fiscus by releasing R105 billion in
Covernment Guarantees by FYZ019/20. In line with its efforts to achieve an investment grade
credit rating, Eskom will deliver a R337 billion funding plan that reduces its exposure
government guaranteed debt In addigon, Eskom will buila on its successes of FY2016/17 and
scale up its implemenation rigour demonstrated in a few key areas (e.g., PED, Generation) across
ail areas of the business

Eskom will drive the above seven pillars while maintaining its support of the country's REIPPP
programme which aims 10 increase renewabies capacity while ensuring that South Africa begins the
journey to meet its COP21 carbon emission targets. To date, Eskom has connected IPPs to the grid
enabling sales of over 11GWh. In the mediurn term, the dynamics and assumptions underlying the
orginal REIPP have shifted, particularly with siower growth in electricity demand and declining costs
of renewables technology With an expected excess capacity of approximately 3 000 MW in
FY2020/21, there is limited opporiunity to connect new IPP's 1o the grid uniess they are economical at
a tariff of 77¢/KWh. In 1the long term, as the costs of renewabies further decline and the SA economy
shows strong growth, Eskom will fully support growth in renewables in order to lead the country in
reducing its carbon emissions while delivering electicity at the maost competitive price possible Eskom
is also investing In energy storage technology over the next five years in support of this long term
commitment to renewables. Eskom'’s strategy is aligned with its Statement of Strategic Intent as set
cut by the Minister of Public Enterprises and important country strategies such as the NDP, REIPPP
and IRP. It will be updated once South Africa’s position on COP 21 and emissions targets is clarified

Financial outcomes

Eskom’s 03 resuits indicate that EBITDA for FY2015,17 will reach R40 billion by the end of the
financial yaar Throughout the year Eskom has implemented DTC | initiatives to drive an increase in
EBITDA that has exceeded the target of R32 billion by 26%. The improvement in EBITDA was driven
by ncreased exporl demand and reduced opex costs

8 Increased export demand as a resuit of the drought experienced in Southern Africa and a focused

strategy fo boost export sales resulting in R3 biliion aaditional revenue to partially offset reduction
in revenue from local sales.

® Reduction in prmary energy cost by R12 billion as a result of savings on coal despite higher
preduction from coal and reduction in production from 1PPs

Exhibit 1 outlines the key financial metrics that Eskom plans to achieve over the Corporate Pian period

AFP-070



Eskom Hoigings Corporate Plan FY2017/13-FY2021/22  Rev 7 Unique identifier 240 56927206 Page 12

EXHIBIT 1. FINANCIAL QUTCOMES FOR THE NEXT FIVE YEARS

nvestment grade larget

16.0 160

i - 1072
ESITOA r . 74 L —
- | | 430
|Li‘a'““—...~i"‘a -"IEI —_— !u-_-

EBITDA margin

FFGI incl interest) e ——— TR VE _ gs1zc
as a % of gross debt N g e
Debt service R s 11 (K] @>15
cover ratio 0e . r
imes . SE———
Cash interest :
2 ol >

cover ratio 12 18 LAY . g g
tmes 7

FY17/18 FY18/19 FY19/20 FY20/21 Fyz1r22

SOURCE: Eskorn FY17/18 Budget
The FY2017/18 Corporate Plan focuses on creating sustainaoility in Eskom's exisiing business and
sowing the seeds for the Eskom ot tomorrow, while cataiysing e economic growth of South Afriva
and ine region and achieving an invesument grade credit rating that reduces the ourden on the fiscus

The Plan is driven by aggressive revenue growth through the stimulation of industrial activity and
efficiency improvement across the business to ensure a tanif path that supports industry

The Borrowing Programme will support the plan and ensure that Eskomn is abie ¢ meet its capital
obligations, and maintain sufficient liquidity. Eskom will corrow R337 billion for the five year Corporate
Plan period Eskomn is investigating opportunities to diversify sources of funding whilst containing
interest costs in order to release R105 billion in government guarantees by FY2019 and reduce
pressure on the fiscus

Eskom's strong governance system will ensure that these plans are embedded in the dusiness and
all employees’ performance contracts. i1 is committed io delivering on the Plan and launching a new
Eskom.

With its focus on economic development and growth, this Corporate Plan aiigns with the Governments
NDP and the Statement of Strategic Intent as laid cut by the Minister of Public Enterprise

Key enabiers

Eskom is embarking on an ambitious five year Corporate Plan that will transform the dusiness 3cross
multiple fronts — including capacity, cost and manpower Achieving the targets set out in this Corporate
Pian will require focus on a numper of ciear enablers to support the delivery of the plan. including:

» Effective stakeholder management to-ensure the night level of advocacy and clear cemmunication
with major stakeholders (for exampie Government, the public, suppliers) given:the level of
stakehalder support required to ensure success of the plan. Continued engagement with ratings
agencies fo understand concerns and deliver investment grade ratings

» A governance setup that drives effective accountability across the' pusiness, particularly
ieadership. Eskom will also endeavour to apply the principles of King li; and wiil focus on
improving its decision-making approacn, starting with ExCo.in order 10 achieve this, Eskom has
astablished a Results Management office (RMOQ) 1o coordinate, monitar and drive the exacution
of strategic initiatives across the business. The RMC uses a mult-divisional senior management
sommiitee to track performance of the identified nitiatives. The RMO provides fransparency on
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performance issues through submissions to ExCo on performance of delivery streams as well as
progress made on strategic initiatives

» FEffective risk mitigation strategies, particularly to mitigate the risk of lower than budgeted tariffs

This Corporate Plan was developed to align Eskom's performance to the FY2017/18 Compact which
sets out tha Shareholder's expectation for FY2017/18 and beyond. Eskom's performance will be
evaluated primarily against the Sharehalder's'Compact as a whole and the Minister will be provided
with quarterly reoorts on the progress towards achieving these targets. The achievement of this
Corporate Plan will be anchored through disciplined axecution by hard-wiring these performance
indicators and targets in the performance compacts.

The full Corporate Plan provides the detail on how Eskom will deliver on the above targets and
objectives over the next five years.

Summary of Divisional Plans

Eskom's divisional plans have been developed in line with the seven strategic pillars and the overall
objective to achieve an investment grade credit rating while ensuring reliable and competitively priced
electricity for the country: The following section provides a summary of each Divisional Plan, including
its key objectives and focus areas

Group Capital

Eskom Group Capital Is executing the largest capitai-expansion programme in Africa. This includes
the completion of the new build projects, Medupi ard Kusile. as well as Transmission projects 1o
strengthen and expand the grid. Group Capital will also be responsibie for the development of future
build projects that Eskom will deliver including future growth opportunities that will ensure a further 8 7
GW of new capacity from Medupi and Kusile over the next five years

The division has the tollowing objectives over the next five year period:

s Delivering the New Build programme to add 8.7 GW of capacity to the grid by delivering within the
approved P80 schedule and P50 cost, resuiting in a R14 billion saving

s Constructing 2 C95 km of transmission and other lines and commission of 10 775 MVA of
transformation capacity

* Completing refurbishment projects, including Matla, Duvha, and low-pressure retrofits

* Executing environmental compliance projects such as nitrogen oxide, sulphur dioxide and fabric
filter plants

i ® Finaiising the role of GCD in South Africa’s nuciear build programime
GCD will achieve its objectives and deliver its capitai plan by implementing the following initiatives

» Scrubbing the capital portfolio to deliver approximately R10 billion in savings over five years in
support of Eskom's overall R 25 illion scrubbing target

» Implementing tcp package and einpioyer claims avoidance to reduce clauns at Medupi and Kusile
»  Establishing the Group Capital Division Construction Excellence Programme

* Disposing of nen-core / surplus real estate for a fargeted saving of R1 5 billion over five years

» Estabiishing private sector partnerships 10 reduce capital spend

Group Customer Services

Eskom aims to support the recovery of the South African economy through a proactive cemand
stimuiation sirategy In addition, Eskom will become a customer-ceniric organisation that aslivers
world-class customer service across all segmenis. Customer Services will achieve the foilowing
objectives over the next 5 years
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e Stimuiate LPU gemand through an opportunity pipeline ot more than 45 TWh, against a target
of 17 TWh, in priority growth industries for South Africa

« Renegotiate 9 TWh of existing contracts 1o protect Eskom'’s baseline
* \Work with high-growth and low-deot municipalities 1o increase sales

» mpiove mumcigal and other del‘,?_ coliections by’
) Recoming involved in collection processes in municipal areas on an agency basis

> Re-enforcing credit controls across customer segments

» morove custemer collections and reduce non-technical losses by implementing an early-warning
system

Exhibit 2: Target Sales Forecast FY2017/18 - FY2021/22

Foieasl | atest estimate
*1.9% a year

199 325 200 413 202 678 206 934 21 279 215 716
farget sales
forecast
ey

FY16/17 FY17/18 Y1818 FY19/20 FY20721 Fy2ti22
Annual
growth

Gioup Customer Services will achieve the above objectives thiough

. e Establisning a key account managemeni approach to drive sales and improve customer

engagement

» Launching a comprenensive customer-centricity strategy that develops the full customer jouney
supported by digital applications and enhanced collaboraton with Distnibution and Generation

» Converting customers in Soweto. Midrand and Sandton to split meters to reduce non payment
e Converting customers to prepaid to reduce non-payments
e Reguiarly auditing meters, especially for LPUs to reduce non-technical iosses

» Achieve savings over the next five years through applying advanced analytics to non-technical
lnsses

Overall, Eskom is committed to ensuring occupational and health and satety across ail line divisions
and functions. The cempany's safety principie is that no operaiing condition of urgency o1 seivice
justifies exposing anyone 10 injury or safety or environmental nsks arising out of Eskom’s business ]
follows that occupational health and safety of Eskom employees, contractors and the public at large
s lof crtical importance to Eskorr. In this planning cycle Eskom will roll out inimatives towards
impreving safety performance, inciuding the roil out cf a series of educational campaigns, sarety
wor<shops and safety management systems. Consequently Eskom aims to reduce the fatality count
wnhile iIMoroving the losi-time incidence rate

Generation

Eskom Generation will focus on its mandate to operate and maintain Eskom's generating assels foi
the duration of their economic life This mandate will be delivered while ensuring optimal generatior
costs for Eskom through the economical dispatch of power stations based on the merit order  In
delivering this mandate, Eskom Generation will drive the followiag objectives over the next five years
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Achieve 80:10.10 EAF. UCLF: PCLF respectively by FY2019/20 through continued compliance
with the Tetris pian

Deliver at ieast R 4 billion in cost savings with a particular focus on maintenance and an oplimised
production plan

Ensure security of supply through operational excellence and reliability initiatives building on the
successes of FY2016/17

Generation will deliver the above targers through

Continued focus on operational excelience inciudmg training all operational staff (maintenance
and praduction)

Leveraging new capabilities (including Advanced Analytics) to further reduce Eskom's
maintenance costs

Applying a least cash dispatch methodology to optimise the production plan

Deliver the decommissioning of two power stations to ensure an optimal proquction plan and
overall Eskom generation costs

With the slowdown in electricity demand and increase in PP capacity, Eskom will be required to ramp
down approximately 3 000 MW of Gapacity during the next five years to ensure an optimal generation
cost. Generation will manage this process rnigorously to ensure mitigation of the socio-economic
implications of ramp down while minimising the cost impact on Eskom

Gerieration aims to support Eskom’s aims tc contribute towards decarbonising the economy. An
approved Air Quality Improvement Plan (Emissions Reduction Plan) will ensure that Eskom meets
commitments made to DEA. In addition over the next ten years, Generation will roil out the Emissions
Offset Programme, to reduce particulate and gaseous emissions from households in the vicinity of
power stations. In tandem, the Division will invest in air quality and water managament tech nologies

1 Primary Energy

o

“~~~~ Based on the Generation production plan, Primary Energy will be required to purchase approximately
\.., 125 MT of coal per year over the next five years. Primary Energy wiil ensure security of coal supply,
maintaining coal stockpiles at a minimum of 37 days on average acioss the fleet

Coal is Eskom's largest operating cost item, contributing approximately 30% to the operating cost
base. Foilowing coal cost escaiation of >12% since FY2010/11, Primary Enargy reduced this
escalation to just 3% (against a 12% target) in FY2016/17 through the launch of a targeted savings
programme across Cost Pius mines, medium term contracts logistics and the Medupi coal penalty
PED is expected to deliver R3.2 billion in coal cost savings during FY2016/17 with a projected coal
unit cost of R391/onne against a target of R417/tanne

For the next five years, Eskom will leverage its strong coal market position to transform the sector
while achieving five strategic objectives, including

-

Build on the successes of FY2015/17 1o deliver a further R 43 pillion in coal savings over the
period

Ensure the optimal dispatch of coal-fired power siafions
Achieve an acceptable balance of security of coal supply and risk exposure
Optimise logistics to achieve cost efficiencies across the coal supply network

Contribute to Eskom’s transformation objectives 1o increase share of black-owned supply to
Eskom

Eskom will achieve these Objectives througn

Creating per-ming view status on all cost-plus mines improvement initiatives and developing pians
for new prioritised initiatives
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e Empioying advanced analytics [0 soost productivity at cost plus mines ana overall coal
management

e Recapitaiising cost-pius mings to sUpport ducess remaining contiacted reserves, anu & able
contract extensions to increase proguction

v Optimising coal-contract mix by Implementing @ total cost-of-ownership mudel for each coai-fired

yower station, inciuding coai-quality specifications and related piant technologies (Exhibit 3
| ) Y /

e Negotiating new coal-purchase contracts in {in¢ with the NERSA cost of cual determinatton and
ensuring an optimal balance between volumes flexibility and lowest price po ssible

e Optimising logistics 10 _achieve the optimal baiance between minimal war sportation costs and

secure coal delivery

- Jriving coal sector transtormaton through consolidation and support ot operational exceilence ot
black-ownea suppiers

tnhancing performance rmeasurement and management at contract ievel (8 g ensuiny arl
contractors are measuied on all cost value drivers Dy contraci and have incentive / penaity
mechanisms alignea appropnately)

Adopt newly developed Master Loal SUpply Agreements for fixed price and cost plus contracts
based on equitabie risk snaring

Enhancing systems 10 enable enhanced oversight of performance at mine/contract ieve

s - implementing required traning programmes 1o buiid the new capabilities required

: Exhibit 3 Coal Contract Mix Projections FY16/17 - FY20/21

.

v 8- F g @ uncontracted [l F n

g _ Eskom's projected coal SUpply W veoum Tem B

Y201/18 FY2018/19 FY 2020627 FY202V L FY2021/22

-

Transmission

-
]

Eskom Group
access 1o an in

ansmission has a mandate to reliably control, maintain, plan exgand and provide
1stomer demand and effect opportunities in the SADC region in support of interconnectivity

rconnected transmission system  Transmission will aiso trade znergy nfluence

e

in the next planning cycle. Group Transmission will aim 1o achieve the following objectives
e Sustaining system performance for system minutes<1 at 3.53 and majo incidents at 2 across the
perod
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1]

L]

Continuing asset renewal and strengthening of the network towards attaining N-1 compliance
Faciitating IPP connections to the Eskom grid and conciude coniracts for such 1PPs
Connecting 2 095 km of transmission line

Increasing revenue to a minimum of R 55 biilion over the five-year through cross-border electricity
trade

Expanding the transmission network into the SADC region to unlock constraints to growth

Transmission will achieve these objectives through

-

-

Prioritised maintenance and refurbishments

Effective sysiem operations to ensure prugent dispaich of all generators and demand side
resources

v t
Close collaboration with the DoE and NERSA on optimisation and defivery ot the IPP programme
Engagement with NERSA with respect to N-1 compiiance
Undentake grid expansion to uniock system capacity for (PPs and new load customers.

Focus on balancing electricity demand and saies management thiough integrated demand
management, and shifting demand from peak tc off-peak periods

Development of projects to advance regional interconnectors

‘Peak-shifting’ demand-side management initiatives

Distribution

The role ot Eskom Distribution is 1o manage Eskom’s distribution assets by building, operatng and
maintaining the network. Eskom cuirently supplies around 60% of South Africa’s electiicity dirsctly to

P

... 7+~ customers. The remainder is sold to municipalities, which is redistributed to their customers During

i = fhe next five years, Eskom Distribution will drive the following objectives:

A\

Minimise technical losses
Mirimising non-technical losses by preventing access to prepaid matering units

Delivenng a focused roll-out of smart metering in Sandton, Midrand and Soweto with a target of
366 500 over the next five years

implementing technologies to prevent tampering of prepaid metering units, and to facilitate the
conversion of customers to prepaid

Driving demand by establishing one million eiectrification connections over the next five years to
drive Universal access

Distribution will deliver the above objectives through

L]

Addressing the requisite needs in IT infrastructure to minimise restoration times

Aclively partnering with the wider Electricity Distribution Industry (EDI) in South Africa to ensure
provision of accessible and sustainable electricity services

Implementing refurbishment as a matter of high priority, of current network nfrastructure and
reliable investment plans to reduce backlogs

Warking with Group IT to successfully and sustainably implement advanced-analytics initiatives

Implementing advanced analytics to suppart minimisation of technical losses and predictive
maintenance of assets
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Eskom’s FY2017/18 Corporate Plan accounts for a number of risks facing the husiness,
including:

-

Municipai debt payments. Eskom has a strategy with its key stakeholders, e.g. the National
Treasury, to reduce the current municipal bad debt and limit bad debt in the future

Regulatory Clearing Account (RCA) and tarif determination uncertainty. A 2 2% tariff
ncrease for EY2017/18 is far lower than expected (the previous Corporate Plan budgeted for a
13%) and well below inflation of approximaiely 6%. [f Eskom is to recover efficient cosis and earn
3 reasonable return during the MYPD4 period, a significant price nike will be necessary coming
ot 3 low base in FY2017/18. Eskom will complete a fourth muiti-year price dsterminarion (MYPD4)
applicaticn in FY2013 to impiove its long term revenue certainty Eskom will work 10 engage key
stakeholders on its application and long term price outiook

South Alrica’s sign-off on COP 21 targets. The couniry’s carbon emissions targets are not yet
finalised but Eskom’s five-year plan incorporates a strategy to account for decarbonisation, e g
nuclear plan, renewables support and future growth

Income equalisation. Eskom will work closely with labour 1o optimise working practices and
create a truly agile organisation able fo equalise incoms levels fully based on skill and expenence
levels

Generation and grid asset uncertainty and compliance fsks. Eskom will opiimise N-1
compliance delivery by sequencing project gelivery effectively and ensuring financial prudency.

inherent risks in lariff determination and ability to drive volumes. Eskom will continue 10
wentify further cost reduction opportunities anc revenue growth nitiatives.
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1 Eskom governance

1.1 Overview of Eskom

Eskom Holdings state-owned company (SOC) Ltd, Registration Number 2002/015527/30, is South
Africa’s primary electricity supplier and is wholly owned by the South African Government. Eskom
generates and distributes approximately 95% of the eieciricity used in South Africa and approximately
4C% of the electricity used on the African continent

Eskom aims to compty with the policies, conditions and requirements of key government stakehoiders
such as the Department of Public Enterprises, NT, the DoE, the Department of Environmental Affairs
(DEA) and the Department of Water and Sanitation (DWS), among others. Exhibit 4 sets out Eskom’s
core government stakeholders

Exhibit 4. Eskom™ s Key Government Stakehoiders

Depariment of Energy ge:u:nm:;t OsthLf:;; der National Treasury (PFMA,
(Poticy Ministry) Merprises (Share Guarantees)
Ministry)
- R T EE TR
NERSA - Nationai Nuclear Regulator
Department of
DEP.a' tment of wa'e' o Parliament Environmentai Affairs
Sanitation (Environmental . :
) (Legisiative Authority) {Environmentai
Compliance)
Compliance)

Other key stakehoiders: Cooperative Governance and Traditional Affairs (COGTHA), Dept of
International Relations and Cooperation (DIRCO) Dept. of Econormic Deveiopment, South Africar
Government Locai Association (SALGA)

The Eskom Group consists of four subsidiaries and a self-administered pension and provident fund
established in terms of the Pension Funds Act, 1956 and approved as a pension fund in terms of the
Income Tax Act, 1962 {Exhibit 5)
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Exhibit 5: Organisational Structure

. ) Eskorn
Cskom Eskom Finance S
. ~ . N Development
Enterprises Company SOC Escap SOC Ltd —
| oundation
SOC Lid L1a

NPC

“skom operates as a vertically integrated company that supplies eleciicity 10 South Africa and the
SADC regicn: As the main provider of generatior, ransmission and distribution capacity, Eskom
supplies electricity 10 industrial, mining, commercial agricultural and residential custameis, as well as
to redistfibutors in South Africa. Eskom operates 26 power stations with a total nominal capacity
42 871 MW, comprising 36 441 MW of coal-fired power, 1 860 MW of nuclear power 2 409 MW of
jas-fired power, 00 MW of hydro power, | 400 MW from pumped storage stations and the recently
commissioned 100 MW Sere Wind Farm. Eskom maintains 368 331 kim ot power lines and substations
with a cumulative capacity of 239 450 MVA

Eskom has a number of wholly-owned subsidiaries. These include Eskomn Enterprises SOC Ltd, Escap
Limited. Eskom Finance Company (Pty) Limited and Eskom Daveiopment Foundation (Table 1. List
of Eskom Subsidiaries). The purpose of these subsidiarnes 1S [© provide specific strategic services 10
Eskom . its divisions and its employees. as well as o the public

TABLE 1: LIST OF ESKOM SUBSIDIARIES

Subsidiary Services

Eskom = EE provides life-cyclé support, plant mainienance & support 1or capacity
Enterpr se3s S expansion programmes to Lskem’s line division's EE has a subsiaiary i
Limited Lroup _ganda with a concession for slectricity operating & mainienarce

Eskom Finance o Eskom Finance Company (EFC) was established in 1990 primarily to enable
Company SOC Eskorn’s employees 10 have access {0 home-lvan finance while opumising

Limitec nome-ownership costs for both Eskom anc its employees. Eskom Is In the
process of finding an appropnate disposal soiuiien far this subsidiary at the
request of the shareholder

=scap 5‘:‘ » Eskom’s wholly owned insurance caotive company manages and insures the

imited business risk of Eskom and its sdksidiaries, exciuaing nuclear and aviation
habilities

—3kom e The Foundation is a wholly owned non-profit company that manages E-skom s

Jevelopment corporate social investrnent in support of Eskom's transformation objectives

Foundation

1

Witn affect from 1 July 2002, Eskom was converted from a statutory body Into a public comparty in
terms of the Eskom Conversion Act, Act 13 of 2001 it is ncorporated n terms the Companies Act
Act 71 of 2008. Eskom is subject to the Public Finance Maragement Act (PFMA) Act 1 ot 1999, and
the provisions of the Memorandurmn of Incorporation (MO!)

Clause 3.5 of the MOI stipulates that ‘notwithstanding anything (o the contrary contained fierein or
any omissions from this MOI of any prowisions to that effect, the Company may do anything that the
~ampanies Act and/or the PFMA and the Enabling Legisiation empower it to do if not so prohibited by
this MOI andfor by any provision of the Companies Act and/or the PFMA and/or the Enabling
-eqislation as the case may be.

Clause 3.1 of the MOI stipulates that ‘the objective of the Company is to provide energy/electncny
and related services inciuding the generation, transmission, distribution and retail thereot. In doing so

T immt bm Anie dimitatiane eat fiit harain the
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shareholder’s compact and any otner limitations imposed oy the shareholder. In fulfilling its cbligations
itis specifically acknowledged that the Company has a develcpmentai roie and will through its activities
promote ransformation, economic development, broad based black economic empowerment and may
support relevant national initiatives.” Eskom’s vision, mission and values are set out in Fxhibit 6

Exhibit 6: Vision, Mission and Values
Vision
Sustainable power for a better future
Mission

To provige sustainabie elecincity SOILUIONS 10 giow the EConomy and IMprove the guaiity of iife of the peopie in
South Africa and in the region

Vahies
zeroiia Eskom will stiive [0 ensure that zera harm befalis its employees, contractors, the
SNy pupiic and the natural environment
Integrity Honesty of purpose. conduct and discipline in actions. and respect for veopie
Innovation Value-adding creativity and results oriented. Lead through excelience and innovation
Sinobuntu Caring

Customer satisfaction A gomimitment to meel and strive to exceed the neeas of the receivers of products
anda services

Exceflence Acknowledged by ail for excepliviai stanaaids, perioimance and professionaism

1.2 History of Eskom

Eskom has oeen operating for over ninety years, and in the course of its history it has experienced a
number of funcamental changes to its policy and business environment. Notably, Fskom's business
feilows the South African electricity industry's boom (surpius) and bust (deficit) cyctes The lang lead
time needed to build new power-generation facilittes or iransmission networks, can iead fo

misalignment between power supply and economic cycles

1.21 Key developments in Eskom'’s history include:

1970s: The power crisis led to a build programme. resuilting in large funding requirements, cost and
tima cverruns and high tariffs

1930s: The build programme created overcapacity in the market. in 1983 the De Villiers commission,
which was establisned in response to concerns about the process and progress of the capital
expansion programme, recommended a ‘consumer-or:vileged' tariff structure to protect and subsidise
consumers and establish a Capital Development Fund to save funds for future capital-expenditure
programmes. However, in 1987 the Eskom Act abolisned the Capital Development Fund, as well as
the Reserve Fund and the Redemption Fund. This resulted in assets from these funds being
transferred from Eskom loans (bonds), to Eskom'’s financial statements. This has, in pari, contributed
to the current situation of insufficient funding for Eskem’s capital-expansion programme. During the
1980s Eskom began its electrification programme and recegnised the potentiai to expand the grid in
the region.

1990s: Electrification was at its peak and Eskom became a world leader in the electricity industry with
low-cost slectricity, achieving an energy-availability factor of 90% across its generation fleet. There
was surplus electricity and three power plants were mothbailed. The Energy White Paper where
aaditional principles related to Eskam’s monopoly status and the breaking up of the sector were
agreed to, was finalised in the late 1990s. This included instructing Eskom not to build new generation

e ma Amiaka S ' - '
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electricity distributors (REDs). As a result Fskom changed its operating model, putting some of iis best
talent into Eskom Enterprises with the view to deveioping a new business modei arouna selling
services and products (not just electricity) around the worid. This aligned with the government's
position and vision on the African Renaissance ana South Africa’s increased presence on the
continent

Eariy 2000s: After 1999 the reserve margin declined consistentiy and use of the generation fieet
(measurad by load 7acior) increased However, unplanned outages of the generaton fleet increased,
and overall availability of the generation fleet, as measured by EAF, decreased The direct correlation
between the declining reserve margin and decreasing plant availabiiity caused Eskom 10 maximise
the use of existing generation capacity to meet increasing demand from 2001 onwarcs This put
greater pressure on plant performance levels. Government policy changed in the early 2000s when i
was realised that urgent new build was reguired. Eskom was required to commence the New Build
programme in 2004, after 6 years had lapsed since the incepticn of the IPP programime. Eskom had
to quickly estaplish a department for the execution of the New Blild Programme which impacied
Eskom’s ability to complete the required front end planning and development

2005. Eskom embarked on a capital expansion programme, termed the New Build Programme, 10
support South Africa’s economic growth. Eskom staried preparing for the construction of new powei
stations that will provide an additional 11 096 MW of generaron capacity by FY2021/22 in addition 10
the 6 137 MW of capacity from de-maothballing piant that was added io the system between 2005 and
Sepiember 2013

2008: In January 2008, Eskom introduced load shedding — planned roliing blackouts based ori a
rotating schedule — in periods where short supply threatened the integrity of the grid. Demanad-side
management was used (¢ encourage consumers to conserve power during peak per iods in order fo
reduce the incidence of load shedding. Eskom also took steps to improve maintenance of some of its
plant, increase coal stock piles, and improve piant performance - leading to a suspension of load
shedding from May 2008 onwards.

20432 The impact of the lower NERSA ftariff determinatior required significant changes to the
business. 30 Eskom developed a new strategy, the Business Productivity Plan (BPF) 10 snsure s
sustainability in a changing environment. The sirategy was built on the Integrated Deiivery Pian that
outlined the key trade-offs and risks that Eskom wouid face, and the implications for its business
model

2014: Eskom was forced to implement load shedding die o a number of factors, inciuding the sharp
increase in the number of power-station breakdowns, the inability to imeously source sufficient diesei
for gr=ater utifisation of open cycle gas turbines (CCGTs), and insufficient capacity to increase water
reserves to run the pumped storage schemes Load shedding was exacervated in early November
2014 after the Majuba power station lost capacity to generate power when one of its coal- storage
S1i0S coilapsed

2015: The Board initiated the Denton’s inquiry that had a commercial forensic, a financial forensic and
a tecknical forensic component The report proved that there was no misconduct, corruption or fraud
on the part of any Eskom empioyee however it did nighlight process weaknesses. Recommendations
were communicated to Group Executives and are tiacked by business and incorporated into Eskom's
business strateyies.

2016. The DTC strategy was adopted as a continuation of BPP to extract further efficiencies out of
the business; through reductions in primary energy, opex and capex

Current status: Construction on Medupi-and Kusile continues: Significant progress 'has been made
- Medupi Unit € is in commercial operation, Medupi Unit 5 and Kusile Unit 1 have been synchronised
1o the grid and both projects are expected to be compieted within the P80 schedule All units at Inguia
are now in commercial operation, adding 1 332MW peaking capacity to the grid Eskom continues 10
expand its transmission grid throughout the country 1o improve grid connections

The cumulative savings from BPP at 31 March 2016 was R29.0 billion exceeding the target Dy R3.7
billion. The cumulative projected savings from BPP at 31 March 2017 1s R48 2 billion exceeding the
target by R5.2 pillion
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Government policy on infroducing IPPs has continued, given its commitment to liberalise the market
and encourage private and public sector growtn. This began in the electiicity sector mainly through
the renewable energy IPPs being introduced, and other techinologies are pianned for in the near future.
Ihe L20F has taken over glectricity planning from Eskom However  to ensure long-term sustainanbility,

=sKkorn has deveioped their own Integiated Strategic Fnergy Plan (ISFP)

Eskom’s governance approach is focused on providing effective corporate governance that enables
the Board and Exce to exercise their fiduciary duties by driving optimal and quality decision-making
that considers risks and mitigation, while providing oversight over all divisions of Eskom.

in the spirit of good corporate governance, Eskom endeavours 10 apply the principles and practices of
King lll. However a few of these principles are not applicable to Eskom as a state-owned company

and, in such instances, they have been partially applied

he governance framework, which regulates the relationship with the shareholder and guides the way

=skom does business, is set out in Exhibit 7.

