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e Essentially, to get funding without immediately impacting Eskom's
financials, a new balance sheet (potentially Huarong China) will need to
be brought in.

Besides the advantages above, non-financial benefits to Eskom should alsc be
recognized.

e World class EPC contractors. We will follow a strict process in selecting
the EPC panel, which will ensure the quality of EPC companies to be world
class.

* Quick turnaround tendering process. The mini-tendering process
ensures a quick turnaround on the selection of the right EPC, in addition
to the fulf funding allocation for the project.

s Better aligned interest by EPC. Our structure involves the direct
investment into the assets by reputable EPCs,

» Hassle free, true turnkey approach. Our approach combines a financial
turnkey solution with a turnkey EPC, which allows Eskom to achieve
company goals with significantly less effort.

» Less construction/engineering risk. Eskom will take on less project risk as
the implementation is part of our offering.

» Flexibility. Funding targets all types of projects, including coal based
projects,

Pricing

Given the enormous benefits provided, it is obvious that our proposal is much
more than an ordinary bank facility, and should never be compared to one.
However, our pricing is competitive even when unfairly compared to senior
unsecured bond issuance,

tn February 2015, Eskom issued unsecured 10 year bonds at a rate that is
roughly equivalent to Libor + 500bps. Since then, Eskom has unfortunately had a
credit downgrade, which in today's market should easily add 100 to 150bps to
the bond yield. Furthermore, with the established expectation of rise of interest
rate and the increased expected market volatility, the global capital market,
especially for emerging markets, has changed for the worse post 2016. Raising
USD 1.5:to 6 billion funds, under the current market condition, would become
increasing challenging. Thus, a liquidity premium of 75 to 100bps should be
expected. Our offering also includes the execution of projects, which means
Eskom would take on less construction risk. The engineering risk premium
would be worth 150 to 200bps. Overall, our proposal is justifiable for a price of

Ve GROW Infrastructure Business
Herarong Energy Africa Is a South Afrlcan Company with reglstration number 2045/2609348/07. Paged



AFP-402

Libor + 825bps to 950bps, However, we have only priced our offering
conservatively at Libor + 750bps. Thus, we believe this price is both reasonable

and favorable to Eskom.

During our discussion in Beijing, we highlighted the above to you:and further
made a final proposal with respect to this offering. That is HEA will offer a final
rate of Libor +720bps, which is a discount of 30bps, if and only if the foliowing

conditions are met.

+ All other fees and charges as described in the term sheet submission

remain unchanged.

» We require a formal response from Eskom (after board decision) to our

proposal by 27 January 2017.

Once again, our offering is of substantial volume and value to the Eskom’s
Capital program. We truly hope your team will consider all aspects of the

structure, as specified above and make a decision as socon as possible.

We look forward to your response.
Many thanks,
Yours sincerely,

e

Mr. R Thomas

Chief Executive Officer
Huarong Energy Africa Pty. Ltd.
Mobile: +27 83 297 6638

We GROW iInfrastructure Business

Huarong Energy Afrita is a South African Cornpany with regisoration number 2015/260986/07.
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& €skom

Mr Rajeev Thomas
Chief Executive Officer
Huarong Energy Africa Pty. Ltd

e-mail:- Rajeev.thomas@tribus.co.za

Dear Mr Thomas
HUARONG ENERGY AFRICA PROPOSAL

Your letter dated 18 January 2017 refers

We thank you for hosting the Eskom delegation in Beijing, on 11-12 January 2017. The hospitality,
generosity and arrangements made by Huarong Energy Africa {HEA), is highly appreciated.

Eskom has considered the range of benefits that this proposal presents and for these reasons we
have resolved to pursue this proposal. We in-principle agree with the benefits you have listed, in
the abovementioned letter and we comment as follows:

1. Large commitment volume of US$ 1.5- 6 bilfion. This provides a significant funding solution
for Eskom and a diversification of the funding sources.

2. Un-guaranteed funding. This was certainly the objective of our Request for Information
(RFI) issued in 7 October 2016, to which you responded. Therefore, it is a benefit that we
have largely discounted in our analysis.

3. Improved financial management of its profects by Eskom, but maintaining contro! of the
assel. The created asset is held in a Special Purpose Vehicle (SPV) for the duration of the
fease period, thereafter, transferred lo Eskom. The legal, accounting and governance
implications of the SPV will have to be resolved

4. Cash Flow: Minimal cash outflow prior to completion. This is a considerable advantage of
the proposal.

5. Balance Sheet: No liability prior to completion. These benefits will have to be tested with
the accounting treatment of assets to be created.

6. Long tenure, most likely for 10 years, as opposed to 3 fo 5§ years of a bank facility. This is
certainly a fair comparison but should rather be contrasted with the existing long-term
un-guaranteed debt as Eskom does not rely on 3 to 5 year bank facilities for funding
purposes.

7. Project based fund allocation provide most efficient use of funds. This issug was also
addressed in comment 3 above.

Head office

Megawatt Park Maxwell Drive Sunninghill Sandton
PO Box 1091 Johannesburg 2000 SA

Tel +27 11 800 4417 www.eskom.co.za

Eskom Holdings 50C Ltd Reg No 2002/015527/30
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8. Essentially, to get funding without immediately impacting Eskom’s financials, a new
balance sheet (potentially Huarong China) will need to be bought in. Similarly, this was also

addressed above
9. In addition to the benefits listed by HEA, this is a committed source of funding, coal related

funding and with project cost containment.

Furthermore, Eskom recognizes the non-technical benefits of this proposal from HEA. Eskom is
also acutely aware of the possible risk and structuring challenges that the proposal presents
however, we are confident Eskom and HEA would he able to address this in our future
engagements. It was clear from our abovementioned meeting that HEA will have to do significant
work with the EPC contractors to formalize their participation in this proposal.

Pricing

During he our last meeting we have discuss the pricing extensively and Eskom also disaggregated
the HEA pricing proposal and also apportioned the risks to the various participants in the proposal.
As per your letter we can confirm that this overall pricing proposal is subject to all other fees
remaining unchanged. Eskom will, based on its own analysis, evaluate the pricing and engage

HEA.

Way forward

As you are aware that Eskom has signed the indicative Term-sheet with HEA on the
21 December 2016 that will be presented to the Eskom Board meeting scheduled for
2-3 February 2017, for consideration and approval for further negotiation and cenclusion of a
facility agreement. Therefore, based on the outcome of this Board meeting we will be granted the
resolution and mandate to engage HEA, formaily.

Based on the issues raised above Eskom has considered the merits of the HEA proposal and
remain confident, that subject to the Board resolution, we will pursue this proposal.

We appreciate your willingness to support Eskom’s funding and capital expansion programme.

Yours sincerely

Eskom Holdings SOC Ltd Reg No 2002/015527/30
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ANNEXURE AP9
Wawa Xaluva Bt
From: Matty, Stuart <smatty@whitecase.coms
Sent; 14 August 2017 11:19 Piv
To: =~ . Matty, Stuart
Subject: - FW: Huarong Term Sheet

Stuart Matty | Partner
T +44 20 7632 1430 W +44 7073 666 262  E stuart.matty@whitecase.com

Whils & Casa LLe | § Old Broad Street | London EC2N 1DW

From: Lawrence, Adrian
Sent: 12 March 2017 22:22
To: Andre Pillay

Cc: Matty, Stuart

Subject: Huarong Term Sheet

' .ueal Andre,
Tt was great meeting you on Friday, and as mentioned please find below some initial thoughts an the Term Sheet.
As discussed, it would be helpful if you could provide details (e.g. business card scans) of the China Huatong / other
personnel you have met, as this could give some better sense of China Huarong’s / its subsidiaries’ involvement. Yon

will note below we have also suggested HEA. be requested to provide further information in this regard also, Given
this would appear to be the first/one of the first moves of China Huarong outside China/into Africa, senior

involvement would be likely.

Please do let us know if anything further at this stage would be helpful.
Best, Adrian

Adrian Lawrence
T +44 2075322326 M +44 7903204057 E slawrenca@whitecase.com

White & Case P | 50OIld Broad Street | London EC2N 1DW

MWHITE & CASE

Term Sheet — Key Threshold / Structural Questions
As discussed, the Term Sheet is onerous on Eskom, and ambiguous at best as fo what is being offered by HEA, and so

our strong advice is not to sign at this stage. This is particularly the case given it is expressed to be binding and
provides for a high eancellation fee, which is highly vnusual.

Instead of looking to mark up the Term Sheet, it may make sense to consider/clarify certain key threshold queries at
this stage, including:
The Term Sheet states that HEA has been set up to provide asset finance solutions for Eskom. Further details

should be requested on (i) the background to Huarong seiting up a subsidiary before discussions with Eskom
commenced, and (ii) what this subsidiary will be doing (if anything) other than dealing with Eskom. '

» The Term Sheet states China Huarong is the “parent company of HEA”. HEA should provide a structure
diagram (showing all intermediate companies and sharsholding percentages) and details of the background of
its directors to justify this. Noted that HEA does not appear as a China Huarong subsidiary on its website.

e HEA is stated as the Lender for $1.5bn/up‘t5 $6bn. HEA should identify the source of these fimds, and
when/how they will be committed.
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s The Term Sheet states “HEA has the interest of international funders and investors™ including CDB — does
this mean that China Huarong is not fanding HEA? It scems tnlikely e.g. CDB would fund through HEA. for
on-lending, and so thér® i TIBA 'simply ‘arranger’? Equally, would eig. CDB age¢ptithe due diligence of
HEA? IR R RN

» Will China Fluarong guarantee the obligations of HEA? Who will guarantee the obligations of the SI'Vs to
EPC Contractors? Who will cover cost overrins, construction risk, delays ete.? "

» To be closcly examined what IIEA brings to Eskom — ¢.g. (a) it appears any certainty of consiruction costs is
through the amangements with the specific EPC Contractor (fwn-key, EPCM model mentioned in the Term
Sheet) — and so will be priced in by the BPC Contractor; and (b) it is unclear that HEA will be bringing
money to the structure. ¥ HEA is simply providing ‘arranger’ services, it should be judged {including as to
track record / in comparison to other arrangers) and priced on that basis.

» Eskom to consider carefully the involvement of HEA in EPC arrangements, given Eskom is ultimately paying
for projects (and supervising the EPC Contractors) and it is Bskom’s projects that are invalved. In particular,
noted that ITEA Jooks to pre-approve EPC Contractors (and Hskom could have concerns with e.g. all Chinese.
EPC Contractor tenders), and then IEA reserves the right fo take the final decision on selecting the EPC
Contractor. Presumably the four EPC Contractors and one EPCM company HEA rafer to would happily deal
with Bskom directly, and so “access® arranged by HEA replicates what Eskom can do also (7).

( e The structore conterplated is effectively a limited recourse secured financing (with possessory security, in

that HEA will hold the shares in the SPV that will hold the financed assets during the duration of the Ioamw),

with various other security features e.g. escrow accounts. To be considered further how such a secured
financing will fit in with Eskom’s undertakings with other lenders (e.g. under negative pledges).

» _ The Term Sheet appears to be a blend of varicus different concepts and ideas and terms from other sources,
and does not fit together very well — past experience HEA and/or its personnel in banking such structures to

be confirmed.

Term Sheet — Key Financial Terms
Financial ferms appear onerous generally, including (based on $1.5bn, where applicable):

Term Sheet Cancellation Fee: $3m (0.2% of oprogram value) payable on bad faith
cancellation/repudiation/termination of the Term Sheet by Fskom before the Asset Loan Framework Agreement
(ALFA) is signed. This should be compared to ITEA have no obligations to fund etc. under the Term Sheet, with
‘obligations’ on HEA being subject to dus diligence, documentation ete.

Signature Fee of ALFA: $24m fee (1.6% of program value) payable on signature of the ALTA, described as a
“Racility fee’. This is despite the ALFA not providing any commitment of funds by HEA, with that beidg subject to

5\, s diligence ete.
Due Diligence Fee: aggregate circa $7.5m fee if full disbursement requested — for each project, it is an aggregate fee
of 0.5% (for projects over $300m, different undisclosed pricing if under), and does not appear to be linked to
successful approval/drawdown for such project.

Annual Commitment Fee: Annual fee of 0.8% of funds made available but unutilised. Unclear what this would apply
10 — no commitment oa signing of ALFA.,
Tnterest Rate: Interest rate appears to be “(100% of asset cost/ years of asset life) + (LIBOR + 7.5%)”. Elsewhere the

Term Sheet speaks of loans being for 5, 10 or 15 years based on the life cycle of assets financed. This would lead to
an interest rate of LIBOR + 27.5% / 17.5% / 14.2% for 5/ 10 /15 years? Difficult to understand intent, as is not a

usual way of calculating interest for such a.financing.

Security Deposit: Unclear what type of amount would be contemplated, but this would be Jeaving cash with HEA
without interest during the loan period (i.e. economically, paying for a loan that Eskom does not receive) that HEA
can use freely. If Eskom provided a letter of credit or guarantee (presumably government guarantee) to remove the
secutity deposit requirement, this negates ome of the key benefits of this structure (ie. no government
guarantee). Additionally, is HEA creditworthy enough to hold Eskom’s money in this way?
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1Barly Prepayment: If Bskom prepays a loan, it has to pay alkthe interest that would have been payable if the Joan had.
"1not been repaid early (i.c. for the whole 5 / 10 /15 year télm) This is unusual, and is effectively a potentlally huge EE
: i %

«L1 ‘11.,..;

§ e ﬁ:payment fee.
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STRATEGIC COOPERATION AGREEMENT

BETWEEN
CHINA HUARONG ASSET MANAGEMENT CO., LTD
AND

ESKOM SOC LTD

XIAMEN, SEPTEMBER 2017
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CHINA HUARONG ASSET MANAGEMENT CO., LTD

Registered Office: 8 Jin Rong Da Jie, Beijing 100033

Legal Representative: Xiaomin LA

ESKOM SOC LTD
Registered Office: i

Legal Representative:

This Strategic Cooperation Agreement on potential power development opportunities
(heréinafter referred ‘to as “Agreement”) is entered between Chma Huarong Asset

Management Co., Ltd (hereinafter referred to as “China Huarong”) and Eskom SOC Lid

(hereinafter referred to as “Eskom”),

China Huarong and Eskom shall be referred to singularly as gz "}ﬁe'lity”' and j}.bintly as the

“Parties”.

WHEREAS:

1. China Huarong is a prominent provider of integrated financial services and the largest
asset management company in China, incorporated on September 28 2012 (Stock
Code: 2799.HK). China Huarong is a state owned non- banking f‘nanc:al lnstltutaon
The Company was previously known as China Huarong Asset Management Corporation
and was established in 1999, as a financial asset management company. In October
2015, it was successfully listed on the Main Board of The Stock Exchange of Hong Kong
Limited. With strong husiness synergy among subsidiaries and branches, China
Huarong provides full- -licensed, multi-functional,  and packaged ﬁnancial
services including non-performing assets man agement, asset operation and
management, banking, securities, trust, leasing, investment, futures, real estate,

1
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2. Eskom is a South African state owned electricity public utility provider, who generates
approximately 95% of the electricity used in South Africa and approximately 45% of
the electricity used in Africa, Eskom continues to focus on improving and strengthening
its core business of élec'tricity generation, transmission, trading and distribution and
has identified the requirement for creative and innovative funding solutions, with a
view of increasing electricity generation capacity through the refurbishment of existing

plants and creation of new assets,

3. As per Eskom’s current group capital program for the short to 'medium-term' itis
enwsaged that lt w:ll reqmre USS 20 billion for its capital expenditure related to its

power asset development and refurb:shment (”Development Requirements”).

4. An example of its Development Requirements, Eskom, commencing in October 2016,
has followed a public, transparent process in the international market to procure
funding solutlons to’ F nance the capntal expendlture incurred for its power asset

'deveiopment and refurblshment

5. In response to the procurement process described in paragraph 4, and with the K
purpose of offering an.-ailternati;fe -ahd innovative funding solution to Eskom, China
Huarong, via its corresponding offshore subsidiaries or its affiliated companies or
entities (hereinafter referred to as “Huarong Subsidiaries”), has developed a unigue
funding program (hereinafter referred to as “the Program”}. In particular, the Program

constitutes of a fully-funded tufnkey-type asset creation and refurbishment solution

to Eskom.

6. With the purpose to establish and reinforce comprehensive business partnership
between the Parties, and especially to facifitate cooperation in jointly delivering
solutions to Eskom’s Development Requirements (such as the Program), the Parties
agree to record the terms of strategic cooperation relating to Eskom’s Development
Requirements. This Agreement, will govern the strategic principles contemplated
between the Parties In relation to Eskom’s Development Requirements, subject to
definitive transaction documents being executed relating to the Program.

2
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I. PRINCIPLES OF COOPERATION

In light of facilitating the socjal and economic development of African countries and
strengthening the trade and economic cooperation between China and South Africa, the
Parties agree to establish a strategic partnership in connection with Eskom’s Development
Requirements, on the basis of fyll compliance with laws, administrative regulations,
procurement requirements, national policies and other relevant industry regulations in both

China and South Africa,

This agreement will improve the commercial cooperation be;ween China and South Africa. As
part of its commitment to social economic development, both Parties acknowledge the
importance of the need for job creation, localization, skills development and other local
development initiatives, in South Africa. Eskom and China Hﬁarong will endeavor to prioritize

these initiatives In the pursuit of solutions to ESkom’s-'Develabment' Requirements.

‘The Parties agree to act in accordance with the principles of mutual benefit, good faith and

long:term cooperation, and take joint measures to integrate respective resources, enhance

complementary advantages and achieve win-win results.
II. SCOPE OF COOPERATION

In general, the Parties agree to establish comprehensive strategic partnership in the field of
power and financial services, and enhance communications and coordination between the
working fevel on a regular basis. Joint efforts will be made by the Parties to develop potential
business opportunities, support existing business operation and finding solutions to

difficulties and challenges in the process of business cooperation.

VI.. MISCELLANEOUS

This Agreement shall have two (2) originals in English and each of the Parties shall hold one
(1) original.  All of the two originals together shall constitute one and the same document.
Each of the Parties hereto has caused this Agreement to be executed by their d uly authorized

representatives as of the date written above.

R T




AFP-415

SIGNED by the Parties and witnessed on the following dates and at the following places

respectively:

SIGNED at on

For and on behalf of

China Huarong Asset Management Co., Ltd

Name:
Capacity:

Who warrants authority

SIGNED at on

For and on behalf of

Eskom SOC Ltd

Name:

Capacity:

Who warrants authority
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MEMORANDUM

To: Mr Zethembe Khoza, Interim Chairman Reference:

From: Mr Johnny A. Dladla, Interim Group Chief Version: 0
Executive

Date: 25 August 2017

SUBJECT: STRATEGIC CO-OPERATION AGREEMENT BETWEEN CHINA HUARONG AND
ESKOM HOLDINGS TO BE SIGNED AT THE BRICS SUMMIT IN SEPTEMBER 2017

PURPOSE

1. To request the Interim Chairman of Eskom to inform the DPE of the possible signing of a non-
binding co-operation agreement with Huarong Asset Management China during the BRICS
Xiamen Summit between the 3 and the 5™ of September 2017,

2. To request further that the DPE facilitate the necessary protocol and arrangements to allow for

the signing of the agreement to take place.

BACKGROUND

3. China Huarong is a prominent provider of integrated financial services and the largest asset
management company in the People's Republic of China, incorporated on 28 September
2012. The company is a state-owned non-banking financial institution and was previously
known as China Huarong Asset Management Corporation, established in 1999 as a financial

asset management company. It has assets under management in excess of USD 200 billion.

4. In response to Eskom Holdings’ call for an innovative project funding structure for its Capital

Programme, China Huarong, through its associated subsidiary, Huarong Energy Africa (HEA)

Head Office
Tel +27 11 800 8111
Eskom Holdings S0C Ltd Reg No 2002/015527/30
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STRATEGIC CO-OPERATION AGREEMENT BETWEEN CHINA HUARONG AND ESKOM
HOLDINGS TO BE SIGNED AT THE BRICS SUMMIT IN SEPTEMBER 2017

(a BEE company), offered a fully funded solution to Eskom Holdings to the vaiue of USD 2

billion.

5. This was received favourably in Eskom Holdings, and a binding term agreement (term sheet)
was signed between Eskom Holdings and HEA on 14 March 2017.

DECISION MAKING PROCESS

6. N/A

DISCUSSION

7.  We are currently working on a funding facility with Huarong Asset Management (HAM), one of
the largest asset companies from China. HAM has proposed this initiative with Eskom as a
flagship project for the Chinese Government’s “One Belt, One Road” strategy.

8. HAM, in a meeting with us on the 25th July 2017, have proposed that a non-binding
cooperation agreement (in support of this relationship) (see Annexure 1) be signed at BRICS
summit in Xiamen, September 2017 in the presence of both country presidents.

9. The attached cooperation agreement (Annexure 1) was reviewed and accepted by Eskom

Legal (see Annexure 2).

10. Attached as Annexure 3 is a letter to be signed by the Eskom Interim Chairman to the Minister
of Public Enterprises requesting the DPEs assistance to facilitate the signing arrangements

between China Huarong and Eskom Holdings.

Eskom Hoidings SOC Ltd Reg No 2002/015527/30 Page 2
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STRATEGIC CO-OPERATION AGREEMENT BETWEEN CHINA HUARONG AND ESKOM
HOLDINGS TO BE SIGNED AT THE BRICS SUMMIT IN SEPTEMBER 2017

11. We would appreciate it if the protocol and timelines are discussed with the DPE through the

office of the Interim Chairman.

FINANCIAL IMPLICATIONS

12. N/A

BUDGET IMPLICATIONS

13. N/A

RECOMMENDATION

14. It is recommended that the Interim Chairman:

14.1. Inform the DPE of the possible signing of a non-binding cooperation agreement with
Huarong Asset Management China during the BRICS Xiamen Summit between the 3™ and

the 5™ of September 2017 by signing the attached letter (See Annexure 3).

14.2. Request further that the DPE facilitate the necessary protocol and arrangements to allow for

the signing of the agreement to take place.

Compiled by:

Poobie Govender

PROGRAMME DIRECTOR PROJECT
DEVELOPMENT DEPARTMENT (ACTING)
25 August 2017

Eskom Holdings SOC Ltd Reg No 2002/015527/30 Page 3
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STRATEGIC CO-OPERATION AGREEMENT BETWEEN CHINA HUARONG AND ESKOM
HOLDINGS TO BE SIGNED AT THE BRICS SUMMIT IN SEPTEMBER 2017

Recommended/Not recommended Recommended/Not recommended
Andre Pillay Calib Cassim

GENERAL MANAGER, TREASURY ACTING CHIEF FINANCIAL OFFICER
Date: Date:

Recommended/Not recommended Approved/Not approved

Johnny A. Dladla Zethembe Khoza

INTERIM GROUP CHIEF EXECUTIVE INTERIM CHAIRMAN

Date: Date:

Eskom Holdings SOC Ltd Reg No 2002/015527/30 Page 4
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STRATEGIC CO-OPERATION AGREEMENT BETWEEN CHINA HUARONG AND ESKOM
HOLDINGS TO BE SIGNED AT THE BRICS SUMMIT IN SEPTEMBER 2017

Annexure 1

Eskom Holdings SOC Ltd Reg Mo 2002/015527/30 Page &
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STRATEGIC CO-OPERATION AGREEMENT BETWEEN CHINA HUARONG AND ESKOM
HOLDINGS TO BE SIGNED AT THE BRICS SUMMIT IN SEPTEMBER 2017

Annexure 2

Eskom Holdings SOC Ltd Reg No 2002/015527/30 Page 6
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STRATEGIC CO-OPERATION AGREEMENT BETWEEN CHINA HUARONG AND ESKOM
HOLDINGS TO BE SIGNED AT THE BRICS SUNMMIT IN SEPTEMBER 2017

Annexure 3

Eskem Holdings SOC Ltd Reg No 2002/015527/30 Page 7
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® Eskom

Mr. C Nevuthanda . Date 31 July 2017

Deputy General Manager - — =
Financial Survailiance Depariment

South African Reserve Bank Enquiries:

PO Box 427 Tel: +2711 800 4417
PRETORIA Andre Pillay

0001

P SRR

Dear Mr Nevuthanda,

EXCHANGE CONTROL APPLICATION

Authorised Dealer: Eskom. ;-Ioidingé SOC Ltd
Eskom Reference: 201717 TREAS208
Applicant’s Name: Eskom Treasury
Financing Currency: US Dollar

Financing Amount: US§ 2 billion

Purpose of Application:  SEEKING PERMISSION TO ENTER INTQ AN ASSET
FINANGING ARRANGEMENT WITH RESIDENT AND NON-

RESIDENT FINANGIAL INSTITUTIONS

Financing Parties:
Arrangers and primary entity: Huarong Energy Africa Private Limited (SA Entity) (HEA)

Programme Devélopment Fee receiving entity: 1DEVA INTERNATIONAL GROUP LIMITED
(British Virgin Island incorperated entity) (IDEVA)

Programme Development Fee receiving bank: HSBC Hong Kong

Ben,eflmai or related entities: See companies listed in iha annexure (Siructure and a high
level profile of the company)

L} Head Qffice

% Megawalt Park Maxwel] Drive, Sunninghilif Sancton

¢ PO Box 1091 Johannesburg 2000 SA

e Tel +27 11800 4585 Fax +27 11 800 5803 wrww.eskam.co.za

j#i Eskom Holdings SOC Ltd Reg No Z002/015627/30
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Purpose and high level structure of the Financial Arrangement:

To provide a fully funded “turnkey” asset oreation solution for Eskom by way of a Asset
Finance Loan. Under this arrangement Eskom and HEA will identify, assess the eligibility of

~and agree on the projects to be constructed and funded. HEA will, in consultation with
Eskom, appoint using their own procurement processes an EPC to build the project through
a special purpose entity that will be set up for a particular project ecnstruction. Funding will
be fully arranged by HEA from the EPCs, parent companies and debt financiers. On
completion of the construction of the project HEA will enter into a lease agreement with

" Eskom for a period of 10 yedrs, which is an equivalent period for the amortisation of the
Asset Finance Loan. The lease payments to be paid by Eskom in US$ over the periad of the
lease wili include capital cost of the asset (including installation and guarantee costs} and:
finance costs. After the lease penod the asset will be fully-transferred by HEA to Eskom and
HEA will be out of the system for that particular asset.

The arrangement is initiated under a development framework agresment where overarching
and .geéneric terms and conditions of this arrangement ate: provided for. This agreement is
called an Asset Framework Development Agreement, which is primarily based orr an agreed
term shest that was concluded in March 2017 {both documents are affached for your
perusal). Various sub-agreemerits will flow from this Framework Agreemeant, which will
include amongst others the Fee Letter, the Lease Agresment, Memcrandum of Agreement
between the HEA and the EPC. confractors, Security Agreement, Project Documenits,
Commerciai Loan Agreements stc. Maost of these documents are in draft form and will be
finalised as and when the projects. are being developed.

Period of the financing:

The terms of the project loan will be determined on a project by project basis depending on
_the asset class being developed. It could range between 5 to 15 years, with 10 years being

the preferred period of the finance and lease arrangements.

Availability peried of the financing arrangement:
Once.the project has been included in the approvedx project list, the project will be exclusively
dedicated to this funding structure for a minimum period of 8 manths, and the funds will be
committed to that specific project until construction is compleied. Committed funding wouid
have been raised by HEA in g form of éequity from parent companies and debt frem
commercial lenders and econtractors. HEA will conduct, during the period between
- submission angd approval of projects, & due diligénce to assess tha suitability of the project to
the Fund and preselected EPC contractor. Eskorn pays HEA to canduct sisch due diligence.

interest rate:

P Head Office

i Megawath Park Maxwell Drive, Sunninghili Sandten

k4 PO Box 1091 Johansieshurg 2000 SA

B Tel +27 11 800 4585 Fax +27 11 800 5803 wwiv.esiom.to.za

[+ i
[*4 Eskom Holdings 500G Ltd Reg No 2002/015527/30




® €skom

The rate of interest eharged in addition fo the ecapital cest of the project, which will be
charges by HEA to Eskom in a form of a lease payment shall be the percentage rate per
annum equal to-the aggregate of 6 montlis Libor + marginal rate of 7.2%.

There is no government guarantee attached to this structure-and the financing costs includes
a. premium that is atiributable to higher cost of equity and the design, engineering,
procurement and construction risk which will be shifted from Eskom to the Huarong Group of

. companies and EPC contractors.

o

L]

N ’-._

o Head Office

FEES
This financing structure provides for the following fee arrangement:

Commiitment fee: g

The commitment foe will be computed at a rate of 0.8% per anhum on the unallocated
amount to projects. The total programme amount which will be committed-to a fund is US$ 2
billion and the balance of this amount that has not bgen allocated to specific projects will
aftract a commitment from effectiveness date of the ADFA. The fee will be payable and
calculated at each anniversary of the ADFA.

Programme Development fee: -
A programme developrnent fee of 1.6% of the programme value is Gharged and payable as
follows: 80% on signing of the Fee Létter and the ADFA and 40% when the conditions
precedent to the effectiveness of the ADFA has been fulfilled. This fee: will be invoiced by
HEA and will be payabie to IDEVA as stafed before in. its HSBC Hong Kong branch.

Due diligence fee:
For projects in excess of US$ 300 million the fee paid fo HEA for conducting the due
diligence is payable follows:
s 0.1% of the project amount payable for prefiminary assessment
s 0.2% of the project ameunt payable for the full due diligence work to be performed
e 0.2% of the project amwunf payable for the final approva! of funds and legal
agreements.
A different fee structure will be provided if the project is less than US$ 300 niillion.

Canceliation fee:
Should Eskom wish to cancel this financing arrangement, acting in bad faith, befere the

signing of the ADFA.and the Fee Letter a cancellation fee of 0.2% of the program va!ue will
be payable. .o

““Hedging strategy:

All the foreign currehcy payments includirig payments of lease paymenis, fees; costs and

indemnities will be hedged with Foreign Exchange Contracts. (FECs) and Cross§ -Curreiicy:

Swaps (CC8s).

