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* Maintenance-effectiveness assessments - As pari of continuous Improvement in maintenance
practices ir Generation, the Maintenance Effectiveness Assessment (MEA) will comprise of the
review of the maintenance work pianning, scheduiing and execution practices for Outage and On-
line maintenance tasks at the respective power stations. in addition, Generation will continue to
ensure the effective implementation of and adherence to the MS&EMW (Maintenance Strategies
and Manage Work) Project requirements.

e Optimisation of maintenance planning - Continue use of Tetns. a visual pianning tool. to
manage plannad maintenance against capacity outlook (Exhibit 69).

EXHIBIT 69: CAPACITY OUTLOOK FOR APRIL 2017 TO MARCH 2018
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This is under constant review and is subject te change

Generation will execute 463 outages over the next five years (Exhibit 70). This will significantly improve
the integnty of Eskom's asset base and lead to long term recovery ot asset availability

EXHIBIT 70: SUMMARY OF FIVE-YEAR OUTAGE PLAN

118

FY17/18 FY18/19 FY19/20 Fyao/r21 FY21/22 Total

Outages longer than seven oays refieciec. as at 15 Fabruary 2077

12.5.2 Maintenance optimisation through advanced analytics

Advanced analytics is the autonomous or semi-autonomous examination of data or content using
sophisticated technigues and toals, typically beyond those of traditional Business Intelligence (Bh), to
discover deeper insights, make predictions, or genarate reccmmenaations

Advanced-analytics techniques include those such as data/text mining, machine learning, pattermn
matching, forecasting, visualisation, semantic analysis, sentiment analysis, network and cluster
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analysis, muitivariate statistics, graph analysis, simulation, complex event processing and neural
networks.

The differences between advanced analvtics and traditioral 3/ are shown in Table 42

TABLE 42: ADVANCED ANALYTICS VERSUS BUSINESS INTELLIGENCE

Current approach 1o data Examine historical data, Maodel the effects of likely future
anaiysis vs forward-lcoking  extrapolate trends frem past events
appfo?ch ) behaviour 7 _
Shift to aigorithm-basad data |Solve problems with known |Looks for complex patterns via
analysis relationships algorithms; draw insight from

‘ \large quantities of unstructured

idata

Software and Iinfrastructure  |Uses traditional software (Excel, Requires advanced software that
requirements to enable {statistical software, programming) lcan process predictive analytics,
'change |data mining, locaton intelligence
Change n skills and [Traditional IT skills used for {Requires highly skilled data
capabilities required \analysis scientists and architects

Generation aims to focus on leveraging advanced-analytics capabiliies in the areas of predictive
maintenance and energy efficiency.

Predictive maintenance in Generation wouid entail the following:
»  Using asset heaith and condition data for alerts on earty fault and failure detection

e Utilising fault and failure predictions 1o:

O Znable prcactive optimisation of the maintenance plan to maintain components at risk before
failure. adjusting the frequency within the lirits of original equipiment manufacturer (OEM) and
insurance requirements

O Optimise spare-part purchase orders and inventory

O Create more accurate asset life modeliing (life-cycie management)
This will require the business to create user interfaces to moritor and track the failure rate of assets
The potential cperarional impact will be to reduce UCLF and improve reliability of assets.

For predictive maintenance, Generation will validate potential value creation and prioritise the main
areas, which could include the following (subject to validation).
* Year1

o Completing live prediciive models for mills at Majuba and commencmg with plant data clean-
up effort across aaditional components

O Rolling cut predictive maintenance and adapting the methodoiogy developed at Majuna milis
across other stations

* Year 2 - Rolling out boiiler concepts across high-impact stations and compieting a proof-oi-
concept est on other potentially addressable tems {2.g9. mills, boilers, draught piant and feec
water — all contingent on getting the data required)

* Year 3 — Rolling out all maintenance initiatives across nign-impact stations

» Year 4 and 5 - Embedding predictive-maintenance practices in the business and identifying
further coportunities to increase savings

Thermal efficiency n Generation would entall the foilowing
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s Using advanced analytics to 1aeniify the factors (e.g. stean cycle settings, condenser design and
heat-spray water) that drive heai-rare efficiency aifference veiween average and lop-deciie
performance

¢ Enaole traning for power station personnel In EiaPRO o enable improved perfurmance
monmtorng

The potential operational impact will be to improve steam-cycle efficiency and the totai energy sent
out of the power station

in additon, Ceneration will look fo drive heat-raie savings via ncreased discipling in using CtaPRO
In order to deliver on these opporunities, Generation will rely an the following enablers

& Minimal disruption to outage duration and scheduling
» No or minimal cost reduction to neat-rate- related technical-plan projects

s Disciplined capturing of accurate and reilable data, sourced from the plant DCS, available in
Enterprise Historian

s Investment in advanced-analytics systems and aashpoards deployed to tne business and
Integrated into the day-to-day business processes

» Training and development of Operating, Maintenance and Engineering staff to ensure effective
utilisation of these tools

» Dedicated technical support from the Analytics Certre of Excellence (ACE), and a team of
deveiopment personnel to develop and test the required advanced-anaiytics dashboards and
sysiems

» A dedicated icentified engineering team from PEIC to focus on each system targeted to develop
implementation criteria and guantify expected results

s An identfied site champion to drive a cross-disciplined execution and monitoring plan reiated te
identified KPIs

12.5.3 Generation life expectancy and fleet renewal strategy

Eskom is moving from age-based and of life to fleet renewai based on economic feasibility The fleet
renewal strategy will study the feasibility of extending the life of coal-fleet stations based on

@ Economic viability of the renewal
e Allrelevant legal requirements

@ Reagulatory requirements

e COP21 commitments

& Technical requirements

12.6 Production Planning

The purpose of production planning is to optimise Eskom oroduction on a power station basis to meet
Eskomn cemand in the short to medium term  This is done whilst maintaining least-cash dispatch given
the known constraints, and legal and environmentai policies. Constraints may include the following

®  Emissions
» Waier shorages
» Coal shortage or surplus

»  Network siability

AFP-203
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Piant technical capabilities

The production plan is used to provide the following

L]

]

The expected production level at each station, to establish cost and revenue projections

The expected fuel requirements, to ensure adequate resourcing

Least-cash dispatch is mainly derived from primary-energy cost (coal and diesel cost) The process to

prioritise stations is undertaken as follows

Koebery is always dispaiched first when available, owing to the operationai requiremenrts for
nuclear

Hydro piants are dispatched based on water-release agreements between Eskom and the
Department of Water Affairs

The remaining availabie units are dispatched from the cheapest to the mast expensive

The production-planning methodology is shown in Exhibit 71

EXHIBIT 71: PRODUCTION PLANNING METHCDOLOGY

Application:
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I'he production plan rests on the following assumptions

The Eskom eanergy forecasts for the next five years (Exhibit 72)

~

PPs included up fo Bid Window 4 5 with cost not more than 77c/kWh. This includes commitied
co-generation but exciudes base-load coal, gas and new co-generation. Total energy for IPPs is
up 10 16 TWh by FY2019/20

Ingula units are assumed to be in commercial operation

Medupi and Kusile commericial operation dates are as oer the schedules communicated by GCD
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EXHIBIT 72: FIVE-YEAR ENERGY FORECAST

TAA b
VvV

238 241 245 o

FY17/18 FY18/19 FY13/20 FY20/21 FY21/22
The proguction plan s based on the currently approved SC-year life of power stations except Kormail,
Por Rex ana Acacia These thiee stations reach their end of life beyond the Corporate Plan pericd.

The prodiction plan indicates that there is excess capacity {approximateiy 3 000 M) that is not
required rom FY2018/19 onwaras. This has been mocelled in the production plan. and resuits in the
ramp down of two assets. The business will develop a olan to ramp-down the power stations 'during
the course of FY2017/18, taking into account operational, socio-economic and environmental
considerations

The results of the production plan are as toliows

e Total coal-fleet EUF declines from 83% in FY2017,/18 to 71% in FY2021/22

e Total system EUF declines from 72% in FY2017/18 to 34% in FY2021/22
The projected overall energy supply for the five-year pericd 1s shown in Exhibit 73

EXHIBIT 73: PROJECTED OVERALL ENERGY SURPPLY

Projected overall energy supply, inciuding pumping energy W ioporis M IPPs B Eskom
TWh, FY17/18 - Fy21/22
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EXHIBIT 74: ESKOM PRODUCTION MIX FY2017/18 - FY2021/22

Energy sent out W G B Pupsiviage [l Nuclear
GWh, FY17/18 - FY21/22 B Hyaro I wind B Coa

2011

FY12/18 FY18/19 FY 19720 FY2042 Fyai22

Merit-order dispaicn 1s mainly aerived from primary-energy <ost (coal ana diesel cost). Thereafter,
through an iterative process with ISEP, the least-cash aispatch will be determined 1o inciude cpex and
capex reductions at the power stations that are ramped down

12.6.1 Planning Assumptions

In order to execute this pian, the following assumptions are required to hold true:

Minimum-emission-standards requirements will be postponed. However, the DEA can only iegally
consider postponement in 2019 as it is done for a peiiod of 5 years at a time

The requirement for FGDs on older plants is likaly 10 be extended beyond 2025, as long as Eskom
complies with existing commitments

Workforce numbers are contained without compromising the required skills in appropriate areas.

The least-cash dispatch plan (in terms of Primary Energy, opex and capex) will be based on the
outcomes of the Integrated Strategic Energy Plan (ISEP) as well as the production pian in order
10 develop an all-in cost approach

12.7Nuclear Power Generation

Koeberg is now in its 33rd year of safe operation. The Tocus remains on producing worid-class nuciear
energy through performance excellence and safety. Kaeberg's five-year vision is 1o’

Ensure the highest levels of Nuclear Safety
Achieve 33-day refuelling outages
Reduce Forced Loss Rate (FLR) to less than 1%

Prevent Lost Time Injuries

Tnerz are tour priorities around which deliverables have been developed and for which action follow-
through processes have been set up and resourced
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Nuclear Safety: Koeberg continues to drive down the rumber of significant human-performance
related events as measured by station-clock resets, and employs the philosopny ot ALARA (as low
as reasonably achievable) for the reduction of coilective radiation exposure

Industriai Safety: The focus of this prionty is to build on the existing robust safety, heaith and
anvirenment (SHE) management systems. This priority iIs measured by lost time injury rate (LTIR)

Plant Reliability: Koeberg monitors the FLR as a measure for this priority Key deliverables are 10
impiement an Equipment Reliability Indicator t© heip monior overall equipment performance
mpiement the revised maintenance programme based on best Inausiry practice, improve systems
and component engineering monitoring and intéerventions; anc implement a revisea strategy for spares
nanagemeni The plant reliability has been at the best level in the history of the station over the Iasi
‘WO years

Outage Performance: Koeperg nas three main deliverabies for the improvement of outage
oerformance, namely

¢ Maintain a long-term outage plan which caters for work-scope optimisations and piant reliability

s Develop staple reliable plans for outages (e g. pianned linking and updating) and on line work
contiol. including resource pianning which utilises a single planning ool

* |mplement reievant technoiogy aimed at outage reauction for efficient, effective and safe use on
the plant

12.8Financial and operational targets

12.3.1 Financial Targets

Fnancial targets are shown in Exhibit 75

Diher opex Repairs and maintenance
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12.8.2 Operaticnal Targets

Operational targets are shown in Exhibit 76
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EXHIBIT 76: OPERATIONAL TARGETS FY2017/18 - FY2021/22
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12.8.3 Environmental/regulatory compliance

As part of being a responsibie corporate citizen, Generation implements all safety requirements
and respects its wider environmental responsibility while continuously taking steps to reduce any
negative impact on the environment. {Exhibit 77)

EXHIBIT 77 ENVIRONMENTAL/REGULATORY COMPLIANCE TARGETS FY2017/18 -
FY2021/22

Relative particulate 0.34 033
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iter Pian

ontinued maintenance, effeciive operation of emissian-apatement equipmen: and the retrofitiing of Tutuka Fabric
? The annual targetis modified based on @ctualioad factor and rainfali figures at vear enc

Emissions

A revised Air Quality improvement Pian (Emissior Reduction Pian) was approved by Exco and
the Social Environmental Sustainability (SES) Committee. The plan will ensure that Eskom meets
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commitments made to the DEA in the postponement application. and to the World Bank regarding
funding commitments

s Particulate-emissions performance has shown a steady improvement since February 2016. This
is due to the general improvement from several power stations, owing to improved maintenance
and operational controls

Water

» FExcessive leaks on some systems, water wastage, and the contarmnation of water with ash and
oil which impacts on the recovery of water for reuse

e In some cases, half-station shutdowns or long outages are required o address majof leaks
modifications or repairs

» Climate conditions (dry, hot weather) will continue to impact on water usage. High temperatures
high evaporation and no rain will affect all wet cooled stations. The quality of water received may
deteriorate due fo the drought and impact on water use

e All power stations have submitted water impiementation plans (which cover short and long-term
actiens), of which the intent is to focus on achions to reduce water use and ensure compliance
Moie focus on implementation will lead to improved waier consumption. Progress against the
plans will be closely monitored

12.8.4 Human resources

Eskom recognises the need for fundamental operational changes If it is 10 provide an affordable,
sustainable electricity supply 1o all South Africans. Additionally there have to be changes to ihe
operating model, whiist Jdelivering credioility ana financial sustamability in the Icng term. Eskom's
Corpurale Plan is giounded in a DTC paradigm Underpinning the DTG paradigin are two important
maxims firstly cost optimisation and, secondly, moderate tariff increases

Caost efficiencies of approximately 8 —12% off the cuirent cost base can be achieved by lowering coal-
cost escalations and reducing headcount. Generation division will reduce manpower from 12 391 as
at November 2016 10 17 791 by FY2021/22 Human-resource targets for Generation division are shown
Fxhibit 78

AFP-209
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EXHIBIT 78: EMPLOYEE HEADCOUNT TARGETS FY2017/18 - FY2021/22

Staff numbers 12361 12193 12085 1813
FTEs’

11791
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13 Primary Energy Division

13.1 Sumimary of the operational plan

13.1.1 Overview

PED's mandate 13 to safely and sustainably idertify develop, SOUrce, procure and deliver the
necessary amounts of primary energy {(coal, watel and limestone) of the required quality to Eskom's
power stations, at the right fime and at optimal Cost.

13.1.2 Financial and operational highlights FY2016/17
PED achieved the Tollowing financial and operationai highiights in FyY2016/17

» As set by the Corporate Plan of FY2016/17, PED is expecled to attain savings:of R3 2 biilion in
coal costs during FY20168/17 These savings result from a projected coal unit cost of R391/tonne
against a target of R417/onne, and a year-end ‘arecasi escalation of 3%, four times lower than
the target of 12%

s PED managed fo contain water costs. As per the latest astimate for FY2016/17, water costs are
expacted to be R1 850 million against the budget of R2 232 million

nrem

o St nLOUS improvementian coaliqualitiesiinian effort to reduce coal-related load losses
has yielded positive results. The year-ino-date (YTD) coal-related other capability loss factor
{OCLF) figure is 0. 27% against a target of 0. 68%

13.1.3 Objectives and five-year targets

For the planning period, FY2017/18 to FY2021/22 Eskom will ieverage its coal-purchasing position to
improve performance of the coal industry, whilst ensuring its transformation. Five sirategic objectives
have been developed to account for changes In Eskom'’s operating and financial environment. These
objectives and targets are snown in Exhibit 79

PED nas set targets for the coal-supply profile over the next five vears (Exhibit 79)

EXHIBIT 79. PED OBJECTIVES

Objective Descrption
Attain a aelivered cust of Goal » Targeta weighted average coal costana
EaucuUor escalation 1o acmeve savings gt

jentitied initiatives

Ensure optimatl aispatch ot Dispalch coal piants on ieast-vostbasi

cual-fired power stations

Achieve an acceptabie nalance Enter into a balancea portoiio of long- and
of security of coal supply al snori-term contracts with buiit-in fiexionit
L risk xposure tenure. voiume, yual and fogistics
)prmMise 10gIStcs (0 Offve Gt st « Deliver on Shareholder rail targets
fficiency while delivering the = Reduce overall transport cosvton/kmot coal
ﬂ'o‘o" ad- to-rail migration prograr by optimizing routes, mode and rate
= Implementiechnology, e.4 eal-limelogistics
" “@ye € svsief
Contribute to Eskom's » Suppr sovernment and Eskom's
[rd"ls‘Oﬂ"‘dllU‘ bjectives ransto ationabjectives
Increase coal spend on biack-owned
companies

- Use Eskorn's buying power to shape the
aoal market

51% blach 1ed companie
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PED has set targets for the coal-supply profile over the next five years (Exhibit 80)

EXHIBIT 30: SUPPLY PROJECTION FY2017/18 — FY2021/22
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* On average 89% of the coal supply for the next five years has been contracted
* Eskom is fully contracied at L ethabo, Matimpa, Medupi, Kenaal, Duvna, Matia and Tutuka Tor the next five years

PED will achieve its objectives by:

13

Creating per-mine view status on ail cost-plus mines improvement initiatives and developing plans
for new prioritised intiatives

Recapitaiising overdue geographic expansion of the cost-olus mines 1o access remaining
contracted reserves. and enabling contract extensions and increasing production

Optimising coal-contract mix by upgrading the coal-sourcing model and creating a total cost-of-
ownership model tor each coal-fired power slation, inciuding coai-quality specifications

Negotiating new coal-purchase contracts in line with the NERSA cosf-of-coal determination and
ensunng an optimal balance between volumes flexipility and lowest price possible

Jptimising logistics to achieve the optimal baiance between minimai tfransportation costs and
secure coal delivery
1.4 Risks

Capital burden on Eskom driven by cost-plus mines contracis extension to achieve the lowest cosi
of electricity

Business continuity and continuous implementation of cosi-of-coal improvement initiatives in the
event of leadership and management changes

Higher developmeni costs of new coal mines. Limited volume improvement at cost-plus mines
Bulk of the savings are from cast-pius mines

Increase in Eskom’s coal costs above MYPD3 allowance

Uncertainties in the production pian by variance ir power contributions by IPPs

AFP-212
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13.2Divisional Overview

13.2.1 Mandate

PED’'s mandate is to safely and sustainably identify, develop, source, procuie and deliver the
necessary amounts of primary energy (coal, water and limestone) of the required quality to Eskorm’s
power stations, at the nght ime and at optimal cost

Key responsibilities and activities of PED are

e To meert the primary-energy requirements of the power stations over their fuil lifecycie at optimal
cost

e To secure future primary-energy requirements and associated logistics by woiking with relevan
stakeholdars and government depariments af a national level to ensure that adeqguate resources
(ccal, water and limestone) are available and accessible for power generation

+ To source coal at the quality required to run the power stations efficiently. This will be achieved
through etfective contract negotiation, procurement and quality management or coal beneficiation
thereoy mitumising coal-related partial-load losses

s To effectively manage and optimise the supply-chain operations and logistics solutions for the
safe, environmentally conscious and efficient delivery of primary energy, as required at each of
the power stations

s To ensure thai the necessary water ifrastructure is developed and current infrastructure and
resources are optimally utilised through collaboration with government and other stakehociders

13.2.2 Regulatory environment
To fulfil its mandate. PED must work under various reguiatory frameworks (Table 43)

TABLF 43: CURRENT REGULATIONS ASSOCIATED WITH PRIMARY ENERGY

Environmental, Health and Safety Economic development

National Environmental Management Act 197 of South African Mining Charter

1998

National Water Act 36 of 1998 South African Coal Palicy (under development)

Occupational Health and Safety Act (No 850f  Prevention and Combating of Corrupt Activities

1993 Act 12 of 2004

Environmentai Conservation Act 73 of 1989 Preferential Procurement Policy Framework Act 5 '
of 2000

Mine Health and Safety Act 29 of 1996
Read Transportation Act 74 ot 1977
Natonal Road Traffic Acl No 93 of 1996

State Land Disposal Act 42 of 1 1

PED shouid also svaluate and consider implications of the foliowing potential regulations shown in
Table 44
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TABLE 44: CURRENT REGULATIONS ASSOCIATED WITH PRIMARY ENERGY

Environmental, health and safety Economic development

National Environmental Management Act 197 |South African Mining Charter

of 1998 |

National Water Act 36 of 1998 [South African Coal Policy {under development)

Occupational Health and Safety Act {No 85 of Prevention and Combating ot Corrupt Activities Act

1993 112 of 2004

Environmental Conservation Act 73 of 1989 Preferential Procurement Palicy Framework Act 5 of
12000

M;e héalth an&%ﬁfery Act 29 —of-1»9~96

Road Transportation Act 74 ot 1977 i

National Road Traffic Act No 93 of 1996

State Land Disposai Act 48 of 196 T | 1

PED should also evaluate and consider the implications of potential regulation. shown in TABLE 13 2

TABLE 45: POTENTIAL REGULATION

Mineral Petroleum | The finalisation of the Mineral Petroieum Resources Deveiopment Act is
Resources required to understand the operating environment for PED and the coal
;Deveiopment Act suppliers

\National Coal Poiicy  Eskom, with other industry stakeholders, has provided input in developing
the Nationai Coal Policy. The finalisation of this policy is essential for
lincentivising investment in the coal mining sector.

National :The regulation requires the mines to cost for annual rehabilitation A
‘Environmenlal ‘potential increase in closure liability exists for the cosi-plus mines owing to
Managemeni Act, future residual impact of water treatment and subsidence

Regulaiion GN 147 |

13.3Performance review FY2016/17

13.3.1 PED financial highlights

In spite of a challenging operational environment with rising coal costs ana underperforming mines,
PED has had significant achievements in FY2015/17 (as at the end of the third quarter), including the
foliowing

» PED managed to contain coal cost, resuiting in 3 YTD coal unit cost of R381Aonne against a target
of R414/tonne. Based on the year-end latest estimate of R391/onne, or R3.2 billion of expecied
coai-cost savings, the year-on-vear escalation will be 3%. This 18 four times lower than the
Corporaie Plan target of 12%. This is a result of:
© Price negotiations for coal purchases - The average Y TD purchase price was iower than YTD
budget by R33/tonne, even though the purchased coal volume exceeded the YTD budget by
4 7 million tonnes (Mt)

o Higher-than-expected volumes of coal supplied by four oui of five cost-plus mines, with a year-
end forecast of 43.1 Mt against the 40 9 Mt budget. This has resulted in an overall unit cost
savings forecast on cost-plus mines against Corporate Plan targets

Since the start of April 2015, the use of expensive stations has been reduced, resulting in a
durn mix variance. The YTD burn mix variance has improved by R290 million with a year-ena
projection of a favourable variance of R179 million

* PED successfully negotiated new contracts at or below the NERSA target
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A new ioci for contract negotiations has been implemented to provide the fuel-sourcing team with
new levers and targefs to use when negotiating prices

PED managed to contain water costs. According 1o the Iatest estimate for FY2016/17, water costs
are sxpected to be R1 850 million against a budget of R2 232 million. This achievement is mainly
due to savings on Waste Discharge Charge and O&M

PED is updating the long-term planring modei, to be basec on the totai-cost-of-ownership principle
which is currently being used to identify additional initiatives to achieve savings

FY2016/17 financial performance is shown in Exhibit 81

EXHIBIT 31 FINANCIAL PERFORMANCE AND PRIMARY ENERGY COSTS FY2016/17
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13.32 PED operational highlights

PED achieved the foliowing operational highlights during FY2016/17:

PED's continuous improvement in coal qualities, in an effort to reduce coal-reiated load losses,
has yielded positive resuits. Coal accounted for anly 0.27% OCLF as at the end ot December
2013, against a target of 0.68%

A joint task team between Eskom and Transnet has been astablished to create opportunities to
increase rail transportation and develop business cases per power station in order to reduce rail
ransport cost over the short and long term

Critical water fransfers are on target and the recent rainfail is having a positive impact on dam
levels

The Vaal Piver Fastern Sub system Memorandum of Agreement with the DWS was extenaed
untit 31 March 2019

here were higher-than-expected volumes supgplied 0y COST-plus mines, with a year-end forecast
of 43.1 Mt versus the 40 9 Mt budget Volume increases were largely due to cost-plus nitiatives
successfully impiemented at tnree out of five cost-pius mines

The risk of water-supply restrictions to Eskom’s power stations because of the drougnt conditions
provided an opportunity for Eskom to put in place treatment pians to manage water demand and
water supply
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The FY201€/17 cperational performance is shown in Exhibit 82

EXHIBIT 82: PED OPERATIONAL PERFORMANCE ANC CCAL MIX
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13.3.3 Challenges

In the recent past, PED has faced chalienging exiernal and internal conditions. These inciude:

Limited investment by mining houses in new coal mines, wnich resuited in reduced competition,
mainly owing 1o:

© The uncertainty regarding the promuigation of Minerails and Petroleum Resources
Deveiopment Act and the associated Mining Charter

O Limited access fo coal-mines project funding owing to the pocr outlook of the commodity sector
and coal seen as dirty financing

v Stricter environmentai and safety requirements

O Increasing coal-mining cost inflation above the general CP!. driven by the weak Rand and
labour cosis

The sharenoider road-to-rail target is at risk for FY2016/17 owing to current challenges regarding
srategies around infrastructure and future stranding of assets. However, Eskom and Transnet
Freight Rail (TFR) are working together to negotiate and strategise ways to provide solutions

vvater restrictions were imposed to the domestic [15%) and agricultural (20%) sectors in August
20716. Actual water- use reduction is improving but has not achieved its target to date

The risk of water-supply restrictions to Eskom's power stations because of drought conditions was
successfully downgraded from Priority Level 1 to Priority Leve! 2

13.4Aspirations and objectives

13.4.1 Objectives

PED will work toward the following objectives over the projected period:

Financial sustainability - Atain a delivered cost of coal in line with NERSA's MYFPD
determinaticn and manage year-on year escalation in the total cost of delivered coal
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s Generation least-cost dispatch of production — Ensure oplimal dispatch of coal-fired power
stations on least-cost merit orde!

e Security of suppiy — Achieve an acceptable dalance petween security of coal supply and risk
exp0sure, ensuring that Ceneration's burn pian is met and prescrived stockholding s maintained.

s Logistics optimisation — Optimise road-and-rail- transportation operations to drive cosl efficiency
while delivering the roaa-to-rail migration prograrm.

« Market transformatior — Leverage Fskom’s buying power (¢ enapie coai-market entrance by
emerging black miners and to drive Eskom’s transformation objectives

13.4.2 Assumptions

Key assumptions made in the completion of the operational pian relate to the key factors that may
influence achievement of objectives and delivery of orojects/nitiatives:

Cost plus mines
»  Kriel cost plus contract will be extended beyond December 2019,

» Eskom will re capitalise cost-plus mines on individual viable business cases This is the biggest
'aver to reduce the overall system unit cost of coal.

Uncontracted coal

e -Future iogisiics confracts will continue on terms and conditions similar 1o those of existing
contracts

e | east-cost procuction planning and dispatch for the ccal fleet will be susiained
Rail

* The Majuba 68 «m rail project and power-station yard oplimisation will b compieted by the end
of FY2017/18

®  Majuba exciuded, all rail operations will contnue with the existing infrastructure, ie. no
mechanisation or conversion from containerised solution to standard wagons

» Al unknown coal for the above stations can be sourced ciose (o existing rail $idings

» TFR and Eskom will implerment a contract from 1 April 2017 with no minimum-volumes penalties,
.2 no take-or-pay clauses

s Annual escalations of the TFR rates will be limited to the NERSA-determined escalation increases.
This wili also apply to the service providers at rail sicings

Water

e Droughi-coniingency water-supply plans (e g mine-waler feuse) have not been budgeted for
during MYPD3, which will increase raw-warer tariffs when implemented. The mine-water projects
will be budgeted for in the MYPD4 application.

o | Water tanffs introduced by the National VWater Pricing Strategy 2 cannot be guantified In-ume tor
MYPD4 application owing to insufficient information from tne DWS

Production pian

e Al coal volumes, targets and.savings are based on the production-pian scenario ramping down
two power staticns

13.4.3 Enablers

The identified savings target can be achieved through the following key enablers
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*  Fast-tracking the approvais of capex business cases
* Resourcing and up-skifling the analytical and negotiation teams
® Negotiating a contract axtension for the existing cost-plus agreements. where financially viabie

* Agreeing and setting internal targets with regard to the return and transformation of the existing
cost-plus contracis

*  Negotiating/impiementing aiternative funding for cost pius capex, and aliocating capex budgefs in
the Interim until alternative funding is put in place

® Utiising Eskom's siockpiles and excess eiectricity capacity as leverage for coal supply
negotiations

The latest Eskom Coat Strategy will ensure that PED is able to deliver on its objectives

Successful implementation of this strategy will deliver Eskom’s financial sustainability. The core
objective of the Coai Strategy is achieving coal cost in line with NERSA's determination for base costs
and cost escalation.

The foilowing supporting enabiers have besn identified, in four different categories, to snsure the
sustainability and success of the overall Eskom Coal Strateqy:

Governance

®  Develop coal-cost value-tree drivers and identify the stakeholders responsible for delivering the
strategy. KPIs for end-to-end optimisation must be included in compacts across the PED business.

® Change cost-plus incentive mechanisms to support volume delivery and alignment with Eskom
objectives

¢ Establish a steering committee thar will meet quarterly o oversee the implementation of the
strategy This steering committee will be led by the PED Senior General Manager.

® Deveiop a clear decision makmng framewaork that inciudes criteria for iong-term strategy and
objectives

* Establish a single steering committee for all coal-procurement decisions

= Establish clear reporting lines betwean the Greup Chief Executive (GCE), GE and CFO to ensure
efficient and transparent decision-making

* Reportinsights from annuai strategy reviews o reievant committees to inform changes. 2 g. Board
Tender Committee

Process

® Adopt newly developed master coal- supply agreements for fixed-price and cost-plus contracts
based on equitabis risk sharing

¢ Enable coal testing at site for payment purooses

*  Ensure that coal suppliers adhers to coniractual agreements (volumes, qualities and prices)
through proactive legal action and hold mine management to account

Systems
¢ Create a system-wide PED KPI dashboard to ensure oversight and fracking
+ Enable coal testing at site for payment purposes

* Create an Eskom database for coal resources 1o enhance market inteiligence

' L " cor

® Deaveinh a mina.~net Aatahaca urhink has i .ciea e—-
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= |mpiement an automated management- information system to manage and control the coal-supply
value chain from mine to power station boilers

s Implement the total-cost-of-ownership coal-supplv optimisation model
Peopie

» Review and update the PED business model and organisational structure in ine with new
objectives

o Conduct PED skills-gap analysis to determine skills required for successful implementation of
strategy

e Ensure an optimai PED structure that includes the required competencies to deliver on required
initiatives

13.5 Financial and operational targets

13.5.1 Financial targets
Financiai targets for the next five years are snown in Exhibit 83

EXHIBIT 83: PRIMARY ENERGY COSTS FY2017/18 — 2021/22

Target Carporate plar PSP funded capex Eskom funded capex

84 -~ ~ g
65 65 65

[+

Headcount?
N

Coal purchas=
cost 427 381

Coal purchase
cost

Estimated capex 20
reguirement —
1.0

EY21/22

FY18/19 =Y 19/20 Fy20/21
1 As per HR ptan

13.5.2 Capex

Histonically, Eskom has benefited from iow-priced coal that came from cost-plus mines. These nines
are close to power stations and hence logistics costs are mimimal However, most of these mines
require re-capitalisation to match the extended life of the power stations, to return coal proau iction to
the contractual volumes, and to meet the latest power station coal-quality speaifications

The approach of the Eskom Coal Strategy s to optmise vaiue from the existng cosl-plus mines by

» Providing the required capitai to cost-pius mines wnere a clear positive business case for Eskom's
long-term coal cost exists

» mplementing initiatives to maximise the volumes Ot CCst olus mines while minimising unit Gosts
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* Ensuring the optimisation of any approved cagital (e.g. capital scrubbing and timeous delivery of
projects)

® Ensuring that increased cost-plus mine volumes also reduce the amount of shortymedium-term
coal and the overall Eskom coal bill.

Even witheut the required capital, PED has focused on cost-plus mine improvements which have
yielded positive trends in production volumes. These improvements are limited and require further
capex to be scaled up. The required capex has not been budgeied for  Alternative funding
mechanisms will be investigated

13.5.3 Operational targets
PED's operational targets for the next five years are shown in
EXHIBIT 34: COAL MANAGEMENT, OPERATIONAL PERFORMANCE FY2017/18 - FY2021/22
Tged  Corpure plan
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Note:

» PED capnal requirements are not included in the Eskom capital budget. These need to be funded
separately

» Al uncontracted coal is assumed to be sourced from 51% biack-owned mines.

13.5.3.1 Coal-related OCLF (Coai quality)

PED has improved the coal-contract negotiations, contract management and Coal Supply Agreements
to transfer the risk of quality of supply to the suppliers. The latest Ccal Supply Agreement master
tempiate nas stricter coal-quality iemediai clauses which enable Eskom o randomly verify pre-certified
coal results and physically reject the coal or apply severe price-adjusiment remedies

Going forward, Eskom would like 10 migrate from coal precertfication to coai-quality determmnation at
the power stations. PED has engaged Research, Testing and Development to design reai-tima
processes and systems to sample and analyse every single coal consignment delivered by truck upon
arrival at the power stations before offloading. Part of the contract-extension feasibility study includes
an option for the cost-plus mines to wash the coal

13.5.3.2 Coal on rail
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The 2008 Coal Strategy was built on the premise of high electricity demand, economic growth and
maximising the burn at ail stations. The coal-on-rail targets were set with the aspiration of reaching
32 Mt, and were based on the same assumptions and on maximised rail capacities at the associated
stations Since the inception of the Migration of Coal from Road to Rail Programme, Eskom has
consistently increased the amount of coa! transported by rail, and over the last three years has met of
exceeded the shareholder-compact targets.

The targets have decreased since the FY2016/17 Corporate Plan and will continue to decrease
beyona FY2019/20. The decrease Is due to

e A comparison petween the previous production plan and the current plan. which shows
o Overail reduction in burn-over the planning penod based on declining eiectricity demand

o A reduction in-production at rail-enabied power stations currently receiving coal on rail

e To ensure Eskom’s financial sustainability, efficiencies are built into the current plan:

o From FY2019/20 there 1s an overall reduction in burn at the rail enabled power stations and
increased production at New Denmark Colliery, which is the tied mine supplying [utuka. The
incieased production of the cost-pius mine is a result of the PED Improvement Programme to
reduce overall coal costs

e The principle of least-coal cost dispalch results in reduced burn at expensive stations, which are
ine rail-enabled stations, resulting in reduced coal on rail

s The significant reduction in FY2017/18 is due to the planned yard shutaown of 40 days at Majuba
in-preparation for the heavy haul, and ihe slow ramp-up of Arnot rail operations

13.5.3.3 Coal-stock days

The high number of stock days needs to be reduced to improve Eskom'’s working capital targets
Opportunities to achieve this is include selling the excess coal at Medupi and coal beneficiation at both
atla and | ethabo/New Vaal

13.5.3.4 BEE spend

¢ BEE spend is reducing predominately owing to the Exxaro ownership change being re-
categorised, but the reduction in purchase volumes of coal 1s aiso affecting the target. There is,
however opportunity to improve the targets shouid the Anglo Ownership Resiructure be in line
wiith Eskom inientions:

e All uncontracted coal will be sourced trom 51% black-owned mines

13.6Initiatives to achieve targets

PED’s focus is 10 attain a delivered cost of coal in line with the NERSA MYFD determination and
maintain unit coal cost escalations o achieve the commitled savings. Initiatives and associated KFis
and success tactors are shown in Table 46.

TABLE 46: INITIATIVES, KPiS AND CRITICAL SUCCESS FACTORS

Critical success

initiative Key actions KPI factors
Confirmed
Cost-plus mine ¢ |mpiement the PED Improvement & Coal unit cost e Capex required for
Improveéments Programme at cost-plus mines Rionne cost-plus mines
« Deploy cost pius teams at cost-plus ® Annual coal cost  capitalisation
mines to aid in driving performance  escalations s Extension of cost-plus
improvement contracts

& Froductivity
improvement expert
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|Fixed-price
sontracts

Optimise
logistics o drive
cost efficiency
‘while delivering
the road-to-raii
imigration
programme
wnere

financiaily viable

» Deveiop and approve business
cases to extend the life of cost-pius
mines at Kriel and Matla Colliery

® investigate the possibiiity of
rerouting coal from Lethabo to
other power stations

» Impiement a fixed-price negotiation
model to assist in identifying levers
for negotiations to achieve better-
negotiated outcomes

» Negotiate fixea-price contracts
beiow the established targets

» Decrease unconiracted demand
and spend owing to cost-plus
initiatives

® Reduce overall fransport
cost/ton/km of coal by optimising
routes

= Retain a minimum portion of road

transport for logistics flexibility,
where rail may not be economic

* Implement road-rates
improvements 1o realise a saving of
R10C million from FY2018/19 to
Fy2021/22

Initiatives requiring further investigation

Coal Supply
Optimisation
‘Mogel (CSOM)

Hearraie
‘improvement

Coai-
management
system

| Penaifies

@ —igh EAF and EUF for low-cost
coal-fired power station

® Mode| CSOM to adjust the limits of
energy set out by each coal-fired
power station

® Cptimise production model

Increase e neat rare 10 reach a
FY2020/21 target of 33 5%

Complete cost-benefit analysis to
understand if savings will be realised

'Reduce overall PED penalties
payable and receivabie

Other Initiatives

Achieve an
acceptable
balance of
security of coai
supply and risk
Bxposure

Enter into a portfolio of coal contracts
that ensure that

@ | ong-term contracts are signed
with mines in close proximity to the
power station based on rmirimurm
burn requirements

& Short-term contracts will
supplement long-term contracts
with inbuilt tenure, voiume, quality,
and logistics flexibility

» Coal unit cost
Ritonne

# Apnual coal cost

ascalations

e Coal on rail

® Reduce
tonne/km on
road and
increase rail

Reduction in
overall Eskom
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' teams at all cost-plus

mines

® Re-negotiation of
Legacy, Arnot RFP and
Kusile coal-supply
contracts to be
concluded within the
first half of FY2017/18

o Capital injection to
expand rail
infrastructure and
mechanised offloading
at power station

& Early open-enquiry tor
new road transporters

Collaboration between
Generation, Research

Genreration costs  and PED

Coal-purn
volumes

Reduction in

Support trom Generation

Dependence on

overall PED costs automated IT/OT

Reduction in

overall PED costs

Ensure shaortfall
coal for the
current year and
following year is
sufficiently
contracted

solution
Support of legal tearmn

Expeditious approval
and signing of contracis
after conciuding
negotiations (critical for
multiproduct suppliers)
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initiative Key actions

Contribute to Support government and Eskom's
Eskom's transformation objectives by
transformation o =ngiyring a minimum coal spend on
objectives

51% black-owned companies

# Establishing Eskom as a price
maker in the coal market

Cost-plus mine o There is currently some debate

ownersnip around the pnysical ownership of
the cost-plus mine assets. Eskom
had historically adopted a certain
accounting policy for the recording
of the cost plus mines within its
accounting records

The investments made by Eskom
were recorded as Future Fuel
There is a view that Eskom should
be recording the cost-plus mine
assets on (13 own balance sheert,
with the principle retlecting that
Eskom actually owns those assets

Primary Energy, with Legal,
Technical Accounting and the
Treasury, will investigate whether
an opportunity exisis for improving
the Cskom balance sheet and risks

around the cost-plus mines with the

capitalisation or further
i capitalisation of those assets.

13.7Risks and treatment plans

Crifical success
KPI factors

% of coal Suppliers 10 assist
contracted from  Eskom with

51% black-owned transformation plans
companies

.

N/A Support from Legal,
Tachnical Accounting
and the Treasury

13.7.1 Financial and Corporate Plan risks and treatment plans

Risks relating to the Corporate Plan and financial issues are shown in Table 47

TABLE 47; FINANCIAL RISKS AND TREATMENT PLAMNS

Risk Treatment plan

Capital burden on Eskom ' Investigate alternative capital-funding opportunities

driven by cosi-plus mines
contracts extension to
achieve the lowest cost of
electriciy

Continuity of
implementation of cost-ot-
coal improvemeant initiatives
if leadership and
management were to
change

Implement

coal

» Automated information systems and business processes to manage
and control coal-supply value chain

* Value drivers and associated KPIs across PED
» Revised coal strategy aligned 10 NERSA determination on cost of

aTotal-cost-of-ownership model across the coal value chain. from
mining to utilisation of coai
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Risk Treatment plan

Higher deveiopment costs [Maximise volumes from cost-pius mines
of new coal mines |

Limited volume Allocate capex required. Because Eskom has not made large-scale
jm:p:ovemem at cost-plus  capex invesiments in the cost plus mines for some time. it is uncertain
mines that the supply chain (manufacture and aelivery) will be able to respond

agilely and timeously Ensure compietion ot optinisation-initiatives.

