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A, PURPOSE

This business case provides the rationale to invest in the profitabla General Freight
Business (GFB) by procuring 1064 new locomotives {465 diesel, 599 electrc). This
business case demonstrates a clear need to accelerate focomative deployment to enable

} dellvery against Transnet's Market Demand Strategy (MDS) and achieve South Africa’s
} broader socloeconomic objectives. The new Jocomotive purchase will:

« Create valus for Transnet by enabling TFR to deliver 170 mt by 2018/19 and
thereby achleve Its MDS target. This will result in a positive NPV (R2.7 biltion at
the TFR hurdle rate of 18.56 percent and R34.1 bilffon at the TFR WACC of 12.56

percent), top-line growth, enhanced retum on assets (ROA}, and an Improved
environmental footprint.

+ Lower tha cost of doing business In South Africa by enabling operational
efficlencles that will increase customer satisfaction and facititate a shift from road
\ to rail.
f ]
o « Create and preserve 28,0001 direct and Indirect South African jobs, and R78 billion
In economic Impact through focal supplier development,

pelicles and appropriate governance processes have been designed and Instituted to
ensure transparency, falrness, and valua maximisation for Transnet and South Afrlca, 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 Identifled and
mitlgation strategles are In place. Accordingly, It Is recommended that the 1064
Locomotives Business Case be approved with estimated total costs of the acquisltion of

R38.6 billlon as per the Corporate Plan (excluding the potentlal effects from forex
hedging, forex escalafion and other price escatations).

I . 1 proportional to MDS-related job creatlon of 288,000

Transnet Freight Rail Capital projects
1054 Locomotives Team 25/04/2013
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Business need

J
- ] B. EXECUTIVE SUMMARY
’ Transnet Frelght Ralt [TFR} Is moving from a strategy of *respanding to confirmed demand” to creatt g
“capacity to unlock demand®, The MDS is informed by future planned Investments that support ti e
+ mave from road to rail by targeting rail-friendly 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 millicn
torines, from 208 million tonnes to 350 million tonnes; over €0 percent of this growth Is expected to te
delivered by the General Frelght Business {GFB}, which will grow from the current 82.6 million tonnes ‘2
] 170 milfion tonnes by 2019, TFR plans to Invest R194 billlon In capital to deliver this growth in total
l volumes; of this, R143 billion is planned to be Invested in GFB, R19 billion in export fron ore and RZ2

— billion In export coal. OF the total capital Invested In GFB, 53 percent will be expansionary and <7 )
percent sustaining caphal.

el and accelerates a madal shift from road to rail The majority (85 percent) of the prowth in GFB demar d

~ is generated by: rall-friendly bulk commodities that need to be transported fong distances such s
I manganese, magnetite, and domestic lron ore; bulk eommaodities with certaln demand, like coal need: 4

] for Eskom’s power stations; and contalner-based commoditles for which existing demand moves ¢q
-\ 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 manpanese, magnetite, and thermal coal, which mitigates th =
! volume downside due to Inevitable global commodity volatflity.

Current and new fleet requirements

| The average age of the TFR GFB fleet is currently 32 years and comprises 1883 locomotlves, which -2
broadly divided into workhorses and shunters, with the workhorses being the prime income generator .,
There was a major procurement of over 1000 locally manufactured electric locomotives in the 197: 5
N and 1980s, which became the 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 th't
Included SO “fike new"” diesels, 100 diesels, and 43 diesels; currently, 95 new electrics are on order fro. v
China, These purchases were not sufficient to meet market demand and achleve a road to rall migratior.

o The economic design life of a locamotive Is 30 years. in the zbsence of new locomotives, the workhar:2
fleet was given life-extending upgrades where possible that extended the working life to 45 year.,
However, this has resulted In increased maintenance costs as well as difficulty in obtaining spares. £ 3
the most cost-effectlve and technology-compatible optlons for extending the life of a locomotive ar2
exhausted, further extensions are no longer economically cost-effective or technologlezlly practical,

l ’W O This Investment in growing GFB velumes make business sense, as it [owers the cost of doing busine s
1

} Proposed way forward on locomotive fleet expansion-related economic Impact

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

; locomotives, TFR has explored two options: continuing with the status quao, which is economical ;
unviable and does not support the volume ramp-up envisaged by the MDS, putting the entire MDS @t
risk; new locomotive acquisitlon is the only viable and recommended option:

Transnet Freight Rail Capital projects
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" + A status quo scenario. The current fleet has already begun ta run out, Based on TFR's current
) Locomotive Fleet Plan, the number of locomatives in the GFB fleet will decline from 1889 in
l 2014 to 1592 by 2019, with further run-out thereafter as the oldest and costliest assets in the
fieet 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 onfy have capacity to transport 85 milllon
l tonnes In 2019 — 85 milllon 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
2nd there wilt be a negative impact on cash Interest cover {CIC) and gearing.
I s A new focomotive procurement scenario. TFR has to invest In new locomotives to replace its
‘ current aged fleet and to support its planned volume ramp-up. To achleve thls, TFR needs to
] procure of 1064 locomatives (465 diesel and 593 electric) over the next 7 years, Procuring 1064
l j‘ new locomotives between 201372014 and 2018/2019 would have a positive NPV of R2.7 billion - -
i (discounted using TFR's hurdle rate of 13.56 percent; NPV would be R34.1 billion if discounted
' using TFR's WACC of 12.56 percent). Accordingly, the only viable solution to deliver on GFB's
l ) g - "\ RS3.8 billion revenus MDS target in 2019 is to procure new locomotives.

Senefits of the 1064 locomotive acquisition programme

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

ForTransnet, the locomotlve acquisition programme will:

[P

* Enhance locomotive operational efficlency thereby increasing asset utillsatlon.

- TFR will leverage new technology specification locomotive efficlencles. The new
jocomotives incresse the rate of the fleet’s svallability and reliability. in addition, further
operational efficlencles may be possible by leveraging Increased tractive effort to fimit
the npumber of locos needed for a glven flow or redesign of flows altogether (e.g., some
flows have both AC and DC lines, which currently require stops and changeovers
between different locomotive types but will not with dual-electric locomotives).

- The pregramme offers TFR an opportunity to standardise Its locomotive fieet by
procuring a fimited number of locomotive types. This will result In 2 host of benefits
Including simplified malntenance,

* Create business opportunities for Transnet Engineering (TE) to substantially participate In the

= localisation programme and thereby retatn a portion of the locomotives’ spend within Transnet,
i ¢ Significantly impact TE with respect to maintenance practices and copsolidation of malntenance

- _) depots whera the new locomotives have extended service intervals and on-hoard dtagnostic

l health monitoring systems where full advantage Is to be taken of the currentl; avallable
] technology and Internatlonal best practice, This Is the result of a full deployment plan developed
I by business unit, year, ctass of locomotive and depot,

r—

Enhance Transnet's return on assets and Increase financlal sustalnabllity, This will ba driven by

volume growth and declining unit costs of production and will be achleved despite the Increase
j In depreciation.

For South Africa, this farge-scale procurement programme will:

local content of 55 percent for diesel and 6D percent for electric tocomotives. Given the
economies of scale an the purchase of 1064 locomotives with the stipulated localisation

Transnet Freight Rail Capltal projects
1064 Locomotives Team 25/04/2013
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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 & highly
attractive benefit cost ratio of mare than 125 to 1.

= C(Catalyse the sustainable development of a South African Jocomotive production industry based
on the procurement of 1064 locormotives over approximately 7 years and an estimated on-golng
annual need of 80 locomotlves driven by TFR's 30-year replacement life pollcy.

*  Develop manufacturing skills, which will ultimately support not only the locomotive Industry but
alsa South Aftica’s manufacturing sector more broadly.

s 28,000 Indirect and direct South African jobs, created and preserved,

s Achleve greater road safety and fewer road fatalities by supporting the shift from road to rall

s Energy savings will be achieved, with 8- 10% lower fuel consumption for dlesels and 18% energy

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

For South Afrlcan business, the focomotive acqulsition wiil:

s [ncrease customer satisfaction and enhance the ease of doing business as higher focomotive
rellability results in better adherence to schedules.

Lower the cost of doing business by catalysing a shift from road to rail, which Is # more cost-
effective mode of transportation for distances over 300 kilometres. Given the spatial dispersion
of South African cemtres of economic activity and the distances between the centres of
production and ports, this will benefit most buslnesses,

Lower infrastructure repair costs driven by the read to rail shift as damage to roads from the

current trucking of commodities like coal Is reduced. In addition, it will contribute towards a
reduction In road traffic fatzlitles,

Programmatic procurement strategy and evaluation criteria

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

s Alignment with the Govemment of South Africa’s sociceconomic pollcy framewerk, Including

CSDP, NGP, NDP, 55, and (PAP2.

Increasing local content through developing skills, creating Jobs, and transferring technology,
Transnet’s programmatic procurement strategy follows threshold requirements for locomotive
lacalisation, In line with those designated by the National Treasury {l.e., 55 percent for dlesel, 50
percent for electrical locomotives),

Approaching the market through an open tender protess to sttract the broadest possible
supplier base and maximise value for South Africa and Transnet. Tenders have been issued for
both locomative types, The REP clasure date Is April 28th, 2013,

A six-step evaluatlon methodology will be applied based on the evaluation ¢riteria: price &0
percent; suppller deve!opment 20 percent; and Broad-Based Black Economic Empowerment (B-

BBEE) 20 percent,
Transnet Frelght Rall [ Capltal projects
1064 Locomotives Team 25/04/2013 | Page7of117




Manag!ing sensitivities and risks

] Procuring Transnet's 1064 new locomotives in the most cap talefficlent way requires a detailed
' understanding of inherent volatilities, risks, and mitigation ptans The locometive requirement and the
} pace at which Transnet needs to deploy Its capital in the base cas: scenarlo is shaped by two factors:

» Volume volatility. TFR's overall locomotive procurem:1t programme is based on current,
validated MDS GFB volumes. However, given the volatilit In the global and domestic economy,
the realisation of these volumes may be different than ¢ inned, If volumes grow faster or, vice
verss, slower than the MDS plan, Transnet must adjust it: lotomotive procurernent accerdingly.
This flexibility needs to be bulilt Into Its procurement ar 1 contracting strategy to enable it to
accelerate or throttle back the pace of locomotive purcha - 26 without penalles,

; * Operational effictency potentlal, TFR's current Fleet Plar. estimates the number of locomatives
_ ( - Including the potential efficlencles that can he captures from technology Impravements and’ T T
operational flexibllity of new locomotives. Further operz lonal efficiencles may be possible by
leveraging Increaased tractive effort to limit the number ¢ * locomotives needed for 2 glvan flow
"\ , or redesign of flows altogether, These operational efficier les have not been Incorporated in the
\_) bustness case- capturing them could reduce the numbe of lacomotives needed and improve
J the upside of this business case. The aforementione i flexibility Transnet bullds Into lts

) procurement strategy will also address this sensitivity.

l ' l The followIng ara some of the key risks and sensitivities that are Ir portant to consider and mitigate:
» Volumes. Of all varlables, volume risk has the greatest ¢ stentlal to impact NPV. For example,

l I with a slight underperformance {7 percent versus MDS targets), Transnet would experience
revenue shortfalls of R16.4 billiont and a reduction In NP ! of R1L7 billlon. However, under the

worst case scenario {growth of volumes In line with GD¢ as opposed to MDS), NPV would be
l b reduced by over R20 blilion. This reinforces the aforemen® aned need for a flexible procurement
and contracting strategy, allowing locomothves to be brou it online as they are needed.
] ¢ Delivery schedule. TFR already has a shortfall of DC e actrics, with the electric locomotive
l ' shortfall projected to grow to approximately 122 electr! s and 32 diesels by 2015, Given the
previously expected timelines to procure new locomotive locally, TFR may not be able to close
this shortfall untll the end of the MDS period. Under th- base case (procurement In line with
' schedules stipulated in the RFP), R13.3 blllion In MDS ¢ venues would be at risk; this would
I j

more than double under a moderately delayed scenario v th further downside under the werst-

case scenarlo. As a result, procurement and production ¥ nelines are being tightly managed to

ensure the swiftest possible locomotive delivery, and Imr 2diate mitigation strategles are belng

explored, These includa front-loading orders with intern: Jonal suppliers and exploring leasing
options.

«  Tariffs. The MDS GFB tariffs are expected to intrease fas er than CP\ through 2020 (7 percent

versus 6 percent). Given that the pricing on almost 2}l GFE commodities Is below the cost of full

! econamic recovery even after taking Into actcount all eff lencles, the pricing cormidor n TFR's

plan Is achlevable. However, should global and local econ - mic conditions create challenges and
tariffs above CPl cannat be implemented, the implication . ould be a reduction it the NPV of the

] business case by upwards of R4 billion,

J » Forelgn exchange exposure, Assuming target levels of o~ illsation, a changa in the Rand to us
dollar exchange rate of 10 percent would represent 3 ~R1.2 billlen Impact on capital
expenditure. Given 15 percent devaluation of the rand ag Inst the US dollar over the past year

Transnet Frelght Rail Capital proj cts
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alone, such volatility Is not unrealistic. See
strategy.

* locomative purchase price. Clasaly linked
locomotive price risks that need to bhe active
{e.g., thange order risks relsted to detalled
percent would have a -R1.5 billlon impact on N

Transnet Treasury requirements relating to the locom

Funding plan. The acquisttlon of 1064 locomotives wi
averall MDS funding amount of R86.5 hillion over the
will include those in the borrowing plan as contai
2013/2014, A mixture of cash genersted by cperation:
acquisition, Two-thirds are assumed to be financed us’
billion will need to ralsed externally, The external funds
Term Note programmae for dollar funding and estzbllsr
Domestic Medium Term Note programme. In additlo
{DFis} and export credit agencies {(ECAs) will be conside

Forelgn exchange exposure management. Transnet’
requires that all contracts must be either Rand-hase-
financial loss due to exchange rate fluctuations. Shou!
accounting will be applled to manage any foreign ¢
according to the Group Financial Risk Management Frar
Robust governance

Gliven the magnitude of this transaction, Transnet ©
inciuding:

¢ The highest standards of confidentiality, reinf: c=

oversight from Transnet nternal Audlt.
* A 1064 Locomotive Steering Comnmittee meetf-
has been Instituted. This Steering Committee Is
» A PMO has been established at TER with spect?
milestones; establishing and owning a virtual
Steering Committes meetings at the request of
ensurlng that confidentiality protocols are In plz

Ensuring operational readiness
TER has operational readiness plans in place to ensurs er

+ Critlcal path interdependencies — integrating |
and operatlons. Wagons are tightly linked
locomotives relate to the mass but not the cor
according to the tonnes transported over the pa.

The proposed dlesel locomotives can operate
exception of long tunnels, Current single voltag

:h2 Treasury Section befow for the mitlgation

. forelgn exchange fluctuations are additional
2 managed during contracting and negotiations

cacifications). A purchase price Increase of 10
V.

tive acquisition

cost R38.6 billion and has been included In the
12xt 6 years. Consequently, the funding options
ed In the approved Transnet Corporate Plan
374 external borrowing will be used to fund the ~
g cash generated by operations, and about R13
2 il be ralsed utllising both the Global Medium
d domestic sources for Rand funding - e.g., the
. optlons like development flnance Institutions

-l to lower the cost of funding,

Group polley on Financial Risk Management
or effectively hedged to minimise the risk of
3 Rand-based contract not be possible, hedge

change volatility. The project will be hedged
swork,

s developed a clear governance framework,

c2d through a High-Value Tender process with

1, chaired by the Group Chief Executive Officer,
enstituted as a sub-commitiee of Group ExCo.

: responsibllities for: tracking progress towards
iata room based on best practice; scheduling

e Chalr and folowlng up on action items; and
2.

'cient deployment of its new locomatives:

omotives, demand, wagons, Infrastructure
o the commodities they transport, while
nodity Rself; thus, locomotives are allocated
tcuular operating section.

aver most of the network with the notable
tlectric focomotives {AC or DC) are confined

Transnet Frelght Rall
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according to the current electrifica. 3n network. This Imposes operatienal Inefficiencies due to
the traction changes. The new elect it locomotives wil] be dual voltage, eliminating the need to
change tractive power and enakling cins to bypass yards,

In addition to the flexibllity affor ed by the locomotive standardisation above, the 1064
locomotive dependencies with mes :profects, such as Manganese and Waterberg, have been
considered and addressed. Humz Resources planning Is equally critical to execute a
programme of this magnitude. For : ample, to support the overall TER fleet ramp-up, TFR will
need to traln 3085 train drivers nd assistants. To address current diiver shortfalls and
Increasing requirements over time, 7 R will need to begin training drivers Immediately.

Maintenance regime. TE will be siz Ificantly Impacted with respect to maintenance practices
and the consolidation of malntenanc : depots, New locomotives have extended service Intervals
and on-board diagnostic health mo. toring systems, requiring a different maintenance regime

than TE currently delivers (e.g., larg: - “super depots® for large-scale maintenance, with smaller
stations for refuelling and other basi s2rvices),

Conclusion

Transnet's purchase of 1064 locomaotives is . critical procurement event that will facilitate Transnet's
dellvery against its MDS targets, transform * e business, Increase eperational efficiencles and support

local supplier developmant. Transnet’s procu ement strategy will be flextble enough to adapt to actual
locomotive demand that Is realised over time

Recommendation

Transnet recommends to the Board of Directc s for approval:

o The acquisition of 1054 locorr stives for the General Freight Business

» Estimated tota 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

escalatlons).
Signed by:
Brian Molefe Styabonga Ga 1a Anoj Singh
Group Chief Executive TFR Chlef Exe. itive Group Chief Financlal Offfcer
Johannesburg, 25™ April 2013
. Transnet Freight Rail Capital projects -
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C. BUSINESS CASE

1. Context

1o creating "tapacity to unlock demand®. In addition, it is a response to the Natlonal Development Plan

and Natlona! Growth Plan imperatives seeking to contribute to South Af.rlcan economic growth and
create jobs on an unprecedented seale,

Shift In Transnet’s strategic focus and resulting infrastructure needs

i Transnet’s MDS Is driven by Transnet’s shift in strateglc focus from *responding to confirmed demand”
' ,
I The TFR MDS$ was borne of a number of strategic drivers. These include:

- * The Intent ta make a slgnificant contribution to national objectives embedded In the New

Growth Path and the Nationa! Development Plan — to create capachty, to enable an export-led
] ~, strategy, to develop Infrastructure and to create jobs end develop skills,

l < 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 loglstics costs
(and compromises country competitiveness) and to the cost of externalities. Greater tonnages
. of traffic being transported by rail would make 2 significant contribution to reducing the number
I of heavy trucks on roads; overall transport and loglstics costs; cost of externalitles Le,, road
darmage, road accldents, road congestion, nolse pollution, carbon emissions, the Impact of rising

fuel prices.
l - * To pursue opportunitles for growth In transpartable GDP by targeting rail-friendly opportunities.
The MDS s Informed by future planned Investments that generate rall-friendly traffic and target rail-
l {rlendly traffic currently on the road. As part of this strategy, TFR has committed to grow its volumes by
142 million tonnes ta 350 milllan tonnes by 2018/19. Qver 60 percent of this growth is expected to be
delivered by the General Frelght Business {GFB), which will grow from the current 82.6 milllon tonnes to
l 170 millicn tonnes by 2019 and 15 the focus of this business case. Ta enable this strategy, Transnet pfans
ta invest R308 billion over the next 7 years, The total investment directed ta TFR will be R194 billlon to
deliver on its significant volume growth targets; of this R143 hiltion Is planned to be Invested in GF8, R19

billion in export lron are, and R32 billlon In export coal, Of the total capltal Invested in GFB, 53 percent
will be in expansionary projects,

GF8's turrent situation Is an important point of departure to fully understand the business case. While
YFR has steadily ramped up investments since 2004/05, these have been largely directed 2t the expont
Iron ore and export toal businesses. By contrast, Iittie has been spent on expanding GFB capatity and

infrastructure since 1992, 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 befow, the focus of GFB capex has been malntenance
rather than expansion,

Transnet Freight Rail Capltal projects
1064 Locomotives Team 25/04/2013
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EXHIBIT 1

st

GFB expanslonary has historically been undercapitalised with focus on
replacement over expansionary expenditure
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, ‘ 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
1 comparative advantage. This not only fimits the growth of Transnet but more importantly hampers the

ous fum SN W SEd M RN ER Mm ER =D
| _
g}

. I growth of South Africa’s economy and leaves the cost of dolng business In South Africa uncompetitive,
particularly as the road share of total freight transport has Increased cver time at the expense of rail, it
is therefore Imperative to rectify this and to enable TFR to service cument raitfriendly demand,

_J stimulate further demand, and catalyse a shift from road to rall,

' ‘ The MDS wifl address these Issues, laying out 2 plan to Improve finandal stabllity, productlvity, and
operational efficiency and to shift demand from road to 3l Through thls strategy, Transnet will: reduce

l . I . s cost of doling business while becoming more carbon efficient; enabte economic growth, Job creatlon,

and skills development; and create opportunities for localisation, empowerment, and transformation.

-

Jl? Investing In GFB is 2 sound business decision, The growth In GFB volumes is driven by commodities and

' flows that are rall-friendly and attractive for TFR. The majority (85 percent) of the growth in GFR
demand Is generated by rail-friendly bulk commodities that need to ba transported long distances ~

. ] mangapese, magnetite, domestle lron ore, containers; with certaln demand - e.p,, toal needed for

' Eskom’s power stations; and commoditles for which existing demand moves on road and will shift to

J rall. Moreover, South Africa Is well-pusitioned on glohal cost curves for GF8 commaodities such as

I 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
strategle intent of the MDS remains, 2ad volumes are projected to grow from 82.6 miflion tonnes In
2012/13 to 170 millfon tonnes in 2018/19,

[ * %
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' National Develapment Plan {NDP) and National Growth Plan (NGP) imperatives
!i l Transnet Is an Important enabler of South Africa’s NDP and NGP.
l l Alignment with priority infrastructure initlatives for South Africa

] The NDP alms to address poverty and Inequality by ereating a favourable environment for public and
: private Investment to create jobs and Increase dispasable Incomes, its Imperatives indude economic
H growth, job creation and skills transfey, Infrastructure Investment in rail, power, and other industry, a
‘ reduction of GHG emissions, and positioning South Africa positively. To achleve full employment, the
' economy will have to create 11 milllon jobs by 2030, requiring economic growth of 5.4 percent. The
South African government has made infrastructure a major priority, recently announcing the
z c— establishment of 2 Presidentlal infrastructure Coordinating Commission and planning Investments of
more than R800 billion over the next 3 years, Transnet’s major Infrastructure projects are Important
. } -~ pillars of Strategic Integrated ProJects {$/PS) and playing thelr role In dellvering on economic growth and
: “\ 3 Jjob creation objectives.
L)

GHG emission commitrnents

] As a state-owned enterprise and one of the top 10 carbon emitters in South Africa, Transnet has placed
' reducing carbon emisslons high on its agenda. South Afrlca ~ having set aggressive targets for carhon
B ] 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 entlties to be role models In this regard,

e with the Natlonal Treasury mak!ng significant strides towards Implemeanting a carbon tax, and the
l Departrent of Environmental Affairs developing national marginal abatement cost curves (MACCs) and
' carbon budgets, carbon reductlon‘wllt become a strategic Imperative for major emitters ke Transnet,

' 2, Business need

] milllon tonnes between 2012/13 and 2018/19.

A B 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 ratlonale

_,).-f for this is that:

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

» Rail produces lower emisslons per gross tonne kilometre than road, thus assisting South Africa’s
GHG emissions reduction effort.

l } To deliver on MDS, GFB will need to grow its volumes transported from 82.6 milllon tennes to 170

: ] e Haulage by road damages road Infrastructure, requlring a significant investment to repair the roacds.
l 3

: l 2 The 15th Conference of the Partles (COP 15) to the Unltad Nations Framework Conventlon on Climate Changs

f (UNFCCC) ~ Copenhagen,

. 3 The 17th Confarence of the Parlles (COP 17} to the United Nalions Framework Convention on Cimate Changa

| (UNFCCC)~ Dutban, South Affca.
' l" Transnet Fraight Rall Caplral projects
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Furthermore, for developing economies like South Africa, ec inomic growth results in a relatively higher
increase in trade volumes ~ and therefore freight demand - than GDP growth rates would otherwise

imply {l.e., 3 higher container volume multiplier, which r, 22sures the marginal effect of economic
growth on frelght volumes).

Therefore, given the clear Impetus for volume growth and 1 shift from road to rail, deltvering on the
MDS depends on TFR's abllity to capture volumes, TFR plans to capture rail-friendly volumes from ro2d
by developing 2 comprehensive value proposition based ¢ tustomer needs. Rait-friendly goods are
typically mineral and mining commodities and some manufa—ured goods, as well as raw material Inputs
to manufactured goods {such as steel and cement} that ar2 conveyed from siding to slding In large
parcel sizes, over relatlvely lang distances, 66% of the project :d valume growth of 73.2mt from 2013/14
to 2018/19 wiil be transported over distances greater than 2 J0kms, a distance by which rall Is cheaper
than road, Transnet belleves the rest of the flows will have -reference for rail transportation {e.g., the
bulk of the remaining volumes relate to Eskom coaf flow: which are rall preferred due to Eskom
simplifying their logistics chain, public sentiment agalnst roz | transportation for coal and reducing the

damage to road infrastructure}, TFR's market share s expec 2d to Erow from 23% to 35% as shown in
the exhibit below,

EXHIBIT 2

Both GFB and TFR are expected to tapture significs 1t market-share
over the MDS period
Milllons of torwes per annum
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2.2 GFB demand increase by commodity

From the TFR Corporate Plan, frelght rail volume projectlons per commodity from 2013-201% are
summarised In the following exhibit. The projections represent a market demand view of volumes in
support of South Africa’s New Growth Path (moderated in fine with poart capacity a2nd Eskorn electricity
supply), and they reflect a significant growth in volume for the overall general freight commoditles,

EXHIBIT 3

MDS volumes by commodity

. e e e

Business Unit Budget _2014/15  2015/16 _2016/17_ 2017/18 2018/19
AgricUture & Bulk Liou!d 1266 1439 1563 1802 1856 1926
Coal 1686 1992 2491 3634 4481 48
B e L g S [ S ey M e S N T At U by ey
Manganese 87 872 1157 1105 1S5 1703
Containers and Aitomative 12,63 1427 1832 1994 1835 167
e rim ot e et s o = £ o 8- e = s 1t
Minerai Mining & Chvoma 18.53 20.32 2445 28.83 .11 30.57
Steel & Coment .84 %86 P37 IS 4T 3069
—————— v s - i3 [e— ey T i e ———-— oyt a4 Dot ey
General Freight (mt) 9121 10627 12737 1S146 16066 17045
Coal (Export Coa) n 81 81 B 95 975
Export Tron Ore 615 623 623 7.3 3 ns
- e 4P mamart S S et i 5 e S L e T YRt ot y o
TFR Tom {mb) v 200: zmsr 30576 32195 35045

To capture these Increases in frelght demand, GFB has developed a commeadity-level commerclal
strategy. The next two exhibits show the sources of growth from the major commodity flows and the
varlous strategies developed to address them. See Supporting Documentatlon section El for the full 7-
year commodity growth, Growth in coal vofumes will be driven by Eskor’s shift from road to rall on the
Eskom-Tutuka and Eskom-Majuba flows and the development of new power stations. Steel and cement
wlil be driven by a competitive pricing strategy alming to capture domestic coal, and iron ore volume
growth from the government infrastructure development plan. The focus on unlocking capacity for
Junlor miners will capture volume growth from manganese export Mineral volume growth will be
secured through penetrative pricing strategles In the growing market.

Transnet Frelght Rall Capital projects
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] EXHIBIT 4

Rationafe for 79mt increased commodity demand for GFB from 81m¢ In
2013714 to 170mt In 2018719 (1/2)
- T T Srowth T
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l XHIBIT 5

J Rationale for the 79mt increased commodity demand for GFB from 91imt
I in 2013/14 to 170mtin 2018719 (2/2)

Growth
. ] Flow Cemmhlslnhﬂ _ Rey Bows (dmt) Rationaie
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2.3 Investment history and locomotive fleet run-out In GFB
Ovenview

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

Investment histary

TFR is generally tonsidered to be under capitalised with an aging infrastructure unable to deliver and
consequently hampering South Africa’s economic growth. TFR has three distinet areas of cperations,
namely General Frelght, Coal Export and Iron Ore Expart. The Coa! and tron Ore Export operations are
ring-fenced operations with assets dedicated to a single commeodity, Since 2004/05, they have been
upgraded and expanded to take advantage of the commedity boom. By contrast, [ittle has been spent
on General Freight since 1992, as can be seen in the next exhibit,

EXHIBIT 6
" TRAMENES
The decline In general freight volumes, polibical uncertalnty and -
corparatisation of rail led to a significant fall in lovestment i
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Remedial actions to mitigate iocomotive run-out

The expected useful life of a locomotive Is 30 years with a full mid-life intervention at approximately 16
to 18 years, which is part of the normal life cycle of the lotomotive, The average 2ge of the TFR General
Frelght locomoatives s 32 years and current programs have extended the lfe f the workhorse
locomotives to a maximum of 45 years, All the locomotives that were sultable for life extending

Interventions have already been targeted and the remaining locomotives are technologleally
incompatible,

Locomotive mid-life Interventions are part of the normal life-cycle process to achleve the deslgn life of a
locomative. The mechanical components have a Ife of 30 years but the efectrical and electronic

Transnet Freight Rall Capital projects
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?'} components and systems have a shorter life based on natural degradation and the rapid evolution of

' control technalogy. 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

: j is not life extending but part of the planned total cost of ownership.

l_ However, although Transnet policy assumes a locomotive lifecycle of 30 years, two primary strategles
} were adopted to mitigate kocomotive run-outs and extend the useful locomotive life to 45 years.

The first Implementation was to upgrade the workhorse GE series of locomotives to the 18E serles
through a partlal redeslgn, a rebuild and upgrade of companents, and the replacement of the electro-
I mechanical control system with an electronlc control system. These upgrades Improved locomotive
output from 170kN to 200kN and extended locomotive Iife by 15 years. The first of the upgraded

] locomotives will run outin 2017/18. L e — = —e =
: " Thesecond Implementatlon was an upgrade program to the class 34D and 37D locomotives supplled by
— Generzl Electric {GE) and General Motors {GM). These upgrade programs comprise 2 mix of extensive
. l i routine maintenance, rewiring and partial body repair. The differentiating upgrade feature Is replacing
N\l the cutdated and obsolete control systems with state of the art electronie control systems which
\’ improve contral and prevent driver abuse, By analogy, It can be compared to traction control on a
| l modern motor car that prevents wheel spin.
'
i The Impact of undercapitalisation onlocomotive performance
| The extension to 45 years was a consequence of not being able to afford new locomotives at the time
l and was not a formal restaterment of policy; given the low Investment In GFB By extending a
locomotive’s life to 45 years, TFR has suffered higher faults per mifllon kilometres, lower gross tonne
l kilometres, and substantially higher maintenance costs. This has decreased customer satlsfactlon,
I leading to a shift from ral 1o road, increased the Total Cost of Ownership (TCO) of locomotives and
‘ reduced TFR's ROA.
e extenslon programmes normally range from to ears. Beyond the 15-year period the
{ Lif 1 It from 10 to 15 years. Beyond the 15 iod th

technology becomes outdated. Although refurblshment options may seem cost-effective on the surface,
as the life of a locomotive Is extended, fallures Increase. As locomotives age, malntenance becomes

S Increasingly difficult. Spares become difficult to obtaln becasuse of shrinking markets and outdated
o technologies. There are alsa fewer skllls to maintaln dated technologies, as newer entrants are unwilling
J'? to skill themselves on previous technologies. These operational Inefficiencies and fallure rates have

compromised TFR's abllity to increase its volumes and have contributed to a rail-to-road shift.

) Lease vs. buy

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

l South Afrlca ks afmost unique in the world with its narrow meter gauge {as opposed to standard gauge)
3KV electrification network, There Is only one other raitway {in Indi2) with simitar Infrastructure, Because

. of this, 2 the electric lacomotives far South Africa have been bespoke designs,

| ) There s an Intecnational market for diesel locamotives, but for South Africa this s moderated by

distance from those markets and the metre gauge, which requires shipping and change of the bogies to

I ' Transnet Freight Rall Capital projects
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] accommodate the wider standard gavge. There 1s a limited Afrfca market but this Is agaln moderated by
l the infrastructure limitation of 15 tonnes per axle.

l 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.

l ) Impfication for Transnet

Purchasing new locomotives would allow TFR to depreclate its costs over a 30-year useful iife, More
] importantly, due to the Increased reliability that new locomotives provide, Transnet would be able to

{ sipnificantly Intrease the volumes it transports. This would drive substantially higher ROA for the
business.

1 Leasing !s not an option and through past refurbishment strategles, TFR has exhousted olmost alf
~ ' " meaningful rebulld opportunitles, Thus, even if it were decided to extend the Iife of current assets once
_ agaln {and suffer continued operatlonal Inefficlencles and lower ROA), TFR would not be able to do so.
] ' E . The next exhibit shows life extension options are limited to 6 percent of the fleat, as the aged
{ ’\'-1 ‘%:”" locomotives have gone through extensive refurbishment over time to a polnt where they can no longer
\ d be refurblshed. Even the "young® locomotives In the fleet are refurbished versions of older models. For
} example, although the 18E Is listed at an average age of 8.5 years, It Is, in reality, an upgraded verslon of

! the 6E, 3 locomotive that was purchased In the 1570s.

"] EXHIBIT 7

The current GFB feet Is aged - life extending options have
] been exhausted - only 6% targeted for a complete rebuild

1 .-'Lc...«:L-M ¥ :gm-;.,...ua.:u. LS iz’-aa-n.n: 30-25 yeirs, ST9% of the

I , ] [ -lnmibhrulu L | for e faring MO paricd I Doef ot el nefuriiahrnest dorieg MDS pericd

' Humbar of locomollves Avarans A e of Incomotives curent @Y Neet Wil tave
sged beyond this point by
il v rentusce s e g Pl el the eompiction of MDS
} Yo |CINUNTIECSTENY  [SOSEESESAEREM | |
] 18 |mrernEs e ‘ Jm 318 mmmud have aready
% [OEENEETY 167 TR ML bean tefigbished, are at the
| % |mrEmese STTETRSSIIN 173 bt e
; N 108 k@m | = — - ——~ -+ ELN] texbrologicy that ane
e e |gZms T R 36 e el
_)") 7 {(&xATn Al ey 31.0
N B [Fus Eand . reptesenting
o a lgzs 10 ?fumg'umm.u
» |@n LEe I 00 B e roeuad
1 = |lEw TEREETRELY 290 Within MDS period given age
) ) other |2 14 TITDEWTOS 17 and e cyce siagaof
J 19%s show “vousp so8” however 2/ an Wbimded version of 65, which wat purchesed In the 18755
3 Inchudes 2. 76N, 722,
J 3 102 by Inchuies! In et ki et e
& Ichates 62, GEL
!
. J Conclusion: TFR will experlence 2 R73 blllon revenue shortfall If the procurement option is not
[ exercised, The next exhibit shows that, unless new locomatives are purchased, the fleet will lose
8Smlllion tonnes per annum In capacity by 2018/19,
|
! Transnet Frelght Rail Capital projects
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EXHIBIT 8

ZU

Given the current trajectory of TFR's fleet runc it plan, cumulative
revenues of R73bn will be at risk by the end of MDS in 2019, with
further revenue at risk thereafter

- E 4 voh Bt vey sireadhy on Ordar
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3. Proposed solution

3.1 Overview

To meet the flect requirements necessary to support the ADS volumes, TFR needs to procure 1064 new
lncomotives. However, Hexibility must be bullt Into procLrement to account for two factors = demand
fluctuatlons and operational efficiencles captured — that will ultimately affect the timing of locomotive

requirements,

3.2 Locomotives required to service market deamand

TFR's Locomotive Fleet Plan was presented to the Transnzt Board tn 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 locomotly 25 required to achleve 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 fram 82.6 milliian tsnnes In 2012/2013, to 127 million tounes in

2015/16, to 170 million tonnes In 2018/19.

The plan’s key objectives are to:

s Maintaln and expand current capacity to meet the increasing demand:
- New locomotives required to sustain the current fleet,

‘Transnet Freight Rall Captal projects
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- New locomotives reguired to deliver the Increase In volumes.
Standardise the fleet ta resolve both operational and malntenance difficulties — such as training

drivers, planning route designs, and maintalning locomotlves - that arise with a diverse fleet of
multiple [ocomative types.

Capture improved operational efficiencies provided by new generation locomotives,

The ‘ollowing exhibit summarises the current and praposed locomotive fleet for general frelght up ta
201819,

The Fleet Plan Is Transnet's current estimate of the number of locomotives it will require to meet its
MOS commitments,

EXHBIT9

Lt comotives required according to fleet plan

“umbet of locomoihes ] Gumutative nunsber of locomotives tkan it sarvice

W Loxomotives on order
B Fleat after run-out and eperstional losses

3.2.1 New laocomative procurement

New ‘ocomotive procurement Is a catalyst to unlock this demand through standardisation which
Increases flexibility to dellver Increased operational efflclencles, This will Increase customer satisfaction
and e1able the shift from road to rall, For example, the exhibit below shows how locomotive efitclency
and wagon turnaround times would improve with a renewed fleet, Refer note below,

Howe-er, the ultimate number of locomotives needed could change aver time depending on the
opera ional efficiencles captured snd volumes reallsed,

Transr at Fraight Rail Capital prolects
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EXHIBIT 10

Improved ppera* anal performance and Increased customer
satisfaction from tha upgraded fleet
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) The Increase In locomc ve efficlency Is based on three factors; firstly, an inherent improvement i»
J utilisation of the curre t fleet; secondly, In greater tractive effort per locomotive of the proposec
[ procurements; and thircy, operstional flexibility.

] Volumes

Increasing volumes durl g the MDS perlod are a primary driver of locomotive requirements, However,
' Transnet’s ability to me :t the targets set out in the MDS will depend on external market conditions,
] tncluding the growth c’ the South African economy and changes In the demand for cornmodities
l shipped, Should conditl ns change {e.g, modifications to Eskom’s new bulld timelines would have 2
significant impact on do 1estlc coal requirements, and a sfowdown in GDP growth would result in fewer
} . contalners shipped}, loc imotive demand will change. As a result, locomotive procurement timelines
- must be flexible enoug i to adapt to potential changes In volumes based on macroetonomic and

‘ J_} demand conditlons,

Operational efficiendes

} The Fleet Plan will be aff- cted by the operational efficlencles captured from new locomotive technology.
. The plan tzkes the po: tion that new locomatives’ improved performance will enable operationa!
efficlencles to be captur:d (e.g., Increased avallability, rellability and operational flexibility and lower
malntenance). Rightly — and conservatively — the Fleet Plan does not estimate unpraven potentlz!
additlonal operationa! ef iciencles that could be achieved from optimisation of flows based on the new

technologles {e.g., runn g dual-electrlc locomotives across routes that previously required multiple
changeovers from AC to - '€ technologles).
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] The followin: exhibit shows how different assumptions of volume and operational efficlency could
ultimately lez 1 to different lacomotive requirements. Thus, to account for factors that could : ffect how
quickly locor atives are needed, Trznsnet must pursue a flexible procurement schedule, cuilding in

} trigzer points that will be staged throughout the MDS perlod.
EXHIBIT 11
] The need for 1064 locomotives is determined by the realisation of
volumes ~nd operational efficiencies — which Informs the procurement
strategy
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i 3.3 Impact nlocomotive standardisation

] The purchase ¢ * relatively small numbers of locomotives at a time in the past has resulted In a civerse
' fleet which in t irn has not delivered the benefits of standardisation. The TFR locomotive fleet £'an
recommends ¢ ogressive standardisation of the locomotive fleet to enhance Interoperability, rrInlmise

l e spares holding ind simplify malntenance procedures and driver tralning, With the Imminent rur out of

. N the current fle t there wliil be a natural rationalisation of current locomotlve types as depicted 1ythe
b exhibit below.

3

e S W
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EXHIBIT 12

Procurement of the 1064 locomotives will result In locomotive

-tandardisation, reducing types of locomotives from 23 currently to 11
hy 2020721

deh-p&nlbmrmﬂu

[ passorcer 15 Shunter
E danciine W wordhorsa

] i :
l whi 2 20/21 is outslde the current 7 Year MDS, it reflects the “waterfall” run out of locomatives that lies
] just sutside of the current 7 year MDS, The exhibit Is 3 summary from the General Freight Locomotive
fiee: plan where the run out of each type and class can be seen. It refers only to GFB and does It reflect
l ] the ! eavy haut classes of the expart coat and iron ore nes. Wherea locomotives are cascaded from the
Coa: 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
I ] and - Tesel workhorses be procured from no more than two OEMs, Inthe event that the proposed
; proc :rement colncldes with a type and class already In use, it will be benefit the standardlsation
I J prog am..
i3
L 3.4 ‘mpact on safety
'248 Aslde from the human component, safety on the GFB network will be determined by locomotives,
l wagr 15 and Infrastructure. The procurement of the 1064 locomotives Is expected to Improve safety In
' the T*B network. The naw locomotives will have the following systems, which will provide safety
I l adva cements to the user and TFR:

+ Onhoard computers {O8C) that will prevent drivers from exceeding speed limits. Some of the
focomotives in the current fleet have heen fitted with OBC and 1t shown a proven ability to
modify driver behaviour to adhere to spead limits and improve safety,

s Cameras employed as standard equipment which will allow behaviour modification 2s well as
allow TFR to have real time data during any incident that should pecur,

+ Electronic Brake Rack over the current machanical brake racks, This will allow for better
monitoring and application of brakes.
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* Remote monitoring of locomotives while In operatio-. This will allow monitoring of the usz- e of
the Jocomotives and remote pick up of any breaches 1 application of parameters being
exceeded, This will therefore allow behavigural moc. «catlon and a reduction in abuse of th;
assets which in turn will bring down unscheduled fail res and costs thus providing the evslution
In malntenanca to Reliability Centred Malntenance.

New wagons will retain existing systems which have been prc ren ta be effective with regards to sa’:ty.
The planned increase in the axla load of the core network [Se : Network standardisation- section CE» 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 rallways “or specific purposes, Including wagor: and
locomotives. TE Is already competitive In wagon manufacture and the procurement of 1064 locome thves
could position It for simifar competitiveness In locamotive mz wiacture,

At the base level, South Africa has remained competitive Int’ e production of wagons, which retain very
high levels of local content. Local manufacturers such as TE ¢ -ntinve to hold dominant market posilons
in this space and export to customers outside SA. In addltlor. they behave very much as OEMs thrugh
their understanding of the technology and design requirem:- ats of this type of rolling stock. In recent
years, TE has developed capabilities in more complex forms ¢ rolling stock such as locomotive asse nbly
and assoclated component assembly and manufacture, Varic 55 other players in the private sector Jave

also benefited from recent purchases of locomotives throu. h the Competitive Supplter Develop-ient
Programme (CSDP} driven by Transnet.

TE currently does locomotive malntenance for TFR. However, the purchase of 1064 locomotlves b, TFR
could create an additlonal oppertunity for TE to play a strate Zc role in design, Integration and supalter
development of locomatives In addition to its expected rc 2 In maintenance, This could elevatz TE
beyond the assembly function to hold a more strategic pasitic 1in the future development of locom tive
technologies and enhanced maintenance capability as showr In exhibit 12, However this opportur' tyls
subject to competitive bidding against other local suppliers.

Scope of work for TE

There are two categories of local work that emerge from the ~ D64 locomotive tender where TE cou' 1 be
strategically repositioned: .

¢ Development of locomotive technologies and ca :abilities In Integrated deslgn and co ‘tral
system design and the adaptation of these systerr; to local operating environments,

s Development and design of high-value complex ¢ mponents and alignment of mainten ince
regimes to best serve the needs of Transnet Frelz* t Rall as the operator of these assets.

The drive ta locallse a considerable portion of a locomoti- : would be undertaken to competit sely
posttion focal private sector su‘ppllers, particularly those dem: nstrating strong B-BBEE credentials. T4us,
whilst Transnet would seek to empower TE strateglcally wnd as an Integrator and assembles of

locomotives, the majority of lower tier supply would be out ourced competitively to competent [cal
manufactures.
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The main focus for TE lies In the area of final asse:bly of the locomotive, development of Important sub
systems and integration of the locomotive tontrol systems, This additional scope of work would provide
TE with additlonal skills in ongalng locomotive ¢..alntenance and the feedback from the maintenance
programmes assoclated with exlsting locomotive s would provide valuable Insights into the design and

manufacture of the various sub-assemblles and camponents that make up the new diese! and electric
locomotives,

Although TE Is strategically positioned to play 2 ¢ aminant role in these areas it would do so under the
custodianship/leadership of the focomotive OEM selected to provide the diesel and electric locomotive
contracts. In additlon, providing this scope of wor’ would require integrating the supply base from both
local private sector specialist firms and global sg :clalists In each respective area. This would open up
considerable scope far local manufactures to play a role In conjunction with the locomotive OEM and TE
In elevating South Africa’s manufacturing capabilicy In each of these areas.

Opportunities for private sector In local content

Transnet Engineering {TE) must obtaln certain skils through the approach destribed above in order to
reposition itself strategically,

Transnet's detalled component analysis Is based a market related costs structure informed by the bills of
materfals used In assembly and maintenance of various locomotive components. It thus closely
emulates current market pricing withln the locome tive market.

The analysks Identifles certaln areas of expertise and components where Transnet Englneering will be

strategically positioned, as well as scope of werk and expertise that will directly benefit South African
private sector manufacturers.

