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A. PURPOSE

This business case provides the rationale to invest in the profitable General Freight
Business (GFB) by procuring 1064 new locomotives (465 dfesel, 599 electric). This
business case demonstrates a clear need to accelerate locomotive deployment to enable
delivery against Transnet's Market Demand Strategy (MDS) and achieve South Africa's
broader socloeconomlc objectives. The new locomotive purchase will:

• Create value for Trans net by enabling TFR to deliver 170 mt by 2018/19 and
thereby achieve Its MDS target This will result In a positive NPV (R2.7 billion at
the TFR hurdle rate of 18.56 percent and R34.1 billion at the TFR WACC of 12.56
percent), top-tine growth, enhanced return on assets (ROA), and an Improved
environmental footprint _ —

• Lower tha cost of doing business In South Africa by enabling operational
efficiencies that will increase customer satisfaction and facilitate a shift from road
to rail.

• Create and preserve 28,000* direct and Indirect South African Jobs, and R78 billion
In economic impact through local supplier development

A robust procurement strategy that Is aligned with Government socio-economic
policies and appropriate governance processes have been designed and Instituted to
ensure transparency, fairness, and value maximisation for Transnet and South Africa. A
funding plan and forex management strategy are detailed In the business case.

The risks that are Inherent In a procurement event of this nature have been Identified and
mitigation strategies are In place. 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).

i
Proportional to MDS-related fob creation of 288,000
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B. EXECUTIVE SUMMARY

Business need

Transnet Freight Rail fTFRJ Is moving from a strategy of 'responding to confirmed demand" to creat! g

'capacity to unlock demand*. The MDS is informed by future planned Investments that support tf e

move from road to rail by targeting rafl-frlendly traffic currently on the road as well as other volur e

growth opportunities. As part of Transnet*s MDS, TFR has committed to grow Its volumes by 143 mllllc n

tonnes, from 208 million tonnes to 350 million tonnes; over 60 percent of this growth Is expected to : e

delivered by the General Freight Business (GFB), which will grow from the current 82.6 million tonnes l o

170 million tonnes by 2019. TFR plans to Invest R134 billion In capital to deliver this growth In to: at

volumes; of this, R143 billion Is planned to be Invested In GFB, R19 billion In export iron ore and R?2

billion In export coal. Of the total capital Invested In GFB, 53 percent will be expansionary and -7

percent sustaining capital.

This Investment In growing GFB volumes make business sense, as it lowers the cost of doing busine s

and accelerates a modal shift from road to ralL The majority (85 percent) of the growth in GFB demar i

is generated by: rail-friendly bulk commodities that need to be transported long distances such s

manganese, magnetite, and domestic Iron ore; bulk commodities with certain demand, like coal need; i

for Eskom's power stations; and container-based commodfttes for which existing demand moves c-\

road and will shift to rail. Moreover, South Africa Is well-positioned on global cost curves for G'3

commodities that are exported, such as manganese, magnetite, and thermal coal, which mitigates th»

volume downside due to Inevitable global commodity volatility.

Current and new fleet requirements

The average age of the TFR GFB fleet Is currently 32 years and comprises 1889 locomotives, which a *

broadly divided Into workhorses and shunters, wfth the workhorses being the prime Income generator;.

There was a major procurement of over 1000 locally manufactured electric locomotives In the 197'. s

and 1950s, which becamethe workhorses of the current fleet No new locomotives were purchased f. r

GFB from 1992 through to 2008 when the GFB fleet was augmented by a series of purchases t h t

Included 50 "like new" diesels, 100 diesels, and 43 dlesels; currently, 95 new electrics are on order fro. i

China. These purchases were not sufficient to meet market demand and achieve a road to rail mlgratlor.

The economic design life of a locomotive Is 30 years. In the absence of new locomotives, the workhon»

fleet was given life-extending upgrades where possible that extended the working We to 45 year.

However, this has resulted In Increased maintenance costs as well as difficulty In obtaining spares, f;

the most cost-effective and technology-compatible options for extending the life of a locomotive a: ;

exhausted, further extensions are no longer economically cost-effective or technologically practical.

Proposed way forward on locomotive fleet expansion-related economic Impact

The recommended way forward Is for TFR to proceed with programmatic procurement of ne /

locomotives. TFR has explored two options: continuing with the status quo, which Is economical /

unviable and does not support the volume ramp-up envisaged by the MDS, putting the entire MDS ; t

risk; new locomotive acquisition Is the only viable and recommended option:

Transnet Freight Rail
1054 Locomotives Team
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• A status quo scenario. The current fleet has already begun to run out. Based on TFR's current
Locomotive Fleet Plan, the number of locomotives In the GFB fleet will decline from 1889 In
2014 to 1592 by 2019, with further run-out thereafter as the oldest and costliest assets In the
fleet are retired. Half the fleet will be retired within 10 years and nearly the entire fleet within
20 years. If this run-out Is not addressed, TFR would only have capacity to transport 85 million
tonnes In 2019 - 85 million tonnes short of Its MDS commitment, representing a cumulative
revenue shortfall versus the MDS plan of R73 billion over this period, MDS will not be executed
and there will be a negative Impact on cash Interest cover (CFC) and gearing.

• A new locomotive procurement scenario. TFR has to invest In new locomotives to replace its.
current aged fleet and to support Its planned volume ramp-up. To achieve this, TFR needs to
procure of 1054 locomotives (465 diesel and 599 electric) over the next 7 years. Procuring 1064
new locomotives between 2013/2014 and 2018/2019 would have a positive NPV of R2.7 billion

—— " (discounted using TFR's hurdle rate of 18.56 percent; NPV would be R34.1 billion if discounted
using TFR's WACC of 12.56 percent). Accordingly, the only viable solution to delivsr on GFB's

\ R53.8 billion revenue MDS target in 2019 is to procure new locomotives.

" Benefits of the 1064 locomotive acquisition programme

The 1064 locomotive acquisition will benefit Transnet, South Africa and South African business.

For Transnet, the locomotive acquisition programme will:

• Enhance locomotive operational efficiency thereby increasing asset utilisation.
- TFR will leverage new technology specification locomotive efficiencies. The new

locomotives increase the rate of the fleet's availability and reliability. In addition, further
operational efficiencies may be possible by leveraging Increased tractive effort to limit
the number of locos needed for a given flow or redesign of flows altogether (e.g., some
flows have both AC and DC lines, which currently require stops and change overs
between different locomotive types but will not with dual-electric locomotives).

- The programme offers TFR an opportunity to standardise its locomotive fleet by
procuring a limited number of locomotive types. This will result In a host of benefits
Including simplified maintenance.

• Create business opportunities for Transnet Engineering (T£) to substantially participate In the
%i localisation programme and thereby retain a portion of the locomotives' spend within Transnet
'"' • Significantly Impact TE with respect to maintenance practices and consolidation of maintenance

depots where the new locomotives have extended service Intervals and on-board diagnostic
health monitoring systems where full advantage Is to be taken of the current)/ available
technology and International best practice. This Is the result of a full deployment plan developed
by business unit, year, class of locomotive and depot.

• Enhance Transnet's return on assets and Increase financial sustain ability. This will be driven by
volume growth and declining unit costs of production and will be achieved despite the Increase
In depredation.

• j For South Africa, this large-scaleprocurementprogrammewill:

• Create R68 billion In localisation benefits for the South African economy. Transnet stipulates
local content of 55 percent for diesel and 60 percent for electric locomotives. Given the

1 Transnet Freight Rail
1064 Locomotives Team
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requirements, desired localisation can be achieved for only a 2 percent average cost of
localisation - an additional Investment of just over R600 million. This equates to a highly
attractive benefit cost ratio of more than 125 to 1.

• Catafyse the sustainable development of » South African locomotive production Industry based
on the procurement of 1064 locomotives over approximately 7 years and an estimated on-going
annual need of 80 locomotives driven by TFR's 30-year replacement life policy.

• Develop manufacturing skills, which wlD ultimately support not only the locomotive Industry but
also South Africa's manufacturing sector more broadly.

• 23,000 Indirect and direct South African jobs, created and preserved.
• Achieve greater road safety and fewer road fatalities by supporting the shift from road to rail
• Energy savings will be achieved, with 8-10% lower fuel consumption for dlesels and 1896 energy

savings for electrics. For the dlesel locomotives alone, this will result in savings of over 31,000
tonnes of CO2 and R5 million per year by 2018/2019.

For South African business, the locomotive acquisition will:
• Increase customer satisfaction and enhance the ease of doing business as higher locomotive

reliability results in better adherence to schedules.
• Lower the cost of doing business by catalysing a shift from road to rail, which Is a more cost"

effective mode of transportation for distances over 300 kilometres. Given the spatial dispersion
of South African centres of economic activity and the distances between the centres of
production and ports, this will benefit most businesses,

• Lower infrastructure repair costs driven by the road to rail shift as damage to roads from the
current trucking of commodities like coal Is reduced. In add ft Ion, It will contribute towards a
reduction In road traffic fatalities.

Programmatic procurement strategy and evaluation criteria

Transnet's procurement strategy for the acquisition of 1064 new locomotives, approved by the Board,
includes the following key aspects:

• Alignment with the Government of South Africa's soctoeconomic policy framework. Including
CSDP, NGP, NDP, SSI, and 1PAP2.

• Increasing local content through developing skills, creating Jobs, and transferring technology,
Transnet's programmatic procurement strategy follows threshold requirements for locomotive
localisation, In line with those designated by the National Treasury (I.e., 55 percent for dlesel, 60
percent for electrical locomotives).

• Approaching the market through an open tender process to attract the broadest possible
supplier base and maximise value for 5outh Africa and Transnet. Tenders have been Issued for
both locomotive types. The RFP closure date Is April 28th, 2013.

• A six-step evaluation methodology will be applied based on the evaluation criteria: price 60
percent; supplier development 20 percent; and Broad-Based Black Economic Empowerment (B-
B8EE) 20 percent

jj
I
I
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Managing sensitivities and risks

Procuring Transnet's 1064 new locomotives in the most cap cal-efflclent way requires a detailed
understanding of inherent volatilities, risks, and mitigation plans The locomotive requirement and the
pace at which Trans net needs to deploy Its capital in the base case scenario Is shaped by two factors:

• Volume volatility. TFR's overall locomotive procurem.vit programme is based on current,
validated MDS GFB volumes. However, given the volatifit In the global and domestic economy,
the realisation of these volumes may be different than p anned. If volumes grow faster or, vice
versa, slower than the MDS plan, Transnet must adjust It; locomotive procurement accordingly.
This flexibility needs to be built Into its procurement sr j contracting strategy to enable it to
accelerate or throttle back the pace of locomotive purcha »s without penalties.

• Operational efficiency potential TFR's current Fleet Plan estimates the number of locomotives
Including the potential efficiencies that can be capture- from technology Improvements and"
operational flexibility of new locomotives. Further open: lonal efficiencies may be possible by
leveraging Increased tracth/e effort to limit the number c locomotives needed for a given flow
or redesign of flows altogether. These operational efficier les have not been Incorporated In the
business case- capturing them could reduce the numbe of locomotives needed and improve
the upside of this business case. The aforementlone i flexibility Transnet builds Into Its
procurement strategy will also address this sensitivity.

The following are some of the key risks and sensitivities that are ir portant to consider and mitigate:
• Volumes. Of all variables, volume risk has the greatest p ]tentlal to Impact NPV. For example,

with a slight underperformance (7 percent versus MDS targets), Transnet would experience
revenue shortfalls of R16.4 billion and a reduction In NP ' of R1.7 billion. However, under the
worst case scenario (growth of volumes In line with GD- as opposed to MDS), NPV would be
reduced by over R20 billion. Thb reinforces the afcremen' aned need for a flexible procurement
and contracting strategy, allowing locomotives to be brou ht online as they are needed.

• Delivery schedule. TFR already has a shortfall of DC e metrics, with the electric locomotive
shortfall projected to grow to approximately 122 elects s and 32 dies els by 2015. Given the
previously expected timelines to procure new locomotive locally, TFR may not be able to close
this shortfall until the end of the MDS period. Under th« base case (procurement In line with
schedules stipulated In the RFP}, R13.3 billion In MDS r venues would be at risk; this would
more than double under a moderately delayed scenario v. th further downside under the worst-
case scenario. As a result, procurement and production t Tiellnes are being tightly managed to
ensure the swiftest possible locomotive delivery, and Imr sdiate mitigation strategies are being
explored. These include front-loading orders with Interns Jonal suppliers and exploring leasing
options.

• Tariffs. The MDS GFB tariffs are expected to increase far er than CPl through 2020 (7 percent
versus 6 percent). Given that the pricing on almost all GF£ commodities Is below the cost of full
economic recovery even after taking Into account all eff tlencles, the pricing corridor In ITU's
plan Is achievable. However, should global and local econ mlc conditions create challenges and
tariffs above CPl cannot be Implemented, the Implication\ ould be a reduction In the NPV of the
business case by upwards of R4 billion.

• Foreign exchange exposure. Assuming target levels of ICK Ulsatlon, a change In the Rand to US
dollar exchange rate of 10 percent would represent a "R1.2 billion Impact on capital
expenditurs. Given 15 percent devaluation of the rand ag Inst the US dollar over the past year

Transnet Freight Rail
1064 locomotives Team
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alone, such volatility fs not unrealistic See :h* Treasury Section below for the mitigation
strategy.
locomotive purchase price. Closaly linked . foreign exchange fluctuations are additional
locomotive price risks that need to be active / managed during contracting and negotiations
[e.g., change order risks related to detailed csrificatlons). A purchase price Increase of 10
percent would have a -R1.5 billion impact on N V.

Transnet Treasury requirements relating to the locom

Funding plan. The acquisition of 1064 locomotives wi
overall MDS funding amount of R865 billion over the
will Include those in the borrowing plan as contai
2013/2014. A mixture of cash generated by operation*
acquisition. Two-thirds are assumed to be financed us
billion will need to raised externally. The external fund!
Term Note programme for dollar funding and establish
Domestic Medium Term Note programme. In addltlo
(DFIs) and export credit agencies {ECAsJ will be consider

tJve acquisition

cost R33.6 billion and has been Included In the
iext 6 years. Consequently, the funding options
s i In the approved Transnet Corporate Plan
aid external borrowing will be used to fund the"
g cash generated by operations, and about R13
I will be raised utilising both the Global Medium
•d domestic sources for Rand funding - e.g., the
, options like development finance Institutions
»d to lower the cost of funding.

Foreign exchange exposure management Transnet'
requires that all contracts must be either Band-base
financial loss due to exchange rate fluctuations. Shou!
accounting wilt be applied to manage any foreign e
according to the Group Financial Risk Management Frar

Robust governance
Given the magnitude of this transaction, Transnet r
including:

• The highest standards of confidentiality, reinfc
oversight from Transnet Internal Audit.

• A1064 Locomotive Steering Committee meetf'
has been Instituted. This Steering Committee Is

• A PMO has been established at TFR with sped?
milestones; establishing and owning a virtual
Steering Committee meetings at the request of
ensuring that confidentiality protocols are In p!?

Ensuring operational readiness
TFR has operational readiness plans In place to ensure er

Group policy on Financial Risk Management
or effectively hedged to minimise the risk of
a Rand-based contract not be possible, hedge
change volatility. The project will be hedged
ev/ork.

is developed a clear governance framework,

ced through a High-Value Tender process with

;, chaired by the Group Chief Executive Officer,
cnstltuted as a sub-committee of Group ExCo.
: responsibilities fon tracking progress towards
iata room based on best practice; scheduling
I e Chair and following up on action Items; and
e.

'cient deployment of Its new locomotives:

Critical path Interdependenries - integrating I :omotlv«, demand, wagons. Infrastructure
and operations. Wagons are tightly linked o the commodities they transport, while
locomotives relate to the mass but not the cor nodlty Itself; thus, locomotives are allocated
according to the tonnes transported over the pa Icular operating section.

The proposed dlesel locomotives can operate over most of the network with the notable
exception of long tunnels. Current single voltag electric locomotives (AC or DC) are confined

Transnet Freight Rail
1064 Locomotives Team
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according to the current electrifica. :>n network. This Imposes operational Inefficiencies due to
the traction changes, The new elect 'c locomotives will be dual voltage, eliminating the need to
change tractive power and enabling rJns to bypass yards.

In addition to the flexibility affor
locomotive dependencies with mee
considered and addressed. Hums
programme of this magnitude. For ?
need to train 30S5 train drivers
increasing requirements over time, T

Maintenance regime. TE will be sis
and the consolidation of malntenanc
and on-board diagnostic health mo:

than TE currently delivers (e.g., larg^
stations for refuelling and other basf

ed by the locomotive standardisation above, the 1064
^projects, such as Manganese and Waterberg, have been
i Resources planning Is equally critical to execute a
ornple, to support the overall TFR fleet ramp-up, TFR will
nd assistants. To address current driver shortfalls and
•R will need to begin training drivers Immediately.

Iflcantly Impacted with respect to maintenance practices
• depots. New locomotives have extended service Intervals
taring systems, requiring a different maintenance regime
• "super depots" for large-scale maintenance, with smaller
services).

Conclusion

Transnefs purchase of 1064 locomotives Is critical procurement event that will facilitate Transnet's
delivery against Its MDS targets, transform t e business, Increase operational efficiencies and support
local supplier development Transnet's proa, client strategy will be flexible enough to adapt to actual
locomotive demand that Is realised overtime

Recommendation

Transnet recommends to the Board of Oirectc s for approval:

• The acquisition of 10S4 locorr jtfves for the General Freight Business
• Estimated total costs of the acquisition of R38.6 billion as per the Corporate Plan

(excluding the potential effe s from forex hedging, forex escalation and other price
escalations).

Signed by:

Brian Molefe

Group Chief Executive

Johannesburg, 25* April 2013

Slyabonga Ga ia

TFR Chief Eye itlve

Anoj Singh

Group Chief Financial Officer
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C. BUSINESS CASE

1. Context

Transnet's MDS is driven by Transnet's shift In strategic focus from "responding to confirmed demand*
to creating "capacity to unlock demand*. In addition, ft Is a response to the National Development Plan
and National Growth Plan imperatives seeking to contribute to South African economic growth and
create Jobs on an unprecedented scale.

Shift In Transnef 5 strategic focus and resulting infrastructure needs

The TFRMDS was borne ofa numberof strategic drivers. These include:

• The Intent to make a significant contribution to national objectives embedded In the New
Growth Path and the National Development Plan - to create capacity, to enable an export-led
strategy; to develop Infrastructure and to create jobs and develop skills.

• To address the legacy structural Imbalances In the freight transport system. Significant
tonnages of freight are conveyed by road rather than rail which contribute to high logistics costs
(and compromises country competitiveness) and to the cost of externalities. Greater tonnages
of traffic being transported by rail would make a significant contribution to reducing the number
of heavy trucks on roads; overall transport and logistics costs; cost of externalities I.e., road
damage, road accidents, road congestion, notse pollution, carbon emissions, the Impact of rising
fuel prices.

• To pursue opportunities for growth In transportable GDP by targeting rall-frfendly opportunities.

The MDS Is Informed by future planned Investments that generate rall-frlendfy traffic and target rail-
friendly traffic currently on the road. As part of this strategy, TFR has committed to grow Its volumes by
142 million tonnes to 350 million tonnes by 2018/19. Over 60 percent of this growth Is expected to be
delivered by the General Freight Business (GFB), which will grow from the current 82.6 million tonnes to
170 million tonnes by 2019 and Is the focus of this business case. To enable this strategy, Transnet plans
to invest R308 billion over the next 7 years. The total investment directed to TFR will be R194 billion to
deliver on its significant volume growth targets; of this R143 billion Is planned to be Invested in GFB, R19
billion in export Iron ore, and R32 billion In export coal. Of the total capital Invested in GFB, 53 percent
will be in expansionary projects.

GFB's current situation Is an important point of departure to fully understand the business case. While
TFR has steadily ramped up Investments since 2004/05, these have been largely directed at the export
Iron ore and export coat businesses. By contrast, little has been spent on expanding GFB capacity and
infrastructure since 1592. Even In more recent years, as per the Exhibit below, the focus of GFB capex
has been maintenance rather than expansion.

Even In more recent years, as seen In the exhibit below, the focus of GFB capex has been maintenance
rather than expansion.
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EXHIBIT 1

GFB expansionary has historically been undercapitalised with focus on
replacement over expansionary expenditure

This has left GFB highly undercapitalised, with Its aging Infrastructure unable to meet current market
demand let alone generate and service new freight demand In sectors where South Africa has a
comparative advantage. This not only limits the growth of Transnet but more Importantly hampers the
growth of South Africa's economy and leaves the cost of doing business In South Africa uncompetitlve,
particularly as the road share of total freight transport has Increased over time at the expense of rail. It
Is therefore Imperative to rectify this and to enable TFR to service current ratt-frlendly demand,
stimulate further demand, and catalyse a shift from road to rail.

The MDS will address these Issues, laying out a plan to Improve financial stability, productivity, and
operational efficiency and to shift demand from road to ralL Through this strategy, Transnet will: reduce
Us cost of doing business while becoming more carbon efficient; enable economic growth, job creation,
and skills development; and create opportunities for localisation, empowerment, and transformation.

Investing In GFB Is a sound business decision. The growth in GFB volumes Is driven by commodities and
flows that are ratl-frlendly and attractive for TFR. The majority (85 percent) of the growth in GFB
demand Is generated by rail-friendly bulk commodities that need to be transported long distances -
manganese, magnetite, domestic Iron ore, containers; with certain demand - e.gv coal needed for
Es(corn's power stations; and commodities for which existing demand moves on road and will shift to
rail. Moreover, South Africa Is well-poslttoned on global cost curves for GFB commodities such as
manganese, magnetite, and thermal coal, which mitigates the volume downside due to Inevitable global
commodity volatility.

Although global growth has been constrained by the slowdown In global and local economic activity, the
strategic Intent of the MDS remains, and volumes are projected to grow from 82.6 million tonnes In
2012/13 to 170 million tonnes In 2018/19.
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National Development Plan (NDP) and National Growth Plan (NGP) imperatives

Transnet Is an Important enabter of South Africa's NDP and NGP.

Alignment with priority Infrastructure Initiatives for South Africa

The NDP alms to address poverty and Inequality by creating a favourable environment for public and
private investment to create Jobs and Increase disposable Incomes. Its Imperatives Include economic
growth, job creation and skills transfer. Infrastructure Investment In rail, power, and other Industry, a
reduction of 6HG emissions, and positioning South Africa positively. To achieve full employment, the
economy will have to create 11 million Jobs by 2030, requiring economic growth of 5.4 percent The
South African government has made infrastructure a major priority, recently announcing the
establishment of a Presidential Infrastructure Coordinating Commission and planning Investments of
more than RSOO billion over the next 3 years. Transnet's major Infrastructure projects are Important
pillars of Strategic integrated Projects (StPS) and playing their role In delivering on economic growth and
job creation objectives.

GHG emission commitments

As a state-owned enterprise and one of the top 10 carbon emitters in South Africa, Transnet has placed

reducing carbon emissions high on Its agenda. South Africa - having set aggressive targets for carbon

mitigation (a 34 percent reduction by 2020 committed at COP 152 In Copenhagen) and hosting COP 173

In Durban In 2011- will count on state-owned entitles to be role models In this regard.

With the National Treasury making significant strides towards Implementing a carbon tax, and the
Department of Environmental Affairs developing national marginal abatement cost curves (MACCs) and
carbon budgets, carbon reduction will become a strategic Imperative for major emitters like Transnet.

2. Business need

To deliver on MDS, GFB will need to grow its volumes transported from 82,6 million tonnes to 170
million tonnes between 2012/13 and 2018/19.

2.1 The shift from road to rail
One of the drivers of this shift Is TFR's stated objective to capture market share from road. The rationale
for this is that:

• Rail is cheaper than road for long-haul transportation of large parcel sizes, thus reducing the cost of
doing business and making South African goods more competitive.

• Rail produces lower emissions per gross tonne kilometre than road, thus assisting South Africa's
GHG emissions reduction effort

• Haulage by road damages road Infrastructure, requiring a significant investment to repair the roads.

2 The 15th Conference of the Parties (COP 15) lo Ihe United Nations Framework Convention on Climate Changs
(UNFCCC) - Copenhagen.

3 The 17th Conference of the Parties (COP 17) to the United Nations Framework Convention on Climate Changa
(UNFCCC) - Durban, South Africa.
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Furthermore, for developing economies like South Africa, ec inomfc growth results In a relatively higher
Increase in trade volumes - and therefore freight demand -than GDP growth rates would otherwise
imply (I.e., a higher container volume multiplier, which r, aasures the marginal effect of economic
growth on freight volumes).

Therefore, given the clear Impetus for volume growth and i shift from road to rail, delivering on the
MDS depends on TFR's ability to capture volumes, TFR plans to capture rall-frlendly volumes from road
by developing a comprehensive value proposition based c i customer needs. Rall-frlendly goods are
typically mineral and mining commodrtles and some manufaruired goods, as well as raw material Inputs
to manufactured goods (such as steel and cement) that a-* conveyed from siding to siding In large
parcel sfzes, over relatively long distances. 66# of the project >d volume growth of 79-2mt from 2013/14
to 2018/19 will be transported over distances greater than :30kms, a distance by which rafl Is cheaper
than road. Transnet believes the rest of the flows will have reference for rail transportation (e.g., the
bulk of the remaining volumes relate to Eskom coal flow; which are rail preferred due to Eskom
simplifying their logistics chain, public sentiment against ros 1 transportation for coal and reducing the
damage to road infrastructurej. TFR's market share Is expec *d to grow from 23% to 3554 as shown in
the exhibit below.

EXHIBIT 2

Both GFB and TFR are expected to capture signifies i t market-share
over the MDS period
ffiifcxu of tonnes per annum

170

9i

8
20JZ/13 zoia/19
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2.2 GFB demand increase by commodity

From the TFR Corporate Plan, freight rail volume projections per commodity from 2013-201S are
summarised In the following exhibit Ths projections represent a market demand view of volumes In
support of South Africa's New Growth Path (moderated In line with port capacity and Eskom electricity
supply), and they reflecta significant growth In volume for the overall general freight commodities.

EXHIBIT 3

MDS volumes by commodity

Busfnesi Unit
Agriculture & Bulk Liquid

Coal

Manganese

Containers and Automotive

Mineral Mlnfnj ft Chroma

Steel & Cement

General Freight (mt)

Cost (Export Coal)

Bcport Iron Ore

TFRTobj(mH

2013/14
Viirfgat

12.66

16.86

8.7

12.63

18.53

21.84

91.21

77

61.5

2M.71

2014/15 2015/16
14.39

19.92

8.72

14.27

20.32

26.66

104.27

81

62J

247.57

15.63

24.93

11.57

1S.32

24.45

32.37

127.27

81

62.3

27a57

2016/17
18.02

36.34

1105

19.94

28-89

35.23

151.46

81

703

305.76

2017/18
38.66

44.61

1536

15-25

30.11

36.47

160.66

95

78.3

333.96

2018/19
19.26

46

17.03

16.71

30.57

38.69

170.45

97.5

82.5

350.45

To capture these Increases In freight demand, GFB has developed a commodity-level cotnnierclal
strategy. The next two exhibits show the sources of growth from the major commodity flows and the
various strategies developed to address them. See Supporting Documentation section El for the full 7-
year commodity growth. Growth In coal volumes will be driven by Eskom's shift from road to rail on the
Eskom-Tutuka and Eskom-Majuba flows and the development of new power stations. Steel and cement
will be driven by a competitive pricing strategy aiming to capture domestic coal, and iron ore volume
growth from the government Infrastructure development plan. The focus on unlocking capacity for
Junior miners will capture volume growth from manganese export Mineral volume growth will be
secured through penetrative pricing strategies In the growing market
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EXHIBIT 4

Ratfonale for 79mt Increased commodity demand For GFB from 9Unt In
2013/14 to 170mt In 2013/19 (1/2)
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2.3 Investment history and locomotive fleet run-out In GFB
Overview

This section demonstrates that the current fleet Is incapable of meeting demand. Half the fleet will need
to be retired within 10 years and nearly the entire fleet within 20 years.

Investment history

TFR is generally considered to be under capitalised with an aging Infrastructure unable to deliver and
consequently hampering South Africa's economic growth. TFR has three distinct areas of operations,
namely General Freight, Coal Export and Iron Ore Export. The Coat and Iron Ore Export operations are
ring-fenced operations with assets dedicated to a single commodity. Since 2004/05, they have been
upgraded and expanded to take advantage of the commodity boom. By contrast, little has been spent
on General Freight since 1992, as can be seen in the next exhibit.

EXHIBIT 6

The decline In general freight volumes, political uncertainty and
corpot-atisation of rail ted to a significant fall In Investment

nrmpw lrrrfrini tmrm-t m* aifirmt hu mtmt 1 urn annul

wn inniniiainil

Remedial actions to mitigate locomotive run-out

The expected useful life of a locomotive Is 30 years with a full mkMlfe Intervention at approximately 16
to 18 years, which Is part of the normal life cycle of the locomotive. The average age of the TFR General
Freight Locomotives is 32 years and current programs have extended the life If the workhorse
locomotives to a maximum of 45 years. All the locomotives that were suitable for life extending
Interventions have already been targeted and the remaining locomotives are technologically
Incompatible.

Locomotive mid-life Interventions are part of the normal life-cycle process to achieve the design life of a
locomotive. The mechanical components have a life of 30 years but the electrical and electronic
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components and systems have a shorter life based on natural degradation and the rapid evolution of
control technology. Electrical spares generally have a ten year guaranteed availability after which they
become obsolete and often unavailable. Component replacement within the design life of a locomotive
is not life extending but part of the planned total cost of ownership.

However, although Transnet policy assumes a locomotive llfecycle of 30 years, two primary strategies

were adopted to mitigate locomotive run-outs and extend the useful locomotive life to 45 years.

The first Implementation was to upgrade the workhorse 6E series of locomotives to the 18E series
through a partial redesign, a rebuild and upgrade of components, and the replacement of the electro-
mechanical control system with an electronic control system. These upgrades Improved locomotive
output from 170kN to 200kN and extended locomotive life by 15 years. The first of the upgraded
locomotives will run out in 2017/18. _ __

The second Implementation was an upgrade program to the class 340 and 37D locomotives supplied by
General Electric (GE) and General Motors (GM). These upgrade programs comprise a mix of extensive
routine maintenance, rewiring and partial body repair. The differentiating upgrade feature Is replacing
the outdated and obsolete control systems with state of the art electronic control systems which
improve control and prevent driver abuse, fly analogy. It can be compared to traction control on a
modern motor car that prevents wheel spin.

The Impact of undercapitalisation on locomotive performance

The extension to 45 years was a consequence of not being able to afford new locomotives at the time
and was not a formal restatement of policy; given the low Investment In GFB By extending a
locomotive's life to 45 years, TFR has suffered higher faults per million kilometres, lower gross tonne
kilometres, and substantially higher maintenance costs. This has decreased customer satisfaction,
leading to a shift from rail to road. Increased the Total Cost of Ownership {TCO) of locomotives and
reduced TFR'sROA.

Life extension programmes normally range from 10 to 15 years. Beyond the 15-year period the
technology becomes outdated. Although refurbishment options may seem cost-effective on the surface,
as the life of a locomotive Is extended, failures Increase. As locomotives age, maintenance becomes
Increasingly difficult Spares become difficult to obtain because of shrinking markets and outdated
technologies. There are also fewer skills to maintain dated technologies, as newer entrants are unwilling
to skill themselves on previous technologies. These operations! Inefficiencies and failure rates have
compromised TFR's ability to increase its volumes and have contributed to a rall-to-road shift.

Lease vs. buy

For leasing to be an effective option, there should be a viable and readily accessible market for leased
locomotives. This Is not the case for Transnet and South Africa,

South Africa Is almost unique In the world with Its narrow meter gauge (as opposed to standard gauge)
3kV electrification network. There Is onry one other railway (In India) with similar Infrastructure. Because
of this, all the electric locomotives for South Africa have been bespoke designs.

There Is an International market for diesel locomotives, but for South Africa this Is moderated by

distance from those markets and the metre gauge, which requires shipping and change of the bogles to
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accommodate the wider standard gauge. There Is a limited Africa market but this Is again moderated by

the Infrastructure limitation of 15 tonnes per axle.

Without a viable second hand market, the lessor would price the long term risk into the leasing costs

resulting In higher net costs for TFR.

Implication forTransnet

Purchasing new locomotives would allow TFR to depreciate Its costs over a 30-year useful Iffe. More
Importantly, due to the Increased reliability that new locomotives provide, Transnet would be able to
significantly increase the volumes It transports. This would drive substantially higher ROA for the
business.

Leasing Is not an option and through past refurbishment strategies, TFR has exhausted almost all
meaningful rebuild opportunities. Thus, even If It were decided to extend the life of current assets once
again (and suffer continued operational Inefficiencies and lower ROA), TFR would not be able to do so.
The next exhibit shows life extension options are limited to 6 percent of the fleet, as the aged
locomotives have gone through extensive refurbishment over time to a point where they can no longer
be refurbished. Even the "young* locomotives In the fleet are refurbished versions of older models. For
example, although the 18E Is fisted at an average sge of 85 years. It Is, In reality, an upgraded version of
the 6E, a locomotive that was purchased In the 1970s.

EXHIBIT 7

The current GFB fleet Js aged - life extending options hive
been exhausted - only 6% targeted for a complete rebuild
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Conclusion: TFR will experience a R73 billion revenue shortfall If the procurement option Is not
exercised. The next exhibit shows that, unless new locomotives are purchased, the fleet will lose
85mllllon tonnes per annum In capacity by 2018/19.
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EXHIBIT 8
Given the current trajectory of TFR's fleet rune Jt plan, cumulative
revenues of R73bn will be at risk by the end of MDS In 2019, with
further revenue at risk thereafter

3. Proposed solution

3.1 Overview
To meet the fleet requirements necessary to support the riDS volumes, TFR needs to procure 1064 new
locomotives. However, flexibility must be built Into proa.rement to account for two factors - demand
fluctuations and operational efficiencies captured - that v;ill ultimately affect the timing of locomotive
requirements.

3.2 Locomotives required to service market demand

TFR's Locomotivs Fleet Plan was presented to the Transn :A Board In April 2011 and was approved. This
plan provided details on the fleet's composition; how it would run-out subject to the availability of
funding; the locomotive upgrades; and the new locomotfv ?s required to achieve volumes of 110 million
tonnes per annum. Since then, the plan has been updated to reflect the fleet GFB requires to meet the
revised MDS volumes, which ramp up from 82.6 million tmnes In 2012/2013, to 127 million tonnes In
2015/16, to 170 million tonnes In 2018/19.

The plan's key objectives are to:

• Maintain and expand current capacity to meet the ^creasing demand:
- New locomotives required to sustain the current fleet
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' New locomotives required to deliver the Increase In volumes.
* Standardise the fleet to resolve both operational and maintenance difficulties - such as training

drivers, planning route designs, and maintaining locomotives - that arise with a diverse fleet of
multiple locomotive types.

• Capture Improved operational efficiencies provided by new generation locomotives.

The following exhibit summarises the current and proposed locomotive fleet for general freight up to
2018/19.

TTie Fleet Plan Is Transnet's current estimate of the number of locomotives It will require to meet Its
MDS commitments.

EXHIBIT 9 -_ ^

Lrcomotlves required according to fleet plan

Q
Iceomothro un OMtar
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3013/14 14/13 1S/W K/17

3.2.1 New locomotive procurement

New 'ocomotive procurement Is a catalyst to unlock this demand through standardisation which
Increases flexibility to deliver Increased operational efficiencies. This will Increase customer satisfaction
and eiable the shift from road to rail. For example, the exhibit below shows how locomotive efficiency
and wigon turnaround times would Improve with a renewed fleet. Refer note below.

Hov/e er, the ultimate number of locomotives needed could change over time depending on the
opera ional efficiencies captured and volumes realised.
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EXHIBIT 10

Improved opera*- anal performance and Increased customer
satisfaction from tha upgraded fleet

£"- £? «s
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The Increase In locomc Jve efficiency Is based on three factors; firstly, an Inherent Improvement \r
utilisation of the curre t fleet; secondly. In greater tractive effort per locomotive of the proposed
procurements; and thlrc y, operational flexibility.

Volumes

Increasing volumes durf >g the MDS period are a primary driver of locomotive requirements. However,
Transnet's ability to me rt the targets set out in the MDS will depend on external market conditions,
Including the growth c the South African economy and changes In the demand for commodities
shipped. Should conditl ns change (e.g., modifications to Eskom's new build timelines would have a
significant impact on do nestle coal requirements, and a slowdown In GDP growth would result in fewer
containers shipped), locomotive demand will change. As a result, locomotive procurement timelines
must be flexible enoug i to adapt to potential changes In volumes based on macroeconomic and
demand conditions.

Operational efficiencies

The Fleet Plan will be aff
The plan takes the po:
efficiencies to be captur
maintenance). Rightly -
additional operational e:
technologies (e.g., runn
changeovers from AC to

cted by the operational efficiencies captured from new locomotive technology
tlon that new locomotives' Improved performance will enable operational
;d (e.g., Increased availability, reliability and operational flexibility and lower
and conservatively - the Fleet Plan does not estimate unproven potential
Idenctes that could be achieved from optimisation of flows based on the new
ig dual-electric locomotives across routes that previously required multiple
>C technologies).
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The following exhibit shows how different assumptions of volume and operational efficiency could
ultimately lei i to different locomotive requirements. Thus, to account for factors that could iffecl how
quitkfy loco- stives are needed, Trensnet must pursue a flexible procurement schedule, t-uilding in
trigger points that will be staged throughout the MDS period.

EXHIBIT 11

The need for 1064 locomotives is determined by the realisation of
volumes ?nd operational efficiencies- which Informs the procurement
strategy

pwdmeoutd
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3.3 Impact »n locomotive standardisation

The purchase c
fleet which In i
recommends p
spares holding
the current fie
exhibit below.

: relatively small numbers of locomotives at a time In the past has resulted In a civerse
xn has not delivered the benefits of standardisation. The TFR locomotive fleet p an
ogressh/e standardisation of the locomotive fleet to enhance Interoperability, rr tnlmise
;nd simplify maintenance procedures and driver training. With the Imminent run out of
t there will be a natural rationalisation of current locomotive types as depicted 11 the

•
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EXHIBIT 12

Procurement of the 1064 locomotives will result In locomotive
standardisation, reducing types of locomotives from 23 currently to 11
by 2020/21

Number of t?pM of bcomotbci f J ttssewtr \A
E Brand** • ftorthom

20U/14 11/tt 20/U

Whi»20/21 is outside the current 7 Year MDS, It reflects the 'waterfall* run out of locomotives that lies
Just outside of the current 7 year MDS. The exhibit is a summary from the General Freight Locomotive
flee: plan where the run out of each type and class can be seen. It refers only to GFB and does It reflect
the! eavy haul classes of the export coal and Iron ore lines. Where locomotives are cascaded from the
Cca! Export Line to General Freight, the classes and types are included.

To p event further diversification of the fleet, It has been recommended that the electric workhorses
and lesel workhorses be procured from no more than two OEMs, In the event that the proposed
proc rement coincides with a type and class already In use, it will be benefit the standardisation
prog am..

3.4 mpact on safety

Aside from the human component safety on the GFB network will be determined by locomotives,
wage is and Infrastructure. The procurement of the 1064 locomotives Is expected to Improve safety In
the C-B network. The new locomotives will have the fotlowing systems, which will provide safety
adva cements to the user and TFR:

• Onboard computers (OBC) that will prevent drivers from exceeding speed limits. Some of the
locomotives in the current fleet have been fitted with OBC and It shown a proven ability to
modify driver behaviour to adhere to speed limits and Improve safety,

• Cameras employed as standard equipment which will allow behaviour modification as well as
allow TFR to have real time data during any Incident that should occur.

• Electronic Brake Rack over the current mechanical brake racks. This will allow for better
monitoring and application of brakes.
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• Remote monitoring of locomotives while In operation This will allow monitoring of the ussie of
the locomotives and remote plclc up of any breaches i application of parameters being
exceeded. This will therefore allow behavioural moc -cation and a reduction in abuse of i h ;
assets which in turn will bring down unscheduled fail' res and costs thus providing the evoK tlon
In maintenance to Reliability Centred Maintenance.

New wagons will retain existing systems which have been prc ten to be effective with regards to saf rty.
The planned increase In the axle load of the core network [Se; Network standardisation- section C6; will
also Improve the structural integrity of the network.

3.5 Role of Transnet Engineering (TE)

Rolling stock covers a range of asset classes used by railways 'yc specific purposes, Including wagon: and
tocomotives. TE Is already competitive In wagon manufacture and the procurement of 1064 locomotives
could position It for slmlfar competitiveness In locomotive ma urfacture.

At the base level. South Africa has remained competitive In t- e production of wagons, which retain very
high levels of local content Local manufacturers such as TE c ntlnue to hold dominant market pas> Ions
In this space and export to customers outside SA. In addition they behave very much as OEMs though
their understanding of the technology and design requiren> nts of this type of rolling stock. In recent
years, TE has developed capabilities In more complex forms c : rolling stock such as locomotive asse nbfy
and associated component assembly and manufacture. Varlc JS other players In the private sector iave
also benefited from recent purchases of locomotives thrown the Competitive Supplier Development
Programme (C5DP) driven by Transnet

TE currently does locomotive maintenance for TFR. However, the purchase of 1064 locomotives by TFR

could create an additional opportunity for TE to play a strate jlc role In design, Integration and sup oiler

development of locomotives In addition to Its expected re e In maintenance. This could elevat: TE

beyond the assembly function to hold a more strategic posltic l In the future development of locom -tlve

technologies and enhanced maintenance capability as showr In exhibit 12. However this opportur ty Is

subject to competitive bidding against other local suppliers.

Scope of work for TE

There are two categories of local work that emerge from the " 064 locomotive tender where TE cou i be
strategically reposltbned:

• Development of locomotive technologies and capabilities In Integrated design and cc trol
system design and the adaptation of these system; to local operating environments.

• Development and design of high-value complex c mponents and alignment of malnten ;nce
regimes to best serve the needs of Transnet Fretg11 Rail as the operator of these assets

The drive to localise a considerable portion of a locomotive would be undertaken to competlt very
position local private sector suppliers, particularly those demc nstratlng strong B-BBEE credentials. "Pius,
whilst Transnet would seek to empower TE strategically ind as an Integrator and assemble.* of
locomotives, the majority of lower tier supply would be out ourced competlttvety to competent ^cal
manufactures.
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The main focus for TE lies In the area of final assembly of the locomotive, development of Important sub
systems and Integration of the locomotive control systems. This additional scope of work would provide
TE with additional skills in ongoing locomotive maintenance and the feedback from the maintenance
programmes associated with existing locomotive; would provide valuable Insights Into the design and
manufacture of the various sub-assemblies and camponents that make up the new dlesel and electric
locomotives.

Although TE Is strategically positioned to play a dominant rote In these areas It would do so under the
custodianship/leadership of the locomotive OEM selected to provide the diesel and electric locomotive
contracts. In addition, providing this scope of wor < would require Integrating the supply base from both
local private sector specialist firms and global sp ;dallsts In each respective area. This would open up
considerable scope for local manufactures to play a role In conjunction with the locomotive OEM and TE
In elevating South Africa's manufacturing capabilK/ In each of these areas.

Opportunities for private sector In lotal content

Transnet Engineering (TE) must obtain certain sk" Is through the approach described above In order to

reposition Itself strategically.

Trans net's detailed component analysis is based a -narket related costs structure Informed by the bills of
materials used In assembly and maintenance Df various locomotive components. It thus closely
emulates current market pricing within the loco mi tlve market.

The analysis Identifies certain areas of expertise and components where Transnet Engineering will be
strategically positioned, as well as scope of work and expertise that will directly benefit South African
private sector manufacturers.

EXHIBIT 13

Greater specialisation and focus by splitting Build and Maintain functions
within Transnet Engineering

•?^-5srs?)r

Research ft Devstaprnent

Concept Design

Detailed Deign

Simula t t and analyst

Tod Asian

Plan fcr m

Manufacture orassambfy

Test

Ongoing supplier
devdopnient

• Maintain
Owrafl

Upgrade

Dlsposa

• tbdsttng ftmcUonal separation* between buW anj nslntain r q i i n further re-enfaftement [Accounting
and management fepsratlonj neooary,

• Further focus on R&D devetopmei*, Bnfclrg this la IP transfer

• Enhanced suppBerdevetopmtrt and iceredttotion required to improve loaffwtJon InlUitM.
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1 . Impact of the new deployment plan on TE

Locomotive deployment Is never static and changes dynamically In accordance with commodity 2nd
I market requirements, ft Is also Influenced by standardisation of maintenance facilities and crew trained

In operating a particular type of locomotive, The proposed new locomothres are however specified to
enhance standardisation and be deployed over the entire core network with the exception of dleseb

{ going through long tunnels.

The new deployment plan will also significantly alter the way TE operates, tt will have an Impact on:

• Locomotive maintenance strategy and practices. The new locomotives will have added features
that will reduce maintenance and Increase reliability, requiring a contemporary maintenance
regime to exploit these features. For example, the Class 34 dlesels generally have a 28-day _
Intervention where the locomotive travels to a depot, with major Interventions taking place at
specific depots. The new Gass 43 diesels, however, have a service interval of 90 days that can
possibly be extended to 180 days. Where an Intervention may be required between service

' Intervals, this would entail the technician coming to the locomotive rather than the Jocomoth/e

\^J going to the depot As TFR Improves its efficiencies, It will result In lower downtime and
I Increased availability of locomotfves.

t • Maintenance technologies. New maintenance technologies are anticipated, include:
. - LCMS. A Locomotive Control Monitoring System continuously reports the locomotive

1 status to a central Locomotive Control, helping achieve optimum locomotive utilisation.
I - Acoustic Bearing Monitor. This wayside equipment acoustically monitors the rolling

I stock bearings as they pass the wayside station, analysing the bearing "noise signature"
. for signs of failure. The signature provides sufficient warning that the locomotive can be
I diverted to a depot for bearing replacement In a timely fashion. This extracts the

I maximum possible life out of the bearing as opposed to the conservative time-centred
I replacement that Is the current practice.

I • Skills and staffing. The skills needed will change from a mechanical maintenance paradigm
I {electrical and dieset fitter) to one of an electronic diagnostician. Should this change not be

f contextuallsed and internalised and old maintenance practices continue, reliability and
I availability will be compromised and locomotive life will be lessened. Although maintenance
' *: staffing requirements will be reduced, potential exists to reallocate these resources to build-

A ~~ based activities.

"—i-J • Depot evaluation. Current, older locomotives must be serviced for several weeks at a time.

Even for some of the heaviest maintenance, a new locomotive is expected to be In a workshop
> for no more than 72 to 96 hours. This will bring about a shift In the way TE conducts
.1 maintenance operations. Today, Transnet has over 130 locations throughout the country. In the

future, TE will require a smaller number of very large super-depots that can handle a range of
activities, including all types of major component exchange for both diesel md electric
locomotfves. Additional smaller facilities will still be required for servicing, fuelling, preparation,
and vehicle recovery In case of breakdown.

See the Supporting Documentation section ES {Deployment Plan) for more detail on TE's new
maintenance philosophy and proposed changes.

J
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3.6 Other benefits to South Africa

Lower costs of transportation

As described in the Business Needs Section, a more efficient and reliable fleet will support the trar; it ion
from road to rail, which is typically more cost-effecthfe for transporting goods more than 300 kllorr ;tres.
Tills shift will lower Infrastructure repair costs (given the damage to roads from the current true* ng of
commodities like coal) and contribute towards a reduction In road traffic fatalities.