Bulk of the nitiatives are in Adequate resources, skills and tunding are needed to implement the
Cost-plus mines |Gosl-pius initiatives, as the bulk of initiatives are related 1o cost plus
fmines

13.7.2 Operational risks and treatment plans
Cperational risks and treatment plans are shown in Table 48

TABLE 48: OPERATIONAL RISKS ANO TREATMENT PLANS

P1 Risk Treatment pian

Increase in Eskom’s
coal cosls above
MYPD3 allowance

| Eskom will re-structure existing long-term coal supply agreements where
required

* The Fuel Sourcing team will look to conclude contracts within the given
- targets, which will ensure that coal costs are in line with MYPD

@ The escalation baskets agread with suppliers are currently being
| reviewed fo be in line with MYPD
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14 Transmission

14.1 Summary of the operational plan

14.1.1 Context and mandate

Eskom Group Transmission has a mandate 10 reliably control, maintain, pian. expand and provide
access to an interconnected fransmission sysiem, trade energy, influence customer demand and
effect vpportunities in ine SADC region

14.12 Financial and operational highlights FY2016/17

EXHIBIT 85. OVER THE LAST YEAR, GROUP TRANSMISSION ACHIEVED ITS SE1 TARGETS

40 5 1 13
%G 3 ”
Opex Capex

et N s Rolon e N

3.8 38
Sysiern Minutes <1 - i - @ Maintenance - @
Nunber complation
20 2.

! - =T = RN -18%
Major incidents 10 l@ Line faults il
Numuer Faufts/100km

Budget Forecast Buaget Forecast
FY 1617 FY16/17 FY16/17 FYi6/17
includes employee benefits and ofher OPEX and excludes depreciation, Corporate overfieads and mpairments

141.3 Objectives and five-year targets
in the nexi pianning cycle, Group Transmission will aim to achieve the following objectives

e Sustan systemn performance for system minutes<1 at 3 53 and major incidents at 2 across the
period

s Undertake grid expansion to uniock system caoacity ‘or IPPs and new load customers

s Fcocus on balancing electricity demand and sales management through integrated demand
management, and creating space tor future sales growth initiatives by shifting dem and from peak
to off-peak penods

».| Connect.2095 km of fransmission line

e Increase revenie through cross-border electricity frade o attain a mimmuin ot R55 bilion n
revenue over the five-year period and a target revenue of R71 billion

o Expand the transmission network into the SADC region to uniock constraints to growth

Group Transmission commits itself o the foliowing operational KFls for the next five years. taking
surrent performance. challenges, funding and staff constrainis into consideration



AFP-226

=skom Holdings Corporate Pian FY2017/18~FY2021/22 Rev 7 Unique lgentifier 240-56927206 Page 167

EXHIBIT 86: TRANSMISSION OPERATIONAL KPIS FY2017/18 - FY2021/22

FY17/18 ~ FY21/22

35 35 35 3.5 3.5
System
Minutes<1
Numhber
Peak Demana 110.0 130.0 112.0 100.0 100.0
Savings
RAVA

- o) 7

Maintenance 970 970 97.0 97.0 97 0
Completion
% >

22 2.2 22 22 2.2
Line Faults
Faults7100 km's

20 20 2.0 2.0 2.0

Major incidents
Number

Transmission will achieve these objectives through:
. ® Prioritised maintenance and refurbishments
b4 Close collaborarion with the DoE and NERSA on optimisation and delivery of the |PP programme

* Deveiopment of projects to advance regional interconnectors

‘Peak shifting’ demand-side management initiatives

Continued effective systems operations ensure prudent dispatch of all generators and demand
side resources

» Engagement with NERSA with respect to N-1 compliance

14.1.4 Risks
s Increasing costs owing to delayed grid connection for IPPs

® Expediting international sales expansion plan is dependent on co-operation from neighbouring
SADC governments and energy utilities
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14 2Divisional overview

14.2.1 Mandate

Eskom Oroup Transmission has a mandate to refiably control, maintain, plan, expand and provide
access lo an interconnected transmission system, and to trade energy, influence customer demand
and effect opportunities in the SADC region

14.2.2 Asset base and facilities

Group Trarsmission's assets, as of March 2018, consist of 164 substations and 143 440 MVA (427
transtormers) connected by 31 957 km of transmission lines across South Africa (Exhibit 87)

EXHIBIT 87° TRANSMISSION ASSETS ACROSS SOUTH AFRICA

ey H— TDP 20152024 ey

*  Substations Curent
ks R o ;
PP L P E DD LS P o mmm— e 0

14.2.3 Regulatory environment

NERSA strictly licenses and regulates Eskom's Group Transmission operations, including the design
and operation of the fransmission grid network. The Group Executive of Transmission is accountable
for Eskom’s transmission licence, and the technical rules that govern nhis decision making are
contamed in the South African Grid Code This includes the attainment of N-1 compliance for the
ransmission grid. Consistent effort 1s made to manage ‘he licensee reiatonsnip witheNERSA in a
mutually neneficial way

14.3Performance review FY2016/17

Duning FY2016/17, Yransmission outperformed agamsrt ail its fargers Primary plant periormance was
suppored by sustained high-maintenance execution
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14.4 Aspirations and objectives

In the next planning cycle, Group Transmission will aim to achieve the following objectives:

® Sustain system performance for system minutes<1 at 3.53 and major incidents at 2

¢ Continue asset renewal and strengthening of the network towards attaining N-1 compiiance
¢ Undertake grid expansion to unlock system capacity for IPPs and new-load customers

* Contract and facilitate the connection of IPPs into the Eskom grid

* Focus on balancing electricity demand and sales management through integrated demard
management, and creating space for future sales growth initiatives by shifting demand from peak
to off peak periods

& Connect 2095 km of transmission line

* Increase revenue through cross-border slectricity trade to attain a minimum of R55 billion in
revenue over the five-year period and a target revenue of R71 billion

* Expand the transmission network into the SADC regien to unlock constraints to growth.

& Utilise advanced analytics to deliver the next wave of sfficiencies

14.4.1 Review of the Eskom Africa strategy

Priority is being given to maximising sales through existing infrastructure, while aiso deveioping new
interconnectors and strengthening the regional grid in the short to medium term Paraliel to these
priority activities, South African Energy (SAE) will also initiate a process to review the Eskom Africa
strategy. Based on preliminary consuitations, it is expected that the foillowing will be elements of the
revised strategy-

* Reaffirming Eskom's goais on the continent, and defining its preferred roies in the enerqy sectar

* Priontising the development of transmission grids and interconneciors. Ir particular tocusing on
interconnecting SAPP countries that are not yet connected, as weil as interconnection between
the power poois

lis also intended that the review will align with the update of the Africa strategy being undertaken by
DPE, as well as seeking synergies with SAPP regional capacity development pians.

14.4.2 International sales growth strategy
Cross-bhorder electricity trade

The organisation has set itself ambitious targets to grow the volume of electricity exoorts significartly
since the last corporate plan. The potential to increase cross-border electricity trade volumes and
revenues was analysed against historical performance and current market dynamics and is shown in
Exhibit 88 Opportunities to grow sales will be significantly impacted by the foilowing factors:

* Regional generation performance, (e g BPC's Morupule B) and new regional generation capacity
development (e.g. BPC's Morupule B units 5 and 6)

* The depth and duration of the drougnt affecting the Zambezi River, which impacts hydro-
generation performance in Zambia, Zimbabwe and Mozambique

= Recovery of commodity prices, such as copper, which could result in increased cemand in Zambia
and the Katanga region, including the commencement of underground mining

* The ability of Eskom to displace the emergency temporary power solutions that are currentiy
deployed in various countries, e g. the power ship supplying Zambia

8 The attractiveness of Eskom electricity prices compared to the alternatives that regional trading
pariners may have
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s The availability and reliability of the regional transmission netwerk and strengthening thereof

EXHIBIT 83: POSSIBLE RECIONAL ELECTRICITY EXPORT GROWTH MARKETS

M Motrac B ORC B namPawer B FC B ZESCC m m| o
B Skorpio | BEs W sec W M EsA B Kawanga === Corp Plan largets

Regional eiectricity exports

20 000

5000

0 s

2076/7 LE 2017/8 2018/9 2019/20 2020/21 2021722

Based on the analysis shown in (Exhibit 38) it is evident that there is potential tor growtn, particularly
in Zambia (Zambian Elecineity Supply Corporation) and the Democratic Republic of the Congo (DRC)
{Katanga Frovince), while broadly maintaining current volumes in the other countries

The analysis further shows that the projected saies fall short of the set targets and that additional
initiatives would need to be undertaken to close the gaps (Exhibit 89). There is significant inherent
uncerainty in the projected sales volumes and revenues, as binding agreements are not yet in place
with key trading partners
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EXHIBIT 89: EXPORT FIGURES OVER THE PLANNING PERIOD FY2017/18 - 2021/22

FY17/18 - FY 21122

18 410 1868

15029 + 16006 17046
e e BE BE B

Export volume
(target)
G'Wh

16 500 17 000

14 700 15 500 15700
Export volume
(projected)
GWh
FY17/18 FY18/19 FY19/20 FY20/21 Fy21/2

Proposed growth strategy to address shortfail of projected sales against set targets

In order to meet the FY2021/22 target, SAE will focus on the ‘ollowing areas and initiatives

Protecting the existing baseiine. SAE will deveiop a re-negotiation strategy to address three
expiring contracts and to maintain these sales

Utilising the available transmission capacity SAE will attempt tc increase sales over the next
wo years. resuiting in an approximate 2TWh increase in consumption. SAE will work with utilities
and major consumers of energy within the region 1o increase demand and utilise maximum
transmission capacity.

Expanding the transmission network To meet FY2021/22 expori targets, Eskom and SAE
would need to explore other engineering solutions 0 increase voiumes further and also possibly
expedite certain phases of the fransmission netweork expansion pian into the SADC region

Expediting the expansion programme. Soma of the initiatives Eskom and SAE could underiake
fo expeaite the expansion programme include:

o Concluding adequate supply agreements with rceving countries to ensure uptake

o Exploring and where feasible implementing engineering solutions in the other countries to
increase the transfer capacity while awaiting the new transmission lines

o Finding financing solutions to minimise impact cn the Eskom balance sheet, and investigating
possibie SPV structures

O Setting up a project management team 1o investigate actions o accelerate execution and
minimise delays in construction, such as negotiating supply contracts, appiying for
environmental permits, identifying land acreage for acquisition and ensuring close collaboration
between project design and construction ieams

New regional transmission interconnectors

The shift from pursuing import projects to export sales has changed SAE’s project list. Transmission
across the region presents a serious limitation to Eskom’s regional sales aspirations. The following
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transmission projects have been dentified ano pased on deskop analysis, could counteract this
Iimitation

s Nzheiele (RSA) to Triangle (Zimbabwe)

s Matimba (RSA) to Phokoje (Botswana)

s Phokoje (Sotswana) to insukamini (Zimbabwe)
e Insukamini (Zimbabwe) 10 Alaska (£imbabwe)
e Alaska (Zimbabwe) 10 Leopards Hill (Zambia)

e [=opards Hill (Zambia) 10 Luano (Zambia)

e Luano (Zambiayto Karavia (DRG)

These 400 kV lines will provioe a total fransfer capacity between Zimbabwe, Zambia and the URC of
apout 2 000 MW The total estimared capital cost of this infrastructure is approximately R15 oillion
The bulk of the work is in Zimbabwe, followed by Zambia, with very litle of the work being done in
South Africa Eskom has the incentive tc promote all of the ines whereas the other utilities have very
limited incentive and potentially more severe constraints As such. appropriate funding mechanisms
with suitable security arrangements need 1o be put in place 1o develop these projects.

A conservative, high-ievel estimare of the capital demanas in the pianning harizon of these prejects is
given in Table 49

TABLE 49. INVESTMENT BUDGET FOR THE NEW REGIONAL TRANSMISSICN INTER-
CONNECTORS

investment budget,

R riill:on Fy17718  FY18/19 FY1920 FY2021  Fvauel
BOSA S 1367 1 367 | 367

MOZISA 700 700 700 700
Matimba-Phokoje- - - . 1545 3 605
Ins ukamini W B
Total 700 2067 2087 3612 3 605

NB BOSA was initially planned as an import interconnector, and its capaoility to support 8Xpors 1S
being analysed Should it not contribute meaningfully to the organisational prioriies, the figures
indicated may serve as a proxy for other potential transmission grid requirements.

[he capex requirement over the planning period tc £Y2021/22 is estimated at approximately Ri2
billion against a total cost for comm ercial operation of up to FY2025 of R15 billion. with In€ balance
falling within subsequent planting horizons

1443 Advanced analytics for Group Transmission

Iransmission aims to realise savings via advanced anaiytics to heip meet its corporate plan targets
with two main potential areas of epportunity

Firstly, Transmission will fook into implementing predictive maintenance fo improve the accuracy of
asset lile modelling and predict asset failure rates Predictive maintenance creates value for the
pusiness by shifting from ume pased maiienance 1o risk-based maintenance, in line with asset
criticality. In addition, predictive mamntenance can improve the lifetime of core assets, such as ocwer
transformers, thereby reducing capital spend on replacement assets
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Sacondly, the business will lock to drive value from other data applications. inciuding reprioritising the
N-1 capex plan based on a risk based analysis of the transrmission grid.

The business will leverage the Analytics Centre of Excellence to provide analytics support in the
impiementation of these solutions
14.5Financial and operational targets

Group Transmission aims to deliver the financial and operational targets shown in Exhibit S0 and
Exhibit 92 as it works to deliver Fskom’s DTC sirategy and support South Africa’s economic grawth

EXHIBIT 90: OPERATIONAL AND CAPITAL EXPENDITURE FY 2017/18 - FY2021/22

Repairs and mainienance Jiher Dpex
FY17/18 - FY21/22
24 23 30

Capex 12 1.8

R billion
Emoloyee 17 17 1.7 1.8 1.9
henefit
R billior

Opex?

2 includes Other Opex and (epairs and maintenance

In the next planning horizon, expansions, refurbishment projects and the restocking of sirategic spares
will enable Group Transmission to meet its mandate and objectives. The capital investment plan
shown in Error! Reference source not found. allows Transmission tc pursue all its planned projects.

Capital investment for the proposed regional interconnectors are not included in the above figures and
are included in the GCD budget.

The following projects in Tabie 50 are top priority for the Transmission Group, some of which are
budgeted in Group Capital Division

TABLE 50: TOP STRATEGIC PROJECTS

FY2016/17
Approval status budget
Project R billion % ERA spent R billion
Medupi PS integration Execution release approvai (ERA) |R4.0 bn RO 8 bn
Kusile PS integration IERA !RO 63 bn 'R0.16 bn
|R2.4 bn 126%

Johannesburg East strengthening 'Definition release approval [BRA) Not in ERA Not in ERA
{R5.3'bn projectea ’

|RO74bn  |R045 bn

Noithern Cape strengthening ERA
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Approval status
Project R billion % ERA spent
Aries - Nieuwehoop 400 kV line R2.07 bn 35%
Ferrum - Nieuwenoop 400 kV line
Loington Substation
Srica (Mitchell’'s Plain) Substation DRA Net in ERA
R1.35 bn projectea
Mpumaianga underrated ERA R0.004 bn
2quipment upgrade 'R0O.64 bn 0 8%
Koeperg 400 kv Busbar Concepl release approval INot in ERA
reconfiguration R1.7 bn
Refurbish assets and minor R10 4 bn

strengthening

Transmission will continue to maintain assets to ensure the imegrty of the transmission system, taking
cognisance of financial and people-resource constraints. The annual maintenance expenditure plan
is shown in Sxhibit 31 and the technical performance argets planned for FY2017/18 — FY21/22 in

Exhibit 92

EXHIBIT 91: ANNUAL MAINTENANCE EXPENDITURE PLAN

R miillion. Maintenance expenditure

875 209

784

FY1/i18nb Y1819  FY19/20

1 Luarteny 1argets are appricaoia ta the Planning Ferod

943

=Y20i21

4 528
1017

A

Fyz2t/zz  Total
FY17-22

FYz016/17
budget
R hillion

Not in ERA

R0.142 bn

Not in ERA

11.3-
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EXHIBIT 92: TECHNICAL PERFORMANCE TARGETS FY2017/18 - FY2021/22

. 3F K 35 g
System 35 35 35 5 3
Minutes<1
Number
Peak Demand 1100 130.0 1120 100.0 100 0
Savings
Mw
Maintenance 97.0 97.0 a7.0 97.0 970
Compleliun

2 2. ! 2.2 2.2
Line Faulits 4 % R B 3
Major 20 20 20 2.0 2.0
Incidents
Nymber

FY17/18 FY18/19 FY19/20 FY20/21 FY21/22

The peak demand savings target for FY 2017/18, as per NERSA's MYPD3, stands at 415 MW. This
target has been reduced to 110MW in view of the improved power system status and outlook. In
addtion, Transmission Group has set people and safety performance targets in place (Fxhibit 93)

EXHIBIT 93: PEOPLE AND SAFETY PERFORMANCE TARGETS FY2017/18 - FY2021/22

1923
784 1709 1682 1 682

Staff Numbers'’

031 0.31 0.31 031 031

Empioyee LTIR
2mmi

| As per HR Plan
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14.6 Initiatives

Transmission will have to ensure discipiined execution of the following actions in order to achieve the
targeted financial, operational and staff metrics over the next five years. Key actions and the
associated KPIs are shown in Table 51

TABLE 51: TRANSMISSION TARGETED OUTCOMES
Key actions
1. Achieve IDM objectives
Balance electricity sales and demand management Demand savings and response (MW)

<

Connect IPPs to gind

Connect IPPs to the grid as per schedule Time to connect
(pariies. Transmission, Group Capital,
Distribution and relevant Municipality)

3. FElectricity trading, power impoits and advancing regional projects

Grow revenues from iniernational electricity sales  International revenue
Energy sales rate (RIMWh)
Energy cosi rate (R'MWh)
4. Transmission grid strengthening

Deliver N-1 projects as per plan MVA commissioned

14.7 Risks and treatment plans

The nsks to meeung Transmissions targeted outcomes are well understood, with ciear treatment
actions in piace, as shown in Table 52, although some freatment actions may not fuifly freat the risks.

TABLE 52: RISKS AND TREATMENT PLANS
Risks Treatment plans

Increasing costs owing fo » Ensure prudent project management
delayed grid connection for

|IPPs, Izading to Eskom paying
for energy that the seller (IPP)
would have otherwise soid to = Undertake continuous review of Eskom'’s contraciual liabilities and
Eskom its adverse/negative impacts in all agreements

» Encourage developers to oot for the seif-build option when
executing projects.

e Manage energy claims at business review meetings of the
provincial and national executives

& \Vionitor and report on unavailabiiity of hours and educate the
business to understand the implications of exceeding the grid
unavaiiability threshold

« Influence the strategic spares philosophy and availability within
Transmission and ensure that the philosophy is aligned to cater
for quickest restoration to piant affecting IPP availability during

fallures
« Support municipalities. technically and otherwise, where
necessary
Expediting international sales s Proactively engaging with relevant SADC governments & utilities
expansion plan is dependent from an early stage
on co-operation from " L ) :
neighboring SADC « Working closely with all relevant parties to ensure any challenges

governments an energy are resolved timecusly & effectively
utilities & Providing ail required supply assurances
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15 Distribution

15.1 Summary of the operational plan

15.1.1 Overview

Dismibution’s mandate is to operate the asset and provide reliable lectricity by building, operating and
maintaining distribution assets, while also acting in the national interest by actively partnenng with the
wider industry in resolving distribution mdustry issues and ennancing stakeholder relations.

Oistribution achieved its targets for Systemn Average Interruption Duration Index (SAIDI) anc System
Average Interruption Frequency Index (SAIF1) performance for the network in FY2016/17 (Exhibit 94)

EXHIBIT 94: SAIDI AND SAIFi PERFORMANCE IN FY2015/17

39 39
-
e 20 20
v SAIDI 3
Hours

SAIFI

2= Events

o
Budget Ferecast Budget Forecast

doe I | .

\\‘CN Inthe FY2017/18 corporate planning period, Distribution will add 201 000 connections and limit energy
k losses c 6.54% in order to sustain network performance within target and deiiver on its mandate
Distribution will also invest in its networks to support the derrard-stimulation strategy currently led by
Croup Customer Services
15.1.2 Financial and operational highlights

! During FY2015/17 Distribution achieved the following financial and operational highiights

* Exceececd the electrification connection target of 200 00C connections, achieving 207 332
connections, in line with the long-term objective of achieving one million connections over five

years
® Limitea energy losses 1o 6.51% against a target of 6.54%
* Met gnd compliance with a 90.2% high voltage/medium voltage (HV/MV) reduction againsi a
target of 88%
15.1.3 Objectives and five-year targets
Going forwaid, the Distribution journey foliows three distinct phases

» immediate Stabilise current performance in conjunction with efficiency and productivity gains
across all KPls

* Medium term Building and pesitioning the Distribution business to be world class

® Long term: Using inis capability and expertise to support Sskom'’s aspiration to grow unregulated
imncoeme
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Distripution has eight objectives whicn it aim {o achieve 0y:

Impiementing energy-protection initiatives tc minimise losses

Implementing technoioyies 1o prevent access to prepaicd metering units, and o facilitare the
conversion of customers to prepaid

Delivering a focused roll-out of smart metering in Sandton, Midrand and Soweto
Addressing the requisite needs in |1 infrastructure to minimise restorarion times
Driving demand by establishing one million elecirification connecticns aver the next five years

Actively partnering with the wider Electricity Distribution Industry (EDI) in South Africa 1o ensure
provision of accessible ana sustainable electricity services

implementing refurbishment, as a matter ot hign priority, of current network infrastructure anc
reliable investment plans (o reduce backlogs

Working with Group |T to successiully and sustainably implement advanced-analytics mitiatives

The division will navigate the following risks while achieving the above objectives:

Deterioration of technical performance caused By the lack of capacity to execute capex and
maintenance plans oy building capacity through skills develcpment and localisation

High levels of theft and vandalism to network equipment by

o Accelerating disposai and removal of decommissioned and redundant assets
o Expanding the detection and surveillance-technology footprint

5 Implementing the National Guarding Strategy

o Piloting technology solutions for lattice towers
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15.2Divisional overview

15.2.1 Mandate and overview

Distribution’s manaate is to operate the asset and provide reliabie eieciricity by builaing, operating and
Mmaintaiming distribution assets, whiie also acting in the national inferest by actively partnering with the
wider industry in resolving distribution Industry issues and enhancing stakeholder relations (Exhibit
95)

EXHIBIT 95: DISTRIBUTION MANDATE

Building
Distribution’s role is to serve the
customer through building,
operating and maintaining
Distribution assets, while also
acting in the national interest by
actively partnering with the
wider industry in resolving
issues and enhancing
stakeholder relations

Operating

Maintaining

Active Partnering

15.2.2 Regulatory environment

The reguiatory anvironmant of the business is defined oy the Electiicity Regulations Act (Act 4 of 2008,
as amended), the Distribution Licence, the Distribution Grid Codes and applicable NRS specifications
and Codes of Practice. Compliance with regulatory requirements is managed through a formai process
as defined in the Eskom Compliance Management Policy and Framewaork. Distribution has registered
several regulatory breaches, for which exemptions have been received. These were with regard to
compliance with regulatory service standards such as time to connect customers, voltage regulation
angd outage-restoration limes for unplanned outages. Non-compliance is managed through the
implementation of operational-improvement plans, fccused investments and ongoing compliance
monitoring, as well as the application of temporary exemptions from NERSA

15.2.3 Geographic spread

Eskom owns approximaiely 49 210 km of distribution lines, 283 550 km of reticuiation lines, 2 900
substations and more than 7 500 km of underground cabies in South Africa, representing the largest
power-line system in Africa. It operates out of nine provincial operating units Provincial operating units
are divided into 27 operating zones that manage 306 CNCs. The CNCs are the smallest organisational
building blocks that serve the network asset. CNCs are grouped into 63 sectors that report to the
operating zones. The geographic spread of the distribution network is shown in Exhibit 96
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EXHIBIT 96: DISTRIBUTION GEOGRAPHIC SPREAD

15.3 Performance review FY2016/17

Distribution dealt with the following challenges in delivering against its mandate
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s Constraned financial environment, resulting in limited capital avaiiability

e A reguiatory compliance gap in tfime to connect

restoration nme

customers, in voitage regu'ation and in outage

s High levels of vandalism and equipment theft, resulting in energy losses

« Apn increasing number of outages aue to overloading from illegal connections

Despite these challenges. Distribution met or exceeded most targets

e Achieved grid-code compliance in terms of HV/MV voltage requiations, with a 90.2% HV/MV
voitage reduction, against a target of 88%

s Exceeded the electrification connection target of 200 000
objective ¢f achieving one million connections cver five years

s Limited energy losses to 6.51% against a target of 68.54%

connections; in line with the long-term

o Financiai and technical performance highlights for FY2015/17 are shown in Exhibit 97
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EXHIBIT 97: DISTRIBUTION OPERATIONAL AND FINANCIAL PERFORMANCE FY2016/17

Wl OOE grant
Financial performance Technicai performance
15 4 156 38.0 390
o i B B e
R billios ——
37 200 200
84 B
: @ SAIFI - @
Capex Events
R bithun e SIS, .
= 200.0 207 33
Peopie Electrification s oy
15 535 5535 X U0 connectivns
Statf numbers m 88 0 80.2
FTES 1&
i HVIMV voltaye =
Customers per core 380 380 ¢ o — - k
AU - 55 65
lumber - y I @
N Ensrgy losses
0F %%
LTIR (Safety} 03 F =
ndex FY18/17  "FY16/17
- Buaget Forecast
FY16/17 FY16/17
Budysl Forecast

15.4Aspirations and objectives

The division's objectives and key deiiverabies for the naxt five years are as follows.

Operational and business sustainability — Distrbution aims to build and maintain its ageing
network oy

O Maintaining current network performance levels
O Limiting energy losses 10 6.54% through targeied interventions

0 Reducing refurbishment and reliabiiity investment backlogs through disciplined execution

Regulatory compliance - The business is required to meet a number of reguliatory requirements,
addressed through rargeted interventions that will have to be deiayed due to constrained budgets.

Human capital - Distribution will improve safety performance througn zero-harm and supplier-
education programmes. Empioyee productivity will oe improved by reviewing Eskom's business
Maagl, making a step change from unpianned 10 plannad maintenance and ensuring a mofivaied
workforce. Emphasis will aiso be placed on retaining core skills and the management of skills and
talent

Partnering with the Electricity Distribution Industry (EDI) - Fskom Disiribution will acuvely
partner with the wicer EDI in South Africa to orovide accessible and sustainavie electricity
services

Electrification - Electification remains a priority for Distribution, with one miilion households to
be :connectec over the planning period, and Eskom hopas to expedite the implementation of
Government's Universal Access Programme

Demand stimulation - Distribution plans to invest sufficiently n the networks to supporl the
Group Customer Services sales-growth strategy, alongside the advanced analytics initiatives

AFP-240



Eskom Holaings Corporaie Plan FY2017/18-FY2021/22  Rev /7 Uniyue idenumer 240-56927206 Page 182

15.4.1 Advanced analytics

Distribution aims tc use advanced analytics as a lever tc neip acnieve the savings target in the
corporate pian, with two main potential areas of opporiunity

Segmented and predictive maintenance

The division will ook to accelerate its transition from fime-pased to cor dition based maintenance
ACross priority asset classes by

» Launching a data-gathering and cleaning effort acress i's MV and HY assets, to improve on its
axisting maintenance-planning process

+ Utilising the dataset to run predictive algorithms. to prioritise maintenance activities by clusteinng
orobability of failure of these assets, and to change the frequency and timing of maintenance
repais and maintenance, based on a segrmentation of the asset base

Field-force effectiveness

The division will ensure discipling in the impliementarion of its mainténance strategy by acceierating
the roll-out of its mobility and real-time dispatching toois. Using reai-time data of employee time ana
productivity Distribution can improve the scheduling, cispatch and allocation of tasks for dispatch
staff These field-force tools and applications have the potental to improve crew-dispatch schedules
and shorten the response time to customer cails, as well as monitoring ana improving productivity per
=

To acton these opportunities, Distribution will rely on the following enablers:
o Accurate and reiiable data gathered from the various databases

s Improved integration between systems (Maximo and SAP)

#  Roll-out of existing mability tools and real-time menitoring

The business will leverage the Advanced Centre of Excelience o provide analytics support in the
implernentation ot these SGlUTIONS.

EXHIBIT 98: ADVANCED-ANALYTICS SAVINGS FY2016/17 - FY2021/22

Advanced analytics savings,
R hillioh

0.6
0.6
0.5

03

FY17/18 Fy18/19 FY19/20 Fy20/21 FY21/22

AFP-241



Eskoin Holdings Corporate Pian FY2017/18—FY2021/22  Rev 7 Unique identifier 240-56927206 Page. 183

15.4.2 Financial and operational targets

Distribution's targets for financial performance, tecnnical performance, and manpower and safety for
the next five years are shown in Exhibit 99, Exhibit 100 and Exnibit 101 respectively

EXHIBIT 99: FINANCIAL PERFORMANCE TARGETS

FY17/18 - FY2142, Financial performance W Repaus and mamtenance [l Other opex
93
76 79 8.2 8.7
Qperating

expenses (excl.

depreciation) s

R bitlon
838 B7 B.5 87 9.3
Employee benefit
K bitlion
o5 136 13.1 14.4
10.9 g
Capex
Rl
FY17/118 Fy18/19 FY19/20 FY20/21 FY21/22
. 39 39 39 39 39
Houirs
SAIFI 20 20 20 20 20
201 205 210 215 220
Electnfication )
Restoration —82 !az ;32 _Bz _82
3
HVIMV voltage = = - 8 0
regulation index
Energy losses 8.2 oo . oe o8
Fy17/18 FY18/19 FY19/20 FY20/21 FY21/22
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EXHIBIT 101: PEOPLE AND SAFETY TARGETS

14 990 14 117 13553 13 344 13344
Staff numbers’
FT1E
Customers pei
..:orehemployees 414 461 505 536 564
Safety
.31 51 0.31 0.31 0.31
LTIR {Safety) = .
Fatalities
Mumbber 0 0 0 0 0
FYy17i18 FY13/19 FY19/20 FY20/21 Fy21/22
| AS per MK plan

15 5Capital-expenditure plan

Maintenance and capital investment remain a priority for Distribution over the nexi five years. This is
in line with the objeciives of reducing the investment backlogs and keeping the asset base in a
condition that supports sustained network performance. Investments will be made in the refurbishment
and strengthening of existing networks, in building new networks for customers and in connecting
iPPs, Expenditure has been pricritised in accordance with the Network Development Plans
methodology, enabling Distribution o sustain network performance, comply with regulatory and
icence conditions and satisty demand growth. Capex and projected maintenance spend for
FY2017/18 - FY2021/22 are shown in Exhibit 102 and Exhibit 103 respectively

EXHIBIT 102: CAPITAL-EXPENDITURE PLAN FY2017/18 - FY2021/22

Rbillion, FY*17/18 - FY21/22

136 14.4

109

EY17/18 Y1819 FY16/20 FY20/21 FY21/22
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EXHIBIT 103: MAINTENANCE-SPEND TARGETS FY2017/18 - FY2021/22

R billion, Maintenance expenditure

49 5.0 51 55 5.9

15.6Initiatives

The foliewing strategic projects and initiatives will allow Distribution to achieve its objectives. Initiatives,
associated KPIs and criticai success faclors are shown in Table 53 Initiatives

TABLE 53: INITIATIVES
Year Key initiativesiactions
Susiain network performance

.F\,” 7118 e Maximisa capital-inve stment s Sustain SAIDI and = Resource and skills
—FY21/22| sirategies and improve planned vs SAIFi performance  availability
- unplanned maintenance ratios o HV/MV reguiations e Closing the reguiatory
'» Move low-voltage maintenance from compliance gap

run-to-fail to planned maintenance

'» Raduce restoration time by driving
timaous maintenance execution

|® Improve asser management by
focusing on capitai effectiveness and
disciplinea execution, including

e Yegetation management
& \#ood-pole replacement
s Reduction of maintenance backlogs

Limit energy losses

F:’_”'”} ® Limit illegal connections and meter-  ® Limit anergy losses & Directing more
=FY2122  tampering through targeted energy- 1o less than 8.65%  resources to energy-
orotection initiatives over the pianning  10ss management
1* Sducate customers through oeriod la Enabling legislation to
campaigns prosecute illegal
|® invest in protected networks to limit connections

I network access

® Continue investment in feeder
balancing

® Improve data management
Aclive partnering

F\_"Z "31 ® Bulld industry partnerships to deal ® Industry s Collecrtive industry
—FY2122  with common industry challenges and  partnerships mindset and a
influence 'naustry policy | willingness to co-

operate
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Year Key initiatives/act:ons

Zero narm to employees

FY15/17 e implement targeied safety
-FY20121 ¢ interventions

e Implement zero-harm cuiture and
practices

15.7Risks and treatment plans
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KPls Critical success factors
® Souna industry
relationships
e Executive advocacy
& Dedicated resourcing
& Shareholder support
e Political suppori

e Zero fatalities o viove from a reactive

oLTIR and independeni safety
culture tc an
interdependent safety
culture

‘e Visibie. felt leadersnip

identified risks ana associated treatment plans are shown in Tabie 54

TABLE 54: RISKS AND TREATMENT PLANS
Risks

Treatment pians

Deterioration of technical performance. caused by e Buiid capacity through skills development and

not meeting the capex anc maintenance plans
and a constrairec MYPD4 outcome, leading io
rmon-compliance with Distribution licence
conditions

Unacceptaoie levels of theft and vandalism to
network equipment, eading to:

e Revenue l0ss

» Loss of life and injury to employees
» Increased maintenance costs

# Negative =skom image

‘The ability to sustain technical performance in 2

localisation

» A risk-based MYFD4 appilication thar supports
compliance with licence conditions

» Accelerate disposal and removal of
decommissioned and redundant assets

= Expand detection and surveillance technalogy
footprint

» implement National Guarding Strategy
e Implement pilot technology soiutions for lattice
towers

e Develop short- and long-term tactical planst

constrained and changing resourcing environmant  4ryve technical operartional efficiency
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16 Group Human Resources

16.1 Summary of operational plan

16.1.1 Overview

Group Human Resources (Group HR)’'s mandate is to create a high-performing culture through
partnering with and empowering line management to recruit, develop and retain a highly skilled,
commited, engaged and accountabie staff base across the organisation’ In line with this mandate,
Group HR has set targets to achieve the optimal staff headcount and skills mix to capture efficiencies
and empioyee-related cost savings across the business

Group HR will focus mainly on tultilling s mandate over the pianning pericd through

= Managing and driving the reduction of headcount in line with the DTC targets.

* ldentifying ana implementing efficient methods of managing and/or eliminating manpower cost
drivers such as overtime, ad-hoc saiary increases, band creep, x-scheme cars and premiums

amongst others

* Reviewing and implernenting the new operating model, by rationaiising managertal span of control;
reducing organisational reporting layers, impiementing rules to govern the development and
review of structures, impiement productivity measures to ensure optimai haadcount

16.1.2 Financial and operational highlights FY2016/17

Financial and operational highlights for FY2016/17 are shown in Exhibit 104

EXHIBIT 104: PERFORMANCE REVIEW FY2016/17 - COMPANY

Workforce 42 481 42 480
neaacount D
FTE 3
et empioyee
penefit Costs
fo

(company only - <
Training spend
as % of
manpower 50 44
gross costs f =" D
Peicen

FY16/17 Y15/

Target Forecast

30

Disabilily equity 25
in total A
workloice
Racial equity in y
senior P v
management
Gender equity in
senior 360 300
management [ .ﬁ 7 %
FY16/17 EYi6/1
Target Forecast

Although the overall headcount has decreased during the FY2016/17 period, over-expenditure of R0.5

<, billion is piojected in net employee-benefits cost. This is predominantly cdue to:

¢ Higher than budgeted annuai salary increases for bargaining-unit empioyees

& Ad hoc remuneration increases for managerial and bargaiming-unit employeas

¢ Over-expenditure in overtime costs

@ Salary increases owing to promotions

It is forecast that the company will not achieve its racial and equity targets

16.1.3 Objectives and five-year targets

Thha falim v o L 1
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Contribute to the Eskom cost savings through a reauction in manpower and other related costs Dy
Fy2021/22. This will be achieved through a number of initiatives, inciuding

» Reducing headcount to 36 746
» Reducing oveitime spena by 50%

» Identifying and implementng efficient methods of managing and/or eiimnating manpowei Cost
drivers such as overtime. ad-hoc salary increases pand cieeo, x-scheme cars and premiums

Ensure that Eskom has a productive workforce that s efficiently organised and appropriately skilied 10
drive pptimal perfarmance

Create a culture of nign performance that fosters manager accountability and strives to puiid authenti
leaders

Ensure an effective HR function thal is positioned appropriately to atract and retain ccre ana critical
skills, and ensure that the workforce is engaged

16.1.4 Risks

Not achieving the headcount target Missing the =2 021,22 target owing to an inability 1o effectiveiy
implement levers aimed at reducing headcount

Uncertainty amongst staff: Uncerainty refating tc job securty amongsi non-core skills staff owing
fo the impact of the manpower ramp-down over the next five years

Lack of skills retention and employee morale: Inaoility of the business 10 balance continuity and
ratention of skilis, resuiting in suboptimal aperations and 'oss of productivity caused By low employee
morale and a perceived declining empioyee value proposition (EVF)

Industrial action: Breakdown in the relationship with organised labour (including their perceived
~increased influence) resulting in possible industrial action both internally and externally
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16.2Divisional Overview

16.2.1 Mandate

Group HR's mandate is to create a high-performing cuiture through partnering and empowering line
management to recruit, develop and retain a highiy skilied, committed, engaged and accountable staff
base across the organisation

16.3 Performance review FY2016/17

Group HR operational performance against target and forecast for FY2016/17 is summarised in Exhibit
105 below

EXHIBIT 105: PERFORMANCE REVIEW FY2016/17

Workforce 42 48 42 490 Disability equity 25 30
neagcount . 'y Q in totai A
FIES i workforce =3
Net employee N i
oy 27 4 senior T 72.0 633
i 276 - ¥

giﬂgﬁ"v only) . . @ management @
Training spend
as % of Gender equity in
manpowey 50 senior 36.0 300
gross coste d management -¥ m
Percant - i

¥16/17 FY16/17 FY16/17 FY16/17

Target Forecast Target Forecast

Overall. headcount nas decreased in line with targeis across the business. however, this did not
translate into employee-benefit cost savings. Empicyee-benefits cost estimates indicate a R0 5 billion
over expenditure by the end of FY2017 The following are some of the reasons attributed to lack of
employee benefit cost saving in line with headcount reduction:

» Higher-than-budgeted annual saiary increases for bargaining unit employees
® Ad hoc saiary increases

o Over-expenditure in relation fo overtime

® Promotions resulting in salary increases

The following metrics were utilised to measure employee productivity and performance during
FYy2016/17:

* Employee engagement - Group HR has estabiished the Eskom employee-engagement
programrme. across eight platforms, to ensure that Eskom rebuilds relationships with employees
and other siakaholders to create a harmonious workplace and increase employee engagemesni
levels. The programme aims to enable and empower Eskom guardians’ to feel a sense of
connection and alignment to the business and to each other as fellow stakeholders

* Industrial reiations - the industrial relations index was utilised to measure three key performance
indicators (KPIs): grievances lodged, disciplinary cases and disputes referred to the Commission
for Conciliation, Mediation and Arbitration. In addition Group HR monitors the number of
suspensions with pay.

* Leadership - The leadership-effectiveness index provides for leadership bench strength.

