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MEMORANDUM

www.trassnat.net.

To: Brian Molefe, Group Chief Executive Officer

From: Anoj Singh, Group Chief Financial Officer

Date; 21 February 2014

SUBJECT: APPROVAL TO SEND LETTER TO THE MINISTER OF FINANCE FOR
THE ACQUISITION OF 1064 LOCOMOTIVES - RESPONSE TO QUERIES RAISED

PURPOSE:

1. The purpose of this memo is for the GCE to recommend the attached letter to the
Chairman's Office for signature to the Minister of Finance.

BACKGROUND:

2. In terms of the PFMA Transnet is required to obtain approval from the Shareholder
when making a capital acquisition that exceeds 1% of the Transnet asset base.

3. Transnet is also required to notify the National Treasury of the acquisition in addition
to seeking approval from the Shareholder Minister. Transnefs application and
notification was lodged with the respective ministers on 2 May 2013.

4. The National Treasury provided their response to Transnet on 31 October 2013
(attached for your ease of reference). Group Capital Integration and Assurance
(GCiA) received the Finance Minister's letter on 14 January 2014. The request was
actioned immediately to Freight Rail for Input which was provided on 23 January
2014.

DISCUSSION:

5. The attached letter to the Minister is prepared for your review. All necessary
documents and supporting Information is attached.

6. Transnet has also offered to engage with the Minister should further clarity be
required.

FINANCIAL IMPLICATIONS:

7. There are no financial implications relating to this memo as It is a request to approve
a letter addressing concerns to the Minister of Finance.

BUDGET IMPLICATIONS:
8. Due to the reasons indicated above there are no budgetary implications relatii

this memo.
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APPROVALS AND DELEGATIONS:

9. The letter from the Minister of Rnance Is addressed to the Chairperson. The GCE Is
required to approve the letter that will be submitted through the Chairperson's Office
to the Minister of Finance.

RECOMMENDATION:

10. It Is recommended that the GCE recommends the attached letter to the
Chairperson's Office for signature to the Minister of Rnance. A copy of the letter
will also be provided to the Shareholder Minister (Public Enterprises).

Recomm

Anoj SingrtJ
Group Chief Financial Officer
Date: «=^l

Recommended by:

Brian Moiefe
Group Chief Executive Officer
Date: / / . T ,

Approved by:

1064 Locomotive acquisition: Memo to GCE to send Letter to Finance Minister

0057-0367-0001-0003
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nEPARTMENT OF p.(lBJj6 Hff ERPRBhj!

UlNJSTOft FINANCE
REPUBLIC OF KOUTHAITOCA

SUITIOt.lNFOTECHBUlUMN^
ARCADIA STR 1080, HXTFIELD 0O93

2013 -10- 3 <

PRIVATE BAG X15
HATFIELD P028

nPPtRTKPNT OF PUSUC BfTERPMSB

Prtiata Dqj X116, Prebria, OOOf, T«|! 4-27 15 333 8811, Fa* +2712 S23 S2S2
P0B29CTtW*e«0Ti2721«S4B100j:+2rq«\?3M

Ref. M4/1/20 (1285/13)

MrMafflcaMkwanazI
Chairperson of lha Board
Transmit SQC Ltd
P O Box 72501
PARKVIEW
2122

Dear $(V

TRAMSNETS APPLICATION IN TERJ4S OF SECTION 54(2)(d) OP TfiE
FINANCE t̂ AMAGEMENT ACT FOR THE ACQUISrTIOH OF 1064 LOCOMOTIVES
FORTRANSNETFREIGHT RAIL'S GENERAL FREIGHT BUSINESS •'

I havo noted Tmrunat'fi Intention to acquire 1064 Iccomoiivia over Ui6 ft&X seven (7)
years at an estimated cost of R38.6 billion. I am awsre that the Bcquisltlon aims to
facilitate the ramp up In volumes transported from tha current 80 million tons to 170
million tone as envisaged In the Market Demand Strategy (MDS) which forms the
basis of Tranwsf* 2013/14- Corporate Plan.

However, 1 em concerned that the profitability of the prcjeot fa highly dependent on
TnananefB Ganeral Fresflht Business (GFB) being abie to grow the volumes
transported at amounts above GDP orowtn and tariffs charged al above CP1. Failure
to achlovo thaoo optimistic growth figures would havo an advene effect on the
expected revenues end thus U» profitability of the project Moreover, potential
fluctuations In the operational costs could also adversely affect the profitability of the
project

Tha success of tha projoct entalte fvriher capital expenditure, including tha purchase
of wagons and other expansionary oxpanditure la Incurred. Therefore, I will bt
expactlng a further Section B4(2) dlsciosuro on all Iho rolovont capital exp«ndltunQ
asdocl^ted wî h tha project Furthermore, Traranat mtiet Bubmit a dotailad
ImplemfentaUon plan demonstrating how the abovft GDP growth voluina Increases
and tho above Inflation tantf Increases sntldpotad In the MDS will bo achieved
together with lha posslbte mitigation etraiegias. In addttian, operational costs mual
be monitored and rigorously controlled throuflhaut (ha Ufespan of the project to avoid
any cost escalations. •

Moreover, I have noted thai whereas Tran&rwjt te claiming that Increasing locomotive
capacity and efficiency A4II lead to lower tariffs for customers; real Increases In tariffs
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ara In feet being proj&oted to sustain tha projsel Transrwt must provide regular
•feedback to National Treasury on their InKlaBvM to attract customers from road to
rail.

I look rorvi-ard to the finaftsa&on of (hs project and request Ihat Transrtet submit
quarterly feedback; to National Treasury on the status of the acqusitlon and tha aboys
mertfbned related Issues.

I trust that you will find thQ above to be In order.

Yours sincerely

PRAV1HJGORDHAN
MINISTER OF RMANCE
Doto: %t>~ \tr-U>i

co MrMKNGlgaba,MP
Hinlstar of PuWIo Enterprises
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public enterprises
Department:
Public Enterprises
REPUBLIC OF SOUTH AFRICA

DECISION MEMORANDUM

SUIT 401. INFQTECtfl
ARCADIASTR 1090, HATFIELD 0083

2013 -07- 1 1

PRIVATE BAG XI5
HATFIELD 0028 .

DEPARTMENT OF PUBLIC ENTERPRISES

TO : MR. MALUSIGIGABA, MP

MINISTER OF PUBLIC ENTERPRISES

FROM : MS. KGOMOTSO MODISE

DEPUTY DIRECTOR-GENERAL: TRANSPORT

F1LEREF : 16/1/12/R

1DMSREF : 158980

SUBJECT : TRANSNET PFMA APPLICATION FOR THE ACQUISITION OF 1064

LOCOMOTIVES

DATE : 13 JUNE 2013

1. PURPOSE

1.1 To advise the Minister with regard to Transnet's application in terms of Section 54 of the

Public Finance Management Act (Act No.1 of 1990 (PFMA) for approval to invest R38.6

billion in the acquisition of 1054 locomotives for Transnet Freight Rail's (TFR) General

Freight Business (GFB) over the next seven years. Transnet's original section 54

application is attached hereto as Annexure " B " . — f>

, 1.2 To request Minister to sign the letter attached hereto as Annexure "A", to the

. i Chairperson of Transnet approving the application with conditions if in agreement of the

contents thereof.
]

2. SUMMARY
i
I

1 2.1 Transnet's 2013/14 Market Demand Strategy (MDS) has projected a 90mt growth in

] | General Freight Business (GFB) volumes, i.k from 91mt In 2013/14 to 170mt in 2018/19.

! In order to achieve this stretched target, Transnet had allocated R143bn of the initial MDS

Lofapha la DIKgwebo tea Puss • Lefapha Is Oikgweba tsd MmusO • UMnyango wezlr.Jcampanl zlkaHulumenl • Muhasho wa Mablndu a
Muvtiuso • Departement van Openbere Ondamemings • Kgoro ya Olkgvvebo tea Setshaba • Ndzawulo ya Mabhlndzu ya Mfuma * LTTIko
loTemabhbinlsi aHulumende • ISebe lazaf/ashbhlnl oMbuso .,_
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TRANSNET PFMA APPLICATION FOR THE ACQUISITION OF 1064 LOCOMOTIVES

R301bn capital programme to invest In GFB Infrastructure and rolling stock in order to

I increase capacity.

j .2.2 There ha3 been no investment tn GFB locomotives between 1992 and 2008 and the

average age of the current GFB fleet of 1889 locomotives is 32 years, whereas the design

] life of a locomotive is 30 years. In addition, 374 of these locomotives are expected to be

written off over the next seven years; as these locomotives would have reached the full

] life span and have become too expensive to maintain.

2.3 In order to address the challenge of aging locomotives, which affects the delivery of MDS

volume demands, Transnet proposes to invest approximately R38 billion in the acquisition

of 1064 locomotives (599 electric and 465 diesel) to enable TFR to deliver the MDS GFB

•$ target of 170mt by 2018/19. This will result in a positive NPV and an increased return on

assets (ROA). It is also expected to lower the cost of doing business by Improving

operational efficiencies, creating and preserving 28 000 direct and indirect jobs while

1 creating RB8 billion In economic impact through local supplier development.

i 2.4 Further, the benefits of the acquisition Include, Inter alia, the creation of Transnet

Engineering's (TE's) localisation opportunities, sustainable development of the SA

j locomotive production industry through consistent annual demand over the next seven

i years, skills development and job creation. In achieving this, the strategic role of TE as a

I catalyst in rail industrialisation will have to be clarified. This would be characterised by TE

playing a role as a strategic localisation and supplier development agency for the rail and

, ports Industry as a whole.

. ' "'"" 2.5 In order to maximise the localisation and transformation opportunities from this

' acquisition, Transnet will apply a procurement strategy which is geared towards

increasing the weighting of supplier development and Broad-Based Black Economic

Empowerment (B-BBBE). Through this procurement strategy, Transnet could achieve as

much as 70% localisation from this procurement at a relatively small price premium. The

-) level of localisation targeted Is informed by the current capability of local suppliers and the

choice of components to be localised. The choice of components to be localised is

j dependent on the technological complexity of the production of the component and the

economies of scale that can be derived in localising that component.

J I
2.6 Overall, the detailed business case and explanatory engagements with Transnet confirm

] there is a need to replace the ageing locomoBve fleet if the MDS strategy and 2013/14
t

Corporate Plan are to be realised. In view of the strategic nature of the locomotive

' - Confidential - Page 2 of 13
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. acquisition, the Department recommends that Minister approves Transnefs 1064
' acquisition application. m

I1 3. ANALYSIS AND FINDINGS

> 3.1 Introduction _

3.1.1 On the 2nd of May 2013, Transnet submitted a section 54 PFMA application for Minister to |

I approve the acquisition of 1064 locomotives that is estimated to cost R38.6 billion. This

acquisition has been included in the overall MOS Investment and funding plans. I

1 . I

3.1.3 According to the PFMA, Minister has to provide a response within 30 days for the

submission date. The 30 day period has however, lapsed due to the necessary due

I3.1.2 The acquisition comprises of the procurement of 465 diesel and 599 electric locomotives
by TFR over the next seven years aimed at replacing the current aged fleet and
supporting the MDS to ramp up GFB volumes from the current 91 mt in 2013/14 to 170mt
by 2018/19. I

I
j diligence processes undertaken to satisfy ourselves as the sector unit regarding the

merits of the business case. There were two engagements between Transnet and the I

j Department's officials that took place since submission of the business case as part of the

due diligence process. fi

! • "

3.2 Business need and fleet requirements _

; 3.3.1 As part of the road to rail initiative, TFR has committed to grow its total volumes from the |

\' ) | current 208 mtpa to 350 mtpa by 2019. Rail currently only has a market share of 11,5% in
—A.--'' j I M

. ' respect of tonnes freighted and 29% In respect of tonne-km freighted TFR growth in GFB •

volumes is expected to Increase from the current 40% of total volumes to 49% by

i 2018/19. The majority of the growth in GFB demand will be generated by rait-friendly bulk B

commodities that need to be transported over long distances such as manganese, •

magnetite, and domestic iron ore. Bulk commodities, such as coal needed for Eskom's j

-* power stations and container-based commodities for which existing demand moves on I

road, Is also expected to shift to rail. ;

1 I
3.2.2 In order to achieve these MDS targets, TFR has planned to Invest a total of Ri94bn over |

I the seven year period. ;Of the R194bn, R143bn has been allocated to the GFB business

which has been historically plagued with Inefficiencies. These Inefficiencies have to a I

'} large degree been caused by the use of an aged locomotive fleet

I
I0057-0367-0001-0008
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rj TRANSNET PFMA APPLICATION FOR THE ACQUISITION OF 1054 LOCOMOTIVES

I
I 3.2,3 Due to the lack of Investment in GFB rolling stock in the past, 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 fail
1 ' to road.

< I 3.2.4 The average economic design life of a locomotive is 30 years and TFR's current

1 locomotive fleet Is 32 years old. There have been no new locomotive acquisitions

1 . between 1992 and 2008, until the GFB fleet was augmented with 50 "like new" diesels,

, 143 diesels and 95 electrics. Life extension of the current fleet has resulted inhigh

I — maintenance costs and difficulty in obtaining replacement parts.

3.2.5 TFR's current locomotive fleet plan indicates that the fleet complement will decline from

$ 1889 In 2014 to 1592 by 2019, a further reduction to 50% of the fleet in ten years and a

"""I totally retired fleet in twenty years. If this is not addressed, TFR will only be able to

' transport 85 mtpa by 2019, which will be 85 mtpa short of its MDS target

j 3.3 Proposed solution

j 3.3.1 To meet the fleet requirements necessary to support the MDS volumes, TFR needs tr

j procure 1064 new locomotives with built-in flexibility In the procurement contract i

' . account for demand fluctuations and operational efficiencies. This will enable ' r

appropriate timing of the delivery of locomotive requirements.

Volumes vs. Locomotive capacity

J

VOLUMES (PER NETTONNE)

Existing fleet
1064 locomotives
Volume shortfall
MDS target

2013/14

83
1
7
91

2014/15

82
7

15
104

2015/16

100
21
6

127

2016/17

106
41
4

151

2017/18

92
60
9

.161

2018/19

85
77
8 '

170

, 3.3.2 The first line on the table above reflects million tonne volume capacity provided by the

existing fleet over the remaining original MDS period, the second Una reflects additional

capacity added by acquisition of the 1064 locomotives and the third line reflects a volume

' shortfall (which will peak at a considerable risk in 2014/15) due to the limitations in

locomotive capacity.

3.3.3 The shortfall will be mitigated by increasing locomotive optimisation, which entails

improved rolling stock utilisation planning and execution. The total revenue shortfall In the

- Confldsntiaf - PagB 4 of 13
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i

I

"I

case where no locomotives are purchased and only the existing fleet can therefore be

utilised, stands at R73 billion during the period 2013 /14 to 2018/19.

3.3.4 A further benefit of the acquisition will be increased standardisation of the fleet which will

lead to resolving both operational and maintenance difficulties such as training drivers,

planning route design.s and maintaining locomotives. The proposed dleset locomotives

can operate over most of the network with notable exception of long tunnels. Current

single voltage electric locomotives are confined according to the current electrified

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 operational yards - thereby increasing efficiencies.

3.3.5 The graph below reflects the proposed locomotives delivery schedule. Based on this

proposed schedule, in the first two years, priority will be given to diesel locomotives and

from the third year onwards, electric locomotives will be accelerated. Due to the current

strain and uncertainty in the country's electricity supply, may be beneficial to prioritise

diesel locomotives in the earlier part of the contract.

Fig 1. Proposed locomotive delivery schedule

Locomotive Delivery Schedule

ZOO -

ISO -

OLOO -

SO -

O '

. . . .

— o -

1OO

6 5

XOO

. . .

1 3 0

1 O 0

330

XOO

X3O

55

• ELECTRIC

a DIESEL

13/1-4 1-4/15 15/16 16/17 17/18 18/19

3.4 Impact on TE

3.4.1 TE will be significantly impacted by the procurement of the 10B4 locomotives, shifting

from a maintenance-oriented organisation with relatively smaller builds to a manufacturing

oriented organisation. The new deployment plan will also significantly alter the way TE

operates as the new locomotives would have added features that will reduce maintenance'

and increase reliability. The positioning of TE as a manufacturing1 entity with one or more

OEMs will be influenced by the procurement as articulated in the RFP.

- Confidential - Paga 5 of 13
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TRANSNET PFMA APPLICATION FOR THE ACQUISITION c F1054 LOCOMOTIVES

3.4.2 It is recognised that the role of TE in the locomofiv i procurement will be determined once

bids have been received, relevant OEMs engag- d with and the ultimate procurement

contract entered Into. However, the Department's bjective is that TE becomes a rail and

ports manufacturing powerhouse for Africa. The Department is looking to position TE as a

strategic localisation and supplier development ag ncy for the rail and ports industry as a

whole.

3.4.3 In order for this to become a reality, it is necess ry to provide TE with a base-load of

v/ork to build strategic capabilities, whilst also ens iring that it becomes cost competitive,

process efficient and a high quality producer. The Department needs to understand TE's

relative role versus that of the private sector ar ] consequently a description of these

•\ respective roles. TE should also detail its locorr ative supply chain strategy to specify

%£ what is being imported, what it is producing, what i ; being outsourced to the private sector

and the broad conditions associated with outso rcing that will result In a competitive

national industry. Such conditions may Include i dustry competitiveness benchmarking,

investment in plant and skills and the requlreme, t that the industry masters quality and

lean manufacturing disciplines as part of the I ng-term contract. The Department is

particularly interested in the iocalisaiion strategy flowing from the procurement and the

role of TE in the strategy for the following stra agic components: traction converter,

traction motor, dlesel engine, bogies, electric; i systems, management system and

control system.

3.5 Project strategic fit

3.5.1 The investment in growing GFB volumes Is ant ;ipated to make business sense, as it

I j lowers the cost of doing business and accelera- ?s a modal shift from road to rail. The

majority (85%) of the growth in GFB dema d is generated by: rail-friendly bulk

commodities that need to be transported ove long distances such as manganese,

magnetite, and domestic iron ore; bulk commod ies with specific demand, requirements

such as coal needed for Eskom's power station >; and container-based commodities for

which existing demand moves on road and will sh ft to rail.

3.5.2 In addition, the MDS promises to promote localis- lion, transformation and empowerment.

The following localisation and transformation initi tives are proposed:

• International suppliers to transfer knowledge e id expertise to up-skill local suppliers

• On-the-Job training and apprenticeships to be uilt into international supplier contracts

• Provision of jobs and procurement opportut ties to rural areas where facilities are

located V

-ConiidanfeS- PagB6of13
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• Assistance to be provided to businesses will serve to foster innovation and create jobs

• R4,2bn expected to be spent over the nsxt 7 years on small business promotion

• Collaboration with suppliers to meet Government's transformation and empowerment

objectives.

3.5.3 Whilst, from a high level, the project seeks to address rail market re-capture and

localisation, there is a lack of detail on how Transnet Intends to create the modal shift.

Elements of a specific modal shift strategy that involve corridor analysis and other

business model planning Is lacking and needs to be addressed. A condition pertaining to

the above is therefore included in the letter attached hereto as "Annexure A".

3.6 Financial analysis

3.6.1 From a financial perspective, the key valus propositions of this project include:

3.6.1.1 Revenue growth with an acceptable tariff increase (in line with the compacted target of

CPI+2%)

3.6.1.2 A positive Net Present Value (NPV): The NPV is a financial calcuiation used to determine

the profitability of the project in today's Rand terms. The NPV is calculated by discounting

future cash flows based on the Weighted Average Cost of Capital (WACC), to determine

what these cash flows are worth today, less than the initial investment. If the difference is

positive, the investment should be made. If the difference is negative, it means that the

project is destroying value.

3.6.1.3 Enhanced Return on Assets (ROA)

3.6.2 Since TFR Is an integrated business, i.e. some assets and corporate services are shared

between the Business Units, the NPV calculation in the business case was based on TFR

as a whole rather than the project itself.

3.6.3 The business case was built on two scenarios as highlighted below:

3.6.3.1 The "do nothing"scenario

The MDS is premised on Transnet's ability to generate cash flows internally in order to

fund 2/3 of the R307bn CAPEX programme. 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. If this run-out is not addressed, TFR would only have capacity to transport 85

million tonnes in 2019, representing a cumulative revenue shortfall versus the MDS plan

of R73 billion over this period. The impact of this revenue shortfall would lead lo failure of

the MDS.

- Confidential - Pago7of13

.̂ •

I
I
I
I
I
I
I
I
1
1
I
I
1
I
I
I
I
I
I
I0057-0367-0001-0012

TRANSNET-REF-BUNDLE-01060



I
! •! 7 7 7

L TRANSNET PFMA APPLICATION FOR THE ACQUISITION OF 1064 LOCOMOTIVES

3.6.3.2 The new locomotive procurement scenario

. ] TFR supports its planned volume ramp-up through investment in new locomotives to

1 replace the current aged fleet Procuring 1064 new locomotives between 2013/14 and

,"" j 2018/19 would have a positive NPV of R2.7 billion (discounted using TFR's hurdle rate of

| 18.56%; NPV would be R34.1 billion if discounted using TFR's WACC of 12.56%). The

| hurdle rate Is higher than the WACC rate because it factors in additional project specific

risks.

3.6.4 The 1064 locomotives are expected to cost R38.6bn in total, assuming that the current
1'3 -— exchange rates prevail, the amount comprises 465 diesel locomotives at an average price

of R25 million each and 599 electric locomotives at approximately R34 million each.

,/~N). These estimated prices Include a 2% localisation premium. Electric locomotives are

i v . . { i | initially more expensive to purchase, primarily as a result of significantly higher

'•-) development costs as more customisation is required than in the case of diesels.

j However, running costs are lower for electric locomotives, making them less costly in the

r-1 long run.

, . . 3.6.5 in addition ta the project cost of R3B.6bn, associated capital costs will be spent on

j wagons and infrastructure through separate projects, to an approximate amount of

J . Ri7.5bn and R26.5bn respectively, to complement the additional locomotives.

I 3.6.6 According to the revised MDS, two thirds of the R307bn seven year capital investment

* > plan will be funded from internally generated cash flows and the balance will be funded

I externally. Similarly, the locomotive plan of R38.6 billion will be funded from internally

. I - generated funds (two thirds) and the balance of R13 billion from external sources (one

) - - j •••'' third).

, 3.6.7 Payment arrangements of locomotives will be carried out as follows: 90% on delivery arid

J 10% on acceptance.

] 3.7 Operational rediness a n d infrastructure

3.7.1 TFR will require an additional 3 065 drivers in order to operate the additional locomotives.

J However, it only has capacity to train an average 500 drivers per year and, at its peak in
1 2015-2016, TFR will require an additional 791 drivers; this is emanating from shortage of

' j j train drivers. Over the MDS period, TFR will hava a shortfall of 529 drivers.

• j 3.7.2 In response to this challenge, TFR has now changed its mandatory Refresher Training

j that was required every 2 years, to a Continuous Professional Learning programme.

I -Confidential Page 8 of 13
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Training time has been reduced from 22 days to 6 days. This will effectively free up

capacity at the School for additional training of new recruits. TFR will need to start training

new drivers immediately to close the driver shortfall before the peak demand period in'

2015/16.

3.7.3 Sustaining and expanding investment in infrastructure and other key projects within the

system will be critical to support MDS delivery and thus TFR will also invest in projects to

sustain and expand Its rail network capacity. The strategy pursued by TFR over the 9-

year planning horizon covers two key strategic focus areas to enable volume growth and

systemlcally improve the safety of operations i.e expand infrastructure, create capacity

ahead of demand and Sustain existing infrastructure through accelerated maintenance

programmes. ,

3.8 RISKS

A summary of key risks reported by the SOC and those identified by the shareholder Is

outlined below. Annexure UC" sets out the full risk analysis conducted for on the

application.

3.8.1 Critical Skills Attraction and Retention

The ability to attract, develop and retain critical skills could affect the delivery and

operation of the new fleet Including the plan to transform TE into a manufacturing oriented

company. Therefore, Transnet should outline Its proposed human resource plan indicating

how TE and TFR will attract and retain critical skills while ensuring the development and

empowerment of previously dlsadvantaged g roups.

3.8.2 Energy supply

There is a risk that Transnet could be left with non-operational assets given that the

electric locomotives would require sustainable energy supply to operate optimally. The

current energy reserve margins are tight and with the challenges faced on the

construction of power stations by Eskom, there may be a need to prioritise the acquisition

of dlesel locomotives in the short-term period.

3.8.3 Contract Risk

Transnet could suffer losses caused by poor contractor performance or the poor

performance of locomotives upon delivery and as such requires adequate protection

against the possibility of this significant risk. However, the Department is concerned that

protection could be achieved In a manner that undermines government's efforts to drive

small enterprise development or support through projects similar to this one. Therefore,

-Confidential- Page 9 of 13
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I Transnet should outline how it plans to achieve a balance betvaen sustainable small

j medium enterprise support/development and the need to indem. Hy the company from

] risks arising from supplier or product performance.

L l
3.8.4 Preservation and Growth of Shareholder Value

(" j There is a risk that government may miss an opportunity to le erage the capabilities

.. possessed by other state-owned companies in executing this proj set. Denel In particular

| possesses advanced manufacturing capabilities that could be Ie\graged to support the

project and to gradually develop TE's manufacturing capability. Therefore, Transnet

j should be encouraged to explore Denel's capabilities as they c ndd present efficiency

gains.

I
I
I
I

,£g 3.8.5 Fraud risk

. " | Fraud risk is inherent in any procurement process. However, in a p oject of this magnitude

j a realisation of this risk would significantly erode value and could damage the reputation

1 of the SOC and that of the Shareholder. Therefore, the Shareholder should be

immediately notified of any fraudulent incidents above R5 million o that the cases could

. be referred to and be overseen by the government's Anti-Corrupii >n Task Team which is

led by National Treasury.

"1
I 3.8.6 Effectiveness and Efficiency of Project Delivery

' There is a risk of project cost overrun and project delay which cc jld be triggered by key

• ' factors such as labour unrest, fluctuations in purchase price and foreign exchange

I fluctuations.

•y 3.8.7 Volumes shortfall

I
I
I
I

The MDS is based on a number of economic assumptions. If the a are material changes

r i in the economic assumptions and the expected volumes do not r laterialise, the project's

_.. j viability will be under threat.

j 3.8. Procurement Strategy

3.9.1 The procurement of rolling stock and in particular the 1064 locon stives provide Transnet

. " and the country a unique opportunity to strategically re-position I ie roiling stock industry

for both localised assembly and localised manufacture of compon nt parts.

I :
3.9.2 The procurement strategy, which informed the RFPs, focuses on Broad Based Black

) economic empowerment and Is all inclusive, has the potential for creating employment on

. ) -Confidential- Page 10of 13
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] a large scale; and includes the local content percentages as detailed in the National •

1 Treasury Instruction Note issued on the 16th of July 2012, which highlights a local content

| percentage of 55% for diese! and 60% for electric locomotives. I

| 3.9.3 The expected economies of scale in purchasing 1064 locomotives are sufficiently large so I

} as to create localisation opportunities that could increase the percentage of localisation

above these minimum thresholds at a low additional price premium. The extent to which _

] localisation can be achieved is calculated on a component by component basis as each |

component that is currently not localised requires a specific business case and strategy to

{ be localised. The two main factors that increase the cost of localisation are technological - •

complexity in the production process and the need for high production volumes to make

)... the production runs cost-efficient.

- Confidential - Page 11 of 13

I
3.9.4 Based on a component by component analysis, It has been established that Transnet

could achieve a high level of localisation at relatively low price premiums. For diesel and •

electric locomotives, localisation of 70% and 77% respectively could be achieved at an

average price premium of less than 2%. This price premium 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 wilh an estimated 8% price premium. This 2% _

localisation premium is expected to yield an economic impact of R78 billion for South |

Africa.

3.9.5 In driving this localisation and transformation objectives, Transnet has formulated a tender

evaluation methodology that Increases the weighted scoring for supplier development and m

Broad-Based Black Economic Empowerment (B-BBEE), i.e. the 60/20/20 approach, 60% JB

for price, 20% for supplier development and 20% for B-BBEE. This approach to

localisation targets Is expected to create 30% greater total economic benefit than that of I

the traditional 90/10 approach which is required by the PPPFA, 90% being price and 10%

B-BEE. The 1064 procurement has been granted exemption from .the Preferential •

Procurement Policy Framework Act (PPPFA) and thereby allows Transnet to apply the •

60/20720 approach. _

I
I
I
I
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' TRANSNET PFMA APPLICATION FOR THE ACQUISITJ ON OF 1064 LOCOMOTIVES

j
J 4. FINANCIAL IMPLICATIONS

i
j None for the Department

I
J 5. CONSULTATION/PROJECT TEAM

j Martin Malapane, Clive Selwadi, Neelesh Amsdas.

6. RECOMMENDATION
t

) _ 6.1 It is recommended that the Minister takes note of the following;

i ^ - r ' p 6.1.1 Based on tha above analysis and engagemerts with Transnet, the fuIfiLnent on the MDS

i is highly dependent on a locomotive replacem ?nt plan.

j 6.1.2 The acquisition of the 1064 locomotives will result in a positive NPV of R2.7 billion based

on a Transnet hurdle rate of 18.56% and an NPV of R34.1 billion based of a Transnet

WACC of 12.56%.

6.1.3 in ensuring that maximum localisation and tr msformation benefits are derived from this

, acquisition, Transnet will apply a procuremen; strategy that is geared towards increasing

• the weighting of supplier development and B-EBBE.

6.1.4 Through this procurement strategy, Transnet oould achieve as much as 70% localisation

i from the acquisition of the 1064 locomotives e: a relatively small price premium of 2%.

i 6.2 It is recommended that the Minister approves the acquisition of the 1064 locomotives with

the condition that Transnet provides the Depa tment with the following:

-| """ '' 6.2.1 Clarity with regard to TE's relative role versus that of the private sector, including the

description of these respective roles;

1 6.2.2 TE's locomotive supply chain strategy which i lustrates what is being Imported, what TE Is

producing, what Is being outsourced to th > private sector and the broad conditions

associated with outsourcing which will result i i a competitive national Industry.

6.2.3 A localisation strategy flowing from the procurement and the role of TE In the

strategy for the following strategic components: traction convertor, traction motor,

: diesel engine, bogies, electrical systens, management system and control

system.
i

6.3 It is recommended that the Minister signs the letter (Annexure A) to the Chairman of

Transnet if in agreement with the contents thereof.
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Memorandum prepared by:

DION HAROLD

D: TRANSPORT

DATE: | 3 / 0 6 | a 6 l 3

REVIEWED AND SUPPORTED:

MEL$\NCHTON MAKOBE

CD: LGRT

DATE:

' HUMA

ACD: TRANSPORT

DATE:

CD:

FEMID ^ MAHOMED

IATEGIC

PARTN

DATE: \l
ERSHIPS

EDWIN BESA

ACTING DDG : TRANSPORT

DATE:

MS. MATSIETSIMOKHOLO

ACTING DIRECTOR-GENERAL

DATE: UJo"

RECOI^ENDED /

JL)

APPROVED / NOT APPROVED / COMMENTS

RECOMMENDED / NOT RECOMMENDED / COMMENTS

MR. BULELANI GRATITUDE

MAGWANISHE, MP

DEPUTY MINISTER

DATE:
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Appendix 41 783

JO"

public enterprises
Department;
Public Enterprises
REPUBLIC OF SOUTH AFRICA

Public Finance and Management Act (PFMA) Section 54

Questionnaire for inclusion in Roiling Stock Acquisition

Programme

Rolling Stock Acquisition Programme

The PFMA Section 54 Applications submitted by Transnet should address the

following questions in order to secure approval for the application:

Note: All questions listed below are relevant over the period of the MDS and beyond.

All data requested must be provided for each year of the MDS in Excel forn 'at on a

CD as part of the application for the purpose of analysis. The underlying assumption

and calculations must be included in the spread sheet,

1. Market Analysis - demand and supply

1. What are the underlying assumptions for quantifying demand?

2. The concept of "unconstrained demand" must be qualified In the context of

total national demand and that of Transnet's existing customer dema i d over

the period of the MDS and beyond i.e. what demand Is the MDS addressing?

This must be clarified.

3. Market (commodity) trends, drivers of growth and economic impa ;t This

should include an economic Impact analysis (simple extrapolation of historical

time series should be avoided as far as possible)

4. Commodities: (kindly provide data by commodity, by year)

a. Total market for all commodities at the end of MDS and beyond;

b. Total market for all railable commodities at the end of MDS and b ;yond;

i0057-0367-0001-0019
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c. TFR's current share of total market for railable commodities;

•
e. Current modal split i.e. road, rail and pipelines for all commodities; *

d. TFR's share of total market at the end of MDS and beyond;

Ddities;

I

f. Expected modal split i.e. road, rail and pipelines for all commodities at

the end of MDS and beyond;

Ideal modal split i.e. road , rail and pipelines for all commodities at the

end of MDS and beyond;

5. Key assumptions underpinning the increase in rails share and other key _

success factors or enablers to gain market share; |

6. Key risks and/or threats to achieving Increase In rail market share;

i 7. All commodities should be presented in the framework of the BCG matrix, ie |

; l .J diamonds, rising stars, dogs etc. This should be accompanied by revenues in

rand value and a percentage (%) of total revenue. I

2. Fleet Analysis _

j 1. A full breakdown of the existing wagon and locomotive fleet in terms of:
a. Category; B

b. Number of units (i.e. number of wagon and locomotives respectively); I
i . m

J c. Purpose (commodity type used);

j d. Utilisation; B

2. A full breakdown of the MDS rolling stock acquisition programme (procured

. wagons and locomotive fleet over the period of the MDS) in terms of: 8

a. Category;

. '•-. '.-• b. Number of units (i.e. number of wagon and locomotives respectively); I

c. Purpose (commodity type used);

, d. Expected utilisation; M

3. A full breakdown of the total wagon and locomotive fleet post MDS in terms "

of: a

i a. Category; *

b. Number of units (I.e. number of wagon and locomotives respectively);

c. Purpose (commodity type used);. — r _ _ _ x — — . . - 1 -ft — — — j §

' J d. Expected Utilisation;

I
I
I
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3. Operational philosophy

1. What is the current operational philosophy of the General Freight Business in

the context of rolling stock and how wili it charge during or after the

acquisition of the rolling stock identified In the MDS p ogramme if at all?

2. Before acquisition what can be done through efficiercy gains to improve the

performance of rolling stock particularly In the GFB easiness.

3. Identify opportunities for private sector participation in the current market

How will they be addressed by the MDS acquisition pngramme? These should

be discussed in the context of operational philosophy and funding.

4. What is the trade-off between the acquisition of rollir g stock and locomotives

with respect to improvements In efficiency of the existing fleet, Private sector

participation In rolling stock and fixed infrastructure solutions such as

consolidation terminals? How does this impact on the quantum of investment

required to achieve the desired customer service leves and volumes over the

MDS period. A sensitivity of the quantum of investm ?nt should be discussed

given the various trade-offs. A quantitative and qualitative analysis should be

provided here.

5. What plan has Transnet put in place to ensure that :he new acquisitions are

seamlessly absorbed into its operations? Consideration mu X be given to training, re-

allocation of existing assets, maintenance facilities and capability, etc.

4. Life Cycle Costs

I t Is critical that Transnet procures so as to enhance the er terprise life cycle value of

capital assets procured. In doing so, the objective must b? to get the best value for

money. Lowest capital cost can translate Into very hgh life cycle costs and

opportunity costs. Hence, lowest price is not necessarily tr-2 cheapest option. In the

case of the rolling stock acquisition - best value for money could mean a net present

value of the lifetime revenues from the locomotive (based c n the income per ton of a

standard commodity) minus the capital and operational coss of the locomotive using

a discount factor based on reliability risk.

1. How does Transnet plan to optimise the enterprise life cycle value of the rolling stock

to be procured?

I0057-0367-0001-0021
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5. Standardisation of technology (Diesels vs. Electrics)

Higher standardisation leads to larger demand and lower life cycle costs through

7. Supplier Development Strategy

I t is imperative that the rolling stock acquisition is linked directly to Transnefs

commodities within the rolling stock industry for which the local supply could be

I
I

inter-operability, lower maintenance costs and less specialised skills. In addition, the

standardisation of components across locomotive technologies Increases economies I

of scale for manufacturing and operations.

1. What is Transnefs plan for standardisation in the rolling stock acquisition? |

I6. Roleof Transnet Rail Engineering

While it is recognised that Transnet Rail Engineering ("RE) has a role to play In the

manufacturing of locomotives and wagons, there are a lumber °f potential problems

that may arise if this role is not dearly defined and rigorously managed, and this may £

impact negatively on the procurement.

In that regard, the PFMA application must include Transnefs response to the

following in respect of the rolling stock procurement: •

1. A clear definition of the scope of TRE's involvement ir the rail manufacturing value •

chain; —

2. The policies and processes that will be followed to ensure that if TRE is involved in a g

competitive tender, it does not prejudice competitors to TRE in the private sector;

3. The mechanisms that will be used to ensure that tha cost of TRE's services are •

competitive, particularly when no competitive tender process is followed;

4. The mechanisms that will be used to ensure a level playing field with the private ft

sector regarding contractual penalties and how accountability by both TRE and "

Transnet Group Management will be enforced shoulJ TRE fail to deliver on its g

contractual obligations; |

5. A mechanism to ensure that the maintenance of locomotives not assembled by TRE

will receive fair treatment by TRE or through the introduction of a different I

maintenance provider.

I
I

Supplier Development Plan. Consequently, Transnet must Identify specific

I
I
I
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" increased and it must provide a coherent plan with targets for increasing the

I : ] competitiveness, capacity and capability of this local supply base. Consideration must

1 be given to how suppliers will be managed and should include a range of Incentives

i ] and penalties for performance along the entire supply chain.

h
* 8. Socio Economic Objectives

| It is critical to integrate supplier development and BBBEE concerns Into every step of

the sourcing process from requirement definition through to contract dose-out In

] order to optimise the many synergies between commercial, supplier development

and transformation objectives.

Consequently, Transnet must provide the Shareholder with a plan of how supplier

] development considerations will be integrated throughout the sourcing cycle for the

' rolling stock acquisition.

