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Currency equivalents
As of August 2018

UA 1
UA 1

=
=

ZAR 18.2
USD 1.4

Fiscal year
1 April – 31 March

Weights and measures
1 metric tonne
1 kilogramme (kg)
1 metre (m)
1 millimetre (mm)
1 kilometre (km)
1 hectare (ha)

=
=
=
=
=
=

2204 pounds (lbs)
2.200 lbs
3.28 feet (ft)
0.03937 inch (“)
0.62 mile
2.471 acres

Acronyms and abbreviations
AfDB
CEMP
DoE
DEA
DPE
ECO
ESMP
GDP
GWH
IPP
KV
KWH
MVA
MW
MYPD
NDP
RE-IPPP
SOC
UA
USD
ZAR

African Development Bank
Construction environmental management plan
Department of Energy
Department of Environmental Affairs
Department of Public Enterprises
Environmental control officer
Environmental and social management plan
Gross domestic product
Gigawatt hour
Independent power producer
Kilovolt
Kilowatt hour
Megavolt ampere
Megawatt
Multi-year price determination
National Development Plan
Renewable Energy Independent Power Producer Procurement
State owned company
Unit of account
United States dollar
South African rand
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LOAN INFORMATION
Client’s information
Borrower:
Executing Agency:
Guarantor

Eskom Holdings (state owned company (SOC)) Ltd
Eskom Holdings (SOC) Ltd
Government of the Republic of South Africa

Financing plan
Source

Amount (ZAR)

Instrument

African Development Bank
Africa Growing Together Fund (AGTF)
Eskom
Total costs

2.886 billion
0.331 billion*
0.545 billion
3.762 billion

senior debt
senior debt
equity

*USD25 million loan

African Development Bank’s key financing information

Loan
Maturity
Grace period
Interest rate

Maturity premium
Interest rate features*

Currency features
Front end fees

Commitment fees

Financial internal rate of return,
net percent value (base case)
Economic internal rate of
return (base case)

AfDB
ZAR
Up to 20 years inclusive of
grace period
5 years
Base rate + funding margin +
80 basis points + maturity
premium
Nil
Option to fix, unfix and re-fix
for a fee at any time, cap and
collar
Option to change currency at
any time
25 basis points to be charged on
the new approved loan amount

AGTF
USD
Up to 20 years inclusive of
grace period
5 years
Base rate + funding margin +
80 basis points + maturity
premium
Nil
Option to fix, unfix and re-fix
for a fee at any time, cap and
collar
Not applicable

25 basis points to be charged
on the new approved loan
amount
25 basis points to be charged on 25 basis points to be charged
the undisbursed balance of new on the undisbursed balance of
loans
new loans
FIRR: 8.8 percent
FNPV: ZAR 208.8 million
EIRR: 60 percent
ENPV: ZAR 10.37 billion

Timeframe – main milestones (expected)
Date of identification mission
Date of preparation mission
Date of appraisal mission

March 2015
February 2016
May 2017
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Date of Country Team meeting
Date of Opscom meeting
Expected date of Board consideration
Forecasted date of effectiveness
Forecasted date of last disbursement
Forecasted date of project completion
Forecasted date of last repayment

5 September 2017
31 May 2018
25` September 2018
December 2018
30 December 2022
30 June 2022
December 2042
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Project summary
PROJECT OVERVIEW
Eskom’s transmission development plan (2016–2025) prioritises the integration of power stations
developed by Eskom and independent power producers (IPPs) to the network. The plan is further
broken down into a five-year (2016–2020) strategic plan to construct 2,958km of power delivery
lines and 29,240MVA of substations. Significant lengths of new transmission lines and associated
substations and substation equipment are being added to the system necessitated by the major
765kV network reinforcements required for electricity supply to the Cape and KwaZulu-Natal
regions. This project involves the construction of 436km of 400kV and 116km of 132kV
transmission lines and associated substation work in KwaZulu-Natal and Mpumalanga province
and upgrading of substation equipment and improvement of various substation earth mats in
Mpumalanga province. The lines are required to (i) provide additional power evacuation paths for
new generation capacity, (ii) ensure the availability of capacity for future load growth, (iii)
reduction of network losses; and (iv) safety during network operations to ensure compliance to the
Grid Code.
NEED ASSESSMENT
The draft integrated resource plan (IRP, 2018) projects that South Africa’s electricity consumption
under the median scenario will increase to 308,266GWh by 2030 (2015: 232,605GWh) an average
gross domestic product growth rate of 4.26 percent. The country has targeted universal access to
electricity by 2025 from the current level of 84.2 percent (2016). The NDP identifies the need for
South Africa to invest in a strong network of economic infrastructure designed to support the
country’s medium- and long-term economic and social objectives. The Medium Term Strategic
Framework (2014–2019), the first five-year plan for the implementation of the NDP, requires the
development of 10,000MW of additional electricity capacity to be established by 2019 against the
2013 baseline of 44,000MW. The transmission system plays a vital role in the delivery of a reliable
high quality electricity supply to load centres and very large end-users and provides for integration
into the region.
THE BANK’S ADDED VALUE
This operation follows a request for funding received from Eskom in 2015 to the tune of
ZAR 15 billion to finance its capital expansion programme. In response, in December 2015, the
Bank approved a USD 375 million under the non-sovereign window. The current proposal for ZAR
2.886 billion is being submitted for consideration under the sovereign window which will be cofinanced with USD 25 million from the Africa Growing Together Fund (AGTF). A USD 400
million facility in support of the retrofit of flue gas desulphurization equipment on the Medupi
power station together with a USD 250 million facility for the battery storage programme are
planned for 2018. Currently the Bank is exposed to Eskom to the tune of USD 1.9 billion through
four facilities. The Bank has over the years gained a lot of experience and is able to apply the
lessons learnt for better project implementation. The intervention will therefore not only part
finance the critical transmission programme but also provide an opportunity for the Bank to
continue engagements with Eskom, the Government and the regulator on improvements to the
corporate governance environment, the continued roll out of the renewable energy independent
power producer procurement programme and a sustainable electricity tariff path for the sector.
KNOWLEDGE MANAGEMENT
The lessons learnt from previous projects in the sector have been documented to improve the
execution of current and future projects. Eskom will undertake the monitoring and evaluation of
the project and report to the Bank on a quarterly basis to evaluate progress against the project
indicators. A mid-term review will be conducted. The Bank and Eskom will jointly prepare a
project completion report.
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Eskom Transmission Improvement Project - results based logical framework
Country and project name: South Africa – Eskom Transmission Improvement Project
Purpose of the project: To strengthen the country’s transmission capacity and to upgrade network infrastructure in order to efficiently, safely and reliably serve electricity demand
in South Africa.
PERFORMANCE INDICATORS

OUTCOMES

IMPACT

RESULTS CHAIN

Increased access to
electricity

Increased availability of
electricity supply

Indicator
(including core sector
indicator)

Baseline
2017

Target
2020

1,010,000 - Department of
(cumulative Energy annual
over 5 years) reports
- Statistics South
Africa reports
- Eskom
integrated
94 percent
reports

Number of new customer
connections

281,368

National electricity access
rate

84.2
percent

Electricity exports into
Southern Africa Power Pool

15,268
GWh

19,012 GWh

Number of households that
use electricity for cooking

78.1%
(2015)

85%

Power evacuated into the
grid

Improve the efficiency of
Savings in transmission
the power transmission
technical losses (MW)
system

Nil

0

MEANS OF
VERIFICATIO
N

2,000MW

Eskom reports
- Department of
Energy annual
reports
- Eskom
shareholder
quarterly report
- Eskom annual
report

15MW
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RISKS/MITIGATION MEASURES

Risk – Deteriorating governance environment in Eskom
Mitigation - Eskom is taking steps to improve the control
environment notably: enhancements in the procurement and policy
processes; proactive assurance on significant procurement
transactions, reinforcing the declaration of interest process and
resignations/suspension of the management and Board members
implicated in corrupt practices.
Risk – Eskom’s financial stability outlook threatens its ability to
service the loan.
Mitigation – Starting in 2013, Eskom implemented a business
productivity programme to deliver cost saving opportunities in order
to close the revenue shortfall that resulted mainly from the energy
regulator's multi-year price determination tariff. A Design-to-Cost
strategy was adopted in 2016 to extract further efficiencies from the
business, through reductions in primary energy, operating and capital
expenditure. NERSA’s determination of ZAR 32.7 billion for the
2015 to 2017 financial year’s regulatory clearing accounts will
contribute positively towards future cash flows.
Risk – Deteriorating plant performance of the ageing power station
assets reducing available electricity thereby further negatively
impacting the South African economy
Mitigation – Eskom is implementing a five-year plan for generation
sustainability, which includes a firm commitment not to postpone
critical maintenance. Energy availability of Eskom plants has started

to show an improvement rising to 78 percent as of March 2018 from
a low of 69.6 percent (Quarter 1 2016).

OUTPUTS

Number of substation bays
constructed or refurbished
Km of 400kV and 132Kv
lines constructed

Transmission projects
constructed

Nil

60

Nil

436 /116

Feeder bays constructed
400kV / 132kV
Number of terminal
equipment (bays) upgraded

Nil

4/1

Nil

55

Number of direct jobs

Nil

Number of youths trained as
part of contract
implementation

Nil

KEY ACTIVITIES

COMPONENTS

Component 1: Transmission lines
Component 2: Substations
Component 3: Compensation and Resettlement

Risk – Project cost overruns arising from implementation delays.
Mitigation – Eskom has an experienced team to monitor the project
implementation. Furthermore, the project will be designed to have a
limited number of contracts to reduce interface challenges.
- Project
quarterly
progress reports
- Eskom annual
reports

850 (30
percent
women)
30 (30
percent
women)

Risk – Implementation delays arising from community complaints or
resistance to the project
Mitigation – Eskom conducted adequate public consultations to
sensitise the communities on the project, the activities and benefits
and contractors are expected to source some of their labour from the
local communities to ensure full buy in.

INPUTS
Component 1
: ZAR 2,718 million (USD 205.2 million)
Component 2
: ZAR 879 million (USD 66.4 million)
Component 3
: ZAR 165 million (USD 12.5 million)
Funding
ADB loan
: ZAR 2,886 million (USD217.9 million)
AGTF loan
: ZAR 331 million (USD 25 million)
Eskom contribution : ZAR 545 million (USD 41.1 million)
Total
: ZAR 3,762 million (USD284.1 million)
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Project timeframe
Year
Quarter
1. Project approval
2. Effectiveness
3. Project implementation
3.1 Project start
3.2 Procurement of primary equipment
Development of bill of quantities for
3.3
cabling and stringing contracts
3.4 Appointment of contractors
3.5 Refurbishment work completed
4. Last disbursement

1

2015
2 3

4

1

2016
2 3

4

1

2017
2 3

4

1

2018
2 3

4

1

2019
2 3

2020
4

1

2

3

2021
2022
1
2
3
4
1
2 3 4
4

The project timelines date back to 2015, as Eskom started implementation from the time that discussions for potential Bank funding commenced.
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REPORT AND RECOMMENDATION OF THE MANAGEMENT OF
THE AFRICAN DEVELOPMENT BANK GROUP TO THE BOARD OF
DIRECTORS ON A PROPOSED LOAN TO ESKOM HOLDINGS (SOC)
LTD FOR THE ESKOM TRANSMISSION IMPROVEMENT PROJECT
Management submits the following report and recommendation on a proposed loan for
ZAR 2.886 billion (Two Billion Eight Hundred and Eighty Six million ZAR) on AfDB funds
and USD 25 million (Twenty Five million USD) on AGTF funds, to finance the Eskom
Transmission Improvement Project in South Africa.

I – STRATEGIC THRUST & RATIONALE
1.1.

