NAMPOWER ANNUAL REPORT 2008

Pd

NamPower



Oshakati [ﬂ

CONTENTS




03

04

05

08

10

11

18

21

44

45

VISION & MISSION

GROUP VALUES

GROUP KEY STATISTICS

TRANSMISSION MAP

FOREWORD

CORPORATE STRUCTURE

CHAIRMANOS REVIEW

MANAGING DIRECTOROS REPORT

VALUE ADDED STATEMENT

DIRECTORSO RESPONSIBILITY

STATEMENT

46

47

51

52

55

57

58

60

118

INDEPENDENT AUDITOROS REPORT

DIRECTORSO REPORT

BALANCE SHEETS

INCOME STATEMENTS

STATEMENTS OF CHANGES IN EQUITY

CASH FLOW STATEMENTS

NOTES TO THE CASH FLOW

STATEMENTS

NOTES TO THE FINANCIAL

STATEMENTS

ADMINISTRATION




Paratus Power Station, Walvis Bay rﬂ

NamPower

VISION MISSION
To be a leading energy company in Africa, which excels To provide for the energy needs of our customers, fulfil
in customer service, people development and technological the aspirations of our staff and satisfy the expectations of

innovation. our stakeholders.




GROUP VALUES

Customer Focus

Teamwork

Accountability

Employee Empowerment

Integrity

Safety, Health & Environment (SHE)

WE ARE COMMITTED TO...

Providing value added service to our customers.

Making electricity available to many households in Namibia.
Appropriate development strategies.

Having affordable and competitive tariffs in the region.
Having a proactive workforce.

Adhering to safety measures in all our operations.

Having technically reliable, modern and state-of-the-art
technology and equipment.




GROUP KEY STATISTICS

10.

11.

12.

Total income (N$'000)

Taxation (N$'000)

Capital Expenditure (N$'000)

- Property, plant and equipment

- Intangible assets

Coal Cost - Per Ton (N$)

Average Price per unit sold (Cents)

Number of customers

System Maximum (Hourly demand) (MW)
- Excluding Skorpion
- Including Skorpion

Units into System kW/h (Million)
NamPower

Zesco

Eskom

Zesa

EDM

STEM

Units sold (Million)

Customers in Namibia

Skorpion

Exports to Angola, Botswana and Eskom

Installed Capacity (MW)
- Ruacana

- Van Eck

- Interconnector

- Walvis Bay

Transmission Lines

- 400 kV (km)

- 330 kV (km)

- 220 kV (km)

- 132 kV (km)

- 66 kV and below (km)
- 66 kV

-33kV

- 22 kV

- 11kV

Employees

2008 || 2007 || 2006
1,616,967 1,374,420 1,158,255
(91,613) (102,389) (52,682)
267,975 133,421 196,023
267,400 125,909 182,805
575 7,512 13,218
1,295 825 660
43.20 38.38 3471
3,201 2,526 2,455
449 446 408
533 539 490
3,719 3,621 3,554
1572 1,576 1,606
27 24 78
1,961 1,733 1,620
85 104 162
52 69 6
22 115 82
3,392 3,259 3,199
2,682 2,590 2,481
663 629 682
47 40 36
993 993 993
249 249 249
120 120 120
600 600 600
24 24 24
988 988 988
521 521 521
1,957 1,957 1,960
1,961 1,961 1,876
14,378 14,378 14,655
3,555 3,555 3,826
8,787 8,787 8,808
1,342 1,342 1,321
694 694 700
844 843 960
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REVENUE AND EARNINGS (N$ MILLION)
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TRANSMISSION MAP
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FOREWORD

Localizing Regional Challenges

Recent changes in the power industry coupled with global
and regional economic developments have a bearing on
the performance of Namibia. The current energy shortage
together with the increased demand for electricity; the
extension of rural electrification; complexity involving the
cost reflectivity of tariffs, shortage of human and financial
capital as well as a lack of significant investments in power
generation are just some of the regional challenges facing
Namibia and the rest of the electricity supply industry. Not
attending to these can have a paralysing effect on the
economies of Southern Africa.

NamPower embarked on a number of projects P locally
and regionally, to address this situation in the medium to
long run. Some of these are ZIZABONA (Zimbabwe,
Zambia, Botswana, Namibia), Solar hybrid mini-grid
system, Baines Hydro Power Project, Caprivi Link, Orange
River Hydropower Project, Ruacana 4th Unit, Kudu Gas
to Power Project, Emergency Diesel Generator and
400MW Coal Power station at the coast.

The Southern African Power Pool (SAPP) has implemented
anumber of short-term measures to accelerate the regionOs
power shortage recovery. These include guidelines for
effective inter-utility transmission networks connectivity,
as well as various supply side and demand side
management initiatives.

The ever increasing electricity demand challenge is not
unique to Namibia. The SADC region experienced
phenomenal economic expansion over the past decade,
with growth averaging around 5% in most SADC countries.
The challenge for NamPower and the rest of the Southern
African utilities lies in addressing this growth issue b
especially in light of the huge anticipated uranium and
diamond mining developments in Namibia B by fast-
tracking certain projects.

Now, more than ever, we understand that the realisation
of our countryOs development goals as outlined in Vision
2030 and the Third National Development Plan depends
upon Government policy and the sustainable provision of
energy. As part of our commitment to extend power to
the majority of our people, NamPower - together with the
Ministry of Mines and Energy B continued to electrify
localities in the rural areas. Due to the increasing strain
of urbanisation on electricity, we further renewed our focus
on informal settlements in and around urban areas. The
latter is challenging us to enhance our power supply
performance B especially with the current status of
residential electricity demand that is set to continue
increasing at a pace of above 10% in the next two to three
years.