EXHIBIT 13

Greater speclallsation and focus by splitting Build and Maintain functions
within Transnet Englneering

I+ Tood design

* Plan for manfactore

» Marufacture or asmambly

v Tost

* Ongoing suppller
deviloproent

* Reszarch & Devslopment
o Systerrts Integration

* Concept Design

» Detalled Design

v Sirmulate and anslyse

-

« Bxisting functional separations between bulld and meintain ¢ quire further re-enfareement (Accourting
and maragsment s2pxration} fecessry,

# Further focus on RAD development, Bnking this ta IP transfar

* Enhanced suppliar developnwnt and atereditetion recuired te improve locfisation Inlfative.

| T T =i e e = =t
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] . Impact of the new deployment plan on TE

I Locomotive deployment ks never static and changes dynamically in accordance with commodlty 2nd
] market requirements, It Is also Influenced by standardisation of maintenance facilitles and crew trained
in operating a particufar type of locomotive, The proposed new locomothves are however specified to

l l enhance standardisation and be deployed over the entire core network with the exception of diesels
] going through long tunnels,

l The new deployment plan will also significantly alter the way TE operates, it will have an Impact on;

l * Llocomotive maintenance strategy and practices. The new locomotives will have added features
that will reduce maintenance and increase refiability, requiring a contemporary maintenance
) regime to exploit these features. For example, the Qass 34 diesels generally have a 28-day _
: Intervention where the locomotive travels to a depot, with major interventions taking place at
- specific depots. The new Class 43 diesels, however, have a service Interval of 90 days that can
! ' \ possibly be extended to 180 days, Where an interventlon may be required between service
' W_\ intervals, this would entall the technictan coming to the locomotive rather than the focomotive
\_,} going to the depot. As TFR Improves its efficiencies, it will result in lower downtime and
] increased avallabllity of locomotives.
Malntenance technologies, New maintenance technologies are anticipated, include:
- LCMS, A tocomotive Control Monltoring System continuowsly reports the locomotive
I status to a central Locomotive Control, helping achieve optimum locomotive utilisation,
I « Agoustlc Bearing Monitor. This wayside equipment acoustically monitors the rolling
: J stock bearings as they pass the wayside station, analysing the bearing *noise signature®
for signs of fatlure. The signature provides sufflicleat warning that the locomative can be
l diverted to a depot for bearing replacement in a timely fashion. This extracts the
] maximum possible life out of the bearing as opposed to the conservative time-centred

, replacement that Is the current practice.
* Skills and staffing. The skilis needed will change from a mechanlcal maintenance paradigm
I ] {electrical and diesel fitter} to one of an electronic dlagnostician. Should this change not be
, contextuallsed and Internalised and old maintenance practices continue, reliabllity and
l . avallzbility will be compramised and focametive life will be lessened. Althaugh maintenance
l : staffing requirements will be reduced, potentlal exists to reallocate these resources to bulld-
W based activities,
J Depot evaluation. Current, clder loccomotives must be senviced for several weeks at 2 time.
I Even for some of the heavlest maintenance, a new lotomotive is expected to be in a workshap
for no more than 72 to 96 hours. This will bring about a shift In the way TE conducts
I maintenance operatlons, Today, Transnet has over 130 locations throughout the cauntry. In the
l future, TE will require a smaller number of very large super-depots that can handle a range of
: J activitles, including all types of major component exchange for both diesel and electric
locomatives, 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 detat on TE's new
maintenance philosophy and proposed changes.
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3 3.6 Other benefits to South Africa
‘ Lower costs of ransportation

. ] As described in the Business Needs Section, a more efficlent and reliable fleet will support the trar sition
: from road to rall, which Is typically more cost-effective for transporting goods more than 300 kllorr stres,
‘ . This shift will iower infrastructure repair costs (given the damage to roads from the current truck ag of
. ] commodities like eoal} and contribute towards a reduction In road traffic fatalitles,

l Modern locomotive technologies will also result in energy savings ~ (8- 10% lower consumpti.n for
diesels and 18% energy savings for electrics) given manufacturer Insights and Internal s .dies
v conducted. Therefore, this will result In savings of over 31,0004 tonnes of CO, and R55 miltion pe year

I -— -- - by 2018/13 for diese! locomotives and potential additional savings In electrics. Today's diesel Fetis~ — - ~——

more than 30 years old and thersfore not emission-efficient. The electric locomotives, whici haul
approximately 86 percent of the total gross tonne kilometres moved per annum, are not cons: fered
I heavy polluters, However, given tha coal pollutlon from Eskom electrictty generation, total emi dans
) attributable to the locomotives are higher. The new electricity-increased energy efficlency would :ssen
v } their environmental impact, as well as the demand on the power grid.

1 Although meeting Transnet’s MDS targets would naturally entall Increased locomotive use — an thus

increased emissions — the new focomotives’ greater energy efficiency will help offset thls, The new

‘ I diesels and electrics would, at a minlmum, meet United States Environmental Protection Agency Ter3

| and Tler 4 standards when they come Into effect. For dlesels, the new locomotlves are expected :o be

10 percent more efficient In energy conversion than current diesels, In electrics, the Ore Line S9E a: dthe

] new 15E series are at Jeast 18 percent more effictent in energy conversion. A similar Improverr :nt Is

l expected In the new general freight electric workhorse with AC traction motors that will replace tr 2 18€
serles with DC traction motors.

' l Lower costs of emissions per tonne

l 4. Detailed analysls of recommended option

4.1 Financial analysis overview

l 4.1.1 Overview

The capital expenditure for the 1064 locomotive procurement transaction Is expected to be 138.6
,& ) billion, assuming current exchange rate assumptlons hold. Using TFR's hurdle rate of 18.56 perce: ;, the
N NPV of the transaction is R2.7 billion; applying TFR's WACC of 12.56%, woutd tncrease the NPV to 134.1

hillon. The following sectlons destribe the approach used to calculate the NPV and expected < ipital
expenditure,

4.1.2 Basecase NPV

Key assumptions Into this base case NPV calculation are [n the exhibit below,

i 4 Savings ovar tha curmant locomotive emissions per MGTK
! J 5 Given the expected tariff structura from 2015
j Transnet Frelght Rall Caphtal projects
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EXHIBIT 14

‘ The NPV of the 1064 locomotives transaction is RL7bn (hurdle rate)
I or R34.1bn {WACC)

iy G A 2

Increased tional effick From new locomotives @lied for iy TFR
Pt Plan wil e achieved

Run-out aptimised for eurment refirblstment state, by loct cass k!

mm}msumwmvmmmﬁmemnm-m(h ‘ \ -

- i [ "t .,
Zafl Do 01809 p “
Debvary schadue cafed for I tha dlesal and elct RFPs canbe met (60, Capear
' Y| bk for Pest 10O chesels b 2013714 and Arst 65 elecries In 201471 8) A Eba
< mmmmwzm alignad te
I Teee . e RN eorporate plan! - - - -
- - - wmmmmmunmum“m
l:thlp&H . HNPVIR2.Thr?
——~ ’ mzsmﬁ;mnmwmm;mmw ey 4
plectric, aswming 5% kx wd RSA / -
1y mmmmmusummnmm. /
fb it ; |, and crvestad Bock b ZAR based on Kreard exchunge rte
Tamhupunbsmtmhlma-Nw Mﬂﬂlﬂmm
‘ m’“}'-_{n_ﬁ“'! 1 2013/14 10 0.58 Aorken 1 2018/19) e /

1 af T08A locmothees in 213734
?Cmmllldumd J0.56%; NPV would by mulm Wﬂd’llﬂ%ltﬂd

4,1.3 Fleet plan versus RFP deflivery timelines

The number of locomatives required to deliver MDS 1s based on TFR's Fleet Ptan and planned run-out
strategy, It Is based on the assumption that TFR will capture operational efficlencles from new
locomotives (e.g., Increased availahility, reliability and operationa! flexibility, lower maintenance costs).
This fleet requirement Is alsa driven by volumes, which are assumed to be TFR's MDS targets for GFB.

The 465 diesel and 599 electric RFP dellvery timelines, which are currently In the market, were used to
understand the timing of the locomotives. The exhibit below details the locomotive deltvery timelines
that were modelted as per the RFPs and used as the hase case assumption.
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EXHIBIT 15

Annual locomotives to be delivered according to the
Diese! and Electric RFPs

Total = 1064 focomotives procured

1.2 Approach ta revenue calculations

Revenues were calculated based on the incremental volumes attfbuted to the 1064 procured
locomotives and the average forecasted GFB tarlffs from the MDS 2012/ 13, Valumes ta be attributed to
the 1064 locomotives were calculated using a bottom-up approach, which used historical GFB
productivity {million gress tonne kilometres, MGTX] for each of the loco notive types and the number of
locomotives within each type aggregated to a fleet level productivity ca; acity. The incremental volumes
for the 1064 procured locomotives were calculated on the difference t- tween the capacity required to
achleve the MDS and the existing fieet capaclty, subject to the maxi num capacity of the procured
locomotives.

Bottom-up volume talculations based on locomotive productivity

The total MGTK was transformed into net tonnes volumes using 2 historicat GTK/NTX ratio and
forecasted aversge distance using the MDS forecasts, Loromotive productivity sssumptions for
locomatives without an applicable historical productivity were based an similat locomoative types within
the fleet, The productivity estimates for the new procured locomotive : were based on the historical

average producthvity levels achleved by the TFR fleet. The exlsting fleet “:reakdown and productlvity for
2013/14 Is detalled In the exhibit below.

Transnet Frefght Rall Caplital projects
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l Ll EXHIBIT 16
l l HETAREE L Bsting flEEUGFE b 2013/18 FCLa SR
Number of Cumulative
: I Fleet type locos GTKm per lo.co 6T
l 6E 75 a3 2507
] TE 58 130 7520
B '7E1 48 107 5137
i 7E2 45 94 4217
l ] 7€3 65 38 6351
8E 37 1 19
1 10E 104 133 13795 -
I | 148 B a-- - 330 - T T
18¢ 597 57 34026
e — 33D 5 B 3
N L 34D a8 24 7683
l \ L 3sD 146 7 1005
L 36D 167 1 244
] 370 70 20 1172
l i 380 38 22 827
, 390 53 54 2852
j 23D 55 80 4335
I | Total 1889 43 92324
] Volume capacity was calculated and split across three different categories:
l * TFR fleet requirement capacity {based on TFR fleet requirements, Supporting Documentation
1 Section E4-7-Year Locomotive Requirement).
' s Existing TFR fleet capacity [based on the TFR fleet run-out schedule and expected locomotives
on order, Supporting Documentation Section £2 -General Fleet Runout).
l j e 1064 procured locomotives capacity (based on the procurement assumptlons zbove),
l The Incremental volumes for the 1064 procured locomotives were calculated on the difference between
} ) the capacity required fo achieve the MDS and the existing fleet tapatity, subject to the maximum
. S eapacity of the procured locomotives, The existing fleet capacity ako accounts for lost capacity due to
‘)) o locomotive write-offs due to Incidents, with 7 dlesels and 8 electric locomotives assumed to be written
Rt off each year. The productivity Tost was based on average locomotive productivity for diesel and electric
' locomotives.
¥
1 l
s
i
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’ '] EXHIBIT 17
l ‘ § Productivity MGTK (2013/14 0 2018/19}
A 2013714 |2014715 |201s/16 (2016717 | 2017718 | 2018719
l | MDS 86401 |98479  |120811 (13408 |14sasr  [1sma3q
. ] required
\ capadty
l , I Exlsting 79,403 79,697 58,478 101,730 90,848 86,130
feet
l ' I capacity
. \'yritten- 1,101 2,201 3,302 4,416 5,591 6,736
Cy o~ oft (lost)
I Y I uéé capacity
‘\) Requlred 8,099 20,983 25,634 41,126 63,211 79,040
l y i capacity
! I Translation Inta volumes required
I The aforementloned required capacity amount I converted Into required net tonnes based on the
] average distancatravelled for GFB traffic and the historical ratlo of GTK to NTK.
| The tablé below represents the incremental volumes attributed to the 1064 locomotives, TFR
I } experience a large volume shortfall in the first 3 years due to DC locomotive shortfalls, Without plannad
mitigation strategles, this shorifall will persist till 2018/19 given that TFR fleet requirements are
| assessed as of the beginning of the fiscal year but locomotives would be dellvered throughout tha year
I ] {e.g., In 2018/19, 1064 locemotives are required at the start of tha year, but the 1064™ tocomotive with
only be expected later that year). Refer to Section 5 on Risks for a description of TFR's planned
‘ mitigation strategy,
l . J (" b These volumes can be comblned with the expected tarlffs for GFB during the MDS period, as per the
_) - d exhibit below:
1
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l N " EXHIBIT 18
I l Volumes (net tonnes)
| 2013/14 | 2014715 | 2015716 | 2016/17 |2017/18 | 2018/19
l l} MOS target |91 104 127 151 161 170
I 1 Existing fleet 83 82 100 106 92 85
' 1064 1 7 21 41 €0 77
l 1 - locomotives - -
. Volume 7 15 6 4 9 8
’ ( shortfall
l ,. 1‘ “.-f—"!
k,-" As per the exhibit below, putting volumes and tariffs together ylelds a view of revenues — MDS targets,
‘ revenues allocated to the existing fleet, revenues derived from the new locomotives, and potentlal
l | shortfalls.
] EXHIBIT 19
l | . GFB tariff average (R/Net tonkm)
' I 2013/14 2014715 2015/16 201617 2017/18 2018/19
' l 0.42 0.45 048 0.50 0.54 0.58
P o
l )
'
l 4
l i
J Transnet Freight Rail Capital projects
1063 Locomotives Team 25/04/2013 ] Page 33 of 117

|
i
i
 {

J
]
!

‘I
!
|
|

364-0001-0034



TRANSNETF-REFBOUNDLE063T2~
Jr

EXHIBIT 20

The 1064 locomotives are instrumental In capturing MDS target
revenues, but a revenue shortfall will persist due to procurement
timelines [ag3ing target demand

PR ‘.

Revanue F%} Ravenue at risk due to loco shortfad {
E 1064 Incremental ravenve
W Existing Rast revenue

MiTons of ZAR per snnum

55000
S040a
45000
40000 ¢
5000

20000

4.3 Approach to cost calculations

Cost schedules were calculated for the entire life cycle of the 1064 fleet split Intc -he categories listed
below, including: a} Total cost of ownership {TCO); and b} capital and other costs, i cluding wagon cost,
infrastructure cost, overheads, and tax,

431 Total cost of ownership of new locamatives

The TCO of locomotlives was calculated using bottom up analysis and expert input : 1d has the following
components:

¢ Purchase price, As mentloned above, the purchase price Is 2ssumed to be 125 million {US $2.6
miflion) for a diesel locomotive and R34 million {US $3.5 millon) for an e 2citic locomotive In
2013/14. The purchase price of both diese! and electric Jocomotives assur 25 a conservative 50
percent locallsation component with a 2 percent localisation premium ap; led. The localisation
componer.t ramps up over time. The USD price component was forecasted sy escalating at USD
InRation and converting back to ZAR using forward ZAR/USD hedge r: es. The local price
component was escalated at South African PPI, Refer ta Exhibit 21 for the 7CO breakdown and
Exhibit 22 for the purchase price cost breakdown. An Important considerat! n In the negotiation
of the purchase price Is the amortisation of the development costs over " 1e quantity ordered
demonstrated in Exhibit 23, The analysls indicates that the procurement ¢ der quantity for the
1064 locomotives will significantly reduce the development costs compone 1t of the locomotive
price 2nd kas been factored into determine the price estimates.

Transnet Freight Rzil Capital projects
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o Diesel costs. The dlesel costs for the 465 locomotives were base | on the GTK of the locomotives
and diesel consumption per GTK. Prices were escalated from a 2013/14 price of R11 per litre
escalated at R/USD forward rate percentage change and US Infla’ion,

= Electricity costs, The electricity costs for the 539 ocomotives aere based on the GTK of the
locomotives and consumption per GTK. Electricity costs were 2scalated at forecasted Eskom
tarlff rate Increases of 8 percent up to 2017/18 and an averige of forecasted CPl and PPl
thereafter,

* Maintenance costs. Expected malntenance cycles over the ifecycle of locomotives were
calculated. The cash flow profites for diesel and electric focomott:es are presented in Exhibit 24,

¢ Insurance, Assumes an expected wreck cost per year escalated a: the average of CPl and PP,

EXHIBIT 21

Electric locomotives have a lower TCO than diesels, but their
upfront costIs higher than diesel locos

TAR, mMons

‘._H.- ¥

fn:o Mpﬂplﬁq 1‘

ARCENEE

TRINCE: Trardeel 1064 Loto Bwlnets Cace, Toper inkervicmt
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EXHIBIT 22

Development costs are the largest components cf total
capitz! cost of both diesel and efecttic

locomotivemotives

Dlesd] capital cost breabatown

b 2o S
u  rEZ
LA

!‘lec‘trie ctpl‘l’a! tnstbmikduum

Develop- Metal Bogle
frames

Production
1 Bosclum with an ardnr of 300 k

atandad
1 Tractios molar, witng, shomator, conirel sycam, str,
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EXHIBIT 23
Hectric locomotive price is more sensitive to order size
than dlesel locomotives [ e= inansry
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l )] EXHIBIT 24
! Maintenance TCO for Diesel and Electric locsmotives for a 30 year
‘ lifecycle
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l 4.3.2 Capital and other costs
‘ ‘ Capltal cost outflows for the procured locomotives have been structured with a cciservative payment
I strategy of 90 percent of the locomotive purchase is pald on dellvery of the locomc tive and 10 percent
on acceptance, Upfront costs of R250 million for ciesel locomotives and R300 milllon for electrc
) locomotives will be pald on signing the supplier contrz ct and will offset ag2inst the ¢ st of the first batch
| purchased, The purchase price of both diese! and electric locomotives assumes a 50 percent localisation
) comgonent, with a 2 percent localisation premium applied,
In addition to modelling the capital costs for locomoth 2s to be procured for the 106, associated wagon
I and infrastructure costs have been allocated as per the 2013 Transnet Corporate Plan - the exhiblt
l 3“ below shows the capital costs for diese! and electric lo-omotives, wagons, and infras: ucture.
]'" ) EXHIBIT 25
=5 Ayl 2 TENROES R Capita) expendifiita schlduleibs xR S AL T

Rm Cashflow PV_13/14 14/15 15/16 16/17 17/18 18/19 19/20
] Diesels 8314 2433 2552 2709 2881 2064 0 0
- Electrics 12252 300 1860 4665 5042 5360 6284 217
Wagoncapex 10017 3022 3417 3462 3228 2559 649 0
' } Wagon copex 1583 3 23 70 151 242 339 420
Infra capex 9513 1026 2787 3379 3023 3092 4967 0
infra copex 2978 795 1243 1627 1837 223
IJ Total 50656 6834 11023 15079 15575 14944 14075 2850
j Transnet Frelght Rall Captital projects '
I 1054 Locomotives Team 25/04/2013 | Pepe370f117




005

-

i
|
i
1)
I
| |
|

T - -

VO

¢  Wagon costs: Costs were calculated based on the expansionary number of wagons required to
achleve 170 million tonnes (16,459 wagons) based on the proposed capex budget in the
Supparting Documentation Sectlon E12 [Wagon Requirements). Opex and copex costs are
tncurred according to Incremental volumes maved.

» Infrastructure costs. Costs were calculated using the total regquired expanslonary GFB
infrastructure to deliver 170 million tonnes based on the fatest corporate plan, infrastructure
copex costs are lncurred according to incremental volumes maved.,

o Overhead costs. GFB overhead costs were calculated esing 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.

» Taxcosts. Tax costs were based on an assumed tax rate of 28 percent and calculated against net
cash Rows (revenues -~ costs} and adjusted for capital cost distributions of locomotlve, wagons,
and infrastructure expanslon, The capital costs for locomotives and wagons were depreciated
over 5 years since the purchase date and infrastructure has been depreclated over 30 years, Tax
tredit income has been included as s cash Inflow In the following year of accrual.

4.4 Breakeven points for NPV: volumes and tariffs
The business case proves ta be neutral at the followlng volumes and tariffs:

s Volume {everything else fixed), CAGR of 117 percent from 2013/14 to 2018/19{160 mt pa.
reallsed In 2018/19 vs. 170 mY p.a. as per MDS}, which is below the MDS target of 13.3 percent.

o Tariffs [everything else fixed), CAGR of 6.1 percent from 2013/14 to 2018/19, which falls directly
between CP1 {5.6 percent) and the MDS target {6.6 percent).

5. Treasury Considerations

The acquisitton of 1065 locomotives will cost A38.6 billion and has been included in the overalt MDS
funding amount of R86.5 billion over the next 6 years. Consequently, the funding optlons will include
those In the borrowing plan as contained in the approved Transnet Corporate Plan 20132014, A
mixture of cash generated by operations and external borrowing will be used to fund the aequisition,
Twa-thirds are assumed to be financed using cash generated by operations, and about R13 billlon will
nead to raised externally. The external funding will be raised vtilising both the Globat Medium Term
Note programme far dollar funding and established domestic sources for Rand funding - e.g., the
Domestic Medium Term Note programme, In addition, options like development flnance Institutions
{DFls) and export credit agencies (ECAs) will be considared to lower the cost of funding.

Transnet Freight Rall Capital projects
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] EXHIBIT 26
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The planned new fleet Is estimated to cost R38.6 billion 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 operatlons,
} about R13 biflion will need to be ralsed externally.
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1064 Locomotives Team 25/04/2013 | Page390f117
r

0057'364-0001-0040



5.1 Funding options
EXHIBIT 27: POTENTIAL FUNDING SOURCES FOR MD3
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EXHIBIT 28

Amauntin K billlons
] . 13/14 14115 18/16 16/17 17/14 18/19% 18720 Total expenditure
Olesel locomaotives - 465 243 155 wmn P A1) 206 - - 1263
Eectric locomatives- 589 030 185 4.67 504 536 628 022 nn
] Locomotive contingency a1?7 0.z? 0.45 049 D46 [+ R} 0.01 228
/ Total 250 4.69 7.83 [ 259 7.28 6.67 a3 33.60

5...1 Funding risks

J The fleet cost Is based on 3 set of assumptions Including the timing of contracting, ZARJUSD exchange
: H rate, and the mix between local and forelgn content, Interest rate, volume growth, revenue growth,
inflation, operational efflclencles, and steel prices, Any negatlve movement on the base assumptions
exposes TFR to a potentlal risk. In additlon ta the abovementioned risks and sensttivities (see Section 7),
. ) the following risks and Implications need to be closely monitored:

» Implications to funding of actual versus planned cash flaws.

3 ] + The lmplications of Base{ II! on swap costs, terms 2nd conditions of derivative transactions, and

avallability and quantum of credit lines, monltor ETC and Impacts on cash interest cover, gearing
: J and S&P liquidity ratia, *

J \ Transnet Frelght Rall Capital projects
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5.2 Forex risk mitigation

Forex risk mitlgation 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 agalnst the US dollar over the past year alone, such
volatility Is not unrealistic, Forward exchange rate prolections 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 ! conducted by the OEM,
Transnet ultimately pays for the cost of hedging, which Is factored into the purchase price, The maln — - -
advantage of a Rand based supplier agreement Is the elimination of volatility in the Group's financials

and the non-utilisatlon of bank credit lines for hedging purposes.

Should Transpet not be In 2 position to enter into a Rand based agreement, all foreign exchange
exposures will have to be kedged as per the Board approved Financial Risk Management Framework
(FRMF), it s 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 thelr
respective credit committees. However, there Is a rlsk that the magnitude of this transaction will add
pressure to the avallabliity of hedging fnes for future MDS requirements,

Long dated hedges as anticlpated 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

el

$R9.13 $R9.59 $R10.04 $R10,52 4R11.00 $R11.48 $RIL9B  $R12.55

Impact of locallsation

Localisation of production 15 a natural hedge. Expasure would Increase with lower a lower level of
Iocalisation [and, by extenslon, decrease with a higher fevel of localisation), The exhibit below shows
forelgn currency exposure for a 10 percent devaluation scenariotobe  ~R1.2  bilfion glven 70%
locallsation of component manufacture, Without any loczlisation, exposure under this scenarlo would
be ~R4 billlon, suggesting a localisation benefit of ~R2.8 billion,

Transnet Freigbt Raii Capital projects
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] R15.4
l j localisation
' Assuming a 70% R11.6 bn 0.6 bn R1.2bn
4 localisation —
l I S - -
- Assuming a 80% R7.7bn W04 0n RO.B bn
] tocalisation
l 5
\d
| } Thus, hedge accounting will be used to minimlse exch-nge rate volatifity on the Group Income
' statement, but locallsation is a critical lever to reduce the v timate cost of the hedge.
I | 6. Operational readiness
) 6.1 HR plan
_I A procurement event of this magnitude will require a signi’ zant Increase in in GFB’s workforce. GFB's 7-
] year human resource requirements are part of a TFR-wide orkforce plan as traln drivers and assistants
I are often Interchangeable across TFR’s businesses, All triln personnel are sourced from Transnet's
} School of Rall.
' According to TFR’s 7-Year Man Plan {see Sectlon £10) 2012 “gures, TFR has 2 driver shortfall of 529. It s
| also estimated that aver the life of MDS, TFR will require an additional 3 065 drivers above current
} staffing levels. This need is dependent on delivery against "£0S volurnes across the GFB, Coal and Ore
l ) ) businesses.
-
! 3 Currently, TFR only has capacity to train on average 500 dr' sers per year, However, at its peak in 2015+
! 2016, TFR will require an additlonal 791 drivers, TFR ha: transitioned from a mandatory Refresher
; Tralning every 2 years to a Continuous Professional Learning programme, This will cut tralnlng time from
] 22 days every 2 years at the School of Rall to & days every 2 years on site according to best practice as
shown In the exhibit befow, freeing capacity at the School ‘or additional training of new recruits. This
. expected reduction In training time-s based on a Joint exe-zIse done with DB Siyaya and International
) benchmarking of TFR's methods In conjunction with other rz ways.
4
I,
I !
) ( l Transnet Frelght Rall ‘ Capitz! projects
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i EXHIBIT 31
The new CPL programme will significantly reduce the training time
i and fee capacity at the School of Rail
} Refresher training New CPL programme
e
Lern N 22 [
Once every 2 years Contintously over 2 years
\ - Locsnan ‘SchoolofRall ’ - Operational area - -t
s ‘ —
\ \ ) Not sensitive to operationat needs Determined by BY and traln
A '; Doet not promote continuous profidenty  Promaoles continuolss profictency
A e AR DER 1 .
] EXHIBIT 32
Under the new training philosophy, Transnet’s School of Rail
can supply enough train drivers and assistants to sustain the
} 1064 delivery schedule

LR nur Oelvery scherksta

Lo 3 %
7 g
J A g EHEER o [ Bl
24 B8 bES Y ool Sl
) S T T T I Y kitejs
[y <y O D O T
1 bnchcios 82012 shorisl of 520 wiich hin nol deanmpl yel and s caried (rwerd
l Transnet Frelght Rall ' Capital projects '
1064 Locomoatives Team 25/04/2013 | Paged3dof1ny

e

0057-l64-0001-0044



3 TRANSNET-REF-BUW-OOBZZ

:'} The exhibit above shows the drivers required every year over the MDS perlod, highlighting hos many
- additional drivers need to be trained. !t also shows the School's capacity requirements over the seriod,
: ‘ The new training philosophy will give an additional 5,820 man weeks (83 percent Increase) of tz- ity to
Y the facllity, allowing it to meet TFR requirements. However, TFR will need to start tralning new drivers
r immediately ta close the driver shortfall before the peak demand period In 2015/16. in addition, “he one
{ —] man crew project, if successfully tested, will allaw TFR ta fast track trained asslstants to becon & train
J drivers if successfully tested,
; ] I 6.2 Infrastructure dependencies

To deliver against MDS volumes, the 1054 lecomotives must perform as part of a rallway syste n well
equipped ta move such volumes, Therefore, sustaining and expanding Investment In Infrastruct: re and

i ) R other key projects within the system will be critical to support MDS delivery, - - T
' I-/ﬂ Infrastructure dependencies
L
A -
W ‘} Locomotive deployment Is tightly mapped to the railway Infrastructure and routes. Route charac* :ristics
\,‘*‘1 (e.g.. power source on route, axle loading capacity, and the presence of long tunnels or tight sends)
’ l Yargely determine the type of locomative that can be used on a particular route,
1
i As part of the MDS’ planned R308 billion spend, TFR will also Invest in‘profects to sustaln and exp:nd rail
: } network capacity and footprint. The strategy pursued by the Rail Network over the 9-year p'inning
1 horizon covers two key strategic focus areas to enable volume growth 2nd systemically impre e the
. ] safety of operations. Programmes aim to:
; + Expand Infrastructure, creating capacity ahead of demand, Supporting Information Secti n E12
I (Infrastructure Plans) deplicts the current status of the network In terms of axle lo2d: g and
] electrification, respectively, and Section F1) depicts the future status of the network in 1z 'ms of
| axie loading and efectrification are also depicted In Section E11,
¢ Sustain existing Infrastructure through accelerated maintenance programmes. In add) ion to
] the rallway network, there are also programmes for the sustenance and expansion of sup- orting
' Infrastructure. The tables In the Supporting documentation Sectlon E11 are extracted from the
] TFR Business Plan 2013/14 - 2018/19 and detall both the expansion and the sus 3ning
s, maintenance programmes for Perway, Electrical, Signalling, 2nd Telecommunications.
-~ —
‘)_ ,} The exhibit below shows key strateglc projects planned over the 7-year period involving bc h the
3

extension of the electrified network and the axla loading of specific routes,

wd

[ ]

i

} l x Transnet Frelght Rall Capltal profects
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] EXHIBIT 33

; ] Key infrastructure programmes will enable the 1064 locomotives’
| delwery of expected volumes
3
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EXHIBIT 34

| . Expansionary Infrastructure expenditure timedlr
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Considering the existing network capacity and the expectation that these projects will be competed
: J according to plan, network capacity Is not seen as a constraint to achieving the MDS targets,
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Network Standardisation

TRANSN ET-REF-BUW-OOBM

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 fn the tore netw rk {that conveys roughly 90% of
GFB traffic); extending the 25 k¥ AC to close gaps In the existing elecrificatlon network and replating
the 3kV DC electrification network with the 25 kV AC network In high t 1nnage corridors as shown in the

exhlbits above.

Excluding the export iron ore and export coal lines with their 30 and 26 ‘on per axle loading respectively,
the care network for general frelght traffic, which has a loading capabil 7y of 20 tonnes per axle, conveys
more than 90% of the general frelght traffic. This tore network will be anhanced to 25 tonnes per axle as
part of the maintenance program. Increasing the axle loading carability of the network enables
Increased wagon loads which Increase the tonnes throughput per trzin, The majority of growth Is in-— .-
mineral and mining commodities which will be the prime drivers for 1eavier axle Joads, There are no
plans to Increase the 7 ‘le loading capabilities of branch lines of 12.5 tinnes per axie and lower as It is

not warranted by the a1 “cipated traffic growth,

The extension of the 25,  AC electrification is firstly stratepically targ- ted to close gaps in the existing
electrification network that, nveys high tonnages to reduce locomotiv 2 changeovers and the operating
delays that they Introduce ‘econdly, the 25 kV AC network wi' replace the existing 3kv DC
electrification network In hlgr  ‘nnage corridors. Thls Is because the 25 kV AC Is technically better
suited to the high volumes requi, g a lighter mast and fittings and f:wer substations spaced furthér
apart; this Is less restrictive onthe  nber of trains inthe sectlon. Fina! ¢, the 25 kv AC will be extended
into currently non-electrified lines 5. d when the volumes make it ecc 1omlcally viable,

6.3 Wagons

Transporting the volumes envisaged In the MDS requires sufficient an appropriate rolling stock In
wagons and locomotives. TFR has three distinct operations; General °relght Business, and the heavy
hau! aperations of the Coal Export and {ron Qre Expart Lines. Each of tt ese has their own unlque set of
wagons and focomotives. This business case addresses the General f eight locomotive requlrements
oniy though they are lightly Interiinked with the other operations,

The MDS predicates growth aver 3 numbet of flows and which extend ¢ /er 3 number of operating areas
where locomotives are changed because of traction changes dictated b the rall network Infrastructure,
Wagons are tightly linked to the commoditles they transport while loc “motives relate ta the mass but
not the commodity Itself; accordingly locomotives are allocated accor fing to the tonnes transported

over the particular operating sectlon,

To meet MDS volumes, wagon capacity needs to expand for all TFR bus: we’sses, n addition to producing
new wagons through TE, there are varlous life extension strategles are ir place to sustaln capacity within

the business,

Transnet Freight Rail

Capital projects
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Wagon production
EXHIBIT 35

The wagon bulld programme wil! dellver wagens in advance of
demand thus enabling tha delivery of MDS volumes

Hilong of tomnas ()

- - . - - -

.. pa e Ce e e
B M5 volumes = Locormotive delvery as per RFP scheduls
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3,000
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2,000
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The exhibit above shows that wagon production will peak well In advance of MDS volumes and

toromotive delivery, Therefore, wagen capacity will fikely not be a constraint in the deltvery 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 operationat philosophy and executlon of the
new maintenance strategy. {See sectlon £16, Change management plan)

7. Risk management

7.1 Risk overview

Atransaction 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, exchanpe rate risk, operational readiness risk,
transaction governance, legal risk, and exogenous risk, Transnet uses a CURA framework to categorise
and assess risks, as per the exhibit below,
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] 7.2 Planning and delivery risk

There are three elements of delivery risk: 2p: ‘oval delays, procurement process delays, and production

' delays, First, a lack of the appropriate 2ppr vals at the required time could result In delays in the
] transactlon process, A major risk Is TFR’s < wrent PPPFA exemption status that has lapsed. TFR Is
‘ currently awalting a PPPFA exemptlon for the 064 locomotive procurement that will allow it to pracure
] using the 60:20:205 criterla as planned, Seco 3, procurement delays during the tender and negotlation
processes may also cause dellvery risk and wi- be managed by the TFR procurement team with a robust

| procurement strategy, processes, and conting ncy plans. Third, production risk may arlse If a suppller is
- unable to meet its delivery targets for the 154 locomotives, Delays of the dellvery schedule are a
L..’ critical risk to Transnet’s ability to meet its ML 5 commitments and the sensitivities are modelled below,

7.2.1 Dellvery schedule sensitivities e

Glven expected production and procurement imellnes, it Is unclear whether the quantities demanded
! l by the RFP (100 dlesel locos in 2013/14) are a: levable,

Even assuming that the RFP procurement sch= lules are achleved, as per the base case In Exhibit 37, TFR
would experlence locomotive shortfalls from 2 114 to 2019, peaking at approximately 150 locomotives in

] 2014-2015, because of the procurement de!i =ry lagging the required fleet demand. This results in a
cumulative volume shortfall of 43 miltion tonn s {or the MDS period.

] 8 Breakdown of bid evaluslion criteria; 60 parcert p e, 20 percen! Jocal supplier developmsnt, and 20 percent B-
BBEE,
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Delivery schedule sensitivity 1 and 7, which factor in delays in procurement and production, show
significant impact on volume shert’alls {110 million tonnes and 155 milllon tonnes respectively),
highlighting the importance of exped-~ng defllvery schedule to meet MDS targets.

Delivery schedules Impact the cash Ir -erest cover CIC ratlo significantly, decreasing the ratio for 3.6X to
3.0X,

To mitigate the risk of delays, TF* will pursue a number of strategles simultaneously, including
contracting multiple suppliers; stapinz procurament by using internationsl suppliers for inittal batches as
local supplier development ramps u:; and pursuing a canservative payment strategy? to Incentivise
delfvery. TFR will also examine mitig itlon strategles to address the immediate locomotive shortfalls,
induding 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 alsa the zreatest risk to realisation of Transnet’s road to rall strategy — Is
that anticlpated market growth wil not materfalise. This growth is dependent on South Africa’s
economic growth and the growth { s trading partners. Realisation of this risk could result in
underutilised assets and diminished financlal performance glven the high-fixed-cost nature of the
business. In additlon, given that tarif s are projected to grow at a faster rate than CP| under the MDS
plan, there 5 a risk that tariff increas :s are not fully realised. Other key business risks Include inflated
purchase prices {not related to forex ¢ 1anges) and cost Increases exceeding forecasts,

7.3.1 Volume

Purchasing 1064 Yocomotives without natched volume demand will lead to a significant lass of value on
the transactlon. Sensitivities 1 (short all vs. MOS) and 2 {growth with GDP) In Exhibit 37 indicate the
large swings In NPV due to MDS volu 1es not materialising with NPV dropping to R1.0 billlon and —-R20
billlon, respectively,

Should sensitivity 2 (the worst case : :enarlo, with volumes growing with GDP) materialise, the gap in
NPV from the base case would only b= closed with annual tarlff Increases of 14% during the MDS period.
The infeasibllity 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 sensitivitles also have the big est impact on CIC, with Sensitivity 1 decreasing the cash Interest
cover ratio (CIC) fram 3.3X 1o 3.1X 1r. 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 malintaln flexihi ty.

Exhibit 37 demonstrates that tariff gr wth Impacts the NPV value significantly, with CPI-related growth
1 percent lower than the MDS base -ase of 7 percent, results In an NPV of ~R1.5 billlon. Accelerated
tariff growth 1 percent above MDS ‘2subts In a positive NPV of R7.8 billion, Tariffs have a marginal
Impact on CIC with the biggest Impac” in 2015/16, dropping from 4.0X to 3.9X, To mitigata the value at
risk, TFR will execute against its Ma/<et Development Strategy, bullding strong customer satlsfaction
that will enable It to deliver target vo! mes.

7 Bulk of payment made on dalivery and a- saplance.

Transnet Frelght Rail Capital projects
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7.3.2 Purchase price

l There are two elements ¢ ° price risk. Firstly, there Iz the risk that TFR will not be able to purchase
locomotlives at the price ¢ timates In this business ca: » Purchase price sensitivities detalled In Exhibit
l 38 Indicate a moderate Im zct on NPV with a 10 percs 1t Increase In base price resulting in a reductlon
In NPV of R1.5 blllion. To nitigate the rlsk of inflate purchase prices, clean sheet costing should be
performed to unpack c: nponents of the lacomc lve price and support effective commercial
l negotiations, Secondly, th- -e Is the risk that price esc: lations In the future will be higher than current
b o

assumnptions, To mitizate t s, Transnet will deploy cap- ble procurement team with a clear and effective
contracting strategy.

7.33 Costs

Ty
-) y. Exhibit 38 lndicates that ¢ st base movements will hz e a moderate Impact on NPV, decreasing i by

R3.5 billlan for a 5 percer increase in base costs. Co s have been budgeted according to Transnet’s
Corporate Plan.

7.4 Forex risk

Forex movement sensithvi- =5 in Exhibit 38 Indicate : moderate Impact on NPV with 2 10 percent
devaluation In Rand versu USD resulting In a -R2.4 b lon movement in NPV. To mitigate the risk of
exchange rate fluctuations, he project will be hedged = -carding to the Group policy.
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I EXHIBIT 38

l Demand, taritfs, and delivery schedule risks must be managed {2/2)

MY RLtm = WP 0. Bom. * WA R 3t

l 7.5 Transaction governance risk

] For a transaction such as this, confidentlality s »f the utmost Importance to malntain the integrity of the

I procurement process and prevent unwanted redia Interest, Failure to uphold strict confidentiality may

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

l implementing a governance framework that iicludes a High-Valve Tender (HVT) process, a Steering

, committee to oversee the transaction and prot cols (e.g. PMQ and data room) to monitor and track the
I transaction, These tems are described in dept! In Governance {see sectlon C8) and briefly below:

— s Akeyobjective of the High-Value Tend : r (HVT) Gateway Review Process Is to provide real-time
i guldance, support and assurance again:t the PPM, tender management control framework, and

' ’1 procurement best practice at each gate ~ay In the tender process,

I s The 1064 Locomotives Steerlng Comm! tee, which Is chalred by the Transnet Group Chief

] Executive, has taken overall ownership 2f the final draft business case for locomotive

- Investment and the procurement proces.

I ) ¢ A PMQO has been estahlished at TFR wit’ specific responsibilities for tracking progrees towacds

] milestones and establishing and ownin: a virtual data room ta track dissemination of

l ’ Information and flag Incidences,

] 7.6 Operational readiness risk

Operational readiness risk refers to TFR’s poter al inabllity to Integrate the new fleet Into Its operations
because of a lack of skills, Infrastructure capacl v, long-term maintenance strategy, and poor technology
Transnet Freight Rall ; Capital projects ’
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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 supply remalns constralned 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 certaln 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
supply continues to lag demand. Transnet faces at feast four inter-related major risks refated to energy
security that must be appropriately mitigated:

s Delays could occur in Eskom’s IRP bulld programme, resulting in a shortage of electrkity for
South Africa. South Africa hopes to meet forecasted demand by adding 21 GW of new capacity
by 2030 through the IRP bulld programme, However, the programme is running behind
schedule, $trike action and equipment failure earlier this year has made it Iikely 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 ghven the current lack of regulatory frameworks and procurement delays.
Furthermore, Eskom has only been granted about 50 percent of the tariff intreases it requires to
finance Infrastructure Investment, which may also have long-term Implicatlons for Eskom's
ability to meet demand,

¢ Energy costs could increase should the [RP's planned capacity be commisslaned on schedule but
at a cost much higher than In the inftlal plan. The cost of electricity Is expected to rise at 8
percent per annum In the next S years to finance the required infrastructure investment, The
planned migration to relatively more expenshve clean energy wiil cause energy costs to rise even
further.

¢ Timely decisions may not be made for electricity supply beyond Kusile capacity, resulting [n a
shortage of power beyond 2017,

¢ Electrification infrastructure may not he Installed in the appropriate geographles to enable
Transnet to capture volumes from new reglons as planned.

7.7.2 Potential strike action
Glven recent history, there Is some risk of strike action along the local supply chaln over the life of the
transaction {l.e,, at locormotive assembly factorles, TFR, coal mines, and Eskom). Strike action at any

point in the supply chain could delay delivery of locomothves, 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:

Transnet Frelght Rall Capital projects '
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s A Steering Committee with the primary pu-pose of providing oversight of the transaction,
Including developing a business tase, submitt: 1g this business case to the appropriate poverning
bodies, and overseeing the procurement proc-ss.

s A high-value tender process managed In con] nctlon with Transnet Internal Audit (TLA] with the
mandate to protect against fraud and corrupt an.

= A Project Management Office {PAO) to r-anage processes and timelines related to the
transaction, including a confidentlal data room and the management of non-disclosure
agreements {NDAs) and access to Information.

8.1 Steering Committee

The 10564 Locomotives Steering Committee, which Is chaired by the Transnet Group Chlef Executive, has
taken overall ownership of the final draft business ca: 2 for locomotive investment and the procurement
process, Key actlvities that have been overseen by the Steering Committee include:

o ¢ Developlng the business case and approval fo submission ta Transnet’s governing bodies.

¢ Submission of the business case to the Depart nent of Public Enterprise {DPE)

¢ Understanding operational requirements and alignment to business case

s Recommending a procurement strategy, | cluding goals related to environmental issues,
supplier development and locallsation.

» Understanding and recommending strategles :o address all legal ramifications of the Yocomotive
procurement process.

' e Ensuring procurement process transparency.

8.2 High-Value Tender Process (HVT)
Objective of the HVT

w A key objective of the High-Value Tender {HV T) Gateway Review Process is to provide real-time
.':n_'\_‘} guldance, support and assurance agalnst the "PM, tender management control framework, and
procurement best practice at each gateway ¢ tenders abave RS0 milTion.

s The purpose of the HVT Gateway Review Pro 2ss Is to increase the lkelihood that the processes
undertaken for these tenders are falr, transp= "ent, equitable, competitive and cost-effective,

*  The High-Value Tender (HVT) Gateway Review Process provides a platform for:

- Providing assurance to BAC and cther key stakeholders within Transnet on the
effectiveness of the processes follow: 4 for high-value tenders,

I + Appointment of working team members and : ccountabilities,

. l - 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 ralsed by D \Cs and/ar bidders during high-value tenders

- Reduction In timelines due to redu tion in number of re-tenders resulting In faster
' capacity creation.

; ' Transnet Frelght Rail Caphtal projects i
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] - Rolling out and sharinz of best practice across all O0s to improve the efficlency of
procurement processes.

- Longtermup-skilling ¢* rocurement staff,

Deslgn principles of the HVT

-—

——— .
§
— Y —— ———

[T

‘ ] = Drawing on recent lessans lear~! from 85 electric and 43 diesel locomotives tenders, enhance
the overall tander process for in rroved efficiency, effectiveness and enhanced control.

1 s Playa greater role In the plannin 1 and coordinating activities to support the PMO,

Ensure full integration with t+: Risk (Forensic) management plan developed for the 1064
'y lacomotive acquisition,

Introduce an international pe:r-review mechanism to bolster the team structure in the-
evaluation and negotiation stagz ; to make the award *bullat-proof”,

‘( * Provide end-to-end support inc uding the contracting stage to ensure there i no “lazkage”
; j‘\ ey between negotiations and contrs ting stages.

. l = Generally place added emphasis an ensuting that TIA Is proactively Involved at all stages of the

I | gateway review process and z-'e able to fully share best practices and inslghts with the

evaluatlon, negotlatlon and acqu sition councl review teams,

c ] EXHIBIT 39
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EXHIBIT 40
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I 8.3 Project Management Offlce (PMO)
I A PMO has been established to monitor process and timellnes related to the 1064 locomotives
l transaction, including the follow ng items:

Tracking project milestc ves and critical path and ensuring that progress Is on-track against key
deliverzbles,

Scheduling Steering Cor mittee meetings at the request of the Chair {GCE}.

I .{;‘:l ¢ Following up on action i -ems emerg!ing from SteerCo meetings.
F\, e Ensure Implementation of key confidentiality protacols/requirements {e.g., NDAs signed by all
I parties, data room acce-s & restricted to a small group, etc).
The PMO ks also responsible fo owning and managing the transaction’s central data repository (“data
} room”). This Includes:
) e Maintalning and regu! rly work with content owners to ensure availabllity of latest finat
- ] dellverables (e.g., RFP, [ usiness Case, etc.) and working documents (industry analyses, cost bulld
ups, ete.)

o Cateporising and standz= -dising 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 optlons, Transnet’s purchase of 1064 locomotives Is a critical pr-curement event
that wilt transform the business, increase operational efficendies, support local suppt 2t development,
and enable Transnet to meet its MOS targets,

Key risks are being mitigated; volume volatility will be addressed through flexible proc rement, forelgn
exchange risks are being mitigated through hedging and potential shortfalls are being ritigated through
efficient procurement and accelerated locomotlve orders, The business will be oper:‘lonally ready to
take on new locomotives and interdependencles are being planned for.

Therefore, Transnet recommends the purchase of 1064 new locomotives {465 diesel, £39 electric) at an
estimated purchase price of R338.6 bilfion.

