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STATEMENT

I, the undersigned,

FRANCIS QUENTIN CALLARD

do hereby state that:

1. I have been requested by the Commission to provide a statement in respect of the
procurement processes followed by Transnet in the awarding of certain high value
tenders to specific entities where | was personally involved in such processes.
Accordingly, this statement deals with my personal involvement in the procurement

process and subsequent events relating to the awarding of the following tenders and/or

contracts:
1.1. Acquisition of the 100 21E Electric locomotives
1.2. Acquisition of the 1064 Diesel and Electric locomotives

2. The facts contained in this statement are both true and correct, and within my personal
knowledge, unless the context provides otherwise. Where facts were provided by third
parties, they are presented in the belief that they are true and correct and, in my

considered opinion, | have no reason to believe otherwise.

Introduction

3. lqualified with a BSc in Electrical Engineering in 1970 and joined Transnet in October
1970 as an Assistant Engineer, Telecommunications. | retired in April 2012. | was

subsequently contracted to Transnet for a further period of 5 years.

4, During my employment at Transnet | held various senior management positions.
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During my some 45 years of service at Transnet | managed various portfolios in
Transnet Freight Rail (Freight Rail) and | gained significant experience in railway
signalling, managing major new works projects, information technology, railway
operations and railway infrastructure, business restructuring and engineering, business
strategy and development of the business cases for major capital projects covering the
technical and financial justification and viability of the projects. These business cases
also covered the requirement and financial scope of capital related maintenance of

infrastructure, locomotives and wagons.

| would like to record that | have been contracted by Mncedisi Ndlovu & Sedumedi
(MNS) Attorneys to assist them with specialised railway expertise in the course of their
investigation into the acquisition of the locomotives in terms of the mandate given to
them by the Transnet Board of Directors, as well as other Transnet related

investigations.

This statement is generally limited to my personal experience in my time at Transnet,
the documents | have had access to during my career, subsequent interactions with
Transnet, Transnet personnel, documents in the public domain and, occasionally
documents provided by the Commission. Where documents are referenced through my

contracting at MNS, these will be identified as such.

For the greater part of my contracting period, | used, with permission, my own laptop
which was secured to connect to the Transnet network. My laptop served as the
primary repository of my railway related knowledge and workings, including, but not

limited to the locomotive tenders.

I would like to further record that MNS have reviewed my statement in a professional

capacity, but the content is mine.
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Where an amplification is requested that requires reference to information gained from

my work with MNS, this will be identified as such.

Background to Transnet Freight Rail (TFR)

11.

12.

13.

14.

Transnet Freight Rail is an operating division of Transnet SOC Ltd and is the national

freight rail carrier in South Africa.

TFR is a heavy haul freight rail company that specialises in the transportation of

freight. The company maintains an extensive rail network across South Africa that

connects with other rail networks in the sub-Saharan region, with its rail infrastructure

representing about 80% of Africa's total network.

To give context to the situation at the time, in 2013/14 TFR transported 208.5 million

tons of freight made up of:

13.1.  54.3 million tons export iron ore through Saldanha

13.2.  68.2 million tons export coal through Richards Bay and

13.3. 86 million tons of General Freight.

13.4.  This represented 14% of South Africa’s annual freight tonnage.

Through Transnet, TFR owns and maintains:

14.1.  Aroute network of approximately 22 000 km

14.2.  Approximately 2 132 locomotives

14.3. More than 60 000 wagons
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Transnet Freight Rail operates some 1 200 trains per day, conveying 98 commodity
groups to over more than 4 000 origin — destination combinations. It is the largest

railway in Africa and the Middle East.

The freight rail network is segmented into a number of operational corridors. The two
largest corridors by tons (or volumes) conveyed are the iron ore export line from
Sishen to Saldanha and the coal export line from the Mpumalanga coalfields to
Richards Bay. The remaining corridors comprise the general freight network; so called
because, unlike the iron ore and coal export corridors, they convey a diverse range of
freight; hence the name, general freight. The branch lines are a minor part of the

general freight network.

Locomotive acquisition history

17.

18.

19.

20.

21.

Around 2008/09 | was tasked by the then Freight Rail Chief Executive, Siyabonga
Gama (Gama) to develop a locomotive fleet plan for Freight Rail. | developed the initial

fleet plan concepts with various experts within Freight Rail.

In 2010 | handed over l;esponsibility for the fleet plan to Vilvalingum Nair (Senior
Manager, Capital Program, Rolling Stock Maintenance) who developed a five-year

plan for locomotives matched to market requirements.

In April 2011, the five-year plan was presented to the Transnet Board. It recommended
the procurement of a total of 776 locomotives comprising 322 diesel locomotives and

454 electric locomotives for General Freight (GF) Market requirement of 155.8mt.

The Board approved the Locomotive Fleet Modernisation Plan at a cost of R23.6bn,

subject to the submission of a holistic funding plan and affordability.

Around this time there was a change in the strategic thinking of Freight Rail. The

strategy was to change from “responding to demand” to “creating capacity” with a view
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to inter alia, capturing “rail friendly” traffic that was conveyed by road. This was the

origin of the Market Demand Strategy or MDS.

22. The MDS impacted the Locomotive Fleet Plan. In November 2011 | learnt that Gama
had presented updated Locomotive Fleet Requirements to DPE. The General Freight
Locomotive fleet plan was extended from five to seven years and the locomotive
requirements were increased from 776 to 1064 with the tonnages increasing to 176 mt

in 2018/19.

Acquisition of 100 locomotives for the Coal Export Line through confinement

23. The 100 locomotives for the Coal Export Line were not part of the 1064 locomotives.
Their urgent procurement was predicated on the delay experienced in the 1064

acquisition to release locomotives to General Freight.

24. In this section | will present that:

24.1.  The business case | prepared for the acquisition of 100 locomotives was
unilaterally changed by Transnet Group executives and / or Freight Rail

Supply Chain Services to favour CSR.

24.2.  The changes and the implications thereof, were material. The subsequent
representation that was made to Board Acquisition and Disposal Committee
(BADC), iro the business case | had prepared, was misleading in certain

respects.
24.3.  The confinement to CSR, in my opinion, was flawed in concept and execution.

24.4.  The upfront payments before the first locomotive was delivered were

excessive.
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The sequence of events and supporting facts relating to the acquisition of the 100

locomotives and the business case | had prepared are set out below.

Sequence of Events

| prepared the first business case (also referred to as memorandum) in April 2012 and

a revised business case in July 2013. Further changes were requested.

26.1.  In September/October 2013, | was requested by Gama to update the
memorandum to the BADC for an additional 100 19E type equivalent electric
locomotives and 80 diesel locomotives for the coal export line. The
memorandum dated 15 October 2013 was signed by Gama, Group Supply
Chain Officer (GSCO) Pita, Group General Manager, Capital Integration
Mohammody and Singh. (Annexure 1 — BADC 100 60 Revised V11a

0910.docx)

The said memorandum recommended confinement to Mitsui & Co African Railway

Solutions (PTY) Ltd (MARS), a subsidiary of Japan’s Mitsui & Co Limited on the basis of:

27.1.  Compatibility with the existing 100 19E type locomotives used on the coal

export line,
27.2.  Availability of facilities without having to establish new facilities,
27.3.  Saving in design, testing and type approval, and
27.4. Fastest possible delivery.

Earliest possible delivery was paramount as delivery of the 100 locomotives would
release aged locomotives from the Coal Line to General Freight. These locomotives
would protect General Freight traffic pending delivery of the 1064 locomotives

whereafter these aged locomotives would be retired.
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The 19E type locomotive is a heavy haul locomotive specifically intended for use on
the coal export line with its long trains of approximately 16000 tons. It is a 26 ton per
axle locomotive while General Freight locomotives are limited to 22 tons per axle. it is
also more powerful than the General Freight locomotives which haul trains of up to

approximately 6500 tons.

29.1, The 19E locomotives are 311 kilonewton tractive effort locomotives while the

20E locomotives are 270 kilonewton tractive effort locomotives.

The memorandum specifically stated (Annexure 1 page 12 para 63) that the 20E type
(i.e. the 95 locomotives) recently awarded to CSR was not suitable, as it is a General

Freight locomotive of 22 tons per axle and is not intended for heavy haul use.

Further, the memorandum also stated that the CSR 95E type locomotive still had to be
tested and only thereafter would it be possible to say to what extent it could replicate
the heavy haul capabilities of the 19E. Furthermore, an extension to the 95 20E
contract would not be an acceptable procurement mechanism as it would entail a
material design amendment which could be challenged per the Procurement

Procedures Manual (PPM).

| was informed through a sms from Gama on 21 October 2013 that the Group Chief
Executive, Mr Molefe had withdrawn the memorandum at the BADC meeting on the
same day. There was confusion that day as | had gone to the BADC meeting to be on

standby for the 1064 locomotives and was summarily recalled by Gama. (Annexure 2)

On 22 October 2013, | sent a sms to Gama requesting direction on the way forward.
Gama replied via'sms as follows: “/ believe it remains withdrawn, im now trying to see
how we can get lease locomotivea from Queensiand. Gce just said to me if i need
anyrhing it must be less than a billion if its capital and for a confinement it must be

within his authority!” (Annexure 2)
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| later prepared an updated version which Gama signed on 25 November 2013. This

version still recommend confinement to MARS. (Annexure 3)
On the afternoon of Friday 18 January 2014, | received the following sms from Gama:

“Hi Francis and JD, group has adked that we find R500m additional revenue for next
year, they also want us to add 1000 wagons in Capex for TE, ive suggested that we
would need 80, not 60, class 43 diesels...they are asking that we table a business case
for 80, but it needs to be signed off by 10:00 on monday in order for it to be on BADC
pack for next friday's meeting 24 January... What miracle can you work for me ?...siya”

(Annexure 4).

| appraised Pragessan (JD) Pillay, General Manager: Logistics Integration of the sms
received from Gama. Pillay was responsible for all operational aspects of the
locomotive fleet and was a close working colleague on all locomotive matters. The
heavy haul coal line locomotive and 1064 business cases were developed in close co-
operation with Pillay and incorporated operational changes and efficiency

improvements he would be responsible for implementing.

JD replied as follows to Gama and copied me. “Boss | had a chat with Francis. We will
be meeting tomorrow to get the case out. We do have tons we will be tracking above
the budget for next year. These are covered by resources but not reliable as we like it
to be. Also Polokwane needs the 34200s replaced. We had a plan to hold them
together with Copex (R1.6m per loco per year for 2 years) but they are just to tired and
money won't solve the problem of reliability just to pay for repairs when they fail. The
idea is to replace the major part of the Coal Diesels with 43 and cascade the 34/37
GMs to Polokwane and areas required. Please advise should we put in improvements
from 75 to 76.5 on Coalline with some GFB or 2mtons + above on GF. The first will
plan will allow the Coalline to become more stable with the 100 additional 19Es. Cc

Francis” (Annexure 4)




38.

39.

40.

FQC-009

On Monday, 20 January 2014, | mailed a pdf version of the revised business case to
Gama (BADC 100 80 Revised V14 0120; Annexure 5 and 5A) and a word version to
Gama'’s PA and Singh’s PA and on Tuesday 21 a word version to Thamsanqa Jiyane,

Supply Chain Officer, Freight Rail. (Annexure 6)

On the morning of Wednesday 22 January 2014, | received a mail from Lindiwe

Mdletshe from Supply Chain Services, requesting my assistance on formatting my
memorandum of the previous Monday (Annexure 7 and 7A). When | perused the
memorandum, | noticed that the memorandum had been changed to give effect to

confine and award to CSR for 100 electric locomotives.

A comparison of my original business case of 20 January 2014 (...V14 0120..) with
that received from Mdletshe (...... V15 0120 GP.docx) (Annexure 8) revealed that the

business case had been materially amended, inter alia:
40.1. References to 19E equivalent had been removed throughout the document.

40.2.  The motivation to confine to MARS had been removed and replaced with

confinement to CSR.

40.3.  Also removed was the benefit of standardisation of locomotives. (pages 14

and 15).

40.4.  The supplier development of MARS was questioned yet the specific targets

per category in the table of version 14 were removed. (page 22)

40.5. CSR was motivated as “having been adjudicated as the best bidder during the

95 electric loco process as well as joint on the 1064 process” (page 15)

40.6.  To the statement (page 90) that “Transnet will also request a prince range of

between R30.56m and R32m for the purposes of negotiation with the objective
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of coming in within the R34.34m per loco”, was added the rider “which will be

used as a guide as is dependent on forex fluctuation.”

40.7.  Extend current 20E contract for 95 CSR Locomotives: (Page 20) was

changed as follows “The 20E currently on order is a 22 ton per axle GFB

-19E. Additionally, extension would not be an acceptable procurement
mechanism per the PPM given the material amendment to contract which

could be challenged.”

The base price of the locomotive as given in Japanese yen was not changed. Given

the change in production country this should have been changed.

| was taken aback by these unilateral changes in the memorandum but did not act

immediately.

As prime author of the business case/memorandum | was not consulted on the
abovementioned changes and to the best of my knowledge none of my technical and
operational colleagues were consulted. | fully believe, that had they been consuited,

they would have referred to me knowing of my involvement with the business case.

| deliberated long and hard on the Wednesday evening on the implications of what |
had learnt. On Thursday afternoon, 23 January 2014, | emailed Gama and Jiyane,
expressing my concern at the unilateral changes to the business case/memorandum |
submitted on Monday in respect of the 19E type heavy haul locomotives to an

unspecified general freight locomotive confined to CSR. (Annexure 9)

10
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My mail to Gama and Jiyane opens with: “This is a difficult mail to write. In helping to
format a recent version of the 100 and 80 locomotive business case on Wednesday
2279, | noticed that the case was changed from that which | had submitted on Monday.
This mail is because of the nature of those changes and the implications. The
implications are technical and in the rationale for the acquisition which was speedy

delivery to mitigate MDS volumes at risk.”

The essence of my concerns inter alia covered the following issues:
46.1.  Technical changes

46.2. Impact on delivery

46.3. MDS volumes put at risk

46.4. Locomotive interoperability

46.5. Additional costs, and

46.6. Procurement process.

Later that afternoon | received a telephone call from Jiyane questioning why | had sent
that email to Gama and himself. The essence of my response to Jiyane was that the
business case/memorandum had been altered resulting in unsuitable locomotives

being specified and procured.

During the preparation of my statement, the Commission provided me with three
pertinent emails from which it is evident that Gama, Singh and Molefe had knowledge

of my concerns per the email trail below:

48.1.  The first was an email sent from Gama to Singh late on 23 January

(Annexure 10) essentially reflecting my concerns. It reads “ Hi mr Singh, I'm

11
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afraid the submission on the 100 locomotives is a mess and will need to be

withdrawn.

The 20E locomotive is a 22 ton per axle locomotive suitable for GFB while the 19E
locomotive is a 26 ton per axle beast suitable for the coalline. The two
locomotive types are not interoperable. While CSR can make additional
locomotives in China in a very short space of time to mitigate against MDS
volume loss, this would be counter to our localization strategy, and would
have to be spelt out. The 85 locomotives to be assembled by TE has not yet

commenced , so we cannot yet make an argument that this would reduce the

risk.”

48.2. The second email was from Singh to Gama on the morning of Friday 24
January saying that they would discuss the matter this morning (of 24

January) (Annexure 11).

48.3. The third mail, also on the morning of Friday 24, was where Singh forwarded

Gama’s mail to Molefe for information. (Annexure 12)

The minutes of the BADC meeting of 24 January 2014 (Annexure 13)'record the
attendance of Molefe and Singh and the partial attendance of Gama and Jiyane. The

BADC discussed the acquisition of the 100 Class 19E Electric locomotives.

49.1.  The BADC pack contained the revised submission (Annexure 14)2 signed by

Singh and Molefe.

The minutes do not reflect that the BADC was informed of my concerns raised in the

email correspondence above.

1 Provided by Zondo Commission

2 Obtained through MNS

12
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The minutes reflect that the BADC was misled by Management as to the validity of the

confinement process by:

51.1.  Creating the impression that a 26 ton heavy haul CSR locomotive existed

when in fact this was not the case.

51.2.  Using Chinese manufacturing facilities to motivate for the speedy delivery

which would have negated local content requirements. See Gama’s mail in

this regard.

51.3.  Purporting that the confinement was in compliance with the Procurement

Procedure Manual when no previous product existed.

If it was accepted that the locomotives could or should not be confined to Mitsui, then

the correct procedure would have been to go on open tender.
The 100 locomotives were confined to CSR.

On 4 February 2014, | received a sms from Gama in response to my email of 23
January stating: ‘I have just seen your emal, | would explain to you the GCE’s

thinking”. This was not followed up.
54.1. Per Gama’s mail to Singh on 23 January, this was not true.

On 18 February 2014 Willem Kuys, Project Director, Capital Program, Freight Rail
emailed that the 100 heavy haul coal line locomotives had been approved and a
specification was required for tendering purposes. The 20E specification was to be
used for a Bo-Bo (i.e. a 4 axle) locomotive with various adjustments that were detailed.

The specification was required by the evening of 19 February 2014. (Annexure 15)

On 20 February 2014 Harris emailed concerning the “Updated specifications for Coal

line locomotives”. Attached was a letter indicating that on 19 February 2014 a meeting,

13
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attended by Jiyane and Mdletshe, representatives of CSR and technical personnel of
Freight Rail responsible for locomotive specifications, was held regarding the
requirements and revised specification for an additional 100 dual voltage locomotives.
(Annexure 16). According to the correspondence, the essence of the meeting was to
discuss the design changes necessary to the 20E locomotive to make it fit for purpose

for heavy haul coal line operations.

When | read this correspondence, | felt vindicated in respect of my earlier concerns

which | had expressed to Gama and Jiyane.

| was concerned however that the supplier was present when discussing the
“specification for tendering purposes”. It is my understanding of the procurement
process that such discussions would take place after the tender / invitation had been

issued.

As a result of the design changes, a new class was created for the 100 locomotives

from CSR; Class 21E.

On 21 March 2014, | and colleagues in Finance received an email from Yousuf Laher
with spreadsheets of the final cash flows as at 17 March 2014. | was shocked and
astounded to note that the advanced payment guarantee for the CSR 100 was 30%,
the design review 30%, payment on acceptance per locomotive 37% and retention 3%.
This translates to a 60% upfront payment before a single locomotive is received

(Annexure 17).

For comparison the upfront payment to MARS for the 110 19E Locomotives was
approximately 7,8%, the advance payment to CSR for the 95 20E locomotives was
10%. The upfront payment per the 1064 business case for electric locomotives was a

setup fee of R300m.
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A sms exchange between a colleague in Finance, Natasia Machon and myself talks to

this overall dilemma. On 27 February 2014 we had the following exchange of sms’.

62.1.  Natasia: “Mr C, work in a R4bn yes R4bn deposit in the current financial year

in all scenarios”
62.2. Me: “Yes R4bn. My giddy hat. What will the auditors say.”
62.3.  Natasia: “We've asked for an opinion. These guys are cowboys.”
62.4. Me: “l just completed the ethics survey”

A consequence of the tender awards made on 17 March 2014, which included the
1064 locomotives, the 100 21E for CSR and the 60 Diesels confined to GE, was that
Transnet had to pay upfront costs of R7.37 bn before the 15t of April 2014, so that the
payments would be reflected in the 2013/2014 financial year (Annexure 17). This put
an incredible strain on the organisation as this capital had to be raised in an extremely

short period of time.

On 15 April 2014 | was asked by Laher to assist in updating a memorandum from
Molefe to BADC on the increase in the Estimated Total Cost (ETC) of the acquisition of
the 100 21E locomotives. The memorandum requested a recommendation by BADC to
the Board for an increase in the ETC of the 100 locomotives from R3.871bn to

R4.840bn. This is an increase of approximately R1bn or 25% (Annexure 18 and 18A).
My requested input was limited to updating the NPV of the of the memorandum.

In my view the increase was excessive and was difficult to justify. | did not pursue this

with any detailed analysis at the time.

66.1.  Per the Fundunzi Report to National Treasury of November 2018, paragraph

5.8.29.4., “Transnet would have saved R1.2 billion if it procured 100
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locomotives from Mitsui at R3.188 billion than procuring from CSR at R4.4

billion.”

Subsequent interrogation of the memorandum from Laher however raised the following
question. Para 5.a of the memorandum states “Foreign exchange rates: The rand has
depreciated by 10.74 % against the Japanese Yen. This has impacted the expected
price of the locomotive as per the business case and ultimately the Estimated Total
Cost (ETC) as approved by the board by approximately 10.74 %.”. This is most
unusual as the Japanese yen would be associated with Mitsui, a Japanese company,
and not CSR, a Chinese company. Further, the cash flow spreadsheet (Annexure 17:
worksheet CSR 100) reflects USD for CSR. From the ownership of these documents

and spreadsheets, Singh and Laher should talk to this anomaly.

My concerns about the delay in delivery were realised when on 6 June 2014, Harris
copied me on a mail he had sent to Ms Rita Roper, General Manager, Capital Projects
and Kuys. The mail dealt with production delays relating to the 95 class 20E
locomotives from CSR and the impact on the class 21E locomotives (Annexure 1 9).
The impact referred to in the correspondence predicated a delay of 3 months or longer
on the 20E locomotives with a knock-on effect on the assembly of the class 21E

locomotives and the assembly and manufacture of the class 22E locomotives of the

1064 project.

The above concern resulted in me drafting a memorandum with input from Harris and
Pillay for Roper. She would forward the memorandum to Gama who, in turn, would
request Molefe that the 100 21E locomotives be imported fully assembled directly from
CSR in China (Annexure 20). The draft memorandum was sent to Roper but was not

given final effect.
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On 24 October 2014, | received an email from Niresh Budhai from Transnet Corporate.
Budhai’s responsibilities, as | understand it, included providing administrative support

to the various approval bodies in the Transnet Group, ensure that submissions were in
the required format and met the required standard and was a liaison for communicating
with DPE. Budhai requested that | review a table of risks and mitigating actions relating

to the 100 21E locomotives.

| updated the table in consultation with technical colleagues in Freight Rail. The risks
and mitigating actions largely mirrored the concerns in my email to Gama and Jiyane in
January 2014 and the remedial actions incorporated in the specifications of the 21E

locomotives (Annexure 21).

In December 2014 Harris copied me on the latest locomotive delivery schedule
(Annexure 22) which indicated at the time of award of the 21E in March 2014, no 20E
locomotive, on which the 21E was based, had been delivered. It would be some

months before the first 20E would be delivered.
Conclusion

It is my considered opinion that:

73.1.  The decision by Group and/or Supply Chain Services to arbitrarily and
unilaterally change technical specifications without technical consultation

when not technically proficient themselves was irresponsible in the extreme.

73.2.  The impact of the change from MARS to CSR and the associated design
changes on locomotive delivery were never discussed with technical or

operations and was equally irresponsible.

73.3.  The delays caused negated the entre raison d'étre of the project.

17
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73.4.  The confinement to CSR was flawed in concept and execution. The motivation
to use CSR based on production capacity in China and a supplier, who at the
time of award, had yet to deliver a working locomotive did not meet the
confinement requirements. Inter alia, these include “when Goods or Services
being procured are highly specialized and largely identical to those previously
executed by the that supplier’ and further “almost identical to previous work

done” (Annexure 14 page 14).

73.5. Theincrease in Estimated Total Cost from R3.871bn to R4.84bn for the

acquisition of the 100 locomotives was unjustified, and

73.6.  The upfront payments amounting to 60% before the first locomotive was

delivered were excessive.