Exhibit 7: Governance Framework

Shareholder
Mamorandum of Department of Public Enterprises

Incorporation sets i |
2ut cowers of the

sharenoider and ithe
Roaid e
i
Audil and risk hwvestment and
commitiee Finance Committee
{ - S g B
Codes of good
governance such as . m
King il angd the Commitiee
ol o L e
Rcco! or Social ethics and 1 o
Coiporate ) Sustamabilfty Board Tender
Bovernance in e = Commites
Pubiic Sector U
Responsible aid ethical leadership S
Company
l secielary

Relevant iegisiation
mr'umr.(: the
Eleclricity Reguiation
Act companies Act
PFMA. Nahonal
Treasury regulations
requiations of
NERSA and the
National Nuciear
Regulator

ihe malepality fraivework seis oul the requirements for thase
fayether with e Dewgation Bf &uthonty Framswork guides the refeira

Execiitive

s

Operahng i

management

mmittee Capitai commities

Finance committee

Peaople committes

Regulation, Policy &

Risk commitiee
Economme Commitiee

Nuciear management commiitee

Hoaid and-where applivabie o DPE and Natonal | reasury

Strategic Inient
Statement winch set
Our agreed manudie
and Strategy

Relevant policiea
and procedures

the Corpoiate Plan
Which details the
basis operations and
oUtINGS OUr purpose.
Values and stralegic
objectives

The shareholder
compact whicn saft
oat annual key
performance
indicators and farget
In suUppoit of QUi
mandate

aiers needing approval as leans of the PFRA &
3 maliers from execulive level 0 commitiees 1o

Ore of the essential components of the Governance Framework is the clarity of roles between the
shareholder, the board and the management of Eskom. as provided by the Strategic Intent Statement

and the shareholder compact with the company
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Fskom utilises the web-based Guvernance Assessment Instrument (GAl). IThe results of the
assessment, based on a chapter view are sel out in Table 2

TABLE 2 KING lil GOVERNANCE REGISTER FOR THE YEAR ENDED 31 MARCH 2016

loDSA Applied / partiaily
Eskom Hoidings SOC Lid (2002/015527/30) GAl score  not applied
Chapter 1 Fthical leadership and corporate  citizensnip AAA Appliea
Chapter 2' Boards and directors AAA Partiaily not applied
Chapter 3. Audil committees AAA Applied
Chapter 4. The governance of risk AAA Partially not applied
Chapter 5. The yovernance of inforr;'lation technology ;\,‘L\A Apbhéé
Chapter 6 (;-Jmpliaﬁée with laws, rulés, codes and standérds AAA Applied
Chapter 7: ]hternal audit &1 AAA Apblied
Chapter 8: Governing stakeholder relationships AAA Applied
Chapter 9 Integrated reporting and disciosure AAA Applied
Qverall score AAA
AAA Highest application AA High appfication
3B Norabie application B Moderate application
ET Application tc be improved L Low apphcat.lon

1.3 Overview of Board of Directors and members

The Eskom Board ensures that the utility and its subsidiaries comply with the requirements of the
Camnpanies Aci the PFMA and Section 29 of the NT regulations, and any other legisiation, including
regulations and guidelines issued by the NT and the shareholder

The Board s the focal point for corporate governance responsibie to shareholders and stakenolaers
far parformance and meeting of ‘legitimate expectations’, and fo the Gomparty Tor survival and
prosperity

The Board of Directors is responsible for

»  Cnsuring the company is and is perceived as a responsible corporate ciuzen (ethical, socially and
=nvironmentaily responsibie for sustanability)

» Promoting an ethical culture.

» Providing sirategic direction for the company, aligned with the strategic intent statement, and
appreciate that strategy risk. performance and sustamability are inseparable

e Providing oversight for the company, ensuring: risks are recognised and managed establishment
of internal contrals to cover financial. operational, compliance and sustainability; the company has
an effective compliance framework-and effective processes; internal audit 18 risk-based, and
integrity of financial reporting

s Ensuring the company makes full and timely disclesure of material mafiers to stakeholders

1.3.1 Board constitution and appointments

The snarehoider appoinis the Board of directors, reviewable annuaily at the Annual General Meeting.
The Board of Directors through its People and Governance Commiitee assisis the shareholder by
identifying the necessary skills, qualifications and expenence required oy the board to achieve the
campany’s opjectives



o
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The Board of Directors iaentifies, evaluates and nominates potential candidates for the positions of
Group Chief Executive and Chiet Financial Officer The shareholder appoints the Group Chief

Executive, whereas the Chiet Financial Officer is appointed by the Board of Directors provided that
the shareholder approves

1.3.2 Board composition
ESkom’s current Board of Directors composition is set out in Exhibit 8

Exhibit 8: Eskom Board of Directors

) Mr A Singh Mr ZW , Mr GM
Vacaqt CFO Khoza Rlanii/oir! Leonardi
Prof. P Ms C
Naidoo Mabude

1.3.3 Board sub-committees

The board apooints members 10 1ts varous commitiees, with due consideration of the necessary skills
and experience required by members of the different committees. The effectiveness of the board is
enhanced through the use of five board committees to which it delegates authority without diluting its
own accountability (Table 3). Each board committee is chaired by an independent non-executive
director and consists ot a majority of independent non-executive directors, who exercise their authority
in accordance with ooard-approved terms of reference which define their composition, role,
responsivilities and scope of authority These terms of reference are reviewed annuaily to ensure
applicability and alignment with legislative prescripts, the Delegation of Authority Framework and
governance best practice
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TABLE 3: BOARD SUB-COMMITTEES

Sub-commitiee Members Purpose
Auditand Risk G Leonardi Oversignt of financial reporting and disclosure, internal
Committee C Mabude control systems. the risk management system and
VJ Klein internal and external audit functions
P Naidoo
Board Tender ZW Knoza Ensuring tnat the procurement system is equitable
Committee C Mabude transparent, competitive and cost effective commercial
P Naidoo decision-makings
Investment and C Mabude investment and financial decision-makings
Finance W Khoza
Commitiee VJ Klein
P Naidoo
People and VJ Klein Nomination ard remuneration of directors and senior
Governance G Leonardi executives, human resources suategies and policies.
Committee C Mabude custodian of corporate governance
BS Ngubane
ZW Khoza
Social, Ethics P Naidoo Oversight of Eskom'’s social and economic deveiopment
and 7\W Khoza role, good corporate citizenship, environment, health ana
Sustainability vJ Klein public safety programmes
Committee 5 Leonardi

1.3.4 Company Secretary

The Group Company Secretary plays a central roe in the governance and administration of a
ccmpany's affairs and i1s key to the effective functioning of the board and the smooth running of the
ccmpany, providing impartial advice and support to the directors. The Group Company Secretary’s
role also invoives providing the board with guidance and advice on ethics, and this in turn promotes
integrity and acccuntability within the company The Group Company Secretary is required 10
implement a compliance framework, In accordance with reievant legisiation. and to ensure that the
board 's made aware of ifs compiiance requirements

1.4 Group Exco structure and committees

Exco is established oy the Group Chief Executive and assists him in providing overail direction to the
business and exercising execunve control in managing day-to-day operations. It comprises Group
Executives who are appointed by the board and are tuil- time employees of Eskom, subject 10 cskom'’s
conditions ot service.

Exhibit 9 names Eskom's current Group Executives ana sets out the pesitions they hoid
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Exhibit 9: Eskom Exco Composition

’_ A “ W Majola —” Govende ” A Masango ” M Nisokoio

Singh
ter o .
Lniet Financial lr veETHiVE oup Executive foup Executive Gloup Executive
Officer =y Transmission Capita Distributic
Seneration
A Noah E Pule i S Daniels
; . - = S Maritz o~ 1
Group Ex=cutive Group Executive o Group Compariy
Customer Services iuman Resvurces 1 Secretary

n order to drive effective governance at Exco levei. Eskom focuses on the following elements:

* Exco memopers with clear individual accountability and deliverables through streamlined structure
and clearly defined targets

» Clear consequence management where delivery is not achieved against individual targets

* Streamlined committees focusing on criticai decisions; these committees meet with a relevant fact
base and sufficient preparation to suppor rapid decision-making

* Decision-making autherity aliocated to individuals with support from relevant committees
*»  Decenrralised operating model to improve speed and autonomv

To support the Exco structure, seven committees have been created with the mandates described in
Taple 4 oelow

TABLE 4: EXCO SUB-COMMITTEES
Sub-committee Chairperson Purpose

Operating GE Generation e Key operational decisions in Generation, Transmission and

jcommittee Distribution.

* New Build operational decisicns

# Risk evaluation and mitigation approach to technical and
operational healih performance

Capital Chief Financial o nvestment decisions ‘o support Eskom strategy
Committee Officer (CFQ) )
e Commercial process decisions
e Impact of decisions on the funding plan, equity, key financial
and investment ratios
People GE HR * HR issues, processes, procedures and decisions
Committee - _
» Talent managemeant and staffing issues

* Strategic workforce planning

Ciganee, CFO # Decisions on financial strategy and budget
Committee ,
# Business and Ireasury integration

® Monitoring funding pipeline, ¢ash-flow position and financial risk
management
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Sub-committee Chairpersan Purpose

Risk Committee GE Risk & e Consolidation and monitoring of overall business risks and
Sustanability processes

a Operational risk monitoring within compliance guidelines
e Safety, health and environmental compliance
s Reputational risk management

Pegulation CFO » Review of the impact of regulatory and economic policies and
Policy & the developmant of resporse strategies
Economic il lated Ii
Committee .+ £skom regulated licenses
& [ ong-term energy policy
» Tariff outlook and regulatory Strategy
« Approach to environmantal policies
& Eskom's economic impact
Nuclear GCE » Management of Fskom's nuclear abjectives {existing and New
Management Build)
Commitiee i

e Licensing and interfacing with regulatory bodies
s Risk management for nuclear operations

1.5 Results management office (RMO)
“Strengthaning execution approach for DTC strategy”

FYY2016/17 was the first vear of implementation of the Design to Cost strategy During this financial
year, Eskerm made significant strides its financial turnaround. Amaong other notable success factors
were a significant saving in Primary Energy cost against budget, other opex cost containment efforts
vielding a saving against budget of 23.28% for FY2015/17 versus a 1.07% savings for 2016, and
export saies achieved performance of 47 9% above oudget for the FY2016/17

The success stated above was by and large driven through a very focused delivery approach. This
approach antailed the establishment of Delivery streams which provided oversight of the
implementation of DTC | initiatives as well as the astablishment of a Results Management Office
{RMO)

The purpose of the Delivery streams is to strengthen the oversight on execution of strategic initiatives.
The Delivery streams are chatred by Group Executives in order 10 ensure that each key initiatives
have adequate executive sponsorship and decisions needed to gain traction are not delayed

The RMO was established to coordinate. monitor and drive the execution ot strategic initiatives across
the business. The RMOQ uses a multi-divisional senior management comirittee 10 track performance
of the identified initiatives. The committee aise serves as piatform to highlight key performance issues
across the business, identify interventions and foilow through on corrective actions The RMO also
provides transparency on performance issues through submissions to ExCo on performance ot
delivery streams as well as progress made on strategic initiatives

Having set a platform in FY2016/17, Eskom will continue 1o drive a strong execution approach to
deliver on Corperate Plan commitments. Eskom is cognisantof the fact that the FY2017/13 Corporate
Plan carries a nigher imolementation risk due to the aspirationai targets Duilt into it, howeaver, the
experience gained from pnor year's performance has proven thai the organization can be successful
when great pians are supported by sitrong execution, hands-on leadership, dynamic monitoring as well
as timely risk identification and mitigation

The FY2017/18 Corporate Plan five-year plan is built around seven strategic pillars, namely (1)
Customer centricity; {2) Reliability and increase in capacity, :3) Cost efficiency, (4) New capabilities
(5) SA decaroonisation; (6) Innovation and transformation and (7) Funding These strategic piliars will

AFP-087



Eskom Holdirgs Corporate Plan FY2017/18--FY2021/22 Rev7 Unigue identifier 240-56927206 Page 29

support Zskom in achieving sustainability in its current business, set up the Eskom of the future, while
ensuring that the funding strategy supports both objectives with financial prudence

In order to provide adequate oversight and strengther axecution, each of the strategic initiatives
derived from FY20717/18 Corporate Plan will be mappea into celivery streams (Exhibit 10), each
delivery stream will provide a monthiy report on the programme of initiatives into the DTC Chairpersons

Steering committee as well as the relevant ExCo sub-committee
t 3

Exhibit 10 Delivery Streams

Jevelop retined targets pel iniiatives and cascade them nto compacts

DTC Ensure delivery steams ae ligned
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Operating divisions are required to develop detailed impiementation plans with detailed milestones
and clear tmalines using a ‘Specific. measurable, action oriented, relevant and time-bound” (SMART)
prnciple to enable stfective monitoring Risks associated with each initiative need to be identified and
closely monitored together with mitigation actions. Al divisional impiementation plans wiil be finalized
and signed oft by Group Executives prior to the beginring of FY2017/18.

=skom will continue to use the implementation Levels (IL) methodoiogy in order to standardize the
planning and tracking of intiatives. The ILs range from 1 - [dentified through to 5 - Delivered. Each IL
requires a pre-cetermined, standard set of deliveraples to be met and approved before being able to
proceed o the next IL.

For reference a summary of each IL is described below

* IL1 - Identified (Concept) Iniliatives in terms of drivers of impaci, risks, and benefits are clearly
articulated, initial estimates of potentiai impact are quantfied, imporant pre-requisites are in place.
and resources for further detaiied work are assigned

& IL 2 - Confirmed {Definition) Detailed impact has been caicuiated, iL milestone dates are
defined, implications from key stakehoiders incorporated and feasibility has been confirmed. and
there is explicit approval from the goveming authority and-the OPCO.

* IL 3 - Ready to Implement (Pianning}. A detailed implementation plan can be provided
milestones dates are final, quotes have been received from suppiiers. any approvals for design
changes have been secured, and guantified impact values are final

» IL 4~ implemented {Execution). All activities on the implementation pian have been complered,
contracts are in place, design changes are implemented, and enabling systems (like changes to
performance management) are operational
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s IL 5 - Delivered (Completion) Guantified impact from the final IL3 plans has flowed through to
*he bottom line and can be validated by Eskom Finance in the accounting, commercial or
management information systems.

These impiementation plans will form the basis upor which Group Executives (GEs) are compacted
‘or performance management purposes. In addition, GEs are required to iaentify initiative owners and
ansure that the delivery of strategic initiatives are cascaded into their performance compacts with the
correct weighting assigned to each initiative / KPI. This will drive a stronger link between strategic
abjectives and irdividuals’ performance and reward

The following orinciples of reward will be detailed and proposed 0 ExCo to allow for greater
accountability and recognition of performance:

» Alignment of performance expectations across the Shareholder compact, Corporate Pian and GE
compacting framework

» Compacting against the division delivery implementation plan for all executives. Performance
against implantation plans will form the basis of the perormance contracts and associated
rewards;

s Achieving target will result in no additional rewards. however exceeding target will result in a
multiplier banus for the executive

® Short term annual cash incentive will reward achievement of annual operational excellence and
Long term incentive will reward long term sustainability — a baianced approach will have to be put
in place to ensure that both shoit and iong term are incentivised adequately

e [he entire process will be underpinned by comprehensive governance framework in line with
Eskom compiiance standards

The detailed mpiementation plans from the operating divisions will aiso serve as a basis of developing
a datailed vaiue map which will assist in

»  Prowiding ciarity between the strategic initiatives/'evers and the strategic oojective
»  Priorisirg initiatives so that initatives with high impact receive optimum attention

» Creating visual connection for initiative owners to understand o appreciate the impact of their
initiatives in achieving the strategic objectives set for the organisation

An RMO dashboard is 'in development and will be in place at the beginning of FY2017/18 The aim of
the dashbeard is to provide central performance regorting slatform for all strategic initiatives and the
KPI's linked to these nitiatives, This will serve as a tool to further drive performance dialog between
*he executives accountable and initiative owners responsible. The RMO wili work closely with the
Enterprise Risk and Resilience department as well as Divisional Risk Management to ensure that Key
Risk Indicators associated with KPIs will also be tracked though the sk management information
system fo strengtnen the robustness of performance risk management.

in order ‘or Eskom to realize its aspirations, the organizatior will have fo be single-mindedly focused
on gelivery To reinforce this single-mindedness and accountaoility there needs to be a continuous
pursuit of strengthening the alignment between the Sharehcider expectations, key stakeholders and
the strategic direction of Eskom. Internaily, Eskom will also be reviewing areas In which it-can
strengthen performance management to diive optimal delivery of DTC

To shift intora strong execution culture, a robust implementation approach supported by strong
oversight and clear ongoing communication will be a major determinant for ouf SUccess or failure

1.6 Ethics

Eskom's board is accountable for the management of ethics within the organisation. To this end, the
voard approved the Code of Ethics that was last reviewed in 2014. The Code is underpinned by the
six core values set cut above, that reflect the organisation’s commitment to the highest ethical

1o 3 he mmim ke man mbbaiaal
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culture ana explicitly inform the company’s practices, poiicies, procedures and conduct in all areas of
e business. including HR, procurement, and health, safety and the environment

The operational responsibilities for the managemant of ethics lie with Executive Management. The
Ethics Office provides assistance in this regard. The Ethics Office assists the Group Chief Executive
in setting the framework, rules, siandards and boundaries for ethical behaviour in the organisation. In
addition. the Ethics Management Programme has been established to manage ethics effectively

The Code of Fthics is supplemented by the Confiict of Interest policy and procedures. The policy and
the procedures deal with specific issues including conflicts of interest, receiving and offering of gifts
and supplier relaticns. The Confiict of Interest policy sets out the obiigations of employees and
directors with regard to conflicts of interest and the deciaration and management of such interests

The implementaticn of Eskom’s ethics policies and programmes is consistently monitared. Reporting
of sthical behaviour within the organisation takes place at different levels and invoives various role
piayers including Group and Divisionai Executives, the Ethics Office, the Exco, and the Board and its

committees.

Eskom is aiso a signatory 10 the UN Global Compact, which includes an anti-corruption clause, as well
as the World Economic Forum's Partnership against Corruption Initiative To this end, Eskom has put
in place fraud-prevention and whistle-biowing policies. The fraud-prevention palicy sets out Eskom’s
zero-tolerance approach towards traud corruption, economic crime, and other actvities involving
dishonesty. The whistle-blowing policy, on the other hand, sets out principles in terms of which ali
Smpioyees may report information regarding uniawful or irreguiar conduct by other empioyees in the
organisaticn. Including crimes and irregularities in the workpiace, in good faith and in a proper mannei

Eskoim has estavlished a system that empioyees and othar stakeholders may use to report unethical
benaviour, ciiime and irreguiarities. The system is managed by an independent service piovider to
ensure the integrity and confidentiaiity of the reports. An nternal process has been established to deal
wiih these reports
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? Market and demand outlook

2.1 Overview of market trends

Seven main market and demand trends have re-shaped the global energy sector landscape
dramaticaily. While their implications for South Africa and £skom are yncertain, it is clear that Eskomn
will need 1o prepare to operate in a warld in which traditional uliliies business models will come unaer
pressure. and in which Eskom wili need to innovate ts business modei and take innovative sieps [0
meet customer needs.

Eskom has the benefit of hindsight in understanding the pctential implications of these irends as they
start to affect the South African electricity market. If acted upon, they provide exciting opportunities for
Eskom

2.2 Market trends

As part of its strategy design process, Eskom must consider trends in the broader power industry
Globally the fast five years have been chalienging “or traditional power ulilities. which nave suffered
significant declines in market share and profitability The mair reasons for this are described below.

A chalienging macroeconomic landscape with pockets of reai opportunity Globai economic
growth has slowed to approximately 2.6% a year and the cutlook for the next five years is for coniinued
ow.growth of 3.4% a year The South African economy Is growing approximately 1% a year (2016),
and this has hac an impact on the ability of Eskom's customers to maintain their electricity
consumption. Economic growth in the SADC has been affected by regicnaf challenges and droughts
The South African and regional macroeconomic situation suggests that there is large latent and
unserved electricity demand in the region for Eskom.

Continued volatility in commodities with signs of improvement in a few commodities  Since the
end of the commaodity super-cycie in 2008, most major comimadities have experienced significant price
declines e.g the price of iron ore has dropped 60% In addition, commodity price volatiny has
increased signiticantly, increasing the risks involved in capital and growth decisions 101 metals and
mining players. As a result South African metais and mining players have reduced production in a
number of sectors such as gold, platinum and ferrochreme, with energy-intensive consumers have
slowed their produciion and consumption by 1.7% a vear over the past five years Neveitheless, with
a few commocdities experiencing improved prices over the last year, €.g. aluminium where prices
increased 20%. opportunities 1o collaborate with the mining sector to capitalise on the current upcycle
exist.

Customer experience and satisfaction are moving to centre stage. \Vith increased competition
from renewables, greater customer choice, and new tecnrology changing consumption patterns
utilities increasingly need to understand the customer journey and nreferences better Traditionally
this has not been a capability required in the sector dut utiiities around the Worla now need 1o aevelop
it

Rapidly changing dynamics in the global power sector energy mix are creating an unfavourable
emarenment for traditional fossil fuel utilities, who face ar increasing number of independent
renewable power producers and cost-competitive renewable energy sources. In Europe. the
pcwer secter profit pool declined by 30% as cheaper renewables gained share, reducing the profits ot
raditional utilities by 70% (Exhibit 11y In addition, industry profitability has moved away from
generation to the grid pusiness, i.e fransmission ard distribution. Europe s five largesi tradiional
ntegrated power companies collectively iost FUR 100bn in market capitalisation between 2008 and
2013 and faced rating downgrades, while these companies sought to shift their business models in
response to a growing share of large-scale renewabies and small scale distributed generation has
increased
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Exhibit 11: European Sector Profit Pool Evolution from 2008 to 2015
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Discontinuities in technolegy create opportunities and threats Multipie new tachnologies will
disrupt the electricity value chain. The cost of energy storage is expected to decline by approximately
20% over the next four years as investment in this technoiogy grows rapidly. YWhen it becomes viabie,
energy storage has the potential to increase the competitiveness of renewables even more and
change customers' consumption behaviour This continued growth will be enhanced by the entry of
innovative companies such as Tesla and Mercedes Benz into the storage space, creafing new
business opocrtunities in the sector

In South Africa the penetration of small-scale generation has already increased considerably as the
cost of rocfiop solar PV panels continues to decline. The potertial to increase distributed generation
is close to a upping point {Exhibit 12), creating new opportunities for Eskom to play arole in the shifting
energy landscape

Exhibit 12: Distributed Generation Economic Viability
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Digitai enablement, process automation and big data-driven decisions. Data and analytics are a
new source of value creation and competitive advantage Globally, across all sectos, teading
companies are puilding deep capabilities in data scieince and anaivtics o achieve the next efficiency
horizon Power utiities are no exception and there are alreacy muitiple use cases in predictive
maintenance and field force effectiveness

Regicnalisation and greater local coliaboration. Regionai power pools are well developed in the
U, e:g Eni Flectricite de France (EDF), E.ON and Eneigias de Fortugal operate in aifferent power
poois. These poals coniribute to basetoad capacity requirements, increase the security of supply and
provide cost efficiencies Regionalisation is also staring to deveiop and grow in Southeast Asia, East
and West Africa, the Baltic areas and Latin America.

A regional development focus, strong policy support and supporting reguiatory trading environments
are required to develop such power pools. In addition to government investment in interconnectors
there has been a marked increase in public and private investmeni in support of them

Eskom is tHe sole transmission licensée in South Africa and is therefore igsponsibie for developing
and maintaining the country’s transmission and distribution infrastructure, South Africa’s
interconnectors within the region.  Eskom plays a key role in the Southern African Power Pool and
expects to collaborate with the group further in the Tuture

2.2 Demand outiook

Demard is deciining in developed economies (-1.4% a year since 2010). Because of reguiatory
pressure and investment in efficiency programmes, demand for electricity in the European Union (EU)
{-1.5% a vear since 2010, expected 10 grow at 1.1% a year to 2020) and the USA (0% since 2010,
expected to grow at 1.1% a year to 2020) shows iow 0 no growth. In the long term it is anticipaied
that the EU 2050 strategy to drive down carbon emissions by 80-95% will have further impiications for
technology choices and increase overall power consumption.

Sleciricity consumption in sub-Saharan Africa is expected G rise to 1600 TWh by 2040 (four times the
2010 level) driver primarily by a five-foid increase in GDP, doubling of the population and growing
urpanisation. Currently, the average access to electricity in sub-Saharan Africa is 20%, only seven
auntries (Cameroon, Cate d'lvaire, Gabon, Ghana, Namibia, Senegal, South Africa) have eleciricity
access rates axceeding 50% This is much lower than in North Africa, where electrification rates are
over 98%. To meet growing demand. electrification rates in sup-Saharan Africa are expected to reach
70% by 2040.

in South Africa. power consumption has deciined on average 9y 0.5% a year since 2006. The decline
was nighest in large power users (approximately 1 7% a year cver the jast 10 years) because of a
wide range of faciors inciuding €conomic siow-aown, commodity market volatility, ncreasing electiicity
costs and fack of supply security.

in a context where Eskom is in a paosition to meet the demands of the country with excess supply and
take an active role in catalysing industrial growth, this corporate plan fargets higher demand growtn
rates than in previous years. The draft IRP 2017 is basad on electricity demand growth rates of about
2% a year, while the FY2016/17 Eskom corporate plan had forecast growth of 1% a year This Plan
rargets sales growth of 2.3% CAGR, across local and cross border sales (Exhibii 13) Eskorm aims to
achieve this target by conducting specific iniatives in each customer segment as outlined in the
Strategy and.Customer Services chapters
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Exhibit 13: Forecast Annual Sales Growth, FY16/17 - FY21/22

FY16/17T - FY21i22 AGR

ay
/D

o
(o]

Exhibit 14: Projection of Sales by Customer Category
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2.4 Implications for Eskom

lhese maiket anc demand trends have re-shaped the global energy sector landscape dramatically
While their implications for South Africa and Eskom are uncerain. it is clear that Eskom will need fo
prepare o operate in a world in which:

* Utilisation of comparable fossil fleets is lower. In the EU and USA, changes in utilisation have
required a new model thar provides energy security while supporting renewables. The UK s a
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case in point. Geographically isolated, It has introduced capacity markets 1o ensure security of
supply from traditional sources while drving growth in renewables

& The importance of regulated grid assets (transmission and distribution) increases
significantly In Europe, the profitability of the grid assefs of traditional utilities has remained
stable in comparison to that of generation assets.

« The importance of the customer and customer interactions increases. Customer choice
grows toward other ‘cleaner’ power generators or their own solar PV production. Some traditional
utilities have rebranded themseives as a first step on a more customer-ceniric journey

e Llilities use more digital and other new technologies 10 identify new revenue sources, .9
batiery storage to achieve the next horizon in sustainable operational efficiency and improve
customer experience

+ The focus on non-regulated activities and services increases as companies seive thei
clients’ full energy needs or entei alternative adjacent industries/markets

« Eskom will need a focused strategy to catalyse South African growth, Open up power demand
and accelerate industrial projects that were cancelied or deferred during pernods of ioad shedding
Eskom will accelerate the development of its customer-centric strategy and implement demand
stimulation iniiatives by customer segment, as outlined in the Strategy and Customer Services
chapters

Eskom has the benefit of hindsight in understanding the potential implications of these trends as they
start to affect the South African electricity market. They offer exciting opportunities but, if Eskam fails
to act on them, it will be subject to even greater financial and operational pressure This Plan outlines
how Eskom intends to prepare to capture these opportunities
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3 Strategy

3.1 Overview

Eskom’s DTC 1 strategy has delivered a turn-arcund for the business, with significant efficiencies
Over the course of this‘new corporate pian, Eskom has developed a DTC 2 strategy by which it aims
to maintain moderate fariff increases and catalyse South Africa’s development. while achieving a
stand-alone investmeni-grade credit rating. Eskom will achieve *hese objectives by driving a number
of strategic abjectives across seven pillars. The initiatives supporting these pillars are aligned to the
shareholder objectives and shareholder compact.

3.2 Global trends in the power industry

As part of its strategy-design process, Eskom must consider trends in the broader power industry:
® A challenging macroeconormic landscape with peckets of real opportunity

¢ Continued voiatility in commodities with signs of mprovement in a few commodities

® Pressure on sources and cost of funding

* Rapicly changing dynamics in the giobal power sector energy mix that are creating a chalienging
environment for traditional coal fossil fuels

» Customer experience and satisfaction moving to the centre stage
»  Discontinuities in technology
® Data an analytics as a new source of value creation and compstitive advantage

This Corporate Plan marks the stari of Eskom's jourrey to prepare for these trends by reviewing and
refining the DTC 1 strategy.

3.3 Statement shareholder’s strategic intent

As a state-owned entity, Eskom must implement government ooiicy and strategy The shareholder’s
Sirategic Iment Statement (SIS) lays out Eskom’s short-to- medium-term and long-term objectives to:

» Achieve and ensure a secure and reliable electricity suppry

» Achieve and snsure business and financial sustainabiiity

* Recuce Eskom’s carbon footprint

* impiement cost-containment measures

® Adhere tc operating licences and other legislative requirerments

® Ensure that the company structure is responsive to the changing energy landscape
® Support and align with the Government's strategic initiatives

* Cenauct reporting at divisional levels (Ceneration, Transmission and Distribution) as of 1 April
2017, In line with regulatory methodoiogy

n addition, the sharshoider has provided guidance to Eskom on anumber of long-term objectives that
the Plan takes steps to address

* Levelop a clear role for Eskom In the South African power sector by deveioping long-term
Gapacily, e g renewanles, nuclear, gas and coal
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e Consider Eskom’s role of singie buyer in the light of increasing market liberalisation and the

introduction of IPPs

e Given the growth of the green economy and the potential impact of carbon taxes on the electricity
price, consider opportunities 1o shift away from dependence on coal and diversify the primary-

energy mix for power generation

e  Account for the accelerated use of new technoiogies and innovation in a mature and stable

indusiry

e Expiore regional-integration opportunities. focusing or finding synergies within the SADC region

e improve business, environmental and social sustainapility

s Align with global protocols as well as regional and national agendas such as the National
Deveiopment Plan, the Integrated Resource Plan and the integrated Energy Plan

These objectives are examined in detail in the following chaprers: Market and Demand Outlook
Primary Energy, Group Commercial, Sustainability. Research, Testing and Development

3.4 Eskom’s strategy

in FY2015/16 Eskom launched a four-stage turnaround plan (DI1C 1) that has delivered a
transformation for the business. For this corporate pian, Eskom has developed a DTC 2 strategy with
the objective to maintain moderate tariff increases, catalyse South Africas development, while
achieving a stand-aione investment-grade credit rating. This sirategy 1s based on the strategic
objectives from the SIS (Exhibit 15) and defined across seven pillars {Exhibit 16)

Exhibit 15: Seven Strategic Pillars Mapped to Shareholder Strategic Intent and Objectives

Strategic intent and objeciives 2017/18-201820

Ensure that company siruclure is responsive to changing energy lanascape
Consolidate sucio-econamic cantrivution ta ensure alignment o national fransformation
mperafives (0 Uniock Jrowth, anve mdustriaization end create empioyment

Provide reliable and predictabie electneity in ine with the approvals and fine with the approvais
and the reguiatory mogel by the nationa energy regulator

Ensure anc maintain a financially viapie anc susiainabie Compey
Adnere lo operating licenses and amer egisiative requirements

«  Ensure that company SUUCTUFe is responsiva to chenging energy landscape
Corisolidate $0CI0-economIC conirioution fo ensure alignment 10 national transiormation
imperauves to uniocx growth, drive indusinalizetion and create empioyment

* Reduce the impact on the environment (hrougn 1Gentiying, impiemening a1 SUppOrtng intemal
and axtemal options for low carpon emitting generation and lransportation and opportuniies
Frovice reliable and preaicianie etecinciy 10 ine with the approvels and ine with the approvais
and ihe reguiory mooel by he nationel eilergy reguiaian

Consolidate S0cic-8CONOMIC contripttion 1o ensure ailgnment 1o nalional transformation
imperatves 10 unlock growth, arive industializetion and create employment and sidls
development

= Consuidate socio-2CONOMIC CONMDLEON 10 8Nsure aignment (o nanonad ransformation
|mperauves 10 uniock growin, drive nuusinialization and create employment

nsuie thal company struclure is responsive 16 changing energy [@anascape
» Ensuie wid ainialn 8 financialy viable and suslainable company
Adieie {o operating licenses and oter legisiative requiremenis
= Ensuie feporting In llie with Hegulatory memoaoiogy ataivisiona evel (Geneauun
I rangmission and Disinoution) as ot 1% Apiil 201

7 Strategic pillars

1. Guistomer centricity

2 Reliapiity and increase n
capaciy

3 Costetficiencies
e New capaniities

5} SA Decarbonisation

5% innovation end
* uansformation

Funding and enaplers
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Exhibit 18; Seven Areas of Eskom’s Strategy

1 2 3 - 5 6

Customer Reiliabliity and Cost New SA innovation and
centricity increase in capacity  efficiencies Capabiiies Decarponisartion transtormation
* Stmulate SA + EAF © 3% * PED cost * Transforminte = Setup foi * Develop new
demand * B.7 GWhew requcuan of a digital utility wuclear build energy storage
growth 1o 2% capacity over the * Headcount with world programme pusiness
oy 2022 ;orporaie plan requction of ieading Data = Committo * Drve radical
* Giowexpart ¢ 2005 km new 7000 Anaiytics COP21 targets transformation
sales by 8% Tansmission lines * Reduce e capabihty * Suppori of the mining
* impicve capitai budget * Deiivery of Renewable PP ndustry
customer savings due 0 growth to bid *  Ensure
satisfaction Advanced window 4 5 universa
Anaiytics peiow 7 7¢/kvvn access
opportunities
Susiain the existing business - Estabiish the Eskom of Tomomrow

7Fundmg anda tnree enablers

Funding pian to reduce reiiance on the fiscus

Rigorous impiementation and monitoring - L1-5 tracking methodology; risk mitigation actions; clear KPls
Structures to support DTC 2 objectives - biweekly SteerCos: ciear KPis: Anailytics Centre of Excellenca
Tar:f risk mitigation - Devalopment of 3 “Delta™ management pian

3.4.1 Become a customer centric organisation that stimulates demand

Become a customer-centric organisation that stimulates demand. Eskom will partner with
customers to leac South Africa’s economic recovery while ensuring sales growth of approximately 2%
ayear Achieving this aim will require Eskom to becoine a more customer-ceniric organisation, acting
as a service provider and enavler to its customers' needs. Eskom will focus demand stimuiation on
sectors tnhat are critical to the economy and aligned with Government's National Development Pian
(2 g., goid, platinum aluminium and ferrochrome). In addition, Eskom will aim 1o increase expor sales
by STwh over the five year period to expand its sconomic mpact to the region. Group Customer
Services will reach the targets with a sirong customsr service strategy to improve customer
satisfaction supported by greater digitisation of customer journeys along key interaction points { Exhibit
17)

» Supporting energy-intensive users and the Government to drive new projects and increase
consumption for existing plants/projects. Eskom will develop sector-specific strategies for high-
growth sectors that are in alignment with the National Development Plan, such as goid, platinum
and aluminium.

