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INTRODUCTION

This document is the first in a series of four papers on state-owned enterprises in South Africa

prepared for the National Planning Commission and the African Development Bank (the sponsors).

The National Planning Commission (NPC, the Commission) was established in 2010 to provide
government with an independent and critical view of South Africa’s development, and to produce a
plan to improve planning, budgeting and co-ordination of economic development. The NPC is made
up of twenty-six commissioners, twenty-five of whom are private citizens who serve in a part-time

capacity.

In developing this plan, the NPC was required to take a ‘broad, cross-cutting, independent and critical
view of South Africa’ as it determined the strategic path for development. The vision and strategic
plan developed by the Commission is the National Development Plan, 2030 (the NDP).

State-owned enterprises (SOESs) constitute a significant part of the economy and are expressly
expected to contribute to the achievement of the NDP. Their role includes contributing to inclusive
growth and job creation, promoting economic transformation and skills development, industrialising
the economy and supporting regional integration. The existence, operational performance, financial
sustainability and governance of SOEs is thus highly relevant to the achievement of the NDP.

The role of the Commission is to oversee the implementation of the NDP by providing research
support and reform recommendations to government on issues that impact the realisation of the NDP.
As the first five-year NDP planning cycles (2014-2019 Medium-term Strategic Framework) draws to a
close, it is an appropriate time to take stock of the performance and purpose of SOEs in achieving
long-term goals, especially since President Ramaphosa reaffirmed the NDP as the country’s

development blueprint.

The African Development Bank (the Bank) through the Southern Africa Regional and Business
Delivery Office in Pretoria is supporting the Commission to undertake the assessment of SOEs to

help to reposition the major SOE as efficient vehicles to deliver on the goals of the NDP.

The ultimate purpose of the study is to better align the existence, structure and performance of SOEs
to support government’s long-term development strategy. Specifically, the NPC and AfDB

commissioned four research papers:




Paper 1: Review of performance against NDP (this report);: The purpose of the first paper is to
create a framework for assessing SOEs against the NDP; and then using this framework to provide
an evidence-based assessment of performance in three state-owned activities, namely: the provision
of electricity (Eskom); the provision of freight logistics (Transnet); and the provision of commuter and

passenger rail services (Passenger Rail Agency of South Africa (PRASA)).

Paper 2: Market suitability analysis: The second paper explores the market structure and socio-
economic conditions under which government intervention through a state-owned participant is
appropriate or not appropriate. The paper provides an analytical framework for use by policy-makers,
and uses electricity, freight logistics and commuter and passenger rail as three test cases, providing a

range of alternative options.

Paper 3: Institutional governance review: The third paper considers the institutional governance
arrangements between shareholder ministry, policy ministry, planning department; funding ministry
and the SOEs. It also focuses specifically on electricity, freight logistics and commuter/passenger rail

to draw out principles of universal application.

Paper 4: Synthesis: The final paper presents learnings from the first three papers and synthesises
principles and policy recommendations that will help to align the structure and performance of SOEs

to improve their contribution in support of the NDP and inclusive economic growth.

The purpose of this paper (1) is to establish a framework of the outcomes sought from SOEs in the
NDP, and 2) to use the framework to review the performance of a sample of SOEs against the NDP

to establish an evidence base of performance.
In short, the paper answers the questions:

“What outcomes does the NDP expect from SOEs in general and specifically for SOEs

in electricity, freight rail and commuter rail; and are these outcomes being achieved?”

Paper 1 creates a stronger link between the NDP and the performance of key SOEs: the performance
of SOEs becomes more clearly linked to achievement of the NDP, while the NDP becomes more

manifest in the performance of the SOE.

INTRODUCTION TO THE NATIONAL DEVELOPMENT
PLAN 2030




The goal of the NDP is to realise a greatly improved quality of life for all South Africans by 2030. In
the spirit of the Constitution, the NDP envisages an equal and just society in which poverty has been
eliminated and inequality has been reduced. According to the plan, the vehicles for achieving this
society are enhancing the capabilities of citizens, building an effective developmental state, and

driving inclusive growth.

The NDP runs to 484 pages long and is part vision statement, part economic framework, and part
social compact. It touches on all features of society and the economy. As a long-term strategic plan, it

serves four objectives:
1. To provide overarching goals for what South Africa wants to achieve by 2030;

2. To build consensus on the key obstacles to achieving these goals and what needs to be done

to overcome those obstacles;

3. To provide a shared long-term strategic framework within which more detailed planning can

take place; and
4. To create a basis for making choices about how best to use limited resources.

When drafting the report in 2011, the NPC first produced a diagnostic report identifying nine
challenges faced by South Africa which was disseminated widely for discussion. The identified

challenges were:
1. “Too few people work;
2. The quality of school education for black people is poor;
3. Infrastructure is poorly located, inadequate and under-maintained;
4. Spatial divides hobble inclusive development;
5. The economy is unsustainably resource intensive;
6. The public health system cannot meet demand or sustain quality;
7. Public services are uneven and often of poor quality;
8. Corruption levels are high; and
9. South Africa remains a divided society”*

The NPC defined these as the most urgent issues facing our economy. “Building on the diagnostic,

the plan added four thematic areas”2:

1 NPC (2012) National Development Plan, p25.
2 NPC (2012) National Development Plan, p25.




10. Social protection to the vulnerable;

11. Community and personal safety;

12. The rural economy; and

13. South Africa’s global, continental and regional role.

The NPC then took these challenges and presented them rather as outcomes or solutions to be

attained. These, along with the supplements, form the basis of the chapters of the NDP:
14. Economy and employment (Chapter 3);
15. Development of economic infrastructure (Chapter 4);
16. Environmental sustainability (Chapter 5);
17. The rural economy (Chapter 6);
18. Regional and international relations (Chapter 7);
19. Human settlements and spatial reform (Chapter 8);
20. Education (Chapter 9);
21. Healthcare (Chapter 10);
22. Social protection (Chapter 11);
23. Safety (Chapter 12);
24. Building a capable state (Chapter 13);
25. Fighting corruption (Chapter 14), and
26. Social cohesion (Chapter 15).

The NDP is quite explicit in certain expectations for what an SOE is to contribute to the economy.
However, imbued in the nature of the SOEs as an implementation arm of the developmental state is
the understanding that SOEs are able to and should contribute to the achievement of the vision in a
much wider manner than made explicit. For example: as large owners of land, the SOEs may be able
to contribute toward the transfer of land and land reform. It is also apparent in the CSI reporting of the
SOEs that they themselves have adopted a wider share of responsibilities — contributing significantly

to education programmes or health care delivery.

Figure 2.1 is a comprehensive representation of the potential responsibilities of the SOEs promoted
by the NDP. This sunburst puts the ultimate aspiration of the NDP in the centre and moves outwards

to progressively more detailed outcomes sought by the NDP. The stated aspiration is to eliminate
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poverty and reduce inequality by 2030, but employment is so fundamentally intertwined with both of

these, that it has been included as a central aspiration.

The achievement of the three central aspirations is enabled according to the NDP by 1) building the
capability of citizens; 2) growing an inclusive economy; and 3) building an effective state.3 In turn,

each of these is broken into objectives, actions and components in the outer rings.

3 |bid, p478.
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Figure 2.1: Visual representation of the NDP (as could be relevant for an SOE)
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Three points stand out from this depiction:

e Firstly, economic progress, while critical, is balanced equally with social equity and
environmental sustainability, expressly or implicitly. The NDP acknowledges the importance
of growth — aiming for the economy to have nearly trebled by 2030 while creating 11 million
additional jobs* - but it is not a charter for laisezz faire growth. Instead it stresses a form of
economic growth that is simultaneously a) inclusive of excluded groups, b) labour-absorbing,

and c) transformative of the historical imbalances in the control and ownership of the economy.

e Secondly, it foresees a mixed economy, jointly owned and managed by the private and
public sectors, and a central role for the state in development. The states agencies and
companies are thus expected to be involved heavily in the achievement of the NDP. Moreover,
SOEs are explicitly presented as critical drivers and implementing agents of the developmental
state envisaged in the NDP. Thus, the role for SOEs in driving inclusive economic growth is

significant.

e Third, the themes of national development are wide-ranging and touch on almost every
aspect of society. This has implications for SOEs because it means that the expectations of the
SOEs are more than economic; there are also social, developmental, and environmental
expectations. In other words, SOEs are expected to contribute to a myriad of outcomes, some of

which are not strongly related to their core function or expertise.

The NDP establishes SOEs as the primary tools for implementing the developmental policy

imperatives of the State. In this vein, Chapter 13 specifically acknowledges that:

“SOEs are central to advancing national objectives through providing economic and
social infrastructure. If this is done in an equitable and cost-effective way, SOEs can
contribute to both economic growth and overcoming spatial inequalities. While
considerable attention has been given to the transformation of SOEs, less attention
has been given to the transformative or developmental role that SOEs can play. By

2030, South Africa needs to be served by a set of efficient, financially sound and well-

governed SOEs that address the country’s developmental objectives in areas where
neither the executive arms of government nor private enterprises are able to do so
effectively. These enterprises must deliver a quality and reliable service at a cost that

enables South Africa to be globally competitive.”® (underlining added)

The NDP recognises that social and economic infrastructure is the foundation of growth and job
creation. This infrastructure delivers electricity and transport services; powers the economy, and

supports manufacturing, trade and exports. Moreover, it provides citizens with the necessary means

4 NPC (2012), National Development Plan — 2030, p124
5 NPC (2012), National Development Plan — 2030, p438.
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to improve their standard of living. The importance of infrastructure to South Africa’s economic growth
has meant the NDP has both broad, overarching aspirations but also some quite specific projects for

electricity, logistics and commuter rail.

SOEs are expected to provide economic infrastructure and services that support industry, bring down
the cost of doing business, and to improve national competitiveness. The NDP sees the SOEs
making major investments in infrastructure and provision of new services (for example, mass
electrification) needed to drive periods of accelerated growth stimulating more investment, increased

exports and productivity improvements, and that SOEs are well placed to make those investments.®

However, in addition to a core mandate (which contributes to national development in providing
economic infrastructure and necessary public goods), SOEs are expected to fulfil a developmental
role. The latter may often be sub-commercial and relates more specifically to where there would be
under-provision of the service in a free-market. For instance: “Eskom has a mandate to provide
reliable and competitively priced electricity to mining, industry and business, but it also has a mandate
to extend affordable access to electricity services to poor households.”

In addition, SOEs are expected to increase the technological base of the economy, to support
regional trade, to make a transition to a low-carbon economy, to drive transformation and equity in
society, and to remain regionally and globally competitive by applying co-operative and competitive
principles.

In Chapter 4 there are specific references for freight rail, commuter rail and electricity:

Freight logistics (Transnet)

In general: The provision of logistics must lower the cost of doing business. The NDP posits that the
logistics platform is a critical input into industrialization, allowing for increased international
competitiveness and economic growth through trade. Specifically: It also places an integral
responsibility on Transnet for the delivery of a reliable supply of coal for Eskom. Transnet is also
exhorted to make the transition to a low-carbon economy through shifting some freight transport from
road to rail. A number of specific infrastructure projects are also listed for Transnet to undertake such
as the upgrade of the Gauteng-Durban corridor and completion of the new multi-product pipeline.

Electricity (Eskom)

In general: “Eskom has a mandate to provide reliable and competitively priced electricity to mining,
industry and business, but it also has a mandate to extend affordable access to electricity services to
poor households.” Specifically: The NDP lays a responsibility for Eskom to increase access to
electricity to 90% by 2030 with off-grid options available to the outstanding 10% of the population.
Further, a larger proportion of the electricity supply is mandated to arise from renewable sources. It

also sets out a number of specific projects that must be undertaken by Eskom.

8 Ibid, p126.
7 Ibid, p442.
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Commuter and passenger rail (Prasa)

In general: Bolstering public transport is posited as a critical component of addressing poverty.

Commuter and passenger rail is important to overcoming spatial challenges by increasing the mobility

of low-income households. Specifically: There is an imperative to promote the transition to a low-

carbon economy: through the increased use of renewable energy sources and through enabling the

shift from road to rail. (Rail has a lighter environmental footprint than road).

Then, a number of enabling factors for all SOEs are identified in the plan,:

“A clear mandate: Each SOE needs a well-defined and transparent mandate that sets out
its role and how its activities serve the public interest. The closest thing to this is the
stakeholder compact required by the PFMA” although the mandate may take other forms like
a strategic statement of intent, a policy document or an Act of Parliament. The mandate
must specify why the SOE is needed: “Given that these enterprises exist to serve the public
interest, it is important that the mandate is precise about what public good the SOE provides
and how it serves the public interest. ® The mandate must be publicly available to promote

accountability.10

Financial sustainability: “For the large SOEs involved in economic infrastructure provision,
their mandate should also include the imperative of financial viability and sustaining their

asset base and balance sheet in order to maintain and expand services.”!

A clear and straightforward institutional governance structurel2: “This involves clearly
identifying and managing the government’s different roles in policy-making, ownership of
utility assets, and regulation of prices and quality of utility services.”3 The responsibility of
policy and shareholder ministries must be clarified, and co-ordination improved.4
“Consideration needs to be given to how these different roles are allocated to ensure a
sustainable balance between short-term and long-term priorities and coordination between

different policy priorities. 5

Quality of appointments and consistency: “Ensure appointment processes are credible

and that there is greater stability in appointments. 6

Deal with capacity constraints: “A long-term strategy must be formulated to develop the

policy and technical expertise that SOEs need to carry out their mandate.”'’

8 |bid, p 439 to 442.

9 NPC (2012), National Development Plan — 2030, p439.

10 |bid, p439.
1 |bid, p439.

12 Note: this issue is dealt with in Paper 3 — Institutional governance review.

13 |bid, p439.
1 |bid, p442.
15 |bid, p439.
16 |bid, p75, 442.
17 |bid, p439.
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Developing clear links from the outcomes desired in the NDP to specific indicators and measurable
performance metrics for particular SOEs is challenging because of the multiplicity of topics;
objectives; and aspirational nature of long-term strategic documents. However, a close reading of the
NDP reveals eleven explicit or strongly implicit areas in which a SOE must perform to achieve the
expectation of the NDP. These eleven outcome statements form a standard common framework for

all SOEs, which can be used by the sponsors to assess the performance of any SOE.

Breakdown of performance framework

Component

QOutcomes Performance is assessed on the following four categories

Has achieved aspirational level

\Within 20% of aspirational level

Performance _
assessment legend

Not achieving aspirational level

Unknown or no data

Current
Performance (end | Stated Target (for | Aspirational level

Outcomes sought by the Proxy indicator of 2018, unless 2018, unless if NDP was being
NDP in general Component Qutcomes outcomes otherwise stated) | otherwise stated) achieved Assessment

An SOE that meets the goals of the NDP would therefore:

Performance level

The identified proxy where the SOE
Outcomes sought g, measure fo indicate Aspirational level [EEEeITdS]
by the NDP in [ ;ndlcatnr i performance of if NDP was being performing agamnst
general outcomes component achieved each outcome,
outcomes were the NDP

being achieved




A framework for SOEs to achieve the outcomes of the NDP

Six operational themes

1. Core mandate (commercial): The SOE must provide its core economic infrastructure and service
efficiently, cost-effectively and reliably so that the cost of doing business is driven down.18

2. Developmental mandate (non-commercial): The SOE must provide the identified developmental
service efficiently, cost-effectively, and reliably so that excluded groups are included.*®

3. Financial viability: An SOE must be financially viable as a going concern and sustain an asset base
and balance sheet in order to make capital investment, and maintain and expand services. (A state
agency should recover enough in user charges to cover operational and maintenance costs).?°

4. Environmental sustainability: An SOE must support the transition to a low-carbon economy, and
observe other environmental standards.?!

5. Specific projects: The SOE must undertake any specific projects given to in the NDP.22

6. Transformation responsibility: The SOE must promote the equitable reordering of the economy
through internal transformation re employment equity, training, and supplier development.23

Fundamental governance enablers must be in place to reach these operational
outcomes

7. Clear institutional governance: The responsibility of policy ministry, shareholder ministry, funding
ministry and regulatory oversight must be clear and delineated.?*

8. Clear written mandate: The SOE must have a well-defined written mandate (or shareholder compact)
that sets out its role and is precise about what public good the SOE provides and how it serves the
public interest- The mandate must be publicly available to promote accountability.?>

9. Leadership: Senior appointments must be credible. There must be stability in senior appointments.
Leadership must behave ethically and build a corruption-free culture.?®

10. Expertise: “The SOE must formulate and implement a long-term strategy to develop the technical
expertise that it needs to carry out its mandate.”?’

11. Partnerships: The SOE must have an effective framework in place to partner with the private sector
and does partner with the private sector.28

18 NPC (2012) National Development Plan — 2030, p39 and 439.

19 Ibid, p410 and 440.

20 |bid, p439-440.

2 |bid, p199.

22 |bid, p64-68 and 74-75.

2 |bid, p138-140. Note that transformation is not expressly listed in the NDP as an imperative for SOEs; but employment equity and
redress measures like enterprise development, training, and mentoring are mentioned repeatedly, and it is likely that state companies
would implicitly be expected to be champions of these areas).

24 |bid, p75, 439-440.

% |bid, p439-440

% |bid, p439-441

27 |bid, p439 - 441.

% |bid, p44 and 442.




Each of these six outcomes and five enablers are broken into components which can be customised

to the SOE in question.

The performance against each component are assessed by proxy indicators. The proxy indicators
and aspirational levels were developed with the input of technical experts, the NPC, AFDB, National
Treasury, Department of Public Enterprises (DPE) (Energy team), DPE (Transport team); DPE
(Governance team); as well as PRASA and Eskom.2°

The current performance of the SOE (financial year 2018 unless stated otherwise) is measured
against an aspirational level - this is the standard of performance that would need to be place either
now or in the future which collectively would allow the NDP outcomes to be achieved. In other words,
this is where the SOE should be performing against each outcome, were the NDP being achieved.
The aspirational levels are the most subjective as it is difficult to find a hard target for the achievement
of something as amorphous and wide-ranging as the NDP. The process to settle on a aspirational
level was, in most cases, concluded using this protocol as a guide:

1. First, if the NDP itself sets a specific benchmark target and if this still relevant; use this as

the aspirational level; if not then;

2. Work with independent analysts and experts to devise a reasonable target that would allow
a reasonable observer to say “At that level, SOE X is at the performance needed to achieve
the outcomes of the NDP”; alternatively,

3. Use a standard international benchmark of performance for SOEs in that class;
alternatively

4. Use atarget setin recent policy documents; alternatively

5. Use a benchmark equivalent to performance from previous years where performance was

identified to be strong; alternatively

6. Use atarget that the SOE has set for itself (being cognizant that the targets set by the SOEs
for themselves can sometimes be set too low because they are in relation to weak current

performance).

The level of performance was determined using the ratio of current level of performance in
comparison to the aspirational level. Performance worse than the aspirational level is marked red;
performance that is as good or better than aspirational level is marked green; performance that is
within 20% of full target performance has been marked amber to show the SOE is approaching the
aspirational level. It then becomes visually evident where the SOE is delivering on its NDP-prescribed

mandate, and where it is not.

2% Note that despite many requests and long delays, consultations were not possible with Department of Mineral Resources and Energy,
Department of Transport, or Transnet.
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THE FRAMEWORK FOR LOGISTICS

With 30,400 track kilometres, South Africa, has the 11t largest track network in the world. The large
distances between economic hubs in South Africa increases the importance of rail as a mode of
transport. Low cost and efficient logistics are critical for growth as rail logistics allow goods to be
transported from where they are produced to where they are needed, either within the country for
domestic consumption, or to the ports and airports for export.

Despite the part played by rail in the development of South Africa, freight railways have been in
decline for several decades. A shortage of investment has resulted in ageing infrastructure, dated
technologies and depreciating rolling stock. These challenges have impacted the capacity and
reliability of freight railways further eroding the market share of domestic freight movement in favour
of road haulage.

Transnet is the owner of South Africa’s railway, ports and pipeline infrastructure. Transnet’s history
can be traced to the 1870s when the first harbour was built in Cape Town. The rail network emerged
to support the distribution of cargo coming through the port. The discovery of gold in 1867, in the then
Transvaal, catalysed the expansion of railway infrastructure into the interior.

The first iteration of Transnet was established in 1910 called the South African Railways and
Harbours Administration (SAR&H). During the 1970s, government agreed that the SAR&H undergo
restructuring with the ultimate aim of operating as an enterprise rather than a government
department. In 1981 SAR&H was reconstituted as the South African Transport Services (SATS) and
the operations of railway, harbour, road transport, aviation and pipelines were consolidated. In 1990,
with the short-term view of privatisation, SATS was given limited liability company status and
renamed Transnet SOC Limited (Transnet).2 The first pipeline infrastructure was laid in 1965.

Following from the Transport Deregulation Act of 1988, Transnet is now a public company constituted
in terms the South African Transport Services Act, No 9 of 1989. The government is the sole
shareholder in Transnet, and is represented by the Department of Public Enterprises (DPE) which
signs a shareholder compact with Transnet each year. Transnet is regulated by both the Railway
Safety Regulator and the Ports Regulator of South Africa, with the Department of Transport being the
owner of policy for national transport 3.1 is an overview of the structure of Transnet, and other
stakeholders responsible for regulation and policy-making.

30 Transnet Online: About Us — Our History
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Figure 3.1: Structure of Transnet, policy makers and regulators
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Transnet's mandate (as stated within Transnet Integrated Report 2018) is three-fold:
1. To assist in lowering the cost of doing business in South Africa;
2. To enable economic growth; and

3. To ensure security of supply by providing appropriate port, rail and pipeline infrastructure in a
cost-effective and efficient manner, within acceptable benchmarks.