Market Demand Strategy (MDS)

74.

75.

76.

77.

This section outlines the development of the Market Demand Strategy.

The acquisition of the 1064 locomotives was predicated on the MDS which in turn
predicated a near doubling in General Freight volumes from a budgeted 91.2mt in
2013/14 to 180.25mt in 2019/20. An increase of just over 89mt. (Annexure 25 - pages

72 and 73 of the final 1064 business plan)

Through April to September 2013, | highlighted shortcomings in the compilation of the
MDS which resulted in a workshop being convened by Pillay on 19 August 2013 to
validate the MDS demand and a process to produce a validated traffic demand file.

These are set out in Annexure 26 through to Annexure 35.

In summary they highlighted sudden and unexplained increases in tonnages relating to
coal, inconsistencies where market tonnages exceeded the capacity of the mine and

inconsistencies where the ratio of coal and steel did not align,

18
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A process was developed with Marketing and Pillay of Logistics Integration to derive a

validated and executable MDS file.

While the MDS was finetuned and obvious errors were corrected, there was no

substantive change in the MDS.

It is my belief that the pressures to achieve the MDS targets, and the significant

consequences of changing the MDS made any attempt to question the MDS unlikely to

succeed.

1064 Locomotives

81.

82.

83.

In this section | will:
81.1.  Outline the development of the 1064 business case and the role of McKinsey.
81.2.  Show that hedging and escalation were included in the business case.

81.3.  Show that the accelerated locomotive delivery was, in my opinion, ill-

considered.

81.4.  Show that the advance payments had a negative impact on Transnet

finances.

The process used to evaluate the 1064 locomotive bids will be a section in its own

right.
Development of the 1064 Business Case

The first 1064 locomotive business case was developed from the work on the Market
Demand Strategy and Locomotive Fleet Plan outlined in para 21 and 22. It was
predicated on the Market Demand Strategy and the near doubling of General Freight

Volumes over a seven year period and the replacement of aged locomotives that were
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beyond their economic life. The business case (Annexure 36) was presented to
Transnet Freight Rail Investment Committee (TFRIC) on 9 March 2012 with an ETC of

R38 146 million Various amendments were requested.

On 19 March 2012 Gama presented an updated version to the Capital Investment

Committee (CAPIC) (Annexure 37).

At the CAPIC meeting of 21 May 2012 it was decided, inter alia, that an external party
should review the 1064 business case and provide a risk assessment. A timetable was
also outlined which envisaged the contracts being signed in January 2013

(Annexure 38).

This was followed by a hiatus in the locomotive procurement as Freight Rail developed
an overall wagon fleet and infrastructure plan to complement the locomotive fleet plan

(Annexure 39).

| believe the interaction with McKinsey on the 1064 business case started 1 March
2013. | do not believe that | saw a formal clarification of their role but understood they

were engaged to lead the further development of the 1064 business case.

A Freight Rail locomotive team was formed under Thembi Lekganyane, Executive

Manager: Operations Development and Performance, MIS & Continuous Improvement

The core team of Pillay, Bouwer and myself had a sometimes-strained relationship with
McKinsey. Annexures 40 and 41 (drafted but omitted to send) indicates the téam’s,
and my, frustration that McKinsey were uninformed as to railways and their operations,
had not interpreted the context of the business case, were not familiar with CSDP
requirements and stressing that they (McKinsey) answer the questions posed by DPE

and the Board.
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A series of emails reflects McKinsey's change to the original business case concept by
extending the locomotive delivery by 2 years beyond the original 7 years

(Annexure 42). This was readjusted back to 2019 from 2020.

On Friday 12 April 2013, the team was asked to turn the business case around for the
Locomotive Steering Committee and the Transnet Board by Sunday evening. We were
working late and under pressure at McKinsey’s office and they were just not
understanding what we had to achieve. | vented my frustration which my colieagues

captured in Annexure 43. Humorous in hindsight, it was deadly serious at the time.

lllustrating this frustration is that on 16 April 2013 we received a version of the
business case for updating via tracked changes. (20130416 1200 — 1064 Locomotive
Business Case.docx). The first and fifth pages are appended as Annexure 44. “The
Purpose” per page 5 indicated that the first purpose of the project was to create 28 000
new direct and indirect jobs and R50 billion in economic impact thorough supplier
development. This completely misses the point of the business case which was to
present a sound argument for procuring locomotives. One of my issues (per
Annexure 41) was that “McKinsey write up and present the executive summary first so

that there can be alignment on the thrust and arguments of the business case”,

Pillay, Bouwer and | extensively revised the document, returning it the evening of 16

April 2014 copying Gama and Singh in our reply. (Annexure 45)

On the afternoon of 17 April 2013, Pillay, Bouwer and | sat with Singh and McKinsey to
review previous inputs on a page by page basis. All were accepted and we could agree
on those we left out. We could not agree with Singh on the inclusion of the TE section

setting out the role of TE and left that for Singh and Gama to resolve. (Annexure 46)

On the morning of 18 April 2013, the version as at the evening of 17 April was widely

circulated by Lekganyane and | as input to the 1064 Locomotive Steering Committee
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that was to start at 10:00. “The Purpose” per page 5 was silent on the project ETC

(Annexure 47).
96. Control of the final word document was now fully in the hands of Group.

97. The Locomotive Business Case was discussed at the Locomotive Steering Committee

meeting on 18 April 2013 with Singh as the Acting Chair.
Hedging and escalation

98. One of the contentious issues that has arisen is whether the 1064 business case and

by extension, the financial model, included hedging and escalation.

99. | will show that hedging and escalation were included in the development of the
business case and the financial model but this was misrepresented in the final

business case. While this has been covered in the MNS report of 14 August 20182 and

the Fundudzi report of November 20184, | will present additional supplementary detail.

100. | was shocked rigid when interviewed by Werksmans Attorneys as part of their
investigation into the procurement of the 1064 locomotives. The first matter was to
show me a 25 April 2014 version of the business case stating that the R38.6bn
excluded the potential effects from hedging, forex escalation and other price

escalations, and interrogate me if | knew anything about it.

101. I replied that | was of the firm conviction that the business case included forex hedging,

forex escalation and other price escalations and subsequently interrogated my records.

102. In April McKinsey finalised their own financial model. One of the core inputs was from a

series of emails from around 10 April to 12 April 2013. Recipients initially were

3 MNS Report Volume 1, 14 August 2018, Para 5.11.4 page 120
4 Fundudzi Report November 2018. Para 1.3.8 through 1.3.13
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McKinsey and the core team but later Gama and Singh (Annexure 42). Pertinent

points from these emails include:
102.1. Price/forex estimates were sourced from Expert interviews.

102.2. Base locomotive prices as at 2013/14 were USD 2.6m for diesel and USD

3.5m for electric locomotives.

102.3. The contract signing fee was assumed at R250m for diesels and R300m for

electric locomotives.
102.4. Hedging costs were assumed to be 8% of the locomotive cash flow.

102.5. Naseem Salojee from McKinsey instructs the Nischal Baijnath to put these
assumptions into the financial model. | was party to vetting the financial model

and this was done and the ETC included hedging and escalation.

103. On 18 April at 12:40 Fabio Pedrazzi from McKinsey distributed the PowerPoint
presentation “20120418 Procurement of 1064 locomotives for the General Freight

Business - FINAL.pptx”.
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103.1. Slide 12 of the final presentation, extracted below, clearly indicates that

escalation and hedging were included in the Estimated Total Cost.

The NPV of the 1064 locomotives transaction is TRANSNEF
R2.7bn (hurdle rate) and R34.1bn (WACC) w r

Increased operaticnal efficiencies from new locomotives called for in TFR
Fleet Plan will be achieved
Run-out optimisesd for current refurbishment state, by loco class

ol Delivery ars MDS targets, with volumes increasing from 91me in 2003/54 to
= 170mt in 2018/19
= Delivery schadule called for iy the diesel and electric RFPs can be met {e.g., Capex: "x.‘
calls for first 106 diesels in 2013714 and first 65 electrics in 2014/15) R38.6bn %
+ All 1064 lovarmatives procured by 2019 aligned to !
corporate plan? ;

1 ', Current fonvard ZAR/USD exchange rates at average of 11.9 over the !
ST~ acquisition period NPV: R2.7bn?

E

3 USD 2.6 mullion/R25.2 million per diesel and USD3.S nuillion { R33.9 million per
| e electric, assurning S0% focalisation and a 255 locatisation prefmium. RS&
} b Lo earnponent escalated with inflation. USD component escalated st US inflation

L5 and converted back to ZAR based on forward exchange rate

Tanffe as per MDS commitments (escalation ~ 754 per year from 0.42 RitonKm ]
in 2013/14 to 0.58 Ritonkm in 2028/19)

-

1 Escalated (agex for the acquisition of 1064 locomotives in 2013(14 - 2018119
2 Calcubated using huedie rate of 18,563, HPY would be R34.16n ¥ TRRS WAL of $2.56% Bused PRGE

103.2. Slide 27 of the final presentation however had been changed from the
previous version with the addition of “excluding the potential effects from forex

hedging, forex escalation and other price escalations”.

Recommendation: the 1064 locomotives acquisition for e L
approval by the Board of Directors r

%

There is a business need for the purchase of 1064
new locomotives for Transnet and South Africa

The risks are comprehensively identified and
appropriately mitigated

KR, K

The business will be operationally ready to execute

BADC recommends the following to the BoD for approval; D

1, The acquisition of 1064 locomotives for the General Freight Business
2. ETC for the acquisition is estimated at R38,6hn as per the corporate
plan (excluding potential effects from forex hedging, forex escalation,
and other price escalations)
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104. Also, on 18 April, Pedrazzi emails Singh the business case “20120418 1064
Locomotives Business Case_FINAL.pdf “(Annexure 48) with, inter alia, the comments:
“....final version for BADC with updated numbers (now R2.7bn NPV vs. R0.3bn),
including:

1. New FX curve based on Treasury's input

2. Adjusted fleet estimates to add up to 1064, as per JD's input today

3. Updated CO2 savings based on only diesel (changed from today's back of the
envelope of R13m to R6m bottom up, accounting for updated fleetplan)

4. Updated TCO as a result of the forex change

5. New funding and forex hedging section, received from Dani this evening”

105. Singh was the Acting Chair of the 1064 Locomotives Steering Committee meeting held
on the morning of 18 April. The draft minutes include that the Acting Chairman

highlighted, inter alia, the following: (Annexure 49 and 49A)

105.1. “The GCE has confirmed that he has worked through the document sent to

him on 17 April 2013 and he is satisfied with the document.

105.2. -The differences between the document submitted on 17 April and 18 April

2013, include inter alia:

105.3.  (i)Significant amendment: The forex rates included in the model previously
were high. The forex rates have now been amended downwards, which
creates a NPV on the business case at hurdle rate of R2.7 billion. Accordingly,
the R0.3 billion NPV at hurdle rate in the previous versions of the document
has been amended to R2.7 billion. Consequently the business case is more

robust.”
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105.4. The MNS Report Volume 1 records that the minutes of the 18 April 2014

Locomotive Steering Committee Meeting were signed in September 2014.5

106. The resolution of the meeting however states:

106.1. “The Steering Committee RESOLVED that it recommends that the Group

Executive Committee approves:

e The acquisition of 1064 locomotives for the General Freight Business.

o Estimated total costs of the acquisition of R38.6 billion as per the Corporate
Plan (excluding the potential effects from forex hedging, forex escalation,

other price escalations and borrowing costs).”

107. | received the draft minutes on 25 April 2013. | do not recall acting on them till
extensively researching the business case history and contradiction as to whether

forex hedging and escalation were included or not.
108. | cannot explain the above contradiction in the draft minutes.

109. linterpret from the e-mail from McKinsey dated 24 April 2013 that they were party to

the presentation to BADC on 23 April and BADC requested a few minor updates.

(Annexure 50)

110. On 29 April 2013 Budhai circulates “20130429 1064 1500 Locomotive Business
Case_NoAnx_Board.pdf” for review and comment. The business case has been
updated as per the input from BADC on 23 April (Annexures 51 and 51A). The
Purpose as set on page 4 still reads “... Accordingly it is recommended that the 1064

Locomotives Business Case be approved at a cost of R38.6 billion excluding borrowing

costs”

5 MNS Report Volume 114 August 2018, para 4.3.14, page 75.
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111. On 30 April 2013 Budhai emails the file “20130430 1064 0900 Locomotives Business

Case_NoAnx.pdf’.

111.1. The cover page dated 25 April 2017 indicates it is the Final Version to the
Board of Directors. The Purpose per page 4 reads: “...... Accordingly, it is
recommended that the 1064 Locomotives Business Case be approved with
estimated total costs of the acquisition of R38.6 billion as per the Corporate
Plan (excluding the potential effects from forex hedging, forex escalation and

other price escalations).” (Annexure 52)

111.2. The metadata for this file indicates it was last modified on the machine of
Yusuf Mahomed, Office of The Group Chief Financial Officer, Transnet on 30

April 2014 at 10:31. The total editing time was four minutes (Annexure 53).

112. This file was widely circulated as the final version and this amendment has caused

considerable confusion.

113. McKinsey and Group had control of the final versions of the Business Case and

PowerPoint presentations.

114. Given the extensive communication and response to hedging and forex issues in the
formative stages of the final business case, together with the partial editing of the
PowerPoint presentation and business case it is my considered opinion that the
altering of the final business case and PowerPoint presentation with the phrase
“excluding potential effects from forex hedging, forex escalation, and other price

escalations” was a deliberate misrepresentation.

1156. The Transnet Board approved version is, however, used as a point of reference and is
included as Annexure 54. |t is further referred to as the final 1064 business plan or

simply the business plan where the context allows.
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Accelerated Locomotive Delivery

The accelerated delivery contracted for the 1064 locomotives did not, in my opinion,

make operational or commercial sense and was, in my opinion, ill-considered, as it:
116.1. Was contrary to operational advice from TFR

116.2. Beyond Transnet Engineering’s scope to deliver

116.3. Contrary to the procurement strategy of the business case

The 1064 business plan (Annexure 54) discusses locomotive delivery in in some

detail. Key points include:

117.1. Delivery is posited over seven years ending 2018/19 at a maximum rate of

230 locomotives per month (page 48).
117.2.  Delivery risks and whether the posited timeframes are achievable (page 49).

117.3. Highlighting the significant locomotive shortfall that Freight Rail would
experience against the business plan assumptions and the associated loss of

volumes(tons) and revenue.

Operational advice against accelerated delivery

Early February 2014 Singh requested Freight Rail’s response to an aggressive delivery
schedule for the 1064 locomotives. Pillay, Roper and | with other technical input
prepared a report “TFR PELIMINARY VIEW ON EXPEDITING 1064 LOCOMOTIVES”
for Gama'’s consideration (Annexure 56) on . The accelerated delivery was 300

locomotives per year. The aspects covered, together with pertinent comments, were:

118.1. Strategy: Fast park old locomotives with a caveat on the organizational

recognition of the technical nature of the work.
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118.2. Market: The market supported the additional tonnages.
118.3. Wagons: The wagon plan could be adjusted accordingly.

118.4. Linkage to Major Projects: Several major projects were affected and there
would have to be an adjustment in the capital cash flows to fast track certain

projects to achieve the aggressive tonnages per the time lines stipulated.

118.5. Delivery: TE’s delivery promise for an aggressive start-up was April 2015. It
was Freight Rail’s view this could be between 3 months to over a year later
depending on whether it was diesel or electric locomotives and a known or
unknown supplier. The critical point was that TE’s start-up of the local
manufacture of previous contracts had not been visibly managed as a project
under a dedicated and accountable programme manager according to a
visible and communicated project plan. This is the cause of the delays

experienced.

118.6. Commissioning: The bottleneck of available team’s type testing and limited

test facilities was spelt out. There was insufficient skilled staff.

118.7. Operations: Freight Rail would review its crew requirements with an

aggressive intake in the 2014/15 financial year.

118.8. Maintenance: Current major maintenance interventions would be adjusted or
curtailed. It was also put forward that all control of locomotives be moved to
Logistics Integration to consolidate control, introduce proactive planning,

technical monitoring and develop and enforce key performance indicators.

118.9. Risk Management: The risks identified in the 1064 business plan were

extracted and appropriate actions identified.

119. On 12 February 2014 the document was sent to Gama, Singh and Roper.
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On 26 February, when responding to Singh on various scenarios, | explicitly stated that
we (Freight Rail) could not absorb more than 300 (locomotives) per year due to market

and commissioning constraints (Annexure 57).

The mail of 28 February 2014 from a technical colleague indicates the extensive
impact of the accelerated delivery on the current locomotive maintenance programs.

Many would have to be stopped or severely curtailed (Annexure 55).

The above notwithstanding Pillay and | were requested to present a view “UPDATED
FOR AGGRESSIVE DELIVERY OF 480 PEAK PER YEAR". It followed the same
format as the previous report but it was more detailed in the links to major projects.
Most of the projects had to be completed within two years with the caveat that not all
the projects were fully funded. There was added emphasis to the risks in the Delivery
and Commissioning sections. The report was sent to Gama for input on 6 March 2014

before onward transmission to Singh.

Gama responded on 10 March 2013 allocating specific responsibilities to various
projects. He stressed that we had under-emphasised the TE risk and should update

the report before sending to the GCFO.

On 11 March 2014 | sent the updated report to inter alia, Gama and Singh, with the
covering note that the very aggressive delivery poses an overall risk as it requires very
tight simultaneous coordination of markets, customer capacity, material supply,

developing infrastructure capacity and wagons (Annexure 58).

An upshot of our report was an extensive workshop on 27 May 2014 and the allocation
task and responsibilities to address the de facto situation. The agenda and tasks

virtually mirrored that of the report (Annexure 59).

By July 2014 Strategy and Business Planning had taken over coordinating all the

responses and actions emanating from the 27 May workshop. Loosely using the
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framework of the report, Strategy and Business planning proceeded to use the

responses and actions as the basis for the first iteration of the 2015/16 business plan.

(Annexure 60)

On 10 July Strategy and Business Planning were ready to share a presentation on

accelerated locomotive delivery plan with Gama (Annexure 61).

On 16 July 2014, for the presentation by Strategy and Business Planning to Transnet
Group Exco, (Annexure 62), | sent the following concluding slide. An addition by Pillay
that “In order to ensure that there is a reliable system it is required that Rail Network
makes the required investment in line with how the locomotives are deployed into the

TFR system” was unfortunately too late to make it into the final presentation pack

Conclusion and Recommendation r

Conclusion
» No significant financial difference between three
scenarios
= Gearing and Debt / Interest cover breach
governance limits in all cases |
* The prospect of delays in locomotive delivery has
not been addressed, however very real ‘
= Volumes for the accelerated delivery of 480 ‘
locomotives pa are at risk ‘
= (Capital and Opex related to the 1064 and 160 i
locomotives can be phased, but not negated

Recommendation

= Locomotive delivery to be re-phased to between
250 and 300 locomotives per annum with 300
being the upper limit

» The Shareholder and Treasury be approached to
approve the short term breach in Cash Interest
Cover and Gearing

PAGE 37 |

The pressures on the accelerated delivery program were intense. On 30 Oct 2014, |
received the following sms from Gama. “/ don't change my mind daily, .. You and JD

agreed to 480 max a few months ago, make it work”. | do not recall the exact
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circumstances that gave rise to the sms but it was symptomatic of the pressure at the

time. It is possible that it related to the recommendation above.

Transnet Engineering (TE) Preparedness

TE was, | believe, ill-equipped to handle the accelerated locomotive delivery.

In February 2014 Pillay and | accompanied Singh and others to meetings with PWC to
discuss TE’s preparedness to manufacture / assemble locomotives. It is my
recollection that we fully appraised them of our concerns based on TE's late delivery of
the 95 20E locomotives, the time it took to get the GE assembly line up and running
and, in our view, the structural and cultural deficiencies in TE to rapidly transform into a

world class manufacturing and assembly facility.

PWC prepared a report that is extensive and detailed. It also highlights significant risks
in TE’s capability. Annexure 62A is but one slide setting out the risk of attempting to

compress the delivery schedules.

These concerns are also expressed in the reports on “TFR PRELIMINARY VIEW ON
EXPEDITING 1064 LOCOMOTIVES” (Annexure 56) and “UPDATED FOR

AGGRESSIVE DELIVERY OF 480 PEAK PER YEAR” (Annexure 58).

The detailed concerns of Harris and his team as set out in his email of 6 June 2014
give expression to this concern. They speak to the preparedness of TE, the delays in
the production of the 20E and the knock-on effect to the 21E and ultimately the 1064

(Annexure 19).

It is regrettably common cause that many of the 1064 locomotive deliveries are running
late. In a media report on 4 December 2018, the Chairman of the Transnet Board

reported to Parliament that only 497 of the 1,064 locomotives had been delivered so
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far, when in terms of the delivery schedule all of them should have been delivered by

now.®

Procurement Strategy

136. The locomotive Business Plan highlighted various risks and the need to adjust the
rate of delivery in line with the risk as it materialises. This was captured in the phrase
“programmatic procurement” which is used consistently throughout the various

iterations of the business cases.

137. Page 8 (Annexure 52) of the final business case discusses at length managing the
risks of volume volatility given the volatility in the global and domestic economy. “If
volumes grow faster or, vice versa, slower than the MDS plan, Transnet must adjust its
locomotive procurement accordingly. This flexibility needs to be built into its
procurement and contracting strategy to enable it to accelerate or throttle back the

pace of locomotive purchases without penalties.

138. In the RFP this “programmatic procurement” was translated to break point pricing for
different batch sizes which is not the same thing as programmatic procurement. Batch
size refers to changing the size of the order and break point pricing indicates the
different prices for different batch sizes. This does not talk to or allow the flexibility to

accelerate or throttle back the pace of locomotive purchases without penalties.

139. The accelerated delivery of the locomotives negated all the protection that was
envisaged in the business case, and the limited protection provided in the RFP, against

MDS volumes not materialising.

140. ltis a pity that the worst-case volume shortfall identified in the business case is exactly

what Freight Rail experienced. This occurred without the benefit of a flexible

¢ https:/ / www.businesslive.co.za/bd / national/ 2018-12-04-maijor-litigation-on-transn _et-locomotlve-contracts-
in-the-offing/ Retrieved 23 April 2019.
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procurement and contracting strategy that allowed locomotive purchases to be

accelerated or throttled back without undue penalties.
Advance Payments

141. Itis my considered opinion that the contracted payment schedules negatively and

142.

143.

144.

unnecessarily impacted Transnet.

The 1064 business case posited upfront payments on signing the contracts of R250m

for the diesel locomotives and R300m for the electric locomotives. (Annexure 52 para

4.3.2 page 37)

financial model.