» Partnering with municipalities to drive growth from low-debt, high-growth industrial areas
improve collections services and anticipate defaults

o Delivering electrification for residentiai cusiomers over the next five years and removing
consumption consltraints for other direct customers

e Stimulating cross-border electricity sales anc while strengthening transmission capacity within
the South African Power Pool (SAPP)

* Radicaily improving customer experience across the 5 key touch points in a customer's journey
with tailored initiatives per segment, detailed further ir the Customer Services and Distribution
chapiers
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Exhibit 17. Eskom Customer Centricity Approach and Strategies

Large Power Users Misoe ipn it Utha! 06T CLSIGMOrS Zross bords
Support exisling comparies Parinerwith municipalities  Support customers by Strengthenlinkages and
in thelr plans by problem to understand challenges removing consumption transmission capacity
solving solutions to surrounding colleclions and constraints, achieve across Southern Africa
constraints together growth opportunities 1o compelitive pricing,

collactivaly develop continuously driving
solutions elactrification

To deliver against this vision, Eskom will put in place a sulte of enabiers including new capabilities
e.J., market insights, deal structuring and advanced analylics Capabililies,, 1001s ana te hnology (e g
0

digital customer account managemeni and tracking tools, smart metenng, 8ic.). reviews i sales and

)

service routines, and proactive stakeholder engagement in South Atrica and SAFH

3.4.2 Ensure reliability and availability of power capacity 1o support
South Africa's economic growth ambitions

Eskom will continue irve operational excellence and reliability 2f1orts across I1s Tieet ana network
through a combination ot effective mainienance, performance improvements and managemsant, as
well as the application of new technologies, e g advanced analytics. In addition, the New Build
programme will remain a core focus area and efforts wil continue to compiete Medup! and Kusile

within the P80 scneduie and P50 costs

sm aims to add 8 7 CW capacity in generation, estaplish a 2 095 km transmmission network anc

Esk

drive toward universal access with 1 million new connections oy FY202

)

In support of these objectives some of the key divisional sirategies include

+ Generation Reach 80% EAF through strict maintenance, increased power station manager
accountability and targeted power station recovery plan | maintain a strict maintenance ouaget
{planned and unplanned) ot 11.5 GW summer and 85 GW in winter: via Tetris, a flexibi
wtage-scheduie optimisation tool, and advanced analy

» Transmission maintain system gerformance for SM<1 at 3.53 and limit major incidents to a
naximum of two by executing prioritised maintenance and efurbishments, renew assets and

strengthen the network to attain N-1 compliance, strengthen transmission infrastructure tri SAPE

N Distribution will ensure operational excellence and reliability by Iimiting energy !osses €.
through advanced aralvtics, investing in protected networks o hmit ‘'network access, and

roug

slectrifying one million housenolds and working to expedite the Governments Universal ACCESS
Programme (UAP) and investing in the newwork (o neip stimulate demand

\ nvesti
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3.4.3 Continue efficiencies in operating and capital costs to help achieve
a sustainable tariff path for the economy

The FY¥2017/18 Corporate Plan builds on the prograss made in FY2016/17 to deliver approximately
R53 billior in opex savings across the business. This includes reducing PED coal spend by R43 billion
compared to the FY2016/17 Corporate Plan. The business will also target further reductions in
neadcount and employee benefit costs, supported by a comprehensive independent review of
Eskom's operating madel that will be completed in F¥2017/18. Eskom’s capital porifolio has been
‘educed rom R348 billion in FY2016/17 to R314.5 billion for the current five-year planning cycle in
suppart of Eskom’s intent to deliver investment grade ratios

Eskom will do this by
* Using advanced analytics and digitisation to recuce maintenance opex and improve efficiency

» lLowering coal-cost escalation to approximately 7% a year by increasing the supply of coal from
the cheapest cost-plus sources and engaging with other contract suppiiers to secure the best
prices

L4 Driving commercial savings across all external spend areas

» Reducing bad debt by woiking with indebted municipalities to improve coilections, providing
support o defiver a sustainable long-term solution and rolling out smart meters for residential
custemers

»  Reducing Eskom company headcount from 41 383 in FY2017/18 to 36 746 in FY2021/22
»  Reducing capital spend and participating in public sector partnerships

o Decommissioning of two power stations due ‘o ‘he excess capacity situation that Eskom is
expected tc expenence in the next five years. Eskom will drive this decommissioning in a way that
optimises coal, people and capital costs across the fleet, and minimises negative environmental
and socio-economic impacts. Fskom will also continue to improve recovery of revenue from non-
paying customers through effective stakeholder engagement.

344 Develop new capabilities to deliver on targets

Data and analytics capabilities have taken big stiides forward. The volume of availabie data has grown
exponentially and the costs of computational power and siorage have decreased steadily. Eskom will
lake advantage of these trends to drive innovation and efficiency.

Eskom'’s data are a valuable corporate asset Eskom has collected a large volume of data from plant
operations, sensors, customer information and previous Bl initiatives, and aims to extract even more

value from its data and analytics

Using advanced analytics, Eskom has already made improvements in several paits of the business,
including the Majuba coal mills. Over the next five years. it will strengthen its internai capabilities and
deliver savings from further advanced-analytics appiications, ircluding

® Rolling out predictive maintenance in Generation, Transmission and Distribution
@ Roiling out fieid-force effectiveness, smart grids and electrification

& ldentitying and addressing further non-technical loss reductions

& |dentitying further savings from fraud and error detection

& Improving custumer jourmeys

=skom aims to lead the couniry and globai utilities in the area of advanced analiytics and offer its
Capabilities to other organisations.
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3.4.5 Decarbonisation of the economy

South Africa and otner countiies around the globe are in the process of signng up to COP 21 targets
0 reduce carbon emissions. Eskom aims to piay an important role in this effort by supporting the
Department of Energy (DoE) in connecting all economical renewables as part of the REIPPPP up 10
Bid Wincow 4.5 In addition, Eskormn will continue to play a role in developing the country’s next phase
of nuciear capacity in line with the DoE's IRP once it is finalised

3.4.6 Innovaticn and transformation

Over the next five years, Fskom will lay the foundaton for its 'ong-term future by developing both
requiated and non-regulated growth opportunities. It will invest in and collaporare with piayers in
battery storage recnnology to improve its viability and deveiop a new business around this fechnology
it wili also seek to drive transformation n adjacent industries. e g. coal mining. Finally, EE will drive
growtn n new businesses and projects, e.g. rooftop solar PV panels

Eskom has started to invest in research anc development into new technologies to understand the
potential benefits for the business and the economy Examples of these include:

»  Moving from a traditional coal-based utility 1o one that 'sads the way In new techrologies in Africa
(battery-storage business)

» investigating how to support the decarbonisation of the economy and assessing the potential
cptions and trade-cffs for the existing coal fleet

e implementing new technologies and revenue sources in adjacent non-regulated areas, including
dalivering smart-grid technology in transmission and distribution, and driving acditional EBITDA
growth in Eskem Enterprises

3.4.7 Delivering a funding plan that unencumbers the fiscus

Eskom's funding plan will aim to unencumber the fiscus by releasing R105 billion in government
guarantees by FY2019/20. In line with its efforts to achieve an investment grade credit rating, Eskom
will deliver a R337 billion funding plan that reduces its exposure to government guaranteed debt. In
addition. Eskom will build on its successes of FY2016/17 and scale up its implementation rigour
demonstrated in a few key areas (e.g ., PED and Generation) across all areas of the business.

In addition. Eskom will investigate three further strategic areas in FY2017/18

e Eskorm’s role in South Africa’s energy system and how wili it contribute to achieving the DoE
targets as set oul in the latest IRP

» How Sskom can best manage its fleet as well as protect the nation's investments while embracing
new piavers and technioiogies

Further changss required to Eskom's operating model (o deliver its mandate

35 Eskom Holdings risk profile

3.5.1 Risk apprecach
The risk assessment of the Corporate Plan was assessed within the following risk context

» The continued giobal decline in economic growth driven partly by Brexit and an associated
potential erisis in the banking secior

e The impact of several severe regional droughts and 'mpending floods that are driving
concerns around water, food security and investments

s The increased significance of governance that is not only informed by local government
elections, but also by investment frends and policy decisions
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¢ New capacity investments, both in the region and locally, that highlight the continued preference
for renewable technology investments

# [he number of off grid and distributed generation developments is significant and point to the
increased need for storage solutions. Interest has also been shown in the gas-based arena.

* Energy policy changes, shifts around renewables and responses to the Paris Agreement on,
Climate Change.

= Competitive dynamics is another notable development, and there is increased competition
iocally and in the region, — particularly by piayers that could be potential partners

352 Emerging opportunities

The emeiging opportunities to note include:

¢ Exploring water usage and potenitial partnerships as a revenue generating business

* Fast tracking the integrated African strategy to leverage fossil fuel and transmission-based
opportunities in the region

* Investigating storage options and the opportunities these pose in both diversitying the business
and retaining customers in the medium term

* Eskom recognises that storage technologies have matured enough to enable large-scale
implementation within reasonable risk parameters - The business is identifying areas on the grid
where battery storage can be deployed, with a view to applying these technologies at scaie across
its grid in the next three years.

3.5.3 Emerging risks

The emerging risks inciude:

e Alack of clarity on transmission investment as is a position is needed concerning around currency-
based trade for Eskom’s Africa Strategy

e Market biockages in the region from partners

e Reduced access 10 funding from banks

3.5.4 Strategic risks

The risks emerging from these giobal and regional trends. which were identified in the Strategy
Review, inciude

¢ Market and compelition — the shifting shape of the load profile, the duck curve sffact, and
declining electricity demand are strategic risk factors

¢ Regional market pressure - Opporiunities to sell excess capacity into the region may decrease.

¢ Policy and regulation - Misalignment of energy policy and the electricity price path will affect
Eskom’s financial sustainability, energy mix and reiated emissions.

* Finangial risks - Declining fong-term profitapility may iead 10 higher tariff increases and/or capital
raising and/or cost cutting tc make up the shortfaii.

= Sustainability risks - Failure to manage the balance petween short to medium -term constraints
(up fo five years) and operational requirements may lead to long-term damage to operating piant
and/or compromised operations and reduced profitability

® Inherent risk — Risks faced by Eskom in its day-to-day operations including business-continuity
management risks and priority-disaster risks at national and provincial level
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3.55 Risk specific to the achievement of DTC 2

The risk assessment on DTC 2, which is the basis of the Corporate Pian (2017/18-2021/22) addresses
the risks of not acnieving the § DTC 2 objectives/focus areas. The most significant risks identified are

-

Decreasing volumes (of electricity sales) leading to negative impacts on EBITDA growth anc
margims

Regulatory Clearing Account (RCA) and tariff determination uncertainty. A 2.2% tariff
increase for ~Y2017/18 is far lower than expected (the previous Corporate Plan budgeted for a
13%) and well below inflation of approximately 6%. f Eskom is 10 recover efficient cosis and earn
a reasonable return during the MYPD4 period, a significant price nike will be necessary coming
off a low pase in FY2017/18. Eskom will compiete a fourth multi-year price determination (MYPD4)
application in FY2018 to improve its long term revenue certainty. Eskom will work 1o engage key
stakeholders on its application and iong term price outlook

Municipal debt payments. High and increasing levei of municipal debt leading to an increase in
the cash shortfall/gap. Eskom has a strategy with its key stakeholders, ¢ g the National Treasury,
to reduce the currentmunicipal bad debt and limit bad debt in the future

Generation and grid asset uncertainty and compliance risks. Aging piant and/or unaer
mainiained plant leading to poor performance and an increase In operating cosls. =skom will
sptimise N-1 compliance delivery by sequencing project delivery effectively and ensuring financial
prugency.

inadequate human capital to adapt to the change in work practices and cuiture

The shifting shape of the load profile is leading to decreasing share of tne generation market
for Eskcm. Ir order to adapt Eskom is forced to operate base load stations as mia-merit through
steep ramp ups and downs In order fo balance the residual systein

Project delays and cost overruns leading 1o increased pressure on EBITDA and margins
Increasing input costs leading to increased pressure on EBITDA growth and margins

Further deterioration in credit ratings of botn Eskom and the Sovereign leading 10 adverse impact
on Eskom’s ability to secure dept at favourable rates

Eskom may not be able to sell surplus electricity 'nto the region in the long term (15 - 20 years)
leading to stranded generation assets in South Africa
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4 Stakeholder engagement

4.1 DObjectives of Eskorm’s stakeholder engagement

Eskom’s cbiectives for stakeholder engagement are to ensure alignment and a collaborative palicy
dpproach amongst stakeholders on key strategic cbjectives. To successfully deiiver on its mandate
and corporate strategy. Eskom needs to ensure effective stakeholder management. Eskom's aim is
to build enduring, trusting, and value-adding relationships with its stakeholders

Eskom defires its stakeholders as those groups that affect, and/or are affected by, the organisation’s
activities, preducts or services and associated performance This inciudes people who are actively
nvolved in Eskom's programmes and projects, and individuais and groups whose interests may be
positively or negatively influenced because of projact exacution or project completion

Stakesholder support is crucial for the successfui imolementation of Eskom’s strategy. As a part of the
strategy. there are critical areas on which Eskom and key stakeholders need to align In particular

* Eskom will require continued colfaboration with Government and government entities and their
support across a number of areas, including financial sustainability, environmental compliance,
decisions on energy mix, sustainable asset creation for future provision of electricity, and
enablement of economic growth

» Future 1ariff escalations need to take in account both the needs of South African citizens and
Eskom’s financial health, with any required trade-offs made explicitly and transparently

* Tskom will partner with research institutions to deveiop sustainabie and renewable energy
solutions “or Scuth African and African customers

* Stakeholiders’ understanding and support is needed fer Eskom to drive cost savings and increased
productivity, particularly in manpower, primary-energy procurement, capital-project execution and
customer service

4.2 Eskom stakeholders

Eskom operates within a compiex landscape involving muitiple stakehoiders with multiple abjectives,
who are engaged througn multipie engagement agents and touch points, as set out in Exhibit 18
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Exhibit 18. Eskom Stakehoiders

-

Empioyees @

‘ |
Government e Parilament £ |Ku\| uustomexs@

®||

Regulaiois

Assocations of Employe=es National Energy ~upiic Enterprise Public Enterprise Top key customers,
municipal electricity Executive forum ~eguiaior (NERSA) Watei anc Minerals and industrisi mining
undertakings Exco, Board National Nuclear Environment Affairs Resources, Energy commerciai
NOUSITy experns Regulatar (NNR) Navonal Treasury Watei and municpaities
Chamber of Mines - DTL Trade and Saniation, Trade ana || agricultuia

agustry GGIS ingustry | Economic esidentia

Pubiic Works, DST Development.

Cooperative apour, DIRCO

Govemmenr and Presidency, NCOP

Tiaditional Affairs Planiing, mononng

(CaGTA). BA Local ang evawanon

Govemnment Provincial and local

| Association J government
@ Organised ° International @ @ e Civil society @

Suppliers laboui relations Media Business and acaemia
Capacity-expansion National Unton of huitifateral South African, African || Financial i i . Non-ge Al
contractors, fuel pine Waorkers (NUM) || institutions (IMF and internanional | investors and rating organisations anc
suppliers, orginal National Union af World Bank, African media, including agencies(e g civiksociety
eguipment Metal Workers Development Bank traditicnal and social Business Unity of SA,  organisations (e.g
manufacturers (NUMSA), Depaitment of media, agencies SA Chambes af SANGOC, WWE,

service and product

Solidarity, Congress

nrernanonal Reiations

printed and electronic

Commerce and

National Consumer

supoliess (e.9. coal. [T of South Afmcan and Cooperation media provincial 2no industry, National Fomum, Eanhlife
services) Trade Union (DIRCO). Embassies iocal media Econamic Afrca (iniversiy of
{COSATUY. official detegations, Davaiopment ana Joharnesburg,

Associationof

ang bi-lateral and

Labour Couneil, Black

Nuclear Corporation

Mineworkers and mutti-ateral Management [ orum ot SA, Alliance fur

Constructian Union agresmenis SA Netional Energy Nuclear Responsibility

(AMCU) and Assaciation) and Endangered
Aidlife Trust)

4.3 Key stakeholder topics over the next 5 years

Given the strategy to be implemented over the next five years, Eskom has identified key topics of
interest on which to engage stakeholaars, namely

Financiai sustainability - inciuding Eskomn's going-cancern status and overall financial
performance, the impact of credit-rating downgrades on the abiity 10 secure funding and
increasing finance charges. Eskom's liquidity position and ensuring that Eskom implements
affective cosi-management strategies.

Operational sustainability — with the focus on ensuring the adequate technical performance of
power plants, security of electricity supply. renewable-energy programme a d  coal-stock
procurement and cost management

Revenue and customer sustainability - including the impact of load shedding and load
curtailment on customers, the impact of increased ‘aiiffs. changing electricity voiumes. customer
satisfaction and customer debt.

Sustainable asset creation — with the Tocus on e New Build Programme ana 1ts sustainability,
(including addressing key issues such as cost increases and project delays;, as well as the future
build programme

Environmental sustainability - including reducing Eskom s carbon footprint; by procuring
renewable energy, the impact of carbon tax, water usage and particuiate-emissions management
nuclear-power- generation impact and energy-efficiency programmes and incentives

Building a sustainable skills base — including a focus on the snornage of skills and retention of
skilled employees, as well as employee salaries and benefits

Transformation and social sustainability — inciuding Eskom's socic-economic centribution. the
rransformation of employment equity, governance anc electrification-connection challenges
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® Governance and leadership — focusing on the management of changes n and stability of
leadership

e Safety and security - including the safety of the workplace, employees, contractors and he
public, as well as ensuring adequate business continuity and disaster management

4.4 Specific engagement tocpics per stakeholder
Specific engagement topics per stakeholder are set out in Table 5 below

TABLE 5: GOVERNMENT TOPICS OF INTEREST

DPE !' Eskom siiategy
le Cskom financial and operational performance
® Electricity price path and MYPD4 application
‘e Energy supply, mix and aliocations
' Governance and leadership
® Enviromment sustainability
® Government support package conditions
* L egal and regulatory compliance
* Supplier development and localisation
* Management of municipal debt

NT o Cskom strategy
e Eskom financial and operational performaince
= Elecitricity price path and MYFPD4 appiication
= Energy supply, mix and ailocations
® Management of overdue debt and payment days
s Government suppart package conditions
» Management of municipal debt

DoE * Energy supply, mix and allocations
& Energy market regulation
8 Environment sustainability

DEA * Environment sustainability

* Legal and regulatory compliance
DWS s Environmeni sustainability

i@ Legal and regulatory compliance

NERSA  Eskom financial and operational performance
= Electricity price path and MYPD4 appiication
® Energy market reguiation
& L egal and regulatory compliance

National Nuclear  |s Engrgy supply. mix and allocations

Regulator )

» Legal and regulatory compliance
Parliament * Legal and regulatory compliance

& Eskom strategy governance and leadership
University of @ Energy supply, mix and allocations

Johannesburg
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'» Sustainable and renewabie energy
* Environment sustainability

4.5 Eskom’s relationship with the government

Over the years, the government has demonstrated unwavering support and commitment {0 =skom 1o
deliver its mandate to promote GDP growth and ensure énergy security for the country. Eskom aims
to comply with the policies, conditions and requirements of key government stakeholders such as the
DPE. NT, NERSA, National Nuciear Regulator (NNR), DoE, DEA. DWS, etc. (Exhibit 19)

Exnhibit 19: Eskom' s Key Government Stakeholders

Department of Energy (Pollcy ge""""e"' "sf: ﬂcm National Treasury {PFMA,
Ministry) ntergrises {Shareholder Guarantees)

Minisiry)
NERSA National Nuclear Regulator
Depariment of Waler and Parfiament Depariment of Environmentai
Sanitation (Environmental ive Authori Affairs (Environmentai
Compliance} (Legislanve ) Compliance}

Dther key stakeholders: Cooperalive Govemance and [aditional Afairs 'COGTHA), Dept. of intematonal
Relations and Cooperation (DIRCO), Dept. of Economic Development. South African Govemment Local
Association (SALGA)

4.5.1 Department of Public Enterprises

The DPE has oversignt responsibility for Fskom as the shareholder representative of the South African
Government. Through the shareholder compact and stiategic intent statement (which includes
strategic objectives, policies and key performance indicators). ihe DPE guides Eskom :n achieving
high levels of service delivery, operational efficiency, commercial viability and regulatory comptiance
(including the Department of Energy Affairs (DEA) and the DWS for environmental compliance;

4.5.2 National Treasury
NT has been instrumentakin providing financial suppert in the 'ight of fiscal-challenges, including a

serious liquidity crunch coupted with the eleciricity price awarded by NERSA being lower than
required

4.5.3 Nuclear operations/programme

Eskom further enjoys support from DoE and the national energy and nuclear regulators. This support
is becoming increasingly vital as Eskom ventures into new areas of the energy industry. In particular,
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the Nartional Nuclear Energy Executive Coordinating Committee has made a decision that Eskom is
to become the Owner-Operator of the nuclear expansion programme.

Specific engagement topics of interest par government body are set out in below

4.6 Initiatives

Stakshoider Relations Management aims to re-energise Eskom's relationship with all stakeholders to
create an enabling environment for strategic conversations that requires advocacy or eollaboration on
key strategic issues of mutual concem

lhe stakeholder engagement plan will support key initiatives identified in the Turnaround Plan and
key issues that cculd damage Eskom'’s reputation

The foilowing initiatives will support the achievement of Eskom's objectives aver the next 5 years

* Assessment of Eskom'’s stakeholder reiationships to batter understand stakeholders’ insights and
axpectations

» Vigorously drive government relations through coflaboration to secure support for Eskorn'’s
business opjectives

® I3sus based advocacy Create networking opportunitics to identify and manage issues through
advocacy and coilaboration

* To establish an independent Stakeholder Advisory Council that consists of leaders to bring an
externai perspective on material matters to the table in discussions with Board and Fxco

»  Create opportunities for senior leaders to share business challenges and progress reports to
improve credibility and restore trust

4.7 Eskom reputation management

Given Eskom's strategy and sustainability challenges, the Corparate Affairs Division's focus over the
pianning period will be to rebuild and strengthen confidgence in Eskom. The company's reputation over
the recent past has been negatively impacted by the chailenges facing Eskom. The reputation pulse
scores are depicted i Exhibit 20
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Exhibit 20: Reputation Pulse Scores

, 54 44
Reputation

pulse scores
FY10/11 - 47.35
FY14/15,
H

46.20
42.62

36.31 ExcelientTop Tier Above 80
Strong/Robust 70-79
Average/Moderate 6C-69
wWeak/Vulnerable  40-59

Poor/Bottom Tier  Below 40

FY10/11 FY11/12 FY12M13 FY13/14 FY14/15

The aspiration of the Corporate Aftairs Division is to enaole Eskom 10 iggain tne position s ane of the
maost reputable power companies giobally by FY2020/21. This will be achieved througn Improviig
Eskom's reputation from a 46 Reptrak™ score rating in #Y2014/15 o a 6069 point RepTrak™ ratng
in FY2020/21 Spacific initiatives relating to this aspirations will include

Proactively managing issues that may impact on the reputation of the organisation. 'n particular,
Eskom will improve its ‘listening skills® so that it is sufficiently aware of emerying issues.

Collecting information about reputational threats (issues) across the organisation. analysing the
information and addressing problems by taking action o mitigate inem

Strengthening Eskom's understanding & relatiorships with critical stakeholders by going beyonc
traditional public relations to activate a network of supporters who shape ey consiituencies

Instilling an organisational cuiture that is reputation-centric — one where employees understand
their role as guardians and take accountability for their oehaviour and for £skom's reputation.
Achieving this will mean stepping up both the sophistication and the intérnat co -ordination of
reputation efforts

Building a strong brand, and shaping how customers think and feel about the organisation and
product by developing a brand-positioning strategy that tuilas the value of electricity and Eskom
in'the minds and hearts of boih staff and consumers. The strategy will focus on reframing the
value of electricity and creating a befter understanding of the entire Eskom value chain The
strategy wiil be completed within the first quarter of the new financial year

The strategy and plan needs to

@

Align the corporate brand with the FY2016/17 to FY2020/21 Corporate Pian and the Business
Rznewal Journey.

3uild a solid brand reputation by stabilising. re-energising and growing the brand heaith
Support the Turnaround Strategy — move the brand neyond ‘distresses’ (beyond savings 1ps).

Deliver on £skam'’s purpose — the strategic intent mandated by Government  provide lectricity
in an efficient and sustainable manner
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*  Prowde fransparency on Eskom’s successes

Internal: Start off by instilling internal pride in hard work and achievements and increase staff morale
and confidence. On-board employees to understand the value of the brand and the product, define
the brand promise in terrns of their jobs. The next step is to quantify their contribution to the brand
heaith and reputation by understanding the value of their contribution to the job to do to make SA great
- how do | bring the brand promise fo life in my job? Finally Eskom will drive momeantum by getting
employees to drve/live the brand promise and then to identify, celebrate and reward ambassadors

External. Create a presence for the brand to remnd South Africa about Eskom's great work. Make
the brand feel like an impoitant part of their lives thereby building back equity into the brand. Enharice
the confidence of brand by fighting the negative publicity, build an undersianding of how much Eskom
does to provide slectricity. Build reputation by moving to active reputation management and less crisis
management. Clarify key issues for customers and consumer confidence. Have a consisient clear
sight of issues and show that Eskom is addressing the issues.
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5 Regulatory strategy

51 Executive summary

Eskom is a regulated utility with revenue requirements determined by the multi-year price
determination (MYPD) process with the Natfional Energy <egulator of South Afnca (NERSA). The
business operates under licences for generation, transmission distribution, import, export and trading
to fuifil its role in the South African electricity industry. As such Eskom s care strategy and operations
are positioned to address the requirements of the regulatory framework and to manage risk prudently

Eskom is currently in the MYPD3 tariff period, whicn encs in FY2013/19 The original MYPD3
applicatior granted Eskom a taiiff increase of 8% a year following an application of 16% p.a. from
Eskom. For the FY2017/18 year, NERSA granted Eskom a 2.2% tariff increase for FY2017/18. This
is far lower than expected (the FY2016/17 Corporate Plan budgeted fora 13%) and well below inflation
of approximately 8%  This has resulted in a cash flow deficit of approximately R21 billion compared
to the FY2016/17 Corporate plan. If Eskom is to recover its costs and earm a fair return during the
MYPD4 period, a significant price hike of 22.1% will pe raquired in FYZ2017/18.

S3kom will be allowed to make a single year application for FY2018/19. Eskom's revenue requirement
is based on an expected 2 1% a year increase in electricity demand oy FY2020/21 This equates to a
price path estimated at 27% for the application year Eskom is required to submit revenue required for
the year of application plus two additional years. The astimated price path for the subsequent twa
years is 12% and 8% respectively. Whiie Eskom is not appiying for price increases in FY2019/20 and
FY2020/21, this will be seen by analysts, lenders, stakenciders and customers as an indicator of the
expected path for MYPD4 which will foliow from FY2019/2C onwards.

Eskom anc NERSA are in process of appealing the RCA 2013/14 decision which will likely oceur in
ire second naif of 2017 Eskom has submitted the RCAs of R19.2 billion for FY2014/15 and R23.6
willion for FY2015/15 ro NERSA, which is currently on hold pending the appeal outcome

5.2 Electricity regulation in Scuth Africa and its relevance to
stakeholders

The National Energy Regulator of South Africa (NERSA) is iesponsible for the economic regu'ation of
the eleciricity industry, including Eskom It is governed by the following legislation, policies and
requlations

s Electricity Reguiation Act (No. 4 of 2006)

s Elecrricity Pricing Poiicy of South Africa

e MYPD regulaiory methodoiogy

e [Eskom retail tariff and structural-agjustment methoaology
e Grid and distnbution codes

One of NERSA's key mandates is to oversee the economic regulation of the eleciricity industry 3¢
stipulated in the Electricity Regulation Act. Functionally Eskom is required to comply with the Act's
licensing conditions and regulafions, and apply for revenue and tariffs according to regulatory
frameworks - all of which NERSA oversees and adjudicates

NERSA determines Eskom’s revenues and tariffs accorging to the MYPD regulatory methoaology and
through broad stakeholder consuitation. The current MYPD3 methodology inciudes a risk
managemeant mechanisim - the Regulatory Clearing Account (RCA) = that allows for an annual
revenue adjusiment based on the actual coste ncurred ty Eskom as well as other assumptons. The
mechanism inciudes thresholds, e.g. if the balance in the ROA Is greater than 10% ot the allowed
revenue, further consuitation is underiaken
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As the South African electricity industry has started to attract IPPs in recent years through the
Renewable Energy PP Procurement Programme (REIPPPP) and the haseload and gas programmes
nvestors are putting more pressure an utilities to uphaold the consisiency, stability and application of
the reguiatory framework to create stability, credibility and confidence in the overail regulatory regime

Credit-rating agencies aiso piace great importance on the reguiatory framework within Eskom
operates. For example, 50% of Moody's credit-rating assessment is weighted towards an assessment
of the regulatory framewark and environment. As part of its credit-risk assessment of Eskom. it
considers the South African regulatory system. the scundness and predictability of the framework and
whether Eskom can reasonably expect to recover its prudent and efficient costs and investments
through NERSA-approved revenues. It expects the South African regulatory framework to ensure
Eskom's financial sustainability by allowing the recovery of prudent and efficient costs, inciuding the
cost of capital through a reasonable risk-adjusted raturn on capital.

On 8 December 2016, Standard & Poor's Global Ratings lowered its long-term corporate credit rating
of Eskom Hoidings SOC Lid. from BB to BB- with a negative cutiook. This reflected the ‘assessment
of a weak regulatory framework ... [which] has been sukject to negative intervention aimed at
orotecting consumers which has hurt Eskom's credit quality’, and their view that ‘the company's credit
metrics will remain weak over the medium term [as] a resuit of continued delays in implementing tariffs
that reflect costs’. Furthermore, it noted that Eskom is facing increased financial pressures as a resulf
of the ongoing court case against NERSA. Standard & Poar's is concerned that Eskom's capital
structure and free cash flow will remain at unsustainable levels, even if its liquidity position and
operating performance improve over the current fiscal year The extension and increase of
Government guarantees are also cited as reasons for the downgrade, given Eskom'’s dependence on
these guarantees in the light of its CCC + stand-alone credit profile, which reflects a greater-than-50%
probability of defauit on its debt.