Transnet’s value proposition is stated in the Shareholder Mandate as follows.

‘The modernisation and renewal of South Africa’s transport and logistics infrastructure
through strategic investment in rail, ports and oil and gas pipeline infrastructure; cost-
effective logistics value chains; value-added services; and advanced engineering solutions.”*

As a large SOE mandated with the ownership and operations of railway, ports and pipeline
infrastructure, Transnet is subject to compliance with a myriad of legislation and national government
policies. In addition, Transnet’s long-term planning is contained in the Long Term Planning
Framework (LTPF) which is produced on a 30 year time horizon. The most recent LTPF was issued in
2017 and it sets out Transnet’s infrastructure planning which aligns to a range of different demand
scenarios. Transnet has also committed to compliance with other international frameworks and
guidelines for governance and reporting, including: King IV, the Global Reporting Initiative and the
International Integrated Reporting (IIR) framework.

%1 Transnet Integrated Report, 2018

14




The British colonial heritage ensured that the network was built upon a Cape gauge (tracks with
smaller width32) and substantially lower alignment33, gradient®* and axle load3® standards than the
European networks. Narrow gauges now account for less than 10% of global railway networks. This
erodes rail’s inherent global competitiveness in freight hauling. The narrow-gauge technology was
statutorily protected against road competition from the 1930s until the late 1980s.%6 The African Union
elected in 2007 to invest in movement to standard gauge following which, Kenya, Ethiopia and
Nigeria all have standard gauge lines operational. South Africa’s only standard gauge lines are the
80kms of rail on which Gautrain operates.

Logistics costs have been rising in South Africa. Figure 3.2 shows that logistics costs have generally
been increasing at rates higher than inflation. There has also been an increase since 2010 and a
steady rise since 2013 in logistics costs as a percentage of transportable GDP. Therefore, it is costing
more year-on-year to move products along the supply chain. Transportation costs were estimated to
comprise around 55% of total logistics costs — of which 80% is attributable to road-hauling.3” This is
compared to a global average of 39%.38 The high proportion of freight costs and road usage indicates
a sub-par provision of efficient rail logistics services for the movement of domestic freight. Priority
must be given to shifting freight transport to rail in order to bring down the cost of logistics and
mitigate the economy’s exposure to exogenous shocks.

Figure 3.2: Transporting goods is becoming more expensive
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The Logistics Performance Index (LPI) measures the relative efficiency of international supply chains.
South Africa ranks favourably relative to the sample of 160 countries. Ranking 25" over the 2010 to
2016 period (Figure 3.3) South Africa is only one of two developing countries within the top 30 LPI
countries and is ranked as more efficient that all the other BRICS countries. In 2016, South Africa
ranked 20% in the world, suggesting that in logistics efficiency has been improving in global terms.

32 Narrow Gauge — 1067mm; Standard Gauge — 1435 mm; Broad Gauge - >1600mm

33 The alignments speak to the direction in which the track in laid. Curved alignments that circumspect varied terrain limit speed
capabilities. Difficult terrain resulted in South Africa’s rail network alignments having tight curves and steep gradients.

34 Refer to previous footnote. Gradient is the vertical alignment of the track. Steeper gradients result in less energy efficiency and
increased maintenance costs caused by excessive breaking.

35 Axle load refers to the weight limit that track can manage. Increased axle load allows for heavier trains, carrying more freight.

36 Department of Transport (2017) Draft White Paper, p6.

%7 Havenga, J.H., De Bod, A., Simpson, Z.P., Viljoen, N. & King, D., 2016, ‘A Logistics Barometer for South Africa: Towards sustainable
freight mobility’, Journal of Transport and Supply Chain Management 10(1).

38 Havenga, Freiboth, & Goedhals-Gerber (2018) The Decarbonisation of Transport Logistics: A South African Case, p3.

G:‘lS



Figure 3.3: Logistics Performance Index (LPI) Rank, combined for 2010, 2012, 2014 and 2016
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Source: Universitv of Stellenbosch. South Africa Loaistics Barometer. 2016

This good performance is partially driven by the export lines — dedicated routes for the movement of
heavy commodities, to ports for export. These include the main export coal line from the Waterberg
Coal Basin to Richard’s Bay Port Terminal and the iron-ore export line from Sishen, Northern Cape to
the Port of Saldanha. The efficiency of the export lines is evidenced by South Africa’s third and fifth
position in global markets for competitive export of iron ore and coal, respectively.

The transportation of general freight is far less competitive. General freight comprises manufactured
and palletised goods®?, agricultural products, non-ferrous metals, containers and automotive freight.
The main general freight arteries run between Cape Town, Johannesburg and Durban.*® The
competitiveness of the general freight lines is constrained by the higher tariffs which can be over
three times that of the mineral export lines. They are also much higher than international averages.
The OECD estimated that general freight tariffs per tonne/km at PPP exchange rates in 2005 were
double that of Russia, and almost three times as high as those in the U.S. and Canada.** OECD
estimates for 2009 put general freight tariffs at four to seven times that of US prices.*?

Figure 3.4 shows how road outperforms rail in perceptions of capacity, reliability, service, security and
price.

3 Uniformly packaged freight, generally consumer and manufactured goods.

40 The Durban-Gauteng corridor is referred to as the Natcor channel; the Cape Town-Gauteng corridor as the Capecor

4! Pieterse, Farole, Odendaal, & Steenkamp, (2016) Enhancing South Africa’s export competitiveness: reform of the port and rail network,
p22.

42 World Bank (2014) South Africa Economic Update: Focus on Export Competitiveness, p34.
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Figure 3.4: User perspective of modal performance, 2015
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Source: Department of Transport (2015), Review of the National Freight Logistics Strategy.

Although South Africa ranks well according to the LPI, there are a number of challenges in the ralil
logistics sector:

¢ Shortage of investment: Under-investment has resulted in inadequate maintenance and
renewal, impacting on Transnet’s capacity to meet demand. For example, in 2013 the
average age of locomotives was over 30 years, whereas the international best practice
average is 16 years.*® Signalling systems are also dated — majority of which are more than
50 years old.*

e Dominance of road transportation: In order to achieve cost-efficiency of logistics more
goods should be transported by rail rather than road. Currently, road transportation
dominates the logistics sector. It is estimated that the optimal mix between road and rail
transport requires that approximately an additional 15% of goods be diverted from road to rail
transportation.*® This will lower transportation costs, as well as reduce carbon emissions and
overuse and damage to the road infrastructure.

e Integration and infrastructure gaps: Rail is constrained by missing intermodal linkages and
terminal hubs. Havenga (2012) purports that 30 cents/tonne kilometre cost saving could be
realised from a 50 per cent shift of long-distance heavy intermodal and siding-to-siding
break-bulk to a core rail network, currently on road.*®

o Decline of branch lines: Branch lines, originally built to develop rural areas, have
deteriorated substantially. About 6,5% of South Africa’s total surface freight transported is

43 PwC (2013), Africa Gearing Up, p72; Pieterse, Farole, Odendaal, & Steenkamp, (2016) Enhancing South Africa’s Export
Competitveness.
44 Pieterse, Farole, Odendaal, & Steenkamp, (2016) Enhancing South Africa’s Export Competitveness, p32.

45 University of Stellenbosch, Havenga, J. Simpson, Z. ‘South Africa’s logistics position and the role of Transnet Freight Rail’, 2019
46 Havenga,(2012) Rail renaissance based on strategic market segmentation principles
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carried next to or on the branch lines — of which about 14% is being carried by rail. Further,
only about half of rail sidings are currently active.*”

e Regulation: Price regulation within the transport sector is non-existent beyond the ports. The
sector became deregulated in the 1970s and since then the competitiveness of rail has
declined, impacted notably by the lack of internalisation of externalities road transportation
(these include a more rapid deterioration of the road network and road injuries/fatalities).
Further, the authority of the Rail Safety Regulator is eroded by the presence of two state-
owned, vertically integrated rail operators.

These aforementioned challenges have culminated in a Transnet logistics network that in parts is
uncompetitive, inadequately capitalised and operationally inefficient, unable to meet domestic
logistics requirements or support global competitiveness.*8

3.2. LINKING TRANSNET’S PERFORMANCE TO THE NDP

In linking the NDP to Transnet performance, start with the following aspiration for Transnet:

A Transnet that contributes to the goals of the NDP would lower the cost of doing
business and ensure security of supply by providing appropriate port, rail and
pipeline infrastructure in a cost-effective and efficient manner, within acceptable
benchmarks.

Then, using eleven outcomes as themes, the performance framework for Transnet is established in
the box below:

47 Havenga & Simpson, (2010) Revitalisation of branch lines in South Africa: A long-term view for sustainability
48 Draft White Paper on National Rail Policy, 2017.



10.

11.

Operational outcomes that must be achieved Transnet to achieve the NDP
Core mandate (commercial): Transnet achieves the core mandate if it:

1. Provides for the movement of domestic goods in a reliable and cost-efficient manner;*°
2. Contributes to growth through trade by promoting export line and port efficiency;>°

3. Promotes effective intermodal linkages to maximize freight hauling and distribution efficiency.5?

Developmental mandate: Transnet achieves a developmental interest if it promotes growth in the rural
economy, particularly in the agricultural sector, through assisting with rural extraction and delivery to

markets.52

Financial sustainability: Transnet must be financially viable as a going concern and sustains the asset

base and balance sheet in order to make capital investment, and maintain and expand services.53

Transformation responsibility: Transnet promotes equitable reordering of the economy through

internal transformation (re employment equity, training, and procurement).>*

Environmental responsibility: Transnet promotes the transition to a low-carbon economy by providing

legitimate alternatives to transport by road.>®

Specific projects: Transnet has completed or progressed the nine specific projects assigned to it in the

NDP (see list in framework following).5¢

Fundamental governance enablers that must be achieved to reach the outcomes

Clear institutional governance: The responsibility of policy ministry, shareholder ministry, funding

ministry, and planning ministry is clear.5”

Clear written mandate: Transnet has a well-defined mandate (or shareholder compact) that sets out its

role and is precise about what public good the SOE provides and how it serves the public interest.58

Leadership: Senior appointments are credible. There is stability in senior appointments. Leadership

behaves ethically and builds a corruption-free culture.®
Expertise: Transnet has a long-term technical expertise strategy which is being implemented.5°

Partnerships: Transnet has an effective framework that promotes private sector participation, and there

is private sector participation.6?

4 NPC (2012) National Development Plan — 2030, p183

%0 1bid,
51 1bid,
52 |bid,

%3 bid

54 bid,
%5 bid,
%6 1hid,
57 1bid,

p246, 438
p183 and 186
p89 and183.

, p440.

p138.

p183.
p186-189.
p45, 74, 441

%8 bid.
59 1bid.

%0 1bid,
51 1bid,

p426, 439.
p189.




3.3.

Developed by

EVIDENCE OF PERFORMANCE

G:ENESIS

UNLOCKING VALUE

Performance Assessment

Theme

Legend

Outcomes sought by
the NDP in general

TRANSNET

Component
Outcomes

THE NDP VISION STATEMENT FOR TRANSNET

"A Transnet that contributes to the goals of the NDP
would lower the cost of doing business and ensure
security of supply by providing appropriate logistics
infrastructure and services in a cost-effective and
efficient manner."

Has achieved aspirational level

Within 20% of aspirational level

Not achieving aspirational level

Unknown or no data

Proxy indicator
of outcomes

A Transnet that meets the goals of the NDP would therefore:

Current
Performance
(end 2018,
unless
otherwise
stated)

Transnet
Stated Target
(for 2018,
unless
otherwise
stated)

Aspirational
level if NDP
was being

achieved Assessment

1. Core mandate

Provide for the
movement of goods
in areliable and cost-
efficient manner
(excludes export iron
ore and coal)

Freight rail is an
attractive method
of moving goods

Market share of
domestic freight
that could be
moved by rail (%)

GFB (RAMS

% NTK): 31
Intermodal
(RAMS %
NTK): 15

The network is
used to a high
capacity (a
densified
network)

General Freight
Freight Density
(GTK/routekm)

Trains are reliable

and run on time

General Freight
wagon
turnaround time
(days)

Freight transport
by rail is safe

Number of
operational safety
occurrences and
security-related
incidents (All
Operators)

No target

Disabling Injury
Frequency Rate
(DIFR) - Freight
rail (ratio)

Eskom is
supplied with
adequate coal

Eskom coal
supply (million
tons)

Trains are price
competitive with
road for general
freight

Rail cost rate per
tonkm as a % of
relative road line
haul cost per
tonkm (%)

No target




Current Transnet
Performance |Stated Target
(end 2018, (for 2018, Aspirational
unless unless level if NDP
Outcomes sought by Component Proxy indicator otherwise otherwise was being
the NDP in general Outcomes of outcomes stated) stated) achieved Assessment
Plpgllnre_s volumes 16,3 17,6 217
(billion litres)
Pipelines are
efficient and ineli dered
reliable Pipel |pes ordere:
vs delivered
volumes (% of 93,00 95,00 100,00
deliveries within
5% of order)
Planned vs actual
Provide for the delivery time (%
. movem ent of goods of deliveries within 86,00 85,00 100,00
in a reliable and cost- two hours of
efficient manner scheduled
(excludes exportiron| . delivery time)
Pipelines are
ore and coal) L .
efficient and Capacity
reliable utilisation for
Durban-
Johannesburg 115:148 118:148 128:148
pipelines and
New Multi-
Product Pipeline
(Ml/week)
Export Coal Freight 36
Density (tonkm)
()
o
s E Coal |
© . xport Coal cycle
% Contribute to growth o o time (hours) 62,60 56,00
through trade by Rail is efficient on
S promoting export and export lines (coal
8 import line and port and iron ore)
o efficiency Export Iron Ore
&) volumes transported 58,50 60,00 62,23
— (mt)
Export Iron Ore 86,80 76,00 68,00
cycle time (hours)
Moves per gross 25,20 29,60 35,00
crane hour
Ports are efficient in
processing exports
Container Dwell time 573 4.90 3,50
exports (days)




1. Core mandate

Contribute to growth
through trade by
promoting export and
import line and port

efficiency

Ports are efficient in
processing exports

Average moves per
ship working hour
(number)

56,20

>60

Gross loading rate
(ton/hour)

8576

8094

8576

Average Train
turnaround time
(hours)

3,95

Average Truck
turnaround time
(hours)

0,67

Anchorage Waiting
time (hours)

50,95

34,17

24,67

Average ship
turnaround time
(hours)

46,20

36,60

25,00

Average Berth
occupancy (%)

62,60

68,00

68,00

Total Port costs to
cargo owner
automotive (%
deviation from global
average)

172,00

146.95

10,00

Total Port costs to
cargo owner
containers (%
deviation from global
average)

267,00

271,00

10,00

Total Port costs to
cargo owner coal (%
deviation from global
average)

-62,00

-53,00

-10,00

Total Port costs to
cargo owner iron ore
(% deviation from
global average)

-26,00

-55,57

-10,00

Rail is integrated

with other countries

Africa sales revenue
(Rmillion)

3267,80

3527,30

3785,00

Cross-border
volumes (mt)

9,27

9,17

12,31

Promote effective

intermodal linkages to
maximise freight hauling

and distribution
efficiency

There is cost-
efficient freight

connectivity between
rail and other modes

Cost (Rbillion) of
road vs intermodal
freight movement

13,80

No target

6,00

Intermodal market
share (Rail
Addressable Market
Share % Net Ton

24,00

15,00

43,00

Palletised market
share on rail (%)

No target

21,50




Current
Performance
(end 2018,
TRIESS

Transnet
Stated Target
(for 2018,

Aspirational

unless level if NDP

Outcomes sought by
the NDP in general

Component
Outcomes

Proxy indicator
of outcomes

otherwise
stated)

otherwise

stated)

was being
achieved

Assessment

Rural freight market
?
share (%) 21,90 No target ?
There is connectivity
with rural markets .
(o) Branch line
< concessions 3,00 2,00 As viable
© concluded
c
©
= Promote growth in the .
—_ Rural agricultural
] rural economy, roduction Agricultural freight
= particularly in the p 9 9 5,10 No target ?
c . supported by market [market share (%)
[ agricultural sector, . )
. connectivity on rail
E through rural extraction
o and delivery
o
o Number of sidings
> . 1160,00 No target 3000,00
[} active
o Accessis to freight (| ¢ 0 .
o transport is widely
available
Density on branch
?
lines (tkm/routekm) 0.10 No target '

Ability to expand and

Capital investment
dedicated to

(opex/revenue)

- . ) 25,00 34,00
maintain operations |expansion (% of
capital expenditure)
A level of investment
able to expand and Average age of
maintain operations locomotives 29,65 25,00
Ability to create
capacity ahead of
demand Ratio of resourced
capacity to
> theoretical capacity 50,00 65,00
= (%)
Qo
@©
c
©
%)
> The SOE is a going Material Uncertainty No target
)] concern
©
(&S]
c Revenue % change
o] e ) Strong balance sheet )
= The Ssiit;sir::;r;mally through improved f;)m previous year 11,32 16,68
[T levels of equity (0
™
EBITDA margin (%) 44,61 41,50
Proportion of labour
I
costs to overal 60,00 No target
operating expenses
There is effective (%)
management of
operating expenses )
Expense ratio 0,55 No target




Transnet
Stated Target
(for 2018,

Current
Performance

(end 2018, Aspirational

Theme

3. Financial Sustainability

2
c
o
o
]
S
c
3]
s
=
=
]
@
@
@)
<

5. Leadership

Outcomes sought by
the NDP in general

The SOE is financially
sustainable

Component
Outcomes

There is managable
reliance on debt

Proxy indicator

of outcomes
Cash flows from
operating activities
(Rmillion)

unless
otherwise
stated)

22958,00

unless

otherwise

stated)

21215,00

level if NDP
was being
achieved

28572,00

Gearing (%)

Cash interest cover
(times)

Assessment

Investment grade
stand alone credit
profile

Yes; Baa3/BBB

No target

Yes; >Baa3/BBB

A clear and transparent
shareholder compact,
serving along-term
strategy, thatis made
publicly availabled

Transparent
disclosure of
shareholder
compacts (except for
business sensitive
information)

Publicly available
shareholder
compacts with
distinctly articulated
targets

No target

Valid documentation
to support reported
performance

Auditor qualifications
of reported
performance

No target

There is stability in
senior appointments.

Leadership behaves
ethically and builds a
corruption-free culture.

Stability of
leadership

Ratio of acting
positions to
permanent contracts
at executive
committee level
(steady state %)

No target

Leadership exhibits
strong ethical
standards

Irregular expenditure
excluding existing
irregular contract
value (Rmillion)

No target

Losses through
criminal conduct:
collusion and fraud
(Rmillion)

No target

Fruitless and
wasteful expenditure
(Rmillion)

No target

Audits should be
unqualified

No target

Accountability of
leadership

Irregular expenditure
not condoned, that
is either recovered or
under investigation
(%)

No target

C-suite performance
agreements based
on shareholder
compact

No target




Transnet
Stated Target
(for 2018,
TRIESS
otherwise

Current
Performance
(end 2018,
unless
otherwise

Aspirational
level if NDP

Outcomes sought by Component Proxy indicator was being

6. Expertise

0
2
=
”
S
o
c
o
S
©
o
N~

Institutional
Governance

9. Environmental Sustainability

the NDP in general

Transnet has along-term
technical expertise
strategy which is being
implemented.

Outcomes

Competent
leadership

of outcomes
Achievement of KPIs
set out in
shareholder
compact (%)

stated)

stated)

achieved

Required expertise
and experience of
board met

Not fully

No target

Assessment

Transnet has a long-
term technical
expertise strategy
with is being
implemented

Fully articulated
action plan for
recruiting, retaining
and developing
techincal expertise

Not sure

No target

There is use of an
effective framework that
promotes private sector
participation

Private sector
participation is
promoted

Increased private
investment and
market share of
private ownership of
ports and rail

The Draft PSP
(Private Sector
Participation)
Framework
(Transport Chapter)
has been approved
by Cabinet.