The following table of the payment terms per the bid documents for the electric

These upfront payments of R300m and R250m respectively were incorporated into the

locomotives is extracted from the 10 December 2013 Report of the Cross Functional

Evaluation Team (CFET) (Finance) (Annexure 83). Bidder 1 is Bombardier and Bidder

2 is CSR.
Eigder 1 Bidder 2 Bidder 3 Bidder 5 Bidder 7

Deposit on effective date 8% 1.62% 1.62% 1.62% 1.62%
Milestone 2 8% 9.00%
Milestone 3 8% 3.00% 0.00%
Milestone 4 3.00%
Milestone 5 5.00%
Milestone 6 3.00%
Total payments before acceptance 24.00%; 1.62%i 24.62% 1.62%j 1.62%;
On at locomotive acceptance 66% 88.38% 65.38%) 98.38%: 98.38%
Retention 10%) 10.00% 10.00%) 0.00%| -
Total 100.00% 100.00% 100.00% 100.00% 100.00%
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145. The following table of the payment terms per the bid documents for the diesel
locomotives is extracted from the 10 December 2013 Report of the Cross Functional
Evaluation Team (CFET) (Finance) (Annexure 84). Bidder 1 is CNR and Bidder 4 is

General Electric.

| Bidder1 | Bidder2 | Bidder3 | Bidder4

Deposit 1.08% 1.43% 25.00% 1 Q.00%
Acceptance 88.92% 88.57% 75.00%4 87.00%
Retention 1000% 1 0.00% Q00% 3.00%4

146. The above tables show that deposit or “Advance Payment Guarantees” (APG) of the

order of 1% to 2% are not uncommon.

147. The table below is compiled from Annexure 17.

Bomabardier | CSR GE CNR CSR 100 | GE60
APG / Deposit 9% 10% 10% 10% 30% 70%
Design Review | 9% 20% 5% 30%
6 Months 9%
Total Advance

27% 30% 10% 15% 60% 70%
Payment
Acceptance 68% 65% 87% 75% 37% 27%
Retention 5% | 5% 3% 10% 3% 3%

148. From the above table the advance payments before a locomotive is delivered for all
bidders increased from their initial bids. Bombardier was a slight increase from a high

base and CSR having the highest increase followed by CNR and then GE.

149. The increases beg the question as to how the final negotiations were conducted.
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150. | recall being told but cannot confirm that the reason given for the 70% upfront
payment for the GE 60 locomotives was to purchase the material to continue the
current production run of Class 43 diesels. There were no design, prototype, testing or

setup costs involved.

151. As previously mentioned, a consequence of agreed advance payments was that, on
contract initiation on 17 March 2014, Transnet had to pay an upfront advance payment
of R7.37 bn before the 15t of April 2014. This was so that the payments would be

reflected in the 2013/2014 financial year.

152. One of the consequences of the payment schedule was that Transnet had to increase
its foreign borrowings. (Annexure 63 and 63A). While my response may not be
considered definitive in that it still had to be tweaked with the revised locomotive run
out schedule, the magnitude of the funding increase is undeniable being of the order of

“R6 billion in 2014/15. Borrowing limits also spike in 2017/18 and 2018/19 by some

R8 billion and R6 billion respectively.
The 1064 Locomotive Evaluation Process
153. The procurement of the 1064 locomotives can be divided into two phases:

153.1. The first phase covers the bid process, the receipt of the bids and the

evaluation process up to and including selecting the final suppliers.
163.1.1. This section deals with this phase.

153.2. The second phase covers the negotiations with the selected suppliers (also
referred to as OEM’s - Original Equipment Manufacturers) resulting in the final

contracted price/s.

153.2.1. This phase will be covered in the section “January 2018 Price
Validation”.
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154. | believe that the 1064 evaluation process was administratively flawed. The MNS report
into the 1064 locomotives Volume 1, 14 August 2018” in the Executive Summary
concludes that “The results of all of the above (except the price increases) renders the
procurement of the 1064 locomotives susceptible to judicial review for failure to adhere

tot the applicable legal framework™

155. | will complement the above finding with detail not covered in the MNS report. In this
section | will draw on material to which | have had access though my work with MNS
and material made available through the Zondo Commission and documents in the

public domain.

1566. | will cover the following to support my contention that the evaluation process was

administratively flawed:

156.1. Prescribing the role of TE as a subcontractor when it is was not supported by

documentation.
156.2. Using the prescription of TE as a mechanism to adjust the price for evaluation.
166.3. Inconsistently applying the prescription of TE across the bidders.

156.4. As a consequence of the above the BAFO prices presented to the 1064

Locomotive Steering Committee were not a true reflection of the real cost.

157. For background and context to what follows, the following timeline and documents are

relevant.
1567.1. 16 July 2012 - RFP Part 1 issued

167.2. 11 December 2012 - RFP part 2 issued

7 Report on the investigation into allegations of irregularities in the procurement and award of the 1064
locomotives tender by Transnet. Volume 1, 14 August 2018.
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30 April 2013 - Bids closed
3 September 2013 - PFMA approval.

2 December 2013 - Clarify “Rand impact of TE” to selected bidders.

Clarification closes 4 December 2013.

12 December 2013 - Reports of the cross functional evaluation team

(Finance)

20 December 2013 - Request breakdown and explanation of Annexure E

costs in the RFP. Closing date 23 December 2013.

4 January 2014 - Request Best and Final Offers (BAFO) with closing date of

10 January 2014.

15 January 2014 - Memorandum from the (CFET) (Finance) to the 1064

Locomotive Steering Committee.

January 2018 — Analysis performed for Transnet Freight Rail on the ETC

increase from R38.6bn to R49.55bn.

Documents frequently referred to include:

158.1.

1568.2.

The 10 December 2013 report of the Cross Functional Evaluation Team
(CFET) (Finance) on the Locomotive tender evaluation for the supply of 599

electric locomotives for the General Freight Business (Annexure 83).

The companion report also dated 10 December 2013 on Locomotive tender
evaluation for the supply of 465 new diesel locomotives for the General

Freight Business (Annexure 84).
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1568.2.1. These two reports were made available to me by the Zondo

Commission and through my work with MNS.

The 15 January 2013 Memorandum from the CFET (Finance) to the 1064
Locomotive Steering Committee under the subject “599 Electric Locomotives

— Results of ‘Best and Final Offer’ Responses” (Annexures 65 and 65A).
158.3.1. For legibility, Annexure 65A is directly from the original excel file.

The 15 January 2013 Memorandum from the CFET (Finance) to the 1064
Locomotive Steering Committee under the subject “459 diesel locomotives —

Results of ‘Best and Final Offer’ Responses” (Annexure 66 and 66A).
1568.4.1. For legibility, Annexure 66A is directly from the original excel file.
The excel file "Negotiations Electrics 17 Mar 14.xiIsx”.

The excel File “Negotiations Diesels 17 Mar 14.xIsx”.

The two files of excel spreadsheets referred to above are crucial to an understanding

of the development of the final locomotive pricing

159.1.

1569.2.

159.3.

The relevant worksheets extracted from these files are attached as
Annexures 67 through to Annexure 72 for the electric locomotives and

Annexure 73 through to Annexure 77 for the diesel locomotives.

The annexures cover the worksheets including Base cost, Base cost (Fixed
price), Base cost (excluding options), Base cost (excluding TE), Negotiations

and Media 17 March. A “Reconciliation” worksheet is also included.

The relevance of these files is that they provide a timeline view of prices of all

bidders from tendering through to the final award. They correlate with:

39




FQC-040

159.3.1. The 10 December reports from the CFET (Finance) on the electric

and Diesel locomotives

159.3.2. The 15 January 2014 memoranda on electric and diesel
locomotives from the CFET (Finance) to the 1064 Locomotive

Steering Committee and
169.3.3. They correlate with the final award prices.
160. The files also contain evidence of:
160.1. Reverse engineering of amounts
160.2. Unexplained variations in foreign content and
160.3. Evidence of negotiations with electric locomotives priced around R60m each.
Prescribing the Role of TE as a Subcontractor
161. Transnet Engineering (TE), as it was then called, is an operating division of Transnet.

162. The accounting of TE as a subcontractor was problematic and, in my opinion,

contributed to a potentially flawed evaluation process.

163. The Request for Proposal (RFP) for the supply of 465 new diesel locomotives Part 2
states under para 2 TRE SUB-CONTRACTING that: “Participation of TRE in this
locomotive procurement process will be prescribed and further details will follow after

the issuance of Part 2 of RFP.” (Annexure 81).

163.1. The wording in the RFP Part 2 for the supply of 599 new electric locomotives

is identical.

163.2. No record has been found that the “further details” referred to were ever

issued and formed part of the RFP, either for electric or diesel locomotives.
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163.3. In the absence of the “further details”, the participation of TE in the locomotive

procurement process cannot be considered prescribed.

The PFMA approval letter from the Honourable Minister dated 3 August 2013 talks to
the “critical role of Transnet Engineering in developing strategic and industrial
capabilities relevant fo the rail supply chain.” The letter grants approval for the
procurement of the 1064 locomotives subject to, inter alia, the following condition: “A
clear statement by Transnet with regard to TE’s vision in the locomotive supply chain
and what capabilities will need to be developed to make this vision a reality’.

(Annexure 82)

164.1. The PFMA approval was received after the bids had closed so could not

reasonably be prescription to the bid process.
164.2. The PFMA approval does not prescribe that TE will be a subcontractor.

If the above argument is valid, which | believe it is, then it was incorrect to incorporate

the use of TE or otherwise in the bid evaluation process.

165.1. If the use of TE was to be prescribed, then the details should have been
provided timeously before the closing date of the tender or the tender should

have been re-issued.

Using the prescription of TE as a mechanism to adjust the price for

evaluation.

TE Pricing methodol i

The 10 December reports from the CFET (Finance) covers the use of TE as a main

subcontractor in detail. (Annexure 83 and Annexure 84).
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Under the heading “Using TE as a main subcontractor”, it states, inter alia

that: “The RFP part 2 dictates as follows “participation of TRE in this

locomotive procurement process will be prescribed”.

167. The statement was not qualified and under the same heading of “Using TE as a main

subcontractor” on page 12 reads:

“SCS in conjunction with the TFR CE and Transnet GCE and GCFO decided
that clarity should only be obtained from those bidders who included TE as a
main subcontractor. The clarity request was to establish what proportion of the

bidder’s price related to the use of TE;

Accordingly the methodology provided to the CFET (Finance) was that all
bidders should be evaluated excluding the use of TE as a main subcontractor

in order to normalise the base on which to evaluate price;”

168. In both reports referred to above, under the heading “Matters for Approval of the

Steering Committee”, the CFET (Finance request, inter alia, “Approval of the price

methodology provided to the CFET (Finance) for evaluation purposes to include the

impact on price.”

168.1.

168.2.

168.3.

I do not know if the Locomotive Steering Committee approved the price

methodology.

From the wording of the report, it is reasonable to conclude that the CFET

(Finance) were directed in the pricing methodology.

| believe this direction to CFET was wrong, according to my reasoning, that

the role of TE was not prescribed.
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Application of the TE pricing methodology

| would first address the “normalization” of the 599 electric locomotives.

169.1. Page 12 of Annexure 83 describes how Freight Rail Supply Chain Services
“normalised” the bid price between those bidders who used TE as a

subcontractor and those who did not use TE as a subcontractor.

169.2. This “normalisation” resulted in three bidders who used TE as a subcontractor
being asked to specify, without apparent qualification, the amount they would

save by not using TE as main subcontractor.

169.3. Page 13 describes the confusion pertaining to Bidder 2’s (i.e. CSR) use TE

and whether the amount was R 3 480 000 or R 5 490 000.

169.4. Page 13 further describes a telephonic conversation with Bidder 2 on the
evening of 4 December 2013. This resulted in the R 2 010 000 difference

between R 5 490 000 and R 3 480 000 being declared a “discount”.

169.5. Supply Chain Services, based on discussion with the Group Chief Executive
and the Group Chief Financial Officer advise the CFET (Finance) that the

evaluation should proceed excluding this potential “discount”.

169.5.1. The R 2 010 000 “discount” per para 169.5 was later taken into
account in the memorandum to the Locomotive Steering Committee
of 15 January 2014 (Annexure 65) following a request on

4 January 2014 for Best and Final Offers.

169.6. Page 13 states that the impact of excluding TE from the normalized base

price as follows:
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Bidder 1 Bidder 2 Bidder 3  |Bidder 4 Bidder 5 Bidder 6 Bidder 7

-1 905 514 -3 480 000 0 n/a 0 n/a 0

Page 40 shows the “Price used for evaluation” excluded the use of TE as the
main subcontractor. The “Price used for evaluation” was used in the BAFQ

evaluations.

169.7.1. The TE component subtracted above was later added back to the
determination of final price. This is shown in page 2 of

Annexure 70.

Still on page 40, comparing lines “Sub Total 3 (total price before TE
adjustment)” with “Price used for evaluation” shows how the “impact of not
using TE as the main sub-contractor” favours bidders 1 (Bombardier) and 2

(CSR).

170. The application of the TE pricing methodology for the 465 diesels followed a similar

pattern. Pages 12 and 13 of Annexure 84 refer. The impact of excluding TE from the

normalised price is shown below.

170.1.

170.2.

170.3.

Bidder 4
-1 046 060

Bidder 3
-1 640 000

Bidder 2
-1 530 190

Bidder 1
n/a

The outcome of the impact of TE pricing is shown on page 37 of

Annexure 84.

The notable exclusion of bidder 1 will be covered later.

Unlike the electric locomotives, the impact of TE pricing is not added back in

the determination of the final price for the diesel locomotives.
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Observations on the impact of TE pricing on the electric locomotives

171. Per page 23 of Annexure 83, bidders who did not quote using TE as a main
subcontractor were not approached for clarity. It is further commented that “/f clarity
was obtained from these two bidders .... Then the impact on the evaluation scoring

result could be significant”

172. Examining pages 40 of Annexure 84 and 37 of Annexure 83 show that impact of not
using TE as the main subcontract has a significant impact on the price used for

evaluation.

172.1. The impact of TE pricing significantly favours bidders 1 (Bombardier) and 2
(CSR) for the 599 electric locomotives; which bidders were awarded the

contracts.

173. An alternative view is that the impact of TE pricing is the premium Transnet Freight

Rail was prepared to pay for ensuring TE was used as main subcontractor.
173.1. No such stipulation was made in the bid documents.

174. Ifitis accepted that the role of TE was not in fact prescribed, then applying the impact

of TE pricing, unfairly favoured bidders 1 (Bombardier) and 2 (CSR).
Correlation
175. From Page 40 of Annexure 83 on the electric locomotives:

175.1. The “Price used for evaluation” correlates with the respective bidder's
“Previous Evaluated Price” in the 15 January 2014 599 Electric Locomotives
memorandum from the CFET (Finance) to the 1064 Locomotive Steering

Committee (Annexure 65).
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175.2.  “Sub Total 3 (Total price before TE adjustment)” correlates with the respective
bidder’s “Capital Acquisition cost excluding forex and escalations rebaselined
to 11 November 2013 rates and options re-aligned” in the Base cost

worksheet Annexure 67.
176. From page 37 of Annexure 84 on the diesel locomotives correlates:

176.1.  The “Price used for evaluation” correlates with the respective bidder's
“Previous Evaluated Price” in the 15 January 2014 465 Diesel Locomotives
memorandum from the CFET (Finance) to the 1064 Locomotive Steering

Committee (Annexure 66).

176.2. “Sub Total 3 -Total price before TE adjustment” correlates with the respective
bidder’s “Capital Acquisition cost excluding forex and escalations rebaselined
to 11 November 2013 rates and options re-aligned” in the Base cost

worksheet Annexure 73.
Inconsistently applying the prescription of TE across the diesel bidders.

177. 1 commented earlier on bidder 1 for the diesel locomotives not being subject to the

impact of TE pricing.

177.1. 1 will show why | believe this to be an inconsistent application of the

prescription across the bidders.

178. Page 12 of Annexure 84, the 10 December 2013 report of the Cross Functional
Evaluation Team on the Locomotive tender evaluation for the supply of 465 new diesel

locomotives under the heading “Using TE as a main subcontractor”, inter alia states:

* “SCS however advised CFET (Finance) that the Supplier Development files
submitted by bidders indicated that Bidder 1 did not specify the use of TE as the

main subcontractor and that this could have a potential price adjustment
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implication. SCS also mentioned that bidders were likely to make different
assumptions in the use of TE as a main subcontractor including the percentage
that would be subcontracted. These assumptions which were not specified by
TFR in the RFP process could differ significantly between bidders.
Accordingly SCS subsequently decided to obtain clarity from bidders on this

matter; My Bold)

e SCS in conjunction with the TFR CE and Transnet GCE and GCFO decided that
clarity should only be obtained from those bidders who included TE as a main
subcontractor. The clarity request was to establish what proportion of the bidder’s

price related to the use of TE;

e Accordingly the methodology provided to the CFET (Finance) was that all bidders
should be evaluated excluding the use of TE as a main subcontractor in order to

normalise the base on which to evaluate price;

e Based on this decision clarity responses were only issued to Bidder 2 and Bidder 4

(those bidders who indicated the use of TE as a subcontractor); “

179. CNR was Bidder 1 for Diesels. An extract from their RFP submission is set out below:

2.1 Local content plans per supplier and component

Reiterating our commitment to Transnet’s Supplier Development requirements, it needs to
be mentioned that The CNR Consortium has entered into an agreement with Transnet
Engineering as its major local Supplier Development (SD) partner for the manufacture of
certain components and the assembly of the locomotives after delivery of an initial quantity
of 20 fully build-up units.

180. Based on the above, the reported assertion by Supply Chain Services that “Bidder 1

did not specify the use of TE as the main subcontractor” is incorrect.
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Inconsistent interpretation of BAFO across Diesel Bidders.

181. All the documentation in this subsection was obtained through MNS with the exception

of Annexure 66.

182. On 20 December 2013 CNR and other diesel bidders were requested to provide a
breakdown of their RFP Annexure E costs (Annexure 101). The request to CNR asked

for an explanation of the costs shown below.

Manpower costs (Tenderer's manpower cost) R 57 680 899.00

Factory Overheads (Rental, depreciation &

amortisation, utility costs, consumables etc) R 167 917 477.00
dmin Overheads & Markup (Marketing, insurance,

inancing, interest etc.) R 5232 393 194.00

183. CNR replied on 22 December 2013 (Annexure 102).

184. On 4 January 2014 diesel bidders were invited to submit their Best and Final Offers.
The letter to CNR is attached as Annexure 95. The response date was 10 January

2014. Guidelines included in the request were, inter alia:
184.1. Base price excluding hedging and escalations
184.2. Base price using sub-contractors of your choice not Transnet Engineering.

185. CNR responded on 4 January 2014, first requesting a 14 day extension and again on 6

January 2014 requesting a 21 day extension stating that re “/tem 2 — Base price using

sub-contractors of your choice not Transnet Engineering” are concerned, we are
extremely concerned that the time allowed for us to respond will not be sufficient.”

(Annexure 96)

186. GE replied to the 4 January request on 10 January 2014 (Annexure 97). Their revised

prices were:
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186.1. Base price with TE as subcontractor, R25,624,560 per locomotive

186.2. Base price with subcontractors of GESAT’s choice, not Transnet Engineering,

R24,311,700 per locomotive
187. CNR replied to the 4 January request on 10 January 2014 (Annexure 98).

187.1. “We have reduced our Base Price in the TCO model (as referred to in your
letter of 4 January 2014), from R39,735,831 (thirty nine million, seven hundred
and thirty five thousand, eight hundred and thirty one rands) to R27,360,000
(twenty seven million, three hundred and sixty thousand rands). This price
relates to the cost of manufacture and does not include Training costs,
Logistics, Royalties, Technical Support, Service Charges, Finance Costs and

Contingencies, etc.”

187.2. IDbelieve that the above qualification does not constitute a comparative BAFO
price. In support of this belief, it should be noted that the reduction of
R12,375,831 multiplied by 465 diesel locomotives amounts to R5,754,766,145
which exceed the entire amount in their Annexure E from the RFP (refer to

para 182).

188. On 14 January 2914, Molefe writes to CNR (Annexure 99) that their 10 January

response, inter alia, “did not indicate the foreign currency amount per individual

currency and amount.” (original bold and underline).

189. CNR responds on 14 January 2014 (the same day), referring to their tender proposal

of 30 April 2013 (Annexure 100).

190. On 15 January 2014, the Cross Functional Evaluation Team (CFET) (Finance) submit
the results of the “Best and Final Offer” responses to the Locomotive Steering

Committee (Annexure 66).
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BAFO prices were not a reflection of the real cost of locomotive

191. To determine the Estimated Total Cost of a project, in this case the acquisition of 1064
locomotives, requires as an input, the real cost of the locomotive. The makeup of the

real cost is set out in pages 40 and 37 of Annexures 83 and 84 respectively.

192. With the impact of TE excluded from the BAFO price, the “BAFO Evaluated price” in
the memoranda of 15 January to the Locomotive Steering Committee (Annexures 65

and 66) cannot be used as to determine the Estimated Total Cost.

192.1. The memoranda are correctly qualified in that they must be read in

conjunction with the CFET (Finance) reports dated 10 December 2013.

193. The financial analysis | performed in January 2018 for Transnet Freight Rail on the
increase in ETC from R38.6bn to R49.55bn assumed as an input the BAFO prices of

the memoranda of 15 January 2014.

193.1. At that stage | did not have sight of the CFET (Finance) reports of 10

December 2013. (Annexures 83 and 84)

194. A consequence of the above, where the BAFO prices are not a reflection of the real
cost of a locomotive, is that the financial evaluations | performed in January / February

2018 do not include the premium that would be paid to TE.
January 2018 Price Validation

195. In this section | will describe how | was approached by Transnet to assist in the

validation of the final contracted price for the 1064 locomotives and in the process

uncovered:

195.1. Pertinent and anomalous information relating to the final contracted price

195.2. Inconsistencies in the make-up of the locomotive prices
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195.3.  Inconsistencies in the local content that were outside the parameters set by

Department of Trade and Industries

In January 2018 | was approached by Galeni and Pita to assist in reconciling the
R38.6bn posited by the business case to the R49.55bn (excluding options and
contingencies) finally contracted for the 1064 locomotives. This was shortly after the
publication of the Werksmans report and Transnet, as | understood it, wished to

develop a formal response.

I was part of a team that primarily comprised Yousuf Laher and Mohammed Moola,
Executive Manager, Finance, Freight Rail. Others participated but in a secondary role.

Our brief was two-fold:

197.1.  To show conclusively that forex hedging, and escalation were included in the

business case and

197.2. Reconcile the R38.6bn of the business case to the contracted amount of

R49.55bn.

The first task of showing that forex hedging and escalation were included in the
business case was easily completed by reference to the numerous instances where it

is mentioned in the business case and incorporated in the financial models.

Itis a personal observation that the business case would have been better served had
the assumptions around forex hedging and escalation been clearly identified in

appropriately titled paragraphs in the final business case.
Locomotive Pricing Validation and March 17 Negotiation Spreadsheet

The prices used in the business case for the locomotives were diesel R25.2m (US
$2.6m) and electric R33.9m (US $3.5m). This price should include the base price,

engineering support costs, special tooling and test equipment requirements, initial
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spares, setup costs, customs and excise and insurance costs as well as optional
extras. All these are required to deliver an in-service locomotive. The optional extras
are important and may or may not be included in the tenderer’s base price but are
required in the delivered locomotive. Other optional extras such as Radio Distributed
Power (RDP) capability are generally not included in the base price but are required by

Freight Rail for operational reasons and inter-locomotive compatibility.

The comparison of locomotive prices focused on the diesels and electrics respectively

and their subtotal of R36,368 million (excluding contingencies).

The methodology used in the pricing validation request was to reconstitute the
McKinsey model and update it with the “as bid” locomotive prices, a year's delay in the
award of the tender, updated foreign exchange (forex) curves, revised delivery
schedules and local content. Each of these steps would have a distinct outcome and

the step effect on the final price could be modelled.

