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

CHAIRPERSON’S DIRECTIVE IN TERMS OF REGULATION 10(6) OF THE
REGULATIONS OF THE COMMISSION

TO : MR RAJEEV THOMAS

ADDRESS : 2112 TRISCAN AVENUE
DAINFERN VALLEY
FOURWAYS
2191

EMAIL : rajeev@kec.co.za

1 By virtue of the powers vested in me in my capacity as Chairperson of the above-
mentioned Commission by Regulation 10(6)! of the Regulations of the Judicial
Commission of Inquiry into Allegations of State Capture, Corruption and Fraud in the

Public Sector including Organs of State, I hereby direct you, Mr Rajeev Thomas, to:

1.1 deliver on or before:Z 0 NOU@WVLQ\/ 2oto the Secretary or Acting Secretary

of the Commission at the address given above an affidavit or affirmed

declaration in which:

(a) you state whether you admit or deny the allegations made about, or
against, you in the affidavit or statement or affirmed declaration of Mr

Andre Frank Pillay dated 18 February 2019 attached hereto which was

! Regulation 10(6) of the Regulations of the Commission reads: “For the purposes of conducting an investigation
the Chairperson may direct any person to submit an affidavit or affirmed declaration or to appear before the
Commission to give evidence or to produce any document in his or her possession or under his or her control
which has a bearing on the matter being investigated, and may examine such person.”



submitted to the Commission for the purpose of its investigations and in
the oral evidence which he gave before the Commission on 1 March 2019
(DAY 59) which can be accessed from the Commission’s website being
www.sastatecapture.org.za. The affidavit of Mr Andre Frank Pillay is

attached hereto as “A”.

(b) you state whether you deny or dispute any allegation or statement made
about, or against, you in the said affidavit or statement or affirmed
declaration, the grounds on which you base your denial and give your full
version in regard to the allegation(s) or statement(s) or issue(s) or matters

or incidents covered in that statement or affidavit which refer, or relate to

you.

If you would like assistance from the Commission in order to prepare the affidavit or
affirmed declaration, you must, within five days (excluding weekends and public
holidays) of receipt of this directive, contact, or communicate with, the Secretary or
Acting Secretary of the Commission and indicate that you would like such assistance in
which case the Commission will provide someone to assist you with the preparation of
the affidavit or affirmed declaration. In such a case you will not pay anything for such
assistance. Should you have difficulty in reaching the Secretary or Acting Secretary or
should the Secretary or Acting Secretary not return your call or respond to you letter or
emails, you may contact Ms Natalie Lerato Chesi-Buthelezi at 060 773 9825 or at

leratob@commissionsc.org.za.

If, in order to prepare the affidavit, or affirmed declaration, you do not need any
assistance from the Commission, you must, with or without the assistance of a lawyer of
your own choice, prepare the affidavit or affirmed declaration and have it delivered to
the Secretary or Acting Secretary of the Commission on or before the date given above
for the delivery of the affidavit. If you make use of a lawyer of your own choice to assist
you to prepare such affidavit or affirmed declaration, the Commission will not be

responsible for the payment of your lawyer’s fees or costs.
This directive is issued for the purpose of pursuing the investigation of the Commission.

Your attention is drawn to Regulations 8(2), 11(3)(a) and (b) and 12(2)(b) and (c) of the
Regulations of the Commission. Regulation 8(2) reads:



(2) A self-incriminating answer or a statement given by a witness before the
Commission shall not be admissible as evidence against that person in any
criminal proceedings brought against that person instituted in any court,
except in criminal proceedings where the person concerned is charged with

an offence in terms of section 6 of the Commissions Act, 1947 (Act No. 8 of

1947).”
Regulation 11(3)(a) and (b) reads:

“11
2

3) No person shall without the written permission of the Chairperson-

(a) disseminate any document submitted to the Commission by any
person in connection with the inquiry or publish the contents or any

portion of the contents of such document; or

(b) peruse any document, including any statement, which is destined to

be submitted to the Chairperson or intercept such document while it

is being taken or forwarded to the Chairperson.”
Regulation 12(2)(b) and (c) reads:

“12 1)
2) Any person who
(2)

(b) wilfully hinders, resists or obstructs the Chairperson or any officer

in the exercise of any power contemplated in regulation 10; or

(c) contravenes a provision of regulation 11, is guilty of an offence and

liable on conviction —

i) in the case of an offence referred to in paragraph (a) to a
fine, or to imprisonment for a period not exceeding six

months; and

(ii) in the case of an offence referred to in paragraph (b) or (c),

to a fine, or to imprisonment for a period not exceeding 12

months.”



SIGNED IN JOHANNESBURG ON THIS i@&& or_ (o1 2019.

JUSTICE RMN ZONDO
DEPUTY CHYEF JUSTICE OF THE REPUBLIC OF SOUTH AFRICA

and

CHAIRPERSON: JUDICIAL COMMISSION OF INQUIRY INTO ALLEGATIONS
OF STATE CAPTURE, CORRUPTION AND FRAUD IN THE PUBLIC SECTOR
INCLUDING ORGANS OF STATE
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1.
| am Andre Frank Pillay, ID 6908195116080, currently | am the General Manager, responsible
for the Treasury of Eskom. | have over 20 years’ experience in the Capital Markets. | joined
Eskom in 2011 as Senior Manager Funding Execution. In 2018, | was promoted to Group
Treasurer, | report directly to the Chief Financial Officer.

" 2,
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During 2015, we Eskom Treasurymet with Tribus representative, Rajeev Thomas and thelr-f

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

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

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

5.
Eskom Treasury received an unsolicited proposal from HEA on 01 June 2016. Eskom
Treasury made It clear to the HEA that it would have to follow commercial and governance
processes to pursue any proposal. Rajeev Thomas indicated that prior to the meeting batween
Eskom and HEA; an engagement had already taken place between the General Manager for
Special Projects (Poobie Govender) and HEA to discuss the asset development solution
presented by HEA. This was based on HEA comments, to test the structure with GM for
Special Projects (Poobie Govender). Rajeev Thomas also indicated that he and his colleague
Wim Terblanche either worked for or with Eskom as suppliers on certain projects previously,
+s0 they know various people within Eskom. The GM for Special Projects denies that he met
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HEA prior fo the issue of the RFI by ET and that he only got involved with the transaction
subsequent to a request fo provide technical advice on the transaction.

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

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

6.2 Funding is equal to or greater than R15bn.

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

8.4  Financing solution does not require equity in Eskom.

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

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

7.
The Funding Plan for 2016117 —~ 2020/21 was based on five year funding requirement of
R326,8 billion, with a funding requirement of R68,5 billion for 2016/17, see Table 1 below.
The various funding sources can also be seen in Table 1.

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

Sources (% millon Frio20
" Domestic Bonds 17000 8000 8000 8 500 10000 § ‘61500
emational Bonds and Loans - 580 7000 12000 - & 1245005

il Paper Bills 6000 6000 | 7500 8500 16000
1I:)e\«elopment Finance institutions - 33430 41 4238 34 930 32 503 .
Export Credit Agencies 2 10277 5528 7774 3275 - i
 Stuctured Products 1750 2214 2930 3472 33312 B "

Sourge: Eskom

1

Development Financing Institutions — KfW IPEX-Bank, World Bank, Develop, Bank of Southern Africa {DBSA), European lnvestment 8ank (EiB}, African
Development Bank (AfDB), Agence Frangaise de Développement (AFD) and KfW

2Export Credit Agencies - Euler Hermes, Coface. SACE. Bonk for inte jonal Corporation, United States Export-import Bank

3Strm.-ra.rm:i’ Products — Bank loans, Sukuks, Refirancing structures and Swap restructuring
et



Eskom does from time to time issue RFPs to seek proposals for possible funding proposals
that will complement or displace the funding sources as listed above. The funding proposal of
HEA was not listed in the funding plan of the period. Therefore, following the issuance of the
RFI to test the market following the receipt of the HEA proposal Eskom issued an RFP for
innovate funding solutions.

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

Details of the responses received:

2| Deloitte Capital .| 210ctober2018

,3 | Huarong Energy Africa (Pty) Ltd 20 October 2016

‘4 | Huawei Technologies Africa (Pty) Lid | 20 October 2018

'5 | JPMorgan .21 October 2018 ]
|6 |[Nedbank  ~ [ 210ctober2018

7 ‘Peu oa;iital Partners and Total Utilities Management | 21 October 2016 -

L i| Senices

8 |Regmems ~ ~ | 21 October 2016
| 9| Rand Merchant Bank and identity Advisory (Pty) Ltd | 21 October 2016

10 | Standard Chartered - . |210Octaber20ts

11 | Superstars Group 07 October 2018
[ 12 | Afrisat Investments Ltd Requested extension for 2 weeks,

g,

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

10.

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

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

12.

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

13.

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

14.

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

15.
A few days prior to the signing of the Term Sheet (TS), see Annexure AP5 on 14 March 2019,
Anoj Singh informed me that,'j_qe was contaqted by the HEA representatives with a request to
sign the Term Sheet, also following the request letter from HEA*22 February 2017, see
Annexure APS6. He indicated that a senior member of the Huarong Group was visiting and
the signing of the Term Sheet was purely to demonstrate the Eskom and HEA co-operation.
The commercial terms of Term Sheet were in-principle agreed to, however subject to Board
approval, and it will be superseded by the signing of the ALFA terms, see clause 2(3). In
addition, following our visit to China as stated in paragraph 8, | received a letter from Rajeev

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

Sheet does require Board approval.

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

17.

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

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

19.

Eskom applied for Exchange Control Approval from SARB on 31 July 2017, see
Annexure AP11. The application was to seek permission to enter into an Asset Financing
Arrangement with resident and non-resident financial institutions. This was one of the number
of approvals that Eskom required to proceed with this transaction. However, HEA was under
the impression that this is all that was required to proceed. The Eskom Treasury was
deliberate in only raising this issue with the HEA team, as HEA will not contact the SARB to
try and expedient the approval process. It became clear that HEA would use this approval to
push Eskom to sign this facility, as they were under the impression that this was the only
approval require that would enable the signing of the agreement.
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20.
On 04 August 2017, the SARB approved the Eskom Exchange Control Application subject to
the following conditions relating to the Currency and Exchange Manual for Authorized Dealers.

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

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

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

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

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

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

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

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

signed or effective,

22.
The Eskom Treasury submission to Board IFC of 15 August 2017 was a matter arising from
the meeting of 3-February 2017, requesting a mandate to conclude the financing arrangement
with HEA, see Annexure AP13. The Board IFC noted the submission and requested that a
list be compiled, including information on the SARB’s approval and all other pertinent
documentation that is required for the agreement to be approved and signed. At this stage,
the SARB approval was secured, however, the Eskom Governance processes were not
completed. This included legal sign —offs of both internal and external legal cgunsel, PFMA

AFP-007




L

approval, capital project and commercial approvals. The Board IFC members where under the
impression that the SARB approval was the only outstanding item required to complete the
approval process and give effect to the transactions. The Board IFC member Zethembe
Khoza, was very preoccupied with this transaction and he may have communicated the fact
that the SARB approval was the only outstanding matter to his fellow board members, | had
to engage Zethembe Khoza regularly, during some of these instances he would enquire

‘regarding the status of the transaction. 1

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

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

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

see Annexure AP17.

26.
The IGCE, Sean Maritz took office on 8 October 2017. Sean Maritz, Calib Cassim and | met
with HEA representatives on 20 October 2017, and | indicated that given Eskom’s liquidity
constraints, the signing of the ADFA was not a solution as this structure does not imply
immediate liquidity to Eskom. It appeared that Sean Maritz had interactions with HEA prior to
the abovementioned meeting and they convinced him that HEA would be ablq to provide short

term funding.

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

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

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

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

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

28.2. Negotiation with HEA for the short Term facility with conditions. N

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

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

account.

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

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

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

which he did not respond.

30.

A few days after the signing of the HEA agreement, Eskom received an invoice from HEA for
the fees to be paid, Annexure AP20. Given that the agreement was not valid, | instructed my-
colleagues not to process any invoice from HEA. The HEA representatives towards the end
of December 2017, approached Sean Maritz with an updated ADFA for signing, which he
signed and it was followed by an invoice to be paid. It was very clear that there was a deliberate
effort made to have this ADFA signed. ! asked Sean Maritz why he was going out of his way
to sign this transaction and he indicated that Zethembe Khoza was putting pressure on him to
get it signed. Zethembe Khoza, also had regular interactions with Rex Madida of HEA (Tribus).
At one stage, | was next to Zethembe Khoza and | noticed Rex Madida was calling him to
discuss the HEA transaction, they had a conversation in vernacular. This happened either
during the World Bank/IMF meetings 12-15 October 2017 or 7-10 November 2017 meetings
in the USA. Following the call, Zethembe Khoza immediately enquired regarding the signing
and process of the HEA facility. ,

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

signing of the HEA facility.

32.
SARB suspended exchange control approval granted to Eskom on 04 August 2018, see
Annexure AP21. Eskom had failed to meet the conditions attached to the approval. The terms
of the Currency and EXchange Manual for Authorized dealers was not complied with,
specifically that no upfront payment of commitment fees, raising fees and/or any other

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

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

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

33.2. No funds have been received by Eskom.

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

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

raised by DPE.

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

Annexure AP24

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

that time, if at all.

36.
Governance and Ledal Processes

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

36.1. Both IFC and BTC recommendation as mentioned above did not constitute an official
board resolutitgn therefore, no recommendation from IFC or BTC is syfficient for

execution by the company

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

36.3. There was no legaltransition from ALFA to ADFA

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

Some additional important matters o note

37.

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

38.

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

Annexure AP17
39.

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

40.

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

as mentioned above.
41,

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

11



Madida attempted to intervene between Rajeev Thomas and |. Rex Madida also
engaged my colleague Sincedile Shweni to assist him with the intervention.

42.

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

43.

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

44,

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

45.

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

have to sign and return o them.
48.

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

47.

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

48.

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

me.
49,

Eskom was working on a funding initiative (transaction: R30 billion loan facility) with
Goldman Sachs. In a meeting with the Goldman Sachs Team, Eric Wood was also
present. Eskom Treasury team and Goldman Sachs were told by Anoj Singh that
Trillian will assist with the transaction. This was odd given that there was no fomal
process followed to appoint them as a service provider. The Trilian representatives
were very proactive and wanted to show control of the transaction. | did indicate to
Anoj Singh that the participation of Trillian will not work. Eskom had to seek approval

12
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from National Treasury for this transaction and the involvement of Trillian and the bad

media coverage on them will not achieve the approval. Anoj Singh requested that |

prepare a Board submission to seek approval for the Goldman Sachs transaction. A

submission was prepared and when it was due to be submitted he requested that |

withdraw the submission. This was based on my advice, as previously mentioned, and

at this stage it was clear that Goldman Sachs was not going to approve a partnership
with Trillian.

50.

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

51.

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

62.

Anoj Singh never formally informed me of this arrangement and 1 did not enquire
regarding this matter. When the Funding Plan was due for submission, Anoj Singh
called and requested the Funding Plan. | did not ask if Trillian was not supposed to
submit it, | indicated that | would have it ready the following day (it was Friday). |
requested a few colleagues to assist and we worked until the Saturday evening to
finalise and submit the plan. When Angj Singh reviewed the plan he called myself and
Eric Wood to discuss the plan. Anoj Singh had some frivolous comments on the plan
to which Eric Wood proposed certain wording. | rejected this wording and maintained
my original drafting. [ was shocked to learn that Trillian was paid almost R30 million for
working on this plan, basically for no work done or value to Eskom.

53.

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

13
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Declaration

I know and understand the contents of this declaration.
I have no objection to taking the prescribed oath.

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

/Slgnatu re of d ponent / A

| certify that the deponent has acknowledged that he knows and understands the conténts of
this statement. This statement was sworn to ) before me and the deponent's SE‘ nature was

on fy..rebdn f 243\7

54.

Commissionerof %aﬂs

COMMISSIONER OF OATHS
TREVOR LEON MYBURGH CA (SA)
SAICA No. 00202339
Commissioner of Oaths (RSA)
Magawatt Park, Maxwell Drive, Sunnightl
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iFund (Proprietary) Limited

MINUTES OF THE ESKOM MEETING HELD ON THE 12 MAY 2015

(11130)
AT THE OFFICES OF ESKoM (MWP) TREASURY BOARDROOM

MINUTES OF MEETING

Attendees of this mesting:

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

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

b. iFund Presentation and Open Discussion.

¢. Discussion on the way forward.

d. Meeting is closed.

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

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

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

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

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

5) TheiFund has patient money with long repayment periods.

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

7) Afunding package specific to Eskom was briefly discussed with the following key

components:
a. Cashinjection - R1obn
b. DSM profects - Riobn
¢.  Gas power Projects - R30obn
d. Power station Refurbishment projects — R1oobn

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

1)
2)
3)
4)

5)
6)

7)

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

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

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

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

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

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

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

MEETING CLOSED AT 12:30.
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iFund (Proprietary) Limiteds “

MINUTES OF THE ESKOM MEETING HELD ON THE 12 MAY 2015

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

MINUTES OF MEETING

Attendees of this meeting:

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

Objective: To Engage and Introduce the iFund to Eskom Treasury and demonstrate

i

the iFund solution so that a formal engagement can be setup.
iFund Presentation and Open Discussion.

¢ Discussion on the way forward,

d. Meetingis closed.