No target

Number of
transactions/conces
sions concluded

As viable

The responsibility of policy ministry, shareholder ministry, funding ministry and regulator is clear. To be completed as part of Report 3

Promote the transition to
alow-carbon economy
by providing legitimate
alternatives to transport
by road

Carbon emissions are
minimised

Carbon overspend
due to road-rail
balance (%)

No target

Carbon emission
intensity
(KgCO2/ton)
reduction (%)

Assets are being
utilised effectively to
manage energy
consumption

Gross ton kilometers
to Net ton kilometers
- General Freight
Business (ratio)

Gross ton kilometers
to Net ton kilometers
- Export Coal (ratio)

Gross ton kilometers
to Net ton kilometers
- Export Iron Ore
(ratio)




Current Transnet
Performance |Stated Target
(end 2018, (for 2018, Aspirational
unless unless level if NDP
Outcomes sought by Component Proxy indicator otherwise otherwise was being

Theme the NDP in general Outcomes of outcomes stated) stated) achieved Assessment

Black African
employees (% of 86,10 88,00 78,80
toal employee pool)

Racial equity in
(S;r:;: z:]‘gﬁg/irg:r;; Not reported No target 78,80
% of total)
Racial equity in
professionals and
middle Not reported No target 78,80
Company management, (black
0,
demographics reflect employees as % of
total)
country
demographics Gender equity in
senior management, 36,40 50,00 45,30
(female as % of
total)
> Gender equity in
= professionals and
a middle 39,70 50,00 45,30
= management,
2 (female as % of
o |total)
Q.
8 B-BBEE score 90,83 107,00 >100
@
c Artisans are bein Increase linked to
9 developed ¢ 202 >160 rate of business
+—
© Promote equitable growth
e reordering of the
B economy through Technicians are Increase linked to
y— internal transformation . 201 >160 rate of business
wn being developed
c growth
©
I: i-:c?zz?rie;pcrzn;obtiﬁf Engineers are bein Increase linked to
_ buildin P y de\?el ed g 100 >80 rate of business
© 9 P growth
c
(@] .
= Sector-specific skills Increase I|n!<ed to
- . 1516 >764 rate of business
=] are being developed
© growth
<
. 0,
o Local content (% of 82,16 575 As viable
— total spend)

B-BBEE spend (%
of Total Measured 86,88 >70 78,80
Procurement Spend)

Qualifying Small
Enterprises (% of 9,06 >5 >10
TMPS)
Transnet Exempted Micro
procurement Enterprises (% of 8,32 >7 >10
practices promote TMPS)
economic
transformation Black-women owned
(% of TMPS)

31,44 >5 36,00

Black-youth owned

(% of TMPS) 0,76 >2 2,00

People with
disabilities (% of 0,08 >0.125 >0,2
TMPS)




Theme

o
a
Z
£
%)
2
o
2
o
S
o
o
=
o
@
o
(9]
—
—

Outcomes sought by
the NDP in general

Transnet has completed
or progressed the six
specific projects
assigned to it in the NDP
(not clear if all still
relevant)

Component
Outcomes

1. Durban-Gauteng
corridor upgraded,
with new port at old
Durban airport site

Proxy indicator
of outcomes

Gauteng - Durban
capacity utilisation
(mtpa)

Transnet
Stated Target
(for 2018,
RIESS
otherwise
stated)

Current
Performance
(end 2018,
unless
otherwise
stated)

Aspirational

level if NDP
was being
achieved

No target

2. Increased Durban
port capacity

Container volume
throughput (million)

No target

3. Capacity of heavy-
haul coal corridor from
Waterbeg to Richard's
Bay expanded

Transport of coal
along this route
(mtpa)

No target

4. Infrastructure for
transport of liquified
gas developed

Liquid Fuels
transport through
the Multi-Product
Pipeline (billion litres
per annum)

No target

5. Expanded capacity
of coal, iron ore and
manganese lines

Coal export volumes
(mtpa)

Coal domestic and
Eskom Supply
(mtpa)

Maganese export
volumes (mtpa)

No target

Maganese domestic
volumes (mtpa)

No target

Iron ore export
volumes (mtpa)

Iron ore domestic
supply (mtpa)

7,60 No target

Assessment

6. Limpopo coal fields
linked to domestic
power generators

Establish formal
structure to foster
collaboration and
Plans to optimize
coal use

The Minister has
established an
interdepartmental
task team




If Transnet were to fulfil is core mandate in terms of the NDP it could play a transformational in society
that unlocks social, economic and environmental value.

However, the framework assessment establishes that Transnet has not, to date, fully achieved the
vision set out for in national planning because Transnet does not provide reliable and cost-efficient
domestic logistics at the level required by the NDP.

The high proportion of freight costs and high road usage indicates a sub-par provision of efficient rail
logistics services for the movement of domestic freight. The weak market share of rail implies that rail
is still not an attractive mode for to general freight logistics customers. This results in a density
measure approximately half of what is required to operate profitably (5.08 GTK/routekm v a target of
10 GTK/routekm). The lack of economies of density leads to a relative cost of rail to road almost 20%
higher than it should be were the network operating optimally. A lack of safety and reliability is evident
in a turnaround time for general freight of over 10 days, in comparison to the 7 days it ought to be,
and safety incidents which are 100% higher than a desirable level.

Transnet’s performance with respect to moving heaving mining commaodities is impressive. The coal
and iron ore lines are highly densified with approximately four and six times the threshold required to
break even which supports their position as fifth and third most competitive lines internationally.

The strong performance in commodity export lines perpetuates the resource-dependent and
extractive economy — one which the NDP deems unsustainable. While commodities can drive
economic growth, the NDP expects this growth to drive a diversification of the economy away from
resource-dependence. This path of diversification has not been supported by Transnet’s service
provision.

This dependence is reinforced by skewed tariffs. Tariffs levied demonstrate a favouring of trade in
commodities. Port tariffs are uncompetitive for automotive and container trade, with container costs
being almost 200% above the average global sample. Commodities are priced more competitively:
92% and 44% below the global average for coal and iron ore, respectively.

Average moves per ship working hour and moves per gross crane hour show port efficiency that is in
line with the standard of African ports, yet well below other ports around the world or that required by
the MTSF. Additionally, truck turnaround times are less than one-fifth of that required for trains.

The performance of Transnet pipelines demonstrates reliability and efficiency — approaching
aspirational levels to achieve NDP-standards.

Transnet does not promote effective intermodal linkages to support an integrated logistics network.
Intermodal linkages that allow for efficient trans-shipments between modes is prohibitively expensive
at 130% above the benchmark target. The poor performance in intermodal connectivity is evident in
just over 50% of target intermodal market share. Palletised goods, which are easily transhipped
between modes and predisposed to intermodal hauling, only have 0,1% its market share captured by
Transnet.

According to the framework, Transnet has not achieved its developmental interest in promoting
growth in the rural economy, particularly in the agricultural sector, through rural extraction and
delivery to markets. Transnet provides limited and decreasing connectivity with rural markets.
Presently Transnet services account for about 22% of rural freight logistics market share, and just 5%
of agricultural freight market share. Many of the branch lines originally built to develop rural areas
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have been discontinued. Widely available access to Transnet services is constrained: of about 3000
sidings in the country, only 1160 are now active (39%). The lack of support for the rural economy is
evident in the neglect of its inclusion in strategic planning. There are no specific targets which are
reported for branch line volumes or penetration of services in the rural economy. This is in contrast to
the numerous reporting lines for the transport of coal and iron ore.

Transnet demonstrates financial sustainability in its balance sheet yet an ability to invest so as to
maintain and expand operations is uncertain. Transnet has consistently reported strong financial
sustainability - exceeding all the financial sustainability targets in the Shareholder Compact. A strong
balance sheet is supported by revenue and EBITDA growth often in excess of 10% annually. Despite
a year-on-year decrease, Transnet still reported a positive cash balance and generated approximately
R23 billion from operating activities in 2018. Transnet also demonstrated a management of its
operating expenses, notwithstanding a disproportionately sized labour cost.

Yet, material uncertainty regarding the going concern status of Transnet has been raised in the audit
report on the annual financial statements for the year ended 31 March 2018. Transnet’s audit opinion
on the 2018 annual financial statements was qualified because of inadequate identification and
reporting of irregular expenditure. The qualified audit caused loan covenants to be triggered and the
loan amounts to become due and payable. Thus, loan repayments amounting to R15 billion could
jeopardise the Group’s ability to meet obligations in the ordinary course of business.

Transnet has not invested sufficiently in expansion nor maintenance. This is evident in, firstly, the
average age of locomotives which is almost twice that of global competitiveness benchmarks and
moreover, an operational or resourced system capacity approximately limited to 70% of the level that
could be allowed for by the network. This is due to signalling failures and speed limits arising from
inadequate maintenance.

Transnet has a mandate that is supported by clearly articulated levels of performance, documented in

the Shareholder Compact.

The State’s approach to board nomination is lacking in transparency, operating in an ad-hoc fashion
and overly politicized. Although the executive team is appointed through a nomination committee®?, in
line with corporate governance standards, this high turnover in executive leadership indicates
inadequacies in the appointment process. High turnover also undercuts an ability of leadership to
make important strategic decisions which, due to the long-term nature of economic infrastructure
provision, undercuts the position of the entity in the long-term that is then hard to remedy. The
qualified audit opinion particularly referenced unaccounted for irregular expenditure for which
Transnet’s Board has cited issues with procurement policies and practices and adopted mitigating
interventions. Furthermore, there is a lack of accountability regarding irregular expenditure, with no
criminal proceedings resulting from incidents relating to R3.4 billion and only 6% of irregular
expenditure is currently under investigation.

Transnet did not evidence a long-term technical expertise strategy. According to an evaluation
conducted by PwC for the 2017/2018 financial year, the expertise and experience of the board was
insufficient. “The outcome of the evaluation included the following areas of improvement:
requirements for logistics, freight and rail expertise in the board skill mix; capital projects and

2 The Corporate Governance and Nominations Committee provides recommendations to the Shareholder minister based on related skills
requirements and skills matrix.
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programmes expertise; investment and economics expertise; information and communications
technology expertise; and technical engineering expertise.”63

There is no private sector participation framework in use yet there is some private sector participation.
The DPE reports that the Private Sector Participation framework, to be used by SOEs and their
Shareholder Ministries, has only recently been approved by cabinet and is not yet implemented. A
missing framework severely limits opportunities for Transnet to partner with the private sector. Three
branch line concession transactions have been concluded in the 2017/18 financial year with the
private sector.

According to the framework, Transnet is failing to promote the transition to a low-carbon economy by
providing legitimate alternatives to transport by road. Emissions from the transport sector account for
almost 11% of South Africa’s total greenhouse gas emissions; and road transport accounts for 91% of
this.%* The current road-rail balance results in a carbon “overspend” of approximately two million tons
of carbon per year.

Transnet has demonstrated a strong commitment to racial transformation and the empowerment of
historically disadvantaged groups in internal operations. Transnet is a Level 2 B-BBEE contributor.
The SOE also invests notably in training, apprenticeships and engineering degrees with R741 million
invested in skills development. Transnet is a significant employer at total headcount of more than
55,000 employees of which 86.1% are Black African (exceeding the Black African economically active
population rate of 78.8%). B-BBEE procurement spend of 87% of the total procurement spend
outperforms targets. Gender equity across management levels is also approaching the desired levels
— senior management gender equity being within 20% and gender equity in professionals and middle
management levels being within 12% of EAP rates.

Transnet has shown progress in meeting the requirements for specific projects mandated to it in the
NDP. Specifically, procurement of additional locomotives and mineral export line expansions have
performed beyond or close to target. A number of projects, like the Multi-Product Pipeline are close to
completion and therefore steep increases in performance can be expected. Significance was placed
in the NDP on the Durban-Gauteng corridor upgrade, of which limited investment is demonstrated and
self-assessment of infrastructure quality indicates sub-standard quality.®®

% Transnet Governance Report 2018, p17.
64 Department of Transport (2018), Green Transport Strategy for South Africa (2018-2050), p3.
% Transnet (2016) Long-term Planning Framework: Chapter 4.
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THE FRAMEWORK FOR COMMUTER AND
PASSENGER RAIL

Commuter and passenger rail services have a long history of state ownership. In 1910, national
freight, passenger and harbor services which had operated under separate institutional frameworks
were unified into the encompassing, South African Railways& Harbours (SAR&H), later renamed the
South African Transport Services (SATS).

The apartheid regime would later intentionally engineer physical distances between race groups. This
resulted in large pools of low-income African households living in township (peri-urban) areas a long
distance from economic hubs and suburban areas. Commuter rail was therefore established to
facilitate the daily migration of hundreds of thousands of people from townships into cities for work.%¢

SATS was replaced by Transnet on April 1990, and commuter rail services were transferred to the
South African Commuter Corporation (SACC), which in 2009 was re-established as the Passenger
Rail Agency of South Africa (PRASA) — the operator for all commuter rail and passenger rail and
bus activities run by the state.

PRASA is wholly owned by the government and the Department of Transport (DoT) as the sole
representative shareholder. DOT is also the national transport policymaker.

The primary objective of PRASA is to provide commuter rail and passenger bus and rail services in
the public interest. PRASA is also required to generate income while giving due regard to the
government’s socio-economic and transport objectives.

% Wwalters,O (2012) Overview of public transport development in South Africa. Research in Transportation Economics,39(1):34-45.
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Figure 4.1: Institutional organogram PRASA
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PRASA is comprised of three divisions: rail, tech, and corporate real estate solutions (Cres). Rail is
sub-divided into mainline long-distance passenger services (MLPS) - Shosholoza Meyl and Premier
Classe operating between Johannesburg, Pretoria, Durban, Port Elizabeth and East London®” - and
commuter rail services (Metrorail). There are also two subsidiary companies: Autopax (operating bus
services Translux and City to City) and Intersite Property Management services.58

PRASA'’s defines its core value proposition as follows:

As a wholly-owned Government public entity, reporting to the Minister of Transport,
PRASA’s main responsibility is to deliver commuter rail services in the Metropolitan areas
of South Africa, long-distance (inter-city) rail and bus services within, to and from the
borders of the Republic of South Africa. This mandate is implemented in consultation with
and under the guidance of the Minister of Transport.’°

The Metrorail service is the central operator for low-income households in metropolitan areas. The
network transports an estimated 700 000 commuters a day.”

The Gautrain commuter service opened in June 2012 to relieve road congestion between Pretoria
and Johannesburg.” The Gautrain links Johannesburg, Pretoria, Ekurhuleni and OR Tambo
international airport, and services a middle to upper income skilled market. However, this service is

% PRASA (2018) Annual Report and Financial statements 2017/18.

8 PRASA Annual Report and Financial Statement 2017/18, p 10.

70 PRASA (2017) Annual Report and Financial Statements 2017/18

" Bombela (2019) Gautrain: The Project. Available: https://www.bombela.com/gautrain/.
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run by the Gauteng Provincial Government, not PRASA. Gautrain currently operates as a legitimate
commuter transport alternative to road-based transport.

Figure 4.2 shows the declining level of service provision in the movement of passengers and trains. In
2012/13 passenger kms peaked at 16.7 billion, which by 2018/2019 had fallen to 7,8 billion passenger
kms, a 65,8% decline in five years. This decline in rail transport can be traced back to a shift in
national policy interests. During the 1970’s and 1980’s there was a marked increase in the number of
private road vehicles, supported by investment in more extensive freeways and public parking lots.
Over time commuter rail has fallen out of favour as a public transport mode of choice and continues to
lose passengers to the minibus taxi industry.”? This industry is characterised by low capital investment
requirements and intense competition amongst operators. Minibus taxis have become a preferred
public transport alternative despite a reputation for poorly maintained vehicles, reckless driving and
relatively high fares. The taxi industry now generates about R40 billion a year. 73

Figure 4.2: Train and Passenger Kilometers, 2010/11 to 2018/19
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PRASA'’s strategy is to reposition rail as the backbone of public transport and to promote an
integrated transport network where rail becomes the mode of choice for commuters. 7* As a Schedule
3b entity, PRASA’s public mandate is not fully supported by the user-pay principle.” This means that
the operational sustainability is largely contingent on the state subsidy being aligned to PRASA’s
costs.

Commuter rail services have historically been underfunded by the state, this is constantly cited as an
operational risk for PRASA. Figure 4.3 shows that commuter rail received the lowest subsidy per
passenger, while the Gautrain, which caters for middle-to-upper income LSM’s receives the highest
state subsidy per passenger trip. There have however been recent policy developments that seek to

2 Walters,O (2012) Overview of public transport development in South Africa . Research in Transportation Economics,39(1):34-45.

3 South Africa n Government (2017). Transport. Available: https://www.gov.za/about-sa/transport

4 PRASA (2019) Business Mandate. Available at: https://www.PRASA.com/Business%20Mandate.html

s Schedules 3B entities as defined by the PFMA as government business enterprises that are able generate an income but may require
substantial government funding. These entities have less autonomy even though they are still run in accordance with general business
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re-promote rail as the backbone of public transport within an efficient integrated transport network and
draw light to the significance of a viable funding model.”®

Figure 4.3 State subsidy compared to cost recovery per passenger trip
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LINKING PRASA’S PERFORMANCE TO THE NDP

The NDP acknowledges that inequitable spatial structures were inherited from Apartheid planning,
and is clear that good public transport in order to increase the mobility of low-income households is
critical to overcoming these disadvantages. There is evidence that poor public transport systems

increase social and economic exclusion by limiting access to employment, education and healthcare.
78

The NDP sees commuter and passenger rail services helping to bridge geographic distances
affordably, reliably and safely. The NDP envisions rail as the backbone of public transport. 7° It
establishes that a modern rail service should be governed by sufficiently independent, competent and
accountable state agents.® It also notes that rail will help to promote a lower-carbon economy as it
has a lighter carbon footprint than road.

With this in mind, the vision envisaged for PRASA in the NDP can be described as:

"A PRASA that contributes to the goals of the NDP would position rail as the backbone of
public transport within an integrated transport network. by providing quality and affordable
rail transport services that satisfy the commuter, intercity and international travel needs of
households, and especially lower-income households."

6 See DoT (2017) The National Rail Policy: Draft White paper
""Engineering News (2019: Current public transport subsidies not sustainable, warns Treasury
https://www.engineeringnews.co.za/article/current-public-transport-subsidies-not-sustainable-warns-treasury-2016-07-04; and expert

calculations

8 Lucas, K. (2011) Making the connections between transport disadvantage and the social exclusion of low-income populations in the
Tshwane Region of South Africa. Journal of Transport Geography Journal of Transport Geography, 1320-1334.

 NPC (2012), National Development Plan — 2030, p183-187.

80 NPC (2012), National Development Plan — 2030, p183-187.
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The nine outcomes for SOEs in the NDP form the starting point for a performance framework:

Operational outcomes that must be achieved for PRASA to achieve the NDP

1. Core mandate (which is also the developmental mandate): To drive inclusive growth by
providing transport that gives predominantly low-income households preferred public transport

alternative for passengers and commuters.

2. Financially viable: PRASA is financially viable with state subsidy and collects revenue and liquidity

that is able to sustains operations

3. Clear written mandate: PRASA has a well-defined mandate that sets out its role and is precise

about what public good it provides and how it serves the public interest.

4. Leadership: Senior appointments are credible. There is stability in senior appointments. Leadership

builds a corruption-free culture.
5. Expertise: PRASA has a long-term technical expertise strategy which is being implemented.

6. Partnerships: PRASA has partnerships with private sector to maximize value
7. Clear institutional governance: The responsibility of policy ministry, shareholder ministry, funding

ministry and regulator is clear.

8. Environmental responsibility: PRASA promotes the transition to a low-carbon economy by

providing legitimate alternatives to transport by road.

9. Transformation responsibility: PRASA promotes equitable reordering of the economy through

internal transformation regarding employment equity, training, and supplier development.
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THE NDP VISION STATEMENT FOR PRASA

"A PRASA that contributes to the goals of the NDP would position rail as
the backbone of public transport within an integrated transport network.
by providing quality and affordable rail transport services that satisfy the
commuter, intercity and international travel needs of households, and
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It by the NDP in
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Has achieved aspirational level

Within 20% of aspirational level

Mot achieving aspirational level

Unknown or no data
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especially lower-income households.”

Proxy indicator of outcomes

A PRASA that plays its role in the NDP will achieve the following outcomes:

PRASA State

Commuter rail is the preferred
public transport alternative

M etrorail passenger trips (million)

Train ks (Millions)

Ratio of mini bus taxi passengers
to train passengers({%)

M etrorail customer satisfaction
(%)

Commuter rail is the
preferred public transport
mode

1. Core Mandate

The rail transport system is
affordable for low-income
commuters

Ratio of minibus taxi fare to Train

The train service is predictable
and trains run on time

M etrorail trains on time as % of
trains scheduled

Trains scheduled and cancelled
(%)

12

Trains scheduled and cancelled:
rolling stock{%)
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(Average delay experienced by
commuters (min)

30,00
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and communication platforms
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Rollout at all
identified points

The trains are safe to use

Overall safety of rail system:
Actual Fatalities plus Weighted
Injuries (10 injuries = 1 fatality)

Category H occurrences: People
related occurrences, platform-
train interchange

Category E occurrences :
Persons struck during maovement
of rolling stock (other than at
level crossings)

Commuter stations are
accessible (coverage is good)

Rail coridors that flow from main
peri-urban areas to key economic
hubs
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dist ive for i i

and intemational travel

The Mainline Passenger Serviceis a
popular long distance travel mode

Number of Mainline Passenger
Service(MLPS) per annuum

375000

MLPS customer satisfaction (%)
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Ratio of MLPS train trips to Autopax
bus trips long distance (ratio}
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2. Financial viability
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otherwise stated)

rolling stock
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investments
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managed
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performance expectations
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4. Leadership
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8. Environmental

responsibility

PRASA would sufficiently satisfy the environmental rezponsibility set out in the NDP; by delivering on the core mandate and thereby moving commuters from road to more environmentally-

friendly rail: see first four indicators




9. Additional transformation
responsibility

*YTD 2018 - Jan 2019

*Annual report 201718
*ASoS data, 2018/19
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through internal transformation
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Only as viable to
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If PRASA were able to recover its core mandate successfully, it could play a transformational role in
society that unlocks social, economic and environmental value. However, the framework
assessment is clear that PRASA has not to date been achieving the vision set out for in
national planning.

The low and falling passenger numbers indicate that it is not achieving the core mandate of providing
transport that gives (predominantly low-income) households preferred public transport alternatives.

On the positive side, there is a wide-ranging network and good coverage of commuter areas, and
PRASA is moving 700,000 commuters a day.

However, PRASA has been unable to date to re-position rail as an attractive public transport
alternative, although reforms are underway.

The current state of commuter rail replicates previous patterns of inequality and exclusion of low-
income households.

Mini-bus taxis have become the preferred mode of transport — for every train commuter there are nine
commuters using mini-bus taxis — despite minibus taxis being 80% more expensive.

The diminished passenger rail service and commuter rail service continues to promote road-based
services, also has negative environmental consequences.

However, it is likely that the low scores in the safety of commuters and reliability of trains are a
deterrent to many consumers. Passengers are not assured of their safety and security when using
PRASA rail services. The evidence collated from the 2018/19 Annual State of Safety Report by the
Railway Safety Regulator indicates that for the period 2018/19, 284 fatalities occurred in relation to
the rai service. 8

Moreover, the train service in unpredictable and prone to delays from mechanical, electrical, perway
and signal failures. In a service that is primarily responsible for getting people to work, unpredictable
timing and delay is a prohibitive barrier to use.

