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December 2011

07/12/2011

February 2012

09/03/2012

09/03/2012

19/03/2012

April 2012

19/04/2012

23/04/2012

[see
procurement
strategy of April
2012]

[See memo to
BADC of 23
Auqust 20121
[see
procurement
strategy of April
20121

Business Case
Version 0
Dated 5 March
2012 - 45 pages

Excerpt of
minutes of TFRIC
meeting

Excerpt of
Minute of CAPIC
meeting

1064
Procurement
Strategy
Submission -
Presentation

[see
procurement
strategy of April
2012]

[See memo to
BADC of 23
August 2012]

JQesJfflptfan®E«ent^ 2"1-'.'-' •fX^-:~^.zr^C'^'^^ii^.'Js.yi.\.i'-'::

• Contract concluded for 43 diesels and tender issued
for 95 electrics

• Minister of Finance grants Schedule 2 entities
exemption from most PPPFA regulations

• Transnet Board of Directors (BOD) approves
Transnet Freight Rail (TFR) locomotive fleet plan

• Procure 1064 Locomotives for TFR General Freight
• submitted to Transnet Freight Rail Investment

Committee (TFRIC)
• Prepared by F Callard, financial model prepared by

Janse Maria
• Minute reflects ETC of R38,2bn but excerpt from

minutes has ETC of R43,4bn
• TFRIC resolves to support business case
• In re procurement of 1064 at R43 373 billion (sic)
• Basically a resolution in support of the business case,

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
to be submitted to acting chair (Mr. Gillman)

• Mr Gillman and Mr Gama to decide on external party
' to review the business case and provide a risk

assessment
• Business case not recommended for approval to

Group Executive Committee
• Special CAPIC meetinq to be held
• Styled: "TFR General Freight (1064) Procurement

Strategy Submission - 7 year Plan" (procurement
strategy of April 2012)

• Submission to BOD
• 6 step Evaluation process explained in detail
• Approvals required from BOD stipulated: acquisition

strategies (open tender programmatic procurement)
+ delegation of authority to GCE to approve the
Issue of tenders (subject to PFMA approval)

BADC agreed to programmatic evaluation
process with the following thresholds:
Price 60%
SD 20%
BBBEEE 20%
• Procurement strategy recommended to BOD by the

Board Acquisitions and Disposals Committee (BADC)
after minor changes

• MDS volumes anticipated to grow from 87,7 m tons
in 12/13 to 170,2 m tons in 18/19

• | National Treasury local content requirements 55%
1 diesel and 60% electric

• Transnet Freight Rail (TFR) - custodian of tender
process - send draft RFP's to Group Supply Chain
Management for review

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

25/04/2012

26/04/2012

7/05/2012

10/05/2012

12/05/2012

30/05/2012

05/06/2012

07/06/2012

JDoGument >:- -1-1
[See memo to
BADC of 23
August 2012]

Excerpt of
Minute of BOD
meeting

[See memo to
BADC of 23
August 2012]

Memorandum
from Garry Pita
to Anoj Singh
and Brian Molefe

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

Excerpt of
Minute of CAPIC
meeting

Request for
Proposal "RFP"
document
prepared by
Trnanset
[See memo to
BADC of 23
August 2012]

l

Response to PFR
document dated
7 June 2012

• consolidated review meeting held to discuss and
workshop RFP's - After circulation of Draft RFP's to
Group Finance, Tax, Governance, Treasury,
Insurance, Legal and Supply Chain for commentinq

• 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

• Draft RFP's incorporating comments of all relevant
group functions sent to TFR for incorporating and
consideration .._

Memo from Pita to Singh and Molefe recommending:
• Confinement of business to the estimated value of
R50 million for advisory services re 1064
• Procurement strategy that will be considered
• Delegate authority to Acting GCFO (Singh) to award
business after adjudication process
• GCE approves a confinement for transaction

advisors, which confinement includes PWC

• Purpose: 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
associated with the business case

• Further
o BOD approval requested for RFP issue to

market subject to PFMA approval
o Department of Public Enterprises (DPE) and

National Treasury (NT) to be engaged in the
PFMA approval process

• The Actina 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 proposal for the Appointment of
Advisory Services Related to the Acquisition of the
1064 Locomotive Tender

• Group receives back RFP's with amended comments
and additional changes

• Response to GSM/12/05/0447: For the appointment
of advisory services related to the acquisition of the
1064 Locomotive Tender : Response by Mckinsey &
Company, Letsma Consulting, Advanced Rail
Technologies (ART) Nedbank Capital, Edward Nathan
Sonnenbergs (ENS) Koikanyang INC and Utho
Capital

0057-0366-0001-0003
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08/06/2012

11/06/2012

11/07/2012

12/07/2012

15/07/2012

16/07/2012

17/07/2012

23/07/2012

23/07/2012

Jib.Guih.eht ;•

[See memo to
BADC of 23
August 2012]

[See memo to
BADC of 23
August 2012]

[See memo to
BADC of 23
August 2012]

[See memo to
BADC of 23
August 2012]

[See memo to
BADC of 23
August 2012]

[See memo to
BADC of 23
August 2012]

RFP document
contains issue
date 2 July 2012

Memorandum to
BADC

i
i

E^cnptiQti^Evenl::^^^-';..^ ~ •".-•> ?r-. >, ''•;'uti*J:.r-i~.lrJ''. • ','•'.'••
• Follow up RFP review meeting with representations

from Group Supply Chain, Finance, Tax and Legal
functions

• Additional information to be incorporated into RFP's
identified

• Combined review by TFR and Group Supply Chain
function

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

• TFR submits final RFP to Group Supply Chain for final
Review

• GCE approval of placement of (RFP) advert received

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

• RFP advert issued, stating RFP's would be issued to
market on 22 July 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
qo to market on Monday 23 July 2012

• Integrated Supply Chain Management (ISCM) meet
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 respond to the points of clarity souqht
• RFP issued for 1064 Locomotives

. 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 certain parts of the Instruction note
applies to the Transaction

o Evaluation model now to be followed included
and explained

o RFP's still 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 issued first and contains all
information required by Instruction note
(components of part 1 listed)

o Other parts to be issued later c6mprising
aspects such evaluation criteria, evaluation
methodology, weightings and supply
agreement, Financial Total Cost of Ownership
etc... etc

• Transnet to approach NT while RFP's (part 1) is in
the market to obtain full exemption from application
of PPPFA regulations as a matter of urgency - RFP's

0057-0366-0001-0004
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27/07/2012

31/07/2012

21/08/2012

22/08/2012

29/08/2012

22/10/2012

30/11/2012

December 2012

07/12/2012
!

D o c u m e n t -.':' •.•.•'

Transnet
Acquisition
Council
Resolution/
Minute
184/2012TAC

Excerpt of
Minute of BADC
meeting

Memorandum
from Anoj Singh
to Brian Molefe

Letter of Intent
from Transnet to
Mckinsey

Letter from DPE

to be aligned by addendum on approval of
exemption

• GCE was delegated authority by BOD to approve
RFP's and authorise issue to market

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

• Meeting deals with the PPPFA withdrawn exemption
and how Transnet is to deal with the situation

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

• Transnet acted on decision by NT but will challenge
same through the MPE

• Meeting between the Chairman, MPE, GCE and GCE
and DG was scheduled for 1 Auqust 20012

• BADC recommends to negotiate with highest scoring
tender (CSR) and with an option to negotiate with
second hiqhest (BT) re 95 electric locomotives

• From Anoj Singh (AS)/ Group Chief Financial
• Re appointment of advisor of 1064 locomotive tender
• Request for appointment of McKinsey Consortium for

complete advisory services and Webber Wentzel for
legal advisory works as transaction advisors on 1064
tender

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

• Board approves Sharma appointment as chairman of
BADC

• Transnet signs agreement with CSR re earlier
"accelerated" tender - CSR to supply 95 electric
locomotives

Letter of Intent from Transnet to McKinsey (and the
other members of its consortium including Regiments,
Nedbank and Advanced Rail Technologies:
• For 9 months commencing from 15 January 2013 to

15 October 2013
• Main deliverables:
• Business case
• Transaction process
• Negotiation
• Transnet appoints consortium (led by McKinsey) to

advise on the procurement of locomotives
• 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 is 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 Local Production
and Content for the Rail Rolling Stock Sector" -
should MPE agreement with NT require change
Transnet can alert bidders a that staqe

0057-0366-0001-0005
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11/12/2012

28/12/2012

January 2013

08/01/2013

15/01/2013
(On cover but
in agreement
says 5 January)

February 2013

04/02/2013

20/03/2013

1
March 2013

Document- \ -\

RFP document

Letter to MPE

Presentation to
the ISCM
Governance
dated January
2013

Subcontract
Document

Agreement
between
Transnet and
McKinsey re
1064
(Agreement):

Presentation to
the BADC
February 2013

Memorandum
from Siyabonga
Gama to Brian
Molefe

Memorandum to
BADC from Anoj
Singh

Presentation
Document
styled: 1064
Locomotive
transaction
advisory team
update Annexure
A"

D^CTTp^iiSn/Event'>?:^t";.:C,-': ',.'']•'^Y<7:j'i-^-/V;;•;T:.\'..u:'-':'
• RFP Part 2 issued (both electric and diesel) - with'

closinq 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
(i.e. as though the required exemption is in place)

• 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

Transnet's procurement processes, as no further
exemption from PPPFA subsequent to instruction
note of NT withdrawing exemption that had been
granted to Schedule 2 entities

• Subcontract concluded between CSR E-Loco Supply
(Pty) Limited and CSR Zhuzhou Electric Locomotive
Co. Limited for 95 Class 20E Locomotives

Agreement between Transnet and McKinsey re 1064
(Agreement):
. Expiry date 31 March 2014
• Same project deliverables as LOI
• R35,2 million

. To BADC
• Objective is to inform BADC of required change in

evaluation methodology required in Transnet's
procurement processes, due to further exemption
not having been obtained, way forward and interim
measures

• BADC is requested to provisionally approve
Transnet's options to incorporate Supplier
Development and Empowerment in procurement
processes whilst ensuring alignment to the PPPFA
evaluation framework

• From SG/ TFR CE
• Re recommendation: GCE to note extension of part

to RFP closing date from 26 February to 30 April
2013

. From AS/GCFO
• Re progress of Transaction adviser {sic) team and

associated governance and approval processes
• RFP update from TFR + PPPFA impact
• Estimated costs of transaction said to be R38.146

million

• Basically re expedited business case and approval
potentially seeing the completion of procurement
process faster

• Contains schedule of internal processes to take
business case to BOD in June 2013

o From TFRIC,'to CAPIC, to EXCO, to BADC, to
BOD

• Notes inter alia date of first/initial version of
business case

• Documents also lists a proposed governance
structure of the Locomotive Transaction Team and
list the names of the various structures, including

0057-0366-0001-0006
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19/03/2013

27/03/2013

03/04/2013

15/04/2013

15/04/2013

Document:'.' .•.."•*i3

Transnet's letter
to the
Department of
Public Enterprise

Excerpt of
Minute of BADC
meeting

Email dated 03
April 2013

Minutes of the
Transnet
Locomotive
Steering
Committee

Transnet letter
to MPE

o Steering committee (TFR CFO, Nomfuyo
Gaieni mentioned here)

o Working team, including
• TFR subject matter experts
• Group Finance
• Transaction advisors

• Letter to MPE from Transnet requesting that a task
team be constituted to develop a framework in re
exemption of Rolling Stock from the PPPFA
regulations for this transaction

• Re current status of Transaction, including impact of
withdrawal of PPPFA exemption - says BOD drafted
correspondence to MPE to request NT to review
withdrawal of PPPFA exemption

• Notes extra caution to be taken to ensure there is no
perceived preferential treatment associated with
Transaction

• EY said to be responsible for finalisation of the RFP
process

• Chairman stated that the GCE should be the face of
the project and this project should be treated as a
Transnet project as opposed to an OD project

• CSR said to have given assurances that the 95
locomotive will be challenge free

• Email from Johan Bouwer to Mohamed Mohamedy
reqardinq 1064 Business Case Proqress Concerns

• of 1064 Locomotive Steering Committee (LSC)
• resolved recommendation to Group Executive

Committee to approve amendment of its mandate
subject to changes per par 3.1.1 on pg 2

• 1064 loco Business 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
the business case being circulated on 17/04/2013

• SteerCo resolved on approval stated in presentation,
same to be used in upcoming meeting with DPE and
NT

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

o SG raises concern that increasing size of team
could increase risk of conflicts of interest and
leakage (concern to do with suggested
international peer review)

o Matter to be discussed by Mr Wolfenden, SG,
GP and Thamsanqa Jiyane (TJ)

• 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]

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

• PPPFA option discussed as well as the fact that there
would be a 'meeting 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

• SteerCo draft mandate attached: undated
• Addressed by chair of BOD
• Basically goes back on what stated in Transnet letter

of 28 December 2012

0057-0366-0001-0007

TRANSNET-REF-BUNDLE-00789



508

Cr

Item*';

5

5

5

5

5

5

5

Date" A- :l"_-:'"_ ?

15/04/2013

16/04/2013

18/04/2013

18/04/2013

18/04/2013

19/04/2013

22/04/2013

22/04/2013

Document ,' :

MPE letter to NT

Letter from the
Shareholder
Minister to the
Minister of
Finance

Excerpts of
minutes of LSC
meeting

Memorandum to
BOD (Special
Meeting)

Excerpts from
draft minute of
CAPIC meeting

V Soni SC
opinion

Memorandum
from Anoj Singh
to Brian Molefe

Excerpts from
minute of Group
Executive
Committee
meeting

Descnpt ibn /Et fent , . . . . - '/„':•:''...>•:'': ' / v ; ^ ^ . . - . ^ ' ^ ^ . ^ -V:>".-;&
o Follows MPE direction (per letter of 7

December 2012) to Transnet that it is not to
consider itself bound by paragraph 5.1.2 of
the instruction note on Rail Rolling Stock (not
to include SD and evaluate 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 potential risk of irregular
expenditure due to non-compliance with the PPPFA

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

• 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".

• 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 (excludinq hedqinq and escalation)

• From BM
• Recommends approval of MPE of business case and

ETC at R38.6bn (excluding forex escalations, forex
hedqinq and other price escalations)

• 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
for approval to the Group Executive Committee

• Notes concern re whether number "1064" is optimal
number for the investment - concern addressed

• V Soni SC provided Transnet with an opinion dated
19 April 2013. This opinion 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

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

• 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

j 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
portfolios

0057-0366-0001-0008
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Date:?M.^r''.:'./',

23/04/2013

25/04/2013

25/04/2013

26/04/2013

29/04/2013

30/04/2013

30/04/2013

30/04/2013

30/04/2013

08/05/2013

Documents ;*:;

Excerpt of
minute of BADC
special meeting

Excerpt of draft
minute of BOD
special meeting

Excerpt of
minute of BADC
meeting

Letter from NT
toMPE

Memorandum
from AS to BM

17 Files Received
from TFR

Transnet's Letter
to the MPE

[see BM memo
to BADC of 17
Jan 2014 &TIA
report of 20 Jan
20141
[see TIA report
20 January
20141

tiesccintf off/Ewen&i' o . ^ X ^ i i r S V i ' r -. J?.\ :--'?<_:-.i i
• Committee provided feedback on developments

pertaining to the PPPFA exemption, particularly
pursuant to the meeting conducted between the DG
of the DPE, management (AS and GP) and IS

• It is noted that there will be no additional funding
needed, the budget is incorporated in the Corporate
Plan

• Mr Mkwanazi Is said to be uncomfortable with the
funding aspect of the project (See 5.1.19)

• Steering Committee established in DPE (comprising
of people form Transnet and DPE) to deal with all
section 54 approvals and a meeting scheduled for
30 April 2013 where the business case would be
discussed and NT would also send a representative

• Approval of business case and ETC
• Mr Skosana requested clarity on the proposal to

appoint an independent expert on the transaction
• Ms Njeke stated that the Committee concluded that

it would not proceed with appointment the
appointment of an independent expert, however
certain Committee members were requested to
investigate whether there Is a need for an external
service provider considering the internal audit
resources

• Adv Soni opinion that withdrawal of PPPFA
exemption does not apply to the transaction
presented/deliberated

• Mkwanazi suggests submission to BOD to rescind
resolution on requesting an exemption iro of the
1064 tender

Stating that the tender issued in 2012 was "structured
in a manner that is not in conflict with the National
Treasury's instruction note issued in July 2012" and that
Transnet should therefore proceed with evaluation
Purpose is for the GCE to sign off the final business
case, to be annexed to the application for approval of
the proposed investment in terms of section 54 of PFMA
• Tender for procurement of 1064 locomotives closed

- as extended from 28 February 2013
• diesel loco supply - 4 proposals received
• electric loco supply - 7 proposals received
• Evaluation criteria for steps 4 to 6 presented to BM

and AS by TJ and SG [Memo from SG to BM re
request for approval of evaluation crit and metho for
step 4 to 6 of 27/04/2013] - /

• 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

sourcing team
• Update report on each step to BM
• Chairman sends letter to Minister of Public

Enterprises seeking approval for acquisition and also
to Minister of Finance (Ito PFMA)

• RFP for diesel loco's closed... Transnet receives 4 i
proposals

• RFP for electric loco's closed... Transnet receives 7
proposals

• CFET start evaluation process

0057-0366-0001-0009
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08/05/2013

13/05/2013

22/05/2013

27/05/2013

13/06/2013

14/06/2013

14/06/2013

18/06/2013

11/07/2013

15/07/2013

19/07/2013

25/07/2013

1

01/08/2013

03/08/2013

D o c u m e n t '•'.-'• :/'-••

Memorandum to
the Board of
Directors from
Brian Molefe et
al
Transnet's Letter
from Anoj Singh
to Mckinsey
Memo from
Siyabonga Gama
to Brian Molefe
DPE internal
Memorandum
Letter from
chairman:
Transnet Freight
Rail Acquisitions
Council (Nomsa
Maseko) to
Lindiwe Mdletshe

Emails from TFR
to Tenderers

Memo from SG
to BM re update
on PMO process
for 1064

Emails from TFR
(Londiwe
Shabalala on
behalf of Lindiwe
Mdletshe to
tenderers
Emails from TFR
to tenderers
[See Brian
Molefe's memo
to BADC of 17
Jan 20141

Report
referenced in
letter of item 2

[Memo of 26
May 2014]

Descrfpt iQt i /Event-C' <-.. .'•'", XI" ' •'•:. :X" ' . -^ . '^u:.-''',i;--.-'C:'liJC
• Commencement of evaluation process (step 1 & 2 -

tests for administrative and substantive
responsiveness)

• Memorandum to the Board regard to the current
status with regard to the 1064 Locomotive tender

• Singh letter to McKinsey advising of potential conflict
with Nedbank and suggesting that McKinsey finds an
alternative service provider

• Memo from SG to BM re request for approval of
evaluation criteria and methodology for step 4 to 6

• DPE internal Memorandum

• Submission of offers from tenderers (both diesel and
electric) to be considered by TFR and returned to the
Transnet Secretary

• TFR request latest signed and audited financial
statements of the ultimate holding companies of the
tenderers as well as their companies that would be
providinq the required Parent Company Guarantee

• Extension of clarification from closing date
19/06/2013 to 25/06/2013

• Basically an update of the evaluation process
• TFR said to have created a "PMO" that will house all

relevant docs and approvals for the project
• Says TFR CPO (TJ) is overseeing the process
• Various types of docs are kept and secured at

different points
• TFR CE (SG) and GCFO (AS) scrutinize and

recommend
• GCE (BM) approves succession steps
• Verifies that the estimated cost 1064 acquisition over

period 2012/13 to 2018/19 if R38,146m

• Request for clarification

• Clarification closes [emails from TFR to tenderers of
15/07/20131

• TIA reviewed step 1 & 2 of the evaluation process
(both diesel and electric) and signed off on the
process

• Review of financial stability assessment of supply of
599 New Dual Electric Locomotives completed

. In line with 1064 Locos High Value Tender ("HVT")
Review Process acquisition plan, approved by
Transnet Locos Steerinq Committee

• Ministerial consent
• Notes approval excluded certain costs
• Minister of Public Enterprises grants approval

0057-0366-0001-0010

TRANSNET-REF-BUNDLE-00792
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8

8

8

8

9

9

9

9

9

9

Dale: vi;. , , i

07/08/2013

08/08/2013

19/08/2013

22/08/2013

30/08/2013

27/09/2013

October 2013

30/10/2013

04/11/2013

19/11/2013

19/11/2013

09/12/2013

10/12/2013

[See Brian
Molefe's memo
to BADC of 17
Jan 20141
The BEE
scorecard
situation
[[See Brian
Molefe's memo
to BADC of 17
Jan 20141
[See
• Brian

Molefe;s
memo to
BADC of 17
Jan 2013;
and

• Thammi
Jiyane's
memo's to
BM, Anoj
Singh and
Siya Gama of
16 Jan 20141

Memorandum by
Brian Molefe to
BADC

[See inter alia
BM memo to
BADC of 17 Jan
20141
Transnet Letter
(Mafika
Makwanazi) to
MPE

Transnet's Letter
to Mckinsey

CFET REPORT

CFET REPORT

Descfc lp t ior i^Event • -••, -- '•:/::• •-:1>\:::•::-:•••• ;-;:,-i<-:
• Diesel S. Electric
• Approval of recommendat :>n of step 3 and

commencement of step 4 oncurrently with step 5
• Approval by GCE
• Same as below at 5 pages plus annexure consisting

of 2 pages...

• Diesel
• GCE approved recommenc ation for step 4

• Diesel
• Technical commenced with step 5
• All tenderers met min thre hold of 80% and

complied with all MANDATORY requirements in
specification

• TIA review results on com; letion

A memorandum styled "Mitiga ion of MDS Volumes at
Risk through the Investment a id Procurement of 100
class 19E Equivalent Dual Volt ge Electric Locomotives
and Class 43 Diesel Locomotiv ;s" by Brian Molefe
Management submission to re uest BADC to recommend
that the Board
• Notes that the procuremen of 100 class 19E and 60

Class 43 Diesels will protec: GFB volumes from delay
in 1064 locos

• Approves procurement of 1 DO Class 19E locos for
Coal export line for R3,8bn - Mitsui

• Approves procurement of £ ) Class 43 Diesel locos
for GFB for Rl,8bn - GE

Iqbal Sharma's committee ask d to urgently approve
supply of 100 electric locos to litsui pending finalisation
of 1064 tender
Minister of Finance expresses oncern, inter alia, re
profitability beinq dependent o : volumes and tariffs
• Diesel
• GCE approved shortlisting cf tenderers that met the

80% technical threshold

• Chairman of Transnet respcids to questions raised
by the Minister of Public En erprises' letter of 3
August

• Letter from Singh to McKinssy confirming that
Nedbank has a conflict of ir :erest antJ
recommendation to replace Nedbank with Reqiments

• Report of the Cross Functio al Evaluation Team
(Finance) into the tender fo 599 electric locomotives
for the GFB

• Report of the Cross Functio, al Evaluation Team
(Finance) into the tender fo 465 diesel locomotives
for the GFB

0057-0366-0001-0011
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1

1
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Date,>. .•/;.:";.:':

21/12/2013

23/12/2013

23/12/2013

27/12/2013

27/12/2013

04/01/2014

4 - 15/01/2014

Document i. A;

[see Memo from
BM AS and SG to
TJ and CFET for
1064 of 27 Dec
20131

[see Memo from
BM, AS and SG
to TJ and CFET
of 27 Dec 2013]

[see Memo from
BM, AS and SG
to TJ and CFET
of 27 Dec 2013]

Memo from BM,
AS and SG to TJ
and CFEI iro of
both diesel and
electric
[see also
• memo from

CFET
(finance)
memo to
1064 SteerCo
of 15 Jan
2014]

Memorandum
from Steering
Committee to
CFET

[See TIA report
of 20 Jan 2014]

[See TIA report
of 20 Jan 20141

Descriptib'tt/Event ,:-'Wi''-.i.'^C~:'':^-'il^'i<•'\-;.'lV^'.'.y.
• CFET finalises evaluations for both diesel and electric

• Memo from Thamsanqa Jiyane to Brian Molefe, Anoj
Singh and Siyabonga Gama subject" Request for
approval to negotiate and award of Business to the
short listed tenderers for the supply of 599 (coco)
New dual Voltage Locomotives for the general
Freight Business (GFB)

• CFET issue final reports on the evaluation process
• Memo from Thamsanqa Jiyane to Brian Molefe, Anoj

Singh and Siyabonga Gama subject" Request for
approval to negotiate and award of Business to the
short listed tenderers for the supply of 465 New
Diesel Locomotives for the general Freight Business
(GFB)

• CFET issue final reports on the evaluation process
• Purpose

o Acknowledge receipt of CFET final reports of
23 Dec 2013

o Approve recommendation to exclude
scheduled/unscheduled maintenance from
final evaluation + Authorize issue CFET of
BAFO's (top 2 in electric loco's and all 4
bidders in diesel - subject to BOD approval

o Recommendation to BOD that negotiation be
undergone with 2 top bidders for both kinds
of loco's

• Provides CFET presented it reports to the LSC
subcomm (BM, AS and SG) on finalisation of
evaluations for both diesel and electric (on or about
23 Dec 2013)

o Subcom raised concerns re diesel loco pricing,
though CFET (Finance) addressed aspect,
their report reconfirmed that the diesel base
price is a concern

o [there was a] Consolidated report for
evaluations proposing negotiation + award for
electric business + BAFO offer and TE scope
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
• Board negotiate with best 2 electric and best 2 diesel

bids successful

• 1064 Steering Committee issued a memo to CFET
(Finance) requesting BAFO letters be issued to BT
and CSR in respect of 599 electric locomotives and
all 4 diesel tenderers

• Request for BAFO issued
! o Includes request for submission of offer for
i alternative private sector subcontractor (TE

offers already submitted) - See xnet letter to
EMD of 21 Jan 2014

• 3 electric bidders unsuccessful - informed by Xnet
• BAFO activities finalised

0057-0366-0001-0012

TRANSNET-REF-BUNDLE-00794
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1

1

1

1

: 1

1

; 1

1

09/01/2014

10/01/2014

15/01/2014

15/01/2014

16/01/2014

16/01/2014

17/01/2014

17/01/2014

Document..- -: -,•? *

Letter from EMD
to Xnet

[see memo from
CFET (finance)
memo to 1064
SteerCo of 15
Jan 20141

Memo CFET
(Finance) to
SteerCo]

CFET (Finance)
memo to 1064
SteerCo
firo diesel loco'sl

Memo from TJ to
BM, AS and SG
(sub-comitee to
LSC?)

[In respect of
electric Loco's]

Memo from TJ to
BM, AS and SG
(sub- comitee to
LSC?)

[In respect of
diesel Loco's!
[See TIA report
of 20/01/20141

Memo from Brian
Molefe to the
BADC
[Note: In respect
of 465
Locomotives
only]

• EMD responded to Xnet's request that it provide a
quotation using TE as a subcontractor

• And raising concern that should the other bidders
now be allowed to submit quotes using pvt
contractors, that would jeopardize the integrity of
the process

• Bidders 1 & 2 (Diesel) respond to BAFO issued on 27
Dec 2013

• Gives update on results of the BAFO request of 27
Dec 2013 to Bidders 1 & 2 (diesel)

• to be read in conjunction with CFET (Finance) report
dated 10 Dec 2013

• attaches BAFO request of 27 Dec 2013 (annexure A)
+ recondi t ion between BAFO prices and those used
per Dec 20^3 report (Annexure B)

• The same s; the CFET (Finance) memo of 15 Jan
2014 iro electric Locos

• Purpose: update to GCE on evaluation process and
seek suppoit for recommendation for negotiations
and award of business to BOD

• I t recommends negotiation with 2 highest scoring
tenderers (Tl and T2)

• Proposes/o'.tlines high level negotiation strategy,
comprising :he following elements:

o Price (Hedging and escalation)
o Payrient Terms
o Deli" ery lead time
o Fina:izing TE scope of work in line with PPPFA

approval as well as BAFO
• Memo bears manuscript note of AS (countersigned

and dated 20/01/2014), which provides:
o "GCF approval should be subject 1) use of

two suppliers +
[negitiation/instructlon/motivation] 2) split of
work +[neqotiation/instructton/motivation]"

• Same as memo of even date in respect of electric
Loco's, but "ailored for diesel Loco's - even bears AS
manuscript note to same effect as memo aforesaid

• BAFO workings Finalised

• Memo subject: Request for approval to negotiate and
award of bu ;lness to the short listed tenderers for
the supply c.f 465 New Diesel Locomotives for the
general Freight Business, (GFB)

• Update to B \DC on progress of the tender evaluation
process

• recommend 3 approval of tender evaluation process
+ shortliste i tenderers for negotiations and award to
BOD

0057-0366-0001-0013
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• delegates all necessary powers to GCE to sign,
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 a 6 step evaluation
process methodology

o Steps set out
o Teams responsible set out

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

• Locomotive Steering Committee (LSC) estb. -
govern evaluation and award process obo BOD -
chaired by GCE with members being the GCFO, CE
TFR, legal, procurement, TIA

• Sub-committee of LSC estbablished. to deal with
very confidential and detailed 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 obo
bidders, thus scheduled/scheduled maintenance
required to be excluded from TCO Model evaluation -
GCE approved such exclusion

• Results of step 3 evaluations before BAFO
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

o CFET requested to investigate reasons -
concluded base prices were too high

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

• "Final results of step 6 evaluations after" BAFO
summarised

o Reasons for recommendation of T l 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
T l and T4 as preferred bidders, subject to
negotiations - 50%/50% split ,

17/01/2014

Memo from BM
to the BADC
[Note: In respect
of 599
Locomotives
only]

Memo for the purpose of updating BADC, note and
recommend 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

TRANSNET-REF-BUNDLE-00796
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20/01/2014

21/01/2014

21/01/2014

23/01/2014

24/01/2014

Document;':.. -. •-.•.:.,

TIA 1064
Locomotives HVT
and FRM
Evaluation report

Letter from
Transnet to EMD

Memorandum
from Brian
Molefe to BADC

Printed email

Meeting Minutes

D ^ e r l p t r d n / E v S r i e ' ' • ^':: • ''•- •-'—"*• "••''-'•^f''T'--:c"'-:-'-
• This memo basically contains the same information

as the memo by BM to the BADC of 17 Jan 2014 iro
diesel loco's

• Memo makes the point that tender RFP went out for
both CoCo's and BoBo's, but it was subsequently
decided 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 other for only
having submitted a BoBo proposal (T6))

• GCE approved shortlisting for those having met
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 6 evaluations summarised
o Reasons for recommendation of T l 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 again 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 basically 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

• States/recommends evaluation Gateway
o gateway review shows that the tender

evaluation was successfully concluded with no
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 BAFO
• States

o RFP Is clear that it's compulsory for TE to be a
sub-contractor

o Transnet explains that the bid process was
not prejudiced/ compromised - see page 2
thereof

• Memorandum from Br Ian Molefe to BADC

• Email from Francis Callard to Siyabonga Gama and
Thami Jiyane

• Excerpt of minutes of the special board of directors
• In respect of both Diesel and Electric Loco's
• Approves recommendation of bidders T l and T2 for

negotiation and award of business

I0057-0366-0001-0015
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24/01/2014

28/01/2014

29/01/2014

31/01/2014

04/02/2014

21/02/2014

26/02/2014

11/03/2014

Document ••' •: ,J

Letter from
Transnet to
unsuccessful
diesel bidders

Letters of intent
to successful
bidders

Letter of intent

Revised scope as
requested by
Transnet,
prepared by
Mckinsey
Memorandum of
withdrawal
prepared by
Mckinsey
Agreement
document

Presentation to
the Board
Acquisitions and
Disposals
Committee dated
February 2014

Transnet's Letter
to the Minister of
Finance

TDescnption/Es^nt C; . "•" •'. t^>urX::.':.-:
ry'^:.,:.:

• subject to BADC endorsement post negotiation
process...

• delegated authority to GCE to sign, approve and
conclude all the necessary to give effect to the
resolution

• unsuccessful diesel bidders include;
o Electro-Motive Diesel Africa (Pty) Ltd (EMD)
o Alstom Southern Africa Holding (Pty) Ltd

(Alstom)
o Mars-Ithemba Consortium (MARS)

• Bombadier Transportation SA (Pty) Ltd accepts
appointment as a preferred bidder -• electric loco

• CSR E-Loco Supply (Pty) Ltd (CSR) accepts
appointment as a preferred bidder - electric loco

• GE South Africa Technologies (Pty) Ltd (GE) accepts
appointment as a preferred bidder - diesel loco

• CNR Consortium accepts appointment as a preferred
bidder - diesel loco

• Letters state that appointment as preferred bidder
does not mean business is awarded

• Letters states negotiations are scheduled to
commence on 3 February 2014

• CSR E-Loco signs letter of intent from Transnet that
it accepts Transnets appointment o;: it as a preferred
bidder - electric loco
CNR Consortium signs letter of intent from Transnet
that it accepts Transnet's appointment of it as a
preferred bidder - electric loco

Advisory services relating to 1064 - Re/ised scope as
requested by Transnet prepared by McKinsey
Fee of RIO million for 4 week work and R2,5 million per
week thereafter

Memorandum of withdrawal from provision of services re
acquisition of 1064 locomotives

An Execution version of an Agreement between Transnet
Soc and Mckinsey Incorporated
BADC approves acquisition of 465 Dies i l and 599
Electric locos
Updated schedule of R52 billion submitted for
reconciliation purposes
[Management undertook to provide detail on the TE
scope of works, in particular the methciology
• [Presentation to BADC of revised Bt FO by GCFO

(TIA)]
Subject to final TE Scope of Work

Concern expressed by Committee re late submission
and delayed Scope of Works for TE

A member expressed concern that total costs unclear,
some cost elements missing

• Comment that Treasury tolerated up to 1 1 % on price
differences

Chairman of Transnet responds to .queries raised by the
Minister of Finance in letter dated 30 O tober 2013

0057-0366-0001-0016
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17/03/2014

31/03/2014

17/04/2014

18/04/2014

23/04/2014

i
24/04/2014

29/04/2014

Document 7;' ^

Subcontract
Document

Report of the
Finance
Negotiation
Team to
Siyabonga Gama
(TFR CE) and
Anoj Singh
(Transnet GCFO)

Memorandum
from Anoj Singh
to Brian Molefe

Memorandum
from Brian
Molefe to the
Board
Memorandum
from Brian
Molefe to the
BADC

Memorandum
from Gary Pita to
Anoj Singh

First Addendum

Memorandum
from Anoj Singh
to Brian Molefe

• Subcontract concluded between CSR E-Loco Supply
(Pty) Limited and CSR Zhuzhou Electric Locomotive
Co. Limited for 359 Class 22E Locomotives

• Key outcomes from the negotiations for the
acquisition of 1064 new Locomotives concluded in
March 2014

Singh memo to Molefe
recommending that GCE approve change in
remuneration model This would lead to an additional fee
to Regiments of R78,4 million

Value created by Regiments:

• As a result of work done by Regiments the delivery
schedule was accelerated resulting in savings in future
escalation and hedging costs of approximately R20
billion. Overall cost of the transaction reduced from R68
billion to R50 billion

• Performance based foreign exchange and
performance bond of R2,8 billion

• Direct benefits of R218 million and indirect savings
of over RSOO million.

Memo claims Regiments
implemented extensive intellectual property and
complex techniques and methodologies to achieve the
above benefits to Transnet

Motivated that although not included in Capital budget
however significant savings were achieved

Memorandum from Brian Molefe to the Board as well as
a memorandum from Mr Molefe to the BADC re
Acquisition of 1064 Locomotives for TFR's General
Freight Business

Memo from Pita to Singh objecting to implementation of
change in remuneration model for Regiments

First Addendum to MSA between Regiments (as ceded
by Mck) and Transnet for additional scope for
accelerated delivery etc. and additional fee of R78,4
million
Memorandum from Anoj Singh to Brian Molefe re
Acquisition of 1064 Locomotives GFB - Acceptance of
Final Business Case

0057-0366-0001-0017
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30/04/2013

23/05/2014

26/05/2014

28/05/2014

unuaceo

undated

26/05/2014

DocumBtvt'- si :;
Letter from
Lucky Mabokela
(TIA - director)
to Thami Jiyane
(TFR)
Memo from Brian
Molefe to
Transnet Board
of Directors

Letter from
Mmathabo
Sukati (TIA) to
Brain Molefe
(1064 Steering
Committee)

Reference to HVT
methodology [pg4,

1 " block]

Minutes of Board
of Directors of
Transnet

JJeseriptiiOn/Everifc jr/.v " i •£•"-! v^y^.^.VjAl;Y:'.,:J-T^.
• Gateway 1 & 2 completed - EY TIA prepare HVT

report

Memo from Brian Molefe to Transnet Board of Directors
explaining increase in estimated total cost of acquisition
of 1064 locomotives and requesting an approval of the
increase in ETC
BADC approves increase from R38,6 billon to R54,5
billion
Board approves increase from R38,6 billion to R54,5
billion
• Transnet requested TIA to review as per above
• Primary objective: provide assurance that there were

no material errors a id inconsistencies in the
evaluation compute Jons and process

• Transnet requested TIA to review as per above
• Primary objective: f rovide assurance that there were

no material errors a -id inconsistencies in the
evaluation compute ions and process

• BADC note reasons and recommend approval of
increase in Estimated 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 v as approved in April 2013 at
R38.fabn, wh ch excluded costs listed;

o Increase to f 54.5bn reasons outlined;
o Assessment :onducted into Koedoespoort

readiness to accommodate 4 OEMs, will cost
more but the re will be other savings (e.g.
import costs ;

o Most of the i icrease in the ETC relates to
Forex risk m cigation and contingencies

o Stated that c Dst of foreign currency hedging
to mitigate E id protect Transnet against
foreign currency devaluation was an inherent
cost in the transaction

o Other methc Js were evaluated from a cost
benefit perspective - the Foreign Exchange
Certificate o,r tion proved most beneficial for
risk mitigation •• -

o What is requ isted is not an increase but an
update in ET 3

• A number of concer.is are raised in regard to the
increase [pg3, 5 . 1 . ) - 5.1.12]

o TE being me e expensive than other OEMs
o DBN facilities needing to be refurbished

(significantly i at an unbudgeted additional
cost

o Limited info i!elng,gradually submitted for
consideratior, while committee needed full
disclosure to consider (depth of info provided
iro TE scope jf work not relative to size of
transaction)

o Consistent puce disagreement between TE
and TFR, alsc discontent on TE expensive

0057-0366-0001-0018
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28/05/2014

29/09/2014

08/10/2014

21/11/2014

31/03/2015

19/05/2015

19/05/2015

document . --..:.'-:.-

Memorandum by
Brian Molefe

Minister of Public
Enterprises'
letter

Subcontract
Document

Letter from the
Shareholder
Minister to
Transnet
Transnet's Letter
to the Minister of
Public
Enterprises

Memorandum
from Ravi Nair to
Siya Gama

Memorandum
from Ravi Nair to
Siyabonqa Gama

Descnptfbn/EveofL :-..: :.: ~xf.^•.'.^-•-H.iHi 1.""-.V-V^'TT.1

pricing and re; orted conflict with TFR -
management: ays resolved

• focus areas, 2014/20 .5 FY: ensure conflicts of
interest and declarati in procedures are
implemented... repor*: --!3w matters of potential
conflict of interest [p' j4, 6.3.2, 3rd bullet]

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

• Acceleration of purch se of 1064 Locomotives
created short-term ca 3ital affordability gap...
affordability and impc :t on financial ratio thoroughly
assessed [pg6, 5 .3 . . , 3rd bullet]

• Board to note and apt rove rationale behind the ETC
from R38.6bn to R54 5bn [pgl6, 6.16.1 - 6.16.4]

o matter considered by board;
o management outlined what increase could be

attributed to;
o 93% due to ch anges in market conditions and

risk tolerance Bvel of Transnet;
o Potential impa t on Corporate Plan was

assessed and r litigated;
o Increase deerr id affordable and reasonable;
o Risk mitigatior measures were developed and

implemented;
• Possibiiity of further c lange in ETC due to proposed

relocation of 2 OEMs i pgl6, 6.16.5];
o Concern re perception that will be created

with escalation of costs, all communication
around that to 3e managed sensitively
(manage poter tial reputational issues)

o Updated costs :o be adequately monitored
and properly r-corded

o Board approve 1 increase in ETC
• Note dissatisfaction w :h TIA/TE performance that

required GCE interven :ion [pgl9, 7.6]
• Transnet said to have announced award of 1064

Locomotive contract s: R50bn on 17 March 2014

• Letter from Minister c Public Enterprise dated 29
September 2014

• Subcontract concludes between CSR E-Loco Supply
(Pty) Limited and CSF Hong Kong Co. Limited for
100 Class 21E Loconv. cives

• Letter from the Sharer: ilder Minister to Transnet

• Letter from Transnet's Chairperson to the Minister of
Public Enterprises' lett :r of 29 September 2014

• Memo from Ravi Nair, Acting CE of TFR to Siyabonga
Gama, Acting GCE me ivating BT relocation to
Durban and recomme ding that GCE approve
variation order for a rr aximum of R634 million

Memorandum from Ravi r air to Siyabonga Gama -
"joint quotation"

I0057-0366-0001-0019
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22/07/2015

Auqust 2015
08/06/2017

14/06/2017

iDocunient' H ".
Memorandum
from Ravi Nair to
Siya Gama

Transnet's letter
to CRRC
CRRC's letter to
Transnet

;Djes<fnptidn/Evisnt.^; :...~.v•••~^~, ^-H-•'•• -'• ̂ i^.i^••?':.:'. 3?.
Memoranda requesting approval to spend R647 million
to relocate CNR to TE facilities in Durban [Memo refers
to BT relocation cost of R618 million!
Sinqh Employed at Eskom
Transnet's letter to CRRC inquiring about any
involvement with Honq Konq companies/ subsidiaries
CRRC's response to Transnet's inquiries.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I0057-0366-0001-0020
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CHROWOLOGTOFBID EVALUATION AND ADJUDICATION 12 July 2017/#4977BB5vl

CHRONOLOGY OF BID EVALUATION AND ADJUDICATION

Evaluation Methodology

Step 1: Administrative 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)

Step 5: Minimum threshold 80% (Technical)

Step 6: Weighted Scoring/100 (Price incl ICO, SD, BBBEE scorecard, FRC Current, FRF Future)

1

2

3

4

5

6

7

Date
19/04/2012

13/07/2012

10/10/2012

11/12/2012

14/12/2012

04/02/2013

15/04/2013

Description of Document
Transnet Board of Directors approves the procurement of 465 diesel locomotives subject to section 54

PFMA approval by the Minister

Tender Issued for the procurement of 1064 Electric and Diesel locomotives

Memorandum from GCSCO, GCFO and GISM to all CPO: New Directive: Principles and Process for

Condonation

RFP Part 2 was issued

Briefing session was convened

Memorandum to GCE: Extension for 1064 closing date from 26 February 2013 to 30 April 2013 (B)

Minutes of the Transnet 1064 Locomotive Steering Committee Meeting and Draft 1064 Locomotive

Steering. Committee Mandate

0057-0366-0001-0021
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CHRONOLOGY OF BID EVALUATION AND ADJUDICATION 12 July 2017/#4977885vl
06072017

8

9

10

11

12

13

14

15

16

17

18

19

20

Date

22/04/2013

25/03/2013

29/03/2013

30/04/2013

30/04/2013

30/04/2013

30/04/2013

06/05/2013

08/05/2013

27/05/2013

29/05/2013

01/07/2013

02/07/2013

Description of Document

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

Excerpt from Draft Minutes of the Special Meeting of the Transnet Board of Directors held on 25 April 2013

Memorandum from GCFO to GCEO: Acquisition of 1064 Locomotives for GFB: Acceptance of Final Business

Case

Tender closed

Memorandum to GCE: Status update on the acquisition process of 1064 electric and diesel locomotives

(see C)

Letter to the Minister of Public Enterprises from the Chairman: Application for section 54 Approval in terms

of the Public Finance Management Act: Acquisition of 1064 Locomotives

Letter to the Minister of Finance from the Chairman: Notification of Application for Section 54 Approval in

terms of the Public Finance Mnnnqement- Act-

Memorandum: Appointment as a member of CFET (see D)

Cross Functional Evaluation Team ("CFET") commenced with the evaluation of step 1 and 2 in relation to

the electric locomotives.

Memorandum to GCE: Request for GCE to approve the evaluation criteria and methodology of step 4 to 6

for 1064 locomotives (see E)

Excerpt from the Minutes of the Board of Directors

CFET completed step 2 financial qualification on all bids received (both diesel and electric)

Transnet Internal Auditors ("TIA") received the financial pre-qualifications (both diesel and electric)

0057-0366-0001-0022

TRANSNET-REF-BUNDLE-00804



CHRONOLOGY OF BID EVALUATION AND ADJUDICATION 12 July Z017/#49778BSvl
06072017

21

22

23

24

25

26

27

28

29

30

31

SI

33

Date

10/07/2013

11/07/2013

15/07/2013

24/07/2013

24/07/2013

25/07/2013

26/07/2013

26/07/2013

30/07/2013

30/07/2013

31/07/2013

J1/U//2013

31/07/2013

Description of Document

The outcomes and challenges in step 1 and 2 were presented to the GCFO (both diesel and electric)

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

Requests for further clarifications re financial statements of parent companies despatched.

CFET completed step 2 financial pre-qualification on all bids received (both diesel and electric)

Report of the CFET: Findings and recommendations of pre-qualification evaluation of the 599 electronic

locomotives

71A received the financial pre-qualifications (step 2) for the electric locomotives.

Memorandum to GEO: 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)

Memorandum to GCE: Status Update for Step 1 and 2 Evaluations and Request of Permission to Proceed

with Step 3 and Step 4 of the Evaluations of the 599 Electric Locomotivesn (see H)

Memorandum 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 )

Report of the CFET on Local Content (Step 3: local content)

Report of the CFET (Finance): Diesel locomotives

Report of the CFET (Finance): Electric locomotives

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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CHRONOLOGY OF BID EVALUATION AND ADJUDICATION 12 July 2017/#4977885vl
06072017

34

35

35

37

38

39

40

41

42

43

Date

01/08/2013

03/08/2013

07/08/2013

08/08/2013

07/08/2013

08/08/2013

16/08/2013

19/08/2013

19/08/2013

22/08/2013

Description of Document

Evaluation Team in the presence of Transnet Internal Audit.

Letter to Alstom

Letter from the Minister of Public Enterprise to the Chairman of Transnet

Memorandum from GCE et al to BADC: Submission of the Procurement Procedures Manual (PPM) for

Approval by the BADC

Report of the Cross Functional Evaluation Team on BBBEE Scorecard and Supplier Development

GCE approved the recommendation that for step 3 and that the CFET start with step 5 concurrently with

step 4 for the 6 bidders

Memorandum to GCE: Status update for Step 4 for 465 Diesel Locomotives (see J)

Memorandum to CE: Request for the CE to appoint the Chairperson for the Evaluation Sessions and sign

the Cross Functional Sourcing Team Appointment letters (see K)

GCE approved the recommendation for step 4 evaluation process

Unsigned Minutes of the meeting of the Locomotive Steering Committee with unsigned manuscript changes

The Technical team commenced with step 5 evaluation process

0057-0366-0001-0024
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CHRONOLOGY OF BID EVALUATION AND ADJUDICATION 12 July 2017/#4977885vl
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1

44

45

46

47

48

49

50

5 1

52

53

54

55

56

57

58

59

UULti

26/08/2013

04/09/2013

12/09/2013

29/09/2013

04/09/2013

10/2013

21/10/2013

25/10/2013

30/10/2013

01/11/2013

01/11/2013

14/11/2013

14/11/2013

15/11/2013

02/12/2013

13/12/2013

uc^Cii(ji.iuu ui uucuuiciik.

