
 

PIC to rethink stakes in state-owned enterprises

The Public Investment Corporation (PIC) has put Eskom on terms to install a new board by the end of November and is
reviewing the basis on which it invests in all state-owned enterprises, says CE Dan Matjila.
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Eskom, which has debt of R360bn, is acknowledged by the Treasury, ratings agencies and banks alike to be a systemic
risk to the economy. Two international banks have called in their loans since June and domestic lenders have warned they
will do the same if a new board is not appointed by November 30.

The main client of the PIC, the Government Employees Pension Fund (GEPF), holds R84bn in Eskom bonds and R1.5bn in
short-term bills.

Included in the first amount is a R20bn private placement by Eskom done in 2016 as part of a debt restructuring.

Speaking to journalists at a joint media event by the PIC and the GEPF, Matjila said the asset manager was developing a
framework to guide its investments. This would tackle the question of whether to exit state-owned enterprises or how to
intervene more effectively to influence governance. It would also guide the PIC on how it should respond should Eskom's
credit rating fall any further.

Matjila said although the PIC was heavily exposed to Eskom - it held 23% of its total debt - it was well within the investment
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mandate provided by the GEPF.

"Our mandate allows us to invest in bonds and goes further to say we can invest in state-owned companies. If that debt is
guaranteed by government, we can subscribe to the full amount [on offer]. So we have taken advantage of the government
guarantee and remain within our mandate," he said.

Eskom debt is already rated subinvestment by all three main ratings agencies. A further sovereign rating could trigger
another Eskom downgrade.

Abel Sithole, principal officer of the GEPF, said the fund had placed limits on investments in state-owned companies based
on their credit ratings. He did not specify what these were.

"We do have limits of how low credit ratings can get. The limits differ, but if ratings were to go significantly into
subinvestment, we would act," he said.

Matjila said the private placement, which arose when Eskom had maturing bonds, was executed with the consent of the
GEPF and on a commercial basis in which the risk had been priced in.

"We are still within the mandate. But going forward, we are going to have to change course because we realise the
systemic nature of this entity. The economy cannot afford for Eskom to fail. So we need to be more active and see how we
can play a bigger role in fixing the governance of Eskom," he said.

Sithole said the GEPF was also engaging with Eskom, although "we are not shouting from the parapets".

Eskom being "too big to fail" is a notion gaining currency in government circles.

RMB credit analyst Elena Ilkova said Eskom was too big to fail in two senses: the economy needed it to produce electricity,
and a default on a debt repayment would be disastrous as the government could not afford to have the contingent liability of
Eskom added directly to government debt. "Too big to fail raises the question of whether the company is structured
correctly to carry on, and raised the debate about whether Eskom should be split up. It is such a humungous enterprise
and very difficult to manage," she said.

For many years experts have argued that Eskom's transmission and generation operations should be split up.

This would also encourage the introduction of real competition in electricity generation.

Grov Steyn, director at Meridian Economics, said the "domino effect" of an Eskom default could be terrible. "The state
underwrites lots of Eskom debt and it also underwrites the pension money that is invested in Eskom debt," he said.

Eskom needed to look for "a radical cost cut" such as shutting down parts of the business that are not needed to keep the
lights on for the foreseeable future.

Steyn, who made a presentation at Monday's public hearings on Eskom's tariff application, said the economics of
decommissioning some of Eskom's older power stations and curtailing its capital expenditure programme, which could lead
to a saving of R17bn, should be explored.
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