Project linkages with country strategy and objectives

1.1.1 South Africa is the third largest economy in Africa after Nigeria and Egypt in terms of
the size of nominal GDP. South Africa’s growth trajectory has been on an overall downward
trend in recent years, with real GDP growth declining from 3.3% in 2011 to 0.6% in 2016.
However, the trend has turned around in 2017, with growth estimated at 1.3%. The continued
slowdown of growth in recent years is mainly due to the fall in global commodity prices
(notably of gold, platinum group metals, iron ore and coal) and the economic slowdown in
China, which is South Africa’s largest trading partner. Domestic factors also contributed to the
economic downturn. Infrastructure bottlenecks, including in power availability of the last
decade, have constrained production and investment. The productive sectors consume about
70 percent of the total electricity generated in the country. South Africa – which for many years
maintained surplus capacity – experienced significant power shortages between 2008 and 2010
and had to implement load shedding on 99 days in 2015, which constrained mining and
manufacturing output. A 2011 report by the World Bank estimated that the economic cost of
power outages in South Africa was up to 5 percent of GDP (Africa’s Power Infrastructure
(2011)). Eskom has however not resorted to load shedding related to inadequate generation
capacity since November 2015. This followed improvements in maintenance which resulted
in higher plant availability capacity, the additional generation by independent power producers
and commissioning of Eskom’s new build projects.
1.1.2 The NDP 2030 identifies the need for South Africa to invest in a strong network of
economic infrastructure designed to support the country’s medium- and long-term economic
and social objectives. The Medium Term Strategic Framework (2014–2019), the first five-year
plan for the implementation of the NDP, requires the development of 10,000MW additional
electricity capacity to be established by 2019 against the 2013 baseline of 44,000MW. Actual
aggregate electricity demand was 235,486GWh in 2017 against the 2010 Integrated Resource
Plan (IRP) for electricity projected figure of 285,930GWh. The reduced demand is a
consequence of many factors, including Eskom’s buyback programme, which incentivised
certain industrial consumers to reduce their demand; the constraints imposed by the supply
situation and the strong likelihood of suppressed demand from industrial as well as domestic
consumers; price increases over the past five years, which have led to large adjustments in
consumer demand; and improved energy efficiency. The draft IRP 2018 has projected
electricity consumption to increase to 308,266GWh by 2030 based on an average
4.26% percent gross domestic product growth rate but assuming significant shifts in economic
activity away from classical energy-intensive industries. South Africa has targeted universal
access to electricity by 2025 from the current level of 84.2 percent (2016).
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1.1.3 South Africa’s nominal generation capacity as of March 2018 was 48,953MW, of
which Eskom Holdings (SOC) Ltd currently operates 45,561MW from 30 power stations.
Eskom is a vertically integrated company, 100 percent owned by the South African
government, licensed to generate, transmit and distribute electricity. The main source of power
is coal (91 percent), but the country also generates from nuclear (6 percent) with the other
technologies (gas, hydro, wind and solar contributing the balance (2018). The reliance on
abundant cheap coal resources has made the country the highest per capita emitter of CO 2
among the emerging economies. Eskom’s footprint comprises large power stations that are
concentrated in the interior of the country, near coal resources in Mpumalanga, which requires
an extensive transmission network to carry the energy to load centres and southern parts of the
country.
1.1.4 South Africa has a high potential for use of renewable energy and has plans to diversify
its power sources while balancing the need to increase its capacity. The Government is
supporting sustainable green energy initiatives on a national scale through a diverse range of
clean-energy options as envisaged in the 2010 IRP. The IRP calls for 42 percent of electricity
generation from renewable sources within 20 years. The Renewable Energy Independent
Power Producer Procurement (RE-IPPP) programme, is a strong demonstration of the
country’s commitment to reducing CO2 emissions and promoting private sector participation
in the sector. Under the programme, Eskom has contracted 4,024 MW of renewable capacity
of which 3,134 MW has been connected to the grid to date. Successive bid windows of the REIPPP programme have seen reductions in the cost of renewable energy, such that it is now
competitive compared to the cost of new coal-fired generation. Transmission planning and
timely connection of renewable energy projects has become a challenge since the inception of
the RE-IPPP programme because the IPPs identify their own project locations.
1.1.5 The transmission system plays a vital role in the delivery of a reliable high quality
electricity supply to load centres and very large end-users and provides for the integration into
the region1. However, efficient power trade within the Southern Africa Power Pool (SAPP) has
been hampered by weak transmission capacity and system losses. South Africa will therefore
requires a substantial investment in transmission capacity. The Bank intervention will
strengthen the country’s transmission capacity by providing additional power evacuation paths
to the network for power generated at Kusile, Majuba, Drakensburg and Ingula power stations
in order to efficiently and reliably serve electricity demand in South Africa and the region. It
will ensure compliance to the South African Grid Code, the availability of capacity for future
load growth anticipated due to increased electrification connections and direct customer
applications, safety during network operations and reducing network losses on the system. It
will also enhance the system capacity for the connection of large-scale renewable generation
(wind and solar energy) to the grid, which will further diversify the country’s energy mix,
reduce carbon footprint and drive the country towards green growth.
1.1.6 The project is thus consistent with one of the proposed interventions of the NDP and
also supports the targets laid out in the 2010 IRP for electricity. It is aligned with Eskom’s
transmission development plan (2016–2025), which prioritises integration of Eskom and IPP
developed power stations to the network. The proposed project falls under the Eskom five-year
(2012–2017) strategic plan to construct 6,561km of power delivery lines and 25,775MVA of
substation. The project was identified in the Bank’s South Africa Country Strategy Paper
((CSP) 2018–2022) and is consistent with the CSP pillars of promoting industrialization; and
1

Access to electricity in all SAPP member states (excluding South Africa) is below 45 percent, and as low as
10 percent in one instance. Eskom contributes approximately 77 percent of the total installed power capacity in
the Southern African Power Pool and makes up approximately 80 percent of the regional power demand
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deepening regional integration as the investments will enhance the reliability and access to
electricity for industrial development and strengthen the systems transmission capacity to drive
regional energy trade.

1.2.

Rationale for the Bank’s involvement

1.2.1 The project is consistent with the Bank’s ten-year strategy 2013–2022, “High-5s”,
energy sector policy and the Bank’s strategy for the New Deal on Energy for Africa approved
in 2016. It is aligned to three of the five ten-year strategy operational areas: infrastructure
development, regional integration (through supporting the electricity requirements of
neighbouring countries) and private sector development (making electrical power available for
the creation of small and medium-sized industries). It will therefore contribute to the
achievement of three of the five “High-5s” objectives: light up and power Africa, industrialise
Africa and improve the quality of life of Africans. By undertaking the project, Eskom will be
in a position to better support electrification programmes in South Africa and the region. New
electricity connections will facilitate the creation of small businesses, employment
opportunities and free women’s time from energy related chores for more productive activities.
This directly results in inclusive growth, one of the pillars of the ten-year strategy. The project
will also fulfil the objectives of the Bank’s energy sector policy of supporting efforts of regional
member countries to improve access for the population and production sectors to modern,
reliable and affordable energy infrastructure and services, and assist these countries in
developing an energy sector that is viable at the social, economic and environmental levels.
The proposed financing is also justified because it is aligned to the Bank’s Strategy for a New
Deal on Energy for Africa, which focuses on supporting end-user energy access and in
particular addressing the need for the sector to add 130 million on-grid connections by 2025.
1.2.2 Eskom's funding plan (2017–2021) shows a borrowing requirement of
ZAR 335.2 billion to finance the capacity expansion programme. Eskom plans to spend
ZAR 13.6 billion (4 percent of the ZAR 335.2 billion) on transmission investments over the
next five years. The intervention will therefore not only part finance the critical transmission
programme but also provide an opportunity for the Bank to continue engagements with the
Government and other key industry stakeholders for an improvement of the governance
environment in Eskom, the continued roll out of the RE-IPP programme and for a sustainable
and predictable electricity tariff.
1.2.3 Eskom continues to deliver good operational performance despite financial and
governance challenges that have faced the entity in the recent past. During the announcement
of the latest Group annual results in July 2018, Eskom management was candid about the
challenges facing the utility and the steps being taken to address them. A new board and
leadership team has been appointed and is taking steps to strengthen governance and root out
corruption. For example ten implicated senior executives have exited and eleven criminal cases
opened, five of which involve nine senior executives. Lifestyle audits for senior management
are also in progress (See Appendix VI). Eskom financial viability and liquidity issues are also
being addressed through reducing capital and operating costs, debt arrears, improving
efficiency and managing the risk of increasing coal costs. Looking in the long-term, a strategic
review is also being undertaken to position the entity for future growth by identifying measures
to strengthen the company’s financial position and balance sheet and adapt the business model
to global energy industry changes. With the renewed vigour of the Government and Eskom to
find solutions to the challenges and considering Eskom’s important role to the economic
development of South Africa and the region, continued Bank support through this project is
recommended. To reduce the concentration risk to Eskom, the Bank is pursuing other business
3

development opportunities within South Africa. It should also be noted that the entire Bank
exposure to Eskom is now covered by Government guarantee. The Bank, has organized a DFI
Lenders Group to discuss Eskom related issues, facilitate dialogue with Eskom and the
authorities and provide advice where necessary. All lenders continue to be engaged with Eskom
either through negotiating or processing new facilities or disbursing on current portfolio.

1.3.

Donor coordination

1.3.1 South Africa is a middle-income country, and aid inflows account for less than
one percent of the national budget. However, there is no institutionalised donor coordination
mechanism in the country. The Bank actively promotes cooperation with other development
partners through regular contact and engagement as well as with civil society groups to
exchange information. On the energy projects, the Bank co-financed the Sere wind project with
the World Bank and Agence Française de Développement. Medupi is jointly financed with the
World Bank and export credit agencies (BNP-Coface, KfW-Hermes, CACIB-Coface). A
number of institutions – including the New Development Bank (USD 180 million),
Kreditanstalt für Wiederaufbau (USD 300 million), the Agence Française de Développement
(USD 100 million) and the Multilateral Investment Guarantee Agency (USD 470 million),
China Development Bank (USD 1.5 billion) – are funding Eskom's transmission development
plan.

II – PROJECT DESCRIPTION
2.1.1 The project will construct 436km of 400Kv and 116km of 132Kv transmission lines
and upgrade substation equipment at four substations which will provide additional evacuation
paths for electricity from Kusile, Majuba, Drakensburg and Ingula power stations. The project
will thus contribute to the Eskom electricity connection target of one million customers by
March 2021 and increased power exports into the region.

2.1.

Project components

Table 2.1: Project components
Component
1.

Transmission
line
construction

ZAR
million
 2,717

Scope definition





2.

Substation
construction
and
refurbishment



879







Construct a second 123 km 400 kV Ariadne – Venus line in the
existing servitude
Construct a second new 400/132kV multi circuit line for 116km
from Ariadne until St Faith future take off and a further 53km from
St Faith take off to Eros substation.
Construct 72km 400kV line from Kusile power station to Zeus
substation
Construct 72km 400kV line from Kendal power station to Zeus
substation
Construct 1 x 400 kV feeder bay (primary and secondary plant) at
Eros substation.
Construct 2 x 400 kV feeder bay (primary and secondary plant) at
Ariadne substation
Busbar extension and the addition of a bus section at Ariadne
substation
Construct 1 x 132kV feeder bay (primary and secondary plant) at
Ariadne substation.
Decommissioning of 2 x 275kV Feeder bays at Venus and
Georgedale substations.
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3.

2.2.

Compensation
& Resettlement



165



Substation equipment replacement at Duvha, Kendal, Minerva and
Apollo substations (50+ bays).
Upgrade of the substation earth mat at Kendal and Duvha
substations
Compensation and resettlement of 226 households

Technical solution retained and other alternatives explored

Table 2.2: Project alternatives considered and reasons for rejection
Alternative
Do nothing

New substations

Splitting of busbars
at Duvha and
Kendal substations
Installation of fault
limiting reactors
Substation vs
transmission line

2.3.

Brief description
Not applicable.

Reasons for rejection
 The system will not comply with the network code of
the South African Grid Code
 Network will be exposed to elevated fault levels during
fault conditions which can result in severe equipment
damage
Construction
of
new  Would result in excessively high costs and lengthy
substations close to Duvha
timelines relative to the proposed solution
and Kendal power stations
Changing the substation  Negatively impacts the operability and reliability of the
operational configuration by
substations, resulting in the violation of the Grid Code
opening busbar couplers and
requirements.
busbar sectionalisers
Installation of fault limiting  Option rejected due to additional network losses
reactors at various substations
introduced
 Increased risk of equipment failure
Construct a transmission  Technically a better option than the planned 2nd
substation at Oribi
Ariadne-Eros 400kV line. However does not result in
compliance to the Grid Code for the existing AriadneEros 400kV line and the requirement to plan for
additional capacity based on customer applications.

Project type

2.3.1 This project is a standalone project investment operation. The option was chosen
based on the fact that there are specific components to be financed.

2.4.