'J
• 1 1. How will the procurement drive industrialization, job creation, localization, skills

j development and transformation? What Is the plan and associated targets In this

regard?

2. What initiatives are being taken to enforce high levels of supplier effort - ie. That

the suppliers continuously Improve on their performance and lower costs based

on their learning curves?

3. From an industrialisation perspective, consideration must be given to the

capability and capacity of the domestic locomotive manufacturing & service

industry to "absorb" a technology. Is Transnet taking Into account the following

areas in their supplier development evaluation criteria:

a) Local content as % of total content through time;

b) Value of the procurement spent In SA as % of total value through time;

: ; J c) Investment in plant by suppliers;

d) Technology transfers;

•, I e) Skills development;

I
I
I
I
I
I
I
I
I

I
I
P.
I
I
I

f) OEM sub-contractor development programs;

i g) OEM and big sub-contractor small business development programs;

h) Export promotion / offsets.

i'
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I
?-j 9. Risk Management •

I 1. Please provide a risk management strategy specifically relating to the risks

i. I associated with particularly the length and scale of the procurement. I

10. Financial Analysis I

> The finandal models must be provided in Excel format and included in the data CD.

'.? The excel financial model must also include all calculations so that the department |
5 can conclude its analysis without reverting to Transnet for more information

,i , 1 A HahsilaH finanrial mnrlol aHHrocclnn tho ct-anrlarri ronnlromonk fnr Wji ;. 1. A detailed financial model addressing the standard requirements for

£' incremental capital expenditure; m

, ' 2, The price sensitivity (tariff) of each commodity provided on an annual basis. •

y The department wishes to understand the impact of CAPEX on tariffs; _

| 3. The volume sensitivity of each commodity provided on an annual basis and at I

? an aggregate level on an annual basis; _

j 4. The impact of total price sensitivity and volume sensitivity on the financial H

] model and financial indicators in bullet 1 above;

| 5. Provide linkages to all relevant Shareholder Compact Indicators over the MDS |

! period Including:

( a. ROA; I
j v b. Volumes;

* --" c. Asset utilisation; •

d. Service reliability;

' / e. Turnaround and cycle times; . I

f. Reliability and availability (TRE);

J I
11. Shareholder Support <

,1 I
1 1. Kindly specify the Shareholder support that may be required for the successful •
| Implementation of the rolling stock procurement programme?

\ i
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MINISTER: FINANCE
REPUBLIC OF SOUTH AFRICA

Private Baa X115, Pretoria. 0001. T«l: +27 12 323 6911, Fax: *27 12 323 3262
PQ Box 29. Cape Town. 8000, Tel: +27 21 464 9100. Fax: +27 21 <B1 2934

Ref. M4/1/20 (921/14)

Mr Mafika Mkwanazi
. . j Chairperson of the Board
'-* Transnet SOC Ltd

P 0 Box 72501
PARKVIEW
2122

' j TRANSNET'S APPLICATION IN TERMS OF SECTION 54(2)(d) OF THE PUBLIC
, •' FINANCE MANAGEMENT ACT FOR THE ACQUISITION OF 100 DUAL VOL TAGE
{ LOCOMOTIVES FOR THE EXPORT COAL LINE

I refer to your letter dated 10 April 2014 with regards to the abovementioned matter.

I I note Transnet's intention to acquire 100 dual voltage electric locomotives for ••- oal
j Export Una at an estimated cost of R4.8 billion. I understand that this acqulsltic ..m i • (ease

125 locomotives from the Export Coal Line to the General Freight Business (G?B) to
I mitigate against possible volume and revenuB deficits due to the delay In the 108^ GFB

j locomotive tender process.

However, Transnet's submission has limited Information on Ihe procurement strategy to be
adopted. The National Treasury requires reassurance that Transnet's preferred accel rated
confinement procurement method was the most appropriate strategy giver the
circumstances. In order to establish this, Transnet must disclose the alternate supplie s that
were considered and evidence of how and why China South Rail (CSR) was selected is the
preferred supplier. In addition, the following information would be helpful to p ovide
assurance that the proposed procurement strategy complies with all legislative requirements:

1. Comprehensive analysis of the five procurement options considered by Transnet (Go out
to tender, Do nothing, Confine, Extend the current 20E contract for 95 CSR locom lives,
and leasing);

2. Detailed evidence on how the confinement method was selected as the preferred c itlon;

3. Details of Transnet's current contract wilh CSR with emphasis on Its compllanc i with
legislative requirements such as the Preferential Procurement Regulations ard Ihe
National Industrial Participation Programme; and

0057-0367-0001-0025
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, „ A. Risk management plan to mitigate against all possible risks that may derail the project. _

I look forward to your assistance in providing Ihe required Information to enable an informed '
j decision to be reached regarding the acquisition of the locomotives.

• ' I trust that you will find the above to be in order. • •

Yours sincerety

^

• - N NHLANHLA M N E N E T M P
W MINISTER OF FINANCE

.1

.£>•

i

,1

1 cc Ms L Brown. MP
1 Minister of Public Enterprises

I
I
I
I
I
I
I
I
I
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i

I
I
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OurRefNo:LM/18192

Mr Nhlanhla Nene, MP
Minister of Finance
Private Bag XI15
PRETORIA
0001

Fax: 012 315 5126

Dear Minister Nene

Ref M4/1/20 (921/14): TRANSNET'S ACQUISITION OF 100 DUAL VOLTAGE
LOCOMOTIVES FOR THE EXPORT COAL LINE

Your letter with the above reference dated 29 September 2014 was received by Transnet
and Transnet welcomes your correspondence in relation to the above transaction.

This letter seeks to respond to the queries raised in your letter and provide some level of
assurance that the thinking applied before entering Into the transaction to acquire the
locomotives is in accordance with the highest level of governance. It should be noted that
the acquisition Is fully aligned to the strategic direction of the Company as the Investment is
included In the Market Demand Strategy arising from a business need.

'1. Comprehensive analysis of five procurement options considered...'

Delays were experienced in the tender process for the acquisition of the 1064 locomotives
due to the following:

• Aggressive timelines built into the tender, resulted In requests for extensions and
clarifications.

• Process to obtain PPPFA exemption was lengthy and complicated
• Evaluation basis could only be made available to bidders after exemption from PPPFA

was obtained
• Evaluation of bids could only commence after. PPPFA exemption was obtained
• The extensions and clarifications requested above had to be adequately addressed

with timeline extensions granted as a challenge to the award would Impact award of
the contract

• Transnet's appetite for a legal risk and challenged the award is minimal given the
tractive capacity requirements, we believe that the extended tender process mitigates
the legal and challenge of award risk.

The business need was first established which basically looked at the situation with the
tender process for the acquisition of 1064 locomotives for Freight Rail's General Freight
Business (GFB). GFB volumes were at risk and the main reason for this was a shortfall in
tractive capacity. The fastest way to bring tractive capacity Into the system given the
constraints In GFB is to accelerate the acquisition of locomotives planned for the Coal Line.

'1

Transnet SOCUd
Registration Number
1990/D0D90O/3Q

I

Carlton Centre
ISO Commissioner
Street
Johannesburg
2001

P.O. Box 72501
Parkview, Johannesburg
South Africa, 2122
T +27 I I 308 3001
F +27 11 308 2538

\

Wrsc tom HE Mkwannl (Chalpnoo) B Motefe* (Group Oilef Executlvs) MA Fanucchl Y Forbes HO Gutndam Np Mrraranj N Moots IM Stianra 11
ETsiuialalj D U T * e f » * S l n 9 h ' (Group CWB/Flnwclal Odlcer)
'ExanUve

Group Company Secretary: ANC Ccba

ttvm.trarenet.net
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With timing being of crucial importance, the options considered were carefully explored,

1

•
I

{.. This would free up existing locomotives on the Coal Une to service the GFB sector as an •
( ] interim measure until the 1054 contracts commence delivery. The cascaded locomotives
.. from the Coal Line will then be retired as the locomotives from the contracts of the 1064 •
I are brought into service. The 100 locomotives for the Coal Line are part of the fleet plan |
i j and 7 year capital investment plan and were being accelerated, it Is not an addition to the

fleet plan but an acceleration of the Investment. —
1., The critical Issue In this instance was one of timing, basically fast tracking the Introduction I

1 of tractive capacity to mitigate against MDS volume risk in the short to medium term. •
The 1064 locomotive tender process was conducted at the same time, indicating that

* Transnet had the benefit of recent submissions from suppliers for purposes of comparison •
{ and improving our negotiating position. |

There have been no objections or challenges raised to date thus no risk pertaining to
— c o m m e n c e m e n t of production of the locomotives as all suppliers have accepted the _

decision. I

. , however once a particular option was explored and proven to be unviable to address the
I above crucial need, It was discarded without any further analytics being performed. •

I • Do nothing: This would clearly not address the business needs as volume risk would |
- . still exist.

! • Go out on open tender: This approach would take considerable time to execute just M
J the tender process. The objective of bringing tractive power on as soon as possible I

I to mitigate short to medium term MDS volume risk would not be met. This option
i was thus discarded due to the timeline constraint

i • Extend current Z0E contract for the 95 locomotive acquisition; The major reason for I
1 j not extending the 95 contract is that the locomotives for the Coal Line are of a B

i different specification. Locomotive specification is a key component of any
j locomotive manufacturing contract. Changing specifications on an existing contract m
' i will create significant complications and potentially a contract on which the terms •

! and conditions are not enforceable. The process followed for this acquisition was an
j open tender process and extending the current contract would result in a material

; amendment such that we may need to go out on tender again as losing bidders •
could challenge that their bids would have been different had they known about the •

, _J_ • '• final quantum of locomotives and possibly resulted in them winning the tender.
' i • Leasing: The option to lease locomotives was explored. The locomotives to be •

leased are small in quantity and 30 years old and would not address business need. I
The Impact of leasing the locomotives will be minimal.

' > • Confinement to China South Rail (CSR) which is the chosen option was embarked —
J upon due to the following: ' I

o Urgency of the process to acquire locomotives to satisfy tractive power ^
? requirements

t < ' o Locomotives are known as CSR are currently manufacturing the 95 •
locomotive contract which is progressing well from a quality and reliability |

. i perspective. •
, J o CSR have produced the fastest prototype and delivery of the first locomotive _
1 within 6 months of completing the design freeze. I

f o CSR has production facilities In China that can produce 2000 locomotives per , *

I
I
I
I0057-0367-0001-0028
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p
I annum and can produce locomotives with immediate effect With the 95
;.1 locomotives currently being built by CSR, they have the learning curve

benefits in terms of the production process.
I o CSR is a known supplier of locomotives and they have performed well on the
, ] last two tenders for electric locomotives (95 and 599/1064) in terms of:

• Technical capability
] « Capacity to deliver the required product

] « Supplier development
• Commercial and
• Transformation

o Confinement to CSR meets the criteria for confinement as set out by the
Board of Directors.

:i
V. X2. Detailed evidence on how the confinement method was selected as the

^••^: preferred option'

IP
I
I
I
I
I

There are basically two approval hurdles for confining a irocurement event:
1. In terms of the Delegations of Authority, o. ifinement of Tenders to a value

exceeding R l billion may only be approved by •» Transnet Board of Directors
j 2. In terms of the PPM, confinement of tenders nic. • only be approved under the

j following circumstances:
a. Where a genuine unforeseeable urgenc, as arisen. Such urgency

( should not be attributable to a lack of pian. 'ng, however where an
j urgency has arisen due to a lack of planning »rgency can be relied
J upon as grounds for confinement. In such case, -lion must be taken
[ J against individual(s) responsible for the bad plannu ">.
j b. The goods/services are obtainable from one or limited suppliers for
' . instance patented/proprietary goods or OEM spares and components.
; I Operating Divisions are however required to provide evidence that
I there ara no new entrants to the market who could also be
I . approached.

' . c. For reasons of compatibility and standardisation of existing goods and
','} services. A case must be made that deviation from existing

, standardised goods and services will cause major disruption. I f not,
I confinements based on standardisation will hot be considered.

d. When goods or services being procured are highly specialized and
largely identical to those previously executed by that supplier and it Is
not in the interest of the public or the organisation to solicit other
offers, as it would result in wasted money and/or time for Transnet.

j When this particular ground is intended to be used as a ground for
i confinement, i t is Important to note that all pre-requisites must be

satisfied;
, 1 I. The goods or services must be highly specialized
I 1 li. Almost Identical to previous work done and
L ' ill. Approaching the market again would result In wasted money
: } and time

.'I
I

I

I
I
I
I
I

• • »

I0057-0367-0001-0029
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With the above framework in place the conditions applicable for the transaction to meet the ™
l criteria for confinement is detailed as follows:
] Paragraph (a) is applicable in this instance as a genuine unforeseeable urgency has arisen. •

| The timelines for the tender process for the acquisition of 1064 locomotives were not B
'? realistic. Certain delays were encountered which resulted in timelines moving out These

delays include: a
I • Development of the business case to obtain first time approval from all approval I

| gates (Transnet Exco, Board Acquisitions and Disposals Committee, Board of ™
Directors and Shareholder Minister).

, • The tender for the locomotives is large and complicated and with aggressive I
1 timelines built into the tender there were requests for extensions and clarifications. B
' • The process to obtain PPPFA exemption was lengthy and complicated and:

~" o Bids could only be evaluated after obtaining PPPFA exemption •
j o The evaluation basis could only be made available to bidders after PPPFA I

i ^ exemption was obtained.
~~' • The extensions and clarifications menb'oned above would have tc be adequately

" ] addressed with timeline extensions granted as a c allenge to the •• ird would B
j impact the award of the contract. B

As evidenced above the delay experienced on the 1064 tend' process is not attribu ^b'e to
: | poor planning by an individual or group of individuals. m

' Complarner.tir.g "ground (a) — urgency" for confining a * ide* ire grounds (b) -
] limited number of suppliers, (c) - standardisation ant d) _iods are largely —

• identical to those previously executed. •

] • (b) Locomotives are highly specialized with only a few supp .. worldwide.
s • (c) There are currently 21 different locomotive models . the fleet. This places •
' unnecessary operational complexities and cost burdeni in terms of driver B

] deployment and utilisation, spares holding, strategic spares holding and
I maintenance facilities and practices. The locomotives are largely the same as —
' ( currently being procured on the acquisition of 95 locomotives contract, a significant •

y •, level of standardisation can be achieved through confinement. •
••-A--' ^ . (d) Locomotives by their nature are highly specialized and the 100 Coal Line
! locomotives are essentially similar to those already being acquired (95 locomotives). •

i . | In addition, Transnet would incur wasted time and money in approaching the B
market due to the following:

; i o CSR. has been identified as the best bidder during the open tender process to _
t J appoint a contractor for manufacture of the 95 locomotives " fl

o Both these tenders (95 and 100) include Board approved procurement •
, , methodology for maximizing supplier development, whilst ensuring the
• j highest quality standards and commercial offering. B
u o Transnet has recently invested a large amount of time, human capital and B

money in evaluating the tenders and going through another tender process
( would not be efficient given the urgency required from a traction capacity m

- I perspective. B

•I

I 1
I
I
i0057-0367-0001-0030
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i
I

wher criteria such as supplier development were not a key focus area, As a
resu : Mitsui did not fare well in the most recent tenders Issued by Transnet.
Conf ning the contract to M'tsul would result in them having a monopoly for
the supply of locomotives tc the Coal Une. Transnet found this concentration
risk jnacceptable as the cownstream Impact in terms of cost of spares,
strategic spares and tooling would place Transnet in a vulnerable position.

The decision to onfine has been justified through paragraph (a) of the grounds for
confinement contahed in the PPM, however the table below provides a high-level summary
of the other grounc.s that further enhance ±e decision to confine:

GroU'd (a)

•

(d)
(I)
00
(iii)

•
/
/

'3. Detaiis of Tnnsnet's current contract with CSR with emphasis on compliance
with legislative requirements'

The PPPFA was fo! owed and the 90/10 ru a applied.

Supplier development commitments contMned In the contract currently In production (95
electric locomotive • for GFB) are as follow?:

Category
Total
Actual to March 2C L4

Amount
R1787m (65% contract value)

R441m
Broken down as fc lows:
Localisation
Skills Developmen:
Investment Plan
Industrialisation
Small Business
Rural Developmen.

R163,4m
R46,9m
R92,0m

R136,2m
R0,lm
R2,6m

'4. Risk Manage ment plan to mitigate against ail possible risks that may derail
the project'

The acquisition o 100 locomotives is in itself a risk mitigation plan against the interim
volume shortfall c -" the MDS over the next two years due to delayed delivery on the 1064
locomotive acquisi.ion. A risk mitigation p'an has been developed for the acquisition of 1064
locomotives for c;FB. This plan was caveloped with the entire locomotive acquisition
programme In mir i which Includes:

• 95 5FB electric locomotive:-,
• 10€ 4 GFB locomotives,

0057-0367-0001-0031
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As is evident from the above list, a comprehensive plan was developed and is attached as
Annexure A.

I

1 m
j • 100 Coal Line electric locomotives and

I • 60 GE diesel locomotives.

{ The risk mitigation plan developed for the 1064 locomotives Is thus applicable to the 100 B
"] Coal Line locomotives and is the worst case scenario eg. All risks have been rated as Level 1

(highest priority, red, considered by Board and Exco and action plans are to be developed •
] and effected within 6 months of the risk being Identified), however rail infrastructure risk on |

I the Coal line is not high as the GFB network. The risk plan at a high level covers the
following risks: _

] 1. Delivery delay •
2. Rail Infrastructure
3. Energy supply
4. Market
5. Customer
6. Operational readiness g

" ] 7. Financial fl
j 8. Production . "

9. Infrastructure
1 ] 10. Logistical B
j 11. Human capital B
' 12. Technology

j 13. Material *
j 14. Security I
' 15. Compliance

J 16. Project management
j 17. Safety, health and environment fl
I , 18. Quality management B

Engagement workshops were held with the DPE together with National Treasury on the
PFMA application to acquire 100 Locomotives for the Coal Une. A summary of the notes Is I
provided (Annexure B) for your ease of reference. The notes were circulated In response to B
queries raised by the Minister In the letter of approval of the Investment. I t was

' unfortunately not copied to the National Treasury. - •

"Informed decision to be reached regarding the acquisition of the locomotives"'

J The request to acquire the locomotives was approved by the Minister of Public Enterprises I
1 on 23 May2014. Approval letter from the Minister of Public Enterprises attached as Annexure •

1 Kindly note that In November 2011 a request in terms of the PFMA was mistakenly made to |
f both the DPE and National Treasury, Transnet were duly informed that approval of the

JJ . I

0057-0367-0001-0032
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Investment is not part of the National Treasury's responsibility (letter from the Minister of
Finance attached as Annexure D) but that of the Shareholder Minister. This is a correct
interpretation of the PFMA and National Treasury is required to be informed of the
transaction. This has been Transnet's approach since (request approval from the DPE and
notify National Treasury).

In the interests of information sharing and integration, both the DPE and National Treasury
representatives are invited to ali engagements relating to section 54 PFMA applications and
quarterly reporting on progress of the infrastructure rollout plan, These joint engagements
have been working well-with good-cooperation between the various Departments and
Transnet.

The acquisition of the 100 locomotives for the Coal Line has been accelerated. Delivery of
the 100 Coal Line locomotives has commenced with 14 locomotives having been delivered by
mid- February 2015. These locomotives are in various phases of testing at the OEM's and
TFR's premises.

I trust that the response provided together with annexures gives you an acceptable level of
assurance that the transaction entered into subscribes to the highest standards of
governance and complies with all legislative requirements.

Please do not hesitate to contact my office should you require further clarity on any matter
relating to the acquisition of 100 locomotives for the Coal Line.

Kind regards

Linda Mabaso
Chairperson
Date: 31/D3]
CC: Md L Brown, MP

Minister of Public Enterprises

0057-0367-0001-0033
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Acquisition of 1064 locomotives for

TFR's General Freight Business: Risk Management Plan

19 September 2014

1*.

\ \ if

0057-0367-0001-0034
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Risk Assessment Context

During the workshops the following principles were considered:

• The assessment was limited to the identification of the locomotive delivery risks and mitigation strategies.

• The relationship between rail infrastructure and rolling stock was considered in the risk assessments.

• Issues relating to Opex/Capex affordability were considered.
• TE is part responsible (as sub-contractor) for the building of the locomotives and contracting with the OEM (as lead). The

contractual relationship for the delivery of the locomotives is therefore between TFR and the OEM.

• TE, in the capacity as landlord, is providing the production facilities to the various OEMs.
• Customers are not investing at the same rate as anticipated, which could lead to delayed benefit realisation.

• Order of magnitude of i delivering the 1064 locomotives and the organisational change needed should not be
underestimated. i

Risk Excluded from the Assessment

Post-productions risks such as maintenance, redundant equipment and production facilities, were not included in the
assessment. •

Risk Rating j

It was an unanimous decision that all risks should be treated as Level I risks and be treated as stipulated In the Transnet
ERM Methodology.

r-i
0057-0367-0001-0035
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mmm OEM's / Sub-contractors unable to meet contract
delivery commitment
Capacity and capability constraints

• New locomotives will be traversing fatigued rail
infrastructure

" Infrastructure failure remain/deteriorates which
will lead to operational disruptions

• Affordability of Capex, Copex and Opex
• RSR technical standards threatens TFR licencing

conditions and penalties

Inherent risk of Eskom ^ ;nterruotions
Impacting tonnage delivery

• OEMs and subcontractors to finalise the subcontractors
agreement

• Locomotive governance steering committee to provide
oversight on the adherence to delivery milestones

• Continuous engagement between OEMs and TFR regarding
delivery progress

• Suppliers/ subcontractors to escalate issues relating to late
delivery immediately to TFR

• Vigorous contract management
• Should locomotive delivery be delayed, subsequent run-out

of the old fleet will also be delayed (increased maintenance
costs and possible locomotive failures)

" Structured quality inspection programme to be undertaken
by TFR

• Continuation and improvement of rail network Copex, Opex
and sustaining Capex programmes

1 Achieve of "A" standard network to match locomotive
requirements (as dictated by the RSR)

• Submission of business case to Capic (Nov 2014) to ensure
"A" standard rail infrastructure

• Selective investment based on high yield commodity
corridors

• Developing scenarios to consider various affordability
options

" Explore alternative power generation initiatives (medium to
longterm option)

0057-0367-0001-0036
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Customer readiness for rail
Low economic growth/ contraction
Volatile / uncertain demand from Eskom
Fluctuating mining commodities' priringimpacting
demand - also from Botswana

Total logistics chain, address customers' ability to deal
with increased freight-siding and loading equipment
/facilities

TCP, TE, TPT and Rail Network capacity to execute
projects supporting the locomotive deployment.
Acceptance testing readiness
Driver training and readiness
Infrastructure material supply & transport-
transporting long rails

Material availability-e.g. supply of rail, ballast,
sleepers etc:

• Aggressive marketing of TjFR's product offerings
• Annual volume validation with customers
• Written commitment and confirmation from customers
• Implementation of take or pay contracts for Mega Rail

customers
" Explore contractual alternatives to limit the risk exposure of

Investments made for customers who do not meet volume
commitments

• Implementation of aggressive New Road to Rail strategy and
opportunities identification

• Identification of key customer constraints
• Customer engagement to explore solutions to effectively

address loading and offlosdingfacilities availability and
reliability

• Integrated capital project planning between TCP, TE, TPT and
Rail Network to ensure alignment across the value chain

• Operational readiness plans have been effected in
preparation for the locomotive deployment (e.g. training of
train drivers and maintenance staff; acquisition of upfront
spares, tools and facilities)

" Orders for the procurement of railway material done a year
in advance.

• Locomotive execution strategy- four tier governance
structure (Executive Sponsor, Steering committee,
Locomotive Owners team, Programme Director)

* Establishment of a Programme Management Office

•LJ

0057-0367-0001-0037
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wmmrnmmmmmimmm^^m
Non-payment or delays in payment to TE by the
appointed OEMs
Termination of the contract by OEM's
Increase In the Project Input Cost (energy, electricity,
security, steel and etc.)
Corruption, fraud and other forms of criminality

Inability to ensure a timeous man ufacturing of the
required Locomotives as scheduled

Energy supply- load shedding

inadequate machinery and equipment capacity to
ensure successful completion of the project

Delay in the establishment/purchase of the required

Facilities/Equipment for the project

Logistical and warehousing constraints
Shipment and transportation logistics constrain
Non conforming material for components and reverse
logistics

Existing Finance procedures and processes
Project Steering Committee
Regular project meetings

In-line/hold point inspections for detecting defects earlier

Energy saving initiatives

Ongoing review of security measures

Fraud risk strategy
Systems controls - Procurement and Finance
Project plan
Daily production meetings aimed at tracking progress
Adequate Human Resource Allocation
Financial Commitment

Electricity backup systems (e.g. generators)
Maintenance plans across TE operations
Prioritisation of Capex list
In-house modifications
Capex approval processes
Logistics Management Strategy for 1064
Dedicated logistics human resources
Dedicated warehouse for 1064 scope
Inspection of material on arrival
Project Steering Committee

Information provided by TE

0057-0367-0001-0038
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Insufficient human capacity to meet the production
and maintenance demand (competing national rail
projects)
Limited technical human capacity from OEM
Industrial action
Incompatible working practices between TE and
OEM's *
Technological challenges - none or ineffective
involvement of TE in the technology discussions and
conclusions between the appointed OEMs and TFR
Lack of TE's knowledge on the proposed system and
the infrastructure rpnuirpmpntc

Systems incompatibility (Oracle vs SAP)
MRP and OEMP integration
Ineffective Bill Of Material (BOM) Change Control
Delays in finalisation of the design freeze
Material delay and unavailability (due to non-
availability and accuracy of BOM)
Ineffective management of the existing suppliers
Third Party Performance Risks - dependency on the
performance of a third party

• Feeder channel of apprenticeships
• Usage of experienced planners
• Making use of fixed term contractors
• Training agreements with OEMs
• Strike management committee
• Change Management Strategy (e.g. communication strategy)

• Drawing and design freeze

• More controls to be developed to manage the risk

• Existing ICT Processes and Procedures

Timeous placement of Purchase Orders
Weekly localisation meetings
Usage of developed suppliers

Institute penalties for non-delivery

Change control (TE and OEMs)

Contracts with service level agreements

Non-conformpnce procedures (for third party service
providers)

Daily tracking of progress within TE

Information provided by TE
• - " 6
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• Ineffective Security Management

• Theft of the OEMs'IPs

• Not meeting Supply Development and Localisation
targets

« Ineffective document management

• Ineffective Project Management of the 1064 scope of

work

Increase in injuries/fatalities and disabilities
Non compliance to contractor SHE requirements by
the OEMs
Utilisation of unknown hazardous chemical substances
(such as asbestos)
Business Interruption

Existing Security Plan ana] Procedures in place

SHE Induction
Usage of different Bays and Centres for each OEM

Existing ICT security measures in place

Regular Project Meeting

Contract between TE and OEMs
Supply Development Strategy
Supply Development Summit

Daily Project Meetings

Regular Project Meeting
Project Steering Committee

Appointed Project CnorHinntor nttho GM's Lcv'c!

SHE policies, processes and procedures in place

SHE Induction
Plan Job Observations
TE SHE contractor specifications
OEM SHE requirements presentation at the Scoping Sessions
Approval of hazardous chemical substances
Training and Awareness on the Material Safety Data Sheet
(MSDS)
Medical surveillance programme
Business Continuity Plans

Information provided byJE

rrn
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Delivery of inferior products (i.e. defects, poor quality) Change Control Board in, place
Regular Production Meetings

In-line inspections and internal audits to ensure compliance
to SOP
Supplier audits and incoming material inspections
Audits, quality control plan, Quality Management Framework
Inspections conducted as per customer request

ir...
1 ..:

information provided by TE

r~\
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i.^/i||i Contract management risk assessment based on the analysis of contract conditions

W$M Establish governance steering committee at Group level.

&$fej Acid test of rail replacement business case

t-'lii^'l Reputational risk should be proactively managed including stakeholder engagements and communication
t0SvU especially with the media. Full involvement of Group Communications is required

\&§i*$ Quantification of funding alternatives

iv$?§,|! Operational readiness plan to be shared with Group Risk (Completed)

'£$££•3 Insurance management {integrated approach) to be finalised (Completed)

H^P- Change Management between TFR and OEMs to be formalised

'•W$M D e s 'S n freeze to be implemented timeously to provide suffident time for Supplier Development

Group and OD Legal,

Group, TE & TFR Risk

Chief Risk Officer

TFR &. Group Finance

Group Communications,
TE& TFR Risk

Group Finance

TFR Capital Program

Office

Group Insurance

TFR COO

TFR/TE COO

\-MM Decision on the allocation of production facilities between Koedoespoort and Durban to be finalised TFR/TE COO

O

0057-0367-0001-0042
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Annexura B

Engagement with DPE and National Treasury on 23 May 2014L-

•£)'

No.

1

2

3

4

5

6

7

8

I tem

What do Transnet mean when we say
contract In execution?

What are the types of freight and the
routes on which they will be transported?

What is the deployment plan and the
Impact of the deployment on volumes

Why did Transnet not confine the
acquisition to two suppliers

Delivery on SD against existing contracts.
Provide a report on the performance,

Provide specifics as it relates to the 70%
localisation mentioned in the submission

Was the PPPFA followed when
determining the tender specifications for
this contract?

What are the SD obligations on the 95
CSR locomotives

Response. . . . . . . . . . .

The contract is in progress and can be reversed if approval is
not obtained.

This Is well documented In the 2014/15 corporate Plan,
Primarily the freight targeted Is:

• Manganese
• Domestic Coal
• Mining minerals
• Intermodal (containers and automobiles)
• Road to rail shift

This will only be available as the locomotives are deployed
onto the network and the associated impact on volumes will be
recorded once the locomotives are In operation. In order to
measure full Impact the locomotives would need to be
operational for a full year as all volume commitments are
quoted In annual quantities. Monthly extrapolations can be
determined.

Tractive effort Is the key constraint Impacting volumes. TFR
needs to grow faster than the commitment to volumes In plan.
The shortfall In tractive capacity needs to be augmented, In
executing the 10S4 tender process around December 2013,
Transnet had the benefit of observing the progress In terms of:

• Which tenderers were providing the most value
• The various competitors bidding
• CSDP offerings of the various tenderers

Transnet did not want to place ourselves in a position where
Mitsui became a monopoly for the supply of locomotives to the
Coal Une, Mitsui would be supplying 210 locomotives to the
Coal Une if awarded the tender. Initial capital outlay
constitutes about a third of the total cost of ownership.
Allowing Mitsui to be the monopoly supplier will Impact the
long term cost on the Coal line. Transnet would be In a 'sitting
duck' position If this was allowed.

GE have produced an SD report as it relates to the acquisition
of 143 locomotives that have recently been built and supplied
to TFR. A portion of the report (Annexure Bl) Is attached for
your ease of reference.

The specifics are part of the negotiations currently underway
and will be provided once agreed to and finalised.

Yes, Transnet applied the 90/10 rule

1
Overall SD obligation is R1787m (65% of contract value).

Actual SD to March 2014: R441m

• Localisation (R163,4m)

Page 1
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Annexure S

•Jo. Item

What measures have Transnet put in
place to ensure delivery against local
content?

Apart from concentration risk by utilising
one supplier what are the other
risks/issues relating to the appointment of
one supplier?

Response

• Skills development (R46,91m)
• Investment Plan (R92,03rn)
« Industrialisation (R136,21m)
• Small business (R0,14m)
• Rural development (R2,58m)

There are various measures In place which include:

• Plans need to be submitted between 90-120 days after
contract sign off by the awarded tenderers

• Non-submission of the requisite plans is grounds for
termination

« Inclusion of SD penalty clauses are Included in the
contracts

• Obtaining an SD bond to cover default risk
• Appointment of Socio-Economic monitors to provide

assurance around the performance against planned SD
commitments.

• Transnet Engineering Is the appointed local assembler

Standardisation. The fleet currently consists of 21 different
locomotive models which negatively impacts costs in terms of:

• Spares holding and specialist tools for each locomotive
model

» Infrastructure
• Operational issues
• Driver certification. Driver certification of competency

for each mode!
• Training regimes
• Maintenance in terms of engineering skills

requirements and fault diagnosis for each locomotive
model

C5DP benefits are considerably greater than If the 1064
contract was awarded to a single contractor

The 1064 contract as mitigated as it relates to:

• Delivery
• CSDP
• Business could not wait for the schedule as per the

2013/14 Corporate Plan as that would severely Impact
volume throughput

• The cost of the 1064 acquisition would be between
R60 and R65 billion If the original delivery schedule
was adopted as we would be hedging over a 2-3 year
longer period.

• GE and CSR are not considered risky as their track
record has been established and their products are
working well In our operations. CNR and BT although
not considered risky are untested in our operations

F «e 2
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No. Item Response :
and wili be appropriately mitigated

7 suppliers are considered Ideal for each of the diesel and
electric components of the 1064 acquisition. High enough to
mitigate concentration risk and low enough to obtain
maximum CSDP benefits. 3 suppliers each for electric and
diesel locomotives would dilute CSDP benefits and render
Transnet unable to take advantage of economies of scale. This
will also drive up the locomotive cost per unit.

11 What do the Sodo Economic monitors do?
After the Gautrain was completed, Transnet engagement with
their management to assist Transnet in addressing the matter
of monitoring the socio economic Initiatives on thelirbject and
determining if objectives were met Arising out of that
discussion was the appointment of SEMs who provide an
assurance role through assessing1 the achievements against
Initiatives provided In the plan. This will enable Transnet to
report on sodo economic activities of the project.

12 The suppliers are aware of Transnefs
acute need for tractive capacity and would
not be fearful of a termination clause as It
was unlikely to be enacted

-0.

On the contrary, Transnet will not hesitate to terminate a
contract where it Is warranted. Termination Is a last resort
after all avenues to ensure performance have been exhausted.

Locomotive suppliers are in the business of manufacturing
locomotives and ifs not in their Interest for their contracts to
be terminated as this affects reputation In a massive way. The
OEMs see this contract as their gateway Into Africa. This
contract is therefore given their utmost efforts as it Is an
opportunity for them to make a first Impression.

OEMs have thus far been enjoying a free partnership with TE
which enabled them to enjoy super profits while TE earned a
small margin. Transnet is exploring the option of co-operation
agreements and a profit sharing model.

In conjunction with the PWC work conducted between the DPE
and Transnet It has been established the OEMs are protective
over their Intellectual Property. In line with the Minister's
vision, TE wants to move into the OEM space from a strategic
perspective and Transnet Is confident that with the combined
scope of the various localisation Initiatives with each of the
contractors, we are In a position to complete the basket of
becoming an OEM.

OEMs sub-contracting to TE have established a concrete
relationship and launch pad for their expansion Into Africa.

Suppliers like EMD need to re-examine their strategic
positioning in Africa as they are currently not getting much
work outside of the USA. '

13 Provide clarity on the delays relating to
Transnefs initial approach as it relates to timelines for the
tender process was not realistic. The 1064 tender is large and

Page 3
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"Vv-
(

No.

23

24

25

26

27

Item

There seems to be problems wit;-, the
MDS, should DPE be concerned?

Diesel versus Electric. How is the split
determined?

Coal expansion to 81mt, how were the
mine plans determined and timir g of
Transnet capacity?

If urgency was not an Issue who wou'd be
the preferred bidder?

DPE need to find a sense of comfort, is TE
in a position to take up given the urgency?

Response

ability to generate cash. Funders will advance funds to
Transnet based on its cash generating ability.

If the 100 and 1064 locomotives are not delivered timeously
then Transnet will be in trouble. The next 24 months will
define Transnet's history and success.

There are delivery risks as It relates to the awarding of the
tender.

No concern as the plan Is realistic and do-able. The most
significant factor is however tractive effort. We have re-
baselined volumes and have Instituted active plans in terms of
cash realisation.

OEMs are very much committed to delivery. The dlesel
locomotives are not very different to those already produced.
The 100 locomotives for the Coal Line Is not very different to
the 95 CSR Dual Voltage Electrics currently in production.

Transnet has a plan In place to manage China North Railway
and Bombardier Transport to ensure that delivery is as
contracted.

The configuration of the infrastructure is a key determinant
Non-electrified lines may only operate diesel type locomotives.
Demand on this section of the network will determine the
quantity of locomotives. A slide of the network is provided In
addition.

The 81mt expansion Is already secured by 'take or pay'
contracts. Expansion to 97mt is dependent on mine plans and
will be firmed up through a commercial validation process. As
Indicated earlier, water and electricity are the potential
constraints to the Waterberg expansion.

A planning process is being undertaken to determine when
capital is being deployed. Capital will not be removed from the
plan but deferred.

An open tender process would have been followed and the
outcome of that process would determine the preferred bidder.

The 1064 process gives effect to the Minister's vision
incorporated In the study. The 100 locomotive contract
consists of basic work and similar to the type of work done in
the past.

A high level scope of the TE work will be submitted to |
Transnet's Board Acquisition and Disposals Committee In June
2014. CSDP plans will be shared as well,

?zy,e 6

0057-0367-0001-0046

TRANSNET-REF-BUNDLE-01094



I
I
I
I
I
I
I
I

0057-0367-0001-0047

TRANSNET-REF-BUNDLE-01095



81T !

I
I

- '{•

MINISTER
PUBLIC ENTERPRISES

REPUBLIC OF SOUTH AFRICA

PlhsIaeuX1S.HaUalif.002a T»l:012«1111S Foe OU 431103a
Pitiiw BigXB07B, Capt Tarn.SOCO Tat 0J( « l 63TB7 F«c 0214fiS 2391/4611741

Tel: 0113082309
Fax: 011308 2312

Dear Mr. Mkwanazi

I appreciate that this acquisition will assist In realizing a portion o. the Market
Demand Strategy volumes and also avoid revenue losses, thereby
contributing to the road to rail migration. While volume growth and retention Is
the basis of the business case to acquire these additional locor lotives, the

I
I

Mr. Mafika Mkwanazl |
Chairman
Transnet SOC limited
P.O. Box 72501
Parkview
Johannesburg
2122

I
I

B

Application to the Shareholder Minister in terms of tho Pub ic Finance
Management Act (PFMA) for tha acquisition of 100 dual volt go electric I

, locomotives for the export coal line •

-<..>•""• m

i Your application dated 10 April 2014 refers.