Memorandum: Financiais submitted by Aistom for the supply of 599 dual voltage electric locomotives for

the general freight business. Prepared by Kenneth Dledricks (L)

Letter of appointment to the CFET are issued

Memorandum to GCE: Status Update for Step 2, Step, 3 and Step 4 Evaluations for Bidder 3 (see M)

Report of the Cross Functional Evaluation Team on BBBEE Scorecard and Supplier Development

Report of the Cross Functional Evaluation Team (Finance) Relating to Bidder 3

Transnet Procurement Procedures Manual

Memorandum from TFR GM: New 599 AC/DC Locomotives Deployment (see N)

1064 Technical Evaluation Report

Letter from the Minister of Finance to the Chairperson of Transnet

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)

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 P)

Memorandum from TFR CE to GCE: New 599 AC/DC Locomotives Deployment (see Q)

Memorandum from TFR GE to GCE: Seeking approval to issue step 6 clarification for 599 new dual elective

and 465 diesel locomotives, (see R)

Transnet despatched requests for clarity re 599 an 465 to the bidders

Memorandum from TFR CE to GCE: Seeking Approval to issue step 6 final clarifications (see S)

Memorandum from CFET to 1064 Steering Committee: 465 Diesel - Explanation of Significant Price

Disparity between Bidders (see T)

0057-0366-0001-0025
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60

61

62

63

64

65

66

67

68

69

70

71

Date

19/12/2013

20/12/2013

21/12/2013

23/12/2013

23/12/2013

23/12/2013

27/12/2013

04/01/2014

15/01/2014

15/01/2014

16/01/2014

16/01/2014

Description of Document

Memorandum from TFR CE to GCE: Seeking Approval to issue step 6 final clarification for 1064 (see U)

Transnet despatched clarifications in respect of 465

CFET finalised evaluations for 1064 locomotives

Memorandum from CFET to 1064 Locomotive Steering Committee: 1064 Clarification Responses to

Annexure E(see V)

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)

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)

Memorandum from GCE et al: Request for approval to short list tenderers and final and best offer for the

supply of 1064 (see Y)

Letters to shortlisted and unsuccessful bidders were dispatched.

Memorandum to 1064 Locomotive Steering Committee from CFET (Finance): 599 Electric Locomotives -

Results of Best and Final Offer Responses (see Z)

Memorandum to 1064 Locomotive Steering Committee from CFET (Finance): 465 Diesel Locomotives -

Results of Best and Final Offer Responses (see 1)

Memorandum to GCE, GCFO, CE: Request for approval to negotiate and award of business to the short

listed tenderers for the supply of 599 electric locomotives (see 2)

Memorandum to GCE, GCFO, CE: Request for approval to negotiate and award of business to the short

0057-0366-0001-0026
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CHRONOLOGY OF BID EVALUATION AND ADJUDICATION 12 July 2017/#4977885vl
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72

73

74

75

76

77

78

79

80

Date

17/01/2014

17/01/2014

20/01/2014

24/01/2014

29/01/2014

29/01/2014

21/02/2014

11/03/2014

23/05/2014

Description of Document

listed tenderers for the supply of 465 diesel locomotives (see 3)

Memorandum to the Transnet Board Disposals 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)

Memorandum to the Transnet Board Disposals and Acquisitions Committee from GCE: Request for

Approval to Negotiate and Award of Business to the Shortlisted tenderers for the Supply of 599 Electric

locomotives (see 4)

1064 Locomotives HOT and FORM Evaluation Report from TIA to Chairperson of 1064 Steering Committee

Minutes of the Special Board of Directors of Transnet

Report of the CFET on Further Recognition Criteria: Locomotive tender Step 6: Supply of 599 Dual Voltage

Electric Locomotives

Report of the CFET on Further Recognition Criteria: Locomotive tender Step 6: Supply of 465 New Diesel

Locomotives

Memorandum from GCFO to GCE: Approval to send letter to the Minister of Finance for the Acquisition of

1064 Locomotives - Response to Queries Raised

Letter from the Chairman to the Minister of Finance

Memorandum from GCE to BOD: Increase in Estimated Total Cost (ETC) of the Acquisition of 1064

Locomotives for Transnet Freight Rail's General Freight Business

0057-0366-0001-0027
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Persons and companies involved in the procurement process;

APPROVED BOARD COMMITTEES WITH EFFECT FROM 30 AUGUST 2012

Audit
Committee

Mr IB Skosana

(Chairman)

Mr MA
Fanucchl

Ms NR Njeke

Ms E
Tshabalala

Corporate "
Governance and
Nominations
Committee

Mr ME Mkwanazi

(Chairman)

Mr NK Choubey

Ms Y Forbes

Mr IM Sharma

Ms DU Tshepe

Board Risk
Committee

Ms DU Tshepe

(Chairman)

Ms Y Forbes

MrHD
Gazendam

Ms N Moola

Mr IB Skosana

Remuneration/
Social and
Ethics
Committee

Ms Nr Njeke

(Chairman)

Mr MA Fanucchi

Mr HD Gazendam

Ms N Moola

Ms E Tshabalala

Board
Acquisitions
and Disposal
Committee

Mr IM Sharma

(Chairman)

Ms Y Forbes

Mr ME Mkwanazi

Ms NR Njeke

Ms DU Tshepe

RECOMMENDATION POST 13 JANUARY 2013

Audjt
Committee ;.

Mr MA
Fanucchl

Ms NR Njeke

Ms E
Tshabalala

MsNP
Mnxasana

Corporate / ^
Governance and
Nominations •;
Committee-

Mr ME Mkwananzi

(Chairman)

Mr NK Choubey

Ms Y Forbes

MrIM Sharma

Ms DU Tshepe

i

Board Risk
Committee

Ms DU Tshepe

(Chairman)

Ms Y Forbes

MrHD
Gazendam

Ms N Moola

Mr IB Skosana

Remuneration,
Social ,,.r.- arid

- E t h i c s • ' • ; • ; ; ' • : - - \ ' - ' t
Committee;

Ms Nr Njeke

(Chairman)

Mr MA Fanucchi

Mr HD Gazendam

Ms N Moola

Ms E Tshabalala

Board . . v . .
Acquisitions' ,'r
arid V; Disposal
Committee^ . :

Mr IM Sharma

(Chairman)

Ms Y Forbes

Mr ME Mkwanazi

Ms NR Njeke

Ms DU Tshepe

Ms NP Mnxasana

RECOMMENDATION
That the Board approves that Ms NP Mnxasana be appointed as a member of the Board
Acquisitions and Disposals

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I0057-0366-0001-0028

TRANSNET-REF-BUNDLE-00810



I
I
I
1
1

I
I
I

I;]

1:1
I
I
I
I
I
I
i
i
i
i
I

529

RECOMMENDATIONS POST 25 JUNE Z013

Committee; tv

•)C ."."•::' •,"•:•.•-."v.~-.*3-.'-!

Mr IB Skosana

(Chairman)

Mr MA
Fanucchi

Ms NR Njeke

Ms E
Tshabalala

Ms NP
Mnxasana

;Cor jjp r a t e i ^ s^;K
Goy emajtce>.fifnti.
"Npffi|natfqnsi{vv;i;
: Com m ittee 'i;.~- y.: K-'

Mr ME Mkwananzi

(Chairman)

Ms Y Forbes

Mr IM Sharma

Ms DU Tshepe

1

•Bbari^;'--, Riski
Committee ; 4;

Ms DU Tshepe

(Chairman)

Ms Y Forbes

MrHD
Gazendam

Ms N Moola

Mr IB Skosana

Remuneratiblfi^.
"Social C ^ l ^ a n c T

Committee^;;".

Ms Nr Njeke

(Chairman)

Mr MA Fanucchi

Mr HD Gazendam

Ms N Moola

Ms E Tshabalala

Bqard-; :^,^ ;>^^;
Acquisitions: ;̂
and^'T-lilsppsai
Cpmmjttee J, ^ '•;*

Mr IM Sharma

(Chairman)

Ms Y Forbes

Mr ME Mkwanazi

Ms NP Mnxasana

Ms NR Njeke

Ms DU Tshepe

RECOMMENDATIONS POST 25 JUNE 2013

Audit ^ ,
Committee

Mr IB Skosana

(Chairman)

Mr MA
Fanucchi

Ms NR Njeke

MsE
Tshabalala

MsNP
Mnxasana

Corporate
Governance and
Nominations
Committee

Mr ME Mkwananzi

(Chairman)

Ms Y Forbes

Mr IM Sharma

Ms DU Tshepe

Mr HD Gazendam

i
Ms NR Njeke

Board Risk
Committee

Ms DU Tshepe

(Chairman)

Ms Y Forbes

MrHD
Gazendam

Ms N Moola

Mr IB Skosana

Remuneration,
Social and
Ethics
Committee

Ms Nr Njeke

(Chairman)

Mr MA Fanucchi

Mr HD Gazendam

Ms N Moola

Ms E Tshabalala

Board
Acquisitions
and Disposal
Committee

Mr IM Sharma

(Chairman)

Ms Y Forbes

Mr ME Mkwanazi

Ms NP Mnxasana

Ms DU Tshepe

i

* Mr MR Seleka resigned from the Board with effect from 27 November 2015

0057-0366-0001-0029
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n CAPIC:
\ ) ' 1. Mr Molefe
[ j 2. Mr Singh
' • ] 3. MsPDi feko
; | 4 . Mr S Gama
• J 5. Mr m Gregg-Macdonald
i } 6. MrCAMeller
; ] 7. Mr t Morwe

j 8. Ms M Moses
.1 9. MrKPhihlela

• ' ^ lO.MrRValihu
>-v ll.MrKSocikwa
l.,i) 12.MrDMclean

r- j ' * - ' 13. Ms S Lund

1 Name of the Bidders

7. MARS IThemba Consortium

2 Name of the Consultants
J

Companies involved in advisory services:

6. Letsma Consulting
7. Advanced Rail Technologies (ART)
8. Nedbank Capital
9. Edward Nathan Sonnenbergs (ENS)
10. Koikanyang INC and
11. Utho Capital
12. Regiments Capital
13. Webber Wentzel

I
* Mr PG Williams deceased In March 2017 m
* Mr SD Shane resigned in June 2017 I

I
I
I
I
I

Electric Locomotive Bidders |
1. Bombardier Transportation South Africa (Pty) Ltd
2. CSR E-Loco Supply •
3. Alstrom Rail Consortium I
4. Mongoveli
5. Slmens (Pty) Ltd .
6. CNR Consortium •

IDiesel Locomotive Bidders
1. CNR Consortium
2. CSR Loliwe Consortium

-i ' 3. EMD Africa (Pty) Ltd ("EMDA") I
j ' 4. GE South Africa Technologies (Pty) Ltd ("GESAT") •

I
5. Mckinsey & Company I

I

I
I
I
I0057-0366-0001-0030
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I

3 Name of Transnet employees Involved In:

3.1 Business Case
1. MrCallard
2. Mr Bouwer
3. MsMcMahon
4. Mr Mahomedy
5. MrBudhai

3.2 Supply Chain Services / TFR
1. MsMdletshe
2. MrJiyane
3. MrSibiya

3.3 Negotiation: Werksmans has received very little info mation regarding who was
Involved in the negotiation process, despite Werksm ns requests for same.

3.4 Finance Evaluation Team:
1. MrLaher
2. MrMoola
3. MrSmit
4. Mr Seapi

3.5 Locomotive Steering Committee ("LSC"):
1. Mr Gama
2. MrMolefe
3. Mr Singh
4. MrSlllnga

3.6 Sub-committee of the LSC
1. Mr Gama
2. MrMolefe
3. Mr Singh

3.7 TIA:
Transnet:

1. Ms Mmathabo
KPMG:

2. Mr De La Rey
3. MrHoon

Sekela Xablso:
4. Mr Mahlamvu
5. Ms Molotwane
6. Ms Nsibande I

Nkonkl: Werksmans does not know names of individuals /vho were members of TIA
from Nkonki.

i

I0057-0366-0001-0031
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1064 Locomotive transaction advisory team update
Annexure A

March 2013

CO

0057-0366-0001-0032
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With expedited business case development and approval,
TFR could complete the procurement process in 6-7 months^

IRANSNEf

delivering freight reliably

\

Time to
completion Date

• Concurrent process

April 2013

June 2013

June 2013

Sep 2013

O1
CO
CO

0057-0366-0001-0033
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Delivering on this timeline requires swift
movement through internal processes

[PRELIMINARY
HRAN5NEr

Internal
processes Meeting date

C . ; • - * " i * ' *• ; : « -

J.JL"1 MJJI II

18th April

22nd April

. 27th May

June

Required
submission date

)"• M|JI II

12th April

16th April

TBD (early May)

TBD (post-BADC)

DPE syndication
sessions

Earlv April:
primer on key
elements of
the business

case

Late April:
detailed review

of business
case, leaving
sufficient time
to incorporate
DPE feedback
prior to BADC

, review 00

1 Tentative submission could take place on April 16th before CAPIC approval, with final version submitted post-CAPIC review on April

0057-0366-0001-0034
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By April 5th, we must produce an updated business
case, financial model and procurement timeline

[PRELIMINARY
IRANSNEf

Business case

i I1U LocanMhu Iw TFH Gnwil Fnlgbl

Addresses questions
from DPE, TFR and
Group Finance
Consistent with
Transnet's goals with
respect to BBBEE,
localisation and supplier
development

delivering freight reliably

\

Financial model

Until
baric

Eotcktf on Iws IbUn bto Mjvln] pcf V"'
aii»li

imuaormolaclini rednoion tl SOta JOH to BIS

Mclttl
Q.ttl* •

JItwH
Itttle

^Kdttf CFI)«Mf lo bt pfoautd ptrYlK

S « « » " . - . • . .

i l i a *
Sf1l«*a«iltt*4ykHertd{Milliictf«l>Mf^p«rYtir

ghKk
9KM

tiitUimtuiiitottviaUriOurlHitt*
Jmll - -

(•Ml

msu

JS

0

1
1

c

a
a
c

S3

n
i

0

c
c

(•mil

US
Iff
«

• I

7!
1'
K
Z
B
;

1
1

1!
75
It
V
»
E

JI
SI

c

Stress tests NPV
calculation and
locomotive
requirements
Tests scenarios,
illustrating potential
risks to be mitigated

Procurement timeline

Electric locomotive* hawc » ~3 ycnrleatt llniedue la the need for I f R t*
type tdtfor G vcarpnor to cemmendnfl M productibn

Outlines procurement
timelines in the context of
legal, regulatory and other
processes to be followed
Revises documents to be
submitted to market (if/as
necessary)

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

1RANSNEF

\

delivering fretglit reliably

in
: .uJ^rT^pl;

. ' • ' * '

§ |

P
•j " l ' i

!f

*^i':";-;;.'±:,

' • • : ' J W • ' • * •

^.- .; J . * : : : • • ' , \ y
* ; • - • f t " . » ' / - • ' • / v - , • ' * • • • ' • - * , , • ' . i » ' • - ' • * • • • ' • - • - • ]

Deliverable

• Review of assumptions of current model
1 Understanding of fleet requirements and procurement timelines
• Validation of transaction NPV calculations, requiring an understanding of TCOs of locos to be

procured (Diesel, Electic)
• Understanding of key risks and development of mitigation strategies

• Review ongoing RFP process to ensure all programmatic and legal requirements are PFMA compliant

Incorporate into the business case elements of the supplier development plan as developed by TFR
Supply Chain 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
sessions

' Integration of deliverables from all Transaction advisors into a single rewritten business case that Is
ready for internal and external approval

O1
CO

0057-0366-0001-0036
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Proposed governance structure of Locomotive
Transaction Team

lRAN5NEr

delivering freight reliably

\

Group CE - Brian Molefe (Chair)
TFR Chief Executive - Siyabonga
Gama
Group Capital - Mohammed
Mahomedy (Sponsor)
TFR ISCM -Thamsanqa Jiyane
Group ISCM - Garry Pita

• TFR CFO - Nomfuyo Galeni
• Group CFO - Anoj Singh
a TFR COO - Mlamuli Buthelezi
• TFR General Counsel - Kenneth

Diedricks
• GM Group Legal

TFR subject matter experts

• Team lead — Yousuf Laher
• Finance - Muhammad Moola,
Natasia McMahon, Johan Bouwer
- Procurement- Lindiwe Mdtleshe
(TBD)
• Commercial - TBD
• Operations / fleet plan -
Stevens Tjabadi, Vilva Nair (TBD)
• Business case / other - Francis
Callard
• TFR legal representative

Group Finance Transaction advisors

• Sponsor -
Mohammed
Mahommedy
• Analyst - Nlresh
Budhai
• Treasury
representative
• Group SCS
representative

• Webber Wentzel / Ningiza
Horner- legal and overall
procurement process as required
• McKinsey- business case and
integration (with Advanced Rail
Technologies)

1 Biweekly SteerCo
meetings

1 2-hour working
team problem
solving sessions
on Tuesdays
(chaired by Team
Lead)

1 1-hour working
team check in
calls as needed
(chaired by Team
Lead)

Mandate^and

approved ̂ at
first SteerCo

en
CO
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Transr.et SOC Ltd Carlton Centre P.O. Box 72501 1RANSNEF
Registration 150 Commissioner Parkview
Number Str. Johannesburg South Africa, 2122
1990/000900/30 2001 T +27 11 30fi 2527

T +27 11 308 3967

] MEMORANDUM
- i viww.traasnet.net

• 1 To: The Board Acquisitions and Disposals Conn nittee

•
From: Brian Molefe, Group Chief Executive |

Anoj Singh, Group Chief Financial Officer
Nkuli Mabandla, Group Executive: Legal Services _

j Garry Pita, Group Chief Supply Chain Ofn. ar I
\ Peter Volmink, Executive Manager: Gover ance, Group iSCM "

Date: 12 March 2013

SUBJECT: ALIGNMENT OF TRANSNET'S TEN >ER EVALUATION METHODOLOGY
WITH OPINION RECEIVED ROM SENIOR COUNSEL ON
PREFERENTIAL PROCUREMENT
AND ITS REGULATIONS

I
• HUM dciMJ.UK LuunatL \jn B

P )LICY FRAMEWORK ACT (PPPFA) I

PURPOSE:

i 1 . The purpose of this document is to reqi jst that the Board Acquisitions and I
Disposals Committee (BADC) approve that:

. i 1.1 Transnet re-incorporate Supplier Dev iopment (SD) as a threshold or pre- I
• qualification criterion in its evaluation lethodology;

1 1.2 Transnet adheres strictly to the allocc on of 10 or 20 points for preference. I
Consequently, Transnet should not in orporate Further Recognition Criteria

V (FRC) or minimum B-BBEE levels as a threshold. Furthermore, Transnet •
\ should not make use of set asides In i ; tendering processes; and I

| 1.3 at contract negotiation stage, wi' are appropriate, Transnet. request •
] preferred bidders to submit a B-BBEE improvement plan (FRC - Future) as ' I

to how they will improve their B-BBEE status over the contract period.
l •

I BACKGROUND: I

J 2. On 7 December 2011, the Minister of F lance exempted Transnet from the •
application of the PPPFA and its reguiatic is for a period of 12 months. This I
period ofj exemption expired on 7 Decerr ier 2012. Consequently, as from 7

j December 2012, Transnet is required to idhere strictly to the PPPFA and Its •
regulations. I

3. Transnet has explored various options to in- ude SD and additional EmpjDvye\ment ( j ^ B
criteria (e.g. FRC, minimum B-BBEE thresh )lds and set asides) w ipn i|s terser

at of Procurement Fracusei to naiorcounwl's opinion re PFF FA f I U S - A ^ — — - - ^
Man:li2013 L ^

I

I0057-0366-0001-0038

TRANSNET-REF-BUNDLE-00820



I
539

1
1
1

n j
• j

' 1 ,
I
1

I
I

i I

•
I
I
I
I
I
i i
i
IJ

DISCUSSION:

O"

evaluation framework whilst still adhering to the presaipts of the PPPFA.

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

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

6. Copies of the Instructions to counsel as well as of counsel's opinion are attached
as Annexure A and Annexure B respectively.

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 regulations. Section 217(1) of the Constitution allows Transnet to
develop and implement a procurement system that must be fair, equitable,
transparent, competitive and cost effective. However, section 217(1) is not
prescriptive about the elements that must be included In the evaluation
methodology. Provided that Transnefs procurement system meets the
standards of fairness, etc the inclusion of other factors (e.g. other
thresholds) will not be at odds with the statutory scheme. Additionally,
there must be valid justification for the Inclusion of the additional
thresholds. Consequently, SD may be used as a threshold in Transnefs
tender evaluation process. SD will only be utilised as a threshold where
market analysis justifies It.

I
I
I

7.2 Although not expressly addressed by the opinion, by implication Transnet is
not prevented from incorporating SD as a prequalificatlon criterion when the

j ' market analysis indicates that It is not viable to include SD as a threshold.
Where SD is used a prequalificatlon criterion, bidders 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 provide this undertaking will 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 threshold or a prequalificatlon
criterion for SD does have its drawbacks as once they have been met, there
is no differentiator between bids with a superior SD submission and bids
with an Inferior submission in this regard. Although the extent to which
Transnet is able to leverage its procurement spend In order to accelerate
SD is somewhat limited by the PPPFA evaluation framework, Transnet I

Alignment of Procurement Practise! (o senior counsel's opinion re PPPFA
Match 2013

0057-0366-0001-0039
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I
able to obtain significant value through the proposed model. Bidders wlli I
still be required to commit to SD either by way of a threshold or a I
prequalification criterion. Furthermore, the inclusion of Local Content and
Production in designated sectors as prescribed by the PPPFA Regulations •
also serves to promote the objectives of SD and economic growth. J

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 I
advance previously disadvantaged persons, it may do so only in terms of a B
policy that conforms with the framework prescribed in the PPPFA.
Consequently, FRC and minimum B-BBEE levels may not be used as a •
threshold. The statutory scheme allows 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 _
asides. •

7.5 FRC and minimum B-BBEE levels may therefore not be included in the
evaluation methodology either as thresholds, prequalificatir^ criteria or •
weighted evaluation criteria. 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 I
status over the contract period. •

7.6 Therefore, Transnet will not be able to do more than the statutory regime I
allows for 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 companies, companies owned by •
people with disabilities or youth owned companies. The targets that have I
been established with regard to procurement with such entities will
therefore be difficult to achieve.

Alignment of Procuremenl Processes to «edor counsel's opinion re PPPFA
March 20)3

I8. The proposed Transnet evaluation methodology Is attached as Annexure C.

FINANCIAL IMPLICATIONS: I

9. Not applicable.

BUDGET IMPLICATIONS: •

10. Not applicable. . I

I
I
I
I
I0057-0366-0001-0040
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RECOMMENDATION:

11. It is recommended that the BADC approve that:

11.1 Transnet re-incorporate SD as a threshold or prequalification criterion in its
evaluation methodology;

11.2 Transnet adheres strictly to the allocation of 10 or 20 points for preference.
Consequently, Transnet should not incorporate FRC or minimum B-BBEE
levels as a threshold. Furthermore, Transnet should not make use of set
asides In its tendering processes; and

11.3 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.

cot LED BY

Peter Volmink
Executive Manager: Governance, iSCM
Date: I* m& Z

RECO

Group Chief Supply Chain Officer
Date: / a / /

RECO A MEN DED/NOT-RECC-MM EN DED

Group Executive: Legal Services
Date: I k \

COMMENDED/NXXHREG0MMENDED

™J
Anoj Singh ( \
Group ChierEMancial Officer
Date: ^ ^«sT '5

§rian Molefe ^
Group Chief Executive
Date: 0W/03 JQ.0I3

AlignnuntofProcurcnKntPreccsieHaitnlor counsel'i opinion re PPPFA
March 2013
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nsnctSOC Limited OrUonCciilrc P.O.Bux72S01
jlslraKon Number 150 Conunissioncr Sir Pulcview
fl/000900/30 Johannesburg South ATrion, 2122

2001 T+27 I I30J2J26
P+2711 3082312

Nww.lrsnsnclncl

To: The Board Acquisitions and Disposals Committee

Brian Moiefe, Group Chief Executive Officer
Anoj Singh, Group Chief Financial Officer
Garry Pita, Group Chief Supply Chain Officer

I
I

', MEMORANDUM |

j From: Brian Moiefe, Group Chief Executive Officer I
j Anoj Singh, Group Chief Financial Officer •

Garry Pita, Group Chief Supply Chain Officer

' | . I
,' J SUBJECT: UPDATE ON TOE ACQUISITION OF THE 465 NEW DIESEL LOCOMOTIVES AND

/ V 599 NEW DUAL VOLTAGE ELECTRIC LOCOMOTIVES FOR THH GENERAL FREIGHT BUSI-
., -••'••••,' NESS(GFB) •

I PURPOSE:

1. The aim of this submission Is to: I
•j • provide the Board Acquisitions and Disposals Committee (BADC) with the current

• J status on the acquisition of the 1064 Locomotives being the 465 Diesel locomo- •

> tives (Diesels) and 599 Electric locomotives (Electrics). |

•' 1
| BACKGROUND: I

' ] 2. On April 25m, 2012, the Transnet Board approved the sourcing strategy to be followed for
) the acquisition of the 1064 Locomotives. The RFPs were scheduled to go out to the mar- «
j ^ ket on the 14th of May 2012 and close In July 2012. Transnet Freight Rail (TFR) who is I
' ; the custodian of the process, sent the draft RFPs to Group Supply Chain Management on

' \ ~\ 23rd of April 2012 for review.

I j 3, The draft RFPs were circulated to Group Finance, Tax, Governance, Treasury, Insurance, "
J Legal and Supply Chain for commenting. A consolidated review meeting to discuss and

workshop the RFP was held on the 25th of April 2012. The draft RFPs Incorporating all the I
, - comments from all the relevant group functions were sent to TFR on the 25th of April •

J 2012 for Incorporation and consideration.

j ^ 4. The draft RFPs were received back from TFR on the 5th of June 2012 with amended I
comments and additional changes. A follow-up RFP review meeting for the RFPs with

j representation by the Group Supply Chain, Finance; Tax, Legal functions, was held on •
the 8th of June 2012. The meeting Identified additional information which was required to |
be Incorporated Into the RFPs. A combined review by TFR and Group Supply Chain func-

' \ ! tlon took place on the 11th of June 2012 to consolidate and finalize all changes to the
j " RFPs.

j « 5. TFR then went through a process of evaluating the procurement process for the 95,t!oc A i «
comobves (which Is currently In bid evaluation phase), lessons learnt from the pfjxess\ / l \ | I
have been Incorporated in the RFPs. TFR submitted the final RFPs to Group Supply ] ( } J I

" ' ! i
i0057-0366-0001-0042
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. ) Chain, on the l l h of July 2012 for final review. The Group Chief Finance Officer reviewed
_ ' | the draft RFP's (Electric and Diesel) and made comments and recommendations.

' j 6. The Group Supply Chain team reviewed both RFP's (including annexures referenced In

I
] the document) and made the required changes, as well as addressing Issues raised by

j the Group Chief Finance Officer. Group Supply Chain forwarded the final updated RFPs to
J TFR on the 12th of July 2012 with all tracked changes for updating. Approval for the

; | placement of the advert was received from the Group Chief Executive on 11th July 2012
I ; | and the advert was issued to the market on Sunday, 15th July 2012 stating that the RFPs

' • . J would be Issued to the market on Monday, 23rd July 2012,
DISCUSSION:

7. On 16 July 2012, National Treasury (NT) Issued an Instruction Note regarding the "Invi-
tation and Evaluation of Bids Based on a Stipulated Minimum Threshold for Local Produc-
tion and Content for the Rail Rolling Stock", refer to Instruction Note attached. The fol-
lowing aspects of the Instruction Note are highlighted:

• It prescribes different minimum thresholds for dlesel and electric locomotives.
The Local Content (LC) threshold for diesel locomotives is 55% and the threshold
for electric locomotives Is 60%. Also, certain minimum thresholds are prescribed
for various components or activities related to the locomotives;

• It stipulates that amendments to the stipulated minimum threshold for LC are not
allowed;

• It prescribes that bids which pass the minimum stipulated threshold for LC must
be evaluated In accordance with the 80/20 or 90/10 preference point system pre-
scribed In the Preferential Procurement Regulations, 2011;

• It prescribes that the evaluation of functionality must be conducted In accordance
with regulation 4 of the Preferential Procurement regulations, 2011.

8. On 17 July 2012, ISCM met with officials from NT to understand the implications of the
Instruction Note specifically for the RFPs (Diesels and Electrics) which are scheduled to
be Issued to the market on Monday, the 23rd July 2012, In particular, clarity was sought
on the following aspects:

• Whether Transnet was required to apply the 80/20 or 90/10 principle despite the
exemption from most of the PPPFA regulations which the Minister of Finance
granted to Schedule 2 entities on 7 December 2011. (it will be recalled that
Transnet sought exemption from the PPPFA regulations on the grounds that the
current regulations do not enable Transnet to give effect to the objectives of the
New Growth Path or to follow a more robust approach to empowerment);

• Whether Transnet could include Further Recognition Criteria (FRC) current or fu-
ture In the RFPs; I

• 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.

T V

1
1
1
1
1
1
1
1
1
1
1
1
1
1

1
- ( •

0
•j

j

j

i

\

i
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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-designated sectors. However, In respect of designated sectors (e.g.
rolling stock), Transnet is required to follow the prescripts of the Instruction Note
and apply the 80/20 and 90/10 principle;

• FRC should not be included In the evaluation of preference since preference must
be scored strictly in accordance with the BBBEE scorecard;

• The threshold for SD/BBBEE should not be Included during the first stage. The on-
ly 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 current locomotive RFPs needed to be amended to conform to the Practice Note.
Preference will have to be scored strictly in accordance with the 90/10 principle (80/20
applies only to tenders <Rlm). Preference will have to be scored based only on the
BBBEE scorecard. FRC should not be Included in the evaluation of preference and have
therefore been excluded.

11. The SD/BBBEE threshold should not form part of stage 1. 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-
tion of the locomotive tenders at all. The RFPs can however still require bidders to submit
their SD proposals. These proposals could be used to negotiate SD value during the post
tender negotiation phase of the tender.

12. The evaluation methodology that must now be followed Is depicted In the diagram below.

j

*

...J • Stage l l A minimum Ihraahotd will b« «at for tact,) Content (whan oppilcobla)
• • wall c i Functionality. Tho*« ara tapsret* thr»tholdi, and m« Btooar ntuit
ma«cih« minimum crltaria for both of thsso In order to procsad to stag* two.
• Staga 2 | Tha tuppllanj who mut Cha minimum threshold for Locil cantanC
and Functionality Mtsga, I ) VMIII th«i|ba avaluatad against «o<h other u«hs
Prlca/TCO (90) and BSaEE (10) ac criteria.

0057-0366-0001-0044
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NEXT STEPS (WAY FORWARD]:

: | 13. As a result of the NT Instruction Note, and based on the guidance given by the Group
: ) Chief executive, Group Chief Financial Officer and Chief Executive: Transnet Freight Rail,
' I the RFPs have been amended In line with the NT Instruction Note that will be issued on

j Monday 23 July 2012. Any delays In the Issuing of the RFPs will compromise the tight
: j time frames for the achievement of MDS objectives.

' ' i 14. The RFPs will be Issued In parts. Part 1 of the RFP will be Issued on Monday, 23 July
I - 2012 and contains all the information required by the NT Instruction Note including the

• I following Information:

;•;: • General information;
( >" . • Technical information;
\ • B-BBEE scorecard;

] j • Supplier Development. The RFPs still require bidders to submit their SD proposals.
These proposals will be used to negotiate SD value during the post tender

!•• -, negotiation phase of the tender;
j ( • Financial proposal and;

• Administrative Information e.g. pertaining to closing dates, briefing sessions, returnable
: \ documents etc.

Subsequent parts will be issued at a later stage(s) and will address aspects such as eval-
; \ uation criteria, evaluation methodology, weightings and supply agreement, Financial To-
: j tat Cost of Ownership (TCO) Model, Inter alia.

. ? 15. Whilst the RFP is In the market, Transnet will approach the NT (with the support of the
I Department of Public Enterprises) to obtain 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.

I FINANCIAL IMPLICATIONS:

j 16. None
i I
: *j BUDGET IMPLICATIONS:

' J 17. None

n
l- J APPROVALS AND DELEGATIONS:

< j j 18. The Group Chief Executive was delegated authority by the Board of Directors to approve
1 i the RFPs In relation to the 465 Diesel and 599 Electric locomotives and authorised to Is-

sue to the market.

0057-0366-0001-0045
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RECOMMENDATION:

19. The aim of the submission is to provide the (BADC) with the current status on the acqui-

sition of the 1064 Locomotives and is for noting only.

COMPILED BY:

Garry Pita
Group Chief Supply Chain Officer
Date: Z-ZJ'/

RECOMMENDED /

* ? * - . • > - , A
Anoj Singh ( j
Group Chief Financial Officer

APPROVED / NOT APPROVED BY:

Brian Molefe
Group Chief Executive Officer
Date:

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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MINISTER
PUBLIC ENTERPRISES

REPUBUC OF SOUTH AFRICA

MrltaflkaMfcwanazI
Chairperson: Transnet SOC Umitad
P. O8ox72501
Parkview
2122

Tel: 011 308 2309
Fax: 0t7 308 2315

Dear Colleague

Re: Tho Preferential Procurement Policy Framework Act nnd tho
Locomotlva Fleet Procurement

There are a number of unresolved Issues pertaining tc the extension of the
exemption to State Owned Companies (SOC) (rcm Regulations 2(2); 3 to 8;
10; 11(1) to (9); 11(11) to (13); 12 - 13 as Issued in Gavernment Notice No
P1027 of 7 December 2011 of the Preferential Procurement Policy
Framework Act. I believe that these Issues can have a material Impact on
the ability of Transnet to extract optimal commercial, developmental and
transformational value from strategic procurements.

Given this situation, I am personally engaging with the Minister of Finance to
resolve these Issues and am confident we will coma to i mutually agreeable
outcome, fn the meantime, Transnet should continue to procure as if the
extension to the exemption Is fn place. In addition, no c immunicallon should
take place between the SOC and National Treasury per lining to the PPPFA
until the situation has been resolved. Should any quer! is be directed to the
SOC from tha National Treasury regarding tha PPPFA, please refer Ihs
National Treasury fo my office.

I am aware that Transnet is anxious to proceed with the procurement of the
procurement of the 1064 locomotives, With regards to the Instruction Note
relating to the "Invitation and Evaluation of Bids Basad on a Stipulated
Minimum Threshold for Local Production and Content for trie Rail Rolling
Stock Sector" Transnet should procure taking the design ation thresholds into
account. However, Transnet should not feel constrained by Section 5.1.2 of
the Instruction Note and should rather establish an evaluation framework that
provides reasonable fnceritlves to suppliers to support our Industrialisation'
and transformation objectives, Should my agreement with the Minister of
Finance require a change to this framework, Tranansl can afert the bidders at
that stage.

0057-0366-0001-0047
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Yours sincerely I

I

1

j

, J
'i
i

MAtUSI-QlflABA, MP
MASTER OF PU3UC ENTERPRISES
DATE: J ^

I
( \ : Group Chtef Executive Offioar
V ' Tnui2ftat(SOC)Umfted •
I Tel: 011305 2300 I
! Fa« 0113032316 "

0057-0366-0001-0048
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IRANSNEf

n

Honour iblo Malusl Gignba, MP
r | Minister if Public Enterprises
.' J Private rag X15

| HATFIELD
', 0028

" . Fax: 012-431-1039

( [.",. Honours-: jle Minister Glgaba

1 THE PF iFEREWTXAL PROCUREMENT POUCY FRAMEWORK ACT

'. j The abc /ementJoned matter and your letter dat-d 07 December 2012 has reference (refer

BnnexunA).

Transne: has complied with your request rega ding the Issuing of the 1064 locomotive
j tenders, and has aligned both RFPs with your listructton as outlined In the above dated

' J letter, r ilating to the Invitation and evaluation of bids based on a stipulated minimum
•, threshoi I for local production and content for t i e rail rolling stock sector. We, therefore,

, j hope fc a resolution with regards to the PPPFA exemption, before the locomotive fleet
• tenders a n be dosed. We anticipate to dose bo> i tenders on the 28* of February 2013.

( It Is OUJ legal Interpretah'on that pending the ot fcome of your bilateral with the Minister of
'<') Finance it Is prudent for Transnet to comply .vlth the PPPFA regulations given that no

.' formal ^ xemptlon has been granted at date. Th;3 Is In order to mitigate against the risk of
chajlenc» by potential bidders and the risk of [(regular expenditure In terms of the Public

j Finance Management Act We request from the Honorable Minister, to continue procuring
genera!/ on all other procurement events outs'de of the 1064 locomotives, strictly In line

>! with thf Government Notice No R1027 of 7 Dece(Tiber 2011.

Csrltsn Centra P.O. Box 72501
g 150 OwimWoocr P>ttMe(

19WWC5CO/30 SM« SCUtfl Aftld, 2122
3o(unnetburg T +17 U Ml U U
2001 F+U1I3DII315

JTtfKpeA»^i'(O)MnnnW0RVar)

\
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IRANSNEf

) ,̂ |i Cc: Mr. Brian Molefe, Group Chief Executive

Mr. Slyabonga Gama, Acting Group Chief Executive

Mr. Anoj Singh, Group Chief Financial Officer

TranaMtSOCLtd CtrfionCwtre r.CX Box 72501
Regfettttlon Number lSOCwnmtafeflcr
1950/W03CC/30 Streot Sautii Afrka, UJ2

Johmiws&um T 41711303 2313
2001 F+27 113012315

MracfamKeMbnnaCOiMTWt) »Mofa*^^(awpClilc/£«QB«!)«O«iu'>er*Kir*iuc*IYFwt»««)tt5»relimHH«*i l«Ht*haU IMStaw. »w*.t«morti«4

*EHOJO«H« *JnfM

&sup CBmp4mr Sentirfi WK Cekt

I
I

We therefore 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 "TVansnet Is not detrimentally affected In Its transformative efforts m

by having to comply strictly within the PPPFA for these transactions. Naturally, we are very |

supportive of all the Minister's efforts to date aimed at ensuring that our business proceeds

smoothly despite the expiry of the exemption. I

We await your further advices. m

Yours sincerely I

Maflka MJ^wanazI / 7 I
Chairman

j Ms. Nkuli Mabandla, Group Executive: Legal Services I

I
I
I
I
I
I0057-0366-0001-0050
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Msflka KkwanazI , CtiaJrrnari

• " r ' i .

en

OurRefNo:BM/ 6288

Mr Malusi Gigabc MP
Minister of Public Enterprises
Private Bag X15
HATFIELD
0028

Fax No: 012 431 .039
Per email: vuvisw .frans(adpe.Eov.z3

Dear Minister Gig ba

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

• 1
We refer to the at Dvementioned matter.

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

\ procurement of e ;uipment in Transnefs history. The tender for the procurement of the
' j locomotives was L- ;ued on the 23rd July 2012.

) , Transnet noted our correspondence relating to the application, of the Preferential
i Procurement Poll v Framework Act (PPPFA) to this acquisition, in particular the letter
j received on 7 De< amber 2012. Transnet issued Part 2 of the Request for Proposals (RFPs)
i ^ for the 1064 locorr atlves in compliance with your request̂  as contained In your letter dated 7
JvVK December 2012. / ; per your request Local Content was included as a stipulated minimum

"" "O •*/•' threshold but Trar snet did not consider itself bound by Paragraph 5,1.2 of the Instruction
j1 Note on Rail Ro! 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
| no allowance for £ e Inclusion of supplier development). You further indicated that you were
> In discussions witr the Minister of Finance and should any'changes to the locomotive RFPs

• ' be required, the bi !ders should be Informed at that time.

.' I Supplier developrr ;nt therefore featured in the evaluation framework as both a threshold
; J and a weighted ev iluation criterion and Further Recognition Criteria featured as a weighted

evaluation anterior Transnet informed the Minister that it issued Part 2 in confbrmance with
his request In a le ter.from the Chairman's office dated 28 December 20121 However, this
approach was adoi ted in anticipation of a favourable response to the request for exemption
from the PPPFA an its regulations.

Transnet S O C U d Carton C e o * ! P.O. Box 72501 '
Registration Number lSDCamm1.--loner Street Partvtew, Johannesburg
1590/000900/30 JaharmeSbi: J South Afrta, 2122

2001 T+2711308 2313
F+2711303 2312

Olrectarn ME Mnwnid COralnran) BKjtefc (Group CWrf EMOJBVS) IIKCkxixy* MAFanuoH Y Rates HOCaandam NfMnxaarn NModa HSN'Jth: tMShvrna wyrw.tnmsnstnct
MSkosana jTstebatah DUTshtpe ASlngh' GroupOiiefRnindalORtar)
" "" Tndfan

Group Company SeasOty: ANC Csta
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Due to req jests from a number of potential tenderers for an extension of the closing date of
between 4 :o 6 months as well as the large amount of queries and clarifications which were I
requested approximately 400 in total), Transnet had to consider the extension of the tender I
dosing da.a from 26 February 2013 to 30 April 2013. The tenders' closing date of 26
February 2 313 has duly been extended to 30 April 2013. Transnet is currently working on the •
2nd set of ;ueries and clarifications received after Issuing Part 2 of the RFP. I

Transnet w as informed that National Treasury has indicated that exemptions from the PPPFA
• ") will be co. sidered for strategic projects on a case by case basis. National Treasury has I

j recommen. ed that a task team comprised of senior officials from the Departments of Public I
1 Enterprises Trade and Industry, Economic Development as well as National Treasury be

constituted in order to develop a framework within which such requests for exemption may •
V. , be conside ed. Transnet therefore wrote to you on 19 March 2013 requesting that I

•P'!
_ ;•• - •:._; 1.1 the task team be constituted as a matter of urgency;

| 1.2 the Department of Public Enterprises takes the Initiative in constituting a task I
: team; I

1.3 senior employees from Transnet be included in the task team;
• : 1.4 the terms of reference of the task team be finalized by DPE in conjunction with m

, ' Transnet and National Treasury; I
1.5 ".he task team be instructed to develop the framework within 30 days from being

:onstituted, and
1.6 the Minister of Rnance be requested to consider Transnefs request for the I

axemption of Rail Rolling Stock related components •as soon as the framework I
, las been finalized, including but not limited to the 1064 locomotives, wagon
I bogie castings and train wheels. m
! I
, Matters ha. 3, however, progressed to a point where the dosing date of 30 April 2013 is fast
', approachin i and Transnet has not yet received any confirmation with regard to the request
I for exemp:on in relation to this acquisition. Transnet does not believe that the date for I
I submission can be extended any longer as this can materially compromise our ability to I
y\ )| Implement-he Market Demand Strategy.

r *"" While Trar;net is completely supportive of the Minister's position, there Is a considerable I
1 concern t int unless an exemption is formally granted by the Minister of Finance, the
i evaluation : rocess based on the tender documents that have been issued and the subsequent
( award of tl e tender will be In conflict with the PPPFA, thus creating significant legal risk for B

. J Transnet. Failure to adhere to any aspect of the Act, its regulations and Instruction Notes I
, could expcse Transnefs bid processes to legal challenges and also result In Irregular
I expenditure If the contracts are awarded contrary to the requirements of the PPPFA. Hence, m
j to place tfv.: process on a sound footing, Transnet needs to either comply with the PPPFA or I

we require a letter from the Minister of Finance specifically exempting Transnet from the
PPPFA, Its regulations and the applicable Instruction Note in relation to this acquisition.

Consequen y, we would like to request that you provide Transnet with an update on the
status of yc jr engagement with the Minister of Rnance. We would appreciate it if this update

I

I
I
I
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• • J could be provided as urgently as possible as we now need to give the suppliers a definitive
framework within which the tenders will be evaluated.

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

L Kind regards

I ] Mafika Mftwanazi

I JL-*, Chairrriaf

' TW Oate
CC « Tshediso.Matona0kJpe.oov.za

Edwin.Rftchkin(!3>dpe.qov.za
Fem?da.Mahomed(3)dpe.qov.za
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Mr Pravin Gordhan
Minister of Finance
Private Bag X 115
Pretoria, 0001

.J-} Tel 012 315 5372
Fax 012 323 3262

Dear Colleague
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MINISTRY
PUBLIC ENTERPRISES

REPUBLIC OF SOUTH AFfi JA

P*a.B»jXtS,HBSW, CMS let (0131 « 1 lllWtiD? < 1012)01 IDS)

Ths Preferential Procurement Policy Framework Act (F ?PFA), its Regulations and
National Treasury (NT) Instruction Note on Roiling Sto k and ths Transnst
Locomotive Fleet Procurement

I refer to your letter received on 12 December 2012 regarc ng the extension oi tha PPPFA to
State Owned Companies (SOC). I

I would like to assure you of my support for the stanch iak i by the NT on the issues related
to the PPPFA contained in your letter. Your sugges m on restricting exemptions to m
strategic projects which needs to be addressad on a cs. •& by case basis is a pragmatic fl
approach whioh needs to be explored in detail as soon as \ sssible. I am also of the view that
a coherent, robust and transparent framework needs to X 3 applied to these case by case
assessments which will create a level of certainly k a complex SOC procurement •

1 .. environment. •

However, there is an urgent situation surrounding ie Transnet Locomolive Fleet M
Procurement that I believe requires immediate action and r solution. This urgency emanates I
from the potential impact on Transnefs ability to d liver on their Corporate Plan
commitments and the legal risks and challenges that Tra snet will possibly be exposed to
due to uncertainty for both Transnet and potential supp! rs regarding the implications of I
NT's Instruction Note for Transnefs procurement. •

in principle, t sham NTs concern with the potential pr mium paid by Government for M
Supplier Davelopmant, Localisation and B-BBEE. !- iwever, I believe there are I
competitiveness and competition concerns associated wit' markets for certain components
designated In the NT Instruction Note which need to be considered to avoid unintended
contradictory outcomes to the objectives being pursued in \ Vs Instruction Note. •

The DPE together with Transnet Is of the view that their loc motive prices are banchmarked
based on previous transactions and prevailing Internal'ic lal pricing. Based on analysis «
performed by Transnet, we believe that Transnat's procure nent methodology allows for the • I
possibility to exceed the minimum focal content threshold specified in the NT Instruction

I
I
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Note. In this approach, it is possible to aim for up to 70% localisation for diesel locomotives
with the potential price premium associated with cost of localisation being estimated to be
9.1% initially and 77% localisation for electric locomotives with Ihe potential price premium
cost of localisation being 8% initially, with a total price premium averaging out at
approximately 2% in total. This percentage is calculated as the average price premium paid
for the locomotives Including learning curve over the course of production.

National benefits arising from the approach proposed by Transnet wiH result in enhanced
national capability across a range of sectors resulting in multiplier benefits of localising
where R1 of a locomotive ts expected to have multiplier downstream benafits of 2.74 times
as much (with regard for example to job creation, skills development, additional taxation,
exports etc.). This comes at an average price premium of less than 2% in the 60% to 75%
localisation range.

