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Overview of critical decisions

Eskom rescue

e Eskom CEO appointment + strengthening of board and management
e Eskom debt relief and refinancing mechanism + compressing coal and people costs
 Climate-linked finance facility + NERSA tariffs

* Municipal debt arrears

e Eskom restructuring path Will government’s
Security of supply Eskom paper deal
IRP with these

adequately

* Next IPP procurement

* Freeing up distributed electricity generation market
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Eskom’s financial performance continues to deteriorate

Total installed capacity (MW)
Electricity sales (GWh)
Revenue (R millions)
Average selling price (c/kWh)
Coal purchases (Mt)

Coal costs (R millions)
Employee costs (R millions)
Employee numbers (group)

Debt securities and borrowings (R millions)

2007
42,618
218,121
39,389
18
117.4
10,000
9,451
32,674

40,455

2018
45,561
212,190
177,424
83.6
115.49
50,123
29,454
48,628

388,684

2019
44,172
208,319
179,892
86.4
113.8
58,500
33,272
46,665

440,610

Source: Eskom Annual Reports
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—
Understanding the problem: —

Eskom is insolvent; too large to fail; too large to continue bailing out

e Pre-tax loss R29bn for FY19 , March March
Ratio
e Largest SOE loss on record 2019 2018
X , EBITDA margin, % 18 26
e Debt service cover ratio FY19: <0.5
Cash interest cover, ratio 0.9 1.2

* Eskom generates less than half of the cash
it needs to service interest and principal Debt service cover, ratio 0.5 0.9
R 44 -> 69 -> 84 bn between 2017-19

* Debt trap: borrowing to repay its debt

* Gross debt to EBITDA ratio >15; should be Debt/equity (including long- | 2.5
term provisions), ratio

Gross debt/EBITDA, ratio 15.6 9.7

- | ow |||

closer to 5
* State bailouts completely unsustainable; Gearing, % 67
2019/20 to 20/21 Free funds from operations
R 23bn + R 26bn + R 23bn + R 33bn after interest as % of gross (1) 2

debt, %




Municipal debt arrears are out of control

Invoiced municipal arrear debt, R billion Soweto small power user (SPU) debt, R billion
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Eskom —in its own words

Eskom in its current form is unsustainable

Debt approaching
R450B

Unable to service
from own
EBITDA

Must borrow to
service debt
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Revenue

Volume declining
| % per year, not
coming back

Tariffs not cost
reflective

R38Bn in
receivables
outstanding

+9
I
Costs

Opex increased
30% in 5 years,
reaching RI5IB in
FY 19

Large increases in
employee, coal
costs and IPP
payments

Operations

EAF below 70%
during FY 19

Load shedding,
increased costs, lost
revenue, lost
credibility

@ €skom
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QOutdated
Business

tility death
piral

Operational and
structural
inefficiencies

Lack of
transparency

Change in
energy landscape



CEO decision is absolutely critical

 Three candidates short-listed

* One stands head and shoulders above the rest in terms of Eskom AND
big corporate leadership experience. Performed best in interviews

e But will government make a politically-correct appointment instead?
* This will be the 10t CEO appointment in 10 years!

* Eskom cannot be turned around unless there is strong, competent
leadership

* The business community needs to send a clear message to
government on this



Tariff support PLUS debt relief/refinancing needed
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Required Annual Equity Injection RBn

8.50%
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9.00%

9.50% 10.00%

5-year Compound Average Tariff Increase
—@— Annual Bailout Required for 10 years

10.50%

11.00%

Source: Meridian Economics
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Proposals for debt relief and refinancing

Primary options

1. Status quo (on-going equity injections)
2. Direct fiscal debt take-over (a portion or all of it)
3. Fiscal debt take-over into dedicated refinancing mechanism (SPV)

Status quUO BB
Not a long-term solution; unaffordable (requires at least “R50 bn pa)
Risk of further credit ratings downgrades

Risk of broader political instability as resources diverted from other important
causes

Creates moral hazard for Eskom and other SOEs
Reduces pressure to complete the unbundling
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Eskom debt relief and refinancing choices

Direct fiscal debt take-over [, SPV re-financing mechanism

* Increases South Africa’s debt-to-GDP ratio by State owned, Treasury controlled, special purpose

V/
S

~ 6 % points vehicle offers to buy existing Eskom debt on same
* Increases cost of refinancing Government conditions.

debt. Hides full cost of bailing out Eskom. * Refinances Eskom’s debt at near-government rates
* Pari pasu principle holds « Annual state support will flow to this entity.

» Likely to result in a selective default (“A

diRtresson Diehanae DHORAN\ SR P e Enables the restructuring of Eskom Holdings and

turnaround to proceed without delay.

* Creates moral hazard for Eskom & other SOEs . Restructpring separates the.performing from the under-
* Reduces pressure of unbundling and performing parts of the business
turnaround of underlying business operations * Designed to impose financial discipline & leverage value.

* Allows parts of the business (now unencumbered by the
underperforming areas) to return to the markets.