I Whilst understanding that the Market Demand Strategy targe s must be
achieved by Transnet as committed, matters of concern remain e> stent In the _
latest application received in aim of mitigating the dalay o the 1064 |

' locomotives delivery.

I
I
I
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trend from previous years depicts that Transnet has consistently moved
significantly lower than forecasted volumes. This therefore fuels the concern
of the Department as to how realistic the assumptJsns are, which underpin
the forecasted volume growth and therefore the capital Investment
programme needed to meet the assumed volume tergets. While Transnet is
encouraged to continue to stimulate the economy through capital Investment,
it remains a key focus of the Department to ensure that the capital programme
is optimized and investments are made In the right araas.

In an effort to understand Transnefs rationale in the investment allocation,
Transnet Is requested to indicate the current capacity of the corridors in Which
the cascaded locomotives are expected to be deployed, as well as the
reasons as to why those corridors were selected. In addition, Transnet fe
further requested to provide the Incremental volumes expected to be derived
for each of those corridors as a result of the deployment. This will assist and
enable the Department to track the volume benefits of this acquisition.

Despite the benefit of Increased traction capacity from additional locomotives,
this project would be expected to also yield efficiency benefits. However,
these benefits have not been quantified in tha business case. In the absence
of scientifically quantified benefits linked to the Investment programme, ft is
almost Impossible to hold Transnet accountable to deliver on efficiency
improvements that are expected to be derived from the capital Investment.
Transnet is therefore requested to provide quantified and reliably measurable
efficiency gains that should be extracted from this acquisition. This Information
should be provided by specific corridors or by business units as per the
deployment of these locomotives.

I am also aware that post the submission of this application; there were
engagement between officials of the Department and those of Transnet. As
per those engagements, the following Information was requested from
Transnet and is still outstanding:

• Transnet was requested to supply the determined Impact/total value add of
the project to GDP.

• Since Transnet has already concluded the contract for this acquisition,
subject to PFMA approval, I therefore request that Transnet furnish me with
a copy of the agreement concluded with China South Railway (CSR) as
this will provide an In depth understanding of the transaction that Transnet
is entering Into and enable the Department to property assess the risks
pertaining to the proposed transactions.

0057-0367-0001-0049
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delivery timelines. More information on Transnet's mitigation plan fn this
regard is therefore required,

I
o Considering that the 100 locomotives wa 3 not Indicated by Transnet as part I

of the original mitigation action for tie risk of delays in the 1,064
locomotives delivery, Transnet needs £ rovide reasons for the deviation _

! from the Initial risk mitigation plan. • I

• In relation to the confined procurement p 'an for this application; from a risk •
perspective the concern is the possible ! tfgatlon challenges that can come |
from other possible suppliers, thus Impa ting on the project execution and

I
• Transnet to provide further information a >out the types of jobs/skills to be •

created through this transaction. The SCO is further requested to specify I
'/" r how many Jobs are expected to be cre£ ted and retained In downstream

-?;!•• . enterprises. • •

• Considering that this Is a R4.84 billion transaction," the closed tender
process could have been looked into ratter than the confinement option as I
this would reduce Transnet'srisk exposure to litigation challenges. •
Transnst Is therefore requested fo provid > a full explanation as to why a
closed tender process was not considered for this transaction. I

• The business case has not provided a proper risk assessment of the _
project and the mitigations thereof. Th 3 would further assist In the I
Department's assessment of this business 3ase.

• From a Procurement and Supplier Development (SD) perspective, since I
the tender was confined to one supplier, t h ; Department would like review

j'"•••"••. j the SD commitments, the enforceablllty cf these commitments and the I
current performance of this supplier again t set targets on contracts that •
are cunBntly In place. Transnat is there ore requested to provide all
contracts with China South Rail (C3R) as veil as a report on few CSR is I
performing against current SD commftmenti, •

• Indication of whether other alternatives we, a considered is not evident In •
the business case. Whilst the 100 locomotives acquisition Is one
mitigation factor that Is expected to partial!/ mitigate the delays fn 1064 j tt
locomotives delivery, what other alternative; were considered to mitigate I •
the Impact of the delay of the 1064 Ipcomotiv 3 delivery.

I' ' I

I
I
I

0057-0367-0001-0050

TRANSNET-REF-BUNDLE-01098



,-.-—;*. i - t " c^n-*-***- -*" ' - *•"••" »'"*

814
I
I
I
I
I
I

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

• Moreover, the amount Indicated in the cert/fled excerpt from the minutes of
the special Board of Directors meeting held on 24 January 2014 differs
from the amount indicated In the Transnefs section 54 application. I
therefore request a resolution of the board of directors approving the
transaction at the current transaction amount of R4.84 billion as the one
indicated In the section 54 application relates to the initial approved
amount of R3.9 billion.

Lastly, It is of grave concern to me that Transnet has failed to notify me
timeously of a transaction which is of such significance In your business, even
If the projected quantitative value was Initially estimated below the monetary
threshold for approval.

The significance and materiality framework agreed to in the 2013/14
Shareholder Compact, cteariy stipulates that Transnet should provide me with
notification on all acquisition and disposal of assets above R2 billion, it would
therefore have been my expectation that after the Board had approved this
acquisition, prior to entering Into negotiations with the supplier, Transnet
would have provided a notification. This failure to provide a notification
timeously, has denied the Department an opportunity fo review and engage
on pertinent Issues regarding this acquisition earlier In the process. Going
forward, Transnet should involve the Department far eariler In Hs project
planning phase so as to allow for alignment between the Department and
Transnet.

In spite of the concerns raised above, I do acknowledge the business need for
the acquisition of these additional 100 locomotives for the coal line in order to
avail more locomotives to be cascaded to the General Freight Business. I
therefore, grant Transnet the approval to acquire the 100 locomotives subject
to Transnet addressing thB concerns raised above and providing the
Department with the outstanding information as outlined above.

0057-0367-0001-0051
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I
The Department therefore requests Transnet to fully submit the requested |
Information on or before 19 June 2014. As par nonmal, continual Interaction is
Imperative so as to ensure that there Is no misalignment/confusion on the •
expectation. |

I trust that you will find the above in order. •

Yours sincerely

I
I
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Our Ref No: MM/17556

Mr Malusi Gigaba, MP
Minister of Public Enterprises
Private Bag X15
Hatfield
0028

Fax: 012 4311039

Dear Minister Gigaba

TRANSNET PFMA APPLICATION FOR THE ACQUISITION OF 1064 LOCOMOTIVES

Your letter dated 3 August 2013 regarding the above mentioned subject has reference.

Firstly, let me express my sincere gratitude for the timely granting of approval to acquire the
1064 locomotives. This acquisition Is going to contribute significantly towards Transnet SOC
Ltd ("Transnef) attaining its strategic objectives as set out In the Market Demand Strategy.
This Investment will not only take Transnet to new heights, but South Africa as well.

This letter seeks to respond to the queries raised and give you some level of comfort that
Transnet is aligned to the broader objectives of the New Growth Path and other Government
initiatives,

1. "A dear statement":

a. "With regard to TE's vision in the locomotive supply chain."
)

Transnet Engineering ("TE")'s vision in the locomotive supply chain 3 to; provide an
Integrated function In respect of the design and construction of new locomotives for
Transnet Freight Rail ("TFR") and also the African region. To this end TE has an
aspiration to develop Into a niche original equipment manufacturer ("OEM") for
locomotives designed for African operating conditions and other narrow rail gauge
territories.

b. wThe capabilities that need to be developed to realise this vision."

In the short-term TE would develop an enhanced capability through selectively
seeking scope in the large 1064 locomotive contract. The areas that have been
identified as strategic are contained in the attached list. (Annexure A)

Transnet SOC Ltd Carton Centre P.O. Box 72S01
Registration Number 150 Commissioner Parkview, Johannesburg
1990/000900/30 Street South Africa, 2122

Johannesburg T +27 11308 2309
2001 F+27 11 308 2312

Directors! HE MkwanBf (Chairman) I Mo!ef«% (Group Old ExscuUve) MA fsnucrfil Y F«b« HD Gsjendam Up Crotasanj K Kodj NH N^ke tM Si3,- *« 16 SkmaM E www.transnetnet
Tshat»W» DU Tshepe A SnBh" (Groua Oi'ef frrancl "
"Executive

Grouo Company Seawv: ANC Ceta
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2. "TE's 7 year locomotive supply chain strategy indicating":

a. "Import component."

For an electric locomotive this would amount to approximately 23% of scope and for
a diesel electric locomotive this would amount to approximately 3 1 % of scope. The
reason for the greater level of scope in diesel locomotives Is to strategically position
TE in this target market for Africa.

The 1064 procurement elevates the level of localisation from the roughly 24% at
present to approximately 70% over two and a half years. The implication is that
local Industry will need to be providing considerably greater scope in this contract
than was the case previously. We believe that TE can be positioned to considerably
enhance local supplier development, accreditation and In the development of long-
term supporting local manufacturing supply chains. This will require a partnership
approach with the selected locomotive OEM's and also the development of
appropriate support capacity at TE.

In the medium term TE would concentrate on developing capability and targeted
Intellectual property in the following areas as part of a broader strategy to develop
into an OEM:

Prime Contractor
Systems Integrator
Component Design
Final Assembler
Component Suppliers and lower tier supplier support

b. "TE Internal production."

The responsibilities that are identified as critical to delivering these functions Include
the roles in the production process attached. (Annexure B)

c. "Outsourced portion to the private sector."

It Is envisaged that local private sector companies would be dominant in the
following areas of locomotive production:

• Alternator assembly and associated component manufacture,
• Manufacture of auxiliary power supply systems,
• Some portions of bogie and traction motor localisation, Including locally produced

componenjts, but excluding bogie and traction motor assembly, |
• Component production that can be sustainably undertaken in South Africa for

parts of the braking system, cooling ventilation and filtration system, pneumatic
supply system and wheel system,
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Page 3

3.

4.

• Fabricated components and sub-assemblies in across various parts of a
locomotive including driver cab fabrication, and

• For electric locomotives, the production of the main transformer and associated
sub-systems.

d. "The broad conditions associated with outsourcing that will result in the
building of a competitive national Industry." -

TE is committed to develop a comprehensive roadmap; a 3 to 5 year strategy and
business plan to meet this objective and will have a strategic document by November
2013. Part of this strategy will be the required approach to enhancing localisation
across South African industry to support the new emphasis on reaching arid sustaining
much greater local content percentages.

"Provide a dear plan to the strategic fit of the 1064 locomotive procurement to the
broader road to rail migration objective".

The Transnet Market Demand Strategy is premised primarily on the growth of General
Freight traffic from ~33mt in 2012/13 to ~180mt in 2019/20 (Corporate Plan 2013/14)
such that General Freight tonnages comprise close to 50% of total TFR tonnages (vs
40% In 2012/13). The intent of this strategy Is to begin the process of shifting rail
friendly traffic from Road to Rail. The procurement of new locomotives Is a key element
of this strategy.

The strategy is starting to reflect signs of success as indicated by the slight Increase in
rail market share from 11.1% of tonnage and 29.3% of TonKm in 2010 to 11.5% and
29.9% respectively in 2012 (Source: 9th Annual State of Logistics Survey for South Africa
2012). Relative success Is also reflected In the steady market share growth achieved by
the Container and Automotive business unit:

2011
2013

Total Ports
13%
20%

Long Haul
21%
31%

There are a number of drivers of the capital programme which is a decisive strategic
intervention to eliminate legacy rail challenges, The primary objective is to modernise
both General Freight rolling stock fleet and Infrastructure network after decades of
underinvestment. This Includes the strategy to modernise and standardise assets and
Includes the procurement of both dlesel and new generation dual voltage electric
locomotives to be deployed according to the network characteristics to achieve projected
efficiencies and volume growth. The detailed strategy for the road to rail migration Fs
contained in Annexure C.

Transnet to provide the department with a localization strategy for traction converter,
traction motors, dlesei engine, bogles, electrical system, management system and
control system."

0057-0367-0001-0055
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The attached slide presentation (Annexure D) provides a localisation strategy for the
above and other components Msntified where opportunities exist. You would be
pleased to note that Transnet b going well beyond the above list of components
targeted for localization.

I hope that I have adequately addressed your concerns In this letter, however, consultation
between the Department of Public Enterprises' staff and Transnet Is on-going and our team
will gladly assist further to address the Issues raised in your letter. You are welcome to
contact my office for further queries.

Kind regards
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Annexure A

Development of capabilities in locomotive supply chain
Capabilities that need to be developed to realise the vision of locomotive supply
chain In South Africa:
The following areas that have been Identified as strategic:

Co-design of fabricated iDogles
Manufacture fabricate} bog ie frame
Manufacture locomotive: carbody/cabs^
Design and equlppingof drivers console/cab
Assembly of HV/LV cable kits
Design and manufactures of toilets
Manufacture cubicles
Bogle final assembling
Assembly of engine in TIE facilities
Assembly of locomotives
Under frame Including f t i e l tank
Painting of locomotive
Assembly andtestingoF locomotive control and electrical systems
Assembly and testing oF wheel sets
Assembly and testlngoF pantographs
Brake valve assembly
Final assembly traction anotors and related components
Traction motor load testing
Defined work in respect o f the Main Power Traction System
Test and commissionkx-comotives

0057-0367-0001-0057
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Annexure B _

Roles in the production pro ;ess I
The responsibilities that are ideatified a s critical to delivering these functions include *
the following roles in the producttonprocess:
Prime Contractor I

• Contract management . •
• Stakeholder managernert
• Scope management •
• Risk mitigation •
• Customer benefits track! ig

•-% Systems Integrator •
,l_) • Concept design I
"'•^ • Set component design parameters
n : > • Component OEM's selection •

• Simulate performance |
• Assemble prototype
• Component test .
• System test I

Component Design
• Understand customer re juiranents _
• Identify performance ga 3s I
• Modify components to rr eetrequirements H

• Simulate design
• Build and test prototype B

Final Assembler •
• Secure supply chain
• Design assembly process •
• User acceptance testing •

J[j ' Continuous improvemert
: :J Component Supplier and Lowe • tiesupplier support •

• Secure supply chain |
• Design assembly/ manuracfaring process
• Quality testing •

Continuous Improvement

I
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Annexure C

Road to Rail Migration Strategy
The Transnet Market Demand Strateg is premised primarily on the growth of General
Freight traffic from ~83mt In 2012/13 to ~180mt in 2019/20 (Corporate Plan 2013/14) such
that General Freight tonnages comprise close to 50% of total TFR tonnages (vs 40% in
2012/13). The Intent of this strategy is t o begin the process of shifting rail friendly traffic
from Road to Rail. The procurement ofnew locomotives Is a key element of this strategy.

.The strategy Is starting to reflect signs o f success as indicated by the slight increase In rail
market share from 11.1% of tonnage and 29.3% of TonKm in 2010 to 11.5% and 29.9%
respectively in 2012 (Source: 9th Annual State of Logistics Survey for South Africa '2012).
Relative success Is also reflected In the steady market share growth achieved by the
Container and Automotive business unit

2011

2013

Total Parts

13%

20%

Long Haul

21%

31%

There are a number of drivers of ties capital programme which Is a decisive strategic
intervention to eliminate legacy rail challenges. The primary objective is to modernise both
General Freight rolling stock fleet and infrastructure network after decades of under-
investment This Includes the strategy to modernise and standardise assets and Includes
the procurement of both diesel and m v generation dual voltage electric locomotives to be
deployed according to the network: characteristics to achieve projected efficiencies and
volume growth. General Freight commodities projected to reflect high growth over the seven
years of the Market Demand Strategy are:

Growth Commodities
Commodity

Iron and Steel

Export Coal (Non
RBCT)
Eskom Coal

Manganese Export PE

Iron Ore

Chrome &
Ferrochrome

Sector / Segment

Bulk Mining & Manufacturing

Bulk Mining Export

Bulk Manufacturing

Bulk Mining Export

Manufacturing

Bulk Mining & Manufacturing

CAGR

-20.8%

18.9%

17.6%

15.8%

15.1%

12.1%

0057-0367-0001-0059
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Commodity

FMCG

Agriculture

Mineral Mining

Automotive

Coal (Domestic other)

Industrial Chemicals

Wood & Wood
product
Fertilizer

Intermodal wholesale

Cement

Bulk Liquids

Sector / Segment

Benefidated / Palletised /
Containerised
Bulk export / processing

Bulk Mining & Manufacturing

Import / Export

Bulk Manufacturing

Bulk Manufacturing

Bulk Export / processing

Bulk Export / processing

Beneficiated / Palletised /
Containerised
Bulk Manufacturing

Bulk Manufacturing

CAGR

10.7%

9.94%

9.8%

9.2%

6.6%

5.9%

5.7%

4.6%

4.6%

4.3%

3.7%

The graphic below is illustrative of the Road to Rail strategic journey in the growth of
General Freight tonnage and market share.
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Road to Raii Strategy for General Freight Volume &. Market Share Growth

"fevefop MarketsS Neut Sources of Revenue

mmmmm

Mil aiJfJS . 2013/14 2014/13 2015/16 2016/17 2017/18. 20IB/19 2019/20

Market Retention: Retaining and sustaining current business
As a first priority, locomotives will be deployed to retain existing base load Siding to
Siding General Freight traffic and to cater to the organic growth of existing
customers. This retention requires significantly Improved efficiencies to be achieved
through reliability of service with improved throughput time. TFR currently projects
efficiency Improvements of 29% to 37% due to the deployment of new locomotives.
This Is evidenced by the improvements already achieved on corridors where new
locomotives have already been deployed:
• 60% efficiency Improvement of the Class 43 Diesel locomotives from 5 000 000

to 8 000 000 GTK/Loco/month on the Phalaborwa-Richards Bay corridor
• The 19E locomotives deployed on the Export Coal corridor nave achieved

efficiency Improvements of 18% (2011/12 - 2013/14 YTD). Similarly
improvements of 28% have been achieved with the 15E locomotives on the
Export Iron Ore line

The retention of existing traffic is the current focus and will remain core to the
strategy over the time horizon of the MDS. Dual voltage electric locomotives will
initially be deployed to critical flows such as:

• Postmasburg to Port Elizabeth (Manganese)
• Port Elizabeth to Kazeme (Containers and Cars) and
• Rustenburg to Richards Bay (Chrome and Ferrochrome).

0057-0367-0001-0061
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This deployment of new locomotiyes will eliminate the need for lengthy stopovers on
1

thus improving the reliability of services. The imperative to Improve the execution
T and efficiency of these services is critical to building the goodwill of existing

transport of cars to and from Isipingo. and Point in Durban. This has
facilitated the effective improvement of cars transported to Kaalfonteln.

I
I
I

corridors to change locomotives and carry out brake and other safety related tests I

customers in order to gain Increased percentages of their freight and to build the I
I TFR service reputation in the marketplace. This Is vita! for the success of future •

J Road to Rail shift strategies.

I Market Growth •
I The next imperative In the Road t o Rail shift strategy is to capture bulk mining and
J manufacturing rail friendly commodities that are currently being conveyed by road M
I hauliers. This Is the core competency of rail and must be exploited. Locomotives •

will thus be deployed to corridors and flows to achieve organic growth in such
"^r --•. commodities as Eskom coal flows, magnetite, chrome and ferrochrome as well as I
/S:r earning the right to transport finished goods produced by existing customers, for *

I.-' example in the Steel and Cement Industries. Due to retirement of older locomotives,
] additional locomotives will be required to facilitate this growth. I

Market growth of agricultural products such as Grain, Maize and Wheat as well as
1 Timber products will also contribute to Road to Rail shift. Older locomotive types will I

be cascaded as appropriate to consolidate traffic from Branch lines or other feeder •
« areas to strategic consolidation- hubs where longer trains (eg. J.00 - 120 timber

wagon trains) are built to transport product to ports for export or to mills for further •
processing •

Market Attraction: Collaboration and jo in t logistic solutions 8
Market attraction of new customers and / or new markets involves the development *
of lnter-modalism or rail-based logistics services. Typical commodities to be targeted
are manufactured or benefidated freight and FMCG cargo that can be containerised I
or palletised. This includes: '

. / - • ; . • Import, export and cargo destined for domestic or regional consumption
J *' moving between terminals or distribution centres; I

I • Finished goods e.g. Bagged cement, steel products, automotive and •
j machinery parts, textiles, foodstuff Increasingly require some form of
j Intermodal solution. . I

' It is likely that such growth viil! be achieved in the later years of the strategic plan. •
Plans are however, currently underway in preparation for attracting such markets.

j These market development Initiatives include: I
• Collaboration with Port Terminals for mass evacuation of containers by rail ™

I from the Port of Durban t o Inland destinations .
Development and Implementation of car racks In April 2013 enabled the I
hrtanr»«/M+ ftf /"are frt Eir^rl frr\m Teinmrirt an/4 Dn1r»l" in T\t irhan "Toiler ti^ff ^ "

I
I
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• Development of road-railer wagons as a prerequisite for seamless lntermodal
services. The prototype will be ready for testing In 2015 and will ramp up

; from this point on once tests are completed.
• Development of the Domestic lntermodal strategy initially focusing on a road

to rail shift on Natcor and CapeCor. A number of long haul trains per day will
be operated between consolidation hubs and "last mile delivery" will be done
by road hauliers. (Cost will be determined by road distances and an
integrated price will be a critical success factor). 18E Locomotive will be
cascaded into the Natcor from other areas. There will be Increased utilisation
of the locomotive types currently used on the CapeCor

• These services can be optimised by partnerships with road hauliers, freight
forwarders, and terminal operators. In this regard, TFR has signed an MOU
with Imperial Logistics and with BarlowWorid to enable the joint development
of such solutions

Locomotive Deployment
As indicated in the Business Case, new locomotives are required to replace aged fleets that
are unreliable and costly in order to contribute to stability which will encourage growth.
Approximately 700 locomotives will be deployed to replace old locomotives that will be
retired and thus to sustain General Frdght tonnages of between 80 and 85 million tons per
annum (mtpa). These new locomotives with Improved reliability and availability will
contribute significantly to operator ease and to transform TFR" to a predictable "and
scheduled Railway. The remaining 364 locomotives will be deployed to enable growth of
between 90 and 95mtpa. Further growth to levels exceeding lOOmtpa will be enabled by:

• The deployment of the 95 x Class 20E locomotives currently being
manufactured for deployment to the Manganese export corridor

• Cascading of 10E and 7E3/4 locomotives from the Coal Export line to General
Freight flows with the introduction of a further 100 heavy haul locomotives
Into the Coal Line.

• The optimised deployment of locomotives to corridors appropriate for
operating models applied for freight typologies being serviced. This will
contribute to Improved locomotive utilisation and effidencles

Beyond locomotives

The Road to Rail strategy Is however not exclusively dependent on locomotives but
requires strategic alignment of all elements of the Operating Model - Wagon
upgrades and new builds; Network upgrades, Train Authorisation systems, Improved
Service Designs and Initiatives for operational planning, monitoring and deviation
management and execution.
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Annexure D

IRANSNEf

The 1064 locomotive localisstion opportunity'for South Africa including TE
role

September 2013
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The purpose of this slide pack is to addresses the
following:

To identify the benefits of increasing localisation through the order for
1064 locomotives.

Provide clarity in respect of the process followed to date to identify
opportunities for localisation and an elevated role for TE in production
and the development of skills and capability.

To provide clarity of TE's expected future role and a vision for elevating
TE's capability to become a locomotive OEM.

To provide clarity of TE's role in assisting to localise components used in
a locomotive through the development of a localisation strategy.
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Locomotive renewal liOents Transnet FreigntV)
Rail, Transnet Engineering and the South African
economy

IRANSNEf

Aggressive'
wth
its&

rail
?ocus

:omotive.
renewal

'.ey to
nslon

.dvanced
nufacture &

expansion

Transnet as enabler
of economic growth,
Productivity and
operational
efficiency
improvements
particularly in rail,
Financial stability.

599 dual-voltage
electrics and 465
diesels critical to
achieving:
• Reliability,
• Operational
efficiencies,

• Reduced cycle times
& turnaround,

• Reduced operating
cost,

•.Rapid growth in coal,
manganese,
container & auto

Design and
integration capability
in respect of
locomotives.
Enhanced research
base in conjunction
with OEMs to
develop and refine
technologies for the
South African and
African market

SA economic
growth,
reduced

logistics cost &
less road
freight

SubstantiaCgrowth in
exports of
manufactured
products, manganese,
iron ore./coal, etc,
Multiplier-benefits from
Transnet, mining and
manufacturing
expansion,
Externality benefits
from shift from road to
rail.
Lowering cost of doing
business

Benefits associated with taking whole life costing
view, including initial manufacture and ongoing
maintenance.
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Linking Key Performance Indicators between
Transnet Freight Rail and Transnet Engineering

IRANSNEf

Linking the performance of Transnet's MDS to the KPI's of both TFR and j
TE is critical to achieving the success of the rail expansion strategy j

Transnet Fveight\Rail

Customer service
delivery, reliability,
service level
performance & cost
containment

00
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Unique opportunity for local manufacture & re-
positioning rolling stock industry

IRANSNEr

\

Leverage

Rolling stock procurement
almost completely within
state owned companies,
predominantly in Transnet
and PRASA.

Private Sector-
Sectors such as mining and
the power sector bear
close similarities in (the
production processes and
heavy engineering
requirements associated
with rolling stock. ...-.«««

Industrial Policy
Action Plan (DT1J

DTI have identified the
localisation opportunities in
rolling stock as part of a
number of key sectors

Minimum threshold
requirements for
locomotive localisation:

• 55%fordiesel
locomotives, and

• 60% for electric
locomotives.

1064 order size is
unique

Economies of scale in
purchasing 1064
locomotives sufficiently
large to create real
localisation opportunities.

Uttle localisation price
premium to Transnet.
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Time to localise
lRAN5NEr

SA component suppliers are not yet
take 3 years to gear industry up

produce full range of components. It \

Electric Locomotive

Z

. 8056

Z. 7096

*J 60%

I 40X
8 .
.2 30%
o •

£20%

10%

• : ; I f ^ T j I i i i I

0 1 2 3 4 5 6 7 8 9 10

Year

Diesel Locomotive

i r i i i i s •

2 3 4 5 6 7 8 9 10

Year
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Cost to LocalL ^ increases with increasing level of
localisation

lRANSNEf

0)
m
ro

3-

c
RJ

U u

Localisation is
economic

Localisation at a
small cost

i

Cost at zero localisation

Localisation at
higher cost I

^ j . i - • * /y
% of Localisation

Enforcing higher levels of local content will incur high cost of localisation which cannot
justified through net benefits to RSA
A grey zone exists where the limit of localisation is dependent on OEM investment in
manufacturing in South Africa. Part of the way the Transnet RFP is structured is to
attempt to capture as much localisation as possible within the arev zone without ovirlv
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Each component within 3 locomotive has Its own
price verse localisation curve

IRANSNEf

\
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Engine Assembly

Wheel Assembly
Bogie

Cost at zero localisation

% of Localisation
One of the characteristic of the price to localisation curve for many
component items is that the price-cost of localisation grows rapidly at high
levels of local content requirements (80% to 100%). |
Forcing high localisation requirements on complex components will result
in uneconomic price cost of localisation as well as possible compromises in
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Diesel locomotive
IRANSNEr

Electric locomotive

-Estimated cost to localise (%)
10% 5% 0%

\

Current and target localisation (%)
0% 5% 10% 15% 20%

I Locomotive Assembly

3 Main Transformer

B Main Power Traction System Incl Aux Systems

3 Main Power Traction Motors

3 Propulsion switch gear

i Bogie

i Cooling, Ventilation and Filtration Systems

Locomotive Control Systems

Drivers Cab

Auxllary Supply

Wheel System E2

Pneumatic Supply System E -

Braking System d

Coupling System •
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Diesel locomotive
lRANSNEf

\

Estimated cost to localise (%) Current and target localisation (°/o)
0% 5% . 10% 15% 20%

0 Main Power Traction System inci Aux Systems

] Locomotive Assembly

Main Power Traction Motors

Engine System

Locomotive Control Systems

Cooling, Ventilation and Filtration Systems

Bogie

Wheel System

Pneumatic Supply System

Braking System

Drivers Cab

Coupling System

Underframe (Ibeams) I

Other

[

I

a

a

(SSSSSi

ssa

Jarget Import % - Current local % Target iocal%GE g

CX)

CD
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LocaLcontent of 70% incurs a less than 2 %
average price cost of localisation

\

IRANSNEf

s
(A

mI
a

en

Maximum 8% price increase
at 70% local content

®(s>
% of Localisation

/

localisation
incurs
ever increasing cost

Cost at zero
localisation
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Price competitive localisation at a low price cost of
localisation is dependent on managed process that
can provide scale

IRANSNEf

\

Three conditions need to be met
1. Components are localised up to a level that is

economically viable (i.e. that price cost of localisation
for each set of components are economic),

2. Realistic time frame targets are set to reach full
localisation potential. Shortening these time periods
results in uneconomic price-cost of localisation, and

3. Minimum annual order size for locomotive production
is guaranteed to the market over the life of the 1064

. locomotive supply contracts.
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The benefits of locomotive localisation at 70% far
outweigh the localisation price cost of localisation
paid

IRANSNEr

• Key industrial capability established in: ;

•Traction Motors and traction control systems,

•Locomotive control systems,

•Electrical systems,

•Large Engines,

• "Benefits to related sectors such as, j
electromechanical, electrical machinery, i
software and electronics, motor and other light :
manufacturing will be significant

! • Enhanced national capability across a range of •
! sectors. ;
; - Multiplier benefits of localising R1 of a
; locomotive is expected to have multiplier down j

stream benefits of 2.74* times as much.

• This comes at a average price premium of less .
than 2% in the 60% to 75% localisation range. '•

Using multiplier data published as part of IPAP (2011) we estimate a benefit to the South
African economy of localisation of part of the supply chain to be R68bn for an expected total
increased spend on the 1064 locomotives of R400m

The resulting1 Benefit to Cost ratio is 170 to 1 in favour of localisation
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Skills and competencies in TRE need to be
developed and aligned with the skills and
competencies required of a locomotive OEM

\

IRANSNEf

Relative
Skill Level

Design Manufacture Maintain

Locomotive Lifecycle
Competencies
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Utilising a sourcing strategy matrix indicates
opportunities for TE to work with local industry to
re-position itself

IRANSNEr

H

Q .

a
3
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"x
"5.
o
o

Strategic - Buy in
Braking system

Loco controllers
Er

Strategic - Gain control
Power traction systen

gine syste

ion motors

Driver's cab

Ply system
Coofing, ventilatior

Coupling system
Wheel system

I beams
Commodity - Lowest cost

:Vm ksembly

, filtration systems

Commodity
- bundle into skill sets

Relative Cost H

TE Contracte

Open market

Imported iten
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IP transfer from OEM to TE defined based on
elevating TE's strategic capability

IRANSNEr

Manufacture

Manage
Supply Chain

Design assembly process
Develop manufacturing
BOM
Build jigs and assembly line
Build/assemble product
Manage cost and quality
User acceptance testing
Continuous improvement

Understand demand

Identify optimal supply
sources
Assign inventory levels and
locations
Expldite supply chain
Manage supplier
accreditation and
improvement programmes
Continuous Improvement

New Product
Development

Gain New
Business

Understand emerging
technologies
Manage design and systems
integration

Manage Component Design

Identify market
opportunities

Forecast future demand
Develop marketing plan
Prepare competitive bids
and proposals

Managing contracts and
client relationships

After
Sales
Service

Supportin
9
Business

Training malntainers
and operators

Managing warrantees
Manage spares and
parts
Manage product
support services

Setting business
direction

Manageing staff
Managing capital
Managing,risk
Managing assets 00
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The proposed division of locomotive spend
repositions Transnet Engineering & creates
significant scope for private sector involvement

IRANSNEF

\

The scope of work estimates are based on:
Strategically positioning Transnet Engineering in; locomotive assembly,
bogies, engine assembly, locomotive control systems, traction motors and
main power traction systems, and

• Creating significant scope for competitive private sector participation in
areas where SA has competitive advantage and which display localisation
potential.

Electrj omotive

es Local
Market

• TE

Imported

Locomotive
® Local

Market

• TE

£3 Imported
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TE's workload Is projected in increase by an
estimated 77% over the next 3 years, whilst
creating significant opportunities for the private
sector

\

IRANSNEr
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Current 3 yr projection

mJE
a Open Market

*Based on projected manufacture of 50 diesel locomotives and 70 electric
locomotives by year 3 i
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Next steps in the 1064 Procurement Process .

The process will be adjusted as follows to strategically position TE
and provide increased localisation scope:

• TE Ideal Scope: A process is currently underway to identify a TE x1064
migration plan' in strategically identified sub-assemblies and components
of a locomotive in order to elevate TE to OEM status. The plan will take
account of proposed TE scope over time, IP transfer, proposed local
content percentages and a supply chain strategy incrementally applied
over time.

• 1064 Negotiation Process: Local content, TE scope and IP transfer to
T&and local industry are key elements to be negotiated with shortlisted
bidders. TFR will conduct the negotiation based on the above TE '1064
migration plan' This will provide a planned migration, with minimum
required scope and IP requirements, and items that may oe regarded as
negotiables identified for each sub-assembly or component.

• Localisation strategy: The above x1064 migration plan' will identity the
localisation strategy to be applied in each sub-assembly or component.
Procurement may be managed by the OEM, TE or migrated from the
OEM to TE over time. 00

4
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V
Expected timeframes to implement the 1064
transaction

\

TE Ideal Scope: This scope will be developed and aligned to a 'generic
locomotive' for input to the negotiation process and will be complete by
October 2013. The document will seek to provide clarity on the
manufactured components and other processes which TE would be :
identified to undertake. It will also provide options for TFR that may be
used as part of the negotiating strategy.
Localisation strategy: The x1064 migration plan' will identify the
localisation strategy to be applied in each sub-assembly or component and
will be complete by October 2013. The role of TE in the localisation strategy
will be defined and is likely to be different across the different sub-
assemblies/components sets making up a locomotive. A high-level TE
Industry Supply Chain strategy will be defined
TE Locomotive OEM roadmap: Will be developed at a strategic level by
November 2013 and as a detailed roadmap by March 2013, and
1064 Negotiation Process: The negotiation process will be led by TFR
and initiated by March 2013 and is expected to be concluded by July 2014. QQ
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Expected timeframes to implement the 1064
transaction

\
TE Ideal Scope: This scope will be developed and aligned to a 'generic
locomotive' for input to the negotiation process and will be complete by October
2013. The document will seek to provide clarity on the manufactured
components and other processes which TE would be identified to undertake. It
will also provide options for TFR that may be used as part of the negotiating
strategy.
Localisation strategy. The '1064 migration plan'will identify the localisation
strategy to be applied in each sub-assembly or component and will be complete
by October 2013. The role of TE in the localisation strategy will be defined and is
likely to be different across the different sub-assemblies/components sets
making up a locomotive. A high-level TE Industry Supply Chain strategy will be
defined
TE Locomotive OEM roadmap: Will be developed at a strategic level by
November 2013 and as a detailed roadmap by March 2013, and
1064 Negotiation Process: The negotiation process will be led by TFR and
initiated by March 2013 and is expected to be concluded by July 2014.
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Conclusion - Localisation focus for 1064 locomotive I
order

• • ,- . ,- - V

Sustained opportunities for local manufacture. j

• Transnet will create a 10 year delivery stream of contracts for new locomotives.

• Ongoing maintenance support will be required for a growing Freight Rail fleet.

• Ttansnet to work closely with private sector to secure quality production capability.
Elevated local manufacturing capability a huge benefit to SA

Multiplier benefits to SA are considerable.
• Employment, job creation, skills development & IP transfer in related manufacturing Industries.

_!— Support companies with strong and Improving BBBEE credentials.

Provide reliable assets to Transnet Freight Rail to deliver MDS
Quality assets linked to improved maintenance regime.

Elevate Transnet Engineering's strategic capability in locomotives
Elevate Transnet Engineering's strategic capability in locomotives.

• This will create further opportunities for localisation and link to maintenance cycles.
Negotiations with short-listed bidders will define a role for Transnet Engineering

• Prescribed scope & knowledge transfer requirements from the OEM to Transnet Engineering

will be negotiated with bidders.
Relationship with Shareholder

Clarity on localisation'requirements is to form part of a Shareholder Compact.