Operational performance metrics relating to training spend and learner recruitment for FY2016/17 are
summarised in Exhibit 106. Learner-intake inciudes both new iearmers and new contracts entered into
as per the definition of ‘learner’ in the shareholder compact. =skem will achieve the targeted learner
intake by end of FY2017
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EXHIBIT 106: TRAINING AND EQUITY PERFORMANCE REVIEW FY2016/17

Closing n
50.0 50.0
l:;[ulnpe‘&ﬂky Gap m_‘-.a @ Proportion of workforce
Racial equity in 78.0 56 ¥ g
Engineers 895 Professional and o
FTEs 156 'y @ middle r
S| N . management |
Gender aquity In 400
fTechniclans X4 y

“rotessional and =
TEs midaie [ -
managemeni o

47 FY16/1
Artisans FY16¢ 7

ETEs Target Forecast
Leamers intake 1370 |
= il

EY16/17 Fyie/17

Target Forecast

Equity targets with the exception of disability remain a challenge Spedcific nitiatives are, nowever,
impleimented to drive towards achieving the training spend and gender equity at senior managemert
targets

16.4 Aspirations and objectives

16.4.1 Aspirations

The followiing objectives are key to fuffilling the HR Group manadate

Contribute to Eskom cost savings through a reduction in manpower and related COsIS by
FY2021/22 This will be achieved through a number of initiatives, including but not limiteq to:

¢ Reduction of headcount to 36 746
o Reducing overtime spend by 50%

o 'dentifying and implementing efficient methods of managing and/or eiiminating manpower cost
drivers such as overtime ad-hoc salary increases, band creep x-scheme cars and premiums
amongst others

Ensure that Eskom has a productive workforce that is efficiently organisec and appropriately
skilled to drive optimai performance

Create a culture of high perfarmance that fosiers manager accountability and strives 1o pbuiid
authentic leaders

Ensure an sffective HR function that is positioned appropriately to attract and retain core and
critical skills, and ensure that the workforce is engaged

16.4.2 Focus areas for HR in order to deliver on its objectives

Attain manpowet cost savings and reduce headcount to 36 746 by FY2021/22

Manpower cost savings levers will be implemented to ensure the optimal staffing and skills mix

Raduced arganisational reporting layers - efimination of executive and managerial layers that are
"ot adding value to the delivery of Eskom’s mardate (e.g same-level reparting)

Rationalisation of managerial span of cantrol - increasing respongibilities and accountabilities of
managerial staff members and reduction of a significant number of managers and executives This
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should resuit in increased efficiency and productivity ( enhanced accountability, faster, more
reliable communication, better decision-making, more-competitive cost structure)

*  Management of Eskom struclures — ensuring that organisational structural changes are informed
by the operating modei and/or changes in the divisional or group strategy

e Continuous monitoring of atirition with possible use of redeployment and separation packages
where attrition is not sufficient

Create a culture of high performance

10 drive culture of high performance, Group HR will facilitate the implememation of the following
mitiatives

* Intensify leadership development to drive cuiture change
+  Build accountability through enhanced performance management processes
* Build collaborative relationships with unions and bargaining councils

= Employee Vaiue Proposition

16.4.2.1 Ensure a productive workforce

» Utilise productivity measures in the implementation of the operating model to ensure optimai
headcount level and minimisation of cost

&  Priofitise retention of core competencies and manage skills gaps

16.4.2.2 Build an effective HR function

Group HR reviewed its strategy, operating model and organisational structures curing FY2016/17 and
will therefore focus on

® The implementation of the new HR operating model
e Improvement of HR internal processes and procedures
» Implementaton of proposed actions from the organisational structure and strategy review

= Ensunng alignment of the HR strategy to business and divisional priorities

16.4.3 Challenges

There are a number of challenges in the following areas:

¢ Retention of technical skilis, particularly in areas where staff are most likely 10 migrate 10 IFPs
¢ Uisempowered managers

¢ Inconsistent levels of employee engagement at divisionai leveis

= Decreased opporiunity to achieve equity targets as a resuit of headcount reductions

= Shifting levels of commitment across divisions regarding headcount reductions

» Management of conflicting piionties (reduction in manpower numbers, cost reduciion and
smployment equity)

¢ Band creep and /or promotions, which often offset headcount-reduction cost savings
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16.5 Targets

Woarkforce management - manpower targets

Five year headcount targets are shown in Cxnibit 107 .

EXHIBIT 107: ESKONM COMPANY MANPOWER DIVISIONAL ALLOCATIONS, FY2017/18 -

FY2021/22
£3 4 u B
Division FY 1748
Distribuiion 14 930
sSeneratic 12 301
stomer Services 2 309
F lli;llk;; ' 3 108
Transmission 823
Group Capral 2 183
Human Resources 1278
Securny 1776
Group 1 584
"«;isk .= wd Bustainabiit 82
Corporate Affans 199
Assurance and ~orensic 104
Stratsnic Support 41
2ga an -‘r i ha;ﬂl b‘ 31
ompany \errnté& ' 45
Executive Support 7
£SK Office of the GCE 1
Totat 41659

| Basea on e HR view

The approach to headoount reduction prioriiises the retention of critical workforce segments [ hese
allocations also exclude the different Eskom Holdings subsidiaries. The five-year manpower cost

budget s shown in Exhibit 108.

FY18/18 FY19/20
14 1f 13 553
12 183 12 085
2 280 ?76! .
3 232 3 148
1784 1 7799
1,606 1306
1 041 751
1246 1 189
50 750
U4 0L
154 01
81 52
39 28
28 28
13 o
6‘ i
1 ]
38 270 37 420

FY20/21

13 54

11813
2228
3100
1682
1286
749
1169
750
126

Ot

36 788

kY2122

2 228
3100
1682
1286
749
1 169
750
426
100

344

EXHIBIT 108: ESKOM COMPANY MANPOWER COSTS AND HEADCOUNT TARGETS

FY2017/18 - FY2021/22

Empiloyee
benefits cost
ascaiation

Empioyee
benefits cost
ReA

274

Hi 14
eadcoun 41 658

FYi7/18

" 6.8
o ey
| 15 =T mi
A ;p:=__,=l e di;; U | b |
29.1 29.5 29.5 —-—-”—_=-—-
39 270 37 420 36 768 36746
FY18/19 FY19/20 FY20421 FY21/22
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Culture of high-performance targets

Performance targets for empioyee engagement, leadership and indusirial relations are shown in
Exhibit 109

EXHIBIT 109: ESKOM COMPANY PERFORMANCE TARGETS, FY2017/18 - FY2021/22

Empioyea 33 34 35 36 3.7
angagement
NAEX
leadership 3.8 3.8 38 3.3 38
dey
indusinaj 5 34 35 36 36
relations
Poex
FY17:18 FY13/19 FY19/20 FY20/21 FY21/22

Cuiturs s a gradual process geared towards creating leadership capability and improving empioyee
and workplace reiationships with all stakeho!ders.

Productive workforce - equity and upskilling targets

Empioyment-equity targets are shown in Exhibit 110 and upskilling targets in Exhibit 111

EXHIBIT 110: EMPLOYMENT EQUITY TARGETS FY2017/418 - FY2021/22

Disaility Equity in £ > o o .

fotai workforce

Race equity in senior 714 72
management

Gender equity in
senior management

73_) 831 B 853 389 853
Raciai equity in
professionai and
iniadie management

437
Gender equity in

professional and

middie management

-

FY1768 FY18/19 Fv19/20 FY20r21 SY21r22

Given the limitec opportunities to achieve employment equity at ail levels, a deliberate effort is required
from leadership 1o increase representation in terms of race and gender at senicr-management and
professional levels.
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EXHIBIT 111: PRODUCTIVE WORKFORCE UPSKILLING TARGETS FY2017/18 - FY2021/22

Training Spend as 50 50 5.0 50 50
share of Manpower

Cosls, %

Ciosing Competency - 700 5.0 80.0
Gap 50. 60.0

Zngineers ! 352 317 285 257
fechnicians 852 581 528 475 428
i CiSy

Artisans Ta34 1281 1162 i 045 541
F1Es

Learner intake

‘—‘-E«’

Iraining spend will be optimised to technical and operational requirements without compromising the
development of skills for existing employees and the skills pipeline.

16.6 Initiaitves

Table 55 Table 56 and Table 57 lay out the Initiatives associated with the five-year targets of the
culture of performance and productive-workforce strategic 1nrusts

TABLE 55: WORKFORCE-MANAGEMENT INITIATIVES
initiatives KPis Critical success factors

s implement changes emanating « Headcount reduction » Acceptance by the
from review of cperating model o £yco-approved operaiing model by shareholder and National
focusing on span of centrol and | 141 quarter of FY2017/18 Treasury
organisational layers to ensure '
optimail skills etficiency and
effectiveness

s implemeniation within 18 months

» A redeployment strategy/ plan — ® Number of employees redeployed Redeployment and

for stranded assets » Impacted headcount owing to placement of impacted
redundant positions employees
» Signed-off redeployment pian
TABLE 56: EQUITY AND UPSKILLING INITIATIVES
Initiatives KPis Critical success factors

» A workplace that enables equity e Race equily at senior management s Disciplined execution of
across the board leve the Employment Equity

® Race equity at professional and Plan by Exco
middle-managerment levels
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Initiatives KPIs

Critical success factors

'a Genaer equity at professional and |

middie-management jevels
‘s Disabiiity equity across the coard

# The priortisation of core 's Effective management of training
competencies and skills gaps COSsis
and ‘,‘e“"e'\’ or tramlr_lg na » Narrowed competency gaps of
consistent, high-quality manner employees in operating and
f
\©.g. operations and maintenance within Ceneration
maintenance)

= A skills pipeline fed by Achieve learnar pipeline targets as

learnerships and per the shareholder comgact
apprenticeships, especially in
operations and future nuclear

skills

A robust workforce model to Achieve manpower numbers as
understand people per the DTC targets
requirements, gaps and areas ¢ on1ain manpower costs as per
oversupply. to meet business the budget

requirements and to capture

efficiencies

TABLE 57: CULTURE-OF -PERFORMANCE INITIATIVES

Initiatives KPIs

; [ ) ) :
» Culture change - leadership 'o Leadership-eftectiveness index
development to drive culture

change from the too down

s Effective performance . Organisational performance
management system which

‘ ensures accountability and

| links total performance of

| business to individuai and

' operational performance and
oenaviour

Collaborative relationships with @ industrial-relations index
unions to enable peace and

stability both in the operating

businesses and on the New Build

@ Increased employee-engagement e Employee-engagement ndex
level

|
i

‘e Capability and capacity
at the Eskom Academy
of Learning

® Availability of skilis
e Audit data

/s Access to additional
I tunding

Disciplined execution by
divisions

s Limited ad-hoc salary
ncreases

Critical success factors

& Regular talent review

+ Robust talent and
SUCCESSION processes

# Investment in the

® Access to management
toolkits

» Manager quaiity

® Regular performance
reviews

® Apllity to engage in
critical conversations

& Exco members
represented at key
participative structures
(Central Bargaining
Forum/Contractor
Consuitative
Forum/SF/Employment
Equity Skiils
Development)

e Availapility and
willingness of
stakeholders to

=
‘e Leader visibility,
alignment and support
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Initiatives

» A conducive environmetit o
ensure that both men and wormen

KPlIs

® Proportion of w
leadership posi

benefit equally and increased
represertation of women in
leadersnip positions

16.7 Risks and treatment plans
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Critical success factors

linked 1o employee
engagement

8 Action-plan
mplementartion regarding
survey resuits

ofren in Key * Positions designated for
tions gender fransformation

s Executive support

Group HR has assessed the primary risks that could pose obstacles to its five-year plan, and has
icentified associated mitigation plans (Tabie 58)

TABLE 58: RISKS AND TREATMENT PLANS

Risk

s Industiial
action

e | ack of skills
retertion and
employee
morale

» Temporary
unceriainty
amongst kay
stakeholders

» Not acnieving
the 26 746
manpower
target

Description

& Breakdown in the relanonship with

organised labour (inciuding their
peiceived increased influerce)
resuiting in possible industrial act
both infernally and externally

= Inability of the business to balance

continuity and retention ot skills

resulfing 0 suboptimai operatiors
and loss of productivity caused oy

iow employee morale and a
perceived declining EVP

» Uncertainiy relating to joo security
amongst non-core skilis staff owing

Trearment pians

» Continue o engaye with organised
labour in line with ihe recogimtion
agreements

on

e Ar acceptable workforce pian that
aligns the skills requirement with the
operational business neeas

‘@ Review the EVP and ariiculate and
communicate it to employees so that
they understand it fully

1

@ Ar Exco-led Manpower Working Group |
Steering Commitiee to identify and

10 the impact of the manpower ramp- - manage key stakenoider relations

down over the next five years

» Missing the FY2021/22 target owi
to possible non-adherence o ram
down levers

ng ®An Exco-led Manpower Working Group
p- Steering Committee to identify and
manage key stakehoider relations
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17 Group Capital

17.1Summary of the cperational plan

1711 Overview

Group Capital Division (GCD) s executing the largesi capital-expansion programme in Africa
Additionally, GCD manages projects that ensure enwwonmental compliance, transmission
strengthening. customer connections and refurbishment of existing assets according to the PLCM
GCD is responsible for the development of future growth opportunities thai will ensure a further 20.9
GW of new capacity

17.1.2 Financial and operational highlights FYZ2016/17

GCD achieved the tollowing highlights

Medupi Unit 5 was synchronised to the grid on 8 September 2016, earlier than the P50 date of
March 2017, and all Ingula units were commissioned, adding 1 332 MW of peaking capacity.

1 800 MVA of transmission and cther fransformation capacity was installed and commissioned,
meeting the year-end target ahead of schedule

Claims management strategies were successfully impiemented at Medupi and Kusile. resuiting
in claims being settled at an average settlement rate of 10%

Kusile Unit 1 was synchronised to the grid on 26 December 2016, eariier than the P50 date of
August 2017

The full permanent solution for the recovery of the coal silo at Majuba was returned to service on
21 December 2016, one year ahead of the scheduled date of 31 December 2017

Expenditure on N-1 compliance projects was above target (R2.8 biliion vs R2 biilion), as was
generation of coal environmental compliance projects (R250 million vs RY5 million) as a result of
front-loading projects and pre-delivery of materials

Eskom Real Estate (ERF) space optimisation reieased the majority of its lease obligations
resulting in savings of R50 million a year

The capital expansion programme created 37 655 jobs in the financial year

17.1.3 Objectives and five-year targets

In the next planming cycle, GCD will aim to achieve the following objactives

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

Construct 2 095 km of transmission and other lines and commission of 10 775 MVA of

transtormation capacity
Complete refurbishment projects. Including Matla, Duvha, and low-pressure retrofits

Execute environmentai compliance projects such as nitrogen oxide. sulphur dioxide and fabric
filter plants.

Finalise the role of GCD in nuclear programme beyond develcpment

17.1.4 Pricrities FY2017/18

GCD has set the following priorities for FY2017/18
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Construction of 677 km of transmission and otmer lines and commission of 2 C10 MVA of
transmission and other transformation capacity for grid strengthening, expansion and N-1
compliance

Development work for Nuclear New Build programme for the finalisation of the investment case
Review and revise GCD long-term strategy and align operating model to agreed straregy

1
Develop and mplement ERE turnarouna strategy

Measure technical efficiency by project milestone compansons

Measure and track the monetary savings achieved without reducing project scope, in line with “ne
commitment to the P50 costs

17.1.5 Five year capital investment plan

GCD is tasked with the execution of approximately R153 billion in capitai projects over the next five
years

GCD will achieve its objectives and deliver its capitai plan by implementing the following DTC 2
Initiatives.

Scrubbing capex projects and optimising portfolio based on revised forecasts for a targeted saving
of R8.6 billion over five years

impiementing top package and employer-claims aveidance strategies ¢ drive reduction in claims
at Medupi and Kusile

Conducting cash flow risk mitigation strategies through savings in discretionary spend from Preect
Development Department, ERE and Strategic Project Depariment

Uniocking key enablers for current projects through the establishment of the Group Caoitai
Division Construction Excellence Programme

Disposing of non core / surplus real estate for a targeted saving of R1.8 biliion ovei five years

Establishing private sector parinerships 10 reduce capital spend
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17.2 Divisicnal overview

17.2.1 Mandate

GCD's mandate is the effective execution of capital orojects and real estate management enabled by
a project management centre of excelience in supgort of reliability, security and supply of power
generation fo foster economic growth and social prosperity

17.2.2 Regulatory environment

The operation of GCD is regulated by national legislation applicable to Construction. Occupational
health and Safety (OHS), Environment, and ERE. In addition, the division is requiated by legislation
reiating fo the South African Council for the Project and Construction Management Professions
(SACPCMP). The foliowing legislation is applicable:

* Memorandum of uncerstanding (MOU) signed with SAGPCMP for the purpose of advancing
iZskom personnel with the SACPCMP in compiiance with Act 48 of 2000

s Environmental compliance, including Environmentai 'mpact Assessments (FIA), Water Usage
Licences. and compliance in accordance with SO 14001 amongst others

® Occupational health and safety requirements in accordance with OHSAS 18001, and qualiity
management system requirements in accordance with ISC 9001 across all projects

® Land reform and expropriation, including heritage marters
»  Preferentiai Procurement Policy Framework Act (PPPFA) and BBBEE

=skom is a member of the Construciion Industry Development Board and as such, GCD promotes
uniformity in construction procurement, efficient and effective infrastructure delivery, construction
industry performance improvement, deveiopment of the emerging sector inciuding indusiry
transformation, and skills development

Regulatory compliance and commitment is supported by a Divisional Compliance Officer (DCQ), and
Functionai Compliance Officers, as well as OHS and Environmental teams in each of the projects.

17.2.3 Asset base and facilities

GCD's assets are spread across the country, major generation projects are Medupi in Lephalale
(Limpope province) and Kusile in the Nkangala district (Mpumalanga province). ERE manages a
portfolic comprising of 316 owned and 264 leased properties, 1 486 owned and 718 leased buildings
and 6 755 residential units nationally Transmission projects are spread across the country as dapicted
in Exhibit 112
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EXHIBIT 112: TRANSMISSION PROJECTS SPREAD ACROSS THE COUNTRY
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17.2.4 GCD Stability Strategy

Eskorn's capital projects are executed in a complex and volatile socio-economic and political
environment. Medupi and Kusile have experienced serious schedule delays and costs owing to
community unrest, work stoppages, site wide strikes and violence  Furthermore, instability on site has
resulied in damage to property and personnel. In FY2016/17 7 684 man-hours were lost al Medupi,
and 20 2665 at Kusile due to this low stability (as ot December 2016) Effective management of stability
is necessary for successful delivery of projects and the protection of Eskom's invesiments.  The figure
below shows GCD's journey map to achieving project labaur stability
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EXHIBIT 113: GCD” S SITE STABILITY STRATEGY

Towards a end-state

17.3Performance review FY2016/17

GCO's aperational ana parformance highlights are shown in Exhibit 114 and Exnibit 1

EXHIBIT 114: OPERATICNAL HIGHLIGHTS

New Bulid

Medupi Unit 4 ana Kusils Uil
synchronisa ilestones achieved, in ine
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.
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EXHIBIT 115. PERFORMANCE AGAINST BUDGET

Financtal Perrarmance People

2.3 19 1882

. * 1 599 -
Opex ii n @ Staff nuimbers ﬁ - - @

FY16117 FY16i7

Capex 370 300 v @ Budgei Forecast
 biilion ] Scnedqute

FY16/17 FY16/17 Beneration

Budget Forecast capacmy 1332
Safety comimissioned BEE

e '
Embpioyee LTIR V.3 i = s =
o .-—‘ m Transmission
m and other lines 525.0
Legal - N buit Khi 2223 & D
contraventions E 0 J, [ -100% _H._—
(CHDY) Index =
N 20 @

Fatalities - . Y-
No. ¢f people o ) -

FY16/17 FYi6m7

Budget Farecast

| Includes employee benefits and SMmer opex Bnd exciudes depieciation corporate overheads 3nd impaiments

17.4 Aspirations and objectives

17.41 Objectives

GCD has set the tollowing objectives

Executing the New Build programme which is currentily the largest capitai expansion programme
in Africa, and managing projécts that ensure environmental and reguiation compliance (eg.
transmission strengthening, customer connections and asset refurbishment)

Running the Project Management Office in support of Presidential infrastructure Coordinating
Commitiee inimatives

Consoli¢ating and optimising the reai estate portfolio in line with Eskom'’s DTC strategy
Providing processes, systems and tools for project olanning. aeveiopment ana execution

3uilding nstitutional contracting capability, including claims management, repoiting oversight and
vackage management strategy

Providing independent strategic assurance of capital investment through monitoring, reporting
and managing risk and resilisnce across the PLCM of Eskom's significant spena

Developirg future growth opportunities that will ensure 20.9 GW of new capacity

17.4.2 Priorities for the five-year plan

GCD's short, medium and long-term priorities are shown in Exhibit 116
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EXHIBIT 116: GCD PRIORITIES PLAN FY2017/18B - FY2021/22
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17.4.3 Operational assumptions

The assumptions made for ine GCD plan relate to the key factors that may affect delivery of project
schedules. Assumptions related to GCD's capital aliccation are nciuded in the Capital Investment

Plan (chapter 8)

Key assumptions of the operational plan are

o Continued productivity improvements by major contractors will have an impact on scheduie

recovery and acceleration of Medupi and Kusile

% No further external delays wiil be experienced cn project sites

¢ Commitment and implementation of parnership agreements by all stakeholders will ensure labour

stabiiity on project sites

17.4.4 Financial and operational targets

GCD has set financial and operational targets for the next five years. Financial targets, operational

targets and manpower targets are shown in Exhibit 117 tc Exhibit 119

AFP-262



AFP-263

Eskom Holcings Corporate Plan FY2017/18-FY2021/22  Rev / Unique identifier 240-566927206 Page. 204

EXHIBIT 117 FIVE-YEAR FINANCIAL TARGETS
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Financial performance
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Operating
expenses (before
corporate
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EXHIBIT 119 MANPCWER TARGETS

2183

Staff numoers’
FTEs

Emplovee LTIR 0.3 03 0.3 0.3 0.3

niex

Contractor LTIR 03 03 03 03 03

index

Fataiities? 0 0 0 0 0
Ne. of people
FY17/18 FY18/19 FY19/20 FY20/21 FY21/22

T As per HR plan
2 Target of 0 in ail financial years

Duning FY2016/17 Group Capital had additional headcount approved. From FY2018/19 to FY2019/20,
after the corclusion of the Medupi new buiid, headcount wili redlice to previously projected Ieveis.

17.5Initiatives

Intiatives for the next five years are shown in Tabie 59

TABLE 59: INITIATIVES
Year Key actions KPis Critical success faciors
increase Eskom capacity and availability and avoid load shedding

FY17118 - 4 Increase generation '« Commercial operation e Labour stability
Fy21/22 capacity through the | of Medupi Units -5 |q proguativity improvement by
completion of Kusile and 4 commarcial operation | major contractors
Meghpi of Kusile Units 1-6 ' Minimal cost escalation
'FY;WJg - * Develop NNB plan 1o le Front end planning in E- Decisions taken timeously
FY26/2 { Increase nuclear capacity | support of investment %. Buy in from all stakehoiders

case o )
‘s Site stability

'e All approvals licences and
permits obtained timeously

Optimise Capital Portfolio

:F:':1z'1§ . :‘o Provide operational 's Duvha Unit 3 reccvery Timeous placement of final

Fv22/23 sustainability through * ' bailer construction contract
recovery of Duvha unit 3 | ’. Site stabiliw

* No change in legal and
| regulatory requirements
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Year

Key actions KPis Critical success factors

@ Operational sustainability ® Koeberg steam & Qutage availabiiity

generator replacement o janufacture and delivery of

equipment to site on
scheduie

e Contractor performance

» Operational sustainability  OCGT dual fuel e Qutage availability
conveision « Contractor performance
» Operational sustainapility e Ankerling transmission @ Qutage availaility
Koeberg second ‘e Contractor performance
supply
» Operational sustainability » Majuba Rail - Outage availability
¢
» Operational sustainability  Transmission ana ¢ Contractor performance
other lines buil '« Op time environmental
approval

» Sufficient contractor capacity
and performance i line with

contraciual milestones
approvals

“® Access fo project sites

Operational excellence

FY17/18
FY20/21

e Cperational sustainability e Gx Coal Technical s Avaiiapility of outages
Plan Projects

e Optimise and consolidate = Upgrade of existing e Linchanged requirements

Ensure long-term revenue

FY17/8 -
£Y21/22
FY17/18 -
FY20/22

real estaie porfoiio  Customer Network from regional offices
Centres (CNC) and ® Change management
building of new CNCs
.‘ Corsolidate current real e Sale of non-core « Achieve market value for
astate network through  assets i property

sales of non-core assets

e [imeous approval of sales

H

# Drive systematic and = Acceleration of Kusile ‘e Acceleration of Kusile and

sustainable cost savings = and Medupi Medupi
. Capital scrubbing e No impact on scope and
quantity of projects
8 Private sector ‘e Timeous appointment of
partnership (PSP} transaction advisor

Reduce environmental foorpant in existing fleet

FY17/18~
FY22123

8 Gx Coal Emissions » Compietion of key s Avallability of outages
Projects environmentai
compliance projects
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17.6Risks and treatment plans

Risks and treatment pians are shown in Tabie 60

TABLE 60: GCD RISKS AND TREATMENT PLANS

Risks

T Industrial action (protected and
unprotected) leads to production
delays and/or property damage
across construction sites,
including safety incidents
(injuries)

2 Inadequate capacity and/or
competency amaongsi contractors
to support Eskom’s New Buila
programme priorities. This
negarvely affects projects in
various ways. such as schedule
delays owing o iow productivity
high rework rates, labour unresi
and work stoppages.

Treatment Plans

e The parinership agreement structures and processes both
national and on-site, have been streamlined and tightened
up to ensure issues are dealt with expeditiously and at the
ngnt engagement piatform to minimise disputes

s Eskom’s role iIn managing empioyee relations has been
strengthened with wisibility of emergency response
personnel on the ground

& The skilis development commitiees are ssiablished and
operationai on the sites. A skills development rnisk
assessment tool has been developed to monitor and audit
contractor compliance to the same

. Productivity 'ncrease inthatives will be impiemenied,
including focused contractor managemeni.

® On-site contract management resources will be increased
to improve associated processes such as claims
management and contract oversighi

& Technical oversight and assurance will be increased
throughout projects (Oversight Monitoring And Assurance
Centre)

AFP-266



Eskorn Hoidings Corporate Plan FY2017/418-FY2021/22  Rev 7 Unigué identitier 24U 56927206 Page 208

18 Procurement & Supply Chain Management

18.1 Summary of the operational plan

18.1.1 Context and mandate

n FY2016/17, Procurement & Supply Chain Management (P&SCM) focused on

vianaging an external spend budget of R125 billion as a 31 December 2016

vianaging major contracts and Eskom’s supply chain. making Eskom one of South Alrica’s largest
orocurers

Ensuring supplier deveiopment and localisation. aithough ine Group has not achieved Iis
ambitious targets in the past year

Ensuring full adherence to procurement legislative requirements

18.1.2 Financial and operational highlights FY2016/17

Placed 1675 contracts on behaif ot Eskom as at 31 December 2015
Handied in excess of 750 000 purchase requisitions across Eskom
Established the SAP informal tendering system

Attained savings of R1 6 billion in BPP savings on external spena

introciuced data analviics to monitor trends for all procurement tender committee submissions

18.1.3 Objectives and five-year plan

improve the speed and qualty of service fhrougrn sysiematic protcess improvement and
performance management

Drive systemaiic and sustainabie cost savings

Reduce risk and fraud by implermenting standardised proactive nsk managerment and goveinance
systems

Co-ordinate and drive Eskom s socio-ecornomic centribltion with respect to Supplier Development
and Localisation (SD&L) gap

Ensure that P&SCM develops and retains the required skills and closes the skiills gap

18.1.4 Key risks

*

Excessive cost of procurement, caused by poor planning, coilusion and anticompetitive practice
NON-compliance [0 presciibed cutlinervial goverance piotesses
Poor planning by the business leading to the unavailability of critical spares stock

increased potential of suppliers going INto financial distress, causea by prevailing recessionary
aconomic climate

nability to implement commercial mandate, caused by limited knowledgeable work force/ atirition
leading to inability to contribute towards keeping the lights on

Fraud and corruption in the commercial process, caused by unethical business practces

Nen-achevement of SD&L targets as per shareholder compact. caused by not placing coniracts
with designated groups
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18.2Divisional overview

18.2.1 Mandate

Procurement an¢ Supply Chain Management's mandate is to optimally manage a P&SCM
crganisation with clear line of sight over ail external spend ncurred, which enables Eskom to achieve
warld-ciass capabilities and performance n the areas of sourcing, supply-chain operations, contracts
management, business strategy and integraticn, demand forecasting and supply planning,
Jovernance, risk and compliance. This mandate is to provide an appropriate platform for effective and
sfficient performance to ensure the rght product/service at the right time without causing production
interruptions

18.2.2 Operating model

In order 0 achieve this mandate, P&SCM recently adapted its operating model (Exhibit 120) This has
resLited in the establishment of six functions that will support the operating modef:

* P3SCM Strategy & integration

* Demand Forecasting & Supply Planning
® P&SCM Governance Risk & Compliance
®  Scurcing Marayement

»  Contract Managemeni

*  Supply Chain Operations (SCOPS)

Procurement and Supply Chain Management owns the procure-to-pay process. The critical key
aspects of this process relate to the interface with the customer in order to ensure a superior customer
experience. The correct interpretation of customer requirements as well as engagement with suppliers
throughout the process is Key. In addition, P&SCM wiii have to ensure compliance with several laws
that reguiate the public sector procuremeni environment such as.

*  Broad-Based Black Economic Empowerment Act {B-BBEE Act)
» | PPPFA
s PFMA

¢ Piumotion of Access to Inforniation Act/PAJA
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EXHIBIT 120° PRSCM CPERATING MODEL

o
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Lifs Cycle

wManagament

ansionnuiic

18.3 Performance review FY2016/17

Over the last financial period, Procurement & Supply Chain Management managed fo achieve most
of their set targets (Exhibit 121)

EXHIBIT 121: FY16/17 PERFORMANCE REVIEW
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In order to drive improved performance in P&SCM. a number of initiatives were identified for the
2018117 to 2021/22 planning pericd. These are amed at reducing the funding gap brought about by
the MYPD:3 determination ot 8%. Table 61 details the DTC 1 initiatives

TABLE 61: DTC 1 SAVINGS INITIATIVES (PROCUREMENT EXCELLENCE PROGRAMME)

DTC 1 Initiative Name Description
improve speed and quality of [Improve speed and quality of service through systematic
iservice (Internal operational iprocess improvement and performance management

i

efficiercy enhancement) |

Lrive systernatic cost savings Embark on cost savings initiatives as directed by the Eskom !
\corporate plan. This is mainly in the procurement of goods and ?
‘services through =ffective negotiations and minimise the total
;cost of ownership.

Reduce orocurement risk & fraud |Reduce risk and fraud within procurement by implementing

e 'standardised preactive risk management and governance i
systems
Coordinate and drive Eskom’s [Through procurement of goods and service, ensure
s0cio-econcmic contribution ;procurement from designated groups is implemented. Where

‘through Spend there are no suppliers. implemeant localisation and
i industrialisation strategies

%Contract management cptimistion Implementation of the contract management centre of
excellence

SRS . e = c

The spend tower prevents unnecessary spend, codifies free text spend, reduces non-contract spend
and prevents bad buying practice, and continues te vield positive results. Since the beginning of the
financial year under review, as at 31 December 2013, a total of R1.5 billion has been banked. This is
against a target of R1.9 billion for FY2016/17 (Exhibit 122)

EXHIBIT 122: DTC 1 SAVINGS

DTC 1 Savings, FY16/17
R biilion

Amount required to reach target Savings targets YTD savings achieved

16 f@

Ny

|
).5 C.5
f 03
| = _

0.6 " R
Project Commodity  lTactical Suppy Chain Totai

0.5 l :
i 1
sourcing Sourcing sourcing Operations

18.4 Aspirations and objectives

18.4.1 Procurement and Supply Chain Management Journey Map to
excellence

The P&SCM strategy has baen anchored on P&SCM's iournay to excellence’ that wiil move through
four distinct phases from its current reality to world-class axcellence. The phases of the journey are
iepeatability, predictability, optimisation and world-class excellence (Exhibit 123). Change and
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communication management to ensure overall management, oversight, will underpin the journey and
awargness at all imes.

EXHIBIT 123: P&SCTM JOURNEY MAP

.ﬁewa rd.

- = Recognized by
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management

industry leacer in

enable high leveis
of certainty across

ize: ! enablement of
Standgrdlze. all leveis of ‘ procurement and
Executing in the same Berational strategic objectives supplier
manner, across all and “real-time” devel
performance evelopment
comimerciai management tools

processes. every time

Change and Communication Management Is integral to and underpins the success of the
Journey, particuiarly dunng the Repeatapility and Predictability stages

18.4.2 Strategic objectives

A key responsibiity of the Procurement and Supply Chain Management (P&SCM) 1s o ensuie
alignment with end-users and suppliers on Eskom's procurement requirements. This involves the
review and annancement of commercial performance, and aiignment of strategy and business plan to
Eskom's overail strategic objectives I alsa involves the entification of key inttiatives 10 address
guantitative and gualitativé challenges

In the light of this, P&SCM has the foliowing overall objectives

e Impiove the speed and quality of service through systematic process improvement and
performance management

e Procurement and supply chains in world-class organisations are agiie For Eskom o emulate this
standard, cycle fimes need to be shortened whilst 3tll ensuring superior service quality

¢ Dnve systemaitic and sustaimable cost savings

e An crganisation-wide cost-savings mind-set, and minimising the cost of electricity, arg necessary
to ensure Eskom s financial sustamanility

* Reduce risk and fraud by iImpiementing standardised proactive risk-management and gevernance
systems!

* To ensure that P&SCM is_above reproach, i1 will impiement standardised proactive risk
management and governance systems: P&SCM seeks to work towards a culture of zero fraud
corruption and irregularities in every trangaction. Further improvements in the process are aclively
investigated as and when the trends analytics team picks up deviations

»  Co-ordinate and drive Eskom’s sacio-economic cortributior with respect to the SD&L gap:
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¢ P&SCM s expected to drive socio-economic imperatives by ensunng that various statutes (e.y
New Growth Path, National Development Plan, Industrial Poiicy Action Plan, Competitive Supplier
Development Programme) are advanced through Eskom spend. This ensures the transformation
of the supplier landscape and creates sharefcider value. In addition, they will be a focus on
enterprise development 10 increase the capacity and capability of black suppliers

* Ensure that Group Commercial develops and retains the required skills and closes the skilis Jap.

* P&SCM ams to deliver world-class procurement and supply-chain performance tnrough the
development and closing of identified skill gaps. Driving a culture of high performance and
ensuring productivity is critical in order fo meet P&SCM’s and Eskom's strategic objectives.
Accordingly, P&SCM seeks to harness the skills of critical resources whilst ensuring a high

performance culture

18.4.3 Targeted outcomes

P&SCM has defined the set of targeted outcomes to enable them io deliver on the strategic objectives

identified

TABLE 62: TARGETED OUTCOMES TC ADDRESS SPEED AND QUALITY OF SERVICE

Key actions KPls
improve speed of service
'« Shorten the cycle time through

improved interface with the internal
customer

. Requisition to order cycle
| time

H
* Monitor the issue resolution rate for all # Rate of issue resolution

commercially related customer queries ’
;- Number of outstanding
requisitions greater than 30
days

e Manage a procurement requisition
backiog

* Develop sourcing plans in line with
demand pianning and customer
engagements

« Number of sourcing pians
approved

Drive systematic and sustainable cost savings

i
@ 10% reduction on external spend in line | Audited cost savings
with DTC determinations

Reduce risk and fraud within procurement
Proactive assurance:

'# Transactions to be subject to a
proactive assurance review to ensure
compliance to governance

Reduce risk and fraud within procurement

' Number of findings

Proactive assurance:

= Transactions to be subjectto a
preaciive assurance review to ensure
compliance to governance

e Number of findings

Frobity checkiconflict of interest
management:

- Probity checks on all
transactions, inciuding ail
procurement employees,

| aualitriple adjudicators and

¢ Probity checks on all rransactions,
inciuding all procurement employees

Critical success factors

» End-user educaticn on
clarity of requirements

» Issue escaiation systems
implementation {Group
IT enabler)

» SAP BW accurate
reports

® Signed-off sourcing
plans

& Implementation of the
enabling agreement with
the external service
provider

8 [nsourcing ot proactive
assurance and
resourcing

& Inscurcing cf proactive
assurance and
resourcing

» Propity checks cn ali !
ransactions, including
all procurement
aemployees, dualfripie
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Key actions KPis Critical success factors
aual/ripie adjudicarors and procuremeant tencer adjudicators and
procurement render committee committee memoers procurement tender
members committee members.

e Declaration of interest in line with the
provisions of the Eskom Declaration of
interests Policy

Delegation of authority: & Number of fuily functionai = independence of PTCs
t-nforcement of the procurement delegatec structures o Management of
delegation of authority by empowering nterterenc:a in the

tne independence of the duly constituted adiudication processe
Procurement Tender Committees (PTCs) Relucication processes

Procurement trends analysis: ‘» investigations completed  # Assurance and forensics
Review of ail Tender Committee through procurement trends | investigative capacity
submissions and generation of trends In ~ analysis

order to inform aetailea investigatons

Co-ordinate and drive Eskom's socio-economic contribution

Driving industrialisation and « Number of contracts piaced e Visibility of future
localisation. with industrialisation and business requireinents
» impiementation of the Focus Areas localisation obligations through which Eskom
Plan can drive the supplier
development pian

Reduce risk and frasd within procurement

Proactive assurance: & Number of findings = insourcing of proacuve
‘e Transaciions 1o be subject to a assuiance and
proactive assurance review to ensure resourcing

compliance fo governance
Reduce risk and fraud within procurement

Probity check/conflict of interest o Probity checks on all o Probity checks on all

management: transactions. inciucing ail transactions including

» Probity checks on all transactions procuremeant empioyees all procurement
inciuding all procurement empioyees. dualftriple adjudicators and — empioyees, duaiftriple
dual/iriple acjudicators and procurement tender adjudicators and
procursment tender committee committee members | procurement tender
members. committee members

Deciaration of interest in line with the
provisions of the Eskom Declaration ot
Interests Policy

Delegation of authority. o Number of fully functional ® Independence of PTCs
Enforcemeant of the procurement delegarea struciures e Management of
delegaticn cf authority by @mpowering interference in the

the indeperdence of the duly constituted adjudication processes

PTCs
Procurement trends analysis: o Investigations compiefed  » Assurance and forensics
Review of ali Tender Committee through orocurement trends  Investigative capacity

submissions and generation of trends in analysis
order to inform detaiied investigations

Co-ordinate and drive Eskom'’s socio-economic¢ contribution

Driving industrialisation and s Number of contracts piaced e Visibility of future
locaiisation: with industriaiisation and business requirements
e Impiemeniarion of the Focus Areas localisation cobligations through which Eskom

Plan
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Key actions KPIs
can drive the supplier
development plan

Ensure that Procurement & Supply Chain Management has the necessary mind-set and
capabilities

Employee morale: ?'- Employee-value-proposition @ Support from

» Ensure procurement leadership visibility and employee-engagement  organisational
and employee engagement through surveys completed with effectiveness
rcadshows and aother means of action slans
engagement as well as information ;
sharing !

Targeted capability development: ' Procurement cperating » SAP wsibility through

® Increase productivity by 20% as per . Ccosts versus total spend management reports in
DTC aspirations : ! managed BW

Ensure that Procurement 8 Supply Chain Management has the necessary mind-set and
Capabilities

Creating a high performance culture: 1, Buyer Programme » Training budget
‘s implement the Top Buyer programme completion avallapility

| and targeted skills deveiopment on e Completion of targeted

| criticai areas of strategic sourcing, i training hours

Inclucing but not limited to negotiations, |
contracts management and cost 1

madelling
‘Enhanced quarterly performance ‘s Number cf empioyees with Performance systems
management: | performance contracts and  alignment to quarterly
» =nsure strict adherence to an objective-| quarterly reviews with strong  performance

based performance management for ‘ consequence management  management

staff across all leveis

18.4.4 Additional initiatives for PASCM (DTC 2 savings)

Subsequently, an additional funding gap has been ientified for the 2017/18 to 2021/22 planning
period because of the gap in the RCA determination. As a result, the following additional (DTC 2
savings) as ndicated in Table 63 will need to be attaired.

