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[see ' s Contract concluded for 43 diesels and tender lssued
procurement for 95 electrics

1} December 2011 | strategy of April
2012]
[See memo to + Minister of Finance grants Schedule 2 entitles
21 0771272011 BADC of 23 exemption from most PPPFA regulations
August 2012}
[see s Transnet Board of Directors (BOD) approves
3| February 2012 procurement Transnet Freight Rail (TFR) locomotive fleet plan
strategy of April
20127
Procure 1064 Locomotives for TFR General Freight
: submitted to Transnet Freight Rail Investment
Saness Case Committee (TFRIC)
4| 09/03/2012 Dated 5 March » Prepared by F Callard, financial model prepared by
Janse Maria
2012 - 45pages || minute reflects ETC of R38,2bn but excerpt from
minutes has ETC of R43,4bn
Excerpt of T e procurement ot 1064 at Ria 353 bil (sic)
. « Inre procurement o a on (sic
5] 09/03/2012 2;‘;;:2'5 of TFRIC » Basically a resolution in support of the business case,
g subject to stated conditions
« ETC at R38 146 million (sic)
= Submission was not given with business case
presentation: decided that a submission was to be
made to members of the committee and comments
Excerpt of to be submitted to acting chalr (Mr. Giliman)
6| 19/03/2012 Minute of CAPIC |« Mr Gillman and Mr Gama to decide on external party
meeting *  to review the business case and provide a risk
assessment
¢ Business case not recommended for approval to
Group Executive Committee
+ Special CAPIC meeting to be held
o Styled: "TFR General Freight (1064) Procurement
Strategy Submission - 7 year Plan" {procurement
1064 strategy of Aprit 2012)
Procurement Submission to BOD
71 April 2012 Strategy « 6 step Evaluation process explained in detail
Submission - » Approvals required from BOD stipulated: acquisition
Presentation strategies (open tender programmatic procurement)
+ delegation of authority to GCE to approve the
jssue of tenders {(subject to PFMA approval)
BADC agreed to programmatic evaluation
process with the following thresholds:
Price 60%
SD 20%
[see BBBEEE 20%
g| 19/04/2012 procurement » Procurement strategy recommended to BOD by the
strategy of April Board Acquisitions and Disposals Committee (BADC)
2012} after minor changes
« MDS volumes anticipated to grow from 87,7 m tons
in 12/13 t0 170,2 m tons in 18/19
» | National Treasury local content requirements 55%
' diesel and 60% electric
[See memo to » Transnet Freight Rail (TFR) - custodian of tender
BADC of 23 process - send draft RFP's to Group Supply Chain
9] 23/04/2012 August 2012) Management for review

0057-0366-0001-0002
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1y 25/04/2012

[See memo to
BADC of 23
August 2012]

P

» conselidated review meeting held to di5cuss and
workshop RFP's - After circufation of Draft RFP's to
Group Finance, Tax, Governance, Treasury,
Insurance, Legal and Supply Chain for commenting

1] 25/04/2012

Excerpt of
Minute of BOD
meeting

» Board (in morning in PE) approves process for 1064
acquisition and delegates authority to GCE to issue
RFP

+ Resolved (approved)

o Process to be followed per procurements
strategy, subject to PFMA approval

o Delegate authority to GCE to approve issue of
RFP's, subject to PFMA approval

[See memo to

= Draft RFP's incorporating comments of all relevant

BADC of 23 group functions sent to TFR for incorporating and
1} 26/04/2012 August 20123 consideratian o _
Merna from Pita to Singh and Molefe recommending:
Memorandum + Conflnement of business to the estimated value of

11 7/05/2012

from Garry Pita
to Anoj Singh
and Brian Molefe

R50 mitllon for advisory services re 1064

« Procurement strategy that will be considered

« Delegate authority to Acting GCFQ (Singh) to award
business after adjudication process

11 10/05/2012

[See memo of
Anoj Singh to
Brian Molefe of
22 August 2012)

» GCE approves a confinernent for transaction
advisors, which confinement includes PWC

1) 12/05/2012

Excerpt of
Minute of CAPIC
meeting

» Pumose: collate comments on business case +
decide on party to review business case and provide
risk assessment

« This Is the meeting where it is stated that Transnet
needs to augment the business case from a Group's
perspective to ensure that it Is addressing all risks
assoclated with the business case

« Further

o BOD approval requested for RFP issue to
market subject 1o PEMA approvat

o Department of Public Enterprises (DPE) and
National Treasury (NT) to be engaged in the
PFMA approval process

» The Acting Chairman said to have conducted a risk
assessment and engaged a multi-disciplinary team of
transactional advisors to advise with the business
case

Request for » Request for proposal for the Appointment of
Proposal "RFP" Advisory Services Related to the Acquisition of the
1{ 30/05/2012 document 1064 Locomotive Tender
prepared by
Tmanset
[See mema to « Group receives back RFP's with amended comments
BADC of 23 and additional changes
i] 05/06/2012 August 2012]

1% 07/06/2012

[
l

Response to PFR
document dated
7 June 2012

» Response to GSM/12/05/0447; For the appolntiment
of advisory services related to the acquisition of the
1064 Locomotive Tender : Response by Mckinsey &
Company, Letsma Consulting, Advanced Rail
Technologles (ART) Nedbank Capital, Edward Nathan
Sonnenbergs (ENS) Kolkanyang INC and Utho
Capltal

-REF-BUNDLE-0Q783...
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1Y 08/06/2012

[See memo to
BADC of 23
August 2012]

Fallow up RFP review meettng wuth represéntations '

from Group Supply Chaln, Finance, Tax and Legal
functions

Additiona) Infermation to be incorporated into RFP's
identified

2{ 11/06/2012

[See memo to
BADC of 23
August 2012]

Combined review by TFR and Group Supply Chain
function

Consolidation and finalization of all changes to RFP's
took place

2] 11/0772012

[See memo to
BADC of 23
August 2012]

TFR submits final RFP to Group Supply Chain for final
Review

GCE appioval of placement of (RFP} advert received

2] 12/07/2012

[See memo to
BADC of 23
August 2012]

Group Supply Chain forwards final updated RFP's
Review {in track)

21 15/07/2012

[See memao to
BADC of 23
August 2012]

RFP advert issued, stating RFP's would be issued to
market on 22 July 2012

24 16/07/2012

[See memo to
BADC of 23
August 2012]

NT issued Instruction note re "Invitation and
Evaluation of Bids Based on Stipulated having
Minimum Threshold for Local Production and Content
for the Rail Rolling Stock Sector” {instruction note)
having an implication of the evaluation process to be
employed in the Transaction, RFP's of which would
go to market on Monday 23 July 2012

2} 17/07/2012

Integrated Supply Chain Management (ISCM) mest
with NT officials re implications of instruction note on
Transaction with particular points of clarity sought,
having regard to exemption from most PPPFA
regulations granted by Minister of Finance to all
schedule 2 entities on 7 December 2011

NT raspond to the polnts of clarity sought

2( 23/07/2012

RFP document
contains issue

date 2 July 2012

RFP issued for 1064 Locomotives

'
— e -

Amm

——

. - . N
——— [y UG (S

2] 23/07/2012

Memorandum to

BADC

From GCE/Brian Molefe (BM), Anoj Singh (AS)/GCFO
and Garry Pita {GP)/ Group Chief Supply Chain
Officer (GCSCO)

Re update on Transaction

Given the instruction not +clarity from NT: RFP's to
be amended as certaln parts of the Instruction note
appllies to the Transaction =~ |

o Evaluation model now to be followed included
and explained

o RFP's stili to be Issued on 23 July 2012 as any
delays will compromise meeting MDS
objectives, but it will now be done In parts

o Part 1 to be [ssued first and contains all
infarmation required by Instruction note
(components of part 1 listed)

o Other parts to be Issued later comprising
aspects such evaluation criteria, evaluation
methodology, weightings and supply
agreement, Financial Total Cost of Ownership
etc... ete

Transnet to approach NT while RFP's (part 1) Is In
the market to obtain full exemption from application
of PPPFA requlations as a matter of urgency - RFP's

0057-0366-0001-0004
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to be allgned by addendum on approva| of
exemption

» GCE was delegated authority by BOD to approve
RFP's and authorise Issue to market

S ey '
[ e 4

27/07/2012

Transnet
Acquisltion
Council
Resolution/
Minute
184/2012TAC

Transnet Acquisition Council approves split award to
McKinsey consortium and Webber Wentzel

31/07/2012

Excerpt of
Minute of BADC
meeting

+ Meeting deais with the PPPFA withdrawn exemption
and how Transnet is to deal with the situation

« Noted that NT decislon to withdraw exemption
amounts to administrative action that can only be
reversed by a court of law

« Transnet acted on declsion by NT but will challenge ~ |
same through the MPE

s Meeting between the Chairman, MPE, GCE and GCE
and DG was scheduled for 1 August 20012

21/08/2012

« BADC recommends to negotiate with highest scoring
tender {CSR) and with an option to negotiate with
second highest (BT) re 55 electric locomotives

22/08/2012

Memorandum
from Anoj Singh
to Brian Molefe

« From Anoj Singh {AS)/ Group Chief Financial

» Re appointment of advisor of 1064 locomotive tender

s Request for appointment of McKinsey Consortivm for
complete advisary services and Webher Wentzel for
legal advisory works as transaction advisors on 1064
tender

« Background: GCE previously approved a confinement
for transaction advisors, dated 10 May 2012

29/08/2012

» Board approves Sharma appointment as chairman of
BADC

22/10/2012

» Transnet sighs agreement with CSR re earlier
“accelerated” tender - CSR to supply 95 electric
locotmotives

34

30/11/2012

Letter of Intent
from Transnet to
Mckinsey

Letter of Intent from Transnet to McKinsey (and the
other members of its consortivm including Regiments,
Nedbank and Advanced Rail Technologles:

=« For 9 months commencing from 15 January 2013 to
15 Qctober 2013

Main dellverables:

Business case

Transaction process

Negotiation

December 2012

Transnet appoints consortium (led by McKinsey) to
advise on the procurement of locomotives

07/12/2012 '

Letter from DPE

Addressed to BOD Chair (Mafika Mkwanazi)

Re the withdrawn PPPFA exemption

Acknowledges that there are Issues In that regard,

that MPE is engaging with NT personally and

Transnet should cease all communication with NT in

this regard until issue Is resolved

» Provides Transnet [s to continue procure as If the
extension to the exemption isjin place

« Further guidance on how to deal with Instruction

note re "Invitation and Evaluation of Bids Based on

Stipulated Minimum Threshold for Lacal Production

and Content for the Rall Rolling Stock Sector" -

should MPE agreement with NT require change

Transnet can alert bidders a that stage

0057I366 0001-0005
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' s RFP Part 2 issued (both electnc and d:esel) w]th

o 3] 11/12/2012 RFP document closing date 26 February 2013 (date later extended)

; « Addressed by BOD chair

. « Confirms Transnet having gone ahead with the

— "Tender" Issue as per MPE letter of 7 December 2011

: (l.e. as though the required exemption is in piace)

: 3{ 28/12/2012 Letter to MPE » Basically provides that Transnet's interpretation is

that the instruction note should be complied with
pending agreement between NT and MPE (potential
risk of irregular expenditure)
» _Transnet awaits MPE advice on agreement with NT
» Re change evaluation methodology required in

Presentation to

the ISCM Transnet's procurement processes, as no further
exemption from PPPFA subsequent to instruction
3} January 2013 ?:é%”;:gﬁz note of NT withdrawing exemption that had been
v granted to Schedule 2 entities
2013
Subcontract s Subcontract concluded between CSR E-Loco Supply
4f 08/01/2013 Pty) Limited and CSR Zhuzhou Electric Locomotive
Dacu t
”‘“} men Co. Limited for 95 Class 20E Locomotives
(—-\, Agreement Agreement between Transnet and McKinsey re 1064
A between (Agreement):
1, %géogc{sgrlgut Transnet and s Expiry date 31 March 2014
! 4 in agreement McKinsey re » Same project deliverables as LOI

says 5 January) | 1964 » R35,2 million

{Agreement):

« To BADC I

+ Objective is to Inform BADC of required change in

; evaluation methodology required in Transnet's I

procurement processes, due to further exernption

Presentation to not having been obtained, way forward and interim

4] February 2013 | the BADC measures

February 2013 « BADC is requested to provisionally approve l
Transnet's options to incorporate Supplier
Development and Empowerment in procurement
processes whilst ensuring alignment to the PPPFA l

t
|
J
J evaluation framework
" Memorandum « From SG/ TFR CE
. 4{ 04/02/2013 from Siyabonga | Re recommendation: GCE to note extension of part
e Gama to Brian to RFP closing date from 26 February to 30 April
- Molefe 2013

{ « From AS/GCFO

« Re progress of Transaction adviser (sic) team and
J Memorandum to associated governance and approval processes
; 41 20/03/2013 BADC from Anoj |« RFP update from TFR + PPPFA impact

Singh « Estimated costs of transaction sald to be R38.146

} million

« Basically re expedited business case and approval

potentially seeing the completion of procurement
l Er:cssr:l:;‘i:on process faster
styled: 1064 » Contains schedule of internal processes to take
O ' Locon'; otive business case to BOiD in June 2013

5 4 March 2013 transaction o From TFRIC, 'to CAPIC, to EXCO, to BADC, to

. BOD
advisory team i
update Annexure s Notes inter alia date of first/initial version of

A" business case

« Documents also lists 2 proposed governance
structure of the Locomotive Transaction Team and

L jist the names of the various structures, including

0057-0366-0001-0006
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o Steering comrnittee (TFR CFO, omfuyo
Galeni mentioned here)
o Working team, including
» TFR subject matter experts
»  Group Finance
* _ Transaction advisors
Transnet's letter |+ Letter to MPE from Transnet requesting that a task
#{ 19/03/2013 to the team be constituted to develop a framework in re
Department of exemption of Rolling Stock from the PPPFA
Public Enterprise requlations for this transaction
= Re current status of Transaction, including Impact of
withdrawal of PPPFA exemptlon - says BOD drafted
correspondence to MPE to request NT to review
withdrawal of PPPFA exemption
s Notes extra caution to be taken ta ensure there is no
perceived preferential treatment associated with-

Rl v

'--—--..J ----,—J PR [

Excerpt of

] : - Transaction
41 27/03/2013 hnl:g:éigof BADC 1, EY said to be responsible for finalisation of the RFP

process
Jj « Chairman stated that the GCE should be the face of
A the profect and this project should be treated as a
’( ) Transnet project as opposed to an OD project
e + (SA sald to have given assurances that the 95
locomaotive will be challenge free
4l 03/04/2013 Email dated 03 « Email from Johan Bouwer to Mohamed Mohamedy
Apiil 2013 regarding 1064 Business Case Progress Concerns
s of 1064 Locomotive Steering Committee {(LSC)

I : = resolved recommendation to Group Executive
Committee to approve amendment of its mandate
subject to changes per par 3.1.1 on pg 2

I « 1064 loco Busliness case presented, but said to be In
the process of being developed [see par 3.2.1 on pg
2]... also GCE requested business case to be
presented at meeting to be held 18/04/2013 with

I the business case belng circulated on 17/04/2013

« SteerCo resolved on approvatl stated In presentation,

same to be used in upcoming rheeting with DPE and

I NT

005'

3 « SteerCo agreed on the HVT Process [par 3.3 on pg
. 3] (Taken through that submission by a Mr. Rachidi)

{} Minutes of the oSG ralses concern that increasing size of team

Transnet could increase risk of conflicts of interest and
{ 4% 15/04/2013 Lacomotive leakage (concemn to do with suggested
Steering international peer review)
Committee o Matter to be discussed by Mr Wolfenden, SG,
GF and Thamsanga Jiyane (T3}

« SteerCo said to have agreed on an evaluation criteria
that required National Treasury approval prior to
28/04/2013 [par 3.4.2 pg 3}

« TI highlighted cenflicts of interests that emerged
regarding the 95 electric locomotive tender In
relation to EY, which had DPE and NT request some
audits

i = PPPFA option discussed as well as the fact that there

l - would be a Lmeeting with DPE and NT on 17 April

‘ 2013; also that chair of the BADC along with GP and

AS would meet with the DG of DPE on 15 April 2013

! re the PPPFA matter

E » __SteerCo draft mandate attached: undated

+ Addressed by chalr of BOD
Y 5{ 15/04/2013 'tl';aggget letter » Basically goes back on what stated in Transnet letter
of 28 Decembear 2012

0366-0001-0007
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o Follows MPE d:rect[on (per letter of 7
December 2012) to Transnet that it is not to
consider itseif bound by paragraph 5.1.2 of
the instruction note on Rail Rolling Stack (not
to include SD a2nd evaiuate on 90/10 or 80/20

The penultimate paragraph of the letter that bar the
formal granting of the required exemption the
evaluation process based on the tender documents
issued and the award of the tender will be in conflict
with the PPPFA, with the potentlal risk of irregular
expenditure due to non-compliance with the PPPFA

5; 15/04/2013

MPE letter to NT

MPE imploring NT Minister to allow the 1064 tender
as advertised, with reasons

5] 16/04/2013

Letter from the
Shareholder
Minister to the
Minlister of
Finance

Shareholder Minister wrote to the Minister of Finance,
wherein the Shareholder Minister requests that
Transnet be allowed to "conclude this procurement
process with exemption from the Instruction Note's
re-instatement of the 90/10 provision of the PPPFA In
50C capital procurements®.

oy 5| 18/04/2013

Excerpts of
minutes of LSC
meeting

Essentially deliberations on the business case and
resolution of the PPPFA matter with the NT Minister
(re letter to be written by MPE for urgent review of
position taken by NT re PPFA

Transnet Capital Investment Committee approves
the acquisition of 1064 locomotives for a total cost of
R38,2bn (excluding hedding and escalation)

54 18/04/2013

Memorandum to
B0OD (Special
Meeting)

From BM

Recommends approval of MPE of business case and
ETC at R38.6bn (excluding forex escalations, forex
hedging and other price escalations)

51 18/04/2013

Excerpts from
draft minute of
CAPIC meeting

Purpose being to recommend approval by the Group
Executive Committee of the acquisition of 1064
locomotives and the ETC at R38.6bn (excluding forex
escalations, forex hedging and other price
escalations)

Business case said to have been tabled at the newly
constituted [LSC on 18 April 2013 and recommended
far approval to the Group Executive Committee
Notes cancern re whether number "1064" is optimal
nurnber for the Investment — concern addressed

54 19/0472013

V Soni SC
opinion

V Soni SC provided Transnet with an opinion dated
19 April 2013, This apinion essentially provides that
Transnet is in compliance with PPPFA since the RFPs
were initially Issued to market on 23 July 2012,
which was at a time that the Exemption was still in
place

5} 22/04/2013

Memorandum
from Anoj Singh
to Brian Molefe

Re approval to recommend letter in regard to s54 to
he sent to the MPE through the Chairman's office

' 5 22/04/2013

Excerpts from
minute of Group
Executive
Committee
meeting

Approves mandate of the LSC subject to following
amendments -
o CAPIC should be deleted as a governing body
o Company Secretary should be deleted as a
[ member
o The 1064 Locomotives Transaction Business
Case Team Lead and the Group Treasurer
should be added as members
o Names of members should be replaced by
portfalios

0057-0366-0001-0008
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s Committee provided feedback on developments
l pertaining to the PPPFA exemption, particularly
f] pursuant to the meeting conducted between the DG
; of the DPE, management (AS and GP) and 1S
.. e It s noted that there will be no additional funding
I ,"] Excerpt of rpw:aaided, the budget is incorperated in the Corporate
:‘ﬂl 5123/04/2013 ;n;g;gla r?:eiggg «  Mr Mkwanazi is sald to be uncomfartable with the
i funding aspect of the project (See 5.1.19)
l } ¢ Steering Committee established in DPE (comprising
‘L of people form Transnet and DPE) to deal with all
I section 54 approvals and a meeting scheduled for
l ’ 30 April 2013 where the business case would be
' discussed and NT would also send a representative
; J Approval of business case and ETC
. Mr Skosana requested clarity on the proposal to
._l : - _ appoint an Independent expert on the transaction
‘ » Ms Njeke stated that the Committee concluded that
- 61 25/04/2013 Excerpt of draft it would not proceed with appointment the
‘e minute of BOD
l : ) special meeting appointment of an independent expert, however
3 certain Committee members were requested to
: (} investigate whether there Is a need for an external
. service provider considering the internal audit
l : } resources
« Adv Soni opinion that withdrawal of PPPFA
exemption does not apply to the transaction
l - 6] 25/04/2013 ﬁf:ﬁiiitc?}fmoc presented/deliberated
D I meeting » Mkwanazi suggests submission to BOD to rescdnd
resolution on requesting an exemption iro of the
) 1064 tender
l ;) Stating that the tender issued in 2012 was "structured
’ 6| 26/04/2013 Letter from NT in @ manner that is not in conflict with the National
. to MPE Treasury’s instruction nota issued in July 2012™ and that
' ) Transnet should therefore proceed with evaluation
v Purpose is for the GCE to sign off the final business
) 63 25/04/2013 ::ggc"qrgntg"é?w case, to be annexed to the application for approval of
the proposed investment in terms of section 54 of PFMA
. ) J « Tender for procurement of 1064 locomotives closed
" 17 Files Recelved - as extended from 28 February 2013
‘ ’ . 61 30/04/2013 from TFR » diesel loco supply - 4 proposals received
w} electric loco supply - 7 proposals received
l ) Evaluation criterja for steps 4 to & presented to BM
: and AS by TJ and SG [Memo from SG to BM re
request for approval of evaluation crit and metho for
l' I step 4 to 6 of 27/04/2013] -~ -
. ] 64 30/04/2013 « Update of current status of 1064 acquisition process
. « Table process options for selection of one by BM
‘ » Delegate powers to SG to appoint cross functional
l’, sourcing team
) » Update report on each step to BM
T ' » Chairman sends letter to Minister of Public
lt ] 6( 30/04/2013 Iﬁﬂinﬁi,z Letter Enterprises seeking approval for acquisition and also
to Minister of Finance (ito PEMA)
- [see BM memo | « RFP for diesel loco’s closed... Transnet receives 4 l
[ to BADC of 17 proposals
I‘ o 61 30/04/2013 Jan 2014 & TIA » RFP for electric loco's closed... Transnet recelves 7
report. of 20 Jan proposals
S 2014] -
| [see TIA report (s CFET start evaluation process
El 08/05/2013 20 January
2014]

I
|
'

005|0366-0001-0009
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» Commencement of evaluatmn process (step 1 & 2 -
‘- 61 08/05/2013 tests for administrative and substantive
responsiveness)
Memorandumto |« Memorandum to the Board regard to the current
-1 the Board of status with regard to the 1064 Locomotive tender
i 71 13/05/2013 Directors from
. Brian Molefe et
.. al
: ‘ Transnet's Letter { « Singh letter to McKinsey advising of potential conflict
; 71 22/05/2013 from Anoj Singh with Nedbank and suggesting that McKinsey finds an
‘ to Mckinsey alternative service provider
Memo from
- » Memo from SG to BM re request for approval of
: 71 27/05/2013 ;Sgyaaggggma O?eaf;na evaluation criterla and methodology for step 4 to 6
! ' DPE internal = DPE internal Memorandum
N 71 13/06/2013 Memorandum
Letter from » Submission of offers from tenderers (both diesel and
§ chairman: electric) to be considered by TFR and returned to the
. Transnet Freight Transnel Secretary
2 ) 74 14/06/2013 Rail Acquisitions
( | Council {Nomsa
L/ Maseko) to
N Lindiwe Mdletshe
] s TFR request latest signed and audited financial
' statements of the ulttmate hoiding companies of the
71 14/06/2013 tenderers as well as their companies that would be
] providing the reguired Parent Company Guarantee
i 7 18/06/2013 Emails from TFR | = Extenslon of clarification from closing date
to Tenderers 19/06/2013 to 25/06/2013
' « Basically an update of the evaluation process
i « TFR said to have created a "PMQ" that will house all
' relevant docs and approvals far the project
Y Says TFR CPO (T3} is overseeing the process
| Memo from SG Various types of docs are kept and secured at
i to BM re update different points
} 71 11/07/2013 on PMO pracess {s TFR CE (SG) and GCFO (AS) scrutinize and
: for 1064 recommend
! = GCE (BM) approves succession steps
Ry « Verifies that the estimated cost 1064 acquisition over
_ ) . period 2012/13 to 2018/15 if R38,146m
o
1 Emails from TFR | » Request for clarification
_ | (Londiwe
Shabalala on
] 71 15/07/2003 | ponalf of Lindiwe
! Mdletshe to
‘ ] tenderers
Emails from TFR |+ Clarification closes [emalls from TFR to tenderers of
o4 7] 19/07/203 to tenderers 15/07/2013]
| [See Brian o TIA reviewed step 1 & 2 of the evaluation process
Molefe's memao {both diesel and electric) and signed off on the
] 81 25/07/2013 to BADC of 17 process
Jan 2014]
: « Review of financial stability assessment of supply of
; Report 599 New Dual Electric Locomotives completed
: 81 01/08/2013 referenced in « Inline with 1064 Locos High Value Tender ("HVT")
letter of item 2 Revlew Process acquisition plan, approved by
| Transnet Locas Steering Committee
! [Memo of 26 « Ministerial consent
. 8] 03/08/2013 May 2014] « Notes approval excluded certain costs
i Y » Minister of Public Enterprises grants approval

0057-0366-0001-0010
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] [See Brian . Diesel & Electric
_ 8] 07/08/2013 Molefe's memo « Approval of recommeandat n of step 3 and

to BADC of 17 commencement of step 4 ~oncurrently with step 5
“] Jan 2014] » Approval by GCE

. The BEE  Same as below at 5 pages plus annexure consisting
1‘ 8{ 08/08/2013 scorecard of 2 pages...

| situation
[[See Brian » Diesel

R Molefe's memo |« GCE approved recommenc ition for step 4
81 19/08/2013 5 '8ADC of 17

] Jan 2014}
‘ {See « Diesel
J Brian » Technical commenced with step 5

Molefe;s s All tenderers met min thre -hold of 80% and
I memo to complied with all MANDAT:RY reqmrements in
BADC of 17 specification
} R .- Jan 2013; « TIA review results on com; letron
. and
i 8( 22/08/2013 e Thammi
ﬁ liyane's
‘ memo's to
BM, Anogj
. Singh and
J Siya Gama of
_ 16 Jan 20141

A memorandum styled "Mitiga ion of MDS Volumes at

Memorandum by Risk through the Investment & vd Procurement of 100

} 8{ 30/06/2013 g:g‘é Molefe to class 19E Equivalent Dual Volt .ge Electric Locomotives

and Class 43 Diesel Locomativ :5" by Brian Molefe

l ] Management submission to re: uest BADC to recommend

that the Board

s Notes that the procuremer - of 100 class 19E and 60
Class 43 Diesels will protec : GFB volumes from delay

: in 1064 locos

,I ' 81 27/03/2013 « Approves procurement of 110 Class 19E locos for
Coa! export line for R3,8bn - Mitsul

+ Approves procurement of € ) Class 43 Diesel locos
for GFB for R1,8bn - GE

ol
-

Igbal Sharma’s committee zsk ' d to urgently approve
QOctober 2013 ‘ supply of 100 electric locos to / litsul pending finalisation
of 1064 tender

Minister of Finance expresses « ncern, Inter alia, re
30/10/2013 profitability being dependent o - volumes and taﬂffs
(See inter alia + Diesel
! BM mempo to s GCE approved shortlisting cf tenderers that met the

91 04/11/2013 BADC of 17 Jan 80% technical threshold

20147

, Transnet Letter |« Chairman of Transnet respcads to questions raised
(Mafika by the Minister of Public En zrprises’ letter of 3

9] 19/11/2013 Makwanazi) to August

MPE

Transnet's Letter
9] 19/11/2013 to Mckinsey

‘-—-l
. b
o

o)

* Letter from Singh o McKin< 2y confirming that
Nedbank has a conflict of ir :erest ant
recormmendation to replace Nedbank with Regiments

= Report of the Cross Functio: al Evaluation Team

9{ 05/12/2013 CFET REPORT {Finance) into the tender fo- 599 electric locomotives
for the GFB

+ Report of the Cross Functio: al Evaluation Team

9§ 10/12/2013 CFET REPORT (Finance) into the tender fo 465 diesel locomotives

Y for the GFB

0057l366-0001-0011
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© ] PItemy#E [ Date - :o | Document . ] DescripHot/Event | v oo R
v [see Memo from | s CFET finalises evaluations for both diesel and electrlc
BM AS and 5G to
1 9{ 21/12/2013 T) and CFET for
: 1064 of 27 Dec
’ 2013]
T'H « Memo from Thamsanga Jiyane to Brian Molefe, Anoj
K Singh and Slyabonga Gamna subject " Request for
b [Bs;e pl:!se::‘cafgosm approval to negotiate and award of Business to the
i 9] 23/12/2013 ko "rJ and CFET short listed tenderers for the supply of 599 (coco)
! I of 27 Dec 2013] New dual Voltage Locomotives for the general
P Freight Business {GFB)
: ] CFET issue final reports on the evaluation process
. ] Memo from Thamsanga Jiyane to Brian Molefe, Anoj
Singh and Siyabonga Gama subject " Request for
. l [BsI:e gse;nnodfg%m approval to negotiate and award of Business to the
L 9f 23/12/2013 to 1"3 and CFET short listed tenderers for the supply of 465 New
) of 27 Dec 2013] Diesel Locomotlives far the general Frelght Business
{GFB)
i J CFET issue final repotts on the evaluation process
*’j Purpose
o Acknowledge receipt of CFET final reports of
(Y 23 Dec 2013
e o Approve recommendation to exclude
. scheduled/unscheduled maintenancea from
i ] final evaluation + Authorize issue CFET of
BAFO's {top 2 in electric loco's and all 4
r bidders in dlesel - subject to BOD approval
Memo from BM, o Recommendation to BOD that negotiation be
AS and 5G to Tl undergone with 2 top bldders for both kinds
. and CFE' iro of of loco's
'i both diesel and s Provides CFET presented it reports to the LSC
: electric subcomm (BM, AS and SG) on finalisation of
. [see also evaluations for both diesel and electric {on or about
| 9] 27/12/2013 + memo from 23 Dec 2013)
i CFET o Subcom raised concerns re diesel loco pricing,
‘ (finance) thaugh CFET (Finance) addressed aspect,
! memo to their report reconfirmed that the diesel base
1064 SteerCo price is a concern
_ of 15 Jan o [there was a] Consolidated report for
’-) 2014] evaluations proposing negotiation + award for
¥ i electric business + BAFQ offer and TE scope
‘ l‘? g for diesel
{ Memo from Subcommittee of LSC to Jiyane
! {Chairperson) and CFET recommending:
« Approval of CFET basis of evaluation re maintenance
« Authorise CFET to Issue request for BAFO
1 « Board negotiate with best 2 electric and best 2 diesel
) g bids successful
Co Memorandum s 1064 Steering Committee issued a memo to CFET
L 1{ 27/12/2013 from Steering (Finance) requesting BAFO letters be issued to BT
. Committee to and CSR in respect of 599 electric Iocomotlves and
i } CFET all 4 diesel tenderers
Lo « Request for BAFO issued
o Includes request for submission of offer for
! ; 1{ 04/01/2014 [See TIA report alternative private sector subcontractor (TE
; of 20 Jan 2014] offers already submitted) - See xnet letter to
EMD of 21 Jan 2014
y » __3 electric bidders unsuccessful - informed by Xnet
} 1{ 4 - 15/01/2014 g?;%-l;[a‘; ;éegf;t.;' « BAFO activities finalised

]
1

0057-0366-0001-0012
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l Gitenide] Date- = 7 'Dacamént - D eSeHpHER  Ewent Ly S T T e T T n ST
N s EMD resporded to Xnet's request that it provide a
quotation using TE as a subcontractor
: 1{ 09/01/2014 Letter from EMD | « And ralsing concern that should the other hidders
J to Xnet now be allowed to submit quotes using pvt
| contractors. that would jeopardize the integrity of
l IR the process
'I ‘ (see memo from |« Bidders 1 & 2 {Diesel) respond to BAFQ issued on 27
- CFET (finance) Dec 2013
! : i{ 10/01/2014 memo to 1064
l P SteerCo of 15
I Jan 2014]
; » Gives upda:2 on results of the BAFO request of 27
l 7 Dec 2013 to Bidders 1 & 2 (diesel)
] Memo CEET . :jo h%rleg%m c;;{l;nction with CFET (Finance) report
: ate 2C
) 11 15/01/2014 (Sl;igearré%e]) to « attaches BAFO request of 27 Dec 2013 (annexurs A).
I oo - g + reconcllizon between BAFO prices and those used
i | per Dec 20.3 report (Annexure B)
i '
l ! CFET (Finance) s The same 2; the CFET (Finance) memo of 15 Jan
memo to 1064 2014 iro elsctric Locos
1¢ 15/01/2014 SteerCo
[iro diesel loco's]

I : E e Purpose: urdate to GCE on evaluation process and
seek suppo:t for recommendation for negotiations
and award of business to BOD

H s Tt recommeds negotiation with 2 highest scoring

l : tenderers (71 and T2)

' + Proposes/oitlines high level negotiation strategy,
: gﬂ;mgsf?:; ?Gto comprising :he following elements:
I : (su'b—comltee to o Prics {(Hedglng and escalation)
1{ 16/01/2014 | Lsc?) o Payrent Terms
, o Deli~ery lead time
E o Fina'izing TE scope of work in line with PPPFA
I t[ellgcﬁiipfcicgg] apprival as well as BAFO
=  Memo bears manuscript note of AS (countersigned
I and dated 20/01/2014), which provides:
' i o "GCFE approval should be subject 1) use of
K two suppliers +
[nec tiatfon/instruction/motivation] 2) split of
wort. +fnegotiation/instruction/motivation]"
l Memo from T to | » Same as m:mo of even date in respect of electric
BM, AS and SG Loco's, but allored for diesel Loco's — even bears AS
(5ub- comitee to manuscript Jote to same effect as mema aforesald
l 1{ 16/01/2014 LSC?) - -
[In respect of
l diesel Loco's]
[See TIA report | « BAFO workiags Finalised
1) 17/01/2014 | v 50/01/2014)
« Memo subject: Request for approval to negotiate and
Memo from Brlan award of business to the short listed tenderers for
Molefe to the the supply «f 465 New Diesel Locorniotives for the
BADC general Freijht Buslness\ (GFB)
1 17/01/5014 [Note: In respect |«  Update to BADC on progress of the tender evaluation

I of 465 process

Locomaotives « recommend; approval of tender evaluation process
only] + shortliste{ tenderers for negotiations and award to

I BOD
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delegates all ne necessary powers to GCE to 5|gn,
approve and conclude all necessary documents to
give effect to resolutions therein

draft RFP and draft contract reviewed internally at
TFR and Group as well an external law firm

BOD said to have approved & 6 step evaluation
process methodology

o Steps set out

o Teams responsible set out

CEFT said to have been appainted, comprising
members from Technical, Finance, Legal and
Supplier Dev depts. of TFR and Group - conduct
evaluation

Locomative Steering Committee (LSC) estb. -
govern evaluation and award process obo BOD -
chalred by GCE with members being the GCFQ, CE
TFR, legal, procurement, TIA

Sub-comrnittee of LSC estbablishad. to deal with
very confidential and detalled matter of evaluation
process - GCE, GCFO and CE TFR

(At end of evaluation process) - CFET (Finance)
found numerous inconsistencies re bidder completion
of scheduled/unscheduled maintenance portion of
TCO Model - CFET (Finance) request assistance from
CFET (Technical) In this regard

CFET (Technical) review found models required
normalising and CFET could not change models cho
bidders, thus scheduled/schedulad maintenance
required to be excluded from TCO Model evaluation -
GCE approved such exciusion

Results of step 3 evaluations before BAFD
summarised, CFET recommended same to
subcommittee ("subcom”)

o Subcom raise concerns re price disparity
(more than 10% difference), especially in
light of National Treasury (NT) PPPFA
guidelines

¢ CFET requested to investigate reasons —
concluded base prices were too high

o Decislon reached (after consultation with
chairman of BOD and BADC, and TIA) and
approved by GCE that all tenderers to submit
BAFO

"Final resuits of step 6 evaluations after” BAFQO
summarised

c Reasons for recommendatlon of T and T4 as
preferred bidders presented

o Bar AS manuscript note In memo of 16 Jan
2014, first formal reference to split of
business awarded - motivation: mostly to
meet MDS volume targets?

Memo ultimately recommends (to BOD) shortlisting
T1 and T4 as preferred bidders, subject to
negotiations - 50%/50% split A

17/01/2014

Mema from 8M
to the BADC
[Note: In respect
of 599
Locomotives
only]

Memo for the purpose of updating BADC, note and
recommmend tender evaluation process as a whole to
BOD, support recommendation of shortlisted bidders
and delegate all powers sign, approve and conclude
all things necessary to give effect to resolutions per
memo

0057-0366-0001-0014
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This memo baslcally contalns the same lnformatlon
as the memo by BM to the BADC of 17 Jan 2014 iro
diesel loco's
Memo makes the point that tender RFF went out for
both CoCo's and BoBo's, but it was subsequently
detided that CoCo's are preferred and tenderers
were then evaluated on that basis
2 tenderers fell out for not meeting technical
requirements (one (T4) for not complying with al
MANDATORY qualifying clauses, the ather for only
having submitted a BoBo proposal (T6))
GCE approved shortlisting for those having meat
technical Threshold
CFET (Finance) once again noted inconsistencies with
the scheduled/unscheduled maintenance portions of
bidders' TCO models - same process and conclusion
reached as with diesel loco's in this regard
Final results of step & evaluations summarised
o Reasons for recommendation of T and 2 as
preferred bidders presented
o BAFO results iro of these preferred bidders
outlined
o Concern of per NT PPPFA guideline premium
not allowed agaln raised, and sought to be
eliminated
o Bar AS manuscript note in memo of 16 Jan
2014, first reference to split of business
awarded (this time In relation to electric
loco's) — motivation: mostly to meet MDS
volume targets?
Also hasically recommends that business be awarded
to the preferred bidders — 60%/40% split

Intended for SteerCo and BADC

Says TIA has been engaged In the HVT review
process for the evaluation stage of the tender having
regard to the HVT Methodology and the Tender
Management Control Framework

TIA 1064 States/recommends evaluation Gateway
11 20/01/2014 Locomotives HVT o gateway review shows that the tender
and FRM evaluation was successfully concluded with no
Evaluation report residual risks that could affect next step In
process '
o evaluation Gateway 3 was complaint with the
HVT Methodology
o process undertaken classified as satisfactory
recommendation subject to BOD approval
Request for BAFD
States
o RFP{s clear that it's compulsery for TEto be a
1] 21/01/2014 | Ledterfrom sub-contractor
o Transnet explains that the bid praocess was
not prejudiced/ compromised - see page 2
thereof
i Memorandum Memorandum from Bll-ian Molefe to BADC
1] 21/01/2014 from Brian
Molefe to BADC
. Email from Francis Callard to Siyabonga Gama and
1] 23/01/2014 Printed emait Thami Jiyane
Excerpt of minutes of the special board of directors
1] 24/01/2014 Meeting Minutes 1n respect of both Diesel and Electric Loco's

Approves recommendation of bidders Tt and T2 for
negotiation and award of business

0366-0001-0015
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! » subject to BADC endorsement post 1egot1ation
. process...
: « delegated authority to GCE to sign, approve and
': conclude all the necessary to give effect to the
, resolution
HE =
! Letter from » unsuccessful diese! bidders include:
\ Transnet to o Electro-Motive Diesel Africa {Pty) Ltd (EMD)
{ 1] 24/01/2014 unsuccessful o Alstom Southern Africa Hold ng (Pty) Ltd
| diesel bidders (Alstom)
J L o Mars-Ithemba Consortium (MARS)
§ = Bombadier Transportation SA (Pty) Wd accepts
) appeintment as a preferred bidder - electric loco
! + CSR E-Loco Supply (Pty) Ltd {CSR) accepts
f appointment as a preferred bidder - electric loco
‘ « GE South Africa Technologles (Pty) 'td (GE) accepts
1| 28/01/2014 lt.gté:széfslfment appolntment as a preferred bidder - diesel loco
bidders «  CNR Consortivm accepts appointmsant as a preferred
bidder - diesel loco
y » Letters state that appointment as -eferred bidder
. does not mean business is awarded
{ « Letters states negotiations are scheduled to
3 commence on 3 February 2014
+ (SR E-Loco signs letter of intent fraom Transnet that
it accepts Transnets appointment of it as a preferred
bidder - electric loco
1129/01/2014 Letter of Intent CNR Consartium signs letter of intent from Transnet
that it accepts Transnet's appointmznt of ft as a
preferred bidder - electric loco
Revised scope as | Advisory services relating to 1064 - Rerised scope as
requested by requested by Transnet prepared by Mciinsey
1] 31/01/2014 Transhet, Fee of R10 million for 4 week wark and R2,5 million per
prepared by week thereafter
Mckinsey
Memorandum of { Memorandum of withdrawal from provision of services re
1] 04/02/2014 withdrawal acquisition of 1364 locomotives
prepared by
- Mckinsey
1] 21/02/2014 Agreement An Execution version of an Agreement netween Transnet
) L document Soc and Mckinsey Incorporated
. BADC approves acquisition of 465 Dies=| and 599
Electric locos
; Updated schedule of R52 billion submitied for
: reconciliation purposes
{ [Management undertook to provide det1il on the TE
. scope of works, In particular the methe Jology
, Presentation to |« [Presentation to BADC of revised B~FO by GCFO
: the Board (TIA)]
! ' Acquisitions and | Subject to final TE Scope of Work
_. 1] 26/02/2014 Disposals j P
Committee dated | concamn expressed by Committee re |ate submission
February 2014 and delayed Scope of Works for TE
| A member expressed concern that totl costs unclear,
some cost elements missing
= Comment that Treasury tolerated uo to 11% on price
- differences
Transnet's Letter | Chairman of Transnet responds to querias raised by the
1} 11/03/2014 to the Minister of | Minister of Finance in letter dated 30 O tober 2013
Finance

0057-0366-0001-0016
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‘l e JE. [ Date L v . Docament o1 & Degenmmgéut, T T
Subcontract Subcontract concluded between CSR E Loco Supply
_ 1] 17/03/2014 Document {Pty) Limited and CSR Zhuzhou Efectric Locomotive
7 Co. Limited for 359 Class 22E Locomotives
; Report of the e Key outcomes from the negotiations for the
Finance acqulisition of 1064 new Locomotives concluded in
l g Negotiation March 2014
' Team to
4 1{ 31/03/2014 Siyabonga Gama
- (TFR CE) and
I ? Anoj Singh
- {Transnet GCFQ)
I : Singh memo to Molefe
; recommending that GCE approve change in
remuneration model This would lead to an additional fee
l .. to Regiments of R78,4 million
- ] Value created by Regiments:
”W = As a result of work done by Regiments the delivery
- schedule was accelerated resulting In savings in future
: ( } escalatlon and hedging costs of approximately R20
7 billion. Qverall cost of the transaction reduced from Re8
l I billion to R50 billion
Memorandum
1 17/04/2014 from Anoj Singh |« Performance based forelgn exchange and
l I to Brian Molefe performance bond of R2,8 billion
- » Direct benefits of R218 million and indirect savings
. of over R500 miliion.
l . ‘ Memo claims Regiments
. implemented extensive intellectual property and
complex techniques and methodologies to achieve the
l_ above benefits to Transnet
f Motivated that although not included in Capital budget
l however significant savings were achieved
Memorandum
A from Brian
l, ‘Molefe to the Memorandum from Brian Molefe to the Board as well as
Board a memorandum from Mr Molefe to the BADC re
. 1] 18/04/2014 Memarandum Acquisition of 1064 Locomotives for TFR's General
l from Brian Freight Business -
i Molefe to the '
- BADC
l‘ J Memorandum .
- Memo from Pita to Singh objecting to implementation of
z 1] 23/04/2014 from Gary Pita to :
l ] Anoj Singh change in remuneration model for Regiments
o ! First Addendum to MSA between Regiments (as ceded
: e by Mck) and Transnet for additional scope for
l ] 1{ 24/04/2014 | Flrst Addendum | ' otorared delivery ete. and additional fee of R78,4
million
Memorandum Memorandurt from Anoj Singh to Brian Molefe re
11 29/04/2014 from Anoj Singh

to Brian Molefe

Acquisition of 1064 Locomotives GFB - Acceptance of
Final Businegs Case

0057l66—0001-0017
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+ Letter from ¢ Gateway 1 & 2 comaleted - EY TIA prepare HVT '
Lucky Mabokela report
ﬂ 1] 30/04/2013 (TIA - director)
; to Thami Jiyane
~ (TFR)
f Memo from Brian [ Memo from Brian Molei2 to Transnet Board of Directors
: 1} 23/05/2014 Molefe to explaining increase in estimated total cost of acquisition
. Transnet Board | of 1064 locomotives and requesting an approval of the
i of Directors increase in ETC
1] 26/05/2014 Eﬁili?:f! approves increas 2 from R38,6 billon to R54,5
: 1{ 28/05/2014 Ei?lei];ﬁ approves increas 2 from R38,6 billion to R54,5
: Letter from + Transnet requested TIA to review as per above
‘ Mmathabo « Prmary objective: rrovide assurance that there were
. Sukatl {TIA) to no material errors g1d Inconsistencies in the
iy 1} undated . : C
{ Brain Molefe evaluation compute jons and process
i (1084 Steering
1 Committee)
f""} Reference to HVT | *® Trf':msnet requgsted TIA_to review as per above
11 undated methodalogy [pgs, | * Primary objective: ! fD\{ldE assurance that there were
S 1% black] no material errors d inconsistencies in the

evaluation computz jons and process

1} 26/05/2014

Minutes of Board
of Directors of
Transnet

» BADC note reasons ind recommend approval of
increase in Estimat:.d Total Cost {("ETC") of the 1064
Locomotive Contrac: to the Board of directors of
Transnet ("Transne ") (pgl - 2, 5.1.1 ~ 5.1.8]

o Purpose of s ibmission stated and that the
transaction \:as approved in April 2013 at
R38.6bn, wh ch excluded costs listed;

e Increase to f 54.5bn reasons outlined;

o Assessment :onducted into Koedoespoort
readiness tc accommodate 4 OEMs, will cost
mare but the re will be other savings (e.qg.
import costs ;

o Most of the ¢ wcrease in the ETC relates to
Forex risk m igation and contingencies

o Stated that cost of fareign currency hedaing
to mitigate & 1d protect Transnet against
foreign curre 1cy devaluation was an inherent
cost in the transaction

o Dther methe is were evaluated from a cost
benefit persy. active ~ the Foreign Exchange
Certificate or tion proved most beneficial for
risk miltigaticn

o What is requ :sted Is not an increase but an
update in ET-2

« A number of concer.is are ralsed in regard to the
Increase [pg3, 5.1.7 ~ 5.1.12]

o TE being mo-e expensive than other OEMs

o DBN facilitiez needing to be refurbished
(significantly : at an unbudgeted additional
cost

o Limited info i:elng gradually submitted for
consideraticr, whi‘e committee needed full
disclosure to consider (depth of info provided
iro TE scope »f work not relative to size of
transaction)

o Consistent piice disagreement between TE
and TFR, als: discontent on TE expensive

0057-0366-0001-0018
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] Tem %

pricing and re orted conﬂlct with TFR -
management : ays resolved

o

vy
b

-t

28/05/2014

Memorandum by
Brian Molefa

« focus areas, 2014/20 .5 FY: ensure conflicts of
Interest and daclarati \n procedures are
implemented... report 22w matters of potential
confiict of interest [f 34, 6.3.2, 3% bullet]

» Reference to funding f 1064 Locomotives proposed
strategy to be submit ed [pg5, 5.1.2, 3 bullet]

» Acceleration of purch:se of 1064 Locomotives
created short-term cz sital affordability gap...
affordability and impz :t on financlal ratic thoroughly
assessed [pg6, 5.3.., 3™ bullet]

+ Board to note and ap: rove rationale behind the ETC
from R3B.6bn to R54 3bn [pgl6, 6.16.1 - 6.16.4]

o matter conside -ed by board;

o management ¢ utlined what increase could be
attributed to;

o 93% due to ct inges in market conditions and
risk tolerance - 2vel of Transnet;

o Potentlal impz t on Corporate Plan was
assessed and itigated;

o Increase deerr :d affordable and reasonable;

o Risk mitigatior measures were developed and
implemented;

» Possibility of further ciange In ETC due to proposed
relocation of 2 OEMs {pgl6, 6.16.51;

o Concern re pereption that will be created
with escalatior of costs, all communication
around that to 22 managed sensitively
{manzge poter tial reputational Issues)

o Updated costs 0 be adequately monitored
and properly r-corded
Board approve | increase in ETC

- Note dissatisfaction w :h TIA/TE performance that
required GCE interver fon [pg19, 7.6]

» Transnet said ta have announced award of 1064
Locomotive contract = R50bn on 17 March 2014

Minister of Public

) . » lLetter from Minister o Public Enterprise dated 29
14 29/09/2014 Fertmttt:::prlses September 2014
Subcontract ' « Subcontract conciude. between CSR E-Loco Supply
14 08/10/2014 Document {Pty) Limited and CSF Hong Kong Co. Limited for
100 Class 21F Locom: dives
Letter from the s Letter from the Sharek »ider Minister to Transnet
Shareholder '
11 21/11/2014 Minister ta
Transnet
31/03/2015 Transnet's Letter |« tLetter from Transnet's Chairperson to the Minlster of
1 to the Minister of Public Enterprises’ lett :r of 29 September 2014
Public
Enterprises _
+ Memo from Ravi Nair, Acting CE of TFR to Slyabonga
1{ 15/05/2015 ;?_gmoggc;ja:} rto Gama, Acting GCE mc ivating B7 relocation ito
Siya Gama Durban and recomme: ding that GCE approve
varlation arder for a i aximum of R634 milllon
19/05/2015 Memorandum Memorandum from Ravi I 3ir to Siyabonga Gama -
1 from Ravi Nair to

Sivabonga Gama

"joint quotation”
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] | Item ¥ Bate ... 'PDocument: . .. .| .DéesciiptionfEvent ...tk e o ]
Memorandum Memoranda requesting approva! to Spend R647 mil!lun
' 14 22/07/2015 from Ravi Nair to | to relocate CNR to TE facilities in Durban [Memo refers
{ 1 Siya Gama to BT relocation cost of R618 million]
' 14 August 2015 Singh Emiployed at Eskom
1 (8/06/2017 Transnet's letter | Transnet's [etter to CRRC inquiring about any
: to CRRC involvernent with Hong Kong companies/ subsidiaries
;l 4| 14/06/2017 CRRC's letter to | CRRC's response to Transnet's inquiries.
Transnet

o —

|
l,
i

0057-0366-0001-0020
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CHRONCLOGY OF BID EVALUATION AND ADIUDICATION 12 July 2017/ #4977E85v]
‘ !
CHRONOLOGY OF BID EVALUATION AND ADJUDICATION
Evaluation Methodology ;
Step 1: Adimninistrative Responsiveness (returnable documents and schedules)
Step 2: Substantive Responsiveness (prequalification)
Step 3:Minimum overall threshold is 60% local content (local content) !
Step 4: Minimum threshold Is 40% {Supplier Development ("SD") and BBBEE Scorecard) j
Step 5: Minimum threshold 80% (Technical)
Step 6: Weighted Scoring/100 (Price incl TCO, 5D, BBBEE scorecard, FRC Current, FRF Future)
Date Description of Document
1 19/04/2012 | Transnet Board of Directors approves the procurement of 465 diesel locomatives subject to section 54
PFMA approval by the Minister
2 1370742012 | Tender issued for the procurement of 1064 Electric and Diesel locomotives !
3 10/10/2012 Memorandum from GCSCO, GCFO and GISM to all CPQ: New Directive: Principles and Process for
Condonation :
4 11/12/2012 RFP Part 2 was Issued
5 1471272012 Briefing session was canvened
6 04/02/2013 Memorandum to GCE: Extension for 1064 closing date from 26 February 2013 to 30 April 2013 (B) ;
7 15/04/2013 Minutes of the Transnet 1064 Locomotive Steering Committee Meeting and Draft 1064 Locomotive {
Steering. Committee Mandate |
— 1
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Date Description of Document

8 2270472013 Memorandum from GFO to GCE: Approval to send letter to the Minister of Public Enterprises for the
Acquisition of 1064 Locomotives in terms of the PFMA

9 25/03/2013 Excerpt from Draft Minutes of the Special Meeting of the Transnet Board of Directors held on 25 Aprll 2013

10 29/03/2013 | Memorandum from GCFO to GCEQ: Acquisition of 1064 Locomotives for GFB: Acceptance of Final Business
Case

11 30/04/2013 Tender closed

12 30/04/2013 Memorandum to GCE: Status update on the acquisition process of 1064 electric and diesel locomotives
(see C)

13 30/04/2013 Letter to the Minister of Public Enterprises from the Chairman: Application far section 54 Approval in terms
of the Public Finance Management Act: Acquisltion of 1064 Locomotives

14 30/04/2013 Letter to the Minister of Finance fram the Chairman: Notification of Application for Section 54 Approval In
terms of the Public Finance Management Act

15 06/05/2013 Memorandum: Appointment as a member of CFET (see D)

16 08/05/2013 Cross Functional Evaluation Team ("CFET") commenced with the evaluation of step 1 and 2 in relation to
the efectric locomotives.

17 27/05/2013 Memorandum to GCE: Request for GCE to approve the evaluation criteria and methodology of step 4 to 6
for 1064 locomotives (see E)

18 29/05/2013 Excerpt from the Minutes of the Board of Directors

19 01/07/2013 CFET completed step 2 financial qualification on all bids received (both diesel and electric)

20 02/07/2013 | Transnet Internal Auditors {("TIA") received the financial pre-qualifications (both diesel and electric)
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Date Description of Document

21 10/07/2013 | The outcomes and challenges in step 1 and 2 were presented to the GCFO (both diesel and electric)

22 1170772013 Memorandum to GCE: Provide update on the PMO Process for the 1064 locomatives (see F)

23 15/07/2013 | Requests {or further clarifications re financial statements of parent companies despatched.