Overall, our countryOs power supply situation will remain

challenging at least until the completion of the Caprivi link
towards the end of 2009. NamPower has put plans in
place to increase power supply security in our country and
has aggressively been sharing these with all stakeholders.
During the year under review, NamPower met various
consultants of Independent Power Producers (IPPs) on
the subject of renewable energy development and continues
to receive enquiries and proposals on the subject.
Numerous proposals received posed a challenge to
NamPower due to their diversified and incomplete nature
B mostly lacking details on the resources, sites, and viability
of the different projects. Implementation of these plans
will have favourable and far reaching benefits for Namibia
and the SADC Region resulting in an injection of N$9
billion into the energy sector over the next four to five
years.




CORPORATE STRUCTURE

MINISTRY OF MINES AND ENERGY

Hon. E Nghimtina
Minister of Mines and Energy

Hon. B Esau Mr. J lita
Deputy Minister of Mines and Energy Permanent Secretary of Mines and Energy
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CORPORATE STRUCTURE (continued)

NAMPOWER BOARD OF DIRECTORS

Mr. L A Hungamo Mr. P | Shilamba Ms S Mavulu Mr. P Maritz

(Chairman) (Managing Director) (Company Secretary)

Ms R Hanghuwo Mr. G Narib Mr. P Kiiyala Mr. G Amanyanga
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CORPORATE STRUCTURE (continued)

MANAGEMENT COMMITTEE

Mr. P | Shilamba

MD: NamPower

Mr. B Mbuere ua Mr. R Jagau Ms B Hans

Mbuere .
GM: Power System GM: Finance, Treasury &
Chief Operating Officer Development Property Management

Mr. K S Haulofu Ms F L Namene Mr. | Tjombonde Mr. A J Vermeulen

GM: Generation GM: Energy Trading, GM: Corporate Services GM: Transmission
Electrification & Renewable
Energy Development
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CHAIRMANOS REVIEW

Mr. L A Hungamo

INTRODUCTION

I am delighted to share with you the achievements of
NamPower during the past 2007/2008 financial year. |
am further pleased to report that a range of power
generation and transmission projects have been drawn
up which will contribute towards guaranteeing the
sustainable provision of energy thus complementing
regional and Namibian development efforts. Moreover,
a number of these projects are well on the way to being
fully implemented. NamPower's values and mission
statement make clear that NamPower aims to excel in
customer service, people development and technological

innovation.

NamibiaOs second National Development Plan sets out
clear expectations and deliverables for NamPower including
O... to ensure that reliable and competitively priced energy
continues to power the growth of the economy by making
the necessary investments in infrastructure to meet the
growing demands for energy services and to improve on
energy-use efficiencyO and these aims were reiterated at
the SADC Council of Energy MinistersO meeting in 2007.

This leaves little doubt that the emphasis is on regional

growth to ensure that local demands are met.

The unequivocal challenge to NamPower is to fast-track
key projects in order to address this shortfall in the light
of the huge anticipated demand for electricity by
developments in uranium and diamond mining which are

likely in the coming two to five years.

ECONOMIC PROSPECTS

The world economy is currently facing a massive slow
down as a result of the fallout from the US sub prime
mortgage crisis. The loss of confidence in the markets is
affecting almost all markets and leading to increased
instability in global economic performance. Global
economic growth for 2008 is slipping to below-trend
pace, led by a marked slowdown in the worldOs major
economies including the US, the Euro area, Japan and
the UK during 2008 and into 2009.

These growth rates are below the average
growth of 4.1% over the past 10 years. In
the meantime, inflation has moved into double
digit territory. The upward trend seems to be set
to continue before receding back to single digit
levels again in the first half of 2009.

The GDP Growth
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Namibian growth is forecast to slow in 2008 and inflation
is expected to have peaked at 12% during the fourth
quarter of 2008.

Global and regional economic developments have a
bearing on the performance of the Namibian economy.
NamibiaOs inflation rate continued to rise during 2008
largely due to food and oil prices but these peaked in July
2008 and subsequently fell as the likelihood of recession
in the major economies increased. However, in spite of
the current wave of inflation and its perceived impact
on consumer spending in the economy, industrial
demand for electricity remains fairly strong, increasing

Consumer Inflation(%)



the pressure to increase electricity supply in the short-
term. The expansion in the mining industry remains fairly
robust with major developments expected in the next two
to three years, in addition to various other manufacturing
step loads. Residential demand for electricity is set to
continue increasing at a pace of above 10 percent in the
coming two to three years.

The challenge of meeting ever increasing demand for
electricity is not unique to Namibia. The SADC region
has experienced phenomenal economic growth over the
past decade, with growth averaging around 5 percent in
most SADC countries. The current status of power supply
within the region, which has an installed capacity of 54,742
MW of which only 46,391 MW is available, is critical.
Although new generation amounting to 1,810 MW was
commissioned during the course of 2007, the reserve
margin is still below the required reserve margin of 10
percent and it is projected that it will even shrink more as
demand increases.

The Southern African Power Pool (SAPP) has embarked
on a number of short-term measures to overcome the
power supply deficit. These short-term measures include
short-term projects undertaken by each countryOs utility,
EskomOs recovery plan and power made available for
export to the rest of the region by Mozambique. Other
measures to accelerate the regionOs recovery from
this power shortage include ensuring the effective
inter-utility transmission networks connectivity, as well as
various Supply Side and Demand Side Management
initiatives.