Jn Transnel's estimates, using multiplier data published as part of IPAP2 (2011) the benefit
to the South African economy will be of the order of R68 billion approximately for an
expected total premium on the 1064 locomotives of approximately R400 million resulting in a
benefit to cost ratio of 170 to t In favour of localisation.

Furthermore the potential effect of the designation of certain components would ba to
entrench industry concentration or create single source suppliers. Based on analysis
conducted for It, Transnet believes that Uie Instruction Note could create a premium of R3m
to R4m per locomotive. The sama analysis demonstrates that allowing OEMs some freedom
to determine where localisation is applied would result "m localisation price premiums of only
2% to achieve much higher levels of localisation of more than 70%.

I acknowledge that these issues merit deeper Investigation. However I'm persuaded that
there are substantial socio-economic and industrial development benefits that could be
derived from Transnet's locomotive fleet procurement if the lender was allowed to proceed
as advertised, which was done prior to the issuance of tha NT's Instruction Note. I am thus
hereby appealing for your support for us to let Transnet conclude this procurement process
with exemption from the Instruction Note's re-instatement of tha 90/10 provision of the
PPPFA In SOC capital procurementa

In addition, to ensure that the procurement is effectively leveraged to achieve the broader
Industrial and socio-economic objectives that we both equally seek to promote, I would
agree with the process suggested by yourself ol having senior officials from DPE, NT, DTI
and Economic Development Department consider lerrns and conditions for exemptions that
can be applied on a case by case basis, and that can be used to monitor Ihe current
Transnet tocomotive procurement process as it unfolds.

I
i:1

I

• j i I thank you once again for your assistance on this matter and will keenly await your
j response.

i, J\MLJjgr.GIGABA,lvtP
MINISTER OF PUBLIC ENTERPRISES

Dale:

0057-0366-0001-0055
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I
Ex parte: Transnet SOC Limited m

In re: Expiry of exemption from non-compliance with PPPFA . _

I
I

OPINION

Introduction

1. My Consultant in this matter is Transnet SOC Limited. It seeks an

Opinion on a number of issues that have been prompted by the

expiry or lapse of an exemption granted to it from various I

provisions of the Preferential Procurement Pclicy Framework Act1

PPPFA and the Regulations promulgated thereunder ("the |

Regulations"). -The principal issue that I have been asked to m

\ address may be summarized as follows. Transnet advertised a

tender on 13 July 2012, at a time when the exemption was in force. I

I However, by the time that the exemption expired - on 7 December

I. -'.!v t 2012 - the bids had not yet been evaluated. In fact, the closing |

) ' date for the submission of the bids has been extended to 30 April «

J 2013. In the circumstances, do the bids fall to be evaluated in •

- ' ' accordance with the methodology that prevailed whilst the •

exemption was in force, or in terms of the methodology that has to

Ibe followed after the exemption is no longer in force. It might be J

mentioned that the two methodologies differ quite significantly and M

will in ail probability produce different outcomes *

1 Act 5 Of 2000 |

. 1

I
I
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2. This Opinion will focus on dealing with the principal issue set out

immediately above. But I have been asked to deal with a number of

other matters that appear to arise from the expiry of the exemption.

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

first summarise the background against which the issues arise. To

this end, the following matters will be dealt with in turn. First, the

factual background will be summarized. Second, the principles that

appear to be applicable to a case such as this will be set out. Third,

each of the questions that I have been asked to consider will be

dealt with, Finally, I will summarise the conclusions to which I have

arrived.

The factual background

3. The factual background is set out quite comprehensively in the

Instruction from my attorney that accompanied my brief. It is hot my

intention to set out all the details contained therein. Instead, in

order to keep this Opinion as short as possible 1 will confine what is

contained herein to the more essential facts, events and

developments. Those may be summarized as. set out in the

paragraphs immediately hereunder.

4. On 13 July 2012 Transnet advertised a tender for the purchase of

1064 locomotives: 599 electric locomotives and 465 diesel

locomotives. For convenience, this will be referred to as the "1064

0057-0366-0001-0057
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n i
Locomotives Tender* or simply "the Tender". Potential bidders

were informed that the tender documents would be available from |

23 July 2012. Transnet had intended to issue one tender document M

' j to which there would obviously be one compreheisive response

j from each bidder. However, that did not happen. Instead, on 23 I

., July 2012 Transnet issued only Part 1 of the tender for the
I I

: j acquisition of 599 electric locomotives and Part 1 of a tender for |
j the acquisition of 465 diesel locomotives. Transnafs reason for _

"TV.-. Is ^:.#' issuing only Part 1 of the tender documents may be summarized "
' V '

as set out in the paragraphs immediately hereunder

5. First, at the time that the Tender was advertised and Part 1 was

3
i
j
j

i

I

issued, Transnot was exempted by the Minister c: Rnance from

complying with most of the provisions of the PPPFA Regulations: I

Transnet was required to comply only with the provisions relating to

i local content" [Regulations 9 and 11(10)] and tax clearance |

j [Regulation 14]. The period of exemption was 7 De.ember 2011 to m

f )••.[ 7 December 2012. Part 1 of the Tender dealt with ssues such as

j ' . the required thresholds for local content, pricing, technical I

specifications and general information. However, Part 1 did not

i
deal with such issues as the "evaluation methodol igy, evaluation |

criteria, weightings and supply agreement, or the Financial Total

Cost of Ownership (TCO) Modet\ In effect, it did n-'t deal with the

methodology to be used to evaluate bids and to sel-jct the winning I

bidder(s). In particular, Part 1 did not explain how a spects such as ,

Iempowerment or Supplier Development (SD) criisria would be |

I
I
I0057-0366-0001-0058
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r-i considered during the evaluation process. These issues were to be

:: I dealt with in Part 2 of the RFP.

I ' I 6. Second, the following perhaps heeds to be recorded at this stage.

\ Before the Tender was advertised, Transnet was aware that the

Department of Public Enterprises and the Department of Trade and

^ J Industry were to issue guidelines on the local content for the 1064

" • _ ^ locomotives. This emerges f rom a Memorandum to the Group

I ~ŷ  Chief Executive Officer in which approval was sought for the

]̂ ***" process and strategy for the procurement of the 1064 locomotives.

I;;'
— , j 7. Third, on 16 July 2012, three days after the Tender had been

• '••> advertised but seven days before the Tender was to be issued,

B National Treasury issued the anticipated Instruction Note pertaining

; j to the invitation and evaluation of bids based on a stipulated

I1 j

| minimum threshold for local production and content for the rail

j

; j rolling stock sector. This Instruction Note is applicable to a wide

• /•-,. •$, range of public bodies, including entities listed in Schedule 2 of the

• j Public Finance Management Act ("PFMA"), such as Transnet. The

Instruction Note prescribed certain thresholds for local content for

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

I

i

8. Fourth, the Instruction Note also prescribed that a two-stage

: I
L.] evaluation process be followed in which local content and technical

'•• ; aspects would be evaluated during stage 1 and price and BBBEE

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

0057-0366-0001-0059
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point system. This latter aspect created considerable uncertainty

since Transnet was specifically exempted from complying with the I

Regulations relating to price and BBBEE, which prescribed the

above mentioned two-stage stage process. Indeed, the |

procurement strategy that the Transnet Board had approved for the M

Tender indicated that in addition to meeting the anticipated

minimum threshold for local content and technical criteria, bidders I

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%).

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

I
evaluation methodology that had been approved by the Board and

that set out in the Instruction Note, in light of this difference, I

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 I
y. W'
] legal advice and consulted with relevant stakeholders. m

10. The foregoing are the principal reasons for splitting the tender into _

two parts. In the paragraphs hereunder I summarise the •

developments that took place thereafter. •

11. Insofar as the main issue that I have been asked to deal with is I

concerned, the advice from Transnefs attorneys was to the

following effect. Transnet could adopt the view that the Instruction |

5

I
I
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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 Note

should rather be read subject to the exemption. This meant,

Transnet 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 to apply to the Minister of

Finance for an exemption, as contemplated in section 3 of the

PPPFA.

12. 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 prescribed in the PPPFA and the

Regulations. Thereafter Transnet requested the Minister of Public

Enterprises to approach the Minister of Finance on its behalf to

exempt Transnet-from the PPPFA and the Regulations. In the

alternative, the request was that certain strategic acquisitions,

including that for the 1064 locomotives, be exempted from the

provisions PPPFA and the Regulations.

13. However the Minister of Finance has not yet granted Transnet the

exemption.

14. 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

0057-0366-0001-0061
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! ' include SD in its evaluation methodology.

562 •
fl

1 •
- -1 15. Howe /er, on 7 December 2012, the Minister of Public Enterprises I

1 I
in a v. itten communication informed Transnet as follows:

I
j « l n relation to the 1064 locomotive tender, Transnet should
I M
j not consider itself bound by the provisions of the I
j Instruction Note, which as has already been pointed out
l - I

, , prescribed the application of the 80/20 and 90/10 •

I
I

» In this regard, the Minister said: "Transriet should

continue to procure as if the extension to the exemption is |

in place." He went on to say that Transnet "should not m

feel constrained by section 5.1.2 of the Instruction Note"

(which specifically requires that the 90/10 and 80/20 . I

preference points system to be used).

I
« The Minister also informed Transnet that he was in

discussion with the Minister of Rnance and should any I

changes to the 1064 locomotive tender be required,

bidders should be informed at that point in time. •

I
16. Trarr net has to date not been informed about the outcome of the

discu ;sions between the two Ministers. I

I
7

I
I

r w
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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

principle 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 locomotives, respectively;

• a threshold of 40% was prescribed for SD and BBBEE;

• a threshold of 70% was prescribed for technical; and

• bidders who passed all these thresholds would be

evaluated on the basis of price (60%), BBBEE scorecard

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

18. Transnet explains that it chose that evaluation methodology in

anticipation 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 foregoing, Transnet has taken precautionary

measures to 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. In 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 right to evaluate bids

in accordance with Instructions issued by National Treasury. B

Thereafter, in Part 2 of the Tender document a da jse was inserted

| reserving Transnet's right to evaluate the tenders in accordance |

] with the PPPFA and the Regulations, should it be required to do

.' 1 • -SA

I
20. What emerges from the foregoing is that in final! jng the terms of I

i i

Part 2 of the Tender document, Transnet actec upon what had •

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

it has not yet received any positive feedback from iim. I

21. Transnet now wishes to know how it may proceec in respect of the •

j tender for the acquisition of the 1064 locomcives. As I have

i already noted, it has requested that I address a r umber of specific I

.. / issues, which have been detailed in the Instructio is of my attorney.

I I should point out that the answer to each of t ose questions is •

j dependent, to a greater or lesser extent, on t e answer to the •

_Jt-
!'^c decisive issue in this matter, which I have alread > set out above in

somewhat general terms. In the circumstances, before turning to a I

consideration of each of the specific questions that I have been

requested to answer, against the backdrop of he factual matrix •

• summarized above I will set out what that broei question is and •

then attempt to furnish an answer to it. Thereafter I will deal with

the specific questions. I

j

I
9

I
I
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• The defining issue

I 22. In my respectful view the defining issue that arises in this matter

may be pertinently stated as follows. Does the expiry of the

• exemption on 7 December 2012, and the fact that it has not been

• renewed up to now, mean that the evaluation methodology set out

in the PPPFA and the Regulations is now binding on Trarsnet; or

I . ^ is the position rather that Transnet is required, or at least sntitled,

*" to evaluate the bids as originally contemplated when th-* tender

I

I
I
I
I

was advertised, that is, in terms of the methodology it has jsed up

to 7 December 2012.

I 23. I have not been able to find a case that is on point In the

circumstances, it is necessary to consider what legal principles are

I likely to apply in a situation such as this, by consider! ig what

• principles govern analogous situations. In order to determ ne what

• V « K may be regarded as an analogous situation it wil! be halpful to

I . M
begin by highlighting the essential and decisive issues ti at have

arisen in this matter. They appear to be those summarized in the

I paragraphs immediately hereunder.

I 24. First, on 7 December 2011, Transnet was granted an exemption

, from complying with the provisions of the PPPFA and the

• Regulations that are in issue in this matter. That exemptici was'to

endure until 7 December 2012. During the period of the exemption,

10
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> 1 Transnet, as it was entitled to do, used an evaluation methodology

that was quite different from that laid down in the PPPFA and the I

n •
j Regulations. (For convenience, 1 will refer to this as the Transnet

' j evaluation methodology" or "Transnef s internal methodology".) I

; ] • • .

j 25. Second, whilst the exemption was in force, Transnet advertised the •

| Tender for the acquisition of the 1064 locomotives. At that stage, it

proposed to use the Transnet evaluation methodology. In any •

^.; case, in terms of s 217(1) of the Constitution, that is the •

• J ' J ^ methodology that it would have had to comply with.

! 26. Third, the issuance of the Instruction Note on 16 July 2012 raised "

questions about the extent to which the evaluation methodology I

\ prescribed therein was binding on Transnet. As a result, Transnet

decided to issue the tender document in two parts. Part 1 was |

' issued prior to the expiry of the exemption. However, Part 2 was _

} issued after the expiry of the exemption. •
ii

y I , 27. It is necessary now to consider what legal principles are applicable I

)

j . in these circumstances. •

j Applicable legal principles _

} 28. It would be helpful to begin by first ascertaining what the effect of

the exemption that was granted to Transnet is. According to I
Black's Law Dictionary "to be exempted" means: "[to be] free or

j released from a duty or liability to which others are held" and
I -

exemption" means: "freedom from a duty, liability or other •

I
I
I0057-0366-0001-0066
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j requirement". And, according to Jovitt's Dictionary of English Law,

I
I
I
I

I
I
I
I

1
1
1
1
1
1
1

•j
s

t »

: i

.' i
• \

'•• I

../

i'

I

exemption means: "immunity; freedom from imposts; a privilege to

be free from service or appearance".

29. In the circumstances, the effect of the exemption and its lapse may

be said to be as follows. From 7 December 2011, Transnet was

free or released from compliance with most of the PPPFA

Regulations. However, as from 8 December 2012, it is required to

jj? 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 put in place only on S December 2012. Had the

PPPFA and the Regulations come into operation only on 8

December 2012, the approach to such a development is quite clear

and is set out in the paragraphs hereunder. In my view that

approach applies with equal force to the situation in which Transnet

; A finds itself after the expiry of the exemption.

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

has been a change in the statutory regime governing a particular

issue.

32. The first rule in this regard is quite clear. It may be stated as

follows. Statutes are construed to operate prospectively only

unless the legislative intent that they be given retrospective or

retroactive operation appears from the express language of the

12
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statute, or from the clear purpose of the enactment or by necessary

or unavoidable implication.2 In the position in which Transnet finds I

itself, it is the expiry of the exemption that triggers the change in

the regulatory regime to which Transnet is made subject. There is I

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 I

(̂  force of this rule is somewhat reinforced by a number of

v.J2$ surrounding circumstances. I

T • ' .
33. The second rule is that the general circumstance is that statutes •

i regulate future conduct and are construed as operating only on .

' j cases or facis that came into operation after they were passed.3 ™

There is nothing to indicate that the general circumstance ought •

f not to apply in this case.

j 34. In my respectful view, based on these two rules, Transnet is at

j least at liberty to apply to the evaluation of the tender for the 1064 • I

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. . •

35. Having set out what, in my respectful view, the governing 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,

3 Principal Immigration Officer vBhula 1931 AD 323, at 327

13

I
2 Adampot (Pty) Ltd v Administrator, Transvaal 1989 (3) SA 800 I
3 Principal immigration Officer v Bhula 1931 AD 323, at 327 I

I
I
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n which are taken to be retrospectively operative/ However, a

| ' "procedural amendment" is one that deals with t le process of

M j litigation. If it does not, it is substantive.5

; 36. In my respectful view, the change in the regulatory r gime that was

• triggered by the expiry of the exemption is one of substance, not

• procedure. It involves the adjudication process, whic i is clearly not

simply procedural. In the circumstances, the rules against

retrospectivity and the governance of only subsequent matters

:: ) "M* apply.

I
) 37. Having dealt with the main issue that I have taen asked to

1 0
consider, I turn now to address the specific quest ons that been

_ 11 posed. As 1 have pointed out those questions con ern or revolve

f] around the main issue and ask that I take Into recount certain

I * specific matters. It will in the circumstances be help ful to consider

I each of them, even if this involves a certain amou. t of repetition,

If 1

• \ as they cover most concerns that appear to have ari en.

I Is Transnet entitled to evaluate the tenders For the 1064

locomotives on the basis of its internal policy t lat applied at

1 11
\ j the time the bid was advertised?

Ji •
I . , 38. As can be gathered from what has been set out above, I am of the

_ L-J view that Transnet is entitled to apply the Transnet evaluation

• : j methodology in determining who the successfi I tenderer or
L J _ j

I
4 Curtis v Johannesburg Municipality 1906 TS 308, at 312; Industrial Counci. for the Furniture

' I Manufacturing industry (Natal) v Minister of Manpower 1984 (2) S A 238 (D) at 242
; J SSvHeita 1987(1) SA311 (SWA)316

•
I
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tenderers should be. And, as 1 have pointed out, the position may

well be that, having regard to the fact that the tender was " I

: j advertised on 13 July 2012, properly construed, the expiry of the

] ' exemption only on 7 December 2012 may well require that I

Transnet apply the Transnet evaluation methodology to the

evaluation of the Tender for the 1064 locomotives.

, 1
\ 39. I have been asked, in dealing with the question under

j\^? consideration, to specifically consider the following issue. At the |

' time that the tender was advertised, Transnet's internal _

^ procurement rules allowed for the following: inclusion of SD and

FRC both as a threshold and as weighted evaluation criteria; I

I deviation from the 90/10 and 80/20 principle stipulated in the

j PPPFA; and the evaluation of tenders on the basis of price, SD |

j
and BBBEE/FRC in various ratios which could differ from one H

. . 1
I tender to the next, but typically the ratio would be 60:20:20. •
? •
i'visi 40. In my respectful view, provided that the evaluation methodology is Inot inconsistent with s 217(1), Transnet is still entitled to apply it to •

the tender for the acquisition of the 1064 locomotives.

Part 1 of the RFP was issued at a time when the exemption "

applied. However, Part 2 was issued only after the exemption I

had expired. Was Transnet not accordingly obliged to issue

Part 2 in accordance with the position that obtained after 7 J

December 2012, that is, in accordance with the methodology

I
I
I
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in
r -j prescribed by the PPPFA and the Regulations, which have

' been applicable to Transnet from 8 December 2012?

• ; ] „ _ „ „ „ „ »
I the following matters have been brought to my attention in respect

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

key evaluation matters, for example relating to local content

I . I threshold and SD initiatives, appeared in Part 1, it was only in Part

v:.b.| • 2 that the details of the evaluation were fully set out, although they

• •: ( were in line with Transnet's evaluation methodology as at the time

"\ that the tender was advertised, the procurement strategy approved

by its Board and the advice of the Minister of Public Enterprises.

I * There was only tender. It was advertised on 13 July 2012, at a time
J
/ when the exemption was in full force and effect. The fact that the

I 1 tender document was split into two parts cannot be decisive: both

J^-'Mf parts related to the same tender. In my view, the fact that Part 2

• was issued only after the exemption had expired ought not to

• change the course of what had already been put into motion and

I which was to be dealt with in accordance with Transnet's then

I i
prevailing evaluation methodology.

16
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:-) asked to bear in mind the. provisions of s 4 of ths PPPFA. Section I
H
, } 4, which is termed a "tran sitional provision', provides:

-") "Any procurement process im-lemented under a preferential procurement policy |

where the invitation to tender vas advertised before the ccmmencement of this

Act, must be finalized as if this Act had not come into operation." I

. 44. It was pointed out abovs that the general circumstance is that M

, . statutes regulate future conduct and are construed as operating

"")•—.,• I ••. only on cases or facts na t came into operation after they were I

\ " passed. In my respectfu1 view, s 4 of the PPPFA simply confirms

that that rule applies to te iders that had been advertised before the |

, ] PPPFA came into opera I on. Although not strictly applicable in the _

i circumstances at hand, t; e provisions of section 4 suggest that the *

legislature expressly recognized the validity of tha rule against the I

.' retrospective operation o the PPPFA in respect c': tenders that had

3 been advertised before tie PPPFA came into oparation. This may £

i well be an added reason br applying that rule in l ie circumstances _

r~ -, i;,• of the Tender for the 106 !- locomotives. •

y i
I . 45. My attention has also b~en drawn to the provisions of paragraph

. I
21 of the Implementation Guide to the PPPFA Regulations, 2011. It |
reads as follows:

the PPPFA regulations, 200 (prior to the date of coming Into effect of the

PPPFA regulations, 2011) bur will only be evaluated and awarded after the date

5 "If a bid was advertised/invite i in terms of the evaluation criteria prescribed in

of coming Into effect of the Pt PFA regulations, 2011, the bid must be evaluated |

17
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r-i and awarded In terms of the evaluation criteria prescribed In the PPPrA

I - )
; 1 regulations, 2001 and in terms of the conditions contained in the bid documents."

i 46. The observations that I have made in respect of section 4 of the

m ( PPPFA are equally applicable to the provisions of paragraph 21 of

; the Implementation Guide.

; -
47. However, I have been asked to also consider the implications of

i \ , the provisions of paragraph 21.2 of the Implementation Guide,

I
; \ which provides:

"Such bid must be evaluated and awarded as soon as possible but not later t an

: i the initial expiry period.of the bid. The extension of the validity period of sucn a

bid must not be allowed."

48. It would appear that paragraph 21.2 is strictly speaking not

applicable to the 1064 locomotive tender because that tender v as

not advertised in terms of the 2001 Regulations. But the follow" ng

' \ concern has been raised. The initial closing date of the bid was 16

)\8P- October 2012. However, when Part 2 was issued, the closing date

was extended to 26 February 2013. Thereafter, for varicus

reasons, including the large number of requests for clarification

received from bidders, the closing date of the tenders v as

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

II extending the closing date in spite of what was said in the

• < t Implementation Guide, Transnet is still entitled to evaluate the bids
J • I

in accordance with its own internal policy.

18
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i ) 49. Insofar as the extent to which the Instruction Guide is binding on ; . I

•
/ Transnet, account must be taken of the following. Only Kegulation1 I

n 9, 11(1) and 14 of the 2011 Regulations apply to Transnet 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 I

does not appear that Paragraph 21.2 is binding. Howeve , even if it

! ^ j . .;. is, no consequence appears to be set out for non-comp!ance with |

the guideline. Indeed, I am not sure that a guideline ca:i visit with a

invalidity an act that is not strictly speaking rendered invalid by an

Act or a Regulation. In the circumstance, at worst for Transnet it I

can be accused of not complying with a guideline that has been

laid down. But such non-compliance does not have th J effect of |

extinguishing its right to evaluate the bids in accordance with its _

own internal policy.
Is it the position that the Instruction Note was not i pplicable

to Transnet until the exemption expired?

exemption had ended. I am in agreement with that view sxpressed

by my learned attorneys.

I

50. In their opinion to Transnet, my learned attorneys expi sssed the 1

view that the Instruction Note was not applicable until th^ period of

I
I
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r-r Conclusion

1

I II1 51. Insofar as the specific matters that I have been asked to deal are

< I
r \ concerned, my views may be summarized as set out hereunder.

11.'
-• \ 52. In view of the fact that there was only tender, which was advertised

I ; ] during the period that the exemption was in force, Transnet would

; I be entitled to apply its own internal evaluation methodology. This

• ( ® entitlement has not been negatived or limited by any of the

• i j following events or developments: the fact that the exemption

r \ expired before Part 2 of the tender was issued; the fact that the

I iJ
evaluation methodology was only set out in part 2 of the tender,

\ *> which was issued after the exemption had expired; or that the
• r \ closing date was extended.

• \ } 53. Should there be any further matters that need to be addressed, I

• i '
I•!

j

I.
I

will gladly deal with them.

VSoniSC

19 April 2013

r
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MINISTER: FINANCE
REPUBLIC OF SOUTH AFHICA

Private Sag X115, Pretoria, 0001, Tel- +27 12 323 8911, Fax: +27 « 323 3232
PO Bat 23, Caps Town, 8000, Tel +27 214«4 6100. Fax -»27 21 461 2334

Ref. M3/15/21 {1149/13J

MrMalusJGigaba.MP
Minister of Public Enterprises
Private Bag X15
HATHELD
0028

Dear

THE PREFERENTIAL PROCUREMENT POLICY FRAMEWORK ACT, 2000
(PPPF.A), ITS REGULATIONS AND NATIONAL TREASURY INSTRUCTION NOTE
ON ROLLING STOCK AND THE TRANSNET LOCOMOTIVE FLEET
PROCUREMENT

I refer Co your letter dated 16 April 2013 regarding the above mentionsd matter.

I concur with your view to leverage on this procurement to derive subsiantial socio-
economic and industrial development objectives.

On scrutiny of tho Transnet tender document published in July 2012, it Is noted that
the tender was structured In a manner that Is not In conflict with the National
Treasury's Instruction nofe issued in July 2012.

In light of the above, I am of the view that Transnet should proceed with the
evaluation of Ihs tender in terms of the criteria stipulated therein.

Yours sincerely

PRAVINJGORDHAN
MINISTER OF FINANCE
Data: J k - o i ^
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2 Executive Summary

This document proposes procuring 1064 new locomotives as part of the 201Z/13 - 2017/18 7 year

business plan 2012/13 - 2017/18 in ths amount of R38 146.3m to support the TFR growth plan to 171

million tons. The locomotives form part of the 1202 identified as required to support the 171 rnt

growth pian in sustaining and expanding the existing fleet. Tha breakdown of the locomotives is 599

electric, 455 diesels with 507 being sustaining and 557 being expansion.

This business case is a development of the locomotive fleet plan approved by the Transnet Board in

April 2011 and subsequent additions In line with the proposed growth in tonnages.

This business case is specific to the General Freight program and does not include locomotives 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 the market demand

2. Establish locomotives required to service the demand

3. Establish the current fleet and runouts

4. Establish the new locomotive requirements to meet the shortfall between demand and

available.

5. Financial and other aspects related to the new locomotive procurement

•
i

U
i

3 Project Name and key characteristics
Key project characteristics are

Project Name

Portfolio
Programme
Corridor
Commodity
Asset Group
Expand/Replace

Evaluation Score

Proposed
ETC

Procure 1054 locomotives supporting General Freight Volume Growth
to 171 million tons in 2018/19
Transnet Freight Rail: Rolling Stock:
GFB
National except for Coal and Iron Ore Export
All commodities
Locomotives
Replacement
Expansion:
3.B4- Electric Locomotives
3.84- Diesel Locomotives
Start 2012/13 End 2017/18
R43 373bn (Excluding Borrowing Cost)

4 Business problem and proposed resolution
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 locomotives reduces

the fleet available for operations. Simultaneously TFR's 7 year business plan for 2012/13 - 2017J18

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 05 03 2012 | Page 5 of 45
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predicates an increase in general freight traffic from 84mt pa to 171mt pa in 2017/18. Delivering on

this plan is only possible with an adequate fleet of reliable locomotives and wagons.

This business case addresses sustaining and expanding the current fleet to support the business plan

through the programmatic procurement of 1064 locomotives 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 Efficiency (RIPE) by providing appropriate assets for use on general freight corridors in

support of all commodities conveyed.

4.1 Problem Statement in Relation to Current Operating Environment

4.1.1 TFR Locomotive Fleet Capacity

TFR's Locomotive Fleet Plan presented to and approved by the Transnet Board in April 2010 presented

the current composition of the fleet, how It would runout, the locomotive upgrades and the new

locomotives required to achieve volumes of llOmt pa.

Subsequent updates were presented indicating the fleet required for General Freight for volumes of

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

Key features of the fleet plan are:

• Operational difficulties caused by a diverse fleet of multiple locomotive types
• Categorisation of locomotives into five types
• Standardisation of the fleet
• Improved efficiencies of new generation locomotives

The rationale for procuring new locomotives is set out against:

• The capacity of current fleet and its projected decline as locomotives run out
• New locomotives required to sustain the current fleet
• New locomotives required to deliver the increase in volumes

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

to 2021/21. Of note and concern is the rapidly increasing loss of operational capacity in the existing

fleet in the years 2019/20-2021/22. The respective sections below provide the detailed analysis to

the table.

Table 1 : Current and Proposed fleet

.•Des'cnptiop £5fear'^/^v

Fleet aftar runout and
operational losses but
before delivery

Cumulative Taken Into
Service

Fleet After Delivery

Required Fleet -
Year Opening

Surplus / (Shortfall)

I

1697

53

1750

1699

51

1743

175

1918

1894

24

(Operating Division) Transnet Freight
(Author) F Callard

1770

344

2114

2132

-18

Rail

1788

561

2349

2377

-28

w$
1737

791

2528

2524

4

Pi
1650

1004

2654

2652

2

1514

1173

2687

2757

-70

1421

1245

266S

tu
1304

1245

.2549

(Department) Capital Program

(Date:) 05 03 2012 1

1177

1245

2422

I
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Note: i he cumulative figure of 1245 locos taken into service is includes (ij tha 1202 per ths fleet plan

(ii) 35 diesels from an order of 100 previously approved and delivered in 2012/13 and {Hi} 8 diesels

from the sama order delivered in 2011/12 but only fully commissioned in 2012/13 .

4.1.2 investment History and locomctiva Fleet Run-Out

TFR is generally considered as being under capitalised with an aging infrastructure unable to deliver

and consequently hampering South Africa's economic growth, Effective rail delivery requires a

Balance between locomotives, wagons, infrastructure and personnel. TFR has three distinct areas of

operations, namelyGeneral Freight, Coal Export and Iron Ore Export The Coal and Iron Ore Export

operations, are ring-fenced operations with assets dedicated to a single commodity. Since 2004/5 they

have been upgraded and expanded to take advantage of the commodity boom. By contrast, little was

spent on General Freight.

This business case for R38146.3m for new locomotives for General Freight should be read in

conjunction with the proposed R32.6bn for the provision of new and upgrading of existing wagons as

part of the same seven year plan.

The expected useful life of a locomotive in a class 1 railroad is 30 years. The average age of the TFR

General Freight Locomotives is over 30 years and current programs have extended that life to a

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

TFR.

I
I
I
I
I
I
I

1 : locomotive purchases by year

•J

I

I

The decline In general freight vo'nmcs, p&EtJcal uncertainty and
corporatisatSon of rad ted to a sqimjcairt fefl in Investment
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Ha.

. j Thinr I * I - « I I I V ; - - - n i • ii - • ' ' • • ' " J * - ' ~ - - — - -• -• f i-;'i jn " • . . . .i J. .--.-t.^-tf. pfc fi | | |-"-A-l^f | j | p , J-| " '
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A consequence of this procurement history is that the locomotives purchased during the period 1970

to 1985 are due to run out soon.

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 05 03 2012 | Page 7 of 45
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The general workhorse focomotive of General Freight was the 6E series of 3kV DC locomotives when

1040 were delivered between 1970 and 19S5. The locomotives were locally manufactured and ware all

interoperable. The series were continuously improved over 11 distinct series but they are all based on

a common design and components.

The updated graphical run-out of the General Freight locomotive fleet Is depicted in Figure 2-below. A

detailed table of runouts by locomotive class is depicted In Annexure 9.3 Annexure: Locomotive

Runout Mitigation.

Figure 2: Future view of the General Freight locomotive fleet
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4,1.3 Remedial Actions to Mitigate Loco Run-Out

The locomotive lifecycle is taken as thirty years which is the same as its depreciation period. Two

primary strategies were adopted to mitigate locomotive run-outs and extend the useful locomotive life

to forty-five years. The extension to forty-five years however was a consequence of not being able to

afford new locomotives at the time and was not a formal restatement of policy.

The first strategy was to upgrade the workhorse 6E series of locomotives to the 18E series through a

partial redesign, rebuild and upgrade of components and the replacement of the electro-mechanical

control system with an electronic control system. The result was an improvement of locomotive

output from 180Kn to 210Kn and a fifteen year extension in locomotive life.

The second strategy was an upgrade program to the class 34D locomotives supplied by General Elsctric

(GE) and General Motors (GM). These upgrade programs comprise a mix of extensive routine

maintenance, rewiring, body repair and repaint. 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 car

that prevents wheel spin.

The effect of these strategies however is to defer the runout of locomotives as their life is extended

but it cannot obviate the runouts.

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 05 03 2012 | Page 8 of 45
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4.1.4 Locomotivs Standardisation

The Locomotive Fleet Plan has stressed locomotive standardisation and the operational and

maintenance problems brought about because cf lack of standardisation. TFR inherited a high degree

of standardisation In the commonality of the 6E series electrics and the class 34 diersls bought during

the seventies and a3rly eighties. The Locomotive Fleet Plan puts forward five standard locomotive

types including a general freight workhorse locomotive with a maximum axie loading of 22 tons per

axis and a standard general freight diesel locomotive.

Balancing the strategic imperatives of standardisation of the fleet and ongoing lowest cost

procurement over years is expanded in the section dealing with procurement.

4.1.5 Ability to Meet Current and Future Market Demand

Meeting current demand will be Impacted by the run-out of the current fieet whi e meeting future

demand requires additional locomotives.

The pertinent points of the assumptions and analysis underpinning the required locomotives are

summarized below:

Workhorses:

The number of locomotives in the General Freight fleet at any time is the active fleet. The active fleet

is further categorised into the operational fleet and fleet undergoing maintenance-. The operational

fleet, as its name implies, are the locomotives available for operations whiia the number of

locomotives undergoing maintenance or minor repair arp taken as 12% of the active fleet The

operational fleet is further categorised into "shunters" and "workhorses ". Shunters ire primarily used

for the placing and clearing of loaded wagons and the compilation of a train before departure.

Shunters, while not prime Income earners in their own right, are an essential component of operations

and constitute an overhead cost that has to be covered.

Workhorses are the prime movers hauling loads between hubs and generate the inccme earning net

ton kilometers. They are used in the calculation of locomotive efficiencies.

Locomotive Utilisation

The recognized metric of locomotive performance is "gross ton kilometre" per unit of time which will

always be higher than the income producing "net ton kilometre".

The locomotive utilisation improvement per the 7 Year 2012/13-18/13 plan is dep'cted in the table

below:

Table 2: Locomotive Utilisation

MGTK / Loco

/ Month1

CAGR1

5149 5214 5489 5402 5636

5% 4% B%

6287 G357 647S 6923

21% 22% 24% 33J4

^Iperationa I workhorses only. Excludes shunters and locos In maintenance.
1 Compound Annual Growth rate

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Prograrr
(Date:) 05 03 2012 Page 9 of 45
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Tha increase in locomotive efficiency is based on two factors; firstly an inherent improvement in

utilization of the current fleet and secondly in greater tractive effort per locomotive of the proposed

procurements.

. Tractive effort and Locomotive Efficiency

The class 34 workhorses of the diesel fleet are over 30 years old. Modern locomotives have significant

improvements in engine design and lower pollutants per ton kilometre. The improvement in fuel

efficiency of modern locomotives over the older generation is of the order of 8%. The proposed

locomotives 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 1SE to the proposed new locomotive is not possible as no

equivalents have been delivered. However, taking experiences from the recently delivered 19E and

15E series 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

effort between 267 and 400 kN which is considerably higher than the 193 kN of the 6E series or the

210 kN of the 18E series.

Considering the above, the new locomotives have been considered to replace current locomotives at 1

new for every 13 current diesel and 1 new for every 1.5 current electric locomotive.

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

horizon 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 Government'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
• Investment in rail handling facilities

Table 3:7 Year Market Demand

t. ••- •>! I L V ] ;v«ti..:,~'.l#.',!. k v*

General Freight mt
(executed by focussed
Business Units)

Export Coal rnt

Export Iron Ore mt

79.7

67.6

51.0

2,-Budget£

a
HP

iBBi

96.5

79.0

62.3

f201$/15-

115.5

84.0

62.3

13G.S

84.0

62.3

151.4 ,

84.0

70.3

160.7

95.0

78.3

17Q.2

97.5

82.5

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 05 03 2012 | Page 10 of 45

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I0057-0366-0001-0086

TRANSNET-REF-BUNDLE-00868



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

587

The assumptions underlying the commodity growth ambitions for Freight Rail are listed in Table 4

below.

Tahle 4: Commodity Growth Assumption*

Commodity

Coal

Iron Ore

Manganese

Containers

Cement

Magnetite

Grain, Maize, Wheat
& Foodstuffs

• • • . • ' ' : . ; AssurrinitJons-.- . ' ' • • ' : • * "• '

• Driven by ESKOM's consumption and migration from road to ra'l for power
stations

• Sustained strong demand for South African coal with the emergence of
China and India as net Importers of thermal ceal

• Domestic and regional consumption of steel fuelling demand for iron-ore Sc
new iron ore export project from Thabazlmbl to Richards Bay/ Maputo

• SA's share of world output set to grow wfth expansion projects planned by
both traditional miners and junior miners

• Rail container volumes to increase In line with Freight Rail's objective of..
Increasing market share along key Intermodal routes such as the NATCOR

• Volumes to Increase in line with SA's GDP growth [4% on average). Freight
Rail Is also targeting rail-friendly volumes In this sector

• Demand mainly from China remains strong — driven by Increased steel
production. Export growth indicates modest increase and domestic
consumption is set to grow once local beneficiation projects are started

- Domestic harvests average batweenldmtpa-14mtpa, weather
permitting. Demand projection represents TFR's increased share of total
market demand as more traffic is shifted from road to rail

4.2.2 Locomotives Required to Service Market Demand

The General Freight fleet of 1430 active workhorses and 320 shunters {1750 tutal) for 2012/13 will

service 87.S mt at a utilization rate of 5 4S9 million gross ton kilometres per loco per month.

Extrapolating and taking improved locomotive efficiencies into, account, the locomotives required to

service the market demand are set out in Table 5; General Freight Locomotive Requirements.

The current ratio of 63% electric and 37% diesei locomotives changes over the period of the business

plan and the increased volumes to 66% electric and 34% diesei. While dieseis are more generally more

versatile, the greatest increase in tonnages is on electrified routes where a greater number of electric

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 locomotive for conformance to specification and basic

bedding down and fault rectification. Design shortcomings are fed back into the production line for

correction. The delay varies by type and timing in the delivery cycle with electric locomotives taking

longer than the diesei locomotives and locomotives in the beginning of the delivery cycle taking up to

a year from delivery before final acceptance. As delivery progresses and the production is

standardized, the commissioning and testing is shortened 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.

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 05 03 2012 | Page 11 of 45
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Table S: General Freight Locomotive Requirements

.Year

Million tons

Workhorse

(Diesels)

(Electrics)

Shunters

Active Fleet

11/12

1 2 7 1

472 •

799

345

1616

12/13

87.70

1354

490

864

345

1699

13/14 14/15

96,60 11530

1549 17S7

545 608

1004 1179

345 345

1894 2132

15/16

136.7CT

2 032

714

1318

345

2 377

16/17

15L2Q "

2179

769

1410

345

2524

17/1S
i*

-. 160,40 "

2 307

80S

1438

345

2 652

IS/ls'v

170.20 ;

2412

BIS

1594

345

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 factored into the finaJ requirements and are
indicated below.

Table 6: Current and Proposed Locomotive Deliveries

On Order

On Order

(Part 1202)

Sub-Total

Proposed

(Part 1202)

Sub-Total

,r£fiFB;f<v

Diesel

Diesel

Electric

Diesel

Electric

35

18

18

ii#15 : =:-:•]

final of 100 Class 43

25

45

70

100

100'

50

50

' 100

65

' 165 .

E5/I6 ̂ l6/i7^vW/fe lyis/iS'
Diesels (not part of the 1202)

100 100 65

130 130 130 144

230 . 2 3 0 195 144

100

43

95

138

465

599

1064

:::&o2£

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 Proposed fleet

Fleet after runout and
operational losses but
before delivery
Taken Into Service

Fleet After Delivery

Required Fleet -

Year Opening

Surplus/ (Shortfall)

mm
•1697

53

1750

1699

51

1743

175

1918

1894

24

1770

344

2114

2132

-18

1788

561

2349

2377

-28

1737

791

2528

2S24

4

'ilVik

1650

1004

2654

2652

2

• 1514

1173

2687

2757

-70

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

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

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 05 03 2012 | Page 12 of 45
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4.3 Proposed Resolution

The TFR Fleet Plan and amendments as tabled predicates 1202 locomotives comprising 694 new

electric locomotives and 503 new diessl locomotives required to service the 171 mts planned for

12018/19. 95 Elscoic 3nd 43 dieseJ locomotives of the aforementioned 1202 have already been

approved 3nd are either on order or on tender.

The proposed resolution therefore is to purchase 1054 locomotives [including spares) comprising 599

new electric and 465 new diesel locomotives over the period 2012/13-18/19 at a proposed cost of

R38146.3 m.

The proposed resolution and proposed cash flow !s more fully set out in Table 8 and Table 9 below.

Table 8: Proposed Project Dash Flow

Diesels Locos

Rm

•"". '"•? . - ." 'v- :« .•

Electrics

Rm

R 241.5

, X>^.,v ;

RO.

100

R 2 427.1

r* • ' '"i?;rV:!;

R 222.2

100

R2S48.4

vR î"'-'̂ ;'

65

R 2 465.9

•R'SIOHIC

100

R 2 715.8

f.~\\i ;;!)£•
130

R 4 735.2

100

R 3 124.8

~ !;&;%;;frj

130

R 5 418.7

65

'R 2 204.9

irM!\'i?-:.?'''
130

R 5 998.2

RO.

144

R S 043.B

••isq4er

465

R 13 262.5

599

R 24 883.9

Tables: ProposedZQ12/13 Cash Flow

"•: :••. 2012/13 '?.*'"

Rand
Million

-.-'•'•fck
R

22
2^

. ; O l ' ^

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

• Row; 11113.11-Demand Driven-465 Locomotives GFB 171mtDiesels
• Row: 11113.12 - Demand Driven - 599 Locomotives GFB 171mt dual voltage Electrics

The cash flow is in line wfth the business plan.

The above is also the project deliverable.

4.3.1 Impact on TFR Business

Locomotives are integral to TFR's business and revenue generation. The current fleet can only sustain

the current levels and with efficiencies effect some improvement but procurement of new locomohVes

is essential to protect current business with the runout of the current fleet and for volume 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 below gives a first order indication of the Impact of workhorse locomotives on TFR's general

freight business as it shows the relationship between million tons transported, revenue and

locomotives. j

(Operating Division) Transnet Freight Rail (Department) Capital Program
(Author) F Callard (Date:) 05 03 2012 | Page 13 of 45
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Table 10: GF8 Business Impact

GFB

Only •

Million Tons

Revenue Rm

Active
Locomotives

Estimate

27,717

161G

Budget

. 12/13 .

87.70

34,176

.1699

. ' . " ' . . Projections • ' ' . •-.. •

13/14

96.60

39,576

1S94

14/15

115.30

47,499

2132

IS/16 '

136.70

56,755

2 377

;1G/17 .

151.20

65,818

Z524

160.40

75,524

2 652

.lE.-ig-'-

170.20

83,339

2 757

4.3.2 Procurement Breakpoints

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

Equally, the lifecycle for locomotives is at least thirty years which transcends general econorriic cycles.
Locomotive manufacture is capital intensive and lowest cost is obtained when productior: lines are
operating continuously with a reasonable prospect of future orders. Short term procu ament is
possible but carries 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 recommends dua consideration to

balancing procurement between:

• Achieving standardisation across the diesel and electric fleets, each with a long term crder
• Minimising costs through economies of manufacturing scale '
• Creating a sustainable locomotive manufacturing 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 expansion though it Includes maintaining tra
capability of the current fleet as locomotives runout The summarised general freight fleet runout by
diesel and electric is tabled below.

Table 11: General Freight Fleet Runout

Run Outs

Total

Diesel

Electric

•^12/13^;

46

10

36

^I*/ IJE£

61

7

54

S4

0

84

29

0

29

71

16

55

7-:-^i7/ife#Ki
78 '

46

32

o7ifi'--.'5

133

57

81" ."

507

136

371

The dynamics of managing the locomotive fleet are such that there is not an exact match per year
between runouts and procurements. Summated.over the seven period of the business plan however,
the sustaining capital to replace runouts and the expansionary capital for market growth s tabled
below. The capital is proportioned according to the total expenditure and not by annual experditure.

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) OS 03 2012 Page 1-of 45
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Table 12: Sustain!:)* and Expansion Capital

Diesels

Rm

Electrics

Rm

./ Total

Sustaining • •• Expansion • ',

135 329

F.3 87S.9 R 9 383.6

371 223

R IS 412.2 R 3 471.7

Rlft&ii .;;.R'I8;355.2 •''

'total-. •

463

S 13 252.5

599

R 24 383.9

4.5 Project Stage

The Transnet Project Lifecyde Process of FEL1, 2 and 3 are primarily applicable tn infrastructure and

construction related projects with successive discovery and clarification of ccnditions impacting

construction techniques and also the final price. The processes have not been apslied to locomotive

procurement where there is not the same risk of undiscovered conditions.

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

5 Options Considered to Address Business Need

5.1 Identification of Options

Locomotives are integral to railway operations and the movement of goods. The p. nout of the current

fleet and increased market demand predicates the need for new locomotives.

Options to mitigate runout of the current fleet were described In 4.1.3 Remedial Actions to Mitigate

Loco Run-Out

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

delivered through the overhead traction system.

Further influencing the recommended option is the power per locomotive that optimises the number

of locomotives required per train considering train length, train load, gradient, curvature and

universality of deployment.

Only standard tractive power options of diesel and electric traction were consi Jered. Dual voltage

electric traction locomotives are specified to minimise operational constraints.

Long term factors influencing the choice of and between diesel and electric locomctives are more fully

set out in the Locomotive Fleet Plan as presented.

No alternative option is presented for the purchase of new locomotives to me-=t increased market

demand.

Option A — Recommended Option

The recommended option per para 4.3 P.roposed Resolution is to purchase 1054 locomotives

(including spares) comprising 599 new electric and 4S5 new diesel locomotives over the period

2012/13-18/13 at a proposed cost of R38146.3 m

Option B — Alternate Option

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Prognm
(Date:) OS 03 2012 | Page 15 of 45
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Alternate options in mitigating runouts have been discussed. This option does not meet the increased

demand.

Increasing locomotive efficiency has also been discussed In para 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 quo"

The Do Nothing / "Status Quo" option will see a gradual reduction in the capability of the current fle.j.t

and an increasing inability to meet market demand.

The advantages and disadvantages of the various options are outlined above and are not further

explored.

5.2 Financial Case

"he financial details are covered in Section S Detailed Analysis of Recommended Option, para 6 2

Nnancial Analysis

1.3 Environmental considerations

5.3.1 Diesel Locomotives

Considering the TFR diesel fleet is more than thirty years old, the locomotives can be considerei

:olfuters. 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 1998. More stringer;:

• mission standards (TierZ and Tier 3) were introduced and the Tier 3 emissions standards for main lin ̂

'ocomotives came into effect in January 2012.

i i 2004 the Clean Air Nonroad Diesel - Tier 4 Final Rule was introduced which is a comprehensive

i ational program to reduce emissions from future nonroad diesel engines by integrating engine an^

f jel controls as a system to gain the greatest emission reductions. To meet these emission standards

togine manufacturers will produce new engines with advanced emission-control technologies simila-

c J those already expected for highway trucks and buses. Exhaust emissions from these engines wii

c screase by more than 90 percent Because the emission-control devices can be damaged by sulfur

c ie EPA is also adopting a limit to decrease the allowable level of sulfur in nonroad diesel fuel by mors

t lan 99 percent. These much stricter Tier 4 standards are due to come into force in 2015.