24 24/07/2013 | CFET completed step 2 financial pre-qualification on all bids received (both diesel and electric)

25 24/07/2013 Report of the CFET: Findings and recommendations of pre-gualification evaluation of the 599 electronic
locomotives

26 25/07/2013 | TIA received the financial pre-qualifications {(step 2} for the electric locomotives.

27 26/07/2013 Memorandum to GEQ: Status Update for Stepl and Step 2 Evaluations and Request to Proceed with Step 3
and 4 of the Evaluations of the 465 New Diesel Locomotives (see G)

28 26/07/2013 Memorandum to GCE: Status Update for Step 1 and 2 Evaluations and Request of Permisslon to Proceed
with Step 3 and Step 4 of the Evaluations of the 599 Electric Locomotivesn (see H)

29 30/07/2013 Memarandum to GCE: Status update for step 3 and request permission to start with step 5 evaluations
concurrently with step 4 for 599 new electric locomotives (see I)

30 306/07/2013 Report of the CFET on Local Content (Step 3: local content)

31 31/07/2013 Report of the CFET (Finance)- Diesel locomotives

32 | 31/0//2013 | Report of the CFET (Finance): Electric locomotives T N

33 31/07/2013 | All 6 bidders in relation to the electric locomotives were evaluated for step 3 by the Cross Functional

0057-0366-0001-0023
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Date Description of Document

Evaluation Team in the presence of Transnet Internal Audit.

34 01/08/2013 Letter to Alstom

35 03/08/2013 Letter from the Minister of Public Enterprise to the Chairman of Transnet

3s | 07/0B/2013 | Memorandum from GCE et al to BADC: Submission of the Procurement Procedures Manual {(PPM) for
Approval by the BADC

37 08/08/2013 Report of the Cross Functional Evaluation Team on BBBEE Scorecard and Supplier Development

38 07/08/2013 | GCE approved the recommendation that for step 3 and that the CFET start with step 5 concurrently with
step 4 for the 6 bidders

39 08/08/2013 Memorandum to GCE: Status update for Step 4 for 465 Dlesel Locomotives (see J)

40 16/08/2013 Memorandum to CE: Request for the CE to appeoint the Chairperson for the Evaluation Sessions and slan
the Cross Functiona) Sourcing Team Appointment letters (see K)

41 19/08/2013 GCE approved the recommendation for step 4 evaluatlon process

42 19/08/2013 Unsigned Minutes of the meeting of the Locomotive Steering Committee with unslgned manuscript changes :

43 22/08/2013 The Technical team commeanced with step 5 evaluation process

0057-0366-0001-0024
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44 26/08/2013 Memorandum: Flnancials submitted by Alstom for the supply of 599 duai voitage electric locomotives for
’ﬁ the general freight business. Prepared by Kenneth Diedricks (L}

45 04/09/2013 | Letter of appointment to the CFET are issued

46 12/09/2013 Memorandum to GCE: Status Update for Step 2, Step, 3 and Step 4 Evaluations for Bidder 3 (see M)

47 29/09/2013 Report of the Cross Functional Evaluation Team on BBBEE Scorecard and Supplier Development

48 04/09/2013 Report of the Cross Functional Evaluation Team (Finance) Relating to Bidder 3

49 10/2013 Transnet Procurement Procedures Manual

50 21710/2013 Memorandum from TFR GM: New 599 AC/DC Locomoatives Deployment (see N)

51 25/10/2013 1064 Technlcal Evaluation Report

52 30/10/2013 Letter from the Minister of Finance to the Chairperson of Transnet

53 01/11/2013 Memorandum from TFR GE to GCE: Status Update for Step 5 technical evaluations and request for
permission to proceed with step 6 of the evaluation of 599 new dual voltage electric locomotives. (see O)

54 0171172013 Memarandum from TFR GE to GCE: Status Update for Step 5 technical evaluations and request for
permission to proceed with step 6 of the evaluation of 599 new dual voltage electric locomotives, (see P)

55 14/11/2013 Memorandum from TFR CE to GCE: New 599 AC/DC Locomatives Deployment (see Q)

56 14/11/2013 Memorandum from TFR GE to GCE: Seeking approval to issue step 6 clarification for 599 new dual elective
and 465 dlesel locomotives. (see R)

57 15/11/2013 | Transnet despatched requests for clarity re 599 an 465 to the bidders

58 02/12/2013 Memorandum from TFR CE to GCE: Seeking Approval to issue step 6 final clarifications (see S)

59 13/12/2013 Memorandum from CFET to 1064 Steering Committee: 465 Dlesel - Explanation of Significant Price
Disparity between Bldders (see T)

0057-0366-0001-0025
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Date Description of Document

&0 19/12/2013 Memorandum from TFR CE to GCE: Seeking Approval to issue step 6 final clarification for 1064 (see U)
61 20/12/2013 | Transnet despatched clarifications In respect of 465
i

62 21/12/2013 | CFET finalised evaluations for 1064 locomotives
63 23/12/2013 Memorandum from CFET to 1064 Locomotlve Steering Committee: 1064 Clarification Responses to
Annexure E (see V) a

64 23/12/2013 Memorandum from TFR CPO to GCE et al: Request for approval to request the final and best offer for the ‘
supply of 465 new diesel locomotives (see W) ‘

]

65 2371272013 Memorandum from TFR CPO to GCE et al: Request for approval to request the final and best offer for the !
supply of 599 new electric locomotives (see X}

e E_

66 27/12/2013 Memorandum from GCE et al: Request for approval to short [Ist tenderers and final and best offer for the
supply of 1064 (see Y)

67 04/01/2014 Letters to shortlisted and unsuccessful bidders were dispatched. :
68 15/01/2014 Memorandum to 1064 Locomotive Steering Committee from CFET (Finance): 598 Electric Locomotives -
Results of Bast and Final Offer Responses (see Z) u

69 15/01/2014 Memorandurp to 1064 Locomotive Steering Commlttee from CFET (Finance): 465 Diesel Lacomotives ~
Results of Best and Final Offer Responses (see 1)

70 16/01/2014 Memorandum to GCE, GCFO, CE: Request for approval to negotlate and award of business to the short ’
listed tenderers for the supply of 599 electric locomotives (see 2)

71 16/01/2014 Memorandum to GCE, GCFQ, CE: Request for approval to negotlate and award of business ta the short
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Date Description of Document

listed tenderers for the supply of 465 diesel locomotivas (see 3)
72 17/01/2014 Memorandum to the Transnet Board Dlsposals and Acquisitions Committee from GCE: Request for
Approval to Negotiate and Award of Business to the Shortlisted tenderers for the Supply of 465 Diesel

locomotives (see A) .
73 17/01/2014 Memorandum to the Transnet Board Disposals and Acquisltlons Committee from GCE: Request for
Approval to Negotiate and Award of Business to the Shortlisted tenderers for the Supply of 599 Electric

locomotlives (see 4)

74 20/01/2014 1064 Locomotlves HOT and FORM Evaluation Report from TIA to Chairperson of 1064 Steering Committee
75 2470172014 Minutes of the Special Board of Directors of Transnet

76 29/01/2014 Report of the CFET on Further Recognition Criteria: Locomotive tender Step 6: Supply of 599 Dual Voltage
Electric Locomotives

T . e

77 25/01/2014 Report of the CFET on Further Recognition Criteria: Locomotive tender Step 6: Supply of 465 New Diesel
Locomotives : :
78 21/02/2014 Memorandum from GCFO to GCE: Approval to send letter to the Minister of Finance for the Acquisition of '
1064 Locomotives — Response to Queries Ralsed

79 11/03/2014 Letter from the Chairman to the Minister of Finance E‘
80 23/05/2014 Memorandum from GCE to BOD: Increase In Estimated Total Cost (ETC) of the Acquisition of 1064
Locomotives for Transnet Freight Rall's General Freight Business
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Perso nd anies involved in the I :
i
1 APPROVED BOARD COMMITTEES WITH EFFECT FROM 30 AUGUST 2012
1
’
P '1) Mr IB Skosana | Mr ME Mkwanazi Ms DU Tshepe | Ms Nr Njeke Mr [M Sharma
! {Chalrman) (Chalrman) (Chairman) (Chairman) (Chairman)
.i
. Mr MA Mr NK Choubey Ms Y Forbes Mr MA Fanucchi | Ms Y Forbes
). Fanucchl
(A _;; Ms NR Njeke Ms Y Forbes Mr HD Mr HD Gazendam | Mr ME Mkwanazi
" Gazendam
Ms E Mr IM Sharma Ms N Moola Ms N Moola Ms NR Njeke
. Tshabalala
w
C Ms DL Tshepe Mr IB Skosana | Ms E Tshabalala | Ms DL Tshepe
’ RECOMMENDATION POST 13 JANUARY 2013
‘! Aud't o 'Corporate Ea Board '; "Ris'k | Remuneration, - ‘Board '_ -
' Committea ;. Governance and Comm:tte.e -l nd; Acqu:sutwns
> |Committee-. | - | committea: ., | Comimiittee.” .
i Mr ME Mkwananzi | Ms DL) Tshepe | Ms Nr Njeke Mr IM Sharma
) i (Chairman) (Chairman) (Chalrman) (Chalrman)
i a Mr MA Mr NK Choubey Ms Y Forbes Mr MA Fanucchi Ms Y Forbes
| Fanucchl
f .
J' Ms NR Njeke Ms Y Forbes Mr HD Mr HD Gazendam .Mr ME Mkwanazl
3 Gazendam
' Ms E | MrIM Sharma Ms N Moola Ms N Moola Ms NR Njeke
. Tshabalala
o Ms NP Ms DL) Tshepe Mr 1B Skosana | Ms E Tshabalala | Ms DL Tshepe
f Mnxasana
) Ms NP Mnxasar_pa
RECOMMENDATION

: That the Board approves that Ms NP Mnxasana be appointed as a member of the Board
! Acquisltions and Disposals

0057-0366-0001-0028
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Mr IB Skasana | Mr ME Mikwananzi | Ms DL1 Tshepe | Ms Nr Njeke
. (Chalrrman) {Chairman) (Chairman) (Chairman) {Chairman)
) Mr MA Ms Y Forbes Ms Y Forbes Mr MA Fanucchi | Ms Y Forbes
. Fanucchi
’F\) | Ms NR Njeke Mr IM Sharma Mr HD Mr HD Gazendam | Mr ME Mkwanazi
(\& Gazendam
oy e Ms E Ms DL Tshepe Ms N Moola Ms N Moola Ms NP Mnxasana
)’ Tshabalala
Ms NP Mr IB Skosana | Ms E Tshabalala | Ms NR Nijeke
: Mnxasana
Ms DU Tshepe

RECOMMENDATIONS POST 25 JUNE 2013

— ———— e e

;;l'?ld_riilnatldﬁ‘s',
3 N (1: ir e Lt : [N T ETen AN el T .
) ‘T% Mr IB Skosana | Mr ME Mkwananzl | Ms DL Tshepe | Ms Nr Njeke Mr IM Sharma
. VIR
(Chairman} (Chairman) (Chalrman) {Chalrman) (Chairman)
} | Mr MA Ms Y Forbes Ms Y Forbes Mr MA Fanucchi Ms Y Forbes
; Fanucchl
‘ Ms NR Njeke Mr IM Sharma Mr HD Mr HD Gazendam | Mr ME Mkwanazi
Gazendam
' MsE Ms DL Tshepe Ms N Moola Ms N Moola Ms NP Mnxasana
’ Tshabalala
3
Ms NP Mr HD Gazendam | Mr IB Skosana | Ms E Tshabalala | Ms DL) Tshepe
Mnxasana ‘ .

Ms NR Njeke

0366-0001-0029

* Mr MR Seleka resigned from the Board wlth effect from 27 November 2015
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* Mr PG Williams deceased in March 2017
* Mr SD Shane resigned in Jupe 2017

R
e
.E

WDNANS WM

Mr Molefe

Mr Singh

Ms P Difeko

Mr S Gama

Mr m Gregg-Macdonald
) Mr CA Meller

Mr £ Morwe

I Ms M Mases

w4 . Mr K Phihlela

. ‘W 10. Mr R Valihu
(

b 11. Mr K Socikwa
RN 12. Mr D Mclean
; A 13.Ms S Lund

1 Name of the Bidders

, [ Electric Locomotive Bidders '
Bombardler Transportation South Africa (Pty) Ltd

CSR E-Loco Supply

Alstrom Rail Consortium I
Mongoveli

Simens (Pty) Ltd

CNR Consortium l
MARS IThemba Consortium

Nouhwhi

! Dlesel Locomotive Bidders
3 1. CNR Consortium

{ ‘ 2. CSR Lollwe Consortlum

' ,-A»’" ) 3. EMD Africa (Pty) Ltd ("EMDA")

» ; 4. GE South Afrlca Technologies (Pty) Ltd ("GESAT")
‘ J 2 Name of the Consultants

Companies involved In advisory services:

| 5, Mckinsey & Company

. 6. Letsma Consulting

7. Advanced Rall Technolegles (ART)

3 | 8. Nedbank Capital

9. Edward Nathan Sonnenbergs (ENS)
, 10. Kolkanyang INC and | :
: 11. Utho Capital |
! 12.Reglments Capital

13, Webber Wentzel

0057-0366-0001-0030
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531

{f Transnet employees { ved In}

Business Case
Mr Callard
Mr Bouwer
Ms McMahon
Mr Mahomedy
Mr Budhai

In Services / TF!
Ms Mdletshe
Mr Jiyane --
Mr Siblya

Negotiation: Werksmans has received very little info mation regarding whowas
Involved In the negotiation process, despite Werksin .ns requests for same.

Finance Evaluation Team:
Mr Laher
Mr Moola
Mr Smit
Mr Seapi

Loco ve St Comm "Lsc):
Mr Gama
Mr Molefe
Mr Singh
Mr Sliinga

Sub-committea of the LSC
Mr Gama
Mr Molefe

. Mr Singh

TIA:
Transnet:
Ms Mmathabo
KPMG:
Mr De La Rey
Mr Hoon

Sekela Xablso:

Mr Mahlamvu

Ms Molotwane ;
Ms Nsibande ’

Nkonki: Werksmans does not know names of Individuals s#ho were members of TIA
frormn Nkonki.
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1064 Locomotive tr"ansaction advisory team update
Annexure A

cts

March 2013 |
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With expedlted busmess case development and approval,  RANSNET
TFR could complete the procurement process in 6-7 months@/4=

delivering froight reliobly

T R

Y-
s
(]

Tlme to T ; ,:
completion Date g K i

~]1 April 2013

~ June 2013

eRal

? Concurrent process

~3 June 2013

LR veriEriay fn
LT St LR £ ienit rm"ﬂ ﬁ{‘*

A g TN g e T

~3 Sep 2013

£eq
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Delivering on this timeline requires swift TRANSNET

movement through internal processes

delivering fraight reliably :

N\

Internal DPE syndication

processes Meeting date submission date sessions

o o . o ! Early April: |

A Ll e 1 i primer on key |

i elements of 1

i the business |

18th April 12th April g case i

| Late April: |

220d April 16t April  detailed review |

. e E Of business H %

Jl"'_ """"""""""""" i case, leaving }

' . sufficient time |

27 May TED (early May) ! to incorporate |

: DPE feedback | O

i prior to BADC : )

June ~ TBD (post-BADC) i review | N

1 Tentative submission could take place on April 16™ befora CAPIC approval, with final version submitted post-CAPIC review on April 18th.19th,

|
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By April 5, we must produce an updated business | TRANSNET
case, financial model and procurement timeline | »
: delivering freight reliably '
AN
Business case Financial model Procurement timeline
SR—— i | i ST S e |
— u:::ndwthmnﬂglnmu - ;:L—— mi i Voo Povasan — i
E— %mw — -‘m e :
s _ — = ol
e — — = |EE- = |
o | — — -
== : .;!S._‘_._wl‘.ﬂ‘_ ;1 3 g’g‘:ﬂi” _n-%% :(:.,.‘LJ rm"ﬁ'- (20 3 ;
= e T e e e e el
== —— :N: ’-‘h-hului;lrﬂflnrrn: E §
feeare d
= Addresses questions = Stress tests NPV = Qutlines procurement ‘,
from DPE, TFR and calculation and timelines in the context of
Group Finance | locomotive legal, regulatory and other
= Consistent with - requirements processes to be followed :
Transnet’s goals with = Tests scenarios, s Revises documents to be
respect to BBBEE, illustrating potential submitted to market (if/as 8:')
localisation and supplier risks to be mitigated necessary) o
development |

0057-0366-0001-0035 .
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The joint Transnet/TranSaction Advisor team must _RANSNET
complete the following deliverables

deljvaring [reipht reliably

ORI

Deliverable

* Review of assumptions of current model §,
*  Understanding of fleet requirements and procurement timelines .
= Valldation of transaction NPV calculations, requiring an understanding of TCOs of locos ta be

procured (Diesel, Electic) 3
= \lnderstanding of key risks and development of mitigation strategles

i

* Review ongolng RFP process to ensure all programmatic and legal requirements are PFMA compliant '
i

b

* Incorporate into the business case elements of the supplier development plan as developed by TFR
Supply Chaln Services

= Assessment of the optimal deal structure and funding model (including financing, forex hedging, etc.)

« Monitoring of project timelines against milestones and ensuring that all parties are on track to deliver
against them

= Setting up working group sessions and preparing / coordinating delivery of materials for these
5essions

=" Integration of deliverables fram all Transaction advisors into a single rewritten business case thatIs
ready for internal and external approval

9€g

l_w,__,.w. e eemporeem e oo smeere e
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Proposed governance Structure of Locomotive

Transaction Team {

dellvering freight reflably

TRANSNEI

= Group CE -~ Brian Mo!efe (Chalr) " TFR CFO — Nomfuyo Galeni

= TFR Chief Executive — Siyabonga = Group CFO - Anoj Singh
Gama = TFR COO — Mlamuli Buthelezi
» Group Capitai — Mohammed » TFR General Counsel — Kenneth . Bi kl
Mahomedy (Sponsor) Diedricles tweekly SteerCo 3
» TFR ISCM — Thamsanqa Jiyane « GM Group Legal meetings %
Group ISCM - Garry Pita » 2-hour working ;
team problem
solving sessions
on Tuesdays :
(chaired by Team :
Lead)
TFR subject matter experts Group Finance Transaction advisors
‘ = 1-hour warking
= Team lead ~ Yousuf Laher = Sponsor - » Webber Wentzel / Ningiza team check in .
* Finance — Muhammad Moola, Mohammed Horner — legal and overall calls as needed
Natasta McMahon, Johan Bouwer Mahommedy procurement process as required (chaired by Team {
* = Procurement~ Lindiwe Mdtleshe * Analyst—Niresh ~ McKinsey — business case and Lead)
(TBD) _ Budhal integration (with Advanced Rail !
» Commercial-TBD ' * Treasury Technologies) Mandate and
= Operations / fleet plan— representative :
Stevens Tjabadl, Viva Nair (TBD) = Group SCS “TOR:Will:be - 1
» Business case / other— Francis representative aPPFOVed at W ;
Callard “first: SteerCo ~J
= TFR legal representative ‘ '

e At e

0057-0366-0001-0037
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Transnaet SOC Ltd Carlton Centre P.0, Box 72501 TRANSNET

Registration 150 Cemmissioner Parkview

Number

Str. Johannesbury South Afrieca, 2122 -
1990/000300/30 2001 T +27 11 308 2527
¥ +27 11 308 3567 /

MEMORANDUM

wuw, transnet.nat

To:  The Board Acquisitions and Disposzls Com alttee

From: Brian Molefe, Group Chief Exacutive
Anaj Singh, Group Chief Financial Officer
Nkuli Mabandla, Group Executive: Legal S rvices
Garry Pita, Group Chief Supply Chain Offi. 2r
Peter Volmink, Executive Manager: Gover ance, Group iSCM

Date: 12 March 2013

SUBIECT: ALIGNMENT OF TRANSNET'S TEN ER EVALUATION METHODOLOGY
WITH OPINION RECEIVED ROM SENIOR COUNSEL ON
PREFERENTIAL PROCUREMENT P )LICY FRAMEWORK ACT (PPPFA)
AND ITS REGULATIONS

__ TRANSNET-REF-BUNDLE-00820

PURPOSE:

1. The purpose of this document js to req. :st that the Board Acquisitions and
Disposals Committee (BADC) approve that:

1.1 Transnet reIncorporate Suppller Dav- iopment (SD) as a threshold or pre-
qualification criterion In its evaluation 1ethodology;

1.2 Transnet adheres strictly to the alioca ‘on of 10 or 20 points for preference.
Consequently, Transnet should not in orporate Further Recognition Criteria
(FRC) or minimum B-BBEE levels as 2 threshold, Furthermoare, Transnet
should not make use of set asides In i tendering processes; and

1.3 at contract negotiaton stage, wi ire appropriate, Transnet. request
preferred bldders to submit a B-BBEE improvement plan (FRC - Future) as
te how they will improve their B-BBEE status over the contract perlod.

BACKGROUND:

2. On 7 December 2011, the Minister of F 1ance exempted Transnet from the
application of the PPPFA and its regulatic s for a period of 12 manths, This
period of| exemption explred on 7 Decerr ier 2012, Consequently, as from 7
December 2012, Transnet is required to idhere strictly to the PPPFA and Its
regulations,

Alignmeat of Procyrement Procesess (o seger counsel's opinion re PEPFA
Murch2013

0057-0366-0001-0038
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evaluation framework whilst still adheting to the prescripts of the PPPFA,

4, Proposals to incorporate SD, FRC, minimum B-BBEE thresholds and set asides as
inter afia prequalification criteria were submitted to the BADC for approval in
February 2013. The BADC approved the approach subject to a legal opinion from
senlor counsel on the Issue,

5. To this end, Transnet’s attorneys have instructed Adv Vas Son! SC to provide it
with a legal opinion, which was funished on 12 March 2013,

6. Caples of the instructions to counsel as well as of counsel’s opinion are attached.
as Annexure A and Annexure B respectively,

DISCUSSION!:
7. In summary, counsel has advised as follows:

7.1 Although the PPPFA regulations permit thresholds for functionality and local
content, the regulations do not expressly state that these are the only
thresholds that may be applied, nor is such a limitation necessarily implied
by the regulatlons, Section 217({1) of the Constitution allows Transnet to
develop end implement a procurement system that must be fair, equitable,
transparent, competitive and cost effective. However, section 217(1} is not
prescriptive about the efements that must be incuded In the evaluation
methodology. Provided that Transnet’s procurement system meets the
standards of fairness, etc the incluslon of other factors (e.g. other
thresholds) will not be at odds with the statutory scheme. Additionaily,
there must be valld justification for the Incluslon of the additional
thresholds. Consequently, SD may be used as a threshold In Transnet's
tender evaluation process. SD will only be utilised as a threshold where
market analysls justifies it.

7.2 Although not expressly addressed by the opinlon, by implication Transnet is
not prevented from incorporating SD as a prequzlification criterion when the
market analysis indicates that it is not viable to Include SD as a threshold.
Where 5D is used a prequalification criterion, bldders will be requested to
provide a commitment that the monetary value of all SD Initiatives to be
undertaken by them will not be less than a certain stipulated percentage of
the contract value e.g. bidders may be asked to provide an undertaking that
no less that 20% of contract value will be spent on SD initiatives. Bidders
falling to pravide this undertaking wilt be excluded from the bid process,
whilst bidders who meet this requirement will be evaluated In terms of the
PPPFA methodology. |

7.3 Adopting the approach of using either a thresheld or a prequalification
criterion for SD does have! its drawbacks as once they have been met, there i
Is no differentiator between blds with a superior SD submission and bids
with an Inferlor submission in this regard. Although the extent to which
Transnet is able to leverage Its procurement spend In order to accelerpte
SD is somewhat limited by the PPPFA evaluation framework, Transnet is/Aglil

Alignment of Frocurement Processes to senioc connsel™s opinion re PPPEA

Mereh2013 @
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able to obtain significant value through the proposed model. Bidders will
st be required to commit to SD either by way of a threshold or a
prequalification criterion. Furthermare, the inclusion of Local Content and
Production in designated sectors as prescribed by the PPPFA Regulations
also sesves to promote the objectives of SD and economic growth.

7.4 In terms of section 217(2) and (3) of the Constitution, if an organ of state
awards tenders on the basis of preference or takes steps to protect or
advance praviously disadvantaged persans, ft may do sa only in terms of a
policy that conforms with the framework prescribed in the PPPFA.
Consequently, FRC and minimum B-BBEE levels may nhot be used as a
threshold. The statutory scheme aliows for the legacy of disadvantage to
be dealt with by way of preferences and not to be used as basis to exclude
other bidders. Similarly, the statutory scheme does not provide for set
asldes.

7.5 FRC and minimum B-BBEE levels may therefore not be Included in the
evaluation methodology either as thresholds, prequalificaticd criteria or
weighted evaluation criterfa. However, although not dealt with in the
opinion, it Is nevertheless recommended that at contract negotiation stage,
where appropriate, Transnet request preferred bidders to submit a B-BBEE
Improvement plan (FRC Future) as to how they will Improve their B-BBEE
status over the contract period.

7.6 Therefore, Transnet will not be able to do more than the statutory regime
allows far in terms of preferences. By implication Transnet will not be able
to target transformation and empowerment particularly with regard to black
owned companies, black women owned companles, companles owned by
people with disabilities or youth owned compznles. The targets that have
been established with regard to procurement with such entities will
therefore be difficult to achieve.

8. The proposed Transnet evaluation methodology Is attached as Annexure C.
FINANCIAL IMPLICATIONS:

9, Nat applicable.
BUDGET IMPLICATIONS:

10. Not applicable.

Alignmeni of Procurement Procesies L reclor counsel’s opinlon = PPEFA
March 2013
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RECOMMENDATION:
] 11,1t (s recommended that the BADC approve that:

‘ 11.1 Transnet re-incorporate SD as a threshold or prequalification criterfon in its
i . evaluation methedology;

a—

11.2 Transnet adheres strictly to the allocation of 10 or 20 paints for preference.

Consequently, Transnet should not Incorporate FRC or minimum B-BBEE
3 levels as a threshold, Furthermore, Transnet should not make use of set
: asldes in [ts tendering processes; and : e

) ] 11.3 at contract negotiation stage, where appropriate, Transhet request
f A) _ preferred bidders to submit a B-BBEE Improvement plan {FRC - Future) as
f to how they will Improve thelr B-BBEE status over the cantract period.

I ™ COMPILED BY
. )

- /—L’—

i Peter Volmink

Executive Manager: Governance, I[SCM
. Date: IA Mdrd Ao13

1 uwem;w&m&a
-

i Ga ita
“q Grotip Chlef Supply Chain Officer
Date: !.3./03%3

- RECC NDED/NOT RECOMMENDED
%) i Ql

/
:_ 7 Nkuli™Matfandla
. Group Executive: Legal Services

] Date: [k Muvely oy,

I S ECOMMENDED/NOT-RECOMMENDED
li, j L‘ "/

Anoj Singh ( -
o Group Chief'Eigancial Officer \
; J Date: Wlaglig

5 NDED/bﬁ;(‘ka«EJi@DED
N Brian Molefe 73, Moy

|

y

i

!

}

I' Vs Group Chief Executive

Date: M,OB ,20!3

Alignment of Procurement Processes o ssnlor counsel's opinfon re PPPFA
Maych 2013
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‘ SOCLImitd  Carlion Co P.O. Bux 72501
l:.',:1uﬂllilhtm Number 150 Comnli?s?on:r Sir Pulcvleu;' TRANSNET
. mmauarzo Johanneshurg South Affiga, 2/22
i 2601 T427 111012526
: P427 51 308 2312
':1 MEMORANDUM
Www lransnelncl
‘ To:  The Board Acquisitions and Dispesals Commiktee
| ‘ From: Brian Molefe, Group Chief Executive Officer
} Anoj Singh, Group Chief Finandial Officer
#5 Garry Pita, Group Chief Supply Chaln Officer
,__‘w i .
g SUBJECT: UPDATE ON THE ACQUISITION OF THE 465 NEW DIESEL LOCOMOTIVES AND
‘ ( v 599 NEW DUAL VOLTAGE ELECTRIC LOCOMOTIVES FOR THE GENERAL FREIGHT BUSI-
1} - ]' HESS {GFB)
) ] PURPOSE!
‘ l 1. The aim of this submission Is to:
' i « provide the Board Acquisitions and Disposals Committee {BADC) with the current
k| status on the acquisition of the 1064 Locomotives belng the 465 Dlesel locoma-

tives (Dlesels) and 599 Electric locomotives (Electrics),

BACKGROUND:

|
|
] 2. On April 25", 2012, the Transnet Board approved the sourcing strategy to be followed for
i the acquisition of the 1064 Locomotives. The RFPs were scheduled to go out to the mar-
i kat on the 14" of May 2012 and close In July 2012. Transnet Frelght Rafl (TFR) who is
. the custodian of the process, sent the draft RFPs to Group Supply Chaln Management on
{ . 23" of Aprl} 2012 for review.
)
}

o

I S

L..-..-';; -
w

. The draft RFPs were circulated to Group Finance, Tax, Gavernance, Treasury, Insurance,

Legal and Supply Chaln for commenting. A consolidated raview meeting to discuss and
- workshop the RFP was held on the 25™ of Aprit 2012, The draft RFPs Incorporating all the
- comments from all the relevant group functions were sent to TFR an the 26 of April
2012 for incorporation and consideration.

4 4. The draft RFPs were racelved back from TFR on the 5 of June 2012 with amended
comments and additlonal changes, A follow-up RFP review meeting for the RFPs with
representation by the Group Supply Chaln, Finance; Tax, Legal functions, was held on
the 8™ of June 2012, The mesting Identifled additional information which was required to
be Incorpomted Into the RFPs, A combined review by TFR and Group Supply Chaln func-

1 tlon took place on the 11" of June 2012 to consolidate and f‘nallze all changes to the
o] RFPs.

| S )

o 5. TFR then went through a process of evaluating the procurament process for the 9
. } comolives (which Is currently in bid evaluabon phase), lessons leamt from h 'rf/ess
‘ } . have been Incorporated in the RFPs. TFR submitted the final RFPs to Gro p Supply

) i 1

0057-0366-0001-0042
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Chaln, on the 11h of July 2612 for {inal review. The Group Chlef Finance Officer reviewed
the draft RFP's (Electrlc and Diesel) and made comments and recammendations.

6, The Group Supply Chain team reviewed both RFP’s (including annexures referenced In

the document) and made the required changes, as well as addressing Issues ralsed by
the Group Chief Finance Officer, Group Supply Chain forwarded the final updated RFPs ta
TFR on the 12th of July 2012 with all tracked changes for updating. Approva) for the
placement of the advert was recelved from the Group Chief Executive on 11th July 2012
and the advert was issued to the rnarket on Sunday, 15th July 2012 stating that the RFPs
would be Issued to the market on Monday, 23rd July 2012, .

]
i DISCUSSION:

7. On 16 July 2012, Natlonal Treasury (NT) Issued an Instruction Note regarding the “Invi-

tation and Evaluation of Blds Based on a Stipufated Minlmum Threshold for Local Produc.
tion and Content for the Rail Rolling Stock”, refer to Instruction Note attached. The fol-
lowing aspects of the Instruction Nate are highiighted:

o It prescribes differant minimum thresholds for dlesel and eleciric locomotives,
The Local Content (LC) thteshold for diesel locomotives Is 55% and the threshold
for electric locomctves Is 60%. Also, certain minlmum thresholds are prescribed
for various components or activitles related to the locomotives;

« It stipulates that amendments to the stipulated minimum threshold for LC are not
altowed;

o It prescribes that bids which pass the minimum stipulated threshold for LC must
be evaluated In accordance with the 80/20 cr 50/10 preference point system pre-
scribed In the Preferential Procurement Regulations, 2011;

» It prescribes that the evaluation of functionailty must be conducted in accordance
with regulation 4 of the Preferential Procurement regulations, 2011.

8. On 17 July 2012, ISCM met with offlcials from NT to understand the implications of the

Instruction Note specifically for the RFPs (Diesels and Electrics) which are scheduled to
ba Issued to the market on Monday, the 23rd July 2012, In particular, clarlty was sotght
on the following aspects:

= Whether Transnet was reqguired to apply the 80/20 or 90/10 ptinciple despite the
exemption from most of the PPPFA regulations which the Minlster of Finance
granted ta Schedule 2 entitles on 7 December 2011, (it will be recalled that
Transnet sought exemption from the PPPFA regufations on the grounds that the
current regulations do not enable Transnet to give effect to the objectfves of the
New Growth Path or to follow a more robust approach to empowerment);

»  Whether Transnet could include Further Recognition Criterla (FRC) current or fu-
tura In the RFPs;

« Whether Transnet could apply Its standard evaluation methodology during stage 1
of the tender process i.e. to Include a threshold for SD/BBBEE in addition to the

thresholds for LC and Quality. (

_‘_TRANSNET REF BUNDLE 00825
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9. NT responded to these issues raised as follows:

» The Local Content (LC) threshold for diesel locomotives Is 55% and the threshold
for electric locomotives is 60% and this should not be deviated from;

+ The exemption granted by the Minister on 7 December 2011 still applies in re-
spect of non-deslgnated sectors.  However, In respect of deslgnated sectors (e.g.
rolling stock), Transnet is required to follow the prescripts of the Instruction Note
and apply the 80/20 and 90710 principle;

s FRC should not be inciuded in the evaluation of preference sihce preference must
be scored strictly in accordance with the BBBEE scorecard;

» The threshold for SD/BBBEE should not be Included during the flrst stage. The on-
Iy thresholds that should be followed are In respect of LC and Quality,

IMPLICATIONS FOR THE LOCOMOTIVE TENDERS:

10. In light of the NT Instruction Note and the further clarification sought from NT, it is clear
that the cumrent locomotive RFPs needed to be amended to conform to the Practice Note.
Preference will have to be scored strictly in accordance with the 80/10 principle (80/20
applies only to tenders <R1lm). Preference will have to be scored based anly on the
BBBEE scorecard. FRC should not be Included in the evaluation of preference and have
therefore been excluded.

11, The SD/BBBEE thresho!d should not form part of stage L. The RFPs must Indicate that
the only applicable thresholds are in respect of LC and Quality. Furthermore, SD should
be taken out of stage 2 {final weighted scoring). The final weighted scoring must be as
follows: Price (90%) and BBBEE (10%). Consequently, SD cannot feature in the evalua-
ton of the locomotive tenders at all, The RFPs can however still require bldders to submit
thelr SD proposals. These proposals could be used to negotiate SD value during the post
tender negotiation phase of the tender,

12. The evaluation mathodology that must now be followed Is deplcted In the diagram below,

- e i —
- PR ORI ATION ANLD -
gy Bz E ::;'.:‘ HEP Y \\
g e P P
shepnads Aenssd H wpandibdl) : n .
! = T
] a3 i ' ot
= o 51
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« Stage 131 A minimurn thraahold will be aot for Loca) Contant (when apnilcabla)
of wall as Functivnality. Thoase ara saparpste threchalds, end the af hent
meatihe minimum critesia far bath of theso In orderto procsad to stags twa,

» Stagm 21 The supplisrs wheo mest tha minlmum threshoid for Locsl contant,
and Functionallty {stags 1) will then ba avelusted agsinct sich other using
K Price/TCO (30) znd BBARE (10) ac critaria,
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NEXT STEPS (WAY FORWARD):

13, As a result of the NT Instruction Note, and based on the guldance glven by the Group
Chief executive, Group Chief Finandal Officer and Chlef Executlve: Transnet Freight Rall,
the RFPs have been amended In line with the NT Instruction Note that will be lssued on
Monday 23 July 2012, Any delays In the fssuing of the RFPs will compromise the tght
time frames for the achievement of MDS objectives.

14, The RFPs will be ssued In parts. Part 1 of the RFP will be Issued on Monday, 23 July
2012 and contains all the Information required by the NT Instructlon Note Including the

following information:

+ CGeneral information;
» Technical Information;

« B-BBEE scorecard;
« Supplier Development. The RFPs still require bidders to submit thelr SD proposals.

These proposals will be used to negotlate SD value during the post tender
negotiation phase of the tender;

« Finandal proposal and;
« Administrative information e.g. pertaining to closing dates, briefing sessions, returnable

documents ete,

Subsequent parts will be ssued at a later stage{s) snd will address aspects such as eval-
vation criterfa, evaluation methodolegy, welghtings and supply agreement, Financlal To-
tal Cost of Ownershlp (TCO) Mode!, Inter alla.

15, Whilst the RFP Is in the market, Transnet will approach the NT (with the support of the
Department of Public Enterprises) ta obtaln full exemption from all the PPPFA regulations
as a matter of urgency, Should such exemption be granted, Transnet will Issue an ad-
dendum to the RFP to align It with the Board approved strategy.

FINANCIAL IMPLICATIONS:
iG. None

BUDGET IMPLICATIONS:
17. None

APPROVALS AND DELEGATIONS:

18. The Group Chlef Executive was derlegated authority by the Board of Directars to approve
the RFPs in relation to the 465 Diessl and 599 Electric locomotives and authorised to [s-

sue to the market,
o~
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RECOMMENDATION:
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TR T T NN

i 19, The aim of the submisslon is to provide the (BADC) with the current status on the acqul-
. sition of the 1064 Locomotives and Is for noting only.

T
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} COMPILED BY:

|

Garry Pita
Group Chilef Supply Chaln Officer
I Date: as/o'-r/a.,z

r
*
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RECOMMENDED / NOT-RECOMMENDED:
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e,
.‘ [ LS \l__ :.-
. Anoj Singh

’ Group Chief Financlal Officer
i Date! zddamia

paion L

pav i}

R T

i APPROVED / NOT APPROVED BY!

Brian Maolefe
ce Group Chief Executive Qfflcer
. J ! Date:
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EXTRLRLY
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FMINIBTER
PUBLIC ENTERPRISES
REPUBLIC OF SOUTH AFRICA

Prvuie Bog 115, Hadight, 0028 ) 017411 4118 Frgazast 104 i
Pehcie Lag XICTE, Sapw Toon, BO00 Tak C21 48] STRT Faxi 224 5 30MTY 1 1Y

M Mafika Micwanazi

Chalrperson; Trananet SOC Limilad
P. O Box 72501 :
Parkview

2122

Tel: 011 208 2309
Fax: 011 308 2315

Dear Colleague

Rs: Tho Profsrontial Procuroment Policy Fram-weork Act ond the
Locomotive Float Procuremeont

Thera are a number of unresclved Issues partaining tc the exiension of tha
axemplian to State Owned Companlas (SOC) from Re:julations 2{2); 3 to 8;
10; 11(1) to (9); 11(11) o {13); 12 —~ 13 as issued in G vernment Notice No
Ri027 of 7 ODecombar 2011 of the Preferential Procurement Palicy
Framework Act. | bellevs that these Issues can have a materlal impact on
the sbility of Transnet 16 extract oplimal commercial. developmental end
transformaticnal valus from straleglc procuremants.

Given this situation, | am personally engaging with tha !itnistar of Financa to
resolvo thesa Issuss and em confident wa will coma to 1 mulually agreeable
outcome. In the meantime, Transnetl should continue to procure as if the
axisnslon ta the exemption is In piace. n edditlon, no c :mmunicalion should
take place betwasn the SOC and Natlonial Treasury peraining lo the PPPFA
until the sjluation has been resolvad. Should any queri s be directad 1o the
S0OC from tha Nafional Treasuty ragarding the PPP#A, pleasa- refer the
National Traasury fo my office,

[ am awars that Transnst i3 anxlous to proceed with the: procursment of the
precurament of tha 1084 locomotives, With regards to ihe Instruction Note
relating to the “Invitation and Evaluation of Blds Bassd on a Stipulated
Minimum Threshold for Local Production and Content for the Rall Rolling
Stock Sector” Transnet should procurs 1aking the designation thresholds Into
accounl. Howaver, Transnet should not feel constraingd by Section 5.1.2 of
the Instruction Note and should rather establish an evalution framework that
provides reastnable inceriives to suppliars to support our (ndustrlatisation
and transformation objeclivés, Should my sgreement wdth the Minjster of

Finance require a changa to this framework, Trananet can alert the biddars at
Ihat stage.

TRANSNET-REF-BUNDLE-00829,
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Yours gincaraly

hgﬁlf e

MINISTER OF UBLIL‘ ENTERPRIEES

R e aStE] e e PR R
A ame ot — : ; : E
‘

§ DATE:
i
) Ce: 27 Brizn Molofo
TN Group Chiaf Exaculiva Officar
Tronsnot (SOC) Limfed
a Tal: 011 208 2308
a Fax: 011 508 2316

‘l

i

i

:
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J

0057-0366-0001-0048



- — . e TRANSNET-REE-BUNDLE-00831...

' Appendix 22 549

' ‘) TRANSNEF

: ; Hafta biowanez] Jufmen

-

-y

Honour ible Malust Gigaba, MP
Minister f Public Enterprises
Private Tag X15

HATFIELD

0028

""--__.._,..-_'\___,_,_.._A

Fax: 01%-431-1039

Honourz e Minister Glgaba

— “'\
,_,

THE P& ZFERENTIAL PROCUREMENT POLICY FRAMEWORK ACT

] The abc /ementioned matter and your letter dat-d 07 December 2012 has reference {refer
annexuT 1 A

I Transne : has complied with your request rega ding the Issulng of the 1064 locomotive
i tenders, and has allghed both RFPs with your !astruction as cutlined In the above dated

I J letter, rdating to the Invitation and evaluatior of bids based on a stipulated minimum
threshe! | for focal production and content for tya rall rolling stock sector, We, therefore,

I hope fc ' a resolutfon with regards to the PPPFA exemption, before the locomotive fleet

j) tenders :an be dosed, We anticipate to dosa bota tenders on the 28™ of February 2013
Y
(

It Is our legal Interpretation that, pending the ot ‘come of your bliateral with the Minister of
Finance it Is prudent for Transnet to comply afth the PPPFA regulations given that no
formal + xemption has bean granted at date. This [s [n order to mitigate against the rsk of
challeng 2 by potentlal bidders and the risk of lireqular expenditure [n terms of the Public
Finance Management Act. Wa request from the Honorable Minlster, to continue procuring
general’/ on all other procurement events outs'Je of the 1064 locometives, strictly In line
with the Government Notica No R1027 of 7 December 2011,

Transnst 500 Ltd Cariton Centre P.0. Bax 7250
Registration Humber 150 Commiscioner  Parkview, Jlinnazbum i
1990/000500/10 ooy 124 South Alrics, 2122
Johanneshurg THIT 11 301 2213
001 F417 21 308 1215

Dirwctors: ME Hiwaoaz! {7 e} B Mofufe® mmammuxwmm Fabes HD Gazendar i Mook KR Hubing's TH Sarra e et et
nmn:;mdukh ‘uwu’uw (Emw
. ){M
Groop Compary Secrebtey: ' NC Ctbm Aﬁ
?
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TRANSNES

#atlics Miosanace! Chalrman
We therefora request that the Honorable Minister endeavor to advise us of the outcome of

the discussions with the Minister of finance on the locomotive procurement by 1 February
2013, so that any required award Is in line with the agreement then pertaining.

We trust that the Minister will provide clarity in due course on all other procurement events
generally to ensure that Transnet Is not detrimentally affectad in Its transformative efforts
by having to comply strictly within the PPPFA for these transactions. Naturally, we are very
supportive of ali the Minister’s efforts to date almed at ensuring that our buslness proceeds
smoothly despite the expiry of the exemption,

We awalt your further advices.

Yours sincerely

//{flff -/45,&4.& ‘

Mafika %anazi
Chalrman

Date: 28 /2 20/2

Cc: M, Brian Molefe, Group Chlef Executive
Mr. Siyabonga Gama, Acting Group Chief Executive
Mr. Ancf Singh, Group Chief Financiaj Officer
Ms, Nkull Mabandla, Group Executive: Legal Services

Tratunet 50T Lid Cuflon Centrs | 1,0, Box 72501 !
Ragtystion Number 150 Commikssioner  Parkview, Jobunaesburp
1950 000300/ 30 Strest South Africs, 1122

Jabanneshiurg T4lr 313082311

20 F+27 11 02018

Dérdcios: WE Mzt (Chuwman) i Molere? {Groun Chief Exscithe) KK Dhoubey® A Fanucchl ¥ Fortas HD Gazandam H Hoocks ¥R Nihingls 1M Shartre
ﬂﬁmﬂﬁ'ﬂﬂm DL Tehaoe A Sgh” (Chief Pywncal Offier)

Group Company Seormtaryt ANC Cosa
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TRANSNET

Maltkz Micwanazl, Chaimal

Our Ref No: BM/ 5288
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Mr Malusi Glgabz MP
Minister of Public Enterprises
Private Bag X15

HATFIELD

Qo28 -

" Fax No: niz 43i .039
Per email: yuvisw.fraps@dpe.gov.za

Ny e

‘.q_
-4
e

,.
e

Dear Minister Glg ba

EA
ey

CURRENT STA" US WITH REGARD TO THE 1064 LOCOMOTIVE TENDERS &
REQUEST FOR I {TERVENTION WITH REGARD TO EXEMPTION FROM THE PPPFA

.

ot e

We refer to the at wvementioned matter,

, J As you are aware Transnet is presently in the process of procuring 1064 diesel and electric
' locomotives for tie General Freight Business (GFB) which constitutes the single largest

1 procurement of e julpment In Transnet's history.  The tender for the procurement of the
‘ ] locomotives was I: sued on the 23rd July 2012,

" . Transnet nated ‘our corespondence relating to the application. of the Preferential

3 Procurement Poli- 7 Framework Act (PPPFA) to this acquisition, In pariicular the letter

{ recelved on 7 Da¢ :mber 2012, Transnet [ssued Part 2 of the Request for Proposals (RFPs)

v A for the 1064 locor stives in compliance with your request, as contained In your letter dated 7

“73 December 2012, ;5 per your request Local Content was Induded as a stipulated minimum

l h < H it threshold but Tras snet did not consider itself bound by Paragraph 5.1.2 of the Instruction
I

|
S ue N IE e B N T N N A B e

Note on Rail Roi'ng Stock. (Paragraph 5.1.2 of the Instruction Note prescribes the

. application of the - 0/10 preference point system based on price and B-BBEE only and makes

I no allowance for ¢ a Incluslon of supplier development). You further indicated that you were

l In discussions witt the Minister of Finance and should any changes to the locomative RFPs
A be required, the bi ‘ders should be informed at that time.

l , l Supplier developm: nt therefore featured in the evaluation framework as both a threshold
‘o and a weighted ev luation criterion and Further Recognition Criteria featured as a welghted
‘- evaluation criterior Transnet informed the Minlster that it fssued Part 2 in conformanca with
‘ i his request In a le ter.from the Chaiman's office dated 28 December 2012, However, this
I - approach was ado: ted in anticipation of a favourable response to the request for exemption
o from the PPPFA an- its regulations.
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r- Due to req iests from a number of potential tenderers for an extenslon of the closing date of
between 4 10 6 months as well as the large amount of querles and clarifications which were
requested | appraximately 400 in total), Transnet had to consider the extensicn of the tender
closing da72 from 26 February 2013 to 30 April 2013, The tenders’ closing date of 26
February 2 J13 has duly been extended to 30 April 2013. Transnet [s currently working on the
2nd set of juerfes and dlarifications received after lssuing Part 2 of the RFP,

3
|
|

Transnet v-1s informed that National Treasury has Indicated that exemptions from the PPPFA
will be corsidered for strategic projects on a case by case basis. National Treasury has
recommened that a task team comprised of senlor officials from the Departments of Public
Enterprises Trade and Industry, Economic Development as well as National Treasury be
constituted in otder to develop a framework within which such requests far exemption may

Yoo be conside. 2d. Transnet therefore wrote to you on 19 March 2013 requesting that:

T ’5;,_‘;- 1.1 the task team be constituted as a matter of urgency: |

‘ } 1.2 the Depariment of Public Enterprises takes the Initiative in constituting a task
; team;

1.3 senior employees from Transnet be Included In the task team;

14 the terms of reference of the task team be finalized by DPE In conjunction with
Transnet and National Treasury;

1.5 the task team be instructed to develop the framework within 30 days from being
onstituted, and

16 the Minister of Finance be requested to consider Transnet’s request for the
axempton of Rail Rolling Stock related components as soon as the framework
Aas been finalized, incduding but not limited to the 1064 Jocomotives, wagan
bogie castings and train wheels,

Matters ha' 2, however, progressed to a point where the closing date of 30 April 2013 is fast
approachin | and Transnet has not yet received any confirmation with regard to the request
for exempan in relation to this acquisition. Trensnet does not believe that the date for
submission can be extended any longer as this can materially compromise our ability to
implement “he Market Demand Strategy.

While Trarsnet Is completely supportive of the Minister's position, there Is a8 considerable
concern thit unless an exemption is formally granted by the Minister of Finance, the
evaluation .rocess based on the tender documents that have been issued and the subsequent
award of t-a tender will be in conflict with the PPPFA, thus creating significant legal rlsk for
Transnet. Failure to adhere to any aspect of the Act, its regulations and Instruction Notes
could expcse Transnet’s bid processes to legal challenges and also result In irregular
expenditure: if the contracts are awarded contrary to the requirements of the PPPFA. Hence,
to place th-: process on a sound footing, Transnet needs to elther comply with the PPPFA or
‘ we require a letter from the Minister of Finance spedifically exempting Transnet from the
. I FPPFA, its r2gulations and the applicable Instruction Note In refation to this acquisition.

. .
{
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————

Consequen -y, we would like to request that you provide Transnet with an update on the
status of ycur enqagement with the Minister of Finance, We would appreciate it If t’ﬂs update

: . \.s@-«“'
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could be provided as urgently as possible as we now need tc give the suppllers 2 definitive
framework within which the tenders will be evaluated.

We thank you once again for your assistance on this matter and eagerly awalt your response.

Xind regards

ol o4 H / Tshediso.Matena@dope.gov.za

Edwin.Ritchkin@dpe.gov.za
Femlda.Mahomed@dpe.qav.7a

o
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) MILSTRY
i PUBLIC ENTERPRISES
i . REPUBLIC OF SOUTH AFR A

Pitugle Bag X15, Hofurkd, GOZB Tels [012) 437 151370130 * ¢ (092) 421 1033
Paeste Bag Y075, CAPE TCWK, 020 Tek: [O21) 481 6A7G7TAMET 675 “aw; (021) 465 23 V46T 1749

L TN e e

Mr Pravin Gordhan
Minister of Finance
Private Bag X 115
Pratoria, 8001

. Tel 012 316 5372
: Fax 012 323 3262

Dear Colleagus

‘The Preferential Procurement Policy Framewsrk Act (F PPFA), its Regulations and
National Treasury (NT) Instruction Note on Relling Sto 'k and the Transnat
Locomativa Fleet Procurement

{ refer to your leitet received on 12 December 2042 regar: ag the extension of tha PPPFA to
State Owned Companles (SOC).

I would like lo assura you of my support for the stance tek a by the NT on the issuss related

to the PPPFA contained in your letter. Your sugges a6 oh resticting examptions o

strategic projects which neads to be addressad on a o= 2 by ¢ase basls is a pragmaltic

epproach whioh needs lo be explored in delail as saon as ; assible, | am also of tha view that

a cohereny, robust and transpasent framework ngeds to © 2 applled lo these case by case

assessments which wil create a lavel of certalmty i a complex SOC procurament
. environment,

} However, there ls an urgeml siluafion suwounding 1@ Transnet Locomofive Flest
Procurement that | believe raquires immediate action and 1 solution, This urgency emanates

: from the potential impact on Transnet’s ablity to o liver on their Corporate Plan

| cormnmitments and the legal risks and challsnges that Tra. saet will possibly be exposed o
dus to uncentainty for both Transnet and potential suppt rs regarding the fmplications of
NT's Insiniction Note for Transnet's procurement.

in principle, i share NT's concem with the potential pr.mium paid by Govemment for
Supplier Developmant, Lacalisation and B-BBEE. Fawever, | believe thera are
competilfivenass and compelillon concems associaled witt markets for centain components
designated In the NV Instruction Nole which need o be onsldered to aveld unintendsd
centradictory outcomes to the objectives being pursusd in ¢ I's Instruction Note.

The DPE togelhar with Transnet Is of the view that thelr fac motive prices are benchmarked
based on previous transactions and prevalling internalc 1al pricing. Based on analysxs
periormed by Transhet, we beligve thet Transnst's procure nent methodology allows for the
possibility to exceed tha minimum local content threshold . specified In the NT Instruction

0057-0366-0001-0054
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: ] | Note, In this approach, it is possibie to aim for up 1o 70% localisation for disse! locomotives
l l with the pelential price premium assoclated with cost of locallsation belng estimaled 1o be

- 8.1% initfally and 77% localisation for eleclric locamotivas with (he potential price premium
n cost of localisation being 8% Iniially, with a fotal price premium averaging out at
’ approximalsly 2% in fotal, This percentage is caloulated as the averags price premium paid
l ‘ ) for the locomotives Incfuding leaming curve over the course of productian.

Nationa! benefits arising from the approach proposed by Transnat will result in enhanced

national capablility across a range of seclors resulting In muitipller bensfits of focallsing

where R1 of a locomotive is axpacted to have multipliey downstream banefits of 2.74 limes

as much {(with regard for example to jobr creation, skils developmant, addifienal taxation,

exports elc.). This comes at an average price premium of less than 2% in the 60% to 75%
I locallsation range. '

In Transnaf's estimates, using multiplier data published as part of IPAP2 (2011) the benafit
N to the South Alrlcan economy will be of the order of R68 billion spproximately for an

\‘x.. B expacted total premium on the 1084 lceemotives of approximatsly R400 miliien resuiting ina
benafit to cost ratic of 170 to 1 in favour of facalisation

Furthermore tha patential effect of the designation of certain components would ha fo
.- entrench industty concepiration or create single source suppliers. Based on analysis
! condueted for it, Transnet believes that the Instruction Note could create a premium of A2m
to R4m per locomotive. The sams analysls demonstrates that aliowing OEMs some freedom
to determing where localisation is applicd would result it localization price premiums of only
2% to achlave much higher levels of localization of mote than 70%.

| acknowledge that thesa fssues merlt deeper investigation, Howsver 'm persuaded thal
. thera are substartial socio-economic and industrial development benefits that eould be
derived from Transnel's locomotive flest procurament it the tander was aliowed to proceed
as advertised, which was done prior to the Issuance of the NT's Instruction Nole. 1 am thus
hereby appealing for your support foar us to let Transnet condlude this procurement process
with exemption from the Instruction Mole's re-Inslatemant of the 88/1G provision of the
PPPFA In SOC capital procurements.