Lower costs of emissions per tonne

Modern locomotive technologies will also result In energy savings - (8- 10% lower consumptL n for
diesels and 1856 energy savings for electrics) gh/en manufacturer insights and Internal s jdies
conducted. Therefore, this will result In savings of over 31,000* tonnes of CO: and R55 million pe year
by 2018/19 for diesel locomotives and potential additional savings in electrics. Today's diesel f <et ls~
more than 30 years old and therefore not emission-efficient. The electric locomotives, whfer haul
approximately 8S percent of the total gross tonne kilometres moved per annum, are not cons: tered
heavy polluters. However, given the coal pollution from Eskom electricity generation, total emi sians
attributable to the locomotives are higher. The new electricity-increased energy efficiency would :ssen
their environmental impact, as well as the demand on the power grid.

Although meeting Transnet's MDS targets would naturally entail Increased locomotive use - an thus
Increased emissions - the new locomotives' greater energy efficiency will help offset this. TV new
diesels and electrics would, at a minimum, meet United States Environmental Protection Agency ler 3
and Tier 4 standards when they come into effect. For diesels, the new locomotives are expected :o be
10 percent more efficient In energy conversion than current diesels. In electrics, the Ore Line 9Ea: d the
new 15E series are at least 18 percent more efficient In energy conversion. A similar Improverr ;nt Is
expected In the new general freight electric workhorse with AC traction motors that will replace t'r j 18E
series with Detraction motors.

4. Detailed analysis of recommended option

4.1 Financial analysts overview

4.1.1 Overview

The capital expenditure for the 1064 locomotive procurement transaction Is expected to be 138.6
billion, assuming current exchange rate assumptions hold. Using TFR's hurdle rate of 18.56 percei :, the
NPV of the transaction is R2.7 billion; applying TFR's WACC of 1ZS6*, would Increase the NPV to 134.1
billion. The following sections describe the approach used to calculate the NPV and expected c ipital
expenditure.

4.1.2 Base case NPV

Key assumptions Into this base case NPV calculation are In the exhibit below.

4 Savings over the current locomotive emissions per MGTK

^ Given the expected tariff stnjctura from 2015
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i The NPV of the 1054 locomotives transaction fs R2.7bn (hurdle rate)

or R34.1bn (WACC)

from new fccfimttfca DBBI tor kt TTH

Run-out optimised fa curent reftrthhrna* tote, by Ion d n t

DGIWY on HDS wvti, win voluma Mondig (hra tort In WOflA to
4 • '
J

IsspL Oefc*y f ch^ i * e»fW hr ta ha desd and efcctrtt Rffi an bt m* («* ,
tab fcr first 100 Seals In 2ffl3/M »nd frS 65 efcdrka h 2014/15)

Capntt

g
tsrporato plan*

KqubRton pcrtad

USD 16 B«fcn/«SJ mllMi pw dterf wd USDli nttfcn / PJM mStei par
dearie asiffrdng SJ% balattan md • 1 * ba teau* pmnkim. RSA
tomponent ecabted * w mwioa USD component csobM i t US WWtaa
•nd tenvertod back b ZAFt based on Icnuart cKfange rate

Thrift « pg HD5 ctwurlrrwiS (taolaneo »7» ptr year front 0.4J 'H/ionftnJ
h 2013/M tsOSS fttorWfl n 2Q1B/19)

I'H/tonftn/

4,1.3 Fleet plan versus RFP delivery timelines

The number of locomotives required to deliver MDS Is based on TFR's Fleet Plan and planned run-out
strategy. It Is based on the assumption that TFR will capture operational efficiencies from new
locomotives (e.g., Increased availability, reliability and operational flexibility, lower maintenance costs).
This fleet requirement Is also driven by volumes, which are assumed to be TFR's MDS targets for 6FB.

The 465 die5el and 599 electric RFP delivery timelines, which are currently In the market, were used to
understand the timing of the locomottves. The exhibit below details the locomotive delfvery timelines
that were modelled as per the RFPs and used as the base case assumption.

i •

i
i
i

:i
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EXHIBIT 15

Annual locomotives to be delivered according to the
Diesel and Electric RFPs
Total • 1064 locomotives procured

• Hed/ta

13/14 14A5 15/16 16/17 17/18 18/19

4.2 Approach to revenue calculations

Revenues were calculated based on the Incremental volumes att
locomotives and the average forecasted GFB tariffs from the MDS 2012/
the 1064 locomotives were calculated using a bottom-up approa:
productivity (million gross tonne kilometres, MGTK) for each of the loco
locomotives within each type aggregated to a fleet level productivity car
for the 1064 procured locomotives were calculated on the difference b̂
achieve the MDS and the existing fleet capacity, subject to the max!
locomotives.

;buted to the 1064 procured
13. Volumes to be attributed to
h, which used historical GFB
notive types and the number of
acity. The Incremental volumes
tween the capacity required to
num capacity of the procured

Bottom-up volume calculations based on locomotive productivity

The total MGTK was transformed into net tonnes volumes using z historical GTK/NTK ratio and
forecasted average distance using the MDS forecasts. Locomotive productivity assumptions for
locomotives without an applicable historical productivity were based on similar locomotive types within
the fleet The productivity estimates for the new procured locomotive; were based on the historical
average productivity levels achieved by the TFR fleet The existing fleet'- reakdown and productivity for
2013/14 Is detailed In the exhibit below.
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EXHIBIT 16

Fleet type

6E
7E
7E1
7E2
7E3
8E
10E
14E
18E
33D
34D
35D
360
370
330
390
430
Total

Exfcflasfleett

Number of
locos

75
58
43
45
65
37
104

8
597

5
318
146
167
70
38
53
55

1889

GFBaUOja/14?

GTKm per loco

33
130
107
94
98
1

133
4 1 -
57
8
24
7
1
20
22
54
80
49

Cumulative
GTKM

2507
7 520
S137
4 217
6351

19
13795

330
34026

38
7 689
1006
244

1372
827

2 852
4 395
92324

Volume capacity was calculated and split across three different categories:

• TFR fleet requirement capacity {based on TFR fleet requirements, Supporting Documentation
Section E4-7-Year Locomotive Requirement).

• Existing TFR fleet capacity (based on the TFR fleet run-out schedule and expected locomotives
on order. Supporting Documentation Section E2 -General Fleet Runout).

• 1064 procured locomotives capacity (based on the procurement assumptions above).

The Incremental volumes for the 1064 procured locomotives were calculated on the difference between
the capacity required to achieve the MDS and the existing fleet capacity, subject to the maximum
capacity of the procured locomotives. The existing fleet capacity also accounts for lost capacity due to
locomotive write-offs due to Incidents, with 7 dlesels and 8 electric locomotives assumed to be written
off each year. The productivity lost was based on average locomotive productivity for diesel and electric
locomotives.

I
I
I

L .
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EXHIBm7

Productivity MGTK (2013/14 to 2018/19)

MDS
required
capacity

Existing
fleet
capacity

Wrltten-
off (lost)
capacity

Required
capacity

2013/14

86,401

79,403

1,101

8,099

2014/15

98,479

79,697

2,201

20,983

2015/1G

120,611

98,478

3,302

25,634

2016/17

138,409

101,730

4,446

41,126

2017/18

148,467

90,848

5,591

63,211

2018/19

158,434

86,130

6,736

79,040

Translation Into volumes required

The aforementioned required capacity amount !s converted Into required net tonnes based on the
average dlstancetraveiled for GFB traffic and the historical ratio of GTK to NIX

The table below represents the incremental volumes attributed to the 1064 locomotives. TFR
experience 9 large volume shortfall In the first 3 years due to DC locomotive shortfalls. Without planned
mitigation strategies, this shortfall will persist till 2018/19 given that TFR fleet requirements are
assessed as of the beginning of the fiscal year but locomotives would be delivered throughout the year
(e.g., In 2018/19,1064 locomotives are required at the start of the year, but the 1064* tocomoUve will
only be expected later that year). Refer to Section 5 on Risks for a description of TFR's planned
mitigation strategy.

These volumes can be combined with the expected tariffs for GFB during the MDS period, as per the
exhibit below:
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EXHIBIT 18

Volumes (net tonnes)

MOS target

Existing fleet

1064
locomotives

Volume
shortfall

2013/14

91

B3

1

7

2014/15

104

82

7

15

2015/16

127

100

21

6

2016/17

151

106

41

4

2017/18

161

92

60

9

2018/19

170

85

77

8

As per the exhibit below, putting volumes and tariffs together yields a view of revenues - MDS targets,
revenues allocated to the existing fleet, revenues derived from the new locomotives, and potential
shortfalls.

EXHIBIT 19

, GFB tariff average (R/Net tonKm)

2013/14

0.42

2014/15

0.45

2015/16

0.48

2016/17

0.50

2017/18

0.54

2018/19

0.58
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EXHIBIT 20

The 1064 locomotives are Instrumental In capturing MDS target
revenues, b u a revenue shortfall will persist due to procurement
timelines lagging target demand

R«v«nu«
Mftons of ZAA per tmum

E! Revenue at risk due to toco tnortfci

Q, 1064 Increment* revenue

• Existing fleet rtvenue

2013/M 17/18 18/'. 1

4.3 Approach to cost calculations

Cost schedules were calculated for the entire life cycle of the 1054 fleet split Into :he categories listed
below, including: a) Total cost of ownership (TCO); and b) capital and other costs, i eluding wagon cost,
Infrastructure cost, overheads, and tax.

4.3.1 Total cost of ownership of new locomotives

The TCO of locomotives was calculated using bottom up analysis and expert input t id has the following
components:

• Purchase price. As mentioned above, the purchase price Is assumed to be 125 million (US $2.6
million) for a diesel locomotive and R34 million (US $3.5 million) for an e metric locomotive In
2013/14. The purchase price of both diesel and electric locomotives assurr a a conservative 50
percent localisation component with a 2 percent localisation premium app led. The localisation
component ramps up over time. The USD price component was forecasted jy escalating at USD
Inflation and converting back to ZAR using forward ZAR/USD hedge n es. The local price
component was escalated at South African PPI. Refer to Exhibit 21 for the XO breakdown and
Exhibit 22 for the purchase price cost breakdown. An Important conslderat! n In the negotiation
of the purchase price Is the amortisation of the development costs over " le quantity ordered
demonstrated In Exhibit 23. The analysis Indicates that the procurement o der quantity for the
1064 locomotives will significantly reduce the development costs compone it of the locomotive
price and has been factored into determine the price estimates.
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Diesel costs. The diesel costs forthe 465 locomotives were base J on the GTK of the locomotives
and diesel consumption per GTK. Prices were escalated from a 2013/14 price of Rl l per litre
escalated at R/USD forward rate percentage change and US tofla'lon.
Electricity costs. The electricity costs for the 599 locomotives vere based on the CTK of the
locomotives and consumption per GTK. Electricity costs were escalated at forecasted Eskom
tariff rate Increases of S percent up to 2017/18 and an avenge of forecasted CPI and PPI
thereafter.
Maintenance costs. Expected maintenance cycles over the iffecycle of locomotives were
calculated. The cash flow profiles for diesel and electric locomotives are presented In Exhibit 24.
Insurance. Assumes an expected wreck cost per year escalated a" the average of CPI and PPI.

EXHIBIT21

Electric locomotives have a lower TCO than dlesels, but their
upfront cost Is hfgher than diesel locos

ZAR,mmiont

t>lMdToanr»Uv«TCOil*(»fnpo»iUon -i?lfeSC- -^

25

ftnrtgt Pud
purel
prtt*

M m
TCO

fi^' -.-V-i;

5V-

Aiwrao« Ennjr OUw TCO

50UK& TiMHl 1064 l*P h*M< O ^ 6»trt M«n«O*
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EXHIBIT 22

Development costs are the largest components of total
capital cost of both dieset and electric
locomottvemotlves

pttnl capital cort breakdown

100

?.4 -^

pflEUMINARY

28
3529S

Bertrit capital cost breakdown

100

5Q

Develop- Metal Bogle t - tma l Profit Total cost
inert work frames com* margin of

portent1 locomotive

Production
f m i

1 Tncilw motor, w l * * **m*nt, caninl •»**«, ate

EXHlBrT23

Hectrlc locomothre price Is more sensitive to order size
than dlesel locomotives L

Dlesd

Development w r t per tocDmotiv^ Percent
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\
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EXHIBIT 24

Maintenance TCO for Diesel and Electric locomotives for a 30 year
lifecyde

Cost
nitons of Real USD per annum
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4.3.2 Capital and other costs

Capital cost outflows for the procured locomotives h ave been structured with a cc lservative payment
strategy of 90 percent of the locomotive purchase is paid on delivery of the locomc *.fve and 10 percent
on acceptance. Upfront costs of R2S0 million for diesel locomottves and R30O million for electric
locomotives will be paid on signing the supplier contract and will offset against the c :st of the first batch
purchased. The purchase price of both diesel and electric locomotrves assumes a 50 percent localisation
component, with a 2 percent localisation premium applied.

In addition to modelling the capital costs for locomotK as to be procured for the 106-', associated wagon
and Infrastructure costs have been allocated as per the 2013 Transnet Corporate Plan - the exhibit
below shows the capita! costs for diesel and electric locomotives, wagons, and Infrastructure.

EXHIBIT 25

Rm Cashflow
Diesels
Electrics
Wagon capex
Wagon copex
Infra capex
Infra copex
Total

PV 13/14 14/15 15/16 16/17 17/18 18/19 19/20
8 314 2433 2 552 2 709

12 252 300 1860 4 665
10017 3 022 3417 3 462

1583 3 23 70
9 513 1026 2787 3379
8 978 60 384 795
50 656 6 844 11023 15 079

2 881 2 064 0 0
5042 5 360 6 284 2:7
3 228 2559 649 0
151 242 339 410

3 023 3 092 4967 0
1249 1627 1837 2 2£3

1SS75 14944 14075 28S0
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• Wagon costs: Costs were calculated based on the expansionary number of wagons required to
achieve 170 minion tonnes (16,459 wagons) based on the proposed capex budget in the
Supporting Documentation Section F.12 [Wagon Requirements). Opex and copex costs are
Incurred according to incremental volumes moved.

• Infrastructure costs. Costs were calculated using the total required expansionary GFB
Infrastructure to deliver 170 million tonnes based on the latest corporate plan. Infrastructure
copex costs are Incurred according to Incremental volumes moved.

• Overhead costs. GFB overhead costs were calculated using actual 2011/12 TFR overhead costs
allocated according to the ratio of GFB personnel to total TFR personnel. Procured 1064
overhead costs were allocated from the GFB overhead costs on the ratio of 1064 Incremental
volumes to GFB volume required.

• Tax costs. Tax costs were based on an assumed tax rate of 28 percent and calculated against net
cash Hows (revenues - costs) and adjusted for capital cost distributions of locomotive, wagons,
and Infrastructure expansion. The capital costs for locomotives and wagons were depreciated
over 5 years since the purchase date and infrastructure has been depreciated over 30 years. Tax
credit income has been included as a cash Inflow In the following year of accrual.

4.4 Breakeven points for NPV: volumes and tariffs

The business case proves to be neutral at the following volumes and tariffs:

• Volume (everything else fixed). CAGR of 117 percent from 2013/14 to 2018/19(160 mt p.a.
realised In 20X8/19 vs. 170 mt p.a. as per MDS), which is below the MDS target of 13.3 percent

• Tariffs (everything else fixed). CAGR of 6.1 percent from 2013/14 to 2018/19, which falls directly
between CPI (5.6 percent) and the MDS target (6.6 percent).

5. Treasury Considerations

The acquisition of 1064 locomotives will cost R38.6 billion and has been Included In the overall MOS
funding amount of R86.5 billion over the next 6 years. Consequently, the funding options wiU Include
those In the borrowing plan as contained In the approved Transnet Corporate Plan 2013/2014. A
mixture of cash generated by operations and external borrowing will be used to fund the acquisition.
Two-thirds are assumed to be financed using cash generated by operations, and about R13 billion will
need to raised externally. The external funding will be raised utilising both the Global Medium Term
Note programme for dollar funding and established domestic sources for Rand funding - e.g., the
Domestic Medium Term Note programme. In addition, options like development finance Institutions
(DFIs) and export credit agencies (ECAs) will be considered to lower the cost of funding.
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EXH!BrT26
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The planned new fleet Is estimated to cost R38.6 bllHon using escalated calendar year 2013 prices. The
acquisition of the 1064 locomotives will be funded using a mixture of cash generated by operations and
external borrowings. Assuming that two-thirds will be financed using cash generated by operations,
about R13 billion will need to be raised externally.
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5.1 Funding options

EXHIBIT27; POTENTIAL FUNDING SOURCES FOR MDS

2013/11

TranwialwII furfhw wplom new
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EXHIBIT 28

13/14 14/15 15/1S 16717 17/18 18,'19 IS/20 Total expenditure

143 155 2.71 ZB3 2.06 - - 12.63

0.30 IBS 4.67 5.04 5.36 6,2S 0.22 2273

a 17 0.27 a45 0.49 0.46 (139 0.01 124

2.90 4.61 7.B3 B.41 7.B8 6.E7 Q2J 33.60

Diesel locomotives - 465

Bectric locomodves- 599

tooomot/i/e contingency

Total

5.1.1 Funding risks

The fleet cost Is based on a set of assumptions Including the timing of contracting, ZAR/USD exchange
rate, and the mix between local and foreign content, Interest rate, volume growth, revenue growth,
inflation, operational efficiencies, and steel prices. Any negative movement on the base assumptions
exposes TFR to a potential risk. In addition to the abovementloned risks and sensttfvities (see Section 7),
the following risks and Implications need to be closely monitored:

• Implications to funding of actual versus planned cash flows.

• The Implications of Basel III on swap costs, terms and conditions of derivative transactions, and
availability and quantum of credit lines, monitor ETC and Impacts on cash interest cover, gearing
and S&P liquidity ratio.
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5.2 Forex risk mitigation
Forex risk mitigation will be Imperative for a transaction of this size. A change In the Rand to US dollar
exchange rate of 10 percent would represent a R1.2 billion impact based on the amount of localization
assumed. Given 15 percent devaluation of the rand against the US dollar over the past year alone, such
volatility Is not unrealistic Forward exchange rate projections suggest a devaluation of the Rand versus
the US dollar over the next few years.

Transnet's hedging approach

Transnet's preferred option Is to enter Into Rand based supplier agreements with OEMs, with the
hedges undertaken by the OEMs themselves. However, even when hedging Is conducted by the OEM,
Transnet ultimately pays for the cost of hedging, which Is factored into the purchase price. The main
advantage of a Rand based supplier agreement Is the elimination of volatility In the Group's finandals
and the non-utilisation of bank credit lines for hedging purposes.

Should Transnet not be In a position to enter Into a Rand based agreement, all foreign exchange
exposures wfil have to be hedged as per the Board approved Financial Risk Management Framework
(FRMF). It is anticipated that Transnet should be In a position to obtain the necessary credit lines to
hedge the FX risk exposures. However, this cannot be guaranteed, as a number of banks will have to
be approached to diversify their risk exposures and the banks will have to obtain approval from their
respective credit committees. However, there Is a risk that the magnitude of this transaction win add
pressure to the availability of hedging fines for future MDS requirements.

Long dated hedges as anticipated In this transaction are expensive due to banks' capital requirements.
The exhibit below shows Transnet Treasury's view of a ZAR/USD forward curve Including the cost of
hedging, used In the business case.

EXHIBIT 29

$R9.13 JR9.59 $R10.04 $R10.52 $R11.00 $RU.48 $R11.98 $R12.55

Impact of localisation

Localisation of production Is a natural hedge. Exposure would Increase with lower a lower level of
localisation (and, by extension, decrease with a higher level of localisation). The exhibit below shows
foreign currency exposure for a 10 percent devaluation scenario to be "R1.2 billion given 7094
localisation of component manufacture. Without any localisation, exposure under this scenario would
be ~R4 billion, suggesting a localisation benefit of "R2.8 billion.

•
' , ;
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EXHIBIT 30

Assuming a 60%
localisation

Assuming a 70%
localisation

Assuming a 80%
tocafisatfon

R15.4 bn

Rli.6 bn

R7.7 bn

R0.8 bn

WA bn

R1.5bn

R1.2 bn

R0.8bn

Thus, hedge accounting will be used to minimise exchrnge rate volatility on the Group Income
statement, but localisation is a critical lever to reduce the t timate cost of the hedge.

6. Operational readiness

6.1 HR plan
A procurement event of this magnitude will require a signif :ant Increase In In GFB's workforce. GFB's 7-
year human resource requirements are part of a TFR-wide \ /orkforce plan as train drivers and assistants
are often Interchangeable across TFR's businesses, All trjlrt personnel are sourced from Transnefs
School of Rail.

According to TFR's 7-Year Man Plan (see Section E10) 2012 :lgure$, TFR has a driver shortfall of 529. It Is
also estimated that over the life of MDS, TFR will require an additional 3 065 driven above current
staffing levels. This need Is dependent on delivery against ADS volumes across the GFB, Coat and Ore
businesses.

Currently, TFR only has capacity to train on average 500 dr /ers per year. However, at its peak In 2015-
2016, TFR will require an additional 791 drivers. TFR ha* transitioned from a mandatory Refresher
Training every 2 years to a Continuous Professional Learning programme. This will cut training time from
22 days every 2 years at the School of Rail to 6 days every 2 years on site according to best practice as
shown In the exhibit below, freeing capacity at the School ror additional training of new recruits. This
expected reduction In training tlmHs based on a Joint exerlse done with DB Slyaya and international
benchmarking of TFR's methods In conjunction with other ra Iways.
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EXHIBIT 31

Refresher training

22

Orca every 2 years

School of Rail

Not sensitive to operational needs

New CPL prognmrm

S

ConBmmJsJy over 2 yean

OpertJonal area

Determined by BU and train

Ooei not promo* continuous proficiency Promotes contfnuouf proficiency

EXHIBIT 32
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The new CPL programme will significantly reduce the training time
and fee capacity at the School of Rail

Under the new training philosophy, Transnefs School of Rail
can supply enough train drivers and assistants to sustain the
1064 delivery schedule
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The exhibit above shows the drivers required every year over the MDS period, highlighting ho*. / many
additional drivers need to be trained. It also shows the School's capacity requirements over the Period.
The new training philosophy wltl gfve an additional 6,820 man weeks (80 percent Increase} of ca- city to
the facility, allowing it to meet TFR requirements. However, TFR will need to start training new drivers
Immediately to close the driver shortfall before the peak demand period In 2015/16. In addition, lie one
man crew project. If successfully tested, will allow TFR to fast track trained assistants to becon e train
drh/ers if successfully tested.

6.2 Infrastructure dependencies

To deliver against MDS volumes, the 1064 locomotives must perform as part of a railway systt n well
equipped to move such volumes. Therefore, sustaining and expanding Investment In Infrastructi re and
other key projects within the system will be critical to support MOS delivery. -

Infrastructure dependencies

Locomotive deployment Is tightly mapped to the railway Infrastructure and routes. Route charar eristics
(e.g., power source on route, axle loading capacity, and the presence of long tunnels or tight >ends)
largely determine the type of locomotive that can be used on a particular route.

As part of the MDS' planned R308 billion spend, TFR will also Invest In'proJects to sustain and exp - nd rail
network capacity and footprint The strategy pursued by the Rail Network over the 9-year p'inning
horizon covers two key strategic focus areas to enable volume growth and systemlcally Imprc /e the
safety of operations. Programmes aim to:

• Expand Infrastructure, creating capacity ahead of demand. Supporting Information Sect: jn E12
(Infrastructure Plans) depicts the current status of the network In terms of axle load: g and
electrification, respectively, and 5ectlon FII depicts the future status of the network In u 'ms of
axle loading and electrification are also depicted In Section E l l .

• Sustain existing Infrastructure through accelerated maintenance programmes. In add; ion to
the railway network, there are also programmes for the sustenance and expansion of sup; orting
Infrastructure. The tables In the Supporting documentation Section E l l are extracted fr; m the
TFR Business Plan 2013/14 — 2015/19 and detail both the expansion and the sus alnfng
maintenance programmes for Perway, Electrical, Signalling, and Telecommunications.

The exhibit below shows key strategic projects planned over the 7-year period involving be h the
extension of the electrified network and the axle loading of specific routes.

u1
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EXHIBIT 33

Key Infrastructure programmes will enable the 1064 locomotives'
delivery of expected volumes

JAR.bWiom

RaD Hnt section Total siwn year spend (ZAR bn)

Estom and coal the to 91mtpa+

Watertwrg R53

Ore One to 90mtpa

Swad rail link (SA Portion only)

Manganese General Freight ISrntpa

Gauteng freight ring

"terminate

Maputo link

Nateor

Grand total

Timeline

2012-2019

0

6

l

o

2012-2020

2012-2019

2012-2015

2012-2019

2018-2019

2012-2018

2012-2016

2013-2017

EXHIBIT 34

Expansionary Infrastructure expenditure timell'
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Considering the existing network capacity and the expectation that these projects will be competed

according to plan, network capacity Is not seen as a constraint to achieving the MDS targets.
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Network Standardisation

Network standardisation Is a long term project extending well beyo'd the current 7 Year MDS. This
project is expected to include Increasing axle loading In the core netw irk {that conveys roughly 9096 of
6FB traffic); extending the 23 kV AC to dose gaps In the existing electrification network and replacing
the 3kV DC electrification network with the 25 kV AC network In high t uinage corridors as shown In the
exhibits above.

Excluding the export iron ore and export coal lines with their 30 and 26 ton per axle loading respectively,
the core network for general freight traffic, which has a loading capsbil 7 of 20 tonnes per axle, conveys
more than 90% of the general freight traffic. This core network will be enhanced to 26 tonnes per axle as
part of the maintenance program. Increasing the axle loading capability of the network enables
Increased wagon loads which Increase the tonnes throughput per trzin. The majority of growth Is in-
mlneral and mining commodities which will be the prime drivers For heavier axle loads. There are no
plans to Increase the ? 'te loading capabilities of branch lines of 1S.5 t innes per axle and lower as ft ts
not warranted by the ai 'cipated traffic growth.

The extension of the 25. *C electrification b firstly strategically targ ted to close gaps in the existing
electrification network that» nveys high tonnages to reduce locomotlv ; changeovers and the operating
delays that they Introduce *econdly, the 25 kV AC network wl !; replace the existing 3tcV DC
electrification network In hlgi «nnage corridors. This Is because th* 25 kV AC Is technically better
suited to the high volumes requl. ig a lighter mast and fittings and f wer substations spaced further
apart; this Is less restrictive on the Tiber of trains in the section. Final /,the 25 kV AC will be extended
into currently non-electrified lines «s» d when the volumes make it ecc icmlcalfy viable.

6.3 Wagons

Transporting the volumes envisaged In the MDS requires sufficient m appropriate rolling stock In
wagons and locomotives. TFR has three distinct operations; General :relght Business, and the heavy
haul operations of the Coal Export and Iron Ore Export Lines. Each of t; ese has their own unique set of
wagons and locomotives. This business case addresses the General F eight locomotive requirements
onfy though they are lightly Interlinked with the other operations.

The MDS predicates growth over a number of flows and which extend c >er a number of operating areas
where locomotives are changed because of traction changes dictated t- the rail network Infrastructure.
Wagons are tightly linked to the commodities they transport while loc motives relate to the mass but
not the commodity Itself; accordingly locomotives are allocated accor ilng to the tonnes transported
over the particular operating section.

To meet MDS volumes, wagon capacity needs to expand for all TFR bus: le'sses. In addition to producing
new wagons through TE, there are various life extension strategies are )r place to sustain capacity within
the business.
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Wagon production

EXHIBIT 35

Tha wagon build programme win deliver wagons In advance of
demand thus enabling the delivery of MDS volumes

ft MDSvobrac

The exhibit above shows that wagon production will peak well In advance of MDS volumes and
locomotive delivery. Therefore, wagon capacity will likely not be a constraint In the delivery of MDS
volumes.

In addition to all these elements, TFR has also developed a change management plan Including
assimilation of new technology. Implementation of the new operational philosophy and execution of the
new maintenance strategy. (See section E16, Change management plan)

7. Risk management

7.1 Risk overview

A transaction of this magnitude In the public sector has Inherent risks that should be addressed. Some of
the main categories of risks are planning risk, market risk, exchange rate risk, operational readiness risk,
transaction governance, legal risk, and exogenous risk, Transnet uses a CUR A framework to categorise
and assess risks, as per the exhibit befow.
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EXHIBIT 35

Risk assessment and rating
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7.2 Planning and delivery risk

There are three elements of delivery risk: apr
delays. First, a lack of the appropriate app«
transaction process. A major risk is TFR's c
currently awaiting a PPPFA exemption for the
using the 6Ch2O:2O6 criteria as planned. Seco
processes may also cause delivery risk and wi
procurement strategy, processes, and contlnc
unable to meet Its delivery targets for the
critical risk to Transnet's ability to meet tts MC

Delivery schedule sensitivities

oval delays, procurement process delays, and production
ivals at the required time could result In delays in the
trrent PPPFA exemption status that has lapsed. TFR Is
.064 locomotive procurement that will allow ft to procure
i, procurement delays during the tender and negotiation
be managed by the TFR procurement team with a robust
ncy plans. Third, production risk may arise If a supplier Is
3S4 locomotives. Delays of the delivery schedule are a
; commitments and the sensitivities are modelled below.

Given expected production and procurement Jmetlnes, It Is unclear whether the quantities demanded
by the RFP (100 dlesel locos In 2013/14) are ac levable.

Even assuming that the RFP procurement sens lutes are achieved, as per the base case In Exhibit 37, TFR
would experience locomotive shortfalls from 2 '14 to 2019, peaking at approximately 150 locomotives in
2014-2015, because of the procurement del) ;ry lagging the required fleet demand. This results In a
cumulative volume shortfall of 49 million tonn s for the M05 period.

5 Breakdown of bid evaluaOon criteria; 60 percent p ^e, 20 percent tacal supplier development, and 20 percent B-
BBEE.
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Delivery schedule sensitivity 1 and ", which factor in delays in procurement and production, show
significant Impact on volume short/alls (110 million tonnes and 155 million tonnes respectively),
highlighting the Importance of exped•>;ng delivery schedule to meet MDS targets.

Delivery schedules Impact the cash lr erest cover CIC ratio significantly, decreasing the ratio for 3.6X to

3.0X.

To mitigate the risk of delays, TF= will pursue a number of strategies simultaneously, including
contracting multiple suppliers; staging procurement by using International suppliers for Initial batches as
local supplier development ramps u;; and pursuing a conservative payment strategy7 to incentMse
delivery. TFR will also examine mitit atlon strategies to address the immediate locomotive shortfalls,
including leveraging existing contra ts, front-loading orders with international suppliers, exploring
leasing, and revising the fleet run-out trategy.

7.3 Market risk

The Inherent risk-which is also the
that anticipated market growth wi!
economic growth and the growth
underutilised assets and diminished
business. In addition, given that tarif
plan, there Is a risk that tariff increas
purchase prices (not related to forex c

7.3.1 Volume

greatest risk to realisation of Transnet's road to rait strategy - ts
not materialise. This growth ts dependent on South Africa's
f Its trading partners. Realisation of this risk could result In
financial performance given the hlgh-flxed-cost nature of the
; are projected to grow at a faster rate than CP1 under the MDS
:£ are not fully realised. Other key business risks Include Inflated
langes) and cost Increases exceeding forecasts.

Purchasing 1064 locomotives without Hatched volume demand will lead to a significant loss of value on
the transaction. Sensitivities 1 (short all vs. MDS) and 2 (growth with GDP) In Exhibit 37 Indicate the
large swings In NPV due to MDS volu ies not materialising with NPV dropping to R1.0 billion and -R2O
billion, respectively.

Should sensitivity 2 (the worst case s snarlo, with volumes growing with GDP) materialise, the gap In
NPV from the base case would only b- dosed with annual tariff Increases of 14% during the MDS period.
The Infeaslbllity of Increasing tariffs at this rate further underscores the importance of a flexible
procurement strategy with key deterr inates regularly reviewed to Inform the strategy

Volume sensitivities also have the big est impact on CIC with Sensitivity 1 decreasing the cash Interest
cover ratio (CIC) from 3.3X to 3.1X I. 2013/14 and Sensitivity 2 decreasing the CIC from 4.1X to 2.7X
from 2015/16 onwards. To mitigate t is risk, as mentioned In Section 3, Proposed Solution, TFR should
stage procurement to maintain flexlbl ty.

Exhibit 37 demonstrates that tariff gr wth Impacts the NPV value significantly, with CPI-related growth
1 percent tower than the MDS base ase of 7 percent, results In an NPV of -R1.5 billion. Accelerated
tariff growth 1 percent above MOS *surts In a positive NPV of R7.8 billion. Tariffs have a marginal
Impact on CIC with the biggest Impar In 2015/16, dropping from 4,0X to 3.9X. To mitigate the value at
risk, TFR will execute against Its Ma>'<et Development Strategy, building strong customer satisfaction
that will enable it to deliver target vol mes.

7 Bulk of payment made- on dallvery and a. aplance.
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EXHIBIT 37

Demand, tariffs, and iefivery schedule risks *-ust be managed (1/2)

perFOTiRr* -4SM
• mm.:

lnMU-
2014; B-fi

In 2O14/1S

i NPV: Kl t «
•OC;J-J K i l l

-JSSrtt
• flwM
•MUM

• WV;MJtn
• CElfctt

t SIC
; Julio*

-UMM

prajflW i

7.3.2 Purchase price

There are two elements c
locomotives at the price e
38 indicate a moderate Im
In NPV of R1.5 billion. To
performed to unpack c:
negotiations. Secondly, th ;

assumptions.To mitigate t
contracting strategy.

7.3.3 Costs

: price risk. Firstly, there Is
Elmates In this business ca^
act on NPV with a 10 perc=
nitlgate the risk of Inflated
nponentS of the locomc
e is the lisle that price esc:
s, Transnet will deploy cap

the risk that TFR will not be able to purchase
». Purchase price sensitivities detailed In Exhibit
i t Increase In base price resulting fn a reduction
purchase prices, clean sheet costing should be
fve price and support effective commercial
tatlons In the future will be higher than current
ble procurement team with a clear and effective

Exhibit 38 Indicates that c st base movements will ha e a moderate Impact on NPV, decreasing It by
R3.5 billion for a 5 percer increase In base costs. Co ;s have been budgeted according to Transnefs
Corporate Plan.

7.4 Forex risk

Forex movement senslth/i es In Exhibit 3S Indicate :- moderate Impact on NPV with a It) percent
devaluation In Fand versu USD resulting In a -R2.4 b lion movement In NPV. To mitigate the risk of
exchange rate fluctuations, he project will be hedged s cording to the Group policy.
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EXHIBIT 38

Demand, tariffs, and delivery schedule risks must be managed (2 /2 )

>CcacdugBa«
Mbconofte*

7.5 Transaction governance risk

For a transaction such as this, confidentiality Is >f the utmost Importance to maintain the Integrity of the

procurement process and prevent unwanted rredia Interest Failure to uphold strict confidentiality may

result In procurement delays or even compror ilse the entire transaction. This risk will be mitigated by

Implementing a governance framework that includes a High-Value Tender (HVT) process, a Steering

committee to oversee the transaction and prot xols (e.g. PMO and data room) to monitor and track the

transaction. These Items are described in depth In Governance {see section C8) and briefly below:

• A key objective of the High-Value Tend r (HVT) Gateway Review Process Is to provide real-time

guidance, support and assurance agalnrt the PPM, tender management control framework, and

procurement best practice at each gate «ay In the tender process.

• The 1064 Locomotives Steering Comml tee, which Is chaired by the Transnet Group Chief

Executive, has taken overall ownership af the final draft business case for locomotive

Investment and the procurement proct ;s.

• A PMO has been established at TFR wit l specific responsibilities for tracking progress towards

milestones and establishing and ownln: a virtual data room to track dissemination of

Information and flag Incidences.

7.6 Operational readiness risk

Operational readiness risk refers to TPR's poter rial inability to Integrate the new fleet Into Its operations

because of a lack of skills. Infrastructure capacl y, long-term maintenance strategy, and poor technology
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integration In the fleet Operational readiness, as well as Transnet's preparations, are detailed In the

operational readiness section 6.

7.7 Exogenous risks

7.7.1 Energy security

Eskom suppry remains constrained as South Africa's reserve margins have dropped to as low as just over
1 percent In the past 6 months compared to best practice of 15 percent It Is almost certain that South
Africa will experience electricity shortages In the next few years. The resulting power outages will likely
have knock-on effects on industry and slow down economic growth in the medium term as electricity
suppfy continues to lag demand. Transnet faces at least four inter-retated major risks related to energy
security that must be appropriately mitigated:

• Delays could occur In Eskom's IRP build programme, resulting In a shortage of electricity for
South Africa. South Africa hopes to meet forecasted demand by adding 21GW of new capacity
by 2030 through the IRP build programme. However, the programme is running behind
schedule. Strike action and equipment failure earlier this year has rnade it likely that the Medupi
plant will miss Its deadline of coming online at the end of 2013. IPPs and nuclear power plants
will most likely not have the capacity to have any meaningful Impact on the supply shortfall in
the medium term given the current lack of regulatory frameworks and procurement delays.
Furthermore, Eskom has only been granted about 50 percent of the tariff increases It requires to
finance Infrastructure Investment, which may also have long-term Implications for EskonVs
ability to meet demand.

• Energy costs could Increase should the IRP's planned capacity be commissioned on schedule but
at a cost much higher than In the initial plan. The cost of electricity Is expected to rise at 8
percent per annum In the next 5 years to finance the required Infrastructure Investment. The
planned migration to relatively more expensive clean energy will cause energy costs to rise even
further.

• Timely decisions may not be made for electricity supply beyond Kuslle capacity, resulting In a
shortage of power beyond 2017.

• Electrification Infrastructure may not be Installed In the appropriate geographies to enable
Transnet to capture volumes from new regions as planned.

7.7.2 Potential strike action

Given recent history, there Is some risk of strike action along the local supply chain over the life of the
transaction (I.e., at locomotive assembly factories, TFR, coal mines, and Eskom). Strike action at any
point in the supply chain could delay delivery of locomotives, Increase costs, and compromise
operations of the fleet, resulting in lower volumes moved.

8, Governance

To ensure effective governance of the 1064 locomotives transaction, a number of structures have been
Implemented:
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• A Steering Committee with the primary pt 'pose of providing oversight of the transaction.

Including developing a business case, submltti ig this business case to the appropriate governing

bodies, and overseeing the procurement proc -ss.

• A high-value tender process managed In con]1 nctlon with Transnet Internal Audit (TIAJ with the

mandate to protect against fraud and corrupt :>n.

• A Project Management Office (PAO) to ranage processes and timelines related to the

transaction, Including a confidential data room and the management of non-disclosure

agreements (NDAs) and access to Information

8.1 Steering Committee
The 1054 Locomotives Steering Committee, which is c w e d by the Transnet Group Chief Executive, has

taken overall ownership of the final draft business cai z for locomotive Investment and the procurement ~

process. Key activities that have been overseen by th= Steering Committee Include:

• Developing the business case and approval fo submission toTransnet's governing bodies.

• Submission of the business case to the Depart nent of Public Enterprise (OPE)

• Appointment of working team members and = ccountabilities.

• Understanding operational requirements and alignment to business case

• Recommending a procurement strategy, I. eluding goals related to environmental Issues,

supplier development and localisation.

• Understanding and recommending strategies o address all legal ramifications of the locomotive

procurement process.

• Ensuring procurement process transparency.

8.2 High-Value Tender Process (HVT)

Objective of the HVT

• A key objective of the High-Value Tender {H^ 0 Gateway Review Process is to provide real-time

guidance, support and assurance against the 'PM, tender management control framework, and

procurement best practice at each gateway c tenders above R50 million.

• The purpose of the HVT Gateway Review Pro ess Is to increase the Ilketihood that the processes

undertaken for these tenders are fair, transps ent, equitable, competitive and cost-effective.

• The HIgh-ValueTender (HVT) Gateway Reviev Process provides a platform for

• Providing assurance to BAC and ether key stakeholders within Transnet on the

effectiveness of the processes follow-: i for high-value tenders.

Providing Input Into updating of p scurement procedures and supporting controls,

thereby strengthening the overall car ;rol environment for high-value tenders overtime.

- Fewer queries/challenges raised by D iCs and/or bidders during high-value tenders

- Reduction In timelines due to redu tion In number of re-tenders resulting In faster

capacity creation.
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- Rolling out and sharing of best practice across all ODs to Improve the efficiency of

procurement processes.

- Longtermup-EWHingc'' rocurement staff.

Design principles of the HVT

• Drawing on recent lessons lear~t from 85 electric and 43 dlesel locomotives tenders, enhance
the overall tender process for irr iroved efficiency, effectiveness and enhanced control.

• Play a greater role In the plannin j and coordinating activities to support the PMO.

• Ensure full Integration with \Y t Risk (Forensic) management plan developed for the 1064

locomotive acquisition.

• Introduce an International peir-revlew mechanism to bolster the team structure In the
evaluation and negotiation stag=; to make the award "bullet-proof.

• Provide end-to-end support inc jdlng the contracting stage to ensure there is no 'leakage*

between negotiations and contra sing stages.

• Generally place added emphasis on ensuring that HA Is proactively Involved at all stages of the
gateway review process and z e able to fulfy share best practices and Insights with the
evaluation, negotiation and acqt sltlon council review teams,

EXHIBIT 39
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8.3 Project Management Office (PMO)

A PMO has been established to monitor process and timelines related to the 1064 locomotives
transaction, Including the follow ng Items:

• Tracking project milestc les and critical path and ensuring that progress Is on-track against key
deliverable*.

• Scheduling Steering Cor mfttee meetings at the request of the Chair (GCE).

• Following up on action i ems emerging from SteerCo meetings.

• Ensure Implementation of key confidentiality protocols/requirements (e.g., NDAs signed by all

parties, data room acce s Is restricted to a small group, etc.).

The PMO Is also responsible fo owning and managing the transaction's central data repository ("data

room"). This Includes:

• Maintaining and regul rly work with content owners to ensure availability of latest final
dellverables (e.g., RFP, F usiness Case, etc) and working documents (Industry analyses, cost build
ups, etc).

• Categorising and stands -dlslng file names to enable easy tracking.

• Most critically, the dat; room will also provide transparency (as needed) to enable tracking of
downloads (who, when frequency) and assist in Internal auditing.
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9. Conclusion

Having explored all options, Transnefs purchase of 1064 locomotives Is a critical procurement event

that will transform the business. Increase operational efficiencies, support local suppt ar development,

and enable Trans net to meet rts MDS targets.

Key risks are being mitigated; volume volatility will be addressed through flexible proc irement, foreign

exchange risks are being mitigated through hedging and potential shortfalls are being r Itigated through

efficient procurement and accelerated locomotive orders. The business will be opera ionally ready to

take on new locomotives and lnterdependenctes are being planned for.

Therefore, Transnet recommends the purchase of 1064 new locomotives (465 dtesel, 5 39 electric) at an

estimated purchase price of R38.6 bllHon. _

• 1 1
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D. PROCUREMENT STRATEGY

The benefits In this section are contingent on:

• Responses from bidders
• PPPFA exemption
• Post-tender negotiations

1. Overview

1.1 Contracting strategy

Transnet's contracting strategy Includes a number of key aspects, including alignment with the
Government of South Africa's socioeconomlc policy framework, an open tender process, approaches to
ensure flexibility and an appropriate number of suppliers. The outcome of Transnef s contracting
strategy Is subject to bid evaluations and supplier negotiations.

Sodoeconomic policy and localisation

The transaction win be aligned with the Government of South Africa's sodoeconomic policy framework,
Including CSDP, NGP, NDP, SSI, and I PAP 2. In addition, local content will be Increased through skills
development, job creation and technology transfer. Transnet's programmatic procurement strategy
follows threshold requirements for locomotive localisation, In line with those designated by the National
Treasury (I.e., 55 percent for dlesel, GO percent for electrical locomotives). To ensure sufficient
locomotive production to enable development of local Industry In South Africa, Transnet will procure a
minimum number of locomotives per year, which will be agreed upon with vendors through
negotiations.

A six-step evaluation methodology will be applied, based on the evaluation criteria: price 60 percent;
supplier development 20 percent; and Broad-Based Black Economic Empowerment (B-BBEE) 20 percent.

Open tender process

Transnet Is approaching the market through an open tender process to attract the broadest possible
supplier base and maximise value for South Africa and Transnet Tenders have been Issued for both
I ODD motive types. The RFP closure date Is April 28th, 2013. Integrity of the transaction will be ensured
through a High Value Tender (HVT) process overseen by Transnet Internal Audit (HA),

Once OEMs are selected through the open tender process, Transnet reserves the right to contract

independently with the chosen OEMs for the transfer of skills and support of maintenance activities.

The aforementioned localisation requirements suggest an opportunity for TE to be Involved In
locomotive production. However, TE will compete with other bidders for local content. The selected
OEMs will In turn partner with the most competitive local supptler(s).

Flexibility

There will be flexibility to adapt procurement to the way locomotive demand materialises - based on
volumes achieved and operational efficiencies realised. Transnet will conduct an annual forward review
of Its locomotive fleet requirements. This long-term view will enabte It to amend order quantities as
required while sustaining local Industry development, providing sufficient notice to account for the
production lead times of manufacturers {e.g., 18*24 months). The ultimate number of locomotives ,
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procured Is assumed to remain fixed, as Is the aforementioned minimum quantity, but flexible

procurement could Impact the timing by which Transnet acquires its 1064 locomotives subject to annual

reviews of Transnet*s fleet requirements.

Number of suppliers

A number of factors will Inform the decision on the number of suppliers Transnet will select through the

procurement process:

• Ability to deliver against timeline. To fast-track timelines and mitigate potential locomotive

shortfalls, Transnet may procure from more than one supplier In parallel, which could increase

the number of suppliers needed.

• Ability to achieve standardisation. Transnet*s new maintenance philosophy will require

Interoperability. This will lead to a stronger balance sheet and reduce the requirement for

spares. However, this could reduce the number of suppliers needed.

• Ability to secure supply and price. Security of supply and protection against potential price

escalations - both for locomotive prices and after-sales support and maintenance - suggest the

need for more than one supplier.

1.2 Procurement overview

In accordance with Transnet's Board approved Supply Chain Policy Transnet shall apply Section 217 of

the Constitution of the Republic of South Africa, (Act No 103 of 1996, as amended) by contracting for

goods and services In accordance with a system which Is fair, equitable, transparent, competitive and

cost effective.

Transnet shall reform all Its procurement activities In order to align them In an Integrated manner with

national developmental goals, relevant legislation that enforces the goals and relevant governmental

supply chain management approaches that are cost-effective.

Transnet has been mandated by government to assist In lowering the cost of doing business In South

Africa, enabling economic growth and security of supply through appropriate ports, rail and pipeline

infrastructure as well as operations In a cost effective and efficient manner within acceptable

benchmark standards.

The aim of the Supply Chain Policy Is to ensure that Transnet gets value for money In the procurement

of goods and services In order to fulfil Its mandate while redressing the economic imbalances that have

been caused by unfair discrimination in the past

The focus for Transnet with respect to its SD activities win Involve, among others, the leveraging of Its

procurement to increase local content through the development of skills. Job creation and technology

transfer. This will lead to decreased costs In Its supply chain and an overall Increase In its

competitiveness. Transnet's aim is to build stronger and more meaningful relationships with Its

suppliers, to find mutually beneficial mechanisms to extract maximum value.

Transnefs procurement of rolling stock and In particular the 1064 locomotives provides a unique

opportunity for both localised assembly and localised ma nufacture of component parts, but In addition

an opportunity to strategically re-posltlon the rolling stock Industry. This Is particularly true of the role
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s ,d function of the largest incumbent rolling stock manufacturer in South Africa, Transnet Engineering

a. well as players in the private sector.