Operational success is enabled by financial and governance performance; and both of these key
enablers are still under-performing — indicative of a systemic challenges facing PRASA. Passenger
rail services, are only profitable entities when they have high density, like in Hong Kong and
Singapore. In South Africa, volumes are insufficient and declining. Thus, for PRASA to play a truly
developmental role, transport policy, in support of developmental outcomes, should seek to enhance
the efficiency and attractiveness of the rail service, to this end it is likely that higher levels of subsidy
will be needed at least in the short term.

Presently the sources of revenue are returns on assets, fares recovered and the government

subsidy.®? PRASA is financially viable with state subsidy only, and does not collect sufficient revenue
from fares to sustain operations. PRASA reported a loss of R928 million in 2017/18, a 68% increase
to the previous financial year. 8 The investment and real estate functions at PRASA have been able

81 Note that the RSR factors weighted injuries into its reporting of fatalities. Fatalities are the sum of actual fatalities and weighted injuries
(where 10 injuries = 1 fatality).

82 DoT (2017) National Rail Policy: Draft White Paper; 2. Note: The fare revenue system that serves as the entry point for ticket sales has
not been in operation since August 2017. This calls into question the fare revenue figures reported during this period.

8 PRASA (2018) Annual Report and Financial Statements, p43.
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to report returns of R674 million in the 2017/18 financial year 8. The draft national rail policy

acknowledges that the current sources of rail funding are inadequate. Limited liquidity within the entity

has been flagged by the Board of Directors and the Auditor General. A reduction in the subsidy by
R1.7 billion over the 2019 MTEF is set to worsen an already constrained financial position.8 The
limited fiscal position means PRASA will need to consider alternative sources of funding, including

private sector participation in infrastructure and rolling stock.

While PRASA has a clear mandate set out in Section 22 of the Legal Succession to the South
Transport Services Acts of 2008, (to provide commuter rail services, in the metropolitan areas

Intercity rail and bus services “within, to and from” South African borders) the nuance of what it should

African

and

focus on is not clear as there is seemingly no publicly available shareholder compact with distinctly

articulated performance targets.

The evidence suggests that governance at PRASA has been opaque, the shareholder’'s compact and
regular reporting on the stated activities and roles is important for holding leadership accountable and

supporting an ethical operational culture. The shareholder’'s compact is not in the public domain,
furthermore, the auditor general reports that PRASA is unable to report on key KPI'S as the 2017/18
shareholders compact was not finalized, following PRASA’s inability to comply with due process.

There has, to date, been a gap in credible, stable and ethical leadership, and not enough focus on

expertise and experience. As the administration prioritises reform at SOE’s, PRASA, like other

embattled SOE’s is shifting leadership. This instability limits the ability to effectively carry out key

operational tasks and drive a long-term strategy.

PRASA faces a shortage of expertise especially managerial and technical skills.8 The Human

Capital Management (HCM) framework, is the overarching skills and expertise building framework, is

still in development. 8 This shortage is also noted at a board level, where the current board of
directors have a myriad of commercial and board experience, but limited rail experience.

To date, partnerships with the private sector have been minimal, although Intersite asset

management, actively seeks to establish strategic partnerships that will aid its operations and support

its business functions.

PRASA also performs poorly on environmental assessment (delivering on the core mandate, so
moving commuters from road to more environmentally-friendly rail);8and transformation assessment
(PRASA’s 2020-22 MTEF Corporate Plan reports that it does not currently have mechanisms to

record and report the current empowerment status.

84 PRASA 2018) Annual Report and Financial Statements 2017/18,p42.

8 PRASA (2018) Corporate plan 2020-22.

8 PRASA (2018) Annual Report and Financial Statements, p50

87 PRASA (2018) Corporate plan 2020-22.

8 The 1992 United Nations Framework Convention on Climate Change imparted further impetus to rail as countries turned to its
inherently low energy consumption to help meet their 2050 greenhouse gas emission reduction targets
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THE FRAMEWORK FOR ELECTRICITY

South Africa has been through three main phases of electricity development.® The first phase ran
from the late 19t century until the 1990s and was characterised by the adoption of electric lights and
machines. (In 1882, the mining town of Kimberly became the first area on the continent to have the
first electric street lights installed.®%) In phase two, South Africa began to connect individual power
stations into a single network. Phase three began in the early 1920s when the Electricity Act, No. 42
of 1922, created the Electricity Supply Commission (ESCOM) also known by its Afrikaans name
Elektrisiteitsvoorsieningskommissie (EVKOM) as a state electricity utility.®* This utility integrated the
full value chain from generation plants to transmission lines to retail distribution. In 1987,
ESCOM/EVKOM was renamed Eskom.

In 2002, Eskom was converted from a statutory body into a public company as Eskom Holdings
Limited in terms of the Companies Act with government as the sole shareholder following the passing
of the Eskom Conversion Act (No. 13 of 2001) in July 2002. This meant that Eskom had to pay
dividends and taxes to government which would be represented by the Minister of Public Enterprises.

Eskom currently continues to operate as a vertically integrated entity and performs the generation,
transmission, distribution and retail functions.%? It supplies more than 90% of the country’s electricity
requirements.®® Eskom supplies 59% of electricity directly to customers, with municipalities
distributing 41%. Some industries also generate their own electricity for their own use.

8 Andrew Marquard, The Origins and Development of South African Energy Policy, 2006

% Anton Eberhard, The political, economic, institutional and legal dimensions of electricity supply industry reform in South Africa, 2003
% |bid, p 3.

92 At the time of writing, there are government plans to split the vertical integration into separate companies for generation, transmission
and distribution.

% Integrated Reports, 2019 p26.
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Figure 5.1 The South African Energy Supply Industry
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Supply Industry Reform in South Africa

About 84% of electricity in South Africa is generated from fifteen coal-fired power stations.® Four

gas/liquid fuel turbine stations account for 5% of generated electricity, one nuclear power station®®
accounts for 4%, six hydroelectric stations account for 1% and the three pumped storage schemes
makes up the remaining 6%.9

In 2019 234 407 GWh of electricity was generated and available for distribution. Eskom accounted for
91% of the electricity generated, Independent Power Producers (IPPs) contributed to 5% of the
generation.

Eskom also purchases and sells electricity to the Southern African Development Community (SADC)
region. There is an integrated grid connection to Southern African Power Pool (SAPP), which
comprises South Africa, Botswana, eSwatini, Lesotho, Mozambique, Namibia, Zambia and
Zimbabwe. International purchases account for 3% of electricity generation.%”

94 Export.gov, South Africa - Electricity Power Systems & Renewable Energy, 2019.

Coal-fired power stations burn coal to heat water which is then converted to steam. The coal is transferred into the plant on conveyor
belts, crushed into powder and burned in boilers to produce high-pressure steam. The steam is then directed onto the blades of a turbine
to make it spin. This then spins the magnetic rotor inside the coal to generate electricity.

% Nuclear power stations heat the water using heat released in a nuclear reaction instead of using coal. The heat from the primary
circuit is given off into a separate secondary circuit where water is turned into steam. The steam produced from heating the water in the
second circuit is used to turn the turbines in exactly the same way as in a coal-fired power station.

% Integrated Reports, 2019 p177

97 Wheeling which refers to the movement of electricity between international customers through our network, without the power being
available to customers on the South African grid for remaining 1%.
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Figure 5.2 Forecasted Electricity Supply by Generation Source, 2018 to 2030
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Over the medium term, government has stated intentions to increase the generation capacity from
renewable energy sources through the expansion of the Renewable Energy Independent Power
Producer (REIPP) procurement programme. By 2030, the energy from wind and solar is expected to
increase substantially.

As of March 2019, the national, integrated grid comprises of 32 698 km9 transmission power lines.
The bulk of it at 400 kV, 275 kV and 765 kV. Eskom'’s distribution network comprises of 45 401 km of
distribution power lines at 44Kv to 88kV as well as 132kV and higher.

As of March 2019, municipalities were responsible for 41% of the electricity distribution.
Approximately 174 municipalities out of 257 metropolitan, districts and local municipalities have been
licensed to serve as electricity distributors by NERSA. °° Their role includes maintaining infrastructure,
providing new connections and setting minimum service level standards, setting pricing, and setting
subsidy levels for poor households. Eskom-generated electricity is also sold to industrial companies
(23%) and mining companies (14%). Eskom generates most of its revenue from these customers
from as shown in table 5.1.

% Integrated Reports, 2019 p179
% Lucy Baker and Jon Phillips, Tensions in the transition: The politics of electricity distribution in South Africa p185, 2018
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Table 5.1: Eskom’s customer as at March 2019

Gross revenue per
Eskom customers Number of customers Sales per customer, GWh
customer, R million

Redistributors 87 236 77 231
Industrial 2705 48 717 36 047
Mining 981 28 972 26 550
International 11 12 461 8241
Residential 6 358 523 11 748 14771
Commercial 52 556 10 558 12 385
Agricultural 81 303 5796 8 682
Rail 493 2831 3119
Total 6 497 372 208 319 187 026

Source: Eskom Integrated Report, 2019

Eskom is a state-owned company and operates under the supervision of the shareholder, the
government, represented by the Department of Public Enterprises (DPE). It also operates under an
extensive policy and regulatory regime. This includes the Department of Energy (DoE)%, which is
the custodian for energy policy in South Africa and the National Energy Regulator of South Africa
(NERSA), which determines Eskom’s revenue requirements in accordance with the requirement of
Electricity Pricing Policy (EPP) and provides licenses, regulatory rules, guidance and codes. The
National Treasury (NT) provides financial oversight and makes funds available for Eskom to ensure
that it remains financially viable. In the 2019 State of the Nation Address (SONA) the President
announced that the NT will make additional funds available for Eskom over the next two years to
ensure that it remains a going concern.'%* Eskom is bound by the National Framework for Air Quality
Management set out by the Department of Environmental Affairs (DEA).

100 The Department of Energy (DoE) is now the Department of Mineral Resources and Energy
101 1hid, p8O.
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Figure 5.3: Legal and regulatory framework of the electricity supply industry in South Africa
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Eskom’s mandate is set out in the DPE’s Strategic Intent Statement as follows “to provide a stable
electricity supply in a sustainable and efficient manner, in order to assist in lowering the cost

of doing business in South Africa and enabling economic growth.” 102
In seeking to achieve this mandate, Eskom has encountered a myriad of challenges. These include:

Forecasted electricity demand has not materialised: Eskom’s long-term planning for new build
projects and expansion, as well as its pricing model, has been based on increasing forecasted
demand. However, sluggish growth in the economy has meant that demand has not materialised as
planned and that Eskom has had to recover more costs from a lower than expected volume base.

102 Eskom Integrated Report, 2019
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Figure 5.4: Forecasted versus Actual Electricity Demand, 2010 to 2018
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Financial performance: Eskom is severely financially constrained. Net profit before tax fluctuated
significantly between 2006 and 2016, and fell into loss in 2017. This loss was largely caused by
substantial increases in operatng and captial costs. Eskom has grown debt levels dramatically since
2014, accounting for a rapid increase in finance costs.

Figure 5.5: Eskom’s Finance Costs and Net Profit Before Tax, 2006 to 2018
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e Ageing infrastructure and supply disruptions: Eskom is challenged by ageing infrastructure
operating below optimal capacity resulting in ongoing supply disruptions and load-shedding. In
addition, only 13 of Eskom’s 15 coal-fired generation plants will be compliant with new international
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SOz emissions standards. To comply with these regulations, Eskom will need to invest over R100
billion in FGD technology. 103

5.2. LINKING THE NDP TO ESKOM’S PERFORMANCE

In linking the NDP to Eskom performance we start with the following aspiration that draws on the
general role envisioned for electricity and the specific roles in the NDP:

An ESKOM that fulfils its mandate under the NDP would "provide a reliable electricity
supply in a sustainable and efficient manner in order to assist in lowering the cost of doing
business in South Africa and enabling economic growth, by being well governed and
remaining financially viable, while meeting a developmental mandate and transitioning to a
low-carbon economy” 104

Then using the six outcomes and five enablers identified in the NDP as themes, the performance
framework for Eskom is established in the box below:

103 wendell Roelf, Cash-strapped Eskom needs R187bn to meet emissions standards, 2019
104 partly from Eskom, Integrated Report, 2019 p25; partly from assessment of NDP



Operational outcomes that must be achieved by ESKOM to achieve the NDP

1. Core mandate (commercial): To meet the core mandate Eskom should:

a. Provide electricity supply in a reliable and efficient manner;
b. Investin and procure adequate capacity to meet demand;
c. Produce electricity on a cost-effective basis; and

d. Sell electricity on a cost-reflective basis.

2. Developmental mandate (sub-commercial): To meet the developmental mandate Eskom will expand
access to energy through the rollout of the national electrification programme, and provide affordable

tariffs for needy households.

3. Financial sustainability: Eskom must be financially viable as a going concern, and must accumulates

sufficient financial reserves in order to make capital investment, and maintain and expand services.
4. Environmental responsibility: Eskom should produce electricity with the lowest possible environmental
impact.

5. Transformation responsibility: should Eskom promotes equitable reordering of the economy through
internal transformation (re equity management, staffing, training, procurement spend, skills and supplier

development).

6. Specific projects: Eskom should have completed or progressed the specific projects assigned to it in the
NDP (see list in table below).

Fundamental enablers that must be achieved to reach the outcomes

1. Clear institutional governance: The responsibility of policy ministry, shareholder ministry, funding

ministry and regulator is clear. To be completed as part of Report 3

2. Clear written mandate: Eskom has a well-defined mandate (or shareholder compact) that sets out its
role and is precise about what public good the SOE provides and how it serves the public interest. The

mandate is publicly available.

3. Leadership: Senior appointments are credible and competent. There is stability in senior appointments.
Leadership helps to account for performance. Leadership behaves ethically and builds a corruption-free

culture.
4. Expertise: Eskom has a long-term technical expertise strategy which is being implemented.

5. Partnerships: Eskom has an effective framework that promotes private sector participation, and there is

private sector participation.




5.3. EVIDENCE OF PERFORMANCE

Developed by THE NDP VISION STATEMENT FOR ESKOM

"A state-owned electricity sector that contributes to the goals of the NDP will
provide reliable electricity supply in an efficient manner to lower the cost of doing
business by being well governed and financially viable, while meeting a
developmental mandate and transitioning to a low-carbon economy”
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Theme

1. Core Mandate
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the NDP in general
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a cost-effective
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The framework makes it apparent that ESKOM has, with some exceptions, not been achieving the
vision set out for it in the NDP.

The framework makes it clear that Eskom has not to date been able to provide reliable and efficient
energy service to the level expected by the NDP.

Nor to date has Eskom been able to date to obtain sufficient capacity to meet demand. As a result,
the power grid has been under stress since 2007 with regular loadshedding, which has impacted the
manufacturing, mining and agriculture, and small business sectors negatively.1% Loadshedding has
also impacted Eskom’s revenue as customers have started looking for more reliable sources of
energy.

Eskom’s energy availability factor (EAF) is below the aspirational level by 25%. Eskom failed to
construct Kusile and Medupi stations timeously and cost-effectively.106

However, Eskom has been able to distribute and transmit electricity at aspirational levels. The
distribution energy losses indicator shows that Eskom’s distribution energy loss was below its 2018/19
target by 14%. Overall, the number of interruptions have improved and are better than the global
average for middle-income countries. Although Eskom is efficient in terms of distributing and
transmitting electricity, the distribution networks are ageing (partly due to maintenance funds being
diverted to finishing the construction of Medupi and Kusile).107

According to the framework, Eskom has not been able to produce electricity on a cost-effective basis.

Eskom does not sell electricity on a cost-reflective basis. Even though tariff increases have outpaced
inflation, the average selling price of electricity in South Africa is still competitive. The average selling
price is 93,79 c/kWh as opposed to its cost-reflective target of 120 c/kWh.1% The prices are
administered by NERSA.

Eskom is currently unable to maintain its long-term financial viability and relies on debt funding as well
as government bail-outs.

Eskom has a well-defined mandate (or shareholder compact) that sets out its role and is precise
about what public good the SOE provides and how it serves the public interest. However, the
mandate is not publicly available.

Eskom’s governance and reputation have been negatively affected by state capture and
mismanagement of funds widely reported, including in the 355-page State Capture report released to
the public in 2016.1%° The findings in the report highlighted the fruitless and wasteful expenditure and
noted that the appointment process of the board at the time failed corporate governance standards.
There have been measures to implement ethical leadership within Eskom, including the appointment
of a new board in January 2018.

105 Mail & Guardian, Economic effects of load-shedding hit home, 2015

106 Mail & Guardian, Medupi and Kusile: Costly and faulty, 2019

107 EE publishers, Eskom'’s big blunder: How poor decisions and corruption caused load-shedding, 2019

108 1n 2018, Statista compiled data on the average electricity prices for 25 different countries. within the selected countries, South Africa
ranked 4th lowest electricity price, of the 25 countries surveyed

109 pyblic Protector South Africa, A report of the Public Protector, State of Capture, Report No: 6 if 2016/2017, 14 October 2016
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Over the past decade, Eskom has experienced a high CEO turnover which has not promoted stable
leadership. There have been 10 CEOs in 10 years. Attempts to stabilise management and restore the
credibility of leadership are ongoing.

The 2019 Roadmap for Eskom in a reformed electricity supply industry reports that Eskom will ensure
that there is sufficient capacity and expertise to oversee the proposed execution of the functional and
legal separation of the entity.

Eskom has performed well on the developmental mandate: Eskom has expanded access to energy
through the rollout of the national electrification programme which has been successful and provides
affordable tariffs for needy households. Although Eskom fell short of its 2018 number of electrification
connections target by 9,615 connections — a programme dependent on the grant funding from the
DMRE - Eskom is still meeting its developmental mandate through other initiatives such as the 50
kWh per month free basic electricity it provides to poor households. According to the General
Household Survey (GHS) and the DoE’s Medium-Term Strategic Framework (MTSF) targets 2014-
2019, access to electricity in South Africa increased from 76.7% in 2002 to 82.8% in 2012 (MTSF
progress as at March 2018) through the Integrated National Electrification Programme (INEP).
However, Eskom reports this figure to be at 90%, which is the NDP aspirational target for 2030.

Eskom has also performed well on transformation. Eskom has performed well in transforming its
racial and gender employee base. However, what is concerning is its B-BBEE rating which is currently
atalevel 7.

It is not clear if Eskom has an effective framework that promotes private sector participation, but there
is some private sector participation in generation. Eskom enables renewable capacity through
Independent power producer (IPPs). Eskom’s 2030 objective is to increase the contribution of
renewable energy to electricity generation (and thus private sector participation). Based on the NDP
21,500 MW of the 40,000 MW, new build should come from renewable energy. However, according
to the 2019 Integrated Resource Plan published by the Department of Energy (DoE) a total of 6422
MW under the Renewable Energy Independent Power Producers Programme (REIPPP) has been
procured, with only 3 876 MW operational and made available to the grid which is far below the 2030
target.

Eskom does not produce electricity with the lowest possible environmental impact using optimal
generation mix and does not comply with DEFF environmental standards

Eskom has not completed but has made some progress in the specific projects assigned to it in the
NDP. These programmes include:

e The largely successful electrification programme

e The Ingula pumped storage scheme was completed in 2017. All four units at Ingula were
reported to be in commercial operation and to be producing a total of 1,332MW of peaking
power. However, on March 27, 2019, the Business Day*'° reported the plant to be running at
25% below capacity. Defects were identified in all four units of the plant according to the report.

e Progress has been made with diversifying the energy mix through international procurement,
mainly with regards to gas (co-operation with neighbouring countries is being pursued, and
partnerships are being developed for joint exploitation and beneficiation of natural gas within
the SADC region. SADC is developing a Regional Gas Master Plan which seeks to identify the
short and long-term infrastructure requirements to enable the uptake of a natural gas market),

110 Business Day, Eskom'’s Ingula hydro-power plant running at 25% below capacity, There are defects in all four units of the plant, which
is in a ‘correction period’, according to Eskom, 2019
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and hydro power (South Africa has entered into a Treaty for the development of the Grand Inga
Project in the Demaocratic Republic of Congo, with some of the power intended for transmission
to South Africa across DRC, Zambia, Zimbabwe and Botswana. Eskom has also progressed
towards investing in cleaner coal technologies). However, there are significant shortfalls in the
progress toward new power capacity builds and a movement toward a more sustainable energy
mix.

Eskom has only developed about a third of the required new build capacity as per the Integrated
Resource Plan.

This lack of additional capacity has caused an inability to action the intended decommissioning
of older coal-powered stations. Despite the environmental responsibility, Eskom’s primary
imperative is to provide adequate capacity and therefore have had to continue operating these
older stations. Thus, only 1 389MW of the 10 900MW required by the NDP has been
decommissioned. However, in October 2019 the revised Integrated Resource Plan was
approved where the DoE estimates that 10,500 MW of electricity from coal generation by
Eskom will be decommissioned by 2030.

The NDP mandates that more than 20 000OMW of renewable energy should be contracted by
2030. To date, Eskom has only contracted 3 700MW and is unlikely to achieve the level required
in the NDP.
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ANNEX A: SOURCES AND METHOD NOTES

Developed by

G:ENE

TRANSNEI

SIS

UNLOCKING VALUE

Theme

Outcomes sought by
the NDP in general

Component
Outcomes

THE NDP VISION STATEMENT FOR TRANSNET

"A Transnet that contributes to the goals of the NDP would lower the cost of doing business
and ensure security of supply by providing appropriate logistics infrastructure and services in
a cost-effective and efficient manner."