Project cost and financing arrangements

2.4.1 The total project cost, net of taxes, is ZAR 3.762 billion (USD 284 million). A physical
and price contingency of 7 percent and 10 percent respectively have been factored into the total
cost, and the magnitude, totalling 17 percent, is a reflection of the high volatility (depreciation)
of the ZAR value against major trading currencies.
Table 2.3: Project cost estimates by component (in ZAR ‘000’)
Components
Transmission lines
Substations
Compensation & Resettlement
Subtotal
Physical contingency
Price contingency
Total

Foreign
currency costs
222,084
80,547
0
302,631
22,399
31,536
356,565

Local
currency costs
2,088,005
666,379
165,401
2,919,785
201,589
283,823
3,405,197
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Total cost
2,310,089
746,925
165,401
3,222,416
223,988
315,359
3,761,763

Percentage
foreign
10%
10%
0%
9%
10%
10%
9%

2.4.2 The Bank proposes to extend an AfDB loan of approximately ZAR 2.886 billion (USD
217.9 million), covered by a Government guarantee, to finance 77 percent of the project cost.
The project will be co-financed by the Africa Growing Together Fund (AGTF) through a USD
25 million denominated loan (approved by the AGTF on 26 October 2017). The Bank and
AGTF contribution will finance contracts related to goods, works and services and the detailed
list is available in Annex B5. The 2008 eligible expenditures policy prescribes a minimum
contribution threshold for counterpart funding of 50 percent of the total project/programme
costs for AfDB countries. The low Eskom contribution, at 15 percent of the project cost
(including resettlement, project management, design and supervision services costs), is
justified on the basis of (i) the government commitment to expand electricity supply at a
reasonable cost to drive economic growth; (ii) prioritisation of infrastructure developments in
the sector under the NDP, (iii) the strong government support to Eskom through equity
injection and loan guarantees, (iv) the active Government oversight over the operations of
Eskom; and (v) the constrained Eskom cash flows resulting in limited capacity for a higher
funding contribution. Detailed justification is provided in Appendix V. The project financing
plan is presented in Table 2.4.
Table 2.4: Sources of finance
Institution
ADB
AGTF
Eskom
Total

Foreign
currency
costs
25,505
331,060
0
356,565

ZAR ‘000’
Local
currency
costs
2,859,622
0
545,575
3,405,197

Total
2,885,128
331,060
545,575
3,761,763

Foreign
currency
costs
1,926
25,000
0
26,926

USD ‘000’
Local
currency
costs
215,944
0
41,199
257,143

Total cost
217,870
25,000
41,199
284,069

2.4.3 Table 2.5 summarises the categories of expenditure for the project, and Table 2.6
presents the Bank financing by category of expenditure.
Table 2.5: Project cost by category of expenditure (in ZAR ‘000’)
Category
Works
Non consultancy services
Goods
Operating expenses
Compensation & Resettlement
Subtotal
Price contingency
Physical contingency
Total

Foreign
currency
costs
0
62,665
239,966
0
0
302,631
22,399
31,536
356,565

Local
currency
costs
1,668,072
146,218
559,921
380,174
165,401
2,919,785
201,589
283,823
3,405,197
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Total
cost

ADB

AGTF

Eskom

1,668,072
208,882
799,887
380,174
165,401
3,222,416
223,988
315,359
3,761,763

1,337,011
208,882
799,887
0
0
2,345,781
223,988
315,359
2,885,128

331,060
0
0
0
0
331,060
0
0
331,060

0
0
0
380,174
165,401
545,575
0
0
545,575

Table 2.6: Summary AfDB and AGTF financing by category of expenditure
Category

Foreign
currency
costs

Works
Non consultancy services
Goods
Subtotal
Price contingency
Physical contingency
Total

0
62,665
239,966
302,631
22,399
31,536
356,565

Local
currency
Total
costs
cost
ZAR ‘000’
1,668,072 1,668,072
146,218
208,882
559,921
799,887
2,374,210 2,676,841
201,589
223,988
283,823
315,359
2,859,622 3,216,188

Foreign
currency
costs
0
4,732
18,121
22,853
1,691
2,381
26,926

Local
currency
costs
USD ‘000’
125,964
11,042
42,282
179,288
15,223
21,433
215,944

Total
cost
125,964
15,774
60,403
202,142
16,914
23,814
242,870

2.4.4 Table 2.7 summarises the project expenditure cash flows.
Table 2.7: Expenditure schedule by component (in ZAR ‘000’)
Component
Transmission
lines
Substations

2016

2017

2018

2019

2020

2021

2022

Total

273,577

683,943

683,943

410,366

273,577

136,789

273,577

2,735,774

86,059

215,147

215,147

129,088

86,059

43,029

86,059

860,588

82,701

33,080

33,080

0

0

0

165,401

981,791

932,171

359,636

179,818

359,636

3,761,763

Compensation
& Resettlement

16,540

Total

376,176

2.5

572,534

Project’s target area and population

2.5.1 The project comprises the construction of transmission lines and the rehabilitation of
substations in Mpumalanga and Kwazulu-Natal (KZN) provinces. The outcome is increased
availability of electricity supply and improved efficiency of the power transmission system
through a reduction in the level of technical losses. The project output will thus benefit all
electricity customers connected to the grid in South Africa and the region but will mainly
benefit the Cape and Kwazulu-Natal regions, as the project creates additional power evacuation
paths for power generated in Mpumalanga and Drakensburg areas, respectively. As of 2015,
the Cape and KZN provinces accounted for 46 percent of the South African population at just
over 24.7 million (51 percent female and 49 percent male).

2.6.

Participatory process for project identification, design and
implementation

2.6.1 The project was identified as part of the Bank consultative process with Government
(National Treasury, the Department of Public Enterprises (DPE), the DoE,the Department of
Environmental Affairs (DEA)), and Eskom to identify opportunities to contribute to the
utility’s capital expenditure programme. Project designs and implementation benefitted from
community participation, especially in the context of line route selection and the elimination
of resettlement, tower footprint to minimise land take, and employment issues together with
negative concerns such as the spread of HIV/AIDS and other sexually transmitted infections.
Public participation forms an integral part of the full environmental impact assessment process
in South Africa, and consulting with interested and affected parties is key to ensuring adherence
to the legal requirements as set out by the National Environmental Management Act.
Consultations shall continue during project implementation through the social monitoring
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officer and environmental control officer (ECO). There will be regular consultations with
Eskom and the South African government throughout implementation, starting with the launch
mission, supervision and the mid-term review. Civil society and interested and affected parties
will also be consulted as part of the supervision and mid-term review missions to facilitate
early identification and resolution of issues impacting implementation.

2.7.

Bank Group experience and lessons reflected in project design

2.7.1 Representing 65 percent of the entire portfolio, the Bank's power sector dominates
South Africa's portfolio. The Bank is currently exposed to Eskom to the tune of USD1.9 billion
(94 percent disbursed), through the following projects: (i) Medupi (USD 1.3 billion – sovereign
window), (ii) 100MW Sere wind project - USD50 million – sovereign window, of which
USD42 million is through the CTF window), and (iii) two facilities to the tune of
USD649 million under the non-sovereign window. The ADB loan approved to finance the
Upington CSP project was cancelled in August 2017 after Eskom advised the lender group that
it was no longer implementing the project in view of the high technology risk, the associated
costs of the project and an unsuccessful procurement process due to non-responsive bids. Under
the most recently approved private sector facility, the Bank was able to crowd in a further
USD975 million under the A-B loan structure. Conditions precedent to first disbursement have
been fulfilled on all the facilities. A project completion report for the Sere Wind Farm was
completed in December 2017. The performance of the portfolio is presented in Appendix II.
2.7.2 Lessons learnt from the implementation of previous projects have been incorporated
into the final design of this project through the following measures: (i) agreeing with Eskom
and government on clear baseline indicators to ensure better monitoring of results; (ii) review
of country systems across all disciplines of procurement, financial management and
environment and social safeguards to avoid implementation delays; (iii) ensuring that
environmental and social issues are adequately dealt with and public consultations held prior
to commencement of construction activities to avoid affected persons and communities
resorting to the independent review process - a lesson from the Medupi project; and (v)
ensuring that both the Bank and sponsors have adequate resources for supervision
commensurate with the scale, significance and complexity of the project. Furthermore, based
on the Medupi experience, Eskom has indicated that it will resort to court action against
unsanctioned industrial action at the outset to reach quick resolution.

2.8.

Key performance indicators

2.8.1 The project will result in (i) increased availability of electricity supply and (ii) improved
efficiency of the power transmission system. This will be measured through the megawatts
(MWs) evacuated into the national grid and the level of technical losses in the transmission
system. The result-based log frame of the project reflects the performance indicators for the
project at input, output and outcome levels. Key among the outputs are: (i) the number of
substation bays constructed or refurbished, feeder bays replaced, bus section/coupler bays
replaced and busbars constructed; and (ii) number of kilometres of 400kV and 132Kv
transmission lines constructed. During appraisal the sources of data for these indicators were
confirmed to be the Eskom quarterly and annual reports and the quarterly progress reports.
2.8.2 The timely commencement of the works will be monitored through regular
consultations with the project team. Timely submission of quarterly progress, environmental
and social management plan (ESMP) as well as annual audit reports will be ensured. The
project implementation schedule and procurement plan provide key indicators for monitoring
8

implementation progress. The detailed project-monitoring plan provides the timelines,
reporting lines and responsibility of the different project stakeholders (see annex C2).

III – PROJECT FEASIBILITY
3.1.

Economic and financial performance

3.1.1 An analysis of the project’s financial and economic profitability as measured by the
financial and economic rates of return was conducted based on the comparison of costs and
benefits. Costs comprise capital, fixed and variable operation and maintenance costs. The
variable operating costs consist of the average electricity generation cost in Eskom expressed
in respective financial and economic terms. The quantifiable benefits comprise increased
power evacuation capacity and fewer transmission level technical losses. Benefits that are
difficult to quantify relate to the fact that the investment is required to ensure compliance of
the system with the South African Grid Code. The lines are a requirement as detailed in Section
7.6.5 of the network code of the Grid Code, which relates to ensuring network contingent
redundancy in evacuating power and transient stability under fault conditions for integrating
power plants into the system. Furthermore, the associated improvements at substations are
considered a statutory requirement as per the Occupational Health and Safety Act and, in terms
of Section 7.7.3 of the network code of the Grid Code, crucial to ensure safety of equipment
and personnel. Replacing underrated equipment at substations will mitigate fault level
violations in order to ensure safety for both equipment and personnel at all transmission
substations and power station high voltage yards.
3.1.2 The financial analysis, which considered the financial costs and benefits of the project,
was carried out from the view point of Eskom as the project implementing entity and
beneficiary. The analysis is carried out at the bulk transmission supply level. With the
implementation of the project, the uptake capacity of the new system with the two lines will
evacuate additional load at reliable and safe levels via Zeus into the Cape region corridor. The
financial flows are based on the incremental energy from the reliable network and increased
uptake from Kusile power station. For the Eros-Ariadne-Venus lines, studies have estimated
the loss reduction associated with building these lines and the new load to expand electricity
access and these technical calculations are used to estimate the financial impact of this
component of the project. Using the real discount rate of 8 percent, the project has a positive
financial net present value of ZAR 209 million and FIRR of 8.8 percent real.
3.1.3 Inadequate reliability of South Africa’s generation, transmission and distribution
system may lead to interruptions of the supply of electricity to customers; either randomly
selected or specifically selected on account of their load management contracts with the system
operator. Reserve, redundancy and reliability standards, criteria and targets, will be selected
primarily to minimize the sum of the cost to the country of the energy supplied and of the cost
to the customer as a result of equipment failure or system inadequacies. The economic
evaluation of investments affecting the reliability of supply will take into account the cost to
the customer of unsupplied energy, and its probability of occurrence. For the estimation of
economic resource flow, all costs and accompanying benefits were expressed in economic
terms and in 2017 base-year prices. The incremental energy consumption, as the quantifiable
benefit of the project, was valued at ZAR 1,097/MWh as the weighted average of the
willingness-to-pay of industrial, and the other consumers at the high voltage bulk supply level.
The willingness to pay is derived from the cost of diesel fuel fired power plants as the
alternative source of supply that the bulk consumers would use to meet their needs if the project
were not constructed. The economic internal rate of return (EIRR) was estimated at 60 percent,
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which is significantly above the estimated opportunity cost of capital to South Africa of about
11 percent. The net present value is ZAR 10.4 billion at 11 percent real discount rate. The
higher EIRR reflects the huge benefits of the higher value of the cost of unserved energy due
to system unreliability.
3.1.4 Sensitivity analysis was performed against the key risk variables to test the robustness
of the financial and economic profitability of the project. The identified key risks include: (i) a
10 percent capital cost increase, (ii) 10 percent less power evacuation than expected, (iii) 15
percent lower than the assumed level of the willingness-to-pay. The results show that the
project remains economically viable with the rates of return in excess of the opportunity cost
of capital. However most of the sensitives confirm the marginal financial viability by returning
negative results.