T ere is a drive by Government to increase the localisation of rolling stock. Government has strong
le/erage over the procurement of these assets as they reside almost completely within state owned
c mpanies, predominantly In Transnet and PRASA. Other sectors such as mining and the power sector
b a r close similarities in the production processes and heavy engineering requirements associated with
r Iling stock and thus the manufacturing sector would benefit substantially through the additional
nanufacturing capability and demand that this order would provide.

T e Department of Trade and Industry (DTI) have identified the localisation opportunities in rolling stock
a part of a number of key sectors within the industrialisation programme of South Africa as contained
v thin the Industrial Policy Action Plan (2011/12). Transnet has Identified the same opportunities as part
o its MDS and through its Supplier Development Plan seeks to develop and empower local business
p ovlding goods and services to the parastatal.

2, Procurement strategy

T; ansnet promotes open competitive bidding as Its default procurement mechanism since this is the
b st means of obtaining value for money. All Transnet procurement shall be done In a way that ensures
trst Transnet obtains quality goods and services at competitive prices. It was therefore decided to
fc low an open tender process for the locomotives acquisitions. In crafting the procurement strategy,
v, lich informed the RFPs, the following aspects were focussed on and considered.

T information and Empowerment

Ir order to address economic imbalances that have been caused by unfair discrimination, government

d veloped the black economic empowerment policy.

• Black economic empowerment is broad-based;

• Black economic empowerment is an inclusive process;

• Black economic empowerment is associated with good governance; and

• Black economic empowerment Is part of the country's growth strategy.

6 vernment uses a number of instruments to achieve black economic empowerment It has developed
a 'balanced scorecard" to measure progress made In achieving B-BBEE objectives by enterprises and
SE :tors. This has been included in the tender.

Ir evaluating and awarding the locomotive tenders, Transnet shall award preference points in regard to
th j contribution that a supplier makes towards the achievement of broad-based black economic
e: lpowerment objectives, namely.

• Ownership and Control;

• Management;

• Skills Development;

» Employment Equity;

• Preferential Procurement;
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« Enterprise Development; and

• Socio-economic Development

Additionally, Transnet will award further recognition points for B-BBEE based on the extent to which a
supplier commits to Improving its B-BBEE status over the contract period. This is referred to as Further
Recognition Criteria (FRC).

B-BBEE has been set as 20 points in the overall scoring for the tenders assuming PPPFA exemption is

given.

Job creation
Transnet must be a major contributor to Job creation. Therefore, Transnet's procurement shall focus
consistently on areas that have the potential for creating employment on a large scale in order to
contribute substantially to the national employment creation effort As the main economic agent in the
South African transport and logistics Infrastructure, Transnet's planned capital expenditure forms the
big bulk of Transnet's procurement spend. This Is the single largest procurement spend of the MD5 and
as such has been planned on a programmatic basis so as to obtain maximum benefit to achieve
industrialisation which will In turn create long- term sustainable job opportunities particularly among
the previously disadvantaged members of the South African society.

Local Content

This procurement has been designed in a manner that builds Industry capacity around its build
programme, Transnet has Identified this as Its key programmatic procurement and consequently
developed a long-term procurement and local content plan. Tender requirements Include local
procurement and supplier development (SD), which will also address the transformation agenda.

Transnet has included the local content percentages as detailed in the National Treasury Instruction
Note issued on 16th July 2012 that highlights a local content percentage of 55 percent for dlesel and 60
percent for electric locomotives. This Is in line with the DTI's Industrial Policy Action Plan II in driving
strategic fleets. Local content Is Included as a threshold.

Current local content for dlesel locomotives and for electric locomotives has increased over the recent
acquisitions due to the CSDP. The technology and competence in the production of locomotives occupy
a different space In the challenge to localise in comparison to wagons. Globally, there are few large
suppliers or OEMs of locomotives and their market dominance of the technology, the supply chain, and
the know-how require nuanced and technology capture localisation strategies In order to create real
sustainable local manufacturing benefits.

The approach adopted by Transnet has been to stipulate the following required minimum threshold
requirements for locomotive localisation that are In line with those designated by National Treasury as
highlighted above:

1. 55 percent for dlesel locomotives; and

2. 60 percent for electric locomotives.

Transnefs assessment of this opportunity Is that the economies of scale In purchasing 1064 locomotives
are sufficiently large so as to create localisation opportunities that could elevate percentage localisation
above these minimum thresholds at very little additional price premium to Transnet. '
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South African component suppliers are not yet able to produce the inputs and require build-up to reach
substantial levels of localisation. Transnet estimates that this will take at least a full 3 years to complete,
even though there may be certain components (particularly those used In electric locomotives) that can
be localised much earlier.

EXHIBIT 41

Estimated time to localise localisable components across diesel and
electric locomotive platforms

A detailed component analysis undertaken fay Transnet demonstrates that price premium is not static
across the percentage rise In local content, but rather Is Informed by the cost of production of the
individual components making up a locomotive.

In certain areas, particularly In assembly and fabrication, South African localisation Is economic
especially given the orderslze of 465 diesels and 599 electric locomotives.

For other components, although not yet localised, a relatively small price premium is evident. In these
cases similar Industrial production capability is already available in South Africa and needs to be re-
aligned to the production needs of locomotive components. The capital equipment setup cost Is low for
components such as under-frames, radiators, transformers, etc.

However, as localisation requirements Increase, certain components begin to have substantial price
premiums associated with their local production. Examples Include engines, control systems, specialised
braking equipment, etc.
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EXHIBIT 42

Cost to localise increases with increasing level of localisation

a
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Localisation Is economic
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Localisation at a
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Cost at zero localisation

higher

y
Percentage of localisation

A grey zone exists where the limit of localisation is dependent on OEM Investment In manufacturing in
South Africa. Part of the way the Transnet RFP is structured Is to attempt to capture as much localisation
as possible within the grey zone without overly Inflating the price premium paid.

As each component within a locomotive has its own price to localisation curve, Transnet could expect to
pay different premiums for each sub-set of local component manufacture. By way of an example:
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EXHIBIT 43

Each component within a locomotive has its own price verse localisation
curve

Bogle

Engine process > ^

Wheel process ^ ^ ^ ^ I

_. Cost at zero localisation

% of localisation

1. Engine process. Initial benefits are achieved through utilising cheaper skilled la our in
assembly. Increased localisation comes at a high cost as specialised parts could nly be
manufactured locally in small production runs with Insufficient economies of scale f) bring
down the unit costs of such parts.

2. Wheel process. Small benefits are achieved through some local assembly and : slight
premium Is pa'd as forging Is undertaken locally. As the manufacture of a complete rearing
moves locally, the costs Increase steeply due to small, highly technical bearing production
runs; and

3. Bogle. Benefits are achieved through utilising a competitive manufacturing process and
reduced transport costs of not having to bring bulky Items such as bogies to 5A.

One of the characteristic of the curves for many component Herns analysed is that the prlce-p: jrrilum
grows rapidly at high levels of local content requirements (80 percent to 100 percent). By wa/ of an
example, for wheel assembly, much of the wheel could be localised at relatively low cost, Irtcluc ng the
bearings. However, the rollers within each bearing are parts that cannot be economically locali;d and
are produced at just a few global sites. This Is due to technological complexity in the production process,
safety crlticallty of the item, and the need for high production volumes to make the product!" n runs
cost-efficient. By implication, forcing high localisation requirements on such components will r :sult In
uneconomic price premiums as well as possible compromises In safety critical items such as making
systems, wheel assemblies, etc.

Transnefs detailed compcnent analysis is summarised into 14 component groups for both die el and
electric locomotives. The cost structure is based on 18 separate bills of materials obtained fr ;m the
current assembly and maintenance of locomotives and thus closely emulates current market iridng.
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Target localisation Is based on a component by component assessment of localisation potential for each
particular component within a component s oup. Because of the complexity and nigh cost to localise
certain individual components (often small camponents), the analysis seldom reaches full 100 percent
local content as is evident in the tables be! w. The cost to localise is based on an assessment of the
capital cost to set up a production plant for the various components within each category. The time
frame to localise is based on a similar app oach. The findings demonstrate the potential to localise
overall focal content In excess of the Treasury Note requirements of 55 percent and 60 percent for a
diesel and electric locomotive.

EXHIBIT 44

Electric locomotive pricing per component set, current and
localisation, and estimated c
Percent

Categories

locomotive assembly

Main transformer

Mafn power traction system ind aux systems

Main power traction motors

Propulsion switch gear

Bogle

Cooling, ventilation, and filtration systems

Locomotive control systems

Drivers cab

AuxBfary supply

Wheel system

pneumatic supply system

Braking system

Coupling system

Other

Grand total

ist to localise

Total oojt
%

21

16
IS

M
9

4

4

4
3

3

2

1

J
1
1

100%

Current
local V,

19

0

0

0

0

0

0

0

1

0

o
0

0

0

0

21%

Ttrget
local"*

20

13

8

11

6

4

3

2

3

3

2

1

0

1
0

77%

target

Percentage of

Cost to
local

0.29

1.33

3.87

533

1.53

025
0.80

1.90

0.1S

2,12

1.10

5.81

3.94

1.00

Accum
local

20

33

41

S3

58

62

65

67

70

73

74

76

76

77

Transnet Freight Rail
1064 Locomotives Team

Capital projects
25/04/2013 Page 64 of 117

0057-0364-0001-0065

TRANSNET-REF-BUNDLE-00342



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

^̂
65

EXHIBIT 45

Diesel locomotive pricing per component set,
localisation, and estimated
Percent

Categories

Drivers cab

Bogle

Locomotive assembly

Cooling, ventllaUon, and filtration systems

Main power traction system h d . aux systems

Coupling system

underframe (I-beams)

Locomotive control systems

Braking system

Main power traction motors

Wheel system

Pneumatfcsupply system

Engine system

Other

Grand total

cost to localise

Total cost
%

2

4

22

5

23

1

1

S

2

17

3

2

13

1

100%

Current
local %

0

3

20

0

0

0

0

0

0

0

0

0

0

0

24%

current and target

Target
local %

2

4

22

4

10

1

1

3

0

14

3

1

5

0

70%

Percentage of

Cost to
local

0.27

027

032

0.S3

0.82

1.03

1.25

3.44

5.59

6.33

6.45

7.38

8.07

Accum
local

5

23

32

12

43

44

1

61

64

65

73

As Is demonstrated In these tables, the difference between current and expected 3- to 5-year
localisation requirements are significant. The relatively easy localisation opportunities have already
largely been taken and further localisation will require not only additional capital investment but also
the appropriate testing and quality control of both the production facility and the parts produced.
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EXHIBIT 46

Local content of 70 percent overall incurs up to an 8 percent
increase in purchase price

Maximum 8% price Increase
at 70% local content

'FutflocalisaBon
Incurs ever
Increasing cart

Cost at zero
localisation

tent*
1
2

3

4

5

Category

Drivers cab

Bogle

Loco assembly

Main transformer

Propswltch gear

PercenUgeofloealintion
Va Increase Item #
0.27

0.27

0.33

1.3

1.5

6

7

S

9
10

Category

Aux supply

Control sys em

Traction rr tors

Wheel syst m

Engine syrjm

% Increase
2.1

3.4

6.3

6.5

8.0

A key finding of the analysis Is that the nature of the price premium curve as
locomotive is such that Transnet could achieve a high level of locallsatlc
premiums. For diesel and electric locomotives, localisation of 70 percent 3
could be achieved at an average price premium of less than 2 percent This
the average price premium paid for a locomotive - I.e., Including some items
others such as engine assembly with an estimated S percent price premium.

This is provided that three conditions are met:

1. That components are localised up to a level that is economically vlabl
for each set of component are economic);

2. That realistic time frame targets are set to reach full localisation c
time periods would In Itself result In considerable uneconomic price p

3. That some minimum annual order size for locomotive production is
over the life of the 1064 locomotive supply contracts. The analysis I
minimum order size of 50 diesel and 70 electric locomotives is requ;
the contract.

The Benefits of Localisation

shown above for a generic
i at relatively small price
id 77 percent respectively
percentage Is calculated as
vlth no price premium and

> (i.e., that price premiums

rtential. Shortening these
emlums; and

guaranteed to the market
dtcates that a guaranteed
ed annually for the life of

The benefits associated with localisation are considerable and, based on th : estimates for 70 percent
localisation for diesel locomotives and 77 percent for electric locomotives, he following benefits are
evident: . '
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Enterprise benefits to Transnet are considerable and include the design and Integration capabilities that
would be passed to Transnet Engineering through a structured programme of localisation; an enhanced
Research and Development base In conjunction with the selected OEMs to develop and refine
technologies for both the South African and African locomotive market; and re-engineering capability to
design and provide technologies aligned to the needs of the South African rail market

Benefits to the manufacturing sector will Include key Industrial capability In:

• Traction motors and traction control equipment;

• Locomotive control system capability;

• Locomotive electrical systems; and

• Large dlesel engine capability.

In addition, there will be considerable benefits In related Industries such as: heavy engineering,
component manufacture such as found in the auto sector; electromechanical, electrical machinery, and
software systems and design.

Benefits to the South African economy include benefits to a number of related sectors that would
enhance capability and export potential. There would be R78 billion In economic Impact for South Africa
at a small localisation premium of 2 percent, implying a cost of localisation of 2 percent given expected
levels of local supplier development The resulting benefit-to-cost ratio of localisation is thus greater
than 125 to 1 In favour of localisation. Multiplier benefits would be substantial and for each Rand of
localised production there is an expected average multiplier of R2.74 across the economy.

Procurement strategy summary

• Issue open tenders for both locomotive types.

• Local content thresholds of 55 percent and 60 percent for diesel and electric locomotives
respectively as per PPPFA and National Treasury Instruction Note.

• SD/BBBEE {40 percent) threshold.

• Technical threshold.

» Stage 2 will comprise price (60 percent), Supplier Development (20 percent), and B-BBEE (20
percent).

• B-BBEE included forscorecard (10 points) and FRC(10 points).

Reasons for following an open tender programmatic process

To ensure the bidding process Is as fair and transparent as possible. As a long-term procurement event,
open tender will Identify suppliers with whom TFR can partner, to ensure value for money and
compliance with Transnet's support for the NGP and government objectives. The programmatic nature
of this purchase requires TFR to find suppliers who can commit to delivering on governments
Industrialisation objectives, which include:

• Localisation and industrialisation

• The creation of Jobs

• The transfer of technical skills, IP, and know-how to the South African Industry
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• Increasing the capability and capacity of the South African rolling stock.lndustry

• Reducing capital leakage

• Increasing South Africa's exports

• Integrating of South African suppliers into the loco lotive OEMs' global supply chains

• Long-term security of demand will allow suppliers 13 commit to investing in SA operations

• Suppliers must commit to transferring skills to SA suppliers to allow for the long-term
maintenance of the locomotives post warranty perod.

Evaluation methodology

EXHIBIT 47

I

I
I
I
I
I
I
I
I

. ! •

Step I
Administrative
responsiveness

Pre-qu»lificatfon

Step 2
Substantiva
responsiveness

Step 3
Minimum
threshold fcr
load content

Stec 1
MlnV urn
Ors.-xMfor
B-S3IE/SD

Step 5
Minimum threshold
for functionality/
technical

Stage 2

Step*6
Weighted
scoring/100

Returnable Pre-quaHflcstton
documents/sdrcdules

• sr. +
- B- SEE

sc re card

TechnlciV
functional

Rnal weighted
saire

Local content SD/B-SEEE Technical Award tender

Stage 1 with minimum disqualifying thresholds, w!! follow a three-step process, starting with
the Local Content (Step 3), followed by the SD/t-BBEE (Step 4) evaluation, and finally the
Technical (Step 5) evaluation. Stage 2 will comprise le commercial (Step 6) evaluation Including
price (60 percent) and supplier development (20 per :ent) and B-BBEE (20 percent)

In line with categories for local content identifie ! by the DTI, 55 percent and 60 percent
minimum threshold of local content will be app cable to dlesel and electric locomotives,
respectively. These thresholds will need to be eq jailed or exceeded for the submission to
qualify for SO/B-BBEE evaluation.
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• A minimum threshold of 40 percent will be set for the SD/B-BBEE criteria evaluation. This

threshold needs to be equalled or exceeded for the submission to qualify for Step 5.

• A minimum threshold of 80 percent will be set for the technical criteria evaluation. This

threshold needs to be equalled or exceeded for the submission to qualify for Step 6.

• Once the minimum criteria thresholds are both met or exceeded, the supplier's submissions will

be evaluated against price, SO, and B-BBEE.

3. Localisation

Since 2010, there have been significant changes in the South African policy environment, as well as to
Transnef s strategic objectives. The New Growth Path (N6P) was launched In 2010 and at the end of
2011, the National Development Plan (NDP). Transnet realised the need and opportunity to develop a
more holistic approach to supplier development, incorporating changes to the policy environment,
lessons learned from previous SD initiatives, and Transnet's development of a holistic Supply Chain
Policy and Framework, as well as its new corporate strategy, the MDS.

The South African government has highlighted supplier development as one of the ways with which to
Improve the local economy. SD is achieved by "procuring In such a way as to Increase the
competiveness, capacity and capability of the local supply base, where there are comparative
advantages and potential competitive advantages of local supply" and Is derived from the Competitive
Supplier Development Programme (CSDP), which Is a government Initiative run by the Department of
Public Enterprises. At Transnet, SD is driven through procurement with a focus on delivering
transformation and empowerment as well as economic growth.

The transformation element ensures that procurement transactions bring historically dlsadvantaged
Individuals (HDIs) Into the economic mainstream through the advancement of HDI ownership. It
addresses economic disparities and entrenched social Inequalities through the use of the B-BBEE
scorecard and the seven pillars which make up the score card.

Growth of the local supply base is achieved through leveraging high-value procurement to achieve
(where applicable) Industrialisation, localisation, technology transfer, job creation and preservation,
developing industry specific skills, enterprise development (ED), and rural integration.

The.above has been factored Into the locomotive tenders as has been highlighted In the Procurement

Strategy Section and as Is evidenced In the evaluation methodology.

Transnet has extracted SD value through some benchmark Competitive Supplier Development

Programme (CSDP) locomotive acquisition contracts. These include:

100 X General Electric Locomotives - 54 percent SD commitment
General Electric Long Term Parts Agreement -12 percent SD commitment
Electo-motlve Diesel Long Term Parts Agreement - 4 1 percent SD commitment
32 X MItsuI/Venus Locomotives - 40 percent 50 commitment
50 X Electro-motive Diesel Locomotives - 67 percent SD commitment
44 X Mitsui/Venus Locomotives - 39 percent SD commitment
43 X General Electric Locomotives - 65 percent SD commitment
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These commitments have been achieved v/ith purchases being made sporadically and on a transactions!
basis; therefore, we expect greater benefit to be achieved from a programmatic procurement of this
nature given the size and stable pattern of demand It creates. The benefit will obviously be limited if
PPPFA exemption Is not obtained.

Government envisages SOC expenditure as one of the key levers to achieve transformation and growth.
The 1064 locomotive procurement provides a great opportunity to fulfil government's SD aspirations.

This spend will be leveraged to extract SD value In a manner that Increases employment and also
facilitates diversification beyond South Africa's current reliance on traditional commodities and non-
tradable services. It will address the shortfall in artisan and technical skills by Increasing the education
level and skills capability. An equitable socio-economic society will be promoted through the Integration
of HDIs into the mainstream economy within the rail Industry. Small businesses will be enabled tn a
manner that allows them to successfully compete in the South African economy. There will also be rural
development throughout the country ensuring the sustalnability of these communities.

Transnef s main focus with regards to these two tenders will be around the industrialisation of the rail
industry. This spend can be leveraged in order to industrialise this sector and create sustainabllity. A
large number of Jobs will be created while ensuring that the local industry produces world-class
products that can be exported. The will also be a large portion of spend on maintenance and upgrading
of new and existing locomotives and wagons, which will ensure sustalnability.

Our Intention Is to take the rail Industry as It stands and fundamentally shift it within 7 years. This shift Is
illustrated In below.

EXHIBIT 48

Fundamental shift of the Rail Industry over the next 7 years

i w ^ ^
Ral Industry mmpnicrits are
made up of a hlfln perosntao. • of
International oante*

• local a p i c l l y largely In
maintenance, repst and
assembly

. SAmtlnlv produces mdianlail
components

tts
low complexity Hems

...however in 7 years U would have changed i

| > « leas£0-60% of t lwRa
tnduttry components vril be local
la nature ana of a globit
standard

sz t dtvefoonwnt due to Mstarlal
li^mj small sale procurement and low
or^s iweltcfbaliMdBradijmon

* Items dtaluncd and
mamifaawrdloaiJj'

• Components wfO b« of a hloh
cnnptezlty (eg . , eledrkal)

i MiinufartuTingopaUDb/wtil
create numerouc jobt (21 COD
jots) particularly fceushg c«
H>lt

A llroe number of transformed
srrul businesses o n develop to
produce International quality
produdx ftpQe growing
susHrabry
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1
4. Comparison of benefits between 90/10 and 60/20/20 methodologies

The 60/20/20 approach to localisation targets will create 30 percent greater tctal economic benefits
(40 percent greater net benefits) at a significantly lower localisation cost, as shown in the exhibit
below. Calculations are based on a total contract value of R38.6 billion.

The 60/20/20 approach will facilitate a local spend ofan estimated R28.4 billion at an additional cost
of R621 million. The overall benefit to the South African economy, factoring in the multiplier effect,
is R78 billion (a net benefit R77 billion after deducting expected costs); this assumes high localisation
levels of 70 percent for Diesels and 77 percent for Electrics. The 90/10 approach will facilitate local
spend of an estimated R22.1 billion at an additional cost of R4.5 to 6.0 billion. The benefit to the
South African economy based on the multiplier effect Is R 61 billion {a net benefit ~R5S billion). This
is based on 55 percent localisation for Diesels and 60 percent for Electrics.

EXHIBIT 49

The 60/20/20 approach to localisation will provide more benefits
compared to the 90/10 approach

I
I
I
I
I
I
I
I
I

J

60/20/20 90/10
Benefits Additional Benefits

Propose Additional through Proposed cost to through
local spend cost to multiplier local spend localise rnu!t!p)I.>-
(Rm) localise (Rm) effect (Rm) (Rjn) (Rm) range effect (Rn)

20,97C

39,639

£0,609

Diesel
Jocorpotivs

Electrical
locomotive

Total

9,803

18,626

28,429

250

371

621

26,860

51,036

77,896

7,653

14,457

22,120

1,222 to
1,697

3,235 to
4,313

4,45710
6,010
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E. SUPPORTING DOCUMENTATION

1. 7-year commodity growth
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•v^bpfTrî H of fftljhl Hubs In >HBJS Ji-ch i t ^-ci"-- i vtd

itoenktenttkttNtw Ci«tlrTcmlnaLOcbikStnrt>9r K, gnt t
tvdlUSIidci fietonflBuri Bayhesd Y«W to piah b*k

vrxlitt-TnnsRirthMl of Duitwiexpansbns, imv d';-cut
ortj KM car n l apicty t*pinjfan, Gauteng hubs ani

o i i iv i Integmtcd CMtiherStrategy h consiteb- wtb
^nffll BJ19 p f l t e f U M l e t f M D f ^ ' i "

ffWtfilfl efcetieiy u o g e c w I h e n t r f >«ai C a r t e l w t
ta contiher n l *«^tbni for the. r*xt two yean ana - ppfcr

Wbni thefuftcr. TFK Butinetc cw« Tor theti haw ecA

cWed In thk group c GoU Ora a Otter l-is-e/ H*ner i infl
i t Kh'ng, Ttieie commodlfc* cumntV en>y a h&a-l' /

Tcrraml in-taly ftom Oi iu -i rfnrea by tnovBud * c a
mtf tfdton. Export growth kitflcatei moded InoTu; ~. i
lomedtcconwmplbnbsettOQrott onc« botbenci' ittui
»oiK! i v « stirfed.

Oeinind (twit/ Cn/n ChK*- driven by bcreasetf steci

6rMftlc coruumptbn b set to j n w once fcca] bej»f ' t i n

IM*T»»|>Drter>(osupportciiTent 7 Yeirtiemand

Drtrtfl by firowih h other rndurtrte*, o,g. tteeV camfl--
Anberrte

ofcmeito hciiAM hbia wlh 5A'i GDP finmth (4¥i i
ivtrage).TFKt>tetiTBeth0nff^ndVyo^ntedhthi3 eaor,
There b raushV ̂ t ot biggcif cemenl cunrntV ofl rr 4,
The Boirf 10 Mjtole l>yi* l ibtat.v?cl 300,000 lop- nthe
1st yevifldfinduatyapcwt mofc avef the 7 v*« F-: ^1

IncnMes h domest stecJ preductbn supported by
jtroeirunent hfrwtjuclura dcvtbprusnt pt»n Donveil'c iuj
regbfti) comnnplton of *e«t Tuet̂ g dflnund for H ^ ^ 3 fc

rhese hdudt dotomle* ton slag etc used h the predt :fcm
procuKStf tttSteelhmi/REtijicnindbInked ta r itsed
•urwl h the wwftjeTbfl orwes^s.
Line used ti the procuclbn pnnusei of the Sled
MRVUi/jcturertind khhed to hcreaxd output h ths
pt^f^Klbn wtxe«et

Transnet Freight Rail
1064 Locomotives Team

Capital projects
25/04/20 3 | Page 73 of 11.]•

0057-0364-0001-0074

TRANSNET-REF-BUNDLE-00351



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

74

2. Genet al Freight fleet runout
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3. Locom tive run-out mitigation

Total Mair enance cost for Wagons and Locomotive:
By inspect >n the cost per annum increase of locomovVe maintenance Is significantly greater than that
of wagon ; laintenance. Locomotive maintenance Inc ease from R2 377m to R3 335 over the five year
period 20C /08-2011/12; an Increase of 40 percent. 3y contrast wagon maintenance, which does not
have the s ne levelof technology, Increased from R2 044 to R2 234 over the same period: an Increase
of 9.3 perc nt. All maintenance Is performed by Trans let Engineering.8

Locomotlv class comparison Maintenance cost vs. N i"K for the last 5 years
This figure ;hows the average cost of maintenance :er class of locomotive over the past five years
against its »rformance measured In Net Ton Kllometns.

8 The Incr-. ising proportion of copexto opex In locorr atlve maintenance Is a function of changes In
accounting p ocedures as a greater proportion of maint nance Is capitalised according International
accounting s': indards.

TransnetFrei ht Rail
' 1064 Locomc ives Team

c 3 pltal projects
25/04/2013 | Page 74 of 117

0057-0364-0001-0075

TRANSNET-REF-BUNDLE-00352



I
I
I
I
I
I
I

I

]

I
I
I
I
I
I
I
I.1'

4

I
I
I
•
I

;j

i

75

The new locomotives such as the 15E, 19E and 43D cannot be directly compared to the older
locomotives as the new locomotives have not seen five full years of service but even making allowance
for the shorter service, the savings in maintenance costs Is evident.

The three locomotives (excluding the new locomotives) with the best ratio of NTK/Cost of
Maintenance are the heavy haul locomotives 9E, HE and 7E1.

The workhorse locomotives that have a poor NTK/Cost of Maintenance ratio include the 18E, 6E 34-

000,34-400 series.

The locomotives that have the worst NTK/Cost of Maintenance ratio include the 37-000,7E2,34-800,
and the 33,35 and 36 classes. These are amongst the oldest locomotives,
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Total maintenance cost for locomotives and

TFR has exhausted the life extension possibilities of Its current "workhorse" fleet which are the

primary con ributors to GTK / NTK. Extending the life of "shunters" and "haulers" does not
contribute tc Increasing GTK / NTK as the locomotives are not used and cannot be used for the
heavy loads of main line operations.
The SMILIP programme for new traction power was developed circa 2002. When this
programme vas not accepted TFR responded by extending the life of the current workhorse
fleet.

The life Extension / upgrade programme included:
650 6E1 series upgrade to new class 18E providing a 12-15 year life extension. 120
upgrades are still be completed by March 2016. By 2018 the first of the upgrades
v.lll start to runout

150 class 34 GE locomotives programmed for fitting with new Britestar Control
s stems with 55 still to be completed. As the locomotives are already over 35 years
c'd this is a palliative.

- 75 class 31 GM locomotives fitted with new Nexsys Control Systems. A further 20
ae programmed for 2013. As these locomotives are already 38 years old, this
d jcislon will be reconsidered in anticipation of the new locomotives.

Cther Interventions were more essential maintenance than life extension strategies.
The above programs result In extend the run out age from a designed 30 years to 45
y;ars.

- The locomotives suitable for upgrade / life extension have already all being targeted.
The balance of the fleet does not lend itself to similar Interventions.
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E St. Y Locomotive class comparison
Maintenance cost vs. NTK for the last 5 years

Avtngt mtlntmanc* cost compared to Nat Ton Kllom«tr»s (NTK)

"<r

4. Locomotive 7-year locomotive requirement
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GFB 7 YEAR LOCOMOTIVE REQUIREMENT
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5. Deployment plan

EXHIBIT 52

Table of Contents

QGLOSSARY

•DEPLOYMENT PLAN 143X4 3D

•DOMESTIC AND EXPORT COAL BU

QSTEEL AND CEMENT BU

OMINERAL MINING AND CHROME BU

DlRON ORE AND MANGANESE BU

•CONTAINERS AND AUTOMOTIVE BU

•AGRICULTURE, TIMBER. BULK LIQUID AND AFRICA TRADE BU

•BACKUP SLIDES

• IMPACT ON TFR & TRE
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EXHIBIT 53

GLOSSARY

UUS-MUSSINA
P R Z - p n u i i H ) SOUTH
PHW-THAIAOOKW*
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KMO-KAATOUDEN
KTH-KOUMPOO.IT
rtF-HALFWEO
SLO-EALDAM-M

a
KGR-KRUCEBSBORP
BJJ-EAST LONDON
NAS-WTALSPmJ'T
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BPR-BRXKPAN
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PCM-POTCHEFSTnOOM
BU-BU1.K0R
MTN-METCin'ON
NCS- NEWCASTLE
OSL-DANSKRAAL
DNR -DURBAN

PE-PORTEUZABET

EXHIBIT 54

43D Deployment Plan
Effkltncy and Volume Growth
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EXHIBIT 55

Cascading of 55x34D's f rom the Ore Line to GFB
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EXHIBIT 56
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Schematic view of the deployment of new locomotives Into the Coal
Business Unit nu^MMmaM

Flmnclal y»ir 12/13 - 20121
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EXHIBIT 57

New Locomotives Deployment Plan
EUKfcncy and Volume Gmrth

Hmnelld v u r 11(11 - 2SJ11
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EXHIBIT 58

Deployment Strategy & Benefits: Coal

Coal: RBCT
V The 19E's will ba Increased from 1101o 222 from 2015/2016 to 2016/2017. The following strategic

changes an anvisagad;
• It Is to ba noted Uut Iha 222 x 13E/tqulvi!§nt'i will run from RCB to various mines directly

with only driver hot-aoat changes.
Ths process wUI start 2013/2014.
Thla win reduce tht cycle time of locomotives from ES to 41 houra and wagona from 62 to
48 hours
This Increases the volumes capacity of the current wagon fleet from SI to 94.7 rnlona.
By operating design all 19E/aquh/alent will ba maintained In RCB.
This requires that all Invattment for maintenance at Ermalo to ba reviewed as Oils depot
will ba retained for dleaal locomotives maintenance (39200*a and 43D/44D'i). Capacity has
to bt rsvlawad aa the maintenance work content on these locomotives is considerably lass
than the current fleat.

• Richards bay will become a super maintenance depot (Based on GF practices)
V Cascade HE'S to GF traffic by 2016/2017. Thli could reduce to zero based on dual power

processing and the clear the deck position of Iha 10E1s.
V The whole dieael fleet to be replace by new dleaels by 2016/2017.
V- Provide for the Under Floor Wheel Laths at Richards Bay as It will ba a aingular auper locomotlvg

depot for TFR.
> 67XOId Diesels (34D/37D) twappsd with 43XNsw Diesels (43D/44D), however the figure will bs

reviewed.
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EXHIBIT 59

Deployment Strategy & Benefits : Coal

General Freight
> General Freight traffic on the Coal line will be Injected with 21 x 7E1 from the 1 May

2013. The figure will be increased to 48 by 2015/2016.
>The 7E1 and 7E4 that ara ring-fenced for the Coal line general freight traffic will run-

out In 2019/2020, however if the efficiencies from PRZ are realized this run-out will be
earlier.

>Tha 7E3 will be cascaded to Pyramid South to capture the growth In Coal, Chrome
and Ferrochrome from the Rustenburg area.

>AII 7E3's will bu cascaded to Pyramid South by 2015/2016.
>Ncte fhat with dual power processing, the 7E type locomotives will also be eliminated

from the Coal line.
>All traffic from Waterburg area will be dual powered thereby removing the need for

Pyramid South.

EXHIBIT 60

Deployment Strategy & Benefits: Coal
> Tha following ara tha btnafHa:

• Rtduead fuil coniurnptlsn wild ntw dlettl locomotive* btlng Introductd
• Improvad eyela Uroat tor rolling aloek
• Improvad rillabUlty
• Battar limitation of crewe
• Reduced handling and afntntlng

> Impact on Craw and Mtlnttnanca depot
• nichtrda Bay to bt tha Super Locomotive Mtlntananta df pot
• Standardlta lha Emalo depot Is ftw locomotive lypta.apaclflcally rflosala < JlJOO'a. 43O'< and UOi)
• Training craw on tha naw locomotive*
• Ermalo yard tlrcngth and crtw alrangth will tit ravlawed to lha naw operating f tandards
• Book offal Erratio wH ba ravltwad aa toma loading (tatlon oan taka 200 wagon tralnt straight In

> Xtcaatltatad rtqulrad chtngat
• Syiltm cannot afford to run a 41 hour and « 5C hour cycia u It will not ba t t i m l m and will b i

somawhalcounttifiroducUrt.
• Thl> will then rtqulra tha 10E1'a to ba converted to dual power for a on« typt 41 hour operation.

* FTnanclaltmpactAnalysIa
• Bavlnga due tha Introduction of lha naw operating model from 1 Septambar:
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EXHIBIT 61

Schematic view of the deployment of new locomotives Into the
Steel and Cement Business \Jn\ttttu**,.*«+**»-«*

Financial yt«r 12/1 J - 20/21

INJECT

Increu* capacity to move more volum«>:

EXHIBIT 62

New Locomotives Deployment Plan
tflidency «nrt vol umn amwtb

FlnincUlyttrtJI i l -zoai

Hlflti U n l OtBnty,CncaiJliig M4 Run ou« Plm for Dit BIMI «nd Cannt mvlntsa Unit

liiiiftiffniThrtr; r """^1r* J > i ' ° *^ iK g > A^' !" t J r T^" J*
E2SSBS9 £Q^^3 C22333 SSSSS3 E^^BE9
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EXHIBrT63

Deployment Strategy & Benefits: SAC

General Freight
V Tht Introduction of tht dual locomolirei »t Pyramid South will t i t all flowi from origin ta dictlnallon

on the AC/DC route running wlin tingle type of locomotive. Flowt «uch a* Chrome lo Richards bay;
Coal ft Iron Ore lo Newcastle and VtnenlB'ns, Ctmtnl to Polokw»nt and Including over border
traffic.Thle will alimlnata tndlon change ovtr i t Pyramid South and Ermtlo thera by Improving cycle
lime and enhancing aaatt utilisation.

V Tht erflcltnoy of 20E*s wllf pi»y in important roll Ut tha rt lt ist of 7E locomotive* to araaa wham
thty an neadtd or for eirfy run-out to rtducc the cast of rumtenince.

i- Etocuiflullon of Ihe stciloo bttwienTnibnlmbl and GrooKgtluk btcoma vltil for dual loco
syalim, nance the need lo fast tracked lo 20IS2016

y Thi txpectatlon h that onci thi dual JOE'S i n diployed It win ntgilt thi mid for 1 tE1'» In Its
currant form, thla call* for tha 1OE1't to be upgradtd to dual powind.

Impact on Crew and maintenance depot

y Kotdetcpoorl dlasel depot required Is ct down scaled is tha number of dletile will be rtductd.
y Thtbazlmbtnolongarrequlredas amalnttnanctdtpot
y Retraining of crew on ntwroutia.
y Introduce new book-off practices.
y Pyramid South lo b* a run through yard with minimum proctaalng for nulri tnlni, caniant trains ale.
y Tha new eltclrlc loconwtlvt will be running to Rlchtrda Bay, Ntwcullt, Bljlliortnd Durban, tlttnfora

thtta areas rind to prepare for tht milntanuice of thus locomotives.
V Upgrade tht corigny dapot to lncrga» Its scope of work and down-scale tcflvHIos In Stntrirand

dipot
> Polohwaneto he «Z0E and 44D depot
y Ntwctstlt lo bt 120E depot
y Tht ytrd capacHy at Pyramid will rtqulre to bt reviewed
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EXHIBIT 64

Deployment Strategy & Benefits : SAC ^

Financial Impact Analysis
Pyramid yard strength lo b« •ddrcwed
Cycle lime from Lephktila to Rlctiardsbvy will faa reductd cons«rvatrvtiy by 30 hours
This Impacts on wigon requirements for tht th«t« tons to be citcuttled
Fuel Mvlnp^ from rep lacing ol(* d)ft3«lt with new
Pyramid South and Ruitinburg ysrd no longer ntedtd IK holding yards, parking of Pyramid South
7E2'i and 7ES'i, Ktugvrsdorp 340 and the Poiokwant UQ's: SAVINGS

EXHIBIT 65
Schematic view of the deployment of new locomotives Into tha Mineral im.ns.Htr

Mining and Chrome Business Unit Enidem? and volume Growth
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EXHIBIT 66
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New Locomotives Deployment Plan
Efflcteiuy and Volume GroMS

reiane!alyeaMl/13-2WH
Wjli Uvt) OtHviry, Cwtsgng ana Ririi eu» PUnfwUii Mtnint etlirtijamf Own* Bwlnm Un»

l ,

EXHIBIT 67

Deployment Strategy & Benefits : MMC

General Freight
• Nota U» original dtploymanl waa ti locomolhnt forroqulrad MDS tone, bitod on th •mclenclcs ashlavad this

waa dropped to 79 locojnoHvaa for (ha avma torn Tha GTKs waa acHovad In advanca of what tha bualnaaa oaaa
atatad.

• Incraau Iht B2 x UO'a at Philaboma to 7Jln captur* Ui> growth In MignatlK and coal from Muilna by
2«13/2014.

> Tha tncmetlva eyclt lima h u Improvad from 71 hours la C( hour* with At ln!«cllon of tha 4JO'a
• Wagon cycla Uma haa Improvid from T dtya to S daya on thi corridor.
• Daployid 3tD^ at Lydanburg
• Etlmlnalad locomollvi changa evir at Barfut. Running tha 3ID'a all lh» vray to Eirnala.
• AlOOwagonlralnwaatoitiilauccaufullybetwaanLyitanbargandEnnals.
• SIMlpoorttoba 104 wigonRDr train
• Imtmtfjila tha future growth plant for tha Rooitenekal ataa and kaip Wllbank depot In thi meantlma

Impact on Crew and Maintenance depot
> Nelcprult

• Ralooata the crawind malnlenanct depot at Nilaprult to Komatlpoorl
Kornatlpoort

• Komiltpoort to have a 12 Ion crano and a drop-pll,
> Watarvsl Bovon

• Ralocate On crew depot Wltbank and Komatlpoorl
V LydanburB

• Tha corridor haa bten atandardlaid to 39D'a only
• Future maintenance to b* dona at Ermalo
• Relocate Lydinburg a> a Loco and Crew depot to Steeleoort
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EXHIBIT 6£

Tde Htw ME KwoniMhM w « nm
Ditwgti HCTOC R t l u n g i thmuy

Impfwmg tocornoUwf cycle Mm*
Pnpanl la n t a •(• THE dtpou at
Bleu ]UKlkM Io whin mini btjta
MOnd

EXHIBIT 6£

New L i:amotives Deployment Plan
E!T1ct«nc* . • ' - i V o l i G t h

Fb.nd«tyier12MJ-20/21

Grand To M 3«3 374 367 • 429 472 512 542 597 5SB

88

Scherr : :ic view of the deployment of new locomotives into the Iron
Orear i Manganese Business Unit cffldcncf

Flrandil y»«r12/13 - 20J21

Transnet FrE sht Rail

1064 Locorr. .'tlves Team

Capital projects

25/04/2013 | Page 88 f 117

0057-0364-0001-0089

TRANSNET-REF-BUNDLE-00366



89

EXHIBIT 70
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De oloyment Strategy & Benefits: IOM ^
Ore Line
V Th« Ore Int 1SE win rncrias* from tha currant 4411SE lo 76115E by 2013/2014 financial TMs win

further ba Increase by 24 x 156 to m m the MDS volume budgets.
*• The 30 x IE wilt be reduce 10 • rough figure of 4 lo ciltr for GF traffic on Ih* Ore Line and mint

shunting requirement. Thlt will eddreti the Saldinhi Coil servles and lha contalntrhed
minganete lo SXdanha.

t- An injtcllen of JO x 430*8 will be utid IS on tha long trains due to powereopply centtralnt. This win
also Improve reliability and fuel coniumpllon.

> The 34 d u t dietala will reduce to 30x34O*c to out lor oliwGF traffic, Infra and shunting
purposes.

- By 2017/2018 all dlettls on Ihs Ore Une lo bl replaced by the new 440 dlettlt

General Freight Lines
'" The deploymoni of the now elsdrle dualpswefDil locomotives will bring bonelll In the mtnnar In

which trelns ore oparahm. Tho raw ACJQC locomoHvee will have Itii cipsblirry lo.rui) through the
Inlerchtnge at Beiconsfltld and Biauforl Well thereby ellmlnttlnj traction change over time,

- The dull poworad looomollves for Postrnasburg dipot will service botll Hie PMO-PE route and the
Cniteng-Cape TownTPE route with Swutkops being the super depot

> Swartkopi 7fTs retired In 201K2011,33XPRZ7E2 cttosdttf to Swartkops to be rtBreif In Swtrtkops
ths201CI2017.

> 10E/2 lo be converted to dual power focomothreo and this will Impact poallhrtly on the cycle Units.

impact on Crew and Maintenance depot
- Bsacontfleld malntentnce depot no longer requlrtd
- Investlgtlt lha poielblllty of De Aar lea book-off placl
v Poslmatburg to be the e crlllctl tun) around locomotive maintenance dtpoL

EXHIE;IT71

Deployment Strategy & Benefits : IOM

"fnanclal Impact Analysis

Car and oonlalner trains to Kaalfonleln and Kizime from PE wRI ha»t an Improvement In cycle lima
of 10 hours.
Further fuel aavlng will be achieved wltlt moving the comblmtlon of 15E and 34a la 1SE and 43000.
IMa Is approximated lo be around 1M Hirst
Yard capacity to be reviewed at Klmberly due lo run through and only hot aeal changes.
Parking of SW3 7E by 20131201b
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EXHIBIT 72

Deployment Strategy & Benefits : IOM

Financial Impact Analysis

r Car and container tralna ts KaalFonliln and Kiuma f'om PE will have an Improvament In cycla lima
oriDhoura.

' Further fuel aavlng will be achlrvtd wllh mevlng the combination of 1 SE and Hi to 1 SE and 4300a.
IMS Is approximated to ba around 1M ntr«i

* Yard capacity to be rtvtewad al KImberly dut (o run through and only hot seat changes.

EXHIBIT 73

New Locomotives Deployment Plan
f ffldeocy and VaTume Growth yx

BIS5SS
- ^ ~ F'•E
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EXHIBIT 74

I

Deployment Strategy & Benefits : CAB

General Freight
> Kaz?me/City Deep

• Portmaaburs/SwirtScope 20E locomotive (ititwITI eater «lao for Ilia corridor to Cape Town. This
will Improve the contilnar BWYICM between Gaoteng and Cap* Town

• Reviewing the) containers to Port Hlrabellt lo run via Beaconcflald. Including (ha motoreora.
• This will Improve on the aaaeta cycle time thereby eliminating traction change ovire i t

Beaconsfleltf and Beaufort Weal.

> Impact on Crew and maintenance depot
>- Retraining of craw on the new lucomedvee.
V Introduce book-off where fenlble.
> Bellvllhto be major depot while Kaierni becoinea • auppprtlng depot for the new electric

locomoUvta. . . .
V Ravlaw viability of Wantwsrth maintenance, depot CBnaiderlng malntmanet eycla times ol

met* vereut 3TD'f and the 37D fltlurei rates,

> Financial Impact Analysis
• Fuel tavlnga when raplaclng 34D7 with 440*
• Perking o< Wcntworth 370 by 2017/201 e end eiocmfonnln 340 ky 2017r201>: SAVING
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EXHIBIT 75

Schematic view of the deployment of new locomotives Into the Agriculture,
Timber, Bulk Liquids and Africa Trade Business Unit cmctmcyandvoi

Financial year U/l 1 - 2W2t

BUE

-I
fBX44O

IncreBja capacity lo move mortt
volumea and r«-deptoyCBE7EloSyrSi

* 0!«d!»e 2ie Meponi 6FR-CBE H W l l t
EMO-PBH

b y
p y a t«cM In ouw PU'i w« pliy •

pIvcM ra)» la Inaeulng trfiaawn ana Ainca
i O B U d l

y
TT.B35O jail mil be nkusod Iran SPRwtwn
ln]tdn«51D'> *O b. tort » c a t (or 1(11310
CietWil be ntimfng out
TH» 16X20 ffiat fi l» I d c u M Son) BIE
«hm Injed h l

1IX3S0
SURPLUS
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EXHIBIT 76

New Locomotives Deployment Plan
frndency and Volume Growth

Finance year <2fl) - 20(21

EXHIBIT 77

Deployment Strategy & Benefits: ABL

General Freight

V Tha Sutiramti' d.pol will it«rtlortc«lva1IEr«r«>ni 2011/5014,
> Tha CE locomollvtt wilt ba phaaad out by 2BtW(17, wllh tha rest upgraded to 18Ei.
V DIuallH fha Sprlnifonltln to E«at London and tnika Sprlngronlaln a run Ihrougll yard.
> Tha dapota under ABL will bt standanllied to 1IEV on DC ar»n.
V Tha Pololwwia 3tO latlrad In 202DI2U1 u wa recatva naw dlaaals.
V Beaufort W««! no longer nqulrad i t a change -ovar yird

Impact on Crew and maintenance depot

V Retraining of crew on the new locomotives.
y Introduce book-off were leultile.
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6. Business unit power sheets

See attached power sheer excel file "20130418 Supporting Document F6 Business Unit Pow>;r
Sheets"
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8. Risk register
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9. Fraud risk management plan
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10. 7-yeir man plan

Natcor
Requlr.d
Availab s
Delta
Natcor 1
Requlrs j
Availab 3
Delta
Coalllr j
Requlrs i
Availab 3
Delta
Ore l i n ;
Require 1
Availab: 3
Delta
Capecc,i&2
Rsqulre ]
Availab; 3
Delta
Hockey .tick
Require 1
Availab! 1
Delta
Westco
Require !
Avallabl-
Delfa
Northcc-
Require
Availabl-
Delta
Sentrac r
Require:
Available
Delta
Eastcor
Requlrec
Available
Delta

Require;
Availabi

YM2/13

752
408
344

218
146
70

783
417
368

156
107
49

598
426
172

278
191
87

128
109
19

236
158
78

270
208
62

212
180
32
Yr12/13
3629
3100

Yr13/14

805
408
397

231
146
85

838
417
421

167
107
60

640
426
214

297
191
105

137
109
28

253
158
95

289
208
B1

227
180
47
YM3/14
3884
3100

Yr14/15

861
408
453

247
146
101

896
417
479

179
107
72

685
426
259

318
191
127

147
109
38

270
158
112

309
208
101

243
180
63
YM4/15
4155
3100

YM5/16

1025
408
617

294
146
148

1067
417
650

213
107
106

815
426
3B9

379
191
188

174
109
65

322
15a
164

368
203
160

289
180
109
Yr15/16
4046
3100
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YM6/17

1137
408
729

327
146
181

1184
417
767

236
107
129

904
426
478

420
191
229

194
109
85

357
158
199

408
208
200

321
180
141
YM6/17
5488
3100

YM7/18

1205
408
797

346
146
200

1255
417
838

250
107
143

959
426
533

446
191
255

205
109
96

378
158
220

433
208
225

340
180
160
Yr17/18
5817
3100

Yr18/19

1278
408
870

367
146
221

1330
417
913

265
107
158

1016
426
590

472
191
281

217
109
108

401
158
243

459
208
251

360
180
180
YM8/19
6165
3100
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1L. Infrastructure plans

EXHIBIT 78

Track / Perway - Axle loading (Current status)
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EXHIBIT 79

Electrification (Current status)
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EXHIBIT 80

Expansionary Infrastructure expenc ture timeline
Bmln Premrathm for Growth

(;go to two years)

Infrastructure- Increasemtefcadng
eip»n<!oni • Increase mat Ine capacity to
Ptrway/attt Sin*
" "' • EsfcomSlnt project

• Plr«atdouBlnao<l!C8-NsC2fliie
• Watcrberg-Fhasesj-S

8*B0nal passing loops

Sustained ; wrtli
few to tin" arsj ^
• Irntas: T ta lontfrin

Increase: si llnecspacKf a tin*

CoMolIdau
(tor to sewn yean;)

g
Coegj)
S l
Irxreneade loading on
G b l t m U l l

tnaoseaxielocdno
, Oreral bund dout*s

Coal91itt Tojea (Including Ovenlt tunnel- coil SImt project (hduolng
o v w w l timnd doubling)

t project * E&cvn 3Ztnt project
QfBde icpsfBttoft • Line trtp^nj SiDOdsnycfsptus*

Une t/ip9; i Broattinyercplan-EnMTo &meto
Watsbsr, - Phasei 2'5 ftdfUVonal pssslns* Swwi raB CrA I5mt
teop ^ • DwWkifl of i9 crtHai devtoHom
M*ngsne: l£»*n(pi{Hotaze(*Qiega)
O r tine F* ise2A to KtSmtpa
Swazlra^ iklSmt

InffiMtrochirt •
npaiu lw
B O f l

Ififrasbucture •
opansbnt
Signaling

Upflit toolc/l Bodkop-
ItoiaKk. Manganese 16mtpa
Mtw and Upgraded sub-sbt'era
inJOHTH

Manganese

;lfimtpa New Mi Update]

- se2A D <23rntpB power

Incruse t cMcal capacity on the AC
KCUOO cr 'ic COB) His
CutSlrrt Toject

GoFnf̂ etlon of tfie convenion n
3KVDC to 2SVVAX! EimdtHVwiM
Soulh
CoilSlmtprojoct
b t o l U m t project
Upgrade substations end electrical
Bqrfpment
w t b

• Cwrvrncfic-ivvIlhthecorwerstonQfSkV

g { p )
commenoa wilh UK «eailflouo<! or

ComersloTiorjkVCCtolWACon

Comrnunii.- J
. nstrf i ta

s ; lEmtpa

• Cbnvnence wUi the re-slgnBllng of
the ceal line (CBA)
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EXHIBIT 81

Track / Perway - AxJ : loading (Future status)
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EXHIBIT 82

Electrification (Future status)

•'s:/v>
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EXHIBIT 83

Maintenance fnfrastructure expenditure timeline (1/3)
Pr.p.nlton for growth

6u*Mei«Jo«a (ie» rotrra years) _ _ ^ _ _

Infratnictvrt * Jnmseon-tractmuri'nrscafBdrf
milaluiaiKcl anr! rrotfuaMtr
•v>talnh«l>m>nr t totfirwd

IDttStm)
• Increues!