For the analysis | used the 15 January 2014 submissions from the Cross Functional
Evaluation Team (Finance) (CFET Finance) to the 1064 Locomotive Steering
Committee. (Annexures 65 and 66). These documents contained the Best and Final

Offer (BAFO) prices of the various bidders as at 10 January 2013.

203.1. Iread the documents at the time as being a true and valid comparison for

evaluation purposes. The analysis team used these prices for the calculations.

| completed the analysis and presented the results to Freight Rail on 2 February 2014

(Annexure 103). The ETC presented was R40.457 bn.

204.1. Regrettably the same prices were used for diesel and electric and
locomotives. When this was subsequently corrected, the ETC reduced to

R39.497 bn. (Annexure 104)
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This initial analysis, however, as commented earlier, does not include the premium

paid to TE as the BAFO prices used were not the true base price of the locomotives.

March 17 Negotiation Spreadsheets

It was 25 January 2014, that | received the two excel files, "Negotiations Electrics 17

Mar 2014.xIsx” and “Negotiations Diesels 17 Mar 14.xlsx” (Annexures 83 and 84).

206.1. | was aware of their existence having seen them as part of a very brief
presentation to the team but was told they were restricted and/or confidential
and | could not gain access to them. | subsequently asked the Freight Rail

CFO for access to the files and after a few days received them from her office.

206.2. The importance and content of the two files of excel spreadsheets has already
been covered in para 159. i.e. the time line they represent, correlation to other

documents and the final contracted amount.

Analysis of March 17 Negotiation Spreadsheets

Three further Annexures are added:

207.1. Annexure 78. A side-by-side comparison for the Base Cost, Base Cost (exc
TE) and the Negotiations cost for the diesel locomotives. The file contains

additional illustrative workings and comments.

207.2. Annexure 79. A side-by-side comparison of the Base Cost, Base Cost (exc
TE) and the Negotiations cost for the CSR locomotives. The file contains

additional illustrative workings and comments.

207.3. Annexure 80. A side-by-side comparison of the Base Cost, Base Cost (exc

TE) and the Negotiations cost for the Bombardier (also referred to as BT in
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the worksheets) locomotives. The file contains additional illustrative workings

and comments.

208. On examination | could not credit that the figures in the spreadsheets were a true

reflection of the real cost of the locomotives for the following reasons:

208.1. The escalation costs were inflated, and | could not correlate these with any of

the locomotive modelling | had previously done. (Annexures 70 and 75)

208.2. There were unexplained variations in the foreign exchange component
affecting the locomotive price as it changed between the worksheets of Base
cost, Base cost (excluding options), Base cost (excluding TE) and

Negotiations. (Annexures 78, 79 and 80)

208.2.1. These unexplained adjustments in the foreign exchange
component, in certain cases, appear to have been used to artificially

inflate or lower the locomotive price.
208.3. There were significant variations in the cost of reduced batch sizes.

208.4. The foreign exchange component amounts used in the final negotiation
spreadsheet would cause some locomotives (CNR, CSR and Bombardier) not

meet local content requirements. (Annexures 78 79 and 80 respectively)

208.5. The electric “negotiations” worksheet contains several side-bar calculations of
locomotive prices of up to R60m per locomotive (Annexure 72). | correlate
this with the passage talk that accelerating the locomotive delivery saved us
some R10m per locomotive. Electric locomotive prices of around R60m are

unwarranted and indefensible.

208.6. The diesel “Negotiation Price recon” worksheet (Annexure 77) contains

inexplicable discounts on exchange rate impact and escalation.
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208.7. Some formula used in the “negotiations” worksheet have hallmarks of reverse
engineering to achieve a desired result. These are not visible in the pdf format
of the annexures. This particularly applies to the foreign exchange component

and cells coloured yellow.
Observations and Conclusion

Adding back the TE component significantly increases the base price of the
locomotive. As already pointed out, page 40 of the 10 December 2103 Electric
Locomotive Report of the CFET (Finance) (Annexure 83) provides a clearer picture of
the real cost per locomotive per bidder in the row Sub Total 3 (Total Price before TE

adjustment). These are normalized to November 2013.

The BAFO prices of the 15 January 2014 memorandum from the CFET Finance

cannot be used as a basis for determining the Total Estimated cost as:

210.1. | submit that without detailed knowledge of, and access to, the supporting
documents, the average reader would interpret the BAFO prices of the 15
January 2014 memorandum to the Locomotive Steering Committee as a

reasonable basis for comparison.

210.2. ltis an open question what the evaluation of the electric locomotives would
have been if the base price i.e. before the TE adjustment had been used for

the price evaluation.

Laher is the primary author of these two excel spreadsheets of 17 March 2014. Laher
is a signatory to the BAFO evaluation of 15 January 2014 and was furthermore a
member of the negotiation team for the 1064 locomotives comprising inter alia, Molefe,
Singh, Gama, Pita, Jiyane, Mdletshe and Ndiphiwe Silinga, General Manager Group

Legal Services.
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211.1.  With this knowledge, | was disappointed that the exercise undertaken in
January 2018 was in good faith but Laher, with full knowledge of the pricing
details and negotiations, chose not to share this knowledge including the
spreadsheets and evaluation reports with the members of the team to arrive at
an honest and accurate assessment of the increase in ETC from R38.6bn to

around R49.55bn or R54bn if options are included.

212. The ETC increase requested by Molefe to the Board Acquisitions and Disposal

Committee (ADDC) was from R38.6bn to R54.5bn (Annexure 85).

212.1. This included Contingencies of R4.9bn which would include options such as
“electronically controlled pneumatic braking and wire distributed power etc”

(Annexure 85, para 72).

212.2. These options were included in BAFO prices of the CFET (Finance)
Evaluation Reports of 10 December 2013 (Annexures 83 and 84) and the 15
January 2014 memoranda to the Locomotive Steering Committee

(Annexures 65 and 66).

212.3.  Inexplicably, these required options were omitted during the negotiation stage

and left to be added later under contingencies.
Report to Gama and others

213. On 22 February 2018 | sms’d Gama to request a meeting regarding the information
and insight | had obtained from the negotiation files. Gama requested that I prepare a
report for him which | e-mailed on 26 February 2014 (Annexure 86) for the electrics

and on 27 February for the diesels. (Annexure 87)

214. On 27 February 2018 | emailed Galeni, copying her on my emails to Gama but also

requested that if she can to “please trace and freeze the laptop with the file
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“Reconciliation of inflation Forex and TE Scope 26 Feb 2014.xIsx” | believe it should
form part of the forensic audit. Someone in SCS should have this file as it is often

referenced in the two files that Lerato sent us.” (Annexure 88)

214.1. The two files referred to are the 17 March 204 spreadsheets. (Annexures 83

and 84).

214.2. | was really disappointed to later hear the laptop of Mdletshe had gone

missing.8 | believed it contained the file referred to above.

215. Gama responded on 26 March 2018 with some comments, questions and requested a
meeting. | responded on 26 March 2018 with a tranche of three emails (Annexure 89,
90 and 91). Annexure 88 details my concerns but | would highlight one of Gama’s
comment that “.... Yousuf ..... Anoj..... assured me that they got the best fixed
(hedging) rates for us and this would avoid a scandal such as the arms deal as this
was in Rand and fixed.....” . | responded that “.... | believe this to be a partial truth. The

full detail is exposed in the negotiation spreadsheets”

216. | met with Gama and Silinga on 3 April 2018. Gama and Silinga expressed surprise at

some memoranda presented saying they had not seen them before.
217. In the meeting Gama undertook to take this matter to the Chair of the Audit Committee.

218. The following day | emailed Silinga copies of all the documentation | had previously

emailed Gama. (Annexures 92, 93 and 94)

219. | had no further communication from Gama, Silinga or the Audit Committee on this

matter.

Concluding Remarks

8 MNS report: 14 August 2018, page 142.
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220. The programmatic replacement of the Transnet Rail General Freight locomotive fleet
was absolutely necessary. The last batch of locomotives for General Freight had been
bought in 1992 and the greater part of fleet was beyond its economic life. Upgrade

programs had exhausted all realistic options to keep the fleet running.

221. The Market Demand Strategy was a catalyst and the change in strategy, from

responding to demand to creating capacity that can absorb demand, could have

worked.

222. For me, itis unfortunate that the aggressive Market Demand Strategy was not backed

up by further rigorous evaluation and adjustment as the market dictated.

223. Supply Chain Services, | believe, failed Freight Rail in the locomotive procurement
process. With good intention, it was to create a mechanism separating technical
interests from the procurement process. However, it failed Freight Rail in that it
presumed to be the final arbiter of what Freight Rail needed in its locomotives rather
than a custodian of due process. It failed to create the mechanism for programmatic
procurement adjusting delivery to changing market conditions; it failed to include
essential options in the procurement of locomotives, and, for whatever reason, it
decided on the type of locomotive to be procured without technical consultation. | don’t

know if anyone in Supply Chain Services ever read the 1064 locomotive business

case.

224. The aggressive procurement of the locomotives and shortening the delivery from 7
years to 3 years has severely impacted Transnet and Freight Rail. Transnet
Engineering was never going to be ready or able to deliver the locomotives in the
accelerated time frame, Freight Rail did not have the capacity to absorb the
accelerated delivery and the financial impact was massive with Transnet almost

transgressing its cash interest cover and having to increase its foreign borrowings.
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225. A premise of the business case was that locomotive performance would improve with
new, more reliable, and more powerful locomotives. | understand it is now worse than

before the acquisition process started.

226. My colleagues and | shared a vision of recreating a sustainable, viable local locomotive
industry supplying between 60 and 100 locomotives annually to Freight Rail. Sadly,
that will not be realised and it will be a decade or more before the opportunity may

arise again.

227. Thank you for this opportunity to present what | know about the 1064 locomotive

procurement from my time and involvement with Transnet Freight Rail.

228. My thanks and gratitude also go to my colleagues and co-railway workers with ballast

dust on their shoes; keep the wheels turning.

229. If | may be permitted a quote from Charles Dickens from A Tale of Two Cities “/t was
the best of times, it was the worst of times, it was the age of wisdom, it was the age of
foolishness, it was the epoch of belief, it was the epoch of incredulity, it was the season
of Light, it was the season of Darkness, it was the spring of hope, it was the winter of
despair, we had everything before us, we had nothing before us, we were all going

direct to Heaven, we were all going direct the other way...

Vi
FRANCIS QUENTIN CALLARD

pate:_ /V //%"’/ 1 7
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ITEM

DOCUMENT

Paginated #

Updated memorandum to BADC for an additional 100
19E type equivalent electric locomotives for the coal
export line. October 2013

Exchange of SMS’s between Gama and Callard re the

100 locomotives

Updated memorandum for an additional 100 19E type
equivalent electric locomotives for the coal export line
signed by Gama on 25 November 2013

SMS from Gama on 18 January 2014 asking for a
revised business case for additional 100 19E type
equivalent electric locomotives and 80 diesel

locomotives

Email to Gama on 20 January 2014 with revised 100
locomotive business case. - BADC 100 80 Revised V14

0120

5A

Revised 100 locomotive business case of 20 January
2014 - BADC 100 80 Revised V14 0120

Email to Jiyane on 21 January 2014 with revised 100
locomotive business case. - BADC 100 80 Revised V14
0120

Email from Mdletshe requesting assistance with
changes to the 100 locomotive business case

7A

Altered 100 locomotive business case received from
Mdletshe on 22 January 2014 with reference to 19E
equivalent locomotives removed. BADC 100 80 Revised

V15 0120 GP

A comparison of the business case of 20 January 2014
(...V14 0120..) with that received from Mdletshe on 22
January 2014 (...... V15 0120 GP.docx)
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Email from Callard to Gama and Jiyane on 23 January
2014 expressing concern regarding the altered business

case for the 00 locomotives

10

Email from Gama to Singh on 23 January 2014
summarising Callard’s concerns regarding the altered

business case for the 100 locomotives

11

Email from Singh to Gama on 24 January 2014

acknowledging his mail

12

Email from Singh to Molefe on 24 January 2014

forwarding Gama’s mail

13

Minutes of the BADC meeting on 24 January 2014

14

Business case for the 100 locomotives presented to
BADC signed by Sing and Molefe (22 January 2014) as
presented to BADC

flie

Email of 18 February 2014 that the 100 heavy haul coal
line locomotives had been approved and a specification

was required for tendering purposes.

16

Letter of 19 February with requirements and revised

specification for the 100 locomotives

17

Email of 21 March 2014 from Laher with spreadsheet of
CASHFLOWS_FINAL_17MARCH14 (2).xlsx and

extracts from spreadsheet:

18

Email of 15 April 2014 from Laher requesting assistance
to update memorandum from Molefe on the 1064

increase in ETC

18A

The memorandum attached to the email from Laher on
15 April 2014

19

Email of 6 June 2014 from Harris to Roper expressing

concerns about production delays

20

Email of 10 June 2014 and draft memorandum to Roper
for Molefe requesting that 100 locomotives be fully

assembled in China

21

Email of 24 October 2014 to Budhai with updated risks

Annexures F Callard
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and mitigating actions concerning the 100 locomotives

22 Email of 8 December 2014 from Harris with locomotive
delivery schedule

23 Void

24 Void

25 Predicated volume growth extracted from final 1064
business plan

26 Email 9 April 2013 on Economic Assumptions to Support
7 Year MDS

27 Email 10 May 2013 on inconsistencies in ArcelorMittal
volume assumptions

28 Email 21 May 2013 on coal Projects and
Interdependencies

29 Email 17 May 2013 on inconsistencies in the ratio of
coal to steel for Newcastle plant

30 Email 17 May 2013 on unexplained increase in output of
Exarro Leeuwpan mine

31 Email of 15 August 2013 on outcomes of the MDS and
Capital Risks Workshop

32 Email of 29 August 2013 on outcome and actions
resulting from the MDS workshop

33 Email of 2 September 2013 with moderated outcome
and actions of the MDS workshop

34 Email of 4 September 2013 to Khumalo on the
outcomes and actions of the MDS workshop

35 Email of 10 September 2013 highlighting ongoing
questions regarding the MDS traffic file

36 First 1064 business case presented to Transnet net
Freight Rail Investment Committee on 9 March 2012
with ETC of R38 146m

37 Gama presents updated version of 1064 business case
to CAPIC on 19 March 2011

38 CAPIC meeting of 21 May 2012 decided that an externa 1
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party should review the 1064 business case

39 Email of 2 July 2012 with wagon business case to
complement locomotive business case

40 Email of 3 April 2013 from Bouwer to Mahomedy
expressing concern about McKinsey

41 Email drafted by Callard expressing concern about
McKinsey

42 Email 11 April 2013 on readjusting the 1064 locomotive
delivery timeline. Email also indicates escalation,
hedging and locomotive base price.

43 Team Email of 13 April 2013 on interaction with
McKinsey the previous day

44 16 April 2013 version of the 1064 business case
reflecting the purpose is to create 28 000 new and
indirect jobs.

45 | Email of 16 April 2013 where team Pillay, Bouwer and
Callard extensively revise the 1064 business case

46 17 April 2013 version of the 1064 business case ready
for circulation to the Locomotive Steering Committee

47 17 April 2013 version of the purpose of the 1064
business case.

48 Email of 18 April 2013 from Mckinsey with comments,
inter alia, on hedging and escalation

49 Email of 25 April 2013 circulating the draft minutes of the
Locomotive Steering Committee Meeting

49A Draft Minutes of the Locomotive Steering Committee
Meeting of 25 April 2013

50 Email 24 April 2013 from McKinsey noting BADC
approval and requesting minor updates to the 1064
business case

51 Email 29 April 2013 from Budhai requesting review and
comment on the updates requested by BADC

51A 29 April 2013 version of the purpose of the 1064

Annexures F Callard
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business case.

52 30 April 2013 version of the purpose of the 1064
business case. Cover page still dated 25 April 2013.
Escalation and hedging excluded.

53 Metadata of editing of 30 April (25 April cover page)
version of the 1064 business case.

54 25 April 2013 Final version of the 1064 business case as
approved the Transnet Board

55 Email 28 February 2014 indicating the effect of the
accelerated locomotive delivery on the various
locomotive programs

56 Freight Rail's response to the Locomotives Aggressive
delivery Schedule - 11 February 2014

57 26 February 2014 to Singh that, inter alia, Freight Rail
cannot absorb more than 300 locomotives per year

58 Freight Rail’'s updated response to a peak accelerated
delivery of 480 locomotives per year - 11 March 2014

59 Email 29 May 2014 on the workshop to discuss the
tasks and actions of the de facto accelerated delivery

60 Email 1 July 2014 from Strategy and Business Planning
on the 1064 accelerated delivery

61 Email 10 July 2014 from Strategy and Business
Planning on presentation to EXCO on 1064 accelerated
delivery

62 Email 16 July 2014 on the concluding slide for the
presentation to Transnet Group EXCO

62A Extract from PWC presentation of February 2014 on TE
ramp up risk

63 Emails of 23 October 2014 on increasing Transnet’s
Foreign Borrowing Limit

64 Presentation on increasing Transnet's Foreign
Borrowing Limit — 23 October 2014

65 15 January 2014 CFET (Finance) memo on 599 electric
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locomotives — BAFO responses

65A 15 January 2014 CFET (Finance) memo on 599 electric
locomotives — legible copy

66 156 January 2014 CFET (Finance) memo on 465 diesel
locomotives — BAFO responses

66A 15 January 2014 CFET (Finance) memo on 465 diesel
locomotives — legible copy

67 17 March 2014 Negotiation Spreadsheet Electrics
- Base cost

68 17 March 2014 Negotiation Spreadsheet Electrics
- Base cost (excluding options)

69 17 March 2014 Negotiation Spreadsheet Electrics
- Base Cost (Exc TE)

70 17 March 2014 Negotiation Spreadsheet Electrics
- Negotiations

71 17 March 2014 Negotiation Spreadsheet Electrics
- Media

72 17 March 2014 Negotiation Spreadsheet Electrics
- Negotiated price recon

73 17 March 2014 Negotiation Spreadsheet Diesels
- Base Cost

74 17 March 2014 Negotiation Spreadsheet Diesels
- Base Cost (exc TE)

75 17 March 2014 Negotiation Spreadsheet Diesels
- Negotiations

76 17 March 2014 Negotiation Spreadsheet Diesels
- Media 17 March

77 17 March 2014 Negotiation Spreadsheet Diesels
- Negotiated Price Recon

78 17 March 2014 - Diesel working analysis

79 | 17 March 2014 - CSR workings

80 17 March 2014 — Bombardier Working Analysis

81 RFP Diesel Locomotives Part 2 Extract
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82 3 August 2018 PFMA approval for 1064 locomotives ]

83 10 December 2013 Report of CFET(Finance) on 599
electric locomotives — Stage 6 evaluation

84 10 December 2013 Report of CFET(Finance) on 465
diesel locomotives — Stage 6 evaluation

85 14 May 2014 Memorandum from Molefe to BADC re
1064 increase in ETC

86 Email 26 February 2018 to Gama on 599 electric
locomotives and requesting meeting

87 Email 27 February 2018 to Gama on 465 diesels

88 Email 27 February 2018 to Galeni requesting that laptop
be secured

89 Email (1) 26 March 2018 with Gama responding to
queries on 1064 locomotives

90 Email (2) 26 March 2018 to Gama regarding splitting of
diesels

91 Email (3) 26 March 2018 to Gama regarding acquisition
of 100 locomotives and change from Mitsui to CSR

92 Email (1) 4 April 2018 to Silinga copying mails
previously sent to Gama

93 Email (2) 4 April 2018 to Silinga copying mails
previously sent to Gama

93 Email (3) 4 April 2018 to Silinga copying mails
previously sent to Gama

95 Letter 4 January 2014 to CNR from Singh requesting
BAFO price

96 Email 6 January 2014 from CNR requesting 21 day
extension to submit BAFO price

97 | Letter 10 January 2014 from GESAT with BAFO price

98 Letter 10 January 2014 from CNR with BAFO price

99 | Letter 14 January 2014 from Molefe to CNR regarding
foreign currency declaration
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100 Letter 14 January 2014 from CNR responding to foreign
currency query

101 Letter 20 December 2013 to CNR requesting breakdown
of Annexure E of RFP

102 Letter 22 December 2013 from CNR with breakdown of
Annexure E from the RFP

103 Email 8 February 2018 to Freight Rail with results of the
ETC calculations for the 1064 locomotives.

104 Results of January / February 2018 analysis for Freight

Rail on the ETC for the 1064 locomotives with corrected

pricing.
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TRANSNET

MEMORANDUM

&
1

WA LransneL. net

TO: Transnet Board Acquisitions and Disposals Committee (BADC)
FROM: Mr Brian Molefe, Group Chief Executive, Transnet SOC

DATE: 15 October 2013

SUBJECT: MITIGATION OF MDS VOLUMES AT RISK THROUGH THE INVESTMENT IN AND
PROCUREMENT OF 100 CLASS 19E EQUIVALENT DUAL VOLTAGE ELECTRIC
LOCOMOTIVES AND 60 CLASS 43 DIESEL LOCOMOTIVES.

PURPOSE
1. The purpose of this submission is to request the Transnet Board Acquisitions and Disposals
Committee to recommend to the Transnet Board of Directors the following:

a) Note the risk to TFR MDS volumes through insufficient traction power resulting from the
delay in the procurement of the 1064 locomotives:

b) To approve the investment in and procurement of 100 Class 19F equivalent electric
locomotives required for the Coal Export Line in the amount of R3 871 m (excluding
borrowing costs):

c) To approve the confinement and award of the procurement for the 100 Class 19
equivalent electric locomotives.

d) To approve the investment and change in the fleet plan to procure of 60 Class 43 diesel
locomotives for General Freight in the amount of R1 826 m (excluding borrowing costs):

e) To approve an extension of the current Class 43 diesel locomotives contract for 60
additional locomotives:

f) The GCE be delegated the power to sign and conclude all relevant documents to give
effect to the above resolutions.

EXECUTIVE SUMMARY
2. The TFR locomotive fleet plan was first approved by the Transnet Board in April 2011 and
updated with the 1064 GFB locomotive submission. The proposed locomotive acquisitions are
in line with the fieet plan and have been budgeted for in the 7 Year Market Demand Strategy
(MDS) 2013/14 - 2019/20. The delay in the 1064 fleet acquisition has put General Freight
Business (GFB) MDS volumes at risk.
3. This risk will be mitigated by the urgent acquisition of these locomotives.
a) The heavy haul 100 Class 19E locomotives will be deployed in the Coal Export Line and
will release 125 locomotives that will be used on GFB pending delivery from the 1064
program. The 100 locomotives form part of the already approved Fleet Plan
b) The 60 Class 43 diesel locomotives also fill the gap pending delivery from the 1064
program. These 60 locomatives do not form part of the approved Fleet Plan and this
submission requests an amendment to the Fleet Plan to include these 60 locomotives

BADC 100 60 Revised V1ia 0910.docx Page 1 AP
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4. The Class 19E dual voltage electric and Class 43 diesel locomotives recently delivered are
modern capable locomotives. They have proven themselves in service and will improve service
quality through improved reliability and reduced maintenance costs,

5. This submission proposes an accelerated procurement to mitigate General Freight MDS
volumes at risk by confining 100 Class 19E electric locomotives to MARS and extending the
current Class 43 Contract with GESAT by 60 locomotives. The accelerated acquisition will
mitigate the MDS shortfall by at least a year with its full effect realised commencing 2014/15.
The volumes mitigated increase from 6.2 mt (14/15) to 15.1 mt (16/17) and the cumulative
income protected is R9 197 m (13/14 - 16/17).