TABLE 63: DTC 2 SAVINGS

Period Savings targer Savings %

2017/18 R2.4 pillion 12%
2018/19 R3.4 billioni 17%:
201920 ' RS 4 sillion i 27%
202021 ) R4 4 billion. 22%|
2021/22 Ré4 4 billion T 22%,
TOTAL , R20 billion 100%,

The above DTC 2 savings are over and above the DTC 1 initiatives and are aimed at closing a funding
gap of R20bn over the 5-year planning period through the implementation of the beiow proposed
initiatives in Table 64
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TABLE 64: OTC 2 INITIATIVES
DTC 2 initiatives Detailed Explanation

1 Demand planining s Detailed demand plan over a longer horizon

o Visibility of sunilar commaodities (goods and setvices) across
business units

2. Data analysis capability to e Deveiop capability (systems and people) Lo analyse internal and

allow for costreauciion and | gxiernal data 1o create visibility and extract value
demand management

during socurcing and project
execution

» Focus on effective contract-price-adjustment management

3. Reduce inventory and » Managing working capital better by consolidated stock holding
working capital Inventory oW N
« Transport management systerm

‘s Warehouse automation (radio freguency identification, baicoding
and robotics)

4. Increase spend uncer s Cadification of materials and services to drive standardisation
management through (material and sarvices) of procurement
cataloguing

® Reduce unnecessary stock holding

5 Enc—to-end automation e improve inventory management to drive down working capital
‘e [mprove accuracy in data and process visibility
‘& Optimise warehouse network design

6. Reduce category total cost e Ciearly defined scope/spec
of ownership through o Fit for specificati BRI ot
improved scope purpose specifications (reduced goid plating)
specification « Performance specification not conformance specifications where

there is no risk cf IP infrngement

18.5 Procurement & Supply Chain turnaround strategy

Eskom has not been able to meet the procurement (B-33EF) spend targets set out Inthe shareholder
compact for FY2016/17. In order taimprove performance and ensure the successful attainment of the
shareholder compact targets for FY2017/18 and future years, the Procurement & Supply Chain
Management division has deveioped a sel of performance turmnaround mitiatives. These initiatives
inciude, but are not limited to the following

Key problem: Failure toc meet the procurement (B-BBEE) spend targets in the shareholders
compact, ([YTD December 2016)

KPi (% Target Forecast Gap Key initiatives to Target Risks associated
attributabie FY FY 2018/ FY 2016/ address the problem FY with achieving
spend 2016/ 17 17 2017/18 this target in
against total 17 FY2017/18 -
measurable FY2021/22
procurement
spend)
B-BBEE B0% B635% 13 65% Cross cutting initiatives  80% e Eskorm suppliers
3WO 12%  726% . -4.74% ¢ Direct iactical purchase 12% not complying

= ; requisitions towards with the

40%; 2704% 1296%  qogionated suppliers 0% jegisiation of
Black youth 2%  091% -1.09% : where possibie 2% SA by not
owned { abiding to the B
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Key probiem: Failure to meet the procurement (B-BBEE} spend targets in the sharehoiders

compactl (YTD December 2016)

KPI (% Target Forecast Gap
FY 2016/ FY 2016/ address the problem

attributabie FY
spend 2016/ 17
against total 17
measurable
procursment

spend)

Black people 1% 0.01%
wth
disabilities ’

Qualifyirg 15%| 56.22%

enterprise |

Exempt " 15%| 5 80%
micCro-

anterprises

Key initiatives to

-0.99% e Use of NT's Central

Supplier Database

(CSD) to souice more |
compliant designated |
suppliers for informal
tendering for 1

, lransactions less than

-8.20% | R1 million ’

@ Use of opjeclive ciitenia |
as per PPPEA 10 allow
for the selection of
designated suppliers
during tender

| evaluaticns, untif the
new PPPFA amended

| regulation are

. impiemented

¢ All Panel Control
Committees have been

| instructed to direct as

| much spend as possible
to designated suppliers.

'@ Where Eskom nas no

| option but to use non-
transformed suppliers
those suppliers wiil be
required 10 submit their
transformation plan

® Prepare the market in
terms of the demand, by
holding focused supplier
forums to get
designated suppliers
ready to participate in
the upcoming tenders.

e Apply to the DTI for
exemption of the
procurement spend
IPPs

1%

15%

15%

-Target -Rlsks associated
Fy
2017/18 ‘

with achieving
this target in
FY2017/18 -
FY2021/22

BBEE coades of
good practice

» Potential lack of
designated
suppliers
capable of
supplying the
commaodities and
delivering
projecis required

& Designated
suppliers may
fail to meet
technical
requirements for
tenders issued

® Noi meeting the
shareholder
compact and
advancing the
$OCIO-£CONOMIC
imperatives

@ Designated
suppliers may
fail to meet
technical
requirements for
tenders issued

Failure to service the business in a timeous manner (PR to PO cycle time not met)

Purchase 21 36 days i15daY5 e Shared services division 21 days e |ncomplete

requisition to days i
contract cycle %
times |

lc update vendor details
on a weekly basis

& implemeant a system
generated notification
for all suppiiers to aiert
them of any

documentation
submitted with
the PR may
proiong the
completion of
these transaction
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Key problem: Failure to meet the procurement (B-BBEE) spend targets in the sharehoiders
compact, [YTD December 20186)

KPI (% Target Forecast Gap Key initiatives to Target Risks associated
attributable FY Fy 2016/ FY 2016/ address the problem FY with achieving
spend 2016/ 17 17 2017/18 this target in
against total 17 FY2017/18 —
measurable FY2021/22
procurement

spend)

documentation that is
about to expire and
requires renewal

» Suppliers failing to
renew documentation
timeously, will be
plocked on the Eskom
system so that no RFQ's
or orders are generated
until vahd
documentation is
provided

1B.6 Financial and operational targets

The five-year financial and operational targets for P&SCM aligned to the aspirations of the division are
cutiined in the exnibits (Exhibit 124 to Exhibit 129)

EXHIBIT 124: PRSCM FY16/17 CAPEX AND EMPLOYEE BENEFITS TARGETS

434 8
410
Capex 18.0
R f 9.0 .
)
726
505, 606.3 6381 b o
Employee
benefits
1341 1315 I 332 73N 131
Staff
numbers’
=Tks
FY17i18 FY18/19 FY19/20 Fy20/21 FY21/22

As per HR plan
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EXHIBIT 125: INTERNAL BUSINESS PROCESS EFFICIENCY 1/5

R hiilion

Revenue from disposal
of obsolete inventory
K million

100 90

al Business P

to Order cycle,
AYS

commoedities),
Days

A
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EXHIBIT 127: INTERNAL BUSINESS PROCESS EFFICIENCY 3/5
54

External Spend Savings 24 34 4.5 44
R billion

30 30 3C 3C 30
Creditor days
days

85 85 90 95 95

Contracted spend as share
of totai spend, %

Share of SCM empioyees
om-plying with dec

completed on S

mployges
H‘Ff mittee me
& FY17/18 FY18/19 FY19/20 FY20/21 FY21/
..l":h T —
& 4
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EXHIBIT 129: INTERNAL BUSINESS PROCESS EFFICIENCY 5/5

15 20 20 20
Skills Deveiopment 10
30 30 30
2 20 M— e
Job creation v o ) o
D00 People
85 35 90 25 o
Share of buyers with
Eskom Purchasing
Training %
1 1 1 1 1

Percantaga of Opex

spent on training,

%

18.7 Risks and treatment plan
Risks and tieatments plans are shown in Table 65

TABLE 65: RISKS AND TREATMENT PLANS

I%xqess:ve cost of procurement e Deveioping bid-rigging and coilusion-awareness training
(Caused by puor planning), collusion  sessions with Competition Commission

and anti-competitive practice lead fo
poor financial periormance oy
Eskom

!
i
® Continuing expansion of supplier pool ’

e Reducing pravaience of ciosed tendering vs open tendering
through procurement-trends analysis and reporting

| Updating of NEC to inciude clauses dealing with anti-

| competitiveness

iNon-compliance with prescribed

‘commercial governance processes |

leads 1o judgments being granted
against Eskom and adverse impact
on Eskom’s brand and reputation

Unavailability of critical spares stock
(caused by poor planning) could
lead to disruptions in <lectricity
supply and prolonged cutages

# Resuscitating the discontinued training of procurement
practitioners in Procurement in Eskom 1, inciuding
awareness lraining

* Developing Procurement in Eskom 2 and training of
stakehoiders

¢ Rolling out Eskom-wide sensitisation programme to
procurement praclitioners and end-users on the provisions of
procurement procedurs

& implementing analysis of non-compliance and trends, and

| consequence management

|® Reviewing and menitering cf critical and strategic spares with

| operating units

@ Training all staff on correct pianning philosophy and
inventory- management principles

® Segregating all Gx critical spares from normal maintenance
spares to gain visibility

® Tracking availability performance on criticai-spares and
straiegic-spares storage locations
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Risk Description Treatment Plan

Increassa potential of suppiiers = impiementing discislinary processes for non-agherence 1o
going into financial distress (caused  prescribed poiicies and procedures (&.g. timeous payment of

by prevailing recessionary - suppliers)

‘economic climate) may lead to i ) . . o

delays in project axecution and . Ongoupg supplier education Aand communication on
compliance to Eskom’s invoicing requirements

‘business disruption
inaiiity 1o impiement commercial  mpiementing training plans

‘mandate (causec by limited

‘knowledgeabie work force/attntio
* Proaciively engaging OEMSs o

Jleads to inability to contrib
towards keeping the i

‘= Actively reporting SC&L performance

- governance forums (ncluding all tender
of tenaer award
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19 Group Technology

19.1 Summary of the operational plan

19.1.1 Overview

Group Technology is mandated with ensuring Eskom’s ability to design, operate and maintain the

asset base in a safe, standardised and sustainatie manner Initiatives in Qutage Management,
Ergineering and Asset Management (the three departments within Group Technology) are aligned to
support the Zskom operating units in achieving higher plant availability through piant support, and the
control of outage planning and execution

19.1.2 Financial and operational highlights FY2016/17

During FY¥2016/17, Group Technology outperformed against most of its targets

Due date Post Outage
performarice UCLF 0-60

79.8 150 o
(DDP) F;S_-O - Y +45% SRS ‘1 -'@
4 '.____ . A ; == =

6.1
Weiding repair 45 i @ SLIP 10.0

rate ) performance e | @
) o i 2.4

Budget Forecast Budget Forecast
FY1e/17  FY16/17 FY16/17  FY16/17

1 Exciudiag Koeberg

19.1.3 Objectives

Asset Management’s focus areas are:

-

»

Impiementation and review of maintenance and operating business processes

Partnering with Engineering and the operating units on the development and implementation of
maintenance standarcs

Development and impiementation of maintenance metrics overseeing the entire maintenance
business process

Conducting maintenance and operating business process assurance or operating units to ensure
compiiance with standards

Cevelopment and impiementation of refurbishment standards

Qutage Management’s focus areas are:

-

Restoring plant availability in support of Generation's amkbition to reach 80% EAF in FY2020/21

Ensuring that outages are executed in a standardisec approach with a high focus on quaiity. on-
time compietion, within budget and with no to mirimal post outage UCLF on scope executed

Engineering’s focus areas are:
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Znsuring optimai engineering performance schedules, productivity and Jesign review turnarouna
umes (Project Engineering)

Znsuring design competency and performance fo user requirements (Plant Engineering)

Ensuring the execution of plant heaith assessments and the optimal management of design
oackage delivery for Eskom's capital projects (Power Delivery Engineering)

£nsuring the standardisation of maintenance execution strategies, the management of technical
specifications and optimised asset performance and excursions (Production Engineering
Integration)

19.1.4 Risks

Group Technology has identified the following risks

Inability of the business 10 balance continuity and retention of skills, resulting in suboptimai
operations and loss of productivity caused by low employee moraie and a perceived declining
EVP

Switching off units for maintenance

High frequency of required travel, as employees nave to proviae expert consuiting advice at a
number of stations/sites, depending on demand and availability of plant. Tne igh frequency ot
travel increases the likelihood of vehicle incidents and inadequate use of resources

inadequate use of people resources, due to ramo-down of work, as a result of constrained budgets
across the busiress

Mot achieving tne FY2021/22 manpower target

inadequate skills avallabie fo drive oulage process
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19.2Divisional overview

19.2.1 Mandate

Group Technoiogy is mandated with ensuring Eskom’s ability to design, operate and maintain its asset
base in a safe, standardised and sustainable manner Technology provides axpert skills in support,
consuiting, design and project engineering to Generation, Distribution, Transmission and Sroup
Capital Division. Eskom has appointed Technology to be the internal non-OEM partner providing Asset
Management, Engineering and Outage Management services to the operating divisions

Asset Management's mandate is to ensure methodical. consistent repeatable auditable and
optimised maintenance and refurbishment in terms of performance, cost and risk for Gereration,
Transmission and Distribution assets. This is aimed at improving the availability of Eskom's asset

base

Engineering provides a professional, effective approach to engineering woik delivery acioss the
organisation, primarily focused on rechnical-asset integrity and nealth assurance over the iong term

Outage Management provides standardised management of outages across the fleet with a focus on
high-quality project delivery and on-time completion of outages and refurbishment projects. Qutage
Management ensures that outages and refurbishments are controiled, to deliver on-scheduie

perforimance and quality

In line with the broader Eskom transformation responsibility, the busmess aiso leverages and develops
its own subsidiaries. To provide this service, Technology is committed to ensuring the availability of
engineering resources and technicai support at points of demand.

19.3Performance review FY2016/17

Durtng FY2016/17, Group Technology cutpeitormed against mosi of its targets

EXHIBIT 130: GROUP TECHNOLOGY PERFORMANCE REVIEW

Due date . Post Outage
performance .. 796 UCLF 0-60 150 121
(DDP) 22.0 t days’

o
-

Weiding repaii 45 '@ SLIP 10.0

rate ; performance E | l @
¢ 24

[

-
Budget Forecast Buaget Forecas
FY16/17  FY16i17 FYi6/17  FYie/17

“xchiding <osberg

19.4 Aspirations and objectives

I the next planning cycle, Group Technology will pursue various objectives to support Eskom’s asset
base in Asset Management, Outage Management and Engineering.
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19.4.1 Asset Management's focus areas are.
s impiementation and review of maintenance and operating business processes

+  Parmering with Engineering and the operating unfis or ine development and implementation of
maintenance standaras

s Development and impiementation of mainienance Mewics overseeinyg the entire maintenance
pusiness process

e Conducting maintenance and operating business process assurance on operaiinyg units to ensure
compliance with standards

e Development and implementation of refurbishment standards

19.4.2 Outage Management’s focus areas are.
e Restoring plant availability in support of Generation's ambition io reach 80% EAF in FY20/21

o Ensuring that outages are executed in a standarcised approach with a high focus on guality, on-
time completion, within budget and with no to minimal post curage UCLF on scope executed

19.4.3 Engineering's focus areas are:

» Cnsurirg optimal engineering performance scheduies, productivity and design review tumaround
times (Project Engineering)

»  Ensuring design competency and performance 1o user requirements (Plant Engineering)

»  Ensuring the execution of plant health assessments and the optimal management of design
package delivery for Eskom's capital projects (Fower Delivery Engineering)

= Ensuring the standardisation of maintenance execution strategies, the management of technical
specifications and optimised asset performance and excursions (Production Engineering
Integration)

»  Eprsuring that outages are execuied in a standardized approach with a high focus on quality, on-
time compietion, within budget and with no to minimal post cutage UCLF on scope executed

19 . 5Initiatives

In the next planning cycle, Group Technology will be pursuing different initiatives across Asset
Management. Outage Management and Engineering 10 support Eskom’s asset base

19.5.1 Asset Managementl
Asset Management will focus on supporting preventive maintenarnce

s Ensure a standardised end-to-end maintenance basis will be applied across generating plant
under the BPP MSMW programme in Generation

e Develop ard implement a maintenance assurance prograrnine 10 CONNNUOUSIY. IMProve the
managament ana execulion of maintenance

e Deveiop a stancardised opeialing basis through assessing and resetting the operating.technicai
specifications that supports plant production requiremenis (e.g. foad cycing)

# Support ana influence the EPPEI programme towards up-skilling and improved knowleage base
in the defined subject areas
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19.5.2 Outage Management

lhe Qutage Management programmas focus on the initiatives to support Generation. These intiatives
Inciuce

Develop a safety strategy to improve safety performance

Reduce of cost and time of planned outages

Review of procuction plans and propose outage schedules

Develop an outage skills strategy to improve skills and competencies

Conaduct outage PCM training and compliance assessments

Establish commissioning teams at sites to ensure adherence to commissioning standards
Enforce Foreign Material Exclusion (FME), to prevent intrusion of foreign material into systems

Report on Pest Cutage Unplanned Capacity Load Factor (PC UCLF) at every station

19.5.23 Engineering initiatives

Engineering will focus on initiatives across the three main sub-areas - Generation Piant Engineering,
Prgject Engineering and Power Delivery Engineering:

Generation Plant Engineering

Generation Plant Engineering intiatives are aimed at managing and maintaining the design-base
information

Verify and update the Design Base for Generation Assets

The objective of the Design Base initiative is to verify and update the technical Design Base of
Eskom’s coal fired and peaking power stations. This is to ensure availability and access to current
and correct engineering information so that power stations can be operated, maintained and
modified against a verified and maintained Design Base baseiine.

Configure and deploy SmartPlant Enterprises [an engineering system) on Generation
assets

The purpose of the deployment of SmartPlant Enterprise is to ensure the integrity of Eskom’s
designs and related technical design-base information. Engineering has to ensure sustainability
within the business. to stem the slow decline in Eskom’s Energy Available Factor {FAF) due to the
poorly maintained and managed asset Design Base. The establishment of strong centre-led
technical governance, and impiementation of ccmmon engineering processes, will avoid business
processes and systems existing in isolated pockets of excellence. The engineering practitioners
are in nead of integrated application systems tc coordinate and optimise the engineering function
This landscape of systems relies on an integrated central Design Base repesitory, for which
SmartPlant SPO/SPF has been approved

Embed Engineering change management processes across the business

The purpose of this initiative is to ensure that Eskom assets are managed in a way to enable
sustainable achievement of its business goals [t aims to ensure impiementafion of an effective
process for controlling changes to plani, plani struciures or technical documeniation, and to
mar.age any changes to a baseline in a conirolled marner. Any proposed changes shall be traced,
thereby controiling the integrity of the configuration and demaonstrating compiiance with auditabie
traceability.

Deveiop internai design capability through technology transfer in the fiue gas cleaning
landscape

Eskom has embarked on a process to iocalise selected technologies through the acquisition of
inteilectual property (IP) and design expert se The transter of IP and the development of an

i mcimmaak af o Fmm o Ao R S S

ArdvAnamA [AvAal A fim laiiaa Aamimia aaa el
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lecalisation through the establishment of local design 2xpeitise. Particular areas of focus in the
current financial year include retrofit projects far power piants using air-quality-related technology
such as low NOx burners, flue gas desulphurisation (FGD) plants. fabric filter plants (FFPs) and
biomass.

+ Retain critical resources, from Medupi, Kusile and Ingula, and refurbishment project
experience

Finally, intellectual property, organisational memory and the experience gained during the current
new build projects snould be retained

Project Engineering
Project Engineering will fogus on Improving project centrols and project delivery efficiency

»  Manage professional service contracts and implement project controls for all refurbishiment
projects

» \lonitor projects o ensure timeous delivery of ail programmes

»  Develcp a Weiding Programme, to address the skills shortage in oraer o improve the welding
performance on assets

» Develop a Risk-Based Inspections Programme, to ensure timeous delivery of projects

» Implemant the Eskom Power Plant Engineering Institute (EPPEI) Programme, to build power piant
engineering capacity ai Eskom and in local universities

Power Delivery Engineering
Project Engineering will focus on improving Grid charactenstics and performance
= Distribution ot smart Grid roadmap

= Project Engineering is currently coordinating the rollout of PCMs fo line divisions in order tc
emphasise the new way of working

= Productivity improvements have aiso been identified and the PDE business will implement a 3D
substation design tool, which should save 30% of design time

19.6 Financial and operational targets
e Thea following KPis and targets have been set for Group Technology for FY2017/18 — FY2021/22

EXHIBIT 131; GROUP TECHNOLOGY FINANCIAL AND HUMAN CAPITAL PERFORMANCE
KPIS

Acquisition of 250 250 250 25.0 25.0
P
Rmiltor

Skills 30 30 30 30 30
development

No. of pedple
FY17i18 FY18/19 FY19/20 FY20/21 EY21/22
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EXHIBIT 132: GROUP TECHNOLOGY OPERATIONAL PERFORMANCE KPIS

70 70 75 75 30
Qutage Due Date
Parformance, %

] 45 45 a5 45
Welding Repair Rate, »

75 3 0 Y f.o
SLIP Performance, %

10 10 0

Post Outage UCLF
)»60 days, %

90 g o8 " o5 L 25
Design review
turnaround, %

90 95 95 95 Bs
Preventative
maintenance, %o

t 200 200 200 1 200 1200
MW foss as a resuit of
PTH, AmA

FY17/18 FyY18/19 FY19/20 FY20/21 FY21/22
19.7 Challenges

Inits effor's fo service the business efficiently, Group Tachnoiogy will need to address certain
chailenges across Asset Management, Engineering and Outage Management

19.7.1 Asset management

Asset Management pians to manage the following challenges to support preventive maintenance and
lite cycie planning. Disciplined execution of Operating and Maintenance (O&M) practices is needed to
ensure reliable and available plant operation

* There wil be 2 step change in O&M practices that will require new roles and functions in the
operational business (e.g. the relatively new introduction of a Maintenance Planning function)

* The Asset Management Centre of Excellences are not fuily resourced and will cooperate with the
operating units to fuffil their mandate

» Operating and maintenance processes will necessitate Jpgrades to existing enterprise systems
(e.9. SAP & Maximo) as well as new systems 10 enable the implementation of maintenance
processes

19.7.2 OQutage management

Outage Management will need to address the following challenges for the FY2017/18 period and
future years:

» Skills ang competencies improvement

Qutage Management is faced with a serious skills shortage due to not being able to release peopie
for training. and not being abie to fill vacancies. Currently Cutage Management lacks critical skills and
competencies In project management, contract management, risk managemeni and financial
management Lack of contract management skills result in inadequate contraci formats that do not
supoport high productivity. Project Management skills will enhance Outage and contract managers
ability to understand
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19.7.3 Engineering

Engineering identified and considered the following challenges when defining priorities in the sub
sunctions of Generation Plant Engineering, Project Engineering ana Power Delivery Engineenng

Generation Plant Engineering

The fallowing challenges were identified and considered curing the definition ot priorities in Generation
Plant Engineering:

Lack of standardised management process of Engineering Information

Engineerning Information (El}.is not managed across ‘€ams and pusiness units consistently which
resuits in inefficiencies, cost overruns and delays. Engineering Informaiion is kept in various
legacy and current systems, such as Hyperwave, networks drives, PIGO, SAP DMS, ProjectWise
anc SPF 3.8, In all the Engineering asset refurbishment projects, the management requirement is
the efficient retrieval and updating of engineering drawings. This requires various systems fo be
compatibie with the drawing format. Similarly, the new build design drawings are provided in
various formats, i.e. MicroStation, PDS, PDMS, and AuteCAD, amongst athers. This emphasises
the requirement that Engineering standardise the 1203 for production and delivery of supplied
designs, as par cf the standardisation of Enginesring information management across all
technology areas.

Lack of strict configuration management and governance of design information

Due to a lack of strict configuration management and governance, design information for Zskom
power stations is usually found to be inaccessible, missing or even incorrect Furthermore, the
information is not captured and managed in a standardised format so that consequently. the
assets are operated, maintained and maodified aganst uriclear baselines

in the mandate, Es<om management requires that assets be managed to enable sustainable
achievernent of its business goals. The Engineering Change Managemant (ECM) process
provides an effective method to control changes to plant plant structures or technical
documentation, as well as the method to controi any ciranges to a baseline The ECM process
provides an audit trail that means that any proposed changes can be traced, thereby controlling
the integrity of the configuration and demonstrating compliance with auditable traceability.

Unavailability of specialised engineering tools

Generation Piant Engineering uses specialised tools e.g. Smart Plant design (00ls for engineering
design services on projects. The need for design services is increasing with the maturing internal
design capability. and it will reduce Eskom’s rsliance on consilitants to perform design Work.
Group Technology is faced with the challenge of not having the right Smart Plant tools available
at the right time which would enable engmneers fo meet timelines and milesiones and enable
Eskom to reduce the need for consultants

Extended project timelines due to compliance with supplier deveiopment and iocalisation
requirements

The key performance item for technology transfer in the shareholder compact requires that
Generation Plant Engineering acquire inteliectual property and internal design capability so as to
maximise supplier development and iocalisaticn in line with procurement standards

Retention of large capital project specialised skills and experience

Atthe beginning of the new obuild programme Eskom had imited engineering experience to delivel
large capitai projects. Project management capability has expanded over the last eight years, on
the rew build and refurbishment projects, and it is strategic for Eskom's sustainability and
execution of all future projects thal these valuabie skills are retained

Power Celivery Engineering

Power Delivery Enginesring has 1dentfied the following challenges in defining priorities for the
planning period:
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The current Distribution and Transmission ageing plant capital investment plans do not make
provision for covering the full capex investment required Based on analysis conducted,
Transmission will require an annual spend on refurbishment of R1 7 billion, with only R1.2 pillion
included in the current capital investment plan, resulting in a RO 5 billion annuai short-fall over the
next five years. A high-level analysis indicated that Distribution might have a R1.5 biilion short fail
in the capitai pian. Further analysis will be conducted for Distribution tc accurately quantify capex
investment shortfall

* Reskilling of staff for transition to sman sciutions

Transitioning 10 smart solutions, such as new IEC61850 protection and control schemes, smart
substation and smart metering, will require re-skilling of staff

¢ Constraints in procuring an Asset Performance Management toocl

A Asset Performance Management (APM) toal is required Lo enabie risk reduction. |here have
been challenges in Group Technology’s ability to procure the tool in the short-term due to available
budget. Currently resoiution disgussions are underway with Group IT on securing this tool

19.8Risks and treatment plans

Group Technology has assessed the primary risks that could pose obstacles to its five-year pian, and
has identified associated mitigation plans (Tabie 66)

TABLE 66: RISKS ANC TREATMENT PLANS

Risk Description Treatment plans
j- Lack of skilis * Inability of the business to balance  # An acceptable workforce pian that
* retention and continuity and retention of skills, i aligns the skills requirement with the
' employee resulting in suboptimal operations . operationai business needs
morale | and loss of productivity caused by 's Review the EVF anq articulate and
| low employee moraie and a communicate it to employees for them
[ | perceived declining EVP to understand it tully
' Increased ¢ High frequency of required travei that |® Appointments of acditional staft and
| travelling, employees who nave 10 provide | the changing demand tor civil
leading to | expert consuiting advice at a number | engmeering as the new build projects
greater of stations/sites have to do progressed
probabiiity of ' depending on demand and

vehicie incidents . availability of plant. The high i
frequency of travel increases the
likelihood of vehicle incidents

l
'® Inadequate use ' Given the reduced budget, the need ' On-the-job training and coaching
of resources | fora perforimance improvement does ‘s External ber ichinarking
EXist and will have (0 be managed by |
I paying attention ic effective and
| efficient use of expertise

® Further study for employees

& Not achieving !0 Missing the FY2021/22 target owing . An Exco-led Manpower wWorking Group
the manpower 10 possible non-adherence to ramp- | Steering Committee to identify and
target 1 down levers ! manage key stakeholder relations.

¢ Inadequate skills # There is a poor and lack of skilis to '® Onjob fraining and coaching
availabie to drive: drive outage processes leading to * NEC Training
outage process | poor quality of maintenance that )
| affects reliability caused by non- ® External Benchmarking
| adherence and understanding of '» Further Study Implementation
processes and poor contracts

| management capability
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20 GroupIT

20 1 Summary of the operational plan

20.1.1 Context and mandate

Group IT has stabilised the IT foundaticn and sssociated business applications  The relevant skills
base has been developed to support [T infrastructure and business applicatiors effectively, anc
ensure the necessary functionality to deliver on agreed objectives and intiatives Group T is wel
placed o enable the organisation to deliver its D IC 2 targets.

20.1.2 Financial and operational highlights FY201 817

Group IT experienced the following challenges and highlights during +Y2016/17

Group IT met or exceeded /ts KP! targets, with 99.75% availability of the top nine critical sysiems
The group experienced zero data oss, or Priorty { system or security incidents

The division’s SAP Centre of Excellence was acknowledged as the first In Africa fo achieve e
Advanced Customer Centre of Exceilence certification

The division has been recertified as 1SO 9001 compliant

Project heaith has moved from 60% to 80%, reflecting improved and consistent delivery of
projects

Satety is a concern, with LTIR peiformance at 0.61 against a target of 3.30

An advanced-anaiviics maintenance tool was piloted at Majuba power siation

2013 Objectives and five-year targeis

Group |T has aligned its structure in pursuit of enablement levers to assist the dLSINESS in achieving
its strategic objectives. Group IT nas prioritised the following divisional objectives.

Maintain and optimise availability of crifical systems, inclucing the support of core infrastruciure
Secure |T Assets and Information through implementing information-security strategy and policy
Drive the implementation of cloud for cost efficiency and aelivery agility

Drive the implementation of a digitisation sirategy for efficiency and agility

Take over the IT function of Eskom subsidiaries (ERI)

Drive the implementation of initiatives to address and proiect Eskom against cyber-security att acks

Provide the platform to implement advanced analytics across the organisation

This will be achieved through the impiementation of the following objectives:

Stabilise the application foundation layer 10 €nsure system sustainability and availability

Drive information security to ensure protection of Eskom's information through data-ieakage
prevention, endpoint encryption and identity and access management

Set up the ACE to provide the necessary platform and skills to execute on identified opportunities
This includes enabling a nerve centre and Cloud strategy to scale up guickly whiist kaeping costs
1ow

Deploy engineering solutions such as advanced distribution management SmartPlant solution
and Primavera
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»  Deliver foundation initiatives that support the Smart strategy/programme

* Implement Cloud across ail service spectrums within 11

The leadership of Group |T have aligned their processes and functionai structures to best practices
Group IT aims to drive the adoption of a digital and Cloud transformation roadmap for Eskom, initiate
the convergence of IT/OT and embark on a radical new approach to advanced anaiyiics. In doing so,
Group IT can be recognised as a strategic partner in ensuring that Eskom reacnes its goals. Group

has identified the need to measure IT services differantiy to arsure that vaiue is being realised from

technology depioyments. The matrix in Exhibit 133 analyses Group IT

EXHIBIT 133: URGENCY VS. INMPORTANCE MATRIX
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20 2Divisional Overview

20.2.1 Mandate

Group iT's mandate is to ensure the effective delivery of IT systems, infrastructure, technoiogy and
sommunications and process automation to support the strategy and business demand of Eskom and
ts subsidiares. Group IT piays a vital role in suppoerting day-to-day operations and enabling many
nnovative projects to address the safety of Eskom’s peopie, the experience of EsKom's Customers,
and the efficiency and regulatory control of Generation, Transmission, Distnbution and Corporate
Operations

The Group IT RMO has been established to ensure the alignment of initiatives and business cases,
and o report on the DTC 2 strategy, roadmap and requirsments.

20.2.2 Regulatory environment

Group [T is not a licence holder and therefore has no specific reguiatory mandate.

20.3Operational context and challenges

The divisior will aggressively adopt digital and Cloud strategy to enable the use of advanced analytics
without the significant associated investment. The Eskom Cioud Vision is to adopt Cloud services
across all layers of Cloud deployment medels, thus transforming Group 'T into a Hybrid 1T
organisation This transformation will ensure that Group IT provides traditional IT solutions but also
brokers appropriate Cloud services to improve the responsivenass [0 business needs

This will ailow Group IT 1o focus on other tasks that drive orofitability and sustamnability by developing
a Muifi-Provider Strategy and Management framewcrk to enable emerging digital next-generation
appiications, evaluate application readiness for the Cloud and give guidance to business,
procurement, contract and vendor management processes

Furthermore. the adcotion of Cloud services supports the business objective of transforming Eskom
to become financially and operationally sustainable through reducing capex, controlling operational
expenditure and improving IT agility

20.3.1 Challenges

The current environment that Eskom operates in poses a number of short term challenges for Eskom's
information technology requirements:

» Inorder to protect Eskom's information technolegy assets, more effort and investment is required
to strengthen all areas across |7 and IT environments

» Owing to different ways of operating, there could be challenges with the adoption of Gioup 11 SLA
processes and operating model by Eskom’s subsidiaries

s Gioup IT wiil be entering into agreements with multiple Cloud partners, which will bring challenges
that need to be closely managed (o ensure that service levels and security requirements are
maintained or improved

& With the nciusion of Eskom’s subsidiaries within the Group |1 directive, a due-diligence analysis
of the current healtn status of the IT landscape and services of all Eskom subsidiaries will need to
be conducted before full transfer of the function

20.4Performance review FY2016/17

The current environment thai Eskom operates in pases a number of short-tenm challenges for Eskom’s
information technology requirements

e Group IT met or exceeded its KPI targets, with 99. /5% availability of the top nine critical systems
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® The Group experienced zero data loss or Priority 1 system or security incidents

8 The divisions SAP cenire of excellence was acknowiedged as the first in Africa io achieve the
Acvanced Customer Centre of Excellence certification

= The division has been recertified as 1ISO 8001 compliant
* Project health has moved from 80% to 80%, reflecting improved and consistent delivery of projects
& OSafety is a concern with LTIR performance at 0 52 against a target of 0.30

EXHIBIT 134: FINANCIAL AND PRODUCTIVITY PERFCRMANCE FY2016/17

Financial Productivity and efficiency
; i1 operations -
I 15 ¢ u°  numberofP1
?’P'_’ s - incidents on B a4
2 biiion - B applications & 1 D
e iNfrastructure, @ E
n 1.2
Capex :
B . IT critical
systems avail-
Implement 80.0 800 @ ;Lility."‘r
digital strategy S
Index % '
Information risk
Customer servica and security 30 30 iy
index, # [T S @
Customer B
satistaction 3.0 3.0 Environmental
. & @ power usage 2.1 2.1 '@
B effectiveness, # A

Y1617  FY16/17

Budéef Forecast Fyie/17 FY16/17

Budget Forecast

20.5Advanced analytics

To support the advanced-anaiytics intiatives, Eskom Bi, which is noused within GIiT, is being
transformed into an ACE

The trend in advanced analytics has come about because of the availability of big data, the
development of unique algorithms and increased computing capability. Group 1T has alieady seen the
benefits through the pilot implementation of a predictive maintenance tool at Majuba power station

ACE will support the various advanced anaiytics initiatives identified for the varous divisions along the
following dimensions

* Investing in addiiional software and hardware requirements oy leveraging Cloud-based solutions
wherever possible to maximise efficiency and keep costs low

® Acquiring additicnai skills and deveioping new capabilities such as dala sciences and engineering,
which are not found within the organisation

Aaditional infrastructure requirements required by the business include the following core software
components:

® Investing In cloud storage and computing leasing agreements — Group iT is currentiy investigating
suitable cloud computing options and partnerships that could serve Eskom and ensure data

security

#* Setting up a data lake and a hybrid data warehouse to stora the requisite data from the various
divisions

AFP-294



Eskom Hoidings Coroorate Plan FY2017/18-FY2021/22  Rev7 Unigue identifier 240-56927206 Page: 236

e Data wriualisation software, which allows anaiysts within ACE to retrieve and manipulate data
without affecting the integrity or requiring technical details of the data

Advanced analytics is different from traditional Bl as it makes use of techniques such as data/text
mining. machine learning. and development of predictive models, simulation and compiex event
processing

These new tachmiques require increased capabilities and new skill sets. ACE will support divisions by
investing in the following additional talent

o [Dafa scientisis
o [Data engineers
» [Data analysis

l_astly, ACE will deveiop a 1eam fo support the division in understanding the data and analysis
requirements for each initiative They wili work together with the division to provide input on the guality
of the data. what models are required and how the outpur will affect the division

20.6 Financial and operational targets

Group IT has set financial and operational targets tor the next five years. Headcount targets are given
in Exnibit 135 and financial targets are given in Exhibit 136

EXHIBIT 135: HEADCOUNT TARGETS FY2017/18 - FY2021/22
Headcount’

884

7S50 750 750 FS50

Fy1718 FY15/18 FY19/20 FY20/2 FY21/22

As per HR plan
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EXHIBIT 136: FINANCIAL TARGETS

Bl Otheropex [ Employee benefits T PSP funded capex I Eskom funded capex

Opex . ) o
R billion | =5 =¥ | E =S

Capex
R pillion

FY1/7/118 FY18/19 FY19/20 FY?20/21 FY21/22

20.7 Initiatives

The next 5 years will usher in a new era with respect ‘o technology deployment and services within
Eskom. The organisation will see fechnology deployments aimed at increasing productivity whilst
<hanging the business landscape in moving towards smart grid

TABLE 67: GIT INITIATIVES
Key actions
Advanced analytics

& Remocel Csxom data warehouse for ‘0 IT project delivery as per e Placement of contracts with

real-time Bl and analylics ' agreed plan key vendors

® Impiement continuous control & Budget availability
monitering and fraud management » ERE refurbishment delivery
s@ilition of Exec suite

®» Implementation of Nerve Centre l

Projects

® Implementation of SAP HANA s |T Project Delivery as per |# Placement of contracts with

» Integrared Access Control agreed pian key vendors

» Enterprise integration Program # Approval ot sourcing * Budget availability

* Smart Grid strategy e Approval of sourcing

strategy

|
|
1

@ Implementation of Digital and Cloud

solutions e Approvals from NT

® Primary Energy Solutions to assist with ‘
efficiencies

Operational Sustainability

= EA's and contracts to be placea e Contracts placed as per e Approvals from NT
timeously contract dashboard |e Business participation in

* |nfrastructure Refresh Programme ® [T Project delivery defining requiremeants

# Estaplish COE's ¢ No repeat or overdue

s Adherence tc pianned maintenance audit findings

» =stapolish momitoring capanpilities
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Key actions KPis Critical success factors
» Drive autormation of business processes !
through delivery of digitisation roadmap

® Deveiopment of Digital Transformation
Roadmap

» Mode 2 delivery of selected agiie
projecis

Revenue and Customer Sustainability

e implement additional functionaity within el Project Delivery as pei @ Placement of contracts with

Mobile App to assist the public to . agieed plan key vendors
purchase directly from Eskom « Approval of sourcing e Budget availability
@ Develop ana implement the IT/ OT strategy e Appioval of sourcing

process. | strategy
@ Rezpiace legacy solutions with new

applications to ensure sustainabie

systems
# Assist with enablement of Digital

contact centre

Environmental and Climate Change Sustainability

* Energy Wise systems o IT project delivery as per o Within plan & budget
s virtualised systems agreed pian » Placement of contracts with,
# Cloud services key vendors

& Budget availability

» Approvai of sourcing
strategy

® Approvais from NT
Human Resources

» Talent Boards - Impiement and crive a Mgmt. of talent boards
» Meaningfui and relevant performance talent board across all areas
targets = All resources to have {® Ensure Compacts and
| signed off compacts IDF’s aligned

Transformation and Social Sustainability

» Alignment with People Health Index o PHI e Drive People health index
e Support Eskom development foundation e Align to CSI measures at =~ "easures !
initiatives (suppert for CSI) Eskom level » Drive CSI initiatives across

" the group TBC

20.83Risks and treatment plans

There are several risks that can impact on the impiementation of Group IT's targeted outcomes. Group
T ensures that alf risks are managed at the hignesi level thiough mitigation actions.'as managed by
assigned risk cwners. Identified risks and associated treatment plans are shown in Table 68

TABLE 63: RISKS AND TREATMENT PLANS

Risks Treaiment plans

1 Compromised data e Develop the data-leakage pravention (DLP) strategy and position papei

confidentiality (data  for data-loss prevention

leaka .
ceraE e Ensure encryption and bacxkup of ail laptops
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Risks Treatment pians
% Implement a DLP prevention technoiogy soiution with defined business
I rules
'8 Launch the information-security program
/@ Lock cown cpen IP ports
e Lock down remote access via VPN :
* Impiement penetration tests of websites accessed externally
¢ Implement SSL secure FTP for externai file transter
'» Launch the information-security user-awareness program

N

|Attacks against
infrastructure and

(® Implement network access control technologies fo protect the network and
business systems }

aadress vulnerapilities

(Network Access
Control project)
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Fskom Group Risk and Sustainapility has a mandate provide long-term sustainable business
performance and stakeholder confidence  The Group aims to deliver on its mandate by providing
strategic direction across the following functions: Climate Change, Sustainabie Development, Safety,
Quality Enterprise Risk and Resilience Environment, Renewabie Energy and Research, lesting and
Development !