Megawatt-Park Maswell Drive, Sunninghiil Sandton

&1 PO Box 1051 Johannesburg 2000 54
b Tel +27 11 HOD 4585 Fax +27 11 BOD 5803 www.cskoni.co.za

i Eskomn Holdings SOC Lid Reg No 2002/04 5527130
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‘Payment obligations: _ .
Payments including lease payrments, fee payments and costs (which tould include provisions
for,set off or-counter claims, currency payments, early paymenit options, banking days, late-
payments, early payment options, calculation of interest etc.) will be provided and dealt with

in the Master Lease Agreement.

We submit this application for the SARB's favourable consideration and approval.

Yours sincerely,

p—

/' Andre Piliay/
General sznager,
Treasury

Date: AOITFO :} "

\ S

k¥ Head Office
Megawatt Park Mawwell Diive, Sunninghill Sartdton
PO Box 1091 Johannesburg 2000 SA
Tel +27 11 800.4585 Fax +27 11 800 5803 www.eskom.coza

B Eskom Holdings SOC Lid Reg N 2002015527746



Group Structure of Huarong Energy Africa Proprietary Limited

China Huarong Asset
Management Co,, Ltd
2799 HK

100%

Huarong Zhiyuan Investment -
& Management Co., Ltd

51%

[ Huarong Overseas Chinese
‘ Asset Managemsnt Co., Ltd

100%

? China Huarong Overseas Investment
Co., Ltd

66%

Huarong Energy Investment

' Chen Jian Bao: ‘]

AFP-428

35% 100%
ideva International Tribus Proprietary
Group Lirmited Limited
//
54% 21%

Limited

Huarong Energy Africa Proprietary
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Fund over view and high level profile of companies within the Group structure

1)

2)

3)

4)

The FUND (as mentioned in the ADFA); The fund is 2 Partnershib being formed and

finalised, whereby Huarong Overseas Investments will be the Majority Shareholder
and the fund manager. The total project cost as given in the ADFA wiﬂ- be paid
uftimately to the Fund. The fees payable as in the fee letter will be payable to HEA
{HEA is in the process of opening an offshore account for the fees). The Program
Development Fee is payabie to IDEVA on behalf of HEA because HEA has not yet

opened an offshore account. Reserve Bank processes are being followed for this.

China Huarang Asset Management Company Limited: China Huarong is a prominent

provider . of integrated financial services and the largest Asset Management
Company in China, incorporated on September 28, 2012 {Stock Code: 2799.HK).
China Huarong is a state owned non—'banking financial institution. The Company was
previously known as China Huarong Asset Management Corporation and was
established in 1999, as a Financial Asset Management Company. In October 2015, it
was successfully listed on the Main Board of The Stock Exchange of Hong Kong
Limited. With strong business synergy among subsidiaries and branches, China
Huarong provides full-licensed,  multi-functional, and  packaged financial
services including non-performing assets management, asset operation and

management, banking, securities, trust, leasing, investment, futures and real estate.

Huarong Zhiyuan Investment & Management Company Limited: Is a wholly-owned

subsidiary of China Huarong and focuses on real estate investment and
management, China Huarong also uses this subsidiary as a holding company for
some other subsidiaries and Huarong Overseas Chinese Asset Management
Company is one of these subsidiaries. This is however only a legal structure detail,
from management perspective, Huareng Zhiyuan Investment & Management and

Huarong Overseas Chinese Asset Management are both first level subsidiaries.

Huarong Overseas Chinese Asset Management Company Limited: Established in

December 2015, Huarong Overseas Chinese Asset Management Co,, Ltd. {hereinafter

referred ta as HROC) was primarily initiated by China Huarong, and joint venture

AFP-430



5)

6)

invested by Guangdong Jinfeng Group Co., Lid and Shantou East Coast Investment

Construction Co., Ltd. as well as China Huarong. Currently, HROC has already set up

two wholly-owned subsidiaries, which are Huarong Overseas Chinese Investrrient

Co., Ltd and China Huarong Overseas investrnent Holdings Co., Ltd respectively in

Shantou and Hong Kong.

As a leading overseas investment platform of China Huarong, HROC mainly conducts
proptietary investment and private equity fund management to fully develop
“investing plus investment banking” activities across borders, while expanding
international business'focusing on overseas mergers, acquisition and assets

management, etc.

China Huarong Overseas Investments Company Limited: China Huarong Overseas is

an indirect non-wholly-owned subsidiary of China Huarong, one of the four asset
management companies approved for establishment by the State Council of China.
Their principal businesses include distressed asset management, investment,
financial services and asset management .its H shares were listed on The Stock
Exchange of Hong Kong in October 2015, Sino Energy has been actively transforming
its business in recent years, exploring investment opportunities with strong
potential. It started developing gas station operations In China through acquisitions
in the first half of the yéar and the new business has begun to contribute profit, With
national policies favouring and helping to drive long-term development of natural
gas and related energy businesses, the investment made by China Huarong Overseas
in Sino Energy will enable the latter to hasten business transformation. With an
extensive business network and abundant resources, China Huarong Qverseas will
actively assist Sino Energy in exploring opportunities for expanding energy-related
business and generate better returns for shareholders. The resources required by
China Huarong Overseas Investments are primarily provided thfough the holding

company resources.

Huarong Energy Investments Company: s a subsidiary of China Huarong Overseas

Investments and has been formed as a holding company for overseas acquisitions

and joint ventures that represent the interests of China Huarong Overseas

Investments.
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7) IDEVA international Group Limited: is a holding company by nature for investments,

8) Tribus Proprietary Limited: Is a company that develops and funds infrastructure

projects; The company was formed In 2014 and has been focusing on building a Chinese
fund. Currently apart from significant investments from its shareholders its real value comes

from its shareholding in HEA and the Fund to be created.
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CONFIDENTIAL

South African Reserve Bank
Financial Surveillance Department:

2017-08-04

Mr Andre Pillay

General Manager

Treasury

Eskom Hoidings SOC Limited
P O Box 1091

Johannesburg

2000

Dear Sir

Seeking permission to enter into an asset financing arrangement with resident

and non-resident financial institutions

I acknowledge receipt of your letter dated 2017-07-31 and thank you for the
information furnished.

In reply, | advise that we are agreeable to the acceptance of the foreign loan on the
basis outlined and for the purpose stated, subject to the provisions outlined in
section 1.3(B)(iv)(a)ee) - (i) of the Currency and Exchanges Manual for Authorised
Dealers.

We note that the interest rate applicable to the foreign denominated loan will be 6

month Libor pius marginal rate of 7.2 per cent.

With regard to the reporting of draw downs and repayments, kindly refer to section
L3(B)(vi} and (viii) of the Currency and Exchanges Manual for Authorised Dealers.

- . . 370 Helen Joseph Strset {fommery . . . Tel+2712 3133911 . .
5 Sux 3125 Pretoria 0001 Church Strost), Pretoria, D002 South Alica 0881 12 7277 Fax +27 12 3133771 www.reservabank. oo,z

CONFIDENTIAL g
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The foliowing reference number should be quoted for all future correspondence in
this regard: 30120170247241.

Yours faithfully

Divisional Head
3‘

CONFIDENTIAL
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ANNEXURE AP12

P dndain

MEMORANDUM

To:  Suzanhne Daniels, Group Executive; Legal & Compliance
Erom: Gabriela Palacios-Fusk, Corporate Specialist: Legal & Compliance

Date: 14 August 2017

SUBJECT: HUARONG ASSET FINANCING

PURPOSE:

1. The aim of this submission is to brief the Group Executive: Legal & Compliance of the
Huarong asset financing arrangement as well as the possikle sighing of a non-binding co-
operation MOU with Huarong Asset Management China during the BRICS Xiamen
Summit between the 3rd and the 5th of September 2017,

2. ltis the writer understands that a briefing memorandum was compiled and sent by Group
Capital to the IGCE. | have only been provided a draft of such memorandum which is

attached herein as annexure “A",

BACKGROUND:

3. Eskom is currently working on an Asset Development Framework Agreement (ADFA)
which includes a funding facility with Huarong Energy Africa Proprietary Limited (HEA),
which is a special purpose vehicle (SPV) created for this asset finance project which is &
subsidiary of Huarong Asset Management (HAM), one of the largest asset com'panies

from China.

4. This project has a history prior ta Eskom Legal becoming involved, | herein set out the
chronology of events to the best of my knowledge and according to the advices of

Legal and Compliance Department

Megawatt Park Maxwelt Drive Sunninghill Sardton

PO Box 1091 Johannesburg 2000 SA

Tel +2711 800 3091 Fax 42786 662 7327 www.eskom.co.za

Eskom Heldings SOG Ltd Rey No 2002015527130
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‘mémbefs of the’Eskom Treasury team as well as aftorneys from-White & Case LLP
(WEC).

5. THE BINDING TERM SHEET

5.1. A binding term sheet was signed by Eskom in regard to the ADFA and other related
issues. | was not part of the team advising on the binding term sheet, and was only

given a copy of the signed term sheet tonight;

5.2. The binding term sheet was signed by Anaj Sing on 14 March 2017, in his capacity
as Group Chief Financial Officer. Such is attached as annexure “B"

5.3. As this document binds Eskom contractuafly and financially, such should have had at
least:the support and/or approval by the Acting Head (GM): Eskom Legal &
Compliance. | have not seen any documentation in this tegard;

5.4. WA&C were on brief through Eskom treasury for this term sheet. It seems, from emails
from W&C, that they were brought in a day or two before the singing of the ferm
sheet. My understanding is that W&C had advised Eskom against signing the term
sheet because of its binding nature and the severity of the binding conditions to the

detriment of Eskom, namely but not limited to:-

5.4.1. " Key Financial Terms
Financial terms appear oneraus generally, including (based on US$1.5bn, where
applicable):
Term Sheet Cancellation Fes: US$3m (0.2% of program value), as referred to
above under ‘Term Sheet — Binding Nature’.
Signature Fea of ALFA: US$24m fee (1.6% of program vaiue) payable on
signature of the ALFA, described as a ‘Facility fee'. This Is despite the ALFA not
providing any commitment of funds by HEA, with that being subject to due

diligence efc.

Due Diligence Fee: aggregate circa US$7.5m fee If full disbursement requested
" — for each profect, it is an aggregate fee of 0.5% (for profects over USE300m,

different undisciosed pricing if under), and does not appear to be linked to

successful approval/drawdown for such project. I

Annual Commitment Fes: Annual fee of 0.8% of funds made available but

uncommitted by Eskom from the ‘closing date’, which links inta GP satisfaction

under the ALFA, but it is not clear if it involves any actual commitment fo proceed

by HEA, and so may not be analogous to a facility agreament's commitment fee.

Interest Rate: Interest rate is 6 months LIBOR plus 7.2%."
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5.6,

8.1,

8.2.

6.3,
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Key emails from W&C on the term sheet are aftached as annexure c*

The term sheet was signed despite W&C's advices against accepting the terms.

. THE ASSET DEVELOPMENT FRAMEWORK AGREEMENT and FEE LETTER

Eskom Legal was instructed by Eskom Treasury {(although Paobie Govender is
leading the project) to assist with reviewing the ADFA (drafted by Norton Rose:
aftorneys for Huarong) during May 2017. At this time, W&C had already done most of
the reviewing work and some of W&C's material comments were dealt with and

incorporated by Norton Rose into the ADFA.

Nonetheless, some of the main issues of contention were the issue of the fee
arrangement and the ownership of the intellectual property. Criginally the view from
the legal team was that a facilitation fee should be paid upon the complation of &
milestone or far a certain deliverable. At cne point the parties agreed to have the
terms of the facilitation fee being part of the Condition Precedent of the ADFA. Soon
after, the legal team was advised that the fee structure was moved to a "Fee letter”, It
was clear that the parties were keen in signing the agresment during late May/early

June 2017.

WA&C persisted with its advice regarding seme of the commercial terms but most
impartantly about the facilitation fee. The latest email from W&C regarding the ADFA
is hereby attached as annexure “D”. Although such was moved to the Fee letter, such

letter still bound Eskom to pay an entity that:

6.3.1. Had no links to the transacticn (so there was no value provided for the
payment which Eskom was bound to make) and;

8.3.2. |deva International Group Limited {Ideva) appears in the Huarong Asset
finanéing documentation only in the context of the fee letter. The Ideva
incorporation docurnents, as provided by Norfon Rose, seem to be standard
company registration documentation from the British Virgin Islands. These did

not reveal the identity of directors or sharsholders.

6.4. Moreover, | advised Eskom treasury to task Eskom’s Business Intelligence

departinent to provide information regarding the parties io the project. The email

'.; Ve —...A”}' - . : \!-! N
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“containing the infarmation from Business Intelligence is part of the email chain under

annexure "E

8.5. | addressed an email to Andre Pillay and Sincedile Shweni on 14 June 2017, setting

out my discomiort.regarding ldeva's role in the project as well as agroeing with Wa.C
advices on the matter. The email is herewith attached as annexure “E".

.6. Since the emails referred to ahove, neither W&C nor myself received any ofher

correspondence regarding the ADFA or the Huarong Asset finance projact, uniil the
request for legal sign off by Poobie Govender on the non-binding MOU between
Eskom & Huarong Asset Finance.

7. NON-BINDING MOU- STRATEGIC COOPERATION AGREEMENT

7.4

7.2

7.3.

On 28 July 2017 Jeany Lekganyane was requested by Foobie Govender to review
the MOU and provide legal sing off to a non-binding MOU; pursuant to a meeting
between the Chinese delegation from HAM and Eskom representati\.?es (which
inciudes Poobie Govendsr and Andre Pillay) on 25th July 2017, wherein HAM
proposed that a non-binding co-operation agreement {in support of this relationship)
be signed at BRICS summit in Xiamen, September 2017 in the presence of both

country presidents.

Jeany, being aware that | had been dealing with the Huarong ADFA, asked Poobie {o
refer the matter to myself and White & Case.

Wa&C and | reviewed the MOU and due to the non-binding nature of the terms, we
were ad idem that there would be no harm in signing the proposed MOU. Herewith
attached as annexure "F" is the W&C advice and as annexure "G” is the emait from
Poobie Govender to a HAM representative, sending the approved version of the
MOU together with a press relegse in connection with Eskom/China/BRICS projects.

DISCUSSION:

8. The Huarong asset financing submission is before the Investment Finance commities
{(IFC), to be tabled on Tuesday 15" August 2017. At the time of writing this memorandum,
| have no indication on the reason why a non-binding MOU is being presented for
authorization at IFC as the MOU does not bind Eskom o any commercial, technicat or
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financial commitments, ™’

9. ltis recommended that the submission be carefully scrutinized to understand the reason

for this project being tabled at IFC in fight of the fact that:

9.1. The ADFA has not been finalized as there are still legal issues which remain
unresolved therefore Eskom Legal has not provided legal sign off as required;

9.2. Similarly, the fee letter, due to the nature of the parties proposed to be compensated
has not heen signed off by Eskom Legal; and

g.3. The only document singed off by Eskom Legal is non-binding MOU which has no
binding effect on Eskom therefore it should not be hefore IFC.

FINANCIAL IMPLICATIONS:

10. Should Eskom be in breach of the Huarong term sheet, Eskom may be liable to pay the
cancellation fee as set out in the binding term sheet. W&C has. advised that due to the
nature of the parties to the deal, it is unlikely that Fskom wilt be suad for this cancellation

fee.

BUDGET IMPLICATIONS:

11. nfa

RECOMMENDATION:

"“42_Itis recommended that the Group Executive: Legal & Compliance:

12.1. reviews the submission from Group Capital to the IFC regarding the Huarong
Asset funding project and oppose any approvals if such are against legal advise as
set out in this memorandum;

12.2. requests reasens from the relevant signatories and senior officials as to why
ihe binding term sheet was signed without following proper lega! and governance

T - TR g
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processes; and
12.3. requests reasons as to why Group Capital and Eskom Treasury is persisting

with the Huarong Asset funding project despite legal advice regarding the terms of |
the ADFA and the fee letter.

Compiled by:

Name: Gabriela Palacios-Flusk
Title; Corporate Specialist
Date:

Approved/ Not Appraved

Suzanne Daniels
Group Executive: Legal and Compliance

Pate:
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. ANNEXURE AP13
|
Unique ldentifier | 221-222
_Document Type OCSDTE i
@ €slkom SUBMISSION DOCUMENT Revision 0
Revislon Date July 2015
Office of the Company
Secretary
¥ EXECUTIVE SUMMARY ¥

SUBMISSION TO IFC BOARD ON 18 August 2017

1. TITLE OF THE SUBMISSION
HUARONG ASSET FINANCING :

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

3. SUMMARY OF FACTS
3.1 Salient Facts ;

On the 3 February 2017, IFC Board gave Eskom Treasury the Mandate io negotiate but
not enter into a financing agreement between Eskom Holdings SOC Ltd and HEA (See
Annexure A). Eskom has since negotiated the terms and conditions of the Asset
Development Framework Agresment (ADFA) and that have resulted in this framework
agreement being in a final and agreed form. The ADFA provides for the payment of fees,
the terms of which are contained in a separate fee letter (See Annexure B). Eskom
Treasury is requesting the Mandate to conclude this financing arrangement.

Following the IFC Board approval, Eskom Treasury engaged in negotiations that
resulted in the signing of the Term sheet on the 14 March 2017 {See Annexure

Q).

On the 17 May 2017, Eskom Treasury received an approval from the Board Tender
Committee to conclude a financing agreemént (See Annexure D). The approval was ‘
sought to validate the procurement process followed to obtain and proceed with the
proposals for innovative funding that do not require use of government guarantses.

The funding provided will form part a fully funded "turnkey” type asset creation structure
to assist Eskom’s capital expansion programme. The structure includes an overarching
ADFA which will be concluded between Eskom and HEA, and will provide for the
following activities to be in place to give effect to the asset finance arangement:

HEA SUBMISSION TO IFC BOARD August 17 Page 1 of 7
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Unigue Identifier | 221-222
Document Type OCSDTE

@ €Sk0m SUBMISSION DOCUMENT Revision 0

Revlision Date July 2015

Office of the Company
Secretary

i. Provisio;n and approval of project list; w
fi. Approval of funding for a specific project; '
iii. Selection of the EPC contractors from the panel;
iv. Finalization of SPV Company;
v.  Construction by the selected EPC company and
vi. Leasing of the asset to Eskom.

The projects listed in the project schedule will be made up of projects built by a panel of

Engineering Procurement and Construction (EPC) companies chosen by Eskom and

HEA based on the designs and specifications provided by Eskom.

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

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

The costs associated and considerations with the financing to be provided are as
follows:

¢ Pricing: Likor plus Spread

e Spread: 720 basis points (bps)

» Fees:

o Programme Development Fees: 160 bps (once off), which will be paid in
two separate installments, the first being upon signing date of the ADFA
and the second will be payable after the effective date of the ADFA, which
is after fulfilment of the Conditions Precedents.

o Annual Commitment Fee: 80 bps on uncommitted funding

o Cancelation fees: 20 bps (once off), should Eskom not proceed before
signing the ADFA

o Due Diligence Fee-

» Prelim Assessment: 10 bps
«  Full wori: 20 bps
=  Final approvak 20 bps
» More details provided in the“"‘Fee letter (Annexure B)

It should be noted that the terms in the technical term sheet are superseded by the
terms in the attached fee letter and ADFA.

3.2  Financial implications

HEA SUBMISSION TO IFC BOARD August 17 Page 2 of 7
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Office of the Company
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o The approval of the transaction will contribute towarg}s alternative funding
initiatives that are contemplated in the Corporate Plan which includes a
Borrowing Plan of R 337 billion for 2017/18 — 2021/22 financial years.

3.3  Human Resource implications
There are no human resource implications.

3.4  Risks (including Environment, Legal or Cantractual risks):
= All Loan and Facility Agreements are reviewed and co-signed or
approved by the Head of Legal and Compliance or his delegate.
Environmental and social conditions and related cavenants will be signed
off by Senior Manager — Environmental Management on a project by
project basis. Where required other specialist functions such as Tax
Department or Corporate Finance will be consulted.

= Eskom has not contracted Chinese EPC contractars extensively for its
goods and services. A due diligence of these contractors will be
conducted- by Eskom Engineering to ascertain their capabilities and

quality.
3.5  Verification by independent party (if applicable)
N/A

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

{FC Board approval.
SIGNED

%j’ ' I--§—20(7)
GROUP EXECUTIVE DATE

Who hereby represents that the above
Information is correct.

Submission preparad by: Andre Pillay
Contact Number: X 4417 ‘

HEA SUBMISSION TO IFC BOARD August 17 Page 3of 7 ‘
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Date:
To:

From:

ANNEXURE AP14

18 August 2017

Suzanne Daniels

Group Company Secretary
Acting Head of Legal

Eskom Holdings SOC Limited

White & Case LLP

Summary of discnssions to date re. Huarong Energy Africa (“HEA”) Asset
Financing Program (the “Program™)

Please find below a brief summary of discussions that White & Case have been
involved in,

1.
1.1

12

13

Discussions regarding the Program Term Sheet

On 9 March 2017, we received a draft of a term sheet for the Program
(the “Program Term Sheet™), that was described in its title as ‘final’
and dated 22 February 2017.

On 10 March 2017, we had an initial meeting with Eskom Treasury to
receive some background on the Program Term Sheet. Treasury had
indicated that while the concept of the type of turnkey arrangement was
potentially attractive, the terms were unfamiliar and they instructed us
to look at the Program Term Sheet and provide our high-level thoughts.
Based on a preliminary review of the same W&C advised that the
Program Term Sheet should not be signed prior to further negotiations
and amendment, given it included onerous binding terms for Eskom and
was ambiguous as to what was being offered by HEA and who the
parties were.

On 12 March 2017, we provided initial written thoughts on the Program
Term Sheet, repeating our advice to not sign in the current form, and
further proposing instead of looking to mark up the Program Term
Sheet, that first it made sense to consider/clarify certain key threshold
queries, including:

(a) Background on HEA. We proposed that further detail on HEA
be provided, given that, amongst other things, the Program
Term Sheet stated China Huarong Asset Management Co. Ltd
{(“China Huarong™) as the “parent company of HEA”, but
HEA. did not appear as a subsidiary on China Huarong’s
website.  We noted HEA should provide a structure diagram
(showing all intermediate companies and shareholding
percentages) and details of the background of its directors to
explain this.

White & Cage wLo, 8 Jimited fiability hi d in England & Vvales under number QC324340. Authorised and regulated by
the Solicitors Regulation Autharity. Tha mglsterscl ‘office address s 5 Okt Broad Street, London ECZN 1DW. Tha term partner i used 10
refer 10 8 member of this partnership, a list of whary is avallable at the registered office.
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) Source of Funds. We noted HEA is stated as the lender for $1.5bn/up to $6bn, and noted
HEA should identify the source of these funds, and when/how they would be committed.

(c) Guarantees. construction eic. risks. We queried the details of if China Huarong would
guarantee ITEA’s obligations, how construction risks (e.g. cost overruns, construction risk,
delays etc.) would be allocated between Eskom, HEA and EPC contractors, and related

issues.

(d) Financial terms. We flagged that financial terms appeared onerous generally, including
(based on $1.5bn, where applicable);

(i) Term  Sheet Cancellation Fee: $3m payable on bad faith
cancellation/repudiation/termination of the Term Sheet by Eskom before the Asset
Loan Framework Agreement (“ALFA”) is signed (compared to HEA having no
obligation to fund).

(ii) Signature Fee of ALTA: $24m fee payable on signature of the ALFA, described as a
“Facility fee’ (despite no commitment of funds by IIEA as that was subject to due

diligence etc.).

(iii)  Due Diligence Fee: aggregate circa $7.5m fee if full disbursement requested, not
clearly linked to successful approval/drawdown for projects.

(iv)  Annual Commitment Fee: Annual fee of 0.8% of funds made available but unutilized
(unclear intent as no commitment on signing of the ALFA).

v) Interest Rate: Interest rate appeared to be “(100% of asset cost / years of asset life) +
(LIBOR + 7.5%)” — based on loans being for 5, 10 or 15 years based on the life cycle
of assets financed, this would lead to interest rate of LIBOR. + 27.5% / 17.5% / 14.2%
for 5/ 10 /15 years possibly {(intent unclear).

(vi)  Security Deposit: Uncertain amount to be left on deposit with HEA (or letter of
credit / guarantee provided) - this would be leaving cash with HEA without interest

during the loan period that HEA could use freely.

(vii)  Early Prepayment: If Eskom prepays a loan, it has to pay all the interest that would
have been payable if the loan had not been repaid early (i.e. for the whole 5/ 10 /15
year term). This is unusual, and is effectively a potentially huge prepayment fee.

1.4 We did not hear anything further on the Program Term Sheet until the following month.

1.5 On 11 April 2017, we received an updated word version of the Program Term Sheet (dated 14 March
2017), noting Eskom wanted to proceed with the Program. A number of our gueries set out above
were clarified (e.g. interest rate set as LIBOR plus a set interest rate), but the' majority were not
addressed. )

1.6 On 12-April 2017, we had a call with Eskom on which, amongst other things, we understood the
Program Term Sheet had already being signed, and that Norton Rose Fulbright (“NRF™) acting on
behalf of [IEA was drafting the ALFA and would deliver a draft in the week commencing 24 April
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2017. On 13 April 2017, we were provided with some further background materials, including a
‘HEA Term Sheet Discussion’ PowerPoint deck dated 11 January 2017,

1.7 On 18 April, we provided to Eskom a summary of points to be discussed with HEA prior to receipt of
the ALFA (and advised that Eskom could, where appropriate, request these points be clarified in the
ALFA to the extent possible prior to receipt of the first draft), including:

(a) Program Term Sheet binding. We noted the Program Term Sheet was expressed to be
binding on its face, and key areas to note in this regard were:

(i) Cancellation Fee: Noted that a cancellation fee of US$3 million (on the basis of an
initial ‘program value’ of US$1.5 billion) would be payable by Eskom where Eskom
has acted in bad faith, by preventing or frustrating the negotiation and conclusion of

the ALFA.

(ii) Confidentiality: Noted that, on its face, permitted disclosure appeared to be
extremely restricted (i.e. to employees of Eskom only).

(b) Key Structural Term Sheet Points. We provided commentary on a number of areas under the
following headings:

(1) Identity of HEA,

(ii) Source / split of funds for projects;

(iii)  Role of HEA;

(iv)  Identity of EPC contractors;

v) [dentity of Projects;

(vi) Structural Issue — Fit with other Financings;

(vii)  Structural [ssue — Operating / Maintenance of Assets;
(viii) Regulatory / Structural Issue — Accounting/Tax/COther;

(ix}  Key Financial Terms, with subheadings dealing with (a) Term Sheet Cancellation
Fee, (b) Signature Fee of ALTA, (¢) Due Diligence Fee, (d) Annual Commitment
Fee, (¢) Interest Rate, (f) Security Deposit, and (g) Early Prepayment.

We can provide a summary of these discussion points if required.

1.8 On 20 April 2017, we had a call with Eskom to discuss the summary we provided on 18 April 2017,
and on 21 Aprit'2017 we provided a draft email to Eskom for Eskom to considér sending to HEA
asking that the first draft ALFA address a number of points that we identified in our summary of 18
April 2017 (i.e. to ensure that the draft ALFA covered all key concerns).

Memaorandum
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2. Negotiation of the Asset Development Funding Agreement (ADFA)

2.1 There was a call with Eskom scheduled for 26 April and an all-party video conference scheduled with
NRF, HEA and Eskom on 28 April 2017, but both of these were postponed as the initial draft of the
ALFA/ADFA was not yet available from HEA.

22 On 3 May 2017, we received a first draft of the Asset Development Funding Agreement (“ADFA”)
prepared by NRF.

2.3 The ADFA was expressed to be the ALFA contemplated in the Program Term Sheet. There were a
number of structural issues which were unclear and/or of concern in the draft ADFA.

24 The key issues identified were largely still those contemplated in paragraphs 1.3 and 1.7 above. Once
again, for ease of reference, these included:

(a) Fee Structuring: The manner in which the fees were to be paid to HEA was not consistent
with what we expected to see in an agreement or transaction of this nature, given that the
Frogram Development Fee of approximately ZAR400 million was to be paid to HEA on an
up-front basis. We would typically expect these fees to become payable only once funding
had actually been committed by banks and financial institutions and it seemed more
appropriate for the fees to be paid on a milestone structure (ie. against progress by HEA in
actually developing and finalizing the Program, the Program structure and the individual
projects under the Program).

b) Construction risk: The ADFA provided no clarity on how Eskom will be protected from
construction-period and, where relevant, operations-period risks in relation to each project
contemplated to be funded under the ADFA;

(c) Total Project Cost and EPC Contract Price: The procedures stipulated in the ADFA did
not clarify how Eskom would get comfortable with the finalization of the Total Project Cost
applicable to each project to be funded under the ADFA.

2.5 This is not a comprehensive list and the original advice can be supplied if required.

2.6 The crux of our concerns was that the draft ADFA provided clarity on how, when and how much
HEA would get paid by Eskom (which payment structure seemed urnusual and out-of- market) but
provided very little concrete detail on how the Program itself would work for Eskom’s benefit without
further clarification of the terms and structure of the overall program.

2.7 On 9 and 10 May 2017, W&C prepared a table of issues for Eskomn identifying the material perceived
risks contained in the ADFA.

2.8 It was agreed with Eskom that given these high-level structural issues, it would be best to progress by
way of an initial meeting with NRF to see whether the NRF team could provide a degiee of clarity on
some of the issues which W&C identified, before drilling down into more detailed drafting issues on

the ADFA.

2.9 W&C met with NRF on 11 May 2017 to discuss the ADFA. The meeting was not particularly fruitful
as there was little clarity from NRF as to how some of the bigger issues identified would be addressed
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(other than to assure W&C that these would be set out in various transaction master agreements and
that the delivery of drafls of these agreements was imminent).

2.1¢  Following this meeting, on 11 May 2017 we emailed the full table of issues to Eskom.

2.11  Eskom acknowledged the table of issues needed to be addressed in order to proceed on 12 May 2017
and emailed the table of issues to HEA in the form received from W&C advising HEA that the
intention from Eskom’s side would be for the respective legal teams to meet to resolve as many of
these issues as possible by Monday 15 May 2017.

212 On 15 May 2017, based on the table of issues, HEA provided a revised ADFA and a set of responses
to the table of issues. There was very little movement on any of the key issnes W&C had identified.
NRF also provided a draft term sheet for the master lease agreement contemplated in the ADFA.