HIGHLIGHTS

A number of exciting projects are either ear-marked or
are in the process of construction to meet growing local
energy demands. These include the ZIZABONA
(Zimbabwe, Zambia, Botswana, Namibia) interconnector,
the Baynes Hydro Power Project, the Caprivi Link, the
Lower Orange River Hydropower Project, the fourth turbine
at Ruacana, the Kudu Gas-to-Power Project, the
Emergency Diesel Generator at Walvis Bay, the 400MW
coal-fired power station at the coast and the Tsumkwe
Solar hybrid mini-grid system. These projects are in
different phases of development and efforts are underway
to ensure that they reach implementation.

Another highlight of the year under review has been the
development of the NamPower Business Plan.

Although NamPower had an approved strategic plan, the
initiative entailed review and alignment of the existing
strategy and business review process culminating in the
development of a five year business plan. To support the
delivery of its Vision of becoming OA leading Eenergy

company in Africa which excels in Customer Service,

People Development and Technological InnovationO
NamPower is busy introducing a Balanced Scorecard

based Performance Management System.

Leveraging the OTeam NamPowerQ drive that will emanate
from these initiatives, we hope to positively contribute to
ensuring that 100 percent of NamibiaOs peak demand and
at least 75 percent of total electricity demand will be
supplied through domestic generation sources by 2012.

With this focused approach we are confident that we will
be able to deliver on the expectations of all our stakeholders.

PROSPECTS

The power supply situation in the country will remain
challenging at least until the completion of the Caprivi link
towards the end of 2009. NamPower has put plans in
place to improve the security of power supply in the country
and has been proactively sharing these plans with all
stakeholders for their understanding and support. The
implementation of these plans will result in an injection of
N$9 billion into the energy sector over the next four to five
years which will not only double NamPowerOs balance
sheet, but also boost the Namibian economy. This will
have far reaching benefits that will improve the quality
of life of the Namibian people and the population in the
wider SADC region.

NamibiaOs power supply situation represents a national
challenge and will require the support of all stakeholders®
if it is to be successfully addressed. At NamPower, we

are fully aware of our role in realising Vision 2030 as

electricity will remain an enabling factor towards the

realisation of this noble vision. NamPower acknowledges

the negative impact of the current power supply situation,

including the possibility of load shedding, on the national

economy. The global economic crisis will not significantly

reduce demand for power in Namibia. The economies of

developing countries are largely led by BRIC (Brazil,

Russia, India and China) and these economies have

shown a certain amount of resistance to the developing

global slump. Demand for power will continue to

increase from both the industrial sector, led by the mining

sector, and from the residential sector.




APPRECIATION AND CONCLUSION

The challenges that we faced during the past year could
not have been overcome without the trust, dedication and
enthusiasm of our Board of Directors. All are specialists
in their own fields and have, within the parameters of the
King Il Report, ensured that NamPower was run according
to world class principles of corporate governance.

Secondly, credit must go to Mr Paulinus Shilamba, the
Managing Director, and his hardworking management
team for their pivotal role in ensuring the operational
successes of the past year.

NamPower could not have achieved the companyOs vision
and mission without the hard work and loyalty of each and
every member of staff.

In conclusion | would like to extend our gratitude to our
shareholder, the Government of the Republic of Namibia,
for its continued guidance, trust and support that it has
shown in the leadership of NamPower.

Van Eck Power Station, Windhoek
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MANAGING DIRECTOROS REPORT

Mr. P | Shilamba

INTRODUCTION

NamPower, guided by its strategic vision and mission,
has managed to realise its mandate during the year under
review despite facing tremendous operational challenges.
As part of our unwavering dedication to the nation and its
nationals in this dire period of global financial uncertainty,
we are united in our vision to be what we dream to be: OA
leading energy company in Africa, which excels in customer
service, people development and technological innovationO.
We did this by delivering performance with purpose in
2007/2008 despite the global and regional energy crises
that saw record prices for petrol and other world sources
of energy.

Notwithstanding the challenges, a lot has been done and
more is planned in terms of the core mandate of providing
sustainable and affordable energy to the Namibian
economy to drive growth. As in previous years, our
extraordinary internal and external associates and partners
delivered terrific performance and | am delighted to share
with you details of our commitment to the highest levels
of corporate governance and the following operational
achievements that we accomplished during the 2007/2008
financial year:

CORPORATE GOVERNANCE

External Environment: NamPower welcomes and
embraces the new legal environment as dictated by the
State Owned Enterprise Governance Act which was
promulgated in November 2006. Besides its good intentions
of protecting the shareholdersO interests through the
promotion of corporate governance and improving
efficiency the Act has certain provisions that need to be
clarified to allow smooth operations of some institutions
including NamPower. Having realized the possible impact
of some provisions of the State Owned Enterprise
Governance Act on our operations, NamPower proactively

engaged the shareholder and highlighted these concerns.
It is expected that once the structures of the State Owned
Enterprise Governance Council are in place concerns like
submission of business plans, remuneration of board &
staff, approval of investment decisions and declaration of
dividends will be addressed and resolved.

Internal Environment: Because NamPower is embarking
on many projects to meet the energy needs of our country,
there is a growing need for better risk management hence
why NamPower subscribes to the highest international
standards of good corporate governance.

NamPowerOs Risk Management Committee consists of
seven members from all business units and is chaired by
the Managing Director. Meetings were held during the
year covering the identification and categorisation of
various business unit risks, the confirmation of mitigation
strategies proposed by the business units, and the
identification of the top ten NamPower corporate and
strategic risks for the next five years. The committee
assists the Management Committee in fulfilling its role to
ensure the quality, integrity, adequacy and reliability of
NamPowerOs risk management processes and practices.
In addition and most importantly, this committee assists
the NamPower Board in discharging its duties relating to
corporate accountability and the management of risk.