5 milar phased Locomotive Emission Standards have been adopted in Europe and by the Internationa

L tilon of Railways (Union Internationale des Chemins de fer, UIC),

5 3.2 Electric Locomotives

E ectric locomotives are not considered as polluters per se. However experience gained from the Ore.

Line 9E Series locomotives and the new 15E series indicates at least an 18% percent efficiency

inprovement in energy conversion.

A similar improvement is expected in the new general freight electric workhorse with AC traction

n otors as opposed to the 18E series with DC traction motors that they will replace.

(C perating Division) Transnet Freight Rail
(.- Jthor) F Callard

(Department) Capital Program
(Date:) 05 03 2012 I Page 16 of 45
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5.4 Commercial Viability

The TFR 7 year 2012/13-2013/9 business plan is ambitious in its growth targets and R2G9bn capital
program. The locomotive program is one of the elements required together with tha wagons and
infrastructure required to realise tha business plan.

The financial summary has been outlined in the 2012/13-2013/9 business plan and, with the
assumptions, demonstrates the viability of the business plan including tha new locomotive program.

The market demand has bsen quantified through a number of exercises both qualitatively and
quantitatively and the model supporting the 2012/13-2018/9 business plan is available for inspection.

The proposed tariffs and revenue from the model are indicated in Table 13 together with the annual
percentage revenue increase.

Tab!a 13; Proposed Tariffs

Tons (M)
Avg Tariff {R/tkm)
Avg Tariff (R/ton)
Annual Increase

79.9 B75 9S.S 115.5 135.8 151.4 1G0.7 170.2
0.36 0.40 0.43 0.45 0.49 0.53 0.57 0.51

R21S.78 R 219.75 R 237.03 R2SL91 R27L41 R 291.23 R 315.44 R339J.1
9.775S 7.86« 6.28« 7.745S 7.30% 831% 750%

5.5 Project Achievability

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

Table 14: Project Milestones
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Sir?

The project plan also depicts compliance with extant approval policies.

The project will be 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 impart the delivery
schedule. Currently there is no reason to update the projert schedule.

The project teams that will manage the project have gained first-hand experience in managing the
recent locomotive deliveries of the 50 EMD, 100 GE, 11219E arid 7615E locomotives.

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 05 03 2012 Page 17 of 45
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The project itself is not dependent on other projects but does have critical dependencies including:

• 6. Deployment plan

7. Spares and Maintenance facilities

8. Revised maintenance paradigm

9. Trained crew

10. Train schedules

5.6 Key assumptions

The key assumptions underpinning this project are:

1. Project approval goes according to schedule which is also a major risk.

2. PFMA approval will be forthcoming.

3. The project will not be delayed through protracted CSDP considerations

4. The market demand and revenue to secure annual orders will be realised

5. The tariff increases to support the projected revenue stream will be granted

6. Design and approval processes will take place within.the specified timeframes

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

Many of the assumptions also have an underlying risk. The risk element is addressed in para G.3 Risk

and Sensitivity Analysis below.

5.7 Risk versus benefit

A cost-benefrt analysis of life-cycle extension options is not considered as this would take the current

fleet beyond 45 years life. It is possible to continue to remanufacture a locomotive beyond this period

but it is not the general practice of Class I Railroads. USA Class II railroads do remanufacture beyond

this period but they would be classified as branch line operations.

The balance between (i) standardisation (ii) single supplier (iii) developing local industry (iv) feedback

to manufacturing process and {v) perceptions by losing tenderers is a matter of judgement and

management

The above issues notwithstanding, the previous benefits of earlier standardisation, the benefit 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 meeting market share and the 7 year business plan

targets.

The risks related to 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 demand and revenue stream

5.7.Z Option Risks

Delay in approval time
frame possibly relating

to CSDP Issues
Medium

i

High Rapid response to queries

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 05 03 2012 | Page 18 of 45
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Delay in award
because of the size
and duration of the

tender and complexity
of long term factors

including breakpoints

Delay in electric
locomotive design

Delay In delivery

Ineffective
deployment

Lack of maintenance
facilities

Not adopting modem
maintenance practices

Availability of trained
crew

Poor locomotive
management

Medium

Low - if swardEd to firrr.(s) who
have current benefit of local
experience.
High - i f awartsd to firm(s)
requiring design from scratch
Low -I f awarded to firm(s) who
have current capability.
High - if a warded to firm(s)
requiring establishing
manufacturing facilities from
scratch
Low

Low

Low to Medium

Low

Low

High

High

High

Medium

Medium

Medium

Medium

Medium

Clear tender conditions and skilled
adjudication teem

None. Fair process to prevail

None. Fair process to prevail.

Managed as part of the project team.
There will be on-going redeployment
of the fleet to optimise utilisation and
achieve benefits of standardisation
with depots.

TRE are apprised of procurement and
co-developed the 7 year maintenance
plan.

TFR to plan to train allocation such
that locomotive is at a depot when
due for service.
TRE to adapt to the modem
technologies In the new locomotives.
{Change from mechanical based dlesel-
fitter to electronically skilled
diagnostician).

TFR School of Rail to commence with
training of crew. Driver certification
program takes two years and has
already been fast-tracked.
TFR to increase short and long term
predictive (planned) locomotive
allocation against reactive allocation.

With only one viable option, an Assessment of Risks versus benefits for the other options is trivial and
not taken further.

6 Detailed Analysis of Recommended Option

6.1 Benefit Realization

The quantifiable benefits are tabulated below. While the overall improvements are measurable,
specific targets are not set except for overall financial performance.

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 0503 2012 | Page 19 of 45
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Table IS Qua tifiable Benefits

"Benefit • • ' f

Meet 7 yes - business plan target (through)

• Improv id service delivery (from)

• Imprc /ed locomotive availability (and)

olmprc /ed locomotive reliability

• Measurement • ' ' 1-

Operational and financial performance per the 7
year business plan

Improved on time arrivals and departures

Reduced time In maintenance with modem
maintenance practice

Reduction in faults to international norms of 20
faults per million kilometres

The non-qu mtifiable soft benefits are tabulated below. The absence of a quantifiable metric does not

detract fror.. their importance.

1. Adv ince national SA strategy through contribution to growth plan

2. Imp oved customer perception
3. Imp oved employee morale

6.2 Finar rial Analysis

6.2.1 Capital costs

The diesel |- comotive capital costs and contingencies are set in Table 16 below. The base price

in 2012/13 = tR7.9O:.USD with an annual escalation of 5%. Contingencies of R945.5m (7.68%)

been ailowe J as indicated.

Table l£Dias3 Capital Costs

isR23m

have

;\*\''. Disjel fiX- -J

Escalation 'i

Unft Cost Rrr

Quantity

CostRm

Annual Depoi :1CB6

Annual Balan »90%

Payment

Con'ingency

Total Rm

23

R2415

R241J

RD.O

R 241.5

, i.%r7;i3/14 •

S.OK

24.15

100

R2415

R 253.6

R 2173.5

R 2 427.1

R0.0

R 2 427.1

. . ' : ^ / j S . | "-.. 1^16

5.tKa 5.054

2SJ6 26.63

100 100

R2536 R2SG3

R 2E6.3 R 279.6

R 2 282.2 R 2 396.3

R 2 548.4 R 2 675.3

R0.0 R39.9

R 2 548.4 R 2 715.8

5.0«

27.95

100

R2796

R 190.3

R 2516.1

R 2 706.9

R4175

R3124.S

' r:':i7/4a [ lis/itf-

5.0%

29.35

65

R19Q8

R 1717.2

R 1717.2

R 487.7

R 2 204.9 R0.O

R12 317.0

R 945.5

R13 262.5

The electric! jcomotive capital costs and contingencies are set in Table 17 below. The base price is

R31m in 201 /13 with an annual escalation of 5%. Contingencies of Rl 973m (8.61%) have been

allowed as ir Jicated.

(Operating D /ision) Transnet Freight Rail
(Author) F C lard

(Department) Capital Program
(Date:) 05 03 2012 Page 20 of 45
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T ble!7 Gectric Capital Costs

Electrics - .•

bcalitlon °,i

.'nit Crst Rm

auaniity

i s t R m

\nnual DsptKlt 10%

^nnusi Balance 30?S

'ayment

lonSngancy

fatal Rm

•12/13 -

31

R0.O

RO.O

RO.O

13/14 • ] • 14/iS .;
' • 1 •

r..of< s.o?i

32.55 ' 34.13

0 £5

R2 222

R 222.2 R4SS.S

RO.O R 1999.4

R 222 3. R 2 465.9

R0.O R0.0

R 222.2 R2 4E5.9

.-•15/16 •

5.CM

35.39

130

R4 655

R489.S

R 4133.7

R 4 SS8.6

R46.7

R 4 73S-2

. i6A? |; • v 7 /^ . "

S.CC 3.055

37-3 395S

1:3 130

R4S:J. R5143

R 5K 3 R 593.2

R4405S R 4 629.1

R4S2;3 R 5 227.3

R49S7 R77a9

RS41i7 RS 998.2

; 13/19"-

S.O54

A154

144

RS932

RO-0

R 5 3S4.O

R 5 384.0

R 659.3

R 6 043.S

....•Total; ;

R 22 910.9

R 1973.0

R 24 8S3.9

6.2.2 Value Analysis and Corporate Plan Budget

Inspection of the 7 year business plan shows that the plan, par

composite comprising locomotive, wagons and infrastructure and

Tie additional volumes are not possible without, the addition

infrastructure.

:icularly for General Freight, is a

none can be viewed in isoiation.

il locomotives, wagons and the

Tible IS General Frejeht7 Year Business Plan Totals

Locomotives

Wagons

Perway

Equipment

Buildings

Other

Total Rm; -cy;:..V?

41470 16330 S833

20 434 1574G 235

IS 321 19 807 3 495

1871 838

424 310 52

403

255

1741

179

85

89

76

288

1139 278

; ,
-.R81 £49' ^

SZiri..?ft2.664;• j, • .R 16S •'

64 036

3S670

44 454

3176

2 364

ilote that the above table only reflects the General Freight por on of the R203 357m TFR 7 year

• usiness plan.

he financial model with the results as reflected in the 7 year bus' less plan underpins and forms the

hasis for the composite view.

i.2.3 Tax considerations ,

1 he financial model incorporates the tax treatment of new assets v. lich is summarised for locomotives

j.elow:

1. Depreciation period of new asset-30 years j

2. Depredation of Copex intervention-5 or 12years depend? g on the intervention

i Operating Division) Transnet Freight Rail
Author) F Callard

(Department Capital Program
(Date:) 05 CI 2012 Page 21 of 45
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3. Wear and Tear- written off in year incurred.

The locomotives will be brought into use on successful commissioning after delivery

6 3 Risk and Sensitivity Analysis

The base price of the locomotives was taken as:

1. Diesels R23m R7^0:USD

2. Electrics R31m R7.90:USD

2011/12
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

cost could be USD, EURO or YEN depending on the manufacturer. 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 such as steel and copper.

Annexure 9.5 ROE and CPI 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 CPi increase come in at R35 783m

which is less than the R3S146 requested which includes the contingency allowance.

6.4 Exchange Rate Hedging

Transnet group policy on Financial Risk Management, requires that all contracts entered into must be

either ZAR/Rand based or effectively hedged to minimise tha 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 Key Assumptions, Dependencies and Limiting Factors

These have already covered under the above 5.3.

6.6 Stakeholder engagement, Cross divisional impact and Public participation

There has not been a forma! 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 divisional impact has been covered in the additional volumes to be transported and more

particularly in the increases import and export volumes. ,

Public participation has not been considered as these are assets specific to Transnet for its own use on

its core network.

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 05 03 2012 | Page 22 of 45
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6.7 Operational readiness

Ths operational readiness plans have been identified and will be put in place with the approval of the

project, The plans, which have been tternised and expanded under project risks, dovetail into the

overall project schedule and are listed below.

1. Deployment plan

2. Maintenance facilities plan

3. Maintenance practices plan

4. Trained crew availability

5. Locomotive management plan

6. Scheduling plan

6.8 Human Resource Plan

The Human Resource plans are a sub-set of the cperational readiness plans above.

I
I
I
I
I
I
I
I
I

0

II
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7 Delivery Strategy for the Recommended Option

Except as expanded below, the delivery strategy has been covered in the foregoing. Additional items

not covered above are:

7.1 Payment Strategy

Recent locomotive orders were generally pai I according to a milestone schedule similar to the

example below:

1. Implementation date

2. Underframe structure

3. Underframe invert equip.

4. Fit underframe top dedc equip.

5.. Fit modules - (shell erect)

6. Final connect & paint

7. Works test certificate

B. Acceptance date

A revised payment strategy is under considerate n which reduces the number of milestone payments.

Allowing for an initial deposit, there will be a grr ater emphasis on payment following successful

delivery of a commissioned locomotive,

7.2 Statutory and Regulatory Requireme ts

Deployment of new locomotives is subject to Ft.-1 Safety Regulator (RSR) approval which is in three

phases.

1. The RSR Is Informed of the intention to ieploy a new class of locomotive and gives approval

for the tests to be conducted.

2. TFR conducts a variety of commlssionin: tests on safety and safety mechanisms and train

dynamics and train handling Including b aklng and stopping distances. The test results are

forwarded to the RSR.

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 05 03 2012 | Page 23 of 45
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3. Subject to a favourable test outcome, the RSR approves the general deployment of the

locomotive type.

8 Updates to previous business case
Not Applicable

9 Annexures

The following project annexures are included:

9.1Annexure: 7 Year Commodity Growth

9.2 Annexure: General Freight Fleet Runout

9.3 Annexure: Locomotive Runout Mitigation

9.4 Annexure: Analysis Supporting the Proposed Resolution

9.5 ROE and CPI Sensitivity

This section is left blank.

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 05 03 2012 j Page 24 of 45
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9.1 Annexura: 7 Year Commodity Grcvvth

I
I

• : J
I
I
I

CornmodJry • '
a Tons.

CommodEes Not Classified In Gretas

Coal (Domestic Other)

Containers (3m, Em, 12m S Mon-SsD Standard)

Coal (Eskom Majubs)

Manganese (Export A'goabay/Ngqura)

Coal (Export-TCM/ Maputo)

ton Ore (Domestic - Sishen)

Coal (Eskom Tutuka)

Cement
fran Ore (Domestic - Thabazlmbi)

Grain, Maize, Wheat & Foodstuffs

Coal (Eskom Camdsn)

Chroms (Export Rfchards Bay)

Magnetite (Export - Richards Bay)

Timber
Ferro-Chrome
Rock Phosphals (Export Richards Bay)

Coal (Eskom Gf ooMei)

Petroleum liquids (Domestic)

Coal (Export- Durban Wests Bulk Connections)

Urne

Coal (Export- Richards Bay Navjirade)

ton Ore (Domesb'B - Roossenekal)

Manganese (Domestic)

Coal (Export- Richards Bay Dry Bulk Terminal)

MagneSte (Export - Maputo)

Manganese (Export Durban)

Steel (Export Durban)

Petroleum Uquids (Jet Fuel To Orifa)

Automotive Vehicle Units

Petroleum Liquids (Overborder)

Chemicals

Steel (Domestic)

Chrome (Export Durban)
Chrome (Export Maputo)
Ferro-Manganese

Chrome (Domestic)
Magnetite (Domestic- Broodsnyersplaas)

Iran Ore (Domestic - Beeshoek)

Rock Phosphate (Domestic)

Steel (Export Richards Bay)

Sted (Export Maputo)
Iron Ore (Domestic • PDstrnasburg)

Steel (Import Algoabay)

Grand Total

27J2V.
0.0%

-0.6%
512%

94.30%

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

(Author) F Callard (Date:) OS 03 2012 Page 25 of 45
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9.2 Annexure: G neral Freight Fleet Runout
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34
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71S
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40

35
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41

26
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17

15

43

12

48
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<09
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2C/Z7
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43

41
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43

6

40

33

40
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16
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41
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17
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103
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20

41
26

17

50

17

43

40

SO
27

331

177

154

114
133

14

31/32

20

41

2S

17

17

43

33

50

27

274

170

104

120

140

14

(Operating Division) ransnet Freight Rail

(Author) F CaEard

(Department) Ca-. tal Program
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9.3 Annexure: Locomotive Runout Mitigation

the table below, which extends over three pages, comprehensively depicts the planned upgrades, maintenance and runout by dass the TRE lonmothie
fleet The upgrade and maintenance plans {General Overhaul (GO) and MH Overhaul Program (MOP)) are incorporated Into the 7 year business pan
2012/13 - 2018/19, The numbers represent the number of tccomoovej per year that will either undergo a program orare likely to runout

Jnoade
• t - . .,
UO

Jptndc

JMTMIC

WU

eo

-as*
G O

• '

7E4

IZrt) 13/14 1V.5 isn. 1«T

3

i

«

10

s

111

1

inn IS.19 1U2II I 5OTi I 2VU

u

j

10

3
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Locomotrve Runout Mitigation {Continued)
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Locomotive Runout Mitigation {Continued)
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9.4 Annexure: Analysis Supporting the Proposed Resolution

This will be tabled at TFR1C

n
• \

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 15 02 2012 | Page 30 of 45
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9.5 ROE and CPI Sensitivity

Cash flow based on 5% escalation and contingency psr capital budget

Ofescfs -

Escalation %

Unit Cost Rm

Quantity

CostRm

Annual Deposit
10%
Annual Balance
90%

P a y m e n t

Contingency

1 2 / 1 3 ( 1 3 / 1 4 -. | l ' » f t S . . | . 1 5 / 1 5 j - 1 6 / 1 7 | • 1 7 / 1 8 . • [ • 1 3 / 1 3 .

23

5.0%

2i.15

100

R2415

5.0%
25.35

. 100

R2S3S

5.0%

26.53

100

R2 6S3

5.0%

27.33

100

R2 796

5.0%
29.35

65
R1 9D8

R 241.5 R 253.3 R 256.3 R 279.6 R 190.3

R 2173.5 R 2 2B2J2 R 2395.3 R2 51S.1 R 1717.2

R 241.5 R 2 427.1 R 2 548.4 R2S75.9 R 2 708.9 R 1717.2

RO.O R0.0 RO.O R39.9 R 417.9 R 487.7

Total Rm R241.5 R2427.1 R 2 548.4 R 2 715.8 R 3 124.8 R 2 204.9 RO.O

•• Tota l

R12 317.0

R 945.5

R13262.5

.'•V Eiecfnci-'V.

Escalation %

Unit CostRm

Quantity

CostRm

Annual Deposit
10%

Annual Balance
9D%

Payment

Continqency

Total Rm

•:^i2/13 >|?.VJ3/I<£
5.0%

31 32.55

0

R22Z2

RO.0

R0.0 R 222.2

R0.D R0.0

R0.0 R22Z2

'piA/lS^
5.0%

34.18

65

R2222

R 466.5

R 1 999.4

R 2 465.9

RO.O

R246S.9

.•; is/is/:*; fc
5.0%

35.89

.130

R4 665

R 489.8'

R 4198.7

R 4 688.6

R46.7

R 4 735.2

-;isy&££i.J'.
5.0%

37.53

130

R4B98

R 514.3

R4 40B.6

R 4 923.0

R4B5.7

R 5 418.7

•"17/jff^
5.0%

39.5B

130

R5143

R 598.2

R 4 629.1

R 5 227.3

R 770.9

R 5 998.2

5.0%

41.54

144

R 5 9S2

R0.0

R53S4.0

R 5 384.0

R 659.8

R 6 043.8

••\yfotal ;

R 22 910.9

R 1 973.0

R 24 883.9

Total 242 2 649 5 014 7 451 8 543 B203 6 044 3814S

Cash flow based on Economist intelligence Unit R/$ ROE and CPI without contingency.

Figures indicate that initial contingency is sufficient to cover projected rate of exchange variations

Unit Cost Rm

Escalation %

Foreign

RV?
Quantity

CostRm

Annual Deposit
10%

Annual
Balance 90%

Payment

Contingency

Total Rm

£.12/13":
23

50%

7.B2

R 250.0

R 250.0

R 250.0

25.00

5.5%

50%

8.75

100

R 2 500

R 263.9

R225O.0

R 2 513.9

R 2 513.9

\ :.?&&&,.
26.39

4.8%

50%

9.30

100

R2639

R 272.6

R 2 374.7

R 2 647.4

R 2 647.4

27.26

4.5%

50%

9.50

100

R2726

R 282.5

R 2 453.7

R 2 736.2

R 2 736.2

vy6/itv>;

28.25

4.8%

50%

9.73

100

R2 825

R 191.5

R 2 542.4

R 2 733.9

R 2 733.9

29.46

5.4%

50%

10.04

65

R1915

R 1723.4

R 1723.4

R 1723.4

Ifs/isj?

5.5% •

50%

10.40

RO.O

.^TofaKv

R12 604.8

R0.0

R12 604.B

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 15 02 2012 Page 31 of 45
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Etertrics

Unit Cost Rm

Escala:on%

Foreig."

R/5
Quant,/

Cost r.Tl

Annus Deposit
10%

Annusi Balance
90%

Paymsiit

Contingency

Total ,~m

12/13"
31

50%

7.82

R0.0

RO.O

RO.O

3/14'
33.70

5.5%

50%

8.75

0

R231.2

R0.0

R 231.2

R0.0

R 231.2

r : 14/15
35.56

4.B%

50%

9.30

65

R2 312

R 477.7

R 2 080.5

R 2 558.2

RO.O

R 2 5535

15/16
36.75

45%

50%

9.50

130

R4777

R 495.0

R 4 299.3

R 4 794.3

R 4 794.3

" 16/17
38.07

4.3%

50%

9.73

130

R4950

R 515.2

R4 454.B

R4 970.S

R 4 970.9

: i7/i8'•;
39.71

5.454

50%

10.04

130

R5162

R 597.8

R 4 645.6

R 5 243.5

R 5 243.5

: is/is..
41.51

5.5%

50%

10.40

144

R5 978

RD.O

R 5 379.8

R 5 379.8

R 5 379.8

Total "•"

R23
177.9

RO.O
R23
177.9

Total R250 R2 745 R5 206 R753O R7 705 RB967 R5380 | R35783

With
confirgency

ROE 2nd CPI

R242

R242

R250

R25O

R2649

R 2 891

R2 745

R2 995

R5 014

R7 905

R5206

R8201

R7 451

R15 356

R7530

R 15731

R8 543

R23E99

R7705

R23 43S

R8 203

R 32 103

RB 957

R30 403

R6044

R38 146

R5380

R 35 783

(Cum)

(Cum)

R q S u - j -

R40CT3 -

R 35 0.3 •

R3QPQ •

R2SCC0 •

R 20 CCO -

R IS CCO -

R1DCC9 •

R5C.0 -

ROE and CPi

.
H Xb

R7 9O5 >

R 3 2 H B ^ ^

R23839 ^ ^

/ i 23 436

/

R2831 y/"™

R 241 -*~^1i' 2 " S

Ye»r 12/13 13/1* 14/15 1S/1G 16/17 17/lfl

1

^ R35783

18/13

Rand/ Dollar

conc'-nlst 7T04 '
7.25

*7l82
. 7.88

"""8.75 "

7.GS
*"' 9lo'*"

8.04
950
S.41

" " 973*""
8.81

. 10.04 10.40

CPI

Economist 5.20
5.00

550
S.30

4.B0
5.80

450
550

4.80
5.70

5.40
5.70

5.50 5.70

(Operating Division) Transnet Freight Rail
(Authcr)F Callard

(Department) capital Program
(Date:) 15 02 :012 | Page 32 of 45
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10 Recommendation: Proposed Resolution

The Transnet Freight Sail Investment Committee RESOLVED that rt approves tha following:

• To procure 1064 locomotives for General Frslght as set our in Business C3se version 0, dated 7
March 2012 m its entirety and without axception;

» For the estimated total cost of R3814S.3 m
• Which is to commence on Uuly 201 and ba completed by 31 March 201S

(Estimated dates which will not be extended by more than one year);

Project Authorisation Signatures

Transnet Freight Rail

Submission supported:

Surendra Chetty Date
Acting General Manager, Capital Projects

Submission recommended:

Siyabonga Gama
Chief Executive: Freight Rail

Date

Transnet Group

Submission recommended:

Anoj Singh
Chief Financial Officer

Date

Submission recommended:

Brian Molefe
Group Chief Executive

•Date

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 15 022012 | Page 33 of 45
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11 Annexure A - Key Project details

, i

Key Information

Important Dates

Capital Spending
(RANDS ONLY)

Project Name

Budget Line

TFR Ref

Portfolio

Programme

Description

Project Status

Corridor

Commodity

Province

Asset Group

Strategic Objective

Expand / Replace

Managed by

Evaluation Score

Project included in corporate
plan?
Evaluation
Recommendations/ Reasons

Proposed start

Proposed end

ETC Excl Borrowing Cost

Procure 1054 Locomotives for General Freight

Row: 11113.11 • Demand Driven -4S5 Locomotives GFB
171mt Diesels
Row: 11113.12 - Demand Driven -599 Locomotives GFB
171mt dual voltage Electrics

To be advised

Transnet Freight Rail: Rolling Stock:

GFB

Procure 1064 Locomotives for General Freight. 599
electric and 465 Diesel

To be approved

National except coal and Iron Ore Export

All

All

LO01

RIPE

557 Expansion, 507 Replacement

General Manager, Capftal Projects. Ms Rita Roper

Diesels 3.8, Electrics 3.S

Yes

Yes, on score

1 June 2012

31 March 2018

R38 14S320 732

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 15 02 2012 Page 34 of 45
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61

budget per
month fcr
2012/13

7 Year Projection
and beyond

Foreign

Local

Apr

May

Jim

M

AUg

56p

Oct

Nov

Dec

Ian

Feb

Mar

Yearl

Year 2

Year 3

Year 4

Year 5

Year 6

Year 7

Total 7 Year Plan

Beyond Corpora!-. Plan

Localised / Progr-.mmatic
Procurement

Pure Foreign Coniant

Purs Local Conta.-1 (Balancing
Formula)

-

-

-

-

-

-

-

-

-

R 241500 000

-

-

R 241500 000

R 2G49 228 750

R 5 014 335 375

R 7450 99S431

R 8 543 417203

R S203O7S040

R 6 043 767 933

R 38146 320732

None planned

Programmatic Procurement

(Operating Division) Transnet Freight Rail

(Author) F Callard

(Department) Capital Program

(Date:) IS 02 2012 Page 35 of 45
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12 Annexure B - Reward/Benefit Analysis

This is covered in 6.1 Benefit Resiization. Due to the ail-encompassing nature of the project, it is
embedded in the organisational metrics agreed withTransnet and the Stakeholder.

13 Annexure C - Risk Analysis

The final risk assessment workshop was conducted in Parktown Inyanda 4 Applet boardroom on the
02nd of February 2012 under the direction of Thulani Mkhungo.

Two general comments were noted:

1. Inability to find local suppliers components which can leads to Inability to reach localisation
targets.

2. Lack of planning & skills within operations to direct locomotives to a scheduled
maintenance.

The results are detailed in Table 19 on the next page.

This section is left blank.

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program '
(Date:) 15 02 2012 | Page E6 of 45
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14 Annexure D-Stakeholder Analysis
Refer to S.S Stakeholder engagement, Cross div'isie at impact and Public participation

15 Annaxure E - Independent Review of Capital Costs Policy
There has not been and independent review except for:

1. The input base cost of the locomotives which taken from prices paid against current tenders

2. The cash flow and escalation was reviewed jy TFR Finance.

16 Annexure F - Checklist for the Business Case Submission

jr'vjC'^Trt^L'P•^"7*^ntP^7iTVo^j^'^'1i i§H
Has the background and purpose of the investment been clearly
described such that the reader will understand the :oncept without a
verbal briefing?

Is there an indication on whether the investment w ! l trigger further
investment within the business unit or in other bus; nesses within
Transnet?

Has the project been Included in the Corporate Plar of the Operating

Division?

If financial approval is required, is the project withi". current budgetary
constraints?

Does the investment value noted within the busine ŝ case agree to the

approved annual budget?

If the project has not been budgeted for, have the rjasons been clearly

documented?

Does the project have any HR Implications?

Does the project have any BEE Implications?

Is any PFMA approval required? {Annexure K))

Has the project undergone a financial evaluation? { f Yes, by whom?)

Has the evaluation been verified? Specify by whom (Internally or
independent?)

Have the pros and cons of all the options considere j been documented

NA

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

No

No

(Operating Division) Transnet Freight Rail

(Author) F Callard

(Department) Capital Program

(Date:) IS 02 2012 Page 39 of 45
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within t"e business case?

Name

Capacity/

Signature

Has the roject/issue undergone a technical evaluation? (If Yes, by
whom?) i/iiva Nair, Capitai Projects

Has the valuation been verified? By whom? {Internally or
indepen lent?)

Yes

Name

Capacit-,

Signatu"

(Operati g Division) Transnet Freight Rail
(Author! r Callard

(Department) Capital Program
(Date:) 15 02 2012 | Page 40 of 45
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<.t£GAi;:/GdjfrR£CTUAl.ISSUES"; •. t^X^A''^-^.*'."<&,•-$X J*.

Are there any extra-ordinary legal implications?

Has legal input been obtained?

If opinion had been obtained, is it consistent with approval sought?

•*_.; c.v-v

NA

No

No

Name

Capacity

Signature

Is regulatory approval/consultation required? If approval or consultation
is required, provide details and also highlight timelines, deadlines etc

RSR - Refer to 7.2 Statutory and Regulatory Requirements

Will a presentation be made? If Yes, by whom? (Presentations should not
exceed 20 minutes and 10 minutes for discussidn/darification)

Presenter to be advised

Do I have written confirmation from Divisional Tax Department that all
tax issues have been addressed? From whom? In what capacity?

Are there special tax Issues arising through funding?

Yes

Yes

No

No

Name

Capacity

Signature

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) IS 02 2012 | Page 41 of 45
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• ACCOUNTING j?.\^£A£.-?.':i>s^;-'7^>^\v I'^^'^'iV^'^tv:^'
Has the approp iate accounting treatment been considered, Including
possible issues '•• sted below?

• Capitalisatk n of costs as fixed assets (COPEX);
• Deemed le?. ;es;
• Deemed ins jrance;
• Embedded ierivatives;
• Guarantees
• Feasibility studies; and
• Borrowing < osts. •

fVes. •

! " ; • ' ' . ' • * " • '

• , _ ' . * • . ' . • " • • •

Yes

' $*?&;:

-

Does the propc al include all key/ critical assumptions?

Is the project c .isidered to be economically viable?

Was the busine
Group Financia
policy?

s case evaluated in accordance with the criterion set by
Planning in the Capital Project Evaluation and Approval

Has the financi »method been identified?

Does the busin; is case clearly highlight the impact of the investment on
the proposed f. iding mechanism on the gearing and other crrtical ratios
of the business Interest cover, ROA etc)?

Is the discount ate used in the financial model the same as that
provided in the A/ACC and Hurdle Rate policy?

Has evidence o an independent confirmation of tha facts/ assumptions
been attached - 3 the submission?

Are the Financi I Interim Review and Post Interim Review audit
indicators inclu ed'in the submission?

Hasthesubmis
authority?

ion been approved by the appropriate delegated

(Operating Divi.ion) Transnet Freight Rail
(Author) F Call -d

(Department) Capital Program
(Date:) 15 02 2012 Page ̂ 2 of45
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17 Annexure Q - Project Schedule
Refer to S.5 Project Achievability.

18 Annexure H - Options Evaluated
Refer to 5.1 Identification of Options.

19 Annexure I - Resolution Requirements

19.1 Delegation of Authority (OoA) Approval Required

Project Amount- R 38 146 320 732.

Depending on whether the project is seen or unforeseen, there will be different levels of approval

required. Indicate below whether or not this project is foreseen or unforeseen:

Foreseen -Yes is Unforeseen

Approving body:

Operating Division EXCO/CEO

Transnet Group CAPIC/GCFO

Group Exco/GCE

Acquisitions & Disposals Committee

BOARD

PFMAApproval Required -Yes

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 15 02 2012 | Page 43 of 45
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19.2 Purpose for Submission

HI

IP

mf*

First approval for this business case - Yes

Project is not included in the current approved Corp •ate Plan

Application to Increase ETC &

Application to Transfer ETC &

Approval for spend wrt
increased/transferred ETC and itothe
current approved Corporate Plan

Application to spend on current approved ETC and ft the current approved Corporate Plan

Application for a change In scope (excluding project
Business Case

•nelines) in the current approved

Re-application to commence a project where comm
a year*

icement has been delayed by more than

Application for condonement — full motivation from ie divisional CE must be included

193 Information Relating to the Purpose of this Su mission

Budget Line Number(s) 11113.11 - Demand Driven - 4SS >comotives GFB 171mt Diesels
11113.12 - Demand Driven - 59S :comotives GFB 171mt dual voltage

Electrics

Existing Warrant Number(s): _ NA

20 Annexure J: Divisional Specific Requ rements

Depending on the specific operating divisions various inte lal documents may be required including:

• CAP forms,
• Functional Expert Approval Sheet
• Asset write-offs details and their values
- MOU's
• SLA's
• Customer Contracts
• Rental Agreements

NA
NA
NA
NA
NA-v, 1 be developed withTRE
NA
NA

(Operating Division) Transnet Freight Rail
(Author) F Callard

(D sartment) Capital Program
(D :a:) 15 02 2012 Page 44 of 45
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21 Annexure K - Letter to Board and Acquisition Disposal
Committee

Wiil be 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 Freight Rail on his return.,

23 Annexure M - Letter to Shareholder
Will be provided after approval by the Chief Executive, Transnet Freight Rail on his return.

(Operating Division) Transnet Freight Rail
(Author) F Callard

(Department) Capital Program
(Date:) 15 02 2012 | Page 45 of 45
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Appendix 28 622
I

EXCERPT FROM THE DRAFT MINUTES OF THE MEETING OF THE TRANSNET FREIGHT RAIL
INVESTMENT COMMITTEE (TFRIC), HELD IN THE XIVONO BOARDROOM, INYANDA 2,
PARKTOWN, ON FRIDAY 09 MARCH 2012 AT 09H00.

13;9-FTocure-1064 locomoiives-for-TFR General Freight: R43 373 billion

The committee RESOLVED to support the business case subject to:
•—RephrasingJhe.kejr-assumptions^clause.5j6)

The business case being reworded.
The checklist to be signed off by the relevant parties
The financial model to be included in the business case.
The retention percentage to be reviewed.
The expansion and sustaining components to be reviewed,

i
I
I
I
I
I
I
I
I
I
i
I
I

i

I
I
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Appendix 29 623
MINUTES OF THE TRANSNET CAPITAL INVESTMENT COMMITTEE MEETING N012/3 HELD ON MONDAY, 19
MARCH 2012 AT 14:00 IN BOARDROOM, 4623, 46™ROOR, CARLTON CENTRE, 150 COMMISSIONER
STREET, JOHANNESBURG

8 MATTERS FOR DISCUSSION/APPROVAL

8.1 Procurement of 1064 New Locomotives (ETC R38146 million)

•.—8;1;1-.-.-—The purpose of this submission is. to-obtain approval: •-•• • -r=—:
(i) To procure 1064 locomotives for General Freight as set out in Business Case

version 0, dated 7 March 2012 in its entirety and without exemption;
(ii) For the estimated cost of R38146,3 million; and
(iii) Which is to commence on 1 July 2012 and be completed by 31 March 2019.

in
i
i
i
i
i

4,&

I

i
i
i

8.1.2

8.1.3

8.1.4

The Committee deliberated on whether trie business case should be approved at
this meeting, on the basis of the presentation, notwithstanding the fact that the
submission was not included in the pack.

The Acting Chairman stated that the submission should be submitted to the MrGillman
Committee members for their review and comments should be forwarded to Mr
Gillman. He stated that Mr Gama and himself will decide on an external party to Messrs Singh/
review the business case and provide a rsk assessment. • Gama

The Committee RESOLVED that it does not recommend this business case for
approval to the Group Executive Commif.ee. A Special Capital Investment
Committee meeting should be held to deiterate on the business case. 12/3/8

0057-0366-0001-0123
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' ' locomotives required, depending on the operational efficiencies. •
r-i -The contracting and procurement strategy will address these risks. '
i ) -The high level risks that Transnet needed to mitigate against, v/ere built into the •

' tender e.g. Delivery schedule risks; volume risks etc. I

' J B.2.6 Ms Pillay stated that the NPVs on page 9 of the submission gave rise to her •
:. J query and as the NPVs have been amended, her concerns have been |
-\ addressed.

1 mm

8.2.7 The Committee RESOLVED that it recommends that the Group Executive •
Committee approves: •

m
m

')

. i

I

Committee approves:
• The acquisition of 1064 locomotives for the Genera! Freight Business.
• Estimated total costs of the acquisition of R38.6 billion as per the I

Corporate Plan (excluding the potential effects from forex hedging, forex
escalation, other price escalations and borrowing costs). • 13/4/6

I
I
I
I
I

I
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MINUTES OF THE TRANSNET CAPITAL INVESTMENT COMMITTEE MEETING NO 12/4 HELD ON MONDAY,
21 MAY 2012 AT 14:00 IN BOARDROOM, 4901, 49™ FLOOR, CARLTON CENTRE, 150 COMMISSIONER
STREET, JOHANNESBURG

Resolution No/
For attention

-I WELCOME, CONSTITUTION OF MEETING, SIGNING OF ATTENDANCE
REGISTER AND APOLOGIES

1.1

«: 1.3

1.4

Welcome and Constitution of meeting

The Acting Chairman welcomed all the members and attendees and having noted
that there was a quorum, declared the meeting duly constituted.

The attendance register was circulated for signature.

{The numbering reflects the sequence of the meeting.)

Present

Mr A Singh
Ms P Difeto
Mr S Gama
Ms M Moses
MrKPhihlela
MrCAMoller
Mr D Maclean

In Attendance

Ms S Lund

Mr M Abdool

Mr G Bierman
Ms N Galeni
MrLGillman

Ms D Moephuli
Ms T Naidoo
Mr D Struwig
Mr H Nxumalo

Ms A Govender

Apologies

Mr B Molefe
Mr M Gregg-
Macdonald
Mr T Morwe

Acting Group Chief Financial Officer [Acting Chairman)
General Manager: Office of the Group Chief Executive
Chief Executive Officer: Transnet Freight Rail
Group Executive: Transnet Capital Projects
Group Executive: Commercial.
Chief Executive Officer: Transnet Pipelines
General Manager Commercial: Transnet Port
Terminals {on behalf of Mr K Socikwa)

General Manager. Public Policy {on behalf of Mr M
Gregg- Macdonald)
Chief Financial Officer: Transnet National Ports
Authority
Chief Financial Officer: Transnet Capital Projects
Chief Financial Officer: Transnet Freight Rail
Senior Manager: Investment Portfolio
Management, Group Financial Planning

Group Treasurer
Chief Financial Officer. Transnet Pipelines
Chief Financial Officer. Transnet Rail Engineering
General Manager Infrastructure: Transnet National
Ports Authority
Company Secretariat

Group Chief Executive {Chairman)
Group Executive: Planning and Monitoring

Chief Executive Officer: Transnet National Ports

1}
CAPIC 12/04 21 May 2012 ;' v •

0057-0366-0001-0125

TRANSNET-REF-BUNDLE-00907



34'

n

R *
i 1

1.5

4.1

5

5.1

1
•\

j !
j
u
r
LJ

nb
f iu

.

iJ;-

*.
•

' . V . *

5.1.1

5.2

5.2.1

5.2.2

. 5.3

Mr R Vallihu
Mr K Socikwa
Ms S Pillay

PRIVILEGED AND CONFIDENTIAL
2

Authority
Chief Executive Officer: TransnetRail Engineering
Chief Executive Officer; Transnet Port Terminals
Chief Financial Officer: Transnet Port Terminals

Adoption of Agenda

The agenda was adopted as tabled.

SAFETY BRIEFING AND EVACUATION PROCEDURE

The safety briefing and evacuation procedures for the 49th floor were conducted
by means of a safety card.

DECLARATION OF INTERESTS

The Declaration of Interests Register was circulated to all members and attendees
for signature.

APPROVAL OF THE MINUTES OF THE MEETING HELD ON 19 MARCH 2012

The minutes of the meeting held on 19 March 2012, were corrected and
approved.

MATTERS ARISING

Project Status Reporting to be rolled out through-out Transnet:
Follow up with the Operating Divisions to understand why they have not
complied with this requirement; what their concerns are; what the
implementation plan for each Operating Division is and if those timelines
are acceptable or not

The matter has been finalised.

(i)Obtain Competition Commission approval for the Durban International
Airport (DIA) site
(ii)The post balance sheet events must be considered

(i)The Committee noted that unconditional approval was granted by the
Competition Commission on 11 April 2012.

(ii)Mr Singh reported that the Competition Commission would not allow risks and
rewards upon issue to 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 financial year. ,

Comprehensive fleet 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

626 ''U
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5 31 The matter was deferred to September 2012.

- , 54 (i)Transnet Port Terminals (TPT) Fleet Plan to be presented ct the
' investment Forum

(ii)lnsert a slide in the presentation on the assumptions on the maintenance
strategy
(iii)The Investment Forum will then provide feedback to this Committee and
the Fleet Plan will subsequently be tabled at this Committee, for approval

5.4.1 (O&O')Tne Committee noted that the TPT Fleet Plan was tabled at the Investment
Forum in April 2012 and feedback was provided to TPT.
(iii) The matter was deferred to August 2012.

5.5 Project team established to review the needs for the Pert going forward:
- - Review whether the forum is well attended; whether the correct level of

people have been appointed to the forum and whether the forum has been
mandated by the Chief Executive Officer's. Address the dis:onnect between
TNPA and TPT which is evident at the forum

5.5.1 The Committee noted the feedback, as contained in the pack.

5.6 Richards Bay Terminal Commercial Plan Incorporating Transnet Freight Rail
(TFR) Initiatives: Presentation to be made to the Investment Forum for
evaluation from a singular and cumulative Transnet perspective, taking into
account the Eastern Catchment Integrated Corridor Study (ECICS) and the
Investment Forum will provide feedback to this Committee

5.6.1 The Committee noted that the presentation was made to the investment Forum.
The Investment Forum reviewed the Commercial Plan and provided guidance to
TPT. TPT is currently in the process of preparing.a new Commercial Plan for
Richards Bay.

The matter was deferred to July 2012.

5.7 Ascertain the root causes of the underspend and manage it on a monthly
) basis. If the root causes cannot be addressed during the year, the

Committee should be advised to enable alternate planning to be considered

. i 5.7.1 The matter has been finalised.

5.8 Provide feedback on spread sheet sent to the Opsrating Divisions
requesting them to identify savings and other issues beyond their control
e.g. contingencies

5.8.1 The matter has been finalised.

5.9 (i)A summary page to be inserted on the Market Demand Strategy Approval
Planning Tool (ETC over R100 million);
(ii)A plan outlining how the late submission issues will be resolved; and

627-
Resolution No/
For attention

Mr Gama

Mr Socikwa

Mr Socikwa
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(iii)Prepare a Capital Investment Committee Work plan for the feasibility
studies and the investment plans

5.9.1 (i)The matter has been finalised.
(ii)The matter is in progress.
(iii)The Committee noted that Mr Y Mohammed and McKinsey Consulting are
currently formulating a work plan.

5.10 Port of Richards Bay:
(A)2011/12 Acquisition of City of uMhlatuze land (ETC R0.028 million)
(B)Acqutsition of private land (Bayside and Agricultural land) ETC R98.476
million) (Exci borrowing cost of R11.226 million):
(i)Transnet National Ports Authority (TNPA) should attempt to negotiate a
first right of refusal of an option to purchase the land;
(ii)Concurrently, TNPA should fix an escalation formula and advise the
Committee what the purchase price will be in 4 years time;
(iii)TNPA should review the base price, addressing the concern that R88 000
per hectare for farmland appears to be expensive:
(iv)lf TNPA decides to proceed with the purchase of the land and accelerate
the cash flows, it must advise the Committee cf the projects which will be
deferred, in order to ensure that its 7 year plan c ash flows are not exceeded
overall; and
(v)TNPA should investigate how the Ports regulator would treat the
acquisition of the land i.e. will a return be earned from the date of purchase

5.10.1 The matter was deferred to August 2012.

5.11 Clarify the difference between the utilisation of he old locomotives and the
upgraded locomotives i.e. 6.25 day turnaround time versus 4 day
turnaround time and the impact on the financial analysis

5.11.1 The matter was deferred to June 2012.

5.12 Procurement of 1064 New Locomotives (ETC R35146 million):
(i)Collate the comments on the business case
(ii)Decide on an external party to review the fc jsiness case and provide a
risk assessment

5.12.1 (i)The Committee noted that the comments were collated and provided to the
Acting Chairman for review.

5.12.2 The Acting Chairman stated that:
(i)The majority of the Committee did not comment c i the business case;
(ii)lt was decided that Transnet will run a parallel process on the 1064
locomotives; >
(iii)Transnet needs to augment the business case from a Group perspective to
ensure that it is addressing all the risks associated vrth 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 market, subject to Public Finance

Resolution NOi \
For attention

I

Mr Giilman

MrAbdool

Ms Galeni
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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
process;
(v)The business case will then be tabled for approval at the Board in
October/November 2012 together with the approval of the procurement process
and approval of the short list of bidders;
(vi)lt 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 payments in February 2013;
(vii)A similar process will be followed with other major projects;
(viii)Each Board Acquisitions and Disposals Committee (BADC) meeting will be
provided with an update as it relates to the procurement events; risks and
enhancement of the business case and PFMA approval with DPE; and
(ix)ln~ order to ensure that the financial risks of the transaction have been
considered the BADC have seconded Mr Israel Skosana: Non-Executive Director;
as a special member.

5.12.3 (ii)The Acting Chairman stated iiat Transnet has conducted the risk assessment
and is engaging a multi-disciplirary team of transaction^ advisors to assist it with
this business case.

6.1 Capex Overview

6.1.1 Mr Gillman look the Committee through the Capex Overview and the Market
Demand Strategy Approval Planning Tool (ETC over R100 million), as contained
in the pack.

6.1.2 He highlighted the following:
(i)The spend for April 2012 was disappointing; and
(ii)Vgriances and explanations, Cumulative April 2012: Group Financial Planning
(GFP) has reviewed the variances and has considered proposed actions required
in order to mitigate the variances. Accountable person/s in addition to the Chief
Executive Officer's have been dentiRed to track the variance on a monthly basis.
GFP plans to create propose J actions for every variance, in view of the high
capital spend,

The Acting Chairman stated that
(f)The new reporting format took into consideration the meetings held with the
Group Chief Executive towards the latter part of 2011, where it was acknowledged
that Transnet was not going to achieve the capital budget;
(ii)High level initiatives have been identified that need to be tracked to ensure that
Transnet makes up the variances in each of the quarters;
(iii)In analysing the reasons fcr the under spend, particularly in TFR; TNPA and
Transnet Pipelines (TPL) it was determined that R450 million is within Transnet's
control. Provided that Transnet monitors and executes these actions by Q3 the
R450 million will be made up;
(iv)The list of variances and explanations will be on-going and initiatives will be
added onto this list, which v/ill become a tracking tool to understand the status of
the capital spend, This will inform decisions, if necessary, to accelerate capital

629 *«*
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CEOs/Ms Moses
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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 to provide a tracking
mechanism, initiatives are required in order to understand whether TCP is
meeting that objective.