——
-
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D. PROCUREMENT STRATEGY

s Responses from bidders
* PPPFA exemption
» Post-tender negotiations

-
]
i
f]] The henefits [n this section 2re contingent on:
> 1. Overview

1,1 Contracting strategy

r Transnet’s contracting strategy Includes a number of key aspects, including alignment with the

) Government of South Afrlca’s socioeconomic policy framework, an open tender process, approaches to
"] - ensure flexibility a2nd an appropriate number of suppliers. The outcome of Transnet's contracting
'\ - strategy Is subject to bid evaluations and supplier negotiations,

Socloeconomic policy and locallsation

~
\\
-

The transaction will be allgned with the Government of South Africa’s socioeconomic policy framework,
' Including CSDP, NGP, NDP, 55, and IPAP2. In sddition, local content will be Increased through skills
development, job creation and technology transfer, Transnet’s programmatic procurement strategy
J follows threshold requirements for locomotive localisation, In line with those designated by the Natlonal
l Treasury (1.e., 55 percent for diesel, 60 percent for electrical locometives). Ta ensure sufficlent
: locomotive praduction to enable development of local Industry In South Africa, Transnet will procure a
] minimum number of locometives per year, which will be agreed upon with vendors through

} negotiations.

A six-sten evaluation methodology will be 2pplied, 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

: supplier base and maximise value for South Africa and Transnet. Tenders have been issued for both
I Incomotive types. The REP closure date Is April 28th, 2013, Integrity of the transaction will be ensured

l Transnet Is approaching the market through an open tender process to attract the broadest possible
: R
| J/J _— through a High Value Tender (HVT) process overseen by Transnet Internal Audit (TIA),

I Once DEMs 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 bldders for local content. The selected
OEMSs will In turn partner with the most competitive local supplier(s).

Flexibility

There wil] be flexibllity to adapt procurement to the way locomotive demand materiallses - based on

) volumes athieved and operational efficiencies realised. Transnet will conduct an annual forward review
- of its locomotive fleet requirements. This long-term view will enable it to amend order quantitles as
required while sustalning local industry development, providing sufficient notice to actount for the

production lead times of manufacturers {e.g., 18-24 months). The ultimate number of locomotives
Transnet Freight Rall Capital projects
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procured Is assumed to remaln fixed, as is the aforementloned 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
procturement process:

e Ability ta deliver against timeline, To fast-track timellnes and mitizate potential locomotive
shortfalls, Transnet may procure from more than one supplier In paralle, which coutd increase
the number of suppliers needed, .

*  Abllity te achieve standardisation. Transnet’s new maintenance philosophy will require =™ 7~
interoperabllity, This will lead to a stronger balance sheet and reduce the requirement for
spares. However, this could reduce the number of suppliers needed.

e Ability to secure supply and price. Security of supply and protection against potentlal price
escalattons = both for locomotive prices and after-sales support 2nd maintenance — suggest the
need for more than one suppller.

1.2 Procurement cverview

In accordance with Transnet's Board approved Supply Chaln Policy Transnet shall apply Section 217 of .
the Constitution of the Republic of South Africa, (Act Na 108 of 1996, as amended) by contracting for
goods and services In accordance with a system which Is falr, equitable, transparent, competitive and
cost effective. '

Transnet shall reform all Its proturernent activities In order to align them In an Integrated manner with
nattonal 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 arder 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 5D activities will Involve, among others, the leveraging of its
procurement to increase local content through the development of skills, job creatlon and technology
transfer. This will lead to decreased costs In hts supply chaln and an overall Increase2 In Its
competitiveness. Transnet’s alm Is to bulld stronger and more meaningful relationships with its
suppliers, to find mutuslly beneflcial mechanisms to extract maximum value,

Transnet’s procurement of rolling stock and In particular the 1064 lacomotives provides a unique
opportunity for both loralised assembly and locallsed manufacture of component parts, but In addition
an opportunity 10 strategicatlly re-position the rolling stock Industry. This Is particularly true of the rote
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2d function of the largest incumbent rolling steck manufacturer in South Africa, Transnet Engineering
a. welias players inthe private sector.

PR,

e S P o rd

T:ere Is a drive by Government to increase the localisation of rolling stock Government has strong
1z rerage over the procurement of these assets as they reside almpst completely within state owned
¢ mpanies, predominantly in Transnet and PRASA, Gther sectors such as mining and the power sector
b :ar close similarities in the production processes and heavy engineering requirements assoclated with
rzlling stock and thus the manufacturing sector would benefit substantially through the additional
w7 shufacturing capabllity and demand that this orderwould provide,

T. ¢ Department of Trade and Industry (DT1} have identifled the Tocalisation opportunities In rolling stock
a- part of a number of key sectors within the industrialisation programme of South Afrlca as contained

J v thin the Industrial Policy Action Plan (2011/12). Transnet has identified the same opportunities as part
. e Its MDS and through its Supplier Development Plan seeks ta develop and empower local business
1| . £ aviding goods and services to the parastatal,
a

5%
} 2. Procurement strategy

T:ansnet promotes open competitive bidding as lts default procurement mechanlsm since this Is the
b .st means of obtaining value for money. All Transnet procurement shall be done in 2 way that ensures
13t Transnet obtains quality goods and services at competitive prices. It was therefore declded to
fc low an open tender process for the locomotives acquisitions. In crafting the procurement strategy,
wiich Informed the RFPs, the foflowing aspects were focussed on and considered,

"-—n-—"-"

T nsformation and Empowerment

Ir. order to address economic Imbalances that have been caused by unfair discrimination, government
d: veloped the black economic empowerment policy.

-..._...-a-"'

s

= Blatk economic empowerment Is an incluslve process;

i

* Black economic empowerment is assoclated with good governance; and
( " ¢ Black economic empowerment is part of the country’s growth strategy.

G vernment uses a number of instruments to achleve black economie empowerment. It has developed

3 ‘balanced scorecard” to measure progress made in achieving B-BBEE objectives by enterprises and
scators, This has been Iincluded (n the tender.

I+ svaluating and awarding the locomotive tenders, Transnet shall award preference points in regard to
th: contribution that a supplier makes towards the achlevement of broad-based black economic
e: jpowerment objectives, namely, :

l » Black economlc empowerment Is broad-based;
l s Ownership and Control;
* Management;

+ Skilts Development;

+ Employment Equity;

* Preferential Procurement;

(PR
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« Enterprise Development; and
+ Sotlo-economic Development,

Additionally, Transnet will sward further recognition points for B-BBEE based on the extent to which a

supplier commits to improving its B-BBEE status over the contract perlod. This Is referred to as Further
Recognition Criterla {FRC).

B-BBEE has been set as 20 peints In the overall scorlng for the tenders assuming PPPFA exemption s
given,

Job creation

Transnet must be a major contributor to [ob creatlon. Therefore, Transnet’s procurement shall focus -
consistently on areas that have the potentfal for creating employment on a farge 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 stngle largest procurement spend of the MDS and
as such has been planned on z programmatic basls so as to obtain maximum benefjt to achleve
Industrialisation which will In turn create long- term sustainable job opportunities partlcularly among
the previously disadvantaged members of the South Afrlcan soclety.

Local Content

This procurement has been designed in a manner that bullds Industry capacity around its build
programme, Transnet has identifled this as Its key programmatic procurement and consequently
developed a long-term procurement and local content plan. Tender requirements include focal
praturement and supplier development {3D), which will also address the transformation agenda.

Transnet has Included the local content percentages as detalled in the National Treasury Instruction
Note Issued on 16™ July 2012 that highlights a focal content percentage of S5 percent for diesel and 60
percent for alectrtc locomotives. This Is In line with the DTI's Industrial Pollcy Action Plan {l In driving
strateglc fleets, Local content Is Included as a threshold,

Current local content for diesel locomotives and for electric locomotives has increased over the recent
acquisitions due ta the CSDP, The technalogy and competence in the production of locomotives oceupy
a different space in the challenge o localise in comparisen to wagons. Globaily, there are few large
suppliers or OEMs of locomotives and their market daminance of the technology, the supply chaln, and

the know-how requlre nuanced and technology capture localisation strateples in order to create real
sustainahble local manufacturing benefits,

The approach adopted by Transnet has been to stipulate the following required minimum threshold

requlrements for locomotive locallsatian that are In line with those designated by National Treasury as
highlighted above:

1. 55 percent for diese! locomotives; and
2. 60 percent for electric locomotives.

Transhet's assessment of this opportunity is that the economies of scale In purchasing 1064 locomotives
are sufficlently large so as to create localisation opportunities that could elevate percentage locallsation
above these minimum thiesholds at very little additional price premium to Transnet. '

Transnel Frefght Rail Capital projects
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South Afrlean component suppllers are not yet able to produce the Inputs and require build-up to reach
substantial levels of locallsation. Transnet estimates that this will take at least a full 3 years to complete,

i / even though there may be certain components {particularly these used In electric locomotives) that can
' H be [ocalised much eariler.
}

EXHIBIT 41

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

I ‘ . Electric - - Dlesel
|8 8 S
. 8 mo - — n .
l .'»\7?,—\ 37 7 560 7
S E 60 %50
&_;," e g 50 7__/ T /
% 40 % /
f =30 / g0 [ >
' g2 / 220
: £t g0
} -3 i SR S P ). L 1, A WY . 0 T | 1 : 3 1 3 1 1 )
p i 2 3 4 58 6 72 8 5 10 01 2 3 4 5 6 7 8B 9 10
') Year Year

‘] A detalled component analysis undertaken by Transnet demonstrates that price premium s not static

I across the percentage rise in local content, but rather Is Informed by the cost of production of the
i

individual components making up a locomotive.

In certaln areas, particularly In assembly and fabrication, South Afrlcan localisatlon is economic
} especially glven the order stza of 465 diesels and 599 electric locomotives.

] - For cther components, zithough not yet localised, a relatively small price premium is evident, in these
\\2)\_ cases simifar Industrial production capability is already available in South Africa and needs to be re-
) aligned to the production needs of locomotiva components. The eapital equipment setup cost Is low for

_ ‘ components such as under-frames, radlators, transformers, etc.

} However, as localisation requlrements increase, certain components begin to have substantial price

[ premiums associated with their local production, Examples Include engines, tontrol systems, specialised
) braking equipment, etc.
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EXHIBIT 42

Cost to localise increases with increasing level of localisation

Lacallsation at a higher
premlum X
Localisation at a small premium & rs 86 vaatrend

Lotalisation is economic

Percentage change In purchasa price

.‘.-q»-..-.-..u...--...-... ELTTTTINWFERINRRTS Prrrre L rrrrn -y ———

Cost at zero locallsation

{ Percentage of localisation

2
‘ A grey zone exists where the limit of focalisation is dependent on OEM knvestment in manufacturing in
J 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.

b

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

=
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EXHIBIT 43

Each companent within a locomotive has its own prica verse jocalisation
CLUIvE

% change in purchase prica

% of locatisation

1. Engine process. Initial beneflts are achieved through utilising cheaper skilied la:cour in
assembly. Increased locallsation comes at a high cost as specialised parts could -nly be
manufactured locally in small production runs with Insufficlent economies of scale ta bring
down the unit zosts of such parts. :

2. Wheel process. Small benefits are achieved through some locsl assembly and - slight
premium Is pa‘d as forging Is undertaken locally, As the manufacture of a complete earlng
moves locally, the costs Increase steeply due to small, highly technlical bearing pro luction
runs; and

3, Bogle, Benefits are achleved through wtilising a competitive manufacturing procsss and
reduced transport costs of not having to bring bulky items such as bogles to SA.

One of the characteristic of the curves for many component items analysed is that the price-p: :2mium
grows rapldly at high levels of local content requirements (80 percent to 100 percent). By wa; of an
example, for wheel assembly, much of the wheel coutd be lozallsed at relatively low cast, inchic ng the
bearings, However, the rollers within each bearing are parts that cannot be economically locali-2d and
are produced at just a few global sites. This Is due to technologleal complexity In the production ;rocess,
safety criticality of the item, and the need far high production volumes to make the preducti:n runs
cost-efficient, By implieation, forcing high localisation requirements on such components will r sult In
uneconomic price premiums as well as posstble compromises In safety critical ftems such as waking
systems, wheel assemblles, ete,

Transnet’s detailed compenent analysis Is summarised inte 14 component groups for both die-el and
electric locomatives, The cost structure is based on 18 separate 'bilts of materials obtained f;m the
current assembly and maintenance of locomotives and thus closely emulates current market aricing,

Transnet Frelght Rail - Capital projects
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Target locallsation Is based on 2 component by component assessment of Jocalisation potential for each
particular component within a2 component  ‘oup, Because of the complexity and nigh cost to localise
certaln indlvidual components (often smalf -amponents), the analysls seldom reaches full 100 percent
local content as Is evident in the tables bel-w, The cost to localise Is based on zn 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 apr pach, The findings demonstrate the potential to localise
overall focal content In excess of the Treaswy Note requirements of 55 percent and 60 percent for 2
diesel and electric locomotive.

EXHIBIT 44

Electric locamotive pricing por component set, current and target
tocalisation, and estimated cost to localise

Parcent Percentage of
| 1 ? Categories Totalcost Current Target Costto Accum
3 ‘) % Toce! % fora! % tocat lacal
. Lozomotive assembly A 19 20 229 20
? Main transformer 16 0 1n 133 3
I Main pawer traction system incl. aux systems 15 1] 8 287 41
Main power traction motars 14 Q 13 433 53
" I Propulsion switch gear 9 0 5 1.53 58
l ) Gogle 4 ] 4 0.2% 62
Coofing, ventllation, and filretian systems 4 a 3 0.80 65
: Locomotive contro) syster:s 4 0 2 1.50 67
] Drivers cab 3 1 k| 0.15 70
I Auxliary supply 3 g 3 212 73
" Whesd! system 2 0 2 .19 74
Pneumatic supply system 1 0 1 5.8¢ 76
l Braking system 1 0 0 3.94 76
Coupling systera 1 1] 1 1.00 7
‘\ Other 1 ] 0
I Grand total 100%: 21% 7%
D Ao
j

' I ) i
l : Transnet Frelght Rall Capital projects
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I } EXHIBIT 45
i
i Diesel locomative pricing per component set, current and target
1 localisation, and estiimated cost to localise
l \ Percent Percentags of
3 Categories Totalcost Curmrent  Tampet Costto Actum
f % focal % locel % locat local
2 Drivers cab 2 0 2 027 2
{ Bogle 4 3 4 027 5
i Locomotive assembly ) 2 20 2 0.32 23
4 Cooling, ventllation, znd filtration systems 5 [+ 4 0.58 n
I | - Main power traction system ind, ai systems a [ 10 0.82 iz
J Coupling system 1 L) 1 1.03 43
Ty Underframe (Hoeams) 1 0 1 1,28 44
."1‘} fr _ Lncomotive cantrol systems [ [+] 3 344 47
. SRR Brafing system ] 0 553 47
" Main power traction motors 17 n 14 6.33 61
' Wreed system 3 a 3 .45 64
I o Preumatic supgly system a 7.38 H
H Engine gystem 13 4] 5 8,07 70
: Other 1 0
' ; Grand total 100% 24% 70%
é. As is demonstrated in these tables, the difference between current and expected 3- to 5-year
l o localisation requirements are significant, The relatively easy localisation opportunities have already
o largely been taken and further localisation will require not only additlonal capital investment but also
i the appropriate testing and quality cantrol of both the production facility and the parts produced.
}
}
1
;
i
|
1
L
1
[} 1 [}
l ; Transnet Freight Rall Capital projects
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EXHIBIT 46

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

Maximum 8% prica Increase
2t 70% focaf content

k Full focalisation
b " InCurs ever -
- Inrreasing cost

L e R R LU U L BV

® &0 006

70%
Percentageof localiation

Category % Increase  Xtem ¢ Catepory % Increase
Diivers cab 0.27 & ALzt supphy 21
Bogle 0.27 7 Contrel sys'am 34
Locn assembly 0.33 8 Traction m tors 63
Maln transformer 1.3 ] Wheal syst m 6.5
Propswitch gear 1.5 10 Englne sys*2m 8.0

- )
* 1--/

Percentage change in purchase price

&

HO

I

:

n 6 W N

A key finding of the analysls is that the nature of the price premium eurve as shown zbove for a generic
locomotive is such that Transnet eould achieve a high level of localisatic 1 at relatively small price
premiums, For diesel and electric locomotives, localisation of 70 percent = 1d 77 percent respectively
could he achieved at an average price premlum of less than 2 percent. This rercentage Is caleulated as
the average price premium pald for a locomotive ~ Le., Including some items vith no price premium and
others such s engine assembly with an estimated 8 percent price premium.

Thisis provided that three conditions are met:

; B 1, That compenents are localised up to a Jevel that is econemically viabl : (i.e,, that price premivms
: for each set of component are economic); ‘

2. That realistic time frame targets are set to reach full localization : stential. Shortening these
time periods would In Itself result in considerable unecanomic price ¢ -emlums; and

3. That some minimum annual order size for locomotlve production is suaranteed to the market
over the life of the 1064 locomotive supply contracts. The analysls §- dicates that a guaranteed

minimum order size of S0 dlasel and 70 electric locomotives Is requi-ed annually for the life of
the contract.

The Benefits of Localisation

. The benefits assoclated with focallsation are considerable and, based on th-: estimates for 70 percent

localisation for diesel locomotives and 77 percent for elactric 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 focalisation; an enhanced
Research and Development base in conjunctlon with the selected OEMs to develop and refine
technologies for both the South African and African locomotive market; and re-engiheering eapability to
design and provide technologies aligned to the needs of the South African rall market.

Benefits to the manufacturing sector will Include key Industrial capabliity in:

I

RPN

-
Y

¢ Traction motors and traction control equipment;
» Locomotive control system capability;

¢ Locomotive electrical systems; and

o - Large dlesel enging capability.

.
~

In additlon, there will be considerable benefits in related Industrles such as: heavy englneering,

— component manufacture such as found in the autn sector; electromechanlcal, electrical machinery, and
' software systems and deslgn,

Benefits to the South African economy include benefits to a number of related sectors that would
enhance capability and export potential. There would be 873 billion In economic impact for South Africa
at a small loralisation premium of 2 percent, implying a cost of localisation of 2 percent given expected
levels of local suppller development. The resulting benefit-to-cost ratio of localisation is thus greater
than 125 to 1 In favour of localisation. Multipller 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

s Issue open tenders for both locomative types,
s Local content thresholds of 55 percent and £0 percent for diesel and electric locomotives
respectively as per PPPFA and National Treasury Instruction Note,

{ . s SD/BBBEE {40 percent} threshold,

] «  Technical threshold.

Stage 2 will comprise price {50 percent), Supplier Development {20 percent), and B-BBEE {20
percent),

B-BHEE inclrded for scorecard (10 points) and FRC {10 points).

To ensure the bidding process is as falr 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
compllance with Transnet’s support for the NGP and government objectives. The programmatic nature
of this purchase requires TFR to find suppllers whe can commit to dellvering on governments
Industrialisation objectives, which Include:

» localisation and Industrlalisation

' } Reasons for following an open tender programmatic process
J]
ij » The creation of Jobs

» The transfer of technical skills, tP, and know-how to the South African Industsy !

Transnet Freight Rall Capital projects
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¢ Increasing the capabhility and capacity of the South ifrican rolling stock.industry
+ Reducing capital leakage

+ increasing South Africa’s exports
e Integrating of South African suppliers into the leco 1otive DEMS’ global supply chalns
» Long-term security of demand will allow suppliers *3 commit to investing in 5A cperations

« Suppliers must commit to transferring sklls tc SA suppliers to allow for the long-term
malntenance of the locomotives post warranty pariad,

tvaluation methodology ' B
EXHIBIT 47
V‘I.’re-gnal‘lﬁcaﬁon o Sing 2 Stage2
Step 1 Step2 Stend Sta. § Steps Stap 6
Administrative Sybstantiva Minlmum Min' um Minimum threshold ~ Welghted
responstveness Tespansiveness threshald Tor thre: wid for for functionalty/ scorngf o0
lozal content haten!
Returnabla Pre-quaification
documentsfschedules

fStape3 T ey
StepSe Steopdpeas
>40%
Local cantent SD/B-BEEE Technlcal Price SDJCSD Award ud"'

B-BBEE

* Stage 1 with minimum disqualifying thresholds, w' ! follow a three-step process, starting with

_ the Local Content (Step 3), followed by the SO/L-BBEE (Step A) evafuation, and finally the

Technical (Step 5) evaluation, Stage 2 will comprise che commercial (Step 6} evaluation Including
price {60 percent} and supplier development {20 pe: :ent} and 8-B8EE {20 percent)

+ In line with categorles for focal content ldentifie ! by the DT, 55 percent and 60 percent
minimum threshold of local content will be app cable to diesel and electric locomotives,
respectively. These thrasholds will need to be ecalled or exceeded for the submission to
qualify for SD/B-BBEE evaluation, : '

Transnet Freight Rall Caplt:| projects
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s A minimum threshold of 40 percent will be set for the SD/B-BREE criteria evaluation, This
threshold needs to be equalled or exceeded for the submission to qualify for Step 5.

¢ A minimum threshold of BO percent will be set for the technlca! criterla evaluation. This
threshold needs to be equalled or exceeded for the submission to qualify for Step 6.

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

3, Lacalisation

; » DOnce the minimum criteria thresholds are both met or exceeded, the supplier’s submisstons will
Since 2010, there have been significant changes In the South African policy environment, as well as to
Transnet’s strategle objectives. The New Growth Path (NGP) 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,
j . , fessons learned from previous SD initlatives, and Transnet’s development of a holistic Supply Chain

Policy and Framework, as well as its new corporate strategy, the MDS.

‘ } The South African gavernment has highlighted supplier development as ane of the ways with which to

l ’ Improve the local economy. SD is achieved by “procuring In such a way as ta Mncrease the

competiveness, capacity and capability of the local supply base, where there are tomparative

advantages and potential competitive advantages of focal supply” and s derived from the Competitive

I i Supplier Development Programme {CSDP), which Is a government Initiative run by the Department of

\ Public Enterprises, At Transnet, 5D Is driven through proturement with a focus on delivering
l transformation and empowerment as well as economic growth,

| The transformation element ensures that procurement transactions bring historically disadvantaged
Individuals {HDIs) Into the economlc mainstream through the advancement of HDl ownership, It
addresses economic disparlties and entrenched social Inequalities through the use of the B-BBEE
1 scarecard and the seven pillars which make up the score card.

Growth of the local supply base Is achleved thraugh leveraging high-value procurement to achleve

{where applicable) Industrlalisation, locallsation, technelogy 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 Sectlon and as ls evidenced in the evaluation methodelogy.

Transnet has extracted 5D walue through some benchmark Competitive Supplier Development
Programme {CSDP) locomotive acquisition contracts, These Include: .

100 X General Electrlc Locomotives =54 percent SD commitment

General Efectrlc Long Term Parts Agreement — 12 percent SD commitment
Electo-motive Diesel Long Term Parts Agreement —41 percent SD commitment
32 X Mitsul/vVenus Locomotives — 40 percent 5D commitment

50 X Electra-motive Dlesel Locomotives — 67 percent SD commitment

24 X Mitsui/Venus Locomotives — 39 percent 5D commitment

43 X General Electrlc Locomatives — 85 percent SD commitment,

T &« 32 & @ 4 9
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\] These commitments have been achlaved with purchases belag made sporadically and an a transactional
, basis; therefore, we axpect greater benefit to be achleved from a programmatic procurement of this

| nature glven the size and stable pattern of demand It creates. The beneflt will cbviously be limited if
i 11 PPPFA exemption is not obtained,

" Gavernment envisages SOC expenditura 25 ona of the key levers to achleve transformation and growth.
‘ ‘] ‘The 1064 lacomotive procuremant provides a great opportunity to fulfil government’s S aspirations.

This spend will be leveraged to extract SD vafue In a manner that Increases employment and also
facititates diversification beyond South Africa’s current rellance on traditional commadities and non-
tradable services. it will address the shortfall in artisan and technical skills by Intreasing the education
level and skills capability. An equitable socio-economic soctety will be promoted through the Integration --
of HDIs into the malnstream economy within the rail Industry. Small buslnesses will be enabled in a
manner that allows them to successfully compete in the South African etonomy. There will also be rural

l W ‘{I_\ development throughout the country ensuring the sustainability of these communities.

Transnet’s main focus with regards to these two tenders will be around the Industrialisation of the rail
industry. This spend tan be leveraged In order to [ndustrialise this sector and create sustainabllity. A
. ] large number of fobs will be created while ensurtng that the local industry produces world-class

P products that can be exported. The wilf also be a farge portion of spend on malntenance and upgrading
! of new and existing locomotives and wagons, which will ensure sustalnability.

llusteated In below.

] Our Intentlon Is to take the rall Industry ag It stands and fundamentally shift it within 7 years. This shift is
] EXHIBIT 48

Fundamental shift of the Rail industry over the next 7 years

.lmwzirnn ? vn:rs It would have :luang:n
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below. Calculations are based on a total contract value of R38.5 billfon,

71

4. Comparison of benefits between 90/10 and 60/20/20 methodologies

4 The 60/20/20 approath to localisation targets will create 30 percent greater total economic henefits
ﬁ (40 percent preater net benefits) at a slgnificantly lower localisation cost, as shown in the exhibit

The 60/20/20 approach will facilitate 2 local spend of an estimated R28.4 billlon at an additional cost
of R621 million. The overall banefit to the South African economy, factoring In the multiplier effect,
is R78 biliion {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 appreach will facilitate local
spend of an estimated R22.1 billion at an additional cost of RA.5 to 6.0 billica, The benefit to the
South African economy based on the multipller effect Is R 61 billion {a net ben:fit “R56 billion). This - -
Is based on 55 percent localisation for Diesels and 60 percent for Electrics,

EXHIBIT 49
s The 60/ 20/20 approach to locallsation will prov!de more benefits
: J compared to the 90/10 approach
|
b}
] 50/20/20 90/10
Benofits Additional Benefits

I Propose Additional  thraugh Proposed  costto through
“\ jocsl spend tostto multiplier  localspend  localise smultipha s
il {Rm) Jocalise (Rm) effect (Rm) (Rm) (Rm)range  effact(zn)
] Diesel 9,803 250 26,860 7,653 12k 20,570
‘ lotometive 1,697
} Electrical 18,626 n 51,036 14,467 323510 39,635
! focomotive 4,313
\ Total 28,629 611 77,896 22,120 4,45Tt0. 60,600
} I 6,010
- -

l \lf “‘":‘j

1 J
J Transnet Frelght Rall Capltal projects
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3 L. SUPPORTING DOCUMENTATION

‘] 1. 7-year commodity growth
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2. Genet i Freight fleet runout
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. 3. Locom: tive run-out mitigation

Total Mair ‘enance cost far Wagons and Locomotive:
§ By inspect n the cost per znnum Increase of locomo-ive maintenance Is significantly greater than that
- of wagon 1 aintenance, Locomotive malntenance Incraase from A2 377m to &3 335 over the five year
i period 20C '/08 —2011/12; an Increase of 40 percent. 3y contrast wagon maintenance, which does not
i have the 5- me level of technolegy, Increased from R2 044 to R2 234 over the same period; an Increase
of 9.3 perc nt. Altmaintenance is perfarmed by Trans 1et Engineering 8

/
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i' Locomotiv class comparlson Malntenance castvs. < TK for the last 5 years
This flgure shows the average cost of maintenance -er class of locomotive over the past five years
agalnstits  2rformance measured in Net Ton Kilomatr s,

8 The Incr= 1sing proportion of copex to opex in lecorr 3tive maintenance Is a function of changes in
i actounting p acedures as # greater proporticn of maint :nance Is capltallsed according internatlonal

accounting s- indards,
| i
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The new locomotives such as the 15E, 19F and 43D cannot be directly compared to the older

lacomatives as the new locomotives have not seen five full years of service but even making ailowance
for the shorter service, the savings in malntenance costs Is evident,

The three locomotives (excluding the new locomotlves) with the best ratlo of NTK/Cost of
Maintenance are the heavy haul locomotives 9E, 11E and 7E1.

4
The workhorse locomotives that have a poor NTK/Cost of Maintenance ratio include the 18E, 6E 34~
. 000, 34-400 serles,

The locomotives that have the worst NTK/Cast of Malntenance ratlo include the 37-000, 72, 34-800,
. } and the 33, 35 and 36 classes, These are amongst the oldest focomotives,

| ‘ Transhet Freight Rall Caphal projects
1064 Locomotives Team 25/04/2013
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l ! 1. EXHIBT 50
b J
. Tota! maintenance cost for locomotives and -,
l ’j wago:s &
v
-
I PR :
[ Bl et v e
l LR !
1 -t '
] i \
l } FE R O O T T vw  ema MR '.""
Loraautives o e mr 1 1
l /j ! ] . . [y 1. teys L4 2em
: . 1(_"} [ a4 [+ L3 H) T e
L T Wagonn e i o 1o T
- " Looes tan 1o iy $H5 130
4 Dpss 6H (14 Hy L1 ] L1

SAPER
Luomative 1L grade - .

- EED TP YRS S B S s TR SR St e e s e g e

TFR has exh:usted the life extension possibilities of its current "workhorse” fleet which are the
l primary con:ributors to GTX / NTK. Extending the life of “shunters” and “haulers” does not
' contribute to Increasing GTK / NTK as the locomotives are not used and cannot be used for the
heavy loads of main line operations,
l The SMILIP programme for pew traction power was developed circa 2002, When this

;f programme vas not accepted TFR responded by extending the life of the current workhorse
fleet,

The lifa 2 qtension / upgrade programine included:
7 - E5D BE1 s2ries upgrade to new class 18E providing a 12-15 year [ife extension. 120
""},\_ ;3 vpgrades are still be completed by March 2016, By 2018 the first of the upgrades

vall start to runout.

= 150 class 34 GE locomotives programmed for fitting with new Britestar Control

s istems with 55 still to be completed. As the locomotives are already over 35 years

o'd this is a palliative.

- 73 class 34 GM lpcomotives fitted with new Nexsys Control Systems. A further 20

a'e programmed for 2013, As these locomotives are slready 3B years old, this

dzclslon will be reconsidered in antlelpation of the new locomotives,

Cther [nterventlons wera more assential maintenance than tife extension strategies,

The above programs result In extend the run out age from a designed 30 years to 45

yzars.

- 'The locomatives suitable for upgrade / life extenslon have already all baing targeted.
Ti:e balance of the fleet does not [end itself to similar interventions,

Transnet Frelght Fail
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} EXHIBIT 51
w4
l 1wucr
‘ 1 E £ Y Locomotive clasg comparison VF
B Maintenance cost vs. NTK for the last 5 years

'] ’ Average malntenance cost compared to Net Ton Kllomstras {(NTK]

Averrs 1ttt et
Swsragw NTE pas kreovwwihr

iy thns
i -

W bur e wenlbmg e Epani  ERessid Wit

4, Locomotive 7-year locomotive requirement
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5. Deployment plan
EXHIBIT 52
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EXHIBIT 63

! GLOSSARY N 2

RS-
PRI =PYRAMID SOUTH
PHV « PHALADDRWA

i
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EXHIBIT 54

ARANSHEF

43D Deployment Plan _ Vf.

e 5

Eftletency and Volums Grwth
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iy EXHIBIT 55

E ‘ INAHENCS
[ Cascading of 35%340Y's from the Qre Line to GFB \*F

. '! perods g 2012- tan Ptk

e e m R WS e — —

! ] ‘ } nm 01 DATE .. .

‘5‘ {-MF Nx"- “J‘R
3.&'{ MEETE aly -
§ RSN

TR e ...w. Gar n-va--s

.._.___.'__.,—_.'.-.._..___._'..'.....-._.-_..-u—
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) EXHIBIT 56
} TRANEHESF
) Schematic view of the deployment of new iocomotives Into the Coal i,
L) Business Unit endwmcy s veume aown fﬁ
’ . Finenctal year 12113 = 20121
' 'l I‘MJ?ST
1 L J L.‘..
" sixace
]’ [ 193D
EX44D
L faxtes
] RELEASE

[ X1 |um‘-m!lh
Aham ol hlll!tnl
lhmngrl.n I;E'nl I

| I
3 (L
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1 ._f!f:“ 4 g e if 37“.' . . mm:w;m?u i" -
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J thyes Junctions to TFR opsteting | 1
) nirements I B L 1
roamne LY
J SRS
[
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. i
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EXHIBIT 57

New Locomotives Deployment Plan TRANSHET
ETciency and Volume Growth

Flrometal vagr 1243 - 20121 . vé
Expor Coat Besinam Unit i

EXHIBIT 58
YRANSNE
Deployment Strategy & Benefits ¢ Coal Véﬂ-
Coal : RBCT '
S The 19E's will be Increased from 410 to 222 from 201512016 to 204672017, The fellowing strategle
chnnuas are snvisaged:

itls to he noted that the 222 X 15Elequivalent’s will run from RCB to varlous mines directly
with only driver hot-seat changes.

+  The process will ntzrt 2013/2014,

*  Thixwill raduce the cycle Ums of lazumotives from £3 fa 41 hours and wagoene from 82 1o
48 hours

+  ThisIncreases the volumss capecity of the current wagon flast from 81 lo 84.7 mfone.

* By operating design alt 19EAquivalen! wili be maintained in RSB,

+  This requires that all investment for malntsnance al Ermele {o ba reviswed as this depot
will bs retalned Sor diexsl Iotomotives maintenance (33200's and 430/440's}. Capacity haa
1o ba roviewed s the maintanancs wark content on these locomotives is consldarably tses
than the curmant fleat,

+  Richards bay will become g super mainfenance depot (Based on GF praclices)

> Cancade 11E's to GF traffle by 2016/2047, This could reduce to zero based on dual power
protassing and ths claar the deck posltion af tha 10Ets,

% The whola dieas! flest {0 be replace by new dleacts by 201672017,
» :rwidfe 1'511.' ;hu Under Floor Wheel Laths at Richards Bay as Jt will ba a singular super locomotive
epol for TFR,
» GTXOld Divsals (34DATD) swapped with 43XNaw Dlesals (£3D/44D), howaver the figura will be
reviswed,
[ 1

Transnet Freight Rall Capltal projects
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\ EXHIBIT 59

ARAMSNEL

Derloyment Strategy & Bepefits : Coal ‘“’4}3

—— T e d

- General Freight
} »CGeneral Frelght trafiic on the Coa? line will be Injected with 21 x 7E1 from the 1 May
2013, The figura will be Incraased to 48 by 2015/2016.
l >The TE1 and 7E4 thal ara ring-fenced for the Coal line general freight traftic will run-
out Ih 2019/2020, howevor i the efficiancles from PRZ ara reallzed this run-out will be
ezslier.
] e - >Tha TE3 will be cascaded 1o Pyramid South to capture the growth In Coal, Chrome i -
I and Ferrochrome from tha Rustenburg ares.
>All TE3's will be cascaded to Pyramid South by 2015/2016.
>HNete that with dual power processing, the 7E typs locomotives will also be efiminated
. — from the Coal line.
Lo S »All traffic from Waterburg area will be dual powered fhereby removing the nead for
o d Pyramid South.
!
j EXHIBIT 60
| MAHSNES
Deployment Strategy & Benefits : Coat "v"fﬁ

» Thetlaollowing are the benalits:

» Reduced fus] consumption with new diesel Socomolives baing Inlrou'unu

« Improved cycls Emes for rolling atock

« improved raftability

+ Batter utlllgstion of crews

* Raduged handling and ahuniing
> Impact on Crew snd Mainisnance depot

+ Richarda Bey in be the Super Locomotive Malntenance depot

* Standardise the Ermals depot 1o faw locemotive ypes, spacifically dleselu | 39200's, 410 and 4403 )

o Tralning crew on the new locemotives

« Erpanto yerd slrength and crow atrength will be reviawed to {he naw aperating slandurds

» Book oFf at Ermalo will be reviewed as some Toading etziton oan take 204 wagon raing sisalpht tn
¥ Neceutliated rquirsd changes

» System cannod sfford to run & 41 hour and s 5% hour cycte ax & will not be seamiens and wilkba

sormeshat coume-producilye,

= This will then require the 10E1's 10 be converied to dual powsr for 3 and typs 41 hour npnmlon
~ Flaanclal impact Anatyris

= Bavings dus the Introduction of the new eperating madel from § Septemben

'
. N -
L
(R
B

-
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EXHIBIT 61
TRANSHED
Schematic view of the deployment of new locomotives Into the v
Stael and Cement Busingss UNIL codwcy s v swen é
Financist yesr 12013 20/2¢ g AT ety
neiesT
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EXHIBIT 62
ARAHSHET
New Locomotives Deplu\rment Plan Vf
Erficlency and val ume Growtt

Flnancisl pesr 12013 = 2021
High Level Delvary, Castding and Run 014 Fian for Gre L

FiavYre
191204
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EXHIBIT 63
TRANEHET
Deployment Strategy & Benefits : SAC W‘é’-‘!
General Freight

> The Introduciion of the dual locomotives st Pyramid South witl ese alf Mows from origin te destination

on {he ACIDC routs rupning with s1ngle typs of locomuolive. Flows such 24 Chrome fo Richands bay;
Coal& tran Ore {o Newtasile and Varasniging, Camant to Polokwans ond Including over border
tralfle, “This will aTimipata tracllon ehungs ot 5t Pyramid South and Emelo thers by Improving eycle
lime and anhanclng asasl utillsation.

The afficlancy of 205's will play un important rols in the relesse of TE lecomolives t2 aress whare
they are neated or fof sarly run-out 1o raduce 1he cest of maintensnes,

Ewclrification ¢f the section between Thabazindl und Gzootegeluk bacema vits) for duat Joeo
sysivm, hence the nesd 1o fesl tracked to 201572018

The sxpuctation ka that once the dial 29" erv deployed X Wil negete the nved for 1021% In Sts
current form, this esils for the $8E1'% 1o be upgraded to duat powsred.

Impact on Crow and malnfenanr.e depot

¥ Koadosspoort diacel depolranuired 1o U dawn acaled as tha mumber of élesels witl he eaduced,
> Thebaximbl no longer required as a malntenance depot
> Retralning of cryw on new routes,
¥ Introduce new hook-off practices.
> fymamid South o by s nan Broughyard with mintmem procesaing for mates {rains, camans tratng elc,
¥ The naw eleclric locometive will te reneing 1o Richerde Bay, Newonalile, Bjikor and Durben, tharsfora
{reon arass naad Lo prepars for the ol thesa k tens,
¥ Upgrads the coligny depol to increase [is scops of work and down-scele sctiviag in Sentrarand
dupot,
¥ Polokwane to be a 20F and 440 depot
¥ Hewcastie [ bs o 202 dapot
¥ The yard capeciy 3t Pyramid wit require 1o ba ravlowad
11
Ll
Transnet Frelght Rall Capltal projects
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| EXHIBIT 64
‘] . IRANSHET
I l ‘ Deployment Strategy & Benefits : SAC WF
I Financial Impact Analysis
» Pyramid yard stranpth to be wddressed
l = Gycie ima from Lephatsle to Richards bay wiil be ceduced consarvativaly by 20 haurs
~ This impacis &n wagon roquiremants for the thess 1ons to be celculated
»  Fusl savings from replacing old dlasels with new
» Pyramid South and Ruatarburg yard no Tonget needid s holding yardu, parking of Pyramid South
YE2's and TES's, Kiugersdorp 340 and the Folokwar 34075 SAVINGS
l /"‘\
L !
H
l EXHIBIT 65
Schematic view of the deployment of new locomotives into tha Mineral  manswer
Minlng and Chrome Business Unit emcency ang volume Growth ’fv'fl
Financlal your 12113 - 20121 P,
st W - TIE
130%49D : . - VA
I e | TEE) bl ot
. ey g g A = r I e e BB A vy e
i | hame o Sl o D
IR ¥ - | I - »
R " "‘:‘;;‘.;' | - ‘t
l 10x128 ] %
[y e ‘
I I ‘. "---.?"'-’::"".-n-.‘k )' .‘_‘:*
A S - *-\\
- [ . 1 ._;.'z_:
I 2eR480 18t {DIHE ‘ Bty 4 t 2,
wioy e PR BhE )
1, L e \
.:L . ,“1 WL rvir ,.._.__..--.-_—:._--.
e | Tabers | e ClmrgPow - )
o Fom ottt 2 |\ oy i it | v o an 1
Lm i e oA R 1 O Amicry i ooges (
Bl e | BRHREIITY | © rmane '|
| (R PRI N G st
TeRa+ reveie I QO rpsnt raing oy ]
pande e i e e . ]
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EXHIBIT 66
) 1&!{5‘»&!!’
New Locomotives Deployment Plan wf
Effichenty aad Valtme Growts

Financld year {2/t =20/2¢
Hgh l.lulnuﬂmy,uwdngm Puft ek Plan fer tn Wiz Miningamd Chioms Busioess Ul

mmm
mmmmmmmm
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EXHIBIT 67

TRAMENRET

Deployment Strategy & Benefits : MMC "’F

General Freight

+* Nota the o1lginal dployment was 39 locomotives for raquired MDS tong, based o 1h eMiclancles achloved this
wey drnppad fo 79 Woeamo!ives {of (he sxme Tons, The GTKS wea schigved In advance of whai the business case
atated,

] In.:rlﬂl.;s‘ :hc 27 x $30's vl Fhalaliorwa ta 79 tn caplure the grawth [n Magnatiie snd coa! from Mus(ns by
201 N
Ths tocomotiva cycle time has Improved from 72 houes to 56 hours wiik the InJection of the 130"
T Wigoncycls Ume han Improvad from T drys ta & days on the corridor.
Deploysd 330" at Lydenkurg
Elminated locomative chasgs over at Bytaxt, Running U 300w ol the way to Emele.
A 100 wagon Tra¥ was tested syscessfully hetwasn Lydenbary snd Ermalo,
Steelpoort fo be 134 wagon RDP tein
Investigate the Cutura growth plans for the Roossanekel ases wnd keep Witbank depat fa thy meaantima

/

Impact on Crew and Meintenanca depot
¥ Nelsprult
» Raloosty the craw and meintenaveye depol af Nylepruti to Kuml!lpnun
Komatifoort
. Knmﬂboon to have u 12 fon crane 2nd a drop-pil,
¥ Wateryn! Bovan
» felocats the crow depot Withank and Komstipood
¥ Lydenburg
* The eoridor hes baen standurdiesd to 300 only
» Futurd mitnienance Lo be done ot Ermielo
* Relocate Lydenburg a3 » Loco and Crew dypol lo Steslpaod

Transnet Frelght Rall Capital projects
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EXHIBIT 6¢

ARANSNET
Scher 3¢ view of the deployment of hew locomotives Into the Iron -

Ore ar | Manganese Business Unlt emdercy nd volure Growth f
Finenclal yaar 12412 ~ 20124

VIOXZ0R
8IX162
Ll

llEI.EASE

'l...-_.__

)
\ i
)

ISKYR , 20N

¢ mnmmsmmmulm |
through ALIG exchangs thenty ]
ellminging tns wastapd vad }
improving kotamotiue cyclr ime: .
+ Prepacd fo reispaty dapitant |
these Junctions te whem iralng bln!u |
and and P it

T b ——ra —-—-—-—‘———_-—_—

P EXHIBIT6¢

New L ) :amotives Deployment Plan Wéﬂ
ENlzlanc. 4 Voloma Growth

Finsncial your 12{13 = 20129
] . ‘uaumwlm.humsﬂRwuumrnrmmmuillusmulmm

: S e
1 Grand To+ |
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EXHI3IT 70

TRAREMNES

!
Jd
l Pesjloyment Strategy & Benefits : IOM WF
Ora Line
] *  Thu Ore Ine 458 will incrasse from the current 44 1 1SE 10 76 ¢ 15E by 201312044 financisl, TMs will
further ba intresse by 24 x 15€ 1o mest the MDS volume tadgaie,
> The 30 PE will be reditcs to 0 reughfigurs ¢f 4 to caler for GF traffls on the Ore Line and mine
shunting requirsmend, Thie wil address the Satdenhs Coul service and the contalnskied
manpanege io Saldanfm.
+  Anirfestion of 30 x 430% wilt be ucad 1o on the tong Iretrs dus to power supply conttealnt This win et
also Improve rsffabifiy and fuel consumpiion.
* The :u n:hn diesals will redice 10 30 ¢ 340°s 10 catar lor other GF traflc, Infra ard shuniing
pum . e —e e ———
l] B = ayzormm all dlesels on the Ore Llrw ta bu replaced by the new 44D diessln

General Freight Lines
=Thed | of lha now glaciric duol powared foromotives wil being bomoll In the mennar In
wiich iralns ore opratod, Tha naw AC/GC locomotives will huve the capabliity o, run Thrsugh the
, —W N Inferchange at Beacamtlield and Beovlor Wost thereby sﬂm!nlmw fraclion chango gver Uma,
- -
b}

= Thi dus! powarnd lovomeibves lor Postmasburg dipot will sorvice betl ihe PMG-PE rouls and the
Y L GriAeng-Cape TownPE route with Swankeps bakog the supar depol
NS e > Swarikopn TE's retlrad I 201612016, JIXPRZ 762 catosdad (0 Swarthopa io ke ralired In Swartkops
the 20102047,
} »{0E/2 10 be converted Lo dusl power Iocomotves and this will \mpast positivaly on the cyclotimas.

‘mpact on Craw and Malntenance depot
= Huezconslle|d maintansnce depot no lonper requlnd
= Investipaie the possTolily of Do Aar as x bookaH place
- » Pasimasburg fo be ths a criicsl tum arcund locomolive malntenance dupot.

EXHIEIT 74

IRANENEF

Denloyment Strategy & Benefits ; 10M "'51

Carand contuines trafns ta Kaslfontsln snd Kezoms frem PE will have an fmprovemsnt in eycle Jime
of 10 hours,

- Further fusl saving wilf e schteved with moving the comblrtion of 15E and 34 Ja {5E snd 4000,
thls is approximaled la be around 1 Bires

.. = Yerd cepacty to bt reviewsd at Kimberly due 10 run terough and only hot ssat changes,

> +  Parking of 3W3 TE by 204512046

]
|
| |
|

; Trans :t Frelght Rall Capital projects
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a EXHIBIT 72

iwsu:r
I Deployment Strategy & Benefits : IOM Wéa
Financlal Impact Analysts

e e it T A

o)

» Carand container tralhs to KaaFonlain and Kazerne from PE will have an Improvement in oycle time
of 10 hours,

» Further fuel saving will Yo achleved with moving the combinelon of 15E and 41 10 15E and 43000,
this 13 approvimated to be around 6 Niray

Yard capecity o be reviewsd »t Kimberly due (o run (hrough end only hof 3sat changes,

r Puking of SWS IE by 2015/2046:

L
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EXHIBIT 73

IRANBRET
New Locomaotives Deployment Plan

¥,
¥iidatcy and Valume Growth

Flnznciaf yrsr 12113 = 2024

Hightdevrl Oriivary, Cessaing atd Run eul P Gorthe Cantulqur ed Rulomotive ButinescUiaft

',, =
R m-—

|
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l} EXHIBIT 74
]

TAANSNED

i Deployment Strategy & Benefits : CAB Wfl

General Freight

» Kazeme!Clty Desp
. * PastmasburgiSwarfiops 208 locomoSive st will eater sfso for e corrldor to Capa Town. This
will improye the contbiiner wervicea hstwsan Gavteng and Cape Town
* Reviswing the containsrs lo Port ETlzatsin do run via Beaconsfisld, incwding tha motorcars,
= Thls will bnprove on the assats cycls e thersky sliminating trattlion change overs st
Beaconsiinld and Basufart Weal,

Rolraining of craw on the raw locomatives,

Inyrpduce boak-of whers Feaalble.