In addition, to ensure that the procurement is sffectively leveraged to achieve the broader

industria)l end soclo-economic objeclives lhat we both equally seek to promote, | would

agree with ihe process suggested by yourself of having senior officials fom DPE, NT, BTI
4

and Econemie Development Departmant conslder lemms and conditions for exemptions that
can be appfied on a casa by case hasls, and that can be used to monftor Ihe current
Transnetlocometive procurement process as it unfolds,

{ thank you once agaln for your assistance on this matter and will keenly awalt your
responsa.

ﬂcemly, .
l ’ f MINISTER OF PUBLIC ENTERPRISES

Date: 20[3{ D‘H 1&

005@0366-0001-0055
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Ex parte: Transnet SOC Limited
In re: Expiry of exemption from non-compliance with PPPFA

R OPINION

Introduction

My Consuitant in this matter is Transnet SOC Limited. It secks an

.L'-‘_gl:' w

}

-~ P E— J —
K .
-

o
. .
—_

Opinion on a number of issues that have bezan promptea by the
expiry or lzpse of an exemption granted to &t from various
' '; provislons of the Preferential Procurement Pclicy Framework Act”
PPPFA and the Regulations -promulgate:! thereunder (‘the
Regulations"}. -The principal issue that | hzave been asked o
i address may be summarized as follows. Transnet advertised a
tender on 13 July 2012, at a time when the exemption was in force.

However, by the time that the exemption expir=d — on 7 December

E};, T 2012 - the bids had not yet been evaluated. In fact, the- closing
1)~ date for the submis:sion of the bids has been sxtended to 30 April

2013. In the circumstances, do the bids fall to be evaluated in -
! accordance with the methodology that pravailed wHiI'st the

J exemp_tlon was in force, or in terms of the metfodology that has to
. be followed after the exemption Is no longer i force, _lt might be
; 5 mentioned that the two methodcologies differ quite significantly and

] will in' all probability produce different outcames
B | ! Act 5 of 2000

! 1

0057-0366-0001-0056
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immediately above. But [ have been asked to deal with a number of
other matters that appear to arise from the explry of the exemption.

In order to do so in a meaningful way, however, it will be helpful to

i
1
|
l : 2. This Opinion will focus on dealing with the principal issue set out
1
|
!} first summarise the background against which the [ssues arise. To
. |’ this end, the following matters will be dealt with in turn. First, the
‘. ] ) factual background will be summarized. Second, the principles that
IE 3 appear fo be applicable to a case such as this will ba set out. Third,
each of the questions that | have been asked to consider will be

T dealt with. Finally, | will summarise the conclusions to which | have

arrived,

The factual background

. 3. The factual background is set out quite comprehensively in the
!
: ] ' Instruction from my atfomey that accompanied my brief. [tis not my

ST intention to set out ali the detalls contained therein. [nstead, in

s
T ‘ order to keep this Opinlon as short as possible | will confine what is
} contained herein to the more essential facts, events and

paragraphs immediately hereunder.

4. On 13 July 2012 Transnet advertised a tender for the purchase of
v ] 1084 locomotives: 599 electric  locomotives and 465 diesel

locomotives. For convenience, this will be referred o as the *)064

2

:Ll l
l‘ developments. Those may be summarized as. set out in the

)

0057-0366-0001-0057
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Locomotives Tender or simply “the Tender”. Paotential bidders
were informed that the tender documents would bz available from
23 July 2012. Transnet had infended {o issue one tender document
fo which there would obviously be one comprehesive response
from each bldder. However, that did not happen. Instead, on 23
July 2012 Transnet issued only Part 1 of the tender for the
acquisition of 599 electric locomotives and Part 1 of a tender for
the acquisition of 465 diesel locomotives. Transrat's reason for
issuing only Part 1 of the tender documents may .e summarized

as set out in the paragraphs immediately hereunder

First, at the time that the Tender was advertised znd Part 1 was
issued, Transnet was exempfed by the Minister ¢/ Finance from
complying with most of the provisions of the PPPF A Regulations:
Transnet was required to comply only with the provizions relating to
local coﬁtent' [Regulations 9 and 11{(10)] and tax clearance
[Regulation 14]. The period of exemption was 7 De.ember 2011 to
7 December 2012, Part 1 of the Tender dealt with ssues such as
the required thresholds for local confent, pricing, technical
specificalions and general information. However, Part 1 did not
deal with such Issues as the “evaluation methodol gy, evaluation
criterla, weightings and supply agreement, or the Financial Total
Cost of Ownership (T CO) Model". In effect, it did n«t deal with the
methodology to be used to evaluate bids and to se!:ct the winning
bidder(s). In particufar, qut 1 did not explain how & spects such as

empowerment or Supplier Development {SD) critzria would be

3
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1 considered duning the evaluation process. These issues were fo be
l . dealt with in Part 2 of the RFP.
X
l { 8. Second, the following perhaps needs to be recorded at this siage.
: \ Before the Tender was advertised, Transnet was aware that the
I | ] Department of Public Enterprises and the Depariment of Trade and
: ] Industry were fo issue guideline.s on the local content for the 1064
"I } - locomotives. This emérges from & Memorandum to the Grouh _
‘-L\ _ Chief Executive Officer in which approval was sought for the
A g“”” process and strategy for the procurement of the 1064 [ocomotives.

; ] T. Third, on 16 July 2012, three days after the Tender had been
advertised but seven days before the Tender was {o be issued,
‘. o National Treasury issued the anticipated Instruction Note pertaining
fo the invitation and evaluation of bids based on a stipulated

1 minimum threshold for focal production and content for the rail

ralling stock sector. This Instruction Note is applicable to al wide
| l . B _range of public bodies, including entities listed in Schedule 2 of the
‘l) s Public Finance Management Act ("PFMA"), such as Transnet. The
Instruction Note prescribed certain threshoids for local content for

classes of rolling stock as well as for components and activities.

8. Fourth, the Instruction Note also prescribed that a fwo-stage
L evaluation process be followed In which local content and technical

aspects would be evaluated during stage 1 and price and BBBEE

evaluated durinb stage 2 using the 80/20 and 90/10 preference

' r - - -a - . -
L
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point system. This lalter aspect created considerable uncertainty
since Transnet was specifically exempted fram complying with the
Regulations relatiﬁg to pricc? and BBBEE, which prescribed the
above mentioned two-stage stage process. Indeed, the
procurement strategy that the Transnet Board had approved for the
Tender indicated thal in addition fo meeting the anticipated
minimum threshold for local content and technical criteria, bidders
were also required to meet a minimum threshold for SD and
BBBEE. Furthermore, bidders who passed the various thresholds
were to be evaluated on the basis of Price (60%), BBBEE
scorecard as well as Further Recognition Criteria (FRC) 20% and

SD (20%).

Fifth, there thus appeared to be a marked difference between the

- evaluation methodology that had been approved by the Board and

that set out in the instruction Note. In light of this difference,
Transnet decided to split the tender document and only issue Part
1 on 23 July 2012 and issue the second part only after it had taken

legal advice and consulted with relevant stakeholders,

The foregoing are the principal reasons for splitting the tender into
two parts. In the paragraphs hereunder | summarise the

developments that took place thereafter.

Insofar as the main issue that | have been asked {o deal with is
concerned, the advice from Transnet's attomeys was fo tht?

following effect. Transnet could adopt the view that the Instruction

5
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Note did not undermine the exemption that had been issued by the
Minister of Finance on 7 December 2011: the Instruction Nofe
should rather be read subject to the exemption. This meant,
Transnst was advised, that those provisions of the instruction Note
that were not in accord with what could validly be done by Transnet
under the exemption would be ineffective until the exemption had
expired. Transnet was also advised 1o apply to the Minister of
Finance 'for an exemption, as contemplated in section 3 of the

PPPFA.

In August 2012 Transnet met with officials from .National Treasury
to discuss Transnet's preferred method of evaluation, which was
quite different to the methodology presc'ribed in the PPPFA and the
Regu!at[nns. Thereafter Transnet requested the Minister of Public
Enterprises to approach the Minister of Finance on its behalf {o
exernpt Transnet from fhe PPPFA and the Regulations. in the
altemative, the request was that ceriain sirategic acquisitions,
including that for the 1064 locomotives, Ee exempted from the

provisions PPPFA and the Regulations.

However the Minister of Finance has not yet granted Transnet the
exemption.
In the meantime however the exemption lapsed on 7 December

2012, The result is that Transnet has since been required to

| comply with provisions of the PPPFA and the Regulations.

6
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18.  Howe rer, on 7 December 2012, the Minister of Public Enterprises

in a v itten communication Inférmed Transnet as follows:

+ In relation to the 1064 locomotive tender, Transnet should
not consider itself bound by the provisions of the
instruction Note, which as has aiready been pointed out
prescribed the application 0;’ the 80/20 and 90/10
preference point systemn. In addition, Transnet was free to

include SD in its evaluation methodology.

» In this regard, the Minister said: “Transnet should
continue to procure as if the extension to the exemption is
in place.” He went cu; to say that Transnet "should not
feel constralned by section 5.1.2 of the Instruc'iion Note"
(which specifically requires that the 9010 and 80/20

preference points sysiem o be used).

+ The Minister also Informed Transnet that he was in
discussion with the Minister of Finance and should any
changes to the 10684 locometlive tender be required,

bidders should be informed at that point in fime.

16. Tran net has to date not been informed about the ou{cume of the

discy ssions between the two Ministers.
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»«:1 17.  Part 2 of the RFP was issued only on 11 December 2012, Acting
on what the Minister of Public Enterprises had informed it on 7
! December 1012, Transnet did not in Part 2 reflect the 90/10
! 'l principie as stipulated in the PPPFA. Instead, it indicated that the

following evaluation methodology would be used:

a local content threshold of 60% and 55% was prescribed

for electric and diesel !ocbmotives. respectively;

N « athreshold of 40% was prescribed for SD and BBBEE;
u.u,é 2 ;"
0 T » a threshold of 70% was prescribed for technical; and

« bidders who passed all these thresholds would be
evaluated on the basis of prica (60%), BBBEE scorecard

Y /FRC (20%) and SD {20%).

.18.  Transnet explains that it chose that evaluation methodology In

anlicipation of a favourable response to its request for exemption
from the PPPFA and the Regulations, However, as already pointed
out, Transnet has not yet been informed of the outcome of

application for the exemption.

19. Notwithstanding the foregeing, Transnet has taken precat}ﬁonary
LJ measures o protect its rights and interests should it be found that
the PPPFA and Regulations are binding. For example, a provision
in Part 1 of the Tender document contained a reservation of the
general right to amend the tender document. !r addition, specific
mention was made of Transnet’s intention to seek an exemption

8
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] from the Minister of Finance but reserving its righ’ to evaluate bids

in accordance with Instructions issued by N=zfonal Treasury.

§0.

i

;j‘ Thereafter, in Part 2 of the Tender document a ciz 1se was Inserted
‘ reserving Transnet's right fo evaluate the tenders in accordance
| with the PPPFA and the Regulations, should it t 3 required fo do
]

20.  What emerges from the foregoing is that in finali<ing the terms of
Part 2 of the Tender document, Transnet actec upon what had

been conveyed to it by the Minister of Public Ents prises. However,

it has not yet received any positive feedback from aim.

21.  Transnet now wishes to know how it may procee: in respect of the
R tender for the acquisition of the 1064 locomcives, As | have
already noted, it.has requested that | address a r umber of specific
o issues, which have been detailed in the Instructio 1s of my attorney.
! | should point out that the answer to each of t:0se questions is

‘ dependent, to a greater or lesser extent, on t-e answer to the
’w‘ decisive {ssue In this matfer, which | have alread s set out above in
somewhat general terms. In the circumstances, r-efore tuming to a

consideration of each of the specific questiens that | have been

re_quasted to answer, against the backdrop of the factual matrix

summarized above 1 will set out what that brozd question is and

then attempt to fumish an answer to it. Thereater | will deal with

the specific questions.

-4 9
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The defining issue

22.  In my respectful view the defining issue that arises in thiz matter
may be pertinently stated as follows. Does the expiny of the

exernption on 7 December 2012, and the fact that it has rot been

renewed up to now, mean that the evaluation methodolegy set out

1
L

in the PPPFA and the Regulaﬁons is now binding aon Trars-nei:r l:.)l’
Is the position rather that Transnet is required, or at least anfitled,
= to evaluate the bids as originally contemplated when th:: tender
was advertised, that is, in terms of the methodology it has used up

to ¥ December 2012,

23. | have not been able to find a case that is on poini In the
circumstances, it is necessary to consider what legal princioles are
likely to apply in a situation sucﬁ as this, by consideriig what
principles gavem analogous situations. In order to determine what

i may be regarded as an analogous situation it will be hLalpful to
begin by highiighting the essential and decisive issues t':at have
arisen in this matter. They appear fo be those summariz-d in the

paragraphs immediately hereunder.

24.  First, on 7 December 2011, Transnet was granted an e::emption
from complying with the provisions of the PPPFA and the
Reguiations that are in issue in this matter. That exemptic1 was to

endure until 7 December 261 2. During the pericd of the examption,

10
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Transnet, as it was enlitled 1o do, used an evalvation methodology
that was quite different from that laid down in the PPPFA and the
Regulations, {For convenience, | will refer to this as “the Transnet

evaluation methodology” or "Transnet's intemal methodology®.)

25.  Second, whilst the exemption was in force, Transnet advertised the
Tender for the acquisitlon of the 1084 locomotives, At that stage, it
proposed fo use the Transnet evaluation methodology. In any
case, in terms of s 217(1) of the Constitution, that.is the

methodology that it would have had to compty with.

26.  Third, the issuance of the Instruction Note on 16 July 2012 raised
questions about the extent to which the evaluatlon methodology
prescribed therein was binding on Transnet. As a result, Transnet
decided to issue the tender document In two paris, Part 1 was
issued prior to the expiry of the exemption. However, Part 2 was

issued after the expiry of the exemption.

27.  Itis necessary now to consider what legal principles are applicable

in these circumstances.
Applicable legal principles

28, 1t would be helpful to begin by first ascertaining what the effect of
the exemption that was granted o Transnet is, According to
Black's Law Dictionary "o be exempted” means: *[to be] free or
released from a t:?uty or Hability to which others are held” and

‘exemption” means: *freedom from a duty, liability or other

11



TRANSNET-REF-BUNDLE-00849

567

requirement”. And, according to Jovitt's Dictionary of English Law,
exemption means: “immunity; freedem from imposts; a privilege ta

be free from service or appearance”.

i

{

i

i 29.  In the circumstances, the effect of the exemplion and its lapse may
” be sald to be as follows, From 7 December 2011, Transnet was
. free or released from compilance with most of the PPPFA
i Regulations. However, as from 8 December 2012, it is required to

P comply with the PPPFA Regulations.

30. In my respectful view, considering the matter from Transnet's
. perspective, the position would be no different had a new statutory

) regime been pul in place anly cn 8 December 2012. Had the

December 2012, the approach to such a development is guite clear
and is set out in the paragraphs hereunder. In my view that

approach applies with equal force to the situation in which Transnet

M e soe e s

finds itself after the expiry of the exemption. .

L
b

31. It is necessary now to consider what the posifion Is where there

has been a change In the statutory regime goveming a particular

issue,

v
- l——— ety e e s

! 32. The first rule in this regard Is quite clear. it may be stated as
follows. Statutes are construed to operate prospectively only
J untess the legislative intent that they be glven retrospective or

l

retroactive operation appears from the express |anguage of the

12

I ' PPPFA and the Regulations come into coperation only on 8

0087-0366-0001-0067
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statute, or from the clear purpase of the enactment or by necessary
or unavoidable implication.? In the position in which Transnet finds
itself, It is the expiry of the exemption that triggers the change in
the regulatory regime to which Transnet is made subject, There is
no suggestion or Implication, let alone express language or clear
purpose, that the new statutory regime is to apply retrospectively in
this case, In fact, as appears from what is set out hereunder, the
force of this rule is somewhat reinforced by a number of

sumounding circumstances.

The second rule is that the general cireumstance is that statutes
regulate fufure conduct and are construed as operating only on
cases or facis that came into operation after they were passed.?
There is nothing to indicate that the general circumstance ought

not fo apply in this case.

In my respecffu! view, based on these two rules, Transnet is at
lezst at liberly to apply fo the evaluation of the tender for the 1064
locomotives the Transnet evaluation methodology. It may even be
that It is required to apply the Transnet evaluation methodology

whan choosing the successful tenderer or tenderers.

Having set aut what, in my respectful view, the goveming rules are,
I must also add the following. The rules set out above do not apply

where the legislation in question deals with procedural matters,

<

| |

¥ Adampo! (Ply) Lid v Administrator, Transvaal 1989 (3) SA 800
3 Principal Immigration Officer v Bhulz 1931 AD 323, 8t 327

13
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|
i
'} which are taken lo be retrospectively operative.” However, a
l "pracedural amendment” is one that deals with tie process of
I { litigation. If it does not, it is substantive.’
: ( 36. In my respectful view, the change in the regulatory r-:.gime that was
I triggered by the expiry of the exempfion is one of substance, not
l { procedure. 1t involves the adjudication process, whic1is clearly not
A - sihply procedural. In the circdmstaﬁces, the rules againrst-
{j; refrospectivity and the governance“of only subsejuent matters
’ it apply.
3\ 37. Having dealt with the main issue that | have taen asked to
L

consider, | turn now to address the specific questons that been

A |

posed. As ! have pointed out, those questlons con em or revolve

-

around the main issue and ask that | take Into =ccount certain

EERPT

i e
——’\'_’S-_.-.. —— bm— ——
gt

specific matters. It will in the circumstances be helz ful fo consider

each of them, even if this involves a cerfain amou. 't of repetition,

Cmem s e -

as thay cover most concerns that appear to have arizen.

it o
oLt

Is Transnet entitled to evaluate the tenders for the 1064
locomotives on the basis of its internat policy that applied at

the time the bid was advertised?

R aw et e e

-

38.  As can be gathered from what has. been set out abeve, | am of the

—

i e lr—

view that Transnet Is entited to apply the Transaet evaluation

-

methodology in determining who the successhi tenderer or
* burtis v Johannesburg Municipality 1906 TS 308, at 312; Industrial Counc. for the Furniture
Manufacturing Industry (Natal) v Minister of Manpower 1984 (2) SA 238 (D) at 242
% 5 v Helta 1887 (1) SA 311 (SWA) 318

r

Y

-

14
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)

7 tenderers should be. And, as | have pointed out, the position may
well be that, having regard to the fact that the tender was

J advertised on 13 July 2012, properly construed, the explry of the
exemption only on 7 December 2012 may well require that

f Transnet apply the Transnet evaluation methodology to the

evaluation of the Tender for the 1064 locomotives.

|
|
[ 39. | have been asked, in dealing with the quesfion under
j consideration, fo specifically consider the following issue. At the
A tme that the tender was advertised, Transnets intemal
procurement tules ailowed for the following: Inclusion of SD and
FRC both as a threshold and as weighted evaluation criteria;
! deviation from the 90/10 and 80/20 principle stipulated in the
PPPFA; and the evaluation of tenders on the basis of price, SD
B and BBBEE/FRC in various ratios which could differ from one

tender to the niext, but typlcally the ratio wouid be 60:20:20.

40. In my respectful view, provided that the evaluation methodology is

!
i
b

%

not Inconsistent with s 217(1), Transnef is still entitled to apply il to

f

{ the tender for the acquisition of the 1084 locomolives,

i Part 1 of the RFP was issued at a time when the exemption
applied. However, Part 2 was issued only after the exemption

l had expired. Was Transnet not accordingly obliged to issue

Part 2 in accordance with the position that obtained after 7

December 2012, that is, in accordance with the methodology

v R . -
L ot

15
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prescribed by the PPPFA and the Reguilations, which have

been applicable to Transnet from 8§ December 20127

41.  Before essaying an answer to the question, | must point out that

the following matters have been brought to my attention in respect

of the contents of the two parls of the Tender. Whilst a number of

Hl i ‘ . key evaluation matters, for example relating fo local content
lw threshold and SD Initiatives, appeared in Part 1, it was only In Part
. \_tw i 2 that the details of the evaluation were fully set out, although ‘the.y
} were In line with Transnet's evaluation methedology as at the time
1; that the tender was adverlised, the procurement strategy approved

| by its Board and the advice of {the Ministel: of Public Enterprises.
)
42.  [n principle, it appears to me that the comrect position is as follows.
J There was only tender. It was advertised on 1.3 July 2012, at a time
when the exemption was in full force and effect. The fact that the
L tender document was split into two paris cannot be decisive: bofh
)«‘J-l parts related to the same tender. In my view, the fact that Part 2

change the course of what had already been put into motion and
which was {o be dealt with in accordance with Transnet's then

{ was Issued anly aiter the exemption had expired ought not to
|
} prevailing evaluation methodology.

| . |

|
|
B
"
i
i
1
i
|
I
:; w
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43. In answering the guesticn under consideration | have also been
asked o bear in mind th- provisions of s 4 of the PPPFA. Section

4, which is termed a “trar sitional provision®, pravidas:

]
|
*} | *Any procurement process im-lemented under a preferential procurement policy
( where the invitation {a tender wvas adverlised beiore the commencement of this
Act, must be finalized as if thi= Act had not come into operaion.”
l 44. It was pointed out above that the general circumstance Is that
X statutes regulate future :onduct and are construed as operating
l only on cases or facts isat came into operation after they were
passed. In my respectiu’ view, s 4 of the PPPFA simply confirms
: that that rule applies to te 1ders that had been advariised before the
. } PPPFA came inte operalon. Although not strictly applicable in the
{ circumstances at hand, { e provisions of section < suggest that the
tegistature expressly rec: gnized the validity of thz rule against the
retrospective operation o- the PPPFA in respect ¢! tenders that had

been advertised before t e PPPFA came into oparation. This may

well be an added reason ‘or applying that rile in the circumstances

45. My attention has also b:en drawn to the provisimns of paragraph
21 of the Implementation Guide io the PPPFA Regulations, 2011. it

reads as follows:

*If a bid was advertisedfinvitz 1 in terms of the evaluation criterfa prescribed n

I
3
!
ji: ) ;;f of the Tender for the 108 : locomotives.
. .
]
|
|
’.
}
]

the PPPFA requlations, 200 (prior to the dais of comi:g Into effect of the
5 PPPFA regulations, 2011) bu: will only be svaluated and awarded after the date

|
of coming Into effect of tha PFPFA regulations, 2011, the b:d must be evaluated |

17
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and awarded in terms of the evajuatlon criteria prescribed in the PPPFA

regulations, 2001 and in terms of the conditions centzined in the bid documents.”

:} 46.  The observations that | have made in respect of section 4 of the
: ; ' PPPFA are equally applicable to the provisions of paragraph 21 of

the Implementation Guide.

I N N N A aam e
. oy

..'- 4?. However, | have been ésked to also conslider the implications_ of
’%'\ the provisions of paragraph 21.2 of the Implementation Guics,
which provides:

“Such bid must be evaluated and awarded as soen as possible but not later tan

the initiel explry perod.of the bld. The extension of the valldity perfod of such a”

bld must not be allowed.”

48. It would appear that paragraph 21.2 is strictly spéaking not
applicable to the 1064 locomotive tender because that tender v.as
not advertised in terms of the 2001 Regulations. But the following
cancern has been ralsed. The initial closing date of the bid was 16

r:\):—’-’:*j , Qctober 2012, However, when Part 2 was ié.s_ued, the closing date

was exiended to 28 February 2013. Thereafter, for varicus

reasons, including the large number of requests ft;r clarificaton
received from bidders, the closing date of the tenders vas

extended to 30 April 2013. The question then Is whether, by

Implementation Guide, Transnet is still entitled 1o evaluate the tids

in accordance with its olmn internal policy.

% extending the closing date In spite of what was said in ‘he
18
3
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49.  Insofar as the extent to which the Instruction Guide is binding on -
Transnet, account must be taken of the following. Only fegulation
8, 11(1) and 14 of the 2011 Regulations apply to Trarsnet. The
provisions of the Instruction Guide that do not relate to these
regulations consequently are not binding on Transnet. .n view of

the fact that the 2001 Regulations were not binding on Transnet, it

does not appear that Paragraph 21.2 is binding. Howeve-, aven if it
) is, no consequence appears to be set out for non-comp’ance with
} the guideline. Indeed, | am not sure that a guideline ca: visit with

T invalidity an act that is not strictly speaking rendered invaiid by an
- Act or a Regulation. In the circumstance, at worst for “ransnet it
R can be accused of not complying with a guideline that haé been
{aid down. But such non-compliance does not have thz effect of

. extinguishing its right to evaluate the bids in accordan-e with its

——

own internal palicy.

[
S

Is it the position that the Instruction Note was not : pplicable

‘-u_"?:%"’!
to Transnet until the exemption expired?

50. In their opinion to Transnet, my learned attarneys exp:assed the
view that the Instruction Note was not applicable until th-: period of

exemption had ended. | am in agreement with that view 2xpressed

by my learned attorneys.

s

19

e L

0057-0366-0001-0074



1

PRI
'

g s

e
i L ] . P S

TRANSNET-REF-BUNDLE-00857

575

L ]

— e

e

Conclusion

p ey

51.  Insofar as the specific matters that | have been asked to deal are

oy

—— aeiom
———— o

concemed, my Views may be summarized as set out hereunder.

52.  Inview of the fact that there was only tender, which was advertised

[P

;& o - during the period that the exemption was in force, Transnet would

be entitled to apply its own intemal evaluation methodology. This

e ~ entitlement has nol been negatived or limited by any of the
; \ '- following events or developments; the fact that the eScemption
expired before Part 2 of the tender was issued; the facl that the
evaluation methodology was only set out in part 2 of the tender,
‘ which was issued after the exemption had expired; or that the

closing date was extended.

e

53.  Should there be any further matters that need to be addressed, |

P,

will gladly deal with them.

s..—\?_:;..._... ———
J .
Tyt
* 3
; .'.
kit ¥

V Sonl SC

19 April 2013

S

-

-
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HATFIELD pppg

TERRTENEN Y DPeNpAsE DHBERHEMiHGg

XiS

1 MINISTER: FINANCE
Y REPUELIC OF SOUTHAFRICA

Privats Sag X115, Prelouia, 0001, Tel +27 12 323 8914, Fax: 427 12 373 3262
PO Box 29, Cope Tawn, 8000, Tel +27 21 464 5100, Fax 427 21451 2334

Ref, M315/24 {1149/13)

Mr Malus! Gigaba, MP
Minister of Public Enterprises
Privale Bag X158

HATHELD

] 0028

Dear Mh[ﬁ(;,

THE PREFERENTIAL PROCUREMENT POLICY FRAMEWORK ACT, 2000 l
{(PPPFA), ITS REGULATIONS AND NATIONAL TREASURY INSTRUCTION NOTE

DN ROLLING STOCK AND THE TRANSNET LOCOMOTIVE FLEET

PROGUREMENT ‘ I
| refer to your lelter dated 168 Apsll 2013 regarding the above mentioned matter.

} concur with your view {o Jeverage on this procurament to derlve substanliai socic-
economic and industrizl development objectives.

On scrutiny of the Transnat tender documant published In July 2012, it is nofed that
tha tender was slrucfursd In @ manner that Is not In conllist with the National
Traasury's Insiruction nots issued in July 2012,

¥ : In light of the above, | am of the view that Transnet should proceed with the
/ evaluaticn of the tender in terms of the criteria slipulated thereln,

Yours sincerely

pntv?h

! PRAVIN ] GORDHAN
ALNISTER OF FINANCE
Date: 1b-oy.2gy
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, _Procui'e 1064 Locomotives for TFR General Freight

Date of Submission to TFRIC 9 March 2012
. ‘Addressed To Transnet Freight Rail Investment Committee
J Title of Submissien Procurement of 1064 New Locomatives
r 1 Version 0
i Prepared by F Callard
! ]rﬂ Reviewed by
AL Financlal Model prepared by Janse Marias
‘Financial Model reviewed by
. Date compiled 5 March 2012 L.
t
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2 Executive Summar's'f

This tocumaent proposes procuring 1064 new locomotivas as part of the 2012/13 - 2017/18 7 year
businass plan 2012/13 « 2037/18 in ths amount of R38 146.3m to suppert the TER growth plan to 171
million tons, The locomatives form part of the 1202 {dentified as required to support the 171 mt
grawth pian In sustsinlng and expanding the existing fleet. Tha braakdown of the locomotives is 599
electriz, 455 diesals with 507 belng sustaining znd 557 being expansion,

This business case is 2 development of the locomotive flest plén approved by the Transnet Board in
Aprtil 2011 and subsequent additions In fine with the proposed growth In tonnages.

This business case is specific to the Genera! Freight program and does not include {ocomotives for the
Export Coal and Export Ore lines which will be separate submissions.

~ The business case argument is developed along the following broad lines

1. Establish tha market demand

2, Establich locomotives required to service the demand

3, Establish the current flest and runouts _

4. Establish the new locomotive requirements to meet the shortfail between demand and
available,

5. Financial and other aspects related to tha new locometive procurement.

3 Project Name and key characteristics
Key project characteristics are

»  Project Name Procure 1064 focomotives suppérﬁng General Freight Volume Growth
to 171 million tons In 2018/19

» Pportfolic Transnet Freight Rall: Relling Stock:

*  Programme GFB

=  Corridor Natlonal except for Coal and Iron Ore Export

=  Commodity All commodities

=  Asset Growp Lotomotives

»  Expand /Replace Replacement
Expansion:

« EvaluationScore  3.84 — Electric Locomotives
3.84 - Dlese} Locomotives
¢  Proposed Start 2012/13 End 2017/18
= ETC R43 373bn (Excluding Borrowing Cost)

4 Business problem and proposed resclution

TFR derives its primary income by providing time-place utility service for its customers through the
transportation of goods, The quantum of the service is measured in net ton kilometres for which it
charges a tariff and the service Is delivered through its primary assets of locomotives and wagons,
TFR's locomotive fleet is old by world standards and many of its locomotives have reached or are
nearing the end of their economic life. The accelerating rate of the “run-out” of locomatives reduces
tha fleet available for opera?ions. Simultaneously TFR’s 7 year business plan for 2012/13 ~ 201718

(Operating Division) Transnet Frelght Rail (Department) Capital Pregram

(Author) F Callard {Date;) 05 03 2012 | Page5of4s
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predicates an Increase In general freight traffic from 84mt pa te 171mt pa In 2017/18, Delivering on
this plan Is only possible with an adequate fleet of reliable focomotives and wagons.

This business case addresses sustaining and expanding the current fleet to support the business plan
through the programmatie procurement of 1064 locomeotives over seven years to deliver on the
proposed business plan volumes.

The project supports the strategic objectives of Transnet by addressing Re-engineering, integration,

Productivity and Efficiancy (RIPE] by providing apprapriate assets for use on general freight cocridors in
support of all commodities conveyed.

4.1 Problem Statement in Relation to Current Oparating Environment

4.1.1 TFrRLocomotive Fleet Capatity

TFR's Locomotive Fleet Plan presented to and approved by the Transnet Board in April 2010 presented
the current compasition of the fleet, how it would run-out, tha locomotive upgrades and the new
locomotives required to achieve volumes of 110mt pa.

Subsequent updates ware presented indicating the fleet reguired for General Freight for volumes of

156mt per annum (pa) and 171mt pa.

Key features of the fleat plan are:

s Operational difficulties caysed by a diverse fleet of multiple locomntive types
» (ategorisation of locomaotives into five types

* Standardisation of the flest

» Improved efficlencies of new generation locomotives

The rationale for procuring new locomotives s set out against:

» The capacity of current fleet and its projected decline as locomatives run out
v New locomotives required to sustain the current fleet
« New locomotives requirad to deliver the increase in volumes

The'table below summarises the current and proposed future locometive fleet for general freight up

to 2021/31. Of note and concern is the rapidly increasing lass of operational capacity in the existing

fleet in the years 2019/20 — 2021/22. The respective sections below provide the detalled analysis to
the table. .

Table 1: Current and Proposed fleet

TR TS ST vy e

S e T e T E

Flaet afier rl.-llf;;:ut' and '

operational losses but | 1697 1743 {770 1788 17Y37 1850 1514 | 1421 1304 1177
betore delivery

Cumulative Taken Infa

Service 53 175 344 51 791 1004 1173 | 1245 1245 1245
Flieet After Delivery 1750 1918 2114 2349 2528 2654 2687 | 2665 2548 2422
Required Fleet-

Year Opening 1638 1884 2132 2377 2524 2652 2757

Surplus / (Shortfall) &1 24 -18 -28 4 2 -70

| .
| ! '

(Operating Division) Transnet Freight Rail {Department) Capital Program

(Author) F Callard
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f Note: The cumulative figura of 1245 locos tzken into service is includes {j} tha 1202 per the fieet plar
(if) 35 diesals frem an order of 100 previously approved and deliverad in 2012/13 and {jii} 8 diasek

J} from the same order delivered in 2011/12 but only fully commls;icned in2012/13,

4.1.2  Investment Histery and Locomotive Fleet Run-Out

TFR is generally considered as heing under capitalised with an aging infrastructure unabls to deliver

and consequently hampering South Africe’s economle grewth, Effective rail delivary requires =

) balanca betwean lotomotives, wagons, Infrastructure and personnal.,  TER has three distinct areas of
. operations, namely Genaral Freight, Coal Export and Iron Ore Expart. The Coal and lron Ora Export
operations. are ring-fenced operations with assets dedicated to a single commodity. Since 2004/5 they

l

have been upgraded and expanded to take advantage of the commedity boom. By contrast, little was
spant on General Frelght,

" This business casa for R3§ 146‘3m for new locomotives for General Freight should ba read in
conjunction with the proposad R32.6bn for the provision of new and upgrading of existing wagons as

O‘ part of tha same seven year plan.
=2

The expected useful life of a locomotive in a dass 1 milmad is 30 years. The average age of the TFR
I General Freight Locomotives is over 30 vears and current programs have extended that fife to &

maximum of 45 years. The diagram below reflects the procurement histery of locomotives within
TFR.

Figure 1: Locomotive purchases by year
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A consequence of this procurement history is that the locometives purchased during the peried 1970

b
_} to 1885 are due to run out soon.
} {Operating Division} Transnet Freight Rail {Department) Capital Program
{Author) F Caltard {Data:) 0503 2012 | Page7of4s
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The general workhorse focomotive of General Frelght was the 6E serles of 3kV DC locomotives when
1040 were delivered between 1970 and 1985. The locomotives were locally manufactured and ware all
intaroperable. The series were continuously improved over 11 distinct serles but they are all based on
a common design and companents.

The updated graphical run-out of the General Freight locomotive fleet Is depicted in Figure 2.below, A
detalled table of runouts by locomotive dass is depicted In Annexura 5.3 Annexure: Locomotive
Runout Mitigation.

Fgure 2: Future view of the General Frelght locomative Aeet
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4.1.3 Remedial Actions to Mitigate Loco Run-Qut

The locomoative lifecyele is taken as thirty years which is the same as its depreciation period. Two
primary strategies were adopted to mitigate locomative run-cuts and extend the usefut locomotive life
to forty-five years. The extension 1o forty-five years however was a consequence of not being able to
afford new locomatives at the time and was not a formal restatement of policy.

The first strategy was to upgrade the workhorse GE series of locometives to the 1BE series threugh a
partial redesign, rebuild and upgrade of componants and the replacement of the electra-mechanical
control system with an electronic control system. The result was an improvement of lecomotive
output from 180Kn to 210Kn and a fifteen year extension in locemotive life.

The second strategy was an upgrade program to the class 34D locomotives supplied by General El=ctric
(GE} and General Motors (GM). These upprade programs comprise a mix of extensive routine
malntenance, rewiring, body repair and repaint. The differentiating upgrade feature is replacing the
eutdated and obsolete control systems with state of the art electronic control systems which improve
control and prevent driver abuse, By analogy, it can be compared to traction control on a modern car
that prevents wheel spin.

The effect of these strategles however is to defer the runout of locomotives as their life is extended
but it cannot obviate the runouts.

{Dperating Division) Transnet Freight Rail {Department) Capital Program

{Author) F Callard {Date:} 0503 2012 ! Page8ofds
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414 lacomative Standardisation

The Locomotive Flest Plan has stressad locomeotive standerdisation and the operational and
maintenance problems brought about because of lack of standardisation, TFR inheriied a high degres
of standardisation in the commonazlity of tha &E serles electrics and the class 34 diesals bought during
the sgventies and early eighties. The Locomotive Fleet Plan puts forward five staadard locomotive
tyoes including a genaral freleht werkhorse locomolive with a maximum axle lozding of 22 tons per
axie and a standard general freight diesel locomotiva.

Balancing the strategic imperatives of standardisation of the fleet and ongaing lowest cost
procurement over years {s expanded in the section dealing with procurement.

4,15 Ability to Meet Current and Future Market Demand

= Meeting current demand will be lmpar:ted by the run-out of the current figet whie meetmg future
demand requires additional locomotives,

The pertlnent points of the assumptions and analysis underpinning the requirer locomotives are
summarized below:

Workhorses:

The number of locomotives in the Generzl Freight fleet at any time is the active fla=t, The active fleet
is further categorised into the operational fleet and fieet undergoing maintenance.. The operational
fleet, as its name Implies, are the locomotives svailable for operations while the number of
lacomotlves undergoing maintenanca or minor repair are taken as 12% of the zctive flaet. The
operatignal fleet is further categorised into “shunters” and "workhorses ”. Shunters are primarily used
for the placing and clearing of loaded wagons and the compllation of a train before departurs,
Shunters, while not prime income earners in thelr own right, 2re an essential comporent of operations
and constitute an overhead cost that has to be coverad.

Workhorses are the prime movers hauling loads between hubs and generate the Income earning net
ton kilometers, They are used in the calculation of Iocomotive efficiencies,

Lecomuotive UtlTisation

The recognized metric of locomotive parformance is “gross tor kilometre® per unit f time which will
always be higher than the income preducing “net ton kilometre”,

The letomuotive utillsation improvement per the 7 Year 2012[13-13/13 plan is decicted in the table
below:

Table 2: Locomat]ve Utillsation ' -

wu.;"; 5}25!“, VT L 15'\;".?:%:'{?:11-"'

MGTK / Laco

7 Month? 5149 5214 | 5489 5402  5635. 6287 6357 6476 6323
CAGR? 5% 2% 8% 2% 2% 24% 33%

Operational workharses only, Excludes shunters and loces in malntenance,
i 2 compound Annual Growth rats |

N

{Cperating Division) Transnet Frelght Rajl (Department} Capita! Prograr-
{Authar} F Callard (Date:) 05032012 |  Page9of4s
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The increase in locomotlve efficiency Is based on two factors; firstly an Inherent Improvement in
utilization of the current fleet and secondly in greater tractive effort per locomative of the proposed
procurements.

. Tractive effort and Locomotive Efficiency

The class 34 workhorses of the diesel fleet are over 30 years old. Modern loccmotives have significant
improvements fn engine deslgn and lower poliutants par ton kilometre. The improvement in fuel
efficiency of modern locomotives ovar the older generation is of the order of 8%. The proposed
l[ocomotives are also more powerful with a continuous tractive effort of 349 kN compared to the 218
kN of the class 34 diesels.

A direct comparison with the class 6E and 18E to the proposed new locomotive is not possible as no
equivalents have baen delivered. However, taking experiences from the recently delivered 15E and
15E serias into account, an electrical efficiency improvement of at least 18% can be expected together
with a regenerative capability feeding power back into the Eskom grid. The design calls for a tractive
efiort between 267 and 400 kN which is considerably higher than the 193 kN of the &E series or the
210 kN of the 18E series,

Considering the above, the new locomaotives have been considered to replace current locomotives at 1
new for every 1.3 aurrent diesel and 1 new for every 1.5 current electric locamotive.

4.2  Business Opportunity

4.2.1 Market Demand as a Business Opportunity

From the TFR business Plan, Freight Rail volume projections per commodity for the seven year time
horizan of the Business Plan are detailed in para 9.1 Annexure: 7 Year Commodity Growth and
summarised in Table 3 below. It should be noted that the projections represent a market demand
view of volumes in support of Govemment's New Growth Path {moderated in line with port capacity
and Eskom electricity supply). These projections reflect significant volume growth for the proposed
business units and the overall general freight commodities. The achievement of volume projections
are dependent on; '

»  Shifting Traffic from road to rail

=  Rail capturing growth in transportable freight tons

= Significant Investment in strategic expansion projects in cooperation with government, |

Eskom and customers
=  Operational efficiency
+ Investmentin rail handling facilities

Table 3: T Year Market Demand

(executed by focussed
Business Units)

Export Coal mt B40 | B4D | 8B40 | 950 | 975
Export ron Oré mt . B2.3 62.3 70.3 783 825
{
{Op=zrating Division) Transnet Freight Rail (Departrient) Capital Prdgmﬁ
{Author) F Callard (Date:] 0503 2012 | Page100745
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4 The assumptions underlying the commodity growth ambftions for Freight Reil are listed in Table 4
halow.

s

Yanle 3 Commodity Growth Assumpticns

! ‘. Cammodity- el I ﬁ:sumnﬂnns- e

j Coal * Driven by ESE{OI' s consurmption and migrstion from road 1a 72l for power
staticns

! v Sustalned strong demand for Sputh African coal with the amergenca of

China and Indla as net Importers of tharmal coal

l 'l . * Domestic and reglonal censumption of ste=l fuslling demand for iron-ore &

Iron Ore new iron ore export project from Thabazimbi to Richards Bay/ Maputa

= SA’s share of world output sct to grow with expansion profects planned by
both traditions! miners and junior miners

= Rall container volumes ta increase in [ine with Freight Rail's objective of .
increasing market share along key intepmodal routes such as the NATCOR

1 Cement = Volumes to Increase in line with SA’s GDP growth {4% on average), Freight

Y ' Rall [s alse targeting rafl-friendly volumes In this sector

1 Manganesa

! --— -1 Contalners

= Damand malnly from China ramalns strong — driv=n by increased steel
production, Export growth indicates modest increase and domestic

o consumption is set to grow onee local beneficiation projects are started

= Dofmesticharvests average batween 10mtpa - 14mtpa, weather
permitting. Demand projection reprasents TFR's increased shara of total
market demand as more trafiiz is shifted from road to rail

‘ n . | Magnetite

! Graln, Malze, Whaat
& Foodstuffs

4.2,2 Locomotives Required to Service Market Demand

i The General Freight fleet of 1430 active warkhorses and 320 shunters (1750 tutal) for 2012/13 will
; service 87.6 mt at a utilization rate of 5 489 million gross ton kilometras perloco per month.

Extrapolating and taking Improved locomotive efficiencies into, account, the locomotives required to
service the market demand are set outin Tahle 5; General Frelght Locomotive Requirements.

) The current ratio of 63% electtic and 37% diesel locomotives changas over the period of the business
1 plan and the increased volumes to 66% electric and 34% diesel. While diesels are more generally more
i versatila, the greatest increase in tonnages is on electrified routes where a greater number of electric
i locomotives will be required, ‘

‘There is a delay between the time a locomotive is delivered and the time it is brought into the full
. service, The delay results from testing the Jocomodve for conformance ta specification and basic
? bedding down and fault rectification, Design shortcomings are fed back Into the production line for
E . correction. The delay varies by type and titning in tha delivery cycle with electric lacomatives taking
} longer than the diesel locomotives and locomotlves in the beginning of the delivery &clé taking up o
* a year from delivery before final acceptance. As delivery progresses and the production is
| standardized, the commissioning and testing is shertened to basic acceptance tests. The average
period between delivery and full productive service is taken as sIx months.

The active fleet required to service the planned General Freight volumes as they increase to 171 mt in
18/19 is depicted in Table 5 below,

1
l
1
|
|
1 ; |
|
|
1

- ———

(Operating Division) Transnet Freight Rail {Department) Capital Program
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Year upz | o | e | ws | osas | owspy | was 115
Milllon tons | 8770 9660 11530 13670 15120 160,40 © 170.20 "
Workhose | 1278 1354 1545 1787 2032 2179 2307 2412

{Diesels) 472 - 450 545 608 714 769 gas Bi8

(Blectics) | 793 8s4 1004 1173 1318 1410 1498 1594

Shunters | 345 345 345 345 365 345 345 345
ActiveFlest | 1516 1698 = 1894 213 2377 2524 2652 2757

A number of locomotive orders have been approved and are either on tender or the orders have been
placed. The deliveries of these locomotives have been factared into the final requirements and are

indicated belaw, .

Table 6: Current and Proposed Locametive Deliveries
Sl Rer Ll aalie el 5387} fTotal,
On Order Diesel 35  Finalof100 Cias 43 Dissels (nat part of the 1202) 100
On Order Diesel 18 25 43
{Part 1202} Electric 45 50 85
$ub-Tatal 18 70 50 138
Proposed Diesel 100 100 465
{Part 12032) Electrle &5 598
Sub-Total 1000 165 1064

Starting with the current fleet and taking runouts, operational losses, and proposed new deliveries into
account the resultant active fleet Is repeated below.

Table 7: Current and Proposcd fleet

Stz ¥ Il ik ogr

~B§Ersphu¢f \’Ear b el 'El 7 3 '13:]14 ;f 14[ ; i§]i§aﬁ‘:}§/ T :__'-fls '"13119
Flzet after runout and ]

operational losses but | -1697 1743 1770 1788 1737 1650 . 1514
befare delivery .

Taken Into Service 53 175 344 561 751 iopa 1173
Fleet After Delivery 1750 1318 2114 2349 2538 2654 2687
Reguired Fleet - 1699 1894 2132 2377 2524 2652 2757
Year Opening

Surplus f (Shortfall) 51 24 -18 -28 4 2 -70

Detailed analysis supporting the derivation of Table 7 is set out in Appendix C.

The shortfall indicated in the above table is considerad to be within manageable limits and the
accuracy of future projections.

{Operating Division} Transnet Freight Rail

(Department) Capital Program

{Author) F Catlard

{Date:} 0503 2012
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4.3 Proposed Resolution

The TFR Flest Plan and amandments as tabled pradicates 1202 locomotives comprising 654 new
gletric locomotives and 503 naw diese] locomotivas required to service the 171 mis planned for
12018/38. 83 Elacgic and 43 diasel Io:omom,e:- of the aforzmenticned 1202 have already been
aparoved 2nd 2re either on order or on tender.

-

s Lo —— it Pt

The propased rasolution therefare i3 to purchase 1064 locomotivas (including spares) comprising 593
new electric and 465 new diesel locomotives pver the period 2012/13-18/15 at a proposed cost of
R38 1463 m, :

The proposed resolution and proposed cash flow Is mora fully set out in Table 8 and Table 5 below.

i I B N N =EE .
e
——ed

Table 8: Prupused Project Cash Flow ' -
- R R T B R R D ST Y
B E Dlesefs locos 100 109 1co 109 65
’\(('). e it Hut it L1 Lo 'R?}m LI LLEoi
v AT a e R R T A R T I AR e T
: Electrics 5 120 130 130 144 559

g SIA

Rm RO. R2222 | R24659 | R4735.2 | R5418.7 | R5998.2 | RE043.8 | R24883.8
RS : 31 R 60a8E [RE8IAeS

7T

THe

. -
r—tt [N

.

Cash ﬂow~ .
2012.]

————

Rand
Million

The proposed reselution accords with the 7 year 2012/13-18/19 business plan per detail below:

« Row:11113.11-Demand Driven - 465 Locomotives GFB 171imtDiesals
¢ Row:11113.12 -Dermand Driven - 533 Locomatives GFB 171mt dual voltage Electrics

i

R
-

The cash flow is in line with the business plan.

The above Is also tha project deliverable.

., {
———
]

4.3.1 Impact on TFR Business

Locomotives are integral to TFR's business and revenue generation. Tha current fleet can only sustain
+ the current levels and with efficiencies effect some improvement but procurement of new locomatives
is essential to protect current business with the runout of the cumrent flest and for velume growth,

The almost doubling of general freight volumes over the seven year period of the business plan cannot
be achieved without significant investment and almost equivalent doubling of the locomotive fleet.

|
~

Table 10 balow gives a first erder indication of the impact of workhorse locomatives on TFR’s general
frelght buslness es it shows the refationship between million tons transported, revenuve and

. - [ocomotives, J
B ‘{Operating Division) Transnet Freight Rail [Department) Capital Program
“(Author) F Callard {Date:} 0503 2012 | Page 130f45
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Trble 10: GFB Business Impact

GFB - | Estimate |Budgor] . 0 ' - projections T v 0 .
only " | - | 123 | my1a | 1a15 | 1s/18 C{s6f17. | 17/18 | 1mm9
Milllen Tons 8770 | 9660 | 11530 | 13670 | 15120 | 18040 | 17220
Revenue Rm | 27,717 | 38,176 | 33,576 | 47,493 | 56755 | 65818 | 75524 | 23,339
Active

Locomatives

1616 A 698 1834 2132 2377 2524 2652 2757

4.3.2 Procurement Breakpoints

A seven year pracurement program has inherent risks. The original demand and markat related
assumptions may change and thera are downside risks to such large procurement contracts over the
seven year period.

_Equally, the lifecyde for locomoetives is at Ieast thirty years which transcends general economic cycles.

Locomotive manufacture Is capital intensive and Jowest cost is obtained when production lines are
operating cantinuously with & reasonable prospect of future orders. Short term procu-zment is
possible but carvies the inherent risk of starting and stopping production lines with material

_ procurement subject to short term market fluctuations.

This document does not prescribe procurement breakpoints but recemmends dus considzration to
balancing procurement between:

Achieving standardisation acress the diesel and electric fleets, each with a long term =rder
Minirnising costs through economies of manufacturing scale ™

Creating a sustainable locomotive manufscturing industry that will survive fulfilling current
and short term requirements

Protecting TFR by confirming future requirements on an annual basis.

4.4 Investment Classification

The capital investment is primarily for growth and expansian though it includes maintaining tra
capability of the current fleet as locomotives runout. The summarised genaral freight fleet ruaout by
diesel and electric Is tabled below.

Table 11: General Frefght Fleet Runout

Run Duts .o
oy

Total
Diesel

Electric

The dynamics of managing the locomotive fleat are such that there is not an exact match per year
between runouts and procurements. Summated over the seven period of the business plan rowever,
the sustaining capital to replace runouts and the expansionary capital for market growth ‘s tabled
below. The capital is proportioned according to the total expenditura and nat by annual expe: diture.

{Operating Division) Transnet Frelght Rail (Departmant) Capital Program
{Author) F Callard {Date:) D503 2012 |  Page1:pf4s
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“ Table 12: Sustalning snd Expansion Capital

WL Sustylning - - Evparision; || Tat'ul Lt
Dlesals 138 329 453

: fim 38783  R93826 | 8132625
{ Elecrrics 7 228 539

Rm R1S4122  R847L7 | A248839
i £ Total o[ RIEMLI CREmssd F[R3d0065.

4.5 Praoject Stage

The Transnet Profect Lifecycle Process of FEL 1,2 2nd 3 are primarily applicable to infrastructure and

construction related projects with successive discovery and clarification of ccnditions impacting

construction technigues and also the final prica. The processes have not been apafied to locomotive
J{\ procurement where there [s not the same risk of undiscovered conditions.

’. The projact Is however the logical outcome of the TFR Locomotive Fleet Plan.

|

I " 5 Options Considered to Address Business Need
} 5.1 Identification of Options

I Locomotives are Integral to raflway operations and the tmovement of goods. The runout of the current:
} flear and increased market demand predicates the need for new lacomotives.

I - Options to mitigate rupout of the current fleet were described [n 4.1.3 Remedia! Actions to Mitigate
! 1 Loco Run-Out

I Constraining the choice of options is the limit on axle foading and the maximum power that can be

delivered through the overhead traction system.

Further influencing the recommended option is the power per locomotive that ordmises the number
of lacomotives required per train eonsidering traln length, train load, gradi=nt, curvature and
s univarsality of deployment.

Y
\ébf Only standard tractive power opticns of diesel and electric traction were cons! lered, Dual voltage
: electric traction locomaotives are specified to minimise operational constraints,

r

i

Long term factors influencing the choice of and between diesel and electric locom - tives ara more fully
set cutin the Locomotive Fleet Plan as presented. )

- fad

Na alternative option is presentad for the purchase of new locomotives to mezt increased market
demand.

Optian A~ Recommended Option

The recommended optlon per para 4.3 Proposed Resoclution [s to purchase 1064 locomotives
{including spares) comprising 599 new electric and 465 new diesel locomotiv s over the peried
2012/13- 18/19 at 2 proposed cost of R38 146.3 m

- c;ptian B — Alternate Dption J

{Operating Division) Transnet Freight Rail {Department) Capital Progr=m
I {Author) F Callard {Date:} 0503 2012 |  Page 15 of45
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Alternate options in mitlgating runouts have been discussed. This option does not meet the increasad
demand,

incraasing locomotive efficiency has also been discussed n pars 4.1.5 Ability to Meet Current and
Future Market Demand and does not meet the increased demand.

Option C ~No Option Identified i.e. Do Nothing/"Status guo”

The Do Nothing / “Status Quo” option will see a gradual reduction in the capability of the current fle ot
and an increasing inability to meast market demand.

rhe advantages and disadvantages of tha various options are outlined above and are not furth=r
axplored. .