NamPowerOs Internal Audit function operates under the
mandate and oversight of the Board Audit and Risk
Management Committee. Internal Audit is responsible to
both the board and executive management, providing
them with reasonable assurance regarding the
effectiveness of the companyOs corporate governance,
risk management processes and the system of internal
control. To this end, Internal Audit executes an annual
risk-based audit plan as approved by the Board Audit and
Risk Management Committee. Corrective actions are
identified and improved controls are recommended by the
Committee.

FINANCIAL PERFORMANCE
FINANCIAL PERFORMANCE OVERVIEW

The NamPower group financial performance for the 2008
financial year exceeded expectations in an era of supply
shortage where the cost of supply increased exponentially.
Performance was driven primarily by the growth in electricity
sales (16%) which is a factor of the tariff increase and the
movement in volumes. Net investment income has
increased by 140% year to year. This is due to the
favourable cash position at year end. Operating profit
before net finance income amounted to N$159,6 million
which includes the reduction in profit of N$336,6 million
as a result of the fair value adjustments attributable to the
embedded derivatives of N$86,4 million (2007: N$12,9




million) and firm commitments of N$250,2 million (2007:
N$Nil). The net profit for the year is N$198,9 million. If
the impact of embedded derivatives and firm commitments
is excluded, the profit after tax amounts to N$535,5 million.

The operating profit before net finance income for the
group and company declined by 10.6% and 8.7%
respectively. This was due to an increase in the variable
costs which was solely attributed to higher prices incurred
on imported energy. Although coal prices did significantly
increase over the period of the financial year, a grant from
the government was utilised to minimise the price increase
to non-mining customers. Further, the more frequent
running of the Van Eck and Paratus power stations has
significantly contributed to the increase in fuel utilisation.The
significant growth in investment income is due to the
equity injection from Government of N$500 million and
the issue of N$500 million in corporate debt (bonds). This
coupled with the delay in project expenditure has

contributed towards NamPowerOs strategic cash position.

NamPower is in a tax paying position and the current tax
charge to the income statement was N$63,1 million.

On 16 December 2008, together with its fellow
shareholders, NamPower concluded a sale of shares
agreement to dispose of its investment in Powercom (Pty)
Ltd.

NamPower has continuously undertaken financial
modelling to determine its optimal gearing level in order
to fund its key projects. Electricity tariffs are reviewed
within the context of NamPower maintaining its credit
rating to ensure sustainable access to affordable debt,
especially in times of volatility in the world financial markets.

Currently 70% of the capital expenditure programme is
earmarked for generation projects and the remainder for
the transmission infrastructure. Up to N$3 billion could
potentially be funded by raising debt in the financial
markets both locally and in South Africa. During the
financial year under review NamPower successfully listed
its N$3 billion bond programme on the Namibian Stock
Exchange and on the Bond Exchange of South Africa
followed by a successful first issuance of N$500 million.

Overall, from a financial perspective NamPower is well
positioned to take on the challenges of a future spoken
to by many variables.

HEADLINE EARNINGS
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PROPERTY PORTFOLIO ANALYSIS

The NamPower property portfolio consists of the following
properties, as at 30 June 2008

Market Value (N$)
Investment Properties 8,313,000
Commercial Properties 144,321,243
Residential properties 27,562,000
Total 180,196,243

Properties in the portfolio are very diverse and include
inter alia a lodge, convention centre, training centre but
excludes all property related to power infrastructure.

The NamPower property portfolioOs overall performance
is in line with market trends; however, action needs to be
taken to enhance the yields of those properties where the
return on investment is low. Thus, the focus in the short
to medium term will be to employ yield enhancing
management actions, with particular focus on EHA Lodge
and the NamPower Convention Centre.

Furthermore, amidst the current global and local economic
conditions, where we are in a bearish property market,
the short to medium term strategy and management plan
is a HOLD strategy.

TECHNICAL PERFORMANCE

GENERATION

The Generation Business Unit continued to strive for
excellence in the core areas of power generation and was
able to ensure reliable energy supply and optimise domestic
generation capacity on a cost-effective basis.

During this last year we saw NamibiaOs total energy
demand grow by 3.6 percent, which was a good reflection
on national growth and development. However,
unfortunately the unusual rainfall reduced the Kunene
riverOs flow which in turn reduced the amount of energy
that our hydropower station at Ruacana could produce.

Consequently RuacanaOs total output was 17 percent less
than the previous year which meant that the station could
only supply 47 percent of NamibiaOs total energy demand
(excluding Scorpion Zinc Mine). An additional 47 percent
was met through imports, which were also unexpectedly
hampered due to the energy crisis affecting Eskom and
its ability to guarantee energy supplies to Namibia. The
remaining 6 percent was generated locally by the Van
Eck and Paratus power stations.

We also intensified efforts to explore, evaluate and develop
alternative generation projects in the short, medium and
long-term for the well-being of our country.

TRANSMISSION
System Performance

The Transmission Business Unit successfully maintained
its tradition of technical excellence through innovation,
customer focus and pro-activeness. Scheduled and
unscheduled system minutes lost during the period came
to 347.9 and 441.4 minutes respectively.

In general our system has been subjected to more system
faults than the year before. NamPower experienced one
total system blackout on 2 December 2007 due to a
lightning induced fault on the 400kV inter-connector from
South Africa. The incident was linked to a severe lightning
storm in the vicinity of the Aries substation (Eskom system)
and at the specific time of the incident NamPower imported
the bulk of Namibia power requirement through this 400kV
link. NamPowerOs technical team managed to restore
power to entire network with in one hour, not exceeding
the technical limits of the system.