+ Ambitious blended climate-linked facility, \/

Lower cost of debt thru concessionary funding in exchange for more rapid closure of old expensive coal plant
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President Ramaphosa on Eskom

“Eskom is in crisis and the risks it poses to South Africa are great. It
could severely damage our economic and social development
ambitions. We need to take bold and decisive action.......To position
South Africa’s power sector for the future, we shall immediately
embark on a process for establishing three separate entities —
Generation, Transmission, Distribution, under Eskom Holdings.....Of
particular and immediate importance is the entity to manage an
independent state-owned transmission grid combined with the
system operator, and power planning, procurement and buying
functions. It is imperative that we undertake these measures
without delay...”

SONA 7 February 2019



NG
Why we need to restructure Eskom D,

7

Operational benefits Transformation of the power market
Generation, transmission and distribution e Current Vertica”y_integrated’ monopoly model
very different businesses: latter is customer broken -> in_efﬁciencies’ no transparency,
facing, former is fixing old kit corruption, utility death spiral, too big to fail, too
Improved management and operational big to bailout
focus; ring-fences financial contagion * An independent transmission / system operator

_ . . N\ . competitive procurement of least-cost power

Linked to refinancing: transmission will . .
quickly return to investment grade and * Sets the industry on a new path, with more
need to be restructured  Eskom generation can develop new business
106 power utilities globally have unbundled model

Question now is not whether or not to unbundle, rather it is how best to do it
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Need to choose between two restructuring routes

1. BCG/Eskom proposal X

e Slow Eskom-led functional unbundling
followed by accounting and legal
separation after 5 years

e Could easily be reversed
* Not linked to debt restructuring

2. Task team proposal

* Create shell Transmission / SO subsidiary
now with its own board to drive
migration of people, systems, assets and
debt into new company. Once
operational, take out as independent
company

e Link immediately to debt restructuring

e Can demonstrate immediate progress
and create reform momentum

* Follow with distribution restructuring

Eskom

IPPs

Holdings

Eskom

Generation

SO/Buyer

Tx

Dx

Eskom

Holdings

Eskom

IPPs

GridCo
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Eskom
Distribution
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In the meantime, South Africa is short of power and load-shedding could return

0 0 0 R51.59
0 0 0 489 R1.72

0 0 0 1005 R 3.54

0 0 0 7425 R 26.14
0 0 0 9587 R33.75
0 0 0 8656 R30.47
0 0 0 8862 R31.19
0 0 0 13930 R49.03
0 0 0 440 R 1.55

0 0 0 800 R2.82

0 0 0 11055 R38.91
0 0 9209 R32.42 432 | @] 21302 R 74.98
0 0 8514 R 29.97 26 @ 20531 R72.27
0 0 9602 R 33.80 188 | @] 23210 R81.70
0 0 0 17029 R 59.94
0 0 0 1687 R 5.94

0 0 0 1048 R3.69

0 0 0 15791 R 55.58
0 0 0 15852 R 55.80
0 0 0 17111 R60.23
0 0 0 14807 R52.12
0 0 0 15205 R 53.52
0 0 0 3217 R11.32
0 0 0 2215 R7.80

0 0 @ 22449 R 79.02
0 0 @ »xi12 R 88.46
0 0 @ | 20445 R 103.65
0 0 @ 27970 R 98.45
0 0 22434 R 78.97
0 0 R 13.62

*  Significant variations can occur due to changes in planned maintenance, unplanned outages and variations in the demand.
* The estimated gas generation is an energy calculation over all the hours of each day and is expressed in MWh.

* The load reduction is an approximation of the highest magnitude (MW) and stage of reduction required for each day.
14

Eskom Daily

System Status
Projection for
October 2019

Source: Eskom



Eskom Medium Term System Adequacy Outlook
A shortage of 4000 and 5000 MW
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Source: Eskom



Improvements in Eskom Generation Energy Availability Factors
would make a huge difference but now VERY difficult with ageing plant

PLANT PERFOMANCE SCENARIOS

— —High EAF Low EAF
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South Africa needs to procure new power asap

* As Eskom struggles to keep the lights on and the performance of its power

stations remains unsatisfactory, new power investments are urgently needed
(MTSAO)

e Eskom doesn’t have the balance sheet to fund new power
* Coal, nuclear, gas cannot be built in 3 years; solar + wind can

* REIPPP round 5 needed asap. Prices will come in below ZAR 45¢/kWh and
dispel perceptions that IPPs are expensive; supported by complementary
flexible resources

* Direct contracting between IPPs and large consumers needs to be facilitated
e Regulatory reform - e.g. exempting small scale distributed generation projects

<10MW from the requirements of a licence — will liberate a huge pipeline of
innovation and investment

* Fixing Eskom is really hard; freeing up the market for private investment in
new power is relatively easy by comparison!



Urgent messages for President

e Appoint a CEO with proven leadership capability

* Now is the time to move boldly on restructuring Eskom so that we are not
faced with endless bailouts and so that competition and investment are

accelerated
* BCG/Eskom proposal for slow functional unbundling won’t cut it

» Rather establish Transmission Subsidiary and appoint its Board to DRIVE the unbundling.
This can be done with sensitivity to labour issues

* Be decisive on debt relief and refinancing mechanism. If the simpler option of
debt transfer to the sovereign is chosen, understand that this will be more
costly and less effective in Eskom restructuring than SPV option

* Mandate Eskom Task Team to explore feasibility of lower-cost climate-linked
finance for Eskom

e Launch REIPPP 5 asap. South Africa needs more power