3.2 Financial Case

“he financial details are covered in Section & Detailed Analysis of Recommended Option, para 6 2
“inancial Analysis

. . . . - . -
St ot r— it Attt M.} e |

{ A 3.3 Environmental considerations

1.3.1 Diesel Locomotives

e et A5

onsidering the TFR diesel fleet Is more than thirty years old, the locomotives can be considerad

! <olluters, The new diesels would at least meet United States Environmental Protection Agency Tier 3
standards and Tier 4 when it comes into effect.

) "he EPA introduced the Tier 1 emission standards for nonroad diesel engines in 1928, More stringer:
i :mission standards (Tier2 and Tier 8) were introduced and the Tier 3 emissions standards for main linz
‘acomotlves came into effect in January 2012.

{12004 the Clean Air Nonroad Diesel - Tler 4 Final Rule was Introduced whith is a comprehensiv :

| rational program to reduce emissions from future nonroad diesel engines by integrating engine an<
i i 18] controls as a systemn 1o gain the greatest emission reductions, To meet these emission standardz.
! <ngine manufacturers will produce new engines with advanced emission-control technologies simia- !

£ those already expected for highway trucks and buses, Exhaust emissions from these engines wi:

‘ c 2crease by more than 90 percent. Because the emission-control devices can be damaged by sulfur

{ __':;-.-‘1 £ 1e EPAis also adopting a limit to decrease the allowable level of sylfur in nonroad diese] fuel by mor:
N t 1an 99 percent, These much stricter Tier 4 standards are due t0 come Into force in 2015,

¢ milar phased Locomotive Emission Standards have been adopted in Europe and by the Internationa
t'nlon of Rallways (Unjon Internationale des Chemins de fer, UIC), .

£.3.2 ElectricLocomotives

£ ectric lacomatives ara not considered as palluters per se. However a')cperienca galned from the Ore
Line BE Series locomotives and the new 1SE series indicates at least an 18% percent efficiency
iriprovement in energy conversion.

[

A similar improvemant is expected in the new general freight electric workhorse with AC traction
ri otors as opposed to the 1BE series with DC traction moters that they will replace.

|

e

.
—, -
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The TFR 7 yaar 2012/13-2013/9 businass plan Is ambitious in its growth tarzets and R203bn capital
program. The lccomotive program is one of the elements required together with the wagons and

infrastructure required torealise tha business plan,

The financial summary has been outiined in tha 2012/12-2018/9 Yusiness pian

and, with tha

assumptions, demaonsirates the viability of tha business plan including tha naw locometive program,

Tha market demand has baen quantified through a number of exercises bath gualitativaly and
quantitatively and the mode] supporting the 2012/13-2018/9 business plan is available for inspection.

The propesed tariffs and revenue from the model are indicated in Tabla 13 together with the annual

percentage ravenua increase,

Tabla 13; Praposed Tariffs -

) FF?-‘.\Ammd 3z

st L I N

; b
MRS SO -M-*:g-:?l}%z i '.'--r’:I\ AL et L i ;2'“" el VAT s-‘-»-a-i--'-.'f-l?iﬂ'i"a 1 .:_.I-I.QJE-CﬁOn
798 37.5 96.6 1155 136, B 1514 160.7 170.2
Avg Taniff (ftkm) 0.38 0.40 0.43 0.45 0.49 a.53 0.57 0.61
Avg Tartiff (Rfton) R 218,78 R219.75 R 237.03 R25191 R27141 A291.23 R315.44 R339.11
Annual Increase 9.77% 7.86% 6.28% 7,745 7.30% 8.31% 7.50%

5.5 Project Achievability

A high leve! plan for achieving the project milestones is graphically illustrated below

Table 14; Project Milestones
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Aj.xﬁ:n‘nlAwud . : . RXRLEX
| Bd Proliyps . .. LT rexsxpgoTot

Testhrontps . L) EERE
Deivery . ; . -5

Tha project plan also depicts compliance with extant approval policies.

The project will ba under the control of the General Manager, Capital Projects, Ms Rita Roper.

The project time frame has no slack and any slippage in the early stages will ﬁnpact the delivery

schedule. Currently there is no reasan to update the prefact schedula.

The project teams that will manage the profect have gained 'first-hand experience in managing the

recent locomotive daliveries of the S0 EMD, 100 GE, 112 19€ arid 76 15€ locomaotives,

(Operating Division) Transnet Freight Rall (Department) Capital Program
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The project itself is not dependent on other projects but does have critical dependencies including:
- 8. Deployment plan -
7. Spares and Maintenance facilities
8. Revised maintenance paradigm
8. Trained crew
10. Train schedules

5.6 HKeyassumptions

The key assumptions underpinning this project are:

1. Project approval goes according to schedule which Is also a major rick,

PFMA approval will be forthcoming.

The project will not be delayed through protracted CSDP consldarations

The market damand and revenue to secure annual orders will be realised

The tariif increases te support the projected revenue stream will be granted

Design and approval processes will taka place within the specified timeframes

7. Successful tenderers will be able to ramp to the required capacity in the time frame specified

I

Many of the assumptions also have an underlying risk. The risk element is addressed in para 6.3 Risk
and Sensitivity Analysls below.

5.7 Risk versus benefit

A cost-benefit analysis of life-cycle extension options Is not considered as this \;muld take the current
fleet heyond 45 years life. itis possible to continue to remanufacture a locomotive beyond this pariad
but it is not the general practice of Class | Rzilroads, USA Class Il raftroads do remanufacture beyond
this period but they would be classified as branch line operatians.

The balance between (i} standardisation (i) single supplier (iil) developing local industry (iv) feedback
to manufacturing process and (v} perceptions by losing tendarers is a matter of judgement and
management

The above issues notwithstanding, the previous benefits of earlier standardisation, the banefit to local
industry and future benefits of standardisation favour the approach adopted.

5.7.1 Option Benefits

The benefits of procuring 1064 locomotives are in meetmg market share and the 7 year business plan
targets.

The risks related ta the procurement are mirrored from the assumptions. Key risks to the project are:
1. Adherence to approval, award, design and delivery time frames
2. Realising the market dernand and revenue stream

5.7.2 Option Risks

Delay inapp rcval tima
frame possibly relating | Medium High Rapld response to queries
to CSDP Issues ; )
{Operating Division) Transnet Freight Rail {Department) Capital Progrmam
(Author) F Calfard {Date:} 0503 2012 | Page 180f45
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Delay in award | Medium Hish Clear tendar conditlens and skilled 1
- becauce of the size adjudication tezm
; } and duration of the
- tander and complax!
: of long term factors
: jncluding breakpaints .
: Delay in clactrie | Low - if swarded ta firm{s} wha { Hizh None, Fair process to pravail
:. locornotive deslgn | bave current benefit of local
axsarience,
i High —if awardsd to firm(s)
i raquirlng deslgn from scratch
: Delay Indelivery | Low -if awarded to firm{sj who | High Mone, Falr process to prevail.
: have current capahility,
: High = if awarded ta firm{s)
; i reguiring establishing
- : manufzcturing factitles from
. ] seratch
L! Ineifective | Low Medium { Manzged as part of the project team,
\(‘\ “ deployment Thers will be en-going redeployrnent
AT of the flzet to optimise utilsation and
' } achleve henefits of standardisatien
. with depots.
Lack of maintenance | Low Medium | TRE are apprised of procurement and
! facilities co-developed the 7 year malntenance
‘ f plan.
Not adopting medem | Low ta Medium Mediuin | TFR to plan to train 2llocation such -
T l maintenance prattices that locomativa is at a dapot when
‘ due for service.
= TRE to adapt to the modem
. technalogles in the new Jocomotives.
{Change from mechanical based dlesel-
. fitter to electronlcally skilled
_ diagnostician).
} Availabillty of trained | Low ‘Medium | TFR Scheol of Rail to commence with
' crew training of crew. Oriver certification
0 program takes two years and has
) , . already been fast-tracked.
; ,(,_,‘)‘.ﬁ Poor locomotive | Low Medium | TFR to Increase short and long term
LAa management predictive {planned} locamative
w{ allecation agalnst reactive allocation,

With only one viable optlen, an Assessment of Risks versus benefits for the other options is trivial and

not takan further.

6 Detailed Analysis of Recommended Option

6.1 Benefit Realization

The quantifiable banefits are tabulated below, While the averall improvemnents are measuratle,
specific targets are not set except for m[emll financial performance.

{Operating Division) Transnet Freight Rail

(Department) Capital Program

{Author) F Callard

{Date;) 0503 2012 |
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Table 15 Qua tifiable Benefits

"eneft - - ’ - Measurement

Operational and financial performanca per the 7

Meet 7 yez - business plan target {through) year business plan

= Imgrov :d service delivery (from) Improved on time arrivals and departures

Reduced time In maintenance with modern

olmpre sed locomativa availability {and) maintenanca practice

Reduction in faults ta International norms of 20

olmpre red iocomative reliability faglts per million kilometres

The non-qu ntifiable soft benefits are tabulated below. The absence of a quantifiable metric does not
detract fror.. their importance.

1. Ads ince national 5A strategy through contribution to growth plan

2. lmp oved customer perception .

3. Imr oved employee marale

6.2 Fina: cial Analysis

6.2.1 Cap'talcosts

The dizsel | comotive capital costs and contingencies are set in Table 16 balow. The base price isR23m
in 2012/13 : £ R7.80 ;. USD with an annual escalation of 5%. Contingendies of R945.5m (7.68%) have
been allowsz 1 as indicated,

Table 16 Digsz Capitzl Costs

. [ T

Escalation ¥ 5.0%

Unit Cost Rm 3 2415 2536 2935

Quantity 100 10 65

Cost Rm R2415  R2536 R2663 R27565  R1908

AnnualDepo: :10% | R2415  R253.6 R2663  R2/9.6  R1508

Annual Balan- 1 50% R217.5 R220.2 R23963 R25161 R17172

Payment R2415 R2427.1 R254.4 R26759 R27062 R17172 R12317.0
Contingancy ROO ROD ROC  R3%8  RAIZ9  R4§77 R945.5
ToralRm R24L5 R2427.1 R25484 R27I58 R31248 R22045 R0 RIIZ6LS

‘The electrici scomotive capital costs and contingencies are set in Table 17 below. The base price s
R31m in 201 13 with an annuzl escalation of 53%. Contingencies of R1 973m (B.61%} have been
gllowed as ir- Jicated. -

{Operating £ dsion) Transnet Freight Rail {Department) Capital Prograrn
(Auther)F € llard | . (Date:) 0503 2012 |" Paze200f45
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% ] T bla 17 Elactric Capital Costs

;“} | Heeis ]t/ J . Bfi4 i 15735 r-.;s;m } R L SR l" T vl

i Zealatlon % 5.0% 5.0% 50% o fng 4 5.0% 5.0%

: X it Cesst Am £} 7255~ 341 35.23 373 3955 4154

: Juanity ] §5 . 130 133 130 LF]

f ot Ren RZ212  R46S5S  R4F  RS143  RSIR

_" innual Dzposit 10% R222.2 R4585.5 R 4392 R51i-3 RZ582 0.0

‘hpysi Balance 20% ROO A1593.4 R41927 R44055 R4E281 RS3BLD

: *zyment RO.O R2222 RZ4659 R4GER.6 R4S2:D 852273 RS3840] R225109 .

“oniingency RO R 0O ‘R0.0 R467  R4837 R7709  RE59.8 R18730
% | fotal Rm RDO R2222 R24659 R47352 RS541:7 RS59%932 REO4IE R24833.9

/‘f_]l(.\ €.2.2 Value Analysis and Corporate Plan Budget )

. ~ - l:spection of the 7 year business pian shows that the plan, |:;a « Joularly for General Freight, is a

’ “i cimpasite comprising locomotiva, wagons and infrastructure and none can be viewed in isolation.

L The additional volumes are not possible without the additiorl locomotives, wagons and the

=3ditfonal infrastructure.

Table 18 General Freight 7 Year Business Plon Totals

; iaenmotives

, " | Wagons 043¢ 15745 235 /6 . 36670
, Perway 19321 19807 3495 1741 9 44 454
! Equipment 1871 838 179 288 3176

424 310 52 Bs 76 1129 278 2384

R TR RE P T Y
Fnty hipd s T RIS | R150700:

Sl

’.
1 RE1 B4

“RY65 ¢ 3143

7lote that the above table only reflects the General Freight por:on of the R203 357m TFR 7 year
*usiness plan. ’

“he financial mode! with the results as reflected In the 7 year busiess plan underpins and forms the
-asls for the composite view.

“ha financial model incorporates the tax treatment of new assets wich is summarised for Jocomotives
telow:

b

1. Depreciation period of new asset— 30 years
2. Depraciation of Copax intervention — 5 or 12 years dapendi g on the interventior{

1 Iperating Division) Transnet Frelght Rail (Departmen’) Capital Program
‘Author) F Callard {Data:} 0512012 | Page?21ofas
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3. Wear and Tear — written off in year incurred.

The locomotives will be brought into use on successful commlssioning sfter delivery

6.3 Risk and Sensitivity Analysis

The base price of the locomotives was taken as:

1. Diesels R23m R7.90: USD 2011/12
2. Electrics R31m R7.90:USD 2011/12

Despite the recent short term improvement in the Rand : USD exchange rate the prognosis is that that
the Rand will weaken over the longer term. The primary exchange rate that will influence the overall
tost could be USD, EURO or YEN depending on the manufacturar. However, only the Imported portion
is subject to rate of exchange while the local portion is subject to CPI related increases and material
related indices surch as stee! and copper.

Annexure 9,5 ROE and CP} Sensitivity shows the respective Rand / § and CPI forecasts from the Bureau
for Economic Research and the Economist Intelligence Unit (both provided by Transnet Group). The
Rand is projected to weaken most against the Dollar.

The appended calculations adverse exchange rate and the projected CPl increase come in at R35 783m
which is iess than the R38 146 requested which includes the contingency allowance.

6.4 Exchange Rate Hedging

Transnet group palicy on Financial Risk Management, requires that all contracts entered Into must be
either ZAR/Rand based or eFfectlvely hedged to minimfse the risk of financial loss due to exchange rate

‘fluctuations and to reduce volatility of TFR's earnings due to fluctuations in such foreign exchange

rates.

The project will hedged per group policy.

6.5 KeyAssumptions, Dependencies and Limiting Factors

These have already covered under the above 6.3,

6.6 Stakeholder engagement, Cross divisional Impact and Public participation

There hzs not been a formal engagement with the stakeholder on the specifics of this project but on
the generalities of volume growth and the resources required.

The project is subject to PFMA approval and it is proposed that the stakeholder and / or
representatives be invited to the Transnet Board Meeting when the project is tabled for approval. This
will facilitate a common understanding of the project and could significantly speed up the PFMA
approval process,

The cross divisions! impact has been covered In the additional volumes to be transpnrted and more

. particularly in the increasas import and export volumes. ;

Public participation has not been considered as these are assats spacific to Transnet for its own use on
its cora network,

o |

{Operating Division) Transnet Freight Rall ) {Department) Capital Program

{Author) F Callard (Date:) 0503 2012 | Page220f4s
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6.7 Operational readiness

The operstiona] readiness olans have been iden ified and will be put In placa with the approva) of the
profect. The plans, which have bazn ftemized and sxparded under project risks, dovatail inta the
cverall project schedule and are listad below
Deployment plan

Maintznance facilitles plan
Mairtenance practices plan

Trained crew availahility

Locometive management plan
Scheduling plan

-l

R O

6.2 Human Resource Plan

The Human Resource plans ara a sub-set of the ¢ perational readiness plans above.

7 Delivery Strategy for the Rect. mmended Option

Except as expanded below, the delivery strategy has been covered In the foregoing. Additional itemns
not covered above are:

7.1 Payment Strategy

Aecent locomotive orders were generally pai | according to a milestone schedule similar to the
example below:

Implementation date

Underframe structure

Underframa invert equip.

Fit undesframe top deck equip.
. Fit modules - (shelj erect)

Final connect & paint

Works test certificate

Acceptance date

MmN O AW N -

A revised payment strategy is under considerati n which reduces the number of milestone payments.
Allowing for an initial deposit, thers will be a gr+ ater emphasis on payment fallowing successful
delivary of a commissicned locomotiva, -

7.2 Statutory and Repulatory Requiremse: ts

Deployment of new locomotives Is subject to R= | Safety Regulator (RSR} appraval which is in three
phases,

1. TheRSR s Informed of the intention to ‘aploy @ new class of locomotive and gives approval
for the tests to be conducted. ]

2. TFRconducts a varlety of commlssionin : tests on safaty and safety mechanlsims and train
dynamics and train handling Including b aking and stopping distances. The test results are

forwarded to the RSR.
{Operating Division) Transnet Freight Rail {Department) Capital Program
{Author} F Callard {Date:} 0503 2012 | Page230f4s
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r
i } . 3. Subject to a favourable test outcome, the RSR approves the genera! deployment of the
} locomotive type.

8 Updates to previous business case
Not Applicable

L m
———

9 Annexures

The follewing project annexures are incuded:

9.1 Annexure: 7 Year Commodity Growth

5.2 Annexure: General Freight Flest Runout

9.3 Annexure: Locomotive Runout Mitigation

9.4 Annexure: Analysis Supporting the Proposed Resolution
9.5 ROE and CP] Sensitivity

[
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I ' 3.1 Annexura: 7 Year Cummnd:ty Growth
fl - . . , AL L!Torw "MTons ilm . '._'. , ,,-‘ )
I * l I':on‘maw St ._t - 2012.”91‘.1 saiere Per&.'nt mi‘ﬂ 3--18"'?3. s . l: .
. Cam'nodl"-s '-Jotcza'smedhw' S v "14?»;0% 81.5%
i1 Lol {Domestie Other) 9.991  %¢ .08 DEE¥ E5.8%
: | Contsiners (3m, Em, 12m & Mon-fso Standard) 7.659 14230 FEHEY BT.A%
I Coal (Eskem Malubs) 6823 14900 BTN 1052%
Mengznese (Expoit AlgosbayNgqurs) . oss {200 PR 118.2%
Coal {Export— TOM/ Mapulo) _ 4420 10524 BREEEEM 140.4%
: Yon Ore {Domestic - Sichan) 5116 5.5 75.2%
l } Coal {(Eskom Tuluka) - 1479 7,200 493 89
! Cement 4233 sl . i
: fan Ore (Dernestie - Thabazlnby 1638  B.160 26519%
& Grain, Maize, Wheat & Foodstuffs a4e5 5308 . 84.3%
l . Coal (Eskom Camden) 1.855 s ey 1B1.0%
- R T Chrome (Export Richards Bay) B /- B R np\presiaz st | 161.4% —_—
‘ I Magrielite {Export - Richards Bay) 5267  ayoolfl ) 126%
l Y Timber 2203 3=} 553%
it Femmo-Chrome 1882 3500 K50 : 755%
1 Rock Phosphate (Export Richards Bay) 2245 30000 55,0%
‘ ] Coad (Sskom Groohizl) pooe zaofT} 119.3%
e Petroleum Liquids (Comestiz) 1845 3ie2EE . ' 714%
I Coal (Export - Durban Wests Bulk Connections) 152 sseoEd . 90.9%
Ty Ume , , 1977 2z 4T7.8%
i Cosl (Export - Richards Bay Navitrade) 1574 227 E%) 43.4%
I kron Ore (Demeastic ~ Rosssenskal ) 1698  zie0f] 272
, Manganese {Domestic) 1.482 2129. 43.6%
‘ ) ) Coal {Expart - Richards Bay Dry Buk Termial) D.552 n 250.7%
; Magnetile {Export - Mapto) 1.100 18.1%
I Manganese {Expar Durban) 0897 1. mEZI 58.3%
: Steel (Export Durhan) pese oAl 1002%
| } Petroleurm Liquids {Jet Fusl To Orth) 0444 o312FEeed B28%
‘ Automotiva Vahicl: Urits os0  cstoEe el 170.1%
I 4 Petroleum Liguids [Qverberder) 0.446 cr T1.1%
: Chemleals oss  ororld 285%
Steef (Domestic) o3ce  csselliid TE5%
N N Chrome (Expest Durbian) 0311 C845 107.1%
I Y Chrome (Expert Mapuio) 8.179 ' 240.7%
: ( Y Ferro-Manganese 0.318 81.3%
, ) Chrome (Domestic) 0x3 0491 45.0%
- j Magnetite (Hocmeste - Broodsnyersplazs) 0178 0.400 b e 128.7%
I T on Ors {Domestic - Beeshosk) 0212 nmﬂ 37.2%
; Rock Fhesphate (Domestic) 0030, o ;i AR
: Steel (Export Richands Bay) 0.083
L Stes! {Export Maptto) 0.810
H ¥on Qre (Domestic - Postnashurg) 0008
.l’ l Stee] (import Aigoabay) . 0.000
i J Grand Total B7.610
B
!
| |
1.
§ |
1
. 13 *
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9.2 Annexure: G neral Freight Fleet Runout
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Loeos GoREST Bunouts and upgradas putsamey: - Wreck repais ¥om piavious y2er, Cascadas same year ..
Typs - Cass 1 /37 [13/13 13[i4 14]15 35/38 36/17[17/13 1% .7 18/38 P02t 23d[22/23 23124 {25 2526|262 12/28 26[2% 25/34[38[32 T2
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13E2 T ” i 17 17 17 17 17 7 ir k1) 17 17 17 17 17 17 17 1w 17 17
14E 147 1 1 1 1 1 1 3 1
' 141 7 7 7 1 7 7 4 1
i 18E 188 06 | 525 GSE5 615 B6B5 695 | 855 €3 GO0 550 50 | 450 40D 350 300 | 250 200 150 108 | 53
i Ex] 3368 iT A T A ¢ A v S v 2 O R SO A : A r A O ;A v S A ¢ AN N A A r A Y L 14
34 3 GE Df | 120 185 1335 430 iS¢ | 964 13 113 & &1 | 37 23 3
34 64 19 B3 B3 B 94 8y | 435 & 73 82 B2 | 72 4T M s
15 35GE 13 43 43 @ 43 4 f 4 2 a3 43 a3 4 & s s 43 B34 s
LLTeY) 83 J103 103 303 103 05| 3 & 1§ 53 2| 13
36 3 6E 2y $4 54 84 B4 me | 94 5 S4 & es | 52 38 3 12| 6
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9 29 GM L &5 65 55 53 B3 [ &z 25 55 65 g5 50 50 56 50 .5 =0 50 & 50
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Gan Freight H1 | 4710 4769 4ap8  1R40 1832 1723 Js0; 1525 1421 1307 ] 71932 1072 P56 $03 J 718 g1 Boe 406 | 333 2N
Dlzsel (patzre op i . 7% 716 718 788 715 | 133 5 E&3 603 ©45 | 451 40 353 206 | 261 2= 203 17 | W7 W0
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: Bectic{Cum.op.icss ] T 14 21 25 35 | 42 43 55 &3 Y | ¥ 84 51 98 D105 112 119 428 | 133 140
Ger. Fralght Current 7 et | 1837 1743 779 1788 " 737 1532 1300 f421 1004 (77 (9050 - 096 A -6z7 | S23. 402 287 2] W 4

[Author} F Caliard

Dperating Divislon) ransnet Freight Rail

{Deparimant) Ca- tal Program

{Date:) DM@ 2020

| Page260f45

Nt =

0057-0366-0001-0102

IE

i

}

1

H‘ - ) B {?ﬁ;‘g“g
j

{

1

}

WA ——pLr b bR AR




- TRANSNET-REF-BUNDLE-00885
. | | buUJS

9.3 Annexure: Locomotive Runout Mitigation

The table below, which extznds over thies pages, comprehensively depicts the plapned upgrades, taintenance and runout by class the TRE lozenotive
fleet. The upgrade and malntenance plans {Genersl Overhaul [S0) and Minl Overhaul Program [MOP)) ar= incorporated into the 7 year business pan
2012/13 - 201815, The numbsers represant the number of locometives per year that will either undergo 2 program or are ey fo rupcut.
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‘Locomative Runout Mitization (Continued)
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9.4 Annexure: Analysis Supporting the Proposed Resolution

This will be tabled at TFRIC

|

606

|

{Dperating Division) Transnet Frelght Rail

(Department} Capital Program

{Author) F Callard

(Date:) 15 022012 |
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3.5 ROE and CPl Sensitivity

TRANSNET-REF-BUNDLE-00889

Cazh flow based on 5% escalation and coatingency par capital budget

607

. Diesels ' | 12723 | 13/54.] 34AS.|. 15/16 | 16/17 | - 17718 .{-"18/13. | -Toki .

Escalation % 50% 5,0% 5.0% 5.0% 3.0%

Uirit Cost Rm 23 3815 2538 8,53 s 28.3%

Otrarmity 60 160 100 00 55

Cost Rm R2413 R25% RIS R2TE  R1HG3

Annual Deposit . .

10% R2415 R2535 R2663  R2186  R1903

Annua! Balance

20% - R21738 R22822 R23B863 R25t81 R1T7TiT.2

Payment R2415 H24271 R25484 R25758  R2706% R17I72 R12317.0

Contingency ROO RO RD0 R399  RAMZY _ R48T7 RO45.5

Total Rm R241.5 R2427.1- R25434 R2715.8 R 3 124.8 R22049 ROD| R132625

T Electries Ty, 2 1213 SIS LATA T £ 18/15e0 L] - 15)18 % b ABJ TR~ AT/8 ) 5 TEAL8e ] s K tal

Escataflon % |- 50% 50% 50% 5.0% 50% 50%

Unit Cost Rm 31 3255 kIR 35.89 arsa 39,58 4154

Quantity 0 65 430 130 128 44

Cost Rm R2272 R4EES R4833 RS54y RSO

Anntzal Deposit ,

108 R222 R4665 R4898 RS543  R5082 REQ

Annual Balance

o0% ROO R19994 R41987 R4408.6 R48291 R53840

Payment ROO  R2%2 R24853 [R46886 R452.0 R5273 R53840f R229108

Contingency RO.D RO RO.0 R487  R4957 RTINS  RESA] R19730

Total Rm ROD © R2ZZ2 R24859 R4TIS2  R5A1E7  R595982 RBD43B| Ro4sao
' Total | 242 2649 5014 7451 8 543 B 203 5044 | 28146 |

Cash flow based on Economist Intelligence Unit R/S ROE and CPi without contingency.

Figures indicate that initial contingency is sufficient to cover projected rate of exchanga variations

Arblesate | 12013 NIz v T8/25) [ S8 a8 3 D16 /0 T MEVTTAEE AR e I Total
Unit Cost Am 23 __2500 2639 2728 2825 29.46
Escalzfion % ) 55% 4.8% 45% 48% 54% 5.5%
Foreign 20% 50% 0% 50% 50% 50°% 50%
RIs 7.52 875 9.30 9,50 9.73 10.04 10.40
Cuantity 100 100 100 100 65
| CostRm R.2500 R2639 R2726 R2825 R19i5
Annual Deposit
10% R 250.0 R283.9 R2Z726 R2B25 R191.5
Annual
Balance 00% R22500 R23747 R24537 R25424 R1724
Paymeni R2500 R25139 R28474 R27362 R27333 R17234 R12604.8
Cenfingency RO.0
Tokal Rm R2500 R25139 R26474 R27362 R27339 R17234 ROO | R12804.8

{Operating Division) Transnet Freight Rail

{Department} Capital Program

(Author) F Cailard

(Date:} 15 022012
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Elatries | 12/13° | 13/28° { -14f15 | 15/16 | 15/17 17718 -{ 18/19 .} "Total *~
Unit C:st Rm 3 3170 3558 26.75 38.07 39.71 41,51
Escalzon % 5,5% 4.2% 45% 4.8% 5.4% 5.5%
Foraig: 50% 50% 50% 50% 50% 50% 50%
RIS 7.82 875 0.30 8.50 973 10,04 10.40
Quantyy b &5 120 130 130 144
Cost Fun R2312  R4777 R4850 RS5162__ R5878
Annuz Depasit . .
10% R2312 R4777 R4550 RS2 R597.8 ROD
Annust Balance
80% - RO.0  R20805 R42893 R44545 R4GISE R5373.8
R23
Payme RO R2312 R25582 R4TS43 R4S0S RS52435 R53708 | 1779
Contin;ency R 0.0 R 5.0 RO.O RO.D
R23
Total im RO.0 R2312 R25582 R47343 R497080 RS5235 RS53798 | 7.9
| Total | R250 R2745 R5206 R7530 R7705 _ RED67  R5380 | R35763 |
3 T "‘b‘ ‘l H = : S [ 1{‘_!\‘!.-._ [T
ST IR T R
R 242 R2648 RE014  R7451 RE543  RS203 REO44
With R242 R2B31  R7S05 R1S356 R23ES3  R32103 R38148  (Cum)
canfr jency ‘ _
"1 R250 R2745 RSE206 RT750 RY705 R697 R5280
ROE and CPI | R250 R2895 R82ZM  R15731 R23435 R30403 R35783  (Cum)
Ras51Ls
T — 36—
3 =W contingency -
R350.2 R32103 R35783
30000 —ROE antd TPI o anz
g 23 899
&I - k23436
R w0 Lca R’ i 33k
RISKD A]STM
. R 7 905
RIDLCG
R5C.0 Ragsy /nzu:
243
F - IH\f'a @1/“3995 L] T L) [ il
Year 1313 13f14 1415 15/16 1617 17/18 1B/19
Rand / Dallar .
R e i e A, B Nl e e e 1
congTist 7.04 7.82 ) B.75 2.30 8.50 9 73 . 10.04 10.40
BER 7.25 . 7.B8 7.65 B8.04 B4l B.81 ’
CPI
R AT e e e ROR043, VI R0 R Y D AbAR T 20T A0 e 0l 8 " ]
Ecan: mist 5.20 5.50 4.80 450 4.80 540 550 570
BiR 5.00 6.30 5.80 550 5.70 5.70
1 I -
(Oparzting Division)} Transnat Frefght Rail {Department) < zpltal Program ’
{Authzr) F Callard (Date:) 15 02 .012 | Page32cfas
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' ] 10 Recommendaiion: Proposed Besolution
“ The Transnat Frelgint Rail Investmard Commitiee RESOLVED that it 3pproves tha faijowing:
l 1’ f # To procurs 1064 focormatives for General Frelzht as set outin Business Case version 0, dated 7
H March 2012 in its entirety and without axception;
'] For the estimated total cost of 438 1453 m
l Which is to eommence on Uuly 201 and bz complated by 31 March 2018
t
] (Estimated datas which will not be extended by more than one year);
I
i l T - .777 B -_-7 .7 ._ } 7
l Project Authorisation Signatures
' (w:i;
I '§ Transhet Freight Roil
r Submission supported:
I
{
surandra Chatly Date
. f ‘ Acting General Manager, Capital Projects
v
! } Submission recommended:
1.
- Siyahonga Gama Date
l : Chief Executive: Freight Rail
: Transnet Group
Mj "y
l ! Submission recommended;
[ |
:
4
I & Ang| Singh ‘Date
L. Chief Financial Officer
j Submission recommended:
I |
iy
f ‘ Brian Molefe ' Date
l o Group Chief Executive
l {Oparating Division) Transnet Freight Rall {Department) Capital Program
[ } : {Author} F Callard {Date:} 15 022012 ] Page3zofas
l i
' x j
0!7-0366-0001-0109
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.11 Annexure A - Key Project details

Key Information

Project Name Procure 1064 Locomotives for General Freight

Budget tine Row: 11113.11 - Demand Driven - 465 Llogomotives GFB
17imt Diesels . . ‘
Row:11113.12 - Cemand DOriven - 532 Lucomotives GFB
171mt dual voltage Electrics

TFR Ref To be advised

Pertfolio Transnat Fralght Rall: Rolling Stack:

Programmse GFB

Description Procura 1064 Locometives for General Freight. 529

esengy glectric and 465 Diese!

Project Status To be approved

Carridor National except coal and Iron Ore Export

Commodity Alt

Province All

Asset Group LO01

Strategic Objective RIPE

Expand [ Replace 557 Expansion, 507 Replacement:

Managed by General Manager, Capital Projects, Ms Rita Roper

Evaluation Score

Dlesels 3.8, Electrics 3.8

Project included in corporate

{RANDS ONLY)

plan? Yes

Evalyation Yes. on score

Racommendations/ Reasons 8% an
Important Dates | pronased start 1 June 2012

Proposed end 31 March 2018
Capital Spending | e vet Borrowing Cast R 38 146320 732

{Operating Division) Transnet Freight Rail

(Department) Capital Program

{Author) F Callard

(Date:) 15 02 2012 | Page3dofas
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Budget per
month for
2032713

May

Jun

Jul

Aug

Sap

Oct

Nov

Dec

lan

‘R 241500000

Feh

Mar

ey
—

L]

7 Year Projection
and beyond

Year 1

241500000

Year2

2649 228 750

Year3

5014335375

Year 4

Year5

8543 417 203

Year 6

8203076 040

Year7

R
R
R
R 7450235431
R
[
R

6043767933

Total 7 Year Flan

R 33156320732

Beyond Cosporat: Plan

Nene planned

Foreign

Localised / Progr= nmatic
Procurement

Pregrammatic Pracurement

Pura Forefgn Con:ant

{

Local

Pure Local Conta: t (Balancing
Formula)

e

T T ey
¥ ‘ B

-

e —_—

{Opersting Divisian) Transnet Frei:ht Rall

(Department) Capital Program

{Author) F Callard

(Date:) 15 022012 |
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12 Annexure B — Reward/Benefit Analysis

This Is covered in 6.1 Benefit Realization. Due to the ali-encompéssing natura of the project, it is
embedded in the organisational metrics agreed with Transnet and the Stakeholder,

The final risk assessment workshop was conducted in Parkiown Inyanda 4 Applet boardroom on the

02™ of February 2012 under the direction of Thulani Mkhungo,
Two general comments were noted:
1. Inabiiity to find local suppliers components which can leads to Inability to reach localisation
targets.
2. lack of planning & skills within operations to direct locomotives ta a scheduled
maintenance.

|
1
} : 13 Annexure C — Risk Analysis
3
é
|
3

The results are detailed in Table 1% on the next page.

This section is ieft blank. o

n—

i
Cot | i
T (Operating Division} Transnet Frelght Rall (Department) Capital Program ’
{Author) F Callard (Date:) 15 022012 | Page36ofas
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: ) sk Managemst Schedube [continued)
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14 Arnexure D - Stakehoider Anal ssis

Rafar ta 6.6 Stakeholder engagemant, Cross divici - al impact and Public participation

15 Annexure £ - Independent Reviaw of Capital Costs Policy

Thera has net been and independent review except for:
1. The input base cost of the locomotives whi-h taken from pricas paid against current tenders
' I 2. The cash flow and escalation was reviewed 2y TFR Financa.

|
[N,

S
T .

— | e

o —- 16 Annexure F - Checklist for the Eusiness Case Submission

e e e gl
e ECDRBORATE FEAN S, ‘_:\%? T S B =
! ’l Has the background anpd purposa ofthe invastment been clear{y
i " | described such that the reader will understand the -oncapt without 2 Yes

verbal briefing?

Is there an indication on whether the investment w il trigger further
investment within the business unit or in other businesses within Yes
Transnat?

gy

Has the project been included In the Corporate Plar ofthe Operating

J
‘i LI
i
|

R

= H‘%:{g;' Wﬂ.ﬂ Carkids
_-,1‘ "__ ! 3 = =

If financial approval Is requtred is the projact Wlthi current budgetary Yes

constraints? .

Does the investment value noted within the busine :s case agrea to the
Yes

approved annual budget?

If the project has not been budgeted for, have the r2asons been clearly NA

)"‘1 4 documented?
L

iR e
-Yes

. Yes

2 T I R : = Tl SR P

r £E T B S e
. Yes

: % "b#iqbﬁ- -“{}J 34:5 3
Has the pro]ect undergone a ﬁnancial evaluatlon? ( ers, by whom?)

N

Has tha evaluation been verified? Specify by whom (Internally or

\ independent?) . No
. ’1 Have the pros and cons of all the options considere 3 been documented | Yes
; {Operating Division) Transnet Freight Rai) {Department] Capital Program
- {Auther) F Callard {Date:) 15 02 2012 | Pape396f4s

e TR it

-0366-0001-0115
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o

- ] within t"e business case?

|

N ] Name

E

‘ Capacity :
‘{ Signatdr 3

ey I%; Al
i el eI ION e e e e e
_ ; Has ths “rojectfissue undargone a techmca[ evaluation? (If Yes, by Yes
: whom?; vilva Nair, Capital Projects
3 Has tha -valuation been verified? By whom? {internally or No
§ indeper lent?)
" ez 1% Fracm ma T ) i‘a-‘_wﬂ‘ ";"'-",.—"'\'c’{“!"‘:q‘ ;_-3,’ Ty ‘: 3
! R B e O e e e
i
i Capacit,
A Signatu: :
\
F
e

| |
' {Operat) g Division) Transnet Freight Rail {Departmant) Capital Program -
-4 {Author) # Callard (Date:} 15 022012 | Page 40 of 45
T
B
]
{

0057-0366-0001-0116



AN N EE N e BN N S D s I S AN B N D e e e e .

0

v

..___];___,-

] =3

-

e

N p——— JR——— [ '

o

"
.'_‘.......\-.-—-.—- L

3
Iiy

)
—"

o ———
H

ces o (0
A

...,

ren row -,
H
L ——— e

QU

—— .

e

TRANSNET-REF-BUNDLE-00899

617

g LEGAE; £ CQN'I’RAC'UAL lSSU‘ES 5

Are thare any extra-oedinary leuaf tm pli"auans?

Has [egal input been obtained?

if opinion had been obtained, is it consistent with 2pproval sought?

Is regu]atory appmval!consu!tation required? If appmval or constsltatlun
Is required, provide details and also highlight timelines, deadlines ete.

RSR —Referto 7.2 Statutury and Regulatory Requuremenis

willa presentatmn be made? If Yes, by whom? (Presentations-should not
exceed 20 minutes and 10 minutes for discussion/clarification)

Presenter te be advised

_,u ".]mu.a 3

Capacity - _
Signature

rmm—.—“&uuﬂpi' L D) ey

JREGULAT FREmT .? T

ey i 2! P :a.ah—s‘e.c-..,,.. :Fﬁfi%’;%f&

e AT
i )=
"“"' a&%‘-‘,‘tﬁ-«?‘k&-f,

Da | have written confirmation from Dwislunal Tax Department that all
tax Issues have been-addressed? From whem? In what capacity?

Are there special tax issues arlsing through funding?

E

f2attnay

Name

Capacity

Signature

{Operating Division) Transnet Freight Raii

{Department) Capital Program

(Auther) F Callard

{Date:) 15 02 2012

Page 41 of 45
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‘ } \ Has the appm,, 1ate acmuntlng treatrnent been cunsldered includmg
! possible issuas - sted below?
' s Capitalisati: n of costs as fixed assets {COPEX);
i =  Deemed laz:es;
r"l e Deemed insirance; Yes
. » Embedded erivatives;
; ® Guzrantees
‘ s Feasibility s-udies; and
: l = Borrowing ! osts.
+
(
' § Doas tha prapc aI mclud all kev/ critica! assumphons?

Is tha project ¢ asidered to be economically viabla?

Was the busine s case evaluated in accordarice with the criterion set by
Group Financiz' Planning In the Capital Project Evaluation and Approval

policy?
Has the finandi 3 method been identified?

[P

Doas the busin: ss case clearly highlight the impact of the investment on
- the proposed f. wding mechanism on the gearing and other critical ratios
} of tha business Interest cover, ROA etc)?

i

i

Is tha discount ste used In the financial model the same as that
provided in the MACC and Hurdle Rate policy?

Has evidence o an independent conficration of tha facts/ assumptions
been attached - 2 the submission?

g Are the Financi !Interim Review and Post [ntatim Review audit

J — indicatorsinclu ed'in the submission?
Has the submis' jon been approved by the appropriate delegated
' authority?
]
o | |
) ‘l (Operating Divi:'on) Transnet Freight Rail (Department) Capital Pragram
- {Author) F Call -d {Date:) 15 02 2012 | Page-20fas

0057-0366-0001-0118
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Refer to 5.5 Project Achlevabifity.

iy -y
D T LS

Refar te 5.1 Idantificaticn of Options.

v A ST sy et ey

ﬂ\}" Profect Amount:
- _)'\
g

19.1 Delegation of Authority (DoA) Approval Required

TRANSNET-REF-BUNDLE-00901

619

17 Annexure G — Project Schedule
18 Annexure H - Options Evaluated

19 Annexure | - Resolution Requirements

R38 146320732

required. indicate below whether or not this project is foreseen or unforeseen:

1 J Foreseen =~Yes

TEEr R
Unforeseen i?ii"}
L

; } Approving body:

i
i } Operating Division EXCO/CED

& Acquisitions & Disposals Committee

Transnest Group CAPIC/GCFO

5L BOARD

it

}Lm ‘ Group Exco/GCE

.%gé .
% PFMA Approval Required - Yes
e

l r ] o Depending on whether the project is seen or unforeseen, there will be different levels of approval

{Operating Division) Transnat Freight Rall

{Department} Capital Program

(Author) F Callard

(Data:) 15 022012 | Page 43 of4s

|
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P o R
1 d
———— [ S

19.2 Purpose for Submission | S

.{ First approval for this business case - Yes

e

."£-1 Project is not included in the current approved Corp. ste Plan

. ‘..|
+
et .

< Approval for spend wrt
increased/transferred ETC and jto the
current approved Corperate Plan

Application to Increase ETC &

*; Application to Transfer ETC &
S

FETAat Application to spend on current approved ETC and it the current approved Corporate Plan

s Applicati'un for a change In scope (excluding project - melines) in the current approved
o Business Case

Rve) Re-application to commence a project where comm: icement has been defayed by more than
:| ayear™

-
PRI

1|

;
3755
;j"l.

i
’; A

n g

l'ﬁ Application for condenement — full mativation from e divisional CE must beincluded
o,

o

' \l 19.3 Information Relating to the Purpose of this Su mission
0 Budget Line Nomber{s) 11113.11 - Demand Driven - 455 - comaotives GFB 171mt Diesels
K 11113.12 - Demand Driven -593 scomotives GFB 171mt dual voltage
Electrics
1 Existing Worrant Number(s): NA,
i
i - w - - g~ .
| 20 Annexure J: Divisional Specific Requ rements
]
] s Depending on the specific operating divisions various intz 1al documents may be required including:
/{~ « CAPforms, NA
J ¢ Functional Expert Approval Sheet NA
e Asset write-off’s details and their values "NA
‘ ' = MOU's NA
. l e SlA's NA—v. |be developed with TRE
e Customer Contracts ) NA
l_ » Rental Agreaments NA
| |
: 'Ir , ; »
L | !
; [ (Operating Division) Transnet Fraight Rail (D sartment} Capital Program
= {Author) £ Callard (O :a:) 15 022012 | Page a4 of 45
;
i
3.
|
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21 Annexure K ~ Letter to Board and Acquisition Disposal
Committee

Wiil ba provided after approval by the Chief Executive, Transnet Freight Rail on his return.

22 Annexure L — Letter to Board of Directors
Will be provided after approval by the Chief Executive, Transnet Frelght Rail on his return..

23 Annexure M — Latter to Shareholder
Will be provided after approval by the Chief Executive, Transnet Freight Rail on his return,

P
!

{Operating Division) Transnet Freight Rall {Department} Capital Program

(Author) F Callard (Date:} 15 02 2012 l Page 45 of 45
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5

EXCERPT FROM THE DRAFT MINUTES OF THE MEETING OF THE TRANSNET FREIGHT RAIL
INVESTMENT COMMITTEE (TFRIC), HELD IN THE XIVONO BOARDROGM, INYANDA 2,
PARKTOWN, ON FRIDAY 09 MARCH 2012 AT DSHOD.

A e 3.9 Procure-1064 Iocomotives-for- TFR General Frelght: R43 373 billion - — . e —

The committes RESOLVED to support the business case subject fo:

v.Rephrasing the key.assumplions (elause 58) ... . Ll
The business case being reworded.

The checkiist to be signed ofi by the relevant pariies

The financial mode] o be included in the business case.

The refention percentage to be reviewed.

The expansion and susfaining components fo be reviewed,
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Appendix 29

STREET, JOHANNESBURG

MATTERS FOR DISCUSSION/APPROVAL

" Procurement of 1064 New Locomotives (ETC R38' 146 millfon)

) To procure 1064 locomotives for General Freight as set out in BUalﬂESS Case
version 0, dated 7 March 2012 in its anlirely and without exemption;

{i} Forthe estimated cost of R38 146.3 million; and

(i) Which is to commence on 1 July 2012 and be completed by 31 March 201 g.

' The Commiltee defiberated on whether the business case should be approved at
this meeting, on the basis of the presertafion, notwithstanding the act that the
submission was notincluded in the pack. .

The Acting Chairmen stated thal the submission should be submitted to the
Commitiee members for their raview and comments should be forviarded fo Mr
Gillman. He slated that Mr Gama and himself will declde on an ex’remal party fo
review the business case and provide a risk assessment.

The Comrmittee RESOLVED that it doss not recommend this business case for
approval to the Group Execufive Commitee. A Speclal Capital Investmeat
Committee meeting should be held lo dei berate on the business case.

623

-y—~——81.1~~-~The purpose of this submission is.fo-oblais approval=--- - =~ .-+« c—reeom e

Mr Gilman

Messrs Singh/
Gama

121318

. MINUTES OF THE TRANSNET CAPITAL INVESTM=NT COMMITTEE MEETING NO 12/3 HELD ON MONDAY, 19
] MARCH 2012 AT 14:00 IN BOARDROOM, 4623, 46™ FLOOR, CARLTON CENTRE, 150 COMMISSIONER
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locomotives required, depending on the operational efficlencles.

-The contracting and procurement strategy will address these risks.

-The high leve! risks that Transnet needed to miigate against, vrere built into the
tender e.g. Delivery schedule risks; volume risks etc.

8.2.6 Ms Pillay stated that the NPV's on page 9 of the submission gave rise lo her
query and as the NPV's have been amended, her concems have besn
addressed.

8.27 The Committee RESOLVED that it recommends that the Group Execulive
Committee approves:
» The acquisition of 1064 locomotives for the General Freight Business.
» Estimated total costs of the acquisition of R38.6 biltion as per the
Corporale Plan {exciuding the polential effects from forex hedging, forex
escalafion, otter price escalations and borrowing cosls). - 134/
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Appendix 30

PRIVILEGED AND CONFIDENTIAL

REGISTER AND APOLOGIES

Welcome and Constitution of meeting

The Acting Chairman welcomed all the members and attendees and having roted

that there was a quorum, declared the meefing duly constituted.

The attendance register was circulated for signature.

(The nuimbering reflects the sequence of the meeting.)

Praesent

Mr A Singh
Ms P Difeto
MrS Gama .
Ms M Moses
Mr K Phihlela
Mr CA Moiter
Mr D Maglean

In Attendance

Ms S Lund
Mr M Abdool

Mr G Bierman

Ms N Galeni
Mr L. Gillman

Ms D Moephuli
Ms T Naidoo
Mr D Struwig
Mr H Nxumalo

Ms A Gavender

Apologies

Mr B Mclefe
Mr M Gregg-
Macdonald

Mr T Morwe

Acting Group Chief Financial Officer (Acting Chalrman)
General Maneger: Office of the Group Chief Executive

Chief Executive Officer: Transnet Freight Rail
Group Execufive: Transnet Capital Projects
Group Executive: Commercial |

Chief Executive Officer: Transnet Pipslines
General Manager Commercial; Transnet Port
Terminals {on behaff of Mr K Socitwa)

General Manager: Public Pelicy {on behaif of Mr M
Gregg- Macdonald)

Chief Financial Officer; Transnet National Poris

Authotity

Chief Financial Officer: Transnet Capital Projects
Chief Financial Officer; Transnet Freight Raii
Senior Manager: Investment Portfelio
Management, Group Financial Planning

Group Treasurer

Chief Finaneial Officer. Transnet Pipelines

Chief Financial Officer: Transnet Rail Engineering
General Manager Infrastructure: Transnet Nafional
Ports Authority

Company Secretariat

Group Chief Executive (Chairman)
Group Executive: Planning and Monitoring

Chief Executive Officer; Transnet National Porls

C e T,

o
l’ MINUTES OF THE TRANSNET CAPITAL INVESTMENT COMMITTEE MEETING NO 12/4 HELD ON ME)NDAY
21 MAY 2012 AT 14:00 IN BOARDROOM, 4301, 49™ FLOOR, CARLTON CENTRE, 150 CCMMISSIONER

i STREET, JOHANNESBURG

Rasolution Nof ‘-

Far attention
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PRIVILEGED AND gONFIDENTIM

Authority
Chief Executive Officer; Transnet Rail Engmeenng

Mr R Vallihu

Mr K Socikwa Chief Executive Officer; Transnet Port Terminals
Ms S Pillay Chief Financial Officer: Transnef Port Terminals
Adoption of Agenda

The agenda was adoptad as tabled.
SAFETY BRIEFING AND EVACUATION PROCEDURE

The safety briefing and evacuation procedures for the 48t fioor were conducted
by means of a safety card. .

DECLARATION OF INTERESTS
The Declaration of Interests Reglster was circulated fo all members and attendees

 for signature,

APPROVAL OF THE MINUTES OF THE MEETING HELD ON 18 MARCH 2012

The minutes of the mesting held on 19 March 2012, were cormected and
approved.

MATTERS ARISING

Project Status Reporting to be rolled out through-out Transnet :

Follaw up with the Operating Divisions to understand why they have not
complied with this requiremenf; what their concems are; what the
implementation plan for each Operating Dmsron is and if those timelines

are acceptable or not

The matter has been finalised.

{HObtain Competition Commission approval for the Durban International

Airport (DIA) site )
{ii)The post balance sheef events must be considerad

(1The Commitiee noted that unconditional approval was granted by the
Competition Commission on 11 April 2012.

(ilMr Singh reported that the Competition Commission would not allow risks and
rewards upon issue fo pass prior to the Competition Commission approval;
accordingly this was not a post balance sheet event. In the Annual Financial
Statements the R1.2 billion will not be reflected as a capital purchase and will not
form part of capital expenditure for the last financlal year. ,

Comprehensive fleef plans to be included in the business case submissions
All fleet plans to be reviewed on an annual basis and should there be a
change it must be tabled at this Committee for approval and if there is no

change the Committee should be advised

L%
Fi
10

Resolution NQ!' -

For attention

CAPIG 12/04 21 May 2012
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Resolution Nof
For attention

The matter was deferred to September 2012, Mr Gama

PRIVILEGED AND CONFIDENTIAL

(i)Transnet Port Terminals (TPT) Fleet Plan to be presented zt the

_Investmenf Forum

(ihinsert a slide in the presentation on the assumptions on the maintenance

strategy
(iii)The Investment Forum will then provide feedback to thiz Committee and

the Fleet Plan will subsequently be tabled at this Committes, for approval

(&(ii) The Commitiee noted that the TPT Flest Plan was tabled af the Investment

Forum in April 2012 and feedback was provided to TPT,

(it}) The matter was deferred to August 2012. Mr Socikwa

Project team established to review the needs for the Pori going forward:

- Review whether the forum-is well attended; whether thz correct level of

people have been appointed fo the forum and whether th: forum has been
mandated by the Chief Execufive Officer’s, Address the dissonnect between
TNPA and TPT which is evident at the forum

The Committee noted the feedback, as contained in the pack.

Richards Bay Terminal Commetclal Plan Incorporating Transnet Freight Rail

(TFR) Initiatives; Presentation fo be made fo the Invas‘ment Forum for
evaluation from a singular and cumulative Transnet persp:ctive, taking into

account the Eastern Catchment Integrated Corridor Stud:y (ECICS) and the
Investment Forum will provide feedback to this Committee

The Committee noted that the presentation was made to the ‘nvestment Forum.
The Investment Forum reviewed the Commercial Plan and provided guidance to e
TPT. TPT is currently in the process of preparing.a new Ccmmercial Plan for
Richards Bay., '

The matter was deferred to July 2012, Mr Socikwa

_ Ascertain- fhe root causes of the underspend and manag2 it on a monthly

basls. If the root causes cannot he addressed during ‘the year, the ; 3
Committee should be advised to enable alternata planning to be considered el

The matter has been finalised. RS

Provide feedback on spread sheet sent fo the Oparating Divisions
requesting them fo idenfify savings and other issues beyond their control s
e.g. contingencies e

The matter has been finglised. ,

(i)A summary page to be inserted on the Market Demand Strategy Approval o
Ptanning Tool (ETC over R160 million); L
{iDA plan outiining how the fate submission issues will be resolved; and U

CAPIC 1200421 May 2012 L
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PRIVILEGED AND EONFIDENT!AL

(iii)Prepare a Capital Investment Committee Wo:k plan for the feasibility
studies and the investment plans

(i) The matter has been finalised.

(i) The mater Is in progress.

(i The Commitiee noted that Mr Y Mohammed ard McKinsey Consulting are
currently formulating a work plan,

Port of Richards Bay:

(A)2011/12 Acquisition of City of uMhlatuze land {ZTC R0.028 million)
(BJAcquisition of private land (Bayside and Agrizultural land) ETC R98.476
million) (Excl borrowing cost of R11.226 million) :

(i)Transnet National Ports Authority {TNPA} should aftempt to negotiate a
first right of refusal of an option to purchase the !and;

(ii)Concurrently, TNPA should fix an escalatica formula and advise the
Committee what the purchase price will be in 4 years time;

(iilyTNPA shouid review the base price, addressir3 the concern that R88 006
per hectare for farmland appears to be expensive:

{iv)lf TNPA decides to proceed with the purchas: of the land and accelerate
the cash flows, it must advise the Committes o7 the projects which will be
deferred, in order to ensure that its 7 year plan c ish flows are not exceeded

~ overall; and

(VITNPA should investigate how the Poris egulator Would freat the
acguisition of the land Le. will a return be eamed irom the date of purchase

The matter was deferred to August 2012,

- Clarify the difference between the ufilisation of e old locomotives and the

upgraded locomotives f.e. 6.25 day furmar:und time versus 4 day
turnaround tirqe and the impact on the financial :nalysis

The matfer was deferred to June 2012,

Procurement of 1064 New Locomotives (ETC R32 146 million);
{{)Collate the comments on the business case
(ii}Decide on an external party to review the bsiness case and provide a

risk assessment

{The Committee noted that the comments were collated and provided io the
Acting Chairman for review.