Proxy indicator |Source for Current |Source for Transnet

of outcomes

A Transnet that meets the goals of the NDP would therefore:

Performance

Stated Target

Source for
Aspirational
Benchmark

Method Note

Additional
Notes

1. Core mandate

Provide for the
movement of goods
in areliable and cost-
efficient manner
(excludes export iron
ore and coal)

Freight rail is an
attractive method of
moving goods

Market share of
domestic freight that
could be moved by
rail (%)

2017 Tonkm
marketshare from GAIN
FDM™

Transnet Annual
Financial Statements
2018, p26.

2017 Tonkm
marketshare from GAIN
FDM™

Rail tonkms of road and rail tonkm (conveyorbelt and pipelines
excluded). Line haul only, last mile distribution excluded. Target is
calculalted by identifying rail economic freight not on rail, in the
GAIN FDM™

Transnet report on current performance of GFB and Intermodal as
reported in Shareholder Compact is 31 and 24% respectively. Target
for 2018 was 31 and 15% respectively

The network is used
to a high capacity (a
densified network)

General Freight
Freight Density
(GTK/routekm)

Source: TFR Internal
Research FY 2017/18 &
Glasgow Caledonian
University 2018
Transnet stated actual
as in Annual Financial
Statements 2018, p26
is5.15

Transnet stated actual
as in Annual Financial
Statements 2018, p26

See method note

At a density of 10 million tonne-km per route km, the OR
(excluding capital cost) ~80% which sets the platform for a self-
funded railway. Graph shows SA just makes a density of 10 million
tonne-km per route km resulting in pure operating cost of USD 0.01
per net tonne-km. All such railroads are self-funding. However, if we
remove the contribution of the very dense Iron Ore and Coal
export lines, the operating cost shoots up for the rest of the
(general freight) network by some 200% rendering that part of the
network unprofitable.

Jaap van der Merwe provided data for current performance and
sourced accordingly.

Transnet Annual Financial Statements provide a slightly different
result of 5.15

Trains are reliable
and run on time

General Freight
wagon turnaround
time (days)

Transnet Integrated
Report 2018, p82.

Transnet Integrated
Report 2018, p82.

Expert Opinion

Jaap Van der Merwe benchmarking long term performance as 7 day
turnaround

Freight transport by
rail is safe

Number of
operational safety
occurrences and
security-related
incidents (All
Operators)

RSR 2019, Jaap van
der Merwe providing
data

No target

50% of current level

Disabling Injury
Frequency Rate
(DIFR) - Freight rail
(ratio)

Transnet Integrated
Report 2018, p91

Transnet Annual
Financial Statements
2018, p27

Target is international
standard as reported by
Transnet p61 of the
2018 Integrated Report

The DIFR reported in the framework is the rate for Transnet Freight
Rail, not Transnet's overall. Transnet's overall score was 0.73 in 2018
and 0.69 in 2017

Eskom is supplied
with adequate coal

Eskom coal supply
(million tons)

Transnet Annual
Financial Statements
2018, p8 and 24

Actual and target as
stated in Annual
Financial Statements

Used target set by
Transnet

Target and Actual taken from Shareholder Compact cited in the
Annual Financial Statements 2018

Trains are price
competitive with
road for general
freight

Rail cost rate per
tonkm as a % of
relative road line
haul cost per tonkm
(%)

Road and rail data from
GAIN FDM™

No target

Expert advisement

Average rail rate for all freight excluding export lines. This is in line
with public views, but not directly calculated due to confidentiality.
Target is calculated by increasing density due to potential modal shift.
Road line haul current cost is around R1.00 per tonkm, and rail
rates are around 50c per tonkm, therefore around 50% of the road
equivalent. In future, this should drop to around 40% of the road
equivalent

Provide for the
movement of goods
in areliable and cost-
efficient manner
(excludes export iron
ore and coal)

Pipelines are
efficient and reliable

Pipelines volumes
(billion litres)

Transnet Integrated
Report 2018, p86

Transnet Integrated
Report 2018, p86

Transnet (2016) Long-
Term Planning
Framework: Chapter 5,
p342

For Transnet stated target: Used target set by Transnet for 2018. The
target set for 2019 was 17,5- lower than the level expected in the

previous year. The aspirational level is for 2034 - taken from the LTPF.
There isn't a target set for 2030. This is for all pipelines, not just MPP.

Pipelines ordered vs
delivered volumes
(% of deliveries
within 5% of order)

Transnet Integrated
Report 2018, p86

Transnet Integrated
Report 2018, p86

All deliveries should be
within 5% of that
ordered

Pipelines are
efficient and reliable

Planned vs actual
delivery time (% of
deliveries within two
hours of scheduled
delivery time)

Transnet Integrated
Report 2018, p86

Transnet Integrated
Report 2018, p86

All deliveries should be
within two hours of that
scheduled

Capacity utilisation
for Durban-
Johannesburg
pipelines and New
Multi-Product
Pipeline (Ml/week)

Transnet Investor
Relations: Pipelines
2018, p4

Transnet Investor
Relations: Pipelines
2018, p4

Transnet Investor
Relations: Pipelines
2018, p4

Aspirational level: used target set by Transnet for 2019




Theme

Outcomes sought by
the NDP in general

Component
Outcomes

Proxy indicator
of outcomes

A Transnet that meets the goals of the NDP would therefore:

Source for Current [Source for Transnet

Performance

Stated Target

Source for
Aspirational
Benchmark

Method Note

Additional
Notes

1. Core mandate

1. Core mandate

Contribute to growth
through trade by
promoting export and
import line and port
efficiency

Contribute to growth
through trade by
promoting export and
import line and port
efficiency

Rail is efficient on
export lines (coal
and iron ore)

Export Coal Freight
Density (tonkm)

Source: TFR Internal
Research FY 2017/18 &
Glasgow Caledonian
University 2018

Not reporting on this
indicator

Expert advisement

Estimated from cycle time compliance (Jaap van der Merwe)

Export Coal cycle
time (hours)

Transnet Integrated
Report 2018, p82.

Transnet Integrated
Report 2018, p82.

Transnet Integrated
Report 2018, p82.

Calculated from cycle time compliance: Actual for 2018 was stated as
62.6 with a target for 2018 set as 56. Used the target for 2018 rather
than 2019 as a higher standard. The target set for 2019 is 58 hrs (vs
56 hrs). Used the cycle time targets as stated by Transnet as in
line within top performing international export lines

Export Iron Ore
volumes transported
(mt)

Transnet Integrated
Report 2018, p110

Transnet Integrated
Report 2018, p110:
target for 2019.

Transnet 2016 Long-
Term Planning
Framework: Chapter 3,
p50

Used volumes transported as current density measurement deemed
unreliable by experts as was too low. The aspirational level is the level
expected by demand planning for 2030.

Export Iron Ore
cycle time (hours)

Transnet Integrated
Report 2018, p82

Transnet Integrated
Report 2018, p82.

Transnet Integrated
Report 2018, p82.

Calculated from cycle time compliance
Used the cycle time targets as stated by Transnet as in line within top
performing international export lines

Ports are efficient in
processing exports

Moves per gross
crane hour

Transnet Port
Terminals 2018, p4

Transnet Port
Terminals 2018, p4

DPE, Strategic Plan
2015/16 - 2018/19, p23

Average across DCT Pier 1,2; CTCT; Port Elizabeth; Ngqura
Aspirational level as targeted by DPE is in line with international
standards. World Bank puts the international average at between
35 and 40 moves

Container Dwell time
exports (days)

Transnet Port
Terminals 2018, p4

Transnet Port
Terminals Report 2018,
p4; targeting less than 5

Ports Regulator (2016)
Benchmarking Report:
SA Port Terminals
(2015/16), p24.

Terminal efficiency measure; average of DCT Pier 1, 2 and CTCT
Aspirational target is international standards of between 3-4 days
as per Ports Regulator

Ports are efficient in
processing exports

Average moves per
ship working hour
(number)

Transnet Port
Terminals Report
2018, p5

Transnet Port
Terminals Report 2018,
p5

Ports Regulator (2016)
Benchmarking Report:
SA Port Terminals
(2015/16), p16-17.

Terminal efficiency measure; average DCT Pier 1 and 2, CTCT, NCT,
Port Elizabeth

"The overall performance of SA terminals places them with a majority
of other global terminals in the range of 40 — 80 moves per ship
working hour." International trends showing improved performance
toward higher bands

Gross loading rate
(ton/hour)

Transnet Port
Terminals Report
2018, p5

Transnet Port
Terminals Report 2018,
p5

Transnet Port
Terminals Report 2018,
p5

Port of Saldanha Actuals and Benchmark
The current performance is of a higher standard than that targeted for
2018 therefore aspirational level uses the current level of performance

Average Train
turnaround time
(hours)

Transnet Port
Terminals Report
2018, p5

Transnet Port
Terminals Report 2018,
p5

Transnet Port
Terminals Report 2018,
pS

Actual performance better than level targetted therefore wanting
improvement on actual.

Average Truck
turnaround time
(hours)

Transnet Port
Terminals Report
2018, p5

Transnet Port
Terminals Report 2018,
p5

Transnet Port
Terminals Report 2018,
pS

Target for truck turnaround times is 35 minutes across all port
terminals: DCT Pier 1 and 2, CTCT, NCT and Richards Bay

Anchorage Waiting
time (hours)

Transnet National
Ports Authority Report
2018, p5

Transnet National Ports
Authority Report 2018,
p5

Transnet National
Ports Authority Report
2018, p5

Aspirational level is the actual performance achieved in 2017. Average
for Durban Pier 1 and 2, CTCT, PE, Ngqura and Richards Bay
The stated target for 2019 is 38 hours

Average ship
turnaround time
(hours)

Transnet National
Ports Authority Report
2018, p5

Transnet National Ports
Authority Report 2018,
p5

Ports Regulator (2016)
Benchmarking Report:
SA Port Terminals
(2015/16), p18.

Average for Durban Pier 1 and 2, CTCT, PE and Ngqura
International standards is typically 1.03 days (24.72 hours)

Average Berth
occupancy (%)

Transnet National
Ports Authority Report
2018, p5

Transnet National Ports
Authority Report 2018,
p5

Transnet National
Ports Authority Report
2018, p5

High berth occupancy is a sign of congestion (>70%) and hence
decline of services, while low berth occupancy signifies
underutilization of resources (<50%).

Average for Durban Pier 1 and 2, CTCT, PE and Ngqura

Total Port costs to
cargo owner
automotive (%
deviation from global
average)

Ports Regulator, Global
Pricing Comparator
Study, p26

Ports Regulator, Global
Pricing Comparator
Study, p26

Should be within 10%
of global average.

Current level for 2017/18 and stated target is for 2018/2019.

Total Port costs to
cargo owner
containers (%
deviation from global
average)

Ports Regulator, Global
Pricing Comparator
Study, p26

Ports Regulator, Global
Pricing Comparator
Study, p26

Should be within 10%
of global average.

Current level for 2017/18 and stated target is for 2018/2019.

Total Port costs to
cargo owner coal (%
deviation from global
average)

Ports Regulator, Global
Pricing Comparator
Study, p26

Ports Regulator, Global
Pricing Comparator
Study, p26

Should be within 10%
of global average.

Current level for 2017/18 and stated target is for 2018/2019.

Total Port costs to
cargo owner iron ore
(% deviation from
global average)

Ports Regulator, Global
Pricing Comparator
Study, p26

Ports Regulator, Global
Pricing Comparator
Study, p26

Should be within 10%
of global average.

Current level for 2017/18 and stated target is for 2018/2019.

Rail is integrated
with other countries

Africa sales revenue
(Rmillion)

Transnet Integrated
Report 2018, p94

Transnet Integrated
Report 2018, p94

Transnet Integrated
Report 2018, p94

Used target set by Transnet for 2019

Cross-border
volumes (mt)

Transnet Integrated
Report 2018, p26

Transnet Integrated
Report 2018, p26

Transnet Annual
Financial Statements
2016, p 26

2016 target in shareholder compact higher than subsequent years

Promote effective
intermodal linkages to
maximise freight hauling
and distribution
efficiency

There is cost-
efficient freight
connectivity between
rail and other modes

Cost (Rbillion) of
road vs intermodal
freight movement

Havenga, Simpson,
Bod (2012) South
Africa’s Intermodal
Imperative, p14

Transnet not reporting
on this indicator

Target achieved by
intermodal solution

Source: Table 4: All potential intermodal costs

Intermodal market
share (Rail
Addressable Market

Transnet Annual
Financial Statements

Transnet Annual
Financial Statements

Transnet Annual
Financial Statements

Benchmark from 2017 used as 2018 had a stated target of only 15%
which was lower than their performance in the previous year of 22.1%

Share % Net Ton 2018, p26 2018, p26 2017, p 24

Palletised market 2017 Tonkm Transnet not reporting 2017 Tonkm Palletised freight, moved on corridors. Target was determined by the
marketshare from GAIN marketshare from GAIN .

share on rail (%) FDM™ on this indicator EDM™ GAIN FDM™ targets for rail MS for each transport segment
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Theme

Outcomes sought by
the NDP in general

Component
Outcomes

Proxy indicator
of outcomes

A Transnet that meets the goals of the NDP would therefore:

Source for Current |Source for Transnet

Performance

Stated Target

Source for
Aspirational
Benchmark

Method Note

Additional
Notes

2. Developmental Mandate

3. Financial Sustainability

3. Financial Sustainability

4. Clear written mandate

Promote growth in the
rural economy,
particularly in the
agricultural sector,
through rural extraction
and delivery

There is connectivity
with rural markets

Rural freight market
share (%)

2017 Tonkm
marketshare from GAIN

Transnet not reporting
on this indicator

Requires more research,
growth in rural freight
not predicted for model

Typology of rural freight. This excludes the export lines of coal and
iron ore, but also excludes export manganese. Target requires more
research as could not be calculated from the model.

Branch line
concessions
concluded

Transnet Annual
Financial

Transnet Annual
Financial

Transnet Annual
Financial its

2018, p27

2018, p27

2018, p27

This should be dependent on the viability of private partnerships or
private investment. Concluding transactions that are not viable could
be detrimental to operational efficiency and financial sustainability of
Transnet.

Rural agricultural
production
supported by market
connectivity on rail

Agricultural freight
market share (%)

2017 Tonkm
marketshare from GAIN
FDM™

Transnet not reporting
on this indicator

Requires more research,
growth in agricultural
freight not predicted for
model

Agricultural commodities. Target requires more research as could not
be calculated from the model.

Access is to freight
transport is widely
available

Number of sidings
active

Preliminary value

Transnet not reporting
on this indicator

Preliminary value

Active rail sidings included in GAIN FDM™ data

Density on branch
lines (tkm/routekm)

Rail data from GAIN
FDM™

Transnet not reporting
on this indicator

Required density on
branch lines unknown

Rail total density, with core freight excluded. The density on the
branch lines is unknown as would tend to follow a different financing
model than that of the core network. Unlikely that all branch lines
could carry the same densities.

A level of investment
able to expand and
maintain operations

Ability to expand and
maintain operations

Capital investment
dedicated to
expansion (% of
capital expenditure)

Transnet Integrated
Report 2018, p43 -
figure for 2017 was 40%

Transnet Integrated
Report 2018, p104

Transnet Integrated
Report 2018, p104

MDS period focused mainly on expansion rather than sustaining with
58% of investment dedicated to expansion in 2013. This proporion
has been brought down which will result in more effort being placed

in maintaining and enhancing current operations.

Ability to create
capacity ahead of
demand

Average age of
locomotives

An aprroximation based
on LTPF (2016),
Chapter 3, p166

An aprroximation based
on LTPF (2016),
Chapter 3, p166

World Bank (2016):
Supporting
Competitiveness
through port and rail
network reforms, p15.

The World Bank report cited for the aspirational level posits that the
average age of TFR's locomotives in 2005 was 25 years

Ratio of resourced
capacity to
theoretical capacity
(%)

Expert advisement

An aprroximation based
on LTPF (2016),
Chapter 3, p62

Expert advisement

System Capability Limiters causing the differential — Jaap Van Der
Merwe

The SOE is financially
sustainable

The SOE is

Strong balance sheet
through improved
levels of equity

The SOE is a going
concern

Transnet Integrated
Report 2018, p4

No target set by
Transnet

Going concern required
for financial
sustainability

Received a qualified opinion on external audit triggering covenants on
loans in excess of R15.5 billion causing material uncertainty on going
concern

Revenue % change
from previous year

%)

Transnet Annual
Financial Statements
2018, pa4

TTansner
Report 2018, p110
Used target set by

Transnet for the project

revenue growth from
201240 2010

Transnet Integrated
Report 2018, p110

Calculation to achieve the aspirational level required: projected
revenue annual growth rate over the medium term from 2018 to 2023

EBITDA margin (%)

Transnet Annual
Financial

Transnet Annual
Financial

2018, p21

2018, p21

Transnet Integrated
Report 2018, p110.

For aspirational level, used the margin targeted by Transnet for 2023

There is effective
management of
operating expenses

Proportion of labour
costs to overall
operating expenses
(%)

Transnet Integrated
Report 2018, p74 -
personnel costs
reported

No target set by
Transnet

World Bank (2017), Rail
Reform: Chapter 4, p53

"As a general rule, labour costs for rail operator should not exceed
one-third of total operating expenses"

Expense ratio
(opexirevenue)

Transnet Annual
Financial Statements
2018, p4d

No target set by
Transnet

OECD discussion
paper: International
Railway Forum 2013,
p17

There is

Cash flows from
operating activities
(Rmillion)

Transnet Annual
Financial Statements
2018, p49

No target set by
Transnet

Transnet Annual
Financial Statements
2017, p45
Level achieved in 2016

2016 was the highest level of performance over the past five year
period (2013-2018)

Gearing (%)

Transnet Integrated
Report 2018, p110

Transnet Annual
Financial Statements
2018, p21

Transnet Integrated
Report 2018, p110

Aspirational level: used gearing % targeted by Transnet for 2023

sustainable

reliance on debt

Cash interest cover
(times)

Transnet Integrated
Report 2018, p4.

Transnet Integrated
Report 2018, p4.

Transnet Integrated
Report 2018, p110.

Average over medium term is 2.9. Target for 2023 is 3.3 times

Investment grade
stand alone credit
profile

Transnet Integrated
Report 2018, p24

No target set by
Transnet

Aiming for at minimum
investment grade and
stable outllook

A clear and transparent
shareholder compact,
serving a long-term
strategy, thatis made
publicly availabled

Transparent
disclosure of
shareholder
compacts (except for
business sensitive
information)

Publicly available
shareholder
compacts with
distinctly articulated
targets

Transnet Annual
Financial Statements
2018, p20 -27.

National Development
Plan, p61

"The Commission also calls for shareholder compacts with state-
owned enterprises and performance agreements with Cabinet
ministers to be made public."

Transnet Annual

Valid ion |Auditor
to support reported |of reported
performance performance

Financial Statements
2018, p20

Looking for full and
proper accounting and
reporting

Itis an auditor's opinion that suggests the financial information
provided by a company was limited in scope or there was a material
issue with regard to the application of generally accepted accounting
principles. Qualified opinions may also be issued if a company has
inadequate disclosures in the footnotes to the financial statements.
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Theme

Outcomes sought by
the NDP in general

Component
Outcomes

Proxy indicator
of outcomes

A Transnet that meets the goals of the NDP would therefore:

Source for Current |Source for Transnet

Performance

Stated Target

Source for
Aspirational
Benchmark

Method Note

Additional
Notes

8. Clear
Institutional
Governance

5. Leadership

6. Expertise

7. Partnerships

There is stability in
senior appointments.

Leadership behaves
ethically and builds a
corruption-free culture.

Stability of
leadership

Ratio of acting
positions to
permanent contracts
at executive
committee level
(steady state %)

Transnet Online: About
Us — Interim executive
committee

Under advisement from
corporate governance
standards (King Code)

Transnet sets no targets for governance metrics. Their reporting is
backward looking.

Leadership exhibits
strong ethical
standards

Irregular expenditure
excluding existing
irregular contract
value (Rmillion)

Transnet Annual
Financial Statements
2018, p116.

Looking for full
compliance with PFMA
obligations

Using figure for irregular expenditure identified in the current year.
Transnet sets no targets for governance metrics. Their reporting is
backward looking.

Losses through
criminal conduct:
collusion and fraud
(Rmillion)

Transnet Annual
Financial Statements
2018, p120

Adherence to the law
and good governance
practices

Transnet sets no targets for governance metrics. Their reporting is
backward looking.

Fruitless and
wasteful expenditure
(Rmillion)

Transnet Annual
Financial Statements
2018, p120

Adherence to good
governance practices

|Amount identified in the current year relating to the prior year.
Transnet sets no targets for governance metrics. Their reporting is
backward looking.

Audits should be
unqualified

Transnet Annual
Financial Statements
2017, p114

Adherence to good
governance practices

Received qualified opinion regarding completeness of the
identification and reporting of irregular expenditure, material
uncertainty relating to going concern. Transnet sets no targets for
governance metrics. Their reporting is backward looking.

Accountability of
leadership

Irregular expenditure
not condoned, that
is either recovered or|
under investigation

Transnet Annual
Financial Statements
2018, p166.

Adherence to good
governance practices

|Amounts that is not awaiting condonation but is under investigation
amounts to R507.3 million and ROmillion recoverable but not
condoned. Transnet sets no targets for governance metrics. Their
reporting is backward looking.

C-suite performance
agreements based
on shareholder
compact

Transnet Annual
Financial Statements
2018, p98

National Development
Plan, p440.

"Other reforms could include improved transparency and flow of
information, such as... making performance contracts available”.
Transnet sets no targets for governance metrics. Their reporting is
backward looking.