5.3 Overview of the MYPD methodology

The MYPD methodology comprises two elements disclosure of the requirements and criteria for a
revenue apoplication, and a detailed description of the RCA risk-adjustiment mechanism (see 5 4)
Currently Eskom is operating in year four of MYPD2 ard this methodoiogy will apply for the remainder
of the period. which ends on 31 March 2018 Between Aprii and October 2016, NERSA carned out a
consultation process that culminated in the publication of an updated MYPD methodology that will be
put into effect in Aprii 2018

5.4 Regulatory clearing account (RCA)

541 Overview of the RCA

The RCA is a monitoring and tracking mecnanism thar compares Costs and revenues assumed in the
MYPD ievenue decision made by NERSA 10 actual costs and revenues incurred by Eskom. It allows
for changes in the conditions for sales volumes, identified costs and other items if assumptions made
when the MYPD revenue application was considered to have changed. |f the assumptions differ, the
differences are subject to RCA rules that are informed by the approved regulatory methodoiogy
applicable to the MYPD decision period. This produces an RCA balance that shouid sither be
‘ecovered by =skom (in the case of over-spending) or given back to the customers (in the case of

under-spending)

Once NERSA has determined the RCA balance, a separate process is followed to decide how it will
be liquidarea by adjusting the revenue applicable to future vears

The RCA-mechanism is appiied to every elapsed year and therefore looks backwards. I
refrospectively reconciles the varances between the assumptions upon which NERSA based its
onginal revenue decisions and the actual outcome
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542 RCA FY2013/14 decisicn, 1 March 2016
On 1 March 2016, NERSA made the RCA deaision for FY2013/14 (TABLE 5.1) that stated:

e The RCA balance of R11 241 million is recoverabie from standard tanft customers, local special
pricing agreements (SPAs) and international custorrers in FY2016/1/7

& The amount of R10 257 million is recoverable from standard-tariff customers for FY2016/17 only
& The average taiff for standard-tanff customers shouid be raised by 9.4% for FY2016/17 only

# The amount of R983 million is recoverabie from Eskom's local SPA customers and international
customers for the FY2016/17 only

TABLE 6 : EXTRACT OF NERSA'S RCA DECISION, FY2013/14

NERSA RCA
R millions FY2015/16 implementation FY2017/18
Forecast revenue from tarift customers 183 179 180 070 198 954
MYPD RCA balance 7818 11 241
Contribution by standard customers to RCA balance 7085 10 257
Contribution by all other customers to RCA balance 733 983
Forecast revenue from tariff customers after RCA 170 264 100327 198 954
aqjustment \
Increase in average standard tarnff (c/kWh) 3.32 470
Standard average price after RCA adjustment 79.73 8723 89 13
{c/kwWh)
Increase in average standard tariff (%) 12.59% 94% 2.2%

5.43 RCAFY2013/14 legal process

NERSA s decision on Eskom’s RCA application for FY2013/14 was reviewed by the High Court
judgement handed down on 16 August 2016. The jucge craered that the decision be set aside and
reviewed by NERSA, largely because Eskom had rnot submitted quarterly RCA reports and NERSA
had not alerred the public to the possible adjustment in tariff. Both NERSA and Eskom have been
granted leave to appeal in the Supreme Court of Appeal. As the appeal will likely only be heara in late
2917, the subsequent RCA applications for FY2014/15 (R20 billicn) and FY2015/16 (R23 billion) are
unlikely to be processed by July 2016 The FY2013/14 RCA balance at risk (R11 billion) under appeal
will create a total cumulative cash flow ai risk of approximately R54 billion for Eskom and therefore an
ergsion of approximately R54 biliion of equity from Eskom's baiance sheet in the short term The RCAs
for the two remaining years of MYPD3 are expected to be in tne region of R20 billion a year

Zskom s able to access the debt-capitai markets to make up any shortial! to fuifil its Corporate Plan
commitmeants, but will incur additional interest expense as a rasult, placing the business under further
presslre. Eskom has used equity injections and deot to mitigate low tariff increases in the past

E3x0im has/taken a conservative approach and has not made any allowance for RCAs in the budget,
and will not do so until all iegal chalienges are resolved

5.4.4 Status of RCA submissions and decisions for MYPD3

To aate, the trena in RCAs over the MYPD3 period reflects a growing variance in revenue attributabie
10 lower sales growth than forecast in the assumpiions upon which the MYPD3 revenue decision was
based. as reflected in the forecast for FY2016/17 (Taoie 7- MYPD3 RCA Track Record and Forecast).
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TABLE 7: MYPD3 RCA TRACK RECORD AND FORECAST

Vanance Projected |
RCA for FY2016/17 (year4 MYPD3 Dec Q3 Projections Q3t0c  RCA RCA
of MYPD3) decision YTD Dec 16 Q3 MYPD3 adjustments FY2016/17
Totai revenue, R million 198 035 140289 180323 17712 4 17712
Primary energy, R million 81329 60838 B2 578 1270 -566 1527
Coal 44 245, 32 547 43 422 -823 -A94 -594
OCGTs | 1599 319, 350 1 249, - -1 249
Other primary energy 6327 5220 7302, 975, 375
IPPs | 19269 14373 20746, 1477, 1477
International purchases ! 399 2061 2637, 2238 2238
Environmental levy 9490 6175 8142 1348 -1 348
Nuclear decommissioning i 33
from RCA 2013/14 decision ]
phased in over 10 years |
Nuclear decommissioning 43
'R361 million from RCA
12015/16 decision phased in |
Jover 8 years |
Capital expenditure ciearing = 46 655, ‘ 230 23
account for RCA i 1 !
Integrated demand | - 152, 238 608 197| 412
management (IDM) for RCA ! | i
|Operating costs for RCA (incl. 43 6515 39 234/ 54 10 361 706
lemployee benefits, ; ‘
impairments and other " |
‘expenses)
'$QI for RCA
inflation adjustments 121
| l'otal RCA balance 19 295

Eskom has improved its understanding of the RCA process and is commitied to supmitting fuiure
RCAs timeously every year. For FY20168/17, Eskom has submitted quarterly reports for the first and
second quarters

The MYPD3 revenue decision for the second and third years are higher by at least R20bn (against
Eskom’s audited resuits), culminating in RCA submissions of at least R20 oillion a year when orincipies
are aligned to the NERSA decision for the FY2013/14 RCA. In addition, under the MYPD3
methodology, expenditure for operating cosis were higher than those assumed by NERSA for
purposes of the revenue decision and do not quaiify for RCA purposes. Eskom was therefore obiiged
to fund over-expenditures of approximately R10 billicn a year It is expected that the RCA balances
for the remaining two years of MYPD3 will follow this trend

5.5 Recap of the key assumptions in the FY2016/17 Corporate
Plan

Eskom’s FY2016/17 Corporate Plan assumed an average price increase of 13% for both ~Y2015/17
and FY2017/18. RCA adjustments, as allowed for in the MYPD methodology, were required 1o give
effect 1o the required increase  The FY2016/17 Corporate Plan made the following key assumpticns
around sales growth, costs levels and escalations, and funding profile:
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» Price path. 13%, 13%, 13%, 13%, 10% for the years FY2016/17, FY2017/18. FY2018/19,
FVv2019/20 and FY2020/21 respectively

o Sales growth: Conservative sales growth averaging less tan 1%
e Cost base: Reduced cost-base escalations compared te historical trends

s Cash balances: Adeguate cash baiances in the last twc years of MYPD3 falling to less than
R5 billion for MYPD4 in FY2019/FY21, cash balance after 10 years to be R153 billion

» Funding: Borrowings stretched to RE5 billion a vear
»  Equity: No further eguity injections
» Nuclear: Some development costs included

Sskom's cash and cash equivalent position is forecast {0 be R32 billon in FY2016/17 and marginally
above the break-evenpoint of R3 billion in FY2020/21 (Table 8).

TABLE 8 CASH-FLOW EXTRACT, FY2016/17 CORPORATE PLAN

Q3 Dec
15 Projec
R millions Actual Budget Forecast tions
EY13/14 FY14/15 FY15116 Fy1s1is FY18/17 FY17M38 FY1819 FY19/20 FY20/21
Cash from 23642 27310 33116 36114 45989 46223 53445 86864 101794

operations

Met cash used (2102) (31 360) (46 183) (25002) (42594) (52220) (77 736) (87 884) (95 716)
in financing

acrivities

Repaymeni (8014) (14429) (25035) (10117) (18 354) (19217 (38 227) (40 683) (65 615)
loans ! i ;

- 4 e I S S L im— " ] }

‘nierest paid (13 102) (17 066), (23663) (21 955) (30 4768) (35906) (41304) (46 513) (49 688)
Interest rzceived 2083 1448 1056 1525 2752 2 591 1551 556 654
Cther financing 16410 (1 500) 1224 5 445 1485 656 408 (1229) 18 932
aclivities

Cash available 21 540 {4 050) (7 067) 11 112 3396 (5623) (18127) (1 006) 6 078
for investment

Investment 56461) | (56387). (65413) (631583, (65477), (72:371) (76209) (70532) (55196)
activities ; !

Cashrequired to | (34 921) (60437) (72480) (52471) (62081) (77 994) (94 336) (71 538) (49 118)
fung investment

activities
Net borrowings 44 142 49 500 75002 84774 5846 68680 88134 68350 53312

Movement in 9221  (10937) 3d42 32303 5385 (9314 (26202) (3188) 4 194
cash and casn |

2quivalents

Closing oaiance 19676 3 861 14 034 41 241 37423 28 109 1911 (1276) 2917
cash and cash

equivaients

5.6 FY2017/18 price increase

This section nighlights the regulatory developments since February 2016 when the FY2016/17
Corperate Plan was approved Any reduction in the price trajectory will have a muttiplier effect over
the duration of the FY2016/17 Corporate Plan. The RCA decision for FY2013/14 will result in a price
ncrease of 2.2% in FY 2017718 if no further adjustments are allowed by NERSA

AFP-115



Eskom Holdings Corporate Plan FY2017/18-FY2021/22 Rev 7 Unigue identifier 240-56927206 Page. 57

NERSA s February 2016 price decisions were below Fskom’s forecast price increase for FY20168/17
following the RCA FY2013/14 decision of 9 4% (not 13%, as assumed). It is also anticipated that the
price increase for F¥2017/18 will be 2 2% (not 13%, as assumed) based on the NERSA subcommittee

recommendation made on 7 February 2017.

Eskom has revised its cash-flow position by adjusting DTC1 for these two price factors but maintaining
all other assumptions. As a result, Eskom’s cash pesiticn will be very negative over the MYPD4 period.

In FY2016/17, NERSA granted Eskom an average 9.4% price increase. If NERSA maintains the
allowed revenue in the MYPD3 determination for F¥2017/18 to be recovered over the sales volume
as nad been assumed in the determination for that year, it would result in an average price increase
for FY207718 of 2.2% and a minimum price adjustment of 0.3% for municipalities from 1 July 2017

If Eskom s to recover efficient costs and earn a reasonable return during the MYPD4 period, a
significant price hike of 22.1% will be necessary coming off a low base in FY2017/18, resulting in
volatile =lectricity tariffs. The breakdown of this tariff increase is given in (Exhibit 21).

The halt in the processing of furtier RCA appiications puts Eskom aperations and build programimes
at risk and will have a negative impact on existing agreements.

Exhibit 21: FY2017/8 Price Increase

Achieving volume rebasing and iPPs wili add 8.5% 1o the price
Price impact, %

3 3.
B 5.9%
8.8%
1.5% 14.9% 1.9%
118% 16%
17% L5% [
8.6%
Up to CPI Above CPI costs and Depr, Returns
Adjustmenis cosis increases SPAs, RCA

Saies IPPs SAE Price Gx Opex Price Opex Depre- ReturnsSPAs Label Label Overall
voiumeas before Owii after ciation Price
tebasing Opera-PE CPi Increase

fing
COSIS
changes

5.7 Revenue application FY2018/19

The revenue apolication will be based on the new MYPD methodology that was published on
27 October 2C16. Its implications are summarised beiow

571 Analysis of MYPD methodology

Eskom has reviewed the MYPD methodology at a high level and our interpretations of the material
items are as follows:

RCA palance threshold has changed to 2-4%

The change of the RCA balance threshold to 2-4% suggests that, if the RCA appiication exceeds
R& billion or a revenue ailowance of R200 billion, Eskem will have to make a new application This
implies that Zskom will have to make annual revenue applications, as it will be difficult for NERSA to
grant Eskom the revenue required in the MYPD4 revenue application process in the current economic

L T T R I T Y (TR Y oA o
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taken intc account the current uncerainties surrounding IPPs, nuclear the IRP update, 1EP and their
impact on Eskom, Eskom could submit new applications witnout waiting for the RCA processes ¢
unfold The change in threshold is @ surprise to Eskom, as it was not raised In the Consultation Papei
of the draft MYPD methodology

A new revenue application (for a future year) will not resolve the variances of tne past year to which
the RCA application of more than 4% pertained

Also confusing s the requirement for ‘a nouce and stakeholder comment process in the year in which
the vanaace occurs . This implies that for an RCA ciaim cof less than 4% to be passed througn
corsultation, it must have taken place in the year of originaticn, i.2. before the final audited resuits are
known and before the formal RCA application is made. Itis impossibie 10 comply with this requirement
and this could provide another opportunity for legal challenges.

Sales variances for RCA — no cap

NERSA has removed ine 5% sales-cap variance and replaced it with with a process that allows Esikom
10 motivate for all sales volumes variances. However it is not clear whether — it NERSA does not ailow
a reduction in sales volume for RCA purposes — NERSA will aed back the primary-energy cost that
the reduced volumes had avoided. NERSA has indicated *hat it will review and adjust sales forecasts
closer to the decision daie. This is a positive development

Operating cost variances for RCA - partial symmetrical treatment

NERSA has moved to allow for symmetrical treatment of operating costs. In the case of costs otner
than manpower, the intention seems to be to allow symmetricai adjustment for prudent over -under
expenditure. NERSA has also stated that a sharing mechanism could be introduced 10 deal with the
variances

Manpower-cost allowances will be treated as an incentive mechanism, i e. Eskom will be responsible
for over-expenditure during the year, whiie variances resuiting from changing inflation iales (up of
down) will be factored in. Although this is not siaied, NERSA may allow Eskom to keep the savings
captured from any under-expenditure on manpower (other than varances based on charges in
inflation rates)

It is Eskom's interpretation that the symmetrical treatment of all operating and maintenarnce (O&M)
cost variances allows for adjustment (higher/lower) or non-manpower costs, but not on manpowe:
costs (higher/lower — other than inflation)

Regulated asset base — no Indexation

NERSA has removed the indexation of the regulated asset base (RAB) during an MYPD cycie If this
implies that the RAB is not adjusied annually for the MYPD cycle, it will have a signiticant impact on
the revenue allowed. NERSA's view is that Eskom must orovide an updated RAB for every application
and that there is therefore no need for indexation

However, section 9.3.2 of the MY P4 methodology seems 1o negate the-above: ‘In line with the EPP
full.cost reflectivity with respect to depreciation and return on assets cost recovery will be implemented
over a reasonabie period’, while section 9 4 3 4 of the MYPD4 Methodology implies an over-iiding
prerogative to adjust the RAB values in any event Step four Phase in the DRC on a straignt line
basis over the MYPD4 penod.

if accepted by NERSA, Eskom's strategy to apply for a ene-year appiication will make annual pre-
inaexation less important for that cycle

Regarding the new RCA-threshold of 4%, the new appiication requirement wili ‘allow Eskom the
opportunity to submit a revised RAB vaiue for a future year However this will net compensate for the
failure to use the correct, inflation-adjusted RAB in a prior year

The best outcome would be for Esikom to convince NERSA to use the proper pre-indexed RAB vaiue
for purposes of depreciation. and to make the full revenue acjustment. In order to manage the revenue
requiremant, Eskom will utilise the return on assets as the palarcing variable
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5.7.2 Revenue requirement approach for FY2018/19
Implementing lessons learned from previous applications

During the =Y2013/14 RCA process, Eskom was criticised for its inability tc forecast sales volumes
and for getting operational and cost performance fundamentally wrong. Eskom will ensure that key
assumptions for the next revenue application are more realistic

Understanding NERSA's starting point

For reguiatory purposes it is not enough te compare and exgiain the variances based on year on year
mavements in actual/projected modes. Eskom will ke required to refer to the MYPD3 determination
fer FY2017/13 and then explain the costs movements to FY2018/19

Revenue-requirement building blocks

Allowed revenue is based on the recovery of primary-energy costs, aperating costs, depreciation and
returns — the building blocks of revenue requirement. All four olocks are cash items, including
depreciation and returns that must be coliected in cash because they have to meet the equivalent
cash outflows over the operational life of the asset However as the regulatory formula does not follow
a short-term/annual cash-flow approach. annual discrepancies may arise regarding the cash flow
required to meet Eskom’s short-term debt interest and repayment commitments: In the long term,
these should be covered oy the regulatory formula’s depreciation and returns components. in the
context of a revenue determination that is still being ‘phased in’ to reflect prudent and efficient costs,
short-term cash requirements musi be factored in because of the much-reduced ‘cash buffer’ implied
by prices that do not fully cover prudent and efficient costs.

Eskom’s next revenue appiication will therefore need to address:
* Rebasing of sales volumes

* Rebasing of primary-energy costs

* Aligning 'PPs to costs to Bid Window 4.5

» Rebasing of operating costs

» Reflection of long- and short-term debt commitments (interest and repayments) in depreciation
and returns in the MYPD revenue application

Sales-volume rebasing

Over the antire MYPD3 period, £Eskom’s sales volumes have been much lower than those assumed
in the MYPD3 decision because of the siower-than-anticipated economic recovery. NERSA could not
adjust sales volumes through its regulatory processes 1o reflect current reaiities, and this will occur
duning the revenue application for FY2018/19. Even f reverue is not increased for FY2018/19, the
recovery through a lower sales voiume will result in a price increase. The net impact of this sales
volume rebasing is a 9.4% price increase {(after accounting for primary-energy savings on the lowei
sales volumes). Sales volumes will decline by 30 Twh in FY2018/19 compared to the MYPD3 decision
starting point for FY2017/18.

Assuming the same standard-larift revenue of R198 954 million n FY2018/19 and adjusting for lower
saies will result n a primary-energy saving of R10 820 million based on an average variable primary-
energy production cost of 32c/kWh. In turn, this will resuft in a drop in allowed revenue 1o R158 134
miilion recovered over the lower volumes of 192 953 Giwh, wnich equates 1o a standard taiiff price of
97.5¢/kWh The piice will therefore rise by 9.4% from 89.13c/kWh to 97 5¢/kvh (Table 9).
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MYPD 3 MYPD 3
Rebasing of sales volumes Decision Projections
FY17/18 FY13/19
Standard tariff revenue (Rm) 198 954 198 954
Savings on primary energy due lower (Rm) -10 820
sales
Revised standard tariff revenue after (Rm) 1838 134
lower 3ales !
Standard tanff volumes (Gwh) 223 217 192 953
Standard taiiff average electricity price ~ (c/kWh) 89.13 97.5

Price adjustments for rebasing sales 9.4%
vaiumes .

Alignment of IPP costs to Bid Window 4.5

The MYPD3 decision incorporated IPPs for Bid Windows |, 2 and 3 Between FY2012/13 and
FY2017/18, IPP costs have risen tenfoid from R3 billion 1o R30 billion a year

As the REIPPPP now goes up to Bid Window 4.5, |PP costs will have io be matenally adjusted in
FY2013/19 and passed onto consumers To align with the step change from Bic Window 3to 4.5, 1PP
costs will go up from R23 billion in FY2017/18 (MYPD3 decision) to a forecast R34 nillion in
FY2018/19, equating 10 a step change of R11 billion and a 5.5% price hike. Eskom IPP programmes
{(Short Term Power Purchase Programmes (STPPP) Medium Term Power Purchase Programmes
{(MTPPP) and Wholesale Electricity Prices (WEPs)) will be discontinued prior to the application period.

inciusion of fuil international purchases

in the MYPD3 decision, NERSA inciuded a nei, not gross, cost for international purchases
Subsequently, through the RCA FY2013/14 necision and the rewised MYPLD methodoiogy, the gross
purchases were implemented to set off the inciusion of international revenue Thergtore the prmary
snergy cost base will reflect the change In FY2018/19. This means that international purchases will
increase by R2 billion for regulatory purposes and the electricity price will rise by 1 1%

Rebasing of primary energy

Historically primary-energy costs have been dominated by coal costs, which have grown by 10 3%
while NERSA has assumed cost increases of 4. 5% for the MYPD3 oeriod. DTC1 impiemented stretch
targets, with total primary-energy costs escalating by 6.6% over the MYPD4 period The coal targsts
under DTC1 aiready reflect a 50% improvement in annual cost increases

Rebasing of operating costs

Operating costs comprise employee costs. maintenance ana other costs. For FY2018/19. empioyee
benefit costs (R25 oillion) and maintenance costs (R12 billion) account for about 70% of operating
costs. Historizaily, operating costs have reflected a 10 3% growth in acitual cost escalations while
NERSA has assumed cost increases of 4 5% for the MYPD3 period.

DTC1 implemented stretch targets for operating costs o grow al an average of 2.9% a year To
achieve this, Eskaim reduced its staff by 6 000 and assumed salary escalation rates to be at CPilevels
with past labour negotiations reflecting agreement of akout 2% above CPI

Under the MYPD3 methodology, Eskom was not perm tted to recover higher expenditure for operating
costs, which averaged around R10 billion a year. If this gap is not reduced in the nexi revenue
apolication, Eskom will continue to barrow ta covel vpeiating Costs.

Eskom will be challenged on tre efficiency of its cost base. In order to unpack the movement in costs
from MYPD3 to FY2018/19, for the sake of argument assume that the cost allowed by NERSA In
FY2017/18 as a ‘proxy for efficient’ and this is escalated by inflation. This wili add 1.5% to the price of
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electricity. Generation's primary energy costs will be R1.6 billion (2%) above the MYPDR decision for
FY2017118. This approach allows Eskom to offer a coherent justification for its revenue application

Eskom's key challenge s to justify, explain and defend any cost escalations that exceed infiation
levels. Primary-energy costs, excluding IPPs, increase by less than inflaiion and operating costs
exceed the MYPD3 cost assumption by 8%. The increase is a function of the low cost base ailowed
by the MYPD3 decision in FY2017/18, particularly with regard to employee benefits and corporate
costs. Eskom will also need to explain why these costs have been escalating

57.3 Allowable revenue in FY2018/19
NERSA has supported Eskom’s request for a single- year application for FY2018/19

Based on the reguiatory methodology and the phasing in of percentage Return on Asset, Zskom's
revenue requirement équates to a price path of 27%, 12% and 8% over the period of the appiication
year and the subsequent two years respeactively (Eskom is required to subimit revenue required for the
year of application pius two additional years). While Eskom is not applying for price increases in
FY2019/20 and FY2020/21, this will be seen by analysts, lenders, stakeholders and customers as a
heads up to the MYPD4 which will follow for F Y2019/20 unwards.

I'he breakdown of the 27% tariff increase is shown in Exhibit 22
Exhibit 22: FY2018/9 Price Increase

Price impact, %

S G0 S 4.3%
1.9%
5.5%
119 = 0.8%
55%
9 4%
18.3%
16.0%
Up to CPI costs Above CPI costs and Depr,
Adjustments increases Returns, SPAs
N — 7 L4 __
Sales [PPs  SAE Price  Gx Opex Price Opex Depre- Remwrns S8PAs  Overaii
volumes vefore Cwr PE after ciation Price
rebasing Opera- CPi increase
ing _—I
costs
changes

If the price increase is 8% in FY2017/18, this would resuli in the price dropping to 20.5% n 2018/19

Allowable revenue and price increases

The RADB is determined using the MYPD3 RAB value assumption, factoring In the actual
commissioning dates of :New Build power stations and plants. The delay in commissioning dates
aunng the MYPD3 period will have an impact on the RAB value, as depreciation is calculated over the
fite of an asset from its commissioning date. Eskom has assumed a phasing in of percentage ROA
from 4.16% in FY2018/19 1o 7.96% in FY2020/21

Eskom is revaiuating its assets with the support of Ernst Young and expects to publish the resuits oy
the end of February 2017 The allowable-revenue formuia nas not yet updated the asset base for
these inputs and the impact will need to be considered in the final NERSA submission
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Standard-tariff sales volumes have dropped from 223 217 GWh (FY2017/18) 10 192 953 GWh
(FY2018/19) with returns of R31 billion and depreciation of R29 billion in FY2018/19 (Tabie 10).

Another way to reconcile the price increase Is to consider the DTC1 assumptions that required tariff
mcreases of 13% a year in FY2016/17 and FY2018/19. NERSA graniea just 9 4% (FY2016/17) ana
2 2% (FY2017118) Therefore, the unaer-recovery from the [ast wo years of MYPD3 is 14 4% plus the
DTC1 assumption of 13% in FY2018/19, i.e 27 4% If Eskom were 1o claim the cost refleciive price
(with full 8% RCA + cost recovery) in FY2018/19. the increase would be approximately 43%

Covering debi-service commitments

NERSA will probabiy highiight the fact that Eskom has benefited rom the positive difference between
the allowed retuin and depreciation and the debt and interest payments during the MYPD3 period
(TABLE 5.6) The aifference is R112 billion: R34 billion from lower interest payments and R78 billion
from lower debt repayments.

TABLE 10: DEBT COMMITMENTS UNDER MYPD3

Interest payable and debt MYPD 3
repayments 201314 2014/15 201515 2016/17 201718  window
interest paid 13120 17 10€ 22944 28 439 31249 112908
Interest received -2 047 -1417 1250 -2 202 -2 435 9 351
Debt repayments 2488 15251 11013 15132 13057 4 61941
ActuallForecasts debt 18561 30940 32707 41419 41871 165498
commitments ‘

MYPD Depreciaton 25733 27481 28564 28911 29197 | 139888
VIYPD Returns 23477 26511 26436 27657 33667 137 748
Eskofn cash benefit 30649 23052 22283 15143 20993 112136

This situation will reflect an alinost break-even position over the nexl three yeais, with a cumulative
net shortfall of R19 billion in debt commitments (Table 11) atiributable to returns marginally beyond
interest payments of R4 billion that are linked 10 equity returns. However, the depreciation contribution
is lower than the debt repayments of R23 billion

TABLE 11: FUTURE DEBT COMMITMENTS
interest payaole and debt

repayments 2018/19 2019/20 2029021 Total

Interest paid 37 052 44 208 48 784 130 044
Interest received -857 10 889 22
Debt repayments 20 651 31 649 52 259 114 559
ActualiForecasts debt 56 846 75 847 111 932 244 625
commitiments

MYPL Depreciation 28677 30 381 31 966 91 024
MYPLC Returns 30 895 44 490 58 825 134 210
Eskom cash 2726 977 21 144 15 381
surpius/(shortall)

Net interest shortfall ‘ 5 300 292 9 152 4144

Price path 27.0% 12.0% 8.0%
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5.8 Governance model
Reguiation, Policy and Fconomic Committee

I'he Regulation, Policy and Economic Committee i3 a sub-committee of the Executive Committee
(ExCo) that has been established to heip the EXCC make sconomic and regulatory decisions
periaining to NERSA. The committee is accourntable for developing and impiemeniing Eskorm-wide
regulatory strategy with regards to NERSA Specifically, it

» Engages with the Dok and other relevant Government departments on strategic and reguiatory
policy

+  Deveiops and impiements Eskom-wide regulatory strategy and provides input to NERSA on
regulatory rules and methodoiogies. Accountability for each licensee resices with the respective
Group Executive. Licensees may choose fo discuss licensee-specific matters at this committee

@  Approves price applications and review submissions, inciuding MYPD applications, RCA
submissions, reopener submissions and tariff-adjustment submissions ((Electricity Retail Tariffs
and Structural Agreements (ERTSA))

5.9 Conclusion

Low economic growth, the negative outlook from rating agencies, and customer pressure about
affordability and uncertainties in the electricity industry will make it difficult 7or =skom to increase
electricity prices above inflation levels in FY2018/19. As a result, the price of slectncity will not reflect
its cost and this will have an even greater negative impact on Eskem’s financial heaith. However,
regulatory methodology requires several key adjustments to be made

* Sales volume rebasing
* Theincremental IPP volumes procured through Bid Window 4.5
* Rebasing of operating and primary-energy costs

Applying the revenue-requirement formula with a phasing in of ROA will generate a price increase of
27% for FY2018/19. Between FY2018/19 and FY2020/21, Eskom will have to repay R144 billion.
including a peak of R65 billion in FY2020/21

Given NERSA's lack of appetite to increase the electricity tariff and Eskom's debt-service
commitments, DTC2 must focus on capturing even greater efficiencies, savings anc optimisations.
Eskom must grow sales voiumes to offset its enormous fixed-cost base.

However, assuming even the most optimistic sales volume and cost-efficiency outcomes, taritfs would
have to rise by 25-30% over the next five years to increase reserves to meet Eskom's debt-payment
requirements and achieve financial sustainability without burdening the fiscus This would lead to
higher tax rates and put the sovereign credit rating under greater pressure — both of which would be
detri.mental to South Africa’s economy
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6 Independent Power Producers (IPPs)

8.1 Overview

&

Eskom supports that renewables are and wili remain an important elemeni of South Africa’s
anergy mix, and 1s committed to COP21 carbon targets and the country’s re newables programme
A3 at the 31 January 2017, Eskom has connected 3 134 MWs of Renewable IPPs to the gnd and
has purchased energy from 3 051 MW of commissioned Renewable PP projects

South Africa’s power capacity and demand outlook has however shifted since the start of
the Renewable Energy independent Power Producer (REIPP) Procurement Program - the
current contextis one of siowing electricity demand, acceleration of already commissioned coal-
fired power stations and significant improvement in Eskom’s operational performance which 1S
resulting in significant excess capacity.

in this context, it is critical that the IPP programme is rolied out at a cost and pace that
does not negatively impact country and Eskorn both operationally and financially across 4
areas: minimizing total electricity cost for the country, supporting socio-economic development,
maintaining capacity baiance, while aiso delivering emissions targets

Eskom believes that in the short to medium term there are significant risks to introducing
additional capacity to the system without a careful assessment of these dimensions.

Traditional integrated utilities around the globe are experiencing financial distress with the
large scale introduction of IPPs. South Africa and Eskom have the benefit of learning from these
experiences with the ability to avoid a similar adverse ecoromic impact

6.2 |IPP prcgramme summary

The IPP programmes under consideration are all the programmes being developed or to be developed
pursLant to Section 34 Determinations in terms of the Electricity Reguiation Act 4 of 2006. The REIPP
program is inciuded in the IRP 2010 These programimes include

REIPP programme, with a capacity allocation of 14,725 MW, which includes the Small Renewable
Energy Projects IPP programme, with a capacity allocaticn of 400 MW and the Solar Park with a
capacity allocation of 1500 MW

Coal base load PP programme, with a capacity allocation of 2 500 MW
Coal from Cross Border projects, with a capacity allocation of 3,750 MW
Co-generation IPP programme, with a capacity allocation of 1 800 MW
Gas procurement programmes, with a capacity of 3 726 MW

Hyaro-base lcad (imported Hyadro), with a capacity of 2 509

7 388 MW have been procured to date by the Dok I1PP Office, but not all projects have achieved legal
ana financial close. Only the DoE Peaking plants and the REIPF Bw 1, 2, 3 ana one project from BW
3.5 has been signed by Eskom. Eskom signed 5005 MW to date as shown in {Tabie 12)
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TABLE 12: CURRENT iPP PROGRAM FROM FY 2017/18 TO FY 21/22

Numper of MW Number of mw

projects projects
Section 34 programmes {non RE| 3 1018 . 2 1008
Dok peaking (5% if) 2 1005 2 1005
Co-generation Round 1A Ty T
‘Section 34 programmes (Renewable 1PPs) 402 5372 &4 4001
Renewanie iPPs Round 1 28 1425 28 1425
RenewabielPPsRound 2 || E %0 jo i F tod0 o - 19 1040
Renewai)“k;":;!-;s R(;L;r:&é--- N EE ‘]7 ----- 1 5‘57 = N 16 1 435
RenewsbielPPsRound3s gl o0 Wh 100
RenewsbielPPs Roundd BT, O N
ARenewable IPPs Round 4 additional 13 1084 -
S:-;'vall-scale renéwable Round 152 10 49 &
Total . M 105 7388 88 5 008

1 [F388MW - 5005.3MVV) / 7388MW = 304

SOURCE: IPP Office Databook

6.3 Current situation

The successes ot the IPP program to date include the private capital that the proyram has atiracied
10 the sector and the capacity that was deiivered at a time when it was needed by the country have
been recognised.