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

1) The iFund consists of partners that are well established and have a significant track record.
2) TheiFund has junior funds that will attract and unlock senior funding that can be used directly
in South Africa and Southern Africa for infrastructure projects.
3) TheiFund has been successful in rising close to US$5bn from Chinese investors with a
mandate to invest the funds in power projects.
4) The iFund has a blend of Vendor Financing and Pure funders that enable more junior funds but
also come with a mandate from vendors on projects.
5) The iFund has patient money with long repayment periods.
.6) Further points made were that 55% of the iFund is earmarked for Energy projects in Africa, the
rest is within other sectors such as agriculture, mining, beneficiation etc,
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iFund {Proprietary) Limited

7) Afunding package specific to Eskom was briefly discussed with the following key
components:
a. Cashinjection - R1obn
b. DSM projects —Riobn
¢. Gaspower Projects — R3obhn
d. Power station Refurbishment projects — R1oobn

“

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

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

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

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

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

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

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

7) Eskomis keen to engage and work wi'fh the iFund to ensure a win-win funding packageis
approved and executed, subject to the necessary approvals.

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

MEETING CLOSED AT 12:30.
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iFund (Proprietary} Limited

MINUTES OF THE ESKOM MEETING HELD ON THE 12 MAY 2015

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

= — - —

MINUTES OF MEETING

Attendees of this meeting:

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

Objective: To Engage and Introduce the iFund to Eskom Treasury and demonstrate

a
.

the iFund solution so that a formal engagement can be setup.
b. iFund Presentation and Open Discussion.
¢. Discussion on the way forward.
d. Meeting is closed.

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

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

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

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

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

5) TheiFund has patient money with long repayment periods.

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

7) Afunding package specific to Eskom was briefly discussed with the following key
components:
a. Cashinjection — Riobn
b. DSM projects - R1obn
¢. Gas power Projects — R3obn
d. Power station Refurbishment profects - R1oobn

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

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

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

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

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

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

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

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

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

MEETING CLOSED AT 12:30.
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s e = . ANNEXURE AP2
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.+ ASDECEMBER2018: .. .. o . =

STRICTLY PRIVATE &CONFIDENTIAL® © = & .

G TERMSHEETCS: S g s s
SOLUTION'

. THE PURPOSES OF PROVIDING A SOLUTION FOR THEWARIOUS CAPITAL PROJECTS
B . ' ATESKOMHOLONGSLMITED . o
sUMMARYTE‘““RiASANDCONmTIONS 2 GRS
| fieu . b .i-APPROXIMATELYUSD{iSBILLION .

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

P

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

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

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

4. This term sheet summarizes the principal terms and conditions of
the proposed asset financing solution and outlines the key elements |
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| that proposed to be involved in establishing a viable and innovative |
solution for the implementation of various identified projects for
Eskom in a manner which generates clear commercial value for
Eskom. It is designed to give a broad and preliminary overview of
the contemplated asset finance solution.

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

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

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

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

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

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

| Proposed

Master Asset
Loan Framework
Agreement
(ALFA)

1. This proposal to Eskom is to submit the key financial and
commercial terms that will form part of the over-arching master
Asset Loan Framework Agreement (ALFA). .

2. The ALFA is proposed to be concluded between HEA (or its
nominee) and Eskom for an asset refurbishment/creation program
value initially of USD 1.5 Billion subject to further negotiations.
Specific capital projects will be contained in project schedules
annexed thereto. By mutual agreement the following will be
concluded:

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

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

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

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

3. The ALFA will set out more fully the terms and conditions in this term

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

Benefits of the
Asset Loan
Framework
Agreement

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

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

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

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

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

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

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

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

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

Timeline and
costs for
implementation
of ALFA

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

(i) Signing of indicative term sheet by [23 December 201 6], which
assist in obtaining the Mandate to negotiate and conclude the
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“ALFA.

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

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

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

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

2. The timeline set out above can be amended by agreement:

_ between the parties.

company

Facility fee

A once off Facility fee of [1.6%)] of the amount of the program value is'
payable by Eskom on signature of the ALFA. This is for the’
development costs, the arrangement costs and the costs of setup of
EPC panels and the working of the solution.

Annual
Commitment fee

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

. [Cancellation

fee]

[A cancelation fee of 0.2% of the amount of the program value |

shall be payable by Eskom if Eskom repudiates, terminates or
cancels this term sheet, once the binding Term Sheet and the
Mandate Letter are signed by both parties. or accepted by both
parties.]

| The
construction of

the ALFA

The ALFA will comprfée a master asset finance loan agreement which |
regulates the manner in which various projects will be funded on a
project by project basis.

1 Summary of terms and conditions

Date [19 December 2016]

User | Eskom or any nominated SPV in terms
of a financial structure approved by the
Lender and Eskom.

Lender | Huarong Energy Africa Property Limited
L or its designees (Lender). N

2 Project based asset finance loan terms and conditions

Description

{ Clause

! Period of commitment fee to be discussed during ALFA negotiations
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| 2.1 Degcfriptioh’ " For Variouérééﬁital Projects (individually a
project and collectively the Program)

2.2 Proposed | The Proposed asset finance program value is
Capital USD 1.5billion. However, HEA is willing to
Program extend this facility up to USD 6 Billion by mutual

1 Value agreement.
I: Each project scope and pricing, which may
| include soft costs such as guarantees, freight,

installation, taxes etc. paid by the Lender will be
mutually agreed to between the User and
Lender before allocation to this facility. i
Itis a requirement that this ALFA and the facility

it offers be committed on projects within 24
| months of the signing of the ALFA.

E Z.émA«s'set Classes | The 'ferm of each prbject Loan agreement Will be
and Terms of | based on the life cycle of the asset classes in

the Loan each project. The life cycles of the asset classes :
Agreement will be pre-determined between the User and the
Lender.
2.4 Project Asset | The terms of each project will be specifically

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

7 the terms of the ALFA.

| 2.5 Currency of f US Dollar,. o

| ALFA

| 2.6 Term— ALFA_ | No later than [1 February 2017],

! Commenceme |
nt Date 3

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

2.8 Term: Prbject It is”thé date at Which'ihe User and Lender éign
Commenceme | the Project Loan Agreement.

nt Date
2.9 Project Loan | Itis the date agreed to in the project specific
Repayment agreement.
Commenceme
nt Date
2.11 Rates " | Loan interest costs shall be calculated a;

follows: |
Actual cost of the asset (including'
installation and HEA guarantee costs)
amortised, plus an equivalent of Londen
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per annum over the Loan term depending on
the asset, the asset life cycle and by mutual
agreement..

[2.12 Security | The User shall pay to the Lender a deposit, as |
Deposit] security for the obligations of the User in the
amount of [¢] (Deposit).? :

The Deposit shall be held by the Lender during
the Loan repayment period. The Deposit shall be
held without any obligation for the payment of ‘
interest therson to the User, and may be
commingled by the Lender with its own general:
or other funds, during the loan Period as security I
for the full and punctual performance of all of the .
User's obligations to the Lender. The Lender
may, but shall not be obliged to, apply the
Deposit in whole or in part for the payment of |
- any amounts owing from time to time by the |
User or may utilise the Deposit in whole or in
part to periorm any of the User's obligations
under without prejudice to any other remedy of

the Lender.

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

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

Each such letter of credit and/or guarantee shall !
secure the obligations of the User under the 5
ALFA

The User shall maintain or cause to be

maintained each such letter of credit and/or
guarantee at all times during the Loan

2To conﬁrrr; the legal implication around security and pari -passu, if applicable security deposit and pari -passu provision is not in line
with existing credit agreement, the entire 2.12 provision shall fall away.
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213 L_d_an
; Repayments
f profile
|

Costs

2. 15 Assurance

;214 Maintenance | All costs and expenses associated with the
i’ and Insurance

. Repayment Period.

. This Deposit will be agreed to before finalizing
the ALFA

The payments are seml-annual in advance.

| User's obligations to repay and make other
payments shall be absolute and unconditional
irrespective of any contingency whatsoever.

utilization of the asset will be borne by the User
including but not limited to maintenance and
insurance.

The User will

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

+ (i) Reimburse the Lender for asset

maintenance costs to ensure the asset |

performs to its fully designed functionality for |
the duration of a project t Ioan agreement

' 2.16 Early
Termination

Upon any Early Termmatlon of a project |oan;
agreement, the User must repay the Lender the -
full loan amount including [interest on the full E3 ;
loan amount for the balance of the loan term]. !

Upon the early termination of the ALFA, all |
project loan agreements will be automatically
terminated and all amounts owing thereunder
will become immediately due and payable [with .
‘ mterest thereon mcludlng default interest. ]3

217 Assignment

2 18 Escrow
Account

S ,! =

The Lender shall be entied to cede and |
. delegate, or transfer its right, title' with consent
| from User/ Borrower, which shall not be
| unreasonably withheld, and interest in the loan |
to a nominated entlty of its choosmg

1 If the Lender so deswes and wnthout fee subject
' to compliance with applicable regulations

I including, but not limited to arbitrage regulations,

] the proceeds of the Loan will be deposited in an !
escrow account acceptable to Lender

' Documents

j‘é‘."lglrf-'"inanee -

I Loan documents in form and substance
| : satisfactory to the Lender must be executed and
dehvered The User will also be required to fulfi I
! andjor satisfy conditions precedent that are |
| typical of transactions of this nature, including |

® Interest compensation to be discussed during negotiations
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but not hmlted to board resolutlons incumbency |
certificates and other documentation required by |
Lender. It is contemplated that this transaction |
will utilize this ALFA document between |
| Huarong Energy Africa (or its nominee) and

| Eskom
1 2.20 Legal The Lenders and the Users respectwe legal‘;"
' Opinions counsel shall deliver legal opinions at closing in’

a form and substance satisfactory to the User
and the Lender. The legal opinions will be in the f
usual form dealing with, amongst others, the
capacity and authority of Eskom and the validity
and enforcement of the relevant transaction
documents. 3

1 2.21 Eegal Costs Each party WIII be responsﬂ:le for the cost of its
: legal counsel.

2.22 Credit Due , In order to complete its credit due dmgence rn“'
Diligence | respect of the Program, Huarong Energy Africa |
“(or its nominee) and its funders will need Eskom |
to provide amongst other documents:

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

(i) Most recent fiscal year's Budget;

i (iii) Current Asset Insurance policies;

| (iv) List of technically approved projects: and
(v) Balance sheet encumbranoes

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

ALFA. The availability of the Multi-year loan

facility is subject to an annual credit review of

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

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

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

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

¢ Eskom technical and procurement to be satisfied that the pre-approved EPC contractor are appropriate selected and appainted
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éontribaﬁon, quality, performance, capability and;éépac'rty.

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

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

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

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

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

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

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

10.

Project Due
Diligence Fee

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

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

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

11.

Newly created

| Asset

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

12,

Representations
and Warranties

'Eép?esentatidhé and warranties (subject to usual carve-out and grace

periods) normal for this type of transaction including : 7

() Eskom’s corporate status and corporate powers. W

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

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

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

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

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

(vi) Eskom has complied with all applicable laws, including tax laws '
and reguiations and environmental laws.

(viii} Ownership of Eskom.

(x) Information supplied by Eskom.

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

(x)) No material adverse change with respect to Eskom.

(xii) All required insurances are in full force and effect.

13. | [Positive 'Cﬁsrtah‘rgfy covenants (SUBject tajusual carve-out and grace periods) for
Undertakings]® this type of transaction including:

“ (i) Maintenance of insurance.

(i) Payment of all taxes.

(iti) Maintenance of corporate existence.

(iv) Maintenance and validity of security.

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

(vi) Ongoing compliance with the ALFA S
(vi)Adherence to ali repqqing (equi[gmuents_:

14. [Negative Customary covenants (subject to usual carve-‘dut”éndrg;'a::e periods) for

Undertakings] ° | this type of transaction including:

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

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

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

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

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

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

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

(viii) Not to default on any payments. Egkom agrees that a default in

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

15. Re;orting Customary for this type of transaction (subject to usual Eéhriié?out and

Requirements grace periods), including:

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

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

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

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

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

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

16. | Events of Customary covenants (subject to usual carve-out and grace periods) for
- Default this type of transaction including:
(i} Abandonment or cancellation of the operations or any material
part thereof.
(i) [Cancellation of the ALFA or notice of cancellation being
given].

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

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

(v) Insolvency, winding up and other similar praceedings by or
against Eskom.

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

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

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

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

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

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

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

{ 18. Other

1.

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

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

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

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

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

S |

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

| THE USER

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

THE LENDER

By: /;\noj Singh

L

Designation: Group Chief Financial Officer Designation: Chief Executive Officer

Email: Anoj.Singh@eskom.co.za

By: Rajeev Thomas

Email:Rajeev.thomas@tribus.co.za
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) management for ééch project;

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

(iiiy The pratocol governing the application and approval of pro;ect
specific agreements; and

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

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

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

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

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

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

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

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

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

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

(viii) Possible Cash flow benefit resulfing from the
implementation of our asset refurbishment and/or creation
siructure, as loan repayments may commence post.
commissioning of the assel obviating the need for significant

) upfront capital outlay by Eskom y
Timeline and 1. lf the parties agree that the proposal in thls term sheet is  found to be
costs for commercially viable and mutually acceptable, the Parties would then
implementation proceed to execute the following:
of ALFA (i) Signing of indicative term sheet by [23 December 2018], which

__assist in obtaining the Mandate to negotnate fd conclude the’
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2. The timeline set out above can be amended by agreement

ALFA.

(i) Obtaining of the Mandate to negotiate and conclude the ALEA
by I3 February 2017]..

(it} Deployment of Eskom and HEA resources required to formuiate
the Master Asset Loan Framework Agreement (ALFA) for
submission to the relevant Boards/committees of both parties
after sighing of the Mandate Letter.

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

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

between the parties.

5. Facility fee A once off Facility fee of [1.6%] of the amount of the program value is
-payable by Eskom on signature of the ALFA. This is for the
development costs, the arrangement costs and the costs of setup of
EPC paneis and the working of the solution.

6. | Annual An annual fee of 0.8% on the amount of the funds made available by

Commitment fee | HEA but unutilized by Eskom will be due and payable by Eskom at the
| end of each year. 1
17. [Cancellation [A cancelation fee of 0 2% of the amount of the program value
fee] shall be payable by Eskom if Eskom repudiates, terminates or
cancels this term sheet, once the binding Term Sheet and the
Mandate Letter are signed by both parties. or accepted by both
parties.]

8. |The The ALFA will comprise a master asset finance loan agreement which

construction of | regulates the manner in which various projects will be funded on a
the ALFA project by project basis.

1 Summary of terms and conditions

' Date | [19 December 2016]

|
User Eskom or any nominated SPV in terms
of a financial structure approved by the

Lender and Eskom,

Lender 1 Huarong Energy Africa Property Limited |
| or its designees (Lender).

2 Praject based asset finance loan tenns and conditions

o e o S Mo i et b = e e

! Clause Description

P N i . — . o

* Pariod of commitment fee la be discussed during ALFA negotiations
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2.1 Descnpt]on ? For Vanous Capltal PrOJects (lndls}ldually a
l project and collectwely the Program) i
2. 2 Proposed The Proposed asset finance program value is
Capital USD 1.5hillion. However, HEA is willing ta 5
Program extend this facility up to USD 6 Billion by mutual |
Value | agreement. i

- Each project scope and pricing, which may
include soft costs such as guarantees, freight,
installation, taxes ete. paid by the Lender will be

! mutually agreed te between the User and

* Lender before allocation to this facility.

Itis a requirernent that this ALFA and the facility
. it offers be committed on projects within 24
months of the 31gmng of the ALFA

2.3 Asset Classes The term of each project Lean agreement w;ll be

and Terms of  based on the life cycle of the asset classes in

i

H
iy

|

|

,-2.5 Currency of  US Dollar.

ALFA

¥
| 2.6 Term —ALFA No later than [1 February 2017, |
i i‘

‘Commenceme .
nt-Date .

"2.7ProjectLoan  These terms are determined on a project by
Terms project basis. The terms are 60, 120 and / or 180 *

months depénding on the asset classes to be
refurbished and}or creaied

; ?:8 TermPro;ect ;7 Itis the date at wh!ch the User and Lender sign

-Céminenceme ; the Project Loan Agreement.
nt Date
2.9 Project Loan It is the date agreed to in the project speciic
Repayment agreement.
Commenceme '
1t Date
2.11 Rates Loan interest costs shall be calculated aé
. follows:
E Actual cost of the asset (including
*l installation and HEA éaramee cosis) |
: amortised, plus an equivglent of London

H

the Loan each project. The life cycles of the asset classes E
Agreement " will be pre-determined between the User and the |
Lender i
124 Pro;ect Asset The terenis of each project will be specifi cally
Loan dealt with by way of an annexure to the ALFA
Agreement which will be project specific read together with
the terms of the ALFA

_ - <
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1 T ' | nterbank Offered Rate (LIBOR) plus [7.5%] |
r ! per annum over the Loan temm depending on
| | the asset, the asset life cycle and by mutual
| agreement..

|
[2 12 Secunty | The User shall pay to the Lender a deposxt as
Deposif] g security for the obligations of the User in the
| amount of [e] (Deposit).?

The Deposit shall be held by the Lender during
the Loan repayment period. The Deposit shall be
held without any obligation for the payment of
interest thereon to the User, and may be
commingled by the Lender with its own general
or other funds, during the loan Period as security
; for the full and punctual performance of all of the
! Users obligations to the Lender. The Lender
may, but shall not be obliged to, apply the
Deposit in whole or in part for the payment of ,
A any amounts owing from time to time by the
| User or may utilise the Deposit in whole or in !
' part to perform any of the Users obligations

under without prejudice to any other remedy of

the Lender.