21.1 Mandate

Eskom s management of sustainability from an organisation wide perspective is detailed in the Eskon
Sustainable Development Framework The framework shows the relalionship between e global
sustainable development goals, South Africa's National Developmental Plan and Eskom's activiies
initiatives and key performance inaicators

21.1.1 Key objectives and five-year targets

Inorder to fultil its mandate, Eskom’s sustanability objectives are to provide overall strategic direction
assurance and specialised services reiating to

f »  Occupational hygiene and safety

2 o Enwvironmenttai management

| e Climate cniange and sustainable deveiopment

o Quality assurance
» Rerewable energy
» Risk and Resilience

®» Research, Tesling and Development

21.2 Performance review FY2016/17

EXHIBIT 137. FY2015/17 GROUP RISK & SUSTAINABILITY PE RFORMANCE REVIEW

innaia 0:35 0.35
Particulate giovg, 031 @ Eskom lost '_0 '“_' "@

time injury rate

emissions r |
Kg/Mwih 50 it 1] [ 2Zmmi |

Specific warter 133 1.42 @ ESKoOMm 10

consumption - - : fatalities - b

LkwWh SO Number 0 m
FYy16/17 FY16/117
Budget Forecast

Legal
contraventions
Number

FY18/17 FY16/17
Budget Forecast

Eskom has improved its abiiity to anficipate control and pievent occupational hazaras and there has
been a marked improvement in the LTIR. However, there is a possibility that the FY2016€/17 year-ena
target of 0.30 will not be achieved There was a slight increase in legal contraventions in the
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FY2016/17 year-1o-date vs FY2015/16 however it is expected that the target of 24 or less in FY2076/17
will be achieved. The number of fatalities involving employees and contractors has also improved
{from 17 in FY2015/18) There has been a significant improvement in particulate emissions with a
yeai-end projection of 0.31kg/MWh against 2 target of 0 35kg/MWh There are ongoing chailenges in
meeting specific water consumption targets due to the arougnt. Eskom has successfuily achieved ana
retained 1SO 90012015 certification

21.21 FY2017/18 - FY21/22 Operational Targets

Operational targets for technical performance over the next five years are snhown in Exnibii 138
EXHIBIT 138: FY2017/18 - FY2021/22 OPERATIONAL TARGETS

Technical performance

Particuiate

emissions 0.36 0.34 0.31 0.3 0.3 FY4718 —
Hiieigras , o= FY21/22 Targets
Specific water | 71
B notion 1.36 135 134 133 133
L:kWh SO
OHD jegal l
contraventions ' ! :
Mt
Legal 1
contraventions 22 20 18 16 16
- = _,..HA. e | #
time injury rate 0.31 031 €51 0.31 0.31
12
g A - Renewables
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21.3Sustainability

The Eskom strategy requires Group Risk and Sustainapility to improve internal efficiencies to match
the new cost base, which is deteimined by the DTC approach. The objeciives vver the next five years
include

21.3.1 Strategic Objectives
s Managing the response to extreme climate change impacts and reducing Eskom's carbon footprint

s Shaping and safeguarding the integration of susiainabie deveiopment pest practice in the
business

» Managing a portfolio of innovative projects amed at turning knowledge about next horizon
technologies into practical business decisions

» 3uilding a risk-intelligent and resilient arganisation ty impiementing:

Q)

International good practice in risk management, dbased on 1ISO 21000

International good practice in business-continuity management, based on IS0 22301

«Q

O

The Disaster Management Act

(&)

international good practice in incident-command management, based on the Forum for Energy
Ministers of Africa Incident Command System

s |ntroducing proactive initiatives to promote safe oehaviour such as
o Coaching ancd mentoring OHS practitioners and managers
o Leadership Safety Conversations through the roll-out of Sensemaker
o OHS Professionai Competency Enhancement Programme
initiatives to re-enforce Zero Harm

o Ongoing safety training and competency-enhancement interventions with the Eskom Acadermy
of Learning

o 1SO 45001 certification in line divisions, and remnforcing the Behavioural-based Safety
programme

o Ensuring that there are clear safety requirements for contractors prior 1o contract award, and
ensuring that contractors have the necessary skills, competencies and resources o perform
the work

» |nstil a culture of continuous improvement by mairtaining the quality management systems and
implementing the quality value chain across Eskom

»  Maintain and grow the Eskom renewabie portfolio and shape Eskom’s renewable strategy

s Collaporating with divisions fo impiement the Fnvironmental, Comphiance, Air Quality, Warer, Bird
Migration and Ash Utilisation Strategy projecis and initiatives

21.3.2 Regulatory Envircnment

Eskom is subiect to regulatory and licence conditions surrounding occupational nygiene, safety and
snvironmental comrpliance. Specific iegislation related tc sustainability operations is continually
monitored in a legal register. in addition, the Group is required ‘o liaise with Governmental authorities
to ensure that Eskom complies with the various regulations with respect to safety, environmental
compiiance and climate change.

The Group is currently preparing Eskom for the pending climate Change reguiations (expected to be

promuigated in 2017) on the reporting of greenhouse gas emissions, requirements for pollution.
prevention plars, the carbon tax and carbon budgeting. Eskom has received a carbon buaget from
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the DEA for the 2015 - 2020 period. The budget for the 2021-2026 period will be negotiated with
government during 2019

Minimum Emission Standards were pubiished in 2010, and stipulate emission limits which need to be
complied with by April 2015 (existing plant standards), and more stringent limits which need to be
comphed with by April 2020 (new plant standards) Compliance with the new plant standards will
require ail coal-fired power stations to have fapric filter plants, low NOx burners and flue gas
desulphurisation (FGDY: The estimated cost of implemeanting these requirements is approximately
R340 oillion in Capex

The amount of water availabie for use by Eskom is insufficient to operate flue gas desulphurisation on
all Eskom power stations oy 2020. In addition, in the atsence of impiementing pianned load-shedding
there is insufficient spare energy capacity to take all power station units down for approximately 150
days before April 2020 in order to construct the retrofits required to meet the new plant standards
Taking the above into consideration, Eskomn has adopted a phased and prioritised approach to
emissions reduction, considering the remaining life of the power stations in its fleet and the impact on
ambient air quality In cases where it is not possitie for power stations to comply with the Minimum
Emission Standards within the compiiance timeframe, or befere they are decommissioned, Eskom has
submitted an application for postponement which was aporoved by the DoE and DEA respectively.
The phased approach, is iliustrated in Exhibit 139, and will cost Eskom an estimated R 80 billion.

EXHIBIT 139: ESKOM MINIMUM EMISSION STANDARDS RETROF!T SCHEDULE

Decommissioning dates
Retrofits 18116 16H7 17/18 19120 2021 2112: 22123 2524 24125 2526 2627 2728 2wize 28 O su:::-
Meaup FGD 2004 2074
Majuba -NE LUsb 2UD1 2UdB=2UB1
Kendal Noiie 20382043 2048-2003
Matimba Ons 20372041  2047-2091
<eliiabo Nous 20352040  2045-2050
FP
Mutuka 20352040  2045-2050
B
wna FP (U8 2030-2034  2040-2044

Mar: 2029-2G33  2038-2043

nel 2026-2029 036 2039

Ao 2021-2029  2031-2036

-endrine 2020-2026 2030-2036
Carnden 2026-2023
Sroomiel F 20252028
sarmati 208242028

Eskom remains committed to compliance but there is a need to adjust the programme through different
technology options and in some cases, delaying the mplementation of retrofits at certain power
stations. At the time of the postponement application (February 2014) it seemed teasible for Eskom to
fund this the retrofit projects in respect of the new plant standards over 10 years, however, current
financial challenges faced by Eskom may require a revision to the above implementation scheduie

The Grootvlei retrofit project where one of three units is complete and project deveiopment and design
for Tutuka's retrofit project are progressing well. The Tutuka project is running on time with atlocated
funds. A revision to the implementation schedule will affect have varying impacy on different power
stations

» Duvna, Lethabo, Kendal and Matla will impiement high frequency transformers and modify, the
ashing systems, where required, in order to reduce the cost of compiiance by approximately R11
oillicn.
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e Progress on the NOx refrofits at Tuluka, Majuba and Matla is likely to be delayec by several years

e The Fabric Filter Plant reirofits at Kriel which requires R 26 billion and the Medupi FGD wnich will
cost R 30 billion run the nsk of ionger delays in implementation

The DEA granted Eskom postponement on condition Eskom would develop and impiement an
environmental offset programme. tc improve ambient air quality in communities close ‘0 Es<om power
stations. Eskom developed an offset plan that approved by the DEA includes imoroving the nsulation
of and the supply of more efficient stoves (most likely fuel switching from coai to gas) in 38 OO low
cost hames over the next ten years The cost of this programme is estimated 10 be R 4 6 pillion

In terms of the Air Quality Act Eskom may request further and successive postponemants, whicn must
be made in compliance with a prescrnbed process that inciudes public paiticipation. Hcwever any
subsequent applications are likely to be met with legal opposition from non-governmental
organisations (NGO) and other interest groups.

21.4 Sustainability Performance Review FY2016/17

Group Risk and Sustainaoility's performance is reported in the form of progress in reducing Eskom s
environmental footprint anc suppoerting low-carbon growth in a safe and healthy work envirorment.
Eskom has made a gradual improvement in safety performance over the last 5 years. However, The
LTIR for FY2016/17 is showing a negative movement (0 31) with a slight possibility of nct reaiising the
yearend target of 0.30 Eskom has experienced a number of contractor fatalities and Sontirued
leadership is required to provide more focus on at risk behaviour in relation to compliance with the
stipulated OHS requiremenis

Eskom's projection for legal environmental contraventions in £Y2016/17 is 24 against a target of 24
The specific water usage is projected at 1.42 I/kWh sent out, exceeding the target of 138 I/k'Wh
Operational efficiencies and dry/hot concitions are the primary factors influercing water usage. This
yeal, the severe drought has had a significant impact on the performance

Particulate emissions are projected at 0.31 kg/MWh sent out, an improvement on the target of .35
kg/MWh sent out For continued impreverment on the cuirent performance, disciplined operating and
maintenance practices are required. Compliance with all environmental legislation remains a oriorty.
Qverall. Eskom continues to improve environmental performance in many areas ncluding oarticulate
emissions, compliance, biodiversity and waste management However this progress nas been
overshadowed by Eskom's challenged performance in terms of waier usage

21.4.1 Sustainability Performance Targets FY2017/18 - FY2021/22

The division has set performance targets for Fskom for the next five years. The key performance
indicators on which Group Risk and Sustainability operationai initiatives will be assessed are set out
in Tabie 69. Financial Targets are given in Taple 70, and the capex and opex invesiments required 0
achieve the financial targets are given in Table 71 and Tabie 72 respectively

IABLE 69: OPERATIONAL TARGETS SET FOR ESKOM

KF1 Unit 2018 2019 2020 2021 2022

Loss Time Injury Rate®  Rate 030 0.30 030 0.3C 0.30
Legal environmental Number 1 BT I __w', 1
contraventions (OHD) |
Water usage /MWhSC 1.36 i35 |34 4.33 133
Particulate emissions Kg/KWhSO 036 C.34 0.31 030 0.30
[Fatalities l;iurnbér = 0 . —IS' it ;J L 0 0
,CVOZ em[ss;ohs Mt 236 238 TBD*  TBD" “33"‘:

* Target for FY 2017/18 — FY2018/18 approved. Targets for subsequent vears have not yet been
approvecd
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TABLE 70: SUSTAINABILITY FINANCIAL TARGETS

KPI Unit 2018 2019 2020 2024 2022
Capex 'Rm 176.85 23912l 23823  268.48 289 03
Opex ‘Rm | 81126 95200 109022 108548 118922
Manpower sosts  [Rm | 69955 #6353 82371 38863 43095

TABLE 71: SUSTAINABILITY CAPEX REQUIRED TO ACHIEVE FINANCIAL TARGETS

‘Strategic Projects: Rm . 5000 50000 5000 50.00 50.00
Renewables T | ; . |
Strategic Projects RT&D/Rm ! 126.86' 189.13 188.23 218.43 '.?39 O:3f
Total 'Rm 176.86 239.12, 238.23 26?7748 i 289.03?
TABLE 72: OPEX REQUIRED TO ACHIEVE FINANCIAL TARGETS

Category Unit 2018 2019 2020 2021 2022
JAir quality offsets IRm 1258 3941 558 '7‘ 572 8 626 5
{nominal) | I |

Targeted outcomes, initiatives and associated KPls are shown in Tabie 73.

TABLE 73: SUSTAINABILITY INITIATIVES

Implementing efficient | Reduce the divisional bucgets, Overall Overall budget |
and effective use of | gspecially for research recuction reduction by end of |
funas FY2020721 {
“Supporting the * RT&D to undertake relevant % 100% implemented I

business in achieving  fynded/budgeted for research ana  Implementea by Marcn 2018
joperational efficiencies  provide consulting services to the

j ousiness

i  Develcp of adaptation plans

'Shaping and » Sstablish and execute divisionali Resilience 1100% implemented
;safeguarding risk and  provincial resilience programmes  Programmes by March 2019
resilience n the o ’ | ¢ " 4 t and structures
oS and ® Deveiop pians for national disaster e
provinces priorities
® Coordinate Provincial Resilience
Team feedback to Exco
g subcommittees
Quiaiity * Facilitate the implementation of the % le Ongoing
Quality Improvement Pian implemented | September 2018
|# S0 90012008 certification retainec
{® Transition from 1SO 9001 2008 to
i ISO 9001 2015
Implementing the Obtain and maintain 1SO 14001 | {implementec by 31
Environmental certification in relevant operating March 2020
Strategy and units and departments

Environmental
Compliance
programme
(emissions, water,

Facilitate the implementation of
initiatives and monitoring of
environmental compliance across
Eskom
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Chalienges/initiatives Strategy/action KP!

land. biodiversity and
waste management)

Safeguard the
integration of the
Sustainaole
Development
Framework in the
organisation

Sateguard the
integration of Climate
Change in the
arganisation

Develcping and
implementing a safery
management
programme to premote
and ersure
compiliance and
continuous
improvement to
achieve zero harm

Target

= Reduce specific water consumgption
through power station water
implementation plans

* Reduce relative particulate
emissions

« Facilitate the implementation of the
Eskom Environmental Strategy. Air
Quality Implementation Pian, Water
Strategy, Waste Management
Standard and Biodiversity Strategy

Activities identified
and impiemented by
31 March 2020

*Implement the Socio Ecenomic
Development (SED) Strategy

» Review tskom Sustainabl
Development Framework including
the Global Sustainable Deveiopment
Goals !

» Develop the Eskom Factor Project
® Develop Eskom's Transformaticon
Plan

Achvities (dentified
and implemernted Dy|
31 March 2020 i

1

s [mplement Eskom s Climate Change
Strategy and Adaptation Strategy

& Develop climate mitigation and
business cases based on the
mitigation abatement cost cuive

e impiement Carbon Market (Green
Financing) initiatives

e Continued advocacy with
Govermnment

Implemented by 31

s Implement and monitor compliance
March 2020

programmes

» Facilitate implementation of the
OHS sirategy by ensuring that
business units deveiop action pians i ,
aligned to this strategy as well as |
their specific risks

a implement OHSAS 180001/1S0C

| 45001 in all relevant operating units

and departments

21.4.2 Risks and treatment plans relating to sustainability

Table 74 sets out the major risks and treatment actions for Group Risk and Sustainability

TABLE 74: RISKS AND TREATMENT PLANS

Risks

Eskom employees’ safety, caused & |mplementaticn of the OHS sirategy
by the organisation’s failure to

'implement occupational health
and safety improvement
nitiatives; leading to harm o
people and the 2nvironment and

damage to property

Treatment Actions

e implement Sense Maker safety leadership conversations (at
E&F pand and miadle management level) to close the gap
between the management levels.

# Implement the vehicie safety olan inciuding behaviour
management toois
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Risks Treatment Actions

| .

‘e Continue OHSAS 18001 certification in progress in line
divisions i.e. Transmission and Distribution

® Replace existing fleet to conform 1o safety requirements (fleet
management)

'e Implement training interventions to focus on high risk activities

go Continue and ntensify OHS communication plan to ensure that
change management occurs consistently at all leveis of the
organisation including the general communication of OHS

| requirements.

=skom Contractors' safety being implement training of oroject managers, buyer's contract

compromised by Ne organisations | manager's ans GHS professionals on safety requirements for

Tallure 1o effectively implement | Eskom's commercial orocess and training on the appiication of
S safety improvement the construction regulations.

initiatives, leading to harm ) ) .
people 9 ® * Provide capacity development for contractors and suppliers
through road shows campaigns and awareness on contractor
safety management.
= Provide and facilitate coaching and mentoring of OHS
professionals on contractor safety management.
\* Integrate OHS into Eskom commercial processes and continue
| engagement with commercial and other essential
stakeholders
# Provide guidance. advice and support on implementation of
the new construction regulations and continuous engagement
with the Depariment of Labour to ensure Eskom and contracior
compiiance.
# Integrate Eskom and statutory OHS requirements into the
, Eskom PLCM.
1» Perform comprenensive Incident analysis to ascertain the
underlying causes of incidents and formulate treatment plans.
* Manage and monitor dentified critical risk-based focus areas
} from incident analysis, OHS inspection and audit reports

& [dentify and monitor the administration and management of
poorly performing contractors. :
e Ensure that project specific satety specifications are issued
and relevant SHE plans are approved and audited
Standardise the process followed for all national contracts and '
ensure that standardisation with the relevant checklist is
implemented by line managers
[* Provide guidarce and advice to contractors involved in
; construction work cencerning the professional registration of
- applicable construction safety professionals through
SACPCMP

# Development of contractor and construction management
Guidelines, Procedures, Templates and Standards.

Potential Harm to members of the o mplement electricity safety inclusion on the scheol curricuium.
public due to exposure to Eskom's ol . -

operations, products and/or e Implement ﬂ?e f?lIOWIng areas of the public safety plan

assets caused by illegal activites ~© Communication stream

and inacequately secured Eskom Customer Education stream

sites and assets Electrification stream

This may ‘ead 10 Zskom'’s failure Security stream

to achieve zerc harm and thereby Technicai stream
effectively limit Eskom's ability to

o

O O 0
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Risks Treatment Actions
lead and collaborate the members | o Pedestnan safety stream

[ Ic 1 S | .
of the puolic to keep the Ights Ofl. g Fpsyre public incident cata review and implement
| recommendations.

Poor environmentai performance e jmpiementation of the environmental strategy
which compromises Eskom’s

licence 10 operate and reputation
caused by lack of funding and lack ® implement the biodiversity improvement plan
of discipiined execution in s impiement environmental behavioural change programme

anvirenmental management i g ‘ )
) ' : e wvi indings and incide
operational practices. Thicill Drive conclusion of envircnmentai findings and incidents

result in Eskam’s notachieving  ® Focus cn disciplined execution o improve environmental
snwironmenta legal compliance | compliance
eading to cominal hability of '@ Carry out variations and amendment requests 10 AELs
Fe L |
=skom, Eskom Board oF DIFECMOIS oo ving gut EIA'S for Generation Division including nuciear
and individual employees ; S

« Ensure that Environmertal Authorisations and Water Use

Licences are issued tmeously and do not negatively impact on
pusiness

e Impiement emissions and water iImprovement pians

* Quiage requirements for envircnmentai projects (emission
retrofits, water and waste management project) inciuded in
planning

Zo implementation of |SO 140C1

- Lobbying with Government & Authorities

& Zero harm and environmental awareness

;0 Implementation of Environmental compliance plan

s Implementation of Environmentai stakeholder strategy

Jdinability tc retain the 1SO/9001 » The Quality department in Risk and Sustainability wiil continue

certification leading ‘0 negaiive o execute internai audits to ensure compliance/conformance
impact on e Eskom brandand ' within the business.
‘reputation

@ Ensure that the guality management systems are maintained
I and that there is continued compliance with the ISO standard
requirements

inefective implementation of the le Implement Eskom Supplier Quality Specification Document.
Quality Vaiue Chain witnin Eskom

will lead 1o plant failure and
financiai losses.

« Conduct Quality System Assurance audits, supplier audits and
supplier assessments.

Potential loss of 150 90C1 's Deveiopment and implementation of action plans for the
certfication cause by ihe transition

intraduction of the 1SO 9001:2015 ,

standard

skem s lack of ability 1o deliver s Develop and benchmark relevant KPis
on its mandate to safeguard the |

integration of climate Change ‘ ' _ |
nitiatives within'the organisation, |#Ensure involvement in order to influence international

;o Lobby Goverrment departments

eading to irreversibie long-term | negotiations and positions on climare change

anvironmental harm and & Engage with national and international business (e.g National !
prolonged foss of Government Business Initiarive Business Unity South Africa. World i
confidence and community ' Business Council for Sustainable Development) for position
support formulation and bencnmarking

s Ensure internal engagements in decision making and forums
s | obby internal-anc external champions
e infiluence internal planning
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Risks Treatment Actions

Sfcio-Economic Development '® Internal stakeholder management to support SED custodians
(SED) custodians may fail to through effective communication and aligning expectations
exacute SED initiatives (or regarding targets

execute them poorly or
incompletely) leading to delays in
&skom initiatives and projects,
adverse impacts on reputation
and social unrest

* Develop and benchmark relevant KPls for the impiementation
of Eskom’s Integrated SED sirategy

The Climate Change and '» Ensure proper internal Covernance siructures are used t¢
rSustainable Deveiopment | manage SED ssues
Business Unit (CCSD) may not ;
: py » Formal appointment of SED champions throughout Eskom,
have an adequate framework to | ludi oting Sor " ; d participation
enable effective co-ordination ang | "¢luding compacting for execution, reporting and participatio

monitoring of SED throughout in SED Committee and a RAC| that covers all stakeholders

Eskom leading to under-reporting
and missed opportunity to
maximise SED

(Eskom’s inability to ansure that  « Estaplish an integrated CCSD framework (develop a
climate change best practices are  methodology for integration across the business) aligned to
cortinuously integrated into the  Systainability mandate and Eskom's strategic objectives i.e
business Eskom Sustainabie Development Framework

® Pariner with the business for effective mitigation and
adaptation in the business and develop KPis to track progress
I.e. implementation of Eskom climate change sirategic

. initiatives as reflectac on the annual Operational Pian
(Divisional and Departmental .g. Training Programme for

' Transmission amployess on the relevant climate change

' business intelligence and initiatives for the 2016/2017 financial
year)

* Implement an adaptation to the climate change strategy as

| reflected on the annual Operational Plan (Divisional and
Departmental) e g. application of the adaptation procedure
through Case Studies. Support the evolution of the
ERCC/Recovery team'’s processes to adapt to the climate
change risks to the business etc.

& Development of poilution prevention pians to meet carbon
budget

21.5Research Testing and Development

21.5.1 Mandate

The Research. Testing & Development (RT&D) unit is mandated to perform applied technical
research. and to provide specialist technical consulting services and specialist technical testing
services. RT&D provides technical research and testing services to fulfil the vision of providing
tskom’s leaders with knowledge that empowers them to make confident decisions about the
sustainability of the current and future business

21.5.2 Vision and approach

The mission of the unit is o align and optimise the specialist resources of RT&D to maximise value
and thus to be recognised by Eskom divisions as their essential and foremost solutions provider in
specific slectricity utility technologies. The functior's business model is simple and focuses on
customer needs and the value created for them. Value for Eskom and ultimately, the customer, is
aerived from inncvative products and solutions that are mplemented by Eskom to improve operationat
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performance and strategic positions and thus positively impact on the South African economy as a
whole

These value adding activities are controfled through defined processes There are two approved
PLCMs that govern the research process and pilovdemonstration process respectively The technical
consuiting and testing services are controiled through service level agreements, job agreements and
task orders.

21.5.3 Operating model
The business and operating model of the RT&D unit 1S set out below

EXHIBIT 140: RT&D DPERATING MODEL

Customeis R. T%0 Rescurces and processes Customeis
Eskom SO Ltd input R, T4DProgram R TRD R TEDR. 78D Ouiu
Strateuy, of work as Mansgemant o Outpuis, Eskom SOC txd
trmarowd phas aupioved by the  wonktoproduse  pmaucisand R, F&D Soluticns
anaoparational i to 1.6. Fplmmaniation
chatienges procass Eskom Suiutions
Recognized by dur Satutiens Provider
Cusiomerns in Eloctncisy tility
¢ We work 101 oul S— Tachinulogies
tustomers; not il We canfol ve
- Froon o TTT 8
e Divisions <f = o defirte where
ESKOMm amnougn we cun gdd mosi
ea . e i eeclicl
mr:ﬁ.;a vu:f‘:bc\, Rlign an optimize ;ﬂv ;pe'anans“y
e 2w elieve @ e and provide
swong Esxom wil ;r‘v:: ':';:,i” amsweis o chal
tomers L T4D pavs a0
argely deiemine L niegral role in the
¥nat we 00 ana taciiiies. We musi masuit of con-
maxmze he )
undame ny objectves
e “._:.r:?.':m Rt g.anystr:gq:c
: each of these
1da vatue impeiatives

2154 Strategic framewerk

RT&D's initiatives are based on the needs of Eskom's lire divisions. The unit'soperational and
strategic needs aie the inputto R, T&D's business and similarly the proaucts and services produced
by RI&D should be impiemented directly inio the line divisions_as business soiutions RT&D's
activities are founded upon 12 ‘Grand Chailenges’ that form the structure of the RT&D workplan
across the following thiee dimensions

» Future Generation Mix — understanding Eskom’s technology choices and what the future
generation mix shouid be in 2050

»  Existing Business Support - understanding how £sKoim snould support, operate and maintain
its existingGeneration, Wires & Retail business within severely constrained budgets

» New Business — understanding how Eskom should adapt its operating model to tie imminent
strong technology disruptars and develop new businesses

The framework for the 12 Grand Challenges is showr in Exhibit 141
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EXHIBIT 141: RT&D GRAND CHALLENGE FRAMEWORK

lhe 12 challenges are detailed as follows

21.5.5 12 Grand challenge framework

1. Coal Can RT&D support Eskom in developing and implementing solutions within five years that
guarartees the guality of coal in line plant design whilst ensuring that the price of coal remains
competitive refative to other resources?

2. Water: Can Eskom reduce its fresh water consumption to 0.5 I/kWh sent out and 115 000 Ml a
year whiist introducing new emission reduction technoiogies by 20207

3. Clean coal RT&D will provide innovative cost effective design solutions for low emission coal
options for Eskom in the next five years

4. Generation performance management and asset management: RT&D will provide greatel
insight into plant condition for asset management purposes and demonstrate technology solutions
to drive perfoermance to 80:20.0

5. Gas Can RT&D provide Eskom with gas strategic cotions and improve business case definitions
based on the latest technoiogies, new applications and trends in the gas market within three
years?

8. Nuclear RT&D will develop advanced high temperature gas cooled reactor technology options
for Eskom in the next five years

7. Renewables: Can RT&D support Eskom to build and integrate TGW of wind and 1GW of solar at
.ne same or better prices than IPPs (Window 5) in the next three years?

8. Transmission build solutions: RT&D will provide design solutions for the evacuation of power
from new generation, including SADC, and for plant rafurbishment without customer interruptior
In constrained servitudes, and capex within five years

9. Transmission asset management and technical performance: RT&D will provide greater
insight into Transmission plant condition for asset management purposes and demonsirate
technciogy sciutions to improve operations and maintenance under constrained budgets whilst
maintaining systeam minutes performance, within five years

10. Distribution asset management and technical performance Can Distribution improve
technical performance (SAIDI & SAIFI) to 20 hours in the next 5 years ona severely constrained
budget and shift to a justiin time refurbishment strategy for asset management?

11. Future customers: Can RT&D formulate affordable vaiue added, business products and services
or eskom's existing and new customers hased or an integrated, sman, green, localised and
=neigy efficient fechnologies in the next three years”?

12. Flexibility: How dues Eskom operate its network in a real time trading environment with greater
than 50% renewable penetration?
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21.6RT&D Performance targets FY2017/18 — FY2021/22

Table 75 sets out the flagship projects of the RT&D unit including a summary of performance targets
against completion

TABLE 75: RT&D FLAGSHIP PROJECT PERFORMANCE TARGETS

Frojects

Flow lab Project 10% 60% 00%

refurbishment compiefion |

Rurai off-grnd micro  Project 50% 75%. 100%

grid pilot compietion | |

Advanced high Project 10% 20%, 30% 40% 70% 100%
temperature gas compietton |

reactor (nuclear)

Coal logistics and  Project 20% 50%' 75% 100%

assurance completion

Underground coal -~ Project 20% 40% 50% 70% 85% 100%
gasihcation completion

COmIMission

~nmanned aerial Project 20% 5C% 100%

vehicle & automated completion
{ransmission asset

nspecion

Estaplisn Council for Project 5% 20% 40% 60% 100%
Scientitic and completion

Industral Research

(CSIR) non

destrucrnive facility

Future customer Project 15% 75% 100%

revenue streams completion

High voitage DC test Project 20% 50% 95% 100%

site completion

21.6.1 RT&D Rescurce allocation FY2017/18 - FY2021/22

Exnibit 142 shows the approved capital plan for R TD for the planning period
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EXHIBIT 142: FY2017/18 RESEARCH TESTING & DEVELOPMENT CAPITAL BUDGET

189 188

FY17i18 FY18/18 FY19/20 FY20/21 Fy21/22

TABLE 76: RT&D INITIATIVES
Objectives initiatives
Technical Providing specialist asset operation knowiedge for line divisions to augrment asset
consulting, management decisions
testing and B B o . i
inspos » Providing specialised, strategic inspection and testing seivices not readily availabie
[inspection X
in the marketplace
* Providing specialist skills to meet the demand for internal resources to perform
specialist functions
* Ihe prowision of technological foresight and strategic planning using road maps and
i maodelling based on knowledge gained through research and testing

Introduction ¢ g, iaging an effective pilot and demonstration project programme that igentifies,

of next defines and approves the scope and budgets of projects for inclusion in Group
iff‘lor‘zz” Capital pians.

Iflagship . ) o - N
technologies ® Submitting project proposais for approval in line with the defined PLCM process

/8 Ensuring effective programme management of orogress, cost and quality of projects

* Managing the integration of research and demonstration projects into approved
business and technical processes

nnovation e Providing and maintaining an Innovation website, which invites innovative ideas

value from the Eskom business

enhancement - ) : . ]
= Catalysing research and managing other innovation projects to impiove business

efficiency and/or save costs

'» Proving company-wide awareness sessions on Innovation. the Eskom innovation
|- process and sustainability

;0 Partnering and collaberating with externai innovation departments for technology
| transfer and |atest market trends on innovation

21.6.2 The RT&D investment decision making process

The investment of all RT&D resources such as manpower. operational expenditure, external
expenditure, and project and equipment capex is channelied through the RT&D Investment Committee
for approval. Thus RT&D's projectwork portfolio is a complete record of ail work and associated
investments in RT&D There are 12 advisory committees which inform the Investment Committee
each one established around oneGrand Challenge strategic focus area. The advisory committees
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comprise Eskom lire division senior executives and technical staff Eskom's corporate plan and
RT&D's Pesearch Direction Report (RaDaR) are used when motivating for projects to be considered
by the Investment Committee RT&D's invesiment decision-making process Is illustrated in Exhibn
143

EXHIBIT 143: RT&D INVESTMENT DECISION MAKING PROCESS

Procl Prionitzation
System PP3

R T&D RaDaR
report and 12 Grand |

21.6.3 Operational and governance initiatives

The aperational and governance initiatives pursued oy RT&D to deliver value and align 1o Eskom’s
goals are as follows

» Implemeniation of a RaDaR repori to capture Eskom needs and provide strategic input In1o the
Invesiment process

e Establisnment of advisory commitiees made up of divisional executives and subject matter
experts

- Impiemeniation of an i westment process covering ail resour ces

e impiementation of two PLCMs to govern the investment process and control the decision making
Process

s 'mplementation of 3 Project Prioritisation System 1o align resources and strategic decisions

34.6.4 Introeduction of new business models into Eskom

As part of its strateyic mandate RT&D will introduce four new Business models to Eskom in an effon
o increase revenue streams and of reduce costs. The DUSINEss case for each of these will be
completed by Q2 of the F18 financial year and submitted 10 Exco and Board for approval: The four
new business streams are

« eMobility — Eskom will work with giectric venicle (EV) manutacturers 1o increase the saies ot EVsS
i the South African market This'will be done by introducing new start-up businesses tu provide
charger station infrastructure and back gnd revenue management support. Eskom will work with
Joverniment on lowerng capial cost to entry for new CVs and on innovative pricing modeis that
neip Eskom increase sales but also to shift energy JUse 10 more vplimal perods. Eskom will
aggressively market and advertise this new busiless area and establish a dedicated team [0 drive
it

AFP-313



Eskom ~oidings Corporate Plan FY2017/18-FY2021/22 Rev 7 Unique identifier 240-56927206 Page 255

e Energy Storage - Eskom will develop bulk and beyond the meter energy storage value
prcpesitions that allow Eskom to deploy energy storage technoiogies at scale and receive positive
cash and operational benefits therefrom Business case for large-scale storage plus photovoltaic
sciutions as well as off grid and grid strengthening options will be developed by the second quarter
of FY2017/18

= Distributed Energy Resources — Eskom RT&D will deveiop business madeis for the deployment
of commercial and industrial roof top PV systems as a oroduct offering to customers wishing to
nstall their own systems. This is to ensure that should customers desire to install such systems,
they have the option of procuring them from Eskom and as such Eskom does not lose out on the
energy sales from these systems. These will be combined with SMART customer facing
rechnologies where appropriate.

* Unmanned Air Vehicles (UAV) — RT&D will demonstrate the value to be gained from depioying
IUAVs in the wires business to perform asset management tasks at lower cost and higher efficiency
than current methods. The initial focus will be line inspections for Transmission and Distribution
using drones. A small fleet will be depioyed to measure risk, vaiue and cost before a companywide
roll out

21.7Risk and Resilience Management

21.7.1 Mandate

Sroviding and maintaining one integrated risk & resilience management framework, methodology and
systern enabling the organisation 10 apply an integrated risk-based approach to organisational
strategy, business planning, and business management ensuring sustainability and resilience

21.7.2 Key objectives and five year targets

The aspiration of Enterprise Risk & Resilience Management unit (ER&R) is io celiver a risk-intelligeni
and resiient orgarisation that is a recognised leader in its ciass. The key Tocus is tnhe
implementation and maturing of risk and resilience across the organisation by 2021

Supporting objectives are:

® Enharcements in the maturity and quality of risk management and of Eskom's implementation of
internatioral good practice as detined by the 1SO 31000 standard and King

» Implementing improvements plans to achieve risk intelligence by 2021
» Compliance to the Disaster Management Act 57 ot 2002

» Execution of a resilience programme across the company. including a focus on compliance to the
standards introduced in the first two years of the orogramme.

lhe =xco Risk & Sustainability commitiee, Exco and the Board Audit & Risk Commitice review the
key privrities and celiverables of Enterprise Risk & Resilience annually

21.7.3 ER&R Operational objectives

TABLE 77: ER&R ENTERPRISE RISK MANAGEMENT

ERM element
Risk policies, standards

and guidelines Deliverables
I Consistent, well- « ERM governing documents benchmarked and approved at ieast
uncerstood and every 3 years

enforced policies,
& Revised governing documents communicated and included n the

training and awareness material (change managerment)
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ERM element

Risk policies, standards
and guidelines

standarcs ana
methodoiogies

Systematic procedures
to anticipate and
resoond o emerging
rsks.

Risk
informanoenfregister

Well defined risk
appetite statemens
ard folerance
paramsters.

integrated appetiie
statemenis and
Iclerance parameters
when
reviewing/ceveloping
strategic and business
vbjectives

6. Well cefined rnsk
bearing capacity
statement and
parameiers

ERM element
Mandate, governance and
risk cuiture

Robust and coherent
Board and Fxco
governance and
structures 1o direct and
oversee ar effective
sk management
capability

Centralised risk
function led by a Chief
Risk Officer or
gquivalent with
cradibility . stature and
clear reporting
relationship with C=z0

Deliverables

« Assurance on risk compliance and effectiveness through 3 lines of
defence (combined assurance)

® All assurance findings reported, correcied and monilored
e Risk enviro-scanning and reporting capability

» Predictive risk identification capability and tools leading 1o the
identification of emerging and biack-swan type risks (incident
analysis, key risk indicators and scenario planiing)

- Compliance to risk disclosure reguirements from PFMA, King,
Companies Act and the shareholder

+ One Risk Policy, Framework, Standard, Meihodology and Risk
Management Information System

‘a Quality Model (compiiance, validity, accuracy and completeness of
risk and related information)

» Assurance (3" line of aefence)

» Risk appetite staternent/fiamework set, reviewed and approved
annually by the Board

:0 Impiermnenting company-wide appetite anc toierance parameters

“» Embed appetite and tolerance in strategy, business planning and
capital allocation

= Ernbed risk appetite and tolerance in the decision-making process

® Inciude appetite and tolerance in risk monitoring and reporting

e Define risk bearnng capactty statement and parameters

® Embed sisk bearing capacity in the decision-making process

e Include risk bearing capacity in the risk monitoring and reporiing
process

Deliverables
= Appropriate terms of reference/charters for governing commitiees

& Regular meetings by Board and Exco considering risk management

» Approvai of nisk policy, roles and responsibilities and risk
managemeant plan

'» Board and Fxco risk assessment workshops
* Centre-led function adequately resourced and skilled

s Enterprise Risk reports 1o Board, Board Audit & Risk Committee
Exco and Exco Sustainability & Risk Sub-committee

s Effective risk governance structures and performance assessments

» Benchmarks and maturity assessments completed pericdically
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ERM slement i

Risk policies. standaras

and guidelinas ‘Deliverables

» e Periodic assurance reviews

9. Clear definition and i# ERM policy and risk management plan include a comprehensive

10

allocation of company- | RACI for risk management

wide roles and = S
responsibilities for risk # Executive and management compacts include measures for risk

management | management performance

e Standardised job profiles for roles in risk management

e Execute and report on second line of defence as part of the
combined assurance model.

Risk culture within the |« Clear value drivers defining the desired risk culture for the
organisation. | organisation.

. Centre-led prOwded risk training and awareness across aII levels of
| the organisation.

e Embedded roles and responsibilities at all levels regarding effective
risk management

| R 3 .
'® Embedaea risk management in all management processes including
capital allocation and cecision making.

» Eftective integration of the combined assurance model between risk,
strategy comphance and assurance

Io Benchmarks and maturity assessments compieted periodically.

§- Include recommendations from the benchmarks and maturity
assessments in ER&R management pian to be implemented,
monitored and reported on.

Risk reporting

1

12

Timely reporting of | Compiiance to risk disciosure requirements from PFMA, King,
credible intelligibie and | Companies Aci and the snarenoider
comprehensive risk [

profile to |* Report to Eskom risk governance structures as per secretariat
Board/exacutive meeting schedule
managemant.

‘@ Regular analysis of risks that matenalised and monitoring of changes
in risk profile

'8 Reporting of risk in the integrated report, performance report and
shareholder through the Eskom risk governance committees
Reporting in relation 10 e Ypdated stakeholder information needs analysis
stakehoider needs e - : e
‘e Customised reporting across all stakeholder

|# Compliance to governance and statutory requirements

- Effective risk controls. |4 Reguiar testing of controis and treatments (treatment plans)

%0 Embedding results from independent audit reports on effectiveness of
controls into the risk profiles

|* Combined assurance (audit plan on review of controls)

%- Quality Model self-assessments and peer reviews)

A lmtanratiam it bha Al haaan A nisa
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ERM element
Risk policies, standards
and guidelines

14 Kay risk indicators
(KRIs)

15, Anaiysis of risk events
as part of a systematic
process of risk learning.