Complying with the worldOs best practices in reporting,
the Transmission Business Unit, through National Control,
has revised and simplified the system performance
reporting structure and can now give detailed reports of
the Customer Average Interruption Duration Index (CAIDI),
System Average Interruption Frequency Index (SAIFI)
and System Average Interruption Duration Index (SAIDI),
including fault rates per 100 km.

DEMAND SIDE MANAGEMENT

In addition NamPower has pre-financed and initiated the
roll out of the free distribution of Compact Fluorescent
Lights (CFLs) targeting mainly households in the major
load centres. A total of 900,000 bulbs were procured and
more than 90 percent were distributed to customers,
resulting in an estimated peak load reduction of 12-20MW
at a cost of N$14.25 million.

Another initiative to control demand during the current
financial year was the implementation of Time of Use
Tariffs to all transmission mining and bulk water pumping
customers. The tariff is based on a pricing schedule where
the year is split into high and low seasons with each day
divided into peak, standard and off-peak time periods.
The estimated impact is a peak load reduction of 29MW
as customers respond to price signals for different time
periods.

NamPower is presently investigating the potential
implementation of other DSM initiatives supporting the




reduction of peak load and total energy consumption.

SOUTHERN AFRICAN POWER POOL (SAPP)

Declining capacity in the generation surplus, coupled with
transmission congestion experienced by utilities as they
reach transmission transfer limits, still remains a critical
issue on the SAPP agenda.

Agreement between Operating Members and Operating
Guidelines

The SAPP Management Committee is in the process of
revising the Agreement between Operating Members
(ABOM) and the Operating Guidelines (OG). It is expected
that the ABOM would be completed and signed during
2008 and the OG during 2009.

SAPP Tariff Study

In March 2007, the SAPP received a grant from the
Development Bank of Southern Africa (DBSA) to undertake
a tariff study. The expected outcome of the study was to
include:

B The extent of cost reflectivity on the tariffs in
the SAPP member countries;

B Anindication of the competitive nature of the
tariffs - both regionally and internationally;

B Tariff implications on the proposed SAPP
capacity expansion projects and energy
efficiency; and

m An analysis and recommendations on best
practices for the SADC region.

The study was completed in April 2008 and the final report
has been submitted to the SAPP. The SAPP is planning
to hold a workshop during 2008 to discuss the results and
recommendations of the study and to agree on the way
forward.

Demand Side Management Initiatives

As a result of the power supply deficit that the SADC
region is now experiencing, the SAPP Executive Committee
mandated the Management Committee to establish a
Demand Side Management Working Group to spearhead
the implementation of demand side management initiatives
in the SADC region. The Working Group has made
recommendations to the SAPP Executive Committee,
which were eventually channelled to the SADC Energy
Ministers Meeting held in Kinshasa, DRC, in April 2008.

Polychlorinated biphenyl (PCB) Management

Guidelines

The SAPP PCB Management Guidelines and the
Hydropower EIA Guidelines, developed by the SAPP
Environmental Sub-Committee, were approved by the
Management Committee and are now available on the
SAPP website.

Chairpersons of Sub-committees

NamPower has had the privilege of chairing the Operating
Sub-committee through Mr. Leandro Kapolo and the
Planning Sub-committee through Mr. OOBrien Hekandjo
during this period.

Auas Sub-station, Windhoek
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ENERGY TRADING, ELECTRIFICATION AND RENEWABLE ENERGY DEVELOPMENT:

ENERGY TRADING

Energy trading section experienced severe pressure during
the year due to the shortfall in supply from South Africa.
However, excellent negotiating skills and planning helped
NamPower overcome the situation without any major
interruptions.

To ensure the continuity and reliability of electricity supply
for Namibia, NamPower has been pursuing and negotiating
as many beneficial agreements and contracts with various
role-players across the region as possible.

B |n June 2008 a Supplemental Agreement - which
ensures a high degree of supply security and
minimises power interruptions and load shedding
was signed between Eskom and NamPower.

m It should be noted that the data span of the
2007/2008 financial year and the first 40MW from
ZETDC only came into effect in the second half of
this period. Yet it is clear that this supplemental
agreement has proved to be extremely successful,
as the Eskom imports made up a large percentage
of the total imports.

B Up to now, performance of NamPowerOs
rehabilitation project at Hwange Power Station has
proven to be reliable and to date we have received
our contractual power quantities within the scheduled
timing. The full amount of 150MW was delivered
by 15 October 2008.

m The signing of the 30 MW agreement between
NamPower and EDM, the National Utility of
Mozambique, has paved the way for increased
trade between the two countries.

The following Power Purchase Agreements (PPAs) have
been established or are in the negotiation phase:

Utility | Power Capacity | Duration | Expected date

ZESA 150MW 5 years current
SNEL 50MW 10 years 2009
BPC 250MW 10 years 2011

Power Supply Outlook

Table 1:
Total Energy Generated from Local Energy Sources.

LOCAL GENERATION MWh
RUACANA 1308801.66
VAN ECK 169936.36
PARATUS 1372.84

Figure 1: Local Energy Supply Outlook

LOCAL GENERATION
Van Eck

88%

Ruacana

Table 2: Total Energy Supply Outlook: Import vs. Local

TOTAL IMPORTS LOCAL GENERATION

1577.73371 GWh 1480.11086 GWh

Figure 2: Total Imports vs. Local Generation

TOTAL SUPPLY OUTLOOK 2007/2008

Local
Generation

Total
Imports




Integrated Resource Plan (IRP)

The ten year supply and demand outlook for Namibia
highlighted the need to invest in and develop our supply
options, as Namibian demand is likely to outstrip existing
supply as early as 2010 given the unprecedented growth
in new mining developments. In the short term, we have
embarked on a number of projects to alleviate this capacity
shortfall which we expect to be completed by 2011.