Baltvitie to ba major depot whils Kase:na bacomes & suppurting depot for the mw clecire

logomolves, : o - -
SR Ruview Wabliity of Wantworth maintemencs depol comld-rtng malstensnce eycls times of

1 44ry varsus ITD's artd the 370 Mlures rates,

I » lmpact on Crew and maintenance depot

¥Yyy

¥

¥ Financial Impact Analysis
+ Fuel szvinge when replacing 3417 with 440
« Parking of Wenteorth 370 by 204712016 and Bloemicniain 240 by 2017/2015; SAVING

L ’;

1 EXHIBIT 75

N
Schematic view of the deployment of new locomotives Into the Agricuiture, RN

Timber, Bulk Liquids and Africa Trade Business Unit emciancy snd volume trowth WJ
Firmnclal yaer 9243 = 20l21

l 18%44D

Incrozse =lpacﬂv ia move more
yotumes a0d 1a-depioy CRETE 10 IS,

lf

+ Ulemlise e soclions SFR-LHE pawelm
‘ ;) EMO-PEH
—

F + The upardes andocos thal vl be fresd by
- deploying naw lucet n olher U wR play a

Pvelsl iy ls lecieasing Agvioutaye snd Atnes
Yode BU tepachy, :
&

+ TN 250 frol il Mt elaaed from EPRL ey
jaeting 340's w2 be went s CREforfhe 330
1l Wl ba running out

+ T 15T At w0 14 releanad fom BLE

f whas Inzcting ummmnu.umu.u_my

16X15D ]
SURPLUS

* . we ermar =

YLO0H 0 ATYARDA AROURDTHE NETWORKE
e ronnszm BHUTIG mmmnm
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i New Locomotives Deployment Plan Vf
Efficiency and Volume Geowth

HL Flnencisl ysar 1243 = 20125

. muumm.mmummunnmn-umuumm AfdoaTads Baltmslnll

l } EXHIBIT 76
IAANSNES

RN T el o e (T o
SPLEE e e et s B et IS Bt e

EXHIBIT 77 )

THANSNEN
] Ceployment Strategy & Benefits : ABL W@i
\ General Freight

The Sartrorand depol will statto merive {BE's rom 20421204,

Thin 6B locomellves will be phased oul by 204820{ T, with the rest upgradad to 1880,
Glasallss the Springioniain 19 Exst Londun and maks Springlontein a sun through yard,
‘The depots under ABL will be standardised to 10E's on OC arwas,

Tha Peickwana 340 ratlrad 1n 20202029 as we receive new disssle,

l Beautord Weat no tenger raquired o8 3 chango —over yard
-

YYyvvy

. ] T Impact on Crew and makntenance depot

3
_J) .’ > Ratralning of créw on the new locomaofives,
¥ Introduce book-otf were feasihte,

1
' .

Transnet Freight Rail Capltal projects
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6. Business unit power sheets

See attached power sheer excel file “20130418 Supporting Document F6 Business Unit Powsr
Sheets”
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7. NPV analysis
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' 10. 7-ye ir man plan
l 5 Yri213 | YriaM4 | Yridid5 | Yri516 | Yr161T | Yei7148 | YriaHe
Natcor
' Reguir=d 752 805 861 1025 1137 1205 1278
Availat & 408 408 408 408 408 408 408
l Delta 344 397 453 617 729 797 870
Natcor?
Requir= 3 218 231 247 254 327 346 387
i Availat 3 148 148 146 148 146 148 | 148
- - Della 70 85 101 148 181 200 221
i Coalllr :
, Require 1 783 838 896 ' | 1087 | 1184|1255 | 1330
l,f‘\ ]h Avallab 3 | 417 | 417 47417 417|417 417
O T Delta 368|421 |479 |60 |78y {83  [913
.- Qre lin-
Requirz § 156 167 179 213|236 250 265
l ? Avallab’ 3 107 107 107 107 107 107 107
- Delta 40 80 72 108 129 142 158
Capecc 182
3 Raguir= 1 598 540 885 815 904 559 1016
I { Availab! s 426 428 425 428 426 426 426
Delta 172 214 258 389 478 533 590
\ Hockey itick
j Require | 278 207 318 379 220 446 472
I Avallab! ; 191 191 191 191 191 184 191
) Detta a7 106 127 188 229 255 281
Weslceo
. ] Requlre | 128 137 147 174 194 205 217
Avallabl 109 109 109 109 109 109 109
] Delta 19 28 38 65 85 93 108
; Northee:
l Regulre: 236 253 270 322 357 378 401
1. Avallakl- 158 158 158 158 158 158 158
\): o Delta 78 5 112 184 198 220 243
= Bt Sentrac ¢ -
l Require " 270 289 309 368 408 433 453
Avallabl - 208 208 208 208 208 208 208
Delta 62 81 101 160 200 225 251
I Easicor
l i Requlre: 212 227 243 289 321 340 380
Available: 180 180 180 180 180 180 180
I Della 32 47 83 109 141 160 180
l P Yrizha Y1314 [Yridns [ ¥risie | Yriei? | Yd7i18 | Yrisie
Requlra: 3629 [ 3884 (4155 |4946 | 5488 5817 | 6165
;. Avallabi- | 3100 | 2400 | 3100 | 3100 | 3100 {3106 | 3100
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| Delta 520 |78  [105s l4848 [2388 [2717 3085 |

11. Infrastructure plans
EXHIBIT 78

Track / Perway -~ Axle loading {Current status) TARNSUER
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Expansionary Infrastructure expenc ture timeline
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o R T
ARG
——— 20

18.3

1¢
L H

'mﬂiﬂ’%

< IMANTREP

Transnet Freight Rall

Capltal projects

1084 Locomotives Team

25/04/2013

Page 104 of
117

oeazr e RANSNET-REF-BUNDLE-0O382+



—T b r—

005749364-0001-0106

l AUPHE B S e T i WL SR S

A I L R T L TR TR

EXHIBIT 82

sz s L RANSNET-REE-BUNDLE-00383

105

Eiectrificati»n {Future status)

WAAHNHET

v

. 3113
N — [t ]
b foam — .
AN - [t
' . e RN
. \ -
.
¥ .
4 oo * . —
- v,
cald f -2 . LI
u-‘l’""'.ﬂ-_':-.?' * R . f
g ~ .. - .
3 ; L TR
. “a "\':» - 1 . -}"ﬁ:ﬁ ;_’,.,»:-., E
. [y | . ,'"7",."'?:'. et .‘
P A S .
- . /,::.:.5/-. « 4t .
o * L) . 1
[ f ’ .:.""""\. r". -
.“ ¥ "‘". . A
: P, Ay
' ~i
- . =y, .'4'
' e . o '.:;l
. ot i . .,:
.l “'l : a
. R L
"_'" L vt
e ) 4 ' .
¢ o e {. t s M,
R .
1 IO ety
1 Tt v
P
1 [

Transnét Freight lall

Capital projects

1064 Locomaotive : Team

Page 105 of
117

25/04/2013




A—-M-_l:.._.__n

5 ST W SRR P et gttt S e

P e )

L LRSI _..:LRANSNE__ ;—RE F-BUN_&L_:E;MJ

106

| ’i EXHIBIT 83
Maintenance infrastructure expanditure timeline (1/3)
Prapuration for growth Sustalyed grow Condsllints
Susidespfovoa _  fetrolbeoyews) - ("‘"""‘F"’L...—- (oo .. .
l ) Infrutracture + increeseon-tuck machines ety 8 Incremse oeioch michinet capadly 1 Intmase b rack machines capacity
melalednime] nd productiity wnd producivey and prodic ity
sustalntng Perveay . nl pism . ot (A6 v Acrsleaiad nof regiwcement
o Petkm) 10 1 0E5m) {1 basuint 10 § 20em)
s Increase sieeper ieplacamant = [neverce slesper kel aoerment *  Miniah gaeper seplacement o, £50
(462 pO0~ 550 octipra) 558D I 30 D00peac) otz
l - . mnmmhﬂwm- ¢ Ingeare talst wresning (700 ~ . Emc?bMMm:um-
} et ik A bt “'""'“‘M r::;".;‘":‘”‘“"
Urwspnic Bokes Raf Debrer ) mwu:-nmm ' fm:udrm)mﬂmmpu
Srelen (URRD) USKD systerm on General Freight ~ » UBAD sysevms on General Frelghy
* Lonptress covg Aneg businesie e g
l e e oy * Loy Ll creslog ehriatontend
_ FIGO D) et 3 DA oo s} i pot i yserm)
\ . ) * Addiensl (here 1 e « Oniwge relatitiaion o Cratnage ehmiiistion
1 Levd conig fievel . F alitation = Fonualin rehabityion
. ] * Instd whess \rpazz monticring aed
} . m"""“"’m"‘_m“ Welghels trofion QWEARIM) sty
= Fomurtion rahe tbeAllen
: * Tl whst Impact moritoring wed
weigh-l mation (WTM-WIM syshen
'
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Maintenance infrastructure expenditure timeline (2/3)

Preparstion ler growth Suptatned growth Contalldnie
Burimers fazit. (o1 ln feg yrars) 1181 ] {five 10 scven yeats) —
!n:l';:n:-aul * Primary chokt bruater siphcoment. 4 il break ! . z_um k 25-yom Hecycke
malstenenor + ‘Drck bogrer reghacres] . Trldhu\erq‘hmml. lereenidon
Sutlnngeleatrionl | e wdrepimisirgew b Upgideand o seichgrar © Tracion subctad g S0-rear Wecyrie
[zritwitien cutx) |cRSIrBetion pubs) ntervention
» Trction sl Tyt Neoytls ¢ Traction fubeiminng 35 year Wecyde  * Sabolgehmncatem/thel pojecsy
Emarvention Inteveniinn
* Tractin suteadian) 50-yam Feeytle  «  Traction substafong S0-vtar Mecycle
Viaymriion Trdersation L .
- * Sshohogehantafomthell projects » SaboteocivendsFumthefl perdacs
"'T..".’."'“”" » Wndmm ¢ Caatiarton o CTTs . ; ln e b exend Ble
mslmtinensel * Gubsysiey rephacemant (o exund Hie e 0y replacy ¢ VR
lonsling  » Carall Ieves ta-u.nmm:wt:.mm volsrerte, power pqiZpmest)
+ Sitsystm replaencitiotvtesd e COROISRDMTS, woser equprnent) ¢ m"“"’“fmw"”"
{9y reghect Inct tieclty, parmale ¢ Warv Gysteens from expapet B bt
control Syrtens, power pquipment) ixe{Pof Edrabeth—De Aw, De A2t » tle-h:lwsln‘tl
* Mnle ton coppes foapis. = Welkoplon, Emipngen, Goics) mum
Mardonal ow, Manqunsecaviay, * Ratenxicton of sigmingsyiems  + Ooalbaet Hnnm.'miul.m
Wakor, Sentrarand ey, In the cttwral reglon (Guteng srek) Yehie Kenttfic i Syatam (VIS)
- 1 fomddiay tech eyot snd 4 Reslgraling prolecs o Ganardl
¢ Jrsiaflation & efeclionic nterodting sedgraling Gyulong el (Ebburg « Fraight butiness [res cumméncg
»HIN [thice phat sheg) m-mlw-wmul
. g . 0o Biliee = Weltegh N
nwmwg L] mum-sm
» Reiomdliog of Bchile= Welingion 4 nthe
*  Resignaling of Umpend » Stxnger hmmmmlbem
¢ Irrmothen weldtixidpes * Uporwe/replsce messrgmon
0 tpjrde/riore meaturement spore
syriamg
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l EXHIBIT 85
ﬁ Maintenance infrastructure expenditure timeline (3/3)
PFreparation ber presth Surtatnad growth Camolidaty
Rudlnesslorus | (rvats bveysers) —_— Mhl:ggn[ ubm]
I ) infrastristure o iipgrada national apicatine catie umuwmnhcaua » Upsadenational atica’ fre chble
malplansnoay nedrork Astwork
Susixlaing teiecamr 4 |yoride and redlare woees . uw:d;mr:ymum * Upgradsand resace vecesd
eruiplrxers Tratiplerery outiplerers
» Imprevétnin tonminialiminnd v Imgrows inin communiation b it
fuznels crntywide Tonels cownrpwiie
* Provilont] sew ieennasiotion ¢ Provissn oF new \deormmniaiied
bacd bewve. Infractractacy -- backhore infusachwe
l ] + Tealnracios Mpsed s Train afkn Plose ¢
¢ Regoorunsishle magcy snd bowers.  »  Raplps unctable mass end lowees
{ ¢ De-trpper n Empangent, Exmetn snd
l Ocies
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12. Wagon requirements

EXHIBIT 86
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9 PROPOSED CAPEX BUDGEY OVER SEVEN YEARS AFTER SMODTRING
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13. Locomotive types and capacity
l H EXHIBIT 87
l The GFB fleet currently has a total capacity of ~92 MGTK per year
Electric Diesey
l toco Humber  Tolal capzcity Leto Number  Totxl capacity . - : -
) S type infleet  MGTXpa) " type Infleet  (MGTK p2)
} 133 75 2,507 k3 s 38
T T T maw w ae T e
l - }(_ g e
, - (.] S mmsee st s s ek S s
' J e Tie mgs w o w tam
11"E--. ; - oy e e -;5 coram e e «o;;v-n- o —“;i?”.‘"
l Tue T d T T T 39 2 ams
‘ “Twe | s 34,026 e T T 4;5; o
l ] Total 1038 74,033 Total aso 18,626
The curient Reet Is made up of 66 percent electric and 34 percent diese! with a tot: 1 fleet size of 1,888
l locomotives and capacity of 92 million gross ton kilometres per year. The actlve GFB fl= 2t includes both the
operational fleet and the fleet undergoing malntenance, but excdudes mothballs 1 locomotives. The
operational fleet consists of the locomotives avallsble for operations. Typlcally, 12 ¢ :rcent of the active
l fleet’s locomotives are undergoing malntenante or minor repalrs, but this varies depe ding on the level of
reliabitity of Individual locomotives and locomotive dasses at any point in time,
-,
l y {x ' 7 The cperatlonal flact is categorised into “shunters” and “workhorses.” Workhorses ar - the prime movers,
-~ hauling toads betweaen hubs, and generate the income eaming net ton kilometres, The » are TFR’s inputs In
locomotive efficiency measures. Shunters are primarily used to placa and ciear loaded ragons and compile

1rains before departure. Although shunters are not prime intome earners, they are an : ssential component
of operations and an overhead cost that must be tovered.
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14. Locomotive specifications -

Locomotives have a long lifespan and the technology is constantly evolving, Therefore, to maintain
. efflclencles and capacity, TFR needs to procure recently designed locomotive types that not only enable it to
' deliver on the Fleet Plan but also capture the aforementioned operational efficiencles,
EXHIBIT 88
Pes @
] TRANSHER
5 General {ocomotive specifications =
J — N (rrEaeuny R
Locomotive feature  Electric _ . Diesel
' » 25k ACand 3kv  Diesel

Maximum axe foad .
(tonnes)

/w(\, _Energy source oc
: oy .

Continuous ractive © P89 Colo  rBobo Co-Co
..] effort? 267 w00 ;. 267 400

Base speed

. Maximum operating 100 100

speed (an/i)

1 Bo-Bo: 2521 for at 34 km/hr and Co Coz 3770 & 2t 24 kmjlv 1.
SOURCE: 10G4 Locn Business Case Annesure K- Laceriotive Specticetions 4

| SNUUE J SO

Exhibit 9, above, shows the high-leve! specifications of the locomotives to be procurad, A major feature of

the procurement is that It offers suppliers the cholce of providing either Bo-8o? or Co-Col0 wheel
configurations. It also requires the electric locomatives to run on both AC and DC lines given Scuth Africa’s
gridline structure.

The proposed locomotives have significant improvements in engine deslgn and lower pollutants per tonne
kilometre. They are 8 percent more fuel efficlent 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 experlence with the recently delivered 19 and 15E suggest TFR can expect an electrical

9 Two-wheel configuration

10 Threa-wheel configuration

Transnet Freight Rall ) Capital projects
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efficiency Improvement of at Jeast 13 percentj as well as rezenerative capabllity that feeds power back into !
the Eskom grid. The desigh calls for a tractive effort betwezn 267 and 400 kN, which Is considerably higher
than the 170 kN of the 6E serles or the 200 kN of the 18E se fes,

_pw—— —

15. Technology

existing fleet. The technologies are summarised below,

h * Integrated Asset Tracking to track locomotives and wagons using a combination of tracking
] o technologies Including GPS and GPRS. o
S e Electronic Control Pneumatic Braking (ECPB). This enhances the :urrent pressurised air brake
system by sending an electric slgnal via 3 contol cable simultaneously to alf wagons to apply
'w h thelr brakes. This ellminates the propagation de'ay encountered in the traditional system where
i the signal Is pneumatically transmitted from t-e locomotive down the length of the train. A
result of this system trains brake more respcsively and more evenly and safer. It Is being
] Implemented on all 200 wagon trains.
* Radio Distributed Power enables driverless locomotives to be placed within the length of the
train and remotely control them from the lead ‘occomotive, This enables Jonger and safer tralng
] as the tractive forces are maore evenly distriauted along the length of the train. Coupler
- breakages because are reduced to belng eli-ainated as the tractlve forces are no longer
concentrated at the leading locomotive conslst.

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

provides an unobtrusive visual display to the driver with easy and intuitive controls and inputs.
There are also Interfaces to the locomotive coatrols providing automatic stop features In the
event of over speeding or fallure to adhere to a valld command,

I The new locomotives will all be equipped with new techn slogy which is currently being retrofitted to the

) « Cab based authorisation, control and commur'cation systems, This cab mounted equipment

Alt new locomotive deslgns will Incorparate the design erg anomics of these systems and Interfaces 1o the
U locomotive controls conception through to commissioning.

Retrofitting this equipment to existing locomotlves almost always results In suboptimal ergonomlc designs
t and control Interfaces.

s  Electronic Fuel Injection Engine Technology prevides better green fuel effidencles and higher
power output using micro controflers that inelligently switches the engine on and off to

i eliminate excessive idling. Indications are that these coculd reduce the energy bill for these

i locomotives with up to 10 percent.

e Data Loggers report on the conditlon (hezalth) of the locomotive fleet, thereby optimising
malntenance and Improving efficlencies In the i 3intenance of the locomotive fleet. It is planned

l Transnet Freight Rall Capital projacts
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that this information Is trapsmitted bagk to the central locomotive control for maintenance
planning and to analytleally develop przventative malntenance measures.

*  Trip Optimisers are belng tested and evaluated for diesels and are belng considered for electric
locomotives. The Trip Optimiser results In significant fuel and energy savings as it computes the
best match for the throttle / notch pesition of the locomotive to preloaded profile for the trip
and running time to be achleved. Using the trip optimiser ensures that anly the optimum power
Is applled at any one time and Integrat=d over the trip, the minimum energy is consumed. As a
stand-alone system with automatic thrattle control, energy savings of 3 percent - 17 percent are

; Indicated In the commerclal fiterature depending on the locomotlve type, track conditions and

i driver behaviour. Further savings are passible depending on the degree of Integration Into other

—— systems such as Dynamic Brake Convrol; Integration with Train Authorisation Systems and™ = = 7~
ultimately Movement Planning.

/:.."
\
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| 16. Change management plan
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Scope

Re_r!:omlhllltv and Plar

]
)
*J
|
]

Naw Train Crew

Traln 3065 drivers overlite of MCS

Responsitlel School of Rxll wnd Logisties Intagration

Current there is a capecityof 500 drivers and 500 tain s ssistants peryanr, This
wil be eontinususly raviewe d bared on the following fean Inlilatives:

1. One rman crew profect that wifl sllow TFR ta fastirack tralne d asslstants to
becoms train delvers

2. Continuoud Profestions) Leaming program Eslng put In place of the
current relleensing program, This wiil reduce the relizensing pregram from 22
davi pet 2verrs down e Eduys per 2 yeard 35 parintetnations| slignment best
practice,

5, Impravingirein curalng times with the Infection of the rew, more miinble
and operatienslly flexible fleet of lacomotives wiil require 2 redaw of number
of drlvers required,

2, Crests suificlent &apacity for addltional new recrults,

Cavent:stazt treinfng Immadiataty

Plese

s TraInlsgmaximom nimberof drivars possible 1o dose sherfall and
create excess supplyforyesrs where SoR cannot meet demand

. Suppleme nteww diiven by fast frecklng iralned asclgtants 1o batome
train drivers '

£xisting Trala Crew

+ Retrain exdélingcrew onio new
loco motives,

Responsibie: School of Rall and Logistics Integratilon

Canverclon takes place secord[ng ta rellsut

Diugel= Diesel and Hevtrle— Elnciic! B working Says and three supenvied
"quarantined” tips underfocal sectlon manages

Dlesel = Electricand Electrie~ Dlesef : 15 working days and thres supervised
*quarantl hed” trlips underlocal section manager:

. Fhalabora —Richards Ray ;completad for class 430

. Saldatina-complatad for Qass 43D .

. Welgeda g and Celes ~underway for Majuks

New train operating )

practise’s

« Conditraln crew en new operating  JResponstblst Garr rel Mansgsr, Leglstes integraton $upported by Change

Lendarhtp

Plang

« Afreadyimplemented Phatzbora — Richards Bay [ Ure Tecsons learned te
prepers consuilition materfat)

» Prepara consultation meterdal bazed on deptoyment plan —end April 2013
» Prepars rofl-out countrywide based on toco deploymemi plan,

v Consull with [abour on 12! ns running through and by-passing yards, Craw
change In+lne,

» Conduct faca to faca engepements with Traln Crew Stuff {Sectlon
Maragers [Traln deivars, Trein Asslstants and |eco prep-crews] based on
daployment plsn timelines

Curent Locomotlve T

a Elactronie Contral Preumatic Braking

» Radlo Controtled Powes

» On Bonrd Compulers with speed
profile and Limit of authorsation
movenme nl contso!

Respontibla; Scheal of Rull and Logfatics (ntegra don

Current technelagles belng further rolfed eut
P

* Plan devefoped 1o bring current ddvers and prrsonsi to the fatert
tschnoiogles belng deployed

v Cont!nuonsly update tRinjing meteria) with the later techneloglas belng
deplayed 1n deflvar new recrults 10 the naw technologlas

+ Induded in converslon course where reguired.

» Points above pply te School of Ehginenring

]

i
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ew Locemolive Technologles « Orlver

IS i1
§3  CibBased Authorisatic e Similar to the On Boaard Compute bt

| |

with addltional features to fully
replace linestde signalling systems

Recponaltie: Developments TechnelogyManapament

Implarmentetion: Capital Frogram

Tratning Matefal: Technology Managament (Techn!eal tead)

Rall Dlrectives {Trafn Working Regulations)

Scheol of Rafl [Compile Tratnlng Matertal)

Teatning: Schoot of Ralt

Plam:

As the naw technology 18 rolled out by comtidor Net directlylinked 12 the 1064
but will resulre tetresfitting a2 3nd when.

52 Trip Optimisers

¢ Computes Lhe best match for throtde
/ notch posiion rsalnst preleaded
sprad and gradleat prafile

lnupnn:rhl-: pevelopment; Techholozy Menagement

| mplems ntation: Caplitel Progmm

Tralning Mate Hal: Technol gy Mana gément (Téchalea! Laad)

Rail Directves {Trin Working Regulations)

School of Rall {Campile Tralning Material)

Trainlngi School of Rall

Pl

s Incorporated Into drives B INIRE. As the naw technologyls sccapedand
ralled outy

& lecemotive Commlss

+ Ensure sufficlirtskitled technlcal
statf1o secelve and cammicslon

Risk; Identified as w XeyRIsk
R bl Capitel Program

iarometivas on detlvery

Plare

s SuMiclent skilled technical stafl axi st within TRnzsnet, pariiealar’yin Tansnet
Engineering a8 Locomollve Fiset managers and similar

® Identlfy the Tranznet pool of tkitled staH competent 1o commiss an f actept
|ocoanotives = Capltal Program

» Complle commissioning schedule = Capital Program

» Inlilal Walson with TE foree condment of staf} for the duratlon of iocomotive
fermlsgionlng process TR CEand TECE ———————— PR
» Detal] and dynamic ltalson with TE according 1o dellvery schedulz — Capital
Frogram

7 Lotometive Planning TFR

71 TFR= “Loco Comtral®

+ Monllorng ynd Sversight of
loteractlve planning and villisatlon

+ Accountrble for locomotive »|locrtion
|o Business Unlts

+ Final aecountabiiity foriacamotive
utillsasion

v Aveountable for facomotiver masting
meintensnes sthedules

» Recelve, anzlyse 3nd utillse tnfo from
o baard Loco Menlering System

¢ Reeslve, analyss and uthlise infa from
waysids Acoustfc 3naring MonHor
Systern

+ Direct axtra-ord nary mainlenance

Reosparsibim General Managey, Logistics iptegration

Plam;

w Develop Staff structure — complete

= Approve Structure — thief Opt Off = complate.

» Anprove structure ~ CEand GM Human Capltal —ewalting final sigrature

v Appoint staff = Target commence Llune 2038~ complete Dec 2013

Koty Manystaff with requisite skills x5t within Transnetand TE.

72 TrR - Lose Aesource Pl

v Strateglc, tuctical and cperational
plarning and dep'oyment of
{ocometives

» Daviation menl:otng and corectiv
sctien

Reapomsible: General Manager, Gaplta) Frogra m and Informa don Techralagy for
systemcapabllity

Genersl Maniger, Loglstes Inlegration for planning {see Loco Contral)

Business Unlts far operational axecution

Pan

o Integratad Asset and Traln Planning copablltybelng revamped snd upgraded
~Capltal Program =24 months, (Bustness Case, Tender, Procure, Cimmission
and Traln, [mplemant

1%  Loco Condtitnand Logfe Currentcondition of lotomotive

» Planned malntensnce schaduls
+ Lloco history

Responsibla: Geraral Manager, Capltal Program 3nd I nformatian Technology for
syrtem capabliity

Genarsl Menager, Logistics integtion for pperational use

Flant

* Integrate with TE systerns

+ [oad maimtenance programs

¢ [ntegrate with ireck 3nd wayside manitotlng aquipment.

o Hot Box detectors

o In moton welghbridge

o AceurticBearing Detectors
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i I8 lecometive Malntenancs TE N ] :
l Ja1  Algnmairten:nce paafe Workshap new meinienance |Aespondibio: CE TFR with Cf TE on high level Implications
patvdigm with TE Gehetal Mansger, gt | Pregram, COO and General| Manager, Loglstics

1
] Integrntion on prctical fmplementation with the )t TEcountemans

Poradigm; Tima defernined condition based malntynapea, fit-on: M-oft, OEM J
tpecialised repalr of Hi-on: fit-off components and not workshop repaly,
predictiva amslysls from monitoring sysiems, sparas fendyfor catled-1n
lezomative, technician to lecomotive and not locometive to werkshopfdepot,
Impatt on tkilis, impact on staff numbers, Impact on de pots.

Plais

s Workshop meintenance patad|gms, sklils transfer from OEM, =kills tralning,
staff requiremants and workshep faca tions

» Plan sngagesnent with Labaor

» Complete In Jine with award process [Adjudicatfon Informs the protess),

8.2 Skifls » To have sufficient and proper skilis infResponsitte TE OO0 and GM Lotomotivet

place to malntain new technology Supported by Ganera! Manager, Capltal Pregram and Genersl Manager, Logistes
) lotomotives integration,

i Mare

cTo s . © |~ in conjunttion with DEN's, detarnine raquited SRI setft

—y s Informed by maintenance pla nz, detsrmine humber of tachniclans moulred

and skifls
.{P\‘. » Assest eurmniartisani forskills migmtion [from mechanlcand #lectidante

j \k, ;1-3 dtagnoitican)
; i + Determing staffing per depol batud on locemetive deployment
[Twe menths afieradjudicatten)

m s Have tachnicrl support from the releva nt OEM: fora defined pefiad to enstra
that ma Intenance activifies remain relevant and to required s ndard, This

. ensures thatthers |5 & smooth transition of technology undarstanding a3 well
3z reducing Whe risk of flast rallability diminishing dua ta poorquallty
mplnterance.

-] E3 Depots * Toeoptimise ma intenvnce depots Resporaltie: TE COOand EM Locomolives

busnd on maintensnee werkload and  [informed by General Manager, apital Progrem and General Manager, Loglsties
naw practices {Integration,

Flarg

i » TFR Informs required maintennnce facllities basad on deploymentand

; worklond - done - see deployment plan

] » TFR and TE alizh on Hissl depot lecation, (adilittes yequired wend June 2013

» TE consclidates depots to final plan=pccording to rallout and deployment
and cencolidatien of cumentfleet
ﬁl {84  tshowr  Consult with 1vbour on impsciof Raspantfles TE O0Q end GM Locomotivas

nulntenance practises and skifls on Supporied by Genera] Managar, Loglstics Integration and General Marager,
stafiing requirements Capta| Program, Executive Managey Employes Relations

Plam

s Warkshop with Isbour based new mainienanca pyradigm and ragulrements

4.5  Epres « Te anzure comactand sulficlent Responsiblai TE €O ane GM Lacomotives
pEres Supported by Genera| Manaper, Legistics Intezration end General Mrgeger,
Capita} Program

plars

» Determine spares holdings brsed on OEM maintenance schedules

« Inliix] epares supplylo ba negotisted w3 partof contract

+ Adjustrequirements based on practical gxprriznss

s With Procuremant, £at Up Machanieme to miaimlse defiverydefay

» On basts of pending muintenance work, ensure spares sre on thy workshop
floorts awelt srival of lecomotive,

i ] » Hava full CEM support for the flnets deploved

A : ———fendulyinz), —t—— —_——
‘H « Ongolng cansylistion on s ifecied depot by dapot basiy

F] Transnet Freizht Rail Capital projects
- 1064 Lotomoives Team 25/04/2013 Page 116 of
117
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Project Authorisation Signatures

Transnet Freight Rail

Submisslon recommended:

T~
i3
S Siyabonga Gama Date
r} Chief Executive: Freight Rail
i Transnet Group
i
- Submission recommended:
it
. Anoj Singh Date
\ Chilef Financlal Officer
oud Submission recommended:
1
. Brian Malefe Date
1 ) Group Chief Executive
I,
) r’ J
|
M :
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V) office of Ayanda Ceba, Group Comparny Secretary TRANSNET

I o4
L |
B TO WHOM IT MAY CONCERN ‘

| CERT|FIED EXCERPT FROM THE DRAFT MINUTES OF THE SPECIAL MEETING OF THE TRANSNET BOARD OF
DIRECTORS ND.13/3 HELD ON 25 APRIL 2013 AT 14:00 IN BOARDROOM 4623, 46™ FLOOR, CARLTON CENTRE,
JOHANNESBURG

8.1 Procurement of 1064 locomotives for the TFR General Freight Business

RESOLVED that the Board approved the following:
» Tha business case for the acquisifion of the 1064 lccomotives for TFR's General
Freight Business at an estimated cast of R38.6bn as per the Corporate Plan {excluding
potential effects from forex hedging, forex escatation, and other price escalations). 13/3/4*

Certified a frue excempt o , S o

(s

e e VL

:

NEE FON U MON BB SN BN DD BN BN MEN NN TN ADW W Bam W
T

AYANDA CEBA
Group Company Sacretary
Transnet SOC Ld
Date; 26 April 2013
]
] )
]
-
| 1J
\ ’ o,
‘ l—.—aé.eil'
- ) I\_/k ;
]
e
I TransnetSOCLtd ~ Canton Centre P.0. Box 72501
on Number 150 Commissloner Stﬂeet Parkview, Joharmesburg
' '_‘J 1950/000900/30 Jshannesburg South Afries, 2122
T+27 11 308 3001
l l F +27 11 308 2638
Directorst ME Miwanaz www.lransnet.net

“Executive ¥ Incian

(Chalrrman) B Molefe* (Group Chisf Bxeative} NK Choubey® MA Fanurchl Y Forbes HD Gazendem NP Midatana ¥ Meola NR Njeke IH Sharma
IB Sknsang ;TshabaTala DLT Tchepe A Singh™ (Group Chief Financhal 0fficer)

Growp Company Secretaryt ANC Ceba

O[@/-0364-0001-0119
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'] JRANENET
N . Mafia Micwarof, Chalrman

Honcurable Minister Malusi Gigaba

Minister of Public Enterprises
Private Bag X15

Hatfield
0028
_ Fax; 012 431 1039

Dear Honourable Minister Glgaba -

’ . APPLICATION FOR SECTION 54 APPROVAL IN TERMS OF THE PUBLIC FINANCE
; “), ,_H;ﬁ MANAGEMENT ACT (“PFMA™): ACQUISITION OF 1064 LOCOMOTIVES FOR
N TRANSNET FREIGHT RAIL'S GENERAL FREIGHT BUSINESS

I f'] Purpose

The purpose of this letter Is to seek approval from the Shareholder Minister of our planned

] investment to acquire 1 064 locomotives for Transnet Frefght Rall's General Frelght Business

l , (GFB). This is being done in accordance with the requirements of the PFMA and Treasury
regulations and guldelines.

l ] The Board of Directors at thelr meeting of 25 April 2013 approved the proposed investment.
. Transnet plans to acquire 1064 locomotives at an estimated total cost of R38,6 bilifon over
the next seven years. This investment in conjunction with investing In related infrastructure
and wagons wiil facilitate the planned ramp up in GFB volumes from 80mt to 170mt over the
l . next seven years as anticipated in the Market Demand Strategy (MDS) which is aligned to
]I Transnet 2013/14 Corporate Plan.
l U Transnet has been interacting with the Shareholder representatives as part of the
1, R stakeholder engagement strategy formulated for Investments requiing Shareholder
;)l\_- = approval. The business case was presented to Transnet’s varous intermal approval
l governance bodies, Capital Investment Committee, Executive Committee, Board Acquisitions
, and Disposals Committee and Board of Directors.
l Governance

1064 locomotives for Frelght Rall’s GFB. This Includes the establishment of a Locomotive
Steering Committee (LSO) which is mandated by Transnet’s Executive Committee and
chalred by the Group Chief Executive Officer, The Group Chief Financlal Officer, TFR Chief

‘,1 _ An enhanced governance process was devised for the approval of the investment to acquire

i

Transnet SOC K Catton Centra P.0, Box 72501

Ragistration Number 150 Commissioner  Pariodew, Johannesburg

1590/000900/30 Street South Africa, 2122
Jchannesburg T +27 11 308 3001
2001 F 427 11 308 2368

Diractorsi ME Miwanaz (Chalrmen) 8 Molef=* (Group Chied Ewembve) ¥ Choubey™ MA Fanucehi Y Forbes HO Gazendam NP Mmesana N Mool NR Njcke M Sharma i ransnetnst
1B Skzsarg Tshaba!ah DL Tshepe A Singh* (Group Chief Frmnddl Officer)

Group Company Searetary: ANC Celia : w[{/w
00!-0364-0001—0120
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Executive and Group Executlve: Legal are some of the members of the 1.50. The purpose of
the LSO s to aversee the entire project I 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 pracess
4. Negotiating and contracting with the successful tenderer
5. Locomotive manufacture process and adherence to production deadlines and targets
during the consbuction of the lecomotives

In addition to the S0 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,
li. Establishing and owning a virtual data room based on best practice,
i, Scheduling Steering Committee meetings at the Chairperson's request
iv. Following up on action items and
v. Ensuring confidentiality protocols are in piace

Investment

This business case provides the rationale to invest in the profitable General Freight Business
(GFB) by procuring 1064 new locomotives (465 diesel, 539 electric). This business case
demonstrates a clear need to accelerate locomotive deployment to enable delivery agalnst
Transnet’s Market Demand Strategy and achieve South Africa’s broader sociceconomic
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 acguisitions (50 like new, 100 dlesels, 43 diesels and S5 electrn:s) fall far short;
of the market demand and road to rail migration initiative.

The two options explored include the 'do nothing’ scenario which is economlcally unviable
and does not support the volume growth expected In the MBS and will jeopardise the
2013/14 Corporate Plan, The only viable optlon is for Transnet to invest In the aoquxsltion of
the 1064 locomotives (599 electric and 465 dlesel).
The new locomotive purchase will:
a. Create value for Transnet by enabling: )
f. TFR to deliver 170 mt by 2018/19 and thereby achieve its MDS target.

Y
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il. This will result in a positive NPV (R2,7 billion &t the TFR hurdle rate of
18,56% and R34,1 billion at the TFR WACC of 12.56%),

il. Top-line groiwth '

iv. Enhanced retum on assets (ROA), and

v. An Impraved environmental footprint.

Lower the cost of doing business in South Africa by enabling operational
efficiendies that will Increase customer satisfaction and facilitate a shift from
rozd to raik

Create and preserve 28,000 direct and indirect South Afiican jobs, and R68
bilifon in economic Impact through local supplier development.

Benefits of the acquisition include:
a. Improved operational effidency:

I, Increased availability of fleet from the current 85% to 93%
il. Improved reliability as newer fleet is less susceptible to breakdowns

i, Increased tractive effort will result in fewer locomotives required to
pult a simifar length train

v. bual Voltage design enables trains to treverse 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 ccuntry include:

a.

d.

e,

-0364-0001-0122

Creation of Ré8 billion in localisation benefits for the economy as the Transnet
loczl content requirement Is 55% and 60% for diesel and electric locomotives
respectively. '

. Catalyse the sustainable development of a South African locomotive

preduction 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

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

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

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

Benefits to business indude:
a.

Incraased customer satisfaction as improved fleet reliabllity results in reliability
and predictabllity of service which provides ‘piece of mind’ to customers.

W@\’*
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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 300km.

Programmatic procurement strategy

A robust procurement strategy and appropriate govemance processes have been designed
and instituted to ensure transparency, faimess, and value maximisation for Transnet. The
procurement strategy for this project has been approved by the Board of Directors and

.L--
|

indude the following key aspects:

a. Alignment to Government’s socie-economic policy framework

b. Developing skilis, creating jobs and transferring technology through increasing

the local content thresholds (55% for diesel and 60% or electric locomotives)

c. Open tender process which will result in the broadest possible supplier base

bidding for Transnet’s business thereby maximising vaiue for Transnet
d. A six step evaluation methodology will be applied with the following criteria;

vi. Price 60% weighting

vil. Suppller development 20% welghting
viil. Broad-based Black Economic Empowerment 20% wefghting.

Risks

The risks that are inherent in a procurement event of this nature have been identified and
mitigation strategles 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

' Mitigating actions/considerations

Volumes: volume risk has the greatest potential
to impact NPV. A sfight underpetformance (7%
versus MDS tamgets), Transnet would experience
revenue shorifalls of R16.4 billion and a reduction
in NPV of R1.7 billion. However, under the worst
case scenario (growth of volumes n line with
GDP) NPV would be reduced by over R20D billion,

s This reinforces the need for a flaxible
precurement znd contracting strategy,
allowing Jocormaotives to be hrought
online as they zre needed.

» Take or pay contrackt are to be
negotlated and put In place.

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 fccomotives locally, TFR may not be
able to close this shortfall until the end of the
MRS perfod. 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 downslde under the worst-case
scenatio.

« Procurement znd production timelines
are being tight'y managed to ensure the
swiftest possible locomotive delivery,
and immediate mitigation strategies are
being explored. These indude front-
loading ~orders with International
suppliers and exploring leasing options.

s Payment requirements fto suppliers to
Incentivise delivery ¢f locomotives,

Tarifts. The MDS GFB tarfifs are expected o

» Cost reduction and effickency

-0364-0001-0123
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| Increase faster than CF1 through 2020 (7%
" versus 6%). Given that the pridng on almost all
| GFB commoditlies fs below the cost of full

| econemic recovery even aiter taking into account

i all efficdencles, the pricing corridor in TFR's plan s
’ achlavable. However, should global and local
ecornomic conditions creata challenges and tariffs
above: CPI cannot be Implemented, the
implication would be a reduction in the NPV of
the business casa by upwards of R4 billion.

improv=ment Inltiatives will need o he
davele;xd on a continual basis to
ensure “hat the Transnet cost base Is as
lean as rassible.

Forelgn exchange exposure. The Rand’s .
depreciation against the US doflar by 10% thls
year would increase the price for a transaction of |
this size by approximately R2 billion,

Transne’s Group policy on Financlal
Risk Mmagement requires that all

effective;y hedged to minimise the risk
of finar:Jal loss due to exchange rate
fluctusti ns. Should a Rand-based
contract not be possible, hedge
account' 'g will be applied to manage
any forxign exchange volatility. The
profect /il be hedged according to the
Group g ley.

" Locomotive purchase price. Additional locomotive [
arice risks {e.g., change order risks related to
Jetailed spedfications). A purchase price increase

Price ris's need to be actively managed
during ¢: ntracting and negotiations

of 10% would have a R1.5 billion Impact on NPV.

funding

Funding of the acquisition of the 1064 locomotives (R38,6 biijon) is included In Transnet’s
cverall funding requirement of R86 billlon over the next 6 yea 's, Two thirds (R25 billion) of
the funding requirement will be via cash generated from “Transnet operations and the
ramainder {(R14 billlon) will be sourced through the Global {'edium Term Note, Domestic
tHedium Term Note, Development Finance Institutions, nd Export Credit Agencies
cepending on the most cost efficient option.

Eusiness Integration

Cperational readiness is critical to TFR, Transnet and the coun ry extracting the benefits the
acquisition is capable of delivering. Integration of locomorves with demand, wagons,
infrastructure, operations other divislons where port interface iz required Is thus essential. In
z3dition human resource development underiles all the other irtegration nodes and thus the
t:alning of more than 3000 traln drivers and assistants is also 2 <ey project dependency.

4 comprehensive Information pack containing the following 's attached for your ease of
r«ference;

contract; must be either Rand-based or |
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« Board of Directors Resolution - Annexure A;
» Executive Summary - Annexure B;
s 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 imeously.
In addition this will enable the Committee established by the Honourable Minister to meet
urgently to fadlitate the approval process.

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

" Kind regards

I el

2 Maf'ka;lflkwanazl
¢ ! Chairman, Transnet SOC L

Date:g%,%zp/g

——
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g"“ Mufie Miwvarasd, Culnoan .
S =

iR ' - | .
3 | | |

i Honpurable Minister Pravin Gordhan
. ] Minister of Finance
: Private Bag X115
: Pretoria
' 0001

Fax: 012 315 5126

,.k

Dear Honourable Minister Gordhan

NOTIFICATION: APPLICATION FOR SECTION 54 APPROVAL IN TERMS OF THE
PUBLIC FINANCE MANAGEMENT ACT ("PFMA”) - ACQUISITION OF 1064
LOCOMOTIVES FOR TRANSNET F:tEIGHT RAIL'S GENERAL FREIGHT BUSINESS

The purpose of this letter Is to notif'; the National Treasury of Transnet’s application to Its
Shareholder Minister (Department <f Public Enterprises) of our planned investment to
. acquire 1 064 locomotives for Transn -t Frelght Rail's General Frelght Businass (GFB), Thisis
. ] being done In accordance with the requirements of the Public Finance Management Act
co 4 {PFMA) and Treasury Regulations.

i Transnet will acquire 1064 locomotiv s at an estimated total cost of R38,6 billion over the
P 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
o next seven years as anticipated In the Market Demand Strategy (MDS) which forms the basis
; of Transnet's 2013/14 Corporate Plan.

{. 1 Transnet has been interacting with the Sharsholder representatives as well as National
Treasury representatives (Ravesh Rajlal and Luyolo Ntfangula) as part of the stakeholder
% engagement strategy formulated for Transnet’s investment’s requirlng Shareholder approval.

. J Rk A comprehensive information pack containing the following Is attached for your ease of
o hadil reference:

Board of Directors Resofution - Annexure A;

Sectioh 54 Letter of Application to the M!nister of Public Enterprises — Annexure 8
Executive Summary — Annexurz C;

Business Case - Annexure D,

! Transaer S0C (2 Catmo Certre. B0, Bax 72501 .
J

i Reglgtration Number 150 Comenissioner  Padoview, Johannes: urg
g 1450/000300/30 Sgest South Afrlaa, 2122
N Jnhannsbum T 42711 309 2001

' ] F+27 11 308 2363

; Directy nzmmm} 8 Molafe® [Groog (hief Executive) NX Ohee: %mr&mﬂifhﬁummﬂmﬂ?mﬂﬂwﬁ HR M Sharina . arseth=
i epvatied E Toabit nUTﬂ'repcASlnql\ (Growp Cef Fimanetal GiYcer) ke Yo ezt
“Eseartve

e

0(l-0364-0001-0126
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Piease do not hesitatc to contact my oﬁloe if you requtre further clarity with regard
proposed Investment. ¥ gard to the

Kind regards

7]
7 " Date: 55%957 . o , S

-~
3
. v - ' seey

0('7-0364-0001-0127
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L ' (@‘ Investigation of allegations into irregularities in the
IJ Yo procurement and award of the 1064 Locomotive tender

0(!7-0364-0001-0128
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BACKGROUND

In 2012, Transnef embarked on the tender process for the acquisition of 1064 locomotives for the
Geperzl Freight Business (GFB). The Request For Proposal (REF) was issued to the market, bid
réspons:s were received and the process was evehizted, Four bidders werz 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 pmcesses are fair, equitable, {ransparent,
corpetitive and cost-effective.

In the last few weeks, several corruption and/or fraud allegations were wade through the media |
about the process followed in procuring the 1064 locomotives and the awarding of the contract to
the 4 suppliers.

Trensnet is committed to a zero folerance stance fowards frand, comruption and { or other economic
crimes and is committed to acting professionally, fairly and with infegrity in all of jts business
dealings and relationships, wherever it operates.