A report issued on the IPP Programme highlights the conribution of the programme to the South
African economy:

» Foreign Direct investment. The program is only funded 27% by foreign investment amounting to

R53bn of R194bn invested to date — which means that 73% has been funded locally by local banks
— However, see point 5 below which quantifies the additionai cost borne by the South Africa
consumer as IPPs become part of the energy mix at the current high prices

Crealed 32 323 jobs These are gross jobs and not net jobs added to the economy as the impact
of Eskom and assoctated mining job losses have not been factored into this caiculation

Socio-economic development contribution is R256 million. This represents only 0.1% of the total
invesiment of R194 biltion.

Enterprise Davelopmeant contribution is R805 million. This represents only 0.04% of the total
invesiment of R194 billion

11 064 GWh of energy has. been generated by renewable energy source procured under the
REIPPP since the first project became operational (making a 15% to morning and evening system
peak periods). Eskom experience over the past few years was that the contribution from
renewable technology was not close to 15% during any peak hour. Contribution towards evening
peak is from CSP (which is less than 100 MW) and wind which is exceedingly mtermittent and
varies between 50 and 500 MW

The facts indicated above do not measure the trade-offs that the pregramme has had on the macrg
economy and therefare are not refiective of the true cost or benefit to the country and consumer
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Furthermore. South Africa’s power capacity and demand outlock has shifted for the short to
medium term. The current context is one of slowing electricity demand. acceleration of already
commissioned coal-fired power stations, and significant improvement in Eskom’s operational

performance whicn is resuiting in significant excess capacity

Based on current growth expectations ot 0.8% p.a. should the additional |PP Programmes go
ahead, the completion of Medupi, Kusile and Ingula and the combined effect of the approved IPP
power purchase agreements wouid lead to overcapacity on he system.

Eskom's performance has improved and cuirently has between 3000MW — 5000MW of excess
capacity. However, despite reductions In technoiogy costs the existing REIPP programs have
come at a significant premium.

The current prices for REIPPs range from 77 5c/<Wh to 380c/kwh. REIPP prices were significantly
righer in founds 1-3 than in round 4, pusning up the average prices to 218c/kWh (at September
2016).1 By contrast, Eskom’s marginal cost of production from coal amounts to 44c/k\Wh for the
first six months of the year While this is expected fo increase to 52.8¢/kWh over the next five
vears. Eskom's average annual tariff is 81.4 c/k\Wh and renewable energy costs five times as
much as Eskom'’s coal production costs

The premium paid for |PP ocal purchase volumes ransiates intc a total cost o countiy of R102
billion over the 2017/18 5-year corporaie plan period. As the renewable Energy costs aie a full
pass through to the consumer this nas a negative impact on €lecticity prices and ultimately
economic growth

If the IPP Programmes are to continue at the current pace, then e future outivok for ESKOm IS
operationally and financially unsustainable

The Eskom energy supply market share is deciining and will continue 1c aectine f aaditional
IPPs are introduced into the market beyond bid window 4 5.

Eskom s requirement for coal will decrease which wili directly affect the coal industry The
socio-economic impact of closure of Eskom_power stations will directly impact approximately
10,000 people that currently services the power stations. 't will in all likelihood 'mpact the
fivelinood of the various communities and mines in the areas surrounding the affectad power
stations This has not been quantified but couid have a significant impact on an aiready
distressed gconomy

Further environmental commitments made by South Africa in terms of COP21 indicate that all
but 4 cower stations will be decommissioned from 235 tc 2050 which may have implications
on the coal industry. In this plan two power stations are already expected to be
decommissioned

The consegquence of Sskom capacity being displaced creates many inierrelated impacts which
ncludes impairment of power station assets, additional penaities for cost plus mine closuie
and the zarlier decommissioning costs This financial impact totalling potentially R&8 biilion
together with the R54 billion of RCA's ar risk will significantly deplete Eskom equity of R181
billion at 31 March 2016.

According to tne MYPD Methodoiogy assets not in use will be excluded from the reguiatory
asset base wnich will nave an impact on Eskom's revenue determination implying that the
costs, joperating, depreciation and return on assets will be exciuded in Eskom’s revenue
applhication

The further nsk of a significant decrease in Eskom revenue 's the tiggenng of a materiat
adverse conditions clause in current existing loan agreements as a resuit of the deterioration
of the finanaial position of Eskorn that may trigger suspension of drawdown i existing facilities
and accelerated requests for prepayment of existing dett

With the risk of Eskom 1eceiving lower revenues from its operations this will have direct impact
on its ability to generate adeguate cash flows 10 meet its existing deot commitments Eskom
will be placed in '@ position where it would potentally have to tngger the Government
guarantees issued fo current inveslors Based or Eskom’simerpretation, it 1s our view that this
would put the sovereign palance sheet at risk by triggenng potential cross default clauses in
existing loan agieements. The unintended consequences of this is that the GSFA financial
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covenants could be triggered resulting in current contingent liabilities becoming actual
liabilities

The recent Borbet judgement in which the ieamed Judge found that the efficiency and prudency
test must be appiied 1o all IPP costs before and after they are incurred. the ability for Eskom 1o
obtain full cost recovery on the IPP Programmes is urcertain

— This poses a serious risk to Eskom as it puts the entire funding model for the IPP Pragrammes
Into jsapardy The impact on Eskom is that any shortfall created by non-recovery of IPP reiated
costs will have to be borne by Eskom, further impacting its financiai sustainability

— ltis expected that the judicial process wouid need to be finalised prior to NERSA processing
further RCA applications

— This therefore resuits in the processing of 2014/15 (R20 billion) and 2015/16 (R23 billion)
RCAs being placed on hold and this will result in a curmulative cash flow ai risk of
aporoximately RS54 billicn for Eskom. This amount includes the unprocessed applications
currently with NERSA and the R11 billion which was part of the record of decision by NERSA
on Eskom 2013/14 RCA application

Nersa has announced that for 2017/18 Eskom can only increase zlectricity prices by 2.2%.
= IPP costs account for most of the additicnal revenue ‘herefore leaving Eskom with ne
effective increase to sustain existing operations. Adjusting for inflation of 6%. this means
that Eskom effectively has a 6% decrease in tariff
In the 2018/1S tariff it is estimated that PP costs will make up 55% of the Eskom
requested tariff.
The REIPP program enjoys government guarantees to the extent of R200 billion from National
Treasury In addition, the Development Bank of South Africa — a state development bank —
also funas a major portion of the program, which aiso enjoys government support (througn
equity contributions)

in contrast Eskom currently enjoys the benefit of R350 oillion of government guarantees to support
its capital grogramme. . A more effective way to deploy government guarantees should be
sonsidered as the REIPP programme only produces energy on average at abouit 30% of the time

6.4 Short and medium-term cutiook for further IPPs

South Africa’s power capacity and demand outlook has shifted for the short to medium term -
the current context is one of siowing eiectricity demand, acceleration of aiready commissioned coal-
fired power stations, and significant improvement in Eskom’s operational performance which is
resulting in significant excess capacity

While Eskom maintains its long-term support of the country's REIPP programme, it is critical further
IPP are rolled out at a cost and pace that will not nagatively impact the country and Eskom
operationally and financially. I is Eskom’s view that PPAs with (PPs would need to be signed under
the foilowing conditions-

IPP contract structure rieed 1o be cost competitive, 1o rsach more economical leveis of 77c/KWh
or lower. n e icng term, Eskom believes that declining costs of ienewables in SA and globally
will suppoit the electricity price paih that supports economic growth

The effect of approving all PPA’s up io BW4 5 woulid leac to overcapacity on the system under
current demand forecasts of 1%. While the corporate pian targets demand growth of ~1.6%, it
weuld take ~3.3% local demand growih per annum (0 make the fuil additional capacity
development viable for the country by 2030 — which would be the optimum timing for adding
such additional capacity, under that growth scenaric.

The introduction of further IPPs would need to support SA COP21 target agresments, and there
should be no trade-offs in Eskom's role in meeting COP21 (i e, meeting invesiment grade to
finance nuclear, vs signing-on additional IPPs)

Assurance would need to be provided by IPPs or government that shifts in energy mix would have
no significant labour implications; and that alternatives will be provided to affected communities
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6.5 Learnings from global utilities

South Africa has an opportunity 10 learn from the iessons experenced by other counifies on the iole
of renewable IPPs The EU and SA power markets are differentiated by the fact that the EU powei
market is dereguiated with fewer SOEs than in the past and an open buyer market (fransmmission grid
companies that purchase from multiple generators)

However, there are important iearnings for South Africa around the impact of subsidised renewables
on traditional integrated power companies and customers in the EU. For example

e Profits of fraditional integrated EU power companies has declined by more than 60% over the 1ast
5 years as the aggressive growth in renewables rapialy captured market share away from
rraditional integrated coal and nuciear base icad generating companies Furope’s five largest
tragitional integrated power cormpanies- EDF, ENGIE. Enel, = ON and RWE- that rey resented
60% of Curope's electcity capacity in 2008 have collectively lost over EUR 100bn in market
capitalisation till 201 3: each of these ufilities suffered ratings downgrades, (8.g. from 2008 10 2015
EDF went from Aalto A2 in 2015 RWE A1 to Baa3 and E. on from A2 to Baal)

e Over this period the share of renewabies generation (excluding hydro) went from 6% to 16% in
2015 These numbers vary dramatically by country, (e g. in Germany renewables driven power
consumptton accounted for 30% of the total)

e The growth of renewables has not necessarily benefitted the consumer In Germany while
wholesale eleciricity prices, resuiting from a deregulated market structure, declined by 14%
{EURS 2¢/k\Wh 10 EURT7.1c/kWh) at the same time the consumer prices significantly increased
{21%) since the consumer had to pay for IPPs while the legacy system remained. Consurmer
prices developed as follows: 2010 = 23.7 FUR c/kWh, therecf, 2.1 EUR c/kWh being an IPP
surcharge; 2015 = 28.7 EUR c/kWh, thereof 6.2 EUR c/kWh being an IPF surcharge

South Africa faces much the same risk and in the end the cost of stranded assets if carried by South
African consumers: and there are many valuable lessons to be learnt from the evolution of these
markets

e The market for renewables generation has responded exactly as intended by regulators There
nas been an increase of renewables generation capacity based on the guaranteed returns
underwritten by the government

®» Judging by the significant generation over Gapacity Created in many markets, ine level of subsidies
dic not rigorously take into account the dermarid and suppiy balance over ime

e The unintended consequences of the approach have resulted in a significant destruction of
econamic value for these economies simuitaneously transferiing value to owners o generation
renewaole capacity

® This nas not ultimately benefitied consumers because the fotai economic cost of renewables was
not taken into account in launching these programmes  consumer electricity prices have risen
while wholesale prices have declined

in hingsignt, a strategy that adopts a more fact driven and holistic approach io calculating the costs
and benefits of renewables wouid have resulted in a better managea transition that not only achieved
decarborisation goals but aiso delivered reduced energy costs for ail consumers (not just the few thai
can afford the capital outlay for solar PV and at scale storage).

6.6 Way forward

Applying these lessons to the South African context s instructive.

N the snort 1o medium-term (5-10 years), the dynamics and assumptions underlying the original
REIPP have shifted. The country faces slowing eleclricity demand, acceleration of already committed
soal-fired powsr stations and a significant improvement in Eskom's operational performance which is
resulting in a significant excess of generation capacity
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Aading subsidised large scaie renewables generation capacity on top of this will result in an
acceleration of tariff increases for the consumer and stranded assets for Eskom. Eskom is also
nvesting in energy storage technology over the next 5 years in support of this long term commitment
‘0 renewabies

Inthe long rerm, Eskom supports that renewables are and will remain an important eiement of the
energy mix and maintains long-term support for the REIPP program. As the cosls of renewables further
decline and the SA economy shows strong growth, Eskom will fully support growth n renewables in
order to lead the country in reaucing its carbon emissions, while delivering electricity at the most
competitive price possibie. Eskom believes that the assumptions made by the Department of Eneigy
10 suppert the confinuation, acceleration and/or expansion of the |PP Programmes needs to be
reviewed.

Eskom will continue tc engage with goveinment to manage the risks of the IPP. In the 5 year period,
Eskom will connect iPPs for all procured rounds at prices of 77c/kWh or lower in line with the Staie of
Ihe Nation Address by the President. However, this is dependent on Eskom receiving a tariff increase
from Nersa that is In excess of 2.2%. This, Eskom befieves, will snabie the programme to be rolied
out at a cost and pace that will not negatively impact Eskom or the environment. Siower demand
growth and increases in Eskom's own Capacity will create an excess capacity situation for the counts y
Eskom has accounted for this excess capacity situaticn by planning to decommission 2 coal-fired
power staticns by FY2021/22 in order to mainiain a moederate electricity price path. Any additional
IPPs will need to be assessed agamst the holistic benefits it is likely to provide to the £CONomy across
security of supply, electiicity price, environmental benefits and socio-economic tactors.
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7 Financial Strategy

7.1 Executive summary

Eskom's financiai health detericrated between 2008 and 2014 as a resuit of lower demand above-
inflationary cost increases and an electiiCity price that is not cost reflective These chailenges were
amplified by an ambitious capex programme 10 provide much-needed capacity 'n aadition. Eskom
appiied for a 16% price increase while NERSA allowed only 8% for the MYPD3 period (7 Aprtl 2013
to 31 March 2018)

The Board decided to implement a turn-around strategy based on the following three key focus areas
s Improving in Generation plant performance

e Bringing the capital expansion plan in line with the approved costs and ame-line without rmpacing
quality

= improving the financial heaith
As part of the finance turn-around strategy. e following acticns were taken:
e introduced the business productivity program (BPP) with the objective to save at least RE0 billion

®  Obiained suppoit from government through the Government Support package (R23 billion 2quity
injection, conversion of the RB0 billion sub-ordinated loan and providing R350 billion government
guarantees)

e Developed a clear strategy 10 manage liquidity

The BPP program started in 2014 and the cumulative actual savings at 31 Marcn 2016 were R29.0
billion — exceeding the target by R3 1 billion The cumulative projected savings at 31 March 2017.is
R48 2 villion — exceeding the target by R5 2 billion

As a result of these savings and growth in revenue, EBITDA improved from R23 billion n FY2014/15
to R32 billion in FY2015/16, a 37% increase. The improvement in EBITDA resulted in an improvement
of mosi key financial ratios. Cash from operating achities improved by 36% to R 37 oillion The Debt
Service Cover Ratio improved from 092 in FY2014/15 to 107 in FY2015/15 with the Gross Debt f
EBITDA ratio improving from 161 to 11 4 times. Liquid assets increased by 123% fo R39 billion as at
31 March 2016 This was achieved througii an increase n ERITDA; restricting capex and securing
additional funding

The Design to-Cost strategy (CTC 1) was adopted as a continuation of 8PP 1o extract further
efficiencies out of the business. through

e Reduction in primary energy cost, (R12 piliion reduction forecast for FY2017)
e - Restiicting other operating costs tc infiation (R4 billion saving forecast for FY2017)
e 1 Re-phasing capex

itls expected that EBITDA will improve further nis financial year to approximately R40 pillion, an
improvement of 26%. While revenue is expected to increase 7 8% total primary energy ccstis
expected to rediice by 2.3%. Other operaling expenses aie expected tc increase in line with inflation
As a resultof the improvement in EBITDA, the EBITDA margin is expected 10 Increase 3.3 percentage
points to 26%, an improvenent of 17% The financial position is much improved from a few years ago
and 1s expecied to improve fuither auiing ihe planning period The uitimate goai is %0 achieve stand-

aione investment grade by yeat five of the pian
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The FY2017/18 to FY2021/22 Corporate Plan will build on the success of BPP and DTC 1 and aims
to

* Drive further cost efficiencies

o Reduce primary snergy costs by R43 billion over the plan with a view to identify further
opporunities

O Use advanced analytics to reduce costs by R6 billion
O Reduce capex oy R25 billion
o dentify opportunities for private sector participation
e Stimulate demand by ~2.3% CAGR over the five-year pian period

* Reduce reliance on government guarantees, releasing a minimum of R105 billion back to National
Treasury

<ey to solving Eskom’s financial health is to improve the EBITDA margin through a combination of
deiivering on cost efficiencies, increasing demand and attaining a cost reflective price of electricity
Managing liquidity will be a major focus to ensure Eskom's status as a going concern.

This plan reflects stringent top down cost targets. Various initiatives have been set in place to achieve
these stringent targets. Divisional cost targets, including capex, have been set and senior executives
assigned responsibility to meet these targets. Achieving these targets is dependent on Eskom wide
sirategies such as human resources. capex scrubbing, coal procurement and using advanced
anaiytics to identify further cost savings

With the growth seen in IPPs and the moderate growth in cemana, surpius capacity will be available.
This plan takes into account the premature decommissioning of stations (Chapter 12, Generation).

There are risks in the plan, of which the saies growth and price path are the most sensitive in meeting
stand-alone investment grade by FY2022.

In conclusicn, the improvement in financial performance since FY2014/15 gives management
confidence that Eskom is able to continue improving its financial performance and reach stand-alone
investment grade by FY2021/22

7.2 FY2016/17 latest estimate: achievements and challenges

As indicated by the firancial ratic summary (Exhibit 23) anc laiest estimates for the FY2016/17 period
(Tapble 13) the business will achieve above-target financial performance, despite the challenging
vperating environment and 3 price increase of 9.4% oeing awarded against an assumed increase of
13%. This performance s reflective of the concerted effort made by the business to improve
sfficiencies resuliting in cost reduction and increasing cross border sales

EXRIBIT 23: FY2016/17 FINANCIAL PERFORMANCE

FY18/1/ Peifoemance

FBITDA margin, percenioyr Dbt seyvice cover ratic, tiries

168

6 FYI5r

FO {inciuding interest 53 & % of et
percentage o Cash interest cover wes
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TABLE 13. LATEST ESTIMATE FY2016/17

Actual Budget  Forecasi % of
R millions FY14/15  FY45M8 FY16/17 FY16(17 Variance budget
Revenue 147691 163395 180307 176117 . (4190)  98%
Other ncome 4444 2390 3487 1042 | (2445)  30%
Primary energy (83425) | (84 728)  (94986) (B2814)° 12172  87%
Operating expenditure (45449) (49090) (58452) (54099} 4 383 93%
Empioyee benefit expense (25.912)(29257) 5+ (31 410) | (32743)  (1333)  104%
Net impairment (reversal)/loss (é‘ 7—66) (1 170) (681) (1 bU 7) ('.SNZbi)~ 148%
Operating expenses (15771)  (18663) | (26 361) (20349) = 6012  77%
EBITDA 23261 31967 | 30356 40245 9890  133%
Depreciation and amortisation (14 115) = (16531) (20 Qé'i (20 908) 79 100%

axpense

Operating profit (l0ss) before 9 146 15436 9369 19338 9969  206%
net fair value and net finance

cost :

Net fair value gain/(joss) 4117)  (1452)  (2578)  (3813) (1235 148%
financial instruments ]

Net fair value gain/(loss) 1310 997 1675 587 (1 088) 35%
‘embedded derivaiives

Operating profit /(loss) before 6 339 14 981 8 466 16 112 7 646 190%
net finance cost

Net finance income/(cost) 6109)  (7913)  (13920) | (12997) 923 93%
Share of profit of 2quity - 49 43 18 18 N/A

accounted investees 1

Profit/(Loss) before tax 279 7105 (5 455) ARIB3 8 538 157%
income tax expernse (37) (2 488) 1552 (876) (2428) 156%
Loss from discontinued {42) N/A

operations i ;

Profit/{Loss) for the year 200 ' 4817 (3903) 2257 6160  158%

The EBITDA forecast for FY2016/17 is R40 billion, 33% above the FY2016/17 corporate pian target
of R30 billion. This increased EBITDA will be achieved despite a lower than budgeted price increase
(9 4% granted vs 13% budgeted) as a result of measures that were taken to ensure the improvement
in EBITDA as follows:

s Increased export demand as a result of the drought experienced in Southern Africa and a focused
strategy to boost export sales resuiting in R3 hillion additional revenue to partially offset reduction
inrevenue from local sales

» Reduction in primary energy cost of R12 billion, mainly as a result of lower refiance ontha OCGTs
due to improved Generation plant perfermance, savingson coal - despite higher production from
coal — and reduction in production from IPPS

e Reduction in other operating expenses ot R4 billicn

The cost savings more than offset the loss in revenue due tc NERSA allowing a 9 4% price increase
The cost reductions miigated the revenue risk. resulting in an improved EBITDA of R10 billion against
the corporate plan. These cost reductions were achieved without impacting operational performance
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7.3 Operating landscape

The challenging operating environment is expected to continue to put prassure on Eskom'’s ability to
deliver a strong financial performance

Market demand — The continuing siowdown in the economy and the availability of alternarive
energy sources are driving the decline in electricity demand, (refer to section an demand)

Regulation - NERSA has indicated a need to move to an inflationary tariff increase of beiow 3%
ayear This is well below the increase of 13% a year estimated in the FY2016/17 corporate plan
This reduction will create a significant revenue gap of more than RS0 billion over the next five
vears. The decision by the North Gauteng High Court io set aside the F Y2013/14 RCA decision
(reversing the tarff decision of 9 4%) has created further ambiguity in the tariff path and placed
Eskom liquidity under additional pressure. This plan reflects a price spike for ftwo vears of 16%
for FY2018/19 and FY2019/2020 where after the price increase is planned at 8%, with an average
Increase of 9% p a.

Independent power producers — Electricity sourced from 1PPs is increasing at a rate above
demand growth, which is ariving up primary energy expense and displacing Eskom-generated
power. This has a negative impact on primary energy costs as the IPP cost is much higher than
Eskom's coai fleet.

Decommissioning of stations - Due fo the surplus capacity some stations may have to be
decommissioned earlier than anticipated. Provision for decommissioning of these stations was
made but this will result in an immediate acceleration of depreciation to comply with Internationai
Financial Reporting Standards (IFRS). Effectively, the remaining life of these stations are reduced
to zero. Operating costs of these stations will reduce during the decommissioning period as
aclivities are closed out. It was assumed that head count will not be reduced as staff will assist
with the decommissioning and will be absorbed in other areas of the business. There will be an
impact on the cash flow as plant will be dismantled and coal mines rehabilitated this is funded
from the decommissioning provisions raised (o the balance sheet.

New power stations ~ The commissioning of the new power stations, Medupi and Kusile, wiil
increase the cost base as these stations need 1o be staffed, insured and maintained.

Sovereign credil rating — Unceriainty regarding the stability of South Africa, demonstrated by
the threat of a downgrade to sub-investment grade, reduces Eskom’s ability to raise adequate
funding at historic interest rates

Strong implementation governance - The challenging operating environment requires a strong
Impiementation plan and clear governance structures in place to ensure success. The Results
Management Office (RMO) has a clear process in process, more detail can be found in chapter 1

7.4 Credit rating requirements

To mitigate the risk of the sovereign's rating impact on Eskom, the business aims to mprove the
company's financial heaith from the ratings as at 31 December 2016 (Table 14) and meert the financial
fequirements of an investment-grade entity by FY2022 Further detail on the credit rating can be found
in the Funding chapter

TABLE 14: SUMMARY OF ESKOM’ S CREDIT RATINGS AS AT 31 DECEMBER 2016

Rating Standard & Poor's Moody’s Fitch: local eurrency
Foreign currency BB Ba1l -

Local currency | BB Ba1 BT BBB-
Standalone ’ oot b3 B B-

Outiook ﬂ _‘ » Negat}ve l\IégaEve s Negative
Action date 08 Dec 2076 05Dec 2016 | 25 Nov 2016

Affirmanon date 08 Dec 2016 E 05 Dec 2016 25 Nov 2016
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7.5 Five-year financial strategy

cskom has developed a financial strategy to deliver sustainaole financiai performance and addiess
the key concerns raised by the rating agencies The strategy includes

» Customer centricity — Eskom will focus on improving the customer experernce by becoming a
reliabie business partner and ensuring that the customer's electricity requirements are met. As
part of the custormer centricity strategy, Eskom will develop and implement demand-stimulation
inmatives to increase both local and export sales, acnieving an average sales growth of
approximately 2.3% CAGR a year over the plan oeriod

e Cost containment — The drive 1o contain operating costs will continue and be accelerated. The
emphasis will be on primary energy costs (R43 billion, with a view fo identify further opportu nities)
employee benefit costs, maintenance and third-party spend. This will be done without negatively
affecting vperating performance.

» Operational efficiencies - Digital and advanced-anaiytics opportunities will be explored to drive
further reduction in costs. Savings identified in the plan amount to a R6 billion reduction, with
further opportunities to reduce costs under investigation

s Capital and funding - Capital optimisation and scruboing will reduce cash for investments and
drive the required reduction in debt levels. A reduction of R25 billion has peen included in the
Corporate Plan

7.6 Corporate Plan assumptions

The Corporate Plan is anchored on key assumptiors described in Table 15. Details on key ratios,
assumptions and targets are given in Table 15, Taole 16 and Table 17

TABLE 15 CORPORATE PLAN ASSUMPTIONS

Assumptions  Description Key indicators
Macroeconomic GDP ygrowth has siowed in ihe past year PPi -4% a year
factors Low GDP growth places pressure on the industrial sector CP1 ~6% a yeai
and the impact is evident in the decreasing electricity GDP reaching a
demand. maximum of ~2% a
year (World Bank
forecast)
New build Kusile units 1, 2 and 3 and Meaup! 4 and § will be CO dates
dJelivered within the P80 schedule. with P50 costs Capex reduction
iPPs IPP confributions aie aligned 1o bid window 4 5 for those 'IPF costs

IPPs with a price not gnore than 77 c/kWh
Eskom will remain commitied 1o meet and deliver its DoE
IPP programme objectives and imelires

Fleet EAF:PCLF:UCLF will be 80.10:10 by FY2019/20. EAF measure
performance Premature decommissioning of stations will take place |
and life

Regulation Moderate price increases with price ircreases peaking in Tarift increase. %

FY2018/19 and FY2019/20 at 16%. with an average
increase of 3% pa
Environment  The restriction of emissions has been factored into the Emissions measured
oroduction plan:
The business is pricritising environmental raquifements
and the achieving of emissions targers
Sales Sales growth over the five:year period has been Increased sales
assumed to grow at a CAGR of 23%
Local sales (0 8% to 2. 1%)
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Assumprions  Description Key indicators
|Export sales (4 5% to 8%)
The increase in sales is driven by demand stimuiation
initiatives for both the local and export sales

Tariff The tariff assumption for FY2018 has been revised Tariff orofile (Taole 16)
downwards 1o account for the risk from NERSA
determination,
The tariff does not inciude any assumptions on the RCA

Primary energy Coai costs will increase by approximately 7.3% a year | Primary energy
There will be adequate investment in mining capacity oy expense
the mining sector to ensure future security of coal supply |R/ten cost

jthrough impiementation cf the new coal poiicy 'Iuglstlcs cosis
[ The plan is based on least cost dispatch of the coal Heet 'share of cost plus
mines
Opex Normal operatlng expenses lnv.,ludlng uepatrs and lEXhlbIt 32
mamlenance are expected to escalate at CPI, of 8% |Exhibit 33
Manpower Contauung work force numpers without compromising the lHeadcount
‘required skilis ‘Empioyee penefits
Employee benefits costs are assumed 1o increase at !
ICPI+2%

f Income differentiai not included in the plan as it is
assumed to be self runded

Capex Eskom funded capltal expenditure is rorecast to be R300 | ‘ Capex prcnle
billion |(Tabie 16)
Additional capex requirement to be funded through |
pnvale sector par’ucnpauon !

Fundlng |Eskom aims to increase fUndmg to match the capex ‘Funding oprofile
spenda requirements and reduce reiiance on Government (Tabie 16)
guarantees

TABLE 16: FINANCIAL ASSUMPTIONS
FY17i18  FY18/19 FY19/20 FY20/21 FYz1/22 TOTAL

Price escalation 22 16.0 16.0 3.0 &0

% {

JCapex1 Rbilion 622 | 857 931 71.5 568 | 3692
iFundmg level 59 9 70.€ 68.9 499 3G 2 298.4
(incl. cash

:sweep) R billion

7.7 Five-year financial performance

7.71 Key Ratios

Based on the assumptions outlined above Eskom should achieve stand-alone Investment Grade ratios
by FY2022.