AatfaiUiJ nil icfl leaned (B&Sbw
tt 10t5toi)
InactK sl

7S0tm)

Wmtle tnuaoBt lungmsi
«S»«m(rVlLMA),

• lnaeuetaiuataeenlfi0(75O-
tnrkm)

• UnrpVEUirenurefnentjyrarnf
•soon)

Syslem (U6HD}
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EXHIBIT 84

Maintenance infrastructure expenditure timeline (2/3)
SusOlnetf prawtlt

l l h r t

lfrfnstrnd«r«
Tndtn*t<rtqilaicn>al

TrUlnil«b(U<lom2S'|nuiraycle
WCTvtMkO

TmatomubftttktKSOToBrfifacycie

ttantta InKNMkn

• CanoMrton of tingle mwied

• SubsrstemfeptKcmnttoertcWUe

• MprtteswUmf font capper t
fltn { C M I tnt, Hmsanoe cm
rrt tor, Sentiwwd orcj, Kouthtawd

Sutsystn itptactnMl Is etarf Hie
(eg. man trad circus, ramie
conlRri ly inm; pmwr equtpnwrt)
H'mtt lystmn finn iqppa ID K iu
nbtc (Pal QiBbetn - Oe Aar« Oe Aar

W C U E r t , Ogla)

Su!»yibn R^bcefncrtt b emend ETB
(e.0* RptoA bKt cliaib, renuwt
atom yata% power equ!pme«t)

systvm (tfuce ptat sita)
• R«loi>tlItgofKmhnd»n-
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a (Ellbuig-
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99 pj
FfdgM tamkMSl rues aromence

- IVdBoston KcpUce m. hMadlnn In Die
K«NO i d f EHt t t

Transnet Freight Rail
1064 Locomotives Team

Capital projects
25/04/2013

1
Page 107 of

117

0057-0364-0001-0108

TRANSNET-REF-BUNDLE-00385



I
I
I
I
I
I
I

I
I
I
I
I
I
I
I
I
I I
I
1 ,

J3

}

I

%

I

108

EXHIBIT 85

Maintenance Infrastructure expenditure timeline (3/3)

lnfnctrueturt

Preparation far prawtfi

I M replace tcust
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12. Wagon requirements

EXHIBIT 86
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PROPOSED CAPEX BUDGET OVER SEVEN YEARS AFTER SMOOTHING
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13. Locomotive types and capacity

EXHIBIT 87

The GFB fleet currently has a total capacity of «92 MGTK per year

Electric Diesel

Loco
type

£E

7E

8E

9E

10E

HE

ME

18E

Number
in fleet

7S

216

37

0

101

1

8

597

Total capacity
{MGTK p.B.)

2,507

23,224

19

0

13,79S

130

330

34,026

Loco
type

33

34

3S

36

37

38

39

43

Number
Inflect

S

318

145

167

70

33

53

53

Total capacity
(M<mC p.a.)

33

7,689

1,005

244

1,372

827

2,852

4,235

Total 1038 74,031 Total S50 18.626

The current fleet is made up of 66 percent electric and 34 percent diesel with a tot
locomotives and capacity of 92 million gross ton kilometres per year. The active GFB flc

operational fleet and the fleet undergoing maintenance, but excludes mothballs
operational fleet consists of the locomotives available for operations. Typically, 12 p
fleet's locomotives are undergoing maintenance or minor repairs, but this varies depe
reliability of individual locomotives and locomotive classes at any point In time.

The operational fleet is categorised into "shunters" and "workhorses." Workhorses ar
hauling loads between hubs, and generate the income earning net ton kilometres. The
locomotive efficiency measures. Shunters are primarily used to place and clear loaded
trains before departure. Although shunters are not prime Income earners, they are an
of operations and an overhead cost that must be covered.

I fleet she of 1,888
it Includes both the
i locomotives. The
;rcent of the active
ding on the level of

the prime movers,
' are TFR's inputs in
/agons and compile

: ssentlal component
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14. Locomotive specifications

Locomotives have a long lifespan and the technology is constantly evolving, Therefore, to maintain
efficiencies and capacity, TFR needs to procure recently designed locomotive types that not only enable it to
deliver on the Fleet Plan but also capture tha aforementioned operational efficiencies,

EXHIBIT 88

General locomotive specifications

Locomotive feature

Energy source

Maximum axle load .
(tonnes)

Continuous tractive
effort'

Electric
• 25kvACand3kv

DC

22

. Bo-Bo Co-Co

267 400

Diesel
Diesel

22

• Bo-Bo Co-Co

; 267 400

Dae tO

IRANSNEr

(pRELMINARY

E

|

I

Base speed
34 34

. Maximum operating
speed (km/hr)

1 Bo-Bm 252J It" 9131 km/hr ami OS-CK 377« lew at 34 km/hr

SOURCE: 10M Loco Buttons Case tanexure 1C- Lomnotlve Spjdtoitons

100 100

Exhibit 9, above, shows the high-level specifications of the locomotives to be procured. A major feature of

the procurement Is that it offers suppliers the choice of providing either Bo-Bo9 or Co-Co10 wheel
configurations. It also requires the electric locomotives to run on both AC and DC lines given South Africa's
gridline structure.

The proposed locomotives have significant improvements In engine design and lower pollutants per tonne
kilometre. They are 8 percent more fuel efficient and are also more powerful, with a continuous tractive
effort of 349 kN compared to the 218 kN of the class 34 diesels in dry conditions.

A direct comparison of class 6E and 18E to the proposed new locomotive is not possible. However, our
knowledge of and experience with the recently delivered 19E and 15E suggest TFR can expect an electrical

9 Two-wheel configuration

1 ° Three-wheel configuration
Transnet Freight Rail
1064 Locomotives Team
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efficiency Improvement of at least 18 percent; as well as regenerative capability that feeds power back into
the Eskom grid. The design calls for a tractive effort between 267 and 400 kN, which is considerably higher
than the 170 kN of the 6E series or the 200 kN of the 18E se les.

15. Technology

The new locomotives will all be equipped with new technology which is currently being retrofitted to the
existing fleet. The technologies are summarised below.

• Integrated Asset Tracking to track locomotives and wagons using a combination of tracking
technologies including GPS and GPRS.

• Electronic Control Pneumatic Braking (ECPB). This enhances the current pressurised air brake
system by sending an electric signal via a contol cable simultaneously to all wagons to apply
their brakes. This eliminates the propagation de ay encountered in the traditional system where
the signal Is pneumatically transmitted from t ie locomotive down the length of the train. A
result of this system trains brake more respoisively and more evenly and safer. It Is being
Implemented on all 200 wagon trains.

• Radio Distributed Power enables drlverless locomotives to be placed within the length of the
train and remotely control them from the lead ocomotive. This enables longer and safer trains
as the tractive forces are more evenly distributed along the length of the train. Coupler
breakages because are reduced to being eliminated as the tractive forces are no longer
concentrated at the leading locomotive consist.

This technology was pioneered on the Iron Ore Export Line and will be used in other heavy haul operations
but will not be universally fitted.

• Cab based authorisation, control and commurvcation systems. This cab mounted equipment
provides an unobtrusive visual display to the drver with easy and intuitive controls and Inputs.
There are also Interfaces to the locomotive controls providing automatic stop features In the
event of over speeding or failure to adhere to a valid command.

All new locomotive designs will incorporate the design ergonomics of these systems and interfaces to the
locomotive controls conception through to commissioning.

Retrofitting this equipment to existing locomotives almost always results In suboptimal ergonomic designs
and control interfaces.

• Electronic Fuel Injection Engine Technology prcvides better green fuel efficiencies and higher
power output using micro controllers that Intelligently switches the engine on and off to
eliminate excessive idling. Indications are that these could reduce the energy bill for these
locomotives with up to 10 percent.

• Data Loggers report on the condition (health) of the locomotive fleet, thereby optimising
maintenance and Improving efficiencies In the maintenance of the locomotive fleet. It is planned

Transnet Freight Rail
1064 Locomotives Team

Capital projects
25/04/2013 Page 112 of

117

0057-0364-0001-0113

TRANSNET-REF-BUNDLE-00390



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

-1

]
"\

.1
1

II 0$

that this information Is transmitted bapk to the central locomotive control for maintenance
planning and to analytically develop pr:ventatlve maintenance measures.
Trip Optimisers are being tested and evaluated for diesels and are being considered for electric
locomotives. The Trip Optimiser result; in significant fuel and energy savings as it computes the
best match for the throttle / notch position of the locomotive to preloaded profile for the trip
and running time to be achieved. Using the trip optimiser ensures that only the optimum power
Is applied at any one time and integrated over the trip, the minimum energy is consumed. As a
stand-alone system with automatic throttle control, energy savings of 3 percent -17 percent are
indicated In the commercial literature depending on the locomotive type, track conditions and
driver behaviour. Further savings are possible depending on the degree of Integration into other
systems such as Dynamic Brake Control, Integration with Train Authorisation Systems and
ultimately Movement Planning.

I,
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16. Change management plan

Arcs

1' New Train Crew

2 Existing Train Crew

3 N ew trtfn operating (

4 Current Locomotive T

Scoot

Tnlri 30S5 driven overilfe ofMDS

• Retrain existing crew onto new
oco motives,

• Gonfvlttratn crew on newopentlng

practise'!

• Electronic Control Pneumatic Braking

• Radio Controlled Power

• On Board Computers with fpeed

profile and limit of authorisation

movement control

Responsibility and Plan

Respontlblei School of Rail and legUtlci Integration

Current there Is a captdtr of £00 drivers and SOOtraln assistants perv«r .TM»

will b« continuously reviewed bared on the following le i n Initiatives:

1. One man craw project that wilt allowTFRto fa i l track trained assistants to

>ecome train drivers

2. Continuous Profession*) Le»mlneprocr»m being put In place of the

currertrellctntlngprocr?m,Thl* will reduce the rellcenslng protram from 22

d»yi per 2 years down to 6 days per 2 years as per Intern* Son* 1 alignment best

practice.

3. Impmx4ng train running tlrn«s with 1h* ln]*cUon of the new, more reliable

and opentfona!lyfl*Kible fleet of locomotive* will require a revlewof number

of drivers required,

4. Qeate sufficient capacity for additional new recruits.

Caveat:statttnlnlng Immediate,ly

Man:

• Trainingmajdmum numbercf drivers possible to dose thartfitl and

create excess supplyforyears where Soft cannot meet demand

• Supplement new driven by fast tracking trained axslttants to become

it In drivers

Responsible: School of Rail and Logistics Integration
Convardon takes place according to rollout
Diesel -Diesel and Electric-Electric: 8 working days and three supervised
"quarafltfned"trfpy under local section manager
Diesel-Electrlcand Electric-01 tsel (15 working days and three supervised
^quarantined" trips under local section manager;
• Phalabora-Richards Bay:completed forclaxs 430
• Si Idahna* completed for Class 43D
• V7etfed«t;andOgles -undenvayfofMafubi

Respontlblei Central Manager. Lefifties Integration supported bydianf*
Leadership
Plaru
t Already Implctpentcrf Phstabora-Rlchardt Bay ( Die tecsonx learned to
prepare consultation material)
• Prepare consultation mater!»l based on deployment p l a n - e n d April 2013
• Prepare roll-out countrywide basad on loco deployment plan.
» Consult with labour on trains running throush and by-pa islng yards. Crew
change In-line.
• Conduct fac* to face engage merits with Train Oew Stiff (Section
Managers/Train drtvers,TnIn Assistants and loco prep-crews) based on
depiovmentpUn timelines

Responsible; School of Rail and Logistics Integration

Current technologies being furtherroIUd out

Plant

* Plandeveleped to bringcurrentdrlverc and p inonal to trie latest

technologies being deployed

• Continuously update training material wlththt later technologies being

deployed to deliver new recruits to the naw technologies

• Included In conversion course where required.

• Points abovi applyto School of Enjlneerinr

Transnet Freight Rail
1064 Locomotives Team
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5 New Locomotive Technologies • Driver

SJ Cab Based Authorisatlc

5,2 TripOpHmliert

S Locomotive Commits

• Similar to the On Board Computer but

with seditions! features to fully

replace llneitde signallingsystems-

• Computes the best match forthrottie

/notch position i?alri«t preloaded

spesd and gradient profile

• Ensure surTicItrtskilled technical

staff to receive i n i commission
Ipcornctfves on delivery

7 Locomotive PbrwtntTFR

7.1 TFR- •LoeoControC

7.2 TFR-Loco Resource PI

7.3 Loco Condltien and Log

• Monltorlngand Oversight of

locomotive plartn :ncand utilisation
• Accountable for locomotive illocwtlon

to Evil nets Units
• Final accountability for locomotive

utilisation

• Accountable for locomotive* meeting

• Receive, anal yie and utilise Info from
on board Loco Monitoring System,

9 Receive, analyse and utilise Info from

wsystd« Acoustic 3e%r!ng Monitor

System

* Direct axtra-orcniry maintenance

• Strategic,tactical and operational

planning and dep oymentof
locomotive i

• Deviation rnor.kortng and corrective
action

• Current condition of locomotive

• Planned maintenance schedule
* Loco history

1

Heipcrulhlft! Development: TechnologyManagemenl
mplemantitlon:Capital Program

Training Matcrfal'.Technotogy Management (Technics! Lead)

(tall Directives (Train Working Regulations)
School ofRall (Compile Training Material)

Training: School of Rait

Plan:

As the new technology Is rolled out by corridor. Not directly linked tc the 1064
but will reQUlre retro-flttlngax and when.

Responsible: Development; TechnBloeyManigement

rnplemtntiilon! Capital Program
Training Ma tertali Technology Management (Technical Lead)

lail Directives {Train Working Regulations)
School of Rail (Compile Tralnlnc Material)

Training: School of Rail

Plan:
» Incorporated Into drivertralnlnf.As the new technology's «c« p*»d and

oiled out.

Risk: Identified esvXey Risk

Rasponstbia: Cs p!t» ] Progra m
PIsrt

• Sufficient skilled technical staff exist within Transnet, particularly in Transnet

jiglneerlngas locomotive Fleet ma>nagen »nd similar.

• Identify the Transrct pool of skilled staff competent to corr.mlss.jn/ accept

1 ocomotf ves -Capital Progra m

• Compile commissioning schedule — Capital Program

• Initial liaison wlthTEforrvcondmentof staff for the duration of locomotive
commlssloningjiroceii -TFR CEandTECE

• Detail and dynamic liaison wIlhTE ltcordfngto dellvcryschcdule-Capltat

ResponilbleiGeneral Manager, Lo|lit)cs Integration

Plum

• Develop Stiff structure-complete

* Approve Structure —Chief Opt Off •complete.

• Approve structure-CEind GMHuman Capital -await ingf inal signature

• Appoint staff-Target commence Uune 2015-compfete Dec 2013

Note: Manystaff with requisite skills exist withinTransnet and TE.

Reiponslble:General W»nager,Capital Proirtmand Information Technologyfor

systamcapablllty

General Manager. Logistics Integration for planning fsee Loco Control)

Dullness Units foroptratlonal ex*cut!on

• Integrated Asset *nd Train Planning capabilitybelnjt revamped snd upgraded

-Capital Program-24 months,(Business Case,Tender, Procure,Commission

»ndTr»ln, Implement)

Responsible: General Manager, Capital Program and Information Technology for

system capability
General Msnager, LogUtles Integration foroperatlorial use

Plan:
» Integrate wlthTEsystems

» Load maintenance program*
t Integrate wfth track and wayside monitoring equipment.

o Hot Box detectors
o In motion weighbridge

o AcouiticBetrirteDetectors

Transnet Freight Rail
1064 Locomotives Team

Capital projects
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B ' locomotive MaintenanceT€

8.1 Align maintenance par

8.2 Skills

8.9 Depots

M Labour

8.5 Sparci

• Workshop new maintenance

paradigm with TE

» To have sufficient and proper skills tn

place to maintain new technoloey

locomotives

t To optimise ma Intenance depots
bated on ma Intern nee workload and
hew practice*

• Consult with tabouron Impact of

maintenance practise I and JWI IS on
i t i f f in { requirements

• To ensure corr«ct»n<J sufficient
spares

Responsible: aTFR with CETEon high level Implications
General Manater,Capita! Program.COO and General Manager, Logistics

rteffatlon on practical Implementation with thelrTEcounterparts

ipeda l l i td rapalrofflt-cn:flt-off components and not workshop repair,

predictive a nelysls from monitor! ng systems, spa res rea dy for ci lled-l n

ocomotlve, technician 1o locomotive and not locomotive to workshop/depot,

Impact on skills, Impact on staff numbers, Impact on depots.

Rare

• Workshop maintenance paradigms, skills transfer from OEM, skills training,

staff requirement* and workshop locations

• Plan engagement with Labour

• Complete Inline with award p m c t t l [Adjudication Informs the process).

ResponsJU*iTE COO a nd GM Locomotives

Supported by Genera) Manager, Capital Program and General Manager, Logistic*

Intesration.

Plan:

• In conjunction with OEM's, determine required skill set/s

• Informed by maintenance plan*, determine number of technicians required

m d skills

• Assess curreniartlian* forskllls migration (from mechanlcand ftlectrldanto

dlacnostldan)

• Determine ftafflnc perdepot based on locomotive deployment

[Two months after adjudication)

• Have technical support from the relevant OEMs fora defined period to ensure

that maintenance activities remain relevant and to required standard.Thli

ensures thatthere Is a smooth transition of technology understanding as well

as redudne the risk of flaet reliability dlmlnlshlnf due to poor qua llty

nalnte nance.

flcsponilbJe:TE COO and 6M Locomotives
Informed by General Manager, Capital Program and Genera) Manager, lojlstlcs
Integration.
Plan:
• TFR Informs required maintenance facilities based on deployment and
workload-done-see deployment plan
• TTTt^ndTE alien en final depot location, fati titles required-end June 2013

• TE consolidates depots to final plan-according to rollout and deployment

and consolidation of eurrentflcet.

Responsible:TE COO and GM Locomotives

Supported by General Manacar, Logistics Integration and General Manager, -

Capital Program, Executive Manager Employee Relations;

Han:

• Workshop with labourbased new maintenance paradigm and requirements

{«iJ2il£2£«L_ __
• Ongoing consultation on affected depot bvdopotbaslt

RespenflblfltTE COO and GM Locomotives

Supported by General Manatee, Logistic* Inteeratlonand General Ma nicer.

Capita) PrDiram

Ptan:

• Determine spares hoi din y based on OEM maintenance schedules

• Initial spares mpplyto be negotiated as part of contract

• Adjust requirements based on practical experience

• With Procurement, set up mechanisms to minimise dellverydelay

• On basis Df pending maintenance work, ensure spares are on the workshop

floor to await arrival of locomotive.

• Have full OEM support for the fleets deployed

I
I
I
I
I
I
I
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Project Authorisation Signatures

Transnet Freight Rail

Submission recommended:

Siyabonga Gama
Chief Executive: Freight Rail

Transnet Group

Submission recommended:

Anoj Singh
Chief Financial Officer

Submission recommended;

Brian Molefe
Group Chief Executive

117

Date

Date

Date
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Appendix 2
Office of Ayanda Ceba, Group Company Secretary

TO WHOM IT MAY CONCERN

m

11b
TRANSNEr

r
CERTIFIED EXCERPT FROM THE DRAFT MINUTES OF THE SPECIAL MEETING OF THE TRANSNET BOARD OF
DIRECTORS NO.13/3 HELD ON 25 APRIL 2013 AT 14:00 IN BOARDROOM 4623,46™ FLOOR, CARLTON CENTRE,
JOHANNESBURG

"6.1 Procurement of 1064 locomotives forthe TFR General Freight Business

RESOLVED that the Board approved the following:
• The business case for the acquisition of the 1064 locomotives for TFR's General

Freight Business at an estimated cost of R38.Sbn as per the Corporate Plan (excluding
potential effects from forex hedging, forex escalation, and other price escalations). 13/3/4"

AYANDA CEBA
Group Company Secretary
TransnetSOCUd
Date: 26 April 2013

TranenetSOCLtd
Registration Number
1990/000900/30

Carton Centre
150 Commissioner Street
Johannesburg
2001

P.O. Box 72501
Parkview, Johannesburg
SouUi Africa, 2122
T+2711308 3001
F+2711308 2638

3
Director* HE Mlorarazl (Chairman) B Molefe* (Group Chief Exoarthre) UK Choubey* m f amraiil Y Forbes HD Gazendsm Nf> Mnrasana N Moola NR KJete IH Enarma
IB Stosana ITslabalala DU Tshspe A StoBh" (Group Chief Financial Offtas)
'EMOiHve "IneSai

vnvw.transnetnet

Group Company Secretary: ANC Ceha
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lRANSNET
Mafia Mlcwanra, chairman

J

'

Honourabie Minister Malusi Gigaba
Minister of Public Enterprises
Private Bag X15
Hatfield
0028

Fax: 012 4311039

Dear Honourable Minister Gigaba

APPLICATION FOR SECTION 54 APPROVAL I N TERMS OF THE PUBLIC FINANCE
MANAGEMENT ACT ("PFMA"}: ACQUISITION OF 1064 LOCOMOTIVES FOR
TRANSNET FREIGHT RAIL'S GENERAL FREIGHT BUSINESS

n
j Purpose•

r-v The purpose of this letter is to seek approval from the Shareholder Minister of our planned

I f investment to acquire 1 064 locomotives for Transnet Freight Rail's General Freight Business

(GFB). This is'being done in accordance with the requirements of the PFMA and Treasury
regulations and guidelines.

1 -1 The Board of Directors at their meeting of 25 April 2013 approved the proposed investment
Transnet plans to acquire 1064 locomotives at an estimated total cost of R38,6 billion over
the next seven years. This Investment in conjunction with investing in related infrastructure
and wagons will facilitate the planned ramp up in GFB volumes from 80mt to 170mt over the
next seven years as anticipated in the Market Demand Strategy (MDS) which is aligned to

. Transnet 2013/14 Corporate Plan.

I j ^,. Transnet has been interacting with the Shareholder representatives as part of the

I
stakeholder engagement strategy formulated for Investments requiring Shareholder
approval. The business case was presented to Transnefs various internal approval
governance bodies, Capital Investment Committee, Executive Committee, Board Acquisitions
and Disposals Committee and Board of Directors.

I Governance

An enhanced governance process was devised for the approval of the investment to acquire
I

f -» O i l l«l |l IUI IWUU VjUVUillUIIVfU ^ I U U . « W VV(U VJUVI^XuU IUI UIW U|^ ) / IU«UI V I U I U I I IV^^UI IWI IL L.U Ul^UUIIC

I I ' 1064 locomotives for Freight Rail's GFB. This includes the establishment of a Locomotive

j ' Steering Committee (LSO) which is mandated by Transnefs Executive Committee and
chaired by the Group Chief Executive Officer. The Group Chief Rnandal Officer, TFR Chief

• ' Transnet SOC Ltd Carton Centre P.O. Box 72501
Registration Number 150 Commissioner Parkview, Johannesburg
1990/000900/30 Street South Africa, 2122

Johannesburg T + 2 7 1 1 3 0 8 3001
2001 F +2711308 2368

Directors! HE Wcwanazl (Chatrrran) S Molefc* (Group Chief feeaiSve) NK Ctoubey* MA FanuaW Y Fortes HD Gazendam NP Mnxasana N Moola NR NJete IM Sharma rnm.transnetn-t
IB Skosara JTshabalata D1J T * ! p e A Singh* (Group Chief FVianda! Officer}

Group Company Secretary; ANC Cebs

0057-0364-0001-0120
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Executive and Group Executive: Legal are some of the members of the LSO. The purpose of
the LSO is to oversee the entire project In terms of the following: ,

1. Business case development '
2. Recommendation of the business case for approval by the abovementioned approval

bodies.
3. Procurement and tender process
4. Negotiating and contracting with the successful tenderer
5. Locomotive manufacture process and adherence to production deadlines and targets

during the construction of the locomotives

In addition to the LSO the following has also been established.

A governance framework has been developed specifically for this transaction and includes:
a. Highest standards of confidentiality, reinforced through the High Value Tender

(HVT) process with oversight from Transnet Internal Audit
b. A project management office has been set up at TFR with specific

responsibilities of:
i. Tracking progress towards milestones,

ii. Establishing and owning a virtual data room based on best practice,
Hi. Scheduling Steering Committee meetings at the Chairperson's request
iv. Following up on action items and
v. Ensuring confidentiality protocols are in place

Investment

This business case provides the rationale to invest in the profitable General Freight Business
(GFB) by procuring 1064 new locomotives (465 dlesel, 599 electric). This business case
demonstrates a deaf need to accelerate locomotive deployment to enable delivery against
Transnefs Market Demand Strategy and achieve South Africa's broader socioeconomic
objectives.

The average age of the current GFB fleet of 1 888 locomotives is 32 years. The design life of
a locomotive is 30 years. No investment was made in locomotives between 1992 and 2008
and current acquisitions (50 like new, 100 dlesels, 43 diesels and 95 electrics) fall far short
of the market demand and road to rail migration initiative.

The two options explored include the 'do nothing' scenario which is economically unviable
and does not support the volume growth expected in the MDS and will jeopardise the
2013/14 Corporate Plan. The only viable option is for Transnet to invest in the acquisition of
the 1064 locomotives (599 electric and 465 diesel).
The new locomotive purchase will:

a. Create value for Transnet by enabling:
I. TFR to deliver 170 mt by 2018/19 and thereby achieve its MDS target.

0057-0364-0001-0121
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ii. This will result In a positive NPV (R2,7 billion at the TFR hurdle rate of
18.56% and R34,l billion at the TFR WACC of 12.56%),

iif. Top-line growth
iv. Enhanced return on assets (ROA), and

v. An improved environmental footprint.

b. Lower the cost of doing business in South Africa by enabling operational
efficiencies that will increase customer satisfaction and facilitate a shift from
road to rail.

c. Create and preserve 28,000 direct and indirect South African jobs, and R68
billion in economic impact through local supplier development

Benefits of the acquisition include:

a. Improved operational efficiency:

I. Increased availability of fleet from the current 85% to 93%

ii. Improved reliability as newer fleet is less susceptible to breakdowns

lii. Increased tractive effort will result in fewer locomotives required to
pull a similar length train

Iv. Dual Voltage design enables trains to traverse AC and DC
configurations avoiding the time consuming practice of changeovers.

v. Fleet standardisation will result in a simplified maintenance regime

b. Create business opportunities for Transnet Engineering who will participate
substantially in the localisation programme.

Benefits for the country include:
a. Creation of R68 billion in localisation benefits for the economy as the Transnet

IOCEI content requirement is 55% and 60% for diesel and electric locomotives
respectively.

b. Catalyse the sustainable development of a South African locomotive
production industry based on the procurement of 1064 locomotives over
approximately 7 years and an estimated on-going annual need of 80
locomotives driven by TFR's 30-year replacement life policy

c. Development of manufacturing skills and creation and preservation of 28 000
direct and indirect jobs

d. Improve road safety (fewer road fatalities) and general road condition by
moving freight from road to rail.

e. Environmental impacted In a positive way through reduced carbon emissions
by the newer fleet

Benefits to business include:

a. Increased customer satisfaction as improved fleet reliability results in reliability
and predictability of service which provides 'piece of mind' to customers.

I0057-0364-0001-0122
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b. Lowering the cost of doing business by aggressively pursuing a shift from road
to rail as rail becomes more cost effective for transportation of freight for
distances greater than J300km.

Programmatic procurement strategy
A robust procurement strategy and appropriate governance processes have been designed
and instituted to ensure transparency, fairness, and value maximisation for Transnet. The
procurement strategy for this project has been approved by the Board of Directors and
include the following key aspects:

a. Alignment to Government's socio-economic policy framework
b. Developing skills, creating jobs and transferring technology through increasing

the local content thresholds (55% for diesel and 50% for electric locomotives)
c. Open tender process which will result in the broadest possible supplier base

bidding for Transnefs business thereby maximising va!ue for Transnet
d. A six step evaluation methodology will be applied with the following criteria:

vi. Price 60% weighting
vii. Supplier development 20% weighting
viii. Broad-based Black Economic Empowerment 2C% weighting.

Risks
The risks that are inherent in a procurement event of this nature have been identified and
mitigation strategies are or will be put In place to ensure that the risks to the company are
mitigated. Some of the key risks identified include:

Risk
Volumes: volume risk has the greatest potential
to impact NPV. A slight underperformance (7%
versus MDS targets), Transnet would experience
revenue shortfalls of R16.4 billion and a reduction
in NPV of R1.7 billion. However, under the worst
case scenario (growth of volumes In line With
GDP) NPV would be reduced by over R2D billion.

Delivery schedule. TFR already has a shortfall of
DC electrics, with the electric locomotive shortfall
projected to grow to approximately 140 by 2015.
Given the previously expected timelines to
procure new locomotives locally, TFR may not be
able to close this shortfall until the end of the
MDS period. Under the base case (procurement in
line with schedules stipulated in the RFP), R13.3
billion In MDS revenues would be at risk; this
would triple under a moderately delayed scenario
with further downside under the worst-case
scenario.

Tariffs. The MDS GFB tariffs are expected to

Mitigating actions/considerations
• This reinforces the need for a flexible

procurement 2nd contracting strategy,
allowing loconotives to be brought
online as they ere needed.

• Take or pay contracts are to be
negotiated and put in place.

• Procurement end production timelines
are being tightly managed to ensure the
swiftest possible locomotfve delivery,
and immediate mitigation strategies are
being explored. These indude front-
loading ' orders with international
suppliers and exploring leasing options.

• Payment requirements to suppliers to
Incentivise delivery of locomotives.

» Cost reduction and efficiency

0057-0364-0001-0123
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Increase faster than CPI through 2020 (7%
1 versus 6%). Given that the pricing on almost all
GFB commodities Is below the cost of full
economic recovery even after taking into account
all efficiencies, the pricing corridor in TFR's plan is
achievable. However, should global and local
economic conditions create challenges and tariffs
above- CPI cannot be Implemented, the

{ implication would be a reduction in the NPV of
the business case by upwards of R4 billion.

Foreign exchange exposure. The Rand's
depreciation against the US dollar by 10% this
year would increase the price for a transaction of
this size by approximately R2 billion.

Locomotive purchase price. Additional locomotive
price risks (e.g., change order risks related to
detailed specifications). A purchase price Increase
of 10% would have a R1.5 billion impact on NPV.

Improvt.Tient initiatives will need to be
develop id on a continual basis to
ensure Jiat the Transnet cost base is as
lean as possible.

• TransneJs Group policy on Financial
Risk Management requires that all
contract; must be either Rand-based or
effecth/E-.y hedged to minimise the risk
of finar. ial loss due to exchange rate
fluctuati ins. Should a Rand-based
contract not be possible, hedge
accountig will be applied to manage
any foreign exchange volatility. The
project' /ill be hedged according to the
Group policy.

• Price ris s need to be actively managed
during c ntracttng and negotiations

Funding
hunding of the acquisition of the 1064 locomotives (R38,5 b(j ion) is included In Transnet's
overall funding requirement of R86 billion over the next 6 yea s. Two thirds (R25 billion) of
the funding requirement will be via cash generated from "ransnet operations and the
remainder (R14 billion) will be sourced through the Global f edlum Term Note, Domestic
Medium Term Note, Development Finance Institutions, snd Export Credit Agencies
expending on the most cost efficient option.

E usiness Integration
Operational readiness is critical to TFR, Transnet and the country extracting the benefits the
acquisition is capable of delivering. Integration of locomotves with demand, wagons,
infrastructure, operations other divisions where port interface U required Is thus essential. In
addition human resource development underlies all the other integration nodes and thus the
t: alning of more than 3000 train drivers and assistants is also a <ey project dependency.

A comprehensive information pack containing the following
reference:

attached for your ease of

I'.: \
I
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• Board of Directors Resolution - Annexure A;
• Executive Summary - Annexure B;
• Business Case - Annexure C

The ongoing consultation between Transnet and the DPE thus far as well as the Information
contained in this letter will enable the Honourable Minister to assess this request timeously.
In addition this will enable tiie Committee established by the Honourable Minister to meet
urgently to facilitate the approval process.

Please do not hesitate to contact my office if you require further clarity with regard to the
proposed investment.

Kind regards

Mafika/Mkwanazi
Chairman, Trans.net SOC L
Date: /y^

y

0057-0364-0001-0125
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Kafila Hbnrimi, Oalrran

Honourable Minister Pravin Gordhan
Minister of Rnance
Private Bag X115
Pretoria
0001

Fax: 012 315 5126

Dear Honourable Minister Gordhan

NOTIFICATION: APPLICATION FOR SECTION 5 4 APPROVAL IN TERMS OF THE
PUBLIC FINANCE MANAGEMENT ACT ("PFMA") - ACQUISITION OF 1064
LOCOMOTIVES FOR TRANSNET F HEIGHT RAIL'S GENERAL FREIGHT BUSINESS

The purpose .of this letter is to notify the National Treasury of Transnefs application to its
Shareholder Minister (Department tf Public Enterprises) of our planned investment to
acquire 1054 locomotives for Transn £ Freight Rail's General Freight Business (GFB). This is
being done in accordance with the requirements of the Public Rnance Management Act
(PFMA) and Treasury Regulations.

Transnet will acquire 1064 locomotives at an estimated total cost of R38,6 billion over the
next seven years. This investment in conjunction with Investing in related Infrastructure and
wagons will facilitate the planned ra np up in GFB volumes from 80mt to 170mt over the
next seven years as anticipated in ths Market Demand Strategy (MDS) which forms the basis
of Transnefs 2013/14 Corporate Plan.

Transnet has been interacting with the Shareholder representatives as well as National
Treasury representatives (Ravesh Rsjlal and Luyolo Ntfangula) as part of the stakeholder
engagement strategy formulated for Transnefs Investmenfs requiring Shareholder approval.

A comprehensive information pack containing the following Is attached for your ease of
reference:

• Board of Directors Resolution - Annexure A;
• Section 54 Letter of Application to the Minister of Public Enterprises - Annexure B
• Executive Summary-Annexur 2 C; •
• Business Case - Annexure D.

; j

!

i
i

TnntxetSOCUd Cvttsa Centre P.O.Box 72501 i
Registration Number 150 Commissioner Partylew, Johannes, urg
1990/000900/30 Street South AfHo, 2122

T+27U30?3001 • .
Ff2711308 2363

_. . J tMoUfc* (Group DterEracuHve) NX OIOJ :y» MA r^uiW r ftrtB HD E»itnd»m NP Mnn=»n» N Mooli NR NJda W S w r a
D 5ioBta iTshatabli OUTifitpeASiigh'tCKupOitfFlnindaj ORte)

s Tnttan

ISO Commissioner
Street
Johannesbury
2001

Group Company Secretary's ANC Cdm
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Please do not hesitate to contact my office if you require further clarity with regard to the
proposed Investment,

Kind regards

Mafikaf^kwanazi
Chairman

0057-0364-0001-0127
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Investigation of allegations into irregularities in the
procurement and award of the 1064 Locomotive tender

I
I0057-0364-0001-0128
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n BACKGROUND

In 2012, Transnet embarked on the tender process for the acquisition of 1064 locomotives for the

General Freight Business (GFB). The Request For Proposal (RFP) was issued to the market, bid

responses were received and the process was evaluated. Four bidders were shortlisted for

negotiations and contracts were subsequently concluded and awarded to China South Rail, China

North. Rail, General Electric and Bombadier Technologies on 17 March 2014. In terms of policies

and procedures, Transnet requires that all procurement processes are fair, equitable, transparent,

competitive and cost-effective. ' •

In the last few weeks, several corruption and/or fraud allegations were made through the media

about the process followed in procuring the 1064 locomotives and the awarding of the contract to

the 4 suppliers.

Transnet is committed to a zero tolerance stance towards fraud, corruption and / or other economic

crimes and is committed to acting professionally, fairly and with integrity in all of its business

dealings and relationships, wherever it operates.

The Board of Directors in its endeavor to promote good corporate governance and ethical

leadership, has appointed a legal firm to conduct an investigation into the alleged irregularities

relating to the procurement and award of the 1064 locomotive tender awarded on 17 March 2014.

The board has requested that an investigation be conducted in line with the following scope:

SCOPE OF WORK

The scope of work will address but not limited to the following:

L Whether the process followed in procuring the 1064 locomotives was in compliance with the

company's procurement policies and procedures as well as the applicable National Treasury

Regulations;

2. To identify all persons, companies and timelines involved in the procurement process
including identification of each person's role or company's role and the relationships thereof;

I
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3. Review, verify and validate the submissions (relating to this the 1064 loco "Transaction")

made to the Acquisitions and Disposal Committee (ADC) and the Board. Should there be

exceptions noted, appropriate follow up investigation procedures should be implored.

4. As regards the price of the "Transaction", ascertain the reasons for the increase (if there was

an increase) in the estimated to!al cost ('TETC") and whether such reasons are reasonable

and/or justified; this will include an investigatioa into the allegations made in various media

. reports including (but not limited to) the allegations in the article by the Huffpost 09 June

2017 and also the allegations by the EFF summarised as follows*.

M7.4billion.of taxpayers' money was lost in inflated prices on the purchase
of "
1054 locomotives;

The money was lost to corruption during the procurement of the
locomotives;

. The EFF dossier points fingers at various people as having influenced the

process; The final offers, per locomotive, to Transnet by the 4 suppliers after

negotiations had taken place was as follows:

China North Rail; R27,360,000

• General Electric: R24,312,OOO

• Bombadien 1128,788,150
China South Rail: R28,900,900

However a month after negotiations had concluded, Gupta companies who served as

advisers to Transnat proposed an accelerated delivery schedule and rocketed the prices

from the suppliers and pocketing RIO-million from eachRSO-million locomotive that

Transnet is buying.

The Guptas entered through Regiments Capital and Trillion. "When they

started with their work, the prices shot up. Regiments Capital prepared a

financial and risk analysis for Transnet The analysis compares the costs of the

original delivery schedule of the locomotives and an accelerated delivery

schedule; It takes into account drivers and forex costs before arriving at a

conclusion that an accelerated delivery schedule would be cheaper. They did

not reduce prices but increased it and pocketed billions in theprocess through

corruption.
5.
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Establish whether prices were inflated after hedging, and determine whether contingencies and
escalations were added.
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6. Establish vhat governance processes were employed in implementing the 'Tfinsaction" and

the appropriateness/effectiveness thereof;

7. Review of Transnet policies to the extent that the investigation recommends such;

8. Conduct irterviews with the chairpersons of the various adjudication rommittees to

ascertain fie business case and/or motivationfor the "Transaction" and their understanding

of the financial and governance implications that are involved in the "Transaction" Including

their unde standing of the price increase and governance of the "Transactior";

9. Interview t ie team that dealt with the Treasury/Financing package for the "Transaction".

10. Interview r ffidals of the Secretariat of Transnet to understand their role in tr 2 safekeeping,

access and distribution of all documents pertaining to the "Transaction";

11. Where neressary, interview all other parties involved in the negoration of the
"Transactor 1";

12. Investigate whetherthe existence of a contract between Tequesta, allegedly c wned by Salim

Essa and C£R Hong Kong; .

13. Provide recommendations to Transnet on the findings that arise from the investigations and

on the possible actionsto be taken against anyone, if any;

14. Provide re ommendatlons to Transnet on how to prevent further occur ences of the

findings and on compliance with applicable government laws, rules, regulators, policies and

procedures

15. Present fomat and Informal written and/or oral opinions concerning the fincngs;

Duration of the investigation

The Investigation will be for a period of 12 weeks (3 months), at the most, broken down as
follows:

1. Planning and studying of documents: (2 weeks)

2. Analysis if evidence, interviews and consolidation of Information: (8 week;)

0057-0364-0001-0133
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j 3. Formulating of conclusions and recommendations and report writing: (2 weeks)

i fhe final report will be issued at the latest fay 30 September 2017.
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Exhibit of documentation that was requested from Transnet

1. The post BAFO memorandum prepared by the 6 man CFET team together with

their file of working documents;

A copy of the Application to the Shareholder Minister for the Acquisitic i of 100 Dual

voltage electric locos dated 10 April 2014;

2. The Joint quotation referred to in a memorandum from Ravi Nair o Siyabonga

Gama dated 19 May 2015;

3. All communication from TFR and/or Transnet to the author of th- : attachment

including but not limited to any mandate or scope of appointment cf ART;

4. Memorandum, submissions and minutes, which served before the steering

committee on 12 December 2012;

5. High Value Tender working papers of 7TA, SKX and Ernst & Young;

6. The duly signed business case- referred to in a memorandum from / noj Singh to

Brian Molefe at 29 April 2013, as well 3S all revision versions theret J;

7. The final submissions made by each of the four OEMs after the negc :iation stage

(see Item 41a of PWC letter dated 16 August 2017);

8. All the working papers, calculations and excel spreadsheets and othe • documents

for each of items A to G referred to In the Molefe Memorandum t i the Board

dated 23 May 2014;

9. Expert opinion of David Potter regarding the business case (see item 27 of

Werksmans 1 September 2017 email);

10. All documents relating to the involvement of Webber Wentzel (see terns 4 and

20 on Werksmans 1 September 2017 email);

11. All reports, memoranda, notes or equivalent and all calculations, business cases

/ scenarios, working papers and excel spreadsheets relating to the p-oposal and

decision TE was to be used by each of the suppliers;

12. All approvals in relation to the decision thatTE be used by each of th ; suppliers;

13. Report backs by OEMs to Steering Committee - referred to in agreement signed

with OEMs;

0057-0364-0001-0135
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14. From TE (all this Info should be readily available from the CFO or chief accountant

ofTE):

a. Total Invoices to date from TE to each of GE, bombardier, CNR and

CSR;

b. Total payments to date received by TE (including any prepayments)

from each of GE, Bombardier, CNR and CSR;

c. Total Gross Profit on invoices rendered;

d. The total value of orders placed by each of Gt, Bombardier, CNR

and CSR with TE;

e. The current status of each of the orders, w i l l expected delivery

dates and payment dates;

f. TE's estimated GP in Rand and % based on its costings for each of

the orders;

g. Details of the total spend to date, and the rec pients of payments

for the move of the OEMs to Durban;

h. How was the cost for the moves accounted for in the Transnet group

financial statements?

15. Board approval of the points scoring system to be used for t ie evaluation of the

tenders (per Yousuf Laher, he prepared the points scoring system but it was

approved by the board);

16. We have almost no information from the negotiation phase e.g. proposals and

counter proposals until price finally arrived at - other tha \ CSR letter which

provides a summary. We presume there must have been something In writing:

proposals, emails letters, documentation, workings, in particular re the escalation

and the hedging which was negotiated after the BAFO evalua jon;

17. All communication from TFR and/or Transnet to the author of the attachment

Including but not limited to any mandate or scope of appointnent of ART.

.8. Recordings of or notes taken of the negotiations with the different OEM's held at

the offices of Webber Wentzel. We were Initially told that mlrutes were taken of

the negotiations and recordings took place, these were said to be with TFR/ SCS.

0057-0364-0001-0136
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We later received a host of recordings, which wers inaudible, and in no particular

sequence or explanation of who was involved in t i e discussion being recorded.

19. During the course of an interview with Yousuf Laher, he mentioned that he

designed the evaluation criteria for the evaluatior of the bidders, and that such

criteria was approved by the board, we requesred such approval as well as

minutes of the said board meeting, this was never proffered.