2.13  We had a call with Eskom to discuss these responses on 16 May 2017.

2.14  W&C also prepared a detailed mark-up to the ADFA setting out the changes W&C proposed be made
to the agreement, based on the table of issues. W&C also provided a mark-up of the master lease
agreement term sheet received from NRT.. W&C sent all of these documents through to Eskom on 17

May 2017.

2.15  On 18 May 2017, Eskom provided input in response to our mark-ups, agrecing with all of the issues
identified.

2.16 Consolidated comments including feedback from Eskom were sent to NRF on 18 May 2017 in
anticipation of a call with HEA and NRF on 19 May 2017.

2.17  To date, there has been no further feedback on or revision of the master lease agreement term sheet
from HEA or NRF.

2.18  Following a conference call on 19 May 2017, NRF distributed a revised draft of the ADFA on 21 May
2017. This revised draft was discussed between NRF and W&C on 22 May 2017. W&C sent through
additional comments on the ADFA on 22 May 2017, following this meeting.

2.19 By this stage the issues in the ADFA had been reduced to the following (largely because it was agreed
that most of the broader structural issues would not be dealt with under the ADFA but would instead
be dealt with under the individual master transaction documents and that these would be negotiated
and finalized as conditions precedent to the ADFA becoming effective to protect Eskom’s position in
light of the binding nature of the Program Term Sheet):

(a) Program Structure: There was still no clarity on some of the structural issues relating to the
Program although the ADFA had been amended to provide Eskom with sufficient oversight
on how these items would be developed to reduce the degree of risk related to these items (by
making it clear that these items were still required to be settled in the various transaction
documents to Eskom’s satisfaction). Some customary protections were included in the draft
ADFA by way of concession from HEA;

(b) Fee Structuring: It was clear that the issue of fee structuring would not be resolved between
the legal teams and, as a consequence, we suggested removing the fee payment provisions
from the ADFA-and negotiating these directly between HEA and Eskom. HEA continued to
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insist that the Program Development Fee be paid on signing of the ADFA and vet the ADFA
by itself did not provide clarity on the structure of the program, which appeared to W&C to

be inappropriate;

© Intellectual Property: HEA wanted the form of Program to be protected as intellectual
property of HEA. This, in our view was very unusual, potentially onerous to Eskom (as it
could atllow HEA to prevent Eskom entering into comparable transactions with third parties in
the future) and ultimately unworkable.

220 NRF distributed a revised ADFA on 23 May which included the same fee provisions and also
provided that the fees would be payable to a nominee of IIEA, Ideva International Group Limited

(“Ideva™).

221 It was not clear to W&C how Ideva was related to HEA and W&C requested customary due diligence
information from HEA and NRF to investigate Ideva. The preliminary company documentation we
received and a very simplified structure chart did not provide any real clarity on the relationship
between China Huarong, HEA and Ideva.

222 On3 June 2017, NRF distributed a further revised ADFA which removed the fee payment provisions,
on the understanding that these would be separately addressed in a fee letter to be signed between
Eskom and HEA.

223 W&C provided comments on this document and a further draft of the ADFA was issued by NRF on 5
June 2017, The ADFA was now largely in agreed form, subject to two material caveats:

(a} all of the issues relating to the fees payable under the Program remained outstanding; and

(b) clarity on the full program structure would only be agreed in the detailed master transaction
agreements, of which only a single term sheet for a single agreement had to that date been
issued by HEA and NRF (and no further progress has been made in relation to that document
since the W&C comments of 18 May 2017).

3 Fee Letter, HEA Corporate Structure and Ideva

il On 5 June 2017, Eskom sent W&C a copy of the signed Program Term Sheet (until this time, W&C
had been working with the final draft Program Term Sheet in Word format) as well as a draft fee letter

which had been prepared by HEA and sent to Eskom.

3.2 W&C provided Eskom with comments on this draft fee letter on 6 June 2017. The most material
issues identified by W&C were the following (consistent with our equivalent comments on the fee

provisions in the ADFA):

(2) Program Development Fee: The program development fee should not be payable by Eskom
to HEA in full and on an up-front basis. We proposed a back-ended milestone payment
structure which would give Eskom a greater degree of control over the fees and greater ability
to confirm that the program was being successfully developed by HEA. The bulk of the fees
(75% in total) in the W&C proposal would become payable on approval of funding by the
lenders (25%), actual payment of loan proceeds to the project SPV (25%) and the issue of
notice to proceed under the first EPC Contract (25%). Only 5% of the Program Development
Fee would be payable upon signature of the ADFA;
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(b) Commitment Fee: The available Commitment definition needed to reflect actual committed
and available funding amounts not yet drawn by Eskom, not merely program value not yet
received as funding under the Program (in other words, no commitment fees should become
payable unless there was actual committed but undrawn fiinding available to Eskom under the

Program);

{c) Non-refundable fees: It was not acceptable that the fees were being paid on a “non-
refundable” basis, where there was no assurance that HEA would ever successfully develop
the Program,

(d) Identity of Payee: The fees were payable to a nominee of HEA (Ideva, contemplated above)
and it was unclear to W&C what relationship, if any, this entity had to the transaction, to

HEA and to China Huarong.

33 NRF and HEA were asked to provide further information on the unknown payee entity, Ideva, but
ultimately what was provided reduced W&C’s level of comfort with this payee and the HEA group
structure generally: ,

(a) HEA was only incorporated in South Africa in February 2017;

(b) Ideva was the majority shareholder in HEA, Ideva itself being a shelf company registered in
the British Virgin Islands and holding a bank account in Hong Kong, having no direct link to
China Huarong and having no trading history (indeed, no financial statements were available
and when requested, very generic and uninformative financials were provided);

{c) China Huarong itself only indirectly held a minority stake in HEA (25%) (which only owned
a minority stake in HEA through three other subsidiaries, including by way of Huarong Real
Estate Co. Ltd’s 51% sharcholding in the Huarong Overseas Chinese Asset Management Co.

Ltd.).

3.4 According to the due diligence documentation provided by NRF and internal investigations carried
out by W&C:

(a) HEA is a newly-formed (28 July 2013), South African-incorporated company that has six
directors:

(i) Chen Jian Bao (also Chairman and Chief Executive Officer of Sino Energy
International Holdings Group Limited (“SEIH™) and sole shareholder and director in
Ideva International Group Limited (“Ideva™));

(ii) Fu Qu;
(iii)  Kwan Siu; .
(v)  Yan Sui; ;

() Bhekizenzo Rex Madida (also Executive Director: Business Development of Tribus
(Proprietary) Limited (““Tribus™); and

(vi)  Rajeev Thomas (also Managing Director and co-founding partner of Tribus).
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(b} According to the structure chart sent to us by NRF, HEA has three shareholders:
(i) Tribus (21% of HEA);
(i) Ideva (54% of HEA); and
(iii)y  Huarong Energy Investment Company Limited (“HEIC”) (25% of HEA).

35 The structure chart initially provided no clarity on the respective shareholding in HEA of each of
these entities but this was subsequently clarified. It also emerged that Chen Jian Bao had a 35%
shareholding in HEIC which provided some link to China Huarong but the nature of the relationship

remained unclear.

3.6 W&C had previously (through resources from our Hong Kong and Beijing offices) prepared an
internal corporate structure chart from publicly available information attempting to trace how China
Huarong could be classified as the ‘parent’ of HEA, and the information that was available from
initial public searches (with no verification) was as follows:

(a) China Huarong Overseas Investment Holding Co Limited (“China Huarong Overseas™) is a
indirect non-wholly owned subsidiary of China Huarong;

(b) HEIC is 65% owned by China Huarong Overseas;
{©) SEIH is 29% directly owned by HEIC,

(d) SEIH is 45% directly and indirectly owned by China Huarong Overscas (i.e. including the
29% owned via HEIC), and this is a controlling interest;

3.7 We previously assumed that HEA was owned/controlled by/via SEIC, but this turned out not to be the
case in light of the more detailed second structure chart received from NRF.,

3.8 In any event, it appears clear from what has been provided that HEA is not in fact ultimately
controlled by China Huarong as stated in the Program Term Sheet. It was also noted that HEA does
not appear to be specified as one of China Huarong’s subsidiaries on China Huarong’s website.

39 Tribus appears to have three directors (Rajeev Thomas, Wim Terbblanche and Bhekizenzo Rex
Madida). It is unclear whether these directors are also the sole shareholders in Tribus. Tribus itself is
incorperated in South Africa and was only registered on 3 February 2014. Its website states that
Tribus provides three key services: project development, project funding and SME funding. Rajeev
Thomas and Wim Terblanche are also co-founders of EON Consulting, a South African Management
Consulting and Engineering company specializing in the utilities and infrastructure business and one
of the largest utility management consulting firms in Africa.

310 W&C was unable, through its own independent investigations in Hong Kong, to verify what had been
supplied by HEA and NRF.

3.11  Various follow up questions were asked to clarify the relationship of Ideva to HEA and it eventually
emerged that Ideva was wholly owned by Chen Jian Bao. To date, the relationship between Chen Fan
Bao and China Huarong is not clear. We advised Eskom of our concems about the payment structure
and this nominated payee, Ideva (particularly given that (a) the fec payments were expressed in the
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fee letter to be paid on a non-refundable basis and (b) the fees were supposed to be paid into an
offshore bank account of a shelf-company registered in the British Virgin Islands),

3.12  W&C comments on the fee letter were discussed with Eskom on 19 June 2017. The Eskom team
agreed that many of the issues identified were very problematic and would have to be appropriately
addressed before the fee letter could be signed or any funds paid out by Eskom.

3.13 It was agreed that Eskom would enter into direct negotiations with HEA on the fee letter to try to
resolve these issues.

3.14  On 23 June 2017, W&C received feedback from Eskom that the negotiations with HEA were not
going well and that no progress had been made on the bulk of the issues raised in our mark-up, HEA
was not prepared to deviate from what HEA. perceived to be the agreed terms of the Program Term

Sheet.

3.15  The feedback W&C received from Eskom suggested that Eskom was prepared to consider entering
into a milestone payment structure in terms of which 60% of the program development fee was to be
paid on signing the ADFA and the remaining 40% would be paid upon fulfilment of the conditions
precedent to the ADFA becoming effective. Whilst ultimately a commercial decision, we advised that
this did not fully mitigate the program development risks W&C had identified in its comments on the
ADFA and the fee letter, respectively, and that the feedback from the meeting did not address W&C
concerns about the fee letter, including those relating to the identity of the payee entity and the
manner in which the fees were payable by Eskom to ITEA.

3.16  The Eskom team further confirmed that the identity and connection with the various parties needed to
be fully investigated to Eskom’s satisfaction before the fee letter was signed or any payment made.

3.17  There has been no further feedback or instructions from Eskom on the fee letter since 23 June 2017
(until W&C was asked to provide a form of sign-off on the ADFA, fee letter and the Group structure

on i6 August 2017).

4. Strategic Cooperation Agreement (“SCA”)

4.1 There was no further feedback on the Program from Eskom until 26 July 2017 when Eskom
forwarded the draft Strategic Cooperation Agreement (“SCA™) that China Huarong was proposing to
conchude with Eskom, ostensibly as a symbol of China Huarong’s commitment to the Program.

4.2 As this was not expressed to be a legally binding document, W&C had minimal comments on the
SCA (these were primarily aimed at reinforcing the non-binding nature of the document). W&C
advised Eskom that subject to our comments being accepted by HEA, execution of the SCA presented
a low risk from a legal perspective. However, W&C once again advised Eskom that the SCA did not
address any of the concerns raised by W&C in relation to the fee letter.
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PURPOSE:

1. The aim of this submission is to brief the Group Executive: Legal & Cempliance of the:-

2. Huarong asset financing arrangement as well as the possible signing of a non-binding
co-operation MOU with Huarong Asset Management China during the BRICS Xiamen
Summit between the 3rd and the 5th of September 2017, and

3. the submission by Eskom Treasury to the Investment Finance Committee (“IFC”)
regarding the singing of the Asset Development Framework Agreement and associated

documents.

4. Itis the writer understands that a briefing memorandum was compiled and sent by Group
Capital tc the IGCE. | have only been provided a draft of such memorandum which is
attached herein as annexure “A". The memorandum only deals with the signing of the

non-binding MOU.

BACKGROUND:

5. Eskom is currently working on an Asset Development Framework Agreement (ADFA)
which includes a funding facility with Huarong Energy Africa Proprietary Limited (HEA),
which is a spedial purpose vehicle (3PV) created for this asset finance project, which is a
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subsidiary of Huarong Asset Management (HAM), one of the largest asset companies

from China.

6. This project has a.history prior to Eskom Legzl becoming involved. | herein set out the
chronology of events to the best of my knewledge and according to the advices ‘of

members of the Eskom Treasury team as weli as attorneys from White & Case LLP

(W&C).

7. White & Case, at the request of Eskom Legal has provided a summary of their
involvement on the maitter, which is herewith attached and marked annexure B’

8. Aziz Laher has been asked, in the last two weeks, to give Eskom treasury his view in
regard to PFMA campliance regarding this transaction. At face value, he has verbally
advised that this transaction, at best would require PFMA approval.

9. THE BINDING TERM SHEET

8.1.

9.2

8.3,

9.4.

A binding term sheet was signed by Eskom in regard to the ADFA and ather related
issues. | was not part of the team advising on the binding term sheet, and was only

given a copy of the signed term sheet on 14 August 2017:

The binding term sheet was signed by Anoj Sing on 14 March 2017, in his capacity
as Group Chief Financial Officer. Such is attached as annexure “C™;

As this document binds Eskom confractually and financially, such should have had at
least the support and/or approval by the Group Execufive; Eskom Legal &
Compliance. | have not seen any docurnentation in this regard. | have reviewed the
various submissions to Board tender Committee and IFC in this regard; and none
give a mandate to Eskom treasury or the Chief Group Financial Officer {(*GCFO”) to
enter into a binding term sheet. At a high level this is a potential breach of the PFMA,
as this would be committing Eskom to non-value add and unauthorized expenditure;

W&C were on brief through Eskom treasury for this term sheet. They were brought in
on 9 March 2017 to review the draft term sheet. W&C had advised Eskom against
signing the term sheet because of its binding nature and the severity of the binding
caonditions to the detriment of Eskom. Their advice is recorded in their memorandum

attached herein.
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10. THE ASSET DEVELOPMENT FRAMEWORK AGREEMENT and FEE LETTER

10.1. Eskom Legal was instructed by Eskom Treasury to assist with reviewing the
ADFA (drafted by Norion Rose: attorneys for HEA) during May 2017. The extent
of the advice and involvement of W&C is set cut in the attached memorandum,
Nenstheless, some of the main issues of contention, as per the last draft of the

AFDA were the issues of the:

10.1.1. Program structure;
10.1.2. Fee arrangement and
10.1.3. Intellectual property.

10.2.  Originally the view from the legal feam was that a facilitation fee should be paid
upon the completion of a milestone or for a certain deliverable, in arder to derive
value for the moneys being disbursed by Eskom. At one point the parties agreed
to have the terms of the faciiitation fee being part of the Condition Precadent of
the ADFA. Soon after, the legal team was advised that the fee structure was
moved to a "Fee letter”. it was clear that the parties were keen in signing the
agreement during late May/early June 2017,

10.3.  WA&C persisted with its advice regarding some of the commercial terms but most
importantly about the facilitation fee. Although such was moved to the Fee letter,
such letter still bound Eskom to pay an entity that:

10.3.1. Had no links to the transaction {so there was no value provided for the
payment which Eskom was bound io make) and;

10.3.2.Ideva International Group Limited {“Ideva”) appears in the Huarong Asset
financing documentation only in the context of the fee letter. The Ideva
incorporation documents, as provided by Norton Rese, seem to be standard
company registration documentation from the British Virgin Istands. These did
not reveal the identity of directors or shareholders.

10.4. Moreover, Eskom’s Business Intelligence department provided information
regarding the parties to the project. The email containing the information from
Business Intelligence is part of the email chain under annexure “D”
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10.5.

10.6.
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| addressed an email o Andre Pillay and Sincedile Shweni on 14 June 2017,
selting out my discomfort regarding ideva’s role in the project as well as agreeing
with W&C advices on the matter. The email is herewith attached as annexure "D".

Since the emails referred to above, neither W&C nor myself received any other
correspondence regarding the ADFA or the Huarong Asset finance project, until
the request for legal sign off by Poobie Govender on the non-binding MOU
between Eskom & Huarong Asset Finance.

11. NON-BINDING MOU- STRATEGIC COOPERATION AGREEMENT

1.1,

11.2.

On 26 July 2017 Jeany Lekganyane was requested by Poobie Govender to
review the MOU and provide legal sing off to a non-binding MOU, pursuant to a
meesting between the Chinese delegation from HAM and Eskom representatives
(which includes Poobie Govender and Andre Pillay) on 25th July 2017, wherein
HAM proposed that a nen-binding co-operalion agreement (in support of this
relationship} be signed at BRICS summit in Xiamen, September 2017 in the

presence of both country presidents.

Jeany, being aware that | had been dealing with the Huarong ADFA, directed
Poobie to refer the maiter to myself and White & Case.

WE&C and | reviewed the MOU and due to the non-binding nature of the terms, we
were ad idem that there would be no harm in signing the proposed MOU. W&C
advice is set cut in their memorandum in paragraph 4. Annexure “E" is the email
from Poobie Govender to a HAM representative, sending the approved version of
the MOU together with a press release in connection with Eskom/China/BRICS

projects.

DISCUSSION:

12. IFC SUBMISSION — 15 AUGUST 2017

12.1.

The Huarong asset financing submission was before the IFC, on Tuesday 15"
August 2017. It was not approved by the IFC, Eskom Treasury is seeking to place
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HUARONG ASSET FINANCING
Page 5 of 7
the submission before the IFC as soon as practically possible but before the next
schedule meeting in September 2017,

12.2.  ltis recommended that the submission be carefully scrutinized to understand the
reason for this project being tabled at IFC in light of the fact that:

12.2.1.The ADFA has not been finalized as there are still legal issues which remain
unresolved therefore Eskomn Legal has not provided legal sign off as required;

12.2.2. Simitarly, the Fee letter, due to the nafure of the parties proposed to be
compensated has not been signed off by Eskom Legat;

12.2.3. The only document singed off by Eskem Legal is non-binding MOU which has
ne binding effect on Eskom therefore it should not be before |FC; and

12.2.4. There seems o be a number of PFMA issues in this transaction which have
nat been clarified and/or signed off by Eskom Legal & Compliance.

12.3. Subsequent to the matter being tabled at IFC Eskom legal requested further
documentation from Eskom treasury to further understand the underlying nature
of the transaction as well as ta verify the statements made in the submission to
IFC. Such request to Treasury is marked annexure “F". Only one of eight
documents/ information requested has been forwarded to the writer, despite

repeated requests.

3. IFC Minutes of 3™ February 2017 and submission of 15" August 2017 {annexure “G")

13.1. In the IFC submission, Eskom treasury indicates that on the 3 February 2017, IFC
Board gave Eskom Treasury the mandate to negotiate but not enterinto a
financing agreement between Eskom and HEA.

13.2. It is clear from the minutes of 3™ of February that :

13.2.1. Eskom freasury team was given a mandate to negatiate but not conclude with
HEA. If such is the case, why then did the GCFO sign a binding term sheet,
binding Eskom to a number of onerous provisions? In the submission of 16 of
August 2017, such signed term sheet is mentioned, but what is not mentioned is
the fact that such was a binding term sheet;

13.2.2. The mandate includes the requirement that:
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13.2.21.  *..with a fulf disclosure of the names of the sharehoiders and the
value/perceniage of each shareholding being presented to the
Committee as part of the feedback report,”. This is stressed by
several members of the committee as recorded in the minutes. The
current structure presented to Eskom by HEA provides for names of
companies with very little detail as to who physically Is behind these

companies;

13.2.2.2, Andre Pillay, Eskom treasurer, represented to IFC that the HEA
proposal was part of an RF| issued to the market. He indicated that: -
An RFI had been issued info the market resufting in the three tablad
proposals. In terms of the Huarong proposal it was noted that the
submission addressed the Board’s and Corporate Plan’s initiatives in
respect of public partnerships”. It is unclear why Eskom would
conclude binding agreements pursuant to an RFI.

13.3, There was an RFP issued on 13 March 2017 (which seems to be pursuant to the
RFI), which HEA tendered for on 27 March 2017. The RFP closed on 29 March
2017. Itis inexplicable why then was the binding term sheet signed by the GCFO
on 14 March 2017. Incicentally, the binding term sheet was part of HEA's tender
of 27 March 2017,

13.4. Moreover, Eskom Treasury referred the shortlisted tenderers of the RFP to
Eskom’s Assurance & Forensics ("A&F”") to review the evaluation process. HEA
was not amongst the shortlisted tenderers which were reviewed by A&F. Once
again this is inexplicable on the facts and documents presented to me, absent a
plausible explanation from Eskom Treasury, which has been requested but not

forthcoming.

FINANCIAL IMPLICATIONS:

14. Should Eskom be in breach of the Huarong term sheet, Eskom may be liable to pay the
cancellation fee as set out in the binding term sheet. W&C has advised that due to the
nature of the parties to the deal, it is uniikely that Eskom will be sued for this cancellation

fee.

BUDGET IMPLICATIONS:
15.nfa
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RECOMMENDATION:
L
16. It is recommended that the Group Executive: Legal & Compliance:

16.1. reviews the submission from Group Capital to the IFC regarding the Huarong
Asset funding project and oppose any approvals if such are against legal advice

as set out in this memorandum;

16.2. requests reasons from the relevant signatories and senior officials as to why the
{ binding term sheet was signed without following proper legal and governance

processes; and

o

16.3. requests reasons as to why Group Capital and Eskom Treasury is persisting with
the Huarong Asset funding project despite legal advice regarding the terms of the
ADFA and the fee letter and possible PFMA implications.

Compiled by:

) 7 Q:/z}—"&

J&:’-’f‘ C';L p— ,-.-‘.3
Nar{e: Gabriela Palacios-Flusk
Title: Corporate Specialist: Legal & Compliance
Date: &% ,ﬂﬁ‘ “Z’{) \7 e{@ W)j} < ’t

N Y
4
Approved/ NOrZpproved M JM

Suzanne Daniels
Group Executive: Legal and Compliance

Date: "7!1'@0[’7:

P
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ANNEXURE AP16
& €skom

MEMORANDUM

To: Mr Poobie Govender (GM Strategic Projects Reference
Department and Acting Programme Director PDD)

Cc: Calib Cassim (Acting CFO)

From: Mr Mohamed Khan (Acting GM Corporate Version;
Finance)

Date: 06 September 2017

SUBJECT:ANALYSIS OF A FULLY FUNDED TURNKEY OPTION COMPARED TO AN ESKOM
EPC PROJECT FUNDED THROUGH TREASURY TYPICAL FUNDING SOURGCES

1. PURPOSE

The purpose of the analysis is to compare the financial impact of a project contracted on a
turnkey basis and funded. by non-SA government guarantees from traditional funding

sources to the Huarong Energy Africa (HEA) option.
in addition, a high level review of the HEA term sheet signed by Eskom on 14 March 2017
was done to identify other risks that Eskom could be exposed to.

2. SCOPE AND ASSUMPTIONS

Please note that the Term Sheet is at high level and certain assumptions have been made
as part of the analysis as details would differ depending on specific project negotiations.

¢ Three scenarios were analysed and each scenario is based on information available
as of 31 August 2017.

» As part of the financial analysis we have assumed that the cost of the capital project
is the same under all funding scenarios as the contracting for the construction would
be on a turnkey basis thereby transferring execution risk, cost overrun and other
risks to the EPC contractor.

Head Office
Tel +27 11 800 8111
Eskom Hoidings SOC Ltd Reg No 2002/015527/30
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Analysis of a fully funded turnkey option compared to an Eskom EPC
project funded through Treasury typical funding sources

2.1. Scenario 1: Eskom Self Funds via a bond issue

e Eskom conducts the procurement process to identify the EPC contractor and
enters into a fully wrapped EPC arrangement (turnkey basis) and provides its
own funding through issuing an unguaranteed international bond through it's
‘business as usual’ Treasury processes,

» US$2bn capital project cost estimate (including a premium for a fully
wrapped option) is used for illustration purposes,

o Upfront facility fees of 1.1%

¢ Annual fee of 1% on the amount of the funds made available but
uncommitted by Eskom The bond issue is for 15 years,

= The coupon interest is paid over 15 years semi-annually with the face value being
paid at the end of the 15 years,

« The hond proceeds are received on date of the bond issuance, and since the
construction is assumed to be over a 5 year period, the unused cash is placed on
deposit. Payment to the EPC contractor is based on achievement of key
milestones.

* Interest is earned (on the unused cash available) on the basis that the money is
spent evenly over the 5 year construction period,

» Interest is earned at US$ Semi-annual rate of 1.47%, and

e The bond is issued at a cost of & months Libor +520 to 570 basis points,

2.2, Scenario 2: ECA funding

= [Eskom conducts the procurement process to identify the EPC contractor and
enters into a fully wrapped EPC arrangement (turnkey basis) and ECA funding is
used,

e US$2bn capital project cost estimate (including a premium for a fully wrapped
option) is used for ilustration purposes,

¢ The ECA is over a 15 year period (5 year drawdown and 10 year repayment) to
be repayable semi-annually,

» The ECA loan is raised at a cost of 6 months Libor +470 to 520 basis points

(fixed rate and includes a premium for guarantees),

Eskom Holdings $0C Ltd Reg No 2002/015527/30 Page 2
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Analysis of a fully funded turnkey option compared to an Eskom EPC
project funded through Treasury typical funding sources

* The ECA rates are less than the Eskom issued bonds as the banks would look at
the Country ECA risk in their credit assessments. The ECA is guaranteed by the
country providing the ECA as the ECA country government takes the risk and
therefore the rates are dependent on the specific country risk. (This form of
funding implies that SA and Eskom does not need to provide any explicit
guarantees), and

* Invoices are paid directly by the ECA to the EPC contractor, based on
achievement of set milestones and verification by Eskom.

» During construction, interest is capitalised and only paid post construction

completion.

2.3. Scenario 3: Huarong option

» The Funder identifies the EPC contractor and provides a fully funded ‘turnkey'
type asset creation solution.

» USS2Zbn capital project cost estimate (including a premium for a fully wrapped
option) is used for illustration purposes,

= Upiront facility fees of 1.6% ($32m — ZAR416m)

» Annual fee of 0.8% ($16m — ZAR208m based on $2 000m) on the amount of the
funds made available by HEA but uncommitted by Eskom

* Due diligence fees of 0.5% ($10m ~ ZAR130m based on $2 000m project value)
of the project value consisting of costs for a preliminary assessment, full due
diligence work and legal agreements

* No sovereign guarantees required
» The project construction period is 5 years
¢ The loan is available at a cost of Libor +720 basis points

* HEA pays the contractor directly during the 5 year period, and the completed
project is handed over to Eskom after the 5 year period.

* The loan is repayable over 10 years semi-annually after the 5 year construction
period, and

» During construction, interest is capitalised and only paid post construction
completion.

Eskom Holdings SOC Ltd Reg No 2002/015527/30 Page 3
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Analysis of a fully funded turnkey option compared to an Eskom EPC
project funded through Treasury typical funding sources

3. RESULTS

3.1 The table below represents the net present value ($'m) of the three scenarios:

Scenario
1 2 3
Spread Eskom Bond ECA Huarong
Libor +470bps - 2686
Libor+ 520bps 2568 2806
Libor + 570bps 2682
Libor + 720bps 3339

The results indicate that the traditional Eskom funding sources even at the upper range
of their pricing is more favourable than the Huarong option, which is further illustrated
by the graph below.

3.2 The graph below illustrates the cumulative nominal cash flow/payment profile ($'m) of

each of the 3 scenarios.

Please note that the repayments are semi-annual, as such the cash flows below

represent 30 periods over 15 years.
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Analysis of a fully funded turnkey option compared to an Eskom EPC
project funded through Treasury typical funding sources

3.3 Break even analysis
The table below shows the point at which the bond and ECA would be comparable to

the Huarong option.

Scenario ]
N N 2 3 |
_ Eskom Bond | ECA Huarong |
To achieve the equivalent ) ‘
NPV as the Huarong loan Libor + 860 bps Libor + 770 bps Libor +720 bps
of $3 339m |
| % increase in basis points | 51% (from 570 to 40% (from 520 to ‘
from current quoted rates 860 bps) 770 bps) ‘
| (at the top end)
| ;’fomcg g ba?'s dpggz 65% (from520to | 55% (from 470 to
gy © 860 bps) 770 bps) | |

| (at the bottom end)

3.4 ADDITIONAL POINTS TO CONSIDER

e The upfront facility fees are payable as soon as the Asset Loan Framework
Agreement (ALFA) is signed. This does not work in Eskom’s favour as the duration
it takes to go out to the market and to create the SPV will not be in a short time-
span and Eskom would incur this cost upfront without any guarantees of a

successful fully wrapped solution.

e The above also applies to the annual fees of 0.8% which Eskom would start
incurring from first day of signing the facility but due and payable by Eskom at the
end of each year commencing from closing date of the ALFA.

¢ The fotal cost that Eskom will incur on the date of signing is $32m (ZAR416m).
This fee is payable in two instalments, $16m (ZAR208m) on the date of signing
and a further $16m (ZAR208m) after 6 months. It is unclear whether Eskom will be
refunded the costs if the project does not go ahead or if the project is not

successfully completed.

Eskom Heldings SOC Ltd Reg No 2002/015527/30 Page 5
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Analysis of a fully funded turnkey option compared to an Eskom EPC
project funded through Treasury typical funding sources

» As per Treasury, It should be noted that Huarong have indicated that they would
be raising funding via 70% debt and 30% Equity. The debt would be raised through
bond issues, DFi's and ECA’s which come at a relatively lower rate. The rate
applicable is fixed Libor +7.2% which does not allow for adjustments to the rate
where Huarong are able to secure more favourable terms. The rate should have
been negotiated with a fixed and variable portion so that the Eskom is able to
benefit from the down swing in rates and is hedged through having limited

exposure in times of an upswing in rates.

e I Huarong approaches the funding markets as indicated above (Bonds, DFi’'s and
ECA’s) then they will be cannibalising lenders that Eskom can access directly at

potentially lower costs.

» The term sheet does not cover aspects such as what criteria will be used to
choose projects, what the costs of the project will be and whether the EPC
contractor will be selected on a fair, transparent and competitive basis, in line with

Eskom procurement palicies.

