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Research Update:

South African Utility ESKOM Holdings SOC Rating
Lowered To 'B+' Following Sovereign Downgrade;
Outlook Negative

Overview

* On April 3, 2017, we lowered our ratings on South Africa (foreign
currency: BB+/Negative/B; local currency: BBB-/Negative/A-3).

* While we continue to assess the likelihood chat 100% government -owned
South African power utility ESKOM Holding SOC Ltd. would receive
extraordinary government support as extremely high, we believe the
government's ability to provide support has weakened,

* We are therefore lowering our foreign and local currency long-term
corporate credit ratings on ESKOM to 'B+' from 'BB-' and our national
scale long-term rating to 'zaBB-' from 'zaBB+'.

* The negative outlook reflects that on the sovereign and uncertainty
regarding the government's clear commitment and ability to provide timely
support to. ESKOM if needed.

Rating Action

On April 6, 2017, S&P Global Ratings lowered its long-term foreign and local
currency corporate credit ratings on South African utility ESKOM Holdings SOC
Led. to 'B+' from 'BB-'. The outlook is negative.

At the same time, we lowered our long-term South Africa national scals rating
on ESKOM to 'zaBB-' Erom 'zaBB+'. We affirmed our shor:i-term nacional scale
rating at 'ZaB'.

Rationale

The downgrade follows our downgrade of South Africa (see "South Africa
Long-Term Foreign Currency Rating Cut To 'BB+' On Political And Iastitutional
Uncertainty; Outlook MNegative," published April 3, 2017, on RatingsBDirect.}

The lowering of the ratings on South Africa reflects our view that the deep
divisions in the African National Congress-led government that have led to
changes in the executive leadership of government, including key Ministry of
Finance, may weaken political and insticuticnal stability. We believe that the
downgrade of the sovereign signals a weakening of the government's ability to
provide support to ESKOM if needed.

The ratings on ESKOM continue to reflect our assessment of an extremely high
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Research Update: South African Utility ESKOM Holdings SOC Rating Lowered To 'B+* Following Sovereign
Downgrade; Ountlook Negative

likelihood of government support, but also factor in the continuing very

substantial gap between ESKOM's stand-alone credit profile (SACP| of ‘ccc+’

and its global scale rating. Our expectation of government support to ESXOM is

based on our view that:

¢ ESKOM's role for the government is very important, since it is the
dominant electricity provider in South Africa;

» ESKOM provides an essential commodity to municipalities and large
industrial customers;

¢ ESKOM's link with the government is integral, reflecting its full
ownership by the government and explicit government support;

* The government considers ESKOM tc be a Strategic asset and privatization
is unlikely in the medium term;

¢ ESKOM has obtained a dividend waiver during its building program;

¢ The government of South Africa has a strong track record of providing
extraordinary support to critical government-related entities; and

¢ ESKOM has received capital injections and large guarantees from the South
African government in the past.

However, although we still believe that ESKOM will benefit from considerable
government support, the predictability of such full and timely government
support in all circumstances is decreasing in our view, as highlighced in our
research update on Nov. 25, 2016 "Scuth African Ucility ESKOM Downgraded To
'BB' Following Potential Risks To Government Suppert; Outloock Negative." We
believe that the following factors contribute to increased financial pressure
on ESKOM:

* Uncertainty as to whether the government would be willing te provide
additional support te ESKOM over the course of the ongoing court case
against ESKOM and its regulator NERSA, which is still in arbitration and
could lead to ESKOM receiving considerably lower tariff increases in
fiscal 2019 (ending March 31, 20iS5) than ocur assumptions of B%-10%. A
negative outcome would increase pressure on ESKOM's liguidity, which we
already view as weak.

* We understand that ESKOM's South African rand (2AR)350 billion $§25.2¢9
billion as of April &, 2017} government guarantee line had ZAR152 billion
left undrawn as of March 16, 2017. If the amount available drops markedly
while an important amount of ESKOM's five-year plan through 2022 has
still not been delivered, we would see further strain ESKOM's liquidity.

Our assessment of ESKOM's SACP at '‘ccc+’ is based on our view of the utility's
weak liquidity, taking into account continuing and sizable negative free cash
flow, combined with its unsustainable capital structure (without government
suppert). We continue to assess ESKOM's management and governance as weak, due
to factors such as resignations of board members, recently including the CEO.

Our view of ESKOM's weak business risk profile reflects our assessment of a
weak regulatory framework supervised by NERSA. Although the regulator recently
introduced multiyear tariff determinations to improve the predictability and
stability of tariff-setting, the framework has been subject to negative
intervention aimed at protecting consumers, which has hurt ESKOM's credit
quality. Almost all of ESKOM's revenues are regulated.
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ESKOM's highly leveraged financial risk profile reflects our opinion that the
company's credit metrics will remain weak over the medium term, despite some
improvement in cash balances compared with last year. Weak metrics are a
result of continued delays in implementing tariffs that reflect costs,
investment needs, and the rising debt associated with ESKOM's large capex
program.

We estimate the company's ratic of funds from operations (FFO) to debt after
our adjustments will be 1%-3%, compared with about 10% in fiscal 2012. Under
our base case, we anticipate that the ratio will remain weak until a larger
bulk of the company's capital expenditures (capex} is completed beyond 2020.
That said, our base-case scenario hinges on ESKOM receiving at least an 8%-10%
tariff increase for fiscal 2019 and beyond. Ve may decide to revise our base
case if NERSA is unable to repeal the decision by the courts on the ESKOM
tariffs (a decision which we currently anticipate around end-July 2017} and,
at the same time, does not grant ESKOM a guarantee tariff increase of 8%-10%
in fiscal 2019.

Liquidity

Our assessment of ESKOM's liguidity as weak reflects the pressure ESKOM faces
with revenues insufficient to compensate higher costs, higher capex, and the
continued challenging operating environment. In addition, we think that the
company has a relatively high dependence on what we consider to be uncommitted
sources of funding to support. For example, the company was still negotiating
approximately ZAR40 billion of its about ZARE5 billion-2AR70 billion funding
requirements for fiscal 2018, as of Feb. 16, 2017. We forecast that ESKOM's
liguidity sources will cover its uses by less than 1.0x over the 12 months
from March 13, 2017.

In addition, we consider that prespects For liquidity to improve are now
substantially reduced following MERSA's decision to grant just a ..2% tariff
increase for fiscal 2018. We anticipate chat ESKOM's annual capex will be
ZRR40 billion-2AR60 billien through 2022. While we expect operational cash
flows will be supported over the next two to three Years by the onset of
commezrcial operations for the bulk of the Ingula, Kusile, and Medupe assets to
be built under the corporate plan, a substantial amount of revenue and
earnings growth will remain tied to future cariff eveluticn, which at present
iz difficulc to predict )

We expect ESKOM to have some flexibility in annual capex, reflecting capex
flexibility of about 25% per year |(or about ZARRIO billion-ZAR1S5 billion
relative to our estimates below).

We calculate that ESKOM has the following liquidity sources for the 12 months
started March 13, 2017:

* Cash and marketable securities of about ZAR37 billion at the group level;

¢ Committed credit lines of about ZARG.2 billiecn;

®* Cash FFO in of ZAR9 billion; and
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* Government-guaranteed bonds of about ZARS billion.

We calculate the following liquidity uses for the same perioed:
* Capex of abour ZAR60 billion-ZAR70 billion; and
* Principal and interest debt maturities of ZAR30 billion-ZAR40 billion.

We note the company's success in issuing several new loans over the past 12
months, some of which (but not all) are listed here: a ZARG billion-eguivalent
short-term facility with the Chinese Development Bank, a ZAR20
billion-equivalent facility from the African Development Bank (encompassing
two facilities), and a ZAR7.5 billion-equivalent facility from the
Multilateral Investment Guarantee Agency. However, ESKOM has continued to rely
heavily on government guarantees to cbtain such financing. We expect this will
ceontinue to be the case.

QOutlook

The negative outlook reflects that on the sovereign and our view of
uncertainty regarding the government's commitment and ability to provide
timely support to ESKOM for any funding shortfalls. This could be exacerbated
if the outcome of the ongoing legal battle against ESKOM and NERSA results in
tariff growth remaining muted beyond March 31, zois.

Downside scenario

We could lower the long-term corporate credit rating on ESKOM if we were to
consider that the likelihood of extrsordinary government support had weakened
or if we downgrade the sovereign, if at the same time, we considered there to
be uncertainty regarding the government's clear commitment and ability to
provide timely support to ESKOM if needed. We could negatively reassess ths
likelihood of government support if we determined that the predictability and
ability of government suppert is less certain in terms of it being full and
timely under all circumstances. This could occur if we see further
daterioration of ESKOM's financial position over the next year or two withous
any offsetting measures taken by government or ESKOM. Such a scenario could
oceur, for example, if ESKOM faced prolonged lower tariffs and market
conditions proved adverse in terms of ESKOM's ability to bridge any consequent
funding shortfalls.

We could also lower the ratings if we considered that ESKOM's SACP had
deteriorated further, since this could also indicate decreasing government
support, and would lead us to reassess our view of the likelihood of
government support. Hence, any negative rating actions would likely be due to
a combination of our view of ESKOM's SACP weakening and its likelihood of
receiving support, or as a result of nagative sovereign rating actions.
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Upside scenario

We would consider revising the outlock to stable if we revised our outlook on
the sovereign to stable, if pressure on ESKOM's future liquidity position
eased, and if government funding for ESKOM's continuing large negative free
cash flow was forthcoming.
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ESKOM Holdings SOC Ltd.

Corporate Credit Rating B+/Negative/-- BB-/Negative/--
Long-Term South Africa Natiocnal Zcale zaBB-/-=/-= zZaBB+/--/--
Senior Secured B+ BB-

Senior Unsecured B+ RB-

Ratings Affirmed

ESKOM Holdings SOC Ltd.
Short-Term South Africa Naticnal Scale --/--/zaB

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at spcapitalig.com. All
ratings affected by this rating action can be found on the S&P Global Ratings'
public website at www.standardandpoors.com. Use the Ratings search box located
in the lefr column. Alternatively, call one of the following S&PF Global
Ratings numbers: Client Support Europe (44) 20-7176-7176: London Press Office
{44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt {49) 69-31-999-225;
Stockholm (46} 8-440-5914; or Moscow 7 {495) 7831-4009.
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INVESTORS SERVICE

Rating Action: Moody's downgrades Eskom's ratings to Ba2/Ba3; confirms
A2.za NSR; negative outlook

Global Credit Research - 13 Jun 2017

London, 13 June 2017 -- Moody's Investors Service {"Moody's") has loday downgraded to Ba2 from Ba1 the
long-term corporate family rating (CFR) of Eskom Holdings SOC Limited (Eskom) and the zero coupon
eurcbonds to Ba2 from Ba1 in line with the CFR. Concurrently, Moody's has downgraded to {P)Ba3/Ba3 from
(P}Ba1/Ba1 the global medium term note (GMTN) programme and the senior unsecured GMTNs of Eskom. It
has downgraded the probabilily of default rating {PDR) to Ba2-PD from Ba1-PD. The national scale rating
(NSR) long-lerm corporale family rating of A2.za has been confirmed. The oullook is negative. The raling
action concludes the review for downgrade that was initizted on 5 April 2017.

Today's rating action on Eskom reflects the weakening of the sovereign rating’s credit profile as reflecled in
Moody’s recent decision lo downgrade South Africa’s government bond ralings lo Baa3 from Baa2, negative
oullook. For further informalian, refer to the savereign press release hiips:/iwww.moodys.com/research/-—-
PR_367769.

A full list of affecled ratings is provided lowards the end of this press release.
RATINGS RATIONALE

Eskom's ratings are primarily driven by Moody's assumptian of a high leve! of polential government support in
case of financial distress. Given Eskom's slrong linkage with the South African govemnment and its high
sensitivily lo changes in the sovereign credit profile, the rating downgrades primarily reflect the one-notch
downgrade of South Africa's ratings lo Baa3 negative on 9 June 2017.

The one nolch differential between the zero coupon Eurobonds (Ba2) and the GMTNs {Ba3) reflect that the
farmer benefit from section 7 of lhe Eskom Conversion Act, 2001,

Moody's assumplion of a high level of government support in the event of financial dislress is underminned by
Eskom's slrategic imporiance to the governmenl's social and economic policy as the country’s dominant
electricity supplier, This view is further reinforced by: (1) the government's recent approval for the ZAR350
billion Guaranlee Framework Agreement (GFA) lo be extended from 31 March 2017 to 31 March 2023; (2) a
ZARED billion shareholder loan which was converted into equily in 2015; and (3} a2 ZAR23 billion equity
injection completed in March 2016.

Moody's underslands from Eskom thal extansion of the GFA has now been finalised and the company's
access {o funding should, therefore, conlinue to be supporied by ongoing availability under this agreement.
Eskom has compleled nearly half of its funding needs for 2017/18. In order lo complete its funding for this
fiscal year, il is likely to rely on additional facililies from development finance institutions and export credit
agencies, which are under negoliation, as well as access to local and intemnational capital markets. Market
conditions may be more challenging as a result of South Africa’s, and the company’s, weakened credit profile,

The ratings continue to faclor (1) the progress the company has made with regard to delivery on new powar
units, albeit initially marred by some delays; (2) moderalely improving operational eHiciency; as well as {3) a
challenging regulalory environment; and (4) a weak financial profile.

Given Eskom’s very weak standalone credit quality, its ratings rely on the support that Moady's considers
would be provided by the government of South Africa (Baa3 negalive) if necessary. Under the agency's rating
methodology for government-related issuers (GRIs), Eskom's ratings combine (1) ils standalone credit quality
or Baseline Credit Assessment (BCA) of b3, and (2) an uplift for government support,

RATING OUTLOOK
The negative outlook reflects the negalive ouliook on the gavernment of South Africa.

WHAT COULD CHANGE THE RATING UPDOWN
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The outlook on the ratings could stabilise if (1) the cutlook on South Africa's ratings is changed to stable: (2)
Moody's assessment of high government support for the company remains unchanged; and (3) the company's
operational and liquidily profile were lo continue to stabilise.

Conversely, Eskom's ratings could be downgraded if (1) Moody's were to downgrade the government's ratings;
(2) Moody's assessment of high government support for the company were to change; and/or (3) Eskom’s
operational and liquidity profile failed lo stabilise.

The methodologies used in these ratings were Regulaled Electric and Gas Ulilities published in December
2013, and Governmeni-Related Issuers published in Oclober 2014. Please see the Raling Methodologies page
on www.moodys.com for a copy of these methodologies.

LIST OF AFFECTED RATINGS

Downgrades:

..Issuer: Eskom Holdings SOC Limited

....LT Corporate Family Rating, Downgraded to Ba2 from Bat

... Probability of Default Rating, Downgraded lo Ba2-PD from Ba1-PD

-...5enior Unsecured MTN Program, Dawngraded to (P)Ba3 from (P)Ba1

... Senior Unsecured Regular Bond/Debenture (Zero Coupon, X50083588233), Downgraded to Ba2 from Ba1
... Senior Unsecured Regular Bond/Debenlure (Zero Coupon, XS0078528352, Downgraded to Ba2 from Ba1
...Senior Unsecured Regular Bond/Debenture (Zero Coupon, XS0079398250), Downgraded lo Ba2 from Ba1
-... Senior Unsecured Regular Bond/Debenture {CUS:296464AA8), Downgradad to Ba2 from Bai

-...Senior Unsecured Regular Bond/Debenture (Global MTN, CUS:29646AAB2), Downgraded to Ba3 from Bai
-...5enior Unsecured Regular Bond/Debenture (Global MTN, CUS:29646AAA4), Downgraded to Ba3 from Bai
Confirmation:

..Issuer: Eskom Holdings SOC Limited

....LT Corporate Family Rating, Confirmed at A2.za

Outlook Actions:

..Issuer: Eskom Holdings SOC Limited

....0Outlook, Changed To Negative From Rating Under Review

Moody’s National Scale Credit Ratings (NSRs) are intended as relative measures of creditworlhiness among
debt issues and issuers within a country, enabling market participants to better differentiate relative risks.
NERs differ from Moody's global scale credit ratings in that they are not glabally comparable with the full
universe of Moody's rated entities, but only with NSRs for other rated debt issues and issuers within the same
couniry. NSRs are designated by a ".nn" country modifier signifying the relevant country, as in ".za" for South
Africa. For further informalion on Moody's approach to national scale credit ralings, please refer lo Moody's
Credit rating Methodology published in May 2016 entiled “Mapping National Scale Ratings from Global Scale
Ralings®, White NSRs have na inherenl absolute meaning in lerms of default risk or expecled loss, a historical
probability of default consistent with a given NSR can be inferred from the GSR to which it maps back at that
particular point in time. For informaticn on the histarical defaull rales associated with different global scale
rating calegories over different investment horizons, please see
hitps://www.moodys.comiresearchdocumenlcontenlpage.aspx?docid=PBC_1060333 .

Headgquarlered in Johannesburg, Eskom is South Africa‘'s dominant, vertically integrated utility, generating
95% of the caunlry's eleclricity. Itis fully owned by the government of South Africa through the department of
Public Enterprises. In the fiscal year to 31 March 20186, it reported revenues of ZAR163.4 billion.
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REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debl, this announcement provides cerain
regulalory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ralings are derived exclusively from existing
ralings in accordance with Moody's raling practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credil raling action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the supporl provider's credit raling, For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaclion struclure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
raling. For further informalion please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.

For any affecled securities or raled enlilies recelving direct credit support from the primary entity(ies) of this
credil raling aclion, and whose ratings may change as a result of this credit rating aclion, the associated
regulalory disclosures will be those of the guaranior entity. Exceplions lo this approach exist for the fallowing
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure (o rated entily, Disclosure from rated
anlity.

Regulatory disclosures conlained in this press release apply to the credit rating and, if applicable, the related
raling outiook or raling review.

Please see www.mocdys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please ses the ratings lab on the issuerfentity page on www.moodys.com for additional regulatory disclosures
for each credit rating.

Helen Francis

VP - Senior Credil Officer
Infrastructure Finance Group
Moody's Investors Service Lid,
One Canada Square

Canary Whart

London E14 5FA

United Kingdom

JOURNALISTS: 44 20 7772 5456
Client Service: 44 20 7772 5454

Neil Griffiths-Lambeth

Associate Managing Director
Infrastructure Finance Group
JOURNALISTS: 44 20 7772 5456
Client Service: 44 20 7772 5454

Releasing Office:

Moody's Inveslors Service Lid.
One Canada Square

Canary Wharf

London E14 5FA

United Kingdom

JOURNALISTS: 44 20 7772 5456
Client Service: 44 20 7772 5454

Mooby’s
INVESTORS SERVICE

© 2018 Moody's Corporation, Moody's Inveslors Service, Inc., Moody's Analytics, Inc. and/or their licensors and
affiliates {collectively, “MOODY'S"). All rights reserved.
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS
AFFILIATES (“MIS") ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, CR DEBT OR DEBT-LIKE SECURITIES, AND
MOODY'S PUBLICATIONS MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELATIVE
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET
ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED
FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR
PRICE VOLATILITY, CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S
PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT, MOODY'S
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT
RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC.
CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY'S PUBLICATIONS
ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD
PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY'S PUBLICATIONS
COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR.
MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S PUBLICATIONS WITH THE
EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE
MOODY'S CREDIT RATINGS OR MOODY'S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION.
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY'S PRIOR WRITTEN CONSENT.

CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A
BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY PURPOSES AND MUST NOT BE USED IN
ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK,

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and
refiable. Because of the possibllity of human or mechanical error as well as other factors, however, all
information contained herein is provided "AS IS” without warranty of any kind. MOODY'S adopls all necessary
measures so that the information il uses in assigning a credit rating is of sufficient quality and from sources
MOODY'S considers lo be reliable including, when appropriate, independent third-party sources. However,
MOODY'S is not an auditor and cannol in every inslance independently verify or validate information received
in the raling process or in preparing the Moady's publications.

To the extent permitied by law, MOODY'S and its directors, officers, employees, agenls, representatives,
ficensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or
incidental losses or damages whatsoever arising from or in connection with the information contained herein or
the use of or inability to use any such information, even if MOODY'S or any of its directors, officers, employees,
agents, represenlatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limiled to: (a) any loss of present or prospective profils or (b) any loss or damage
arising where the relevant financial instrument is nol the subject of a particular credil raling assigned by
MOQDY'S,

Ta the extent permitied by law, MOODY'S and its directors, officers, employees, agents, reprasentalives,
licensors and suppliers disclaim liability for any direct or compensatary losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any
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other lype of liability thal, for the aveidance of doubt, by law cannot be excluded) on the part of, or any
conlingency within or beyond the control of, MOODY'S or any of its direclors, officers, employees, agents,
representalives, licensors or suppliers, arising from or in conneclion with the information contained herein or the
use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER
WHATSOEVER.

Moady's Investors Service, Inc., a wholly-owned credit raling agency subsidiary of Moody's Corporalion
("MCO"), hereby discloses thal most issuers of debl securities {including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by Moody's investors Service, Inc. have,
priar to assignment of any rating, agreed lo pay lo Moody's Inveslors Service, Inc. for appraisal and raling
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS alse maintain
policies and procedures to address the independence of MIS's ratings and rating processes. informalion
regarding certain affiliations that may exist between direclors of MCO and rated entities, and belween entities
who hold ralings from M!S and have also publicly reporled 1o the SEC an ownership interest in MCO of more
than 5%, is posled annually at www.moodys.com under the heading “Investor Relalions — Corporate
Governance — Direclor and Shareholder Afiiliation Policy."

Additional terms for Auslralia only: Any publicalion into Australia of this document is pursuant to the Australian
Financial Services License of MOODY'S affiliale, Moady's Inveslors Service Pty Limited ABN 61 003 399
657AFSL 336968 andfor Moody's Analytics Australia Ply Lid ABN 94 105 136 972 AFSL 383569 {as
applicable). This document is intended to be provided only 1o “wholesale clients” within the meaning of seclion
761G of the Corporations Act 2001, By continuing to access this document from within Auslralia, you reprasent
lo MOODY"S that you are, or are accessing the document as a representalive of, a “wholesale client” and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clienls” within the meaning of section 761G of the Corporations Act 2001. MOODY'S credit rating is an
opinion as to the creditwarthiness of a debl obligation of the issuer, nol on the equily securilies of the issuer or
any form of securily that is avatlable to retail investars. It would be reckless and inappropriate lor retail invesiors
to use MOODY'S credit ratings or publicalions when making an investment decision, If in doubt you should
conlact your financial or other professional adviser,

Additional lerms for Japan only: Moody's Japan K.K. ("MJKK") is a wholly-owned credit raling agency subsidiary
of Moody's Group Japan G.K., which Is wholly-owned by Moody's Overseas Holdings Inc., a wholly-ownad
subsidiary of MCO. Moody's SF Japan K.K. {"MSFJ") is a wholly-owned credit rating agency subsidiary of
MJKK, MSFJ is not a Nationally Recognized Stalistical Rating Organization ("NRSRO"). Therefore, credit
ralings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the raled obiigation will nol qualify for certain types of trealment
under U.5. laws, MJKK and MSFJ are credil raling agencies registered with the Japan Financial Services
Agency and their registration numbers are FSA Commissioner (Ratings) No, 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securilies {including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred slock rated by M.JKK or MSFJ (as
applicable) have, prior to assignment of any raling, agreed to pay to MJKK or MSFJ {(as applicable) for
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.
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Media Room Moody's downgrades Eskom’s credit raiing

Moody's downgrades Eskom’s credit rating

(_ D Friday, 26 January 2018: Moody's Investor Services (Moody's) has downgraded to 'B1 from Ba3' the long-term
corporate family rating (CFR) of Eskom; the zero coupon eurobonds rating has similarly been revised to 'B1' from
‘Ba3' in line with the CFR and the global medium term note (GMTN) programme and the senior unsecured
GMTNs of Eskom have been downgraded to '(P)B2/B2 from (P)B1/B1". All Moody's ratings remain under review

for further downgrades.

While the rating agency views the recent interventions, including the appointment of the Board by Deputy
President Ramaphosa as favourable actions in bolstering the credit quality of Eskom; Moody's cited Eskom's
deteriorating liquidity and the ability of Government to provide direct equity support to Eskom.

‘We note the decision by Moody's to downgrade the company's rating; however we remain resolute in our
endeavours to progressively turn this company around. The liquidity concerns raised by Moody's are slarting lo
dissipale as we are already seeing investors and lenders revive their engagements and commitment to Eskom.
We see this action by Moody's as a low point in the credit profile of Eskom and we are confident that we are on a
path to recovery, supporied by the new Board, the governance and leadership at Eskom is being stabilised to
bolster the turnaround of the company”

Commenting on Moody's decision. Eskom s Acting Chief Financial Officer, Calib Cassim said, "We reman
cautiously enthusiastic that we are geared towards improving the company's liquidity position and financial profile
~—, We are aculely aware of the challenges that Eskom is confronted with; however, we are confident that we are on
C' the verge of restoring a positive market sentiment that will assist with the execution of our funding plan'.

ENDS
Tweet Sign Up to see what your {riends like
http:"'www.eskom.co.za'news Pages 2018Jan26.aspx 29°01/2018
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Media Room Eskom notes Fileh's credit rating downgrade

Eskom notes Fitch's credit rating downgrade

Wednesday, 31 January 2018: Fitch Ralings has downgraded Eskom's fang-term local currency Issuer Default Rating
{IDR) and unguaranteed |ocal currency senior unsecured ratings lo ‘BB-' from of 'BB+' and maintained the ratings on
Raling Watch Negative (RWN). The raling agency also affirmed the government-guaranteed local currency senior
unsecured debt ralings al 'BB+".

In their statement, Fitch ciles weakening liquidity of Eskom and the company's uncerlain capacily to fulfil its short-term
financial commilments as the underpinning rationale for their decision.

Eskom’s Interim Group Chief Executive Phakamani Hadebe { #eskam_ceo }said, “We take nole of the decision by Fitch to
downgrade Eskom s credit raling We firmly believe that the measures being implemented to turn the company around are
yielding the favourable results We have seen renewed enthusiasm from financial markels to support Eskom's funding
plan and the preliminary engagements wilh market participants have had positive outcomes We are cognisant of the
challenges that the company is dealing with and we are geared lo effeclively resolving these challenges and improve
Eskom s operationa! and financial sustainability in the interest of the South African economy

Acling Chief Financial Officer Calib Cassim said: “The next few months wil be difficult, but we need {o work speedily and
with a level of urgency in order o resolve our financial challenge. We are making progress in expediently resolving
Eskom's financial challenges; we will alse conlinue engaging the raling agencies and the financial markets to address
their concerns and improve inveslor sentiment and uitimately restore Eskom's healthy liquidity position.”

ENDS
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Standard and Poor’s Global Ratings downgrades Eskom's ratings
to ‘CCC+

Wednesday, 28 February 2018: Eskom notes the decision by Standard and Poor's Global Ratings {(S&P) to downgrade
Eskom’s long-term foreign and local cuirency corporate credil rating to ‘CCC+' from 'B-", outlook remains negative

The review of Eskom's credit rating is largely based on S&P's assessment of the assumed likelihaod of sufficient and
timeous government support for Eskom from 'very high' 1o ‘ugh’; this, given the company's current liquidity challenges

“Eskam notes \he decision by S&P lo downgrade the credit rating as largely based on the strain on our liquidity levels We
have been and continue to be in extensive engagements with key slakeholders to resolve Eskom’s current govemance
relaled and liquidity issues. Further, we have demonstrated visible actions that have been implemented to lumn this
company around. We are comiortable that government has provided Eskom with tangible support to ensure that Eskom's
governance related and liquidity challenges are expediently resolved * said Phakamani Hadebe, Eskom Interim Group
Chief Executive.

The timing of the downgrade is unfortunate as we believe thal we are starting to see slight improvements in markeis
senliments We will continue to engage with the raling agencies and various key stakeholders on the implementation and
progress of the tumnaround strategy wilh the ultimate goal of providing enough comfort ta investors that we are on a path
to stabilizing Eskom’s operalional and financial profile,” said Calib Cassim, Eskom Acting Chief Financial Officer

ENDS
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Media Room Eskom comments on Moody's downgrade

Eskom comments on Moody's downgrade

Thursday, 29 March 2018; Moody's Investor Services (Moody's) has downgraded lo ‘B2 from B1® Eskom's long-term
corporate family raling (CFR). The zero coupon eurobonds raling has similarly been revised to 'B2' from 'B1° in line with
the CFR and the global medium term note (GMTN) programme and the senior unsecured GMTNs of Eskom were also
downgraded 1o *(P)B3/83 from {P}B2/B2". The oullock is negalive

While the downgrade is disappointing, il is worth noling that in its decision, Moody's acknowledges the posilive strides thal
the new Board and the new Interim Group Chief Executive have made in the twg-month period thal they have led the
organisation

The three issues of concern raised by the rating agency centre around the inadequate lariffl increases in the face of flal
demand, no tangible government support and a lack of a resiient business strategy thal will ensure Eskom's
sustainability

The new Eskom Board is invesling a considerable amount of ime in formulaiing a comprehensive iong-lerm stralegy and
plan that will place Eskom's business on a ﬁrmer’footing We are confident that the execution of the turnaround strategy
will be accompanied by positive gains.

Eskom's Inlerim Group Chief Executive, Phakamani Hadebe said “While we are disappointed with Moody's decision at
this slage the future looks promising We have addressed the hquidity 1ssue and other key chatlenges The new Board
and Eskom leadership are swiffly moving inlo the second intervention stage by formulaling an integrated sirategy thal will
yield favourable results. The positive sentiments expressed by Moody's encourage us 1o work even harder to ensure the
execution of this strategy. | am confident that we will stabilise the credit profile of Eskom and improve its credit rating

ENDS
Sign Up lo see what your friends like
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Budget vote speech by Minister of Public
Enterprises Pravin Gordhan

£5/0572018 .

Horgurable Spesker

Cabinet Colieagues and Deputy Ministers
Mermbers

Baards of State Owned Companies

Chéef Executives of State Cwnad Cempanies
Feliow South Africans

Sanibonam

Hokvemn

Geele middag

Thobeta

1 have the honour te present Budget Vete fur the Department of Pubhc Enterprises. This is the year in which vie
teizbrate the cantenary of the birth of our natieral icon, Prasident Nelson Mandela. We also celebrate the centenary of
one of the key architects of our democracy, Alberting Nontskhelely Skuty. Together with their gengration of Frecdom
fighters these grants of our demaocratic strugale sought Lo work for a soCiety based on justice, fairness, equity,
democracy and non-racialism,

State-Owned Entesprises consttute a key part of aur natioral Ife and our naticnal assets They are centrat 1o our
developmental and ecanomic aganda. The refoim of State-Cwned Comparves is part of a broadar agenda of strcturat
reforms in our country

President's commitment to investment and inclusive growth
it s their spir® and legacy of integrity, Service and diigance that must nspire al of us to do what is right for gur
country gnd people, This is what we, 35 3 “community of 5025 must ¢o also.

President Rarnaphasa, in his State of the Nation Address set us all a challenge: entaurage sgnificant nevs
Investmant irr qur economy with: the aum of achieving sustainea inclusive growth, Creating jobs, reduting paverty ang
transforming our economy, Inclusve qrowih and job creaticn are dependent on increased investmant in gur econay.
South Alrics needs as much local and foreiga investment as possible 19 sncrease e groveth 2nd sabs mementum
already on the way. This i the central pronty lor governrient this yoar

¥We have embraced Us objectve,

In presenting our plans for this fiseal year, viz have and will continge to ensure that the stale cwned companies make
tha.r invaluable contribution to new mvestments by using Both public resources and by leveraging private secter
T1@30urC8s,

Through its state-cwned companies, gavernmant will be investing FIGE bilion over the naxt ihree years, of which
Transnet and Eskom account for 2 signdicant share. Their imvestment will be dirocted 1oward upgraging and expandmg
the country’s efectricity generation and lransmisson infrastructure as well ag acquisiticn and mairitenance of rail rolling
stock and the complaton of the New Mults preduct pipeling (NMFP),

Improving tha quakty of the country's isfrastructure will ensure a raliabio ad cost-effective electicity supply and
efficient fresght togistics and port infrastrecture Thus wilf make South Africa 2 more attractve focaton for companies to
do business. This wil crowd i further investment by the private sectar

The infrastructure mvestments being undertaken by state owned tompanies a'to serve (o Improve the quakty of life
for our people. For nstance, in the elzctrioty sector, Eskom conunues to conngct new househalds to electaicty, with
the am of achieving universal access by 2025, Over two hundred thousand new connactions were athieved in the
2017758 financial yvear.

New dawn
Honaurable membars, a new dawn 15 upon us - A new dawn characterized by the spirit of Thuma M.na

The possiblity and the actuat einergance of this new dawn is 3 result of the hard ang determined efforts of all South
Africans. Key amongst thase who worked g strengthen our damucracy and crezte conditions for the new dawn, are
ordinary people, trade-unions, the Juciviary, non-gevernmants! organizabions, meda, business, politicat formatons ard
commitiees of parkament,

http: www.dpe.Uov.za/newsroonvpages/Budget-vote-speech-by-Minister-of—Public-E... 07/11/2
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To sustan the new dawn wil reguire vigianee, courage and a commitment zg that we serve our country an
peaple. In the new davn, we should veark to entrench the damocratic ethos of the Cansligtion, mns::!u:mnﬁtgg
secial justica and fairness. Through our fastitutions and State-Owned Companies, wa must wark to promate our
constitutional values such as indlusivity, non-raciglism and gender patity. The state-owned companies belang to al!
South Africans. They are nat the preserve of only a few. They must be sad to advarce our naugnal interests and play
thelr part 1n developmant and inchusive econamic growith.

Role of SOCs

The QECD, in the preface Lo its SOE-guidetine on goog Gavernarce, notes: “Ia many countries SOEs are the main
arovigers of key public senvices, includeng pubiic wtilities. Tivls means that thelr oparations have an Impadt on atizens’
everytlay life and on the compeliveness of the rest of the economy. S0Zs ars increas rigly praminent actors g
intematianal markets.”

Treditionally, state-owned companies play an important role in addressing soecific market fathras gr promotmg a
COUNTY'S Strateg:c interests,

In our case, an effectively managed, efficiently performing and well-governag public enterprise sector shouid play a
dynamic role in:

* Del vering mpertant public servicas and pubhic gands that enable econgmic acuty and improve the quality of
the lives of our pecple;

¢ Imvesting in infrastructure to reduce the cesl-structure in tha economy so that other economse players become
mare efficant and compelitive;

* Supporting and groving smad: and medium-size businesses;

* Undertaiong research to develop new techaglogies to equip the country to compete effectively in a world post
the fourth industrial revotutan;

+ Transfommag the patterns of ownership in the econormy by directing their procuramant spend to black-owined

businesses; and
CS) * Providing jobs, training and skills develogment.
We must get back to this basic mission. Not only must we contand with the present cha'fenges, but a'so prepare for a
very dynami futire. Re establishing and public servica culture and ethos is critical, Tiws is our best anticote to greed
and oppostunism
Anlz of the specilic 5OCs
In parucistar, these enterprises have a central role to @iay i the progressve reform and strategec transformation of our
economy,

Forinstance:

Eskom’s mission is the provision of energy and electncity, as well as refated services, for the enalyement pnd
development of econcmit growth, 14 achisves this by poweaning the ecanamy and enabling businesses,
parbicularly mining and manulacturing, to ihive and create employmant;

Transnet's port, rasl 2nd pipeline infrastructure faciitates the movement of ooods fram where they are produced
to where they are censumed withm the coutstry. This prematas trade with our rieighbours and proviges a
cennection to export markets, It is enbical as an erabler of cost-effactive, efficient, and seanviess movement of
Goods thraugh our ecanomic system,

Denel supparts @ supply chain of both small and farge companiss Gperabng in Lhe defence gactor. In adgiion to
ensuring the country’s security, through us research and development, the company tontributss ta the
development of the advanced ski'ls recessary for the company (o compate in a viarks that i Becoming
inceeasingly sophisticated. Indeed. when funcyoring efficiently and in 2 well-governied manner, Danel has
lzading- edge technology and mamfa.tuning capabilty that advasres cur nagenal competiteeness.

South Afncan Express eperates routes CORTELURG secondary ol es with the major matras as wall a5 ceanscting
Sauth Aftican with some of its ne.ghbours such as Botswrana, the Democratic Republic of Conge 2nd Hamibia,
This contributes 1o SMMoUng ecormmic aclivity particularky tur smin e rzgian as well as in secondary
centres.

It 15 evident that by effitiently detvering on lheyr core mandates, the site-owned companies can duactly ceatnbute 1o
enabling economic growth and traating jobs and therefere sdvancing the developmental stata,

State capture of the 50Cs
Rotvathstanding ther patential role in growing the econay, the last few years have seen a progressive weakemng
and capture of these instituticns.

En his Statz of the Matiga Address, when speaking about tha establishmant of the Judicial Commusson of Inquiry into
Sate capre, the Fresident said, We are detormined to build a tociaty defined by decency and Integrity that does riot
talerate the plunder of pubtic resources . The cemanission is critcat to £nsuring that the extent ang nature of state-
captare i3 estaliished, that confidence In pablic ingtitutions is restared, and that those responsible for any wrang-doing
are wdantdied The commission should not displace the regufar work of the country’s law enfarcement agencies in
ivestigating and presecuting any and oY acts of cofrupton.”

Prigntes in the aext year
In advancing goverwnent objectives over the Coming year:

= Ve will work 1o “re capture” the state-owned compames, putting In place strong and athical boards, re-
establishing good govarnance. We wil ensure that, the comparies fluaction in kne ve.th thelr mandates, and hait
the vicious leating and thef:.