20. Annexure K to both Diesel and Electric RFPs, annexure K being "locomotive

specification"
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0 HotonWeifaWUSB To be confirmed by GO

1064 Locomotive Transaction Request: Index of Information provided

Letter Content (Werksmans1 Ref#: Mr H Jacobs/Ms 0 Murphy/om/TRAN2746.64/#5060873v1)

3.1 All minutes of the decisions to split the award to more than 2 successful OEMS a i well as Ins minutes of lha BAOC, BOO and CAPIC evidencing these

decision!. AH submissions, memoranda and reports provided to then committee! In the contemplation of this decision

BOD 2015:

S.5B T1A Report 25 Nov2015.pdf
9.5 Memo TIA Report 25 Nov 2015.pdf
7.9a DoAGCE 25 Nov 2015.
7.9 Momo DoA AGCE 25 Nov 2015.PDF
7.8b Revised DoA Framawrt (Without trade changes) 25 Nov
2O15.pdf
7.8a Revised DoA Framework (Tracked) 25 Nov 2015.pdf
7.8 Memo DoA Framework 25 Nov 2015.pdf Checked Out
7.1 a Proposed 2016-17 Shareholder's Compact 25 Ncv 2O15.pdf
6.8c Drall 2016-17FY Shareholder's Compact 27 Aug 2015.PDF
6.8b 2015-16FY Shareholder's Compact 25 Aug 2015.PDF
6.8.MemoPropos5dShareholder'sCompact2015-17n' 27Aug
2015PDF
6.8a Oran 2016-17 Shareholder's Corrpact27 Aug 2015.
42 Corporate Plan 2015-16FY.PDF
4.12015-16FY Shareholder Compact FinalPDF
4.12015-16FY Shareholder Compact Final 29 Jan 2015

8 0 0 2014:

Hem 8.4d 10B4 GFB locomolives Increase In ETC May 2014
6.3« Draft 2014.15 Shareholder Compact 13 Feb 2014.pdf

SADC2015:
14 Transnet Engineerhg January 2015
5.6a PPPFA Preferential Procurement Regulations Instruction Nols
6.S Memo Status update of transactions approved by the GCE 23 Feb 2015
6.5 Memo Transactors epprcved by GCE20 Nov 2015.pdf
6.5 Memo Transactions approved by GCE20 Nov 2015
6.3a TFR 1064 Locomotive update 1 0 d 2O15.pdl
6.3a TFR 10E4 Locomotive update 10cl2015
B.3(l) 1064 Locomoaves Report 5 Nov 2O15.pdf
6.3 Update on locomotives programma risk management 26 April
6J Memo Feedback on 10B4 Lows TransacDon 10ctober 2015.pdf
Select or deselect Oils Item
6.3 feedback on 1064 Locomofoes 5 Nov 2015.pdf
6.3 Feedback on 1064 Locomotives 5 Nov 2015new
5.5 DoA Framework approved 28 August 2014 _30 February 2015.PDF
5.4(10 Revised DoA Framework 16 Aug 2015.1 Oct2015.pdf
5.40 Revised DoA Framework 16 Aug 2015 10ct 2O15.pdf

BADC 2014:
5.1 _ 5.2 465 and 599 Electric Locomotive Acqulslton Feb 2014-Ppt*
6.6 Memo Status update of transacSons approved by the GCE 23 Fob 2015 PDF
6.5 Transactions approved by GCE 21 August 2014.pdf
65 Memo Transactions approved by GCE 20 Noverrber 2014.PDF

0057-0364-0001-0138
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6.3b Proposed Corrections to Sie 2014-15 Draft SH Compact _ 13
Feb2014.pdf
6.3a Shareholder Compact 2014-15FY 13Feb2014pdf
6.2b(2) Funding Plan 2014-15FY13 Feb 2O14.pdf
6.2b{1)2014-15FY Funding Plan i3Feb2014pdf
B.2a(2) MOS1 Recon to Feb Board meeting final 13 Feb 20i4.pdf
6.2a(1} Corporate Plan for 13 Feb 2014 BOO Mtg.pdf

BOD 2013:

Item 4.4 Presentation 1054 Locomotives 25 Apr 2013new
Item4.41ocos Proouiemenl of 1064 Locos 25 Apr 2O13.pdf
Kern 4.4 Locomotlva Business Case 25 Apr 2013.pdf
Item 4.4 (a) Memo to Loco Business Case 25 Apr 2013.pdf
9.4 Annex ura D PPPFA application Gordhan to Glgaba 29 May
2013.pdf

9.4 - Annexure A 29 May 2013 _ InlervenSon wilh exemption -
Mkwanazi la G^abipdf
9.4 Annexure C PPPFA Glgaba to Gordrian 29 May 2O13.pdf
9.1 GROUP EXCO STRUCTUREppt
8.3 ANNEXURE A 29 May 2013.pdf
7.5c Prs-Funding Annexure B 23 Oct 2O13.pdf
7.5b Pre - Fund'ng Approval- Annexure A 23 Oct 2013.pdf
7.5a P r e - funding Approval Oct 2013.pdf
21064 Locos Business Case 2 May 2013 dated 25 April 2013 pdf
Board Submission. 21054 Locos Business Case 25 Aprl 2O13.pd1
6.8c DOA Framework 29 May 2O13.pdf
6.8bGCEDOA29May2O13.pdf
6.3 Shareholder Compact 13-14.pdf
9.4 Annexure B Legal Onion PPPFA 29 M3y 2O13.pdf
1 Memo 1064 Locos Business Cass 2 May 2O13.pdl

6.4 Status updated Feb 2O14.pdt
6.4 Memo Status update ol transactions 26 May 2014.
633 Locomotive Presentation 21 Aug 2O14.pp5c
62a Locomotrve PresentaGon21 Aug 2OH.pdf
6J2J Locomotives acqulslUon (1) 26 May 2014POF
6.2.1a BAOC SubmlsslDn on Loco Impact - 2B May 2014.pdf
6.2.1 Memo Corporals plan and HOatives . 1064 Initiative 26 May 2014.pdf
6.1b Impact of Locomotive Dep on Cap Inv31 March 2O14.pdf
6.2 Feedback an locomotives 21 Aug 2014.pdf
5.9 Acqulsfuon of 599 Electric Locomoirves 27 Jan 2014.pdf
5.2 Acquisition of additional locomotives 27 January 2O14.pdf
5.1 _ S2 465 and 599 Electric LocomotrVe Acquisition 26 Feb
5.1 Supply of 465 New Diesel LocomoSves 27 January 2014 .pdf
5.1 LocomoSves lncreaselnETC26May2014.pdf

BADC2013:

4.8 PPPFA January 2013 BADC
75a Current status wilh regard to the 1064 locos 20 March 2013.pdf
7.5s 1064 Locos Q'jaba - Mkwanari - PPPF Act from DPE 27 March
5.1c Procuremsnt of 10E4 locomoBves lor Ihe General Freight Business-FINAL
April 2013.pdf
5.4b - SD in Procurement Methodology Feb 2013.pdf
5.4 - BADC submission re PPPFAJ3Feb2013(2).pp!x
5.6a PPPFA Preferential Procurement Regulations Inslrudion Notepptx
20120418 • Procurement of 1054 locomoirves for tie General Freight Business •
FINAL 25 April 2013ppbt
7.5 Loco - Update to BADC pages 27 March 2O13.ppK
1 Memo 1064 Locos Business Case 29 April 2013.pdf
7.4d Annexure C- Proposed evaluation methodology- PPPFA.pdf
7.4c Annexure B Opinion Vas Sonl 27 March 2O13.pdf
7.4b Annexure A Instructions to Counsel 27 March 2Q13.pdf
7.4a Memo SEN_ Memo PPPFA 27 March 2O13.pdf
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BOD 2012:

Item 6.9.1 Delegation of Authority Framework as at 14 August 2012
6.9 Memo Delegation ol Authority 29 August 201Zpdf
Risk Appetite Statement Feb 2012.pdf
Transnet Risk Appetite Framework Feb 2012.pdf
Summary - Risk Management Plan.pdf
Summary - Risk Appotlle.pdf
Summary- ERM Strategy and Framework.pd'
Risk Management Plan 2012-13 (feb12J.pdf
Hem 4.4 (a) Memo la Loco Business Case_ Molefe - Boardpdf
Item 4.4 Locos Procuremenl of 1064 Locos.pdf
Hem 4.4 Presentation 1064 Locomo0ves.pdf
Item 08.15a Memo 1064 LocomoBves Approval process for (he
acquisition of 106413 April 2012.pdf
8.5 - Borrcwrig Plan 2012-02-08 (cleartf.pdf
Item 08.15b 1064 Locomotives presentation (Anrrexure AJ.pdf

CAPIC2014:

• 8.4d 1064 GFB Locomotives Increase In ETC 18 Jun 2014

CAPIC2013:

6.4a V-:rro Stalus update on Ins PPM and CPPPM 27 Hay 2: llpdf
5795 lass 20EGFVElee Locos Signed Memo27 Sept201: pdf
5.7 S5 Class 20E GFB Electric Locomofives 27 Sepl 2013
5 4a Fi :mework for 8ie Sub -delegation 29 July 2013.pdf
5.2a M1 Ration of OTS volumes at risk 27 Sept 2013.pdf
5.1b FT curement of 1064 Locos 23 April 2013.pdf

5.1 a Pr :curement of 1064 Locos Memo 23 April 2013pdf
BADC2012:

7.5c 1C '4 Locos 2 letters behwocn Mkwanszi end G'gaba _ £:. jnBon of Ihe
exempt si
4.9PF'AOct2012BADC.pdf
6.3 Tli« 1064 GFB Locomofive Acquisition 23 Jul 2012^ d(
7.5 Loc: • Updale to BADC pages vlpptx
\\emS2 t80Qass6E-1 LocotraLves^df
BACOHlMemo-SubmlssionoflheTenderTransactlanapF.' vedbyBADC 22
Nov20".pdf
B.4 and J.5 - PPPFA and Borrowing plan 15 Feb 2012.pdf
6.2 Msr i Update on lenders approved 28 June 2O12.pdl
6.2 Apt; wed Transnet action 28 Juna 2012.pdf
6.14 Dc\ lncreasaRetiuest26Janiiary2012.pdf
5.1 Dde atoi of Aulhority Framework 21 Aug 2O12.pdt
5.1 Annr cure A Delegations ofAuthoriry Framework Aug 2012 df
4.4DCAI9Apr!.pdf
4.4 DoA 9April2O12.pdf
4.1a loeiTFR Locos 18 April 2012.
4.1106-1TFR Locos 19 Aprtpdf
6.2J Sc oe of I E h 1064 locomotive

1064 (LSCJ Locc lothre Stttrfng Committee:
1064 ET; approval by Transnet Board_4 June 2014.pdf
R301 E ineracasa 1064.Correspondencel2tters.pdf
MINUTE j . 18 APRIL 2013 jdf

0057-0364-0001-0140
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• 32- Procurement of 112 locomotives Coal Una 18 Jul 2013
CAPIC 2012:

• Loco 1064 Invest Comm Presentation 19 March 2012
• Item 7.Z (a) Capital discussion

Q Still to be prcvWed by GCS O ™ 9 Provided On US8

0 HotonWertomns'USS TobeccnflrmHfbyGO

• MJNUTES -19 AUG 2015.pdf
• 1064 LSC MINUTES -21 SEPT 2O15.pdf
• 1054LDCoSleercom04-1516FY20November2015^df
• 1054 Group Loco SleerCom-TM Report-21 Jan 201S.pptx
• 1054 LSC MINUTES-18 APRIL 2O13.pdf
• 1064 LSC MINUTES-19 AUG 2015

32 All written communicaton from Ins 4 successful OEMs in response to

the clariSrattans Issued by Transnel between December 2013 and

Febjvaiy2014.

3.3 Ths policy document styled "Tender Management Control

Framework.'

3.4 The policy document styled 'High Value Tender Protocol.'

3.5 The duly singed Business Case- refened loin a memorandum from

AnoJ Singh to Brian Molefe al 29 AprJ 2013. As wen as an revision

versions subsequent thereto.

3.6 AD correspondence exchanged between Transnetand the Master of

Pubfc Enterprise for Ihe period of Mar* 2012 lo April 2014.

3.7 All correspondence exchanged between Transnel and Die Minister ol

Fhaice and or National Treasury for Die period of March 2012 to

April 2014

.RESPONSES-, •:?: :<;'•>:• ••: * ;ev '^""^c^x w^?:^m
• TFR should have provided (8 Sept 2017)

• TFR Highlighted that they have provided the information already and would fte
to understand iwfiat Is missing from what they have provided

• We have PPM (there is no document Kited Tend. Management Control

Framevwrk)

• GroupSCSprcvldedacopy(notVVerkEmans'USB)

• TFR is (allowing up on signed versions and they promised to wide once they

managed lo locate he document

• NotE some ot these correspondence memcs 8 letter are amonj, Ihe
submissions contained under 3.1 above.

• Approved teller to Minister GordJian dated 11/03/2014 (wiih Annexi ' BA
C * submissions)

• U>!er to Minister Glgaba elated 30 Apiit 2013
• Letfer to MinisterGordhandated 30 Apr! 2013 •Submission andexcer, if

(he minutes

0057-0364-0001-0141
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3.8 Allcorrespondencseichangeiibetv/eenlhsMinlstErofFinance

arid/or National Treasury with the Minister of PibBc Enterprise for the

period of March 2012 lo April 2014 in which Transnet was courtesy

copied.

Q Stilbbt ovUedbyGCsO TFft 0 Provided On USB

Q HotonWi-bnarfUSa To be confirmed by KS

• Memo + Report (ETC tncr; se) excerpt of (he minutes dated 23 May 2014
• Memo for final business c t approval dated 29 April 2013
• Approved memos for appr al 17 Jan 2014 (Award for Eleclric Diesel). Page

7 8 8 of Ms memo addres. 5 Ihe motivation for split of business awarded.
Certified excerpt on minute 6 step evaluation methodology Is also aUached
to this memo.

• Memo, Approval to ssnd Is * b Die Minister dated 21 Feb 2014
• Award of Tender for 1054 ( 39 Electric and 465 Diesel) LocomoSves

Presentation to the Beard.-'. qulsfubn and Disposal Cound (BADC) [BID
results presentation (BAFC

4. Supplementary Documents

4.1 The mandated jssuad to McKlnsev and to Regiments from the LSC

and/or the BOO and/or the GCE.

4 2 The letters ol appointment to the Cross Functional Negcfeton Team

4.3 All submissions to tha BOO Including Ihe memorandum d'aied 23 May

2014 from Brian Molefa to tha BOO, as well as t ie minutes of Ihe

• McXjnsey Contract

• DOA Framework and GCE DaA* derBOD201342D12fo«crs

• Wil only be able to provide sign J mandates for BOD and GCE once we have
access lo Carton Centre

• We are s6J trying to locate BIB r jidate for Ihe LSC. However, note that we only
had one meeting In 2013 and Iru 2* meeting was in AprI 2015

• TFR confirmed that thsyhavspc Aied ttia InfbrmaSon.

• Note: There ware no m'nuies fcf he evalualloa During evaluafioa engineers wBl

sign declaration of interests, do 'i • evaluations and then provide a technical report

once completed. Thai report hsc een provided to Werksmans.

• We hav8 copies of Ihe DedaraL' of Interests by Bie members of the CFNT)-
notlnWerksrnjns'USa

• Check USB content BOO Folder i Indicated under item 3.1 abOve
• Note that here are also a few dc jmentslhalarenotontheUSBcolfecled.We

wil provide tomorroiv (Nokuthuh USB)
• Minutes wO be prcvidsd ones w= ave access lo Carlton Centre

I
I
I
I
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board meeting when It was resolved la approve the memorandum

that served before the board.

4.4 Minutes (not art excerpt of a minute) of BADC meeting held on the 25

AprI2013.

4.5 Minutes (not an exceiplo'a mtnule) of liie Special meeting of BOO

field on 25 April 2013.

4.6 Minute (not an excerpt of a minute) BADC meeting held on t ie 27

May 2013.

Q StmtobeprovidedbyCCS 9 TFR 0 Provided On US8

O NclonWatamaflifUSB To be confirmed by GCS

• Wffl be provided ones we have access to Carton Centre

• Will be provided ones we have access to Canton Centre

• Wil ba provided ones we have access lo Carllon Centre

4.7 The undermentioned documentation, all of which are contained in an excerpt of the BOO meeting held on 29 May 2013

• The approved financial Risk Management Framework

• Documents referred to In (ha Delegation olAu'^orilyFramewofk,
attached as Annexure B Including the fallowings:

- MOI + Board Reserved Matters + Company Strategy

- Shareholder's Compact (2013/ 2014/2015)
• Corporate Plan, Annual Budget and Borrowing Strategy and/or

Funding Plan ol the Company as approved by (ha BOD In relalion to
tha 1064 Transaction [Note: at least for period 2012- 2013,2013-
2014,2014-2016.]

- Enterprise Risk Management Framework; and

- Any approvals by the Board and the Minister of Finance for the
delegation of the power to borrow money or Issue a guarantee,
indemnify or security, or enter Into any other transactor) that binds or

Approved by he Board on 29 May 2013
Check policy Folder on USB
DoA will ba under 'DoA" folder and some copies as part of submission under 3.1
above
MOI
Bard reserves matters (pad of DoA)
MOS PresentaBon as part of submissions under lem 3.1 above

> Shareholder Compact bloer
> Check Corporate Plan folder

• Check poicy folder for a copy approved in 2012

• DoA (Treasury delegation)

0057-0364-0001-0143
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0 SiltobeprcvidHibrGaQ TTH 0 Provided On USB

0 HotonWerfamans'USB •;• To bs confirmed by GO

may bhd 8ie Company to any ftJEure rnancial commtant in terms of :
sacfcnirf«ollhePFMA,hreiatlCMloft8i064Transaclicn. !

4Ji Minutes (not an excerpt of a minute) of trie BAOC specs! meeting

held on 29 July 2013.

To be provided ones we have access to Carlton Centre

4.9 We note thai SCS and TFR only have a draR minute of Bis mealing of

the Locomoflve Steering Commillee (ISC) held on 19 August 2013.

May we have the approved version of the minute as well as the

following:

• MDS funding model referred to In paragraph 10
• Report referred loh paragraph 13
• - Official DPE approval referred to h paragraph 18+response

referred lo In 21

There was only one meeting we are aware of in 2013.

There was a meeting on 19 August 2015 (see minutes attached under LSC folder
TE and TFR Company Secretarial did not have any meethgs on the dale
Funding model and some correspondence we have at our disposal are part of
the content provided in USB

4.10 Minutes of the following BADC meetings:
4.10.1 Keeling held on 20 August 2013;
4.1 D.2 Meeting held on 27 September 2013;
4.10.3 MeeSnghtkl on 21 October 2013
General
• 4.6a Risk Assessment Report. Risk Assessment and Mitigalions for

the 1064 Locomotives Transactor! 6 November 2014
5.6.1 PWC assessment of TE and OEM readiiess
7.S Loco - Updale lo BADC pages v2 - Transaction advisory learn
6.2.3 Scope of TE In 1054 locomotive Transaction
loco 1064 Invesi Comm Presentation Jan 2012
R301.Biislnsss case 1054
1064 ETC approval by TrartsnetBoardjt June 2014
Letter lo MKster Brown -1064 Locomotives Detailing OEM breakdown
Warrant R301 -1054 Locomotivej part5 (Pegs 38-75 of the Business
Case dated 25 April 2014)

Will b3 provided ones we have access to Catlton Centre

JoA

'olicioa

OoA Framework approved on 25 NOT 2015
Delegation of Authority Framework effective 1 September 2012
Delegation ol Authority Framework approved 28 August 2014
3.3 Delegation of Authority Framework approved 2B August 2014

8.1.1 Independent Review of Capitol Costs Policy {2)

Item 5JWACC Policy

CAPITAL POLICIES ftUS ANNEXURES - 31 MARCH 2010

ERM Strategy and Framework 2012-2014

Transnet Financial Risk Management Framework-29 May 2013

Items Not on Werksmans' USB (to be provided today)

0057-0364-0001-0144
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Warrant R301 - 10H Locomotives part 4 (Paga 1- 37 of me Business
Cass dated 25 April 2014)

• Warrant R301-10S4 Locomotives part 3.pdf [Letter from Brian to the
Board, requesting approval to negotiate and Award - Deisel... dated 17
January 2014, Evaluation Methodology, T1A Recorrmendalion,
definitions; Memo to Minister GIgaba from Mkwanazl dated 30Apr2013,
Letter to Gordhan from Mtaranazl; memo from Singh to Molefe signed
Aprl2013; Resolution from BOD Spedal MeeBng 25 Apr 2013]

• Warrant R301 -1064 locomotives part 21 Memo from Motefa to BOD
dated 17 Jan 2014 Request lor approval lo negofiate and award for
Electric; 1064 locomotives HVT & FRM Evaluation Report; Eva'ualibn
Methodology; TIA Recommendation and Definitions]

. Warrant R391 • 1064 LocomotNs* p»rt 1.pdf [Warrant R301 ETC
Increase; Latter to Mkwanazl, Transnet PFMA Application from Gig aba
dated 2013JG8/03; Excerpt-Resolution BOO 2B May 2014 ETC Increase;
BADC Resolution 26 May 2014; Excerpt BADC Mnules 25 April 2013
PPPFA;GEC/GIT22 April 2013 resolution; Excerpt TFR Investment
Committee 09 March 2012; Email from Prisdlia Naldoo to Pragssen
PiSay and othei; Minutes Excerpl of Capital Inveslment Committee 18
Apr 2013; Memo from Molele lo the Board signed In May 2014]

• Warrant R301 • 1064 Locomotive* part E.pdf [Page 77-117 Business
Case]
5.1 Locomofives Increase In ETC (ADC 28 May 2014) - Molefe-
BADCpdf

• Memo - Acceptance of Final Business Case _ 1054 Locos Business
Case.pd!

• Letter torn Department of Public Enterprises _ Mokholo to Molefe.pdf
• Response to queries raised- Brian -AnoJ- Mkwanazl
• PGortrian-PFMAApp!ica!k)n.pdf
• Approval to send letter lo minister

Smfnfatry13O8061534O -13 June 2013SecBon 54 Application Modise to
Gfgaba.pdr

Q Stll to be provided by GCS Q TFR 0 ProvlddOnUSS

Q NotonWerbmans'USB To be confirmed by GCS

• 201718FY Signed Sharetraldeis Compattpdf
• 2139.001 _ Memo Approval of Market Demand Strategy _ Gigaba.pd[
• 9a Resolutions Register- 23 Apr2013-1054.pdr
• 9.2jAnnexurelBOD28May2014.pdf
• 6.16LocomolJveslncreaseApprovedMay2014.PDF
• 6.3bCapexRepcrtd3tedMay2013.pdf
• 6.3aMemoCapesReport18Jtiri2013.ptif
• 5.3BAnnei(ureA1_SignedoffSuppiyChainPoHcy.pdl
• 5.3a Supply chain poticy.pdf
• 5.2J APPENDIX G - VafMfty of BBBEE Certificates V2 final 2013BADC 20 Aug

2O13.pdf
• 5.21 APPENDIX F- Appointment of Consultants V2 final 2013BADC20Aug

20134idf
• 5.2h APPENDIX E - Principles anil Processes for Condonations BADC 20 Aug

2013 pdl
• 5^g APPENDIX D BADC 20 Au32013.pdJ
• 5ilAPPENDrxc-lncofams.V2Jnal2013BADC20Aug 2013.pdf
• 5.2e APPENDIX B-Rotes and ResponsibJitles V2 final 2013 BADC 20 Aug

2O13.pdf
• 5.2c Annexure B.PPM Revision_V2_?013Jna! unfacked.pdf
• 52b Annexure A Summary of main changes to Jie PPMJ7Aug2013.v2 pdf
• 5 2aRevisedPPMincorpora6ngCPPPMmemo.pdf
• 5.2aRevisedPPMIncoipora6ngCPPPMmemod3led7Auaust2013 20

August 2O13.pdf
• 5.2a Revised PPM IncorporaSng CPPPM memo 7 August 2013
• McKinŝ y Incorporated Agreement 15 January 2014.pdf
• Approved Transnel PPM.V1>ug2012.efTecfre 1Ocl2012.pdl
• Approved PPM_v2_October 2013.pdf
• Signed SharehoWerCornpact2012-13.pdf
• Signed 2015-1B Shareholder's Compactpdf
• Signed 2014-15 Shareholdej Compactpdf

0057-0364-0001-0145
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• Slatus wiSi regard to : 064 Locomolh/e lender. Singh to BADCpdf
• 9.4 - Annexura A - F,... juest Intervention with regard to exemption form

PPPFMA.prfi
• 9.4 Memo Current si- T/S wrt 1064 locos Tender, to Board May

2O13.pdf
• Item 4.4 (a) Memo to .oco Business Case _ Brian lo Board -requisition

for the procurement c 1054 Iocomo6ves.pdf
• 6.15a Bonmirig Ffe- (signed memo).pdf
• Memorandum of lncc.'ttrailon.pdf
• Item 03.15b 1054 Uc jmoBves presenlaSon (Annexure AJ.pdf

Letter to fte fXmfeter n fte MOI 29.04.13.pdf
• Shareholder's Conip-1201314 slgned.pdf
• Signed Sharetiolders .impact br 201415FY.pdl
• Board Reservsd Matt -s-pdF
• MololdjKlf
• 5.2a Revised PPM Inc :rporafing CPPPM memo^idf
• 6.4a Memo Stall's up-; ale on the PPM and CPPPM.pdf
• 31064 Accelerator R ^Assessment-Feedback on ths Accelerated

Loco Delivery and ASJ idated Novsmber 2O14.pdr

Q Still to be provided by GCSQ ™ ) Provided On USB

0 NotonWerbmans'US3 Tc > confirmed by GCS

Signed 2011.12 Shareholders CompacCpdl
Shareholder CompacL2013-14 Rnalodf

• MDSFnaf
• ltem6.4bAnnexur«APPMataglancs.pdl

HVT framing 2017_PreseniaBon V2.pptx
• HVT training 2017_PressfflaSonV2.pdf

Funding p(an.pdf
» FRM_BOARD_APPROVED06FE317pdf.pdf
> Financial Plan.pdf

Consolidated Audit Planning Memorandum _WT_ 2016.: 17 (002).pdf
Bus case part 34idf

• Bus case part 2.25 Apr 2013 Final Business Cascpdf
> Bus casa part 1pdf

Approved Mriutes 29 April 2015.pdf
> Approved minutes 23 Feb 2015.

20120430 • Fwcuremenl of 10S4 locomotives for the Gens 1 Freight Business •
FINAL DPE.pdf

> Anti-Fraud and An8-Corniplion Policy
5 6d Final Contract Management Procedure Manual 27 & ' 2013
5.2a MlSgation of MDS volumes at risk 27 Sept 2013.pdf
5.1aProcure2896»ragonsbrTFRandGFB27Sspt2013 df

> TransnetBoardSelf-AssessmEntReport2012.pdf
Annexure A - 7 August 2013 lettered!

> 12O80S Main DPE.PFMA Rolling Slocic Acquisition 17 Au? 42O12.pdf
• 6.2 Transnet Board Sell-Assessment 22 May 2013^-dl

6.2 TN BOO Evaluation report updated 20 May 2014 PB.PC
' 5.295LocomotivesBADC2013-memosdaled7and8AL 2013andAnnex

A.pdf

J-
> • > _ . .

j

J
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0 Sill to be provided tySCS0 ITS O PraviddOnUSS {

0 Nor.onWgtemsnj'USa : To be confirmed by GCS

1064 Locomotive Acquisition Transaction: Documents Still Required
D o c u m e n t D e s c r i p t i o n ••/:.• •'••• , -. • • ' • y ; K ••/••;•:••''; •""'•' • •

• " ' • ' 1 ' ' • • • - . • • ' • . V . ' . ' ' • . • • . . . - • • ' • ' ' • " . • ' • • • . • • • : ' • . • • . • • • ' • : ' • . " • • , . - "

' • • • • . - . : , ' . • : - •• , ' : • • • ' • • ' : : • ' - ' • ' . ' • ' . . ' \ " : ' - . ' ; • " ' • • ' • '

' • • • : :• ' • : ' ' • : • • ' • r i f y . ; ' , ; • ' , . ; • > • . • • . ; „ • • • . . . ' , : ' i , ' ' . \ : r J . ^ •-. / ^ . , \.[

Document',':

•; ':, '- i>- :; :-> i;.^';

Tqbe\ ::V
reeeiyKi '•

Received JNotreceiVed

Documents referred to in Correspondence

Transnet LeHer to Minister ol Public Enterprises (MPE) re exemption from PPPFA

Annexures A (o C to TransneTs letter to the MPE re application fcr section 54 approval
[Note: Please confirm If thesa are trie annmures attached to the electronic
business east received (21 July 2017)] •

• Annexure A-BOD Resolution
• AfmexureB-ExecuSvs Summary
• Annscure C - Business Casa [Note: SCSITFR to check for a signed venion

of thi business eau]
Responses to Transnefs request lor BAFOs dated 4 January 2014

19 March 2013

30 Apr! 2013

Group

Group

TFR/SCS

• Check Warrant R3011064
LocomoSve Parti (highlighted in
General documents above)

• BOD 2013 Solder
• TFRB provide signed business

case

Excerpts /Other Minutes [Kindly provide full, not excerpts and preferably signed versions plus i l l accompanying submission ̂ /Information or Bosrd Packs]

BADC meetinj held at 9h00, Carllon Centre, Board Room (SRJ 4703

Special meeting of BOO at 14h20, Carton Centre. Board Room (ER) 4523 [note: piuse
Include Uiose of Special meeting of BOD at 14h00, Ctrtton Centre, Board Room
(BR) <62S- any dlfrerencef II so why?] • we would fte

• (ha submission said to be contained in the pack -Paragraph 4.4

25 April 2013

25 April 2013

Group

Group

• Submission undar Item 31 (BOO,
3ADC folders)

• Minutes wij bs provided once we
:- ate access to Carton Centre

• 3OD 2013 folder on USB
• Contract Management po3cy (not

Wertemans USB)
• FPM
• Check Corporals plan folder

0057-0364-0001-0147
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» name+appointment+mandate of the Independent expert 4,4.4
• Corporate Plans referred to hlhe resolution afterpjrajraph 4.10

BADC meeting heldal 9h00, Cartel Centre, BR 4703
» BOD reselssitri of Its resolute to request PPPFA exemption (rom NT
• Report capital spend
• Cost analysis at (not on the electronic pack, we will check once we have access

lo Carton centre)
(Excerpt) BOO meeting heH alSJhQO, TE, Stimela Board Room (Winer Park, PTA)

• The approved Financial Risk Management Framework
• Documents referred to in the Delegation ol Authority Framework, attached as

Armature B
- MO1 + Board Reserved Matters+Company Strategy
- Shareholder's Compact
- Corporate Plan, Annual Budget and Borrowing Strategy and/or Funding Plan of

the Company as approved by the BOD In reiaSon to the 1054 Transaction
[Note: at least for period 2012 to 20UJ

- Enterprise Risk Management Framework; and
- Any approvals by the Board and (he Minister of Finance lor the delegation of the

power to borrow money or Issue a guarantee, indemnify or security, or enter Into
any other transactor) that binds or may bind the Company to any future financial
commitment in terms of section of 66 ol toe PFMA

- [Note: ECS/TFRto assist with locating the documents per the first 4 bullet
points immediately above]

(Excerpt) BADC special meeting held al 9h19, Carilon Centre, BR 4703

Meeting of the Locomotive Steering Commitles (LSC) [Note: Connmitd that SCS/lf-K
jrtly hat a draft of Ink minute]

• Haywhsvaths official vershn of liik
• MDS funding model referred to In paragraph 10
• Report referred to In paragraph 13
• Official DPS approval referral to In paragraph 18 * response referred toln21

0 StffltobtorovMedliyGCsQ TfR Q Provided On USB

0 NotonWertamns'Uffl TobecondmwfbyGCS

27 May 2013

29 May 2013

29 July 2013

19 August 2013

Group

Group

Group

Group

• BADC and BOD folders

• Referto4.7 above

• Mhules win be provided onca we
have access Carilon Centra

• Refer to 4.9 above

0057-0364-0001-0148
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-
(Excerpt) BADC meeling held at 9hO9, Carlton Centre, BR 4703

• Revised PPM incorporating CPPPM
(Excerpt) BADC meeling held at 9h17, Carllon Centre, BR 4S02

• Appointment of service provider referred to in the second submission

(Excerpt) BADC meeting held at 9ti17, Carlton Centre, BR 4902

0 Sill tabs provided by GCSO 7H 0 Provided On USB

O H°t°"Wcrbrans'US3 TobeconiinredbvGCS

20 August 2013

27 September
2013

21 October
2013

Group

Group

Group

• Copies of PPM (Nofcuthub's USB)

• Win tf K* fie minutes to contlrm
dste5.5

• MinubiWffl be provided once we
have a xess to Carlton Centre

• Minut-: wS be provided once we
have 3 xess lo Carllon Centre

Documents referred to in memoranda

Memo from Anoj Singh (AS) to Brain Molefe (BM) re acceplancs of Final Business Case
• Special BADC meeting of 23 Apr! 2013 - kindly provide minutes •submissions
• Interactive session arranged with Shareholder representatives- any minute

correspondence h thai regard (Request sent to TFR)
• Evtfenca of consensus and acceptance b be reached between TFR CE, GCFO

and GCE [Note: we yet to receive a signed version of the Business case -
nay we hive it]

Memo from BM re appointment of members of the CFET [Nota: TFR/SCS to please
provide appointment letters and mandate of member* of tha CFET]

• Strategic Procurement Plan [TFR (SCS) to check and advise]
• CFET Minutes (TFR (SCS) to check and advlit]

Memo from BM. AS, Garry Plla (GP) and Peter Volmink (PV) to the BADC ̂ submission
of the PPM for approval

• Annexures A and B referred to in paragraph 7 of this memo
Memo from SG lo Danle SmK re appointment to CFET

• Strategic Procurement Plan referred bin SIB introductory paragraph

Memo from Sh/abonga Gama (SG) to BM re status update step t and 2
• 77A report referred to under the signature clLucky Maootefe (see last page o!

memo) [TFR (SCS) (a chick ind idvlso]

29 April 2013

6 May 2013

7 August 2013

4 September
2013

26 July 2013

Group -
Yuiuf
Mahommed

Group/Tt
(SCS)

Group

TFR (SCS)

Group /Tl A

• BADC-1)13 Folder-submissions
• K5nu!=; will be provided ones wo

have s xes$ to Carlton Centra

• Refer ;.)4 2 above

Supply tialn policy
• PPM

• -:eiv:dfromTFR(SCS)21
J0I7

• Then is no TW report for the
transac ' as the original total
costm slhanR35b
(consul *S)

0057-0364-0001-0149
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Other Documents Required

In retsS.. 1 to the 1064 Transaction h general -
• 3ld iocumaii [Note: TFRSSCS has provided all Rf F» as well as the

financial submissions by the OEM's]
• fender Register
• SpedflcaTons - TFR (Technical) - i.e. Frikke Harris. SCS to facilitate
• Secwiyo/tenrfer/Kffiverf TFR [Note; S«ojrtty received Tor »dvancs

payments. Guarantee also recehred for CNR Relocation (only)]
• :VD!/o/frana'erof(temw7e/-Tf :R-Moota/Uabunda[NDte:Werksm3ra

:o request from these]
• \5dofnamesoflhaboardrnembersftatseivedhTransnetdurhgth9tender

'or tfie acquisition, pre-appllcation and post awarding the lender
• VtyLoan/Funding agreements that may have been concluded by TransnetfTFR

i relation to l ie transaction - T F R
Corresp: fence staled on page 2 of the noice from Bombardter will respect lo Transnel's
request'- crarwTE-fad^ioiallonriCTiKoedoespoorltoDurtaii
Per bus. » s case version 0 (data compiled: 5 Mach 2012)

• Vaiequsttheprhssc(th»95Electric end43Dieselbcamalfres(partof120?
xonvtkes) thst were approved and had already bten approved art] \mem
iltisr on order lender (see paragraph 4.3 'Proposed Resolution"!

(April 2015)

9Maich2012
(date of
submission)

Group/TFR

TFR

TFR

• TFR confirmed that they provkir.
informaSon on Fnday tie 8 Sep!
2017.

0057-0364-0001-0150
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ANNEXURE B

From: Nkululeko Sibiya Transnet Freight Rail JHB fmailto:Nkululeko.Sibiya@transnet.net1
Sent: 11 September 201712:11 PM
To: Thandi Tshabalala <ttshabalala<5)werksmans.com>; Lindiwe Mdletshe Transnet Freight iail JHB
<Lindiwe.Md)etshe(S>transnet.net>
Cc: Harold'Jacobs <HJacobs(5)werksmans.com>; Ndiphiwe Silinga Transnet Corporate JHB
<Ndiphiwe.Silinea(S)transnet.net>; Orla Murphy <omurphv<5>werksmans.com>

Subject: RE: 1064 Locomotive Acquisition Transaction [!WOV-Litfgation.FID385171]

Good Morning Thandi/Orla

I hope this email finds you well.

Please find herewith attached documents which I handed over to your driver on Friday, 08

September 2017.

I am aware that some of the information is still outstanding and! will try my best to secure le
balance within the week. Kindly refer to our comments (in blue) below regarding latest pro& ass.

Kind regards

Nkululeko

From: Thandi Tshabalala fmailto:ttshabalala@werksm3ns.coml

Sent: 01 September 2017 03:17 PM
To: Lindiwe Mdletshe Transnet Freight Rail JHB <Lindiwe.Mdletshe(S)transnet.net>: Nkulule'r o Sibiya
Transnet Freight Rail JHB <IMkululeko.Sibiya(S)transnet.net>
Cc: Harold Jacobs <HJacobs@werksmans.com>; Ndiphiwe Silinga Transnet Corporate JHB
<Ndiphiwe.SilinEa(5>transnet.net>: Orla Murphy <omurphy@werksmans.com>
Subject: RE: 1064 Locomotive Acquisition Transaction [IWOV-Litigation.FID385171]

CELEBRATINGTHE VISION AND DEDICATION
OF OUR FOUNDER NATHAN WERKSMAN
Click litre tov;ew our 100y*ar timeline-

. heplng you don iv 100 years

This email and its attachments are private, confidential, may be subject to legal professional privl ;ge and
are only for the use of the Intended recipient.

Dear Lindiwe and Nkululeko

Thank you for meeting with Orla and myself yesterday to discuss provision of the
documents referred to in the attachments to our trailing email. As discussed, plea, e see
below and attached (in red) confirmation of what was discussed/agreed in respect }f
each document.

Documents per PWC list, 3 August 2017-

1 The final submissions made by the four (4) OEM's after negotiations stage - you

informed us that all submissions from OEM's will have been made p ior to

0057-0364-0001-0151
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fir alisation of negotiations i.e. before or during negotiations. Kindly provide us with

all. submissions by the 4 OEM's before or during negotiations {along with the

re uests from TFR/Transnet requesting such submissions, if any) - We note it was

dU russed that these mostly comprise clarifications, of which the BA^O clarifications

we -e provided... However, the responses to the BAFO clarification 3 by the OEM's

an i clarifications/other info and responses after the 'BAFO stage' have yet to be

provided (these are to do with the negotiation stage - we understand that whatever

els iRcation/info required from the OEM's at this stage, TFR woul.i have required

•res oonses in writing);

I
I
I
I
I
I
I
I
I
I
I
I
I

J.

TFF submitted 2 files for both Electric and Diesel clarifications and responses during the

nei niations stage between February and March 2014. These have all th 2 communication

be' veen TFR and the OEMs.

Ot sr relevant information held by Supply Chain Services (throughout the

cor ;ultations information and/or documentation at Supply Chain Services were

ref rred to) - we discussed that this request may be vague in as far as it is too

brc id and refers to documents/information previously referred to by others (not

SC ), which documents/information are not specified. This makes

ide tifying/locating same virtually impossible, but in locating cher requested

infc -mation SCS will Include what documents/information that may nave a bearing

on he 1064 transaction (even if such may not have been specificall' requested);

As f eviously explained at the meeting, the statement does sound more like ~FR has with-held

pert lent information which might be useful in this exercise. We believe we lave provided all

that s required unless Werksmans is specific on documents that must still be ubmitted.

Ace ss to all laptops and or hard drives used by the Transnet terms during the

eva jation and negotiations processes. This will be for purpose; of extracting

fore isle images of these devices. In order to prepare sufficiently fc • these images

we equire the details pertaining to the laptops and/or hard drives These details

incli da the make and the size of the hard drive of the computer and/ ir hard drive -

first / 8 or 9 laptops had been utilised for the evaluations stage a id all but one

hav been wiped/cleaned and retuned to IT. The one that remains with TFR/SCS

can >e provided, though the passwords to the info stored separately or the various

CFE :eams will have to be verified first. There is also an external r ard-drive that

was used as a back-up which can also be provided, but it was roted that the

infor nation stored there is not In order due to IT reasons ;

0057-0364-0001-0152
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A laptop together with an attachment which contained Information that was saved from the

+/- 7 laptops which were used for the evaluations. As mentioned above, information on the

hard drive is not in order but we will hopefully resolve the IT issues and also hand over to

Werksmans.

Recordings of or notes taken of the negotiations with the different OEM's held at the

offices of Webber Wentzel - Minutes were taken and recordings took place,

TFR/SCS to confirm the status of availability of these and advise. Was noted that

Scott Edmundson and 'Nana' were part of the Webber Wentzel team, and David

Honer of the Nlgiza Honerteam;

I did communicate with Scott Edmundson from Webber Wentzel and he confirmed that they

did not record any minutes from the negotiations. However, I have shared the recordings of

the meetings held at Webber Wentzel. Unfortunately, we had not requested a transcription of

these recordings. I hope the recordings provided will be, to a large extent, useful.

Working papers of the external audit teams which formed part of the evaluation

teams - TFR/SCS did not have access/copies of reports by consultants or other

engagements), that which SCS does have it will however provide, (i.e. Regiments,

which came In through group to assist in the negotiations, thus during the

negotiation they would come with their material then take it with them on leaving...

that said, there was however a box that was left (currently marked Regiments, that

was left with TFR/SCS - this will be located and provided). I t was suggested that

perhaps these consultants/independent experts should be approached by a person

such Ndiphiwe to obtain all the information that would have been used in relation to

the 1064 Transaction. That said, in as far as it may be there TFR/SCS will check

and advise/provide;

I shared a box of information from Regiments which I hope will be useful. We do not have any

other analysis over and above what we have provided.

Final evaluation reports which Mr Moola referred to - The prequalification

evaluation reports from finance (x2) have been provided. The final evaluation

report from finance has also been provided [note: Werksmans files 22 & 23] ,

TFR will clarify with Laher and Moola in regards to the final version of the CFET

(Finance) evaluation report, as what has been submitted to us is only and unsigned

reference copy version;

0057-0364-0001-0153
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I have communicated with the 2 gentlemen and still awaiting a response and guidance. Matter

still open, further update will be provided to Werksmans within the week.

Board meeting minutes and/or other records where the split of the batch size and the

awarding of the tender to more than one (1) OEM per type of locomotive was

approved - this must be requested from Group. The BOD meeting itself was held 24

January 2014 - also the minute of BADC recommending this... Perhaps Yousuf

Mohamed of the GCFO office could assist. All TFR/SCS has in its possession (which

has been provided) is an unsigned resolution of the BOD and memo from Brain

Molefe to the BOD (signed 23 May 2014) which pertain to the increase in ETC from

R38.6b to R54.5b. Thus minutes (not excerpts) of the BOD where this resolution

giving rise to the approval of the increase in ETC, along with all submissions that

may have been tabled. The source materials listed in paragraph 107 of Brain

Molefe's memo (signed on 23 May 2014), which includes KPMG accounting opinions

and Regiments Advisory Services (underlying documents of such services),

TFR/SCS also does not have but will check and advise. Perhaps meeting is to be set

up through Ndiphiwe with finance to determine what documents/information are

relevant to the increase ir ETC and where same may be obtained/sou reed;

I
I
I
I
I
I

TFR only had informatiop from Regiments and not the other audit support structures like

KPMG etc. TFR will await nmunication from Werksmans/ Group {Ndiphiwe) so that we make

sure that all relevant st Keholders/team members are present at the meeting that must be

scheduled.

The report or de' "jrable submitted by Regiments, Potter and other advisors

throughout the pr c^ss - TFR have provided a design and development report by

David Potter (as otained from Finance). Generally, TFR/SCS does not have reports

and other information submitted/by consultants as those, in relation to 1064, were

sourced/ appointed by Group. You have undertaken to write to finance to find out if

it can be ascertained who the external advisors/consultants were appointed

by/reported to, so the requisite information/documents may be located;

I have communicated with Finance and awaiting a response. Feedback will be provided to

Werksmans within the week.

Accounting information of the entire 1064 transaction up to date, to be discussed

with Mr Moola - TFR/SCS has provided the finance accounting info at evaluation (x2
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hardcopy files: please note paragraph 6 above re reference copy) and negotiation

stage (electronic version on flash-disc). Accounting info pre-evaluation and post-

negotiation TFR/SCS does not have. Finance and those involved at business case

stage (collard/Bouwer and the like) are to assist with this. In locating other

requested Information TFR will include what documents/information that may have

a bearing on the 1064 transaction. It may be useful to have a session with finance

determine what other finance documents may still be outstanding, as TFR/SCS has

given everything In its possession believed to be accounting Information;

I
I
I
I
I
I
I
I

•I.
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We will await communication from Werksmans to advise on the suggested date to have the

meeting.

10 Memorandum and/or supporting documentation pertaining to the relocation of the

two (2) OEM's from Koedoespoort to Durban - The pack of documents given

through Ndiphiwe, along with the CD of the negotiation of same is all that TFR/SCS

has. Any other document/information that may be missing must be obtained from

the office of the GCFO. This negotiation portion of the Transaction was led by that

office;

As mentioned, information was sent to Werksmans via the office of Group Legal (Ndiphiwe). A

letter from the GCE requesting BTSA to'relocate to Durban was also shared with Werksmans

on Friday.

11 McKinsey model used in the preparation of the business case and other relevant

documentation - this is a Group item. However, Gene Bailing (TFR) is responsible

for business cases and will provide TFR/SCS with the contact details of Francis

Callard and Johan Bouwer. SCS will facilitate engagements to be conducted

between Werksmans, Francis Callard and Johan Bouwer who are the persons who

can speak to the content of the business case. JD (TFR) is also another person who

was Involved in the business case and may be of assistance;

Following a meeting held with Werksmans, TFR reconvened with Gene to understand whether

there was any signed version of the Business Case. He has indicated that he does not have a

signed version and he also mentioned that some of the business cases are never signed but the

minutes and resolutions of the Board Meetings that carry such discussions serve as evidence of

any approvals made for specific projects. Contact details for Francis will be shared with

Werksmans on one of the responses requesting for this information below. Werksmans to
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note that Johan has unfortunately left the company and therefore cannot be contacted unless

otherwise requested by Werksmans/Transnet Senior Management.

12 Minutes of the TFRIC meetings (to be received from Ms Galeni) - we are to follow

up with Ms Galeni;

Werksmans will follow up with Ms. Galeni (as highlighted above).

13 Minutes of the SteerCo meetings (to be received from Ms Galeni) - we are to follow

up with Ms Galeni, this is a Group item. TFR/SCS confirmed that they provided us

with a minute of this Committee attaching a draft mandate, which is the only

version in their possession;

Werksmans will follow up with Ms. Galeni (as highlighted above).

14 Document prepared by 3D Piliay and team setting out the risks associated with the

acceleration of the delivery schedule - SCS to provide;

Document was shared with Werksmans on Friday.

15 Letter and correspondence bet1 /een Transnet Group and the OEM's pertaining to

the Relocation of the two (2^ jEM's from Koedoespoort to Durban - this is a Group

item, the office of G Pita i- . articular;

Group action item.

16 Letters and cr e^pondence by Transnet Group to TFR pertaining to the Relocation

of the two ( OEM's from Koedoespoort to Durban - see paragraph 10 above;

A let*- Tram Transnet to BT requesting them to relocate to Durban was shared with

We Ksmans. CNR does not make mention of this letter in any of their communication. Group to

advise if a similar letter was issued to CNR,

17 Information pertaining to the acquisition of locomotives prior to the 1064 contract

used in the preparation and estimation of the business case - to be held over on

the basis of the responses to paragraphs 7 and 11, in particular the anticipated

engagements with Francis Callard and 3ohan Bouwer;
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Francis's contact details: 083 283 1593

18 Communication between Transnet and the Shareholder Minister relating to the

R15,9 billion increase In the ETC - Group item, TFR/SCS to check and advise

[Note: Werksmans has toady written to the company secretary];

Group action item.