GO
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Appendix 43 849

UMontn FINANCE

KPARWirif 6t' PDBU4 feNTERPRlStS
S U / T « 1 . WF6TECHBU11.DINQ

ARCADWSTR ICT0,HA1Tia.D B093

2013 -10- 3 <

PRWATEBAQX15
HATF«ID MS*

nFPKJTMENTOF PUBLIC EKTERPRISES

Priata Beg Xtia. FnWfto. OOOI.Wl +2712 313 K M , Fuc -»J7121233202

Wtbiia: wnr,tniaury-Bt»3a, »-nV(: irinngQIratKjryliov

Rof M4/1/20 {129V1$)

MrMcfkaMkwwazJ
Chairperson of ihs Board
TruvmstSOCUd
P O Sox 72501
PARKVIEW
2122

fiaar ft
TRAHENET8 APPLICATION IN TERU8 OF SECTION 64(2)(d) OF THE PUBUC
FINANCE HAMAGEMEHT ACTFOR TH£ ACQU1SITIOH OF 10S4 LOCOHOTTVE6
FOR TRAK8N2TFREIQHT RAIL'S GENERAL FRHOHT BUaiH£83 •'

I havo noted Tmnansfa Intention to acquire 1D64 bcomothrea over lh» taxt wvnn {7}
yaara at an oiUmaiod cost of R38.6 blltion. I am avwuo that the ecquWGon alma to
fadStaln Ihs nmp up In voJumea transported from tha curent 80 mfllton tons fa 170
million tons a> «nvSaaged In tto Kfarfait Damand Strategy {MDS) wWch fbm» the
bMll 6f Tnmsntf9 2013/U Cotponztd Pba

i ' ' I
) '

Howover, I BIA ooooettwd that tha profiiaWfity of the projaot b highly d^pWkrd on
Trananefa Gcnerel Ffdiht Biislmtt (6FB) batng Bble to firow tha volumae
trancportod s i amounts bbovo GOP growth end tariff* dnr0»d nt sbova Cpj. FaHuro
to achieve (hew opfimlstfc srowUi figuros would have an rtvone effect on the
expected levertuw end UlUJ Vw profttabflKy of iho pioJacL Mdmover, polanMal
fluduattow b (ho operational costs could also sdversoly afTod the praQtabilfty of tf»
prpjact

Tha auooess of the projoct entalia further câ HaJ axpeoditure, indudlng tba putphaso
of wafiocts and other exparttiooary expandHuni la Inctured. Therefore, I wGI .bo
Bxpectlng D fU-rthfif Section 54(2) dlocfesira on all lho rclavunt capital expftndfyn
aoioclated uth tha project Furthermore,'. Trarmwt mu<t eubmlt a detoflod
ImplomanlaUon plan ttamontiiEtlng how tho above GDP sw*th volume Incrcscos
arid tha sbova Inflation larff Increasoa enbefpotorf In tho MDS will b« acfalavod
togathar with the posalbte mlfigation tSrategfes. in oddlflon, operallonal coots muat
b« nunltatsd ztvi riporoualy controlled ihroUQhQiit tha tifeepen of th9 proieci to avoid
any cost « c s t t o n » . • ,

Moreover, I have noted that, whereas Trattfntf Ja cklmlna that inciWslnfl kwomoth/e
npactt/ and tfflcfeticy w(B f««d to knvw tariffs for wstomoro; real Inorosesa In tariffs
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I
I
|

«ta In fact baina projected to Eusteln Hw prefect! Transrrti must provide regubr
feedback to NdJMral Trauury on their lnlftrtivM to attract duBtomere from road to
ran.

K I took Forward to iho_flna!Iw&>n of ths preset and requstf that lYatttnst tubmlt

^ !iruatffiatyouwtllflndth9ftbCr/«tob9tnorder.

Youra sincerely

IT:

i
i
i
i
I
i
i

1
I
I
I
I

PR/VINJGORDHAN
MINISTER OF FINANCE
Dsb: 1* - \<r-Ul

oo MrMKNGlgaba,MP
Hlntitorof PuHfa Entenyfcft*
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Appendix 44 851 -

I
IRANSNEr

xnat l , Chairman

I
Our Ref No: MM/17556

1
I

Mr Pravin Gordhan, MP
Minister of Finance
Private Bag X115
PRETORIA
0001

Fax: 012 323 0911

Dear Minister Gordhan

TransnatSOCLtd Carton Centre P.O. Box 72501
Registration Number ' 150 Commlcsloner Parkvtaw, Johannesburg
1990/000900/30 Street South Africa, 2122

Johannesburg T +271130S 3001
2001 F +27 11308 2368

Director*: ME MWiad (Oilman) BMolefe* (Group CWef Executive) MA FanuccNY Forbu HD Gaandam W Mnrasana N Modi NRNJska 1M Starma IB Skasans E
" " " • - DUTshepe K Singh* (Group Oiler Financial OfTta)

Group Qxnpany SecreUry: ANC Ccto

I
TRANSNET'S PFMA APPLICATION FOR THE ACQUISITION OF 1064

'pi LOCOMOTIVES TFR'S GENERAL FREIGHT BUSINESS ^

I
Your letter dated 31 October 2013 regarding the above mentioned subject has reference.

Thank you for your response to Transnefs application. The contents have been duly noted 9
and your interest in the health and sustainability of the Transnet b- siness is welcomed. This
acquisition Is going to contribute significantly towards Transne attaining its strategic g
objectives as set out In the Market Demand Strategy. This investrr" • will not only improve I
Transnefs market share, but will also contribute to the attainment c he New Growth Path
and National Development Plan.

This letter seeks to address the concerns raised and provide you with a 'ort that Transnet •
is managing the transaction and the business In an acceptable manner.

1. "Transnefs General Freight Business ("GFB") ability to gro1 v.he volumes I
f transported at amounts above GDP growth and tariffs charged at'boveCPI".

Demand exceeds capacity In a number of commodities. The Transnet M et Demand j |
Strategy is premised primarily on the growth of General Freight traffic fror. ~83mt In •
2012/13 to ~180mt in 2019/20 (Corporate Plan 2013/14) such that Gene A Freight
tonnages comprise close to 50% of total TFR tonnages (vs 40% in 2012/13). ie intent •
of this strategy Is to begin the process of shifting rail friendly traffic from'roa to rail. J
The procurement of new locomotives Is a key element of this strategy as loc notive
capacity Is the key constraint towards acceleration of the shift of commodities from road
to rail. •

The strategy is starting to reflect signs of success as indicated by the slight increase In rail
market share from 11.1% of tonnage and 29.3% of TonKm in 2010 to 11.5% and 29.9% •
respectively In 2012 (Source: 9th Annual State of Logistics Survey for South Africa 2012). |
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Relative success Is also reflected in the steadv market share growth achieved by the
Container and Automotive business unit

LJ

2011
2013

Total Pores
13%
20%

Long Haul
21%
31%

2.

In addition, the Containers and Automotive Business ("CAB") unit grew volumes by 28%
in the past financial year, well In excess of GD3 growth. In 2011, the business also grew
in excess of 22% p.a.

There are a number of drivers of the capita; programme which is a decisive strategic
intervention to eliminate legacy rail challenge;. The primary objective is to modernise
both General Freight rolling stock fleet and infrastructure network after decades of
underinvestment. This Involves the strategy to modernise and standardise assets and
includes the procurement of both diesel a id new generation dual voltage electric
locomotives to be deployed on the network eccording to the network characteristics to
achieve projected efficiencies and volume grcvth. The detailed strategy for the road to
rail migration Is contained In Annexure A.

Furthermore, mitigation strategies have be~n developed to sustain volume growth.
These strategies demonstrate howTransnet Freight Rail plans to achieve volume growth
at amounts above GDP growth. Annexure r; contains growth strategies for Domestic
Coal, Automotive, and Containers on rail.

TFR conducts road versus rail cost studies at regular intervals to assess, among others,
the tariff differences between modes. These studies are commodity specific and inform
the extent to which rail tariffs can be Increased without Impacting TFR and customers'
competitiveness. TFR places emphasis on oalandng cost recovery with customers'
willingness to pay as well as optimising reve> ue through targeting the appropriate mix
of traffic to grow revenue per ton in order tc-. ensure that TFR meets both its financial
targets and serves its public mandate.

"Increasing locomotive capacity and efficiency will lead to lower tariffs for
customers; real increases in tariffs are in fact being projected to sustain the
project".

Increased locomotive capaaty and operational efficiencies will improve customer
satisfaction and accelerate a modal shift from road to rail. This migration of rail suitable
traffic from road to rail will lead to lower tariffs to those customers when compared to
the cost of using road alternatives. For the overall General Freight Business a significant
Increase In weighted average revenue per tor Is required to achieve full economic cost
recovery. TFR however does not support "stsp change" tariff increases as this could
potentially disrupt and Impact Industry and customer) competitiveness. Rail tariff
Increases are commodity and service specific and vary based on the pricing structure
which includes factors such as (operating cost, customers' wililngness to pay and price of
next best alternative), therefore the rate of increase will differ per commodity and
service over the forecasting period. Rail tariff Increases projected for this project are a
function of tariff increases as well as targeting an optimised mix of traffic resulting In the
General Freight's total weighted average rever ue per ton increasing year-on-year above
CPL
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3. "All the relevant Capital Expenditure associated with the project".

Further expansionary and sustaining investments supporting the locomotive investment 8
fs provided below and includes the following: •

q a. Investment proposed in the 1064 Business Case: •

j ' • Capital and other costs *

,, Capital cost outflows for the procured locomotives have been structured with a m
I . payment strategy similar to previous locomotive transactions. Basically 10% I

._/-—• advance payment, 80% on delivery and then 5% each on reliability and availability
X_Jl!i efficiency levels achieved these are however subject to negotiation. Upfront costs
r~^^ of R250 million for diesel locomotives and R300 million for electric locomotives will W
J be paid on signing the supplier contract and will be offset against the cost of the B

first batch purchased. The purchase price of both diesel and electric locomotives
1 assumes a minimum of 55% local component for diesel and 60% for electric m
J locomotives, with minimum premium for localisation capped at 2% of the purchase I

price.

I • Wagon costs M

Costs were calculated based on the expansionary number of wagons required to "
achieve 170 million tonnes (16,459 wagons) based on the proposed capex budge'
in the Supporting Documentation Section E12 (Wagon Requirements). Opex and M
copex costs are incurred according to incremental volumes moved. 0

• Infrastructure costs ^

Costs were calculated using the total required expansionary GFB Infrastructure to %
deliver 170 million tonnes based on the latest corporate plan. Infrastructure copex
costs are incurred according to incremental volumes moved. g

b. Increase requirement In Wagon Fleet

The requirement for wagons Is reviewed annually to meet the dynamic commodity I
mix. Approximately 85% of general freight tonnages are delivered by 18 of the 76
wagon types. Investment In specialised wagons to service key sectors, such as M
automotive, containerised and Intermodai business as well as other major mining I
commodities (e.g. manganese, magnetite and domestic coal), which had previously
not been made, are now proceeding.

c. Rail Network investments required to expand General Freight Volumes B

Rail network capital expenditure focusses on the reduction of incidents, improved ' m
safety standards, optimal utilisation of slot capacity to execute traffic and constant I
focus on the modernisation of the network. Upgrades and replacements have been •
planned for the required restoration of the network to world class standards so as to I
reduce incidents, increase operational productivity and increase railed commodity . ! I
tonnages. / / • J (m

I
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It should be noted that not all capital investment related to the acquisition of 1064
locomotives will require approval from the Shareholder in terms of Section 54 of the
PFMA. A high level view of further expansionary and sustaining Investments supporting
the locomotive investment is contained in Annexura C.

4. "Operational costs must be monitored and rigorously controlled throughout
the lifespan of the project to avoid any cost escalations".

TFR has established a Results Management Office ("RMO") as a mechanism to assist
the TFR's Executive Committee to ensure that the Market Demand Strategy and all
other key Initiatives are executed as planned. The RMO Is located In the Office of the
Chief Executive Officer and Is responsible to drive a TFR-wide business performance
reporting and provide visibility across the strategy execution of projects in the portfolio
and the impact thereof on achieving the MDS strategic objectives.

The TFR Finance Department together with the RMO will continually evaluate the 1064
locomotives project, monitor and track Its progress against the MDS plan, as well as
escalate and provide mitigation support for any potential risks constraining the
successful achievement of this project. This will be achieved through:

• Performing quality and risk audits on the project to ensure that prescribed project
execution standards are adhered to and risks are mitigated.

• Analysing the impact of changes in the external economic environment on project
achievement In order to provide early warnings for implementation of mitigating
strategies.

• Evaluating proposed benefits in order to provide an aggregated view of probabilities
of target achievement

• Continuous reporting of the project performance to all relevant stakeholders.

In addition to the abovementioned measures, Transnefs track record reflects excellent cost
control as is evident in the latest Interim flnandal results release, where operating expenses
Increase were mitigated through cost optimisation Initiatives of Rl,4 billion. Transnet has
taken note of the National Treasury Instruction 1 of 2013/14 and has set In motion the cost
containment measures contained In the Instruction Note across the Company;".

1 National Treasury has indicated an interest in joining the Department of Public Enterprises
j during their quarterly engagements with Transnet specifically to discuss Transnefs capital

investment programme and execution of the major Infrastructure projects. The 1064
j locomotive acquisition will be included as a project that Is focussed upon during the
j engagement Engagements with National Treasury In 2013 were conducted through the

office of Ms Avril Halstead, Chief Director - Sector Oversight.

Lastly, we submit a quarterly report to JNational Treasury that covers Transnefs major
' Investments, providing feedback on progress, reasons for deviation and spending against

budget This report is submitted to LJoyd Ramakobya and Luyulo Ntlangula from National
} treasury. If required please advise additional names that may need to form part of our
J engagement sessions with National Treasury and the distribution list of the quarterly report.
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I trust you find the above In order, please do not hesitate to contact me should you have
further queries.

Thanking you.

Kind regards

d*~G*<
Mafias Mkwanazi
Chairperson/ / _
Date: f(/*2/**

CC: Minister Malusi Gigaba, MP
Minister of Public Enterprises
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Annexure A

Road to Rail Migration Strategy

Ti a Transnet Market Demand Strategy is premised primarily on the growth of General
Freight traffic from ~83mt in 2012/13 to ~180mt in 2019/20 (Corporate Plan 2013/14) such
th it General Freight tonnages comprise dose to 50% of total TFR tonnages (vs 40% in
2C12/13). The Intent of this strategy is to begin the process of shifting rail friendly traffic
fr: m Road to Rail. The procurement of new locomotives is a key element of this strategy.
Tf = strategy fs starting to reflect signs of success as Indicated by the slight increase in rail
m rket share from 11.1% of tonnage and 29.3% of TonKm In 2010 to 11.5% and 29.9%
re pectively In 2012 (Source: 9th Annual State of Logistics Survey for South Africa 2012).
Reatjve success is also reflected In the steady market share growth~¥chleved by the
Cc itainer and Automotive business unit:

2011
2013

Total Ports
13%
20%

Long Haul
21%
31%

Trye are a number of drivers of the capital programme which Is a decisive strategic
intervention to eliminate legacy rail challenges. The primary objective is to modernise both
General Freight rolling stock- fleet and Infrastructure network after decades of under-
irr astment. This Includes the strategy to modernise and standardise assets and includes
th procurement of both diesel and new generation dual voltage electric locomotives to be
de iloyed according to the network characteristics to achieve projected efficiencies and
vc jme growth. General Freight commodities projected to reflect high growth over the seven
ye rs of the Market Demand Strategy are:

Gr iwth Commodities

Cc nmodity

Ire i and Steel

Ex: art Coal (Non RBCT)

EsomCoal

Ma ;ganese Export PE

Ire i Ore

Chr 3me & Ferrochrome

' FM :G
Agr culture

Mir ;ral Mining

Aut jmotive

Co?: (Domestic other)

Inc istrial Chemicals

Wo d & Wood product

Feriber

Int' -modal wholesale

Sector / Segment

Bulk Mining & Manufacturing

Bulk Mining Export

Bulk Manufacturing

Bulk Mining Export

Manufacturing

Bulk Mining & Manufacturing

Benefldated / Palletised / Containerised

Bulk export/ processing

Bulk Mining & Manufacturing

Import/ Export

Bulk Manufacturing

Bulk Manufacturing

Bulk Export / processing

Bulk Export / processing

Benefldated / Palletised / Containerised

CA6R

20.8%

18.9%

17.6%

15.8%

-15.1%

12.1%

10.7%

9.94%

9.8%

9.2%

6.6%

5.9%,

5.7%l

4.6%

4.6%

0057-0367-0001-0093
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Commodity

Cement

Bulk Liquids

Sector / Segment

Bulk Manufacturing

Bulk Manufacturing

CAGR

4.3%

3.7%

The greater than GDP growth anticipated for some of the above listed commodities is due
to:

• Existing excess demand now being captured by TFR
• New business development for junior miners
• Junior miner production growing at a faster rate
• Clients optimising the supply chain
• Improved services and efflciendes by TFR resulting in clients being able to produce

and move greater volumes, Production used to be aligned to transportable capacity.
• Intermoda! strategies and road to rail migration
• Over border traffic flows growing in the SADC region.

The graphic below is illustrative of the Road to Rail strategic journey in the growth of
General Freight tonnage and market share.

Road t o Rail S t r a t egy for General Freight Volume & Market Share Growth
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Market Retention: Retaining and si staining current business

As a first priority, locomotives will be d ̂ ployed to retain existing base load Siding to Siding
General Freight traffic and to cater t the organic growth of existing customers. This
retention requires significantly Improved efficiencies to be achieved through reliability of
service with improved throughput time. Transnet Freight Rail ("TFR") currently projects
efficiency Improvements of 29% to 37°/ due to the deployment of new locomotives. This is
evidenced by the improvements already achieved on corridors where new locomotives have
already been deployed:

• 60% efficiency improvement of t e Class 43 Diesel locomotives from 5 000 000 to
8 000 000 GTK/Loco/month on the Jhalaborwa-Richards Bay corridor

• _ The 19E locomotives deployed op-the Export Coal corridor have achieved "efficiency
Improvements of 18% (2011/12 - .013/14 YTD). Similarly improvements of 28% have
been achfeved with the 15E loeome jves on the Export Iron Ore line

the retention of existing traffic Is the current focus and will remain core to the strategy over
the time horizon of the MDS. Dual vo> age electric locomotives will initially be deployed to
critical flows such as:

• Postmasburg to Port Elizabeth (Manganese)
• Port Elizabeth to Kazerne (Conte ners and Cars), and
s Rustenburg to Richards Bay (Ch ome and Ferrochrome).

This deployment of new locomotives will eliminate the need for lengthy stopovers on
corridors to change locomotives and carry out brake and other safety related tests thus
Improving the reliability of services. IT. 3 Imperative to improve the execution and efficiency
of these services Is critical to building the goodwill of existing customers In order to gain
increased percentages of their frelgh: and to build the TFR service reputation In the
marketplace. This is vital for the success of future Road to Rail shift strategies.

Market Growth

The next Imperative In the Road to Rail shift strategy Is to capture bulk mining and
manufacturing rail friendly commodities that are currently being conveyed by road hauliers.
This Is the core competency of rail nd must be exploited. Locomotives.will thus be
deployed to corridors and flows to acheve organic growth In such commodities as Eskom
coal flows, magnetite, chrome and fe rochrome as well as earning the right to transport
finished goods produced by existing customers, for example in the Steel and Cement
Industries. Due to retirement of older I comobVes, additional locomotives will be required to
facilitate this growth. '

Market growth of agricultural products such as Grain, Maize and Wheat as well as Timber
products will also contribute to Road to Rail shift. Older locomotive types Will be cascaded
as appropriate to consolidate traffic fnm Branch lines or other feeder areas to strategic

0057-0367-0001-0095
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consolidation hubs where longer cralns (e.g. 100 - 120 timber wagon trains) are built to
transport product to ports for expert or to mills for further processing. •

Market Attraction: Collaboration and joint logistic solutions I

Market attraction of new customers and / or new markets involves the development of Inter-
modalism or rail-based logistic: services. Typical commodities to be targeted are •
Manufactured or beneficiated freight and FMCG cargo that can be containerised or I

{ palletised. This includes:

I • Import, export and cargo destined for domestic or regional consumption moving I
1 between terminals or distribution centres;

n • Finished goods e.g. Baggec cement, steel products, automotive and machinery parts, »
' )'"•-, textiles, foodstuff increasin )|y require some form of intermodal solution. I

j It Is likely that such growth will b-s achieved in the later years of the strategic plan. Plans I
I are however, currently underway i T preparation for attracting such markets. These market *
f--j development initiatives include:

j • Collaboration with Port Ter ninals for mass -evacuation of containers by rail from the |
Port of Durban to iniand destinations
Development and impleme. tatlon of car racks in April 2013 enabled the transport of
cars to and from Isipingc and Point in Durban. This has facilitated the effective

' \ improvement of cars transp Drted to Kaalfontein.
• Development of road-railtr wagons as a prerequisite for seamless intermodal •

services. The prototype wi I be ready for testing in 2015 and will ramp up from this fl
'l point on once tests are corr pleted.
] • Development of the Dome.: tic Intermodal strategy initially focusing on a road to rail ft
j shift on Natcor and CapeG.r. A number of long haul trains per day will be operated •

1 ^ * between consolidation bios and "last mile deliver/' will be done by road
i r - ^ hauliers. (Cost will be dete mined by road distances and an integrated price will be a •

j critical success factor). 18 ••! Locomotive will be cascaded Into the Natcor from other I
areas. There will be increased utilisation of the locomotive types currently used on
theCapeCor • • - •

- ' • These services can be cptimlsed by partnerships with road hauliers, freight |
r i forwarders, and terminal cperators. In this regard, TFR has signed an MOU with

J Imperial Logistics and wit \ Batioworld to enable the joint development of such •
solutions I

• '

I

i
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Annexure B

1. Container and Automotive Business Growth Strategy

The Container and Automotive Business ("CAB") strategy for Container and Auto to meet
and exceed the MDS targets is built on developing new flows from new and existing
customers and increasing volumes on existing flows. This will be achieved through
introduction of value propositions that will lock customers to provide TFR with first right of
refusal and targeting growth segments within the container and auto markets. CAB's double
digit growth has been achieved of 28% In the previous financial year 2012/13 and projected
at 20% this financial year 2013/14, and future growth Is projected at 10% to 15% through
the MDS periodr To'support the Increased "demand, capacity'creation projects have been
initiated for upgrading and developing new terminals.

Market Strategy

The container markets have been segmented into Maritime (import and export) container
market, Domestic and Overborder. The Maritime opportunity Is the Increasing trend of bulk
minerals being containerised for export and developing stronger value propositions for the
merchants to increase Imports on rail. The Domestic market has untapped growth
opportunities and this will be rolled out from 1st April 2014 upon the finalisation of the
Domestic Intermodaiism strategy. The automotive market capacity constraint has finally
received some relief with the injection of new wagons and the focus can now be on
Increasing volumes through increased customer base:

• Natcor

Aggressive marketing of extra heavy container which was a growth area thus attracting
increased containers packed with mineral mining for export on the Natcor.

o Export tonnage increase from the JHb complex from 10 lOOteus to 28 800teus (184%
increase),

o All Inland terminals were exceeding their design capacity City Deep 240000teus, Kascon
72 OOOteus and Pretcon of 50 OOOteus.

o JV's with private terminals SACD and Bridge to handle some of City Deep volumes
during construction disruptions in 2013/2014 and 2015.

• Bloemfontein to PE

The "Common User Bulk Terminal" strategy was developed. Bloemfontein was previously
moving 200 containers In a month now moves 200 containers per day and demand is 400 to
600 containers.

• Open top back tipping container

The introduction of the open top back tipping container that Is now used for Eskom Tutuka
coal and manganese from Lohatla. This concept has caught on and customers have bought

0057-0367-0001-0097
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approximately 3000 of these containers over the past year to move iron ore and
manganese. It is also to be used to rail chrome from Rustenburg to Newcastle.

Capacity creation investments to grow and sustain CAB volumes

The table below shows the approved capacity creation investment in the Natcor to grow and
sustain CAB volumes:

City Deep

Kascon

Pretcon

Bloemfonteln

Newcastle

Catorldge

Bayhead

Kingsrest

Automotive

Lohatla

Investment of R900 million was approved tc upgrade and
increase terminal operating capacity from 240 000 teus to 400
OOOteus per annum. This Is work In progress and project will be
completed in 2015
Investment of R78 million to increase capacity from 72000 teus
to 150000 teus for phase one to be completed In 2014
Investment of R37 million to increase capacity from 50000 teus
to 15OC0O teus
Investment of R66 million was approved to bull J new terminal
from existing terminal which is in the middle of a suburb
Investment of R20 million to open new commodity flows to the
Natcor, and to roll out the success of the "Corrmon User Bulk
Terminal" of Bloemfonteln. This Initiative startet with domestic
coal to Cape Town
To Invest R60 million, which Is still to bs appro\2d, to start the
Catoridge Logistics Hub
Redesign of Bayhead yard with longer lines f c longer trains,
Capex still to be approved
Rail yard buffer stack expansion to improve port rail efficiencies
and rail capacity
300 new wagons from TE with lights for night working. 143 to
be returned defective lights and other workmanship Issues
A "prcof of concept" terminal was opened In Lohatla for R5
mitlion and this created a demand that rail apacity cannot
handle,

PSP capacity creation initiatives

The table below illustrates non-capex capacity creation initiatives:

Polokwane

Richards bay
Bl-modalism

Customer leased the site and expects this to increase volumes to
Polokv/ane terminal
Future terminal Is being considered
Investment by customers is in the final stages of tender process

2. Domestic Coal Growth Strategy

The next Imperative In the Road to Rail shift strategy is to capture bu!c mining and
manufacturing rail friendly commodities that are currently being conveyed by road hauliers.

I
I
I
I
I
I
I
I
I
I
I
I
i
i
i
i
i
i
i
i
i0057-0367-0001-0098

TRANSNET-REF-BUNDLE-01146



862

Annaxure B

This is the core competency of rail and must be exploited. Achieving organic growth In
commodities su h as Eskom coal flows plays a vital role In modal( shift from Road to Rail.
Domestic coal's iiture growth is projected at 19% through the MDS period.

Market Stratejy

The first bigges: growth Is Eskom 32 million ton with the upgrading of both infrastructure
lines from the current 18ton axle to 26 tons axle to accommodate the huge hcrease to
Majuba power station. This will also call for wagon wagons and substation; upgrade.
Grindrod Termirals also joined forces with RBT Resources (Pty) Ltd in 2012 by establishing a
joint venture called RBT Grindrod Terminals (Pty) Ltd ("RBTG") with the intention-of
developing a 20 million ton export terminal on the Navitrade and an adjacent property. The
immediate plans are for RBTG to begin construction of Phase 1 of the development In 2014
Increasing the c pacity 3 million to 5 million tons per annum.

Initiatives to t row volumes and improving market share

The table belov
domestic coal vc

,' shows the approved capacity creation investment to grow a id sustain
lumes:

Eskom Supply Ci aln Optimisation

Eskom Road-Char e-Over Strategy

Maputo - 90% voi me auarantees
Majuba power stat on enhancement

Migrate 80% of the current road hauled coal to rail by 2016/17
Align coal demand with ramp up requirements for Majubs to 9mtpa by
December 2014

• Re-commission Camden operation
• Consolidate coal sources for Camden power Stat 3ns

Review on / off loading times for optimal rail service

Integration of planning process on Plata-Rail for all Export and
Domestic Coal load outs
Centralised consolidation of key account plans
Guarantee for Maputo volumes
Create capacity to Increase tonnages on rail through tippi r upgrades,
loading sites Increase, introduction of longer trains from 6) - 75
wagons
Rail Enabling Other Power Stations through the developm ;nt of the rail
Infrastructure at the PS Including removing railway lines f: 3m the
network, offloading facilities he. tippler offloading, cortair^r offloading,
bottom discharge orTioadinq etc
Programme Implementation

o Phase 1; Implement an Interim container solutic ,i remove
trucks off the road

o Phase 2: All power stations to have tipplers in p' ace as a
permanent solution

0057-0367-0001-0099
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Other Capital Expenditures associated with the project

A High level view of further Expansionary and sustaining investments supporting the
locomotive investment is provided below and Includes the following:

1. Investments proposed in the 1064 business case
2. Increase requirement in Wagon Fleet.
3. Rail Network investments required to expand General Freight Volumes,

1. Investments proposed in the 1064 business case

As per the extract from the 1064 Business case capital and other costs were considered

• Capital and other 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 R250
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 1: Capital expenditure schedule

Rrn" Cashflow PV 13/14 14/15 15/16 16/17 17/18 18/19 19/20
Diesels
Electrics
Wagon capex
Wagon copex
Infra capex
Infra copex
Totq|

8314
12 252
10 017

1583
.9513
8978

50 656

2433
300

3 022
, 3
1026

60
6 844

2 552
1860
3 417

23
2 787

384
11023

2 709
4 665
3 462

70
3 379

795
15 079

2 881
5 042
3 228

151
3 023
1249

15 575

2 064
5 360
2 559

242
3 092
1627

14 944

0
6 284

649
339

4 967
1837

14 075

- o
217

0
420

0
2 253
2890
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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). Opex and copex
costs are incurred according to Incremental volumes moved.

Infrastructure costs:

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

2. Increase requirement In Wagon Fleet

The requirement for wagons is reviewed annually to meet the dynamic commodity nix.
Approximately 85% of general freight tonnages are delivered by 18 of the 76 wagon types.
Investment in specialised wagons to service key sectors, such as automotive, containerised
and Intermodal business as well as other major mining commodities (e.g. mangarase,
magnetite and domestic coal), which had previously been put on hold, are now proceeding.

3. Rail Network Investments required to expand General Freight Volumes

Rail network capital expenditure focus remains the reduction of incidents, improved safety

standards, optimal utilisation of slot capacity to execute and constant focus on the

modernisation of the network. Upgrades and replacements have been planned for the

required restoration of the network to world class standards so as to reduce incidents,

increase operational productivity and increase railed commodity tonnages. Key network

programmes for replacement of the signalling system (communication-based train cont-ol),

the upgrade and replacement of the telecommunication backbone, rail replacement for

feeder lines on the heavy-haul lines and major sections of the core general freight netv/ork

to meet recommendations by Deutsche Bahn for a safe and world-class railway.
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1 Annexure C

High level view of Strategic Expansion projects dependent on the locomotive investment are
tabled below:

Overview: Strategic Expansion Projects

, ;

1 1

Waterberg
Phase 2-6

Waterberg
Heavy haul
line

Coal
Backbone

Coal 91

Description /" " ;. ;
I - - - - : - v ; ' . v . ; : ' " • : " • _ - •. < ; • • • ' • • • ••:••.

•'.'• : - W : ^
:

• - ' ' ' • • "~- ' -
;
' - ' . • • - . " • '•-•'•, .'•' • ' i . - .

•-.'-'• ^ ' " ' • > ' • ' • i r '
1

'
0

- '
;

• - : ' * ' • • V * - . • • ' • •"- ' • • ' • ' • ' ' -

A five- stage scalable upgrade
of the existing line from
Lephalale to Ogles planned
Initially based on 100 wagon
head-end trains with a switch
over to 200 wagon,
distributed power trains by
2016/17.

A new ~450 km heavy haul
line linking in south of
Thabazimbl to the
Broodsnyersplaas area will be
developed to meet demand
beyond 27 rntpa and support
the augmentation of export
coal from the Mpumalanga
coalfields with coal from the
Waterberg and Botswana.

The coal backbone is the
common denominator of the
coal system and acts as the
conduit for coal flows from
Mpumalanga as well as
transit* volumes from the
Waterberg for Eskom In
support of the 32mtpa rail
migration programme or
exports and the new Majuba
Coal Transport System (CTS)
line.

Coal 9 1 : Incorporates a
combination of significant
capital expenditure and
operational optimisation
initiatives to increase the
overall coal export system

PLPmilestones '

Investments are
staggered and two
separate
Investment cases
(FEL3/4)willbe
submitted.

FEL 2:2014/15

FEL 3: 2015/16

r r i A • iA i C / i "7

FEL 4: 2016/17
t I, *

start

FEL 2: 2014/15

FEL 3:2013/16

FEL 4: 2016/17
start

FEL2: 2014/15

FEL 3: 2015/16

FEL 4:2016/17

Volume ramp up and expected due

[ncremental capacity increases against
respective stage completion to a
maximum of 27Mtpa will be provided by
2018/19.

The design of the line will follow the
Ore line expansion with the provision of
a 26 tons/axle electrified single line with
evenly spaced parsing loops. Initial
capadty of <-40mtpa can be provided,
scalable to 80mtpa by building
Intermediary passing loops.

The new line is currently not funded.
The construction of the new line, once
approved, will take approximately 5
years

Timing of capacity depends largely on
Eskom's long terms sourdng
strategy. An Increase In volumes from
Waterberg requires the upgrade of rail
line from Ogles to Lephalale, whereas
sourdng coal in Mpumalanga requires
upgrading of the coal feeder lines
between Ogles and Ermeto.

Volume ramp up will be determined on
completion of the demand validation
exercise.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
1
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Annexure C
Project

Botswana
link

Overvaal
tunnel
doubling

Swaai link

Manganese
to ISmtpa

Description

capacity to 91+ mtpa,

Provides access to Botswana

The Overvaal tunnel is
situated between Overvaal
and Maviristad stations soutr
of Ermelo and Is the only
single line section on the coei
line between Ermelo and
Richards Bay. The project w II
provide a new, double shaft
tunnel adjacent to the
existing tunnel built In 1976.

The SwazI link project
Introduces the first regional
Integration project that will
stimulate Intra-reglonal trade
and exports through the
building of a 146km new link
line connecting the South
African and Swaziland
networks from Lothalrto
Sldvokodvo (Swaziland). Th?
project includes

; operatlonallsatlon and
, upgrading of supporting link:-
' to general freight standards
such as the Lothalr branch
line and the Sldvokodvo to
Phuzumoya line In Swazilanc

Manganese export capacity
from 5.5Mtpa (currently
offered through the Port of

• Port Elizabeth) to 16Mtpa

from the Northern Cape via ?
new export facility In the Por:
of Ngqura Is one of the key
development initiatives In
Transnet.

PLP milestones r

FEL 2: 2014/15

FEL 3: 2015/16

FEL 4: 2016/17

FEL 3: 2013/14
start

FEL 4: 2014/15 Q4
start

FEL 3: 2014/15

FEL 4: 2015/16
start

FEL4: In progress

Volume ramp up and expected due
date.j-;}^,-,. : ' : ; ' ; '-;-.'.;.

v 'v\i ': '; ;
:
: ;

Although the doubling of the tunnel will
provide Inherent capacity, the primary
reason for the investment Is safety and
risk related.

On completion, the project will Initially
provide capacity to divert ~14mtpa of
general freight from the export coal
corridor

12mtpa annuallsed capacity to be
provided by 2018/19.

*
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AnnexureC
Project. '.'}

Iron Ore
line

Description

Expansion of the ore line
corridor from Sishen in the
Northern Cape to Saldanha

RLP milestones :;

FEL 2: 2014/15

FEL 3: 2015/16
start.

Volume Vanip upantfexpected 'due.

Iron ore volumes in the MDS will be
revisited once the valldatton process has
been finalised

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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MEMORANDUM
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To: Tr nsnet Board of Directors (BOD)

From: Br an Molefe, Group Chief Executive

SUBJECT INCREASE IN ESTIMATED TOTAL COST (ETC) OF THE ACQUISITION OF
1054 LO OMOTIVES FORTRANSNET FREIGHT RAIL'S GENERAL FREIGHT BUSINESS
(GFB)

PURPf SE:

1. Tn J purpose of this memo Is:

a) or the BOD to note the reasons for the Increase In ETC.

b) a request that the BOD approve an Increase In the estimated total cost (ETC) for the
icqulsltion of 1054 Locomotives for the General Freight Business of Transnet Freight
tell from R 38.6 billion to R 54.5 billion.

EXECUTIVE SUMMARY:

2. In summary the Increase In ETCof R 15.9 billion can be attributed to the following:

Lhdate of business case for updated economic factors

R >k Mitigation - Forex and Escalation

Til Scope

G ntlngencles

Lrwer capital acquisition cost of the locomotive obtained
through the competitive tender and negotiation process less
th 3 batch pricing adjustment of R 2.7 billion.

R 5.4 bn

R9.5bn

R 2.6 bn

R 4.9 bn

R-6.5bn

34%

59%

16%

3 1 %

- 41 %

3. 93 % of the ETC Increase relates to changes In market conditions and the risk tolerance
lev »J of the company. Whilst 16 % of the ETC Increase relates to strategic factors such
as localisation and competition. These Increases have been offset by a competitive
ten der and negotiation process that realised a benefit of 41 %.

4. On a like for like comparison the new price Including TE scope of R 40.09 billion
(ex:ludlng hedging and escalation) Is only 3.89 % higher than the approvetkETG of R
38,5 billion. The balance of the ETC Increase relates to risk mltlgatioaiand strategic

0057-0367-0001-0105
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I

I
concessions such as batch pricing. I

5. Regiments Capital (using an International expert) benchmarked the Capital Acquisition
Cost of the locomotives at the vbest and final offer" stage of this transaction and the •
results Indicate that the price being offered by the bidders Is reasonable, Given that |
forex, escalation, economic factors and batch pricing Impact Is subject to market
conditions It can be deduced that the final contract price Is also reasonable,

6. The need to incur these costs has been justified and the associated costs are •
reasonable In the circumstances.

7. The NPV of the business case remains positive at R 11.68 billion. I

8. Impacts on the 2014/15 corporate plan has been assessed and mitigated.

13. The strategic, commercial and sodo economic benefits associated with this acquisition
will significantly outweigh the capital cost,

BACKGROUND:

14. The acquisition of 1064 Locomotives was approved by the Board of Directors In April
2013 at a cost of R 38.6 billion. This excluded the following costs:

Increase In ETC for 106-5 GFB Locomotives

I
p p

Consequently the R 54.5 billion Is affordable and reasonable.

9. Risk mitigation measures have been developed and are being implemented to ensure
benefits are realised, •

10. Significant sodo economic benefits such as localisation and job creation will be realised. *

11. Significant benefit will be achieved by the company Including additional volumes earlier, I
additional cash flows, a stronger balance sheet, which should enable greater capital |
expansion In future.

12. This acquisition In conjunction with other locomotive acquisitions will significantly I
contribute towards the company achieving its original MDS targets of 350 mt by •
2018/19 and consequently is fully aligned with the MDS of the company.

I
I

a. The cost of changes In economic conditions (forex and Inflation) between
approval of the business case and award of the contracts 1

b. The cost of hedging for foreign exchange movements; I
c. The cost for future Inflationary escalations;
d. The cost of additional scope for Transnet Engineering (TE); •

15. The rationale for the Investment Is to Increase the capacity of TFR's GFB from 80mt to
180mt In terms of the Market demand Strategy (MDS).

16. The acquisition of 1064 Locomotives for GFB was approved by the Shareholder Minister I
(Department of Public Enterprises) on 3 August 2013.

I •
17. Although the approval from the Minister was not subject to a final cost of R 38.6 billion, •

for good governance and for Information purposes a letter will be stKit to the DPE

I
I
I0057-0367-0001-0106
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advising of the final ETC.

18. Four contracts to acquire 1064 locomotives were concluded on 17 March 2014 at a cost
of R 49.5 billion Including the cost of future escalations, Including additional scope for
TE and Including foreign.exchange hedging costs thus resulting In an Increase in ETC of
approximately R 15.9 billion (Including a 10 % contingency).

19. As per the DTI codes for local content, the tender process required that bidders exceed
a minimum Supplier Development (SD) threshold of 40 %. All bidders exceeded this
threshold. All the bidders met the minimum thresholds for local content of 55 % for
dlesel locomotives and 60% for electric locomotives.