* Wi will vicrk swiftly to statilize these entues and return them te financial sustamability heaugh the
appontraant of capabld exacigive teams, tefocusing the companies on their core mandates, ensuring that ths
tomaanies have viable business and aperating maocels. Improvements in gperational performance, and
eAgendering conligente among lenda-s and the bond markat is critical.
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We will look havy the collective resources anc capabihit 25 of SOEs can be used to premats inciusive grawth,
mvestment and the creat on of fobs. We wil restructure and rearrent thelr businesses acoerdinghy.

SOEs must promote Lransformat en through measures hka preferent:al grocurement to devalop & niew
generatien of black , waman- and youth-owned enterprises.

Wa will rebuild staff rorale and restore the tignity of these erdries and pesple who work in them

We vall be holding to account thase that havs bean drectly involved in malfeasance as well as those that have
neglectad their responsib bt es ard aflgwed State-capture to happen. In addmon, those audit firms, consulting
companies ang legal advisors that Facltated state caplure mist be answerabis far the role that they have
played.

We will wsstiate processes which wall enabla gavernment (o recover stoien funds,

Untartunately, dising my short tme in this eifice, it has become svident 1hat several of the state-owned companies
vall not be able to trage and borrow ther vy out of ther linancial d:Meulties and some Fundriyg viilk be required from
government, Strong and treative measures must be Laken to return these comparues to solvency. Should any
govemmert suppast be provaded this mast e cont ngent gn the companes dikgently ymplementing mlerventans to
réturn them to finandial sustainabikty and enhance efficiency as wal! as restructure their operating mogeks to
effectively delwer on their strategy and develtpmantal mardates,

¥Yhat rofe will each of tha companies m the Public Enterprises be playing in advanoing this agends?

Eskom

Eskem, is respansibile for the generatean, transmission and distribution of electricity. The cempany has instalied
capaclty in excess of 45 Gigawatts and generated 225,92 Teravant kowrs of electricity m 201718, The key gararauon
EXpansion projects are the Medups and Kusidz coal fired stations. The reliability of the cauntry's electricity scpply has a
majar impacl on the country’s ecencmy and its citizen's weliiaing: when tha country expenienced load -sheddiryg, this
was astimated (o have wipad off at least | percent of GOP,

This critical mstitution was on the brink of cchiapse through state capture. A compromised Board and unscrupuisus
executives were ingialied, whe were actively engaged in enabing the looting of the institution, A classic example is the
Tegeta purchase of Optrmum Coal line. In addition, there was 2 caliapse in gavernance, an audit qualdicaiion and
wregular evpunditure,

A new Eckom hoard was 2ppo:nted in January this year as well ag an Acting GCE. Since then, the Board and GCE hava
achieved the following;

It s Instituting a cultwre of effective and transparent governance, including ensuring that those who vere
engaged in fraudulent activites are brought 1o account.

This has resutted ir: the departure of 6 senior managers on the Dasis of sericus ePagations of misconduct A
further 3 senuor emplayees ramain on suspensizn of which 2 will be fadng indepandent disoplinaty heanngs in
the menth of May 2018,

This is anly the Ffirst st2p in combating corruption. The Board wit contirug 12 pussue wrengdoing and take
correcive acticn within the taw,

Employees as we!ll as outsicars bave been entauraged lo use the whistiablovang fackty to share infoimation
about corruption at Eskom. The fesposse has been very positrve, | am advised that almest 250 matters arg
baing mvestigated, of which there have already baen 42 casas where actual corraption, fraud or wregulanity has
been confirmed,

Lifestyle audes have commenced and the process i projectad te be Fnalisec by the end of July,

* Prograss has been mada in deaning the qualified audst issued in the past financial year.

There has bran a pasitive change in nvestor sentiment 2nd increased appeite fer Eskomn bonds. The crnpary
raised R43 bdian between January and Ma:ch 2013, providing sufficient liquisity for the company. This has
allowed Eskam o recommence with s normal borgwing actrvbies with the amn of securing a tolal of R77 biliian
over the 2(018/19 financial year to enable ongeing implementatios of ils investment programme,

To ensure financial sustainabilivy Eskar is s2eking to optimise 5 revenim and calizg muniasal arrears whidsy
driving down ¢osts Lo ensure (At the enuity ffoes not borrow Lo Searvice daby,

Under the circumstances, acceptabla cparationat performance has besn achieved, and the capitat buitd
Erogramme i5 on track. The final units at Medupi and Kugile vill achieve commerclal cperalion by finandial years
2021 and 2023, respectively, barring any delays in tantractar performance, Industnal achion, or techncal issues.
Mo Ioad shedting over the winter pariod is anmticipatad.

*

*

.

Whilst it is still log 2arly to celebrate the ful: re-capture of tus institition, the experience shows hew, under the
lzadership 2 committed board and sxecutive management team who take decsive actian, confidence and staff morale
can quickly be re-gstablished. But much sbli needs to be dens.

Transnet

Transnal is respans:bie for providing land freight transportation services through its port, rad and pipetne
infrastructire, During (201718 financial yesr the comgany moved 3 Letal 226.3metng lons by rall with ganeral freight
maving $0.5ml as wel as 17 billion Stres of fuel.

The mast binding canstraints to realise the acceferated and shared economic geswih through Transnet's rofe i the
davelapmental state inciudes:

* The ingtficiency of the transport and fegistics system that forms the tackbone of {he South African economy -
the fact that Seuth Atrica is far from ite majar export markets and the fact that moast product:on centres ara
situated sitard away from the ports hampers Soulh Africa’s expa:t cempetitiveness: and

+ Limits to cormpetinon - the fact that the Sauth African ecenamy remains relatively concentrate=d and that
menapdly or dammalinig players’ prices have a negative impact on cownstream seclors and the develogment af
nev ndustries s constrained,

The role of Transnet in agdressing hese hal'enges 15 critical and s abdty o ensure that government’s ifrastructure
netork pregranime acts a5 2 catalyst towards the broader development of the aconomy will be a semunz| marker of
the progross being made lowands bualding a develapmantal state.

Transnet i in the unque position of ownag and Gperating the buth of South Africa’s commeroal freght rail, port and
pipshing infrastructure. As an SOE, Transnet can laverage both goversment spend and commarcal investment in
transport snfrastiucture to make 3 sgnificant cantrbution te economic grawth and employment creation. By using the
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SOE structure, Transnet can maximize efficiencies i freigit transportation and enable large scafe investment (by iself
angd the private sectoe) in a manner thet is elficient for society in the long-term. Withaut 2 steategrc SOE m‘eéﬂé 1
freight network will dapend on project-spacific state revenue allocatians and shert horizon, non-mtegrated, costly
private investment. Ensuring effective state custodiansinp of the port, rail and pipeti netwark 1§ thus fundameantal for
the developmental state,

Al Transnat, governance stseriures were repurposed to enable corruption and rent seeking. There s evidenca tha:
tontzacts were pwarded (o pesple with ciase hnks Lo some of the Transnet officials: thera veere deas conflcts of
intesest. The directors of Transnet as well as seniar sxocytives ware derelict in their duties and there were regular
viglations of Lthe Pubhic Finance Meragement Act, Companies Act and the Preventian of Coacrurtion and Critenal
Aftrvitios Act.

Dwiring the imonth of April, the Board arcepted the resigraticn of the CFO and [ have approved the appo‘ntment of Mr
Mohammed Mahomedy CA {SA) to act in thig capacity. | have accepted the resignation of the previous Chavperson of
the Board of Transnet and several ether non-executive directors. In iine with the Companies Act, | mer with the
1émaining Transnet Scard members te 2w them to make representztions concerning their relention on the Eoard.
Having carefully considercd these representatiors, ! gecided o remavk them as ron-executive directors with
immedliate effect and install a new interim board, pending consukation: with Cabine

Anthough the cempany has been growing the volumss that it transpans Ly ralf and handles in the port system, much
mare can be done tc improve efficiency and remave bettlerecks in freight transpoiation from the economy. The
structues of tariffs needs to be koked b, with 3 view to reducing th2 cost of doing business in the country in suppart
of axport'ng high-value manufactured goods by domestic producers,

The new inceritn Board of directors will e directed to act on the findings of the Werksman's investigation 2nd other
forensiz reporis, They will also review the latge controct that hava been entered inzs :a order to verify their legality.

Dene}
,’) Derel is responsible for the production of defenca equipment, including small ammunitiens, landward systems,
missiles, unmanned aenal systems and military airceaft as well as maintanance, repair end overhaul and SYSAnS
engineering.

Denel was one of the insututions where evidence of state capture began to emerge. Once again, it seems Higl 3 wiask
and captured beard and exacutives were inzent on lacilitating he exploitation of tha campany’s valuabile intefizctual
property to ensich Gupta-assoniates and potentially laundar maney off-shore. In doag <o, the company Nouted the
Public Finance Management Act ard othes fegisiation,

The new board, which was appainted in hpril, has been tasked vith implementing the findings of all forensxk reports
and holding those imglicated to accsunt. Tha CEQ has tesigred and his resignat:on has been accepted by the baarg. 1
have approved the appeintment of Mr Mika Kgobe, current hesd of Dengl Asation, as acting CED.

Gver the past year Denal expanienced severe bquidity const:ants. This was lazgely 'mkett to state capture at the
€empany, which esulted in fnancial inst tutions wahdraw ng fredd Laes Eventually, the company was unabie to Eay
its employees - just one exampla of how the plundering of state resaurces direcily ‘mpacts on workers, To ensure that
Denal could meet its etdigations, gavernment increased HS guarantees to the company. The compEny's cash fow
paston remaing tiaht. The department wili be working w th the cempany ta improve i iquidty position as welf 25
reviawing the company’s operaticns and improve performance,

SA Express

South African Express transnorts passengars as o Targu 25 weld iy proWad nQ a1 chartars and other related avation

services. The objective i to werease the Trequancy of services on lower dansity routes which are not viable for targe

airceaft and expand air services on regional and secongary routes The auline transported dose 1o 300 600 passerigers
,) durng 2016/17.

O As & result of resignations anc suspensiors, there are currently numerpus vacancies &t the ziling. s a temperary
stabiization measure, sanor officia’s from the Department viere seceaded o South Alrican Express, whilst the progess
of appointing 8 permanent CED and CFC s underway. Smultaneously, § am Teviewing the Board, with 2 view lo
strengthening its capacity. Reparts of cartuption at South Afncan Express (which you all will have seen was cevared by
the media lag week) are haing ravewed.

In addition to addiessing the gavernance and leadership chatienges at the zithng, government is workeng with South
Africsn Express to hnalise a turnaround strategy ta stabise the company finanoally. The immedate s1eps that wilt ba
Laken include ratipnalising moutes to mat-h Capacity; smpruv ng cost-t0-income ratlons ang consplidating operatinns
with SAA,

Regrettably, eatended msmanagemant of the alrhnie, m2ans that 1t is khely 10 require 3 recapitalisation frem
govemment (o stzenglhen s ba'ance sheet, reflum d to solvency ard mprove its credit worthinass, The rergar of
state owned airlings vill a'so receve attertion scon. In the letsger teim, government will eplora optons for
madernising the fleet and the posabid ty of intraducing a strategic equity paruier with tha aim of reducing the burden
thay are currently place on the fiscus ang Instiling @ commercial ming <st into their operations, ]

Safcol

Safcol manpges 181 GGD hectares of forest which equates L approximately 10% of the country’s plantabion forest
land. In additien, Safco! owns BD% of a Mozambican State Cwinad Company, IFLOMA, wth a total 2rea of 16 268
hectares. Much of the land managed by Saftol is under land clasm. Whest awaiing finalisabion of the land clams, the
compary hag entered ko seeial compacts with the fozal commumties Since 247, the company’s finanaal
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performanca has been imaroving and it is currently viorking on plans to further baost ravenues intiuding in:zgzhﬁ
ameunt of fogs that are beneficiated

Alexkor

Aexkor currently parlicipates in a joint diamond mining venture with the Richtersyeld cenmmunity wiizh is governed by
the settizment agreement reacked in 2007 following frem 2 land dlaim, Togelher with the ommunity, Alexkor has
bean sewvving the laad tismond mimng operatiens, which prnduced 167 00D carats of diameonds in 2016/17. There
have besn some chaliznges arsing from governance arangements bietween Alaxkor and the Pesting and Sharing Joing
Venture, which | vill be reviewng m the CHKNG year,

The company alsa has deep sea mining speration of the coast of Aexander Bay Due 1o damage 10 2 deep sea mining
vessel, the operation produced osly 41 000 carats of damands in 2037718 comparad vath 110 000 carats in the
2016/17 financial year

forensic mvestigators have baen 2ppomnted i investigate abegations of swreng-dong 3t the company inciuding:

*+ Exclusion of certain contractors from marine mining precurement;
+ Lack of transparency on the sales and marketing of diamonds; and
* iack of informatian on the sales.

1 am cumently revieving the boarcs of Safcol and Alexkor, with the 2im of ensuning that there a1e directors with
praven intenrty and skifis,

Recapture and RESTORE

in the nest yzar, a central focus will be on recapliring the state-ovined ¢ompanies. Chairporson, the task of rectifying
years of abuse of aur state-owned companies not enly by the Guplas and their associatas, but &lso by other cerrum
netviorks, £as already begun mn earnest. We have tzken our marching orders from the President, who in hig SONA
provided the conlext of & Hew Dawn, when he caid “We will intervens decisrvely to statulize and ravitalize state ovined
enterprises”.

The first step in bringing stability to all our state pvmed enterprises has Hezn ta ascertan and begin to aderess the
malaise, depth of corruption and criminal behaviour that seems to have becoms endamic in these institutions.

Together with the Boards of eazh state-owned company and following due process, comupt executives will ungdergo
disciplinary processes and be dsmissed and new nanagement appginted and existing vacancies Alled with peop'e with
proven capabidty and & track record of ethical bekaviour.

Government has estabilished a Judicat Commiss:an of Fnguiry to investigate mattars of pubhc and naticnal interest
cancemning allegztians of state capture, coruption and Fraud, We vl be making a camprekensive submission to the
cammission. We expect 173t the commussion will proceed expecitiously so that the stultifying affect of state capture
can be deait vith docisvely and UNCDMBramsingly

i have dwected the Charrpersons o act swiftly on the lindings fram any investigations, including repanmng malers o
law enforcement authanties.

A team comprising the Hawks, HFA and SIU & vigrking with SOC Forensic Investigators reviewing Eskom and Tiansret
farensic raperts, The resudts of thes procass will be wsed for example, 1o seek that certain directors are daclared
dehnquent, cpen cnmingt pr oceedings where & prama facie case of fraud and corruption axsts, ang whare individuals
must face the consequences of ther actions.

We shall rat orly be satisfieg vidh put 10 the commals in jail. The money they have stolen from the S0Cs and the
Ihings they have bought wih them - expensive houses, fashy cars, jets — must be recovered and returned. The SOCs

T vedi ligise Closely with and provice aff the Support they can to the law enforcement authorities, especialy the Acset
_) Foiteiture Unit and the Soecial Investigation Unt, to identify, trace and locatz the siclon assets ard to racover these,
@ using cramenal ard ol pracesses. These are funds that have taen stolen. They must bo retusned to the Niscys, They

betorg W our peaple rat ts crooks.

[ am also sexking legal adv ce on how S0Cs can best supper our law enforcemant. authorities to identify stofan assets
whwch have been hidden in other coutities, such 2s in Dubai and Inda, so that these can ba brought bark,

investigations by the Havis Ints soma of the matters covered by the President’s prociamation are 3t 2n acvanced
staga. These incluga:

* The contracting for or the procurement of coal and wa! ranspartation s2rvices;

¢ blalagmenistiation oncermng Medupi, Kuside and Ingla; appointmest of McKinsey,

» Trilkan and Ragiments to rencer services ta Eskom znd Transnet,

= Defettive perfarmance by buld programme service prividers aprointed by Eskom:; and

* Un'avful appropriaton or expenditure of public meney or propenty ¢oncerning Transnal znd Eskpm,

Those that have been invoived in rorruptien must net be under 12 fiusion that the resignation absolves them from
being hewd to account.

In the mstances where | am canvinced that non-exetutive directors have falled t= discharga thewr fiduciary duties
sHectvely or there has Leen derelictian of duty, these non-executrve directors wi oo through the legal pracesses to
cechared debngquent dicetors in terms of the Canmpares Al

In luture, Board members shall p 3y ng role in tha evaluation and adjuditation of tenders. Where there are Board
Terder Commitiees {or such hke) these should ke dissolved and the funttion delegated to management. Instead

Beards {and rot just sub commitees) must step up and fulli! thair imoortant duty in gvarseeing procurement, 1o

ensur@ that due process s followed,
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Directars and employees vall be protibitad from doing business wath state-ovened Lompanies, Govemment ﬁ 5
reviewing the legislative framework governing precurement at state-owned eompanles in order to strength 3
controls {o pravent cosuption,

The bfzstyle autits on key officials withan stata-owned companies (for exampls procurement and SCH PFoCassas) are
inlended to be compieted by Ue end of finzncial yuar.

The fact that state capture was adle (o heppen is evidance of the waak intemal controls at many of the stale-owned
tompaznes. My depanment s working with the Auditor Genaral ta strergihen the axernal udit process. The Audilar
General will be taking guer responsibility far the some of the augds of the majar state-owned enterprises.

Helding private institistions that colluded in state caplure 10 account,

Ve have also learnt that fisms from the private sectar that v viould have expected Lo have been réputable have
played a destructive, possily even collusive role, in the capture process at cur state owned cormpanies. Tn this regard,
sufficient pema facie evidence exists of thatr rale in actively facifitating malfeasance, They have brotght their
busitessas and Lheir entire secters intg disrapute. Those firms and the persans involved must be thorcughly
investigated and, & trimina¥y prosecutable, the Ew must take its course and the proceeds of crime be recovered,

S0C Councll and SOC refarms
During 20186, government estabished a Statz-gwned Enterprize Coungit, chaired by the President, vehich is 1esponsible
far ensuring effectree oversight of state-owaed companiae, In fovember 2018, the Cauncil and Cabinet;

+ hoted the proposal to detenmine and cost the developmental mandares of state-pwned enterprises,

* Endorsed a framework to guide collaboraticn between staie-gvmed compan-es and the private sector on
infrastructute projects

« Adopted 2 guideline for the resmmurerat:on and ircentva standards for duectors of stote-owred entities.

* #pproved the brcad thrust of a guide for the appoinumert of boartls and eaecutive officers,

* Recomwnzrded further consultabion on the fiest drafe of a new goverrment shareholder pobicy, which will
cuiminate fn pverarching legisiation far state-owned campanies.

Further work  this regand, and ta 2 SOC Bdi will be underiaken,

Transforming and boosting the econamy

The histarical evolution of the South Afncan économy has bean predicated on tha domination, exploitation and
margingisaton of 1he black majonty. Colenial end Apartrisid policies lead to significant structural distortions in the
ecgnemy and society. The stata-owned entesprises have 3 key iz to play in creating ogportunities for inclusion of
blzck peopie m the ownersh, rmanagement and contich of ecanomic ackvities in order to achieve sustainable
devzlopment and mrasperity - nol of 2 privilaged eite, but for aik

Tha state-owned companies wili continue to tzverage their crocurement spend io achieve this transtormation of the
a:cnomy The focus will be on icr2asing the amount they procure iocalty and growing the share supplied by smali
busnesses and companes that arz owned by black paople.

At Eskony, st over 80 percent of its 5pend went to BB2EE companies, with 14 pergent gong o cormpanies that
are owned by black woman ard 3 percent ta youth-owned cempanles. Smal and micro-entarprises accounted
for 19 percent of the value of geads procured,

Ia 2015717 Transnat procured mere than 80 percent of s spend lozaly, with 34 percent being suppiied by
biack pwned firms, 13 parcent from black vicman-gv/ied companies and close $9 B percent from smal- and
miced-anterprises,

Ukew:se, locat contant made 1p 76 percent of Denel's piocurement spend, vith 27 percent coming from black-
pezrwd companigs of wiheh 6 percent wars gwned by er:ned by women The canibubion frem smail- and
TMCFS BNLerpises constituted a massive 73 parcent.

All of Alaxkor's procuremant was locally produced, of which 15 percent c2me from biack-owned firms.

Ln a¢idtion, the state-avinad comparies are aleo focused en developing the skills of artisans, techracians and engineers
W OGN Lo Empovier Cur peaple.

* Close to 5000 artisans, technicans end BNGIRER:s weit trained by Eskom and another 2300 by Transnel and a
further 300 by Dere! dunng 2017/18

With:n tha workplace ennranment, transformation has been occurring,

+ 68 percent of the senor management team a7 Eskom znd 73 perzent of middie management are black.
* Al tha other tompanes, black feopie comprisa betwaen 57 and 83 peicznt of a3 emgloyess.

State-cwned companies fike Sefcgl and Aleskar as well as Eskom: and Transnet have cperatong in rural areas,
genarating impartant employmane tEporiumtios m these communities.

Enhanced role of the department

Th2 Depariment of Pubic Enterprises needs to play an effective role o recaptuing, stabnheing and sepositioning the
statz-ewned companies. To do so the deparbment will nzad to e appreprataty capatitated with compatent wdriduals
with integrity and expertisz who are committed to serving the pubsic.

The Department’s activities are groupad inio thiee programmes.,

¢ Frogramme 1: provides admunistrative, Coiporate management and support sarvices Lo the department and
Mitustry. This icludes providing strateglr planning ang reparting, financial managemant, human rascurce
m2nagement, [CT, communeations and szcurity and facrity rearagement services

* Programma I: is respansible for tegal support and advising on comporate governance matters. [1 assasses the
finangiz ard operatianal perfermance of the state ovned companies and provides suppert 1o the romzanmss i
securing adequate, drversified funding. The PFOGTamme mondars the implamentation of raspansa plans to
address the findings of both Interral ang external auditors at the state owned companies It also reviews the
key accounting polties of the companes.
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« Progtamme 3: ams at ensunng that tha state-owned comparies advance industrialisation, transformation and
regional integration. N is a%o responsibie for engagement an policy and regulatory issues cvarsigh 02194c
infbialives to enhance the strategic mle played by the companies,

These actinties are alignad wth government’s prioities a5 set out in the Nationa! Devefopmert Plas and Medum-Term
Strateg:c Framewntk as well as the privees articulated by tha Presitlent in the State of the Nation acdress cf
stahibzing and revitaluing state owned TEmpanies, strengthening governance, roobing oul corruption and restaring
Francial staluly,

A CALL FOR RENEWAL AND ACTION
Ir these tmes of renewal, 2 new daven and 3 naw deal, we kave to make the state cwned cempanies work. Ve have
ta make them the cride of Lhe nabion agam.

1 commend business for sigring the integnty pledoe, Government is fecking farward to busmess having 220 terance
far corruplion, working actively to combat corrupt practices, protecting viistie biswars and providing Information
abaut the corrupbion thas has ocoumred In our madst, Auditars, accountants, lawyers and consultants have a role 1o play
in restanng the standing, integrity and presuge of their professians and supparting the repasit-aning of state-owned
campaniss to beher deliver public vatue.

Our unions have 3 responshility to ersure that a hich ethucal standand is cpheld by business as wall as at stare-pwned
Ccompanies. It is witimately the workers who will ksse out, sheuld comparn.es fail.

The past year has wihnzssed unprecedentod Qrassraots civd society activism foeused on reclamming our state-ownad
tompanies. This sears refiecting on, because it represents 3 remarkable development in our natioa’s stary. Socisl
mavements and progressive tvil soaiety secters of aur body palitic, which are accustomed Lo conlranting the state and
hoiding it accountable, assisted demacraliz forces to reclaim contral over the state and its companias.

They did this nat only to stamp out corrupbion. They did s Because they recognise that aur cwned companies have
an enormaus developmental and social mandate to fulfil. Our state-owned tompamas shovd be central (e celivering
public servicas, mwesting in infrastricture, creating JGos, dversifyang wealth snd prowding cppentunities for people to
realize their potenbial Activists vers abe to take an abstract concept kke “state capiure” and demoastrate its direct
IMpact on the lives of the most dis2tvantaged o our s0cToty.

We appeai to civil soclety today, saying that ihe wark 1s nat Yet done. We want civil sacizty ta haip us rase our game.
Held us accountable. Bemand transparency. The referm of our stale swned companies and transformatsn of our
society must be sincere, deep and fong lasting,

But msisting on transparency and accountabliy s not enopgh, We need morsd and etticat leadersiip, Wa need peaple
that act with integrity And each one of us needs to havn the courage o 3l on our beliefs. Working for the nationa
nterest i the cuty of us ali. This penod requites afl of us tc have the clanty, humility and resotve to riove South Africa
to a fawr, just, Inclusive and prosperous sacsely,

CONCLUSION
In condlusion lst me summarise our 2248 and actiens in the per od ahead

» Recacture the stats;

* Hold to actount these that have been invoived 1n maifeasance,;

= Strengthen govemance;

+ Stabilisa the entit-es and retuin them te finarua sustainan Lty ang
* Use the companies to bansfoo 1 and Lavsl L prorgm,.

We shall ceek to enswre that the S0Cs are pesiucned so that they can faciitate

+ inclusive griwth

" massive nvestment, bath fereign 2nd local

* job creauon

* skil’s davelopment, and

+ 45515t woih eoterprise wide and businass creation,

The actons will involve the Ra Capture of SOCs through

Boatds with capacity and miegnty
Skilled Hznagement with Integnty
Conduct forensics and ensure consequence management
Imeqrity and Goud Governange, meluding
lifestyle audits and
stepping offuals frem derng business with SOEs

" a e

Auditars and Legal firms - clsan up ther act

Ferger of the Airhnes

Procuremeant processas vath transparency and avers.ghy

Busness models, both now and for the future whare ieuas of sustamabikty vell be integral to any solution we
arniva at

Role of the SOC in the economy so that they are able lo promate investment, job development, enabla skils
acquisition and enable growth of business

The Department of Pulic Enterprises itself needs 1o be enharce so that ¢ 15 2ble w2 accemmodate thase
chaiges

We nzed to identfy locate and trace stolen assels o that thesa can be restored to S0Cs and tha Suuth African
peopie to whom they balong

Chairpersan, I thank President Ramaphosa for alloveng me the oriviiege of serving Scuth Afnza agam m this capacity.

[ am gratefut to Acting DG Ms Makgelslo and coilzagues in the Department for their stesing role wn dificuls
cicemstances,

http:-'/www.clpe.gov.za/newsroom/Pages/Budget-vote-speech-by-Minister-of—Public-E... 07/11/818
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I am eternally gratefu: 1o mry fanuly for their courageous support ang encouragement.

The Team in the Ministry have demonstrated thair loyaity to the “New Dawn® and makng government wc:k.2 9 5
Finalty I saiute the patrictc and ethical Sout Africans who Tave made themselves avalable to serve on Boards and
managemant,

In the words cf Nelsoa Mandela: “Sometimes, &t [Zls upon a generation to be great, You can be that great genaration.
Let your greatness biossom.”

Thank you.
tianu Ansiny Quirh I nks Contzct details
e furacts Thata Ganenes Hyfieg
AT LS Deputy Hlawinr Sceerhes 1053 Artada Sivmat
Siatg Gened Camoanias Tmanto Genersl Tengars ~ictech Sitdeg
Hguures Canye SA Gnermmars infemmatan SLZ 431 100G
Baiamerizey Undatas £himi
Mewsrocm
routh Caear
Cemta Us
Clemes

Copynaht -1 2014 Pubtc Enterpnses | vieh Distlamner | Aot the websde | Web Slaragor
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Eskom’s operational performance remained strong despite tough
trading conditions

Tuesday, 30 January 2018: Whilsl Eskom's operational performance remained strong for the six months ending on 30
September 2017, the company is facing significant financial challenges going forward.

The company achieved generation plant availability of 83.2% against a target of 80% which matches our 80% energy
availability 10% planned maintenance and 10% unplanined maintenance by 2020 Generation Sustainability Stralegy.

The new build programme is on track with Medupi Unit 4 having achieved commercial operation on 28 November 2017
and Kusile Unit 1 having achieved commercial operation on 30 August 2017 adding a combined 1 594 MW 1o the national
grid. In addition, 350km of transmission and distribution lines were constructed and 1 000MVA transformers
commissioned

Eskom has also concluded its inlerim results having connecied 100 380 new households to the electricity grid

Eskom’s Interim Group Chief Executive Phakamani Hadebe during his presentalion earlier today said that the financial
challenges experienced during the first six months of the financial year are primarily due to flat revenue attributable to the
2 2% price increase for 2017/18 and sales volumes declining by 1.9%, exacerbated by escalating municipal arrear deb,
There was also the 2016/17 audit qualification on rregular expenditure which has led lo access 1o funding being
restricted,” he said.

) Hadebe ( #eskom_ceo ) said Eskom has had a series of meetings with the bankers, lenders and investors over the course

of last week, and thal he was optimistic that Eskom would be able o raise the required funding for its capital investment
programme.

“We are in discussions with the domestic financial institutions and the prognosis is posilive. We are confident that we will
be able lo close the current R20 billion funding gap before the end of March 2018,” he said.

Due to tough trading condilions thal were exacerbated by the quaiified audit opinion and lapses in corporate governance,
Eskom's funding plans were limited during the period under review, resulting in a conslrained liguidity position

Eskom's Acting Chief Financial Officer, Calib Cassim said EBITDA (earnings before inlerest, tax, depreciation and
amortizalion) decreased lo R30 billion compared to R32 billion in the same period last year. Cash from operations also
reduced to R22 billion from R32 billion. The liquidity pusition also slipped from R30 billion to RY billion

Revenue decreased by 2% lo R96 billion, which is altributable to declining sales volumes and a 2 2°: tariff increase for
the 201718 financial year.

Cassim said good progress has been made and he is confident that the qualified audit opinion that was raised by Eskom's
external auditors in Ihe 2016/17 financial year would be closed out by year-end.

Eskom Chairperson Jabu Mabuza said thal the new board, which has already met two times last week, has lo take
decisive action and find credible solutions to the complex challenges that impede Eskom's susiainability

“As the Board, we strongly believe that what underpins the stabilisation of Eskom is fulfilling our duty to improve trust and
restore investor confidence in order to access financial markets and to re-esiablish the credibility of this strategic d 0

http: ‘wwwv.eskom.co.za/news Pages2018Jan30.aspx 12032018 ¢
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organisation, which will be celebraling its 95th anniversary in March.The 1ssuing of the interim results today is unzgtre
many more necessary steps in the journey of its renewal.” said Mabuza

Commenting on rating agency Moody's decision lo downgrade Eskom last week, Mabuza said: “The decision by Moody's
to downgrade the company's rating on Friday is understandable but stands as a beacan of motivalion to double our efiors
in our united purpose {o ensure financial sustainability We are mindful that this will not be easy, but as a collective we
have the skills, the sirength and the courage to tum things around.”

He added that: “Our mandale is non-negotiable: we need 1o root out financial mismanagement, malfeasance and
maladminisiralion as a critical foundation lo restoring transparent and effective governance. We also need 1o entrench
financial and business discipline in order to rebuild confidence in this great institution.”

Eskom's efforts o improve trust and restore investors’ confidence received a boost when five senior officials who were
implicated in corporate governance lapses and impropriety left the employ of Eskom last week, including former chief
financial officer Anoj Singh who resigned.

The investigalions on other senior managers and executives who are implicated in various allegations of impropriety are
ongoing. and disciplinary action will be taken agains! those whom evidence of misconduct exists.

“I believe that through a display of inspirational and ethical leadership, and through a collaborative and diligent approach
between the Board, the Executive Committee and the 47 000 Eskom employees who are proud, and committed to living
in, and serving, Soulh Africa, Eskom remains molivaled to move towards a successiul future - lo deliver on our mandate
and to remain South Africa's trusted and credible eleclricity supplier,” he said,

“With the right people and support struclures in place, of priorily is entrenching financial and business discipline as a
foundation to restoring the credibility and integrity of the utility with financial markets. These are some of the key principles
that are critical to stabilise, reform and ultimately set Eskom up for sustained success.”

ENDS
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expropriation debale
Johannesburg - According to new interim CEQ Phakamani ° :‘;'I:le"‘:l ::““ﬂ:'mﬂr a8 EFF occupies prime
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* SteinhofT's a black box too big to ignors for

Eskom announced its results for the six months {0 end- vulture investors

Seplember on Tuesday Tiis showed the power ulility’s
going concem status is rndeed in question al the end of the
cycle. Eskom's intenim revenue decined by 2% o

RS5.5bn. Its after-tax profit plunged by 34% to RE 3bn
from R9.5bn in the previous comparable period

COMPANY SNAPSHOT

=)

Hadebe said Eskom ended up with financial problems and
a liquidity isswe because of poor ieadership, adding that
the pawer ulility faced considerable financial challenges in
the last six months Conceming liquidity, Eskom reached
the point where funders felt they coutd no longer engage
wilh the company, Hadebe said

Eskom acting CEO Phakamani Hadeba
(Phota Gala Images;

“But | am confident that Eskom can tum the comer.,”
Hadebe said However he emphasised that Eskom can't

simply keep on borrowing lo stay aficat RELATED ARTICLES
0 I Lyane Brown reacis th Zuma's
The interm CEQ sad the poor financial results were state caplure announcemaent
a product or a result of an operalive model that was “nol Can Eskom avold & financlal death INVE ST WH ERE THE

so sufficent” in dealing with the key challenges Eskom spiral? FUND MANAGERS

feced How Matshela Koko survived l NVEST
“if we can deal with key challenges, Eskam will be in (a) N demns Eskom’s
total different league * decision to reinstate Koko
2017 WRAP: Tears, lirades In
+ READ: Eskom cash crunch concerns mounting, Parilament In Eskom's annus
despite denials horribliis
£skom postpones Interim results
Camef's back anar tarlif knock

Hadebe sa:d what has broken the back of the camel
“which is Eskom” was firstly last year's quaiified audit report, wh.ch was primanily due to ‘wegular
expend:iure and poor leadership This could have been avaided, he said

Secondly, the corporate govemance braakdown led to the liquidity Issues. because lenders had Jost
trust in the state entity

Hadebe said Eskom would also engage energy regulator Nersa about tanff increases m a
transparent manner. as Eskom's mounting debt ‘s not the answer for the future susta:nabilty of the

state uiy. £\ OLDMUTUAL
&> NVESTMENT GROUP
New Eskom chalr Jabu Mabuza said the new boaard has staried 1o form the foundaton of rastonng R
credibility.
It will not be easy. But as coliective we have the skills Qur mandale is non-negoboable *
Review of contracts
We're talking about:
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httensThainminu B4 cnmCananmalBel amifmnnre landarchin Aeatre aclnm tn hreinl nawe 1AMNTINTR V.



Poor leadership drove Eskom to brink - new interim CEQ | Fin24

NEWS24 | OLX | PROPERTY24 | CAREERS24 | SPREE | AUTOTRADER |

He said the plan is on frack to address the weakness auditors raised. "Irregular expendilure can be
expected at year end, bul should nol resull in an audtt qual-ficabon = he said

Both Cassim and Hadebe reiterated irregular expenses did not imply fruitless and wastaful
expenditure

Eskom will now have 1o convince auditors at (he end of the year that it is a going concem. he said It
was forced 1o announce its long-awailed intenm results on Tuesday, afler its bonds faced
suspension from the JSE.

+ READ: JSE scare forces Eskom Lo release results

The bourse warned the state utility it would delist Eskom's bonds if it does not release its intenm
financial report within the three months stipulaled by its debl listing requirements.

Worries about golng concem

Cassim said the resulis were delayed because audilors were concemed about Eskom as a going
concem, and Eshom was eager 10 engage to ensure that it was nol handed a qualified audi again

The audilors said they were not convinced the company was out of the woods. and cautioned users
aboul Eskom’s abiklies going forward Iis external audiors issuad an unqualfied review conclusian
but with an amphasis of matier regarding Eskom's going concem posidion

Eskom'’s flal revenue is attributable to the 2 2% pnce increase for 2017/18 and & 1.9% drop «n sales
volumes, exacerbated by escalating municipal arrear debt Because of the qualified audd, access lo
funding was restricted

Hadebe said ihe government has 1o priositise the resolution of governance and liquidity concerns
affecting Eskom, and managing kquidity is a key locus area

Eshom's revenue was RE8bn, down by 2% The state utiity's iguid assets declined by 64%: year-
on-yaar to R16bn, as opposed lo the R44bn of the previous year.

+ READ: JSE may suspend Eskom's bonds over late financlals
Teetering on edge of insolvency®
Fin24 repoded in November that Ine power ulility's poor govesnance had left it testaring on the edge
of insolvency, with only 81 2bn of iquidity reserves expecled to be in hand at the end of November
Hadebe confirmed al the announcement that all the repors were comect

+ READ: EXCLUSIVE: Eskom's cash dries up
Its latest report to its sharehofder representative. Pubke Enlerpnises Minister Lynne Brown
estimated that Ihe ulility would have a R5bn negative liquidity position by the and of January It also
emerged in a Mail & Guardian report that the uiibity had to raise R20bn and R12 Sbn last week to
meel its immediate cash Mow requirements

Hadebe admitted that the R20bn is a concern “Engagemeants on the R20bn has starled We are
confident that we have R20bn in our account to meel the requirements

The power uthity's debt was downgraded by ralings agency Moody's on Fnday
* Sign up to Fin24’s top news In your inbox: SUBSCRIBE TQ FIN24 NEWSLETTER

Fallow Fin24 on Twitter. Facebook. Google+ and Pinterest 24 com encourages commentary
submitied via MyNews24 Contnbutions of 200 words or more wil! be considered for publication
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Statement on measures to strengthen governance at Eskom

20 fanvary 2018

Government today announces a number of measures to strengthen
governance at Eskom, including the appointment of new board members
and stabilising management at the energy parastatal.

This follows a meeting of President Jacob Zuma, Deputy President Cyril
Ramaphosa, Public Enterprises Minister Lynne Brown and Minister of
Finance Malusi Gigaba on Friday 19 January 2018 to address urgent
challenges at the company. This intervention will be ratified by Cabinet at its
next meeting.