Documents per Werksmans list 3 August 2017 -

19 A Regiments report and documentation including ail technical calculations and

Information relating to the calculations, working calculations on the reasonability of

the escalations and cost evaluations as at February 2014 - Group item - G Pita.

TFR/SCS to check on what they have;

Group action item. What we have was shared with Werksmans on Friday.

20 All transcribed recordings of the meetings held with the four bidders during the

negotiation stage - Minutes were taken and recordings took place, TFR to confirm

the status of availability of these and advise - See response at paragraph 4 above;

All TFR recordings were shared with Werksmans on Friday.

21 The attendance register of all persons Involved in the negotiations- TFR/SCS to

provide;

Attendance registers still to be provided. Registers to be shared within the week.

22 The details of the lead partner at Webber Wentzel who acted on instruction of

Transnet through the negotiation stage - TFR/SCS to provide, see above;

Scott Edmundson - O i l 330 6233 or 071863 6737

Nana Dlam!ni-083 347 7007 (Note, Nana has left Webber Wentzel)

23 The final and duly signed report by CFET (Finance) team - TFR/SCS to check and

advise as per above; ,
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TFR SCS following up with TFR Finance. Feedback to be provid ?d to Werksmans within the

week.

24 The High Value Tender ("HVT") working papers of TIA - ,TR/SCS has provided on

fiash-disc collected on 27 July 2017, TFR/SCS still to prc /ide the reports from TIA

(for all steps of evaluation steps and final repot);

TFR to provide information within the week.

25 HVT working papers of SKX - TFR/SCS has provided on !ash-disc collected on 27

July 2017, TFR/SCS still to provide the report from TIA;

TFR mentioned at the meeting that it had no information relating to audits conducted by SKX.

We will try to locate those that were involved with these auditing jams.

26 HVT working papers of Ernst &. Young - TFR/SCS ha: provided on flash-disc

collected on 27 July 2017, SCS still to provide the report fr m TIA;

Similar to the response above, TFR does not have information rel ting to audits conducted by

Ernest & Young. We will try to locate those that were involved with these auditing teams.

27 The expert opinion prepared by David Potter regard the Business Case (not the

2014 Report) - refer to response at paragraph 17; and

TFR following up with TFR Finance to see If there is any additional iformation by David Potter

that was not shared with Werksmans.

28 The agreements entered into between Transnet and tr a OEMs namely: CSR,

Bombardier and GESAT - provided.

Provided.

Documents per table {"documents still required") - The at ached table has
been updated with comments/requests (in red).
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Documents referred to in memoranda

Memo from Anoj Singh (AS) to Brain Molefe (BM) re acceptance
of Final Business Case

• Special BADC meeting of 23 April 2013 - kindly provide
minutes + submissions

• Interactive session arranged with Shareholder
representatives - any minute correspondence in
that reqard (Reouest sent to TFR)

Memo from BM re appointment of members of the CFET
[Note: TFR/SCS to please provide appointment letters
and mandate of members of the CFET]

• Strategic Procurement Plan [TFR (SCS) to check and
Memo from BM, AS, Garry Pita (GP) and Peter Volmink (PV)
to the BADC resubmission of the PPM for approval:

• Annexures A and B referred to in paragraph 7 of this
Memo from SG to Danie Smit re appointment to CFET

• Strategic Procurement Plan referred to in the
introductory Daraqraph

Memo from Siyabonga Gama (SG) to BM re status update step 1
and 2

• TIA report referred to under the signature of Lucky
Mabokela (see last pane of memo) [TFR (SCS) to

2S April
2013

6 May 2013

7 August
2013

4
Septe
mber
26 July
2013

Group -
Yusuf

Mahomm
ed

Group /
TFR
(SCS)

Group

TFR
(SCS)

Group/
TIA

- BADC 2013 Folder-
submissions

• Minutes will be
provided once we
have access to
Carlton Centre

• Refer to 4.2 above

• Supply chain policy
• PPM

• deceived from
fFR{SCS)21
July 2017

• There was no
TIA report for the
transaction as
the original total

*please note the table above comprises a truncated version of the one sent to TFR SCS. Thandi
Tshabalala of Werksmans and Nkululeko Sibiya of TFR discussed on the morning of 18 September
2017 that TFR SCS will peruse the entire table once more id provide any further documents that
maybe outstanding and in their possession.
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Schedule containing persons Interviewed d jrtng the Investigation

Individuals f-om Transnet Group:

1 Siyaborga Gama (Transnet, current Group Chief Executive)

2 Brian MMefe (Transnet- Group Chief Executive 2011 to 2015 )

3 Garry P ta (Transnet, current Group Chief Fnanclal Officer)

4 Yasmln =orbes (Non-executive Board Memb 3r)

5 Nokutfn la Khumalo (Transnet current Comp any Secretariat)

6 Kgaugeb Makhura (Snr Specialist: Records Management, Policy Development and

Internal Control)

7 Edward 'homas (Transnet (Group Finance)

8 Yusuf Mchammed (Transnet (Group Finance;)

9 Moharnrrad Mahomedy (Transnet (Group Fir ance, General Manager))

Individuals frcn Transnet Freight Rail fTFR")

10 Thamml Jiyane (Currently Transnet's Chef Officer Advanced Manufacturing,

prevlousl' Chief Procurement Officer at TFR)

11 Nomfuyo Saleni (TFR)

12 Rita Rope- (TFR)

13 Pragasen ,'Illay (TFR)

14 Lindlwe M lletshe (TFR)

15 Nkululeko 3ibiya (TFR)
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16 Yousuf Laher (TFR)

17 Mohammed Moola (TFR)

18 Thabo Seapi (TFR)

19 Francis Cailard ( Ex TFR employee)

20 DanleSmit (TFR)

21 Lazarus Mabunda (TFR)

Transnet Engineering ("TE"):

22 FrikkJe Harris (TE)

23 Chris Uys (TE)

Transnet Internal Audit f "TIA"):

24 Mmathabo Sukati (Transnet Chief Audit Executive)

25 Emma Molotwane of Sekela Xablso ("SKX") (TIA HVTP - evaluation and negotiation)

26 Thato Mahlamvu SKX (TIA - HVTP [Head/Manager])

27 Jaco Hoon and Johan De La Rey of KPMG (Transnet Internal Audit - contract

management)

28 Dr Andre Botha of PwC

No'n-Transnet employees

29 Dr Andrew Shaw ( of PWC) '

[

30 Anton du Randt (of PWC)
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31 Jeffery Kron (Norton Rose Fulbright representing employees of Mckinsey)

32 Rowlen Von Gertecke (Minority Shareholder in CNR)

33 Robbie Gonzalves (Minority Shareholder in CNR)

34 Lulamile Xate (Minority Shareholder In CNR)

35 Representatives of the South African Reserve Bank

36 Representatives of the National Treasury

Who Werksmans d id not interv iew during the investigation

1 Anoj Singh (Transnet Group Financial Officer for 2012-2015)

2 Salfm Essa

3 Mafika Mkwanazi (Chairman of Transnet for the period the Transaction was entered

into)

4 Mathane Makgato ( Ex Transnet Group Treasurer 2013- 2015)

5 Niven Pillay (Regiments Capital)
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Apperiaix 6

WERKSMANS
ATT0RNEY5

PRIVILEGED AND CONFIDENTIAL

WERKSMANS1 REPORT ON THE PROCUREMENT OF 1064
LOCOMOTIVES FOR TRANSNET FREIGHT RAIL ("TFR") GENERAL

FREIGHT BUSINESS

("PRELIMINARY OBSERVATIONS")
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SCOPE/MANDATE

1 Werksmans Inc. ("Werksmans") has been requester to consider and advise on

the 1064 locomotives acquisition (Transaction") pursuant to a written mandate

issued by Transnet SOC Limited's ("Transnet") boa d of directors ("Board") on

or about ,3 July 2017, as supplemented by the representations made by the

Group Chief Executive ("GCE") on same date, ("Mandate"). Relevant portions of

the Mandate for purposes of these preliminary observations will be dealt with in

more detail below.

2 At the instance and request of the Chairperson and members of the delegated

Steering Committee of the Board, Werksmans is expected to produce these

preliminary observations by September 2017.

3 Within the limitations as will appear further beow, Werksmans have in

deliberation with the delegated Steering Committee, focused its consideration

on the legislative framework applicable read w th the relevant Transnet

procurement procedures and policies, the constituents of the relevant boards

and/or committees and the financial architecture >f the Transaction for the

relevant period.

DISCLAIMER

4 The initial views and observations expressed and cc ntained herein may not be

relied upon given the limitations experienced in fulfi' ing the Mandate including,

inter alia, that the entire process has been hampere i due to a failure on part of

all relevant role players to provide active and constructive assistance. In

addition, significant information and/or evidence has not been provided, as will

appear more fully below.
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Our observations and views expressed herein are given solely for the purpose

of and in connection with the defined Mandate, with reference to issues

pertaining to the Transaction, and exclusive!/ for the benefit and information of

the persons to whom it is expressly addressed. These preliminary observations

may r A , without our prior written consent, be used or relied upon for any other

r ,wse whatsoever or (in whole or in part) ba transmitted or disclosed to or be

used or relied upon by any other person or entity whatsoever ("Third Party") or

be quoted or referred to or made public or filed with any Third Party.

Accordingly, Werksmans, its affiliates and their respective directors, employees

and consultants shall have no liability to any Third Party.

As agreed in our engagement letter, the aggregate liability of Werksmans, its

affiliates and their respective directors, employees and consultants (whether in

contract, delict or otherwise) arising from or in connection with the Mandate,

including these preliminary observations, is limited to twice the amount charged

and received by Werksmans (excluding value-added tax and disbursements) in

connection with the Mandate. This paragraph constitutes a stipulation for the

benefit of each of Werksmans1 affiliates and the individuals referred to in this

paragraph, capable of acceptance by any of them at any time.

For the purposes of preparing these preliminary observations and any future

reports and/or opinions and of giving oral advice in terms of the Mandate, we

have relied and will rely on information m?de available to Werksmans by

Transnet, Regulatory Authorities as well as other information sources as

recorded herein below.

These preliminary observations are based on cur interpretation of the applicable

South African laws, relevant Transnet policies/governance framework and

administrative and judicial interpretations in force during the period of the

Transaction. Werksmans is not obliged to advise on any matter, or any changes

in law or fact, which may affect these preliminary observations and which may

come to Werksmans' attention after the date of these preliminary observations.
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9 These preliminary observations are produced for members of the Board of

Transnet only. In the event of any portion thereof being published Werksmans

reserves the right to publish the entire document.

OVERVIEW/LIMITATIONS

10 It is necessary to give an account of events that have precluded the authors

from delivering the report within the timeframe determined in terms of the

provisions of the Mandate. We set out below the principal issues that have had

a fundamental negative impact on this status quo, some of which continue to

^hamper the progress of producing the report as mandated by the Board.

11 The extent of the allegations of corruption and public outcry involving Transnet

and its personnel are well documented. In relation to the applicable legislative

framework and Transnet's own procurement policies, as determined from time

to time, we have identified in the course of our examination of the information at

hand that Transnet has not adhered to either. These apparent deficiencies

identified in our prima facie views are subject to further interrogation and

investigation. In the course of our continued Mandate these considerations and

the extent of compliance will be addressed. In the result, we have been unable

to complete the investigation.

12 The appointment of external consultants to the Transaction, including McKinsey

who it is alleged subcontracted part of the work to Regiments, most of whom

are now the subject of various investigations, remain under suspicion.

Regrettably, despite repeated requests, Transnet has failed to provide complete

documentation and credible information. We are at this stage therefore unable

to express an opinion on the work performed by these consultants.

13 The process of collecting information commenced immediately on issuance of

the Mandate and as at presentation of these preliminary observations, a

comprehensive chronolpgy of the requisite documentation and information,,

despite undertakings, remains still to be completed. The perception exists that

senior management and the Board are seeking to cover-up corruption.
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14 It is therefore in ojr view reckless to opine on the allegations made against

Transnet without s full and complete dossier of information, together with a

concomitant opporunity to test the veracity of such information to the extent that

such information is brthcoming.

15 We note that whils: consideration of the legislative framework will of necessity

be required to be traversed in order to fully discharge our obligations in terms of

the Mandate, it is not our intention for purposes of these preliminary

observations to explore the relevant legislative architecture, which of necessity

will include inter alia the Public Finance Management Act, 1 of 1999, ("PFMA"),

the Companies Act, 71 of 2008, ("Companies Act") and the Prevention and

Combating of Corrupt Activities Act, 12 of 2004 ("PACCA"). The internal policies

that existed at Tra isnet at the relevant time, of which there are many, is a

subject matter which will be addressed in due course.

16 Werksmans was apoointed by the Board to investigate and provide an opinion

on the allegations ir to irregularities in the procurement and award, inter alia, of

the 1064 Locomotive Acquisition Transaction. The appointment was essentially

the product of a dossier of documents/ pro-forma charge sheet received in June

2017 from the GCE and released by the Economic Freedom Fighters ("EFF")

into the public dormin ("EFF pro-forma charge sheet"), as a precursor to the

EEF's advise that it intended to lay charges against, inter alia, the Board in

relation to the Transaction. The Mandate was also extended to include forensic

auditors to examine the financial architecture of the Transaction. Transnet

approved the appontment of PriceWaterhouseCoopers ("PWC") who were

subcontracted to Werksmans.

17 We pause to menton that save for the EFF pro-forma charge sheet, no

documentation of whatsoever nature accompanied the Mandate notwithstanding

an extract of its term 3 as is recorded below:

"The investigation will be for a period of 12 weeks (3 months), at the
most, broken down as follows:
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1. Planning and studying of documents: (2 weeks)
2. Analysis of evidence, interviews and consolidation of

information: (8 weeks)
3. Formulating of conclusions and recommendations and report

writing: (2 weeks)

The final report will be issued at the latest by 30 September 2017."

18 Werksmans were advised to make contact with Transnet Freight Rail Supply

Chain Services (TFR SCS") to source all information and supporting evidence

that would be required to discharge its obligations in terms of the Mandate. After

engaging with TFR SCS at or about the end of June 2017, Werksmans were

informed that TFR SCS would provide what they have retained, on specific

request from Werksmans, and with the caveat that it is to be borne in mind that

• j certain documents may be housed at Group or elsewhere.

m j 19 With the benefit of hindsight and given the ambit of the Transaction, the period

| over which it spans, the vast amount of information pertaining thereto, the

importance of the third party investigations conducted to date, as appears from

the issued reports on State Capture, and further having regard to the difficulties

experienced in obtaining precise instructions; we record that the timeframe

I stipulated in the Mandate for provision of the report was nevar sufficient,

j reasonable or realistically possible. We note that securing/procuring the

I . assistance demanded by an investigation of this magnitude is still an ongoing

v ( j i process, but note the very recent introduction of a designated executive, Mr

• "^"-y Thamsanqa Jiyane, whom we understand has been appointed to facilitate the

required assistance to enable a more expedient and efficient process.
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20 Werksmans in consultation with the delegated Steering Committee of the Board

observed a potential conflict of interest of retaining PWC, given the tatter's

report on the Transnet Engineering (TE") scope during 2013/2014. We note

PWC had stated that it had satisfied its internal process regarding the risk

associated in any perceived conflict of interest. From a public policy perspective

and as a result chiefly of the negative perception emanating in the public at

large in relation to the Transaction, it was resolved that there is sufficient
j
> perception that a perceived conflict of interest could materialise. Thus and given

/ that PWC had first "assisted" in negotiating a price component of the TE scope,

-\ it was resolved that it could not be expected to opine on the reasonableness

" ) _ / V and veracity of any aspect of the Transaction.

u *
J 21 In light of the above, it was resolved to terminate PWC's appointment and to

appoint the Professional Group, led by Professor Harvey Wainer, on or about 29

August 2017. We note that on 26 September 2017 we, on behalf of the

Professional Group, called on Transnet to provide additional documentation.

22 There exists evidence of the fact that in many instances truncated and

unsubstantiated documentation produced cannot be relied upon. We have

questioned, on several occasions, the veracity of documentation and have yet

to receive an adequate response. This aspect is elaborated on further in our

observations below.

I
I
I
I
I
V - y 23 We have established on good authority the existence of evidence that has not

j been produced. On Saturday 30 September 2017 we obtained a re-writable

I compact disc of documentation which is in excess of 5000 pages, all of which

pertains to the Transaction.

24 Regrettably we have been unable to carry out the full investigation into the

matter as set out and identified in the Mandate.
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25 Given the hesitation and reluctance to facilitate an open and transparent

process it is not rational to expect that a mere perusing of a plethora of material

would enable one to discern whether the award of . business and

recommendations "would not be harmful to Transnet's image". Furthermore, it

has not been possible, within the limited time available, to determine whether

internal processes, given the policy and governance framework in existence at

Transnet at the relevant time, were adhered to at all times. This is a feature of

the Transaction that needs to be further interrogated and confirmed. Stated

differently, it is rather the integrity of the process employed in the Transaction

that requires examination. A simple scrutiny and examination of the paperwork

to hand is not illustrative of the extent or otherwise of adherence to the

applicable policies, governance framework and other legislative provisions.

26 In the course of September 2017 we conducted interviews at the offices of

National Treasury. We record that whilst we anticipate cooperation given our

limited inquiries, this office has not furnished any of the requisite information.

We pause to mention a comment made by the then Minister of Finance as

appeared on a news bulletin of the ENCA on 27 September 2017, wherein the

following was headlined

"Gordhan asks how many people are marching on Transnet over

massive locomotive deaf.

26.1 section 54 of the PFMA deals with the information and activities that the

accounting authority for a public entity must submit or report to the relevant

treasury of the Auditor-General. Before a public entity concludes any ...

transactions, the accounting authority for the public entity must promptly

and in writing inform the relevant treasury of the transaction and submit

relevant particulars of the transaction to its executive authority for approval

of the transaction. The PFMA applies to Transnet as an entity listed in

schedule 2.
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•* 27 Material witnesses have been identified and are to be engaged regard being

had to the examination of the documentation and information currently

available. Realistically it is anticipated that both Werksmans and the

Professional Group will be in a position to provide a preliminary report by the

end of November 2017. Based on that preliminary report, decisions can be

made by Transnet and Werksmans as to the future progress of this

investigation.

TRUNCATED CHRONOLOGY OF SALIENT EVENTS

I
I
I
I..--v L—, 28 On or about 25 April 2013 the Board of Acquisitions and Disposals Committee

rT) - ••• •> ("BADC") made a recommendation to Transnet's then board of directors

B ("BOD") to approve the final business case, which would accompany Transnet's

section 54 PFMA application to be made to the shareholder minister, the

I ] Minster of Public Enterprise ("MPE"). The BOD in a Special Meeting held on 25

April 2013 at 14h20 ("Special BOD Meeting") resolved:1

I "6.1 Procurement of 1064 locomotives for the TFR General
Freight Business

RESOLVED that the Board approved the following:

• The business case for the acquisition of the 1064
locomotives for TFR's General Freight Business at an
estimated cost of R38.6bn as per the Corporate Plan
(excluding potential effects from forex hedging, forex
escalation, and other price escalations)."

1 Please see the "certified excerpt from the draft minutes of the special meeting of the Transnet Board of
Directors No.13/3 at 14:00 In boardroom 4623, 46m floor, Carlton Centre, Johannesburg", counter signed
by Group Company Secretary Ayanda Ceba on 26 April 2013.
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APPROVED BOARD COMMITTEES WITH EFFECT FROM 30 AUGUST 2012

:..;:^;Audit1,vv/r

Mr IB
Skosana

(Chairman)

Mr MA
Fanucchi

Ms NR Njeke

MsE
Tshabalala

-.v.....: Corp ora te..: j A,f
S;'Governance-:?;

i ;viCoMrn itteeiM|:

Mr ME Mkwanazi

(Chairman)

Mr NK Choubey

Ms Y Forbes

Mr IM Sharma

Ms DLJ Tshepe

, Board Risk_.:
^ Comrnittea .

Ms DLJ
Tshepe

(Chairman)

Ms Y Forbes

.Remuneration,^
;:;-fSociaTar1tf!r̂
^WEthi«&pK
::|ComrnjtteA^.

Ms Nr Njeke

(Chairman)

Mr MA Fanucchi

MrHD MrHD
Gazendam Gazendam

Ms N Moola

Mr IB Skosana

Ms N Moola

MsE
Tshabalala

-.f .^ Board ;.-.v-*;i:
^Requisitions ;i

'^^ipfsijo|aryf
•VivQoifirhilfe'e;:.^'

Mr IM Sharma

(Chairman)

Ms Y Forbes

Mr ME
Mkwanazi

Ms NR Njeke

Ms DLJ Tshepe

RECOMMENDATION POST 13 JANUARY 2013

: Committees

Mr MA
Fanucchi

Ms NR Njeke

MsE
Tshabalala

MsNP
Mnxasana

V4:C6fporat:e.;- {r
• Governance i

>f;:̂ ahd m
^Nominations^
j^Cotnrnittee;' :.
Mr ME
Mkwananzi

(Chairman)

Mr NK Choubey

Ms Y Forbes

Mr IM Sharma

Ms DLJ Tshepe

v|(o|irt|Riskc
Xdmrhittee

Ms DLJ
Tshepe

(Chairman)

Ms Y Forbes

MrHD
Gazendam

Ms N Moola

Mr IB Skosana

Remurtefatiph;
; .Social'aha* 3 ;

ViCjirrtmittee V '

Ms Nr Njeke

(Chairman)

Mr MA Fanucchi

MrHD
Gazendam

Ms N Moola

MsE
Tshabalala

>^j;:u-Bbardi.:S''-:^.
• Acquisitions; -

and pisp.qsal;:;
;l Cbmmifte '̂-.';

Mr IM Sharma

(Chairman)

Ms Y Forbes

Mr ME
Mkwanazi

Ms NR Njeke

Ms DLJ Tshepe

MsNP
Mnxasana
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RECOMMENDATION

That the Board approves that Ms NP Mnxasana be appointed as a member of the

Board Acquisitions and Disposals

RECOMMENDATIONS POST 25 JUNE 2013

.•=. Cornrnittee

Mr IB
Skosana

(Chairman)

Mr MA
Fanucchi

Ms NR Njeke

MsE
Tshabalala

MsNP
Mnxasana

y •. Governance i ; ;

Mr ME
Mkwananzi

(Chairman)

Ms Y Forbes

Mr IM Sharma

Ms DLJ Tshepe

MBbardRisk*
p Comrhiftee ,

Ms DLJ
Tshepe

(Chairman)

Ms Y Forbes

MrHD
Gazendam

Ms N Moola

Mr IB Skosana

. Remuneration,

;: Cpmmitiee •;

Ms Nr Njeke

(Chairman)

Mr MA Fanucchi

MrHD
Gazendam

Ms N Moola

MsE
Tshabalala

^ . • B b ' a r d l ^
Acquisitions >'
ahd bjspbsak

Mr IM Sharma

(Chairman)

Ms Y Forbes

Mr ME
Mkwanazi

MsNP
Mnxasana

Ms NR Njeke

Ms DLJ Tshepe
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RECOMMENDATIONS POST 25 JU>JE 2013

, Audit
Committee

Mr IB
Skosana

(Chairman)

Mr MA
Fanucchi

Ms NR Njeke

MsE
Tshabalala

MsNP
Mnxasana

Corporate
Governance

; 'and
Nominations

" Committee

Mr ME
Mkwananzi

(Chairman)

Ms Y Forbes

Mr IM Sharma

Ms DLJ Tshepe

MrHD
Gazendam

Ms NR Njeke

3bar<l.RIsk>;:;

Ms DLJ
Thepe

(C hairman)

IV'sY Forbes

M-HD
G izendam

W > N Moola

M' IB Skosana

Remriheration,-
•;V-'Sbblafand;ii.5
^^SEthjC$^f;j '.
: ̂  Ccjmmijttee" \

Ms Nr Njeke

(Chairman)

Mr MA Fanucchi

MrHD
Gazendam

Ms N Moola

MsE
Tshabalala

^Acquisit ions
f;and( Disposal

v^LCommj**5?

Mr IM Sharma

(Chairman)

Ms Y Forbes

Mr ME
Mkwanazi

MsNP
Mnxasana

Ms DLJ Tshepe

RECOMMENDATION

The Board notes the retirement of Vlr NK Choubey at the last Annual General

Meeting. The Board RESOLVED that t approves the following:

• That Ms NR Njeke is retired as a member of the Board Acquisitions and

Disposals Committee.

• That Mr HD Gazendam is appointed as a member of the Corporate

Governance and Nominations (-'ommittee.

• That Ms NR Njeke is appoints i as a member of the Corporate Governance

and Nominations Committee.

29 On 3 August 2013 the MPE p jnned a letter to the Chairman of the BOD

("Chairman") wherein it was reco ded:

12
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".../ see Transnet Engineering (TE) playing a critical role in developing
strategic and industrial capabilities relevant to the rail supply chain. In
so doing, TE is expected to systematically support the development of
a broader rail industrial cluster involving the private sector and position
South Africa as a rail equipment manufacturing hub for Africa. In order
to achieve this, the current locomotive procurement programme should
be used to ensure that a worid class enterprise and rail cluster is built.

Approval is hereby granted to Transnet for the procurement of the 1064
locomotives, subject to the following conditions being met:

I
I
I
I
I
I
I
I
I
I
I
I
I

j

'}

1. A clear statement by Transnet with regard to the TE's vision in the
locomotive supply chain and what capabilities will need to be
developed to make this vision a reality.

2. Transnet to provide TE's seven year locomotive supply chain
strategy illustrating what is being imported, what TE produces, what is
being outsourced to the private sector and the broad conditions
associated with outsourcing that will result in the building of a
competitive national industry. Such conditions may include industry
competitiveness ben ^marking, investment in plant and skills and the
requirement that inc "7fn" masters quality and team manufacturing
disciplines in exchan: fc long term contracts.

3. Transnet to proviti
procurement to the b,

:lear plan to the strategic fit of this locomotive
Jer road to rail migration to objective, (sic)

4. Transnet provides le Department -with a view of the localisation
strategy for the follow n strategic components:

4.1 Traction )i rertor
4.2 Traction no ~
- Diesel e fine,

' - Bogies;
- Electric* i system;
- Management system;
- Control system

Transnet's continued commitment to the economic development of our
country is recognised and appreciated; and the Department is
committed to providing the necessary support to ensure that the MDS'
objectives are achieved."

30 On or about 30 October 2013 the Minister of Finance addressed a letter to the

Chairperson of the BOD recording:

13
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7 have noted Transnets intention to acquire 1064 locomotives over the
next seven (7) years at an estimated cost ofR38.6 billion. I am aware
that the acquisition aims to faciiitate the ramp up in volumes
transported from the cunrent 80 million tons to 170 million tons as
envisaged in the Man\et Demand Strategy (MDS) which forms the
basis of Transnet's 2013/14 Corporate Plan.

However, I am concerned that the profitability of the project is highly
dependent on Transnefs General Freight Business (GFB) being able to
grow the volumes transported at amounts above GDP growth and
tan'ffs charged at above CPI. Failure to achieve these optimistic growth
figures would have an adverse effect on the expected revenues and
thus the profitability of the project. Moreover, potential fluctuations in
the operational costs could also adversely affect the profitability of the
project

The success of the project entails further capital expenditure, including
the purchase of wagons and other expansionary expenditure is
incurred.(s\c) Therefore, I will be expecting: a further Section 54(2)
disclosure on all relevant capital expenditure associated with the
proiect.(own emphasis) Furthermore, Transnet must submit a detailed
implementation plan demonstrating how the above GDP growth volume
increases and how the above inflation tariff increases anticipated in the
MDS will be achieved together with the possible mitigation strategies.
In addition, operational costs must be monitored and rigorously
controlled throughout the lifespan of the project to avoid any cost
escalations.

Moreover, I have noted that, whereas Transnet is claiming that
increasing locomotive capacity and efficiency will lead to lower tariffs
for customers; real increases in tariffs are in fact being projected to
sustain the project Transnet must provide regular feedback to National
Treasury on their initiatives to attract customers from road to rail.

I look forward to the finalisation of the project and request that Transnet
submit quarteriy feedback to National Treasury on the status of the
acquisition and the above mentioned related issues.

I trust that you will find the above to be in order."

14
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31 On 27 December 2013 a memorandum was circulated from the then Group

Chief Executive, the Group Chief Financial Officer and the TFR Chief Executive,

to "The Chairperson (Mr. Thamsanqa Jiyane) and the Cross Functional

Evaluation Team (CFET)" of the Transaction, wherein it is recorded:

"PURPOSE:

1) The purpose of this memo is to;

• Acknowledge receipt of the final report from the CFET dated 23

December 2013.

• Approve that option 3 (excluding unscheduled and excluding

scheduled maintenance and excluding bonus point allocation)

for evaluations will be considered for final evaluations including

the final recommendation;

• Authorize the CFET to issue a reque st for the best and final offer

for both the tenders for 599 New Dual Voltage Locomotives (to

only the top 2 highest scoring tenderers while the rest will be

informed that Transnet will only engage them should

negotiations with the top 2 be unsuccessful and 465 New Diesel

Locomotives (all the 4 bidders) forth a GFB;

• Note that the above actions are subject to Board of Directors

approval;

• Recommended to the Transnet Board of Directors to negotiate

with 2 highest scoring tenderers and to award the business for

the supply of 599 New Dual Voltage locomotives; and

• Recommend to the Transnet Board of Directors to negotiate with

2 highest scoring tenderers and to award the business for the

supply of 465 New Diesel locomotives.

MOTIVATION

7) It is critical for Transnet to receive these locomotives as soon as
possible due to the impact on MDS volumes

0057-0364-0001-0177
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8) The recommended approach allows for the most efficient and
effective BADC and Board approve' process whilst still addressing the
commercial concerns around pricing.

9) The tenders will be split between 2 tenderers each i. e. there will be 2
tenderers awarded the 599 New Dual Voltage Locomotives and 2
tenderers awarded the 465 New Diesel Locomotives.

10) The selection of 2 tenderers in our opinion reduces delivery risk;
allows for locomotive standardization and reduced complexity from a
TE build perspective.

11) The request for the Final and 3est offer on both tenders will be
finalised after the final and besl offers are received but before
submission to Board for approval.

12) The Chairpersons of the BADC and Board of Directors of Transnet
has (sic) been briefed on the above process and the recommended
way forward and they are both in support of this process.

13) TIA has also been has been (sic) briefed on the above process and
the recommended way forward and they are in support of this process."

31.1 Annexure B to this memorandum records:

"Note: 1. The BAFO prices requested from bidders was without the use
of TE as a subcontractor. Therefore the impact of using TE as main
subcontractor Is already being factored into the initial BAFO price."

32 On 17 January 2014 a memorandum was addressed to the BADC from the then

Group Chief Executive, SOC Ltd, Brian Molef?. which records:

"SUBJECT: REQUEST FOR APPROVAL TO NEGOTIATE AND
AWARD OF BUSINESS TO THE SHORT LISTED TENDERERS FOR
THE SUPPLY OF 599 (COCO) NEW DUAL VOLTAGE
LOCOMOTIVES FOR THE GENERAL FREIGHT BUSINESS

PURPOSE:

1) The purpose of this memo is to;

• Provide an update to Transnei Board Disposals and Acquisitions

Committee the progress on the tender evaluation process; (sic)

16

0057-0364-0001-0178

TRANSNET-REF-BUNDLE-00455



178
W

I
I
I
I
I
I
I
I
I
I
I

Ato/e and recommend the approval of the tender evaluation

process from step 1 up to step (sic) to the Transnet Board of

Directors (BOD);

Support the recommendation of the shortlist of tenderers as a

result of the tender evaluation process for the negotiations and

award of business to SOD and

Delegate all necesssy powers to the Group Chief Executive to

sign, approve and conclude all necessary documents to give

effect to the above resolutions.

10) A sub-committee of the LSC was established to deal with the very
confidential and detailed natters of the evaluation process (Own
emphasis) and this committee comprised the GCE; GCFO and CE
TFR.

11) The CFET reported its finding to this subcommittee for
consideration.

37) However the pn'cinp cf the locomotives posed a commercial
exposure for Transnet (own emphasis) and also the National Treasury
concern (sicj of not paying excessive premiums as outlined in the
PPPFA guidelines ofpremiu vs not being more than 11% by the use of
the 90/10 evaluation.

40) The outcome of the best and final offer is as follows:

• T1 offered to increase procurement to small businesses by R50

million and technology transfer through skills development

training and support <y R10 million. In addition they offered a

R455 000 reduction in price per locomotive based on a revised

foreign currency content percentage.

• T2 offered a discount of 2.25 million per locomotive, including a

.revised foreign currency content amount, thus offering the best

price.

The above process has almost eliminated the premium on the
transaction."(Own emphasis:

17
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MOTIVATION FOR SPLIT OF BUSINESS AWARDED
41) The original MD>1 volumes as promised in the corporate plan are
significantly at risk.

42) This is due to the. lack of tractive effort at TFR due to the delays in
the award of this tenc^r mainly due to the PPPFA issues experienced.

43) In order to not firther increase this risk it is suggested that more
than one supplier be jsed to supply the required locomotives to reduce
delivery risk and enhence our ability to meet MDS volume targets.

44) We recommended that two suppliers be used to manufacture the
required locomotives.

45) This view is supported by the following reasons:

a) Promotes stan lardization of the locomotive fleet to ensure TCO

is minimized.

b) Allows for citical mass that would enable successful

negotiations o > price and other critical commercial terms and

conditions.

c) Allows for criical mass that would promote localization and

programmatic procurement

d) Allows for flex bility in supplier options in future as it prevents

monopoly beht viour

e) Reduces the le jal risk of the transaction and

f) Reduces the overall contract risk of the transaction due 3

unforeseen circ umstances

46) We further belie 'e that the above will be achieved by 50%
allocation to T2 an I a 40% allocation to T1 of the co :racted
locomotives.

CONCLUSION

49) Short list the awa/ i of business to T1 and T2 for the supply of 599
electric locomotives si bject to successful contract negotiations.

50) Split the award if business to the above suppliers by a 60%
allocation to J2 am' a 40% allocation to T1 of the contracted
locomotives subject tc a performance clause in the contract."

18
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33 Page 10 of the draft report of the Finance Negotiation Team to the then TFR CE

and the GCFO styled "Key outcomes from the negotiations for the acquisition of

1064 new Locomotives concluded in March 2014', records:

"Notes:

The forecast were based on using historical trends of appropriate
indices as calculated by Regiments Capital. (Own emphasis)
The calculations above are based on information available at a pointy in
time to Regiments. (Own emphasis)
The above calculations were prepared to demonstrate the impact of
reducing the batch size and will not tie up to the final negotiated
position." (Own emphasis)

34 On 21 January 2014 Transnet addressed a letter to the bidders wherein the

following is recorded:

"Dear Sir,

REQUEST FOR BEST AND FINAL OFFER: TENDER No: TFRAC-

HO-8609

1. The above matter, our letter dated 4 January 2014 and your letter in
response dated 9 January 2014 refers.

2. We wish to point out that the Request for Proposals in respect of
the 465 Diesel Locomotives made it very clear that it is compulsory
to use Transnet Engineering (TE) as a subcontractor.

3. Based on the above requirement, bidders were not expected to
submit a proposal using any private sector company as a
subcontractor and it would be very unfair to even consider any offer
which included such an option since TE was a compulsory option.

4. Should Transnet now consider a private sector option/offer, it will
only be fair to give all bidders an opportunity to provide such an
offer which our request of 4 January 2014 has done.

5. We therefore wish to advise that all bidders have been asked to
submit an alternative private sector in their best and final offer in
order to ensure that the process is fair to all bidders.

6. Based on what is set out above, Transnet is of the view that the
integrity of the procurement process has not been jeopardised.

19
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Yours faithfully

Brian Molefe
Group Chief Executive
Date: 21.1.14."

35 In the excerpt from the minutes of the Special BOD Meethg No. 14/1 held on 24

January 2014 it is recorded that:

"4.1.2 Mr Sharma stated that the matter was dealt with at the Board

Acquisitions and Disposals Committee ("Commttee"). The request for

a confinement had been on the Committee's agenda for 3 months, and

the matter was extensively deliberated by the Committee. The

Company currently has a contract with Genera! Electric South Africa

Technologies in terms of the Class 43 diesels. The proposal was to

confine the 100 Electrics to China South Rail. There were adverse

media reports on the previous Mitsui confinement's processes. To

manage reputational matters, the Company seeks to advance a new

supplier. Management indicated that the TFR Locomotive Fleet Plar

was first approved by the Board in April 2011, and updated with f

1064 GFB Locomotive submission. The imposed locom1 .h/e

acquisition are in line with the Fleet Plan and v/ere budgeted ' the

MDS. The delay in the 1064 acquisitions has placed GFB vo' imes at

risk. The risk will be mitigated by the urgent acquisiti,. of the

locomotives. The heavy haul 100 Electrics will be deployed ln the Coal

Export line and will release 125 locomotives that will be Jned on GFB

pending delivery from the 1064 programme. The 100 Electrics form

part of the already approved Fleet Plan. The 60 Diesels also fill the pap

pending delivery from the 1064 programme. The 60 Diesels were not

part of the approved Fleet Plan and the submission requested an

amendment to the Fleet Plan to include the 60 Diesels. (Own
1 emphasis) '

20
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4.1.3 Management informed the Board hat the 1064 Locomotives were

delayed due to the withdrawal of the PPPFA exemption (Own

emphasis). The submission proposed an accelerated procurement to

mitigate General Freight MDS volur^es at risk by confining 100

Electrics to China South Rail and e. tending the' current Class 43

Contract with General Electric Souli Africa Technologies by 80

locomotives. The accelerated acquisitio i will mitigate the MDS shortfall

by at least a year with its full effect realised commencing 2014/15FY.

The volumes mitigated increases fron 6.2mt for the 2014/15FY to

15.1mt for the 2016/17FY and the cumulative income protected will be

R9.1bn for the 2013/14FY to 2016/17'Y. The confinement of China

South Rail and extension to General Electric South Africa Technologies

contract was motivated on the basis of urgency (Own emphasis). The

accelerated acquisition does not put the MDS cash flow at risk and the

1064 acquisitions remains unaffec ed (Own emphasis). The

acquisitions are funded from the curreri MDS. The delay in the 1064

locomotives will extend its funding to teyond the MDS period. The

Diesels were in addition to the approved Locomotive Fleet Plan but

accord with the fleet strategy. With a year's delay in the 1064

procurement, the 60 Diesels will fill thegtp of the first year.

4.1.4 Management stated that the 00 Electrics business case

articulated the benefits of the earlier thar previously planned delivery of

the locomotives to the Coal Export line. TFR was in the process of

acquiring 143 Class 43 Diesel Loconotives from General Electric

South Africa Technologies (which have I een delivered over the past 2

years and have proven to be a capable locomotive). Given the MDS

volume shortfall, it was proposed that 60 Diesels be acquired to further

mitigate the volume risk as the 1064 pDgramme is likely to come on

stream in 2015. The procurement process was carefully considered,

with the aspects considered articulated a follows:

* Type: the 100 Electrics are 26 ton per axle locomotives for

heavy haul use to be deployed on the Coal Line. The 599

21
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Electrics in the 1064 are 22 ton per axel locomotives for the

GFB use.

* Delivery, the 60 Diesels were similar to the 465 of the 1064,

but the motivation for the extension as contained in the

submission was urgency due to the overall delay in the 1064

programme. Including the 60 Diesels in the 1064 will not

address the delay or urgency, (sic)

4.1.7 Mr Gazendam sought clarity if the recommendation from the

Committee was unanimous. He stated that the 60 and 100 locomotives

were beinp awarded to the same entities recommended for the 1064

transaction, and requested Management to ensure that the matter is

dealt with sensitively in the media (Own emphasis). Mr Skosana stated

that the Committee extensively deliberated on the matter and

requested the Committee to share critical matters that were an

impediment on the Transaction. Mr Sharma informed the Board that

the Committee was of the view that the initial business case was not

properly articulated (Own emphasis). Further, the Committee had

considered the reputational risk linked to confinement processes.

However, the Committee was subsequently convinced by the revised

business case and comforted by the fact that the 160 locomotives were

awarded to the same entities that were being recommended for the

1064 transaction. Management informed the Board that the Committee

had also requested the Company to explore alternative methods for

acquisition e.g. leasing options for the locomotives. To this effect, the

Company will procure 23 second hand locomotives from Australia."

36 As per the "Excerpts from the Minutes of the meeting of the Board Acquisitions

and Disposals Committee no 14/2 held on 26 February 2014", it is recorded:

i ' i

"5.13 Ms Mnxasana requested Management to elaborate on TE's

Scope of Works as it was not included in the original amount (Own

22
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emphasis). She sought clarity if the rolling of prices was extended to

I the additional non-shortlkted bidders and whether it had an impact on
J the outcome for the 2 ex sting bidders. Mr Mkwanazi sought clarity on

I I the hedging and the price fixing. He further requested the Group Chief

-i Financial Officer to explain final locomotives costs of R38.6bn (Own

I I emphasis). Management informed the Committee that the delivery

? timeframes were significantly shortened and that 48 locomotives

_ ] should be delivered per month. Management undertook to provide

I } detail on the TE Scope c f Works, in particular the methodology whichwill be submitted to th~.i Office of the Group Chief Executive for

.Jk approval. Management a Ivised the Committee that the warranties that

' could conceivably reduce the price still had to be agreed upon.

5.1.5 Management indicated that 18 months prior to the evaluation

process, inflation was lowsr than the current 6%. The supplier will price

j the risk premium. The Rand price and foreign exchange will be

amended. The Company will avoid taking any risk. The 6% CPI was

equal to 26% relating tc a reasonableness test on escalation. The

Company decided to fix U 3 price to limit exposure.

5.1.8 Mr Mkwanazi souqf t clarity on the sum total of R37bn. Ms Njeke

stated that the total cost of the acquisition was not reflected for the

Committee's consideratic 7. therefore making the total costs unclear.

She was concerned that >ome costs elements were missing from the

presentation that was pre, ented by Management, such as the Scope of

Works for TE and the 'toti.l value (Own emphasis). She requested that

TE's scope value be stat >d. She sought clarity whether the Company

reviewed the number of Ic zomotives being procured as it appeared that

) the Company had reach d the target of 1066 locomotives.(s\c) She
J ' !

further enquired if the Cc vpany was planning on using the R38bn in

I
I
• { light of uncertainty with future amounts. She stated that National

I
23
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I Treasury tolerated up to 11% on price differences. The Company's

.' price difference amounted to 125% which far exceeded National

\. Treasury's limit. In response to the Committee's reguesi Management

i submitted an updated schedule regarding the R52bn for reconciliation

<-% purposes. (Own emphasis).

. ] 5.1.9 Ms Forbes stated that there was inconsistency in the completion

j of the scheduled and unscheduled maintenance. She sought clarity on

J the quantification of the schedules. She encouraged thoroughness in

) procurement. She stated that there were now 12 locomotives produced
\ i-

| per bidder, from the 48 locomotives per month for 4 bidders on Diesel
and Electric locomotives.(s\c) She sought clarity if the Committee

would have a constantly growing budget. Management stated that, the

j Company was below the R38bn target (i.e R37bn) in terms of base

j price and the approved budget. Additional amounts included hedging

j and escalation which will be reviewed by Group Treasury.

| Management informed the Committee that the Company was within

,1 budget regarding the 1064 locomotives.

5.1.10 Management informed the Committee that TE's Scope of Works

I { was agreed upon and signed off. Management still needed to agree

J -\v_' upon the 20-25% allocation for TE. Management will negotiate with the

I { OEMs. Management stated that in terms of TE's scope, the Company

| should treat the bidders with consistency. In relation to the RFP,

I J escalation and Foreign Exchange batch pricing will be applied. The

< bidders were informed that they needed to form their expectations of

I i TE. However, the Company will inform the bidders of its view regarding

i TE's role. Management informed the Committee that the "rolling of

• i prices" excluded the non-successful bidders. The 2 bidders were

,J competing against each other. The impact of forex on the amount of

• | R312bn fsicj was that the price of the portfolio will be effected by the

j devaluation of the Rand etc. Forex amounted to 60% and 40% was
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w

local currency for this transaction, causing it to be affected hsnce the

Hedging. The ETC including hedging and escalations costs h R52bn.

Management advised the Committee that the ETC and locomotives

pricing is subject to change pending confirmation of final TE Scope of

Woks and any further potential discount negotiations.

8.1 Procurement of 1064 locomotives for the TFR Genera' Freight

Busin 3ss: the terms of reference for the appointment of an independent

expert will be formulated and finalised by the Board Steering;

Committee comprised of thi Committee Chairperson, Chain arson of

the R:sk and Mr SinQh.(s'\c) The Board Steering Committee will gauge

the s<ills required and appoint a service provider. Going forvard the

expe/! will assist the Board Management will finalise the process of

appointing an independent expert. A conversation on how it3 matter

will b3 finalised will be communicated with the Chairperscn. (Own

emph asis).

The n matter was in-progress.

37 On 23 May 2014 the then Group Chbf Executive addressed a memors ndum to

the BOD, whic i records:

j

"SUB JECT: INCREASE IN ESTIMATED TOTAL COSTS (ITC) OF
THE ACQUISITION OF ^064 LOCOMOTIVE FOR TRs\NSNET
FREIGHT RAIL'S GENERAL FREIGHT BUSINESS (GFB)
PURPOSE:

1) The purpose of this memo is:

g) For the BOD to note ti e reasons for the increase in ETC

h) To request that the B 3D approve an increase in the e >timated

total costs for the acquisition of 1064 Locomotives for the

General Freight Business of Transnet Freight Rail frim 38.6

billion to 54.5 billion.
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17) Although the approval from the Minister was not subject to a final
cost of 38.8 biilioi , for good governance and for infonvation purposes a

' letter will be sent io the DPE advising of the fin al ETC.

37) A historical regression analysis conducted by Regiments Capital
Indicates (sic) that the ZAR currency is on a trend of devaluation as
indicated in Table 5 above.

43) The cost to h idge this exposure was obtained from banks by the
suppliers. This wes then vetted by Transnet Treasury and Regiments
Capital for reasorability. They both found the rates and costs to be
acceptable."

38 W^ note the following extrsct from a Transnet Internal Audit ("TIA")report issued

on 8 August 2017, period cf review being 1 April 2016 to 31 December 2016, at

page 11:

"Project status at 24 March 2017

• The revised delivery schedules agreed with the applicable

OEMs (as outlined above) have thus far not required an

increase ir ETC (R54.4bn). Overall project completion is

currently planned for October 2020 (excluding BT).

• Progress c gainst delivery schedules are monitored on a

continuous basis and remedial action implemented where

applicable end reported to the relevant governance forums.

However, the folio/ing potential impacts/risks remain:

• Investment n'sk on BT, given the amount spent vs. delivery to

I date, given heir financial position.

i • Possible ad litional operating costs, as Transnet has to refurbish

old equipment to maintain operations in the interim while the

new locomcives are delivered and accepted in to operations."

39 On 26 September 2017 a letter was addressed by ihomas Konditi of GE

Transportation to the GCE r5cording:
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"RE: EFF ALLEGATIONS INVOU 'ING GE & TRANSNET

Dear Mr. Gama,

As Transnet is aware, in June of .his year, leadership of the Economic
Freedom Fighters ("EFF") allegec serious improprieties relating to the
Transnet 1064 locomotive tender, including that Transnet, GE and the
three other successful bidders frat dulently inflated bid prices. GE takes
such allegations very seriously a > we pride ourselves in conducting
business with an unwavering com vitment to compliance and integrity.
Upon learning of the allegations, GE launched an internal review. I am
writing to briefly summarise our findings which confirm that GE's
participation in the tender process vas fully compliant.