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

+ The User shall have the option to provide to the
Lender irrevocable lefter(s) of credit and/or
guarantee(s} in a fomm and substance
reasonably satisfactory to the Lender, issuyed by
an international hank acceptable to the Lender,
in substitution for the Deposit. Each such
‘ irrevocable, letter of credit and/or guarantee shall
be in the amount equal to the portion of the
Deposit it Is replacing, addressed to the Lender,
irrevocable, unconditional and capable of only
being called by the Lender. )
Each such letter of credit and/or guarantee shall
; secure the obligations of the User under the
I ALFA
! The User shall maintain or cause to be
| maintained each such letter of credit and/or
| guarantee at all times during the Loan

|
!
i

*To confinn the legal implication around security and pari -passu, if applicable security depasit and pari -passu pi
viilh existing credit agreement, the entire 2.12 provision shall fall away.
ESKOM TENDER REF. NO: CORP 2826
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7

o Repayment Period.
| This Depos; will be agreed to before finalizing

[

F o i . N N ;
| i
I i

2. 13 Loan The payments are semx-annual in advance
"~ Repayments = User's obligations to répay and make cther
profile | payments shall be absolute and unconditional [

urespectuve of any contmgency whatsoever

; 2. 14 Mamtenance AI! cosls and expenses associated w:th the
and Insurance g . utilization of the asset will be borne by the User, i
Costs +including but net limited to maintenance and |
insurance. }

i)

S o e s = = o
|

2. 15 Assurance The User WIII

‘ . (i} Provide, at its expense, asset operating

i insurance (with such deductibles as Lender

7 may approve).

| (i) Reimburse the Lender for asseét

1 maintenance costs ia ensure the asset ?
performs to its fully designed functionality for |
the duration of a project t loan agreement.

S

; 2.16 Early ~ Upon any Early Termination of a project loan .
,; Termination agreement, the User must repay the Lender the -
full loan amount including [interast on the full |
loan amount for the balance of the loan term].

Upon the early termination of the ALFA, all

project loan agreements will be automat!callyx

terminated and all amounis owing thereunderx
! " will become immediately due and payable [wuth
; ; interest thergon including default interest]

delegate, or transfer its right, title with consent |
from User/ Borrower, which shall not be

" unreasopably withheld, and interest in the loan
to a nommated entlty of its choosing.

‘ zrme
32 7A5319nment The Lender shall be entifled to cede and
I
Z
%

© 2,18 Escrow If the Lender so desnres and without fee subject
Account to compliance with applicable regulations
including, but not limited to arbitrage regulations,
the proceeds of the Loan will be deposited in an
| escrow account acceptable to. Lender.

1
— L e - !
2.19 Finance Loan documents in form and substance
Documents satisfactory to the Lender must be executed and

delivered. The User will also be required to fulil

,,and/or satisfy cond‘zﬁons precedent 1hat are

? Interest compensation lo be discussed during negotiations

ESKOM TENDER REF, NO: CORP 3526
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“but not imited to_board resolufions, incumbenicy
certificates and other documentation required by |

i Lender. It is contemplated that this transaction |

|w1II ufilize this ALFA document between
4 Huarong Energy Africa (or its nominee) and
Eskom.

“The Lenders and the User's respective Iegal
counsel shall deliver legal opinions at closing in
a form and substance satisfactary o the User
and the Lender. The legal opinions will be in the |
usual form dealing with, amongst others, the |
capacity and authority of Eskom and the validity
and enforcement of the relevant fransaction i
documents. g

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

322 Gredit Due
- Diligence

in order to complete fts credit due diligence in |
: respect of the Program, Huarong Energy Africa |

* {or its nominee) and its funders will need Eskum
1o provide amongst other documents:

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

(i} Most recent fiscal year's Budget;

{iif) Current Asset Insurance policies;

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

2. 22 Utlllzatlon
Period

" The last date for any project drawdown will be

60 months from the date of signature of the
ALFA. The availabiiity of the Multi-year loan
facility is subject to an annual credit review of
Eskom,

9. |Other

Commercial
Conditions

amongst others:

The following commercial ‘conditions are integral to this proposal,

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

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

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

4 Eskom technical and procurement to be satisfied that the pre-approved ERC contractor are appropriate selecled anif 2
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contribution, quality, performance, capability and capacity.

4. HEA has made provision for the pariicipation of Local South African

companies to subcontract with the EPC companies.

| 5. A Special Purpose Vehicle (SPV) will be created per project. That

SPV's shares shall be held in Escrow by HEA (held as default
security). The assets created during the project will be owned by
each project SPV.

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

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

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

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

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

10.

Project Due

Diligence Fee

1. In order to approve and commit funds fo a project, a due diligence
needs to be performed on the suitability of the project to the Fund
and the Panel of preselected EPC contractors. Such due diligence
will entail, amongst others, technical, financial, environmental, tax
and legal aspects. The following Fee structure will apply per
project (a2 minimum project value of [USD300million] will be
considered for this fee structure):

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

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

11.

Newly created

Asset

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

12,

Representation§ A
and Warranties

{

Representations and warranties (subject to usual carve-out and grace

periods) normal for this type of t"?_"_f?‘?ﬁ??? __ipcluding D

(i} Eskom’s corporate status and corporate powers.

(i) Eskom has all requisite consents and authorizations
(organizational and shareholder), licenses, recordings, filings,
registration, permissions and approvals including, without
limitation, all cansenis required in terms of the Public Finance
Management Acl, 1999, the exchange control regulations,
Income Tax Act 1962, in paricular, the withji

ESKOM TENDER REF. MO: CORP 3626
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interest (WTI).
(iif) Eskom’s rights and obligations under the ALFA are legal, valid,
binding and enforceable.

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

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

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

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

{viii) Ownership of Eskom.

(ix)} Information supplied by Eskom.

{x} No event of default or potential event of defauit.

{xi) No material adverse change with respect to Eskom.
{xit) All reqjuired insurances are in full force and effect.

13.

[Posifive
Undertakings]®

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

(i) Maintenance of insurance.

(i) Payment of all taxes.

(iii) Maintenance of corparate existence.
(iv} Maintenance and validity of security.

(v} Maintenance of ficenses, approvals or consents necessary for

carrying out the operations.
(vi) Ongoing compliance with the ALFA.®
(yi?)Adherengge to gﬂ reporting reqguirements.

14,

[Negative
Undertakings] ©

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

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

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

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

(iv) No change, consent or waiver to the ALFA,

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

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

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

(viiiyNot to default on any payments. Eskom agrees that a default in

5 Breach of some of the pravision should fiot resuit in an event of default

ESKOM TENDER REF. NO: CORP 3626
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payment is an act of insolvency.

15. ﬁeportivng
Requirsments

'Customary for this type of transaction (subject to usual ;ari\.le-out and

grace periods), including:

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

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

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

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

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

{vi} Notice of any event, circumsiance or occcuirence which will or is

likely to have a material jadverse effect on Eskom’s ability to |

meet its loan payment obligations under the ALFA,

16. | Events of
Default

‘Customary covenants (subject to usual carve-out and grace periods) for

this type of transaction including:

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

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

(i) Failure by Eskom to pay any amount due under the ALFA,

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

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

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

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

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

(ix) The authority of Eskom to conduct its business or a substantial
patt thereof is cancelled, revoked or suspernided.

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

17. | Confidentiality

The Term Sheet and all the information contained herein are strictly
confidential and proprietary to HEA. It is not to be delivered nor shall its

contents be disclosed to anyone other than the entity to which it is being

* To move ta evenis of prepayment

CONFIDENTIAL P
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[ provided to, and its employees. Moreover, it shall not be reproduced or
| used, in whole or in pari, for any purpose whatsosver other than for

‘consent of HEA. The financial arrangements outlined herein are for the
‘benefit and information of the Eskom only, to whom this document Is
submitted in good faith, and who Is deemed to have accepted
‘responsibility for ensuring that the confidentiality of this document will
.be maintained at all times. In particular, this document may not be

consideration of the financing described herein, withaut the prior written

disclosed to any third party wrthout the prior written consent of HEA

18. | Other

_..--<,,_

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

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

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

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

‘provisions of this term shest.

“and may require further additions and/or amendments as advised
; by the HEA's respective legal, tax or other advisers, and will not be

{ legally binding on any party and will not give rise to enforceable |!

rights or obligations, except the terms set out in paragraphs 17 and

{18 which will be legally binding as of the date of the last party |i

) slgnlng this Term Sheet.

VKlnd)y sigh in ’the space prowded thereby acceptmg tha terms and conditions of this teml sheetr— =

ST T

THE USER

“THE LENDER

' 5&5 f Non-bmdmg this term sheet is indicative only and not exhausﬂve |

[Re—

For and on behalf of Eskom Holdings SOC Lid

S}

By: Anoj Singh \
Designation: Group thef Financial Officer

ZoW2N6. g

‘

Emall: Anoj.Singh@eskom.co.za

For and behalf of HEA Pty. Ltd

A
By; Rajeev Thomas
Designation; Ghief Executive Officer

2lfs2{20r%,

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

SUBMISSION TO IFC BOARD ON 3 February 2017

1. TITLE OF THE SUBMISSION
HUARONG ASSET FINANCING

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

Financial Officer or equivalent.

3. SUMMARY OF FACTS
3.1 Salient Facts

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

Upon creation of the project asset, it will be placed in a Special Purpose Vehicle (SPV), i
in which HEA has a 100% share and once Eskom has repaid the corresponding loan in ‘
full, the asset will then be transferred to Eskom. The repayments of the corresponding
loan 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 over the loan.

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

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

HEA SUBMISSION TO IFC BOARD HEA FEBRUARYFEBRUARY Page 1 of 4
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The costs associated and considerations with the financing to be provided are as
follows:
e Pricing: Libor plus Spread
e Spread: 750 bps

3.2

3.3

3.4

3.5

¢ [Fees:

0O 0 00 O0CO0OODO

Facility Fees: 160 bps (once off)

Annual Commitment Fee: 80 bps

Cancelation fees: 20 bps (once off)

Guarantee Premium: to be discussed

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

Due Diligence Fee- final approval: 20 bps

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

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

Key assumptions

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

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

The funding provided will be in US$.

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

Human Resource implications
There are no human resource implications.

Risks (including Environment, Legal or Contractual risks)
* All Loan and Facility Agreements are reviewed and co-signed or

approved by the General Manager Legal and Compliance or his
delegate. Environmental and social conditions and related covenants
are signed off by Senior Manager — Environmental Management and

HEA SUBMISSION TO IFC BOARD HEA FEBRUARYFEBRUARY Page 2 of 4
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where required other specialist functions such as Tax Department will be

consulted.

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

and finance charges.

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

3.6  Verification by independent party (if applicable)

N/A

OTHER APPROVALS REQUIRED

Parties to be consulted! informed of decision or further approvals needed:

IFC Board approval.

SIGNED

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

Andre Pillay
x 4417

Submission prepared by:
Contact Number:

HEA SUBMISSION TO IFC BOARD HEA FEBRUARYFEBRUARY
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ANNEXURE A

INDICATIVE TERM SHEET OF THE HUARONG ASSET FINANCING
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EXTRACT FROM THE APPROVED MINUTES OF THE BOARD INVESTMENT AND FINANCE
COMMITTEE MEETING HELD ON 3 FEBRUARY 2017 AT HUVO NKULU BOARDROOM

et

7.3 Group Finance
Huarong Asset Financing
Reference document 7.3

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

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

7.3.2 the Chief Financial Officer (CFO) was authotised to give effect to the above
resoclution.

CERTIFIED AS A TRUE EXTRACT

uudo
S Danlels ’;
GROUP COMPANY SECRETARY
Date: snle |30 1™

o

oq[m’aﬂﬁ .
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Corporate Plan approvals

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

This Corporate Business Plan has been approved by the Board of Directors on 21 February 2017
signed on its behalf by

Dr Baldwin Ngubane
Chairman
Date: 21 February 2017

Interim Group Chief Executive
Date: 21 February 2017

=44 Mr Anoj Singh .
"% Group Chief Financial Officer ~ &
1 Date: 21 February 2017 g wé

‘Information resources are Eskom's business-critical assets requiring a high level of protection.
<. 1 Sufficient measures commensurate with the risk must be taken to protect these information resources
i against accidental or unauthorized modifications, disclosure and/or destruction, as well as to assure
.- the confidentiality, integrity and availability of Eskom’s information resources.
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Chairman’s letter

Dear Minister,

3 The Eskom Board of Directors approved the new Corporate Plan for FY2017/18 on 21 February 2017.

=Y This plan will build on the FY2016/17 Corporate Plan, which aimed to lead Eskom and South Africa
~ into an era of reliable power supply and excess capacity while supporting economic growth through
W modest tariff increases.

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

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

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

. * Supporting moderate electricity price increases through cost efficiencies across the business
in FY2016/17. In particular, Eskom slowed the escalation in coal costs to just 3.7% while achieving
further savings in Commercial. As a result, earnings before interest, tax, depreciation and
amortisation (EBITDA) for the current financial year (FY2016/17) is expected to exceed the budget
by R10 biltion

I : “. ¢ Increasing Universal Access to electricity in South Africa — In FY2016/17, Eskom connected
- : more than 200 000 new households to the grid as it continues to increase electricity access for all
South Africans

. 1555-’-5;- Supporting the growth of the SADC region by supplying 30% more electricity to our
neighbouring countries as they faced harsh drought conditions during the period. Eskom ensured
that the adverse impact on critical industries in these countries was reduced

s o

The FY2017/18 Corporate Plan aims to build on this strong start to ensure that Eskom drives the re-
industrialisation of the economy. Eskom’s Corporate Flan is completely aligned with Government's
GDP targets and the National Development Plan objectives that will drive economic recovery. These
| will be supported by Eskom achieving five critical targets over the five-year period, including:

s Stimulating industrial production in South Africa and SADC through a sales programme that
grows local demand Y-O-Y 2.1% and export sales by 8% by 2021. As part of this programme,
Eskom will become a more customer-centric organisation that puts the customer journey at the
heart of its operations

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

:""j s Optimising capital spend by R25 billion over the next five years while still meeting regulatory
© and licensing requirements

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

Developing strong paﬂheréhips with private sector to jointly support growth and
industrialisation in the country

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

Increasing Universal Access by 2019 and by connecting an additional 1 million households

v
e
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QOverall, Eskom's Corporate Plan will drive radical economic transformation, particularly in the mining
sector where Eskom’s demand stimulation and coal programmes will have a strong positive impact on
the country's competitiveness.

| Eskom’s FY2017/18 Corporate Plan will hot only deliver sustainability in its existing business, but will
= also lay the foundations for the Eskom of tomorrow, including:

| = Supporting the short term decarbonisation of the economy through renewables |PPs. Eskom will
connect all IPPs up to Bid Window 4.5, but with prices below 77c/kWh over the planning period

® Support the long term decarbonisation of the economy by leading the country’s future nuciear
build programme

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

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

" broader stakehclders on a few other critical topics, including:

e Municipal debt payments. Eskom has a strategy with its key stakeholders, (e.g. the National
% Treasury), to reduce the current municipal bad debt and limit bad debt in the future. Delivering this
strategy will require strong support from all relevant stakeholders in the country.

® Regulatory Clearing Account (RCA) and tariff determination uncertainty. A 2.2% tariff
increase for FY2017/18 is lower than expected (the FY2017/18 Corporate Plan budgeted for 13%)
4 and well below inflation of approximately 6%. To recover efficient costs and earn a reasonable
return during the MYPD4 period, a reasonable step up in price, in fine with the regulatory
framework, will be necessary. Eskom will complete a fourth multi-year price determination
{MYPD4) application in FY2017/18 to enhance long term revenue certainty, which is essential to
attract necessary funding. Eskom will work to engage key stakeholders on its application and long
term price outlook.

‘e Generation and grid asset uncertainty and compliance. Eskom will optimise N-1 compliance

. delivery by sequencing project delivery effectively and ensuring financial prudency. In its
FY2017/18 Corperate Plan, Eskom is also expected to decommission up to two coal power
stations during the next five years to ensure an optimal generation cost. Eskom will work with
communities and affected mines to limit the socio-economic impact of the decommissioning.

1. Eskom has proven that it can deliver against an ambitious plan with the results the organisation

- achieved in FY2016/17. These successes have strengthened the Board's canfidence that Eskom can

. deliver on the FY2017/88 Corporate Plan that will see Eskom once again take centre stage as a
£ - catalyst for economic growth in South Africa and the SADC region.

i
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Executive Summary

Inthe FY2016/17 Corporate Plan, Eskom set out to re-establish itself as a catalyst for economic growth
in South Africa by improving electricity availability and launching the Design-To-Cost (DTC) strategy
o deliver surplus capacity and a manageable tariff path for the economy. In its first year of
implementation, Eskom’s DTC strategy drove the business to achieve this objective while i |mprovmg
| its cost base by:

Enhancing the reliability of supply and surplus electricity by increasing the energy availability
factor (EAF) to 77.3% (above the target of 72%) and achieving 510 days without load shedding
as of 31 December 2016.

Adding new capacity to the grid, including 794 MW from Unii 6 synchronised at Medupi, 800
MW from Unit 1 synchronised at Kusile and 1 332 MW of peaking capacity from units at Ingula.

Improving efficiencies across the business by achieving coal price escalation of 3.7% and
savings in other operating costs. As a result, earnings before interest, tax, depreciation and
amortisation (EBITDA) for the years is expected to be approximately R40 billion, R10 billion above
budget.

Connecting more than 200 000 households to the grid.

The FY2017/18 Corporate Plan aspires to enable South Africa’s economic recovery and drive
"4 industrial growth across Southern Africa. The focus of the FY2017/18 Corporate Plan is to drive this
<4 < recovery and enable incremental gross domestic praduct (GDP) growth over the next five years, in
% line with the objectives of the National Development Plan (NDP). Eskom will build on the momentum
. of its performance and efﬁcxency improvements and become a more customer-centric organisation
=71 that partners with key sectors to increase industrial activity, electricity consumption and job creation.
" Eskom will act on the opportunities outlined in the FY2017/18 Corporate Plan to lay the foundations
for & new organisation.