20. The. locomotives will be delivered at a rate of 12 locomotives per month" per" bidder "at"
peak production as per the summarised delivery schedule below (refer Table 1). In
order to mitigate against late delivery risk, a penalty regime capped at 10 % of the
contract price has been agreed to with all bidders.

Table 1

Dellverv Schedule - Die??! M3com.(jyve,s

by March 201S
by March 2016
by March 2017
byOct2017
by February 2018

Locomotives will be manufactured at a peak tempo of 12 per month.

Dellverv Schedule - Electric lo«;9ir]jol)ves

by March 2016
by March 2017
by December 2017
byJanuary 2013

Locomotives will be manufactured at a peak tempo of 12 per month.

-•*•>;•.;• O R - - . . y .•;.•:!£

CNR 1st 20 from China

0
20
B7
84
42

^•:¥Boijib4rdter;-<''V:

BT produce all loco's
locally

6
137
97

i: J.233 (50%) i v J

GE 1st 6 from USA

0
34

126
73

CSRlst4orromCWna

BS
142

129

Increase In ETC for 1064 GFB LocomoHves
r
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DISCUSSION

d) The cost of reducing the batch size (strategic and risk mitigation) (Item D of Table
2)

Increase In ETC for 1054 GFB Locomotives

I

21. In order to analyse the Increase In ETC two factors need to be considered:

i. Updated economic data from business case date to current (backward •
looking); |

li. Future financial risks emanating from the transaction and costs associated to
mitigate these risks (forward looking), I

I' 22. This document has been prepared to explain the Increase In ETC on this bastsi
i. concentrating on why these costs needed to be Incurred and were these costs

reasonable In the circumstances. I

1 23. The Increase In ETC of R 15.9 billion Is due to the following reasons (refer Table 2
"I below): . m

y^i a) Escalations from the approved business case to award date (backward looking) I
V £ (Item A of Table 2)

b) Fcrex from the approved business case to award date (backward looking) (Item C I
o?Tab!e2) •

"1 c) Additional scope of work allocated to Transnet Engineering (TE) for the strategy to _
I enable TE to eventually transform to an Original Equipment Manufacturer (OEM) of I

I ocomotives (strategic) (Item B of Table 2). "

I
e) The cost of future escalations over the life of the contract (forward looking and risk

mitigation) (Item E of Table 2) •

f) The cost of fixing forex exposure over the life of the contract (forward looking and "
risk mitigation) (Item F of Table 2)

g) CcnHngendes related to variation orders, options (such as electronically controlled I
r , p leumatlc braking and wire distributed power etc.) and capital spares (Item 6 of

) - • { ' Table 2) -

I
I
I
I
I
I
I0057-0367-0001-0108
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Add bKk origM T£ >o>pB tcinnad te BVO purpots
rorat adjuttmcni la ipot nit it 17 Kant 2SM
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BACKWARD LOOKING ECONOMIC AND OTHER FACTORS THAT HAVE IMPACTED
THE PRICE:

24,T|ie estimates and assumptions on which the 1064 business case was based have
changed substantially since approval was obtained from the Transnet Board In April
2013.

25. In addition a number of parameters have materially changed since Issue of the tender,
approval of the Investment by the Transnet Board and the contract negotiation process.
These are summarised In Table 3 below:

Table 3

"V/.1.'-"
Rand to the US Dofar
Rand to the Euro
localCPI
Local Hot rofed Steel pistes Index
Local PPJ
Chinese Equtoknt CPI bdex
US Equivalent CPI hdex
Euro EquJ/afent CPI tldex

• Index movements ntcubted from Dec 12 to Jan M
•• Indtx movementsoJoitted/romMay 13 toMaK

Business Case

9.13

n/a
n/a
n/a
n/a
n/a
n/a
n/a

Tender Stape

8.93

ii.ee
100%
100%
100%
100%
100%
100%

Negotiation/
Contracting

Stage

10.72
14.B7

106.10%
112.90%
107.50%
102.50%.
101.33%
102.08%

51
movement

19.4%
25.4%,

6.1%. •
12.9%.'
7.S%.»
2.5%:"
1.3% ••
2.1%. •»

J -

Item C of Table 2

a. Foreign exchange rates. The Rand has depredated by 19,4 % against the US Dollar
since the tender stage. Similarly the Rand has also depreciated by 25.4 % against
the Euro over the same period. The spot rate of exchange used in the business
case to calculate the base price of the locomotive was 9.13 Rand to the US Dollar,
as compared to the spot exchange rate as at contract signature date of 10.72 Rand
to the US Dollar, an Increase of 17.4 %. This has Impacted the expected price of
the locomotive as per the siness case and ultimately the ETC as approved by the
Board.

Consequently the additional l % per C in Table 2 Is reasonable.

Item A of Table 2

b. Labour cost increase. The cost . sbour required to build the locomotives has
Increased locally within South Afr.'ca and globally over this period, as Indicated
within the CPI/PPI Indices listed In Table 3 above and as evidenced by the higher
than CPI wage settlement that Transnet entered into at 8.5 % for a 2 year period.
Due to the tender localisation requirements, Transnet Engineering (TE) will
assemble the locomotives and consequently local labour will be utilised for the
assembly.

c. Material cost Increase. A significant component of the locomotive Is steel. The price
of steel is Impacted by the steel commodity price otwhlch the trafling currency Is In

Increase In ETC for 1064 GFB Locomotives
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US Dollars and secondly thereby foreign exchange deterioration as well. The local
Index for hot rolled steel plates has deteriorated by approximately 12.9 % since
December 2012, which Is Indicative of the level of Increase In the price of steel.

d. Inflation. Local Producer Price Index (PPI) has Increased by over 7.5 % since
December 2012 thereby affecting the price of locally sourced products required for
the build of the locomotives. Foreign equivalent Indices also Increased over this
period. This together with the foreign exchange deterioration Indicated above has
resulted In the price of Imported components for this project Increasing.

e. Statistics SA report that the headline CPI annual Inflation rate In April 2014 was 6.1
%, further explained In,the_Business Day article "CPI breaches Reserve Bank
target" dated 22 May 2014.

f. Applying the relevant proportion of each of the labour, material and other Input
costs which make up the basket of Items required for the manufacture of the
locomotives, would result In the net Increase In the locomotive price of 8 %.

g. Consequently the net Impact of 8 % on the locomotive price due to the change In
economic conditions as per Item A of Table 2 Is reasonable.

Increase In ETC for 1064 GFB Locomotives
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FORWARD LOOKING ECONOMIC FACTORS AND MEASURES TO MITIGATE
FINANCIAL RISK THAT HAVE IMPACTED THE PRICE:

Forex (Item F of Table 2)

26. The Financial Risk Management Framework (FRMF) approved by the Board of Directors
(BOD) does not permit Transnet accepting forex exposure on committed transactions.

27. The South African Reserve Bank (SARB) also does not permit SOC's to accept open
exposure on foreign currency contracts,

28. In addition credit rating agencies and bond holders boti prefer conservative risk
appetites and consequently would also support fixing our for ax exposure.

29. Sensitivities Indicate that a 5 % devaluation of the Rand could impact the total ETC by
approximately R 3,07 billion If left unhedged.

30. Consequently the cost of foreign currency hedging to mitigate and protect the
Company against foreign currency devaluation is an Inherent cost of the transaction.

31. Costs related to forex are Influenced by market forces which are not within
managements control and therefore were not Included In the ETC for the business case
submission. The Impact of these forex related costs woulJ only be known once the
contract was negotiated and finalised as they are based on market conditions and
sentiment at the time.

32.The cost of fixing the forex exposure Is Impacted by currency volatility and time or
duration of the exposure.

33. The recent volatility In the foreign exchange rate of on avenge up to between 15 & 20
% directly impacts the transaction cost as can be seen in Table 4 below:

Table 4

Rand 5 day annuallted Standard Deviation over the past year

i ifffti i i i i i iftififl l l l i l iftff
-USDMR

Date

G8PZAR EURZAP

Increase in ETC for 1064 GFB Locomotives 0
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34. In addition the ZAR currency Is one of the most volatile and fragile currencies in the
world. This view Is substantiated by the ZAR currency being termed as one of the
"fragile five" by economists and financial markets (refer diagram below).

35. Business Day reported on 18 March 2014 that the Rand is in for a "Rocky ride" for the
rest of the year (Refer article "Rocky Ride forecast for 'still to expensive' Rand)

36. The generally held consensus view Is tiiat due to the twin defldt of the RSA budget and
the current account, and the weak economic outlook supports Rand devaluation In the
medium to long term.

Table 5

Hlitorlut USD-ZAR exchinga r»ta
\

37. A historical regression analysis conducted by Regiments Capital Indicates that the ZAR
currency Is on a trend of devaluation as Indicated In Table 5 above.

Increase in ETC for 1064 GFB Locomotives
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Table 6

ZAR-USDSconarlos

2B.CD <

13.00

aoo
h. 5

a s e

t o w r ^ r ^ r ^ r ^ p s s a m m ci en
' a ' » ' j * *•" *•• # • * "** * • ' * ' i" " ^

e s 8 s s s s 8 s a 8 s a a a

•FwdCurvc -LongTrond •AR(3) - ShortTrend

38. In addition Regiments Capital conducted various currency trend scenarios as Indicated
in Table 5 above. All scenarios Indicate a general devaluation In ZAR over the medium
term.

39. The imminent risk of the Ukraine crisis and Its Impact on emerging markets also had an
impact on the decision to fix the exchange rate exposure.

40. In addition the delivery schedule of the locomotives, between 31 and 35 months, also
impacts the cost of hedging as the length of the exposure impacts the costs. The
longer the period the higher the premium paid due to unknown outcomes in the future.

41. Alternative methods, such as call and put option structures, to reduce cost and miHgate
against forex exposure risk were explored In conjunction with Regiments Capital
Including methods in which Transnet would participate In any possible upside In Rand
movements. These methods were evaluated from a cost benefit perspective and
consequently the FEC route proved most beneficial and practical to mitigate forex risk.

42. In addition the accounting treatment of options was not optimal as per opinion
obtained from KPMG as It would result In the creation of an embedded derivative.

43. The cost to hedge this exposure was obtained from banks by the suppliers. This was
then vetted by Transnet Treasury and Regiments Capita! for reasonabllity. They both
found the rates and cost to be acceptable.

44. Consequently the net 6.8 % per F in Table 2 above Is reasonable.

Increase In ETC for 1064 GFB Locomotives
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Escalation of Input Costs (Item E of Table 2)

45. Given the size, magnitude and risk tolerance of the company due to MDS execution,
cash flow certainty Is of paramount importance when trying to plan over a long term
horizon.

46. This ensures that the company Is able to manage Its key financial merles such as
gearing, cash Interest cover and the A/B ratio (required by rating agencies)

47.In addition credit rating agencies and bond holders both prefer conservative risk
appetites and consequently would also support fixing our escalation exposu -e.

48, Careful consideration had to be given to accepting other risks such as labcir, steel etc.
and being exposed to market conditions.

~) 49. Consequently It was decided to fix escalation for these input costs and galr certainty of
•, cash flows.

50. Costs associated with fixing these Input costs are largely driven by market sentiment at
the time of contracting such as the items mentioned below.

I 51. Labour unrest and strikes In the platinum sector has put significant pressur J on forward
' looking labour costs. As indicated earlier Transnet Is subject to an £.5 % wage

adjustment for the 2014/15 financial year.

I ] 52. The contractor has also built a risk premium Into their pricing for for yard looking

inflation, to cater for the unpredictable nature of the labour environment within South
\ Africa and the risk associated with TE carrying out this additional new scop; of work.

I ' 53. Statistics SA reports that the headline CPI annual Inflation rate In April 201 - was 6.1 %,
™ ! and which Is further explained in the Business Day article WCPI Breaches reserve bank

| target" dated 22 May 2014.

| ) ^ 54. The SARB and National Treasury 2014 Budget Review forecasts CPI at € 2 %, 5.9 %
, and 5.5 % for the years 2014, 2015 and 2016 respectively.

I t 55. The MPC also Is concerned about upward Inflationary pressure on the ecoromy as they

' have Increased the Repo rate by 50 basis points recently in response to n anaglng the
1 upward Inflationary pressures. Another Imminent increase Is highly likely at the next

• J sitting of the MPC on 22 May 2014.

] 56. The high level of local content (60%) makes local Indices more applicable ta assess the
cost of escalations going forward.

I
I
I
I
I
I

57. Applying the relevant proportion of each of the labour, material and othe • Input costs
which make up the basket of Items required for the manufacture of the locomotives,
would result In the net Increase In the locomotive price of 9.2 % for electrics and 6.3 %
for dlesels Increase.

58. Hence a CPI of 6 % escalated for 35 months on a compound basis (excluding a
premium for risk) results In a 18.54 % Increase, thus the net 16,8 % per E In Table 2
above Is reasonable. Q

Increase In ETC for 1064 GFB Locomotives
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59. Escalations of Input costs have been verified by Transnet by using publicly available •
data and by Regiments Capital using their Intellectual properly methodology and
techniques. •

TE Scope (Item B of Table 2) _

60. A strategic decision was taken at a Transnet level that TE should transform to •
eventually become an OEM of locomotives. This 1064 tender process, together with
the 100 equivalent 19E Dual Voltage Electric locomotive process, was used as a catalyst •
to facilitate this strategy. |

61. As such bidders were advised to provide pricing based on providing TE with additional
lscope for the manufacture of the locomotives.

Increase In ETC for 1064 GFB Locomotives

I
i "• -Js 62. Strategically it was decided that for specific items within the build process where TE
n 'w* were within 10 % of the market price then It would be acceptable to allow TE to retain •

J this scope. •

63. The pricing as reflected above In Table 2 Is Inclusive of this additional scope for TE
I based on this principle. ft

1 64. Bidders have also built a risk premium Into their pricing,- to cater for the risk associated
I with Transnet Engineering carrying out this additional new scope of work for the 1st M
] time. I

^ 65. Consequently the net additional 3 % per B In Table 2 Is justified and Is reasonable.

-J I
I
I
I
I
I
I
I
I
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Batch Size (Item D of Table 2)

66. As approved by the Transnet Board the preferred bidders were advised that the batch
size has been split on a 50/50 basis for the Diesels and a 60/40 basis for the electrics,
amongst them.

67. This was done to mitigate locomotive delivery risk and reduce the MDS risk related to
volumes.

68. As a result, the fixed costs related to setting up the production line would have to be
recouped over a smaller batch.

69. This resulted In an Increase In the cost per locomotive.

70. Although the cost per locomotive has Increased, an overall saving Is realised due to
splitting the batch, because of the saving made on future escalations and hedging costs
as a result of a shorter delivery period. This has been quantified to be R 4.08 billion.

71. Consequently the net additional 9.4 % per D In Table 2 Is justified and Is reasonable.

Contingencies (I tem G of Table 2)

72. The contracted price of R 49.5 billion excludes the cost of any requirements for capital
spares beyond the warranty period, variation orders and options (such as electronically,
controlled pneumatic braking and wire distributed power etc.) and as such an additional
10 % (R 4.9 billion) has been added Into the request for additional ETC for this (refer
Item G of Table 2)

73. In order to stimulate development In other parts of South Africa, Transnet have
dedded that It would be more strategic to have two OEM's manufacture the
locomotives In Durban.

74. In addition TE production lines In Koedoespoort cannot accommodate four OEM's as
validated by the PWC study.

75. Bidders have based their contracted prices on manufacturing operations being carried
out In Gauteng. Bidders have not yet quantified this cost, however this cost Is Included
In the additional 10 % (refer Item G of Table 2).

Increase In ETC for 1064 GFB locomotives
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submission.

Increase In ETC for 1064 GFB Locomotives

I
FINANCIAL IMPLICATIONS: I

76. The business need and rationale remains as originally Indicated In the business case

I
77. The Business case resulted In a positive NPV (R2.7 billion at the TFR hurdle rate of

18.56 % and R34.1 billion at the TFR WACC of 12.56 %) . -
78. The Transnet hurdle rate has since been amended to 15.2 % and the NPV at this •

I • hurdle rate using the business case assumptions would be R 16.02 billion.

j 79. The financial models for the Business case have been updated for the following based |
J on the* conditions per the signed Final contracts:

a. Final pricing _
b. Revised cash flow profile for the capital Investments I

, -; c. Commensurate changes to the volume ramp up and tariff Increases on
' i . 1 commodities that are priced relative to the Investment outlay

80. The updated NPV result Is a positive NPV of R 11.68 billion at the new hurdle rate of I
15.2 % and R 22.71 billion at the TFR WACC of 12.6 %. The NPV would become a
negative R 1.67 billion at the original hurdle rate of 18.56%. m

81. The WACC and hurdle rates are updated annually for changes In economic conditions ™
and are approved by Transnet Ecco and reviewed by External audit during the year end
audit process. I

I
I
I
I
I
I
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I
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BUDGET IMPLICATIONS:

82. The Investment Is Included In the2014/15 seven year capital Investment plan.

83. The contracted delivery schedule and cash flows have changed as compared to the
Investment Included In the 2014/15 seven year capital Investment plan.

84. In order to ensure that Transnefs approved key affordablllty limits (gearing and cash
Interest cover) are not breached, a capital prlorltlsatlon process will be undertaken,
such that other Investments which do not impact MDS volume targets would be
deferred.

85. The difference between the 2014/15 seven year Investment plan and the projected
cash flows based on the supplier agreements with contractors with an additional 10 %
added for options, variation orders, special tooling, test equipment, Initial spares and
capital spares, is Illustrated In Table 7 below:

Table 7

Budget per
Corporate Plan
Contracted
Add 10 % Tot
options, variations,
tools, spares etc.
Expected
Difference
Corporate Plan
alignment to
Business Case
Net ETC difference

Rand mdlfon
ETC

41468

49 517

4955

54 502
•13 034

-2 868

-15 902

13/14

•

4B24
•4 824

14/15

J15

6308
-5993

15/16

4188

6597
-2409

16/17

8344

lasiB
-10274

17/18

9123

15970
-7fl47

18/19

9420

1185
8 235

19/20

B382

-
8 382

20/31

1596

1696

I
I ?

I
86. In order to secure accelerated delivery of the locomotives to address the MDS volumes

at risk, a larger advance payment (R 4844 million) had to be made to the contractors In
the 2013/14 financial year.

87. As confirmed by a letter received from the suppliers this was required by the suppliers
In order to cover costs to ensure quicker delivery. The rationale as explained by the
supplier was confirmed reasonable by Transnefs external auditors and was capitalised
accordingly In the Financial Statement at 31 March 2014.

88. Although the accelerated delivery schedule would have resulted In earlier cash outflows
for Transnet, an overall saving Is realised because of the saving made on future
escalations and hedging costs as a result of a shorter delivery period

89. The Impact from the locomotive acquisition on the 2014/15 corporate plan as well as
the Impact of the prlorlUsatlon process; updating for the change In volumes, revenue,
EBITDA and capital due to, the combination of the 100 electric locomotives, 1064
locomotives and 60 Diesel locomotives contracts Is reflected In the graph below:

Increase In ETC for 1064 GFB Locomotives
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AddiUonsI capacity Is cruU ] from 2020/21 onwards for additional capital Iivestmants to mttt market
demand.

90. As can be seen from th •-. graphs the Initial two years of the 2014/15 Corporate Plan has
been negatively Impacted the by locomotive acquisitions.

91. However after the planned EBITDA and optimisation Initiatives that have been factored
Into the model the ratio; are restored.

92. The Initiatives Identified to meet the Corporate Plan targets are detailed In Annexure A.

RISK MANAGEMENT:

93. In order to manage risks associated with this transaction a risk management
framework Is In the procass of being developed.

94. A Locomotive Steering Committee has been set up to manage the operational issues
associated with the loco notive acquisition and will address the following risks:

• Locomotive deivery
• The wagon build program
• Infrastructure requirements
• Operational readiness
• Commercial and Volumes

95. A sodo economfc monitor will be appointed to ensure sodo economic benefits will be
realised.

96. In order to mitigate against late delivery risk, a penalty regime capped at 10 % of the
contract price has been sgreed to with all bidders.

97. Escalation risk has been mitigated by fixing the price of the locomotives.

,k
Increase In ETC for 1064 GFB Locor.otlves C' .)
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98. Forex risk has been mitigated by hedging the price of the locomotives by using the
suppliers balance sheets.

99. All advance payments are secured by an on demand advance payment guarantee
Issued by a bank with a minimum long term credit rating of an A- Fitch rating or

' equivalent

100. Payment terms have been structured such that the bulk of payments, of between 70
% and 90 %, happens after delivery of the locomotives.

101. In order to manage the total cost of ownership and mitigate against the risk that the
locomotives once placed Into operation will consume more fuel (diesel locomotives) or
energy (electric locomotives) than Indicated In bidders responses to the RFP, a penalty
clause with a related fuel/energy warranty regime has been Included In the supply
agreement with bidders.

102. In order to mitigate against default of Supplier Development (SD) commitments, and
SD penalty clause has been Included In the supply agreements with bidders. An SD
bond has also been obtained to cover risk against default

103. GE have agreed to provide a 30 month warranty on the locomotive as well as a 6 year
warranty on the traction motor and a 12 month warranty on spares,

104. CNR, BT and CSR have agreed to provide a 24 month warranty on the locomotive as
well as a 6 year warranty on the traction motor and a 12 month warranty on spares.

105. A liability cap of 15 % of the contract price Is Included in the supply agreement
thereby limiting Transnefs exposure In the unlikely event of breach of contract by
Transnet.

106. In order to mitigate against the risk of having to ? ,cept and pay for locomotives
during an economic downturn-when volumes from c- .omers may not be forthcoming
thereby Impacting negatively upon Transnefs loan r «nants, bidders agreed to accept
a clause In the supply agreement whereby acceptano of locomotives could be deferred
for a period of time. Transnet agreed that In retur bidders would be reimbursed for
reasonable and audltable costs. These costs a Include warehousing costs, time
value of money costs, costs related to the rolling or ledges etc.

SOURCE OF INFORMATION AND REFERENCES.

107. Data quoted In the memo above has been sour id from:

• Statistics South Africa - release P0141
• Business Day 22 May 2014 - WCPI Breaches Reserve Bank target"
• Business Day 18 March 2014 - "Rocky Ride forecast for still too expensive

Rand
• Reserve Bank and National Treasury 2014 Budget Review
j» Regiments Capital (transaction advisory services)
'• KMPG (accounting opinions)
• PWC (locomotive localisation opportunities for TE and South African

Industry)

Increase In ETC for 1064 GFB Locomotives
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RECOMMENDATION:

108. It Is recommended that:

a) the BOD take note that the main reasons for the Increase In ETC Is due to the
exclusion of the following costs from the 24 January 2014 submission:

I. The cost of hedging fo r foreign exchange movements;
ii h f f f l i l

g g g g
The cost for future Inflationary escalations;
The cost of additi oral scope for Transnet Engineering (TE);

h h d ( d l

ii.
III. p g g ();
iv, The cost of changes In economic conditions (forex and Inflation) between

approval of the business case and award of the contract

fa) the BOD approves an Increase In estimated total cost (ETC) for the acquisition of
the 1064 locomotives for Transnet Freight Rail's General Freight Business from
R38,6 billion to R54,5 billon.

Recommended by:

Anoj Singh
Group Chief FInWial Officer
Date: ^ M

Brian Molefe
Group Chief Executive
Date:-^3. s.fLf

Increase In ETC for 1064 GFS Locomotives
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Appendix 46 886

Locomotive tender for the supply of 1064 new
locomotives for the Transnet Freight Rail General

Freight Business

Report of the Finance Negotiation Team
to

Siyabonga Gama (TFR CE)
Ano j Singh fTransnet GCFO)

Key outcomes from the negotiations for the

acquisition of-1064 new Locomotives concluded in
March 20 l4~~ '
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Purpose

The purpose of this report is to- detail the key financial outcomes from the negotiation for
the acquisition of 1064 locomotives concluded in March 2014.

Background

Transnet issued two tenders for the acquisition of 1064 locomotives (455 diesel and 599
electric locomotives) as was outlined in the locomotive deployment plan to ensure that
Transnet Freight Rail (TFR) would be in a position to provide the required traction capacity

f. . '> in support of the MDS.

The tender evaluation process was concluded in January 2014 and the results thereof
were approved by the Transnet Board. The Transnet Board also approved that
negotiations with the 2 preferred bidders for the 465 diesel locomotive tender i.e. General
Electric South Africa Technologies (GE) and the CNR Consortium (CNR), and the 2
preferred bidders for the 599 electric locomotive tender i.e. Bombardier Transportation
South Africa (Pty) Ltd (ST) and CSR. E-Lcco Supply (Ply) Ltd (CSR), commence.

The Transnet Board Acquisition and Disposal Council (BADC) approved an allocation of
locomotives between the preferred bidders for the diesel locomotives on a 50/50 split
basis i.e. 233 locomotives to GE and 232 locomotives to CNR and a 60/40 split basis for
the electric locomotives i.e. 359 for CSR and 240 for BT.

Negotiations commenced in February 2014. Negotiations were completed in March 2014
and the contracts were signed on 17 March 2014.

f.' "\,,. The key outcomes from the negotiations are detailed In this report

CONRDEMTTAL
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•
1 Executive Summary |

j 465 Diesel Locomotives •

i The final negotiated price per locomotive, exduding the cost of hedging and future
| inflationary escalations for GE is R 30 265 400 and for CNR is R 34 000 000. The g

mandate relating to pricing as set out in the negotiation strategy was met. I

1 The final negotiated price per locomotive, including the cost of hedging and fixed for
~Y ,.. future inflationary escalations for GESAT is R 36174 650 and for CNR is R 42 875 020. I

\J$ The mandate relating to pricing including hedging and escalations as set out in the I
1 """ negotiation strategy was met.

The GE price per locomotive was negotiated downwards from the best and final offer price . J
i at the start of negotiations adjusted for the impact of the smaller batch size, additional

Transnet Engineering (JE) scope and changes to economic conditions Induding escalation ^
and hedging costs of, R 39.6 million to a final hedged base price induding escalations of R •
36.2 million per locomotive. - This resulted in a net saving of R 3/1 million per locomotive . • •
or a saving of R 790 million for all 233 locomotives.

The CNR price per locomotive was negotiated downwards from the best and final offer •
price at the start of negotiations adjusted for the impact of the smaller batch size,
additional TE scope and changes to economic conditions induding escalation and hedging «
costs, of R 49.8 million to a final hedged base price including escalations of R 42.9 million I
per iocomotive. This resulted in a net saving of R 6.9 million per locomotive or a saving of "
R 1.6 billion for all 232 locomotives.

, Tsb 599 Electric Locomotives •

The final negotiated price per locomotive, excluding the cost of hedging and future •
inflationary escalations for BT is R 43 690 574 and for CSR is R 40 854 785. The |
mandate relating to pridng as set out in the negotiation strategy was met

The final negotiated price per locomotive, induding the cost of hedging and fixed for . I
future inflationary escalations for BT is R 54 371 693 and for CSR Is R 50 480 000. m

The mandate relating to pridng including hedging and escalations as set out in the
negotiation strategy was met. M

CONFIDENTIAL
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The BT price per locomotive was negotiated downwards from the best and final offer price
at the start of negotiations adjusted for the impact of the smaller batch size, additional
Transnet Engineering (TE) scope and changes to economic conditions including escalation
and hedging costs of, R 61.5 million to a final hedged base price Including escalations of R
54.4 million per locomotive. This resulted in a net saving of R 7.1 million per locomotive
or a saving of R 1.7 billion for all 240 locomotives.

The CSR price per locomotive was negotjated downwards from the best and final offer
price at tine start of negotiations adjusted for the Impact of the smaller batch size,
additional TE scope and changes to economic conditions including escalation and hedging
costs, of R 60.6 million to a final hedged base price including escalations of R 50.5 million

\ . per locomotive. This resulted in a net saving of R 10.2 million per locomotive or a saving
# of R 3.6 billion for all 359 locomotives.

Estimated Total Cost (ETC)

The Transnet Board approved Estimated Total Cost (ETC) for 1064 locomotives of R 38.6
million, which excluded the costs of future inflationary escalations and foreign exchange
hedging costs, was not met (refer figure 1 below), and i t Is recommended that approval
for this is obtained from the relevant authority. • • • • • • • - _

. . . 890
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Figure 1:

Sunnary of ETC calculation

final Uicomotive cost

Estimated Total Cost excluding Hedging, Escalation

Estimated Total Cost including Hedging & Escalation

Final Locomotive cost

Estimated Total Cost excluding Hedging and Escalation

Estimated Total Cose Including Hedging and Escalation

Estimated Total Cost excluding Hedging and Escalation

Estimated Total Cost Including Hedging and Escalation

Transnet Board Mandate (ETC] for 1064 faonnothfes excluding hedging and excluding escalations

>̂*£»p£j24Q, (40,^*)3s5r:

54 371693

ID 485 737 760

50 430 000

14 666853455 25152591215'

13049206320 18122320 000 31171S2S320

;Jft^i232XS0wb->^y

42 87S 020

7 Baa mo ooo

36 174 6SQ

7 051533200 • 14939B3320Q

9 947 0O4 64O B12SG93450 18 375 693 090

40 092429 415

49 547 224 410 .

31 EDO 000 000

Kite that ths ETC abova excludes the cost of any options, variatbns capital spares, Initial spares, tools and test equipment, a s
these wtll be agreed to at the Design Review stage of the contract. A further 10 % should at least be added to cover this cast.

Proposed Estimated Total Cost Including Hedging, Escalation, optbns, spares, tools and tost equipment S4S02ODOO0O
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Economic conditions and factors that impacted the price
since close of the tender

Spot Foreign Exchange Rates

The RFP was Issued in July 2012 and finally closed on the 30th of April 2013. Bidder's
submissions were based on economic conditions during this period. As negotiations were
only finalised on the 17* of March 2014, a period of nearly 11 months had elapsed since"
the close of the tender, during which economic conditions had shifted considerably.

The Rand had deteriorated from 8.98 Rand to the US Dollar in April 2013 to 10.72 Rand to
the US Dollar as at March 2014. This equates to a 19.4 % decline in the Rand against the
US Dollar during this period. The Rand also deteriorated from 11.86 Rand to the Euro in
April 2013 to 14.87 Rand to the Euro as at March 2014, which equates to a 25.5 %
deterioration against the Euro during this period.

Note that the spot rate of exchange used In the business case to calculate the base price
of the locomotive was 9.13 Rand to the US Dollar, as compared to the spot exchange rate
as at contract ignature date of 10.72 Rand to the US Dollar. This has impacted the
expected pp'_ of the locomotive as per the business case and ultimately the Estimated
Total Cost (ETC) as approved by the board by approximately 17 %.

Cognisance must be taken that during the negotiations a potential risk relating to the
impact on the Rand due to the potential Imminent war In the Ukraine emanated,
contributing towards the view to fix the Rand at current levels and finalise the negotiation
and contracting process speedily.

^ j . Please refer to an article from the Business Day re-emphasising the volatility of the Rand
_} # . that can be expected going forward attached hereto as Annexure A.

Inflation

The cost of labour and materials required to build the locomotives have Increased locally
within South Africa and globally over this period. On average local CPI has Increased by
6.1 % over the period December 2012 to January 2014, during which bidders would have
been obtaining priring from their suppliers. Foreign equivalent Indices have Increased on
average by about 1.5 % to 2.5 % over the same period. Local content related to this
build is on average about 60 % therefore the higher increase on the local Indices carry
more weight. Economic forecasts also indicate that this upward trend will continue over
the next few years.

CONFIDENTIAL

Page7of24
Negotiation Outcome Report
1064 Locomotives 2014/03/31

0057-0367-0001-0129

TRANSNET-REF-BUNDLE-01177



893 |

I
T 1

TRANSNEf

The ETC as listed In the business case was calculated at a point in time i.e. April 2013 and I
excluded the cost of escalation linked to inflation. This has impacted the expected price of •
the locomotive as per the business case and ultimately the Estimated Total Cost (ETC) as
approved by the Transnet Board. , a

Bidders have also built a risk premium into their pricing for forward looking inflation, to
cater for the unpredictable nature of the labour environment within South Africa and the «
risk associated with Transnet Engineering carrying out this additional new scope of work M
provided. " .

J[ J Batch Size I

^ As approved by the Transnet Board the four preferred bidders were advised that the batch
size has been split on a 50/50 basis for the 465 diesel locomotive tender and on a 60/40 M
basis for the 599 electric locomotive tender, amongst them. As a result, the fixed costs |
related to setting up the production line would have to be recouped over a smaller batch.
This resulted in an Increase in the cost per locomotive. Note that although the cost per ^
locomotive would have increased, an overall saving is realised due to splitting the batch, I
because of tine saving made on future escalations and hedging costs as a result of a
shorter delivery period (refer section below explaining this in more detail).

J-kta,
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Overall impact of economic conditions and other factors on the price

The price of the locomotive was thus Fmpacted as follows as a result of the change In
economic conditions and other factors as explained above:

Figure 2:

Best and Hnal Offer per Board submission

Adjusted for changes to:

Escalation up to signature data (from dose of tender to Mar 14)
Forex adjustment to spot rate at 17 March 2014
Batch pridng adjustment for reduction of batch size to 50 %

Bast and Rr.s! Offer updated for economic and other factors

o.;;232(5p%r^

27 360 000 24312 000

7 059 026 5 509100

Best and Rnal Offer per Board submission

Adjusted for changes to:

Escalation up to signature date (from dose of tender to Mar 14)
Forex adjustment to spot rate at 17 March 2014
Batch pridng adjustment for reduction of batch size to 40 % / 50 %

Best and Hnal Offer updated for economic and other factors

34 419 026 29 820 800

fi^:B3fnba^er^^
^?^359(6q^)^;

29 049486 28 890 000

42 291574 39 741013

Initial bidder pricing submissions relating to these economic and other factors, were
higher than as presented in figure 2 above. Through the negotiation process tfiese Initial
submissions were reduced by R 2.5 million for CNR, R 252 700 for GE, R 1.5 million for BT
and R10 million for CSR to the levels reflected above.
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Impact of splitting the batch between the bidders

The Transnet Board Acquisition and Disposal Council (BADC) approved an allocation of
locomotives between the preferred bidders for the diesel locomotives on a 50/50 split
basis i.e. 233 locomotives to GE and 232 locomotives to CNR and a 60/40 split basis for
the electric locomotives I.e. 359 locomotives for CSR and 240 locomotives for BT.

As a result the delivery schedule was accelerated thereby ensuring that the locomotives
arrived earlier resulting In savings in future inflation related escalation costs and savings in
foreign exchange hedging costs.

This also resulted in an increase in the cost per locomotive due to bidders having to
allocate more of the^unk capital costsito a smaller batch.

The net saving as a result of this decision as calculated by Regiments Capital (approved
transaction advisors) is reflected below in figure 3:

Additional benefits not quantified below would include the ability to deliver additional
volumes earlier thereby earning additional revenue earlier.

Figure 3:

Suimary of Infract of reducing Batch Size Per Loco
Vii'pWCNR-;.'^-^

Per Loco

EscalaBon If a batdi of 465 was ordered based on original delivery schedule

Hedging cost If a batdi of 4S5 was ordered based on original delivery schedule

7415 49S

34S1E90

3KO0SS

5733 762

Escalation if a batch of 233/232 Is ordered based on revised delivery schedule

Hedging cost If a batdi Df 233/232 was ordered based an revised delivery schedule

S 110 M0

2393 702

2770 643

5 073 921

Saving on escalation
Saving on hedging
Total Saving

Additional cost as submitted by Bidder to reduce batchsize

Net saving

2275655
1057 988
3 333 643

3133 71S

199 928

369 453
719 Ml

1C89 294

269 97S

819 319

Notes:
The forecasts were based on using historical trends of appropriate Indices as calculated by'Reglments Capital.
The calculations above are based on Information available eta point In time to Regiments.'
The above calcualtions were prepared to demonstrate the Impact of reducing ths batch size and will not tie up to the final negotiated position.
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Summary ofBnpact of reducing Batch Sice Per loco PerLocD

EscalaSon if a batch of 599 was ordered based on original drfvery schedule

Hedging cost If a batch of 599 was ordered based on original delivery schedule

13 64S715

7509 395

11578 427

7 012405

Escalation If a batch of 240/359 Is ordered based on revised delivery schedule

Hedging cost If a batch of 240/359 was ordered based on revised delivery schedule

S457E8D

3 424103

6248487

3 607253

Saving on escalation - "~ ~ - - - -

Saving on hedging

Total Saving

Additional cost as submKted by Bidder to reduce batch she

Nat saving

7161 035
4 0B328B

11Z4G323

5859171

5387152

5329 940
3 405142
8 735CH

1618500

711& 582

Notes
The forecasts were based en tslng historical trends of appropriate Indices ss calo/ated by Regiments Capital.
The calculations above are based on Information available at a point in Ume to Regiments.
The above calcusltions were prepared to demonstrate the Impact of reducing the batch size and win not tie up to the final negotiated position.
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j Negotiation Mandate I
I "
j A draft mandate from the delegated a Uliority to negotiate appropriate or better terms for •
J the following items was issued to the negotiation team: •

•-! 1. Pridng •
j 2. Payment terms •

I 3. Delivery risk mitigation *
~ \ ~ , 4. Escalation risk mitigation m

, L ' 5. Foreign exchange risk mitigation I
•;;V. 6. Advance payment risk mitigation

] ^ 7. Total cost of ownership (Fuel/Enetrgy) risk mitigation m

I 8. Warranties I
9. Deferral of the delivery schedule

1 10. Break Pridng —
1 11. Impact of Transnet Engineering [TE) additional scope I

, 12. Alignment of pricing between lidders

Outcomes from the Negotiations J

I The following items were negotiated at length in scheduled face-to-face meetings m
. between Transnet representatives and those of GE, CNR, BT and CSR. There were a |
I number of proposals and counter-pToposals which lead to the formation of a common

understanding and agreement between t h e two parties. m

A':% 1. Pricing
I I
, 465 Diesel Locomotives .

| The GE price per locomotive was negotiated downwards from the best and final offer price I
at the start of negotiations adjusted f o r the impact of the smaller batch sizej additional ™

J Transnet Engineering (TE) scope afcd economic conditions induding escalation and
, ' hedging costs of, R 39.6 million to a-final hedged base price induding escalations of R •

36.2 million per locomotive. This resulted In a net saving of R 3.4 million per locomotive |
] or a saving of R 790 million for all 233 locomotives.