Eskom is critical to the South African economy. As a key enabler of economic growth and social
transformation, any further deterioration of Eskom's financial and operationa! conditions could
have a severe impact on the country.

The company has been facing several challenges, including a weak financial position, declining
revenues and governance failures, which are threatening the sustainability of the company going
forward.

As a result, government has decided on the following immediatle measures to strengthen
governance and management. This is the first step towards restoring confidence in the company,

improving its financial position and restoring its operational performance.

The appointment of new board members:

The new board will consist of: (ﬂ\
] g
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. Mr Jabu Mabuza as Chairperson
. Mr Sifiso Dabengwa

. Ms Sindi Mabaso-Koyana
. Mr Mark Lamberti

. Prof Tshepo Mongalo

. Prof Malegapuru Makgoba
. Ms Busisiwe Mavuso

. Ms Nelisiwe Magubane

9. Dr Rod Crompton

10. Mr George Sebulela

11. Dr Pulane Molokwane
12. Dr Banathile Makhubela
13. Ms Jacky Molisane

DN A WN A

Stabilising management:

Government has recommended the appointment of Mr Phakamani Hadebe as the Acling Group
Chief Executive with immediate effect.

Further, the board is directed o appoint a permanent Group Chief Executive and Group Chief
Financial Officer within the next three months.

The board is directed to immediately remove all Eskom executives who are facing allegations of
serious corruption and other acts of impropriety, including Mr Matshela Koko and Mr Angj Singh.

Government further calls on all Eskom employees and other stakeholders who may have
evidence of wrongdoing to bring this to the attention of law enforcement agencies so that culprits
can be brought to book.

The Ministers of Public Enterprises, Energy and Finance will work together under the leadership of
the Deputy President, to deal with other structural issues, which include the funding model and
other industry challenges identified by the Inter-Ministerial Committee on SOE Reform.

Deputy President Cyril Ramaphosa, Chair of the Inter-Ministerial Committee on SOE Reform,
said: “We are confident this intervention will restore the important contribution Eskom makes to
our economy. We are determined to address the damage that has been done to this institution
and place it on a new path of efficiency and integrity.

“Government calls on ali stakeholders, employees, suppliers and members of the public to work
together to ensure that these measures are succesful.

“For South Africa to flourish, Eskom must work and work well,” he said.
With the appointment of the new board and acting Group Chief Executive, government firmly
believes that Eskom can be returned to financial sustainability and contribute positively to the

objective of shared prosperity.

Government will continue to act decisively to address challenges at key state owned enterprises

Page 2 of 4
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to restore public and investor confidence and o ensure that they fulfil their economic and
developmental mandates.

Enguiries:
Tyrone Seale (Office of the Deputy President)
083 575 7440

Colin Cruywagen (Department of Public Enterprises)
082 377 9916

Mayihlome Tshwete (National Treasury)
072 869 2477

Issued by: The Presidency
Pretoria
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Eskom could collapse SA economy, warns MOSTREAD ¥rens S

Gigaba

40 12701 18 30 Yoland: Groanewail

* VBS Bank at risk of going busi

* Gupta case against Bank of Baroda dismissed
with costs

* Government has slept while land questions
1 ished, szoffs Ngcukaitohi

Johannesburg - Finance Minister Malus: Gigaba wamed
on Thursday that «f Eskom 1s not dealt with urgenily South
Alrica’s whole economy could collapse by the tima Team
SA retums from the World Economic Forum {WEF) n

* Parllament's chancas of making expropriatian
work doubiful - legal sxperts

* SARA places VBS Mutual Bank under

Davos curatorship
Gigaba sa:d al a pre-WEF breakfast meeting in
Johannesburg that the Fscus simpy does nol have the COMPANY SNAPSHOT

funds to bail oul Eskom. He hinted that 2 major shake-up
18 on the cands for the power utilty in the next few days

“There wouid be no currency. and no economy for the
couniry f Eskom went belly-up * G gaba wamed adding
that the ¢risis 15 extremely senous

The finance minsier aiso said there are problems at
Eskom's board and seniar management, who simply don't
seem lo grasp lhe seriousness of the s.tuation

RELATED ARTICLES

* READ: Disdain grows lor Eskom's hardly new
board Lynne Brown reacts to Zuma's
state caplure announzerment

INVEST WHERE THE

Eskom is yet to publish ils inlerim results. and could face
severe penaliies il it these are not made publ ¢ balore the
end of the month, including lenders calling 1n 'oans

Deputy Presideni Cyri2 Ramaphuosa also admlted at the
breakfast that the challenges around Eskom are huge and
sad the slate-owned enterprise is lop of mind Ramaphosa
will chaif the South African delegation in Daves

“The minisier of finance is seized with this on an houry
basis,” he said in answer to a question an the senousness
of Eskom's financial woes

Can Eskom aveld a linancial death
spiral?

How Matshela Koko survived
Numsa condemns Eshom's
docision to relnstate Koko

2017 WRAP: Tears, tirades in
Parliament in Eskom's annus
horrblils

Eskom postpones interim results
after tarift knock

“Eskom is being addressed as we speak We are coming up with solutions *

On Tuesday Gigaba said that Eskom s the brggest issue keeping him awake at mght He lo'd

reporters he would be meeting with lenders that afiemoon

FUND MANAGERS
INVEST

Eshom's debt due lo its new build programme is hefty Treasury has issued R350bn of govemment

uarantees lo Eskom, of which R275bn has already been used It needs (o borow about R60bn per

year for the next four years to finish the new build programme, consisling out of Medupi and Kusile

fﬂg OLDMUTUAL
INVESTMENT GROU?
Isnm hagecyl boae Foaiesy

Gigaba said al the breakfast that the new urgent limeline did nol come about as a result of the
meeting wilh lenders, but because of new infarmation which has come to light

He has drawn up a new timefine because of new facts which have come 1o his atiention, which
require the finance ministry to act with the utmost urgency

* READ: Gigaba had meeting with World Bank on Eskom
We're talking about:

At an Intemational Monetary Fund meeting in October, Gigaba aiready said that lenders had urged #LISTERIOSIS
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Eskom could collapse SA economy, warns Gigaba | Fin24

NEWS24 | OLX | PROPERTY24 | CAREERS24 | SPREE | AUTOTRADER |
"We have reached the stage where we can’l be gradualist We need 10 act now = he said

Business Leadership SA CEQ Bonang Mohale meanwhile. also Iold reporters that Eskom is a huge
cancern He said many BLSA members are banks that have lent money lo Eskom

“We have had conversations wih them, urg:ng lo give Eskom siack. thal government is now act:ng ”
he said

Fin24 1n November reponted that the power utility's poor governance had fef it leetering on lhe edge
of insolvency. with only R1 2bn of liqudily reservas expecied ta be in hand at the end of the
November

Its latest report to its shareholder representative. Public Enterprises Minister Lynine Brown,
eslimated thal tha utihty wauld have a R5bn negalive bquidity pogition by the end of this moenih

* READ: EXCLUSIVE: Eskom's cash dries up

Poor corporate governance has alienated Ihe faclty and the reinstatement of contravers:al
executive Matshela Koko has nat bocsled confidence Koko was reportedly negolatng a golden
handshake, Business Day reported on Thursday after charges against him had been disrissed
and the executve reported for duty at Eskom last waek

His disciplinary heanng has been widely criticised as a sham.
A further two Eskom bosses Angj Singh and Abfam Masango. are still o have their diseiphinary
hearings Eskom spakesperson Khulu Phasiwe told Fin24 allegalions against them are st being
investigated before a decision to charge them wil be made

+ READ: Big business bashes Koko's reinstatement
In Awgusi Eskom narrawly avoided a cnsis when its lenders threatened to recall therr loans The

pawer uldity was only saved at the bme by an inlervention lo suspend Singh Phasiwe earler loid
Fin24 that Eskom would not approach Treasury for a bailout

* Sign up to Fin24’s top news in your inbox: SUBSCRIBE TO FIN24 NEWSLETTER
Follow Fin24 on Twilter Facebook. Google+ and Pirterest 24 com encourages commentary
submutted via MyNews 24 Coninbutons of 200 words or more will be considered for publication
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Mooby’s
INVESTORS SERVICE
Rating Action: Moody's downgrades Eskom's ratings to B1/B2/Baa2.za NSR; review for
downgrade

26 Jan 2018

London, 26 January 2018 ~ Moody's Investors Service ("Moody's") has today downgraded to B1 from Ba3 the long-
term carporate family rating (CFR) of Eskom Hotdings SOC Limited (Eskom) and the zero coupon eurobonds to B1
from Ba3 in line with the CFR. Concurrentiy, Moady's has downgraded to (P)B2/B2 from (P)B1/B1 the global medium
term note (GMTN) programme and the senior unsecured GMTNs of Eskom. It has downgraded the probability of
default rating (POR) to B1-PD from Ba3-PD. The nalicnal scale rating (NSR) long-term corporate family rating has
been downgraded to Baa2.za from A3.za. All ralings remain under review for further downgrade.

A full list of affected ralings is provided towards the end of this press release.
RATINGS RATIONALE

Today's rating action reflacts the deterioration in Eskom's financial and liquidity posiion with no prospect of a near term
equily injection by the government to shore up its weak financial profile, At the same time, the pressure on credit
quality is mitigated by the strong likelihood that the steps announced cn 20 January 2018 by Depuly President
Ramaphosa, including replacing the Eskom Board, logether with the support of the National Treasury, will allow the
company to secure sufficient funding to address a looming liquidity crisis.

The company will, however, need to re-establish and maintain good access 1o the domestic and international debt
markets if il is fo meet ongoing liquidity needs, continue to refinance existing debt as it falls due and fund investments.
Accordinglly, the ralings remain under review for downgrade, pending (1) evidence of the company's ability to meet its
financing needs and stabilise its financial position; and reflecting (2) the potential deterioralion of the Soulh African
government's credit profile, in particular in the couniry's instilutional, economic and fiscal strength, as captured by
Moody's November 2017 decision to place South Africa's Baa3 govermment bond ratings on review for downgrade. For

further informalion, refer to the sovereign press release (hitps:/iwww.moodys.com/research/~PR_375816).

Eskom has faced mounling liquidity risks in recent weeks, primarily driven by lenders’ unwillingness to provide
additional funding to the company in the context of serious questions around corporale governance, a lack of
leadership and failing trust in the company, The government's announcement, on 20 January 2018, seeking to address
these Issues through the replacement of the exisling Eskom Board members and the plan 1o tackiz long term funding
and structural issues is a positive first step towards restoring confidence in the company and, over time, operational
perfermance and its financial position.

The raling action also factors in the December 2017 decision by the National Energy Regulalor of South Africa
(NERSA) to allow Eskom to increase revenue by 5.23% in FY2018/1 9, well short of the 19.9% proposed by the
company. This decision follows a 2.2% tariff increase for 2017/18 and will put further pressure on the company's
already weak cash flow. Nonetheless, NERSA have announced that they will consider Eskom's ZARES billion
application for under-recoveries and overspending refating to the three prior years, which would benefit the company.
Given users’ sensilivity to tariff increases, these amounils may take some time to be monetised.

Moody's views positively the government's statement that the Ministers of Public Enlerprises, Energy and Finance will
work together under the leadership of the Deputy President to deal with struciural issues including the funding mode!
and other industry challenges. Nonetheless, the company's challenges are complex and are likely la take time to
resolve. In addition to low tariff increases and a lack of visibility around their future development, the company faces (1)
stagnanl demand, polentially driving declining output from coal fired generation plants as renewables output increases;
and (2) a large committed capex programme inciuding the final units of the coal fired Medupi and Kuslle power plants.
Absent significant tariff increases or reductions in costs and investment, Eskom's large debt burden, amounting to
ZAR365 billion as of 31 March 2017, will continue to rise - to potenlially unsustainable levels — and will, in any event,
conlinue to weigh on ils very weak financial metrics. Maody's nonetheless expects the company, under its new
management, to continue to focus on improving operational efficiencies and trimming capex where possible.

Eskom's ratings reflect the application of Moody's rating methodology for government related issuers (GRIs) which
combines an assessment of the company's fundamental credit strength or Baseline Credit Assessment (BCA), the
government rating and the likelihood of government support in case of distress.

The ratings benefit to a significant extent from Moody's assumption of a strong level of government support in the event
of financial distress. This is underpinned by Eskom's strategic importance to the govemment's social and economic
policy as the country’s dominant electricity supplier and this view is further reinforced by the ZAR350 billion Guarantee
Framawork Agreement (GFA) available until 31 March 2023. Moody’s understands that around ZAR208 billion,
covering over 50% of Eskom's debt, is currently utilised and a significant proportion of the remainder is designated for
the completion of Eskom’s capital projects.

https://www.moodys.com/research/Moodvs-downerades-Fskoms-ratings-tn-R1R7Ras.  0R/11/9018
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The shift in Moody's view of the BCA of Eskom to caa2 from caa1 reflects a deterioration in the credit quality as
described above and reflects that, whilst evidencing sirong support, the govemnment has stopped short of providing
further direct support, such as through additional capital injections, to shore up Eskom's financial profile.

The one nolch differential between the zero coupon Eurcbonds and the GMTNSs refiects thal the former benefit from
section 7 of the Eskom Conversion Act, 2001.

WHAT COULD MOVE THE RATING DOWN/UP

Eskom's ratings are under review pending resolution of (1) near term liquidity issues and (2) the sovereign rating which
remains under review.

Eskom's ratings could be confirmed if the company demonstrates an ability to meet its funding needs.

The ratings could be downgraded if (1) the company's near term liquidity failed to slabilise; (2) the company
subsequently failed to put in piace a suslainable long term business, financial and funding pfan; (3) Moody's
assessment of strong government support for the company were to be revised downwards; and/or (4) the sovereign
raling were {o be downgraded.

LIST OF AFFECTED RATINGS
Issuer: Eskom Holdings SOC Limited

Downgrades:
-..LT Corporate Family Rating , downgraded to B1 from Ba3; remains under Review for further Downgrade
-...Probability of Default Rating , downgraded 1o B1-PD from Ba3-PD; remains under Review for further Downgrade
«.NSR LT Corporale Family Rating, downgraded to Baa2.za from A3.za; remains under Review for further Downgrade
....3enior Unsecured MTN Program, downgraded to (P)B2 from (P)B1; remains under Review for further Downgrade

...Senior Unsecured Regular Bond/Debenture, downgraded 1o B2 from B1; remains under Review for further
Downgrade

..Senior Unsecured Reguiar Bond/Debenture, downgraded to B1 from Ba3; remains under Review for further
Downgrade

Outllook remains Rating under Review

The methodcologies used in these ratings were Govemment-Related Issuers published in August 2017, and Regulated
Electric and Gas Utilities published in June 2017. Please see the Rating Methodologies page on www.moodys.com for
a copy of these methodologies.

Moody's National Scale Credit Ratings (NSRs) are intended as relative measures of creditworthiness among debt
issues and issuers within a country, enabling market participants to better differentiate relative risks. NSRs differ from
Moody's global scale credil ratings in that they are not globally comparable with the full universe of Moody's rated
entilies, but only with NSRs for other raled debt issues and issuers within the same country. NSRs are designated by a
“.nn" country madifier signifying the relevant country, as in *.za" for South Africa. For further information on Moody's
approach to national scale credit ratings, please refer to Moody’s Credil rating Methodology published in May 2016
entitled "Mapping Nalional Scale Ratings from Global Scale Ratings". While NSRs have no inherent absalute meaning
in terms of default risk or expected loss, a historical probability of default consistent with a given NSR can be inferred
from the GSR to which it maps back at that paricular point in time. For information on the historical default rates
associated with different global scale rating categories over different investment horizons, please see

httgs:ﬂmvw.moodgs.comlresearchdocumentcgntenlgage.asgx‘?docld=PBC 1060333,

REGULATORY DISCLOSURES

For ralings issued on a program, series or category/class of debt, this announcement provides certain regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or calegory/class of
debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance with
Moody's rating practices. For ralings issued on a support provider, this announcement provides certain regulatory
disclosures in relation to the credit rating action on the support provider and in relation to each particular credit rating
action for sacurities that derive their credit ratings from the support provider's credil rating. For provisional ratings, this
announcement provides certain regulatory disclosures in relation to the provisional rating assigned, and in relation to a
definilive rating that may be assigned subsequent to the final issuance of the debt, in each case where the transaction
structure and terms have not changed prior to the assignment of the definitive rating in a manner that would have
affected the rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer
on www.moodys.com,

For any affected securities or rated entities receiving direct credit support from the primary entity{ies) of this credit
rating action, and whose ratings may change as a result of this credit rating action, the associated regulatary

https://www.moodys.com/research/Moodys-downgrades-Eskoms-ratings-ta-BIR2Raa  0R/11/7018
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disclosures will be those of the guarantor entity, Exceplions to this approach exist for the following disclosures, if
applicable to jurisdiclion: Ancillary Services, Disclosure to raled enlity, Disclosure from rated entity.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related rating
oullook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal entity
that has issued the rating.

Please see the ratings tab on the issuer/enlity page on www.moodys.com for additional regulatory disclosures for each
credit rating.

Helen Francis

VP - Sr Credit Officer

Moody's Investors Service Ltd.
One Canada Square

Canary Wharf

London E14 SFA

United Kingdom

JOURNALISTS: 44 20 7772 5456
Client Service: 44 20 7772 5454

Neil Griffiths-Lambeth

Associate Managing Director
Corporate Finance Group
JOURNALISTS: 44 20 7772 5456
Client Service: 44 20 7772 5454

Releasing Office:

Moody's Investors Service Lid.
One Canada Square

Canary Wharf

London E14 5FA

United Kingdom

JOURNALISTS: 44 20 7772 5456
Client Service: 44 20 7772 5454
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© 2018 Moody’s Corporation, Moody's Investors Service, Inc., Moody’s Analytics, Inc. and/or
their licensors and affiliates (collectively, “MOODY’S"). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES {“MIS") ARE
MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR
DEBT OR DEBT-LIKE SECURITIES, AND MOODY'S PUBLICATIONS MAY INCLUDE MOODY'S CURRENT OPINIONS OF
THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES.
MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET TS CONTRACTUAL, FINANCIAL
OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT
RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE
RISK, OR PRICE VOLATILITY, CREDIT RATINGS AND MOODY'S OPINIONS INGLUDED IN MOODY'S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S PUBLICATIONS MAY ALSO INCLUDE
QUANTITATIVE MODEL.BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED
BY MOOQDY'S ANALYTICS, INC. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT
PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR
INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S PUBLICATIONS WITH THE
EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND
EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY’S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED
FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND
INAPPROPRIATE FOR RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS OR
MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT
YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT
NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE

https://www.moodys.com/research/Moodys-downerades-Eskoms-ratings-to-B1B2Raa... 08/11/7018 lﬁz
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COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED,

TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR
SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM
OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT
MOOQODY’S PRIOR WRITTEN CONSENT.

CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY
ANY PERSON AS A BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY
PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM
BEING CONSIDERED A BENCHMARK.

All information contained herein is obtained by MOODY’S from sources believed by it to be
accurate and reliable. Because of the possibility of human or mechanical error as well as other
factors, however, all information contained herein is provided “AS IS” without warranty of any
kind. MOODY'S adopts all necessary measures so that the information it uses in assigning a credit
rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when
appropriate, independent third-party sources. However, MOODYS is not an auditor and cannot in
every instance independently verify or validate information recejved in the rating process or in
preparing the Moody's publications.

To the extent permitted by law, MOODY"S and its directors, officers, employees, agents,
representatives, licensors and suppliers disclaim liability to any person or entity for any indirect,
special, consequential, or incidental losses or damages whatsoever arising from or in connection
with the information contained herein or the use of or inability to use any such information, even
if MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or
suppliers is advised in advance of the possibility of such losses or damages, including but not
limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where
the relevant financial instrument is not the subject of a particular credit rating assigned by
MOODY’S.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents,
representatives, licensors and suppliers disclaim liability for any direct or compensatory losses or
damages caused to any person or entity, including but not limited to by any negligence (but
excluding fraud, willful misconduct or any other type of liability that, for the avoidance of doubt,
by law cannot be excluded) on the part of, or any contingency within or beyond the control of,
MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or
suppliers, arising from or in connection with the information contained herein or the use of or
inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,
COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE
OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE
BY MOODY’S IN ANY FORM OR MANNER WHATSOEVER.

Moody’s Investors Service, Inc., 2 wholly-owned credit rating agency subsidiary of Moody’s
Corporation (“MCO”), hereby discloses that most issuers of debt securities (including corporate
and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by
Moady’s Investors Service, Inc. have, prior to assignment of any rating, agreed to pay to Moody's
Investors Service, Inc. for appraisal and rating services rendered by it fees ranging from $1,500 to
approximately $2,500,000. MCO and MIS also maintain policies and procedures to address the
independence of MIS's ratings and rating processes. Information regarding certain affiliations that
may exist between directors of MCO and rated entities, and between entities who hold ratings
from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than
5%, is posted annually at www.moodys com under the heading “Investor Relations — Corporate
Govemance — Director and Shareholder Affiliation Policy.”

https://www.moodys.com/research/Moodvs-downgrades-Eskoms-ratings-ta-R1R?Ran  08/11/2018
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Additional terms for Australia only: Any publication into Australia of this document is pursuant to
the Australian Financial Services License of MOODY'S affiliate, Moody’s Investors Service Pty
Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94
105 136 972 AFSL 383569 (as applicable). This document is intended to be provided only to
“wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By
continuing to access this document from within Australia, you represent to MOODY"S that you
are, or are accessing the document as a representative of, a “wholesale client” and that nejther you
nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY'S
credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on the
equity securities of the issuer or any form of security that is available to retail investors, [t would
be reckless and inappropriate for retail investors to use MOODY'’S credit ratings or publications
when making an investment decision. If in doubt you should contact your financial or other
professional adviser,

Additional terms for Japan only: Moody's Japan K.K. (*"MJKK") is a wholly-owned credit rating
agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas
Holdings Inc., a wholly-owned subsidiary of MCO. Moody’s SF Japan K.K. (*MSFJ")is a
wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a Nationally Recognized
Statistical Rating Organization (“NRSRO™). Therefore, credit ratings assigned by MSFJ are Non-
NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an entity that is not a
NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial
Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3
respectively.

MIJKK or MSF]J (as applicable) hereby disclose that most issuers of debt securities (including
corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated
by MIKK or MSFI (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK
or MSFJ (as applicable) for appraisal and rating services rendered by it fees ranging from
JPY200,000 to approximately JPY350,000,000.

MIKK and MSFJ also maintain policies and procedures to address Japanese regulatory
requirements.

hitps://www.moodys.com/research/Moodvs-downgrades-Fskoms-ratinas-tn-RIR7Raa  NR/11/9018
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From: Atul Gupta<atul@ann7.com>
Sent on: Friday, September 18, 2015 8:45:18 PM

To: Varun({Ozkbay) <varun@oakbay.co.2a>; shivani@singhala.com; Tony
Gupta <tony@sahara.co.za>

Subject: Fwd: info

Attachments: 1115_001.pdf (834.43 KB), BDlive - Print Article.pdf (290.8 KB}, BDlive - Print
Article2.pdf (59.17 KB), image002.png (7.36 KB), 115091809422402206.gif (30.35 KB)

Hi Varun,

Please discuss with Mama and also reply accordingly.

Thanks

Atul Gupta

Chairman, TNA Media Pty Ltd

The correspondence was transmitted electronically without signature.
Begin forwarded message:

From: Mark Pamensky <markp@blts.co.za [mailto:markp@bilts.co.za) >
Date: 18 September 2015 at 11:42:18 GMT+4

To: "atul@ann?7.com [mailto:atul@ann?.com] " <ptul@ann7.com [mailto:atul@ann7.com] >,
"varun@shiva-u.com [mailto:varun@shiva-u.com} " <varun@shiva-u.com [mailto:varun@shiva-
u.com] >, "Trevor Scott (trevors@oakbay.co.za [mailto:trevors@oakbay.co.za} )"
<trevors@oakbay.co.za [mailto:trevors@oakbay.co.2a] >, "Dudu Nyamane {dnyamane@gmail.com
[mailto:dnyamane@gmail.com] )" <dnyamane@gmail.com [mailto:dnyamane@gmail.com) >,
"Rensen, Terry" <twr@bca.co.za [mailto:twr@bca.co.za] >

Subject: info

[http://www.blts.co.za/]

This message has been scanned for viruses and

dangerous content by MailScanner [bttp://www.mailscanner.info/], and is

believed to be clean. IMG [cid:9b2ee71f-2fb2-45bf-b3f5-c10f10823fbc@internal.lan]
[http://www.blts.co.za/] |

Hi All,



Please find attached documentation{belaw are the web-links} for information purposes including
Eskom’s new procurement methods for coal.

This was one of the coal mines that | wanted us to buy. We need to move fast on certain asset
acquisitions as Sibanye is picking up all these assets at low valuations which is what we should be
doing. We should alse look to do a deal with Eskom on the coal plus mines. | have some good
thoughts on these assets that can we a win win for Eskom, the mine owners and ourselves.

Have a good weekend.

Kind regards

Regards,

Mark Pamensky

Chief Operating Officer

IMG [cid:489f3887-Bd05-44be-8589-d348123fb0bb@internal.lan]
Direct Line : +27 11 523 3058

Office Line : +27 11 523 3030

Fax:+27 11523 3031

Fax to email ; +27 86 680 9896

Email :markp@bilts.co.za [mailto:markp@blts.co.za)

Web :www.bluelabeltelecoms.com [http://www.bluelabeltelecoms.com/]

For Disclaimer and Confidentiality Note: (click here)
[http://www.bluelabeltelecoms.co.za/mail_disclaimer.php]

PPlease consider your environmental responsibility before printing this e-mail

group [http://www.bdlive.co.za/business/mining/2015/09/17/sibanye-a...]

http:l/www.bdlive.co.za/business/mining/2015/09/18/sibanye-seals-coaI-deal-in-bid-to-get-off-
eskom-grid [http:l/www.bdlive.co.za/business/mininglzul5/09/18/sibanve-s...]
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From: Atul Gupta <stul@ann7.com>
Sent on: Sunday, November 22, 2015 8:08:55 PM

To: shivani@singhala.com; Rajesh Gupta Tony <tony@sahara.co.za>

Subject: Fwd: Meeting of even date.

Sent from my iPhones+
Begin forwarded message
From: MARK PAMENSKY <markpam2@mac.com>

Date: 22 November 2015 at 7:40:12 PM SAST

To: atl@ann7.com

Cc: varun@shivau.com

Subject: Meeting of even date.

Hi Chair,

Thank you for the conversation today. | will action all the items and ensure that they are completed.

} will send a mail to Terry regarding the lead indepandant role, and that you as chairman, have
decided to take a more conservative approach and would like to appoint him. This is the correct
business decisian for ORE.

We will have the shiva uranium board sorted out by Tuesday. This will allow us 10 vote on the Tegeta
acquisition with no related parties. } would like to conclude this approval urgently so ORE and Shiva
Uranium can implement the transaction.

in terms of investment committee | am available to start straight away. As I'm at the tail end of the
main acquisition of Optimal Coal, please ensure that a condition precedent is that the R2bn claim
from Eskom is withdrawn or it becomes the sellers problem. I'm happy to get invalved to assist with
this acquisition and monthly monitoring/analyzing of all investments from today. | can meet anyone
your require. If you need me in India or Dubai to discuss, Il meet you there.

Travel safe and lock forward to seeing you soon. Once again thank you for today.
Kind regards
Mark.

Sent from my iPhone



o
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From: Atul Gupta <atui@ann7.com>
Sent on: Wednesday, November 25, 2015 4:24:07 AM

To: varun@oakbay.co.za; Shivani <shivani@singhala.com>; Rajesh Gupta
Tony <tony@sahara.co.za>

Subject: Fwd: Update

Hi Varun

Discuss with both Mamas and talk to Mark ASAP.

Thanks

Atul Gupta

Chairman, TNA Media Pty Ltd

The correspondence was transmitted electronically without signature,
Begin forwarded message:

From: MARK PAMENSKY <markpam2@mac.com [mallto:markpam2@mac.com) >
Date: 25 November 2015 at 00:47:03 GMT+4

To: atul@ann7.com [mailto:atui@ann7.com])

Cc: markpamz2@mac.com [mailto:markpam2@mac.com)

Subject: Fwd: Update

Hi Chair,

I would like to discuss the following:-

1/ Concept on the potential law suit from Eskom to target Co;

2/ Copies of the DD reports when completed so | can comment, including the working capital/cash
flow forecasts as they stand currently.

Please let me know if I'm averstepping the boundary. If not, who can | discuss same with.
This in my opinion links to investment committee and coordination there of.

Look forward to hear from you.

Mark

Sent from my iPhone

Begin forwarded message:

From: MARK PAMENSKY <markpam2@mac.com [mailto:markpam2@mac.com] >



Date: 24 November 2015 at 22:40:57 SAST
To: atul@ann?.com [mailto:atul@ann7.com)

Cc: varen@shivau.com [mailto:varun@shivau.com] , Trevor Scott <{revors@oakbay.co.za
[mallto:trevors@oakbay.co.za) >

Subject: Update
Hi Chair,

The lead independent {"LID") SENS announcement will go out tomorrow with the interim results
SENS announcement. This is more advantages instead of a stand alone SENS announcement of the
LID. We can ratify the resolution on your return.

Further, I'm going to ask Varun and Trevor to meet with me or telephanically, so ! can understand
how we going to manage this target com pany, including where are the accounts going to operate
from etc. we need strong internal controls.

I think we must plan this now as | understand take over date 1o be 1 Jan.
Thanks
Mark

Sent from my iPhane
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From: Atul Gupta <atul@ann7.com>
Sent on: Sunday, January 31, 2016 4:26:08 AM
To: shivani@singhala.com; Rajesh Gupta Tony <tony@sahara.co.za=>

Subject: Fwd: Telephone call

Sent from my iPhone6+

Begin forwarded message:

From: Mark pamensky <markpam14@gmail.com [mailto:markpam14 @gmail.com] >

Date: 31 January 2016 at 12:35:48 AM GMT+4

To: Nazeem Howa <nazeemh@tnamedia.co.za (mailto:nazeemh@tnamedia.co.za) >

Cc: "atul@ann7.com [mailto:atul@ann7.com) * <atul@ann?.com (mailto:atul@ann?.com) >
Subject: Re: Telephone call

Hence my thinking is for me to revert back tomorrow and ask him to bear 100% of the employment
staff that we intend to retrench acting reasanably and to not charge us shared services until we
transfer accross the accounting and systems for a max period of 6 months. Normally in a deal of this
size, these elements come across with the business. This is a show of good faith from them,

Let's discuss tomorrow when you have a chance. | know what his argument will be but we can
counter it.

Thanks
Sent from my iPhone

On 30Jan 2016, at 22:32, Nazeem Howa <nazeemh@tnamedia.co.za
[mailto:nazeemh@tnamedia.co.za) > wrote:

Interesting
Nazeem Howa
Chief Executive

On 30 Jan 2016, at 21:57, Mark pamensky <markpaml4@gmail com
{mailto:markpam14 @gmail.com] > wrote:

<image2.png>

Sent from my iPhone

On 30 Jan 2016, at 21:11, Mark Pamensky <markp@blts.co.za [mailto:markp@blts.co.za) > wrote:
Hi Sir's
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Just for info purposes but Clinton called me now to make sure that | reply back to you that van is
100% behind the closing of the deal and that Glencor are not behind these press statements. | don't
believe him about the press but do believe him about the fact the closing the deal is important to
Glencor. The fact is that Eskom will not deal with Glencor and the business practitioner mentioned
same to me,

Clinton was really concerned that | rely the message and ensure the deal closes.

These guys are not to be trusted in any way, form or shape but | have to pass on the message.
Thanks
Mark

Sent from my iPhone
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From: Atul Gupta <atul@ann7.com>

Sent on: Tuesday. November 17, 2015 9:42:19 PM

To: shivani@singhala.com; Rajesh Gupta Tany <tony(@sahara.co.za>
Subject: Fwd: Discussion

Attachments: 115111721220400543.gif (30.35 KB)

FYl

Sent from my iPhoneb+

Begin fonvarded message:

From: Mark Pamensky <markp@bilts.coza (mailto:markp@blts.co za) >

Date: 17 Novemnber 2015 at 21:21:59 SAST

To: "atul@ann7.com [mailto:atul@ann7.com) " <atul@ann7.com [mailto:atul@ann?.com] >

Cc: Mark Pamensky <markp@blts.co.za [mailto:markp@bilts.co za) >

Subject: Discussion

IMG [G] [http://www.blts.co.za/]

Hi Chair,

Hope you well. | wanted to have a chat with you on the lead indepandant role.

Based on ORE potential acquisition of Tegeta which has a contract with Eskom. | sit on the Eskom
board and this can perceived to be a potential canflict as lead independent. | would then be
independent.

t have got an opinion on this from external counsel and they believe it not to be an issue as do i,
This is a state of mind, and | don't believe there is any conflict whatsoever. I'm not involved at Eskom
on those decisions. Those sit with tender board and | only chair the investment committee and main
board. These decisions are not taken at board level either.

I bring this to you attention so we can discuss in person. | don't want to cause any harm or potential
press to ORE, if any. Terry can take that position if you chose, as an alternative solution, should you
believe a conflict from my side and/or want to be very conservative.

Can we meet prior to board meeting for few minutes,

Look forward to hear from you.

Kind regards

Mark.

Sent from my iPho
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AFFIDAVIT

I, the undersigned,

BENJAMIN [ r:=ron

do hereby make oath and state:

1.

I 'am an adult male employed as a Chief Operating Officer by the Organisalion Undoing
Tax Abuse (OUTA) with business address 10 Floor, O'Keeffe & Swartz Buiiding, 318

Oak Street, Femdale, Randburg, Gauteng.

2.

The contents of this affidavit fall within my personal knowledge, unless stated otherwise

and are in all aspects true and correct.
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MANDATE
3.

The Organisation Undoing Tax Abuse ("OUTA”) is a proudly South African non-profit civil
action organisation comprising of and supported by people who are passionate about
improving the prosperity of our nation. OUTA was established to challenge the abuse of

authority with regards to taxpayers’ money in South Africa.

4,

In recent months, headlines have been dominated by the leaked Gupta emails and
documents ("Gupta emails”) which were retrieved from the server of SAHARA Computers
Pty (Ltd). These Gupta emails have substantiated most of the allegations pertaining to
state capture and have unveiled evidence of misconduct by the Gupta family and many
high-ranking govemment officials. OUTA has access to the emails, established the
authenticity of such and released an extensive report on state capture on 28 of June 2017

titled *No room to hide: A President caught in the act.”

5.

Amongst the emails and documents, were evidence of conduct that constitutes crimes of
corruption and contraventions of the Public Finance Management Act 1 of 1999 ("PFMA")

and the Companies Act 71 of 2008 (“the Act’) on the part of Mark Vivian Pamensky

B

(1%
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("Pamensky”), who was a non-executive director at Oakbay Resources and Energy as

well as a non-executive director at Eskom.

BACKGROUND

Shortly after her appointment as Minister of Public Enterprises in May 2014, Minister Lynne
Brown ("Brown”) recommended the appointment of a new Eskom Board to Cabinet.
Cabinet confirmed the appointments in line with Brown's recommendation on 11

December 2014.

7.
These appointments included numerous individuals who had personal or business
relationships with the Gupta family and their close business associates. One such person
was Pamensky .who sat on the board of the Gupta’s Oakbay Resources and Energy {Pty)

Ltd ("Oakbay”) from September 2014 until May 2017.

8.
Pamensky also served as a director on the boards of numerous other companies in which
the Guptas hold a stake, including Shiva Uranium (Pty) Ltd, Yellow Star Trading 1099 (Pty)
Ltd, and BIT Information Technology (Pty) Ltd. Pamensky also had a direct business

interests in Oakbay and Shiva Uranium and is a known friend of Salim Essa, who is part

DK 2,
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of the Gupta group of businesses. Pamensky has served as a non-execulive director of

Eskom from 11 December 2014 to November 20186.

9,
In his role as Non-Executive Board member of various companies, Pamensky was the
conduit for the flow of privileged information between the companies. A copy of emalls
dated 18 September 2015, 25 November 2015, 3 December 2015 and 10 December 2015
which evidences same, are attached as Annexure "BT 1°, "BT 2", “BT 3" and "BT 4"

respectively.

10.
Pamensky further used his position and authority as non-executive board member on
various boards to influence decisions and manipulate the outcomes of the various
committees that he sat on. Copies of emails dated 29 October 2014, 7 Septernber 2015,
22 November 2015, 19 January 2016 and 30 January 2016 which evidences same, are

attached as Annexure "BT 5", “BT 6", "BT 7°, "BT 8" and “BT 9" respectively.

1.
Pamensky failed to recuse himself from decisions in which conflicts of interest arose
between his various stakes in business. Such failure to recuse himself aides in his
willingness to assist in dubious fransactions. A copy of an email dated 17 November 2015

which evidences same, is attached as Annexure "BT 10",

o
2
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CHARGES

12.
Section 76 of the Companies Act 71 of 2008 {"the Act") sets out the standards of directors’

conduct:

(1)  Inthis section, 'director’ includes an alternate director, and-
(a) a prescribed officer: or
(b) a person who is a member of a committee of a board of a company, or of
the audit committee of a company, irrespective of whether or not the person is also

a member of the company's board.

(2) A director of a company must-
(@}  not use the position of director, or any information obtained while acting in
the capacity of a director-
(i to gain an advantage for the director, or for another person other than
the company or a wholly-owned subsidiary of the company; or
(i)  to knowingly cause harm to the company or a subsidiary of the
company; and
(b} communicate to the board at the eariiest practicable opportunity any
information that comes to the director's attention, unless the director-
(i) reasonably believes that the information is-

(aa) immaterial to the company; or
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(bb) generally available to the public, or known to the other
directors; or
() is bound not to disclose that information by a legal or ethical

obligation of confidentiality.