16. Risk-adj.sted
performance
measurement and
perfoimance
incentives

Risk Management
Information System

17. Risk Management
informauon System
ensuilng aporopriate
data quality and
avallability

18. Structured risk
measurement and real-
tfime monitoring of r1sks.

Stakeholder management

19. Stakeholder
Management

Enterprise Resilience
Programme

Deliverables
» Development of Key Risk Indicator capability

» Development of Key Risk indicators for sirategic and business
objectives

a Include KRIs in nsk governance documentation and Risk
Management Information System

» Real-time risk monitoring, identification and analysis (on-line, real
time RMIS)

» Investigation of materialised nsks and changes in priority nsk profiles

» Monitoring, analysing and learning from incidents

s ntegrate risk management with the Eskom performance
management system

s Deveiop well defined KPIs substantiating performance incentives

» Report on the performance of risk management and the management
of risk

e Life extension of CURA

e Repiacemeni of current Risk information Management System

o Life extension of CURA

® Repiacement of current Risk Information Management System

* Up-to-date stakenoider management plan

@ Regular collaboration with chairmen of the risk committees, divisional
and executive managemeni accountable for risk

e Training and taient management strategy to ensure sufficient skifls
and resources

“» Training sirategy for Eskom and its subsidiaries aligned to social

media toois and trends
» Relevant Enterprise Risk Management raining matenal

s Deiver in-house Enterprise Risk Management training capability (as
per strategy)

s Networking with internal and external risk fraternities and
practitioners

s Internal centre-led risk governance committee (IRM Ops)

Initiatives (frequency as indicated, required, or otherwise agreed)
® Eskom Holdings Risk & Resilience Policy (formal review)

e Cskom Holaings Risk & Resilience Plan (annually updated)
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ERM element |

n Risk policies, standards I
i and guidelines Deliverabies
. 1. Policy framework, - Divisional Risk & Resilience Plans (annually updated)
n definition of roies & ~  ——— — - :
;esponslbllmps s Provincial Resilience F’rogrammes (annually updated)

2. Standards pru(,esSes ' Business Continuity Management Standard (formal review)
precedures, guidelines, -

templates |* Disaster Management Star'dard (formal review)

i |nc1dent Command Standard 'formal re\npw)

. Slmulatlon Exerclse Sfandard (formal review)

‘o  Resilience processes (formal review)

|8 Divisional seif-assessment guideline (fo support the quality model)
5- Resiliencn procedures (aevelonmem and review as required)

0D|V|slona| R &R Plan tempiare review {annual)

e Provincial R&R/ Programme Plan template review (annual)

. Execunve/dlvnslonal Sompact template grevnew as reqmred)

3 Governance - Board (annual - approval of Eskom R&R plan and policy)

9- Board Audit & Risk Committee (quarieriy — R&R Report,
| , recommendation of plan and policy)

® Exco and Exco R&S Committee (quarterly oversight and support of
plan quarterly reports and policy)

e Enterpiise Resilience Committee (as per schedule mnnrtnnng and
' coordinating)

e Divisional oversight committees (as per divisional schedules and
plans)

i- Provincial Resilience Taams and {previncial coordination)
4. lntern.al jJovernance . Dmsnona| resmence managemem‘ reviews (S-monthlyl
reporting e e
,- Divisional Risk & Resilience reports (quarterly)
s R
(= Divisional resilience presentations 10 ERC. Exco R&S and Board

ARC (as per s-.hAduIei

* Provincial Resilience Team 51atus dashboard (quarterly)

@ Provincial Resilience Team presentations to Fxco R&S (9 provinces

as per annual schedule)

e Enterprise Risk & Resilience Report to Exco R&S, Fxco, and Board
ARC (quarterly)

I Legisiative Compliance Report (annual)

s Eskom Integrated Repor inputs (as required annually)

& Shareholder report inputs (as requested quarierly)

3 Exterr{jal governance g Eskom Holdings R&R Plan submitted to DPE with the Corporate Plan
reporting !

'- Eskom Disaster Management Pian to the Natlonal Disaster

I RMAarmamamiamt M anmbea MRIMARD D e Tm mfaiagl o ~n A
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ERM element
Risk policies, standards
and guidelines

i1

Incident command &
integrated emergency
response siructures

Situational Awareness

Business Continuity
Management

Lisaster Management

Simulation exercises

Safeguarding

Deliverables
o NDMC subrmission for parliamentary report (annual)

® National Disaster Managemeant Advisory Forum submission as per
NDMC requirements {guarterly)

 Provincial & Metro/District Disaster Management Advisory Forum
submissions as per DvC ‘equirements (ad hoc as requested)

. Establish the Incident Command System (standard) at strategic
i (ERCC'& PJC") and tactlcal {lelSlonal) level

‘s Estaplisn the Incident Command System (s!andard) at operanonal
level

‘a Support the Fskorm Emergency Response Command Cenire (ERCC)
. during incidents (ad hoc)

‘» Undertake ERCC & PJCC venve tests (monthly)

e Establish impiementation process within Group T

. Implement situationai awareness :apabllity

. Integrate with NDMC operations center (early warning)

:Dmslonal BLM strategic BiA Jr‘dertdKen

' Execution of Divisionai BCM piiorities (High priority plans)

;l Execution of Dvisionai BCM pricrities (’Medlum priority plans)

» ISO 22301 compliance maturlty ass_gs_{n_e_r[t

* |SO 22301 certification readiness review 1
s Estaplish national prierity 1 disaster plans :

's Levei 1 maturity reviewed

e Levei 2 maturity authorised (key performance areas (KPAs) and
Enablers®)

- evel 3 maturity authorised

e Estabiish national priority 2 disaster ptahs

j- Level 1 maturity {authorisec)

s Leve! 2 maturity (authonsed)

* Level 3 matunty authorised 'hPAs and Enablers)

. Estaousn provmmat plans

s Cstablish local pldns

e Naiional exercises (1 annuaily)

& Provinciai exercises (9 provinces exercised annually)
Divisional exercise programme gxecution

e Annual resilience assessment (annuaf)

» Governance review (national, divisional, provincial)
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ERM element |
Risk policies, standards |
and guidelines Deliverables
‘e Development of a quality modei for continuous improvement
s implementation of quality moael
‘& Undertake external review of iesilience impiementation (compliance
and certification readiness)
12. Stakehoider e Up-to-date stakehoider matrix and 2ngagement pian (via CAD and
management GCE Comm's Forum)

e Execution of the engagement plan

® Engagement with GE's on divisional implememation (one-on-one)

E‘ Maintenance of good relationship with the NDMC
/® Build good working relationships with PDMC's in the 9 provinces

- E i ! . R B b L
'3. Training programme  » Resilience training programmae (review and continuous improvement)

#* Develop and enharnce in-house Enterprise Resilience Management
training capability (with EAL)

i
14 Special projects %- Expand resilience from operations tc strategy
1

{® Grid Code enhancemeants (proposals on grid resilience)

5. Resilience leadershin e Participation in national and international working groups and
| technical forums

| . .
‘e Conference & journal pubiicattons

TABLE 78: ER&R PERFORMANCE TARGETS FY2017/18 - FY2020/21

[Enterprise Risk 15 551 17 000 10 080, 9810 10 139
‘Enterprise Resilience 10 399 11 089 11 335/ 11 335 11335

An amount of R2 000 000 is required per year. for consuitants tc implement training across the
organisation on Incident Command and Business Continuity Management Certification, and to
underake reviews in FY2019/20 and FY2020/21

The vpex plan Is subject to alignment to the revised Design To Cost strategy

TABLE 79: ER&R MANPOWER PLAN FY2017/18

FY2014/15 FY2015/16 FY20i6/M7 FY2017/18
Manpower Budget Actual Budgel Actual Budget Actual Budget Actual
EEE 4 3 4 2 2 2 2 2
Enterprise Risk 17 17 Az 1 Tl " Tl 1
Enterpﬁse Re;ﬁlence 7 5 7 6 7 6 7! /
TOTAL 28 25 28 19 20 19 20

I'he manpower plan is subject to alignment 1o the revisea Design To Cost strategy
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TABLE 80: RISKS AND TREATMENT PLANS RELATING TO THE ESKOM HOLDINGS

ENTERPRISE RISK & RESILIENCE FUNCTION
Risk

Risk management information system

The lack of a stabie and relevant risk
management informaton system to suppoit ine
vbjectives as set out in this plan affecting
Eskom's ability to meet the objective of effectively
recording sk and resilience information from
which to provide Board Audit & Risk Commiitee
with assurance that the risk and resilience
management obiigations are met.

The corsequence of this risk may be that Eskom
wil not meet ihe objectives as set out in this plan,
risk ard resllience oaia Is compromised and the
reascn for dysfunctional system behaviour
(software system,.

Non-compliance to the risk methodology

The risk of non-compiiance 10 the risk
‘methodology resuiting in risks not adequately
formulated, priontised. managed and reported on
leading to risks materiaiising and organisational
Crises

Inadequate readiness for major incidents and
disasters

Eskorn’'s apility, in the context of DTC strategy. 1o
roll out the resilience priorities before an incident
oceurs tnat would have required better pianning
Mon-compliance to the Disaster Management
Act

Eskom does not comply fully with the
requiremments of the Disaster Management Act.

Treatment Actions

A comprenensive user requirement specification
review and the resuitant alignment through
replacement/upgrade of the risk management
information system complimented by adequate
process and system support

1. Ongoing training and awareness initiatives
Ongoing focus on quality through the robust
execution of the risk guality modei ensuring
valid, accurate and complete risk information

3. Continuous monitoring and reviews by

enterprise risk advisors and divisional risk

structures to ensure data quality and risk
management progress (maturity)

Continuous clean-up of RMIS to ensure data

integrity

1.

Divisional Risk & Resilience Plans to address
resource allocation, budget for these, and review
these at least as part of a 6-monthly i
managementi review

Significant progress has been made in the iast
year, in particular with the submission ot
Eskom's Disaster Management Plan. Enterprise
Risk & Resilience is working closely with the
National Disaster Management Center (NDMG)
to address the compliance gaps. A structural g
concern is that DoE has not resourced its
mandate under that Act to undertake coordinated
planning for the electricity sector. The NDMC is
also resource-constrained, given government's
current austerity measures. In oraer to address
this risk. Eskom will address its compiiance
requiremenis and work with the NOMC, NERSA
and the DoF to facilitate Level 3 comphance as
definea by ihe Nationai Disaster Management
Framawork (Level 3 compliance requires
extensive coordination of plans with government
sectors at all tiers of government and with other
joint responders and stakenoiders
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21.8Climate Change and Sustainable Development

21.8.1 Mandate

The CCSD Business Unit comprises sustainable deveiopment and climate change streams. The
mandate of the CCSD business department is° 10 shape and safeguard the integration of ciimate

schange and sustainable development best practices in the business

21.B.2 Key activities

The CCSD has the following key activities

Reviewing Eskom’s Sustainable Development framework

Producing the Eskom Facior Report which details Eskom’s impact from an economic,
environmental and social perspective

Developing Eskom's Transformartion Plan

Developing climate impact maps that detail impending changes te the climate and their impact on
Eskom infrastructure

Modelling emissions reductions scenarios and their impact on Eskom
Crganisation wide greenhouse gas reporting and monitoring of carbon foot print

Engaging with Government on climate policy (developing the Climate Change act) and business
ornt national and infernational business positions

Participating in the official South African delegation to the international Climate Change
negotiations

218.3 Assumptions and other risks

The Group anticipates that the following issues will have a materiai impact on the execution of its
initiatives during planning period FY2017/18 1o FY2021/22:

Y

Carbon taxes are expected 1o be impiementad given Gavernmant's increased support to reduce
carbon dioxide emissions. Carbon taxes will aiso be imoocsed in the 2017 to 2018 time horizons.
This will be a pass-through cost

Governmant is currently piloting company carbon budgets (2076 to 2020). Eskom has a budget
for ihe 2076 te 2020 period. There will be financial penalties linked to non-compliance with carbon
budgets from 2021, Eskom will be expected to submit pollution prevention plans to government in
the 2017 10 2018 timeframe outlining its pian to reduce GHG emissions

Government is lcoking to allow other companies to meet their carbon budgets and/or reduce their
carbon tax burden by shifting to lower carbon emitting technologies for their electricity supply. This
ocses an additional risk to the loss of revenue as companies will move away from Eskom supply

Government will promulgate a Climate Change Act in the 2018 1© 2020 timeframea

Ihere are ooportunities to be gained from investing n low emitting technologies - renewables
prices are dropping and storage options are likely to develop rapidiy

Eskom will remain.vuinerable to the adverse impacts of climate change such as extreme weather
cnanges and averts in the short to medium term. South Africa will experience extreme weather
events in the short, medium and long term

Eskom will expiore options generation plant lite extension/ fleet renewal, which will have
environmental, and climate change impact

Eskom will remain comimitted to becoming and then maintaining its position as a risk intelligent
and resilent organmisation
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Eskom will apply for an additional five year pestponement to some of the minimum emission
standards in early 2019

Authorities will continue to closely monitor Eskom's compliance to environmental legislation and
NGQ's will continue to target Eskom in their anti-coal campaigns

Continued morale issues within the broader Eskom environment may lead to mobile staff seeking
opportunities and impact on produchivity

The fundamentals of quaiity will not change but the manner in which it is managed and governed
might change as Eskom’s business model evulves.

IS0 standards remain as the predominant global standards for the certification of management
systems and continuous improvement/business excellence.

Quality initiatives will be funded by the existing operational and capex.

21.8.4 Renewable energy projects capacity planning

Eskom will be implementing climate change and sustainable development siraiegies as parl of
Eskom's fforis to mitigate greenhouse gases and integrate sustainable development practices. The
following renewable energy projects and capex budgels have been approved for FY2017/18 —
FY2021/22

EXHIBIT 144: RENEWABLE ENERGY CAPACITY

Renewable energy additional capacity
MW FY17/18 - FY21/22

)]

| 1 ‘ | .

FY17/18 FY18/19 FY19/20 FY20/21 Fy21/22
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EXHIBIT 145: RENEWABLE ENERGY PROJECTS CAPITAL EXPENDITURE

Rengwables capital gxper-diture B PSP funded capex Eskom funded capex
R million, FY17/18 -~ FY21/22

1934
3 290
88 - ) 250
- L - 250
FY17/18 FY18/19 FY19/20 FY20/21 FY21/22

21.89Transformation

Government's programme of radical economic transformation is about placing the economy on a
qualitatively different path that ensures more rapid, sustainable growth, higher investment, increased
employment, reduced inequality and de-racialisation of the economy. The National Development Plan
(NDP) sats an annual growth target of above 5% by 2030 and emphasises measures to ensure that
the berefits of growth are equitabiy shared. The Department of Public Enterprises has elaborated a
Transformation Framework to guide the involvement and requirements of State Owned Companies in
achieving the NDP goals. The DPE Framework states that as illusirated in the NDP, much progress
has been made However, despite the economic and social redress successes and a broad range of
State and private sector policy, strategy and programme interventions aimed at reducing economic
disparities, our aconomy is still, by and large, characterised oy entrenched inequalities. State Owned
Companies (SOCs3) are seen as a crucial vehicle of economic growth and development and are key
in driving the creation and development of Black industriaiists and entrepreneurs. Therefore SOCs are
expected to be proactive and set benchmarks in leading the transformation agenda rather than purely
trying to comply with policy and legislation

In keeping with this expectation, Eskom continues to significantly contribute to sacio-economic
development in the country, as a catalyst fo create joo opportunities and enable transformation to
support the broader developmental mandate of the country. The objective of Eskom's Transformation
Plan is to ouifine the activities and initiatives to advance equity and create jobs (job creation) in line
with the national/government cbjectives over the next five years. As such, this plan aligns with the
DPE's Transformation Framework for SOCs. The plan supports Eskom’s drive for Financial
Sustainability, Asset Sustainability, Operational Sustainability and Customer and Revenue
Sustainability. as well as the additional piillars of Environmantal and Climate Change Sustainability,
Stakehoider Management, Safety and Reputationai Sustainability. The iatter are key drivers in the
national Transformation agenda. It is acknowledged that the organisation currently faces challenges
which impose constraints on several objectives including transformation. However, the environment
in which Eskom operates poses the challenges of unemployment, poverty and inequality. Eskom, as
a SOC has the ability tc make a positive contribution in alleviating these challenges. Eskom operates
within the noticn that business cannot succeed in a failing society Therefore, Eskom will, within its
constramts continue to pursue the Transformation Plan, which articuiates its commitmeni t0
contributing to the resoiution of these challenges. Eskom'’s Transtormation Programme is aligned with
Gevernment's principle transformation objectives relating to skiils development requirements, the
long-term procurement strategies of state-owned companies (SOCs) and the contribution of the SOC
Corporate Social Investment (CSI) initiatives to the guality of basic education and the achievement of
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broad social development objectives. This will be done by increasing equity in terms of social and
ecororic participation, developing sills for empioyability and growing the business for job creation.
The DPE Transformation Framework outlines additional objectives to these Eskom's Transtormation
Plan, therefore outlines activities related to each of these objectives in the following areas

@ Skilis Development
e Empioyment Creation

e Procuremenrt

Corporate Social Investment
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22 Stlrategic Support Services

22.1Summary of the operational plan

22.1.1. Overview ;

The Strategic Support divisions focus on various elements in the business to ensure that Eskom’s
objectives are achieved. These areas include

Strategy Support
Corporate Affairs Division
Legal and Compliance
Assurance and Forensic
Security Division

The Office of the Company Secretary

The divisional focus on specialised areas is targeted at addressing business requirements, continuity
and assurance. The details pertaining to these specialised functions are contained in the specific
sections of this chapter. However, the mast critical functions performed by these divisions are
providing Eskom leadership with proactive crafting of solutions and advice, delivering on customer
commitments, empowering management with decision-making tools and fostering continuous
improvement

22.1.2 Financial and operational highlights FY2016/17

The Strategic Support services achieved the following financial and operational highlights.

Corporate Affairs Division’s headcount targets for FY2016/17 have been met and target of R22
million savings will be realised by year-end

The Eskom Deveiopment Foundation is on track to meet its shareholder targets and its

Eskom Contractor academy received one national and two nternational awards for best practice
in corporate social investment

Heritage continues to be promoted through the Heritage column in Eskom Power News

Despite significant negative issues in the media, Corporate Affairs has increased volumes of
positive story posts in the social and traditional media space, thereby balancing the negative
impact ar Eskam’s Reputation and increasing its sentiment vaiue on social media

The CAD Stakeholder relationship assessment tool conducted in Limpopo and North West
Province highiights significant improverment in the quality of relationships with key stakehoiders
achieving an average of 63% compared to the 50% target

Cerporate Affairs Division recovered R1.3 millior from ghost vending units, prevented revenue

Assurance and Forensic ennanced fraud awareness and control at Eskom by delivering fraud
awareness workshops across the business

Assurance and Forensic division's headcount targets for 2016/17 have been met

The use of data analytics resuitec in 12 specific Xey contrais and provided insight to improve risk
confroi and governance within these specific areas

The KPMG recommendaticns, te improve the performarce and efficiency of the depariment, are
on track as per the agreed target dates
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» The implementation of the new Security Division (SD) in the Office of the Group Chief Executive
has taken place, effective 1 June 2016. The S is currently in the process of opfimising and
resourcing the SD

s A Cyber Security Seiutions Centre of Excellence is currently being established within the Security
Division. The Cyber Security Operating Model is being develooed in conjunction with Group IT.
o date, 16 OT cyber security fundamental training sessions have been conducted with 224
empiovees n the engineering and cperational disciplines

» Approval of the Anti-Fraud. Corruption and Economic Crime Risk Strategy by the Audit and Risk
Commitiee

e There nas been a 14% decrease in secunty incidents when compaied to the same period in
FY2015/16, and a 10% increase in the value of losses incurred when compared (o the same
perioc. The iotal arrests made were 228 and the financial recoveries were R5.65 rmiilion
Orgarised enme syndicates selling illegal electricity and prepaid slips were identified and profiied
and 30 vending machines were recovered

« A security partnership between Eskom and AngloGoid Ashanti Mines is to be developed in 2017
to detect and prevent crime Al sites within the miring corridor will be protected and security
measures upgraded to ensure security of supply to the mines and that of assets in the corridor

» A tecnnology roll out programme has been established for national xey point sites. The project is
measured by milestones compieted per oroject phase and the CRA phase has been completed
The Board Investment Committee approval for the DRA was obtained on 30 June 2016.

» The estabiisnment of a research and development partnersnip with CSIR was conciuded and the
Eskom-CSIR Bilateral agreement was signed cn 1 August 2016. The inaugural meeting was heid
an 9 September and the Eskom and CSIR committee members and stream leads were nominated

»  Security has successfully moved the Key Management Centre from the Eskom Academy of
Learning to the National Contro! Centre in Simmerpan

s During January 2017, a suspect was arrested in Kagisc for the illegal saies of Eleciricity The
suspect was found in possession of 598 siips and R8520 cash. Eskom is losing in excess of R
4biilion from ghost vending and illegal connections per annum. 4 (four) vending machines
belonging ‘o the Parys Municipality was recovered during the financial year

» Durirg December 2016, 4 accused appeared at the Palm Ridge Regionai Court, in Johannesburg
for the illegal sales of electricity. The four accused now face a lengthy prison sentence after they
were found guilty on over 15 000 counts related to electricity thert

A e The 2017/13 Sharenholder Compact was approved by the DPE Minister in October 2016, following

i extensive angagements with all stakenhoiders. including Eskom leadership and DPE officials In
support of the Strategic Intent Statement, the compact sets out the key performance areas and
indicators (measures) to be attained by Eskom

» _Strategy Support in conjunction with the Risk and Resilience Department, a set of strategic risks
have been identified through the strategic review and a strategic risk appetite and tolerance
framework is being developed.

» - The Eskom Cperating Model review began in October 2016 and the final report will be. issued
early in the 2017,18 financial year
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22 2Strategy Support

22.2.1 Mandate

The Strategy Support division provides support the OGCE and drive an effective strategic planning
process and capability that supports delivery of Fskom's strategic objectives

22.2.2 Aspirations and objectives

Strategy Support will focus on the following objectives.

» Toensure that there is an organisation strategy that directs the plan

* Toensure and enable effective strategy execution

» Tolead a strategic and cross functional support system for the division and the entire organisaticn
s To provide enablement support the Office of the Chief Executive(OGCE)

s Manage the precess of reviewing the Eskom coerating model

® Enhancing the strategic pianning process towards delivering cn shareholder expectations

TABLE 81: STRATEGY SUPPORT DIVISIONAL AMNLUAL KPIS

KPI Measure  Targets
Cevelopment of To develop and review Eskom Holdings corporate strategy
Carporate annually, for approval by Exco and Board prior to the new
Strategy Scorg financial year
Eskom Project management of the independent review of the Eskom
Operating Model  Score current operating model

To develop Eskom Holdings corporate business plan for
Deveiopment of approval by Exco and Beard tor submission to DPE by 28
Corporate Plan Score February annually
Sharehoider To develop the snarehoider compact by Exco and Board and
Compact Score be submitted top DPE by 30 September annually
Integrated Long-
Term Planning To direct and deliver on the ILTP project that will inform the
(LTP) Score integrated planning across Eskom
GCE Support,
PQand Critical To support the OGCE in quality decision making through well-
Correspondence Score structured, accurate, timeous and relevant information

22.2.3 Initiatives
Strategy Support has the following initiatives for the next five years.

s Strategy development as a resull of the 2016 sirategic review that was undertaken incorporating
the strategic direction from the 2018-2020 Strategic Inteni Statement from DPE and further
strategy review and development post 2020

e Deveiopment of the Eskom Holdings Corporate Plan, with suppori from other business plans, with
the aim to maintain the momentum of cantinued performance improvement while navigating new
external tareats and opportunities facing the business

* Develop the annual Sharehalcer Compact for submission for the OPE Minister's approval by 30
September of cach year. The compact sets out the key performance areas and indicators
(measures) to be attained by Eskom in support of the Strategic 'ntent Statement

»  Contirued management ot GCE reports, criticai correspordence and parliamentary responses
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22.3Corporate Affairs Division

22.3.1 Mandate

The mandate of the Corporate Affairs Division (CAD) Is to position Esxom to be a 1op giobal power
company that is resilient, reputable, trusted, valued and nighly regarded by its stakeholders ana peer
group of companies in South Africa and elsewhere n the world through effective communication and
stakeholder management

22.3.2 Aspirations and objectives

CAD will create an enabiing environment for Eskom fo achieve its aspirations. In doing so CAD will
pursue delivery of the fellowing abjectives:

e To strengthen Sskom'’s reputation by improving the RepTrakTM score from 24.1 10 42 by 2022

e Toincrease Eskom'’s share of voice to 35% monthly through effective communication. internally
and externally

®» To builld and maintain mutually beneficial stakeholder relationships by applying King IV
stakenoider-reiationship recommended practices

e To mpact on the lives of one million direct bereficiares where Eskom operates, through CSI, by
2021

e Toestablish a virtual Eskom heritage museum by 2021
Key performance indicators for these strategic objectives are snown in Table 82

TABLE 82 CORPORATE AFFAIRS DIVISION ANMUAL TARGETS

RepTrak™ 34 36 38 40 42
Net promoter

score score -A7 -45 30 -15 -5
Media snare of

voice No 35 36 5o 35 35
Social-medaia

sentiment vaiue Y% 60 70 75 80 85

22.3.3 Key initiatives over the next five years

n alignment with Eskom's strategy and sustainability aims, Corporate Affairs Division's focus over the
planning period will be to rebuild and sirengthen confidence in Eskom. Corporate Affairs Division’'s
aspiration s to enabie Eskom to regain its posifion as one of the most reputable global power
companies by FY2021/22. This will be achieved througn improving Eskom's reputation from.a 241
RepTrak' score rating in FY2015/16 to a 42 point RepTrak™ rating in FY2021/22. Further initiatives
will be achieved through

» Proactively managing issues that may impact on the reputaton of the organisation

» pstilling an organisdtional cuiture that is reputation-centric, cne where emplioyees understand
their roie as guardians and take accountability for their benaviour and £skom's reputation

» Narrowing the gap between exiernal perception and inteinai reality

e Tracking and monitoring Fskom's reputation through RepTrakTM and using the Net Promoter
Score to provide real-time feedback on how the organisation is perceived
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»  Builaing a strong brand, and shaping how custormers think and feei aboui the orgarnisation and
product

*  Building the right type of experiences around Eskom’s brand so that customers have positive
thoughts. feelings, beliefs, opinions, and perceptions about Eskom

* Ensuring the consistent execution of the brand at all levels in the organisation

¢ Building and maintaining siakeholder relationships in order to gain insights into, and understanding
of, their needs and expeciations

= Intensifying the Eskom profile amongst the relevant key stakenoiders, as per the stakenoider
matrix, through straiegic dialogues in order to enharce Eskom’s reputation

= Establishing a conducive environment for handiing legisiative and pariiamentary issues
= Creafing engagement piatforms to advance Eskom's strategic imperatives

* Providing executives with strategic counselling and advising on effective intermal and external
communication

» Communicating effectively to ail Cskom stakenciders using a range of appropriate and efficient
internal ana external channels and media

® Building relationships with the media and driving a proactive media-relations strategy that will
increase Eskom'’s share of vaice

o Corporate Affairs will incorporate Eskom Development Foundation into its structure during
FY2017/18

22.4Legal and compliance

22417 Mandate

The mandate ot the Leyai and Compliance department is to support the Company's ousiness by
providing strategic and obiective legal advice to the =skom Group, to facilitate business solutions, and
1o provide guidance and assurance on compliance processes to assist with achieving the levels of
compliance required by tne iegisiative and reguiatory policy framework governing Eskom

The Legal and Compiiance department will align its seivices 1o facilitate the achievement ot Eskom's
sirategic objectives thereby protecting Eskom’s interests, proactively managing Eskorn’s legai risks,
ana influencing and guiding compiliance with the applicaole legal and regulatory policy frameworks

Aspirations and cbjectives
The Legal and Compliance department will focus or the following aspirations

e Rewviewing and Restructuring the department’s operatng model from a division-focused modei 1o
one based on kay legal practice groups 1o meet the needs of the Company more effectively by:

o Building a legal and compiiance centre of excellence, staffed by a team of skilled legal and
compliance prefessionais, supported by quality systems, processes and tools

o Prioritising and supporting the business on high-value, high-nisk commercial transactions

o Enkancing litigation management in order to effectively defend and/or pursue litigation matters
by/against Eskom

Redesigning the compiiance function to better erabie the organisation to comply with the letrer
and spir't of the law in general

o Proactively scanning the legisiative and reguiatory environment to identify and influence
legislation and policies applicabie to Eskom
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= Estabiishing refationships with the various regulators, and assisting with engagements with the
shareholder, other ministries and stakeholders

Aligning the management of legal spend to national transformational objectives and initiatives by
apocinting a new panel of attornays, | o reinforce legal support to Eskom, whilst inanaging and
controlling external legal spend

Guiding the organisation to ensure regulatory and legal compliance in order to maintain Eskorm'’s
pperating licences, including new nuclear operations, and 1o support the sustainability of the
pusiness, including N-1 grid compliance, environmental compliance (including water usage and
air emissions) and compliance with loan covenants

The Legal and Compliance Deparnment will deliver on its strategic cbjectives by leveraging the
feilowing

Establishing integrated, enterprise wide processes by focusing on key practice areas.
o Contracts

o Nuclear

© Reguiation

o Empioyment, Health and Satety

O Environment, Risk and Sustainability

o Transmission, Distribution and Customer Services

O Real Estate, and Land and Rights

o Litigation

o Compiiance

Reviewing the adequacy and efficiency of existing systems, processes, tools and resources

Benchmarking against other Legal and Compliance departments of leading and reputable
companies, in both the private and public sectors

Formulating a recruitment and retention strategy to ensure sufficient resources with the
appropriate skills mix to service the legai and compliance needs of Eskom. whilst working within
DTC targets

Building a multi-skilled capability within the department through a training model nased on
leveraging no-cost training obligations of external panel attorneys in terms of Service Level
Agreements, internal training by Eskom experts. sharng of information, knowiedge management,
and on-the-job-learning and self-skilling

Developing and implementing a strategy for early and active involvement in all stages of
contracting to optimise effective contract management

Creating a team of litigation specialists who wil manage the increase in litigation based on the
types of litigation, frequency and trends, root-cause analysis, lessons learned and mitigation
strategies to prevent or reduce future litigation

Developing a strategy, together with Group Commercial. for the procurement of a new legal panel
ot attorneys. and proceeding to appoint a new panet that meets the country’s transformation and
deveiopmental mandate

Guiding the organisation on-compliance with policies, condifions and requirements of key
government stakeholders such as DPE, DoE. NT (PFMA, Guarantees, and Procurement
Reguiations), Department of Environmental Affairs and Sanitation, and regulators (e.g. NERSA,
NNR, PAIA, POPY).
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22.4.2 initiatives
Over the next five years, Legal and Compliance plans to deliver on the following initiatives

» Strengthening legal and compliance support, including legai-risk management for operations and
intarfacing with all stakeholders which have an influence on Eskom's legal, regulatory and
compliance universe

» Establishing and strengthening relationships with various regulators, reviewing the impact of
reguiatcry policies, and assisting with regulatory strategy

» Strengthening contract-negotiation support to ensure optimal protection of Eskom's interests
through material terms and conditions, legal strategy and support to optimally reduce and recover
municipal debt {through legal processes, negotiating and concluding paymenis pians)

@ Providing legai and compliance guidance ana advice on generation, grid and environmental
compliance in order to mainiain Eskom’s licance io operaie, thereby ensuring security of supply

= Shifting compliance away from a division-focus to an Eskom-wide focus by concentrating on the
management of compiiance on a per-Act basis

= Implementing automation of PFIA and compiiance processes 1o streamline decision-making and
provide assurance

Key performance indicators for these targeted outcomes are shown in Table 83

TABLE B83: LEGAL AND COMPLIANCE ANNUAL KPI

Target

FY17/1B  FY18/19 FY19/20 FY20i21 FY214/22
Legal response plan % 100 100 100 100 100
Compiiance Score 8 <] 3 3 3
Legal support Score ) &) 3 3 &

22.5Assurance and forensic

22.5.1 Mandate

The division’s mandate is to enhance and protect crganisational vaiue by providing risk-based and
objective assurance. investigative services, advice ard insight that contribute to the achievement of
Eskom’s business strategy, objectives and operatianai perfarmance

Assurance and Forensic {A&F) reports funciionally fo the Audit and Risk Committee of the Board and
conducts annual audits in accordance with the annual risk-based audit plan approved by the
committee. In addition, the division conducts forensic and technical investigations as and when they
occur

The division is the custodian of the Fraud Prevention and Detection Plan, which sets out objectives
that are focused on preventing and detecting fraud, corruption, irregularity, economic crime and other
acts of dishonesty at Eskom The Fraud Prevention and Detfection Plan continuously evolves and
takes into account changes and improvemenis in the drive to promote ethics, as well as to fight fraud
and corruption within Eskom

22.5.2 Aspirations and objectives

A&F strives tc meet the assurance needs of the Board and Exco with regard to governance, risk
management and controi processes. More specifically, it strives to

Contribute to the establishment of a robust control arvironment and a cuiture of zero toierance to
fraud and corruption, thereby significantly reducing the fraud-cost premium and improving
profitability
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s Provide value-adding insights through the efficiency of the use of data analytics

= Consistently deliver assurance products and services that exceed stakeholder expectations by
monitor and evaluate controls, governance and risk-management processes to meet Eskom's
pbusiness objectives

e Improve efficency within A&F and produce more with ess
22.5.3 Initiatives
A&F cperational performance measures are shown iin Taole 84

TABLE 84: OPERATIONAL PERFORMANCE MEASURES FOR A&F
FY17118  FY18/19  FY19/20 FY20/21 FY21/22

% actual
Risk based audit Vs
plan execufion planned 95! Sfel 93 93 93
Number of fraud
awareness raining
for divisions Y% 91 92 92 92 92
Productiv
e hours
Productivity per FTE 1508 1540 1540 1540 1540

Objectives, nitiatives and associated KPis are shown i Table 85.

TABLE 85 ORJECTIVES, INITIATIVES AND ASSOCIATED TARGETS
Objectives Key actions/initiatives KPis

‘To improve efficiency, produce s Fagiiitated self assessments e Productivity hours per auditor
mere with less | and reporting by management

i » increased use of data anaiytics

* Improved scoping on audit
projects

'» Contribute to the s Implementation ot fraud- and e Number of fraud-awareness
- establishment of a robust corruption-awareness training workshops

control environment and a

culture of zero tolerance to

fraud and cerruption,

significantly raducing the

fraud-cost premium and

To provide value-adding : e lncreased use of data analytics '» Percentage of CAATS utifiser
insights through the proficient against the audivinvestigation on planned projects

FSgRRciaanalytcs pian « Number of CAATS themes

8 Number of continuous
monitoring CAATS

Consistently deliver assurance « pMonitoring of plan completion  » Percentage completion of the
products and services that o A&F reports plan

exceed stakeholder

expectations To buiid, monitor ® Customer-satisfaction surveys * fifffkentegle completion of ASF
and evaluate controls e

governance and risk .» Customer-satisfaction ratings
management processes to

meet Eskom's business

apjectives,
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22.6Security Division

22.6.1 Mandate

The mandate of the division is to

Shape the management of security through poiicy, standards and directives

Protect against security threats, which impact on assets, information, interests, people, systems
anda processes, maintaining security at agreed nisk levels.