The Board of Directors in its ‘cudcavof fo promote good corporate governance and ethical
leadership, has appointed a legal firm fo conduct an investigation infe the alleged irrepularities
relafing to the procurement and award of the 1064 locomotive tender awarded on 17 March 2014,
The board bas requested that an investigation l?e conducted in line with the following sct;};;c:

SCOPE OF WORK

The scope of work will address but not limited fo the following:

1. Whether the process followed in procuring the 1064 Tocomotives was in compliance with the
company's procurement policies and procedures as well as the applicable National Treasury
Regulations; -

2. To identify all persons, compapie and timelines involved in the procurement process

including identification of each person's role or company's xole and the relationships thereof;,
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3.

4,

. reports including (bwt not limited to) the allegations in the erticle by the Huffpost 09 June

Review, verify and validate the submissions (relating to tids the 1064 Toco “Transaction®)
made to the Acquisitions and Dispasal Committee (ADC) and the Board, Should there be
exceptions noted, appropriate follow up investigation procedures should be :mplor.:d.

As regards the pdce of the "Transaction”, ascertain the reasons for the increass (if there was
an increase) in the estimated fotal cost ("ETC") and whether such reasons are reasonable
and/or justified; this will include an investipation into the allegations made in various media

2017 and also ths allegations by the EFF summarised as follows:

RI 7.4billion of taxpaycrs' money was lost in inflated prices on: the pnrchase

of
1064 locomotives;

The money was lost to corruption during the procurement of the
locomotives;

. The EFF dossier points fingers at varons people as having influenced the
process; The final oﬁ'srs, per locomotive, to Transnet by the 4 suppliers after
negotiations had taken place wes as follows:

China North Rail: R27,360,000

*  Genera] Elechric: R24,312,000

*  Bombadier R28,788,150
China South Rai}: 28,900,500

However 2 month after negotiations had mncludéd, Gupta compenies who served as
advisers to Transpat proposed an accelerated dt;livcry schedule and rocketed the 'pricas
from the sul;pﬁers and ppcketing RTQ-million from each R50-million locomotive that
Trensnet is buying.
The Guptas entered fhrough Regiments Capltal and Trillion. When they
started with their work, the prices shot up. Reg:mcnts Capﬁa] prepared a
financial and risk analysxs for Transnet. The analysis compates the costs of the
original delivery schedule of the locomotives and an sccelerated delivery
schedule; It tak=s into account drivers and forex costs before amiving at a
conclusion that an accelerated delivery schedule would be cheaper, They did
not reduce prices but increased it and pocketed billions in the process through

cormuption.
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Establish whether prices were inflated after hedging, and determine whether contingencies and
» ] escalations were added.
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10.

11,

12.

13.

. Establlsh vrhat governance processes were employed in implementing the "Transaction" and

the approoriateness/effectiveness thereof;
Review of Transnet policles to the extent that tha investigation recommend: such;

Conduct | iterviews with the chairpersons of the varlous adjudication :ommittees to
ascertaln £ e business case and/or motivation for the "Transaction® and their understanding
of the financial and governance implications that are invalved In the "Transacton” including

their unde: standing of the price Increase and governance of the "Transactio-";

Interview te team that dealt with the Treasury/Financing package for the "Transaction”.

Interview cfficlals of the Secretariat ofTraqsnetto understand their role in t 2 safekeeping,

access and distribution of all documents pertalning to the “Transaction”;

Where neessary, fntenriew ali other parties involved in the negovation of the
"Transacticn”; '

Investigate whether the existence of a contract between Tequests, allegedly © #ned bySalim |

Esza and CXR Hong Keng;

Provide rec ymmendations to Transnet on the findings that arise from the inv=stigations and
on the pos:zible actions to ba taken against anyone, if any;

14. Provide re:ommendations to Transnet on how to prevent further occur-ences of the

findings an<’ on compliance with applicable government laws, rules, regulatior s, policies and

b procedures’
J’:\}v.. ! 15, Present forraat and Informal written and/or oral opinions conceming the fincings;

:J Duration of the :pvestigation

The Investigatio will be for a period of 12 weeks {3 months), at the most, breken down as
follows: ’ .

1. Planning and studying of documents: (2 weeks)

2. Analysls »f evidence, interviews and consclidation of Information: {8 wee!;)

LA
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3. Formulating of conclusions and recommendations and report wiiting: {2 weeks)

| The final report will be Issued at the latest by 30 September 2017,
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"‘l Exhibit of documentation that was requ ransne
T

? 1. The post BAFO memorandum preparad by the 6 man CFET team :ogether with
}

thelr flle of working documents;

A copy of the Application to the Shareholder Minister for the Acquisitic 1of 100 Dual
I voltage electric locos dated 10 April 2014,

l 2. The joint guotation referred to in a memorandum from Ravi Nair -0 Siyabonga
i Gama dated 19 May 2015;

‘ ; 3. All communication from TFR and/or Transnet to the author of th-: attachment
' ' 'incruding but not limited to any mandate or scope of appointment ¢’ ART;

committee on 12 December 2012;

5. High Vziue Tender working papers of TIA, SKX and Ernst & Young;

i 6. The duly slgned business case- referred to in a memorandum from £ noj Singh to
Brian Molefe at 29 April 2013, as weli as all revision versions theret 3;

} 7. The final submissions made by each of the four GEMs after the negc iation staga
\ (see ltem 41a of PWC letter dated 16 August 2017);
{
]

8. All the working papers, calculations and excel spreadsheets and othz -documents

] for each of items A to G referred to in the Molefe Memorandum %> the Board
} dated 23 May 2014;

I \ “SL‘H\ 4. Memorandum, submissions and mirutes, which served before :he steering

p\l.v- 9. Expert oplnion of David Potter regarding the business case (see ltem 27 of
‘ Werksmans 1 September 2017 email);

] 10. All documents refating to the Involvement of Webber Wentze! (see tems 4 and
20 on Werksmans 1 September 2017 emall);

—t

JJ 11, All reports, memoranda, notes or equivalent and all calculations, bu:Iness cases

/ scenarios, working papers and excel spreadsheets relating to the f-oposal and
declision TE was to be used by each of the suppliers;

13.Report backs by OEMs to Steering Committee - referred to In agreerent signed
with OEMs;

|

J

i
.
L]

t
1

l } 12, All approvals in relatlon to the decislon that TE be used by each of th : suppliers;
i
]

0057-(g64-0001-0135
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14, From TE (all this info should be readily available from the CFO or chief accountant
of TE):

a. Total Involces to date from TE to each of GE, Sombardier, CNR and
CSR;

b. Total payments to date recelved 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 CE, Bombardier, CNR.
and CSR with TE;

e. The current status of each-of the orders, wizh expected delivery
dates and payment dates;

f. TE's estimated GP in Rand and % based on its costings for each of
the orders;

g. Detalls 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 i the Transnet group
financtal statements?

15, Baard approval of the points scoring system to be used for tie evaluation of tha
tenders (per Yousuf Laher, he prepared the paints scoring system but it was
approved by the beard);

16. We have almost no information from the n'egotlation phase e.g, proposals and
counter proposals untit price finally arrived at ~ other than CSR letter which
provides a summary. We presume there must have been sorething in writing:
proposals, emails letters, documentation, workings, In particutar re the escalation
and the hedging which was negotiated after the BAFO evaluz lon;

L7. All communication from TFR and/or Transnet to the author of the attachment
including but not limited to any mandate or scope of appointrient of ART.

-B. Recordings of or notes taken of the negotlatioﬁs with the different OEM's held at
the offices of Webber Wentzel, We were initially told that min 1tes were taken of
the negotiations and recordings took place, these were sald tc be with TFR/ 5CS.
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{ " We later recelved a host of recordings, which wers Inaudible, and in no particular
; sequence or explanation of who was invelved in {he discussion belng recorded.

19, During the course of an interview with Yousuf Laher, he mentioned that he
i designed the evaluation criteria for the evaluatior. of the bidders, and that such
; criterfa was approved by the board, we reques:ed such approval as well as
r minutes of the said board meeting, this was never proffered.

| 20, Annexure K to both Diesel and Electric RFPs, annexure K being "locomotive
H specification”

1
L
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!r,—\h 1064 Locomotive Transaction Request: Index of information provided
v P
! -
i) Letter Content (Werksmans’ Ref#: Mr H Jacobs/iMs O Murphy/om/TRAN2745.641#5060873v1)
: 3.9 Ali Thinuies of the decisions 10 3P the award to more 10an 2 SUCEESSTol OEMS 35 WEH 25 1ha mnuies of tha GADT, BOD and CAPIC svidencing theee
decislons, Afl submissions, memaranda and reports provided 1o these committess I the contamplation of this declsion.
BOO 2015 BADC 2015¢
- = 14 Transnet Engineering January 2015
: gg;ﬂﬁf;i’;”gggﬁgi st « 554 PPPFA Prelarential Prosurement Regutatons Instruction Mol
«  7.92DoA GCE 25 Nav 2015, i + 6.8 Mema Slalg updale of transactions approved by the GCE 23 Feb 2015
- 78Hemo DoA AGCE 25 Nu.v 2015.P0F + 6.5 Memo Transactons epproved by GCE20 Nov 2015 pdf
. « §.5 Memo Transaclions appraved by GCE20 Nov 2015
. ;bs,”sﬁ’g‘f"“" DoA Framework (Wihout back chages) 25 Now + 632 TFR 1054 Locomotve updats § Oct 2015 pd)
7,84 Ravised DoA Framework (Tracked) 25 Nov 2015) *  $3aTFR 1054 Locamolve updale 1 Oct 2045
+ 78 Hemp DoA Framawork zsgm ZMEd)E.pdt Checked &d:t +  8.30) 1064 Locomotives Regurt 3 Nov 2015.pd1
e 7.12Propased 2016-17 Sharcholder's Campact 25 Nov 2015 5df : '&*; ‘J,P"*’”F"‘ mm’“ﬂgmﬂf‘“‘"}“ fisk margenent 252‘;';;“
o B.BoDrak 2016-17FY Sharehoider's Compact 27 Awg 20%5.P0F i M’“"”";‘ 1024 Locos Transaction 1 October 2015.0df
o 6.8b2015-16FY Sharchoider's Compat 25 Auy 2015.PDF : aserd ord f,ﬁ{',’; lom PR
. g&slﬁ;;n; Proposed Shareholder's Compact 2016-17FY 27 Aug . 83F eedmbackbad‘ en 1664 L"m’”w&‘ £ Nov 201rew
+ 5.5 DoA Framewori spproved 28 August 2014 _ 30 February 2015.P0F
e by ppe o AZT A 01 «  5A(T) Revised DoA Framework 16 Aug 2015_1 Ot 2015pc
A3 + 4.1 2015-16FY Shareholdar Compact Final 29 Jan 215 BADG 20142
o BaD 2014 +  §1_52455and 599 Elactic Locomative Acquisiion Feb 2014.ppix
S + 65 Memo Stelus upds!a of bransarfions approved by tha GCE 22 Feb 2015.7DF
] »  tem B.4d 1054 GFB Locomolves increase in ETC May 2014 « 85 Transaclions approved by GOE 21 Augsst 2014.pat
; »  8.3¢Draf 201415 Shareholdet Cormpact 13 Feb 2014 pdf » 85 Memo Trenvactions sporoved by GCE 20 Noverrher 2014.°0F
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»  B.3b Propesed Comecfions Lo he 2014-15 Draft SH Campacd _ 13
Feb 2014.pdf

6.3 Shareholder Compact 2014-15FY 13 Feb 204 pdt

6.26(2) Funding Plan 2014-15FY 13 Feb 2014 pet

6.25{1) 2014-15FY Funding Pian 13 Feb 2014 pdf

B.2a(2) MD5 1 Recon lo Feb Board meeting final 13 Feb 2014.p41
8.22(1) Corporate Plan for 43 Feb 2014 BOD Myg.pd!

BOD2013:

Itz 4.4 Preseritabion 1064 Locomolives 25 Apr 2012new

Hem 4.4'Locos Procwiement of 1004 Locos 25 Aps 2013 pdl
$lem 4.4 Locomalive Business Case 25 Apr 2013.pef

Tterm 4.4 {3) Memo i Loce Business Casa 25 Apr 2013 pdi

9.41 Armexure D FPPFA applicatien Gordhan Yo Glozba 29 May
2013.pdf

9.4 - Annexure A 29 May 2013 _ Infervention with exsmpton -
Mawvanaz) lo Caba.pd]

9.4 Annexura G FPPFA Gigaba to Gordhan 23 May 2043 pdf
9.4 GROUP EXCO STRUCTURE ppt

8.3 ANNEXURE A 2% May 2013.pdf

7.5¢ Pra-Funding Anreexure 8 23 Ol 2013.pdf

7.5b Pre - Funding Approval Annexure A 23 Oct 2013 pdt
7.5a Pra—~ Funding Approval2} Oct 2013.pdf

21054 Lncos Business Casa 2 May 2013 dated 25 Aprl 2012 pdf
Boarg Submission _ 2 1054 Loros Business Case 25 Aprd 2013.pd!
6.8c DOA Framemork 29 May 2013 pot
6.8 GCE DOA 29 May 20435
.3 Shareholder Compact 13-14.pd!

9.4 Annexura 8 Legal Onlon PPPFA 29 May 2013.pdf
4 Wiamy 4064 Locog Busness Case 2 May 2043.pds

" a3 3 a

4 8 8 F 8 % & 8% B 8 3

(p* ®* % & = » & ¢ & v ¢ e

BAD

6.4 Stats updatz2s Feb 2044.pdl

6.4 Mems Siafux update of bansaclions 26 May 2014,

6.3a Locomotive Presentation 24 Aug 2014 pp'

6.2a Locomotive Presentalion?1 Aug 2014.pdt

6.2.3 Lpcomotives acquishion (1} 26 May 2014.PDF

£.2.ta BADG Submission 08 Loca Impacd - 25 May 2014,pdf

6.2.4 Memo Corporate plan and inffatives _ 1084 inttative 26 May 2014.pdf
§.3b Impact of Locomotive Dep on Cap inv 31 March 2014 pef

8.2 Feedhack onlorometives 249 Aug 2014.pdl

5.9 Acquistiion of 599 Elechie Lecomoatives 27 Jan 2014.pd

5.2 Acquisition of additional locomotives 27 January 2014 pxif

5.9 _ 52465 and 598 Electric Locomative Acquisiion 26 Feb

5.4 Supply of 265 New Diesel Lotomebves 27 January 2014 pdl

5.1 Lotomotves Increase in ETC 26 May 2014 pdt

2013;

4.8 PPPFA Januzry 2013 BADC

7.5a Curtent status with regard ¢ tha 1064 locos 20 Masch 2043 pdt
7.56 1064 Locos Gigaba « Mkwanag) - PPEF Azt from DPE 27 March
§.1¢ Procwrement of 1064 locomatives for the General Freight Business-FINAL
Aprd 2013 pdf

548 - 5D {n Procuremant Methodology Feb 2013.pdf

£4.- BADC submission re PPPFA13Feb2013{2) ppix

5.62 PPPFA Preferentiat Procyrement Reguiations Instraciion Nefe ppix
20120418 - Procurement of 1064 locomobves for e General Freighl Business -
FINAL 25 Aprll 2013.phe
1.5 Loco - Updale 1o BADC pages 27 March 2013.pp%

1 Wamn 1064 Locos Buslness Case 29 Apdl 203,047

7.4d Annexure C - Propesed evaluation mefhodology - PPPFA pdf
7AcAnnexure B Dpinlon Vas Soni 27 March 2013.pdf
7.4b Annexurs A Instructlans b Counsel 27 March 2012 pdf
74.aMema SEN _ Memo PPPFA 27 March 2013 pdf

e RANSNEFREFBUYNDEE-00416




r

' [ T - A T R P N S I T A T R TR I T M R e b T R e R R R e 'J;RA-N‘S‘F \l ET-REF-BHN@'EE&@GW:’
5 T A -

e R I e G )

—— o

0 Stobepoiiedtyes O TR O Proviedonush ]
i - O NotoalekemandUs3 - Tobec medbyccs
1ﬁ 600 2072 - v 642 M- o Stz updals on the FPM and GFPEM 27 May 2. 1301
— . . « 5795 tass 20E GFV Eloc Lotos Sigred Memo 27 Bept 204 pef
ISR Do g:z:m :{’L”T:g mﬁﬂg Augusl 2012 « 5755 lass 20E GFB Electrc Locomalives 27 Sept 2043
h R.isk the Staterent Feb 2012 ! «  5S4aFimevork for fa Sub -delagalion 29 July 2043.pdl
. ' Aspe 202 523N ‘gation of MDS volomes atisk 27 Sepl 2013 pel
} o Transnet Risk Appefita Framework Feb 2012 pdf  E10Puremantof 1054 Lotas 23 mz'au ol
X * Sumrary- RI"': Managemerd Pan pof o 51aPr curement of 1064 Locos Memo 23 Aprl 2013 0t
- Surmay ERM Sy nd ek BRDG 2012
- Mmary - bzl famews) R N . ',
. s Rk Management Plan 201243 {feb12) palt gicia_;Lmzhumbmmmazl end Gigaba _ €. anfion of the
] +  Hem44(a) Memo loLoco Business Cass _ Mctefs - Board paf o ——
: m:j ﬁm:ggmmpﬂfﬂ e B.3Th: 1064 GFB Locomolive Acqulsition 23 Jul 2012pdd
o [llem 08,153 Memo 1054 Locomotives_ Approval process for the : E':‘;c:;m‘;gﬁc msﬁm;;
’ atquisiton of 1054 13 Apifi 2012 pdt ~ i i
] . ey th o bl * BATDE {ana- Sl b e Trarachonpr: by BADC 2
: *  llem 03,150 1084 LocomoSies presentaton (Annexure A} paf « 84 and 15- PPPFA and Bomowlng plan 15 Feb 2012p¢f
+ 6.2 Mar yUpdale on tenders approved 28 June 2092 pdf
o B2 Apprwed Transnet seflon 28 Juma 201 2.pdf
« 614 Be Increase Raquest 26 Janwary 2012.pdf
7 « 51 Dels afim of Authorfy Framework 21 Aup 20120
o 5.1 Anniiurs A Delegallons of Authorily Framewask fug 2012 df
« 4400 19 Aplpdt
+ §4DoA 9 April 2012, pdf
o 4121021 TFR Locos 18 Apd 2042,
) « 41106} TFR Lages 99 ApiipdE
s 8235 100 TE in 1084 kcomatve
' ],- CAPIC 2014: 1264 (LSC) Loze 1cliva Steering Commiter:
\)fﬁ ~ o BAd 1064 GFB Locomolives Increase b £TC 18 Jun 2014 . ;03; = ﬂn:!szggmu Board_4 :nm:: :grsﬂ
; —-] CAPIC 2813: - o MINUTE 3- 18 APRIL 2013 pdt

Tt s ™

0057!64-0001-0140



I RAMNSNET REF-BiMNBLE-08448

14U
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»  B2-Procurement of 112 facomotives Coal Ling 1811 2013 * MINUTES - 19 AUG 2095 pf
. V CAPIC 2012: : * 1064 L5C MINUTES - 21 SEPT 2015 pal
j f “ +  Loco 1064 Invest Comm Presentafion 19 March 2012 1084 Loeo Stearcom DA-1515FY 20 Noverber 2015 pef
\; i »  liem 7.2 (z) Capital discussion = 1054 Group Loco SteacGam - TIA Repaxt - 21 Jan 2018 pot
¢ o 1064 LSC MINUTES- 18 APRIL 2013 pdf
L

1084 1SC MINUTES - 18 AUG 2015

All yaitten commni from the 4 successiul OEMs insesponse fa
the charications fssued by Transnet betwean December 2013 ad

« TFR Highlighted that they have provided the informeation already and wouid fke

February 2048, [0 understard what is misshg from what they bave provided
-,
33 Tha palicy documeni styled "Tender Management Conbol » Wg have PPM (there Is no document ftiad Tend, Manapement Control
Frameworic® Framework)
' 34 The peticy document styled "High Value Tender Protocol * *  Group SC8 provided 2 copy (nol Werksmans' USB)
15 The duly singed Husiness Case- referred Io in a memarandum Fom . TR foflowing up on signed versions and they piomised 10 ovide once ey
J Ao Singh 1o Brfan halefe al 2% Agr? 2013, A5 wel 25 a revision managed ¥ locae e dosument,
versions subsequent thareto.
l 38 Adcatespondencs exchanged betvesn Transnet and the Minister of *  Note: soms ol these comespondence memas & letter are amony, the
submisskons containad undzr 3.1 above.
: Pt Entomprice of e perod of Harch 201210 Ayl 2014, o Approvedtleter s Minlster Gorchan dted 11032014 (vl Awren. * B4
l ‘ 37 Nlcorespondenta exchanged bewhen TTansnel el e Masier of C- submissions) .
- o h N + Leterto Miister Gigaba daled 30 Apsi 2613
Co Fienge and or Nafiona) Treasury for e period ofarch 2012t o Lefer ta Ministar Gordhan dlaled 30 April 2013 + Subission and excer, of
: )“\ - Aprd 2014 the miwles
I b
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lf‘ 38 Alcorespondence exchanged betwesn e Mnister of Finance s Memo+Report qu'CEmra- 4¢) excerptof Bg minules dated 23 May 2014

»  Meme for final business 2. 3 approval dated 29 Apdt 2013
L endior Nzfional Treasury with tha Minister of Public Enterprise Jor the o Approved memes for appr- 17 Jan 2014 (huped fr Elachic Dlesel. Page
) e period of tarch 2012 1o Aprf 2014 T which Tramsnetwas tourlesy 7 & 8 of this meme addres. s the motivalion for spiR of business awarded,
copla. Cetified sxcerplon minvtz 6 step evalualion methedology ks also atiached
1o this mema.
] s fhemo, Approval to ssndls’ o e Minister dated 24 Feb 2014

I ' & Awsrd of Tender for 1064 { 39 Slectric and 465 Dissol) Locomofves

resuils presenlation (BAFC

Presentaion to the Board . quisiion and Disposal Counct (BADC) BID
] 4. Supplementary Documents .

[K] The panaate/s lssuad to Mckbsey and Lo Regimenis fom the LSC s MgXinsey Confract
wl andfor the BOD andlor the GCE.

o DOA Framework and GCE Dok« der 80D 2013 & 2012 folders
+ Wil only be obla fo provide Sigr 1 mandales for 80D and GCE ence we have
access lo Carlion Centre

«  Wagreshl bying lnloeslg the re ndate for e LSC. However, note that we anly
1 had ane meeling In 2013 and b - ™ meeling was in Aprk 2015
TFR confirmed thal they have p¢ Aded the informalon.

+  Note: There wars na mmuteslcs he evaluafion, During evaluon, engineers wi)
} - signdeciarafion ofinlerests, do U revzlvalions and then prowide alechnlea report
onca tompleted, Thatseporthas  sen provided Yo Werksmans,

» Ws have coples of fis Declarall: of interesls by tie members of tha CFHT) -
riot In Werksmans' USB .
‘ . 43 Al mbmissicns to the 80D Including the memorandum daled 23 May s Check LISB conlent BOO Faider 7 indicated under Hem 3.1 ab0ve

s Note halthere s a'soa few do- shenls thal arancl on the USA co¥ecled. We
e 2014 %om Brian Molels ta the BOD, as wall as fie minutes of the Wik provids tamorren Pokulz USB)
g ‘)M; ’ s Minules whi be providad ones we 1ava aceess 1o Carlien Cenlre

42 Theletiers ol appoiniment 1o the Cress Funchonal Nagoliabon Team. .

;
i
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board meeling when I wes rescived io approve ths memorandum
that served befors the board,

§4 Vinuies (not o excatpl of a minuis) of BADG meehng held on e 25 « Wilbe provided ones we have access I Cadlon Centre
Aptt 2043,

[ Minutes {not an excerpt of a minule) of the Speclal meeting of BOD «  Willbe provided ones we have access lg Carlion Centre
held on 25 April 2011,

48 Minute {nol 2n excarpl of 2 minute) BADS mezting held on e T «  Wilbe provided oneswe havs access lo Carlon Cantre
May 2013,

47

The undermentioned documentation, all of which ara cantained In an excerpt of the BOD meeting held on 29 May 2013

The approved Financlal Risk Management Framewek

Approved by tha Board on 20 May 2013
Check poficy Foider on LS

Docurnents referred fo in the Detegation of Authority Framework,
atlached 25 Annexirs B inchisding the ollowings:

DoA will ba under ‘DoA” Kdder and some coples as pant of submission tmder 3.1

above
QI+ Board Reservad Matlers + Company Svalegy « ¥OI
+  Bard resenves matters (part ol Dos)
_ s MDS Presenta%on as past of submissions undes fem 3.4 ahove
- SharchoMer's Cornpact 2013/ 2014/2015) +__Shareholder Compaciiolder
- Corporaia Plan, Anrual Budge! and Botrowing Slealegy and/or +  Chack L‘.crpnrats Plon fadar

Funding Pian of the Comparny as approved by tha BOD In relation fa
thet 1084 Transaction [Note: l keast for perled 2012- 2013, 2013-
20U, 214 ~2016)

Entereisa Risk Managemenl Framework; and

Check policy folder for a Gopy approved i 2012

Any aprovals by tha Board and the Minlstr of Financs for tha
delegation of tha power to borow monay o Issue a guaranes,

indernilly or security, or enter into any other transaction that binds or

DoA (Treasury defegation)

JRANSNEL-RER-BUNDL-00420



A

005

1
I
1
|
I
1
.

e FRANSNEFREF-BUNBE-00424 -

143

0 seiobepoitedyas@ TR Q Poddedtausa
O Neton Werksmans'Ush

o Tobemnﬂmedbyscs

may bind e Company to any future financial commitmant in tmd
saclion of &6 of the PFIA, In refation fo the 1064 Transastion,

44 Minvies {not an excerpt uf a iminute} of the BADC special mesting ;
fefd on 29 July 2013, !

To ba provided ones we have szcess to Cxrlton Canbe

39 Wenoio hal SCS 200 TFR only have a oafl miate of Ba meebrg of |
the Locomotive Stearing Commitiee (LSC} held on 19 August 2013,
May wa have he approved version of the minute aswell s he
folowing:
= MDS funding model referred to in paragraph 10

« Reporlrefaned o paragraph 13
¢ . Officlal DPE approval referrad bo in paragraph 18-+ 1asponse

Thera was only one meeting we are awgre of In 2013,

Thare was ameefing en 19 Aupust 2045 (seg minutes altached indar LST folder
TE and TFR Company Secretariad oid not have any meetings on the date
Funding model and soma coaTespondence wa have af our disposal are part of
the contard provided in USS

referted oin 24
4,10

Minutes of (he fo!low BADC eetings:
2,101 Mesing held on 20 A

4102  Mepling held on 27 Ssp‘lanhsr 2013;
4103 Mecling heid on 21 October 2013

Will be provided ones we have access to Calan Centre

Genaral

* 482 Rk Ascesement Report _ Risk Assessinent and MiSgations for
a 1084 Loromatives Transacton 8 November 2014

5.8.1 PWC assessment of TE atd CEM readiness

7.5 Loco - Updale to BADG pages v2 - Transaction advisory team

Doa Framework approved on 75 Nov 2015

Dielegation of Autharity Framework efiective 1 Seplember 2012
Delegetion of Authotfy Framework epproved 28 Auqust 2014
2.3 Delepation of Authority Framewnark approved 28 August 2014

£.2.3 Scope of TE #n 1054 focomalive Transastion

Loco 1084 Invasl Comin Presentalion Jan 2012

R31_Business coss 1054

1064 ETC approval by Transnel Board_4 June 2014

Ledtar bo Min'ster Brown - 1064 Locomotives Detalling OEM breakdoun
Warrant R301 - 1054 Locomotives part 3 {(Pegs 38-75 of the Businass
Case daled 25 Aprll 2014)

ciea

8.1.1 independant Review of Capital Costs Pollcy {2)

ltem 5.1 WACG Policy

CARITAL POLICIES PLUS ANNEXURES - 31 MARCH 2010
ERM Strategy and Framework 2012-2014

Transhed Financlal Risk Managemant Framework « 29 May 2013

Terms Not on Werksmans' USE {la be provided loday}
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Warrant R101 - 1054 Locomotives part 4 (Paga 1. 37 of Bre Business
Case dated 25 Apid 2014)

Warrani R381 - 1064 Lotomotives part 3,pd{ [ Letler om Brian 1 lhe
Board, requesting approval o negotiale and Awand - Deisd)... dated 17
January 2014, Evahuafion Methadolony, TIA Recommendation,
definfions; Mamo to Minister Gigaba tram Mikwenazi daied 304pr2013,
Letler b Gordhan fiom Miwanazt mems from Singh b Molefe signed
Apr 2013 Resohution from BOD Epecid Meating 25 Apr 2013
Warrant R101 - 1084 locomotives parl 2] Mema fom Mclefa to BOD
dated 17 Jan 2014 Request for approval lo negotiate and zward oy
Electric; 1064 Locomotves HVT & FRM Evaluation Repork Evaluation
Hethedology; TIA Recommandation and Defirllions]

Warrant R391 » 1084 Locomatives part 1.pdf [Warrant R301 ETC
Incrazse; Latar to Miwanazl, Transnet PFMA Application f-am Gigaba
dated 20520803; Excerpd-Resclullon BOD 26 May 2044 ETC increase;
BADC Resclution 26 May 2014; Excerpt BADC Mnulss 25 Apil 2013
PPPFA; GECIGLT 22 Aprl 2013 resohutian; Excerpt TFR kveaiment
Committes 09 March 2012; Emal! from Prissifla Naldog Lo Pragasen
Pi¥ay and other, Minutes Excerpl of Capllal Invesiment Commities 15
Apr 2013; Memo fom Molela ta te Board signed in May 2014]
Warr;nl R30% = 1054 Locomotives part E.pdf [Page 77-117 Business
Case]

5.1 Locomefives increase In ETG (ADC 26 May 2014) - Molefe -

BADC pdf

Memp - Acceptance of Final Business Case _ 1064 Locos Business
Case.pdf

Letler kam Department of Publis Entorprises _ Mokhoto 1o Mokate pet
Responsa lo querfes ralsed - Brian « Anoj - Mkwanazl

* % + & 4 3 @

201718FY Signed Shareholders Compactpd!

2129_001 _ Memo Approval of Market Oemand Strateqy _ Gigaba.pdl

9a Resoluions Ragiter - 23 Apr 2013 - 1064 pdt

9.2 Annexure | 20D 28 May 2014.p2f

6.16 Locomelives Incréase Aoprovad May 2014.PDF

6.3b Capex Report dated May 2013.pdf

8.3a Memg Capex Report 1B Jun 2013.paf

5.3b Annesure A1_Skgned off Supply Chain Poficy.pdi

5,34 Supply chaln poficy.pof

g:‘j ::;ENDIX G- Vafidly of BBBEE Certificates_V2_firet 2013BADC 20 Aug

52 3.l’uF‘PENr:)lJl: F - Appeiniment of Consultanis_\'2_fnal 2013 BADC 20 Aug

2013.pdf

gé&;hﬁeubu £+ Principles and Processes ko Condonations BADG 20 Airg
P

529 APPENDIX D BADC 20 Aug 2013.pd]

5.21 APPENDIX C - Incoferrrs_V2_final 2013 BADC 20 Avg 2013.pdf

5.23, APE;END\X B « Roles and Responsiofities_V2_final 2013 8ADC 20 Aug

2013.pd

5.2¢c Annexure 8_FPM Revision_V2_2013_final uniracked pdt

5.2h Annexure A Summary of main changes ta the PPM_07Aug2013_v2 pdf

5.2a Revised PPM Incorporaling CPPPM memo.pot

§.2a Revised PPM Incorporafing CPPPM memo daled 7 August 2043 _20

Avgust 2013.pd(

5.2a Revised PPM incorporating CPPPM mema 7 August 2013

Meinsey incomporaled Agreement 15 Jamuary 2014 pdf

Approved Transnel PPM_V1_Aug2012_effective 10c2012.pdi

P Goedhan - PFMA Applicalion pdf Approved PPM_v2_Colober 2013 pdl
Approval {0 send letter 10 minister Slgned Shareholder Compact 2012-13 pdf
Srinislry13080615340 - 43 June 20135action 54 Applicalion Medise % Signed 2015-16 Shareholder's Compactpdf
Gigaba.pdl Signed 2014-15 Shareholder Compacipdf

————

———

e ™
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Stalus with regard to 064 Locomeliva lender _ Simgh lo BADC. pdf
94 - Anpevure A - P juest nfervention with ragard to exermplion fom
PEPFMApd]

9.4 Mamo Curcent st us wit 1064 Locos Tender _ b Board May
2012l

liem 4.4 (2} Memo ic - .oco Bushese Case _ Brian $a Board -requisifian
for the procuramerd < - 1064 locomebves.pdf

§.152 Bormowing Pl (signed meme).pdf

Memaorandum of Inczy soralionpd

ltem 08.15% 1064 Loc amefives presentafion {Anneire A) pdi
Letter ta fhe Min'ster v e MO1Z3.04.13 pdl

Shareholder's Compz 12013 14 slgned pdf

Slgnad Shareholder: ampad for 201415FY pdl

Board Reserved Matt s.pdl

Mol cld pdf .

5.2a Revised PPM In: wporafing CPPPM memo.pdf
6,42 fzmo Elatus upe 3tg on e PP and CPPPM p
31064 Accalzration R 3k Assessment - Feadback on the Ascefarated
Loca Detivery and Ass wiated November 2014 pd!

# & @& % 5 ¢ & & & & % & p 8 8

+ % % » B & ® x4

Signed 2011_12 Sharehciders Compactpo!

Sharehoider Compacl 201314 Final pet

MDS Fingt

llem §.4b Annexure A PPM ot a glance pdt

HYT training 2017, Pregentaion V2 pate

HVT trabiing 2017_Presertafion V2.pd!

Funding plan.pdf

FRM_BOARD _APFROVED QEFERMT pdf pdl

Financiat Plan.pdl

Consolidated Audit Planning Memarandum _HVT_2016_% 17 (002).pdf
Buscase parl3pdf

Bus case part 2_25 Apr 2013 Fina Bueiness Cage pdf

Bus casa pan 4 pdf

Approved Minules 23 Aprl 20 5.paf

Appraved minutes 23 Feh 2015.

20120430 - Procuremen] of 1084 focomotives far he Genz  1Frelght Business -
FINAL DPE péf

Anti-Fraud ani Anf-Gomipion Policy

5 6d Final Coniract Managemend Procedure Manual 27 Sav 2013
5.2a MiBgation o1 MDS valumes ot risk 27 Sept 2013.pal

§.1a Procure 2896 wegons for TFR and GFB 27 Sept 2013 4f
Transnet Board SetFAssessment Report 207 2.pd
Annecure A - 7 Augus] 2083 fefter pdt

120805 Main DPE_PFMA Rolling Slock Acquisition 17 Aug £2012.0d!
6.2 Transnet Board SefFAssassment 22 May 2013.0d1

6.2 TN BOD Evalatien raporf updated 20 May 2014 PB.PE

§.2 95 Losomaetives BADC 2013 - mamos dated 7 2ad 8 AL~ 2013 and Annox
Apdl
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0 silbbepnidedtyss@ T @ rriledtnusa
{ o : : § Mol TobecarfmedbyGls
’ 1064 Locomotive Acquisition Transaction: Documents Stilf Required
T ﬁg; Document Descripion  “» e Dosumey 7| Recelved
J = ST S T - T .
L IS D W . A
Docurments referred to In Corresponde
l 1 Tranaret Letler & Minlster of Public Enlerprises (MPE} re exemption tom PPPFA 19 March 2013 { Group »  Check Wamani R301 1064

Lacomoive Part! (highighlad in
. General docurnents ahave)
Annexures A to € 1o Transnels letler o tha MPE ra appilcalion for secion 54 approval 30 April 2043 Group « 8002013 oder
[Mote: Please confirm if these are the annexures attached to the electronke «  TER o provide signed business
business casa recefved (29 July 2017] - cate
*  Anmnexure A - BOD Resolulion

s Arnetire 8 - Execufive Surnmary

= Annevyre C —Bushess Case [Note: SCSITFR 1o check for a signed version
of the business eaxe]

Respanses iy Transnet's request fof BAFOs daled 4 Januziy 2014 tFRISCS

Excerpts [Other Minvtes (Kindly provide ful, nol excerpts and prelarably sfaned versfons plus all sccompanying submissionfinfermation or Board Pagks)

BADC meeting hetd at 9100, Carlton Centre, Board Room (BR) 4703 €3 Aprit 213

—— B R—

Group s 3ubmission undar Kem 3 1 {BOD,
- IMGTaldets)
v invies will ko provided ence we

"ave pccera o Carlton Cenlre
l l Spactlmentng of BOD 7 14P20, Carlion Centra, Board Room (BR) 4623 (el please | 25 Apr 2012

Group s 30D2013 folder ontaSB

Y Include thase of Speclal meeting of BOD af 14100, Carlicn Centre, Board Room s Conbact Management pollcy (not
M (DR} 4623~ any difference! If o why?] - wa vould Tke Werksmans USB)

) q - = tha sebmission sakd o be contaned n the pack —Paragraph 4.4 » FPM

| » ‘l . - Chedgccrpuaupian folder

|
l f
]
}
!
¥
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- § WMibepitedbyccsQ TR Q povidedoeuss | -
x‘ - €) Mot enWerkmans' UsB Tobe conlimed by 6C5
: *  pame+ appoiatment + reandata of the hdependend exper 4.4 4 T

P s e Corporate Plzns referred 1o In fhe resolition after parzgraph 4.1D
1”"\ 1 BADC meeting held al 00, Carfion Centre, BR 4703 27 Way 2013

ld al Group s BADC and BOD folders
T »  BOD restlssn of s resolution to requett FPPFA exemplion from NT -

«  Report capiial spend
l . ! »  Coslanalysks at {nol on the elecironic pack, we wilt check once we have access

! 1o Cairtton canire)
! a(Exr.erp!) 00 Meetig hekl alSHID, TE, Stinstd Board oo (Vaber Park, PTA) 28 May 2013
; “The zpproved Financtal Risk Management Framework
o »  Documents refamed to In Iha Defegation of Aulhority Framework, atiached as
v ! : Annexure 8
i - MO{+Board Reserved Mafiers + Company Strategy
t - Sharchofder's Compard
- Corporala Plan, Annual Budget and Botrowing Strategy andior Funding Plan of

i tha Company 25 approved by the BOD in telafion to the 1064 Transection
} [Mote: at fsast for pariod 2012 to 2044}

I 5 - Enlerprise Risk Management Framework; and

Group s Refertod Tobve

- Any epprovals by the Boand and he Min'sles of Finance for the delegalicn of the
pewer to borow money of lssus a guarantze, Indemnily or securlly, o entsr into
eny other transacton that binds or may bind the Company to any future Fnancial

. comimdtment in lorms of section of 65 of the PFMA

. - [Nole: SCSITFR to awslst with locating (he documents per the first 4 butlet

v points immediately above]

. {Excerpl) BADC spacid meating heid a1 B 19, Carilon Ganta, BR 4703 29 July 2043

Grotsp *  Minfeswill be provided once we

; have atcess Carlion Centra
; Vieeling of the Locomaive S1eertng Committes (LSC) [Note: Confirmed that SCSATFR | 19 Avgus! 2013 | Group » Relerip 4.9 zbove
' anfy has a draft of thiy minute]

; = Maywa hava the oficial version of bis
j ( 3 +  MDStndng mode' ralemed to n paragraph 10
TN ! -
- »

Repot refesred o paragraph 13
Offictal DPE spprovad rofarrsd fo In paragraph 18 + responss refermed fa in 21

0057-(g64-0001-0148
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O stuabapoviedtyss @ 12 O provdedinysa

3 hoton Werismans' Usa Ta be confirmed by GCS
-~ [Excen) BADC meeling held al 9h09, Carlton Centre, BR 4703 20 Augtsst 2013 | Growp «  Copizs of PPM (Nokutuds's USE)
= Revied PPMincrporating CPPPM
Voo v | (Excerpl) BADG meelu hed al 5h17, Carion Cenbe, BRAG0L 27 Seplember | Group «  Wllch K he minutes lo confirm
. ¥ *  Appaintmenl of service providar refarmed foin tha second subrmisslon 2013 dalals

e Minuic; wH ba provided once we

hawe 2 ;cass o Carkon Cenfre
{Excerpl) BADC meeling hefd at 9117, Carfon Centre, BR 4202 21 Ocloher Group «  Mirutz:wil be provided once we

2013 heve ¢ xess o Carllon Cenlre

Documents referred to in memoranda

Mema ko Angj Singh (AS) 1o Brain Molefe (BM) re accentanca of Final Business Case | 29 Aprit 2013 { Group~ « BADC 13 Fokder - subnisslons
«  Spechal BADC mesting of 23 Apri 2013 - kindly provide minules + submissiens Yusuf o hinuds; will be provided once we
« inleractive sesslon arranged with Sharchalder representafues - any minute Mahommed have = zess {a Carllon Centre
correspondence in thal regand (Request senddo TFRY
s  Evidenca of consensus and acceplanes i be reached between TFR CE, GCFO
and GOE [Nate: we yet o recefve 8 sigred version of the Business case—
may we hava it}
Memo from BM re appuiniment of members of the CFET [Note: TFRISCS Lo please 8 hlay 2013 Groupt Tr « Reler 242 above
provids appalntment [etiers and mandate of members of the CFET] iSCS)
»  Shrategic Procurement Plan [TFR (SC5) to cherk and advise]
»  CFET Minules [TFR {SCS] to check and adviee) :
5 Mema from BH, AS, Garry Plla [GF) and Peler volmink (PV) o the BADC resubmission | 7 Augusi 2013 { Group Supply shain policy
B of tha PPM for spproval « PFM

v Amexutes A and B ieforred foin paragraph ¥ of this memo
Mema from SG fo Danls Sinit re appointment t9 CFET 4 September TFR(5C5)

. =eivd from TFR (SC5) 24
»  Stalegk Procuremen Plan refered tnin the introduclory paragraph €013 AT

} Mema from Styahonga Gama (SG} ia BM ro stafus updaie step 1 and 2 78 July 2013 Group i TIA » Thete 6noTiA repard for the
- - o TiA repord referred (3 under the Signature of Licky Mabokels {soe last pega of transe< 1 as the arkglnal Iotal
) momo) [TFR {SCS} 10 chock and sdvise] tostw,  gthan RIS

l < {eonsyi _ °§)

005

1
l !
i
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Speciicalions - TFR (Technical) - L. Frikke Hamriy, SCS ta faclitate

Secwrily of tander receivad TFR [Nota; Securify recelved for advance

seyments, Guarantee also recefvad for CHR Relocation {onlyl}

»  oafol frenfar of tha money ~ TFR - Moola } Mabunda [Note: Werksmans
‘o request from these}

A fisl of names of the board members that served in Transnet diring tha lender

‘or the acquizifion, pre-appiication and post awarting the tender

\ny LoanFunding agreements het may have been concluded by TransnetTFR

0 Nok on Warkenan’ USB © Tobaconfimed by_GG
Other Documents Required T
T ek, 19 DA 1064 Transacton i genarai— GrooplTER | = TR confmed thal frey provics |
= 3H documant [Note: TFRISCS has providad all REP's at well as the Informafion on Frday he 8 Sept
financial submissions by the CEM's) M7,
»  Tender Reglstar

fthar o ortiar fender (see paragraph 4.3 "Proposed Rasolution')

areizfon lo he bransachon =TFR _ .
Cormesp: dente siat=d on page 2of the nofce from Bombardier wik respact lo Transnel's {Apdd 2015} TFR
fequest ). TE-fadity ocation tom Koed 1o Dusban
Per bus 358 casa version O (date complisd: 5 March 2012) OMach2012 | TFR
»  Varmquire the prices of fia 95 Electric and 43 Dieset Jovamolfees {part of 1202 | (date of
scomollfves) thal wers aporoved end hed akeady been approved and wers submission)
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ANNEXURE B

Fram: Nkululeko Sibiya Transnet Freight Rail JHB [mailto:Nkululeko Siblya@transnet.net]
Sent: 11 September 2017 12:11 PM

- To: Thandij Tshabalala <ttshabalala@werksmans.com>; Lindiwe Mdletshe Transnet Freight :ail JHB
1 <lindiwe.Mdietshe@transnet.net>

: Ce: Harold Jacobs <Hlacobs@werksmans.com>; Ndiphiwe Sllinga Transnet Corporate jHB
] <Ndiphiwe Silinga @transnet.net>; Orla Murphy <omurphy@werksmans.com>

Subject: RE: 1064 Locomotive Acquisition Transactlon {IWOV-Litigation.FID385171)

| hope this email finds you well.

Please find herewith attached documents which | handed over to your driver on Friday, 08 - -~~~ T
September 2017.

} Good Morning Thandl/Orla
|
{
)
] | am aware that some of the information is still outstanding and | will try my best to secure e

N L

l \“j halance within the week. Kindly refer to our comments (in blue) below regarding latest proz -2ss.
\ .

]

l J Kind regards

Nkufuleko

From: Thandi Tshabalala [mailto:ttshabalala@werksmans.com]
Sent: 01 September 2017 03:17 PM

To: Lindiwe Mdletshe Transnet Freight Rail JHB <Lindiwe.Mdletshe@transnet.net>; Nkulule! > Siblya
Transnet Freight Rail JHB <Nkululeko Sibiya@transnet.nets

Cc: Harold Jacobs <Hiacobs@werksmans.com>; Ndiphiwe Silinga Transnet Corporate JHB
<Ndiphiwe Silinga @transnet.net>; Orla Murphy <amurphy@werksmans.com>

Subject: RE: 1064 Locomative Acquisition Transaction [IWOV-Litigation.FID385171]

F ELEBRATING THEVISION AND DEDICATION.
OF OUR FOUNDER NATHA N WERKSMAN

Clich bare tooamee sur W0 Syest timcline

- Keeping yoe ddoes (i 100 years
Anenday of thel (A fraca diliante

, . :

This email and its attachments are private, confidential, may be subject to legal professional priv

! 3e and
ara only for the use of the intendegd 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 emall. As discussed, plea. = see

below and attached (in red) confirmation of what was discussed/agreed In respact »f
i 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 mada p lor te

0057-gg64-0001-0151
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[—

l fir slisation of negotiations i.e. before or during negotiations. Kindly provide us with
ali submissions by the 4 OEM's before or during negotiations ‘along with the
1, re--uests from TFR/Transnet requesting such submissions, if any) - We note it was
3 di: :ussed that these mostly comprise clarifications, of which the B£FO ciarifications
we e provided... However, the responses to the BAFO clarificatiors by the OEM's
5 an | clarifications/other info and responses after the '‘BAFO stzge' have yel to be
pr vided (these are to do with the negotiation stage - we understar 1 that whatever
cle ificationfinfo required from the QEM's at this stage, TFR woull have required

-rez Jonses in writing);
]
!
j

TFF submitted 2 files for both Electric and Diesel clarifications and responses during the - -

) ne; itiations stage between February and March 2014. These have all th: communication
) ;(_ \” bet veen TFR and the OEMs,
ot
JI 2  Otrar relevant Information held by Supply Chain Services (:hroughout the

cor sultations 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

[—"

breyd and refers to documentsfinformation previously referred to by others (not
5C:), which documents/information are not specified., This makes
ide tifying/locating same virtually impessible, but In locating ¢ her 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> requasted);

As ¢ eviously explained at the meating, the statement does sound more like “FR has with-held

per: sent information which might be useful in this exercise. We believe we 1ave provided all

—--""‘-...._.-r—-f [RRE p—]

\_‘f' that s required unless Werksmans is specific on documents that must still be <ubmitted.