3.2.

Environmental and social impacts

Environment
3.2.1 In accordance with the AfDB’s Environmental and Social Assessment Procedures,
power transmission lines of more than 110kv generating capacity, traversing densely populated
areas (with possibility of physical displacement leading to resettlement of more 200 people),
forests or cultivated land are classified as Category 1. Similarly, according to South Africa’s
National Environmental Management Act (Act 107 of 1998, NEMA) as amended and its EIA
Regulation published in July 2006 (repealed in 2010 and 2014), an EIA is required as an
integral part of project planning in order to obtain environmental authorization for a proposed
activity such as this project that may have a potentially negative effect on the environment. To
fulfil the Category 1 compliance requirements and Republic of South African National
legislative requirements, Eskom has undertaken Environmental and Social Impact Assessments
(ESIAs) for each of the proposed transmission lines. Furthermore, full Resettlement Action
Plans (RAP) have been prepared for the Ariadne-Eros and Ariadne- Venus t-lines in
compliance with the Bank’s Operational Safeguards on Involuntary Resettlement.
3.2.2 Kusile Lines - The Environmental Impact Assessment (EIA) for the proposed Kusile
lines was completed in May 2009 under the Bravo Integration Project –Bravo 4: Construction
of two 400 kV Power Lines from Kendal Power Station to Zeus Substation2. A positive record
of decision was issued on 8 October 2009 by the Department of Environmental Affairs and
validated through the submission of several site specific Construction Environmental
Management Plans (EMPs) since April 2013. A Basic Assessment Report (BAR) was prepared
by Eskom as part of the submission to address an earlier omission of a listed activity. A water
use license was issued on November 2015 for the works.
3.2.3 Ariadne Lines - The proposed Ariadne-Eros 400/132 kV multi-circuit transmission
power line from Ariadne Sub-station to Eros Sub-station and the expansion and upgrade of the
Ariadne Sub-station and the Eros Sub-station, in KwaZulu-Natal had the Final Environmental
Impact Reports3 completed in January 2011. A positive record of decision or environmental
authorization was granted to Eskom on 12 August 2011 for a validity period of 5 years to
commence construction. The Final Environmental Impact Report for the proposed second
transmission line from Ariadne to Venus sub-station and the upgrade of both substations in
KwaZulu-Natal Province was completed on 13 February 2012 and submitted to the Department
2
3

DEAT Ref No: 12/12/20/1095.
DEA EIA: 12/12/20/1272 and DEA EIA: 12/12/20/1277 respectively
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of Environmental Affairs4. A positive record of decision and environmental authorization was
issued to Eskom on 29 March 2012 for a validity period of 2 years. On 11 March 2013, the
validity of the environmental authorization was extended to 29 March 2017.
3.2.4 A summary of all the ESIAs and RAPs were prepared and posted on the Bank’s website
on 25 April 2017 in line with the Bank’s Disclosure and Access to Information Policy.
Environmental and Social Impacts
3.2.5 Positive Impacts - It is anticipated that there will be nationwide positive economic
impacts related to increase in new business sales, generation of additional gross value adding
(GVA), creation of new employment opportunities, and an increase in local government
earnings as a result of the construction phase of the project. The operational phase is expected
to provide positive impacts such as improved supply of electricity to the project regions,
electrification of households in the rural areas and creation of additional employment for
maintenance of the servitude. Employment creation during the operational phase (such as for
the maintenance of the servitude) will have a relatively low impact on the regional economy,
however this will still provide much needed income for poor households. In cumulative terms,
the significance of the positive economic impacts during operation is high.
3.2.6 Negative Impacts - Impacts on Avifauna: The potential impacts regarding transmission
lines on birds are as follows: electrocution; collision; loss and disturbance of habitat during
construction and operation; nesting on towers; impact on quality and reliability of supply (as a
result of bird streamers and bird excreta).
3.2.7 Impacts on Fauna: The following impacts were identified as potentially influencing
ecological processes and functioning of the various project sites as well as at regional and
provincial scale: (i) the loss and/or degradation of sensitive faunal habitat within the project
area as a result of the construction of access roads, construction camps and other
infrastructure/activities associated with the construction phase; (ii) the loss and/or degradation
of sensitive faunal habitat as a result of tower placements; (iii) the loss and/or degradation of
sensitive faunal habitat as a result of the operation of the new transmission lines – specifically
with regards to maintenance; (iv) the loss and/or disruption of mammal migration routes; (v)
the loss of regional ecosystem processes, functions and services; and (vi) the pollution of air,
soils and surface water during the construction phase.
3.2.8 Impacts on Flora: The potential impacts on flora include: (i) habitat degradation; (ii)
loss of sensitive plant species; (iii) loss of sensitive plant communities; (iv) pollution of surface
water bodies (wetland, rivers and others); (v) impacts on and near surface water bodies (access
roads, working areas, etc); (vi) management of alien vegetation; (vii) plant rescue control; (viii)
medicinal plants (poaching); and (viii) loss of ground cover and soil erosion.
3.2.9 Social impacts: The potential impacts on the social environment include: (i) existing
residential area and estates; (ii) towns and dense settlements; (iii) schools and colleges; (iv)
tourism; (v) land values; (vi) inflow of workers; (vii) health and social well-being; (viii) the
economy and material well-being; (ix) cultural aspects; (x) family and community aspects; (xi)
stock farming activities; (xii) timber farms and plantations; (xiii) agricultural and irrigation
activities; (xiv) agricultural land use (loss of productive agricultural land); (xv) interference
with the financial sustainability [economic viability] of farms; (xvi) areas of formal
4

DEA Ref No: 12/12/20/1755
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conservation and areas of conservation significance; (xvii) land reform programmes; and (xviii)
visual character of the environment. To reduce the environmental impacts associated with the
line construction, a specific tower design was selected to minimize the footprint of the line.
The specific tower design also enables continuation of agricultural activities beneath the line
e.g. burning of sugarcane without disturbance due to the increased height of the conductor.
3.2.10 Involuntary Displacement: The Kusile – Zeus line and the Zeus – Kendal lines traverse
mainly farmlands resulting in only economic displacement but no physical displacement
requiring resettlement. Eskom has reached agreements and acquired the servitude from the
affected farmers for the works and as such no RAPs have been developed for the works in line
with South African and AfDB’s ISS requirements. All the affected farm owners (reported
number of 58) have granted right of way to Eskom for the works following payment of
compensation for the servitude. The associated works within the sub-stations do not result in
any displacement as all the works are within an already acquired Eskom premises.
3.2.11 The construction of the KwaZulu-Natal (the Ariadne-Venus and Ariadne-Eros) power
transmission lines, will set into motion social and economic change processes within the
communities affected by the project. The project area has recorded a large number of project
affected persons (PAPs). On the Ariadne – Venus line, there are 86 households of affected
properties with a total of about 503 household members (PAPs). On the Ariadne – Eros line,
140 households shall be affected with an estimated 700 PAPs. In compliance with the Bank’s
involuntary resettlement policy, full resettlement action plans (RAPs) have been prepared for
the two lines which have guided the resettlement and compensation program. Additional
support shall be given to vulnerable households through community and social structures.
Approximately ZAR 165 million has been allocated for compensation payments on these lines.
Environmental Social Management Plan
3.2.12 An environmental and social management plan (ESMP), one each for construction and
operation, has been compiled for each transmission line. The construction environmental
management programme (CEMPr) details the specific controls, which must be in place for the
duration of construction and operation phases. The budget for the ESMP implementation shall
be determined at contract award for the tower and conductor line stringing works in line with
the environmental authorisation issued for the construction of the four transmission lines.
However, ZAR 42 million has been budgeted in the project cost. As part of the conditions of
the environmental authorisation, an independent environmental control officer (ECO) shall
monitor, prepare and submit regular environmental and social monitoring reports to the
Department of Environmental Affairs (DEA) to assess effectiveness of performance of each
approved site specific EMP and compliance with the relevant legislative requirements. Each
EMP shall be disclosed in line with South African legislative requirements which are consistent
with the AfDB Disclosure and Access to Information Policy requirements. The CEMPr is a
legally binding document and stand-alone document, which will be used to ensure that Eskom
adheres to all conditions of the environmental authorisation (EA) and environmental impact
assessment report (EIR). The CEMPr for each line under consideration has been approved by
the DEA.
3.2.13 Mitigation Measures: Site specific mitigation measures against identified impacts on
avi-fauna, fauna and flora within the projects’ area of influence have been designed as
summarized in Technical Annex B7-2. These mitigation measures shall be included within the
CEMPr for each works package for DEA’s approval prior to commencement of site
construction works.
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Climate Change
3.2.14 On climate change, the project has been classified as Category 2 according to the
Bank’s climate safeguards system. Eskom approved its climate change policy (2014–2018) to
reduce its environmental footprint and pursue low carbon growth opportunities. This is
consistent with the Bank’s climate change safeguards system and the climate risk management
and adaptation strategy. On this project, the adaptation measures adopted by Eskom include
the use of existing Georgedale – Venus servitude by decommissioning the 275Kv line and
replacing it with a 400KV line to strengthen the network and avoid clearing and establishing a
new servitude; and construction of a multi-circuit line 400/132KV line from Pinetown to St
Faith. The sub-stations identified for financing are on Eskom’s land and most require expansion
of additional bays for the new lines and replacement / upgrade of equipment.

Gender
3.2.15 The Department of Energy (DoE) has been working to ensure a greater involvement of
women in the sector. Equitable distribution and access to energy services directly contributes
to fostering gender equality and women’s empowerment by reducing women’s time constraints
due to chores and drudgery. Moreover, it will indirectly open up opportunities to work in the
energy sector, set up micro enterprises or to be engaged in educational activities. Eskom
responds to the needs of society by increasing access to energy through the main grid. Pro-poor
energy initiatives – such as electrification grants, free basic energy and cross-subsidies – have
had significant positive results for poor households5.
3.2.16 South Africa has made impressive steps in advancing gender equality but certain gaps
still exist. While women have more opportunities available to them in the job market, their
participation in the science and technology workforce has remained low. Several entry points
for gender mainstreaming have been identified in this project. First, the project will benefit
from Eskom's women’s advancement programme, which started in 2015 and aims to close the
gender gap in technical and leadership positions by encouraging enrolment in educational
programmes. Eskom has set itself a target of 45.7 percent of women representation at both
middle and senior management level by 2020. Currently 36 percent of Eskom’s professional
and middle management are women and 30 percent at senior management. Eskom has been
ranked as one of the world’s most gender-diverse power utility company having invested in
women’s advancement through mentorship and leadership development. Secondly, it is
expected that women will benefit from the broad-based black economic empowerment
legislation, against which Eskom developed a procurement policy favouring emerging black
suppliers, including women (see Annex B7-2 for more details). Thirdly, the project will set
targets for female employment and training and it is expected that at least 30 percent of jobs
will be held by women and 30 percent of youth targeted for training will be young women.
Finally the project will strengthen the monitoring, evaluation and reporting of the Eskom’s
outreach programmes and the impact of its operations on gender equality and improving the
life of women.

IV – IMPLEMENTATION
4.1.