7t is important to recognise the macroeconomic climate and utility sector context in which Eskom
; A;;:* operates. This context poses a number of risks to which Eskom will need to respond. However, it also

& =% presents a number of exciting opportunities that Eskom can capitalise on to strengthen the
: gﬁ% organisation and plant the seeds for the Eskom of tomorrow:
3 e Pockets of real opportunity within a ¢challenging macroeconomic landscape. In 2016, South

Africa's GDP growth slowed {o less than 1%. This has had significant impact on Eskom’s key
customers and their ability to increase their electricity consumption. In 2017, GDP is expected to
grow at just 1.2% with no immediate signs of recovery. In the Southern African Development
Community (SADC), economic growth has also been affected by regional challenges such as
droughts. Despite these challenges, the opportunities in the South African and regional
macroeconomic landscape suggest that there is large latent and unserved electricity demand in
the region for Eskom.

Signs of improvement in commodity markets although volatility continues. Since the end of
the commodity super-cycle in 2008, most major commaodities have experienced significant price
declines, e.g. the price of iron ore has dropped 60%. In addition, commodity price volatility has
increased significantly, increasing the risks involved in capital and growth decisions for metals and
mining players. With a few commodities experiencing improved prices over the last year, e.g. the
price of aluminium has increased 20%, Eskom has a real opportunity to collaborate with the mining
sector to capitalise on the current upcycle.

Pressure on sources and cost of funding. South Africa faces the real risk of a rating downgrade,
which would have a significant impact on the economy and its growth cutlook, Eskom's issuer
long-term corporate credit -rating has already been downgraded on Standard and Poor's (S&P)
index from BB+ to BB with a negative outlook. In addition, the global macroeconomic outiook
indicates a potential risk of increasing yields in emerging market bonds in the event that U.S.
interest rates change. With Eskom expected to make decisions on the renewal of its government
guarantees over the next five years, an effective funding strategy will be required to manage these
risks.
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¢ Rapidly changing dynamics in the global power sector energy mix are requiring traditional fossil

traditional fossil fuel-based utilities that focus on conventional power generation. In Europe, the

profits of traditional utilities by 70%. In addition, industry profitability has moved away from

S ot

successfully driven growth in renewables capacity over the last five years. The country will need

IPP capacity beyond Bid Window 4.5,

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

%

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

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

! “In addition, it is important to note that Eskom’s FY2017/18"Corporate Plan is shaped by NERSA’s
..+ recent tariff determination of just 2.2% for FY2017/18. This creates a cash flow deficit of R21 billion
«44E5EIE over the planning period and results in an EBITDA of R31 billion, equal to that of the FY2016/17
o experienced as a result of the 2.2% tariff increase through increased efficiencies and further trade-
e offs across the business.

LRp—

Eskom is ideally positioned to stimulate the economic recovery of South Africa and drive its industrial
growth. This is the focus of the FY2017/18 Corporate Plan. Building on the DTC strategy, Eskom aims
to stimulate industrial production by working closely with its key customers in South Africa and the
SADC region. Eskom will continue to moderate the tariff trajectory to stimulate the economy while
striving to obtain an investment grade credit rating. Eskom aspires to support GDP growth targets as
[ set by the NDP.

= : The FY2017/18 Corporate Plan will aim to deliver on five critical targets for the business over the next
; five years, including:

Achieving an annual growth of 2,1% in local demand and 8% in cross-border demand by 2021

S s

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

Reducing planned capital expenditure (capex) spend by R25 billion over the next five years

Driving further efficiencies through digitization and advanced analytics worth R6 billion in EBITDA

Identifying opportunities for private sector partnerships

LT

RS ““3.;& Further detail on assumptions can be found in Chapter 6 (Financial Strategy).
) : _The above targets will support Eskom in achieving an investment, grade credit rating during the five-

= year planning period. Through this plan, Eskom will release R105 billion in Government Guarantees
by FY2019/20, with the objective of unencumbering the fiscus. Eskom will also achieve the above

Towmamn

N
3
-
-
3.
"

fuel utilities to adapt their operating models. The increased competitiveness of renewables — cost
declines of mare than 30% and growth in market share — has created a challenging situation for

power sector profit pool declined by 30% as cheaper renewables gained share, reducing the
generation to the grid business, i.e fransmission and distribution. In South Africa, the REIPPP has

to make serious considerations of the electricity-supply demand balance when considering further

budget. All other financial ratios will weaken before they improve. Eskom will aim to close the gap’

AFP-068



{ =
,’E.;h!,
i i{;xecutive Summary

Eskom Holdings Corporate Plan FY2017/18-FY2021/22 Rev7 Unique identifier 240-56927206 Page: 10

targets while managing headcount to an optimal level, introducing new skills and capabilities into the
organisation and improving organisational health in a way that makes Eskom an employer of choice
once again and without compromising operational performance.

i The five-year Corporate Plan is built on seven strategic pillars that will help Eskom achieve
sustainability in its current business and set up the Eskom of the future, and ensure that the funding
=8 strategy supports both objectives with financial prudence. The seven strategic pillars are;

Become a customer-centric organisation that stimulates demand. Eskom will partner with
customers to lead South Africa’s economic recovery while ensuring sales growth of 2.1% a year
by FY2020/21. Achieving this aim will require Eskom to become a more cusiomer-centric
organisation, acting as a service provider and enabler to its customers’ needs. Eskom will focus
demand stimulation on sectors that are critical to the economy and aligned with Government's
National Development Plan (e.g., gold, platinum, aluminium and ferrochrome). In addition, Eskom
will aim to increase export sales by 5TWh over the five year to expand its economic impact to the
region. Group Customer Services will reach the targets with a strong customer service strategy to

improve customer satisfaction supported by greater digitisation of key customer journeys.

Ensure the reliability and availability of power capacity to support South Africa’s economic
growth ambitions. Eskom will continue to drive operational excellence and reliability efforts
across its fleet and network through a combination of effective maintenance, performance
improvements and management, and application of new technologies, e.g. advanced analytics.
At in addition, the New Build programme will remain a core focus area and efforts will continue to
i@ complete Medupi and Kusile within the P80 schedule and P50 costs. Eskom aims to add 8.7 GW
\& q capacity in generation, establish a 2 095 km transmission network and achieve 1 million new

2l 3 connections by FY2021/22.

»
~- 3. Continue capturing efficiencies in operating and capital costs to achieve a sustainable tariff

S e path for the economy. The FY2017/18 Corporate Plan builds on the progress made in
M= FY2016/17 to deliver approximately R49 billion in operating expenditure (opex) savings across
& the business. This includes reducing Primary Energy Division (PED) coal spend by R43 billion
compared to the FY2016/17 Corporate Plan. The business will also target further reductions in
headcount and employee benefit costs, supported by a comprehensive independent review of
Eskom's operating model that will be completed in FY2017/18. Eskom'’s capital portfolio has been
reduced from R334 billion in FY2016/17 to R315 billion for the current five-year planning cycle in
support of Eskom’s intent to deliver investment grade ratios. The above efficiency targets will be
) further supported by the decommissioning of two power stations due to the expected excess
i capacity in the next five years. Eskom will drive this decommissioning in a way that optimises coal,
people and capital costs across the fleet. Eskom will also continue to improve recovery of revenue
from non-paying customers through effective stakeholder engagement.

New capabilities. Data and analytics capabilities have made rapid progress in recent years. The
volume of data available in the business has grown, while the costs of computational power and
storage have improved steadily. Eskom will take advantage of these developments to drive
advanced analytics and digitisation initiatives across the business. Eskom has already delivered
improvements via advanced analytics at the Majuba coal mills, and plans to strengthen its internal
capabilities to improve EBITDA through further advanced analytic applications over the next five
years, e.g. via smart grids, field force effectiveness tools and predictive maintenance. Eskom aims
to lead the country and global utilities in this field by providing these capabilities to other
organisations where applicable.

Decarbonisation of the economy. South Africa and other countries around the globe are in the
process of signing up to COP 21 targets to reduce carbon emissions. Eskom aims to play an
important role in this effort by supporting the Department of Energy (DoE) in connecting all
renewables as part of the renewable energy independent power producer procurement
programme (REIPPP) up to bid window 4.5. In addition, Eskom will continue to play a role in
developing the country's next phase of nuclear capacity in line with the DoE's Integrated Resource
Plan (IRP) once it is finalised.

Innovation and transformation. Over the next five years, Eskom will lay the foundation for its
long-term future by developing both regulated and non-regulated growth opportunities. It will invest
in and partner with players in battery storage technology to improve its viability and develop a new
business around this technology. It will also seek to drive transformation in adjacent industries,
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e.g. coal mining. Finally, Eskom Enterprises (EE) will drive growth in new businesses and projects,

& e.g. rooftop solar photovoltaic (PV) panels.

Por——

7. Deliver a funding plan and key enablers that ensure successful delivery of the Corporate
Plan. Eskom’s funding plan will aim to unencumber the fiscus by releasing R105 billion in
Govemment Guarantees by FY2019/20. In line with its efforls to achieve an investment grade
credit rating, Eskom will deliver a R337 billion funding plan that reduces its exposure to
government guaranteed debt. In addition, Eskom will build on its successes of FY2016/17 and
scale up its implementation rigour dempnstrated in a few key areas (e.g., PED, Generation) across
all areas of the business. ) f

| Eskom will drive the above seven pillars while maintaining its support of the country's REIPPP
programme which aims to increase renewables capacity while ensuring that South Africa begins the
journey to meet its COP21 carbon emission targets. To date, Eskom has.connected IPPs to the grid
enabling sales of over 11GWh. In the medium term, the dynamics and assumptions underlying the
original REIPP have shifted, particularly with slower growth in electricity demaqd and declining costs
-| of renewablés technology. With an expected excess capacity of approximately 3 000 MW in

FY2020/21, there is limited opportunity to connect new IPPs to the grid unless they are economical at
. a tariff of 77¢/KWh. In the long term, as the costs of renewables further decline and the SA economy
shows strong growth, Eskom will fully support growth in renewables in order to lead the country in
reducing its carbon emissions while delivering electricity at the most competitive price possible. Eskom
is also investing in energy storage technology over the next five years in support of this long term
commitment to renewables. Eskom’s strategy is aligned with its Statement of Strategic Intent as set
. out by the Minister of Public Enterprises and important country strategies such as the NDP, REIPPP
4 and IRP. It will be updated once South Africa’s position on COP 21 and emissions targets is clarified.

£Ed

a

Financial outcomes

e ESkOm’s Q3 results indicate that EBITDA for FY2016/17 will reach R40 billion by the end of the
. 1. financial year. Throughout the year Eskom has implemented DTC | initiatives to drive an increase in
“ EBITDA that has exceeded the target of R32 billion by 26%. The improvement in EBITDA was driven
‘= by increased export demand and reduced opex costs

ot i
o

Increased export demand as a result of the drought experienced in Southemn Africa and a focused
strategy to boost export sales resulting in R3 billion additional revenue to partially offset reduction
in revenue from local sales.

* Reduction in primary energy cost by R12 billion as a result of savings on coal despite higher
production from coal and reduction in production from IPPs.

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

L —
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. The Plan is driven by aggressive revenue growth through the stimulation of industrial activity and
’ effcnency improvement across the business to ensure a tariff path that supports industry.

LS
g&‘%’éx The Borrowing Programme will support the plan and ensure that Eskom is able to meet its capital
obligations, and maintain sufficient liquidity. Eskom will borrow R337 billion for the five year Corporate
* Plan period Eskom is investigating opportunities to diversify sources of funding whilst containing
interest costs in order to release R105 billion in government guarantees by FY2019 and reduce
pressure on the fiscus

Eskom's strong governance system will ensure that these plans are embedded in the business and
}all employees' performance contracts. It is committed to delivering on the Plan and faunching a new
§ Eskom.

fWith its focus on economic development and growth, this Corporate Plan aligns with the Government's
« NDP and the Statement of Strategic Intent as laid out by the Minister of Public &nterprise.

J.0 Key enablers

‘i Eskom is embarking on an ambitious five year Corporate Plan that will transform the business across
: multiple fronts — including capacity, cost and manpower. Achieving the targets set out in this Corporate
5. Plan will require focus on a number of clear enablers to support the defivery of the plan, including:

s Effective stakeholder management to ensure the right level of advocacy and clear communication
¢ with major stakeholders (for example Government, the public, suppliers) given the level of
stakeholder support required to ensure success of the plan. Continued engagement with ratings
agencies to understand concerns and deliver invesiment grade ratings

s A governance setup that drives effective accountability across the business, particularly
leadership. Eskom will also endeavour to apply the principles of King I, and will focus on
impraving its decision-making approach, starting with ExCo. In order to achieve this, Eskom has
established a Results Management office (RMQ) to coordinate, monitor and drive the execution
of strategic initiatives across the business. The RMO uses a multi-divisional senior management
commiftee to track performance of the identified initiatives. The RMO provides transparency on
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performance issues through submissions to ExCo on performance of delivery streams as well as
progress made on strategic initiatives

s Effective risk mitigation strategies, particularly to mitigate the risk of lower than budgeted tariffs

B This Corporate Plan was developed to align Eskom's performance to the FY2017/18 Compact which
=4 sets out the Shareholder's expectation for FY2017/18 and beyond. Eskom’s performance will be
i evaluated primarily against the Sharehalder's'Compact as a whole and the Minister will be pravided
with quarterly reports on the progress towards achieving these targets. The achievement of this
-Corparate Plan will be anchored through disciplined execution by hard-wiring these performance
|| indicators and targets in the performance compacts.

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

Summary of Divisional Plans

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

| Group Capital :

31 Eskom Group Capital is executing the largest capital-expansion programme in Africa. This includes
'the completion of the new build projects, Medupi and Kusile, as well as Transmission projects to
strengthen and expand the grid. Group Capital will also be responsible for the development of future
build projects that Eskom will deliver including future growth opportunities that will ensure a further 8.7
% GW of new capacity from Medupi and Kusile over the next five years.

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

Constructing 2 095 km of transmission and other lines and commission of 10 775 MVA of
transformation capacity

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

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

¢ Finalising the role of GCD in South Africa’s nuclear build programme
| GCD will achieve its objectives and defiver its capital plan by implementing the following initiatives:

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

Implementing top package and employer-claims avoidance to reduce claims at Medupi and Kusile
Establishing the Group Capital Division Construction Excellence Programme
Disposing of non-core / surplus real estate for a targeted saving of R1.5 billion over five years

Establishing private sector partnerships to reduce capital spend

i _; Group Customer Services
=

" Eskom aims to support the recovery of the South African economy through a proactive demand
~ stimulation strategy. In addition, Eskom will become a customer-centric organisation that delivers
¥ world-class customer service across all segments. Customer Services will achieve the following

" objectives over the next 5 years:

PR
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s Stimulate LPU demand through an opportunity pipeline of more than 45 TWh, against a target
of 17 TWh, in priority growth industries for South Africa

= Renegotiate 9 TWh of existing contracts to protect Eskom’s baseline

e Work with high-growth and low-debt municipalities to increase sales

Tt

e Improve municipal and other det§} collections by:
o Becoming involved in collection processes in municipal areas on an agency basis

o Re-enforcing credit controls across customer segments

* |mprove customer collections and reduce non-technical losses by implementing an early-warning
system

] Foré;asl B Latestestimate

A s

s + %ayear *-,.—-—-—-r

199 325 200 413 202 678 206 934

Target sales

forecast

GYh ] R SN 5
FY16/17 FY17/18 FY18/18 FY19/20 Fyaoi2t FY21/22

oo <D O > S

. Group Customer Services will achieve the above objectives through:

- » Establishing a key account management approach to drive sales and improve customer
engagement

Launching a comprehensive customer-centricity strategy that develops the full customer journey,
’ supported by digital applications and enhanced collaboration with Distribution and Generation

s Converting customers in Soweto, Midrand and Sandton to split meters to reduce non-payment
e Converting custamers to prepaid to reduce non-payments
» Regularly auditing meters, especially for LPUs to reduce non-technical losses

.[.® Achieve savings over the next five years through applying advanced analytics to non-technical
= losses

; , Overall, Eskom is committed to ensuring occupational and health and safety across all line divisions
. and functions. The companys safety principle is that no operating condition or urgency of service
3 ;ustn‘les exposing anyone to injury or safety or environmental risks arising out of Eskom’s business. It
g follows that occupational health and safety of Eskorn employees, contractors and the public at large,
4.7 is of critical importance to Eskom. In this planning cycle, Eskom will roli out initiatives towards
e ,‘,\ improving safety performance, including the roll out of a series of educational campaigns, safety
E \wworkshops and safety management systems. Consequently, Eskom aims to reduce the fatality count
__ while improving the lost-time incidence rate.

Y “ﬁé Generation

. Eskom Generation will focus on its mandate to operate and maintain Eskom’s generating assets for
-+ the duration of their economic life. This mandate will be delivered while ensuring optimal generation
costs for Eskom through the economical dispatch of power stations based on the merit order. In




B

* Achieve 80:10:10 EAF: UCLF: PCLF respectively by FY2019/20 through continued compliance
with the Tetris plan

. Deliver at least R 4 billion in cost savings with a particular focus on maintenance and an optimised
production plan

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

) Generation will deliver the above targets through:

Continued focus on operational excellence, including training all operational staff (maintenance
and production)

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

Applying a least cash dispatch methodology to optimise the production plan

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

With the slowdown in electricity demand and increase in IPP capacity, Eskom will be required to ramp
* down approximately 3 000 MW of capacity during the next five years to ensure an optimal generation
i cost. Generation will manage this process rigorously to ensure mitigation of the S0Cio-economic
implications of ramp down while minimising the cost impact on Eskom.