6. The confinement to MARS and extension of the GE contract is motivated on the basis of
urgency.

7. This accelerated acquisition does not put the MDS cash flow at risk and the 1064 acquisition
remains unaffected. The acquisitions are funded from the current MDS. The delay in the 1064
will extend its funding to beyond the 7 year period.

8. The 60 Class 43 locomotives are in addition to the approved Locomotive Fleet Plan but accord
with the fleet strategy. With the year delay in the 1064 procurement, the 60 locomotives fill
the gap of the first year. Post the 1064 procurement, the sustaining fleet requirements based
on a 30 year life are approximately 80 locomotives per annum and the last year of the 1064
procurement moves into the sustaining phase.

9. The programmatic element of the 1064 procurement enables locomotive quantities per annum
to be adjusted to circumstances.

10. The proposed transactions do not increase the risk related to the 1064 tender process.

11. Socio-economic benefits will be realised in line with existing commitments and expectations.
12. The context and arguments are presented as follows:

a) History and Status of the TFR Fleet Plan

b) Status of the 1064 Procurement

¢) Impact of the 1064 delay

d) MDS Risk Mitigation

e) Project Benefits

f) Procurement Strategy

g) Finandial and budget Implications

BACKGROUND
13. The history and status of the TFR Fleet Plan and 1064 Procurement are presented to show that
a genuine unforeseeable urgency has arisen and that the urgency is not attributable to a lack
of proper planning. (Item 67 “Extract from Procurement Procedures Manual" refers)

History and Status of the TFR Fleet Plan

14, The TFR Locomotive Fleet and Modernisation Plan was presented to the new Board in April
2011 and predicated 776 GF locomotives by 2015/16 for GF volumes of 155.8 mt. The plan
was modified in August 2011 when a further 426 locomotives were requested as the volumes
increased to 176 mt by 2018/19. To mitigate the immediate shortage and facilitate the volume
ramp up, 138 locomotives (95 electrics and 43 diesels) were approved by the Board in August
2011. Minor adjustments were made to the locomotive fleet plan for GFB with the pres ntat:gm
of the business case of the 1064 locomatives in April 2013. /{%

\
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15. The history and status of the TFR Fleet Plan is summarised in the table below:

| Loco Fleet | [
History Tons | Comment and Update

_andPlan | | | | - o ) |

Coal Fleet {26 ton axle)

112 | 97.5 |« Probable downward volume revision. Contracts currently being signed for 10 yez
| ! for 80 mt as coal reserves, sources and Eskom demand are evaluated.
il | o 112 targeted for expansion to 97.5 mt
| I | ® Current fleet of 10E, 7E and 11E require near term replacement.
(100 19E) * 100 (off the 112) switched to fleet replacement pending finality of and commitment
to long term coal export expansion and requested per this submission
* Feasibility studies investigating expansion of Coal Line to Waterberg as 26ton per
axle heavy haul fine. This is not currently included in the Locomotive Fleet plan.

GFB {22 ton axle)

| S0EMD | * 50 “like new” EMD diesels were defivered between December 2009 and March 2010 |

I 5 __onopen tender. = " _|

100 GE e In 2008 these locomotives were identified as a “quick fix” with 81 to sustain the |.
{Class 43) aging fleet and 19 for volume expansion.

¢ GE won the tender, which was confined to three companies, and the locomotives
were delivered between May 2011 and January 2013.

776 155mt | e In April 2011 the Fleet Plan was presented to the “new” Transnet Board for 776 GFB
locomotives for 155.8 mt.
95 CSR * in June 2011 the Board approved 138 locomotives (95 electric and 43 diesels). The
and electrics were for open tender. A new confined contract was entered into with GE
43 GE for the 43 diesels.

| * The 95 and 43 locomotives were determined and limited by the uncommitted funds
in the then Five year Capital program
¢ The diesels were delivered between January 2013 and June 2013.
| s The95CSR are planned for delivery March 2014 to March 2015. B
1064 170mt | e August 2011 the locomotive requirements for 176 mt were presented being 1202
locomotives (776+446).
e With the 138 already approved the balance of the GF8 fleet plan was 1064
locomatives. {1202 -138)
* In March 2012 the 1064 approval process commenced in tabling the business case at
Transnet Freight Rail Investment Committee,
! ¢ The 1064 procurement is expanded in the body of the document below.
60 ' | » 60 Class 43 requested to fill the gap in the first year of the 1064 resulting from the
| delay in procurement.

BADC 100 60 Revised V1la 0910.docx Page 3 " QTR
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Loco Fleet
History Tons Comment and Update
and Plan . .

Ore Export Line {30 ton axle)

44 44 mt ¢ 44 15E bought open tender (Toshiba / Mitsui} to replace / supplement existing 9E |
locomotives and Class 34 GE Diesels with an option for a further 18 locomotives.

32 o The option to extend by 18 locomotives was not exercised.
76 60 mt ¢ A new confined contract was entered into with Mitsui for a total of 32 locomotives

to take the Ore Export Line to 60 mt. This confinement was motivated on
standardisation of the fleet.

e ~ 110 Class 34 GE diesels returned to General Freight and replaced with 30 Class 43
GE.

* Potential General Freight traffic may materialise from 2013/14 on the Ore Export
line and 4 9E locomotives may be retained for this traffic.

T 2315E 80 mt ¢ The volumes are not likely to materialise in the 7 year MDS program. The FEL
and feasibility study is on hold and there is currently no cammitment to the increased
3 Diesels volumes.

* The locomotives are also put on hold.

e The 15E production line has shut down. As and when required, the procurement
options will be evaluated against standardisation, cost and interoperability.

o Diesels, if required, will be provided from the GFB fleet

16. The essential points relating to this proposal are:

a) The 100 Class 19E locomotives are for the coal line and were always part of the TFR
locomotive fleet plan. See Para 35 and following. They release locomotives that can be
used on GFB for the year that the 1064 program is delayed.

b) The 60 Class 43 diesel locomotives are not part of the 1064 locomotive program.

i They are in addition to the approved Locomotive Fleet Plan but accord with the
fleet strategy. With the year delay in the 1064 procurement, the 60
locomotives fill the gap of the first year. Post the 1064 procurement, the
sustaining fleet requirements based on a 30 year life are approximately 80
locomotives per annum and the last year of the 1064 procurement moves into
the sustaining phase.

17. The programmatic element of the 1064 procurement enables locomotive quantities per annum
to be adjusted to circumstances and this flexibility has been built into the tender and will be
carried forward in the ultimate contracts.

18. The rationale for the 100 Class 19E and 60 Class 43 Diesel not being part of the 1064
locomotive process are covered under the Procurement Strategy Para 58.a) and following.

19. The future acquisitions for the expansion of the Coal Export line to 97.5 mt and the Ore Export
line to 80 mt will depend on market conditions and development of the full supply chain across
all stakeholders.

History and Status of the 1064 Procurement

20. TFR's Corporate Plan sets out the 7 Year Market Demand Strategy (MDS) 2013/14- 2019/20 to
virtually double General Freight volumes to 170 mt by 2019/20. This requires an integrated
and synchronised approach across locomotives, wagons, infrastructure and personnel and
these aspects were covered in the 1064 business case submission.
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21. The history of the 1064 procurement is depicted in the exhibit below.
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22, The approval process of the 1064 locomotives started in March 2011 when the business case
was tabled at the Transnet Fright Rail Investment Forum.
23. Two approaches were used to shorten delivery times of the new locomotives as far as
possible:
a) An aggressive approach was taken with the maximum locomotives delivered per month
cognisant of local conditions and
b) Approval was obtained in July 2012 to go out on an RFP before the acquisition was finally
approved or PFMA approval obtained.
24. Transnet adopted a cautious approach because of the value of the acquisition and appointed
external consuitants to evaluate the business case.
25. Board approval was obtained in April 2013 and PFMA approval in August 2013.
26. The tenders closed in April 2013 but negotiations with tenderers could not commence till PFMA
approval had been obtained.
27. It is expected that adjudication will be finalised by February 2014 and contracts awarded by
May 2014,

28. At the time of the tabling the 1064 business case, the 465 diesel and 599 electric delivery
timelines were based on the RFP then in the market. The exhibit below details the locomotive
delivery timelines that were modelled as per the RFPs and used as the base case assumption.

‘ Annual locomotives to be delivered according to the Bl Owees
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230 230
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29, The 1064 program has slipped by at least a year against original expectations. The current RFP
timelines are being reviewed by the Locomotive Steering Committee to ensure a compressed
timetable to further mitigate volume risks to the MDC.

Impact of the 1064 Delay
30. Even with the 1064 business case being approved, there is a revenue shortfall which is
exacerbated by the delay in locomotive delivery. This is depicted in the graph below extracted
from the 1064 locomotive business case.

—_— e = |
The 1064 locomotives are instrumental in capturing MDS target

| revenues, but a revenue shortfall will persist due to procurement |
timelines lagging target demand

Revenue I Reverwe at rish due i koo shortfall
c 1064 Incremmental reverue
B Eisting fleet reverue

01314 1415 15/16 16/17 17/13 18/19 N

31. The MDS shortfalls are tabled below for a one and two year delay.
a) One Year Delay:

Shortfall i MDS Shortfall Scenario - One Year Delay
Locomotives T 2013/14 | 2014/15 f 2015/16 I' 2016/17 !Tums ' 2018/19 2019/23 i
_No Delay 33 138 314 533 763 946 1040
| Year Delay 0 E 57 202 405 638 828 972
‘_Impact J
L_ocomotives # 33 81 112 129 125 118 68
Tons Mt 1.6 5.2 9.8 13.7 14.0 13.3 7.6
Revenue Rm 363 1286 2610 3639 4073 4188 2584
Capital Rm -1725 -1248 -1641 276 381 20 5249
Mtce. Rm 36 91 132 159 162 160 96
Fuel and Elec. Rm 67 183 331 440 469 471 290
shortfall Total | 2013/14
One Year Delay - 16/12__
Tons Mt 30
Revenue Rm 7900
Mtce. Rm 417
__Fuel and Elec. Rm 1021
BADC 100 60 Revised V11la 0910.docx Page 6

100 New 19E Equivalent Coal Line Locomotives and 60 Class 34 Diesels
Transnet BADC recommendation to BOARD




FQC-076

b) Two Year delay

(Shortfall ‘ MDS Shortfail Scenano Two Year Delay
I_Loc_:omatnve_s B ' 20_13/14 : 2014/15 | 201_5/16_ __i 2_01'6,117 | 2017/18 | 2018/19 2019/12; I
NoDelay S 138 314 533 763 946 1040 ‘
Year Delay 0 0 57 177 302 415 465 |
mper R ]
i Locomaotives # i —33 138 257— 331_ 358 309 _2T2._
Tons Mt 1.6 7.9 18.1 28.6 33.0 31.3 23.8
Revenue Rm 363 1855 4831 7593 9604 9899 8057
Capital Rm -2183 -3910 -4014 -1807 1292 2003 6480 !
Mtce. Rm | 36 155 302 409 465 418 301 !
_Fuel and Efec. Rm 67 303 . | 678 100_4_ B 1194 1153 903
| Shortfall Total | 2013/14
Two Year Delay - 16/17
. Tons Mt - 56
Revenue Rm 14743
Mtce. Rm 901
Fuet and Elec. Rm 2052

c) Notes to tables:

i The locomotives per year in the tables are mid-year numbers representing
productive capacity and are lower than the total “delivered” during the course
of the year.

ii.  The shortfall is totalled to 2016/17 on the assumption that other mitigating
strategies will be put in place for the subsequent years.

MOTIVATION
MDS Risk Mitigation

32. The program and motivation below partially addresses the above MDS shortfall in the early
years protectmg tons and mcome per the table below.

' income Protected 2013/14 | 2014/15 | 2015/16 2015117 $:2;"a""e

| Ave. Rand/ Ton 225.4 "7_4._7_ | 255.4 264.0 ]
| 100 19E - Tons Protected 2.4 2.4 4.4 7.2 16.44 Tons
Income Protected Rm RS41 | RS87 | R1134 | R1901 |R4163
60 Diesels Tons Protected 3.8 79 | 73 |196Tons
Income Protected Rm R930 | R2018 | R2086 |R5033 |
| Total Tons 24 62 | 123 | 151 | 36.047ons

| income Protected Rm | R541 | R1517 | R3152 | R3987 |R9197

33. Note that this submission is not a full risk mitigation. Further the benefit in 2013/14 is from
Project Shongololo which are the new operating procedures introduced on the Coal Export
Line,

34. The prime motivators for this submission are to:

a) Protect General Freight volumes through delivering diesel and electric locomotives earlier

than is possible through the 1064 program. - ,;" : ;77'—
b) Ensure delivery earlier than the 1064 program by: / = d
/ /
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i Confining the procurement of the electric locomotives
ii.  Extending the current diesel focomotive contract.

MDS Shortfall — 100 Class 19E Dual Voltage Electric Locomotives:

35. The 100 Class 19E locomotives will be deployed on the Coal Export Line which will enable the
release of 125 locomotives to the General Freight network protecting approximately 16.4
million tons (cumulative 13/14-16/17) of General Freight in the 7 Year MDS volume targets and
thus allowing growth in the GFB market which would not have been possible because of the
1064 locomotive procurement delay.

36. The locomotive fleet plan presented to the Transnet Board in April 2011 proposed 112 new
locomotives to meet an unconstrained coal export demand of 97 mt by 2015/16 with a
proposed fleet of 308 electric locomotives. The “Capital investment for Export Coal 81 mt”
predicated replacing the aged fleet with Class 19E equivalent locomotives. The updated
locomotive fleet plan of April 2013 accompanying the 1064 General Freight locomotive
business case also predicated 112 new locomotives for the Coal Business.

37. Subsequent to the Fleet Plan, the operational model was revised to take full advantage of the
dual voltage capability of the Class 19E locomotive. The changeover to the new operational
model commenced in July 2013 and will build up as drivers are trained on Radio Distributed
Power operations on the current fleet and new the locomotives become available. This changes
the future mix of the Coal Fleet. The new operational model is bringing about greater
efficiencies and creating capacity.

38. The 112 locomotives were for expansion and replacement. Due to the volume shortfall in MDS
it was decided to accelerate the acquisition of 100 electrics to enable the cascade of 125
locomotives to GFB and mitigate the MDS volume risk.

39. Cascading locomotives to General Freight will assist in mitigating the delay currently
experienced in the 1064 program. In all cases the cascading will facilitate growth though to
2017/18 when the 1064 delivery begins to have significant impact. The class 7E and Class 10E
series of the current coal fleet are facing imminent run outs, increasing maintenance costs and
decreasing reliability and the cascade to General Freight is an interim measure.,

40. The 100 Class 19E locomotives will sustain the Coal Line electric fleet for 81 million tons per
annum capacity and standardize the coal fleet on Class 19E type locomotives with significant
operational and cost advantages.

a) To achieve this operational efficiency requires 200 wagon trains to bypass Ermelo Yard
and couple parallel to the main line eliminating shunting and standing time in the yard.

41. The cumulative cascade program for the Class 10E and Class 7E locomotives depends on the
acquisition of the 100 Class 19E locomotives which we envisage can be cascaded to GFB, as an

interim measure, as follows;
a) 40in 2013/14
b) 74 end 2015/16

¢) 120 end 2016/17
42. The first locomotives are cascaded in 2013/14. There are no or minimal cascades in 2014/15
as the locomotives are being delivered and commissioned. The effectiveness of the cascade. is

felt in 2015/16 and beyond. /’é{g

/
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43. Using the rule of thumb for General Freight that 100 locomotives generate approximately 6 mt
per annum, the 125 released locomotives will protect approximately 7.2 mt per annum of
general freight.

44. The exact allocation to the areas below will be determined at the time of cascading according
to operational priorities.

a) Manganese exports through Ngqura: Manganese exports from the Northern Cape

through Ngqura are expected to grow according to the 7 Year Business Plan to 12 mt

(and to 16 mt thereafter). The Class 7E series released from the Coal Line to General

Freight traffic will supplement this service till the full complement of class 20E
locomotives have been delivered where after the Class 7E series will be retired.

b) Thabazimbi — Pyramid South: This is an AC electrified section served by Class 7E

series locomotives and the predicted volume growth is:

—_— _ -
Year 2013/14 2014/15 | 2015/16 20176/1 20187/1 2018/19 2019/20_!
M Tons 8.868 10.347 15.135 17.056 | 18.446 | 22.897 22.912 ‘

¢) Cascading the Class 7E Series will facilitate volume growth through to 2015/16 as well as
the potential life extending / technology changing modification on the cascaded Class 10E
series.

d) Maputo Export: This is a DC electrified section suitable for Class 18E locomotives only.
The cascaded Class 10E will release Class 18E locomotives from other sections which will
be transferred into this section. The tonnage increase is:

Year 2013/14 2014/15 2015/16 2016/17 2017/18 | 2018/19 | 2019/20

M Tons 6.421 8.353 12.469 13.499 16.446 [ 21.168 ' 21,598

e) General Freight on the Coal Line: This traffic uses DC traction or Diesel locomotives
to Ermelo and then AC electrification to Richards Bay. Currently Class 7E3 locomotives
are designated for this traffic south of Ermelo. Releasing Class 11F locomotives from the
export coal operation will enable the additional traffic and also substitute for the current

Class 7E3 which will be cascaded.

| Year | 2013/14 | 2014/15 | 2015/16 | 2016/17 | 2017/18 | 2018/19 zo19/zoJ

M Tons 10.702 11.901 13.404 15.036 J 15.733 16.032 ' 16.470 J

45. The TFR Business Plan volume projections for the Coal Export Line are:

| I
| Actual | Actual [ Budget | Projections

| 2013/12 | 2012/13 | 2013/14 2014/15 | 2015/16 | 2016/17 | 2017/18 | 2018/19 | 2019/20

L e—— o T

g ceort 67.7 69.21 | 77.00 | 81.00 ! 81.00 84.00 95.00 97.50 97.50
Coal Mt 1 1 B 1 —

46. The 100 Class 19E business case articulates the benefits of the earlier than previously planned

delivery of the iocomotives to the Coal Export Line. "
47. The market analysis and infrastructure investment for “Capital investment for Export Coal 81 };
mt” was recommended by Transnet Board on 16 February 2011 and approved by the

Shareholder (Minister of Public Enterprises) on 20 June 2012. ~ 7 L
X |
s :
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48. Other aspects more fully covered in the 100 Class 19E Locomotive submission are:
a) Reliability and Operational efficiency
b) Savings on operational expenditure and capitalised maintenance
¢) Energy Savings
d) Locomotive Fleet Plan and Standardisation and its benefits which include:
i The fleet is standardized with operational interoperability
ii.  Standard maintenance practices are propagated

fii.  Reduction in spares holdings and special tools

MDS Shortfall — 60 Class 43 Diesel Locomotives

49. TFR is in the process of acquiring 143 class 43 Diesel locomotives from GESAT which have
been delivered over the past two years which are have proven to be a capable locomotive.
Given the MDS volume shortfall, it is proposed that 60 class 43 locomotives be acquired to
further mitigate the volume risk as those in the 1064 program are now likely to come on
stream in 2015.

50. The efficiency utilization of the locomotives will be comparable to that currently achieved on
the Phalaborwa — Richards Bay flow of 7 262 GTK per locomotive month. This flow powered by
new class 43 Diesels already exceeds the national fleet efficiency targeted for 2018/19. This
represents a 24% increase on the targeted 2013/14 efficiency.

51. The 60 locomotives have a potential mitigation of 3.8 — 7.9 mt at an average 8 149 GTK's per
loco per month exceeding the current Phalaborwa - Richards Bay flow. The potential income
protection is R5 033 m (cumulative 2014/15 - 2015/16). The exact allocation of the 60
locomotives will be confirmed at the time of deployment over the following flows:

a) Botswana Coal to Bulk Connexion and Richards Bay.
i. Potential 1.8mt — 3.8mt
ii.  Diesels required: 35 inclusive of technical allowance.
iii.  Potential GTK's per loco per month: 5 957

b) Elitheni Coal from Sterkstroom to East London
i. Potential 1mt to 2.5mt
il.  Diesels required: 15 inclusive of technical allowance
iil.  Potential GTK’s per loco per month: 12 784

¢) Manganese from Postmasburg to Bloemfontein / Bloemcon
i Potential 1 - 1.6mt mostly from new entrant miners.
ii. Diesels required: 10 inclusive of technical allowance.

iii. Potential GTK's per loco per month ; 7 821

PROJECT BENEFITS
52. Protection of GFB MDS income and targets amounting to R4 163 m for the 100 Class 19E and
R5 033 m for the 60 Class 43 Diesels over the period 2013/14-2016/17 . /%z

( >

53. Coal Export volumes and income are protected though improved reliability.
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54. Sustainability objectives as per the Transnet Sustainability framework are met threefold:

a) Sustainability from an economic perspective is met by offering a long-term cost
effective, low cost rail solution that addresses the needs of industry to remain globally
competitive and allows emerging miners to enter the coal export market.

b) Sustainability from a social perspective is met through the optimisation of
manufacturing facilities, job creation and proactive stakeholder engagement.

¢) Sustainability from an environmental perspective in energy savings through (i) the
improved efficiency of the new locomotives and (ii) the overall energy saving through the
regenerative capability of the locomotives.

55. The programme will support the shift from road to rail as the cascaded locomotives take up
the shortfall in the General Freight market.
56. Benefits specific to the 100 Class 19E include:

a) Energy savings will be achieved with an 18% improvement in KVA requirements over the
old technology Class 7E and Class 10E locomotives.

b) The regenerative capability of the new locomotives introduces further energy savings of
between 22% and 26%.

¢) Quantifiable savings in maintenance of the new locomotives over the older series.

d) Not quantified but direct and indirect savings with uninterrupted operations due to fewer
failures.

57. Benefits specific to the 60 Class 34 Diesels include:

a) Fuels savings of 8% over the older diesel fleet.

b) Significantly reduced failures compared to the current diesel fleet improving availability
and reliability.

¢) Standardisation of maintenance regimes with current Class 43 fleet.

d) Virtual elimination of significant damage to rail infrastructure (skid-marks) which are
prevented by the modern traction control system,

e) The characteristics of the locomotive more closely match that of the electric fleet
enabling optimum use of traction capability when worked in multiples with electric

locomotives using RDP.

PROCUREMENT STRATEGY
Rationale for not being part of the 1064 process
58. The procurement process was carefully considered and was not taken into the 1064 locomotive
process. Aspects considered were:

a) Type: The 100 19E equivalents are 26 ton per axle locomotives for heavy haul use to be
deployed on the coal line. The 599 electric locomotives in the 1064 tender are 22 ton per
axle locomotives for GFB use.

b) Delivery: The 60 diesels are equivalent to the 465 of the 1064 but the motivation below
for extension is one of urgency because of the overall delay in the 1064 program.

Including the diesels in the 1064 does not address the delay or urgency.
Analysis and Implications of Procurement Options ;:?j
59. The following options were considered and reasoned: 4 T
a) Go out on tender y //(r II
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b) Do Nothing

¢) Confine / Extend Contract

d) Extend current 20E contract for 95 CSR Locomotives

e) Leasing

FQC-081

60. Go out on tender: With this option the locomotives become available beyond the 1064
timeframe and hence this is not a viable option as it does not address the urgency. It is
however the best option insofar as public perceptions, fairness and transparency are

considered.