3  Acc-ss to all laptops and or hard drives used by the Transnet tezms during the
evz lation and negotiations processes. This will be for purpose: of extracting
fore 1sic images of these devices, In order to prepare sufficiently fo - 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/ »r hard drive -
first y 8 or 9 laptops had been utifised for the evaluations stage a1d all but one
hav- been wiped/cieaned and retuned to IT, The ane that remains with TFR/SCS
can e provided, though the passwords to the Info stored separately ‘or the various
CFE teams will have to ba verified first. There is also an external rard-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 ;

L

i

N

0057'364 0001-0152
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l A laptop together with an attachment which contained information that was saved from the
w +/- 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
Woerksmans.

lJ
4  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 availabllity of these and advise. Was noted that

¢ Scott Edmundson and 'Napa' were part of the Webber Wentzel teamn, and Dav:d
ST Honer of the Nigiza Honer team;

W ?(F \ | did communicate with Scott Edmundson from Webber Wentzel and he confirmed that they
did not record any minutes from the negotiations. However, | have shared the recordings of
the meetings held at Webber Wentzel, Unfortunately, we had not requested a transcription of

'*I these recordings. | hope the recordings provided will be, to a large extent, useful.

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
negotlation they would come with their material then take it with them an 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). It 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 | 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
i evaluation reports from finance (x2) have been provided. The final evaluation
report from ﬁnance has also been provided Inote: Werksmans files 22 & 23],

, TFR will clarify with Laher and Mools 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;

' i 5  Working papers of the external audit teams which formed part of the evaluation

i
I
|

00574@864-0001-0153
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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 mofe 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. Al TFR/SCS has In its possession (which
has been provided) is an unsigned resoclution of the BOD and memo from Brain

Molefe to the BOD {signed 23 May 2014) which pertain ta the increase in ETC from — -

R38.6h 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 materlals 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 meating is to be set
up through Ndiphiwe witk finance to determine what documents/information are
relevant to the increase ir ETC and where same may be obtalned/sourcad;

TFR only had informatior irom Regiments and not the other audit support structures like
KPMG ete. TFR will await  nmunication from Wearksmans/ Group {Ndiphiwe) so that we make

sure that all relevant st «eholders/team members are present at the meeting that must be
scheduled.

Tha report or de' -erable submitted by Regiments, Potter and other advisors
througheut the pr vass - TFR have provided a design and development report by
David Potter {(as Jtained from Finance). Generally, TFR/SCS does not have reports
and other information submitted/by consultants as those, in relation to 1084, were
sourced/ appointed by Group. You have undertaken to write to hnance 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;

| 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 Macla - TFR/SCS has provided the finance accounting info at evaluation (x2



hardcopy filas: please note paragraph 6 above re reference copy) and negotlation
stage (electronic version on flash-disc). Accounting info pre-evalvation 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 Infermation 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 decuments may still be outstanding, as TFR/SCS has
given everything in its possession believed to be accounting information;

We will await communication from Werksmans to advise on the suggested date to have the

meating.

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 Werlsmans 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, Géné Bailing (TFR) Is responsible
for business cases and will provide TFR/SCS with the contact details of Francis
Callard and Johan Bouwer. SCS will facllitate 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. 1D {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 detalls for Francis will be shared with

|

Werksmans on one of the responses requesting for this information below. Werksmans to

e T L

?
|

|
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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

}
I}
up with Ms Galent;
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 Galenl, this is 8 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;

1
C) @ Werksmans will follaw up with Ms. Galenl (as highlighted above),
I ] 14 Document prepared by JD Pillay and team setting out the risks associated with the
l J acceleration of the delivery schedulie - SCS to provide;
3 BPocument was shared with Werksmans on Friday.
l , 15 Letter and correspondence bet/een Transnet Group and the OEM's pertaining to
l the Relocation of the two (2% JEM's from Koedoespoort to Durban - this Is a Group
' y item, the office of G Pita i _ articular;
. l Group action item.
ﬂg} \_,l 16 Letters and ce e.pondence by Transnet Group to TFR pertaining to the Relocation
l { of the two I OEM’s from Koedoespoort to Durban - see paragraph 10 above;

5 A lett Jrom Transnet to BT requesting them to relocate to Durban was shared with

} W «smans. CNR does not make mentlon of this letter in any of their communication. Group to

J? 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

i the basis of the responses to paragraphs 7 and 11, In particular the anticipated
engagements with Francis Callard and Johan Bouwer;

L v

l o advise if a similar letter was issued to CNR,

005t364-0001-0156
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Francis’s contact details: 083 283 1593

18 Communication between Transnet and the Shareholder Minister relating to the

R15,9 bifilon Increase In the ETC - Group item, TFR/SCS to check and advise
fNate: Werksmans has toady written to the company secretary];

Deocuments per Werksmans list 3 August 2017 -

19 A Regiments. report and documentation including all technical caleulations 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,
‘ l'; TFR/SCS to check on what they have;
r

1
|
|
|
|

Group action item, What we have was shared with Werksmans on Friday.

20 All transcribed recordings of the meetings heid 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;

21 The attendance register of all persons Involved in the negotlatlons- TFR/SCS to

l All TFR recordings were shared with Werksmans on Friday.
‘ provide;

l_\
~$.~H) ! 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, ses above;

Scott Edmundson ~ 011 3306233 or 071 863 6737
Nana Dlaminl —~ 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; \ \
'y

0057l364-0001-0157
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TFR SCS following up with TFR Finance. Feedback to be provic :d to Werksmans within the
week,

24 The High Value Tender ("HVT") working papers of TIA -~ FR/SCS has provided on

fiash-disc collected on 27 July 2017, TFR/SCS still to prec side the reports from TIA
(for all steps of evaluation steps and final repot);

25 HVT working papers of SKX ~ TFR/SCS has provided on Jlash-disc collected on 27
. July 2017, TFR/SCS still to provide the report from TIA;

) TFR to provide information within the week.

| TFR mentioned at the meeting that it bad no informatlon relating to audits conducted by SKX.
q (’_; We will try to locate those that were involved with these auditing “ 2ams.

collected on 27 July 2017, SCS still to provide the report fr .m TIA;

] Similar to the respanse ahove, TFR does not have information rel ting to audits canducted by

Ernest & Young. We will try to locate those that were involved witt 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

TER following up with TFR Finance to see If there is any additional 1formation by David Potter
that was not shared with Werksmans.

28 The agreaments entered info between Transnet and ti 2 OEMs namely: CSR,
Bombardier and GESAT ~ provided.

Provided.

' : 26 HVT working papers of Ernst & Young - TFR/SCS ha:- provided on flash-disc

j Documents per table ("documents still required™) — The at :3ched table has
) been updated with comments/requests (In red).

e —— &
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Documents referred to in memoranda
‘ Memo from Anoj Singh {AS) to Braln Molefe (BM) re acceptance | 29 Apiil Group - 8ADC 2013 Folder -
) of Final Business Case 2013 Yusuf submissions
! »  Special BADC meeting of 23 April 2013 - kindly provide Mahomm Minutes will be
i minutes + submissions ed srovided once we
% s Interactive session amanged with Shareholder Aave access {o
} representatives - any minute correspondence in Cariton Centre
that reqard (Request sent fo TER)
] Memo from BM re appointment of members of the CFET 6 May 2013 | Group/ Referto 4.2 above
i [Note: TFRISCS to please provide appointment letters TFR
‘? and mandate of members of the CFET] {SCS}
: -+ Shategic Procurement Plan [TFR {SCS) fo check and -
! Memo from BM, AS, Ganry Pita (GP) and Peter Volmink (PV) 7 August | Group 3upply chaln polley
’ to the BADC resubmission of the PPM for approval: 2013 PPM
» _Annexures A and B referred to in paragraph 7 of this
Memo from SG to Danie Smit re appointment to CFET 4 TFR Recelved from
g +  Stretenic Procurement Plan refemred to in the Seple {SCS) fFR (SCS) 24
cyo introductory paraqraph mher July 2017

! Memo from Siyabonga Gama (SG) to BM re status update slep 1| 25 July Group/ There was no
' and 2 2013 TIA TIA report for the
: »  TIA report referred fo under the signature of Lucky transaction as
j Mabokela {see last page of memo) [TER (SCS} to the original total

*please note the table obove comprises a truncoted version of the one sent to TFR SCS. Thand|

{ Tshabalalo of Werksmans and Nkululeko Siblya of TFR discussed on the morning of 18 September
t 2017 thot TER SCS will peruse the entire table once more  d provide any further documents that
may be outstanding ond in their possession,

( C

J
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Schedule gantalning persons interviewed d 1ring the investigation

Indlviduals f2am Transnet Group:

1  Siyaborga Gama (Transnet, current Group Chief Executive)
2 Brian Milefe (Transnet- Group Chief Exacutive 2011 10 2015 )

3  Garry Pia {Transnet, current Group Chief Financial Officer)

e e S ——— e v et e [

4  Yasmin “orbes (Non-executive Board Memb 2r)

,-:h\
E:ﬂ 5  Nokuthila Khumalo (Transnet current Comyany Secretariat)
/ 6 Kgauge!) Makhura (Snr Specialist: Records Management, Policy Development and
i Internat Control)
:
¢
] 7  Edward “homas (Transnet (Group Finance):
8  Yusuf Mchammed (Transnet (Group Finance’)
] 9  Mohamm 2d Mahomedy {Transnet (Group Fir ince, General Manager))
l Individuals fron Transpet Frelght Rall ("TFR"}
)" T 10 Thammi Jlyane (Currently Transnet's Chef Offcer Advanced Manufacturing,
~ previous| Chief Procurement Officer at TFR)
I 11  Nomfuyo Salend (TFR)
l } 12 Rita Rope- (TFR)
} 13 Pragasen llay {TFR)
l } 14 Lindiwe M lletshe (TFR) : !
l I 15 Nkululeko siblya (TFR)
1 | 1
0057-0l4—0001-0160



TRANS

0057—Ol4—0001—0161

A e T L Y T LR L R AT LD R T TR Yl T TS T S e i M
B L L e TPt e L L N DS ML B S B R

16 Yousuf Laher {(TFR)
17 Mohammed Moola (TFR)
18 Thabo Seapi (TFR)

18 Francis Caliard { Ex TFR employee)

20 Danle Smit (TFR)

21 Lazarus Mabunda (TFR)
Jransn : ")
22  Frikkie Harris (TE)

23 Chrls Uys (TE)

Trans

24 Mmathabo Sukati {Transnet Chief Audit Executive)

NET-REE-BUNDLE-Q00438.
10U

25 Emma Molotwane of Sekela Xabiso ("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
on-Tra t loyes
29 Dr Andrew Shaw ( of PWC)

[
30 Anton du Randt (of PWC)
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31

32

33

34

- 35

36

161

Jeffery Kron {Norton Rase Fulbright representing employees of Mckinsey)
Rowlen Von Gerfecke (Minority Shareholder In CNR)

Robbie Gonzalves (Minority Shareholder in CNR)

Lulamile Xate (Minority Shareholder in CNR)

Representatives of the South African Reserve Bank

Representatives of the National Treasury

Wha Werksmans did not interview during the investjgatian

1

Ancj Singh (Transnet Group Financlal Officer for 2012-2015)

Sallm Essa

Mafika Mkwanazi (Chairman of Transnet for the period the Transaction was entered
into)

Mathane Makgato ( Ex Transnet Group Treasurer 2013- 2015)

Niven Pillay (Regiments Capltal)
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WERKSMANS
ATTORNEYS

PRIVILEGED AND CONFIDENTIAL

WERKSMANS® REPORT ON THE PROCUREMENT OF 1064
LOCOMOTIVES FOR TRANSNET FREIGHT RAIL ("TFR") GENERAL
FREIGHT BUSINESS

("PRELIMINARY OBSERVATIONS")
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SCOPE/MANDATE

the 1084 locomotives acquisition ("Transaction"”) pu-suant 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, ("Mar:iate"). Relevant portions of

the Mandate for purposes of these preliminary obsevations will be dealt with in
{ —— more detail below. : T e

1 1 Werksmans Inc. ("Werksmans"} has been requeste-.f to consider and advise on

! ,(ﬁ ) 2 At the instance and request of the Chaiperson and members of the delegated
tqzd

O : Steering Commitiee of the Board, Werksmans is :xpected to produce these

] preliminary observations by September 2017.

3 Within the limitations as will appear further be ow, Werksmans have in

deliberation with the delegated Steering Committes, focused its consideration

l on the legislative framework applicable read wth the relevant Transnet

procurement procedures and policies, the constituznts of the relevant boards

l and/or committees and the financial architecture .f the Transaclion for the

' ] relevant period.
\

DISCLAIMER

4  The initial views and observations expressed and ccntained herein may not be
relied ubon 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.

J

J * 2
?

005'0364 0001-0164
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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 {o issues
pertaining to the Transaction, and exciusivei, for the benefit and information of
the persons fo whom it is expressly addressed. These preliminary observations
may - .t, without our prior written consent, be used or relied upon for any other
r ..se whatsoever or (in whole or in part) b2 transmitted or disciosed 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.

W

Accordingly, Werksmans, ifs-affiliates and their respective directors, employees

and consuitants shall have no liability o any Third Party.

As agreed in our engagement letter, the aggregate liability of Werksmans, its
affiliates and their respective directors, emplcyees 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 Werksmans' affiliates and the individuals referred to in this
paragrap'h, capable of acceptance by any of tham at any time.

~ For the purposes of preparing these prelimirary 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=ade available to Werksmans by

‘Transnet, Regulatory Authoriies as well as other -information sources as
recorded herein below.

These breliminary observations are based on cur interpretation of the applicable
South African laws, relevant Transnet policies/govemnance 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 faw or fact, which may affect these preliminary observations and which may
come to Werksmans' altention after the date of these preliminary cbservations.

sonsee BANSNET-REE-BUNDLE-QQ442 ...
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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 fo publish the entire document.

pr—

OVERVIEW/LIMITATIONS

_pr——

10 It is necessary to give an account of evenis that have precluded the authors

i 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.

]

P

S/
iﬁjﬁ

1
|
i
i
i
i
i .
11 The extent of the allegations of corruption and public outery invoiving Transnet
l ‘ and its personnel are well documented. In relation to the applicable legislative
framework and Transnel's own procurement policies, as determined from time
' to time, we have identified in the course of our examination of the information at
A hand that Transnet has not adhered to either. These apparent deficiencies
l identified in our prima facle views are subject to further interrogation and
H investigation. In the course of our continued Mandate these considerations and
i
i
|
i
|

the extent of compliance will be addressed. In the result, we have been unabie
! to complete the investigation.

{ % 12 The appointment of external consultants fo the Transaction, including McKinsey
J S who it is alleged subcontracted part of the work to Regiments, most of whom
! | are now the subject of various investigations, remain under suspicion.

Regreitably, despite repeated requests, Transnet has failed to provide complete
documentation and credible information. We are at this stage therefore unable
j 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
] comprenhensive chronclogy of the requisite documentation and information,
despite undertakings, remains still to be completed. The perception exists that
senior management anq the Board are seeking to cover-up corruption.

—

E-Y

[ —

K
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I 14 It is therefore in cur view reckless to opine on the allegations made against

l ] Transnet without = full and complete dossler of information, together with a
concomitant oppori.nity to test the veracity of such information {o the extent that

such information is ‘orthcoming.
i
i

l 15 We note that whils® consideration of the legislative framework will of necessify

! be required fo be traversed in order to fully discharge our obligations in terms of

I the Mandate, it i3 not our intention for purposes of these preliminary

'F} observations to explore the relevant legislative architecture, which of necessity

;_i will include infer aliz the Public Finance Management Act, 1 of 1999, ("PFMA"),

) }’\!{ the Companies Act, 71 of 2008, ("Companies Act") and the Prevention and

L_—j 7 . Combating of Carru >t 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 dus course.

i

i

|

I 16 Werksmans was apoointed by the Board to investigate and provide an opinion
on the allegations irto irregularities in the procurement and award, infer alia, of

I ) the 1064 Locomotiva Acquisition Transaction. The appointment was essentially
the product of a dossier of documents/ pro-forma charge sheet received in June

l '.; 2017 from the GCE and released by the Economic Freedom Fighters ("EFF")

into the public domiin ("EFF pro-forma charge sheet"), as a precursor to the

|

|

f\‘. " EEF's advise that it intended to lay charges against, infer alia, the Board in
J)W i refation to the Transaction. The Mandate was also extended to include forensic
"j audifors to examin= the financial architecture of the Transaction. Transnet
’} approved the appo'niment of PriceWaterhouseCoopers ('PWC") who were
I | subcontracted to Werksmans.
1
l JJ 17 We pause o menton that save for the EFF pro-forma charge sheet, no

documentation of whatsoever nature accompanied the Mandate notwithstanding
an exiract of its term s as is recorded below:

"The investijation will be for a period of 12 weeks (3 'monthsl), at the
most, broken down as follows:

]
)
)
]
]

0054364-0001-0167
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} 1. Planning and studying of documents: (2 waeks)
2. Analysis of evidence, interviews and consolidation of
\f 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 Septembsr 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 raquired to discharge its obligations in terms of the Mandate, After
engaging with TFR SCS at or about the end of June 2017, Werksmans were

‘i'ﬁ informed that TFR SCS would provide what they have retained, on specific

request from VWerksmans, and with the caveat that it is to be borne in mind that

N ed T e e e

certain documents may be housed at Group or elsewhere.

19 With the benefit of hindsight and given the ambit of the Transacticn, the pericd
over which it spans, the vast amount of information peraining thereto, the
importance of the third parly investigations conducted to date, as appears from
the issued repcrs on State Capture, and further having regard to the difficulties

l experienced in obtaining precise instructions; we record that tre timeframe

' stipulated in the Mandate for provision of the report was nevar sufficient,

lJ' reasonable or realistically possible. We note that securing/procuring the
assistance demanded by an investigation of this magnitude is still an ongoing

Q}l} ‘f process, but nate the very recent introduction of a designated executive, Mr
i Thamsanqga Jiyane, whom we understand has been appointed to facilitate the

required assistance to enable a more expedient and efficient process.

i
1
I
.
!
I
|

00594%-0364-0001-0168
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20 Werksmans in consultation with the delegated Steering Committee of the Board

21

22

23

24

observed a poiential conflict of interest of retaining PWC, given the latter's
report on the Transnet Engineering ("TE") scope during 2013/2014. We nofe
PWC had stated that it had satisfied its internal process regarding the risk
associated in any perceived conflict of interest. Frorm 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
perception that a perceived conflict of interest could materialise. Thus and given

168

W

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
and veracily of any aspect of the Transaction.

In light of the above, it was resolved to terminate PWC's appointment and fo
lappoint the Professional Group, led by Professor Harvey Wainer, on or about 29
August 2017. We note that on 26 Sepiember 2017 we, on behalf of the
Professional Group, called on Transnet to provide additional documentation.

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.

We have established on good authority the existence of evidence that has not
been produced. On Saturday 30 September 2017 we obtained a re-writable
compact disc of documentation which s in excess of 5000 pages, all of which
pertains to the Transaction.

Regrettably we have been unable fo carry out the full investigation into the
matter as sef out and identified in the Mandate.
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25 Given the hesitztion and reluctance fo 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 discem whether the award of business and
recommendations "would nof be harmful to Transnef's image". Furthermore, it
has not been possible, within the limited time available, fo determine whether
internal processes, given the policy and govemance framework in existence at
Transnet at the relevant ﬁme, were adhered to at all times. This is a feature of
the Transaction that needs fo 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 examinat—ion 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.

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 fo mention a comment made by the then Minister of Finance as
appeared on a news bullefin of the ENCA on 27 September 2017, wherein the
following was headlined

"Gordhan asks how many people are marching on Transnel over
massive locomotive deaf",

seclion 54 of the PFMA deals with the information and activities that the
accounting authaority 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. '

w



TRANSNET-REF-BUNDLE-00448

| 1 i 0
1 51135663v1" i
J 30092017 w

} 27 Material witnesses have been identified and are to be engaged regard being

'] had {o the examination of the documentation and information currently

! available. Realistically it is anticipated that both Werksmans and the

5 Professional Group will be in a position to provide a preliminary reporf by the
end of November 2017. Based on that preliminary report, decisions can be

ﬁ made by Transnet and Werksmans as to the future progress of this

| investigation, '

|

!

- TRUNCATED CHRONOLOGY OF SALIENT EVENTS - S

],\ 28 On or about 25 April 2013 the Board of Acquisitions and Disposals Commitiee
E:} ("BADC"} made a recommendation to Transnet's then board of directors
] ("BOD") to approve the final business case, which would accompany Transnet's
section 54 PFMA application to be made to the shareholder minister, the
] Minster of Public Enterprise ("MPE"). The BOD in a Special Meeting held on 25
Agpril 2013 at 14h20 ("Special BOD Meeting") resolved:?

j

"6.1 Procurement of 1064 locomofives for the TFR General

nl _ Freight Business
| RESOLVED that the Board approved the following:
I : . The business case for the acquisition of the 1064

locomolives for TFR's General Freight Business at an

, iy estimated cost of R38.6bn as per the Corporate Plan

J‘-i\_/"” - (excluding potential effects from forex hedging, forex
~*i . escalation, and other price escalations)."

. .
———

| N,

! Please see the “certified excarpt from the draft minutes of the specls! meeting of the Transnst Board of
Diractors No.13/3 at 14:00 In boardroom 4623, 46™ 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

MriB

Mr ME Mkwanam

Ms DLJ

' Ms Nr Njeke

Mr IM Sharma

Skosana (Chairman) Tshepe . (Chairman) (Chairman)
(Chairman) (Chairman)
Mr MA Mr NK Choubey | MsY Forbes | Mr MA Fanucchi | Ms Y Forbes
Fanucchi
Ms NR Njeke | Ms Y Forbes Mr HD ' MrHD Mr ME
Gazendam . Gazendam Mkwanazi
MsE Mr IM Sharma Ms N Moola Ms N Moola Ms NR Njeke
Tshabalala
Ms DLJ Tshepe | MriB Skosana i Ms E Ms DLJ Tshepe
I Tshabalala

RECOMMENDATION POST 13 JANUARY 2013

364-0001-0172

R'éﬁuneratl
Mr ME Ms DLJ Ms Nr Njeke Mr IM Sharma
Mkwananzi Tshepe (Chairman) (Chaiman)
(Chairman) (Chairman)
Mr MA Mr NK Choubey | MsY Forbes | Mr MA Fanucchi { Ms Y Forbes
Fanucchi ‘
Ms NR Njeke | Ms Y Forbes MrHD Mr HD Mr ME
_ Gazendam Gazendam Mkwanazi
Ms E Mr IM Sharma Ms N Moola Ms N Moola Ms NR Njeke
Tshabalala
Ms NP Ms DLJ Tshape | MrIB Skosana | Ms E Ms DLJ Tshepe
Mnxasana . Tshabalala -
’ Ms NP
Mnxasana
10
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1)
i I RECOMMENDATION
l ! ‘, That the Board approves that Ms NP Mnxasana be appointed as a member of the
! ) ) Board Acquisitions and Disposals
H W
I r;‘b RECOMMENDATIONS POST 25 JUNE 2013
i ]
' ;,5 P B L
l _ 'l,_‘ Ms Nr Njeke Mr IM Shama
*‘-J (Chairman) | (Chairman) (Chairman)
' I Mr MA Ms Y Fotbes MsY Forbes | Mr MA Fanucchl | Ms Y Forbes
3 Fanucchi
I - i Ms NR Njeke | MrIM Shamma | Mc HD' Mr HD Mr ME
1 Gazendam Gazendam Mkwanazi
i |
! Ms E Ms DLJ Tshepe | Ms N Moola Ms N Moola Ms NP
l v Tshabalala i Mnxasana
R Ms NP | Mr IB Skosana | Ms E Ms NR Njeke
l ; ! Mnxasana Tshabalala
T
\ ' Ms DLJ Tshepe
i i
Iy
]
' [
|
l Ll“j !
§ir
S
: 11
)
i 1
005788364-0001-0173



e _ TRANSNET-REF-BUNDLE-00451

1

| 173
| | W
i
i

RECOMMENDATIONS POST 25 JUNE 2013

; o Audit: od o Corporate:
5 N v -..if I RO
] 4-:.:': R T R L - PR R T e RS g g -.'-"--':
I ] Mr IB Mr ME M3 DLJ Ms Nr Njcke | Mr 1M Sharma
{ Skosana Mkwananzi T-hepe (Chairman) (Chairman)
l } (Chairman) (Chairman) {(Chaimman) o
{ Mr MA MsY Forbes *s Y Forbes | Mr MA Fanucchi | Ms Y Forbes
= Fanucchi
l t”'" Ms NR Njeke | MrIM Sharma | M-HD Mr HD Mr ME
| G zendam Gazendam Mkwanazi
I } Ms E Ms DLJ Tshepe |MsNMoola |MsNMoola | Ms NP
Tshabalala Mnxasana
! Ms NP Mr HD M- IB Skosana | Ms E Ms DLJ Tshepe
I . I Mnxasana Gazendam Tshabalala
‘I ' Ms NR Njeke
I ’ , RECCMMENDATION
I The Board notes the retitement of Mr NK Choubey at the last Annual General

I Meeting. The Board RESOLVED that t approves the following:

J:; ""'9 » 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 appoint= 1 as a member of the Corporate Governance

and Nominations Commitiee.

("Chairman") wherein it was reco ded:
|

t

12

00

I 29 On 3 August 2013 the MPE p:nned a letter to the Chairman of the BOD
!0364 0001-0174
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I "...I see Transnet Engineering (TE) playing a critical role in devefoping

1' strategic and industrial capabilities relevant to the rail supply chain. In

I so doing, TE is expecied lo systematically support the development of

a broader raif industrial cluster invoiving the private sector and position

South Africa as a rail equipment manufacturing hub for Africa. In order

l } to achieve this, the current locomotive procurement programme should
be used fo ensure that a world class enterprise and rail cluster is buiit.

Approval is hereby granted to Transnet for the procurement of the 1064
locomolives, subject ta the following conditions being met:

{ 1. A clear statement by Transnet with regard to the TE's vision in the

- : focomotive supply chain and what capabilities will need fo be

; j\j o~ developed fo make this vision a realiy.
s

W 2, Transnet to provide TE's seven year locomolive supply chain
sfrategy illustrating what is being imported, what TE produces, what is
] being outsourced to the private secfor and the broad conditions
associated with oufsourcing that will result in the building of a
compelfitive national indusiry. Stuch conditions may include industry
] compelitiveness ben marking, investment in plant and skills and the
: requirement that intc 'stn" masters quality and leam manufacturing
] disciplines in exchan, fc long ferm confracls.

3. Transnet to provid  :lear plan fo the strafegic fit of this locomotive
procurement fo the b, ler road to rail migration to objective. (sic)

4. Transnet provides 1e Depariment -with a view of the localisation
strategy for the follow q sirategic components:

i
1 ' 4.1 Tracltion n rerior
" 4.2 Traction no -
>‘.“_ - Diesele jine,
" - Bogies;

- Electric. 1 system;

- Management system;

- Confrol system

country is recognised and apprecialed, 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:
|

l , } Transnet's continued commitment fo the economic development of our
} -

005'0364-0001-0175
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"l have noted Transnel’s infention to acquire 1064 locomolives over the
next seven (7) years at an estimated cost of R38.6 biflion. | am aware
that the acquisition aims o facilitate the ramp up in volumes
transported from the current 80 milfion tons to 170 million fons as
envisaged in the Market Demand Strategy (MDS) which forms the
basis of Transnet's 2013/14 Corporate Plan.

et

However, | am concemed that the profitabilify of the project is highly

dependent on Transnet's General Freight Business (GFB) being able to

. grow the volumes fransported at amounts above GDP growth and

tariffs charged at above CPl. Failure fo 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.

)

H
v

P!
o

;
f] The success of the project entails further capital expenditure, including
. the purchase of wagons and other expansionary expenditure is
Incurred.(sic) Therefore, | will be expecting a_further Section 54(2)
disclosure on_all_refevant capital _expendilure associated _with the
project.(own emphasis) Furthermore, Transnet must submit a detailed
implementation plan demonstrating how the above GDP growth volume
increases and how the above inflation tanff increases anticipated in the
MDS will be achieved together with the possible mitigation strategies.
In addition, operational cosis must be monitored and rigorously
confrolled throughout the lifespan of the project to avoid any cost
escalations.

Moreover, | have noted that whereas Transnet is claiming that
increasing locomolive capacity and efficiency will lead to lower laniffs
for customers; real increases in fariffs are in fact being projected fo

s

o sustain the project. Transnet must provide regular feedback to National
Treasury on their initiatives to attract customers from road o rail.

submit quarterly feedback fo Nalional Treasury on the stafus of the
acquisifion and the above mentioned refated issues.

J ! look forward to the finalisation of the project and request that Transnef
J ! trust that you will find the above to be in order.”

J

__ ..
S

I
1
I
I
i
I
I
I
I
I
)
I
I
1
1
I
I
I :
1
I }; )
1
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31 On 27 December 2013 a memorandum was circulated from the then Group
Chief Executive, the Group Chief Financial Officer nd the TFR Chief Executive,
to "The Chairperson (Mr. Thamsanqga Jlyane) and the Cross Functional
Evaluation Team (CFET)" of the Transaction, wherein it is recorded:

"PURPOSE:
1) The purpose of this memo is fo;

1.
i
|
i
i
|

s Acknowledge receipt of the final report from the CFET dated 23

I « Approve that option 3 (excluding unscheduled and excluding
scheduled maintenance and exclucing bonus point allocation)
for evaluations will be considered for final evaluations including
the final recommendation;

o Authonze the CFET to issue a request for the best and final offer
for both the lenders for 599 New Dual Voffage Locomotives (fo
only the fop 2 highest scoring tenderers while the rest will be
informed that Transnet will only engagé them should
negotiations with the fop 2 be unsuccessful and 465 New Digsel
Locomotives (all the 4 bidders) for tha GFB;

» Note that the above aclions are subject lo Board of Directors
approval;

o Recommended fo the Transnet Board of Direcfors to negotiate
with 2 highest scoring tenderers and fo award the business for
the supply of 599 New Dual Voltage iscomotives; and

» Recommeénd to the Transnet Board of Directors to negotiafe with

} 2 highest scoring tenderers and to award the business for the

éupp!y of 465 New Diesel locomotives.

J MOTIVATION

7) It is critical for Transnef to receive these locomotives as soon as
\ possible due fo the impact on MDS volumes.

15

J

364-0001-0177

i
1
1
1
1
I
|
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8) The recommended approach allows for the most efficient and
effective BADC and Board approva' process whilst still addressing the
commercial concemns around pricing.

fenderers awarded the 599 New Dual Voitage Locomolives and 2
tenderers awarded the 465 New Digsel Locomotives.

10) The selection of 2 tenderers in our opinion reduces delivery risk;
alfows for locomotive standardizaticn and reduced complexity from-a -

1
J
) . 9) The fenders will be split between 2 tenderers each i.e. there will be 2
} TE build perspective.

11} The request for the Final and 3est offer on both tenders will be

WC]D_N finalised after the final and best offers are received bul before
WARE 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 ihey are in support of this process.”

31.1 Annexure B to this memorandum records:

"Note: 1. The BAFO prices requeste:d from bidders was without the use
of TE as a subconfractor. Therefore the impact of using TE as main

}
1
l
)
-—2?\, ' subcontractor is already being factorad into the initial BAFO price.”
|

32 On 17 January 2014 a memorandum was adcressed to the BADC from the then
Group Chief Executive, SOC Ltd, Brian Molefa which records:

"SUBJECT: REQUEST FOR APFROVAL TO NEGOTIATE AND
AWARD OF BUSINESS TO THE SHORT LISTED TENDERERS FOR
THE SUPPLY OF 589 (COCO) NEW DUAL VOLTAGE
LOCOMOTIVES FOR THE GENERA L FREIGHT BUSINESS

' " PURPOSE: :
1) The purpose of this memo is fo;

* Provide an update to Transnet Board Disposals and Acquisitions

Committes the progress on th= tender evaluation process; (sic)
\

i6

1 ,]
0057l364-0001-0178
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' s Note and recommerd the approval of the tender evaluation

process from step 1 up to step (sic) to the Transnet Board of
Directors (BOD);

Support the recomm andation of the shortlist of tenderers as a
result of the tender evaluation process for the negotiations and
award of business fo 30D and

= Delsgate all necessa’y powers fo the Group Chief Executive to

effect o the above resolutions.

| ]

y j
e .
T

10) A sub-committee of the LSC was eslablished to deal with the very
confidential and defailed ialters of the evaluafion process (Own

emphasis) and this commiilee comprised the GCE; GCFO and CE
TFR.

! 11) The CFET reported ifs finding to this subcommittee for
consideration,

37) However the prcing of the locomotives posed a commercial
exposure for Transnet (own 2mphasis) and also the National Treasury
concem (sic) of nof paying excessive premiums as outlined in the

PPPFA guidelines of premiu ns not being more than 11% by the use of
the 90/10 evaluation.

‘1

|

k‘ . ' 40) The oufcome of the best and final offer is as folfows:

- }w W » T1 offered fo increase procurement to small businesses by R50
million and technofc3y fransfer through skills development
fraining and support ny R10 million. In addition they offered a
R455 000 reduction ir: price per locomofive based on a revised

} foreign currency content percentage.

J* .revised foreign currer: sy confent amount, thus offering the best
‘ price.

| |
B The above process has clmost eliminated the premium on the
transaction.” (Own emphasis:

| .

l 3 » T2 offered a discount >f 2.25 million per locomotive, including a

0057l364-0001-0179

sign, approve and conclude all necessary documents fo give. - e



TRANSNET-REF-BUNDLE-00457

" | 179
| suasseemv w
§
§

MOTIVATION FOR EPLIT OF BUSINESS AWARDED

41) The original MD 3 volumes as promised in the corporate plan are
significantly at risk.

the award of this tenc sr mainly due to the PPPFA jssues experienced.

43) In order fo nof further increase this risk.it is suggested that more
than one supplier be ised to supply the required locomofives fo reduce
delivery risk and enhznce our ability to meet MDS volume targets.

44) We recommend=4 that two suppliers be used fo manufacture the
‘ J - required locomotives..

3
511 42) This is due to the lack of tractive effort at TFR due fo the delays in

45) This view is supp-rted by the folfowing reasons:

j e a) Promofes stan lardization of the locomotive fieef fo ensure TCO

O Cuah is minimized. '
] b) Allows for crtical mass that would enable successful
negotiations o.) price and other critical commercial terms and

{ conditions.

¢) Allows for criical mass that would promote localization and
} programmatic ; rocurement
. d) Allows for flex bility in supplier oplions in future as it prevents
] monopoly behk viour
] e} Reduces the le jal risk of the transaction and
i

f) Reduces the verall contract risk of the fransaction due >

l unforeseen circ imstances
\% !;‘ 46) We further belie e that the above will be achieved by  50%
: allocation to T2 an! a 40% allocation fo T1 of the co .racted
focomofives,
CONCLUSION
J ' 48) Short fist the awa. 1 of business to T'1 and T2 for the supply of 599

electric locomotives s bject to successful contract negotiations.

50) Split the award >f business fo the above suppliers by a 60%
: allocation to T2 anc' a 40% allocation fo T1 of the contracted
) focomaotives subject fc a performance clause in the contract.”

| v

0057l564-0001-0180



e _ TRANSNET-REF-BUNDLE-00458

: i 51135663v1 ' w
J 30082017 i

33 Page 10 of the draft report of the Finance Negotiation Team to the then TFR CE
and the GCFO styled "Key oufcomes from the negotiations for the acquisition of
1064 new Locomotives concluded in March 2014, records:

‘1 "Notes:
The forecast were based on using historical frends of appropriats
indices as calculated by Regiments_Capital. (Own emphasis)
The calculations above are based on information available at a point in _
) time to Regimenfs. (Own emphasis) '
The above calculations were prepared fo demonstrate the impact of
: reducmg the bafch size and will not tie up fo the final negotiated
Y ] = 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
1 response dated 9 January 2014 refers.

2. We wish fo point out that the Request for Proposals in respect of
l - the 465 Diesel Locomofives madse it very clear that it is compulsory
‘L)"‘;} fo use Transnet Engineering (TE) as a subcon(ractor.

] 3. Based on the above requirement, bidders were not expected lo

submit a proposal using any privale seclor company as a
subcontracfor and it would be very unfair fo even consider any offer
3 which included such an option since TE was a compulsory oplion.

4. Should Transnet now consider a private sector option/offer, it will
l i only be fair fo give all bidders an opportunity to provide such an
offer which our request of 4 January 2014 has done.
I 5. We therefore wish to advise that all bidders have been asked to
submit an altermative private seclor in their best and final offer in
X order fo ensure that the process s fair to ail bidders.

6. Based on what is set out above, Transnef is of the view that the
integrity of the procurement process has not been jeopardised.

' J 19

0057-¢864-0001-0181
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Yours faithfully

| A LN

Brian Molefe
Group Chief Executive
Date: 21.1.14."

Tl R VR R SN

35 Inthe excerpt from the minutes of the Special BOD Meeting No. 14/1 held on 24
January 2014 it is recorded that:

1 "4.1.2 Mr Sharma stated that the matter was cealt with af the Board

i} Acquisitions and Disposals Commiftee ("Comm ftee”). The request for
N O -y a confinement had been on the Commitlee's ag=nda for 3 months, and
C o the matter was exiensively deliberated by the Committee. The

l 3 Company currenfly has a contract with Genere! Electric South Africa

Technologies in terms of the Class 43 diesels. The proposal was to

I ] confine the 100 Electrics to China South Rail. There were adverse

media reports on the previous Mifsui confinement's processes. To

l } manage reputational malters, the Company secks fo advance a hew

- supplier. Management indicated that the TFR [ocomotive Fleet Plar

' was first approved by the Board in April 2011, and updated with '

1064 GFB Locomotive submission. The Jroposed  locony .ive

acquisition are in line with the Fleet Plan and ivere budgeted ' the

l A MDS. The delay in the 1064 acquisitions has piaced GFB vo' .mes at

VXR nisk. The risk will be mitigated by the urgeat acquisiti .. of the

l locomolives. The héavy haul 100 Electrics will be deployer in the Coal

Export line and will release 125 locomotives that will be ised on GFB

l S pending delivery from the 1064 programme. Tie 100 Elscirics farm

| part of the already approved Fleel Plan. The 60 Liiesels also filf the gap

l pending delivery from the 1084 programme. The 60 Diesels were not

part of the approved Flest Plan and the subrission requested an
1
|

amendment fo the Fleet Plan fo include tha 60 Diesels. (Own
' emphasis) ‘

20

]
]
)
|
]

P

0057&64-0001-0182



TRANSNET-REF-BUNDLE-00460

51135663v1
30092017 A

4.1.3 Management informed the Board ‘hat the 1064 L ocomotives were
delayed due fo the withdrawal of the PPPFA exempfion (Own

|
]
1 emphasis). The submission proposed an accelerated procurement to
] ‘ mitigate General Freight MDS volures at risk by confining 100
; Electrics fo China South Rail and e.fending the current Class 43
Confract with General Eleciric Sout: Africa Technologies by 80
locomotives. The accelerated acquisitio 1 will mitigate the MDS shortfall
by at least a year with its full effect re-lised commencing 2014/15FY.
The volumes mitigated increases fror: 6.2mt for the 2014/15FY to
15.1mt for the 2016/17FY and the cum.ative income profected will be
SIS R9.1bn for the 2013/4FY to 2016/17-Y. The confinement of China
O o South Rail and extension to General Ele stric South Africa Technologies

l . contract was motivated on the basis of urgency (Own emphasis). The

- accelerated acquisition does not put the MDS cash flow at risk and the
| 1 1064 _acguisitions _remains __unaffec ed (Own emphasis). The
acquisitions are funded from the currer! MDS, The delay in the 1064
] : ~ locomatives will extend its funding to beyond the MDS period. The
E Diesels were in addition to the approvid Locomotive Fleet Plan but
‘ accord with the ﬂget strategy. With a year's delay in the 1064
procurement, the 60 Diesels will filf the g p of the first year.

4.1.4 Managemen! stated that the 00 Flectrics business case
C il 3 articulated the benefits of the earlier thar previously planned delivery of
‘{? the locomotives fo the Coal Export finc. TFR was in the process of
acquiring 143 Class 43 Diesel Locorotives from Gensral Electric
South Africa Technologies (which have : een delivered over the past 2

years and have proven fo be a capablc locomotive). Given the MDS
} volurne shorifall, it was proposed that 60 Diesels be acquired fo further
! mitigate the volume risk as the 1064 pragramme is likely to come on
{_Ji stream in 2015. The procurement proc:'ss was carefully considerad,

I with the aspecls 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

I |
l i
1
| .
i

i

]

0057!64-0001-0183
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Electrics in the 1064 are 22 fon per axel locomofives for the
GFB use.

* Delivery: the 60 Diesels were similar to the 465 of the 1064,
but the molivation for the extension as confained in the
! submission was urgency due {o 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 clariy if the recommendation from the
~ Commiftee was unanimous. He sfafed that the 60 and 100 locomolives
(j 2 were being awarded to_the same entities recommended for the 1064

! transaction, and requested Management to ensure that the malter is

deall with sensitively in the media (Own emphasis). Mr Skosana stated

that the Commitee extensively deliberated on the mafter and
requesfed the Committee {o share critical matlers that were an

the Committee was of the view that the initial business case was notf
properly articulated (Own emphasis), Further, the Commiltee had
considered the reputational risk linked fo confinement processes.

} impediment on the Transaction. Mr Sharma informed the Board that

However, the Committee was subsequently convinced by the revised
N business case and comforted by the fact that the 160 locomolives were
‘(,LL, # _ awarded lo the same entities that were being recommended for the
._ } 1064 transaction. Management informed the Board that the Committee
l had also requested the Company fo explore altemative methods for
acqujsition e.g. leasing oplions for the locomofives. To this effeci, the

] Company will procure 23 second hand Ioéomotives from Australia.”

. ; 36 As per the "Excerpts from the Minutes of the meeting of the Board Acduisitions
' and Disposals Committee no 14/2 held on 26 February 2014, itis recorded:
| ] ) |

"5.1.3 Ms Mnxasana requested Management {o elaborate on TE's
l Scope of Works as it was not included in the original amount (Qwn

| .

0057
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emphasis). She sought clarity if the rolling of prices was extended to
the additional non-shorilizted bidders and whether it had an impact on

the outcome for the 2 ex’sting bidders. Mr Mkwanazi sought clarity on
the hedging and the pric: fixing. He further requested the Group Chief

Financial Officer fo expizin final locomaotives cosfs of R38.6bn (Own
emphasis). Managemen: informed the Commiftee that the defivery
timeframes were significantly shorfened and that 48 locomolives

o Jr—— ] ~

should be delivered per month. Management underfook fo provide

i
|
1

detail on the TE Scope c F Works, in particular the methodology which
will be submitfed to th: Office of the Group Chief Executive for
approval. Management a:lvised the Commiftee that the wamranfies that

r] could conceivably reduce the price stilf had to be agreed upon.
,‘ ' 5.1.5 Management indic-ted that 18 months prior to the evaluation
: process, inflation was low 2r than the current 6%. The supplier will price
;} the risk premium. The Rand price and foreign exchange will be
} amended. The Company will avoid faking any risk. The 6% CPI was
] equal to 26% relating tt a reasonableness test on escalation. The
l} Company decided fo fix t} 2 price fo limit exposure.
1 ) 5.1.8 Mr Mikwanazi soug/ ! clarify on the sum lotal of R37bn. Ms Nieke
VQ stafed that the folal cosi. _of the acqqisiﬁon was_nof reflected for the
l Committee's_consideratic 1,_therefore m_a_tlkinq the tofal costs unclear.,
She was concerned that some costs elements were missing from the
i presentation that was pre. ented by Management, such as the Scope of

Works for TE and tha fot: | value (Own emphasis). She requested that

TE's scope value be statd. She sought clarity whether the Company
reviewed the number of Ic omolives being procured as it appeared that
the Company had reach .d the target of 1066 locomotives.(sic) She
further enquired if the Cc npany wés planning on using the R38bn in
light of uncertainty with fufure amounts, She stated that National

} , .