NamPower commissioned McLennan Magasanik
Associates (MMA) to assist in developing an integrated
resource plan (IRP) to identify the preferred supply and
demand options to meet NamibiaOs energy requirements
driven by a number of policy and commercial objectives
as encapsulated in the Energy White Paper.

This White Paper sets targets of:

B Meeting at least 100 percent of peak demand;

B At least 75 percent of total electricity
requirements from internal sources by 2010;

B Matching NamibiaOs energy requirements in a
cost-effective manner and

B Sourcing 10 percent of the supply from internal
renewable energy sources.

NamPower has selected supply options to meet the
capacity shortfall, provide lower cost generation alternatives
and maximise available export opportunities in the short-
term.

400KV lines in Obib sub-station, Rosh Pinah
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Electrification

In keeping with our slogan OPowering the Nation and
BeyondO, the priority of this important division is to provide
electrification to NamibiaOs rural communities.

In 2008, through funding provided by the European
Investment Bank, NamPower was able to provide electricity
and grid connection to communities in the Erongo region,
and the Omusati region. The electrification and grid
connections for communities in the Kavango, Ohangwena
and Otjikoto Regions were completed by the end of October
2008.

During the current financial year feasibility studies were
conducted for the electrification of Tutungeni (Rosh Pinah),
Soetdoringlaagte, Groot Aub and Ariamsvlei.

The original proposal in 2006 that was submitted to the
Ministry of Mines and Energy for the electrification and
grid connections of these localities involved costs
amounting to N$4.6 million. However since then, additional
funds of N$4.2 million for the electrification of Tutengeni
and another N$5.3 million for Stampriet, Ariamsvlei and
Groot Aub (Part 2) were requested and approved by
the Minister of Mines and Energy.

Tutungeni and Groot Aub (Part 1) are currently in progress
and will be completed by the end of November 2008 at
the costs of N$6,814,980. and N$1,512,550 respectively.

The European Investment Bank agreed to allocate funds
accumulated as part of the subsidised interest rates on
existing loan agreements to fund several new electrification
and grid connection projects across Namibia.

In the Caprivi Region a feasibility study is currently being
conducted for the electrification and grid connections of
several localities. This study will be submitted to the
European Investment Bank for approval once completed.

Meanwhile funding was requested for the electrification
of localities and grid connections in the Hardap, Kavango,
Kunene and Ohangwena Regions, totalling N$39,150,225.

At NamPower our core focus has always been to provide
electrification for rural communities. However, due to the
increasing demand for electricity as a result of urbanisation,
our focus will also be on informal settlements in and around
urban areas as well as the commercial electrification in
the Central and Southern regions.

Renewable Energy Development

A Renewable Energy Policy Paper for NamPower was
developed and approved by the Board in May 2008.
According to this policy, NamPower is expected to intervene
in broader areas of: wind energy; biomass energy; hybrid
mini-grid systems for off-grid areas; solar energy, and
skills development in the fields of renewable energy.

Our target for renewable energy is 10 percent of total
installed capacity at any given time and we plan to meet
our first target of about 40MW, through investment in joint
ventures or as an off-taker, by the year 2011.

As solar energy is a plentiful resource in Namibia we made
the necessary arrangements for the implementation of
the Cabinet Directive that was issued on 17 August 2007
that solar water heaters be installed in all government and
parastatal buildings. Technical specifications on these
solar water heaters have also been finalised.

In addition to solar energy NamPower is actively exploring
all other alternative power sources and is involved in the
preparation of a collaboration agreement on the
development of wind energy options for NamibiaOs power
grid.

To achieve the target of 10 percent of renewable energy
by 2011 NamPower is actively pursuing the following
partnerships:

Solar hybrid mini-grid system: Progress is being

made towards the implementation of a three year
Tsumkwe Energy project, hybrid mini-grid system. The
European Commission has undertaken to provide grants
of 75 percent of the N$24.7 million required for the
project. A contract was signed between the implementing
agency, the Desert Research Foundation of Namibia and
the European Commission in December 2007. NamPower
and Otjozondjupa Regional Council are providing
contributions of 14 percent and 11 percent, respectively.

Combating Bush Encroachment for NamibiaOs
Development (C-BEND) Project: This project is fully
funded by the EU and being implemented by the Desert
Research Foundation together with the Namibia Agricultural
Union and the Namibia National Farmers Union. Our
Renewable Energy Section members serve on the
Project Steering Committee of this project. The project
commenced in September 2007 and is expected to be in
operation by August 2009.




Possible collaboration with the Polytechnic of

Namibia: NamPower and the Polytechnic of Namibia
are busy finalising a five year Memorandum for
Collaboration in various areas of research, wind resource
assessments, engineering, training, and other areas.

Feasibility study on bush-to-electricity by Technical
Research Center of Finland (VTT): The final report by
VTT was launched by the Ministry of Agriculture, Water
Affairs and Forestry in May 2008. It is worth noting that
NamPower played an instrumental role during this study
through the support rendered to the consultants from VTT.

Biomass energy is part of the power project shopping list
and NamPower is waiting for a concrete proposal from
investors.

In addition to the above NamPower has also met many
international companies to discuss and explore renewable
energy development partnerships and continues to
entertain enquiries and proposals on the subject ranging
from transmission, connection and power purchase
agreements.

Looking towards the future we at NamPower will focus on
the implementation of research and development projects
to build capacity in the field of renewable energy.