The Acting Chainman stated that:

(iYThe majority of the Committee did not comment ¢ the business case;

(it was decided that Transnet will run a perallel process on the 1064
locomotives; '

{iii) Transnet needs fo augment the business case fram a Group perspective to
ensure that it is addressing all the risks assoclated «ith the business case;

{iv)The Board was requested to provide approval fcr Transnet to proceed with the
procurement event and issue the RFP to the merket, subject to Public Finance

Resolution Ny,
For attentlon

Mr Gillman

Mr Abdool

s Galeni

CAFIC 1204 21 May 2012
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Management Act (PFMA) and Board approval. The Department of Public
Enterprises (DPE) and National Treasury will be engaged in the PFMA approval
DrOCESS;

{(v)The business case will then be tabled for approval at the Board In
Ocfober/November 2012 together with the approval of the procurament process
and approval of the short list of bidders;

{vi)it is intended that the process of negotiating with the successful tenderer's will
be conducted in November/December 2012; the award/signing of contracts in
January 2013 and paymenfs in Fzbruary 2013;

(vii)A simitar process will be foileved with other major projects;

{vif)Each Board Acquisitions ard Disposals Commiftee (BADC) meeting will be
provided with an update as it relales to the procurement events; risks and
enhancement of the business szse and PFMA approval with DPE; and

“(X)inorder to ensure that the financial risks of the tapsaction have been

considered the BADC have seccnded Mr Israel Skosana: Non-Executive Director;
as a special member.

(i)The Acting Chaliman stated :hat Transnet has conducted the risk assessment

and is engaging a multi-disciplirary team of fransactional advisors fo assist it with
this business case.

Capex Overview

Mr Gillman fook the Commitiz2 through the Capex Overview and the Market

Demand Strategy Approval Plaaning Tool (ETC over R100 mlHIOﬂ) as contained
in the pack.

He highlighted the following:

(hThe spend for April 2012 was disappointing; and

(ii)Variances and explanations, Cumulative April 2012: Group Financial Planning
(GFP) has reviewed the variar.ces and has considered proposed actions required
in order to mifigate the variances. Accountable person/s in addifion to the Chief

- Executive Officer's have been ‘dentified to track the variance on a monthiy basis.

GFP plans to creale propose] actions for every variance, in view of the high
capital spend,

The Acting Chalrman stated that

(The new reporting format tcok into consideration the meetings held with the
Group Chief Execufive towards the latter part of 2011, where it was acknowledged
that Transnet was not going fo achieve the capital budget;

(iHigh level inifiatives have bzen identifled that need to be tracked fo ensure that
Transnet makes up the variances in each of the quarters;

(ii)n analysing the reasons fer the under spend, particularly in TFR; TNPA and
Transnet Pipelines {TPL) it was determined that R450 million is within Transnet's
confrol. Provided that Transnst moniters and executes these actions by Q3 the
R450 million will be made up;

{iv)The list of variances and sxplanations will be on-going and initiatives will be
added onto this list, which will become a tracking tool fo understand the status of
the capital spend, This will irform decisions, if necessary, lo accelerate capital

“FRANSNET-REF-BUNDLE-Q0911 .. ...
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from next year into the current year, and -
{v)With regard to the NMPP, Transnet Capital Projects {TCP) is comfortable that it

will make up the spend during the year, however in order o provide a fracking
mechanism, initialives are required in order fo understand whether TCP is

meeting that objeciive.

With regard to the NMPP, Ms Moses stated that:

(i Those budgets were made up from various activities, accordingly TCP will track
all activities and report against the activities that made up the cost flow forecasts;
(ii)Currently the anly unknown in terms of timing, is the appointment of the new
engineering contractor and the time required for them to achleve the required
productivity levels;

(i) There is a raised awareness of the cost flows;

(iv)The close out of the pump stations is dependent on TCP completing the punch

items and there may be some delay as a result of quality issues; and
{v}The forecast remalins unchanged.

The Acting Chaimman requested a plan, which can be monitored, indicating how
TCP will make up approximately R120 million. Further, he requested that the
initiatives that TCP is trac!ging be included In a schedule. .

With regard to Page 1 of the report, the Acting Chairman referred {o those months
which have a high capital spend and stated that he has requested Mr Gillman and
Group Procurement to analyse which projects gave rise to the spend in those
months, to enable those processes to be managed so Transnet can mest the
spending. Where the capital spend is specific fo an Operafing Division, that
Operating Division should manage the precess, however where it is fransversal
i.e. across Operating Division's, GFP wilf identify the capital spend to enable the

relevant processes lo be implemented,

The Acting Chairman stated that discussions have teen held with TCP regarding
a move towards an accrual basis of accounting/reporting for the majority of the
projects being executed by TCP, by the end of June 2012. This should resolve the

jssue,

Market Demand Strategy Approval Planning Tool (ETC over R100 m);

Mr Gillman took the Committee through the submission, as contained in the pack.

He highlighted the foflowing:
(\There are many business cases which have not met the deadling; and
{i)An analysis was conducted of where spend is meant to have commenced e.g.

itemns 7-17 indicate that there are budgeled cash flows, however these businass
cases hava not been tabled for approval.

The Acting Chairman referred to the last column of the Market Demand Strategy
Approval Planning Tool titled “Comments” and stated that items 10-17 have large
ETC's, howaver the comments reflect that small amounts are required o ba spent
in the current year, accordingly he has requested Mr Gillman fto identify an
appropriate alfernafive govemance process for the approval of amounts of RS-

630
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R10 milkion. This will enable the business fo tndertake the business case over the
current financial year and into the next year, rather than place the business under
pressure to underiake the-business case and spend the capital in the curment
year.

Mr Struwig stated that Transnet Ral! Engineering (TRE) will be on track by the end
of Q1. He stated that the lack of purchase orders and unsigned SLA's will be
regularised and in the interim TFR is accepting TRE's invoices,

Mr Abdool referred to the report and suggested that the context to the project be
provided to prevent incorrect assumptions e.g. he stated that items 10 and 11 are
projects which are currently in a pre-feasibility stage and it Is not g case of TNPA
falling behind. Accordingly the report should indicate when the project should be
_ fabled at thas Commlttee and when an Operatmg Division is fallmg behind.

Mr Giflman requested that the Operatlng Divisions fomrard hlm a hst of all Group
Feasibility Studles e.g. where TPT Is dependent on TNPA or TFR for the
feasibility study, this list will then be collated.

Capifal Projects

Ms Mases took the Committes through the submission, as contained in the pack.
She highlighted the following:

Performance:

TCP will change the format of the report to align it fo the monthly report. Monthly
performance will be indicated before quartery performance.

NMPP: '

At the next meeting TCP will report against the achwhes that made up the cost

flow forecasts,

Appravals of submissions by Group.
TCP has made good progress in concluding a number of these issues.

SUBMISSIONS FOR NOTING

Investment Forum Report

The Invesiment Forum Report was taken as read and noted. .

TPT: Export trippers P1 and P2 (Increase fn ETC from R:I 0.3m to R19.6m)

Mr Maclean tock the Committee through the submission, &s contained in, the
pack. .

The purpose of the submission is to note TPT's approval of the increase in funds
for the replacemant of the Export Tripper Cars by R9.3 milllon resulting in an

631 .
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. 8 Resolution o

For attentijop,

overall increase in the project from R10,3 million to R19.6 million.
The Committee noted the submission.
MATTERS FOR DISCUSSION/APPROVAL

TFR: Upgrade of infrastructure systems between Bellvilfe znd Wellington
{ETC R430 million)

Ms Galeni took the Committee. through the submission, as contained ir the pack.

The purpose of this submission is to obtain approval for the eapitz! project to
upgrade the Infrastructure systems between Bellville and Wellingion =t an ETC of

R430 million.

Ms Moephuli enguired into the following:

{i}The timelines in the presentaticn are different from the timelines inc cated in the
business case, She requested clarity in this regard as the dates il have an
impact in terms of the financial models;

{ifCould the project be accelerated given the critical nature thereof, zs indicated
in the submission; and

(iiyThe following underlying risk was stated in the presentatizn; “Intemnal
efficlency, particulary in having compstent technical and confract = iministration
staff available,” She enquired whether these resources have been sot reed.

(i) The project will close in March 2019;

{i)TFR has mitigation actions in place lo address the risk in fhe interir; and

(il The recruitment process is underway and good progress has bzam made in
this regard. :

The Committee deliberated on the R100 million which is required frorr PRASA.

The Committee RESOLVED that it approves the capital project o upgrade the
infrastruclure systems between Bellville and Wellington:

{iln respect of Transnet Freight Rail at an Estimated Total Cost of 2330 million;

and :

{i)n respect of PRASA, at an Esfimated Total Cost of R1C0 millicn, subject to

Transnet Freight Rail oblaining a letter from National Treasury confis ning that the

funds are budgeted for, according to National Treasury’s budget voie fo PRASA

and stating the year in which the funds will be disbursed, alternativaly Transnet ~ Mr Gama
Freight Rail obtaining a sultable guarantee from PRASA. 12/411

TFR: 2011/12 Capital nofifications and capitalised locomotive, wagon and
infrastructure maintenance

Ms Gafeni fook the Committee through the submission, as contained in the pack.

CAPIC 12/04 21 May 2012
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The purpose of this submission is fo nofify the Committes of:

(a)The achievement of the TFR 2011/12 capital spend of R14 792 million
{audited) against the initial budget of R14 692 milion; and

(b)The increase in the ETC of the following capitalised maintenance programs for
2011112 in respect of;

(i)Locomotives {(Warrant R1Y3) from R1 847 million o the amount of R2 602
million;

(i)Infrastructure (Warrant R1Y1) from R1 924 miflion to the amount of R2 423
mitfion; and

(ii ')Wagons {(Warrant R1Y2) from R1 321 million to the amount of R1 372 milllon.

The Committee noted the submission.

TNPA: Provision of services fo lease 51tes in the South Dunes area (ETC

R323 million)

Mr Abdool took the Commitiee through the submission, as contained in the pack.

The purpoese of this submissicn is to request approval:

{i)For the provision of services to the South Dunes lease sites within the RBCT rait
balloon, business case version 1 dated 10 February 2012 in Its entirety and
without exception;

(i)For the ETC of R322 731 291 (Excluding borrowing costs of R33 564 054};‘

and

Vopak and Gas 2 Liquids have been concluded; however it is envisaged to
commence on 1 April 2012 and be completed by 31 March 2014.

Mr Giliman raised a concemn that the lease agreement had been signed prior fo
the capital approval and the lease committed specific capital, He stated that the
lease agreement should be signed suhject o capital approval or the capital
approval should be approved, subject to the conclusion of a lease agreement.

Mr Hills: Manager, Planning & Development, Transnet National Port Authority
stated that the 2 lease agreements have been signed, however the lease
agreements were not subject fo capital approval, Mr Abdool stated that this Issue
will be addressed in respect of fufure leases.

Mr Moller cautioned the Commitiee that TPL had previously experienced. -

preblems with Gas 2 Liquids.

Ms Naidoo referred to page 14 of the submission;

"Option 1 is based on market rental rates of R2.50 per m2 per manth which does
not make this financially viable., To achieve a P1 of 1, Option 2 rental rates of
R12.25 per m? per month should be charged.” She stated that the assets would

" go Info the regulatory asset base and enquired whether TNPA is cornfortable that

whatever the retumn is, the required return of R12.25 per m2 will be achieved?

(iiijwhich is to comimence from the date on which the lease agreements with-
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Resolution Noi
For attention -

e p—" L ..h.-—ﬂ-ui

837 Mr Abdool stated that
(i)in terms of the pricing strategy TNPA is proposing to move away from the so-
called "market related rental approach” to a concession type of arrangement
whereby TNPA would set the renfals according fo what the tenant can afford;
(ii}The rental would be structured around the period of payback; and
(ii)if TNPA falls short of the R12.25 per m?, due fo the manner in which the
revenue regime operates with the Regulator, TNPA will still receive a fair return,
: i except for the fact that TNPA will be subsidizing its rental business by its cargo
due business.

' !
i m— T

8.38 Ms Moephuli enquired whather the clienf will determine the affordability; what will
happen i that affordability is not on par with what TNPA requires from its pricing
calculafion and if the affordability is closer to the market related rental which
TNPA does niot want, how will TNPA resclve such a'conflict.

. e g

y 838 Mr Abdool stated that: ‘
ko " () The rental will be subject to a negotiation process and the proposal is if TNPA Y
- cannot obain the renta! that it requires for good reasons, TNPA needs to consider . .

: to what extent it is willing fo reduce the rental to be charged. Where the rental is o
} not viable, TNPA will cease negoliations; o

(ii)if TNPA does not receive additional revenue from rental this will burden the rest
Y of the business and this is an issue that the Regulator is starfing fo consider; and
(iii)The surrounding areas are cumently paytng a rental of R2. 50 per m2

1 8.3.10 Mr Snyman Manager: Real Estate, Transnet Nattonal Poris Authon’ty siated that
! TNPA was able to secure a rental of R7.50 per m2 for the current 2 leases. The
rentals were offered by the market in an open fender process.

| 8.3.11 Mr Abdool stated that with regard to the new leases, the intention is o negotiate R
; from R7.50 per m2 closer to R12.25 per m? in order to ensure a more viable rental, ' [

The Acting Chairman sfated that: . '
(i)TNPA should prepare a model on the basis that ali the tenants will be Yol
populated, thereatter the NPV and IRR should be reviewed; . o
(YA rendal of R7.50 per m2 for alt the tenants in the area might be wable
consequently TNPA may not have to obtain a rental of R12.25 per m#, : :
(i) TNPA should prepare a plan detailing how it intends 1o secure the remaining s
tenants; what the demand is for the remaining Jease sites efc. The Committee can_ . :
b then evaluate that plan and hold TNPA respansible to execute the planin orderto -

: -1‘ ; obtain a return on the properties;
e (iv)The business case should include the 16 lease sites as the amount of R323 e
ol millien is required to service all 16 lease sites; and -
e {v)The revised business case should state which projects TNPA is going to save

B in the current year to enable it to spend the R80 million in the current year, Mr Abdoot

j . 8313 The Committee RESOLVED that It does not approve the provision of services fo
L the South Dunes lease sites within the RBCT rail balloon. 120412
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TPT: National Fleet Plan

The Commiitee agreed that the concerns of the Investment Forum should be
addressed and deferred the item fo the next Committee meeting.

Group Weighted Average Cost of Capital Policy
Mr Gillman tock the Committee through the submission, as contained in the pack.

The purpose of this submission is to obtaln approval for the Group Weighted
Average Cost of Capital (WACC) Policy.

- Ms Naidoo stated that she has obtained a commitment from Mr Gillman that when = —

he is calculating the Market Risk Premium (MRP) from a regulatory perspective
he will ufilise the methedelogy for the teriff application purposes.

Mr Moiler enquired into the WACC for TPT and TNPA being the same. Mr Gillman
responded that the Poris were dealt with together which is in line with the 2011
WACC policy. The argument against having a differential WACC for TPT and
TNPA is that both entities are cwned by Transhet, accordingly any adjustments

. would be subjective. When further clarity is received from the Ports Regulator, the

matter will be addressed.

Mr Abdod! stated that TNPA has requested that TNPA's and TPT's WACC be split
and this reguest has been postpaned to 2013, which is problematic.

Mr Gama indicated that page 26 of the poi:cy should be comected to reflect the

Transnet WACC as 12.20%.

Ms Galeni referred fo Page 30 of the policy and enquired to what extent TFR was
constited, a3 the Transnet Freight Rail — Baeta Peers has not changed since 2011,
Mr Gillman responded that the comparison is with North American railways and
the difficully is that the majority of the rallways in Europe are passenger railways,
hence the sample selected.

The Committee RESOLVED that it recommends that the Group Executive
Committea approves the Group Weighted Average Cost of Capital Policy.

A A

Resolution No/ e

For attention

Mr Socikwa

Mr Gillman

12/413

Mitigation actions to achieve capital budget for 201213

This item was dealt with under item 6.1 of the agenda.

GENERAL
Capital Investment Committes Mandate

The Commities noted the Capital Investment Committee Mandate.

CAPIC 1204 21 May 2012
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For attention

10 CLOSE 3
10.1 There being no further business fo conduct, the meeting was closed.
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Trasnal SUC L tariton T -0, Tase: F
uymrauoﬁ 15; n::ni::::u :l:h:: * TRANSNERT
Homoer Scr, Jahaohesburgy oouth Alcles, 2122 7
19900004004 38 2001 T 127 11 o0 3233 KA b
£ wxE B ODuE Y2En ,a:f:?
M 5.4, Deslgn of an optimisation approach far jolnt value aptimisation. between Transnet and
v sehadind soppliaifs);
MEMORAKDUM g.g: Omneq [ tt?ndmng pmcmeslgn for the locomotives;
Wi, . uest for proposal entation;
v {rnsnethe 5.7, Short Yist of potentlol supphers;
5.8, Template conbract for awarding of the tender; and
5.9, Dotumnentabion For the final seiecunn of pmfemd supplier(s).
Ta: Brlan Molefe EVALUATION
Graup Chief Exeaitive
6. Four proposals ware received:
From: 6.1, KPMG consortium — KPMG, Neark Tne, Mortop Rose, Amars Gibh

Anc] Singh
Chief Finandat Officer

Subject:  APPOINTMENT FORUTRANSACTION ADVISOR O THE 1064 LOCOMOTIVE TENDER,

elements, due to the potentia) eonfilct with Beriowor(d and Letsema,
Stage Thrae Evaluation ~ KPMG IV PwiIV Mcilnsey & t Webber
BACKGROUND Technicat Resutts {per category) Company / | Wentre]
latsama JV
2. The GCE previousty approved a confinement For traosaction advisers, dated 10t May 2012, 1. Business Caga
o XPMG, PWC, Aurecom, Letsems, McKinsey, Webber Wentzel, David Potter, Ledwaba |'s. Experlence’ 59.88% 75.60% $9.429% NA
Mazwal and MAC Consuliing for the atvisory serdoes. ‘1 2. Technical Optimisation o
5. Experience 62.96% 61.58% 90.79% NA
N 3. The chiectives of this w;ﬂ;f Is tny msskst Trarmml: i1 sucressully ;wulﬂng eontratks rl;cg x 3. Ueal Structuring end Finanding
manufacture and suppl diesed apd elechric locomodves whiie maximising val
Transnet and seeuring Tacalization and Industrialization benefits far South Aflca. | :‘ msnt and Legal £1.32% % TLA4% WA
{5 Experience 58.54% 70.09% F1.43% | 7034%

PURPOSE

1. The purpose of this memorandum Is to requést approvel of the Group Chief Bxecutive for the
sppointment of the Mddnsey eonsortiom For the complete pdvisory services and Webber
Wenztel for the legal advisory work as Transactlon 2dvisors on the 1064 locomotive tender.

L.L For the Group Chief Executive to hote that McKinsey will be advised to partmer with
another fim with equal or better oedemists than Letsemm, for the procurement

DISCUSSION

4, ‘The scope of the engagement for e ranseddun advisers inchide?
4., Developing and augmenting the busthess casa for the approve! of the locomutives by
the Transnet Board of Dlrertors and Department of Public Enterprises;

e m iinf?asr?&m gh:‘sb:sfs:;en v‘,udagedc..m;em p;:sgfm me {lo Stagfe. Four Evaluation ~ Price and PWC IV HMcHinsey & Company Webber
4.3, Identffying value optimisation patential and technfes! optimisation options; W&wom i ! “?;2"4"; g mim'
4.4, Settfag wp the tender process In fine with all requirements sppitzble to State-owned- ‘ gﬂn; 8

4.5, ﬁ’:&ﬂﬁifﬁﬁn of potential suppllers; X Yechnical Optimisation H&t S.LT"{ BEL24% ot avaluated

s - ;
4.5. Develaping the contracts for the tender; and S. Expesiance v
A7. Deueloping fnance and funding options, %, Ceal SHuCtining and Finanang BL51% B30 ek Evaimied
! 5. Experience
5. Key preject defiverables include:
5.1, !:.lpdatzd and Inproved business case and relevant documentztion for submission to the ;- m;lent and Lagal I8.50%* §8.24% 23.60%™

‘Transnet Beard of Directors and Department of Public Ent=rprises;

52, The business case should Include the end to end requirements of the overall General |

Freight programme {iocomotivey, wagens, infrastructure ete based on vafldated yolume.
expetalions);
5.3, Uist of technical value optimisation Yevers and estimater] value;

Votometive transaction atvisof [@oﬂ

6.2 PWC consertium — PWE, Styaya D8 Engineers, Olffe Dakker Hofmeyer Inc

6.3, McKinsey consortium - MelGnsey, Letsemma, Utho, Kalkanyarg, Redbank, Bies and ART
(David Pobter), and

5.4, Webber Wentre!

7. The evaluation triteria wes categorized fbo:
7.1. Bushness Case; .
7.2, Technlcal Opimisation;
7.3. Deal structoring and Firance far large capital vestment projects;
7.4, Procuremsnt; and
7.5, Legal,

8. ‘The results of the Stage thres evaluations are as follows:

9. From the shove, KPG-did not meat e teehnleal theesheld of 70% and s ths ellminated.
10, The resulls of Stage Four evakuations are as follows

# - S00res g The S2me 83 Moy gaoaed the ame for price pnd BBEE for al
= o PWC a0 Webbars s0omd 0 (5 per PPH) for priciog 2 they s deuble th price comonred b Hoonsey. 5oores shown am only fer PISEE

tooomot v transaction sdviser '%qi!iﬂ

S PO B R

L€ Xipuaddy
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12, Group Finance and TFR Finanoe identified a key risk with regard to the legal services, On
previous kcomotlve tenders, Webber Wentzel, assisted and drafled Transnet’s negotiation

strategy.

12, As"Webber Wentzel [s the recognised Teader with regards ko kxomotive procurement end If
not engaged by Transmet they would be engaged by one of the tenderes, This woukf put all
of Transhet's previous knowtedne regarding previous negoliation strategies potentially &t iisk.

13. The only reascn Webber Wenbzel soored low I the Stage four evalualion was due Lo price
but was rated highest In terms of technical abliy.

14. The Terder evaliotion process was condluded wharnahy the Mddnsey consortium consisting
of MKKinsey, Letsema, Uthe, Katkanyang, edbank, ENS and ART (David Potier) were the
preferred bidder for fowr categodes {1} 1 {4), Hto which the evaluation witaria was
categorized, Webber Wenktzal was evaluated the highest amongst a1 bixiders/consortia.rom a
technkal perspective and was lhe prefered bidder for tha kgal advisary work,

1S. The Transnet Acquisition Councll (TAC) awarded the HcKinsey consoitivm the anmnplete
advisory services and spit the award regarding legal advisory to Webber Wenztel, Refer 1o
attached TAC resolution,

16,45 the Lommotive RFAP's have Been advertised and will be Issued In banches and It is
imperative that the RFP's be reviewsd fror all aspects by the ransaction advisors befora the
supplementary AFPs are lssued.

FINANCIAL IMPLICATIONS

17. The estimated value Jor keomotive advisory services requlred s RS0 millon. The %osplit of -

work Is anticipated to be as falfows:

17.1. McKinsey —35%
172 Procurement partner » (Letsema replaced due to conflict with Barloworid) ~20 %
17.3. Utha and Nedbank - 10%

17.4. Webber Wenztel — 20%

17.5, Advanced Ral technokgles — 15%

BUDGET IMPLICATIONS

18, Althcugh these tosty were not explkitly budgeted for, sufficient badget exists In the
Corporate Centre budget: .

C

=R _FC N N

RECOMMENDATIONS

19. 3t is recomntended that the Group Chief Executive approve the appaintment of tha Mckinsey
consortioan for the completa agvisory services and Webber Wenztel for the legal advisory
wark as Transaction advisars on tha 2064 lacomotive tender,
15.L. Tt s recommended that the Group Chief Exeutive note that McKinsey will be advised to

partner with another firm with equal or better credentials than letsema, for the
prucureiment efements, dua to the potential confiict with Barlowoild and Lelsema.

COMPILED EY}

JIUS

RECOMMENDED | NOE-REQOMMINGED:

S

Garry Pita
GM: tegrated Supphy Chaln Management
Date: f:/é- /-3

RECGMMENDED /ROT-RECOMMENDED:

= )

Ane) Singh i
Chief Financial Offlcar
Date: PNz,

APPROVED BY:

Lornmotive irapsaction tdvisor ~tige 3 of 4

L4

Brian Molele
Group Chiaf Executive

Date: 2 ..'3. ,3 -

Locomalive transaction advisor \w of 4
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Appendix 32

!

Advisory services related fo
the acquisition of the 1064
locomotives tender

TRANSNET ‘ :
RFP GSM/12/05/0447

Revised scope per request from Transnet

31 January, 2014 o

CONFIDENTIAL AND PROPRIETARY
Any usa of this malteral without specific permission
of McKinsey & Company is striclly prohibited.

0057?-’&366-0001-0140
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CONFIDENTIAL

Memorandurm ta
Anoj 8ingh, Group Chief Financlal Officer, Transnet

j Advisory servises related to the acquisition

3 . P

q of the 1064 locomotives tender

m Recently, you zsked vs to provide support for commercial strategy and negotiation
|

!

‘:

™ process design for the acquisition of the 1064 locomotives fender; referencing RFP
GSM/12/05/0447, and as agreed in the existing signed letter of irifent for that RFP,

We understand that Transnet wishes to engage McKinsoy at this stage 1o help
clarify the commetcial terms and provide commercial negotiation support. Per our
discussions ove: the last week, please find below the agreed means to achieve this,
including deliverables, approach, team set up, what we need from you for this
project to be successful, and professional arrangements,
DELIVERABLES
a Commerciz{ negotiations
~ TCO meceling of bids '
o Refine Transnet’s existing TCO model to make commercial bids mc-e
compea-able

o Create ard apply a methodology to make localisation proposals mor=
compz:able

o Recommend questions for bidders to clarify assumptions and close -

comparability gaps
Ly — Demand modeling -
g o Estimzte cost/benefit under different locomotive delivery scenarios =.g.,
| early, on time, late

n Develcp demand scenarios and calculate associated locomotive
" requirements for each scenario (Note: Transnet has askéd that this bs
treatec ag a low priority request, time permitting after other
deliverables)

: o
{ - .
3
'."“:
;17
0 -0366-0001-0141
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= -ART support:
n Provide benchmark pricing for major locomotive components
o Recommend primary areas for price/margin negotiation
- Supplier intelligence |
o Provide supplier specific intelligence for ise as negotiation levérs, based

on publicly available data (capacity, standard locomotive design vs.
proposed bid, maintenance record etc.)

~ Negotiation strategy and process.

o Detdil negotiation process.including Success requirements at each stage
and timelings

o Refine commercial fequirements as targets for negotiation stage
o Compare current offers to requirements and identify gaps
Calculate the value of achieving or not achieving each farget

a

o Structure and develop a list of negotiation levers
o Compile negotiation scripts for each vendor
o Facilitate preparation for negotiation team before each session
& Commercial tetms
d Determine optimal raige of delivery volume flexibility

o Recominend an appropriate level of cornmercial penalties and incentives
i.e. 5% or 10% for late delivery

o Determine what commercial payment terms would be most
advantageous L
o Advise.on target levels for other material coromercial terins if required

APPROACH

‘Transnet has indicated a desire to finalise negotiations by 15 March, unless the
additional value from negotiation would tnaterially outweigh any revenue losses
from, delayed locomotive delivery that would result from extended negotiation
beyond this date, In this context, Transnet has requested McKinsey provide
support uatil the end of February 2014, with any extension of support to be agreed
as required by Transnet. )
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Further, Transnet has requested that McKinsey take an iterative approach,
prioritising high level answers delivered quickly and refined over the four weeks,
over a detailed set answers delivered at the end of four weeks.

. As the process entered its final phases prior to your request for support, we feel it

important to note that there are few remaining commercial levers that Transnet can
exercise to reduce the cost of this transaction. The technical specifications have
been frozen, removing one critical element of value capture, While the final price
has not been agreed, we vnderstand that the price difference between bidders is not

significant, removing ancther forn of leverage. Only two bidders have been - - DSV —

selected as preferred for each of the diesel and locomotive transactions, and
‘Transnet has been clear that each bidder is likely to receive a volume between 40

- and 60% of the overall locomotive need for each traction type. Given the small

volume range, this rernoves another critical commereial lever. Delivery timing has
siilarly been constrained, as Transnet has indicated that delivery must begin as
soon as possible, so no bidder can be incentivized as the first to receive payment
on this count. Negotiation timing has been removed as a lever, as Transnet secks
to ensure a down paymertin the current fiscal year: in fact, this time pressure may
yield commercial advantage to bidders should they sense an accelerated process.
The primary remaining levers are benchmarking and tatal cost of ownership,
which can be used to help marginally lower price, and allow Transnet give the
larger volume to the more efficient bidder, but even this value may not be material
relative to any revenue Icsses incurred by delaying the transaction. :

In short, it is not clear thet Transnét can obtain significant value through
negotiation at this stage, given the levers that have been removed from
consideration, Even if there is significant value at stake, Transnet may not be able
to capture it due to the late stage of the process, In the interest of preserving our
relationship with Transnet as high impact advisors, and playing our part as fiscal
stewards, should examinztion of the data provided clearly indicate that the value
available is immaterial or unfeasible to capture, we would withdraw from this
engagement, and pro-rate our fees accordingly,

TEAM SET UP

We have worked extensively for Transnet on topics that are highly relevant to the
objectives of this project, including the development of the business case for the
1064 locomotive transaction, We will build on this expertise and mvolve
McKinsey team members from previous engagements where possible.

B MBI Ay s e AR S s e e
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It is our standard practice to decide on the resources required with our clients.
Based on our current understanding and experience with similar projects, we
anticipate 8 McKinsey team consisting of two Engagement Managers, two
Associates, and two Business Analysts in addition to our senior leadership team
(Vikas Sagar, Norbert Dorx, Christina Planert, Ashvin Sologar, and Jan
Weydringer), We have agreed that the team will be based in Webber Wentzel’s _
offices along with your transaction team ard other advisory entities (e.g.
Regiments Capital, Webber Wentzel) to ensure close collaboration and knowledge
transfer. We select bigh-performing team members with relevant local and
industry experience.

We will additionally leverage: experts from Advanced Rail Technologies; our

}

O e b e e

)]
’»” broad-ranging global logistics and procirement expertise; and our South African
o b private and public sector insights.
WHAT WE NEED FROM YOU TO MAKE THIS PROJECT
"} SUCCESSFUL
: . This project will require deep cooperation with and access to Transnet employees
A in order to be successful. Specifically, we would need from Day 1 of the project:
,L] m An appointed transaction team with clear roles and governance
—] m Daily access to the transaction team and Transnet subject matter experts as
required ' '

£ . i
’"'I u A shared physical working space with the transaction team

u Access to relevant data upon request (Note: Transnet has indicated that it will
not provide complete access to the transaction data, but will provids access to
individual data sets wherever there is reasonable need)

-

| n Adherence to the agreed deliverables, as the sirict time constraints imposed
;J will not allow material room for ad hoc analysis

*J PROFESSIONAL ARRANGEMENTS _ '

b Our professional fees including expenses (travel and accommodation) for the 4-
- week project described above would be 10.23 million ZAR excluding VAT.
I Additional weeks will be charged at 2.48 million ZAR per week, excluding VAT,

We would invoice you at the end of each month and our standard payment terms

- are 15 days from the date of issue of the invoice, Interest (at prime) will be
s charged on past-dué payments,

i
'"1
3

I

"
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Unless expressly agreed otherwise, we freat all our client relationships and reports

. .as strictly confidential (with th2 exception of material zlready in the public
domain). We do not publish our clients® names, materials, or reports without their
permission and request that our clients do not use our name, refer to our work, or
make our products available ou'side their organisation without cur prior consent.
In the rare cases that disclosure by either side is appropriate we discuss this with
our clients and only proceed by mutual agreement.

i~y

M

D - T T o o o o

]

- EE TE I BN N A PE EE D .
_‘__‘m"""i'm‘.—d

‘We are excited to work with yo1 on this eritical topic, grateful for your trust, and
commitfed to Transnet’s contined success.

5

R
. ,I Sincerely
].l
. 1 Christina Planert
] Principal
l i Appendix/attachments:
I i‘“{‘);“{u;x Suminary of Professional Practi-es

OOEI0366—0001-0145
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646

| f ~ Summary of Professional Practices

McKinsey & Company, Inc.), traditionally has followed scveral professional prac-
tices, summarized below, that are at the heart of our approach to client service. We
consider it essential that our clients vnderstand these practices,

PROTECTING CONFIDENTIAL INFORMATION

Effective client service usually requires our access to confidential information. We
recognize that you will entrust such information to us with the expectation that we
handle it carefilly and professionally, We are commitied to meeting the highest
professional standards.

We will never disclose your confidential information, materials that we develop
for you from your confidential sources or information {hat we believe conveys sig-
nificant competitive advantage, to anyone outside our Firm without your prior
consent, except in the unusual circumstance when we are legally compelled o do
sa. We will only use such information in connection with our consulting services
for you, and only those staff members with 2 “need to know™ will have access to
such information.

All McKinsey personnel are apprised of their professional obligations to our cli-
ents. Among these obligations is the vigorous protection of confidential client in-
formation. In addition, al] McKinsey personuel must acknowledge their under-
standing of this responsibility by signing a confidentiality agreement with
McKinsey.

The work that we do with you also may include information developed from non-
confidential sources and conceptual frameworks, approaches, and generic industry
perspectives that do not contain your confidential information. We bring such in-
formation, frameworks, approaches, and perspectives to each new assignment, and
any such information may be shared within our Firm and with other clients, We
are able to do this becanse we have retained ownership of such information,
framewaorks, approaches, and perspectives (and of any enhancements thereto)
while serving our clients.

1¥hesa practices apply to senvicas renderad by McKinsey B Company, Inc. of any of fte afffiates.
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We aspire » a relationship based on trust and confidence, and we welcome the
opporhunity to discuss any areas of particular sensitivity yon may have regarding

N
' .

‘ the handlin; of confidential information. Where appropriate, we will enter into
. explicit cor dentiality agreements,
z COLLABOC ATING AND GETTING YOUR FEEDBACK
: To ensure a structured and systematic dialogue about our joint coliaboration and
]‘ impact, it is aur standard practice to ask for formal feedback from key client. . S
ey individuals  usually the Steering Committee) at the end of each engagerment. We
“i typically us- our proprietary online tool to solicit feedback on our cantributions
d\] .. towards the sroject’s vision and goals. All data are secure and are used only as a
C:T . basis for a ¢ alogue with you on how to serve you better, The feedback is not used
’ ]I - for evaluatir 3 individuals (neither McKinsey nor client team members).
1
' i SERVING COMPETING CLIENTS
l 3 It is the Jong tanding policy of McKinsey to serve eompeting clients and clients
’ l ' with potenti: [ly conflicting interests (including in connection with merger, acqui-
l i sition, and a‘iance opportunities) and to do so without compromising our profes-
N sional respor sibility to maintain the confidentiality of client information, We place
! primary reliz 1ce on the integrity of our professional staff to maintain such confi-
I } dences, Non- theless, we ensure that consultants who develop important insights
i ‘ about your ¢ mpany are not later placed in a situation of potential conflict. To as-
sure this, cor sultants who had access to your confidential information will not be
' : ‘ assigned, for 1 significant period following an assignment for your company, to 2
[ study for anc her client where such confidential information could be used to your
({' Ry material com etitive disadvantage.
l { ', Consistent w th our confidentiality obligations, the consultants who work with yon
f l are unlikely > know that other MceKinsey consultants serve one of your competi-
l‘ ( tors or anoth: ¢ party involved in a potential transaction that you are considering or

effecting. Sitiilarly, you should not expect to be advised ar consulted about our
serving your ~ompetitors or such other parties.

‘} MANAGING RELATIONS WITH OUTSIDE PARTIES —
I - As a basic po icy, we do not make public client names, client materials, or reports
. I prepared for clients without their permission. We similarly require that clients not.
I | _ use our name. refer k:o our worls, or make our work products available outside their

0057'366-0001-0147
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organization without our priar pzrmission. In those cases when disclosure from
either side way be appropriate, we will discuss this first and only procesd if we
reach agreement.

Occasionally, we become involy zd in legal actions as witnesses, sources of infor-
mation, or ag a party because of sur work with a client. If this should cccur, we
will advise you promptly and work closely with you and your legal counsel ta
coordinate our response. We asl: that you hald us hamless and indemnify us in
connection with associated dam:=ges and costs, including legal costs, except to the
extent they are found to have resulted from our gross negligence or willful mis-
conduct, Also, in the event that 2 substantial amount of McKinsey professional

: ”) B time is required to respond to ths action, the cost of such time will be discussed
: (‘--*‘- with you and billed accordingly.
[ } '}
, TERMINATION
- 1 We believe that either party should have the freedom to terminate the relationship
i at any time if it becomes eviden: that the potential value of the work does not war-
rant further effort. In the event tiat a project is stopped before completion, only
] the professional fees and costs incurred to that date are billed.
} .
]} o oD
I The practices swmmarized ebov: reflect key aspects of our basic approach to client
service and reflect our commitr snt to maintain the highest professional standards.
! ‘We would welcome the opportuity to discuss our professional practices with you.
b
«[;‘\_,} e

)
1!.
)
|
|
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CONFIDENTIAL

Memorandum to
Ancj Singh, Group Chief Financial Officer, Transnet

Advisory services related to the acquisition
of the 1064 locomotives

PURPOSE

The putpose of this memorandum is to inform Transnet of McKinsey’s decision to

" withdraw fromm the provision of advisory services relating to the acquisition of the

1064 locomotives. The background and reasons for our decision are laid out
below. High level guidance on the best way to add value te the transaction at this
stage is included at the end of the memorandurm.

CONTEXT

Transnet requested assistance from McKinsey to help clarify the commercial terms
and provide commercial negotiation support for the acquisition of the 1064
locomotives. The high level scope of work agreed was as follows:

n Commercial negotiation

- Use TCO modeling to compare bids and help identify areas for price
negotiation

- Estimate cost/benefit under different locomotive delivery scenarios

—~ Use aggregated price benchmarking to recommend areas for potential price
negotiation

— Identify additional negotiation levers through publicly available supplier
intelligence )

~ Detail the negotiation process from its cutrent state to & _prelimiﬁary
agreement with bidders

n Commercial terms

— Recommend target commercial ranges for the terms {dentified and
supporting negotiation arguments ¢.g. delivery flexibility, penalties and
incentives 1

e e enmiem e e e - L RANSNET-REF-BUNDLE-00932. .I
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FINDINGS AFTER WEEK 1

At Transnet’s request, McKinsey spent the last week preparing for the work above
by discussing similar transactions with our experts (maintaining Transnet’s
confidentiality at all times) and doing research on best practice in this area. The
information gathered was applied to Transnet’s particular situation using our
knowledge of the current state of the trensaction gathered through stakeholder
interactions.

Expert opinions and initial analysis suggests that we would not be able to add
significant value throvgh the requested activities at this stage in the process. The
transaction itself is in such a late stage that few negotiation levers are available,
and those that do rernain are likely either low value cr unreasonably difficult to
apply given the remaining nepotiation power and time available to Transnet.
Experts repeatedly advised us that to add significant value, we would necd fo be
engaged much earlier in the process, ideally 6-12 months before the intended
closing date.

The advanced sfags of the process leaves few terms open to
change

= Technical specifications have been agreed and are not open for further
negotiation, This is nsually a key area where value can be added in a
procurement transaction, and would be a primary means of reducing total cost
of ownership

u Best and Final Offers (BAFOs) have already been submitted and preferred
bidders appointed, so no material changes can be made to the commercial
terms without creating-significant risk of dispute by both preferred and non-
shortlisted bidders

m The initial delivery schedule is fixed, so accelerating or delaying locomotive
delivery to incentivise bidders is not an option for the first 3-4 years, after
which point any delivery delay will have a limited NPV benefit

Limited time constrains price and local content Impravement
options

In the limited time available, it is unlikely McKinsey could catalyze fither
improvement in price and local content terms:
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e Curtent pricing praposals are already below business case benchmark levels.
This, combined with the fact that vendor offers appear to be closely clustered,
suggests further reduction would require detailed analyses and preparation
which could not be completed within the requested timelines

w Lacal content thresholds set by the DPE have already been met in current
proposals, so further negotiation is of marginal value to Transnet here relative
to the time that would be required to re-open the threshiolds if desired

Few negotiation levers remain

Based on the context provided by Trensnet, only a limited set of negotiation levers
appear to remain, making it difficult for McKinsey to drive any improvement in
the offers for terms still open for negotiation:

~— As preferred bidders, vendors likely know they will be awarded some
production volume, reducing pressure to negotiate

~ The fact that alternate vendors have been retained in the case of contracting
failure is not a significant lever: preferred bidders are usually awarded the
contract and vendors typically know the process is open to dispute if the
preferred bidders are disqualified

— Transnet has limited the locomotive volume split among preferred bidders
to a maximum spread of 60%/40%, which translates to 50 fewer
locomotives over 7 years for the secondary preferred bidder, This,
combined with the size of the overall contract and the timeframes involved,
makes the volume lever unlikely to be material to bidders

— Strategic valus {e.g. the ability to claim that a supplier is the exclusive
provider of locamotives to Africa’s pre-eminent railway) is often important
to major manufacturers even for small volume deals. As multiple vendors
will be awarded, this Jever is of licnited use to Transnet

NEGOTIATION PREPARATION

In negotiations where buyer leverage is limited, MeKinsey’s approach to value
creation requires comprehensive preparation so that we can support the creation of
a confrolled situation whose pace is determined by the buyer. However, this
preparation requires significant time (usually months), far longer than Transoet’s
short timelines allow for )

e e e s e e LRANSNET-REE-BUNDLE-00934... |
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CONSIDERATIONS FOR THE NEGQOTIATICNS

As Transnet drives this fransaction to its conclusion, the sreatest remaining value
is most likely to be derived from understanding suppliers, determining appropriste
value~capturing compromises and negotiation skill. A fe'v considerations for the
upcoming negotiations;

— Ensure there is a structured process in place to which ell participants are
aligned before engaging vendors in negotiation. Running & successful
negotlatlon process reqmres intensive planning enl coordination.

- A551gn a team with a mixture of past negotiation e ¢perience, commerclal
acumen, technical knowledge and supplier insight The experience and
sldll of the negotiation team. will be a key factor it securing favorable
terms in the current context

- Before interacting with suppliers, ensure feam me-1bers have clear roles
end responsibilities tailored to their skilf sets

— Prepare for each session by understanding your g als for the negotiations
with any particular supplier and by also coosidericg what the supplier is
hoping to achieve, Agree the trade-offs you are w-lling to make and
thresholds you are not willing to cross beforehand: shift discussion of
unexpected trade-offs to later sessions, so that tea: alignment and
planning can happen beforehand

CONCLUSION

The late stage of the transaction, few terras open for pegatiation and limited buyer
leverage suggests that McKinsey could not add significznt value through this
engagement. As McKinsey strives to serve Transnet only on issues where we can
have outsized impact, we must regretfully conclude that it is in neither our
interests nor those of Transnet to continue this engagem :nt.

We wish you the best of luck in these final stages of & pirchase that will be critical
to the future of Transnet and South Afiica. T :

PROFESSIONAL ARRANGEMENTS

Per our summary of professional practices included in cur original proposal, we
believe that either party should have the freedom to terrinate fhe relationship at
any time if it becomes evident that the potential value othe work does not war-
rant further effort. In thT event that a project is stopped sefore completion, only
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the professional fees and costs incurred to that date are billed, For reference,
summary of our professional practices is attached t3 this memorandum.

At Transnet’s request, and in the course of corning to the above conclusions,
McKinsey has incurred expenses including an Engagement Manager, an Associate
and two Business Analysts staffed for one week, a; well as expert time for
interviews, and the professional services of ART. To cover these costs Transnet
will be invoiced R1.65m, excluding VAT, This is significantly less than the
original estimated wesldy run rate, as this first wee was supported by a smaller
tearn than agreed for the full engagement, in order o better understand our ability
to have mpact first.

et ey o At} e ]

i We would invoice you at the end of this month anc our standard payment terms
(% are 15 days from the date of issue of the jnvoice. 1itersst (at prime) will be
' 1) charged on past-due payments.

We regrel thai we cannot have significant impact ¢ 3 this topic under the
circumstances, and hope that it remains clear we 2:¢ committed to Transnet’s
! continued success, and keen to support you wheres i we believe we can make a

_— -

' H meaningful difference for Transoet and South Afti -a.
l] Sincerely
{

!)L F Vikas Sagar
] ' Principal

' ‘ Appendix/attachments:

} ) Summary of Professional Practices

0057-0366-0001-0154
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Summary of Professional Practices

McKinsey & Compauy, Inc.l, traditionally has followed several professional prac-
tices, summarized below, that are at the heart of our approach to client service. We
consider it essential that our clients understand these practices,

Effective client service usually requires our access to confidential information. We
recognize that you will entrust such information to us with the expectation that we
handle it carefully and professionally, We are commitied to meeting the highest
professional standards.

‘We will never diselose your confidential information, materials that we develop
for you from your confidential sources or information that we believe conveys sig-
nificant competitive advantage, to anyone outside our Firm without your prior
consent, except in the vnusual clicumstaace when wo arc legally compelled to do
s0. We will only use such information in connection with our consulting services
for you, and only those staff members with a “need to know® will have aceesg to
such information.

All McKinsey personnel are apprised of their professional obligations to our cli-
ents. Among these obligations is the vigorous protection of confidential client in-
formation. In addition, all McKinsey persomme] must acknowledge their under-
standing of this responsibility by signing a confidentiality agreement with
McKinsey.

The work that we do with you also may include information developed from non-
confidential sources and coneeptual frameworks, approaches, and generic industry
perspectives that do not contain your confidential informaticn. We bring such in-
formation, frameworks, approaches, and perspectives to each new assignment, and
any such information may be shared within our Firm and with other clients. We
are able to do this because we have retained ownership of such information,
frameworks, approaches, and perspectives (and of any enhancements thereto)
while serving our elients.

}
1 Thesa practices }apply {0 sepvices randered by McKinsey & Company, Inc. of any of iis affiiates,

TRt L T LR T T U e _TRANSNEITREF: BUNDLETOQQ.S_Z
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} We aspire to a relationship basec on trust and confidencs, and we welcome the

o opportunity to discuss any areas f particular sensitivity you may have regarding
the bandling of confidential imfo: nation. Where appropriate, we will enter into

} explicit confidentiality agreemer s.

}

COLLABORATING AND GETT:NG YOUR FEEDBACK

To ensure a structured and syster atic dialogue sbout our joint collaboration and
impact, it is our standard practic- to ask for formal feedback from key client
individuals (usually the Steering “ommittee) at the end of each engagement. We
typically use our proprietary onl: :2 tool to solicit feedback on our contributions

AN towards the project’s vision and oals. All data are secure and are used only as a
(7 basis for a dialogue with you on ow to serve you better. The feedback is not used
= B for evaluating individuals (neith: - McKinsey nor client team members).
|
3 SERVING COMPETING CLIEN 'S 7
;‘j It is the longstanding policy of b :Kinsey to serve corﬁpcting clients and clients

with potentially conflicting inter sts (including in connection with merger, acqui-
] sition, and alliance opporiunitie: and to do so without compromising cur profes-

R sional responsibility to maintain 1e confidentiality of client information. We place
primary reliance on the integrity f our professional staff to maintain such coafi-
dences. Nonetheless, we ensure 1 :at consultants who develop important insights
about your company are not late: placed in a situation of potential conflict. To as-
sure this, consultants whe had ac essto your confidential information will not be
assigned, for a significant perioc ‘ollowing an assignment for your company, to a
study for another client where su h confidential information could be used to your
material competitive disadvantas =

|

f

!

) . . ,
i~ Consistent with our confidential: y obligations, the consultants who work with you
_ ] are unlilcely to know that other - sKinsey consultants serve one of your competi-
' tors or another party involved in . potential transaction that you are considering or
} effecting. Similarly, you should : ot expect to be advised or consulted about our
serving your competitors or suck ather parties.

MANAGING RELATIONS WITH OUTSIDE PARTIES

As a basic policy, we do not ma! : public client names, client materials, or reports
prepased for clients without their sermission. We similarly require that clients not
use our name, refer to our work, r make our work products available outside their

0057-0366-0001-0156
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TRANSNET-

organization withont our prior permission. In those cases when disclosure from
either side may be appropriate, we will discuss this first and only proceed if we
reach agreement. -

Occasionally, we become involved in legal actions as witnesses, sources of infor-
mation, or as a party because of our work with a client. If this should occur, we
will advise you promptly and work closely with you and your legal counse] to
coordinate our response. We ask that you hold us harmless and indemnify us in
connection with associated damages and costs, including legal costs, except to the
extent they are found to have resulted from our gross negligence or willful mis-
conduct, Also, in the event that a substantial amount of McKinsey professional
time is required to respond to the action, the cost of such time will be discussed
with you and billed accordingly. .

TERMINATION

‘We believe that either party should have the freedom to terminate the relationship
at any time if it becomes evident that the potential value of the work does not war-
rent further effort, Tn the event that a project is stopped before completion, only
the professional fees and costs incurred to that date are bifled.

_ The practices summatized above reflect key aspects of our basie approach to client
service and reflect our commitment to maintain the highest professional standards.
We would welcome the opportunity to discuss our professional practices with you.

REE-BUNDLE-00939
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A. PURPOSE

This business case prawdes thé rat shale to' Invest'in "the”profitable’ General Freight
Business (GFB) :by procurlng 1064 8w locomotwes (485 ‘diesel,; 599 electric). This

business case demonstratés a clear n ed to accelerate facomotrve deployment to enable *

dellvery against: Transnet's Market D- mand Strategy’ (MDS) and achieve South Africa’s
broader sociceconomle objectives. T 2 new locomotive purchase will:

e Create value for Transnet by 2nabling TFR to deliver 170 mt by 2018M3 and
thereby achieve its MDS targs - This will result in a positive NPV {R2.7 biilion at
the TFR hordle rate of 18.56 p- reant and R34.1 blliion at the TFR WACC of 12.56
percent), top-line growth, enh \nced return an assets {ROA), and an improved
environmental footprint.

« Lower the cost of doing buiiness In South Afrlca by enabling operatianal
efficiencles that will increase c istomer satisfaction and Facilitate a shift from road
to rait. .

s Create and presesve 28,0001 di 3¢t and Indirect South African Jobs, and R68 hillion
in econemic Impact through lo- al supplier development.

A robust procurement strategy  thz iz aligned with Government soclo-economic
policies and appropriate governancs processes have been designed and instituted to
ensure fransparency, fairness, and v: lue maximisation for Transnet and South Africa. A
funding plan and forex mapagement & rategy are detailed In'the business case,

The risks that are inherent in a procu. xnent event of this nature have been identifled and
mitigation strategies are in place. Accordingly, it is recommended that the 1084
Eocomatives Business Case be appr ved at a cost of R238.6 billlon excluding botrowing
costs,

1 Proportianal to MOS-related job creation o 28 000 |
Transnet Freight Rall Capital projects '
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B. EXECUTIVE SUMMARY

y ] Business naed

Transnet Frzght Rall (TFR) is moving from a strategy of “responding to confirmed demand” to ereating

“eapacity to unlock demand”, The MDS s Informed by futura planned Investments that suppoct the

move from road to rall by targeting rail-friendly trafilc currently on the road as well as other volume

growth oppcrtunities, As part of Transnet’s MDS, TFR has committed to grow Its valumes by 143 mitlion

tonnes, fror 208 milllon tennes to 350 milllen tonnes; over 60 percent of this growth is expected to be

delivered by the General Freight Business {GFB), which will grow from the current 82.6 miliion tortnes to

170 million connes by 2019. TFR plans to invest R194 billion In capital to defiver this growth In total

volumes; of :his, R143 billion is planned to be Invested in GF8, R19 billion In export Iron ~re and R32 _ —
" billlon™in ex;'ort coal. OF the total capital invested In GFB, 53 percent will ke expansiorary and 47
. pertent sustzining capital.

‘ This investm ant in growing GFB volumes make buslness sense, as it lowers the cost of doing business
! ﬂ»} and accelera“es a modal shift from road to rall. The majority {85 percent} of the growth In GFB demand
. " is generated by: ril-friendly bulk commodities that need to be transparted long distan:es such as
manganess, riagnetite, and domestic Iron ore; butk commodities with certaln damand, like coal needed
for Eskom's ower stations; and contziner-based commodities for which exdsting demand moves on
road and wi'l shift to rall Moreover, South Africa 15 well-positioned on global cost curves for GFB
commodities that are exported, such as manganese, magnetits, and thermal coal, which n-itigates the
volurme dowr sids due to Inevitable global commodity volatility,

Currant and regw fleet requirements

The average :ge of the TFR GFB fleet Is currently 32 years and comprises 1889 locomatives, which are
broadly dividzd Into workhorses and shunters, with the workhorses being the prime Income enerators.
Thera was a ‘najor procurement of over 1000 locally manufactured electric locomotives In the 19705
and 1980s, w -ich became the workhorses of the current fleet. No new Jocomaotives were pu-chased far
GFB from 2832 through to 2008 when tha GFB fleat was augmented by a serles of pur hases that
included 50 “ike new” diesels, 100 dlesels, and 43 diesels; currently, 95 new electrics are on order from
China. These -urchases were not sufficlent to meet market demand and achleve a road to ral! migration.