« |tis unclear what Eskom’s recourse will be in case of an unsuccessful execution of

a project.

¢ The review of the provisions contained in the term sheet indicate that in certain
instances Huarong has final decision making rights and control over certain issues.
This is likely to result in risks being borne by Eskom which could lead to cost

overruns and possible disputes.

e While the comparison has been done against Eskom traditional sources of funding,
we recommend that Treasury takes a holistic view of the full Eskom borrowing
programme to understand what sources of funding are still available and how the

Huarong option measures up against other options available.

» A cancellation fee of 0.2% of the amount of the program value is payable if Eskom
cancels the term sheet. Assuming this fee is based on the indicated $2bn, this
would amount to four million dollars ($4 million). With the addition of the

Eskom Holdings SOC Lid Reg No 2002/015527/30 Page 6
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Analysis of a fully funded turnkey option compared to an Eskom EPC
project funded through Treasury typical funding sources

cancellation fee being paid, the Eskom ftraditional sources remain more cost

effective than the Huarong option.
4. CONCLUSION

» The financial comparison of traditional funding options versus the Huarong
proposal indicates that the Huarong proposal is more expensive relative to
Eskom’s traditional sources of funding where Eskom can also contract on a fully

wrapped EPC basis.

» The high level review of the term sheet also indicates that certain provisions
provide rights to Huarong that could result in risks being borne by Eskom that

Eskom is unabie to mitigate.

» Given the cost implications, risks and uncertainty around the legal, commercial
and regulatory aspects, as detailed in 3.4 above, the overali conclusion is that the
proposed Huarong solution is onerous and more expensive than Eskom's

traditional sources of funding.

» |t is therefore recommended that all other funding options should be exhausted
before the Huarong option is considered and that a detailed legal, risk, regulatery
and commercial due diligence be performed prior to signing the Asset Loan
Framework Agreement (ALFA). It has been noted that IFC has requested that a
full legal review be conducted before signing of the ALFA.

Eskom Holdings SOC Ltd Reg No 2002/015627/30 Page 7
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Analysis of a fully funded turnkey option compared to an Eskom EPC
project funded through Treasury typical funding sources

e It should be noted that the conclusion of this analysis is solely based on the
Huarong proposal (not private sector participation in general) and the comparison
of the costs & risks associated with their proposal compared with other sources of

funding available to Eskom Treasury.

Compiled by

Mohamed Khan
CORPORATE FINANCE GENERAL
MANAGER (ACTING)

Date: 6 September 2017

Eskom Heldings SOC Ltd Reg Ne 2002/015527/3¢ Page 8
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ANNEXURE AP17
Andre Pillay
From: Andre Pillay
Sent: Thursday, 26 October 2017 09:38
To: Calib Cassim; Sean Maritz
Subject: FW: IFC request : Huarong
Sean

Apologies mistakeniy send the response, in the process of finalising the response.

Thanks
Andre

From: Andre Pillay

Sent: 26 October 2017 09:32 AM
To: Sean Maritz

Subject: RE: IFC request : Huarong

From: Sean Maritz

Sent: 25 October 2017 10:13 PM
To: Calib Cassim

Cc: Andre Pillay; Wawa Xaluva
Subject: RE: IFC request : Huarong
Importance: High

Hi Caleb

After applying my mind the following :

1} SPV: Eskom will not own or create an SPV, SPV has not been legally formed

Eskom will lease asset once it is built and is productive.
Most likely be reflected on Eskom’s Balance Sheet, IFRS as this asset will be created for Eskom. In the ADFA,
should the project fail HEA will sit with an assel they can do nothing with, so legally they would want
recourse therefore it is an SP that will require NT approval (even if we just want to ensure governance).
The asset will transfer to Eskom when loan is repaid.

No, after it is completed it will transfer to Eskom
This is a built own transfer madel and is common in the construction industry. Probably the first for

Eskom.
A crude example is the formation of of joint ventures at Medupi or Kusile for delivery of civil works.

Agreed
The formation of such a spv did not require pfma approval as Eskom was not involved with this relationship. If

still required, PFMA clarity can be inserted as a CP in ADFA,
Yes, want if not granted you have paid the comment fee and you are back a F&W expenditure
2) The ADFA fund facility is R2bn and can be increased at Eskom discretion. This is a loan facility and shouid be
with board IFC, CE and CFO delegation. | understand the CE and CFO can sign facilities up to USD5bn. Fach
project that uses the facility will still go through the normal approval process and PFMA will be sought for each
investment depending on value. Also before any full loan agreement is signed Eskom will get a legal opinion as
thisis a term sheet. Loan agreement is a big agreement for each full loan. Term sheet is fixed
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3} Cancellation fee is only payable if we do not proceed with the AFDA and could be regarded as fruitless and
wasteful expenditure especially if Eskom had no intent to continue with the transaction (bad faith). The reason
why a funder requires it is due to expenditure they would incur to raise funds. No , they have not raised any
funding.

4}  All shareholders relationships where provided

Please see the W&C report

Caiib please provide your thoughts on the matter. And once again | ask what other options are on the table as a matter

of urgency.
| need to give the board and shareholder comfort we are not in a liquidity crisis

Regards
Sean

From: Sean Maritz
Sent: Wednesday, 25 October 2017 7:48 PM

To: Calib Cassim <CassimC@eskom.co.za>
Cc: Andre Pillay <PillayAn@eskom.co.za>; Wawa Xaluva <XaluvaMC@eskom.co.za>

Subject: RE: IFC request : Huarong

Dear Calib

| understand and will apply my mind and also discuss with legal to understand if there is a workable sclution or if we
should just abandon the transaction.

Caleb/Andre in meantime please provide me a list of other options on the table now as liquidity is a major issue right
now.

Thanks

Sean

From: Calib Cassim

Sent: Wednesday, 25 October 2017 6:15 PM

To: Sean Maritz <MaritzSa@eskom.co.za>

Cc: Andre Pillay <PillayAn @eskom.co.za>; Wawa Xaluva <XaluvaMC@eskom.co.za>

Subject: IFC request : Huarong

Hi Sean,
Please find supporting documents on the Huarong proposal :

Corporate Finance memo

Treasury memo

Legal (internal) memo — Wawa has not yet reviewed
White & Case {external) advise received on the proposal
Term sheet

Eskom short term facility proposal

U U ol
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Sean my understanding of the sum of these documentg.indicates several areas of concerns and that the risks would.;
need to be resolved.

From a PFMA perspective:

- The financing arrangement will require PFMA approval on account of SPV formations as well as envisaged project
values

- The signing of a binding term sheet for a financing arrangement of between 1.5-billion and 6-billion USD, may very
well be regarded as a future financial commitment envisaged in section 66 of the PFMA — this requires BOARD
approval [JFC limit is 250-m rand) — if there is no evidence of the required approval, then signing would amount tc a
breach of section 51 which wouid be an act of financial misconduct, and furthermore is also a criminal offence in
terms of section 86(3)

- Ifthe main agreement is not signed then a cancellation fee becomes payable, which may be regarded as fruitless &
wasteful expenditure

Furthermore, in terms of recent FICA amendments the beneficial owners of all counterparties must be known — subject
to confirmation this indeed applies to Eskom, then payment of a facilitation fee to Indeva cannot be made until the
beneficial owners {natural persons) are known, which is not the case currently.
Special note should be taken of Para 1.3 (d) of White & Case’s memo, dealing with financial terms, which they flagged as

onerous

In summary this could lead PFMA contraventions, irregular expenditure and charge of financial misconduct against the
Board.

Calib
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ANNEXURE AP18

® E€skom

Mr. Rajeev Thomas
Chief Executive Officer
Huarong Africa Energy
Johannesburg

2001

Dear Rajeev
Short- F billion

The meeting of 20 October 2017 refers

As indicated in the discussion during the above metioried meeting, that Eskom would like to
utilize the Huarong Africa Energy (HEA) Facility that is ctirrentty being considered by Eskom for
shortterm funding purposes. However given our assessment of the termshest currently under
discussion between Eskom and Haurong Eskom would like to propose the following :

Term sheet

Features of the | To fully fund Capital program (in respect of approved projects) with
Loan favourable terms.

No savereign guarantees required

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

Proposed loan | The Proposed loan amount is US$ 1.5billion. b
amount

Interest Rate Loan interest costs shall be calculated as

follows:
London Interbank Offered Rate (LIBOR) plus
[2.5% - 3.5%] per annum over the Loan term

Upfront fee A once off Facility fee of [0.5-0.8%] of the amount of the

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

Head Cffice |

Megawatt Park Maxwell Drive Sunninghifl Sandion
PO Box 1091 Johannesbuwrg 2000 SA
Tel +27 11 800 3649 Fax +27 11 800 5843 www.eskom.co.za

Eakom Holdings S0C Ltd Reg No 2002/015527/30
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2
[ Cancellation | A cancelation fee of the 0.2% of the amount of the facility shall be
fee payable by Eskom if Eskam repudiates, terminates or cancels this term
sheet.
Currency of the | US Dollar.
loan i
Tanor 3-7 years
Facilty Amount | US Dollar 1.5 billion :

st ngm

Eskom would appareciate it if HAE would consider these tarms for the shortterm facilty. The
relevant Eskom team is available to to engage you on the proposed terms and the overall

facilty.

£
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H
GENERAL MANAGER : ESKOM TREASURY
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® €skom

Yan Sui

Director Industrial Investment

China Huarong Overseas Investment Holdings Co., Limited
27/F, AlA Central, 1 Connaught Road Central,

HONG KONG

Dear Sui Yan

Your e-mail correspondence dated 12 December 2017 has reference.

| appreciate your consideration for our proposals for direct bond investment. | would want to
reiterate that this would be a very seamless process for Eskom to secure the proposed funding.

Eskom has also proposed a term sheet for the short term facility, your response to this and
further negotiations would allow Eskom to seek Board and necessary Government approval
for the facility. This would enable Eskom to negotiate and finalise a proposed mandate letter

as required by you.

| would also like to register that the short term facility is subject to mutually agreed terms and
conditions and that Eskom will only proceed with any other previously considered proposals
subject to the finalization and execution of the short term facility.

Kind regards

=

Sean Maritz
INTERIM GROUP CHIEF EXECUTIVE
Date: 1212/2017

Cc Rajeev Thomas

Head office
Megawatt Park Maxwell Drive Sunninghill Sandton
PO Box 1091 Johannesburg 2000 SA
Tel +27 11 800 4647 www.eskom.co.za
Eskom Holdings SOC Ltd Reg No 2002/015527/30
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ANNEXURE AP19

SUBMISSION TO ESKOM Template dentifier | 240-4302180¢ [ Rev
@ €skom | BoARD INVESTMENT & FINANGE | Document Montitr | 24012578233 | Rov
- COMMITTEE Effactive Dato 06 Fobrusry 2017
Raviow Date February 2026
.,a B
EXECUTIVE SUMIZARY

SUBMISSION TO THE BOARD INVESTMENT AND FINANCE COMMITTEE (IFC)

1. TITLE OF THE SUBMISSION

HUARONG ASSET FINANCING (HEA)

2. RESOLUTION REQUIRED

‘The Board IFC is requested to:

2.1. Approve tha Huarong Asset Financing Facility sublect to the finalisation of all Eskom
internal governance and relevant Government approvals;

2.2, Approve that Egkom Treasury negotiate with HEA the following:

2.2.1, Shori-term facility $2 billion for 6-12 months for execution and drawdown by 30

November 2017;

22.2. Shori-term Facillty will be based on the ierm sheet of the long-term facility

subject {o amendments;

2.3. Approve that the US$4 billion long term Asset Development Framework Agreement

(ADFA) be based on the signed term sheet;

2.4. Approve thal facllity fee Is pald by Eskom once confirmation and drawdown of the short

term facility as noted in 2.2 is agresd by HEA.

2.5. Delegate the power and authorily to give effect to the above to the Interim Group Chief

Executive.

HEA - 26 Octobar 2017
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3. SBUMMARY OF FACTS

3.1. Salient Facts

AR E

3.1.2.

On the 3 February 2017, IFC Board gave Eskom Treasury the mandale to

negofiata but not enter into a financing agreement between Eskom Holdings SOC
Ltd and HEA (See Annexurs A).

Eskom has since negotiated the terms and conditions of the Asset Development
Framework Agreement (ADFA) and that have resulted in this framework
agreement being in a final and agreed form:,

3.1.21. The ADFA provides for the payment of fees, the terms of which are

3.1.3.

3a.14.

contained i a separate fee letter (See Annexure B).
Following the IFC Board approval, Eskem Treasury engaged in discussion that
rasulted in the signing of the Term sheet.on the 14 March 2017 (See Annexure
G).
On the 17 May 2017, Eskom Treasury recelved an approval from the Board
Tender Committee to conclude a financing agteement (See Annexiire D).

3.1.4.1. The approval was sought to validate the procurement process followed to

3.1.6.

obtain and proceed with the proposals for innovative funding that do not
require use of government guarantees.
On the 15 August 2017 submitted a request for a mandate to negotiate and
conclude the financing arrengement and associated agreements. The Board
requested Treasury to provide an update with sign-off from various areas of the
business including legal (to ensure that due process was followed), Corporate
Finance (to ensure that the financial viabliity of the structure). Treasury also
engaged their Porlfolio Managenent to evaluate the pricing based on the latest
bond prices.
The funding provided will form part a fully funded “turnkey” type asset creation
structure to assist Eskom's capital expansion programme. The structure includes
an overarching ADFA which will be concluded between Eskom and HEA, and will

Strictly Confidential
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3.1.8,

3.1.8.

3.1.10.

3.1.11.

provide for the following acfivities to be In place to give effect {o the asset finance
atrangement:

34.6.4. Provision and approval of project Est,

3.1.6.2. Approval of funding for a specific project;

3.1.6.3. Selection of the EPC contractors from the panel;

3.1.6.4. Finalization of SPV Company;

3.1.6.5. Construction by the selected EPC campany and

3.1.8.8. Leasing of the assat to Eskom.

3,1.86.7. Transfer of the asset to Eskom at the end of the lease period,

The projects fistad In the project schedule will be made up of projects built by a
panel of Enginearing Procurement and Construction {EPC) companies chosen by
HEA in consultation with Eskom based on the designs and specifications provided
by Eskom.

Upon ereation of the project asset, it will be placed in a Speclal Purpose Vehicle
(SPV), in which HEA has a 100% share and once Eskom has repaid the
corresponding loan In full in a form of lease payments, the asset will then be
transferred to Eskom.

The repayments of the corresponding loan will commencs once the project asset
in completed and commissioned to the satisfaction of Eskom, and is held by the
SPV as security or collateral over the loan.

The corresponding loan may be repald over § years, 10 years or 15 yaars, based
oh the useful fife of the Asset, more detall provided the attached Term sheet
{Annexure A).

The costs associated and considerations with the financing to be provided are as
follows:

3.1.11.1. Pricing: Libor plus Spread + Spread: 720 basis points (bps)
3.1.11.2. Fees:

» Programme Development Feas: 160 bps (once off), which will be pald In
two separate instalments, the first being upen signing date of the ADFA
Strictly Canfidential
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and the second will be payable aftsr the affective date of the ADFA, which
is after fulfiiment of the Conditions Precedents.
v Apnual Commitment Fee: 80 bps on uncommitted funding o Cancelation
feas: 20 bps (once off), should Eskom not proceed before signing the ADFA
» Due Diligencs Fee
o Prelim Assessment: 10 bps
o Full work: 20 bps
o Final approval: 20 bps
3.1.11.3. More details provided In the Fee letter (Annexure B)

3.1.12. It should be noted that the terms in the technical term sheet are superseded by
the terms in the altached fee letter and ADFA.

3.1.13. The evaluation of the fees and the pricing shows that the financing structure is
priced at fwice the levels that Eskom would pay for one of thelr expensive
financing instruments (international bond), and fess could run betwean R450
million to RB00 million.

3.2, Financial implications

321, The transaction will coniribute towards alternative funding initiatives that are
contemplated in the Corporate Plan which includes a Borrowing Plan of R 337
billion for 2017/18 — 2021/22 financial years.

3.2.2.  This transaction however, comes at a high costs and fees as noted above.

3,2, Human Resource implications

4.3.1. There are no human resource implications.

3.4. Risks (Including Environment, Legal or Contractual risks}):

Strictly Canfidential
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34.1.

342

34.3.

344

All 'Loan and Facllity Agreements are normally reviewed and co-signed or
approved by the Head of Legal and Gompliance or his delegate. Extsrnal legal
has been engaged on the development of the ADFA and the Fee structure, They
advised Eskom on the milestone based fee payment to secure the Eskom’s cash
and ensuring that Eskom obtains the value for money paid.

Environmental and sovial conditions and related covenants will be signed off by
Senior Manager — Environmental Management on a project by project basis.
Where required other specialist functions such as Tax Department or Corporate
Finance will be consuilted.

Eskom has not contracted Chinese EPC contractors extensively for its goods and
services. A due diligence of these coniractors will need to be conducted by Eskom
Engineering to ascertain their capabilities and quality.

The way ADFA s structured is such that it is not clear how the projects would be
submitted to HEA for consideration In line with Eskom Procurement Guidelines.
The ADEA does not provide for projects to go through the market as per the
Eskom's procurement policy. Te fulfil the conditions of the ADFA and avoiding
payment of high commitment fees the projects could be submitted directly without
golng through the open tender policy.

3.6. Verification by independent party (If applicable)

3.6.1.

N/A

4. OTHER APPROVALS REQUIRED

41.1.

Department and Public enterprises and National Treasury

SIGNED
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Who hereby represents that the above
Information is correct,
Submission prapared by:  Andre Pillay
Eskom Treasurer

Contact Number : 011 800 4417

ﬁ-‘;" ze-to- 17

Heshwg CFO
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EXTRACT FROM THE FINAL MINUTES OF THE INVESTMENT AND FINANCE
COMMITTEE' MEETING NO. 06-2017/18 HELD AT THE HUVO NKULU EOARDROOM,

MEGAWATT PARK ON TUESDAY, 27 OCTOBER 2017 AT 10H40

4. MATTERS FOR COMMITTEE APPROVAL

4.1 GROUP FINANCE
Huarong Asset Financing (“HEA")
Reference document fabled at the meeting

IT WAS RESOLVED THAT:

4.1.1.

4.1.2,

4,1.3.

the Huarong Asset Financing for Short Term Facility for Liquidity Management

is approved subject to the finalisation of all Eskom internal governance and

relevant Government approvals and a report from the Chairman of the Audit

and Risk Committee ("ARC") stafing that ARC is comfortable with the risk

associated with this facility;

it is approved that Eskom Treasury negotiate with HEA for the following:

4.1.2.1. a short-term facility up to a maximum of US$2 hillion (two billion
dollars) for 6 to 12 months for execution and drawdown by 30
November 2017,

4,1.2.2. the short-term facility will be based on the term sheet of the long-
term facility subject to amendments; and

4,1.2.3. the short-term facility may be settled early in the event that Eskom is
successful in securing other funding;

the US$4 billion (four billion dollars) long-term Asset Development Framework

Agreement (“ADFA") is approved in principle based on the signed term sheat

and subject to PFMA and Shareholder approval, and also subject to a due

difigence and all technical, financial, legal and other governance issues being

addressed.
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4,14, th= facility fee in relation to the shori-term facility is approved and to be paid by
Eskom once confirmation and drawdown of the short-term facmty as noted in
4.1.2 above is agreed by HEA and subject to the agreement that the fees
would only be paid once the money is in Eskom’s bank account;
4.1.5. Management to approach HEA to consider setting off the facility fee from the
payment of the drawdown into Eskom’s bank account; and
4.1.6. the Interim Group Chief Executive is delegated with the power and the authority

to give effect to the above.

CERTIFIED AS A TRUE EXTRACT

T .

N Ebrahim (M1

ACTING GROUP COMPANY SECRETARY

Date;: T

¥

y
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HUARONG

AFRICH TAXINVOICE

Huarong Energy Africa (HEA) Proprietary Lid.

lynnwood Biidge, 4 Daventy Street PO Rox 12389 INVOICENG.  TNVDO0DT

Lynaweod Manor Vome Yailey OATE  October 30, 2017

Conlact No: 270833976436 Gouteng CLIENTIC ADFA ESKOM
1484 HEA YAT No 4620279630

Customer VAT No 4740101508
Cuslomar  Esom Haldings SOC Limited

Aftention!  mr ¢ Cassim

Chist Financiul Officer Eskorn Hend Office
Eskem, Megawalt Park PO Box 1091
Maxwell Dive, Sunnnghii Johanneshurg
27828705594 2000
ADFAESKZ?IOI N ' Master Agresment 3Days ) 02 Ncw 07

QUANTITY DESCRIPTION UNIT FRICE UNETOTAL

1 HEA Eskom Pragmm stelopmen’r Fee {60% of l 6‘% for $2an § 19 200 u{m OD $ 19 200 000,00
i Aﬁ Puymbnis In Us Doﬂui’s i )

......

B VI S,

Zimtime

SUBTOTAL] § 1920000040 |

m——

VAT 2683 000, a0
ﬂ\r R THOMAS totat{§ 21398 ao00 |

|

Authorised Signaiure:

BANKING DETAILS: IDEVA Intermational Group Limited, HSBC Hong Konyg, Swift Code: HSBCHIKHHHET,
Account no, 023-175078-838, Branch: HSBC, Cruseway Branch, 1/F, Causeway Bay Plaza It, 443-483 Lockhart Rd,
Causeway Bay, Hoag Keng.
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< ) Johanhesburg: North East Sulte, Floor 8, 11 Allce Road, Sandion, Johannesburg, Tei: +27 83 297 55638
Beijing: Stite 1902, West Tower, World Financial Center, Chaoyang District, Beljing Tel: +86 10 8587 8658,

Hong Kong: Suite 27, AlA Centra, 1 Connaught Road, Central District, Hong Kong Tel; +852 2275 1838

To: Eskom Holdings SOC Lid

Megawatt Park

Maxwell Drive

Sunninghill 2157

Republic of South Africa
Attentlion: Mr Sean Maritz,

Interim Group Chief Executive Officer

27 October 2017

Dear Sir/Madam,

Asset development framework agreement between Huarong Energy Africa Proprietary
Limited (HEA} and Eskom Holdings SOC Limited {Eskom) (the Agreement)

1 We refer to the Agreement. This is the Fee Letter as defined in the Agreement. Defined
terms used in this Fee Letter are as defined in the Agreement, and in addition:

1.1 Available Commitment means from time to time the amount of the Available
Facility less the aggregate amount of the Project Development Costs of the
Approved Projects at that time;

1.2 Available Facility means an amount of two billlon United States Dollars (USD2 000
000 000) or such higher amount as determined in writing by HEA and Eskom; and

1.3 Program Development Fee means the fee payable for the development and setup
of the Program as stipulated in the Agreement, which primarily includes the
intellectual property rights of the Program developed and owned by or attributable
ta HEA, the formation of the EPC Panel and the costs and fees associated therewith,
determined in accordance with the terms of the Fee Letter.

2 The fees are payable by Eskomn to HEA as follows:

2.1 Program Development Fee

(1) Eskom must pay to HEA or its nominee the Program Development Fee computed
at the rate of one point six percent (1.6%) on the Available Facility as at the
Signature Date of the Agreement, in two instalments as follows:

a. sixty percent (60%) of the Program Development Fee within three (3)
Business Days after the Signature Date; and '

b. the remaining forty percent (40%) of the Program Development Fee
within three (3) Business Days after the Effective Date.

(2} If the Available Facility is more than two billion United States Doilars {USD2 000
000 000) then Eskom must in addition to the Program Development Fee pay to
HEA an additional fee {the Program Development Fee Increment),

We GROW Infrasttucture Business
Husrong Energy Africa Is a South African compa ny with registration number 2015/260986/07 /
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(3) The Program Development Fee Increment will be computed at the rate of one

- point six percent (1.6%) of the amount in excess of two hillion United States
Dollars {USD2 000 000 000) or such lesser amount as HEA may notify to Eskom
in writing, at the time of conclusion of each Project Certificate and shall be
payable on the date listed in the Project Certificate.

2.2 Commitment Fee

(1) Eskom must pay to HEA a fee (Commitment Fee) computed at the rate of zero
point eight percent {0.8%) on the Available Commitment.

{2} The Commitment Fee is payable on each anniversary of the Effective Date with
reference to the amount of the Available Commitment on the day immediately
preceding that anniversary.

2.3 Due Diligence Fee

(1) Eskom must pay to HEA a fee {Due Diligence Fee) to conduct due diligence
reviews as part of HEA internal approval processes.

{2) The Due biligence Fee will he payable per Project and as follows:

a. If the Eskom Project Budget is three hundred million United States Dollars
{USD300 000 000) or mare, then:

(i) the first part of the Due Diligence Fee computed at the rate of zero
point one percent (0.1%) of the Eskom Project Budget must be paid on
the submission of the Project List in accordance with clause 4 of the

Agreement;

(i) the second part of the Due Diligence Fee computed at the rate of zero
point two percent {0.2%) of the Eskom Project Budget of the
Approved Projects must be paid cn the date of completion of the due
diligence review undertaken in terms of clause 6.1(2) of the
Agreement;

(i) the third part of the Due Diligence Fee computed at the rate of zero
point one percent {0.1%) of the Project Development Cost of the
Approved Project(s) must be paid on the date that the Fund’s funding
Is approved in terms of clause 6.1(4} of the Agreement; and

(iv} the fourth part of the Due Diligence Fee computed at the rate of zero
point one percent (0.1%) of the Project Pevelopment Cost of those
Approved Projects must be paid on the date that the Project Mandate
is signed in terms of clause 6.1(5) of the Agreement; and

b. if the Project Develepment Cost is less than three hundred million United
States Dollars (USD300 000 000) then HEA will determine a fee in
consultation with Eskom before concluding the Project Mandate in relation
to that Project.

3 This Fee Letter and any non-contractual obligations arising out of or in connection with it
are governed by South African law.

4 The fees in paragraph 2 must be paid into the following bank account:
Bank: HSBC HONG KONG
SWIFT Code: HSBCHKHHHKH

We GROW infrastructure Buslness /
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Account number: 023-175078-838

Branch Address: HSBC, Causaway Bay Branch,
1/F, Causeway Bay Plaza li,
463-483 Lockhart Road,

Causeway Bay,

Honhg Kong
Account Name: iDEVA INTERNATIONAL GROUP LIMITED,
Referance: Eskom HEA Program Development Fee

or such other bank account nominated in writing by HEA to Eskom.

5 The provisions of clauses 8, 14, 18, 20 and 21 of the Agreement are incorporated into this
letter with necessary changes required by the context, and apply as if recorded in full
herein.

If you agree to the above, please sign where indicated below.

Yours faithfully,

ﬁ@@

Far and on behalf of

Huarong Energy Africa Praprietary Limited
Name: Jianbao Chen
Capacity: Chairman of Huarong Energy Africa Proprietary Limited

Who warrants authority

Signed at\i\;’}’ﬁﬂnﬁé’ we on thisgeday of_eA»B57% 2017

We GROW Infrastructure Business
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Accepied by Eskom Holdings SOC Limited

),

4
For and on behalf of

Eskom Holdings SOC Limited
Name: Sean Mariiz
Capacity: Interim Group Chief Executive Officer

Who warrants authority

Signed at {3 L%ms@“‘& on this2Fday of_ GBS 2017
~

We GROW Infrastructure Business
Huarong Energy Afrlca Is a South African Company with registeation nurnber 2015/260986/07, Page 4 0f 4
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CONFIDENTIAL S
1of2

2017-24724

South African Reserve Bank
Financial Surveillance Department

2017-08-04

Mr Andre Pillay
‘General Manager

Treasury

Eskom Holdings SOC Limited
P O Box 1091

Johannesburg

2000

Dear Sir

-.Seekmg permission to enter into an asset fmancing arrangement with resident |
and non-resident financial mstitutions

" -eéknqmedge""reEeipt of your lefter ‘dated 2017-07-31 and thank you for the
information fumished.

Inreply; advise that: we are agreeable to the acceptahce of the foreign loan on the

-+ ~basis’ outlined: and for the purpose stated, sub;oct to the provisnons outlined in

"‘:"_‘5',.‘L-.;sect|on L3(BYiv)@)ee) — (il) of the Currency and Exchanges Manual for Authonsed"
" Dealers.

~We note that the: interest rate appllcable fo the foreign denominated loan. will be 6
month Libor plus marginal rate of 7.2 per cent

- With: regard to the reportmg of draw downs and repayments kindiy refer to sectlon )
I B(B)(vi) and {viii) of the Currency and Exchanges Manual for Authorised Dealers |

: 370 Helen Jaseph Strest (lomerly . Tel+gizamEen = .
PO Box 3125 Pretaria 0001 Chuath Street), Preloria, D002 South Afrlca G861 12 7272 Fax 42T 2 933771 - wwwressvebankco.za
CONFIDENTIAL
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The following reference number should be quoted for all future correspondence in
this regard: 30120170247241.

Yours faithfulty

_ Divisional Head

CONFIDENTIAL
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ANNEXURE AP22
® €skom
Mr. C Nevuthanda 5 Date: 02 February 2018
Deputy General Manager
Financial Surveillance Department
South African Reserve Bank Enquiries:
PO Box 427 Tal: +2711 800 4417
PRETORIA Andre Pillay
0001
Dear Mr Nevuthanda,

EXCHANGE CONTROL RESPONSE

Authorised Dealer: Eskom Holdings SOC Ltd
Eskom Reference: 30120170247241
Applicant’s Name: Eskom Treasury
Financing Currency: Uss

Financing Amount: US$ 2 billion

Purpose of Application:  SEEKING PERMISSION TO ENTER INTO AN ASSET
FINANCING ARRANGEMENT WITH RESIDENT AND NON-
RESIDENT FINANCIAL INSTITUTIONS - REFERENCE
30120170247241

Reference is made to the letter dated 2018-01-26 in relation to the above mentioned
application which was approved by the Financial Surveiliance Department on 2017-08-04.