(3)  Subject to subsections (4) and (5), a director of a company, when acting in that

capacity, must exercise the powers and perform the functions of director-

(@)  ingood faith and for a proper purpose;

(b) inthe best interests of the company; and

{c)  withthe degree of care, skill and diligence that may reasonably be expected
of a person-
i) carrying out the same functions in relation to the company as those
carried out by that director: and

(f)  baving the general knowledge, skill and experience of that director.

(4} In respect of any parficular matter arising in the exercise of the powers or the
performance of the functions of director, a particular director of a company-
(@)  will have safisfied the obligations of subsection (3) (b) and (c) if-
(i} the director has taken reasonably diligent steps to become informed
about the matter;
(i) either-
(aa) the director had no material personal financial interest in the

subject matter of the decision, and had no reasonable basis

6“%
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to know that any related person had a personal financial
interest in the matter; or
(bb) the director complied with the requirements of section 75 with
respect fo any interest contemplated in subparagraph (aa);
and
(i)  the director made a decision, or supported the decision of a

committee or the board, with regard to that matter, and the director

'13 had a raticnal basis for believing, and did believe, that the decision
was in the best interests of the company; and
(b) s entitled to rely on-
(i) the performance by any of the persons-
(aa) referred to in subsection (5); or
(bb) to whom the board may reasonably have delegated, formally
or informally by course of conduct, the authority or duty to
perform one or more of the board's functions that are
delegable under applicable law; and
x \ ()  any information, opinions, recommendations, reports or statements,

including financial statements and other financial data, prepared or

presented by any of the persons specified in subsection (5)."

13.
Section 213 of the Act states that:

@M%
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‘(1) ltis an offence to disclose any confidential information concerning the affairs of
any person obtained-
(8)  in camying out any function in terms of this Act; or
(b) as aresult of initiating a complaint, or participating in any proceedings in

terms of this Act.”

14.
In terms of section 214 of the Act:

(1) A personis guilty of an offence if the person-

(a) s a party to the falsification of any accounting records of a company:

(b) with a fraudulent purpose, knowingly provided false or misleading
information in any circumstances in which this Act requires the person to
provide information or give notice to another person;

{c) was knowingly a party to an act or omission by a company calculated to
defraud a creditor or employee of the company, or a holder of the company's
securities, or with another fraudulent purpose; or

(d) is a parly to the preparation, approval, dissemination or publication of a
prospectus or a written statement contemplated in section 101, that

contains an 'untrue statement’ as defined and described in section 95.”

15.

A
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Any person convicted of an offence in terms of this Act, is liable in the case of a
contravention of section 213 (1) or 214 (1), to a fine or to imprisonment for a period not

exceeding 10 years, or to both a fine and imprisonment (section 216 of the Act),

16.
The fiduciary duties and general responsibilities of an accounting authority in terms of

the PFMA, are sfipulated in section 50 and section 51:

"50(1) The accounting authority for a public entity must-

(a} exercise the duty of utmost care to ensure reasonable protection of the assels
and records of the public entity;

(b) act with fidelity, honesty, integrity and in the best interests of the public entity
in managing the financia! affairs of the public entity:

(c) on request, disclose to the executive authority responsible for that public
entity or the legislature to which the public entity is accountable, all material
facts, including those reasonably discoverable, which in any way may
influence the decisions or actions of the executive authority or that legislature;
and

(d) seek, within the sphere of influence of that accounting authority, to prevent

any prejudice to the financial interests of the state.”

*(3) A member of an accounting authority must-
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(a) disclose to the accounting authority any direct or indirect personal or private
business interest that that member or any spouse, partner or close family
member may have in any matter before the accounting authority; and

(b) withdraw from the proceedings of the accounting authority when that matter is
considered, unless the accounting authority decides that the member's direct

or indirect interest in the matter is trivial or irelevant.”

) -

*51(1)An accounting authority for a public entity-

(a)  must ensure that that public entity has and maintains-

0] effective, efficient and transparent systems of financial and risk
management and internal control:

(i)  asystem of internal audit under the control and direction of an audit
committee complying with and operating in accordance with
regulations and instructions prescribed in terms of sections 76 and

&) 77; and

.

(i}  an appropriate procurement and provisioning system which is fair,
equitable, transparent, competitive and cost-effective;
(iv)  a system for properly evaluating all major capital projects prior to a
final decision on the project;
(b}  must take effective and appropriate steps to-

(i) collect all revenue due to the public entity concerned: and
37 2

- o



329

11

(i prevent irregular expenditure, fruitless and wasteful expenditure,
losses resulting from criminal conduct, and expenditure not
complying with the operational policies of the public entity; and

(i)  manage available working capital efficiently and economically;

(c) is responsible for the management, including the safeguarding, of the
assets and for the management of the revenue, expenditure and liabilities
of the public entity;

(d)  must comply with any tax, levy, duty, pension and audit commitments as
required by legislation;

(e)  musttake effective and appropriate disciplinary steps against any employee
of the public entity who-

(i) contravenes or fails to comply with a provision of this Act:

(fy  commits an act which undermines the financial management and
internal control system of the public entity; or

(i)  makes or permits an irregular expenditure or a fruitless and wastaful

expenditure; ....
(h)  must comply, and ensure compliance by the public entity, with the
provisions of this Act and any other legisiation applicable to the public

entity.”

18.
In terms of section 86 of the PMFA:

)
(99@
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“(2)  Anaccounting authority is guilty of an offence and liable on conviction to a fine, or
to imprisonment for a period not exceeding five years, if that accounting authority

wilfully or in a grossly negligent way fails to comply with a provision of section 50,

51or55°
Corruption

19,
We allege that Pamensky's conduct, as detailed above, constitutes contraventions of the
following sections of The Prevention and Combating of Corrupt Activities Act 12 of 2004
(“POCA"):

a. Section 3 of the POCA, which states:

“Any person who, directly or indirectly-

(a)  accepts or agrees or offers o accept any gratification from any other
person, whether for the benefit of himself or herself or for the bensfit
of another person; or

(b)  gives or agrees or offers to give to any other person any gralification,
whether for the benefit of that other person or for the benefit of
another person, in order fo act, personally or by influencing another

person so to act, in a manner-

2
N
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(i) that amounts to the-
(aa} illegal, dishonest, unauthorised, incomplete, or biased;
or
(bb) misuse or selling of information or material acquired in
the course of the, exercise, canying out or
performance of any powers, duties or functions arising
out of a constitutional, statutory, contractual or any
other legal obligation;
(i}  that amounts lo-
(aa) the abuse of a position of authority;
(bb) a breach of trust; or
(cc) the violation of a legal duty or a set of rules,
(i)  designed to achieve an unjustified resulf; or
(iv) that amounts to any other unauthorised or improper
inducement to do or not to do anything, is guilly of the offence

of corruption.”

b. Section 4 of the POCA, which states:
*(1) Any-

(a}  public officer who, directly or indirectly, sccepts or agrees or

offers to accept any gratification from any other person,

o

7
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whether for the benefit of himself or herself or for the benefit

of another person; or

person who, directly or indirectly, gives or agrees or offers to
give any gralificalion to a public officer, whether for the benefit
of that public officer or for the benefit of another person, in
order to act, personally or by influencing another person so lo
act, In a manner-
()] that amounts to the-
(aa) illegal, dishonest, unauthorised, incomplete, or
biased; or
(bb) misuse or selling of information or material
acquired in the course of the, exercise, carrying
out or performance of any powers, duties or
functions arising out of a constitutional,
statutory, contractual or any other legal
obligation;
(i)  that amounts to-
(aa} the abuse of a position of authority;
(bb) & breach of trust; or
(cc) the violation of a legal duly or a set of rules;

(i)  designed to achieve an unjustified result: or

R 4
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(iv)  that amounts to any other unauthorised or improper
inducement to do or nof o do anything, is guilty of the

offence of corrupt aclivities relating to public officers.

(2)  Without derogating from the generality of section 2 (4), 'to act'in subsection

(1), includes-

@

(b)
(c)

(d)

(e)

(0

(@

voting at any meeting of a public body;

performing or not adequately performing any official funclions;
expediting, defaying, hindering or preventing the performance
of an official act;

aiding, assisting or favouring any particular person in the
transaction of any business with a public body;

aiding or assisting in procuring or preventing the passing of
any vote or the granting of any contract or advantage in favour
of any person in relation lo the transaction of any business
with a public body;

showing any favour or disfavour to any person in performing
a function as a public officer;

diverting, for purposes unrelated fo those for which they were
Intended, any properly belonging to the state which such
officer received by virtue of his or her position for purposes of
administration, custody or for any other reason, to another

person; or

%

%
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exerting any improper infiuence over the decision making of

any person performing furictions in a public body.*

c. Section 7 of the POCA, which states:

(1) Any-

(a}

(b)

member of the legislative authority who, directly or indirectly,
accepls or agrees or offers to accept any gratification from
any other person, whether for the benefit of himself or herself

or for the benefit of another person; or

person who, directly or indirectly, gives or agrees or offers lo
give any gratification to a member of the legislative authority,
whether for the benefit of that member or for the benefit of
another person, in order to act, personally or by influencing
another person so lo act, in 2 manner-
(i) that amounts to the-
(aa) illegal, dishonest, unauthorised, incomplete, or
biased; or
{bb) misuse or selling of information or material
acquired in the course of the, exercise, carrying
out or performance of any powers, duties or

functions arising out of a constitutional,

o
V&
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statutory, contractual or any other legal
obligation;
(ii) that amounts to-
(aa) the abuse of a position of authority;
(bb) a breach of trust: or
(cc)  the violation of a legal duty or a sef of rules;
(i)  designed to achieve an unjustified result; or
(iv)  that amounts to any other unauthorised or improper

inducement to do or not to do anything,

is guilty of the offence of corrupt activities relating to members of the

legislative authority.

Without derogating from the generality of section 2 {4), o act' in subsection

(1) includes-

(a8)  absenting himself or herself from;

(b)  voting at any meeting of:

(c)  aiding or assisting in procuring or preventing the passing of
any vole in;

(d)  exerting any improper influence over the decision making of

any person performing his or her functions as a member of; or

o
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(e)  influencing in any way, the election, designation or
appointment of any functionary to be elected, designated or
appointed by, the legislative authorily of which he or she is a
member or of any commitiee or joint committee of that
legislative authority.”

d. Section 21 of the POCA, which states:
‘Any person who-

{a) atiempts;

(b)  conspires with any other person; or

{c)  aids, abels, induces, incites, Instigates, instructs, commands,
counsels or procures another person, lo commit an offence in
terms of this Act,

is guilly of an offence.”

e. Section 34 of the POCA, which states:
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(1) Any person who holds a position of authority and who knows or ought
reasonably to have known or suspected that any other person has

committed-

(8}  an offence under Part 1, 2, 3 or 4, or section 20 or 21 (in so
far as it relates to the aforementioned offences) of Chapter 2;

or

(b)  the offence of theft, fraud, extortion, forgery or uttering a

forged document, involving an amount of R100 000 or more;
must report such knowledge or suspicion or cause such knowledge or
suspicion to be reported to the police official in the Directorate for Priority
Crime Investigation referred to in section 17C of the South African Police

Service Act, 1995, (Act 68 of 1995).°

20,
In terms of Section 26 of POCA:

“(1) Any person who is convicled of an offence referred to in-

(a) Part1, 2, 3 or 4, or seclion 18 of Chapter 2, is liable-
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(i in the case of a sentence to be imposed by a High Court, to a
fine or to imprisonment up to a period for imprisonment for life;

(i)  in the case of a sentence to be imposed by a regional court,
to a fine or to imprisonment for a period not exceeding 18
years; or

(i) in the case of a sentence to be imposed by a magistrate's
cour, to a fine or to imprisonment for a period not exceeding

five years.

(3} In addition to any fine a court may impose in terms of subsection (1) or (2),
the court may impose a fine equal to five times the value of the gratification

involved in the offence.”

21,
With reference to the contents of this affidavit, | humbly request that the evidence set out
above be thoroughly investigated by the SAPS and other relevant law enforcement

authorities.

Signed at RANDBURG on this ”J-_\L\ day of AUGUST 2017.

=

DEPONENT
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1

| hereby certify that the deponent declares that the deponent knows and understand the
contents of this affidavit and that it is to the best of the deponent's knowledge both true
and correct. This affidavit was signed and sworn to before me at RANDBURG on this the

N
\Q_b day of August 2017 and the regulations contained in Gavernment Notice R1478 of 11

¥ July 1980 as amended by Government Notice R774 of 20 April 1982 concerning taking
i
O an oath have been complied with.
ANDREA KORFF 728
PRAKT:SERZNDE PsUKURE!;chDPt::uﬁ';‘s-‘;g":E:ngg:a:sa -
Al DE
T ASTICE MAHQNED STREET COMMI IONE%: OATHS

BROOKLYN
TEL; 087 7015874

F
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From: Atul Gupta<atul@ann7.com>
Sent on: Friday, September 18, 2015 8:45:18 PM

To: Varun{Oakbay) <varun@oakbay.co.za>; shivani@singhala.com; Tony
Gupta <tony@sahara.co.za>

Subject: Fwd: info

Attachments: 1115_001.pdf (834.43 KB), BDlive - Print Article.pdf (290.8 KB}, BDlive - Print
Article2.pdf {59.17 KB), image002.png (7.36 KB}, 115091805422402206.gif (30.35 KB)

HiVarun,

Please discuss with Mama and also reply accordingly.

Thanks

Atul Gupta

Chairman, TNA Media Pty Ltd

The correspondence was transmitted electronically without signature.
Begin forwarded message:

From: Mark Pamensky <markp@bilts.co.za [mailto:markp@blts.co.za] >
Date: 18 September 2015 at 11:42:18 GMT+4

To: "atul@ann7.com [mailto:atul@ann7.com] " <atul@ann7.com [mailto:atul@ann7.com] >,
“varun@shiva-u.com [mailto:varun@shiva-u.com) " <varun@shiva-u.com [mailto:varun@shiva-
u.com] >, "Trevor Scott {trevors@oakbay.co.za [mailto:trevors@oakbay.co.za) )"
<trevors@oakbay.co.za [mailto:trevors@oakbay.co.za] >, "Dudu Nyamane (dnyamane @gmail.com
[mailto:dnyamane @gmail.com} )* <dnyamane@gmail.com [mailto:dnyamane@gmail.com] >,
“Rensen, Terry" <twr@bca.co.za [mailto:twr@bca.co.za] >

Subject: info

[bttp://www.bits.co.za/)

This message has been scanned for viruses and

dangerous content by MailScanner [http://www.mailscanner.info/] , and is

believed to be clean. IMG [cid:Sb2ee71f-2fb2-45bf-b3f5-c10f10823fbc@internal.Jan)
[http://www.blts.co.za/

Hi All,
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Piease find attached documentation{below are the web-links) for information purposes including
Eskom's new procurement methods for coal.

This was one of the coal mines that | wanted us to buy. We need to move fast on certain asset
acquisitions as Sibany is picking up all these assets at low valuations which is what we should be
doing. We should also look to do a deal with Eskom on the coal plus mines. | have some good
thoughts on these assets that can we a win win for Eskom, the mine owners and ourselves.

Have a good weekend.

Kind regards

Regards,

Mark Pamensky

Chief Operating Officer

IMG [cid:485f3887-8d05-44be-8689-d348123fb0Obb@internal.lan)
Direct Line : +27 11 523 3098

Office Line : +27 11 523 3030

Fax :+27 11523 3031

Fax to email : +27 86 680 9896

Email :markp@bilts.co.za [mailto:markp@bits.co.za)

Web :www.bluelabeltelecoms.com [http://www.bluelabeltelecoms.com/]

For Disclaimer and Confidentlality Note: (click here)
[http://www.bluelabeltelecoms.co.za/mail_disclaimer.php)

PPlease consider your environmental responsibility before printing this e-mail

http://www.bdlive.co.za/business/mining/2015/09/17/sibanye-agrees-terms-with-waterberg-coal-
group [http://www.bdlive.co.za/business/mining/2015/09/17/sibanye-a...}

http://www.bdIive.co.za/business/mining/2015/09/18/sibanye—seals-coal-deaI-in-bid-to-get-off-
eskom-grid [http://www.bdlive.co.za/business/mining/2015/09/18/sibanye-s...]

R
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From: Atul Gupta <atul@ann?.com>
Sent on: Wednesday, November 25, 2015 4:24:.07 AM

To: varun@oakbay.co.2a; Shivani <shivani@singhala.com>; Rajesh Gupta
Tony <tony@sahara.co.za>

Subject: Fwd: Update

Hi Varun

Discuss with both Mamas and talk to Mark ASAP,

Thanks

Atul Gupta

Chairman, TNA Media Pty Ltd

The correspondence was transmitted electronically without signature,
Begin forwarded message:

From: MARK PAMENSKY <markpam2 @mac.com [mailtg:markpamZ@mac.com} >
Date: 25 November 2015 at 00:47:03 GMT+4

To: atul@ann?.com [mailto:atul@ann7.com]

Cc: markpam2@mac.com [mailto:markpam2 @mac.com]

Subject: Fwd: Update

Hi Chair,

I would like to discuss the following:-

1/ Concept on the potential law suit from Eskom to target Co;

2/ Copies of the DD reports when completed so | can comment, including the working capital/cash
flow forecasts as they stand currently.

Please let me know if 'm overstepping the boundary. If not, who can | discuss same with.
This in my opinion links to investment committee and coordination there of,

Look forward to hear from you.

Mark

Sent from my iPhone

Begin forwarded message:

From: MARK PAMENSKY <markpam2 @mac.com [mailto:markpam2@mac.com] >
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Date: 24 November 2015 at 22:40:57 SAST
To: atul@ann7.com [mailto:atul@ann7.com]

Cc: varun@shivau.com {mailto;varun@shivau.com] , Trevor Scott <trevors@oakbay.co.za
[mailto:trevors@oakbay.co.za) >

Subject; Update
Hi Chair,

The lead independent ("LiD") SENS announcement will go out tomorrow with the interim results
SENS announcement. This is more advantages instead of a stand alone SENS announcement of the
LID. We can ratify the resolution on your return.

Further, I'm going to ask Varun and Trevor to meet with me or telephonically, so | can understand
how we going to manage this target company, including where are the accounts going to operate
from etc. we need strong internal controls.

| think we must plan this now as | understand take over date to be 1 Jan.
Thanks
Mark

Sent from my iPhone
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From: Atul Gupta <atul@ann7.com>

Sent on: Thursday, December 3, 2015 10:42:10 PM

To: srikant <srikant@singhala.com>; Rajesh Gupta Tony <tony@sahara.co.za>
cC: varun(@oakbay.co.za; Kamal Singhala <kamals@vrlaser.co.za>

Subject: Fwd: ANN7 worst place in SA to work: Cosatu | TechCentral

Hi Srikant

Please ask T and suggest me the answer

Thanks

Atul Gupta

Chairman, TNA Media Pty Lid

The correspondence was transmitted electronically without signatura.

Begin forwarded message:

From: MARK PAMENSKY <markpam2@mac.com [mailto:markpam2@mac.com) >

Date: 03 December 2015 at 10:20:25 GMT+4

To: Atul Gupta <atul@ann7.com [mailto:atul@ann7.com] >

Subject: Re: ANN7 worst place in SA to work: Cosatu | TechCentral

Hi Chair,

Thank you for the mail.

| thought | would leave you with my thinking below, further to our discussion, at your home, prior to
your trip. We we can progress on your return in the New Year. | will be away from 14 Dec in Cape
Town, so if you need me, please don't hesitate to ask. Have a good rest.

Structure and the implementation of Investment Committee is important. | will implement this for
weekly meeting at your home at a time that suits all. We must be disciplined on this. This too brings
the group worldwide co-ordination together. To grow huge, we need this element.

| have been discussing with Varun the implementation of certain acquisitions operationally so we
manage these deals and operate correctly from day 1, such as shared services etc.

Where | can advise and implement for the group via the CEO's, | would love to add that value. i can
see clearly the group needs an interface between the family and Group. Many strategy idea's 'l pick
up from quarterly monitoring of investments and discussion with all of you, weekly and worldwide
group CEOQ's.

| would like assist you personally wherever | can but let's start here to prove myself and the value add.
I'm very pushy and pro-active so please let me know if | step over the line, which I'm sure [ will. This
creates good relationships if we communicate . We will hopefully get to know each other much better
and how each of us trade and inter-act. This will make the working relationship work optimally in my
opinion.

My primary role is property and to then assist and help grow that property group's Holding Company.
I start that from January, hence we need co-ordination as one specific item that has come to my
attention is that Broll {large property broker firm) is running around town locking for new office for
the group. We need to be specific and spacify what we require and hear from each CEQO etc all their
requirements, size, growth forecasts etc and then we plan and implement. | don't want to give an
incorrect brief to the market and then we look stupid. This is just an example. I'll will work on this and
improve. This group is very large and can grow quicker.

| look forward to get your thoughts when we meet. Once again enjoy the rest.

Speak soon.

Kind regards

Mark

Sent from my iPhone

On 26 Nov 2015, at 21:24, Atul Gupta <atul@ann7.com [mailto:atul@ann7.com] > wrote:
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Hi Mark

Thank you for the kind Nd thoughts, we should do more in new year, we will discuss when we meet
next.

Best Regards

Atul Gupta

Chairman, TNA Media Pty Ltd

The correspondence was transmitted electronically without signature.

On 26 Nov 2015, at 17:24, MARK PAMENSKY <markpam2 @mac.com [mailto:markpam2@mac.com) >
wrote:

Hi Chair,

Please see article.These people do not stop attacking us, which is something I'm used to in business
and we will overcome this. As | always say this will make us stronger and a more united group.l don't
believe this article at all as | know how good, generous, hospitable and respectiul you guys are to
people.

In terms of this article, we must make a point that you visit all the staff every second or third month
and we put into place, within the group, HR procedures to improve the overall ratings. If we manage
to be housed in one building, this I'm sure will assist and make it easier.

I will drive this for you, subject to your approval, in the new year with HR and all the group CEQ's.
Kind regards

Mark

httpy//www.techcentral.co.za/ann7-worst-place-in-sa-to-work-
cosatu/61588/7utm_source=feedburnerButm_medium=email&utm_campaign=Feed%3A+co%2FUqJF
+%28TechCent

o
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From: Mark Pamensky <markp@blts.co.za>

Sent on: Thursday, December 10, 2015 8:32:22 PM

To: atul@ann?.com

CC: varun@shivau.com; Rajesh Gupta Tony <tony@sahara.co.za>

Subject: Closure of OM
Attachments: 115121020321901201.gif (30.35 KB)

Hi Chair

Congratulations (Mazeltov) on a brifliant and well thought out, planned and
strategized acquisition of the Optimum Group of companies.

Well done and I'm proud of you all. This is only the beginning of the resource group
growth and many more to come into play.

I'm more than sure that you and the team wilt make a huge success of this
acquisition. | wish you all the success on the deal.

The hard work begins now and we as a team will produce the results. Let's me know
when you ready to discuss the operational implementation. I'm truly proud to be part
of this group.

Enjoy the well deserved holiday.

Mark

Sent from my iPhone
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From: George van der Merwe <george@shiva-u.com>
Senton: Woednesday, October 29, 2014 2:10:45 PM

To: Tony Gupta <tony@sahara.co.za>

Subject: FW: Committee

Attachments: 114102912503102202 gif (30.35 XB), image001.png (51.9 KB)

FY1 Sir

George van Der Merwe
Chief Operating Officer
Direct Fax: 086 733 5016
E-mail: george@shiva-u.com

From: Mark Pamensky [mailto:markp@hlts.co.za]
Sent: Wednesday, October 25, 2014 12:51 PM
To: Annamarie van der Merwe; George van der Merwe

Subject: RE: Committee

Hi Annemarie and George,

| had a chat to George yesterday and the essence of the conversation was the chairman of audit and
risk committees. As | understand it is the preference of all parties to have the committee separate
which | have na issue either way as the chairman of both committees will have to report back to the
board.

In terms of the chairmanship of the audit committee, it is still my preference that Terry remains
chairman, but in the interest of time and based on Terry’s travel plans, | will be willing to assist the
process and act as acting chairman until Terry returns. | will sign all the documentation accordingly
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after applying my mind with the information. As | have seen via all the emails today, the documents
are coming forward with the title of chairmanship under my name. | believe this should be acting
chairman after our conversation with Terry on Friday. | do believe Terry has grey hair and more
experience as this is a true FD type of role and 1 suggest he maintains the chair and i'll act in his
absence as mentioned above. Also | believe from a market perspective this will also add more value
and credibility.

| trust you will find the above in order and | look forward to discuss the abave on Friday.

Kind regards

Mark

——0Orlginal Messaga—~—

From: Mark Pamensky

Sent: 25 October 2014 10:558 AM
To: Annamarie van der Merwe
Cc: Mark Pamensky

Subject: Committee

Hi Anpamarie,

| have reviewed the amended PLS. Piease revert back to the original version regarding the Audit and
Risk committee to be one committee as the items overlap and functions better as one unit, in my
opinion.

If this is not possible, then please replace me as chairman of the audit committee and put Mr T
Rensen as chairman. | feel more comfortable with this arrangement, as defined in the prior PLS, and
with Mr Rensen as chairman of both committees respectively.

I trust you will find the above in order and 1 look forward to hear from you.
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Kind regards

Mark.

Sent from my iPhone

No virus found in this message.

Checked by AVG - www.avg.com

Version: 2015.0,5315 / Virus Database; 4189/8443 - Release Date: 10/24/14
- PLEASE NOTE -

This email and any files transmitted with it are confidential and intended solely for the use of the
individual or entity to whom they are addressed. If you have received this email in error please
notify the system manager. Please note that any views or opinions presented In this email are solely
those of the author and do not necessarily represent those of Shiva Uranium. Finally, while Shiva
Uranium attempts to ensure that all email is virus-free, Shiva Uranium accepts no liability for any
damage caused by any virus transmitted by this email.

This message has been scanned for viruses and
dangerous content by MailScanner, and is

believed to be clean.

M
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From: Atul Gupta<atul@ann?.com>
Senton: Monday, September 7, 2015 5:44:16 AM
To: Mark Pamensky <markp@bilts.co.za>

Subject: Re: IDC

Attachments: 115090508345700465.gif {30.35 KB)

Hi Mark

For sure we will discuss as | back

Best Regards

Atul Gupta

Chairman, TNA Media Pty Ltd

The correspondence was transmitted electronically without signature.

On 05 Sep 2015, at 10:34, Mark Pamensky <markp@blts.co.za [mailto:markp@blts.co.za] > wrote:
<115090508345700465.gif> [http://www.blts.co.za/)

Hi Chair,

Thank you for yesterday. | have anather thought and passed it on to Varun last night. As | keep on
talking about the "35" free ride for those people, | hear, from Trevor, that the IDC want wants to off-
{oad their shares.

A solution is for the IDC equity to be purchased by a BEE consortium, funded by the PIC, and
therefore we get more BEE points, specially when we considering acquiring certain assets. We as
Oakbay, can purchase half back, as a share buy back and then the balance for BEE. In this way alt
parties benefit as ORE gets more BEE and the current shareholders increase their equity stake, We
can decide to give all to BEE, and lock them in for 5 years and then to allow them to seli down 1/36
thereafter, making sure that the market is not flooded with stock overhang.

1 will discuss more when we meet.

Kind regards

Mark.

Sent from my iPhone

This message has been scanned for viruses and

dangerous content byMaiiScanner [http://www.mailscanner.info/]
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From: Atul Gupta <atul@ann7.com>
Sent on: Sunday, November 22, 2015 8:08:55 PM
To: shivani@singhala.com; Rajesh Gupta Tony <tony@sahara.co.za>

Subject: Fwd: Meeting of even date.

Sent from my iPhone&+

Begin forwarded message:

From: MARK PAMENSKY <markpam2 @mac.com>
Date: 22 November 2015 at 7:40:12 PM SAST

To: atul@ann?7.com

Cc: varun@shivau.com

Subject: Meeting of even date.
Hi Chair,
Thank you for the conversation today. | will action ali the items and ensure that they are completed.

1 will send a mail to Terry regarding the lead indepandant role, and that you as chalrman, have
decided to take a more conservative approach and would like to appoint him. This is the correct
business decision for ORE.

We will have the shiva uranium board sorted out by Tuesday. This will allow us to vote on the Tegeta
acquisition with no related parties. 1 would like to conclude this approval urgently so ORE and Shiva
Uranium can implement the transaction.

in terms of investment committee | am avallable to start straight away. As I'm at the tail end of the
main acquisition of Optimal Coal, please ensure that a condition precedent is that the R2bn claim
from Eskom is withdrawn or it becomes the sellers problem. I'm happy to get involved to assist with
this acquisition and monthly monitoring/analyzing of all investments from today. | can meet anyone
your require. If you need me [n India or Dubai to discuss, I'll meet you there.

Travel safe and look forward to seeing you soon. Once again thank you for today.
Kind regards
Mark.

Sent from my {Phone
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From: Atul Gupta <atul@ann7.com>

Sent on: Tuesday, Januvary 19, 2016 7:49:39 PM

To: shivani@singhala.com; Rajesh Gupta Tony <tony@sahara.co.za>
Subject: Fwd: Mining contractor

FYl

Sent from my iPhone6+

Begin forwarded message:

From: MARK PAMENSKY <markpam2@mac.com [mailto:markpam2@mac.com] >

Date: 18 January 2016 at 6:01:09 PM SAST

To: Atul Gupta <atul@ann7.com [mailto:atul@ann7.com] >

Subject: Fwd: Mining contractor

FYl.Begin forwarded message:

From: MARK PAMENSKY <markpam2@mac.com [mailto:markpam2@mac.com] »

Subject: Mining contractor

Date: 19 January 2016 at 6:00:45 PM SAST

To: Nazeem Howa <nazeemh@tnamedia.coza [mailto:nazeemh@tnamedia.co.za] >

Hi Nazeem,

In terms of Gordon the mining contractor, | suggest that we all meet with him to build the
relatianship. Clinton did not want to discuss with him the price increase which s, according to Clint,
3% to 4%, and he says is small in the big picture. | don't agree with this at all and we should have the
same discussion with Gordon. | explained to Clinton that the Business Practitioner can stop any clause
in the agreement but it seems that Glencore are controlling him. | also said that there is a 3 month
negotiation in the contract for price increases and Clinton lied and said that Gordon has been
discussing with him since November so the price increase is from February.

He said that Gordon will take R450m of which R300m upfront and R150m over a period, say within
year 3. (This is down from Clinton original R600m). We can choose which staff we want and Gordon
will handle the rest. It will be a debt free acquisition. He further explained that there is a full rebuild of
two underground cutters worth R50m. Clinton said the equipment would cost us more that R450m
should we buy the equipment ourselves.

I still believe we can get it for R300m max as Clint said that Gordon does not know us and not sure if
he wants to work with us. | think Clint said this to scare me which i ignored. Gordon needs us as much
as we need him,

Let me know if you want me to meet Gordon with you guys.

Thanks

Mark
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From: Atul Gupta <atul@ann?.com>
Sent on: Sunday, January 31, 2016 4:26:08 AM

To: shivani@singhala.com; Rajesh Gupta Tony <tony@sahara.co.za>

Subject: Fwd: Telephone call

Sent from my iPhoneé+

Begin forwarded message:

From: Mark pamensky <markpami4@gmail.com [mailte:markpam14@gmail.com) >

Date: 31 January 2016 at 12:39:48 AM GMT+4

To: Nazeem Howa <nazeemh@tnamedia.co.za [mailto:nazeemh@tnamedia.co.za) >

Cc: "atul@ann7.com [mailto:atul@ann7.com] * <atul@ann7.com [mailto:atul@ann?.com] >
Subject: Re: Telephone call

Hence my thinking is for me to revert back tomorrow and ask him to bear 100% of the employment
staff that we intend to retrench acting reasonably and to not charge us shared services until we
transfer accross the accounting and systems for a max period of € months. Normally in a deal of this
size, these elements come across with the business. This is a show of good faith from them.

Let's discuss tomorrow when you have a chance. | know what his argument will be but we can
counter it.

Thanks
Sent from my iPhone

On 30 Jan 2016, at 22:32, Nazeem Howa <nazeemh@tnamedia.co.za
[mailto:nazeemh@tnamedia.co.za] > wrote:

Interesting
Nazeem Howa
Chief Executive

On 30 Jan 2016, at 21:57, Mark pamensky <markpam14@gmail.com
[mailto:markpam14@gmail.com) > wrote:

<image2.png>

Sent from my iPhone

On 30 Jan 2016, at 21:11, Mark Pamensky <markp@blts.co.za [mailto:markp@blts.co.za) > wrote:
Hi Sir's
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Just for info purposes but Clinton cailed me now to make sure that | reply back to you that Ivan is
100% behind the closing of the deal and that Glencor are not behind these press statements. | don't
believe him about the press but do believe him about the fact the closing the deal is important to

Glencor. The fact is that Eskom will not deal with Glencor and the business practitioner mentioned
same to me.

Clinton was really concerned that | rely the message and ensure the deal closes.

These guys are not to be trusted in any way, form or shape but | have to pass on the message.

Thanks
Mark

Sent from my iPhone
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From: Atul Gupta <atul@ann?.com>

Sent on: Tuesday, November 17, 2015 9:42:19 PM

To: shivani@singhala.com; Rajesh Gupta Tony <tony@sahara.co.za>
Subject: Fwd: Discussion

Attachments: 115111721220400543.gif (30.35 KB)

FYl

Sent from my iPhone6+

Begin forwarded message:

From; Mark Pamensky <markp@blts.coza [mailto:markp@blts.co.za) >

Date: 17 November 2015 at 21:21:59 SAST

To: "atul@ann7.com [mailto:atul@ann7.com) * <atul@ann?.com [mailtc:atul@ann.com] >

Cc: Mark Pamensky <markp@blts.coza [mailto:markp@blts.co.za) >

Subject: Discussion

IMG [0] {http://www.blts.co.za/]

Hi Chair,

Hope you well. | wanted to have a chat with you on the lead indepandant role.

Based on ORE potential acquisition of Tegeta which has a contract with Eskom. | sit on the Eskom
board and this can perceived to be a potential conflict as lead independent. | would then be
independent.

! have got an opinion on this from external counse! and they believe it not to be an issue as do l.
This is a state of mind, and | don't believe there is any conflict whatsoever. I'm not involved at Eskom
on those decisions. Those sit with tender board and | only chair the Investment committee and main
board. These decisions are not taken at board level either.

| bring this to you attention so we can discuss in person. | don't want to causa any harm or potential
press to ORE, if any. Terry can take that pasition if you chose, as an alternative solution, should you
believe a conflict from my side and/or want to be very conservative.

Can we meet prior to board meeting for few minutes.

Look forward to hear from you.

Kind regards

Mark.