61. Do Nothing: This option puts the MDS volumes at risk that this proposal wishes to mitigate.,

The implications are:

Base case R'm Budget ) Projections

2013-14 Corporate Plan | 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19
Revenue 36 690 45 382 53 852 62 146 72541 81622
Operating Expenses 20616 22 640 25057 28 279 31434 35336
EBITDA 16 074 22742 28 796 33 866 41107 46 286

One Year Delay R'm Y __Budget Projections

2013-14 Corporate Plan | 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19
Revenue 36 327 44 096 50512 56 163 64 513 72480
Operating Expenses 20514 22 367 24 584 27 680 30802 34704
EBITDA 15813 21729 25917 28 483 33711 37776

62. Confine / Extend contract: This addresses the urgency of the proposal but has potential
negative implications regarding public and business sentiment. For these reasons (and as
outlined above) this is not part of the 1064 process and will not impact on that process.

a) The locomotives are known, meet requirements and prototyping is not required
b) Extension of the GE contract is the fastest way to procure the diesel locomotives.
c) The MARS facilities are available for immediate production which will result in significant

savings.

d) Both the extension and confinement are acceptable procurement mechanisms per the

PPM for this instance.

63. Extend current 20E contract for 95 CSR Locomotives: The 20E currently on order is a 22

ton per axle GFB locomotive and is not intended for heavy haul use on the Coal Export Line.

The first delivery is awaited, the locomotive has still to be tested and it is at present unproven.

Only after extensive type testing will it be possible to say whether and to what extent it can

replicate the heavy haul capabilities of the 19E. Additionally, extension would not be an

acceptable procurement mechanism per the PPM given the material amendment to_contract
which could be challenged. '

Leasing: Leasing is not considered as an option having being covered in the Fleet Plan

submissions and the options for the 1064. There is no viable external market for 1064mm dual
voltage electric locomotives. South African circumstances are (historically) unique requiring
bespoke electric designs. Even if leased the conditions would be that TFR take ownership after

a period of time.

64. Implications: The 1064 tender is currently under adjudication. It is one of the langest
procurement processes within Transnet and while it seeks (inter alia) to laynch a South Affican
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locomative industry, it will be closely scrutinised by the losing bidders seeking any loophole to
press an advantage. The tender calls for programmatic procurement and it is possible to
reduce the final quantities. The following implications were considered in adjusting the (diesel
locomotive) quantities.
a) The tenders have closed and asking respondents for revised submissions would delay the
process further.
b) The perceptions that may be generated by “backtracking” on and reducing a visibly
stated need and objective to “favour” a supplier, the urgency argument notwithstanding.
¢) Proceeding with the proposed contract extension and announcing the reduction in diesel
quantities at the time of award may be perceived as an underhanded manner of
“favouring” a supplier.

Procurement Recommendation
65. For reasons of urgency, the confine / extend contract option is the recommended option.

66. This will procure the locomotives in the shortest possible time and, by so doing, best mitigates
the potential shortfall in MDS volumes. The reasons of urgency have been set out as well as
the complementary benefits of the recommended option.

Confinement of 100 Electric Locomotives

67. An extract from the latest approved Procurement Procedures Manual, dated 01 QOctober 2012,
stipulating grounds for confinement which are relevant to this submission, reads:

“Confinements will only be considered under the following circumstances:

a) where a genuine unforeseeable urgency has arisen. Such urgency should not be
attributable to a lack of proper planning. However, where a genuine urgency has been
created by the lack of proper planning, urgency can still be relied upon as a ground for
Confinement. in such cases appropriate action must be taken against the individuais)

responsible for the bad planning.

b} the Goods/Services are only obtainable from one/limited number of suppliers. For
instance, patented/proprietary Goods or OEM spares and components. Operating
divisions are however required to provide evidence that there are no new entrants to the

market who could aiso be approached;

c) for reasons of standardisation or compatibility with existing Goods and Services. A case
must be made that deviation from existing standardized Goods or Services will cause
major operational disruption. If not, confinements based on “standardisation” will not be

considered; or

d) when the Goods or Services being procured are highly specialized and largely identical to
those previously executed by that supplier and it is not in the interest of the public or the
organization to solicit other offers, as it would result in wasted money and/or time for
Transnet. When this particular ground is intended to be used as a ground for
Confinement, it is important to note that all pre-requisites must be satisfied: The Goods
or Services must be highly specialised, almost identical to previous work done and
approaching the market again would result in wasted money and time.”

68. The project is motivated on the basis of Para (a) where a genuine unforeseeable urgency has
arisen. P [

k/\ E\
R IE
A\
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a) Item 13 et al covering the “History and Status of the TFR Fleet Plan” and the “Histary
and Status of the 1064 Procurement” demonstrates the reasonable and timeous steps
taken to address to the Board the run out of the current fleet and the locomotive
requirements required to address the volume ramp up of GFB.

b) Item 11 et al further indicates that the delay was not attributable to a lack of proper
planning as the GFB locomotive requirements have remained consistent throughout.

¢) Considering (a) and (b), no individual or group of individuals is responsible for bad
planning.

69. Addressing the urgency:

a) The locomotives requested have been through the teething phase with most initial
manufacturing and operational faults rectified. Present models are operating optimally
and have exceeded their design parameters

b) Re-starting of these production lines will be quick; the designs are finalised so delivery
lead times will be kept to @ minimum and set up costs reduced.

¢) Crew (drivers and assistants) are already trained on these locomotives.

d) Confinement will realize the quickest delivery and existing facilities previously used for
the assembly of the 110 x Class 19E.

70. Complementing the urgency (a) is the standardisation (c) and goods largely identical to those
previously executed (d). Inter alia:

a) Locomotives are highly specialised with limited suppliers worldwide.

b) The locomotives would be largely identical with those already supplied as:

i In 2009, Transnet Freight Rail (TFR) entered into a contract with Mitsui & Co
African Railway Solutions (PTY) LTD (MARS for the procurement of 110 new
Class 19E electric locomotives for the Coal Export Line; TFR took delivery of
the last locomotive in August 2012. MARS are also delivering the Class 15E
locomotives for the Ore Export line and the last one is due to come of the
factory line in September 2013:

¢} Transnet would incur wasted time and meney in approaching the market as:

I The specialised tender specifications take time to prepare; prospective
tenderers need time to respond and there is the time to adjudicate. This
process takes at least 12 months by which time the urgency has passed and
the 1064 deliveries will start to kick in.

ii.  Furthermore a new supplier would necessitate a new design, design review
and prototyping and type testing. This is a further 15 months before
production commences.

d) Standardisation of locomotives has two elements. (i) Operational standardisation and (i)
Maintenance standardisation.

i. Operational standardisation requires locomotives of the same class to operate
as a consist (i.e. two or more locomotives coupled together operating as a
single unit). This is not negotiable but is implemented through de fact
industry standards.

After many years these standards have now changed and TFRis evaluatmg
the impact of these changes. —,

i.  Maintenance standardisation addresses: &
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« Reduced spares holdings and simplified and standardised inventory.

» Standardised tools and diagnostic instruments serving a common fleet

« Unified training and for maintenance staff.

» Simplified maintenance practises resulting in shorter Mean Time to Repair.
fii. TE is currently maintaining and repairing the Class 19E Series which means

that no additional training will be required and optimum utilisation of the

current maintenance facilities.

71. In light of the foregoing concerning standardisation, specialisation and similar locomotives
already supplied and further considering that:

a) the Class 19E locomotives are performing well and have proven to be both efficient and
reliable and
b) the Class 19E is a modern locomotive and the proposed 100 locomotives will be an
extension of the current design and no prototyping or type testing is required
conservatively saving 15 months or more and
¢) the limited quantities of each type of locomotive:
It is submitted that it is not in the best interest of Transnet to solicit other offers for the 19E
locomotives.

72. From a social-economic perspective the following jobs will be retained in assembly facilities:

a) Approximately 186 jobs will be retained at the TE assembly facility and further jobs will
be retained in downstream enterprises

b) Approximately 400 jobs will be created over the period at the Union Carriage Works
assembly facility and further jobs will be retained in downstream enterprises

¢) Toshiba has indicated its serious intent in building a traction motor assembly facility
in SA and this couid be expedited through the SD obligations that would be linked to this
contract.

73. The Japanese Yen has weakened marginally against the South African Rand. The Rand in turn
has weakened significantly against the US Dollar. The foreign component of the original
110 x Class 19E contract was 40% Yen based and a contract on similar terms would be
considerably cheaper than a new US Dollar based contract.

74. The original 110 Class 19E contract was entered into in 2006. The SD terms and conditions
required today are significantly different and more stringent. This calls for a new procurement
event via a confined tender.

75, Considering the volumes at risk and the urgent requirement for the coal line locometives to
cascade the current fleet to General Freight, it is proposed that the procurement be confined
to MARS Railway Solutions, a subsidiary of Japan's Mitsui & Co Limited.

Contract Extension with GESAT for 60 Class 43 Diesel
76. The arguments for an extension to the GESAT contract are similar to those for confinement
and are motivated on:

a) the basis of urgency (a) as outlined above
b) and complemented by standardisation (c) and goods largely identical to those previously

/

A
i

\I

/

executed (d).
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77. The project is motivated on the basis of Item 67 Para (a) where a genuine unforeseeable
urgency has arisen. The arguments are per Items 68 and 69 above are also applicable to the
60 Class 43 Diesels.

78. The latest approved Procurement Procedures Manual, dated 01 October 2013, par 22.5.3,
allows for a contract extension. In this instance the request is for a material contract
amendment to a previously confined event. The reasoning for the original confinement of the
additional 43 loco’s is still applicable given that there is a genuine unforeseeable urgency which
has arisen due to the delay in the 1064 tenders and such urgency is not be attributable to a
lack of proper planning.

79. Complementing the urgency is that the goods are largely identical to those previously executed
by that supplier and standardisation is a benefit for the specialized locomotives.

80. Addressing the urgency:

a) In December 2009, Transnet concluded a contract with General Electric South Africa
Technologies (GESAT) PTY Ltd for the Supply of 100 Diesel Locomotives through a
limited tender process confined to three potential suppliers. In 2011, through a
confinement process, TFR concluded a contract with GESAT for an additional 43 Class 43
diesel locomotives. The completion date of the 43 Locomotives was end June 2013 in line
with the Transnet planned schedule. The last few locomotives to roll out of assembly will
be tested by 30 September 2013, where after they may be accepted.

b) As the production line is currently operational and design is finalised, delivery lead times
will be reduced by approximately 12 months and Transnet will save by not requiring set
up costs of facilities and production runs.

¢) GESAT and TE have the ability to roll out between 8 to 10 locomotives per month.
d) No prototyping or type testing is required.
81. Complementing the urgency (a) is the standardisation (c) and goods largely identical to those
previously executed (d). Inter alia:
a) Locomotives are highly specialised with limited suppliers worldwide.
b) The locomotives would be identical with the 143 Class 43 Diesels already supplied or
about to be commissioned.
c) Transnet would incur wasted time and money in approaching the market as:

i The specialised tender specifications take time to prepare; prospective
tenderers need time to respond and there is the time to adjudicate. This
process takes at least 12 months by which time the urgency has passed and
the 1064 deliveries will start to kick in.

ii.  Furthermore a new supplier would necessitate a new design, design review
and prototyping and type testing. This is a further 12 months for diesels before

production commences.
d) Standardisation of locomotives has two elements. (i) Operational standardisation and (ii)

Maintenance standardisation. . ‘
i. Operational standardisation requires locomotives of the same class to operate i

as a consist (i.e. two or more locomotives coupled together operating as a
single unit). This is not negotiable but is implemented through de facto
industry standards. /

\
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After many years these standards have now changed and TFR is evaluating
the impact of these changes.
ii.  Maintenance standardisation addresses:
» Reduced spares holdings and simplified and standardised inventory.
Standardised tools and diagnostic instruments serving a common fleet

Unified training and for maintenance staff.
Simplified maintenance practises resulting in shorter Mean Time to Repair.

ii. TE is currently maintaining and repairing the Class 43 Series which means that
no additional training will be required and optimum utilisation of the current
maintenance facilities.

82. In light of the foregoing concerning standardisation, specialisation and similar locomotives
already supplied and further considering that:

a) the Class 43 diesel is a modern locomotive that is performing well and has proven to be
both efficient and reliable and
b) the proposed 60 locomotives will identical to the current design and no prototyping or
type testing is required conservatively saving 15 months or more and
) the limited quantities required:
It is submitted that it is not in the best interest of Transnet to solicit other offers for the 60
Class 43 diesel locomotives.

83. In both transactions, Transnet Engineering (TE) was appointed as GESAT’s subcontractor for
the local assembly of the locomotives and the contractual obligations have been met.

84. The time and cost to localise production to comply with local content and SD requirements has
to be amortised over the anticipated production run. The smaller the run, the more expensive
the overhead. To breakeven point to set up new facilities is marginal for the 100 Class 19E but
mitigates against new facilities for the 60 Class 43 diesels.

85. Given that a contract is already in place and that the additional 60 loco requirement will be
largely on the same terms and conditions as the 43 loco confinement, this warrants extension.

Contracting strategy
86. Extend the current contract with General Electric South African Technologies (GESAT) for 60
Class 43 Diesel Locomotives.
87. Confine and award to Mitsui & Co African Railway Solutions (PTY) LTD (MARS) for 100 Class
19E locomotives.
88. The reasons for the different confinement and extension strategies have been highlighted in
the sections above.

Evaluation Methodology

89. The Request for Proposals (RFP’s) for the confinement to Mars and extension to GESAT
respectively will be issued and their respective proposals will be assessed as described below.
The normal open tender process would follow the evaluation methodology indicated below.

I.l
[
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50. The Evaluation Methodology for an open tender comprises the following steps:

1)

2)

3)

4)

5)

6)

7)

8)

9)

10)

Administrative responsiveness - bidders will need to pass the administrative
responsiveness to enable them to be evaluated further. This includes evaluating all
returnable documents were submitted and the bid documents were duly signed by the
bidders

Substantive responsiveness — bidders must ensure that all pre-qualification criteria, the
pricing schedule is completed, their bid materially complies with the scope/specification and
that all material terms and conditions in the bid documents have been met

Local Content — bidders must comply to the minimum local content thresholds for Electric
and Diesel locomotives as stipulated in the PPPFA

SD thresholds — the SD thresholds of 65% and 60% set for Electric and Diesel locomotives
respectively must be met for bidders to proceed to the next step of the evaluation.
Technical evaluation — bidders will need to pass the minimum technical thresholds of 80%
for both Electric and Diesel locomotives to proceed to the final phase (stage 2) of
evaluations.

A weighted scoring approach for Price (90%) and B-BBEE — scorecard (10%) will be used
‘determine final award

Post tender negotiations — post tender negotiation requesting preferred bidders to
provide their Best and Final Offers

Final evaluation - preferred bidders to undergo final evaluation based on the 90/10 as
stipulated by the PPM

Preferred bidder negotiations — selection of the preferred bidder and negotiation of
various aspects including final SD commitments and the B-BBEE improvement plan (FRC
Future)

Conclude contract — the parties sign a contract and addendums to formalize the

agreement. /
91. The above process is modified for the proposed confinement and extension in that:

a) Administrative response (1) is simplified to essential documentation such as tax clearance

certificate, BEE certificate etc. C
;\ \
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b) Substantive response (2) will be required on to ensure that all material terms and
conditions in the bid documents have been met

¢) Local content threshold must be met

d) SD threshold must be met
e) Technical evaluation (5) is simplified to ensure that all modifications / improvements

made over the life of the locomotives (Class 43 and Class 19E’s) for incorporation.

f) Weighted Scoring Approach (6) and
g) Final Evaluation (8) is not required due to confinement and extension to one party
although evaluation against expected SD, BEE improvement and price ranges will be
conducted to ensure the deals meet Transnet's expectations.,

Local Content, Desighated Components and Supplier Development (SD)
92. Meeting Local Content (3) is a prerequisite to proceeding to SD threshold (4) evaluation.

93. The targets per PPPFA National Treasury Instruction Note (dated 16-07-2012) on ‘Invitation
and Evaluation of Bids Based on a Stipulated Minimum Threshold for Local Production and
Content for the Rail Rolling Stock Sector’ (Section 3 (3.1) are compulsory and are elaborated in

following table:

Local Content - Section 3 (3.1)

Category

Weighting

Threshold: 60% for Electric and 55% for Diesels)

Local manufacturing:

100% of PPPFA

Total

100%

94. In addition, the progressive Local Content for Designated Components (Section 3 (3.2) will also
be applicable to both Electric and Diesel locomotives as per the table below though they may
not materialize as the contracts will be fulfilled before three years and they are not

programmatic.
| Designated Compo;ent / ACEQif; % Local Conte;t % Local Content
Heading Only - Section 3 {3.2) 3-5 Years 6 Years and abhove.
I_Asse_mbly of Loc;)motives and EMU I 100.% 100%
Car Body - 106% - = 100% 5
Bogie (in_cluding wheels)— o 100% 100%
Coupling Equipment | 100% ) 100%
Suspension ) Bl 100% . 100%
_;éat, Ventilation and Air Conditioni_ng g 60% 70%
Braking System_ 3§ = 70% N _8(;:— )
Alternators S jif 90% i 100%
Traction Motors F N _6_5%_ 1 80% .
| :Electric Systems o el __ 80% E 90%__ J
,,/
\n
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95. The Supplier Development targets are set out in the table below. They are considered realistic
and achievable without posing a risk to the project.

Supplier Development (SD) |

Category Weighting [

Investment in plant - bidders monetary commitment to 10%
investment in plant and equipment ’

Downstream procurement — bidders commitment to supporting 15%
2™, 3" tier suppliers, etc. ¢

Skills development — supplier’s commitment to skills development 20%
{number of people and monetary) °

Job creation / preservation — supplier’s commitment to number
. Lo 30%
of jobs maintained/created

Small business promotion — supplier’s commitment to usage of 10%
small businesses {(monetary) <

ED/SD - bidders commitment to SD initiatives and ED 15%
development °

Total & 100%
Threshold > 65% for Electric and > 60% for Diesels

Award Conditions — 100 Class 19E Equivalent

96. Approval to award the business to MARS is requested subject to SD compliance with the
following:

a) Local content meeting or exceeding 60% by value

b) Compliance with new SD commitments with a minimum of 65% as measured in the SD
Value Summary which forms part of the RFP

¢) Transnet will also request a prince range of between R30.5m and R32m for the purposes
of negotiation with the objective of coming in within the R34.34m per loco.

Award Conditions — 60 Class 43 Diesel

97. Approval to award the business to GESAT is requested subject to SD compliance with the
following:
a) Local content meeting or exceeding 55% by value
b) Compliance with new SD commitments with a minimum of 60% as measured in the SD
Value Summary which forms part of the RFP
¢) Transnet will also request a prince range of between R22.5m and R24m for the purposes
of negotiation with the objective of coming in within the R26m per loco.

FINANCIAL AND BUDGET IMPLICATIONS
1. The financial motivation and budget implications for the 100 Class 19E and 60 Class 43 Diesels
are discussed in detail in the respective submissions.

o

100 Class 19E Equivalent
2. The 100 Class 19E Locomotives are summarized below: = -

a) A base price per locomotive price of R 34.34 m (2013/14 - Yen 385 m @ Rand/Yen

0.09823) ) 4
b) Capital Investment Summary: g/ (j\ (
/ , ._
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| | . .
Year/Rm | 13/14 | 14/15 | 15/16 | 16/17 | 17/18 | 18/19 |c°:tci;‘ge Total
Project Plan R343 | R1737 | R1439 R352 | R38&71
Payment _L | S S
Delivery | 56 44 [ |' 100 J

¢) Based on the original Coal 81 mt model, the acquisition of the 100 Class 19E sustaining
locomotives has a net present value (NPV) of R98.49m over 10 years.

d) The present value (PV) of the Total Cost of Ownership using the 1064 locomotive model
is R59.1m.

e) Approved infrastructure investments supporting the project totals R3 974 million.

60 Class 43 Diesels

3. The 60 Class 43 Diesels are summarized below:

4. The 60 Class 43 locomotives are over and above the 465 diesels of the approved 1064
locomotives.

a) The delays in the 1064 will result in the delivery of the 1064 locomotives extending
beyond the current 7 year MDS capital plan. The diesels in particular will not meet the
originally planned delivery.

b) The fleet plan and the 1064 locomotive business case stress sustaining the fleet beyond
the seven year period in the order of 60 to 80 locomotives per year.

¢) The 60 Class 43 diesels will be funded from the 1064 locomotive budget for the first year.

d) The 1064 locomotive budget will be adjusted commencing the 2014/15 7 year cycle for
the delayed delivery of the 1064 beyond the current 2013/14 7 year cycle. This
adjustment is in line with the stated intent of sustaining the fleet though a continuous
replenishment of new locomotives.

e) A price per locomotive price of R26m @ Rand / USD (R9.59/USD) (R27.67 m @
R10.4/USD for 2014/15).

f) Capital Investment Summary:

I ] ] ) | ' - §
Year/Rm | 13/14 | 14/15 | 15/16 | 16/17 | 17/18 | 18/19 c°:tc':ge | Total
Project Plan R 156 R 1504 R166 R1826
| Payment
Delivery 60 60

g) The acquisition of the 60 Class 43 Diesel preserves an NPV of R1 529 m based on the
1064 Locomotive Model.
h) The PV of the Total Cost of Ownership using the 1064 Locomotive model is R59.1m.

Financial Impact to Group

5. The proposed procurement has limited impact on Group finances and the critical ratios are

maintained.
>
— -'/ - .
o
( (A
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6. For no delay the ratios are:

Ratios: Transnet Group - As is | Budget | - _Projections s
- 2013/14 | 2014/15 | 2015/16 | 2016/17 | 2017/18 ! 2018/19
- Operating margin % 24.9 29.1 315 325 354 36.3
-EBITDA % 429 46.7 49.1 49.7 51.8 52.6
- Return on average total assets {%) 8.0 10.0 113 12.4 14.2 145
- Gearing (%) 46.6 47.7 47.7 47.0 45.2 41.6
- Net debt to EBITDA {Times) 3.04 2.70 2.53 2.40 2.17 1.94
- Asset turnover (Times) 0.30 0.33 0.34 0.37 0.38 0.38
- Cash interest cover {Times) 3.3 3.6 4.0 41 4.5 4.8
7. For a one (1) year delay the ratios are:
Ratios: Transnet Group Budget | Projections : —
__One (1) Year Delay 2013/14 | 2014/15 | 2015/16 | 2016/17 2017/18 | 2018/19
- Operating margin % 24.8 28.5 29.6 29.0 313 32.0
- EBITDA % 42.7 46.2 47.6 47.1 48.7 49.5
- Return on average total assets (%) 7.9 9.7 10.4 10.6 11.8 12.0
- Gearing {%) 46.2 47.3 47.8 487 48.7 47.1
- Net debt to EBITDA (Times} 3.01 2.71 2.67 2.75 2.64 2.49
- Asset turnover (Times) 0.30 0.33 0.33 0.35 0.36 0.36
- Cash interest cover (Times) 3.3 3.6 3.8 3.7 %17/ 3.9
8. For a two (2) year delay the ratios are:
Ratios: Transnet Group Budget Projections -
Two (2} YearDelay 2013/14 | 2014/15 | 2015/16 | 2016/17 I 2017/18 | 2018/19
- Operating margin % 24.8 283 29.3 29.1 31.6 32.6
-EBITDA % 42.7 45.9 47.2 47.1 48.9 50.0
- Return on average total assets (%) 7.9 9.6 10.3 10.7 12.0 12.3
- Gearing {%) 46.0 46.6 46.8 47.4 47.7 46.3
- Net debt to EBITDA (Times) 2.99 2.67 2.61 2.64 2.55 2.41
- Asset turnover (Times) 0.30 0.33 0.34 0.35 0.36 0.36
- Cashinterest cover {Times} | 3.3 3.6 3.9 3.8 39 4.0

SOCIO-ECONOMIC BENEFITS
9. The transaction will be aligned with the Government of South Africa’s socioeconomic policy
framework, including CSDP, NGP, NDP, SSI, and IPAP2.
10. Meeting the MDS growth targets supports the National Development Program in the
industrialisation of SA‘s mineral resources.
11. The program supports the sustainable development of a South African locomotive production
industry.
12. Economic benefits include:
a) Using idle capacity available in South Africa
b) In terms of the National Treasury instruction note the local content for designated sector
(rolfing stock - locomotives) for electric locomatives is 60% and for diesel locomotives is
55%.
c) Ability to reinstate / retain local jobs as the skills pool already exists ."()\ (

|\\
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d) Approximately 2 900 indirect and direct South African jobs will be preserved which
include approximately 186 direct jobs at the TE assembly facility and 1076 (first, second
and third tier) at MARS with further jobs retained in downstream enterprises

PROJECT RISKS

13. Both projects face several risks that could affect their overall economic viability:

14. Locomotive Delivery: This could arise if (i) the confinement is not approved (ii) unforeseen
circumstances on the part of supplier including not complying with CSDP conditions.