The structure of the financing for which the application was made is such that there is no
inflow of funds to Eskom. The financing structure is based on a tum-key principle whereby
Huarong engineers, constructs and provides financing to the special purpose vehicle (SPV),
that is set up to build the assets required by Eskom. Therefore funds will flow from the lenders
and investors as arranged by Huarong into the SPV

ﬁ:;:wg:tﬁ;:rk Maxwell Drive, Sunninghill Sandtan

PO Box 1091 Johannesburg 2000 SA
Tel +27 11 8004585 Fax +27 11 80D 5803 www,.eskom.go.7a

Eskom Haoldings SOC Ltd Reg No 2002/01 5527130
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We hereby confirm that no funds have been received by Eskom from Huarong or any of its
affiliates in relation 10 the Asset Financing Agreement in terms of the authorisation gra}ited.

The agreed {erms and conditions of the Asset financing agreement provide for payment of the
following items:
1. Fees, which include cancellation fee, facility development fee, commitment fee, due
diligence fee,
2. Lease payments

None of the above mentioned items have been paid for as there is no duly authorized contract
that obligates Eskom to pay these amounts. Furthermore necessary government approvals
have not been obtained as one of the conditions for proceeding with the transaction. The
payment of fees without any inflows of funds first wotild be in contravention of the condition of
approval obtained from the Finance Surveiliance Depariment of the South African Reserve
Bank (SARB) on the 2017-08-04, hence no payments of whatever nature have been effected
by Eskom in favour of any party, including but not limited to !deva internationa! Group Limited.

Kindly find attached as per request the following documentation:
» Term sheet
+ Signed Fee letter
s Signed Addendum to the ADFA

Yours sincerely,

A e

/ An@re Pil:ﬁy/ /
General Manager,
Treasury

Date: 2o B zmeé.

Head Gifice

Megawatt Parl Maxwell Drive, Sunilnghil Sandton

0 Box 1691 Johannesburg 2000 SA

Tel +27 11 800 4585 Fax +27 11 800 5503 www.eskom.co2a

Eskom Holdings SOC Lid Reg o 2602/015527/30
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N ANNEXURE AP23
(&) Eskom

Mr Dondo Mogajane.
Director-General
National Treasury
Private Bag X115
PRETORIA

0001

Dear Mr Mogajane

HUARONG SHORT TERM FACILITY AND LONG TERM ADFA

Eskom Holdings SOC Ltd (Eskom) and China Huarong Overseas lhvestment Holdings Co.
Limited (Huarong) have been in discussions since 2016 regarding the procurement of possible
financing of Eskom’s CAPEX and OPEX by providing a Long Term Asset Development
Framework Agreement (ADFA), see Annex 1, and Short Term Facility, see Annex 2,

respectively:
These discussions are ongoing.

Given Eskom’s current funding constraints, Eskom is exploring additional funding sources that
include, amongst others, the issuance of an internaticnal bond and Huarong short-term facilities.

Huarong is a Chinese asset management company based in Beifing, owned by the government
of the Peaple’s Republic of China. it had total assets of 1.411.97 bilion RMB (China Yuan
Renminbi, approx. 6.55 US$/RMB) as af the end of 2016, making it one of the largest asset
management companies in China. Discussions with Huarong were initiated in the 2016 financial
year and the envisaged funding formed part of the Eskom's 2017 Borrowing Programme: and
Corporate Plan which was approved by Eskom’s Boards and submitted to both the: National
Treasury and Department of Publi¢ Enterprises in terms of the PFMA.

The initial long-term facility was for US$ 2.2 hillion and was based on a tumn-key structure,
whereby the projects required for Eskom’s CAPEX programme will be structuréed and financed
by Huarong. The repayments in the forim of lease payments would commence ohce the projects
are compieted to Eskom’s speacifications. The assets would be transferred to Eskom at the end
of the lease periods. Under this structure, the engineering, procurement construction and
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supply of the eligible projects will be undertaken by the Chinese EPC companies that will be
selected by Huarong, using their own procurement system.

The structure was particuiarly attractive given that Eskom would only repay the financing when
construction had been completed which would greatly improve Eskam’s liquidity position. The
major financial downside of the structure is its exorbitant fees and expensive pricing when
compared to other forms of financing, even taking into consideration the construction risk that
Huarong would be tfaking. Another challenge with respect to the long-term financing was the
condition of the exchange control of the South African Reserve Bank — see Annex 3, which in
essence requires inflows to take place before the payment of any fees to the Huarong. The
facility development fees of US$ 32 million are payable upfront, on fulfilment of the conditions for
effectiveness of the ADFA.

GCiven these drawbacks, negotiations took longer than anticipated to finalise and Eskom’s
liquidity position worsened over time. This resulted in discussions on a separate shorter term
US$ 500 million facility to assist with liquidity, while fulfilling conditions for effectiveness of the
long-term Asset Development Framework Agreement.

This form of funding structure Is unconventional to Eskem’s existing fund raising instrumenis

and therefore requires approval from Government.

Attached are annexures that contain the indicative ferms of the long-term ADFA and short-term
facility and the SARB approval.

In light of the above, Eskom requests the Director-General {(DG) to consider the merits of, and
provide comments to, these transactions in the context of utilisation of the government
guarantee for both the long-term ADFA and the short-term facility within the approved foreign
borrowing limits. Formal application for utilisation of the government guaraniee and PFMA
application to the Minister of the Department of Public Enterprises and to the Minister of Finance
will be lodged following a response from the DG to this letter.

We remain available for further engagements on these transactions.

Yours sincerely

Calib Cassim
ACTING CHIEF FINANCIAL OFFICER

Date: VA -\~ ?/Otg



AFP-505

@ Eskom

Mr Richard Mogokare Seleke

Director-General "y .
Department of Public Enterprise

Private Bag X15

HATFIELD

0028

Dear Mr Seleke

HUARONG SHORT TERM FACILITY AND LONG TERM ADFA

Eskom Holdings SOC Lid (Eskom) and China Huarong Overseas Investment Holdings Co.
Limited (Huarong) have been in discussions since 2016 regarding the procurement of possible
financing of Eskom’s CAPEX and OPEX by providing a Long Term Asset Development
Framewark Agreement (ADFA), see Annex 1, and Short Term Facility, see Annex 2, i

respectively. i
These discussions are ongoing. |

Given Eskom's current funding constraints, Eskom is exploring additional funding sources that
includs, amongst others, the issuance of an international bond and Huarong short-term facilities.

Huarong is a Chinese asset management company based in Beijing, owned by the government
of the People’s Republic of China. It had total assets of 1.411.97 bilion RMB (China Yuan
Renminbi, approx. 6.55 US$/RMB) as at the end of 2016, making it one of the largest asset
management companies in China. Discussions with Huarong were Initiated in the 20186 financial
year and the ervisaged funding formed part of the Eskom’s 2017 Borrowing Programme and
Corporate Plan which was approved by Eskom's Boards and submitted to both the National
Treasury and Department of Public Enterprises in terms of the PFMA.

The initial long-term facllity was for US$ 2.2 billion and was based on a turn-key structure,
whereby the projects required for Eskom’s CAPEX programme will be structured and financed
by Huarong. The repayments in the form of lease payments would commence once the projects
are completed to Eskom's specifications. The assets would be transferred to Eskom at the end
of the lease periods. Under this siructure, the engineering, procurement construction and
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supply of the eligible projects will -be undertaken by the Chinese EPC companies that will be
selected by Huarong, using their own procurement system.

The structure was particularly attractive given that Fskom would only repay the financing when
construction had heen completed which would greatly improve Eskom'’s liquidity position. The
major financial downside of the structure is its exorbitant fees and expensive pricing when
compared to other forms of financing, even taking into consideration the construction risk that
Huarong would be taking. Anocther challenge with respect to the long-term financing was the
condition of the exchange control of the South African Reserve Bank — see Annhex 3, which in
essence requires inflows to take place before the payment of any fees to the Huarong. The
facility development fees of US$ 32 miflion are payable upfront, on fulfitment of the conditions for
effectiveness of the ADFA,

Given these drawbacks, negetiations fook longer than anticipated to finalise and Eskom's
liquidity position worsened over fime. This resulted in discussions on a separate shorter term
USS 500 million facility to assist with lquidity, while fulfilling conditions for effectivenass of the

long-term Asset Development Framework Agreement.

This form of funding structure is unconventional to Eskom's existing fund raising instruments

and therefore requires approval from Government.

Attached are annexures that contain the indicative terms of the long-term ADFA and short-term

facility and the SARB approval.

In light of the above, Eskom requests the Director-General (DG) to consider the merits of, and
provide comments to, these transactions in the context of utilisation of the government
guarantee far both the long-term ADFA and the short-term facility, within the approved foreign
borrowing limits. Formal application for utilisation of the government guarantee and PFMA
application to the Minister of the Departmeant of Public Enterprises and to the Minister of Finance
will be lodged following a response from the DG to this letter.

We remain available for further engagements on these transactions.

Yours sincerely

Calib Cassim

ACTING CHIEF FINANCIAL OFFICER
Date: \ _\—2z.e\¥
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® Eskom

Mr Dondo Mogajane
Director-General
National Treasury
Private Bag X115
PRETORIA

0001

Dear Mr Mogajane

HUARONG SHORT TERM FACILITY AND LONG TERM ADFA

Eskom Holdings SOC Ltd (Eskom) and China Huarong Overseas Investment Holdings Co.
Limited (Huarong) have been in discussions since 2018 regarding the procurement of possible
financing of Eskom’s CAPEX and OPEX by providing a Long Term Asset Development
Framework Agreement (ADFA), see Annex 1, and Short Term Facility, see Annex 2,
respectively.

These discussions are ongoing.

Given Eskom’s current funding constraints, Eskom is exploring additional funding sources that
include, amongst others, the issuance of an international bond and Huarong short-term facilities.

Huarong is a Chinese asset management company based in Beijing, owned by the government
of the People’s Republic of China. It had total assets of 1.411.97 bilion RMB (China Yuan
Renminbi, approx, 6.55 US$/RMB) as at the end of 2016, making it one of the largest asset
management companies in China. Discussions with Huarong were initiated in the 2016 financial
year and the envisaged funding formed part of the Eskom’s 2017 Borrowing Programme and
Corporate Plan which was approved by Eskom’s Boards and submitted to both the National
Treasury and Department of Public Enterprises in terms of the PFMA.

The initial long-term facility was for US$ 2.2 billion and was based on a turn-key structure,
whereby the projects required for Eskam’s CAPEX programme will be structured and financed
by Huarong. The repayments in the form of lease payments would commence ance the projects
are completed to Eskom’s specifications. The assets would be transferred to Eskom at the end
of the lease periods. Under this structfure, the engineering, procurement construction and

Head offica

Megawatt Park Maxwel} Drive Sunninghill Sandton
PO Box 1091 Johannesburg 2000 SA

Tel +27 11 800 2030 www.eskom.co.za

Eskom Holdings S0C Lid Reg No 2002/015527/30




AFP-508

e

o e

supply of the eligible projects will be undertaken by the Chinese EPC companies that will be
selected by Huarong, using their own procurement system.

The structure was particularly attractive given that Eskom would only repay the financing when §
construction had been completed which would greatly improve Eskom's liquidity position. The

major financial+downside of the structure is its exorbitant fees and expensive pricing when ;
compared to ot:her forms of financing, even taking into consideration the construction risk that

Huarong would be taking. Ancther challenge with respect to the long-term financing was the

condition of the exchange control of the South African Reserve Bank - se¢ Annex 3, which in E
essence requires inflows to take place before the payment of any fees fo the MHuarong. The
facility development fees of US$ 32 miilion are payable upfront, on fulfilment of the conditions for
effectiveness of the ADFA.

i

R

Given these drawbacks, negotiations took longer than anticipated to finalise and Eskom's
liquidity position worsened over time. This resulted in discussions on a separate shorter term
USS 500 millien facility to assist with liquidity, while fulfilling conditions for effectiveness of the
long-term Asset Development Framework Agreement.

This form of funding structure is unconventional to Eskom's existing fund raising instruments
and therefore requires approval from Govemment.

Attached are annexures that contain the indicative terms of the long-term ADFA and short-term
facility and the SARB apgroval.

In light of the above, Eskom requests the Director-General (DG) to consider the merits of, and
provide comments to, these transactions in the context of ulilisation of the government
guarantee for both the long-term ADFA and the short-term facility within the approved foreign
borrowing limits. Formal application for utilisation of the government guarantee and PFMA
application to the Minister of the Department of Public Enterprises and to the Minister of Finance
will be lodged following a response from the DG to this letter. %

We remain available for further engagements on these transactions.

Yours sincerely

=

Calib Cassim
ACTING GHIEF FINANCIAL OFFICER

Date: VA - \— 'E.«C?Lg
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ANNEXURE AP24

® €skom

Huarong Energy Africa

Dear Sirs

YOUR LETTER DATED 24 JANUARY 2018

1. We refer to your letter of 24 January 2018 (“your Lefter"}. You are no doubt aware, at least from the
media, that we have been dedling with a number of pressing issues. Indeed, the ADFA (as defined in
your Letter) and the linked Fee Letter (dated 27 October 2017) form part of tHose issues.

2. For the purposes of this letter, no useful purpose will be served in dealing with and responding to every
statement, allegation or request in your Letter. Qur failure to do so is not fo be construed as an

admission of any kind. If it becomes necessary to respond to any of those matters we will do so.

3. Your Letter appears to have been drafted without regard fo, or in apparent unawareness of, @ number
of material developments, investigations and the like at Eskom which not only impact upon the ADFA
and fhe Fee lLefler but diso on much wider and unrelated circumstances. Most ceridinly since your
letter there have been further important developments, which you will have gledned at least from the
media, including the bringing of serious disciplinary chorges against Mr Sean Maritz and his resignation

from Eskom on 28 February 2018.
4. As you know Mr Maritz purported to sign the ADFA and Fee Letter on behalf of Eskom.

5. There are enormous concerns surrounding the conduct of Mr Mariiz {and others) in his dealings with you
and the signing of, inter afia, the ADFA, an addendum io the ADFA and the Fee Letter which include,

but are cerlainly not imited fo, his complete lock of authority fo bind Eskom.

b. We consider ourselves compelled to advise you that we are, infer dlia, investigating or will ask the
appropriate authorities 1o investigate the conduct of certain individuals associated with Eskorm and third
parfies regarding their infiuence of, or complicity in, serious fiduciary duty transgressions, unauthorized
acts, atternpts to bind Eskom to irregular, fruitless and wasteful expenditure and financial misconduct as
defined in the Public Finance Management Act, 1999 all of which were calculated fo cause, or would
have resulted in causing, enormous loss fo Eskorm which, as you know, is a State owned instifufion. The
enormous loss is accordingly one which would be sustained by the South African Govermment. There

are obviously criminal implicatfions fo these events which are being investigated.

7. In the circumstances it should not come as o surprise 1o you that the “fee” to which you refer has not

been, and will not be, paid at this fime, if at all.

Head office
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8. We do not believe that a meeting at-this stage on the status of the transaction will be useful.

2. li is not the intention of this letter o jeopardise any relationship between you and Eskont in the broader

sense and it Is our earnest wish that, whatever transpires, this should not occur, if possible.,
10. We must, of necessity, reserve all our rights.

Yours faithfully

Yours sincerely

Ramm | Hadebe
INTER!M ROUP CHIEF EXECUTIVE

Date-l&/og/ajg

Eskom Holdings SOC Ltd Reg No 2002/015527/30
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Huarong Energy Africa

»,

Baijing: Suite 1902, West Tower, World Financial Center, Chaovang District, Belfing Tel: +86 10 8587 8655,
Hong Kong: Sulte 27, AlA Centre, 1 Connaught Read, Central District, Hong Kong Tel: +852 2275 1838

To:

Mr P Hadebe

Interim Group Chief Executive
ESKOM Holdings {S0C) Ltd

And to:

Mr A Pillay

The General Manager {Treasury}
ESKQM Holdings {SOC) Ltd

O this 23 May 2018

Dear Sirs

ASSET DEVELOPMENT FRAMEWORK AGREEMENT BETWEEN ESKOM HOLDINGS {SOC) LTD
AND HUARONG ENERGY AFRICA {PTY) LTD DATED 27 OCTOBER 2017

We acknowledge receiving your letter dated 16 March 2018 dealing with the aforesaid
agreement.

As you have indicated in your letter, we are very much aware, through the media, of what is
transpiring in Eskom. Qur engagement with Eskom on the agreement started in 2015 with
engagements with your Treasury department and extensive amounts of work and resources
have been spent prior to and afier the first engagement in 2015.

We are aiso well aware of the deteriorating financial situation in Eskom (through the media)
and the various credit downgrades that Eskom has suffered since 2015. As previously
presented to Eskom, our innovation and business model, as set out in the agreement, allows
for us to absorb more financial risk and, as such, we remain able to assist ESKOM with its
financial needs. However, it also requires a committed, willing and trustworthy counter
party.

Since the signing of the agreement and accompanying fee letter, more than 6 months has
elapsed during which we have shown concern, understanding and restraint, as Eskom goes
through its governance transition. We appreciate that the agreement probably forms part
of a number of transactions that are being subjected to ongoing governmental scrutiny.
Kindly inform us of the outcome as soon as you are abie to do so.

We remain confident that we have been transparent in all our dealings with Eskom, that this
transaction does not involve any corrupt activity and that Eskom has duly followed its
required processes as represented to us at the relevant time. We have also taken legal
advice pertaining to this issue and we are satisfied that our claims under the agreement and
the fee ietter are legally binding and enforceable. We will continue 1o assert those claims.

We confirm that we are still committed to the execution of the agreement and the fee
letter, and, whilst we recognise the importance of the scrutiny to which Eskom Is presently
subjected, we cannot lose sight of the fact that these delays are leaving us and our partners
in a position where we stand to suffer considerable financial loss. in this regard, we remind
you that the various conditions precedent to the agreement need to be fulfilled by 31 May
2018 in order continue with the agreement in is present form. it appears unlikely that
ESKOM will be able to fulfil its obligations under the agreement by 31 May 2018. In so far as
our own compliance with the conditions precedent is concerned, such compliance wifl
necessitate us spending further time and financial resources on the matter. Whilst we

We GROW Infrastructure Business
Hunrong Energy Albrica is a South African compeny with registration number 2015/260986/07
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remain willing and able to do so, we are of the view that it is unreasonable to expect us to
comply with these conditions precedent in light of Eskem’s anticipated non- compliance.
We therefore undertake to fully comply with our obligations as aforesaid, once we have
received a written assurance from Eskom that it intends to continue as envisaged in the

agreemant.

Based on the aforesaid we suggest that, pending the cutcome of your enquiry, and to
roitigate the potential loss that might well be suffered by all parties concerned if the
agreementi is allowed to potentially lapse, that Eskom consider extending the date for
fulfilment of the conditions precedent to the agreement. Since the agreement will
potentially lapse on 31 May 2018, we request that We receive your answer to the above by
close of business on Monday, 28 May 2018, in order to provide sufficient time for the formal
extension of the relevant time period in the agreement.

Please note that this letter is written in a sincere attempt to rescue the contractual
relationship between us. However, we write this fetter to you on the basis that nothing
contained herein will be admissible against us in a court of faw, should our attempt not
succeed. All of our rights remain strictly reserved.

We look forward to your urgent response.

For and on behalﬂ;}f

Huarong Energy ,ﬂ;‘q\.‘rica Pty. Ltd.

Name: Jianbao Chen

Capacity: Chairman of Huareng Energy Africa Proprietary Limited

Who warrants authority

We GROW Infrastructure Business Pape 2
Huarong Energy Africa is a South African Company with registration number 2015/260986/07. 1
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‘ ’ loharmesburg: North East Suite, Floor 8, 11 Alice Road, Sandton, johannesburg, Tel: +27 83 297 6638
Beifing: Suite 1902, West Tower, World Financial Center, Chaoyang District, Beljing Tel: +86 10 8587 8658,

Hong Kong: Suite 27, AlA Centre, 1 Connaught Road, Central District, Hong Kong Tel: +852 2275 1838

To: Eskom Holdings SOC Ltd

Megawatt Park

Maxwell Drive

Sunninghilt 2157

Republic of South Africa
Attention: Mr Calib Cassim

Chief Financial Officer

05 January 2018

Dear Calib,

RE: Asset development framework agreement {ADFA) and Fee Letter between Huarong
Energy Africa Proprietary Limited {HEA) and Eskom Holdings SOC Limited (Eskom)

We have received the signed ADFA amendment from Eskom and have forwarded you the fully
signed ADFA Amendment version on 24 December 2018,

As per the ADFA signed on 27 October 2017, we were to have launched the ADFA program
lmmed lately thereafter and 60% of the Program Development fee payment {1 6% of the Availzble

ADFA has not occurred and is now critical if, iomtly with Eskom, we are to identify, ﬂnallze and
fund projects as per the intent of the ADFA in the year 2018.

Kindly inform us when the Program Development Fee payment will be made so that we can
resume the processes as stated within the ADFA and formally faunch the ADFA with teams both
from Eskom and HEA.

Calib, as you have also rightfully acknowledged, we would like to build on our relationship with
Eskom as we believe that the ADFA offers significant beneﬁt to Eskom. Furthermore our
relationship will lead to other potential investments in Eskom once the ADFA is being
impiemented.

We look forward to your urgent communication in the above matter, My team and I will be 7
available from next week and would request that we meet urgently to discuss the above issues so
that we can reach a mutually acceptable conclusion.

I would like to take this opportunity to wish you and your-family a blessed new year in 2018,

Yours Sincerely,

Mr.|\Rajeav Thomas

Chief Executive Officer
Huarong Energy Africa (HEA)
Tel: +27 83 297 6638

We GROW Infrastructure Business
Huarong Energy Afrita is-a South African company with registration number 2015/260936/07
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( ) Beijing: Suite 1902, West Tower, World Financial Center, Chaoyang District, Beijing Tel: +86 10 8587 8658,
Hong Kong: Suite 27, AIA Centre, 1 Connaught Road, Central District, Hong Kong Tel: +852 2275 1838

To:

Chairman of the Board
Eskom Holdings SOC
Megawatt Park

Maxwell Drive
Sunninghill 2157,
Republic of South Africa
Attention: Mr ) Mabuza
Copied:

Interim Eskom CEQ,
Acting Eskom CFO,
Head of Eskom Treasury,

24 January 2018

Dear Sir,

Re: REQUEST FOR URGENT MEETING BETWEEN ESKOM AND HUARONG ENERGY AFRICA
HEA
We refer to the Asset Development Framework Agreement (ADFA} concluded late last year

between us together with the fee letter in connection therewith. We also refer to our recent
engagements regarding the extension of certain dates in the ADFA.

Huarong Energy Africa (HEA) is backed by the Chinese State owned Company China Huarong
Asset Management Company (CHAMC), the largest Asset Management Company in China
under the Ministry of Finance China. CHAMC is a Multibillion Dollar organization of
impeccable reputation in the market. Furthermore, through CHAMC, we had offered Eskom
a Short Term loan of USD $500million, which is in the process of being approved. Together
with the ADFA (USD 2 Billion) and the Short Term Loan (USD 500 million), Huarong Energy
Africa and our parent companies under CHAMC have tried to assist Eskom in this dire time.

We were therefore dismayed by Friday's article in the Business Day regarding this project.

We have not seen any formal response from Eskom relating to the article, nor have we
heard from you to discuss the contents and veracity thereof. We would accordingly
appreciate your initial response to, and views on, the article; it goes without saying that we
would expect Eskom to hold similar views on the contents of the article and the unfortunate
publication thereof.

We are also concerned regarding the confidentiality of sensitive information regarding the
transaction making its way into the public domain. Our concern goes further to the
suggestion in the article that Eskom’s due process were not followed. This is contrary to the
representations we have received from Eskom’s representatives over the last [year or more]
and upon which we have acted in connection with the ongoing development of the unique
funding proposition put forward by us.

We GROW Infrastructure Business
Huarong Energy Africa is a South African company with registration number 2015/260986/07



The fee, which is the subject matter of the Business Day article, has not been paid despite
being due and payabie in [November 2017]. The accommodation made by HEA in
connection with not exercising its rights to take steps to ensure payment thereof took into
account Eskom's circumstances and the understanding that Eskom remained committed to
pursuing the project on the basis recorded in the ADFA and the fee letter.

Given the publicity, we think that it is important for the benefit of HEA and Eskom to
demonstrate that the transaction has been duly approved and will be implemented in
accordance with the agreements reached between the parties following that due process.
We would welcome a meeting to discuss the status of the transaction and a joint response
to clarify any inaccuracies or suspicions surrounding the transaction. We think that such a
meeting and joint response could avoid damage and losses, including but not limited to our
reputation on account of unauthorized disclosures in contravention of the ADFA.

In preparation for that meeting we think it is imperative that Eskom provide us with
verification in support of the representations made on its behalf in connection with the due
compliance by it or the relevant legislation, including the Public Finance Management Act
relating to the procurement process pursuant to which HEA has been appointed.

We look forward to hearing from you.

Mr Clianbao

Chairman of the Board

Huarong Energy Africa

Contact: +861 381 834 8595

Signed in lohannesburg on this 24% day of January 2018.
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SUPPLEMENTARY AFFIDAVIT SUBMITTED TO THE STATE CAPTURE
COMMISSION

l, the undersigned,

ANDRE PILLAY

do hereby state under oath that the facts deposed to herein are true and correct
and are within my personal knowledge except where the context indicates
otherwise. | have already submitted an affidavit to the Commission. This

statement deals with matter that | have not dealt with in the initial affidavit.

Period May 2017 — January 2018

1 The focus in this particular period is to highlight a different perspective on
the outcome or consequences of State Capture in Eskom on South Africa.
During the 2017/18 financial year Eskom planned to issue a bond in the
international markets to raise US$1 billion, this process required a
management due diligence (MDD) as part of the preparations. During this
MDD the Chief Financial Officer, Anoj Singh confirmed that Eskom would
release its Annual Results for March 2017, with a qualified Audit opinion,
see Annexure “AP25". The participants in the MDD process were ABSA,
JP Morgan, Standard Bank and their respective BEE partners. The legal

teams comprised of White and Case (W&C) and Allen and Overy and

A

their local partners.



During the run-up to the MDD it was rumored that Eskom would release a
qualified get of financial results. | discussed this matter with Anoj Singh,
and he trivialized the issue. On a subsequent occasion, | was told that this
was actually confirmed that the results will be qualified. | shared a copy of
a loan agreement that contains a clause that stipulated that should
Eskom'’s financial statements be qualified, this would result in an event of
default for this specific loan. Furthermore, this would also have cross-
default implications on other loan agreements. Anoj Singh appeared very
concermned but again down played my concerns. Before, he was placed on
special leave on 26 July 2017, during a special Board meeting where this
matter was discussed, he maintained no knowledge of it, and

consequently blamed me for not alerting him to this issue.

Following the confirmation of the qualified audit, we in the Eskom
Treasury immediately arranged to inform affected lenders of this and
initiated a process to seek waivers under these agreements to prevent the
events of default. One of the lenders was not in a position to provide a
waiver without the consent of its Board and Executive. Following
engagements with the lender it was clear that the waiver will not be
granted before the governance related matters in Eskom were addressed:;
such as the individuals implicated in irregularities being exited from the
company. During one of the meetings to discuss the issues regarding the

event of a default with the Lender, we conciuded the discussion and |

A
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indicated that we will invite some of our Eskom executives to join that
meeting. This was immediately rejected by the lender, who indicated they
did not want to meet with Anoj Singh. | quickly realized that we were not
just dealing with a mere waiver request; this was something much bigger —
it translated to iender activism which sought to deal with the much

reported corruption at Eskom.

Eskom required this waiver from the lender to enable it to release its
annual resuits scheduled for 10 July 2017. Eskom did not deliver or
commit to the requests of the Lender to secure the waiver. Therefore, the
release of the results had to be cancelled. | communicated this to Anoj
Singh and also discussed this with Johnny Dladia, in his office. They
wanted to know what we must do, and | recommended the postponement
of the results announcement. Johnny Diadla requested Chose Choeu to
join the meeting and we prepared a media release to communicate the
decision to postpone the release of the results. This would give Eskom

time to continue the engagements with the Lender to seek the waiver.

The Lender requested a meeting with Eskom Executives and Government
and 10 Banks (banks include local and international banks). The purpose
of the meeting was for the Lender and the Banks to secure a commitment
from the Eskom Executives and Government, amongst others, that the
people implicated in corruption are exited from the organization and good

corporate governance be restored. During the period 10 — 19 July 2017,

AFP-520

A



there was a series of meetings with the Lender and representatives from
National Treasury and the Department of Public Enterprises (DPE). The
Lender still insisted on the meeting with Eskom, National Treasury, the
DPE and the Banks. | sensed a reluctance from Eskom, and in particular
Zethembe Khoza, Johnny Dladla and Anoj Singh to commit to this
meeting. My impressions were that they were not willing to agree to the
demands of the Lender and Banks as this could have major implications,

even political interventions.

The Lender provided Eskom a conditional waiver to release its results.
One of the conditions to the waiver was to convene a meeting with the
Lender, Banks and Government Departments as mentioned above. |
engaged Anoj Singh and Johnny Dladla on'this matter and | was not given
clear directions, appreciating the situation and mounting specuiation in the
markets, | indicated that | will arrange the meeting for 19 July 2017. |
proceeded and the Eskom Treasury team contacted the relevant people to
confirm the meeting. There were delays with starting the meeting and
Zethembe Khoza and Johnny Dladla had outside meetings and arrived

late. When they did arrive they appeared not willing to start the meeting.

During the meeting the concerns of the Lender and Banks were raised, as
mentioned above. Importantly, the participants to the meeting did not
really want Anoj Singh to participate in the meeting. The meeting was

brutal and very difficult. | was also aware of separate meetings with
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Zethembe Khoza, Johnny Dladla, and representatives from National
Treasury and the Department of Public Enterprises, which were
represented by their Directors- General, Dondo Mogajane and Richard
Seieke, respectively. From these meetings | could only infer that the
request was for Eskom to demonstrate actions against the implicated

executives.

Following the meeting with the Lender and Banks on 18 July 2017, Eskom
was granted the conditional waiver by the Lender and this enabled Eskom
to release its results. The results release presentation was on 19 July
2017. The results were less about the financial performance of the
company but more about the governance and corruption issues; i.e. the
Tegeta contracts and a focus on the alleged implicated executives. 1 recall
during the question and answer session | actually left the auditorium as |
could not deal with how embarrassing it was to be associated with Eskom
and what was discussed at the results presentation and that Eskom and

the country were in the midst of a crisis.