Sent from my iPho



Certificate issued by the Commissioner of Companies & Intellectual
Property Commission on Wednesday, November 7, 2018 at 14:10
Disclosure Certificate: Companies and Close Corporations .
Companies and Intellectual
Rogistralon Number 2006/ 014492707 Property Commission
Enterpnse Nama TEGETA EXPLORATION AND RESOURCES a member of dti group
ENTERPRISE INFORMATION
Registration Number 2008 / 014492/ Q7
Enterprise Name TEGETA EXPLORATION AND RESOURCES (PTY) LTD
Reglstration Date 15/05/2006
Business Start Date 15/05/2006
Enterprise Type Ptivate Company
Enterprise Status Business Rescue
Compliance Slalus Compliant
Financial Year End February
TAX Number 9112268165
Addresses POSTAL ADD S ADDRESS OF REGISTERED OFFICE
POSTNET SUITE 458 GRAYSTONE RIDGE OFFICE PARK
PRIVATE BAG X8 144 KATHERINE STREET
BENMORE SANDOWN
SANDTON
2010 2146
ACTIVE MEMBERS / DIRECTORS
Surname and First Names Type 10 Number / Contrib. Interest  Appoint. Address
Date of Birth {R) {%) Date
KNOOP KURT ROBERT Business Rescue  BBJ3275037084 000 [+121] 20022018 Postal P O BOX 181
Pracidionar PIETERMARITZBURG. 3200
Residentat 19 HOSKING ROAD
ATHLONE PIETERMARITZB 'AG
2n
KLOPPER JOHANALOUIS Business Rescus 5607125051083 000 000  ZC2R018  Postal P O BOX 22465
Practtioner GLENASHLEY 4022
Residenia: 7 FURN RIDGE 1
BURNE CRESCENT
GLENASHLEY. 4000
CHAWLA ASHU Dracior 1971-06-24 0400 000 14K9/2009  Postal 3 SAXONWOLD DRIVE
SAXONWOLD SANDTON
GAUTENG. 2186
Residantial 3 SAXONWOLD
DRIVE, SAXONWOLD SANDTON.
GAUTENG 2196
NATH RAVINDRA Direclor 1855-11-18 000 000 02042007  Postal 52 HILLVIEW SPARROW
HAWK STREET, AMBERFIELD
CREST, ROOIHUISKRAAL
Residential 52 HILLVIEW
SPARROW HAWK STREET.
AMBERFIELD CREST
Page 1of B
Physical Address Poslal Address: Companies Docex; 258
the dti Campus - Block F P O Box 428 Wab: www cipc.co.za
77 Mamtjias Streal Pretovia Contact Centre: 088 100 2472 (CIPC)
Sunnyside 0001 0001 Contact Centre (International): +27 12 384 9573
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Disclosure Certificate: Companies and Close Corporations c
ompanies and Intellectual

Registration Humber 2006 014492/ 07 Property Commission
Enterprisa Name TEGETA EXPLORATION AND RESOURCES s member of dil group

RAGAVAN RONICA Drrector 7709170007081 00Q oo HMNH007T  Postal PRIVATE BAG X180,
HALFWAY HOUSE 0 1685

Reswienlal 329A BISHOP BIRD
STREET, CENTURION 0 D145

AUDITOR DETAILS

Auditor Name Type Status Appointment Resignation  Email Address
Date Date

DQUGLAS DIX-PEEK AND COMPANY Aud tor Resgr

Profession Number:
SEKELA 'INCORPORATED Audior Resgn

Professlon Number: 3345006

H GORDON AND PARTNERS Auditor Resgn
INCORPORATED

Profession Number: 914487E
KPMG INCORPORATED Audtor Resgn 2008-02-28 o

Profsssion Number: 0000
SIZWENTSALUBAGCBODO INC Auddor Rasgn 2018.01.25

Profession Number: 546016
NERIOHA MOODLEY Dasignated Audiot Reag: 2018-01-29

Profession Number: 803379

SIZWENTSALUBAGOBODO INC Audior Resign 2016-01-29 2018-02-18 SHARDHA JUGNAIK

Protfession Number: 945016
MOODLEY NERIDHA

2018-02-16

Dosgnaied Auditor Resgn 20M18-01-29 011 231 0500

Profosslon Number: Bo3gie

CHANGE SUNMMARY
3111072008 Accounlng Officer Chenge on 31110/2008

Change Record
Nameg = KPMG INCORPORATED
Status = Cuent

18X05/2005 Reg straben of CCACO on 15052006

1710712006 Member Change on 170772006

Sumame=BISHOP

Fudl ForeNames=DENNIS JACOBUS

1d Ne=5011075078008

Staus RESIGNEDNsiure of Change=RESIGNATION
1710772006 Member Changa on 1707/2006

Sumama-MATONGC

Fusl ForaNamas=MOHAMED VICTOR

Id No=601215

Status ACTIVENatwre ol ChangezAPPOINTMENT

Physical Address Postal Address: Companies Docex: 256

the dti Campus - Block F P O Box 429 Waeh: www clpc co za

77 Meintjies Streat Pretoria Contact Centre: 086 100 2472 (CIPC)
Sunnyside 0001 0001 Contact Centre {Intemational): +27 12 384 9573
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Disclosure Certificate: Companies and Close Corporations

Regitiration Nymber 2008/ 014482 / D7
Enterprise Nama TEGETA EXPLORATION AND RESOURCES

358
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Property Commission

3 membes of 1. 1l group

170712008 Repstered Address Change on 07/08/2008

101 OXFORD ROAD
SAXONWOLD
JOHANNESBURG

2196
170712006 Posial Address Change on 0T08/2006

P O 80X B305
JOHANNESBURG

2000
250772006 Azeounting Officer Change on 11/07/2006
Changa Record
Name =DOUGLAS DIX-FEEK AND COMPANY
Status =Resgn

| 250072006 Atcsunting Officar Change on 111072006

Add Record
Name = SEKELA INCORPORATED
Slatus = Current

25/0812006 Name Change on 2508/2006

T-JUNCTION TRADE AND INVEST 58
15032007 Postal Address Change on 020472007

PO BOX B305
JOHANNESBURG

2000
150372007 Reg stered Address Change on 0200472007

01 OXFORD ROAD
SAXONWOLD
JOHANNESBURG

2195
2410472007 Member Change on 2404/2007

Suname=MATONGO

Full ForeNames=MOHAMED VICTOR

Id No=601215

Status ACTIVENaiure of ChangeaNO CHANGES
241042007 Membar Change on 01/08/2008

Surname=LETTE

Full ForeNames=SEEDY MOMODOU

Id No=5308205210185

Siatus ACTIVENstre of Change=NEW APPOINTMENT
2410412007 Mamber Change on 01/08/2006

Surname=PAHADIA

Full ForeNames=RAJENEESH

id No=7203155873185

Stalus ACTIVENature of Change=NEW APPOINTMENT
02062007 Accounting Officer Change on 160412007

Change Racord
Name = SEKELA INCORPORATED
Stalus = Resign
02805:2007 Accounting Officer Change en 16042007
Add Recerd
Nama = H GORDON AND PARTNERS INCORPORATED

Status = Curment
RO 00T Member Change on 050772007

Surmname=MATONGO

Fuli ForsNames=MOHAMED VICTOR

ld No=601215

Slatus ACTIVENatse of Change=NO CHANGES

Page dnfB
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Registration Number 20081 0144921 07
Enterptise Name TEGETA EXPLORATION AND RESOURCES

359
Cq)

Companies and Intellectual
Property Commilssion

amemberof | dilgiow

0s072007 Mambar Change on 0520772007

Sumame=LETTE

Full ForeMames=SEEDY MOMDOOU

id No=5308285210185

Slatus ACTIVENause of Change=NO CHANGES
05072007 Member Change on 05/07/2007

Sumame=PAHADIA

Fult ForeNames=sRAJENEESH

Id No=7300156872185

Status ACTIVENatwre of Change=sNQ CHANGES
DSAT2007 Mamber Change on 020412007

Sumame=NATH

Full ForsNames=RAVINDRA

Id No=551118

Stalus ACTIVENature of Changa=NEW APPOINTMENT
021112007 Member Changs on 11/07/2006

Sumame*MATONGO

Full ForaNemes*MOHAMED VICTOR

Id No=601215

Status ACTIVENshre of Change=NO CHANGE
021172007 Mambar Change on 01/08/2006

Sumame=LETTE

Full ForeNamas=SEEDY MOMODOU

Id No=5308285210185

Siatus ACTIVENatura of Change=NO CHANGE
0211472007 Mamber Change on D1/08/2006

Surnane=PAHADIA

Full ForeNames=RAJENEESH

W No=T303156873185

Stalus ACTIVENskre of Change=NQ CHANGE
0211172007 Mamber Change on 02/04/2007

Sumame=NATH

Full ForeNames=RAVINDRA

I No=551118

Status ACTIVENslre of Change=NO CHANGE
021172007 Member Change on 0111 1/2007

Sumame=GOVENDER

Full ForeNamas=RONICA

k¢ Na=7709170007081

Siatus ACTIVENature of Change=NEW APPOINTMENT
031112007 Mamber Change on 31102007

SurmamesMATONGO

Fif) ForeNames=MOHAMED VICTOR

Id No=801215

Siatus RES!GNEDNaiure of Change=RESIGNATION
012007 Member Change on 01 GA2006

Sumame=LETTE

Fuil ForaNames=SEEDY MOMODOL

Id No=5308285210185

Stalus ACTIVENalse ol Change=ND CHANGE
031172007 Member Changa on 010872006

Sumame=PAHADIA

Fuli ForeNames=RAJENEESH

Id No=7303156873185

Status ACTIVENahre of Change=NO CHANGE

0AN1/2007 Membar Change on 02/04/2007
Surname=NATH
Full ForaNames=RAVINDRA
Id No=551118
Status ACTIVENatwre of ChangesNO CHANGE
031172007 Member Change on 01/%1/2007
Physical Address Postal Address: Companies Docex: 256
the dti Campus - Block F P O Box 429 Web: www.cipc co.za
77 Meintjies Street Pretoria Contact Centre: 088 100 2472 (CIPC)

Sunnyside 0001 0001 Cantact Centre {International): +27 12 384 8573
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Disclosure Certificate: Companies and Close Corporations

Regesiration Number 2006 | 14492 1 07

Enterpnse Name

TEGETA EXPLORATION AND RESOLURCES

Companies and Intellectual
Preperty Commissian

3 membei of dtl group

28/08/2008

28/08/2008

19M0/2008

191072009

19102009

19102008

15/10/2009

D30E/201%

231172015

231172011

25110

250172014

251201

Sumame=GOVENDER

Full FereNames=RONICA

d No=T709170007031

Status ACTIVENalure of Change=NO CHANGE
Accounting Officer Change on 26/02/2008

PRIVATE BAG X9
PARKVIEW

2122

Statrs  Addrass Change
Accounting Officer Change on 26/02f2008

Membet Change on 140502009

Surname=LETTE

Full ForeNames=SEEDY IMOMOD0U

i No=5308285210185

Slatus ACTIVENatwre of Change=NO CHANGE
Member Change on 140872009

Sumame=PAHADIA

Full ForaNames=RAJENEESH

Id No=T302156872185

Stalus RESIGNEDNature of Change=RESIGNATION
Member Change on 14108/200%

Sumname=NATH

Full ForeNames=RAVINDRA

d No=5511180000000

Slatus ACTIVENatse of Change=sNO CHANGE
Member Change on 1470872008

Sumame=GOVENDER

Full ForeNarmes=RONICA

I No=7709170007081

Statss ACTIVEMNature of ChangesNO CHANGE
tember Change on 14/09/2009

Sumame=CHAWLA

Full ForeNames=ASHU

I¢ No=7106245529185

Status ACTIVENaIwre of ChangesNEW APPOINTMENT
Status changed Io Cancellaton of De-regisirabon Process an 03082011

Annual Retum Non Complance - Cancellation of Devegistration
Membes Change on 231172011

Authorising Director OetalsDwrector Full ForeNames=ASHU
Suname=CHAWLA
1D Numbera7 106245929185
Cusiomer Detals
Dwector Full ForaNames=ANNAMARIE
Surname=VAN DER MERWE
10 Number=5211160028085
Member Change on 2¢11/2011

Authonsing Lrireclor Detadsivector Full ForeNamas=ASHU
Sumama=CHAWLA
10 Number=7 106245920185
Customer Venfied=8102166115184
Mamber Change on 25/11/2011

Unlock PasswordiUniockad byJMUISPassword succassfully senl to STATI@QITHEMBACNLINE COQ ZA
Member Change on 25/11/2011

Unlock PasswordiUniocked by JMUISPasweword succatehully sanl 1o STATIITHEMBAONLUINE €O ZA
Mamber Change o 0111172007

PageSoth

Physical Address
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Regisiration Number 2008 1 014452 1 07
Enterprise Nama TEGETA EXPLORATION AND RESOURCES

Cempanles and Intellectual
Property Commissian

» member of ‘t group

Full ForeNames=RONICA
Sumama=RAGAVAN
ApponimentDate=01/11/2007
Sigtus=A

251172011 Membes Change on 01208/2006

Full ForeNames=SEEDY MOMODOU
Sumname=tETTE
Appontmen|Daie=01082006
StatusaC

25111201 Member Changs on 02/0472007
Full ForeNames=RAVINDRA
Sumame=NATH
AppoinimantDate=0204/2007
Status=A

12201 Postal Address Change on 04/10/201 1
P O BOX 2473
PRETDRIA

0001
2022011 Registered Addrass Change on DANGA20114

FIRST FLOOR BYRON PLACE
320 SCHUBART STREET
PRETORIA

0002
080812013 Annual Relun completed on 0S/082013

Company f Close Conp AR Fiing - Web Services Ref No 51418000
070212044 Pestal Address Changs on 0211212012

P 0 BOX 25160
MONUMENT PARK

005
072044 Registered Address Change on 0211212013

MONUMENT OFFICE PARK
BLOCK5-165
79 STEENBOK AVENUE
MONUMENT PARK
o184

040672014 Anrual Return compleled on D4/06/2014

Company I Close Corporation AR Fing - Web Services  RefNo  §2381510
0552015 SMS Notrfication that Annual Retum s due was sent on 050572015

E-Ma | send 1o ASHU CHAWLA for 2075
OS0S2C15 Status ehanged lo Uninawn

No Valid SMS or Emal Addrass for enterpr s M2006014492
18/05/2015 Anrwal Return compieted on 180572015

Compary f Close Corporation AR Filnig - Web Services RefNp 526461932
17H2RMS Member Change on CBN 212015

Add Record
Sumame = HOWA
First Names = NAZEEM
Status » Active
01/05R2016 SMS5 Notification thal Annual Retum 15 due was sent on 010572018

E-Mai! sendd 1o ASHU CHAWLA for 2016
01052016 Status changed o Unknown
No Vakd SMS or Email Addresas for enterprise M2006014452
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the dii Campus - Block F PO Box 429 Web: www tipt ¢o.z8
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Registralion Number 20061014492/ 07
Enterprise Name TEGETA EXPLORATION AND RESOURCES

Companies and Intelleciual
Property Commission

amember cf the dtl group

160572018 Annual Return compieted on 16/05/2016
Company 7 Close Corporation AR Fikng - Wab Sarvices  Ref No 5346265962

191072016 Ascounting Officer Change on 1411072018

Change Record
MName = KPMG INCORPORATED
Status = Resign

19/10/2016 Azcounting Officer Change on 141012016

Add Record
Name =SIZWENTSALUBAGOBODO INC
Slalus = Current

19102016 Accounting Officer Change on 141002016

Add Record
Hame =NERIDHA MOODLEY
Stetus = Current

1901217 Member Change on 180172017

Change Record

Sumame = NATH

First Names = RAVINDRA

Status = Actve
160172017 Meamber Change on 180172017

Change Record
Sumame = RAGAVAN
First Names = RONICA
Slalus = Aclive
1901207 Mamber Change on 112017

Change Record
Sumame = HOWA
Fust Names = NAZEEM
Status = Rewmgned
mosi2017 Emai Noldicaton thal Annual Return 19 dus was sent on D1/05720%7

E-May sent lo ASHU CHAVWLA for 2017
DV0sRM7 Status changed 1o Unknown

No Vabd SMS or Emall Addrest for anterprise M2006014492
25062017 Annual Relun completsd on 20/06/2017

Company f Close Corporation AR Fikng - Web Servces Hef No 575888508
2600712017 Member Change on 26072017

Direcior RAVINDRA NATH datads was Changed
6mrzon? Member Change on 280072017

Drectar RONICA RAGAVAN details was Changed
26072017 Member Cnange on 260772017

Darector ASHU CHAVWLA details was Changed
3010172018 Actounting Officer Change on 3000172018

Notce of change of audior NERIDHA MOODLEY rasigned
01/02/2018 Accounting Officar Change on 01/02/2018

Noice of change of audiors SIZWENTSALUBAGOBODO INC apponted
0wozrzo1e Accounting Officer Change or: 010212018

Notice of change of eudiiors MOODLEY NERIDHA appouted
2000212018 Accounting Officer Change on 200212018

Nolce of change of auduor MOODLEY NERIDHA resigned

20/2/2018 Status changed ta Unikhown
CoR123 1 recerved and procassad
27r2r2018 Stalus changed to Uinknown
Paga7old
Physical Address Postal Address: Companies Docex: 256
the dti Campus - Block F F O Box429 Web: www cipc co.za
77 Meinljies Street Pretorla Contact Centre: 086 100 2472 [CIPC)

Sunnyside 0001 0001 Contact Centre (Internationsl): +27 12 304 8573
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Disclosure Certificate: Companies and Close Corporations
Companies and Intellectual
Regulraton Number 20081 014492/ 07 pPreperty Cornmission
Enterprse Nama TEGETA EXPLORATION AND RESOURCES 2 member of thr. dil group
Add Record
Sumame =KNOOP
First Mamas = KURT ROQBERT
Status = Active
27/022018 Stalus changed lo Unknown
Agd Record
Surname = KLOPFER
First Hames = JOHAN LOUIS
Slalys = Acive
01/05:2018 Status changed lo Linknown
Column msg_adreas_{o does not be'ong to tab'a Tabiel - M20065014492
01052018 Staius changed ko Unknown
Column msg_adkess_to doas not balong to isb'e Tabel - M2005014492
. | ovoszma Email Nolifcation thal Annual Retum s due was sent on 01/052018
( - E-Mad sent to ASHU CHAWLA for 2018
- 01/05:20168 Email Notficaton thal Annual Return i due was sent on 09:052018
£-Mai sent 1o RAVINDRA NATH for 2018
01052018 Email Notficalion that Annual Return s due was sent on 01:05/2018
E-Mail serd 10 RONICA RAGAVAN for 2018
11/06/2018 Annus! Return completed on 11/08/2018
Compary ! Closs Corporation AR Fung - Web Serveas RefNo 5122392760
( '\.
Page s ol B
Physicat Address Postal Address: Companiss Docox: 2568
the ati Campus - Block F P O Box 428 Wab: www.cipc.co.za
77 Meintjies Street Pretona Contact Cantre: 088 100 2472 (CIPC)
Sunnyside 0001 0001 Conlact Centre {International): +27 12 394 9573
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Strictly private and confidential

26 November 2015

Molefi Nkhabu

Eskom Haldings SOC Limited
Asgurance and Forensies
Megawatt Park

Sunninghill

2157
Dear Mr Nkhabu

Report: Coal Quality Management review

1

PricewaterhonseCoopers Advisory Services (Pty) Ltd was recently appointed to assist
Eskom Holdings SOC Limited with an independent “Coal Quality Management Review”
In accordance with our Proposal and the scope of work detailed therein, we have

pleasure in presenting our report.

This Report has been prepared solely for the use of Eskom Holdings SOC Limited and
should be used for information purposes only. As such, it should not be disclosed to any
other party without our prior written consent. It shall be a condition of such consent, if
given, that PricewaterhonseCoopers Advisory Services (Pty) Ltd. aceepts no
responsibility to that third party and that any such third party will hold
PricewaterhouseCoopers Advisory Services (Pty) Ltd. harmless in respect of any
consequences of such disclosure. Whether or not we have given our consent, we will not
zccept liability or responsibility to any other party who may gain access to this
ocument,

Should you have any comments, please do not hesitate to me at +27 (11) 797 5526 or
+27 (79) 599 4677.

Yours sincerely

f:ag;ﬁ.
-7,;':;’ 7} g
" Trevor Hills

Director
trevorhills@za.pwe.com

i Pricewater ers Advisory Services (Pty) Ltd, Reg. no. 1999/024417/07
2 Eglin Road,mm Sunninghill 2157, Private Bag X36, Sunninghill 2157, South Africa
T: +27 (11) 797 4000, F; +27(11) 797 5800, vww.mue.co.ca

U A OFigharty = Nelonad Advisory Lasder
The Campany's pneipel placs of taat

is 5t 2 Egitn Road], Busminghil whare @ I of Srecion’ namat |s svatisble ks Irspetsion
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1 Background and mandate

) "ﬁ__': ‘Scope and nature of the review

Procedures performed

T | Sources of documentation and information 13 _.

——g ; B e e
Vi . Findings: Labs 46

VB~ Condusioms - TTUTBe

“TVII | Recommendations o B I -7 S

Report: Ceal Quality Management Review
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Appendix 1 Signed Proposal dated 7 September 2015 —_— I |
Appendix 2 March, April and June 2014 combustion test reports for AC Colliery
{ Appendix 3 AC Colliery combustion test report dated 12 March 2014
pendix 4 Coal Supply Agreement concluded with “A Co™ dated 10 March 2014
Combustion test report dated 18 June 2015 report by Chief Advisor Eskom
Appendix 5 Research, Testing and Development Division, Eskom
Appendix 6 Technical evalustion report dated 10 April 2015 in respect of the AC Colliery
‘Addendum’ to the AC Coal Supply Agreement in the form of a letter signed
Appendix 7 by General Manager fuel sourcing on 11 May 2015
 Appendix 8 2008 Medium Term coal procurement mandate”
The Board of Directors Tender Committee resolution pertaining to the
Appendix 9 extension of the Medium Term mandate for Coal Supply
Appendix 10 *CCc” Calliery Coal Supply Agreement signed in November 2014
Financial evaluation report of “D Co” Mining Resonrces (Pty) Ltd,
performed by “Ms Senior Advisor, Financial Accounting” of Eskom dated 20
Appendix 11 | October 2014
H Letter signed by Acting Labs Contract Manager, Quality Assurance
! Manager, Eskom as Acting Quality and Quantity Manager on 14 July 2015 to
amend clauses in the “D Co” Mining Resources (Pty) Ltd Coal Supply
Appendix2 | Agreement
Appendix 13 Coal Supply Agreement concluded with B Co” Mining on 25 March 2011
Technical memo dated 21 July 2011 compiled by Middle M=anager Plant
Appendix14 _ | Engineering o (SN _ ]
! Eskom’s Financiaj Evaluation Report dated 24 February 2010 onflll |
i Apmndix I5 | -
Appendix 16 Coal Supply Agreement concluded on 26 March 2015 with “E Co” Coal
List of Tenders received and signed off by the Middle Manager Coal
Appendix 17 Contracts on 10 October 2009 and date stamped 14 October 2009
| Appendix18 | Technical Evaluation report for the “AM™ Mine
' Eskom’s Procurement and Supply Chain Management Procedure (32-1034)
Appendix19 ' dated 12 August 2011
pendix20 | Minutes of a Strategy Pre Alignment Meeting held on 15 October 2013
A printout of the approved Purchase Requisition in respect of the tender for
Appendix 21 the appointment of Labs and Roving companies
' Contracting Strategy in respect of the procurement of Lab and Coal
_Appendix 22 | Sampling services
Appendix23 | Invitation to Tender dated 26 November 2013 B
Repoit: Coal Quality Management Review Pages
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E_A_p@dix 24 !  November 2013 to 14 January 2014

: Appendix 25 Attendanee Register for a clarification meetmg held on 12 December 2013
!Appendix 26 | Tender Evaluation Report i
| Appendix 27 ' Health and Safety Score Sheets_in respect of the Lab services tender

! Appendix 28 _ ! Quality Evaluation Score Sheet / Report in respect of the Lab services tender |
! Evaluation Report to the Procurement Tender Committee dated 7 March ;

|_A_22u;ﬁx 20 12014
- ' Feedback Report to the Procurement Tender Committee dated 28 March |

!_Appeudix 30 __| 2014 :
Copies of contracts concluded with the ¢ service providers (5 Labs and
Appendix 31 4 Sampling, Roving and Observation companies)

| Appendix 32 Labs Acting Contract Manager's Training Record ) .
Appendix33 | Eskom Lab Audit Procedure dated 4 February 2014

Appendix 34 Summary of the “Blind Sampling” sample analysis results _
Appendix 35 Non-conformance, Adequacy Assessment and Blueprint Development

—n b it .

L
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Definitions and abbreviations

Throughout this document, unless otherwise stated, the words in the first column have the
meanings stated opposite them ir: the second column

Definitions

'GM i General Manager

i Lab/Labs Laboratory/Laboratories

i LIMS { Laboratory Information Management System |

'NDA | Non-Disclosure Agreement

{ PED i Primary Energy Division i

[PTC . Procurement Tender Committes L

| PTC | Procurement Tender Committee

| QA I Quality Assurance

QA |_Quality Assurance

'SD&L Supplier Development and Localisation

I SHEQ __| Safety, Health and Quality i

| SLA Service Level Agreement o :

Entitieg

i_Eskom j Eskom Holdings SOC Limited Ji

“B Co” Mining/"BC" *B Co” Mining (“BC” Colliery) i

‘*CCo” “C Co” (Pty) Ltd

 PwC e ! PncmterhouseCooggg Advisory Services (Pty) Ltd.

_“TEST CO" “TEST CO” Limited ~

! “ANA" “ANA" South Africa (Pty) Ltd

[ *Analyt” { “Analyt” Coal Laboratory Services CC L

| “Lab” | “Lab” Coal Services CC

“"A Co"/AC “A Co” Exploration and Resources (Pty) Ltd (AC Col]iery)

D Co” Mining/"CCc" | "D Co” Mining (“CCc” Colliery)

1 "B Co” Coal/"AM™ { “E Co" Coal (“AM" Coliiery)

Individuals iras s s

] 1 i Senior Manager, Fuel Sourcing, Primary Energy Division i

| | Previous Senior General Manager, Primary Energy Division I
! Senior Manager Fuel Sourcing, Primary Energy Division, Eskom _:

! Plant Manager, AC Colliery _,'

I | General Manager, AC Collicry !

' Fuel Sourcing, PED T

[ _Coal Supply Unit Manager, Eskom i

L ! QA Senior Advisor A, Eskom |

] ' Advisar, AC Colliery E

Report: Coal Quality Management Review Page”
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Senior Advisor, Supplier Development and Localisation, Eskom

R—— 7 ——
' . ‘Senior Geologlst, Primary Energy Division I
N } _1QA SemorAdmngP_EskoE_ . _'“ o

Procurement Division, Eskom |

Acting Quality Manager, Eskom

e . s - — ———

Financial Evaluator, Eskom ) ]

| Geologist, Technical analyst,fsimm

- e

- ——— et

SD&L Strategist, Eskom e
Acting General Manager, Primary Enérgy Dvision 1

Acting Labs Contract Manager, Qua].ltyAssurance ‘Manager, Eskom

| Senior Advisor Procurement, Eskom T

A

o +§ealth & Safety Analyst, Eskom

- e i T a—S & — — g | ~Sitt—

Acting Procurement Manager (Tactical Procurement), Eskom
!

Report: Coal Quality Management Review Page 8
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BACKGROUND AND MANDATE

We were appointed by Eskom to conduct a Review of the Coal quality management of
certain coal suppliers (Mines™) and Eskom’s Contracted Laboratories ("Labs") following
aspects pursuant to the allegations discussed in the clarifieation meeting held in
September 2015. Our signed Proposal details our Approach {Appendix 1).

The Findingn have been discussed under two main work streams, namely “Mines” and
“Labs”, and the following headings have been used:

a)  Procurement;

b) Contracling;

¢) Contract Managemeat; and
d)  Quality & Assurance.

We have also been requested to perform a review of the following in relation to the
above:

a)  Non-conformance (to existing protocols and guidelines);

b)  Adequacy (assessment) of existing protocols and guidelines; and
The “Blue Print Development”, which includes suggested areas for improvements
to existing controls to enhance the effectiveness of processes.

SCOPE AND NATURE OF THE REVIEW

The scope of our review was limited to the information cbtained from Eskom, the
relevant Mines and Labs and interviews with Eskom officials and other external parties
deemed relevant.

The nature of the assignment included the inspection of electronic and hardcopy
records and other related supporting documentation deemed necessary to comply with
the mandate. We relied on records provided by Eskom, the relevant Mines and Labs,

We were not appointed to, and did not conduct an audit in terms of International
Standards on Anditing. The findings herein do not constitute an external audit opinion
and the information included in this report does not form part of any external andit

report.
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2.6

I

3.1

The findings contained herein are based on the work performed to date of this report.
We have taken reasonable steps to ensure that the information obtained is authentic
and complete but we cannot guarantee the authenticity and completeness of the
information. As a consequence, we cannot conclude that the outcome of ovr
investigation to date has been exhaustive and we reserve the right to withdraw this
report or amend our findings should subsequent information come to our attention
that warrants amendments to these findings.

We were not reguired to, nor do we express any legaj opinion in this document, nor
should anything stated herein be regarded as such,

This report contains evidence based on interviews conducted, information reviewed
and documents perused. We deem the aforementioned evidence to be appropriate to
gain an understanding of the issues to be reviewed.

PROCEDURES PERFORMED

For ease of reference, we segmented our procedures performed as follows:

Coal Supply relating to the 4 Mines (Sources)

3.2

‘We performed the following procedures:

3.2.1  Consulted with the following Eskom officials to identify the Mines to be
reviewed;

a) Eskom's Audit & Forensics Manager;
b) Eskom'’s Audit & Forensics Head; and

¢)  Chief Advisor Eskom Research, Testing and Development Division,
Eskom,

3.2.2 Weinterviewed the following Eskom Fuel Sourcing officials to understand the
process followed in the procurement of the Mines:

a)  Acting General Manager, Primary Energy Division;
b)  Senior Manager Fuel Sourcing, Primary Energy Division, Eskom; and
c)  Fuel Sourcing, PED.
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323 Weinterviewed the following persons involved with the procurement of the AC
Mine to understand their involvement;

a)
b)

c)
d)
e)
H
g

Geologist, Technical analyst, Eskom;

Ch]i(ef Advisor Eskom Research, Testing and Development Division,
Eskom;

Senior Geologist, Primary Energy Division;

Coal Supply Unit Manager, Eskom;

SDE&L Strategist, Eskom;

Acting General Manager, Primary Energy Division; and
Health & Safety Analyst, Eskom.

324 Weobtained and reviewed the following;

a)

b)
c)

d)
e)
f)

8

h)
i)
i)}
k)

The Eskom Pracurement and Supply Management Procedure (32-1034)
(signed as at 19/08/2011);

Governance documentation relating to Eskom's Coal Procurement;

Primary Energy Division's Potential Coal Supplier Evaluation and
Registration Process (Short/Medium Term);

Coal Quality Specifications for Eskom Power Stations;
Various technical memorandums;

Internal documents and other Eskorn records relating to the
procurement of the Coal Supply from the four Mines;

Pre-qualifieation Document requirements as per Primary Energy
Division checklist;

Coal Supply Agreements;
Various evaluation reports;
Minutes of meetings; and

Various supplier documentation and informations.

3.25 We performed a site visit at the AC and “AM” Mine.
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Lahoratery, Roving, Observation and Sampling services

3.2.6  We reviewed the relevant Eskom Supply Chain Management policy to
understand the prescribed procurement process;

3.2.7 Weinterviewed the following Eskom officials to understand the process
followed in the appointment of the Labs;

a8) Acting Quality Manager, Eskom;
b)  Acting Procurement Manager (Tactical Procurement), Eskom;

¢)  Acting Labs Contract Manager, Quality Assurance Manager, Eskom

d)  Senior Advisor Procurement, Eskom;

e) Acting Senior Manager Commercial, Eskom;
)  Senior Advisor Internal Control, Eskom;

g)  Health & Safety Analyst, Eskom; and

h)}  Senior Advisor, Supplier Development and Localisation, Eskom.

3.2.8 Weobtained and reviewed the following:

a) Eskom Procurement and Supply Management Procedure (32-1034),
gigned as at 19 August 2011;

b)  Procutement related information which ineluded the following:

< TEp.

aFé&?

The approved Contracting Strategy;

Purchase Requisition;

Invitation to tender;

Responses from prospective services providers;

Evaluation reports by the regpective evaluation teams, particularly,
reports for technical, quality and health and safety;

Evaluation report submitted to the tender board;

Contracts entered into with the respective service providers (Labs);
Invoices from inception of all contracts until August 2015;

Audit reports pertaining to the Labs; and

List of payments made to the Labs.

3.2.9 Performed site visits at two Labs (“Analyt” Coal Laboratory Services and
“TEST CO” Limited).
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3.210 Interviewed representatives at the following Labs;
a)  “Analyt” Coel Laboratory Services; and
b) “TEST CO" Limited.
32un  Weinterviewed the folowing Quality Assurance team members:
8)  Acting Quality Manager, Eskom;
b)  Acting Labs Contract Manager, Quality Assurance Manager, Eskom
¢) QA Senior Advisor A, Eskom; and
d) QA Senior Advisor B, Eskom.
3.212 Reviewed the Lab audits results from April 2014 to September 2015,
mrmed by the Quality & Assurance team at the various Eskom contracted
3.213 Weobserved “special andits” commissioned by Eskom at the Eskom
contracted Labs and reviewed the audit results.
3.2.14 tc}:l;:zr:i ;;;I:li‘?gm aﬁgyﬁnsg-pmceas at Eskom in Withank and the Lab where

IV. SOURCES OF DOCUMENTATION AND INFORMATION

4.1 Wesummarised documentation and information obtained as follows:

Table 1: Sources of documentation and information relating to the Coal

e

14 4 o 4 g 3 o &
1 | Mediam Term Sonrcing Strategy dated 29 Angust Senior Manager, |
' 2009 Fuel Sourcing, i
Primary Energy
Division

- 2 | Submission: Mandate Request to Negotiate and Senior Manager, |
| Conclude Contracts for the Supply and Deliveryof | Fuel Sourcing, i
- Coal for the period October 2008 ta March 2018 | Primary Energy -

dated July and August 2008 | Division

3 | Process Control Manual (PCM) for Source Internal Senior Manager,

: and State Owned Suppliers dated 4 December 2014 | Fuel Sourcing,

| Primary Energy

i; Division )

[T TS
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4 ' Process Control Manual (PCM) for Source External | Senior Manager,
' Suppliers dated 04 December 2014 Fuel Sourcing,
I Primary Energy
L Division
5  Process Contrel Mannal (PCM) for Procurement i Senior Manager,
Manageinent : Fuel Sourcing,
Primary Energy
. e . ~ Division .
5 , Extract of minutes of special Board Tender ' Senior Manager,
i Committee meeting held on 3 December 2010 Fuel Sourcing,
] Primary Energy
{ Division
6 Submission: Interim Feedback on Negotiationsand = Senior Manager,
Contracts concluded with Suppliers for the Supply ~ Fuel Sourcing,
and Delivery of Coal for the period October 2008to | Primary Energy
X ‘March 2018 _ | Division o
7  Request for Proposal (RFP) - Gen 3031 for the ! Senior Manager,
Supply of Coal to Eskom Power Stations dated 14 Fuel Sourcing,
; September 2009 Primary Energy
'_.____1__—_____ _____ Division
8 MTCS Evaluation of Request for Proposal (RFP) - Senior Manager,

: Eskom Procurement Supp y f &cg QuaEg
i T

Gen 3031 — Spreadsheet dated 3 December 2009 Fuel Sourcing,
Prir_nary Energy
Division

e:'i'l El_x

Procedure (32-1034) (signed as at 19/08/2011)

" 2 Purchase Requisition in respect of the tender for the [ Eskom Audit &
procurement of Lab services Forensics
_ Manager
3  Contracting Strategy: Tactical Sourcing compiledthe  Eskom Andit &
QA team (End User) . Forensics
! Manager
4 Invitation to Tender i Eskom Audit &
| Forensics
. | Manager
5 Lab Kick off Meeting register Eskom Audit &
Forensies
! _ { Manager
6  Lab negotiation meeting registers i Eskom Audit &
Forensics
Manager
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1 Eskom Audit &
} l | Forensics i
[ ! Manager
| 8  Strategy alignment meeting Minutes Eskom Audit &
| Forensics |
! t | Manager
! g Revised tender prices Eskom Audit &
, ‘ Forensics
: Manager ]
! 10  Feedback report to PTC after price negotiations Eskom Audit &
E Forensics
! L Manager
; 1 | Quality scoresheet compiled by the Senior Advisor Eskom Audit &
| “PQA” Forensics
l Manager
* 12 | Evaluation report to the PTC Eskom Audit &
] i | Forensics
l Manager
I 13 | Letters of acceptance and regret to the unsuccessful Eskom Audit &
service providers Forensics
| Manager
| 14 | Value contracts concluded with the g Service Eskom Audit &
‘ Providers Forensics
Manager i
| 15 | Non-Disclosure Agreements signed by the 9 Service | Eskom Audit &
! | Providers Forensics
; , Manager i
' 16 | Declarations of Interest signed by the g Service | Eskom Andit &
- Providers and the Evaluation and Negotiation Team  Forensics
Members . Manaper
17 ' Invoices submitted by the 9 Service Providers for the | Eskom Audit &
period March 2014 to August 2015 ! Forensics ;
- Manager / Acting
Quality Manager, :
i Eskom ;
18 Tender documents submitted by the g snccessful Senior Advisor
Service Providers Procorement,
| Eskom/
Procurement
t Division, Eskom
19 | Technical Evaluation score sheets . Senior Advisor
. Internal Control,
- Eskom / QA
. Senjor Advisar,
Eskom
" 20 | Safety Evaluation Score Sheets and relevant ; Health and Safety
correspondence | Analyst, Eskom |
Report: Coal Quality Management Review Page 15
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ReFI D0 & T R T
21 ‘' Qualifications and Experience records of the Lab
Procurement Team

22 - Financial Evaluation Score Sheets l Financial
o . : Evaluator, Eskom
23  The Eskom Procurement and Supply Management | Senior Advisor
| Procedure (32-1034) signed as at 19/05/2014 i Intlgnal Control,
i Eskom J

25 I “Analyt"” Coal Laboratory Services Quality Manual | Eskom Audit & !

26 : Technical Evalnation Site Visit Score Sheets l Procurement
; . Division, Eskom
. 27 | Blind Sampling Analysis results Aundit &
i ~_ Forensics, Eskom

Report: Coal Quslity Management Review Page 16



,,
MG

380

.

pwc

V.

5.1,

5.2,

5.3

54.

FINDINGS: MINES
Procurement process followed in contracting with the Mines

The Eskom Procurement and Supply Management Procedure (32-1034) (signed as at
19/08/2011) is largely dedicated to the Procurement of suppliers through a request for
proposal (RFP) or a formal tender process.

Section 2.6 of this procedure deals with the Process for Moritoring and contains the
following elements particularly relevant to the review:

a)  The requirements to conform to the PMFA requirement that Eskom is
represented by accountable persons at every level (Cost Centre Managers), who
must “prevent irregular expenditure, fruitless and wasteful expenditure, losses
resulting from criminal conduct, and expenditure not complying with the
operational policies of the public entity”;

b)  All Procurement Practitioners are obliged to attend training on both the Conflict
of Interest Policy (32-173), the Eskom Code of Ethics (Standard 32-527), and the
Eskom Cardinal Rules for Safety (32-421) in order to ensure that all commercial
activities are conducted in an ethical and safe manner as prescribed therein; and

¢)  Managers within the Group Commercial Division must review all declarations of
conflicts of interests made by their employees, and ensure that appropriate
measures are put into place to eliminate any perceived, potential or actual
conflicts of interest within the procurement and supply chain environment. A
formal declaration of interest must be signed by all members of evaluation /
negotiation teams prior to the commencement of formal competitive tender
evaluations and mandated negotiations estimated at R500,000 or more. It is the
responsibility of the Buyer / Commodity Manager to ensure that such
declarations of interests are completed and filed for audit purposes,

Section 3.1 of the procedure deals with Delegation of Authority to approve procurement
Strategies and Award Orders / Contracts. It sets out the delegation of authority
framework for procarement and in particularly states that “Sole adjudication (sole
signature) authorities (i.e. execution and approvals of procurement / disposals by
individual Procurement Practitioners or delegates, without reference to any other
delegate, Procurement Practitioner, or to a PTC), are no longer permitted, at any level
of delegation.”