]
J
|
f("}j;ﬁ The economic design life of a locomotive is 38 years. [n tha absence of new locomotives, the workhorse
_ = fleet was ghvon life-extending upgrades where possible that extended the working iife t» 45 years.
However, this has resulted in Increased malntenance costs as well as difficulty in obtaining spares. As
| the most cost effective and technology-compatible options for extending the life of a locc notive are
J exhausted, further extensions are no longer economlcally cost-effective or technologleally practical,

Propesed way, forward on logomative fleat expansion-related economic impact

The recommznded way forwerd Is for TFR to proceed with programmatic procuremeit of new
locomotives, “FR has explored two optlons: continulng with the status quo, which Is economically
unvizhle and ~oes not suppart the volume ramp-up envisaged hy the MDS, putting the entre MDS at
fsk; new locor otlve acquisition is the only viable and recommended option:

Transnet Freight Rall Capltal projects !
1064 Locomotives Team 18/04/2013 { page sof102
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s A status quo seenario, The current fleet has already begun to run out, Based on TFR's cument
Locomative Fleet Plan, the number of locomotives In the GFB fleet will decling from 1889 In
2014 to 1552 by 2018, with further run-out thereafter as the oldest and costliest assets in the
fleet are retired. Half the fleet will be retired within 10 years and nearly the entire fleet within
20 years. If this run-out is not addressed, TFH would only have capacity to transport 85 millian
tornes In 2019 — 85 milllon tonnes short of its MDS commitment, representing a cumulative
revenue shortfall versus the MDS plan of R73 billion over this pericd. MDS will not be executed
and there will be a negative Impact on cash interest cover (CIC) and gearing.

A new locomotive procurement scenaria, TFR has to invest In new locomotives to replace its
current aged fleet and to support Its planned volume ramp-up. To achieve this, TFR needs to
procure of 1064 locomotives {485 diesel and 559 electric) over the next 7 years. Procuring 1064
new locomotives between 2013/2014 and 2018/2019 would have 2 posftive NPV of R2.7 billian
{discounted using TFR's hurdle rate of 1B.56 percent; NPV would be R34.1 billion if discotnted
using TFR's WACC of 12,56 percent). Accordingly, the only viable solution to deliver on GFB's
R53.8 billion revenue MDS target in 2019 Is to procure new locomotives. ;

P—
L J

Benefits of the 1064 locomotive acquisition programme
The 1064 locomotive acquisition will benefit Transnet, South Africa and South African business.

For Transnet, the locomotive acquisition programme wili;

« Enhance locomotive operational efficlency thereby increasing asset utilisation.

- TFR will leverage new tochnology spacifimtion lecomative efficlengies. The new
locomatives increase the rata of the fleet’s avallability and reliability. In addition, further
operationa! efficiancies may be possible by leveraging Increased tractive effort to [imit
the number of locos neaded for a given 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 locomatives).

- The programme offers TFR an opportunity to standardise its locomotive fleet by
procuring a limited number of focomotive types. This will result In 8 host of benefits
including simplified maintenance.

e Create business apportunities for Transnet Engineering {TE} to substantially participate in the
locallsation programme and thereby retaln a portion of the locomotives’ spend within Transnet.

« Significantly impact TE with respect 1o maintenance practlces and consolldation of malntenance
depots where the new locomotives have extended service Intervals and on-board diagnostic
health monitoring systems where full advantage Is to be taken of the currently available
technology and international best practice. This is the result of a full deploymenf plan developed
by business unit, year, ¢lass of locomotive and depot,.

« Enhance Transnet’s return on assets and Increase financlal sustalnability. This will be driven by
volume growth and declining unlt costs of production and will be achleved despite the increase
in depreciation.

For Sauth Africa, this large-scale procurement programme will;

s Create R68 billion In localisation benefits for the South African economy. Transnet stipulates
local content of 55 percent for diesel and 60 percent for electric locomotives. Given the
economles of scale on the purchase of 1064 locomotives with the stipulated localisation

Transnet Freight Rall Capital projects
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requirements, desired locallsation can be achleved for only a 2 percent average cost of
?m , localisation — an additional Investment of R400 million. This equatas to a highly attractive
i benefit cost ratlo of 17010 1,

* C(Catalyse the sustzinable development of a South African locometive production Industry based
g on the procurement of 1084 locomotivas over approximately 7 years and an estimated on-going
: annual need of 80 locomotives driven hy TFR's 30-year replacement life policy,
'I s Develop manufacturing skills, which will ultimately support not only the locomotive industry but
‘ also South Africa’s manufacturing sector more broadly,
l ; e 28,000 Indirect and direct South African jobs, created and preserved.
; e Achleve greater road safety and fewer road fatalities by supporting the shift from road to rall
‘ e Energy savings will be achleved, with 8- 10% lower fuel consumption for diesels and 18% energy
‘ savings for electrics, For the diesel locomatives alone, this will result In savings of over 31,000
—— -~ tonnes of CO2 and RS million per year by 2018/2019. o

) For South African business, the locomotive acquisition wiii:
» increase customer satisfaction and enhance the ease of dolng business as higher locomotive
rellability results in better adherence to schedules.
s Lower the cost of doing business by catalysing a shift from road to rail, which Is a mare cost-
effective mode of transportation for distancas over 300 kilometres. Given the spatial dispersion
. of Sotrth African centres of economic activity and the distances between the ceptres of
production and ports, this will benefit most businasses. .

s Lower infrastructure repalr costs driven by the road to rail shift as damage to roads from the

. current trucking of commoditles like coal is reduced. In addition, it will contribute towards a
reduction in road traffic fatalities,

Programmatic procurement strategy and evaluation eriteria

' Transnet's procuremeant stratagy for the acquisition of 1064 new locomotives, approved by the Board,
I : includes the following key aspects:
. « Alignment with the Government of South Afrlea’s sociceconomic policy framework, Including
‘ CDSP, NGP, NDP, 55|, and (PAP2. '
l o] » Increasing local content through developing skills, creating Jobs, and transferring technology.
"1} 5 Transnet's programmatic pracurement strategy follows thrashold requirements for locomotive

) O Jocallsation, in Ine with those designated by the National Treasury (i.e., 55 percent for diesel, 50
- C-‘J"‘ percent for electrical locomotives),
‘ } e Appreaching the market through an open tender procass to attract the broadest possible
. supplier base and maximise value for South Africa and Transnet. Tenders have bean issued for
& both locomotive types. The RFP closure date is April 28th, 2013, -
e A six-step evaluatlon methodology will be applled based on the evaluation crlteria. price 60
l
|

percent; supplier development 20 percent; and Broad-Based Black Economic Empowemment (8-
BBEE) 20 percent,

Transnet Freight Rail Capital projects
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Managing sensitivities and risks

Procuring Transnet's 1064 new jocomotives In the most capital-efficient way requires a detalled
understanding of inherent volatilities, risks, and mitigation plans, The locomotive requirement and the
pace at which Transnet nzeds to deploy its capital in the base case scenario s shaped by two factors:

Voluma volatility. TFR’s overall locomotive procurement programme Is based on current,
validated MDS GFB volumes. However, given the volatility in the global and domestic economy,
the realtsation of these volumes may be different than planned. If volumes grow faster or, vice
versa, slower than the MDS plan, Transnet must adjust its locomotive pracurement accordingly.
This flexibility needs to be built into its procurement and contracting strategy to enable it to
accelerate or throttle back the pace of locomotive purchases without penalties.

Operational efficiency potential, TER's current Fleet Plan estimates the number of locomotives
Including the potential efficlencies that can be captured from technology improvements and
operational fiexibility of new locomotives. Further operational efficiencies may ba possible by
leveraging Increased tractive effort to limit the number of locomotives needed far a given flow
or redesign of flows altogether. These operational efficlencies have not been incorporated inthe
business case- capturing them could reduce the number of locomotives needed and Improve
the upside of this business case, The aforementioned flexibility Transnet builds into its
procurement strategy will also address this sensitivity,

The following are some of the key risks and sensitivities that are important to conslder and mitigate:

Valumes. Of all variables, volume risk has the greatest potential to impact NPV. For example,
with 2 slight undarperfermance (7 nercent versus MD3S targets), Transnet would experlence
revenue shartfalls of R16.4 blllion and a reduction In NPV of R1.7 billion. Hawever, under the
worst case scenario (growth of volumes in line with GDP as opposed to MDS), NPV wauld be
reduced by over R20 blltion, This reinforces the aforementioned need for a flexthle procurement
and contracting strategy, allowing locomotives to be brought online as they are needed.
Detivery schedule. TFR already has a shorifall of DC electrics, with the electric locomotive
shortfall projected to grow to approximately 122 elactrics and 32 diesels by 2015. Given the
previgusly expected timelines to procure new locomotives locally, TFR may not he able to close
this shortfall until the end of the MDS period. Under the base case (procurement In line with
schedules stipulated In the RFP), R13.3 bililion In MDS revenues would be at risk; this would
mare than double under a moderately delayed scenario with further downside under the worst-
case scenario. As a result, procurement and preduction timelines are being tightly managed to
ensure the swiftest possible locomotive delivery, and immediate mitigation strategies are being
explored. Thesa include front-loading orders with international suppliers and exploring leasing
options. -

Tarifis. The MDS GFB tariffs are expected to increase faster than CPI through 2020 {7 percent
versus 6 percent). Given that the pricing an almaost all GFB commodities Is balow the cost of full
economic recovery even after taking Into account all efficiencies, the pricing corridor in TFR's
pian §s achievable. However, should global and local ecopomic conditions create challenges and
tariffs above CPI cannot be implemented, the implication would be a reduction In the NPV of the
business case by upwards of R4 billlon,

Foreign exthange exposure, Assuming target levels of localisation, a change In the Rand to US
dollar exchange rate of 10 percent would represent a ~RL.2 billlon impact on capltal
expenditure. Given 15 percent de.vatuatlon]of the rand against the US dollar over the past year

Transnet Frelght Rail Capltal projects
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alone, such velatility s not unrealistic, See the Treasury Sactlon below for the mitigation
Strategy.

» Llocomotive purchase price. Closely linked to foreign exchange fluctuations are additional
locomotive price risks that need to be actively managed during contracting and negotiations
{e.g., change order risks related to detalled specifications). A purchase price Increase of 10
percent would have a -R1.5 billion impact on NPV,

Transnet Treasury requirements relating to the locomotive acquisition

Funding plan. The acqulsition of 1064 locomotives will cost R38.6 billion and has been included In the
overall MDS funding amount of R86.5 billion over the next 6 years, Consequently, the funding options
will include those in the borrowing plan as contained In the approved Transnet Corporate Plan
201372014, A mixture of cash generated by operations and external borrowlng will be used to fund the
acquisition. Twa-thirds are assumed to be financed using cash generated by operatlons, and about R13
billion will need to raised externally. The extemal funding will be raised utliising both the Glebal Medium
Term Nate programmae for dollzr funding and established domestic sources for Rand funding — e.g., the
Domestic Medium Term Note programme. In addition, options like development finance institutions
{DFls) and export credit agencies (ECAs) will be considered to fower the cost of funding.

Foreign exchange expasure management. Transnet’s Group policy on Financlal Risk Management
requires that all contracts must be elther Rand-based or effectively hedged to minimise the risk of
financlal loss due to exchanga rate fluctuations. Should a Rand-based contract not be possible, hedge
accounting will be applied to manage any foreign exchange volarility. The project will be hedged
according to the Group Financial Risk Management Framawork,

Robust governance
Given the magnitude of this transactlon, Transnet has developed a clear governance framawark,
including:

» The highest standards of confidentiality, reinforced through a High-Value Tender pracess with
oversight from Transnet internal Audit.
¢ A 1064 Locomotive Steering Committea meeting, chalred by the Group Chief Executive Officer,
has been instituted. This Steering Committee [s constituted as a sub-committee of Group ExCo.
e A PMO has been establlshed at TFR with specific responsibilitles far: tracking progress tawards
millestones; establishing and ownlng a virtual data room based on best practice; scheduling
Steering Committee meetings at the request of the Chalr and following up on action items; and
ensuring that confidentiality protocols are In place.
Ensuring operational readiness
TFR has operational readiness plans in place to ensure efficlent deployment of its new locomotives:

+ Critlcal path interdependencies — Integrating locomotives, demand, wagons, infrastructure
and operations, Wagons are tghtly linked to the commodities they transport, while
locomotivas relate to the mass but not the commaodity itself; thus, locomatives are allocated
according to the tons transported over the particular operating sectlon,

The proposed dlesel locomotives can operate over most of the network with the notable
exception of long tunnels. Cun{ent single voltage electric Jocomotives (AC or DC) are confined

Transnet Freight Rail Capital projects
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according to the current electrification network. This imposes operational Inefficiencies due to
the traction chanzes. The new electric locomotives will be dual voltage, eliminating the need to
change tractive powes and enabling tralns to bypass yards.

in addition to tre Haxibility afforded by the locomotive standardisation above, the 1064
locomative deperdencies with megaprojects, such as Manganese and Waterberg, have bean
considered and addrassed. Human Resources planning Is equally ciltical to execute 2
programme of th's mzznitude. For example, to support the overali TFR fleet ramp-up, TFR wili
need to traln 3C65 traln drivers and assistants. To address curtant driver shortfalls and
increasing requirements over time, TFR will need to begin training drivers Immediately.

Maintenance reg'me. TE will be slgnificantly impacted with respect to maintenance practices
and the consolida’ion of maintenance depots. New locomatives have extended service intervals
and on-board diz mostic health monitoring systems, requiring a different malntenance regime
than TE currently delivars (e.g., larger “super depots” for large-scale maintenance, with smailer
stations for refue’ ing and other basic services).

Conclusion

Transnet’s purchase of 1764 lotomotives is a critical procurernent event that will facilitate Transnet's
delivery against its MDS targe’s, transform the business, Increase operational efficlencies and support
local supplier developmers, Transnet's procurement strategy will be flexible encugh to adapt to actual

locornotive demand that i realised over time.

Recommendation

Transnet recommends to :ae Baard of Direstors for approval:

» The acguiritior of 1064 locomotives for the General Frelght Business
¢ Estimated tota! costs of the acquisition of R38.6 billion as per the Corporata Plan

{excludinz the potential effects from

escalation i},

forex hedging, forex escalation and other price

Signed by:
Brian Molefe Slyabonga Gama Angj Stngh .
Group Chief Executive TFR Chief Executive Group Chief Financlal Ofilcer

Johannesburg, 18" Aptil, 2013

Transnet Freight Ral!

Capital projects
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C. BLISINESS CASE

1. Cotext

Transne ’s MDS Is driven by Transnet's shift In strategic focus from “responding to confirmed demand”
to crez: ng "capacity to unlock démand”, In addition, it Is a response to the Natlonal Development Plan
and Nz “‘onal Growth Plan imperatives seeking to contribute to South African economic growth and
create | bs an an unprecedented scale.

Shiftin ‘ransnet’s strategic focus and resulting Infrastructure needs
The TFF VD5 was borne of 2 number of strategic drivers. These include:

. _"he intent to make a significant contribution to national objectives embedded I the New
Srowth Path and the National Development Plan - to create capacity, to enable an export-led
trategy, to develop infrastructure and to creata jobs and develop skills.

= o address the legacy structural imbzlances In the freight transport system, Slgnificant
annages of freight are conveyed by road rather than rail which contribute to high loglstics costs
and compramises country competitivenass) and to the cost of externalities. Greater tonnages
f traffic belng transported by rall would make 2 significant contribution to reducing the number
of heavy trucks on roads; overall transport and logistics costs; cost of extarnalities L.e,, road
lamage, road accidents, road congestion, naise pollution, carbon emissions, the Impact of rising
uel prices,

* "o pursue opportunitles far growth in transportable GOP by targeting rail-frlendly opportunities,

Tha MG Is informed by future planned investments that generste rail-friendly traffic and target ra2il-
friendly raffic currently on the road. As part of this strategy, TFR has committed to grow its volumes by
142 wil! an tonnes to 350 million tonnes by 2018/19. Over 60 percent of this growth is expected to be
delivere | by the General Frelght Business {GFB), which will grow from tha current 82.8 miilion tonnes to
170 ml!t n tonnes by 2018 and is the fotus of this business case. To enable this strategy, Transnet plans
1o inves - R308 billlon over the next 7 vears, The total investment directed to TFR will be R194 billlon to
deliver ¢ 1its significant volume growth targets; of this R143 billion is planned to be Invested In GFB, R19
billlon Ir. export Iron ore, and R32 billion In export coal, OF the total capital Invested in GFB, 53 percent
will be i~ expansionary projects. )

GFB’s ct Tent situatlon Is an important point of departure to fully understand the businass case. White
TFR has :teadlly ramped up investments sinca 2004/05, these have been largely directed at the export
Iron ore and export coal businesses, By contrast, little has been spent on expanding GFB capacity and
infrastru ;ture slnce 1992, Even in move recent years, as per the Exhibit helow, the focus’of GFB capex
has beer maintenance rather than expansion.

Even In - 1ore recent years, as seen In the exhibit below, the focus of GFB capex has bean malntenance
rather ti an expansion,

Transne’ Frelght Rall Capftal projects
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HIBIT 1

3FB expansionary has historically been undercapitalised with focus on
-eplacemant over expansionary expenditure
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5 has left GFB highly undercapitalised, with its aging infrastructure unable to meet current market

¢ nand let alone generate and service new frelght demand in sectors where South Africa has a

parative advantage. This not only limits the growth of Tronsnet but more importantly hampers the

. wth of South Afrlca’s economy and leaves the cost of doing business In South Africa uncompetitive,

ticularly as the road share of total frelght transport has Increased over time at the expense of rafl. it
herefore imperative to rectify this and to enable TFR to service current rail-friendly demand,

* wlate further demand, and catalyse a shift frorm road to rall.

: MOS will address these Issues, laying out a plan to lmprove financial stabllity, productivity, and

7 -ratlonal efficiency and to shift demand from road to reil. Through this strategy, Transnet will: reduce

zost of dalng business while becoming mare carbon efficient; enable economic growth, job creation,

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

+ 25ting In GFB Is a sound business declslon. The growth in GFB valumes ls driven by commodities and
< vs that are rail-friendly and attractive for TFR, The majority (85 percent) of the growth In GFB
¢ nand Is generated by rali-friendly bulk commoditles that need to be transported long distances -
. nganese, magnetite, domestic lron ore, contalners; with certaln demand — e.g., coal needed for

om’s power stations; and commodities for which existing demand moves on road and will shift to

Moreover, South Africa Is well-positioned on global cost curves for GFB commoditles such as
aganese, magnetite, and thermal coal, which mitligatas the volume downside due to inevitable global
amodity volatility. ‘

i 10ugh global growth has been constrained by the slowdown in globz| and local economie activity, the

st itegic Intent of the MOS remalns, and volumes are prolected to grow from 82.6 milllon tonnes in
2C .2/13 10 170 milllon tonnes in 2018/19.

Tr= nsnet Frelght Ral Capital projects
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National Development Plan {NDP) and Natfonal Growth Plan {NGP) imperatives
Transnet is an important enabler of South Afrlca’s NDP and NGP.
Alignment with priority infrastructure Initlatives for South Africa

The NDP aims to address poverly and inequality by creating a favourable environment for public and
private investtment to create jobs and Increase dispesable Incomes. Its imperatives include economic
growth, Job creation and skills transfer, 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 million jobs by 2030, requiring economic growth of 5.4 percent. The
South African govermment has made infrastructure a imajor priority, recently announcing the

- establishment of a Presldential Infrastructure Coordinating Commission and planning Investments of

more than RBOO billioh over the next 3 years. Transnet's major infrastructure projects are Important

pillars of Strategic Integrated Projects (SIPS) and playing their role In deflvering on economic growth and
job creatlan objectives,

GHG emission cammitments

As a state-gwned enterprise and one of the top 10 carbon emitters in South Africa, Transnet has placed
reducing carbon emissions high on its agenda, South Africa — having set aggressive targets for carbon
mitigation {a 34 percent reduction by 2020 committed at COP 152 in Copenhagen) and hosting COP 173
n Durban in 2011 ~will count on state-owned entitles to he role models In this regard.

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

2. Business need

To dzliver on MDS, GFB will need to grow Its volumes transportéd from 82.6 milllen tonnes to 170
million tonnes between 2012/13 and 2018/19,

2.1 The shift from road to rail

One of the drivers of this shift Is TFR’s stated objective to capture market share from road, The ratlonale
for this Is that:

» Rallls cheaper than road for Jong-hau! transportation of large parcel sizes, thus reducing the cast of
doing business and making South African goods mara competitive. The exhibit below shows the cost
saving of rail over road per given route and commodity.

+ Rall produces lower emlissions per gross tonne kilometre than road, thus assisting South Africa’s
GHG etnisslons reduction effort.

2 The 16th Cenferancs of the Partles (COP 15) to the United Nations Framewcrk Conventlon on Climate Changs
(UNFCGCC) - Copenhagen.

3 The 17th Confarenca of the Parties (COP 17} fo the Unitzd Nations Framéwcrk Conventlon on Climata Change
(UNFCCC) — Durban, South Afrca.

Transnet Frelght Rail Capital praojects
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Haulage by road damages road Infrastructure, requiring 2 significant Investment to repair the roads.

Furthermore, for developing econamies like South Africa, economic growth results In a relatively higher

imply (Le., a higher contalner volume multiplier, which measures the marginal effect of economlic
growth on freight volumes),

Therefore, glven the tlear impetus for volume growth and a shift from road to rail, delivering on the
MDS depends on TFR's ability to capture volumes, TFR plans to capture rall-friendly volumes from rozd
by developing a comprehensive value proposition based on customer needs. Rail-friendly goods are
. typically mineral and mining commoditles and some manufactured goods, as well as raw material inputs
to manufactured goods (such as steel and cemant] that are conveyed fram siding to slding in (arge

parcel sizes, over relatively long distances,

EXHIBIT 2

} increase in trade volumes — and therefore freight demand — than GDP growth rates would otherwise

Road to rail shift has a cost advantage In most commodities in key
corridors at long distances

H Ral moe wet-efectve [ Road morecosteffeciiva

2 i)

ERETN D
Commodity Durban- Gauteng® Capa Town- Gauteng?
Electrical machinery 1 851 T oL e) 2,418
Automative parts and accessories . T L0 R W] 3558
Foud and food procassing -1333 Eﬁ:ﬁ%ﬁ
Machinery and equipment
Qther demicls
Transpot equfpr;ent
Motoe vehicles . .

Paper and paper products
Indusoial chemicals

1 The supply chein @miprises direct st {lrintpartabort, warthousing, adein) and Wndirect custs (et sales, olselasterta, Jwventory carrying @) far
exparts from Gauteng Lo mievast part 1 2008

2 lnd e of ~ T (rom Galteng 1 Durbao

3 Laad dlyarce of ~ 1250k Irem Bautens to Cape Town

SOURCE: Strkantnrch Univeraty; Triesat quotes, MEX; LGOS modsl

2.2 GFB demand increase by commadity

From the TFR Corporate Plan, frelght rail volume projections per commodlty from 2013-2019 are
summarisad in the following exhibit. The projections represent a market demand view of volumes in
support of South Africa’s New Growth Path {moderated In line with port capadty and Eskom electriclty
supply), and they reflect a significant growth In volume for the overall general freight commaoditles,

Transnet Frelght Rail Capital projects
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"] - EXHIBIT 3
1 MDS volumes by commodity
i
— ] BuslnﬁUnit gﬂﬁgd 2014£ﬁ 2015716 2516717 2007f1R 2018719
Agricatture & Bl Liquld 1266 1439 1563 1802 1866 1926
Codl 1685 1952 2693 3634 4461 a8
. ‘| Manganase 8.7 a8 11.57 13,05 1556 17.03
' I Contalners and Automotive 1263 1427 18327 1994 1525 1671
] - ————— {Minera Mining & Chveome - - 1853 2032 2645 2883 3041 3057 e ST
‘1 : Sel & Camentt 2184 2666 337 3523 3647 3089
) Genernl Frelght (mt)  sL21 10427 ’ 122,27 (5146 160.66 17045
: (}I 4 Coal (Bxport Cos) 77 B1 81 B4 95 975
ey -
" Expart Iron Cre 615 623 613 703 7.3 825
. ! TFR Yozl {mt) 229:71 247.57 270.57 -;'95.75 333.86 35045

a To capture these increases in frelght demand, GFB hz: developed a commodity-level commercial
jl strategy, The next two exhiblts show the sources of grow th from the major commodity flows and the
various strategies developed to address them, Ses Suppc. ing Documentation sectien E1 for the full 7-
year commodity growth. Grawth in coal volumes will ba d:lven by Eskom’s shift from road to rall on the
Eskom-Tutuka and Eskom-Majuba flows and the developr ent of new power stations. Steel and cement
will be driven by a competitive pricing strategy siming {c capture domestic coal, and iron ore volume
growth from the government Infrastructure developme: t plan. The focus on unlocking capacity for
junior miners will capture volume growth from mangar2se export, Mineral volume growth will be
secured through penetrative pricing strategles in the grow!1g market.
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) EXHIBIT 4
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Rationale for 79mt increased commodity demand far GFB from 91mt in
2013714 to - 70mtin 2018/19 (1/2)

Growth
Cer nerdal strategy Key Hows [{Aml) Ratlonala
T sture homasing eoal export + Export O/ .81 * YO I expand dus o Umpops.
voumes Maputo projects (Vele and Makhada)
3 wom move from road to )
Z_zurevolumes through laka  *  Eskom = Tuluka 55 = Trensiton from el ontainers o
<. pay conlracts . Uppler solstions in 2 years
* Eskam - Majuba 52 s Eskam road to /al migration plon
« Coal - Oher 113+ Sustalned strong demand for SA coal
Gue to China ang India emerging as
net thermal coal importers
T, stomer-focused valus = Coal (domestc) 38 = Diiven by growib In other Industries
H :Sns?tm} ] m {e.9,, Sted], timber}
£ dsion of griclg
2 3orng marke's ex-SA * Tron cre (domastic B + Comestic and rglonal cansimpticn
v Sishen) of et fueling temand for bom-cre

& new bon ore export from

‘Thabazimit? to Richvards Bay/Maputo |

SEC - Other 104

L &mgntvn!umtnkmhlh‘a
with SA% GDP growth {4% on

averge}
Freinhhaﬂkah:lamehh:uﬂ-
friendly volumes I Bus secior

e ®

= ¥anganess 33

o g P

N

plmned hr";!bomih bradittonal mirers
13,

; EXHIBIT §
} Rationale fo: the 79mt increased commodity demand for GFB from 91mt
]’ in 2013/14 + ) 170mtin 2018/19 (2/2)
Growth
C_c merdal sbralegy Ky Mows {Ame} Ralonala
*  .tng slmed at merket * Magnels 24+ Demend Som China driven by strsi
: nefation {Bport Maputo) praduction
] « MMC-Other S6 ¢ GOld ore ind oiher minmals enjoy
{ o healthy demand
AN = . ribesse mnert podects ¢ Goal (Eskom = 16 + Comand hoease drbvan by
‘J webp Feelght hubs In key Carngan) Ircrearad glociiicly usage
« Contalners L6 = Rall contziner volumnss to hoezss
in line with F:ﬁqhtlal‘snbje:m of
| increasing market share aleng key
Intermodal rouies such as the
] i
) ~ ansnet Rafl and Port * G, maks, wheat 21 » Demand lncreasa dovan by
' : pacey support [or agrs and foodstulfs creased electiicty usige
Jisﬂumdwrnl
| rastructire » Qther 4.5 » Increeced ovar border damand from
v ) . mmand shift from rezd o Y Botswari and Mozamblgue
* Sappi expansion
}J 732
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l 1 2.3 Invéstment history and locomotive fleet run-out in GFB
; Overview

™ This section demonstrates that the currant Reet is Incapable of meeting demand. Half the fleet will need
' : to be retired within 10 years and pearly the entire flaet within 20 years,

Investment history

i TFR is generally considered to be under capitalised with an aging Infrastructure unable to deiiver and
l consequently hampering South Africa’s economic growth. TFR has three distinct areas of operations,
namely General Freight, Coa! Export and lron Ore Export. The Coal and Iron Ore Export operations are
ring-fenced operations with assets dedicated to a single commodity. Since 2004/05, they have been
upgraded and expanded to take advantage of the commedity baom. By cantrast, little has been spent

" on General Frelght since 1992, as can be seen In the next exhibit. - : T

!
L]

e
.4

N EXHIBIT 6
=4 C} . Thededine in general frelght valumes, poltical socertainty and .,ﬂ:-w‘sw
g covporatisation of rall fed to a signtficant £all In tavestment F
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Sorroe: Tevm Ardyas, Trenarehioente Moderiam ey FetPan-Darsber 2010 !
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Remedial actions to mitigate locomotive run-out

The expected useful life of a locomotive ts 30 years with a full mid-life Intervention at approximately 16
to 18 years, which Is part of the normal life cycle of the locomotive, The average age of the TFR Genersl
Fralght Locomatives Is 32 yeors and current programs have extended the life if the workhorse
locomotives to a maximum of 45 years. All the locomotives that were suitable for life extending
interventlons have already been targeted and the remalning locomotlves are technologlcally
incompatible.

Locomotive mid-jife Interventions are part of the normal life-cycle process to achleve the design lifa of a
locomotive, The me}:hanica! components have a life of 30 years but the electrical ancii electronlc

Transnet Freight Rall . Capltal projects
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components and systems have a-shorter life based on natural degradation and the rapid evolution of
control technology. Electrical spares generally have a ten year guaranteed availability after which they
become obsolete and often unavallable. Component replacement within the design life of a locomotive
is not life extending but part of the planned tota! cost of ownership.

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

The first Implementation was to upgrade the workhorse 6E series of locomotives to the 18E series
through a partial redesign, a rebuild and upgrade of components, and the replacement of the electro-
mechanical control system with an electronic control system. These upgrades improved locomotive

output from 170kN to 200kN and extended locomotive life by 15 years. The first of the upgraded

locomotives will run out in 2017/18.

The second implamentation was an upgrade program to the class 34D and 37D locomatives supplied by
General Electric {GE) and General Motors (GM). These upgrade programs comprise a mix of extensive
routine maintenance, rewiring and parttal body repair. The differentiating upgrade feature is replacing
the outdated and obsolete control systems with state of the art electronic control systems which
improve control and prevent driver abuse. By analogy, It can be compared to traction control on a
modern motor car that prevents wheel spln,

The impact of undercapitalisation on locomotive performance

The extension to 45 years was a consequence of not being able to afford new locomptives at the tima
and was not a farmal restatement of palicy. By extend|ng a locomotive's life to 45 years, TFR has
suffered higher faults per million kilometres, lower gross tonne kilometres, and substantially higher
maintenance costs. This has decressed customer satisfaction, leading to a shift from reil to road,
Increased the Total Cost of Ownership [TCO) of locametives and reduced TFR's ROA.

Life extenslon programmes nermally range from 10 to 15 vears, Beyond the IS-year period the
technology becomes outdated. Although refurbishment options may seem cost-effective on the surface,
as the life of a locomotiva is extended, fallures increase, As locomotives age, malntenance becomes
increasingly difficult, Spares become difficuit to obtain because of shrinking markets and outdated
technologies, There are also fewer skills to maintaln dated technologles, as newar entrants are unwilling
to skill themselves on previous technologles. These oparational inefficiencles and failure rates have
comprorised TFR's abllity to increase its volumes and have cantributed to a rail-to-road shift.

Purchasing new locomotives would allow TFR to depreciate Its costs over a 30-year useful life. Mare
importantly, due to the increased rellability that new Jocomotives provide, Transnet would be able to
significantly increase the volumes it transparts, This would drive substantially higher ROA for the
business.

Through past refurbishment strategles, TFR has exhausted almost oll meoningful rebuild oppartunities,
Thus, even if it were decided to extend the |ife of current assets ance asgaln {and suffar continued
operational Inefficiencies and lower ROA), TFR would not be able to do so. The next exhibit shows life
extension optlons are limited to 6 percent of the fleet, as the aged locomatives have gone through
extensive refurbishment over time to a point where they can no longer be refurbished, Fiven the

Transnet Freight Rall Capltal projects
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“yvoung” locomotives in the fleet are refurbished versions of older models. For example, although the
18E Is listad at an average age of 8.5 years, it Is, In reality, an upgraded version of the €E, a locomotive
that was purchased in the 1970s.

EXHIBIT7

The current GFB fleet Is aged — lifa extending options have
been exhrausted ~ only 6% targeted for a complete rebuild
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Conclusion: TFR will expetience a R73 hillion revenue shortfall if the procurement option is not
exercisad. The next exhibit shows that, unless new focomotives ate purchased, the fleet will lose
&Smillion tonnes per annum In capacity by 2018/18.
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EXHIBIT 8
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Glven the current trajectory of TFR's fleet runout plan, ¢t mulative

revenues of R73bn will be at risk by the end of MDS in 2019, with

further revenue at risk thereafter
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3. Proposed solution

3.1 Overview

To meet the fleet requirements necessary to support the MDS volui. es, TFR needs to procure 1664 new
locomotives, However, flexibility must be bullt Into procurement t- account for two factors — demand
fluctuations and operational efficiencles captured — that will ultim: ely affect the timing of locomative

requlrements.

3.2 Locomotives required to service market demand

TFR's Locomative Fleet Plan was presented to the Transnat Board {  Aprll 2011 and was approved. This
plan provided details on the fleet’s composition; how it would r n-out subject to the availability of
funding; the locomaotive upgrades; and the new locomotives requir- 1 to achieve volumes of 110 million
tonnes per annun, Since then, the plan has been updated to refiz: the fleet GFB requires to meet the
revised MDS volumes, which ramp up from 82.6 milllen tonnes in  012/2013, to 127 miillon tonnes In

2015/16, to 170 million tonnes in 2018/19,

The plan's key objectives are to:

.« Maintaln and expand current capacity to meet the increasir. demand:

~  New locomotives required to sustaln the current fle {.
~  Mew locomotives required to deliver the increase i volumes.

|
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» Standardise the flaet to resolve both operational and maintenance difficultles = such as trafning
drivers, planning route designs, and malntaining locomotives - that arise with a diverse fleet of
multiple locomotive types.

s (Capture improved operational efficiencies provided by new generation locomotives.

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

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

EXHIBIT 8

Locomotives required according to feet plan

Number of iocomeiives (3 cumubtive number of beometives taken info servics
B tLocomotives on order
B3 Flest aftar run-out 2nd operatienal [sses

.._,.
4‘\" I

2,582

i

£55
Lok
2
!

e

HEE

i
;4:
g

I

2013/18 14113 15418 wsn? 17718 1819

I ! New locomotlva procurement is a catalyst to unlock this demand through standardisation which
" Increases flexibility to dellver Increased operatlonal effidencles. This will increase customer satisfaction
and enable the shift from road to rail. For example, the exhibit below shows how locomative efficlency

and wagon turnaround times would improve with a renewed fleet, Refer note below.

However, the ultimate number of locomotives needed could change over time depending on the
cperational efficlencies captured and volumes realised,

| |
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™ EXHIBIT 10

Improved operational performance and lacreased customer
satisfaction from the upgraded fleat
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' The increase in locomnative efficlency Is based n three factors; firstly, an inherent improvement In
procurements; and thirdly, operational flexibility.
Volumes
Increasing volumes during the MDS period are @ primary driver of Jocomotive requirements. However,
Transnet’s ability to meet the targets set out ir the MDS will depend on external market conditions,
Including the growth of the South African ec: tomy and changes in the demand for commaodities
shipped. Should conditiens change (e.g,, modif atlons ta Eskom’s new build timelines would have a

} significant impact on domestic coal requirement: and a slowdown In GDP growth would result in fewer

By ) S containers shipped), locomotive demand will c. ange. As a result, locomotlve procurement timelines

’ must be flexible enough to adapt to potentiz changes In volumes based on macroeconomic and
demand conditions.
: Operational efficdencies -

The Fleet Plan will be affected by the operationa’ afficdencles captured from new locomotive technology.

efficiencles to be captured (e.g., Increased avz ability, reliability and operational flexibllity and fower
malntenance). Rightly — and conservatively ~ he Fleet Plan does not estimate unproven potential
; additlonal operational efficiencies that could be achieved from optimisation of flows based on the new
] technologles {a.g., running dual-electric locom tlves across routes that previously required multiple
) changeovers from AC to DC technolegies).

i The plan takes the position that new locomc lves' improved performance will enabie operational

Transpet Freight Rait Capital projects
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The following exhibit shows how different assumptions of volume and operational efficiency could
I ultimately lead to different locomotive requirements, Thus, to account for factors that could affect how

quickly Tocomotives are needed, Transnet must pursue a flexible procurement schedule, build™ng In
trigger points that will be staged throughout the MDS5 period.

EXHIBIT 11~

Tha need for 1064 locomotives is determined by the realisation of
volumes and operational efficiencies — which informs the procurament

4 THs incorporates beneltts from Ihcressed svaSabRy end re'aihy, Srantand’satins of the frak and lower makfenence axts
1 Astryey potential sdtaeat 30% incrensa In cperstional eliciency 1y & resci of a Med's pew operating stratey
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3.3 Role of Transnet Engineering (TE)
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TE maintzains the TFR fleet and in the past It has partnered with OEMs to provide local cantent. TE will be
significantly fmpacted by the procurement of the 1064 lacomotives — shifting from a maintenance-
orlented organisation with refatively smafler builds to a manufacturing-oriented organisation, See the
impact on maintenance In the section Impact of the new Deployment Plan, below,

The procurement of the 1064 Is a TFR strategy to support MDS. The positioning of TE as a manufacturing
entity with one or more OEMs will be influenced hy the procurement as articulated In the RFP. The
extent of TE's involvament with regards to its strategy will be determined by TE during its negotiation
the relevant OEMs appolnted as an outcome of the bidder evaluation and negotlations.’
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EXHIBIT 12

Greater specialisation and focus by splitting Build and Maintain functons
within Transnet Enginearing
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Impact of the new deployment plan

Locomaotive deployment Is never static and changes dynamically in accordance with commodity and
market requirements. 1t is also Influenced by standardisation of maintenance facillties and crew tralned
in operating a particular type of locomotive, The proposed new locomotives are however specifiad to
enhance standardisation and be deplayed over the entire core networl with the exception of diesels
going through long tunnels,

The naw deployment plan will alsc significantly alter the way TE operates. It will have an impact on:

» locomotive maintenance strategy and practices. The new locomotives will have added features
that will reduce maintenance and Increasa reliability, requiring a contemporary maintenance
regime to explolt these features. For example, the Class 34 diesels generally have a 28-day
intervention where the locomotive travels to a depot, with major interventions taking place at
speclific depots. The new Class 43 diesels, hawever, have a service Interval of 90 days that can
possibly be extended to 120 days. Where an Interventlon may be required between setvice
intervals, this would entail the technician coming to the locomotive rather than the locarmotive
going ta the depot. As TFR improves Its efficlencles, it will result In lower downtime and
increased availabllity of locomotives,

s Maintenance technologies. New maintenance technologles are anticipated, Include:

LCMS. A Locomotive Control Monitoring System continuously reports the locomotive
status to a central Locomotive Control, helping achleve optimum locamotive utillsation.

Aceustic Bearing Monitor. This wayside equipment acoustically monitors the ralling
stock bearings as they pass the wayside statlon, analysing the bearlng “nolse signature”
for signs of fiilure. The signature provides sufficient warning that the locomotive mrv be

Transnet Frelght Rall Capltal projects
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diverted to a depot for bearing replacement In a “mely fashlon. This extracts the
maxlmum possible life out of the bearing as cpposed o the conservative time-centred
replacemant that is the current practice.

»  Skills and staffing. The skifis needed will change from a m:chanical maintenance paradigm
(electrical and diese} fitter) to one of an electronic diagnost cian, Should this change not be
contextualised and internalised and old maintenance proctices continua, rellability and
avallability will be compromised and locomotive life will be ‘essened. Although maintenanca
staffing requirements will be reduced, potential exists to reziocate these resources to build-
based activitles.

+ Depot evaluation. Current, older locomotives must be servi-ed for several weeks st a time.

. .Even for some of the heaviest maintenance, a new locamotliv= Is expected to be in a workshop

for no more than 72 to 96 hours. This will bring about 1 shift In the way TE conducts
maintenance cperations. Teday, Transnet has over 130 locatic 15 throughout the country, In the
future, TE will require a smaller number of very large super-c 2pots that can handle a range of
activities, Including all types of major component exchanie for both diesel and electric
locomatives, Additianal smaller facilities will still be required f ir servicing, fuelling, preparation,
and vehicle recovery in case of breakdown.

See the Su;iportlng Documentation section E5 {Deployment Plan for more detail on TE's new
maintenance philosophy and proposed changes. -

2.4 Othor heneflts to South Africa
Lower costs of transportation

As described In the Business Needs Section, a more efficient and rellable fleet will support the transition
from road to rail, which is typically more cost-effective for transporting goods mora than 300 Idlometres.
This shift will lower infrastructure repair costs {given the damage to rsads from the current trucking of
commodities like coal) and contribute towards a reduction In road traf e fatalities.

Lower costs of emissfons per tonne

Modern locomotive technologies will also result in energy savings - (8- 10% lower consumptlon for
diesels and 18% energy savings for electrics). Therefare, this will resul: in savings of over 31,0004 tonnes
af CO; and R5® million per year by 2018/19 for diesel locomotives a 1d potentlal additional savings In
electrics. Today's diesel fleet is more than 30 years old and therefare : ot emlsslon-efficlent. The elettric
focometives, which haul approximately 86 percent of the total gr-ss tenne kilometres moved per
annum, are not considered heavy polluters. Howaver, given the coa pollution from Eskem efectrieity
genaration, total emisslons attributable to the locomotives are highar. The new electricity-increased
energy efficlency would lessen thelr environmental impact, as well as 71e demand on the power grid,

Although meeting Transnat’s MDS targsts would naturally entail Inc: 2ased locomotive use - and thus
increased emissions — the new locomoatives’ greater energy efficler iy will help offset this, The new
diesels and electries would, at a minlmum, meet United States Envirc 1mantal Protection Agency Tler 3
and Tler 4 standards when they come inta effect. For diesels, the ne 7 [ocomotlves are expected to be

4 Savings over the surrent fecomotive emissions per MGTK

5 Glven the expected tariff structura from 2015 1
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10 percent more efficient In energy conversion than current diesels. In electrics, the Ore Line SE and the
new 15E serles are at least 18 percent more efficient in energy conversion. A similar improvement Is
expected In the new general freight elactric workhorse with AC traction motors that will replace the 18E

series with DC traction motors.

4.1 Financial analysis overview
4.1.1 Overview

4, Detailed analysis of recommended option

The capital expenditure for the 1064 locomotive procurement transaction ls expected to be RI8.6
bitlion, assuming current exchange rate assumptions hold. Using TFR’s hurdle rate of 18.56 percent, the
NPV of the transaction is R2.7 billion; applying TFR's WACC of 12.562, would increase the NPV to R34.1
billien, The following sections describe the approach used to calculate the NPV and expected capital

expenditure.

4.1.2 Basecase NPV

Key assumptians into this base case NPV calculatlon are in the exhibit belaw,

EXHIBIT 13

The NPV of the 10684 locomotives transactlon {s R2.7bn (hurdle rate}
or R34.1bn {WACC)

B ila T, 35

?gg Lo

* Run-out optimised for current refusbishment state, by Toor dass

170wt n 2018/13

b e Dalivery on MDS targets, with volumes Inorsasing from S1mtln 2013/14

» Al 1064 loomotives procured by 2019

i} » Dalvery chedule Qibiad for b the diased and elactric RFPs cn be met {20,
a2lls for finst 100 diesels n 2013714 and first 65 elecries Iy 2084/15)

Current forward ZARAGD exchangs rates st average of 11.0 over the
Rion period

i+ USD 2.6 millicryR25,2 milton per diesed 2nd USDAS milllon § R3S mm‘:snpu-
electrie, aszuming 50% localiation and 3 2% ocalisation premium, RSA
compunznt esalizled with inflation. USD companent escaiaied at US lation
ard convertsd badk to ZAR tased on forvard exchange ate

JI ] 2933/!.4 to 0.53 Rtonkm In 2018/19)

S » Terilfs as per MDS commitments (scalolion ~7% per year from 042 R/cakm,

1 Ecalated copes for the aayuistlen of 1064 focomolves [a 4« 20I0/53

2031
2 Caxculated ting hurdle ale of 13-56¥; NPV weald be TOA.Iba ¥ TPRS WACL of 11EG% Kk usd

carporate plant

Capex;
R3B.Gbn
aligned tn

NPV R2.7bn!

4.1.3 Fleet plan versus RFP delivery timelines

The number of locomatives requlred to deliver MDS ls based on TFR's Fleet Plan and planned run-out
stratefv. It Is based on the assumption that TFR will capiure operatlm]al efficencles from new
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ha locomotives {e.g., increased availability, refiability and operational flexibility, lower maintenance costs],
l This fleet requirement s also driven by volumes, which are assumed ta bie TFR's MOS targets for GFB.
The 465 dlesel and 599 electric RFP delivery timelines, which are currently in the market, were used to
’ understand the timirg of the locomotives, The exhibit below details the locomotive delivery timelines
I that were modelled as per the RFPs and used as the base case assumption.

Annual locomotives to be delivered according to the 3 Diasels
Diesel and Electric RFPs Bl Elecrts

}
3 EXHIBIT 14
I
|

ey Prloy
R AT e PO by ST L

. L

13/14  14/15

4.2 Approach to revenue calculations

i
!
)
l e Revenues were calculated based on the Incremental volumes attributed to the 1064 procured
) N ;{' locomotives and the average forecasted GFB tariffs from the MDS 2012/13. Volumes to be attributed to
’ the 1064 locomotives were calculated using a bottom-up approach, which used historical GFg
productivity {miltion gross tonne kilometres, MGTE) for each of the locomotive types and the number of
locomotives within each type 2ggregated to a fleet level productivity capacity. The incremental volumes
for the 1064 procured locomotives were calculated op the difference between the capacity required to

achieve the MDS and the existing fleet capacity, subject to the maximum capacity of the procured
locomotives.

Bottom-up volume calculations based on locomotiva productivity

The total MGTK was transformed Into nat tonnes volumes using a historical GTK/NTK ratle and
forecasted average distance using the MDS forecasts. locomotive productivity assumptions for
locomotives without an applicable historical productivity were based on similzr locomotive types within
i the fleet. The productivity estimates for the new procured !ocoTotives were based an the historical

Transnet Freight Ratl Capital projects
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average productivity levels achleved by t-2 TFR flest. The existing fleet breakdown and productivity for
2013/14 is detaiied in the exhibit below,

EXHIBIT 15

TRANSNET-REF-BUNDLE-00968

636

Volume capacity was calculated and split - -ross three different categories:

s TFR fleet requirement capatity { ased on TFR fieet requirements, Supporting Documentation
Section E4-7-Year Locomotive Rev lirement).

= Existing TFR fleet capacity (basec an the TFR flzet run-out schedule and expected locomaotives

on arder, Supporting Docurnentat 3n Section E2 -General Fleet Runout).
» 1064 procured locomotives capac y (based on the procurement assumptions abave).

The incremental volumes for the 1064 pre ;ured locomotlves were calculated on the difference between
the capacity required to achieve tha M 15 and the existing fleet capacity, subject to.the maximum
capacity of the procured locomoatives, Th . existing fleet capatity also accounts for lost capacity due to
locomative wiite-offs due to Incldents, w 'h 7 dlesels and 8 electric locomotives assumed to be written
off each year. The productivity lost was b sed on average locomotive productivity for dlesel and electric

locomotives.

|
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l i
—- EXHIBIT 186
? i "}-;*11‘3553# SRS Bty ST Ak S
2 Sie e e
] 2013/14 .2014/1;. 2015/16 2016/17 2017718 2018/19
i . — .
l : MDs 86,401 98,475 120,311 138,409 148,467 158,434
" required ’
capacity
‘ Existing 79,403 79,697 98,478 101,730 90,848 86,130
) fleet
— | capacity o _
- Written- 1,101 2,201 320 4,486 5,591 6,736
1 off (lost)
( “)—'- . capaclty
“ Required | 2,099 20,983 25,634 41,126 63,211 | 79,040
l capac!ty_ )

-
[

[ |

o

mitigation strategy.

", -
o R ‘_-'_-_-.-

exhibit balow:

v ..

P |
o

PO

Transtation into volumes required

The aforementloned required capacity amaunt is eonverted into required neb tunnes based on the
average distance travelled for GFB traffic and the historical ratio of GTK to NTK,

The table below represents the incremental volumes attributed to the 1064 locomotlves, TFR
experience 2 large valume shortfall in the first 3 years due to DC locomotive shortfalls. Without planned
ritigation strategies, this shortfall will persist till 2018/19 given that TFR fleet requirements are
assessed as of the heginping of the fiscal year but Jocomotives would be delivered throughout the year
{e.g., In 2D18/19, 1064 locomotives ara required at the stant of the year, but the 1064™ focomotive will
only be expected later that year). Refer to Section 5 on Risks for a descriptlon of TFR's planned

1 Thesa volumes can be combined with the expected tariffs for GFB during the MDS perlod, as per the
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EXHIBIT 17
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s -a-l .\\

2013/14

N Eo e e T
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R r{%“,}. tu‘ k.«u"-g
ﬁéﬁ‘() <RIk % :-"i J_ rs.,

As per the exhibit below, putting volumes and tariffs togather ylelds a view of . wenues — MDS targets,
revenues aliocated to the existing fleet, revenues derived from the new loc motives, and potential

shortfalls.
EXHIBIT 18

RESERS

o ST U T e ey
3 u:tarif}"fa'fié;gﬁ"'l

IR

e "-.Z E

2013/14

Z.Q17!18..~

{oss 7 loss
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EXHIBIT 19

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

Ravenus I3 Revenue at risk dus to leco shertfal
1064 Ingemental revenue
ﬂ Existing flest revenus

Mifions of ZAR per annum

55000 [
50000
s5000 |
40000 |
35000 |
30000 |
35000 |
0000 S
15000 fris s
10000 pREENE

4.3 Approach to cost calculations

Cost schedules were calculated for the entire life cycle of the 1064 fl=et split into the categories listed

below, Including: a) Total cost of ownershlp (TCO); and b) capital and other costs, including wagon cost,
infrastructure cost, overheads, and tax.

4,3.1 Total cost of ownership of new locomotives

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

» Purchase price, As mentloned above, the purchase price ls assumed to be R25 million {US $2.6
million] for a diesel locomative and R34 million {(US $3.5 million) for an electric locomotive In
2013/14. The purchase price of both diesel and electric locomotives assumes a conservative 50

_percent locallsation component with a 2 percent localisation premium applied. The localisation
component ramps up over time, The USD price component was forecasted by escalating at USD
inflation and convertlng back to ZAR using forward ZAR/USD hedge rates. The local price
component was escalated at South Afrlcan PPl Refer ta Exhibit 20 for the TCO breakdown and
Exhibit 21 for the purchase price cost breakdown. An important consideration In the negotiation
of the purchase price Is the amortisation of the development costs over the quantity ordered
demonstrated In Exhibit 22. The analysis indicates that the precurement order quantity for the
1064 locomotives will significantly reduce the development costs component of the locomotive
price and has been factored into determine the price estimates,

Transnet Freight Rail Capital projects
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s Diesel costs, The dlesel costs far the 465 lacomotive.: were based on the GTK of the locomotives
and diesel consumption per GTX., Prices were escalsted from a 201314 price of R11 per litre
escalated at R/USD forward rate percentage change and US inflation.

s Electricity costs. The electricity costs for the 599 l-comotives were based an the GTK of the
tocomotives and consumption per GTK, Electiicity -osts were escalated at forecasted Eskom
tariff rate Increases of 8 percent up to 2017/18 znd an sverage of forecastad CP| and PP
thereafter,

» Maintenance costs. Expected malntenance cycles aver the lifecycle of locomatives were
calculated. The cash flow profiles for diesel and elect-ic locomuotives are presented In Exhibit 23,

»  Insurance. Assumes an expected wreck cost per year ascalsted at the average of CPl and PP,

EXHIBIT 20

Electriclocomotives have a lower TCO than diesels but their
upfront cost is higher than diesel locos

Avefage  Fual Main- Cthae Avermgz  Enargy Asln- Othar TCO
gurchaag {onance pUIhass manta
prise prics

l_ .

EVRCE Traruned (084 Lot Businzss Cusa, Exeinizrviens
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EXHIBIT 21

Deavelopment costs are the largest : smponents of total
capital ¢osk of both diesel and elect.ic
[acomotivemotives

Al
T e

Diese] capital cost breakdaown

O

Develap-  Metzl Bogie Intemal = oft
ment work frames  tom- rargin
penent?
Production

. 1 Baszd en standmi iooomotiverotives with an order of 100 cemalivas ¢ v
I 2 Traczien matae, witng, skamater, canirol System, a1t

..,-.,r-"

EXHIBIT 22

Electric locomative price is more s=. sitlve to order size
than diesel locomotives PRELIMINARY

3

b

| " | Dlesel Etectrlc

f Davalopment cost per [ocomotive, Purcent Deavelapment cost per locomotive, Parcent

A\

100 300 400
Numberof Iommauvn .

SOURCE; Soure
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EXHIBIT 23

Maintenance TCO for Diesel and Electric locomotives for a 30 year

)=

g lifecycle _

{ Cost ) = Clesd
|

i

P

1

Millions of Real USD per annum — ~ Blectrit
050 ¢

045
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03s |
030 | . 1
0.25 | \l
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j 015 i

) \
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0
I 0 2 4 & 8 1 82 14 16 18 0 2 24 2 28 N

432 Capitel and cther costs

Capital cost outflows for the procured locomotives have been structured with an aggrassive payment
strategy of 90 percent of the locomotive purchase Is pald on delivery of the lacomotive and 10 percent
] on acceptance. Upfront costs of RZ50 million for diesel locomotives and R300 miilion for electrlc
| locomotives will be pald on signing the suppller contract and will offset against the cost of the first batch
purchased. The purchase price of bath diesel and electric locomotives assumes a 50 percent localisation
J component, with a 2 percent localisation premium applied.
i
i

In additlon to moedelling the capital costs for locomatives to be procured for the 1064, associated wagon
and Infrastructure costs have been aliccated as per the 2013 Transnet Corporate Plan — the exhibit
) o below shows the capltal costs for diesel and electric ocomotives, wagons, and infrastructure.