_ " Primary Energy

5 ‘%"-‘«&!—i Based on the Generation production plan, Primary Energy will be required to purchase approximately
3 125 MT of coal per vear over the next five years. Primary Energy will ensure security of coal supply,
Y

EEa

) i B maintaining coal stockpiles at a minimum of 37 days on average across the fleet,
{ Coal is Eskom's largest operating cost item, contributing approximately 30% to the operating cost
$ base. Following coal cost escalation of >12% since FY2010/11, Primary Energy reduced this

escalation to just 3% (against a 12% target) in FY2016/17 through the launch of a targeted savings

[——

5 -;For the next five years, Eskom will leverage Its strong coal market position to transform the sector
2§ $while achigving five strategic objectives, including:

B e 2

f~e  Build on the successes of FY2016/17 to deliver a further R 43 biffion in coal savings over the
. period

- ® Ensure the optimal dispatch of coal-fired power stations
»\‘ ¢ Achieve an acceptable balance of security of coal supply and risk exposure
. ® Optimise logistics to achieve cost efficiencies across the coal suppiy network

‘ ine Contribute to Eskom's transformation objectives to increase share of black-owned supply to
g Eskom

“%& Eskom will achieve these objectives through:

w=o  Creating per-mine view status on all cost-plus mines improvement initiatives and developing plans
i for new prioritised initiatives

e
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e Employing advanced analytics to boost productivity at cost-plus mines and overall coal
management

» Recapitalising cost-plus mines to support access remaining coniracted reserves, and enable
contract extensions to increase production

Y+ Optimising coal-contract mix by implementing a total cost-of-ownership medel for each coal-fired
power station, including coal-quality gpecifications and related plant technologies (Exhibit 3) i

e Negotiating new coal-purchase contracts in line with the NERSA cost-of-coal determination and
{ ensuring an optimal balance between volumes flexibility and lowest price possible

s Optimising logistics to achieve the optimal balance between minimal transportation costs and
secure coal delivery

& Driving coal sector transformation through consolidation and support of operational excellence of
black-owned suppliers

e Enhancing performance measurement and management at contract level (.e.g. ensuring all
contractors are measured on all cost value drivers by contract and have incentive / penalty
mechanisms aligned appropriately)

e Adopt newly developed Master Coal Supply Agreements for fixed price and cost plus contracts
based on equitable risk sharing

. e Enhancing systems to enable enhanced oversight of performance at mine/contract level

e, mplementing required training programmes to build the new capabilities required

ﬁ =7 Exhibit 3: Coal Contract Mix Projections, FY16/17 - FY20/21

EY2017118 - FY2021122 9 Uncontractes [ Fixad Pice
= } Eskom's projected coal supply VB Madium Term B CestPus
FAlpa
140 5

Fraoting FY2018/19 Y2020 FY2021/22 FY2021/22

Contractedisecured
« ©n averzgs B9% of the coal supply for ine naxt five years has been contracted.

« Eskomis fuly conlracied at Lethabo, Matimba, Medupi, Kenda, Duvha, Matla and Tutuka for the next five years

> Transmission

e Eskom Group Transmission has a mandate to reliably control, maintain, plan, expand and provide
7% access to an interconnected fransmission system. Transmission will also trade energy, influence

-

7 customer demand and effect opportunities in the SADC region in support of interconnectivity.

"7:,__“ 4 In the next planning cycle, Group Transmission will aim to achieve the following objectives:
e Sustaining system performance for system minutes<1 at 3.53 and major incidents at 2 across the
period N
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* Continuing asset renewal and strengthening of the network towards attaining N-1 compliance
¢ Facilitating IPP connections to the Eskom grid and conclude contracts for such IPPs
* Connecting 2 095 km of transmission line

St e Increasing revenue to a minimum of R 55 billion over the five-year through cross-border electricity
i trade :

il » Expanding the transmission network into the SADC region to unlock constraints to growth.
| Transmission will achieve these objectives through:
Prioritised maintenance and refurbishments

Effective system operations to ensure prudent dispatch of all generators and demand side
resources

Close collaboration with the DoE and NERSA on optimisation and delivery of the 1PP ;)rogramme
Engagement with NERSA with respect to N-1 compliance
Undertake grid expansion to unlock system capacity for IPPs and new load customer§.

Focus on balancing electricity demand and sales management through integrated demand
management, and shifting demand from peak to off-peak periods

Development of projects to advance regionial interconnectors
‘Peak-shifting' demand-side management initiatives

Distribution

w
1
Lopn—

The role of Eskom Distribution is to manage Eskom’s distribution assets by building, operating and
maintaining the network. Eskom currently supplies around 60% of South Africa's electricity directly to
customers. The remainder is sold to municipalities, which is redistributed to their customers. During
the next five years, Eskom Distribution will drive the following objectives:

£
S,

i ® Minimise technical losses

¢ Minimising non-technical losses by preventing access to prepaid metering units

e i

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

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

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

P, v

Distribution will deliver the above objectives through:
S PO Addressing the requisite needs in IT infrastructure to minimise restoration times

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

e implementing refurbishment, as a matter of high priority, of current n"_etwork infrastructure and
reliable investment plans to reduce backlogs

Working with Group T to successfully and sustainably implement advanced-analytics initiatives

Implementing advanced analytics to support minimisation of technical losses and predictive
maintenance of assets .

[ —
.

| P—
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Eskom’s FY2017/18 Corporate Plan accounts for a number of risks facing the business,

including:

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

S| * Regulatory Clearing Account {RCA) and tariff determination uncertainty. A 2.2% tariff

increase for FY2017/18 is far lower than expected (the previous Corporate Plan budgeted for a

13%) and well below inflation of approximately 6%. If Eskom is to recover efficient costs and earn

¢ - a reasonable return during the MYPD4 period, a significant price hike will be necessary coming
3 i off a low base in FY2017/18. Eskom will complete a fourth multi-year price determination (MYPD4)

MGt

i 5 i application in FY2018 to improve its long term revenue certainty. Eskom will work to engage key
| g stakeholders on its application and long term price outiook.
224 1
l‘i"l i |« South Africa’s sign-off on COP 21 targets. The country’s carbon emissions targets are not yet
(I finalised, but Eskom's five-year plan incorporates a strategy to account for decarbonisation, e.g.

i‘l‘* < nuclear plan, renewables support and future growth. !

b e Income equalisation. Eskom will work closely with labour to optimise working practices and
create a truly agile organisation able to equalise income levels fully based on skill and experience

levels.

. e Generation and grid asset uncertainty and compliance risks. Eskom will optimise N-1
ik compliance delivery by sequencing project delivery effectively and ensuring financial prudency.

W 4 Inherent risks in tariff determination and ability to drive volumes. Eskom will continue to
= e identify further cost reduction opportunities and revenue growth initiatives.
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1.1 Overview of Eskom

% Eskom Holdings state-owned company (SOC) Ltd, Registration Number 2002/015527/30, is South
Africa’s primary electricity supplier and is wholly owned by the South African Government. Eskom
generates and distributes approximately 95% of the electricity used in South Africa and approximately
40% of the electricity used on the African continent.

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

Exhibit 4: Eskom’ s Key Government Stakeholders

Department of Energy gﬁia{;t:?:elt gh?:gl];gl der | National Treasury (PFMA,
{Policy Ministry} Ministry) Guarantees)
]  —
e e | e ] }
Eskom Holdings .
NERSA . s0C Ltd National Nuclear Regulator
| it S N ;‘ T
Department of
gaeg ;min(t;lfv‘?ﬁ:‘eézzgl Parliament Environmental Affairs
Compliance) (Legislative Authority) {Environmental
P Compliance)

Other key stakeholders: Cooperative Governance and Traditional Affairs (COGTHA), Dept. of
International Relations and Cooperation (DIRCO), Dept. of Economic Developrent, South African
Government Local Association (SALGA)

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

Eskom Holdings SOC Ltd

! : Eskom
Eskom Eskom Finance Development
Enterprises Company SOC Escap SOC Ltd pm
Foundation
SOC Ltd Lid NPC

Eskom operates as a vertically integrated company that supphes electricity to South Africa and the
SADC region. As the main provider of generation, transmission and distribution capacity, Eskom
supplies electricity to industrial, mining, commercial, agricultural and residential custamers, as well as
to redistributors in South Africa. Eskom operates 26 power stations with a total nominal capacity of
42 871 MW, comprising 36 441 MW of coal-fired power, 1 860 MW of nuclear power, 2 408 MW of
gas-fired power, 800 MW of hydro power, 1 400 MW from pumped storage stations, and the recently
commissioned 100 MW Sere Wind Farm. Eskom maintains 368 331 km of power lines and substations
with a cumulative capacity of 239 490 MVA.

Eskom has a number of wholly-owned subsidiaries. These include Eskom Enterprises SOC Ltd, Escap
Limited, Eskom Finance Company (Pty) Limited and Eskom Development Foundation (Table 1: List
of Eskom Subsidiaries). The purpose of these subsidiaries is to provide specific strategic services to
Eskom, its divisions and its employees, as well as to the public.

TABLE 1 LIST OF ESKOM SUBSID!ARIES

Subsrdlary : B
‘Eskomn le EE provides life- cycle support, plant maintenance & support for capacrty i
[Enterprises SOC | expansion programmes to Eskom's line divisions. EE has a subsidiary in ;
‘Limited GTOUP Uganda with a concession for electricity operating & maintenance .
‘Eskom Finance s Eskom Finance Company (EFC) was established in 1990, prlmanly o enable i
lC_C’mDanY 80C § Eskom’s employees to have access to hame-loan finance while optimising ;
Limited . home-ownership costs for both Eskom and its employees. Eskom is in the

i process of finding an appropriate disposal sclution for this subsidiary at the
i _request | of the shareholder

{Escap SOC ‘s Eskom's wholly owned insurance captlve company manages and insures the
Limited | business risk of Eskom and its subsidiaries, excluding nuclear and aviation

‘ : Ilabrlltles ‘ i - £
[Eskom ‘s The Foundanon is a whoHy owned non- proflt company that manages Eskom s |
;:!r;)evegor;rnent i corporate social investment in support of Eskom’s transformation objectives.
-Foundation

With effect from 1 July 2002, Eskom was converted from & statutory body into a public company in
terms of the Eskom Conversion Act, Act 13 of 2001. It is incorporated in terms the Companies Act,
Act 71 of 2008. Eskom is subject to the Public Finance Management Act (PFMA), Act 1 of 1999, and
the provisions of the Memorandum of Incorporation (MO}).

Clause 3.5 of the MO stipulates that: ‘notwithstanding anything to the contrary contained herein or
any omissions from this MOI of any provisions to that effect, the Company may do anything that the
Companies Act and/or the PFMA and the Enabling Legislation empower it to do if not so prohibited by
this MOl andfor by any provision of the Companies Act and/or the PFMA and/or the Enabling
Legislation as the case may be.'

Clause 3.1 of the MO! stipulates that: ‘the objective of the Company is to provide energy/electricity
and related services, including the generation, transmission, distribution and retail thereof. In doing so
it has all the powers to implement this mandate subject to any limitations set out herein, the
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shareholder’s compact and any other limitations imposed by the shareholder. In fulfilling its obligations
itis specifically acknowledged that the Company has a developmental role and will through its activities
promote transformation, economic development, broad based black economic empowerment and may
support relevant national initiatives.' Eskom's vision, mission and values are set out in Exhibit 6.

Exhib
P :

Values

3 Coodr T Ee Vision sl

S ission e nA e o

$5s e d ik ol A e S o S A Ll
cliicity solutions to grow the economy and improve the quality of life of the people in
South Africa and in the region -

I s & T e

. £ i 4 a B S
= L5 =% A% i
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3| Eskom will strive ta ensure that z&ro harm befalis its employees, contractors, the
| public and the natural environment

{| Hanesty of purpose, cancuct and discipline in actions, and respectfor pecple

Value-adding creativity and results oriented. Lead through excellence and innovation

(}aring

| S bE b= Acommitment to meet and strive to exceed the needs of the receivers of products
Customer satisfaction 35 d ;
R e s and semices
wiogiaa e e

P

! Excellence § Acknowledged by all for exceplional standards, performance and professionalism

B SR8 v e 6 R
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1.2 History of Eskom

Eskom has been operating for over ninety years, and in the course of its history it has experienced a
number of fundamental changes to its policy and business environment. Notably, Eskom's business
follows the South African electricity industry's boom (surplus) and bust (deficit) cycles. The fong lead
time needed to build new power-generation facilities or transmission networks, can lead to
misalignment between power supply and economic cycles.

1.21 Key developments in Eskom’s history include:

1970s: The power crisis led to a build programme, resulting in large funding requirements, cost and
time overruns and high tariffs.

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

theregion.

1990s: Electrification was atits peak and Eskom became a world leader in the electricity industry with
low-cost electricity, achieving an energy-availability factor of 90% across its generation fleet. There
was surplus electricity and three power plants were mothballed. The Energy White Paper, where
additional principles related to Eskem’s monopoly status and the breaking up of the sector were
agreed to, was finalised in the late 1990s. This included instructing Eskom not to build new generation
plant, which would be undertaken by IPPs, and the beginning of a process to develop regional

AFP-080
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electricity distributors (REDs). As a result Eskom changed its operating model, putting some of its best
talent into Eskom Enterprises with the view to developing a new business model around selling
services and products {not just electricity) around the world. This aligned with the government's
position and vision on the African Renaissance and South Africa’s increased presence on the
continent.

Early 2000s: After 1999, the reserve margin declined consistently and use of the generation fleet
(measured by load factor) increased. However, unplanned outages of the generation fleet increased;
and overall availability of the generation fleet, as measured by EAF, decreased. The direct correlation
between the declining reserve margin and decreasing plant availability caused Eskom to maximise
the use of existing generation capacity to meet increasing demand from 2001 onwards. This put
greater pressure on plant performance levels. Government policy changed in the early 2000s when it
was realised that urgent new build was required. Eskom was required to commence the New Build
programme in 2004, after 6 years had lapsed since the inception of the IPP programme. Eskom had
to quickly establish a department, for the execution of the New Build Programme which impacted
Eskom’s ability to complete the required front end planning and development.

2005: Eskom embar;(ed on a capital expansion programme, termed the New Build Programme, to
support South Africa’s economic growth. Eskom started preparing for the construction of new power
stations that wili provide an additional 11 096 MW of generation capacity by FY2021/22, in addition to
the 6 137 MW of capacity from de-mothballing plant that was added to the system between 2005 and
September 2013.

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

2013: The impact of the lower NERSA fariff determination required significant changes to the
business, so Eskom developed a new strategy, the Business Productivity Plan (BPP) to ensure its
sustainability in a changing environment. The strategy was built on the Integrated Delivery Pian that
outlined the key trade-offs and risks that Eskom would face, and the implications for its business
model.

2014: Eskom was forced to implement load shedding due to a number of factors, including the sharp
increase in the number of power-station breakdowns, the inability to timeously source sufficient diesel
for greater utilisation of open cycle gas turbines (OCGTs), and insufficient capacity to increase water
reserves to run the pumped storage schemes. Load shedding was exacerbated in early November
2014 after the Majuba power station lost capacity to generate power when one of its coal- storage
silos collapsed.

2015; The Board initiated the Denton’s inquiry that had a commercial forensic, a financial forensic and
a technical forensic component. The report proved that there was no misconduct, corruption or fraud
on the part of any Eskom employee however it did highlight process weaknesses. Recommendations
were communicated to Group Executives and are tracked by business and incorporated inte Eskom’s
business strategies.

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

Current status: Construction on Medupi and Kusile continues. Significant progress has been made
— Medupi Unit 6 is in commercial operation, Medupi Unit 5 and Kusile Unit 1 have been synchronised
to the grid and both projects are expected to be completed within the P80 -schedule All units at Ingula
are now in commercial operation, adding 1 332MW peaking capacity to the grid. Eskom continues to
expand its transmission grid throughout the country to improve grid connections.

The cumulative savings from BPP at 31 March 2016 was R28.0 billion exceeding the target by R3.1
billion. The cumulative projected savings from BPP at 31 March 2017 is R48.2 billion exceeding the
target by R5.2 billion

PR
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Government policy on introducing IPPs has continued, given its commitment to liberalise the market
and encourage private and public sector growth. This began in the electricity sector mainly through
the renewable energy IPPs being introduced, and other technologies are planned for in the near future.
The DoE has taken over electricity planning from Eskom. However, to ensure long-term sustainability,
Eskom has developed their own Integrated Strategic Energy Plan (ISEP).

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

In the spirit of good corporate gavernance, Eskom endeavours to apply the principles and practices of
King lll. However, a few of these principles are not applicable to Eskom as a state-owned company
and, in such instances, they have been partially applied.

The governance framewark, which regulates the relationship with the shareholder and guides the way
Eskom does business, is set out in Exhibit 7.

Memorandum of

Exhibit 7: Governance Framework
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The materiality framework sets out the requirements for those matlers needing approval as terms of th‘e PFMA ahd,
Ingethor with the Dalegation of Authorily Framework guides thoe referral of matfers from execulive levet o committess to
Board and where applicabls fo DPE arid National 1 reasury

One of the essential components of the Governance Framework is the clarity of roles between the
shareholder, the board and the management of Eskom, as provided by the Strategic Intent Statement
and the shareholder compact with the company.
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Eskom utilises the web-based Governance Assessment Instrument (GAl). The results of the
assessment, based on a chapter view, are set out in Table 2.

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

s e 3oag

loDSA . “Applied ] partra!ly

nH ngs{AQC I;td (2002/015527/30) . » - GAlscore. ginot appvr‘e;d
; apter1 Ethrcalﬂlea’dﬁe’rshrp and corporate cmzenshrp MMAAA » lApp!red o
Chapter2 Boards and drrectors AAA iPartrally nol applred
Chapter 3 Audrt commrttees ’

5App|1ed I

Chapter 4 The governance o_f nsk

Chapter 5 The governan e of rnf matlon technolo

Chapter 6: Compliance wrhlaws rules codes and standards AAA o H
Chapter} TEtéf&él audrt V o AAA ) . » ’Applredw R
ChapterS Governrnp’era‘heholder relatrovnshrps h AAA Apphed
Chapter 9: Integrated reportmg and drsclosure‘_ AAA iApplled

‘Overall score IAAA

AAA Hrghest applrcatron ‘ . AA ?ngh apphcatron 7

e BN apphcatron “_é S R N ‘
—C - Ap‘phcatlon tob im voved R Low applrca ion g

1.3 Overview of Board of Directors and members

The Eskom Board ensures that the utility and its subsidiaries comply with the requirements of the
Companies Act the PFMA and Section 29 of the NT regulations, and any other legislalion, including
regulations and guidelines issued by the NT and the shareholder.