If we were not able to resolve this crisis, that could potentially default
Eskom under its debt obligations and this is a systemic risk to the Country
debt — a potential default on our Government debt. The implications of all
of this was that we were running the risk of collapsing the entire economic
system of the country. In my view, we would have seen a rapid

depreciation of our currency, a collapse in the equity and capital markets
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and economic growth. The consequences would have been dire, with high

unemployment levels and civil unrest.

Therefore this was not just an allegation of corruption and the stealing of
billions of Rands; we were at the edge of a collapse of our economy. | did
explain the consequences in the submission to the Board, see Annexure
‘AP26". The behavior of the Board as a coliective was unsettling; in that if
they understood the implications of what was playing out they would have
stopped at nothing to engage at least the Minister of DPE. Again, there
appeared to be an element of brinkmanship to see who would blink first;
the Lender or the Eskom Board by demonstrating commitment to take

action against implicated executives and restore good governance at

Eskom.

Ultimately, the pressure exerted by the Lender and Banks, resulted in Anoj
Singh being placed on special leave. This announcement was followed by
the appointment of Calib Cassim as acting Chief Financial Officer. This
appointment, and that of Johnny Dladla, at least allowed us the re-engage
with financial markets stakeholders. The markets were still not
comfortable with the Board, as the financial markets participants
performed their own Due Diligence on these board members. Importantly,
the various boards of these financials market entities were exposed to the
same information flow that was in the public domain regarding Eskom.

Therefore, they were risk averse and not willing to invest in Eskom and

£
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these entities were unsure of the outcome of the crisis and they did not

want to be seen to be supporting an assumed corrupt Eskom.

This was a very challenging period, és investors were not willing to invest
in Eskom, even investors and lenders that had already committed to do so
were reconsidering their positions. Therefore, when we approached
investors to confirm their commitment to invest, it was clear the situation
had changed drastically and the investment or commitments to Eskom
were not merely an economic, commercial or strategic decision. These
investments now were purely on a moral basis and the reputational risk of
such investments. The liquidity risk of Eskom was a major concern. Simply
put, the risk of Eskom running out of cash was exacerbated by the inability
to issue bond in the international capital markets. We started to deplete
our cash reserves and were in dire need for new investments. We were
able to secure some funding/investments and we scraped through during

the period July 2017- January 2018.

If 1 focus on the period July 2017 (when Anoj Singh was put on special
leave) to December 2017, as mentioned above. This was a very difficult
period for Eskom and this was amplified by the removal of Johnny Diadla
who was replaced by Sean Maritz, on 6 October 2017. This appointment
of Mr Maritz was as total shock to the organization and even a number of
investors and bankers were underwhelmed by both him and Zethembe

Khoza. This period was also exploited by the advancement of the Huarong
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transaction. The Minister of DPE aliso appointed additional board
members during December 2017. This was also seen in very negative
light and the financial markets expected the Minister to remove the entire
Board. Eskom was also unable to release its interim resuits and the
external auditors, SNG, were unable to sign-off on the interim results in
November 2017. Again, this was in my view, a situation of Russian
roulette with the South African economy by the Eskom Board, in particular
Zethembe Khoza and Sean Maritz. As they were not willing to assist the
auditors SNG and the DPE on these matters, this resulted in yet another
Audit Qualification of the interim results for the period ended 31
September 2017 and this would have triggered the event of default on the

Eskom Loan agreements as explained above.

It was very clear the political focus was the ANC conference on
22 December 2017. The attention was on the ANC election outcome that
would maintain the current status quo at Eskom or a shift in leadership
that would result in a clean-up at Eskom. The outcome of the ANC
conference certainly spelt trouble for the Eskom Board. In early January
2018, Calib Cassim and | engaged with the National Treasury Director
General, Dondo Mogajane, regarding the External Auditors sign off on the
Interim Results and issues raised by the investors. Central to the
investors’ issues were the changes in the Board of Eskom and

appointment of a new Chief Executive Officer and a new Chief Financial
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Officer. One of the first priorities of the Deputy President of the country, at
the time, was the appointment of a new Board and interim Chief Executive
Officer. This has paved the way for Eskom to secure much needed
funding for it liquidity purposes. Eskom was also able to release its interim
results in January 2018. The release of the interim results were crucial as
the Johannesburg Stock Exchange (JSE) would have suspended Eskom’s

trading of its listed bonds.

April 2015 — June 2017

15

16

This was the period when Brian Molefe and Anoj Singh arrived at Eskom
from Transnet. Importantly, the time prior to this, McKinsey was working
with Eskom, however, when these executives arrived, we technically
became a subsidiary of McKinsey. There was a large contingent of
McKinsey representatives running around the Eskom building. Similarly,
during this period, Regiments, and later Trillian, was also working with
Eskom. Historically, Eskom did not work with Regiments as they were not
appointed for any project at Eskom, certainly not from the time | joined
Eskom. It was public knowledge that McKinsey and Regiments were very

involved with Transnet.

During this period, we were requested to copy the Transnet format of the
report on the Public Sector Participation (PSP), as also mentioned in my

main statement. Transnet was also struggling to access the capital
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markets for funding and we were requested by Brian Molefe via my
predecessor, Caroline Henry, to invest some of the Eskom surplus cash
with Transnet to which we ( myself and Marius Homewood) objected by
indicating that Eskom’s investment policy does not allow for this. The
environment was very tense, and we noted a few people technically being
fired; however it was done in a way that appeared as if this was mutually
agreed. Here | refer to Caroline Henry whose contract was not renewed,
and Marius Homewood. They were both from the Eskom Treasury. It was
also clear to the Eskom staff that Anoj Singh was running Eskom and this

was certainly my impression too.

Eskom also embarked on a process of updating its Delegation of Authority
(DOA) in 2015. According to Treasury, The revised DOA was intended to
take away the authority that was delegated to the Treasury. This was not

limited to Treasury but the rest of the organization. Refer Annexure

‘AP27".

Eskom issued an RFP to the market in 2016 for the disposal of the Eskom
Finance Company (Home Loan Boock), but this was unsuccessful. The
major reason for its failure was the fact the Trillian was assisting Eskom
on these projects. Following the expiry of the RFP, | received calls from

banks indicating their unwillingness to partner with Eskom given the

involvement of Trillian.
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Declaration

| know and understand the contents of this declaration.
| have no objection to taking the prescribed oath.
| consider the prescribed oath to be binding on my conscience.

/ Signature o?o{eéonent /r

| certify that the deponent has acknowledged that he knows and understands the
contents of this statement. This statement was sworn to before me and the
deponent’'s signature was placed thereon in my presence at

S\»«\\c'\\w\%\\\]&\ %0 1S %\i\%‘t) at \B\\BQ

(G

Commissioner. of Oaths

ALBERT SCHOLTZ
Chartered Accountant (SA)
SAICA No. 04823552
COMMISSIONER OF OATHS
Eskorn Holdings - Treasury Services
Maxwelt Drive Sunninghill Sandton
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ANNEXURE AP25

independent auditor’s report to Parliament and the shareholder -
Minister of Public Enterprises

Report on the audit of the consolidated and separate financial statements
Qualified opinion

We have zuditad the consolidated and separate financial statements of Eskem and its subsldiaries (the group} set out on pages 28 to 116,
which comprise the consolidated and separate statement of financial position at 31 March 2017, and the consolidated and separate statement
of profit or loss 2nd other comprehgnsive income, statement of changes in equity and statement of cash flows for the year then ended, as well
as the notes to the consolidated and’separate financial statements including a summary of significant accounting policies.

In our opinion, except for the possible effeces of the matter described in tha basis for qualified opinion section of our repore, the consclidated
and separate financial statements present fairly, in afl material respects, the consolidated and separate financial position of the group as at
31 March 2017, and the group's financizl performance and cash flows for the year then ended in accordance with International Financial
Reporting Standards {IFRS) and the requirements of the Public Finance Management Act of South Africa (PFMA) and the Companies Act of

South Africa (Companies Act).

Basis for qualified opinion

Irregular expenditure

Section 55(2) (b} {i} of the PFMA requires the entity to disclose in 2 note to the consolidated and separate financial statements particulars of
zll irregular expenditure that has occurred during the financial year. The group did not have an adequate system for Identifying and recognising
all irregular expenditure and there were no satisfacrory alrernative procedures that we could perform to obrzin reasenable assurance
that 2ll irregular expenditure had been properly recorded in note 52 to the consolldated and separate financial statements. Consequently,
we were unzble to determine whether any adjustment was necessary to the balance of irregular expenditure stated at R2 996 million
{201&: R348 million) in the consolidated and separate financial statements.

We conducied our audit in accordance with the Interpational Standards on Auditing (JSAs). Cur responsibilities under those standards are
further described in che auditor's responsibilities for the audit of the consolidated and separate financial statements section of our report.

We are independent of the group in accerdance with the Independent Regulatory Board for Auditors’ Code of prafessianc! conduct for registered
ouditers (IRBA code) and other independence requirements applicable to performing audits of financial statements in South Africa. We have
fuffillad our other ethiczl responsibilities in accordance with the IRBA code and in accordance with other ethical requirements applicable to
performing audics in South Africa. The IRBA cede Is consistent with the International Ethics Standards Board for Accountants® Code of ethics
for professiona! accountants (parts A and B).

We belleve that the audit evidence we have obtained Is sufficient and appropriate to provide a basis for our qualified opinicn.

Key audit matters
Key zudic mattars are those matters that, in our professional judgement, are of most significance in our audit of the consolidated and

separate financial statements of the group for the year ended 31 March 2017, These matters were addressed in the context of our audit of
the consolidated 2nd separate financiai statements as a wholz and forming our opinion thereon. We do not provide a separate opinion on
thase matters.

Key audit matcer How the matter was addressed in the audit

Valuation of property, plant and equipment,
Property, plantand equipment comprise 83% of  Our audit work included che followlng:
the total assets and have been disclosed innote  » a55assing the nature of costs capitalised to property, plans and aquipment to test the

B. The group has significant capital expenditure validity of amounts

that is currently being invested in. Capital . eyyjuaring whether the costs capitalised to property, plant and equipment meet the
b especia_i!y‘a_sseus con.structfed by recognitien criteria of the applicable standard

the group, requires significant considerationon consideration on whether capitaiisacion of costs to property, plant and equipment
el thg cgstsiin jordeniipidherclts ceased when the asset was ready for use as intended by the board of directors

S SIS el R » consideration of the appropriateness of the disclesure of property, plant and
The board of directors conduct the annual equipment

assessment on the depreclatldn method, useful

lives, residual vafues and imphirment of items
of property, plant and eguipment. The annual
assessment involves judgements which include
determining the usefu! lives and residual vafues
of assets where thera is no comparable asset in

We challenged the assumpticns made by the board of directors fﬁn assessing the

depreciation method, useful fives, residual values and impairment of the items of property,

plant and equipment. Our audit wark included:

= critical evaluation of the process to assess the depreciation method, useful lives,
residual values and idencification of impairment indicators, and in particular, that the

the market and the discount rate applied in depreciable amount appears appropriate for assets not yet fully depreciated
discounting future cash flows {and the future © review the process to identify items of property, plant and eguipment carried at zero
cash flows themselves). or R! book value and their consideration whether or not to adjust accumulzted

- i depreciation and appropriateness of the depreciztion pelicy to that class of asset

Thﬁ s@nsﬂcant cunsnder:tl;n il '_:h":, ns:;:ure 35 . assessed the future projected cash flows presented to us with particufar reference to

wek:s'clreevgluaa:r:;n :F |:: ‘:f:'m 'slean:c::; the price and quantity of ‘Coal, operating costs as well as the discount rates to

. u OF property, pan determine whether they are reasonable and supportable given the current sconomic

equipment 2 key audit matter. [n addition to [ : : ] .

A T climate and expected future performance of the cash generating unics

this, the assessment of the depreciation i i ] o )

* key assumptions challenged include those relating to the level that impairmeat is

method and estimation of the Jseful lives,
residual valugs and impairment of property, assessed, being the smallest identifiable group of assets for which independent cash
y inflows can be idenzified

plant and equipment carry elements of

judgement making them key audit matters. We did not identify material issues with the assumptions applied by the direcrors in
assessing the depreciation method, usefu! lives, residual values and impairment of items
of property, plant and equipment.
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Key audit matter

How the matter was addressed in the audit

Valuation 2nd completeness of assets transferred from customers

Assets transferred from customers form parc
of progerty, plant and equipmeng.disclosed in
note 8.

The prior year consolidated &nd separate
financial statements have been restated as
disclosed in note 49, The restatement is as a
result of a prior year error arising from a lack
of standard cperating proceduresd for the
accounting of certain distribution assets that
were developed by third parties and transferred
to the group in pricr periods,

Assets transferred from custamers are
significant and are recognised at fair value, The
recrospective fair value determination of assets
transferred from customsrs is impacted by the
availability of historical informazion. Thus
assets transferred from customars are a key
audit matter,

QOur audic work included the following:

= assessed the reasonability of the fair value used to account for dssets tremsfeired from
CUSEOMErs 4

= performed substantive procedures to test the completeness of assets transferred firom
customers

* considered the apprepriatanass of the disclosure

Y¥e did not identify material issuas relating to the assets transferred from customers.

Valuation of future fuel supplies

Future fuel supplies are disclesed in note 10,
Future fuel supplles are accounted for by the
boaré of directors based on their judgement of
the most relevant applicable accounting
standzrd. The accounting of future fuel suppiies
is unigue as iz relates to the group’s concractual
right to ceal arising from the agreement with
the coal mines.

Future fuel supplies includa the costs of mine
development, equipment and rehabilivation. -

The board perform an annual assessmert of
impairment of future fual supplies. The annual
assessment Involves judgements on the
diseount rate applied in discounting future cash
flows.

Accordingly, the capitalisation of costs and the
estimation of the impairmant of future fue!
suppiies, Is a kay judgement area and thus a key
audit matter.

We critically assessed the basis of recognition of future fuel supplies as well zs the
evaluation by the board of directors of the standard approprizte to account for the
contraciuzl right to fuzure coal arising from the agreements with the coal mines,

In addition our audit work included the following:

* substantive test of costs capicalised

e analysed the projected cash flows to determine whether they are reasopable and
supportable given the current economic climate and expectad futura performance of
the cash generating units

*» obtajned evidence on the appropriateness of the discount raze used to discount future
cash flows

- consideration of the appropriateness of the disclosure of future fuel supplies

Where necessary we engaged an independent actuarial specialist to evaluate the work
performed by the board's expert which included:
+ subjecting key assumptions to sensitivity analysis

The actuarial specialist’s indepandence and competence was assessed when engaged.

We did not identify material issues relating to the capitalisation of costs nor the
estimaticn of impairment of future fuel supplies.

Valuation of trade and other recelvables

Trade and other receivables are disclosed in
note |9, There is uncertainty relzting to the
recoverability of some of the municipalities and
Sowete debt. The municipalities and Soweto
debt have increased along with the allowaznce
for impairment in comparison to the pricr year.

Accordingly the estimation of the allowance for
impairmant of municipalities and Soweto dabt
is a judgement area and thus a key audit mazter.

Wa assessed the validity of material long outstanding municipalities and Soweto debt by
considering payments received after year-end and past payment histary.

The assessment of the appropriateness of the allowance for impairment for municipalities

and Sowetc debt comprised:

+ challenged the apprepriateness and reasonableness of the imﬁalrment loss indicators
and assumptions applied by management J

s consideration of the duration of cutstanding debt

« consideration and concurrence of the agreed payment terms

= verification of security held

« consideration of the completeness and aceuracy of the disclosures

Ve did not identify marerial issues with the valuation of trade receivables and assessment
of itnpairment indicators.
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Independent auditor’s report to Parliament and the shareholder -
Minister of Public Enterprises {continued)

Report on the audit of the consolidated and separate financial statements (continued)

Key audit matters {continued)

Key audit matter

How the matter was addrassed in the audit

e

Completeness of provisions

Provisions are disclosed in note 29 nid are

determined by discounting the expected future

cash flows using a pre-tax discount rate that

reflects current market assessments of the

time value of money and, where appropriate,

the risks specific to the liability. In addition the

following are Inputs applicable in the

datermination of provisions:

+ estimation of decommissioning costs of
nuclear and other generating plants

= gstimnation of expenditure required to settle

present obligation

» exchange rate fluctuations

= discount rates applied to the projected
future cash flows

Accordingly provisions are considered a key

audit macter.

i
We challenged the assumptions made in detarmining the pravisions amount. Our audic
work included: ¥
» znalysing the future projected cash flows to determine whether they are reasonable
and supportable given the current economic climate and expeceed future performance
« obtained evidence on the appropriateness of the discount rate used to discount future
cash flows

Where necessary we engaged an indepandent actuarial specialist to evaluate the work
parformed by the board’s expert which included subjecting key assumptions to sensitivity
anafysis.

The actuarial specialist's independence and competence was assessed.

In addition to the aforementionad, cur 2udit work included the following:

+  testing the effectiveness of contrels around the identification and evaluation of the lagal
proceedings

+ obtaining external fegal confirmation for significant legal proceedings

= review of minutes and contractual cormitments to identify completeness of provisions

+ consideration of the adequacy of the disclosure for provisions

We did not identify material issues on completaness of provisions.

Yaluation of complex instruments

The disclosure assaciated with the yaluation of
complex instruments is set out in note 6.2 —
Fair value measurement and disclosure.

Fair value measurement of financizl instruments
significantly affects profit and loss and
disclesure in the consolidated and separate
SE2tEMEents.

Valuation of some financial instruments
requires greater judgement and estimation to
determine the appropriate valuation techniques
and to sourca relevant and reliable inputs.

Due to the complexity of the actuarial
assumptions applied and the quantum of some
of these financial instruments, this is considered
a key judgement area and thus a key audit
matter.

We obrained an undersranding of the relevant controls in place to evaluate chat correct

Independent market inpus are used in the valuation models. We applied our valuation

experiise to a sample of financial instruments and assessed the appropriateness of the

valuation models with reference to approaches commonly used.

We assessed the judgements and estimates applied by the board against our understanding

of eurrent market practice and conditions. We also obtained indspendently sourced

inputs where available.

YWhere necessary, we engaged an independent actuarial specialist to evaluate the work

performed by the board's expert, including:

+ assessing the appropriateness of the financial model used

+ testing the reasonableness of the inputs inte the financial models

» assessing the appropriateness of the amount recognised by comparing the model used
to industry-models for similar derivatives

The actuarial specialist’s independence and competence was assassed.
We assessed key assumptions and modelling approaches in estimating tredit value
adjustments and funding value adjuscments ageainst current markee practice.

We evaluated gains or losses on significant settled deals to assess calibracion of marle-to-
medel values, and found management’s estimates to be within reasonable ranges.

Going concern

Eskom’s consolidated and separate financial
statemnentis are prepared on the going-concern
basis as disclosed in note 3.2, The calculations
are based on estimates -of fiture performance
and are fundamental to assessing the suitability
of the basis adopted for the preparation of the
financial statements. The following key
judgement areas were considered by the board
in determining the appropriateness of the going-
concern basis:

= the group’s and Scuth Africa’s credit rating
« availability of funding

+ the group's revente determination by NERSA
» cash flow, budgets and forecast

Accardingly, the assumptions used for assessing
the applicability of preparing the financial
statements on the going-concern basis are
considered significant and thus a key audit
matter.

We challenged the board’s assumptions used to support the preparation of the

consolidated and separate finandal statements on the gomg concern basis. Our

assessment Included the following audit worlc B

* critically analysed the projected cash flows from the board to determine whether they
are reasonable and supportable given the current economic climate and expected
future performance of the cash generating units

+ we tested the veracity of the forecast process with reference to previous forecasts
compared to actual performance

» we inspected the board's assessment of compliance with debt covenants in light of
recent downgrades

« we inspected loan agreements to identify any modification of repayment terms

+ wae reviewed the board’s planned submissions to and general correspondence with
NERSA

« we considered the government guarantees provided by National Treasury

We did not identify material issues relating ro going concern.
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Emphasis of matter
We draw attention to the matters below. Qur opinion is not modified in respect of these matters.

Restatement of corresponding figures

As disclosed in note 49 to the conselidated and separate financial statements, the corresponding figures for the prior periods have been
restated to cOrTect an error as a result of not accounting for certain distribution assets that were developed by third parties and transferred
to the group In prior periods at, and for the year ended, 31 March 2017, i

Material losses — non-technical revenue losses

As disclased in note 52.3(c) to the consolidated and separate financial statements, material electricity losses of RI 268 million
{2016: RI 217 million) were incurred. These arise mainly from mezer campering 2nd bypasses, illegal connections to the electricicy network

and illegal vending of electricity.

Accounting authority's responsibilities for the audit of the consolidated and separate financial statements

The board, which constitutes the accounting authority, is responsible for the preparation and fair presenzation of the consolidated and
separate financial statements in accordance with IFRS and the requirements of the PFMA and Companies Act and for such internal controls
as the accounting authority determines are necessary to enabla the preparation of consplidated and separate financial statements that are
free from materizl misstatement, whatker due to fraud or erron.

|
In preparing the consolidated and separate financlal starements, the accounting authority is responsible for assessing the group's ability to
continie as a going cancern, disclosing, as applicable, matters relating to going concern and using the going-concern basis of accounting unless
the accaunting authority either intends te liquidate the group or to cease operztions or has no realistic 2lternative but to do sc.

Auditor’s responsibilities for the audit of the consolidated and separate financial statements

Our objectives ars to obtain reasonable assurance about whether the consolidated and separate financial statements as a whole are free
from material misstatemant, whether due to fraud or error, and o issue an auditor’s report that includes our opinicr. Reasonable assurance
is a high level of assurance, but is not a guarantee that an audit conducted in accordance with the 15As will always detect a material
misstatement when it exists. Misstatements ¢an arise from fraud or error and are considered material if, individeatly or in the aggregate, they
could reasenably be expected to influence the economic decisions of users taken on the basis of these consolidated and separate financial

statements.

As part of an audit in accordance with the 1SAs, we exerclse professional judgement and maintain professianal scepticism chroughout
our audit of the consolidated and separate financial statements, and the procedures performed on reported perfermance information for
selected key performance zrezs and on the public entity’s compliance with respact to the selected subject mageers.

We zlsor

« Identify and assess the risks of matsrial misstatement of the consolidazed and separate financial stacements, whether due to fraud er srror,
design and perform audit procedures responsive to those risks, and cbtain audic evidence that is sufficient and approprizte to provide a basis
for our cpinion. The rlsk of not detecting 2 material misstatement resulting from fraud is higher than for one resulting from error, as fraud may
invalve collusion, forgery, intentional omissions, misrepresentations, or the override of internal controls

« obtain an understanding of internal controls refevant ta the audit to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinicn on the effectiveness of the public entity’s internal controls

= evaluate the appropriateness of accounting policies used 2nd the reasonableness of accounting esdimates and related disclosures made by the
accounting authority )

= conclude on the appropriateness of the accounting authority’s use of the going-concern basis of accounting in the preparation of the financial
statements. We zlso conclude, based on the audit evidence chzined, whether a macerlal uncertzinty exists refated to events or conditions
that may cast significant doubt on the group’s ability to conticue as a going concern, If we conciude that a material uncersainty exisis, we are
raquired ta draw attention in our 2uditor’s report to the related disclosures in the financial staremencs about che material unceruainty or, if such
disclosures are inadequate, to modify the opinion on the financial statements. Our conclusions are hased on the information available o us at
the datz of the auditor’s report. However, futura events or conditions may cause a public entity to cease to continue as a going concern

+ evaluate the overall presentatian, structure and content of the finansal statements, ncluding che disclosures, and whether the financial
statements represent the underlying transactions and events in a manner that achieves fulr presentation i

+ obtain sufficient appropriate audic evidence regarding the financial infarmation of the entiries or business activicies within the group o express
an opinion on the consolidated financial stacements.We ara responsible for the direction, supervision and perfofmance of the group audiz, We
remain solely responsibie for our audit opinion

» communicate with the accounting authority regarding, among othar matters, the planned scope and timing of the audit and significant audic
findings, including any significant deficiencies in internal controls that we identify during our audit

+ confirm to the accounting ausherity that we have complied with relevant ethical requirements regarding independence, and communicate all
relationships and other matters that may reascnably be thought ta have a bearing on our independence, and where applicable, related safeguards

Report on other and regulatory requirements

In accordance with our responsibilities in terms of sections 44(2) and 44(3) of the Auditing Profession Act, we report that we have idenzified
reportable irregufarities in terms of the Auditing Profession Act. Ve have reported such matters to the Independent Regulatory Board for
Auditors. The matter pertaining to the reportable irregularities have been described in note 48 to the financial statements.
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Independent auditor’s report to Parliament and shareholder ~
Minister of Public Enterprise (continued)

Report on the audit of the annual performance report

Introduction and scope

In aceardance with the Public Audit Act of South Africa (PAA) and the general notice issued in terms thereof we have a responsibility to
report materiai findings on the reported performance information against predetermined obfectives for selected key performance areas

presented in the performance In terms of thie shorehoider compact section of the directors’ report. We performad procedures to idéntify
findings but not to gather evidence to express assuraace.
5

Cur procedures address the reported performance information which must be based on the approved performance planning documents
of the public entity. We have not evaluated the completensss and approprizteness of the performance indicators established and included
in the planning documents. Cur procedures alsa did not extend to any disclosures or assartions relating to planned performance strategies
and information relating to future periods that may be included as part of the reported performance information, Accordingly our findings
do not extend to these matters.

We evaluated the usefulness and reliabilicy of the reported performance information in accordance with the criteriz devalopad from the
performance management and reporting framework, as defined in the general netice, for the following selected key performance areas
presenzed in perfarmance in terms of the sharehelder compact section of the directors’ report for the year ended 21 March 2017

» jnprove operations

s+ deliver capital expansion

« campliance capital investments

+ reduce environmental footprint in existing fleet

» ensure financial sustainahifity

+  gconomic impact

We performed procedures to determine whether the reported performance information was properly presented and whethar performance
wasconsistent with the approved performance planning documents. We performed further procedures to determine whether the indicators
and related targets were measurable and relevant, and assessed the usefulness and reliability of the reperted performance Information to
detarmine whether it was valid, accurate and complete. )

The mazerizl findings in respect of the usefulness and reliability of the selected key performance areas are as follows:

Economic impact
Local content contracted: Eskom-wide
We were unable to obtain sufficient appropriate audit evidence for the reported achisvement of local content contracted: Eskom wide. This

was due to limitations placed on the scope of our work and the lack of sufficient and appropriate audit evidence. We were unable to confirm
the reporcad achievement by zlternative means. Consequently, we were unable to determine whether any adjustments were raquired to the
reperted achievement of 73.37%.

Local content contracted: new build program

We were unable to obtain sufficient appropriate audit evidence for the reported achievement of local coatent contractad: new build
program, This was due to limitations placed on the scope of our werk and the tack of sufficient and appropriate audit evidence. We were
unable to confirm the reported achievemant by alternative means. Consequently, we ware unable to determine whether any adjustments

were required to the reported zchisvement of 85.78%.

Other key performance areas assessed
We did net identify zny material findings on the usefulness and reliability of the reported parformance infermation in che remainder and the

key performance areas assessed.

Other matters
We draw attention to the matters below. Qur opinions are not modified in respect of these matrers.

Achicvement of planned targets
Refer to the performance in terms of the shareholder compact section of the directors’ reporz on pages 7 to 9 for information on the achievement
of planned rergetsifor the year and explanations for the under achievement of targets. This information should be cansidered in the context

of the material findings on the reliability of the reported performance information discussed earlier in this report.

Adjustment of material misstatements
We identified materia! misstatements In the performance in terms of the shareholder compact section of the directors’ reporc submicted for

auditing. These material misstatements were on the reparted performance information of economic impact. As management subsequently
corrected only some of the misstatements, we reported material findings on the reliability of the reporied performance information

discussed earlier In this report.

Report on the audit of compliance with legislation

Introduction and scope :
In accordance with the PAA and the general notice issued in terms,thereof we have a responsibility to report material findings on the

compliance of the public entity with specific matrers in key legislation. We performed procedures to identify findings but not to gather
evidence to express assurance.

The materizl findings in respect of the compliance criteria for the applicable subject matters are as follows:

Expenditure management
Effective steps were not taken 1o preventirregular expenditure, as required by secion S1{1)(b)(ii) of the PFMA. The full extent of the irregular

expenditure could not be quantified as Indicated in the basis for qualification paragraph.

Effeccive steps were not taken to prevent fruitless and wasteful expenditure amounzing te R547 million, as disclesed in note 52 to the annual
financial statements, in contravention of section 31{1)(b){ii} of the PFMA,
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Procurement and contract management
Goods, works or service were not always procured through a procurement process which is falr, equizable, transparent znd competitive, as

required by section 51{1){z)(iif) of the PFMA,

Contracts were awarded to and quor,anons accepted from bidders based on pr‘eferentlal points that were not calculated in accordance with
the requirements of the Preferential Proc -emeit Policy Frameworl Act and its reguladons. ]

Contracts and quotations were awardad to suppliers whose tax matters had not been decizred by the South African Revenue Serwce,s to be
in order as required by Treasury Regulations 1649.1(d) and the Preferential Procurement Regulations.

Other information

The accounting authority is responsible for the other informatien. The other information comprises the information included in the diractors’
report, the audit committee’s report and the company secretary's certificate as required by the Companies Act, the other information does
not include the consolidated and separate financizl statements, the auditor's repor: thereon and those selected key parformance areas
presanted in the performance in terms of the shareholder compact section of the directors’ report that have been specifically reported on in

the auditor’s report.

Our opinion of the financial stazements and findings on the reported performance informaticn and compliance with legislation do not cover
the other informaticn and we do not express an audit opinion or any farm of assurance conclusion thereen,

I connection with our audit, our responsibility is to read the other information and, in doing so, consider whether the ether information
is materially inconsistant with the consclidared and separate financial statements and the selected key performance areas presented in the
berformance in terms of the shareholder compact section of the directors’ report, or cur knowledge obtained in the audit, or ctherwise appears
to be materially misstated. If, based on the work we have performed, on the other informaticn obtained prior to the date of this auditor’s
repert, we conclude that thers is 2 material misstatement of this cther information, we are required to report that fact. We have nothing
to report in this regard.

Internal controf deficiencies
We considered internal control relevant te our audit of the consolidazed and separate financial statements, performance in terms of the
shareholder compact secticn of the directors’ report and compliance with legislation, however the objective is not to express any form of

assurance thereon.