" q T e { 2
T DR PN a0 1 i““‘z@
S LR T N

S ERRTE G )
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» \Wagon costs: Costs were caleulated based on the expansionary numbs=r of wagons required to
acitieve 170 million tonnes {16,459 wagons) based on the proposzd capex budget in the
Supporting Documentation Section E12 {Wagon Requirements). Op-x and copex costs are
incurred according to Incremental volumeas moved.

s Infrastructure costs. Costs were calculated using the total requred expansicnary GFB
infrastructure to deliver 170 million tonnes based on the latest corpcate plan. Infrastructure
copex costs are incurred according to tncremental volumes movad,

s Overhead costs. GFB overhead costs ware calculated using actual 2011/12 TFR overhead casts
allotated according to the ratio of GFB personnel to total TFR pessonnel. Procured 1064
overhead costs were allocated from the GFB overhead costs an the rztio of 1064 incremental
volumes to GFB volume required,

'« Taxcosts. Tax costs were based on an assumed tax rate of 28 percent 2rd calculated against net
cash flows (revenues — costs) and adjusted for capital cast distribution: of locomaotive, wagons,
and infrastructure expansion, The capital costs for locomotives and v gons were depreciated
over 5 years since the purchase date and Infrastructure has been depre-lated over 30 years. Tax
cradit income has been Included as a cash Inflow in the following year of accrual,

4.4 Breakeven points for NPV: volumes and tariffs
The business case praves to be neutral at the following volumas and tariffs:

» Volume (everything else fixed), CAGR of 11,7 percent from 2013/14 -0 2018/19(160 mt p.a,
realised in 2018/15 vs. 170 mt p.a. as per MEBSY, which is below the MDS targat of 13.3 pereent.

s Tarlffs {everything else fixed). CAGR of 6,1 parcent from 2013/14 to 201 3/19, which falls directly
between CPI (5.6 percent) and the MDS target (6.6 percent).

5. Treasury Considerations

The acquisition of 1064 locomotives will cost R38.6 billion and has been Included In the averall MDS
funding amount of R86.5 billion over tha next 6 years. Consaquently, the funcing options will Include
those in the borrowlng plan as contained in the approved Trapsnet Corporate Plan 2013/2014, A
mixture of cash generated by operations and external borrowing will be used ‘o fund the acquisition.
Two-thirds are assumed to be financed using cash generated by operations, ard abaut R13 billlon will
need to raised externally. The external funding wili be raised utilising both tha Global Medium Term
Note programme for dollar funding and established domestic sources for Rand funding — e.g,, the
Domestic Medium Term Note programme, in addition, options like developrrent finance Institutions
(DFis} and export credit agencies (ECAs) will be considered to lower the cost of f.nding.

Transnet Freight Rall Capital projects
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t = Divergily funding soutes

] v Raise cost effective furdizg;

» Mg ioheestrate, fortigh exchinge 1nd rRSAIRg i RO el o) & G
] v Mamge hguldy rok; and R blilion 138

{z6)

_ ‘ Gse) 180 o (42 5y
+ Contnuatc use the dxrastic eapiial maniets &5 8 printry funcing faurce with I WIS S5 1Y 1900 18 19
empiass an the folawing: ST
* lesim mevy fong e Bred brnds;
» fssue madtum term foeting iz note bonds; e — 1 —
» Usernnmertal paper for working capial nesds,
+ Continue utiBsing Expart Cradiv Agency and DFE funding;
v Lysire the GMIN Programme 1o $55n and kssue § Giobal TAR bond under the
. PrOANME;
4 + Tmplement 1 Oett Aedempbion Fund;
+ Expiore Projert Fingnee for MODS rega prajacts;
» Exgire cxpotuniRic bank aed privele plarent funding,

!’
I MGE L

\ The planned naw flest Is estimated to cost R38.6 biliion using escalated calendar year 2013 prices. The
acqulsition of the 1064 locomotives will be funded using a mixture of cash generated by operations and
externa! borrowings. Assuming that two-thirds will be financed uslng cash generated by operations,
abaout R13 billlon will need to be ralsed externally.

| ! |
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EXHIBIT 26: POTENTIAL FUNDING SOURCES FOR DS

Tranamsl will funher expiors pew

*nding solulfons, Investors and

marfoels sech 23

+ lasuing bords In other markels (Yen;
S Detlar; Eure; Australien Doller
Swias Franc; Sukuk markels). The

* coaf of the pessibis Rnding ta ba

relsed wil b evaluated rolaflve ko
Rand fundirg

- igsulrg & Glcbel ZAR Bond Tnthe
Intematlors! debl cepiial markals;
Project bonds and projact fingnce;

- Exlanding the duralion ef Trensnets
exisfng comesiic bonds, &3 well as
tha Issuance of new types of bonds
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yiald curve; end

- Ezpand Davelopment Finance
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Agency (ECA) inencing, Drarsby
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EXHIBIT 27
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5.1.1 Funding risks

The fleet cost is based on a set of assumptions Including the timing of contracting, ZAR/USD exchange
rate, and tha mix betwesan local and foreign content, interzst rate, volume growth, revanue growth,
Inflation, operational efficlencies, and steet prices. Any neg:tive movement on the base assumptions
exposes TFR to a potential risk. In addition to the abevement aned risks and sensitivities (see Section 7},
the following risks and implications need to be closely monitc ed:

» Impiications to funding of actual versus plannad cash Jows,

« The Implications of Basel |l on swap costs, terms an:! conditions of derivative transactions, and *
availability and quantum of credit ines, monitor ETC <nd impacts on cash interest cover, gesring

and S&P llquidity ratio.
Transnet Frelght Rail Capite’ projects
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5.2 Forex risk mitigation

‘ Farex risk mitigation wilt be imperative for a transaction f this size. A change in the Rand to U5 dollar
exchange rate of 10 percent would represant a R1.2 blllic yimpact based on the amount of localization
assumed. Given 15 percent devaluation of the rand again t the US dollar over the past year alone, such
j volatility Is not unrealistic. Forward exchange rate project’'ons suggast a devaluation of the Rand versus
the US doliar over the next few years,

Transnet's hedging approach

Transnet's prefarred optian s to enter Into Rand basz | supplier agreements with OEMs, with the
hedges undertaken by the OEMs themselves. However, - ven when hedglng is conducted by the OEM,
Transnet ultimately pays for the cost of hedging, which ‘s factored into the purchase price, The main
advantage of 2 Rand based supplier agreement s the &} nination of volatility in the Group's financials
and the non-utilisation of bank credit lines for hedging p -poses.

Should Transnet not be in a position to enter into a - and based agreement, 2ll forelgn exchange
exposures will have to be hedged as per the Board app aved Financial Risk Management Framework
(FRMF). 1t is anticipated that Transnet should be in a ¢ sition to obtain the necessaty credit lines to
hedge the FX risk exposures. However, this cannot be g -aranteed, as @ number of banks will have to
be approached to diversify their risk exposuras and the anks will have to obtaln approval from their
respective credit cammittess. However, there Is a risk t at the magnitude of this transaction will add
pressute to the availability of hedging lines for future Mi 3 requirements.

e

Long dated hedges as anticipated In this transaction arz wpensive due to banks' capital requirements,
The exhibit below shows Transnet Treasury's view of z 2ARUSD forward curve including the cost of
hedging, used In the business case.

EXHIBIT 28

Impact of localisation

Localisation of production is 2 natural hedge, Exposu 2 would Increase with lower a lower level of
Iocalisatlon fand, by extension, decrease with a highe: evel of localisation). The exhibit bxelow shows
forelgn currency expasure for 2 10 percent devaluation : cenariotobe  ~R1.2  biltion given 70%
localisation of component manufacture, Without any | «calisation, exposure under this scenario would
be “R4 billion, suggesting a localisation benefit of “R2.8 sltlion.
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EXHIBIT 29
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Thus, hedge accounting will be used 1o minimise exchange rate velatllity on the Group income
statement, but locallsation is a critical lever to reduce the ultimate cost of the hedge.

L

'

6. Operational readiness

. '
Lanal WY
'

6.1 HR plan

A procurement event of this magnitude will require a significant Increase in In GFB's workforee, GFB's 7-
year human resource requirements are part of 2 TFR-wlda workforce plan as train drivers and assistants
are often interchangeable across TFR's businesses. All train personnel are sourced from Transnet's
School of Rail, ' '

According to TFR’s 7-Year Man Plan {see Section E10)2012 figures, TFR has a driver shortfall of 529. 1t )
also estimated that over the life of MDS, TFR will require an addItional 3 065 drivers from current fevels,
However, TFR only has capadity to train on average 500 drivers per year and, at s peak in 2015-2016,
TFR will require an additional 791 drivers, resulting In shortages.

e et e -'-u-‘.

o

TFR has transitioned from a mandatory Refresher Tralning every 2 years to 2 Contlnuous Professional
Learning programme, cutting trafning time from 22 days every 2 years at the School of Rail to & days
every 2 years on site, This wili effectively free up capacity at the School for additional-training of new
recruits, '

The exhibit above shows the drivers required every year aver the MDS period, highlighting how many
additlonal drivers need to be trained. it alsn shows the School's capadity requirements over the periad.
The new training philosophy will give an additional 6,820 man weeks (80 percent Increase) of capacity to
the facility, allowing It 1o meat TFR requirements, However, TFR wil} need to start tralning new drivers
Immediately to close the driver shortfall before the peak demand period In 2015/18,

et et

1

B T S
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1
- EXHIBIT 30 :
1 Under the new training philosophy, Transnet’s School of Rail
can supply enough train drivers and assistants to sustain the
_ 1064 delivery schedule
) et
= Averagetnabning of Implications
' New ey — 15
weskg v Underthe pew
- * Schoolof Rt mw
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\‘ 2 daysevery 2 fommative
- \'-‘uu a S‘: dalivery sthacula
’ i . Gnton o
LN [ « Tomstthn
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6.2 Infrastructure dependencies

To deliver against MDS volumes, the 1064 locomotives must perform as part of a rallway system well
_equipped to move such volumes. Therefore, sustalning and expanding investment In infrastructure and
other key projects within the system will be critical to support MDS delivery.

Infrastructure dependencies

o Locomotive deployment is tightly mapped to the raliway infrastructure and routes, Route characteristics
" ; {e.g., power source on route, axle loading capacity, and the presence of long tunnels or tlght bends)
largely determilne the type of locomotive that can be used on a partlcular route.

1

'n

]

)

i

l As part of the MDS' planned R308 billion spend, TFR will also tnvest In profects to sustaln and expand rall
network capacity and footprint. The strategy pursued by the Rall Network over the 9-year planning
horizon covers two key strategic focus areas to enable volume growth and systemically improve the

J safety of operations. Programmes aim to:

» Expand infrastructure, creating capacity ahead of demand. Supporting Information Section E12
{Infrastructure Plans) depicts the currant status of the natwork In terms of axle loading and
elactrificatlon, respectively, and Section Fll depicts the future status of the netwark in terms of
axle loading and electrification are also depicted In Sectian E11.

+ Sustain existing infrastructure through accelerated malntenance programmes. In addition to
the rallw%v network, there are also programmes for the sustenance and expanslor of supporting

Transnet Frelght Rail Capital projects
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infrastructure, The tables in the Supporting documentation Section E11 are extracted from the
TFR Business Plan 2013/14 — 2018f19 and detail both the expansion and the sustalning
maintenance programmes for Perway, Electrical, Signalling, and Telecommunteations.

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

EXHIBIT 31
Key infrastructure programmes will enable the 1064 Tocomotives'
delivery of expected volumes
2AR, bilkons
Rail line section Total seven year spend (ZAR bn) Timeline
Eskom and coalfne ta tmipa+  [Ie8 ° 2012:2019
Waterberg B © 2012-2020
Ore ina o S0mtpa e 2012-201%
Swaz rall ink (SA Portion only) . 0 20122015
Manganase General Frelght 18mtpa Reites 2012-2019
Gauteng Frelght ring 2018-2019
Terminals 2012-2018
Maputo fink 20122016
Natcor g 2013-2017
Grand total ey 31
Transnet Freight Rall Capital projects
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EXHIBIT 32

Expansionary Infrastructure expenditure timeline

Rotd baxt a nterdependencies with GFB voluma expansion SACELR
Businassfacus  preparation for growth Sustalned prosth Coprs date
e : . [2em to &g years} o bo Moe yrars) {fwe o v yesrs)
i Iefrastnecture ¢ Inersdss axda kadi * lnnom wle s 4 It sasaaddelosdng
wxpnsion . mmndllmnpﬂqhnm % Intreace 2oal Sne capacty Lo BLiat v g cafl nned doubling
Pervayfede o Eskam3l = Coal ¥imt project {Wokading Overalmeasl ¢ G !m.'anju:mdmmmmal
teading + Parin lm.t.l of RCH-Neeal b o doutiing)
ina. ®  Eskom Xmk projact = B amAlmkprofect
v Waterhery ~Finses -5 * Geluksplans prede separation * Ur yeipllng Broadmyarsplgas-
adddonal passing loops +  Lipe bipling Sroodsywsplaas-Emcio £ ek
4 - Hlngiusl $5miza (Hotel = = w:mm-rhm 2-5 pdditenal « Eiidrallek 15m
pasalng koo, ¢ Du 'fing of al gitke) dedations
. S\mlﬁl‘thk ek, 4 mnwaseum (Hotazel = Cosss)
» Incroass axla lsading an * OreHvaPhass 2A L3 B2Embn
Graanbult=Hosdspralt = Gwad rafl tnk Lsmi
} Infrushucturs « Inmeaseglecdrnlamdlyen e AC v MasganesaJEmipa Newaad Uppodad + . ipletionaf haconvarsion of
expanyan: seziion on the coal Hns sJbtitions 3+ DL ISKVAC Ermritc-Pyramid
Electrical » Wpgrade saction Aoolimp- = Crxline PR TA t0 FLSmITa power S: th
REN Neivtante Manganese 1604pa urgrade Gncheling of DHTE) » T !oimtpajet
) Hew and Upgraded sub-giats s 1 Inctdza] capacily & the AC < 3 3dnt prafect
S and OKTE section on the o) Sne U rade sulsstations and eacirical
= Coal et project 2% lpemant
+ Upgrade subcotons ind dlectical W eyberg =Pnaso® (Amipa)
p £ |m=nuwithﬂulhdﬂucam
& Commdnca with tha slanof 3kY & habazmbi-Lephatal
* OCt 2TRVAC Ermelo-PyramidSouth  « - nversfonafdKVDC Lo L8WYAS on
] o 1eo-Pyramid Sauth
ofactruciors  » Manganase 18mitpa * Pyramid South = Lephalale! » €. wnexe with the resGneling of the
wpandary = basad ] o 1hne {QOAY
Signaling [CBA) pllot nstaation
* Manganaselfmtpa

Cnnsidering the existing network capaclty and the expectation that £ 2se projects will be competed
"5 accordlng to plan, network capacity Is not seen as a constraint to achievi g the MDS targets,
1

6.3 Wagons

Transporting the volumes envisaged In the MDS requires sufficient n appropriate roling stock in
wagons and locomotives. TFR has three distinct operations; General - relght Buslness, and the heavy
haul operations of the Coal Export and Iron Ore Export Uines, Each of t' 2se has thelr own unique set of
wagons and locomotives. This business case addresses the General F 2ight focomotive requirements
only though they are lightly interlinked with the ather operations.

VT The MDS predicates growth over a number of flows and which extend ¢ er a number of operatlng areas
“T*- ’ where locomotives are changed because of traction changes dictated b the rall network Infrastructure,
| Wagons are tightly linked to the commodities they transport while loc: motives relate to the mass but
: not the commaodity itself; accordingly locomotlves are allocated accord g to the tons transported aver
} the particular operating section,
J

To meet MDS volumes, wagon capacity neads to expand for all TFR bus ‘esses, In additlon to producing
new wagons through TE, there are various life extension strategies are |- place to sustain capacity within
the business,

|
: J Transnet Frelght Rail Capital projects
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EXHIBIT 33

The wagon build pregramme will defiver wagons in advance of
demand thus enabling the deiivery of MDS volumes

. 3

Miflions of knpes {mt)

{ T MOS volurnes —— L orrymotive Oeflvery 25 per RFP schedule
M 4002
r m -
00 b
. ‘ - 120 L7 TN S —_—
) 160
! 1% 2%
' ‘) mt 2,000
) C i ol | 1,50
._._“‘:;? m a
@0 4 1,00
‘0 3
wl 500
e a [}
i T T

The exhibit above shows that wagon production will peak well In advance of MDS volumes and

locomotive delivery. Therefore, wagon capacity will likely not be 3 constraint In the deltvery of MDS
volumes,

T

. P .
R W———— i gt e SR 3 e La——

7. Risk management

7.1 Risk overview

A transaction of this magnitude In the public sector has inherent risks that should be addressed. Some of
the main categorles of risks are planning risk, market risk, exchange rate risk, operational readiness risk,
transaction governance, fegal tisk, and exogenous risk. Transnet uses a CURA framewark to categorise
and assess risks, as per the exhibit below.

“
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EXHIBIT 34
I hoh meclun Bettood, B Mediuro thaho, medum
Risk assessment and rati =3 mmlummmm ma: fad,low Inpact
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7.2 Planning and delivery risk

There are three elements of delivery risk: approval delays, procurement process delays, and production
delays. First, a lack of the appropriate approvals at the required time could result in defays in the
transaction process, A major risk is TFR's current PPPFA exemption status that has lepsed. TFR is
currently awaiting a PPPFA exemption for the 1064 locomotive procurement that will aliow it to procure
using the 60:20:208 criteria as planned. Second, procurement delays during the tender and negotiation
processes may also cause delivery risk and will be managed by the TFR procurement team with a robust
procurement strategy, processes, and contingency plans. Third, production risk may arlse if a supplier is
unable to meet its delivery targets for the 1054 locomotives, Delays of the dellvery schedule are a
critical risk to Transnet’s abllity to meet its MDS commitments and the sensitivities are modelled below..

7.2.1 Delivery schedule sensitivities

Given expected production and procurement timelines, [t Is unclear whether the quantltles demanded
by the RFP (100 diese! locos in 2013/14) are achlevable.

Even assuming that the RFP procurement schedules are achleved, as per the base case In Exhibit 35, TFR
would experience locomotive shortfalls from 2014 to 2019, peaking at approximately 150 locomotivesin
2014-2015, because of the procurement dellvery kagging the required fleet demand. This results in a
cumulative volume shartfall of 49 million tonnes for the MDS period.

6 Broakdown of bid evaluation criterla: 60 percenﬁprica, 20 percant locel suppller development , and 20 percent B-
BBEE.

Transnet Fralght Rall {apital projects
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Delivery schedula sensitivity 1 and 2, which factor In delays In procurament and production, show
significant Impact on volume shortfalls (110 milllon tonnes and 155 milllon tonnes re pectively),
highlighting the importante of expediting delivery schedule to meet MDS targets.

Delivery schedules Impact the cash interest cover CIC ratio significantly, decreasing the rztic for 3.6X to
3.0,

To mitigate the risk of delays, TFR will pursue a number of strategles simultaneous!.. induding
cantracting multlpla suppliers; staging procurement by using international suppliess for initiz batches as
local suppller development ramps up; and pursulng a conseivative payment strategy’ tc incentivise
delivery. TFR will also examine mitigation strategies to address the immediate locomativ: shortfalls,
Including leveraging existing contracts, front-loading orders with international supplier:  exploring

'i
i
i
|
3
i
§
i
]
]
. -._. _leasing options, and revising the fleet run-out strategy, . o o o
i
\ .
1
i
)
‘I
{
!
i
P
{
i

7.3 Market risk

The inherent risk is that the commerclal sectors that the wagons and locomatives are huilt “or will not
achieve the anticipated market grawth. This Is dependent on South Africa’s economie gre: th and the
growth of its trading partners. Realisation of this visk could result in underutiiised assets and diminished
financial performance given the high-fixed-cost nature of the business, In additlon, given th: ¢ tariffs are
projected to grow at a faster rate than CPI under the MDS plan, there is a risk that tariif ir -reases are
:: not fully realised, Other key business risks includa Inflated purchase prices (not related to for 2 ¢hanges)
i and cast increases exceeding forecasts,

1
7.3.1 Volume

l Purchasing 1064 locomotives without matched volume demand wil} lead to a significant loss of value on
the transaction. Sensitivities 1 and 2 In Exhibit 35 [ndlcate the large swings In NPV due to M 5 velumes
not materialising with NPV dropping to R1.0 billlon and —R20 billion, respectively. Volume ensitivities
. have the biggest impact on CIC, with Sensitivity 1 decreasing the cash interest cover ratla {C!' ) from 3.3X
to 3.1X In 2013/14 and Sensitivity 2 decreasing the CIC from 4,1% to 2.7X from 2015/16 ¢ awards. To
mitlgate this risk, as mentioned In Section 3, Proposed Solutlon, TFR should stage proc rement to

maintaln flexiblity,

4 7.3.2 Tariffs

Exhibit 35 demonstrates that tariff growth impacts the NPV value significantly, with CPl-re! ted growth
1 percent lower than the MDS base case of 7 percent, results In an NPV of ~R1.5 hillion, \ccelerated
tariff growth 1 percent above MDS results In a positive NPV of R7.8 billlon, Tarlifs have a marginal
impact on CIC with the biggest impact In 2015/16, dropping from 4.0X to 3.5X. To mitigate he value at
risk, TFR will execute agalnst its Market Development Strategy, building strong customer satisfaction
that will enabla [t to deliver target volumes.

]
4
4

7 Bulk of payment made on dellvery Lnd acesptance,
Transnet Freight Rall Capital projects
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EXHIBIT 35

Demand, tariffs, and delivery schedule risks must be managed (1/2)
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7.3.3 Purchase price

i Purchase price sensitivities detalled in Exhibit 36 Indicste a moderate impact on NPV with a 10 percent
i increase in base price resultlng in a —=RL5 billlon movement in NPV. To mitigate t e risk of Inflated
purchase prices, ciean sheet costing should be performed to unpack components f the locomotlve
price and support effective commercial negotiations.

7.3.4 Costs

——

]

Exhibit 36 Indicates that cost base movements will have @ modarate impact on NP, decreasing It by
R3.5 billian for a 5 percent increase in base costs. Costs have been budgeted accoriing ta Transnet's
] e Corporate Plan,

It

7.4 Farex risk

Forex movement sensltivities [n Exhibit 35 indicata a moderate tmpact on NPV v.ith a 10 percent
devaluation in Rand versus USD resulting tn a -R2.4 billion movement in NPV. To ritigate the risk of
exchange rate fluctuations, the project will be hedged according ta the Group policy.

e et e AT p—

¢
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EXHIBIT 36

Demand, tariffs, and delivery schedule risks must be managed [2/2)
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7.5 Transaction governance risk

For a transaction such as this, confldentlality ts of the utmost Importance tc maintain the integrity of the
\ procurement process and prevent unwanted media interest, Fallure to upt 3ld strict confldentiality may
result in procurement delays or even compromise the entire transaction. T. is risk has been mitigated by
) ensuring a minimise size of the working team and minlmizing the dissem: 1atlon of Information where

possible while enforcing strictest confidentlality.
7.6 Operational readiness risk

N _j l Operational readiness risk refers to TFR's potential inability to integrate the new fleet inte its operations
because of a lack of skills, infrastructure capacity, long-term maintenance s rategy, and poor technology

integration in the fleet. Operational readiness, as well as Transnet's prec watlons, are detailed in the
f J operational readiness section below. |
L
1 7.7 Exogenoaus risks
J 7.7.1 Energy security
Eskom supply remains constrained as Sauth Africa’s reserve margins have d opped to as low as just aver
] 1 parcent In the past B months compared to best practice of 15 parrent. | is almost certaln that South
i

' Africa will experience electricity shortages In the next few years. The resu't ng power outages wiil likely
. have knock-on effects on Industry and slow down ecopomic growth in the mediu{n term as electricity

B Transnpet Fralght Rail . Capital projects
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supply continues to lag demand. Transnet faces at least four Inter-related major risks related to energy

] security that must be appropriately mitigated:

J = Delays could oceur In Eskom's IRP bulld programme, resulting In a shortage of electricity for

'} Sauth Africa, South Africa hopes to meet forecasted dema 1d by adding 21 GW of new capacity

by 2030 through the IRP build programme. However, the programme is running behind

l schedule, Strike action and equipment failure earlier this yesr has made it likely that the Medupi

] plant will miss its deadline of coming onling at the end of 2013, IPPs and nudclear power plants

will most likely not have the eapacity to have any meaninzful Impact on the supply shortfall in

H the medium term given the current lack of regulstory frameworks and procurement delays,

Furthermare, Eskom has only been granted abaut 50 percent of the tariff increases it requires to
b finance Infrastructure investment, which may also have long-term implications for Eskom’s

1 ahility to meet demand.

] » Energy costs could increase should the IRP's planned capacity be commissioned on schedule but
at a cost much higher than in the initial plan, The cost ¢f electricity Is expected to rise at 8
percent per annum In the naxt 5 years to finance the regaired infrastructure investment. The
planned migration to relatively more expensive clean energy will cause energy costs to rise even
further,

= Timely decislons may not ke made for electricity supply tayond Kusile capaclty, resulting in a
shortage of power beyond 2017,
1 « Electrification infrastructure may not ba installed in the appropriate geographies to enable

} Transnet to captura volumes from new regions as planned.

7.7.2 Potential strike action

Given recent history, there Is some risk of strike actlon alang the 'cal supply chain cver the life of the
transaction (i.e., at locomotive assembly factotles, TFR, coal mincs, and Eskom). Strike action at any
! " polnt in the supply chain could delay delivery of locomative:, Increase costs, and compromise
1 operations of the fleet, resulting in jower volumes maved,

! 8. Governance

To ensure effective governance of the 1064 Jocomotives transactic 1, 3 number of structures have been
Implemanted:

s A Steering. Committee with the primary purpose of pre Ading oversight of the transaction,
including developing a business case, submitting this busin:ss case to the appropriate govarning

’ bodies, and overseeing the procurement process,
} « A high-value tender process managed In conjunction with “ransnet internal Audit {TIA) with the
mandate to protect againstfraud and corruption.
il ¢ A Project Management Office [PAD) to manage processas and timelines related o the
transaction, including a confidentlal data room and the management of non-disclosure
Y agreements (NDAs) and access to informatlon.

Transnet Freight Rail Caplial pro)-cts
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l ] 8.1 Steering Committee ,
} The 1064 Locomotives Steering Committee, which 's chaired by the Transnzt G .up Chief Executive, has
] taken overall ownership of the final draft business case for locomotive Investme 1t and the procurement
' l process, Key actlvities that have been overseen by the Steering Committee Inclu le:
I » Developing the business case and approval for submission to Transnet’s zoveming bodies.
» Submlsslon of the business case to the Department of Public Enterprise OPE)
l I} = Appointment of working team members and accountabilities.
. + Understanding operational requirements and alignment to business cass
' } = Recommending a procurement strategy, Including goals related tc environmental Issues, _
] supplier development and localisation.
1. « Understanding and recommending strategies to address all legal ramific-tions of tha locomotive
") i pracurement process.
- s  Ensuring procurement process transparency,
¥ NEE
l l 8.2 High-Value Tender Frocess (HVT)
] Objective of tha HVT
l A * A key abjective of the High-Value Tender (HVT) Gateway Review Procesi Is ta provide real-time
guidance, support and assurance against the PPM, tender management zontrol frainework, and
l ]! procurement best practice at each gateway on tenders above R30 milile. .
b -

The purpose of the HVT Gateway Review Process is to increase the likeli ‘ood that the processes

; undertaken for these tenders are falr, transparent, equitable, competith 2 and cost-effective.
. ! »  The High-Value Tendar (HVT) Gateway Review Process provides a platfor n for:
] - Providing assurance to BAC and other key stakeholders w thin Transnet on the
effectiveness of the processes followed for high-value tenders.
l % - Providing input into updating of arocurement procedures &id suppcrtlﬁg controls,
i~ thereby strengthening the overall contro! environment for high-- alue tenders over time.
r) J ,._3'15‘ = Fewer querles/challenges ralsed by DACs and/or bidders during righ-value tenders
l J - Reduction in timefines due to reductlen in number of re-ter lers resulting In faster
: capacity creatian. _
l } - Rolling out and sharing of best practice across all ODs to im rove tﬁe efflciency of
r procurement processes,
: l = Long term up-skilling of procurement staff,
ll" Design principles of the HVT
: = Drawing on recent lessons learnt from 85 elettric and 43 diesel locoms: tives tenders, enhance -
l“' the overall tender process for improved efficency, effectiveness and ent inced control,

* Playa greater rgle In the planning 2nd coorclnating activitles to sypport 71 PMO.

Transnet Frelght Rall . Capital projects
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= Ensure full integration with the Corruption Risk (Forenslc) management plan developed for the
I 1064 locomotive acquisition.

I = Introduce an International peer-review mechanism to bolster the team structure In the
] evaluation and negotiation stages to make the award “bullet-proof”.
} * Provide end-to-end support including the contracting stage to ensure there is no “leakage”
" ] between negotiations and contracting stagss.
] = Generally place added emphasis on ensuring that TIA is proactively involved st all stages of the
gateway review process and are able to fully share best practices and insights with the
! gvaluation, negotiation and acqulsition council review teams.
1‘ EXHIBIT 37
|
) Approach to the 1064 Locos HVT

HVT process and 1064 stafus
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Data Room Project Management Process
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8.3 Project Management Office (PMO)

A PMO has been established to monitor process and timelines related to the 17 4 locomotives

transaction, Including the following items;

Tracking project milestones and critical path and ensuring that progress Is
deliverables.

Scheduling Steering Committee meetings at the request of the Chalr {(GCE).

Foltowing up on action items emerging from SteerCo meetings.

parties, data room aceess Is restricted to a small group, ete.),

The PMO is also responsible for owning and managing the transaction’s central data -

room"}. This includes:

on-: ack against key

Ensure implementatlon of key confidentiallty protocols/requirements {e.g., NT is signed by ali

:pository ("data

Maintalning and regularly work with content owners to ensure avallabilit of latest final

dellverables {e.g., RFP, Business Case, etc.) and warking documents (industry an lyses, cost bulld

ups, etc.}.

Categorising and standardising file names to enable easy tracking,

downloads {who, when, frequency) and assist In intarnal auditing.

Mast critically, the data room will also provide transparency {as'needed) to e. able tracking of

Transnet Frelght Rall Capital projects
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9, Conclusion

. Having explored all options, Transnet's purchase of 1064 [ocomotives is a eritical rocurement event
} that will transform the business, increase operational efficiencies, support local su; slier development,
and enable Transnet to meet its MDS targets,

l Key risks are being mitigated: volume volatility will be addressed through flexible £ :turement, foreign
exchange risks are baing mitigated through hedglng and patential shortfalls are bein mitigated through
l efflcient procurement and accelerated locomotive orders, The business will be op rationally ready to

take on new locomotives and Interdependencles are being planned for.

_ Therefore, Transnet recommends the purchase of 1064 new locomotives {455 dies= 599 electric) at an
} estimated purchase price of R38.6 biliion.

. Transnet Freight Rail Capltal projects
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| D. PROCUREMENT STRATEGY

The benefits in this section are contingent on:

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

1. Procurement overview

e —— | ———

In accordance with Transnet's Board approved Supply Chaln Pollcy T -ansnet shall apply Sectlon 217 of
the Constitution of the Republic of South Africa, (Act No 108 of 19¢€3, as amended) by contracting for

" “goods and services In accordance with a  system which is fair, equit ble, transparent, competitive and
cost effective,

' .,
|
}
!

s Transnet shall reform all its procurement activities In order to align < 1em In an integrated manner with
: { ¥ national developmental goals, relevant fegislation that enforces the goals and relevant governmental
) supply chaln management approaches that are cost-effective,

! Transnet has been mandated by government to assist in lowering t".e cost of doing businass in South

Africa, enabling economic growth and security of supply through =z spropriate ports, rail and pipeline
§ infrastructure as well as operations in a cost effectwe and ef clent manner within acceptahle
benchmark standards,

= The aim of the Supply Chain Polley 1s to ensure that Tiansnet gets vz ue for money In the procurement
' ; ) of goods and services fn order to fulfil ks mandate while redressing t e economic Imbalances that hava

been taused by unfair discrimination In the past.

The focus for Transnat with respect to its SD activities will Involve, = nong 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 casts In its supply chalr and an overall Increase in its
competitiveness. Transnet's alm 1s to build stronger and more aeaningful relationships with its
suppliers, to find mutually beneficlal mechanisms to extract maximur valve.

Transnet's procurement of rolling stock and in particular the 10¢ 1 lecomotives provides a unique
) .' i opportunity for both localised assembly and locallsed manufacture ¢ component parts, but in addition
o an apportunlty to strateglcally re-position the rolling stock industry. this is partieularly true of the role
; and function of the largest Incumbent rolfing stock manufacturer in outh Africa, Transnet Engineering
as well as players in the private sector,

: There is a drive by Government to Increase the locallsation of roll ag stack, Gouem;;.e:;t has strong
leverage over the procurement of these assets as they reside alme st completely within stata owned
'3’ companies, predomlnan'dy' in Transnet and PRASA. Qther sectors st h as mining and the power sector
! bear close similarities in the production processes and heavy engine -fing requirements assaclated with
rolling stock and thus the manufacturing sector would benefit su stantfally through the additional

i manufacturing capabiflty and demand that this order would provide.
The Department of Trade and Industry (DT1) have identified the locali ation opportunities In rolling stock
as part of a number of key sectors within the Industrlalisation progr=mme of South Africa as contained
' within the industrial Policy Action Plan (2011/12). Tra’nsnet has Identi fed the same opportunities as part

Transnet Freight Rail Capltal project:
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‘ of Its MDS and through its Supplier Development Plan seeks to develop and empower [ocal business
providing goads and setvices to the parastatal.

; 2. Pracurement strategy

i Transhet promotes open competitive bidding as its default pre- srement mechanism since this is the
best means of obtaining value for meney. All Transnet procuram: 1t shall be done In a way that ensures
i that Transnet obtalns quality goods and services at competitiv : prices. It was therefore decided to
! follow an apen tender process for the locomotives acquisitions. in crafting the procurement strategy,
which informed the RFPs, the following aspects were focussad on nd considered,

Transformation and Empowerment

In arder to address economlc imbalances that have been cause. by unfalr discrimination, government
developed the black economic empowerment palicy.

e Black economic empowerment Is broad-based;

——

»  Black economic empowerment is an inclusive process;
¢ Black economic empowerment Is assoclated with good gr rermance; and
* Black economlc empowerment is part of the country’s gr: ath strategy.

Government uses a number of Instruments to achieve black eco amic empowerment. It has developed
3 "balanced scorecard” to measure progiess made in achleviny B-BBEE shjeciives by enterprises and
sectors, This has been inciuded In the tender. '

In evaluating and awarding the locomotive tenders, Trensnet sh: | award preference polnts in regard to
the contributlon that a supplier makes towards the achieve sent of broad-based black economic
empowarment objectives, namely,

= Dwnership and Control;
« Management;
e Skills Development;
- BRI s Employment Equity;
« Preferential Procurement;
s Enterprise Development; and
= Socig-economic Development.

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

B-BBEE has been set a5 20 points in the overall scoring for the tepders assuming PPPFA exemption Is
given, '

Job creatian

Transnet must be a major contributor to Job creation, Thereic =, Transnet's procurement shall facus |
consistently on areas that have the potential for creating e :loyment on a large scale In order to

Transnet Freight Rall Cagital pr 1jects
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contribute substantially to the natfonal employment creation effort. As the main economic agent in the
South African transpert and logistics Infrastructure, Transnet’s planned capital expenditure forms the
big bulk of Transnet's pracurement spend. This Is the single Jargest procurement spend of tha MDS and
as such has been planned on a programmatic basis so as to obtain maximum benefit to achieve
Industrialisation which will In turn create long- term sustainable job opportunities particularly among
the previously disadvantaged members of the South African society.

Local Content

This precurement has been designed In a manner that builds Industry capacity around Hs bulld
prograrnme Transnet has identiﬂed this as its key programmatic procurement and consequenﬂv

procurement and supplier development {SD), which will also address the transformation agenda,

Transnet has included the local content percentages as detailed in the National Treasury Instructlan

. Note Issued on 16" July 2012 that highlights a local content percentage of 55 percent for diesel and 60

percent for electric locomotives. This s in line with the DTI's Industriz] Policy Action Plan It in driving
strategic fleets. Local content is included as a threshold.

Current Jocal cantent for dlesel lacomotives and for electric locomctives has increased over the recent
acquisitions due to the CSDP. The technology and competence in the production of locomotives occupy
a different space In the challenge to loczlise In comparison to wagons, Globally, there are few large
suppllers or OEMs of locomotives and thelr market dommance of the technology, the supply chaln, and
the know-how require nuanced and technulogy capture localisation strategies in order to create real
sustainable local manufacturing benefits,

The approach adopted by Tranznet has been to stlpulate the following requlred minimum threshold
requirements for locomotive lacalisation that are In line with those designated by National Treasury as
highlighted above:

1. 55 percent for diesel locomotives; and

2. 60 percent forelectric locomotives.

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

Sauth African component suppliers are not yet able to produce the Inputs and require build-up to reach
substanttal levels of ocalisation, Transnet estimates that this will take at least a full 3 years to complete,
even though there may be certaln components [particularly those used In electric focomotives) that can
be localised much earller.

Transnet Frelght Rall Capital projects
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EXHIBIT 39

Estimated time to localise localisable components acrass diesel and
electric locomative platforms
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A detailed component analysls undertaken by Transnet demonstrates that price premium is not st-tic
across the percentage sise in local rontent, but rather Is Informed by the cost of production of he
individual companents making up a l[ocomotive.

in certaln areas, particularly In assembly and fabrication, South African locallsation is econc nic
especially given the order size of 465 dlesefs and 599 electric locomotives.

For ather components, although not yet locallsed, a relatively smali price premium is evident. In ti1se
cases similar industrlal production capability is already available in South Africa and nzeds to be re-
aligned to the praduction needs of locomative companents, The capital eguipment setup cost Is lov, for
components such as under-frames, radiators, transformers, etc.

However, as localisatlon reguirements increase, certain components bezin to have substantial 1 ice
premiums associated with their local production. Examples Include englnes, control systems, specia. sed
braking equipment, etc.

Transaet Freight Rail Capital projects
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l - EXHIBIT 40
]

Cost to localise incizasc . with increasing level of localisation
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A grey zone exists whera the limlt of fc alisatlon Is dependent on OEM investment In manufacturing in
South Africa, Part of the way the [ransr :t RFP is structured Is to attempt to capture as much localisation
as possible within the grey zone withou' overly inflating the price premium paid,

i
-

As each camponent within a Jocomotiv: has its own price to jocalisation curve, Transnet could expect to
pay different premiums for each sub-se’ of local component manufacture. By way of an example:
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1 EXHIBIT 41

| Each component within a locomotive has its own price versa localisatic 1
curve

Whee! process
Bogle

% changa in purchase price

T ] %—;"—"? :\,\ Costat zero locallsation

%, of lacalisation

1. Engine process. Initial benefits are achieved through utilising ches: er sillled labour in
! assembly, Increased localisation comes at a high cost as specizlised parts could only be

manufactured locally in small production runs with Insufflcient econories of scale to bring
1 down the unit costs of such parts.

; 2. Wheel process. Small henefits are achieved through some local 25:embly and a stight
) premium is paid as farglng Is undertaken locally. As the manufacture ¢ a complete bearing
moves locally, the costs increase steeply due to small, highly technic: | bearing production

‘] runs; and

' ) 3. Bogle. Benefits are achieved through utlilsing a competitive manuf=cturing process and
' T' . reduced transport costs of not having to bring bulky items such as bagi-5 to SA.

[ -'ne of the characteristic of the curves for many component items analysed is th:t the price-premium

1 ;. rows rapidly at bigh levels of Joca} content requirements (80 percent to 100 p:rcent). By way of an
| xampie, for wheel assembly, much of the wheel could be localised at relatively [-w cost, including the
| " earings. However, the rollers within each bearing are parts that cannot be econ. mically localisad and
~re produced at just a few global sites. This Is due to technological complexity in th : production process,
-afety criticality of the Item, and the need for high production volumes to mak: the production runs
ost-efficient. By lmplication, forcing high localisation requirements on such tar soneats will result in
i “meconomic price premlums as well as possible compromises In safety critical | ems such as braking
.ystems, wheel assemblies, etc.

‘ransnat’s detalled component analysls is summarised into 14 eomponent grour s for both diesel and
slectric locomotives, The cost structure is based on 18 separatg bllls of materizis obtained from the
; aurrent assembly and malntenance of locomotives and thus closely ernulates cuirent market pricing.

l;‘ransnet Freight Rall Capltal projects
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'1‘ Target locallsation Is based on a component by component assessment of localisation potential for each

i particular component within a component group, Because of the complexity and high cost to Tocalise
certain individual components {often small components), the analysis seldom reaches full 100 parcent

l ] local eontent as is evident in the tables below. The cost to locallse s based on an assessment of the

capital cost to set up a production plant for the various components within each category. The time
. l frame to localise Is based on a similar approach. The findings demonstrate the potential ta localise

overzll local content in excess of the Treasury Note requirements of 55 percent and B0 percent for a
diesel and electric locomotive.

l ._i‘ EXHIBIT 42

Percent
ey -c-a-a—t-n-,vwﬁ-. A gt El e lue ., mt b W et RLYE b LA e
. Cv_;,:- & egnrimi = - Curren

'.n Locemtive mssembly C a
1 TN EPTITLILR LIRHS 1 IS
; _Maln powrer traction system hd. au qrstems 15
) Matty povver Eraction moters' ;. s 7 PRI T
l —I Prnpu!sl‘nnmt!:l'ugear . ’

| ' localisation, and estimated cost to localise
r\

et ]

.5'@3:

-t
0 iy

]
‘acgle Chesh Y e . f-n'_.'_ 4
Casing, ’t'ﬂ'ﬂluﬂ'&-", and ﬁ'b'a!!"ﬂ S}'stE'ns 4
' \ Lnéometie conbol st 17N Y 1A
l Orversesh ‘ 3
3
2
1
1
1

_ ibimary Sipply P RN N IE RN AL T

2 . Wheelsystem ) o
} ) Fneuma&:suppiy system W S :'.,. )

. Braking systgm
I Coupling system
Cther

BN bold

(S

i :uG:'P:G o O O.w o aiQ o0 0 0 o
. - N — . -

—
L

© t——

3

A

¥ .
-~

Transnet Freight Rail Capital projects
1064 Locomotives Team 18/04/2013 | Page 60 of 102

®

4
1

.-
— ~

o

00sw-0366-0001-0217

Electric locomotive pricing per component set, current and target — -



718

™

L EXHIBIT 43
\ Diese! locomotive pricing per component set, curr=nt and target
i localisation, and estimated cost to localise
Percent
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i As is demonstrated in these tables, the difference between current nd expected 3- to S-year
' localisatlon requirements are significant. The relatively easy locallsation opportunitles have already
! largely been taken and further loczlisation will require not only additiona’ capital investment but also
§ the appropriate testing and quality control of bath the productlon facility ar 4 the parts produced.
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EXHIBIT 44

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

Maximum 8% price Incraasa
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Akey finding of the analysis is that the nature of the price premium curve as shown above for a generic
locomative 15 such that Transnet could achieve a high level of localisation at relatively small price
premiums. For dlesel and electric locomotives, locaflsation of 70 peccent and 77 percent respectively
could be achieved at an average prica premium of less than 2 percent, This percentage Is calculated as
the average price premlum pald for a locomotive - i.2,, including some items with no price premiurn and
others such as englne assembly with an estimated 8 percent price premium.

This Is provided that three conditions are met:

1. That components are localised up to a level that is economically viable (i.e., that price premtums
for each set of compaonent are economic);

2. That reslistic time frame targets are set to reach full locallsation potential, Shortening these
time periods would in Itself result in considerabiz unaconomic price premlums; and

3. That some minlmum annual order size for locomotive production Is guaranteed to the market
over the life of the 1064 locomotive supply contracts. The analysis Indicates that a guaranteed
minimum order slze of 50 diesel and 70 electric Jocomotives is required annually for the life of
the contract,

The Benefits of Localisation

The benefits assoclated with localisation are considerable and, based on the estimates for 70 percent

Incalisation for diesel locomotives and 77 Pt reent for electric locomativas, the following benafits are
avident:

Transnet Frelght Rall Capital profects
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Enterprise benefits to Transnet are cansiderable and | -clude the design and integration capabilities that
would be passed to Transnet Englneering through 2 st uctured programme of localisation; an enhanced
Research and Development base in conjunction w th the selected OEMs to develop and refine
technologles for both the South African and African |c omoative market; and re-engineering capakbility to
design and provide technologies alignad to the needs « *the South African il market.

Benefits to the manufacturing sector will include key i dustrial capability in:
+ Traction motors and traction control equipme: t;
* Locomotive control system capability;
* Locomotive electrical systems; and
» Large diesel engine capabllity,

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

Benefits to the South African econemy include ber sfits to a number of related sectors that would
enhance capability and export potential. There would e R68 billion In economie Impact for South Africa
at a small locallsation premium of 2 percent, Implying a cost of locallsatlon of 2 parcent given expected
levels of |ocal suppller develupn';ent. The resulting be: afit-to-cost ratio of localisation Is thus 170 to 1 in
favour of localisation, Multiplier banefits would ba su- stantial and for each Rand of localised production
there s an expected average multiplier of R2.74 acros. tha ecanomy.,

Procurement strategy summary

= [ssue open tznders for both locomotive typas.

s Local content thresholds of 55 percent and 60 percent for diesel and electric focomotives
respectively as per PPPFA and National Treas.. y Instruction Note,

e SD/BBBEE (40 percent) threshold,

= Technlcal threshold.

s Stage 2 will comprise price (60 percent), Su_ pller Development {20 percent}, and B-BBEE {20
percent).

s  B-BBEE included for scorecard (10 polnts) anc *RC {10 points).

Reasons for following an open tender programmatic rocess

To ensure the bidding process is as fair and transpar- i as possible. As a lang-term procurement event,
opan tender will identify suppllers with whom TF: can partner, to epsure valug for money and
com pliance with Transnet’s support for the NGP anc jovernment oblectives, The programmatic nature
of this purchase requires TFR to find suppliers  ho can commit to delivering on governments
industrialisation objectives, which Include:

* Localisation and Industrizlisation
» The creationof jobs
» The transfer of technical skills, IR, and know-I sw ta the South African industry

Transnet Frelght Rall Capital profects
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« Increasing the capabllity and :apacity of the South African roffing stock Industry

+ Reducing capital leakage

* Increasing South Africa’s exp.rts

= Integrating of South African ; ippliers Into the tocomotive OEMs' global supply chalns

s lang-term securlty of deman. { will allow suppliers to commit ta Investing In SA operations

« Suppliers must commit to transferring skills to SA suppliers to allow for the long-term
malntenance of the locomoti es post warranty period.

--——- - Evaluation methodology - - -—
EXHIBIT 45
Pre-gualification Stapa i Stzge 2
Step1 Step2 Step 3 Y Step S Step
Adiinlstrative Suhstantive Mintmim Minlmusn Minknum threshold . Welghted
responsiveness responsivensss threshald for thresheld for for functianality/
. loead eantent techniczl

%m

Pre-qualification

>80% 6%, 20%, 20% ;
- B o i

= P s Pt i

. : oo : : ! H :

: e d s g e n
. G E § £ J I iE3
: ' Co - Vol i ¢}

Fa— [ ! P b Lot ' N Y

Local content SD/B-3EE~ Tethnlcal '

B-BEEE

P SO/CSD l “pward fender

» Stage 1 with minimum disqu-[ifying thresholds, will fallow a three-step process, starting with
the Local Content {Step 3), ‘ollowed by the SD/B-BBEE [Step 4) evaluation, and finally the
Technical (Step 5) evaluation. itage 2 will comptise the commerclal {Step 6) evaluation including
prica {60 percent) and supplic - development (20 percent) and B-BBEE (20 percent)

s In lne with categories for | cal content ldentifled by the DTI, 55 perce'nt and 60 percent
minimum threshold of local content will be applicable to dlesel and electric lacomatives,

, respectively, Thesa threshoiZs will need to be equalled or exceeded for the subn'{lssfon to
i qualify for SD/B-BREE evaluati in,
I' Transnet Freight Ral -Capital projects
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1 « A minimum threshold of 40 percent will be set for the SD/B-BBEE criteria evaluation. This
threshold needs to be equallzd or exceeded for the submisslon to qualify for Step 5.
‘ ¢ A minimum threshold of 80 percent will be set for the technlcal criterla evaluation. This
thresheld needs to be equalled or exceaded for the submisslen to qualify for Step 6.
» Once the minimum criterla thresholds are both met or exceeded, the supplier's submisslons will
} be evaluated against price, SD, and B-BBEE.
‘ 3. Localisation

Since 2010, there have been significant changes in the South African policy environment, as well as to
Transnet's strategic objectives. The New Growth. Path {NGP) was launched In 2010 and at the end of
2011, the Nationat Davelopment Plan (NDP). Transnet realised the need and opportunity to develop a

’ \ ; more holistic approach to supplier development, incorporating changes to the policy environment,
/ (J o lessons learned from previcus SD Inltiatives, and Transnet's development of a hollstic Supply Chain
. = ) Policy and Framewaork, as well as its new corporate strategy, the MDS.
I ’ The South African government has highlighted supplier developmant as one of the ways with which to

improve the local economy. SD Is achieved by “procuring in such a way as to increase the
. competiveness, capacity and capability of the local supply base, where there are comparative
advantages and potential competitive advantages of local supply” and is derived from the Competitive
Supplier Development Programme [CSDP}, which is a government initiative run by the Department of
) Public Enterprises. At Transnet, SD Is driven through procurement with a focus on dsilverng
i transformation and empowerment as well as economic growth,

The transformatlon elemant ensures that procurement transactions bring histarically disadvantaged
individuals (HD!s) Into the economic malnstream through the advancement of HDI ownership. It
‘ addresses economic disparities and entrenched sccial inequalitles through the use of the B-BBEE
| scorecard and the seven pillars which make up the score card.

i’ Growth of the local supply base Is achleved through leveraging high-value procurement to achleve
{where appiicahle} industrialisation, localisation, technology transfer, job creation and preservatlon,
developing Industry specific skills, enterprise development (ED), and rural integration.

{‘- " The abova has been factored Into the locomotive tenders as has been highlighted in the Procurement
‘ Strategy Sectlon and as Is evldenced In the evaluation methodology.

" Transnet has extracted SD value through some benchmark Caompetitive Suppller Development
I Programme {CSDP) locomotive acquisition contracts. These include;

. = 100X General Electric Locomotives — 54 percent SD commitment
' « General Electrlc Long Term Parts Agreement — 12 percent SD commitment
J s Electo-motive Diesel Long Term Parts Agreement - 41 percent SD commitment

« 32 X Mitsulf/Venus Lacomotives — 40 percent SD cammitment
» 50X Electro-motive Diesel Locomotives ~ 67 percent 5D commitmeant
} ’ v 44 X Mitsul/Venus Locomotives — 35 percent 50 commitment
: s 43 X General Electric Locomotives ~ 65 percent SD cammitment.

Transnet Freight Rail Caplial projects
. 1064 Locomotives Team 18/04/2013 | Page 65 of 102

0057-0366-0001-0222



-

.
|
|
|
O

—

B
1
l
|
I
|
1
|
I
I
3
1
I
1/
I
I
I
1
I
l‘I
]

0

0366-0001-0223

s e, i s _.TRANSNET-REF-BUNDLE-01005

o Sl et SR S e L o o

723

These commitments have been achieved wi h purchases being made sporadically and on a transactional
basis; therefare, we expect greater bensl to be achleved from a programmatle procurement of this
nature given the size and stable paitern c” demand it creates. The benefit will obviously be limited if
PPPFA exemption Is not oktained.

Government envisages SOC expenditure as ne of the key [evers to achieve transformation and growth.
Tha 1064 locomative procurement provide: 3 great npportunity to fulfil government’s SD asplrations,

This spend will be leveraged to extract S value In @ manner that Increases employment and ako
facllitates diversification beyond South Af. ca’s current reliance on traditional commodities and non-
tradable services. it will address the short? il in artisan and technlcal skills by Increasing the education
leve! and skills capability. An equitable soci--economic soclety will be promoted through the integration
of HOIs Into the malnstream ecanomy wittin the il Industry. Small businesses will be enabled in'2
manner that allows them to successfully cc apete in the South African economy. There will also be rural
development throughout the country ensu« ng the sustainability of these communities.

Transnet's maln focus with regards to the:: two tenders will be around the industrialisztion of the rail
industry. This spend can be leveraged in - rder to industrialise this sector and create sustalnability. A
large number of jobs will be created v lie ensuring that the loca! industry produces world-class
products that can be exported. The will alz - be a large portion of spend on maintenance and upgrading
of new and exlsting locomatives and wager s, which will ensure sustainability.

Our intention is to take the rall industry as : stands and fundamentally shift it within 7 years. This shift is
illustrated In below.