Implementation arrangements

5

Research conducted in 2014 indicates that illegal connections to the national grid cost households more than
legal ones.
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4.1.1 Implementation modalities: Eskom is the borrower of the loan and executing agency
for the project. Eskom’s group capital division, which reports directly to the chief executive, is
responsible for the implementation of the new build programme. The power delivery projects
department within the group capital division is mandated to execute projects (construction
supervision and management) related to expansion, strengthening and refurbishment of 275kV,
400kV and 765kV transmission lines and substations as well as the construction of transmission
networks required for the integration of Medupi, Kusile, Ingula and IPP projects. On
completion all constructed assets are handed over to the transmission division. Regarding
implementation and supervision of the CEMPs, for each sub-project, the contractors have
included an environmental officer; and Eskom has also designated an environmental officer.
An ECO for each line will supervise, monitor and report to the national and provincial DEA
office. Eskom has adequate capacity to implement the environment and social management
plans.
4.1.2 Procurement Management: South Africa’s public procurement system was generally
assessed in 2011 to determine its suitability for the Bank’s financed projects when national
competitive bidding was to be adopted as procurement method. The assessment was further
updated in 2016 against 21 critical sub-indicators selected from the Organisation for Economic
Co-operation and Development's, Development Assistance Committee (OECD/DAC)
methodology for assessing procurement systems (MAPS) sub-indicators, to ensure that the
Bank’s fiduciary obligations and standards are not compromised when using the Borrower's
Procurement System for a Bank-financed Project. The same has been further reviewed during
the appraisal in 2017. The assessment gives an indication of the extent to which the use of such
a system should be allowed in Bank-financed operations, taking into account the discrepancies
identified in particular with the principle of equity (which includes fairness, transparency,
integrity, etc.) set forth in the Bank's procurement policy.
4.1.3 Eskom has developed its own procurement policy and procedure within the country’s
overall legal framework (Section 217 of the Constitution of the Republic of South Africa). It is
legally obliged to create and maintain a procurement system enabling the contracting of goods,
works and services in a manner that is fair, equitable, transparent, competitive and costeffective. These documents are further aligned with various acts and regulations that provide
policy guidance and procedures governing the overall procurement and supply chain
environment within South Africa.
4.1.4 Procurement of Goods (including non-consultancy services), Works and the acquisition
of Consulting Services, financed by the Bank for the project, will be carried out in accordance
with the “Procurement Policy and Methodology for Bank Group Funded Operations” (BPM),
dated October 2015 and in line with the provisions stated in the financing agreement.
Procurement activities under the Project have been selected based on environmental
considerations, further Eskom has already embarked on procurement processes for various
packages under the Project. Accordingly all procurement under the Project shall be carried out
in accordance with Eskom’s Procurement and Supply Chain Policy {Ref: 32-1033}, and
Eskom’s Procurement and Supply Chain Procedure {Ref: 32-1034}, using Eskom’s standard
tender documents.
4.1.5 The Bank undertook a review of the overall Legal and Regulatory Framework in the
Country, Eskom’s Policy, Systems and Procedures which has guided the development of
appropriate mitigation measures. At the Country level due to fragmented nature of the
procurement legal and regulatory framework (as many as 38 different pieces of legislations)
and limited compliance record of the procuring institutions, the risk level is considered
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Substantial. At the Sector level there is a well-developed market of suppliers and contractors
both in the country and region to ensure good competition. Furthermore, Eskom has a very
good understanding of its requirements, therefore the risk level is considered as Low. At the
Project level the risk is considered as Low due to the fact that procurement of transmission lines
is routinely carried out by Eskom on an annual basis; at the Executing Agency level the
Procurement and Supply Chain Management Procedures and practices are generally in line
with best international practice, barring a few aberrations which are brought out in the Annex
B5. The risk is considered as Moderate. Based on all the above, the overall risk is considered
as Moderate which may be reduced to Low upon implementation of the mitigation measures
proposed in the technical Annex- B5.
4.1.6 Advance Contracting6 and Retroactive Financing: Considering the fact that Eskom
has already embarked on procurement processes of all the components in line with the delivery
strategy that required systematic deployment of contractors and suppliers, the Bank agreed for
Eskom to proceed with Advance Contracting (AC) for all the activities (see Table 5.1 of Annex
B5). Reimbursement by the Bank of any payments made by the Eskom under such a contract
signed prior to signature of the financing agreement is only permitted within the limits specified
in the Agreement.
4.1.7 Bank Oversight: The Bank’s oversight would include procurement audit concurrently
and upon completion of the Project to cover entire procurement cycle from need assessment to
contract award and management.
4.1.8 Financial management: The overall financial management (which includes budgeting,
accounting, internal controls, treasury management, financial reporting and external audit)
arrangements for the implementation of the on-going Medupi and the completed Sere wind
project remains satisfactory and will also be applicable for this project. In addition, Eskom has
been undertaking key construction improvement initiatives to enhance project implementation
and financial management based on lessons learnt from on-going projects. In line with Bank
requirements, Eskom will continue to submit quarterly progress reports showing all the sources
of financing for the new loan and project expenditures (within 45 days after the end of each
quarter). Furthermore, Eskom has been submitting its entity annual audit reports, including the
latest for the year ended 31 March 2018 with specific financial information for the on-going
projects (with all Bank and other donor financing separately disclosed) aimed at facilitating
harmonised reporting. The reports have been submitted within the stipulated timeframes with
the audit done in accordance with an audit terms of reference that includes the project.
4.1.9 A “qualified” audit opinion has been issued by the external auditors on the consolidated
annual financial statements for the years 2017 and 2018 on the basis that the group did not have
an adequate system for identifying and recognizing all irregular expenditure. The expenditures
include primarily (a) expenditures without Public Financial Management Act (PFMA)
approval, and (b) tender processes not adhered to in breach of the PFMA and the Preferential
Procurement Policy Framework Act (PPPFA). The auditors have also under the “emphasis of
matter” mentioned that material non-technical revenue losses were incurred during the year
arsing mainly from meter tampering and bypasses, illegal connections to the electricity network
and illegal vending of electricity. Eskom has developed a detailed action plan to address the
specific audit findings in the immediate future while also ensuring that in the longer term, an
overall improvement in processes is put in place to avoid the reoccurrence of similar incidents.
For AC the client acknowledges and agrees to undertake such AC at its own risk, and any “no objection” given
by the Bank prior to the approval of the financing by the Board, does not commit the Bank to provide financing
for the project in question.
6
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4.1.10 The FM arrangements are however in line with the acceptable country fiduciary risk
levels, thereby permitting the Bank to use country systems, especially at national level. The
overall financial management risk rating for this project is moderate. Refer to Annex B4 for
detailed financial management assessment.
4.1.11 Disbursements: The reimbursement method of disbursement which is currently being
used for existing loans will also be used for this loan. The Bank will reimburse Eskom for
eligible expenditures pre-financed from its own resources for Bank funded components. Other
methods of disbursement can be considered with the Bank’s approval. Disbursements will be
made following Eskom's submission of the proper documents in accordance with the Bank’s
rules and procedures as laid out in the disbursement handbook. In addition, the Bank will issue
a disbursement letter whose content was discussed and agreed during negotiations.

4.2.

Monitoring

4.2.1 Monitoring and impact evaluation of the overall project will be the responsibility of
Eskom, with support from the National Treasury and the DPE, as appropriate. The project
coordinator (from the finance directorate of Eskom) will be responsible for coordination and
monitoring of progress of the overall project. The outcomes of the project will be measured by
the indicators as shown in the log frame. A mid-term review will be conducted. There will be
a project completion report at the project close to be jointly prepared by the Bank and Eskom.
Regarding monitoring of CEMPs, the ECO and Eskom will at the outset establish a schedule
and procedures for monitoring and reporting in order to: (i) identify any negative impacts from
construction activities, (ii) assess the effectiveness of control measures, (iii) demonstrate
compliance with regulatory conditions and objectives and targets set in the CEMP; and (iv)
identify if further controls/corrective action is required. In addition, monitoring may be
required as a result of a complaint, a request by a statutory body or a trigger point in an
inspection or checklist being exceeded. Monitoring and reporting should also reflect any
requirements identified or commitments made in the construction method statement. The
Bank’s regional office in South Africa will be responsible for the ongoing supervision of the
project and continuous dialogue with Eskom, and the Government.

4.3.

Governance

4.3.1 Eskom is a State Owned Company as defined in the Companies Act 2008 and wholly
owned by the Government of South Africa (GoRSA). Governance oversight over state owned
enterprises (SOEs) vests in Parliament, the Executive Authority (Minister of Department of
Public Enterprises (DPE)) and the Boards of SOEs. The Minister of DPE sets the overall
strategic direction for the entity. In terms of regulation, in addition to legislative requirements
based on a SOE’s enabling legislation and the Companies Act, corporate governance with
regard to SOE’s is applied through the precepts of the Public Finance Management Act
(PFMA) as well as the Protocol on Corporate Governance for SOEs (2002). SOEs are also
subject to the King Principles on Corporate Governance which are mandatory for listed
companies. The PFMA confers the executive authority oversight powers with particular
reference to the corporate plans, shareholder’s compacts and quarterly reports. The executive
authority appoints the Board and its Chairperson as well as the Chief Executive (who is one of
the two executive directors of the Board). The other executive director is the chief financial
officer who is appointed by the Board after approval of the candidate by the shareholder. Noting
Eskom’s size, challenges, complexity and role in the economy, the Board approved a three
person top team, adding the office of the Chief Operating Officer (COO), to the existing Group
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Chief Executive (GCE), and Chief Financial Officer (CFO). Both the GCE and COO are in
place and the appointment of the CFO is expected by end of September 2018.
4.3.2 South Africa has adopted an electricity pricing policy that provides a framework for
cost-reflective pricing and the recovery of efficient costs and fair returns. The National Energy
Regulator of South Africa7 is in charge of applying this policy framework based on the multiyear price determination formula. Currently this formula is the applicable regime running from
2013/14 through to 2017/18. Despite the tariff increasing in excess of 300 percent since 2008,
the tariff is still not cost reflective (targeted for 2013 in the electricity pricing policy), as the
actual pre-tax return on assets has been below the target real (the energy regulator has
calculated the current Eskom pre-tax real weighted average cost of capital to be 7.65 percent)
and nominal thresholds, even reaching negative levels in some years. This has been on account
of the significant impact on customers of a substantial increase, which is required to migrate to
cost-reflectivity. The recent IPP procurement processes for renewables and coal have provided
critical price, operations and efficiency benchmarks for the sector. The transition to cost
reflectivity will have to be a combination of tariff awards by the regulator and efficiency
improvements by Eskom. A new tariff application is forthcoming, and Eskom is working
closely with the energy regulator to ensure that tariffs implemented provide for Eskom’s longterm financial sustainability.

4.4.

Sustainability

4.4.1 Project technical sustainability is defined by (i) relevance and duration of the proposed
design in terms of system redundancy, capacity and allowance of network performance within
technical limits; and (ii) technical specification of the equipment used. Project design and
equipment specification of any project implemented by Eskom is prescribed by the National
Grid Code and monitored by the regulator. The projects under the proposed loan have been
designed to ensure technical sustainability as per the Grid Code requirement.
4.4.2 The latest financial statements for the financial year ending March 2018 revealed that
Eskom is in poor financial condition especially related to liquidity. Cash flow from operations
is substantially less than investments and debt service (see Annex for full financial analysis).
Borrowing has been difficult lately due to the company’s financial situation, governance
problems and the qualified financial statements. The Government and Eskom recognize the
need to address the utility’s short, medium and long-term financial sustainability through a
review of the business and financial model. A strategy framework is currently being developed
and will be completed in September 2018. The framework will inform Eskom’s new trajectory,
which includes Eskom’s ambition for 2035.
4.4.3 To address the financial challenges Eskom has developed the 2018/19 Corporate Plan
only focused on the first year of the planning period whilst the strategy framework is being
finalized. The Plan is targeting strengthening the company’s financial position through demand
stimulation, cost containment and improving efficiencies (reduction in capital and operating
expenditure), and attaining a cost reflective price of electricity. A key initiative identified in
the financial year 2018/19 Corporate Plan to solve issues of liquidity and financial health
challenges is restricting Eskom-funded capex to ZAR 45 billion per annum during the next
three years. This is aimed at improving liquidity over the next 24 months, as well as improving
the Earnings before Interest, Tax, Depreciation and Amortization margin to above 35%. The
current Corporate Plan does not take into account the additional revenue to be received from
7

The National Energy Regulator of South Africa was established by the National Energy Regulator Act (2004)
to regulate the electricity, piped-gas and petroleum pipelines industries.
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the regulatory clearing account to fund operational activities. On 14 June 2018, NERSA
(regulator) approved the recovery of ZAR 32.69 billion out of the ZAR 66.6 billion Regulatory
Clearance Account claim lodged by Eskom. This should contribute to improving the
company’s financial position but is unlikely to be implemented before July 2019.
4.4.4 Eskom has selected a reputable consultant to provide advice on Balance Sheet
Optimization. It is anticipated that these structural reforms could include a reduction in staff,
reduction in staff benefits, closing down of inefficient coal plants, sale of assets and potential
privatization. The government of South Africa has a strong track record of providing support
to critical government-related entities. Since 2008, the government has supported Eskom
through ZAR 60 billion (UA 3.30 billion) subordinated debt, converted to equity in 2015, and
guarantee support to Eskom borrowing to the tune of ZAR 350 billion (UA 19.28 billion). In
the 2016 financial year, the government injected ZAR 23 billion (UA 1.27 billion) of equity
into Eskom.

4.5.

Risk management

Table 4.1: Identified risks and mitigating actions
Description

Risk
Rating
High

Mitigation action

1.