The procurement of the coal supply from “AC” and “CCc" Collieries was secured by
means of an unsolicited offer and was thus received outside 2 competitive tender /
enquiry process. Section 3.7.3.9 of the Eskom Procurement and Supply Mansgement
Procedure; distinguishes between two types of unsolicited offers:

“The first type is an offer that is made by a supplier when there is no procurement
process, while the second type is made during a closed commercial process (tender or
competitive negotiations) where an "uninvited" supplier has approached an Eskom
emplayze / director before the closing date requesting to submit an offer.”
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5.5

5.6.

5.7-

5.8.

59.

Through various interviews conducted with the Acting General manager for the
Primary Energy Division, Acting General Manager, Primary Energy Division, it was
clear that the procurement of the "AC™ Coal Supply was conducted as one in which
there was no formal procurement process.

Albeit that there is no defined 'procurement initiation process’ for this type of offer,
section 3.7.3.9 does however require that-

a)  “This type of unsolicited offer be referred to the SD & L Department for supplier
pre-qualification and registration, as per 3.2 of the Procedure. Only once
evaluated and pre-qualified after application, the supplier may then be given a
vendor number confirming registration on the Eskom supplier database, and may
be considered for any future tenders / enquiries.”; and

b) Itfurther states that “Eskom employees that are approached with this type of
unsolicited offer should immediately refer the supplier to the SD & L Department
within the Group Commercial Division o engage in this registration process
without further representation, engagement or commitment.”

The Eskom Process Control Manual for Procurement (32-1223) (signed as at
8/12/2014) provides a conceptual framework for the elements in the Eskom
procurement management process and highlights inter alia the requirements fora
Supply chain Strategy and Integrated Demand and Supply Planning to precede and
inform the Procurement Management process.

Eskom’s Process Control Manual for Source External Suppliers (240-7891684) (signed
as at 4/12/2014) provides the requirements and key process steps in the procurement
process. It indicates how the process of dealing with unsolicited offers integrates with
the more formal RFP process.

With the above in mind, and through the interviews conducted with the Team Leader of
the "AC” Colliery Procurement process, the Acting General Manager, Primary Energy
Division, and having sight of the draft Primary Energy Division's Potential Coal
Supplier Evaluation and Registration Process (Short/ Medium Term- March 2015) we
were able to compile the standard process followed in the Primary Energy Department.

Report: Coal Quality Management Review Page18
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‘TD Coal Supply Procurement Process (Draft PED checllist and PCM for Source Externat Suppliers 240-7891684:

Supplice

9-Fueflitine -
Unsuolicited Ofees

383

v

Ofier is received

telephanically; vis e-mail
oc letter

As at January 2015- all
vusolicted offers are
dirested to a belpdesk (ss
per PED )
Supplier is to be referred
to 5D & L for supplier

i qtbnumd[
yupplicr registration (a5
per 3.2 of the procedure}
Proceedito Stage 4

rm

G- Mopnlinting

1. Negotinte terms and

i Conduct Squad Cheek
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5.10. In addition to the processes and requirements highlighted above, we have also paid
attention to the following in the review:

a)

b)

It was reported that all four of the coal supply procurement processes was
conducted under a mandate to negotiate and conclude contracts on a medivm
term basis for the supply and delivery of coal to various Eskom power stations
for the period October 2008 to March 2018 (dated 11% September 2008) (The
2008 MT Mandate) end the interim feedback on negotiations and contracts
concluded with suppliets for the supply of coal delivered to various Eskom
power stations for the period 1 October 2008 to 31 March 2018 to the BoD-TC
on 3 December 2010, where the mandate was extended and expanded to
contract for life of mine; to extend current contracts, and; powers with sub
delegation was granted to the Divisional Executive, Primary Energy Division to
execute (The 2010 MT Mandate Extension);

The MT Coal Supply Strategy and the 2010 MT Mandate Extensjon specifies
Contracting Principles and Standards for the negotiation teams and coal supply
agreements and standards for the process and contracts in the areas of:

i Legislative Compliance: The key principles listed here are that Eskom will
not contract with suppliers who do not operate legally, contracts with the
owners of mining resources or valne-adding agents and the standards
include a list of laws and statutory instruments pertaining to the mining
industry;

fi. Coal Quantities: This section list as principles inter alia that suppliers
should give warranties that they have sufficient coal reserves to meet
contractual quantities; Eskom should contract for energy rather than coal
mass; volume flexibility should be built in and it should come at no extra
cost; and penalty principles for under performance that would put the non-
defaulting party in the same finanecial position it otherwise would have been
in. The standards defined include the folowing; the reserves and resources
must be SAMREC Code compliant in the reporting; that the base CV must
be the geologically assessed average for the contracted reserve; and lists the
monthly, annual and full contract volume flexibility standards. It farther
sets standards for dealing with supply shortfall and under off-take;

iii. Coal Qualities: The specified contracting principles list the requirements for

pre-certification of stockpiles; Eskom's rights to monitor and audit;
compliance to a Coal Quality Management Procedure (CQMP) and that the
coal quality requirements will be power station specific and based on a Coal
Quality Effects Model that seeks to aptimize the cola qualities to the
economic impact on the power stetion. The standards set inclnde but is not
limited to; Suppliers have to commit to the CQMP, PED’s technical services
department must audit the CQMP compliance monrthly; and an Eskom -
appointed independent laboratory, will do analysis of the contractual
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samples;

iv. Price: Contracting principles for pricing include; price wil! be based on
efficient cost plus risk adjusted fair return; mine technical information will
be used as inputs to PED’s techno-economie models to do a cost estimate of
the mining operation; prices will be based on energy; and price choices
should be on total cost of ownership of the power station. The required
standards identified for pricing include the use ofa supplier data as well as
industry benchmark information in the techno-economic modelling; and
WACC plus a benchmarked return for the type of investment is mentioned
while recognising that other methods do exist;

v. Contract Price Adiustroents: Contract Price adjustments or escalation
clauses are meant to cater for the movement of cost components over the
duration of the contract. The principles set include; that the base price
should be clearly stated and a base date set before contracting; a basket of
cost categories and associated indices should be used that represent the
different cost drivers of the mining operation; at least 10% of the price will
be fixed and free of escalation in order to build in efficiency gains; the profit
component of the price should escalate at most with CPI; and the Contract
Price Adjustments shonld be analyzed annually to determine whether there
have been material shifts. Standards set include; prices should escalate
annually except for diese] escalation, upwards or downwards, that is done
monthly; and a standard cost basket with relative weights is specified; and

ogistics (Transport and related jssyes): The principles stipulate that;
cenveyor is the preferred mode, followed by rail and then roed; contracts
should be flexdble in order to allow switching between road and rail and free
on truck and delivered mode.

Mine 1: “A Co” Mining & Exploration: “AC” Colliery (Unsolicited, CSA
Signed 10 March 2015) (*“A Co™/ “AC™)

5.11. Our findings regarding the “AC” Mine are discussed below:

Background

5.12. The procurement process that led to the signing of the "AC" Colliery CSA. was treated
by PED as an unsolicited offer ontside of any procurement process.

5.13. The supplier offered two resources, “AC" and “VC", the latter was withdrawn later due
to environmental challenges. Various Eskom Coal Sourcing managers interacted with
the supplier over time. The mine started production in 2013 (not for Eskom) but
stopped for a period and started production again in February 2015, a month before
concluding the CSA with Eskom.

5.14. The Acting General Manager, Primary Energy Division led negotiations of which the
first was formally “minuted” on g May 2014, which led to a formal letter of offer from

“A Co" in September 2014.
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5.15. The General Manager, Fuel Sourcing, took over negotiations as demonstrated by the
20" January 2015 meeting with the "A Co” and the contract was signed on 10 March

2015.

Procurement
Receipt of offer/proposal

5.16. Previous offers from the supplier were reportedly received from 15 May 2012 via a
phone call and followed by an e-mail sent to Eskom executive, the previous Acting

General Manager, Primary Energy Division received a letter of offer on 23 September
2014 from “A Co",

5.17. The supplier was not referred to SD & L for supplier pre-qualification and supplier
registration as per Section 3.7.3.9 of the Eskom Procurement and Supply
Management Procedure.

5.18. An email request for vendor registration was sent by the Acting General Manager,
Primary Energy Division on 23 February 2015 to ‘SN stating that
Eskom intended to award a contract to "A Co” on 1 Aprit 2015.

Selection of evaluation team

5.19. The evaluation team selected did not complete declaration of interest forms prior to
the pre-qualification stage as required by the Eskom Supply Chain Management
procedure 32-1034.

5.20. No evidence was provided that the team underwent the required training on the
Conflict of Interest Policy (32-173), the Eskom Code of Ethics (Standard 32-527) and

the Eskorn Cardinal Rules for Safety (32-421).
Sampl ity Testin
5.21. We were not provided with the June and August 2014 sample test results.

5.22. We were provided with the March 2015, April 2015 and June 2014 reparts for review.
The reports indicated that the June 2014 and the March 2015 test samples were
similar in most characteristics and thus within the acceptable range for “X* and “Y"
power stations but marginal for the “Z” power station due to ash that was at the limit
of rejection range {(Appendix 2).

5.23. The 12March 2015 Report clearly stated that the ‘mixed “AC” seam 4 upper (S4U) and
Seam 4 lower (S4L) blend is not recommended for the “Z” power station as there is a
high probability that the blend will frequently exceed *Z™s 240 rejection specification
because of the poorer quality of the S4U which exceeds the *Z” 240 rejection
specifications. The report recommended that if S4U was de-stoned and blended with
84L the qualities could be acceptable, if de-stoning is not feasible then supplying only

541 to “Z” was an option’ (Appendix 3).
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5.24. The contract was signed on 10 March 2015 which was 2 days prior to the 12 March
2015 report being published (Appendix 4).

5.25. The 84L resource estimate {on the original mining right tenement offered which did
not include “AC" Extension) was insufficient to sustain the quantity required for the
“Z" Power Station over the life of the contract. The revised report submitted by the
Middle Manager Plant Engineering, the Fuels and Combustion Manager, confirmed
this finding and recommendation. The 18 June 2015 report by the Chief Advisor
Eskom Research, Testing and Development Division, Eskom confirmed the same as
the above and added that the high sulphuor content of “AC" was also a concern

(Appendix 5).
Envi tal & Legal Requl

5.26. We were not provided with the detailed Closure Cost Assessment reports and
therefore could not confirm that these were received at pre-qualification stage, We
however found that an on-site environmental evalnation was performed on 11 March
2014. The Water Use Licence was granted to the Mine on 22 December 2014.

Health and Safety Requirements

5.27. The first evaluation was conducted on 18 March 2015 which was 8 days after the
contract was sigmed.

5.28. The on-site visit was conducted on 26 March 2015 which was 16 days after the
contract was signed.

5.29, Some of the required pre-gualification documents were not received but the Health
and Safety Evaluator Health & Safety Analyst, Eskom confirmed that she had sight of
them during the on-site assessment and never made copies for Eskom's records.

5.30. The Health & Safety Analyst, Eskom confirmed the evaluation dates were correct and
stated that she was not aware that the contract had been signed on 10 March 2015

Technical and Quality Requi

5.31. During the technical evaluation process, we found that consistent and multiple burn
tests were performed, 3 in particular, The last two tests were dated after the contract
was signed, as is evident from the e-mail correspondence between the Middie
Manager Plant Engineering and Geologist, Technical analyst, Eskom from 23 March
to 14 April 2015 Re: feedback on Full Combustion Test- “AC" Colliery.

5.32. The 10 April 2015 report stated that “When Hardgrove is considered in the overall
assessment, based only on the laboratory analysis then the March 2015 sample is
not suitable for all power stations as the required mill throughput to meet full load
will not be achieved” (Appendix 6).

Report: Coal Quality Management Review Page 24



.

388

.

pwe

C ial and Fi ia] Requi s

5.33. We were not provided with any documents pertaining to commercial evaluations, We
were however informed that financial evaluations were performed. We also could not
find any evidence that a financial modeling and evaluation process was followed, ora
clear gommercial motivation for entering into the contract on the commercial terms
provided.

Negotial;
5.34. Minutes of meetings provided shows that meetings were held on:

a) 9 May2014;

b) 10July 2014;

c) 23 September 2014;
d) 23January 2o015; and
€) 30 Jannary 2015,

5.35. The first three meetings took place prior to the pre-qualification requirements being
met. The Health and Safety function was not represented at any of the above
meetings. SD&L were also not incloded during the meetings as required by the Eskom
Supply Chain Management procedure. The PED General Manager, Fuel Sonrcing at
the time, led the meeting which took place on 20January 2015,

Contracting

5-36. The Coal Supply Agreement, herein referred to as ‘the Contract’, was signed as at 10
March 2015, An ‘Addendum’ to the contract in the form of a letter was signed by the
General Manager fuel sourcing on 11 May 2015 {Appendix 7).

5.37. Our review of the contract showed the following:

a)  The contract was poorly formatted in that it contains numbering errors, e.g.
paragraph 10 was duplicated;

b}  The contract contains irrelevant or unreferenced information, these include: the
second paragraph of 20.8.1.2 has irrelevant paragraphs or factually incorrect
clauses (reference to “existing dome cameras” in clauses 21.5.1and 21.7.4, also
reference to short term contract in 21.5.2);

)  The contract contains ambiguities (clause 20.8.1.2 refers to a flow diagram that
shall form part of the final Agreement);

d)  The Coal Quality Management Procedure (*CQMP"), containing obligatory

requirements referred to in the body of the contraet is in draft, incomplete and
not yet agreed or implemented:
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An ‘Addendum’ to the contract dealing with a change to coal quality parameter
is in the form of a letter addressed to the Chief Executive of “A Co™. The Acting
General Manager, Primary Energy Division confirmed that this "Addendum’ has
not been signed by the A Co” and thus cannot be legally in force as per section
44 of the contract, The parties bowever have implemented this change;

Addendum E of the contract dealing with the BEE ownership undertaking is in
the form of a letter from the supplier. Legal drafting of the agreed terms and
undertakings is considered a more appropriate way in order to avoid
misinterpretation and ambiguity; and

The contract appears to have been compiled hastily by copying and pasting
sections from other contracts. The Acting General Manager, Primary Energy
Division stated that it had been put together by an Official in Legal Services,
who has since left Eskom,

t te

We were informed that the procurement of coal supply from “A Co” was
performed under the “2008 Medium Term coal procurement mandate” set up
originally for emergency coal procurement. During an update to the Board of
Directors Tender Committee in 2010, the mandate was extended and expanded
to include contracting for “life of mine®, to extend current contracts, and
granted sub-delegation powers to the Divisional Executive Primary Energy
Division for execution (Appendix 8);

We did not receive evidence of compliance to some of the specified eriteria, e.g.
finanecial evaluation. The 2010 mandate motivates that the financial justification
will be performed on a cost plus a risk adjusted fair return. Further that it
should comply with the long term coal sourcing strategy;

On 14 April 2014, PED pravided an npdate to the Board of Directors Tender
Committee on the Medium Term Procurement and motivated that the mandate
be kept open and that the Divisional Executive be granted authority with powers
to delegate to give effect to the Mandate. The Board of Directors Tender
Committee resolution provided however only reflects that “feedback on the
results of negotiations and Coal Supply Agreements is noted.” It is therefore
unclear if the Board of Directors Tender Committee approved the continuation
of the 2010 revised mandate that authorised the Divisional Executive as a sole
signatory authority which is specifically prohibited by the Eskom Procurement
Management Policy (32-1034) effective 20 September 2011 (Appendix 9);

Althongh it was reported that an updated Coal Procurement Strategy exists, this
was not provided for review, nor was any evidence found that demonstrates that
the procurement was in accordance with this approved strategy;

The Senior Manager Fuel Sourcing, Primary Energy Division, Eskom confirmed
that PED has a Coal Supply Optimization Model and that an integrated demand
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and supply planning process exists, but that it is not generally used to confirm
that a supply contract fits with the optimised plan;

m) Wefound no evidence that a financial evaluation was performed; and

n)  The relative percentages in the price escalation basket differs from the
prescribed basket (Mandate standards). Together with qualities and price per
energy unit, price adjustments are critical financial parameters in multi-year
contracts and justifies tight oversight and consideration. No rationale for the
deviation from the standard was provided.

Contract Management
5.38. Our reviews relating to contract management showed the following:

5.39. Itis unclear if the condition precedent in clause 10.2.1 of the contract which states
that "by no later than 16:00 on 31 March 2015, the supplier had completed and
reported a successful combustion test for coal supply to “Z" power station” was
fulfifled or waived by Eskom, as no documentation was provided to us to verify this,

5-40. The Coal Quality Management Procedure (*CQMP”), containing obligatory
requirements referred to in the body of the contract, is in draft, incomplete and not
yet agreed or implemented.

5.41. The coal specification was amended in a letter from the General Manager Fuel
Sourcing to “A Co”". The letter amended the quality criteria as allegedly discussed with
“A Co”, This amendment could be unenforceable as the contract specifies that both
contracting parties should agree to any amendment in writing, and no evidence to this
effect was supplied.

Implementation

5-42. A formal hand over process between the Coal Sourcing Manager (Contracting) and the
Coal Supply Unit Manager could not be demonstrated. As such, key elements like the
outstanding quality testing and confirmation (Condition Precedent), potential risks

identified by the Bulk Sample test results and the finalisation of the outstanding
CQMP were not identified by the team managing the implementation of the contract.

Quality Assurance

5-43. It is evident from our findings above that Coal Supply from the “AC* Colliery was
contracted prior to the receipt of some of the required evaluation documents and
reguirements. The contract was signed on 10 March 2015, despite the supplier having
failed pre-qualification technical requirements for the supply of coal to “Z* Power
Station. It further appears that the condition precedent {Clause 10.2.1 of the contract)
of a successful combustion test was not met. Notwithstanding this, Eskorn continued
to implement the agreement with A Co".
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Mine 2: “D Co” Mining: “CCc” Colliery (Unsolicited, CSA Signed
November 2014) (“D Co”/“CCc")

5.44. Our reviews relating to the above Mine showed the following:

Background

5.45. The "D Co"” Mining's coal resource identified as ““EF™, has been registered on
Eskom's coal resource database and was identified as a strategic block of coal as part
of Eskom’s identified long-term coal supply sources in the Coal Supply Strategy.

546. In 2012, the Senior Manager Fuel Sourcing, Primary Energy Division, Eskom engaged
with the holders of the mineral rights to “EF” block 1 which at that stage were “F Co”
Coal (Pty} Ltd. and an “off shore” company styled “G Co™. “F Co” Coal bought out "G
Co" at the end of 2012,

5.47. “F Co" Coal made a formal proposal to Eskom early in 2014 and the procurement
process was taken over by Fuel Sourcing, PED (Fuel Sourcing).

5.48. The procurement process was considered by PED as an unsolicited bid and dealt with
under the 2010 amendment of the “2008 Medium Term Mandate®. An Eskom Qfficial
provided the supplier with a full set of pre-qualification documentation requirements
and used it as a basis to evaluate and negotiate with the supplier.

5.49. Negotiations were concluded in October 2014 and the “CCe” Colliery CSA was signed
in November 2014 (Appendix 10).

Procurement
fo ropo:

5.50. Eskom initiated discussions with the owners of the mining rights to eertain coal
blocks it had on its coal resources database. The “EF” reserve was a targeted reserve in
Eskom's Long Term Coal Supply Strategy.

Selection of Evalustion T

5.5L At the time when a formal proposal was made by the supplier in respect of “EF” block
1, the designated Coal Sourcing lead, selected the team in consultation with the
departmental heads.

5.52. The evaluation team selected did not complete ‘declaration of interest’ forms prior to
the pre-qualification stage as required by Eskom Supply Chain Management
procedure 32-1034.

5.53. No evidence was provided that the team underwent the required training on the
Eskom’s Conflict of Interest Policy (32-173), the Eskom Code of Ethics (Standard 32-
527) and the Eskom Cardinal Rules for Safety (32-421).
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5.54. Co;:lo qualities were provided as part of pre-qualification information supplied to
Eskom.

5.55. The NEMA and IWULA were outstanding at the time of pre-qualification. However it
was reflected as in place on the PED supplier documentation checldist. The following

were supplied;

a) Mining Right granted on 24 February 2011;

b) Approved Environmenta] Management Program Repert; and
c¢) A Taxclearance certificate dated 4 June2014.

5.56. An Er&::ionmental report prepared by an Eskom official, dated o3 July 2014 was
provi

5.57. Asite evaluation was undertaken on 4 June 2014,

5.58. A Water use licence was applied for but not issued at the time of contracting,
Health and Safety Requirements

5.59. An internal Health and Safety report was signed by an Eskom Safety Officer on
a7 October 2014.

Technical Requirements
5.60. The following reports were supplied:
a} Internal Geological report dated 30 March 2009;
b) Independent Geological report dated 31 March 2011; and
¢}  Feasibility report dated August 2012,

gmm .1 jE. .!E . |

5.61. Financial status evaluation of “D Co” Mining Resources (Pty) Ltd was performed by
the Senior Advisor, Financial Accounting of Eskom on 20 October 2014, Concerns
were raised by the financial status reviewer that the company may not have the
required cash reserves to cover the increased working capital requirements and that
funding for expansions was not secured (Appendix 11).
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5.64.

5.65.

5.66.

5.67.

5.68.

5.69.

5.70.
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5.72.

5.73.
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An internally developed technical cost model was used during the evaluation process.
A financial evaluation model was developed to determine a “fair price” and 16% was
assumed as a “fair return” on investment,

No evidence was supplied to demonstrate that coal quality options were performed
taking a Total Cost of Ownership of the targeted Power Stations into account.

The standard escalation clause as required by the mandate was implemented.
Logisti

Route Assessment reports were produced on 20 March 2014 for “W” Power Station
and again on o7 July 2015 for “X” and "W" Power Stations.

Supplier D m jsation
A BBBEE certificate dated 7 November 2014 was supplied.

No documentation was provided to indicate that SD&L were involved as per normal
procedure, however it is noted that the supplier is 52.13% black owned from company
records supplied during the pre-qualification stage and further supported by a B-
BBEE certificate dated 7 November 2014.

Negotiati

Minutes of seven meetings held between 18 April 2012 and go July 2014 were
supplied. A summary report of results of negotiations for contract drafting was signed
by both parties on 23 October 2014.

Term sheet/record of negotiations was signed on 23 October 2014.
Contracting

A Coal Supply Agreement, herein referred to as ‘the Contract’ was signed in November
but the date of the month was not recorded.

Prior to signing the contract, the draft contract was reviewed by Legal Risk and
assessed by “Corporate Legal” on 24 November 2014.

At the time of signature, the vendor number was not captured on the contract.
However, a vendor number was issned for the supplier on 27 November 2014 by
Eskom.

Although it was reported that an updated Coal Procurement Strategy exists, this was
not provided for review, nor was any evidence found that demonstrates that the
procurement was in line with this approved strategy.
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5.74.

5.75.

5.76.

577,

5.78.

5.79.

5.80.

The Senior Manager Fuel Sourcing, Primary Energy Division, Eskom confirmed that
PED has a Coal Supply Optimization Model and an integrated demand and supply
planning process, but that it is not generally used to confirm if a supply contraet fits
with the optimised plan.

A financial model was used to perform a price determination in accordance with the
mandate requirements.

Contract Management

Clause 17 and Appendices 1, 2 and 3 of the CQMP were amended via a letter signed by
the Acting Lahs Contract Manager, Quality Assurance Manager, Eskom on 14 July
2015. Although we did not review the delegated authority of the official, amendments
to contracts of this nature should be dealt with by Senior Management (Appendix
12).

Our reviews relating to the above Mine showed the following:

Background

The procurement of the “BC" coal supply was the result of a formal RFP process,
which closed an 14 October 2009, following the 2008 MT Coal Supply Strategy and
mandate as approved by the Board of Directors Tender Committee.

A formal team under the leadership of a Senior Manager, Previous General Manager,
Primary Energy Division was established to manage the procurement process.
Tenders were evaluated, ranked and formal negotiations initiated with all the

qualifying suppliers.

The Middle Maoager, Coal Contracts, Eskom was appointed lead negotiator for this
supplier. Negotiations started in December 2009 and continued until the parties
signed a formal offer and acceptance form dated 10 June 2010. The final version of
the CSA was signed on 25 March 2011 (Appendix 13).

Recsipt of offer/proposal

5.81. The RFP was issued in 2009.

5.82.

Report;

List of tenders received and signed off by the Middle Manager Coal Contracts, Eskom
on 16 October 2009 and date stamped 14 October 2009.

Coal Quality Management Review Page 1



395

"

pwc

5.83.

5.84.

5.85.

5.86.

5.87.

5.88.

5.80.

5.90.

5.01,

5.92.

5-93.

8

The formal evaluation team was appointed under the Medium Term Coal
procurement Strategy. The Middle Manager, Coal Contracts, Eskom was appointed as
the Lead.

No evidence was provided to indicate that the team completed ‘declaration of interest’
forms prior to the pre-qualification stage.

We could not find any evidence to show that the team underwent the required
training on the Eskom Conflict of Interest Policy (32-173), the Eskom Code of Ethics
(Standard 32-527) and the Eskom Cardinal Rules for Safety (32-421).

Sampl i .
We were not provided with the relevant documentation.
Environmental and Lega! Requirements

An Environmenta] assessment and due diligence on regulatory documents was
performed. An Environmental Evaluation scoresheet dated 17 September 2010 was
supplied. The scoresheet does not indicate who compiled it and is not signed off.

The Mining Right was granted on 23 February 2010.
Technical Requireinents

A Technical Memorandum dated 21 July 2011 was compiled by the Middle Manager
Plant Engineering four months after the contract was signed (Appendix 14).

No formal internal PED technical evaluation report was supplied for review.

The Bulk test for characterisation and mineralogy was performed and the report dated
three months after signature of the CSA indicated that the 4lower seam for “HC” and
“BC” met requirements for “V” and “Z" power station.

Health and Safety Requirements

No proof of assessment provided.

Commercial and Financial Requirements

A Financial Evaluation Report dated 24 February 2010 was supplied. The report
expressed concern over the ability of “B Co" Mining (Pty) Ltd to be able to fund a
project of this size and recommended that a guarantee from the parent company “B

Co” Energy Holdings Limited be obtained. No evidence could be found that the
recommendations of the report have been addressed (Appendix 15).
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5.94. No evidence was supplied to indicate a modelling and financial analysis of the supply
was performed. However the supplier returnable cost spreadsheets supplied as part of
the RFP were used instead and contracted costs are in line with this.

5.95. The relative percentages in the price escalation basket differs from the prescribed
basket (Mandate standards), Together with qualities and price per energy nnit, price
adjustments are critical financial parameters in mnltiyear contracts and justifies tight
oversight and consideration. No rationale for the deviation from the standard was
provided at the time of contracting.

Lopisti

5.96. A Route Assessment Form was completed on 2 July 2010 and route option
evaluations were also performed.

Supplier Development and Localisation
5.97. This was not a requirement et the time of contracting with the Mine,
Negotiation
5-98. We found evidence (minutes and agenda packs) of the following pegotiation meetings:
a) 9 December 2009;
b} 15 February zo10;
c} 18 May2010;
d) 10 Angust 2010;
e) 16 February 2011 and
f)  4July2012
Contracting
5.99. An Offer and Acceptance Form dated 22 June 2010 was signed by both parties.
5.100. A Briefing Note dated 24 March 2011 was signed by the GM: Fuel Sourcing.

5.101. A Coal Supply Agreement herein referred to as ‘the Contract’ was signed on 25 March
2011.

5.102. A Modification to the contract was signed on 15 November 2012,
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5.103. Although it was reported that an updated Coal Procurement Strategy exists, this was
not provided for review, nor was any evidence found that demonstrates that the
procurement was in line with this approved strategy.

5.104. The Senior Manager Fuel Sourcing, Primary Energy Division, Eskom confirmed that
PED has a Coal Supply Optimization Model and an integrated demand and supply
planning process exists, but that it is not generally used to confirm that a supply

contract fits the optimized plan,
» 3% n a] “ n lli . O ” e i 26
201

Background

5.105. “E Co" Coal offered this resource under the 2009 RFP process, which closed on 14
October 2009, following the 2008 Medium Term Coal Supply Strategy and mandate
as approved by the Board of Directors Tender Committee.

5.106. A formal team nunder the leadership of the Previous General Manager, Primary Energy
Division was established to manage the procurement process. Tenders were
evaluated, ranked and formal negotiations initiated with all the qualifying suppliers.

5.107. A Lead negotiator for this supplier was appointed and negotiations continued for an
extended time as the mine feasibility studies continued and regulatory approvals were

sought. A CSA was signed on 26 March 2013 under the revised 2010 Medium Term
Mandate (Appendix 16).

Recejpt of offer/proposal

5.108. A List of Tenders was received and signed off by the Middle Manager Coal Contracts
on 10 October 2009 and date stamped 14 October 2009 (Appendix 17).
Selection of Fvaluation Team

5.109. No information regarding the appointment of the team, team lead, or declaration of
interest or training was provided.

Sample quality testi

5.110. No information was provided.

Report: Coal Quality Management Review Page 34



P

398

i

pwec

5.111.

5.112.

5.113.

5.14.

5.1185,
5.116.

5.117.

5.118,

Envi d Legal irements
The following reports were supplied:

a) National Environmental Management Act 98 (NEMA) Authorisation dated
31January 2012;

b)  Mining Right granted on 3 May 2012;

¢)  Approved Environmental Management Program Report dated 3 May 2012;
d)  Water Use Licence issued on 25 May 2012; and

¢) Amended Water Use Licence issned on B April 2013.

An Environmental Report dated 28 February 2013 was prepared by the Senior
Advisar, Environmental Management, Eskom.

Health and Safety Requirements
No information was pravided.
Technical Requi

The Technical Evaluation report for "AM” Mine deals with general geological and
technical data. It makes no reference to the normal Eskom chemical and
mineralisation characterisation analysis and burn rate trials. Furthermore, the
report does not indicate who the author is and neither is it dated or signed

(Appendix 18).
- ial and Financial Requi
No evidence of any costing or financial analysis was provided.

The relative percentages in the price escalation basket differs from the prescribed
basket (Mandate standards). Together with qualities and price per energy unit,
price adjustments are eritical financial parameters in multi-year contracts and
justifies tight oversight and consideration. No rationale for the deviation from the

standard was provided.

Logisti

No information was provided.

Supplier Devel ¢ and Localisati

Nat a requirement at the time, however the supplier complied with the Mining
Charter.

Report: Coal Quality Management Review Page3s



5.119.

5.120.

5121,

5.122.

5.123.

5.124,

5.125.

399

We found minutes of a negotiation meeting which took place on 22 July 2011
Contracting

A Coal Supply Agreement herein referred to as ‘the Contract’ was signed on 26
March 2013,

Although “E, Co™ Coal was a successful correspondent to the 2009 RFP and
ranked 6% out of 32 respondents based on technical and commercial valuation
criteria, they were not contracted in the first round of the process, but contracted
under the revised MT mandate obtained in 2010.

It was reported that an updated Coal Procurement Strategy exists, this was not
provided for review, nor was any evidence found that demonstrates that the
procurement was in line with this approved strategy.

The Senior Manager Fuel Sourcing, Primary Energy Division, Eskom confirmed
that PED has & Coal Supply Optimization Model and an integrated demand and
supply planning process exists, but that it is not generally used to confirm a
supply contract fits the optimized plan.

Contract Management

The contract Modification dated 4 September 2014: For the upgrading of coal to
meet the “X” Specifications was accepted by Eskom on 4 September 2014.
However, the medification was signed but not dated by the Supplier.

During a visit to the Mine, the following was observed:

a) Sampling plant bias tests are not done and signed off as per the contractual
requirements;

b) Sampling plant splitter boxes, sample bins and samples are not tamper
proof;

c) The mine plant supervisor was unaware of the requirements that
ad%ustme.nts to the sampling plant can only happen with Eskom’s consent;
an

d) Sampling operators and supervisors, including abservers are not properly
trained about the sampling process and critical parameters.
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General observations/comparisons between the four CSAs

5.126, The "BC” CSA (signed 25 March 2011) and the “AM” CSA (signed 26 March 2013)
resulted from a 2009 Coal Procurement RFP process. The former was concluded
under the 2008 MT Mandate, while the latter was concluded under the 2010 MT

Mandate Extension.

5.127. The AC CSA (signed 10 March 2015) and the “"CCc" CSA (signed November 2014)
resulted from unsolicited bids, was deemed to be medium term contracts and
concluded under 2010 MT Mandate Extension.

5.128. The “CCe” CSA procurement process was the only one of the four reviewed that
could provide a techno-financial mode! compiled by Eskom to caleulate mining
costs and determine a price estimate based on the principle of ‘efficient cost plos
a fair return’. It was also the only contract where the escalation basket
corresponds exactly to the original mandate basket.

5.129., Documentation management and recordkeeping appears to be a common
shortcoming,

5.130. The ahsence of any reference to the Coal Supply Optimization Plan or
demonstration that the planned supply to the relevant power station fits the
optimized demand and supply plans during the contracting decisions and
motivations, as well as the lack of focus on the techno-financial evaluations could
indicate a significant financial risk to Eskom,

5.131. The contract structure, form and commereial principles of all four contracts
appear to originate form & template and standard terms and conditions developed
as a result of the Medium Term Coal Sourcing Strategy and the Contracting
Principles as set out in the 2010 MT Mandate Extension.

5.132. The wording in some of the corresponding clauses of the four CSA’s are slightly
different, for example the formula to calculate the financial penalty, general
warranties, requirements of surveillance cameras in the sampling, pre-
certification process and the Alienation or Disposal of an Interest. This appears ta
be as a result of “evolution” of the “standard contract terms” over time.

5.133. Some corresponding clauses contain variations in order to cater for specifics
relevant to the specific agreement, for example in the introduction, conditions
precedent clauses and the escalation table elements and weights,

5.134..1In contrast to the “BC”, "AM" and "CCc" contracts, the "AC” contract is poorly
formatted, contains numbering errors (paragraph 10 is duplicated), contains
irrelevant or unreferenced information (some of the references below table 3, the
second paragraph of 20.8.1.2, has irrelevant paragraphs or factval incorract
clauses ( reference to "existing dome cameras® in clauses 21.6.1 and 21.7.4, also
reference to short term contract in 21.5.2), contains ambiguities (clause 20.8.1.2
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refers to a flow diagram that shall form part of the final Agreement). The CQMP,
acritical addendum is incomplete and not signed by the parties,

5.135. The above could indicate that the “A Co” contract, or at least the execution copy
was not prepared or reviewed by legal Counsel of the parties. It is standard
practice in industry for a contract of this value and duration to have undergone a
legal drafting risk review, It appears to have been hastily put together through a
process of cutting and pasting from various drafts or standard templates. It is
considered irregular for the executives of the parties who have signed this
contract to have done so without ensuring legal review or at least a detailed proof
read by themselves.

ne e ns on Mi
5.136. From site visits to “AM”", “BC" and “AC” mines the following was observed:

a) “AM" and “BC” mines are well-established mines with experienced mining
engineers and geologists on site, while “AC” is in construction or development
phase and make use of a mining contractor (subsidiary of *A Co”) with limited
coal mining experience;

b) “AC* has no coal beneficiation facilities, the Mine crushes and screens varions
ROM stockpiles from different coal seams from the pit and sells or blends from
these stoclpiles for the different markets, According to the GM of the Mine,
they supply to Eskom only “4 Seam Lower” coal and the rest to various other
coal mines or vendors with washing facilities that blends or "washes” into
other quality specification products for Eskom; and

c) "AM"and “BC” Collieries mine the same coal seams as that of “AC” in the
Delmas coalfields. The former two mines have well controlled grade control
practices that start in the pit and continue with selective mining and selective
beneficiation, and crushing and screening schedules in order to make the
required Eskom grade coal. Both considers that Sulphur as a eritical parameter
to manage constantly as pockets of coal can have an extraordinary high
sulphur content due to the frequency of pyrite intrusions.

5.137. We summarised and discussed our findings with management to obtain their
input. Management provided the following comments in relation to the findings
below:

s

i 1 The supplier was not referred to SD & L for supplier _- This was an oversight ‘

| pre-qualification and supplier registration as per

Section 3.7.3.9 of the Eskom Procurement and I

Supply Menagement Procedure.
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The evajuation teamn selected did not complete
‘declaration of interest’ forms prior to the pre.
qualification stage as required by Eskom Supply
Chain Management procedure 32-1034.

A
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process {s now being implemented.

No evidence was provided that the team underwent

the required training on the Conflict of Interest

Policy (32-173), the Eskom Code of Ethics {Standard

:(-132-527) and the Eskom Cardinsl] Rules for Safety
2-421}.

Some PED staff members have
undergone Ethics training. The rest of
the staff have been given a December
2015 deadline.

The March, April and June Reports however
mention that the June 2014 and the March 2015
samples were similar in most characteristics and
thus within the acceptable range for “X* and “¥” but
marginal for “Z" due to ash that is at the limit of
rejection range.

The 12> March Report clearly stated thst the ‘mixed
"AC” seam 4 upper (S4U) and Seam 4 lower (S41)
blend is not recommended for the "Z” Power Station
us there is a high probability that the blend will
frequently exceed *Z™'s 240 rejection specification,
and because of the poorer quality of the S4U which
exceeds the “Z" Power Station's 240 rejection
specifications’,

The report recommended that if S4U was de-stoned
and blended with S4L the qualities could be
acceptable and if de-stoning was not feesible, then
supplying only 841 to “Z® Power Station was an

option’.

Management does not interpret
“marginal” in the Technology &
Resenrch division reporis as
unsuitable for the Power Stations
indicated. Management was unaware
that the reporis indicate that it was
not recommended for “Z" for which it
is contracted. Management will review
the reports and act accordingly.