The Board is the focal point for corporate governance responsible to shareholders and stakeholders
for performance and meeting of ‘legitimate expectations’, and to the company for survival and
prosperity.

The Board of Directors is responsible for:

s Ensuring the company is and is perceived as a responsible corporate citizen (ethical, socially and
environmentally responsible for sustainability).

¢ Promoting an ethical culture.

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

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

« Ensuring the company makes full and timely disclosure of material matters to stakeholders.

1.3.1 Board constitution and appointments

The shareholder appoints the Board of directors, reviewable annually at the Annual General Meeting.
The Board of Directors through its People and Governance Committee assists the shareholder by
identifying the necessary skills, qualifications and experience required by the board to achieve the
campany’s objectives.
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The Board of Directors identifies, evaluates and nominates potential candidates for the positions of
Group Chief Executive and Chief Financial Officer. The shareholder appoints the Group Chief
Executive, whereas the Chief Financial Officer is appointed by the Board of Directors provided that
the shareholder approves.

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

Exhibit 8: Eskom Board of Directors

Dr BS Ngubane
Chairman ;

i = e Sy | i M e =R S N —— ?" e |
| } ingh 1| 1] | |
; | MrASingh | Mrzw | 1l MreMm
| Vacant 3 'CFO § § Khoza | NSRS {| Leonardi 3
el : (o i i = M.Wg NEE! :
| i i
i Prof. P l?‘ MsC |
| Naidoo || Mabude |

1.3.3 Board sub-committees

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

Sub comn{lttee v_MémﬂeﬁS-yf’ Purpose
‘Audit and Risk G Leonardi ’Overmght of ﬂnanc«al reporting and disclosure, internal
{Committee :C Mabude fcontrol systems, the risk management system and ;
. VJ Klein mternal and external audit functions
.P Na|doo - » -
Board Tender ZW Khoza ‘Ensuring that the procurement system is equitable,
Committee C Mabude transparent, competitive and cost effective commaercial
p Naidoo decision makings
Investmentand >C M;bt:éeﬁ Investment and financial decision- makmgs
Finance ZW Khoza
Committee VJ Klein
P Naldoo i
‘People and iVJ Klem xNommauon and remuneratlon of directors and semor
‘Governance ‘G Leonardi executives, human resources strategies and policies;
Commiittee :C Mabude -custodian of corporate governance.
‘BS Ngubane
ZW Khoza
iSocial, Ethics P Naidoo :Oversight of Eskom's social and economic development
and 'ZW Khoza role, good corporate citizenship, environment, health and '
‘Sustainability EVJ Klein ipublic safety programmes.
Commlttee G leonardi ;

1.3.4 Company Secretary

The Group Company Secretary plays a central role in the governance and administration of a
company’s affairs and is key to the effective functioning of the board and the smooth running of the
company, providing impartial advice and support to the directors. The Group Company Secretary’s
role also involves providing the board with guidance and advice on ethics, and this in turn promotes
integrity and accountability within the company. The Group Company Secretary is reguired to
implement a compliance framewaork, in accordance with relevant legislation, and to ensure that the
board is made aware of its compliance requirements

1.4 Group Exco structure and committees

Exco is established by the Group Chief Executive and assists him in providing overall direction to the
business and exercising executive contral in managing day-to-day operations. It comprises Group
Executives who are appointed by the board and are full-time employees of Eskom, subject to Eskom’s
conditions of service.

Exhibit 8 names Eskom's current Group Executives and sets out the positions they hold.
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Exhibit 9; Eskom Exco Composition

Mr M Koko
Interim Group
Chief Executive
2§ IR N S L
[ / Mai :
A Singh i [7 | :2' rimagloau T Govender A Masango M Nisckolo
Chief Financial nE scutiv P Group Executive ||  Group Executive Group Executive
Officer X ve Transmission Capitat Distribution
Generation
ANoah ] » E Pule ) S Maritz S Daniels
Group Exgcutive Group Executive cio Group Company
Customer Services || Human Resources [ Secretary

In order to drive effective governance at Exco level, Eskom focuses on the following elements;

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

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

¢ Streamlined committees focusing on critical decisions; these committees meet with a relevant fact
base and sufficient preparation to support rapid decision-making

* Decision-making authority allocated to individuals with support from relevant committees
¢ Decentralised operating model to improve speed and autonomy

To support the Exco structure, seven committees have been created with the mandates described in
Table 4 below:

TABLE 4: EXCO SUB-COMMITTEES

AN oy T e s e T TR PR

IS SE e o v e
Sub-committee Chairperson Purpos

+ N g L?
Operating {GE Generation e Key operational decisions in Generation, Transmission and ;
jcommittee Distribution. !
7 ! te New Build operational decisions

! ‘e Risk evaluation and mitigation approach to technical and

» o operational health performance e ,
Capital {Chief Financial le Investment dedisions to support Eskom strategy
e Commercial process decisions

:Committee |Officer (CFO)

‘ o Impact of decisions on the funding plan, equity, key financial
: and investment ratios

i

People : so HR issues, processes, procedures and decisions
Commitiee e Talent management and staffing issues

| ! .
X i ‘e Strategic workforce planning e ‘
Finance .CFO ‘e Decisions on financial strategy and budget
Committee :

| ;# Business and Treasury integration
1 } ;» Monitoring funding pipeline, cash-flow position and financial risk
' ! i management
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Risk Commutee CE R'Sk & e Consolidation and monitoring of overall business risks and i
_.Sustamabqlxty processes

» Operational risk monitoring within compliance guidelines
« Safetly, health and environmental compliance
° Reputahonal risk management

iReguIatlon | CFO ‘. Review of the impact of regulatory and sconomic pollc;es and ‘
Policy & the development of response strategies
;Economic . !
; i Eskom regulated licenses

Committee
i s Long-term energy policy

» Tariff outlook and regulatory Strategy
le Approach to environmental policies

e Eskom s economic impact

Nuclear ‘GCE - Management of Eskom's nuclear objectlves (exnstmg and New

.Management - i Build)
.Committee

-8 Licensing and interfacing with regulatory bodies
» Risk management for nuclear operations

1.5 Results management office (RMO)
“Strengthening execution approach for DTC strategy™

FY2016/17 was the first year of implementation of the Design to Cost strategy. During this financial
year, Eskom made signiﬁcant strides its financial turnaround. Among other notable success factors
were a significant saving in Primary Energy cost against budget, other opex cost containment efforts
yielding a saving. against budget of 23.28% for FY2016/17 versus a 1.07% savings for 2016; and
export sales achieved performance of 47.9% above budget for the FY2016/17.

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

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

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

Having set a platform in FY2016/17, Eskom will continue to drive a strong execution approach to
deliver on Corporate Plan commitments. Eskom is cognisant of the fact that the FY2017/18 Corporate
Plan carries a higher implementation risk due to the aspirational targets built into it, however, the
experience gained from prior year's performance has proven that the organization can be successful
when great plans are supported by strong execution, hands-on leadership, dynamic monitoring as well
as timely risk identification and mitigation.

The FY2017/18 Corporate Plan five-year plan is built around seven stralegic pillars, namely (1)
Customer centricity: (2) Reliability and increase in capacity; (3) Cost efficiency; (4) New capabilities;
(5) SA decarbonisation; (8) Innovation and transformation and (7) Funding. These strategic pillars will
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support Eskom in achieving sustainability in its current business, set up the Eskom of the future, while
ensuring that the funding strategy supports both objectives with financial prudence.

3
3 - « FRTY .
o In order to provide adequate oversight and strengthen execution, each of the strategic initiatives
derived from FY2017/18 Corporate Plan will be mapped into delivery streams (Exhibit 10), each
3 delivery stream will provide a monthly report on the programme of initiatives into the DTC Chairpersons
’ E Steering committee as well as the relevant ExCo sub-committee. -
v d 2
Ex
* Ensurs daliiery steams are aignad Develop rafned targels perinfistives and cascads Biem into comsacts
and cogrdinated towards zchisvement Track. monitar, and rezor on prograss
of targals | Analyse Esk ida pori: 4nd manags rish
™ e Addrass key issues and risks ascaletad Sits a3 8 member on sach of the Dalvery Streams
! i & g Escolats Cecisions and issuas to DTC chaiparsens stoarng
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1
i
3
i

E Target:
1

) R30.3bn PSP
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[
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Operating divisions are required to develop detailed implementation plans with detailed milestones
{ and clear timelines using a “Specific, measurable, action-oriented, relevant and time-bound” (SMART)
principle to enable effective monitoring. Risks associated with each initiative need to be identified and
closely monitored together with mitigation actions. All divisional implementation plans will be finalized
and signed off by Group Executives prior to the beginning of FY2017/18.

ST

Eskom will continue to use the Implementation Levels (IL) methadology in order to standardize the
planning and tracking of initiatives. The ILs range from 1 - [dentified through to 5 - Delivered. Each 1L
requires a pre-determined, standard set of deliverables to be met and approved before being able to
proceed to the next IL.

For reference, a summary of each IL is described below:

® IL1~Identified (Concept): Initiatives in terms of drivers of impact, risks, and benefits are clearly
articulated, initial estimates of potential impact are quantified, important pre-requisites are in place,
and resources for further detailed work are assigned.

e IL 2 - Confirmed (Definition): Detailed impact has been calculated, IL milestone dates are
defined, implications from key stakeholders incorporated and feasibility has been confirmed, and
there is explicit approval from the governing authority and the OPCO.

® 1L 3 — Ready to Implement (Planning): A detailed implementation plan can be provided,
milestones dates are final, quotes have been received from suppliers, any approvals for design
changes have been secured, and quantified impact values are final.

i * Il 4~Implemented {Execution): All activities on the implementation plan have been completed,
= contracts are in place, design changes are implemented, and enabling systems (like changes to
performance management) are operational.

[E——,

——
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IL. 5 Delivered {Completion): Quantified impact from the final IL3 plans has flowed through to
the bottom line and can be validated by Eskom Finance in the accounting, commercial or
management information systems.

These implementation plans will form the basis upon which Group Executives (GEs) are compacted
for performance management purposes. In addition, GEs are required to identify initiative owners and
.ensure that the delivery of strategic initiatives are cascaded into their performance compacts with the
:correct weighting assigned to each initiative / KPI. This will drive a stronger link between strategic
objectives and individuals' performance and reward.

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

-

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

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

Achieving target will result in no additional rewards, however exceeding target will result in a
muitiplier bonus for the executive;

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

The entire process will be underpinned by comprehensive governance framework in line with
Eskom compliance standards

The detailed implementation plans from the operating divisions will also serve as a basis of developing
a detailed value map which will assist in

Providing clarity between the strategic initiatives/levers and the strategic objective
Prioritising initiatives so that initiatives with high impact receive optimum attention

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

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

In order for Eskom to realize its aspirations, the organization will have fo be single-mindedly focused
on delivery. To reinforce this single-mindedness and accountability, there needs to be a continuous
pursuit of strengthening the alignment between the Shareholder expectations, key stakeholders and
the strategic direction of Eskom. Internally, Eskom will also be reviewing areas in which it can
strengthen performance management to drive optimal delivery of DTC.

To shift into a strong execution culture, a robust implementation approach supported by strong
oversight and clear ongoing communication will be a major determinant for our success or failure.

1.6 Ethics

Eskom's board is accountable for the management of ethics within the organisation. To this end, the
board approved the Code of Ethics that was last reviewed in 2014. The Code is underpinned by the
six core values set out above, that reflect the organisation's commitment to the highest ethical
standards and principles in alt its business activities. The values are intended to promote an ethical
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culture and explicitly inform the company's practices, policies, procedures and conduct in all areas of
the business, including HR, procurement, and health, safety and the environment.

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

The Code of Ethics is supplemented by the Conflict of Interest policy and procedures. The policy and
the pracedures deal with specific issues including conflicts of interest, receiving and offering of gifts
and supplier relations. The Conflict of Interest policy sets out the obligations of employees and
directors with regard to conflicts of interest and the declaration and management of such interests.

The implementation of Eskom’s ethics policies and programmes is consistently monitored. Reporting
of ethical behaviour within the organisation takes place at different levels and involves various role
players including Group and Divisional Executives, the Ethics Office, the Exco, and the Board and its
committees.

Eskom is also a signatory to the UN Global Compact, which includes an anti-corruption clause, as well
as the World Economic Forum's Partnership against Corruption Initiative. To this end, Eskomn has put
in place fraud-prevention and whistle-blowing policies. The fraud-prevention policy sets out Eskom’s
zero-tolerance approach towards fraud, corruption, economic crime, and other activities invalving
dishonesty. The whistle-blowing policy, on the other hand, sets out principles in terms of which afl
employees may report information regarding unlawful or irregular conduct by other employees in the
organisation, including crimes and irregularities in the workplace, in good faith andin a proper manner.

Eskom has established a system that employees and other stakeholders may use to report unethical
behaviour, erime and irregularities. The system is managed by an independent service provider to
ensure the integrity and confidentiality of the reports. An internaf process has been established to deal
with these reports.

AFP-090



AFP-091

R -"l
\'-&}"_' (i

Market and demand outlook

Eskom Holdings Corporate Plan FY2017/18-FY2021/22 Rev7 Unique identifier 240-56927206 Page: 32

2 Market and demand outlook

2.1 Overview of market trends

Seven main market and demand trends have re-shaped the global energy sector landscape
dramatically. While their implications for South Africa and Eskom are yncertain, it is clear that Eskom
will need to prepare to operate in a world in which traditional utilities business models will come under
pressure, and in which Eskom will need to innovate its business model and take innovative steps to
meet customer needs.

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

2.2 Market trends

As part of its strategy design process, Eskom must consider trends in the broader power industry.
Globally, the last five years have been challenging for traditional power utilities, which have suffered
significant declines in market share and profitability. The main reasons for this are described below.

A challenging macroeconomic landscape with pockets of real opportunity. Global economic
growth has slowed to approximately 2.6% a year and the autlook for the next five years is for continued
low growth of 3.4% a year. The South African economy is growing approximately 1% a year (2016),
and this has had an impact on the ability of Eskom’s customers to maintain their electricity
consumption. Economic growth in the SADC has been affected by regional challenges and droughits.
The South African and regional macroeconomic situation suggests that there is large latent and
unserved electricity demand in the region for Eskom.

Continued volatility in commodities with signs of improvement in a few commodities. Since the
end of the commodity super-cycle in 2008, most major commodities have experienced significant price
declines, e.g. the price of iron ore has dropped 60%. In addition, commodity price volatility has
increased significantly, increasing the risks involved in capital and growth decisions for metals and
mining players. As a result South African metals and mining players have reduced production in a
number of sectors, such as gold, platinum and ferrochrome, with energy-intensive consumers have
slowed their production and consumption by 1.7% a year over the past five years. Nevertheless, with
a few commodities experiencing improved prices over the last year, e.g. aluminium where prices
increased 20%, opportunities to coliaborate with the mining sector to capitalise on the current upcycle
exist.

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

Rapidly changing dynamics in the global power sector energy mix are creating an unfavourable
environment for traditional fossil fuel utllities, who face an increasing number of independent
renewable power producers and cost-competitive renewable energy sources. In Europe, the
power sector profit pool declined by 30% as cheaper renewables gained share, reducing the profits of
traditional utilities by 70% (Exhibit 11). In addition, industry profitability has moved away from
generation to the grid business, i.e. transmission and distribution. Europe's five largest traditional
integrated power companies collectively lost EUR 100bn in market capitalisation between 2008 and
2013 and faced rating downgrades, while these companies sought to shift their business models in
response to a growing- share of large-scale renewables and small scale distributed generation has
increased.
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Exhibit 11: European Sector Profit P

| Evolution from 2008 to 2015
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Discontinuities in technology create opportunities and threats. Multiple new technologies will
disrupt the electricity value chain. The cost of energy storage is expected to decline by approximately
20% over the next four years as investment in this technology grows rapidly. When it becomes viable,
energy storage has the potential to increase the competitiveness of renewables even more and
change customers’ consumption behaviour. This continued growth will be enhanced by the entry of
innovative companies such as Tesla and Mercedes Benz into the storage space, creating new
business opportunities in the sector.

In South Africa the penetration of small-scale generation has already increased considerably as the
cost of rooftop solar PV panels continues to decline. The potential to increase distributed generation
Is close to a tipping point (Exhibit 12), creating new opportunities for Eskom to play a role in the shifting
energy landscape.

Exhibit 12
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Digital enablement, process automation and big data-driven decisions. Data and analytics are a
new source of value creation and competitive advantage. Globally, across all sectors, leading
companies are building deep capabilities in data science and analytics to achieve the next efficiency
horizon. Power utilties are no exception and there are already multiple use-cases in predictive
maintenance and field force effectiveness.

Regionalisation and greater local collaboration. Regional power pools are well developed in the
EU, e:. Eni, Electricité de France (EDF), E.ON and Energias de Portugal operate in different power
pools.: These pools contribute to baseload capacity requirements, increase the security of supply and
provide cost efficiencies. Regionalisation is also starting to develop and grow in Southeast Asia, East
and West Africa, the Baltic areas and Latin America.