005I0364 0001-0185
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| Treasury tolerated up to 11% on price differences. The Company's
i price _difference _amounted fo 125% which far exceeded National
: Treasury's limit. In response io the Committee’s request Management
I] submitted an updafed schedule reqarding the R52bn for reconciliation
--‘ purposes. (Own emphasis).

i
|
|
1
1
l ] 5.1.9 Ms Forbes sfated that there was inconsistency in the completion
l of the scheduled and unscheduled maintenance, She sought clarity on -
l o the quantification of the schedules. She encouraged thoroughness in
l ; ~ procurement. She stated that there were now 12 locomotives produced
b 1]. per bidder, from the 48 locomotives per month for 4 bidders on Diesel
| and Eleclric locomolives.(sic) She sought clanty if the Commitlee
I [ would have a constantly growing budget. Management stated that, the
] Company was below the R38bn target (ie R37bn} in temns of base
I j' price and the approved budgef. Additional amounts included hedging
and escalation which will be reviewed by Group Treasury.
I Management informed the Committes that the Company was within
budget regarding the 1064 focomotives.
1
i
|
1
I
I
I
I
I

5.1.10 Management informed the Commilfee that TE's Scope of Works

} was agreed upon and signed off. Management still needed to agree
\l - upon the 20-25% alfocation for TE. Management will negotiate with the
‘ OEMs. Management slaled that in terms of TE's scope, the Company

] should treat the bidders with consistency. In relation to the RFP,
escalation and Foreign Exchange balch pricing will be applied. The

bidders were informed that they needed to form their expectations of

TE. However, the Company will inform the bidders of its view regarding

TE's role. Management informed the Committee that the “rolling of

prices" excluded the non-successful bidders., The 2 bidders were

competing against each other. The impact of forex on the amount of

R312bn (sic) was that the price of the portfolio will be effected by the

devaluation of the Rand efc. Forex amounted fo 60% and 40% was
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I local currency for this transaction, causing it to be affected Fance the
Hedging. The ETC including hedging and escalations costs i3 R52bn,

I Manzgement advised the Commiltee that the ETC and locomotives

I pricing is subject fo change pending confirmation of final TE -S‘cope of

i

1

1

l

Woks and any further potental discount negotiations.

o e e

8.1 Frocurement of 1064 i3comotives for the TFR Geners! Freight

Busirisss: the ferms of reference for the appointment of an ind.pepdent
“ expert will be formulated and finalised by the Board Steering
’"\ Comiiittee_comprised of th: Committee Chairperson, Chairz erson_of

=
<
R

the R!sk and Mr Singh.(sic) The Board Steering Commitiee v.ill gauge

J the s'ills required and app.int a service provider, Going forvard the
expe;. will assist the Board _Management will finalise the pracess of

appoiting an independent xpert. A conversation on how {2 matter
. will b3 finalised will be conmunicated with the Chairperscn. (Own

emph asis).

\ The riafter was in-progress.

37 On 23 May 20 14 the then Group Chisf Executive addressed a memorz ndum to
b the BOD, whic records:

: THE ACQUISITION OF 7064 LOCOMOTIVE FOR TR.\NSNET
i FREIGHT RAIL'S GENERA!. FREIGHT BUSINESS (GFB)

i PURFOSE:

f 1) The: purpose of this meme is:

‘N g) fForthe BOD fo note ti e reasons for the increase in ETC

] h}) To request that the B 2D approve an increase in the e stimated
fotal costs for the gcoquisition of 1064 Locomotives for the
General Freight Busitess of Transnet Freight Rail frym 38.6

"l
l d - , "SUB JECT: INCREASE IN ESTIMATED TOTAL COSTS (+TC) OF
I billion to 54.5 billion.

25
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17) Although the approval from the Minister was not subject fo a final
cost of 38.6 billio; , for good govemance and for informalion purposes a
" letter will be sent o the DPE advising of the final ETC.

37)’ A historical ragression analysis conducted by Regiments Capital
Indicafes (sic) thzf the ZAR currency is on a trend of deva!uahon as
indicated in Table 5 above.

43) The cost fo h2dge this exposure was obtzined from banks by the
suppliers. This wes then velted by Transnet Treasury and Regiments
Capital for reasorability. They both found the rates and costs o be
acceptable.”

38 W2 note the following extrz:ct from a Transnet Internal Audit ("TIA")report issued

on 8 August 2017, period «f review being 1 April 2016 ta 31 December 2016, at
paje 11:

“Project status at .4 March 2017

» The reviss1 delivery schedules agresd with the applicable
OEMs (as ouflined above) have thus far not required an
increase ir ETGC (R54.4bn). Overall project completion is
currently pl:nned for Oclober 2020 (excluding BT).

s Progress egainst delivery schedufes are monifored on a
confinuous basis and rernedial action implemented where
applicable =nd reported to the relevant governance forums.

Howaever, the follo.ving potential impacts/ risks ramain;

» [nvestment risk on BT, given the amout spent vs. delivery to
date, given heir financial position.

» Possible ac fitional operating costs, as Transnel has lo refurbish
old equipmnt to maintain operations in the interim while the
new locomc ‘ives are delivered and accepted in o operations.”

39 On 26 September 2017 a letter was addressed by Thomas Konditi of GE
Trensportation to the GCE rzcording:
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"RE: EFF ALLEGATIONS INVOL VING GE & TRANSNET

Dear Mr. Gama,

As Transnet is aware, in June of his year, leadership of the Economic
Freedom Fighters ("EFF"} allegec serious improprieties refafing fo the
Transnet 1064 locomotive tender, including that Transnet, GE and the
three other successful bidders frac dulently inflated bid prices, GE takes
such allegations very seriously &3 we pride ourseives in conducting
business with an unwavering com niiment fo compliance and integrity.
Upon leaming of the allegations, GE launched an internal review. | am
writing fo briefly summarise our findings which confirm that GE's
pariicipation in the tender process was fully compliant,

in rasponse to the allegations tha: GE improperly inflated prices by as
much as ZAR 11 million per loco:notive, we set out to independently
and thoroughly review the reasor:: for any GE changes. Our review,
which took several weeks fo comg 'ets, was conducted by lawyers and
investigalors from GE's legal and compliance teams, with support from
GE's corporate audit staff. The leam looked at pricing from the pre-
tender phase to final contract price.

GE's review confirmed that the "P; ‘ce inflation" allegations by the EFF
against GE are without merit. ..."

OBSERVATIONS

40 We commence these preliminary observatic 1s with an account of certain of the

41

events that have preciuded the authors fr-m delivering the report within the
timeframe determined in terms of the prov sicns of the Mandate, We set out
below the principal issues that have had a fu. 1damentally negative impact, some

of which continue to hamper the progrezs of producing a draft report as
mandated by the Board.

It is our prima facie observations as to tha apparent existence of either
unsubstantilated andfor contradictory oolicy application andfor the
non-adherence to legistation, We caution ti at these preliminary observations
require extensive further investigatior 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
paragrabh 15 above, we note the following provisions of Transnet's policies/
governance framework have a bearing on these prefiminary observations:

41.1 TRANSNET SUPPLY CHAIN POLICY TRANSNET SOC LTD SUPPLY
CHAIN. POLICYASCM15/1P 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 alt procurement activities at Transnet.

4112 Transnet's Policy envisions a procufement 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;
5
41.1.2.3 the development of a projection definition including the
acquisilion 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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{'\ ' 4113 the basis for these requirements is that State organs are accountable

fo the Nafional Treasury for their actions, in so far as finances are

P

concemned. The requirement of reasons in writing ensures that the

s
v—

P

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

- been any financial misconduct and, if so, to take the necessary steps
thereafter.

— ‘: __-*—-_“.-‘v

41.1.4 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.

- n
PR N S
li[!: -
L‘C

1 41.1.5 " High Value Tender ("HVT") tearﬁ must attend fo all procurerr 1t
\ processes and advise entities during each phase of the process.

\ 41.1.6 the HVT team must report significant process breaches to 7 ansnet
| management. Firstly at entity level, and if still not satisfied with the
ouicome / correciive actions, such maiters must be repc ed to the
Operating Division Chief Procurement Officer before beir 4, escalated
to the Group ISCM.

411.7 HVT team must document lessons learnt throughout e process and
provide feedback so that processes may be improve .

) 412  TRANSNET PROCUREMENT PROCEDURES MANUAL VERSION 2
7 OCTOBER 2013:

’7

J

"Chapter 20: Bid Adjudication
|
l ' 20.1 GENERAL PRINCIPLES
|
.
l [‘l
| 29
[‘ J
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leading io ihe recommendation of the Successful or Preferred Bidder/s.
it is important to nofe that there are two different elements fo this and
these are cffen confused.

? Adjudication can best be described as the validation of the process

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 aspecifs of the bid process. The AC is

“\ ! % required fo salisfy itself that all Bidders were treated fairly in the bidding

() ) process and that the process was conducted in accordance with the

'l applicable regulatory framework and Transnet's intemal 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 interesls of
Transnet.

20.2.12 the award of business to the recommended Bidder wound not
be harmful to Transnel's image. In this regard, it must be bome 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 entitles that could harm Transnef's image should be
avoided;

20.2.14 the award of business does nol pose ahy other legal or

']
\,_} e , _
VL? 20.2.13 price and other commercial terms are market related; and
i material risks lo Transnet that has not been mitigated
i

} 20.4 SPLITTING OF BUSINESS

The AC shouid enquire where the splilting of the award of business
was considered during evaluation, as this is a feasible mechanism to
promote the development of new enirants into the markel. 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.

30
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Transnet may also choose not o make an avserd if there are valid

| grounds for doing so.

i 42 The object of the PFMA is to ensure transparency, accountability and sound
] financial management of the revenue, expenditure, asse's and liabilities of the
]} institutions to which the PFMA applies. To that end:

!1 42.1 Brain Molefe's memorandum of 17 January 2014, at paragraph 37 thereof,

} - - neads to be interrogated having regard to the then Minister of Finance's
i

; letter of 26 April 2013 addressed to the MPE;

]

42.2 in addition to Transnet's lettzr of 11 March 2014, penned by the then
: Chairman of the Board and acldressed to the then Firance Minister, we are
advised of the existence of further correspondence batween the two offices
i pursuant to the Finance Ministar's letter of 30 Octobe: 2013; and

42.3 the search for the above further correspondence is still to be completed.

}
43 The background facts as well as th2 assumptions that mas 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 Tondzr ("PWC report"), the
, 75‘,'??'-’ Public Protector Report issued Oc:ober 2016, the Bundlender SC report of 29
"Lr) June 2017 and numei‘ous media publications. We do nc! opine herein on the
accuracy of the information or assumptions therein.

J a1
!

I
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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 therete advised the Board on
the liabllity of directors and the possible conflict of interest involving Mr igbal
Shamma. 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 deflivery of a comprehensive chronology of evidence relating the

M = Transaction and specifically in view of the public expectation, we are, following

q our preliminary and limited analysis, concemned that in general Transnet has
materially and fundamentally failed to the process adequately or at all.

46 In amplification hereof:

J 46.1 cerfain of the documents produced were either incomplete (i.e. excempts of
] minutes, rather than the entire minute} and/or were not accompanied by
1 annexures and/other documents referred to thereln;

l 46.2 in so far as excerpts produced are concerned, these are in the main not
- 2 verified/ certified as copiesfexcerpts from relevant meeting minutes,
\I:) . | despite the fact that such excerpts contain pertinent resolutlons pertaining
to the Transaction;

46.3 some of the documentation produced was placed in issue when examined
N and thus the veracity of such documenlation 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",

| P

i
[
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A7 To Hlustrate the points above we note our soncems arising from the minute the
Special BOD Meeting held on 25 Aprii 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 amendmenis” which were effected post the issue
of the board pack; '

47.2 from an email of 26 of April 2013 purst:ant o the Special BOD Meeting, itis -

recorded that -

"...we will be forwarding around th-» 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 ha« to the debate on the proposal "fo
appoint an independent expert on the iransaction™ we require clarity and/or
details on the mandate given to McKinsey' Consortium and any other
independent expert, especially in ligh: of the memorandum of 12 August
2012 addressed by Mr Anoj Singh to M'r Brian Molefe, the relevant portions
of which read ~

*Subject: APPOINTMENT FOR TRANSACTION ADVISOR ON THE
1064 LOCOMOTIVE TENDER

Purpose

1. The purpose of this memoraridum is to request approval of the
Group Chief Executive for tie appoiniment of the McKinsey
consortium for the complete advisory services and Webber Wenizel

for the legal advisory work as Transaction advisors on the 1064
locomotive tender.

Purpose

19.1t is recominended that the CGroup Chief Executive approve the
appointment of the McKinsey cansortium for the complete advisory

33
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services and Webber Wenizel for the legal advisory work as
Transaction advisors on the 1064 locomofive tender.”

1
1
\ 47.4 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
exisience 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
\_){ﬁ deliverables at 2.9 and finally the work order(s);
) :

i

i

i

1

i

1

i

i

l 47.5 we have received no evidence fo gainsay the veracity of the appointment
) and deliberations of any independent experts in the Transaction, We note
j however, having obtained an unsigned document authored by David

I Potter, managing director of Advanced Rail Technologies Ltd, styled
} "Briefing Note" with an appendix therelo styled "Initial Briefing Note". We

I have also cbserved the existence of an entity styled Regiments, who we
] understand were consulted during the period of the Transaction. We pause

l ! to mention that there have been numerous requests for their deliverables
l which have not been furnished. See our further observations hereon below;

|

i

i

i

i

i

‘ \-a:& 47.6 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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477 we have als > received from Group Secretariat a third version of an excerr!
from the mi :ute of the Special BOD Meeting, which is also distinguishabl=

I i on the ba: s that the page numbering cannot be reconciled with th-

————t

document i >r paragraph 7 above and that on the first page of this thir!
J version, 2 nanuscript initials appear in the right hand margin. Lasti
] paragraphs L3 fo 4.7 have been omiﬁéd from this third version, One of the
distinguisha ‘le signatures/initials is that of the then company secretary, M=

} Ayanda Cetl 1; and
] 47.8 we do not h: ve the minute wherein the BADC recommends to the BOD ths

) ' approval of : e final business case. We have insfead an uncertified excerp:
b : of the meet 1g held earlier that day where the Preferential Procuremen:

Policy Fram: work Act, 5 of 2000, ("PPPFA") exemption is discussed.
48 Of some docum 3nts only drafts were provided', notwithstanding numerous
requests for isstad versions. They may be innocent explanations but thiz

J - inexplicable cond ict displayed to date has been recorded from time to time.

49 In addition and 1s foreshadowed above, we have had regard to certair

l correspondence lealing with regulatory framework, in particular PFMA and

PPPFA provisior;, which have been examined with the office of Finance
\Ig Minister and enqu ries were made which remain unanswered,

}

H

50 We reiterate, ther. remains a plethora of outstanding information and evidence.

51 Asis common ca: se, TFR entered into fixed price contracts on 17 March 2014
("signed contract;") with each of the Original Equipment Manufacturers
("OEMs") to supp! - and deliver the 1064 locomotives. In turn, the OEMs entered

] into contractual & rangements with TE to co-manufacture the majority of the
' locomotives in So- th Africa.

3 52 Under the signed contracts TRF contracted with the four OEMs (and TE), to
l : deliver the four cle ises of locomotives as indicated below:

|
| .
L .
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Chma South Rail 22E 359 R1B.0bn
| ) (CSR)
China North Rail 45D 232 R10.0bn
l (CNR
1 General Electric 44D 233 R8.4bn
Bombardier 23E 240 R13.1bn
I v Transportation
. (BT)
l ~ 7 Contingency R4.9bn
q % [Totl 1064 R54.4bn

I 53 The unsigned repot by TFR Finaace styled “kéy oufcomes from the
} negotiations fo: the acquisition of 106t new locomolives concluded in March

I 2014" must be intemrogated and clarifie 4, having regard to observations and in
J particular, factcrs influencing the decizions read with the final version of the

l business case. This observation is {irther bolstered by the fact that TFR
] Finance persornel have contended thit this document forms the basis upon

I which the subrission fo the BOD was prepared, which submission motivated
l the increase in ‘he Estimated Total Cos: for the Transaction,

i

i

J) R 54 In accerdance with the Mandate we Fave had sight of an agreement styled
VLI "BUSINESS DZVELOPMENT SERVICES AGREEMENT" which contains an

] annexure there:s which appears to have been concluded on 20 November 2014

(notwithstanding the reference to the egreement date being May 18, 2015 on
7. the cover page} by duly authorised repr 2sentatives of CSR E-Logo Supply (Pty)
ltd and CSR (Hong Koéng) Co. ‘td. In so far as the BUSINESS
DEVELOPMEN T SERVICES AGREEMINT may give rise to cross-border non-
compliance anc/or money laundering, the precise nature of the terms of the
fransaction emt adied in the agreement vill be examir]\ed in consultation with the
South African R 2serve 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) Ud in refation to the
Transaction. Comespondence dealing with these pertinent aliegations has been
exchanged between Transnet and the OEM concerned. The allegations warrant
the attention of Transnet's external auditors given th= latter's reporting duties
and the applicable legislative framework.

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 infer 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 fo the existence of
agreements between the OEM and further subcontractars apparently situated in
Hong Kong, The existence of the said agreements will nzed to be interrogated:

we pause to mention that we have perused a leiter 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.

A PWC report, being an investigation into allegations of a possible conflict of
interest involving Mr Igbal Sharma, concluded that Mr lgbal 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 interrogaticn. One such instance
involves the BOD having appointed PWC to assist with the forensic
investigation relating to conflict of interest allegatiors in the media. These
allegations relate to a possible conflict of interest involving Mr Igbal Sharma, the

then chalrperson of Transnet's BADG, involving tha evaluation and other
aspects of the Transaction.

37
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60.1

60.2

60.3

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 repor,
November 2014, on the potential conflict of interest issues in the Transaction in
relation to Mr Igbal Sharma. To the extent that the BOD in that period was
supine is a matier 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

W

section 75 of the Companies Act as well as other applicable legisiative

provisions,

In relation to conflict of interest during the award of the Transaction, our prima
facie obsertvations are that upless additional information is produced to gainsay
our views, memlqers of infer afia the Locomotive Steering Committee as weli the
BADC failed fo recuse themselves timeously or at all. This omission may
consfitute a contravention of Transnet policies/ governance framework and
other applicable legislative provisions.

The following significant risks have been reported on by TIA in a report issued
on 8 August 2017: '

deficiencies in project management practices which may have a negative
impact on the fimely delivery of the project as well as potential budget
overruns;

continuous changes in the market conditions that could have negative
impact on the programme and project business case;

funding availability that could necessitate the delayed completion of the
assets, with resultant cost escalation;?

2 71A 8 August 2017- Period of Review 1 April 2016 to 31 Decembar 2016,

38
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60.4 investment risk on one of the OEMs, given the amount spent versus
delivery to date, given their financial position; and

60.5 ‘further delivery slippage andfor potential claims and/or escalations which
may result In the contingency not being sufficient to complete the project
within the current approved tofal 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; o e

"As at the 2016/17 financial year end, 44% of the R54.4bn has been
incurred with 19% of locomolives defiverad and accepted. It should be

Tt
—

e et et ————— ) —e ) — S ——

“HJ

A -

noted that there is no direct correlation between cash flow incurred
versus Ilocomoftives delivered, due fo vanous contractual
prepayments fo 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 reportea ~n for the same
period by the internal auditors, Further investigation and cla -rications' 4.
required in this regard with the assistance of the forensic auditor. ."* s specific
finding was to do with Local content. The finding was that no loce" 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 . the
African Newswire arlicle of 18 September 2017 styled “South African
Parliamentary Committee calls for probe into the train locomotive purchase".

L=

s =yt —— T e N i Wttty — 4
TN
Lo

) ! !
!

3 522 note 2 above.

1 5ee TIA Repor-t styled 1064 Locomotives Acquisition Control Effectiveness Review, Issue datz 8 August 2017,

r—
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63 We understand from members of TIA that this consliuted a material

64

65

66

67

reputatiopal 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 cornbly therewith
evidenced a systemic risk wiihin the organisation.

In addition, the cause of concern is the failure by Transnet to implement the

W

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.

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, infer alia, our observations.

The absence of correspondence between the office of the Minister of Finance
and the Chairpersen of the Board at the time, save for the leiter 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.

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
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68 Consideration of the deliberations to subcontract TE in the final scope and its

€9

70

impact on the increase of costs of the preferred bidders (see lefter of 21
January 2014 read with the Minister of Public Enterprises’ recommendations,
giving rise to a R2.8 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 curently referenced allows for the forensic auditor to probe TE
and its procurement strategy.

The special BOD of 24 January 2014 illuminates the significant role played by
Mr | Sharma. In the context of the Van Tonder investigation the evidence needs
to be further interrogated.

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 A+, on
record as having stated that it was experiencing capacity issues fo sccept
delivery as anticipated had already been constrained at that time, newds to be
investigated. Consideration of capacity of the_ OEMs to perform in terms of the
1064 award and the confinement/s requires further investigation.

Relocation of 2 OEM's from Koedoespoort to Durban have always been
understooed to have been a requirement stemming from Transnet to the OEM's,
This has been believed {o 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
Dutban. !

72 We record that the following is still under consideration in regard to relocation:

41
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Y 72.1 Global Railway Africa (Pty) Limited, a minority sharehce Jer of CNR, having
; placed on record in writing the following enquiry:

"...whether or not TFR was satisfied with the lrar action so as fo in
l fum enable us as directors fo determine whether ¢ - not we had a duty

fo report cerfain questions we had regarding the transaction fo the
| SAPS pursuant to the relevant anti-corruption legisi - tion".

72.2 the recommendation contained in the memorandum -om Mr Ravi Nair,
acting Chief Executive Transnet Freight Rail, to Siyak ynga Gama Acting
Chief Executive at Group, which was signed for M- Ravi Nair in his
absence on 19 May 2015, will of necessily receiv: requisite further
attention in that it records the foflowing:

W

-0
5 )

"PURPOSE

1. Request the Acting Group Chief Executive (G''E) fo approve the
following:

l 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 valu: of

/t) RB34 315 000.

. c) Lefter to be issued fo BT o comme ce

] negofiation for the relocation of the programn 2

BACKGROUND:

l 2. During negotiafions BT and CNR were infc med that they will

use the Durban Transnet Engineering (73) facilily for the

) construction of the locomotives which were allocated fo them.

l J The Durban facility and the move were infro 'uced to both CNR
and BT after the tender had closed and evalu tions were done.

. 1 .o

| BUDGET IMPLICATIONS

] 2
i

1
l !

0051@364-0001-0204
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23, The Board af its meeling of 28 May 014, appmvéd an amount
of R4,9 billion in conlingencies as pa-' of the revised ETC.
24.  The confingencies budget were fo co cr the following items:

a) Capital spares beyond the warranty p :riod,

b) Variation orders and options (such s electronfcally conirolled
pneumatic braking and wire distributs 1 power efc.).

¢) Relocation of the programme to TEs i lurban facililies.

25  The current status of the utilisation ¢ the contingencies budget

is as follows:
Description R billion

Contingencies approved 4,954 .
Variation orders approved fo date 1,200
Relocation of BT 634
Relocation of CNR 646
Unutilised portion of 2,484
contingencies

RECOMMENDATION

27.  Request the Group Chief Executi. » (GCE) to approve the
following:

a) The team to negofiate the refocation ¢ » Durban with 8T,
b) Variation order in order to finali.:2 the relocation of the
programme for the construction of 2< ) locomotives fo Durban fo
a maximum value of R634 315 000.
¢} Letter to be issued fo BT fo corr mence negoliation for the
relocation of the programme.”

72.3 The decision making process in relation to reloc: tion. See in this regard the

email string between members of the executive : 2am below:

"From: Lindiwe Mdletshe Transnef Freight F il JHB

Sent: 23 June 2015 04:13 PM

To: Anoj Singh Corporate JHB; Thamsang- Jiyane Engineering PTA;
Gany Pita Transnet Corporate JHB; N liphiwe  Silinga. Transnet |
Corporate JHB; Yousuf Laher Transnel Freic ht Rail JHB

Cc: Emma Molotsane (emolotsane@fia-snk. ‘0.za)

Subject: FW: Manufacturing Facility R-:'ocation for Cfass 45D
Locomolive Supply Project

43
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Good day,

Please find attached revised CN:X proposal for your review and
comments.

June 2015 were positponed.

BT's proposal is still outstanding. They are having an alignment
session this afternoon and they wil revert back lo us today with an

]
!
J
i Please nofe both meefings that wers scheduled fo take pface foday, 23
1
1
] indication of when the “revised prop:sal” will be submitfed to Transnet.

S
—t

From: Yousuf Laher Transnet Freigt ' Rail JHB,
Sent: 25 June 2015 10:12 AM '
] To: Lindiwe - Mdletshe Traasnet  Freight  Rail  JHB,
Lindiwe.Mdlelshe@transnet.net
Cc: Emma Molotsane (emolotszne@tia-snk-co.za) Anoj Singh
] Corporafe JHB, Anoj. Singh@iransn.:t.nef; Thamsanga Jiyane Transnet
Engineering PTA; Gany Pitn Transnet Comorate JHB,
' Gany.Pita@transnet.nel; Ndiphiwe Sifinga Transnet Comorate JHB,
J Ndiphiwe Silinga@transnet.net
Subject: RE: Manufacturing Faclity Relocation for Class 45D
g Locomotives Supply Project
|

Hi Lindiwe, their proposal has .ot changed from the previous
submission except for their new offe. on payment terms.

L _ As such the comments per my eiail over the weekend would still
'\-{ ] apply.

}I 73 Factors that further inform these preliminary « bservations include, inter afia:

i

], 73.1 the initial costs of the relocation submitted by the relevant OEM is not
J commensurate with the amount finally ar proved;
] 73.2 the BEE partner of the OEM is unable tc justify the relocation costs paid;

apprave the relocation, no supporting dc ;umentation accompanies it;

/ ' "

l } 73.3 though there is a memorandum prepare 3 for the Group Chief Executive to

003W-0364-0001-0206
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b 73.4 a series of meetings were held in relation to relocation but TIA was invited

1 to only one such meeting, despite the fact that TIA was required to be part

N of the entire relocation process. TIA did not and presumably would not

l ' produce a report as required; -

] 73.5 it is not clear that the relevant Delegation of Authority Framework was

adhered to in the approval of the refocation negotiation;

£
o me—

73.6  the Cross Functional Negotiation Team attendant on the relocation have
not, as far as we have been able to ascertain, been provided with requisite

o
)

appointment letters;

)

o~
e
L5

o
{f‘,.

73.7 there es not seem to be a negotiation strategy in place for the relocation;

73.8 declarati. of interest of the people present in negetiations are not to hand; -
and

73.9 finance team \ ad 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

A

74 The Minister of Public Enterbn'se 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

L —

realisticaﬂylpossible. .

——
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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. —~ o

PSS SUNISIUF S e F—

. w7 Itis 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
l ] “él ' unfettered and full disclosure an inference will be drawn.
. 78 Accordingly, the risks associated as to the extent and veracity of the EFF
l } pro-forma charge sheet in so far as the allegations are concemed entails an
1 : analysis and an evaluation of the underlying transaction and the extent to which
l associated persons are exposed. :
' 79 Business transactions when conducted in disregard of internal poiicy and
! legislative provisions must be avoided. The PFMA makes non-compliance with
' its provisions an act of financial misconduct. The PFMA therefore obliges
L Transnet to have a procurement system that espouses the principles of
l g 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.

;
!
| "
|

364-0001-0208



lwg;.wﬂa.p:;;.xﬂ'&.& W T e L4 2 i ok e 0 T R T s s S A G e W Tt S DAL L rmmaﬁ--—‘%vamzﬂ' Em&m‘ A SLEIL REE—._.BU.;I“- ’SLDJ_E" ;meat.‘k]

5 51135663v1 ' ' '
g 30092017

RECOMMENDATIONS

J 81 Given the complexity of the matter we are of the opinion, together with the

] Professional Group, that amangements be concluded to interview material

witnesses, [t stands to reason that to make the interviews meaningful, the

I requisite documentation that remains fo 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:

B f\ 82.1 it is in our view appropriate for Transnet, in consultation with its advisors, 1o

- "I.-i"'r‘ consider termination of the Locomotive acquisition programme or any part

_ thereof.

l-f 82.2 in accordance with the Labour Relation legislation and the Transnet's
employment terms and disciplinary code the opportunity be explored lo

suspend on special leave those individuals whose continued presence

within the organisatfion may be prejudicial to the interests of furthering {' 2

investigation.

!

|
I 82.3 in the context of the Mandate, the matters raised are of a public ¢ cern
] and Transnet has determined what issues are fo be investigat d. We
(:),_,.) record that the purpose o the investigation as mandated mu  be fo
’ detemnine whether the Tran. . tion is legally binding. We recom iend that
a commission of inquiry in tern s of the relevant and applicable gislative

provisions read with the regulat. 's be given appropriate conr deration by
the Minister,

WERKSMANS INC
' 30 September 2017
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i Transnet SOC Ltd Carlton Centre P.0, Box 72501 TRANSNELT 95
Registration 150 Commissicner parkview
Humber Str. Johannesburg Ssouth Africa, 2122
1850/000500/30 2001 ¥ 427 11 308 2526
F 427 11 300 2312
1
i
!

MEMORANDUM

www.transnet.nel

Te: Transnet Board Disposals and Amulsitions Committee

From: Mr. Brian Mo!éfe, Group Chief Executive, SOC Lid

Date: 17 January 2014 .

SUBJECT: REQUEST FOR APPROVAL TO NEGOTIATE AND AWARD OF CUSINESS TO THE

SHORT LISTED TENDERERS FOR THE SUPPLY OF 599 (COCO) NEW DUAL VDLTAGE
l(\ LOCOMOTIVES FOR THE GENERAL FREIGHT BUSINESS (GFB)
f

Eea

& PURPOSE:

i 1) The purpose of this memo Is to;

] « . Provide an update to Transnet Board Disposals and Acquisitionis Comaittee the progress on
i the tender evaluation process;

to the Transnet Board of Directors (BQD);

| = Suppott the recommendation of the shortlist of tenderers as a result of the tender and
] evaluation process for the negetiations and award of business to BOD and

I » Delegate all necessary powers to the Group Chief Executive to sign, a)prove and conclude all
‘ necessary documents ta glve effect to the above resolutions.

J e BACKGROUND:
}"f\ ‘
e 2) On the 19 April 2012, the Transnet Board approved the procurement of 599 Electric locomotives
l subject to Section 54 PFMA approval,
] 3) Section 54 PFMA approval, from the Minister of the Department Publlc Ent.:rprises was obtzined by
] the Company and the BOD has been advised accordingly. All the querizs ralsed by the Minister
’ have been responded to by the Company.

] 4) The RFP document and draft contract have been reviewed intemnally at 7R and Group as well as
) by an extemnal law firm. - .

l 5} RFP No ‘TFRAC-HD-8608. for the supply of 599 New Dual Voltage Elecric Locomotives for the
General Frelght Business (GFB) dosed on the 30 April 2013. Seven (7) proposals were recelved
! from tenderers,

l 6) The BOD approved evaluation methodology was to follow a 6 step evaluzdon process a5 indicated
| ; in the diagram below:

I ‘ » Note and recommend the approval of the tender evaluation process from step 1 up to step

{ : : '

OOI-0364-0001-0210
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Documents Pre-qualification Lo:atCon’tent Developrent  Technical h N
chedules + BBBEE Scoreaard SCORE j

ﬂtﬁpl Step2 Step3 _  Stepd Step 5 Step 5 \

od o]

7} The following evaliation criteria was used to evaluate!

" 7.1 Step - Test for Administrative Responsive iess:

a, Whether the blid has been lodged on time

b, Whether all retumable documents and/or sched: les [where applicabla] were completed
and returned by the closing date and time

¢. Whether the bid documentation has bzen duly si:ned by the Respondent.

7.2 Step 2 —Test f;:nr Substantive Responsivenasss

a. Whether tha bid contains a priced offer;

b, Fnandal Stability:
Accordingly the following eight pre-determied ratios were used for the pre-
qualification criteria for financial stability relating to the finantial statements:

Gearing

Llcqusidity

Profitability

Minlmum quarantees

Return on Assets

Return on Equity

Interest cover

» Cash generated fram oparatlng ad:wties { fa]ue)
c. Guarantees:

. Agreement to the teyms & conditions of the Parent Company Guarantee In the
format supplied;

+ Agresment o the terms & conditions of the Advance Payment Guarantes In the .
format supplied;

« Agreement to,the Performance bond reg sirements & Performance bond terms &
conditions in the format supplied;

« A minimum warranty period of 2 years fo- tha loco, 6 years for the tracﬁon motor
and 1 year for spares after Defects Liabiity Period; and

« A minimum long term credit rating of #- [Fitch Ratings or equivalent] and the
lssuer should be pre-agreed w:th Transr et, for the companies’ bankers that wil)
be providing the guarantees.

d. Whether any other pre-qualification criteria set Ly Transnet, have.been met;

e. Whether the bid materalty complles with the sc-pe andfor specification given gnd

Page 2of 8 @” ( i
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f. Whether all material terms and conditions stated in the bid document have been met

8) Cross Finctional Evaluation Team {CFET) was appointed to conduct the evaluation on behalf of the
Company and this team comprised members from Technlcal, Finance, legal and Supplier
Devalopment departments of Group and TFR.

9) A Locomotive Steering Committee (LSC) established to govern the evaluation and award process
on behalf of tha BOD. LSC was chalred by the GCE and itz membership also comprised the GCFO;
CE TFR, lagal, procurement, TIA.

10) A sub-commitice of the LSC was estzblished to d=al with the very confidential and detalled

matters of the evaluatiort process and this committee comprised the GCE; GCFO and CE TFR,

11) The CFET reparted its findings to this subcommittee for consideration.

12) All seven (7) tenderers were then evaluzted 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 recelved.

14) On completion of step 2 (Substantive Responsiveness) evaluations which Induded financial pre-
qualification, 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 Intemal Audltors (TIA) reviewed step 2 (financlal. 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% |s required for tenderers to proceed to step 4 (Technical Evaltiations) of the evaluations.

17) On completjon of step 3 (Loca! Content) evaluations, all seven (7) tenderers met the minimum
Local Content specific threshold of 60% and TIA reviewed the Local Content resuits.

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 (Suppﬂer Deveiopment{ B-
BBEE Scorecard).

19) The CFET then proceeded with the evaluation of the Suppller Development and BBBEE Scorecard
of the seven (7) tenderers In the presence of TIA. The following criterla were used to evaluate

step 4:

19.1 B-BBEE Scorecard:
Current status evaluated according to the valid B-BBEE Verlfication scoremrd

19.2 Supplier Development Bid Document:
.2, Investment in Plant
b. Techtology Trafisfar/ Sustainatility
e. Down-stream Supplier Development
d. Skills Development
e. Job Creation/ Preservation
f. Small Business Promotion

Paga 3 ¢f8
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20) On completion of step 4 (Supplier Development and BBBEE Storeczxd) evaluations, all seven (7)
tenderers met the minimum Supplier Development and BBBEE Scoricard  threshold of 40% and

TIA reviewed the Supplier Development and BBBEE Scorecard results.

21) On the 18 September. 2013, the GCE approved the recommer Jation for step 4 (Supplier
Development/ B-BBEE Scorecard).

22) Technical team commenced with Step 5 (Technical) evaluations and he following scoting matrix
was used to evaluate Step 5:

4 22.1 For each Essential or Desirable requirement, scoring w= s dona on the
foltowing basis

2. Full Compllance 2
b. Partfal Compliance 1
c. Non-Compliance O

9

A

22.2Mandatory requirement clauses are not scored; (Full co apiiance ta ALL the
mandatoty requirements Is mandatory )

E
1
.

a. Full Compliance - full compliance to all mandatr=- “_.se. -
‘ mandatory.

7 b. Partfal Compliance - tender =~ .uicaijon

/ c. Non- Compliance -~ tenaw, aisgualification

23) The office of the Chief Operating Dfficer of TFR made a recommenc tion that TFR would
standardize on the Co Co locomotive configuration for TFR operztic:s.

[ 24) As this dedsion was not; mada when the tender was lssued the tenc »r called for both Co Co and

] Bo Bo praposal requests to ba submitted.
i 25) The GCE on recommendation of the TFR CE approved the Co Co cc \figurations for TFR operations
f and as consequence the tenders were then evaluated on this basis.
26) The CFET then proceeded with the evaluation of step 5 (Technical} >f the seven (7) tenderers in
the presence of TIA,
\ .ui'ci:.-.' '\ )
ék ?.5-;3-" Ranking and final scores for 599 Electric Co Co locomotives
l Ranking { Tender Number F'nal Score |
' I 1 Tenderer 2 (T2) '
2 Tenderer 1 {T1)
] 3 Tenderer 7 (T7)
I 4 Tenderer 5 {T5)
v 5 Tenderer 3 (T3)
& 27) The following tenderers did not meet the technical Requirements

a—

S ™

vt

[R—

—

e,

l
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» T4 did not comply with all the MANDATORY/ disqualifying clauses,

[P S

+ T6 only submitted a Bo-Bo locomotive proposal and was not scored,

1 . 28) On completion of step 5 (Technical) TIA reviewed the results,

29) The GCE then approved the shorbisting 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 pertions of the TCO model. The CFET
{Finance) recommended that the CFET (Technical) review the models for reasonability with the
] s . purpese of allowing the CFET (Technical) to guide the CFET (Finance} In making. declsions to .. o
score the TCO medels submitted as well as to guide the CFET {Finance) In thelr deliberations as to
whether the models submitted would actually meet the requirements to be scored falrly amongst

f-j! bidders.
( ':}F "‘.'.'".5 31) A few members of the technical team were made avallable to conduct a review of the scheduled
- :u}“’ and unscheduled maintenance regimes as supplied by bidders f, * reasonabllity. 1t emerged that
P the models required normalising and the CFET could not chang the models on behalf of the
{ tenderers,

. 32) The CFET recommended that the scheduled and unscheduled mainte ance be excluded from the
; evalirations of the TCO model.

33) The GCE approved the exclusion of the scheduled and unscheduled mam nance from the
evaluations of tha TCO moded,

DISCUSSION:

34) The last step of tha evaluation consists of 5 elements namely:

f a. Price (induding TCO),
b. Supptier Development,
o ¢. BEBREE Scorecard
% i d. Further Recognition Criterla Current and
v &. Further Recognition Criterla Future

Page Sof 8
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35) The résults of the step 6 evaluations are summarised on the fables below:
WHAT IS BEING MEASURED | WEIGHT | T1- T2 T3 T5 7
1 | BBBEE SCORECARD 10,00 8.00 6.00 4.0¢ 8.00 6.00
2150 20.00 | 1550 | 1615 | 15.3- 1-16.67 | 15.89
o Further Reoognitlon Criteria _
3 | (Current) 5.00 0.88 D.47 0.1 1,66 2.16
, I Further Recegnition Criteria
DI 4 | (Future) 500 | 084 | 241 | 12 | 245 | 182
Y Lo
(“" :a};" Price (Total Cost of Ownership
l g (TCO) excluding unscheduled and
excluding scheduled malntenance
and excluding bonus polnt
5 | allocation) 60.00 4065 | 36.60 | 11.07 | 1583 | 26.78
TOTAL SCORE 100,00 { 65.96 | 61.33 | 32,1 | 44.60 | 52.64
1
} ) MOTIVATION FOR AWARD QF Bl (NESS:
l 36) Apart from the fact that T1 - 1 T2 scored the i;ighest points, Thelr ¢ sposals also offer the
’ following benefit to Transnet: _
" o local Content committed by both tenderers is higher than the tipulated threshold of

60%, commitment for T1 is §9.83% and Tenderer 2 commitment s 68,20%,;
¢ T1and T2 scored the highest points on technicafl evaluations.

» Supplier Development commitment for T1 is 77.5 % and 72 Is 80." 5%.

= Delivery Schedule is close to what Transhet requirements.

, 37) However the pricing of the locomotives posed a bo'mmerciél exposure fo Transnet and also the
l National Treasury concern of not paying excessive premlums as outlined o the PPPFA guidetines
‘ of premiums not being more that 11% by the use of the 80/10 evaluation ritera.

E 38) In order to mitigate the commercial 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,

M 39) The other tenderers be Informed that Transnet is engaging with the short!’ ted'tenderars. ‘

_---l--------
- .

0057-0364-0001-0215
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_(,, 40) The outcome of the best and final offer s as follows:

| e Ti offered to Increase procurement to small businesses .y RS0 million and technology
(j transfer through skills deve!opment training and suppert &/ R10 million. In additdon they
; ) offerad a R455 00D reduction in price per locomot!ve bas= ion a revised forelan currency
. ] content percentage.
il = T2 offered a discount of R 225 million per locomoth. 3, Including a revised foreign
] - currency content amount, thus offering the best price,
! | ’ The above process has almost elminated the premium on the transact: .

{ ~ MOTIVATION FOR SPLIT OF BUSTNESS AWARDED
. 413 The orlginal MDS volumes as promised i the corporate plan are <. nificantly at risk,

q ]f“h. 42) This is due to Jack of tractive effort at TFR due ta the delays in <& award of this tender mainly
( due to the PPPFA issues experlenced.

’ ' 43) In order to not further Increase this Hisk 1 is suggested that me: 2 than one supplier be used to
! ' supply the required locomotive to reduce delivery risk and en' ance our ability to meet MDS
' volume targets,

44) We recommend that two suppllers ba used to manufacture the re- sred lommotives.

! 45} This view is supported by the following reasons:

b, a. Promotes standardization of the locomotive flest to ensur: TCO is rinimized

b. Aflows for aitical mass that would enable successful 1 >gotiations on price and other
critical commercial terms and conditions

c. Allows for critical mass that would promote localization ar | programmatic procurement

d.  Allows for flexibility in supplier options in future as K prev ats monopoly behavior

. &, Reduces the legal risk of the transaction and

l f. Reduces the overall contract risk of the transaction due to nforeseen circumstances.

e

-

: \‘tﬁ 46) We further believe that the above will be achieved by a 60 allocation to T2 and a 40%
l allocation to T1 of the contracted locomotives.

47) This split is motivated by the following:

] a. As mentioned above delivery risk Is of paramount import: Jce due to MDS volumes.

. T2 has demonstrated their abiilty to deffver on schedule by delivering the first prototype
] on time and the next 10 locomotives are also on schedul- . These locomotives form part of
¢ the 95 lovomotive contracts.

g ¢. This provides comfort that T2 has the abiiity to deliver ar $ reduces dellvery risk.

. J d. T1 has not done work for Transnet [n the recent pa:: and has no track record with
: Trensnet, ;

: o : ' Pege 7 of 8 éﬂ &
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CONCLUSTON

[ " 48) TIA has reviewed and approved all steps In the evaluatl- 1 process — refer annexure A for TIA full
report.

~

49) Shortllst the award of businass to T1 and T2 for the sur oty of 559 elechic locomotives subject to
successful contract negbtiations. '

50} Split the award of business to the above suppliers by & £ 1% allocation to T2 and a 40% alloction
to T1 of the contracted focomotives subject to a perform nce dause In the contract,

RECOMMENDATION

51} Itis recommended that the Trensnet Board Disposals 2: i Acquisitions Committee to:

o
]

S "« Notes the update on the progress of the tender eval ation process;

» Naote and recommend the approval of the tender e sluation process from step 1 up to step
6 to the Transnet Board of Directors {(BOD);

= Support the recommendation of the shortist of t 1derers as a result of the tender and
evaluation process for tha negotiations and award ¢ business as contalned in paragraphs 49
and 50 to BOD and

» Delegate all r;ecssan} powers to the Group Chief E: -cotive to sign, approve and conclude all
necessary documents to give effect to the above res ‘utions,

RECOMMENDED BY:

R Mna]{an{éanqa Jiyane MFi L: ? Iﬁltaebn::;a I;.lﬁitor
) ns: 3

L Chief Procurement OFficer: “Transnet Freight Ralt T
R pate: \FHOI| {4 pate:

GES N MR TN A MG (AR EN BN W NEE MG e
'.‘
-

At
Mr. Anoi ‘% ,
' s riransnet Frelght Rall- Chigf Fin nclelOfficer: Transnet SOC Ltd
Date: ol Ko Date! 2 oWy,

Group Chief Executive: Transnet SOC Bipited

Date;a'Q' , ] {'LF )
’ - Page Bof 8
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T Transnet 50C Ltd Carlton Centre P.0. Box 72501 TRANSNMNET
/ pegisrration 150 Commissioner parkview :
! pumber Str. Johamnesburg  Sputh Africa, 2122
1990/7000900/30 2001 T +27 11 308 2526

F 27 11 308 2312

MEMORANDUM

www.iransnet.net

To: Transnet Board Dispesals 2nd Acquisitions Committee

From: Mr. Brian Molefe, Group Chief Executive, SOC Lid

Date: 17 January 2014

SUBIJECT: REQUEST FOR APPROVAL TO NEGOTIATE AND AWARID} OF BUSINESS TO THE

SHORT LISTED TENDERERS FOR THE SUPPLY OF 465 NEW DIESEL LOCOMOTIVES FOR THE
GENERAL FREIGHT BUSINESS (GFB)

et b ———— | P |

PURPOSE:
1) The purpose of this memo is to;

s Provide an update to Transnet Board Acquisitions and Disposals Committee (BADC) on the
progress o the tender evaluation process;

» Nete and recommend. the approval of the tender evaluation process from step 1 up to step to
the Transnet Board of Direstors (BOD);

+ Support the recommendation of the shortlist of tenderers as a result of the tender and
evaluaticn process for the negotiations and award of business to BOD and
» Delegate all necessary powers to the Group Chief Exacutive to sign, approve and conclude afl
necessary documents to give effect to the above resolutions,
BACKGROUND:

2) On the 19 Aprl 2012, the Transnet Board of Directors (BOD) apprnved 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
cb@ined by the Company and the BOD has been ddvised accordingly. All the queries raised by
the Minister have been responded b by the Company.

L
4) The RFP document and draft contract have been reviewed Internally at TFR and Group as well as
by an extermal law firm,

I : 5) RFP No TFRAC-HO-B609 for the supply of 465 New Diesel Locometives for the General Freight
l Business (GFB) closed on the 30 April 2013, Four (1) praposals were received from tenderers,
a ! '
,l 6) The BOD approved evaluation methodology was to foliow a 8 step evaluation process as ‘
I . Indicated In the diagram below;

!

})

j}l 1 :f

ﬁ---n-—---ﬂ--n--
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Evaluation Methodology

/S‘tep 1 Step 2 Step 3 Step 4 Step 5 " Steps \
" )
Administrave  Substantive ﬁmg’l‘é ) mﬁé‘wfg %lmmun;' Weighted

Responsiveness Resp eness
= 55%

S |

Documents PrEqURIICION | sl Content = Supplier

:e-

& Schedules Development kil
FINAL
» BBBEE Storecard SCORE /

7} The following evaluation critetia was used to evaluate;
7.1 Step 21— Test for Administrative Responsiveness:

@. Whether the bid has been lodged on time

b, Whether aff retumable documents andfor schedules {where applicable] were completed
and returned by the dosing date and time

¢. Whether the bld documentation has been duly signed by the Respondent.