Transnet has along-term
technical expertise
strategy which is being
implemented.

Competent
leadership

Achievement of KPIs
set out in
shareholder
compact (%)

Transnet Annual
Financial

Transnet Annual
Financial

2018, p20

2018, p20

evel required to
achieve shareholder
compact and progress
toward level required by
NDP.

Required expertise
and experience of
board met

Transnet Integrated
Report 2018, p115

National Development
Plan, p442

PwC report (as stated in Transnset Integrated Report) identified
areas of improvement for Board experience including: logistics,
freight and rail; capital projects; investment and economics; ICT;
technical engineering

"Formulate a long-term plan to develop the policy and technical
expertise that SOEs need to fulfil their mandates."

Transnet has a long-
term technical
expertise strategy
with is being
implemented

Fully articulated
action plan for
recruiting, retaining
and developing
techincal expertise

National Development
Plan, p442

Transnet sets no targets for governance metrics. Their reporting is

looking.

There is use of an
effective framework that
promotes private sector
participation

Private sector
participation is
promoted

Increased private
investment and
market share of
private ownership of
ports and rail

Programme of Action
[online] at: poa.gov.za

Programme of Action
[online] at: poa.gov.za

"State-owned enterprise performance may be improved by combining
cooperation and competition.” - NDP p161

Number of
transactions/conces
sions concluded

Transnet Annual
Financial

Transnet Annual
Financial

Transnet Annual
Financial its

2018, p27

2018, p27

2018, p27

Target and Actual for: Number of public service provider transactions
concluded and number of branch lines transactions concluded — as in
Shareholder Compact 2018

The responsibility of policy ministry, shareholder ministry, funding ministry and regulator is clear. To be completed as part of Report 3
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Theme

Outcomes sought b
the NDP in general

Component
Outcomes

Proxy indicator
of outcomes

A Transnet that meets the goals of the NDP would therefore:

Source for Current [Source for Transnet

Performance

Stated Target

Source for
Aspirational
Benchmark

Method Note

Additional
Notes

>
=

9. Environmental Sustainabili

10. Additional Transformation Responsibility

Promote the transition to
alow-carbon economy
by providing legitimate
alternatives to transport
by road

Carbon

Carbon overspend
due to road-rail
balance (%)

GAIN FDM™ and PHD
research of Terblanche

Transnet not reporting
on this indicator

Ideally there should be
no overspend

This is the % of current emissions, that should be avoided by simply
shifting freight that "should be on rail", from road to rail.

minimised

Carbon emission
intensity
(KgCO2/ton)
reduction (%)

Transnet Annual
Financial

Transnet Annual

Transnet Annual

Their current performance is greater than that targeted

Financial

Financial 1t

Greater imp! 1t expected in target set for 2017 (1.5) vs 2018

2018, p27

2018, p27

2018, p27

(0.85)

Assets are being
utilised effectively to
manage energy
consumption

Gross ton kilometers
to Net ton kilometers
- General Freight

Transnet Freight Rail
Report 2018, p5

Transnet Freight Rail
Report 2018, p5

Transnet Freight Rail
Report 2018, p5: Target
for 2019

Used Transnet stated target as a higher standard than international
benchmark as stated in WorldBank 2017, Railways Reform: Rail
Markets and Technology, p24 (1.5)

(ratio)

Gross ton kilometers
to Net ton kilometers
- Export Coal (ratio)

Transnet Freight Rail
Report 2018, p5

Transnet Freight Rail
Report 2018, p5

Transnet Freight Rail
Report 2018, p5: Target
for 2019

Used Transnet stated target as a higher standard than international
benchmark as stated in WorldBank 2017, Railways Reform: Rail
Markets and Technology, p24 (1.41)

Gross ton kilometers
to Net ton kilometers
- Export Iron Ore
(ratio)

Transnet Freight Rail
Report 2018, p5

Transnet Freight Rail
Report 2018, p5

WorldBank 2017,
Railways Reform: Rail
Markets and
Technology, p24 (1.41)

Promote equitable
reordering of the
economy through
internal transformation

Company
demographics reflect
country
demographics

Black African
employees (% of
toal employee pool)

Transnet Integrated
Report 2018, p92

Transnet Annual
i ial Results

Depariment of Labour:
19th commission for

Presentation 2018, p26

ploy equity
annual report 2018-
2019 n14d

Racial equity in
senior management,
(black employees as
% of total)

Not reported - there are only reports of number of
black employees but not as a % of total
employees within that seniority band. There are
also no reports of the total number of employees
in that band so that the ratio could be calculated.

Department of Labour:
19th ission for

employment equity
annual report 2018-
2019, p14

Racial equity in
professionals and
middle
management, (black
employees as % of
total)

Not reported - there are only reports of number of
black employees but not as a % of total
employees within that seniority band. There are
also no reports of the total number of employees
in that band so that the ratio could be calculated.

Department of Labour:
19th commission for
employment equity
annual report 2018-
2019, p14

Using the nics for the Economically Active Population. "The
EAP includes people between the ages of 15 to 64 years who are
either employed or unemployed, and who are seeking employment.

The EAP is used as a benchmark to assist employers in the
analysis of their workforce to determine the degree of under-
representation of the designated groups in the workforce. It also
guides employers in the setting of numerical goals and targets
for the ach of an i and ive workforce.

Gender equity in
senior management,
(female as % of
total)

Transnet Integrated
Report 2018, p90

Transnet Annual
Financial Results
Presentation 2018, p26

Department of Labour:
19th commission for
employment equity
annual report 2018-
2019, p14

Gender equity in
professionals and
middle
management,
(female as % of
total)

Transnet Integrated
Report 2018, p90

Transnet Annual
Financial Results
Presentation 2018, p26

Department of Labour:
19th commission for
employment equity
annual report 2018-
2019, p14

rep

The EAP for Persons with Disabilities remains unavailable from
Statistics South Africa, and as a result this sector is dependent on
other avenues for the setting of benchmarks."

B-BBEE score

Transnet Integrated
Report 2018, p13

Transnet Integrated
Report 2018, p13

Dti: Amended Broad-
Based Black Economic
Empowerment Codes
of Good Practice, 2012

Aspirational level: should be a Level 1 Contributor. Transnet is an
overall Level 2 B-BBEE contributor. However DPE have suggested
that this data is no longer accurate and that Transnet is now a
Level 3 B-BBEE contributor

Transnet promotes
industrial capability
building

Artisans are being
developed

Transnet Annual
Financial

Transnet Annual
Financial

2018, p27

2018, p27

Transnet should only be investing further in the context of business
growth. Should the enterprise be financially constrained the focus
should then be on core operations - maintenance and investment

Technicians are
being developed

Transnet Annual
Financial

Transnet Annual
Financial

2018, p27

2018, p27

Transnet should only be investing further in the context of business
growth. Should the enterprise be financially constrained the focus
should then be on core operations - maintenance and investment

Engineers are being
develped

Transnet Annual
Financial

Transnet Annual
Financial

2018, p27

2018, p27

Transnet should only be investing further in the context of business
growth. Should the enterprise be financially constrained the focus
should then be on core operations - maintenance and investment

Sector-specific skills
are being developed

Transnet Annual
Financial

Transnet Annual
Financial

2018, p27

2018, p27

Transnet should only be investing further in the context of business
growth. Should the enterprise be financially constrained the focus
should then be on core operations - maintenance and investment

Local content (% of
total spend)

Transnet Annual
Financial

Transnet Annual
Financial

2018, p27

2018, p27

Spend on local content should be where there is actual benefit to
South African industry

Transnet
procurement
practices promote
economic
transformation

B-BBEE spend (%
of Total Measured
Procurement Spend)

Transnet Annual
Financial

Transnet Annual
Financial

Department of Labour:
19th commission for

2018, p27

2018, p27

ploy equity
annual report 2018-
2019. n14

Qualifying Small
Enterprises (% of
TMPS)

Transnet Annual

Transnet Annual
Financial

Financial
2018, p27

2018, p27

Given importance of SMEs in NDP the aspirational level was set
higher than that of current and targeted performance

Exempted Micro
Enterprises (% of
TMPS)

Transnet Annual
Financial

Transnet Annual
Financial

2018, p27

2018, p27

Given imprtance of SMEs in NDP the aspirational level was set higher
than that of current and targeted performance

Black-women owned
(% of TMPS)

Transnet Annual
Financial

Transnet Annual
Financial

2018, p27

DEpartTent or Canour:
19th commission for

Aspirational level in line with "African female" demographic EAP. This

2018, p27

| equity

ploy
nnual ranort 2018,

nic is delineated from Coloured and Indian data

Black-youth owned
(% of TMPS)

Transnet Annual
Financial

Transnet Annual
Financial

Transnet Annual
Financial t:

2018, p27

2018, p27

2018, p27

Used target set for 2018 as per Shareholder Compact

People with
disabilities (% of

TMPS)

Transnet Annual
Financial

Transnet Annual
Financial

Transnet Annual

Financial 1ts

2018, p27

2018, p27

Used 2017 target as higher than that for 2018 as per Shareholder
Compact

2017, p23




Theme

Outcomes sought by
the NDP in general

Component
Outcomes

Proxy indicator
of outcomes

A Transnet that meets the goals of the NDP would therefore:

Source for Current
Performance

Source for Transnet
Stated Target

Source for
Aspirational
Benchmark

Method Note

Additional
Notes

11. Specific projects in NDP

Transnet has completed
or progressed the six
specific projects
assigned to it in the NDP
(not clear if all still
relevant)

1. Durban-Gauteng
corridor upgraded,
with new port at old
Durban airport site

Gauteng - Durban
capacity utilisation
(mtpa)

Transnet 2016 Long-
term Planning
Framework: Chapter 3,
p78

Transnet not reporting
on specific commodity
per corridor, only as
density per route or as
total on all routes.

Transnet 2016 Long-
term Planning
Framework: Chapter 3,
p78

This is the demand across: coal (powerstation supply), containers,
domestic iron ore, coal and manganese, cement, diesel, processed
food, wheat and coal mining exports. Demand for 2045 is targeted at
73 mtpa.

2. Increased Durban
port capacity

Container volume
throughput (million)

Transnet 2016 Long-
term Planning
Framework: Chapter 4,
p 270

Transnet not reporting
on specifc port
trhoughput, only as
total.

Transnet 2016 Long-
term Planning
Framework: Chapter 4,
p 270

Prof. Jan Havenga predicting demand through DCT as 7-10 million
The Long-term planning framework put TEU demand at 8,7 million by
2046 after the new Durban Dig-out port becomes fully operational.

3. Capacity of heavy-
haul coal corridor from
Waterbeg to Richard's
Bay expanded

Transport of coal
along this route
(mtpa)

Transnet 2016 Long-
term Planning
Framework: Chapter 4,
p 117

Transnet not reporting
on specific commodity
per corridor, only as
density per route or as
total on all routes.

Transnet 2016 Long-
term Planning
Framework: Chapter 4,
p 117

These are the capacity requirements from the growth in coal exports
resulting from the Waterberg fields. The targets are set for 2019, 2023
and 2025 respectively.

4. Infrastructure for
transport of liquified
gas developed

Liquid Fuels
transport through
the Multi-Product
Pipeline (billion litres
per annum)

Transnet 2016 Long-
term Planning
Framework: Chapter 5,
p314

Only reporting per
product type and not per
pipeline.

Transnet 2016 Long-
term Planning
Framework: Chapter 5,
p314

The levels used are for years: 2018, 2019 and 2031

5. Expanded capacity
of coal, iron ore and
manganese lines

Coal export volumes
(mtpa)

Transnet Freight Rail
Annual Report 2018,
pé

Transnet Freight Rail
Annual Report 2018, p6

Transnet 2016 Long-
term Planning
Framework: Chapter 2,
p21

Aspirational level: the high level (high uptick in demand) estimate for
2026. Estimates of demand in 2046 is 110 mtpa. Level of performance
is measured against the 2026 level as closer to NDP expectations.

Coal domestic and
Eskom Supply
(mtpa)

Transnet 2016 Long-
term Planning
Framework: Chapter 2,
p21

Transnet Integrated
Report 2019, p57.

Transnet 2016 Long-
term Planning
Framework: Chapter 2,
p21

These are the high level (high uptick in demand) for the years 2015
and 2026. Estimates of demand in 2046 is 32,6 mtpa. Level of
performance is measured against the 2026 level as closer to NDP
expectations. The Transnet stated target is for Eskom coal supply
alone.

Maganese export
volumes (mtpa)

Transnet 2016 Long-
term Planning
Framework: Chapter 2,
p21

Transnet 2016 Long-
term Planning
Framework: Chapter 2,
p21

Transnet 2016 Long-
term Planning
Framework: Chapter 2,
p21

These are the high level (high uptick in demand) for the years 2015
and 2026. Estimates of demand in 2046 is 22,4 mtpa. Level of
performance is measured against the 2026 level as closer to NDP

Maganese domestic
volumes (mtpa)

Transnet 2016 Long-
term Planning
Framework: Chapter 2,
p21

Transnet 2016 Long-
term Planning
Framework: Chapter 2,
p21

Transnet 2016 Long-
term Planning
Framework: Chapter 2,
p21

These are the high level (high uptick in demand) for the years 2015
and 2026. Estimates of demand in 2046 is 2,5 mtpa. Level of
performance is measured against the 2026 level as closer to NDP
expectations.

Iron ore export
volumes (mtpa)

Transnet Freight Rail
Annual Report 2018,
pé

Transnet Freight Rail
Annual Report 2018, p6

Transnet 2016 Long-
term Planning
Framework: Chapter 2,

These are the high level (high uptick in demand) for the years 2015
and 2026. Estimates of demand in 2046 is 73 mtpa. Level of
performance is measured against the 2026 level as closer to NDP

p21

Iron ore domestic
supply (mtpa)

Transnet 2016 Long-
term Planning
Framework: Chapter 2,
p21

Transnet not reporting
on domestic iron ore

supply

Transnet 2016 Long-
term Planning
Framework: Chapter 2,
p21

These are the high level (high uptick in demand) for the years 2015
and 2026. Estimates of demand in 2046 is 10,9 mtpa. Level of
performance is measured against the 2026 level as closer to NDP
expectations.

6. Limpopo coal fields
linked to domestic
power generators

Establish formal
structure to foster
collaboration and
Plans to optimize
coal use

Programme of Action
[online] at: poa.gov.za




Developed by

G:ENESIS

UNLOCKING VALUE

THE NDP VISION STATEMENT FOR PRASA
prasa

PASSENGER RAIL AGENCY
OF SOUTH AFRICA

"A PRASA that contributes to the goals of the NDP would position rail as
the backbone of public transport within an integrated transport network.
by providing quality and affordable rail transport services that satisfy the
commuter, intercity and international travel needs of households, and
especially lower-income households."

Has achieved aspirational level

Performance Within 20% of aspirational level

assessment legend

Not achieving aspirational level

Unknown or no data

ought by the NDP in

Theme

general

mponent Outcomes

A PRASA that plays its role in the NDP will achieve the following outcomes:

Performance

Target

Additional Notes
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Commuter rail is the
preferred public transport
mode

Commuter rail is the preferred public
transport alternative

PRASA (2019) Corporate
plan 2020-22. P.38

PRASA Corporate Plan
2020-22, p.37.

PRASA Corporate Plan
2020-22, p.38.

The aspirational level seeks to restore the
number of passenger trips to 2008/9 levels.

RSR (2019) Annual State
of Safety report, provided
by Jaap van Der Merwe

RSR (2019) Annual State
of Safety report, provided
by Jaap van Der Merwe

The NDP level seeks to restore the
2010/2011 levels

Train km - Unit of measure representing the
movement of a train over one kilometre.
OECD,2018

Calculated, Stats SA (2018)
General Household
survey

Calculated, Stats SA (2018)
General Household
survey

Comparator to the current public transport
of choice. Minibus taxis passengers should
be higher than overall commuter, to account
for the last mile. Minibus taxi travels should
still consider the 'last mile' that rail cannot
provide.

*Stats SA data provides closest proxy, but
does not distinguish between commuters
that use Metrorail and other service
providers.

PRASA (2019) Corporate
Plan 2020-22, p103

Under expert advisement

The rail transport system is affordable for low:
income commuters

Numbeo (2019) taxi fare
calculator
Metrorail (2019) New fares

Numbeo (2019) taxi fare
calculator

Calculated ratio using the average fare
(across different times) of minibus taxi to
Pretoria and Metrorail to GP North (1-10km).

A comparative benchmark to Jakarta ,
Indonesia, A rail service that operates under
the developmental model like South Africa.
llustrates that rail services operate at a
subsidised price level compared to local
taxi's.

The train service is predictable and trains run
on time

PRASA(2019) Annual
Report,2017/18 p34

PRASA(2019) Corporate
Plan, 2020-22, p34

Under expert advisement

PRASA(2019) Annual
Report,2017/18,pp12

n/a

Under expert advisement

PRASA(2019) Corporate
Plan, 2020-22, p17

PRASA(2019) Corporate
Plan, 2020-22

PRASA(2019) Corporate
Plan, 2020-22

PRASA(2019) Corporate
Plan, 2020-22, p17

PRASA(2019) Corporate
Plan, 2020-22

PRASA(2019) Corporate
Plan, 2020-22,

PRASA(2019) Annual
report 2017/18,p17

n/a

Under expert advisement

PRASA(2019) Corporate
Plan, 2020-22

PRASA(2019) Corporate
Plan, 2020-22

PRASA(2019) Corporate
Plan, 2020-22

The trains are safe to use

RSR (2019) Annual State
of Safety report, provided
by Jaap van Der Merwe

RSR (2019) Annual State
of Safety report, provided
by Jaap van Der Merwe

RSR (2019) Annual State
of Safety report, provided
by Jaap van Der Merwe

Office of Rail Regulation. (2014). Health and
safety report 2013-14, pp:24-25. PRASA
only

RSR (2019) Annual State
of Safety report, provided
by Jaap van Der Merwe

RSR (2019) Annual State
of Safety report, provided
by Jaap van Der Merwe

RSR (2019) Annual State
of Safety report, provided
by Jaap van Der Merwe

RSR (2019) Annual State
of Safety report, provided
by Jaap van Der Merwe

RSR (2019) Annual State
of Safety report, provided
by Jaap van Der Merwe

RSR (2019) Annual State
of Safety report, provided
by Jaap van Der Merwe

PRASA and Transnet

Note that the Category E occurrences
reported by the Railways Safety Regulator
are the combined figures for PRASA and
Transnet.

Commuter stations are accessible (coverage
is good)

Metrorail (2019) Routes.
http://www.metrorail.co.za/
Routes2.html

Metrorail (2019) Routes.
http:/fwww.metrorail.co.za/
Routes2.html

The current commuter rail network has
corridors that link peri-urban areas with
central economic hubs. This is true for
Gauteng, KwaZulu Natal, Eastern Cape and
the Western cape.

PRASA notes that although this is true for
the provinces that they currently operate in,
more can be done to get stations closer to
communities.

Passenger rail is atrusted long
distance alternative for intercity

and international travel

The Mainline Passenger Service is a popular long
distance travel mode

PRASA (2019) Corporate
Plan, 2020-22, p103

PRASA (2019) Corporate
Plan, 2020-22, p103

PRASA (2019) Corporate
Plan, 2020-22, p103

PRASA(2019) Corporate
Plan, 2020-22, p103

nla

PRASA (2019) Corporate
Plan, 2020-22, p103

Calculated, ratio using
PRASA (2019) Corporate
Plan, 2020-22,

Under expert advisement

Calcultated using Total long distance
Autopax passengers and MLPS total
passengers.

Comparative indicator to demonstrate
disparity between bus and train operations.
PRASA notes that Autopax is one of many
competitors in long distance public
transport.




2. Financi

Outcomes
general

PRASA collects enough

rolling stock

ught by the NDP in

revenue to pay salaries, and for
maintenance of the network and

Component Outcomes

rolling stock

PRASA collects enough fare revenue from ticket sales
to pay salaries, maintenance of the network and

Source for Current
Performance

PRASA(2019) Corporate
Plan, 2020-22, 38 and 39

PRASA Stated
Target

PRASA (2019) Corporate
Plan, 2020-22, p38 & 39

Source for
level if

spirational
DP Was being
d

Under expert advisement

ethod Note

Fare recovery of cost, should at least be in
parity with the state subsidy

Additional Notes

PRASA notes that there should be parity,
when state subsidy is aligned with PRASA's
operational costs.

PRASA Corporate Real Estate Service (CRES)
contributes to income from investments

PRASA(2019) Corporate
Plan, 2020-22

PRASA (2019) Corporate
Plan, 2020-22

PRASA (2019) Corporate
Plan, 2020-22

Liquidity and debts are well
managed

liquidity to cover operational expenditure

PRASA(2019) Corporate
Plan, 2020-22, p102

PRASA (2019) Corporate
Plan, 2020-22,p102

PRASA(2019) Corporate
Plan, 2020-22,p102

3. Clear written mandate

PRASA has a clear and
transparent mandate that is
made publicly available.

' The mandate of PRASA is clearly captured in policy,
or a statement of intent, or an Act of parliament

Legal Succession to the
South African Transport
Services Amendment Act,
2008

PRASA(2019) Corporate
Plan, 2020-22

Legal Succession to the
South African Transport
Services Amendment Act,
2008

PRASA (2019) Annual
Report and Financial

PRASA (2019) Annual
Report and Financial

PRASA(2018) Annual
Report and Financial

There is a publicly available shareholder compact

2017/18, p72

2017/18, p72

2017/18, p72

Specifics of the compact are not in the
public domain

\with distinctly articulated performance targets

Not known

PRASA (2018) Annual
Report and Financial

PRASA(2018) Annual
Report and Financial

2017/18, p72

2017/18 p72

Specifics of the compact are not in the
public domain

4. Leadership

Credible, stable and ethical
leadership

Leadership exhibits strong ethical standards

PRASA (2018) Annual
Report and Financial
2017/18

PRASA (2018) Annual
Report and Financial
2017/18

PRASA (2018) Annual
Report and Financial
2017/18

PRASA(2018) Annual
Report and Financial
Statements 2017/18, p66

Adherence to good
governance practices

PRASA recommends reporting irregular,
fruitless and wasteful expenditure
separately.