Governance
environment

2.

Eskom’s ability to
service the loan is
threatened by its
financial sustainability
outlook.

High

3.

Deteriorating
plant
performance of the
ageing power station
assets reduce available
electricity,
thereby
further
negatively
impacting the South
African economy.
Project cost overrun
arising
from
implementation delays.

Medium

Low

Eskom has an experienced team to monitor project
implementation. Furthermore, the project will be designed to
have a limited number of contracts to reduce interface challenges.

Implementation delays
arising
from
community complaints
or resistance to the
project.

Low

Eskom conducted adequate public consultations to sensitise the
communities on the project, the activities and benefits; and
contractors are expected to source some of their labour from the
local communities to ensure full buy in.

4.

5.

The new administration has promised to deal decisively with
governance and financial failures at state owned companies. A
strong signal in this regard is the recent appointments of a new
Minister for Public Enterprises and the Board and senior
management of Eskom. Eskom has been reporting back to the
Bank and other lenders regularly including an update on the
implementation of the action plan developed to address the
specific audit findings following the 2017/2018 qualified audits.
As reported in the 2018 results, the verification and clean up
scope has been extended to December 2012.
Eskom has implemented a strategy against municipal arrear debt
which includes curtailing supply to defaulting municipalities.
The residential revenue management strategy implemented
focuses on energy protection and energy loss programmes
through the installation of split metering and the conversion of
the meters of non-paying credit metering customers to prepaid
meters. NERSA’s determination of ZAR 32.7 billion for the
2015 to 2017 financial year’s regulatory clearing accounts will
contribute positively towards future cash flows.
Eskom is implementing a five-year plan for generation
sustainability, which includes a firm commitment not to postpone
critical maintenance. Energy availability of Eskom plants has
started to show an improvement, rising to 78 percent as of March
2018 after reaching a low of 69.6 percent (Q1 2016). The target
is to reach 80 percent by 2020/21.
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4.6

Knowledge building

4.6.1 The lessons learnt from previous projects in the sector have been documented to
improve the execution of current and future projects. Eskom will undertake the monitoring and
evaluation of the project and report to the Bank on a quarterly basis to evaluate progress against
the project indicators. A mid-term review will be conducted. The Bank and Eskom will jointly
prepare a project completion report.

V – LEGAL INSTRUMENTS AND AUTHORITY
5.1.

Legal instrument

The legal instruments for the project shall be:
(i) a Loan Agreement to be entered into between Eskom (SOC) Ltd (the “Borrower”) and
the AfDB (the “Bank”);
(ii) a Guarantee Agreement to be entered into between the Republic of South Africa and
the Bank;
(iii) a Loan Agreement to be entered into between Eskom Holdings (SOC) Ltd and the
African Development Bank (On behalf of the Africa Growing Together Fund); and
(iv) a Guarantee Agreement to be entered into between the African Development Bank
(acting on behalf of the Africa Growing Together Fund) and the Republic of South
Africa.

5.2.

Conditions associated with the Bank’s intervention

a)

Conditions precedent to entry into force: The Loan Agreements shall enter into force
on the date of signature by the Borrower and the Bank. The Guarantee agreements shall
enter into force on fulfilment of the conditions set out in section 12.01 of the General
Conditions (sovereign entities)

b)

Deduction of Front-End Fee
(i) No disbursement of the Loan shall be made until the Bank has received from the
Borrower payment in full of the Front-End Fee.
(ii) The Borrower may, by notice in writing, request that the Front-End Fee be paid out
of the proceeds of the Loan and, if the Bank agrees to such request, the Bank shall,
on behalf of the Borrower, withdraw an amount equivalent to the Front-End Fee
from the Loan and pay to itself such fee.

c)

Conditions precedent to first disbursements of the loan - The obligation of the Bank
to make the first disbursement of the Loan shall be conditional upon the entry into force
of the Loan Agreements, and the submission by the Borrower, of evidence in form and
substance satisfactory to the Bank, confirming the fulfillment of the following conditions:
i)
Signature and the entry into force of the Guarantee Agreement;
ii) Fulfillment of the conditions set out in Section 12.02 of the General Conditions
(non-sovereign entities);
iii) Certification by an independent external auditor that, since the most recent audited
financial statements and management accounts of the Borrower, there has been no
material adverse change in the condition of the Borrower and the composition of
the Borrower’s senior management team, which would affect the Borrower’s ability
to fulfill its obligations under the Loan Agreement;
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iv)
v)

Appointment of the substantive Chief Finance Officer (CFO) of the Borrower,
acceptable to the Bank; and
Compensation of all the Project affected persons (“PAPs”) and acquisition of
servitude and right of way from the affected farmers for works for the Kusile-Zeus
and Zeus-Kendal lines.

d)

Conditions Precedent to Disbursement for Works: The obligation of the Bank to
disburse for Works requiring resettlement and/or compensation of Project Affected
Persons (PAPs), shall be conditional upon the fulfilment by the Borrower, in form and
substance satisfactory to the Bank, of the conditions mentioned in Section 5.02 above,
and of the following conditions:
(i) Submission of a Resettlement Action Plan (RAP) and a Works and Compensation
Schedule for the Kwazulu-Natal (Ariadne-Venus and Ariadne-Eros) power
transmission lines, detailing: (a) sections into which civil works under the Project
will be divided, and (b) time frame for compensation and resettlement of all PAPs
in respect of each affected section; and
(ii) Submission to the Bank of evidence that, prior to commencement of civil works on
any affected section, all PAPs identified in respect of such section have been
compensated and/or resettled in accordance with the Environmental and Social
Management Plan (ESMP), the RAP, any updates to the RAP, the Works and
Compensation Schedule, and the Bank’s Safeguards Policies.

e)

Undertakings
The Borrower undertakes, in form and substance satisfactory to the Bank, to:
i)
Fully implement the ESMP and RAP of the Project, as may be updated, and
comprehensively report to the Bank on the said implementation on a quarterly basis,
as part of the quarterly progress report;
ii) Implement the Project and have it implemented by its contractors in accordance
with: (a) the rules and procedures of the Bank; (b) national law; and (c)
recommendations and procedures contained in the ESMP; and
iii) Facilitate the Bank’s fiduciary oversight through procurement audits of the entire
procurement cycle from needs assessment to contract award and management and
financial audits to be conducted bi-annually and upon completion of the Project.

f)

Integrity
The Borrower shall, and shall cause its contractors or agents to, carry out the Project in
accordance with the provisions of the Anti-Corruption Policies.

5.3.

Compliance with Bank policies

This project complies with all applicable Bank policies – particularly those on public sector
lending, integrated (environmental and social) safeguard systems, resettlement and involuntary
resettlement – and is in line with the Bank’s crosscutting themes of gender and poverty.

VI – CONCLUSION AND RECOMMENDATION
Management recommends that the Board of Directors grant an AfDB loan not exceeding ZAR
2.886 billion (Two Billion Eight Hundred and Eighty Six million ZAR), and AGTF loan not
exceeding USD 25 million (Twenty Five million USD), to Eskom for the purposes and subject
to the conditions stipulated in this report.
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Appendix I. Country’s comparative socio-economic indicators
South Africa
COMPARATIVE SOCIO-ECONOMIC INDICATORS
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Sources : AfDB Statistics Department Databases; World Bank: World Development Indicators;
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** Labor force participation rate, female (% of female population ages 15+)

I

2014

9.4
30.0
34.5
11.6

Infant Mortality Rate
( Per 1000 )

2012

11.9
43.4
28.0
3.0

2013

8.6
43.2
23.3
1.1

2013

10.3
79.8
7.6
9.0

2013

2013
2013
2013
2012

Environmental Indicators
Land Use (Arable Land as % of Total Land Area)
Agricultural Land (as % of land area)
Forest (As % of Land Area)
Per Capita CO2 Emissions (metric tons)

South Africa
Africa

2011

102.4
102.2
105.3
105.3
82.2
98.6
98.9
98.4
4.8
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2012

104.7
102.9
57.8
55.7
50.6
70.5
77.3
64.0
4.2

2012

100.5
97.1
50.9
48.5
47.6
66.8
74.3
59.4
5.0

Africa

Life Expectancy at Birth
(years)

2010

99.7
97.3
93.8
103.8
78.4
94.6
95.8
93.4
6.1

South Africa

2011

2010-2015
2010-2015
2010-2015
2010-2015
2010-2015
2010-2015
2010-2015
2010-2015
2010-2014

0.0

2011

Education Indicators
Gross Enrolment Ratio (% )
Primary School
- Total
Primary School
- Female
Secondary School - Total
Secondary School - Female
Primary School Female Teaching Staff (% of Total)
Adult literacy Rate - Total (% )
Adult literacy Rate - Male (% )
Adult literacy Rate - Female (% )
Percentage of GDP Spent on Education

0.5

2009

292.3
859.8
...
99.5
68.0
99.4
...
21.0
...
93.7
1.1
3 503
7.7

1.0

2010

123.8
220.0
68.5
89.3
57
61.2
...
160.0
90.0
83.5
16.2
2 335
3.0

1.5

2010

47.9
135.4
53.2
71.6
54.0
39.4
3.8
245.9
84.1
76.0
18.1
2 621
2.6

2.0

2005

77.6
511.4
94.3
93.2
54.4
66.4
18.9
834.0
77.0
70.0
8.7
3 007
4.2

2.5

2009
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2014
2014
2014
2014
2010-2014
2011
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3.0

2009

Health & Nutrition Indicators
Physicians (per 100,000 people)
Nurses and midwives (per 100,000 people)
Births attended by Trained Health Personnel (% )
Access to Safe Water (% of Population)
Healthy life expectancy at birth (years)
Access to Sanitation (% of Population)
Percent. of Adults (aged 15-49) Living with HIV/AIDS
Incidence of Tuberculosis (per 100,000)
Child Immunization Against Tuberculosis (% )
Child Immunization Against Measles (% )
Underweight Children (% of children under 5 years)
Daily Calorie Supply per Capita
Public Expenditure on Health (as % of GDP)

Africa

Population Growth Rate (%)

2000

0.4
0.8
17.2
16.6
51.2
97.6
22.8
79.4
82.4
11.6
9.1
5.8
6.8
1.8
10.0
...

2005

1.9
2.9
28.0
6.6
52.9
103.0
25.7
66.2
68.0
27.0
7.9
35.2
47.3
3.5
238.0
...

2000

2.5
3.6
40.9
3.5
79.9
100.2
24.0
61.5
63.0
34.4
9.1
52.2
75.5
4.5
495.0
31.0

2005

0.9
1.4
28.9
5.1
51.6
96.9
26.9
57.8
59.6
20.2
12.4
33.6
40.5
2.3
138.0
65.1

2000

2016
2016
2016
2016
2016
2016
2016
2016
2016
2016
2016
2015
2015
2016
2015
2016

2012

Sout h Africa

Demographic Indicators
Population Growth Rate - Total (% )
Population Growth Rate - Urban (% )
Population < 15 years (% )
Population >= 65 years (% )
Dependency Ratio (% )
Sex Ratio (per 100 female)
Female Population 15-49 years (% of total population)
Life Expectancy at Birth - Total (years)
Life Expectancy at Birth - Female (years)
Crude Birth Rate (per 1,000)
Crude Death Rate (per 1,000)
Infant Mortality Rate (per 1,000)
Child Mortality Rate (per 1,000)
Total Fertility Rate (per woman)
Maternal Mortality Rate (per 100,000)
Women Using Contraception (% )

2011

36,907
1,407.8
80.6
25.6
38 317
60.3
52.1
0.792
...
...