7.2 Step 2 — Test for Substantive Responsiveness:

a. Whether tha bid contalns a priced offer;
b. Financlal Stability: )
Accordingly the following eight pra-determined ratios were used for the pre-qualification
criteria for financial stabllity relating to the financial statements:
» Gearing
Liquidity
Profitability
Minimum puarantees
Retum on Assets
Return on Equity
Interest cover
» Cash generated from operating activities (Value)
¢ Guarantees: . ‘ .
« Agreement to the terms & conditions of the Parent Company Guarantee in the
format supplled;
» Agrzement to tha terms & conditions of the Advance Payment Guarantee in the
farmat supplled; .
+ Agreement to the Performance bond requirements & Performance bond terms & )
conditlons In the format supplied;
v A minimum warranty period of 2 years for the loco, 6 years for the traction motor

and 1 year for spares after Defects Liabfiity Period; and -~ | % .
' ) Page 2 0f9 : ﬂ/ .
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s A minimum fong term cedit rating of A- [Fitch Ratings or equivalent] and the
issuer should be pre-agreed with Transnet, for the companies” bankers that will be
providing the guarantees,

d. Whether any other pre-quallfication criterfa set by Transpet, have been met;
e, Whether the bid materlally complies with the scope andfor specification glven and
f. Whether all material terms and conditions stated in the bid document have been met

B) A Cross Functional Evaiuation Team (CFET) was appointed to conduct the evaluation on behalf
of the Company and this team comprised members from Techniczl, Finance, Legal and Supplier
bevelopment departments of Group and TFR.

9)A Locu;notive Steen‘ngi;rcbmmrttee (£S¢) was established to govern the evaluation and award 7
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 confidentlal and detailed
"matter of the evaluation process and this commitiee comprised the GCE; GCFO and CE TFR.

11) The CFET reported its findings to this subacommittes for consideration.
12) All four (4) tenderers were then evaluated according to the above criteria.

13) After subsequent clarifications the Crass Fundional Evaluation Team (CFET) completed step 1
(Administrative Responsiveness) and step 2 (Substantive Responsiveness) on all bids recelved,

14) On completion of step 2 (Substantive Responsiveness) evaluations which inciuded financial pre-
qualificaticn, all four (4) tenderers met the minlmum requiretnents and quallfied to progress to
step 3 (Loca! Content) for further evaluation;

15) On the 25 July 2013, Transnet Internal Audltors (TIA) reviewed step 2 (financial pre-
qualifications) 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) evaiuadons, all four {4) tenderers met the minimum
Local Content speuf' ic 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) conctirrently with step 4 (Suppller Deve!opmenr! B-
BBEE Scorecard).

)

20) The CFET then proceeded with the evaluations for Supplier Development and BBBEE Scorecard
of the four {4) tenderess In the presence of TIA. The following cn‘teria were used to evaluate
step 4:

Paga 3 of B
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20.1 B-BBEE Scotecard:
Current status evajuated according to the valid B-BBEE Verification scorecard

20.2 Supplier Development Bid Dacument:
a. Investment in Plant
b. Technology Transferf Sustainability
c. Pown-stream Supplier Development
d. Skilis Development
e. Job Creaton/ Presetvation
f. Small Business Promotion

21) On completion of step 4 (Supplier Development and BBBEE Scorecard) evaluations; ail four {4)
tenderers met the minimum Supplier Development and BBBEE Scorecard threshold of 40% and
TIA reviewed the Supplier Development and BEBEE 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 tha Technical team commenced with Step 5 (Technical) evaltations and
the following scaring matrix was used to evaluate Step 5;

20.3 Fot each Essentlal or Desirable reqgttirement, scoring was done on the
foltfowing basis

¢

a, Full Complian_ce L2
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 Compllance - full compliance to all mandcf:tory dauses Is mandatory,
b, Partfal Compliance -  tender disqualification
c. Non- Compliance - tender disqualification

24) The CFET then proceeded with the evaluation of step 5 (Technical) of the four (4) tenderers In
the presence of TIA,

Ranking and final scores for 455 Diese] Co-Co Lacomotives Ranking

Ranking " | Tender Number | Finat Score

1 Tenderer 2 (T2) g

2 "] Tenderer 1 (T1) T

3 Tenderer 3 (13)

4 Tenderer 4{T4) (86K s %

Page 4. of 9
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25) All tehderers met the minimum threshold of 80% and com: {ied with all the MANDATORY
requirements in specification. ' ’

25) On completion of step,5 (Technical) TIA reviewed the res: is,

27) On the 04 November 2013, the GCE then approved the st rilisting of the tenderers that have
met the technical threshold of 80%. ’

28B) 'The last step of the evaluation consists of 5 elemants nam -ly:
& Price (including TCO),
b. Supplier Development, .
c. BBBEE Scorecard -
d. Further Recognition Criterfa Current and
&, Further Recognition Criteria Future

29) The CFET (Finance) found numerous inconsistencies in t1e manner in which bidders chose to
complete the scheduled and unscheduled maintenance ¢ rtions of the TCO mode!, The CFET
-{Finance) recommended that the CFET (Technical) review the models for reasonability with the
purpose of allowing the CFET (Technical) ta guide the £ 7ET {Finance) In making dedsions to
score the TCO models submitted as well as to guide the ¢ FET (Finance) In their deliberations as
to whether the models submitted would actually meet the requirements to be scored fairly
amdngst bidders, '

20) Members of the technical team were made available to conduct a review of the scheduled and
unscheduled malntenance regimas as supplied by bidder: for reasonability. It emerged that the
models required nomalising and the CFET could not hanga the models on behalf of the
bidders.

31) The CFET recommended that the schedled and vasched: led maintenance be excluded from the
evaluations of the TCO modei,

32) The GCE approved the exclusion of the scheduled an i unscheduled malntenance from the
evaluations of tha TCO model,

e AN 1
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] 33) The results of the step 3 evaluations before the best and final oﬂ’er are summarised on the
| table below:-

WHAT IS BEING MEASURED WEIGHT | TL | T2 T3 T4

U |

1 | BBBEE SCORECARD 10.c0 6.00 0.00 | 10,00 { 9.00

} 2150 . 20.00 | 13.23 | 16.12 | 14.36 | 13.34

I

3 | Fuither Recognition Criteria (Current) 500 | 0.60 0.36 180" | 131

4 i Further Recognition Criteria {Future) 5.00 1.49 0.99 1.22 1,58

qu 3
Pz Price (Total Cost of Gwnership (TCO)

i excluding unscheduled and exduding
l scheduled malntenance and exduding

5 | bonus point aflocation) 60.00 | 17.48 | 16,65 | 13,35 | 37.13

] TOTAL SCORE 100.00 | 38.75 | 34.12 | 40.93 | 62.76

} 34) The above results were recommended by the CFET to the subcommitiee however, th

l subcommittee raised concerns regarding the pricing of the bids received, There was a cor .m
with the outcomes on the tabla above as the price for the second highest scoring tende  was
more than 10% higher than that of the lowest technically accaptable price.

' 35) This was a concern to the subcommittee due to the commerclal expostre for ™ ...sneb that this
{%f may potentlally represent and also the Naticnal Treasury concem of nr  paying excessive
\‘,‘.‘; premiums as outlined In the PPPFA quidefines of premiums not baing mo>  .iat 11% by the use

] of the 90/10 evaluation criterla,

36) The CFET was requested to Investigate the reasons for the abow oncerns and following further
clarifications from tenders concluded that the base price of lor  notives were too high.

37) The GCE approved a decislon that afl the tenderers mus” Je requested to submit a best and final
| commercial offer to sée if the above concerns will be mitigated.

, 38) The above declsion was made after consultation with the Chairman of the 80D; Chalrman of
| BADCand TIA,

39) The request for the best and final commerclal offer pravided a better outcome as all the

] tenderers submitted -better prces and the price differences are' less than 13% before

] . negotiations and the CFEY is confident, that the price after negotiations will be within tha
[ allowad premium,

] S Page 6 of 9 ' . /4
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~! 40) The final results of the step 6 evaluations after the best and ﬂnal offer are summarised on the
bable below -
! WHAT IS BEING MEASURED WEIGHT ™ T2 T3 T4
1 1 | BBBEE SCORECARD 1000 | 600 | 0.00 | 10.00 | 5.00
,; 215D 20.00 1323 | 16.12 | 14.36 | 13,34
- 3 | Further Recognition Criteria (Current) 5.00 0.60 0.36 120 131

j 4 | Further Recognition Criteria (Future) 5.00 144 | 099 | 132 | 1.98
F ~, Price (Totzl Cost of Ownership (TCO)

5 & excluding unscheduled and exduding
5 7 scheduled maintenance and excluding ‘
; 5 | bonus point aflocation) 60.00 | 2048 | 19.65 | 13.35 | 37.13
“y TOTAL SCORE 100,00 | 4175 | 37,12 | 40.93 | 62.76
j -
] MOTIVATION FOR AWARD OF BUSINESS
] 41} Apart from the fact thet T4 and T1 scored the highest polnts. Thelr propasals also offer the

following benefits to Transnek

) » Llocal Content both tenderers committed higher than in requirement, commitment for T1 is
] 61.13% and T4 commitment Is 55.55% against a stipulated threshold of 55%;
N » T1scored 92.9% technical evaluations compared to the stipulated 80%.

= Supplier Development commitment for T1 Is 66,15% and T4 commitment [s 66.7% against
a threshold of 40%;

» T4 proposed the best defivery schedule of all the tenderers;

T1 and T4 provided the best TCO in terms of the elements which were considered at the
end.

. While the scoring for T4 and T3 seems very close the price for T3 1s 32% higher than price
offered by T1. .

) MOTIVATION FOR SPLIT OF BUSINESS AWARDED

i 42) The original MDS volumes as promised in the corporate pl§n are significantly at risk due to lack

[——

of tractive effort at TFR.

1 , 43) This is due to the delays In the award of this tender mainly due to the PPRFA Bsues
experlencad

} ) l ’ . Paga 7 of 9
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44) In order to not further Increase this risk it Is suggested that more than one supplier be used to
supply the required Iocomottve to reduce. delivery risk and enhatice our abiity to meet MDS

volume targeats,

45) We recommend that two supplier be used to manufactura the required locomotives,

46) This view Is supported by the following reasons:

a. Promotes standardization of the loromotive fiest to ensure TCO Is minimized
b, Allows for critical mass that would enable successful negotiations on price and other oritical

commercial terms and conditions
c. Allows for ertical mass that would promote {otalization and programmatic procuremeant

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 fallure by any suppher to fulfll s

contractual obligations,

47) We further befleve that that above will be achieved by a 50/50 split of the contracted

locomotives,
48) This spilt is motivated by the following reasons:
a. There is a growing risk of very high dependency on T4 due to previous locometive

transactions,
b. This is may lead to and promotion of meonopolistic environment and will reduce Transnet’s

abllity to mitigate TCO over the long term. .
c. Allocating 50% to T1 will allow this risk to be mitigatad.
d. Also will promote localization and SD as there will be critical mass for T
e, Delivery risk on T1 will be mitigatad as T4 has demonstrated in the past ko delivery ahead

of schedule,

CONCLUSTION

49) TIA has reviewed and approved all steps in the evaluztion process — refer annexura A for
their full TIA report. .

507 Shartfist the award of buslness to T4 and T) for the suppiy of 465 diesel lecomobives subject to
successful contract negotiations.

51} Spiit the award of business to the abave suppllers ona 50% {T4) and 50% (T1) basis subject to
performance clause in contract.

EREN

Page B of 9
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RECOMMENDATION

L ] 52) It is recommended that the Board Dlspdsals and Acguisttions Committes:

Notes the update on the progress on the mnder‘evaluation process;

Note and recommend the approval of the tender evaluation procass fromstep lupte 6
step to the Transnet Board of Directors (BOD);

Support the recommendation of the shortiist of tenderers as a rasult of the tender and
evaluation process for the negotiations and award of business as <ontained In paragraphs
50 and 51 tv BOD and

Delegate all necessary powers to the Group Chief Executive to sig, approve and conclude
all necessary decuments to give effect to the above resolutions.

RECOMMENDED B‘l’.

L

Fy1E

00377-0364-0001-0226

aﬂ]sanqa Jiyane
le Procu

Date: { #6114

Internal Auditc -
Da’te: 2o fou) Do,

Mz ﬁ.sdne Matfokela °
Tial

ent Officer: Transnet Freight Rail

LY :'S
r

Mr. Anoj Singh
Chief Financial Officer: “Tansnet SOC Lid
Date: S\ e\l -
Group Chief Execufive: T oc LimHed
Date;
]
!
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‘ [ EXCERPT FROM THE MINUTES OF THE SPECIAL BOARD OF DlRECTDR“ OF TRANSNET SOC LTD

f] MEETING NO. 1411 HELD ON 24 JANUARY 2014 AT 16:40 iN BOARDR YOM 4801, 49™ FLOOR,
CARLTON CENTRE, 156 COMMISSIONER STREET, JOHANNESBURG

‘] ‘42 Acquisition of 559 Electric Locomotives

1 } RESOLVED that the Board:
] ] « Approved the tender evaluation process,
T] s The acquisiion of 599 Eleclric Locomofives estimated at R1).8bn {excluding hedging
il costs, escalations and scope of TE's work).
i + Approved the recommendation of the Bidder T1 and Bidcsr T2 as a result of the
. . evaluation process for the negoliations and award of business, subject a further
I | endorsement by the Board Acquisitions and Disposals Comr-ittee post the negotiation
o process,
. »  Approved the allbcation on a 0% - 40% basis; 60% to Bidzer 72 and 40% to Bidder
o T, subject to a perfdrmance clause in the contract.
| » Delegated authonty to the GCE fo sign, approve and conclude afl necessary ,
docyments to give effect (o the resolution. 14112

- (‘ .2
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EXCERPT FROM THE DRAFT MINUTES OF THE BOARD OF UIRECTORS OF TRANSNET SOC LTD
. MEETING NO. 14/3 HELD ON 28 MAY 2014 AT 09:15 IN BO-RDROOM 4901, CARLTON CENTRE
l OFFICE TOWERS, 150 COMMISSIONER STREET, JOHANNESBURG

: ! “6.16 1064 Locomotives: Increase in ETC te R54.5bn
RESOLVED that the Board noted the reason for the crease In ETC, and approved an

increase in the Estimated Total Cost for the acquisiticy of the 1084 Locomatives for the
General Frelght Business from R38.6bn to R54.5hn. f4/3/29"

—
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TRANSNEI

Linda Mabase, Chalrpersen

[

Our Ref No: LM/18192

-

Mr Nhianhla Nene, MP
Minister of Finance
- Private Bag X115

PRETORIA
0001

—_—

[

Fax: 012 315 5126
)  Dear Minister Nene

. ~ Ref M4/1/20 (921/14): TRANSNET'S ACQUISITION OF 100 DUAL VOLTAGE
T LOCOMOTIVES FOR THE EXPORT COAL LINE

Your letter with the above referance dated 29 September 2014 was recelved by Transnet
1 and Transnet welcomes your correspondence: In refation to the abave 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

locometives Is in accordance with the highe:t level of governance. It 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 arisi yg from a business need.

‘1. Comprehensive analysis of five proctirement options considered...’

Delays were experienced in the tender proc:ss for the acquisition of the 1064 locomotives
due to the following:

H » Aggressive timelines built into the ten: ler, resulted In requests for extensions and
clarifications.

= Process to obtaln PPPFA exemption w s lengthy and complicated
s Evaluation basls could only be made z sallable to bidders after exemption from PPPFA

U . was obtained

Evaluation of bids could only commzn e after PPPFA exemption was obtalned

; » The extensions and clarifications requ:sted above had to be adequately addressed
with timeline extenslons granted as a :hallenge to the award would Impact award of
the contract
j » Transnet's appetite for a legal risk anc: challenge of the award Is minimal given the
tractive capacity requirements, we bel ave that the extended tender process mitigates
the legal and challenge of award risk.
] The business need was first established wt'ch baslcally looked at the situation with the
~ ‘tender process for the acquisition of 1064 'ocomotives for Freight Rail’s General Freight
Business {GFB). GFB volumes were at risk &.d 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 acquistion of locomotives planned for the Coal Line.

| %

] Teansnet SOC Ltd CarltonCentra RO, Box 72501
Reglstration Number 150 Commisslonar  Parkview, Johenneshurg
1990/000500/30 Street South Africe, 2122
7 Johanresburg T +27 11 308 3001
j 2001 F 427 11208 2628
Directors; ME Mikwanast (Cheimperson) 8 Molefe® (Group Chief Execubive) MA Farwech ¥ Forbe: HD Garendam NP Momsana N Moofs 1M Sharma 28 Skessng ww trocsnet,net
E Tshabalals DL Tshepa A Singh” (Group Chief Franchal Cficer)
"Executive
J Group Company Secretary: ANG Ceba

i
'
H
1
1
'
)

5

i
|
|
I
1

0 364-0001-0229



[ e e TRANSNET-REE-BUNDLE-00507
229
i ‘ TRANSNErI
| wF

l This would free up existing focomotves on the Coal Line to service the GFB sector as an
-i interim measure untll the 1064 cortracts commence delivery. The cascaded locomotives
l i from the Coal Line will then be retir2d as the locomotives from the contracts of the 1064
are brought into service. The 100 lccomotives for the Coal Line are part of the fleet plan
i and 7 year capltal Investment plan and were being accelerated, it is not an addition to the
' fleet plan but an acceleration of the investment,
I The critical issue in this Instance wa; one of iming, basically fast tracking the introduction
{ of tractive capacity to mitigate again:t MDS volume risk in the short to medium term.
The 1064 locomotive tender proce:s was conducted at the same time, indicating that
I . Transnet had the benefit of recent submissions from suppllers for purposes of comparison
i and Tmproving our negotiating positicn,
There have been no objections or challenges ralsed to date thus no risk pertzining to
l Y gomn?encement of production of the locomoetives as all suppllers have accepted the
: ecislon,

‘( B With timing belng of crucial importince, the options considered were carefully explored,
however once a particular option wos explored and proven to be unviable to address the

' ] above crudal need, it was discarded without any further analytics being performed.

« Do nothing: This would clear s not address the business needs as volume risk would
still exist,

l ] » Go out on open tender; This ipproach would take considerable time to execute just
the tender pracess. The obje tive of bringing tractive power on as soon as posslble
to mitigate short to medium term MDS volume risk would not be met. This option

] was thus discarded due to ths ¥meline constraint.

l « Extend current 20E contract ar the 95 locomotive acquisition: The major reason for

not extending the 95 contra t Is that the locomotives for the Coal Line are of a
] different specification. Loccmotive specification is a key component of any

l locomotive manufacturing cotract. Changing specifications on an existing contract
will create significant complications and potentially a contract on which the terms

} and conditlons are not enforc :able, The process followad for this acquisition was an

open tender process and ext2nding the current contract would result In a material

I amendment such that we m 1y need to go out on tender again as losing bidders

. could challenge that their bids would have been different had they known about the

\‘8 i final quantum of locomotives nd possibly resulted in them winning the tender,

-4 » Lleasing: The optlon to leas: locomotives was explored. The lacomatives to be
ieased are small fn quantity 2 1d 30 years old and would not address business need.
The impact of leasing the locomotives will be minimal,

« Confinement to China South Rail (CSR) which is the chosen option was embarked
upon due to the following:

o Urgency of the proc:ss to acquire jocomotives to satisfy tractive power
requirements

o Locomotives are kncwn as CSR are currently manufacturing the 95
locomotive contract which Is progressing well from a quality and relfability
perspective,

o CSR have produced th : fastest prototype and dellvery of the first locomaotive
within 6 months of corpleting the design freeze.

o C§R has praduction facilities in China that can produce 2000 locomotives per

.
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annum and can produce locomotives with immediate effect With the 95
locomotives currently being built by CSR, they have the learning curve
benefits In terms of the production process.
o CSR s a known supplier of locomotives and they have performed we!l on the

last two tenders for electric locomotives (95 and 599/1064) in terms ot

» Technical capabllity

» Capaclty to deliver the required product

«  Supplier development

s Commercial and

= Transformation

o Confinement to CSR meets the criterfa for confinement as set out by the |
Board of Directors.

‘2. Detailed evidence on how the confinement method was selecied 3s the
preferred option’

There are baslically two approval hurdles for confining a procurement event:
1. In terms of the Delegations of Authority, confinement of Tendears ta 3 value
exceeding R1 billlon may only be approved by the Transnet Board of Dircctors
2. In terms of the PPM, confinement of tenders may only be approved urder the
followlng drcumstances:

a. Where a genulne unforeseeable urgency has arisen. Such ‘rgency
should not be attributable to a lack of planning, however where an
urgency has arisen due to a lack of planning, urgency can ta relied
upon as grounds for confinement. In such cases action must L2 taken
against individual(s) responsible for the bad planning.

b. The goods/services are obtainable from one or limited suppiers for
Instance patented/proprietary goods or OEM spares and comgonents.

. Operating Divisions are however required to provide eviderce that
there are no new enfrants to the market who could also be
approached,

¢. For reasons of compatibility and standardisation of existing gcads and

: services. A case must be made that deviation from axisting
standardised goods and services will cause major disruption. If not,
confinements based on standardisation will not be considered.

d. When goods or services belng procured are highly spedalized and
largely fdentical to those previously executed by that supplier ind It is
not in the Interest of the public or the organisation to solicit other
offers, as it would result in wasted money and/or time for T-ansnet.
When this partlcular ground Is Intended o be used as a ground for
confinement, it Is important to note that all pre-requisites rust be
satisfied:

l. The goods or services must be highly spedalized
il. Almost identical to previous work done and
ill. Approaching the market agaln would result in wasted maoney

| and time : \

O(l7-0364-0001-0231
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| With the above framework In place the conditions applicable for the transaction to meet the
1 criteria for confinement Is detalled as follows:
I ! 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 maving out. These

delays Include:
't « Development of the business case to obtain first time approval from all approval
: gates (Transnet Exco, Board Acquisitions and Disposals Committee, Board of
3 Directors and Sharaholder Minister).
l‘ N o 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
' ‘W.n: o The evaluation basis could only be made avallable to bidders after PPPFA
O exemption was obtained,
» The extenslons and darifications mentioned above would have to be adequately

I' t addressed with timeline extenslons granted as a challenge to the award would
P Impact the award of the contract.

As evidenced above the delay experlenced on the 1064 tender process Is not attributable to
' } peor planning by an individual or group of individuals,

Complementing “ground (a) —~ urgency” for confining a tender are grounds {h) -
j limited number of suppliers, (c) - standardisation and (d) goods are largely
I| identical to those previously executed,

] « (b) Locomotives are highly specialized with only a few suppliers worldwide,

l e (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 utillsation, spares holding, strategic spares heolding and
i maintenance facilitles and practices. The locomotives are largely the same as

I; currently belng procured on the acquisition of 95 locomaotives contract, a significant
o level of standardisation can be achleved through confinement.

‘-\_zjfx‘ » (d) Locomotives by thelr nature are highly specialized and the 100 Coal Line

" - locomotives are essentially similar to those already belng acquired (95 locomotives),
Ij In addition, Transnet would incur wasted time and money it 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
methodology for maximizing supplier development, whilst ensuring the -
{ highest quality standards and commerdal offering.
o Transnet has recently invested a large amount of time, human capital and
money in evaluating the tenders and going through another tender protess
3 would not be effldent given the urgency required from a traction cepacity
perspective.

] | o The Mitsul contract which has been recently completed was embarked on

0051364-0001-0232
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when criteria such as supplier development wera not a key focus area. As a
result Mitsul did not fare well In the most recent tenders Issued by Transnet.
o Confinlng the contract to Mitsul would resuit [n them having & monopoly for
the supply of locomotives to the Coal Line. Transnet found this concentration
fsk unacceptable as the downstream impact in terms of cost of spares,
strateglc spares and tooling would place Transnet in a vuinerable position.

The decision to confine has been justified through paragraph (a) of the grounds for

_ cenfinement contalned in the PPM, however the table below pravides a high-level summary - -

of the other grounds that further enhance the dedision to confine:

Ground @IM|©@]@E]| ¥
M4

v v v {1 v

! v

‘3. Details of Transnet's current contract with CSR with emphasis on compliance

with legisiative requirements’

The PPPFA was followed and the 90/10 rule applied.

Supplier development commitments contalned In the contract cutrently in praduction (95

electric locomotives for GFB) are as follows:

Category Amount

Total ' R1787m {65% contract value)
Actual to March 2014 R441m
droken down as follows:

Localisation R163,4m
Skills Development R46,9m
Investment Plan R192,0m
Industrialisation R136,2m
Small Business RO, 1m
ural Development R2,6m

li
1

00513364-0001-0233

Y. Risk Management plan to mitigate against all possible risks that may deraif
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 dellvery on the 1064
locometive 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: '

e 95 GFB electric locomatives,

s 1064 GFB locomotivas, !

.
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' The risk mitlgation plan developed for the 1064 locomofives Is thus applicable to the 100
: Coal Line locometives and is the worst case scenarlo eg. All risks have been rated as Leve! 1
] {highest priority, red, considered by Board and Exco and action plans are to be developed
l and effected within 6 months of the risk belng Identified), however rail Infrastructure risk on

: the Coal Line is not high as the GFB network. The risk plan at a high level covers the
] following risks:

o 100 Coal Line electric locomotivas and
» 60 GE diesel locomotives.

l o . Delivery delay
! Rall Infrastructure

Energy supply
Market
Customer
Operational readiness
Finandial
Production
, . Infrastructure
. ] 10. Logistical

11, Human capital

12. Technology
| l 13, Material

-

)
-t
100N O YD W

14, Security
15, Compliance
] 16. Project management
| 17, Safety, health and environment
18. Quallty management

As s evident from the above list, a comprehensive plan was developed and Is attache, -<
' Annexure A,

PFMA application fo acquire 100 Locomotives for the Cozl Line. A summary of the notes Is
l provided (Annexure B) for your ease of reference. The notes were clreulated In response to
queries raised by the Minister In the letter of approval of the Investment. It was
i unfortunately not copied to the National Treasury.
|

"{jﬁ Engagement workshops were held with the DPE together with National Treasury on the

“Informed decision to be reached regarding the acquisition of the locomotives”

| ] ' The request to acquire the locomotives was epproved by the Minister of Public Enterprises

on 23 May2014. Approval [etter from the Minister of Public Enterptises 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, lTransnet were duly Informed that approval of the

l
li
I

0057'364-0001-0234
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Investment is pot part of the National Treasury’s responsibility (letter from the Minister of

Anance attached as Annexure D) but that of the Shareholder Minister. This Is a correct
} Interpretation of the PFMA and National Treasury is required to be informed of the

transaction. This has been Transnet's 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 [nvited 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 weil wlth good cooperation between the various Depariments and .
Transnet.

i
The acquisition of the 100 locomotives for the Coal Line has been accelerated. Delivery of
l -"}\,3 the 100 Coal Line locomotives has commenced with 14 locomotives having been delivered by
i "'?

C’: mid- February 2015, These locomotives are In various phases of testing at the OEM's and
S TFR's premises.

~

I trust that the response provided together with annexures glves 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
I relating to the acquisition of 100 locomotives for the Coal Line,

Kind regards

Linda Mabaso
alrperson

| Date %ls( MIS'
LB

bt
W
et

rown, MP
j Minister of Pubﬂc Enterprises

1
|

I_l
lJ

)
'.}
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dellvering Fraighz rallably

Acquisition of 1064 locomotives for

TFR’s General Freight Business: Risk Management Plan

19 September 2014

BY
0057-0364-0001-0236
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o Background - Accelerated Loco Delivery and Associated Business Impacts _ Wr
N . wlwinsginamntaly ¥

Risk Assessment Context

During the workshops the following principles were considerad:

» 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.
 Issuss relating to Opex/Capex affordability were considered.

« TE is part responsible (as sub-contractor) for the bullding of the locomatives 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 decislon that all risks should be treated as Level | risks and be treated as stipulated in the Transnet
ERM Methodology.

[ ™
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Business Risks: Level 1

- "

ractors unabie tomeét contract ¥ AOEMs and subcontractors to: ﬁna isa't

delwery commitment agreement
il; * Capacity and capabillty constraints = Locomotive governance steering commlttee -2 provnde

» Continuous engagement between OEMs andz R: : 'garding
delivery progress R

= Suppliers/ subcontractors to escalata i |ssup_r, relatmgto Iate
delivery immediately to TFR ;

* Vigorous cantract: management

» Should l[ocomotive dalivery be delayed,.subsequentrun-out
of the old fleet will also be deiayed {Increas n'tenam:e
costs.and possible locomotive failures}.

= Structured quality inspection programine to. be undertaken

S PR

hyTFR
(. = New locomotives will be traversing fatigued rail =~ . » Continuation and Im provement of rail network Copex, Opex
infrastructure and sustaining Capex programmas
~® Infrastructure failure remain/deteriorates which  * Achleve of “A” standard network to match locomotive
wil! lead to operaticnal disruptions requirements {as dictated by the RSR) .
» Affordability of Capex, Copex and Opex = Submission of business case to Capic {Nov 2014) to ensure
® RSR technical standards threatens TFR licencing “A” standard rail infrastructure
conditions and penaities * Selective investment based on high yield commodity
corridors
* Developing scenarios to consider various affordabllity
options
Inherent risk of Eskom power interruptions = Explore alternative power generation imtlatlves (medium to
impacting tonnage delivery : long tenn option) -

0057-0364-0001-0238
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. 'Risk Description
.=/ Customer readiness forrail
* Low economic growth/ contraction

demand — also from Botswana

/ facilities

* Acceptance testing readiness
~ Driver training and readiness

transporting long rails

. sleepers etc.

£
——— p— r-—-\-.. | ] l—-—---q(-\.-.-—-_-u-- —r ,(-(-1 —

~
cm— a ap—a —s — -
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: * Volatile / untartain demand from Eskom
+* Fluctuating mining commodities’ pricing impacting

Infrastructure material supply & transport—

p——_
—,

- TCP, TE, TPT and Rall Network capacity to execute
" projects supporting the locomotive deployment.

Material avallability — e.g. supply of rall, ballast,

ey e,

h iMitigating actions )

Total logistics chain, address customers” ability to deal
with increased freight — siding and loading equipment

e

TRANSNET

N -

‘Aggressive marketin Ebf‘fFR""ﬁi’b’d&i:ﬁﬁfféi’iﬁg L T
Annual volume valldation with customers - S
Written commitment and. conf' rmation: from cust_ome
Implementation of take or pay ::ontracrs for Mega Rani R
customers ‘ g
Explore contractual alternatives to fimit the rfsk exposure of
investments made for. customers who do not meEtvoiume
commitments

Implementation of aggressive New.Road to Rall stmtegy and
opportunities identification ,
Identification of key customer constraints

Customer engagement to explore solutions to effectively
address loading and offloading facilities avallability and

reliability

Integrated capital project planning between TCP,TE TPT: and
Rail Network to ensure alignment across the value cham
Operational readiness plans have been’ eﬁ‘.’_"&?‘,’ n: o . ‘.

preparation for the locomotive deployment (e.g.,trammg of
train drivers and maintenance staff; acqu;s:t:on of upfront

" spares , tools and facilities)

——mmay p—‘-—-—-‘- ) r—— s~y .-

Orders for the procurement of railway matenal done a year
in advance, ~ :
Lacomotive execution strategy - four tiergovemance
structure (Executive Sponsar, Steering committee, :
Locomotive Owners team, Programme Dlrector)
Establishment of a Programme Management Office -

o
e
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-
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Business Risks: Level 1!

sk Descnptmn . | 0. Mitigating actions

s R A v

: Existing Finance procedires and procas
e R .
%G| - appolnted OEMS = Project Steering Committee

Termination of the contract by OEM’s = .Regular project meetings
Increase in the Project Input Cost (energy, electricity, Dally production meetings
security, steel and et '
rity, and etc.} = In-line/hold point inspecﬂons for detectmg defects earher

Corruption, fraud and other forms of criminality
» Energy saving initiatives

» Ongoing review of security measures E
* Fraud risk strategy o
» Systems controls - Procurement and Fmance

Inability to ensure a timeous manufacturing of the = Project plan

required Locomotives as schieduled a Daily production meetings aimed at tracking progress
" Adequate Human Resource Allocation

s Financlal Commitment

Energy supply - load shedding » Elactricity backup systems {e.g. generators)

Inadequate machinery and equipment capacity to » Maintenance plans across TE operatlons ‘

ensure successful completion of the project ® Prioritisation of Capex list ’

Delay In the establishment/purchase of the requlred  * In-hause modifications

Facilities/Equipment for the project ‘= Capex approval processes _

Logistical and warehousing constraints " |Logistics Management Strategy for 1064

Shipment and transportation logistics constrain = Dedicated logistics human resources

Non conforming material for components and reverse  * Dedicated warehouse for 1064 scope

logistics . * Inspection of material on arrival

* Project Steering Committea
e, 3
B

Informatian provided by TE DL g

f ‘.5-

i@ g | w

0057-0364-0001-0240
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and maintenance demand {competing national rail
projects)
Limited technical human capacity from OEM
Industrial action
. " Incompatihle 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 and TFR
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 of the design freeze

material defay 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

information provided by TE

[ T W . —

lnsufﬁclent human capacitv to meetthe productmn‘ ) Feederchannel of apprenhceshlps

Usage of experienced planness

Making use of fixed term contractors

Training agreements with OEMs

Strike management committee -

Change Management Strategy [e.g. communlcatlon strategy)

Drawing and design fresze
More contrals to be developed to manage the risk
Existing ICT Processes and Procedures

Timeous placement of Purchase Ordé_;s-_ '

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 (for third party. servh:e
providers}

Daily tracking of progress within TE

R W N\ SN -R R NS e
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'» |neffective Security Management
Theft of the OEMs” [Ps

Not meeting Supply Development and Localisation
targets
Ineffective decument management

Ineffective Project Management of the 1064 scope of
work

= {ncrease in Injurles/fatalities and disabilities

= Non compliance to contractor SHE requirements by
the OEMs

Utilisation of unknown hazardous chemical substances
(such as asbestos)

Business Interruntion

0057-0364-0001-0242

Existing Security Plan and rrocedures Irifplace‘-'
SHE lnduction -
Usage of different Bays and Centres for each OEM
Existing ICT security measuresin place
Regular Project Meeting

Contract between TE and OEMs

Supply Development Strategy

Supply Development Summit

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
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Business Risks: Level 1:

actions

" Changé Control Boardin place ™~

« Regular Production Meétings :

* [n-line inspections and internal audits ta ensure com pl[ance
to SQP .

» Supplier audits and incoming matenal mspectlons

» Audits, quality control plan, Q.ua!lty MapagementFmrnework

= Inspections conducted as per customer request

%
; =
Informotion pravided by TE : t\‘ffE‘ 3
PR -y .
"y e '
— A L
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S Group and OB
Group;, TE. & TFR Risk:

Chief Risk Officer

TFR & Group-Finance' -
Reputational risk should be proactively managed including stakeholder engagements and communication Group Communications,
especially with the media. Full involvement of Group Communlcations is required TE & TFR Risk

- Quantification of funding alternatives .Group Finance

A2 TFR Capital Program
Operational readiness plan to be shared with Group Risk  {Completed) Ol;ﬁceapl rog

tlnsg'{ance management {(integrated approach) to be finalised (Completed) Group insurance

Chanpge Management between TFR and OEMs to be formalised TFR COO

1 A_gs.ign freeze to be implemented timeously to provide sufficient time for Suppiier Development TFR/TE COO

A- Decision on the allocatlon of production facilities between Koedoespoort and Durban to be finallsed TFR/TE COO

o - :
- P—-'ﬁ_- r—___ Fowre r— ',""'"..-—.—_f-‘ [ — fL - o — e [ anama i r—r. N i ™ — ———— — . ———— T A ey
— - Doy ~ Nl - p—— ] — - S P 1 [ - L. — . ——y ——y -
N H V .
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What do Transnet mean when we say
contract In execution?

The contract is In progress and can be reversed If approval is
not obtained.

What are the types of frelght and the
routes on which they will be trensported?

This Is well documented In the 2014/15 corporate Plan,
Primzrily the frefght targeted Is:

Manganese

Damestic Coal

Mining minerals

Intermodal {contzinets and automobiles)
Road to rail shift

® » = » 4

What Is the deployment plan and the
Impact of the deployment on volumes

This 1l only be avallable as the locomotives are deployed
onto “he network and the assocfated impact on volumes wif! be
recor fed once the locomotives are In operation, In order to
measre full impact the locomotives would need to be
oparziional for a full year as all volume commitments are

quotzd in annual quantities, Monthly extrapolations can be
deter:ninad,

Why did Transnet not confine the
acquisition to two suppliers

Tractise effort Is the key constraint Impacting volumes, TFR
need: to grow faster than the commitment to volumes in plan,
The shertfalt In tractive capaclty needs to be augmented. In
execting the 1064 tender process around December 2013,
Tranz et had the benefit of observing the progress In terms of:

« Which tenderers were providing the most value
+ The various competitors bidding
« CSOP cofferings of the various tenderers

Transet did not want to place ourselves in a position where
Mitsu! became a monopoly for the supply of lccomaotives ta the
Coal Line, Mitsul would be supplying 210 locometives to the
Coal Une IF awarded the tender, Inltial caplal outlay
const'utes about a third of the total cost of ownership.
Allowig Mitsul to be the monopoly supplier wilt impact the
tong tarm cost on the Coal line. Transnet would be In a ‘sltting
duck’ ~osition if this was allowed,

Delivery on 5D agalnst, existing contracts,
Provide a report on the performance.

GE h:zve produced an SD report as it relates to the acquisidon
of 141 locomotives that have recently been buift and supplied
to TFA. A portion of the report (Annexure B1) fs attached for
your =ase of reference,

Provide specifics as It relates to the 70%
locatisation mentioned in the submission

The saeeifics ara part of the negotiations currently underway
and v} be provided once agreed to and finalised.

Was the PPPFA  followed when
detenmining the fender specifications for
this contract?

Yes, T.ansnet applied the 90/10 rule

8
i
!,

What lcare the 5D obligations on the 95
CSR [ocomotives

Overal SD obligation is RI787m (65% of contract value),
Actual 3D to March 2014: R441m

s Localisation (R163,4m)

Pagel
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~Skils developmer (R96,91m)

Investment Plan (R92,03m)
Industrialisation (R136,21m)
Small busingss (RO,14m)
Rural development (R2,58m)

What measures have Transnet put in
place to ensure dellvery against local
content?

There ara various maastires In place which Include:

Plans need to be submitied between 90-120 days after
contract sign off by the awarded tendeters
Non-submission of the requisite plans 1s grounds for
termination

Inclusion of 5D penalty clauses are indluded in the
contracts

Obtaining an SD bond to cover default risk
Appointment of Scclo-Econemic monitars to provide
assurance around the performance agalnst pianned sD
commitments.

Transnet Engineering Is the appointed jocal assernbler

10

Apart from concentration tisk by utilising
one supplier what are the cther
risksfissues relating to the appointment of
one suppller?

L]
L]

Standardisation. The fleet curvently conslsts of 21 different
locomotive models which negatively impacts costs in terms of;

CSDP benefits are conslderably greater than if the 1064
contract was awarded fo a single contractor

The 1064 contract as mitigated as it relates to:

Spares holding and speciallst tosls far each locomotive
medel

Infrastructure

Operatiohal issues

briver certification. Driver certiflcation of competency
for each model

Tralning regimes

Maintenance In terms of engineering skills
requirements and fault dlagnosis for each locomotive
micdal

Dellvery

Csop

Business could not wait for the schedule as per the
2013/14 Corparate Plan as that would severely impact
volume throughput

The cost of the 1064 acquisition would be between
R60 and RE5 billlon if the original delivery schedule
was adopted as we would be hedglng over a 2-3 year
longer perlod.

GE and CSR are not eonsidered risky as thelr track
record has been established and thelr 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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nd wilt be appropriately mitigated
2 suppliers are considered Ideal for each of the diese: and
electric components of the 1084 acquisition. High ercugh to
mitigate concentraticn risk and low encugh to obtzin
maximum CSDP benzfits. 3 suppllers each for electric and
diesal locomotives would dilute CSDP bensfits and re.der
Transnet unable to take advantage of economies of s:ale, This
will also drive up the locometive cost per unit,

1%

What do the Soclo Economic monitors da?

After the Gautrain was completed, Transnet engagement with
thalr management to asslst Transnet In addressing tha matter
of monitaring the soclo economic Initfatives on the praject and
determining If objectives were mek. Arising out of the:
dlseusston was the appolntment of SEMs who provide an
assurance role through assessing the achlevements 2 jainst
initiatives provided in the plan, This will enable Tranz et to
report on secio economic activities of the project.

The suppliers are aware of Transhet's
acute need for tractive capacity and would
not be fearful of a termination dlause as It
was unlikely to be enacted

On the contrary, Transnet will not hesitate to terminze a
contract where it Is warranted. Termination s a last rasort
after all avenues to ensure performance have been &-hausted.

Locomative supplizrs are in the business of manufactring
locomotives and it's not In thelr interest for thelr cont-acts to
be terminated as this affects reputation in a massive ‘vay, The
OEMs see this contract as thelr gateway Into Africa. This
contract Is therefere given thelr utmost effortsas itis an
opportunlty 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 earned a
small margin. ‘Transnet Is exploring the opton of co-cjeration
agreements and a preflt sharing model,

In conjunction with the PWC work conducted between the DPE
and Transnet It has bean established the OEMs are protective
over thelr Intellectual Property, In line with the Minist«r's
vislon, TE wants to move inte the OEM space from a :trategic
perspective and Transnet is confident that with the conbined
scope of the varlous localisation Initiatives with each cf the
contractors, we are In a position to complete the hask st of
becoming an OEM,

OEMs sub-contracting to TE have established a concrala
relationship and launch pad for thelr expansien into Afrdca.

Suppllers |lke EMD need to re-examine their strateglc
positioning In Africa as they are currently not getting rauch
work outside of the USA.

13

Provide clarity on the delays relating to

Transneb’s initial approach as [t relates to timelines for the

tender process was not reallstic, The 1054 tender is la-ge and

Pz3e3
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ability to generate cash. Funders will advancs funds to
Transnet based on its cash generating abifit

There seers o be pbb!ems with the
MDS, should DPE be concerned?

1 the 100 and 1064 focamotives are not del-ered tmeously
then Transnet will be in trouble, The next 24 months will
deflne Transnet’s history and success,

There ara delivery risks as it relates to the & rarding of the
tender,

No concem as the plan Is realistic and do-at'2, The most
significant factor Is hawever tractive effort. Ve have re
baselined volumes and have Instituted actlv: plans In terms of
cash reallsation.

OEMs are very much committed to delivery. he dlesel
locomotives are not vety different tn those & ready produced,
The 100 focomotives for the Coal Une Is not ery different to
the 95 CSR Dual Voltage Electrics currently i1 production.

Transtiet has a plan In place ko manage Chir3 North Rallway
and Bombardier Trnsport to ensute that de'very is as
contracted.

29

Diesel versus Elecirle. How (s the split
determined?

The configuration of the infrastructure Is a k-iy determinant.
Non-electrifled Iines may only operate diese! type locomotives,
Demand on this sectlon of the network will ¢ stermine the
quantity of Incormnotives. A slide of the netwe & Is provided in
addition.

25

Coal expansion to 81mt, how were the
mine plans determined and Yming of
Transnet capacity?

The 81mt expansion Is already secured by 't ke or pay’
contracts. Expansion to 97mt is dependent ¢ 1 mine plans and
wilt be firmed up through a commerdal valid «tlon process. As
indlcated eatller, water and eleciricity are th- patential
constraints to the Waterberg expansion,

A planning process Is belng undertaken to d: zermine when
capital Is being deployed. Capital will not be emoved from the
plan but deferred.

26

If urgency was not an issue who would be
the preferred bidder?

An open tender process would hava been foi owed and the
outcome of that process would determilne th : preferred bidder,

27

DPE need to find a sense of comfort. Is TE

“In a posltion to take up given the urgency?

The 1084 process glves effect to the Ministe:'s vision
Incorporated in the study, The 100 locomoti 2 contract

" consists of basle work and similar to the type of work done in

the past.

A high level scope of the TE work will be sub nitted to
Transnet’s Board Acqulsition and Disposals C:mmittee in June
2014. CSDP plans will be shared as well,

Page 6
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] MIMISTER;
REPYBLIC CF .‘JOUTH AFRICA
] Private Bag X145, Pratorla, Q001 Tak +27 12 323 8941, Faxe +27 12323 4262

PO Box 29, Caps Town, B00D, Tal: +27 27 464 8100, Fax: +27 21 434 2934

J Ref. M4/1/20 (021/14)

e

/'-8:.] Mr Mafika Mkwanazi
4

Chairparson of the Board
Transnel SOC Ltd

' g P O Box 72501
PARKVIEW
2122

I .l Daar W W.JA«W&}J

} TRANSNET'S APPLICATION IN TERMS OF SECTION &4(2){d} O." THE PUBLIC
l FINANCE MANAGEMENT ACY FOR THE ACQUISITION OF 100 D JAL VOLTAGE
| LGCOMOTIVES FOR THE EXPORT COAL LINE

l l | rofer to your letler daled 10 Aprli 2014 with regards to the ahovementionad matter.

| nole Transnet's intentfon to acquire 100 dual voltage electric locomoli es for the Coal
} Export Line at an estimatad cost of R4.8 billion. 1 understand that this acqu! 1tlon will ralaase

125 locomotives from the Export Coal Line {o the General Freight Bu dness (GF8) to

mitfgate agalnst possible volume and revanue deficits due to tha dslay !/ lhe 1084 GFB
b 'acomotive tender process.

T@ 3 However, Transnel's submission has limlited informatlon on the procureme i siratagy to be
l o adopted. Tha Natlonal Trersury requires reassuranca that Transnet's prafe ted accelerated
} sonfinement procurement method was the most appropriate straigy given the
dreumstances. In order to astablish this, Transnet must disclose the allem. la suppliers that:

' were considerad and evidence of how and why China South Rall (CSR) wa- selacted as the

l areferred supplier.  In addilion, the following informatlon would be he'plul to provida
] agsurance that the propased procuremaent siralegy complies with all isgislati  requirsments;

i 1, Comprehensive analysis of the flva procurement optlons conslidsred by “ransnef (Go out
l lo tander, Do nothing, Confine, Extend the current 20E conlract for 85 C 3R locomotivas,
i and leasing);

I "l £, Datailed evidenca on how the confinement method was salected as the | referrad option;

., Detalls of Transnet's current confract with CSR wilh emphasis on its :ompllance with
legislativa requirements such as the Prafarantial Procuremant Reg. ations and the
' 1 Natlonal Industrial Participation Programme; and

|
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4. Risk management plan o miligsle agalnst all possible risks that may derall the project.

! ook forward to your assistance in providing the raquired Information to enable an infermad
declslon lo be reachied regarding the acquisition of the locomolives,

{ frust that you wifl find the above (o ba in erder.

Yours sincerely

r
L

= -——\\)
NHLANHLA M NENE, MP
MINISTER OF FINANCE

DATE: 24 (7 /2., .

¢ MsL Brown, MP
Minister of Public Enterprises
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