PRASA(2018) Annual
Report and Financial
Statements 2017/18, p66

Adherence to good
governance practices

Stable tenure of leadership

Not known

Under expert advisement

Not in the public domain - requested from
PRASA

South African Government
(2019) Minister Blade
Nzimande Interventions
at Passenger Rail Agency
of South Africa. Available:
https://www.gov.za/speech
es/transport-minister-dr-
blade-nzimande-statement-
interventions-passenger-rail
agency-south

Under expert advisement

The appointment of the board of directors is
the DOT's responsibility. Continuity and

of handover is y to
ensure that there is sufficient time to
implement plans.

5.Expertise

PRASA has along-t

term skills development strategy

PRASA has formulated and is implementing along

Progress on this indicator is contingent on
progress of Human Capital Management
(HCM), which is still in development.

technical expertise strategy

\which is being implemented.

The Board has required expertise and experience

Under expert advisement

Under expert advisement

The board must have an intrinsic 360-
degree capability augmented by advisory
boards and effected formal board
committees. This must include Governance,
Policy Framework and Legislation, Finance,
KYC and social Railwa

6. Partnerships

private sector to maximise
value

PRASA has partnerships with

PRASA enters into contract with the private sector,
\where viable, to manage identified rail services

PRASA (2019) Corporate
Plan 2020-22

PRASA (2019) Corporate
Plan 2020-22

PRASA (2019) Corporate
Plan 2020-22

partners

Intersite has developed strategic partnerships for
exploitation of assets with both public and private

Intersite (2019) Business
plan

Intersite (2019) Business
plan

Intersite (2019) Business
plan

institutional
governance

3. The responsibility of policy ministry, shareholder ministry, funding ministry and regulator is clear. Please see Paper 3 of this series dealing with institutional governance reform.

8. Environmental

responsibility

PRASA would

satisfy the

set out in the NDP; by delivering on the core mandate and thereby moving commuters from road to more environmentally-friendly rail: see first four indicators
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9. Additional transformation

*YTD 2018 - Jan 2019

*Annual report 201718
*ASoS data, 2018/19

Outcomes sought by the NDP in

general Component Outcomes

Source for Current
Performance

PRASA (2019) Corporate
Plan 2020-22, p112

Source for PRASA Stated

Target

PRASA (2019) Corporate
Plan 2020-22, p112

Source for Aspirational
level if NDP Was being
achieved

Under expert advisement

Method Note

Additional Notes

PRASA(2019) Corporate
Plan 2020-22, p. 112

PRASA(2019) Corporate
Plan 2020-22, p.112

PRASA(2019) Corporate
Plan 2020-22, p.112

Displays internal transformation through its B-BBEE
PRASA promotes the equitable

PRASA(2018) Annual
Report and Financial

PRASA(2018) Annual
Report and Financial

PRASA(2018) Annual
Report and Financial

reordering of the economy practices p63 p63 P63
:::233: :"r:\z"la;'r;g‘[igm‘;“'o" :::::‘::;8;‘:::;2 PRASA(2019) Corporate | PRASA(2019) Corporate
. Plan 2020-22, p76 Plan 2020-22, p76

staffing, training, procurement statements, p63
spend, skills and supplier PRASA(2018) Annual PRASA(2018) Annual PRASA(2018) Annual
development). Report and Financial Report and Financial Report and Financial

p63 p63 p63

nla nla nla Not in the public domain - requested from
PRASA
PRASA i i ility building

PRASA(2019) Corporate
Plan 2020-22, p112

PRASA(2019) Corporate
Plan 2020-22, p112

PRASA(2019) Corporate
Plan 2020-22, p112

2

69




Developed by

UNLOCKING VALUE

assessment
legend

Outcomes
sought by the
NDP in general

® Eskom

partornance |

Has achieved aspirational level
within 20% of aspirational level
ot achieving aspirational level

Unknown or no data

THE NDP VISION STATEMENT FOR ESKOM
"A state-owned electricity sector that contributes to the goals of the NDP will provide reliable
electricity supply in an efficient manner to lower the cost of d'omg business by being well

governed and fii

Gomponent
outcomes

Proxy indicator of outcome

An Eskom that contributes to the goals of the NDP would therefore:

Sources for Eskom's
current Performance
(end 2018, unless
otherwise stated)

Source for Eskom's
stated target for
2018, unless
otherwise stated)

viable, while J:
low=carbon economy”

a dev

and tr toa

Source for the

aspirational level if

NDP was being
achieved" target

Method

Additional comments from
consultations

There is zero
loadshedding

National rotational load shedding
(Yes/No)

Eskom Integrated Report
2013, p68.

rfa

Eskom Integrated Report

vears ago

202, 7 - Positian from ivel

The target three pears ago. set five years ago, is sill relevant: \I\/E
used the 20162017 load shedding target from the

Integrated Report. In 2012 Eskom's credit rating by Slandards and
Poor as at 17 October 2012, was BEE (sill Investmert grads -
where Eskom should currerty be aiming

Previous experience 10 years ago
had unintended consequences o
delay mairtenance in order “to keep
the lights on

There are minimal
energy losses

Distribution energy losses (%)

Eskom Integrated Report
2019, 15

Eskom Integrated Report
208, p5.

Eskom Integrated Report
206, piz3

Although the world average of electric power transmission and
distribution losses (of output) for 201 was 2512 according to the
World Barik.

The "aspirational level if the NDP was being achieved”
target that we used was taken from the Eskom Integrated Report
2016, p123 andthis was the distribution energy losses > percentage
for 2007 (ideally we woLid have selected the 2006 actu

Rertortnanas banovet et vale wes e avalable) The distibuiion
energy losses of 5,57 was slighily before the construction of Medupi
and Kusile power station and befors E skom was Faced with th
choiee of diverting maintenanes funds te finish the canstruction of
Medupi and Kusile.

Iviore detailed granu arity sbout the
splits between techriically
aceeptable and "
made more cammonly available to
Fighlight the magnitude ! cost of
"theft” in the losses.

Provide
supply in a
reliable and
efficient manner

Quality electricity
service is provided

Number of system minutes lost for
events <1 minute, (minutes)

Eskom Integrated Report
19, i

Eskom Integrated Report
208, s

Eskom Integrated Report
201, piis

The "aspirational level if NDP was being achieved” target is
taken from Eskom's actual performance From 2019 rather than
the target set for 202¥22 of 3.53. The 202422 target is slightly worse
than the astual current performance and better than when Eskom was|
perfarming at Investment grade.

[ There are minimal
terruptions

index (SAIFI), (occurences)

System average interruption frequency

Eskom Integrated Report
2018, p115

Eskom Integrated Report
2018, o115

Eskom Integrated Report
2018, p115

According to World Bark 2018 doing Business Report the average
SAIFI For upper middle income countries was 3071 The
“aspirational level if the NDP was being achieved" targst is
taken from Eskoms actual performance From 2019 rather than
the target set for 202422 of 19,6 and the stated target for 2018 of 19.8.
These targets are slightly worse than the actual current performance
and are better than when E skam was performing at Investment gradel

Inlight of the financial constrairt

position, there is a cost associaled

it g ese melrics below
C o with

System average interruption duration
index (SAIDI), (hours)

Eskom Integrated Report
201, p115

Eskom Integrated Report
208, pT15

Eskom Integrated Report
208, pT15

According tathe World Bank 2018 daing Business Report the

auverage SAIDI for upper-riddle-income courries was 68.72. The
aspirational level if the NDP was being achieved™ target is

taken from Eskoms Intergrated Report 2019 target for

202922 This target is the same as the actual performance of 38.0 and

i betler than when Eskom was performing at Investment grade

(except for 2014)

fing-feed \nFrastruclure proximity of|
steff to all network locations and
gereral maintenance cost

Obtain adequate
capacity to meet
demand

1. Core Mandate

There are adequate
reserve margins

Resere margin (inclu. imports, RE &
other purchases), (%)

Mail % Gaurdian, Eskom

NERS, systems

NEFSA, systems
utlook issue

burning through diesel again,
)

sue': August 2ma

- iy

According to a 2018 Mail & Buardian report, Eskom s reported to
have said its reserve margin af 32.9%. NEFISA's system adequacy
cutlook issued in August 2018 forecasted the reserve margins finc!
imports, FE & other purchases) to be 37.53%. The "aspirational
level if the NDP was being achieved" target is taken from the
NERSA's system adequacy outlook which was issuedin
August 208, The report provides  forecast of 32,14 For 2022

Plants are operating at
full capacity

Energy availability factor (EAF), (%)

Eskom Integrated Report
2019, BT,

E skorn Integrated Report
2013, pTI0

Eskom Integrated Report
2016, p122 - actual 2006
performance.

The 201 IRP i based on plart performance proiections with EAF of
75,5% by 2030. The "aspirational level if the NDP was being
achieved" target that we selected i taken from E skoms actual
erformance in 2006. In 2005 Eskorn's coal Fleet was better
maintained relalive to when the canstruction of Medupi and Kusile
began. The power plants then where Functioning pimally.

The sacrifices required since 2012 to
balance out 1 act of the

partly given rise to this position

Construction of power
plant is within normal
lead times

Vears of construction, Medupi (Years)

Power Technology: The
IvieciLpi Coal-Fire
Station Project, South Africa

Eskom. Medupi Sod
Turning, Eskom celebrates
start of IMedupi pawer station
construction, 2007

Mail & Guardian: Medupi
and Kusile: Costly and
Faulty. 2015

Engmeerl ng news:
cupi power stalion project,
Swth Atica, 2019

Business Tech: Medupi
start delaved once again,
2015

Engineering news:
Iviecpi power statior
roioet, South Afica, 2013

Department of
Energy: Power generation
technol ogy data for
integrated resource plan of
South Africa, 2077 p il

Business Tech: Rza0
billion Ivedupi and Kusile

ourc
Plan 2013, p31t0 32 of 54,
Business Tech: Medupi
start delaped ence again,
a5

Construction at Medupi started in May 2007 Medupi was supposed
to be Fully operational at the end of 2013 based on media reports,
According ta the 2013 IRP the remaining urits of Medupi power
station are meant to be commercially operational by Decerriber 2078,
Sofar 3 of the 6 units have altained commercial operation. The
“aspirational level to achieve the NDP" target is taken from
the year Medupi was expected to come online. which is 2013

The context needs to Factor in that
ant to

D\smng, scope cresp. ill-designing

and zo forth resulted in cost
werrise.

Although the stated aspirational

target is the correct there an

addilional 5 vears of planming that

approximately 12 years for Medupi

[Years of construction. Kusile (Years)

Pawer Technology: The
Fusile Power Station Project,
South Africa

Business Tech: Medupi
start delayed ence again,
a8

Business Tech: Medup
start delaped ence again,

a5

Plan (IRP2019), p31to 32 of
o

Dok, Integrated Resource|

(Construction ot Kusile started in August 2008, Based onmedia
eports, Kusile nas meartto be generating commercial power rethe
rid at the end iof 2014, Accarding ta the 2018 |AP the complelion of
e i ox-uni Kuile praack bos bean rovisedio 2002 The
"aspirational level i ing achieved® tergetis
ik ra e oo ek as < acied 10 e el wHich 15
EIIE}

The ITD is appraximately 16 yzars
For Kusile (FGD included)

Generation capacity is
constantly increased

Generation capacity installed and
commissioned (commercial
operation). (M)

Eskom Integrated Report
E 0

Eskom Integrated Report
201, pti?

Conul xau o Ah Ihe DF'E
Dok, In

F‘I an [\F\szﬁ] um e

.coording to the 2073 1RP. a total of 18 D00MMW of new generation
capacity has beer committed to. Under the: E skorm build programme |
the following capacity has been commissioned: 1

e] 332 M of Ingula purmped storage. 1588 Mw! of Medum 800 MW of
Kusile and 100 MW/ of Sere Wind Farm. The "aspi al level if
NDP-the was boing achieved" forge! repracerts the units 1
Iviedupi (25 734 bew) and Kusile (5 x 800MW] that ars not yet in
cormmercisl operation as planned s reported in the 2013 IRP

Produce
electricity in a
e

Benchmarked primary
energy cost efficien,

& |Primary eneray costs, (c/Wh)

Calculated: Eskom
Integrated Report 2019,
il and p27

o targst

Calculated: NERS#.
venue i -

Current (Primary (Eskom generated

Iblti Year Price
Determination 20131 to
2017118 (MYPD3)

19 and p37

=rergy] Benchmark Derfnrmance (Primary energy costs) {
(Approved sales foresas]

Biased on the consultefion. we were
asked 1o Factor imthe impact of the
change in the eneray soLrcing mix

Other operating costs. (c/kWh)

cost efficiencies

Calculated: Eskom
Integrated Report 2019,
pBTand p27

Mo target

Calculated: NERSA,.
Revenue Applicatio
Il Year Price
Determination 20731 to
207718 [MYPD3)

Current Performance: [primary energy + olher expenses +
deprecialion & amortisation expense]l p27 (Eskorn generated energy]

(i.6.0. IPP contribution). For the
other operating costs indicator. a
point that was raised was that
depreciation is an accounting
adluistrment irfluenced by age of
plant and not & real controllble

Total operating costs (c/kWh)

Eskom Integrated Report
2013, Bl and p27

ria

HEFSA, Revenue
ation - Ml Year

Current Performance: Primary energy costs + Other operating

2017118 (MYPD3)
p13.and 37

Ap
rice D 20034 tof

costs rimary energy costs + Other
operating costs

operating cost

Medupi and Kusile
power plants are

manner

in
reasonable costs

Cost to construct Medupi and Kusile
(RIKW)

Caloulatiors by Arithony

elet. Genesis Analylics taken|
from: EE publishers,
Understanding the cos! of
electricily from Medupi,
Kusile and IPPs, 2016

i

Caleulations by Anthony
Felet, Genesis Analytics

Current Performance: (133,000,000,000 + 213,000,000196,000,000)
Benchmark performance : ([R32,000 B\ = 1,000) x 4,800 Mw)]1|
1000,000

(Concerr's sbout using EE
publicatiors as asource. The cost
of construction according to the
consultation is as Follows: Kusile:
232 B25kw (based on PBD eost);
Meeiip B30 370 [baserd o PED
cost); Medupi 28, 442 kw (based
(o P50 cost]




Reduced operationing
and maintenance (O&M)

Fixed O&M. R/KW-yr Variable O&M

Eskom Annual Financial

DOE. EPRI. Power
generation technalogy data
for integrated resource plan

Current Performance: Emplopee benefit expense + Ciher
pporene Depresialion and amartisation expense

643  1.000,000) + (-21.408x 1.000,000) +

[ 22,064 1,000,000

costs to international Mo target 3
benchmark costs for | VM. (R) Statements 2019.p72 o St pltice; Tatle 71| Benchmark Performance [Fised O, FIkiW-3r x S0100x 1000)
similar activities EC ithout PED Cost 2 -+ ariable Dl At x Eskorm gerrerated energy « 1000)

i [-670 50,000  1,000] + -65.9 x 218,939 x 1,000] p7-1
Produce cost of supply
pudies in compliance:|avsfvyeaty cost of suply stuies Bessarciy ooy et Motorget Hessarcnby sneray et

[with the electrici
pricing policy

been produced. (Yes/Nol

Analytics

Aralytics

Sell electricity in
a cost-reflective
manner

Pricing is predictable
and competitive

(Average price of electricity, (c/KWh)

Eskom, tariffs & charges
201902020 |[the figure used
was the standard average
teriff cik Wh for 201871]

Eskom Integrated Report|
2018, p77

Eskom Integrated Report
2013, 77

The aspirational target used does
ot Factor in the requirements for FY
2020 and beyond

2. Financial sustainabili

ESKOM
financially viable

Eskom is able to meet
financial obligations

Debt service cover, (ratio)

Eskom Integrated Report

Eskom Integrated Report
2013, p33 201, p33

Eskom Integrated Report
202, pi51

The "aspirational level if the NDP was being achieved™
target i< taken from Eskom's 2012 integrated report. and it is the|
201617 target that was set. The target wss set when Eskorn was sl

n invesiment rade ssset. [Nots iF the debt-ssrvice cover ratinis too
closs to 1, say 11, the enity s vulnerable, and a minor decline in cash|
Flow could make it unable to service its debt. Tupically, a debt service
cover ratio greater than 1means the enlity has sufficiert income to
pay its current debt obligationss ) Therefore, the "aspirational level if
INDP was being achieved target of 2.89 means that E skom san cover
their debt servics 2.33 times over the enlity's operating income:

Debt/equity (including long-term

Eskom is able to
accumulate sufficient
financial reserves for

(ratio)

Eskom Integrated Report

Eskom Integrated Report
2019, p33 201, p33

Eskom Integrated Report
2012, k3

The "aspirational level if the NDP was being achieved'
target is taken from Eskom"s 2012 integrated report. and itis the|
2016117 target that was set. The target was set when Eskom was stil
an investment grade ssset. (Note if the debt-service cover ratio is too
close to 1, say 11, the entity is vulrerable, and & minor decline in cash
flow could make it unable to service its debt, Typically, a debt service
Gover raltio greater than 1 means the ertity has sufficient income to
payits surrent debt obligations ) Therefors, the "aspirational level if
NP was being achisved' target of 239 means that Eskom can cover
their debt service 2.93 times over the enlity's operating income

long-term viability

Eskom's credit rating by
S&P:Standalone. (rating)

Eskom Integrated Report

Eskom Integrated Report
201, p94 200, g

Eskom Integrated Report
2019, p -

The balance, Standard
and Poar's, the Compary
andlis Ratings

The "aspirational level if the NDP was being achieved”
target is taken from Eskorr's performancs in 2013, e selected

skor's irvestment-grads rating as an indicator becauss investors
use erediitratings as a guide to their investment decisions. If Eskom
nesds ta raise meney in a eapital market, for example, to finance its
debt obligations, a favourable credit rating mearts that it will be able
to obtain funds at a lower cost,

Acceptable reliance on
debt finan

Gearing, (%)

Eskom Integrated Report

Eskom Integrated Report|
201, p33 201, p33

HERSA, Revenue
i - Mulli Year

Price Determination
2013414 to 2017118 itYPD3)

Ievel if the NDP was being achieved'
target is taken from NERSA Multi-Year Price Determination
dated 28 Feb 2013

One of the primary reasons the
gearing ratio has increased is
because Eskom's new build
programme which was funded
through the debt. It was suggested
that this finarcial metric should be
ked to 3 single moce!

Eskom has acceptable
EBITDA margins

Gross debt/EBITDA. (ratio)

Eskom Integrated Report
2019, p33

Eskom Integrated Report|
200, p33

Consultation with the DFE

This ralio measures the amount of income generated and available to
pay down debt before covering interest, taxes, depresiation, and
amortization expenses. A |awerideclining gross debifequity ratio
implies that E skom can pay off its debt anchor is groning its

earnings. According to the DFE, a realistic "aspirational level if NDP'
was being achieved" gross debllequity target that is in with rating
agenciesis 6

EBITDA. (R mi)

Eskom Integrated Report
201, p98

Eskom Integrated Repert
200, pge

Eskom Integrated Report
2019, p98

The "aspirational level if the NDP was being a
larget 1+ taker From ks Integrated Ppert 207 argel and itis thel
stated target for 201819

Free funds from operations, (R mill)

Eskom Integrated Report
2013, p98

Eskom Integrated Report
2 ]

Eskom Integrated Report
2019, p38

The iritial *aspirational level if the NDP was being
achieved" target we selected was token from Eskorn's 2012
integraled report, and this was the target sst for 201617 After our
consuiltation with DPE, we have decided to use 20113 stated target
whichis taker from E skams Imegrated report 2019

Eskom is able to
maximise liquidity and
service debt

Cash interest cover, (Ratio)

Eskom Integrated Report

Eskom Integrated Report
201, p33 200, p33

Report

The cash interest cover ralio is Lised to determine how easily Eskam
can pay interest onits oLtstanding debt withits availsble earrings. &
cash irterest coverage ratio below lindicates that E skom s not

2013, p33

Uficient revenLies to salisfy its interest expenses. The
“aspirational level if the NDP was being achieved” targst i
taken from Eskom’s 2019 integrated repor.and it is the
202¥22 set target

There s a concern i using FFO as
aproxy for cash from operations as
itimplies an interest bill o R37bn

Free funds from operations as
percentage of gross debt, (%)

Eskom Integrated Report
2019, p33

Eskom Integrated Report
201, p33

Eskom Integrated Report
2013, p33

The ritisl "aspirational level if the NDP was being
achieved" targst that was selected was 22.16 and was tsken from
Eskom's 2012 integrated report, and it was the 201617 target that was
set, We now have selected to use the 202¥22 target taken from
Eskom's 2019 integrated report.