6.1.4 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;
OOCurrently the only unknown in terms of timing, is the appointment of the new
engineering contractor and the time required for them to achieve the required
productivity levels;
(iii)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 remains unchanged.

6.1.5 The Acting Chairman 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 tracking be included in a schedule.

..1,6 With regard to Page 1 of the report, the Acting Chairman referred to 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 meet the
spending. Where the capital spend is specific to an Operating Division, that
Operating Division should manage the process, however where it is transversal
i.e. across Operating Division's, GFP will identify the capital spend to enable the
relevant processes to be implemented.

6.1.7 The Acting Chairman stated that discussions have been 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
issue.

6.1.8 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 following: . .
(i)There are many business cases which have not met the deadline; and -
(ii)An analysis was conducted of where spend is meant to have commenced e.g.
items 7-17 indicate that there are budgeted cash flows, however these business
cases have not been tabled for approval.

6.1.9 " 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, however the comments reflect that small amounts are required to be spent
in the current year, accordingly he has requested Mr Gillman to identify an
appropriate alternative governance process for the approval of amounts of R5-

630 • • ' 3
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R10 million. This will enable the business to undertake the business case over the
current financial year and into the next year, rather than place the business under
pressure to undertake the-business case and spend the capital in the current
year.

6.1.10 Mr Struwig stated that Transnet Rail 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.

6.1.11 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-feasibitrty stage and it is not a case of TNPA
falling behind. Accordingly the report should indicate when the project should be
tabled at this Committee and when an Operating Division is falling behind.

6.1.12 Mr Gillman requested that the Operating Divisions forward him a list of all Group
Feasibility Studies e.g. where TPT is dependent on TNPA or TFR for the

K feasibility study, this list will then be collated.

6.2 Capital Projects

6.2.1 Ms Moses took the Committee through the submission, as contained in the pack.

6.2.2 She highlighted the following:

Performance:
TCP will change the format of the report to align it to the monthly report Monthly
performance will be indicated before quarterly performance.

6.2.3 NMPP:
At the next meeting TCP will report against the activities that made up the cost
flow forecasts.

6.2.4 Approvals of submissions by Group:

TCP has made good progress in concluding a number of these issues.

7 SUBMISSIONS FOR NOTING

7.1 Investment Forum Report

7.1.1 The Investment Forum Report was taken as read and noted.

7.2 TPT: Export trippers P1 and P2 (Increase in ETC from R10.3m to R19.6m)
7.2.1 Mr Maclean took the Committee through the submission, as contained in, the

pack. .

7.2.2 The purpose of the submission is to note TPT's approval of the increase in funds
for the replacement of the Export Tripper Cars by R9.3 million resulting in an

631
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overall increase in the project from R10.3 million to R19.6 million.

7.2.3 The Committee noted the submission.

8 MATTERS FOR DISCUSSION/APPROVAL

8.1 TFR: Upgrade of infrastructure systems between Bellville and Wellington
(ETC R430 million)

8.1.1 Ms Galeni took the Committee, through the submission, as contained ir the pack.

8.1.2 The purpose of this submission is to obtain approval for the capital project to
upgrade the Infrastructure systems between Bellville and Wellington at an ETC of
R430 million.

':•") 8.1.3 Ms Moephuli enquired into the following:
i J. ,v^i, (i)The timelines in the presentation are different from the timelines inc cated in the

£- business case. She requested clarity in this regard as the dates /ill have an
impact in terms of the financial models;
(ii)Could the project be accelerated given the critical nature thereof, as indicated
in the submission; and

M •• (iii)The following underlying risk was stated in the presentation: "Internal
••(J ' efficiency, particularly in having competent technical and contract ciministration

staff available," She enquired whether these resources have been sou reed.

8.1.4 Ms Galeni responded that:
•'••; - (i)The project will close in March 2019;

( 1 • ' (ii)TFR has mitigation actions in place to address the risk in the interin; and
t I '-. • (iii)The recruitment process is underway and good progress has been made in

• . • this regard.

8.1.5 The Committee deliberated on the R100 million which is required f ro r PRASA.

V ' 'i 8.1.6 The Committee RESOLVED that it approves the capital project to upgrade the
I--'*"' infrastructure systems between Bellville and Wellington:

((••..' (i)'n respect of Transnet Freight Rail at an Estimated Total Cost of 3330 million;
\ \ . '" and
! | . :• / (ii)ln respect of PRASA, at an Estimated Total Cost of R100 millicn, subject to
[ j •'.'.! . Transnet Freight Rail obtaining a letter from National Treasury confirming that the

funds are budgeted for, according to National Treasury's budget vo-e to PRASA
and stating the year in which the funds will be disbursed, alternatively Transnet

; Freight Rail obtaining a suitable guarantee from PRASA.

\ j . :

8.2.1 Ms Galeni took the Committee through the submission, as contained in the pack.

j . : 8.2 TFR: 2011/12 Capital notifications and capitalised locomotive, wagon and
J ; infrastructure maintenance

J
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9 Resolution No/

For attention
The purpose of this submission is to notify the Committee of:
(a)The achievement of the TFR 2011/12 capital spend of R14 792 million
(audited) against the initial budget of R14 692 million; and
(b)The increase in the ETC of the following capitalised maintenance programs for
2011/12 in respect of:
(i)Locomotives (Warrant R1Y3) from R1 847 million to the amount of R2 002
million;
(ii)Infrastructure (Warrant R1Y1) from R1924 miliion to the amount of R2 423
million; and
(iii)Wagons (Warrant R1Y2) from R1 321 million to the amount of R1 372 million.

The Committee noted the submission.

TNPA: Provision of services to lease sites in the South Dunes area (ETC
R323 million)

Mr Abdooi took the Committee through the submission, as contained in the pack.

The purpose of this submission is to request approval: i
(i)For the provision of services to the South Dunes lease sites within the RBCT rail !;
balloon, business case version 1 dated 10 February 2012 in its entirety and
without exception; • •
(ii)For the ETC of R322 731 291 (Excluding borrowing costs of R33 564 054);'
and
(iii)Which is to commence from the date on which the lease agreements with- '
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.

8.3.5 Mr Moller cautioned the Committee that TPL had previously experienced,
problems with Gas 2 Liquids.

8.3.6 Ms Naidoo referred to page 14 of the submission:
"Option 1 is based on market rental rates of R2.50 per m2 per month which does
not make this financially viable. To achieve a P1 of 1, Option 2 rental rates of
R12.25 per m2 per month should be charged." She stated that the assets would

' go into the regulatory asset base and enquired whether TNPA is comfortable that
whatever the return is, the required return of R12.25 per m2 will be achieved?

• • • • > . - . ;

IMi , 8.3.3 Mr Gillman raised a concern that the lease agreement had been signed prior to

I j • the capital approval and the lease committed specific capital. He stated that the ' "?;•..
r , •! lease agreement should be signed subject to capital approval or the capital '••;"

• y •' approval should be approved, subject to the conclusion of a lease agreement
{',/' \ 8,3,4 Mr Hills: Manager, Planning & Development, Transnet National Port Authority

I' i:-rrv?s stated that the 2 lease agreements have been signed, however the lease

l ' - ^ ' : ' agreements were not subject to capital approval. Mr Abdool stated that this issue
f / . will be addressed in respect of future leases.

H<- • = . . : ; - • •
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8.3.7 Mr Abdool stated that
(i)ln 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 rentals according to what the tenant can afford;
(ii)The rental would be structured around the period of payback; and
(iii)lf TNPA falls short of the R12.25 per m2, due to the manner in which the
revenue regime operates with the Regulator, TNPA will still receive a fair return,
except for the fact that TNPA will be subsidizing its rental business by its cargo
due business.

8.3.8 Ms Moephuli enquired whether the client will determine the affordability; what will
happen if that affordability is not on par with what TNPA requires from its pricing
calculation and if the affordability is closer to the market related rental which
TNPA does not want, how will TNPA resolve such a conflict

8.3.9 Mr Abdool stated that:
' (i)The rental will be subject to a negotiation process and the proposal is if TNPA

•' cannot obtain the rental that it requires for good reasons, TNPA needs to consider
to what extent it is willing to reduce the rental to be charged. Where the rental is
not viable, TNPA will cease negotiations;
(ii)lf TNPA does not receive additional revenue from rental this will burden the rest
of the business and this is an issue that the Regulator is starting to consider; and
(iii)The surrounding areas are currently paying a rental of R2.50 per m2.

8.3.10 Mr Snyman: Manager: Real Estate, Transnet National Ports Authority, stated 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 tender process.

8.3.11 Mr Abdool stated that with regard to the new leases, the intention is to negotiate
from R7.50 per m2 closer to R12.25 per m2 in order to ensure a more viable rental.

8.3.12 The Acting Chairman stated that:
(i)TNPA should prepare a model on the basis that all the tenants will be
populated, thereafter the NPV and IRR should be reviewed;
(ii)A rental of R7.50 per m2 for all the tenants in the area might be viable,
consequently TNPA may not have to obtain a rental of R12.25 per mz;
(iii)TNPA should prepare a plan detailing how it intends to secure the remaining
tenants; what the demand is for the remaining lease sites etc. The Committee can_
then evaluate that plan and hold TNPA responsible to execute the plan in order to
obtain a return on the properties;
(iv)The business case should include the 16 lease sites as the amount of R323
million is required to service all 16 lease sites; and
(v)The revised business case should state which projects TNPA is going to save
in the current year to enable it to spend the R80 million in the current year. >

8.3.13 The Committee RESOLVED that it does not approve the provision of services to
the South Dunes lease sites within the RBCT rail balloon.

Resolution No/ i
For attention ;

: • - • • . . 1

Mr Abdool

12/4/2
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TPT: National Fleet Plan

The Committee agreed that the concerns of the Investment Forum should be
addressed and deferred the item to the next Committee meeting.

Group Weighted Average Cost of Capital Policy

Mr Gillman took the Committee through the submission, as contained in the pack.

The purpose of this submission is to obtain 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 utilise the methodology for the tariff application purposes.

Mr Mollef enquired into the WACC for TPT and TNPA being the same. Mr Gillman
responded that the Ports 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 owned by Transnet, accordingly any adjustments
would be subjective. When further clarity is received from the Ports Regulator, the
matter will be addressed.

Mr Abdool stated that TNPA has requested that TNPA's and TPTs WACC be split
and this request has been postponed to 2013, which is problematic.

Mr Gama indicated that page 26 of the .policy should be corrected to reflect the
Transnet WACC as 12.20%.

Ms Gaieni referred to Page 30 of the policy and enquired to what extent TFR was
consulted, as the Transnet Freight Rail - Beta Peers has not changed since 2011.
Mr Gillman responded that the comparison is with North American railways and
the difficulty is that the majority of the railways in Europe are passenger railways,
hence the sample selected.

The Committee RESOLVED that it recommends that the Group Executive
Committee approves the Group Weighted Average Cost of Capital Policy.

Mitigation actions to achieve capital budget for 2012/13

This item was dealt with under item 6.1 of the agenda.

GENERAL *

Capital Investment Committee Mandate

The Committee noted the Capital Investment Committee Mandate.

635 JU- J - V

Resolution No/
For attention

Mr Socikwa

i . •

Mr Gillman

12/4/3
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10.1

CLOSE
There being no further business to conduct, the meeting was closed.

Resolution No/:

For attention ': 8

ACTING CHAIRMAN
DATE: < 4

COMPANY SECRETARY
DATE: MU[

Q/:

("

m
• . 1 - " • • / • - . • • *

r'i
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MEMORANDUM
www.transnetne
t

Ta:

From:

Brian Molefe
Group Oilef Executive

AnqJSngh
Chief Financial Officer

Subject APPOINTMENT FOH.TRANSACTION ADWBOR. ON THE 1064 LOCOMOTIVE TENDER

PURPOSE

1. The purpose of Mils memorandum is to request approval of the Group Chief Executive for the
appointment of the Mcklnsey consortium for the complete Bdvlsory services and Webber
Wenztel for the legal advisory work BS Transaction advisors on the. 1061 locomotive tender.

I X For the Group Chief Executive ta note that McKlnsey will be advised to partner with
another firm with equal or better credentials than Letsema, for the procurement
elements, due to Hie potential conflict with BBriovrorld and Letsema.

BACKGROUND

2 . The GCE previously approved a confinement for transaction advisors, dated 10th May 2012,
to KPKG, PWC; Aurecon, Utsema, McMnsey, Webber Wentzet, David Potter, Ledvraba
Maiwal and MAC Consulting for the advisory services.

X The objectives of this work Is tn assist Transnet In successfully awarding contracts for the
manufacture and supply of dtesd and electric kxomoaves while maximising value for
Transnet and securing localization and Industrialization benefits for South Africa.

DISCUSSION

4. The scope of the engagement for the transaction advisors Indude:
4.1. Developing and augmenting the business case for the approval of the locomotives by

the Transnet Board of Directors and Department of Public Enterprises;
4.2. End to end requirements of the overall General Freight programme (locomotives,

wagons. Infrastructure eta based on validated volume expectations);
4 3 . Identifying value optimisation potential and technical cpUmfeaUon options;
4.4. Setting lip the tender process In tne with all requirements applicable to State-owned-

companles (SOCs);
AS. Developing a shortlist of potential suppliers;
4.6. Developing the contracts for the tender; and
4.7. Developing (Inanoe and funding options.

i

5. Key project delWerables Include:
5.1. Updated and improved business case and relevant documentation for submission to the

Transnet Board of Directors and Department of Public Enterprises;
5.2. The business case should Include tlie end to end requirements of the overall General

Freight programme (locomotlva, wagons. Infrastructure etc based on validated volume.'
expectations);

53. list of technical value optimisation levers and estimated value;

Iflcomotlvt tnnsadtlon advfsor

C3 CT3

5.4. Design oF an optimisation approach for Joint value optimisation, between Transnet and
l 1 l i ( )

5-S. Overall tendering proems design for the locomotives;
5.6. Request for proposal documentation;
5.7. Short list of potential suppliers;
S.B. Template contract for awarding of the tender; and
S.9. Documentation for the final selection of preferred suppliers).

EVALUATION

6. Four proposals were received:
6.1. KPMG consortium - KPMG, Ntonkl Inc, Norton Rose, Arcus Glbb
6.2. PWC consortium - PWC, Syaya DB Engineers, dlffa Dekter Hofmeyer Inc
6 3 . McKlnsey consortium - McKlnsey, Utsema, Utho, Kolkanvang, Nedbanlc, EMS and ART

(David Potter), and
6.4. Webber Wentzel

7. The evaluafion criteria was categorized Into:
7.1. Business Case;
7 2 . Technical Optimisation;
73. Deal structuring and Finance for large capital Investment projects;
7.4. Procurement; and
7.5. Legal.

8. The results of the Stage three evaluations are as follows:

Stage Three Evaluation-
Technical Results (per category)

1. Business Case
5. Experience
2. Technical Optimisation
5. Experience
3. Deal Structuring and Financing
S. Experience
4, Procurement and Leqal
5. Experience

KPMGJV

59.88%

63.96%

6132%

58.54%

PwCJV

75.60%

61.SB%

m.32%

70.09%

McKlnsey &
Company /
Letsema JV

89.42%

S0.74W

77.44%

81.43%

Webber
Wentrel

N/A

N/A

N/A

7034%

CD

9- From the above, KPMG did not meet the technical threshold of 70% and Is thus eliminated.

10. The results of Stage Four evaluations are as follows

Q.
X'
CO

Stage Four Evaluation—Price and
BBEEE senrecard f per cateqorvi
1. Business Case
S. Experience
2 . Technical Optimisation
S. Experience

3. Deal Structuring and Financing
5. Experience
4. Procurement and Legal
5. Experience

PWC3V

68J0%

Not evaluated —
threshold not

met
6531%

ja.50%'

McKlnsey & Cnmpa ny
/ Letsema 3V#

66.24%

86.14V.

8634%

86.24.%

Webber
Wentrel

Hot evaluated

NotavaUrated

Not evaluated

M-60%"

* * Scons wn !t^ <wne w Wanvf Itnrrd the »me for pike »ml 68EE for U otegcrtes
• - PWC ind Webber* K»**d Q (is per PPM) for pridng *s thqf wm tfooWtt tha p t o ownwwd to Hctonssy. Scores shtr«rt»»

Locomotrva transaction advteor

CO
00
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11. Croup Finance and TFR Bnanoe Identified a key risk with regard to the legal services. On
previous locomotive tenders, Webber Wentzc], assisted and'drafted Transnefs negotiation
strategy.

12. As Webber Wentzel Is the recognised leader with regards to locomotive procurement and If
not engaged by Transnet they would be engaged by one of the' tenderes. This would put all
of Transnefs previous knowledge regarding previous negotiation strategics potentially at risk.

13. The only reason Webber Wenttel scored km In ths Stage Four evaluation was due to price
but was rated highest In terms of technical ability.

14. The Tender evaluation process was concluded whereby the McKJnsey consortium consisting
of McKnsey, letsema, Uttio, Kolkanyons, Nedbank, ENS and ART (David Potter) were the
preferred bidder for (bur categories (1) to (4), Into which the evaluation criteria was
categorized. Webber Wentzsl was evaluated the highest amongst all bHders/consortla.fronva
technical perspective and was the preferred bidder for tha legal advisory work.

15. The Transnet Acquisition Coundl (TAC) swarded the McKlnsey consortluin the complete
advisory services and split the award regarding legal advisory to Webber Wenztel. Refer to
attached TAC resolution.

16. As the Locomotive RFP"s have been advertised and will be Issued In tranches and It Is
Imperative that the RfP's be reviewed from all aspects by the transaction advisors before tha
supplementary Rfps are Issued.

FINANCIAL IMPLICATIONS

17. The estimated value for locomoUve advisory services required Is RSO million. The "l&spllt of
work Is anticipated to be as follows:

17.UMcWnsey-35%
1 7 i Procurement partner - (Letsema replaced due to connict with Barloworld) - 20 %
173. Utiio and Nedbank - 1 0 %
17.4. Webber Wenztel - 2D%
17.5^Advanced RaU technologies - 1 5 %

BUDGET IMPUCATIONS

IB. Although these costs were not explicitly budgeted for, sufficient budget exfets In the
Corporals Centre budget

RECOMMENDATIONS

19. It Is recommended that the Group Chief Executive approve the appointment of the Mcklnsey
consortium for the complete advisory services and Webber Wenztel for the legal advisory
work as Transaction advisors on the 1064 locomotive tender.

19.1. It Is recommended that the Group Chief Executive note that McKlnsey will be advised to
partner witti another firm with equal or better credentials than letsema, for the
procurement elements, dua to the potential conflict with Barloworld and Letsema.

COMPILED BY:

Yusirf Mahomed
Group Finance
Date: l4l\fr>H-

RECOMMEWDED/N

carry Pita
GM: I
Date:

Supply Chain Management

RECOMMENDED/.HOT H C C O H M E N P E D I

AnoJ Singh |
Chief Financial O
Date: 2A&

fficer
r

APPROVED BY:

Brian Molefe
Group Chief Executive

LoamttUvo transaction advisor LocomoUve transaction advisor

o
GO
CO
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Advisory services related to
the acquisition of the 1064
locomotives tender

TRANSNET

RFP GSM/12/05/0447

Revised scope per request from Transnet

31 January, 2014

CONFIDENTIAL AND PROPRIETARY
Any use of this material without specific permission
of McKlnsey & Company is strictly prohibited.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I0057-0366-0001-0140

TRANSNET-REF-BUNDLE-00922



i

1
i

641

i
I
i

i
i

CONFIDEWTIAL

Memorandum to
Anoj Singh, Group Chief Financial Officer, Transnet

Advisory services related to the acquisition
of the 1064 locomotives tender

Recently, you Eoked us to provide support for commercial strategy and negotiation
process design forthe acquisition of the 1064 locomotives tender,' referencing RFP
.GSM/12/0.5/04-7, and as agreed in the existing signedletter of intent for that RFP.

We understand that Transnet wishes to engage McKinsey at this' stage to help
clarify the commercial terms and provide commercial negotiation support; Per our
discussions ove: the last week, please find below the agreed means to achieve this,
including delivcrables, approach, team set up, what we need from you for this
project to be successful, and professional, arrangements.

DELIVERABLES

a CommerciEl negotiations

— TCO modeling of bids

• Refine Transnet's existing TCO model to make commercial bids mere
comparable

) a Create arid apply a methodology to make localisation proposals mor;
:;i£x; comparable

• Recorcmend questions for bidders to clarify assumptions and close
• comparability gaps

n — Demand modeling

S D Estimate cost/benefit under different locomotive delivery scenarios e.g.,
early, on time, late

!

n Develop demand scenarios and calculate associated locomotive
requirements for each scenario (Note: Transnet has asked that this be
treated as a low priority request, time permitting after other
deliver ables)

McKln °y& Compu y "] 1-
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a Structure and develop a list of negotiation levers

egotiation scripts for each vendor

I
I- - A R T support'

• Provide benchmark pricing for rnaj of locomotive components _

D Recommend primary areas for price/margin negotiation 8

- Supplier intelligence _

a Provide supplier specific intelligence for use as negotiation levers, based 8
on publicly available data (capacity, standard locomotive design vs.
proposed bid, maintenance record etc.) I

— Negotiation strategy and process

J
"1 -.. d Detail negotiation process, including success requirements at each stage 8

... J% ' and timelines . • 8

_. "*'*•* .-.̂  a Refine commercial requirements as. targets for negotiation stage «

p Compare current offers to requirements and identify gaps 8

_,_ o Calculate the value of achieving or not achieving each target a

D Facilitate preparation for negotiation team.before each session 8

j u Commerciarterms —

I • Determine optimal range of delivery volume flexibility 8

a Recommend an appropriate level of commercial penalties and incentives
i.e. 5% or 10% for late delivery I

n Determine, what commercial payment terms would be most
advantageous " , - • ' . •

j n Advise, on target levels for other material commercial terms if required

] APPROACH ~ ." •

i Transnet has indicated a desire to finalise negotiations by 15 March, unless the •
J additional value from negotiation would materially outweigh any .revenue losses 8

Transnet has indicated a desire to finalise negotiations by 15 March, unless the
additional value from negotiation would materially outweigh any .revenue losse
from, delayed locomotive delivery that would result from extended negotiation

l, beyond this date. In this context, Transnet has requested McKinsey provide 8
J support until the end of February 2014, with any extension of support to be agreed •

as required by Transnet. '

I
I
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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 understand that the price difference between bidders is not
significant, removing another form of leverage. Only two bidders have been
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 removes another critical commercial lever. Delivery timing has
similarly been constrained, as Transnet has indicated that delivery must begin as
soon as possible, so no bidder can be incentrvized as the first to receive payment
on this count Negotiation tuning has been removed as a lever, as Transnet seeks
to ensure a down payment in 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 total 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 losses incurred by delaying the transaction.

In short, it is not clear that Transnet 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 lats stage of the process. In the interest of preserving our
I;..:-: ) relationship with Transnet as high impact advisors, and playing our part as fiscal

stewards, should examination 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 involve
McKinsey team members from previous engagements where possible.

1
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PROFESSIONAL ARRANGEMENTS

I
I

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 a McKins ey team consisting of two Engagement Managers, two I
Associates, and two Business Analysts in addition to our senior leadership team
(Vikas Sagar, Norbert Dorr, Christina Planert, Ashvin Sologar, and Jan _
Weydringer). We have agreed that the team will be based in Webber WentzeFs I
offices along with your transaction team and other advisory entities (e.g.
Regiments Capital, Webber Wentzel) to ensure close collaboration and knowledge m
transfer. We select high-performing team members with relevant local and |
industry experience.

"\ I
J • "^ • We will additionally leverage: experts from Advanced Rail Technologies; our •

- * %yj broad-ranging global logistics and procurement expertise; and our South African
~i ' -,, private and public sector insights. •

J ^ •
WHAT WE NEED FROM YOU TO MAKE THIS PROJECT
SUCCESSFUL I
This project will require deep cooperation with and access to Transnet employees
in order to be successful. Specifically, we would need from Day 1 of the project: I
B An appointed transaction team with clear roles and governance

B Daily access to the transaction team and Transnet subject matter experts as •

required ' |

B A shared physical working space with the transaction team

B Access to relevant data upon request (Note: Transnet has indicated that it will |
. not provide complete access to the transaction data, but will provide access to

\ ;;?.<*... '" • individual data sets wherever there is reasonable need) •

i I B Adherence to the agreed deliverables, as the strict time constraints imposed ™
-* , will not allow material room for ad hoc analysis _

'I - I
j Our professional fees including expenses (travel and accommodation) for the 4- I

<> J week project described above would be 10.23 million ZAR excluding VAT.
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
charged on past-due payments. •

I
I
I0057-0366-0001-0144

TRANSNET-REF-BUNDLE-00926



I J

i
i

•]

I

I

i

645

Unless expressly agreed otherwise, we treat all our client relationships and reports
. as strictly confidential (with the exception of material already in the public
domain). We do not publish our clients' names, materials, or reports without then-
permission and request that our clients do not use our name, refer to our work, or
make our products available outside their organisation without our prior consent,
la the rare cases that disclosure by either side is appropriate we discuss this "with
our clients and only proceed by mutual agreement

• D

We are excited to work with yc 1 on this critical topic, grateful for your trust, and
Qj)i committed to Transnet's continued success.

Sincerely

- 7 Christina Planert

1 1
J Principal

I Appendix/attachments:

y-c; ) *•> Summary of Professional Practices
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Summary of Professional Practices I

McKinsey & Company, Inc.1, traditionally has followed several professional prac- I
tices, summarized below, that are at the heart of our approach to client service. We *
consider it essential that our clients understand these practices.

PROTECTING CONFIDENTIAL INFORMATION

Effective client service usually requires our access to confidential information. We I
/-~" | j recognize that you will entrust such information to us with the expectation that we

- -x "• . .^ handle it carefully and professionally. We are committed to meeting the highest M
| ' '=-' professional standards. |

We will never disclose your confidential information, materials that we develop
I for you from your confidential sources or information that we believe conveys sig- I

<' nificant competitive advantage, to anyone outside our Firm without your prior
> consent, except in the unusual circumstance when we are legally compelled to do _

I so. We will only use such information in connection with our consulting services I
' for you, and only those staff members with a "need to know" will have access to
j 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-

J formation. In addition, all McKinsey personnel must acknowledge their under- I
i standing of this responsibility by signing a confidentiality agreement with •

\.":; McKinsey.
•<<;>• -' - I

1 The work that we do with you also may include information developed from non- |
confidential sources and conceptual frameworks, approaches, and generic industry

I perspectives that do not contain your confidential information. We bring such hi- •
j formation, frameworks, approaches, and perspectives to each new assignment, and I
^ 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, I

frameworks, approaches, and perspectives (and of any enhancements thereto)
while serving our clients.

1 These practices apply to services rendered by McKinsey & Company, Inc. or any of Its affiliates.

I
I
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I We aspire': i a relationship based on trust and confidence, and we welcome the
n opportunity to discuss any areas of particular sensitivity you may have regarding
j . the handling of confidential information. Where appropriate, we will enter into

explicit corudentiality agreements.

COLLABO 1ATING AND GETTING YOUR FEEDBACK

To ensure a structured and systematic dialogue about our joint collaboration and
I impact, it is our standard practice to ask for formal feedback from key client

- » individuals ; usually the Steering Committee) at the end of each engagement. We
" j typically us t our proprietary online tool to solicit feedb ack on our contributions

) - towards the xoject's vision and goals. All data are secure and are used only as a
(^J , basis for a d aloguc with you on how to serve you better. The feedback is not used

1 ' for evaluate % individuals (neither McKbsey nor client team members).

' *) SERVING C DMPETJNG CLIENTS

' It is the long tanding pob'cy of McKinsey to serve competing clients and clients
' | with potentially conflicting interests (including in connection with merger, acqui-
j sition, and a] iance opportunities) and to do so without compromising our profes-

sional respoi sibility to maintain the confidentiality of client information. We place
} primary relia ice on the integrity of our professional staff to maintain such confi-

I I dcnces. Non theless, we ensure that consultants who develop important insights
* ! | about your cmpany are not later placed in a situation of potential conflict. To as-

j sure this, cor mltants who had access to your confidential information will oot be
• j assigned, for 1 significant period following an assignment for your company, to a

( study for anc her client where such confidential information could be used to your
_ \ ) " ) ': material com jetitive disadvantage.

• •.', Consistent w th our confidentiality obligations, the consultants who work with you
' j are unlikely t) know that other McKinsey consultants serve one of your competi-

I ; tors or Bnoth • r party involved in a potential transaction that you are considering or

"" effecting. Sir ilarly, you should not expect to be advised or consulted about our
serving your ompetitors or such other parties.I

I
I
I
I

l

MANAGING DELATIONS WITH OUTSIDE PARTIES

As a basic po icy, we do not make public client names, client materials, or reports
prepared for c dents without their permission- We similarly require that clients not'
use our name refer to our work, or make our work products available outside their
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j organization without our prior p srmission. In those cases when disclosure from
" | either side may be appropriate, we will discuss this first and only proceed if we B

reach agreement g

Occasionally, we become invohsd 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 counsel 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 I
extent they are found to have res ulted 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 ths action, the cost ofsucb. time will be discussed I
:- with you and billed accordingly,

TERMINATION

We believe that either party should have the freedom to terminate the relationship
at any tune if it becomes eviden: that the potential value of the work does not war-
rant further effort. In the event that a project is stopped before completion, only
the professional fees and costs incurred to that date are billed. •

- I

I
The practices summarized abovj reflect key aspects of our basic approach to client
service and reflect our commits snt to maintain the highest professional standards. I
We would welcome the opportunity to discuss our professional practices with you.

•
i

I
I
I
I
I0057-0366-0001-0148
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Advisory s jrvices related to
the acquis ion of the 1064
locomotive s tender

TRANSNET

RFP GSM/12/0 /0447

Memorandum of /ithdrawal

04 February, 20 I

CONFIDENTIAL AND ;" 'OPRIETARY
Any use of this mataria /ithout spedfic permission
of McKinssy & Compar is strictly prohibited.

McKmsey&.Company

h
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CONFIDENTIAL

I Memorandum to I
I Anoj Singh, Group Chief Financial Officer, Transnet •

Advisory services related to the acquisition
of the 1064 locomotives I

•
PURPOSE I

( V" The purpose of this memorandum is to inforai Transnet of McKinsey's decision to
1 withdraw from the provision of advisory services relating to the acquisition of the . m
I 1064 locomotives. The background and reasons for our decision are laid out |

below. High level guidance on the best way to add value to the transaction at this
') stage is included at the end of the memorandum. m

>' I
i 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; •

a Commercial negotiation ™

i - Use TCO modeling to compare bids and help identify areas for price _
j negotiation I
I •

- Estimate cost/benefit under different locomotive delivery scenarios
- Use aggregated price benchmarking to recommend areas for potential price I

negotiation •
- Identify additional negotiation levers through publicly available supplier w

intelligence ' I

- Detail the negotiation process from its current state to a preliminary
agreement with bidders •

B Commercial terms

- Recommend target commercial ranges for the terms identified and B
supporting negotiation arguments eg. delivery flexibility, penalties and •
incentives

I
I
I
I0057-0366-0001-0150
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IT
I
i)

-•-j At Transnet's request, McKinsey spent the last week preparing for the work above
I 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 transaction gathered through stakeholder
interactions.

I FINDINGS AFTER WEEK 1

Expert opinions and initial analysis suggests that we would not be able to add
") significant value through the requested activities at this stage in the process. The
y-Y~ •. transaction itself is in such a late stage that few negotiation levers are available,

&'* ..._ and those that do remain are likely either low value or unreasonably difficult to
apply given, the remaining negotiation power and time available to Transnet
Experts repeatedly advised us that to add significant value, we would need to be

, engaged much earlier in the process, ideally 6-12 months before the intended
I closing date.

i
i
i

•
I

The advanced stage of the process leaves few terms open to
change

• Technical specifications have been agreed and are not open for further
negotiation. This is usually a key area where value can be added in a
procurement transaction, and would be a primary means of reducing total cost
of ownership

a Best and Final Offers (BAFOs) have already been submitted and preferred
bidders appointed, so no material changes can be made to the commercial

f( terms without creatingsignificant risk of dispute by both preferred and non-1

shortlisted bidders

, ' • The initial delivery schedule is fixed, so accelerating or delaying locomotive
j 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 improvement
options

In the limited time available, it is unlikely McKinsey could catalyze further
improvement in price and local content terms:

0057-0366-0001-0151
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1 •
B Current pricing proposals 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

ii Local content thresholds set by the DPE have already been met in current •
proposals, so further negotiation is of marginal value to Transnet here relative ™

j to the time that would be required to re-open the thresholds if desired

*̂  Few negotiation levers remain

1 Based on the context provided by Transnet, only a limited set of negotiation levers I
appear to remain, making it difficult for McKinsey to drive any improvement in I

( J the offers for terms still open for negotiation:

j — 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 m
} 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
J preferred bidders are disqualified •

— Transnet has limited the locomotive volume split among preferred bidders •
l to a maximum spread of 60%/40%, which translates to 50 fewer
/ locomotives over 7 years for the secondary preferred bidder. This, M
i combined with the size of the overall contract and the timeframes involved, •
] makes the volume lever unlikely to be material to bidders

i — Strategic value (e.g. the ability to claim that a supplier is the exclusive I
! provider of locomotives to Africa's pre-eminent railway) is often important
j , to major manufacturers even for small volume deals. As multiple vendors _

I *•— will be awarded, this lever is of limited use to Transnet B

I NEGOTIATION PREPARATION •

In negotiations where buyer leverage is limited, McKinsey's approach to value
! creation requires comprehensive preparation so that we can support the creation of _
J a controlled situation whose pace is determined by the buyer. However, this I

preparation requires significant time (usually months), far longer than Transnet's
\ short timelines allow for _

I
I
I
I0057-0366-0001-0152
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CONSIDERATIONS FOR THE NEGOTIATIONS

As Transnet drives this transaction to its conclusion, the greatest remaining value
is most l ikely to be derived from unders tanding supplier;, determining appropriate
value-capturing compromises and negotiat ion skill. A fev considerations for the
upcoming negotiations:

- Ensure there is a structured process in p lace to whid i all participants are
• i aligned before engaging vendors in negotiation. Running a successful

I negotiation process requires intensive planning and coordination.

- Assign a t eam with, a mixture of pas t negotiation e cperience, commercia l
acumen, technical knowledge and supplier insight The experience and

I1
I
I
I
I
I
I

f

I
I
I
I
I
I

sldll of the negotiation team will be a key factor in securing favorable
j : terms in the current context

- Before interacting with suppliers, ensure team me abers have clear roles
and responsibilities tailored to their skill sets

1 — Prepare for each session by understanding your gcals for the negotiations
, * with any particular supplier and by also considerkg what the supplier is

hoping to achieve. Agree the trade-offs you are witling to make and
) thresholds you are not willing to cross beforehand: shift discussion of

/ unexpected trade-offs to later sessions, so that team alignment and
planning can happen beforehand

CONCLUSION

The late stage of the transaction, few terms open for negotiation and limited buyer
leverage suggests that McKinsey could not add significsnt value through this

. . engagement As McKinscy 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 engagement.

"We wish you the best of luck in these final stages of a p irchase that will be critical
to the future of Transnet and S outh Africa.

PROFESSIONAL ARRANGEMENTS

Per our summary of professional practices included in cirr original proposal, we
believe that either party should have the freedom to terr linate the relationship at
any time if it becomes evident that the potential value o f the work does not war-
rant further effort In the event that a project is stopped before completion, only

0057-0366-0001-0153
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the professional fees and costs incurred to that data are billed. For reference,
I summary of our professional practices is attached to this memorandum. •

j At Transnet's request, and in the course of coming to the above conclusions, *
' McKinsey has incurred expenses including an Engagement Manager, an Associate
I and two Business Analysts staffed for one -week, a; well as expert time for I
j interviews, and the professional services of ART. To cover these costs Transnet *
' will be invoiced Rl .65m, excluding VAT. This is s ignificantly less than the
j original estimated •weekly run rate, as this first weeic was supported by a smaller •
I team than agreed for the full engagement, in order :o better understand our ability . •

to have impact first

We would invoice you atthe end of this month anc our standard payment terms |
(_J3 are 15 days from the date of issue of the invoice. Interest (at prime) will be

\ charged on past-due payments.

J("\ Vikas Sagar

] Principal

Appendix/attachments:

Summary of Professional Practices

I
I

, We regret that we cannot have significant impact c a this topic under the
} circumstances, and hope that it remains clear we ar; committed to Transnet's . I

continued success, and keen to support you wherevzr we believe we can make a •
j meaningful difference for Transnet and South AM a.

1

I
I
I
I
I
I
I0057-0366-0001-0154
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I Summary of Professional Practices
D

McKinsey & Company, Inc.1, 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.

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

g.>. handle it carefully and professionally. We are committed 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 that we believe conveys sig-
nificant competitive advantage, to anyone outside our Firm without your prior

• i consent, except in the unusual circumstance when we are legally compelled to do

I I* so. We will only use such information ill connection with our consulting services

' for you, and only those staff members with a"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, all McKinsey personnel must acknowledge their under-
.• standing of this responsibility by signing a confidentiality agreement with

McKinsey,

1 ^ --' 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 because we have retabed ownership of such information,

I frameworks, approaches, and perspectives (and of any enhancements thereto)

while serving our clients.

^ Thesa practices apply to services rendered by McKinsey & Company, Inc. or any of lls aflilfates.

0057-0366-0001-0155
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COLLABORATING AND GETT HG YOUR FEEDBACK

\ i

I

MANAGING RELATIONS WITH OUTSIDE PARTIES

As a basic policy, we do not mak i public client names, client materials, or reports
prepared for clients without their permission. We similarly require that clients not
use our name, refer to our work, r make our work products available outside their

I
We aspire to a relationship based on trust and confidence, and we welcome the
opportunity to discuss any areas f particular sensitivity you may have regarding
the handling of confidential info: nation. Where appropriate, we will enter into I
explicit confidentiality agreemer s.

I
To ensure a structured and systex latic dialogue about our joint collaboration and _
impact, it is our standard practic-. to ask for formal feedback from key client I
individuals (usually the Steering Committee) at the end of each engagement We
typically use our proprietary onii is tool to solicit feedback on our contributions _

V towards the project's vision and oals. All data &-e secure and are used only as a ' •
/ ;, basis for a dialogue with you on .ow to sei-ve you better. The feedback is not used

for evaluating individuals (neitru; McKinsey nor client team members).

I
. SERVING COMPETING CLIEN S
1 . m

.1 It is the longstanding policy of h jKinsey to serve competing clients and cb'ents •
with potentially conflicting inter jts (including in connection with merger, acqui-

| sition, and alliance opportunities and to do so without compromising our profes- «
} sional responsibility to maintain ie confidentiality of client information. We place •
I prhnary reliance on the integrity >f our professional staff to maintain such confi-
,' dences. Nonetheless, we ensure i ;at consultants who develop important insights _
.' about your company are not latei placed in a situation of potential conflict To as- B

sure this, consultants who had ac ess to your confidential information will not be
assigned, for a significant period following an assignment for your company, to a _
study for another client where si: h confidential information could be used to your I
material competitive disadvantaj: *..

Consistent with our confidential: / obh'gations, the consultants who work with you I
are unlikely to know lhat other 1> 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 I
serving your competitors or sucL other parties. •

I

I
I0057-0366-0001-0156
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organization without 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 counsel 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-
rant further effort. la the event that a project is stopped .before completion, only
the professional fees and costs incurred to that date are billed.

a n a

The practices summarized above reflect key aspects of our basic 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.
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Procurement of 1064 Locomotives for the General
Freight Business
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Procurement of 1064 Locomotives for the General Freight

Business
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Capital projects
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A. PURPOSE

This business case provides the rat shale to invest 'in "the'profrtable General" Freight
Business (GFB) :by procuring 1064 jew locomotives."(465 r'dtese},;-599[/electric). This
busfness case demonstrates a clear n ;edto acceferaile locomotive deployment to enable
delivery against. Transnefs Market D mand Strategy'(MDS) and achieve South Africa's
broader socioeconomlc objectives. Th 3 new locomotive purchase will:

' ( V

Create value for Trans net by
thereby achieve its MDS targs
the TFR hurdle rate of 18.56 p ;

percent), top-line growth, enh
environmental footprint.
Lower the cost of doing be
efficiencies that will increase c
to rait.
Create and preserve 28,000'' di
in economic impact through to

enabling TFFl to deliver 170 mt by 201.8/19 and
This will result in a positive NPV (R2.7 billion at

rcent and R34.1 billion at the TFR WACC of 12.56
meed return on assets (ROA), and an improved

;lness In South Africa by enabling operational
istomer satisfaction and Facilitate a shift from road

3Ct and indirect South African jobs, and R68 billion
al supplier development.

A robust prqeurement strategy tha is aligned with Government socio-economic
policies and appropriate governance processes have been designed and instituted to
ensure transparency, fairness, and v lue maximisation for Transnet and South Africa. A
funding plan and forex management s rategy are detailed in the business case.

The risks that are inherent in a procu Jitient event of this nature have been identified and
mitigation strategies are in place. Accordingly, it is recommended that the 1064
Locomotives Business Case be appr ved at a cost of R38~6 billion excluding borrowing
costs.

-to

Proportional to MDS-retated |ob creation of 28 000

Transnet Freight Rail
1064- Locomotives Team

Capital projects
18/04/2013 | Page 5 of 102
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B. EXECUTIVE SUMMARY

i

Business need

Transnet Freight Rail (TFR) is moving from a strategy of "responding to confirmed demand' to creating
"capacity to unlock demand". The MDS Is Informed by future planned Investments that support the
move from road to rail by targeting rail-friendly traffic currently on the road as well as other volume
growth opportunities. As part of Transnet's MDS, TFR has committed to grow Its volumes by 143 million
tonnes, from 208 million tonnes to 350 million tonnes; over 60 percent of this growth is expected to be
delivered by che General Freight Business (GFB), which will grow from the current 82.6 million tonnes to
170 million tonnes by 2019. TFR plans to invest R194 billion In capital to deliver this grc vth In total
volumes; of his, R143 billion Is planned to be Invested in GFB, R19 billion In export Iron ore and R32
billion in export coal. Of the total capital invested In GFB, 53 percent will be expansionary and 47
percent sustaining capital.

This investm ^nt in growing GFB volumes make business sense, as It lowers the cost of doing business
JH and accelerates a modal shift from road to rail. The majority (85 percent) of the growth In GFB demand
' ' is generated by: ralt-frlendly bulk commodities that need to be transported long d!stan:es such as

manganese, ; lagnetlte, and domestic Iron ore; bulk commodities with certain demand, like coal needed
for Eskom's power stations; and container-based commodities for which existing demand moves on
road and wl:! shift to rail. Moreover, South Africa is well-positioned on global cost curves for GFB
commodities that are exported, such as manganese, magnetite, and thermal coal, which mitigates the
volume dowrsidedueto Inevitable global commodity volatility.

Current and rew fleet requirements

The average :ge of the TFR GFB fleet Is currently 32 years and comprises 1889 locomotives, which are
broadly divided Into workhorses and shunters, with the workhorses being the prime Income »enerators.
There was a najor procurement of over 1000 locally manufactured electric locomotives in the 1970s
and 1980s, v/iich became the workhorses of the current fleet No new locomotives were purchased for
GFB from 19 J2 through to 2008 when the GFB fleet was augmented by a series of pur hases that
Included 50 "ike new" diesels, 100 dlesels, and 43 dlesels; currently, 95 new electrics are on order from
China. These purchases were not sufficient to meet market demand and achieve a road to ra!i migration.

t- ~") ,":Ji The economic design life of a locomotive is 30 years. In the absence of new locomotives, the workhorse

fleet was giv:n life-extending upgrades where possible that extended the working life to 45 years.

However, this has resulted In Increased maintenance costs as well as difficulty in obtaining spares. As

the most cost effective and technology-compatible options for extending the life of a loccnotive are

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

Proposed wa\ forward on locomotive fleet expansion-related economic impact

The recommended way forward Is for TFR to proceed with programmatic procuremeit of new
locomotives. " FR has explored two options: continuing with the status quo, which is economically
unviabJe and does not support the volume ramp-up envisaged by the MDS, putting the entre MDS at
risk; new locor lotlve acquisition Is the only viable and recommended option:

Transnet Freight Rail
1064 Locomotives Team

Capital projects
18/04/2013 | Pages of 102
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I

RS3.8 billion revenue MDS target in 2019 is to procure new locomotives.

Benefits of the 1064 locomotive acquisition programme

ForTransnet, the locomotive acquisition programme will:

• Enhance locomotive operational efficiency thereby increasing asset utilisation.

local content of 55 percent for diesel and 60 percent for electric locomotives. Given the
economies of scale on the purchase of 1064 locomotives with the stipulated localisation

Transnet Freight Rail
1064 Locomotives Team

Capital projects
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|A status quo scenario. The current fleet has already begun to run out. Based on TFR's current
Locomotive Fleet Plan, the number of locomotives In the GFB fleet will decline from 1889 In
2014 to 1592 by 2019, with further run-out thereafter as the oldest and costliest assets in the
fleet are retired. Half the fleet will be retired within 10 years and nearly the entire fleet within •

20 years. If this run-out is not addressed, TFR would only have capacity to transport 85 million • ,
tonnes In 2019 - 85 million tonnes short of its MDS commitment, representing a cumulative
revenue shortfall versus the MDS plan of R73 billion over this period. MDS will not be executed »
and there will be a negative Impact on cash Interest cover (CIC) and gearing. I
A new locomotive procurement scenario. TFR has to Invest in new locomotives to replace its
current aged fleet and to support Its planned volume ramp-up. To achieve this, TFR needs to _
procure of 1064 locomotives (465 diesel and 599 electric) over the next 7 years. Procuring 1064 I
new locomotives between 2013/2014 and 2018/2019 would have a positive NPV of R2.7 billion •
(discounted using TFR's hurdle rate of 18.56 percent; NPV would be R34.1 billion if discounted
using TFR's WACC of 12.56 percent). Accordingly, the only viable solution to deliver on GFB's I

"-., R53.8 billion revenue MDS tarEet in 2019 is to procure new locomotives. : •

:> e i f th 064 l c m o t i e quisiion programme

The 1064 locomotive acquisition will benefitTransnet, South Africa and South African business. •

1
I

- TFR will leverage new technology specification Iccomcth'e efficiencies. The new
, locomotives increase the rate of the fleet's availability and reliability. In addition, further
; operational efficiencies may be possible by leveraging increased tractive effort to limit
, the number of locos needed for a given flow or redesign of flows altogether (e.g., some
! flows have both AC and DC lines, which currently require stops and changeovers m
> between different locomotive types but will not with dual-electric locomotives}. B
i - The programme offers TFR an opportunity to standardise its locomotive fleet by
,' procuring a limited number of locomotive types. This will result In a host of benefits _
! including simplified maintenance. I
i • Create business opportunities for Transnet Engineering (TE) to substantially participate in the

)• :
( v , " localisation programme and thereby retain a portion of the locomotives' spend within Transnet.