The matters raported below are fimited to the significant internal control deficiencies that resulted in the basis for the qualified opinion, the
findings on the performance in terms of the shareholder compact section of the directors’ raport and the findings on compliance with legislation
included in this report:

Leadership
The public entity experienced instabilicy in leadership ir the last few years as a resuit of a number of suspensions, dismissals and resignations

in key Jeadership positions. Instability in top leaderskip has contributed to the averalf decline in the internal control envirenment.

The accounting autherity did not exercise adequate oversight responsibility regarding compliance with appiicable lagislation and related
internal controls.

Financial and perfoermance management
The accounting authority did not implement proper record keeping in a timely manner to ensure that complete, relevant and accurace

informarion is accessible 2nd available to support financial and performance reporting.

Qther reports

We draw attention to the following engagements conducted by various parties that have or could potentially have an impact on the matters
reported on the public entity’s financial, performance ard compliznce relatad matters. The reports noted do not form parc of our opinion on
the financial statements or our findings on the reported performance Information or cempliance with lsgislation.

Investigations
During the financial year under review the group conducted investigations into alleged irregularities, fraud and corruption within the

procurement environment. At the reporting date, cerzain investigations were still ongoing. The maserial findings that were identified relating

to these investigations completed during the year were as follows:

« an independent constltant investigated allegations of mismanagement and allegations of lrregularities in the quality mznagement department as
referred ta in note 52.1{h) to the cohsolidaced and separate financial statements

Agreed-upon procedure engagements

The fallowing agreed upon procedures engagements were performed:

+ National Treasury corsolidation template. The report covered the period from | Aprit 2016 to 31 March 2017

= Eskom’s generation, transmission and diztribution activities regulatory financial repore This agresd-upon procedure is performed on behalf

of NERSA

-
Aaron Mthimunye
SizweNtsalubaGobaodo Inc.
Director

Registered auditar

13 june 2017

20 Marris East Street, YWoodmead 219
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EXECUTIVE SUMMARY

SUBMISSION TO BOARD ’BN 27 JULY 2017
1. TITLE OF THE SUBMISSION
DEVELOPMENT BANK OF SOUTHERN AFRICA (DBSA) WAIVER

2. RESOLUTION REQUIRED

It is required that Board:

2.1. Note the impact of the outstanding DBSA waiver on Eskom’s liquidity and financial
sustainability.

3. SUMMARY OF FACTS IF THE DBSA MATTER IS NOT RESOLVED

3.1. The outcome of the matter is binary, should Eskom not resolve the matter we will
default on outstanding DBSA debt with a cross default across its debt portfolio with
negative implications on Eskom liquidity. Should Eskom resolve this matter the going
concern status will not be compromised, however Eskom will have to convince the
lenders and investors of its ability to address all concerns as a result of the qualified

audit finding.

3.2. If the required waiver by DBSA is not granted, Eskom will defauft under its loan
agreements and will be unable to drawdown on any of the secured funding nor
negotiate any new funding for the 2017/18 Financial Year, see attached Annexure A.

3.3. As at 26 July 2017, Eskom had R19.8 billion available cash. The potential default will
constrain the ability to raise funding, this will result in a projected R1 billion cash
available as at 30 September 2017 with negative cash balances of Ré billion at
31 October 2017. Annexure A has been updated with the most recent cash flows.

3.4. Given the constrained cash balances, Eskom will not be able to service its interest
and debt commitments and as a result suspend its capital programme. The situation
will compromise the Going Concern status of Eskom and will have negative
implications on its financial and operational sustainability.

3.5. A portion of Eskom’s debt has been secured with government guarantees amounting
to R267 billion. The potential default will result in a call on the Government Guarantee
and further deterioration in the fiscal ratios and possible ratings downgrade.

7
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3.6. WAY FORWARD

3.7.

DBSA stipulated conditions attached to the granting of the waiver for Eskom to meet.
These conditions have to be met to the satisfaction of the DBSA and have been
communicated in writing and verbally to the executives. Furthermore, . Eskom is
required to engage directly with the affected lenders once Eskom understands DBSA’s
final position regarding the waiver and/or any conditions subseqguent.

in our view, there is a relatively simple legal solution to the problem. If DBSA
unconditionally waivers the default with respect to the 2016/17 qualified audit report
prior to the deadline on 28 July 2017, we believe that the legal consequences and
potential fallout can be contained and Eskom Treasury will be able to proactively
engage with those affected lenders to deal with any residual issues.

FINANCIAL IMPLICATIONS

If DBSA conditions are not met and the conditional waiver expires, the default will
remain a continuing event and the R361 billions of total debt could become due and
payable before its specified maturity. The prepayment of the debt will then trigger the
R267 billion government guaranteed debt which will become payable by the
Government to the guaranteed lenders.

4. OTHER APPROVALS REQUIRED

Parties to be consulted/ informed of decision or further approvals needed:

Board approval.

Submission prepared by: Andre Pillay
Contact Number: x 4417

ANNEXURES

Annexure 1 - Board submission 24 July 2017
Annexure 2 - Impact on Eskom’s liquidity due to the delay of the DBSA Waiver 25 July 2017

&
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EXECUTIVE SUMMARY

SUBMISSION TO BOARD ON 24 JULY 2017

1.

TITLE OF THE SUBMISSION

IMPACT OF QUALIFIED AUDIT OPINION ON THE FINANCING AGREEMENTS AND
REMEDIAL ACTION TAKEN TO MITIGATE THE ADVERSE EFFECTS

RESOLUTION REQUIRED

It is required that Board:

2.1. Note the impact of a qualified audit opinion on the financing agreements relating to the
existing loans.

2.2. Consider and resclve to the satisfaction of the DBSA, the conditions of the DBSA
waiver.

2.3. Engaging the European Investment Bank (EIB} and all other affected lenders with
whom Eskom has active transactions under the International Swaps and Derivative
‘Association (ISDA).

2.4. Provide feedback to DBSA on the outcomes of the Board discussions.

2.5. Approve that the |GCE/Interim Chair, be authorised with the power to take all
necessary steps to give effect to the above.

SUMMARY OF FACTS

3.1. BACKGROUND

The company’s financial statements for the year ended 31 March 2017, which were
prepared in accordance with IFRS and Public Finance and Management Act (PFMA), have
been audited as required by the Companies Act and the Auditor General for compliance
with the above mentioned standards and legislation.

The audit has been conducted in accordance with the new International Audit Standards
{IAS), the result of which is a qualified audit opinion with respect to issues relating only to
the PFMA. The qualification arises as a result of the auditor being unable to conclude that
the irregular expenditure as disclosed in note 52 of the financial statements includes all the
irregular expenditure incurred by the entity in the 2016/17 financial year.
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The impact of a qualified opinion on the loan agreements is as follows:

- The qualified opinion is provided to the lenders as part of the financial statements
which must be delivered within 120 days after year end.

- The qualified opinion has triggered an event of default on two loan facilities that
total to R17, 2 billion. Following awareness by Eskom of the event of default,
Eskom is ebliged to inform the lenders about the event.

- The effect of an event of default if not cured or waived could result in:
Cancellation of undrawn amount of the facility

Acceleration by the lenders

Cross default being triggered on other credit agreements

» Cross acceleration being triggered on other agreements

-

Most cross default clauses have a minimum threshold above which a cross default will be
triggered and the threshold levels range between R100 million to R500 million and in
certain instances, are expressed as a percentage of Net Asset Value of the business.

The total amount of debt will ultimately be triggered by cross default and acceleration
provision which have to be due and payable immediately is approximately R381 billion of
which R267 billion is guaranteed by Sovereign.

3.2. ENGAGEMENT WITH LAWYERS TO ASCERTAIN THE IMPACT

Due to the nature of the qualification and the fact that it was for the first time an audit
opinion has been qualified, an extensive consultation took place to understand the impact
on the credit agreements.

The first engagements were internal to Eskom on details of the qualification. This was
followed by consultation with White and Case (W&C) to establish if this qualification and its
basis trigger any of the covenants in all Eskom’s credit agreements.

W&C was provided with all categories of credit agreements from similar Export Credit
Agency (ECA), all Development Financing Institfution (DFI}, Domestic and International
Bonds programme and credit agreements under ISDA. Events of defaults cross defaults
and cross acceleration clauses were identified and analysed in relation to the qualification.
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3.3. RESULTS OF W&C ANALYSIS

White and Case produced a list of all agreements with summarised wording relating to
event of default, cross default and acceleration.

Of the ioan agreements that are currently in place, only two had a provision that had a
qualified opinion as a trigger to an event of default. The two agreements related to AFD

and DBSA with the following clauses in the agreements:

AFD: (par13.3) In accordance with clause 12.5 (information —miscellaneous),the
Borrower shall promptly notify the Lender upon becoming aware of any event which
fs or is likely to be an Event of Default and inform the Lender of all the measures
contemplated by the Borrower to remedy it

DBSA: (par 16.1.14) A qualified audit report is issued in respect of the Borrower's
financial statements and/or the auditors of the Borrower notes that a reportable
irregufarity has occurred in respect of the Borrower’s financial statements

All agreements provide for notification to the lenders of an event of default.

Agreements with EfB and banks under ISDA provide for a cross default provision. This
means that if the lender that trigger a default has not cured or waived its right, even if they
do not take action by issuing notice of default, these lenders can trigger a cross default.
The remedy for these lenders is the removal of the clause or for them to waive their right of
entitlement to trigger cross default.

Other agreements have a cross defauit provision that are triggered only in the DBSA and
AFD issue a notice of default to Eskom. This means that these loans will not trigger a cross
default if DBSA and/or AFD do not act or waiver the rights to call a default. Most ECA, DFI
and Bonds agreements fall under this class and do not pose any risk if DBSA and AFD

decide not to act.

Other agreements provide for a cross acceleration, which means that should any of the
ienders accelerate due to an event of default, then that action will also bring them to the
table so that they are not excluded when loans are repayable. This class does not pose a
risk as long as DBSA and AFD or any other lender does not accelerate as result of an

event of default.

These results called for an engagement with AFD and DBSA whose loans were triggered
by the gualification to try and find an amicable solution to the problem.
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The.tables below details loan agreements that provide for cross default:

1 A. I1SDA Agreement ‘evergreen’ cross default affected counterparties

Cross
Currency
Swap (CCS) Cross Defauit
Exposure’ ISDA Cross ISDA — Cross Threshold

Counter Party {million) Version = Default Default Trigger Amount

BNP Paribas ZAR 492 1992 Yes g?uﬁ; Shareholder's | ZAR 5 billion

Citibank (ZAR 13) 1992 Yes ZAR 50 million ZAR 50 million

Deutsche Bank ZAR 292 1992 Yes 3% of Shareholder's | ZAR 5 billion
Equity

JP Morgan ZAR 2 706 2002 Yes USD 50 million USD 50

million

Bank of America {(ZAR 68) 2002 Yes USD 100 million Usbh 100

Merrill Lynch million

ABSA Bank (ZAR 4.763) 2002 Yes 3% of Net Asset RS5 bhillion
Value

FirstRand Bank ZAR 4 797 1992 Yes 3% of Net Asset R5 billion
Value

Investec Bank (ZAR 135) 2002 Yes 3% of Shareholder's | RS billion
Equity

Nedbank {(ZAR 197) 1992 Yes ZAR 1 million ZAR 1 million

Standard Bank ZAR 5 192 2002 Yes 3% of Shareholder's | R5 billion
Equity

1. Amounts denoted in {) indicate exposure Eskom owes to counterparties. Positive amount indicates
exposure counterparties owes to Eskom.

B. DFI ‘evergreen’ cross default - Government Guaranteed

Nominal
Loan Cross Default Threshoid
Amount Cross Amount
Counter Party {million) Maturity Default {million
EIB - A EUR 80 2031 Yes EUR 35
EIB-B EUR 88 2032 Yes EUR 35
EIB (renewables) EUR 75 2034 Yes EUR 35 i
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3.4. ENGAGEMENT WITH TWO LENDERS AND OUTCOME

3.4.1. AFD

When W&C confirmed that the qualification constitutes an event of default, AFD was
engaged first. They confirmed W&C analysis and conclusion that the opinion of PFMA
non-compliance is an event of default.

AFD agreed to amend their agreement so as to have only refusal by the Auditor to
certify annual financial statements as an event of default. This agreement meant that
AFD does not have an event of default resulting from this qualification of opinion and
the lenders with an evergreen are also unable to exercise their entitlement. A letter to
this effect was send and receipt and co-signing was appended by Eskom.

Letter and amendment to the agreement are included in Annexure A

3.4.2. DBSA

DBSA was engaged in a meeting and this was foliowed by a formal request to amend
its loan terms and conditions in line with the AFD’'s terms and conditions. After
numerous discussions with DBSA and relevant stakeholders, DBSA was prepared in
principle only, to agree to a waiver of its rights under clause 16.1 and specifically
clause 16.1.14 of the agreement, subject to the following conditions being met by

Eskom:

s Eskom providing the DBSA with full disclosure of the events that led to the event of
default;

e« Eskom enabling the DBSA, through the provision of adequate information andfor
documents to independently conclude that any decision to waive its rights is rational
and reascnable in the circumstances;

e Eskom convening a meeting of other lenders under other financing instruments to
which Eskom is a party, to inform them of the event of default and the DBSA's
intended waiver of rights. DBSA had in mind those lenders which might have vested
rights under financing instruments pursuant to the event of default andfor those
lenders whose position might otherwise be adversely affected by any decision
taken by the DBSA (other lenders). The DBSA requested to be present at such

meeting;
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e. Eskom providing proof to the DBSA that Eskom adequately consulted with the
Department of Public Enterprises and National Treasury on this matter;

+ Eskom providing DBSA with a detailed plan of mitigating measures. Eskom
proposes to implement as to effect remedial actions. Eskom proposes to address
the events that led to the event of default and to ensure that Eskom’s audited
financial statements will not again be qualified;

= The DBSA's board approval of Eskom’s response letter and propasal to the DBSA
and

s Acceptance of the above proposal by the board of Eskom

The above were succeeded by the engagements that took place and
correspondence letter received on the 16", 17", 18" and 19" July 2017 as
detailed below.

3.4.3. OTHER ENGAGEMENTS

Eskom also engaged-the Ministry of Public Enterprises and National Treasury to make
them aware of the qualification and the impact on Eskom’s debt book and guaranteed
debt. The departments indicated an intention to join forces with all parties to find a
solution.

Johannesburg Stock Exchange (JSE):

The JSE was notified by the Independent Regulatory Board of Auditors (IRBA) that
SizweNtsalubaGobodo reported two irregularities related to management.

Eskom debt listed on the JSE is regulated according to the JSE Debt Listing
Requirements whereby issuers are required to publish information that could have an
impact on the pricing of the listed instruments. The JSE had by Friday 8 July 2017 not
seen any information related to the finding published by Eskem on the official Stock
Exchange News Service (SENS) from Eskom.

The JSE on the same day requested Eskom to inform them, before close of business
12 July 2017, if such.information will be published to the market or not, and if not what
our motivation would be to withhold the information.

On Tuesday 11 July 2017 the press released information regarding the irregularities as
reported by Eskom auditors following communication with Eskom spokesperson.
Eskom Treasury followed up with communication to the market through SENS with the
same information as that contained in the press.

Page 6 of 11 gp



AFP-544

@ Eskom SUBMISSION DOCUMENT Revision 0

Revision Date July 2015
Office of the Company

Unique Identifier | 221-222

Document Type OCSDTE

Secretary

On Thursday 13 July 2017 the press reported on Eskom meeting with lenders
regarding discussions related te loan covenant. The JSE enquired as to the relevance
of these discussions on the likelihood of defaults and the impact on trading in Eskom
bonds in the domestic market. Consideration was given to a trade hold in Eskom bonds
whereby all trading in Eskom bonds in the market would have been halted until clarity is
reached on the exact nature of the impact of the discussions with investors. Foliowing
deliberation with Eskom external lawyers it was clear that there is no default on the
Domestic Eskom bends in relation to discussion with lenders on the technical default
situation and the JSE was informed that no default exist in the bonds and no trade halt

is required.
3.4.4. FURTHER ENGAGEMENTS WITH DBSA, LENDERS AND GOVERNMENT

On Sunday 16 July 2017, a meeting was held with Eskom’s Group Chief Executive,
Group Chief Financial Officer, Treasurer, Direcior General — DPE, Director General —
NT, DPE and NT Officials, DBSA's Chief Executive, Head of Legal and Head of
Funding.

The meeting was to discuss the impact of the qualification on the financing
agreements, the necessary steps to remedy and the commitment from the Interim
Chairman and Group Chief Executive to find a solution to the matter.

The above meeting was followed by a meeting on Monday 17" July 2017 at the DBSA
with Eskom, its legal representatives, DBSA and Norton Rose Fulbright. The main
focus of the discussion was the waiver of rights subject to suspensive or resolute

conditions.

As discussed and requested by the DBSA, the meeting with the affected lenders took
place on Tuesday 18 July 2017 with the following parties present:
¢ Eskom (Chair, IGCE, CFQ, Officials and White & Case as legal counsel)
» DBSA (CE, Head of Legal, Risk and Funding with Norton Rose Fulbright as
legal counsel)

e Investec

+ ABSA — Barclays

« JP Morgan

s RMB n

¢ BNP Paribas

¢ Standard Bank

s Reserve Bank

s NT (DG, and officials)

* DPE (DG, DDG and officials)
» Nedbank '
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¢ Bank of America Merrill Lynch
¢ European investment Bank (who joined via teleph®ne line)
¢ Deutsche Bank

The banks were represented by their Chief Executives, Heads of Credit and their
relationship personnel. The qualification and the nature of it, the impact on credit
agreements of the DBSA and the affected lenders who were called into the meeting
were also discussed. A green-light to anncunce Eskom annuat financial results on the
16" July was granted.

Lastly the DBSA’s in principle waiver was discussed and confirmed that such was in
placed as of the 18™ of July 5pm and that such is valid for in 7 days and subject to all
the conditions being met to the satisfaction of the DBSA within the 7 days.

The discussion and DBSA’s position was confirm by a letter from the DBSA dated the
19" July 2017, confirming the waiver, the period of the waiver and the final conditions
relating to the waiver. Letter attached, and the response has been drafted.

All the other affected lenders will be engaged when Eskom has resolved on meeting
the conditions set by the DBSA, and this should be followed by communication
(cleansing statement) to all the other lenders who are not directly affected by the DBSA
default provision, to the effect that what could have been an event of default has been

cured.

Material and ever-escalating risks resulting from the DBSA’s loan agreement and its
position on waiving the default provision have been highlighted to the CFO and IGCE
which include inability of Eskom Treasury to trade, make payments and receive ican
disbursements.

3.5. WAY FORWARD

Eskom is required to meet the conditions of the DBSA, to their satisfaction as
communicated in writing and verbally to senior Eskom executive. Furthermore, Eskom
is required to engage directly with the affected lenders once Eskom understands
DBSA’s final position regarding the waiver and/or any conditions subsequent.

The straightforward legal selution to the problem may be articulated as follows:: If
DBSA unconditionally waives the defauit with respect to the 2016/17 qualified audit
report prior to the deadline on 25 July, we believe that the legal consequences and
potential fallout can be contained and Eskom Treasury will be able to proactively
engage with those affected lenders to deal with any residual issues.
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3.6. FINANCIAL IMPLICATIONS P

If DBSA conditions are not met and the conditional waiver expires and the default
therefore continues, the R361 billion of total debt could become due and payable
before its specified maturity depending on the actions of all the lenders, of which R267
billion is guaranteed by the government and the government will have to make good to
the guaranteed creditors.

3.7. HUMAN RESOURCE IMPLICATIONS

No implications

3.8. RISKS {including Lenders, Media, Speculation, Bonds and Currency)

- The Media running with a story on breach of covenants. Such information on public
domain may have an influence on the market which may affect spreads and
currency adversely.

- Eskom’s funding will be negatively affected if DBSA does not waive and amend the
agreement. Going Concem risk

- Cross default could minimise our chances of executing the funding planned for the
short to medium term.

- The impact of the default as a result of the DBSA facility unless waived or cured:

South African Government will likely have to step-in and assume the
guaranteed debts of Eskom as primary obligor resulting in a sovereign
ratings downgrade

Eskom and sovereign may have to follow debt restructuring that will have
and detrimental impact of the Scouth African economy

Eskom and the Government will be downgraded by all rating agencies
probably to SD {selective default) while the situation remains

Negative implications for the currency

A possible run an the equity markets

Compromise the financial sustainability of the country

Deepening of the weak GDP growth of the country with negative
consequences on issues such as unemployment.

This will compromise the financial sustainability of Eskom.
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- Axfurther risk arising from this situation is that we are now also restricted in
prudently conducting our treasury activities, due te the following:

Until the situation with DBSA is resolved, Eskom may, as of today, have
knowledge of a potential event of default with regard tc DBSA loan
agreement and we are cbliged to represent and warrant that ho such event
has or will occurred in order to access funding or t¢ explain to the lenders
that Eskom is in default;

Where such a representation is found not to be true Eskom has an added
obligation to indemnify the lender as a result of any loss they may suffer
due to our misrepresentation. This has the risk of leading to further
violations under the PFMA, deepening of the nature and size of the losses
suffered by Eskom as a result of this. An assessment of the potential
implication of such loss on the Eskom directors, in terms of Companies Act,
is also risk that will need tc be considered,;

No lender (with this knowledge) is likely to extend further credit to Eskom or
leave credit lines open,;

The same knowledge restricts our ability to trade our securities {buying or
selling) as we are in possession of material non-public information which
may be an offence;

By virtue of the meeting in which DBSA required us to have with the SA-
based lenders, these lenders have all been made insiders as they now
have material non-public infoermation, which likely prevents them from
trading our paper in the market or extending further credit to Eskom.

4, OTHER APPROVALS REQUIRED

Parties to be consulted/ informed of decision or further approvals needed:

Board approval.

Submission prepared by: Andre Pillay
Contact Number: 800 4417

Page 10 of 11
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S Eskom

MEMORANDUM
To: Mr Johnny A Dladla, Interim Group Chief Reference:
Executive

Mr Anoj Singh, Chief Financial Officer
From: Mr Andre Pillay, General Manager Treasury Version: 01

Date: 25 July 2017
SUBJECT: IMPACT ON ESKOM’S LIQUIDITY DUE TO THE DELAY IN DEVELOPMENT BANK
OF SOUTHERN AFRICA (DBSA) WAIVER

PURPOSE

1. To inform the Interim Group Chief Executive ({GCE) and Chief Financial Officer (CFO) of the
impact of the delay in the DBSA waiver on Eskom’s liquidity and funding

BACKGROUND

2. The company’s Annual Financial Statemenis {(AFS) for the year ended 31 March 2017, which
were prepared in accordance with IFRS and Public Finance and Management Act (PFMA),
have been audited as required by the Companies Act and the Auditor General for compliance

with the above mentioned standards and legislation.

3. The audit has been conducted in accordance with the new International Audit Standards (IAS),
the result of which is a qualified audit opinion with respect to issues relating only to the PFMA.
The gualification arises as a result of the auditors being unable to conclude that the irregular
expenditure as disclosed in Note 52. Information required by the PFMA, of the AFS includes

all the irregular expenditure incurred by the entity in the 2016/17 financial year.

4. The impact of a qualified opinion on the loan agreements is as follows:
e The qualified opinion will be provided to the lenders as part of the financial statements,

which is required to be delivered within 120 days after year end.

Head Office
Tei +27 11 800 8111 -

Eskom Holdings SOC Ltd Reg Mo 2002/015527/30
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IMPACT ON ESKOWM’S LIQUIDITY DUE TO THE DELAY IN DEVELOPMENT BANK OF
SOUTHERN AFRICA (DBSA) WAIVER

« The qualified opinion has triggered an event of default on two loan facilities that total to
R17.2 billion (bn). Following awareness by Eskom of the event of default, Eskom has an
obligation to inform the lenders about the event. The effect of an event of defautt if not
cured or waived could result in:

» Cancellation of undrawn amount of the facility

> Acceleration of repayment by the lenders,

» Cross default being triggered on other credit agreements
>

Cross acceleration being triggered on other agreements.

+ Most cross default clauses have a minimum threshold above which a cross default will be
triggered and the threshold levels range between R100 million (m) to R500 m and in
certain instances are expressed as a percentage of Net Asset Value of the business. The
total amount of outstanding debt will ultimately be triggered by cross default and
acceleration provisions which have to be due and payable immediately amounts to

approximately R361 bn, of which R267 bn is guaranteed by Sovereign.

DISCUSSION

5 Eskom’s projected liquidity for 31 July 2017 is expected to be approx. R17 bn as at 30 June
2017,

Cash Flow Report: as at June 2017
['Exelude af risks

(4104 4633 (1501) (5444) (1857) (3118) (3037 190

(5447) @865) (2533)| (3233) (847) (31B5)! (6434) (5618)
(8551)]  768| (4034) (8677) (2704)] (6303) (9471)

§.iﬁ“?,‘-‘,’ ?“?9!—'!‘7'.?.'?.‘9?‘.‘."1?'7‘ place egq) ..F

Local Bonds {Gov Guaranteed) 200 1 DDD ] 1000
Commerciel Paper agf 4 f dsn o '966‘
Other Funding: . 4 o it ol I s 0 ./ 0[
Swap Restructured 0 0 o o 0 o 0 o o
Unsecured . 9 o oy Be i 7124 2018
CommerclalPaper :ssusd and mature same fin year o 0 0 (296)] (284); (2583) {19} (4-:-') '( 24?)
(Risks) Opportunities: . o o o e o of 0 o0 o
Netsurplus/ requirement) | | 2997/ @S] 788 (4330)| (7486) (1211) (4743 13205 4577

4330 7 4886 1211

Eskom Holdings SOC Lid Reg Ne 2002/015527/30 age 2
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IMPACT ON ESKOM’’S LIQUIDITY DUE TO THE DELAY IN DEVELOPMENT BANK OF

SOUTHERN AFRICA (DBSA) WAIVER

Should the DBSA matter delay funding over the next three months Eskom will be unable to

drawdown on its secured funding over the next three months the liquidity will drop to R3.5 bn

with a projected year-end negative closing balance of R7.3 bn, (see table above).

6. Impact on signed and committed funding also see table below :

Signed facilities, Eskom will be required to
provide additional Representations and
Woarranties in order to drawdown

= Signed facilities, Eskom will be required to

8 Warranties in order to drawdown

provide additional Representations and

AfDB

World Bank

AFD 800
Total DFI's 27 355

KEW 1392

Other ECA's 778
Total ECA's 2170
CPB's 1600

Drawdown aiready

Domestic Bonds

Drawdown already

Drawdown already

Liquidity Reserves 13 600

L
Committed Facilities 6200 [0
19 800 |
| Total Committed +Liquidity | 55 225 | 77% Secured of Funding Plan |

6.1. Eskom would be unable to drawdown on any of

iis commitied facilities, see Annexuret,

under its Representations and undertakings and events of default.
6.2. Therefore, R33.6 bn of the R35.4 bn will not be accessible
6.3. Approximately R11 billion has already been drawdown to date

8.4. The Effects of Default also compromises the commifted bank facilities of R6.2 hn

Eskom Holdings $OC Lid Reg No 2002/015527/30
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IMPACT ON ESKOM’S LIQUIDITY DUE TO THE DELAY IN DEVELOPMENT BANK OF
SOUTHERN AFRICA (DBSA) WAIVER

7. Impact on funding under negotiation:

International Bonds

7 000

Negotiation

CPBs 5900
CDB Long term (Kusile) 7 564
AFDB 2 967
AFD 236
New Development Bank 1335

Total DFI's 12132

Total ECA's 5023

Total Funding Under 26 255

Negotiations on holld'., Ie'xecutlons o;‘:
which is expected fo delayed

X‘i“éi?ﬁ@?’?ﬁ:"P
fLE

UL l&g

7.1 The outstanding matter with the DBSA has required Eskom to postpone the negotiations and
executions of the R36.3 billion of it R71.7 billion funding requirement. This will have a ripple

effect on Eskom’s five year funding plan.

8. Other funding initiatives that will be compromise the FY2017/18 funding plan :

« Huarong facility of US$1.5 billion

« Monetisation of the Municipal debt approximately R6 billion

e« ECA framework R5 billion
s  All the un-guaranteed funding initiatives of between RS - 20 billion

¢ Sukuks bond R7 hillion.

» Bridge facility due to the delay in the international bond

9. Treasury activities in relation to the hedging activities will be damagingly impacted as well as

the settlement or payment both principal and interest obligations, as this will require Eskom to

make Representations regarding amongst others compliance with all applicable laws and no

event of default has occurred.

Eskom Holdings SOC Ltd Reg No 2002/015527/30
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IMPACT ON ESKOM’S LIQUIDITY DUE TO THE DELAY IN DEVELOPMENT BANK OF
SOUTHERN AFRICA (DBSA)} WAIVER

LIQUIDITY RISKS

10.

11.

12.

13.

If Eskom were unable to raise the required funding, business operations and capital expansion
projects would have to be delayed, resulting in penalties related to contractual agreements

with suppliers.

Reporting of low liquidity levels to ratings agencies will result in potential ratings downgrade.

The worst case scenario of an acceleration of payment under the continued event of default

will result in required prepayment of R94 billion by Eskom for debt not guaranteed and a call

on Government to step in for the servicing of R267 billion of guaranteed debt.

This matter will have a systemic impact on the Sovereign and South African economy

RECOMMENDATION

14,

That the IGCE and CFO note of the impact of the DBSA waiver on Eskom, which are as
follows:

14.1 Projected liquidity of negative R4 billion by 30 November 2017.

14.2 The inability to execute its funding plan and Treasury operations

14.3 Eskom may have to proactively engage and inform Government , Ratings Agencies,

investor and Lenders

Compiled by:

/  GENERAL MANAGER TREASURY
Date: , ,
W esrzoRRs.

Eskom Holdings $0C Ltd Reay No 2002/015527/30 - Fags
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IMPACT ON ESKOM’S LIQUIDITY DUE TO THE DELAY IN DEVELOPNMENT BANK OF
SOUTHERN AFRICA (DBSA) WAIVER

Noted: Noted:

Mr Angj Singh Mr Johnny A. Dladla

CHIEF FINANCIAL OFFICER INTERIM GROUP CHIEF EXECUTIVE
Date: @\ e\, Date:

orEr e A Cuee 4 ST A O Mb'clsh—;-\ Tzl

-

{

2"\\a‘1\\"7.