Provide assurance that security is at a high standard and is compiiart with legal and reguiatory
requirements

22.6.2 Strategic objectives

Security Division has the following aspirations

Establish, resource and optimise the Security division as a key business priority that comglies with
legal and regulatory requirements

Increase the appiication of deterrence and surveiiiance technologies, versus an increase in guard
headcount

Reduce the cost of security

Fully integrate Security Bl with established protocol for proactive and etfective dissemination of
intelligence (emerging imminent and current security threats)

Optimise support from, ana co-operation with, regulators, law enforcement and intelligence
agencies through enhanced relationships

Provide secunty assurance and adherence to statutory, reguiatory and other £skom requirements

Proactively reduce illegal vending through resilient operations and affective investigations

22.6.3 Operational performance measures

Operational performance measures for the Security Division over the FY2017/18 — FY2021/22 period
aie given in Table 86

TABLE 86: SECURITY OPFRATIONAL PERFORMANCE MEASURES

-
Stabilisation of the
secunty division % 100 100 100 10C 100
l'echnoiogy rofl-out % 100 100 100 100 100
Guarding of
optimisation % 100 100 100 100 100
integrated intelligence
Services % 100 100 100 100 100
Stakehoider satisfaction
and co-operation % 100 100 100 100 100

Legal and regulatory
compliance % a5 85 85 85 85

Reduction in losses

through illegal

connections and ghost

vending Yo 10 10 10 10 10
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22.6.4 Initiatives

Initiatives and associated <P's are shown in Tabie 37

TABLE 87: SECURITY DIVISION INITIATIVES

Objectives Gr/Dv Strategy Year
=3tablish, implement 2017
esource and {design, fund
optimise the and staff) an

Security division  integrated
as a kay ousiness security

priorty that operating

compiies with model and

legal and management
regulatory system

requirements

increase the Move fiom 2017
appiication of ‘manpowei-

deterrence and - centric 1o
suiveillance techneology-
technofogies vs  centric security
an ‘neredse in

securnty guard

heaacount

Reduce the cost  Optimai number 2017
of secuniy “of contractors
deployed, as
oer commodity
strategy on
physical
guarding

Fully ntegrate Impiement a 2017

SBI with Security Bl
established framework and
protacoi for operating -
proactive and model

effective

‘dissemination of

irtelligence

(amerging

imminent and

current security

ithreats)

Optimise support '=nhance 2017
from and co: -elationship

operation wrth with reguiators
regulators, law-  and law
enforcementand anforcement
intelligence and intelligence
agencies through agencies
enhanced

relatiorsnips

Provide Direct, co- 2017
assurance and crdinate and
adherarce to maoniter

statutory regulatory and

Key actions/ Critical success

initiatives KPls factors
Security Stanilise the  Successtul
Ootimisation Security orgamsed labour
Programme division (MSD  and staff
2431) engagements to
ensure smooth
transition
Develop and Technology e P gject
implement the rofl-out (MSD | panagement

Physical Security — 2448)

| capacity
Infrastructure

= Available capital

Upgrade
Programme
{technology roli
out)
Cormmodity Guarding No delays in the
strateyy physical  optimisation  procurement
guarding (MSD) 2431)  piocess

H
Estaplish and integrated Accurate analysis

maintain a security intelfigence and timely

incident- Services (MSD dissemination of
management 2453) intelligence
system, including
GIS

i
Engagement Stakeholder Active engagement
programme with  salistaction with regulators and |
senior and co- law-enforcement
managemeant of operation and intelligence

law-enforcemem  (MSD 2123)  agencies
and intelligence

agencies

Management of Securty Well-defined

security compliance reguiatory and  Compliance
as per the legal Universe
Compliance coempliance as
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regulatory and  [legal | |Universe and per the |
other Eskom [compliance 4 |Security inspection compliance
requirements | i Plan index (MSD

A | 2432) .
Proactively [Partner with the [2017  An illegal- Reduction in  Accurate non-
reduce illegal Eskom Energy | connections losses thiough tecnnical-foss
vending through  Protection i {intervention and liegai information and
resilient Project (ghost-vending connecticns  hotspot profilirg
operations and [intervention and vending |
‘effective (MSD 2452) |

investigations | |

22.7The Office of the Company Secretary

22.71 Mandate

The Office of the Company Secietary (OCS) ensures effective governance and company secretarial
best practices; it also manages the interface between the various stakehoiders which consists of the
Shareholder Representalive, government departments and the Chairman/ Board and exceutive
management to enable Eskom to be a well-governed, ethical and trusted company

The Office of the Company Sacretary will focus on the following strategic objectives:

To enabie the organisation to achere to the prescripts that underpin its existance

To provide an efficient and effective service to the Board and the Exscutive n managing the
organisaiion by ensuring that proper procedures are put in piace and adnered to:

To provide the central source of guidance o maiters of business ethics anc good governance

22.7.2 Aspirations and objectives

The Office of the Company Secretary will deliver on its strategic objectives by leveraging the following:

Ensure seamiess liaison between the Board and mar iagement of the company

Provide advisory services for the Chairman and Board in respect of procedural and governance
issues

Provide effective and efficient rollout of the Chairman egngagement programme

Effect and shape Eskom’s governance strategy as well as monitor and report on imglemertatior
of Group Governance policies and protocols

Provide Corporate Governance advocacy

Ensure optimum functioning of Board, Board committees and Exco 10 supoort the organisation in
its decision making

Provide a professional company secretariat service
Establish a fully operational Fthics Management Framework
Provide efficient statutory services

Improve operational efficiency and effectiveness of the Office of the Compary Secretary
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22.7.3 Initiatives

initiatives and associated KPls are shown in Table 88

TABLE 83: OFFICE OF THE COMPANY SECRETARY INITIATIVES

Objectives Year

To enaole the 2017-2021
organisaticn to adhere 10
the prescripts that

underpin its existence

To provide an efficient 2017-2021
ana effective support

services to the Board and

the Executive n

managing the

organisatior

To provide an effective  2017-2021
Ethics Management

Framework

Key actions/initiatives KPis

® Advisory service on governance  ®Rating trom
processes Chairman, Board

« Provide Governance training Exco

» Compliance with Governance . ;‘N Assessment

- protocols and codes ool

& Provide guidance to the Directors
' and Exco in respect to their duties. |
responsibilities and powers

o Provide a professional company  ®customer
secretariat service satisfaction

e Provide governance assurance feedback

o Ensure a sustainable skills base & No contraventions

for company secretariat (internship
programme)

e Review of the current Ethics
Management Framework

e Rating from
Chairman, Board
Exco
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23.1Summary of the operational plan

{1

23.1.1 Context and mandage

Eskom Enterprises SOC Limited (EE) has tr aditionally been the main support to Eskom in its life-cycle
support management. However, given Eskom’s need to grow external revenye. EE's roie will grow
into new product and market geveiopment This work will be done in suppori of Eskom's drive to grow
external sales, optimise subsidiaries and drive industrial deveiopment

The mandate of EE is to be a collection of sustainable non-reguiated businesses providing high
quality. mission-critical services to Eskom in particular and the electricity industry in general support
ot Eskom’s Africa strategy

£E comprises five entities:

« Eskom Rotek industries SOC Ltd

: & Pebble Bed Modular Reactor (PBMR)

=% * South Dune Coal Terminal (SDCT) & Golang
# « TAP (South Africa and Mauritius)

~ « Eskom Uganda Ltd

The group provides piant life-cycie support and mainienance services, network protection and suppor
for the New Build programme for all Eskom divisions

i 23.1.2 Aspirations and objectives
The current Eskom Holdings shareholder expectations for the EE group are defined as foiiows
‘{\\ . Quality and cost-effective provision of services that support Eskom’s core business
1 ¢ Performance and value creation from existing and new investments
@ Eskom growth in non reguiated markets

EE priorities for the upcoming financiai year are as follows:

—

¢ Ensuring financial sustainabllity for EE’s operations to ensure that EE remams a going concern
abie to meet its short-term liquidity requirements and financial commitments

¢ Afraining operational sustainability to deliver effective and efficient operations of all current asseis

* Achieving revenue and customer sustainahility accompanied by environmental and climate
change sustainability

*  Building a sustainable skiils base including transformation and social sustainability
*  Driving industrialisation through new product development

* Reducing dependence on Eskom subsidiaries
23.1.3 Objectives and five -year targets

EE has the following objectives

* Fund obligations for SDC T/Golang by leasing of rights, as a result of the indirect investment in the
Richards Bay Coal Terminal
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« Significantly invest in expansion of key facilities across EE
o Rotek Turbo Gen services capability expansion requires R1.4 oilion until FY2017/18

y PBMR requires R25 miltion unti! FY2019/20

» Eskom Rotek Industies is expected 1o achieve an average net profit after 1ax of approximately
R146 million per year over the FY2017/18 — FY2021/22 planning perod

23.14 Risks
e Delays in returning units Trom outage
» View of longei-term requirements from customers

Siant faiiure due to ageing plant the Uganda O&M concession, including water-release restrictions in
Eskom Uganda Limited (EUL)
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23.20verview and mandate of Eskom Enterprises

23.2.1 Mandate

ZE 1s a wholly owned subsidiary of Eskom Holdings SOC Ltd. It was formed in 1999 and is essentially
a diversified group of companies. EE sold the operating assets of its divisions fo Fskom during
F2014/15 and thus became a holding compary of all non-regulated business. The EFE Group
suppaori's E£skom's core business and strategy, /ncluding the Africa strategy. it has a number of
operating enfities in South Africa and Uganda, as shown in Exhibit 146 and Exhibit 147 The mandate
is based or the following principles

* The mandcate wiil reflect strategic support to Eskom’s core business

» tach area of the business will have a unigue strategic capability that no other unit duplicates. and
approoriate skills will be consalidated and leveraged on behaif of the Eskom Group

¢ Prices for services rendered will be aligned with Eskom Hoidings Internal Pricing framework (such
as fair price, market price and cost recovery as appropriare)

» The shareholder compact and the MOI will be the primary instruments to execute the mandate

*  Growth and investment in capacity will focus on alignment to Eskom’s growth strategies, in
particular the Zskom Africa strategy

The mandate of EE is to be a collection of sustainable nen-regulated businesses providing high quality
mission critical services to Eskom in particular and the electricity industry in support of Eskom’s Africa
strategy This mandate has guided EF’s operations to date and has been refined to reflect the strategic
shift n Eskem. The key implications of the mandate are that EE will continue providing specialised
strategic and commercial life-cycle services in the energy sector, including the development,
construction. refurbishment, operation and maintenance of infrastructure.

EE represents a group of companies with few operarting entities and the remainder of the entities in
some stage of ciosure. There is current monitoring of those entities in a current state of disposal.
Moving forward, EE will focus on development of new sustainable revenue streams, whilst ensuring
the ongoing optimisation of existing subsidiaries.

EXHIBIT 148: EE GROUP OF COMPANIES

Eskom Enterprises SOC Ltd

TAP South

PBMR SOC Lid Africa (including
TAP Mauritius)

Eskom Rotek

SDCT / Golang Industries SOC
Litd

Eskom Uganda
Lumited
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EXHIBIT 147: ESKOM ENTERPRISES FOOTPRINT

|Eskain uganda — Concession
‘dperanons in hydro-0Ower
== he—— = - ~ ——

!
B

—

NOTE. TAP giso nas secuied igvenye in Indonesia

23.2.2 Cross border activities

The group's main cross-border activities are in Uganda EFE operaies and maintains two hydro-power
stations n Uganda on a 20-year concession. These are Naiubaala and Kiira, situated close to the
saurce of the Nile River at Jinja, and supply approximately 45% of Uganda's €n=rgy The concession
nas approximately seven years ieft. A strategy for possible extension of the concession has been
oresented fo the EE board

in addition, ooth ER! and TAP have projects across the Aimcan conunent Exhibit 147 shows EE's
footprint during FY 2016/7 /1
23.2.3 Governance related imatters

The Eskom Supsidiary Governance Framework sets out the governance process to be impiemented
by the Eskom Group. The Framework applies (o all wholly owned Soutn African subsidiafies of Eskom

The board currently consists-of five Eskom Hoidings Executives, ihe Chief Financiai Officer as an
official and the Company Secretary and Chairman of the Assurance Committee. The members of the
Board are shown in Table 89
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TABLE 89- MEMBERS OF THE BOARD

Governance forum Structure
'EE Board ‘Chairman Mr Angj Singh
! Members:

Non-Executive Directors: Mr MM Ntisokoio & Mr T Govender
Executive Directors: Mr JA Diadla (Chief Executive Officer Eskom
Enterprises)

Officials. Ms G Mangcipu (Chief Financial Officer)

Chairman of EE Assurance and Risk Committee: Mr JM Buys

23.3Aspirations and objectives

Eskom plays a key roie in driving the EE business, both as the sole shareholder and as the key
customer ZE has therefore ensured that its strategic direction is fully aligned to the shareholder's
expectations and will continue to enforce compliance to these abiectives in its group of companies

The current Eskom Holaings sharenolder expectations or the EE group are defined as follows:
* Quality and cost-effective provision of services that support Eskom’s core business

* Performance and value creation from existing and new investments

*  Eskom growth in non-regulated markets

These strategic objectives are appiicable to the FE Group and aim to stabilise and sustain the
organisation in the short, medium and long term. EE’s priorities are

» Ensuring fnancial sustainability for EE's operations to ensure that EE remains a going concemn
able to meet its shert-term liquidity requirements and financial commitments

® Altaining operational sustainability to deliver effective and efficient operations of all current assets

® Achieving revenue and customer sustainability including envircnmentai and climate-change
sustainability

® Builaing a sustainable skills base, including transformation and social sustainability

The focus of the current strategy based on the strategic objectives (priorities) and mandate, is on the
following initiatives

8 |dentify new sustainabie revenue streams
@ Benchmark opex costs and ensure reduction

e Complete the disposal of non-core entities to create the necessary piatform 1o support Eskom's
strategy

23.3.1 New products and regional growth

Given the constrained financial environment, Eskom has developed its sirategy with the growth of the
ousiness as a comerstone. FE has been identified as the vehicle that will drive this required growth of
new products and regions during FY2017/18 to FY2021/22 to exiend the current footprint across the
continent.

To ensure that the required growth into new markets occurs, the following initiatives will be
impiemenied

» Identify new markets for existing products and services that EE ofters

» ldentify new products and grow these opportunities, focusing on commercialisation of Eskom
assets, including IP
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e Estabiish a marxeting team to support the change in messaging

This growth will need an investment of people and possibly of funds, depending on the different growth
oppoitunities identified. The current cash constraints of the utility could be a constraint for the growth
plans.

During FY2015/17. the first dedicated resources were assigned to the development of new business
coporiunities in support of the Eskom strategy to grow non-reguiated revenue In October 20716 the
first opportunities for additional revenue streams were deveioped (nto Initial Value Propositions (IVPs)
anc Vaiue Propositions (VPs) and were presented to a panel for review. The panel was presented
with 17 IVPs, which detailed a total potential EBITDA of R1.5 billion over the FY2017/18 — Fy2021/22
peroc.

The 17 identified opportunities are shown in Exhibit 148. Any projects marked 'Stay in GO' will continue
to be developed py the Growth Office. No indicates that the commercial case was not seen as
significant @nough to be retained in the Growth Office. This process will continue to be refined and
followea during the coming months to ensure that opportunities that meet Eskom’s requirements are
developed. This work is oeing done in support of the DTC i target of developing R10 billion in
unregulated profit streams over the five-year period

EXHIBIT 148: INITIAL VALUE PROPOSITIONS AND VALUE PROPOSITIONS PRESENTED TC
PANEL FOR REVIEW

oislEclaisation of ESCAP 20 Ya3-Stay I U Froceea win VP v VP siiigded for
GOMpBIGH Barty
Decemuer 2016
2 fanadiuim redos SIOTaGe SORIONS 2 (00 Yes-Stay in GO Prupaie VP o vivade: Jnscnaguied
eflargy SWorage SomONS
300 Geneaing revanue (00 Eskoil'S DIopeily 3 Yes-tlove oitor GO Kedireciaa 10 BY for v
parmosa furthei Jevelopment
1 YYslar Gesalinator 2 (es-Stay in GO Procesd wilh VF v ¥ screqued for
SV GV T
Jovewe SHE
5 e 4 sabon of e veiwoik 1000 res-Stav i GO Proceeg witn vP V( v P oomoeded aid
wanen to Eskom M
& 3561 beam Wweking lecnnoiog 10 Yes-Movs ourof GO Reduect lo CSIR v
SOMMeICIatzanon
HESICO
7 N-IS8 DUNGO SOARIONS it fes-Stay in GO wewed wit VF v Jnscneauied
] UDSIaTon CCNSTLCHon al 1 upraaINgiSLaU o . BU fo assess leasibiify v
] arbic.Jale SamDiing anc 1est 1y SaMce 1] ‘tms-tove cutaf GO Rediwcl o BU for v
e deveriiie
10 Transimssion network design, construct o ves-stay in GO ocewd with VF v Unscheduled
Ao MANIENANCe Sendtes
)
Sxonm venire sapiiai 20 N No turiher deveiopment Y
Fhairic wilicke cherauy Siabior 300 Pending <aposiion VP and v
ARSAn again
Welacor 10 Yex-3tay in GO Toceed with VP v Unseneauied
189 Lite-9x DUNaRO SORTON | X Vod-love N9 GO Rediec! lu (PICCHRotek o
o furihar devepmenl
Unmanaed aerial vehicle (UAVY inspecton il Ves-Move cul e GO Redwac to TAP fo ‘/
ung further development
£ Ewcirigily disinoution and reficulaiior L e fes-Stay in GO Proceea win VP v insehediad
natwork mamtenance
Davalopment o7 ranstormer assemoly facety X Yes-Stay n GO Proceed witt VP v v VH compietea ang

taken ‘o £R' BNd EE

23.4Financial and operational targets

23.4.1 Funding model

EE's funding model s based on three areas from which Eskom can source funding: retainea sarnings
new equity and borrowings. To date the main source of funding has been from operations and casn
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accumulated as a resuit of proceeds from disposal of assets. As EE s only an investment-holding
company, additional capital will have to be raised by either equity or borrowings

The lease of Eskom rights, as a result of the indirect investment in the Richards Bay coal terminal will
fund Eskom obligations for SDCT/Golang but not generate surpius cash. This investment will be
retained until the plans to leverage the investment for Fskom’s benefit are finalised. Significant
investment is required to expand facilities in the subsidiaries to support Eskom. These strategic
initiatives in the Group will require funding, apart from any funding requirements for any future
investment into new products and markets

Expansion of key facilities will require the following funding:
= The Rotek Turbo Gen Services capability expansion requires R1.1 billion until FY2019/20
= PBMR requires R24 million until FY2019/20.

The R1 .4 billion investment for the capacity expansion of Turbo Gen Services is to meet the needs of
Generation. It is for the creation of a facility toc manage strategic spares, an investment in an additional
balancing plant and generation annexes to ensure additional available capacity. The average net profit
after tax for Eskom Rotek Industries is expected to be approximately R146 million a year over the
FY2017/18 - FY2021/22 planning horizon based on the latest forecasts. This will result 'n an average
profit margin of approximately 2%, and inflationary growth and efficiency savings are expected. The
following inttiatives still need to be finalised to determine the axact funding requirements

*» lransformer assembiy

« Boiler engineering and maintenance
= Desalination development

= Gypsum and ash industrialisation

Additional shareholder funding will be required in the form of equity injection as the subsidiary will not
pe sustainabie if it is required to service the debt. The detailed spend and the expected cash-flow

timeframe for the additional spend is shown in Exhibit 143

EXHIBIT 149: ADDITIOXAL SHAREHOLDER FUNDING REQUIRED

PEMR funding 6 8 6 6 - 24
Africa strategy 250 . - - 250
Funding required 852 378 164 13 -1 407
Funded by surpius cash {802) ©) {6) (8) -1 {620)
Balance to be funded by 250 372 158 7 . 787

equity injection
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23.5Financial and operational targets

The financial and operational targets for FY2017/18 — FY2021/22 are indicated in Exhibit 150 and
Exhibit 131 below

EXHIBIT 150: FINANCIAL, HEADCOUNT AND SAFETY TARGETS FY2017/18 - FY2021/22

Capex 1 10 07 10 08

R billion )

ERIDTA . 19 21 26 2.7

R billion

Headcount 12022 11490 10 750 10 540 9000

Number

Fatalities

Number 0 0 0 0 0

LTIR 0.3 03 0.3 0.3 0.3

Index -
FY17/18 FY18/19 FY19/20 FY20/21 FYy21/22

Construction success

e 10C 100 100 100 100
Due date performance:
Dutage management
Davs 0 2 0 0 0
Due date performance:

90 90 30 90 90

Transformers

Diesel consumption
rate
L0k

42 41 40 40 40

Plant availability (coai
and ash plant)
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23.6Risks and treatment plans
Key risks facing £E and the treatment plans pur in piace for risk mitigation are shown in [able 90

TABLE 90: EE RISKS AND TREATMENT PLANS

Risk Risk Impact Treatment Plans

Delays in returning ¢ Uindue pressure on the '» Continual customer interaction and an
units from outage power system | understanding of the system constraints
View of longer-term * Sub-optimai utilisation of |s Restoration of confidence in the service
requirements from the  4ggets | delivery of Rotek and Roshcon
customers

® Real-time access (¢ customer
requirements

® Improved customer relations

~lant failure due to e | ack of spinning reserve ‘» Replacement of ageing components,
ageing plant at the e Inability to meet dispatch | carrying out of plant health-condition
Uganda C&M m uireym Bhts monitoring, carrying out of technical
(concession, including g ) assessment on life of the plant
‘waler-reiease ¢ Load shedding | negotiating the decommissioning of some
restrictions m EUL + Generation inefficiencies and | NPS units

lower energy levels '@ Compliance in terms of water permit



AFP-347

£ skom Hoidings Corpuraie Plan FY201//18-FY¥2021/22 Rev7 Uiiyue dentimer 24U-56927206 Page 283

24 ESCAP

24.1 Summary of the operational plan

24.1.1 Context and mandate

Escap SOC Ltd has a mandate to carry on the business ot short-term insurance for the benefit of
Eskom and its related companies

Escap underwrites the insurance risks of Eskom and its subsidiaries (Eskom Croup), is regulated by
the Shori-term Insurance Act number 53 of 1998 (Short-term Insurance Act) and operates under a
licence issued by the Financial Services Board (FSE).

24.1.2 Initiatives

Fscap supports Eskom’'s objective to schieve and ensuie business and financial sustainability This
strategic objective will be supported by the following initiatives

| & Developing, documenting and implementing a capital-management and dividend policy,
= » Developing, documerniting and implementing an investment strategy
» Develooing, documenting and implementing a risk retention strategy

& Reviewing ana documenting the ORSA process

: s Opumising the reserving methodology

s Reviewing and documenting the premium pricing methodology

s Developing and impiementing insurance data analytics

e Reviewing, cocumenting and implementing the customer-management plan
| e Managing the insurance asset-valuation project

- s  Optimising the existing management of claims processes

24.1.3 Risks

Escap does not have priority 1 risks but one priorty 2 risk. £scap not b€ing able to meet its statutory
solvency capital requirement (SCR). The SCR couid result in the following

»  Request for recapitalisation from sharenolder

s inability to honour financial obligations

s Reduction of Escap's risk retention capacity

e Imposition of onerous reporting requirements by tne reguiator
e oss of licence

e \Winding up of the company
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24.2 Overview and mandate of Escap

24.2.1 Overview and mandate

Escap is a wholly owned subsidiary company of Eskom and was established in 1993 Escap
underwrites the insurance risks of Eskom and its subsidiaries, and it is regulated by the Short-term
Act 53 of 1398, while coerating under a licence issued by the FSB

Escap’s mandate is to carry on the business of short-term insurance for the benefit of Eskom and its
related companies. Escap executes its mandate by oroviding sustainable, optimal, value-adding
insurance and pure-risk financing solutions to the Eskom Group

24.2.2 Reinsurance market

The South African reinsurance maiket undenarites =skem'’s insurabie risks to the extent that there is
capacity and willingness to support it. Beyond that, Eskam’s insurance broker places the balance
internationally. The international placements comply with insurance and other relevant legislation

24.2.3 Governance related matters
The members of the Boara are shown in Tabie 51

TABLE 91. MEMBERS OF THE BOARD
Governance forum  Structure

Escap Board [Chairman: Mr Anoj Singh (Non-Executive Director)
‘Members
'Mr Bhekithemba TPKM Gamedze - Lead independent Non-Executive
|Director

Ms Melanie Bosman — independent Non-Executive Director
Prof. Robert Vivian — Independent Non-Executive Director
Ms Jacqui Kilani — Chief Executive Officer (Executive Director)

24.2.4 Money flows between Eskom and its subsidiary

Escap provides insurance cover to the Eskom Group in return for insurance premiums. Escap retains
the major portion of Eskom’s risk and therefore retains the major portion of the premium on average
85%, ard oays the balance to reinsurance companies for the risk transferred to them. This is in line
with Escap’s risk retention strategy to retain as mucn risk as possibie and only reinsure for catastrophic
incidents. Escap aims to manage insurance costs that are due to market conditions as opposed to an

Increase in Eskom'’s risk

Escap uses its underwriting profit and surplus cash to acquire investments in money market
instruments and listed shares: Escap’s investments in money market instruments include instruments
issued by Eskom

Eskom provides managerial, adiministrative and advisory servives to Escap in return for a monthiy
management tee

24 3 Strategic and supporting cbjectives

Escap supoerts Eskom’s financial sustainability by managing the cost of insurance to the Eskom
Group Escap conducts its business in accordance with Eskom's transformation and sacio-economic
sustainanility objectives. Over the planning period, Escap will strive to retain financial and operational
sustainability

Strategic objectives and supporting initiatives for the five-year planning period are shown in Table 92
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TABLE 92: OBJECTIVES

Strateqgic
objectives
Business and
finarcial
sustainapility

Supporting initiatives FY2017/18 FY2021/22

Develop, document and impiement tne  capital
rr'ar'agement and dwndend policy

Review  document and implement the n«vesm‘el.t

strategy

Review, document and implement the risk retention

straregy
Review and document the ORSA process
Cptimise the reservlng methudolagy

Review and document premium pricing
methodl)logy

Deveiop and implement insurance data analync,s

Revlew document and implement the customer
managemeni plan

Manage the insurance asset vaiuation preject
Opiimise the management of claims processes

24.3.1 Initiatives

TABLE 93: TARGETED OUTCOMES

Objectives

Financiai &
operational
sustanaoility

Key
actions/

Strategy  Year initiatives  KPis

Ernance FY2017/18 Reduce

income and’ claim losses  yf pet earned
rsduce ana premiums
costs operaing

expenses

premium and investment
investment

income )
Inaex {(SWIX)

investment

e Net claim losses < 70%

e Net expenses < 6% of
net earned premiums
Fnhance net ® Listed share portfolio

performance > or =
Shareholder Weighted

Meney Market

Linique iaenufier 24056927206 Page. 290

Owner
Escap CEO

Escap Public Officer
tscap CEO

‘Escap Public Officer
Escap Semor Accountant

Middle Managex Insurance
(Underwntmg)

Senior Advisor Management
Accoummg

Senior Mar\ager tmurance

Senior Manager Insurance

Senior Manager Insurance

Critical success
factors

8 Claims incurred

» Expenses incurred

» [ isted share market

investment
! performance
i
» Money Market
]

investment
performance

i
i

e Returns achieved

performance > or =
snoit-term fixed interest

composite index

STEFI)

* -3c¢ap's return on

aguity (ROE) > or = ‘

Financial & Remain lTY)()i 718
operational  sclvent and
sustainability adhere to

regulations

=skom’s real weighted .

average cost of capital |

(WACQ) !
Fuifil » Escap's statutory net @ Net asset value
insurance asset value (NAC)/ own and risks taken

Act and funds exceeds its SCR
other
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Key
actions/
Cbjectives Strategy  Year /initiatives  KPis

! regulatory #1S0 9001 2008
requirements.  secreditation
maintained
8 Unquaiified audit
opinion and no
significant audit
findings

Critical success |
facrors |

@S0 9001
requirements
adhered to

|® Annual financial
statements Tairfy
reflect results of
operations

|8 Qverall control / opinion e Financial and

rating < or = 2

® Resolution of B0% of
audit findings within

timelines set

operational controls
adhered to

:® Timely resolution of
| audit findings

Escap expects similar operational targets to be in place over the five-vear planning period.

24.3.2 Key performance areas and indicators
Key performance targets are shown in Table 94

TABLE 94. PERFORMANGE INDICATORS

3usiness and  Net claim IClaims ratic  Percentage Quarterly

financial losses and  |and expenses of net

'sustainability expenses ratio earmned Quarterl

i within target | premiums y
ISO ISO 9001:2008 'ISC Audit  Annual

standards ‘accreditation  Opinion

Compliance  External audits Audit opinion Ad hoc

to internai and
orocesses significant
findings in
audit report
internal audits  Overall Ad hoc
control /
opinion
rating
Resoiution of  Audit Bi-Annually
audit findings  findings in
audit report
Money STEF! % Quarterly
market
investment
performance |
Listed [ SWIX % Quarterly
share/equity
nvestment
oertormance
‘Current Statutory Statutory  Quarterly
statutory solvency solvency

capitai

Net claim losses < (0%

,of net earned premiums

Net expernises < 6% of
net earned premiums

1SO 9001:2008
gccreditation ma.ntairfq

Unqualitied audit opimion
and no significant audit
findings

Overall control / opinion
rating < or = 2

Resolution of 80% of
audit findings within
timeiines set

Performance > or =
STEF! over same period

Performance > or =
SWIX over same period

Statutory NAY / own
funds exceeds SCR



Objective

[KPA) Driver KPI (1st Level) Measure Frequency KPI {2nd Level)
solvency capital
legisiation requirements
Escap ROE  Escap ROE %o Quarterly t£scap ROE > or =
and Eskom and Eskom'’s Eskom real WACC
WACC real WACC

Escap axpects similar operationai targets to be in place over the five-year planning penod

24 4Impact of the MYPD4 decision

NERSA will aliow the insurance premiums charged by Escap to Eskom as a pass-through cost only
to the exient that it considers them prudent. Escap is currently documenting its premium pricing
methodology for prudency review oy NERSA. Escap uses the actuarial risk-based premium pricing
methodaology In instances where there 1s adeguate data 10 apply this method. In instances where there
is not enough data for application of the actuarial risk premium pricing methodology, the inflation
adjusted average cost of claims method 1s used

24 5 Risks and treatment plans

Escap does not have priority 1 risks and has one priority 2 risk The freatment plans put In piace to
ritigate this risk are shown in Table 85.

TABLE 95: ESCAP RISKS AND TREATMENT PLANS

Risk Risk impact Treatment plan
A new Insurance ACt, s Reguest for recapitaiisation from ‘® Quarterly monitoring of SCR
which will introduce . shareholder

- Capitai stress testing

‘& Quarterly monitoring of the
Eskom's piant maintenance plan

‘s Implementation of risk survey

siricter soivency “l bilitv'to h financial
capital requirements. is et UL ' 10
; Obuigations

axpected to de
affective in the second  ® Reduction of Escap’s nsk retention

haif of 2017. The nsk | capadity recommendations

I8 that Zscap coes not s mposition of onerous reporting s Monthly monitoring of credit &
-*ne;t ihe statutery reguirements by the reguiator market risk

SCR.

» | oss of licence

» Winding up of the company
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25 Eskom Finance Company

25.1 Overview and mandate of EFC

25.1.1 Mandate

Eskom Finance Company SOC Ltd (ZFC) is a wholly owned subsidiary of Eskom Holdings SOC Ltd
(Eskom). Eskom estaplished EFC in 1990 primarily ‘o finance home loans to its empioyees with the
purpose of optimising home-ownership costs to both Eskom Group of companies and its empioyees

EFC i1s mandated to:

® Finance home loans at competitive rates

® FEducate empioyees with regard to responsibie home ownership and financing
& Administer interest iate and renial subsidies on behalf of Eskom

® Assist Eskom to develop and implement its housing poficy

8 Provide ancillary preducts 1o satisfy customer need

25.1.2 Structure

EFG operates based on 3 typical RMBS indemnity bond structure that sources funds from the externai
market for housing loan purposes. The structuie is detailed I Exhibit 152.

EXHIBIT 152: RMBS INCEMNITY STRUCTURE

Guarantee SPV Secuiity SPY
Ownar Trust Eskom Ownerirust Owiver Trust
100%
Strategic
subsidiaiy
Guarantes SPY
indemnity Est. Der 2007 | . -
bona aver esston of Guarantee SPV
bonower's Guaraitee
property Borrower el = -
suarantee * . Servicing of home ioans
ndemnity ‘
5 L
I Home joan Purchase price
——— ) Security cessior Nqaba
Bosrow Eskom Finance Nqaba Financei | 3nd inaemniy | Finance
el " =
o " Company Sale of Home Piy {itd) Security SPV
50C Lid aans. Py {Led)
Loa Servicing of
repayments Home ¥
cans
Notes Proceeds
Investors - = =N
suarantee (Limnea Recourse)

25.2 Aspirations and objectives
EFC has defined the following strategic objectives 10 support the execution of its mandate

» Confinue (o provide value aading proaucts and services to Eskom and its empioyees, subsect to
limited funding
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e Ccnduct business in a cost effective and efficient manner

= Comply with the company's social responsipiiities in terms of advancing and supporting B-BBEE

organisations

» Comply with South Atrican statutes that governs credit providers and companies

e Use the established Ngarka securitisation structure to ensure sustanable funding ot the loan book

and provide fiexible funding solutions (subject to PFMA)

e FEskom has reviewed the requirements of the equity conditions and the minister's statement of
strategic intent and identified non-core assets that can be sold to release liquidity into the
business. Eskom has identified that the subsidiary, EFC. can be disposed of, subject to meeting
approval from the shareholder

Eskom has nitiated the process of preparing the transaction with the management team of EFC and

relevant stakeholders. it is anticipated that the transaction will be completed over the course of

FY201/7/18.

25 3Initiatives

EFC’s strategic initiatives are shown in Table 96

TABLE 36. INITIATIVES

® Support Eskom
accommodation policy

= Conduct business in a
. cost-efficient and
affective manner

‘s Implement

anvironmentaily friendly
' policies

= Positicn EFC ‘o render

services to other SOC's
thereby enhancing vaiue

proposition

e Support Eskom HR
initiatives

e Contain costs

e Optimise funding
souices

@ Deveiop and impiement
a Green policy initiative
10 comply with legislative
and regulatory
requirements regarding
environmental impact
and carbon footprint

» Reposition EFC oautside
| Eskom

# Enable Eskom empioyees 1o
have access (0 home loan
finance i

» Administer Eskom'’s
accommodation subsidies

' Comply with relevant
environmental legisiation

& Conserve energy, watar and
other natural resources

s Reduce carbon emissions from
buildings and business related
travel,

» Reduce the usage of paper,
courier services, postages and
office consumabies

« Introduce better procurement of
sustainable goods and services

* Ensure buildings are refurbished
and operated to improve thei
environmental performance

» Implement an environmentally
friendly IT policy that supports
mirimum use of paper, courier
services, posiage

» Prepare EFC for a successtul
disposal

+ Build independent funding and
operationai capacities
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25.4 Targeted outcomes

TABLE 97: TARGETED OUTCOMES

'Stability in the
‘wark force

< Decisiveness on the
| tuture positioning of

l EFC
H

e Communicate the
tuture of EFC to all
stakeholder

Loan growth and e |_ifting of the funding

maximised
profits

restrictions

s Optimise the funding of
the loan booK

® Expand product and
service offerings

« Position EFC in

selected niche markets |

= The new Chairman is set to . Add vaiue to Eskom

address this in the shor“j term; and its employees

& Propose o shareholder to
act decisively

& Review funding options with = Liquidity management

ntent to optimise the funding g Financing margin

mix

'# Exploit ail possibie viable
funding options

@ Re-aunch the profitable
products previously offered
by FFC

{® Review funding, and
operational structures to
support future positioning of
the company

25.5Financial and operational targets

Tabie 98 outlines KPI targets over the pianning period

TABLE 98: EFC OPERATICNAL TARGETS?2

EBITDA Rm 149 153 171

|Headcount (included Number 104 104 104

{in company

{headcount) I

Value added Rm 2854 | 2590 275.3

statement before tax '3

Cost-10-income ratio Ratio | 335 337 33.0

Financing margin Ratio | 285 2.94 3.04

Loan-loss ratio [Ratio [+ o021 0.15 0.1
Rm <R7 4 <R7 4 <R7 4

Debt balance

’-B- BBEE expenditure o

25.5.1 Capital investment plan

55 65 65

284 6

A 341

3.16
0.1
<R7 4
65

184
104

293.2

34.4
3.27
0.1
<R7.4
65

[

EFC operations do not require major capital investments other than investing n information
technology. Capex and investments are mainly in respect of computer hardware and software

2k inancial and operational targets have not been inciuded in the Corporate plan budget
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25.6Risks and treatment plans

Table 99 below sets out key risks facing EFC and associated risk treatment plans

TABLE 99: EFC RISKS AND TREATMENT PLANS

Risk Risk Impact Treatment Plans

Froperty in e [hese assets, in most cases, @ Adherence to processes

possession decline in vaiue to vandalism

management and are non-producing income |
asserts due to illegal occupants

o Regular valuations to determine the
condition and vaiue of property and are
! there any occupants

‘e Vigorous drive to sell these properties
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26 Development Foundation

26.1 Summary of the operational plan

28,

1.1+ Context and mandate

Eskom Development Foundation (the Foundation) non-profit company (NPC) is responsible for
executing Eskom’s CSI strategy, which is to contribute to the improvement in the quality of life in
communities where Eskom operates

Eskem CS| programmes target transformation through programmes and projects in previously
disadvantaged communities.

The Foundation is intended to be re-incorporated into Eskam's Corporate Affairs during FY2017/18

26

26.

1.2 Alignment to Eskom strategy and priorities

x [he Foundation prioritises the following areas

Enterprise development

Education and heaith

Food security

Coemmunity development and welfare

Znergy and environment

1.3 Objectives and five-year targets

Complete targeted rural-development projects
Facilitate successful graduation of entrepreneurs in the contractor academy

Rolil out designated projects art strategic sites, which inciude new build sites, area where Eskom
operates large infrastructure such as power stations and geographic areas that are important or
straregic

Fund initiatives 1o develop maths and science learners and educators

1.4 Risks

Revision of the CSI operating model from a non-profit corporation to an Eskom depariment may
oe delayed ur not yieid the desired resuits

Nor-compliance to stanaards (internal incl. financial, governance, project and risk management,

CSlinitiatives may not be sustamnanle
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26.2Overview and mandate

26.2.1 Mandate

Eskom Development Foundation NPC is an asscciation which was incorporated on 12 December
1998 under section 21 of the Companies Act (Registration number 1998/25186/08) and began its
cperations on 1 January 1999 The Foundation 8 a wncily owned subsigiary of Eskom The
Foundation i3 responsible for executing Eskam's CS| strategy and it receives funding from Eskom for
this opurpose. Impiementation of the sirategy will continue over the period of this plan, albeit within
more constrained budget parameters, as per the financial pian

The mandate of the Eskom Development Foundation s to impiement corporate social investment
programmes on behalf of Eskom. thereby contributing to impreving the guality of life of cormmunities
whers Eskom operates or intends to operate. In executing this mandate, the Foundation will leverage
the skills and expertise avaiiable in the company to provide suoport ta deveiopment programmas and
projects through grants ana donations. The operating modei for CSi in Eskom will be reviewed during
the planning pericd However irrespective of the operating model impiemented, whether tarough a
non-profit company or through a division in Eskom, CSt will remain an important aspect of Eskom s
business

The key aspects of the CS| strategy include the following:

e The CSI mandate is to contribute to the improvement in the quality of life in'communities where
Eskom operates

» The following sectors are prioritised enterprise development, education. heaith, fooa securty,
anergy and environment, and community deveiopment-welfare.

e SKills development and capacity building are aspects thal cui acioss focus areas 0 ensuré
sustainability.

® There will be an increased focus on high impact national ana flagsnip programmes

e The Foundation will build collaborative partnerships 10 enable greater impact for every rand
invested

26.2.2 Regulatory environment

New laws and reguiations have haa an enormous impact on the CSI terrain 10 particular, the major
reguiatory trameworks issued by the DTl and the Depanment of Minerals and cnergy have changed
the way companies approach and manage their social investment activities, NT Regulations provide
the framework for the process in which social investment activities to be made. In many cases, this
has transiated into increased social spending, particularly among mining companies

The revised B-BBEE Codes of Good Practice were released towards the end of 2013, and companies
were expected to be compliant-by April 2015 Revisions made to the D14 8-BBEE Codes of Good
Practice are expected to raise the compiiance bar The following are the key changes of the four
elements most closely related to CS!

e Socio economic development (SED) - Largely unchanged in the revised codes, companies must
spend 1% of net profit after tax (NPAT) to obtair the five scints assigned fo this element.75% of
the beneficiaries must be Black

e Skills aevelopment - increased targets and points in the revised Codes include a required 6% of
payrolialiocated for training of black people and 2.5% on ail tctal permanent empioyeesto obtain
the 25 points assigned to this eilement Training must be accredited to qualify. and companies are
required to train a combination of employed and unemployed beneficiaries to get full points

s Enterprise and supplier development: Companies musi spend 1% of NPAT on enterprise
develooment and 2% of NPAT on supplier deveiopment fo receive the maximum score for this
element, which has increased tc 40 points
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e The implication for business is that socio-sconomic development, including skills deveiopment
ana enterprise deveiopment, has been formalised through scorecards. In terms of the revision
the combined weighting of these particular elements mncreased. Many organisations include
enterprise development and skills development as themes within therr CS| programmes, which
this points to the increasing roie of C3I in the South African business landscape

26.2.3 Operating model

Corporate Sccial Investment is executed through the Eskom Development Foundation NPC. a
subsiciary company sclely funded by Eskom Hoiding SOC. The diagram below depicts the
nterrelationship ot processes and sub processes from the point of initiation of CSI initiatives through
‘0 impiementation and monitoring and evaluation. The operating model for executing CSl is currently
Jnder review and it is anticipated that the NPC will be dissolved and the Foundation will operate
through the Corporate Affairs Division as a Department

EXH!BIT 153: OPERATING MODEL - INTER-RELATIONSHIP OF PROCESSES AND
FUNCTIONS

wanagenent
Finance
management
CompliancelAd
surBNCa/RIsk
Commuricauon
Qualiry
Business

support

. iy i) ke

e L 1 ¥ T Y Y S T TS

26.2.4 Funding pilan for Eskom Development Foundation

The Foundation is wholly owned by and receives its funding in the form of donations from Eskom. The
Foundation is responsible for executing CSI programmes cn behalf of Eskom

The Foundation submits a budget annuaily to Eskom for approval as it is a ‘not for profit company

the Foundation does not have a dividend policy nor does it have a borrowing plan |, implemented
the re-incorporation of The Foundation into Eskom's Carperate Affairs Division will resuit in @ budget
being allocated to it by the Eskom boeard through the Corporaie Affairs Division

26.2.5 Money flows between Eskom and the Foundation

The Foundation submits a budgel annually io Eskom for approval. Funds received fiom Eskom aie ir
the form of a donation and are spent as per the project and opex plans

Furding 1s disbursed to various initiatives once approvai is gained througn the governance processes
un a case-by-case basis. Reporting against budget is orovided on a quarery basis

AFP-358



AFP-359

Lskom Holdings Corporate Plan FY2017/18-FY2021/22 Rev7 Unique iaentfier 240 56927206 Page 300

26.3 Aspiralions and objectives

implementation of the CSI strategy will continue over the period of this pian, albeit within more
constrained budget parameters, as per the financial plan Owing 1o financial constraints, there are no
plans nor will 2 budget allocation for cross-border CS! initiatives and these only be considered as a
strategic imperative, within tight financial constraints. The key inimatives that will be impiemenied over
the planning period and underpin the focus areas of education, heaith. smail medium enterpnse (SME)
development, energy and environmental sustainability, food security and community development

The objectives of ihe Foundation are shown in Table 100

TABLE 100: ESKOM DEVELOPMENT FOUNDATION STRATEGIC OBJECTIVES

'ST"I"OY"‘SIJ) _Fi' iancial e Realising efficiency savings in operational Costs
inaoilr . .
ustainabilrty e [;nproving the accuracy of CSI tunding implementation against budget

Improving the quaiity of s Positively impacting on significant numbers of beneficiaries by the
iite of communities implementation of intiatives focusing on SME deveiopment, impraving
whiere ESKOm Operates healthcare, education, skilis development, community development and

through the execution Ol energy and environment

CSl intiatives
! « impiementing high impact, nationai and flagship programmes ihai are

sustainable and that can be committed to over a ionger period

e Continually improving impact through the implementation of relevant
learnings from impact studies and through the improvement of monitoring
. and evaluating processes.