15. Lower volumes: MDS volumes may not materialise per plan negating the need to cascade
locomotives and / or the class 43 diesels not being fully or optimally utilised.

16. The coal line locomotives are nonetheless still nearing their end of life and these will require
replacement in the short term to sustain coal exports at 81 mt. Long term coal contracts are
currently being negotiated for 81 mt and there are sufficient coal reserves to sustain this
tempo. The model and NPV is further based on 95% of the coal export volumes materialising.
There is no risk to this project if volumes do not ramp up to 97.4 mt.

17. Exchange Rate Fluctuations:

a) For the 100 Class 19E confined to MARS, the Yen / Rand Rate is forecast to be more
stable than the Rand / Dollar rate. Localisation is already set at 60%, thus mitigating
exchange fluctuation risks.

b) For the 60 Class 43 confined to GESAT the base price is taken R10/USD. The rate is
forecast to strengthen in the short term which includes the duration of the contract
before weakening.

18. Tariffs not being realised:

a) For the coal line current FOB prices for RBCT coal are around US$90 per ton, well below
the peak of over US$150 per ton. At R9.50/USD and a tariff of R126 per ton, transport
accounts for ~13% of the FOB price. Pressure on tariffs will remain till there is a long
term sustainable uptick in the FOB price.

b) For General Freight increases linked to inflation are not seen as a risk while increases
above inflation will be subject to scrutiny and downward pressure.

19. Tariff exposure to commodity downturns:
a) In the short term this could impact the viability of emerging miners for export coal. This
will affect only 3 mt as the rest are based on long term contracts being negotiated. The
model is also based on 95% of the volumes realising.

b) Locomotives have a 30 year life-cycle which transcends economic cycles. In the short to
medium term the global economic recovery is seen as slow but sustained. The economic
environment for General Freight locomotives was fully set out in the 1064 business case.

20. Over Capitalisation of the Coal Line: This is not seen as a risk as the locomotives sustain
current volumes of 81 mt for which long term contracts are being negotiated. The reserves in
the Mpumalanga basin are also acknowledged to be able to sustain this tempo for the long

term. There is thus little risk of stranded assets. The locomotives being replaced are at the end ‘
or very close to the end of their economic life and would require replacement in the very short/§»

term even if they were not cascaded to General Freight.

21. Project interdependencies:
. a) Crucial to the new operations and achieving 81mt on the Coal Export L;/ne with the ?(E

additional 100 a Class 19E equivalent requires constructing the E(ﬁ’*iab bypess line. This
\,
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line enables two 100 wagons trains from the mines to be coupled together enabling the
train to proceed as a single 200 wagon Radio Distributed Power (RDP) train without

going into Ermelo Yard.
b) An interdependency for the 100 Class 19E locomotives is cascading locomotives to
general freight. The 60 Class 43 Diesels do not have other project interdependencies

22. Project risks will be mitigated during implementation by a dedicated cross-functional
project team to manage the contract.
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RECOMMENDATION:
1. Itis recommended that the Transnet Board Acquisitions and Disposals Committee recommends
to the Transnet Board of Directors the following:
a) Note the risk to TFR MDS volumes through insufficient traction power resulting from the
delay in the procurement of the 1064 locomotives:

b) To approve the investment in and procurement of 100 Class 19E equivalent electric
locomotives required for the Coal Export Line in the amount of R3 871 m (excluding

borrowing costs):
¢) To approve the confinement and award of the procurement for the 100 Class 19E
equivalent electric locomotives.

d} To approve the investment and change in the fleet plan to procure of 60 Class 43 diesel
locomotives for General Freight in the amount of R1 826 m (excluding borrowing costs):

e) To approve an extension of the current Class 43 diesel locomotives contract for 60
additional locomotives:

C;é 3. jo i/

Date:
njwe/iz
Garw Date!
Gro jef Supply Chain Officer

Transnet SOC

RECOMMI‘NDED BY:

Mﬁ?{ﬂ /) Jo.20/3

Matkt medy Date
Group eral Manager Capital Integration
Transnet

RECOMMENDED BY:

i&.ﬂ_\. J e -

Anoj Singh ‘\\ Date:
Group Chief Firlancial Officer
Transnet SOC

RECOMMENDED BY:

Brian Molefe Date:

Group Chief Executive

Transnet SOC
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2080

+27832841484

Pls get out of that BoardRoom , thami is coming to talk abut 1064 locos, the 160 has been withdrawn
so im not sure why you are there?

0

2013-10-21709:28:34.217+02:00

0

659

2

0

2081

+27832841484

I'am out. Was called i thought for the 1064. Was hwre in case you wanted me. They have moved on
from 1064. the 100 is coming up very soon - perhaps 10 min.

0

2013-10-21T09:36:02.339+02:00

0

659

3

0

2082

+27832841484

Brian has withdrawn the 160, u can come back to the office.
0

2013-10-21T09:40:53.251+02:00

0

659

2

0

2083

+27832841484

Tx. Thami is here.

0
2013-10-21T10:10:32.482+02:00
0

659

3

0

2084

+27832841484

So what did u talk to BADC about? Im here now and i really dont like confusion!
0

2013-10-21T11:20:22.035+02:00

0

659

2

0
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Mrng. What is way fwd with 100 plus 60 pse. Is there anyting to do or research or rewrite. Are there
implications for the board agenda for wednesday. Tx .francis

0

2013-10-22709:05:33.501+02:00

0

659

3

0

2086

+27832841484

I believe it remains withdrawn, im now trying to see how we can get lease locomotivea from
Queensland. Gee just said to me if i need anyrhing it must be less than a billion if its capital and for a
confinement it must be within his authority!

0

2013-10-22T09:11:46.527+02:00

0

659

2

0






FQC-099
TJRANSNET

MEMORANDUM

WWW. ransnet.net

TO: Transnet Board Acquisitions and Disposals Committee (BADC)
FROM: Mr Brian Molefe, Group Chief Executive, Transnet SOC
DATE: 25 November October 2013

SUBJECT: MITIGATION OF MDS VOLUMES AT RISK THROUGH THE INVESTMENT IN AND
PROCUREMENT OF 100 CLASS 19E EQUIVALENT DUAL VOLTAGE ELECTRIC
LOCOMOTIVES AND 60 CLASS 43 DIESEL LOCOMOTIVES.

PURPOSE
1. The purpose of this submission is to request the Transnet Board Acquisitions and Disposals
Committee to recommend to the Transnet Board of Directors the following:

a) Note the risk to TFR MDS volumes through insufficient traction power resulting from the
delay in the procurement of the 1064 locomotives:

b) To approve the investment in and procurement of 100 Class 19E equivalent electric
locomotives required for the Coal Export Line in the estimated amount of R3 871 m
(exciuding borrowing costs):

¢) To approve the confinement and award of the procurement for the 100 Class 19E
equivalent electric locomotives.

d) To approve the investment and change in the fleet plan to procure of 60 Class 43 diesel
locomotives for General Freight in the estimated amount of R1 826 m (excluding
borrowing costs):

e) To approve an extension of the current Class 43 diesel locomotives contract for 60
additional locomotives:

f) Once negotiated to inform the Board of the final price / cost:

g) The GCE be delegated the power to sign and conclude all relevant documents to give
effect to the above resolutions.

EXECUTIVE SUMMARY
2. The TFR locomotive fleet plan was first approved by the Transnet Board in April 2011 and
updated with the 1064 GFB locomotive submission. The proposed locomotive acquisitions are
in line with the fleet plan and have been budgeted for in the 7 Year Market Demand Strategy
(MDS) 2013/14 - 2019/20. The delay in the 1064 fleet acquisition has put General Freight
Business (GFB) MDS volumes at risk.
3. This risk will be mitigated by the urgent acquisition of these locomotives.
a) The heavy haul 100 Class 19E locomotives will be deployed in the Coal Export Line and
will release 125 locomotives that will be used on GFB pending delivery from the 1064
program. The 100 locomotives form part of the already approved Fleet Plan
b) The 60 Class 43 diesel locomotives also fill the gap pending delivery from the 1064
program. These 60 locomotives do not form part of the approved Fleet Plan and this
submission requests an amendment to the Fleet Plan to include these 60 locomotives
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4. The Class 19E dual voltage electric and Class 43 diesel locomotives recently delivered are
modern capable locomotives. They have proven themselves in service and will improve service
quality through improved reliability and reduced maintenance costs.

51 This submission proposes an accelerated procurement to mitigate General Freight MDS
volumes at risk by confining 100 Class 19E electric locomotives to MARS and extending the
current Class 43 Contract with GESAT by 60 locomotives. The accelerated acquisition will
mitigate the MDS shortfall by at least a year with its full effect realised commencing 2014/15.
The volumes mitigated increase from 6.2 mt (14/15) to 15.1 mt (16/17) and the cumulative
income protected is R9 197 m (13/14 - 16/17).

6. The confinement to MARS and extension of the GE contract is motivated on the basis of
urgency.

7. This accelerated acquisition does not put the MDS cash flow at risk and the 1064 acquisition
remains unaffected. The acquisitions are funded from the current MDS. The delay in the 1064
will extend its funding to beyond the 7 year period.

8. The 60 Class 43 locomotives are in addition to the approved Locomotive Fleet Plan but accord
with the fleet strategy. With the year delay in the 1064 procurement, the 60 locomotives fill
the gap of the first year. Post the 1064 procurement, the sustaining fleet requirements based
on a 30 year life are approximately 80 locomotives per annum and the last year of the 1064
procurement moves into the sustaining phase.

9, The programmatic element of the 1064 procurement enables locomotive quantities per annum
to be adjusted to circumstances.

10.  The proposed transactions do not increase the risk related to the 1064 tender process.

11.  Socio-economic benefits will be realised in line with existing commitments and expectations.

12.  The context and arguments are presented as follows:

a) History and Status of the TFR Fleet Plan
b) Status of the 1064 Procurement

¢) Impact of the 1064 delay

d) MDS Risk Mitigation

e) Project Benefits

f) Procurement Strategy

g) Financial and budget Implications

BACKGROUND

13.  The history and status of the TFR Fleet Plan and 1064 Procurement are presented to show that
a genuine unforeseeable urgency has arisen and that the urgency is not attributable to a lack
of proper planning. (Item 66 “Extract from Procurement Procedures Manual” refers)

Histo s of the TFR Fleet Plan

14. The TFR Locomotive Fleet and Modernisation Plan was presented to the new Board in April
2011 and predicated 776 GF locomotives by 2015/16 for GF volumes of 155.8 mt. The plan
was modified in August 2011 when a further 426 locomotives were requested as the volumes
increased to 176 mt by 2018/19. To mitigate the immediate shortage and facilitate the volume
ramp up, 138 locomotives (95 electrics and 43 diesels) were approved by the Board in August
2011. Minor adjustments were made to the locomotive fleet plan for GFB with the presentation
of the business case of the 1064 locomotives in April 2013, post MDS approval.

100 New 19E Equivalent Coal Line Locomotives and 60 Class 34 Diesel
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15.  The history and status of the TFR Fleet Plan is summarised in the table below:

Loco Fleet
History Tons Comment and Update
and Plan
Coal Fleet (26 ton axle)
112 97.5 * Probable downward volume revision. Contracts currently being signed for 10 years

for 80 mt as coal reserves, sources and Eskom demand are evaluated.

¢ 112 targeted for expansion to 97.5 mt

¢ Current fleet of 10E, 7E and 11E require near term replacement.

(100 19E) 100 {off the 112) switched to fleet replacement pending finality of and commitment
to long term coal export expansion and requested per this submission

¢ Feasibility studies investigating expansion of Coal Line to Waterberg as 26ton per
axle heavy haul line. This is not currently included in the Locomotive Fleet plan.

GFB {22 ton axle)

50 EMD » 50 “like new” EMD dieseis were delivered between December 2009 and March 2010
on open tender.
100 GE ® In 2008 these locomotives were identified as a “quick fix” with 81 to sustain the
{Class 43) aging fleet and 19 for volume expansion.

* GE won the tender, which was confined to three companies, and the locomotives
were delivered between May 2011 and January 2013.

776 155mt | e In April 2011 the Fleet Plan was presented to the “new” Transnet Board for 776 GFB
locomotives for 155.8 mt.
95 CSR * In June 2011 the Board approved 138 locomotives (95 electric and 43 diesels). The
and electrics were for open tender. A new confined contract was entered into with GE
43 GE for the 43 diesels.

e The 95 and 43 locomotives were determined and limited by the uncommitted funds
in the then Five year Capital program

¢ The diesels were delivered between January 2013 and June 2013.

e The 95 CSR are planned for delivery March 2014 to March 2015.

1064 170mt | e August 2011 the locomotive requirements for 176 mt were presented being 1202
locomotives (776+446).

e With the 138 already approved the balance of the GFB fleet plan was 1064
locomotives. {1202 -138)

¢ In March 2012 the 1064 approval process commenced in tabling the business case at
Transnet Freight Rail Investment Committee.

® The 1064 procurement is expanded in the body of the document below.

60 ¢ 60 Class 43 requested to fill the gap in the first year of the 1064 resuiting from the

delay in procurement.
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Loco Fleet
History Tons Comment and Update
and Plan
Ore Export Line {30 ton axle)
44 44 mt e 44 15E bought open tender (Toshiba / Mitsui) to replace / supplement existing 9E
locomotives and Class 34 GE Diesels with an option for a further 18 locomotives.
32 ¢ The option to extend by 18 locomotives was not exercised.
76 | 60mt |e Anew confined contract was entered into with Mitsui for a total of 32 locomotives
to take the Ore Export Line to 60 mt. This confinement was motivated on
| standardisation of the fleet.
e ~ 110 Class 34 GE diesels returned to General Freight and replaced with 30 Class 43
GE.
e Potential General Freight traffic may materialise from 2013/14 on the Ore Export
line and 4 SE locomotives may be retained for this traffic.
23 15€ 80 mt e The volumes are not likely to materialise in the 7 year MDS program. The FEL
and feasibility study is on hold and there is currently no commitment to the increased
3 Diesels | volumes.
e The locomatives are also put on hold.
¢ The 15E production line has shut down. As and when required, the procurement
options will be evaluated against standardisation, cost and interoperability.
o Diesels, if required, will be provided from the GFB fleet

16.  The essential points relating to this proposal are:

a) The 100 Class 19E locomotives are for the coal line and were always part of the TFR
locomotive fleet plan. See Para 34 and following. They release locomotives that can be
used on GFB for the year that the 1064 program is delayed.

b) The 60 Class 43 diesel locomotives are not part of the 1064 locomotive program.

i They are in addition to the approved Locomotive Fleet Plan but accord with the
fleet strategy. With the year delay in the 1064 procurement, the 60
locomotives fill the gap of the first year. Post the 1064 procurement, the
sustaining fleet requirements based on a 30 year life are approximately 80
locomotives per annum and the last year of the 1064 procurement moves into
the sustaining phase.

17.  The programmatic element of the 1064 procurement enables locomotive quantities per annum
to be adjusted to circumstances and this flexibility has been built into the tender and will be
carried forward in the ultimate contracts.

18.  The rationale for the 100 Class 19E and 60 Class 43 Diesel not being part of the 1064
locomotive process are covered under the Procurement Strategy Para 57.a) and following.

19.  The future acquisitions for the expansion of the Coal Export line to 97.5 mt and the Ore Export
line to 80 mt will depend on market conditions and development of the full supply chain across
all stakeholders.

Hi and tus 6

20. TFR’s Corporate Plan sets out the 7 Year Market Demand Strategy (MDS) 2013/14- 2019/20 to
virtually double General Freight volumes to 170 mt by 2019/20. This requires an integrated
and synchronised approach across locomotives, wagons, infrastructure and personnel and
these aspects were covered in the 1064 business case submission. Currently locomotive
availability is the major constraint to achieving MDS volumes.

21.  The history of the 1064 procurement is depicted in the exhibit below.
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22.  The approval process of the 1064 locomotives started in March 2011 when the business case
was tabled at the Transnet Fright Rail Investment Forum.

23.  Two approaches were used to shorten delivery times of the new locomotives as far as
possible:

a) An aggressive approach was taken with the maximum locomotives delivered per month
cognisant of local conditions and

b) Approval was obtained in July 2012 to go out on an RFP before the acquisition was finally
approved or PFMA approval obtained.

24.  Transnet adopted a cautious approach because of the value of the acquisition and appointed
external consultants to evaluate the business case.

25.  Board approval was obtained in April 2013 and PFMA approval in August 2013.

26.  The tenders closed in April 2013 but negotiations with tenderers could not commence till PFMA
approval had been obtained, and it is expected that adjudication will be finalised by November
2013 and contracts awarded by February 2014.

27. At the time of the tabling the 1064 business case, the 465 diesel and 599 electric delivery
timelines were based on the RFP then in the market. The exhibit below details the locomotive
delivery timelines that were modelled as per the RFPs and used as the base case assumption.
It indicates that at the end of 2014/15 we would be behind by a total of 265 new locomotives
which would have a major impact on MDS volumes.
| ; - I T S— - ——1

Annual locomotives to be delivered according to the Dissels
Diesel and Electric RFPs B secves
Total = 1064 locomotives procured
230 230 |
| g g L m m |
155 m’; =
o5 |4 | wm E S
| 244 p— I
' by ol Sof |
e
loconobiees per
‘ marsth Inyear |
ramphg ip &
1% Joromotives
per mordh i
yems Sctwai e |
13/14  14/15  15/16 ' 16/17  17/18  18/19
\/\ \
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28.  The 1064 program has slipped by at least a year against original expectations. The current RFP
timelines are being reviewed by the Locomotive Steering Committee to ensure a compressed
timetable to further mitigate volume risks to the MDS.

Impact of the 1064 Delay

29. Even with the 1064 business case being approved, there is a revenue shortfall which is
exacerbated by the delay in locomotive delivery. This is depicted in the graph below extracted
from the 1064 locomotive business case.

The 1064 locomotives are instrumental in capturing MDS target |
revenues, but a revenue shortfall will persist due to procurement

| timelines lagging
14 ) 1

55 000
50 000
45 000
40 000
35 000
30 00
25 000
20 000
15 600
[ 1000
| 5000
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201314

target demand

14415 15/16

I 1064 Incremertal reverue
B Existing fleet revenue

¥ Reverue atrisk due to loco shortfall l

1718

16/17 1819

30. The MDS shortfalls are tabled below for a one and two year delay.

a) One Year Delay:
Shortfall MDS Shortfall Scenario - One Year Delay
Locomotives 2013/14 2014/15 2015/16 I 2016/17 Fon/:s | 2018/19 2019/20
No Delay 33 138 314 533 763 946 1040
Year Delay 0 57 202 405 638 828 972
impact
Locomotives # 33 81 112 129 125 118 68
Tons Mt 1.6 5.2 9.8 13.7 14.0 13 7.6
Revenue Rm 363 1286 2610 3639 4073 4188 2584
Capital Rm -1725 -1248 -1641 276 381 20 5249
Mtce. Rm 36 91 132 159 162 160 96
Fuel and Elec. Rm 67 183 331 440 469 471 290
Shortfall Total 2013/14
One Year Delay - 16/17
Tons mt 30
Revenue Rm 7 900
Mtce. Rm 417
Fuel and Elec. Rm 1021 /]
( (
b) Two Year delay: \ J\
{
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[ Shortfall MDS Shortfall Scenario - Two Year Delay
Locomotives 2013/14 I 2014/15 | 2015/16 I 2016/17 ' 2017/18 ’ 2018/19 ‘ 2019/120
wf\_l; Delay 33 138 314 533 763 946 1040
Year Delay 0 0 57 177 302 415 465
Impact )
Locomotives # 33 138 257 331 358 309 212
Tons Mt 1.6 7.9 18.1 28.6 33.0 31.3 23.8
Revenue Rm 363 1955 4831 7593 9604 9893 8057
Capital Rm -2183 -3910 -4014 -1807 1292 2003 6480
Mtce. Rm 36 155 302 409 465 418 301
fu_e_l and Elec. Rm 67 303 678 1004 1194 1153 903
Shortfall Total 2013/14
Two Year Delay - 16/17
Tons Mt 56
Revenue Rm 14 743
Mtce, Rm 901
l Fuel and Elec. Rm 2052

¢) Notes to tables:

i. The locomotives per year in the tables are mid-year numbers representing
productive capacity and are lower than the total “delivered” during the course
of the year.

ii.  The shortfall is totalled to 2016/17 on the assumption that other mitigating
strategies will be put in place for the subsequent years.

MOTIVATION

MDS Risk Mitigation

31.  The program and motivation below partially addresses the above MDS shortfall in the early
years protecting tons and income per the table below.

Income Protected 2013/14 | 2014/15 | 2015/16 | 2016/17 5::::""“"’
Avg. Rand / Ton 225.4 244.7 255.4 264.0
h_l—O_O 19E - Tons Protected 2.4 2.4 4.4 7.2 16.44 Tons
Income Protected Rm R 541 R 587 R1134 | R1901 |R4163
60 Diesels Tons Protected 3.8 79 7.9 i18.6 Tons
| Income Protected Rm R 930 R2018 | R2086 | R5033
Total Tons B 2.4 6.2 12.3 151 | 36.04Tons
Income Protected Rm | rsar | R1s17 | R3152 | R3987 |R9197

32. Note that this submission is not a full risk mitigation. Further the benefit in 2013/14 is from
Project Shongololo which are the new operating procedures introduced on the Coal Export
Line.
33.  The prime motivators for this submission are to:
a) Protect General Freight volumes through delivering diesel and electric locomotives earlier
than is possible through the 1064 program. A

o
b) Ensure delivery earlier than the 1064 program by: Q /.f'
~
i Confining the procurement of the electric locomotives (N
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ii. Extending the current diesel locomotive contract.