We were not provided with the latest detailed
Closure Cost Assessment reports.

The environmentzal essessment was
performed in 2014. Management
cannot however confirm the exact
date. The environmental team should
have the report. If they cannot
prod;ee the report, the finding should
stan

The first Health and Safety evaluation was
conducted 8 days after the contract was signed. The

the contract was signed

on-site visit was conducted 2 and a balf months after

Health and Safety checks could not be
performed as the mine was, at the
time, not operating. The checks could
only be performed at least 6 weeks
after the mine became operational.
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% 7 Management is certain that
| that consistent and multiple burn tests were combustion tests had been conducted
performed, 3 in particular. The last two tests were before the contract was signed and the
dated after the contract was signed. results were communicated to the
team. The signed combustion report
! was probably signed afterwards.

8 | There appears to be a discrepancy in the dates of the | These were mistakes. All reports were
Environmentn] and Legal report. The first pageof | signed in 2014.
the report shows the effective date as April 2014
while the second and third pages show the effective

! date as March. The report was signed by the

! i Environment Senior Advisor on 15 April 2014, i
: supporized by the Environment Senior Advisor, who

. | signed on 16 April 2035 and then wrote a number

) “4" over the “5" on the year 2015. This could indicate

. that the report was backdated.

o0  The Health and Safety Report was finalised 2 and Health and Safety checks could not be

1/2 months after the contract was signed. performed es the mine was not
operating at the time. The checks
could only be performed at Jeast 6
; weeks after the mine became
; operational,
e

10 The Technical Report was finalised after the contract The technical evaluator was present

was signed. during evaluations and negotiations
and all his views were noted. He only
signed the report later as he was not
available at the time.

1 Although requested, the Commercial and Financial ~ Two meetings were held with the H
evaluation report was not provided to us, We also supplier in which a comprebensive
could not find any evidence that a financial - financial discussion was performed, |
modeling and evaluation process was followed, are  including finencial models. i
clear commercial motivation for entering into the A spreadsheet was compiled and i
contract on the commercial terms provided. prajected on the screen for all to

comment,

1z Three negotiation meetings took place prior to the SDEL plays an oversight role during
pre-qualification requirements being met, The negotiations and they do not always
Health and Safety function was not represented at sttend the meetings. Health and
any of these meetings. SD&L were also not incduded = Safety checks could not be performed
during the negotiation meetings as required by the s the mine was not operational at the
Eskom Supply Chain Management procedure. time.
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The contract is poorly formatted and contains

numbering errors (paragraph 10 is duplicated);
It contains jrrelevant or unreferenced
information such as the second parsgraph of
20.8.1.2 hes irrelevant paragraphs or factually
incorrect clanses {reference to "existing dome
cameras” in clauses 21.5.1 and 21.7.4, also
reference to short term contract in paragraph
21.5.2;

The contract contains ambiguities (clause
20.8.1.2 refers to & flow diagram that shall
form part of the final Agreement);

The Caal Quality Management Procedura
("CQMP"), cantsining obligatory requirements
referred to in the body of the contract is in
draft, incomplete and not yet agreed or
implemented;

An ‘addendum’ to the contract dealing with a
change to coal quality parameter is in the form
of a letter addressed to the Chief Executive of
"A Co". Acting General Manager, Primary
Energy Division confirmed that this
*‘Addendum’ has not been signed by the
Supplier and thus cannot be legally in force as
per section 44 of the contract. The parties
however have implemented this change;
Addendum E of the contract dealing with the
BEE ownership undertaking is in the form of a
letter from the supplier. Legal drafting of the
agreed terms and vndertaldngs is considered a
more appropriate way in order to svoid
misinterpretation and ambiguity; and

The cantract appears to have been put together
hestily by copying and pasting sections from
ather contracts,

404

of Corporate Legal
with input from PED.

PED is in the process of developing
revised standard conditions of
contract and that could be the reason
for the inconsistencies in the “AC”
CSA.

Report: Coal Quality Management Review
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It was stated that the procnrement ‘was performed Mmgement mterpmted the hoard

under the 2008 Medium Term coal procurement minutes which read "noted” as

mandate set up originally for emergency coal providing approval as requested.

procurement. . a2 .
Management is considering

During an update to the Board of Directors Tender i i

Comumpittee in 2010, the mandate was extended and ﬂgﬁﬁi}f;ﬂﬂ gm; =

expanded to contract for life of mine, to extend manager that the negotiated contract

current contracts, and powers with sub-delegation isin Tﬁm with the !:Et alternatives for

authority were granted to the Divisional Executive N

Primary En Division to execute. cosl supply to the Power Station at
ary SHETRY that time and prior to contracting,

We could not find evidence of comnpliance to some of .

the criteria specified, specifically pgrtnining to " Suppliers push back an the standard
financial evaluation. The 2010 mandate motivates escalation basket. PED is considering
that the financial justification will be performed on 8 new standard that will be taken
cost plus a risk adjusted fair return. Further that it through the required governance
should comply with the long term coal sourcing processes.

strategy.

On 14 April 2014 PED provided an update to the
Board of Directors Tender Committee on the
Medium Term Procurement and motivated the that
the mandate be kept open and the that the
Divisional Executive be given authority with powers
to delegate to give effect to the Mandate. The Board
of Directors Tender Committee resolution however
only reflects that “feedback an the results of
negotiations and Coal Supply Agreements is noted.”
It is therefore unclear if the Board of Directors
Tender Committee approved the continuation of the
2010 revised mandate that authorised the Divisicnal
Executive as & sole signatory authority which is
specifically prohibited by the Eskom Procurement
Management Policy (32-1034) effective 20
September 2011.

Although it was reported that an updated Coa)
Procurement Strategy exists, this was not provided
to us for review, nor was any evidence found that
demonstrates that the procurement was in
accordance with this approved strategy,

The Senjor Manager Fuel Sourcing, Primary Energy
Division, Eskom confirmed that PED has a Coal
Supply Optimization Model and that an integrated
demand and supply planning process exists, but that
it is not generally used to confirm that a supply
contract fits the optimized plan.

1t was stated that a financial evaluation was
performed, no evidence of this was provided. We
therefore could not be established that a mining and
production cost analysis was performed,

‘The relative percentages in the price escalation
basket differs from the preseribed basket (Mandate
standards). Tagethar with qualities and price per
) ts, are critical financial
CREUEE; and Justifies tight Page 42
oversight and consideration. No rationale for the
deviation from the standard was pravided.
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10.2.1 of the "AC" CSA which states "by no later than
16:00 on 3t March 2013, the supplier had compieted
and reported & successful combustion test for coal
supply to “Z” power station” was fulfilled or waived
by Eskom, as no documentstion was provided to
verify this.

The Coal Quality Management Procedure (“CQMP"~),
containing obligatory requirements referred to in
the body of the contract, is in draft incomplete and
not yet agreed or implemented,

' The coal specification was amended in & letter from
the General Manager fuel sourcing to “A Co”. The
letter amended the quality criteria as allegedly
discussed with “A Co”. ‘This amendment could be
unenforceable as the contract specifies that both

. contracting parties should agree to any amendment
in writing, and no evidence to this effect waa

supplied.

406
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The CQMP was not signed as some of
the conditions in it, such as the fact
that the Mine had to have an
automatic sampler, could not be
fulfilled as the supplier did not have
one yet.

Management is considering the
recommendation that the “AC” CSA be
redrafted and re-signed by the parties,

T

able 4: Mine 2 (“D Co” Mining: “CCec" Colliery)

16 A formal hand over process between the Coal
Sourcing Manager (Contracting) and the Coal
Supply Uzit Manager could not be demonstrated.

PED and Coal Ops have recently
developed an official Contracts
Management handover checklist.
Management will however expand on
the checklist to address loopholes.
Furthermore, Coal Ops will, from now |
on, be involved in negotistions.

23

NEMA and IWULA were cutstanding at the time of
pre-qualification. However It was indicated as in

F
f place on the PED supplier documentation checkdist.
H

Due to time delays at the Department
of Environmental Affairs, the practice
was adopted to proceed as long as
formal applications for the licences

: were made,

! 2 | We found no proof that the Coal Operations division | This could be due to poor handover
| ! was involved. processes between negotiatars.
3 . Water use Heence was applied for but not issued at ; Due to time delays at the Department
: the time of contracting. ; of Environmental Affairs, the contract
i could be awarded if proofof
f application was provided. '
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7  No proof of Health and Safety Assessment was

The PED technical report provided is not dated and
unsigned.

407
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The PED technical evaluater

present during evaluations and the
negotiations and all his views were
nataed. He only signed the report later
as he was not available at the time,

A finatcial evaluation model was devaope&' -t-o
determine a "fair price”. 16% was assumed as a “fair
return” on investment.

The internally developed technical cost model used
was used in the evaluation process.

No evidence was supplied to demonstrate that coal
quality options were performed taking a T'otal Cost
of Ownership of the targeted Power Stations into
account,

The standard escalation clanse as required by the
mandate was implemented.

PED is considering a new standard |
that will be taken through the required |

gOvernance processes, .

)

‘The CSA was signed in November but the date of the
mopth was not recorded. At the time of signature
the vendor number was not captured gn the contract
but a vendor number was issued to the supplier on
27 November 2014 hy Eskom.

The contract was compiled by
SR of Corporate Legal
with input from PED. PED is in the
process of developing revised standard
conditions of contract and that could
be the reason for the inconsistencies
in the CSA.

provided.

9

Although it was reported that an updated Coal

No formal internal PED technical evaluation report
was supplied for review.

Procurement Strategy exists, this was not provided
for review, nor was any evidence found that
demoustrates that the procurement was in line with
this approved strategy. The Senior Manager Fuel
Saurcing, Primaty Energy Division, Eskom
confirmed that PED has a Coal Supply Optimization
Model and an integrated demand and supply
planning process exists, but that it is not generally
u]sed to confirm a supply contract fits the optimized
plan.

. ‘This could be lost due to poor
- handover between negotiators.

-

At the time of contracting, an internal
PED evaluation was oot &
requirement.

Management is considering
implementing a formal process which
includes sign off by the planning
maneger that the negatiated contract
is in line with the best alternatives for
coal supply to the Power Station at
that time and prior to contracting.
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1 | Noinformation regarding the appointment of the It was not a requirement at the time of I
evaluation team, team lead, or declaration of this preecurement.
interest and training was provided.

2 | There was no information relating to Health and This eould be because of poor
Safety Assessments provided. handover processes.

3 | Wefound no evidence that the Supplier This wes not a requirement at the
Development and Localisation team were involved. | time. Suppliers had to comply with the

Mining Charter.

4 { Wefound no evidence that the Coal Operations This was not a requirement at the

division was involved. time,

Table 6: Mine 4 (“E Co" Coal: “AM” Colli

Ref

e o R P e 157k
i T S

i Management Comnients
; E e e Y R T

It was not a requirement at the time of

1 | Noinformation regarding the appointment of the
evaluation team, team jead, or declaration of this procurement.
jnterest and training was provided,
2 | There was no information relating to Health and This could be because of poor
Safety Assessments provided, handover processes.
3 | Wefound ne evidence that the Suppler This was oot a requirement at the
| Development and Localisstion team were involved. | time. Suppliers had to comply with the
Mining Charter.
4 ! We found no evidence that the Coal Operations This was not a requirement at the
| division was involved. tme.
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6.1

6.2

6.3

6.4

6.5

6.6

FINDINGS: LABS
Eskom Procurement and Supply Chain Management procedure

We detail below, the procarement process as explained in Eskom's Procurement
and Supply Chain Management Procedure (32-1034) (Appendix 19):

Introduction
The policy states that all procurement practices must be performed within the

Approved Procurement Framework as set out in the following polices and
guidelines:

a) Theapproved Delegation of Authority Framework;
b) Eskom’s Procurement and Supply Chain Management Policy (32-1033);
c) Eskom's Procurement and Supply Chain Management Procedure (32-1034);

d} Approved internal Process Control Manuals governing the procure-to-pay
processes within Eskom; and

e) Any other mandatory legislative and policy frameworks that govern and have
a direct impact on Eskom's procurement and supply chain management
operations.

This framework ensures that the procurement of any goods and services within
Eskom is conducted in a manner that is fair, equitable, transparent, competitive
and cost effective. To this end, all stakeholders involved must ensure that all
procured goods and services are commercially, financially and technically sound.

Eskom's Procurement and Supply Chain Management Procedure further provides
guidance regarding how procured service providers shounld be handled post
procurement. This includes the management of the contracts as well as quality
assurance requirements to ensure that afl service providers perform as per the
contracts concluded. Our review also focused on this requirement to determine the
extent to which such requirements are compliant.

As part of the review, we tested compliance to this Framework specifically
regarding the procurement of services from laboratories and roving, observation
and sampling service providers,

According to Eskom’s Procurement and Supply Chain Management Procedure (32~
1034), the following process must be followed when procuring services by means of
a tender process:

Repart: Coal Quality Management Review Page 46
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a)

b)

c)

d)
e)

h)

i)

j)

k)

)

m)

0)

The End User should conduct a “Needs Apalysis® by considering whether the
need could be met by Eskom sources or existing contracts;

Where applicable, a pre-gualification enquiry is sent out to suppliers with all
required information after which applications are verified and pre-qualified
by a Supplier Verification Officer;

The End User loads a Purchase Requisition (“PR™) an SAP, which is received
by the Buyer and approved by the Cost Centre manager:

The End User is responsible for formulating the Scope of Work required;

The Buyer/cross-functional team, SD&L Functionary and/or technical
experts conduct a formalised and structured market analysis, in the form of a
Contracting Strategy, before sending out a competitive enquiry to determine
sonrcing method, evaluation criteria and the evaluation methodelogy;

The Contracting Strategy is signed off by the cross functional team as well as
a senior Eskom Official as set out in the Delegation of Autharity Framewark;

Evaluation criteria for each diseipline is determined and signed off by the
Buyer / Commodity Manager and the End User / Cross Functional Team for
incorporation in the tender document;

The Evaluation Team covering all disciplines is selected. It is however
unclear from the procedure, who must choose the Evaluation Team and what
criteria such a person must adopt in selecting the team;

A darification meeting is beld with potential suppliers to clarify the
requirements of the contract;

The invitation to tender document is populated, including in the document,
all information approved in the Contracting Strategy;

The tender is advertised in the Eskom Tender Bulletin for a minimum of 20
working days;

Tender submissions are received, date stamped and initialed by at least 2
Eskom Officials on each page, upon receipt;

All members of the Evaluation and Negotiation Team should sign
dedarations of interest;

A pre-gvaluation of tender submissions is conducted by Commercial
procurement division, with the assistance of the End User, wherein tenders
that do ot meet the gatekeeper's mandatory requirements, are disqualified;

The remaining tenders are evaluated by the evaluation teams in the different
disciplines based on documents received and on-site visits, where applicable;
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p)

Q

1)

s)

)

u)
v)

w)

The evaluation outeomes per discipline are consolidated into an evaluation
report, specifying recommended suppliers;

The evaluation report is presented to and signed off by the Procurement
Tender Committee (“PTC");

Where mandated, the Buyer together with a suitably represented team,
negotiates with suppliers post tender, on price and other terms such as a an
SD&L strategy;

‘The tenders are awarded and contracts signed as per the approved Eskom
Standard Contracts;

The results of the tender evaluation is advertised in the Eskomn Tender
Bulletin;

A contract file is opened for each supplier/contractor;

Delivery as per the contract commences; and

The contracts manager manages the contracts by, amongst others, ensuring
comnpliance by the supplier to the conditions of the contract, ensuring
suppliers remedy any non — conformance and dealing with supplier queries
and disputes.

6.7 We discuss in this seetion, the processes followed in procuring the services of the
Labs and the roving, observation and sampling service providers and assess
compliance of the process to the Eskom Supply Chain Management procedure
discussed above. We summarised the process as follows:

a)

b)

c)

d)

Acting Labs Contract Manager, Quality Assurance Manager, Eskom, who was
the End User at the time, conducted a needs analysis as set out in the
Strategy Pre Alignment meeting minutes. The meeting was held on 15
October 2013 (Appendix 20). It is however unclear from the procurement
file, who attended this meeting;

We found no evidence that a pre-qualification process was followed.
According to Acting Procurement Manager (Tactical Procurement), Eskom,
Acting Procurement Manager, Tactical Procurement, this step was not
applicable as the procurement was conducted via an “open tender”;

A PR appears to have been approved by the Cost Centre Manager as per the
SAP printout provided to us. It is however unclear when it was approved as
the purchase requisition printout does not indicate the date of approval
(Appendix 21);

A Contracting Strategy was compiled and addressed, amongst others, the
scope of work, sourcing method; evaluation methodology and budget.
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According to the Contracting Strategy, the required setvices were to be
procured by means of an open tender. The estimated budget amounted to

R213 millicn (Appendix 22);

e}  The above Contracting Strategy was signed by representatives from
Technical, Health and Safety, SD&L, Commercial and Environments], The
strategy appears to have been approved by the Project Manager, the
Procurement Middle Manager, the Acting Senior Manager Commercial,
Eskom and the General Manager Commereial;

f)  The Contracting Strategy listed the evaluation criteria and minimum scores
as follows:

i. Health and Safety: 70%; and
ii. Engineering: 70%.

g  Senior Advisor Procurement, Eskom {Commercial Buyer) compiled the
invitation to tender document. The document invited potential service
providers to tender for provision of Coal Sampling, Sampling oversight,
Analysis of Eskom Coal imports and technical audits of the sampling plant
(Appendix 23);

b) We noted that the minimum scores were amended in the Invitation to
Tender document with a forther evaluation criteria being added. We
summarized the new evaluation criteria as per the Invitation to Tender
document as follows:

1 Health and Safety - 80%;
fi. Engineering — 70%; and
ifi. Quality— 60%.

An IS0 17025 Certification (for Labs only) and a Quality Manual were set as
minimum Gatekeepers (mandatory requirements). Failure to comply with
the Gatekeepers would result in disqualification;

j)  Theattendance of a clarification meeting was compulsory and failure to
attend same would result in disqualification;

k) The tender was advertised in Eskom Tender Bulletin from 26 November 2013
to 14 January 2014, which exceeded the required 20 days (Appendix 24)

1) Acdarification meeting was held on 12 December 2013 and according to the
attendance register, it was attended by 16 service providers (Appendix 25);

o=

m) Tender submissions were received on 14 January 2014 and date stamped
accordingly. 14 service providers responded to the invitation to tender,
namely:

i. “Transport and Projects”;
il. “MPGCC";
iii. “MF Management Resources”;
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1))

r)

s)

31 - P

NS Services CC";

"ANA” South Africa (Pty) Lid;
“Analyt” Coal Laboratory Services;
“Lab" Coal Services CC;
“TEST CO" Ltd;

"AN" Analytical Services;
“HC Services™;

“IM (Pty) Ltd";

“BS Laboratories®;

“U Services”; and

“D Lab®,

The tenders were however not initialed by any Eskom official as required by
the Supply Chain Management Procedure;

Seaior Advisor Procurement, Eskom stated that she performed the pre-
evaluation of the 14 tenders against the two gatekeepers as set out in the
Invitation to Tender (ISO 17025 Certification (Labs only) and a Quality
Manual). She was assisted by the Acting Labs Contract Manager, Quality
Assurance Manager, Eskom. We found no evidence of the date upon which
the pre-evaluation was performed:

Senior Advisor Procurement, Eskom further stated that she relied on the
Acting Labs Contract Manager, Quality Assurance Manager, Eskom's
assistance for the pre-evaluation phase as she was not familiar with the
gatekeepers and as such, was not be able to recognize them;

Following the pre-evaluation phase against the two gatekeepers (ISO 17025
Certification and Quality Manual), 4 service providers where disqualified,
namely:
i. “HC Services";

il. “IM (Pty) Ltd”;

iif. “BS Laboratories™; and

iv. “U Services™.

The s5th service provider, being “D Lab®, was disqualified as they had failed to
attend the compulsory clarifieation meeting. This was verified on the
attendance register;

We reviewed tenders submitted by the disqualified service providers to
ascertain if they were properly disqualified during the pre-evaluation phase
and poted the following;

i, “HC Services” submitted another entity’s ISO 17025 Certification and were
therefore duly disqualified;

ii. “IM (Pty) Ltd" submitted a Quality Manual only and did not submit an
IS0 Certificate. The ISO Certificate was however not necessary as they had
tendered only for roving, observing and sampling services. “IM (Pty) Ltd"
should therefore not have been disqualified;
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)

u)

v)

w)

x)

ifi. “BS Laboratories” submitted both an ISQ 17025 Certificate and a Quality
Manual and should therefore not have been disqualified; and

iv. “U Services" submitted a Quality Manual only and did not submit an IS0
Certificate, The ISO Certificate was however not necessary as they
tendered only for roving, observing and sampling services. “U Services”
should therefore not have been disqualified.

After the pre-evaluation phase, the remaining g tenders were evalvated
further by the cross functional evaluation team, excluding SD&L.. Based on
the declarations of interest on file, the evaluations were conducted between
21 January 2014 and 29 January 2014;

The Acting Labs Contract Manager, Quality Assurance Manager, Eskom
stated that she formulated the technical evaluation criteria on her own and
also selected the Technical Evaluation Team (From Quality Assurance). She
further stated that the evaluation score sheets were provided to her by the
various cross functional team members;

The Cross Functions! Evaluation Team comprised of the following officials:

i. Technical evaluation by the Acting Labs Contract Manager, Quality
Assurance Manager, Eskom, Senior Advisor Internal Control, Eskom, and
QA Senior Advisor, Eskom;
ji. Health and Safety evalnation by the Health & Safety Analyst, Eskom
{Senior Advisor, Health and Safety);
fii. Quality evaluation by the Senfor Advisor, PQA; and
iv, Financial evaluation by the Financial Evaluator, Eskom.

The score sheets and recommendations were consolidated and provided to
Senior Advisor Procurement, Eskom for inclusion in the Evaluation Report;

Based on the evaluation report addressed to the Procuremnent Tender
Committee, the service providers obtained the following scores
(Appendix 26):

2 ["MPGCC’ 93 100 85.42 93

3 | “MF Management 93 100 8112 o1
Resourees”

4 | NS Services CC* 100 83.6 8.64 64

§ | "AN" Analytical 100 94.6 46.33 8o
Services

Report; Coal Quality Management Review Page 51



415

7 | “Analyt” Coal J 93 97.3 1658~ 69 -
Laboratory Services i __l

8 | “Lab” Coal Services CC 7G 96.1 18.25 | 64 ,
..9_t “TEST CO" Ltd [ 100 961 _ _ _2403, _ __ 73!

¥)  The evaluation report stated that the minimum average qualifying score for
functionality (threshold) is 60%. All tenders that fail to achieve the minjmum
qualifying score on functionality shall not be considered for further
evaluation on Price and BEE. This was however incorrect as the minimum
score of 60% was for the Quality threshold as set out in the Invitation to
Tender. The above table shows that only 3 service providers attained the
minimum required score for Quality.

z)  Theevaluation report also reflected scores for Price which together with the
BEE scores, were used to rank the service providers according to the total
combined scores attained. The entity with the highest score was ranked 1#
with the entity that attained the lowest score occupying the last ranking on
the list. Although we requested same, we were not provided with the Price
scoring sheets. It is also unclear who performed the Price scoring. According
to the Financial Evaluator, Eskom, who performed the financial evaluation,
the Price scores were not provided by her.

aa) The above Health and Safety and Quality scores were verified to the actual
score sheets (Appendix 27). We were not provided with the Technical score
sheets by QA Senior Advisor, Eskom and therefore could not verify the
Technical scores reflected in the evaluation report.

bb) We noted that the following service providers did not attain the minimom
score of 60% for Quality. In her report after Quality evaluations, the Senior
Advisor PQA stated that service providers who attained below 60% for
Quality should not be contracted (Appendix 28):

i, “Transport and Projects™;
ii. “NS Services CC™

ifi, "AN" Analytical Services;

iv. “Analyt” Coal Laboratory Services;
v. “Lab" Coal Services; and

vi. “TEST CO" Lid.

cc) The Senior Advisor Procurement, Eskom advised during an interview that
she aggregated the scores and made the recommendations to the PTC based
on the aggregated scores. She admitted that aggregating the scores was an
oversight on her part and did not enquire whether or not the aggregated or
individual scores had to be used for recommendation purposes;
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dd) Inthe evaluation report dated 7 March 2014, it was recommended that
contracts should be awarded to the service providers as follows
(Appendix 2g):

Package A (Laboratory Services):

i, “AN" Anslytical Services;

ii. “Analyt"” Coal Lab Services;

iii. “Lab” Coal Services;

iv. "ANA" SA (Pty) Ltd; and
v. "TEST CO" Ltd.

Package B (Roving, Observing and Sampling Services):

i. “MF Management Services”;
ii “MPGCCY%
fil. "NS Services CC"; and
iv. “Transport and Projects”.

ee) Contracts with the 9 service providers were signed by Acting Senior Manager
Commercial, Eskom on behalf of Eskom on 22 April 2014 except “ANA" SA
(Pty) Ltd which was signed on 23 April 2014. The contracts were signed by
representatives of the service providers as follows:

i, “AN" Analytical Services: 7 April 2014;
ii. "Analyt" Coal Laboratory Services: 26 March 2014;
iii. “Lab" Coal Services: 28 March 2014;
iv. “ANA" SA (Pty) Ltd: 7 April 2014;
v. “TEST CO" Limited: 8 April 2014;
vi. “MF Management Resources™: 26 March 2014;
vii. “MPG CC": 27 March 2014;
vili, *NS Services CC": 5 Angust 2014; and
ix. “Transport and Projects™: 31 March 2014.

ff) The above evaluation report was signed by the Chairperson of the PTC on 15
October 2015, which was after the contracts were concluded. The Senior
Advisor Procurement, Eskom stated that the Procurement Tender Commitiee
had granted them the mandate to “negotiate the prices and conclude”, As
such, the agreements were concluded before feedback to the PTC, We
requested evidence of such mandate and it has not been provided to us as

yet.

ge) A feedback report dated 28 March 2014 was sent to the PTC Chairperson.
The report indicated the new negotiated prices with the services providers
and also confirmed that contracts were awarded to the 9 service providers.
This report was not signed by the PTC Chairperson (Appendix 30).

hh) We could not find any evidence that the tender results were advertised in the
Eskom Tender Bulletin;
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ii} Wefound no evidence that contract files for each service provider were
opened and maintzined;

§)  Theappointed service providers commenced rendering services as per the
agreements in April 2014; and

kk) The End User (Acting Labs Contract Manager, Quality Assurance Manager,
Eskom) was appointed as the Contracts Manager for the g contracts
concluded.

Contracting

: 6.8 We reviewed the contracts concluded with the 9 service providers (Appendix 31).
(F D During the procurement process, Eskom's NEC3 Term Service Contract was
selected as the suitable contract.

6.9 We summarise below, the contract conclusion dates and the relevant signatories:

2 | “Apalyt” Coal Managing 26 March Acting Senjor | 22 April
Laboratory Director 2014 Mansger, 2014
Services Commercial,
Eskom
3 | “Lab” Coal Managing 28 March Acting Senior | 22 April
ey Services Director 2014 Manager, 2014
("- ) Commercial,
Eskom
4 | "ANA"SA (Pty) | Business Manager | o7 April Acting Senior | 23 April
Lid Minerals 2014 Manager, 2014
Commercial,
Eskom
5 | "TESTCO"Lid | Chief Financial 22 April
i Officer 08 April Acting Senior | 2014
i 2014 Manager,
! Commercial,
Eskom
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7 [ “MPGCC" Lab Manager 27 March Acting Senior { 22 April
2014 Manager, 2014
Commerdal,
Eskom
" j 8 | "NS Services Director 05 August Acting Senfor | 22 April |
’ cc* 2014 Manager, 2014
Cominercial,
Eakom
9 | “Transportand | Managing 41 March Acting Senior | 22 April
Projects” Director 2014 Menager, 2014
Commercial,
Eskom
6.10 We summarized the contract pricing as follows:
Package A: Laboratory Services
Table remaved, containing details of Service providers
. . 5 I
Table removed, containing details of Service providers
®
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6.11 The contracts addressed the scope of work, payment terms, parties involved and
included the following key conditions, amongst others:

a)

b)

c)

d)

e)

g

Sampling, Observing, Roving and Analyzis services are to be performed in line
with applicable ISO standards and Eskom CQMPs;

The Service Providers are expected to provide Eskom with specific deliverables
such as sampling reports, signed delivery notes, timesheets, site reports, analyst
reports and risk reports;

Monthly meetings are to be held with each service providers and ad hoc meetings
if and when required;

The service providers are to maintain a quality management system that is ISO
9001:2008 compliant and wili be audited regularly by Eskom in this regard. The
Service Providers are also required to conduct internal audits on operations at
regular intervals;

Service Providers are required to submit a valid BBBEE certificate annually and
each supplier was given and requested to achieve specific developmental and
localization goals;

Observers, Rovers and Sampling Personnel are required to a minimum have a
Grade 12 certificate, a driver's license (rovers) and the sbility to communieate in
English. Laboratories are required have a senior analyst with a Natjonal Diploma
or Degree in Chemistry or related qualification; and

All Laboratories are required to have all equipment (balances and analytical
instruments) linked to Laboratory Information Management System (LIMS),

: ditation Requi ts of the Laboratori

6.12 The contracts further specified that Laboratories contracted to analyse Eskom samples
shall have acereditation in the following methods:

a)

b)

c)
d)
e)

f)

IS0 17025 Certificate: General requirements for the competence of testing and
calibration;

IS0 1928 Certificate: Determination of gross calorific values by the bomb
calorimetric method and calculation of net calorific value;

ISO 1171 or SANS 131: Determination of Ash content;
150 562: Determination of volatile matter or equivalent method;

ISO 540: Determination of fusibility of Ash high temperature tube method in
reducing atmosphere or equivalent method;

IS0 589 or SANS 589: Determination of total moisture or equivalent method;
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g 150331 or 180 11722: Determination of moisture in analysis samples / general
analysis test sample by drying in nitrogen;

h} IS0 13909-4 or IS0 18283: Preparation of test samples or hard coal and coke
manual sampling;

420

i) IS0 3310-1 or ISO 1953: Test sieves - technical requirements and testing / size
determination by dry method or equivalent method;

j}  ISO 567: Bulk density is eguivalent method;

k) ASTM D4239: Total Sulphur or equivalent method, and
1) IS0 5074: Determination of hard grove grindability index or equivalent method.

6.3 Our review of the tenders snbmitted by the Labs showed that they complied with the
above accreditation requirements as follows:

Table: ¢

TAccrodilativmy

“He

:S'II._L:'L'L_I nrd

150 17025

i I
2  ISO1928 Yes Yes No No Yes !
indication = indication ‘
. infile ' infile
3 ISO11710r SANS Yes Yes Na No ; Yes
13t indication indication |
in file infile | 3
1 4 | ISOsg62 Yes Yes No No | Yes
indication  indication |
! . _infile infile |
5 ISOs540 No indication No No No No
in file indication in | indication | indication ‘ indication
. file infile | infile | infile
6 ISO589or SANS Yes Yes No No ’ Yes
589 indication | indication
_ _ o o} infile in file
7 | 180331 or ISO Yes Yes No No i Yes
11722 indication indication
in file in fle 1
8 ' 150 13900-4 or Yes Yes A T "No Yes
IS0 18283 indication | indication |
i - in file in file !
9 1180 3310-1 orISO Yes No No 1 No Yes
! 1953 ipdication in  indication | indication
i ) fle | infle | imfile
10 | IS0567 No indication No ! No ! No No
infile indication in ! indication | indication ; indication
| file in file infile | infile
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| 11 | ASTM D4239 Yes Yes ' No | No | Yes '
l ! l ¢ indication | indication | i
i ! i__infile | infile | H
l 12 | 1805074 | No indication | No ] No No No

| infle ' indicationin | indication | indication | indication
l ,_ . file ¢ infile infile |  infile |

6.14 According to the Acting Labs Contract Manager, Quality Assurance Manager, Eskom,
the Technical Evaluation Team (From Quality Assurance) as part of their evaluation,
were required to ensure that the Labs adhered to required Quality Management
Protocols, Minimum Specifications and Methodologies as set out in applicable
standards.

6.15 The technical evaluation was conducted by reviewing the service providers' Quality
Manuals and site visits focusing specifically on whether resources were adequately
trained, existence and efficiency of equipment nsed (focusing specifically on calibration
certificates) and documented sampling and testing procedures in line with the different
IS0 standards,

6.16 The Acting Labs Contract Manager, Quality Assurance Manager, Eskom further advised
that a detailed review of the service provider's quality management protocols and
methedologies could not be conducted due to time constraints. She stated thata
normal review would require 2 tog days to complete, She said that the evaluation team
therefore focused on the above mentioned areas only, as these were critical to the
performance of the Eskom contracts.

6.17 She stated that the technical evaluation team however did not compile detailed site visit
reports outlining their specific findings, She said the service providers had the above
areas in order at the time of procurement.

Contract Management

6.18 In this section of our report, we address the training requirements of a contracts
Manager and relevant Contract Management protocols.

6.19 Section 3.13 of the Eskom Procurement and Supply Chain Management procedure (32-
1034) relating to Contract Management stipulates the mandatory training requires for
Contract Managers as follows;

a) The Approved Procurement Framework;

b) Process Control Manual on Contract Management and other related Process
Control Manual;
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¢) The New Engineering Contracts and other approved contracts;
d) SAP;and
e) Foreign Exchange and Commodity Exposures policies and procedures.

6.20 We reviewed the Acting Labs Contract Manager, Quality Assurance Manager, Eskom's
Training record provided by Human Resources, Eskom of Human Resources
(Appendix 32). According to her training record, Acting Labs Contract Manager,
Quality Assurance Manager, Eskom has undergone the following training:

a) Coal Quality Management;
b) SAP QIM Incident Investigate & Action Management;
¢) Eskom Financial Management;
d) Coal Fired Power Station Overview;
€} Making document offline and online;
f) Eskom Hyperwave Contributor;
Combustion;
h) Thermodynamics;
i) Eskom Perscnal Finance Videos;
j) Navigating with Hyperwave explorer;
k) Eskom Hyperwave;
) Eskom Hyperwave Document Management Overview;
m) Draught Groups;
n) Milling Plent, and
0) Ethics at Eskom.

6.21 Her training record further shows that she has the following acaderic qualifications;
a} BTech Engineering Degree; and
b) Certificate in Management Development Program.
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6.22 Based on her training record, it appears that the Acting Labs Contract Manager, Quality

6.23

6.24

6.25

Assurance Manager, Eskom has not undergone training in the following areas as
required the Procurement policy:

a) The Procurement Framework;
b) Foreign Exchange and commodity exposures policies and procedures; and
¢) New Engineering Contracts.

Section 3.13 of the Eskom Procurement and Supply Chain Management procedure (32-
1034) further states that it is a requirement for all Contract Managers to maintain a
contract file which will as a minimum contain the Contracting strategy, the Contract,
the Contract manager’s letter of appointment, Delegations of Authority, all
correspondence with the supplier including an assessment of amounts due and a final
compietion certificate, where relevant.

We requested the above contract files as prescribed by the Policy from the Acting Labs
Contract Manager, Quality Assurance Manager, Eskom but these were not provided to
us, She however provided us with an electronic folder titled “2017 Lab Contracts® which
contained some information pertaining to the Labs. The file does not meet the
requirements of a Contract file as envisaged by the Policy.

Quality Assurance

We interviewed relevant Quality Assurance officials at Eskom to understand the
applicable processes and procedures. We were informed of the following;

a) Labs are audited on a regular basis to assess their compliance with the relevant ISO
standards;

b) During the andits, the Labs’ procedure manuals are assessed for compliance with
the relevant ISO standards;

c) When a Lab is found to be in contravention of the relevant standards, a non-
conformance notice is issued to the Lab;

d) The non-conformance notices are acknowledged by the Labs in writing;

€) Where the nature of the non-conformance is found to be “major” {Major non-
conformance), the Lab is given 24 hours to remedy the non-conformance;

) For minor non-conformances, the Labs are given 7 days to remedy the non-
conformance;

g Itis the Lab’s responsibility to provide evidence within 24 hours that the non-
conformance has been remedied/resolved;
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h) Follow up andits/Close out audits are also performed to establish how/if the non-
conformances have been resolved. There is however no set time period within
which such follow up audits are to be performed;

i) The relevant Quality Assurance auditor also folows up with the Lab to ascertain
whether a non-conformance has been resolved;

j) Reports in respect of each Lab audit are produced; and

k) At the commencement of each audit, the previous audit findings are followed up to
ascertain if the pertinent issues (non-conformances) were resolved.

6.26 The Senior Advisor Intemal Control, Eskom provided us with Eskom's Laboratory
Audits procedure (Appendix 33) signed 4 February 2014. The procedure specified the
following:

a) The Coal Quality Team must determine identify the lead auditor;

b) On the day of the audit, the lead auditor must conduct an opening meeting,
introduce the andit team, discuss the audit outcomes with the Lab and conduct a

closing meeting;

c¢) The Lab audit must then be conducted against requirements set out in 1SO 17025,
the CQMP and the Lab contract;

d) All non-conformances must be recorded on the CAR (Corrective Action Request)
form and acknowledged by the Lab;

e) Audit findings must be registered on the Achiever Plug System;

f) The audit report must be compiled within 7 days of conducting the audit and
findings must be circulated to other Eskom auditors for comment;

g) Where audit findings exist, a follow up audit must be conducted within 14 working
days;

h) The Coal Quality team must send out a close out report within 7 days of conducting
the follow up audit;

i) All audit reports must be stored on the “H/Drive” in “pdf” format.
6.27 The Quality Assurance team further informed us that they did not have access to the

current Lab Contracts and as such, did not audit the Labs for compliance with the
Terms and Conditions of the contract.
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f Lab Audit Reports (April 2014 t

6.28 We obtained and reviewed the Lab andit reports to understand how many audits were
carried out at each Lab, the number of non-conformances identified and the resolution
of such non-conformances. The period covered by the audits was April 2014 to August
2015. We summarised our findings as follows:

T“Analyt’ B 10 38 14 | 3 2

i Coal ?