This KPI may require the use of
modelled financials to derive the
tupe of metric

Debt is collected by
stakeholders from
customers when debts

Arrear debt as % of revenue, (%)

Eskom Integrated Report

Eskom Integrated Report
2013, p30 2018, pan

Eskom Integrated Report
2012, plag

The "aspirational level if the NDP was being achieved®
target is taken From Eskom's perfarmance in 2012 when Eskom was
still am investmert-grads asset

This KPI needs to consider current
levels of non-paymert by
mruricipalities which has an impact

i the cument performance of the
KP1 and which is challenging for
Eskormto control

fall due

Average debtors days (including
Soweto), (days)

Eskom Integrated Report
2013, p30

Eskom Integrated Report
2 3

Eskom Integrated Report
2019, p30

Thetaspirational level if the NDP was being achieved®
targh 12 ek Fromn s 018 Itesgatod Fapert el 11 e trget hat
has been set for 202122

3. Clear written mandate

Eskom has a
well-defined
mandate [or
shareholder
compact) that
sets out its role
andis precise
about what
good it
provides and
how it serves
the public
interest. The
mandate is

Publicly available shareholder
compacts with distinctly articulated
targets, (Vesiho]

Eskom Integrated Reporn

‘e oould nat find this
dacument in the public
domain

“The finalisation of the shareholder compact for 201420 has been
delayed due to ongoing discussions with the shareholder on the
straegic turnaround plan, specitioally in terms of the suppor
required to execute the four pillars” p25 1R 2019, According ta the
DIFE, 3lthough the sharehalder compact is not publicly avalisble
most of the key performance indioators (KP1s) that are in the
shareholder compact are in Eskoms annual reparts.

Good governance
and accountability

Based on the AFS, the percertage
achievement of KPls setautin
shareholder compact, (3]

Eskom Annual Finan
Statements 2019, pid to |3

Eskom Integrated Repof

Eskom Integrated Repor

Current performance = (16 KPI's for the year met ar exceeded
the target)?all 45 selected measured key performance indicatar's in
the Annual Finansial Statement), pi2 to 14 AFS 2013

Key performance indicators
measured against sharehclder
compact, [Yesillal

Eskom Annual Financial

Eskom Annual

Eskom Annual

Statements 2013, pi2to 13

2013, pi2 1o 13

Finaneial
2013, piz 1o 13

4, Leadership

Credible and
competent senior
leadership.

Stability in senior
appointments.

Leadership builds
a corruption-free
culture.

Intemal leadership evaluation (LBE)
score. (Score out of 5)

The Eskam Factor Report
2.0 534

The Eskomn Factor Report
2.0 p13

The Eskom Factor
Report 2.0p34

Eskorn conchacts its onn irkernal leadership evaluation scorecard and)
the "aspirational level i s being achieved" target of 5 is the
maximum scor that any entity can cbtain, This figure is taken from
Eskom Factor Feport 2.0 report

Leadership is

Quality of leadership dimension of the

The Eskom Factor Report

The Reputation Institite conciucts 3 FepTrak Pulse survey which is af
survey that measures the corporate reputation of a company, the
perceptions of company performance across seven reputation
dimensions such as governance, lsadership, workplase and so forth.

The Eskom Factor Feport
2017 RepTrak Pulse. (Score out of 15 g 34 ria 2.0 34 Interms of FepTrak's scaled international benchmarking
00) methiodology. any scors below 40 for the lsadsrship dimernsion is
comsidered poor and in the lawest ier, The masimum score for this
i cator is 100
Fin 24 Eoms iieliing
oo 10 CEDs in 10 pears, Harvard Law School
21 Forum on Corparate Aecording to the Harvard Law Schaol Farum on Carporate
Stable leadership Number of CEOs in 10 year period a and Fimancial Fegulation, the median terure for CEOs af
(Number) Business Tech: Eskorrs Financial Regulation.  |large-cap [S&P 500] cornpanies was 5.0 years at the end of 2017.
12 CED: and execulives have CEO Tervre Flates, 2018
(cost P million: Ianue, 2079
The Fleputation InsiitLts conducts 2 RepTrak Pulse survey which is o
sUrvey that measures the corporate repUtation of a company., the
perceptions of company performance across seven repLialion
Suufy‘“ggn'%fg'ua‘zzg (i‘:;?rgﬁcﬂc DD: e 11 Eckom Factor Report e The Eskom Factor Report | dimensions such as governance, leadership, workplace etc. In terms
P d 2.0 033 20033 of RepTrak’s scaled intemational benchmarking
100) methiodology, ary score below 40 for the governarce dimension is
considered poor and in the lowest ier. The maximum score for this
i cator i 100
The "aspirational level if the NDP was being achieved
Whistleblower cases reported to ZT)SSDEaszm Factor Report e Acherense lothe governance| 1 o e e e B e ey losbip

police, (Cases)

of ethics and King 1V

that is being applied ta Eskom.




Accountability

Although Eskorn reports the Iregular sxpenditure for the current uear
to be F6.6 billion, the amount of money 1ost by Eskom as a reslt of

billion)

Statements 2019, 10

of ethics and King ¥

Irregular in Eskom Group. Report o Adherence to the governance irreqularities could be as high as F500 billion 55 reported in the
(R billion) 2013, p5 of ethics and King mediasince 2006, The “aspiralional level if the NDP was
eing vod® target s token from principle 1 of King Vshich
i2 il sackrohip tha 1o being appisd 1 E chom
Fruitless and wasteful expenditure, (R |Eskom, Annual Financial Adherence to the goverancs| |® -aspirational level if the NDP was being achieved
s trget s taken from principle 1 of King ¥, whichis tited leadership
oilion) Statements 205, pi0 of ethics and King I
that is being spplied to Eskom
- The "aspirational level if the NDP was being achie
Losses due to criminal conduct. (R~ |Eskom Annual Financial o Acherence (s the govermance| T 2SPITtional level I the P o b e e

that is being applied ta Eskom.

8. Developmental mandate

network to ensure
100%
electrification of
all households.

National electrification rate, (%)

Dok, Integrated Mational
Electrification Programme.

TSF Targets 2014-2013
and Progress as at
March 2018

National Development
Plan 2030, Chapter 4

E conorric Infrastructure -
The foundation of social and
economic developrment.
7S,

National Development
Plan 2030, Chapter 4
Economic Infrastructure -
The foundation of social and
ecoromic development, pTFS.

Target Performance: NDP targst for 2030 is 905

2 On Februiary 2019, Fresident Cyril Ramaphoss announced in his
£ Thereisalong- [ = @ @ long-term State of the Nalion address the restructuring of Eskom He indicated
o term technical  [EShom has 8 fond [The technical experties strategies Consuitation with the Consutalion wilh lhe Consulalion with ine that the generation, transmission and distribution activities of E skom
a i pled o e of Publ of Public of Public  |would be splitinto three separate subsiciany companies owned by
> et '3 [within the turnaround plan is public Eskom Holdings. According to the DPE. the functionsl and legal
w implemented e separation precesses will includs upskilling employees to maich the
- skills required by the tree subsiciaries.
The Reacwable Encrgy Indepeadent Power Producer
Procaremeat Programme was hunched in Auguct 201 o cocurs
privake nvestment i nei reneinabli enrgy gencration cupacity. In ine with
the atianal commitmant ta trancition to 3 low-carbon acanomy, 14 T
o Eskom has an megawatts (W] will be procured from rencwable cnergy sources. Eshom docs not control the amount of
2 effective (Mational Trea 2hom dos
= Hational Development b durth Iz contractad nor doaz the antity
= framework that . Independent Power Plas 2030, Chapter e et P reem B e heippp | control the actusl production of IF's
= promotes Renew able energy capacity Producer Procarement | Economic Infrastructure -The | [ g on v oot 28 o P, P Frogonms 1 | hich i 5 Factor of their <natruction
@ . DoE, Integrated Recource haz basn procurcd, with 3 8T6 MW oparationsl and mada awailibla to A
c private sector p“d““ (IPP) to procured under the Independent | 20135 14 of 34 Programme. IPP Projects, | Foundation of zocial and the grid. [\np ama] lead timez, wind epeed, solar radi
£ p . |ehetriciny gemeracion | POVt Producer Programme, (M) coussshupailmin pe- canomic devslopment, 165 [ e 8% 1500 B f the 2030 gt (cconding o the [P | 324 ot owobiy e wor
E and there is renewables.co.za 2010 of neww gcnented power ta b devaloped are expacted to be from | 25HRC [w{»m ;m;wlpmd hotan
- private sector renewable energy sources, wi 0 W o b sperarional by 201 | TR R
@ participation. and s Further 2 D00 MY [f.c. combincd T 000 W) operational by 2020. -
- lindepandunt Pawar Producer Procurament Programme,
Benchmark mce: According be the NP, 21 SO0MW of
nat renowable snsrgy eapacity neods o b in place by 2030, Intarnations|
g3
585
OSE 3. The responsibility of policy ministry, shareholder ministry, funding ministry and regulator is clear. Please see Paper 3 of this series dealing with institutional governance.
E o
-]
~h =
ES
Thisis direchy lirked o the MRE
contrast and the guantum of the
funing grant being used 1o pay for
Total number of electrification Eskorn Inlegraled Report | Eskom Inlegraled Report| Eskorn Integrated Report | Eskom target s For the vear For 201619, NDP target hias been set 2t ‘:;::‘c’f;’:jfx:‘i”j‘w"u”s;”w
Incroased grid connections, (Number) 208, 2013, 2 cavivalent e A oregt
connaction to needs o acknowlecige thal changes
" inthe grant willlikely impact the
previously Quantum of cornections.
Expand the

Highly dependsnt on the |evel of
grant funding from DMRE and the
ahility to execute this programme.,
both from am Eskerm and contractor
perspective

Increased access to

Free basic slecticity for low income

electricity

(kWh per month)

Eskom Integrated Report
2019, p174

s

Eskom, Free basic
electricity, 206

South African
Government. Hou do |
access fres basic municipal
services?

Free basic electricity of 50kWh per housshald per month for & grid-
energy system [conmected throvigh the national electrification
programme] is provided. This amount of electricity will be enough to
provide basic lighting, basic water heating Lsing a ketle, basic
iroring and a small black and white TV and radio _According to the
DPE some muncipalities may even povide more than 50KWh of free
basic electricity a5 they ars also responsible for electricity distribution|

FEE is ot Eskem funded, hence
there is no Eskom target

ility

b

9. Environmental responsi

Produce
electricity with
the lowest
possible

Carbon, sulphur
intensity an
greenhouse gas
emissions are minimal
which allows Eskom to
comply with the
minimum emission

impact using
optimal
generation mi

Relative particulate emissions, sent
out, (kg/MWVh)

Eskom Integrated Report
201, pize

E skom Integrated Report
2013, pizd

Eskom Integrated Report
2012, p38 and Consultation
with E skom. Proposed
generstion KPI for FY'
202223

The "aspirational level if the NDP was being achieved”
targst is taken from Eskor's performance in 2012 when Eskorn was
still an investment-grade asset and is in line with the proposed
relative particui ate smission target of 0,30 for F'Y202223 that has been|
proposed by Eskom

Carbon dioxide (COz), (TIMWh)

Eskom Integrated Report
2019, P24 & p27

E skom Integrated Repert
2019, p124

DoE. EPRI. Fower
eneration technology data
for integrated resource plan
of South Africa, Table 7-1:
PC without FGD Cast and

Performance Summeary, p7-2

Current Derfnrmancn Carbon dioxids (C02 x1,000x1.000) Coal-
fired stations energy generation x 1,000]
50510 000 200,210¢1003)

Benchmark performance calculated: Carbon dioside
(Cozm00

Sulphur dioxide (SOs). (kg/MWh)

Eskom Integrated Report
201, pi2e & p27

E skom Integrated Report
2019, pizd

DoE. EPRI. Power
generation techrology data
forintegrated resource plan
of South Africa, Table 7-1
PC without FGD Cast and
Performance Summary, p7-2

Current performance: Sulphur dioxide (SO2 x1000) (Coal-firedt
stations energy generation]
= (1853x1,0001(200210)

wmark performance is actual data: Sulphur cioxide
(502)
pr-2

Nitrogen oxide (NO) as NOz, TAMWh)

Eskom Integrated Report
201, pi2d & p27

Eskom Integrated Report
2013, pi24

DoE. EPRI, Power
generation techrology data
forintegrated resource plan
of South Africa, Table 7-1
PC without FGD Cast and
Performance Summary, p7-

Current performance: Nitrogen oxide (NOx) as NO2! [Coal-fired
stations energy gener alion=(830x1.000)4200.210)

Benchmark performance is actual data: Mitrgen oxide (NOx] as

oMoz P72

Reduced water use

Specific water consumption, (#MVVh)

Eskom lnlegraud Report
201, 5

Eskom |n|egra|=d Report
2019,

Consltation with Eskorn.
Propased generation KP| for
Fr 2022123

onal level if the NDP was being achieved”
target is taken from Eskorr's generation team's response. The KPI
provided by the tear from Eskom uses the shareholder compact,
carperate plan, and turnaround plan as 2 basis. The target selected is|
the KPI for the FY 202223 which Exca has endorsed For engagement

with DPE.

10. Additional transformation responsibili

Increased contribution
to local suppliers

Lecal content contracted (Eskom-
wide), (%)

Eskom Integrated Report
2018, pT74

E skom Annual Financial
21

Eskom Annual Financial
El

The "aspirational level if the NDP was being achieved" target should
be linked to the rate of business grawth

208, b !
Local cantent contrasted (new build). |Eskom Integrated Report | Eekor Annual Finansial | skorm Annual Financial | ri,o aspiraional lavel i the NOP was g e g o
(%) 201, pT74 208 p8 L S5 o8 - be linked to the rate of business gronth
Procurement from black-owned (50) |Eskom Integrated Report [Sekom Annual financial |Eskom Annugt Financial | 1y, yopirationa Ievel f the NDF was being achieved” target should
suppliers, (%) 201, 174 08 pS -P 08 g5 -P be linked to the rate of business gron!

Eskom promotes

equitable

reordering of the

economy through

internal

transformation (re
ity

Strong skills are built
and retaine

Learner intake: Artisans. (Number of
leaners,

Eskom Integrated Report
201, p133

Eskom Integrated Report
2015, p133

Eskom Annual Financial
Statements 201, o5

The "aspirational level if the NDP was he\ ng achieved" target should
be linked to the rate of business gronth

Ueamer intake: Enginesr, (NUMbar of
leaners)

Eskom Integrated Report
2018, 133

E ko Integrated Report
omg, p1aa

Eskom Annual Financial

The "aspirational level if the NDP was being achieved: target shauid
be linked to the rate of business graw

Learner intake: Technicians, (Number
of leaners)

Eskom Integrated Report
2018, p133

Eskomn Integrated Report
209, p1aa

E skam Annual Financial
Statements 2019, p15

The "aspirational level if the NDP was being achisved" target shauld
be linked ko the rate of business grat

equi
management,
staffing, training,
procurement
spend, skills and
supplier
development).

Company demographics
reflect country

Racial equity in senior management
(% black employees

Eskom Integrated Report
201, p172

Eskom Annual Financial
i

Eskom Annual Financial
208, pi2

The "aspirational level if the NDP was being achieved" target is
Eskor' stated target

Racial equity in professionals and
middle management, (% black
employees)

Eskom Integrated Report
201, p172

Eskom Annual Finaneial
£ 2

Eskom Annual Financial
E 2

The "aspirational level if the NDF was being achieved" target is
Eskor' stated target

Gender equity in senior management,
(%)female employees)

Eskom Integrated Repert
20 2

Eskom Annual Financial
Statements 20, g2

Eskom |megra|=d Report
2019,

The "aspirational level if the NDP was being achieved" larget used is
the current performance target as the stated target is lower,

Gender equity in professionals and
middle management, (% female
employees)

Exkor Integrated Report
2018, p

Eskom Annual Financial

Eskom Annual Financial

The "aspiralional level if the NDP was being achieved" target used is
the current performance target as the stated target is lower

B-BBEE Rating (rating)

Eskom Holdings SOC LTD
BEEEE Cerlificate SANAS

Eskom Integrated Report
2019, pi4z

Eskom Integrated Report
2013, p142

"Dur shareholder expected us to achieve a level 4 B-BBEE rating
However, urtil the previous cartificate expired In-Jume 2018.E skom
ws rated as level 6, 55 being stateowned is not considered being

black-owned under the rew B-BEEE Codes of Good Praclice.”
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11. Specific projects

Eskom has
completed or
progressed the

cific projects
assigned to it
directly or
indirectly in the
NDP

Ingula pumped-storage
plant is commissioned

A sustainable national
electrification plan is
developed

Ingula pumped-storage plant is
commissioned, (Yes/No)

Eskom Integrated Report
208p T
Business day. Eskom's
Ingula hydro-power plant
running at 25% belon
capacity, 2013

Eskom Integrated Report

National Development
Plan 2030, Chapter &
Economic Infrastructure -

he Foundation of social and
economic development, p175

ccording o the National Treasury 2013 Budget Review, which was
published on February 20, 2013, the Ingula pumped storage scherme
was cormpletedin 2017. All four units at Ingula were reported to be in
cormmercial operation and to produce 3 total of 1332 installed
capacity of peaking power. However, on March 27, 2079, the Business
Day reported that plant is running at 2522 below capasity and there
are: defects identified in all four units of the plart.

Publicly avaliable sustainable national
electrification plan, (Yes/Na)

Eskom Integrated Report 2|

Eskom Integrated Report

National Development
Plan 2030, Chapter &
Ecconoric Infrastruicture -
The foundation of social and

econemic development, 176 |

Muricipalities and Eskom are respansible for reficulation and
distribution of electricity to households. in their licensed supply area
3 they are both Furded by the Do [row DMFE) trough the
Integrated National Elecirification (INEF) programrme which was
spproved by parliament in 1894 The primary fuading of the national
electrification programme i< a conditional arant dllocation through the
Iational Budgst (Fiscus). On 26 June 2013, Cabinet approved the
mplementation of the new Household Electrification Strategy.
According o the DoE as at March 2018, electricity orid and non-grid
connection is at 82.26 7%

12.600 MW of electricity
from coal generation is
decommissioned

Capacity of older coal-powered
stations retired, (MYY)

Eskom Integrated Report 2|

DoE. Intergrated
Resource Plan 2019 p33
of 94

National Development
Plan 2030, Chapter &
Economic Infrastructure -

he foundation of sacial and [

economic development, p168

ccorcing o the National Development Plan 2030. by 2030,
10,900 M of old power capacity needs to be retired. In the 2018
draft Integrated Resource Plan, the DoE estimated the amour
electricity from coal generation that will be decommissioned
curmulatively by 2030 to be 12.600MW (see p 27 of 75 of Ihe IRP 2018).
the October 2013 approved IAP document. the D

estimates thal 10,500 My of e\ecmmw from odl generaion by Esskom|
will be decommissioned by 2030.

Increase in new coal
capacity contracted from
ather Southern African
countries

Intemational purchases, (GVWh)

Eskom Integrated Report 2

Eskom Integrated Report

Eskom Integrated Report
2018, %

4coordingto the 2018 IRP. South Africa cortinues to pursus a
diversified eneray mix that recuces reliance on a single or a ferv
prifmary eneray sources. Gas: Co-operalion with neighbouring
<ouniries is being pursued, and partnerships are being developed
For jsirt exploitation and beneficislion of natural gas within the SADC
region. SADC is developing a Regional Gas Master Plan which secks|
o icleniify the short and long-term infrasiructure requirements to
encbie the uptake of a natural gas market. Hydro: With regards to
import hycho, Sowth Africa has enlered into.a Trealy for the
developrent of the Grand Inga Project in the Demoeratic
Republic of Congo [DRC). with some of the power intended for
tramsrrission to Sotth Africa across DAC, Zambia, Zirbabwe and
Botswana

Cleaner coal
technologies are
promoted through
research and

Investment in fabric filter plants and
flue gas desulphurisation (FGD), and

in cleaner

\cchmology-transfer
agreements

capacity, (Yes/No)

Iational Treasury, Budget
Review (2019) Public-sector]
infrastructire updste p43
Eskom, Kusile ane
Medupi ed power
stations under
tnnslrutllnn COPT7, Fact
sheet

Eskom Integrated Report
2018, p33

National Development

ecorormic development, pTF?

According to the National Treasury. 2019 Publ
infrastructure update pi43 (Budget Review), FFP are Under
review to consider cleaner cosl technologies. MNew procuremet will
be awarded as per the updaled IFP when finalizet

40,000MW of new power
capacity is built by 2030

New power capacity built. (MVV)

DoE, Integrated Resource|

DeE. Integrat
Resource Plan (IRP20%),
£310f 94

D<E. Integral
H=suur|:= Flan 2019, pH
F 94

According to the National Development Plan 2030, Chapter &
E conomic Infrastructure, p168, mors than 40,00M\ of new power
capacity needs to be built by 2030, The DoE 2019 IAP has adjusted
that figure to 39,730 M/,

Current performance: 6422+ 1332+2382+800+100+1005 = 12,041
Stated larget: According to the DoE 2019 IRP (31 0f 94), OF the
39 730 MU/ determined, about 18 000 MW/ has been committed o
date

Aditional sapacity will b
dependent on the newlFP and the
auuoaum by the Department of
Eneray. The new 40 000 Mw
potentially inchades both IPP and
Eskorn investments, Eskom canriot
sssume aceountability for the IPP
portion It is also reliant on the
progress of the Dok IP programme,
which is ot within Eskom conirol.
It was proposed that this be a
reportable KFI, but not @
performance KFL

Increased contribution
of

energy to
electricity
generation by 2030

energy contracted, (MW)

DoE . Integrated Resource
Plan 2013 pi0 of 34

Eskom Integrated Report

National Development
Plan 2030, Chapter 4.
Econamic Infrastructure -
The foundation of social and
ecorormic development, pTF?

According to National Development Plan 2030, Chapter 4
Economic Infrastructure - pT77_more than 20 000MW of renewble
energy should be controted by 2030,

The il Sanirasted |5 dependsnt

DoE has coneluded their procese.
This i therefore primarily within the
control of DoE and Eskom gives
effect to their decisions. It was
proposed tha this be a reportable
[KP1_but not 3 performance KPL