EXHIBIT 46

Fundamental shift of the Rall indus ry over the next 7 years

'.rhmﬂeu:rln?gursju-muld!mcmangm;.
lu.. AR, 5

[ o -«.“ » At feast 60-80% of the fint
lc:ak Industry comgonants wid ba bl
mnltnt Ianature and of 3 glokal

e o Rall Industry eninponanfs am
i  Made tp of a high pereentege of
Interpational mntznk

it 3 ——— e o

| et bt N ———— ——

Iy o TRRRER » Luotapbhy ey : =t P Y v Moms detionsd and

=y B matenance,cpairand = ], mamfacurdlocty e
ping 3 ; = mb a 1
T . Sameny proes ek * S ooy (e o]
camponests
‘&1‘;,_.;&1;; ¥ * Low Tevel of joh creation as foee: STl e o] » Manufacturing capabiity wit -
] B agserm 4 creats ountioous Jobs (28 009 .
ﬁ‘j@z%’ Biigiid i SO | AR oI Y jove) ity focusiog on
SZeATad  fow complexty tema : an | £FE Hos .
. i B0 + Limited smafl buslness e v Alaros anber of trassformsd
=P 3 % development due to historic) 7 smak bosiness wiX develop o
l@ﬁg L smull srafe procyrement and Y oduns keational quality
T mmmnsecpmm rochets whin growing
nmEhabty
Transnet Freight Rail Capltal projects
1064 Locomotives Team 18/04/2013 | Page 66 of 102

e



S A A e ey = e

Y

B R P ST

E. SUPPORTING DOCUMENTATION

1. 7-year commodity growth

e ez ] RANSNETRI

4

{owommmar {tris cxcugery TR AGICLLTUNE FRCEVCE (or I WEANS, GG [UCAR, ex)
ruseRe e ows L ETE ] FRLI B ) o R30 ay ™ nﬁnuﬂummmdmmwmuwuu
g e, Abm, IreTa S i
a MM{;‘?WHMW mmmmﬂm
3 m““mm"'m' aan wn w33 o S5 [£°Y [T 245p [eprans TEAL pecioti et bereane o | 3 peb i
E uhmubhﬂhmm.
Sapgt My Trod, &« 21T &y LY, 1.5
mwmmumﬂﬂhmhnu
TIER 11 198 T L) dwy L Lus LEH §vvony mrm vt mhe came B G BB e e Y iy St ——

T wapassiom of ey S ot SAICCIN, s 73r3 A2 exgpwcte e Ptwam Babey HAE Wy
73,000 g by 2013 Biorich I Euain) S Privall & 2V 2 [mt s

| Conad bty e, L Lm, Worell aaed 547 puacseredd, i bncredss b bid 83 the grvathin searey
[\t 3 v v N, .

[ B0Ayic] ol b ZSimirer T sk thund Tt Due et Tt pracs 2 Upplar Calikig thertafier,
THA Sty g (e Skl vt beany a0 AgAered

Bh'—dunlﬂhmh EstomHoju bt hearvy biud Ine coning an seex i 204 »

COAL R0 - Hadmw) i »m nos 128 s M " L dl
Thafn S 9y ecvRubw o bkaiivs For U 063 v 1L 1 Urmly ok et Eeresfier,
0L |SSmN- TULEQ) (] [] ] [§] § [ 1} 19 18 A ahic loy thuae v e "
§ Coal byrap t, Taport aoad e, Wity
oty A wn | n b1 | e un rem, & oopacty, Rk Emmporiks
josrentions,
tS0AL (ESCAT FrRAAE SA ¢ b dine, Vremay
LR Y ao Lo%E Lie L LN R L 14 Byl v C Eapacty, s &
HAVTTRATE)
COAL (EOgAT T tafrura B0y Ul M. b g s e Ik At vl i1 how L0 Urepapen o0 s ek irad
res panaDy ] em| ses| sa] s nms| owew 134 [ty
EREEEEH N Paed | C 34| SR ] T4 | Ve Eapet]
SVE b o vond wand gl U e N iy e rderga i grewif of bzl
5;& u:hml b N PR L i e 0L M,
E | MANGANESS CEPORT « iy et i i k ] -
E 2 Al acohonr vy ) L ' tor 3 nus | W w 103 {1 miph Homyorve s Reparrin b Hyuns emterelie), Soutn Easlern aacs 8, eeyiior
3H ok i =
JHanganme Bugmt £ peibders
n JeaMaLE a3 s | uiEw | waw e | azen ™ 10
=] -y vom— B Gty whage ey |
COAL BI04~ 4 HORY . il
1 11 25 i 4 s e 1} 2151 jrest ok for an
CEUL KM CO WM ERS] w 7t o m»'n‘::m‘- Brtrecty Q14 Jer ehive vk et Soopoeed. " I
st i CoP gumih, | <
dy q St ookt Hukae Lot v e Polcket a0l
CTAbER Cry, S, wnlmumh&u-.m Fra B m'“&num
AL - = Chuwgy
.lanmm 1) s (20 -] wnea e LMY Ll v el ey P, WAL R ety
d sty Eakwy I lﬂmbm.“
. {Twesnet inlagralag Sataiey framgy n i d
| ?i'lml e R A BT RV hiatia et}
Lachadcd L W o Gedl e & Ocper ke Mt v Gt s Kl Trass comteitiny
s e o} a7 QUS| ety ey & haghiny dernind,
¥l w Erfrart by T
- Lis un aan L] 330 |rpmbeat; #1% W prew-wen vl »
el
Tomrrord iy Jraem Lraid A By FEv e S prestciors, Bagert o $9GLE ]
i L& ] & L% ] i} wl I M 10 1t IR O DALY Pajicli AN
stacied hd
] il 2 L23) | mwicing Det # 0 Wopar) karwt I reas davend

F-BUNDLE-01006

EL PP G L "

Vel 10 B/t b g 401 SAY 2P prwth (€5 an srergc), TR sho tagethy fuk
ol s ey, Then s

el s Ll 324 fau L i e [CTN anvtbgy bt r:g:’: :m:.': ey e v
jreee 7 yrur pesad,
g T M) s w6 | nes ] ame] e} asu AN [eenty prmoth Ingvtar nrries, €0 Bent cenem, e s
é aommears | U] e Ll s W] m| unm tam -mtm-:nh&‘:muuz;:ﬁm.
nonoat pweshe . 160 1® 1 1 m o i h:«hl" : 9 layandiey P
il rwtect T Buberivid 1 M,
[t a8 vy .1 My mﬁhhn—mmndnsummulm-mu
% rcacred.
EYrrae BT, SR TRTTR Tarau;
CURELRIT- | -eeaudtiarr ara ] -f LYLad) Tenasek Iresdd b rrodal — e r e
Transnet Frelght Rall Capital projects
1064 Locomotives Team 18/04/2013 | Page 67 of 102

0057-0366-0001-0224

I e




e s A= o Sl

P S NG S

2. General Freight fleet runout
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Total Maintenance cost for Wagons and I.ocorn;:wes
By inspectlon the cost per annum Increase of loce notive maintenance is significantly greater than that
of wagon malntenance, Locomotive maintenance lncrease from A2 377m to R3 335 over the five year
period 2007/08 ~ 2011/12; an Increase of 40 perc:nt. By contrast wagon malntenance, which does not
have the same level of technology, Increased fron R2 044 to 82 234 over the same period; an Increase
of 2.3 percant. All maintenance is performed by Transnet Englneering.8

Locomotive class comparison Maintenance cost « 5. NTK for the last 5 years
This figure shows the average cost of malntenarce per class of locomotive aver the past five years
against Its performance measured in Net Ton Kilometres,
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| 3. Locomotive run-out mitigation

8 The Increasing proportion of copex to apex in Iz omotive maintenance is a function of changes in
accounting procedures as a greater proportion of miintenance 1s capitalised according international

accounting standards. |
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The new locomotives such as the 1SE, 187 and 43D cznnot be directly compared to the older
locomotives as the new locomatives have not seen five full years of service but even making allowance
for the shorter service, the savings In mainten snce costs Is evident,

The three locomotives {excluding the ne-+ locomotives) with the best ratio of NTK/Cost of

Maintenance are the heavy haul locomotives 3€, 11E and 7E1.

The workhorse Jocomotives that have a poo- NTK/Cost of Maintenance ratio Include the 18E, 6E 34-

000, 34-400 serfes.

The lacomatives that have the worst NTK/Co it of Malntenance ratio include the 37-000, 7£2, 34-800,

and the 33, 35 and 36 classes. These are amo -gst the oldest locomotives.
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1. EXHIBIT 47

Total maintenanc-: cost for focomotives and ﬁ;""“‘""
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TFR has exhausted the lif - extenslon possibilities of tts current “workhorse” fleet which are the
primary contributors to JTK / NTK. Extending the life of “shunters” and “haulers” does not
contribute to increasing € TK / NTK as the locomotives are not vsed and cannot be used for the
heavy loads of maln line ¢ Jerations.

The SMILIP programme for new traction power was developed circa 2002. When this
programme was not acc:pted TFR responded by extending the life of the current workharse

fleet.

The life extension / urgrade programme Includad;

650 6E1 serle; upgrade to new class 18E providing a 12-15 yaar fife extension. 120
upgrades are stlil be completed by March 2016, By 2018 the first of the upgrades
will start to ruaout,

150 class 34 GE locomotives programmed for fitting with new Britestar Contol
systems with 35 still to be completed. As the Jocomotives are already over 35 years
old this is a poiliative,

75 class 34 GV locomotives fitted with new Nexsys Control Systems, A further 20
are program-ied for 2013. As these [ocomotives are already 38 years old, this
declslon will t-e reconsldered In antlcipation of the new locomotives.

Other intarvs tions were more essential malntenance than life extension strategles.
The abova pr. grams result In extend the run out 2ge from a designed 30 years to 45
years,

Tha 1ocomo ves suitable for upgrade / life extension have already all belng
targated Th balance of the fleet does not lend itself fo similar lntenrenhosz

Transnet Freight Rail Capital projects
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EXHIBIT 48
IRANTHRD

E &Y Locomot|ve class camparison ’?’é‘

“Maintenance cast vs. NTK for tha last Sy-ars Y ..
Avsrage maihtenance cost eompared to N+ Ton Kllometras [NTK)
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5. Deployment plan

EXHIBIT 49
ANAHENEF
Table of Contents v
OGLOSSARY
i OIDEPLOYMENT PLAN 143X43D
~ I ) e CIDOMESTIC AND EXPORT COAL BU i
i CISTEEL AND CEMENT BU
N TIMINERAL MINING AND CHROME BU
. e
y L QIRON ORE AND MANGANESE BU
. F{h
l | QCONTAINERS AND AUTOMOTIVE BU
D AGRICULTURE, TIMBER, BULK LIQUID AND AFRICA TRADE 3U
I ] OBACKUP 5LIDES
I CIMPACT ON TFR & TRE
1)
R
I A
B!
I,-J
B
l |
Transnet Frelght Rafl Capttal pro'ects
l 3 1064 Locomotives Team 13/04/2013 | Page 72 of 102
]
i
1
0!7-0366-0001-0229



ot

—

EXHIBIT 50

__TRANSNET-REF-BUNDLE-01012

o mmin i A i’ et b bt = am

730

JRR— s e e

GLOSSARY

Lt e S R |

TRANSHET

EXHIBIT 51

43D Deplayment Plan
EMmictency and anluru Growth
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' 1 EXHIBIT 52

IRANRROT
.«] Cascading of 55%34D's from the Ore Line to GFB ﬁf
l period) Anz012- Jin 2013

CAUING 10 DATE ooz
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1 AR

AR £

6X44D
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New Locomotives Deploymant Plar
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EXHIBIT 55

Deployment Strategy & Benefits : Coal

Coal : RBCT

TRANSHEF

2

> The 19E's wili bo Incraased from 140 to 22 from 2015/2018 Yo 2018/2017. The Jollowing strategic

changos are snv(saged;

It is ta be notad that tha 222 x 192 qulvalast's will run from RCB to various mines direclly

with onfy driver het-seat changes
+ The process wiil start 2013/2014,

«  This will roducs the cycie tima of - comotives from 58 to 49 hours and wagons from 62 {o

48 hours

*  This Increases tha valumes capac 'y of the currant wagon fieet from 81 to 94.7 mions.

+ By opsrating deslgn all 18E/egulv:iant will ba malntalne

d [n RCA,

= This requires that all Investmant [ malntanance st Ermefo to ba reviewsd as this depot
will be ratalned for dlosal locomolives maintenance {39200's and 4)D/44D°s), Capaclty has
to be reviawed as lha maintenanc - work contant on these locomotives Is considerably less

than the current fleet

»  Richards bay wlll become a supe; malntenance depot (Based ant GF practices)

processing and tha clear the dack posti 1n of the 10E1s.

dapot for TFR,

v O YY v

reviawed,

Tha whole diesel Nest to be replace by raw dlasels by 2618/2017,
Provida for the Under Flooy Whes! Lath- at Richards Bay ax [t wilf be a singular supar lacomotive

Cascade 1155 to GF traffic by 20161201, This could raduce o zaro based on dual powar

ETXOld Dlesels (34D/ITD} swapped Wit §3XNew Diesals (430/44D), howavar the tigure will ba

Transnet Freight Rall

Capital projects
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EXHIBIT 56

NANSHED

Deployment Strategy & Benefits ; Coal "5’&2\

General Freight
l »Genesal Frelght traffic on the Goal fine will be injectad with 21 x 7E1 from the 1 May
2013, The figure will be Increased to 43 by 2015/2016.,
>The TE1 and 7E4 that aré ring-fenced for tha Coa] lina general freight trafflc will run-
out in 2019/2020, however if the efficienciey from PRZ ara realized this run-out will be
earlier.
I - »The 7E3 will be cascaded to Pyramid Scuth o captura the growth In Coal, Chrame .
and Ferrochrome from the Rustznburg area.
A 7TEY's will be cascaded to Pyramid South by 201512018,
> HNota that with dual power processing, the 7E type locometives will afso be eliminated
I 1 from the Coal line.

™ > All traffic from Waterburg area will be dual powered theraby removing the need for
3 (, Y, Pyramid South.

EXHIBIT 57

TRANINEF
1 Deployment Strategy & Benefits ; Coal _ Vf*

= Ths following nre e benafits:
- + Reduzed fual consumption with naw disssl) tives being Introd
« improved cycle limes for mithg sivck
l « Improved reUsbility
« Battar utilisation of trews

* Reduced handilng and shunting
¥ impact an Craw and Malafeaance depat
* Richanis Bay lo be Ihe Super Locomotive Halntenance depat

LI + Standardise the Emnelo depodta fawlocomotiva types, speolfically diasals { 15200%, 430" and 440 )
T w * Tralning ctew on the new Jozometives
A N * Ermeln yard sirength and crow strangth will ba roviewed 1o the new operating standzrds
-y f * Book off st Ermalo wiXt bs raviswed ax corn Joading atatlon can take 200 wagon iralns stralghtin
' > Necassitated required ch i

« System cannal aftord 10 run 3 41 hows and & 58 hour cycle 29 R will not bo seamtest and will be

* This w!ilv-\Lm uqu!f:;he 1081 tn bm convertad to dual pawar for 8 ann typs 41 hour cpention.

i

O(w7-0366-0001-0233

. * Flnsncia) Impact Analysls
l + Savinps due the I'nl.rudunl!o_n of tha new opsrating model trom 1 Septamben
A
l o
.. !
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EXHIBIT 58

IMANINED

Schamatic view of the deployment of new locomolives into the
Steel and Ce

———— et

»

-
o~
e

o] Increasa capacity te move mors valumes:

«  Eletidly the sechion betwecs TZB = Lephalale/GGH,
Rzlaane tha KDS 340 0 Pokckwans

« Relaazs PRI S8E 10 Feal f Neleor

» Mo 20B lbeamaives fa run threugh ACIGE sadangs
15 13xicaie Dme waslsga

Propocal be relocale TRE dagate 81 unckons 1o wham
Ll Becrin gndd apd

r—

K EXHIBIT 59

New Locomostives Deployment Plan
N ENticiancy ard voluma Eer;‘:m X
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. EXHIBIT 60
TAANSNES
Deployment Strategy & Benefits ; SAC Vf
General Frefght
¥ The Introduction of the dual tocometiyes et Pyramid Soutl will wea all tfows trom origin to destination

on tha AC/DC routs runnlng with singla hype of lozamatfva, Flows such as Chrome Lo Rickards bey;
Coal & lron Ore o Nawcastie and Vereonlging, Cement fo Polokwane and |ncluding over border
traffic. This will eliminate braction change over at Pyramid South and Ermels thers by Improving eycle
tima and snhancing asest utfisation,

»  The sHlclenoy of Z0E's will play sn Important role In the relazse of 7E lncomotives to sfass whare

they are nesded or for enrly run-ocd {o reduce the cost of mainfenance.

¥ FElectrificzlion of the section batwasn Thabazimbl and Grootegefuk betome vital for dual foco

system, hence {ha need Lo fast Iracked to 201502018

¥ The oxpectation Iy that onca the dos) 20E%s ara deployed It wAIl negats tho noed Tor 10E1's In its
* current form, this calls for tha {0E1's to be yppradsd to dual powersd, _

Impact on Crew and maintenance depot

> HKoedoespoordlessl depat required to be down scaled as the numbay of dlesets will be mduced,
7> Thebazimbl ne longer required 83 a maintanancs depot
»  Retrzining of cfew on now routes,
> ntroduce rew took-off practices,
> Pyramid South to be z run through yard wilh minlimsn processing for matze trabas, cement fraing wle.
> Tha new elactric | lve wiff be Ing to Richards Bay, Newcastia, Bi)ikor and Durkan, thersfore
ihese arezs nead ta prepara for ha maintenance of these locomelives,
7 Upgrado the coligny depal to Incredee [1s seopn of work 2nd dawn-sczie aclivities in Sentrarand
depol,
P PoloXwane tobs 2 202 xnd 44D depot
> Newcasls to be o 208 dopot
> ‘The yard capacity at Pyramid will require {o be raviowed
n
Transnet Freight Rail Capital projects
1064 Locomotives Team 18/04/2013 | Page78 of 102
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EXHIBIT 81

' IAANENET

, Deployment Strategy & Benefits : SAC VF

Financial Impact Analysis .

Pyramid yard sirength to be sddreccad
Cycla lime {from Lephalzle to Richardsbay wili be reduced conservatively by 30 houra

This impacits on wagon raquitaments for the these 1one ks b calcalated

Fusl savings [rom replacing oid diesals with new

, Pyramid South and Austenburg yard no longer nesdad as halding yards, parking of Pyramid Sauth
' 7EZ% and TEY's, Krugarsdarp 340 and the Polakwane 340'%; EAVINGS

YYYVYYy

EXHIBIT 62

Schematic view of the deplsyment of new locomatives Into the Mineral  iranswir
Minlng and Chrome Business Unit emdency sad Volumas Grovih Wfi

136X430
244440
40X20E

»d Rewehs bay

* LR 260 WA run af e vy La £ L IRaiy
cNRAKIEY Erue Wasloy® ML Bmpe i
e v €
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EXHIBIT 63
TRANSNEF
gﬂm?m:t.wes Deployrrnent Plan WF

l-

B RS e lois 3 ; . s
;.w.

“_ S
: ‘

b
P

A
f L;;‘g—.l";“{';ﬁi

AL T

EXHIBIT 84

: 1 RANSNEL

Deployment Strategy & Benefits : MMC ‘?{;3

‘wau dropped {070 locomotiven for the wamas lons, Tha GTH3 was achieved [n advance of what the business case
slatod,
Incraass the 42 x 430" 1l Phalborwa 1o 73 1o capiure the growth in Magnelite and soal from Musing by

-
-

. " 20172014,

— _) ) “ The loesmofive cyzls time has improved from 72 hours ta §5 hours iith tha Infactlon of tha 430'
Wagan cycle tims has Improved from 7 days lo 3 days on the coridos,

Deployed 330's s Lydenhurg

Eliminated hangs over sl Baltast Running the 330's ali the way 1o Ermelo.

A 109 wagon iraln was tested succussfully batwesn Lydenbinmg and Ermelo,

Stealpoortio be 124 wagon RDP traln

a "% s 4 =

invesiigete the fulura growth plane for the Raoscanskal aram and keep Witbank depat in the meantime

j impact on Craw and Malntenance depot
f > Nelspruilt
+ Rafogals the trew and mainlenance depat at Neleprai? to Kamatipeort
) HKomatlpoort .
* Komaiipoor ia heve 1 12 lon crane and » drop-pit.
J > Watorvel Bovan

* Relocale the crew dapol Wilhank end Komatipeort

H Lydenhurg
rridor has baan jardiwed (o 390's orly

J - qufo matntanance (o ba dons ot Emwlo

» Rulotxte Lydenburg as & Loco and Crew depol to Stesipoert

General Freight
' ¢+ Nota the origlnal deployment way A2 locumotivan forrequired MBS tona, based on th sficlancies schisyed this

Transnet Freight Rall ' Capltal projects
1064 Locomotives Team 18/04/2013 | Page 80 of 102
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-} EXHIBIT 65
IRANENEP
1 Schematic view of the deployment of new lacomatives Into the Iron Ry
v Qra and Manganese Business Unit zincencyand vanme grawts é
’ T it 3 %‘g\‘?“w’% b ;"“:":3"“‘);1'563"" ok ik
(e,
-1 - H
threugh ATIC sxthanga hunby
siiminnling (lmawastage snd
Impreving lacomalive tyis $1ma
k) ¢ Proparsit peloealy TRE dapols 3
| thets junclions lo whare tajns agin
:. wnd end 3 T
' - 16
{ EXHIBIT 68
MANGHER
} New Lacoma!
} Em
. inand s gl pan or
j A a it S5 : e
| el
s (oh e [ e | | etecs | ot B e | Doy | st | e | P |
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EXHIBIT 67 '

739

Deployment Strategy & Benefits : IdM
Ore Line

— ] e

furthar be inctyase by 24 % 15E to meet the WICS volume budgets.

manginess ta Suldanha,

xiso imarove reflablilty #nd fusl consumption,
» Thaddclass lﬂ
T

1

et e ——_ g

General Freight Lines

—~
i x
]

the 20161207,

e

Impact on Crew and Maintenance depot
3 Begconsteld maintenance depot ne lonper taguipd
> Investigats the posslbiity of De Aar ax a book-oif placs

e

TAARSHEP

a

The Ore line {5E wifl Incroase from Bie cument 34 x 15E to 76 x 15E by 20112014 Mrancial, This will

¥ The 3 xYE wil) bz reduce to & rough figure of 4 ta cater for GF Kr=fic on thy Ore Line and mins
shuntng requinemant, This will addross the Seldanha Coal scrvice and the containsrised

*  AnInjeciion af 39 x 450" will ba used i3 on the long trains dus to power supply constreint This will
sals will reduce 1o 30 x 340° ta eater far cther GF traffle, Infra and shunting

rpowos,
> 8y zummﬂ all e‘luar!s onthe Ora Line to b= rephcnd by tha new 440 dieseld

* The deployment of th new electric dusl powersd Iccometives will bring bansfit 1n the manner In
which irains ore operated. The new AC/DC Jocomotives witl have the capabliity o run through the
Int nge at B s1T+1d and Beaufort West theraby siiminating tracton changa ever time.
hj\ ¥ The dus] powered | tives for P @ depotwill service both the PMG-PE route and the
T Gautang-Caps Town/PE route wih Swartkaps belng the super dopot,
> Swartkops FE's retirad in 2013/2018, 3IXPRZ TEZ cascadsd fo Swarlkops to be ratired In Swarfkaps

> 10E/2 Lo be eonverted to duel power locomolives end this wii Impact positively on the =y:lo times,

» Pastmeaburg ta be 1ha & crtlcal turn nround Iotomotive mainlenonce depot,

EXHIBIT 68

Deployment Strategy & Benefits : IOM

Financial fmpact Analysis

of 10 hours,

¥

i . . -
— A gy T ein it bt

this Ia epproximated to be arvund 1M Nitrea

-
. ¢
.
£y
vy

R ME N EE M EE A NN I EE N WS S e
J

TRANSNED

v

» Garand contalner traln ta Kealfontetn sad Kazerna from P2 will have on improvement In cycls lime
Furthar tusl zaving will be achieved wih moving the combinalion of 158 and 34s ta 168 and 43000,
Yard capaclly io ha eoviowed at Kimberly dus ta run through and enly haot seat nhlnnu

Perking of SWS 72 by 201572018
|
. ‘ |
] i
Transnet Freight Rail Capital projects
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[

] EXHIBIT 69
J ARANSMED
Deployment Strategy & Benefits : 10M Wfﬂ

' Financlal Impact Analysis .

Car and container trains to Kaslfonteln and Xazeme lrom PE wifl have an improvement In cycle lrne
of 10 hours.

v——
v

¥ Furiher fusl saving will b+ achlaved with moving the combination of 168 and 343 1o 15E and 43000,
thls Iv approximatad to be sround 14 litres
3 Yard capucity o be reviewad st Kimberdy dus to run through and onfy hot ceat changey.
] ¥ Parking of SWS TE by 20152014:
%
A
H
i
i
. EXHIBIT 70
!
! Naw Locomotives Deployment Plan
Efficlency ard Voluma Growih
!
ol N
) : e

- &

| % !

g T H
‘ 1 SRR 4
| s ke | s = | ) T H
| o] T | SR | BT
| R EN STaf5n| BT | [

7 . sk 1 r _.;::;:; SRR |
R T s 3 e p

| e
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| e e,
4 iy
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EXHIBIT 71 .

741

v .

General Freight
> Kazerne/City Deep

ot i,

|

locomativas,

» Financialimpact Analysis

4

#  Introduse baok-off whare fenslble.
. e m—— L - b Doliville to be major depot while Kaseme becomes a supporing dapot fo- the new elwctric
-

« Fusl savings when replecing 34/37 with 44D
* Parking of Wentworth 370 by 2017/2018 and Bloemfontein 34D by 2017/20° <SAVING

TRANSHET

Deployment Skrategy & Benefits : CAB Wéf‘-\

¢ Posimashnp/iSwartkeps 202 Jocomotve Teel will 2ater alsc forthe cordde - to Cape Town. This
wifl Inprova the contalner seniees bebween Gouteng and Cape Tawmn

+ Raviswing ths contalners to Porl Eftzateth to run via Bvaconsfleld. Inciud~. j the motonters,

) » Thia will Improve on the asacts cycle tims theraby sliminating traction cha~ ;s overs at

s Eoacansfield apd Besuton Wes1,

f » Impact on Crew and maintenznce dopot
& Ratraining of crow e the new locomotives,

Reviaw vinbllity ar Wentworth maintenancs depat considering malnisnar o cycle fimas of
440°s varswa 37D's and the I70 fallures rates,

EXHIBIT 72

Schematic view of the deployment of new locomotives into the

s

IANENET
\gricalture, i
- nR Growth

T]T!‘Ib}el:,“g

utk Liquids and Afiica Trade B
FrEWr Ak alit STy

. IncTanne capatity to move more
volumag snd re-deploy CHE 78 ty SW3;

i « Ciewlics the saciont SFR-CBE wavead 1s
EMG.PEH,

Tha tppdas and farns thal wil be lresd by
deploying newlooas iz ohver BNy wli play 8
vt et in Incrensing Acrieuture and Affkce
Trada BU expecity.

7

Tha 350 thal wit be refewied from 6PR whoen

thal W8 be runidng
The 11250 that wll ba relsacad from BLE
whea (njesting s Wl BX

18350
! SURPLLIS

I FORUSE IN SHUNTING ACINITIES

y mr'.'c'm.vnnns'mbur.'n_msr::‘mun'

tecing3AD's Wibe sart o CBE forhe 330 [ [ Fnia

A5 -16.; s

2yt
Mg

Transnet Frelght Rail

Capital r pjects
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- EXHIBIT 73

] New Lacamatives Deployment Plan
. zmdr.n:z and vglume Growth

o
] a0

e ot Edan bt TN TR TR | B : :

1 ] S e e et o A E R Do Le [ e
e e e o b B ) ke T :

™

SVEAD | Birna . O e | e et | R | T
Setulia = i ] ] £ | S | mﬂ
o = ]

LT MR

EXHIBIT 74

General Freight

At i

Thoe Seatrarand clapat wiil sfar [o recslve 188% iom 2013715 4.

The EE locamatives will ho phased out by 201612047, wlth L reatupgraded to 18Cs.
Disueliss Iha Sprinpfonisin (o BastLonden and make Szrin~ wnleln 2 run thraegh yard.
The dspats undar ABL will bs tlandacdiced 12 138%3 on DC 5 us,

The Polokwans 34D redlred [n 202072021 ac we rrcalve naw o wsals.

Bwiufort West no longer nquled as a changz ~ovar yasd

VYYYYVY
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PANEE . Impact on Crew and malntenance dapot

# Relninlng of crow an the new lou;unntlvn.
> Intnduce baok-oif wers fessible,
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3. Business unit power sheets

See attached power sheer excel file “20130418 Supporting Document F6 Business Unit Power
Sheets”
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10. 7-year man plan

i e rad em——nd —

Y23 | ve13/44 1 Yrid4Hs | Yeisi6 | Yrien7 | Yri7is | Yri8if0
Natcor
I Required 752 805 861 1025 1137 1205 1278
Available 408 408 408 408 408 408 408
Delta 344 397 453 617 729 797 B70
l Natcor2
Required 216 231 247 294 327 348 367
Avizilable 146 146 148 146 146 146 146
) Delta 70 85 101 -148 184 200 221
FI i | Coalline . -. .| - T P SN B -
Required 783 838 855 1067 1184 1255 4330
Available 417 417 417 417 417 417 417
A Delia 366 44 479 650 | 787 833 913
#\) Ore line
i O ,. Required 168 167 179 213 236 250 285
-1 Available 107 107 107 107 107 107 107
l l Delta 49 60 72 106 129 143 158
Capecori&2 )
Required 508 640 685 a13 804 850 1016
Available 425 426 426 426 428 428 426
l ] Delta 172 214 259 389 478 533 650
Hockeystick
Reqguired 278 287 a1s 379 420 445 472
I } Avallable | 191 191 191 199 191 191 191
Delta B7 108 127 188 229 255 281
Westeor -
1 Required 128 137 147 174 194 205 217
I Availabla 1089 109 109 109 109 109 103
Dalta 19 28 ag 65 85 96 108
Northcoy
l Reqguired 238 253 270 327 357 378 401
Avallable 158 158 158 158 158 158 158
! - Dalta 78 95 112 154 199 220 243
-\JJ' | Sentracor .
I Required 270 289 300 - | 368 408 433 459
Available 208 208 | 208 2048 208 208 208
Delta 82 a1 101 150 200 225 251
Eastcor ‘ - -
I | Required  [212  [227 243 288 321 ]340  [360
: ' Available 180 180 180 180 180 180 180
Delta 32 47 63 109 141 180 18D
l Y1243 | yriard | ye14/15 | YrisMe | Yeieid7 | Yri71s | Yr18/9
- Reguired 3529 3884 4155 4943 5488 5817 6185
Available 3100 3100 3100 3100 3100 100 3100
I Delta 529 784 1055 1845 2388 2747 3065
I Transnet Freight Rall Capital projects
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11. Infrastructure plans
EXHIBIT 75

) 3 ‘ 1

Track / Perway - Axle foading (Current status)

HARSNET
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EXHIBIT 78

Electrification (Current status)
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EXHIBIT 77

Expansionary Infrastructure expenditure timeline

Busfoess Prapazation for grawth Sutzined growth Coneolldate
foraty [rers ta fwo veary) (v by fhve yoars) {f've o seven yenrs)
Infrastructura * Increate axin foading e Jacexcs big foadng s Incraase ade Kachg

wmpanslens ¢ m:mlnumm Increase coal fine capacty to 91sk v Grerzll nnel doubling

petway faxia = {eal 21t profect (cluding Overalunnsle Gl 93mt projact (incuding
" loading - Bkcn project doubfing) mmml tunne ﬁubﬂs\o]
. Psrﬂdcumdnﬂ-mujm *  Eskom Y profack .
. \'.':stu’aﬂ Phases 2-5 = Geksataas prade saparalion . Lmu'lp!mnmdmusphas-
tttorml passimg Ioops * Unebiphag Aroadsnyersplaay-Ermdo Emek
- M:nnme 16miga (Fetet - = Wyterberg = Phasas 2-5 adddona) pasmg- Svezn Tall Hnk 1Smt
b * poubling of 3l crafeal deviations

Coaga)
s Swad rafi fr 15mk = Manganssa 16mtps (Hotazel = Coans)
= laorense muls leading on Ore Bne Phaya 2A b 32,5k
Groenbuk- Hostleproft » Swad rafilink 15mk
!nl"ﬂm-u:tun . kwﬂselﬂectr!dﬂwdvnnu « Manpmese 16mipa Now ond Upgraed ~ = Completion of Ure comvenionef - — - -
expanalons AC section oa the ex flng stibedations IRVOC o 2SKVAC Ermata-Pyramid
Slectelcnf * Upgrade section Rockop- L] nm:mmus;uhaurrmmt Sauth
Newrastia, Manganess 2Emba vpgrade (ncludng Coa? 9imt profact
New and Upgraded sub-statims  » WIWEMWMmu: Eskoer 32m! project
, und OHTE sactin on the oal Upgrade substztians and electrkal
» Coal9imt projact
Upgrada sutstations and eactrical
penent

o
Cammanc with the convarsion of Ik
0 to 25KVAC Ennela-Pyramid South

I BN IE I G BN E =N
- -

i
E

Lephahl
Conversicn of !WDC 3 25KVAC cn
Emele-Pyramid Scuth

!nfum:mu » Marmnsa 15w - thsamh-uw.a « Cammente wkh ﬂ'llﬂ-ﬂqm!hg nf
axpansion: Communicaiisn basad autherisation tha coal ling [CBA]
Signallng (CEA} pllat Instatation
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EXHIBIT 78

Track [ Perway ~ Axle loadmg [Future status} IANSHER
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EXHIBIT 79

J——

752

Electrification (Future status)

JRANSNET

EXHIBIT 80

Maintenance Infrastructure expenditure timeline (1/3)

Praparztion fot grawih Sushained growth Capzolldaly
Dusinees focus [unnnmm‘! {hwo to five yeart) {fle 1o seven yean}
Infmstructure | + Lvcrssas ontrick machiney aapadly ¢ Increate on-troch machies capaclty  ®  Ioetnarie ontrack rachines cagadtly
malotzaanca: and productiaty nd prodocivty wnd procucivity
susialalag Parwoy » AL rall reg (76tm v ] d ra rep {askm @ Accelesatad rad v
Lo #ESum) 1o 1 v5skm) {1 D&5kicm La 1 200km)
= Iniease sleeps replacement = lotmase slecper replscement * Mainaln secper peplazement 2t 650
{453 000~ 550 00/yens) (550 100 10 650 00 year) Wfyesr
= lagreaye ballast soenning (E306m = ¢ Inoruase balagt seesning {750 = v Increase batast sreaning (8200 =
TS0 240km) R50km) N
= Ore Eas ral brest mkigalion plan, 1 fongehtess Medsulmant systems »  Langemecs measurement gyslems
Wiyside Intelligent Longtrasy. (WELMA) for cois ines (WILMA) for cove Rres
ruasurerpant ' Lo '( ins * hasnacture Seibi
mﬂcmm el Detector afmmsm beidges  Freight business) W(GWWW
UER} & UBRD systams en Geneal Frelghy + @ UBRD st on Generpl Fresght
* Longrtrest iwmdsurement systesm tusiness core l:ll = buinesyes oo Fnes i
CWILHA} = tioomr and mal Noe ¢ Lewdooming eimnatofleel Livel orosstog ebminalanierd
+ Infrstuchre mﬁi&ﬁ!ﬂ nsEng protacicn (hae aussing prtecticn
Freight business] unnch and brifoes  brdgepjpmincion eystems) bridpes/proteciion sysiems)
¢ Adcitlonal tree Rl rains * tvalnage mhabRation « Dralnage relahfZotion
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] 12. Wagon requirements )
| EXHIBIT 83 ,
’ WANSNED
6 PROFPOSED CAPEX BUDGET OVER SEVEN YEARS AFTER SMOOTHING WF
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13. Locomative types and capacity

EXHIBIT 84

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

BT

Loco Number  Total capacity Loca Rumbesr  Total capacity
Sy_:e__‘_ Illf'l‘e_e.?" . (MGTK p.a) type In flest (MGTK'p.a}

6E 75 2,507 3 5 33

7E 216 B8 34 a8 7,689 —

8E 37 bi:} 1 k3 148 1,006 :

9. 0 0. 3% 167 24

108 104 13,795 37 0 1m

11E 1 130 ‘ 38 38 BZ?I

e 8 320 ' 39 53 2,882

18E Lx 7 34,025 43 a3 4,235
Total 1038 73,031 Total 850 18,626

The current fleet is made up of 66 percent electrlc and 34 percent dlesel with a totz fleet size of
1,838 locomotives and capacity of 92 milllon gross ton kilometres per year. The ac: ve GFB fleet
Includes both the operational flzet and the fleet undargolng maintenance, but exclud-3 mothbailed
locomotives. The operational fleet consists of the locomotives available for operations Typleally, 12
percent of the active fleet’s locomotives are undergoing maintenance or minor rag airs, but this
varies depending on the level of reliabifity of Individual locomotives and locomotive - lasses at any
point in time.

The operational fleet is categorised into “shunters” and “workhorses.” Workhorses -2 the prime
mavers, hauling loads between hubs, and generate the' Income earning net ton kilome res, They are
TER's inputs In locomotive efficlency measures. Shunters are primarily used to place ar. clear loaded
wagons and compile trains before departure. Although shenters are not prime income 2arners, they
are an essentlal component of operatlans and an overhead cost that must be covered,

14. Locomotive specifications

-0366-0001-0255

Locomatives have 2 long lifespan and the technology Is constantly evalving, Therefor-, to maintain
efficiencles and capacity, TFR needs to procure recantly designed locomotive types hat not only
enable It to deliver on the Fleet Plan but also capture the aforementioned operational = flciencies,

Transnet Frelght Rail Capital projects
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EXHIBIT B5
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Exhiblt 9, above, shows the high-level specifications of the locomotives to be procured. A major
! feature of the procurement Is that it offers suppliers the choice of providing elther Bo-Bo3 or Co-

Co10 wheel configurations. It also requires the electric locomotives to run on both AC and DC lines
given South Afrlca’s gridiine structure,

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

A direct comparisen of class 6E and 18E to the proposed new locomotive Is not possible. However,

Ty our knowledge of and experience with the recently delivered 19€ and 15E suggest TFR can expect an

i ) ERS electrical efficlency Improvement of at least 18 percent, as'well as regenerative capability that feeds
’ power back inta the Eskom grid. The design calls for a tractive effort between 267 and 400 kN, which

} Is conslderably higher than the 170 kN of the 6E series or the 200 kN of the 18E series.

15. Technology

The new locomotives will all be equipped with new technology which Is currently being retrefitted to
the existing flzet, The technologies are summarlsed below.,

[——

b, vy

9 rwo-wheel configuration r

f 10 Thras-whes! configuration
Transnet Freight Rall Capital projects
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« Integrated Asset Tracking to track locomotives znd w:gons using a comblnation of
tracking teehnologies including GPS and GPRS.

»  Electronic Control Preumatic Braking {ECPB). This enhar ses the current pressurised alr
brake system by sending an electric signal via a cont-3) cable simultaneously to all
wagons to apply thelr brakes. This eliminates the propagtion delay encountered in the
traditional system where the signal Is pneumatically trz1smitted from the locomotive
down the Izngth of the train. A result of this system trali~s brake more respensively and
more evenly and safer. it Is belng Implemeanted on ai} 200 vagon tralns.

« Radio Distributed Power enables driverless locomotives - be placad within the length of
the traln and remotely control them fram the lead locor otive, This enables longer and
safer tralns as the tractive forces are more evenly distr buted along the length of the
traln. Coupler breakages because are reduced to being £ iminated as the tractive forces
are no longer concentrated at the leading locomotive consist,

This technology was ploneered on the Iran Ore Export Line and w il be used in other heavy haul
operations but will not be universally fitted.

* Cab based authorisation, control and communicatior: systems. This cab mounted
equipment provides an unobtrusive visval display to the driver with easy and intultive
controls and inputs. There are also interfaces to the 'ocomotive controls providing
automatic stop features in the event of over speeding ir failure to adhere to a valid
command. ‘

All new Joromotive designs will incorporate the deslgn ergonomics < f these systems and interfaces
to the locomotive controls canception through to commissloning,

Retrofitting this equipment to existing locomotives almost always r sults in suboptimal ergonomic
designs and control interfaces.

«  Electronic Fuel Injectlon Englne Technology provides beter green fue! efficiencles and
higher power output using micro controllers that intelliges tly switches the engine an and
off to eliminate excessive idling, Indications ara that the-2 could reduca the energy bill
far these locomotives with up to 10 percent.

s  Data Loggers report on the condition (health) of the Jocoriotive fleet, thereby optimising
malntenance and Improving efficlencles in the maintenar :e of the locomotive fleet. It Is
planned that this information Is transmitted back to the central focomotive control for
maintenance planning and to anakytically develop prevent tive maintenance measures,

«  Trlp Optimisers are belng tested and evaluated for diesz 3 and are being considered for
electric locomotives, The Trip Optimiser results in significa nt fuel and energy; savings as i
computas the best match for the throttla / notch position of the locomotive to preloaded
profile for the trip and running time to be achieved. Using the trp optimiser ensures that
only the optimum power is applied at any one time an! Integrated over the trip, the
minimum energy Is consumed, As a stand-alone system « ith automatlc throttla controj,
energy savings of 3 percent - 17 percent are Indicate: In the commerclal litarature
depending on the locomotive type, track candltions angd d iver behaviour, Further savings
arq‘ possible depending an the degree of Integration into sther systems stich as Dynamic

Transnet Frelght Rall Capital prajees !
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Brake Control, integration with Traln Authorisation ‘ystems and ultimately Movement

Transnet Freight Rail

Capital r "ojects

1064 Locomotives Team

18/04/2 13

Page 101 of
102

0057-0366-0001-0258



e TRANSNET-REF-BUNDLE-01041. ...

Project Authorisation Signatures

759

l }
) Transnet Frelght Rail
l a Submisslon supported:
]
Rita Roper Date
g General Manager, Capital Projects
l L Submission supported:
X Mlamuli Buthelezi Date
I ﬁ Chief Operating Officer
l C; i Submission recommended:
Siyabonga Gama Date
Chief Executive: Frelght Rail
I ] Transnet Grotp
Submission recommended:
l | Ano} Singh Date
Chief Financial Officer
l ; } Submisslon recommended:
3
I ( Brian Molefe Date
‘ | Group Chlef Executive
Iyl
l ‘Y -__;_»'} |
l i
2
I (
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OETHEBGARD: HEN25 APRIL2012
R ESORETHES DIREGTORS GF TRANSNET SOC LTD MEETING NO. 12/3 HELTGN-25 APRILZD R
iﬂq ﬂq:- 'fiﬁu THE 3% FLOOR aoA'RﬁE?"Room PORT TERMINAL BUILDING, NGQURA CONTAINER TERMINAL, PORT i

ELIZABETH ) Reanhifian N/

8 MATTERS FOR DISCUSSION/APPROVAL

B.15 Procurement of 1064 GFB locomotives ‘ ' TR

8.15.1 Management ook the Board through the submisslon as contained in the pack. The Coe
submission was taken as read. The submission was recommendsd by the Board A
Acquisitions and Disposals Committes, to the Board for approval. .

8,152  The Chaiman indicated thal the Boand Acquisiions and Disposals Committee
recommended that Mr Skosana be co-opted Info the Board Acquisitions and Disposals
Committee o provide financlal expertise in the procuremsnt of the 1064 GFS lecomotives,

RESOLVED that the Board approves the following:
*  The process that will be followed for the acquisition of the 1004 GFB locomatives with
reference fo procurement strategy and process, Capital and Financial Risk, subject to

B et e i e — )

PFMA approval,
) ﬁ - ¢ Delegates authority to the GCE to approve the issue of the RFPs, subject to PFMA
ey approval, .
- ( Sy *  The co-opling of Mr Skosana info the Board Acguisitions and Disposals Commitize to B

- assist with financial experfise on procurement actvities for the 1064 GFB locomotives.  12/3/15

, - |
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Y Transniet SOC Ltd Carlton Centre r.0. Box 72501 TRA
regiakratien 150 Commissioner Parkview NSNEIT
- Numbar Str. Johamnesbuzrg Scuth Africa, 2122
1990/000300/30 2901 T +27 11 308 2526 L
: F +27 11 358 2312 4'{:f
MEMORANDUM

wiW, transnat. net

To:  Brian Molefe, Group Chief Executive Officer
From: Angj Singh, Group Chief Finandlal Officer

_ l S ____ Dater 29 April 2013
SUBJECT: ACQUISITION OF 1064 LOCOMOTIVES FOR GFB - ACCE! TANCE OF
I "S FINAL BUSINESS CASE
(Y
. e PURPOSE!
I } 1. The purpose of this memo Is for the GCE to sign off the final business ¢ 1se for the
Acquisition of 1064 locomotives for GFB after changes from BADC anc the Board
- that will be provided to the Minlster of Public Enterprises as an anne: ure to the
l ) application for approval of the propased investment in tetms of sectjcu 54 of the
PFMA.
l BACKGROUND:

. 2, The business case has undergone numerous reviews and iterations in tr : past year
e during s development. The locomolive Steering Committee has ¢ rerseen its
l development as an additional level of governance.

} 3. Transnet has also engaged the Shareholder representatives over the past  ear as part
I ! of our continuous engagement activities with stakeholders.
1
l DISCUSSION:
Y 4, The business case was submitted to a Speclal BADC on 23 April 2013 a1 a Spedal
Board meeting on 25 April 2013, An Interactive session was arrangs | w1th the
l % Shareholder representatives on 25 Aprll 2013,

- 5, The buslness case has been amended o incorperate all changes anc suggested
Inclusions from the BADC meeting. The business case has also been mdated to
Incorporate certain changes and Informational requirements stemminc from the
sassfon with the DPE.

)
5 6, Other Information requirements are not related to the business case itself ind will be

provided to the DPE in the next interactive session which is planned for & day in the
week of 6~10 May 2013,

l FINANCIAL IMPLICATIONS:
I 7. Thera are no financial implications relating to this memo as it Is a reques- t6 re

1
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finality on the business case.
BUDGET IMPLICATIONS:

8, Due to the reasons indicated above there are no budgetary implicatic: 5.

9. Consensus and acceptance is required to be reached between he TFR Chief
Executive, Group Chief Financia! Officer and Group Chlef Executive Officer on the
finality of the business case. '

RECOMMENDATION:
10. It is recommended that the GCE sign off the final business case for the Acquisition
of 1064 Jocomotives for GFB after changes from BADC and the Bo: d that will be

provided to the Minister of Public Enterprises as an annexure to the 2pplication for
approval of the proposed investment in terms of section 54 of the PFi A,

Prepared by:\
H / ) 'l: .
Nirdsh Budhai

] Manager: Capital Investment

\
i
é APPROVALS AND DELEGATIONS:
'j

‘ ] Date:
|
I;.
Vo [E ; am_ . -
T bl e: Transnet Freight Rail
ey Date: 013 Yo 4 -3
z Approved by:
, -\
A \C
. Anoj Singh
Group Chief Finandal Officer
Date; Bol=ddl®
:] App

Brian Molefe © | |
Group Chlef Executive Offi
Date: Y<-¥/3

1064 Locomotive acquisition: Acceptance of Final Business Case

"-—-——-.—‘
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To: Francis Callard Transnet Frelght Ral JHB; Barry Pitz Trans r orate JHB;-Jghan Bouwer Transnet Freight Rail’
JHB; Mathane Makgatho Corporate JHB; Natas:a McMahon Transnet PJght Rail JHB; N!rash Budha! Transnet

i — .'

o —

Corporate JHB; Pragasen Pillay Transnet Frelght Raii JHB Tharnsam: 1 Jiyane Trensnet Fraight Rail JHB; Thembt
; Lekganyane Transnet Freight Rail JHB; Yusuf Mahiomed Transnet Cc: Jorate JHB; alinafe ﬂ]uga@.mghngg! com;

j fablip_pedrazzi@mclkinsey.com; pischal bajjnath@mckinsey.com; vik-s Mm
Subject: Re: Business case approval - Your input needéed 7

—

Hiall, o
Thanks to those that were able to send across thelr inputs today. The updaied status sheet is attached.
-
For those of you that have not sent Inputs across yet, it would be gre :t if you cauld bnng them with you en Monday at
8am. Per Thembi's invie, we ara meeting at Carlton Centre Rm 44c i, Looking ft fom'ard ta catching up then.

T PR
1

I Haveanlce weekend. ) P ) : . .
l i Nzseem . e L . . o .

(See attached file: 20130426 1830 Status of BADC and DPE q: estions.xlex)

gl
-

N ! . l‘:,l" . . ' ’J'
b

f.,_: Naseem Salovjee . : -

McKinsey & Company
+27 83 659 1221 (South Africa)
+1 647 622 91 73 {Canada)

7 Naseem Salbc]ee—~26!0412013 12.08 01 PM—Hi team I'm sendir 3 this note outon Thembi’s behalf, as sheisin
facilitation szssiens today.

' 1

From: Naseam Sa!oojedTDR/NUMnerk:aMﬂdNSEY

To: *Francis Callars Transnet Fraight Rall JHA® <Erancls Callard@transnet net>, *Gany Pit: Transnet Corporate JHB" <Garry.Pia@transoet net>, “Johan
; Bouwer Transnet Freight Rall JHB® <Johan.Bouwer@ ransnet net>, "Nalasia Mchahon Treo snet Freight Rall JHB* <Natasia McMahon@tarsnet nel>,
; “Niresh Budhal Transnet Corporate JHB® ﬂresh.Budhai@@mg‘n et>, "Pregasen Pllay ~ ansnet Fralght Rall JHB' <Pragasen.Pill
’ "hamsanqa Jiyana Transnet Frelght Rall JHB® <Thameansa Jrene@imnsnet nel>, "daniz. smit” <danle. smit@transnet bat, “Mathans Makgamu Comamts
! JHE? <Mzthane Maknatho@iransnet net>, Zlinafe thura@mckinsey.com, pischal bafineth 'mekdnsev.com, fabin cedrani@mekinsey.com, Vikss
Sagar JOH/ATEA/MCIGNSEY @MCKINSEY
Cz: Thembi Lekganyane Transnet Freight Rall JHB <Thembl| skanpyane@transnet net>, * ac} Sngh Corporata JHB® <Anol Singh@transnel.net, Yusuf

Mahomed Transne{ Corporate JHE <Yusif Mahomed®@iansnet net>
Data: 26/04/2013 1208 PM

: Subject Business case approval - Your Input needed

e

1 Hiteam, . .

3 ¥'m sending this note out on Thembi's behalf, as she is in facilitation « sssions today.

) Congratulations ¢n the great work done to-date! We have now recei :d business case approval from BADC and
i Board, contingent on the integration of answers to a few final clarific= on guestions,

f To get us ready to submit the business case to DPE on Monday = ternoon, we must answer these questions as

N well as a few that were ralsed by DPE yesterday. The questicns, as v ell as suggested responsible parties, are | )

' attached'in the excel sheet below. | understand that seme of the D7 E questions in particular have already been
answered, s DPE only reviewed a presentation rather than the mlly ;ompleted case.

the DPE session. In addition, pleasa review the items for which yo 1 are respansible and send thesa to the
McKinsey team as soon as possible, prefarably by end of day teda -, Should you require clarifications, please reach
out to Naseem from McKinsey.on 083 659 1221. We will send arounc a revlsed llst -of questmns by end of day loday,
including status updates with progress made agalnst the various ftarm . .

Let's be prepared to meet together from 09:00 to 12:30 on Monda*_. to integrate all of our answers to the questions
l 2

00

l Please take a look through this list to ensura that we have not missec anything, as ! know that many of you were [n
l 0366-0001-0263
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Pdvate Bag X186, Haakd, 0020 Ta 202) 431 19284150 Faxr (012) 43 1030 .
Privaée Eag X070, CAPE TOWN, 8030 Tek (C21) 481 6370/7/483 780 Fm; {£21) 405 23A1A0T 1141

e, Maflka Mkwanazl
Chalrman :
Transnet SCG limited
P.O. Box 72501
Parkview
Johannasburg

2122

Tel 011 3082308
Fax: 011 308 2312

Dear Mr. Mkwanazi

Trarcnat PFMA Application for the Acqulsition of 1064 Locomotlves

I refer to the PFMA Sectlon 54 application dated the 2™ of May 2013 regarding the
acquisition of 1084 locomoﬁvas.

| nota Transnets commrtmeni {o the Nafional Growth Path and the Matlonai
Devslopment Plan oblectives.

| also appreclate that this sacquistiion will go e long way (o provide the much needed

capaclty o realige the Market Demand Stretegy velumes, and thersby contrbuie to

the road to rall migration objective, | also expect thal we will see elgnificant
Improvemenia In cpsrational efficlencies rasuiting from thls procurement. In
addition, dus to the scale and duration of locomotive fiast procurement, i s criticat
thaf we maximise the locallsation impact In the procass. .

| ses Transnet Englnesring (TE} playing a critical role In developing strategle and
industrial capabliies relavant to the rall supply chaln. In so dolng, TE Is expacted to
systomatically support the development of a broader rall industrial cluster involving
the private sector and position South Afrfca as & rall equipment manufacturing hub
for Afiica, In order to achlsve this, the surent locomotive procurament programme
should be ussd to ensure that a world class enferprize and rall clustsr is builk.

Approval ie hereby granted to Transnet for the procurement of the 1964.

locomotives, sublect to the follawing cond!tlons belng mat:

™ T
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4. A clear statemsnt by Transnat with regard fo TE's vision In the locometive supply

chaln and what capabilities will need to be developsd to make this vision a reafity,

2. Transnet to provide TE's seven year locomolive supply chain strategy fiustrating -

what is being imporfed, what TE producas, what is being outsourced to the private
sector and the brosd conditions assoclated with outsourcing that will resu!t In the
bullding of a compstitive national Industry. Such condittons ‘may Include industry
compefitiveness benchmarking, investment In plant and skiits and the requirement
that industry masters quality and [gam manufactunng disclpllnes in exchange for
= long term contracts.

~7 3. Transnetfo pmv[de 8 clear plan fo the stratagic fit of this locomotive prucurament fo

the broader road to ralt migration to objactiva,

4. Transnst providas the Depariment with a view of the locaﬂsaﬂon stratogy for the

following strataple components:
4.1 Traction converfor;
4.2 Traction motor;

- Dlesel engins;
Bogles;
Elactrical system;
Manageimant sysfem;
Control system,

Transnet's continted commitment to the sconomic development of our country Is
recognised and appreciated; and the Depariment Is committed to providing the
necessary support to ensure that tha MDS' oblectives are achieved.

i fust that you wiil find the ebove In order,

Yours sincsrely

g@hm ur

MINISTER QF PUBLIC ENTERPRISES
DATE: 2o BE{PB

_ TRANSNET-REF-BUNDLE-01047
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