J • i
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r-j ••&& and hedging costs of, R 61.5 million to a final hedged base price inducting escalations of R

I j 54.4 million per locomotive. This resulted In a n£

: or a saving of R 1.7 billion for all 240 locomotives.

The CNR price per locomotive was negotiated downwards from the best and final offer
price at the start of negotiations adjusted for the impact of the smaller batch size,
additional TE scope and economic conditions including escalation and hedging costs, of R
49.8 million to a final hedged base price induding escalations of R 42.9 million per
locomotive. This resulted In a net saving of R 6.9 million per locomotive or a saving of R
1.6 billion for ail 232 locomotives.

599 Electric Locomotives

The BT price per locomotive was negotiated downwards from the best and final offer price
t"~\ at the start of negotiations adjusted for the impact of the smaller batch size, additional

Transnet Engineering (TE) scope and changes to economic conditions including escalation

I
I

I
I
I
I

g g , g p g
54.4 million per locomotive. This resulted In a net saving of R 7.1 million per locomotive

- J The CSR price per locomotive was negotiated downwards from the best and final offer
I * price at the start of negotiations adjusted for the impact of the smaller batch size,
• -j additional TE scope and changes to economic conditions including escalation and hedging

11 costs, of R 60.6 million to a final hedged base price induding escalations of R 50.5 miiiion

I per locomotive. This resulted in a net saving of R 10.2 million per locomotive or a saving

T of R 3.6 billion for all 359 locomotives.
Estimated Total Cost (ETCJ

The Transnet Board approved Estimated Total Cost ['ETC) for 1064 locomotives of R 38.6
million, which exduded the costs of future inflationary escalations and foreign exchange
hedging costs, was not met (refer figure 1 above), and it is recommended that approval
for this Is obtained from the relevant authority.
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2. Payment Terms

The following payment terms were agreed to:

Figure 4:

ppyment terms

Advance Payment
Design review
Acceptance

Retention

Pgyrnent term?

Advance Payment
6 Months / Design review
After 17 months
Acceptance

Retention

10%
5%

75%
10%

I •^MB^bartlet;'£^e,j*3vVi^:CS

9%
9%
9%

68%
• - 5 %

10%

B7%
3%

10%
20%

65%
5%

There were a number of proposals and counter-proposals and the payment terms above
were agreed to as part of a package deal obtained with the price reduction referred to
above.
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3. Delivery Schedule and Delivery Risk Mitigation

The locomotives will be delivered at a rate of 12 locomotives per month per bidder at peak
production as per the summarised delivery schedule below (refer figure 5). In order to
mitigate against late delivery risk, a penalty, regime capped at 10 % of the contract price
has been agreed to with all bidders.

Figure 5:

Deliverv Schedule - Diesel Locomotives

by March 2015

by March 2016

by March 2017

byOct2017

by February 2013

Locomotives will be manufactured at a peak tempo of 12 per month.

Deliverv Schedule - BecWc locomotives

by March 2016

by March 2017

by December 2017

by January 2018

Locomotives will be manufactured at a peak tempo o f 12 per month.

'•'fii-Xyi CNR ,,»i5&£'A

."TU\232 (50%) r**ij:~'-

CNR 1st 20 from China

•
20

87

84

42

rr^JppombanJTetisSS?

BT produce all loco's
locally

' 6

137

97

GE 1st 6 from USA

0

34

126

73

CSR 1st 40 from China

88

142

129
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4. Escalation Risk Mitigation:

In order to mitigate against the risk that the' cost of forward looking inflation will
materially impact the price of the locomotive over the delivery period/ it has been agreed
with bidders that the cost of escalation linked to forward.looking inflation.Is included In the
price of the locomotive as detailed in figure 1 above, i.e. escalation risk for TFR Is
removed as the cost of escalation is now included in the price and the price is not subject
to a change In inflation related escalation indices.

The premium paid per locomotive to fix this escalation cost Into the price is reflected
below:

Figure 6:

Escalations

Cost to fix forward looking Inflationary escalations

Cost to fix forward looking inflationary escalations

4 836 525

fc,Vtf: fjombfirbferv IRS 0k.

7 546 119

. 3946138

SriCS&Vftv?^

7 936 357

Bidders built a risk premium into their pricing for forward looking inflation, to cater for the
unpredictable nature of the labour environment within South Africa, however although not
negotiated away entirely.this was negotiated down to more reasonable.market related
levels.

There were a number of proposals and counter-proposals and the cost of escalation above
was negotiated downwards for CNR from R 8.7 million to R 4.8 million per locomotive and
for GE from R 5A million to R 3.9 million per locomotive resulting in a net saving per
locomotive of R 3.9 million for CNR and R 1.1 million for GE.

The cost of escalation above was negotiated downwards for BT from R 9.1 million to R 7.6
million per locomotive and for CSR from R 17.6 million to R 7.9 million per locomotive
resulting In a net saving per locomotive of R 1.5 million for BT and R 9.7 million for CSR.
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5. Foreign Exchange Risk Mitigation

In order to mitigate against the risk that changes to spc" foreign exchange rate will
materially Impact the price of the locomotive over delivery period, it has been agreed with
bidders that this risk would remain on their balance sheet. It was also agreed that bidders
would be responsible for hedging the foreign exchange eoosure. The cost of foreign'
exchange hedging is included in the price of the locomotive is detailed in figure 1 above,

-i.e. foreign exchange risk and hedging risk for TFR is remc ed as the cost of hedging. is~
now included In the price and the price is not subject to a change Jn foreign.exchange
rates. Bidders are also now responsible for the costs relcied to the maintenance and
rolling of hedges should delays in delivery be experienced.

The premium paid per locomotive to fix this foreign exchanc a hedging cost into the price
Is reflected below:

Figure 7:

Forelon Exchange Hedaing Cost?

Cost to fix the price and mitigate against fbrex movements

Foreign Exchange Hedging Costs

Cost to fix the price and mitigate against forex movements

4 038494

3 035 000

3C **^.-"SA*

1963112

1 63B 888

Due to the agreed payment terms for Milestone 1 and Miles one 2 for CNR and Milestone
1 for GE, the cost of hedging was significantly reduced as bidders were requested to
allocate these payments to the foreign amounts first, howjver that saving was slightiy
offset by a concomitant increase In the APG cost as more funds would have to be paid
earlier.

It needs to be noted that CNR's hedging cost is more expensive than GE's hedging cost
due to CNR having a dual currency contract, a longer delivery period and more foreign
content due to initial set up and design costs incurred overseas.

Also CSR's hedging cost Is cheaper than that of BT, as the cost of hedging was negotiated
down to this level with CSR. It Is our view that the cost of hedging for CSR will In feet be
a lot higher than the final negotiated number agreed to as reflected In figure 7 above. I t
Is also our view that CSR will be keeping this position open 3nd will not enter Into an FEC
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contract to hedge for foreign exchange movements even though the agreement Is that
CSR carries all risk relating to foreign exchange movements and hedging.

The decision to enter into a Rand based contract and ensure that suppliers hedge via FEC
contracts for the full contract amount is justified as historically the Rand has shown a
continuous depreciating trend. The full hedging of forex risk exposures is also a
requirement of the board approved financial risk management framework. Alternative
collar structures whereby entering Into an arrangement to participate in any improvement
in the exchange rate was not considered ma;nly because the participation route was
proving not to be cost effective. Other factors influencing this decision included the view
that the depredated currency supports exports and as such the government would not
support a significant strengthening of frie Rand. Hedging on the Transnet balance sheet
would also have required significant credit lines from banks which can hamper credit line
availability for other MDS projects; Furtherrnora hedging on the Transnet balance sheet
requires onerous hedge accounting processes to be instituted, as prescribed by IAS 39,
which can result In income statement volatility v<hich Is not optimal.

I
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6. Advance Payment Risk Mitigation I

All advance payments are secured by an advance payment guarantee issued by a bank
with a minimum long term credit rating of an A- Rtch rating or equivalent I

I] 7. Total Cost of Ownership Risk (Fuel/Energy) Mitigation

In order to mitigate against the risk that the locomotives once placed into operation will ™
Y~") consume more fuel (diesel locomotives) or energy (electric locomotives) than Indicated in

t, ~ bidders responses to the RFP, a penalty dause with a related fuel/energy warranty regime •
' ..'.•. has been included in the supply agreement with bidders. •

i 8. Warranties •

~j GE have agreed to provide a 30 month warranty on the locomotive as well as a 6 year
. J warranty on the traction motor and a 12 month warranty on spares. •

\ CNR, BT and C5R have agreed to provide a 24 month warranty on the iQcomotive as well
j as a 6 year warranty on the traction motor and a 12 month warranty on spares. _

\ "

| 9. Deferral of the delivery schedule

j In order to mitigate against the risk of having to accept and pay for locomotives during an
J economic downturn when volumes from customers may not be forthcoming thereby
) '\ impacting negatively upon Transnefs loan covenants, bidders agreed to accept a dause In I

i._? the supply agreement whereby acceptance of locomotives could be deferred for a period I
ip of time.

Transnet agreed that in return bidders would be reimbursed for reasonable and auditabie |
costs. These costs could include warehousing costs, time value of money costs, costs
related to the rolling of hedges etc. - - _

Due to complications relating to hedge accounting within the accounting records of GE, it *
was agreed with GE that the mechanics of this arrangement would be agreed to post the
contract signature date. M

1
I
I
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10. Break Pricing

A liability cap of 15 % of the contract price Is included in the supply agreement thereby
limiting Transnefs exposure in the unlikely event of breach of contract by Transnet

11. Impact of Transnet Engineering (TE) Additional Scope

A strategic decision was taken at a Transnet level that TE should be enabled to eventually
be able to become an Original Equipment Manufacturer (OEM) of locomotives. This 1064
tender process would be used as a catalyst to facilitate this strategy. As such bidders
were advised to provide pricing based on providing TE with additional scope for trie

" ^ S manufacture of the locomotives. Strategically it was decided that for specific items within
** the build process where TE were within 10 % of the market price then it would be

acceptable to allow TE to retain this scope. The pricing as reflected above in Figure 1 is
Inclusive of this additional scop* for TE based on this principle.

12. Alignment of Pricing between Bidders
i
• " A I t should be noted that GE and CSR already have established production lines within South

I J Africa as they have previously already entered into contracts with Transnet to build
• J" locomotives. GE and CSR havs also had a head start In establishing supply chains for sub

1 components in South Africa. As such there pricing is lower than that of their counterparts

I CNR and Bombardier.

lTf
L Through the negotiation process, the team endeavoured to align prices between the

I< bidders; however the expectation was never to align prices completely due to the reason

r) s~-, as explained above.

Ir ill ^so " w a s a 'ways understood that one of the reasons the Transnet Board approved a split

1 ^ award of the tender was to ensure that adequate competition exists in the market, for
J which a slight premium would have to be paid in the beginning.

As such, based on this understanding we believe that the negotiation mandate relating to
alignment of pricing between b'dders has been met.
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Conclusion

I t is recommended that a submission is made to the requisite authorities requesting an
increase in ETC for 1064 locomotives of R 54.5 billion based on the outcomes of the
negotiation process.

Based on the outcomes of the negotiation process the draft negotiation mandate as
supplied has been met.

Sign-off

Yousuf Laher
Executive manager
TFR Finance

CC:
Thamsanqa Jiyane

Negotiation Outcome Report
1064 locomotives

Danie Smit
Deputy Treasurer Middle Office
Transnet Group
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Annexure A

Economy

Rocky ride forecast for 'still too expensive' rand

bvEvanPickworth. 18 March 2014, 05:53

A GAUGE by Swiss bank UBS that assesses 22 exchange rates according to their trade
balances on Monday found that the rand was 10% too expensive, signalling fears the
currency is in for a rough ride for the rest of the year.

After losing about a third of their value in three years, the rand and Turkey's lira still need
to fall further to reach levels that make their economies competitive, according to the
report Analysts point to structural problems that monetary policy alone cannot fix as key
risks in the future, with further weakness to well more than Rl 1 to the dollar on the
immediate horizon before a period of stability can kick in.

The rand weakened to its worst levels in five years in January as investment opinion turned
swiftly away ftom emerging markets. Together with the Turkish lira and Argentinian peso,
the rand was the weakest global currency in January, but a shrinkage in the current account
deficit and an easing in fears over the crisis in the Ukraine, have seen volatility subside.

UBS said the Turkish lira was 12% overvalued and with the rand made up the worst levels
among the currencies being monitored.

But French bank Socie"te Generate pointed out that both currencies have risen over the past
six weeks as a result of interest rate increases rather than improvements in their economies.

"The rand and lira are still expensive," Shewta Singh, an emerging-market economist at
Lombard-Street Research, said in an interview last week. "The currencies are not appealing
relative to the risks."
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Err srging markets economist at Nomura International Peter Attard Montalto said on \m
Me aday he had found the rand to be at fair value in January, but that it was notoriously I
difficult to predict the future of th.; currency. He expected volatility to persist and said the
ran i might weaken to as low as Rl 1.25 this year.

Tĥ i currency was at R10.73 to ths dollar late on Monday from R1O.68 at the end of last *
we:k.

Mr Montalto said another interes' rate increase could not be ruled out but consensus among •
y _ mz. ket watchers was edging to an unchanged stance.

' "£fk Th ! Reserve Bank monetary policy committee's three-day meeting begins next week on |
&..•%' Tu ;sday, with an announcement on rates to follow on Thursday.

Mr Montalto expected two rate h ies this year and two more next year, before a more I
nei tral stance could be expected.

Err-'sstment Solutions chief economist Chris Hart said while he could seethe rand becoming I
"qi its a bit weaker", he felt the resent strikes were not providing a "true picture" of South •
Af. ica's trade balance as fewer gjods were supplied while workers stayed away.

He expected the rand to weaken further as the US tapering programme began to "bite", but m
the 1 to stabilise later.

Th : US Federal Reserve is expeced to reduce its quantitative easing programme by $ lObn |
on Wednesday, according to rese arch by Barclays.

In .ddition to this week's infiatiei data on Wednesday, .the release of the Nkandla report on I
*=5;> upgrades to President Jacob Zum I'S home and further industrial action, the rand could also

\0? be 'materially influenced by lie Crimean secession referendum" and the Fed's meeting, . B

Ba clays said. •

Global market participants axe w; iting for the Fed's policy statement on Wednesday, with
the bank expected to continue to pare back on its monetary stimulus programme.. •

Th.-. rand weakened to more than :o R1I to the dollar, its weakest level since 2008, in
Jar. uary, raising speculation at th-; time that it might stay weak for as long as five years. B

Tu.. key hiked rates in January to 2% from 7.75% in response to a sell-off in the lira.
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The action by the Turkish central bank coincided with a surprise decision by South Africa's
Reserve Bank to increase rates 50 basis points to 5.5%.

The lira slid to fresh all-time lows against the dollar in January on concerns over its current
account deficit and has hit five-week lows to the dollar.

French, bank Credit Agricole estimated the rand would remain little changed at Rl 0.60/$ by
year end, and is the third-most bearish firm in Bloomberg's survey. The lira might
depreciate a further 8% by the end of the year, it said. . -

"Turkey and South Africa lack competitiveness," Sebastien Barbe, the head of emerging-
market research at France's third-biggest bank, said in a March 7 phone interview from
Paris. "If s difficult to argue that these currencies have cheapened enough."

With Bloomberg
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V«.J 1064 Locomotives - Summary Calculation

O} Base Price

Escalation (forward looking to fix price)

Hedging (forward looking to fix price)

Total

599 Electrics

25,152,591,215

4,684,224,313

1,334,710,792

31,171,526,320

465 Diesels

14,939,838,200

2,041,524,186

1,394,335,704

18,375,698,090

Total 1Q64

40,092,429,415

6,725,748,499

2,729,046,496 '

49,547,224,410

Transnet Board Mandate (ETC) for 1064 locomotives excluding hedging and excluding escalations 3B,6OO,O0Q,0Q0
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Summary of ETC calculation

Estimated Total Cost excluding Hedging, Escalation

Estimated Total Cost including Hedging ft. Escalation

Estimated Total Cost excluding Hedging and Escalation

Estimated Total Cost Including Hedging and Escalation

Estimated Total Cost excluding Hedging and Escalation

Estimated Total Cost Including Hedging and Escalation

Diesel + Electric
Grand Total

1,064-

| Total .

Z5.152.591.215

31,171,526,320

• ••• Total-

14,939.838,200

18,375,698,090

v -'i: •• . . . ,E lec t r ics

:• -;.. Bombardier-^ ...
.• 240 (40%) • * .

10,485,737,760

13,049,206,320

'.'•• •',, -,'•• ., Diesels.
.„ • v..\CN[U ,-.-.-
..' '..232;(503«)•:•' :.. • •

7,888,000,000

9,947,004,640

•...• £SR- :•:• •

..359.(60fl).--.

14,666,853,455

18,122,320,000

• • . ' . - - • • •

.X--GE/ •

•':233.(S0X)

7,051,838,200

8,428,693,450

,092,-419,

49,547,224,410
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CM Award of 599 Electric Locomotive Contract

Bast and Final Offer per Board submission

Adjusted for changes to:

Escalation up to signature date (from dose of tender to Mar 14)
Longer delivery schedule Impact due to production rate tempo of 12 per month
Forex adjustment to spot rate at 17 March 2014
Batch pricing adjustment for reduction of batch size to 40 X / 60 X

Best and Final Offer updated to 17 March 2014

Adjustments for:
Additional TE Scope
Negotiated discounts
New Price Including TE scope

Cost to fix escalation Id end of contract
Cost of Hedging

Final Locomotive cott axdudtng TE scops

Estimated Total Cast excluding Hedging, Escalation

Estimated TDttl Cost Including Hedging Ik Escalation

!;--•>

• ••'.• ..' Electrics.,

• ^Bombardier - •'••-•.;:'; , -CSR- ••
359 (SOX)

29,O49.4B6 28,890,D00

25,152,591,215

31.171.526,320

42,291,574

43,690,574

7.M6.119
3,035,000

54,371,693

10,485,737,760

" 13.049,206,320

39,741,013

40,854,745

7,936,367
1,668,633

50,480,000

14,666,833,455

1i , 122,320,000

5a\lverv Schedule

by March 2016
by March 2017
by December 2017
by January 2018

PavmeflLtecmi

Delay penalties

SD penalties

FRC penalties

Deslun review
Acceptance
detention

BT produce all loco's locally CSR 1st 40 from China
6 E8

137 142
97

U 9

MX

5% 5SS

Capped S 10 X of total contract Capped S 10 X of total
price contract price

Capped S 2.5 % of SD value Capped ® 2.5 % of SD value

Capped O 7.5 % of SO value Capped <S 7.5 X of SO value

0.61

6.4X

&.9X

7.7X

0057-0367-0001-0149

TRANSNET-REF-BUNDLE-01197



CO Award of 465 Diesel Locomotive Contract

Bast »nd Flml Offer por Board submission

Adjusted for changes to:

Escalation up to signature date (from close of tender to Mar 14)
Longer delivery schedule Impact due to production rate tempo of 12 per month
Forex adjustment to spot rate at 17 March 201-4
Hatch pricine adjustment for reduction of batch size to 50 %

Best tnd Flml Offer updiUd to 17 March 2014

Adjustments foe
Additional TE Scope
Negotiated discounts
Hew Price Including TE scope

Cost to fix escalation to end of contract
Cost of Hedging

Final Locomotlvn cost

Estimated Total Cost excluding Hedging and Escalation ~

EstimatedToUlCost JncludlngHedglngand Escalation ~

, • ' . ' . • . - C N R - • • • • " • • • • . . • '•• • G E - i • ' • - • r

" . . - - 2 3 a ( S o x ) - - ••

14,939,838.200

18.375.498,090

27,360,000

7,gB8,000,000

9.947.0047640

24,312,000

34,419,026

34,000,000

4,B3S,52S
4.03S.494

42,175,020

29,820,800

30,265,400

3,946,138
1,963,112

36,174,650

7,051,83a.200

<,42i,693,450

)ettv?ry Schedule

by March 2015
by March 2016
by March 2017
by Oct 2017
by February 2018

?«vment term;

Delay penalties

SO penalties

FRC penalties

Deposit

Design review
Acceptance
Retention

I
1

CNR 1st ID from China
0

20
87

42

—

10K
5S

75X
10X

Capped 0 1 0 S of total
contract price

Capped S 2 . 5 * of SD
value

Capped 15 7.5 S Of SO
value

QElstfif'-mUSAI

34
126
73

10X

B7X
3X

Capped 9 1 0 X of total
contract price

Capped 8 2.5 X of SD
value

Capped S> 7.5 S of SD
value

15.4*

I2.3X

18.5X

0057-0367-0001-0150
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SUtlstlg

Per Loco Total Price Delivery Payment terms

|60 Olesels to GE 29,196,647 1.751,79B,aiD 60 by August 2015 70/17/3

100 by Sep 2015 of which 40
100 Electrics to CSR 44.000,000 4,400.000,000 would be from China 30/30/37/3

0057-0367-0001-0151
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1064 Locomotives - Summary Calculation

Base Price

Escalation (forward looking to fix price)

Hedging (forward looking to fix price)

Total

599 Electrics

25,152,591,215

4,684,224,313

1,334,710,792

31,171,526,320

465 Diesels

14,939,838,200

2,041,524,186

1,394,335,704

18,375,698,090

Total 1064

40,092,429,415

6,725,748,499

2,729,046,496

49,547,224,410

Transnet Board Mandate (ETC) for 1064 locomotives excluding hedging and excluding escalations 38,600,000,000

0057-0367-0001-0152
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CD Summary of ETC calculation

Estimated Total Cost excluding Hedging, Escalation

Estimated Total Cost Including Hedging Et Escalation

Estimated Total Cost excluding Hedging and Escalation

Estimated Total Cost Including Hedging and Escalation

Estimated Total Cost excluding Hedging and Escalation

Estimated Total Cost Including Hedging and Escalation

1 ' -. T o t a l ' - • • • r

25,152,591,215

31,171,526,320

|- • • • • • • T o t a l - •••

14,939,838,200

18,375,698,090

j . ' . -. ;-.:-. - -Electrics
••,.. <.Bombardier.-.'-'• -
•-.• 240.(4054)" • •

10,485,737,760

13,049,206,320

;••-' - '•':.. .•'. ..Diesels.
•;._-:-= - .CNR -.•'••-.
:" •;. 231.(50%)- • '

7,888,000,000

9,947,004; 640

; • - • • ' . . •

<'.••• CSR':--^,' -i

•359(60%). :

14,666,853,495

18,122,320,000

• |p.* ' • • , ; ! . . • , • • - . • ;

• j ; ; ; - G E - : - - V •••

: 233 (50%) •

7,051,838,200

8,428,693,450

. Diesel
.•' \Grai
..•;;;. • „

* Electric
idTotqU,1'.'
•-•••• 1 , 0 6 - 1

40,092,429,415

49,547,224,410

0057-0367-0001-0153
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Award of 599 Electric Locomotive Contract

Best and Final Offer per Board submission

Adjusted for changes to:

Escalation up to signature date (from dose of tender to Mar 14)
Longer delivery schedule Impact due to production rate tempo of 12 per month
Forex adjustment to spot rate nt 17 March 2014
Batch pridng adjustment far reduction of batch size to 40 % I £0 X

Best and Final Offer updated to 17 March 2014

Adjustments for:
Additional TE Scope
Neiotfatcd discounts
New Price Including TE icopa

Cost to fix escalation to end of contract
Cost of Hedging

Final Locomotive cost excluding TE scope

Estimated Total Coat excluding Hedging, Escalation '

Estimated Total Cost Including Hedging & Escalation

•• Total • . •

1 * . • - , • ' ' . • ' • . • ' ' * * '

. • Jmbardler
2 4 0 (40X)

'.'Electrics- •••
. . •- .

" , ' . - • V . V . : • : ' . : • • • .

••• :.--CSH'-:
•359 (60%)'.

29,049,486 28,690,000

•

25,152,591,215

31,171,52fi,320

42,291.574

•43,690,974

7.646,119
3,035,000

54,371,693

10,445,737,760

13,049,206,320

39,741,013

40,854,745

7,936,367
1,688,588

50,480,000

14,666.153,455

1B,122,320,000

delivery Schedule

by March 2016
by March 2017
by December 2017
by January 2018

pPYm?nt terms

Delay penalties

SD penalties

FRC penalties

Deposit
Design review
Acceptance
Retention

BT produce all loco's locally CSR1 it 40 from China
6 B8

137 142
97

129

27S (9*9+9) 10X
20S

68% 65X
5X 5X

Capped S10 X of total contract Capped © 10 X of total
price contract price

Capped S 2.5 X of SD value Capped S 2.5 X of SD value

Capped S 7.5 X of SD value Capped © 7.5 % of SD value

0.6%

6.4X

6.9X

7.7X

0057-0367-0001-0154
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Award of 465 DlesBl Locomotive Contract

Best and Final Offer per Baud submission

Adjusted for changes to:

Escalation up to signature date (from close of tender to Mar 14)
Longer delivery schedule Impact due to production rate tempo of U per month
Forex adjustment to spot rate at 17 March 201-4
Batch pricing adjustment for reduction of batch size to 50 X

Best and Final Offer updated to 17 March 2014

Adjustments for.
Additional TH Scope
Negotiated discounts
Haw Price Including TE scope

Cost to fix escalation to end of contract
Cost of Hedging

Final Locomotive cost

Estimated Total Cost excluding Hedging and Escalation

Estimated Total Cost including Hedging and Escalation

CNR .
232 (50X)

27,360.

14,939,838,200

18,375,690,090

3-4,419,026

34,000,000

4,B36,5I6
4,038,494

42,875,020

7,aee,ooo.ooo

9,947,004,640

29,020,600

30,265,400

3,946,138
1,963,112

36,174,650

7,051,B38,200

8,428,693,450

)eltverv Schedule,

by March 2015
by March 2016
by March 2017
byOct2017
by February 201 a

'avmern (errns

Delay penalties

SD penalties

FRC penalties

Deposit
Design review
Acceptance
Retention

CNR 1st 20 from China
0

20
87
M
42

10%
5%

75X
10%

Capped IS I D S of total

contract price
Capped » 2.5 S of SD

value
Capped 8 7 . 5 * of SD

value

GE 1st 6 from USA
0

24
126
73

10%

B7X
3%

Capped S 10 % of total

contract price
Capped <S 2.5 % of SD

value
Capped (9 7.5 % of SD

value

12.55!

15.4X

12.3X

18.5K

0057-0367-0001-0155
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3)
Statistics

per toco Total Price Delivery Payment terms

160 Diesels to GE 29,196,647 1,751,798,820 60 by August 2015 70/27/3 |

100 by Sep 2015 or which 40
100 Electrics to CSR 44,000,000 4.400,000,000 would be from China 30/30/37/3

0057-0367-0001-0156
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Appendix 47

From:
Sent:
To:
Subject:

> | Importance:
' I Sensitivity:

Anoj Singh Corporate JHB
04 March 2014 12:07
Francis Callard Transnet Freight Rail JHB
FW: 1064 delivery scenarios

High
Confidential

From: Francis Callard Transnet Freight Rail JHB
Sent: 18 February 2014 11:04 AM

J To: Anoj Singh Corporate JHB
-^ Cc; Pragasen Pillay Transnet Freight Rail JHB
•-x Subject: RE: 1064 delivery scenarios

| ; : -nportance: High
V-jlnsitivity: Confidential

J Hi Anoj

• > This is a challenge. Re our paper on the accelerated delivery. The best we can do is 300 locos per annum averaging 25
per month. We cannot get to peaks of 40,50 or 60 per month. The constraints are technical commissioning staff, yards
and lines to perform the acceptance tests and customer volume ramp up limitations.

Tried to call but It went into voice mail.
Please advise.
Best

Francis

' , From: Anoj Singh Corporate JHB
. IJl'nV. 18 February 2014 07:51 AM

.< t o : Francis Callard Transnet Freight Rail JHB
j Subject: FW: 1064 delivery scenarios

J

?

HiF

Can you please arrange for a calculation to be performed on the above scenarios iro MDS revenues and EBITDA
compared to the 2014/15 CP

Needed asap please

Thx

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
i0057-0367-0001-0157
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From: Garry Pita Transnet Corporate JHB
Sent: 18 February 2014 06:57 AM
To : Anoj Singh Corporate JHB
Subject: Fwd: 1064 delivery scenarios

FYI

Sent from my iPhone

Begin forwarded message:

From:"SanjivSewpaul Transnet Engineering KDS"<Saniiv.Sewpaul(atransnet.net>
Date: 18 February 2014 at 3:15:30 AM SAST
To: "Garry Pita Transnet Corporate JHB" <Garry.PitaPtransnet.net>. "Yousuf Laher Transnet
Freight Rail JHB" <Yousuf.Laher(3transnet.net>
Subject: RE: 1064 delivery scenarios

p

'I

From: Sanjiv Sewpaul Transnet Engineering KDS
Sent: 17 February 2014 11:42 PM
To: Garry Pita Transnet Corporate JHB
Subject FW: 1064 delivery scenarios

From: Sanjiv Sewpaul Transnet Engineering KDS
Sent: 17 February 2014 06:21 PM
To: Yousuf Laher Transnet Freight Rail JHB
Cc: Magan Govender Transnet Engineering KDS; Frederik Potgleter Transnet Engineering KPK; Sugen
Govender Transnet Engineering KPK; Boney Susan Transnet Engineering KDS
Subject: 1064 delivery scenarios

Hi Yousuf,

Please see the delivery scenarios as requested:
Red: Import full loco delivery from OEM in SA

0057-0367-0001-0158
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..u

H:s

Green: Delivery from TE to TFR

Please note that I have left the ramp ,jp rate (inclusive of the "import locos") as per commitment from
the OEM. The 15.loco per month rate is as per OEM submission. The 10 loco per rate Is TE calculation.
The calcs also cater for Dec and Jan d ̂ creased values.

1064
Milestones

Regards,

Sanjiv Sewpaul

DISCLAIMER: The information c mtained in this email and its attachments is both confidential
and subject to copyright. If you are not the intended recipient, you are hereby notified not to
read, disclose copy or use the contmts thereof in any manner whatsoever, but are kindly
requested to notify the sender and < lelete it immediately. This e-mail message does not create
any legally binding contract betwe m Tiansnet SOC LTD and the recipient, unless the contrary is
specifically stated. Statements and opinions expressed in e-mails may not represent those of
Transnet SOC LTD. While Transect will take reasonable precautions, it cannot give any
guarantee or warrant that this emai! will be free of virus infections, errors, interception and,

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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therefore, cannot be held liable for any loss or damages incurred by the recipie it, as a result of
any of the above-mentioned factors.

0057-0367-0001-0160
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From:
Sent:
To:
Subject
Attachments:

Anoj Singh Corporate JHB
04 March 201412:07
Francis Callard, Transnet Freight Rail
FW: 1064 Aggressive Schedule
1064_Revenue.pdf; 1064_Revenue.xlsx

JHB

r-\

From: Francis Callard Transnet Freight Rail JHB
Sent: 26 February 2014 11:12 AM
To: Anoj Singh Corporate JHB; Mohammed Mahomedy Transnet Corporate JHB
Subject: 1064 Aggressive Schedule

Hi Anoj /Mohammed

i ^ologies for the delay. My laptop joined the ranks of the unemployed and this new one is still bedding down. Only
''•'itisallY online last night I am not sure if you got the earlier mail. It was in the outbox but disappeared and is not In sent

items.

The files attached refer. Also a PDF for tablet reading.
The calcs are high level and relate to the differences in revenue only. The rand per NTK is from the 1064 business case.
The locomotive productivity closely matches that of the 100 plus 60. Extracting the detail from the 1064model is more
time consuming.

Three scenarios.
• 48 pm versus to Original
• 48 pm versus 300 per year
• 300 per year versus original

Also factored in delivery to production.

Please note (NB) that we cannot absorb more than the 300 per year due to market and commissioning constraints per
pV.e earlier note.
- > "

Best and regards

Francis

DISCLAIMER: The information contained in this email and its attachments is both confidential and subject to
copyright. If you are not the intended recipient, you are hereby notified not to read, disclose copy or use the
contents thereof in any manner whatsoever, hut are kindly requested to notify the sender and delete it

I
I
I
I
I
I
I
I
I
I
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iiamediately. This e-mail message does not create any legally binding coatract between Transnet SOC LTD and
the recipient, unless the contrary is specifically stated. Statements and opinions expressed in e-mails may not
represent those of Transnet SOC LTD. While Transnet will take reasonable precautions, it cannot give any
g-iarantee or warrant that this email will be free of virus infections, errors, interception and, therefore, cannot be
h-sld. liable for any loss or damages incurred by the recipient, as a result of any of the above-mentioned factors.

0057-0367-0001-0162
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i

X J

Year
Eleclrfc
Diesel
Original

14/15
0

0

0
Accsleratad

IS/16
33

28

59
216

16/17
89

94

183

300

17/18

86

94

1S0

300

1B/19

S8

94

180

243

19/20
B6

94

180

20/21
8B

63

149

21/22

85

0

86

22/23

47
0

47

23/24

0

0

0

Tolal

539

465

1064

1064

48 month
Oluel l

Electric 1
Elictrlc2

D I C M I Z

Total

42
BO
46
10

178

131
131
128

71
461

GO
B8

125
136
409

0
0
0

16
16

233

239

299
233

1064

lncom« par loco

|Pe[ta 48 pm to Original
Effective
Earning per year
MTons per loco

Per Bus Ca.'Rand per Ton Km
Distance
Rand per Ton
Income Rm

0,03

178
1054

18
1,42

40Z
SOK
361

28,90

22S
50K
314

25,12

90%
113

9,04
0,421

5S2
0,4Sl

551
0,481

553
0,498

533
0,541

539
0,583

542
0,626

542 542 542 542
233 248 Z6S 265

331,24 7178,07 6 687,36 2 338,00
291 316 339

16 594,66 |

t-:J-

J

I
I
I
I
I
I
I
I
I
I

I
I
I
I
I
I
I
I
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I
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f

I

•I
i
i
i
i

|Oelu 18 pm to Accelerated -
Effective
Earning per year
MTons per toco 0,08

Per Bus Cas Rand per Ton Km
Distance
Rand per Ton
Income Rm

|Delt a 300 py to 48pm
Effective
Earning per year
MTons per loco 0,08

Per Bus CajRand per Ton Km
Distance
Rand per Ton
Income Rm

178
10%

18
1.42

0,421
552
233

331,24

0
10%

0

11,421
552
233
-

245
SOX
283

22,62
0,451

S51
248

5 618,05

157
50X

79
6,28

0,451
551
248

1560,02

103
50K
177

14,16
0,481

553
266

3 769,63

117
50%
137

10,96
0,431

553
266

2 917,73

90«
55

4,36
0,493

533
265

1156,56

120
5054
119

9,48
o,«a

533
265

2 514,71

0

0,541
539
291

ES
40«
87,2
6,93

0,541
539
291

2 031,33

0,583
542
316

40,8
3,26

0,SS3
542
316

1030,Bl

0,626
542 542 542 542
339 0 0 0
. 10 875,47 |

0.S26
542 542 542 542
333 0 0 0

10 054,60

•]

•l
I,
I0057-0367-0001-0164
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Appendix 48 928

1

i

TFR PREUMINARY VIEW ON EXPEDITING 1064 LOCOMOTIVES

UPDATED FOR AGGRESSIVE DELIVERY OF 480 PEAK PER YEAR
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Risk management - Business Case Extract

Compiled by:
Francis Callard
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1 Introduction
This document was prepared in response to a request by the GCFO. The GCFO informed th it the
proposed delivery schedule of the 1064 locomotives is not affordable and the appro* mate
opportunity cost of R10BN exists should the aggressive delivery schedule be shortened. The
Impact of this request requires an analysis of:

1. TFR's ability to commission and absorb the locomotives according to the more aggressive
delivery schedule (480 per annum)

2. The market demand to taka up the capacity generated
3. The review of the network constraints and the infrastructure programmes required to

take up the increased capacity

Table 1

Year
Electric

Diesel

Original

Accelerated TFR Proposal

Accelerated R10BN Proposal

14/15

0

0

0

15/16

33

26

53

213

213

16/17

89

94

183

300

480

17/1B

86

94

180

300

363

18/19

86

94

180

243

19/20

85

94

180

20/21

B6

63

149

21/22

86

0

86

22/23

47

0

47

23/24

0

D

0

To' l l

55.)

4c 5

10 = 4

io a
10:4

2 Strategy
a. To accommodate the maximum number of locomotives that TFR can absorb into

operations based on the maximum tonnages that can be hauled.
b. Fast-track the parking of old locomotives and addressing operational system reliability

and efficiency. Exiting of the old locomotives will be accelerated.
c. To identify the critical network constraints and the project management to me^t the

timelines required of the aggressive delivery schedule of the locomotives to deik2r on
the line tonnage ramp-up.

d. To review and adjust the m aintenance of the existing locomotive fleet.
e. To have the OEM manage and be accountable for the maintenance of the 1064

locomotives during the warranty and defect liability period and provide support n the
post warranty period.

f. To overcome Eskom power constraints, TFR will endeavour to operate, an electric-diesel
DP configuration where applicable.

Caveat: Organisational recognition of the technical nature of the work and the skills require 1

55
I

2014-03-111064 Locomotives 2nd Aggressive Schedule.docx Page 2 of 17
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3 Market
Market supports the accelerated additional tonnages.

Table 2 Aggressive GFB traffic demand against original demand

FY
Business Plan

2014/15
ACCELERATED

at 300

++
ACCELERATED

at 480

2014/20
15

97.8

97.8

-

97.8

2015/20
16

110.9

118.8

7.9

118.8

2016/20
17

130.1

142.1

12.0

1S2L3

2017/20
18

144.7

157.1

12.4

163.6

2018/20
19

1S9.9

170.7

10.8

17S.9

2019/20
20

169.2

15.1

202../20
21

173.2

IS 4

2021/20
22

177.4

14.5

2022/20
23

183.2'

14.3

2023/2
024

188.4*

14.0

Note * refers to MDS tonnages per the business plan submitted for 2014/15 and not resourced
by the 1064 locomotives.