Eskom Holdings SOC Lid Reg Mo 2002/015527/30 Page 6
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ANNEXURE AP27

® Eskom

FOR GOLLECTION Date:

23 January 2015
To Whom It May Concern Engquiries:
Eskom Holdirigs SOC Ltd W Venner

+27 11 800 3250

Dear Sir/Madam

i
EXTRACT OF THE APPROVED MINUTES _ _
The APPROVED minutes of the ESKOM BOARD MEETING {B04-2006/07) held on 07 December

2006:
"21.  OFFICE OF THE CE:
DELEGATION OF AUTHORITY
. Changes to the Decision Making Document of Eskom
- 2
The submission was tabled by the CF for approvai.
The CE indicated that Exco had considered this matter and recommended the item for
approval.
Corporate Counse! explained that cerfain amendments had been inserted into the
Delegation of Authority to align the document with the approval 'of the Minister of Finance,
permitting the Board fo delegate certain powers in terms of section 66 of the Public
Finance Management Act [PFMA]. In addition certain financial limits had been increased, A
comprehensive review of the limits would be carried out once the external members had
been appointed to the committees. The treasury delegation had also been amended but
was subject fo the outcome of a review to be conducted by the National Treasury,
RESOLVED that:
1. The amendments to the Defegation of Authority as set oul in the attached ‘Annexure 1'
are approved.
2. The financial limits are increased as follows:
2.1 Investment Finance Committee (IFC)
2.1.1  The general transactional limit is increased from R 500m to R 750m
2.1.2 «The authority for investment decisions when establishing infrastructure
-and additional capacity is increased from R750m to R 1bn, -
Office of the Chisf Exgcutive

Megawat Park Maxwsll Drive Sunninghill Sanciton
PO Box 1021 Johannesburg 2000 S
Tel +27 11 800 8542 Fax +27 11 800 4212 www.eskom.co.2a

Eskom Holdings SOC Limited Reg No 200201527106
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2.2 Board Tender Committee [T01

2.2.1 The general transactional fimit is increased from R 500m to R 750m.

2.3 Executive Management Commitiee (EXCQ)

2.3.1 The general transactional limit is increased from R 100m fo
R 200m.

2.3.2 The authority for investment decisions when establishing infrastructure
and additional capacily is increased from R 100m to R 200m.

233 The authority for procurement when estabiishing infrastructure and
additional capagcity is increased from R 500m to R 750m.

2.34 The authority for procurement for operations, maintenance and
refurbishment is increased from R 500m to R 750m.

. e . “Anpexure 1"
Delegation of Authority
Summary of Amendments

Section Nature of Amendment Rationale

Sharehoider 1
Approval
Consultation  and
Reporiing

1.1.4 Amend clause 1.1.4 by deleting the | Align the document with
words ‘with regards to borrowing of | approval obtained from
money” at the end of the paragraph | the Minister of Finance
and adding the following words: dated 19 October 2005-
attached hereto and
“In the circumstances , the | marked Annexure A”"..
authority fo issue guarantees,
sureties, indemnities, securities or
any other fransactions that binds
the company to any future financial
commitment, is delegated as per
the terms and conditions of
Appendix 4"

The new paragraph 1.1.4 will then
read as follows:

in terms of Section 66{6) of the
PFMA, the Board may not delegate
a power relating to the borrowing of
money, issuing of guarantees,
indemnities or securities, or enter
into any such transaction that
binds or may bind Eskom to any
future financial commitment,
except with prior written approval
of the Minister of Finance. K is




hereby recorded that the Minister of
Finance has furnished the
necessary approval. - In  the
circumstances, the authority to
issue guarantees, sureties,
indemnities, securities or any other

| transactions that bind the company

to any future financial commitment,
is delegated as per the terms and

conditions of Appendix 4:

Key of insert a new key to abbreviation, | Update and align with

Abbreviations namely “Div Excom” - “Divisional | current practise
Executive Commiftee
Delete all referénces to Divisional
Beard and ils key {o abbreviation and
replace same with Divisional Executive
Committee throughout the document..

Table — Delegation of Authority
-
Section Nature of Amendment Rationaie
Overall Geneoral
Contractual Period _
ltem 4 Insert the words “See note 40” in the | Update

first column,

il

Writing off bad

To remove the words “cumulative

To provide clarity and to

debts annual maximum®” align this item with the
policy for writing off of
item 11 bad debis as approved
by the Board Audit
Committee.
item 15 Insert the words “See note 40" in the Update
first column.,
15.1.2(b) Delete the words “unlimited” and Align with current
insert in its place the words: practice, N
- *up to the maximum of the
investment decision, and”
15.1.2.3 Deiete the words *uniimited” and Align with current

insert ifits place the words:

- “up to the maximum of

practice.

AFP-560



The head of the tax department or
hisfher delegate shall approve from
a tax perspective all contracts of
values between R10m and up to R
35m per contract

The head of the tax department or
histhet delegate shall approve from
‘a tax perspectwe and also be
involved in° the negotiation of

contracts of a value above R35m per

approved budgeted amount, |
and”
18{c) and (d}) Add the words “See Appendix 4” in Align the document with
the columns the Changes introduced
T by the approval obiained
f from the Minister of
f Finance.
‘Notes - Delegation of Authority
2cti io
Heglie, Nature of Amendment nete
Note 12 Delete the words “larger than 5% of | - 4l B i
i the total combinéd hedged and Igner%"p?;gi?eﬂem "
unhedged exposure” and substitute '
same with the words “in accordance
‘with the prescriptions and limits in
Appendix 2.
New note 12 to read as follows:
The Finance Director shall report
to EXCO quarterly on the risk
inherent in any unhedged foreign
currency exXposure in
accerdance with  the
prescriptions and limits in
Appendix 2.
Note 16 Delete the word “ Group” from the Align with current
paragraph and replace it with the word | practice
“Divisional”
New Note To insert a new note 40 that will read Align with the EXCO
Note 40 as foliows approval dated 6 June

2006

——— ]
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| contract

The head of the tax department or
his/her delegate shall approve from
a tax perspective and also be
involved in the formulation of al}
proposais, negotiations, signoff and
financing of ail capitai projects.

Appendix 2

Detailed Authorities in respect of Specific Treasury Activities

[ Nature of Amendment

Rationale

Delegation of

Amend Appendix 2 as is set out in the

Align the document with

Authorities in attached revised Appendix 2 present practises within
respeact of Specific the Treasury
Treasury Activities Department

= - .

Section

Nature of 'A'm'engm_' ent

Rationaie

Special Pricing

Agreement and
Customer

Products KSACS

and

DISTRIBUTION

Delete the entire Appendix 3 and
substitute same with a new Appendix 3.
See attached revised Appendix 3.

Te align the document
with special pricing
practices in hoth KSACS
and Distribution

Appendix 4
Sec 66 of the Public Finance Man nt Act Transactions
Section Nature of Amendment ale

New Appendix 4

insert & new Appendix headed
“Appendix 4™ which deals with the
authority to issue Guaraniees . Sureties
, Indemnities , Securities or any other
transaction that bind Company in any
future Financial commitment .

See attachéd Appendix 4

To align document with
the approval obfained in
terms of Section 66 (3)
of the PFMA. Letter of
Approval by the Minister
of Finance dated 18

October 2006. J
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Appendix 2

APPENDIX 2: DETAILED AUTHORITIES IN RESPECT OF SPECIFIC TREASURY ACTIVITIES

A

1,

In terms of Section 86(6) of the PFMA, the Board may not delegate a power relating to the
bprrowing of money, issuing of guarantees, indemnities or securities, or enier into any
such transaction that binds or may bind Eskom to any future financial commitment, except
with prior written approval of the Minister of Finance. it is hereby recordad that the Minister
of Finance has furnished the necessary approval, with regard (o borrowings.

Once the Board has approved the borrowing programme and all other relevant approvals
have been provided, and subject to the Treasury mandate approved by the Board from
time to lime, the Chief Executive and/or the Finance Director are hereby authorized to take
all steps necessary or incidental to impiement the borrowing programme as approved and
are authorized to sign any agreement or documentation to give effect thereio provided that
any agreement is signed after approval by Corporate Counsel or General Manager (Legal)
or their delegate. Further authority is hereby delegated 1o the Chief Executive and/or the
Finance Director and other Delegees as set out below, together with conditions for
implementation. ' :

IN TERMS OF FUNDING:

1.1!n implementing the approved borrowing programme, if any individual transaction
exceeds US$500 million or the equivalent in another currency in respect of foreign
borrowings and an amount up to R 2000 million per agreement in respect of logal
borrowings approval shall be obfained from the Risk Management Committee prior to
the implementation of such transaction. ’

1.2 Officials in the Treasury Depariment are authorized to implement the approved

borrowing programme in terms of conditions determined by-the Chief Executive and/or
the Finance Director and in particular the General. Manaﬂer (Treasuwry) is hereby
authorized to enter into transactions of up to US$25 million or the equivalent in
another currency in respect of foreign borrowings and up to R350 million per

agreement in respect of local bom‘)wings per individual transaction. |
1.3 LISTING OF NEW BONDS

1.3.1 The Chief Executive and/or the Finance Director are hereby authorized to issue
or list new Eskom bonds in the impilementation of the approved borrowing
programme as set out above, subject to any strategy and conditions set by the
Risk Management Committee.

1.4 INVESTMENT IN SURPLUS FUNDS

1.4.1 In implementing the approved borrowing programme, the Chief Exscutive
and/or the Finance Direclor are herebr authorized to invest surplus funds. In
investing surplus funds, if any individual transaction exceeds US$ 500 million or
the equivalent in another currency in respect of foreign investments and up to R
2000 million per transaction in respect of local investrents approval shall be
obtained from the Risk Management Committee prior to implementation of such
fransaction. ‘

1.4.2 Officials in the Treasury department are authorized to implement the approved
borjowing pragramme in terms of conditions determined by the Chief Executive

and/or the Finance Director and in particular the General Manager (Treasury) is -

hereby authorized to invest surplus funds up to US$ 20 million or the
equivalent in another currency per transaction in respect of foreign investments
and up 1o R350 million per Yransaction in respect of local investments,

1.5 For the purpose of effective fundin% and for effectively managing surplus cash,
interest rate risk and fiquidity risk on the debt raised, the authorized designations in
the Treasury Department may enter into transactions by buying and selling approved
capital market and money market securities subject to;

AFP-563
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a) the mainterance of a minimum daily caif balance of R300 million
eash, and,;
b} minimum credit guality of investment counterparties be maintained
at AA and A1 National Credit Rating, and;
" c) the maximum effective portion of the debt portfolio exposed to an
% interes{ rate reset within the next 12 month Heriod shall be fimited
{ to 40%, and;
d) the debt portfolio shall have a minimum duration of 5 years

should Eskom’s net debt exceed R10 billion.

e) the authorised designations in paragraphs 2.1.1.3, 2.1.2 ¢), 2.2.1 b)
and 2.3.2 up to their respeciive indicated maximum fransaction
limits, negotiate and conclude the transactions, on behalf of Eskom;

1) Documentation zndlor Agreements pertaining o the above
{ransactions shall only be signed after approval by Corporate Counsel
or General Manager Legal,

1.6 INDEMNITIES, LETTERS OF CREDIT, GUARANTEES AND SURETYSHIPS

1.7 MAINTENANCE OF EXISTING CROSS-BORDER LEASE AGREEMENT-
MAJUBA 2

2 IN TERMS OF DEBT AND RISK MANAGEMENT:
2.1 MARKET MAKING AND JOBBING RISK
21.1 in the Domestic Capital Market, the Finance Director or the General Manager

(Treasury) may enter into buying and selling transactions with investors in
approved capital market securities. subject to all such actions being within the
hedging policies and limits and the following restrictions/authorisations:

2111 that the approved instruments shall have a National Credit Rating of
AA or better for market making and AAA for Iﬁbbing and Al or
better for money market instruments ‘and fixed deposits not
exceeding 2 months; ' '

21.1.2  that sensitivity to price movements:

a)  on the market making portfolio be limited so that the maximum
potential loss due to a 25 basis paint paralle! shift in the vield curve
shall not exceed R3 miflion:

b) on the jobbing portfolic be limited so that the maximum potential
~ loss, due to a 25 basis point paralie! shift in the yield curve, shall not
exceed R 1m, the maximum net intra-day position shall also be
limited to R50m nominal value in R157 or equivalent bonds and the
maximum loss shall be limited to R1 million per annum:

2.3 MANAGEMENT OF CURRENCY RISK, INTEREST RATE RISK AND COMMODITY -
PRICE RISK

2.3.1. the Finance Director or the General Manager {Treasury) may approve hedging
strategies fo manage the cumency risk, the inferest rate risk and the
commodity price risk pertaining to” Eskom's debt, foreign contracts and
Eskom’s tariff jinked agreements subject to the following restrictions /

authorisations:
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2341  duration mismatches between forward exchange cover contracts
and the underlying currency exposure shall be limited to a total
nominal value of the Business Areas’ exposures at any given time;
2.3.1.2  exposure to unhedged movements in spot exchange rates will be
limited to R100 million except during Eskom’s borrowing and
investment period, where vendors are reasonably anticipated in
" the procurement pian, when there will be'no limit on the open
I {unhedged) foreign exchange position subjoct to the folfowing:

{i) the sum position be maintained within the South
African Reserve Bank approved volume, and

versus the benefit. Value at risk (V@R) be maintained
within the existing overall 1 month 95% confidence
Interval V@R limit, i.e. 5% of annual budgeted earnings

before tax;

(i)  the Finance Director monitors the opportunity cost

k3
As part of the R100 million limit in 2.3.1.2 above the Trading
Manager (Foreign Markets) may conduct dealing activities. to
impiement the approved hedging strategy and may conduct trading
limited to an overnight unhedged spot pasition of R20 million, a
duration mismatch of 12 months and subject to an overall maximum
loss of RS million per annum;

2343

2.3.14  the maximum un-hedged commodity exposure shall be lmited

to R50 million of the current year's volume;
23.2 the following designations may, on behalf of Eskom and up to the foliowing
limits, negotiate, conclude and approve transactions in foreign exchange,

foreign interest rate and commodity derivative instruments:

UsD Millions .
SPOT =3 sémth | siyr | >y
T mths s |
Finance Director 1000 1000 1000 100 | 100
" | 0 [ 0
| General Manager (Treasury) 500 400 350 300 | 250 |
Trading Manager (Foreign 400 350 300 250 | 200
_Markets) =
| Chief Dealer (Foreign Trading) 350 360 250 | 200 | 150
Seniar Dealer (Foreign Trading) 200 175 1560 100 | 50
Dealer (Foreign Trading) 100 75 50 25 10
Junior Dealer 50 40 25 15 5
Trainee Dealer (Foreign Trading) 25 20 15 10 0
APPENDIX - 3
SPECIAL PRICING AGREEMENTS ~ KSACS and DISTRIBUTION
POWER OF ESKOM o CE FD Div DMD OTHE
by Executive R~
Committee
KSACS/DISTRIBUTI
ON 143
3
+ SPECIAL | =
PRICING |
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AGREEMENTS
WITHIN RSA
8} Negotiated E sR75m
prices {including p.a
Short Term
Agreements) for | Es7 years
national; selling
of electricity (all vaives
{See notes 1, 2 reflect
and 5) value at

_ risk and not
{Subject to Long contract
Term Pricing values)
Framework]
b) Negotiated | E <R78m
prices for national | (R100m)
purchasing of | (contract
electricity vaiue)
{see notes 2 and | £s5yeas
3)
(see note 4)

INTERNATIONA

L

AGREEMENTS
[Subject to
International
Pricing £ sR75m
Framewark] p.a
a) Negotiated E=7 years
prices {including
Short Term | {all values
Agreements} for refiect
international value at

(KSACS)Y | v DMD
<R35m sR3%mp.a | (KSACS)
p.a v 25 years v DMD
<5 years =~ 0OMD |, (D)
4~ DMD (G vsR15m
(G} p.a
¥'55 years
{all (all values | « DMD
values reflect G)
reflect vaiue at
value at risk and not. | (all vaives
risk and | contract reflect
not values) value at
contract risk and
values) not
contract
values)
KSACS v DMD
=R35m value}v {KSACS)
£R3I5m vER15m
{contract (contract (contract)
value} value) v'<5 years
<5 years v'sb years <~ DMD
e~ DMD <~ DMD (G}
(@) (G)
v DMD
(D)
vsR15m
_pa.
| YSS0MW
=5yrs
&~ DMD
(G)
(KSACS)Y | ¥ DMD
sR35mp.a | (KSACS)
v'55 years v'ER15m
" DMD pa
{G) v'<5 years
e DMD
. {G)
£R35m (all values
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selling of | risk and not | p.a reflect | {all values
electricity contract | <5 years value at reflect
{see notes 1,2 values 2~ DMD riskandnot | value al
and 5) (G) contract risk and
values) not
{all contract
“ values « values)
1 reflect Ll
i value at b
risk and
not
contract
values)
b) Negotiated E sR75m (KSACS)v v DMD
pricss for {R100m) | €R35m SR35m (KSACS)
international (contract | (contract {contracl vER15m
purchasing of value) value) value) {contract
electricity Eshyears | =5 years | v'55 vears vaiue)
(see notes 2.3 s DMD & DMD V'S5 years
and 5) (G) @) o DMD
©)
[Subject to Long .
Term Pricing
Framework] |

. The values reflected herein refer to the financial risk as set out and cailculated in terms of the
Eskom guidelines for calculating Financial Risk.

a  For National Selling Contracts the risk shall be the difference between standard tariff and
the contract {ariff;

@ For intemational Selling Contracts the risk shall be the difference between Eskom's
marginal cosl and the contract price.

. If the transaction requires new infrastructure the matter will be referred to the relevant
commitiee for approval as set out in the section(s) of Appendix 1A, dealing with Infrastructure
and Capital Investment,

. Purchase agreements must comply with the principles as set out in the Power Purchase
Agreement Framewark approved by IFC.

. Purchasing of energy from Embedded Distributed Generators [subject to the Policy on
purchases from Distributed Generators], shall not be greater than 50MW and not centrally
dispetched.

. Please note that the International Pricing Framework and the Long Term Pricing Framework
are slill being developed and the contents of Appendix 3 will be subject to the internationat
Pricing Framework and the Long Term Pricing Framework once approved.

APPENDIX 4

The Authority to issue guarantees, sureties. indemnities, securities or enter into any
other transactions that bind the Company to any future financiai committment, as
contempiated in terms section 66 of the Public Finance Management Act
hereinafter referred to as section 66 transacti is de N
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1. Board investment and Finance Committee - up to a maximum delegated
authority of R250m per transaction for ordinary transactions, and an amount of
R500m per ftransaction, for transactions related to the Capacity Expansion
Programme, operational refurbishment or maintenance.

2, Board Tender Committee - up to a maximum of R250m per transaction but
restricted to performance guarantees, bid bonds and indemnities.that are required
in: relation to procurement matters: the purchase or sale of -electricity, fuel,
equipment or services.

3. Board Executive Management Committee {Exco) and Investment and Finance
Sub - Committee of Exco and Exco Procurement Committee — up to a
maximum of R100m per transaction.

4, Divisional Executive Committees and Divisional Procurement Committees —
up to a maximum of R1m per transaction subject to a cumulative limit of R10m per
annum,

5. CE/FD - in accordance with the limils of transactions that.are incidental to or

related to the borrowing powers already delegated for borrowings; and up o a
maximum of R10m per transaction for other matters. ' '

6. Legat - Corporate Counsel/GM (Legal) - up to a maximum of R1m per transaction
for legal matters relating to security or indemnities for legal costs. Any higher
amounts would be referred to Exco.

7. With regard to an ihdéﬁnity that forms part of a contract: The delegee that has
the transactional authority to conclude the contract shall be delegated the authority
to provide the indemnity, security or guarantee.

8. The additional conditions that will be applicable include the following:
8.1 No further delegation shall be permitied other than specified above.

8.2  All guarantees, indemnities and securities must be reported to the Finance
Director and Board.

8.3  The above authority is limited to guarantees, indemnities, securities or any
other fransactions that bind the company to any future financial
commitment, in relation to the Eskom Group's ordinary course of business
and within the functional accountability of delegees.

84  Only the Treasury depariment, and CE/FD shall have the power to issue
guerantees, indemnities and securities related fo trading in financiat
markets.

9. The delegations herein regarding section 66 transactions are subject to the
underlying transaction being part of a pre-approved budget and appraved
Corporate Pian

luidiudie/ ,

v,
Phukubje (Mr)
pany Secreta
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Eskom Delegation of Authority Policy

-Unique Identifier:

240-62072907

Revision: 2
Page: 51 of 64 -
7. Treasury
DOA Powers & Authority Recommend Support Approve Additional
Ref. requirements or
considerations
7.1 Borrowing programme GCFO & GCE Capital Committee and | Board
Investment & Finance
Committee
7.2 “Subject to section 66(6) of the PFMA, implement the Borrowing Programme in line with the Board approved Corporate Plan.
With regard to funding, borrowing of money , listing/ issuing of new bonds, risk management and debt management including investment of surplus
funds (Domestic markets and foreign markets):
1. The GM Treasury and delegated Treasury Officials may implement the Borrowing programme and effect all transactions necessary or incidental thereto
subject to the delegation, conditions and limitations specified by the GCFO and in aceordance with the Board approved Borrowing programme and the
approved Treasury Mandate.
7.21 Transactions less than $1000m (Foreign currency or | GM Treasury N/A, GCFO
equivalent in other currency or less than R8000m (local 1 i
currency)
722 Transactions greater than $1000m (Foreign currency or | GM Treasury GCFO GCE
equivalent in other currency or
greater than R8000m (local currency)
723 Signing of any document relating to loan agreements or | GM Treasury GM Legal GCE
anything related or incidental thereto, including listing of GCFO
bond notes or commercial paper.
7.2.4 Signing of any decument relating to Treasury activities, | GM Treasury N/A GCFO
credit and ftrading agreements or anything related or
incidental thereto, Treasury domestic market deposit
CONTROLLED DISCLOSURE

When downloaded from the document manageinent system, this document is uncontrolied and the responsibil

with the user [o ensure it is in ling with the authorised version on the system,

No part of this decument may be reproduced without the axpressed conserd of the co

SOC Limited, Reg No 2002/015527/30.
Hard copy printed on: 27 February 207

pyright holder, Eskom Holdings

ity rests
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Eskom Delegation of Authority Policy

Unigue Identifier:

Revision:

Page:

2
52 of 64

accounts, bank accounts related to financing/ loan
facilties;  replacement/new  securities certificates,
electronic  signatures, Central Securities Depository
requirements and/or deeds.

725

Treasury Mandate

GM Treasury & GCFO

Capital Committee

Investment & Finance
Committee

7.3

Issue of guarantees

7.3.1

Issue of guarantees, surcties, indemnities, securities as
contemplated in terms of sect 66 of PFMA up to a max
R1m per transaction for legal matters relating to security
or indemnities for legal costs, any higher amounts must be
referred to Exco.

GM/SGM

N/A

GM Legal

732

Issue of guarantees, sureties, indemnities, securities as
contemplated in.terms of sect 66 of PFMA Up to a max of
R1m per transaction to cumulative R10m pa.

GM/SGM/DE

GE

7.33

Issue of guarantees, sureties, indemnities, securities as
contemplated in terms of sect 66 of PFMA In accordance
with limits of transactions that are incidental to or related
to borrowing powers already delegated and up to max of
R10m per transaction for other matters.

N/A

N/A

= e

GCFO

7.3.4

Issue of guarantees, sureties, indemnities, securities as
contemplated in terms of sect 66 of PFMA Up to R100m
per transaction

GM/SGM/DE/GE

N/A

Capital Cormmiitee

7.3.5

Issue of guarantees, sureties, indemnities, securities as
contemplated in terms of sect 66 of PFMA Up to max
R250m per transaction (ordinary transactions) including
indemnities or bonds for purchasers or sale of electricity
and R500m per transaction (capacity expansion
programme, op refurbishment or maintenance)

GCE

Capital Committee

Investment & Finance
Committee

CONTROLLED DISCLOSURE

240-52072907

-

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

Mo part of this document may be reproduced without the expressed consent of the copyright holder, Eskom Haldings
80C Limited, Reg No 2002/015527/30.

Hard copy printed on; 27 February 2017
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AUTHORISED

This Treasury Delegation of Authority dacument has been accepted and approved by the
following smanagers.

Name Posifion
Mardia Maleka Senior Manager: Market Analysis & Portfolio Management
Marius Homewood Senior Manager: Liquidity Management
Vincent Makhuvha Senior Manager: Porifolio Assessment
Gertrude Molokoane Acting Senior Manager Operations and Support
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3.

3.1

3.2

INTRODUCTION

The Eskom Holdings SOC Limited (Eskom) Delegation of Authority Framework, as
approved by the Eskom Holdings SOC Ltd Board of Directors on the 27 October 2018,
sets out the powers and authorities delegated by the Board. it prescribes the scope,
conditions and parameters within which the powers can be exercised by executives and

all employees.

The Principles set out the principles and condifions upon which the Delegation is based,
whereas the Delegation records the nature, extent and financial limits of the authorities
delegated by the Eskom board of directors (“the Board”) to Delegees.

TREASURY MANDATE

The mandate of the Treasury Department shall be to meet the ongoing figuidity needs of
the Eskom Group, and to protect it against financial market risks in the most cost
effactive manner, within an appropriate control framework.

GENERAL CONDITIONS

In tenms of the provisions of the Eskom Delegation of Authority document, a delegee can
delegate fuher any powers and authority so delegated to such Delegee to an officer,
employee, any person or committee and to allow the sub delegation of such powers in
exceplional cases only once and where necessary, in terms of the needs of the business.

3.1.1 To impose any limits or conditions in such Further Delegation to ensure good

governance and controls with regard to the exercising of such power
The delegates exercising powers and authorities delegated in terms hereof, shall act,

. Lawfully

’ Within the mandate of the division and the scope and powers of their delegated
authority and subject to the Eskom Delegation of Autherity Framewark, Delegation
of Authority Principles

. Subject to and in compliance with any Hmitations, conditions, policies andfor
directives that may be applicable from time to time.
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4.1 The powers delegated to me in terms of the Eskom Delegation of Authority are hereby

delegated further as set out below:

BORROWING PRCGRAMME

APPROVED BY BOARD

Corporate Plan,

Subject {o section 66(6)of the PFMA, Implement Borrowing Programme in line with the Board Approved

BORROWING OF MONEY/FUNDING AND LISTING /ISSUING BONDS, RISK MANAGEMENT
AND DEBT MANAGEMENT INCLUDING INVESTMENT OF SURPLUS FUNDS FOR DOMESTIC

MARKETS AND FOREIGN MARKETS.

3
THE {GM) TREASURY AND DELEGATED TREASURY OFFICIALS MAY IMPLEMENT THE
BORROWING PROGRAMME AND EFFECT ALL TRANSACTIONS NECESSARY OR
INCIDENTAL THERETO SUBJECT TO THE DELEGATION, CONDITIONS AND LIMITATIONS
SPECIFIED BY THE GCFO AND IN ACCORDANCE WITH THE BOARD APPROVED

BORROWING PROGRAMME AND THE TREASURY MANDATE.

TREASURY ACTIVITIES

AUTHORITY LEVELS

Signing of any document relating to Treasury activities, credit
and trading agreements or anything related or incidental thereto,
Treasury domestic market deposit accounts, bank accounts
related fo financing/ loan facilities; replacement/new securities
certificates, electronic signatures, Central Securities Depository
requirements and/or deeds

General Manager (Treasury)

FUNDING

AUTHORITY LEVELS

=$500m(foreign) or equivalent in other currency

General Manager (Treasury)

TREASURY TRANSACTIONS

ZAR CAPITAL MARKET INSTRUMENTS

AUTHORITY LEVELS

General Manager (Treasury)

SR2000m

<R500m Head of Liquidity Management

SR300m Trading Manager Domestic Markets N
2R200m Chief Dealer Domestic markets

<R100m Senior Dealer Domestic Markets

SREOM Dealer Domestic Markets

=R10m Trainee Dealer

Page 3
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'ZAR MONEY MARKET INSTRUMENTS AUTHORITY LEVELS ‘
{ INCLUDING CARRIES)
_Up tO_;O.I'-It;S 3 ~12 months 1”~ 3 years ’*
S_RSOFm o I _sRSOOOm <R5000m General Manager (Treasury?u §
sR2000m SR2000m ~ =R2000m Head of Liquidity Managerhe-ri B "
=R1000m SRSGUm <R150m Trading Managér Domestic Market-
<R400M <R150m <R75m Chief Dealer Domestic Market ]
WsRSOOm SR100m 0 SéniEI: D:s:éier Domestic Market |
<R140m ‘ _sRZOm ] 0 Dealer Dome_stic M;ﬂ;t 73
SR20m ‘ - - . ! ’ Trainee Dealer Domestic Market |
| ZAR INTEREST RATE DERIVATIVES | AUTHORITY LEVELS -
_E.g. (option/ future/ FRA/ ) - —
lyr =3yrs | =5yrs >5yrs
<R5000m _sR5000m $R5000m | <R5000m | General Manager (Treasury) g
<R1000m <R1000m £R1000m =R1000m Head of Liquidity Management and Head
Cgm of Portfalio Management
=R500m SR400m <R300m =R250m Trading Manager Domestic Market
SR250m £R250m =R200m £R150m Chief Dealer Domestic Market
sR200m £R200m 1o I | Senior Dealer Domestic Market
SR100m <R100m _LO = 0 _ Dealer Domestic Markst

Page 4
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[ CURRENCY AND COMMODITY INSTRUMENTS AND AUTHORITY LEVELS |
DERIVATIVES
sPOT/ 3-12 months >1yr - e |
0O to 3 months | !
<$760m £$750m <$750m General Manager (Treasu'ry)
=$500m | <$500m <$500m Head of Portfolioc Management
<§400m | <$300m $$200m Trading Manager Foreign Market

<$350m <$250m <$150m e Chief Dealer Foreign Market
<§200m <§150m <gsom " Senior Dealer Foreign Market
<§100m <$50m <$10m ) Dealer Foreign Market T
=$50m <$25m <35m | Junior Dealer Foreign Market

s$25m | <$16m 0 Trainee Dealer Foreign Market
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