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

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

2.3 Demand outlook

Demand is declining in developed economies (-1.4% a year since 2010). Because of regulatory
pressure and investment in efficiency programmes, demand for electricity in the European Union (EU)
{(-1.5% a year since 2010, expected fo grow at 1.1% a year o 2020) and the USA (0% since 2010,
expected to grow at 1.1% a year to 2020) shows low to no growth. In the long term it is anticipated
that the EU 2050 strategy to drive down carbon emissions by 80-85% will have further implications for
technology choices and increase overall power consumption.

Eleciricity consumption in sub-Saharan Africa is expected to rise to 1600 TWh by 2040 (four times the
2010 level) driven primarily by a five-fold increase in GDP, doubling of the population and growing
urbanisation. Currently, the average access to electricity in sub-Saharan Africa is 20%; only seven
countries (Cameroon, Cdte d'lvoire, Gabon, Ghana, Namibia, Senegal, South Africa) have electricity
access rates exceeding 50%. This is much lower than in North Africa, where electrification rates are
over 98%. To mest growing demand, electrification rates in sub-Saharan Africa are expected to reach
70% by 2040.

in South Africa, power consumption has declined on average by 0.5% a year since 20086. The decline
was highest in large power users (approximately 1.7% a year over the last 10 years) because of a
wide range of factors including economic slow-down, commodity market volatility, increasing electricity
costs and lack of supply security.

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

FY1617 - FY24/22 - CAGR
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Exhibit 14: Projection of Sales by Customer Category
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2.4 Implications for Eskom

These market and demand trends have re-shaped the global energy sector landscape dramatically.
While their implications for South Africa and Eskom are uncertain, it is clear that Eskom will need to

prepare to aperate in a world in which:

¢ Utilisation of comparable fossil fleets is lower. In the EU and USA, changes in utilisation have
required a new model that provides energy security while supporting renewables. The UK is a
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case in point. Geographically isolated, it has introduced capacity markets to ensure security of
supply from traditional sources while driving growth in renewables.

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

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

e Utilities use more digital and other new technologies to identify new revenue sources, e.g.
battery storage, to achieve the next horizon in sustainable operational efficiency and improve
customer experience.

e The focus on non-regulated activities and services increases as companies serve their
dlients’ full energy needs or enter alternative adjacent industries/markets.

e Eskom will need a focused strategy to catalyse South African growth, open up power demand,
and accelerate industrial projects that were cancelled or deferred during periods of load shedding.
Eskom will accelerate the development of its customer-centric strategy and implement demand
stimulation initiatives by customer segment, as outlined in the Strategy and Customer Services
chapters.

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

3.1 Overview

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

3.2 Global trends in the power industry

As part of its strategy-design process, Eskom must consider trends in the broader power industry:
¢ Achallenging macroeconomic landscape with pockets of real opportunity

* Continued volatility in commodities with signs of improvement in a few commodities

» Pressure on sources and cost of funding

® Rapidly changing dynamics in the global power sector energy mix that are creating a challenging
environment for traditional coal fossil fuels

¢ Customer experience and satisfaction moving to the centre stage
* Discontinuities in technology
¢ Data an analytics as a new source of value creation and competitive advantage

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

3.3 Statement shareholder’s strategic intent

As a state-owned entity, Eskom must implement government policy and strategy. The sharehalders
Strategic Intent Statement (SIS) lays out Eskom’s short-to-medium-term and long-term objectives to:

@ Achieve and ensure a secure and reliable electricity supply

® Achieve and ensure business and financial sustainability

* Reduce Eskom’s carbon footprint

e Implement cost-containment measures

® Adhere fo operating licences and other legislative requirements

¢ Ensure that the company structtre is responsive to the changing energy landscape
* Support and align with the Government's strategic initiatives

¢ Conduct reporting at divisional levels (Generation, Transmission and Distribution) as of 1 April
2017, in line with regulatory methodology

In addition, the shareholder has provided guidance to Eskom on a number of long-term objectives that
the Plan takes steps to address:

® Develop a clear role for Eskom in the South African power sector by developing long-term
capacity, e.g. renewables, nuclear, gas and coal
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e Consider Eskom’s role of single buyer in the light of increasing market liberalisation and the
introduction of IPPs

s Given the growth of the green economy and the potential impact of carbon taxes on the electricity
price, consider opportunities to shift away from dependence on coal and diversify the primary-
energy mix for power generation

e Account for the accelerated use of new technologies and innovation in a -mature and stable
industry

s Explore regional-integration opportunities, focusing on finding synergies within the SADC region
e Improve business, environmental and social sustainability

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

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

3.4 Eskom’s strategy

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

Exh:blt 15: Seven Strateglc Pillars Mapped to ! Shareholder Strategic Intent and Objectlves
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Exhibit 16: Seven Areas of Eskom’s Strategy

1 2 3 4 5 6

Customer Reliability and Cost New SA innovation and
centricity increase in capacity  efficiencies Capabilities Decarbonisation  transfarmation
* Stimulate SA * EAF to 8% < PEDcost * Transforminte * Setupfor * Develop new
demand ¢ 8.7 GWhew reduction of a digital utifity nuclear build enefgy storage
growth to 2% capagcity over the * Headcount with world programme business
by 2022 corporate plan recuction of leading Data + Committo * Drive radical
* Growexpart * 2095kmnew ~7000 Analytics COP21 targets transformation
sales by 8% transmissionlines  * Reduce the capability = Support of the mining
* Improve capitaj budget * Delivery of Renewable IPP industry
customer savings due to growth to bid * Ensure’
satisfaction Advanced window 4.5 universal
Analytics below 77¢/kWh access
opportunities
e Sustain the existing business el & Eslablish the Eskom of Tomorrow —

7 Funding and three enablers

Funding pian to reduce reliance on the fiscus
Rigorous implementation and monitoring — L1-5 tracking methodology: risk mitigation actions; clear KPIs
Structures to support DTC 2 objectives - biweekly SteerCos; clear KPls; Analytics Centre of Excellence
Tariff risk mitigation - Development of a “Delta” management plan

3.41 Become a customer-centric organisation that stimulates demand

Become a customer-centric organisation that stimulates demand. Eskom will partner with

customers to lead South Africa’s economic recovery while ensuring sales growth of approximately 2%

a year. Achieving this aim will require Eskom ta become a more customer-centric organisation, acting

as a service provider and enabler to its customers' needs. Eskom will focus demand stimulation on

sectors that are critical to the economy and aligned with Government's National Development Plan

(e.g., gold, platinum, aluminium and ferrochrome). In addition, Eskom will aim to increase export sales

by 5TWh over the five year period to expand its economic impact to the region. Group Customer

Services will reach the targets with a strong customer service strategy fo improve customer

salisfaction supported by greater digitisation of customer journeys along key interaction points (Exhibit

17)

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

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

¢ Delivering electrification for residential customers over the next five years and removing
consumption constraints for other direct customers

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

* Radically improving customer experience across the 5 key touch points in a customer’s journey
with tailored initiatives per segment, detailed further in the Customer Services and Distribution

chapters.
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Exhibit 17: Eskom Customer Centricity Approach and Strategies
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To deliver against this vision, Eskom will put in place a suite of enablers including new capabiiities
(e.g., market insights, deal structuring and advanced analytics capabilities), tools and technology (e.g.,
digital customer account management and tracking tools, smart metering, etc.), reviewed sales and
service routines, and proactive stakeholder engagement in South Africa and SAPP.

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

Eskom will continue to drive operational excellence and reliability efforts across its fleet and network
through a combination of effective maintenance, performance improvements and management, as
well as the application of new technologies, e.g. advanced analytics. In addition, the New Build
programme will remain a core focus area and efforts will continue to complete Medupi and Kusile
within the P80 schedule and P50 costs.

Eskom aims to add 8.7 GW capacity in generation, establish a 2 095 km transmission network and
drive toward universal access with 1 million new connections by FY2021/22.

In support of these objectives some of the key divisional strategies include:

o Generation: Reach 80% EAF through strict maintenance, increased power station manager
accountability and targeted power station recovery plan ; maintain a strict maintenance budget
(planned and unplanned) of 11.5 GW in summer and 8.5 GW in winter; via Tetris, a flexible
autage-schedule optimisation tool, and advanced analytics

e Transmission: maintain system performance for SM<1 at 3.53 and limit major incidents to a
maximum of two by executing pricritised maintenance and refurbishments; renew assets and
strengihen the network to attain N-1 compliance; strengthen transmission infrastructure in SAPP

¢ Distribution will ensure operational excellence and reliability by limiting energy losses e.g.,
through advanced analytics, investing in protected networks to limit network access, and
electrifying one million households and working to expedite the Government's Universal Access
Programme {(UAP) and investing in the network to help stimulate demand.
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3.43 Continue efficiencies in operating and capital costs to help achieve
a sustainable tariff path for the economy

The FY2017/18 Corporate Plan builds on the progress made in FY2016/17 to deliver approximately
R53 billion in opex savings across the business. This includes reducing PED coal spend by R43 billion
compared to the FY2016/17 Corporate Plan. The business will also target further reductions in
headcount and employee benefit. costs, supported by a comprehensive independent review- of
Eskom’s operating model that-will be completed in FY2017/18. Eskom's capital portfolio has been
reduced from R348 billion in FY2016/17 to R314.6 bilion for the current five-year planning cycle in
support of Eskom’s intent to deliver investment grade ratios.

Eskom will do this by:
¢ Using advanced analytics and digitisation to reduce maintenance opex and improve efficiency

® Lowering coal-cost escalation to approximately 7% a year by increasing the supply of coal from
the cheapest cost-plus sources and engaging with other contract suppliers to secure the best

prices
® Driving commercial savings across all external spend areas

* Reducing bad debt by working with indebted municipalities to improve collections, providing
support to deliver a sustainable long-term solution and rolling out smart meters for residential
customers

® Reducing Eskom company headcount from 41 883 in FY2017/18 1o 36 746 in FY2021/22
* Reducing capital spend and participating in public sector partnerships

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

3.44 Develop new capabilities to deliver on targets

Data and analytics capabilities have taken big strides forward. The volume of available data has grown
exponentially and the costs of computational power and storage have decreased steadily. Eskom will
take advantage of these trends to drive innovation and efficiency.

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

Using advanced analytics, Eskom has already made improvements in several parts of the business,
including the Majuba coal mills. Over the next five years, it will strengthen its internal capabilities and
deliver savings from further advanced-analytics applications, including:

® Roliing out predictive maintenance in Generation, Transmission and Distribution
* Rolling out field-force effectiveness, smart grids and electrification

* [dentifying and addressing further non-technical loss reductions

e |dentifying further savings from fraud and error detection

® Improving customer journeys

Eskom aims to lead the country and global utilities in the area of advanced analytics and offer its
capabilities to other organisations.
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3.4.5 Decarbonisation of the economy

South Africa and other countries around the globe are in the process of signing up to COP 21 targets
to reduce carbon emissions. Eskom aims to play an important role in this effort by supporting the
Department of Energy (DoE) in connecting all economical renewables as part of the REIPPPP up to
Bid Window 4.5. In addition, Eskom will cantinue to play a role in developing the country's next phase
of nuclear capacﬁy m line with the DoE's IRP once it is finalised. X

3.4.6 Innovatlon and transformation

Over the next five years, Eskom will lay the foundation for its long-term future by developing both
regulated and non-regulated growth opportunities. It will invest in and collaborate with players in
battery storage technology to improve its viability and develop a new business around this technology.
It will also seek to drive transformation in adjacent industries, e.g. coal mining. Finally, EE will drive
growth in new businesses and projects, e.g. rooftop solar PV panels.

Eskom has started to invest in research and development into new technologies to understand the
potential benefits for the business and the economy. Examples of these include:

+  Moving from a traditional coal-based utility to one that leads the way in new technologies in Africa
(battery-storage business)

« |nvestigating how to support the decarbonisation of the economy, and assessing the potential
options and trade-offs for the existing coal fleet

e |mplementing new technolagies and revenue sources in adjacent non-regulated areas, including
delivering smart-grid technology in transmlsston and distribution, and driving additional EBITDA
growth in Eskom Enterprises

3.4.7 Delivering a funding plan that unencumbers the fiscus

Eskom's funding plan will aim to unencumber the fiscus by releasing R105 billion in government
guarantees by FY2019/20. In line with its efforts to achieve an investment grade credit rating, Eskom
will defiver a R337 billion funding plan that reduces its exposure to government guaranteed debt. In
addition, Eskom will build on its successes of FY2016/17 and scale up its implernentation rigour
demonstrated in a few key areas (e.g., PED and Generation) across all areas of the business.

In addition, Eskom will investigate three further strategic areas in FY2017/18:

« Eskom’s role in South Africa’s energy system and how will it contribute to achieving the DoE
targets as set out in the latest IRP

e« How Eskom can best manage its fleet as weli as protect the nation’s investments while embracing
new players and technalogies

Further changes required to Eskom’s operating model to deliver its mandate.

3.5 Eskom Holdings risk profile
3.5.1 Riskapproach

The risk assessment of the Corporate Plan was assessed within the following risk context.

* The continued global decline in economic growth driven partly by Brexit and an associated
potential crisis in the banking sector

s The impact of several severe regional droughts and impending floods that are driving
concerns arcund water, food security and investments

e« The increased significance of governance that is not only informed by local government
elections, but also by investment trends and policy decisions
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New capacity investments, both in the region and locally, that highlight the continued preference
for renewable technalogy investments.

The number of off-grid and distributed generation developments is significant and point to the
increased need for storage solutions. Interest has also been shown in the gas-based arena.

Energy policy changes, shiffs around renewables and responses to the Paris Agreement on,,
Climate Change. ’

Competitive dynamics is another notable development, and there is increased competition
locally and in the region, — particularly by players that could be potential partners

3.5.2 Emerging opportunities

The emerging opportunities to note include:

-

Exploring water usage and potential partnerships as a revenue generating business

Fast tracking the integrated African strategy to leverage fossil fuel and transmission-based
opportunities in the region

Investigating storage options and the opportunities these pose in both diversifying the business
and retaining customers in the medium term

Eskom recognises that storage technologies have matured enough to enable large-scale
implementation within reasonable risk parameters - The business is identifying areas on the grid
where battery storage can be deployed, with a view to applying these technologies at scale across
its grid in the next three years.

3.5.3 Emerging risks

The emerging risks include:

A lack of clarity on transmission investment as is a position is needed concerning around currency-
based trade for Eskom's Africa Strategy

Market blockages in the region from partners

Reduced access to funding from banks

3.5.4 Strategic risks

The risks emerging from these global and regional trends, which were identified in the Strategy
Review, include:

Market and competition - the shifting shape of the load profile, the duck curve effect, and
declining electricity demand are strategic risk factors

Regional market pressure - Opportunities to sell excess capacity into the region may decrease.

Policy and regulation - Misalignment of energy policy and the electricity price path will affect
Eskom’s financial sustainability, energy mix and related emissions.

Financial risks - Declining fong-term profitability may lead to higher tariff increases and/or capital
raising and/or cost cutting to make up the shortfall.

Sustainability risks - Failure to manage the balance between short to medium-term constraints
{up to five years) and operational requirements may lead to long-term damage to operating plant
and/or compromised operations and reduced profitability.

Inherent risk — Risks faced by Eskom in its day-to-day operations including business-continuity
management risks and priority-disaster risks at national and provincial level.
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3.5.,5 Risk specific to the achievement of DTC 2

The risk assessment on DTC 2, which is the basis of the Corporate Plan (2017/18-2021/22) addresses
the risks of not achieving the 6 DTC 2 objectives/focus areas. The most significant risks identified are:

¢ Decreasing volumes (of electricity sales) leading to negative impacts on EBITDA growth and
margins. N

e Regulatory Clearing Account (RCA) and tariff determination uncertainty. A 2l'32% tariff
increase for FY2017/18 is far lower than expected (the previous Corporate Plan budgeted for a
13%) and well below inflation of approximately 6%. If Eskom is to recover efficient costs and earn
a reasonable return during the MYPD4 period, a significant price hike will be necessary coming
off a low base in FY2017/18. Eskom will complete a fourth multi-year price determination (MYPD4)
application in FY2018 to improve its long term revenue certainty. Eskom will work to engage key
stakeholders on its application and long term price outlook.

» Municipal debt payments. High and increasing level of municipal debt leading to an increase in
the cash shortfall/gap. Eskom has a strategy with its key stakeholders, e.g. the National Treasury,
to reduce the current municipal bad debt and limit bad debt in the future.

e« Generation and grid asset uncertainty and compliance risks. Aging plant and/or under-
maintained plant leading to poor performance and an increase in operating costs; Eskom will
optimise N-1 compliance delivery by sequencing project delivery effectively and ensuring financial
prudency.

» Inadequate human capital to adapt to the change in work practices and culture

e The shifting shape of the load profile is feading to decreasing share of the generation market
for Eskom. In order to adapt Eskom is forced to operate base load stations as mid-merit through
steep ramp ups and downs in order to balance the residual system.

s  Project delays and cost overruns leading to increased pressure on EBITDA and margins
e Increasing input costs leading to increased pressure on EBITDA growth and margins

e Further deterioration in credit ratings of both Eskom and the Sovereign leading to adverse impact
on Eskom'’s ability to secure debt at favourable rates

e Eskom may not be able to sell surplus electricity into the region in the long term (15 - 20 years)
teading to stranded generation assets in South Africa.
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4 Stakeholder engagement

4.1 Objectives of Eskom’s stakeholder engagement

Eskom's objectives for stakeholder engagement are to ensure alignment and a collaborative policy
approach amongst stakeholders on key strategic objectives. To successfully deliver on its mandate
and corporate strategy, Eskom needs to ensure effective stakeholder management. Eskom’s aim is
to build enduring, trusting, and value-adding relationships with its stakeholders.

e £

Eskom defines its stakeholders as those groups that affect, and/or are affected by, the arganisation's

activities, products or services and associated performance. This includes people who are actively

£y involved in Eskom’s programmes and projects, and individuals and groups whose interests may be
H positively or negatively influenced because of project execution or project completion.