Creating an enabling  a |mpiementing CS! initiatives in strategic sites and improving co-operation
gnvironment for fulfiling | with Eskom divisions responsible for large infrastructure deveiopment
Eskom’s business | (including new and existing power stations, and new transmission and
imperatives | distribution lines), in order to leverage goodwill and improve the
| sustainability of projects.
'« Improving co-operation with Eskom Procurement and HR divisions in
order to encourage opportunities tor the inclusion of CS! beneficiaries
(such as learners and Contractor Academy graduates) in the HR and
Procurement Vaiue chains

Enhancing the « The Eskom Guardian i-Volunteer (GiV) programme is an initiative of the
Emplﬂxee value Foundation, to encourage employees to become part 01 a community
proposition development programme. Aligning the Eskom employee Guardian i- ;

Volunteer (GiV) programme with reievani HR and Stakeholder
management strategies and initiatives fo create platfoims for employees
to volunteer their time and resources to the communities around them
across the country and do good on behaif of Eskam. The aim of the GiV
programine is to inspire and in turn, create a desire 1o assist, deveiop
and contribute to the betterment of other pecple’s lives. The Guardian

| Volunteer initiative is all about contributing and raising funds from our
Eskom's own resources and making a difference.

Enhz:nc_,ing Eskom’s  Developing a repository of CSI good news stories
ti
repUieas « Developing a schedule/pian for launching/ handing over CSi projects

« Optimising communicafion channels internally and externally for
positioning Eskom as a responsible corporate cifizen

26.4Financial and operational targets

Exnibit 154 beiow iays out the operational targets from FY2017/18 to FY2021/22
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EXHIBIT 154 ESKOM DEVELOPMENT FOUNDATION OPERATIONMAL TARGETS

Unit of measure

Financial i .
sustainabiity B Commitment against CS| budget
Teeed B Reduce OPEX against

oudgel (savings)
3

5 Number of beneficiaries

Imoroving the quality mpacted

of lite m communimes
where Eskom

Number of Rural Deveiapment
Projects completed

operares

MNumber Number of entrepreneurs graduated
from contractor academy

Create an enabling & ANumbsr of projecis in

enviconmentior strategic sites apuioved

Eskoim’s business

imper atives - B Number of isamners and educaiors

Nuridder - : impacted by maths and science
programs

Ennance Eskom's “ompany reputation

sspuiauun
et promorer seora

FY17/18 FY13/18 y  FY19/20 FY20/21 Fya1r22

Key performance areas and indicators are Inciuded ir the shareholder compact, an appendix to this

document
Expenaiture plans for the next five years are detailed in Exhibit 155,

The Foundation will oe consolidated into Eskom Coiporate Affairs during FY2017/18

26.5Expenditure Plans

AFP-360



Eskom Holdings Corporate Plan FY2017/18-FY2021/22  Rev 7 Unigue identifier 240-56927206 Page 302

EXHIBIT 155- ESKOM DEVELOPMENT FOUNDATION EXPENDITURE PLANS

207.9 (AL ng Expen
Expanditure plan . 20570 v WEETIE Operating Expendituré
- Nk il
R millior - B CSi Project Expenditure
3 FY20/2
CSlI project expenditure plan -

Enierpiise (S

ncluding agriculture
Focus area M Eaucauc
' B Energy and environment
. Heaith
B Sociai/ community development

Eskom from 728 Geie ation
additionaf Col
p o
Eskom Divisions o
R sl - 8.5 414 43.2 g . .
B Group Capitai (Ingula)
- 75
35 ¢ 37.8 401 42.5 Group Capital (Kusile)
0.7 o . L sroup Capital (Medupi)
cY17i18 FY18/1¢ FY19/20 FY20/21 FY21/22
Susmness Invesiment
Enterprise 2 rmpetitic
[SME) B GSusness opportunnies and
devefopment Taichisé exoc
k- B Contractor Acdemy
= B Business incudators
nciuding agriculiure
focd secunty
71.3 Earfy childnood deveiopment
Education 6/ 4 -
R o 3 B Maths and Science Programmes

B Expo for Young Scientists

M Infrastructure

Energy ana

By i a4 M Environmental ana Sustamaole
g‘lv.rouinon\ _ - E(IE"“I S e
R rnftiad

m

Renewabies

FY 13 FY18/13 FY19/20 FY20/21 Fyzuz2
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EXHIBIT 157: BREAKDOWN OF CSI BUDGET PER PROGRAM 2/2

i B Mobile units
R million

Philanthropic donations
Community
devetopmem B Strategic donations

B 49M goif fundraise

B Sinobuniu (empioves
wolurdeery

seLEcs AT 4 A

K quilion
CSlI from divisions
R milion 728 385 380 458
and 101
g' "d.. . 192.1 175.9 1752 185.2 196.3
Il OF
FY17118 FY18/18 FY19/20 FY20/21 FY21/22

The HR pian (headcount) in Table 101 is aligned 10 the MYFPD3 outcomes and no growth is planned
in the numbers over the planning honzon.

TABLE 101 HEADCOUNT

Staffing headcount 17] 17 17 17 17, 17
Total 17, 17 17 17 17 17

26.6 Risks and treatment plans
Table 102 beiow lays out key risks facing the Foundation and risk treatment plans.

TABLE 102: ESKOM DEVELOPMENT FOUNDATION RISKS AND TREATMENT PLANS

Revision of the C_Sl s Delay in realising the benefits of the # Change managernent pian
(cperating model from  ayigion, i e delayed cost-savings/ (followed and measured
a non-profit efficiency gains timeously)

corporation to an

Eskom department ® [ncurring costs during transition = Communicate the change to

et g Al - key Foundation stakeholders
e Delays in project approval and :
mages degigd or not H b e.g. donors and labour

yield the desired execution .
‘results. » Underspend of the FY2017/18 budget  °* g‘:‘;‘l:)"y‘gzga;%"‘fj;g'gstg:;

® Constitute a new investment-
approval committee that is
independent of CAD with the
requisite skills to appraise
infrastructure projects

| s Stakeholder dissatisfaction
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Risk Title

Expectations of
stakehoiders,
particularly
beneficiaries and the
DPE. may increase

f

There may be non-
compliance with
internal standaras,
‘such as financial.
governance, project
‘and risk managerment,
and with external
Tegulations

Zskom Foundation
‘may fail 1o achieve its
KPIs for FY2017/18

CSl initiatives may not
be sustainable

Rev7

Iimpact to the Business

» Pressure to increase volume. spread
and speed of delivery

® Pressure to exceed scope of the
Foundation’s offerings

= Political inteiterence in the Foundation's
activities

& [hreats and demands from censficiaries

e Stretching limited resources

s Forced work stoppages, sabotage and
work lock-outs

s Delaying or stopping projects

» Poor quality end-products. especially on
infrastruciure projects

e Legal contraventions of ccmmon law,
PFMA, Comparues Act

= | 0ss of linancial resources

« lenipoiary stopping of services such as
mobile clinic

« Safety incidents

& _egal sanctions and penalties as per the
SACPCMP for construction reguiation

» Negartive impact on staff morale

» Stakehoider dissatistaction, particular'y
DPE, beneficiaries and internal clients
2.g. Generation, Transmission and
Group Capital

s Adverse impact on Eskom's reputation

» Delays in the compietion of key Eskom
projects such as lines and substations

# Stakeholder dissatisfaction
* Repeat requests for assistance

Unique idenufier 24056927206 Page 304

Treatment Plan

» Reguiarly monitor and provide
performance feedback 1o CAD
Exco

» implement migration of cosi
centres 10 operate as a
department

s Provide PFMA applications io
NT and the Department of
Enterprises

‘s Develop mini Project

Development Readiness
Assessment (PDRA) 100l

& Use Gatekeeping commitiee o
monitor compliance with Eskom
Project Management Office
(EPMO)'s framework

‘@ Deveiop mini PDRA tool

'8 Use Gatekeeping commitige fo '
monitor compiiance with EPMO

s implement full migration 1o.and |
alignment with EPMO
processes

s Provide adequate cue diligence
during the pianning. phase

® Provide impact assessment on
the CSi programmes
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27.10Overview and context

The nuclear power plant programme is part of a nationai imtiative {through the Integrated Resource
Plan of the DoE) to progress the countiy 1o a low carben based ervironment, while also ensuring the
country's longar term secunty of supply and therefore economic growth. in developing the nuciear new
buile programme the objectives of sustainable local skils deveiopment job creation, localisation
electricity access 10 ali, water conservation, affordabiiity, safety and quality are pursued

The current nuciear programme scope is aligned to the currently approved IRP 2070 which calls for
9 600 MW of nuclear. power capacity. The draft IR°2016 on the other hand calis for 20 385 MW of
nuciear power by 2050. Sufficient tme is required to properly plan and impiement néw baseload power
stations and decisions to impiement it need to be made long before commercial operations. In the
case for a nuciear installation extensive site characterisation 's requirea o ensure safe operations of
a future power plant, which will in return ensure the safety of the public ana protect the environment

27.1.1 The need for nuclear power (Eskom)

The need for nuclear in the Eskom environment arises from the following: climate change. the existing
power generation fleel appioaching end of life, future security of supply, and maintaining strategic
relevance ir South Africa/ Africa

To achieve climate change goals: Eskom needs o diversity its electricity generation mix over time as
85% of Eskom's nstalied generation capacily is from coal power generation. Approximately 10 GW of
Eskom’s existing fleet will be retired by 2030 considering 50 year lite. The capacity will greaty decline
atterwards. in 2040 aporoximately 30 GW will be decommissioned No other large baseload beyond
Kusile is currently committed to, only the 900 MV from (PPs. Life extension of existing power stations
can postpone the requuement for any new large base load power plant, but will not be a long term
sclution and wiil be limited by environmental laws and cost of compliance. Further, given the umique
reguiatec nature of a nuclear programme in any country, Eskom is the best state owned vehicle to
implement nuclear power In South Africa. and this will further secure Eskom’s position in the electricity
market for many years (o come.

27.2Proposed business case and associated assumptions

The cost of nuciear vares greatly across different countries. The overnight costs range from
USD 202 1/kWa to USD 8 215/kWe while the levelised cost of slectricity ranges from USD 40/MWh to
USD 126/MwWh_ The cost In countries that localised their nuclear ouild programmes over time report a
iow ccst (2.g. Korea) while countries that build first time or only one or two units ata time report higher
costs (e.g. United Kingdom)

The cost of nuciear is competitive with other baseload tecnnologies as can be seen in the Exhibit 13
below
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EXHIBIT 158: COST OF NUCLEAR VS OTHER BASELOAD TECHNOLOGY

00 0 Median

<40
;

O (50 MPAH

[d€<:y Coal Nudieas CCGT Coai Nurclear oGT Coal Nuclear

3% 7% 1086

Source: Projected Cost of Electricity Generation. 2015 Edition, |EA & NEA

The levelised cost of nuclear power is less sensitive to fuel cost compared to coal and gas. which
ensures a mere stabie operational cost for nuciear The only hurdle to overcome is the large capital
requirement upfront

27.3 Execution strategy and timelines

itis uniikely the IRP2010 dates will be achieved; a more likely date for first unit commercial operation
is 2027/23 if the procurement process commence in 2017/18. The outcome of the procurement
process will further progress the business case

Eskom’s preferred strategy to implement the nuclear power plant programme is to pursue a
programme framework agreement with the vendor which will enable Eskom to commit to two nuclear
power units at a time (phased commitment approach) This approach is illustraied in the graph below

EXHIBIT 159: ESKOM NUCLEAR IMPLEMENTATION STRATEGY

120 ——
J 45 FOAKE Cost South African Fleet
110 -4 =

100 ._;.L _\r;'?e.,-

v

Site 1  Site?2
> s < ite 2 S

Unit Cost (% 15 SA unit)

{ i T
¢ [ - S - .. — - . L
30+ . 1. [0 : -Ta . = ..
VC1 VC2 YC3 .Uniit Unit 2 [Unit3 Unitd'Unit5S Unit Unit7 Unit8 Unit9 Unit 10

] H
Phased Commitment | | Nuclear 1 N-2 LLFs ! Fleetlocalisation investment

“Yellow indicates the initial commitments (localization; long lead items stc ) that couid be required in
he nuclear power plant programme framework agreement to realise benefits for the programme
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A phased commitment appraach will further assist in

»  The phasing of construction on sites being optimised to alleviate mobilisation /demobilisation

® The securing of technoiogy ngnis

e The securing of cost reduction and learning rates across the programme

e The enabiing of local investment to boost local content percentages

e Fnanling the owner/operator to commii to and raise the necessary finance and equity
continbutions

e Managing risk and mitigating targe tariff increases while optimising cash tlow and debt
management

Included with the programme framewark approach it is recommended that an SA EPCM is established
to deliver the nuclear power plant programme on an EPC basis, with the vendor consortium initially
having majority control and responsibility within the EPCM function. Eskom shareholding and
responsibility within the EPCM will increase with the implementation of successive nuclear power
units. This approach is subjected to the outcome of the vendor procurement process and IS not
guaranteed at this stage yet

27 4impact of nuclear on the generation fleet, and IPPs

A nuclear power plant programme fuffills long term security of supply ana environmental sustainability
It is part of the future electricity generation mix where the mantioned objectives are met in the most
affordabie way over iime

More than nalf of Eskom's existing generation fleet s past a 30 year live (average life across the fiest
is ~37 years) A sudden decline in capacity will occur once existing stations retire, not even new burid
will be abie to make up that capacity at the rate new build is currently being introduced. As mentioned,
it takes a long time to develop baseload options. 't s further uniikely that IPPs can buiid laige base
load capacity and nuciear due to its unigue regulatory nature and large investment required

27.5Regulatory framework and approach
The national nuclear new puild orogramme consisis of the following
& A nyclear power plant programme — led by Eskom

s A commercial radic-isotope production reacior — ied by South African Nuclear Energy Corporation
SOC Limited (NECSA)

» Nuciear Fuel Cycle Front End (NFC-FE) facilities - led by NECSA
» Nuclear Fuel Cycle Back End (NFC-BE) facilities — led oy NRWDI

On a national scale the nuclear new build programme is overseen by the Energy Security Cabinel
Sub-Committee. The government framework for cversight and policy making in the nuciear new build
programme s driven by the Nuclear Energy Sub-working Groups (NESWG) within the DoE:
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EXHIBIT 180-NUCL FAR REGULATORY STRUCTURE

| Energy Security Cabinet
Subcommittee (ESCS)

Nuclear Energy Technical
Committee (NETC)

NESWG Corporate NESWG Security

Finance, No proliferation
Procurement G

NESWG - Fuel cycle NESWG Industry
localization skills

NESWG - Safety, NESWG - Sitting,
Regulation, Communication
Legislation Environment

The nuclear new build programme is regulated by the National Nuclear Regulatory Act, 47 of 1999,
the National Radioactive YWaste Disposal Institute Act, 53 of 2008, and the Nuclear Energy Act, 46 of
1999. This legislaticn ensures that any nuclear installaticn is pursued for safe purposes to protect
humans and the environment. The NNR further publishes regulations, requirements and guidelines
used by it to regulate the nuclear industry
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28 Operating model review

n 2015 Fskom received financial support comprising the appropriation of R23 billion from National

N~

- 3
reasurv for the re italisation of Eskom Holdings SOC in terms of the Appropriation Act
| reasury 1or (he recap

The Appropriation Act empowered the Minister of Finance to impose conditions to the disbursemer
if the funds. Included In these was condition, hamely

Eskom must cormmission an independent review of its operaiing model, including its subsidianes, to
improve efficiency submit the findings from the review to NT and DPE within 18 months an | take

steps o address the ﬁnn""]“ from the review

t was agreed with DPE and NT that the scope of the review should include the fo

owing

# Review of the organizational structure to explore different options for the company structure, taking
into consideration Transnet and other state-owned-enterprise models

& AsSess Intra-group practices with subsidiaries and the impact of these on costs and quality
particularly in the areas of maintenance projects, construction projects, and general project
management

s Assess [he internai Eskom sirategies and plans on the Design 10 Cost and other relevant
strategies and the review ot the Shaied Services mode

» Based on the assessments, piovide iecomimendations and an implementation pian, aligned to
Eskom’s current constraints and drivers to improve efficiencies and reduce cost

The work started in Ociober 2016 with the consultanis scheduied to report in Marcn 2017
The review is structured and focused as follows

EXHIBIT 161 OPERATING MODEL REVIEW STRUCTURE

i. Core business
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Exciuaed: EF(

e Eskom Special Appropriation Act, 7 of 201
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Specifically the focus for each stream is presented in the tabies below

1. Core business

EXHIBIT 162: CORE BUSINESS FOCUS OF REVIEW AND CUTPUT

' ixamining alternatives to the integrated atility strueture

srpurate structure options with prox and cons for Eskom dmawing on

xperienee elsawiore

| 1dentitving opporrumives for struerural changes 1
histabution and transmission o save cosls

PRIMARY
issessing whether the cwrent customerl service, marketing

and sales model will efficiently deliver susiainable growth

Assensiug wlhiether KPls drive commercial iransparency

and acconntabiity

\ssessing the Generation operating medel to identife

potential effictency mprovements

Review of report into Prituany Energy operations
SECONDARY o
Assessmeni of the status of improvement/ changes
inttiatives relabing (o the core busimess nnis

2. Support and corporate services

2acammendations for organisational and geographuc struchure changes
vith indicalive benefits
Recominendations for organizational structure and accountability

hanges with indicalive benefits {qualitative

Assessment of whether there are gaps in the K Pls, the potents
implications of these, and recommendations for changes

Recommendations for potential opecating wodel changes with indicatis

benefits

Assessmeni of any potential areas (hai shouid be investigated further

Assessmeit of whethe: the wmitiatives have been unplemenied and
whether any onistanding items are srill valid

EXHIBIT 163. SUPPORT AND CORPORATE SERVICES FOCUS OF REVIEW AND OUTPUT

Assssinent of whether the support funeions are

PRIMARY
ronmgurea as sfheiently as they could be
SECONDARY ASHeSSIme I the status of tmprovement,/ change

iitiatives celaling 10 the voie busiitess units

3. Subsidiaries

Ideitifyiug the core i uon-core activities earried oul Oy
the subsidiaries and examiniug vptions for divesutiy of
R inerecsilig prn ale sector ivolvernent i e
PRIMAR
Examiniig whethet the wniiactiog swchaiisa and
wilsractivn with Eskom leads w ncfficencies (higner

COSTS

HeView O WOTh Detlig caimed Ul Iar ESUAY ialo structure

Gplivis

SECONDAR

short reports for vach signiticant support function” seiting out poteia:
ypportuntities for improvement

Assessimeiit vl whether thie mitiatives have been unpleinciled and
whether any ouistanding items are stifl vabic

Tentilication of core nud non-core aciivities wd options for cimiges m

e conunercial Jnd delivery model 1o0 Wes

Revunsunendalions ui chages (v e coisasiing sl with Eskui and

porentin benetits

Assessment rvpdit
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Abbreviations

AZF 'Assurance and Forensic

ACE Analytics Centre of Excellence

B—BB!;I: 7 BrOad;Uased" Bléu_:k. Ecor;o;m;fmpowermem
Bi Analytics Cenhe of Fxcellence

BPwD Black Peoole With D |saotl|t1e=

BPP Business Productivity Droglalnme

BWO Black-Woman-Owned 1

BYO Black-Youth-Owned

CAATS (..omputer Assisted Audltlng Technlques
CAGR Cumulanve Average QFOWth Rate

capex' ' (.,apltal Expendnture . —
cCSD [Cilmate Changé and Sustainable Development
CNC Customer N;twork Centre

EOGTA ’ Eogagalive Governance and frddmunal Aftairs )
CPB. | jCommercial Paper Bill _

P! “sConsumer Price index

ESI ‘ iCorporate Social Investment

CSIR ‘Council For Saént;flé ;nd Industnial Research
CSOM  Coal Supply Optimisation Model

CSpP |Concentrated Solar Power

Dca DI;IISIUFIAI Lompllanz:g 5ffce|

DEA Department of Environmental Affairs N
DF1 Development Finance Institution

Dl} Daré Leékége Prevention
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DRA Definition Release Approval

DRC Democratic Republic of The Congo

ET(S D“SIC]H To Cost '
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EME R Exempt Micro Hulerpllbeb
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ERA 7 EX_ECLItIOn Release ApplanI ———

'ERE E Kom Real Estate — .
ERI »Es&om Rotek |nausmes s Kl

EU [European Umon

EGF Energ\; Utlhty E;c;o—r' L ]

EUL 'Eskom Uganda Limited

EVPJ Fmployeé_‘&élue Proposition B

E);::o N Execunvéwabuu-utlee .

FFFR \'Fossil Fuel Firing Regmatlons

FFO Free Funds From Operation g I's
FbD : iFlue Gas Desulpnunsatlon

FWLR rorced Lo;s— Réte

FSB  Firancial Services Board

FTE Full-Time Employee

'.:T;_..._.., jF_lle Transfer Protocol
‘GAI Governance Assessment InStrument - |-
‘GcD Group Capital i Division

GCE Group Chief Executive -

ééIA Group Sapitawlmlwrﬂlutwégl:—a;‘;;;lna A;surmali(—:'e—
‘i.vCS " Gro;;p Customer Services

EE)_P—m o Gross Dbmesnc Product

GFA Guarantee Framework Agreement

cG" B 1-30‘vémmem Gua-rantéé

GH(.:: ngnenhouse Gas i

GIT | |Group lnformatloﬁ 'Feéhnologv

é_iv l.zuardlaﬁ T%{Gn?ee}

G:V; » IGigawart 7 —

GWh 'Gigawatt Hour

HV/MV High Voltage/Medium Voltage

HR  Human Resources
oM Integrated Démar-ld ﬁénagemem

IF;P— {ﬁdeée‘n;éh—t‘Power Pmdut‘él L |
IRP i nfeqrat;-—dva—ewsaﬂrce Plan

ISEP Integrated Strategic Energy Plan
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PLCM Pr0|e-:t Life-Cycle Model

PP Produc.er °r|ce Index

PPPFA Prnfernntlal Procurement Policy Framewor'< Act

PV Photcvoltaic

PTC Procurement Tender Committee

déE ‘Q"Qanllhfy’mg Small Enterpnse

Qm ‘Qualltv Management - -

R;—B’M 7 |Regulatory Ass_;é;se

RACI {Responsibie, Accountable Consulted Informed .
RaDaR Research—E)Ec't“n(;n Repmt

RCA Regulatory Clearing Account

REIPPPP Renewable Energy Independent Power Producer Procurement

wRMBS Pesudenual Mortgage—Backed Security

RMO Results Managemenl Office

E(SE - Retu_rn Dn Equity

ROI Return On Investment

IiSA Republlc of South Afnca ‘

SACPCMPcThe South African Councu for Project and Construction Management Professions
=SADC: ¥ ’oourhern Afrlcan Developmé;t bommumry_— =

SAE ;outh African EnerS;_mm -

VSA.TDIC- “ S\,stem Average Interruption Duration Index

..“‘EIEI— |System Average Inierruption Frequency Index

‘SAP Systems Appliéanons and Planning

“SA-:;P Sroluthem African Power Pool. .

SCR Solvencv Capltal—R:éqmreAmem“

IEBW Security Division i :

éﬁéf South Duné k,éél "errﬁmal L

SD&L 7 ;up;ﬂ; D\-J\_Ielupment & lOZ‘al;sa;lon

SHE Safety, Health aﬁd_ Er:nnronmem

SIS ,Strate-‘;c Intent Statement

50, |Suiphur Dioxide —s -

SOL htdtetﬁ-\:v_r;;d uompa_r:; 4 el g

SPA —_Specnau Price Agreement

SD;’G = ESmail Power User

‘SQ—I—'_ Ser\ube Qualmn;:ra\_/e_

ST EFI Short-Term Fixed Interest Composite Index

SWIX  (Shafeholcer Weighted index . :
TBD To Be Decide;:i

TFR Transnet Freight Rail .
ﬁviPs_ Total MPas;r;t;r; 1—3;6-,(; ;e;é ﬁt Spend

TQI ITotal Quality Index
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TWH ,Terawatt Hours

UAP 'Universal Access Programme
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UsAa ‘United States of America

USD  United States Dollar )
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VPN Virtual Private Network .
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ANNEXURE AP5

14 MARCH 2017
. STRICTLY PRIVATE 8 CONFIDENT,
. TERMSHEET
ASSET FINANCIN

The parties agree that this term sheet shall create legally binding obligations on each party and
shall be in full force and effect upon its signature, until such time as the Asset Loan Framework
Agreement and the other related definitive agreements are concluded between the parties. Unless
inconsistent with the context or save where the contrary is expressly indicated, a reference to =
party includes that party's successors-In-title and permitted assigns or nominees.

1. Introduction 1. Huarong Energy Africa (Pty) Ltd (HEA) has been created for the
purposes of providing an inncvative 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 “turmnkey” type asset
creation solution io 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 Assef Management Company in China and
has assets under management in excess of R2 Trillian. . At least
four globally recognized, reputable, listed, multi-billion-dollar
Engineering Procurement and Construction (EPC) companies have
formally expressed their commitment to providing funding te the
HEA asset finance structure. HEA ufilizes the services of globally
recoghized professional firms in the setup and management of this
asset finance solution, such as Nerton 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
that will 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. |t 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:

{iy are indicative in nature and do not purpart to summarise all the
conditions, covenants, warranties and other provisions which
J would be contained in definitive iega!\documentation which shall

ESKQM TENDER REF. NG GORP 3828
HUARCNG ENERGY AFRICA PTY. LTD.
CONFIDENTIAL
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be satisfactory fo ali parties;

(i) are in respect of certain special conditions which are in addition
ta other standard terms and conditions typical of the transaction
of this nature and remains subject to. completion of requisite due

agreements;

(iiiy constitute a statement of mutual intent of the Parties with
respect to the contemplated fransaction 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 respsct to the
fransaction(s) although the underiaking 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 [sguare 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 aforegoing however, in the event of cancellation
of the proposed finance arrangements after signing of this term
sheet, the cancellation fee referred to below will immediately
become due, owing and payable by Eskom.

diligence, final credit approval and the negotiation of satisfactory |

Proposed

Master Asset
Loan Framework
Agreement
{ALFA)

1. This proposal to Eskom is to submit the key financial and
commercial terms that will form part of the over-arching masier
Asset Loan Framework Agreement (ALFA).

2. The ALFA is proposed to be concluded between HEA (or its
nominee) and Eskom for an asset refurbishment/creation program
value initially of USD 1.5 Biflion. Specific capital projects will be
contained in project schedules annexed thereto. By mutual
agreement the following will be concluded:

(i} The commercial terms and conditions common for all projects
such as the mechanism to secure best cost, performance and
management far 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 fo the funders,

o\ typical of funding arrangements for projects of this nature.

3. The ALFA will set out more fully the terms and conditions in

\_ /fhis term sheet and will ultimately supersede this term sheet on

“the date that the ALFA becomes unconditional in accordance
with its terms.

AFP-386

Benefits of the
Asset Loan
Framework
Agreement

1. Eskom will derive the following benefits, amongst others, from the
implementation of the ALFA:
() Afully funded Capital program (in respect of approved projects)
with favourable terms.

(i) No sovereign guarantees required for the

| refurbishment/creation of assets In this Jipance structure
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(iii} No security in favour of HEA over Eskom’s existing plant andfor
assets.

(iv) The fast tracking of the refurbishment andfor 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 recards in projects of this nature.

{vi) Access to a biue chip global EPCM company with relevant
Chinese and Eskom exparience for refurbishment and/or asset
creation oversight and certification.

(vii) Localigation and the direct involvement of South African BEE
engineering companies required to fasi-track refurbishment
projects in acceordance with the applicable legisiation and
Eskom’s BEE and [ocalisation policies.

(viii} Possible Cash flow benefits 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. The timeline set out below must be followed on signature of the term
costs for sheet. If the parties agree that the proposal in this term sheet is
found to be commercially viable and mutually acceptable, the

implementation
of ALFA Parties would then procesd 1o execute the following:

() Signing of indicative term sheet by 23 December 2016, which
will assist in obtaining a mandate to negotiate and conclude the
ALFA.

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

(ifiy Signing a binding term sheet for the commencemsnt of the
ALFA development by [e] |

(iv) 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 the Mandate Letter by [®]

(v) Approval of the ALFA by the wvarious company
Boards/Committees and signed by . [®]

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

2. The timeline set out above can be amsended by agresment
between the parties.
Facility fee A once off Facility fee of 1.6% of the amount of the program value .'

{capped at US$ 2 billion), and beyond the USD 2 billion project value
agreed on a project by project basis, is payable by Eskorn on signature
of the ALFA. This is for the development costs, the arrangement costs
and the costs of setup of EPC pansis and the working of the solution.

Annual An annual fee of 0.8% on the amount of the funds made available by
Commitment fee | HEA but uncommitted by Eskom will be due and payable by Eskom at
the end of each year commencing from closing date of ALFA. Closing
date of ALFA being the date when all condifbns precedent to |
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effectiveness of ALFA (inciuding submission to HEA of projects to be
funded under ALFA) have been fuffilled.

Cancellation fee

{ A cancelation fee of 0,2% of the amount of the program value shall be

payable by Eskom if Eskom repudiates, ferminates or cancels this term
sheet, once signed andfor accepted by both parties, before the ALFA
has been concluded. For the avoidance of doubt, the cancellation fee
will only be payable by Eskom where Eskom has acted in bad faith, by
preventing or frustrating the negotiation and conclusion of the ALFA as
detailed at Clause 8 below..

The
construction of
the ALFA

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

1 Summary of terms and conditions

Date 14 March 2017 [
User Eskom or any nominated SPV in terms
of a financial structure approved by the
Lender and Eskom.
Lender | Huarong Energy Africa {(Pty) Ltd, or its
designee (Lender).

2 Project based asset finance loan terms and conditions

Clause Description

2.1 Description For Various Capital Projects (individually a

project and collectively the Program)

2.2 Preposed The asset finance program value {s USD 1.5billion —

Capital USD 2.2 billion. However, this facility is extendable
Program to USD 6 Billion by mutual agreement.
Value

Each project scope and pricing, which may
include soft costs such as guarantees, freight,
installation, taxes etc. paid by the Lender will be
mutually agread 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 Loan agreement_will be

2.3 Asset Classes

and Terms of | based an the life cycle of the asset classes in
the Loan each project. The life cycles of the asset
Agresment classes will be pre-determined between the User
and the Lender.
2.4 Project Asset | The terms of each project will be specifically
Loan dealt with by way of an annexure to the ALFA
Agreement which will be project specific read together with

I the terms of the ALFA.
2.5 Currency of

us Dollar,
. ALFA y

ESKOM TENDER REF. NO: CORP 3526
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2.6 Term — ALFA | [®]
Commenceme
nt Date
2.7 Project Loan | These terms are determined on a praject by
Terms project basis. The terms are 60, 120 and/ori80

months depending on the asset classes to be
refurbished and/or created.

2.8 Term: Project

It is the date at which fhe User and Lender sigﬁ

Commenceme | the Project Loan Agreement.
nt Date
2.8 Project Loan | Itis the date agreed to in the project specific
Repaymeant agreement.
Commenceme [
nt Date
2.11 Rates Interest rate to be applied to the Loans will
be 6 months London Interbank Offered Rate
(LIBOR) plus 7.2%
2.12 Security To be discussed during the ALFA negotiation.
Deposit
213 Loan The payments are semi-annual in advance.
Repayments | User’s obligations to repay and make other
profile payments shall be absolute and unconditional

imespective of any contingency whatsoever.

2.14 Maintenance
and fhsurance
Costs

All costs and expenses associated with the |
utilization of the asset will be borne by the User,
including but not limited to maintenance and
INsurance.

2.15 Assurance

The User 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 loan agreement. |

2.16 Early
Termination

Upon any Early Termination of a project loan |

agreement, the User must repay the Lender the
fult loan amount including the difference
between interest that the Lender would havée
eamed over the remaining period of the loan
term and the reinvestment rate over the
remaining period of the lcan term on the full loan
amount. .

Upon the early termination of the ALFA, all
project loan agreements will be automatically
terminated and all amounts owing thereunder

will become immediately due and payable with
interest calculated on the sgme basis as Early
Termination of the loan amopnt. [To be finalised
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in ALFA]

2.17 Assignment

The Lender shall be entified to cede and
delegate, or transfer its right, title with consent
from User / Borrower, which shall not he
unreasonably withheld, and interast in the loan
te a neminated entity of its choosing.

2.18 Escrow
Account

If the Lender so desires, and without fee, subject
to compliance with applicable regulations
including, bui not limited to arbitrage regulations,
the proceeds of the Loan will be deposited in an
escrow account acceptable to Lender.

2.12 Finance
Documents

Loan documents in form and substance
satisfactory to the Lender must be executed and
delivered. The Usear will alse be required tc fulfil
andfor satisfy conditions precedent that are
typical of transactions of this nature, including
but not limited to board resolutions, incumbency
certificates and other dacumentation required by
Lender. It is contemplated that this transaction
will utilize this ALFA document between
Huarong Energy Africa (and its nominee) and
Eskom.

2.20 Legal
Opinions

The Lender's and the User's respective legal
counsel shall deliver legal opinicns at closing in
a form and substance safisfactory to the User
and the Lender. The legal opiniocns will be in the
usual form dealing with, amongst others, the
capagcity and authority of Eskom and the validity
and enforcement of the relevant transaction
dacuments.

2.21 L.egal Costs

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

2.22 Credit Due
Ciligance

In order to complete its credit due diligence in
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
Period

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

Other
Commercial
Conditions

The following commercial conditions are integral to this proposal,

amongst others:

1. Eskorn has full control over the scoping of work%to be conducted.

ESKCM TENDER REF. NO: CORF 3526
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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 fo 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
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) wili be created per project. That
SPV's shares shail be held by HEA. The assets created during the
project will be owned by =ach 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 and the SPV wili
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.

Adverse Market
Change

An event which constitutes a change in the international or domestic
money, debt, bank or capital markets which would materiafly prejudice

HEA's ability o raise funding for any project in terms of the ALFA; or |

any other political ar economic event which in the opinion of HEA
makes if impractical or uneconomical for HEA to provide funding at all
or on the terms set out herein.

In the event of an Adverse Market Change, HEA may cancel the ALFA
and related projects without incumring any penalty or liability. The
Adverse Market Change Evenis are fo be finalised during ALFA
discussions.

11.

Project Due
Diligence Fee

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

(i} 0.1% fee payable for preliminary assessment.
(i} 0.2% fee payable for full due dillgence work to be performed.
(iin 0.2% fee for fina! approval of funds and legal agreements.

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

12.

Newly created

The newly created asset will be owned by and maintained in the SPV.
The SPV shares will be held as security by HEA (gr itsfhominee) for the
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Asset

duration of the loan period. On expiry of the loan petiod or the
repayment thereof in full (if earlier) the SPV gshares wil! be transferred to
Eskam.

13.

Representations
and Warranties
(to include in
ALFA the
Representation
and Warranties
relating to the
Lender)

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

() Eskom’s corporate status and corporate powers.

(il 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 1989, the exchange control regulations,
Income Tax Act, 1962, in particular, the withholding tax on
interest (WTH).

(i) 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 insclvent or about to be wound up or otherwise
subject to insclvency proceedings.

{vi) Eskom has complied with all applicable laws, including tax laws
and regulations and environmental laws.

{viil) Ownership of Cskom.

(ix) Information supplied by Eskomn.

(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.

14

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. '
(iiiy Maintenance of corporate existence.

(iv) Maintenance of licenses, approvals or consents necessary for
carrying out the operations.

(v) Ongoing compliance with the ALFA.
{vi) Adherence io all reporting requiremenis.

15.

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 echange 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 |
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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-organisation
of its business.

(viii) Not to default on any payments. Eskom agrees that a default in
payment is an act of insclvency.

16. | Reporting Customary for this type of fransaction (subject to usual carve-out and
Requirements grace periods), including:

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

(i) Annual audited financial statements of the Borrower within 120
days from year end, and consolidated semi-annual unaudited
management accounts within 80 days from the end of such
period.

{iif) 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 sffect.

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

{vi) Notice of any event, circumstance or occurrence which will or is
likely to have a2 material adverse effect on Eskom's ability to
meet its loan payment obligaticns under the ALFA.

17. | Events of Customary covenants (subject to usual carve-out and grace periods) for
Default/ this type of transaction including:
Mandatory () Abandonment or cancellation of the operations or any material
prepayment part thereof.
events

(i) Cancellation of the ALFA or nofice of cancellation being given.
(ili) Failure by Eskom to pay any amount due under the ALFA.

{iv) Breach of any representation, wamanty, positive and/or |
negative undertaking and/or financial covenanis {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.

(viiy Material adverse change in respect of the Eskom.

{viii} Security (if any) not being in full force and effect.

(ix) The authaority of Eskom to conduct its business or a substantial
part thereof is cancelled, reveked or suspended.

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

18. | 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
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 arangements 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.

19. | 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 ferm sheet and the subsequent definitive
agreements shall be govemed under the laws of the Republic of
South Africa.

3. No publicity: Neither Party shall issue any public statement ar
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. i

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

THE USER THE LENDER ]
For and on behalf of Eskom Holdings SOC Ltd | For and bghalf of HEA Pty. Ltd

| 2 ZR

By:  Anoj Singh ( ; By jhen Jianbao

Designation: Group f Financial Officer Designa¥ion: Chairman of HEA
e z\y .

‘ Email: anoj.-singh@eskom.co.za LErnail: Chen_jianbao@163.com
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Cancellation A cancelation fee of the 0.2% of the amount of the facility shall be
fee payable by Eskom if Eskom repudiates, terminates or cancels this term

sheet.

Currency of the | US Dollar.

Tenor 3-7 years

Facilty Amount | US Dollar 1.5 billion

Eskom would appareciate it if HAE would consider these terms for the shortterm facilty. The
relevant Eskom team is available to to engage you on the proposed terms and the overall
facilty.

An z
GENERAL MANAG : ESKOM TREASURY

Date:9 o '?’Iow

Eskom Holdings SOC Ltd Reg No 2002/015527/30
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Huarong Energy Africa Private Limited

Reg. No: 2015/260986/07

TO: Mr. Angj Singh
Chief Financial Officer
Eskom

Date:22 February 2017
Dear Mr, Singh,

Signing of the Binding Term Sheet between Eskom and HEA
Huarong Energy Africa (HEA) has submitted a definitive proposal for the
provision of a funding facility to Eskom, as part of the tender process followed by
Eskom in October 2016.
To date, we have engaged with Eskom, provided our finalized offer to Eskom and
received feedback that Eskom Board approval has been received subject to the
finalization of the Asset Lease Framework Agreement (ALFA).
On 23 December 2016, Eskom signed a non-binding term sheet with HEA. This
was important for our shareholders and investors to see the progress in this
transaction.
It is now imperative that the binding term sheet be signed soonest, so that we
can deploy more resources on the development and conclusion of the ALFA and
its associated structures. Furthermore, Eskom will need to deploy resources so
as to ensure that proper buy-in is obtained on the ALFA.
The binding term sheet shall bind the parties to its terms until such time as the
ALFA and other definitive agreements are signed with Eskom. The spirit of the
binding term sheet is to provide comfort to all parties to spend resources to
develop and conclude the ALFA and ensures that all parties perform in good
faith.
Kindly let us know when the binding term sheet can be signed.
Many thanks,

Yourisincerely, ] __.-f""/

N

”

|
Mr R\k‘wor/nas -
Chief Executive Officer
Huarong Energy Africa Pty. Ltd.
Mobile: +27 83 297 6638
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Huarong Energy Africa Private Limited

Reg. No:2015/260986/07

TO: Mr. Andre Piltay
Treasurer

Eskom Treasury
Eskom

Date: 18 January 2017

Dear Andre,

We would like to formally thank the Eskom delegation for visiting us in Beijing on
January 11th and 12th, 2017. We hope the various meetings we held during your
visit have provided a more comprehensive view of our proposed financing
structure, as well as its benefits. These meetings have certainly helped us better
understand Eskom'’s capital program, to which we firmly believe, our proposal
wouid provide great vaiue.

Benefits to Eskom
Qur proposal is designed to solve Eskom's expenditure needs without

overstretching its short term finances. It is a unique offering and different from
ordinary financial products, because it caters specifically to Eskom’s needs and it
encapsulates both a financing solution and an EPC solution.

Funds will be raised on a project-by-project basis, which provides better financdial
management, compared with conventional bank facilities. Financially, the
benefits are outlined below:

» Large commitment volume of USD 1.5 biilion to 6 billion.

» No South African government guarantee required.

« Better financial management for Eskom, without giving up control of the
asset. The created asset is held in an SPV for the duration of the lease
period, thereafter, transferred to Eskom. (Eskom can operate the asset as
soon as it is completed).

e Cash Flow: Minimai cash outfiow prior to completion.

» Balance Sheet: No liability prior to completion.

» Long tenure, most likely for 10 years, as opposed to 3 to 5 years of a bank
facility.

¢ Project based fund allocation provide most efficient use of funds.