^ - ' ' " * * • Significantly impact TE with respect to maintenance practices and consolidation of maintenance •
depots where the new locomotives have extended service Intervals and on-board diagnostic " •
health monitoring systems where full advantage Is to be taken of the currently available
technology and international best practice. This is the result of a full deploymenf plan developed I
by business unit, year, class of locomotive and depot. ™

• Enhance Transnet's return on assets and Increase financial sustainability. This will be driven by
volume growth and declining unit costs of production and will be achieved despite the increase •
in depreciation. H

For South Africa, this large-scale procurement programme will: a

• Create R68 billion in localisation benefits for the South African economy. Transnet stipulates |

I
I
I
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requirements, desired localisation can be achieved for only a 2 percent average cost of
localisation - an additional Investment of R400 million. This equates to a highly attractive
benefit cost ratio of 170 tD 1.

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

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

• 28,000 Indirect and direct South African Jobs, created and preserved.
• Achieve greater road safety and fewer road fatalities by supporting the shift from road to rail
• Energy savings will be achieved, with 8-10% lower fuel consumption for dlesels and 18% energy

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

" \ For South African business, the locomotive acquisition will:
• i ("}';•'• • Increase cus tomer satisfaction and enhance t h e ease of doing business as higher locomotive

'"•'"• reliability results in be t te r adherence to schedules.
• Lower t h e cost of doing business by catalysing a shift from road to rail, which is a more cost-

effective m o d e of t ransportat ion for distances ove r 300 kilometres. Given the spatial dispersion
of South African centres of economic activity and t h e distances be tween t h e centres of
product ion and por ts , this will benefit most businesses.

• Lower infrastructure repair costs driven by the road t o rail shift as damage t o roads from the
cur ren t trucking of commodities like coal is r e d u c e d / I n addition, it will contr ibute towards a
reduct ion in road traffic fatalities.

Programmatic procurement strategy and evaluation criteria

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

• Alignment with the Government of South Africa's socioeconomlc policy framework, Including
CDSP, IMGP, NDP, SSI, and IPAP2.

• Increasing local content through developing skills, creating Jobs, and transferring technology.
• ) Transnet's programmatic procurement strategy follows threshold requirements for locomotive

localisation, In line with those designated by the National Treasury (I.e., 55 percent for diesel, 60
percent for electrical locomotives}.

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

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

it
;)

l

}
. i
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I
IManaging sensitivities and risks

Procuring Transnefs 1064 new locomotives in the most capital-efficient way requires a detailed
understanding of inherent volatilities, risks, and mitigation plans. The locomotive requirement and the
pace at which Transnet needs to deploy its capital in the base case scenario is shaped by two factors: •

• Volume volatility. TFR's overall locomotive procurement programme is based on current, •
validated MDS 6FB volumes. However, given the volatility in the global and domestic economy,
the realisation 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 procurement accordingly. |
This flexibility needs to be built into its procurement and contracting strategy to enable it to
accelerate or throttle back the pace of locomotive purchases without penalties. •

• Operational efficiency potential. TFR's current Fleet Plan estimates the number of. locomotives I
Including the potential efficiencies that can be captured from technology improvements and

operational flexibility of new locomotives. Further operational efficiencies may be possible by *»
leveraging Increased tractive effort to limit the number of locomotives needed for a given flow •
or redesign of flows altogether. These operational efficiencies have not been incorporated in the
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 I
procurement strategy will also address this sensitivity. ™

The following are some of the key risks and sensitivities that are important to consider and mitigate: I
• Volumes. Of all variables, volume risk has the greatest potential to impart NPV. For example, H

with a slight undsrperformance (7 percent versus MDS targets), Transnet would experience
revenue shortfalls of R16.4 billion and a reduction in NPV of R1.7 billion. However, under the M
worst case scenario (growth of volumes in line with GDP as opposed to MDS), NPV would be J |
reduced by over R20 billion. This reinforces the aforementioned need for a flexible procurement
and contracting strategy, allowing locomotives to be brought online as they are needed. m

• Delivery schedule. TFR already has a shortfall of DC electrics, with the electric locomotive I
shortfall projected to grow to approximately 122 electrics and 32 dlesels by 2015. Given the
previously expected timelines to procure new locomotives locally, TFR may not be able to close M
this shortfall until the end of the MDS period. Under the base case (procurement In line with I
schedules stipulated In the RFP), R13.3 billion In MDS revenues would be at risk; this would
more than double under a moderately delayed scenario with further downside under the worst-
case scenario. As a result, procurement and production timelines are being tightly managed to •
ensure the swiftest possible locomotive delivery, and Immediate mitigation strategies are being •
explored. These include front-loading orders with international suppliers and exploring leasing
options.

• Tariffs. The MDS GFB tariffs are expected to increase faster than CPI through 2020 (7 percent
versus 6 percent). Given that the pricing on almost all GFB commodities is below the cost of full
economic recovery even after taking Into account all efficiencies, the pricing corridor in TFR's
plan is achievable. However, should global and local economic conditions create challenges and
tariffs above CPI cannot be Implemented, the implication would be a reduction In the NPV of the

business case by upwards of R4 billion. m
• Foreign exchange exposure, Assuming target levels of localisation, a change In the Rand to US •

dollar exchange rats of 10 percent would represent a ~R1.2 billion Impact on capital
expenditure. Given 15 percent devaluation of the rand against the US dollar over the past year M

I
I

I
I
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alone, such volatility is not unrealistic. See the Treasury Section below for the mitigation
strategy.

• Locomotive 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 detailed 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 acquisition of 1064 locomotives will cost R38.G 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

2013/2014. A mixture of cash generated by operations and external borrowing will be used to fund the

acquisition. Two-thirds are assumed to be financed using cash generated by operations, and about R13

billion will need to raised externally. The external funding will be raised utilising both the Global Medium

Term Note programme for dollar funding and established domestic sources for Rand funding - e.g., the

Domestic Medium Term Note programme. Jn addition, options like development finance institutions

(DFIs) and export credit agencies (ECAs) will be considered to lower the cost of funding.

Foreign exchange exposure.management. Transnet's Group policy on Financial Risk Management

requires that all contracts must be either Rand-based or effectively hedged to minimise the risk of

financial loss due to exchange rate fluctuations. Should a Rand-based contract not be possible, hedge

accounting will be applied to manage any foreign exchange volatility. Tne project will be hedged

according to the Group Financial Risk Management Framework.

Robust governance
Given the magnitude of this transaction, Transnet has developed a clear governance framework,
including:

• The highest standards of confidentiality, reinforced through a High-Value Tender process with
oversight from Transnet Internal Audit

• A 10G4 Locomotive Steering Committee meeting, chaired by the Group Chief Executive Officer,
has been instituted. This Steering Committee Is constituted as a sub-committee of Group ExCo.

• A PMO has been established at TFR with specific responsibilities for: tracking progress towards
milestones; establishing and owning a virtual data room based on best practice; scheduling
Steering Committee meetings at the request of the Chair 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 efficient deployment of its new locomotives:

• Critical path interdependences — Integrating locomotives, demand, wagons, infrastructure
and operations. Wagons are tightly linked to the commodities they transport, while
locomotives relate to the mass but not the commodity Itself; thus, locomotives are allocated
according to the tons transported over the particular operating section.

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

Transnet Freight Rail
1064 Locomotives Team
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according to the zurrent electrification network. This Imposes operational inefficiencies due to •
the traction changes. The new electric locomotives will be dual voltage, eliminating the need to |
change tractive power and enabling trains to bypass yards.

In addition to the flexibility afforded by the locomotive standardisation above, the 1064 I

locomotive dependencies with megaprojects, such as Manganese and Waterberg, have been •
considered and addressed. Human Resources planning Is equally critical to execute a

programme of th's magnitude. For example, to support the overall TFR fleet ramp-up, TFR will fl

need to train 3G6S train drivers and assistants. To address current driver shortfalls and m
increasing requirements overtime, TFR will need to begin training drivers Immediately.

Maintenance reg me. TE will be significantly imparted With respect to maintenance practices I
and the consolidation of maintenance depots. New locomotives have extended service intervals •
and on-board dis-mosric health monitoring systems, requiring a different maintenance regime
than TE currently delivers (e.g., larger "super depots" for large-scale maintenance, with smaller I

) . stations for refue> ing and other basic services).

j ' • Conclusion •

] Transnet's purchase of 1C54 locomotives is a critical procurement event th2t will facilitate Transnet's ™
delivery against its MDS targets, transform the business, Increase operational efficiencies and support

"] local supplier developmer t. Tnnsnet's procurement strategy will be flexible enough to adapt to actual •
.' locomotive demand that i: realised over time. B

) Recommendation •

Transnet recommends to :ie Board of Directors for approval:

, • The acquisition of 1064 locomotives for the General Freight Business

! • Estimated tots! costs of the acquisition of R38.6 billion as per the Corporate Plan
. (excluding the potential effects from forex hedging, forex escalation and other price
I escalation;).

j ! Signed by:

Transnet Freight Rail
1064 Locomotives Team
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I Brian Molefe Slyabonga Gama AnojSingh . ' •

J Group Chief Executive TFR Chief Executive Group Chief Financial Officer

) Johannesburg, 18lh April, : 013 I
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C. BUSINESS CASE

1. Co itext

Transne Js MD5 is driven by Transnet's shift in strategic focus from "responding to confirmed demand"

to crea'. ng "capacity to unlock demand". In addition, it Is a response to the National Development Plan

and Na onal Growth Plan imperatives seeking to contribute to South African economic growth and

create j bs on an unprecedented scale.

Shift In Vansnet's strategic focus and resulting Infrastructure needs

TheTFF V1DS was borne of a number of strategic drivers. These include:

. - •-- 'he intent to make a significant contribution to national objectives embedded in the New
5rowth Path and the National Development Plan - to create capacity, to enable an export-led
trategy, to develop infrastructure and to create jobs and develop skills.

• "o address the legacy structural imbalances in the freight transport system. Significant
onnages of freight are conveyed by road rather than rail which contribute to high logistics costs
and compromises country competitiveness) and to the cost of externalities. Greater tonnages
;f traffic being transported by rail would make a significant contribution to reducing the number
)f heavy.trucks on roads; overall transport and logistics costs; cost of externalities I.e., road
famage, road accidents, road congestion, noise pollution, carbon emissions, the impact of rising
uel prices.

• "o pursue opportunities for growth in transportable GDP by targeting rail-friendiy opportunities.

Ths MD ; is informed by future planned investments that generate rail-friendly traffic and target ralJ-

frlendly raffle currently on the road. As part of this strategy, TFR has committed to grow its volumes by

142 mil' on tonnes to 350 million tonnes by 2018/19. Over 60 percent of this growth is expected to be

delivere i by the General Fretght Business (GFB), which will grow from the current 82.6 million tonnes to

170 mill m tonnes by 2019 and is the focus of this business case. To enable this strategy, Transnet plans

to inves R308 billion over the next 7 years. The total investment directed to TFR will be R194 billion to

deliver c I its significant volume growth targets; of this R143 billion is planned to be Invested in GFB, R19

billion ir export Iron ore, and R32 billion In export coal. Of the total capital Invested in GFB, 53 percent

will be ir expansionary projects.

GFB's ci rent situation Is an important point of departure to fully understand the business case. While

TFR has ;teadlly ramped up investments since 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

infrastn. ;ture since 1992. Even In more recent years, as per the Exhibit below, the focus:of GFB capex

has beer maintenance rather than expansion.

Even in lore recent years, as seen In the exhibit below, the focus of GFB capex has been maintenance

rather ti- an expansion.

Transne' Freight Rail
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E; HIBIT 1

3FB expansionary has historically been undercapitalised with focus on
eplacement over expansionary expenditure

H Bqanson

12.9

05/07 07/08 08/09 09/10 10/11

Expanslorary •".•••'
capsx proportion ,':
h u Increased :1 "'•"
from 2% In 06/07

.7h!xuggesUan '
"lindertapltaEsallci
h In expansionary
capax b| th« '
eariltryeap

Ti ; has left GFB highly undercapitalised, with its aging infrastructure unable to meet current market

dr nand let alone generate and service new freight demand in sectors where South Africa has a

cc lparath/e advantage. This not only limits the growth of Transnet but more importantly hampers the

gr Mh of South Africa's economy and leaves the cost of doing business in South Africa uncompetitive,

ps tlcularly as the road share of total freight transport has increased over time at the expense of rail. It

is herefore imperative to rectify this and to enable TFR to service current rail-friendly demand,

st: iulate further demand, and catalyse a shift from road to rail.

Tr •• MDS will address these issues, laying out a plan to Improve financial stability, productivity, and

op ^rational efficiency and to shift demand from road to rail. Through this strategy, Transnet will: reduce

its :ost of doing business while becoming more carbon efficient; enable economic growth, job creation,

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

In•. jstlng in GFB is a sound business decision. The growth in GFB volumes Is driven by commodities and

fie vs that are rail-friendly and attractive for TFR. The majority (85 percent) of the growth In GFB

de nand Is generated by rail-friendly bulk commodities that need to be transported long distances —

nr. nganese, magnetite, domestic Iron ore, containers; with certain demand - e.g., coal needed for

Es om's power stations; and commodities for which existing demand moves on road and will shift to

ra . Moreover, South Africa is well-positioned on global cost curves for GFB commodities such as

m nganese, magnetite, and thermal coal, which mrtigates the volume downside due to inevitable global

cc lmodity volatility.

Ah tough global growth has been constrained by the slowdown in global and local economic activity, the

st: itegic Intent of the MDS remains, and volumes are projected to grow from 82.6 million tonnes in

20 .2/13 to 170 million tonnes In 2018/19. !

Tn nsnet Freight Rail
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National Development Plan (NDP) and National Growth Plan (NGP) imperatives

Transnet is an Important enabler of South Africa's NDP and NGP.

Alignment with priority infrastructure initiatives for South Africa

The NDP aims to address poverty and inequality by creating a favourable environment for public and

private investment to create jobs and increase disposable incomes. Its imperatives include economic

growth. Job creation and skills transfer, infrastructure Investment in rail, power, and other Industry, a

reduction of GHG emissions, and positioning South Africa positively. To achieve full employment, the

economy will have to create 11 million jobs by 2030, requiring economic growth of 5.4 percent. The

South African government has made infrastructure a major priority, recently announcing the

establishment of a Presidential Infrastructure Coordinating Commission and planning Investments of

more than R800 billion over the next 3 years. Transnet's major infrastructure projects are Important

pillars of Strategic Integrated Projects (SIPS) and playing their role in delivering on economic growth and

job creation objectives.

GHG emission commitments

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

reducing carbon emissions high on its agenda, South Africa - having set aggressive targets for carbon

mitigation (a 34 percent reduction by 2020 committed at COP IS2 in Copenhagen) and hosting COP 173

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

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

2. Business need

To deliver on MDS, GFB will need to grow Its volumes transported from 82.6 million tonnes to 170

million tonnes between 2012/13 and 2018/19.

2.1 The shift from road to rail
One of the drivers of this shift IsTFR's stated objective to capture market share from road, the rationale

for this Is that:

• Rail Is cheaper than road for long-haul transportation of large parcel sizes, thus reducing the cost of
doing business and making South African goods more competitive. The exhibit below shows the cost
saving of rail over road per given route and commodity.

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

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

3 The 17th Conference of the Parries (COP 17) to the United Nations Framework Convention on Climate Change
(UNFCCC) - Durban, South Africa.

•J
Transnet Freight Rail
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• Haulage by roatf damages road Infrastructure, requiring a significant investment to repair the roads.

Furthermore, for developing economies like South Africa, economic growth results In a relatively higher

increase in trade volumes - and therefore freight demand - than GDP growth rates would otherwise

imply (i.e., a higher container volume multiplier, which measures the marginal effect of economic

growth on freight volumes).

Therefore, given the clear 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 rail-friendly volumes from road
by developing a comprehensive value proposition based on customer needs. Rail-friendly goods are
typically mineral and mining commodities and some manufactured goods, as well as raw material inputs
to manufactured goods (such as steel and cement) that are conveyed from siding to siding in large
parcel sizes, over relatively long distances.

EXHIBIT 2

Road to rail shift has a cost advantage in most commodities in key
corridors at long distances .

U Rail marc cost-effective 03 Road nsracost-effective

illiiiiiiil
Commodity Durban- Gauteng1 Capa Town- Gauteng3

Secttfca! machinery

Automotive parts and accessories

Food and food processing -1,333 j S S ^ s j f

Machinejy and equipment

Other chemicals

Transport equipment -1

Motor vehicles

Paper and paper products

Industrial chemicals -292 §

"H^T!8S1

lr̂ £«f i-1 lr0S2

^L£iJl ,QSS

t:rr-.''**•< 1.266

r. -•,•^1.265

-iiV" S31.266

;s.«-i.-t^-» 2.418

pV.^u.^ i~i$i<*\ 3.S5H

'V-Z' -A'i'-r.y-^l 3.890

- • - .U«W^,V*iM4.HS7

L''"UfcfSf«r»-o!t*iiS(&J 5.124

:V-?V.!'%S V^S'^''-lr«i"-J S.4Q7

*?l1jJii«i^?,i:~ijili»;!r--l 5.407

1 Tte supply d*ut Dtfprijd d m t o s U Qnr&paWon, wvthousJng. sdmln] «nd Indked casts (tat s2a, obrolaouice, imtntocf cairylng tea) tec
upom (Wm GwtEJig la itievnt part In 2<X8

2 Und i£itnnc& cf ~7O7iaA rmn Gautciip to Ductio
3 Und dlitiixc of •IZSOtm kem Sjuteng to CueTown

SOURCE di Itahmfty; TnnoM quotti, MOj IOGOS nwld

2.2 GFB demand increase by commodity

From the TFR Corporate Plan, freight rail volume projections per commodity from 2013-2019 are

summarised in the following exhibit. The projections represent a market demand view of volumes In

support of South Africa's New Growth Path (moderated In line with port capadty and Eskom electricity

supply), and they reflect a significant growth in volume for the overall general freight commodities.
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EXHIBIT 3

MDS volumes by commodity

Business Unit

Agriculture & Bulk Liquid

Coal

Manganese

Containers and Automotive

Mineral Mining & Chrome

Steel Si Cement

General Freight (mt)

Coal (Export Coal)

Export Iron Ore

TFRTotal (mt)

2013/14
Budget

12.66

16.8S

8.7

1163

18.53

21.84

91,21

77

61.5

229.71

2014/15
14.39

19.92

8.72

14.27

20.32 ~

25.65

104.27

81

62.3

247.57

2015/IS
15.63

24.93

11.57

13.32

24.45"

32.37

127.27

81

623

270.57

2016/17
18.02

36.34

13.05

19.54

28.89

35.23

.51.46

B4

703

-05.76

2017/18
18.66

44.61

15.56

15.25

30.11

36.47

160.66

95

73.3

333.96

2018/19
19.26

48

17.03

16.71

30.57

38.89

170.45

97.5

825

350.45

To capture these increases in freight demand, GFB h=
strategy. The next two exhibits show the sources of grov
various strategies developed to address them. Ses Suppo
year commodity growth. Growth in coal volumes will be d
Eskom-Tutuka and Eskom-Majuba flows and the developrr
will be driven by a competitive pricing strategy aiming tc
growth from the government infrastructure developme;
junior miners will capture volume growth from mangar
secured through penetrative pricing strategies in the grov/

; developed a commodity-level commercial
th from the major commodity flows and the
ting Documentation section El for the full 7-
iven by Eskom's shift from road to rail on the
snt of new power stations. Steel and cement
capture domestic coal, and iron ore volume
t plan. The focus on unlocking capacity for
jse export. Mineral volume growth will be
ig market.

i
i

I

Transnet Freight Rail
1064 Locomotives Team

Cap tal projects
18/54/2013 | Page 16 of 102

I0057-0366-0001-0173

TRANSNET-REF-BUNDLE-00955



.1

}

-I > -

EXHIBIT 4

nerdal strategy Key flows
Growth

Rationale

c ptum increasing coal export • Export TCM/
v times Maputo
c. com move from road lo rail . — — — . . .
£,aravoluineslhrougritaka • Edeom-Tutuka
c. pay contracts

• Esfcom-Majuba

• Coal-other

8.1 • TCM ID expand doe to Unpopa
projects (V=fe and HaWado)

6 5 • Transtticn frcm roil cantalners to
tippler solutions In Z years

5.2 * Estom road to rat migration pbn

11J • Sustahedstnaig demand (or SA coal
due ID Oil/a and India emerging as
net Bimrsl coal Importers

starar-lbaisad value • Coal (aoraestt)
position to secure volumes
./Isian ofprlcino stntesy —•-•-——.-—..-—«-
Dbrtin markets ex-SA ' ton era Cdonieaic

SlshenJ

Driven by grcwSi h other hdustrles
(e.g., S!sd, ttmbet)

Domestic ird regional csnsumpUon
of «ed fueling demand fcr hxi-crs
& new Iron ore export born
TtiitaflmlU to (Udards Ba//Maputo

• S&C-CBier Cenient volumes to Increasa In line
wtUi SKs GDP growth ( 4 * on
overage}
Freight ral is »lso targethg ni-
friendly volumes h Ihfa sector

i lock cpsdty lor Junior
i nets

P3£ly revfew process

Kanganesg SAS stare of wort) output jet to
grew wllti cqanslon promts
planned by both tradltlorvil nVnen
andjun|or rnlntrs

EXHIBIT 5

Flow merdal strategy Kay flows
Growti)
(Ami) Rationale.

.cing aimed at irericet
t (Export Maputo)

HMO-'other"

Z.-1 Demand from China driven by steal
productfen

9.6 Gold ore ind otter intneisU enpy
beaitiiy demand

nt3lnefls£ mineral products
OTlop Freight hubs In key

Coal(Eskcm- 1 6 • Demand Increase driven by
Camden) Incnatsd etatWIy usage

Contelners L6 • Rallccntalnervolumutokicnase
In line with Frdsht raft objective or
increasing market share along key
kitermodal route such as the
Natcor

jnaiet Rail snd Port
: padty support Tor agr]>

]'stk3 and rural
i "restructure
. :mand shift from road to rail

Grain, maize, wheat 2J. • Demand hcrease driven by
and roodsojlrs Increased electricity usage

Other 4 5 • Increased ma border danand from
Batmsna and Mozambique

• Sapplexpansfcn

79.2
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Rationale to. 79mt increased commodity demand for GFB from 91mt in
2013/14 to i /Omt In 2018/19 (1/2)

Rationale fc the 79mt increased commodity demand for GFB from 91mt
In 2013/14 t . 170mt in 2018/19 (2/2)
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2.3 Investment history and locomotive fleet run-out in GFB
Overview

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

Investment history

TFR is generally considered to be under capitalised with an aging Infrastructure unable to deliver and
consequently hampering South Africa's economic growth. TFR has three distinct areas of operations,
namely General Freight, Coal Export and Iron Ore Export. The 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 commodity boom. By contrast, little has been spent
on General Freight since 1992, as can be seen in the next exhibit. - -

EXHIBIT 6

The decline in general Freight vatemesj political uncertainly and
corporatlsBOoa of rail fed to a significant fall In Investment

i ihi'-' •"" '̂-".'1 -1!;ri;..

Remedial actions to mitigate locomotive run-out

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

Locomotive mid-life interventions are part of the normal life-cycle process to achieve the design life of a
locomotive. The methanlcal components have a life of 30 years but the electrical and electronic
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components and systems have a shorter life based on natural degradation and the rapid evolution of

control technology. Electrical spares generally have a ten year guaranteed availability after which they

become obsolete and often unavailable. Component replacement within the design life of a locomotive

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

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

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

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

The second implementation was an upgrade program to the class 34D and 37D locomotives supplied by
General Electric (GE) and General Motors (GM). These upgrade programs comprise a mix of extensive
routine maintenance, rewiring and partial body repair. The differentiating upgrade feature is replacing
the outdated and obsolete control systems with state of the art electronic control systems which
improve control and prevent driver abuse. By analogy, It can be compared to traction control on a
modern motor car that prevents wheel spin.

The Impact of undercapitalisation on locomotive performance

The extension to 45 years was a consequence of not being able to afford new locomptives at the time

and was not a formal restatement of policy. By extending a locomotive's life to 45 years, TFR has

suffered higher faults per million kilometres, lower gross tonne kilometres, and substantially higher

maintenance costs. This has decreased customer satisfaction, leading to a shift from rail to road,

increased the Total Cost of Ownership (TCO) of locomotives and reduced TFR's ROA.

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

Purchasing new locomotives would allow TFR to depreciate its costs over a 30-year useful life. More

Importantly, due to the increased reliability that new locomotives provide, Transnet would be able to

significantly increase the volumes it transports, This would drive substantially higher ROA for the

business.

Through past refurbishment strategies, TFR has exhausted almost all meaningful rebuild opportunities,

Thus, even if it were decided to extend the life of current assets once again (and suffer continued

operational inefficiencies and lower ROA), TFR would not be able to do so. The next exhibit shows life

extension options are limited to G percent of the fleet, as the aged locomotives have gone through

extensive refurbishment over time to a point where they can no longer be refurbished, ^ven the
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"young" locomotives in the fleet are refurbished versions of older models. For example, although the
18E is listed at an average age of 8.5 years, it is, In reality, an upgraded version of the 6E, a locomotive
that was purchased in the 1970s.

EXHIBIT 7

The current GFB fleet is aged — life extending options have
been exhausted - only 6% targeted for a complete rebuild

H MotmaBafarfuithsrrdurtMiTpw* B PecMfil far ichftltosnililg during MS p o M B Does not repH rcfutfefmn* Sirina HD5 pafcd

Number of locomotives Avmarja age of locomotfret

1BE1

31D

7P
3S
35
1K£>

6E«

37

39

•O

33

SE

Other

WGr3aiWTii«K5t~!SftS(i^SI 318
ssg""""

^Kg^rg^St^^i 34.2

^i?^>^'5^yp^r^fWf'^£-^*5 35,9

Ji$4g>,55f M'iSSS!*) 31.0

(1.0

trSSSflS^Sii-d Z0.0

Given a typtal ussfUI life of
30-3S years, S3% of (he
currant GFB (feet will have
aged beyond this point fay
Uw completion or HDS

Ttiebutiorihese
bcomotS'« havs already
been refurbished, an at the
end of their Ik c/dss and
must bs retired, gtven old
technologic Ui2t are
unsutable to UTorsde and
Msjti onQOlng malntsflsnix

• Only the 1Q£, reptesenHnj
;

ptsssbTs for comptste rebuild
Indudlng tschnolsgy changes
wShln HDS pcbd given E ^
and We tytla sbge of
bcorwtlves

1 l*El jhwi "vomig ag«* Tnwevcr an 3a upgfarisd vcfflcn of 6fff irfikh vns purchased In tke 19701
2 Indufcj7£7a,7E2,H!!i7a
310E S hdufoj In fieri plm ntlmita

Conclusion: TFR will experience a R73 billion revenue shortfall if the procurement option is not
exercised. The next exhibit shows that, unless new locomotives are purchased, the fleet will lose
8Smillion tonnes per annum In capacity by 2018/19.
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EXHIBIT 8

Given the currant trajectory of TFR's fleet runout plan, c- mulative
revenues of R73bn will be at risk by the end of MDS in 2019, with
further revenue at risk thereafter

— Expected volumes S Inxrootvet slnuiiy cm orter tS

X IrejmteicuatfngAnin

3. Proposed solution

3.1 Overview

To meet the fleet requirements necessary to support the MDS volur es, TFR needs to procure 1064 new

locomotives. However, flexibility must be built Into procurement t account for two factors - demand

fluctuations and operational efficiencies captured — that will ultim; ely affect the timing of locomotive

requirements.

3.2 Locomotives required to service market demand

TFR's Locomotive Fleet Plan was presented to the Transnet Board i April 2011 and was approved. This

plan provided details on the fleet's composition; how it would r n-out subject to the availability erf

funding; the locomotive upgrades; and the new locomotives requir i to achieve volumes of 110 million

tonnes per annum. Since then, the plan has been updated to reflec the fleet 6FB requires to meet the

revised MDS volumes, which ramp up from 82.6 million tonnes In 012/2013, to 127 million tonnes In

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

The plan's key objectives are to:

• Maintain and expand current capacity to meet the Increasif demand:
New locomotives required to sustain the current fk t.
New locomotives required to deliver the Increase In volumes.
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• Standardise the fleet to resolve both operational and maintenance difficulties —such as training
drivers, planning route designs, and maintaining locomotives - that arise with a diverse fleet of
multiple locomotive types.

• Capture Improved operational efficiencies provided by new generation locomotives.

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

The Fleet Plan is Transnet's current estimate of the number of locomotives it will require to meet fts

MDS commitments.

EXHIBIT 9

Locomotives required according to fleet plan

Number of tocomttlres E) Qrniubtlw number of kxnmcthra taken hlosnvte

E3 locnraoOvies on orda-

E3 Ffeet after run-out and operational bsses

2,592 2.681

2013/14 14/13 15/18 36/17 17/IS 18/19

New locomotive procurement is a catalyst to unlock this demand through standardisation which

Increases flexibility to deliver Increased operational efficiencies. This will increase customer satisfaction

and enable the shift from road to rail. For example, the exhibit below shows how locomotive efficiency

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
operational efficiencies captured and volumes realised.
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EXHIBIT 10

Improved operational performance and Increased customer
satisfaction from the upgraded fleet

SOURCE Z)t2/2aUTniun«tCoiparala PUn

The increase in locomotive efficiency is ba5ed n three factors; firstly, an inherent improvement In
utilisation of the current fleet; secondly, in gr ater tractive effort per locomotive of the proposed
procurements; and thirdly, operational flexibility.

Volumes

Increasing volumes during the MDS period are E

Transnet's ability to meet the targets set out ir

including the growth of the South African ecc

shipped. Should condctions change (e.g.; modlf.

significant impact on domestic coal requirement;

containers shipped), locomotive demand will c

must be flexible enough to adapt to potentic

demand conditions.

Operational efficiencies

The Fleet Plan will be affected by the operations

The plan takes the position that new iocomc

efficiencies to be captured (e.g., Increased ava

maintenance). Rightly - and conservatively -

additional operational efficiencies that could be

technologies (e.g., running dual-electric locom

changeovers from AC to DC technologies).

primary driver of locomotive requirements. However,

the MDS will depend on external market conditions,

lomy and changes in the demand for commodities

atlons to Eskom's new build timelines would have a

and a slowdown in GDP growth would result in fewer

ange. As a result, locomotive procurement timelines

changes in volumes based on macroeconomic and

efficiencies captured from new locomotive technology.

:lves' improved performance will enable operational

ability, reliability and operational flexibility and lower

he Fleet Plan does not estimate unproven potential

ichieved from optimisation of flows based on the new

tives across routes that previously required multiple
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The following exhibit shows how different assumptions of volume and operational efficiency could

ultimately lead to different locomotive requirements. Thus, to account for factors that could affect how

quickly locomotives are needed, Transnet must pursue a flexible procurement schedule, build'ng in

trigger points that will be staged throughout the MDS period.

EXHIBIT 1.1 '

The need for 1064 locomotives is determined by the realisation of
volumes and operational efficiencies-which informs the procurement
strategy

DBM asm {expected
focaauUvi requirement)
Is fasted on schtavfos
KDS with operational
efficfendes called tot in
TFR Heet Mm"
Changes to bass c a n
eoold come from

volume lrcnci>M.M

cperatoul emdenda
(t.0., potent1* to
change opentloral

t f t
optMsHlonofflow)

optntfonai

Opentfcml efficiencies captured by theneet

tcanant
mndttonsind

i
(oronwtfw
purdaiecajtd
b c i g i
batches to meet
evoW/uj
business needs

^
stnlcgy needs
tod t

p p
J Bacd on 2011-2013 jft>rtfi>H M. VSOS CJ7J7S

3.3 Role of Transnet Engineering (TE)

TE maintains the TFR fleet and in the past It has partnered with OEMs to provide local content. TE will be
significantly Impacted by the procurement of the 1064 locomotives - shifting from a maintenance-
oriented organisation with relatively smajler 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 by the procurement as articulated In the RFP. The

extent of TE's involvement with regards to Its strategy will be determined by TE during its negotiation

the relevant OEMs appointed as an outcome of the bidder evaluation and negotiations. .

•i
I

i
I
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EXHIBIT 12

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

Research & Development
Systems Integration
Concept Design
Detailed Design
Simulate and analyse

Tool design
• Plan for rranu&chi e

Manufacture or assembly
Test
Ongoing supplier
development

• Maintain
• Overall

Upgrade
Dispose

• Enhanced lupplieriawloprnen^and accreditation, required to Improve locarsa.Bpn.Initiative. ,.• •;•'••'. [• "• :•.'.

J /•*

Impact of the new deployment plan

Locomotive deployment Is never static and changes dynamically in accordance with commodity and
market requirements. It is also Influenced by standardisation of maintenance facilities and crew trained
in operating a particular type of locomotive. The proposed new locomotives are however specified to
enhance standardisation and be deployed over the entire core network whh the exception of diesels
going through long tunnels.

The new deployment plan will also 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 Increase reliability, requiring a contemporary maintenance
regime to exploit 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
specific depots. The new Class 43 diesels, however, have a service Interval of 90 days that can
possibly be extended to 180 days. Where an intervention may be required between service
intervals, this would entail the technician coming to the locomotive rather than the locomotive
going to the depot. As TFR improves its efficiencies, It will result In lower downtime and
increased availability of locomotives,

• Maintenance technologies. New maintenance technologies are anticipated, Include:
LCMS. A Locomotive Control Monitoring System continuously reports the locomotive
status to a central Locomotive Control, helping achieve optimum locomoth/e utilisation.
Acoustic Bearing Monitor. This wayside equipment acoustically monitors the rolling
stock bearings as they pass the wayside station, analysing the bearing "noise signature"
for signs of failure. The signature provides sufficient warning that the locomotive can, be
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diverted to a depot for bearing replacement in a -'mely fashion. This extracts the

maximum possible life out of the bearing as opposed co the conservative time-centred

replacement that is the current practice.

• Skills and staffing. The skills needed will change from a mechanical maintenance paradigm

(electrical and diesel fitter} to one of an electronic diagnose dan. Should this change not be

contextualised and Internalised and old maintenance practices continue, reliability and

availability will be compromised and locomotive life will be essened. Although maintenance

staffing requirements will be reduced, potential exists to res locate these resources to build-

based activities.

• Depot evaluation. Current, older locomotives must be serwed for several weeks at a time.

Even for some of the heaviest maintenance, a new locomotiv- is expected to be in a workshop

for no more than 72 to 95 hours. This will bring about i shift in the way TE conducts

maintenance operations. Today, Transnet has over 130 locatic is throughout the country. In the

future, TE will require a smaller number of very large super-c ^pots that can handle a range of

activities, Including all types of major component exchan je for both diesel and electric

locomotives. Additional smaller facilities will still be required f >r servicing, fuelling, preparation,

and vehicle recovery in case of breakdown.

See the Supporting Documentation section E5 (Deployment Plan for more detail on TE's new

maintenance philosophy and proposed changes.

3.4 Other benefits to South Africa
Lower costs of transportation

As described In the Business Needs Section, a more efficient and reliable fleet will support the transition
from road to rail, which is typically more cost-effecth/e for transporting goods more than 300 kilometres.
This shift will lower infrastructure repair costs (given the damage to r jads from the current trucking of
commodities like coal) and contribute towards a reduction in road traf :c fatalities.

Lower costs of emissions per tonne

Modern locomotive technologies will also result in energy savings - (8- 10% lower consumption for
dlesels and 18% energy savings for electrics). Therefore, this will resuh in savings of over 31,0O04 tonnes
of CO2 and R55 million per year by 2018/19 for diesel locomotives a id potential additional savings in
electrics. Today's diesel fleet Is more than 30 years old and therefore x ot emission-efficient. The electric
locomotives, which haul approximately 86 percent of the total gr ss tonne kilometres moved per
annum, are not considered heavy polluters. However, given the coa pollution from Eskom electricity
generation, total emlssjons attributable to the locomotives are hlgr IT. The new electricity-increased
energy efficiency would lessen their environmental Impact, as well as t ie demand on the power grid.

Although meeting Transnet's MDS targets would naturally entail tno ;ased locomotive use - and thus
increased emissions - the new locomotives' greater energy effic!er:y will help offset this. The new
diesels and electrics would, at a minimum, meet United States Envirc imental Protection Agency Tier 3
and Tier4 standards when they come into effect Fordiesels, the ne / locomotives are expected to be

4 Savings over the current locomotive emissions per MGTK

5 Given the expected tariff structure from 2015
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10 percent more efficient in energy conversion than current diesels. In electrics, the Ore Line 9E and the
new 15E series are at least 18 percent more efficient in energy conversion. A similar Improvement is
expected in the new general freight electric workhorse with AC traction motors that will replace the 18E
series with Detraction motors.

4. Detailed analysis of recommended option

4.1 Financial analysis overview

4.1.1 Overview

The capital expenditure for the 1064 locomotive procurement transaction Is expected to be R38.6

billion, 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 12.56%, would increase the NPV to R34.1

billion. The following sections describe the approach used to calculate the NPV and expected capital

expenditure.

4.1.2 Base case NPV

Key assumptions into this base case NPV calculation are in the exhibit below.

EXHIBIT 13

The NPV of the 1064 locomotives transaction Is R2.7bn (hurdle rate)
or R34.1bn (WACC)

• Increased operational efficiencies from new locomotives oiled for In Tf a
Ffest Han wiH be achieved

• Run-out optimised for current refurbishment state, by loco dais

Dotery on HOS targets, with volumes Increasing from 91mcln ZD13/14 to
170mt h Z01S/I9

* DaBvwy schedule caled lor In the dbsel and elaclric RFps ran bo met (e.g,
oi ls for first 100 d e x b In 2013A1 and first 6S dair ies In 2014/15)

• Al 1064 locomotives procured by 2013

Current forward ZAR/U5D exchangs atsi at average of US) over the
accplslUon period

USD 2.6 mICtoyR25.2 mlElan per dlesd a i d USD3.S million / R33 3 milbn psr
electric, assunlng SDK locaHsSfcn and a Z K b a l l a t m premium. RSA
csrnponent exacted with I n i U t n , 1150 oomponent escalated st US WVitiso
and converted bade to ZAA based on forward exchange rats

Tariffs as per MDS cornritmnbi ( cobUon ~ 7 % per year from 0.42 tVanXm
In 2013/H b OJJ IVbnKm In 2018/19)

Capex:
RJB.Cbn

aligned to
corporata plan

1 E s a e p u l t r n j M H I o e s J / M - 2 0 1 l / «
2 CJlnlJUd uinj hurtle rale rf 13.HH; (TV wi l l In RM.lbn ITTPWl WACCo/ I U M k uml

4.1.3 Fleet plan versus RFP delivery timelines

The number of locomotives required to deliver MDS Is based onTFR's Fleet Plan and planned run-out

strategy. It Is based on the assumption that TFR will capture operational efficiencies from new
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locomotives (e.g., increased availability, reliability and operational flexibility, lower maintenance costs).
This fleet requirement Is also driven by volumes, which are assumed to be TFR's MOS targets for Gf B.

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

EXHIBIT 14

I

I
I
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I

r

I
I
I
I
I

[1
.1

Annual locomotives to be delivered according to the
Diesel and Electric RFPs
Total = 1054 locomotives procured

0 Diesels
El Electrics

230 230

195

II

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

4.2 Approach to revenue calculations

Revenues were calculated based on the Incremental volumes attributed to the 1064 procured
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 GFB
productivity (million gross tonne kilometres, MGTK) for each of the locomotive types and the number of
locomotives within each type aggregated to a fleet level productivity capacity. The incremental volumes
for the 1064 procured locomotives were calculated on the difference between the capacity required to
achieve the MDS and the existing fleet capacity, subject to the maximum capacity of the procured
locomotives.

Bottom-up volume calculations based on locomotive productivity

The total MGTK was transformed into net tonnes volumes using a historical GTK/NTK ratio and
forecasted average distance using the MDS forecasts. Locomotive productivity assumptions for
locomotives without an applicable historical productivity were based on similar locomotive types within
the fleet. The productivity estimates for the new procured locomotives were based on the historical3mc
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average productivity levels achieved by ti- a TFR fleet The existing fleet breakdown and productivity for

2013/14 is detailed in the exhibit below.

EXHIBIT 15

Volume capacity was calculated and split •:

• TFR fleet requirement capacity (

Section E4-7-Year Locomotive Rec

• Existing TFR fleet capacity (based

on order. Supporting Documentat

• 1064 procured locomotives capac

The incremental volumes for the 1064 prc
the capacity required to achieve the M
capacity of the procured locomotives. Th
locomotive write-offs due to Incidents, w
off each year. The productivity lost was b
locomotives.

:ross three different categories:

ased on TFR fleet requirements, Supporting Documentation

Jirement).

on the TFR fleet run-out schedule and expected locomotives

jn Section E2 -General Fleet Runout).

y (based on the procurement assumptions above).

aired locomotives were calculated on the difference between
•S and the existing fleet capacity, subject to jhe maximum
: existing fleet capacity also accounts for lost capacity due to
:h 7 dlesels and 8 electric locomotives assumed to be written
;ed on average locomotive productivity for dlesel and electric
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EXHIBIT 16

MDS

required

capacity

Existing

fleet

capacity

Written-
off (lost)
capacity

Required

capacity

2013/14

86,401

79,403

1,101

8,099

2014/15

98,479

79,697

2,201

20,983

2015/16

120,811

98,478

3,302

25,634

2016/17

138,409

101,730

4,446

41,126

2017/18

148,467

90,848

5,591

63,211 •

2018/19

158,434

86,130

6,736

79,040

Translation into volumes required

The aforementioned required capacity amount is converted into required net lunnes 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- locomotives. TFR

experience a large volume shortfall in the first 3 years due to DC locomotive shortfalls. Without planned

mitigation strategies, this shortfall will persist till 2018/19 given that TFR fleet requirements are

assessed as of the beginning of the fiscal year but locomotives would be delivered throughout the year

(e.g., In 2018/19,1064 locomotives are required at the start of the year, but the 1064lh locomotive will

only be expected later that year). Refer to Section 5 on Risks for a description of TFR's planned

mitigation strategy.

These volumes can be combined with the expected tariffs for GFB during the MDS period, as per the
exhibit below:
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EXHIBIT 17

vv. t>;-fv.v ••!"••:.•. v.

Existing fleet ; i "

Iqcqmqtives ••"''

Volume .

shortfall

^ ^

."% '"". '.".' . > * ; ,' ;',* ;*.*!

151

106 . ;

41

^. v •'•': v - r .

92 ; ; ; ' s ^ « ;

&. '•V;^-i.;

s ; • ; . • • , • „ . •

85 .

77 •>--'i-:

: a : - • • • • / - }

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

EXHIBIT 18

2013/14J.';;

0.427.->-^--i

2014/15 o ;. 2015/16.,^:\: 2017/18.. ;

0.54

2018/19. .:.".:••

0.58
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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

Revenue
Millions of ZAR per annum

Q Revenue at risk due to loco shortfall

HI 10S4 Incremental revenue

El Existing fleet revenue

2013/14 14/15 15/16 16/17 17/18 18/19

4.3 Approach to cost calculations

Cost schedules were calculated for the entire life cycle of the 1064 fleet split into the categories listed
below, Including: a) Total cost of ownership (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
components:

• Purchase price. As mentioned above, the purchase price Is assumed to be R25 million (US $2.6
million) for a diesel locomotive 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 SO
percent localisation 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 converting back to ZAR using forward ZAR/USD hedge rates. The local price
component was escalated at South African PPI. Refer to 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 procurement order quantity for the
1054 locomotives will significantly reduce the development costs component of the locomotive
price and has been factored Into determine the price estimates.
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Diesel costs. The diesel costs for the 465 locomotive; were based on the GTK of the locomotives

and diesel consumption per GTK. Prices were escalated from a 2013/14 price of R l l per litre

escalated at R/USD forward rate percentage change and US inflation.

Electricity costs. The electricity costs for the 599 locomotives were based on the GTK of the

locomotives and consumption per GTK. Electricity :osts were escalated at forecasted Eskom

tariff rate Increases of 8 percent up to 2017/18 snd an average of forecasted CPI and PPI

thereafter.

Maintenance costs. Expected maintenance cycle: over the lifecyde of locomotives were

calculated. The cash flow profiles for diesel and electric locomotives are presented in Exhibit 23.

Insurance. Assumes an expected wreck cost per year ascalated at the average of CPI and PPI.

EXHIBIT 20

Electric locomotives have a lower TCO than diesels but their
upfront cost is higher than diesel locos

ZAR. millions

Avings Fual Main- OHitr
puichats lonanc*
pries

TCO TCO

SOURCE: Tranjnd IG61 ICCD Business Cue, Expert intovkns
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EXHIBIT 21

Development costs are the largest omponents of total
capital cost of both diesei and eleci ic
locomotJvemotives

DitseJ capital cast breakdown

Electric capital cost breakdown

Develop- Metal Bogie Internal : ofit Total cost
ment work frames com- r argil of

pcnsnl? locomotive

Production
1 Sued an stawii'dfaconwCvEmotVca with anonfer of ISO loegnoUva dz Sid
2 Tocfcn tr^tor, wMng, sKonitor, can£n1 syitem, elc
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EXHIBIT 22

Electric locomotive pr ice is more se sitlva to order size
than diesei locomotives | PRBIHINARY

Diesel

Development cost per locomotive,

2B

20

100 300 400
Number of locomotive

Electric

Development exist per hxsmotive, Pertsnt

50

20

500
Number of locomotive

Transnet Freight Rail
1064 Locomotives Team

Capital projects
18/04/2013 | Page 34 of 102

0057-0366-0001-0191

TRANSNET-REF-BUNDLE-00973



1
}

I

692

EXHIBIT 23

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

Cost
Millions of Real USD per annum

O50 •

0.45

0.40

0.3S

0.30

0.25

0.20

0.15

0.10

0.05

n

•

-"•"£/ i

0 2 4 6 8

Dlesd
— - Be**:

A
\\ AA

10 12 14 16 18 20 22 24 26 28 30

4.3.2 Capital and ether costs

Capital cost outflows for the procured locomotives have been structured with an aggressive payment
strategy of 90 percent of the locomotive purchase Is paid on delivery of the locomotive and 10 percent
on acceptance. Upfront costs of R2S0 million for diesel locomotives and R300 million for electric
locomotives will be paid on signing the supplier contract and will offset against the cost of the first batch
purchased. The purchase price of both diesel and electric locomotives assumes a 50 percent localisation
component, with a 2 percent localisation premium applied.

In addition to modelling the capital costs for locomotives to be procured for the 1064, associated wagon

and infrastructure costs have been allocated as per the 2013 Transnet Corporate Plan - the exhibit

below shows the capital costs for diesel and electric locomotives, wagons, and infrastructure.

EXHIBIT 24
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Cfe

• Wagon costs: Costs were calculated based on the expansionary number of wagons required to

achieve 170 million tonnes {16,459 wagons) based on the proposed capex budget in the

Supporting Documentation Section E12 (Wagon Requirements). Op-.x and copex costs are

incurred according to Incremental volumes moved.

• Infrastructure costs. Costs were calculated using the total requ red expansionary GFB

infrastructure to deliver 170 million tonnes based on the latest corpo-ate plan. Infrastructure

copex costs are incurred according to Incremental volumes moved.