2010

94,638
3,010.9
41.6
67.7
4 226
63.9
49.9
0.506
...
14.9

2009

30,067
1,214.4
40.1
41.3
2 045
65.6
55.6
0.801
...
42.7

Developed
Countries

2008

1,219
55.0
63.9
45.3
6 800
53.3
46.3
0.680
116
16.6

Developing
Countries

2005

2016
2016
2016
2016
2014
2016
2016
2007-2013
2014
2008-2013

Africa

2000

Basic Indicators
Area ( '000 Km²)
Total Population (millions)
Urban Population (% of Total)
Population Density (per Km²)
GNI per Capita (US $)
Labor Force Participation *- Total (% )
Labor Force Participation **- Female (% )
Gender -Related Development Index Value
Human Develop. Index (Rank among 187 countries)
Popul. Living Below $ 1.90 a Day (% of Population)

South Africa

Africa

August 2016

Appendix II: South Africa: Bank on-going projects (August 2018)

Long name

1
2
3
4
5
6
7
8
9

10

11
12

Finance
HOUSING INVESTMENT PARTNERS TRUST HIP2
STANDARD BANK OF SOUTH AFRICA
PROJECT FINANCE LINE OF CREDIT
NEDBANK GROUP LINE OF CREDIT
INDUSTRIAL DEVELOPMENT CORPORATION
(IDC) LOC II
NON SOVEREIGN GUAR.LINE OF CREDIT TO
IDC
FIFTH LINE OF CREDIT TO DEVELOPMENT
BANK OF SOUTHERN AFRICA
LAND AND AGRICULTURAL DEVELOPMENT
BANK OF SOUTH AFRICA
NEDBANK LIMITED
IDC LINE OF CREDT III

Industrial/ mining/Quarry
KALAGADI INDUSTRIAL BENEFICIATION
PROJECT
Multi Sector
STATISTICAL CAPACITY BUILDING
PROGRAM PHASE II (SCB-II)
SOUTH AFRICA MIC TECHNICAL
ASSISTANCE PROJECT

Window

Approval
date

Amount App.

Amount Dis.

Dis.
Ratio

[ ADB ]

10/12/2016

32,473,821.5

0.0

0.0

[ ADB ]

9/11/2008

153,622,702.6

153,622,702.6

100.0

2.7

3.0

[ ADB ]

9/11/2008

69,828,501.2

69,828,501.2

100.0

2.7

3.0

[ ADB ]

5/19/2010

139,657,002.4

139,657,002.4

100.0

2.7

2.3

[ ADB ]

11/5/2004

10,183,676.5

10,183,676.5

100.0

2.5

3.0

[ ADB ]

2/3/2011

209,485,503.6

209,485,503.6

100.0

2.4

2.0

[ ADB ]

6/20/2012

56,971,616.7

56,971,616.7

100.0

0.0

0.0

20,948,550.4
74,063,101.8
69,828,501.2

0.0
0.0
0.0

0.0
0.0
0.0

6.2
0.8
1.0
1.0

837,062,977.9

639,749,003.1

76.4

6.1

103,418,803.4

103,418,803.4

100.0

103,418,803.4

103,418,803.4

100.0

[ ADB ]
[ ADB ]
[ ADB ]

[ ADB ]

5/18/2011

[ ADB ]

7/7/2011

490,600

490,600.0

100.0

[ ADB ]

9/7/2016

683,527

404,037.1

59.1

1,174,120

894,637.1

76.2

II

IP (Impl.
Progress)

DO (Dev.
Objectives)

Age

1.9

1.9

2.0

10.0
10.0
8.3
13.9
7.6

7.3
7.3

7.2
2.0
4.6

13
14
15

Power
ESKOM II POWER PROJECT
ESKOM II - A LOAN
ESKOM HOLDINGS LIMITED
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XINA SOLAR ONE PROJECT

17
18

19
20

21
22

23
24

ESKOM RENEWABLE ENERGY - UPINGTON
CSP
MEDUPI POWER PROJECT ESKOM (LOAN IN
EURO)
Social
MIC - EDUCATION FOR SUSTAINABLE
DEVELOPMENT IN NATURAL MINER
ENTERPRISE DEVELOPMENT PILOT
PROJECT
Transport
TRANSNET EXPANSION CORPORATE LOAN
II
TRANSNET LTD
Water supply/ Sanitation
OPERATIONALIZING COMMUNITY-DRIVEN
MULTIPLE-USE WATER SERVICE
SOCIAL FRANCHISING OPERATIONS &
MAINTENANCE OF SCHOOL SANITA

[
[
[
[

ADB ]
ADB ]
ADB ]
ADB ]
[CTF]

12/15/2015
12/15/2015
6/28/2007
6/23/2014
6/23/2014

301,513,963.7
6,982,850.1
349,142,506.0
47,891,791.8
28,978,828.0

301,513,963.7
6,982,850.1
349,142,506.0
47,891,791.8
28,978,828.0

100.0
100.0
100.0
100.0
100.0

[CTF]

5/30/2011

34,914,250.6

0.0

0.0

[ ADB ]
[ ADB ]

11/25/2009
11/25/2009

778,509,781.6
605,608,286.0
2,153,542,257.8

658,742,290.1
598,266,370.4
1,991,518,600.2

84.6
98.8
92.5

[ MIC ]

2/19/2016

205,950

157,077.5

76.3

[ MIC ]

4/23/2015

1,200,000

334,093.1

27.8

1,405,950

491,170.6

34.9

[ ADB ]

12/18/2014

199,400,658.6

170,914,850.2

85.7

[ ADB ]

6/23/2010

153,994,280.1
353,394,938.6

153,994,280.1
324,909,130.3

100.0
91.9

[AWF]

7/22/2014

1,121,723.8

1,009,551.4

90.0

[AWF]

12/12/2014

998,632.2

637,038.7

63.8

2,120,355.9

1,646,590.0

77.7

3,452,119,410.8

3,062,627,934.6

89.6

GRAND TOTAL

III

1.8
2.6
2.6

1.5
3.0
3.0

2.5
2.5

2.8
2.8

2.7
2.7
11.2
4.2
4.2
7.3
8.8
8.8
6.3

2.6
3.4
3.0

1.9

3.0

3.7
8.2
6.0

4.1
3.8
3.9
6.1

+

Agriculture

Water

Energy
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Appendix IV: Map of the project area
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Appendix V: Review of country parameters for
eligibility for Bank financing
The 2008 eligible expenditures policy prescribes a minimum contribution threshold for
counterpart funding of 50 percent of the total project/programme costs for AfDB countries.
For this project, the counterparty funding is 15 percent and is justified below in line with the
policy provisions.
Country’s commitment


Has the government demonstrated willingness to participate in project financing by
efficiently mobilising counterpart funding?

Yes. Since 2008, the government has supported the Eskom through a ZAR 60 billion (USD4.5
billion) subordinated debt, converted to equity in 2015, and a guarantee framework to support
Eskom borrowing to the tune of ZAR 350 billion (USD26.4 billion). In the 2016 FY, the
government injected ZAR 23 billion (USD1.7 billion) equity into Eskom.
 Is the government interested and actively involved in the implementation of the project?
Yes. The government of the Republic of South Africa is the sole shareholder of Eskom. The
shareholder representative is the Minister of Public Enterprises. In terms of the Treasury
Regulations issued in accordance with the Public Financial Management Act, Eskom must, in
consultation with its executive authority (the Minister of Public Enterprises), annually conclude
a shareholder compact documenting the mandated key performance measures and indicators
the company has to attain, among which is the execution of the project covered by this loan.
Over the past few years, the government has increased its oversight of Eskom through an interministerial committee and regular reporting and meetings involving both the National Treasury
and the DPE.
 Is the project in a sector of priority under the poverty reduction strategy?
Yes. The development agenda of the country is contained in the Medium Term Strategic
Framework 2014-2019 and the NDP 2030. Both the framework and the NDP identified energy
as one of the key economic priorities.
 Has there been progress in achieving the poverty reduction strategy objectives?
Yes. South Africa has made significant progress in addressing development challenges since
its 1994 democratic transition. The country achieved the Millennium Development Goal of
universal access to primary education, covering children between the ages of 0 and 13, before
the year 2015. About 88.8 percent and 80.9 percent of households in South Africa had access
to functional water and sanitation services, respectively, (2016), while 84.2 percent had access
to electricity in 2017. Access to health services remains high. South Africa already had a
comprehensive, responsive and sustainable social protection system covering nearly 17 million
individuals in 2016. In spite of these achievements, poverty and income inequality remain high
in rural areas and townships, while the national unemployment rate increased to 27.7 percent
in Q1 2017. The poverty headcount increased to 55.5 percent in 2015 from 53.2 percent in
2011 and 25.2 percent of the population – i.e. 14 million out of 56.5 million South Africans –
lived in extreme poverty in 2015. Over the past two decades, South Africa has also registered
a sharp increase in income inequality, with the country’s Gini coefficient increasing from 0.63
(2005) to 0.65 (2016) – the highest in the world. The national unemployment rate increased
from 26.7% in Q1 2018 to 27.2 percent in Q2 2018. Youth unemployment is one of the highest
in the world at nearly 54 percent for the 15-24 years age group as of mid-2018. Currently, over
6 million South Africans are unemployed.
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Country’s financial allocation to the sector


Is the country’s public expenditure allocation giving high priority to the sector
concerned?
Yes. From 1998/99 to 2016/17, public-sector infrastructure expenditure as a share of gross
domestic product (GDP), has averaged 6 percent. About 76 percent of this was on energy,
transport, and water and sanitation. Energy expenditure is expected to total R218.8 billion over
the next three years, accounting for about 26 percent of total public sector infrastructure
spending. Eskom accounts for ZAR 197.3 billion, or 90.2 percent, of this amount. In the past
three years, i.e. 2013/14 to 2015/16, government spent ZAR 203.3 billion (USD15.4 billion)
or 26 percent of the total infrastructure investment on energy alone. Investment on energy
remains the government’s top priority as the current supply will not be able to sustain
expansions in private sector investments badly needed to resuscitate growth and job creation.
Eskom's funding plan (2018–2022) shows a borrowing requirement of ZAR 274.4 billion to
finance the capacity expansion programme which will mainly be financed through various
sources of borrowings ranging from development finance institutions, export credit agencies,
commercial banks and capital market. It is ZAR 63.3 billion lower than the ZAR 337.7 billion
targeted for the period 2017/18 to 2021/22, largely due to a reduction in capital requirements
in response to the restriction on the company’s borrowing capacity.
Country’s debt level and budget situation
 Can the country sustain additional debt, and how is current debt being managed?
The national government total gross debt stood at 51 percent of GDP in FY 2016/17 but public
debt is still sustainable. Debt accumulation has been rising but at a slower rate. South Africa’s
debt is now above the median for emerging markets. Nonetheless, public foreign debt accounts
for less than 10 percent of national government debt. Authorities are committed to the
stabilisation of debt. The International Monetary Fund public debt sustainability analysis report
indicates that South Africa’s public debt level is sustainable and well below the high risk
indicative threshold of 70 percent of GDP for emerging market economies, but it remains
highly sensitive to growth and contingent liability shocks.


To what extent is the government receiving co-financing from other donors?