In response to the allegations that GE improperly inflated prices by as
much as'ZAR 11 million per locomotive, we set out to independently
and thoroughly review the reason; for any GE changes. Our review,
which took several weeks to comp 'eta, was conducted by lawyers and
investigators from GE's legal and compliance teams, with support from
GE's corporate audit staff. The te am looked at pricing from the pre-
tender phase to final contract price.

GE's review confirmed that the "Free inflation" allegations by the EFF
against GE are without merit. ..."

OBSERVATIONS

40 We commence these preliminary observatic is with an account of certain of the

events that have precluded the authors fr m delivering the report within the

timeframe determined in terms of the prov sions of the Mandate. We set out

below the principal issues that have had a ft: idamentally negative impact, some

of which continue to hamper the progress of producing a draft report as

mandated by the Board.

41 It is our- prima facie observations as to the apparent existence of either

unsubstantiated and/or contradictory >o!icy application and/or the

non-adherence to legislation. We caution t! at these preliminary observations

require extensive further investigation and analysis of relevant

27
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information/material, including submissions and responses from several

individual key role players. In this regard and notwithstanding what is stated in

paragraph 15 above, we note the following provisions of Transnet's policies/

governance framework have a bearing on these preliminary observations:

41.1 TRANSNET SUPPLY CHAIN POLICY TRANSNET SOC LTD SUPPLY

CHAIN POLICY/1SCM15/1P TG VERSION 3, SEPTEMBER 2013

("TRANSNET'S POLICY"):

41.1.1 Transnet's policy sets out a broad framework and founding principles

that are to inform procurement within the organisation. Transnet's

Policy applies to all procurement activities atTransnet.

41.1.2 Transnet's Policy envisions a procurement process that occurs in the

following five stages:

41.1.2.1 firstly the identification of a commercial need for the goods or

services within Transnet;

41.1.2.2 a selection of the best options available to Transnet to determine

an optimum sourcing plan to be followed and secure the

necessary budgets;

• • ' )

41.1.2.3 the development of a projection definition including the

acquisition and logistics management and risk management in

anticipation of effecting a procurement event;

41.1.2.4 the implementation of the project which comprises of the

procurement, construction and commissioning; and

41.1.2.5 the close of the project which includes the Handover, ramping

down of resources and project close.

28
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41.1.3

41.1.4

41.1.5

41.1.6

41.1.7

41.2

w
the basis for these requirements is that State organs are accountable

to the National Treasury for their actions, in so far as finances are

concerned. The requirement of reasons in writing ensures that the

National Treasury is informed of the relevant considerations that were

taken into account in electing to dispense with the tender process.

This enables the National Treasury to determine whether there has
1 been any financial misconduct and, if so, to take the necessary steps

thereafter.

the High Value Tender Process subjects all transactions falling within

the High Value Tender threshold to independent scrutiny and

validation of all commercial contractual, process and Governance

aspects of the Bid process.

High Value Tender ("HVT") team must attend to all procurerr it

processes and advise entities during each phase of the process.

the HVT team must report significant process breaches to 7 ansnet

management. Firstly at entity level, and if still not satisfied /Vith the

outcome / corrective actions, such matters must be repc .ed to the

Operating Division Chief Procurement Officer before beir ^ escalated

to the Group ISCM.

HVT team must document lessons learnt throughout ie process and

provide feedback so that processes may be improve .

TRANSNET PROCUREMENT PROCEDURES MANUAL VERSION 2

OCTOBER 2013:

"Chapter 20: Bid Adjudication

20.1 GENERAL PRINCIPLES

29
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. I.

j

Adjudication can best be described as the validation of the process
leading to the recommendation of the Successful orPrefenred Bidder/s.
It is important to note that there are two different elements to this and
these are often confused.

20.2 THE ROLE OF THE AC DURING ADJUDICATION

The function of the AC is to validate both the process related aspects
as well as the commercial aspects of the bid process. The AC is
required to satisfy itself that all Bidders were treated fairly in the bidding
process and that the process was conducted in accordance with the
applicable regulatory framework and Transnet's internal rules. The AC
is also required to determine that the price to be paid by Transnet is
market related, that the commercial terms and conditions are fair and
reasonable and that the award of business is in the best interests of
Transnet

20.2.12 the award of business to the recommended Bidder wound not
be harmful to Transnet's image. In this regard, it must be borne in mind
that Transnet is a public company and its sole shareholder is the
Government of the Republic of South Africa. For this reason, business
transactions with entities that could harm Transnet's image should be
avoided;

20.2.13 price and other commercial terms are market related; and

20.2.14 the award of business does not pose any other legal or
material risks to Transnet that has not been mitigated

20.4 SPLITTING OF BUSINESS

The AC should enquire where the splitting of the award of business
was considered during evaluation, as this is a feasible mechanism to
promote the development of new entrants into the market. Transnet's
standard bid conditions allow for the selection of multiple suppliers or
the award of the whole, or any part of a Bid to any particular Bidder.
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_ '-> 42 The object of the PFMA is to ensure transparency, accountability and sound

| * financial management of the revenue, expenditure, asseis and liabilities of the

W

Transnet may also choose not to make an award if there are valid
grounds for doing so.

institutions to which the PFMA applies. To that end:

42.1 Brain Molefe's memorandum of 17 January 2014, at paragraph 37 thereof,

needs to be interrogated having regard to the then Minister of Finance's
i

letter of 26 April 2013 addressed to the MPE;

^ v : - 42.2 in addition to Transnet's letter of 11 March 2014, penned by the then

Chairman of the Board and addressed to the then Finance Minister, we are

advised of the existence of further correspondence between the two offices

pursuant to the Finance Minister's letter of 30 Octobe; 2013; and

42.3 the search for the above further correspondence is stlil to be completed.

43 The background facts as well as tha assumptions that may be relied on in these

preliminary observations include but are not limited to the PWC report authored

by Dr Shaw regarding TE's production readiness for 1064 locomotives

assembly, the PWC report authored by Lionel Van Tonds r ("PWC report"), the

''-> Public Protector Report issued October 2016, the Bundlender SC report of 29

June 2017 and numerous media publications. We do net opine herein on the

accuracy of the information or assumptions therein.
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44 As previously mentioned, during the course of June 2017, the GCE made

available the EFF pro-forma charge sheet comprising of 27 pages and styled

"GUPTA-ZUMA-SHARMA-ESSA-MOLEFE & TRANSNET THEFT OVER R10.6

billion (1064 x R10m)". Werksmans have pursuant thereto advised the Board on

the liability of directors and the possible conflict of interest involving Mr Iqbal

Sharma. These considerations and views have been reduced to writing and

addressed to the current Chairperson of the Board.

45 Regard being had to the expectation that Transnet would have ensured the

timeous delivery of a comprehensive chronology of evidence relating the

Transaction and specifically in view of the public expectation, we are, following

our preliminary and limited analysis, concerned that in general Transnet has

materially and fundamentally failed to the process adequately or at all.

46 In amplification hereof:

46.1 certain of the documents produced were either incomplete (i.e. excerpts of

minutes, rather than the entire minute) and/or were not accompanied by

annexures and/other documents referred to therein;

46.2 in so far as excerpts produced are concerned, these are in the main not

verified/ certified as copies/excerpts from relevant meeting minutes,

despite the fact that such excerpts contain pertinent resolutions pertaining

to the Transaction;

46.3 some of the documentation produced was placed in issue when examined

and thus the veracity of such documentation is now questionable. We have

interviewed members of the technical team who deny the veracity or

otherwise of statements attributed to them around aspects of "The request

to "normalise" the base price";
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47 To illustrate the points above we note our concerns arising from the minute the

Special BOD Meeting held.on 25 April 2013:

47.1 we are not in possession of the following documents referred to Ad

paragraph 4.4.1; the submission as contained in the pack; and the

"Committees inputs and amendments" which were effected post the issue

of the board pack;

47.2 from an email of 26 of April 2013 pursuant to the Special BOD Meeting, it is

t recorded that -n
s£l' "...we will be forwarding around th-j recent version of the business

case shortly" - we require a copy cf this recent version of the business
case"

47.3 Ad paragraph 4.4.4, regard being had to the debate on the proposal "to

appoint an independent expert on the transaction" we require clarity and/or

details on the mandate given to McKinsey Consortium and any other

independent expert, especially in light of the memorandum of 12 August

2012 addressed by Mr Anoj Singh to IVr Brian Molefe, the relevant portions

of which read-

)'"' 1064 LOCOMOTIVE TENDER
j i "Subject: APPOINTMENT FOR TRANSACTION ADVISOR ON THE

I
Purpose

1, The purpose of this memorandum is to request approval of the
Group Chief Executive for tne appointment of the McKinsey
consortium for the complete advisory services and Webber Wentzel
for the legal advisory work as Transaction advisors on the 1064
locomotive tender.

Purpose

19. It is recommended that the Group Chief Executive approve the
appointment of the McKinsey consortium for the complete advisory

33
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47.4

47.5

47.6

services and Webber Wentzel for the legal advisory work as
Transaction advisors on the 1064 locomotive tender."

We note, that an agreement was entered into between Transnet SOC Ltd

and McKinsey Incorporated on or about 21 February 2014. Clarification is

sought as to the period of the agreement. We are unable to reconcile the

existence of the agreement given the alleged discussion held at the

Special BOD Meeting at paragraph 4.4.4 as stated above. With regard to

the execution version of this agreement, we would require sight of the

purchase orders with reference to paragraph 2.2.1 thereof as well as the

deliverables at 2.9 and finally the work order(s);

we have received no evidence to gainsay the veracity of the appointment

and deliberations of any independent experts in the Transaction. We note

however, having obtained an unsigned document authored by David

Potter, managing director of Advanced Rail Technologies Ltd, styled

"Briefing Note" with an appendix thereto styled "Initial Briefing Note". We

have also observed the existence of an entity styled Regiments, who we

understand were consulted during the period of the Transaction. We pause

to mention that there have been numerous requests for their deliverables

which have not been furnished. See our further observations hereon below;

an excerpt from the draft minute of this Special BOD Meeting, as certified

by Ms Ayanda Ceba - the Group company secretary at the time, dated 26

April 2013 records that the BOD resolved to approve the business case in

paragraph 6.1 of this version of the minute excerpt. We are unable to

reconcile this recordal by Ms Ayanda Ceba having regard to the resolution

per the minute per paragraph 7 above, which document contains the BOD

resolution immediately below paragraph 4.4.10 thereof; and

34
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we have ate 3 received from Group Secretariat a third version of an excerpt

from the mi ute of the Special BOD Meeting, which is also distinguishable

on the ba: 3 that the page numbering cannot be reconciled with th -J

document p. ?r paragraph 7 above and that on the first page of this thin I

version, 2 nanuscript initials appear in the right hand margin. Lastly

paragraphs 1.3 to 4.7 have been omitted from this third version. One of th*

distinguisha le signatures/initials is that of the then company secretary, Ms

Ayanda Ceb a; and

we do not h ve the minute wherein the BADC recommends to the BOD the

approval of • le final business case. We have instead an uncertified excerp:

of the meet ig held earlier that day where the Preferential Procuremen.

Policy Fram: work Act, 5 of 2000, ("PPPFA") exemption is discussed.

48 Of some docurrants only drafts were provided, notwithstanding numerou?

requests for issi ad versions. They may be innocent explanations but this

inexplicable cond ict displayed to date has been recorded from time to time.

49 In addition and as foreshadowed above, we have had regard to certain

correspondence 'ealing with regulatory framework, in particular PFMA and

PPPFA provision;, which have been examined with the office of Finance

Minister and enqu ries were made which remain unanswered.

50 We reiterate, ther remains a plethora of outstanding information and evidence.

51 As is common ca se, TFR entered into fixed price contracts on 17 March 2014

("signed contract;") with each of the Original Equipment Manufacturers

("OEMs") to suppi - and deliver the 1064 locomotives. In turn, the OEMs entered

into contractual a rangements with TE to co-manufacture the majority of the

locomotives in So- th Africa.

52 Under the signed contracts TRF contracted with the four OEMs (and TE), to

deliver the four cle >ses of locomotives as indicated below:
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China South Rail
(CSR)

China North Rail
{CNR

General Electric

Bombardier
Transportation
(BT)

22E

45D

44D

23E

359

232

233

240

R18.0bn

RIO.Obn

R8.4bn

R13.1bn

Contingency R4.9bn

Total 1064 R54.4bn

53 The unsigned report by TFR Finance styled "key outcomes from the

negotiations for the acquisition of 106 \ new locomotives concluded in March

2014" must be interrogated and clarified, having regard to observations and in

particular, factors influencing the decisions read with the final version of the

business case This observation is firther bolstered by the fact that TFR

Finance persornel have contended th at this document forms the basis upon

which the submission to the BOD was prepared, which submission motivated

the increase in he Estimated Total Cos' for the Transaction.

54 In accordance with the Mandate we l-ave had sight of an agreement styled

"BUSINESS DEVELOPMENT SERVICES AGREEMENT' which contains an

annexure there;D which appears to have been concluded on 20 November 2014

(notwithstanding the reference to the egreement date being May 18, 2015 on

the cover page) by duly authorised representatives of CSR E-Loco Supply (Pty)

Ltd and CSR (Hong Kong) Co. Ltd. In so far as the BUSINESS

DEVELOPMEN r SERVICES AGREEMENT may give rise to cross-border non-

compliance ano/or money laundering, the precise nature of the terms of the

transaction embsdied in the agreement vill be examined in consultation with the

South African Reserve Bank ("SARB").
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55 There has been a public outcry regarding allegations of kickbacks facilitated

through subcontractors of CSR E-Loco Supply (Pty) Ltd in relation to the

Transaction. Correspondence dealing with these pertinent allegations has been

exchanged between Transnet and the OEM concerned. The allegations warrant

the attention of Transnet's external auditors given the tatter's reporting duties

and the applicable legislative framework.

56 In the course of our discussions with the SARB we have been informed of

correspondence emanating from inter alia the office of the then GCFO, directed

to an OEM dealing with inter alia penalty interest payable as well as

compensation for the exchange rate losses in terms of the Locomotive Supply

Agreement entered into on 17 March 2014. Furthermore, as to the existence of

agreements between the OEM and further subcontractors apparently situated in

Hong Kong.The existence of the said agreements will need to be interrogated:

56.1 we pause to mention that we have perused a letter from the OEM to the

GCE of July 2017 emphatically denying that a relationship exists with any

third party supplier. The veracity of such correspondence is placed in issue.

57 A PWC report, being an investigation into allegations of a possible conflict of

interest involving Mr Iqbal Sharma, concluded that Mr Iqbal Sharma was

conflicted in relation to the award of the Transaction. We pause to note that this •

report was not received, so we are advised, by the incumbent BOD of that time.

We note there are instances of conflict of interest in relation to the Transaction

that require further investigation and/or interrogation. One such instance

involves the BOD having appointed PWC to assist with the forensic

investigation relating to conflict of interest allegations in the media. These

allegations relate to a possible conflict of interest involving Mr Iqbal Sharma, the

then chairperson of Transnet's BADC, involving th-3 evaluation and other

aspects of the Transaction.
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58 We note that members the BOD approved the business case during or about

April 3013. We have observed that the BOD paid scant regard the PWC report,

November 2014, on the potential conflict of interest issues in the Transaction in

relation to Mr Iqbal Sharma. To the extent that the BOD in that period was

supine is a matter that requires far more elaborate interrogation (See Howard v

Herrigel and Another NNO 1991 (2) SA 660 (A)). It is our prima facie

observation that the BOD as constituted at that time operated in disregard of

relevant Transnet policies and/or governance framework read together with

section 75 of the Companies Act as well as other applicable legislative

provisions.

59 In relation to conflict of interest during the award of the Transaction, our prima

facie observations are that unless additional information is produced to gainsay

our views, members of inter alia the Locomotive Steering Committee as well the

BADC failed to recuse themselves timeously or at all. This omission may

constitute a contravention of Transnet policies/ governance framework and

other applicable legislative provisions.

60 The following significant risks have been reported on by TIA in a report issued

on 8 August 2017:

60.1 deficiencies in project management practices which may have a negative

impact on the timely delivery of the project as well as potential budget

overruns;

60.2 continuous changes in the market conditions that could have negative

impact on the programme and project business case;

I 60.3 funding availability that could necessitate the delayed completion of the

• j assets, with resultant cost escalation;2

2 TIA 8 August 2017- Period of Review 1 April 2016 to 31 Decemb ir 2016.
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60.4

60.5

investment risk on one of the OEMs, given the amount spent versus

delivery to date, given their financial position; and

further delivery slippage and/or potential claims and/or escalations which

may result in the contingency not being sufficient to complete the project

within the current approved total estimated cost. The residual risk

pertaining to the project is considered to be high.3

61 We note the following statement from a recent TIA report:

"As at the 2016/17 financial year end, 44% of the R54.4bn has been

incurred with 19% of locomotives delivered and accepted. It should be

noted that there is no direct correlation between cash flow incurred

versus locomotives delivered, due to various contractual

prepayments to OEMs relating to factory set- 'ip, relocation etc." (Own

emphasis)4

62 We procured information from Mr Mohammed Moola of TF-. and members of

the TIA. The evidence is inconsistent with what was reported ">n for the same

period by the internal auditors. Further investigation and d t -rications •*,.

required in this regard with the assistance of the forensic auditor. . l ;s specific

finding was to do with Local content. The finding was that no loci.' content

verification has been conducted to date on OEMs, which TIA recognis is a

huge potential reputational risk to Transnet. Our attention was also drawn t* the

African Newswire article of 16 September 2017 styled "South African

Parliamentary Committee calls for probe into the train locomotive purchase".

3 See note 2 above.

4 See TIA Report styled 1064 Locomotives Acquisition Control Effectiveness Review, Issue date 8 August 2017.
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63 We understand from members of TIA that this constituted a material

reputational risk which was highlighted in a report circulated to a Board

committee on or about 24 August 2017. Furthermore, the TIA representative

interviewed recommended that the Financial Interim Review Policy be

interrogated in so far as the terms of governance and failure to comply therewith

evidenced a systemic risk within the organisation.

64 In addition, the cause of concern is the failure by Transnet to implement the

Financial Interim Review ("FIR") and the Post Implementation Review, which

review standards have not been maintained and strictly adhered to. The

auditors of TIA will need to be held accountable and if necessary any such

omissions may require the attention of the professional Regulator.

65 Given the limitations of these preliminary observations, further inquiries will be

directed in the course of the further investigation on the basis of the extension

having been granted, which will include, inter alia, our observations.

66 The absence of correspondence between the office of the Minister of Finance

and the Chairperson of the Board at the time, save for the letter from Transnet

of 11 March 2014, needs to be examined. We also note in this regard the

context and statement of Mr Brian Molefe contained in item 17 of his

memorandum dated 23 May 2014.

67 The absence of any explanation or rationale for a decision in respect of the best

and final offer request in so far as certain bidders were to be excluded, as

evidenced In the memorandum of 27 December 2013, needs to be interrogated.

40

0057-0364-0001-0202

TRANSNET-REF-BUNDLE-00479



I
I
I
I
I
I

I
I
I
I
I
I
I
I
I
I
I
I
I

i

1

S113S663vl
30D92017

202

68 Consideration of the deliberations to subcontract TE in the final scope and its

impact on the increase of costs of the preferred bidders (see letter of 21

January 2014 read with the Minister of Public Enterprises' recommendations,

giving rise to a R2.6 billion increase in the final scope) requires investigation.

That this is so has been emphasised by the failure of TE as a subcontractor.

The mandate as currently referenced allows for the forensic auditor to probe TE

and its procurement strategy.

69 The special BOD of 24 January 2014 illuminates the significant role played by

Mr I Sharma. In the context of the Van Tonder investigation the evidence needs

to be further interrogated.

70 Regard being had to the discussions which are recorded in an excerpt of a

minute of the BADC of 26 February 2014, clarification will be required in so far

as the business case had addressed the significant exposure on forex and

hedging costs, as well as the reliance on outside consultants such as

Regiments and Advanced Rail Technologies. In so far as managements

statements regarding confinements of additional locomotives, when TFR »r. on

record as having stated that it was experiencing capacity issues to jccept

delivery as anticipated had already been constrained at that time, netds to be

investigated. Consideration of capacity of the OEMs to perform in terms of the

1064 award and the confinement/s requires further investigation.

71 Relocation of 2 OEM's from Koedoespoort to Durban have always been

understood to have been a requirement stemming from Transnet to the OEM's.

This has been believed to have been done at contracting stage and has always

been understood to be part of the supply agreement entered into between the

OEM. There have been some concerns raised over the period 2016 to date

from various sources including media, BEE partners of some of the OEM's and

TIA is currently tasked instructed to provide a post review into the move to

Durban. ' !

72 We record that the following is still under consideration in regard to relocation:
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72.1

72.2

Global Railway Africa (Pty) Limited, a minority sharehr ier of CNR, having

placed on record in writing the following enquiry:

"...whether or not TFR was satisfied with the trar>action so as to in

turn enable us as directors to determine whether c • not we had a duty

to report certain questions we had regarding the transaction to the

SAPS pursuant to the relevant anti-convption legist tion".

the recommendation contained in the memorandum "om Mr Ravi Nair,

acting Chief Executive Transnet Freight Rail, to Siyat onga Gama Acting

Chief Executive at Group, which was signed for IvV Ravi Nair in his

absence on 19May2015, will of necessity receive requisite further

attention in that it records the following:

"PURPOSE

1. Request the Acting Group Chief Executive (G< E) to approve the
following:
a) The team to negotiate the relocation to Dur an

with Bombardier Transportation SA (BT).
b) Variation order in order to finalise the relocs :on

of the programme for the construction of '40
locomotives to Durban to a maximum valut of
R634 315 000.

c) Letter to be issued to BT to comme xe
negotiation for the relocation of the programn a

BACKGROUND:

2. During negotiations BT and CNR were info med that they will
use the Durban Transnet Engineering (IE) facility for the
construction of the locomotives which were allocated to them.
The Durban facility and the move were intrc !uced to both CNR
and BTafterthe tender had closed and evalu itions were done.

BUDGET IMPLICA TIONS
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72.3

23. The Board at its meeting of 28 May 1014, approved an amount
ofR4,9 billion in contingencies as par'~ of the revised ETC.

24. The contingencies budget were to cc er the following items:

a) Capital spares beyond the warranty p mod,
b) Variation orders and options (such is electronically controlled

pneumatic braking and wire distribute 1 power etc.).
c) Relocation of the programme to TEs i Durban facilities.

25 The current status of the utilisation c' the contingencies budget
is as follows:

Description

Contingencies approved
Variation orders approved to date
Relocation ofBT
Relocation of CNR
Unutilised portion of
contingencies

R billion

4,954 .
1,200
634
646

2,484

RECOMMENDATION

27. Request the Group Chief Executh 9 (GCE) to approve the
following:

a) The team to negotiate the relocation i > Durban with BT.
b) Variation order in order to finaliB the relocation of the

programme for the construction of 24 7 locomotives to Durban to
a maximum value ofR634 315 000.
c) Letter to be issued to BT to con mence negotiation for the

relocation of the programme."

The decision making process in relation to reloo tion. See in this regard the

email string between members of the executive c sam below:

"From: Lindiwe Mdletshe Transnet Freight F. \HJHB
Sent: 23 June 2015 04:13 PM
To: Anoj Singh Corporate JHB; Thamsanq- Jiyane Engineering PTA;
Garry Pita Transnet Corporate JHB; N liphiwe Silinga. Transnet
Corporate JHB; Yousuf Laher Transnet Freic ht Rail JHB
Cc: Emma Molotsane (emolotsane@tia-snk. o.za)
Subject: FW: Manufacturing Facility R-]ocation for Class 45D
Locomotive Supply Project
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I I Good day,

Please find attached revised CN:1 proposal for your review and
comments.

Please note both meetings that were scheduled to take place today, 23
June 2015 were postponed.

BTs proposal is still outstanding. They are having an alignment
session this afternoon and they wil revert back to us today with an
indication of when the "revised proposal" will be submitted to Transnet.

From: YousufLaher Transnet Freigt' Rail JHB,

1 1 "'Sii' Sent: 25 June 2015 10:12 AM

j To: Lindiwe Mdletshe Tra.isnet Freight Rail JHB,
Lindiwe.Mdletshe@transnet.net

I \ Cc: Emma Molotsane (emolots3ne@tia-snk-co.za) Anoj Singh

j Corporate JHB, Anoj.Singh@transn^t.net, Thamsanqa Jiyane Transnet
Engineering PTA; Garry P//:-< Transnet Corporate JHB,

1 1 Garry.Pita@transnet.net; Ndiphiwe Silinga Transnet Corporate JHB,

J Ndiphiwe Silinga@transnet.net
Subject: RE: Manufacturing Faclity Relocation for Class 45D
Locomotives Supply ProjectHi Lindiwe, their proposal has lot changed from the previous
submission except for their new offe. • on payment terms.

As such the comments per my ei tail over the weekend would still
apply.

73 Factors that further inform these preliminary L bservations include, inter alia:

73.1 the initial costs of the relocation subrr itted by the relevant OEM is not

commensurate with the amount finally a\ proved;

73.2 the BEE partner of the OEM is unable tc justify the relocation costs paid;

73.3 though there is a memorandum prepared for the Group Chief Executive to

approve the relocation, no supporting dc ;umentation accompanies it;
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73.4

W

73.5

73.6

73.7

73.8

a series of meetings were held in relation to relocation but TIA was invited

to only one such meeting, despite the fact that TIA was required to be part

of the entire relocation process. TIA did not and presumably would not

produce a report as required;

it is not clear that the relevant Delegation of Authority Framework was

adhered to in the approval of the relocation negotiation;

the Cross Functional Negotiation Team attendant on the relocation have

not, as far as we have been able to ascertain, been provided with requisite

appointment letters;

there es not seem to be a negotiation strategy in place for the relocation;

declaratk of interest of the people present in negotiations are not to hand;

and

73.9 finance team i ^d very limited involvement the negotiation of the relocation

proposals and none of the negotiation meetings were recorded in minutes

as is required by the Procurement Procedures Manual, though there are

recordings of such meetings.

EXTENSION CONSIDERATIONS

74 The Minister of Public Enterprise has been informed regarding the inability to

manage the expectations that a draft report be finalised by the end of

September 2017.

75 It is with regret but conviction that we record that the time frames provided to

produce a report as outlined herein above, were never sufficient, reasonable nor

realistically possible.
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76 It is necessary to observe that notwithstanding the widespread interest in the

issues at hand we have generally experienced a reluctance to deal with the

situation. It is not a criticism but a fact that all of the required material was not

volunteered and was only disclosed following specific inquiries about its

apparent existence. We are required to scrutinize and interrogate each and

every document with a high level of scepticism. As foreshadowed, there is still a

tremendous amount of documentation outstanding thus making it impossible to

• make a definitive conclusion without access to all relevant evidence.

77 It is important to note at the outset that a report and investigation of this nature

and magnitude is as good as the information provided. In the absence of

unfettered and full disclosure an inference will be drawn.

78 Accordingly, the risks associated as to the extent and veracity of the EFF

pro-forma charge sheet in so far as the allegations are concerned entails an

analysis and an evaluation of the underlying transaction and the extent to which

associated persons are exposed.

79 Business transactions when conducted in disregard of internal policy and

legislative provisions must be avoided. The PFMA makes non-compliance with

its provisions an act of financial misconduct. The PFMA therefore obliges

Transnet to have a procurement system that espouses the principles of

fairness, transparency, cost effectiveness and competitiveness, failing which

National Treasury may vary or cancel contracts which undermine the

abovementioned principles.

80 On at least two separate occasions Werksmans have notified the delegated

Steering Committee, subject to Ministerial direction, to approve that the

Mandate, together with that of the Professional Group be extended to the end of

November 2017.
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RECOMMENDATIONS

81 Given the complexity of the matter we are of the opinion, together with the

Professional Group, that arrangements be concluded to interview material

witnesses. It stands to reason that to make the interviews meaningful, the

requisite documentation that remains to be delivered must first be analysed.

82 In so far as the Mandate is to be extended and on the basis of these

preliminary observations:

82.1 it is in our view appropriate for Transnet, in consultation with its advisors, to

£ consider tennination of the Locomotive acquisition programme or any part

j thereof.

! 82.2 in accordance with the Labour Relation legislation and the Transnet's

employment terms and disciplinary code the opportunity be explored to

' suspend on special leave those individuals whose continued presence

within the organisation may be prejudicial to the interests of furthering t' B

j investigation.

]
I 82.3 in the context of the Mandate, the matters raised are of a public a jern

] and Transnet has determined what issues are to be investigat d. We

! JO- record that the purpose o the investigation as mandated m i be to

| determine whether the Tran.. ".tion is legally binding. We recom lend that

) a commission of inquiry in tern *. of the relevant and applicable ^gislative

J provisions read with the regulate 's be given appropriate conr deration by

the Minister.

WERKSMANS INC

30 September 2017

47

0057-0364-0001-0209

TRANSNET-REF-BUNDLE-00486



I
I
I

Appendix 9
Transnet SOC Ltd
Registration
Number
1990/000900/30

Canton Centre
150 Commissioner
Str . Johannesburg
2001

..,

P.O. Bos 72501
Parkviev;
south Africa, 2122
T +27 11 308 2S26
F +27 11 308 2312

209
IRANSNEfr

MEMORANDUM

www.transnet.net

To: Transnet Board Disposals and Acquisitions Committee

From: Mr. Brian Molefe, Group Chief Executive, SOC Ltd

Date: 17 January 2014

SUBJECT: REQUEST FOR APPROVAL TO NEGOTIATE AND AWARD OF BUSINESS TO THE
SHORT LISTED TENDERERS FOR THE SUPPLY OF 5 9 9 (COCO) NEW DUAL VOLTAGE
LOCOMOTIVES FOR THE GENERAL FREIGHT BUSINESS (GFB)

PURPOSE:

1) The purpose of this memo Is to;

• • Provide an update to Transnet Board Disposals and Acquisitions Committee the progress on
the tender evaluation process;

• Note and recornmend.rJie approval of the tender evaluation process from step 1 up to step
to the Transnet Board of Directors (BOD);

• Support the recommendation of the shortlist of tenderers as a remit of the tender and
evaluation process for the negotiations and award of business to BOD and

• Delegate all necessary powers to the Group Chief Executive to sign, a r>prove and conclude all
necessary documents to give effect to the above resolutions.

BACKGROUND:

2) On the 19 April 2012, the Transnet Board approved the procurement of 399 Electric locomobVes
subject to Section 54 PFMA approval.

3) Section 54 PFMA approval, from the Minister of the Department Public Ent irprlses was obtained by
the Company and the BOD has been advised accordingly. AH the queries raised by the Minister
have been responded to by the Company.

4) The RFP document and draft contract have been reviewed internally at T-R and Group as well as
by an external law firm.

5) RFP No TFRAC-HO-8608. for the supply Df 599 New Dual Voltage Eleciic Locomotives for the
General Freight Business (GFB) closed on the 30 April 2013. Seven (7) proposals were received
from tenderers.

i • i

6) The BOD approved evaluation methodology was to follow a 6 step evaiucclon process as indicated
in the diagram below:
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Evaluation Methodology

Stepl Step 2 Step 3 Step 4 Step 5

Administrative Substantive
Responsiveness Responsiveness

Minimum
Threshold

60%

Minimum
Threshold

40%

Minimum
Threshold

80%

Steps

Weighted
Scoring / 1 0 0

Returnable « " ' » - « • Supplier
Documents Pre-qualiflcation Local Content Devetapn »nt
&. Schedules • BBBEESc retard

FINAL
SCORE

7) The following evaluation criteria was used to evaluate:

7.1 Step 1-Test for Administrative Responsive less:

a. Whether the bid has been lodged on time
b. Whether all returnable documents and/or schedules [where applicable] were completed

and returned by the dosing date and time
c Whether the bid documentation has been duly sMned by the Respondent

7.2 Step 2. - T e s t for Substantive Responsiveness:

a. Whether the bid contains a priced offer;

b. Financial Stabilfty:

Accordingly the following eight pre-determi led ratios were used for the pre-

qualification criteria for financial stability relatinc to the financial statements:

Gearing
Liquidity
Profitability
Minimum guarantees
Return on Assets
Return on Equity
Interest cover
Cash generated from operating activities (Value)

a Guarantees: • • .•

• Agreement to the terms & conditions of the Parent Company" Guarantee in the
format supplied;

• Agreement to the terms & conditions of the Advance Payment Guarantee in the
format supplied;

• Agr.eement.to.the Performance bond rec jirements & Performance bond terms &
conditions in the format supplied;

• A minimum warranty period of 2 years fc•• the loco, 6 years for the traction motor
and 1 year for spares after Defects Liability Period; and

• A minimum long term credit rating of f- [Fitch Ratings or equivalent] and the
Issuer should be pre-agreed with Transr.et, for the companies' bankers that will
be providing the guarantees.

d. Whether any other pre-quallficat!on criteria set Ly Transnet, have.been met;

e. Whether the bid materially compiles with the sc-pe and/or specification given

Page 2 of S
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f. "Whether all material terms and conditions stated in the bid document have been met

8) Cross Functional Evaluation Team (CFET) was appointed to conduct the evaiuab'on on behalf of the
• Company and this team comprised members from Technical, Finance, Legal and Supplier

Development departments of Group and TFR.

9) A Locomotive Steering Committee (LSC) established to govern the evaluation and award process
on behalf of the BOD. LSC was chaired by the GCE and its membership also comprised the GCFO;
CE TFR, legal, procurement, TIA.

10) A sub-committee of the LSC was established to deal with the very confidential and detailed
matters of the evaluation process and this committee comprised the GCE; GCFO and CE TFR.

11) The CFET reported its findings to this subcommittee for consideration.

12) All seven (7) tenderers were then evaluated according to the above criteria.

13) After subsequent clarifications the Cross Functional Evaluation Team (CFET) completed step 1
(Administrative Responsiveness) and step 2 (Substantive Responsiveness) on all bids received,

14) On completion of step 2 (Substantive Responsiveness) evaluations which" Included financial pre-
qualificatfon, all seven (7) tenderers met the minimum requirements and qualified to progress to
step 3 (Local Content) for further evaluation;

15) On the 25 July 2013,. Transnet Internal Auditors (TEA) reviewed step 2 (financial. pre-
qualifications).

16) On approval from the GCE (recommendation for step 1 and step 2 and to proceed with step 3 and
step 4 concurrently), the CFET proceeded with step 3 (Local Content). The minimum threshold of
60% Is required for tenderers to proceed to step 4 (Technical Evaluations) of the evaluations.

17) On completion of step 3 (Local Content) evaluations, all seven (7) tenderers met the minimum
Local Content specific threshold of 60% and TIA reviewed the Local Content results.

18) On the.7 August 2013, the GCE approved the recommendation for step 3 (Local Content) and
that the CFET start with step 5 (Technical) concurrently with step 4 (Supplier Development/ B-
BBEE Scorecard).

19) The CFET then proceeded with the evaluation of the Supplier Development and BBBEE Scorecard
of the seven (7) tenderers in the presence of TIA. The following criteria were used to evaluate
step 4:

19.1 B-BBEE Scorecard:
Current status evaluated according to the valid B-BBEE Verification scorecard

19.2 Supplier Development Bid Document:
a. .Investment In Plant

r b. "technology Transfer/ Sustalnability
c. Down-stream Supplier Development
d. Skills Development
e. Job Creation/ Preservation
f. Small Business Promotion

I
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20) On completion of step 4 (Supplier Development and BBBEE Scorecsitl) evaluations, all seven (7)
tenderers met trie minimum Supplier Development and BBBEE Scor^card threshold of 40% and
TIA reviewed the Supplier Development and BBBEE Scorecard results.

21) On the 18 September-2013, the GCE approved the recommer iation for step 4 (Supplier
Development/B-BBEE Scorecard).

22) Technical team commenced with Step 5 (Technical) evaluations and he following scoring matrix
was used to evaluate Step 5;

22.1 For each Essential or Desirable requirement, scoring v\n s done on the
following basis

a. Full Compliance 2
b. Partial Compliance 1
c Non-Compliance 0

22.2Mandatory requirement clauses are not scored; (Full compliance to ALL the
mandatory requirements is mandatory )

a. Full Compliance - full compliance to all mandate- '.....at-..
mandatory.

b. Partial Compliance - tender **- ..mcawon
c Non- Compliance - tenau disqualification

23) The office of the Chief Operating Officer of TFR made a recommencation that TFR would
standardize on the Co Co locomotive configuration for TFR operatic .s.

24) As this dedsion was not made when the tender was Issued (tie tenc y called for both Co Co and
Bo Bo proposal requests to be submitted.

25) The GCE on recommendation of the TFR CE approved the Co Co cc ̂ figurations for TFR operations
and as consequence the tenders were then evaluated on this basis.

26) The CFET then proceeded with the evaluation of step 5 (Technical) of the seven (7) tenderers in
the presence of TIA.

Ranking and final scores for 599 Electric Co Co locomotives

Ranking Tender Number

Tenderer 2 (T2)
Tenderer 1 (Tl)
Tenderer 7 (T7)
Tenderer 5 (T5)
Tenderer 3 (T3)

Final Score

27) The following tenderers did not meet the technical Requirements.

I
I
I
I
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• T4 did not comply with all the MANDATORY/'disqualifying clauses.

• T6 only submitted a Bo-Bo locomotive proposal and was not scored.

.28) On completion of step 5 (Technical) TIA reviewed the results.

29) The GCE then approved the shortlisting of the tenderers that have met the technical threshold of

80%.

30) The CFET (Finance) found numerous Inconsistencies in the manner In which bidders chose to
complete the scheduled and unscheduled maintenance portions of the TCO model. The CFET
(Finance) recommended that the CFET (Technical) review tile models for reasonability with the

. purpose of allowing the CFET (Technical) to guide the CFET (Finance) In making decisions to
score the TCO models submitted as well as to guide the CFET (Rnance) In their deliberations as to
whether the models submitted would actually meet the requirements to be scored fairly amongst
bidders.

31) A few members of the technical team were made available to conduct a review of the scheduled
and unscheduled maintenance regimes as supplied by bidders I • reasonability. It emerged that
the models required normalising and the CFET could not chanc, the models on behalf of the
tenderers.

32) The CFET recommended that the scheduled and unscheduled mainte. ance be excluded from the
evaluations of the TCO model.

33) The GCE approved the exclusion of the scheduled and unscheduled main 'nance from the
evaluations of the TCO model.

DISCUSSION:

34) The last step of the evaluation consists of 5 elements namely;

a. Price (including TCO),
b. Supplier Development,
c BBBEE Scorecard
d. Further Recognition Criteria Current and
e. Further Recognition Criteria Future

Page 5 of 8
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35) The results of the step 6 evaluations are summarised on the tables below:

I

2

3

4

5

WHAT IS BEING MEASURED

BBBEE SCORECARD

SD

Further Recognition Criteria •
(Current)

Further Recognition Criteria
(Future)

Price (Total Cost of Ownership
(TCO) exduding unscheduled and
exduding scheduled maintenance
and excluding bonus point
allocation)

TOTAL SCORE

WEIGHT

10.00

20,00

5.00

5.00

60.00

100.00

Tl-

8.00

15.50

0.88

0.94

40.65

65.96

T2

6,00

16.15

0.47

2.11

36.60

61.33

T3

4.0C

15.1

0.1E

12-.

32, 1

T5

8.00

•16.67

1.66

2.45

15.83

44.60

T7

6.00

15.89

Z16

1.82

26.78

52.64

MOTIVATION FOR AWARD OF B' iNESS:

36) Apart from the fact that T l • id T2 scored the highest points. Their p oposals also offer the
following benefit to Transnet:

' • Local Content committed by both tenderers is higher than the stipulated threshold of
60%, commitment forTl Is 69.83% and Tenderer 2 commitment 3 68.20%;

• Tl and T2 scored the highest points on technical evaluations.

• Supplier Development commitment forTl is 77.5 % and T2 is 80, 3%.

• Delivery Schedule is close to what Transnet requirements.

37) However the pridng of the locomobVes posed a commerdal exposure fc Transnet and also the
National Treasury concern of not paying excessive premiums as outlined n the PPPFA guidelines
of premiums not being more that 11% by the use of the 90/10 evaluation riterla..

38) In order to mitigate the commerdal exposure for Transnet and further red ce any potential
premium on the transaction the GCE requested that the CFET request the est and final offer

• from the two highest scoring tenderers.

39) The other tenderers be Informed that Transnet is engaging with the short!: ted tenderers.

Page 6 of B
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40) The outcome of the best and final offer Is as follows:

• Tl offered to Increase procurement to small businesses .y R50 million and technology
transfer through skills development training and support c / RIO million. In addition they
offered a R455 000 reduction in price per locomotive bass i on a revised foreign currency
content percentage.

• T2 offered a discount of R 2.25 million per locomoth '., including a revised foreign
currency content amount, thus offering the best price,

The above process has almost eliminated the premium on the transact .n.

MOTIVATION FOR SPLIT OF BUSINESS AWARDED

41) The original MDS volumes as promised in the corporate plan are significantly at risk.

42) This is due to lack of tractive effort at TFR due to the delays in •• ie award of this tender mainly
due to Oie PPPFA issues experienced.

43) In order to not further Increase this risk it is suggested that me 2 than one supplier be used to
supply the required locomotive to reduce delivery risk and en: snce our ability to meet MDS
volume targets.

44) We recommend that two suppliers be used to manufacture the re. Jired locomotives,

45) This view is supported by the following reasons:
a. Promotes standardization of the locomotive fleet to ensur TCO Is minimized
b. Allows for critical mass that would enable successful r jgotlations on price and other

critical commercial terms and conditions
c Allows for critical mass that would promote localization ar 1 programmatic procurement
d. Allows for flexibility In supplier options In future as it prev nts monopoly behavior
e. Reduces the legal risk of the transaction and
f. Reduces the overall contract risk of the transaction due to nforeseen circumstances.

46) We further believe that the above will be achieved by a 60- 3 allocation to T2 and a 40%
allocation to Tl of the contracted locomotives.

47) This split is motivated by the following:
a. As mentioned above delivery risk Is of paramount import; ice due to MDS volumes.
b. T2 has demonstrated their ability to deliver on schedule by delivering the first prototype

on time and the next 10 locomotives are also on schedu!:. These locomotives form part of
the 95 locomotive contracts.

c This provides comfort thatT2 has the ability to deliver ar i reduces delivery risk.
d. Tl has not done work for Transnet In the recent pa.: and has no track record with

Transnet.
I

1 •

I ,' ' Pa'e7°fs. tP"'\^ A

I
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CONCLUSION

48) TIA has reviewed and approved all steps In the evaluat] n process - refer annexure A for TIA full
report

49) Shortlist the award of business to T l and T2 for the sup :!y of 599 electric locomotives subject to
successful contract negotiations.

50) Split the award of business to the above suppliers by a t ) % allocation to T2 and a 40% allocation
to T l of the contracted locomotives subject to a perfonr ncs clause In the contract

RECOMMENDATION

51) It is recommended that the Transnet Board Disposals a? i Acquisitions Committee to:

• Notes the update on the progress of the tender eva! ation process;

• Note and recommend the approval of the tender e iluation process from step 1 up to step
6 to the Transnet Board of Directors (BOD);

• Support the recommendation of the shortlist of t iderers as a result of the tender and
evaluation process for the negotiations and award c business as contained in paragraphs 49
and 50 to BOD and

• Delegate all necessary powers to the Group Chief B ^cutive to sign, approve and conclude all
necessary documents to give effect to the above res 'utions.

RECOMMENDED BY:
h

Mr.nfiarrjsanqa Jiyane
Chief Procurement Offtcer: Transnet Freight Rail

Mr. Siyabonga Galha
lef ExecuWfifansnet Freight Rail

}M
Mr/li ,ky jfabokela
Trans, et Internal Auditor
Date:

Mr. Anoi 3n
Chief Fin nd
Date: z^ o

Bfficer: Transnet SOC Ltd

APPROVED/ NOTAPPROVED-BY:

Mr. Brian!
Group Chief Executive: Transnet SOC I
D a t e :

Page 8 of S
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Transnet SOC Ltd Carl ton Centre P.O. Box 72501 TRANSNEIT
pegisrxation 150 Commissioner parkview
Number s t r . Johanncsbarg south Africa, 2122
1990/000900/30 2001 T +27 11 308 2526

F +27 11 30B 2312

MEMORANDUM

www.1ransnel.net

To: Transnet Board Disposals and Acquisitions Committee

From: Mr. Brian Motefe, Group Chief Executive, SOC Ltd

Date: 17 January 2014

1 . SUBJECT: REQUEST FOR APPROVAL TO NEGOTIATE AND AWARD OF BUSINESS TO THE
J SHORT LISTED TENDERERS FOR THE SUPPLY OF 465 NEW DIESEL LOCOMOTIVES FOR THE

GENERAL FREIGHT BUSINESS (GFB)

PURPOSE:

1) The purpose of this memo is to;

• Provide an update to Transnet Board Acquisitions and Disposals Committee (BADC) on the
progress on the tender evaluation process;

• Note and recommend, the approval of the tender evaluab'on process from step 1 up to step to
the Transnet Board of Directors (BOD);

• Support the recommendation of the shortlist of tenderers as a result of the tender and
evaluation process for the negotiations and award of business to BOD and

• Delegate all necessary powers to the Group Chief Executive to sign, approve and conclude all
necessary documents to give effect to the above resolutions.

BACKGROUND:

2) On the 19 April 2012, the Transnet Board of Directors (BOD) approved the procurement of 465
• Diesel locomotives, subject to Section 54 PFMA approval.

3) Section 54 PFMA approval from the Minister of the Department of Public Enterprises was
obtained by the Company and the BOD has been advised accordingly. All the queries raised by
the Minister have been responded to by the Company.

4) The RFP document and draft contract have been reviewed Internally at TFR and Group as well as
by an external law firm.

5) RFP No TFRAC-HO-8609 for the supply of 465 New Diesel Locomotives for the General Freight
Business (GFB) dosed on the 30 April 2013. Four (4) proposals were received from tenderers.

i

6) The BOD approved evaluation methodology was to follow a 6 step evaluation process as
Indicated In the diagram below;

0057-0364-0001-0218
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Evaluation Methodology

S t e p l Step 2

Administrate Substantive
Responsiveness Respon^veness

Returnable
Documents
& Schedules

Step 3
Minimum
Threshold

55%

Step 4

Minimum
Threshold

qualification

Steps

Minimum
Threshold

80%

Step 6

Weighted
Scoring /100

• Prki?(ii
Supp1ie

Local Content Supplier
Development

BBBEE Scorecard

Technical
l ^ r r e n t .

FINAL
SCORE

7) The following evaluation criteria was used to evaluate;

7.1 Step 1 - Test for Administrative Responsiveness:

a. Whether the bid has been lodged on time

b. Whether all returnable documents and/or schedules [where applicable] were completed
and returned by the dosing date and time

c. Whether the bid documentation has been duly signed by the Respondent

7.2 Step 2—Test for Substantive Responsiveness:

a. Whether the bid contains a priced offer;
b. Financial Stability:

Accordingly the following eight pre-determined ratios were used for the pre-qualification
criteria for financial stability relating to the financial statements:

Gearing
Liquidity
Profitability
Minimum guarantees
Return on Assets
Return on Equity
Interest cover
Cash generated from operating activities (Value)

c. Guarantees:
• Agreement to the terms & conditions of the Parent Company Guarantee in the

format supplied;
• Agreement to the terms & conditions of the Advance Payment Guarantee in the

format supplied;
t Agreement to the Performance bond requirements & Performance bond terms &.

conditions in the format supplied;
• A minimum warranty period of 2 years for the loco, 6 years for the traction motor

and 1 year for spares after Defects Liability Period; and

Page 2 of 9
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• A minimum long term credit, rating of A- [Fitch Ratings or equivalent] and the
issuer should be pre-agreed with Transnet, for the companies' bankers that wili be
providing the guarantees.

d. Whether any other pre-quallflcatlon criteria set by Transnet, have been met;
e. Whether the bid materially complies with the scope and/or specification given and
f. Whether all material terms and conditions stated in the bid document have been met

B) A Cross Functional Evaluation Team (CFET) was appointed to conduct the evaluation on behalf
of the Company and this team comprised members from Technical, Finance, Legal and Supplier
Development departments of .Group and TFR.