For detail refer to the annexure.

4 Wagons

There are implications to the wagon budget. Preliminary indicatio s are that even for the 300
locomotive per year ramp up, ~4500 wagons are required for 2015/16. This would cost ~ R4.3bn
against the budget of ~ R3bn.

TE has a peak capacity of 3200 wagons per annum. The wagon peak is temporary and this
capacity should not be expanded as the demand is not sustainable b ^yond one or two years.

The move to 480 locomotives per year will further increase pres ure on the wagon fleet for
2015/16 and production in 2014/15 (producing the year in advance to meet demand)

The vacuum to air-brake conversion will be fast-tracked.

5 Linkage to Major Projects

5.1 General

The following lists the infrastructure projects that need to be :ast-tracked to support the
aggressive tonnages based on the aggressive delivery of the 1064 iccomotives." Not all of these
projects are currently fully funded.

5.2 Maiuba

Table 3 Schedule of Deliverables ,

Requirements Completion
timeline
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5.2.1 The Majuba link line construction and tippler
construction must be finalised to accommodate 14mt
coal per annum.

Ali Motala

March 2016

5.3 Pyramid / Rustenburg Flows

Table 4 Schedule of Deliverable^

Requirements (Capital requirements to be brought
forward)
5.3.1 Require 200 wagon passing loops between

Waterberg and Ermelo inclusive of passing loops at
Pyramid South for re-man purposes (6.3mt coal +
chrome expansion)

5.3.2 Thabazimbi to Lephelaie to be electrified

5.3.3 AC/DC switching at Pyramid South

5.3.4 The customer sidings at the chrome sites need to be
extended to accommodate 100 wagon train lengths

5.3.5 The customers to be aligned at Waterbcrg

5.3.6 Two consolidation loops at Thabazimbi (2 x 100 to 1
x 200 wagon trains), or alternatively 5.3.7.

5.3.7 Resgen to construct 200 wagon holding yard at
Lephelaie and TFR to guarantee cost of construction

5.3.8 Two consolidation loops at Rustenburg (2 x 100 to 1
x 200 wagon trains) for chrome (unbudgeted).

5.3.9 This supports the growth of the Waterberg and
TFR's expansion

Who

Ali Motala

Ali Motala

Ali Motala

Ali Motala

Transnet-
Divyesh Kalan
All Motala

Ali Motala

Ali Motala

N/A

Completion
timeline

March 2016

March 2016

March 2015

March 2015

Oct 2014

March 2016

March 2016

March 2016

N/A
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5.4 Manganese/Saldanha

Not a risk in terms of the short-term aggressive positioning, however opportunity is available
should there be fast tracking of the projects such as port capacity at Ngqura.

Table 5 Schedule of Deliverable

Requirements (Capital requirements to be brought
forward)
5.4.1 PE bulk terminal limited to 4.9mt until

decommissioned

5.4.2 PE MPT (Rail solution combination of Swartkops
terminal and ALOES siding)

5.4.3 Bloemcon containerised solution to PE

5.4.4 Ngqura expansion to 16mt (awaiting DPE approval);
schedule as presented is aggressive and requires on
time approval of all procurement events.
Procurement delays are single biggest risk to the
schedule. TFR requires that this project be brought
forward due to the tonnages being aligned to MDS.

Locomotives are available but export tons are
constrained by the terminal project.

Who

N/A

N/A

Deirdre Strydom

Deirdre Strydom

Completion
timeline

Until Ngqura is
commissioned

Until Ngqura is
commissioned

Ongoing

Feb 2019

5.5 Maputo

The Witbank coal, rock phosphate, and magnetite increased volumes requires infrastructure
Investment in the following areas:

• Phalaborwa (increased customer capability)
• Kaapmuiden-Komatipoort (increase slot capacity)
• Komatipoort-Maputo (urgent liaison with CFM, upgrade line)

Requirements

5.5.1 Increase the slot capacity from Komatipoort to
Kaapmuiden. Increase (i) loop lengths and then (ii)
number of loops.

5.5.2 Increase and upgrade the line capacity from
Kaapmuiden to Maputo - CFM line. Increase to
take 50 wagon trains and 20 tons per axle. Critical
for magnetite.

5.5.3 Query and potentially upgrade the tippler capacity
at Matola,

Who

Caesar Mtetwa

Cleo Shiceka

Cleo Shiceka

Completion
timeline

March 2015

March 2015
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5.G Komatipoort / Richards Bay

Capacity constrained and requires several infrastructure interventions
Requirements

5.6.1 Richards Bay port capacity to increase to 60
magnetite trains per week from current 35.

5.6.2 Require additional passing loops to create more
slots

5.6.3 Increase loop lengths in Swaziland to Richards Bay
to accommodate long trains.

Who

Caesar Mtetwa

Caesar Mtetwa

Cleo Shiceka and/
or Caesar
Mtetwa

Completion
timeline

March 2015

March 2015

March 2015

5.7 Mahikeng / Vrvburg / Warrenton (Botswana Coal)

I

iJ
I
I
i

I
]

i,
i

Requirements

5.7.1 Line to be restored to acceptable standard to haul
the coal from Botswana to East London. To move
from 40 to 50 wagon trains at 20 tons axle mass.

Who

Caesar Mtetwa

Completion
timeline

Dec 2014

5.8 Risks

• Volatile demand from Eskom.
• The price of coal may rise or fall affecting the demand from Botswana.
• Capacity within the infrastructure department and TCP to execute the projects listed

above.
• Critical to address, as part of the total logistics chain, the customers' ability to deal with

the increased freight. This Includes 1000km of private sidings and associated
infrastructure material supply and transport. It must be noted that road cannot transport
the rail lengths used.

• Material availability on the infra side.
• Supply of rail contract.
• Reputational risk if commitments made to customers on aggressive schedule are not

kept. •- "

5.9 Implications

• There must be an adjustment In the capital cash flows to fast track the above to meet the
aggressive tonnages as per the time lines stipulated.

• There can be no delay in approving commencing FEL studies not In Project Approvals.
• Supply Chain Services to be fully briefed and accountable for zero delay in material

procurement.
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6 Delivery

6.1 General

• A locomotive is deemed delivered if and only if it is in operation.
• Ability to absorb is subject to :

o On-time commencement of the delivery of locomotives
o Even and consistent delivery of locomotives

• Ability to meet the tonnages Is dependent on delivery and operational at the start of the
financial year

6.2 From Contract signature

First 10 locomotives from each supplier to be assembled and type tested at suppliers' facility.

1064 locomotive Protect
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The dotted line reflects TE's delivery promise for the start of the aggressive ramp-up.

6.3 TE Setup and Manufacture

It is TFR's opinion that TE's ability to setup the lines on time represents a major risk.

• The teams the set up these production lines to be visible and named as setting up for
local manufacture is a project in its own right.

• TE's perceived emphasis on manufacturing and becoming an OEM in its own right cannot
be at the expense of maintaining the existing fleet (i.e. robbing Peter to pay Paul)

• Assume 4 production lines with two known suppliers and current production lines and
two unknown suppliers with new production lines.
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• OEM's will not share production lines or the same facilities to protect their intellectual
property and it Is unreasonable to expect them to do so.

• Based on the process of acceptance a known supplier must deliver earlier and at a faster
rate than an unknown supplier.

• TFR's concern is that the start-up of local manufacture of previous contracts has not been
visibly managed as a project under a dedicated and accountable programme manager
according to a visible and communicated project plan. This is the cause of the delays
experienced.

• Identify the program manager and make the start-up plan visible.

High Level Project Phases Include:

Supplier Agreements
• Identify premises
• Identify (assembly bays, manufacturing facility, warehouse, paint shop, offices,,

testing facilities)
• Incoming Logistics (SCS to procure locally sourced material) (Risk-Tendering

process and delays)
• Vacate Premises
• Prepare Premises (Paint and Clean and Power)
« Equip Premises (jigs, fixlure:>, cranes, special tools, etc.)

Workflow Processes
QC/QA System
Identify People
Train People
Receive Material (Overseas and Local) (Link to. Supplier Agreements)

Commence manufacture
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7 Commissioning

7.1 General |

7.1.1 Commissioning regime to be changed to cater for rapid ramp-up.

7.1.2 TFR is considering that the diesel locomotives be commissioned by TE and this matter M
shall be addressed at a later time. I

7.1.3 There is one electrical team for'type testing (acceptance)" and one diesel team for "type
testing (acceptance)". This is aninherent limitation based on available expertise. I

7.1.4 TFR is looking at where additional specialised expertise may be available but it is a highly ™
specialised and scarce resource.

7.1.5 For both electrical and diesel locomotives the "type testing (acceptance)" period cannot •
overlap between the two suppliers. (Refer to strategy of separating "known" and ™
"unknown" supplier).

7.1.6 Design reviews of the electric locomotives cannot overlap; similarly the design reviews of I
the diesel locomotives cannot overlap; in addition both streams of locomotives cannot
overlap.

7.2 Delivery and Commissioning Points ™

7.2.1 First 10 of any new designed locomotive type to be type tested at the supplier's overseas
factory where equipment, facilities and a test beds are available. This type test includes •
component -, combination - and overall system type testing. The acceptance testing •
referred to in 7.1 is done locally for a minimum period of 91 business days and requires
TFR attendance to fulfil RSR req uirements. I

7.2.2 The first 30 of each set of locomotives should, in TFR's opinion, be assembled at the *
supplier's premises while TE sets up its production facilities.

7.2.3 Commissioning (excluding thefirst 10 of each type) will take 1.5 weeks per locomotive. •

7.2.4 For the acceptance testing 50 special test drivers will be required within TFR Technology
Management (Train Design); however it is subject to review. _

7.2.5 Whilst TFR has to recruit 50 specialised drivers, TFR will contract 2 retired drivers namely, |
Georg Noah and Apie Coetzeeas a short term measure.

The following commissioning sites have been Identified: •

7.2.6 Durban / Empangeni (1 Electric stream; 1 diesel stream) •

7.2.7 Pyramid South (1 Electric stream; 1 diesel stream) _ .

7.2.8 Pyramid South is constrained to a maximum of 16 locomotives at any one time. I
Commissioning is dependent on regular and consistent delivery of locomotives

7.2.9 The testing will be done with four test coaches. Two test coaches will be used for the M
electric locomotive testing byTFR personnel and the other two test coaches plus a test I
coach specialist will be made available to TE to conduct tests on diesel. Tests cannot
overlap for both types. _
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7.2.10 The two test coaches operating in tandem as one team shorten the test period. This will
be reviewed depending on what additional expertise.can be sourced

7.3 Staff

For all staffing relating to commissioning - Rita Roper and Tumelo Mokwena

Recruit and train test drivers per above;

The following preliminary staff arrangements are a pre-requisite:

Name Role Action
Required from TE - Design Reviews
Gerhardus Gildenhuys

Sarel Oberholzer

Andy Mabaso

Bertus Els

Senior Fleet Manager-
Engine and Maintenance
Specialist
Manager R&D - Product
Development. -Engine
and Maintenance
Specialist
Manager - Diesel Control
System Specialist
Manager - Diesel Control
System Specialist

Full Access

Full Access

Full access for acceptance testing.

Full access for acceptance testing.

8 Operations

8.1 Locomotive Preparation

8.1.1 TFR is rolling out a full preparation process that will accommodate the delivery of the
1064 locomotives

8.2 Crew

8.2.1 TFR is reviewing the crew requirements based on the aggressive tonnages and the crew
will be trained ahead of demand.

8.2.2 An aggressive intake will commence in the financial year 2014/15. This ramp-up will
exceed the current train crew budget.

8.2.3 Cabs are similar across all new locomotives facilitating driver training and training across
series.

9 Maintenance

9.1 Maintenance

9.1.1 Not negotiable: OEM's to contract and i

(i) Perform maintenance during the warranty and defect liability period Including
support relating to systems and sub-systems. This is required due to the rapid change
in the locomotive technologies and to support TFR in-service. It Is reiterated that is
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essential in the warranty and defect liability period and highly desirable post the
warranty period.

(ii) Train TE in maintenance procedures.
(iii) Post warranty OEM's to have a presence to transfer technology,
(iv) OEM's to provide support to TFR in-service personnel.

9.1.2 Major maintenance interventions

Adjustment based on delivery of locomotives

Table 6 Possible locomotive CAPEX/COPEX savings from 2015/16 to 2023/24

Submission 1
Submission 2
Variance

2014/15
34.SS

159,72
125.D7

2015/2016
139,69
235,79

56,09

2016/17
403,02
460,11

57.10

2017/19
E63.il
70930

40,13

2011/19
709,26
75 WE

42,60

2019/20 1 2020/21
432,86 1 93,53
879,01 | 14639
45451 47,86

2021/22
173,80
224.S3
50,74

2022/23
184,22
238,00

53,78

2023/24
195.2S

' 252.2S
S7,01

Total
3440/2
4 056,00

615,59

A consequence of the second aggressive delivery (Submission2) is a R4bn saving. This will be
reviewed once the delivery schedule is confirmed which will inform the timing of the
discontinued maintenance programmes.

Stopping the maintenance interventions at short notice has the following implications:
(i) TE staff and workshops will either idle or source alternative incoming generating

activity,
(ii) An estimated R500m in working spares will no lonser be required. TE to take up with

Group on appropriate disposal.

9.2 Locomotive Control

Locomotive Control (also known as Technical Operating) is responsible for managing the
locomotive fleet. Primary KPA's are:

(i) Ensuring locomotive availability (correct locomotive at correct place on time
(ii) That fleet is maintained
(iii) Locomotive utilisation (GTK and NTK per locomotive)
(iv) Minimising running of light locomotives
(v) Manage warranty of the locomotives

Activities of locomotive control include
(i) Proactive planning of locomotive allocation to trains up to 7 days in advance
(ii) Manage technical call outs relating to locomotive failure before departure and

during trip. Accountable for decision to replace locomotive or proceed with trip
Ensuring that locomotives are maintained on schedule and optimising trips to
depots to avoid running light to workshops,

(iii) All new locomotives are equipped with on line condition monitoring and
reporting. Technical staff in locomotive control receive the locomotive alarm
condition and guide driver as to the best action (i)stop (ii) proceed with care (iii)
how to rectify fault .

(iv) Collate all faults relating to the locomotives, analyse and manage the warranty
of the locomotives

Tools of Locomotive Control will include, amongst others, the Njew Integrated Train Plan
software. '
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9.2.1 Locomotive control (Fanfe Marx and Team - currently with TE) to move to the office of
Logistics Integration

9.2.2 Locomotive control to be strengthened with a focus (measured) on proactive national
planning of general freight revenue earning locomotives

9.2.3 Continuous technical monitoring of locomotive condition (real time alarms) within
locomotive control (finalised technical office)

9.2.4 Key performance indicators to be developed and enforced (maintaining asset to
condition and ensuring return on investment of the asset)

10 Upgrade and Maintenance Intervention Impact
The 10E/2 and 10E1 upgrade is abandoned due to aggressive introduction of the 1064
locomotives

11 Risk management - Business Case Extract

11.1 Risk overview

EXHIBIT 1

Risk assessment and rating
0 Hljti maSum <W:ta>d, Q HKSWI Itotraod, medium

hightmjMd I m p *
Ugh mgflum Ekiigacd, tradum Impact/ Medhjrn ^ UwtVdl hood, tow lmp*ct
)Btelliood,ht9h Impact

Risk Risk ranking Mitigation action

*"•*' ''"Vr*<**i"*f spccsmzvuprocurementsnopunningteam
* ' ***" K ?-** 1 " Conservatlv* payment legfcnes to IncentMzi ddVery
tr.nSrrfr. l i< ' iT| » Optlmhinunbcf of OEM torptareibg required indttor ptsmlng required ind benefit rcatticd

m&m
Vffi&St

I Opciatlonal readiness

~*_j .;«~-»*li. --..'-I .• Heoge aOfenese
.':; VrfS).^ i\ Transnet policy

continuous tnoatorlng of perfnm
• Execute igalnst MarVeT Oevdopmsnt Strategy
Z Pj?n 5?!f?S ̂ ^Of l *9 ^SP1^ ̂ *y '°SWS!!ie cgrti compQnprtai

aO foiesefiabJe fcreign cvrancybtfted expenditure u per

* Devetop peopta Infrsstmawi plan
• Upgrade training modules In Una with new locomottves

Vo-:"«

H§^|:
ncnusecapdtybyrxne^produdlGnliaind^ifts

RegularfeyfewrfbJldpnagryrTO 1 ^ rfgr«TM factoi;es
Oevcfop WrwinJctjre eipirulon business ptcm
Imptement Ir/rastjucture naifteiBwa plan
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Enforce protocol on docunient sharing »nd data room]

1 InForrmtfon fend Adcnlnlstntfvt Technology Sirvtm

11.2 Planning and delivery risk

• approval delays
• procurement process delays,
• production delays

- Past processes
- Past processes
• Addressed above
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- 4 suppliers

- Initial 10 from international supplier

- Not addressed

-Done-60 Class 44

- Initial 10 from international supplier
- Aurizon Locomotives
- Constant review

11.2.1 Delivery schedule sensitivities

To mitigate the risk of delays, TFR will pursue a number of strategies simultaneously, Including
contracting

• multiple suppliers;
• staging procurement by using international

suppliers for initial batches as local supplier
development ramps up;

• pursuing a conservative payment strategy1

to incentivise delivery
• mitigation strategies to address the

immediate locomotive shortfalls, including
leveraging existing contracts,

• front-loading orders with international
suppliers,

• exploring leasing, and
• revising the fleet run-out strategy.

11.3 Market risk

• Market growth will not materialise.
• inflated purchase prices (not related to

forex changes) and
• Cost increases exceeding forecasts.

11.3.1 Volume

• 1 percent lower than the MDS base case of
7 percent, results in an NPV of -R1.5
billion.

• Accelerated 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.

1 Bulk of payment made on delivery and acceptance,
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Demand, tariffs, a;. : delivery schedule risk- must be managed (1/2)

ItncltMtyl S<iultl«lty3

S months to

prooresertt

12-mom» c t e t l
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• Volume Impact!
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e impact: • Revenue Impact
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-ISSmt

• ZS-earta
ttedrfc
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Curtent
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Won)
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• Vdume Impact:
•5Sir.l

-RU.4bn
• WViRLDtm
• CC3Jlto3.ll

• Volume Impict:

• Revenue Impact:
-R57.!bn

•NPViHUObn

P016/17)

> Revenue Impace

• N7V; -Rl.Sbn

• Revenue Impact:

• NPV: *7.Btn

11.4 Purchase price

• Price estimates incorrect
Price escalati ms
assumptions.

higher than current

11.5 Costs

11.5.1 Forexrisk

Forex movement sens; ivities in Exhibit 38 indicate a
moderate impact or NPV with a 10 per:ent
devaluation in Rand v; rsus USD.resulting in a -32.4
billion movement in IPV. To mitigate the ris< of
exchange rate fluctu itions, the project will be
hedged according to t! 2 Group policy.

- capable procurement team

i
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EXHIBIT 3

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

Impact

Seiultlvltyl Sensitivity: Sensitivity 1 ScnsMvlly2

Tm Hurt fan
h

•NPV:R7.K»l

cOdcndes cffldtncia

r=52S?'Tl I • H * ^ « • I f div»R«tai • 10%
B7g5|W;.j onert oIIMviUSD ippndataol

'U50i6m Y
(dl«sd), I C H m e r t m by U K Urn
USD3^ b

• NPV. Ri76n • WV: RLtoi

(dcmfc)
tctxt
escalation

Gilif
• Costs dassJfled • 5% Inauie on

basemsts baw costs
• NPV: tajln • MPVr -R0.»bn

tnlirastructuri
with »n itootioo
cfGFB
ovehuds

11.6 Transaction governance risk

11.6.1 Each OEM to have 30 locomotives brought in to enable TFR to ramp up to required
production.

11.7 Operational readiness risk

11.8 Exogenous risks

11.8.1 Energy security

• Delays (Khusile etc.)

• Energy costs

• Timely decisions

• Electrification infrastructure not installed

11.8.2 Potential strike action
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ANNEXUREA

Tabli 7 Exmct of the traffic demand sthtdula from 2014/15 unUI 2011/13 updated for tfii illvsry <ch? ;l«.

GFB AGGRESSIVE LOCOMOTIVE DELIVERY SCHEDULE TONNAGE IMPACT FLOWS

GFGROUPROWS

CHROME (EXPORT MAPUTO]

CHROME (EXPORT RICHAROSBAYj,

COAL (EXPORT BOTSWANA - DURBAN)

COAl (EXPORT MAPUTO)

COAl (EXPORT RICHARDSBAYJ

ESKOM fCAMDEN - COAL IN CONTAINERS)

ESKOM(MAJUBA-COAl)

FERRO-CHROME (EXPORT MAPUTO)

MAGNETITE (EXPORT MAPUTO}

MANGANESE (EXPORT PORT EUZA8£TH|

OTHtX

WOOD & WOOD PRODUCTS

CAPACITY

NEW

DEMAND

2014/2015

0,015

4,865

0,450

3.US7

1,792

i,roo

7.576

O^OS

3,009

4,900

6.112

CAPACITY

NEW

DEMAND

2015/2016

.
S.490

1.250

4.UBJ

L863

2.600

9,221

5,000

6,075

B.511

2,073

NEW

DEMAND

201S/2O17

'•••:-. 0 , 4 9 0

••••••• '5.B65

'•'•-'•'•438?

•'-•••••-33C

^—4,000

•••-'upa

" ' '0 ,600

••"'6,000

6,075

1 3.014

CAPAcrrv

NEW

DEMAND

2C17/2KB

i 0.490

-•••• 5,525

-'• S.3S7

- - 3.656

-'••• 5 3 0 0

;.-.:- 14J5DO

- • 0 . 6 0 0

:•.:" 6,000

i t • '

• - M 0 5

3,154

CAPAar-

NEW

DEMANC

esc
• '• US1"

." •. 5_39

' ' 3,75

••5.3CC

14.OC

0,6C-

• tpo

' 8,61-

3 3S ;

CAPACTTY

NEW

DEMAN'D

2019/2020

•V<: :• O.5O0

V> ''5.'597

••"•• ' 3 ^ 8 5 1

••+-*&&

; " ' ; iSjCoa

- : - 8 , 9 O 8

CAPACITY

NEW

0EMAN0

2020/2021
:- '- ' " 0.510

• Ti.'."639S

•'• - ' S 337

••'•••-3355

•;"rb,sio

» - • : • - . ' " ;

• . • : «^ i7

3,4951 3,662

CAPACITY
NEW

DEMAND
2021/1022
• • A ; 0310

- - •6,445

'•'•*-"••'-" 5 3 9 7

V;'-1.-. 4^165

- " 1 4 « X >

- ^ 0 , 6 1 0

; - • : . • • ? • - . ^

- ' • ' •9414

3,791

NEW

DEMAND

2022/2023

' • i ' O j H O

^•'•'••sMa

-•'-;'5^S7
-V.i-.;4,18l

'•; "5,485

IV.-H6M

[ • • ' •" 6,000

-; . • 9,575

NEW

DEMAND

2023/2024

•••".0520

•-...'.' 6,590

•:.. ;s357

"'-••' 5,485

^ " . 0 , 6 1 0

••-.-'fi.000
. - < - • * - : ^ » -

•:-.-iV9^,3

' 3,5241 ' ' ' 4,059

The entire 10 year traffic demand Is available on request.
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ANNEXURE B I

Locomotive financial impact should all programs be s :opped. •

1. The first submission included the following programs being stopped

• Capex •
o 10E/1/2 Upgrade |

• Copex
o 7E3 MOP •
o 10E MOP |
o 10E1 GO (Change to MOP)
o 10E1 MOP m
o 10E2MOP I
o 7E1 RETROFIT TO UPGRADE
o 7E3 UPGRADE •
o 7E2 MOP MINOR |

2. The second submission excludes the 18program as per instruction. The 35 GO and 36 GO »
also excluded based on that no shunting strateg included. •

An additional 30% included in the unscheduled Maintenance line as components life cycle ^
will be exceeded. •

The impact would add an additional R615m ove the ten year period.

I
I
I
I
I
I
I
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6 December 2.013

Mr Thamsanqa Jiyane

General Manager [CPO - TFR)

Locomotive tender evaluation for the supply of 599 new electric
locomotives for the General Freight Business

Report of the Cross linctional
Evaluation Team (W^anceJ

Purpose of Report

The purpose of this report is to detail the finance team's objectives, scope, assumptions,
risks and findings from the stage 6 evaluation for the 599 electricitocomotive tender.

Our understanding Is that the contents of this report will be used as a basis for
communication to the 1064 locomotive steering committee and the-TFR Chief Executive.

The objectivl^f^he stage 6 evaluation was to determine the scoring that each bidder would
obtain based uponthe approvM evaluation criteria for this stage. . .

2013/12/06 11:47 AM Page 2 of40
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Background

Transnet issued an RFP for the acquisition of 599 electric locomotives as was outlined in the
locomotive deployment plan to ensure that TFR would be in a position to provide the
required capacity in support of the MDS. TFR also has a need to modernise and upgrade its
current fleet of dlesel locomotives as part of the fleet Is in need of replacement. As a result
of the above, TFR has a requirement to procure new locomotives In the short, medium and
long term. ••

The aim of the RFP was to elicit bids from locomotive suppliers for the proposal to supply
electric locomotives (the Locomotives) in such a way so a s ^ contribute sufficient tractive
effort to support TFR's growing General Freight traffic pjrojections in the most cost effective
manner. ... ._

A Cross Function Evaluation Team (Rnance) "(CFET (Rnance^^^s requested to assist in
the evaluation of the financial and related elements of TT%. tender submissions.
Predetermined criteria, scoring and associated weightings (which were approved by the
relevant authority - Transnet Board) was provided to the members oftbe-finance team as
the basis for the stage 6 financial evaluation.

Finance team

The following finance personnel' were appblr
(Finance) and were involved in the evaluation:

Chief Executive as the CFET

Yousuf Laher - Executive Manager, TFR^gjnance

Dame Smit^tDeputy Treasurer Middle Office - Transnet Group Treasury

aid Vally - Exear&ye Manager, TFR Rnance

Thabol@tol - Senior^nager, TFR Rnance

MohammedMpf^a-gSplor Manager,TFR Rnance . .

Tsletsi Tlaletsi - Senior Manager, Transnet Group Treasury

2013/12/0611:47 AM Page 3 of 40
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Briefing session and bidders included in stage 6

Tie Supply Chain Services (TFR) ("SCS") team in the presence of Transnet Internal Audit
(TIA") briefed certain members of the team on the first day of the evaluation. The following
.aspects were mentioned to the CFET (Finance) in this briefing:

• The technical team required the base price to be normalised based on various options
that were requested to be included as part of the locomotive technical specification;

• Six of the seven bidders made It to stage 6 and as such these six had'to be evaluated as
part of this stage of the evaluation. After subsequent discussions at the steering
committee we were advised by SCS that as bidder 6 did not provide any technical
information around a Co-co locomotive and TFR's requirement was for 599 Co-co
locomotives, bidder 6 should be excluded from stage 6 of the evaluation. As such we
did not conclude our evaluation of bidder 6 as there was no need to further evaluate.

anThe finance team were not provided with^an^Tnfonnation relating to the other bidders
excluded from the 1st five rounds of the evatuVbon.

's%Bidder files, Laptop computers and CD'sMa&e.available

SCS ensured that all relevant bidder files were made available to the CFET (Finance) each
day. Only the relevant files-were made available to the CFET y-fhance).

These files remained%n the
point during the evaluation
boardrooms where ^
sheets generated by the
boardroom where the evaluation*

of SCS for the duration of .the tender evaluation. At no
were any files, documents or notes removed from the

being performed. All notes, documents or spread.
finSnce). during evaluation sessions remained in the

ras coi

Certain technical files which containe&financlal information relative to the option pricing
were reviewed for .further information "and clarity on the pricing evaluation. The reason for
reviewing the technical files was as a result of bidders providing the detailed explanations
and submissions for certain aspects of the price in the technical files. These files were again
only reviewed in the presence of the SCS and TIA personnel.

SCS provided laptop computers with which to conduct the evaluation. All workings were
conducted on these laptop computers. These laptop computers were never remoyed by the
finance team from the boardrooms where the evaluation took place. These laptop
computers remained in the possession of SCS when not in use by the finance team. CD's
returned by bidders with the relevant financial information required for the evaluation was
loaded onto some of these laptop computers. These laptop computers were used in the
presence of the SCS and TIA personnel.

All backups of files on these laptops were kept by SCS on hard disks in a safe location.

2013/12/0611:47 AM Page 4 of 40
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Declarations of interest /conflicts

All CFET (Rnance) members completed and signed their declarations of interest as required
by SCS before the commencement of the evaluations on a regular basis. No CFET (Rnance)
member declared any interest in the bidders or declared any conflict of interest throughout
the evaluation period.

I y

I
I
I
i
i

Scope

The scope of our review was limited to evaluating the following in terms of stage 6 of the
RFP and the approved evaluation criteria for this stage. As advised by 5CS, the percentages

.and criteria listed below are the predetermined criteria as specified by theTransnet Board.

WHAT IS BEING MEASURED

Price

Total Cost Of Ownership

Delivery Schedule (DS)

Payment Terms (PT)

BFP& Contractual Compliance (CC)

Financial Stability (FS)

WEIGHT

100.0D%

30.00%

.20.00%

25.00%

10.00%

10.00%

5.00%

There
requires

EFFECTIVE
WBGHT
60.00%

18.00%

12.00%

15.00%

6.00%

6.00%

3.00%

changes tor-
of the

The
This was chewed
escalations (refei

^predetermined criteria apart from the following which-
Committee and the~Transnet Board:

teria required hedging costs and escalations to be included.
Sluate on the basis of price excluding hedging.costs and
fe detailed explanations in the report below).

The detailed scoring criteria and scoring results are included as part of Annexure A.
tf

• Based on a steering committee decision we were informed by SCS that our scope
should be limited to the evaluation of 599 Co-co locomotives only.'

• With regard to the pricing of options we were provided a list of options from CFET
(Technical) for the purpose of Including these items Into the base price. Our scope
was limited to Including the prices as provided by the bidders for these technical
options into the base price. We did not have access to tecK^cal files to verify that
the responded technical scope included these options or not

2013/12/0611:47 AM Page 5 of40
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I Technical team involvement _

At certain stages during the evaluation the CFET (Finance) requested, through SCS, •
assistance from the technical team around aspects of: m

1. The request to "normalise" the base price;
2. Conducting an evaluation of the energy models submitted as part of the TCO •

evaluation; |
3. Reviewing the scheduled and unscheduled maintenance elements Df the TCO model

for reasonability. • •

Details of tiiis assistance are summarised below: J&jr

1. Request to normalise the base price $0? ^ ^ - m

I''') As part of the request to normalise the base price, a scne|ib!e was provided to the

5
 : ' ' CFET (Rnance) of items that the CFET (Technical) advised vy|re required. In these

instances, the CFET (Rnance) were advised: ^><.

~1 • That certain bidders h@pr-ovided these items as-'"options" in their submissions •

Other bidders had Indicated avaitWbJ.lity of the "options", however, the CFET I
(Technical) were not dear asjto wheBS^jtfiese items were appropriately costed, •
quoted and included in the pr i^ t j ^ ^ ^ ^ a ' B

r]

J available to discuss and clarify the base price "normalisation" issues. These

discussions took place in the presence of SCS andTIA.

' j the bidders regarding the requirements of the detailed schedule (Annexure B) from
] J the CFET'cTechnical).

j j 2013/12/0611:47 AM , ' Page 6 of 40

\

111

ran^ I
The schedule submitted gave indicEdcJn(s of what the CFET .(Technical) expected to •
be done by the CFET (Finance). The denied schedule is included as nAnnexure B" of. _

^ ^ n . summary the following process was followed: •

Adjust the p i m o f the relevant bidders where bidders were not consistent in
nduding the cosSof theitem in their base price; • .-

Hfeain pricing, fc^mose "items" included in the schedule, from bidders who had
\ noî sufemitted quo^and M

E f f t i l ^ ^ h CJHp (Finance) were required to "normalise" the base price J
submissior^^^^propriate comparison between the bidders for those options

i . that the CFET f̂echnical) believed must be included in the price. •

1 ' •
J Two members of the technical team (Christo Uys and Bvis Tshivilinge) were made

i l b l t di d l r i f h b ri " l i i " i Th •
I

Subsequent to the Initial phase of the evaluation, clarity questions were submitted to •

I

I
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The CFET (Rnance) used the responses received from bidders on clarification
questions to conclude on the final ^Normalised Base Price'.

2. Evaluation of energy models

Five members of the technical team (Devendran Govender, Winfried Mors, Trevor
Downing, Justice Ngwenyama and Chris Uys) were made available to conduct the
energy model evaluatJon. The energy model was designed by CFET (Technical) and
was fully evaluated by CFET (Technical) without the involvement of CFET (Rnance).
CFET (Rnance) incorporated the results of the energy model evaluation into the
stage 6 TCO mode! financial evaluation.

3. Review of the scheduled and unscheduled maintenance regimes within the TCP
models as submitted by bidders

The CFET (Rnance) found numerous^inconsistencies in the manner in which bidders
chose to complete the scheduled andbnscheduled maintenance portions of the TCO
model. The CFET (Rnance) recommended that the CFET (Technical) review the
models for reasonability with the puipose^>allpv||g*-the CFET (Technical) to guide
the CFET (Finance) in making decisions to s i m p l e TCO models submitted as well
as to guide the CFET (Rnance) in their delElrations as to whether the models
submitted would actually meet the requirements to%-.scored fairly amongst bidders.

Four members^S^^echnical team (Devendran .Goventer, Frikkie Harris, Eugene
Russouw, ebrjs Uys) wfreynade available to conduct a review of the scheduled and
unscheduled njaintenancraEgimes as supplied by bidders for. reasonability.

r"

Transnet Internal Au

TIA was present at evaluations seisfons as requested by SCS to ensure good corporate
governance. KPMG, Sekela Xabiso anjpNkonki incorporated are the outsourced service
provider of the Internal Audit function for Transnet.

We noted during our evaluation that KPMG were the auditors of one of the bidders.

This matter was reported to the SCS representatives present. We were advised that the
process of evaluation must continue with TIA continuing to perform the oversight role for
good governance.

2013/12/05 11:47 AM Page 7 of40
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Methodology of scoring

Scoring of points was contpleted using the set predetermined criteria and weightings for
each section of the finanticl evaluation.

The process for scoring, checking and evaluating che short-listed bidders was done jointly by
ail members of the CFET {Finance) in the presence of SCS and TIA. All results submitted
were based on consensus agreement amongst a!! the CFET (Finance). Yousuf Laher was a
key person in the deveopment of trje evaluation mode! and RFP requirements,- in
conjunction with SCS. He outlined to all membars of the CFET (Finance) the processes,
procedures and methodology of scoring.

Meetings held

During the course of the e /aiuation, all meetings were held in the presence of 5CS and TEA.
These included meetings v ith the following parties:

• Technical (the purpose of these was to dei fy issues that pertained to the technical
options that required normalis^ftjj^of the base price,, to brief the technical team in
preparation of their review of the^JCD.jnocd and to receive Input from the technical
team around the enerc y model); ̂  ^SSpfe^

• Legal (the purpose of fiese was to"fdvise arid'-assist the legal representative during the

contractual compliance evaluation); '*$k_ - ^ ^ ^ ^ ^ r .
Meetings with CPO (t'ra purpose of thesVjuleQngs Wal^ainly to provide the CPO with
an update on the procress of the financiaisevaiuation process and to obtain guidance on
certain matters that required interpretation^:}!: clarification related to the RFP or other-

^ f ^ of the evaluation). ' %

2013/12/0611:47 AM Page 8 of 40

I
B
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I0057-0367-0001-0189

TRANSNET-REF-BUNDLE-01237



I
I
I)

l . r
i)
I
I
i
I

!]

I
1
I

1

i
I-

i

•]

953

Results of scoring

1. Price

The result of the 'Trice" evaluation is reflected below:

WHAT IS B 3 N S UEdsUftES EFFECTIVE WBSHT

1 I

WMSTOM

3 4 6 c 7

A A ^ A
Price Evaluation Criteria fEscalations and hedging costs)

The Board approved evaluation criteria suprijectb the CFET (Finance) indicated
that the price evaluation must be done onftTi^tjaas^of the price Including foreign
exchange hedging costs and'escalations; ^fefe.
The CFET (Finance) was unable to evaluate on the basisjfofa fixed price Including
escalations and hedging costs (refer explanations in the sections below);

pnThe price evaluation was therefore done based on the
and escalation costs for all bidders. The risk impact of this
"Overall Risks" section report

Escalations

cluding hedging
futl ined in the

The RFP requested bidders to'submit a;pri'ce,Tndine with the following options:
o Fixed pricing;

. o Escalation based pricing;
_o Indexation formula's used i n ^ g n g calculations;

Most biadecs. chose the option of providing prices based .on either escalation or
indexationDased pricing. Most of the bidders did not offer a fixed price as was

treguired by ti^goard approved evaluation criteria in order to conduct the
iluation.