Distribution Rosh Pinah crew




POWER SYSTEM DEVELOPMENT

Immediate Short Term Medium Term Long Term TBD

Operation

Thermal: Hwange

Demand Side Management: DMP, CFL ToU

Implementation

Hydro: 4th Turbine @ Ruacana
Transmission: Caprivi Link
Transmission: ZIZABONA

Thermal: Relocatable Diesels

Feasibility

Demand Side Management: Geyser Ripple Control

Demand Side Management: Solar Water Heaters

Conceptual

Investigation

Renewable: Green Tower

Nuclear: PBMR Conventional Floating

In view of the challenging supply and demand situation
that the entire SADC region finds itself in at the moment,
NamPower has paid special attention to the following
strategic initiatives which will help address our short,
medium and long-term needs.

Generation Projects

Short-term Emergency Generation: 50MW

NamPower embarked on a process to solicit suppliers for
the supply of a 50MW diesel generator power plant to be
situated next to the existing Paratus power plant in Walvis
Bay. Ownership of the plant would be through a SPV
(Special Purpose Vehicle) with NamPower being a share
holder only. NamPowerOs ability to finance generation
projects is limited and earmarked for long term projects.
Emergency projects such as this one would have to be
financed through other means. NamPower has received
confirmation from the Ministry of Finance upon enquiry
from the Ministry of Mines and Energy that the capital
required to fund NamPowerOs portion will be made available
as was promised by Government.

With regard to the procurement of additional land to
accommodate the plant the Municipality of Walvis Bay
was engaged in a series of negotiations and finally agreed
to provide NamPower with the required land.

A scoping report was completed and supported by the
SAIEA. The public and institutions were consulted followed
by a public hearing enabling NamPower to submit the
final report to the Ministry of Environment and Tourism.
A Record of Decision (RoD) will be provided by Ministry
of Environment and Tourism. Although the evaluation
process which has been completed, the other share holder
opted to withdraw from the project citing the current credit
crunch and prevailing commodity prices. Due to the
withdrawal of the other potential partner, NamPower
decided to cancel the existing tender process and will
reissue a new tender incorporating the changed
requirements.

Kudu Power Project

The development of the Kudu power station remains a
high-level project for the Namibian and South African
Governments as was demonstrated by the commitment
that the parties gave at the Economic Summit between
the Namibian and South African Heads of State. The
feasibility study on the Kudu Power Station is expected
to be completed by mid-2009 once all outstanding
commercial issues have been resolved. The construction
of the power station is expected to take about four years
which will result in commercial operations by early 2013,
if there are no further delays in resolving the outstanding
issues.

To date, NamPower continues to receive renewed interests
from regional and international parties that want to
participate as either joint developer, equity partners and/or
power off-taker. A submission to the Minister of Mines
and Energy at the end of June 2008 outlined the key




support requested, namely consideration of possible
increased funding of the project as well as the creation of
a liquidity fund to manage the forex and associated risks.

Ruacana 4 Unit

The tender for the supply and installation of the 4th unit
at Ruacana Hydro Power Station closed on 22 August
2008. The project is well on track and the contract could
be awarded beginning 2009. Being a brown-field
development with its associated risks, a decision was
taken to split the tender into elecro-mechanical, civil,
generator transformer supply and GIS (Gas insulated
switchgear) parts.

Walvis Bay Coal Power Station

The development of a coal-fired power station at Walvis
Bay has been under discussion since the end of 2006. To
speed-up the process, NamPower embarked on the
Environmental and Socio-Economic Impact Assessment
(ESIA) study which started in May 2008. The feasibility
study is expected to take 18 months to complete and
construction an additional 48 months. Once a Record of
Decision has been obtained from the Ministry of
Environment and Tourism, the project will be handed over
to Independent Power Producers. The latter will be
managed through a transparent and fair tender process.
NamPower may decide to take up equity if it makes
commercial sense. The IPP process enabling entrance of
IPP developers into the Namibian Electricty Supply Industry
is driven by the Electricity Control Board (ECB). The
speedy finalisation of the IPP process is therefore a crucial
element of the project schedule.

Orange River Hydro

As discussed at the 2008 Heads of State meeting as well
as with Eskom of South Africa held in Namibia, the essential
support to the project has been confirmed. The Permanent
Water Commission between Namibia and South Africa
overseeing developments along the Orange River has
been fully briefed. Clackson Power from South Africa, the
original developer, has so far completed the draft feasibility
study report. The outstanding issues with regard to the
EIA scoping, geo-technical and transmission connection
issues are being addressed. NamPower will become an
equity partner if project economics are favourable, apart
from being the off-taker.

Baynes Hydro Power Project

The Baynes Hydro project is currently being driven by the
NamibiaBAngola Permanent Joint Technical Commission
on the Cunene River Basin (PJTC) on behalf of the
respective governments. NamPower has and continues
to play a crucial role in the preparation of the development

Reservoir, Ruacana Hydro Power Station
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of this project. The PJTC at its 21st session which was
held in Windhoek appointed the Cunene Consortium to
conduct the techno-economic study on Baynes whereas
the Southern African Institute of Environmental Assessment
(SAIEA) was appointed to assist the Commission in
finalising the Terms of Reference of the EIA study and
will also be required to act as independent reviewer of the
EIA study. NamPower was tasked by the Commission to
host the Baynes Project Office and an official from
NamPower was appointed as Project Coordinator to be
assisted by an official from GABHIC ( Angolan Department
responsible for the Cunene River Basin) in Luanda, Angola.
The feasibility study is expected to be completed within
18 months. The NamPower Board at its meeting on 31
July 2008 approved a budget of N$3.68 million to cover
the expenses to be incurred by NamPower during the
2008/2009 financial year as part of its involvement in
Baynes.