1 Includes DoF funded capex — R18 5 aillion, PSP funided capex R50.2 piiiion
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TABLE 17: KEY RATIOS

FY17/18 FY18/19 FY19/20 FY20i21 FY21/22
EBITDA margin, % 172 228 299 337 358
Debt service cover 06 10 1.1 0.9 1.1
ratio, times
FFO as a % of debb 17 3.8 6.6 39 + 116
Cash interest cover, 12 1.6 20 22 26
times
Debt: Equity, times 25 29 30 3.0
Gross debt: EBITDA, 154 TE 81 56 5
times

EXHIBIT 24: KEY RATIOS

FY16/17- FY21/22 Forecast —— Target
Cash interest cover, fimes Debr service cover ratio, ines
#>35 15
26 1 1 i
2 0 19
20
18
o 06
FY16/17 FY1718 FY18/19 FY19/20 FY20/21 FY21/22 =YA6/17 FY12/18 FY18/19 FY19120 FY20/21 FY21722
FFO (including interest) a8 a % of debt, peicenage Debt: equity. fimes
116 of 312 2930 30 39
25
89
20
56
48
||‘
T

16017 FY1718 FY 1819 FY19/20 FY20/2 21/22 FY16/17 FY17/18 FY1818 FY1920 FY20i21 Fralizz

7.7.2 Revenue

Net revenue from electricity sales is forecast tc increase from R 176 billion to R299 bilion, an average
growth of 11 2% p.a.. driven by growth in export and local sales of 2 C% p.a. and the assumed price
path

The demand-stimulation strategy will close the gap of the reducing arff Demand is expected {0
iifcrease by approximately 20 1VWh over e five-year period (Exninit 25)
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EXHIBIT 25: DEMAND CUTLOOK

WA EYAE/17 e 19
3Wh, FY16/17- FY21/22 B Cioss - boidar & ol saies nciuding SAE & GCS intemational)

W Domesiic sales
—
— x> 235 599
293 980 229 830 i

214 334 215 447 218 684

i i ok 1S Ba3
% fi ﬁmﬁ Eaca Eaeas iﬁ-—

FY 16117 “Y17/18 FY18/19 =Y19/20 FY 221 FY2uzz
Q3 Foiecasi

| Sxchding ol sajes

TABLE 18. REVENUE FORECAST

Net revenue | 176 117 180629 211 336 243 334 272633 ? 299 805 11 2%
'R biliion | v

Sales voiume | 214334 215442 218684 223580 @ 226690 235 599 2.0%
'{GWh !

|Average price, 833 84 9 974 | 1117 | 1196 128 9.0%
'c/KWh

7.7.3 Other income

Cther income consists mainly of revenue from subsidiaries and in particular ERI The growth p.a. is
pianned fo be 53% p.a. which will come mainly from ERI. Other operating cost in ERI is growing in
support of this additionai other income. | he net impact will have a positive impaci on EBITDA and net

income
7.7.4 Operating expenditure

A continued focus on cost containment and operational efficiencies is expected to result in a cost
reduction of approximately R53 billion, mainly from primary energy, over the Corporate Plan period

Cost containment is a key component of Eskom's financial strategy. Eskom has developad
programmes. which will deliver long-term sustainable savings, limit cost escalation without affecting
negatively on operational performance. These programmes inciude:

¢ Delivering a total-cost-of-ownership (TCO) based procurement prograrnme on major commodities
=« Containing primary enerqy costs

* Supporting the delivery of manpower productivity thiough skills-based assessments, naiural
artriion and other headcount reduction initiatives and niring progranunes with the aim of reaching
a headcount of 36 746 by FY2021/22 for Eskom company and 45 746 for Eskom group

» Totai group operating expenses, excluding depreciation, are expecited to increase at
aporoximately 8.0% a year to FY2021/22 (Exhibit 26)
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EXHIBIT 26: GROUP-OPERATING EXPENSES BY DIVISION

[} i E
| ]

FY16/17 FY17/18 FY18/19 FY19/20 Fy20/21 Fyr2i/22

R piflion, FY16/17- FY21/22 m Impainnent g Repairs and mainienance Primary energy
B Other Opex M Empioyee henett
pe pioy
Total operating expenses (excl. depreciation, overheads and sundry income)

FYia/17 FY17/18 FY18/19 FY19/20 Fy2oiet FY21i22

A breakdown of the operating expenditure per division is included in the reievant operation plans
A breakdown of the main components of the cost base for Eskom is detailed below

Primary energy

Primary energy comprises approximately 55% of Eskom's cost base Total primary energy costs
inciude Eskom's primary energy costs, the cost of imported electricity and purchases trom IPPs. With
the introduction of further IPPs, it is expected that production from IPPs will grow at 8.5% a year, while
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preduction from Eskom resources will only grow at 1 8% a year, with a total growth in production of
13%p.a

To allow the business to target a lower annual escalation, the Primary Energy division will implement
a number of strategic initiatives, which include

* Assessing cost-plus mine Gapex requirements [0 resoive the recapitalisation backlog and to
enable mine delivery against agreed performance

® Negotiating improvements in fixed-price short, medium anc long-term contract pricing
* Engaging coal contractors proactively, to avoid potential penalties

» Optimising logistics to ensure cost-efficiency improvement

®* Least cost dispatch

EXHIBIT 28: PRIMARY ENERGY COST BY TYPE

R billion, =16/ Fr2122 Eskom Procustion enviomental ey M UMPs
B imoorts

1251

U.]
(S.1%)

286
(28.4%)

21

v 76.2
oy .3
» 3 - ) 60
54.1 56 V_scf 160.4% ) (60.4%}) %
53 2%) (59 8%
{61.0%) .
FY16/17 ¥17/13 FYigiis FY19:20 FY20/2 2112
SWh, FY18/17- FY21/22 K dustion I 1Prs Wl impotis

9375

(3.8%)

238 22 9403
’ 235629 == Eie

410 433 214 141 ¢ 060 217 93¢ 24 (B9
41 i% 89 7%} 50 0% ;
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Primary energy costs are expected to increase at 8 6% p a over the five year period:

e FEskom costs growing at 7.7%

o [PPsat141%

By £Y2021/22 IPPs will account for 6.0% of total production and 28 9% of primary energy cost.
The per unit cost of renewable IPPs declines as new renewable [PPs come in at lower price ;
Further detail can be found in the primary energy operational plan

Employee benefit cost

Eskom HR will moark on a drive to review the operating model to ensure that the right balance of
s«ills and workforce numbers is embedded across the business. Divisions will aim to have saiary
ncreases in line with CPI. Eskom will reduce heaccount to align with the right staff complement for
the busiress (Exhibit 31) The employee benefit cost over the five-year period 1S shown in Exhibit 30

EXHIBIT 30: NET EMPLOYEE BENEFIT COST

X piion. FY15/17- FY21/22

5.
327 322 335 340 342 35.9
FYyie/i7 FY17/18 FY18/19 FY19/20 Fyaoi FY21/22
Net of capitalised ‘abour cost
FTEs", FY16/17- FY21/22 W Compan,
B Subsidiaiies (including labour Brokers
] 53 681 : .
50 873 50 780 P .
= Bl T e
FY168/17 FY {718 FY1819 FY19/20 FY20/21 FY21/22

Q3 forecast

As ver HR pdan
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Employee benefit costs are projecied to grow at 1.5 % p.a. over the planning period with
® Cost per employee growing at 9% p.a for the first year and then CP1+2% (~8% p a) thereafter

» Eskom Group headcount reducing to optimal staffing level whilst maintaining workforce
effectiveness and operational performance

EXHIBIT 32: MAINTENANCE COST

R Giflion!, FY18/17- FY21/22

19.3 19.2
183
17.3

143

FY16/17 FY17/18 FY18/19 FY19/20 FY20/21 FY21/22

i Company spend nefore Group eliminations

Repairs and maintenance

The acceleration of the delayed maintenance has taken piace (this is evident through the increase in
the improving availatility) and the business expects the mairtenance cost to normalise Repairs and
maintenance costs are expected to increase with inflation over the five-year period. The business will
embark on various initiatives to reduce maintenance costs without compromising operational
performance

Refer to divisional operational pians for more information on maintenance strategies
Decommissioning costs

The pre-mature ciosure of stations will result in an acceleration of depreciation in FY2019 in terms of
[FRS wnerepy the remaining useful life of the station is reduced 10 zero. which will have a negative
'mpact on nst income in that year Once the decommissicning brogram starts operating cost
reductions will be achieved

The decommissioning impact on operating expenses will be as follows

R million FY17/18 FY18/19 FY19/20 FY20/21 FY21/22
Decommissioning change - Cost| 855, -l
'37ecdm;msscorilng change - =g 4.n6 i [ -
lInterest | i
j'D<;pre(:l:.-1rion acce[t;ra}ror_ ¥ | | 9592 (164), . (183)! (203)
Opex reduction N B T 0259 (1600)  (2036) (2 397)
Net cost ! ! 9638 (1764) (2219 (2 600)
DeconTr:nssmnlngiprov Cash ‘ ) T (388) (775) (1 163)

Outflow
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Other Operating Expenditure
The following spend is included as operating expenditure
s Professional fees- Audit fees, consultant fees and information technology expenditure
& |nsurance expense
e |pfrastructure operational expense
EXHIBIT 33 OTHER OPERATING EXPENDITURE (AFTER ELIMINATIONS)
R billion, FY18117- FY21/22

185

149

a7 119
109

6.0

FY168/17 FY17/18 FY18/1% FY1812C Fya0i2i FY21/22

Ciner operating expenses is growing at 25% p.a during the planning period. The above inflationary
increase in other operating expenses is as a resuit of a growth as ERI was taskea fo identify non
regulated revenue streams to improve EBITDA. The olan reflects the cost associated with the growth
in EBITDA. The growth in operating expenses in Eskom Company is within inflation

7.7.5 Profitability

ERITDA is planned to increase by 36 4% p.a over the five yeais EBITDA will initiaily drop due to the
2 2% price mcrease, where after it-is expected [0 grow. EBITDA margin will follow a simiiar pattern
and is expected to grow to 35 8% by FY2022

EXHIBIT 34. EBITDA AND EBITDA MARGIN

R pillion, percentage, FY16/17- FY21/22 —— EBITDA margin B EBITDA
35.8%
33.7% e
29 9%
23 1% 228°
1.2 107 2
916
44
402 &0
309

Fyiei7 Fy17/18 FY18/19 “Y19/20 Fy20/21 FY21/22
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EXHIBIT 35. OPERATING AND NET PROFIT

R bithon, FY16/17- FY21,22 W Operaling piofit befors fnaice costs and lax M Net profit
54 7
46.7
¥ I
16.1
B4 79
=5 oy N‘Bﬁﬁr’ﬂ_w .
" -18 1.8
-3.4 .
B.1
n
-150
FY16/17 FY17/18 FY1819 FY19/20 FY20/21 FY21/22

It is expecied that 3 net loss will be realised during the planning period. Depreciation is expected to
grow from R20 billion to R 50 billion as new units of Medupi and Kusile will be placed in commercial
operation. Nat finance cost will grow from R13 billior to R 56 billion as new loans will be taken up in
support of the capital expansion program while the capitalisation of interest during construction will
reduce once units are completed and placed in cormmercial operations. This will have a negative
impact on the net income although EBITDA will reflect a substantial growth.

7.7.6 Capital expenditure

The business has identified initiatives, which will deliver a R25 billion reduction on capital spend over
the next 5 years to FY21/22.

The R25 villion can be attributed 1o the following

e R14 piliion from the New Build programme, Kusiie Units 1, 2, 3 and Medupi Units 4 5 will be
aelivered on the P80 schedule at P50 costs

® Reduction in capital spend due to the decommissioning of assets
» Capital scrupbing of projects

»  Prioritising of projects

*  Projects to be funded through public participation

EXHIBIT 36° CAPITAL EXPENDITURE
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o 75% of cross border Capex will be funded by external investors

DOFE Capex is funded by the grant

7.7.7 Funding and liquidity

 Debt funding of R298 billion (including cash sweep) Is required fo finance expansion
strengthening of networks. N-1 requirements and 2nvironmental requirement

e FFO as a percentage of debt meets the 12% target in FY2021/22 to support an investment-grade
rating in year five of the plan

e The cash-interest cover and debt service cover ratios are both under pressure as the interest and
capital repayments increase The ratios start improving after the initial five-year period

-

The debt: aquity ratio remains high over the tive-year period
» Management of liquidity will be key to the successful delivery of the financial pian
Cash flow drivers

Operational cash flow will snow strong growth over the next five years. Shoit-term liquidity must be
managed closely by:

* Delivering opeiational efficiency and cost efficiency io ensure revenue uplift
& _Managing capex
& Assessing options o re-phase debt reaemptions between FY2017/18 and b Y2021/22

Debt servicing s anticipated 10 increase over the next five years, diiven by incieases in new deot
raised  This will result in higher interest repayments owing 1o debt-service arangements and deb

R billion, FY16/17- FY21/22, Net cash movement B, Opwiaiivnal CasiiFiow . Dabi sesvicing
B iavestmen Casn Fiow B Dex Rased

W O lnamming sash ow
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200
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EXHIBIT 33: FREE-FUNDS FROM OFERATIONS

R bilion, percentage, FY16/17- FY21/22 e =5-0) (iNG1 INtBreSt s a% of debt) W FFO
11.6%

6.6

4.8%

B59.8
3.8° 542

395

19.9 ™ 204

83
FY16/17 FY17/18 Fy1is/19 FY19/20 FY20/21 FY21/22

Optimising finance cost

Net finance cost is calculated as the sum of charges on ocirowings, less the interest capitalised during
corstruction, plus the interest earned on liquidity reserves and the movements resuiting from changes

in the discount rate of the decommissioning provision.

Net finance cosi 1s projected to grow from R13 billion in FY2017/18 to R56 billion in FY2021/22 as

outlined in Exhibit 39

The key drivers of the increase are:

» A reduction in the amount of interest capitalised as assets (Medupt. Kusile and Inguia) are put into

commercial operation
o Growth in the debt requirement to fund the capital plan over the next five years

EXHIBIT 39 ANNUAL NET FINANCE COST

. vnwinaing of discount b rinance cost

. Borrowing capilalised o PPE

B Finance income

FY15/17 ~Y17/13 FY18/19 FY19/20 FY20/21 FY21/22
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7.8 Sensitivity scenarios

Several sensitivity analyses have been performed on the plan to understana the potential impact of
key assumptions and experience not hoiding.

Scenario 1° This scenario assumes a standard tariff price increase ot 6.78% in FY 2018, all other
variables are commaon 10 the base plan

Scenario 2. This scenario undoes the assumption that IPP purchases will be restricted to currenily
contracted plus new contracts within a landing price of 77¢.k\Wh {current vaiues using DOE indicative
prices from August 2015) Cost is increased by approximately R14.7billion over the pericd as
production from coal is switched 1o power acquired from IPP's within BW4 5, again all other variables
are consistent with the base plan.

Scenario 3 This scenario assumes that the average carry cost of debt is increased by 100 basis
points (1%) All other variables are as per base plan scenario

Scenario 4. This scenario assumes that the average growth rate in saies 1s a CAGR of ~0.8% on the
Fv 2017 YE Forecast (down from the ~2% reflected in the base pian). All other variables are
consistent with the base plan scenario

['he graphs below ouiline the impact of these sensitivities on the key financial ratios

EXHIBIT 40: TARIFF INCREASE OF 6.8% IN FY2017/18

Scenario 1: Tariff price increase of 6 78% in FY2017/18 Corporale olan Scenario 1
EBITDA miaigin Debi service coven (atio, limes
2e 3 /4 358 2 3 13
328 o4 ]
. w0
o1y 28 °
08 086
Iquiaity Casn mtesnsi Cover 1ies
298
J 20.3 204 37 205 200 189 19y 209 2

B B B B B e EE R

] FY18/18 FY19/20 FY20rin 2 FY17/18 FY18119 Fy1w20 FY20/2 Fy2i/2z
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EXHIBIT 41: INCREASE IN IPP COSTS

Scenario 2: Increase in IPP costs
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EXHIBIT 43: LOWER SALES VOLUME GROWTH

Scenaio 4 ~0.8% CAGR in saies voiume M Coporaepian M Scenaicd
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Achievemerti of the corporate plan cost containment measure is Crucial io maintain the improved
performance of the key financial ratios. The sensitivity tests illustrate that a slight deviation from the
operating expense budget can have significant risk in the ability of Eskom to move towards investment
grade This implies that management execution of the bi.dget and maintaining targets is crucial for the
financiai success of Eskom.

The implication of a deviation in capital expenditure and an incréase in the interest rate result in similar
autcomes on the key financial ratios. The deviation from the expected outcome in the corporate plan
versus the scenario weaken the ratios and indicators. This highiights the imporance of the business
In executing their targets and outcomes as per the plan

79 Risks

Ihere are several financial risks thal need to be monitored and managed 10 ensure thal the Company
and Group achieve therr financial targeis over the next five years Tabie 19 below outlines the major
financial risks and the treatment plans in place to manage them

TABLE 19 FINANCIAL RISKS AND TREATMENT PLANS

Risks Treatment plan
1 Rating downgrade - s Maintain Eskom status as a going concern through management
Further deteriorating of liquidity

credit ratings of both

Eskom.and the Sovereign e Develop sirategy in conjunction with NERSA, DPE and'N Ito

migrate towards cost eflectivity

e Raiing agency strategy in development that will address key
concerns

» Funding plan has been de nsked
* Provide assurance to rating agencies on price path
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Risks

2  Revenue shortfaii
berween Eskom's
revenue application and
NERSA's determination

3 Saies shortfail with
.expected growth not

frﬂatervalismg

|
4 Increasing input costs

(e g. primary energy,

empioveea benefit)

5 lincrease in capex

g .
|6 Additional other income in
ERI not materialising

7.10Conclusion
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Treatment plan

@ Focus on stakeholder support around tariff path
@ Pursue alternative tor non-reguiated revenue streams
e improve sales forecast accuracy

e [dentify further cost reductions
e Decommissioning of stations
® Rephasing of iPP program

® Slowing down build program

® Target further cost-plus mine improvement beyond mix

s Incorporate social plan

» Re-launch procurement savings programme

® Cost saving decisions based on net benefit (operational impact)

& Early involvement with orgamised labour to agree salary
increases, and staff reductions

a Prioritised list of capex projects to be managed on a quarterly
basis

& Any overruns to be funded off balance sheet or through other
mechanisms

e Ensure that costs are only incurred when other income is
confirmed
e Close monitoring of progress

Successful implementation of the DTC 2 strategy will esuit \n Eskom achieving invesiment grade
ratios by year five of the Corporate Plan and enable Eskom to return a minimum of R105 biliion in
government guarantees to Nationai Treasury Achieving the demand stimulation targets and tariff path
are key to this strategy but the continued focus on cost reduction aids in mitigating revenue related

risks.

Over the past two years the financial performance mproved and this plan reflects the continuation of
tne improvement. This will put £skom on the path to strengthen ts balance sheet
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TABLE 20: ABRIDGED INCOME STATEMENT FOR FY2017/18 TO FY2021/22

R millions
Revenue

Otner income
Primary snergy

Operaring
expenditure

Employee benefit
expense

Net impairment
(reversat)/loss

Operating expenses
EBITDA

Depreciation and
amortisation Expense

Operating Profit
{{Loss) Before Nert
Fair Vaiue and Net
Finance Cost

Net 7air value
gain/(loss) financial
mstumernis

Netl fair vaiue
gain/{loss) on
Embedded
derivatives

Qperating profit
/{loss) before ner
finance cost

Net finance
Income/(cost)
Share of profit ot

aquity - accounted
nvestees

Profit/{loss) before
tax

Income tax expense
Loss from

discontinued
operations

Profiti(loss) for the
year

Actuai
F¥i14/15 FY156/16 FY186/17

147 691

4 444
(83 425)
145 449)

(25 912)
(3766)

15 771)
23 261
(14 115)

9146

(4117)

1310

6 339

(6 109)

49

279

(37)
(42)

200

163 395

2 390
(84 728)
(49 090)

(29 257)
(1 170)

(18 663)
31 967
(16 531)

15 436
(1452)

98/

14 981

(7918)

43

7105

(2 488)

4617

Forecast

176 117

1042
(82 B14)
(54 099)

(32 743)

(1 007)

(20 349)
40 246
(20 908)

19 338

(3813)

(4]
o0 !
~

16112

(12 997)

18

3133

( 876)

2 257

180 629

1571
/89 304
(61 455)

(32 217)

(1019)

(28 219)
30 942
(20 843)

10 099

(3 347)

1673

8 425

(19670)

(83)

(11 308)

3176

(8 132)

FY1718 FY18/19

211 336
2916
{100 630)
(65 580)

(33 465)
(1099)

(31 016)
48 043
(38 040)

10 092

(3716)

7931

28 577)

{ 253)

(20 899)

5862

{15 036)

FY19/20 FY20/21
248 334 272633
3695 5479
(112 560) (117 948)
(65 330) (69 575)
(33958) (34 243)
(1134) {1 202)
(30 237) (34 131)
74140 91 589
{36 270) (43 165)
37 870 43 424
(3260) (2503)
1. 596 748
36 206 46 669
(40 481) (48 401)
( 454) ( BOG)
(4729) (2539
(R385 /23‘
(3394) (18158)
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FY21i22
299 805
8702
(125 067)

(76 273)

(35907

(1263)

(39 103)
107 167
(50 021)

57 146

(2 501)

55 662)

(1179)

1

(2174)

621

{1552)
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Eskom Group Statement of tinancial position

TABLE 21: STATEMENT OF FINANCIAL POSITION

750 693 781 100 783 591

13 646
20914

11314

35 887,

26 496|

197300

18 281/
100 395
896 962
180 530
472 745,

8 203

24 761

46577
25 586/

69 959!
" (267)
51289
17 377

16 359
20914

11945

37 744
28 856

19957
19 731
106 289
936 607
188 103
498 897
6 426
27 216
50 009
43823

45 997

1075
56 760

18 300

22022

20 914
12 262

38 468
30 828

19 881
21011
110 188
948 978
192 704
491013
4667
20735
53 146
46309

46 687

1612
63 B84
19 221

Actual Forecast

R millioins FY14/15 FYISI_‘IG -FY1GI17 FY17118 FY18/19 FY19/20 FY20/21 -FY2|I22 '
Property. plant and | 455977 518036 584660 637395 891 232| | '
equipment !

Future fuel supplies 9079 10502 7745 3406 1149/
Dervauves heid for risk 14 303 27600 20914 20914 20914
management ‘ |

Other non-current assets 20000/ 9337 90471 9222 10194
Inventories 160331 17821 23369 30112] 34452
frade and other 16856 21810 20898 21 838 25 187
receivanies i

Cash and Cash equivaient “g 8g3 M:_;E;4;l 3:.2 00‘7 J?s ;332? 20 330
Othercurrsntassets | 15934 27125 18509 17612 16843
Total current assets 57686 95210 94783 93394 97813
Total assets 557945 660685 717 149 789 332 831 649
Total equity 117 164 180 563 175571 171 190 169 907
Debt securities issued. 277 458' 306 970 353915 394 211 451 488
|Deferred tax liabiiities “ 18154 21000 20867 174420 710447
Deferred income 14055, 15516 17 844; 20054/ 22367
Provisions 31078] 32841 34011, 37424 42936
h{h;;rﬁgn{ur'er'r; liabilities | “Zg 470"‘ ! 28 0—176 347;93 - 50 ’.10_2 2:021
Dept securities issued 19976 15688 16759 34287, 40039
Provisions 9972 11415 8209 6991 1872
Trade and otner payabes | 27984 32319 38032 40678 48178
Oter current liabilites 16703 16357 17448 17352 17394
= T
—,__,:_:L S 4 Ui ey e .a-r._-:.-_ FEE UV ik

AU "t

i AUV VIV

Total equity and liabilities 557 945 660 685 717 149 759332 B31643 396962 935 607

PO L

948 078
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Eskom Group Cash flow statement

TABLE 22° CASH FLOW STATEMENT

R millions

Cash trom Operations
Repayment loans

Debt raised

Interest paid

Interest received

Other financing activities
Cash flows from
financing activities
Acquisitions of property
plant and equipment
Other investment
activities

Cash flows from
investing activities
Movement in cash and
cash equivalent

Closing batance cash and
cash equivalents

Actuai

Forecast

Rev 7

uUnique igentfier 240-56927206 Page 02

FYi14/15 FY15/16 FYi16/17 FY17A8 FY18/19 FY19/20 FYZ0/21 FYz21/22

27 311
(14 429)
4 00
(1;()é4)

1449

(1 502)

17 954

4

©
]

(51 578)
{4 808)

(56 386)

(11127

8 863

37 242
(11 123)
41 052
(22 791)
1 27‘5)

32514

40927
(53 248)
(5 342)
(58 590)

19 579

28 454

46 599
(14 547)
63 847
(28.281)
214¢C
(8829)
14 330

(57 647)
169

(57 472)
3457

32 007

34 885
(24 057)

59 851,
(32 592)
2391

3 966
19 560

(33 887)
19 03a)

(62 621)

(8177) (3 501)

23 B32

i

55 565
(20651)
70 549
(37 819)
2082
13 419
27 479

(86 54%)

20 330

87 063
(31 828)
88 867
(45 003)
| 968
12,581
6 585

(52 999)
(11 250)
(94 249)

(607)

19730

104 198
(62 548)
49 Y64
(48 572)
1893
27 354
{31 909)

(63 485)

(8 576)

(72 D62)

227,

19 957

120 682
(60 754)
39153
(48 809)
1932

4 889
(63 589)

{47 352)
(9817)
(57 170)

(76)

19 881
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8 Funding Plan

8.1 Executive summary

Eskom's Borrowing Programme is to facilitate and execute required borrowings on behaif of the
company and is revised and updated annually in accordance with the Corporate Pian The objective
of the Borrowing Programme is to support the capitai-expansion programme by coordinating annual
funding requirements with associated capital expenditure. Given that certain funding is tied to specific
projects flexibility is built into the Borrowing Programme to adjust annual requirements to meet project
milestones. This flexibility has ensured the successful funding of the capital-expansion programme

=skom continues tc access various debt markets and maintain healthy liquidity leveis, these
successes continue to demonstrate continued investor support to Eskom. To date, Eskom has
successfully secured 97 5 % of the revised funding requirement of R58 billion for FY2016/17 from a
combination of Development Finance Institution (DF1) loars, domestic bond issuances and funding
from Export Credit Agencies (ECAs) FEskom is projected fo close the financial year with liquid assets
amounting R27 4 billion exciuding committed facilities of R6.25 billion, this will mitigate any potential
liquidity risk for the 2017/18 financial year

Eskom’s credit ratings and outlook has been revised dowrwards by Standard and Poor's (BB),
Mocdy's (Ba1) and Fitch Ratings (BBB-). However Eskom was able to execute its borrowing plan for
FY2016/17 in this uncertain credit environment

For FY2017/18 Eskom plans to raise R72 billion of which R12 billion (17 %) is already committed.
Eskom has fargeted to secure additional DF| fundirg currently under negotiation which amounts to
approximately R20 billion by 31 March 2017.This will increase the committed funding to R32 billion
(43 %) for FY2017/18 The key focus areas for the FY2017/13 to FY2021/22 Borrowing Programme
are raising unguaranteed funding within acceptable risk levels, diversifying Eskom’s funding sources
and invesior base, and pricritising the execution of various facilities to bolster liquidity reserves.

Tha factors that have potential to affect the company's ability to execute funding inciude the credit
ratings of Eskom and the South African Government (Sovereign), tariff-regulation uncertainty and
media related issues. Investor and lender sentiment remains constructive and it enabied the
successful execution of the funding for FY2016/17 Eskom will continue to leverage off the improved
business and financial performance of the company fo give effect to the FY2017/18-2021/22
Borrowirg Programme The scheduled investor and lender engagements have indicated that prior
concerns ralated to fiquidity, ioad shedding and delays in the capital expansion programme have been
sufficiently mitigated

The R350 killion in Government Guarantees (GG) supports existing funding of which R253 billion is
committed. The availability period under the Guaranteae Framework Agreement (GFA) expires on 31
March 2017, Eskorm’s application to extend this availability period has been submitted ta Government.
=skom awaits approval on the extension of the GFA

The Borrowing Programme execution strategy ams fo maximise unguaranteed funding sources
through the increasad execution of international bonds, structured products and funding supported by
Export Credit Agencies (ECAs). Eskom will achieve nvestment-grade credit ratios by FY2021/22. this
will enabie the cumuiative release of R105 billion GGs by FY2019/20. The improved financial position
of the business (Chapter 6, Financial Strategy) will also support this strategy and allow Eskom to
secure unguaranteed debt to anchor the Borrowing Programme

8.2 Review of FY2016/17 Borrowing Programme

The pianned funding for FY2016/17 amounted to R5S billion and was subsequently revised to R58
oillion as a result of approximately R10 biflion realised in organisational savings. To date, 97% of the
funding has been secured. The secured funding constitutes the fcilowing:

» R30.3 billion of funding sourced trom DFls. R19 billion worth of loans signed with the African
Development Bank (AfDB), R7 billion from China Ceveiopment Bank (CDB) and the remaining
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& R6 / billion secured rom £CAs was drawn off existing facilities

e R11.5 billion secured from the domestic bond market maniy aitributable to a R1U pillion Eskom
Corporate Note (ECN) domestic private piacement

»  Structured products of R3.3 pillion have been securea through the monetisation of existing Cross
Currency Swap lransactions

e Commercial Paper Bill (CPB) issuances amounted to R4 9 tillion

Table 23 and Table 24 depict the FY2016/17 budgeted funding changes and ine funding progress for
the financial year

TABLE 23: CHANGES IN FUNDING REQUIREMENTS
Funding sources R billion

initial annual funaing requirement 685
Realised organisational savings (10.4)
Revised annual funding requirement 58.1

TABLE 24. FUNDING PROGRESS AS AT 31 JANUARY 2017 - FY2016/17

Funding sources R billion Budgeted Secured

‘Domesric bonds 1186 1156
'étyrucn;red_;.:;roducts swap r‘es—tru-ctdnr-ag 1“.8 33
'DFI financing B 04 303
CA ﬁhancmg 84 6.7
CPBs 6.0 49
Total 58.1 56.7

» The outstanding funding of R1.4 biflion will be secured thraigh the issuance of CPBs durng this
remainder of the financial year

Liguidity reserves

Eskom deems it prudent to mainiain a liquidity buffer that covers an average of three months
organisational casn flow requirements. As at 31 December 2016, Eskom had liuidity reseives of
R27 4 billion and this excludes committed bank facilities of RE 25 oillion which serve as further support
to the liquidity buffer

Current funding costs

Eskom'’s chosan funding saurces bear varying finance costs and tenors, which are affected by several
internal and external factors. Global and domestic macro-conditions, including the performance of
emerging market counterparts have affected associated costs with accessing the various funding
miarkets.

Eskom funding costs have graduaily increased and include a olend of fixed and floating rates: Given
that fixed finance costs provide better hedging of interest rate exposures, currently 80% of finance
costs are fixed. The increase in cosis can be atiributabie 10:

o Delays in delivering the capital-expansion programme and associated cost overruns
» Maintenance and performance of existing generation fleet

»  Sub-investmeni-grade credit rating

» Unfavourable tariff awards and subsequent revenue shortfalls

»  Decrease in electricity demand
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» Reliance on government support
» Increasing leverage position

The cost of funding during the Borrowing Programme period, is caiculated by dividing the finance cost
by the average debt and borrowings outstanding for each financial year The calculation considers the
impact of Cress Currency Swaps (CCSs) used to hedge such debt and borrowings but excludes costs
associated with Forward Exchange Contracts (FECs?

Although the cost of funding is showing an upward trajectory, (Exhibit 44), as the costs of new debt
facilities are more expensive than historical debt, these costs are expected to remain between the 10
to 11% range. The irajectory of these finance costs will be influenced by Eskom's improved financial
performance and a greater revenue pool to support capital expansion in place of debt.

EXHIBIT 44: FINANCE COST PROJECTIONS
Percentage, FY17/18 - FY21/22

“ 109
10 4 7

9.8 10.0

EY17/18 FY18;1 9 FY19/20 FY20/2i Fyzi1/22

Utilisation of Government Guarantees

The Guarantee Framework Agreement (GFA) of R350 hillion was appreved to enhance Eskom's credit
rating and facilitate the funding required to complete the capitai-expansion programme. The decision
supporting the utiisation of guarantees takes the follcwing points into account

» Bank mandates and credit rating considerations do not allow access to funding without provision
of guarantees

» Domestic markst investors have mandates that preclude non-investment-grade-rated instruments.

R253 villion of the GG has been committed as follows (Exhibit 45)

» R34 billion utilised for existing funding which includes R75 billion drawn from DF| funding and
R109 oillion issued from the Domestic Multi Term Note (CMTN) programme

»  RBY billion is committed for existing funding with future drawdowns of R28 billion from DFis and
R41 billion for future CMTN issuances

Eskom has R97 billion worth of availabie GGs to use for future fransactions. Currentiy GG transactions
under negotiation amount to R32 biflion, the applications for e utilisation of these GG3 have been
submitted to Covernment. This demonstrates that there are sufficient GGs availaple to facilitate the

execution of this funaing during the borrowing pericd.

Civen the focus in the current Borrowing Programme Eskom will execute unguaranteed funding thus
arasticaily recucing the utilisation of the GG during the funding period

Eskom classifies the utilisation of the Government Guarartee in four sections
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1. Utilised - This inciudes loans and bonds currently drawn. Outstanding bonds issued under the
DMTN programme are also included here

2. Committed - This includes transactions that have a signed GG agreement in place. The DMTN
programme is also inciuded here.

3 Urder negotiation — This includes transactions with GG-utihsation applications sent lo the
Depariment of Pubiic Enterprises (DPE) and National Treasury (NT) as at 31 December 2016 A
portion of the GG amount has been reserved for these facilities

4. Guarantees available for future transactions — This is the residual balance that remains
unutilised and unallocated and may be utilised for future transactions.

EXHIBIT 45: UTILISATION OF GOVERNMENT GUARANTEE

K hilticn Utliisea COmMIea but 1ol yet grawnaown Jnaer negotatio

Use of Government Guarantee

350 263
g7
15
Total Government Committed! Avaiiable Under negotiation Remaining
Guarantee available
{ %184 pillion of the R253 billlon committed fias been utilised

The availability period under the GFA expires on 31 March 2017, Eskom’s appilication to extend this
availability period to 31 March 2023 has been submitted to Government for approval The extension
of the GFA availability period will be approved before the expiration cf this availability pariod

Eskom debt

As at 31 December 2016 the total net interest bearirg cebi from the various domestc and Internatonal
funding sources amounted to R340 billion Government-guaranteed debt currently constitutes 54 % ol
Eskom's total debt (Exhibit 46)-and includes only the drawn portion of the loains and outstanding GG
domestic bords  The undrawn portions of the loans and unissued bonas are included in the committed
GO amount of R253 hillion.
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EXHIBIT 46: NET INTEREST BEARING DEBT

R bithon, FY16/17 B Non-Govemment guarantesd || lf Govemmani guaranteed

Nei interest bearing debt as at 31 December 2016

Government

guaranieed’

Foreign bonds | 61
Other domestic funding
ECA?

DF| Funaing

Structured
products

Net Interest bearing debt 540

The existing debt composition supports the existing funding execution strategy with underweignt
balarces in unguaranteed debt including foreign bonds, ECA-supported funding and structured
products. The current Borrowing Programme executicn strategy aims to escaliate borrowings in these
funding markets.

Existing debt maturity profile

Eskom’s debt-repayment profile is reiatively pressured in both the short and long term as there are
maturities that extena from 2017 to 2043. The debt repayment peaks in FY2021 with the redemption
of the outstanding USD 1.75 billion international issuance. The revised strategy will prioritise longer-
term funding o suppon the shon-term debt maturities and alleviate debt-repayment risk

EXHIBIT 47. DEBT MATURITY PROFILE
R billion FY16/17 = Jomestic tunding reigh tunding

Debt maturity as at 31 December 2016
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As at 31 Dacember 2016, the average life of all deot and boirowings was 8.29 years Of this, the
average life of Toreign debt is 5.72 years and domestic debt is 1041 years

he shorter average life of foreign debi is reflected n the higher foreign dedl repayment in the firstten
years, when compared 1o the domestic debt repayment in the same period Ihe foreign bonds
represent a farge portion of this debt repayment as most of foreign bonds are expected to mature over
the ten-year horizon The shorter-term maturity profile ot foreign ponds is characteristic of issuances
done in foreign markets, where the markel preters shorterterm notes, usually between five and ten
years. Eskom is however aple to raise bonds with ionger maturities in the domestic market, which
alleviates debt repayment pressure and optimises repayment of the debt across a number of years

Foreign cuirency

Approximately 50% of the outstanding debt as at 3* December 2016 is denominated in foreign
surrency This also constitutes 68% of maturities aver the funding period.