• Overhead costs. GFB overhead costs were calculated using actual 2011/12 TFR overhead costs

allocated according to the ratio of GFB personnel to total TFR personnel. Procured 1064

overhead costs were allocated from the GFB overhead costs on the ratio of 1064 incremental

volumes to GFB volume required,

• Tax costs. Tax costs were based on an assumed tax rate of 28 percent and calculated against net

cash flows (revenues — costs) and adjusted for capital cost distribution.: of locomotive, wagons,

and infrastructure expansion. The capital costs for locomotives and vngons were depredated

over5 years since the purchase date and Infrastructure has been depre iated over 30 years. Tax

credit income has been included as a cash Inflow in the following year of accrual.

4.4 Breakeven points for NPV: volumes and tariffs

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

• Volume (everything else fixed). CAGR of 11.7 percent from 2013/14 :o 2018/19(160 mt p.a.
realised in 2018/19 vs. 170 mt p.a. as pei fviDS), which is below the MD£ target of 13.3 percent

• Tariffs (everything else fixed). CAGR of 6.1 percent from 2013/14 to 2013/19, which falls directly
between CPI (S.6 percent) and the MDS target (6.6 percent).

5. Treasury Considerations

The acquisition of 1064 locomotives will cost R38.S billion and has been Included In the overall MDS
funding amount of R86.S billion over the next 6 years. Consequently, the funcing options will Include
those in the borrowing plan as contained in the approved Transnet Corporate Plan 2013/2014. A
mixture of cash generated by operations and external borrowing will be used to fund the acquisition.
Two-thirds are assumed to be financed using cash generated by operations, ar d about R13 billion will
need to raised externally. The external funding will be raised utilising both tba Global Medium Term
Note programme for dollar funding and established domestic sources for R:-nd funding - e.g., the
Domestic Medium Term Note programme. In addition, options like development finance institutions
(DFIs) and export credit agencies (ECAs) will be considered to lower the cost of finding. •
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EXHIBIT 25

Diversify funding sources;

Marag« fcjuldty rtsJg end

RedJceWACD.

liiilisll
Continue to use Uw danestic opflal [nkrhets « I pdnury fundbig sognx nnh

emphasH on the fclowfng:

• Issue new tang tsrai fixed bones;

• Issue iMdtOTtninltos'Jns rate nott bonds;

• Use ommstia! piper for raking a£ta!r.ee&

upsiutiiEGMTNPmgiaraire to JStn «nd Issue j SoSal Z « tond unda- the

Programme;

Implement iCK&ttedeniptloii Fund;

R billion

(15.6

&
19.1

(11,2)
XO) w«3)

VIE IIJU Vlil 1V19 19TO

The planned new fleet is estimated to cost R38.6 billion using escalated calendar year 2013 prices. The

acquisition of the 1064 locomotives will be funded using a mixture of cash generated by operations and

external borrowings. Assuming that two-thirds will be financed using cash generated by operations,

about R13 billion Will need to be raised externally.
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5.1 Funding options

EXHIBIT 26: POTENTIAL FUNDING SOURCES FOR iVDS

Expert Credit Agency ( t e n )
USExtnTniuni 2

G!cbjlMeJum-term)<ot»(artTN)
AMtibie under rheGMTN programme1 USflrOnVTM
Domestic Mtdlunvtenn Nsl* (DMTN)

Ava8atfe uncer the OMTH Procraimt (pimmtrdal Paper (CfJ
indents)

• Awrbble far tend fcjuara

. • Avai l* forO"

((QBJm)

Tiaunat vaW funlier explora new
' jidjng solutions. Investors and
narfests such ss:
' luulns bonds In other nwksls (Yen;
US Dolbr; Euro; Australian Dollar:
Swiss Franc; Sufcuk markels). The
^osloTlhe posslbta funding to ba
raised WS b« evaluated (etaOve to

Bank lain <CcnesUc biiki)

• r^nnadbdBesaval&tiliiMtir-,

Total

n21 rournotfea

• .

R5.« mio.1

B31,9tl!0ll

ru,s eaisoa

' Ris^ttten

Q
lnlemailonal dabl ctfttsl msrkels;
Projid bonds and projsd Cnsncs;

' ExlsmSng tie duratian oTTnininiil'i
existing domestic bonds, as well as
Ida Issuance 01 new types or bond:
(or purposes of bullditijTransncl's
ylald curve; end

- Expand Development Flnencs
Insllluton (DFtsJ and Export Credit
Agency (ECA) lir.ondnj, Uitroby
AjritiercSverstfyingTrensnef 9 funding
sources.

* t

EXHIBIT 27

1 ! 14/1S • 15/1S 15/17 17/ ia l^ lS/19 1,13/20. }Tqfai«cpendituf«|
'Diesellocomotives-465 f 2.431 ZS5 "2.71 ' 2.88 ' 2.061 - ] " ' j ^ J
'BertrrcioramrJtlves-599 ' 'C~ [ CL30'.'' "'i.86 AS7 •'" V.CW " 5736 [ 6.28J "_ J _ ^ ^
LD'comofn'e"co'ndngency ! " "6.17!'" 0.27: a4S. tt49 S s i '6.29', ' ' O.oi: Z.24;

5.1.1 Funding risks

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

• Implications to funding of actual versus planned cash rlows.

• The Implications of Basel III on swap costs, terms and conditions of derivative transactions, and
availability and quantum of credit lines, monitor ETC -nd Impacts on cash Interest cover, gearing
and S&P liquidity ratio.
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5.2 Forex risk mitigation

Forex risk mitigation will be Imperative for a transaction f this size. A change in the Rand to US dollar
exchange rate of 10 percent would represent a R1.2 bllllc i impact 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
volatility Is not unrealistic Forward exchange rate projec: ons suggest a devaluation of the Rand versus
the US dollar over the next few years.

Transnet's hedging approach

Transnet's preferred option Is to enter into Rand bass I supplier agreements with OEMs, with the
hedges undertaken by the OEMs themselves. However, ven when hedging is conducted by the OEM,
Transnet ultimately pays for the cost of hedging, which s factored into the purchase price. The main
advantage of a Rand based supplier agreement is the e! nination of volatility in the Group's financial
and the non-utilisation of bank credit lines for hedging p poses.

Should Transnet not be in a position to enter into a
exposures will have to be hedged as per the Board app
(FRMF). it is anticipated that Transnet should be in a p
hedge the FX risk exposures. However, this cannot be g
be approached to diversify their risk exposures and ths
respective credit committees. However, there Is a risk t
pressure to the availability of hedging lines for future ML

Long dated hedges as anticipated in this transaction are
The exhibit below shows Transnet Treasury's view of z
hedging, used In the business case.

EXHIBIT 28

and based agreement, all foreign exchange
oved Financial Risk Management Framework
sition to obtain the necessary credit lines to
aranteed, as a number of banks will have to
janks will have to obtain approval from their
at the magnitude of this transaction will add
5 requirements.

ixpensive due to banks' capital requirements.
ZAR/USD forward curve including the cost of

' -$£9.13 '-V̂ i :$RS.59 T ' ^ I R I O J Q ^ £*

Impact of localisation

Localisation of production is a natural hedge. Exposu a would increase with lower a lower level of

localisation (and, by extension, decrease with a higher ievel of localisation). The exhibit below shows

foreign currency exposure for a 10 percent devaluation . cenario to be ~R1.2 billion given 70%

localisation of component manufacture. Without any 1 calisation, exposure under this scenario would

be ~R4 billion, suggesting a localisation benefit of ~R2.S million.
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EXHIBIT 29

Assuming a 60%
localisation

Assuming a 70%.
localisation

Assuming a 80%
localisation

R11.6 bn • . .-...,. * R0.5 bn ; , R1.2 bn

R7.7bn , R0.4 bn R0,8 bn

Thus, hedge accounting will be used to minimise exchange rate volatility on the Group income

statement, but localisation is a critical leverto reduce the ultimate cost of the hedge.

6. Operational readiness

6.1 HR plan

A procurement event of this magnitude will require a significant increase in in GFB's workforce. GFB's 7-
year human resource requirements are part of a TFR-wlde 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. It Is

also estimated that over the life of MD5, TFR will require an additional 3 065 drivers from current levels.

However, TFR only has capacity to train on average 500 drivers per year and, at Its peak In 2015-2016,

TFR will require an additional 791 drivers, resulting in shortages.

TFR has transitloned from a mandatory Refresher Training every 2 years to a Continuous Professional

Learning programme, cutting training time from 22 days every 2 years at the School of Rail to 6 days

every 2 years on site. This will effectively free up capacity at the 5chool for additional-training of new

recruits.

The exhibit above shows the drivers required every year over the MDS period, highlighting how many

additional drivers need to be trained. It also shows the School's capacity requirements over the period.

The new training philosophy will give an additional 6,820 man weeks (80 percent Increase) of capacity to

the facility, allowing It to meet TFR requirements. However, TFR will need to start training new drivers

Immediately to close the driver shortfall before the peak demand period in 2015/16. .
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EXHIBIT 30

Under the new training philosophy, Transnef s School of Rail
can supply enough train drivers and assistants to sustain the
1064 delivery schedule

S MnHionil drivm B

Amjgt trailing of
newcrc»-lS

school of full
capacity-8.50D
nun weeks (500
new students)
Aldtlvcra

mantfitoy
Refresher taWn
22 days every 2
yearj at 5oK
Wanton to a
Coctirarais
Professional
leaning
programme free
tip oiadty (5,02a

opacity a n t e
used for new
drivers

Implications

• Unite the new
training
philosophy.
School of toll
huerouoh
capacity to meet
crew
reqtilieir.ciitslbr
Hie MM
locomotive
ddlvEiy sdwdula

• To meet the
need for drivers,
School of Ril
must start

driven

»n n»ly<l ind OlUf canleU fctwirf

G.Z Infrastructure dependencies

To deliver against MDS volumes, the 1064 locomotives must perform as part of a railway system well

equipped to move such volumes. Therefore, sustaining and expanding investment in infrastructure and

other key projects within the system will be critical to support MDS delivery.

Infrastructure dependencies

Locomotive deployment is tightly mapped to the railway infrastructure and routes. Route characteristics

(e.g., power source on route, axle loading capacity, and the presence of long tunnels or tight bends)

largely determine the type of locomotive that can be used on a particular route.

As part of the MDS' planned R308 billion spend, TFR will also Invest in projects to sustain and expand rail

network capacity and footprint. The strategy pursued by the Rail Network over the 9-year planning

horizon covers two key strategic focus areas to enable volume growth and systemlcally improve the

safety of operations. Programmes aim to:

• Expand infrastructure, creating capacity ahead of demand. Supporting Information Section E12

(Infrastructure Plans) depicts the current status of the network In terms of axle loading and

electrification, respectively, and Section Fll depicts the future status of the network In terms of

axle loading and electrification are also depicted In Section Ell.

• Sustain existing infrastructure through accelerated maintenance programmes. In addition to

the railway network, there are also programmes for the sustenance and expansion of supporting
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infrastructure. The tables in the Supporting documentation Section Ell are extracted from the
TFR Business Plan 2013/14 - 2018/19 and detail both the expansion and the sustaining
maintenance programmes for Perway, Electrical, Signalling, andTeiecommunications.

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

EXHIBIT 31

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

ZAR. billions

Rail line section Total seven year spend (ZAR bn)

Estom and coal line to 91mtpa+

Waterberg

Ore line to 90mtpa

Swazi rail link (SA Portion only)

Manganese General Freight lGmtpa

Gautsng Freight ring

Terminals

Maputo link

Natcor

Grand total

8

Timeline

2012-2019

2012-2020

2012-2019

2012-2015

2012-2019

2018-2019

2012-2018

2012-2016

2013-2017

331
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EXHIBIT 32

Expansionary infrastructure expenditure timeline

Bold tsxt =r toterctependendes with GFB wAumz expansion
BACKUP
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Considering the existing network capacity and the expectation that t; sse projects will be competed

according to plan, network capacity is not seen as a constraint to achlevi g the MDS targets.

6.3 Wagons

Transporting the volumes envisaged in the MDS requires sufficient

wagons and locomotives. TFR has three distinct operations; General

haul operations of the Coal Export and Iron Ore Export Lines. Each of t!

wagons and locomotives. This business case addresses the General F

only though they are lightly interlinked with the other operations.

The MDS predicates growth over a number of flows and which extend c

where locomotives are changed because of traction changes dictated b

Wagons are tightly linked to the commodities they transport while Ioc

not the commodity rtself; accordingly locomotives are allocated accord

the particular operating section.

To meet MDS volumes, wagon capacity needs to expand for all TFR bus

new wagons through TE, there are various life extension strategies are i

the business.

n appropriate rolling stock in

reight Business, and the heavy

ase has their own unique set of

sight locomotive requirements

er a number of operating areas

the rail network Infrastructure,

motives relate to the mass but

ig to the tons transported over

lesses, In addition to producing

place to sustain capacity within
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The wagon build programme will deliver wagons in advance of
demand thus enabling the delivery of MDS volumes

Millions o! lonncs (mt)

MDS volumes

' Wagons produced

• Lromoflve delivery as per RfF schedule

20U/14 1V1S 1916 17/18 IB/19

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

7. Risk management

7.1 Risk overview

A transaction of this magnitude in the public sector has Inherent risks that should be addressed. Some of

the main categories of risks are planning risk, market risk, exchange rate risk, operational readiness risk,

transaction governance, legal risk, and exogenous risk. Transnet uses a CURA framework to categorise

and assess risks, as per the exhibit below.
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EXHIBIT 34

Risk assessment and rating
high Impact

Impatt
lowH«Jw«J,ki«tajact

Risk Rhk ranking Mitigation action
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School ot Hal b pmidfi ipprepcUa IATS tninins

Information where post tfewMe enforcing ftfctat oxAisnUalltv
arts prt&rccl on bccumc* slving and data rooms

gnmm trawpwrt procttfemect p i o m i

1 Infom-Jton «nd AdminM^Uv* itOtrdogf Seniui

A - , A , . ; » - ••. . - |
adwnbjeoleWticiKCmoUvemcejicnUvepowers

/.Z Planning and deiivery 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 delays in the

transaction process. A major risk is TFR's current PPPFA exemption status that has lapsed. TFR is

currently awaiting a PPPFA exemption for the 1064 locomotive procurement that will allow it to procure

using the 60:20:206 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 arise if a supplier is

unable to meet its delivery targets for the 1064 locomotives. Delays of the delivery schedule are a

critical risk to Transnef s ability to meet its MDS commitments and the sensitivities are modelled below..

7.2.1 Delivery schedule sensitivities

Given expected production and procurement timelines, It Is unclear whether the quantities demanded

by the RFP (100 diesel locos In 2013/14) are achievable.

Even assuming that the RFP procurement schedules are achieved, as per the base case in Exhibit 35, TFR

would experience locomotive shortfalls from 2014 to 2019, peaking at approximately 150 locomotives in

2014-201S, because of the procurement delivery lagging the required fleet demand. This results in a

cumulative volume shortfall of 49 million tonnes for the MDS period.

6 Breakdown of bid evaluation criteria: 60 percent, price, 20 percent local supplier development, and 20 percent B-
BBEE

sntf
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Delivery schedule sensitivity 1 and 2, which factor in delays In procurement and production, show

significant Impact on volume shortfalls (110 million tonnes and 1S5 million tonnes respectively),

highlighting the importance of expediting delivery schedule to meet MDS targets,

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

3.0X.

To mitigate the risk of delays, TFR will pursue a number of strategies simultaneous!1,, including

contracting multiple suppliers; staging procurement by using International suppliers for initia batches as

local supplier development ramps up; and pursuing a conservative payment strategy7 tc Incentivise

delivery. TFR will also examine mitigation strategies to address the immediate locomotiv: shortfalls,

including leveraging existing contracts, front-loading orders with International supplier; exploring

leasing options, and revising the fleet run-out strategy.

7.3 Market risk
The inherent risk is that the commercial sectors that the wagons and locomotives are built :or will not

achieve the anticipated market growth. This is dependent on South Africa's economic grov th and the

growth of Its trading partners. Realisation of this risk could result in underutilised assets and diminished

financial performance given the high-fixed-cost nature of the business, In addition, given th; t tariffs are

projected to grow at a faster rate than CPI under the MDS plan, there is a risk that tariff ir :reases are

not fuliy realised. Other key business risks include inflated purchase prices (not related to for ;x changes)

and cost increases exceeding forecasts.

7.3.1 Volume

Purchasing 1064 locomotives without matched volume demand will lead to a significant loss j f value on
the transaction. Sensitivities 1 and 2 in Exhibit 35 indicate the large swings In NPV due to IV )S volumes
not materialising with NPV dropping to R1.0 billion and -R20 billion, respectively. Volume sensitivities
have the biggest impact on CIC, with Sensitivity 1 decreasing the cash interest cover ratio [C\< ) from 3.3X
to 3.1X In 2013/14 and Sensitivity 2 decreasing the CIC from 4.1X to 2.7X from 2015/16 c wards. To
mitigate this risk, as mentioned in Section 3, Proposed Solution, TFR should stage proc irement to
maintain flexibility.

7.3.2 Tariffs

Exhibit 35 demonstrates that tariff growth impacts the NPV value significantly, with CPI-rel ted growth

1 percent lower than the MDS base case of 7 percent, results In an NPV of -R1.5 billion. Xccelerated

tariff growth 1 percent above MDS results in a positive NPV of R7.8 billion. Tariffs have a marginal

impact on CIC with the biggest impact In 2015/16, dropping from 4.0X to 3.9X. To mitigate he value at

risk, TFR will execute against its Market Development Strategy, building strong customer satisfaction

that will enable it to deliver target volumes.

7 Bulk of payment mada on delivery and acceptance.
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EXHIBIT 35

Demand; tariffs, and delivery schedule risks must be managed (1/2)

SerelUviUu

7.3.3 Purchase price

Purchase price sensitivities detailed In Exhibit 36 Indicate a moderate impact on NPV with a 10 percent

increase in base price resulting in a -R1.5 billion movement in NPV. To mitigate t e risk of inflated

purchase prices, clean sheet costing should be performed to unpack components if the locomotive

price and support effective commercial negotiations.

7.3.4 Costs

Exhibit 36 indicates that cost base movements will have a moderate impact on NPl., decreasing it by

R3.5 billion for a 5 percent increase in base costs. Costs have been budgeted according to Transnet's

Corporate Plan.

7.4 Forex risk

Forex movement sensitivities In Exhibit 35 Indicate a moderate impact on NPV v ith a 10 percent

devaluation In Rand versus USD resulting In a -R2.4 billion movement in NPV. To rritigate the risk of

exchange rate fluctuations, the project will be hedged according to the Group policy.
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EXHIBIT 36

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

Impact
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7.5 Transaction governance risk

For a transaction such as this, confidentiality is of the utmost importance tc maintain the Integrity of the

procurement process and prevent unwanted media Interest. Failure to upi- jld strict confidentiality 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 minimizing the dissem: latlon of Information where

possible while enforcing strictest confidentiality.

7.6 Operational readiness risk

Operational readiness risk refers to TFR's potential Inability to integrate the new fleet into 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 prep irations, are detailed In the

operational readiness section below.

7.7 Exogenous risks

7.7.1 Energy security

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

] • Delays could occur in Eskom's IRP build programme, resulting in a shortage of electricity for
"1 South Africa. South Africa hopes to meet forecasted demand by adding 21GW of new capacity _

I by 2030 through the IRP build programme. However, the programme is running behind •
schedule. Strike action and equipment failure earlier this year has made i t likely that the Medupi

] plant wi l l miss Its deadline of coming online at the end of 2013. IPPs and nuclear power plants
j will most likely not have the capacity to have any meaningful Impact on the supply shortfall Jn •
I the medium term given the current lack of regulatory frameworks and procurement delays. •
j Furthermore, Eskom has only been granted about 50 percent of the tariff increases ft requires to

"| finance infrastructure investment, which may also have long-term implications for Eskom's flj
K ability to meet demand. •
' • Energy costs could increase should the IRP's planned capacity be commissioned on schedule but

' j _ at a cost much higher than in the initial plan. The cost of electricity Is expected to rise at 8 •
\_ - percent per annum in the next 5 years to finance the req jired infrastructure investment. The J
( : Vj. planned migration to relatively more expensive clean enarg/ will cause energy costs to rise even

^ ' " ^ I j further. «
j • Timely decisions may not be made for electricity supply bjyond Kuslle capacity, resulting in a •

shortage of power beyond 2017.
• Electrification infrastructure may not be installed in the appropriate geographies to enable ^

I Transnet to capture volumes from new regions as planned. I> •
7,7.2 Potential strike action

,' Given recent history, there is some risk of strike action along the local supply chain over the life of the I

transaction (I.e., at locomotive assembly factories, TFR, coal mlnss, and Eskom). Strike action at any *
j point in the supply chain could delay delivery of locomotive.;, Increase costs, and compromise

| operations of the fleet, resulting in lower volumes moved. B•
1
/ 8. Governance _

To ensure effective governance of the 1064 locomotives transaction, a number of structures have been

Implemented:

• A Steering Committee with the primary purpose of prc /idlng oversight of the transaction, •

including developing a business case, submitting this business case to the appropriate governing

bodies, and overseeing the procurement process,

• A high-value tender process managed In conjunction with Transnet Internal Audit (TIA) with the I

mandate to protect agalnstf raud and corruption.

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

transaction, including a confidential data room and t ie management of non-disclosure

agreements (NOAs) and access to information.
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8.1 Steering Committee

The 1064 Locomotives Steering Committee, which is chaired by the Transnet G jup Chief Executive, has

taken overall ownership of the final draft business case for locomotive investms it and the procurement

process. Key activities that have been overseen by the Steering Committee inclu Je:

• Developing the business case and approval for submission to Transnet's governing bodies.

• Submission of the business case to the Department of Public Enterprise OPE)

• 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.

• Understanding and recommending strategies to address all legal ramific tions of the locomotive

procurement process.

• Ensuring procurement process transparency.

8.2 High-Value Tender Process (HVT)

Objective of the HVT

• A key abjective of the High-Value Tender (HVT) Gateway Review Proce;-, Is to provide real-time

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

procurement best practice at each gateway on tenders above R50 milllo,.

" The purpose of the HVT Gateway Review Process is to increase the likeli ood that the processes

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

" The High-Value Tender (HVT) Gateway Review Process provides a platfor n for:

Providing assurance to BAC and other key stakeholders vvthin Transnet on the

effectiveness of the processes followed for high-value tenders.

• - Providing Input into updating of procurement procedures ard supporting controls,

thereby strengthening the overall control environment for high-' alue tenders over time.

Fewer queries/challenges raised by DACs and/or bidders during r igh-value tenders

Reduction in timelines due to reduction In number of re-ter lers resulting In faster

capacity creation.

- Rolling out and sharing of best practice across all ODs to im irove the efficiency of

procurement processes.

Long term up-skilling of procurement staff.

Design principles of the HVT

• Drawing on recent lessons learnt from 85 electric and 43 dlesel locomc rives tenders, enhance

the overall tender process for Improved efficiency, effectiveness and enh j.nced control.

• Play a greater role in the planning and coordinating activities to support • le PMO.
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Ensure full integration with the Corruption Risk (Forensic) management plan developed for the

1064 locomotive acquisition.

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 stages.

Generally place added emphasis on ensuring that TIA is proactlvely Involved at all stages of the

gateway review process and are able to fully share best practices and insights with the

evaluation, negotiation and acquisition council review teams.

EXHIBIT 37

Approach to the 1064 Locos HVT

HVT process and 10S4 status

j | i Completed on April 30"

H | Stage to start

H j Stages not yet reached

Tighten HVT methodology
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EXHIBIT 38

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 1C 54 locomotives

transaction, including the following items:

• Tracking project milestones and critical path and ensuring that progress Is on-1: ack against key

dellverables.

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

• Following up on action Items emerging from SteerCo meetings.

• Ensure implementation of key confidentiality protocols/requirements (e.g., NC \s signed by all

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

The PMO is also responsible for owning and managing the transaction's centra! data •: pository ("data

room"). This includes:

• Maintaining and regularly work with content owners to ensure avallabillt of latest final

dellverables (e.g., RFP, Business Case, etc.) and working documents (industry an lyses, cost build

ups, etc.).

• Categorising and standardising file names to enable easy tracking.

• Most critically, the data room will also provide transparency (as'needed) to e. able tracking of

downloads {who, when, frequency) and assist In internal auditing.
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V.I

9. Conclusion

Having explored all options, Transnef s purchase of 1064 locomotives is a critical rocurement event

that will transform the business, Increase operational efficiencies, support local suf :lier development,

and enable Transnet to meet its MDS targets.

Key risks are being mitigated: volume volatility will be addressed through flexible p ;curement, foreign

exchange risks are being mitigated through hedging and potential shortfalls are heir mitigated through

efficient procurement and accelerated locomotive orders. The business will be op rationally ready to

take on new locomotives and interdependences are being planned for.

Therefore, Transnet recommends the purchase of 1064 new locomotives (465 dies; 599 electric) at an

estimated purchase price of R38.6 billion.
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D. PROCUREMENT STRATEGY

The benefits in this section are contingent on:

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

1. Procurement overview

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

the Constitution of the Republic of South Africa, (Act No 108 of 19S 5, as amended} by contracting for

goods and services in accordance with a system which is fair, equit ble, transparent, competitive and

cost effective.

Transnet shall reform all its procurement activities in order to align tiem in an integrated manner with

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

supply chain management approaches that are cost-effective.

Transnet has been mandated by government to assist in lowering t.e cost of doing business in South

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

infrastructure as well as operations in a cost effective and ef dent manner within acceptable

benchmark standards.

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

of goods and services in order to fulfil its mandate while redressing t le economic Imbalances that have

been caused by unfair discrimination In the past.

The focus for Transnet with respect to its SD activities will involve, i nong others, the leveraging of Its

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

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

competitiveness. Transnet's aim is to build stronger and more neaningful relationships with its

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

Transnefs procurement of rolling stock and in particular the 1061 locomotives provides a unique

opportunity for both localised assembly and localised manufacture c•' component parts, but in addition

an opportunity to strategically re-posltlon the rolling stock industry. This is particularly true of the role

and function of the largest incumbent rolling stock manufacturer in louth Africa, Transnet Engineering

as well as players In the private sector.

There is a drive by Government to increase the localisation of rol1 ng stock. Government has strong

leverage over the procurement of these assets as they reside almc rt completely within state owned

companies, predominantly in Transnet and PRASA. Other sectors su h as mining and the power sector

bear close similarities in the production processes and heavy engine ring requirements associated with

rolling stock and thus the manufacturing sector would benefit si. xtantlally through the additional

manufacturing capability and demand that this order would provide.

The Department of Trade and Industry (DTI) have identified the locali ation opportunities In rolling stock

as part of a number of key sectors within the Industrialisation programme of South Africa as contained

within the Industrial Policy Action Plan (2011/12). Transnet has Identi led the same opportunities as part
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of Its MOS and through its Supplier Development Plan seeks to develop and empower local business

providing goods and services to the parastatal.

2. Procurement strategy

Transnet promotes open competitive bidding as its default prc jrement mechanism since this is the
best means of obtaining value for money. All Transnet procurem-: it shall be done in a way that ensures
that Transnet obtains quality goods and sen/Ices at competitK ; prices. It was therefore decided to
follow an open tender process for the locomotives acquisitions, in crafting the procurement strategy,
which informed the RFPs, the following aspects were focussad on ind considered.

Transformation and Empowerment

In order to address economic imbalances that have been cause.

developed the black economic empowerment policy.

• Black economic empowerment Is broad-based;

• Black economic empowerment is an inclusive process;

• Black economic empowerment is associated with good g;

• Black economic empowerment is part of the country's gr:

Government uses a number of Instruments to achieve black ecc

a "balanced scorecard" to measure progress made in achieving

sectors. This has been included In the tender.

In evaluating and awarding the locomotive tenders, Transnet sh:

the contribution that a supplier makes towards ths achieve

empowerment objectives, namely.

• Ownership and Control;

• Management;

• Skills Development;

• Employment Equity;

• Preferential Procurement;

• Enterprise Development; and

• Socio-economic Development.

Additionally, Transnet will award further recognition points for
supplier commits to Improving its B-BBEE status over the contn
Recognition Criteria (FRC).

B-BBEE has been set as 20 points In the overall scoring for thi-

gh/en.

Job creation

Transnet must be a major contributor to Job creation. Therefc

consistently on areas that have the potential for creating err

by unfair discrimination, government

/emance; and

Arth strategy.

omlc empowerment. It has developed

B-BBEE objectives by enterprises and

I award preference points in regard to

lent of brofid-based black economic

-BBEE based on the extent to which a

t period. This Is referred to as Further

tenders assuming PPPFA exemption Is

e, Transnet's procurement shall focus

iloyment on a large scale In order to
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G

contribute substantially to the national employment creation effort. As the main economic agent in the

South African transport and logistics infrastructure, Transnet's planned capital expenditure forms the

big bulk of Transnef s procurement spend. This Is the single largest procurement spend of the 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 procurement has been designed in a manner that builds industry capacity around its build

programme. Transnet has identified this as Its key programmatic procurement and consequently

developed a long-term procurement and localcoritent plan. Tender requirements include local

procurement and supplier development (SD), which will also address the transformation agenda.

Transnet has Included the local content percentages as detailed in the National Treasury Instruction
Note Issued on 16"1 July 2012 that highlights a local content percentage of 55 percent for diesel and GO
percent for electric locomotives. This is in line with the DTl's Industrial Policy Action Plan II in driving
strategic fleets. Local content is Included as a threshold.

Current local content for diesel locomotives and for electric locomotives has Increased over the recent

acquisitions due to the CSDP. The technology and competence in the production of locomotives occupy

a different space In the challenge to localise In comparison to wagons. Globally, there are few large

suppliers or OEMs of locomotives and their market dominance of the technology, the supply chain, and

the know-how require nuanced and technology capture localisation strategies in order to create real

sustainable local manufacturing benefits.

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

requirements for locomotive localisation that are In line with those designated by National Treasury as

highlighted above:

1. 55 percent for diesel locomotives; and

2. 60 percent for electric locomotives.

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

South African component suppliers are not yet able to produce the Inputs and require build-up to reach

substantial levels of localisation. Transnet estimates that this will take at least a full 3 years to complete,

even though there may be certain components (particularly those used In electric locomotives) that can

be localised much earlier.
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EXHIBIT 39

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

Qectric Diesel
t!
° 80
&70
1 60
o
g SO
i 40
S.30

1 20

J_

^ : 3 7Q

Is 60r-
£20

glO

0
0 1 2 3 7 8 9 10 0 1 2 3

Year

4 5 6
Year

7 8 9 10:

A detailed component analysis undertaken by Transnet demonstrates that price premium is not s t tic

across the percentage rise In local content, but rather Is Informed by the cost of production of he

individual components making up a locomotive.

In certain areas, particularly In assembly and fabrication, South African localisation is econc nlc

especially given the order size of 465 dlesels and 599 electric locomotives.

For other components, although not yet localised, a relatively small price premium is evident. In tr ;se

cases similar Industrial production capability is already available In South Africa and needs to bs re-

aligned to the production needs of locomotive components. The capital equipment setup cost Is low for

components such as under-frames, radiators, transformers, etc.

However, as localisation requirements increase, certain components begin to have substantial p ice

premiums associated with their local production. Examples Include engines, control systems, specia' ;ed

braking equipment, etc.
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EXHIBIT 40

Cost to localise increase with increasing level of localisation

10

I
a
c

w
IS

u
u

1
ou

Localisation Is economic

Localisation at a higher
premium

4ocalisation at a small premium

Cost at zero localisation

Percentage of localisation

A grey zone exists where the limit of Ic alisation Is dependent on OEM investment in manufacturing in

South Africa. Part of the way the Transn -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.

As each component within a locomotive has Its own price to iocalisation 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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EXHIBIT 41

1

i

!

Each component within a locomotive has its own price verse Iocaiisatio i
curve

% of localisation

1. Engine process. Initial benefits are achieved through utilising chea

assembly. Increased localisation comes at a high cost as specialised

manufactured locally in small production runs with Insufficient econor

down the unit costs of such parts.

2. Wheel process. Small benefits are achieved through some local as

premium is paid as forging Is undertaken locally. As the manufacture c

moves locally, the costs increase steeply due to small, highly technic:

runs; and

3. Bogk. Benefits are achieved through utilising a competitive manuf

reduced transport costs of not having to bring bulky items such as bogi

• >ne of the characteristic of the curves for many component Items analysed is th:

I rows rapidly at high levels of local content requirements (80 percent to 100 p.-:

xampie, for wheel assembly, much of the'wheel could be localised at relatively i :

earings. However, the rollers within each bearing are parts that cannot be econ

re produced at just a few global sites. This is due to technological complexity in th

afety critlcality of the item, and the need for high production volumes to make,

ost-efficient. By Implication, forcing high localisation requirements on such corr

uneconomic price premiums as well as possible compromises In safety critical !•

ystems, wheel assemblies, etc.

"ransnet's detailed component analysis is summarised into 14 component grour
.'lectric locomotives. The cost structure is based on 18 separate bills of materi-
.urrent assembly and maintenance of locomotives and thus closely emulates cu

er skilled labour In

parts could only be

ties of scale to bring

;embly and a slight
: a complete bearing

I bearing production

cturlng process and

s to SA.

t the price-premium

rcent). By way of an

w cost. Including the

mically localised and

: production process,

the production runs

jonents will result In

ems such as braking

; for both dlesel and

is obtained from the

rrent market pricing.
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Target localisation is based on a component by component assessment of localisation potential for each

particular component within a component group. Because of the complexity and high cost to localise

certain individual components (often small components), the analysis seldom reaches full 100 percent

local content as is evident in the tables below. The cost to localise is based on an assessment of the

capital cost to set up a production plant for the various components within each category. The time

frame to localise Is based on a similar approach. The findings demonstrate the potential to localise

overall local content In excess of the Treasury Note requirements of 55 percent and 60 percent for a

diesel and electric locomotive.

EXHIBIT 42

Electric locomotive pricing per componentset, current and target
localisation, and estimated cost to localise
Percent

* A c a i m ^

Lncomottve. assembly

Main transformer.: '".- ' • " :'• . •„•-.-•.

Main power traction system kid. aux systems

Malrr power" traction motors"-:. . : / : : •

Propulsion switch gear

Bogle ' • :• • .•:'. V . " - • • . . . • > . _

CasKrss, vcr.Clatlor,, and (Etraten p/stems

21

15

9

• '4

4

19

6
0

0

0

20 0.29

0.87

1.53

.•.!o.25

0.80

20

33 "

. 53 . '

53

62:. ;.

65
licomoHva confrol systems;

Drivers cab

Auxiliary supply :•..' '*.;

Wheel system

PneumaSc Supply system' . : . | \

BraMng system

'. Coupling system !' •:

Other

• y - > . : : : ' . j . • " • • : • : • •

4'!.:-.:"-:

3

3..:." •. r.

2

i";.:

l

•l •.

l

; " d ' - • • •

1
1 "o ;

0

o' .'..

0

!• P:
D

..V.?-. :•:...;..•:>
3

• ;-
:.3iv.i-'r

2

; : i "" '

0

1 ' •':

0

4.yu
0.15

2.1Z

9.10

5.81

3.94

LOO;

; 67' :::

70

. : :
! . 7 3 • • • ' .

74

.": • ' : 7 6 : ^ '
76

1 • 77 .,'•
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EXHIBIT 43

Diesel locomotive pricing per component set, current and target
localisation, and estimated cost to localise
Percent

':'-:;iri^v'D r i v e r s c a t ? ••;. " ' ' • < ' . • " ' • r : \ - : . > ' • . 0 , - - l ' ; ' - ' - v . " ; . • • • ' " • 2 •• •' J ; ' - " O .- . / • • • 2

• _ B 0 3 i » - l • ' = ' • : • ' • ; ' • ' - • : • - • ' • • ; • ! • • • . " . • • • • ' : ; • • • . - • ; • • • : : • ; . - : - : _ « | • ' :.•.; . - . : ; . 3 . • ; . • • . -: : . 4 •..:;•• . ' . . h O J i J / ; j \ : , • ; . ; ( 6 . ; : - • . ;

L o c o m o S v e a i e m b l y . • - • : . H " ' ' ' ' • • • "; " '"' ' ' • ' ' • • ' 2 2 '••"; ' " v . ' 2 O ' '. 'V. t ; v . ^ ^ 0 . 3 2 V •.•-..••^••-•28 :

; & c a h g , v e n t i l a t i o n , a n d f i l t r a B o n s y s t e m s : ' 1 ' . ' • . ' ; • : ' • •.:•• : 5 : •' .••:;-._ :
; . . 'j .O.-'r*..-' ;.^ i . - . c : : . : ' : ' ^ l : : - " ! ^ : : : ! ; ' v / . ^ ? . " i i - - :

Main power b a c B o n s y s t e m bici. a u x syst inis •' • • ' 2 3 • . .'"'-V- 0 "̂••-•.. • '.. i c ' ' J t " ' r ' o . 8 2 : - . ; V ' ! ' 4 2 .": '

' C o u p l i n g s y s t e m • ; • . . . . ' . ; • •:: 1 : : : -.:-..':-. ' '•'.' ..:''• '" ' 1 ' M :. •''•I ' ' ] 0 . ^ : . •:•'.'1 ••?•''• . - . • ' £ . 0 3 \ A •. ; ; : > ; * 3 ; v ; % '

U n d e r f r a m i ( I - b e a m s ) •.'-. '" " . ' . \ ' • : l ••.'•'i v : 1 . ' ; . /•-; ' : ' I . 0 .-
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B r a t o g s y s t e m :-.•••.•••••'• • ;. • ' • • " ; . ' • « • . ' • . •' : i . ' • . ; " . ( • - . • . ' • / i q ";
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As is demonstrated in these tables, the difference between current nd expected 3- to 5-year
localisation requirements are significant The relatively easy localisation opportunities have already
largely been taken and further localisation will require not only additions capital investment but also
the appropriate testing and quality control of both the production facility and 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

Maxfmum 8% price Increase
at 70% local content

Fuu locansatnn
incurs ever
increasing cost

Percentage o f localisation

. ' i tem#;7.vV:- . :J;C^

1 ' Drivers cab 0.27 6 Aux supply 2.1

' .? ' j " i •••••" •: Bogla"i ."::•;.•!_'.•'.//. ' 0.27 : ': • ' 7 : ' ' : VCtatrpj System^ • L ' l - ' f : • ' •• ' : '

3 Loca assembly 0.33 8 Traction, motors 5.3

4 - '":._:•••! Main trSisrqrmer •'. ;•:.!•:_ ' 1.3 ', . . ' • . . : . , 9 ! :: ' ' • : " Wheel system ••• '. '•'•'• • " 6.5 ' ;•'

5 ' • Propswltch gear 1.5 . 1 0 . Engine system 8.0

A key finding of the analysis is that the nature of the price premium curve as shown above for a generic
locomotive is such that Transnet could achieve a high level of localisation at relatively small price
premiums. For diesel and electric locomotives, localisation of 70 percent and 77 percent respectively
could be achieved at an average price premium of less than 2 percent. This percentage Is calculated as
the average price premium paid for a locomotive-I.e., including some items with no price premium and
others such as engine 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 premiums

for each set of component are economic);

2. That realistic time frame targets are set to reach full localisation potential. Shortening these

time periods would in Itself result in considerable uneconomic price premiums; a*nd

3. That some minimum 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 size of 50 diesel and 70 electric locomotives Is required annually for the life of
the contract.

The Benefits of Localisation

The benefits associated with localisation are considerable and, based on the estimates for 70 percent
localisation for diesel locomotives and 77 percent for electric locomotives, the following benefits are
evident:

Transnet Freight Rail
1054 Locomotives Team

Capital projects
13/04/2013 | Page 52 of 102

0057-0366-0001-0219

TRANSNET-REF-BUNDLE-01001



I
720 g

I
! Enterprise benefits to Transnet are considerable and i elude the design and integration capabilities that I

I would be passed to Transnet Engineering through a st uctured programme of localisation; an enhanced

Research and Development base in conjunction v th the selected OEMs to develop and refine

' technologies for both the South African and African Ic amotlve market; and re-engineering capability to I

design and provide technologies aligned to the needs c ?the South African rail market. *

| Benefits to the manufacturing sector will include kayi dustrial capability In: _

I • Traction motors and traction control equlpme. t; |

i • Locomotive control system capability;
i m
) • Locomotive electrical systems; and H
i • Large dlesel engine capability.
i

In addition, there will be considerable benefits in related Industries such as: heavy engineering, •

\ . , component manufacture such as found In the auto ss tor; electromechanical, electrical machinery, and p

'' (.. .'-*, software systems and design.
'-'l

enhance capability and export potential. There would >e R68 billion In economic impact for South Africa
at a small localisation premium of 2 percent, Implying a cost of localisation of 2 percent given expected
levels of local supplier development The resulting be aflt-to-cost ratio of localisation Is thus 170 to 1 in
favour of localisation. Multiplier benefits would besu stantial and for each Rand of localised production
there Is an expected average multiplier of R2.74 acros. the economy.

Benefits to the South African economy include bet >fits to a number of related sectors that would •

I
IProcurement strategy summary

» Issue open tenders for both locomotive types.

• Local content thresholds of 55 percent anc 60 percent for diesel and electric locomotives a
respectively as per PPPFA and National Treast y Instruction Note. H

• SD/BBBEE (40 percent) threshold.

• Technical threshold. •

• Stage 2 will comprise price (60 percent), Su pller Development (20 percent), and B-BBEE (20 ™

.} percent).

• B-BBEE included for scorecard (10 points) anc :RC (10 points). •

Reasons for following an open tender programmatic irocess B

To ensure the bidding process is as fair and transpart it as possible. As a long-term procurement event, ™

open tender will identify suppliers with whom TF \ can partner, to ensure value for money and

compliance with Transnef s support for the NGP anc jovernment objectives. The programmatic nature •

of this purchase requires TFR to find suppliers v ho can commit to delivering on governments ^

! Industrialisation objectives, which include:

j • Localisation and Industrialisation I

• The creation of Jobs

I • The transfer of technical skills, IP, and know-h ow to the South African industry
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Increasingthe capability and rapacity ofthe South African rolling stock industry

Reducing capital leakage

Increasing South Africa's exprts

Integrating of South African s jppllers Into the locomotive OEMs' global supply chains

Long-term security of deman I will allow suppliers to commit to Investing In SA operations

Suppliers must commit to transferring skills to SA suppliers to allow for the long-term

maintenance of the locomoti es post warranty period.

I
I
I
I
I
I
I
I
I
I
I

•?
I

Evaluation methodology

EXHIBIT 45

Pre-quallfication Stage 1 Stage 2

Step 1 Step 2

AdrnMstrativs Substantive
responsiveness responsiveness

Step 3
Minimum
threshold for
Iocs! content

Step 4
Minimum
threshold for
B-BBEE/SO

Step 5 Step S

Minimum threshold • Weighted
far functionality/ scorlng/100
technical

W
3!$ - •* r i

Returnable Pre-qusiiffcrtton

documents/schedules
• so +
• B-BBEE

score card

Technical/ Rrral weighted
functional score

Local content SD/3-3EF- Techntcal

Stage 1 with minimum dlsqu

the Local Content {Step 3),

Technical (Step 5) evaluation,

price (60 percent) and supplie

In line with categories for I

minimum threshold of local

respectively. These threshold

qualify forSD/B-BBEE evaluati

lifying thresholds, will follow a three-step process, starting with

ollowed by the SD/B-BBEE (Step 4) evaluation, and finally the

Stage 2 will comprise the commercial (Step 6) evaluation including

• development (20 percent) and B-BBEE (20 percent)

cat content Identified by the DTI, 55 percent and GO percent

content will be applicable to dlesel and electric locomotives,

> will need to be equalled or exceeded for the submission to

m.
bml:
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• A minimum threshold of 40 percent will be set for the SD/B-BBEE criteria evaluation. This

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

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

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

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

be evaluated against price, 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 National Development Plan (NDP). Transnet realised the need and opportunity to develop a

more holistic approach to supplier development, Incorporating changes to the policy environment,

lessons learned from previous SD Initiatives, and Transnet's development of a holistic Supply Chain

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

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

The transformation element ensures that procurement transactions bring historically disadvantaged

Individuals (HDls) into the economic mainstream through the advancement of HDI ownership. It

addresses economic disparities and entrenched social inequalities through the use of the B-B8EE

scorecard and the seven pillars which make up the score card.

Growth of the local supply base Is achieved through leveraging high-value procurement to achieve

(where applicable) industrialisation, localisation, technology transfer, job creation and preservation,

developing Industry specific skills, enterprise development (ED), and rural integration.

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

Strategy Section and as is evidenced in the evaluation methodology.

Transnet has extracted SD value through some benchmark Competitive Suppiler Development

Programme (CSDP) locomotive acquisition contracts. These include:

• 100 X General Electric Locomotives-54 percent SD commitment
• General Electric Long Term Parts Agreement -12 percent SD commitment
• Electo-motive Diesel Long Term Parts Agreement-41 percent SD commitment
• 32 X Mitsul/Venus Locomotives-40 percent SD commitment
• 50 X Electro-motive Diesel Locomotives - 67 percent SD commitment
• 44 X Mitsul/Venus Locomotives - 39 percent SD commitment
• 43 X General Electric Locomotives - 65 percent SD commitment.
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These commitments have been achieved wi

basis; therefore, we expect greater bsnef

nature given the size and stable pattern cr

PPPFA exemption is not obtained.

Government envisages SOC expenditure as

The 1064 locomotive procurement provider

This spend will be leveraged to extract S

facilitates diversification beyond South Afr

tradable services. It will address the shortf

level and skills capability. An equitable soci

of HDls Into the mainstream economy vvi:

manner that allows them to successfully cc

development throughout the country ensu r

Transnet's main focus with regards to the^

industry. This spend can be leveraged in

large number of jobs will be created w

products that can be exported. The will als

of new and existing locomotives and wagor

Our intention is to take the rail industry as
illustrated In below.

EXHIBIT 46

h purchases being made sporadically and on a transactional

to be achieved from a programmatic procurement of this

demand it creates. The benefit will obviously be limited if

>ne of the key levers to achieve transformation and growth.

3 great opportunity to fulfil government's SD aspirations.

) value In a manner that Increases employment and also

ca's current reliance on traditional commodities and non-

11 in artisan and technical skills by increasing the education

-economic society will be promoted through the integration

tin the rail Industry. Small businesses will be enabled in a

npete in the South African economy. There will also be rural

ng the sustainability of these communities.

; two tenders will be around the industrialisation of the raH

rder to Industrialise this sector and create sustainability. A

lie ensuring that the local industry produces world-class

-) be a large portion of spend on maintenance and upgrading

;, which will ensure sustainability.