Stakeholder support is crucial for the successful implementation of Eskom’s strategy. As a part of the
strategy, there are critical areas on which Eskom and key stakeholders need to align. In particular:

* Eskom will require continued coliaboration with Government and government entities and their
support across a number of areas, including financial sustainability, environmental compliance,
decisions on energy mix, sustainable asset creation for future provision of electricity, and
enablement of economic growth.

® Future tariff escalations need to take in account both the needs of South African citizens and
Eskom'’s financial health, with any required trade-offs made explicitly and transparently.

§ ¢ Eskom will partner with research institutions to develop sustainable and renewable energy
' salutions for South African and African customers

» Stakeholders’ understanding and support is needed for Eskom to drive cost savings and increased
produgctivity, particularly in manpower, primary-energy procurement, capital-project execution and
customer service.

: 4.2 Eskom stakeholders

Eskom operates within a complex landscape involving muitiple stakeholders with multiple objectives,
who are engaged through multiple engagement agents and touch points, as set out in Exhibit 18,
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Exhibit 18: Eskom Stakeholders
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4.3 Key stakeholder topics over the next 5 years

Given the strategy to be implemented over the next five years, Eskom has identified key topics of
interest on which to engage stakehoiders, namely:

o Financial sustainability — including Eskom’'s going-concern status and overall financial
performance, the impact of credit-rating downgrades on the ability to secure funding and
increasing finance charges, Eskom's liquidity position and ensuring that Eskom implements
effective cost-management strategies.

* Operational sustainability — with the focus on ensuring the adequate technical performance of
power plants, security of electricity supply, renewable-energy programme and coal-stock
procurement and cost management.

s Revenue and customer sustainability — including the impact of load shedding and load
curtailment on customers, the impact of increased tariffs, changing electricity volumes, customer
satisfaction and customer debt.

s Sustainable asset creation — with the focus on the New Build Pragramme and its sustainability,
(including addressing key issues such as cost increases and project delays), as well as the future
build programme.

¢ Environmental sustainability — including reducing Eskom’s carbon footprint by procuring
renewable energy, the impact of carbon tax, water usage and particulate-emissions management,
nuclear-power-generation impact and energy-efficiency programmes and incentives.

« Building a sustainable skills base ~ including a focus on the shortage of skills and retention of

skiled employees, as well as employee salaries and benefits.

s Transformation and social sustainability — including Eskom’s socio-economic contribution, the
transformation of employment equity, governance and electrification-cannection chailenges.
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* Governance and leadership — focusing on the management of changes in and stability of
5} leadership.

» Safely and security — including the safety of the workplace, employees, contractors and the
public, as well as ensuring adequate business continuity and disaster management,

ol

4.4 Specific engagement topics per stakeholder

Specific engagement topics per stakehalder are set out in Table 5 below.
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TABLE 5: GOVERNMENT TOPICS OF INTEREST
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s Sustainable and renewable energy ‘
_;# Environment sustamabxllty _ ) i

4.5 Eskom’s relationship with the government 5

Over the years, the government has demonstrated unwavering support and commitment to Eskom to
deliver its mandate to promote GDP growth and ensure energy security for the country. Eskom aims
1o comply with the policies, conditions and requirements of key government stakeholders such as the
DPE, NT, NERSA, National Nuclear Regulator (NNR), DoE, DEA, DWS, etc. (Exhibit 19).

Exhlb:t 19 Eskom s Key Government Stakeholders

. Department of Public
Department of Energy (Policy Enferprises (Shareholder

Ministry) Ministry)

National Treasury [PFMA,
.| Guarantees)

Eskom Holdings

NERSA $0C Ltd

‘Department of Water and J

Parliament | | Department of Enviranmental |
Sanitation (Environmental - . : | Affairs {Environmental i
Compliance) ‘ (Legislative Authority) 1| Compliance}

Other key stakeholders; Cooperalwe Bovemance and Traditional Affairs (COGTHAY, Dept. of Intemational
Relations and Cooperation (DIRCO), DepL of Economic Development, South African Govemme;\t Local
Assaciation (SALGA]

451 Department of Public Enterprises

The DPE has oversight responsibility for Eskom as the shareholder representative of the South African
Government. Through the shareholder compact and strategic intent statement (which includes
strategic objectives, policies and key performance indicators), the DPE guides Eskom in achieving
high levels of service delivery, operational efficiency, commercial viability and regulatory compliance
(including the Department of Energy Affairs (DEA) and the DWS for environmental compliance).

4.5.2 National Treasury

NT has been instrumental in providing financial support in the light of fiscal challenges, including a
serious liquidity crunch coupled with the electricity price awarded by NERSA being lower than

required.

4.5.3 Nuclear operations/programme

Eskom further enjoys support from DoE and the national energy and nuclear regulators. This support
is becoming increasingly vital as Eskom ventures into new areas of the energy industry. In paricular,
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the National Nuclear Energy Executive Coordinating Committee has made a decision that Eskom is
to become the Owner-Operator 6f the nuclear expansion programme.

Specific engagement topics of interest per government body are set out in below

1

4.6 Initiatives

Stakeholder Relations Management aims to re-energise Eskom's relationship with all stakeholders to
create an enabling environment for strategic conversations that requires advocacy or collaboration on
key strategic issues of mutual concem.

The stakeholder engagement plan will support key initiatives identified in the Turnaround Plan and
key issues that could damage Eskom’s reputation

The following initiatives will support the achievement of Eskom's objectives over the next 5 years:

*  Assessment of Eskom's stakeholder relationships to better understand stakeholders’ insights and
expectations

s Vigorously drive government relations through collaboration to secure support for Eskom's
business objectives

* Issue based ‘advocacy Create networking opportunities to identify and manage issues through
advocacy and collaboration

* To establish an independent Stakeholder Advisory Council that consists of leaders to bring an
external perspective on material matters to the table in discussions with Board and Exco

® Create opportunities for senior leaders to share business challenges and progress reports to
improve credibility and restore trust

4.7 Eskom reputation management

Given Eskom’s strategy and sustainability challenges, the Corparate Affairs Division's focus over the
planning period will be to rebuild and strengthen confidence in Eskom. The company's reputation over
the recent past has been negatively impacted by the challenges facing Eskom. The reputation pulse
scores are depicted in Exhibit 20.
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Exhibit 20: Reputation Pulse Scores

. 54.44
Reputation

pulse scores
FY10/11 - 47.35

FY14/15,
o f | v 42,62

EicellenVTop Tier Above 80
Strong/Robust 70-79

AveragefModerate 60-69

Weak/Vulnerable  40-58

Poor/Bottom Tier  Below 40

FY10/11 FY11/12 FY12113 FY13/14 FY14/15

The aspiralion of the Corporate Affairs Division Is to enable Eskom to regain the position as one of the
mast reputable power companies globally by FY2020/21. This wili be achieved through improving
Eskom's reputation from a 46 Reptrak™ score rating in FY2014/15 1o a 6069 point RepTrak™ rating
in FY2020/21. Specific initiatives refating to this aspirations will include:

Proactively managing issues that may impact on the reputation of the organisation. In particular,
Eskom will improve its ‘listening skills’ so that it is sufficiently aware of emerging issues.

Collecting information about reputational threats (issues) across the organisation, analysing the
information and addressing problems by taking action to mitigate them.

Strengthening Eskom’s understanding & relationships with critical stakeholders by going beyand
traditional public relations to activate a network of supporters who shape key constituencies.

Instilling an organisatianal culture that is reputation-centric — one where employees understand
their role as guardians and take accountability for their behaviour and for Eskom's reputation.
Achieving this will mean stepping up both the sophistication and the internal co-ordination of
reputation efforts.

Building a strong brand, and shaping how customers think and feel about the organisation and
product by developing a brand-positioning strategy that builds the value of electricity and Eskom
in the minds and hearts of both staff and consumers. The strategy will focus on reframing the
value of electricity and creating a better understanding of the entire Eskom value chain. The
strategy will be completed within the first quarter of the new financial year.

The strategy and plan needs to:

Align the corporate brand with the FY2016/17 to FY2020/21 Corporate Plan and the Business
Renewal Journey.

Build a solid brand reputation by stahilising, re-energising and growing the brand health.
Suppert the Turnaround Strategy — move the brand beyond ‘distresses’' (beyond savings tips).

Deliver on Eskom's purpose ~ the strategic intent mandated by Government: provide electricity
in an efficient and sustainable manner
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¢ Provide transparency on Eskom’s successes

Internal: Start off by instilling internal pride in hard work and achievements and increase staff morale
and confidence. On-board employees to understand the value of the brand and the product, define
the brand promise in terms of their jobs. The next step is to quantify their contribution to the brand
health and reputation by understanding the value of their contribution to the job to do to make SA great
- how do | bring the brand promise to life in my job? Finally Eskom will drive momentum by getting
employees to drive/live the brand promise and then to identify, celebrate and reward ambassadors.

External: Create a presence for the brand to remind South Africa about Eskom's great work. Make
the brand feel like an important part of their lives thereby building back equity into the brand. Enhance
the confidence of brand by fighting the negative publicity, build an understanding of how much Eskom
does to provide electricity. Buiid reputation by moving to active reputation management and less crisis
management. Clarify key issues for customers and consumer confidence. Have a consistent clear
sight of issues and show that Eskom is addressing the issues,
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5 Regulatory strategy

5.1 Executive summary

Eskom is a regulated utility with revenue requirements determined by the multi-year price
determination (MYPD) process with the: National Energy Regulator of Scuth Africa (NERSA). The
business operates under licences for generation, transmission, distribution, import, export and trading
to fulfil its role in the South African electricity industry. As such, Eskom’s core strategy and operations
are positioned to address the requirements of the regulatory framework and to manage risk prudently.

Eskom is currently in the MYPD3 tariff period, which ends in FY2018/19. The original MYPD3
application granted Eskom a tariff increase of 8% a year following an application of 16% p.a. from
Eskom. For the FY2017/18 year, NERSA granted Eskom a 2.2% tariff increase for FY2017/18. This
is far lower than expected (the FY2016/17 Corporate Plan budgeted for a 13%) and well below inflation
of approximately 6%. This has resulted in a cash flow deficit of approximately R21 billion compared
to the FY2016/17 Corporate plan. If Eskom is to recover its costs and earn a fair return during the
MYPD4 period, a significant price hike of 22.1% will be reguired in FY2017/18.

Eskom will be allowed to make a single year application for FY2018/19. Eskom's revenue requirement
is based on an expected 2.1% a year increase in electricity demand by FY2020/21. This equates to a
price path estimated at 27% for the application year. Eskom is required to submit revenue required for
the year of application plus two additional years. The estimated price path for the subsequent two
years is 12% and 8% respectively. While Eskom is not applying for price increases in FY2019/20 and
FY2020/21, this will be seen by analysts, lenders, stakeholders and customers as an indicator of the
expected path for MYPD4 which will follow from FY2019/20 onwards.

Eskom and NERSA are in process of appealing the RCA 2013/14 decision which will likely occur in
the second half of 2017. Eskom has submitted the RCAs of R19.2 billion for FY2014/15 and R23.6
billion far FY2015/16 to NERSA, which is currently on hold pending the appeal outcome.

5.2 Electricity regulation in South Africa and its relevance to
stakeholders

The National Energy Regulator of South Africa (NERSA) is responsible for the economic regulation of
the electricity industry, including Eskom. It is governed by the following legislation, policies and
regulations:

s Electricity Regulation Act (No. 4 of 2006)

e Electricity Pricing Policy of South Africa

¢  MYPD regulatory methodology

e Eskom retail tariff and structural-adjustment methodology
e Grid and distribution codes

One of NERSA's key mandates is to oversee the economic regulation of the electricity industry as
stipulated in the Electricity Regulation Act. Functionally, Eskom is required to comply with the Act's
licensing conditions and regulations, and apply for revenue and tariffs according to regulatory
frameworks ~ all of which NERSA oversees and adjudicates.

NERSA determines Eskom's revenues and tariffs according to the MYPD regulatory methodology and
through broad stakeholder consultation. The current MYPD3 methodology includes a risk-
management mechanism - the Regulatory Clearing Account (RCA) — that allows for an annual
revenue adjusiment based on the actual costs incurred by Eskom as well as other assumptions. The
mechanism includes thresholds, e.g. if the balance in the RCA is greater than 10% of the allowed
revenue, further consultation is undertaken.
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As the South African electricity industry has started to attract IPPs in recent years through the
Renewable Energy IPP Procurement Programme (REIPPPP) and the baseload and gas programmes.
Investors are putting more pressure on utilities to uphold the consistency, stability and application of
the regulatory framework to create stability, credibility and confidence in the overall regulatory regime.

Credit-raling agencies also place great importance on the regulatory framework within Eskom
operates. For example, 50% of Moody's credit-rating assessment is weighted towards an assessment
of the regulatory framework and environment. As part of its credit-risk assessment of Eskom, it
considers the South African regulatory system, the soundness and predictability of the framewark and
whether Eskom can reasonably expect to recover its prudent and efficient costs and investments
through NERSA-approved revenues. It expects the South African regulatory framework to ensure
Eskom's financial sustainability by allowing the recovery of prudent and efficient costs, including the
cost of capital through a reasonable risk-adjusted return on capital.

On 8 December 2016, Standard & Poor's Global Ratings fowered its long-term corporate credit rating
of Eskom Holdings SOC Ltd. from BB to BB- with a negative outlook. This reflected the ‘assessment
of a weak regulatory framework .... [which] has been subject to negative intervention aimed at
protecting consumers, which has hurt Eskom's credit quality’, and their view that ‘the company's credit
metrics will remain weak over the medium term [as] a result of continued delays in implementing tariffs
that reflect costs'. Furthermore, it noted that Eskom is facing increased financial pressures as a result
of the ongoing court case against NERSA. Standard & Paar's is concerned that Eskom's capital
structure and free cash flow will remain at unsustainable levels, even if its liquidity position and
operating performance improve over the current fiscal year. The extension and increase of
Government guarantees are also cited as reasons for the downgrade, given Eskom'’s dependence on
these guarantees in the light of its CCC+ stand-alone credit profile, which reflects a greater-than-50%
probability of default on its debt.

5.3 Overview of the MYPD methodology

The MYPD methodology comprises two elements: disclosure of the requirements and criteria for a
revenue application, and a detailed description of the RCA risk-adjustment mechanism (see 5.4).
Currently, Eskom is operating in year four of MYPD3 and this methodology will apply for the remainder
of the period, which ends on 31 March 2018. Between April and October 2016, NERSA carried out a
consultation process that culminated in the publication of an updated MYPD methodology that will be
put into effect in Aprit 2018,

5.4 Regulatory clearing account (RCA)

541 Overview of the RCA

The RCA is a monitoring and tracking mechanism that compares costs and revenues assumed in the
MYPD revenue decision made by NERSA to actual costs and revenues incurred by Eskom. it allows
for changes in the conditions for sales volumes, identified costs and other items if assumptions made
when the MYPD revenue application was considered to have changed. If the assumptions differ, the
differences are subject to RCA rules that are informed by the approved regulatory methodology
applicable to the MYPD decision period. This produces an RCA balance that should either be
recovered by Eskom (in the case of over-spending) or given back to the customers (in the case of
under-spending).

Once NERSA has determined the RCA balance, a separate process is followed to decide how it will
be liquidated by adjusting the revenue applicable to future years.

The RCA-mechanism is. applied to every elapsed year and therefore looks backwards. it
retrospectively reconciles the variances between the assumptions upon which NERSA based its
original revenue decisions and the actual outcome.
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5.42 RCA FY2013/14 decision, 1 March 2016

On 1 March 2016, NERSA made the RCA decision for FY2013/14 {TABLE 5.1) that siated:

s The RCA balance of R11 241 million is recoverable from standard-tariff customers, local special
pricing agreements (SPAs) and international customers in FY2016/17.

s The amount of R10 257 million is recoverable from standard-tariff customers for FY2016/17 only.
¢ The average tariff for standard-tariff customers should be raised by 9.4% for FY2016/17 only.

e The amount of R983 million is recoverable from Eskom’s local SPA customers and international
customers for the FY2016/17 only

TABLE 6 : EXTRACT OF NERSA’ S RCA DECISION FY2013/14

}
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5.4.3 RCAFY2013/14 legal process

NERSA’s decision on Eskom’s RCA application for FY2013/14 was reviewed by the High Court
judgement handed down on 16 August 2016. The judge ordered that the decision be set aside and
reviewed by NERSA, largely because Eskom had not submitted quarterly RCA reports and NERSA
had not alerted the public to the possible adjustment in tariff. Both NERSA and Eskom have been
granted leave to appeal in the Supreme Court of Appeal. As the appeal will likely only be heard in late
2017, the subsequent RCA applications for FY2014/15 (R20 billion) and FY2015/16 (R23 billion) are
unlikely to be processed by July 2016. The FY2013/14 RCA balance at risk (R11 billion) under appeal
will create a total cumulative cash flow at risk of approximately R54 billion for Eskom and therefore an
erosion of approximately R54 billion of equity from Eskam's balance sheet in the short term. The RCAs
for the two remaining years of MYPD3 are expected to be in the region of R20 billion a year.

Eskom is able to access the debt-capital markets to make up any shortfall to fulfil its Corporate Plan
commitments, but will incur additional interest expense as a resuit, placing the business under further
pressure. Eskom has used equity injections and debt to mitigate low tariff increases in the past.

Eskom has taken a conservative approach and has not made any allowance for RCAs in the budget,
and will not do so until all legal challenges are resolved

544 Status of RCA submissions and decisions for MYPD3

To date, the trend in RCAs over the MYPD3 period reflects a growing variance in revenue attributable
to lower sales growth than forecast in the assumptions upon which the MYPD3 revenue decision was
based, as reflected in the forecast for FY2016/17 (Table 7: MYPD3 RCA Track Record and Forecast).