TABLE 25: FOREIGN AND DOMESTIC FUNDING REPAYMENT

R million FY17/18 FY18/19 FY19/20 FY20/21 FY21/22
Foreign Funding 7613 9013 15 160 27315 9 453 68 554
Domestic Funding 3719 2478 10 684 4 304 11 754 32 940

This exposure has been duly hedged utilising Forward Exchange Contracts (FECs) and Cross
Currency Swaps The Euro, Yen and U.S dollar remain the largest hedged exposures, (Tabie 25)

TABLE 26: HEDGED FOREIGN EXCHANGE EXPOSURE
Cross Currency

Currency FECS C&O FECS Debt Swaps Total Hedged

AUD 2 I 2
CAD " | 3
CHF 3 ' 3
EUR 887 1740 1268 3896
GBP 20 20
PY 167 9912 10079
NOK 2
SEK 240
UsD 225 155 5 542 5922

Since the 2007/8 financial crisis, the ZAR exchange rate has weakened substantially following broad
based emerging market sell-off. The ZAR further weakened in subsequent years because of weak
domestic fundamentals, weak domestic expansion, benign consumer demand, wide current account
and fiscal deficits, subdued commodity prices, poor economic performance from trading partners
amongst others. Most recently, the ZAR recovery has been largely influenced by favourable investor
sentiments because of Brexit, rating's downgrade reprieve and withdrawal of charges aganst the
Minister of Finance. The newly elected President of the United States (US) has signed a number of
axecutive orders that support growth in the US which has subsequently lifted commadity prices with
oositive impact on the ZAR. Stronger USD againsi the EURC has equally lifted the EUR/ZAR
axchange in favour of the ZAR  Currency volatility over the 1ast ten years is shown in (Exhibit 48)
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EXHIBIT 48: NOMINAL EXCHANGE RATE MOVEMENTS

—— USD/ZAR —URZAR
FY07/08 - FY16/17
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it is important to highlight the negative financial impact that this guantum of foreign currency exposure
would have had on Eskom's financial position given currency volatility Therefore, the conservative
hedging strategy simpioyed by Eskom has significantly mitigated potential financial losses

8.3 Borrowing Programme for FY2017/18 to FY2021/22

8.3.1 Borrowing Programme

The primary focus of Eskom's Bofiowing Programme is to raise funding to maich annual capital
expenditure {capex) spend of the organisation

The Borrowing Programme objectives inciude

® Ensuring that Eskom has adequate liquidity reserves to meet ali its operational and capital
requirements by maintaining and managing appropriate cash baiances and committed lines of
credit

= Diversifying Eskom's funding sources and investor base

= Prioritising unguaranteed debt execution with extended matuiities
* Raising funding cost-effectively within acceptabie risk levels

* Managing interest rate, foreign-exchange rate and liquidity risk

The volume of debt per category, set out in the Borrowing Programme, has been based on a
combination of anticipated investor appetite, market depth, funding costs, tenor and phasing of liquidity
requirements,

Eskom currently requires funding of R237 billion over the period FY2017/18 to FY2021/22 (Exhibit
49). This is a R10 billion increase in the funding requirement for the budget period ending in
FY¥'2021/22 compared to the R327 billion period FY2016/17 to FY2020/21
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EXHIBIT 49° BORROWING PROGRAMME - FY2017/18-FY20121/22

R billion FY17/18 - FY21/22 Funding Pla B inrernational Bonds and Loans [l Structured Products(3
£CA financing (2 B Domestic Bonds
B Commercial Paper Bonds M OF! Financing (1)

FY17/18 FY18/19 FY 15/20 Y20/21 FY21/22 Y17/18
FY21/22
Developme: i Fir@ncing 1 fons 2 Sxp I Agencies 3 Structuread Froaucts Hank luars, Sukuks. Refinancing structures and Swap

estructuring

Secuiing unguarantsed funding in the Borrowing Programme for FY201/7/18 10 F Y2021/22 snows tne
changes in funding allocation compared to the previous R327 billion Borrowlng Frogramme to support
the change in this strategy. The current Borrowing Programme shows ncreased allocations 1o
international bonds and ECA backed financing, Exhibit 50. The increase in unguaranieed funding is
anficipated to reduce GQ debt and the current Borrowing Programme shows decreases in domestic
pond issuances and DFI funding allocations. This will release approximately R37 billion of GG,
neluding redemptions and currently available GGs by the end of F v2021/22

EXHIBIT 50 BORROWING PROGRAMMES FY2016/17-FY2017/18 AND FY2017/18- FY2021/22

R pillion. percentage. FY 17/1B funding plan

127

44%

35%

FY16/17 CP 5 year plan FY17/18 CR 5 yeai plan

In order to obtain the funding required, Eskom intends to raise the required borrowings by using a
combination of

& Domestic Bonds
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»  Commercial Paper Bills (CPBs)

& International bonds

e Development Finance Institutions (DFIs) funding
e Export Credit Agencies (ECAs) supported funding

® Structursd funding. which includes balance sheet optimisation structures and other unguaranteed
capital raising structures

Domestic Bonds

Eskom intends to raise R40 billion from the domestic bond market in ihe five year period from
=Y2017/18 to FY2021/22 A combination of auction based issuances and private placements of bonds
and notes will be used to secure the required domestic bond market funding.

Scheduled investor engagements will support the successfll issuance of the domestic bond market
requirement over the funding period. Investors have cited concerns regarding the governance of State
Cwned Companies in particular revenue certainty and further credit rating downgrades. Eskom is in
discussicn with these investors as well as rating agencies to address the concerns raised and create
comfart for greater investor participation in domestic bond market funding activities. The issuance
programme will be a function of the demand for all the existing, fixed and inflation-linked debt. Eskom
will constantly assess the need to issue new maturities across the existing yieid curve.

Eskom has planned to increase the existing R150 aillicn DMTN programme to facilitate the issuance
of additional bonds and short term notes to support liguidity requirements.

Given the achievement of investment-grade credit-rating ratics in 7 Y2019/20. funding in the domestic
pond market will no longer require a GG.

Commercial Paper Bills (CPBs)

E3kom plans to raise R41 5 billion in CPBs over the five-year period The issuance of CPBs remains
critical to support short-term liquidity needs  The CPBs are issued on demand with various maturities
of up to 12 months and add 1o the diversification of issuances n the local markets

CPBs remain a source of funding that does not require utiisation of GGs. The envisaged financial
performance wiil increase demand in this market and allow for greater investor participation as a result
of Eskom’s improved credit strength.

International Bonds

Given the revised funding execution strategy, the budgeted issuance of internationai bonds over the
berrowing period now amounts to R53 billion showing an increase of over 50% from the previous

gorrewing Programme

The internatioral bond market still provides sizeabie funding with the shorest lead-time tc execution
in the international market. Aithough the cost of issuance in this market is higher than other funding
instruments, the market remains a significant pool of liquidity for Eskom; pians are tc opportunistically
access This market every 12-18 months

Invester sentiment 1s the main contributor to the successful placement of international bonds,
messaging to these investors is therefore crucial to ensure adequate support for potential issuance.

The improvement in Eskom’s generating capacity, acceleratea deiivery of the capital expansion
programme and continuded government support has acdressed concerns raised by international
investors. Decreased 'ssuances from South African corporates and other Emerging Market issuers
have increased demand and appstite for instruments that can piovide sufficient yield. Eskom
niernanonal Donds provide this to investors and this will support future issuances.

ssuances will either be off the established Giobal Medium Term Noite (GMTN) programme, through
Stand-aione issuances or private piacements to provide ampie issuance flexibility
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Export Credit Agency (ECA} financing

Eskom intends to secure funding amounting to R58 billion i this market over the five-year pernoc. The
liguidity in ECA banks and the available exporner-country guaraniees, subjsct to eligible content and
application of the new OECD Guidelines for Export Credit to Coal Fired Projects. make this funding
source attractive in line with Chapter 8, Capital Investment Pian, Eskom will utilise ECA tunding on a
retrospective basis therefore providing financing for eligible content to be refinanced under the ECAS
Eskom has established an ECA Framework to utiise this funding source for maintenance and
refurbishment programmes. ECA funding also provides flexibility as it does not require the use of GG

Development Finance Institution (DFI) financing

Eskorn's envisaged borrowings from DFis represent 35% of the Borrowing Programme. Eskom has
executed loan facilities with many DFI1s from Africa, Asia and Europe.

The developmental nature of DFis investment mandates implies support for Eskorr's capital
requirement at low cost in cormparison 1o other commercial and investment banks . it is for this reason
that DF | funding constitutes the largest portion of the Borowing Programme. Although DFls represent
a significant proportion of funding, they are subject to sirict conditions:

« Most DFls require a GG to support their funding
= DFIs support project-specific financing with rigorous monitoring reporting requirements

e There are specific restrictions on ioan proceeds which fund coal-fired power stations. Given that
85% of Eskom generation capacity is coal-fired, future loan facilities from DFis may be limited.

The revision of the GG utilisation strategy still caters for accessing funding from these institutions, as
available GGs will be offered to DF | institutions that require a GG provision

Structured products

Structured products inciude diverse capital market products and solutions offered by investm ent banks
and other institutions. Eskom has undertaken necessary commercial processes to identify potential
funding instruments that will diversify funding sources as it is non-traditional and unguaranteed. These
funding sources alsc have no limitations on the use of proceeds and the instruments are tailor-maae
10 support the existing Borrowing Programme  The axecution of existing funding swaps and other non-
traditional funding sources have been included under this funding item

The funding under negotiation amounting to R157 billion, 47% of the five year funding requirement,
will be commitied in the following two tinancial years. This will ensure greater centainty of the Burrowing
Programme and liquidity

Tabie 27 detaiis the funaing sources for tne five-year planning period.
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R million FY17/18  FY1BM9  FY19/20  FY20/21  FY21/22  Total
Committed and
Signed
DFI financing 27 355 3161 3475 543 0 34534
ECA financing | 2170 5047 1640 0 0 BB56
|Structured products | 2 500 0; 0 0 0 2500
CPBs e ! 05, B 0 B O 0 0 0
Domestic bonds . BRE am 0 0
Total: Committed and 32025 8208 5115 543 0 45891
Signed l 1 !

A, 45% 2% 1% 1% 0% 1a%
Capital and Money
Markets
Domestic Bonds 3000 8 000 8 D00 8 000 8 000 40 000
International Bonds 7000 10000 12000 12000  12000' 53 000
'CPBs 7 500 8 000, B8 000 8 000, 100C0 41 500
TotalSigned | 22500 26000, 28000 28000 30 000! 134 500
- = L 3% 3% 40% 44% 48% 40%
Currently under
Negotiation
'DF financing 12132 24 207 23 708 12 250 12250 B4 547
ECA financing 5023 9 000! 9 000 15 000! 120000 50023
Structured products 0 2430l 3472 8440 8440 22782
Total Under 17 155 35 637 36 180 35 690 32690 157 352
Negotiation

24% 51% 52% 56% 52% 47%

Total 71680 69845 69295 64233 62690 237742

Release of Government Guarantees

he Borrowing Programme prioritises the execution of unguaranteed funding . under an accelerated
Government Guarantee (GG) release programime of R230 billion for the funding period FY2017/18 to
FY2021/22. The two scenarios have been modeiled 1o reflect the impact of this GG refease vrogramme
on the maturity profile GG debt. The modelling implies that Eskom will utilise various unguaranteed
debt sources to repiace guaranteed dept

Scenario 1

Eskom will achieve investment-grade credit ratios by FY2021/22. see Financial Sirategy Chapter 6
this will enable the cumulative release of R105 billion guarantees by FY2019/20, (Table 28), under
this accelerated GG reiease scenaric The existing available GG net of funding under negctiation
amounts to R15 billion, which forms part of the base of GG released in FY2017/18 in both scenarios

Eskom will enable the execution of unguaranteed debi as follows:

*  R20 billion DFI funding, this will be achieved through USD1 5 billion funding that is currently under
negotiation

« Ra35 billion domestic bonds issued through private placements.
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e RI5 pillion FCA sacked loans on existing facilities and new facilities

+ R15 pillion structured products through non-traditional funding sucn as restructuring eligible
primary energy contracts

A minimum of RS pillion working capital structures which inciude debtor and inventory monetisation
Zskom also intends 1o increase the size of this funding over the funding pernod

TABLE 28 : GUARANTEE RELEASE PROFILE - SCENARIO 1

R Million FY17/18 FY18/19 FY19/20 FY20i21 FY2i/22
Opening 15 000 25000 70:000 105 000 125 000
baiance

DFI1 funding ; 20 000

Domestic bonds | 5 000 10 000 20 00U 10 000 105 000
ECA funding 5 000 5 000 5000 :

Structured 5000 10 000 10 000

products

Working capital 5000

Cumulative 25 000 70 000 105 D00 125 000 23C ¢00
guarantee }

released

The accelerated release of GGs in relation to the current guarantee utilisation can be seen in Exhibit
51

EXHIBIT 51: R105 BILLION RELEASED IN GOVERNMENT GUARANTEE BY FY2019/20

R billion, FY16/17- FY43/44 Government_guarantee utiisation Dost the refease

Originat profile of before reiease of Government guarantee
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It Eskom achieves investment grade credil ratios by FY2019/20, a cumuiative release of R220 billion
guarantees can be achieved, Table 29 Eskom will secure unguaranteed debl similar to the debi
secured under Scenario 7 with exception of the domestic bonds which will be secured as follows

& R15C billion domestic bonas, this will imply that ail existing domestic bonds will be unguaranteed,
this will have to be agreed with investors

TABLE 29 : GUARANTEE RELEASE PROFILE - SCENARIO 2

‘Openmg balance 15 000 25 000] 70 000 220 000 230 000
DF| funding | | 20 000| l

Domestic bonds | 5000 10000,  135000]

ECA _funding ] ! ) -*3—606{ N | 5—600; 500}1 o

Structured products L 8 B Bood 10 000, 10 00C

Working capital - i ___—563 |

Cumulative 25 000 70000 2200000 230000 230000
guarantee ! ; |

released }

LN i

The accelerated release of GGs in relation to the current guarantee utilisation can be seen in Exnhibit
52

R bi"l’)P' FY1 6/‘ 7- FY43/44 I 'SOVeInment guarantee Ulisauon post Ne release

M Onginal profile of before release of Government guarantee
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The imporiant considerations under Scenario 1 and 2 are:

Replacing guaranteed debt with unguaranteed debt
Pre-payment ioan covenants

inCreasing unguaranteed debt funding sources
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e Potential changes 1o interest and finance costs
« Eskom will provide no security to all funaing sources
Liguidity management

Eskom will mantain a liquidity bufter that covers an average cf three (3) monins organisational cash
flow requirement: The foilowing strategies have been identified to assistin improving liquidity reserves

e FEskom will execute its Borrowing Programme [0 maintain higher levels of liquiaity through
prefunding

@ {“skom will increase committed funding facilities by R10 - R15 billion

e Maintain flexibility to reprioritise and rephase committed funding

s Raduce the negative carry associated with elevated levels of liGuidity

+ The business requirements and cash flows will be proactively inanaged

he funding requirement contained in the Financiai Strategy, Chapter 6, amounts to =298 billion
Table 30 The Borowing Programme has a funding requirement of R337 billion resulting iIn a R39
billion difference in the funding requirement over the 2017/13 to 2021/22 penod It should also be
noted that the biggest impact of the difference between Borrowing Programme and the Financial
Strategy. funding requirement will be in FY2020/21 and FY2021/22. The Borrowing Programme is
pramised on Eskom achieving tariff increases not in line with the expectation as detailed in the
Financial Strategy

The Borrowing “rogramme will allow Eskom to mitigate liquidity risk as a resuit of lower than expected
tariff increases. The benefit of achieving the expected tariff wiil allow Eskom to reduce its funding
requirement or repay outstanding debt, alternatively maintain righer cash balances

TABLE 30: FUNDING REQUIREMENTS

Funding
Plan
R billion FY17/18 FY18/19 FY19/20 FY20/21 FY21/22 Total

Borrewing 717 69 8 69.3 64 2 62.7 337.7
programime )

Financial 699 70.5 68.9 500 392 298 4
strategy

Differences 18 07 04 142 23.5 39.3

8.4 Credit-rating cverview

Credit ratings assigned to Eskom by the rating agencies (Moody's. Fitch, and Standard anc Poor s)
are critical measurements of Eskom's creditworthiness to investors and various other counterparties
from which Eskom secures funding

Reguiar engagement with rating agencies is critical for Zskom to manage the company's credit ratings
and the reiationships with the rating agencies. These engagements take place through the rating
agencies’ management-review meetings which they conduct bi-annually through their due-diligence
VIsits

Eskom also engages with rating agencies on a quarterly basis through the scheduled meetings. These
meetings provide Eskom with the opportunity to update cradit-ratings agencies and address any
specific issues that the rating agencies may have at the time. in addition to the bi-annual management
reviews and the quarterly meetings, Eskom and the rating agencies engage on an ad-hac basis
whenever there is an immediate issue to be addressed These ac-hoc engagements also enable
Eskom fo comply with rating-agency reporting requirements timeously
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Eskom’s stand-aione craqit rating 1s currently aeemed highly specuiative within the sub-investment
Grade rating marrices. As a Stale Owned Company (SCC). Eskom's credit rating enjoys a substaniial
Uplitt because of impicit and explicit South African Government {the sovereign) suppoit The uplift
also links Eskom's rating to that of credit rating actions taken on the sovereign

The ratings agencies’ most recent Eskom related action ook place in December 2015

TABLE 31: SUMMARY OF ESKOM’ S CREDIT RATING -«
Rating Standard & Poor’s Maoody's Fitch Ratings
oreign currency BB Bat
[Local currency ‘BB to BB- 'Bail BBB
Stand-alone cec+ b3 B-
Outlook ;Negatrve ‘Review for Dewngrade  Stable to Negative
! o Negative
|Acton Dale  © 08 Dec 16 || Li05Dec1s | - loBDecis
Affirmation Date ‘Os-be(:r_;l% E—— 05-Dec-16 o 08—6&:(:.»16 ]

On 05 December 2016 Mocdy's confirmed Eskom's Ba1 ratings and assigned an A2.za national scale
rating with a negative cutlook The rating confirmation reflecis Eskom's ongoing access to funding
which is supported by the government's Guarantee Framework Agreement (GFA)

On 08 December 2015 Standard and Poor's (S&F) downgraded Eskom from ‘BB’ to 'BB-', following
the Sovereign Downgrace with a negative outlook. S&P ratings continue to reflect the assessment of
an extremely nigh likelihoad of government support, but aiso tactors in the continuing substantial gap
between Eskom's stand-alene credit profile (SACP) and its glovai scale rating.

Cn 08 December 2076 Fitch Ratings revised Eskom's outlook from stabie to negative and affirrmed
the rating at ‘BBB-. The revision foliows the Change i autlook or the Sovereign's long term issuer
Default Rating (IDR) trom stabie o negative on 25 Novemoer 2015. The uncertainty around the
approval for the extension of the GFA aiso contributes to the regative cutlook on the IDR and national
long term ratings

Civen the importance of the drivers of Eskom’s credit rating, the company has made significant strides
in addressing the Rating Agencies concerns (T abie 32).

TABLE 32: CREDIT RATINGS - DRIVERS

Ratings drivers Eskom’s position
Eskom's critical role 10 the broader Eskom Is the main eiectricity supplier in South Africa. Security
economy of supply improved and no load shedding is expected

The extraordinary support provided |Eskom is critical to the Government and the economy

by the Govarnment

|
'Fotential risk to the continuance of IGovernment will extend the GFA availability period
extraordinary Government support

‘NeakK business profile, as a result of Ingula peaking staticn has been completed and is in
execution risks an the capitai- commercial operation.
expansion programme jLessons learned from capital axecution have been
§incorporated, and there is an acceferation in construction
T'he New Build programme has been accelerated, with units
|being delivered ahead cf schedule

,Chailenging requiatory environment Cost-containment initiatives are being impiemented to mitigate
and uncertainties around the lower-than expected RCA recoveries and lower tariff
company's future financial trajectory  determinations

in terms of tariff sefting
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Ratings drivers Eskom’s position

L ess-than-adequate liquidity level  Through the execution of the Borrowing Programme Eskorm
will maintain sufficient figuidity through pre-funding initiatives
and committed facilities

increased financial pressure and Cost containment, lower capex . lower debt raising and
weak credit metrics increased demand will resuit in improved credit meatrics

Consequences of credit rating downgrade on existing debt

The existing loan agreements are unaffected by credit ratings actions and agreements with GC
grovisions would not be affected by any further downgrades, this inciudes significant re-pricing and
any pre-payment triggers. In line with existing agreements Eskom intends 10 negotiate future loan
agreemert terms fo be unaffected by ratings actions.

impact of credit rating on funding

The impact of further downgrades of Eskom's credit rating, directly or as a result of a downgraade of
the sovereign, will have a negative impact on the scurcing of the R337 billion funding requirement.

A sovereign downgrade to sub-nvesiment grade will amplify the impact on Eskom as acce to
investment-grade mandates utilising the GG will drastically reduce, despite the availaoility of the GG
access o potential funding will aiso reduce and. where availanle. will be expensive.

e availability and cost of funding for Eskom will be adversely impacted upon by further credit-rating
downgrades. The consequence of Eskom's weaker credit rating will be evident in

» Increased cost and decreased volume of funding availabie for future borrowings

s Decreased nvestor base owing to investorftrustee mandates excluding sub-invesiment-grade
invesiments

e Reduction in lcan tenors

# Investors reguesting stricter loan covenants

» Lack of demand and reduced investor appetite

» inability to roll over or refinance existing exposures
» Increased hedging cost

e Counterpaity banks reducing credit imis 1or Eskom

e FEskom anticipates that its efforts 10 engage sredit-rating agencies and institutional investors
continuously to alleviate concerns, the improved performance of generation fleet and the
sccelerated deiivery of the capitai-expansion programme will greatly contribute to mainiaining the
cuirent credit profile. The achievement of investment grade ciedit ratios will be great consideration
for potentiai credit rating uplifts.
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8.5 Borrowing Programme execution risks

Table 33 highiights ail the factors and risks that will impact on the execution of the Borrowing

Programme

TABLE 33: FACTORS INFLUENCING THE FUNDING STRATEGY

Factor

Investor confidence/
credit rating

‘Regulatory
environment

Unguaranteed debt
'COSts

/Interest rates

Currency movements

Implementation of the
Basel NIl requirements

'OECD guideiines

Business
performance.

Description

= Investor sentiment is vital for securing funding, given the need to access
markets to fund the capital projects. The corporate-governance marters
highlighted by investors, the ongoing investigations by National Treasury
(NT) on some coal contracts, the poiiticai environment of South Africa
and concerns from credit-rating agencies may have a negatve impact on
investor sentiment

'* The uncertainty of tavourabie tariff decisions couid impede the success
of the plannied funding. Revenue certainty will assure investors and
lenders of Eskom’s ability to service dabt obiligations

® Since the revised Borrowing Programme prioritises the execution of
unguaranteed debt, it is important to note that the various adverse
factors influencing Eskom’s credit quality will be priced inta the funding
and most likely increase the cost of funding

e Current prospects of elevated local and international policy interest rates
will resuit in higher and more volatiie long-term interest rates. This will
Impact negatively on the cost of the funding to be raised during the
borrowing period

» The performance of the Rand against the US dollar. in particular, wil
Impact on the cost of debt associated with iocal and international bonds
and loans. The cost of hedging, which is incurred to reduce impact of the
Volatile currency on the current debt, and the additionai debi to be raised
will also be adversely affected.

¢ Access (o pank funding and facilities will be considerably more expensive
as a resuit of the implementation of the new regulatory requirements.

' The new OECD Guidelines for Expoit Credit to Coal Fired Projects

prohibit ECAs from covering projects that do not meei sup critical and
certain super critical coal fired power plants Support for most of the
refurbishment and maintenance projects on the ofd power plants, that
have an eligibie content, 1s at risk

The deterioration in the financial and operationai performance may
discourage investors in participating in the Borrowing Programme



Eskom Hoidings Corporate Plan FY2017/1 8—FY2021/22 Rev 7 Unique meniifier 240-56927208 Page 110

B.6 Conclusion

The funding requirement of R337 billion for the perod FY2017/18 to FY2021/22 1s sizable and it
represents only a R10 billion increase compared fo the previous Borrowing Progiamme of R327 biilion
for the pernod FY2015/17 to £y2020/21 Eskom remans confident that the targeted funding
requirement will o€ achieved. Eskom's approacn is to continue the proactive engagement with
invesiors and lenders {across various sources of funding) to explore opporunities for unguaranteed
funding. This includes DFis who have expressed inierest to expand heir range of financial products
which should anable Eskom to expand existing sources of funding and access a broader range of
nvestors. During the following 18 — 24 months Eskom will engeavour to secure all funding nitiatives
that are currently under negotiation. This will provide stability and confidence tc the business given
the annuai funding requirements.

in acdition the continued improverment in Eskom’s financial and operational performance there should
create sufficient investor appetite and market depth to execute the Borrowing Programme. Eskom will
aiso manage the risks surrounding the tariff increases, Eskom's credit ratings and general investor
and lenaer concerns, this will ensure

+ Eskom has adeguate liquidity reserves to meet all its operational and capital requirements
s High levels of committed funding

s Diversification of funding sources

e The increase of unguaranteed debt

» Funding costs within acceptable risk levels

o Interest rate and foreign-exchange rate risk are adequately managed
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9.1 Executive Summary

In the FY2017/18 pianning period, Eskom continues o have significant capitai requirement to drive
tne completion of the New Build programme which has been acceierated. Focus will remair on the
recovery of the generation assets while balancing the demand requirements of electricity as well as
the completion of long delayed investments in its Transmission and Distribution grid

Changes have been made to the Delegation of Authority (DOA) with regards to the management of
‘nvestment capitai to promote agile pianning by the divisions and to ensure that the business has the
mandate to react to strategic changes more frequently. Governance and controls have been achieved
nrough the formation of a new Group Capiial Integration and Assurance (GCIA) function within the
Finance Division. The function will aim at proviaing a more transparent capital plan through enanling
the business and providing assurance for the respactive capital commitiees to ensure that the Return
on Investment (ROI) of capital projects are achieved. This function will also ensure a centra-led
approach to capital priviitisation and optimisation.

Given the current strategic objective to achieve investment grade in the naxt five years and managing
the current liquidity constraints, the capital pian will be challenged to ensure that ail capital spent is
done efficiently. In addition to this, capital optimisation will be used as a xey lever to remove R25
billion, over the five-year window. to ensure that Eskom achieves its key credit metrics. One of the key
levers is to deliver Medupi and Kusile according to P80 schedule and P50 costs. This willunlock R14.3
bitlion; with majority of the benefit only realising in FY2020/21. The integrity of the existing operations.
future safety and compliance to environmental regulation will remain the objective of the capitai pian,
however capital reduction initiatives will ensure that the same products and services will be delivered
with less capital

Group Capital will be responsible the execution, establishment and develocoment of the olan for
nuclear Capex of R400 million has been set aside for the acquisition of land for nuclear

The capital investiment plan for the FY2017/18& plannming period includes increased aliocarions for
Generation and Distribution, resulting in a slightly higher capitai requirement than that forecasted in
FY2016/17 corporate plan The increased divisional allocations will be used 10 further manage the
asset base to deliver critical maintenance projects.

9.2 Capital project management approach
Eskom's capital project management approach is based on the following key principles to:

®  Provide an integrated view of the capital portfolio with transparency and visibility of projects
and programmes In the capital pipeline

¢ Aliocate Eskom’s limited rescurces efficiently {c programmes that have the greatest alignmeni
to Eskorn's strategic objectives

¢ Drive project optimisation to ensure that maximum return is obtained from projects oy
reducing capital expenditure or increasing revenue 1o oe generated

¢ Perform capital project scrubbing to validate project existence and business cases 10 ansure
the unbiased account of the expected project return

* Improve delivery rigour and agility and ensure early identification of key project risks thiough
focussed oversignt and assurance

The Capital Project Management Approach (Exhibit 53) is underpinned by the project lite-cycle
model (PLCM) (Exhibit 54) that provides functional support for capital projects.
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EXHIBIT 53 CAPITAL PROJECT MANAGEMENT APPROACH
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9.3 Capital governance and assurance

number of major activities with the aim of strengthening

Over the jast year Eskom has implemented &
governance of the delivery of the capital portfoiio. Croup Capital Integration and Assurance (GL IA)
function was established io strengthen and support the capiial investment process and de-risk.the
capital programmes and projects. ot Eskom

Ultimately the aim is to ensure that the overall respor sibility of the capital portfolie lies with the Group
Chief Financial Officer (GCFO). Thus it was important 10 have the new GCiA function report within the
Finance Dwision to be able to act independently and expioit possibie synergles Mis reporting line
change has enapled GCIA to drive maore transparent repc rting and deliver onthe prescribed mandate

Ihe GCiA's prescribed mandate is to provige Capital Assurance and aversignt at a Group level ¢
snsure an optimal return on invesiments in alignment to Eskom s strategic objecuves The GCIA wil
marefore consist of mixture of assurance services aswell as business enablement to provioe Partfoilc
Dptimisation and Capital Project Scrubbing support to the divisions
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GCIA is tasked with delivering a number of initatives in respect of capital in Eskom, inciuding
significant enhancements 1o the Project Life Cycie Meodel (PLCM). In order to fully embed and
maximise the succass of these, the Capital Governance Framework has been established and will be
standardised across the business to ensure that the capitai portfolio is optimally deiivered

The Capital Project Governance is the collective business framework used fo pian and deiiver all
commercial and technical aspects of a capital project |t includes the systematic and structured
processes of the control, oversight and assurance over the selection, development, execution and
benefits realisation of capital projects to ensure a transparent, accountabie, and auditabie oroject
delivery environment. This in turn supports informec decisions, underpinned by strategic insight and
effective risk management.

EXHIBIT 55. CAPITAL PROJECT GOVERNANCE FRAMEWORK

Steuchumes Connbisesl Assinnnee Execution Assucarce Inf rmatim Systems
OrganisationatLeval *  Levels of Defence Business Case approvals ©  Baselinesof Scope, Cost
Structires o Risks and validation and Schedule
i\uﬂ'smteﬁnm +  Project& Programme Baseline Management . ;R:&omory of project

Controls Performance
S:runanca Interactior (CPIAR Management + Key Performance
tween Corporate and E = a Indicators
Operational functions »  Controls across PLCM Confinuonagiralegic :

! " u Stages and Phases alignment ' Monitoringand
Menagement's capability Risk 3 Evaluation
withregards to + Controls acress lanagement Dei of Athority
Governance Programme and Continuousevaiudtion u]legauq?s i
Polieics Portfolic Processes of change rules engine

T . & Tocms of - Controls developedto Strengthe niug of the *  Reportng
Reference in d‘;xmng Deaa address Risks PLOM Docoment Management

«  Control Self = Strengthening of the ¢« Policv monitoring
Asgesyments J[;(.Td.' “or Partfoi::u a::x Assurancesvstem
N Report rogrammes, a
Programme Governance
Gate Reviews Framework (PGF)

In order to address the governance risks of the Capitai Expansion Programme going forward, Eskom
has embarked on a program that will systematical'y implement better Capital Project Governance to
derive maximum benefit and value

In this regard GCIA Intends to address the following gaps:

Developmeant of Conircl Frameworks (ICP3AF}

Tightening up on gaps found in Combined Assurarce

Governance Policy enhancements

Tightening up the Terms of Reference for oversignt committees. including Delegations of Authority

Enhancements/ producing Governance Process maps

Cuiding Gevernance questions for committee members at various stages/phases of project

ifecycles

=nhancing gate review procedures including a combpination of ‘echnical and financiai assurance

Tools and systems to better manage capital allocation and efficiency
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9.4 Capital investment plan

The FY2017118 ten-year capital investment pian will deliver sorme of the current new build generating
capacity on an accelerated P50 plan, an expanded and strengthened transmission gnd electrification
for more South Africans by 2020 and will continue to drive regulatory compliance

The Group Capital allocation remains the largest acress Eskom. and will deliver the following until
FY2026/27 3

» Naw Build programme (Commercial operation of Medupi, Kusile and Inguia) with some units on
acceleratea construction pians

® Fxpanded and strengthened transmission grid which gets Eskom closer 1o N-1 compitance whilst
executing Power Delivery Plan

» Investments into other projects including Kusile Ash Dump. Majuba Silo recovery and rail, Medupi
FGD, Duvha Unit 3, amongst others (more detail provided in Group Capital section)

s Front-end pianning for nuclear, gas and coal The current budget is for predominantly for project
development (R1.5 illion) that is factored into the operating cost and land procurement activities
(RO 4 billion) that s factored into the capital budgeat

The Generation, {ransmission and Distribution allocations will mainily drive invesiments into ensuring
the integrity and reliability of Eskom's asset base by performing maintenance and refurbishments

Over the next fen years, Primary Energy is allocated cagital to do investments into Cost-Plus mines
which will provide Eskom with cheaper coal.