: stands and fundamentally shift it within 7 years. This shift is

Fundamental shift of the RaH indus ry over the next 7 years

I
I
I
I
I
I
I
I
I

' , ]

• Ral Industry comporw/its are
inade itp of 3 tilfjH pcrccntsijc c f
Intemittonal contHTit

sr.hDwevcr in l years ft would have changed

A t f c 6 f
Industry amponaiB wUI I n bcal
In natui* «nd of > ttobal
standard

( f j i • Itons designed andg
manufactured [xally
Components wf] be of a high
contfalfy (eg. riril)

Mjnufacfljn'ng cspaUHty vtitl
orate nurooouilota (2B 000
Jobs) prHoilailT (oautn on
Hois

limited UTUH business
development due to l*to<tal
small sola ptooirement and t r *
levels of fcxalssl pnxlucfcn

smat busiiKisa nf l devdsp to
poduca titematlonal quiJty
products whDe grovrfng
sustzlnably
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E. SUPPORTING DOCUMENTATION

1. 7-year commodity growth
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2. General Freight fleet runout
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3. Locomotive run-out mitigation

Total Maintenance cost for Wagons and Locomot ves
By inspection the cost per annum Increase of loco motive maintenance is significantly greater than that
of wagon maintenance. Locomotive maintenance Increase from R2 377m to R3 335 over the five year
period 2007/08 - 2011/12; an Increase of 40 percent. By contrast wagon maintenance, which does not
have the same level of technology, Increased fron R2 044 to R2 234 over the same period: an Increase
of 9.3 percent. All maintenance is performed by Tnnsnet Engineering.8

Locomotive class comparison Maintenance cost v;. NTK for the last 5 years
This figure shows the average cost of malntenarce per class of locomotive over the past five years

against its performance measured In Net Ton Kilometres.

8 The increasing proportion of copexto opex in lc:omotive maintenance is a function of changes In

accounting procedures as a greater proportion of rr aintenance Is capitalised according international

accounting standards. j
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The new locomotives such as the 1SE, 19£ and 43D cannot be directly compared to the older

locomotives as the new locomotives have not seen five full years of service but even making allowance

forthe shorter service, the savings in mainten jnce costs Is evident

The three locomotives (excluding the ne•••; locomotives) with the best ratio of NTK/Cost of

IViaintenance are the heavy haul locomotives 3E, HE and 7E1.

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

000,34-400 series.

The locomotives that have the worst NTK/Cc ;t of Maintenance ratio include the 37-000, 7E2, 34-800,
and the 33,35 and 36 classes. These are amo gst the oldest locomotives.
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1. EXHIBIT 47

rv

Total maintenance cost for locomotives and

t . - . i . : -

• • MJ- lam K M - i«. soa

TFR has exhausted the lif .• extension possibilities of Its current "workhorse" fleet which are the
primary contributors to JTK / NTK. Extending the life of "shunters" and "haulers* does not
contribute to Increasing PTK / NTK as the locomotives are not used and cannot be used for the

heavy loads of main line operations.
The SMILIP programme for new traction power was developed circa 2002. When this

programme was not acc-pted TFR responded, by extending the life of the current workhorse

fleet

The life extension / upgrade programme Included:

650 6E1 serle: upgrade to new class 18E providing a 12-15 year life extension. 120

upgrades are still be completed by March 2016. By 2018 the first of the upgrades

will start to runout
ISO class 34 6E locomotives programmed for fitting with new Britestar Contol

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

old this is a p:; Illative.

75 class 34 G VI locomotives fitted with new Nexsys Control Systems. A further 20
are programmed for 2013. As these locomotives are already 38 years old, this

decision will te reconsidered In anticipation of the new locomotives.

- Other interve itions were more essential maintenance than life extension strategies.
The above pr grams result In extend the run out age from a designed 30 years to 45
years.

- The locomotives suitable for upgrade / life extension have already all being
targeted. Th i balance of the fleet does not lend itself to similar interventions.
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EXHIBIT 48

;• O

£ &-Y Locomotive class comparison
"Maintenance cost vs. NTK for the test 5 Y-afs

Avarag* maintenance cost compared to N-.:Ton Kilometres (NTK)

4. Locomotive 7-year locomotiue req jirement
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5. Deployment plan

EXHIBIT 49

Table of Contents
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EXHIBIT 50

GLOSSARY

UUS-MUSSMA ' i
.RRZ-fYRAUID SOUTH
PtW-PHAUBORWA *
KU''teuPRUtT

BPR-BRAKPAN,1;-:
ISO-ISANOO \ ; r : -
BFX-BIOEUFONIHN.;..''
)Wt~t>OUPOOKT ' ' "
teL-H3TA2£L "
PMG-.POSTUASSURC
EEC-BEACOUSFIQD
PCM-POTCHEFSTRaCM
BU-BJU<OR >•'• ••-'
UTH-UEYESTON
NCS-
DSL
CNH-
BES;

EXHIBIT 51

43D Deployment Plan
EPlcfoicy ind Voluret Growth
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EXHIBIT 52

Cascading of 55x34D's from the Ore Line to GFB
pertodl AJ.)2( I12-J in 2013

Frem Nsv
BjBdinKCS

>0x34B 3x340 17x340

JL
TO EUo

5-
11n7E
SWS

EXHIBIT 53

Schematic view of the deployment of new locomotives Into the Coal
Business Unit i«i>i«i>i

IRANSNir

Tb« tkw i n loromollv.. wtll

tnil
Impravfnfl Isoomollv* and yngon
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EXHIBIT 54

New Locomotives Deployment Plan
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EXHIBIT 55

Deployment Strategy & Benefits: Coal

Coal: RBCT
> Tha 19E's will ba Increased from 110 to I

changos ara anvlsagad:
• It Is to ba noted that lha 2Z2 x 19E

with only driver hot-seat changes
The process will start 2013/2014.
This will reduce ths cycle tlms of i
43 hours
This Increases tha volumes capac
By operating design all 19E/oqulv:
This requires that all Investmant (
will be retained for dlosel locomol
to ba ravlawQd as tha maintsnanc
Ulan the current fleet

• Richards bay will became a sups;
> Cascade HE'S to GF traffic by 2016/201.

processing and tha clear ths {lack posU
> Tha whole dissel (loot to bo replace by r
> Provida for the Under Floor Wheel Latti

dapotforTFR
> 67X0ld Diesels (34D/37D) sv;appsd wit:

reviewed.

a from 201S/2D16 to 2016/2017. The following strategic

qulualenl's will run from RCB to various mines directly

comotWes from S3 to 41 hours and wagons from 62 to

iy of the current wagon fleet from 81 to 94.7 miens.
lent will ba maintained In RCB.
r maintenance it Ermeto to ba reviewed as this depot
mi maintenance (392QQ's and 43DM4D's}. Capacity has
work content on thasa locomotives is considerably lass

maintenance depot (Based on GF practices)
. This could reduce to zero based on dual power
in of the 10E1s.
aw dlesels by 2016/2017.
at Richards Bay as It will be a singular supar locomotive

«XNew Diesels (43D/44O), however tha figure will ba
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EXHIBIT 56

Deployment Strategy & Benefits : Coal

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

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

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

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

>AH 7E3's will be cascaded to Pyramid South by 2015/2016.
> Note tha t with dual power processing, the 7E type I Dcomotives will also be eliminated

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

Pyramid South.

EXHIBIT 57

Deployment Strategy &. Benefits : Coal
V- T h following an Bie benefits:

Reduced full consumption w]lh n n distal locomotive! bring Introduced
Improved cyda times for rolling slock
Improved reliability
Bsttar utilisation of crews
Reduced handling and shunting

8» Impact on Crew and Maintenance depot
Richards Bay to bt lh« Super Locomotive Maintenance d«pot
Standardise the Ermelo depot to fawlocomotlv* types, speelfloally dlssels (332CQ's.43D's and 44D"«)
Training craw on lh« now locomotives
Ermelo yard alnngih and craw (trangth will bo reviewed to tha new operating tlandirda
Book off at Errmlu wia ba ravlavrad aa coma loading atitlon can lake 200 wagon Inlna straight In

'- Nacassltalad required changas
• System cannot afford to run a 41 hour and a EB hour cycle »«It will not ba seamiest and will be

lomawhat counter-productive.
• This v41l then require 1he ICEI's to bs converted to dual power for a one typa 41 hour operation.

> Financial Impact Analysis
• Savings dua the Introduction of tha new operating model from 1 September!
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EXHIBIT 58

Schematic view of the deployment of new locomotives into the
Steel and Cement Business Unit U U ^ ^

tncr«asi capiclty to mova mora valumas:

EXHIBIT 59
1XANSNET

New Locomotives Deployment Plan
Efficiency and voluma Grapwth

Alt' It"." "-'ilnrff ^ 3»narrvny-T
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EXHIBIT 60

Deployment Strategy & Benefits ; SAC

General Freight
> The Introduction of the dual locomotives at Pyramid South will see all flows from origin to destination

on the AC/DC routs running with single type of locumollva. Flows such as Chrome to Rlcherds bay;
Coal & Iron Ore lo Newcastle and Veresnrglng, Cement lo Pololtwam and Including over border
InRic. THs will eliminate traction change over at Pyramid South and Ermeto there by Improving cycle
lima and enhancing asset utilisation,

> The efficiency of 20E's wiO. play sn Important role In lha release of 7E locomotives to areas where
they ara needed or for early run-out to reduce the cost of maintenance.

> Electrification of the section between Thabaxlmbl and Grootegeluk become vital for dual loco
system, hence the need lo fast tracked to 2015/2011

> The expeoUllon Is that once the ta%\ JOE'S era deployed It will negate tho mud for 10E1'i In Its
current form, this calla for tha lOEI's to be upgraded to dual pevrerad.

Impact on Crew and maintenance depot

> Koedoespoortdlesal depot required to ba down seeled as tho number of dfesels will ba reduced.
> Thflbazlmbl no longer required ss a maintenance depol
> Retraining of crew on now routes.
> Introduce new book-off practices.
> Pyramid South to be a run through yard with minimum processing far maize trains, cement trains e tc
> The new electric locomotive will be running lo Richards Bay, Newcastle, BIJIkorand Durban, therefore

thes* areas need to prepare tor lha maintenance of thesa locomotives.
> Upgrade tne coligny depol lo Increase lie scope ofwork and dawn-scale activities In Sentrarand

depot.
> Polokwani to be > 20E snd 440 depot
> Newcastle to be a 20E depot
> The yard capacity at Pyramid will require to be reviewed
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EXHIBIT 61

Deployment Strategy & Benefits : SAC

Financial Impact Analysis
> Pyramid yaid strength to ba addressed
> Cysla tlma [ron Lsphalale to Rlchardsbay wni bt reduced conssrvatlvsly by 30 hours
V* Thla impacts on waaon raqultimanU for lha thesa ton* to bs calculated
> Fuel savlnga from replacing old dlssala with new
> Pyramid South tnd Ructanbun] yard no longar naadid >• holding yards, piridng at Pyramid South

7E2's and TE9'>, Krua«rsdorp 340 and tiia Polokvana 34D'a: SAVINGS

EXHIBIT 62

F^W'^^t^pfi^^^^^^^pil^i

736

Schematic view of the deployment of new locomotives into the Mineral
Mining and Chrome Business Unit Emd̂ crmdvotumasro.u.

Transnet Freight Rail
1064 Locomotives Team

Capital projects

18/04/2013 | Page 79 of 102

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I0057-0366-0001-0236

TRANSNET-REF-BUNDLE-01018



I
I
l l

•i
i
i
i
i
i
i
i
i
i

i

i
i
i
i
i

EXHIBIT 63

New Locomotives Deployment Plan
Erflcfeacy and Volume Growth

EXHIBIT 64

Deployment Strategy & Benefits : MMC

General Freight
• Nols un original daployment was »tocomotlvsi forraqulnd MD3 torn, bisad on Ih aRlcianclaa echlayid Uils

.waa dropped t97Blocoinot]veB for thaaama torn. TTiaGTKi wai achieved In advanca ofwtiat Ihfl buatnaaa caav
atalod.

• Ineraasa Uia 82 x 43Dr3 at Phahborwa to 73 la oapture tha growth In Magnotlta and soal from Muslna by
2013/2014.
Th« locomoUv* cycla flma haa Improved from 72 houre to 55 hours uilh tha Injection of tha 43B's
Wagon cycla tima has Improvad From 7 diyc la 9 days on tha corridor.
Daptoytd 3JD'i at Lydanburg
Eliminated locatnotiva ohanga Dvar at SalfastRunnlng tha 39D'a all lha Way ta Ermelo.
A100 wagon train waataaladsuccaaafultybatwaanLydanburg and Ermclo,
Sttatpoortto ba 104 wagon RDp train
Investlgala tha fulura growth plant for tha RoosMmkaj arai and letup Wllbank depot In the meantlmo

Impact on Craw and Maintenance depot
> Nelsprult

• Relocate tha crew and maintenance depot at Neltprult to Komatlpoort
Komatlpoort

• Komallpoort to have a 12 ton crane and • drop-pit.
> Walanrel Boven

• Belocale tha crew depot Witbank and Komatlpoort
> Lydenburg

• The corridor has been standerdreed to 39D'a only
• Future maintenance to be done al Ermelo
• Relocate Lydanburg as a Loco and Crew depot to Steelpoort

737

Transnet Freight Rail
1064 Locomotives Team

Capital projects
18/04/2013 | Page 80 of 102

0057-0366-0001-0237

TRANSNET-REF-BUNDLE-01019



j

1

1

J

: n.

EXHIBIT 65

Tht Niw 23E iKomoflvi t wil nin
txchang* thtrtby

d
Improving loeomoilv* eytl* (m*

TR£dopoU»l
Juncllon* ! • wtufo CT-aJna

indend

EXHIBIT 66

5 ^ i ^ ^
a&MHiSR^hSS.^ % ^ ^

tt33<^£R^lt*NS^ «£^h*it^l«^^

^-i^.-Ti:;:- gr •v^rf-r»Pr3lo^rt-vv Jg

3L j
-1L_I- ' ' " • " ' - - - - '
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Schematic view of the deployment of new locomotives Into the Iron
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EXHIBIT 67

Deployment Strategy & Benefits : IOM
Ore Line

«p
> The On Una ISEwM Increase from tha current 44x U S to 78 x 15E by 2011^014 financial. This will

further b» Increase by U x 1SE ts meet tha (DOS volume budged.
> Tha 50 x 9E will bt raducs (a a rough figure of 4 to caler for GF traffic on thi On Lint and mint

shunting requirement. This win address Ux SaUanh* Coal service and tha containerised
manganese to Saldanha.

> An Injection of 90 x 43D's win ba uaad la on tiia long trains dua to pcnvnr supply constraint This will
• h o Improve reliability and fuat consumption.

> Tha 34 cilia dlasala win reduce to 30 x 34D's to calerfor other GF traffic. Infra and shunting
purposes,

> By 2017/2S1I »ll iflasels on the Ore Une to be replaced by tha new 44D dfcscls

General Freight Lines
> The deployment of tha new electric dual powered locomotives will bring benefit In the mannar In

which trains are Optrat»d.Trie new ACJDC locomotives Will have the capability to run through the
Interchange at Bsaconsfleld and Beaufort Wast thereby eliminating traction change over time.

> The duel powered locomotives for Poctmasbiirg dopot will nrvlce both the PMQ-PE route and the
Gtuteng-Cape Town/PE rout* with Swarlkeps being the suptr dopot.

> Swartkops TE's ratlrad In 2015«01 a, UXPRZTE2 oascadid to Swartkops to be r>Ur«d In Swartkops
tht 2016/2017.

> 10E/2 to b« converted ta duel power locomotives and this will Impact positively on tha cycle times.

Impact on Crew and Maintenance depot
> Beaconsflsld maintenance depot no longer required
> Investigate the possibility of Da Aar es a book-on*placa
> Postmcsburg to be the a erf llcal turn around locomotive maintenance depot

EXHIBIT 68

Deployment Strategy & Benefits : IOM «p
Financial Impact Analysis

> Car and container trains to Kealfonteln and Kazeroe from P£ will tiava an Improvement In cycle time
of to hours.

> Furthtrfuel saving will ba achieved with moving the combination of15E end 34s to 16E and « 0 W .
this Is epproxlmited ta be around 1M fltns

> Yard capacity to be revlswed at Klmberly due to run through and only hotseat changes.
> PerkmgofSWS7Eby201S;201s;
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EXHIBIT 69

Deployment Strategy &. Benefits : IOM

Flnanclallmpact Analysis

> Car and contilnar trains to Kaalfontaln and Kauma trom PE win hav« an Improvement In cycla lirn«
of 10 hours.

> Furthtr fual Jiving will b< achieved with moving the combination of HE and 34s to 15E and 43900.
tills It approximated to b» around 111 IHras

> Yard capacity to be ravlawad at Klmberiy dua to run through and only hot caatchangoi.
> P k l r S W S E b S n Q i a

EXHIBIT 70

New Locomotives Deployment Plan
•""-' —r xrd Votama GlowtO
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EXHIBIT 71

Deployment Strategy & Benefits : CAB

General Freight
> Kazerne/Cfly Deep

• Poitmuburg/SurartXopi 201 locomoltv* Hoot will ci!«r also for the torridc - !a Cape Tow.xThl j
win Improv* (tit container lervices bitwacn Gauting and C»p» Town

• Reviewing lh» container* to Port Elizabeth ts run via Biaeomftald. IncJucfl r. j ihs motorcarc.
• TWa win Improv* on lh> nscb eycla tlma frtraby eliminating, traction cha - ;e ovtn at

Beaconcfleld and Baaufart WesL

> Impact on Crew and maintenance dapot
V RalraMng of crow on Uu new locomotlvu.
> Introrfuca book-off wh«r»|o«lbl».
> Bollvlllj to be major depot white Kuemi becomes a supporting dapot fc- tut nm elactrlc

locornolivu. —
V Ravlawviability ofWantworttl malnlenanndipatcontldfrlng milnianan 9 cyda tlmoa of

44D'a v in in 37D's and <b« 37D fiDtirn r«!<s.

> Financial Impact Analysis
• Fu»l savfnga whin replacing 3fp7 with 44Da
• Parting DfWmtworth37Dby2O17/20H2ndBloomfontalnJ4D by 1017)20- :5AWIQ

EXHiBIT72

Schematic view of the deployment of new locomotives into the
Timber, Bulk Liquids and Africa Trade Business Unit ttraincitnt v=.

\griculture
na OroYrt*

Incraiae capacity to move more
volumes and re-deploy CBE TE to SWSi

• OlaulktUM
EWWSH.

• Tftaupptita andlaoit
diploytng naw IOM* In othar aLTi vfl! play i
ptvof at rota la beret ting AQrieuHurt and AJrkl
Trads BU cnpadiy.

Th> U D I M W I ta ralaaiid from GPn v r m
lnjedng34D'a tJIba Kr l
t t l t l t

1BX35O
SURPLUS

[ LCCKl'JG AXVARDS'AROUKD THE f«1\VOR
FORUSE IN EMUTaTIKS ACTIVITIES
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EXHIBIT 73

New Locomotives Deployment Plan
Efficiency and Volume GrourU)

I^SS^^Bisli?ii^ SHilfflli

^TWriirt-.i^^

EXHIBIT 74

Deployment Strategy & Benefits : ABL

General Freight

IBANSNEf

nd d«potvi1]!5Urtlo r»o«IViUH's
> TKt EElocomollvtiwill bopha«odoutbr2"tE/:517,vil;li t n s t v p g n d i d t o 18E».
y DleaallsB lh« Springfonlttn to East London end mako Sprinc 'onfain a run through yard.
> TlndtpaUundorASUwintmUmiirdindUi 13E\a onDCs ;ai.
> Tilt Polokwant MO nllrid In 2020/2021 as v.s nczlyg n:w c 'JBIJ.
> Baaufort Wost no longir nquind I I a Chang a -o<jnr yard

Impact on Crew and maintenance depot

> Retraining of craw on Uio n«w locarnativat.
> Introduc* book-orTw«r* ftaslbl*.

742
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5. Business unit power sheets

See attached power sheer excel file "20130418 Supporting Document FG Business Unit Power

Sheets"
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9. Fraud risk management plan
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10. 7-year man plan

•to.

Natcor
Required
Available
Delta
Natcor2
Required
Available
Delta
Coalline
Required
Available
Delta
Ore line
Required
Available
Delta
Capecoti&2
Required
Available
Delta
Hockeystick
Required
Available
Delta
Westcor
Required
Available
Delta
Northcor
Required
Available
Delta
Sentracor
Required
Available
Delta
Eastcor
Required
Available
Delta

Required
Available
Delta

Yr12/13

752
408
344

216
146
70

783
417
366

158
107
49

593
426
172

278
191
87

128
109
19

238
158
78

270
208
62

212
180
32
Yr12/13
3629
3100
529

Yr13/14

805
408
397

231
148
85

838
417
421

167
107
60

640
426
214

297
191
10S

137
109
28

253
158
95

289
208
81

227
180
47
YJ13/14
3884
3100
784

Yr14/15

861
408
453

247
146
101

._.
896
417
479

179
107
72

685
426
259

318
191
127

147
109
38

270
158
112

309 •
208
101

243
180
63
Yrt4/15
4155
3100
1055

Yr15/16

1025
408
617

294
146
148

1067
417
650

213
107
106

815
426
389

379
191
188

174
109
65

322
153
164

368
208
160

289
180
109
Yr15/16
4946
3100
1846

Yr16/17

1137
408
729

327
146
181

1184
417
767

236
107
129

904
426
478

420
191
229

194
109
85

357
158
199

408
208
200

321
180
141
Yr16/17
5488
3100
2388

Yr17/18

1205
408
797

346
146
200

1255
417
838

250
107
143

959
426
533

446
191
255

205
109
96

378
158
220

433
208
225

340
180
160
Yr17/18
5817
3100
2717

Yr18/19

1278
408
870

367
146
221

1330
417
913

265
107
158

1016
426
590

472
191
281

217
109
108

401
158
243

459
208
251

- -
360 •
180
180
YM8/19
6165
3100
3065

Transnet Freight Rail
1064 Locomotives Team

Capital projects
18/04/2013 | Page 92 of 102

0057-0366-0001-0249

TRANSNET-REF-BUNDLE-01031



]

1

"L.

11. Infrastructure plans

EXHIBIT 75

Track / Perway - Axle loading (Current status)

EXHIBIT 76

Electrification (Current status)
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EXHIBIT 77

Expansionary Infrastructure expenditure timeline
BUS) nets
toots
Xnfrubuctura
expansion:
Perway/axta
loading

Infrastructure
expansion:
Electrical

Infra structure
dxpinslon;
Signaling

Preparation for prawth
fiero to two years)
• I n a w t u l e loading
• Increase raai line opacity to

8lmt
• E5kcre32mt project
• Partial doubling of RCB-Nazltlre
• Wataterg-Pfcises2-5

• Manganese lfimtpa (Hctaiai-
_ coega)

* tnuease sxle loadhs on
Groenbult-Hoedspnilt

• Increase electrical opacity m the
AC section on the cos* line

• Upgrade, season RooHcop-
Nemastle, Marigane* l&nlpj
Hr» and Upgraded suo-statfcni

, andOKTE

• Manjanesa lSmlpa

sustained growtli
fyto to live vcars)
• Increasaxdi loading
* Increase coal Hie capacity to l lmt

Conrolldate
(f\t to seven years)
* Increase axle loading
• Oveell tmnel doubling

• CcalKmc project (Including Overall tunnd" Coal 91rnt protect flndudln J
doutillnjj)

• CsIcDni32intp/cfect
• BdiAsplaas orade sepsnftn

Overvaal tunnel dxibUng)
• Eskom 32mt project
* UnetrlpengDroodsrn/erspfaas*

• WfiJlateig - Phases IS adttdanai passing* svrailrailKRklSrrit
locys

• KanganeselSm!pa(rlot3zel-Coega)
" OreDnePhase2AtoKJmlpa
• Svad ran link U n *

• Manganese lEirtpa New and Upgndcd "
fiibsbUans*

• 0rtSnePhc3e2Ato815mpapcyMS
upgrade (Inducing of OHTE)

* lncnase df ldr id opadty en the AC
section on the coal tins

> Coal 91mt project
• Upgrade substations and electrical

equipment
• Commsna v i a the coiventai of 3tv

DC to 2SIVAC Bmel3-P>ra.TiM South

• Pyramid Sou*-Upha!aleJ
Coovnunlcatlon based authorisation
<CEA)p!otlnstaJittai

• Manganese JEmlpa

* Doublln0 ofall crit ld devldtlcis

* CotApieifOR of the convenrbn of
3kVDC ID 2SWAC Ermslo-Pyran-Jd
South

• Coal Wmt project
" Eskoffl 32mt prefect
• Upgrada subsattau and elecbical

equipment
• VVaterberg-Phase C(23mtp3)

csmmencs wtth tlM efectrtneaaon of
Thabxdfnbl-Lephztala

• QnwnfcnofSkVDCtoaWACcn
Enrelo-PyramW Soulh

• CcmmeiitawUithara-stgralingof
the coal Una (CBA)

EXHIBIT 78

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

Electrification (Future status)

EXHIBIT 80

Maintenance infrastructure expenditure timeline (1/3)

OuslflKsfocua
Preparation foe growth
(rap to t w years)

Sustained growth
(two to flv* ye-anf

on-lndiiTudtlnescafttdty * e on-track mscUnes apaity
d S M t

tadwtal BJ replacement p a a m

tnuus* sleeper rcpbocfflen?
(-VUOGO-SSOGWrui)

tnciuse. sleeper nets cement
( 5 o a e o ( V )

Ort Bne tit
Wjyttte IrJtS^ml LOTTIES

tnouse t»last weening (750 -

NJnUht Jccpcr repta^ntsit it 6SC
ooa/y«r
Inucue baflBstsc

U;niOTtc»rata ton Ddcdor
Systen (UKU)

CUUU) -KKmi ind m l Urns
Infrucrvdvtc sustoins (GenefiJ
might hnhxss) aimell irvl bf

lns (Gancnl
Ftdgtit business) tunnels ind brtdgu

c E measurcrwnt cysUms
(WHJ4A) far cere &1U

y
s cote Encj

omnopratBdlQnCBtf
faddQB/pniteciton systems)

freight baineu) tumeis and brUges
• UBRDsyttarn on Gcnoal rreJghl

businesses care Rnci
• Lcvd crotslog elailnsUoiVtevd

musing proLaHcn (flc*

Lwtl craning tSrnin»tlon/Uvd
l U (

DraUace rehabKSaBon
Poonaatn nhabdutlon

InstaS wheel Impact manltoffoQ ir
rih( t3C"MVlM) t
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EXHIBIT 81

Maintenance infrastructure expenditure timeline (2/3]

Buslntsj focus

Infrastructure

sustaining ekctrtcal

x nfrsxtrucAxnt
mat ntenincoi
Sustaining signaling

Preparation for growth
(are to two yean)

* Print Vf e t a * b nater repbccme.it
• Trade break vreptscement
« Upgrade and n^acsswftdigar

• Tncton substations 50-year HteqtJc

• CwsoSdatton of slotfe manned

• CwitrttallonofCTCf
• Subsystem replacement ta extend fife

(e_g.» replace trvk drafts, remcte
eoAtrol lystem, pouts cqutpmeAC]

* MjratesysiernfrwanJppertoopOc
tlbrt [coal Irw, Manganese conVao
Kttor, Sratnvwul area, Hcuthtunw
-KhwkaJocp]

• InstilbBoii QT eialror-Jc inteHotMnj
systems (ttvee pTbtsOcs)

• rn-ntotjon wrighbA^jej

jyftemi

Sustitnal flrowth <

• Fdman/dtndtbfluksrreplasffieflt
• Tradt tmatcar replacement
* Upgrade tod replace swtichgear

• Trac3onijfcsUt^rsS0-yejfBfKyda

5uDyysxni lepjjcci J.B v D O S C I B Jin -
(ef l , repttm track dmA% remote
DMtrol systemr̂  power equipriiBi)

• MlQmlarfitwj from copper to cptJc
flbK(Pai€Qnbett]-DeAarf Oe>ur -
- WeOnstav Em pa pg en), Dgtes)

• ftatbniEnQon of s^natng systems '
ta th« antnl ngfen (Gsuteng sru)

• !Lemoc&n9tradr layout and
resJoraaoB Gwteng area (Eisfaurg -
India " Juptier- Wacchs)

• Replace p a trieribddngs hi th«

• UpgraiJ^feplicameasunanent

\

Ciraolldita
[five to K V O I VCKS)

" Ti»a)Di3iiiatalloia2S-rtJrlir=yd«

Iftteivin4m

( t f l , itfUKt, track cfiuits, fwwvf
mnbol systems, pwwequlpmo*}

• Mto^ts lystera fiom copper Is optTc
flbrs

• Repbce PS. Jrtcrtoctf ngi In the
Karoo and Port OnbeUi

• Coalite* Up9mj<^m3tx2the
Vehicle I^enttnotbrt Sysbun [V3J

* Resigraln; projects on Genera)
Prrtcnt budncss Incs onrnenoK

Maintenance infrastructure expenditure timeline (3/3)

lui inesffecia

Sntnstructuni
fntintviBncR
SustalnUiB telecarns

prvparatlon far ojimth

• Upgrade RrtoBalDfrioltaaeafclt

• Upgrade and nplsce BQDUI

turreli ecunVywWa
• Piovtslcnafnewtiecarrenwlcatfon

• Rejrtiaiumtablc mitU v d IDV.V1

Susf)ln*dorewtii
(twotoPveve»«)

• Upjnde »rd lepUci I C E U I
ntfUptaen

• PftrvhtoflofrnMtrfaDnmufikaHon

• Tninntfl9sPh»e4
• R<p(ac« unstable insets and t o r a i

Consolliata

• Upgoie and nplscs vassa
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12. Wagon requirements

EXHIBIT 83

PROPOSED CAPEX BUDGET OVER SEVEN YEARS AFTER SMOOTHING

frUw-'Jirra^hd

13] • mtiwiM-ii

*|t)t. |MJM4*ii

ninm>it«i m »l'««M

-BJX

Pf ItWKlM

••; '• itii

iVmill'BK

111'WI

IIHWITT

: I -S-i

ili,'^Ui.ai»-^ ri d\ 11 i -l.'i il

J f i .f i . • . L I ' V l 1 l ' L < II 1 1 1 *

j^»e
||lBfilll>;̂ 0i:̂ li|;S^^
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13. Locomotive types and capacity

EXHIBIT 84

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

Loco
tyjw

6E

7E

8E

9E.

10E

HE

ME

18E

Total

Number
In fleet

75

216

37

0

1M

1

B

597

1038

Total capacity
(MGTKp.a.)

2,507

23,224

19

0

13,795

130

330

34,025

74,031

Loco
type

Number Total capacity
In fleet (MGTK'p.a.)

33

34

35

35

37

38

39

43

5

318

146

167

70

33

53

53

33

7,639

1,005

244

1,372

827

2,B52

4.23S

Total BSO 18,626

The current fleet Is made up of 66 percent electric and 34 percent dlesel with a tote fleet size of
1,888 tocomoth/es and capacity of 92 million gross ton kilometres per year. The ac: ve GFB fleet
includes both the operational fleet and the fleet undergoing maintenance, but exclud- 3 mothbaited
locomotives. The operational fleet consists of the locomotives available for operations Typically, 12
percent of the active fleet's locomotives are undergoing maintenance or minor ret sirs, but this
varies depending on the level of reliability of individual locomotives and locomotive • lasses at any
point In time.

The operational fleet is categorised into "shunters" and "workhorses." Workhorses re the prime
movers, hauling loads between hubs, and generate the income earning net ton kllome res. They are
TFR's Inputs In locomotive efficiency measures. Shunters are primarily used to place an clear loaded
wagons and compile trains before departure. Although shunters are not prime income earners, they
are an essential component of operations and an overhead cost that must be covered. •

14. Locomotive specifications

Locomotives have a long llfespan and the technology Is constantly evolving. Therefor-, to maintain
efficiencies and capacity, TFR needs to procure recently designed locomotive types hat not only
enable It to deliver on the Fleet Plan but also capture the aforementioned operational - rflciencies.
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EXHIBIT 8S

General locomotive specifications

"n
6

PRELIMINARY

Locomotive feature Electric Diesel ;
• 25 lev AC ahd 3 kv Diesel

DC

22

•.34"

•i. .::
••• r :
:: .*

SOUBCE ldfrtlixiiBuslMa C M Mnoure K- Loorotrvo SjxollOilto.il

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

feature of the procurement is that it offers suppliers the choice of providing either Bo-Bo9 or Co-

Co 1 0 wheel configurations. It also requires the electric locomotives to run on both AC and DC lines

given South Africa's gridline structure.

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

A direct comparison of class 6E and 18E to the proposed new locomotive is not possible. However,
our knowledge of and experience with the recently delivered 19E and 15E suggest TFR can expect an
electrical efficiency Improvement of at least 18 percent, as'well as regenerative capability that feeds
power back into the Eskom grid.The design calls for a tractive effort between 267 and 400 kN, which
Is considerably higher than the 170 kN of the 6E series or the 200 kN of the 18E series.

15. Technology

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

9 Two-wheel configuration

10 Three-wheel configuration
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Integrated Asset Tracking to track locomotives and w igons using a combination of

tracking technologies including GPS and GPRS.

Electronic Control Pneumatic Braking (ECPB). This enhar res the current pressurised air

brake system by sending an electric signal via a con-tr l̂ cable simultaneously to all

wagons to apply their brakes. This eliminates the propagition delay encountered In the

traditional system where the signal Is pneumatically transmitted from the locomotive

down the length of the train. A result of this system trains brake more responsively and

more evenly and safer. It Is being Implemented on ail 200 vagon trains.

Radio Distributed Power enables driverless locomotives t : be placed within the length of

the train and remotely control them from the lead locon otive. This enables longer and

, Safer trains as the tractive forces are more evenly dlstr buted along the length of the

i train. Coupler breakages because are reduced to being e iminated as the tractive forces

are no longer concentrated at the leading locomotive consist.
t

),••" This techno logy was p ioneered on t h e Iron Ore Export Line and w II be used in other heavy hau l
! operations but will not be universally fitted.

i • Cab based authorisation, control and communication systems. This cab mounted

• equipment provides an unobtrusive visual display to tfis driver with easy and intuitive

controls and inputs. There are also Interfaces to the locomotive controls providing

I automatic stop features in the event of over speeding :r failure to adhere to a valid

' command.

' | All new locomotive designs will Incorporate the design ergonomics : f these systems and Interfaces
,' to the locomotive controls conception through to commissioning.

• i Retrofitting this equipment to existing locomotives almost always r suits In suboptlmal ergonomlc
I designs and control Interfaces.

• Electronic Fuel Injection Engine Technology provides be ter green fuel efficiencies and

j higher power output using micro controllers that Intelliges tly switches the engine on and

! off to eliminate excessive Idling. Indications are that the. a could reduce the energy bill

j forthese locomotives with up to 10 percent.

\ ' :% • Data Loggers report "on the condition (health) of the loco notive fleet, thereby optimising

s -• - " maintenance and Improving efficiencies In the maintenance of the locomotive fleet. It Is

! planned that this information is transmitted back to the central locomotive control for

maintenance planning and to analytically develop prevent tive maintenance measures.

Trip Optimisers are being tested and evaluated for dlese ; and are being considered for

electric locomotives. The Trip Optlmiser results in signrfc i t fuel and energy savings as it

computes the best match forthe throttle / notch position sf the locomotive to preloaded

profile for the trip and running time to be achieved. Using the trip optimiser ensures that

only the optimum power is applied at any one time an I Integrated over the trip, the

minimum energy Is consumed. As a stand-alone system vlth automatic throttle control,

energy savings of 3 percent - 17 percent are Indicate.: in the commercial literature

depending on the locomotive type, track conditions and ti iver behaviour. Further savings

are] possible depending on the degree of integration Into rther systems such as Dynamic

Transnet Freight Rail
1064 Locomotives Team

Capital projac-; [

18/04/2013 Page 100 of
1OZ

0057-0366-0001-0257

TRANSNET-REF-BUNDLE-01039



758

Brake Control, Integration with Train Authorisation 'ystems and ultimately Movement

Planning.
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Submission supported:

Rita Roper
General Manager, Capital Projects

Submission supported:

Mlamuli Buthelezi
Chief Operating Officer

Submission recommended:

Siyabonga Gama
Chief Executive: Freight Rail

Transnet Croup

Submission recommended:

Anoj Singh
Chief Financial Officer

Submission recommended:

Brian Molefe
Group Chief Executive
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(!FTRANSNETSOC LTD MEETING NO. 12/3

, PORTTERMINAL BUILDING. NGQURA CONTAINER TERMINAL. PORT

ELIZABETH .

MATTERS FOR DISCUSSION/APPROVAL

FWI.rfinn ttnl

8.15 Procurement of 1064 GFB locomotives

8.15.1 Management took the Board through the submission as contained in the pack. The
submission was taken as read. The submission was recommended by the Board
Acquisitions and Disposals Committee to the Board for approval.

8.15.2 The Chairman indicated that the Board Acquisitions and Disposals Committee
recommended that Mr Skosana be co-opted into the Board Acquisitions and Disposals
Committee to provide financial expertise in the procurement of the 1064 GFB locomotives.

RESOLVED that the Board approves the following:
• The process that will be followed for the acquisition of the 1064 GFB locomotives with

reference to procurement strategy and process, Capital and Financial Risk, subject to
PFMA approval,

• Delegates authority to the GCE to approve the issue of the RFPs, subject to PFMA
approval.

• The co-opting of Mr Skosana into the Board Acquisitions and Disposals Commifee to
assist with financial expertise on procurement activities for the 1064 GFB locomotives.

JJ'*

12/3/15
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Appendix 36 761
Transnet SOC Ltd
Registration
Number
1990/000900/30

Carlton Ctntre
150 Commissioner
Str. Johannesburg
2001

P.O. Box 72S01 IRANSNErr
South Africa, 2122
T +27 11 308 2526
F +27 11 308 2312

MEMORANDUM

www.transnet.net

To: Brian Molefe, Group Chief Executive Officer

From: Anoj Singh, Group Chief Financial Officer

Date: 29 April 2013 •

SUBJECT: ACQUISITION OF 1064 LOCOMOTIVES FOR GFB - ACCEI TANCE OF
FINAL BUSINESS CA5E

PURPOSE:

1. The purpose"of this memo Is for the GCE to sign off the final business c ase for the
Acquisition of 1064 locomotives for GFB after changes from BADC anc the Board
that will be provided to the Minister of Public Enterprises as an anne> ure to the
application for approval of the proposed investment in terms of sectior 54 of the
PFMA.

BACKGROUND:

2. The business case has undergone numerous reviews and iterations fn tr i past year
during its development The Locomotive Steering Committee has c 'erseen its
development as an additional level of governance.

3. Transnet has also engaged the Shareholder representatives over the past' ear as part
of our continuous engagement activities with stakeholders.

DISCUSSION:

4. The business case was submitted to a Special BADC on 23 April 2013 a r i a Spedal
Board meeting on 25 April 2013. An Interactive session was arrange I with the
Shareholder representatives on 25 April 2013.

5. The business case has been amended to Incorporate all changes and suggested
Inclusions from the BADC meeting. The business case has also been ipdated to
incorporate certain changes and informational requirements stemming from the
session with the DPE.

5. Other Information requirements are not related to the business case itself jnd will be
provided to the DPE in the next interactive session which is planned for 5 day in the
week of 6-10 May 2013.

FINANCIAL IMPLICATIONS:

7. There are no financial implications relating to this memo as it is a re'ques • ti

1
sques
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finality on the business case.

BUDGET IMPLICATIONS:

8. Due to the reasons indicated above there are no budgetary implicatio: 3.

APPROVALS AND DELEGATIONS:

9. Consensus and acceptance is required to be reached between he TFR Chief
Executive, Group Chief Financial Officer and Group Chief Executive Officer on the
finality of the business case.

RECOMMENDATION:

10. It is recommended that the GCE sign off the final business case for ±ie Acquisition
of 1054 locomotives 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 application for
approval of the proposed investment in terms of section 54 of the PFf A.

Prepared b]

Niresh Budhai
Manager: Capital Investment
Date:

: Transnet Freight Rail

Anoj Singh
Group Chief Financial Officer
Date: V J

Brian Mdefe
Group Chief Executive Of
Date: y a . ^ . / J •
1064 Locomotive acquisition: Acceptance of Final Business Case
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_ . r Appendix 37 763
To: Francis Cailard Transnet Freight Rail JHB; GarrfPfta Transnet Cor orate JHB;-Johan Bouwer Transnet Freight "RaiT

) 'MB; Mathane Makgatho Corporate JHB; Natasia McMahon Transnet Fright Rail JHB; Niresh Bud.hal Transnet ;

I
Corporate JHB; Pragasen Pillay Transnet Freight Rail JHB; Thamsanc.^Jryane Transnet Freight Rail JHB; Thembi

1 Lekganyane Transnet Freight Rail JHB; Yusuf Mahomed Transnet Corporate JHB; alinafe' thupa@mddnsPY.rnm;
j fiahln nedraz2i@mcJdnsevJcorn: nischal bannath(J5)mclqnsev.conr. vfkHS_saoar(S>mckinsev.cnm .' •

I!
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r pedra22?(5)mcldnsev.com? nischal baiinatridalmclqnsev.com; vfr:-s
Subject: Re: Business case approval - Your input needed J' " ~

Hi ail,

Thanks to those that were able to send across their inputs today. Th? updated status sheet is attached.
.-Si • . •

For those of you that have not sent Inputs across yet, it would be grs t if you could bring them with you on Monday at
9am. Per Thembrs invite, we are meeting at Carlton Centre, Rm 44S i. Looking forward to catching up then.

Have a nice weekend. . • " • • '

Naseem

(See attached file: 201304261830 Status ofBADC and DPE qi zstions.xlsx)

Naseem Saloojee , • ff)
McKinsey & Company ^*^
+27 83 659 1221 (South Africa)
+1 647 622 9173 (Canada)

* Naseem Saloojee—26/04/2013 12:08:01 PM—Hi team. I'm sendir g this note out on Thembrs behalf, as she is in
facilitation sessions today. ' * "

• i

From: Nasssrn SafccJeeflTDFUforthAinerfca/MCKlNSEY
To: "Frands Cailard Transnel Freight Rail JHB* <Franc*s.CaHardia>transnetnet>. "Garry P i t Transnel Corporate JHB* <Garrv.Prta<5)transrtetnel>. "Johan
Bauwef Transnet Frrighl Rail JHB" <Johan.Bouwenatransnetnet>. "Nalasla McMahon Trer snet Freight RaH JHB* <^3tasia.McMahonl5)transnetner>.
"Niresh Budhal TransriEt Corporate JHB" <Nlresh.Budhai(51transnet.net>. Tragasen Pffiay"; -ansnet Freight BaU JHB" <Praoa5en.Pillaviatransnetner>.
Tbamsanqa JTyana Transnet Freight Rail JHB" <TharnsanoaJrvane(a)transnetnet>. "darae aniT <danle.smitiS)transnetbet>l "Maihanq Makgatho Corporate
JHB" <MathanB_Maknatho<5»ransnet.net>. allnafe Ihupal3!mckinsev.com. nlschal balinsttn' imcklnsev.com. fabio cedrarzi@mckln5ev.ctim. Vikas
Sagar/JOH/AWcaflV|CKlNSEY@MCXINSEr
Cc ThemH Lekganyane Transnet Freight Rail JHB <Thembl.Lskganvafie<S)t-ansngtnet>. * noj Singh Corporata JHB" <Anol.Sinah@transnBt.net>. Yusuf
Mahomed Transnet Corporate JHB <Yusuf.MahotneoVg1tr3rc5net.net>
Data: 2B7CM/2O13 12:03 PM
Subject Business rase approval - Your Input needed

Hi team,

I'm sending this note out on Thembrs behatf, as she is in facilitation s jssions today.

Congratulations on the great.work done to-date! We have nowreceN id business case approval from BADC and
Board, contingent on the integration of answers to a few final clarifies ion questions.

To get us ready to submit the business case to DPE on Monday E ternoon, we must answer these questions as
well as a few that were raised by DPE yesterday. The questions, as v. ell as suggested responsible parties, are.
attachedin the excel sheet below. I understand that some of the Df E questions In particular have already been
answered, as DPE only reviewed a presentation rather than the fully cmpleted case.

Please take a look through this list to ensure that we have not missec anything, as I know that many of you were in
the DPE session. In addition, pleasa review the items for which yen are responsible and send thesa to the
McKInsey team as soon as possible, preferably by end of day toda/. Should you require clarifications, please reach
out to Naseem from McKinsey.cn 083 659 1221. We will send arounc a revise'd Jist-of questions by end of day today,
including status updates with progress made against the various iterr 3. •' •

Lefs be prepared to meet together from 09:00 to 12:30 on Monday to integrate all of our answers to the questions

0057-0366-0001-0263
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Appendix 38 764

MINISTRY
PUBLIC ENTERPRISES

REPUBLIC OF SOUTH AFRICA

ttntt BtaXU. HtS*K om T« pH)«Jt 11tl/1ISO fix. (C1!) ai1C3S
Plfc*« B«j WOT, CAPETOWN, KJWht p:i) -49-1M7MWJJ 87B0 f«J <M1)<» 8M1/W11741

Mr, Mnflka Mkwanazl
Chairman
Tran8netS0C limited
P.O. Box 72501
Parkview
Johannesburg
2122

Tel: 0113082309
Fax: 011 3082312

Dear Mr. Mkwanazf

Trancnef PFMA Application for tho Acquisition of 1064 Locomotives

/ refer to the PFMA Section 54 application dated tha 2nd of May 2013 regarding the
acquisition of 1064 locomotives.

I note Trananefs commitment to the National Growth Path and the National
Development Plan objectives.

I also appreciate that this acquisition will go a long way (o provide the much needed
capacity to rea/Ise tho Market Demand Strategy volumes, and thereby contribute to
the road to rail migration objective, ( also expect thai we will see significant
Improvements In operational efficiencies resulting from this procurement. In
addition, due to trie scale and duration of locomotive fleet procurement, ft Is critical
that we maximise tha localisation Impact In the proca&s.

I see Transnet Engineering (TE) p/aylng a critical rote In developing strategic and
Industrial capabilities relevant to the rail supply chain. In so doing, TE Is expected to
systematically support the development of a broader rail Industrial cluster Involving
the private sector and position South Africa as a rail equipment manufacturing hub
for Africa. In order to achieve this, the current locomotive procurement programme
should be used to ensure that a world class enterprise and rail cluster Is bultt.

Approval Is hereby granted to Transnet for the procurement of the 1064
locomotives, subject to the following conditions being met:
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1. A clear statement by Transnet with regard fo.TE's vision In the locomotive supply
chain and what capabilities will need to be developed to make this vision a reality.

1 2, Transnet to provide TFs seven year locomotive supply chain strategy Illustrating
what Is being Imported, what TE produces, what Is being outsourced to the private
sector and the broad conditions associated with outsourcing that will result In the

I building of a competitive national Industry. Such conditions may Include Industry

competitiveness benchmarking,' Investment In plant and skills and the requirement
that Industry masters quality and learn manufacturing disciplines In exchange for

Dm
I
I
I
I
I
I
I
I
I

3. Transnet to provide a clear plan to the strategic fit of this locomotive procurement to
the broader road to rail migration to objective,

4. Transnet provides the Department with a view of the localisation strategy for the
[%?. following strategic components;

v""' 4.1 Traction convertor;

.,. 4.2 Traction motor;

"v5fe4 - Diesel engine;

- Bogles;

- Electrical system;

- Management system;

• Control system.

i Tran8net's continued commftment to the economic development of our country Is
I recognised and appreciated; and the Department le committed to providing the
' necessary support to ensure that the MDS' objectives are achieved.

I trust that you will find the above In order.

'0 Yours sincerely

1 #
1 *

1

I
I
I

MINISTER O
DATE:

GIGABA, MP
F PUBLIC ENTERPRISES

0057-0366-0001-0265

TRANSNET-REF-BUNDLE-01047



0057-0366-0001-0266

TRANSNET-REF-BUNDLE-01048