Official Development Assistance (ODA) grant constitutes less than 1 percent of the South
African budget, and there is no institutionalised donor coordination mechanism in South
Africa. However Eskom has been able to continue raising debt despite the recent credit risk
downgrades. In 2016 the Bank managed to crowd in USD965 million from nine commercial
banks (Bank of China, Bank of Tokyo-Mitsubishi, Caixa Bank, Citibank, HSBC, JP Morgan
Chase, KfW IPEX Bank, Siemens Bank, and Standard Chartered) under the A/B loan structure.
Eskom has also received funding over the past two years from a number of lenders including a
USD2.5 billion facility from China Development Bank (2018), USD 100 million facility from
French Agency for Development (2017), USD180 million from New Development Bank
(2016), and EUR 300 million from the German Development (KfW). The Eskom Board
approved a borrowing programme of R49 billion for the period 1 April 2018 to 31 March 2019,
of which 70 percent had been secured by August 2018. Potential funding sources have been
identified and plans are being pursued to secure the rest of the required funding.
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Appendix VI: Corporate Governance Update
Background and Context
A number of public reports related to Eskom Holdings SOC Ltd (“Eskom”) governance and
procurement processes were issued during the period 2014 to 2017. The issues identified in the
reports relate to governance (basis of decisions), people (conflicting roles and ethics of
conduct) and processes (operational effectiveness of controls).
During the financial year ended March 2017, (FY17) Eskom received a qualified audit opinion
on its annual financial statement. The qualified audit related to the issue of the completeness
of the disclosure in line with the Public Finance Management Act (PFMA) legislation - as
reported in note 52 (irregular expenditure) of the audited statements - and the subsequent
emphasis on matters raised by the auditors on Eskom as a going concern. There were no issues
identified by the external auditors regarding the reporting in terms of IFRS.
To address the challenges, Eskom and the Lenders agreed, in November 2017, to an eleven
point Action Plan (see table below) targeting: (i) the concerns related to corporate governance;
(ii) confirming that African Development Bank (Lenders) funded transactions were not a
source of irregular expenditures that led to the audit qualification Eskom received in FY 2017;
and (iii) to rectifying the reported cases of irregular expenditures, and strengthening the
company’s regulatory compliance and internal controls to address the systemic issues that led
to the audit qualification. Government and Eskom have managed to fulfill nine of the eleven
Action Plan items – see Table 1 below.
For FY2018, Eskom again received a qualified opinion because for the greater part of FY18,
the group’s procurement procedures generally did not comply with the PFMA.
Corporate Governance / People
The new President of South Africa, Cyril Ramaphosa, has promised to deal decisively with
governance and financial failures at state owned companies. A strong signal in this regard is
the appointment in January 2018 of Cabinet Ministers who are considered competent and
possess a high level of integrity at the Ministry of Finance the Ministry of Public Enterprise
and Ministry of Energy. Cabinet’s top priority is to clean up corruption and prosecute
individuals responsible for the theft of state funds within both Eskom as well as within other
Government funded programs.
In January 2018, the Government laid the foundation for institutional reforms at Eskom,
through the appointment of a full fifteen member Board. The new Board appointed an interim
Chief Executive Officer (CEO) from outside Eskom, with relevant experience and expertise
and a strong track-record in public and private service. Following the required process for
selection of a permanent CEO, the Board appointed the interim CEO as Eskom’s permanent
CEO on May 24, 2018. The new Board also appointed an acting Chief Financial Officer (CFO).
Appointment of the CFO is expected by end of September 2018. Noting Eskom’s size,
challenges, complexity and role in the economy, the Board approved a three person top team,
adding the office of the Chief Operating Officer (COO), to the existing GCE, and CFO
positions.
These changes in leadership and senior management have brought much needed stability to the
utility which has had ten CEOs in ten years and six Boards in the same period. The declared
intention of the new leadership is to clean up, stabilize and set Eskom up for future growth.
The Board is implementing a five-point plan to transform governance through:
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(i) Strengthening the internal ethics and fraud framework, and focusing on consequence
management.
(ii) Implementing independent lifestyle and conflict of interest audits on senior management
and other levels, as deemed necessary - Remedial action has been taken against 25 staff
doing business with Eskom, 7 of which have exited.
(iii) Terminating all irregular supplier contracts and work - All irregular supplier contracts
have been investigated (so far 5 companies are no longer doing business with Eskom –
the amount spent with these companies in the past three years was R2.3 billion). Eskom
has manged to recover ZAR 902 million from McKinsey; and is now pursuing interest
recovery.
(iv) Enhancing the commercial governance process to ensure robust scrutiny, and
strengthening the delegation of authority framework.
(v) Instituting disciplinary charges and taking legal action, if required.
 Ten implicated senior executives exited the organisation. Finalisation of the
outstanding disciplinary hearings relating to senior executives is being accelerated
 Eleven criminal cases have been opened, 5 of which involve 9 senior executives
are underway
 A total of 1,049 outstanding disciplinary cases since April 2018 have been opened,
of which 628 have been finalised, resulting in 75 employee exits.
 A total of 239 whistleblowing cases are being investigated.
 The utility is cooperating with eight regulatory bodies conducting major
investigations
Eskom has provided the financiers with a comprehensive independent report detailing the
findings from completed governance related investigations, and the steps taken to address key
concerns. The measures taken thus far go a long way in setting the tone and improving the
internal control and overall governance environment in which Bank projects would be
implemented. However it is important to continue dialogue, monitoring and follow up as
necessary.
Processes / Audit Qualification and Compliance Reporting
Eskom has demonstrated significant progress on actions taken to remedy the FY17 reported
irregular expenditures. A supply chain recovery programme, approved by Board and reviewed
by National Treasury, was initiated to address the FY2017 qualified audit opinion which is
monitored by the Audit and Risk Committee. The objective is to address shortcomings
identified, by ensuring adequate systems and processes to monitor and report all irregular
expenditure, as well as taking the necessary corrective actions to address the audit qualification.
As of July 2018, 100% of 205 contracts over ZAR 1 billion and 91% of 6,998 contracts under
ZAR 1 billion awarded over a period of three years had been reviewed to ensure compliance
to procurement and other relevant legislation, as well as various internal policies and
procedures, and to rectify key control weaknesses leading to the audit qualification.
The first phase focused on cleaning up and reviewing open contracts in terms of the PFMA
requirements from the 2017 financial year. The second phase will focus on improving
governance and embedding processes as well as ensuring that all requirements were adhered
to from the applicable dates, 12 December 2012. The verification and cleaning up exercise
resulted in a significant increase in the number of reported irregular expenditure in 2018 (from
R3.0 billion in 2017 to R19.6 billion), with many of the items reported arising in prior years.
It is envisaged that phase two of the recovery programme will address the shortcomings
identified in the audit qualification and could result in further irregular expenditure reported in
the 2019 annual financial statements due to transgressions from the past.
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Eskom’s independent auditor confirmed that none of the contracts funded by the Bank were
implicated in the irregular expenditures that gave rise to the FY17 audit qualification. Equally,
none of the contracts financed by the other DFIs were impacted. Eskom has made significant
progress to address the systemic root causes that gave rise to irregular expenditures and to
implement remedial actions, and has regularly submitted progress reports to the Lenders.
Eskom has provided detailed updates on its internal long-term plan to address shortcomings in
internal controls, compliance reporting and procurement procedures as part of regular project
supervision, and through updates to the joint financiers group.
During the RDGS office audit conducted in November 2017, PAGL had also planned to
undertake a site visit of the Medupi project to confirm its existence and ascertain whether
disbursements are commensurate with the level of completion. This was at a time when Eskom
had multiple requests from various funders to confirm if any of their funds were part of the
irregular expenditure figure. It was therefore agreed with Eskom that the proposed site visit
would be incorporated into the audit of Note 52 planned for the AfDB funding. This was an
additional requirement compared to the rest of the DFIs. During the discussion by the Board
of the RDGS internal audit (June 2018), the members requested that Management should not
present any Eskom project for Board consideration until the site visit is undertaken and a report
submitted by the auditors.
Actions by the Bank
The Bank has increased its oversight and dialogue with Eskom to closely monitor the situation
and provide guidance in concert with other DFIs as summarised below:
i) Through the RDGS team, the Bank has continued to dialogue with the Department of
Public Enterprises (DPE) management including the legal and governance directorates
on the governance and risk management framework, and recent developments. The DPE
confirms that measures are being taken to improve the governance and accountability
systems at Eskom and SOEs in general as part of the implementation of the Report of the
Presidential Review Committee on SOEs. Eskom’s Audit and Risk Committee performed
a follow up review to the recommendation of Dentons’ report.
ii) Since July 2017 the Bank and other DFIs (World Bank, EIB, KfW, AFD, DBSA, China
Development Bank) significantly increased the frequency of engagements with Eskom
including regular meetings with Eskom management and Board and key stakeholders
such as National Treasury and Department of Public Enterprises to determine the extent
of the challenges and risk to the business, the effectiveness of the mitigation measures
under implementation and provide advice where necessary.
iii) Since March 2018, RDGS has enhanced its oversight of Eskom by holding weekly
meetings. The purpose of the meetings is to obtain key information on liquidity,
governance issues, recruitment of the CFO, strategic plans, and audit related issues. The
information feeds into the Bank’s Multi-Departmental Taskforce (MDT) which was set
up in January 2018, to provide management with updates on Eskom. The MDT together
with PEVP submit a Summary Report to Credit Risk Committee and the Board on a
monthly basis.
In addition, World Bank, EIB, KfW, AFD, DBSA and AfDB are in the process of setting up
of a formalized lender group through a Memorandum of Understanding (MOU). The DFI
Committee provides a platform for the Lenders to engage with Eskom and other stakeholders
which includes Eskom Senior management, Department of Public Enterprises, Department of
Energy, National Treasury and National Energy Regulator of South Africa. The Committee
facilitates a comprehensive dialogue related to Eskom’s financial and operational performance,
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plans for long term sustainability, resolution of corporate governance challenges and required
power sector reforms.
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Table 1: Action Matrix
Annex
No.
1
1.1

1.2

Description

Immediate Required Action

Governance and Internal Controls
Addressing Action 1: Appoint a substantive Board Chairman and all
Corporate
Board members, making sure that the members of the board
Governance and management adhere to corporate governance best
practices and have no conflict of interest, no implication in
reports of mis-procurement, mis-use of funds or any
allegation of fraud or corruption, adequate qualifications
and experience for the position.

Action 2: Appoint a substantive Group Chief Executive
Officer and Chief Financial Officer, making sure that they
adhere to corporate governance best practices and have no
conflict of interest, no implication in reports of misprocurement, mis-use of funds or any allegation of fraud or
corruption, adequate qualifications and experience for the
position.
Audit
Action 3: Submit to the lenders in confidence the
qualification spreadsheet that underpins the report about irregular
and
expenditures in Note 52 of the Annual Financial Statements
Compliance for the year ending 31 March 2017.
Reporting
Action 4: Submit to the lenders a report by Eskom’s
independent auditor whether any of the irregular
expenditures reported in Note 52 of the Annual Financial
Statements for the year ending 31 March 2017 relate to
contracts financed by them. If indeed, the nature, root
causes and actions to be taken to address such irregular
expenditures need to be reported.

Target
Date

Final Action Ensuring
Compliance

11/30/17
Appointment of Board,
Group Chief Executive
Officer and Chief
Financial Officer

12/30/17

Prepare the Financial
Statements as of March
11/28/17
31, 2018, and each
subsequent year of the
project lifetime, in full
compliance with
International Financial
Reporting Standards,
12/15/17 Public Financial
Management Act and
other relevant rules,
regulations and laws.
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Progress Update
Completed. New board
appointed on January 20,
2018 with Jabu Mabuza as
Chairperson. 9 new board
members have been added
with 4 members from the
previous board (appointed
on December 8, 2017)
retained.
In progress. CEO appointed
May 24, 2018; CFO to be
appointed in September
2018.

Completed. Document
submitted in December
2017.
Completed: Conclusion is
that no irregular expenditure
were incurred, that must be
reported in Note 52 of the
Annual Financial Statements
of Eskom for the year ending
31 March 2017 and 31
march 2018, relating to the

Action 5: For transactions under AfDB funded contracts
that were not covered in the FY17 audit work for note 52 of
the Annual Financial Statements for the year ending 31
March 2017, submit to the lenders a report by Eskom’s
independent auditor whether there are irregular
expenditures that should have been reported. If indeed, the
nature, root causes and status of actions taken or to be taken
to address such irregular expenditures need to be reported.
Action 6: Regularly updates and submit a report to the
lenders on progress with the implementation of actions
taken on irregular expenditures as identified under actions 4
and 5 above.
Action 7: Submit to the lenders a progress report on the
implementation of actions to rectify key control weaknesses
leading to incomplete reporting of irregular expenditures, as
identified in the FY17 audit report.

These Financial
Statements to be later
audited by independent
and qualified audit firm
acceptable to the Bank
with a clean / unmodified
opinion in accordance
01/15/18 with International
Standards on Auditing.
Provide to the lenders the
final audit report together
with the Management
02/28/18 Letter by June 30, 2018,
and each subsequent year
of the project lifetime.

12/15/17

Action 8: Submit to the lenders the reviewed mid-year
Financial Reports as of September 30, 2017.
12/31/17
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African Development Bank
funded contracts.
Same as above.

No further action required.

Ongoing: Three progress
reports have been submitted
to date. Significant progress
is noted in efforts to address
the root causes that gave rise
to such irregular
expenditures and the
implementation of remedial
action as required by the
nature and scope of
irregularities.
Interim Results released.
Action closed. Issues of
concern were discussed with
Eskom management which
included the severity of the
recent tariff decisions on
cash flow from operations, a
severe liquidity crunch,

unaffordable and growing
debt projects, and current
initiatives to address cost
and liquidity concerns in the
short term.
Action 9: Submit to the lenders:
(i) a list of ongoing governance related investigations; and
(ii) The Terms of Reference (TORs) for the report being
prepared by Ernst & Young (E&Y), consolidating the
findings from the completed governance related
investigations and the consolidated action plan in response
thereto.
Action 10: Submit to the lenders the report prepared by
Ernst & Young consolidating the findings from the
different governance related investigations and the
consolidated action plan in response thereto.

Action 11: Submit to the lenders a progress report by an
independent firm acceptable to the lenders on the
implementation of the consolidated action plan on
governance issues forthcoming from action 8.

(i) 12/8/17
(i) Submitted.

(ii)
12/8/17

12/15/17

06/30/18
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(ii) TORs submitted and
reviewed by the Bank.

Completed. The report has
been reviewed and the
recommendations found
acceptable in improving the
governance environment.
In progress. Eskom is in the
process of recruiting the
consultant. Report is
expected by November,
2018.