Eskom will aisc invest in projects to reduce particuiate emissions and water consumption, on the
journey towards environmentai compliance

[he breakdown of the current capital investment plan 's outiined in Exhibit 56 beiow. Itis important 10
note that this profile is oefore the capital optimisation initiatives the business will implement

EXHIBIT 56: FIVE-YEAR CAPITAL INVESTMENT PLAN, FY2017/18 - FY2021/22, BEFORE DTC
2
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Refurbishments
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The annual breakdown of the capex per annum is detailed in Table 34 pelow:

TABLE 34: ESKOM FY2017/18 TO FY2021/22 CAPEX PLAN
| | |

Group Capital 3849, 42.44 4006 27.08 17 21 165.28
Medupi R 855 1073 1047 17.46
Kusile © a2 13.02 260, 321 201 44.26
ngula | 0.4 . 0.48
PDP 490 8.20 869 7.52| 984 39.16
Cther GCD ] 805 | 1259 = ! 1104 588 536 43.92
Generation | * 1138 M2 all BN 2ol BN 2s RSt 62 17
Transmission T 287 3120 © 341 1361
Distribution 578/ 720 758 833 984 3972
Environmental | 056 196 466 436 436 | 15.89
Future Fuel | 166 155 1790 215 201 10.06
DOE Grant | 346 3660 383l 4.00 418 1943
Others | 201 218 213 141 158 9.36
'Sub Total (A) 5597 7438 7507 63.77 56.05 335.24
Nuclear Fual 127 .076! 185 086 080 524
(inventory) \ f 3 |

Capital to be funded through private sector partnerships

Cross border 0.70! 2.07 207 3.611 3.61 12.05
Glfadditional | 3181 709, 456 384 347 21.92
‘Concentrated | | 486 310 324  16.20
solar power

{(CSP) storage | 4 ‘ ,

Subtotal (B) | 513 1477, 623, 13sl 788 55.41
Total (A+B) 7110/ 8915 9135 75.12 63.93 390,64

9.5 Current year capital movement

Eskom's FY2017/18 gapital investmeni plan makes increased allocations at the divisional fevel
resufing in a capital requirement higher than that forecasted in the FY2016/17 corporate plan These
increased divisional allocations were to fund sustainability capital to restore the asset base integrity
and reliaoility whiist extending the current smart metering municipal reach Exhibit 57 shows the
composttion of the increase in capital spend for the planning cycie The increase in capital spend is
the resuit of increased aliccations for mainly Generatior, Distribution and Transmission. Eskom has
developed initiatives tc decrease the capital- invesiment pian,with the aim of reducing capital spend
by R25 nillicn aver the next five years
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EXHIBIT §7: CAPITAL MOVEMENT FROM FY2016/17 TO FY2017/18 CORPORATE PLAN
(EXCL. SUBSIDIARIES)
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9.6 Capital projects included in the Capital Plan

Eskom’s capital oortfolio is construcled to support the company’s sirategic objectives. The capital
portfolio and associated capital investment pian for FY2017/13 to FY?2021/22 has been determined by
considering Eskom s strategic objectives (until FY2026/27) while balancing this with the projected cash
flow availability for capital investmenti

In this planning cycle, this first Eskom-wide level of orioritisation identified a capital portfolio
requirernent of X758 90 nillion over the next ten years

The five-year capital investment plan was revised tc align to the DTG 2 cost program and the straiegic
goal of achieving invesiment grade in the next five years Strict targets have been set for the DTC 2
program with R25 biliion of capital saving to be achieved over the first five years

A risk to the current plan s that the budget does not include legisiative capital requirements currently
estimated at R40 billion The R40 billion relates largely to Compliance Projects in the areas of Health
and Safety, Environmental and Regulatory Licencing Requiremeits

Exhibit 58 shows a percentage spiit between projects that are in the development phase
(urcommitted) and those that are in the execution phase (committed)

EXHIRIT 53: PERCENTAGE OF UNCOMMITTED AND COMMITTED PROJECTS

ERA - Committed CRA/DRA — Uncommitted

22%
36%
0y
o 55%
75%
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9.7 Key top-down levers to optimise capital project portfolio

The capital investmeni plan nas set a target of R25 billion of capital savings over the nexi five years
with the objective of reaching investment grade The target will be achieved through different identified
capital levers and the balance will be assigned to the divisions to achieve GCIA has initiated Group
wide capital interventions that will enable the business to achieve therr targets

The specific capital levers have been identified by the GCIA through the alignment of the capitai
investment pian to the corporate objectives. The levers identified are currently being investigated to
ensure the quantification of the target and the opportunity can be realised

The specific levers are the following:
* Acceleration of specific Medupi and Kusile units construction dates
* Alignment to low carbon outlook of ISEP resulting in the stranding of base capital assets
¢ |PP capital limited to Bid Window 4.5 :
* Alignment to production pian dispatch utilisation
= Advanced analytics projected saving for maintenance and refurbishments
e Private Sector Participation in Capital Investment Plan

o Cost plus mines capiial

o Flue-Gas Desulfurisation (F GD) capital

O Maintenance Anaiytics

© Storage Capitai

& Cross Border Transmission

Quantification of the ievers and projected targets is detailed in Tabie 35

TABLE 35: QUANTIFICATION OF LEVERS AND PROJECTED TARGETS

Levers FY18 FY19 FY20 Fy24 Fy22 Total
i1 -0.10 1.40! 8.31 6.20 049 14.30
o A 251 2000 232 287 163 11.33
L3 | ool Teosl | of0 Tom 234 308
e o 094 126 117 1320 639
L5 097 1.36 1.70 2.13 288 9.02
6 0.00 004| 022 143 283 454
L7 082 108 103, 106 108 © 5.00
subTotal | 482 se1 1296 1480 13.06 52 76
s i 386 1401 1473 1049 so07l 4917
Total ; 878 2003 27.68| 25.29 19.14) 101.93

L1 = Acceleration of Medupi and Kusile construction dates
L2 = Stranding of baseioad capital assets

L3 = IPP Bid Window 4.5

L4 = Production-plan alignment

L5 = Private-sector participation — cost-plus mines

Lé = Private-sector participation - FGD
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L7 = Maintenance predictive analytics
L8 = Untunded capital private-sector participation

The levers quantified excluding unfunded PSPs will cover just under 81% cf the DTC 2 target however,
the yearly targets are not met within the first two years The first two years thus will be achieved
through business unit targets, which will be enabled through the GCIA Group interventions

9.8 Capital Plan interventions

GCIA has further initiated two strategic Eskom Group initiatives to actively work towards tre DTC 2
saving fargets The initiatives include the enhancement of the currert portfolio pricritisation
methodoiogy and a group wide capital ootimisation project The combination of portfolio pricritisation
enhancement and Gapital Project Optimisation will ensure that the whole project lifecycle is impacted

Both interventions will ensure that the FY2017/18 and FY2015/19 targets are achieved eitner fnrough
deferral or re-phasing of capital projects Lo the latter years of the five-year pan or hard savings Tnrough
capital project scrubbing. A summary of each of the interventions have been included belcw:

Enhancement of the Portfolio Cptimisation Methodology

GCiA performed an in depth analysis of the Portialio Managemernit processes across the Groupd and
has found that there are some shortcomings and inConsistencies across the business tnits. This
information was utilised to define the scope for an enhancement project that is aiming 1o estaplish the
same capability and standardised process across ail business units.

The enhancement of the process is focusing on the alignment of ranking criteria to corperare ana
strategic objectives through the development of a robust objective hierarcny framework These critena
will enable Eskom to better prioritise projects, eliminating projects that do not meet the aoprcorate
giiteria, ensuring DTC 2 targets are met and deveioping an optimal project list to enable capital
optimisation

Project selection within mdividual portfolios will be optimised furtner, considering contribution o value
delivery risk and cash flow over time. This ensures that available capitai is utilised optimally,
eliminating the need for inefficient manual juggling of projects 1o fit within budgetary constraints. The
initial piloting of the capability wiil be performed within the Generation (Technical Plan) and Distribution
divisions as they are material enough in value and proviae the complexity to prove the concept within
Eskoim portfolio environment.

Further to enhancing the current capability, a roadmap was developed ta roil out the fully-fledged
portfolic optimisation capability to the entire portfolio of projects within Eskom.  This will provide for
further optimisation and efficient capital allocation, eliminating the natural oias that exists within the
capital allocation processes

9.8.1 Capital optimisation

Based on the foundation of an priofitised model the capital optimisation project nas been initiated 1o
focus on significantly reducing whole project and in project costs as well as introduce contre:s to avoid
scope, cost and time overruns during execution of scrubbed projects. Tnese capabilities will be
developad over the course of 18 months

A series of “levers” are being utilisec 10 identify potential capitai optimisation apportuniies such as
scope removal, commercial contraciing and procurement improvements, leveraging third party capital
to reduce balance-sheet pressures and deferral or re-phasing The application of these ievers will rot
compromise reliability or safety, and ensure that Eskom doesn't incur any excessive risk

The capital optimisation approach includes the identification of early rewards, and the implermentation
of a structured process to ensure the realisation of identified saving opportunties in a sustainaole
manner throughout the five-year Capitai Plan peried and beyond.
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Further Eskom will establish and introduce a Pubiic Private Rarticipation (PSP) unit within Group
Capital to investigate alternative methods of funding and ensuring that we meet our strategic
objectives. The target for this unit will be to execute in excess of R50.2 billion of PSP structures

The =skom PSP unit will take accountability for the impiementation of the Eskom PSP policy The
objectives of the unit are to explore and impiement the axecution of projects utilising off-balance sheet
structures that would incorporate the private sector This will ensure that key projects not included or
partially included for in the budget could be delivered through partnerships with the private sector, thus
allowing for the incorparation of different sources of funding. These structures could alse provide a
refief to the current Government guarantee framework. Involving the private sector could also provide
a machanism to oetter manage certain implementation risks.

The unit will select PSP candidate projects, and ensure projects progress through the five phases and
jates outlined in the Eskom PSP policy

The PSP unit comprises of multidiscipiinary ieam members {project deveiopers, commercial, contraci
management, legal, finance, treasury etc.). These team members will be working to develop the PSP
candidate projects with the assistance and guidance of transactional advisors, advancing projects
through PSP feasibiiity, procurement, financial close and contract management.

lhe PSP unit forms pait of the PSP operating modei (or PSP factory) that inciudes the peopie,
precesses, tools, governance, standards and informatior. The core PSP team will reside within the
Group Capital Division and will be supported by knowledge arsa experts from other business units
within

A further ooportunity to reduce the burden on the Government guarantee framework would be to look
at the vpportunity for export credit agency (ECA) funding opportunities. The ECA funding is described
in the treasury section of the pian. The following graph shows the ECA potential per business area as
a percentage of ine total spend over the next 5 years. The total ECA potential is approximately 50%
of the capital plan over the next 5 years.

EXHIBIT 59: ECA FUNDING OPPORTUNITIES
Other ECA

" 0%
470

9.9 Business targets

Business targets have been set for each of the divisions to ensure capital optimisation targets are met
These targets are in excess of the R25 billion target totailing R65 billion, in order to ensure Eskom
meets its capital spend targets The business targets were calculaied based on a weighted average
excluding Group Capital Division which was limited tc a reasonable percemage of totai spend. The
ousiness units will be enabled through the capital interventions that is managed through the GCIA
function
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The businass targets (including budgeted top down levers) are the following

TABLE 35. BUSINESS TARGETS AND TOP-DOWN LEVERS

TOTAL i 12.04

12.04

12.96

14.90

Divisions FY2017/18 FY2018/19 FY2019/20 FY2020/21 F2021/22 TOTAL

Distribution 1.01 1.09 2.1C
Eskom Academy ot Learning ! 0.00 000 0.01
Fleet 0.10 7609 0.19
Group Capital Division 4.30 430 893 9.49 34.99
Group Cusfomer Services 0.00 0. 00 c.00
GIT | 0.10 010 0.20
Generation 522 4 56 2.33 3.28 2.22 17.62
PED 0.97 136 1770 213 2.86 9.02
Renewables 0.01 0.01 0.02
Security 0.07 0.10 0.16
Sustainability 0.02 0.3 0.05
Techrology 0.00 0.00 0.01
TXAME 024 0.39 0.63

13.06 65.00
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10 Eskom targets

Corporate Plan and 2017/18 Shareholder Compact KPls and Targets

I'his Corporate Plan was deveioped io align Eskom s performance 1o the FY2017/18 Compact which
sets out the Sharehalder's expectation for FY2017/18 and beyond. Eskom's performance will be
evaluated primarily against the Shareholder's Compact as a whole and the Minister will be provided
with quarterly reports on the progress towards achieving these targets. The achievement of this
Corporate Plan will be anchored through disciplined executior by hard-wiring these performance
indicators and targets in the performance compacts.

The full Corporate Plan provides the detail on how Zskom will deliver on the Compact and other
targets

The Shareholder's Compact may be reviewed if there are any material changes in relation to the 13%
tariff adjustment as per Government Support Package in FY2017/13.
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Key pedform- Key Performance-

ance Areas  lindicator Unit FY17i18 Qi Q4 FY18/13 FY19/20 FY20/27 FY2N2d
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11 Customer Services

11.1Summary of the operational plan

11.1.1 Overview

Eskorn aims to become a customer-centric organisatior that stimulates demand and catalyses South

Africar grewth. n support of these objectives, Customer Services aims to achieve sales growth by
2.1% a year by FY2019/20, and to partner with its customers to address their neads and aspirations

n a context where customers have greater choice and where technology is changing consumption
patterns. Customer Services aims to closely understand its customers’ praferences, and to launch a
setofintiatives that will deliver world-class service along key interaction points — in close collaboration
with other parts of the organization. Driving value through customer outreach is critical in order to help
Eskam’s customers, and the country, achieve the best possible solution for long-term growth

11.1.2 Financial and operational highlights FY2016/17

During FY2016/17 Customer Services delivered several operational and financial highiights

Eskom key care of 105.95% above target of 104%
Customer engagement expedited 2 200 MW of new connection projects in the pipeline

In Soweto B 500 post-paid meters were converied to prepaid meters as at the and of November
2016 against a target of 7 833

In Midrand and Sandton 9 511 smart meters were installed as at the end of November 2016,
against a target of 7 333.

11.1.3 Objectives and five-year targets

= Customer Services has to respond to a changing market which includes the following rends

¢ Bl

Stagnant macro- economic conditions

Growth ot market disruptors, e.g rooftop solar photovolitaic panels that were seen as solutions
10 capacity constraints

Difficuities in executing debi-management strategies, particularly regarding residential and
municipal debt

Custormer Senvices will address these market trends and deliver Eskom's aims through the following
inifiatives

Stimuiate large power user (LPU) demand througn an opportunity pipeline of more than 45
TWh, against a target of 17 TWh

Renegotiate 9 TWh of existing contracts to protect Eskom's baseline
Work with high-growth and low-debt municipalities to increase sales

Improve municipal and other debt collections by~ becoming involved in coilection processes in
municipai areas on an agency basis and re-enforcing credit controls across customer segments

Achieving these strategic initiatives will support Customer Services in dzlivering on the following
targets over the nexi five years. Sales forecasts are shown 'n Exhibit 60 and debt collection targets in
are snown in Exhibit 671
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EXHIBIT 60: FORECAST AND TARGET SALES VOLUMES FY2017/18 - FY2021/22

L 199 335 197 318 198 639 200 792 <01 940 203 526
Existing - e el A Maashall < — d
sales | | i -
forecast’- _ | |‘ | [ B [l

" ) 1 |

vy’ | ! |
| ‘ ! ' LS Il
FY16/17 FY17/18 EYia/ng £Y19/20 FY20/21 FY21/22
Laest
estimate
Target 199 325 200 413 202 678 206 934 211 279 215 116
saies
forecast
FY16/17 FY17/18 FY18/19 Fy18/20 FY20i21 Fyai1/22
L atest
estimate
1 As of December 2016
Debior days - ' 67 7 685 69.5 711 714
municipaiities
Deotor days - | 15.4 15.5 15.2 153 15.3
top cusiomers |
Days ‘
Debtor days - 16.3 16.3 16.2 :
g L 6.2 160 160
LPU
Davs
Debtor days "
) 48.2 48.4 485 486 486
SPU
Da
FY17/18 FY18/18 FY19/20 FY20/21 FY21/22

Customer Services will manage the following key risks by implementing identified treatrment plans:
» Increase in Soweto debt, by converting customers 10 prepaid

» Increase in late payment or non-payment as a result of cefaulting municipalities, by establishing
suitable payment arrangements

e Loss in revenue through non-technical losses by zgularly auditing meters aspecially for
LPUs
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11.2Divisional overview

11.2.1 Mandate

Eskom is in a position to take an active role in growing the economy and suppoiting South Atrica’'s
competitiveness in key industries through delivering reiiabie, affordabie power with a greater focus on
custormer-centricity. Customer Services 1s accountable for 5.6 million customers of which 0.4 million
are served through a conventional credit meter. The division's mandate is to put the customer at the
centre of the business and guide Eskom towards the overall objective of achieving fuily satisfied and
serviced customers. This will be achieved through.

& Ensuring that customers are provided with a world-class experience at primary touch points

¢ Deveioping and implementing an integrated revenue management strategy per priorty segment

¢ Energising the division's workforce, especially the frontline siaff through structureg training
interventions and a conducive work environment

11.2.2 Regulatory environment

Customer Services operates under the Distribution licence and focuses on customer issues that
require attention to avoic any potential penalties from the regulator As a resuit, Sroup Customer
Services needs to comply with the following legisiation

¢ Electricity Regulation Act 04 of 2006 (ERA), in particular Section 21(2), which pertains to the
discrimination between customers or classes of customers. Shouid Eskom viclate this, the
regulator may issue a compliance notice for which the penalty is equivaient to 10% of annual
turnover per day trom the date the compliance note was issuad

¢ National Regulator Specification 047-1, Electricity Supply - Quality of Service (Industry
Standaids), which requires Eskom to provide clients with quotations within specified peroos. This
1§ measured through KPis such as minor guotes < 30 days’ It also requires Eskom, upon request
by the customer, 10 provide meter accuracy requests within 15 working days, anc resolve
cusiomer complaints, enquiries and requests within two weeks

11.3Performance review FY2018/17

11.3.1 Context

Municipal overdue debt has doubled almaost avery year since 2011 to reach the current level. Overdue
debi for FY2016/17 is torecast at R11.9 billion. With current payment levels at 93%, and the
assumption that certain municipalities will take longer 1o honour their current debts, the cutlook s that
of increasing arrears.

11.3.2 Achievements

Despite the challenging environment, the division showed the following achievements during
FY2016/17:

e Eskom, through Customer Services, embarked on a orogramime to stimuiate local demand
through communicating the availability of consistent and reliabie capacity

¢ Customer engagement expedited 2 200 MW of new connectior projects in the pipeline

¢ Medium-term industnal growth was stimulated through targeting specific industries e.g. platinum
and ferrochrome

¢ Eskomn converted 3 500 postpaid meters o prepaid meters in Soweto
* Ebskominsialled 9 511 smart meters in Midrand. and Sandton

® Technicai and operational highiights for FY2016/17 are shown in Exhibit 62
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EXHIBIT 62: TECHMICAL AND OPERATIONAL KPIS FY2015/17

FY16/17
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11.3.3 Challenges for FY2016/17

Eskom, and the aivision, expenenced the following challenges aurng FY2016i117

s A shift n the operating landscape, from excess demand [C BXCess capacity with dermand growth
slowing to -1.1% over the last three years

® Declining demand growth ariven by econormic conditions, the escalaung price path and market
disruptors

» | Difficulties in executing debt-management sirategies

11.4 Aspirations and objectives

11.4.1 Financial and operational targets

Customer Services takes its strategic cue from DTC 2. The strategy reflects Eskom’s commitment to
South Africa’s economic development and requires all Eskom’s divisions to make changes which will
allow the organisation to meet its opjectives. The Group Customer Services operation al pian supports
Eskom's strategic objectives by addressing local demand ana LPUS

11.4.2 Local demand stimulation initiatives

Custormner Services set an aspiration to drive the industralisation ot South Africa by stimuiating
elecircity demand. Eskom aims to achieve an average of 1 3% a year locai demand growth over the
next five years, by focusing on large power users (LPUs) and municipaiities {Exhibit 83)
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EXHIBIT 63. LOCAL DEMAND GROWTH TARGETS FY2017/18 - FY2024/22

¥ Forecast W | atest estimaie

199 325 20C 413 202878 206 934 211 279 215 7.16.

Target sales
forecast

VY

Annuai
growth

Large power users

To deliver against the local demand growth target of 1.6% a year, or 17 TWh over the period, Customer
Services will drive management of an opportunity pipeline in excess of 33 TWh for LPUs (out of a total
pipeline in excess of 45 Twh) through the following actions

Proactively communicating the roliback of the Energy Conservation Scheme and the reality of
Eskom s excess-supply capacity

Engaging with customers who have decreased consumption, or are in distress, to understand the
challenges at hand, and to help these design initiatives and packages to sustain or turn-around
operations

£ngaging with customers who have projects under construction to timely project progression and
fo avord bottlenecks and delays, or actions to expedite project completion

Engaging with customers who have projects put on hoid, postponed. or cancelied to understand
and quantify the conditions needed to bring these projects back on line, provide assurance of
security of supply and support customers in re-structuring these projects where needed

Proactively seeking opportunities to assist in the deveiopment of new industries (e g. de-
salination), the development of Special Economic Zones, and to help create attractive investment
conditions for Industrial and Commeicial customers

To drive these priorities Eskom will put in place an engine-room for growth and develop the tools,
routines anc capabilities of world-class sales and service organisations Eskom has designed a
process o continuously identify priority areas (comparnies and projects) requiring support, to
clearly identify and quantify these cusiomers’ needs; to contrast these to macroeconomic and
sector trends (demand outlook, pricing, competitivenass), to maintain digital key account plans
and to track progress and delays in a single. conscidated pipeline tool. All along this process
=skom identified the main areas where it could differentiate via digital applications — notably key
account management, pipeline tracking, market insights and deal structuring

Eskom has aiready started to make trend analysis a fermal part of its sales process, by segmenting
the vpportunities in the pipeline based on forecast demand, and South Africa’s competitiveness on
the global cost curve, anc value at stake — as is shown in Exhibit 64.
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EXHIBIT 64 SECTOR ANALYSIS FOR ESKOM’ S HIGHEST ENERGY CONSUMING SECTORS
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In addition to targeting the above growth oppoitunities, Customer Services will engage with customers
at risk of decreasing sales to provide suppoit and work with 1he Depanment of Trade and Industry,
investSA and other critical stakeholders to establish a country platform o foster economic growth and
help create a sustainabie environment for South Africa’s ey industries

Municipalities

» Customer Services will also partner with Municipalities to stimulate demand, by focusing on
» |dentifying high-growth, low debt municipalities that have headroom for demand stimulation
* |nvestigating options to increase notified maximum demand

* | Jointly engage industrial customers fo develop and support strategic plans. and resoive barriers
to further growth

To deliver against these opporiunities, Eskom will need a suie of new capabilities, 1008, and
governance routines that will be detailed further in the next section on customer centricity

11.4.3 Customer-centricity

Eskom aims to became a customer-centric organisation that stimuiates demand and cataiyses South
African growth. In a context where customers have greater cnoice and where technology is changing
consumption patterns, Customer Services aims ta closely understand its customers’ preferences, and
to launch a set of initiatives (as shown in Exhibit 85 and Exhibit 66) that will deliver world-ciass service
along key interaction points — in close collaboration with other parts of the organization Driving value
through customer outreach is critical in order to help Eskom’s customers, and the country achieve the
best possibie solution for iong-term growth
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EXHIBIT 65: CUSTOMER SERVICE BEST PRACTICES TO BE PURSUED
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To Improve the customer experience at the five key touch points in a customer's journey (as illustrated
In Exhibit 66), some specific initiatives will be launched

1. Bign-up and needs assessiment: To accelerate sign-up of new customers and improve the
experience throughout sign-up process, Eskom will review its engagement model for priority
segment and re-train its sales that support prionty clients. The sales teams will be equipped with
digital tools that can quickly aeliver relevant and usabie insight to get aheaa of the customer's needs
(e g.. on market insights on the company and glcbal industry trends). and to allow for faster, more
fransparent, paperless transactions (e.g.. app-based account planning and contract management)
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2. Connection: To improve connection tmes and avoid delays, cross-functional performance
metrics will be set up across both Customer Services and Distribution divisions. A working group
will be set up to drive joint resolution of bottienecks and delays with members of both divisions

3. Billing and account management. To improve billing and account management, Eskom will
focus on a number of nitiatives including © reviewing the footprint of self service Kiosks;
strengthening capabilities in the self service kiosks in priorty (e.3. rural) areas, developing seif-
sservice smartpnone applications, improving hotline turn-arcund timés and responsiveness via staft
training: rolling out SMART meters

4. Outage handling: Close collaboration with Distribution to drive Field Force Fffectiveness, roll out
digital tools 10 improve response times, outage resolution, and customer communication

5. Management of energy use Eskom also will further support custamers in the management of
their energy mix (e.g., for solar PV and small scale storage solutions) and deveiop taillored
packages that reflect customer needs

In addition; reviewed customer feedback toois and KPIs will be defined to get a more accurate picture
of customer needs, Eskom will start by launching a diagnostic {o better understand its customers
needs and pain points, and based on this deveiop a revised MaxiCare measurement tool to improve
its understanding of customer needs

11.4.4 Debt
Debt recovery

A major step change is required tor turnaround of current municipal and other debt levels. The aim is
10 increase payment levels from 93% t0 99%. in order 1o do this, Eskom wiil continue to use tne
Promotion of Administrative Justice Act (PAJA) process 1o recover debt. This process is expected 1o
reduce aaditional principal debt from R5 billion a year to R1 biliion a year

in order to achieve this reduction in debt levels. Eskom will:

s Continue the enforcement of credit controls across customer segments

e Operate on an agency basis to iImprove revenue collection from municipaiities
e Implement smart and split-metering technology with protective steet enclosures
e Manage and maintain the debtor days at an acceptable level (Exhibit 67)

e Increase deposits and securities to control potential risks

EXHIBIT 67: DEBTORS DAYS TARGETS

67.7 €8.3 69.5 71.1 741
Debtor days
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top customers
Lays
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Advanced analytics: Non-technical losses and customer collections

Customer Services has put in place analytical tools to identify the drivers of non-technical Insses and
icentify main areas at nsk. Going forward the division wili use Advanced Analvtics to step-up these
efforts i.e. identify the number of end-users at stake with greater accuracy

I order to act aganst the opportunities identified, Customer Services will strengthen their resource
base to impfement an execution plan to recover the revenues lost through non-technical losses
Several madels 1o fund the impiementation plan will be Investigated to ensure effective execution of
the opportunities, given the constraints within the business

Customer Services will also look to advanced anaiytics solutions to heip target further reductions in
overdue debiors and arrears (e.g., by deveioping an early warning system for cusiomers at risk)

The business will leverage the Analytics Centre of Excellence (ACE) to provide anaiytics support in
the implementation of these soiufions

11.4.5 Initiatives

Customer Senvices has identified initiatives to achieve its aims and objectives Initiatives and
associated KPis and success factors are shown in Table 37

TABLE 37: INITIATIVES

Year Actions/initiatives KPis Critical success factors
Reduce debt and increase payment rates for municipalities

Short term

FY2017118 o Engage defaulting municipalities to » Debtor days — e invoivement and

establish suitable payment arrangemenis municipalities
to settle overdue debt
@ Disconnect defaulting municipalities after
following PAJA process
/@ Closely monitor and report debt status.
payments of current accounts and
adherence to debi-repayment plans

Long term

FY2018/19 /s Establish an Eskom-driven agency to
support municipalities with collections
and meter instailations, etc.

+ Deotor dJays -
municipaiities

Stimulate local demand

F2017/18 4 Engage customers on new projects n
the pipeline (101 customers with projects
dentified as high priority)

alignment of both
nationai and provincial
government (Treasury,
DPE and Cooperative
Governance and
Traditionai Affairs
(CoGTA) on ability to
implement PAJA
process and execute
credit-management
processes

 Alignment and support
from key stakeholders
ie. DPE, CoGTA

‘s Commitment to honour

payment arrangements
and initiatives by
municipalities
= Stakeholder
engagemeant and buy-in
e L eadership support
(political and business)

e Financial approval

» GWh consumed'- Collaboration with the

Depariment of Trade
and Industry (DT1) and
main government
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= Engage all large power users with
considerable decline in consumption 10
ungerstand root cause of decline and
potential to increase consumption

» Engage new customers and industries
(e g., de-salination projects, and New
Economic Zones) identified to confirm
upcoming consumption needs

Prepare a growth roadshow to
communicate Eskom’s readiness to
support SA growtn and reliability to
supply. targeting:

Municipalities

Large nower users

Chambers of commerce

Industry forums

Support with digital campaign (Twitter

| _Facebook, stc.).

Set up a governance structure (o enabie
effective against the opportunity pipeline
. e.g. monthly sales meeting

Execute against a stakeholder
engagement plan at country-level for
each of the pricrity sectors to identify
constraints required to uniock further
growth and investment

® mpiemeant process to continucusly
identify priority areas requiring support,
to clearly icentfy and quantify these
customers needs, to contrast these o

I macroeconomic and sector trends
(demand cutlook, pricing
competitiveness), to maintain digital key
account plans; and to rack progress and
delays in a single, consoiidated pipeline
toul

' Set up supperting governance and
routines

O 0 O

)
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stakeholaers 1o develop
value propositions for
fugh priority sectors and
attract investment

» Strengthened saies
tools and capabilities
(market insights for
priority seciors,
interview guides, digital
account planning and
pipeline tracking)

|

Reduce debt and increase payment rates for residential areas and SPU

FY2017/13 ¢ Inciease number of disconnections to
residential/small-power-user (SPU)
customers

» Target commerciai customers in
~ residential areas for collecting arrears
on top of current consumpiion

» Convert installed spiit meters 10
prepavment and change the supply

| group codes o prevent ghost vending

‘s Implement regular meter inspections,
replacement of faulty meters and regular
billing. and ensure collections or
severance as required

e Deliver education campaigns to imorove
payment rates

Debrtor days —
SPU (excluding
Soweto)

e integration with
Distribution for
execution,
disconnections and roll-
out of prepayment
meters

AFP-193
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la Snsure that customers are billed
accurately

(@ Reduce eiectricity theft

!- Facilitate roll-out of conversion to i
| prepaid

Reduce debt and increase payment rates for LPU

FY2017/18 o dentify non-functioning metering/billing  ® Debtor days —  ® Secondment of

cn LPU instailations other LPU resources to help with
» Identify LPU meter-tampering (correct— (<100 GWh revenue recovery
prosecute ~ recover) each year) e Cross-functional teams
» Identify installations not being billed * Enhanced g work together to
(correct — activate — recover) MaxiCare/ ensure successful
PreCare - total  results
quality index
TaQlr2-
monthly moving
average)

Reduce non-technical energy losses

FY2C17/18'e Removesregularise illegal connections  ® Energy losses Both human and

i financial resources are
required in order to
carry out the actwities
as outlined

® |mplement disconnections, tamper fines,
revenLe recovery, payment
| arrangements
» Ensure iegal prosecution of electrici<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>