' Laboratory |

I Services 1 { ]

"Total 49 148 | 66 ! 83 131 |

6.29 The ahove table shows that a total of 49 audits were carried at the 5 Labs from April
2014 to August 2015. During these audits, 214 non-conformances were identified (148
major and 66 minor). Of the total non-conformances, 83 were resolved. We could not
find any evidence that the remaining 131 non-conformances were addressed. We were
not provided with all the close-ont audit reports and as such, we could not determine,
of the 131 unresolved non-conformances, which were major or minor,
e 6.30 We discuss below, our findings relating to the Lab audit reports:

a) ‘We were not provided with the close out reports in respect of the 44 non
conformances at “Lab” Coal Services, We therefore could not confirm whether the
Lab remedied these non-conformances. We noted that a critical non-conformance
relating to the Lab having only one qualified techrical signatory, was labelled as
pending. No reference to staff competency was made in the subsequent audit
report. We could therefore not confirm if this finding was addressed;

b) We were not provided with the clase out reports in respect of g non-conformanees
at “AN" Analytical Services, We therefore could not confirm if the Lab had
remedied these non-conformances. Based on one of the follow up reports, it
appears there were audits conducted at the Lab on 10 October 2014 and 5
December 2014. We were not provided with these audit reports;
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c) We were not provided with the close out reports for the 42 non-conformances at
“ANA”® 8A (Pty) Ltd and thus cannot confirm if the Lab had remedied the non-
conformances. Based on one of the follow up reports, it appears there was an andit
performed on 7 August 2014, We were not provided with this audit report. We
were also not provided with close out reports for 5 lab audits performed from
March to July 2015;

d) We were not provided with close out reporis for 15 non-conformances at SABS, it is
therefore unclear if the non-conformances were resolved; and

e) Wedid not receive close out reports for 21 non-conformances at “Analyt” Coal
Laboratory Services and it is therefore unclear if the non-conformances were

resolved,

6.31 Based on our review of the Lab andit reports, we noted that in certain instances, some
gﬁl the non-conformances were recurring. We discuss the recurring non-conformances
ow:

“"ANA"SA (Pty) Ltd Not all Lab equipment is linked to the LIMS s required by the comtract;

Several deficiencies were identified at most QA review with regerd to the
Lab's procedures. This included the Lab failing to adhere to its own
procedures, obsolete standards being used, and procedures not
encompassing all required information as per the relevant standards;

Quality charts evaluated on air dry basis instead of dry basis; and

Samples were analyzed several times and analyst decided which results
!

to report.
|

“Analyt” Coal " Not all Lab equipment is linked to the LIMS as required by the contract;
Laboratory and
Services

Several issues were reported on regarding the recording and verification

of blades.
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| The calibration of equipment is not controlled leading to constant
! finings regarding the calibration dates having passed;

Procedures are not detailed enough, missing some clauses required by |
the applicable standards;

Positive Bias on CV and AFT were not addressed speedily; and

Training records were not kept for same personnel. :

' t

1 , I

t —_— H

“TEST CO” Lid | The calibration of equipment is not controiled leading to constant
| finings regarding the calibration dates having passed;

| Training records were not kept for some personnel;
I
| Poor meintenance of records were noted across various disciplines; and

' Requirements required by the different ISO standards are not
adequately addressed in the procedures,

*

“AN" Analytical Not all Lab equipment is linked to the LIMS as required by the contract.
Services
e = l L ) ——— -

6.32 We reviewed the Lab audit reports including follow up reports to assess whether the QA
teamn complied with the provisions of Eskom’s Lab Audit procedure provided to us, i.e,
all audit reports were compiled within 7 days and where non-conformances were found,
follow up audits were conducted within 14 days to ensure that the Labs resolving all
non-conformances. We summarise our findings as follows:
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{15t Follow Up) | Advisar, 15/o7 /2014 l
| Exkam !
| Control, : . 2014(2nd | |
| Eskom { Follaw Up) | |
| 8 . paT TR 1 I _ ¥ i
P2 1 | 01-Ost-14 QASenlor | o8-Oct-t4 Yes 16-Oct-14 , Senlor Yes 17-Oct-14 | Yes
i isar, i Advisor
i I Internal
| | o
SR S : oo ] s Bolom £ L ST
3 | "AN® 10-Oct-14 Uokmown - | Unknows  Upknown-  16-Oct-14 Senior Yesx | 17-Oct-14 Yes
| Analytica) | Repostnot | -Report  Reportnot . Advisor i
Services | reesived | not Quality and
| received ' Quantity
| | Assurance,
| Pttt ot e . _ Bekom .
4 | o5 Dec-24 Unknown- | Unknown | Unknown- . 21Jan-15 Acting Labs No | 12 Feb1g Ne
! Reportnot | -Repoet | Report not | Contract |
reeslved : not | received | | Manager, | .
¥ | | yeceived | Quality
! ! | ! :!smnna |
i | Mansger,
i Bekom il
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6 i 16-Jul | QA Senlor | 29-Jul-14 | No ac-Jul-14 | QA Senior Yes | o1-Aupg-t4 Yes
| ] Advisor, ! i | Advisor, i d
7 o7-Aug [Unknown - U "Unkmown- | 14-Oct-14 " Senlor Mo Tarle-ly | No
| Reportnot - Report | Report not Advisor
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received | Control,
Bl [ - ; oo | Eskom ol =
a 0g-Sep Senlor 19-5ep-14 | No 16-Sep-14 | QA Seniar Yes 22-Sep-24 Yer
Advisor ! iAdvisof I
| i Internal Eskom
i | Control,
U S A S Sy | Eskom LI A — S N
[] 24-Feb ActingLabs  20-Mar-t5 No 12-Mar-15 Acting Labs No 3o-Mar-15 Neo
Contract ! Contract
| Manager, Manager,
| Quality Quelity
ilI,;.ut ¥ | Assurance
¥ | Maneger, Manager,
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6.33

6.34

6.35

6.36

The above table shows that:

a) Of the 14 audits conducted, 7 Lab audit reports were signed off after the required time
limit of 7 days;

b) 15 follow up audits were conducted, of which 7 audit reports were signed off after the
required time limit of 7 days; and

¢) 5 of the above follow up audits were conducted after the 14 day time limit.

Our summary was based on the available Lab audit reports and subsequent follow up audit
reports. We were not provided with follow up reports for some of the Lab audits
undertaken,

“Special Lab Audi ission "

We were requested by Eskom to observe the performance of Lab audits by the Quality
Assurance team from 12 October 2015 to 16 October 2015. The audits took place at the Lab
premises in the areas of Middelburg and Witbank. The following Quality Assurance advisors
performed the audits:

8) QA Senior Advisor, Eskom;

b)  Senior Advisor: quality & Quantity Assurance, Eskom; and

¢)  Acting Quality Assurance Manager, Eskom.

The objective of the reviews was to evaluate the Laboratory’s Quality Management Systems

and compliance to the relevant 1SO standards. Reports were produced for each Lab audited.
We summarised the Lab audit results as follows:
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I Overall impemtnhon and malntnmof the ' Ixty
| management system was found to be satisfactory. 5 major and 6 minor

non-conformances were identified, namely

Critical steps in the sceening of Ash were omitted, impacting results;
r ﬂj The volatile matter cntcible and lid exceeded the required weight
b i specifications, affecting the validity of results;

Sulphur calibration was dome usiag the incorrect standard; [

Balances used for preparation and analysis were past their calibration
. dates; and

The table used for the Top Pan Balance for the Total Moisture was
unstable,

Minor Non-Conformance:

The CO2 senser in the AFT instrument ares was not functional, posing a
safety hazard as the instrument flushes with COz2 and the instrument i

produces CO; '

Internal Temperzture verification on the ash furnace was not done using
calibrated temperature probe;

There were concerns regarding the simultanecus performance of Ash and
Volatiles analysis;

( d The method used to declare staff competent was not clear from the
procedure;

The bumidity in the Lab is not controlled; and

The Total Moisture procedure does not indicate when single stege and 2
stage moisture analyses should be conducted.
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Overall implementation and maintenance of the Lab’s quality

mapsgement system was found to be satisfactory. 3 major and 2 minor
non-conformances were identified, namely

The Lab's AFT instrument was not linked to the Laboratory Information

| Management System (LIMS) as required by the contract;

The general analysis sample was not evenly spread by the operator as per
the Labs procedure; and

' Annual training of some of the personnel was not conducted as per the

Lab's training procedure,

Minor Nou-Conformances:

| One of the sample delivery notes was not adequately marked; and

Some of the screening equipment was not labelled.
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| major and 3 minor non-conformances were identified, namely
Maior Non-Conformances:

Eskom reference samples were stored outside the lab area and were
exposed to sunlight and rain;

Humidity and temperature monitoring for Sulphur and CV was not dene
according to the lab procedure;

Celibration of some volatile furneces ware not done according to the lab
equipment scheduje;

Many of the Lab procedures were past their review dates;

| The Sulphur instrument was not linked to the (LIMS), 2ll the Sulphur
' data was captured manually;

Not all the samples were split using the rotary splitter as required by
Eskom; end

Many of the Labs procedures were not adequately detailed.

Minor Non-Copformances:

The Lab failed to produce training records for one of the Lab analysts;
The unique Id of the ash equipment were not captured on the certificate
and the next calibration date for the Volatile furnace sticker did not
correspond on the certificate; and

The Lab failed to produce the procedure for monitoring / changing
desiccant,
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| “Analyt” Coal ! The Labs quality management sysiem was found to be unsatisfactory. 11
Laboratory ' major and 2 minor non-conformances were identified, namely
Services

f Major Nop-Conformances:

Concerns were raised about the efficiency of the Lab's gmm crusher;

Verified temperature for the inherent moisture oven was higher (1240C)
than the expected limits of 105:100C as per 1SO requirement, An

| incotrect probe was used for verifying the oven. The values captured on
the inherent moisture verification form were questionable as they do not
reflect the actual probe value of 395.80C;

The hygrometer used for measuring temperature and humidity at the
conditioning room produced/yields incorrect readings;

| The oven used for drying total malsture samples had passed it calibration
date;

The CV and AFT equipment as well as the total moisture balance were not
linked to LIMS as required by Eskom;

One of the samples did not meet the minimum sample mass requirement
of 170kg as stipulzted in the CQMP;

The procedure for determination of AFT was silent on the frequency of
analysis, Analysts used their own discretion;

Lab personnel were not trained on the mass required after crushing the
sample to 3mim;

Lab personnel were further unaware of the documented procedures for
CV and Sulphur; and

The Lab failed to produce evidence of lab personne) qualifications.
Some of the calibration certificates were not uniquely identified;

Room temperature and humidity in the conditioning room were not
recorded on the correct form as required by the Lab’s procedure;

The maintenance of equipment is not prioritized as expected; and

No refresher training is praovided to Lab personnel.
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6.37

6.38

No| an

Positive bias on CV anelysls was detected and the root cause, being one of |
the instruments used, was found. The Lab however carried on using this
| instrument;

| The verification of crusher and pulveriser equipment was performed. |
However, the acceptance criteria were not determined through statistical
analysis; and

Not all sample delivery notes were signed off by Lab personnel indicating
what the conditions of the bags received were.

' It was further noted that the Lab's AFT instrurnents and weighing acales

l were not linked to LIMS. The Lab has however purchased an AFT
instrument with software that can be linked to LIMS and is awaiting
coanection

1
l T AR e

The Lab audit reports raised concerns about the training and competency of the Lab staff.
We summarized some of the concerns raised as follows:

a) “TEST CO" Limited does not have a methed to declare eompetency of their staff;
b) "ANA" SA (Pty) Ltd had failed to adhere to their schedule of training;

¢) Most of the staff at “AN" Analytical Services only had a Grade 12 certificate,
supplemented by experience; and

d) Mostof the “Analyt” Lab staff only had a Grade 12 certificate, supplemented by
experience,

Following the above Lab staff competency concerns, we reviewed the Lab contracts to
establish the academic requirements as per the contracts. We noted that the contracts
require each Lab to at least have a Senior Analyst with a National Diploma or Degree in
Chemistry. We therefore requested the Labs to provide ns with a list of all technical
signatories and their qualifications, We summarized our findings as follows:

8) “Analyt” Coal Laboratory Services has 3 technical signatories with the following
qualifications:
i. “EG": National Diploma in Engineering;
i, *“0Q": National Diploma in Analytical Chemistry; and
jil. "KX":Grade 12 Certificate.
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6.39

6.40

6.41

6.42

6.43

6.44

b) “AN" Analytical Services has 2 technical signatories with the following qualifications:

i “TW": Grade 12 with on the job experience; and
ii. “EGR": Grade 10 with "on the job” experience.

) “TEST CO” Limited: Did not provide the requested information;
d) “ANA"SA (Pty) Ltd: Did not provide the requested information; and
€) “Lab” Coal Services: Did not provide the requested information,

Based on the information provided, it appears that "AN” Analytical Services does not
comply with the contract requirements pertaining to the academic qualifications of staff.
ng did not receive any information pertaining to qualifications from the 3 Labs as indicated
above,

Blind sampling

We requested by Eskom to observe 2 “Blind Sampling” process at Eskom premises in
Withank. During this process, we observed the receipt of 47 samples from various sources.
The samples were relabelled in order conceal the identity of the sources and relevant
stockpiles. The labels from the sources were removed (all visible labels on the inside and
outside of each bag) and new labels (with a unique numbers) were assigned to each sample.
The label numbers were recorded on the register next to the source they came from, i.e. 47
new label numbers were generated. The bags were sealed with cable ties and the new labels
were attached on the outside of each bag.

We noted that some of the bags contained labels from the source on the inside which
revealed the identity of the source and the stockpile.

We escorted the 47 samples to the designated laboratory (“TEST CO" in Middelburg) and
noted the flowing:

a) 1xbagwasdamaged and the coal was leaking; and

b) A tagon one of the samples was missing,

The samples were analysed at the “TEST CO” Laboratory in Middelburg, The analysis
results were provided to Eskom. The sample results were reconeiled back to the original

sox;rces by Eskom and summarised in a spreadshest which was provided to us (Appendix
34).

We reviewed the summarised sample results and noted the following:
a) “Lab” Coal Services provided only 7 samples instead of the requested 10; and
b) The rest of the laboratories (four) provided the requested 10 samples,
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6.45 The summarised results provided to us by Eskom compared the initial sample results to the
blind sample results (both pulverised and bulk) and also provided an acceptable variance

range.
6.46 The pulverised sample results showed the following:

a) “TEST CO" Laboratory had 5 failures out of 40 tests performed (variance fell outside of
the acceptable range). This represents a failure of 12.5%;

b) “AN” Analytical Services had 7 failures out of 40 tests performed which represents a
17.5% failure;

c) ;8151:’ Coal Services had a failure of g out of 28 tests performed, which represents a 32%
UTe;

d} “Analyt” Cpal Laboratory Services had 23 failures out of 40 tests performed, which
represents a failure of 57.5%; and

e) “ANA" South Africa had 25 failures out of 40 tests performed, which represents a 62.5%
failure.

6.47 We summarised and discussed our findings with management to obtain their input.
Management provided the following comments in relation to the findings below:

Tabies

t There is no evidence to show that the End User
| consulted any stekeholders or received approval = Work was carried over from the expired

of her Scope of Work. It seems like she ! contracts and while it had been updated, it did
formulated and concluded on the Scope of Work  pot differ much from the previous scope. The
; on her own. Technical Sarvices Manager should have had
sight of the Scope before indusion in the
Contracting Strategy.

agmagmas . owew rsScopof o

2

Although evidence of a Contracting Strategy was  The General Manager: Commercial signs off on
provided, the contracting strategy was not dated.  the Coniracting Strategy because the commercial

department is responsible for the procurement
The Contracting Strategy was signed off by the process.

General Manager: Commercial.
| The General Manager Commercial signs to

consulted in the formulation of the Contracting
Strategy.
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3 ! Thetechnical evaluation criteria was compil

| the End User, without input from other technical
experts. As a result, the technical evaluation
team members indicated, during Interviews, that
the eriteria did not enable them to adequately
evaluate the technical competence of the labs

. and iterns which in their opinton, should have

| been included in the criteria, were excluded.

T e e g

edby The entire technical evaluation team should have
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o] vt aly 8y 1420 =

been consulted. However, the evaluation criteria
appears to be sufficient as it covers critical areas
such as accreditation, resource competence and

adherence to applicable ISO standards.

H

4
l by the End User, without input or approval from
other independent stakehclders.

The technical evaluation team was selected solely This is an exception and it was the first tims that

the technical evaluation team was pre-selected.
The evaluation of tenders is normally conducted
' by the entire QA team.

5 ! Besides a register of tenders submitted on the
closing date, there is no qudit trail of how these
| documents were handled throughout the process
l by the different evaluation disciplines.
i

The Buyer should take custody of the tender
documents and keep them in a secure place.

: Evaluations are performed after the Buyer has
acquired e secure room. The evaluation team
should only access and evaluate the tender
dacuments in a secxre room. The tender
documents should be locked away when
evaluations are complete and the Buyer should
have evidence of this.

r——

6 | Therewasno indication in the tender
| submissions that 2 Eskom offictals initialed each
| pageas required by the tender process.

" The tenders are submitted in duplicate and the
original tender decuments might bave been
initialed as required. Management will make
follow ups..

7  The Buyer, during an interview on 7 October
2015, indicated that she was not suitably

P qualified to identify the 2 gatekeepers and the

Ly End User had 1o, therefore, conduct the pre -

’ evaluation of the Labs on her own.

The disqualification of the 5 service providers
was therefore essentially done by one person,
with po review or approval.

Report: Coal Quality Management Review

| The finding was accepted, Evaluation agsinst the
gatekeepers should ideally be performed by the
same teem which performs the technical
evaluation of the tenders,

The results of the disqualified tenders should be
reviewed and approved by a senjor official,
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| 8 | Ananalysis of the disqualified tender
submissions revesled the following:

Three of the disqualified tenderers appear to
have submnitted the mandatory gatekeepers,
contrary to what the End User and Buyer
advised.

Furthermore, disqualified tenderers were not
given adequate reasons for disqualification. The
regret letters sent to the suppliers only indicated

! that they were “umsuccessful”, not necessarily

 that they were “disqualified” and the reasons
provided in the evaluation report wera not
specific, that is, the report only says the tenders
were disquslified because they “Did not subimit
the qualifying mandatory requirement”

440

Reasons for disqualification are normally
provided on request by the supplier. However,
where tenders are disqualified based on failure to
| submit mandatory gatekeepers, they should be

‘ advised ascordingly. The finding is therefore

1 accepted.

9 | Technical evaluation sheets used by the different
members of the technical evaluation team were
electronic, not dated and no names were
depicted on the sheet, predisposing them to
manipulation.

Furthermore, the technical evaluation team

members did not compile a detailed site visit

report of the site visit performed as part of the

technical evaluation. We anly received score

sheets in respect of the site visits. These did not
l include any detail on them.

{ The technical evaluation team normally sits
together in one room and scores the tendesers.
Their scores are then consolidated by the End
User wha then copies ali evaluation team
members on the mail to the Buyer for inclusion
in the Evaluation Report.

With regard to the site visit report, the evaluation
team members are required to fill in a detailed
checklist which contzins all requirements
observed.

Evaluation team members do not have sight of
the consolidated scores presented to the
Procurement Tender Committee and there is also
0o 4 eye review of the consolidated scores to

10

Thtis adequate for the QA Manager to sign off the
evaluation report. This indicates that he has
reviewed it and that its contents are satisfactory.

. Procedure. SD&L Objectives where referred to
* following en instruction from the PTC.

Report: Coal Quality Managernent Review

ensiire aecuracy.
1 1
i 1 ' Thereis no sudit trail, incdluding PTC minutes of * There should be a randate in place.
what transpired during the presentation to the Management will make follow ups,
PTC. Itis therefore not clear what the PTC
reviewed and questioned.
12 There is no evidence in the documents provided | Management will look into formulating a
that the SD & L team was consulted before going | checklist encompassing all disciplines to be
out on Tender as required by the Procurement consulted before going out on tender.
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13 ] 'Ihere were disparities and no cnmmemal

rcasoning in the pricing accepted between the ¢
I service providers, considering that these service

! pmvidem were providing exactly the same

! services.

| ; It appears Eskom does not perform price

i benchmarhug prior to going out on tender.

A comparisou on prid.ng Is not done per service

441

that is rendered but rather on the overall
tendered price per service provider, The overall
cost per package should be comparable.

. 14 The feedback Raport showing negotiation
outcomes to the PTC is dated 28 March 2014.

However, some of the contracts were signed as
early as 26 March 2014- The Buyer has indicated

that they received a mandate to negotiate and
conclude the contract, We have requested
minutes of the PTC meeting to confirm this,

The Feedback report does refer to the mandate,
: butthere is no signature and date from the PIC

! chairperson.

This is a normal process. The feedback report is

compiled after conclusion of the contracts.

produce any when requested.

15 | Noindication of contract files for each Lab was
provided and the Contracts Manager could not

There could be some of the information stored
cn Eskom data warehouse. Especially
correspondence with the Labs but management

accepts the finding.

16 | There are several concerning disparities in the

of work.

i

payments made to sonte of the Labs indicating
that there might be preference in the aflocation

Previously, Eskom followed a percentage
allgcation of work to each service provider. This
however did not work as some of the allocations
were not aligned to the service providers'
capacity. Allocations are therefore done by the
contracts manager and should be fair.

Management however agrees with the finding.

: 17 . The "TEST CO" “location” Lab fajled to obtain
the minimum score of 70% for technical

prohibit the use of this Lab.
‘The End User has confirmed that there are no

' contrels currently in place to ensure that “TEST

CO" does not use the “location” Lab.
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competence, The contract signed by “TEST CO”
is however quiet on this and does not spacifically

Menagement agrees. However, the Lab is
required to obtain permission from Eskom
should they want to use the Lab.
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F. N

[
The contracts m ed to keep a detailed
contract file for each service provider as required
by the procedure. Records of contracts
management provided were inadequate.
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correspondence with service providers may have
been stored on Hyperwave, Eskom’s shared
drive.

19

We could not find evidence that non-
conformances were remedied for some of the
Labs as close out reports for some of the audits
were not provided.

Management sgrees, however this may be dueto
system constraints.

20

4 of the 5 Lahs were found to be in breach of
their contractual agreements in that some of
their Lab equipment was not linked to LIMS.
There is no indication that the Labs are being
reproeched by Eskom for such non-
coufarmances.

Management agrees. However it was only
discovered recently that this was a contractal
requirement as the contract manager did not
provide the contracts to the QA team, The Labs
are also experiencing difficulties with LIMS
linkages and suspending them would impact on
Eskom coal quality mansgement process.

21

The Lab contracts require each Lab to af least
have a Senior Analyst with a Natlonal Diploma or
Degree in Chemistry. We bave not seen any
evidence that the Labs are complying with this
requirement.

The QA team only recently found out sbout this
requirement. It will be monitored going forward.

6.48

Non-conformance, Adequacy Assessment and Blueprint Development

We performed an assessment of the adequacy of existing protocols, policies and guidelines
as part of our review. Subsequently, we made recommendations for potential enhancements

to the existing protocols and for rel
inad

evant “Blueprint” development based on the identified
cies. A summary of the identified inadequacies, recommendations and a

“Blueprint” development is attached to the report as Appendix 35.
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VII. CONCLUSIONS
Mines

71 Wereviewed the procurement of coal supply from 4 Mines. The procurement was
conducted via an unsolicited tender process on two of the Mines and via an RFP on the

remaining two.

7-2  Despite the gaps in supporting documentation provided, which was largely as a result of
poor record keeping and document management, the coal supply procurement from the two
mines that were part of the RFP process followed a structured process of documentation
submission, evaluation and negotiation with a commercial governance system set out in
;eqrﬁrem?ints and standards as listed in the MT Coal Supply Strategy and the subsequent

oD Mandate.

7.3 The two contracts concluded outside a formal RFP process shared similar shortcomings in
non-conformance to registration and prequalification. However the contrast in quality of
documentation, compliance to contracting standards and financial evaluation is obvious.
Due to the fact that the two contracts were concluded recently and were overseen by the
same leadership (SGM and GM), the reason for the obvious difference in standards can only
be ascribed to competence of the individual team leaders and team members and/or
external factors. The quality of the AC contract docurnent and its ‘addendums’ were found
to be concerning in that it contained numerous typographical errors.

7.4 Itisevident that although Section 3.7.3.9 of the Eskom Procurement and Supply
Management Procedure provides certain requirements for these types of unsolicited offers,
and the Eskom Process Control Manual for Source External Suppliers (240-7851684)
provide direction for how it integrates into the normal procedures, PED have not integrated
this into a concise and robust enough internal process to constitute a formal control process
and procedure, nor has it stream lined and controlled the rest of the required practices and
procedures,

7.5 Very few of the interviewees seemed familiar with the requirements of Section 3.7.3.9 of the
Eskom Procurement and Supply Management Procedure. Interviewees could not link the
procurement decisions to a commodity (coal) supply strategy and also not to a contracting
strategy, furthermore, the commercial or financial rational for entering into the contracts at
the negotiated terms and conditions were generally week or absent on at least two of the
four procurement events reviewed. This is surprising given the fact that primary energy is
the predominant cost driver of Eskom, and reported to be ore of the significant areas of
above inflation cost increases recently.

7.6  Negotiation Team Leaders evidently are in full control of the process from beginning to end.
There was no evidence to indicate that there was any oversight from the PED General
Manager during the processes of the unsolicited offers, although he attended some of the
meetings with suppliers and led the final negotiation meeting on one of the contracts.
Further, despite Eskom’s procurement poliey prohibiting single adjudication, PED
continued, seemingly with a mandate from the BoD TC to enter into contracts in excess of
R3bn each committing Eskom for 10 years or more with single signing authority. Deaspite
having properly constituted tender committees at various levels in the organisation, and the
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fact that these negotiations were lengthy (6 to 24 months), no evidence was provided that
tender committees were consulted,

7.7 Itis questionable if similar coal market conditions and Eskom’s urgent procurement needs
of 2009 still exists today that might justify perpetuating the coal price aspirations and
governance systems proposed originally. The 2010 MT Mandate outlived most if not all
senior executives and BoD members and it is quite conceivable that the current senior
executives and BoD does not have sight of the original intent, strategy and tactics. BoD TC
should review the Coal Supply Strategy, contracting strategy and the associated
procurement mandates as soon as possible.

Labs

7.8 The Lab, roving, observation and sampling services were procured via an open tender. The
tender process commenced during October 2013 and the contracts were concluded between
March and August 2014 to the value of R213 million over three years;

7.9 Atotal of 14 service providers responded to the tender, 4 service providers were disqualified
at pre evaluation stage for failing to comply with the mandatory requirements and 1 service
provider was disqualified for failing to attend a compulsory clarification meeting;

7.10 We found that of the 5 disqualified service providers, 3 were unfairly disqualified as they
had submitted the mandatory requirements;

7.1 All disqualified service providers were not notified as ta the reasons why they were
disqualified. The letters sent to them simply stated that they were unsnccessful. As such, the
disqualified service providers were not afforded an opportunity to challenge their
disqualification;

7.12 No contract files were opened for the suppliers and such, we could not assess the extent of
contact management;

7.13 The Acting Labs Contract Manager, Quality Assurance Manager appears to have not
completed all mandatory training required for the position of Contract Manager;

7-.14 We could not find any evidence that the non-conformances are followed up and remedied.
In this regard, we identified 131 non-conformances in respect of the 5 Labs which were not
remedied;

7.15 Lab audit reporis were not produced on time and in certain instances, there is evidence that
the follow up audits were performed where major non-conformances had been identified;

and

7.16 Some of the major non-conformances identified posed a potential threat of manipulation of
coal sample analysis results, especially Labs failing to connect their equipment to LIMS
which resulted in the manual input of results;

Report: Coal Quality Management Review Page £1
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7.17 There is no evidence that the Labs are compliant with the contractual requirements
pertaining to qualifications of staff; and

7.18 During our observation of Lab audits during October 2015, we verified the existence of
some of the non-conformances.
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VIII, RECOMMENDATIONS
8.1 'We recommend the following pertaining to the Mines:

1
I
I
1

o Itisevident that although

Section 3.7.9.9 of the
Eskom Procurement and
Supply Mansgement
Procedure provides
certain requirements for
these types of unsolicited
offers, and the Eskom
Process Control Manual
for Source External
Suppliers (240-7891684)
provide direction for how
it integrates into the
normal procedures, PED
have not integrated this
into a concise and robust
enough jaoternal process
to constitute a formsl
cottrol process and
procedure,

446

T
comiprendalion

We recommend that the draft Primary Energy
Division's Potential Coal Supplier Evaluation and
Registration Process (Short/ Medium Term- March
2015) should be enhanced to include all relevant
steps in the process e.g. obtaining prior approval
from the relevant delegation authority for and the
process of engaging the potential supplier and on-site
assessments,

Once & final process and procedure has been agreed
to, it shonld be formally documented, assented as an
officiel Eskom procedure and communicated to al
affected staff,

The requirements of the latest Coal Supply Strategy,
the Coal Contracting Strategy and Coal Supply
Optimisation Modelling and Planning should be built
into the formel PED business processes.

The draft CSA Sign-off Checklist should be amended
to include:

o Al steps agreed to (from start to finish) in the
formal procedure;

¢ all relevant docwments, records and decisions
dated i.e. 50 as to ensure an audit trail can be
established;

» minimum stendards to adbere to i.e. to ensure
the appropriate level of detajl and quality of the
work to be performed; end

* Sign-off by senior management/oversight at the
end of critical steges of the procesa.

The final checkdist should form part of the formal
procedure apd be annexed thereto,

Repart: Coal Quality Management Review
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| Staffing and e Very few of the + Werecommend that once a formal procedure has

| Training interviewees seemed been implemented, the relevant affected staff be

familiar with the trained to ensure that they understand the
requirements of Section and the steps that are required to be followed.
3.7.3.9 of the Eskom s A record of this training should be maintained.
Procurement and Supply  « The complexity, duration, uncertainty and risk

i Management Procedure. involved in these kind of contracts results invarisbly

| » Interviewees could not into a situntion where Eskom negotiating teams face
link the procurement senjor mining executives and experienced advisors as

decisions to a commedity counterparties. Eskom will do well to increase the
{coal) supply strategy and level of seniority, techneo-financial and contract

also not to a contracting competency level of its negotiating teams. '
strategy. « Given the varying risk and complexity, formal |
= The commercial or appointment and mandating of teams with regular |
financial rational for executive oversight is strongly advised.
entering into the
! contracts at the
| negotiated terms and
. conditions are week or
| absent on two of the four
| procurement events
I reviewed
Oversightand | « Negotiation Team «  QOversight and sign-off by senior management must
Sign-off Leaders evidently are in be embedded in all relevant process steps, starting
full control of the process with formel appointment and mandating of the
from beginning to end. teams to ensure that the documented process is

‘There was no evidence to followed throughout the procurement life-cycle.
indicate that there was ¢ Departmental routine business processes must be

apy oversight from the formalised to include the supply and demand

! PED General Manager situation, progress and forecasting relating to the

| duringthe process, coal supply procurement process and performance
although he attended trackin

g
BoD TC should review the Coal Supply Strategy,

|  someofthe meetings with .
i suppliers and led the final contracting strategy and the associated procurement
negotiation meeting on mandates as soon as possible.
one of the contracts.
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! Risk | » Theteamleaderandtesm o A mandatory ‘declargtion of Interest’ should be
Management |  members selected for the implemented es part of the procedure to ensure that
| procurement ofthecoal | there are no conflicts of interest between

i . supplies did not complete procuremert staff and potential suppliers, )
| | declaration of interest, * All suppliers and their beneficial owners should be |

| « The Acting General screened to ensure that Eskom does not conduct
Manager, PED Divisian, business with individuals and companies that can

| Eskom stated that all potentially affect Esltom’s reputation.
|  unsolicited offers madeby o Eskom is by far the dominant buyer in the domestic
suppliers are considered coal market. Strong competition for its higher quality
duato the demand of coal coal requirements has developed over time in the
! supply. No evidence were export market. Furthermore, coal procurement

provided that due Eskom need to carefully consider and exacute both a !
consideration has heen coal sourcing strategy and a contracting sirategy.
given to needs analysis, [
alternatives considered,
negotiating and or
contracting sirategy. I
Finencial and commercial }
evaluations or analysis i
was only evident in two of
the contracts reviewed.
i -1
i Document The quality of the "AC” = We recommend that forme? sign-off by a contracts ]
Quality contract document and its Jawyer of the execution copy of an agreement be
Control ‘addendums’ were found to implemented as a mandatory raquirement.
be concerning in that it » It is recommended that the current contract and its
contained numerous addends be cleaned-up and redrafied whers
| typographical errors. necessary by a competent contract lawyer.
| |
P i
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It was difficult to establish

a timeline and audit trall
of the process as many of
the documents that were
reviewed were not dated.
Document management
and retention is
concerning as there is no
central repository for all
documents recefved
related to the supplier.
Different people have
different documents
stored on their
computers,

Not all required
documents were made
available,

Some of the required
safety related documents
were not obtained and
retained. The Safety team
reportedly had sight of
them during their on-site
visit
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Formal Records Management Policy and Procedures
should be drafted to ensure that all relevant
procurement documents be dated and filed correctly.
We recommend that a ceatral repository be
established for all supplier documents to be stored.
The Records Management Policy should follow 2
detsiled filing convention and retention discipline to
ensure that all documents in the process (including |
supplier correspandence) can be retrieved when !
required. i
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* The procurement was
done under the 2008
Medium Term coal ,
procurement mandate set
up originelly for
emergency coal .
procurement. During an
update to the BaD-TC in
2010 the mandate was
extended and expanded to
contract for life of mine,
to extend current
contracts and powers with
sub delegation was
granted to the Divisional
Executive Primary Energy
Division to execute.

* PED in a feedback note to
the BoD-TC in 2014 gave
feedback of procurement
action against the MT
mandate and requested
continuation of the same.
The BoD-TC minutes only |
reflect that the feedback
was poted,

lo It was the interpretation

| of this mandate that

+  allowed the DE PED to

commit Eskom to 10 year
CSA with nominel values

I in excess of R3nb each

i without having to refer to

' any committee or other

aversight process.

Delegation of
Authority

450
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It is questionable if the condttions stil] exist
justifies extraordinary or emergency procurement as
envisaged by the MT strategy and motivation for the
2008 MT mandate and the subsequent 2010
modification.

It is recommended that in future, in addition to valye
and volume requirements, other conditions he uged
to limit the duration and scope of extraordinary
practices, In this case a time Fmit of say 12 months
could have been used.

e The combuston tests .
done ta date on the AC
coal supply are
inconclusive and it is
unclear if ths condition .
precedent of clause 10,21
i of the contract has been
met. Clause 10.3 of the
agreement §
y  stipulates that if 10.2.1 s
! oot fulfilled or waived, the
i contract shall never
! become effective.

Validity of the
contract

A technical and legal review of the AC CSA is

urgently required to inform Eskom’s actions relating
to the further implementation and management of

the relationship with the supplier.

This situation could well provide Eskom with

leverage in finalising a range on unresolved Issues

like the insisting on only 4lower seam coal, insisting
on the supplier implementing a coal washing plant if
coal seams are going to be blended and finalisation of
the CQMP.
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Contracts » Neither the Coal Sourcing + Functionsl roles and responsibilities need to be :
management Manager (contracting cleatly documented and formal handover processes !
process) and the Coal and procedures implemented. !
Supply Unit Manager
(implementation and
operational management)
were clear on key
outstanding elements of
the contract like the
o~ quality testing and
D confirmation (Condition
i Precedent), potential risks
identified by the Bulk
Sample test results and
the finalisation of the
outstanding CQMP.

8.2 We recommend the following pertaining to the Labs:

Records s Contract | « Lab contract management files should be maintained as
Management Management Gles required by the Procurement policy and all relevant
= pertainingtothe ~  records maintained.
Lahs were not .
opened as |
requirement the !
Eskom
Procurement
ﬁ') policy.
i Systems s Several : « Eskom should consider implementing enhancements
improvement =  inadequacieswere | recommended in cur report to address the inadequacies
i identified in the identified in the system.
Procurement,
| Contracting,
Contract

Managementand |
Quality Assurance ;

e

systems.
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Contract s Instances of major |

enforcement non-conformance
pertaining to
connection of Lab

1 Bqlllpmmtto LIMS I

i and non- !

| compliance to '

contractual terms

i' relating to staff =~ |

! qualifications were

] identified.

452

Measures should be put in place to ensure all Labs
comply with the contractual requirements, particularly
around staff qualifications and connection of equipment
to LIMS,

' Quality * Alicontractval |
| Assurance Labs were found to |
| have & high
number to
| recurriog major
i non-conformances
during the Audits.

Labs should be encouraged to limit the number of major
non-conformances identified during audits. The Labs
should be encouraged to perform their own internal
audits as per their contracts to identify these weaknesses

and remedy them in time,

8.3 Werecommend the following pertaining to forther Forensic Work:

2013 to 2015 ¢ Procurement

+  Work Allocation
to Labs and
Roving companies

& Payments to Labs
and Roving

companies

comparison to what was sent to the Mines and
Eskom, ta establish the extent of any manipulation !
and/or irregular conduct;

s The role played by certain staff members during the
procurement process;

* Payments made to a roving company for services
not allegedly rendered

¢ Payments to one service provider for waste
removal. This service was not provided for in the
contract;

¢+  Unusuaily high payments made to one particular
Lab, in relation to the other Labs and

* Potentiel conilict of interest involving certain staff
members, i

T, . B——— — — —
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