MDS Shortfall — 100 Class 19E Dual Voltage Electric Locomotives:

34.  The 100 Class 19E locomotives will be deployed on the Coal Export Line which will enable the
release of 125 locomotives to the General Freight network protecting approximately 16.4
million tons (cumulative 13/14-16/17) of General Freight in the 7 Year MDS volume targets and
thus allowing growth in the GFB market which would not have been possible because of the
1064 locomotive procurement delay.

35.  The locomotive fleet plan presented to the Transnet Board in April 2011 proposed 112 new
locometives to meet an unconstrained coal export demand of 97 mt by 2015/16 with a
proposed fleet of 308 electric locomotives. The “Capital investment for Export Coal 81 mt”
predicated replacing the aged fleet with Class 19E equivalent locomotives. The updated
locomotive fleet plan of April 2013 accompanying the 1064 General Freight locomotive
business case also predicated 112 new locomotives for the Coal Business.

36.  Subsequent to the Fleet Plan, the operational model was revised to take full advantage of the
dual voltage capability of the Class 19E locomotive. The changeover to the new operational
model commenced in July 2013 and will build up as drivers are trained on Radio Distributed
Power operations on the current fleet and new the locomotives become available. This changes
the future mix of the Coal Fleet. The new operational model is bringing about greater
efficiencies and creating capacity.

37. The 112 locomotives were for expansion and replacement. Due to the volume shortfall in MDS
it was decided to accelerate the acquisition of 100 electrics to enable the cascade of 125
locomotives to GFB and mitigate the MDS volume risk.

38. Cascading locomotives to General Freight will assist in mitigating the delay currentiy
experienced in the 1064 program. In all cases the cascading will facilitate growth though to
2017/18 when the 1064 delivery begins to have significant impact. The class 7E and Class 10E
series of the current coal fleet are facing imminent run outs, increasing maintenance costs and
decreasing reliability and the cascade to General Freight is an interim measure.

39. The 100 Class 19E locomotives will sustain the Coal Line electric fleet for 81 million tons per
annum capacity and standardize the coal fleet on Class 19E type locomotives with significant
operational and cost advantages.

a) To achieve this operational efficiency requires 200 wagon trains to bypass Ermelo Yard
and couple parallel to the main line eliminating shunting and standing time in the yard.

40. The cumulative cascade program for the Class 10E and Class 7E locomotives depends on the
acquisition of the 100 Class 19E locomotives which we envisage can be cascaded to GFB, as an
interim measure, as follows;

a) 40 in 2013/14
b) 74 end 2015/16

¢) 120 end 2016/17
41.  The first locomotives are cascaded in 2013/14. There are no or minimal cascades in 2014/15
as the locomotives are being delivered and commissioned. The effectiveness of the cascade is
felt in 2015/16 and beyond.
42.  Using the rule of thumb for General Freight that 100 locomotives generate approximately 6 mt
per annum, the 125 released locomotives will protect approximately 7.2 mt per annum of

general freight. /
_ KT‘
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The exact allocation to the areas below will be determined at the time of cascading according
to operational priorities.

43,

a) Manganese exports through Ngqura: Manganese exports from the Northern Cape
through Ngqura are expected to grow according to the 7 Year Business Plan to 12 mt
(and to 16 mt thereafter). The Class 7E series released from the Coal Line to General
Freight traffic will supplement this service till the full complement of class 20E
locomotives have been delivered where after the Class 7E series will be retired.

b) Thabazimbi — Pyramid South: This is an AC electrified section served by Class 7E
series locomotives and the predicted volume growth is:

2016/1 | 2017/1
7 8

17.056 | 18.446

Year 2014/15 | 2015/16 2018/19 | 2019/20 ‘

2013/14

8.868 10.347 15.135

| MTons 22897 | 22812 |

¢) Cascading the Class 7E Series will facilitate volume growth through to 2015/16 as well as
the potential life extending / technology changing modification on the cascaded Class 10E
series.

d) Maputo Export: This is a DC electrified section suitable for Class 18E locomotives only.
The cascaded Class 10E will release Class 18E locomotives from other sections which will
be transferred into this section. The tonnage increase is:

Year

2013/14

2014/15

2015/16

2016/17

2017/18

2018/19

2019/20

MTons |

6.421

8.353

12.469

13.499

16.446

21.168

21.598

e) General Freight on the Coal Line: This traffic uses DC traction or Diesel locomotives
to Ermelo and then AC electrification to Richards Bay. Currently Class 7E3 locomotives
are designated for this traffic south of Ermelo. Releasing Class 11E locomotives from the
export coal operation will enable the additional traffic and also substitute for the current

Class 7E3 which will be cascaded.

Year

2013/14

2014/15

2015/16

2016/17

2017/18

2018119

2019/20

M Tons |

10.702

11.901

13.404

15.036

15.733

44,

The TFR Business Plan volume projections for the Coal Export Line are:

16.032

16.470

Actual
2011/12

Actual

2012/13

Budget

Projections

2013/14

2014/15

2015/16 ‘ 2016/17

2017/18

2018/19

2019/20

Export
Coal Mt

67.7

69.21 | 77.00

81.00

|
81.00 ‘ 84.00

95.00

97.50

97.50

The 100 Class 19E business case articulates the benefits of the earlier than previously planned
delivery of the locomotives to the Coal Export Line.

The market analysis and infrastructure investment for “"Capital investment for Export Coal 81
mt” was recommended by Transnet Board on 16 February 2011 and approved by the
Shareholder (Minister of Public Enterprises) on 20 June 2012.

Other aspects more fully covered in the 100 Class 19E Locomotive submission are:

45,

46.

47,
a) Reliability and Operational efficiency

b) Savings on operational expenditure and capitalised maintenance ]

.'e {
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c) Energy Savings

d) Locomotive Fleet Plan and Standardisation and its benefits which include:
i. The fleet is standardized with operational interoperability
ii.  Standard maintenance practices are propagated
iii. Reduction in spares holdings and special tools

DS Shortfall — Di 0 ives

48. TFR is in the process of acquiring 143 class 43 Diesel locomotives from GESAT which have
been delivered over the past two years which are have proven to be a capable locomotive.
Given the MDS volume shortfall, it is proposed that 60 class 43 locomotives be acquired to
further mitigate the volume risk as those in the 1064 program are now likely to come on
stream after 2015.

49. The efficiency utilization of the locomotives will be comparable to that currently achieved on
the Phalaborwa ~ Richards Bay flow of 7 262 GTK per locomotive month. This flow powered by
new class 43 Diesels already exceeds the national fleet efficiency targeted for 2018/19. This
represents a 24% increase on the targeted 2013/14 efficiency.

50.  The 60 locomotives have a potential mitigation of 3.8 — 7.9 mt at an average 8 149 GTK’s per
loco per month exceeding the current Phalaborwa — Richards Bay flow. The potential income
protection is R5 033 m (cumulative 2014/15 - 2015/16). The exact allocation of the 60
locomotives will be confirmed at the time of deployment over the following flows:

a) Botswana Coal to Bulk Connexion and Richards Bay.
i.  Potential 1.8mt — 3.8mt
ii.  Diesels required: 35 inclusive of technical allowance.
iii. Potential GTK's per loco per month: 5 957

b) Elitheni Coal from Sterkstroom to East London
i. Potential imt to 2.5mt
ii. Diesels required: 15 inclusive of technical allowance
iii. Potential GTK's per loco per month: 12 784

¢) Manganese from Postmasburg to Bloemfontein / Bloemcon
i Potential 1 - 1.emt mostly from new entrant miners.
ii. Diesels required: 10 inclusive of technical allowance.
iii. Potential GTK’s per loco per month : 7 821

PROJECT BENEFITS

51.  Protection of GFB MDS income and targets amounting to R4 163 m for the 100 Class 19E and
RS 033 m for the 60 Class 43 Diesels over the period 2013/14-2016/17 .

52.  Coal Export volumes and income are protected though improved reliability.

53.  Sustainability objectives as per the Transnet Sustainability framework are met threefold:

a) Sustainability from an economic perspective is met by offering a long term cost
effective, low cost rail solution that addresses the needs of industry to remain globally
competitive and allows emerging miners to enter the coal export market.

b) Sustainability from a social perspective is met through the optimisation of
manufacturing facilities, job creation and proactive stakeholder engagerpenl:.
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¢) Sustainability from an environmental perspective in energy savings through (i) the
improved efficiency of the new locomotives and (ii) the overall energy saving through the
regenerative capability of the locomotives.
54.  The programme will support the shift from road to rail as the cascaded locomotives take up
the shortfall in the General Freight market.
55.  Benefits specific to the 100 Class 19E include:
a) Energy savings will be achieved with an 18% improvement in KVA requirements over the
old technology Class 7E and Class 10E locomotives.
b) The regenerative capability of the new locomotives introduces further energy savings of
between 22% and 26%.
c) Quantifiable savings in maintenance of the new locomotives over the older series.
d) Not quantified but direct and indirect savings with uninterrupted operations due to fewer
failures,
56.  Benefits specific to the 60 Class 34 Diesels include:
a) Fuels savings of 8% over the older diesel fleet.
b) Significantly reduced failures compared to the current diesel fleet improving availability
and reliability.
c) Standardisation of maintenance regimes with current Class 43 fleet.
d) Virtual elimination of significant damage to rail infrastructure (skid-marks) which are
prevented by the modern traction control system.

e) The characteristics of the locomotive more closely match that of the electric fleet
enabling optimum use of traction capability when worked in multiples with electric
locomotives using RDP.

PROCUREMENT STRATEGY

Rationale for not being part of the 1064 process

57.  The procurement process was carefully considered and was not taken into the 1064 locomotive
process. Aspects considered were:

a) Type: The 100 19E equivalents are 26 ton per axle locomotives for heavy haul use to be
deployed on the coal line. The 599 electric locomotives in the 1064 tender are 22 ton per

axle locomotives for GFB use.

b) Delivery: The 60 diesels are equivalent to the 465 of the 1064 but the motivation below
for extension is one of urgency because of the overall delay in the 1064 program.
Including the diesels in the 1064 does not address the delay or urgency.

Analysis and Implicatio ' ion
58.  The following options were considered and reasoned:
a) Go out on tender
b) Do Nothing
¢) Confine / Extend Contract
d) Extend current 20E contract for 95 CSR Locomotives
e) Leasing

/L
A 21/10/2013
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61,

62.
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Go out on tender: With this option, which affords transparency, the locomotives become
available beyond the 1064 timeframe and hence this is not a viable option as it does not
address the urgency. It does not address MDS volumes and causes a 20mt gap from 2014 to

2016.
Do Nothing: This option puts the MDS volumes at risk that this proposal wishes to mitigate.
The implications are:

Base case Rm Budget Projections
2013-14 Corporate Plan | 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19
Revenue 36 690 45 382 53852 62 146 72541 81622
Operating Expenses 20616 22 640 25057 28 279 31434 35 336
EBITDA 16 074 22 742 28 796 33 866 41 107 46 286
One Year Delay Rm Budget Projections
2013-14 Corporate Plan | 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19
Revenue 36 327 44 096 50512 56 163 64 513 72 480
Operating Expenses 20514 22 367 24 594 27 680 30 802 34 704
EBITDA 15 813 21729 25917 28 483 33 711 37 776

Confine / Extend contract: This addresses the urgency of the proposal but has potential
negative implications regarding public. For these reasons (and as outlined above) this is not
part of the 1064 process and will not impact on that process.

a) The locomotives are known, meet requirements and prototyping is not required

b) Extension of the GE contract is the fastest way to procure the diesel locomotives.

¢) The MARS facilities are available for immediate production which will result in significant

delivery acceleration.
d) Both the extension and confinement are acceptable procurement mechanisms per the
PPM in this instance.
Extend current 20E contract for 95 CSR Locomotives: The 20E currently on order is a 22
ton per axle GFB locomotive and is not intended for heavy haul use on the Coal Export Line.
The first delivery is awaited, the locomotive has still to be tested and it is at present unproven.
Only after extensive type testing will it be possible to say whether and to what extent it can
replicate the heavy haul capabilities of the 19E. Additionally, extension would not be an
acceptable procurement mechanism per the PPM given the material amendment to contract
which could be challenged.
Leasing: Aurizon in Australia have indicated that they have about 20 locomotives available for
lease. However, the newest of these is 30 years old and the quantities are not likely
significantly impact volumes. We will view the 20 locomotives and assess their suitability for our
network. There is no viable external market for 1064mm dual voltage electric locomotives,
South African circumstances are (historically) unique requiring bespoke electric designs. Even if
leased the conditions would be that TFR take ownership after a period of time.
Implications: The 1064 tender is currently under adjudication. It is one of the largest
procurement processes within Transnet and while it seeks (inter alia) to launch a South African
locomotive industry, it will be closely scrutinised by the losing bidders seeking any loophole to
press an advantage. The following implications were considered in adjusting the (diesel
locomotive) quantities. s A
&
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a) The tenders have closed and asking respondents for revised submissions would delay the
process further.

b) The perceptions that may be generated by “backtracking” on and reducing a visibly
stated need and objective to “favour” a supplier, the urgency argument notwithstanding.

c) Proceeding with the proposed contract extension and announcing the reduction in diesel
quantities at the time of award may be perceived as an underhanded manner of
“favouring” a supplier.

Procurement Recomm i

64.  For reasons of urgency, the confine / extend contract option is the recommended option.

65.  This will procure the locomotives in the shortest possible time and, by so doing, best mitigates
the potential shortfall in MDS volumes. The reasons of urgency have been set out as well as
the complementary benefits of the recommended option.

Confinement of 100 Electric Locomotives

66.  An extract from the latest approved Procurement Procedures Manual, dated 01 October 2012,
stipulating grounds for confinement which are relevant to this submission, reads:

“Confinements will only be considered under the following circumstances:

a) where a genuine unforeseeable urgency has arisen. Such urgency should not be
attributable to a lack of proper planning. However, where a genuine urgency has been
created by the lack of proper planning, urgency can still be relied upon as a ground for
Confinement. In such cases appropriate action must be taken against the individual(s)
responsible for the bad planning.

b) the Goods/Services are only obtainable from one/limited number of suppliers. For
instance, patented/proprietary Goods or OEM spares and components. Operating
divisions are however required to provide evidence that there are no new entrants to the
market who could also be approached;

c) for reasons of standardisation or compatibility with existing Goods and Services. A case
must be made that deviation from existing standardized Goods or Services will cause
major operational disruption. If not, confinements based on “standardisation” will not be

considered; or

d) when the Goods or Services being procured are highly specialized and largely identical to
those previously executed by that supplier and it is not in the interest of the public or the
organization to solicit other offers, as it would result in wasted money and/or time for
Transnet. When this particular ground is intended to be used as a ground for
Confinement, it is important to note that all pre-requisites must be satisfied: The Goods
or Services must be highly specialised, almost identical to previous work done and
approaching the market again would result in wasted money and time.”

67.  The project is motivated on the basis of Para (a) where a genuine unforeseeable urgency has
arisen.

a) Item 13 et al covering the “History and Status of the TFR Fleet Plan” and the “History
and Status of the 1064 Procurement” demonstrates the reasonable and timeous steps
taken to address to the Board the run out of the current fleet and the locomotive
requirements required to address the volume ramp up of GFB. AN

% \
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b) Item 11 et al further indicates that the delay was not attributable to a lack of proper
planning as the GFB locomotive requirements have remained consistent throughout.

c) Considering (a) and (b), no individual or group of individuals is responsible for bad
planning.

68.  Addressing the urgency:

a) The locomotives requested have been through the teething phase with most initial
manufacturing and operational faults rectified. Present models are operating optimally
and have exceeded their design parameters

b) Re-starting of these production lines will be quick; the designs are finalised so delivery
lead times will be kept to a minimum and set up costs reduced.

c) Crew (drivers and assistants) are aiready trained on these locomotives.

d) Confinement will realize the quickest delivery and existing facilities previously used for
the assembly of the 110 x Class 19E.

69.  Complementing the urgency (a) is the standardisation (c) and goods largely identical to those
previously executed (d). Inter alia:

a) Locomotives are highly specialised with limited suppliers worldwide.

b) The locomotives would be largely identical with those already supplied as:

i. In 2009, Transnet Freight Rail (TFR) entered into a contract with Mitsui & Co
African Railway Solutions (PTY) LTD (MARS for the procurement of 110 new
Class 19E electric locomotives for the Coal Export Line; TFR took delivery of
the last locomotive in August 2012. MARS are also delivering the Class 15E
locomotives for the Ore Export line and the last one is due to come of the
factory line in September 2013:

¢) Transnet would incur wasted time and money in approaching the market as:

i The specialised tender specifications take time to prepare; prospective
tenderers need time to respond and there is the time to adjudicate. This
process takes at least 12 months by which time the urgency has passed and
the 1064 deliveries will start to kick in.

ii.  Furthermore a new supplier would necessitate a new design, design review
and prototyping and type testing. This is a further 15 months before
production commences.

d) Standardisation of locomotives has two elements. (i) Operational standardisation and (ii)
Maintenance standardisation.

i. Operational standardisation requires locomotives of the same class to operate
as a consist (i.e. two or more locomotives coupled together operating as a
single unit). This is not negotiable but is implemented through de facto
industry standards.

After many years these standards have now changed and TFR is evaluating
the impact of these changes.

ii.  Maintenance standardisation addresses:

° Reduced spares holdings and simplified and standardised inventory.

. Standardised tools and diagnostic instruments serving a commor), fleet

. Unified training and for maintenance staff. 7 J'
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) Simplified maintenance practises resulting in shorter Mean Time to Repair.

iii. TE is currently maintaining and repairing the Class 19E Series which means
that no additional training will be required and optimum utilisation of the
current maintenance facilities.

70. In light of the foregoing concerning standardisation, specialisation and similar locomotives
already supplied and further considering that:

a) the Class 19E locomotives are performing well and have proven to be both efficient and
reliable and
b) the Class 19E is a modern locomotive and the proposed 100 locomotives will be an
extension of the current design and no prototyping or type testing is required
conservatively saving 15 months or more and
c¢) the limited quantities of each type of locomotive:
It is submitted that it is not in the best interest of Transnet to solicit other offers for the 19E
locomotives.

71.  From a social-economic perspective the following jobs will be retained in assembly facilities:

a) Approximately 186 jobs will be retained at the TE assembly facility and further jobs will
be retained in downstream enterprises

b) Approximately 400 jobs will be created over the period at the Union Carriage Works
assembly facility and further jobs will be retained in downstream enterprises

¢) Toshiba has indicated its serious intent in building a traction motor assembly facility
in SA and this could be expedited through the SD obligations that would be linked to this
contract. !

72.  The Japanese Yen has weakened marginally against the South African Rand. The Rand in turn
has weakened significantly against the US Dollar. The foreign component of the original
110 x Class 19E contract was 40% Yen based and a contract on similar terms would be
considerably cheaper than a new US Dollar based contract.

73.  The original 110 Class 19E contract was entered into in 2006. The SD terms and conditions
required today are significantly different and more stringent. This calls for a new procurement
event via a confined tender.

74.  Considering the volumes at risk and the urgent requirement for the coal line locomotives to
cascade the current fleet to General Freight, it is proposed that the procurement be confined
to MARS Railway Solutions, a subsidiary of Japan’s Mitsui & Co Limited.

Contract Extension with GESAT for 60 Class 43 Diesels

75.  The arguments for an extension to the GESAT contract are similar to those for confinement
and are motivated on:
a) the basis of urgency (a) as outlined above
b) and complemented by standardisation (c) and goods largely identical to those previously
executed (d).

76.  The project is motivated on the basis of Item 66 Para (a) where a genuine unforeseeable
urgency has arisen. The arguments are per Items 67 and 68 above are also applicable to the

60 Class 43 Diesels.

77.  The latest approved Procurement Procedures Manual, dated 01 October 2013, par 22.5.3,
allows for a contract extension. In this instance the request is for a material contract

i
/
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amendment to a previously confined event. The reasoning for the original confinement of the
additional 43 loco’s is still applicable given that there is a genuine unforeseeable urgency which
has arisen due to the delay in the 1064 tenders and such urgency is not be attributable to a
lack of proper planning.

78.  Complementing the urgency is that the goods are largely identical to those previously executed
by that supplier and standardisation is a benefit for the specialized locomotives.

79.  Addressing the urgency:

a) In December 2009, Transnet concluded a contract with General Electric South Africa
Technologies (GESAT) PTY Ltd for the Supply of 100 Diesel Locomotives through a
limited tender process confined to three potential suppliers. In 2011, through a
confinement process, TFR concluded a contract with GESAT for an additional 43 Class 43
diesel locomotives. The completion date of the 43 Locomotives was end June 2013 in line
with the Transnet planned schedule. The last few locomotives to roll out of assembly will
be tested by 30 September 2013, where after they may be accepted.

b) As the production line is currently operational and design is finalised, delivery lead times
will be reduced by approximately 12 months and Transnet will save by not requiring set
up costs of facilities and production runs.

€) GESAT and TE have the ability to roll out between 8 to 10 locomotives per month.

d) No prototyping or type testing is required.

80. Complementing the urgency (a) is the standardisation (c) and goods largely identical to those
previously executed (d). Inter alia:

a) Locomotives are highly specialised with limited suppliers worldwide.

b) The locomotives would be identical with the 143 Class 43 Diesels already supplied or
about to be commissioned.

¢) Transnet would incur wasted time and money in approaching the market as:

i The specialised tender specifications take time to prepare; prospective
tenderers need time to respond and there is the time to adjudicate. This
process takes at least 12 months by which time the urgency has passed and
the 1064 deliveries will start to kick in.

ii.  Furthermore a new supplier would necessitate a new design, design review
and prototyping and type testing. This is a further 12 months for diesels before
production commences.

d) Standardisation of locomotives has two elements. (i) Operational standardisation and (ii)
Maintenance standardisation.

i Operational standardisation requires locomotives of the same class to operate
as a consist (i.e. two or more locomotives coupled together operating as a
single unit). This is not negotiable but is implemented through de facto
industry standards.

After many years these standards have now changed and TFR is evaluating
the impact of these changes.

ii. Maintenance standardisation addresses:

. Reduced spares holdings and simplified and standardised inventory.

e Standardised tools and diagnostic instruments serving a common fleet

. Unified training and for maintenance staff. ' "!\
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. Simplified maintenance practises resulting in shorter Mean Time to Repair.

ii. TE is currently maintaining and repairing the Class 43 Series which means that
ne additional training will be required and optimum utilisation of the current
maintenance facilities.

81. In light of the foregoing concerning standardisation, specialisation and similar locomotives
already supplied and further considering that:
a) the Class 43 diesel is a modern locomotive that is performing well and has proven to be
both efficient and reliable and
b) the proposed 60 locomotives will identical to the current design and no prototyping or
type testing is required conservatively saving 15 months or more and
c) the limited quantities required:
It is submitted that it is not in the best interest of Transnet to solicit other offers for the 60
Class 43 diesel locomotives.
82.  In both transactions, Transnet Engineering (TE) was appointed as GESAT’s subcontractor for
the local assembly of the locomotives and the contractual obligations have been met.

83.  The time and cost to localise production to comply with local content and SD requirements has
to be amortised over the anticipated production run. The smaller the run, the more expensive
the overhead. To breakeven point to set up new facilities is marginal for the 100 Class 19E but
mitigates against new facilities for the 60 Class 43 diesels.

84. Given that a contract is already