Hwange Power Station

On 28 February 2007, the Managing Director of Namibia
Power Corporation (Pty) Ltd (NamPower) and the CEO
of Zimbabwe Electricity Supply Authority (ZESA Holdings)
signed a Power Purchase Agreement (PPA) and a Loan
Agreement for the rehabilitation of Hwange power station
in Zimbabwe. The loan amounted to US$40 million for the
rehabilitation of the four units of stage 1 and the common
systems of the power station. ZESA, in turn, was to provide
NamPower with 150 MW of electricity per year for a period
of five years. A portion of the payments for electricity were
to be utilised to redeem the loan to the Power Station. Up
to 5 July 2008, NamPower committed US$39.3 million of
the US$40 million to the project. The 150MW of electricity
agreed between ZESA and NamPower to be delivered by
October 2008.

During the week of the 11 and 12 November 2007, a
delegation led by the Namibian Minister of Mines and
Energy, the Honourable Erkki Nghimtina accompanied by
key members of the NamPower Board and the Managing
Director, visited the Hwange power station to familiarise
themselves with the rehabilitation work on the power
station. They were hosted by the Minister of Energy in
Zimbabwe, the Honourable Michael Rueben Nyambuya.
Both ministers expressed satisfaction with the work done
to date and the progress made. They further pledged
support from both their governments to see this project
through to its successful conclusion.

Western Corridor Power Company (WESTCOR)

The Westcor Company was formed in 2004 out of five
utility companies namely: Societe Nationale dOElectricitZ'8e
(SNEL-Democratic Republic of Congo), Empresa Nacional
Electiricidade (ENE-Angola), NamPower, BPC (Botswana
Power Corporation) and Eskom, with equal equity shares.

The vision is to develop the Inga 3 hydroelectric power
plant on the Congo River with the purpose of generating
3,500MW of power to the five member utilities. NamPowerOs
Generation Business Unit General Manager, Mr Kahenge
Simson Haulofu, is still the chairperson of WestcorOs Board
of Directors.

The Government of the DRC intends to take over Inga 3
and make it available to other investors including BHP
Billiton. Following these developments, the five Westcor
energy ministers convened in Kinshasa on 29 April 2008,
to have the DRC government pronounce itself on the way
forward with regard to Westcor. At this meeting, the DRC
Government expressed its desire to be allowed more time
to finalise its position. On 8 July 2008, the SADC Westcor
energy ministers convened again in Luanda as a follow
up to the meeting of 29 April 2008, where the DRC
government was supposed to indicate to the ministers
whether it was going to support the Westcor project or
not. However, the DRC Minister of Energy was unavailable
for this meeting. Since the meeting had a quorum of
ministers, the meeting went on and it was resolved that
the Westcor project affairs would be elevated to the
presidential level and would form part of the agenda items
at the August 2008 SADC summit of the heads of states
to be held in Johannesburg South Africa.

It is important to note that if the DRC government maintains
its position to have BHP Billiton and other investors to
develop Inga 3, this may translate into the closure of
Westcor as a company. It is also important to note that
NamPower and the other four Shareholders in Westcor
had each invested US$100,000 in the company that may
be forced to wind up, should the participating utilities not
reach consensus.




rﬂ Coal depot, Van Eck Power Station.
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TRANSMISSION PROJECTS
Caprivi Link

The contract for project management, design and
engineering, manufacturing, factory testing, procurement,
supply, delivery, installation, training, commissioning and
site acceptance of the two HVDC Converter Stations at
Gerus and Zambezi respectively was awarded to ABB in
2007. To date more than 60 percent of the work has
already been completed. The contractual completion date
for the Converter Station is scheduled for 16 January
2010.

With regard to the HVDC transmission line, NamPower
initiated an extensive consultation process with the regional
councils in the Kavango, Caprivi and Otjozondjupa regions.

The registration and compensation of affected communities
through which the HVDC overhead line will run has been
successfully concluded.

West Coast Development

The transmission expansion and strengthening at the
coast has been necessitated by the opening of several
new mines in the Erongo region in particular, fuelled mainly
by the uranium rush. The West Coast Development is
divided in three Phases:

B Phase 1: supply of power to the
UraMin/Trekkopje Uranium Mine including a
desalination plant

B Phase 2: power supply to the Valencia Mine

B Phase 3: power supply to the Goanikontes
Mine and increase of power supply to the
existing Langer Heinrich Mine.

The supply of electricity to the aforementioned mines will
require transmission network expansion and strengthening.
NamPower has made available N$42.9 million from the
2007/2008 financial year Transmission budget whereas
an additional N$70.9 million is to be sourced from a
combination of debt from future bond issuing and/or
NamPowerOs own cash reserves.

ZIZABONA Interconnection

The ZIZABONA Interconnection is a project that has been
initiated by power utilities of Zambia (ZESCO), Zimbabwe
(ZESA), Namibia (NamPower) and Botswana (BPC). In
Namibia, no generation plant is expected to come on-
stream by 2010 other than the proposed Short-term
Emergency Generation 50MW diesel plant to be built at
Walvis Bay. For the interim until the large power stations

come on stream, Namibia will rely heavily on imported
electricity from neighbouring countries. Investment in the
transmission interconnection line is therefore crucial.

ZIZABONA will provide a short-term solution to NamibiaOs
power shortage by providing access to affordable power
in the region. ZIZABONA will provide NamPower with
security of supply for the next five to ten years while
NamPower develop its own internal generation capacity.