9) A Locomotive Steering Committee (LSC) was established to govern the evaluation and award
process on behalf of the BOD. LSC was chaired by the GCE and its membership also comprised
the GCFO; CETFR, legal, procurement, TIA.

10) A sub-committee of the LSC was established to deal with the very confidential and detailed
" matter of the evaluation process and this committee comprised the GCE; GCFO and CE TFR.

11) The CFET reported its findings to this subcommittee for consideration.

12) All four (4) tenderers were then evaluated according to the above criteria.

13) After subsequent clarifications the Cross Functional Evaluation Team (CFET) completed step 1
(Administrative Responsiveness) and step 2 (Substantive Responsiveness) on all bids received.

14) On completion of step 2 (Substantive Responsiveness) evaluations which included financial pre-
qualificaHon, all four (4) tenderers met the minimum requirements and qualified to progress to
step 3 (Local Content) for further evaluation;

15) On the 25 July 2013, Transnet Internal Auditors (TIA) reviewed step 2 (financial pre-
qualiffcations) and signed off on the process.

16) On approval from the GCE (recommendation for step 1 and step 2 and to proceed with step 3
and step 4 concurrently), the CFET proceeded with step 3 (Local Content). The minimum
threshold of 55% is required for tenderers to proceed to step 4 (Technical Evaluations) of the
evaluations.

17) On completion of step 3 (Local Content) evaluations, all four (4) tenderers met the minimum
Local Content specific threshold of 55%.

18) TIA reviewed the Local Content results and signed off on the process.

19) On the 7 August 2013, the GCE approved the recommendation for step 3 (Local Content) and
that the CFET start with step 5 (Technical) concurrently with step 4 (Supplier Development/ B-
BBEE Scorecard).

i

20) The CFET then proceeded with the evaluations for Supplier Development and BBBEE Scorecard
of the four (4) tenderers In the presence of TIA. The following criteria were used to evaluate
step 4:

Page 3 of 9
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20.1 B-BBEE Scorecard:
Current status evaluated according to the valid 8-BBEE Verification scorecard

20.2 Supplier Development Bid Document:
a. Investment In Plant
b. Technology Transfer/ Sustainability
c. Down-stream Supplier Development
d. Skills Development
e. Job Creation/ Preservation
f. Small Business Promotion

21) On completion of step 4 (Supplier Development and BBBEE Scorecard) evaluations,- all four (4)
tenderers met the minimum Supplier Development and BBBEE Scorecard threshold of 40% and
TIA reviewed the Supplier Development and BBBEE Scorecard results.

22) On the 19 August 2013, the GCE approved the recommendation for step 4 (Supplier
Development/ B-BBEE Scorecard).

23) On the 22 August 2013 the Technical team commenced with Step 5 (Technical) evaluab'ons and
the following scoring matrix was used to evaluate Step 5:

20.3 For each Essential or Desirable requirement, scoring was done on the
following basis

a. Full Compliance . 2
b. Partial Compliance 1
c Non-Compliance 0

23.2 Mandatory requirement clauses are not scored; (Full compliance to
ALL the mandatory requirements is mandatory)

a. Full Compliance - full compliance to atl mandatory dauses is mandatory.
b. Partial Compliance - tender disqualification
c. Non- Compliance - tender disqualification

24) The CFETthen proceeded with the evaluation of step 5 (Technical) of the four (4) tenderers In
the presence of TIA.

Ranking and final scores for 465 Diesel Co-Co Locomotives Ranking

Ranking Tender Number
Tenderer 2 (T2)
Tenderer 1 (Tl)

Tenderer 3 (T3)
Tenderer 4 (T4)

Page 4 of 9
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25) All tenderers met the minimum threshold of 80% and com lied with all the MANDATORY
requirements in specification.

25) On completion of step. 5 (Technical) TIA reviewed the resi its.

27) On the 04 November 2013, the GCE then approved the sh srrJisting of the tenderers that have
met the technical threshold of 80%.

28) The last step of the evaluation consists of 5 elements nam -ly:
a. Price (Including TCO),
b. Supplier Development, .
c BBBEE Scorecard
d. Further Recognition Criteria Current and
e. Further Recognition Criteria Future

("~H __ - '\ 29) The CFET (Rnance) found numerous inconsistendes in t te manner In which bidders chose to
v !%>$/ complete the scheduled and unscheduled maintenance p jrtions of the TCO model. The CFET

! ''^' (Finance) recommended that the CFET (Technical) revlev the models for reasonability with the
i purpose of allowing the CFET (Technical) to guide the C .=ET (Finance) in making decisions to

score the TCO models submitted as well as to guide the c FET (Rnance) In their deliberations as
to whether the models submitted would actually meet the requirements to be scored fairly

j amongst bidders.

30) Members of the technical team were made available to c induct a review of the scheduled and
unscheduled maintenance regimes as supplied by bidder for reasonability. It emerged that the
models required normalising and the CFET could not :hange the models on behalf of the
bidders.

31) The CFET recommended that the scheduled and unsched led maintenance be excluded from the
evaiuatlons of the TCO model.

32) The GCE approved the exclusion of the scheduled an i unscheduled maintenance from the
evaluations of the TCO model,
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33) The fesults of the step 3 evaluattons before the best and final offer are summarised on the
table below:-

1

2

3

4

5

WHAT I S BEING MEASURED

BBBEE SCORECARD

SD .
•

Further Recognition Criteria (Current)

Further Recognition Criteria (Future)

Price (Total Cost of Ownership (TCO)
excluding unscheduled and excluding
scheduled maintenance and excluding
bonus point allocation)

TOTAL SCORE

WEIGHT

10.00

20.00

5,00

5.00

60.00

100.00

Tl-

6.00

1323

0-60

1.44

17.48

38.75

T2

0.00

16.12

0.36

0.99

16.65

34.12

T3

10.00

14.36

1.90

1.32

13.35

40.93

T4

9.00

13.34

1.31

1.98

37.13

62.76

DISCUSSION:

34) The above results were recommended by the CFET to the subcommittee however, th
subcommittee raised concerns regarding the pricing of the bids received. There was a cor _rn
with the outcomes on the table above as the price for the second highest scoring tendc was
more than 10% higher than that of the lowest technically acceptable price.

35) This was a concern to the subcommittee due to the commercial exposure for ' ^.snet that this
may potentially represent and also the National Treasury concern of n r payfng excessive
premiums as outlined In the PPPFA guidelines of premiums not being mo' ..at 11% by the use
of the 90/10 evaluation criteria.

36) The CFETwas requested to investigate the reasons for the abov -oncerns and following further
clarifications from tenders concluded that the base price of \<or notives were too high.

37) The GCE approved a decision that all the tenderers mus* j e requested to submit a best and final
commercial offer to see If the above concerns will be mitigated.

38) The above decision was made after consultation with the Chairman of the BOD; Chairman of
BADC and TTA.

39) The request for the best and final commercial offer provided a better outcome as all the
tenderers submitted better prices and the price differences are less than 13% before
negotiations and the CFET is confident that the price after negotiations will be within the
allowed premium.

Page 6 of 9
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40) The final results of the step 6 evaluations after the best and final offer are summarised on the
table below:-

1

2

3

4

5

WHAT IS BEING MEASURED

BBBEE SCDRECARD

SD

Further Recognition Criteria (Current)

Further Recognition Criteria (Future)

Price (Total Cost of Ownership (TCO)
excluding unscheduled and excluding
scheduled maintenance and excluding
bonus point allocation)

TOTAL SCORE

WEIGHT

10.00

20.00

5.00
•

5.00

60.00

100,00

Tl

6.00

13.23

0.60

1.44

20,48

41.75

T2

0.00

16,12

0.35

0.99

19.65

37.12

T3

10.00

14.36

1.90

1.32

13.35

40.93

T4

9.00

13.34

1.31

1.98
•

37.13

62.76

MOTIVATION FOR AWARD OF BUSINESS

41) Apart from the fact that T4 and Tl scored the highest points. Their proposals also offer the
following benefits to Transneh

• Local Content both tenderers committed higher than in requirement^ commitment for Tl is
61.13% and T4 commitment Is 55.55% against a stipulated threshold of 55%;

• Tl scored 92.9% technical evaluations compared to the stipulated 80%.

• Supplier Development commitment for Tl Is 66.15% and T4 commitment Is 66.7% against
a threshold of 40%;

• T4 proposed the best delivery schedule of all the tenderers;

• Tl and T4 provided the best TCO in terms of the elements which were considered at the
end.

• . While the scoring for Tl and T3 seems very dose the price for T3 Is 32% higher than price
offered by Tl.

MOTIVATION FOR SPLIT OF BUSINESS AWARDED

42) The original MDS volumes as promised in the corporate plan are significantly at risk due to lack
of tractive effort at TFR.

43) This is due to the delays tn the award of this tender mainly due to the PPtffA issues
experienced. " ' f\ /

r
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44) In order to not further inaease this risk it Is suggested that more than one supplier be used to
supply the required locomotive to reduce, delivery risk and enhance our ability to meet MDS
volume targets.

45) We recommend that two supplier be used to manufacture the required locomotives.

46) This view Is supported by the following reasons:

a. Promotes standardization of the locomotive fleet to ensure TCO is minimized
b. Allows for critical mass that would enable successful negotiations on price and other critical

commercial terms and conditions
c. Allows for critical mass that would promote localization and programmatic procurement
d. Allows for flexibility in supplier options in future as it prevents monopoly behavior
e. Reduces the legal risk of the transaction and
f. Reduces the overall contract risk of the transaction due failure by any supplier to fulfil its
contractual obligations,

47)'We further believe that that above will be achieved by a 50/50 split of the contracted
locomotives.

48) This split is motivated by the following reasons:
a. There is a growing risk of very high dependency on T4 due to previous locomotive

transactions.
b. This is may lead to and promotion of monopolistic environment and will reduce Transnet's

ability to mitigate-TCQ over the long term.
c Allocating 50% to Tl will allow this risk to be mitigated.
d. Also will promote localization and SD as there will be critical mass for Tl
e. Delivery risk on Tl will be mitigated as T4 has demonstrated in the past to delivery ahead

of schedule,

CONCLUSION

49) TIA has reviewed and approved all steps in the evaluation process - refer annexure A for
their full TIA report.

50) Shortlist the award of business to T4 and Tl for the supply of 465 diesel locomotives subject to
successful contract negotiations.

51) Split the award of business to the above suppliers on a 50% (T4) and 50% (Tl) basis subject to
performance clause in contract

Page 8 of 9
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RECOMMENDATION . .

52) It is recommended that the Board Disposals and Acquisitions Committee:

• Notes the update on the progress on the tender evaluation process,

• Note and recommend the approval of the tender evaluation procass from step 1 up to 6
step to the Transnet Board of Directors (BOD);

• Support the recommendation of the shortlist of tenderers as a rasult of the tender and
evaluation process for the negotiations and award of business as contained in paragraphs
50 and 51 to BOD and

•. Delegate all necessary powers to the Group Chief Executive to slg i, approve and conclude
all necessary documents to give effect to the above resolutions.

RECOMMENDED BY:

hsanqa Jiyane
filef Procurement Officer: Transnet Freight Rail

Date: M

MniLddWMayokela '
Transnen Internal Auditc -
Data 9,0 \o\\

Chief Execi^iv^Transnet Freight Rail

•h
Mr. Anoj SlnghV
Chief Financial STficer: ."raasnet S X Ltd

Mr. BrianMfifefe
Group Chief Executive: Tn
Date:

C Limited
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Appendix 11 226
EXCERPT FROM THE MINUTES OF THE SPECIAL BOARD OF DIRECTORS OF TRANSNET SOC LTD
MEETING NO. 14/1 HELD ON 24 JANUARY 2014 AT 16:10 IN BOARDROOM 4901, 49™ FLOOR,
CARLTON CENTRE, 150 COMMISSIONER STREET, JOHANNESBURG

; ] "4.2 Acquisition of 599 Electric Locomotives

I. RESOLVED that the Board:
; ] • Approved the tender evaluation process.

n - T h e acquisition of 599 Electric Locomotives estimated at R1 ).8bn (excluding hedging
.j I , costs, escalations and scope of TE's work).
'' i • Approved the recommendation of the Bidder T1 and Btttiir 72 as a result of the

evaluation process for the negotiations and award of business, subject a further
| ' . endorsement by the Board Acquisitions and Disposals Comr ittee post the negotiation
[ ! process.

• Approved the allocation on a 60% - 40% basis; 60% to Bidder 72 and 40% to Bidder
''' : T1, subject to a performance clause in the contract.

' • Delegated authority to the GCE to sign, approve and conclude alt necessary
documents to give effect to the resolution. 4'1 '2

\
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EXCERPT FROM THE DRAFT MINUTES OF THE BOARD OF CIRECTORS OF TRANSNET SOC LTD
MEETING NO. 14/3 HELD ON 28 MAY 2014 AT 09:15 IN BOARDROOM 4901, CARLTON CENTRE
OFFICE TOWERS, 150 COMMISSIONER STREET, JOHANNESBURG

I
I
M RESOLVED that the Board noted the reason for the xrease In ETC, and approved an

I

"6.16 1064 Locomotives: Increase in ETC to R54.5bn

increase in the Estimated Total Cost for the acquisltici of the 1064 Locomotives for the
General Freight Business from R38.6bn to R54.5bn. 14/3/29"
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OurRefNo:LM/18192

I Mr Nhlanhla Nene, MP
Minister of Rnance

^ Private Bag X11S
I PRETORIA

0001

1 Fax: 012 315 5126

i Dear Minister Nene
j

Ref M4 /1 /20 (921/14): TRANSNET'S ACQUISITION OF 100 DUAL VOLTAGE
LOCOMOTIVES FOR THE EXPORT COAL LINE

Or
Your letter with the above reference dated 19 September 2014 was received by Transnet

1 and Transnet welcomes your correspondence; In relation to the above transaction.

This letter seeks to respond to the queries raised in your letter and provide some level of
] assurance that the thinking applied before entering into the transaction to acquire the
J locomotives Is in accordance with the highest level of governance. I t should be noted that

the acquisition is fully aligned to the strategic direction of the Company as the investment is
[ included in the Market Demand Strategy arishg from a business need.

'J, Comprehensive analysis of five procurement options considered../

' Delays were experienced In the tender procvss for the acquisition of the 1064 locomotives
due to the following:

! • Aggressive timelines built into the ten Jer, resulted In requests for extensions and
' clarifications.

• Process to obtain PPPFA exemption w is lengthy and complicated
Evaluation basis could only be made £ /ailable to bidders after exemption from PPPFA

. )™-| . was obtained
• Evaluation of bids could only commen :e after PPPFA exemption was obtained
• The extensions and clarifications requ ?sted above had to be adequately addressed

with timeline extensions granted as a challenge to the award would Impact award of
the contract

• Transnefs appetite for a legal risk am challenge of the award is minimal given the
tractive capacity requirements, we be! eve that the extended tender process mitigates
the legal and challenge of award risk.

The business need was first established wh ch basically looked at the situation with the
tender process for the acquisition of 1054 ocomotives for Freight Rail's General Freight
Business (GFB). GFB volumes were at risk a id the main reason for this was a shortfall in
tractive capacity. The fastest way to bring tractive capacity into the system given the
constraints in GFB is to accelerate the acquls tlon of locomotives planned for the Coal Line.

i !

Transnet SOC Ltd Carlton Centre P.O. Box 72501
Registration Number ISO Commissioner Parkview, Johannesburg
1990/000900/30 Street South Africa, 2122

Johannesburs T +27 U 303 3001
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This would free up existing locomct ves on the Coal Une to service the GFB sector as an
interim measure until the 1064 contracts commence delivery. The cascaded locomotives
from the Coal Une will then be retirad as the locomotives from the contracts of the 1064
are brought into service. The 100 Iccomotives for the Coal Line are part of the fleet plan
and 7 year capital investment plan and were being accelerated, it is not an addition to the
fleet plan but an acceleration of the investment
The critical issue in this instance wa; one of timing, basically fast tracking the introduction
of tractive capacity to mitigate against MDS volume risk in the short to medium term.
The 1064 locomotive tender process was conducted at the same time, Indicating that
Transnet had the benefit of recent submissions from suppliers for purposes of comparison
and Improving our negotiating positicn.
There have been no objections or challenges raised to date thus no risk pertaining to
commencement of production of che locomotives as all suppliers have accepted the
decision.
With timing being of crucial Importance, the options considered were carefully explored,
however once a particular option vns explored and proven to be unviable to address the
above crudal need, it was discarded vithout any further analytics being performed.

• Do nothing: This would cieari / not address the business needs as volume risk would
still exist.

• Go out on open tender: This approach would take considerable time to execute just
the tender process. The objective of bringing tractive power on as soon as possible
to mitigate short to medium term MDS volume risk would not be met. This option
was thus discarded due to the timeline constraint.

• Extend current 20E contract h r the 95 locomotive acquisition: The major reason for
not extending the 95 contra * Is that the locomotives for the Coal Line are of a
different specification. Locc motive specification is a key component of any
locomotive manufacturing contract Changing specifications on an existing contract
will create significant complications and potentially a contract on which the terms
and conditions are not enforceable. The process followed for this acquisition was an
open tender process and extending the current contract would result In a material
amendment such that we m iy need to go out on tender again as losing bidders
could challenge that their bids would have been different had they known about the
final quantum of locomotives ind possibly resulted In them winning the tender.

• Leasing: The option to leas 3 locomotives was explored. The locomotives to be
leased are small in quantity s id 30 years old and would not address business need.
The Impact of leasing the locomotives will be minimal.

• Confinement to China South *all (CSR) which is the chosen option was embarked
upon due to the following:

o Urgency of the proc-ss to acquire locomotives to satisfy tractive power
requirements

o Locomotives are known as CSR are currently manufacturing the 95
locomotive contract v.hich Is progressing well from a quality and reliability
perspective,

o CSR have produced th i fastest prototype and delivery of the first locomotive
within 6 months of completing the design freeze,

o CSR has production facilities In China that can produce 2000 locomotives per

0057-0364-0001-0230
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j annum and can produce locomotives with immediate effect With the 95
»-j locomotives currently being built by CSR, they have the learning curve
<• 1 benefits in terms of the production process,
j o CSR is a known supplier of locomotives and they have performed well on the
i last two tenders for electric locomotives (95 and 599/1064) in terms of:

•'< » Technical capability
I • Capacity to deliver the required product

-. . • Supplier development
i • Commercial and

• Transformation
; o Confinement to CSR meets the criteria for confinement as set out by the
; Board of Directors.

C) '2. Detailed evidence on how the confinement method was selected as the
( ~);,h preferred option'

~! There are basically two approval hurdles for confining a procurement event:
' 1. In terms of the Delegations of Authority, confinement of Tenders to 3 value

exceeding Rl billion may only be approved by the Transnet Board of Directors
2. In terms of the PPM, confinement of tenders may only be approved urder the

following circumstances:
a. Where a genuine unforeseeable urgency has arisen. Such jrgency

should not be attributable to a lack of planning, however w'lere an
urgency has arisen due to a lack of planning, urgency can be relied
upon as grounds for confinement. In such cases action must te taken
against individuals) responsible for the bad planning.

b. The goods/services are obtainable from one or limited suppliers for
instance patented/proprietary goods or OEM spares and components.

1 . 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 compatibility and standardisation of existing gods and
services. A case must be made that deviation from existing
standardised goods and services will cause major disruption. I f not,
confinements based on standardisation will not be considered.

d. When goods or services being procured are highly specialised and
largely Identical to those previously executed by that supplier md It is
not in the Interest of the public or the organisation to solicit other
offers, as i t 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:

I. The goods or services must be highly specialized
ii. Almost identical to previous work done and
HI. Approaching the market again would result In wasted money

and time

0057-0364-0001-0231
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With the above framework In place the conditions applicable for the transaction to meet the
criteria for confinement Is detailed as follows:
Paragraph (a) is applicable In this instance as a genuine unforeseeable urgency has arisen.
The timelines for the tender process for the acquisition of 1064 locomotives were not
realistic. Certain delays were encountered which resulted in timelines moving out. These
delays include:

• Development of the business case to obtain first time approval from all approval
gates (Transnet Exco, Board Acquisitions and Disposals Committee, Board of
Directors and Shareholder Minister).

• The tender for the locomotives is large and complicated and with aggressive
timelines built into the tender there were requests for extensions and clarifications.

• The process to obtain PPPFA exemption was lengthy and complicated and:
o Bids could only be evaluated after obtaining PPPFA exemption
o The evaluation basis could only be made available to bidders after PPPFA

'( )} exemption was obtained.
• The extensions and clarifications mentioned above would have to be adequately

addressed with timeline extensions granted as a challenge to the award would
Impact the award of the contract.

As evidenced above the delay experienced on the 1064 tender process Is not attributable to
poor planning by an Individual or group of individuals.

Complementing "ground (a) — urgency" for confining a tender are grounds (b) -
j limited number of suppliers, (c) - standardisation and (d) goods are largely

identical to those previously executed.

] • (b) Locomotives are highly specialized with only a few suppliers worldwide.
• (c) There are currently 21 different locomotive models In the fleet. This places

unnecessary operational complexities and cost burdens in terms of driver
] deployment and utilisation, spares holding, strategic spares holding and

maintenance facilities and practices. The locomotives are largely the same as
currently being procured on the acquisition of 95 locomotives contract, a significant
level of standardisation can be achieved through confinement.

• (d) Locomotives by their nature are highly specialized and the 100 Coal Line
locomotives are essentially similar to those already being acquired (95 locomotives).
In addition, Transnet would incur wasted time and money in approaching the
market due to the following:

o CSR has been identified as the best bidder during the open tender process to
appoint a contractor for manufacture of the 95 locomotives

o Both these tenders (95 and 100) Include Board approved procurement

I
methodology for maximizing supplier development, whilst ensuring the

j highest quality standards and commercial offering,
o Transnet has recently Invested a large amount of time, human capital and

.., money in evaluating the tenders and going through another tender process

11 would not be efficient given the urgency required from a traction capacity

perspective.
t o The Mitsui contract which has been recently completed was embarked on

Ii
mii0057-0364-0001-0232
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when criteria such as supplier development were not a key focus area. As a
result Mitsui did not fare well in the most recent tenders issued by Transnet
Confining the contract to Mitsui would result In them having a monopoly for
the supply of locomotives to the Coal Une. Transnet found this concentration
risk unacceptable as the downstream impact in terms of cost of spares,
strategic spares and tooling would place Transnet in a vulnerable position.

The decision to confine has been justified through paragraph (a) of the grounds for
confinement contained in the PPM, however the table below provides a high-level summary
of the other grounds that further enhance the decision to confine:

Ground (a)

s
(b) (c) (d)

(1)
CO
(iii)

/
•

'3. Details of Transnefs current contract with CSR with emphasis on compliance
with legislative requirements'

The PPPFA was followed and the 90/10 rule applied.

Supplier development commitments contained In the contract currently in production (95
electric locomotives for GFB) are as follows:

Category
Total
Actual to March 2014

Amount
R1787m (65% contract value)

R441m
Broken down as follows:
localisation
Skills Development
Investment Plan
Industrialisation
Small Business
3ural Development

R163,4m
R46,9m
R92,0m

R136,2m
R0,lm
R2;6m

'4. Risk Management plan to mitigate against all possible risks that may derail
the project'

The acquisition of 100 locomotives is in itself a risk mitigation plan against the interim
volume shortfall of the MDS over the next two years due to delayed delivery on the 1064
locomotive acquisition. A risk mitigation plan has been developed for the acquisition of 1064
locomotives for GFB. This plan was developed with the entire locomotive acquisition
programme In mind which includes:

• 95 GFB electric locomotives,
• 1054 GFB locomotives, '

•
0057-0364-0001-0233
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• 100 Coal Line electric locomotivas and
, • 60 GE diesel locomotives.

The risk mitigation plan developed for the 1064 locomotives Is thus applicable to the 100
, Coal Line locomotives and is the worst case scenario eg. All risks have been rated as Level 1
I (highest priority, red, considered by Board and Exco and action plans are to be developed

and effected within 6 months of the risk being Identified), however rail Infrastructure risk on
•i the Coal Line is not high as the GFB network. The risk plan at a high level covers the
1 following risks;

, 1. Delivery delay
i 2. Rail infrastructure

3. Energy supply
' V^ 4. Market

5. Customer
6. Operational readiness
7. Financial
8. Production
9. Infrastructure
10. Logistical
11. Human capital
12. Technology

j 13. Material
' 14. Security

15. Compliance
i 16. Project management
J 17. Safety, health and environment

18. Quality management
7

As Is evident from the above list, a comprehensive plan was developed and is attache* -s
Annexure A.

Engagement workshops were held with the OPE together with National Treasury on the
PFMA application to acquire 100 Locomotives for the Coal Line. A summary of the notes is
provided (Annexure B) for your ease of reference. The notes were circulated in response to
queries raised by the Minister In the letter of approval of the Investment. It was
unfortunately not copied to the National Treasury.

"Informed decision to be reached regarding the acquisition of the locomotives"

The request to acquire the locomotives was approved by the Minister of Public Enterprises
on 23 May2014. Approval letter from the Minister of Public Enterprises attached as Annexure
C.

Kindly note that in November 2011 a request in terms of the PFMA was mistakenly made to
both the DPE and National Treasury, Transnet were duly Informed that approval of the

i

0057-0364-0001-0234
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' y*fy CC: Ms1 L Brown, MP
• ' "~\J) Minister of Public Enterprises

Investment is not part of the National Treasury's responsibility (letter from the Minister of
, Finance attached as Annexure D) but that of the Shareholder Minister. This Is a correct
j interpretation of the PFMA and National Treasury fs required to be informed of the

transaction. This has been Transnefs approach since (request approval from the DPE and
, notify National Treasury).

In the Interests of Information sharing and integration, both the DPE and National Treasury
, representatives are invited to all engagements relating to section 54 PFMA applications and
) quarterly reporting on progress of the infrastructure rollout plan. These joint engagements

have been working well with good cooperation between the various Departments and.
, Transnet.
i

The acquisition of the 100 locomotives for the Coal Line has been accelerated. Delivery of
the 100 Coal Line locomotives has commenced with 14 locomotives having been delivered by

^ mid- February 2015. These locomotives are In various phases of testing at the OEM's and
TFR's premises.

I trust that the response provided together with annexures gives you an acceptable level of
assurance that the transaction entered into subscribes to the highest standards of
governance and complies with all legislative requirements.

Please do not hesitate to contact my office should you require further clarity on any matter
relating to the acquisition of 100 locomotives for the Coal Line.

Kind regards

Linda Matbaso
Chairperson

0057-0364-0001-0235

TRANSNET-REF-BUNDLE-00512



in
oo
CN

Annexure A IRANSNEf

Acquisition of 1064 locomotives for

TFR's General Freight Business: Risk Management Plan

19 September 2014

Unrisf fr.lihi rallaktvT

-,/
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Background -Accelerated Loco Delivery and Associated Business Impacts

Risk Assessment Context

During the workshops the following principles were considered:

• The assessment was limited to the identification of the locomotive delivery risks and mitigation strategies.

• The relationship between rail infrastructure and rolling stock was considered in the risk assessments.

• Issues relating to Opex/Capex affordability were considered.

• TE is part responsible (as sub-contractor) for the building of the locomotives and contracting with the OEM (as lead). The
contractual relationship for the delivery of the locomotives is therefore between TFR and the OEM.

• TE, in the capacity as landlord, is providing the production facilities to the various OEMs.

• Customers are not investing at the same rate as anticipated, which could lead to delayed benefit realisation.

• Order of magnitude of delivering the 1064 locomotives and the organisational change needed should not be
underestimated.

Risk Excluded from the Assessment

Post-productions risks such as maintenance, redundant equipment and production facilities, were not included in the
assessment.

Risk Rating

It was an unanimous decision that all risks should be treated as Level I risks and be treated as stipulated in the Transnet
ERM Methodology.

n\

0057-0364-0001-0237
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Business Risks: Level 1

Risk Description Mitigating actions

OEM's /Sub-contractors unable to meet contract
delivery commitment
Capacity and capability constraints

New locomotives will be traversing fatigued rail
infrastructure
Infrastructure failure remain/deteriorates which
will lead to operational disruptions
Affordability of Capex, Copex and Opex
RSR technical standards threatens TFR licencing
conditions and penalties

Inherent risk of Eskom power interruptions
impacting tonnage delivery

» OEMs;
agreement : l- \v^;: ;

• Locomotive governance steering committee to provide
oversight on the adherence to delivery milestones

• Continuous engagement between OEMs;'and?rFRVegardIng
delivery progress - . : - -

• Suppliers/subcontractors to escalate jssues relating to late
delivery immediately to TFR . ''•.'':- •/'•• '__•"'.

" Vigorous contract management " ' . .
• Should locomotive delivery be delayedi-subsequentrunKJUt

of the old fleet will also be delayed (incVeasedVhaintenance
costs and possible locomotive failures)^ ̂ ••"':; Vv;:,,;.';•

• Structured quality inspection programme to be undertaken
by TFR

• Continuation and Improvement of rail network Copex, Opex
and sustaining Capex programmes

• Achieve of "A" standard network to match locomotive
requirements (as dictated by the RSR)

• Submission of business case to Capic (Nov 2014) to ensure
"A" standard rail infrastructure

• Selective investment based on high yield commodity
corridors

• Developing scenarios to consider various affordability
options

• Explore alternative power generation initiatives (medium to
long term option)

0057-0364-0001-0238
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Business Risks: Level 1

5 Market Risk^

im

Risk Description Mitigating actions

: Customer readiness for rail
1 Low economic growth/contraction

Volatile/ uncertain demand from Eskorn
Fluctuating mining commodities' pricing impacting
demand - also from Botswana

1 Total logistics chain, address customers' ability to deal
with increased freight-siding and loading equipment
/facilities

;,» TCP, TE,TPTand Rail Network capacity to execute

projects supporting the locomotive deployment

• Acceptance testing readiness
• Driver training and readiness
• Infrastructure material supply & transport-

transporting long rails
• Material availability-e.g. supply of rail, ballast,

. sleepers etc.

Aggressive marketing ofTFR's prbldurtbfferings'- 7 rV""
Annual volume validation with customers
Written commitmentand confirmation fromcustpmers,;
Implementation of take orpay contracts for Mega Rail''
c u s t o m e r s " . • '.••• •;;' V ": ••

Explore contractual alternatives to limit the risk exposure of
investments made for customers who do not meet volume
c o m m i t m e n t s f - ] . •;• ••:••'

Implementation of aggressive New.Road to Rail strategy and
opportunities identification
Identification of key customer constraints
Customer engagement to explore solutions to effectively
address loading and offloading facilities availability and
reliability

Integrated capital projectplanningbetween"TCP;TE;TPT:and
Rail Network to ensure alignment a_cross thevalue chain
Operational readiness plans hava been effectedI iiv • . •".
preparation for the locomotive deployment (e.gitraining of
train drivers and maintenance staff; acquisition of upfront
spares, tools and facilities) ' '

Orders for the procurement of railway materialdone a year
in advance. -

Locomotive execution strategy - four tier, goyernance:

structure (Executive Sponsor, Steering committee,.
Locomotive Owners team, Programme Director)
Establishment of a Programme Management Office

0057-0364-0001-0239
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Business Risks: Level 1'

/' RiskDescription

• Non-payment or delays in payment to TE by the
- appointed OEMs

• Termination of the contract by OEM's
• Increase in the Project Input Cost (energy, electricity,

security, steel and etc)
" Corruption, fraud and otherforms of criminality

Inability to ensure a timeous manufacturing of the

required Locomotives as scheduled

Energy supply - load shedding
Inadequate machinery and equipment capacity to
ensure successful completion of the project
Delay In the establishment/purchase of the required
Facilities/Equipment for th e project
Logistical and warehousing constraints
Shipment and transportation logistics constrain
Non conforming material for components and reverse
logistics

Mitigating actions

• Existing Finance procedures and processes;•"-• •' -

• Project Steering Committee
• Regular project meetings

• Dally production meetings .
• In-line/hold point inspections for detecting defects: earlier
• Energy saving initiatives
• Ongoing review of security measures
• Fraud risk strategy ^
• Systems controls - Procurement and Finance
• Project plan
• Dally production meetings aimed at tracking progress
" Adequate Human Resource Allocation

• Financial Commitment

• Electricity backup systems (e.g. generators)

• Maintenance plans across TE operations

• PrioritisationofCapexlist

• In-house modifications

• Capex approvalprocesses

" Logistics Management Strategy for 1064

• Dedicated logistics human resources

" Dedicated warehouse for 1064 scope

• Inspection of material on arrival

• Project Steering Committee

-
Information provided by TE

iD

0057-0364-0001-0240

TRANSNET-REF-BUNDLE-00517



t
C\!

IRANSNEf.

If
Insufficient human capacity to meetthe production
and maintenance demand (competing national rail
projects)
Limited technical human capacity from OEM
Industrial action

Incompatible working practices between TE and
OEM's
Technological challenges - none or ineffective
involvement of TE in the technology discussions and
conclusions between the appointed OEMs andTFR
Lack of TE's knowledge on the proposed system and
the infrastructure requirements
Systems incompatibility (Oracle vs SAP)
MRP and OEMP Integration
Ineffective Bill Of Material (BOM) Change Control
Delays in finalisation af the design freeze
Material deiay and unavailability (due to non-
availability and accuracy of BOM)
Ineffective management of the existing suppliers
Third Party Performance Risks - dependency on the
performance of a third party

Feeder channel of apprenticeships
Usage of experienced planners
Making.use of fixed term contractors
Training agreements with OEMs
Strike management committee , ;

Change ManagementStrategy (e.g. communication strategy)

Drawing and design freeze
More controls to be developed to manage the risk
Existing ICT Processes and Procedures

Timeous placement of Purchase Orders^
Weekly localisation meetings
Usage of developed suppliers

Institute penalties for non-delivery
Change control (TE and OEMs)

Contracts with service level agreements

Non-conformance procedures (forthird party service
providers)

Daily tracking of progress within TE

Information provided by TE

0057-0364-0001-0241
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Business Risks: Level 1
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Ineffective Security Management
Theft of the OEMs' IPs

" Not meeting Supply Development and Localisation
targets

• Ineffective document management

• Ineffective Project Management of the 1064 scope of
work

Increase in injuries/fatalities and disabilities
Non compliance to contractor SHE requirements by
the OEMs
Utilisation of unknown hazardous chemical substances
(such as asbestos}
Business Interruntion

Existing Security Plan andHrocedures in place
SHE Induction -

Usage of different Bays and Centres for each OEM
Existing ICT security measures in place
Regular Project Meeting
Contract between TE and OEMs
Supply Development Strategy
Supply DevelopmentSummit

Daily Project Meetings
Regular Project Meeting
Project Steering Committee

Appointed Project Coordinator at the GM's Level

SHE policies, processes and procedures in place

SHE Induction

Plan Job Observations

TE SHE contractor specifications

OEM SHE requirements presentation at the Scoping Sessions

Approval of hazardous chemical substances

Training and Awareness on the Material Safety Data Sheet

(MSDS)

Medical surveillance programme

Business Continuity Plans

Information provided by TE

'O
0057-0364-0001-0242
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Risk Description .gating actions

• •'••••" Delivery of inferior products (i.e. defects, poor quality) • Change Control Board in place
• Regular Production Meetings

• In-line inspections and internal audits to ensure compliance
to SOP • :

• Supplierauditsandincomingmatenalinspections; , .
• Audits, quality control plan, Quality MapagementFraniievyork
• Inspections conducted as per customer request '

Information provided by TE
7

- ^ 8

0057-0364-0001-0243
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fissile

•;Contract management risk assessment based on the analysis of contract conditions

Establish governance steering committee at Group level.

'•• Add test of rail replacement business case

Reputatlonal risk should be proactively managed including stakeholder engagements and communication
especially with the media. Full involvement of Group Communications is required

['.Quantification of funding alternatives

Operational readiness plan to be shared with Group Risk (Completed)

^Insurance management (integrated approach) to be finalised (Completed)

Change Management between TFR and OEMs to be formalised

jjDesign freeze to be implemented timeously to provide sufficient time for Supplier Development

Decision on the allocation of production facilities between Koedoespoort and Durban to be finalised

Action Owners

Group; TE &TFR Risk;

Chief Risk Officer

TFR & Group Finance"

Group Communications,

TE& TFR Risk

Group Finance

TFR Capital Program
Office

Group Insurance

TFR COO

TFR/TECOO

TFR/TE COO

0057-0364-0001-0244
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Engagement with DPE and Na 'tonal Treasury on 23 May 2014

I
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1

2

3

4

5

6

7

8

What do Transnet mean, when we say
contract In execution?

What are the types of freight and the
routes on which they will be transported?

What Is the deployment plan and the
Impact of the deployment on volumes

Why did Transnet not confine the
acquisition to two suppliers

Delivery on SD against existing contracts.
Provide a report on the performance.

Provide specifics as It relates to the 70%
localisation mentioned In the submission

Was the PPPFA followed when
determining the tender specifications for
this, contract?

What are the SD obligations on the 95
CSR locomotives

The contract Is In progress and can be reversed if approval Is
not obtained.

This Is well documented In the 2014/15 corporate Plan.
Primarily the freight targeted Is:

. Manganese
» Domestic Coal
t Mining minerals
• Intermodal (containers and automobiles)
• Road to rail shift

This /vlll only be available as the locomotives are deployed
onto he network and the associated impact on volumes will be
recor fed once the locomotives are In operation. In order to
measure full impact the locomotives would need to be
operational for a full year as all volume commitments are
quoted in annual quantities. Monthly extrapolations can be
determined.

Tracb/e effort Is the key constraint Impacting volumes. TFR
need; to grow faster than the commitment to volumes In plan.
The chortfall In tractive capacity needs to be augmented. In
executing the 1064 tender process around December 2013,
Translet had the benefit of observing the progress In terms of:

• Which tenderers were providing the most value
• The various competitors bidding
• CSDP offerings of the various tenderers

Trans net did not want to place ourselves in a position where
Mitsui became a monopoly for the supply of locomotives to the
Coal Line, Mitsui would be supplying 210 locomotives to the
Coal Line if awarded the tender. Initial capital outlay
constitutes about a third of the total cost of ownership.
Allowi ig Mitsui to be the monopoly supplier will Impact the
long t ;rm cost on the Coal line. Transnet would be In a 'sitting
duck* position if this was allowed.

GE htve produced an SD report as it relates to the acquisition
of 14) locomotives that have recently been built and supplied
to TR . A portion of the report (Annexure Bl) fs attached for
your ;ase of reference.

The specifics are part of the negotiations currently underway
and v ill be provided once agreed to and finalised.

Yes. T ansnet applied the 90/10 rule

Overa! SD obligation is R1787m (65% of contract value).

Actual 3D to March 2014: R441m

• Localisation (R163,4m)

Pagel
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9
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i

What measures have Transnet put in
place to ensure delivery against local
content?

Apart from concentration risk by utilising
one supplier what are the other
risks/issues relating to the appointment of
one supplier?

• Skills development {R46,91m)
• Investment Plan (R92,03m)
. Industrialisation (R136,21m)
• Small business (R0,14m)
• Rural development (R2,58m)

There are various measures In place which Include:

t Plans need to be submitted between 90-120 days after
contract sign off by the awarded tenderers

» Non-submtssion of the requisite plans is grounds for
termination

• Inclusion of SD penalty clauses are included In the
contracts

• Obtaining an SD bond to cover default risk
• Appointment of Sodo-Economlc monitors to provide

assurance around the performance against planned SD
commitments.

• Transnet Engineering Is the appointed local assembler

Standardisation, The fleet currently consists of 21 different
locomotive models which negatively Impacts costs in terms of:

• Spares holding and specialist tools for each locomotive
model

• Infrastructure
• Operational issues
• Driver certification. Driver certification of competency

for each model
• Training regimes
• Maintenance In terms of engineering skills

requirements and fault diagnosis for each locomotive
model

CSDP benefits are considerably greater than if the 1064
contract was awarded to a single contractor

The 1064 contract as mitigated as it relates to:

• Delivery
• CSDP
» Business could not wait for the schedule as per the

2013/14 Corporate Plan as that would severely Impact
volume throughput

• The cost of the 1064 acquisition would be between
R60 and R65 billion If the original delivery schedule
was adopted as we would be hedging over a 2-3 year
longer period.

• GE and CSR are not considered risky as their track
record has been established and their products are
working well In our operations. CNR and BT although
not considered risky are untested in our operations

Page 2
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13

What do the Sodo Economic monitors do?

The suppliers are aware of Transnefs
acute need for tractive capadty and would
not be fearful of a termination clause as It
was unlikely to be enacted

Provide clarity on the delays relating to

and will be appropriately mitigated

2 suppliers are considered Ideal for each of the diese; and
electric components of the 1064 acquisition. High enough to
mitigate concentration risk and low enough to obtain
maximum CSDP benefits. 3 suppliers each for electric and
dlesel locomotives would dilute CSDP benefits and render
Transnet unable to take advantage of economies of sale. This
will also drive up the locomotive cost per unit.

After the Gautrain was completed, Transnet engagerrent with
their management to assist Transnet In addressing tha matter
of monitoring the sodo economic Initiatives on the project and
determining if objectives were met. Arising out of that
discussion was the appointment of SEMs who provide an
assurance role through assessing the achievements a gainst
initiatives provided In the plan. This will enable Trans i t to
report on sodo economic activities of the project.

On the contrary, Transnet will not hesitate to terminal a
contract where it Is warranted. Termination Is a last resort
after all avenues to ensure performance have been exhausted.

Locomotive suppliers are In the business of manufacturing
locomotives and ifs not In their interest for their contracts to
be terminated as this affects reputation In a massive vay. The
OEMs see this contract as their gateway Into Africa. This
contract Is therefore given their utmost efforts as it is an
opportunity for them to make a first Impression.

OEMs have thus far been enjoying a free partnership with TE
which enabled them to enjoy super profits while TE e amed a
small margin. Transnet Is exploring the option of co-c deration
agreements and a profit sharing model.

In conjunction with the PWC work conducted between the DPE
and Transnet it has been established the OEMs are protective
over their Intellectual Property. In line with the Minister's
vision, TE wants to move Into the OEM space from a • trategic
perspective and Transnet Is confident that with the ccnblned
scope of the various localisation Initiatives with each cf the
contractors, we are In a position to complete the bask it of
becoming an OEM.

OEMs sub-contracting to TE have established a concrete
relationship and launch pad for their expansion Into Africa.

Suppliers like EMD need to re-examine their strategic
positioning In Africa as they are currently not getting riuch
work outside of the USA.

Transnefs Initial approach as ft relates to timelines for the
tender process was not realistic. The 1064 tender is tege and
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23

24

25

26

27

There seems to be problems with the
MDS, should DPE be concerned?

Diesel versus Electric How ts the split
determined?

Coal expansion to 8lmt, how were the
mine plans determined and timing of
Transnet capacity?

I f urgency was not an issue who would be
the preferred bidder?

DPE need to find a sense of comfort. Is TE
in a position to take up given the urgency?

ability to generate cash. Funders will advance funds to
Transnet based on its cash generating abilit-

If the 100 and 1064 locomotives are not delivered timeously
then Transnet will be In trouble. The next 24 months will
define Transnetfs history and success.

There are delivery risks as it relates to the awarding of the
tender.

No concern as the plan is realistic and do-afc'a. The most
significant factor Is however tractive effort Vie have re-
baselined volumes and have Instituted active plans in terms of
cash realisation.

OEMs are very much committed to delivery, rhe diesel
locomotives are not very different to those E ready produced.
The 100 locomotives for the Coal line Is not /ery different to
the 95 CSR Dual Voltage Electrics currently In production.

Transnet has a plan In place to manage Chlr 3 North Railway
and Bombardier Transport to ensure that de very is as
contracted.

The configuration of the infrastructure Is a k ;y determinant
Non-electrlfled lines may only operate dlesel type locomotives.
Demand on this section of the network will determine the
quantity of locomotives. A slide of the netwc k is provided In
addition.

The 81mt expansion Is already secured by't- ke or p a /
contracts. Expansion to 97mt Is dependent c i mine plans and
will be firmed up through a commercial valid itlon process. As
Indicated earlier, water and electricity are th ••:• potential
constraints to the Waterberg expansion.

A planning process is being undertaken to d ; cermine when
capital Is being deployed. Capital will not be emoved from the
plan but deferred.

An open tender process would have been foi owed and the
outcome of that process would determine th • preferred bidder.

The 1064 process gives effect to the Minister's vision
Incorporated in the study, The 100 locomotiv 3 contract

• consists of basic work and similar to the typo of work done in
the past

A high level scope of the TE work will be submitted to
Transnefs Board Acquisition and Disposals Committee In June
2014. CSDP plans w/ll be shared as well,

Page 6
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Appendix 14 248

MINISTER: FINANCE
REPUBLIC OF SOUTH AFRICA

Private Bag X115, Pretoria. 0001.TW: +27 12 323 6911, Fax: +27 12 323 3252
PO BOX 29, Caps Town, 8000, Tel: +27 21 464 8100, FaK +27 21 481 2934

Ref. M4/1/20 (921/14)

Mr Mafika Mkwanazl
Chairperson of tha Board
Transnet SOC Ltd
P 0 Box 72501
PARKVIEW
2122

TRANSNET'S APPLICATION IM TERMS OF SECTION 64<2}(d) O, THE PUBLIC
FINANCE MANAGEMENT ACT FOR THE ACQUISITION OF 100 D JAL VOLTAGE
LOCOMOTIVES FOR THE EXPORT COAL LINE

I refer to your letter dated 10 April 2014 with regards to the abovsmentloneci matter.

I note Transnet's Intention to acquire 100 dual voltage electrlo locomoti 9S for the Coal
Export Line at an estimated cost of R4.8 billion. I understand that this acqu! Itlon will release
125 locomotives from tha Export Coal Line to the General Freight Bu Iness (GFB) to
nltlgate against possible volume and revenue deficits due to the delay ! i Ihe 1084 GFB
locomotive tender process.

However, Transnet'a submission has limited information on tha procureme it strategy to be
adopted. Tha National Treasury requires reassurance that Transnet's prafe red accelerated
confinement procurement method was the most appropriate stratjgy given the
circumstances. In order to establish this, Transnet must disclose the altern. te suppliers that
vere considered and evidence of how and why China South Rail (CSR) wa selected as the

preferred supplier. In addition, tha following Information would be he pful to provide
assurance that the proposed procurement strategy complies with all Isgt'slati e requirements:

1. Comprehensive analysis of the five procurement options considered by • ransnet (Go out
to tender, Do nothing, Confine, Extend the current 20E contract for 95 C 5R locomotives,
and leasing);

2. Oetailed evidence on how the confinement method was selected as the preferred option;

3. Details of Transnet's current contract with CSR wilh emphasis on its :ompl!ance with
legislative requirements such as the Preferential Procurement Regt ations and the
National Industrial Participation Programme; and
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4, Risk management plan to mitigate against all possible risks that may derail In© project.

I j I look forward to your assistance In providing the requlrsd'lnformallon to enable an Informed
! decision to be reached regarding the acquisition of the locomotives.

(trust that you will find the above to be In order.

Yours sincerely

I^ \ NHLANHLA M NENE, MP

,.<^\ MINISTER OF FINANCE

cc Ms L Brown, MP
MlnlBterof Public Enterprises
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