I t wasF||ed thay||aers provided various differing escalation regimes that were
not compa^ le^^onna l i se a vBase' price over the period of the locomotive
supply contra|i|p •
Some bidders were not willing to provide fixed pricing (including escalation)
over the delivery period due to the risks involved for them In this type of a
pricing mechanism;

Hedging Costs

The wording of the RFP with regard to foreign exchange hedging costs was
subject to Interpretation in. that bidders were recomme'P
provide a price including hedging costs;

2015/32/0511:47 AM Page 9 of 40
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• The RFP stipulated that TFR would prefer a Rand based contract and that the _
bidders must submit the cost of hedging and a hedging strategy. Although some I

-» bidders did provide the cost of hedging, they stated dearly that appropriate
hedging strategies will be discussed and agreed upon at the contract award _

_ stage. In addition as part of their RFP response some bidders provided the cost J
S of hedging whereas other bidders did not submit the cost of hedging;
1 • I

1 • Through a process of dariflcation and in order to ensure that hedging costs were |
1 excluded from their 'Base' price, all bidders were requested to confirm whether

:' their 'Base' prices quoted exduded foreign exchange hedging costs and if these •
1 were included to then provide the quantum thereof. Bidders were also requested I
; ] to provide us with an estimated cost of hedging whether induded in the Base
i price or not I

~ ),„,. . • As the cost of hedging will most like^jchange due to exchange rates fluctuating ^
v.,;>, between evaluation and final corrfract'signature date, and because the cost of .- % I

Vi:: hedging will in any case be ba'se-jjlned, checked for reasonability by Transnet "' *
Treasury, and agreed to on the d'a1|;.pf contract signature, it would be more _
appropriate to exdude the cost of hed"g?ng rrojn^he evaluation at this point; I

An important point to note is that none of theibidders indicated that.they were
unwilling to enter into a foreign exchange hedging arrangement with TFR at the

.]
2013/12/0611:47 AM , • ' Page 10 of 40

\t

I
time of contraetBigriature; .

•4m? ^%fc • I
Rnal agreed evaluation methodology f escalation &, hedging costs') ' ' |

In order to procee^MgLi|n^price evaluation on a consistent and fair basis, the •
CFET CFinance) a g ^ d / a^P^bn^Jltation with SC5, that it would be more I
appropriate to exci^^^calations^^d hedging costs from the price evaluation >

| and thereby attain a ̂ q^normalised price for evaluation "purposes. This was ^ I
\ ;b agreed to with SCS o n ^ f e proviso that this change to the evaluation nf I

•; » '" methodology be brought to the attention of the steering committee and Transnet •
I Board for approval prior to the award of the contract; . I

•J -.-
Normalising the "Base" Price for evaluation I

/ Technical Options ,,

'• •' ; • T h e 'Base' price, as submit ted by all bidders- was normalised f o r the "technical , *
j ' o p t i o n " i tems as requested by the technical evaluation team. Refer "Annexure B"

which contains a list o f all opt ion i tems t h a t were normalised; I
j - The ' provisioning o f ECP/WDP and RDP was a mandatory requ i rement per the ^

" j technical specifications. Based on our discussions wi th C f E T O'echnical), all I
i bidders have conf i rmed, in the technical response tha t they fu l ly complied wi th

I
I
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this requirement I t was therefore cond jded that all bidders had included the
cost of provisioning in their base price and no adjustment to this item was
required for evaluation purposes.

The cost of either ECP/WDP or RDP was .nduded in the bass price, \s the CFET
(Technical) have advised that it is probs )le"that this option would ba exerdsed.
We were advised by the GM Logistics Integrator (Pragasen Pillay) as to the
number of ECP/WDP, RDP or ECP/WDP, RDP combination- that muse be applied
over the fleet (refer Annexure B for allocation and assodated cost of this split);

All bidders induded the provisioning f ECP/WDP or RDP into their price;
however only biddei 2 included {krequi. nienLTjusl-iii Uieii bdbti yiiia. Based on

•

1
1
1
1
1
1

"a
j

1

/ \ the advice from CFET (Technical) we t£ ss^e.gnduded the equipment cost of
ECP/WDP and RDP for all other bidders |po^thilp>ase price for the purpose of
normalising the base price.

Rebasing the price for foreign exchange differences

• The RFP did not indicate the date that bidders should use tffSor.vert foreign
exchange as part of thejjirtfjqrted conte it of their price. As such" bidders made
their own assumptions andjiad|^sed a -ate and date of their choice. The result

_.-__«*._- ?>-«•».. . y ^ different j a t e s . a n c | R : s s w o U | ( j {je

_iejj3rice for changes dua to foreign
exchange differences and movements^ ce^RF^bsing date, the CFET (Rnance)
normalised the prices based o^exch^nge rates as at 11th November 2013
(USD/ZAR 10.37, EUR/ZAR 1 3 . 9 1 , w / r * R 0.10457). AS a consequence bidders

in a clarity question v^k nfirm their foreign currency components
• 'Base' price. These fore jn currency components were converted
i the 11 th of November; 013 for the purpose of comparing prices

| p t e s as follows "participation of TRE in this locomotive
^ ^ will be prescribed' In terms of the evaluation governance

process CFET\Snance) does not have •- ccess to ^Supplier Development* files. As
such CFET (Rnance) assumed that all bidders have provided pricing based on
the utilisation of TE as the main subcon xactor; "

SCS however advised CFET (Finance') that the Supplier Deve'opment files
submitted by .bidders indicated that Bide er 3 & Bidder 7 did not specify the use of
TE as the main subcontractor and hat this could have a potential price
adjustment implication. SCS also merdoned that bidders were likely to make
different assumptions in the use of H i as a main subcontractor induding the
percentage that would be -subcontracted. These assumptions which were not
specified by TFR in fhe RFP process could>djffer significantly between bidders

2013/12/0611:47 AM •• ^ . ^ N j ^ K ^ ^ Page 11 of 40
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I < ^ \ Kj Accordingly SCS subsequently decided to obtained1 seek darity from bidders on >J m
1 ^ this matter, ^ |

; j • SCS in conjunction with the TFR CE and Transnet GCE and GCFO decided that •
1 clarity should only be obtained from those bidders who included TE as a main |

, ] . subcontractor. The darity request was to establish what proportion of the
I ) bidder's price related to the use of TE; •

l, •
i • Accordingly the methodology provided to the CFET (Finance)was that all bidders
J should be evaluated excluding the use of TE as a main subcontractor in order to I
.' normalise the base on which to evaluate price; . ^ k •

' I i$0' m
\ • Based on this decision clarity responses were"onJy issued to Bidder 1, Bidder 2 •

n ' and Bidder 5 (those bidders who indicatedj$ie u f e f O E as a subcontractor);"

i >--..-... • Clarity responses were received from these bidders wnojndicated the impact on
'•'• ' price and the new bid price for 599 COCO locomotives i f l lE was not used as

Bidder 2 provided the require^ Information; however we noted that their
new submitted bid price excluding TE as a subcontractor did not reconcilecludi

T $ |

2013/12/05 11:47 AM , . Page 12 of 40

subcontractor. The summary of these responses is as followsr%^v •
o Bidder 1 provided^the required information as requestedj.and Indicated |

that the impari!|ofJ^suTg TE as a subcontractor would be a decrease in

price of R'l 905 S& i^^ fe * . •
o Bidder 5 provided tJieVequirecljnformation and indicated that there would |

be no impact on the^ojd price;|5ef.cjpcomotive if TE was not used as a
subcontractor;

p g
! , ^-TS^Jto their original bid price. T$|. difference noted was R 2 010 000 per B

^pM^5^^^Miot ive. This posed a risk ffi^he evaluation of the price and the CFET m2. This posed a risk to jxie evaluation of the price and the CFET
(Rna|o|) subsequently consulted with SCS to explain the concern as the
impacp3f;jthis difference was significant in relation to the final scoring oh

<* .'"" • I f%as subsequerffly. decided by SCS that further darity from Bidder 2 was _
) requinM^ unden^md this difference. SCS together with a representative of the •

-' I finance teariJ and^phe presence of TIA engaged Bidder 2 telephonically on the
j evening of the^pecember 2013 to discuss this un-reconcilecTdifference; «

j • Bidder 2 indicated that the difference related to a 'Discount* offered on the
,-J original price. I t was then mentioned to Bidder-2 that this was not what the m
r i darity had sought and that their new bid price should not reflect in anyway |
J further discounts offered by them at this stage. Subsequent to this telephonic

1 conversation Bidder 2 submitted a new darity. I t was however noted that this •
i ' ] • darity seemed to have reflected the ^Discounf Into the TE portion of the new bid I
I ' price. Bidder 2 originally submitted a reduction in price due to TE portion of R 3
•' ' 1 480* 000 per locomotive and the subsequent submission from them indicated it to •

I be R 5 490 000 per locomotive; •

I
I
I0057-0367-0001-0193
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CFET (Rnance) then further engaged SCS to provide guidance on this iss ia as
we were unable to determine the appropriata way forward.' The main cc icern
from the CFET (Rnance) was the uncertainty of whether or not Bidder I may
have subsequently Included this 'Discount7 portion of R 2 010 000 into thei< price
thereby having the potential impact of unfair'y prejudicing other bidders i the
evaluation process;

The CFET (Rnance) was advised by SCS that based on discussions with th • GCE
and the GCFO that the evaluation should proceed on the basis exdudir j this
potential discount and as such the CFET (Finance) utilised a reduction in p !ce of
R 3 480 000 for the evaluation;

The CFET (Rnance) subsequently completed tie evaluation on this basis;

In summary the impact of excludin.gfjfE froi n the normalised base price is as
follows:

• -1905 514 -3 480000 U TS,- r 0

.: Bitider Si
n/a

•u. ^Biddefrl^g
0

The normalised pricing used for evaiuatiof-^urposes of all bidders capital
acquisition cost) excluding TE as the main suocorB^tor i.e. using private sector
as the me^sBbtontractor is summarised as par the^fabie below;

32 833 423" r*JS 301 905 n/a
.•

38 091 755 - n / a 33 695 001

Assumptions nsed for-piacing "••%
A

Other than as noted above the^SHowing additioml assumptions were used by :he
CFET (Rnance) in the price evaluation:

• Where the Import content percentage was not supplied by bidders as 3art of
their pricing proposal and or clarification thEi the local content declaratk n form
as supplied by bidders was used to obtain the imported content;

• The RFP requested break point pricing for 'catches of locomotives. As f ie TFR
requirement is for 599 locomotives, the CFET (Rnance) used the pricing p wided
by bidders for 599 locomotives to conduct th i evaluation;

• Bidder 7 offered an additional discount of R 120 000 per locomotive for th 2 Bo-bo
locomotive; which was not considered as the evaluation was done for Co- o's and
no additional discount was offered for Co

2013/12/06 11:47 AM Page 13 of 40
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J

The price of a standard list of capital spares and spare parts was requested as
part of the RFP, to be included in the acquisition cost of the locomotive. Where
bidders added additional items to this list of capital spares and spare parts then
these items were excluded for evaluation purposes in order to ensure that the
bidders were evaluated on the standard list thereby ensuring the evaluation was
performed on an "like for like" basis. In instances where a bidder did not provide
a price for a capital spare or spare part as per the standard list, then an average
price of the remaining bidders was used to ensure that a realistic comparison was
achieved;

The Bonus points for Value Added services werje^ot assessed. Tine main factor
for this decision is that this item was not deapy defined in the RFP and the
technical team had no view of the requirerfip|ft^f "value add" aspects and the
technical team was not allowed to have'^ccess^toj^ie financial files. Therefore
.the finance team could not assess value added ser

2013/12/05 11:47 AM Page 14 of 40
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million kilometres) not be reached then the penalty clauses \vould come into
effect;

The results of the "TCO" evaluation scenarios are reflected below:

Scenario 1 - all elements of TCO included:

WWTISBBN3MBSURE) WHGHT sam.

A. ^ ^ TV

Scenario 2 - (TCO) excluding unscheduled maintenance and excluding
"bonus point allocation

\

Scenario 3 - (TCO) excluding unschedu1|^^^pxduding scheduled
maintenance and excluding bonus pomtiafifcatibn

2013/12/0611:47 AM
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2. Total Cost of Ownership (TCO) •

j TCP evaluation criteria •

j The evaluation of TCO is conducted based on the following five elements (total 20 •

"1 points): ' |

' j i. scheduled maintenance (8 points); ' a
] ii. lost revenue (4 points); ' J
n iii. unscheduled maintenance (4 points); g&&

i iv. energy utilisation (4 points); / i i P ^ •
' v. overall TCO result bonus points(^'6ipts); . |

Points are allocated individually for each of the five ei am|bts above. ^ B

- Whilst reviewing the submissions received from bddersljirEhe TCO model, we . I •
: • " v >.yy •* ^SCEL

I " noticed that the results of the scheduled and unscheduled maintenance varied _
i considerably. The CFET (finance) was unable to ascertain whelhefcihese varied •
' ) results were as a resulfeSiyridders' Interpretations pf the TCO modePor as a result
, .! of the different maintenaTc&r&jjmes of their respective locomotives. The result ^
I • of this is that the evaluatrorW Weysched'uled anc: unscheduled maintenance I

1 could be subjective. The Itetfis that'copbibute tc the subjectivity are as follows:
, ' i. bidders used different labouraafesji, •
1 -> ii. bidders used differen.t.jgrioferfor simii&^omponents; . . ' |

iii. bidders assumed different-Types of maintenance regimes and
I iv. bidders assumed differenpBilure rates for unscheduled maintenance; •

> ^^&
j • Through discussions with CFET (Technical), we were however advised that the

» above could be normalised by CFET (Technical), if required; •

3 • The matter was discussed together with SCS and CFET ̂ Technical) and it was /
J decided that due to the subjectivity of this item, and because we did not want to I

if make assumptions to change bidders submission;, different scenarios Including •
J and excluding scheduled and unscheduled maintenance should be prepared to

provide the Steering Committee with appropriat-j information to make a final I
J decision;

> ' •
I-, • As per confirmation from CFET (Technical) all binders confirmed as part of their •

r \ technical submission, that they would meet the required reliability regime i.e.
1u that the locomotives offered would achieve less than 15 faults per million M
,' ) kilometres. This contributes to reducing the risk of an unreliable locomotive and I

as such provide some comfort should the unscheduled maintenance be excluded
dfrom the TCO evaluation. The draft supply agreement includes a penalty

regime whereby should the stated minimum reliability regime (15 faults per

2013/12/0611:47 AM Page 15 of 40
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Assumptions used for TCP model evaluation

• The TCO model as submitted by all" bidders was used as the basis for the
evaluation;

• Escalation was normalised for all bidders for purposes of appropriate comparison.
CPI + 2 % was used as escalation for all bidders. CPI was'obtained from the
current year's budget guidelines;

• The WACC rate was obtained from the latestjfGroup Financial Planning Policy
issued-on the 1 * of August 2012, a n d ^ ^ used for the present value
calculations; &#"

• The submissions by bidders in' respect of failure rates*|naintenance strategies,
optional components requiring unscheduled replacerneq&and the timing of
maintenance interventions varied significantly, however, as^fefinance team we
assumed that these submissions are relative to their locomotive/product type as
well as their, maintenafflliggime and strategies.'Accordingly we used the TCO
models as submitted by c^dprl.Jo.. conduct the evaluation;

e^ehue as part of the TCO evaluation we
^iverj lscrle^l&would be an equal number of
ejopvery batches' stipulated within the relevant

For the purposes of evaluafirj
assumed that TFR's expe
locomotives per montiyas" per
years within the RFP. The current||verage TFR leasing-rates per day was used
^determine the lost revenue value^|br all bidders. The lease revenue rate per

Dr all bidders was R 24 6?2 Ret locomotive;

Jhe energy fn^fel was designed by CFET (Technical) and was fully evaluated by
(Technlca||without the involvement of CFET (Finance). CFET (Finance)

Incpnporated the^su l ts of the energy model evaluation into the stage 6
evaloaoDnofTCO:

Some biddenss'riGluded extra optional components for unscheduled maintenance
which other butlers have not Included in their TCO model. We have not
removed this from the TCO model as suppliers would know the unscheduled
maintenance costs of their loco's best;

The cost of major components and materialsas submitted in the TCO models of
bidders 5 &. 7 looked abnormally low; this was clarified as part of the clarification
request submitted to these bidders. Both bidders confirmed post clarification that
the amounts quoted were correct.

2013/12/0611:47 AM Page 17 of 40
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3. Delivery schedule

The result of the "Delivery" evaluation is reflected below:

WHAT IS B3NG MEASURED YVBGHT EFE^TIYEWBGHT BIDDER
1 2 3 4 5 E

EggSSoa mggsp ggStHi] S§$£*8 W$*$ W^^Mi

7

A

Assumptions used for delivery schedule evaluation

A.

The effective date of centred: signature was^ndrrhaiised to 1 September 2013 for
all bidders in order to ensure consistent scor]ngiBi

The RFP dosing date vras extended by about 7 moath^orn 16 October 2012 to
30 April 2013. As such, for the purpose of evaluation, ttifjexpected start date for
delivery (previously March. 2014) was aligned 3ccordirig%j._and was moved
forward by 7 months for ali bidders (October 2014): %*%brz.

Where bidders providecTMr^accelerated delivery' schedule whereby they would
deliver earlier than indicated In-i|j i | RFP, and wou!J complete delivery of all 599
locomotives earlier than ex^dted'"in%e,,.RFP, then these bidders were allocated
the full pojn'^^plicablefo delivery fo|feach. subsequent year after their delivery
is fully a t V

of time taken tqlcdrj
3fc.nce teshgprior to acceoting'locomotives. The lencth

JcK:cc|ptance"ftesting is conpletely under the control of
TFR. Bidders w e ^ ^ a t a Msec||hpwiong this 2 xeptance testing would take
within the RFP. As"sWi^bi iders made their own a_5umptions regarding the time
taken to conduct accepters ̂ testing. In order to ensure consistency, the delivery
date as stipulated by biddci-pwas used to conduct the evaluation instead of t ie
acceptance date;

Some bidders provided an clternative delivery schedule based on more "importad
content" This option was n ->t considered in any of the team's evaluations as the
preferred position is to ma> mise local content;

;.013/12/05 11:47 AM Page 18 of 40
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The delivery sc ledules of all bidders Is summarised as per the table below:

Per RFP

Bidder 1
Bidder 2

Bidder 3 •

Bidder 5

Bidder 7

Oct-5

65

72
16t

C

- 2 C • • -

B

*

Octl6

130

159
142

81

133
103

A.

i

•f

Octl7

130

164
146

h 151
130

135

<

Ortl8

130

164
145

155

130

135
r

OrtlD

144

39 '
0

153

' 138

135

Bey nd

0

0

c

4"> ...
SI

Total

599
\

599 y
599

599

^ ^599
599

The above deliver / schedule assumes^, contract effectiveness date of 1 September
2013. The delive- / schedule above wriSlairnove oufby an equal number of nonths
from 15eptembe; 2013 to the actual date^tiie^raf^ct is signed.

4. Payment term;

The result of the,-. Payment Terms" evaluation is reflecteckbelow:

Assumptions nsf 3ia pa
\

The apprave.:
Net Present '
for all bidder
factor of pay
and '"delivery
CFET (Rnanc
schedule (as
stage 6 eval
offered by bi
for this is ::
faster/slower
evaluation pr

evaluation"t3iteria required the evaluation of payment terms on a
alue (NPV) basis. Therefore cash flows needed to be constructed
; using their dedared payment terms. Cash flows are generally a
nent terms, delivery dates, discount rate and a price. :-s "price"
' are evaluated separately as part of this stage 6'evaluation, the
;) standardised .the price per loco (R 31 million) and the delivery
oer the RFP) for all bidders for the "payment terms" port; :n of the
ation. This would have the effect of Isolating the payment terms
ders on the cash flows fbr evaluation purposes. The prima y reason
3 ensure that bidders who provide higher/lower prices and/or
delivery schedules are not benefited or penalised twke in the

)cess;

The' draft s1 pply agreement Issued as annexure I of the RFP stipulated a
different % oreferred payment terms for TFR as compared to the preferred >-—\
payment ter; is stipulated In the RFP. After discussion with SCS we we a advised V r _ \

2013/12/0611:47 AM Pa ;e 19 of 40
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that bidders were advised through a clarification that the preferred payment
terms of TFR is as stipulated in the RFP. Where payments terms conflicted
between the RFP response and the supply agreement response the payment
terms as offered by bidders in response to the RFP was used for the evaluation
purposes;

Where bidders provided a percentage for the deposit payment, we applied that
percentage to the standardised price to determine the deposit payment, whereas
where bidders provided a fixed.Rand amount we utilised that fixed Rand amount
as a deposit payment on the standardised price;

The WACC rate (12.56%) was obtained from jtffeiatest Group Financial Planning
Policy issued on the 1st of August 2O12.,a^n3fwas used for die present value
calculations; -fe^

We used a standardised retention period of 6 months':f£orn acceptance date for
all'bidders. The reason for this is that some bidders h'a&Jpdlcated retention
period to be when availability and reliability targets are achieved which could
vary and can depend omgirious factors. ^to

The payment terms of alf&ddeK'Jj?Jsurnmarised as per the table below:

Oepqs$,Dn,efSscthe date

fgjjesiiohea "V«8^^».J,

Milestone 4 >'*SSS>k.

fScstona 5 "^*§3i,.

MBSfeijieB " ^ g ^

Total payments before acceplanl*

On nt locomobyB§^ceptancejS3

attention '*%£5&?&r

Total •

Sg&2Bld"dB?,igB£

B%;

B%

B%

24.00%

66%

10%

100.00%

-

f.
I"'-1

s. 1.62%

* • "

. . _ .

A

i.ez%

B3.38%

10.00%

100.D0%

9.00%

3.00%

3.00%

5.00%

A 3.00%

24.S2V.

65.33%)

1
io.oo%! .

I
IOO.OQ%I

1.62%

0.00%

1

1.B2%

98.38%

O.DQ%

• 100.00%

•

• 1.62%

' . ^

i.rz7*f*

83.33%

-

100.00%

A detailed explanation as to how the scoring was arrived at s attached as
Annexure D of this report

I
I
I
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S. RFP & Contractual Compliance

The result of the "RFP &. Contractual Compliance" evaluation Is reflected below:

WHAT IS B3NG MEASURED WBGKT EFFEOTE WEIGHT

SB&BBBEB

BIDDER
1

§»rgg<gf35j

2 3 4

35518533

E c 7

A. /v *\ ^ A . A.
Evaluation of the contractual compliance matterstfelated to the responses to the
draft supply agreement by bidders was complii iy evaluated by Mr Kenneth
Dledricks CTFR General Counsel) from the Xjpiega! department. CFET (Rnance)
incorporated the results of the contractuaircornplia^Ge evaluation Into the stages
evaluation of RFP & Contractual Compliance;

Evaluation of the RFP compliance matters related ̂ i ^ i n e administrative
responsiveness to the RFP by bidders was evaluated by MsiLlndiwe Mdletshe
from the TFR SCS department CFET (Rnance) incorporated tne>£esults of the
RFP compliance evaluation into the stage 6 evaluation of RFP & Contractual
Compliance;

References

6. Financial Stabi

The result of the "Rnan

rovided by all bidders and therefore SCS assumed these to be
marks for all bidders. We were advised by SCS that they

ct references provided once a preferred bidder is chosen.

ation is reflected below:

WHATISBBN5MEASU51B} HBGHT BTBTWEWBGHT

F^^^ffl * ••'•'

1 2 3
B1DDK

4 5 6 7

The financial stability of the bidders was assessed as part o f stage 2 of the
evaluation process. Please refer to the CFET (Rnance) report.re!atjng to stage 2
Issued on 31st July 2013.' The scoring from stage 2 was carried forward to stage
6 of the evaluation.

2013/12/05 11:47 AM Page 21 of 40
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OVERALL RISKS

The following risks must be communicated to the steering committee and
considered prior to final contract award:

Price

The evaluation and scoring for. pricing has been determined arid explained above.
The CFET (Finance) would like to bring to the attention of the steering committee
that as a result of the evaluation of price on the basis of excluding hedging costs
and escalation costs, that the following additional aspects be considered prior to
awarding the contract. These factors when considered either individually or in
combination could have a significant impact on the final negotiated price:

i. Hedging;
ii. Escalation;
iii. Break pricing;

A summary of the potential impact of theffems 'above on the evaluated price is
summarised below in order to provide the^steering committee with a better
understandina: ^z&

.-•Biddiri/v

2448 SCO 2367 COO

ajia'diii^yypicttar*

•5062237] rVa

^SSddefS.-, .

5 552645

jElbdarB.

n/a •

iv.Bjdjfwffj.

4741765

.'X

ij".;r-'k?3>'
13784150 2 613 000 12B7B150 nit D

:RESk£S.
tVd

Sg«ldd«t3,asfi

BDW753

As the TFR requirement is'^br 599 locomotives, the CFET (finance) used the
pricing provided by bidders for 599 locomotives to conduct the evaluation. Break
point pricing was provided by all bidders and the price per locomotive varies
dependant on the batch size of the order placed. This must be considered
should TFR decide to place an order for a smaller batch as the evaluation was
not -conducted based on smaller batches. A decision regarding whether smaller
batches will be purchased has not yet been made and therefore was unknown at
the time of the evaluation. The table below indicates the. break point pricing
offered by bidders (based on their original tender responses where bidders used
the main subcontractor of their choice):

2013/12/06 11:47 AM Page 22 of 40
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'PI*

Bidder 1
Bidder 2
Bidder 3
Bidder 5

Bidder 7

Locos per year
Locos cumulative

49 86004
42500732
81168 577
51359000
51 254417

65
65

37247 559
36 462 977
51030239
37333 000
42438 403

130
195

34555142
35 255 426
45 0061B9
34175000
39 742 636

130
325

33 245 507
34737905
42 355684
32 575000
37 201 313

130
455

30 95:: 000
34 3S; 000
39 90. 949
3135 000
29 SI 000

144
59S

as
With reference to the section of the report above dealing with TE as
subcontractor and the impact on price, the following matters need to be
considered by the steering committee:

Although the price has been normalised tolexeibde TE for evaluation purposes,
the use of TE as a main subcontractor isrugnly proBable as this is a requirement
as per the PFMA approval letter from the DPE. As^sdteh prices will have to be
negotiated with the preferred bidder/s including TE/flpd thus needs to be
considered by the steering committee prior to the condusiohof the evaluation
process as this could have an impact on the final price. 5*n|&.

The price that b i d d e i s ^ ^ d e d based on their choice of sub-contractor is
significantly different froh^tiTetrjViGe^ used for evaluation purposes (where the
Incremental cost of TE was%cdua'eH)h-This could change trie evaluation result
and the final price contract

• Bidder 3 and Bidder 7 have not quoted using TE; as the-main subcontractor. No
clarity was obtained from these bidders as mentioned' in the. report above. I f

s?3|lr|y*>was obtained from these two-iiitiders and they indicated that there is no
i i nge^ | |he i r price whether TE will be used or not (as was the response from

Bidder 5)tj^r|£he impact on the evaluation scoring result could be significant.

ddition i t should be noted that should Bidder 3 or 7 become the preferred
b lS^g^ ien there ipa risk of a potential price adjustment and possible protracted
negofiaabns. thejjnance team was unable to reasonably quantify the quantum
of this pclintlaUjaGe adjustment. I t should be further noted that .the use of TE
as the sub-rantractor could be an Incremental adjustment to Bidder 3 or 7"s
price based orfthe differential between using TE as a subcontractor versus the
subcontractor costs already Included in the price of Bidder 3 or 7's submission.

The delivery regime that bidders provided .was based on their choice of sub-
contractor (some with TE and some using private sector subcontractors). This
could change should bidders be required to use TE as a sub-contractor. A
different delivery schedule could have an impact on the evaluation result and the
final delivery schedule contracted. - ' I
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Impact of capital a n d main tenance s p a r e s on pr ice

• Standardised quantities of capital spares required were provided to all bidders as
part of the RFP. All bidders quoted for these capital spares based on the
quantities provided and this has been Included in the price of the locomotive
used for evaluation purposes. Following discussions with CFET (Technical) we
were advised that as failure rates of these capital spares is not yet known, the
quantities requested may not be completely accurate at this point and may
change once the locomotives are placed into production;

• Quantities of maintenance spares required wereJJjrpvided by bidders as part of
the RFP. All bidders quoted for these majj|ehance spares based on their
knowledge of historical failure rates and thj$'jra|rbeen included in the price
locomotive used for evaluation purposes-*' Following discussions with
(Technical) we were advised that,a;irailure ratesw|these spares is not yet

may not be ctfififiletely accurate at this

CFET

known by TFR, the quantities provKfe
point and may change once the locoqiotives are placed info^grpduction.

TCO Model

The maintenance and intervention regimes of the^elected preferred bidder must
receive significjrip?c£utiny during the negotiation phasegjhe CFET (Technical) will
be required .,rapi!ve'l':tfetailed understanding of the related submissions and should
conduct the-.Qe£essary reviews and assessments of the maintenance and intervention
regimes of the^ec ted b Her.

We would recomme*rf(||nat a ciloselie inserted into the supply contract whereby a
penalty is imposed upon||he supplier-!®" higher actual TCO costs "as compared to
their tender submission. Tfitepenalty clause can be built 'in' on the basis of a
periodic review (possibly everySTyears) of the actual energy usage, scheduled and
unscheduled maintenance costs of the locomotives as compared to their tender
submissions.
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Delivery schedule

Some bidders' delivery schedules differed significantly from the requirements of
Transnet. Although these'bidders would score relatively low points in this area of
scoring, the overall scoring may still be high due to other scoring criteria being taken
Into account like price, TCO, payments terms etc Should any. of these bidders be
awarded a preferred bidder status it would be critically important for TFR to
understand the committed delivery schedule based on their bid response. This could
significantly impact the outcome of.negotiations with these bidders. The delivery
schedule reflected in this report assumes a contract effectiveness date of 1
September 2013. This delivery schedule would move out by an equal number of
months from 1 September 2013 to the actual date the contract is signed.

v ^ *

U£
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MATTERS FOR APPROVAl OF THE STEERING COMMITTEE

The CFET (Rnance) requests as part of this evaluation and based on the contents of the
report above the:

1. Approval of the price evaluation criteria on the basis of excluding hedging and
escalation costs;

2. Approval of all assumptions used for scoring as outlined in this report,
3. Approval of the TCO scenario to be'used for final evaluation,
4. Approval of the price methodology provided to the CFJT (Rnance) for evaluation

purposes to exclude the impact of TE on price.

2013/12/0511:47 AM

&>,

*•%£,
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CONCLUSION

Based on the scoring by the CFET (Rnance) using the assumptions mentioned above, the
following is a summary of the results of our evaluation:

Scenario 1 - all elements of TCO included

1

2

3

4

E

6

WHATISBBNGMEASURHJ

Pries
- • • - -

Total C o s 01 Ownership (TCO)

Delivery Scheduit (OS)

Payment Terms (PT)

RFP & Contractual Compliance (CC)

Financial Stability (FS)

• •

WEIGHT

30.00%

29.00%

25.00%

10.00%

10.00%

5.00%

EFFHHIVE WBGHT

11.00% '

12.00%

1S.00%

A 6.03% J.

6.03%

100%

J

BIDDER

1

30.00

3.00

25.00

0.03

S.7S

xtn

i? V B9.?5(

2

1100

4.00

25.00

K 10.00
1

9.03.

100

3

e

0.X

4.00

6.00.

1.00

SJS
1

2.50

SS13J5

4

N/A

N/A

N/A

NfA

N!A

NfA

%>

5

0.09

0.00

E.00

v 3,00

B.59

2X*

§§S3P

s

NIA

WA

H'A

WA

NfA

N/A

'mm

7

' 20.00

14.09

4.00

10.00

ac-5J:.n:

6§5?I8I

Scenario 2 - (TCO
bonus point allocatf

cludiBwunscheduled maintenance and excluding

WHAT IS BHNG MEASURE)

Prict •

Total Cost OtOwntfshlp (TCP)

Delivery Schedule (DS)

4 Payment Terras (PT)

5 RFP & Contnclual Com pliant a ( c q

6 Rnancial Stability (FS)

WBGHT

21X00%

25.00%

10.00%

5.00%

ffFBmVEWBGHTj

18.00%

12.00%

1103%

fi.OOT.

3.00%.

/

BIDDER

30JJ0

25.00

Q.OO

8.75

3.00

10.00

4.00

25.00

10.00

3.00

D.W

4.09

£.03

1.00

625

2150

N/A

NfA

NIA

N/A

N/A

0,03

0.00

E.00

9.09

8.50

ZtB

NfA

NIA

N/A

NIA

N/A

N/A

Is*

20.00

1.00

4.00

v 10.00

8.25

2.33

2O13/12/O6 11:47 AM Page 27 of 40
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Scenario 3 - [TCO) excluding unscheduled and excluding scheduled
maintenance and excluding bonus point allocation

2 Total Cost Of Ownership (TCP)

3 Delivery Schedule (PS)

WHAT IS BSNG MEASURED

Price

4 Payment Terms (PT)

& RFP & ConJractual Compliance (CC)

6 Financial Stability (FS)

WBGKT

30.00%

2O.DD%

25.00%

10.00%

10.00%

5.00%

BTECT1VEWHGHT

18.00%

12.00%

1100%

G.00%

E.00%

3.00%

BIDDER
ms

20.00

too

25.03

a oo

B.75

103

10.00

4.00

Fzibo

10.00

LOO

XDQ

^ 6.00

D.OO

4.00

10D

125

2.50

ri'A

N/A

K/A

0X0

0.00

£.00

S.0O

C50

ZI8

M'A

N;A

WA

HJA

WA

20.00

0.00

4.00

V 10.00

L25

2.38

Yousuf Laher
Executive Manager, Rnance

Danie Smit
Executive Manager, Transnet Treasury

Zunaid Vally
Executive Manager, Rnance

Thabo Seapi
Senior Manager, Rnance

Tsietsi Tlaletsi
Senior Manager, Rnance

Mohammed Moola
Senior Manager, Rnance
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Annexnre A

Detailed Scoring Criteri! and Allocated Points

Price:

l J M ^ t y ^
WKTIS B3NG MHASISE) //BGHT

£»>. . *•

?
I

1

I

Icwtsi TtchniaByfeccpiaHt CirfblAtg a'Son Cnri fLTACACl IrtferTCO nxxteftUndadinq dufetof agio!S*'eaala6DI« Ireuratreat, inqlnttrinn ajpport. sptcUl faollnq

11 and festtT^a.Tenl tosh.; jttal g a m coA eoreonabia. Set up cosH Bwits tcA and aofHiHillnn cat farei liedatna cafel ptrlesa

as« or iiwao 32SHC3 M7«18J
25
20
IS

M0917£5 lit 33B35B1

any tidfcrvflHn 5% to 7 . B « DTLTACAC
any biddsrvriCiSn e% la tt59'A rfLTMAC

R-riScw

1,2 Valua added -1 ertn Bonus taint

Value Add Sanfai tetided In LTAOC b fe

B̂hn of > R 2W k par l ea t;c

. ^ • 2 - B S . ft

fe-

-SSJoiBl.Thirofatelof fcrlhls »wimpllMlilialliieai!eira am mldta^ife&idhRITnrflheledwidteOTfcdra vmvofllis

2 Nate t joMau and fcralSJj

Tin Pile* awtoiBon h«i fcsai i S

staat idarh mei (p=r Bit GCE

J B» rwh nicortiada psf the SD !1CJ

-SSffl̂ i hxn Hit prica relurfoti • refernc!o ta dstaiej nainHcin sliset

B: .'ofSriufnj Hit tost ofuilnjiE ai the main si4onilradaWr«JherHdifea«reiH^!rfloqi«*BSlfanolliirpri«lsjet±>f

V: W! vu requested it dajffcstai bm tadH 1.2 k 5). 5CS bswd lhaclariicsfiBBl3lli«i»J*itti»liitalalMlJ>ejbiuia:i"rE«i
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Annexure A - Detailed scoring criteria and allocated points - TCO

g g } ; > : ^ w * ' j : > ^ •'i'g.!7-:-v> \~ &:?-3iS>:

1.1 Ltnrail Total wrfof Ownersfcî  (LTEOl-NPV-(arpi»v«nl=6v«/«=l»d'ul*d' mtlnbcanca only(»iciuding con»ctiv« malnbnan, k>£r»vanut

. I B I M I LTCO t My tiOa willii IS*K ol
LTCO

«41= VIS* « -TCO
7K Is 2.55% d .TCO

my )>ditev£hln 3% Is 7.5S% a .TCO
Kiy Kdd« wain SH Is 12.SS* '.: LTCO

4121721 3331*355 7S5S122
A. A f-

37S74M n/> 2EUC25

' * . ? . .

L n » l LLH i tiy Utorwlhin •; 33* oILLH
my UA5tf W'Jin ! » to 1.S3% C 1R
•ny t i * (« WiJn 2% lo 3.STO a AR
«n» bUdH-WlHn IV. lo 12.SW, :' OR
»:2K sf U S
Hltsul
Final Scow . ; v '•z*

-1UHUM1 "?

Lowul i tchn^

LTACMCO
W W n » l
YyBhln » to 7.B3S oTLTACilCC

l«nwint£WcTF?(o[OMi«3hlpf.TA£JiJCO)-NPV-coG»clN» mainlciuncs (ududing tnugy ind pnwntatna rr^rJ«T4nc:)

U1991B S91IR 22Q691 lit 21+0 415 nla

iVt 1101 IB B9

1 • - >0| » . » • ' ? «
ffH':»''.'!, -176*
•^|- . •.. • , * . ^ - . D | «.'. .n / i

-137* rtl -1M«
r - | r ' ; .-V ••O|"'----n'«rr"i.(--rr,i'^v-.1o)

1.4 Erunjy

4. IC2B «SZ B 3I2S5S 7 153 535 n/lI m u l LTEC 4 vrf-Hn 0.55ji =' ..TCO
MilUn 1% lo 1 S1"A oTUiC
vAMn2K loS.es-* cf LIES

lo t i B H of LTcO

1460 OU n/j 11U2ZU

FMSan

tBoouiFoinl

>2.litt«|i

FW Score

1i2*
I ••-*•*: v."'iir^;

SOJS «4 tl* 18.3%

IPV for Tea (.xvluiflna loil Rwnvt)

in 0.3 Kii lcMst
2
1
0

KUSUS <3S«375 HK3J7S rrt

210.61% 21.35% Ufa

Noti thsl the nt^ncm ponii '̂ liable Is 20 *
indmflng the bc ia psirf

J I p»Ud*d by blddw. BJddwx aiold^rt Ilrtlh^h**Jfrfic»l=ddeandiB5«dikw«fBC7d« 5 ^ IMs
ccuW Kxpose TFH lo dsX oChiy 7 BJ» c / d t coils th«n that which wu USKJ tor tulurtioiL
VVe ff=WTKncid Ihsl i ptrcitty : SUM b buB Wo tfw cnHad Lo irfJcotc fce dsk of ecpoim D{ changcj In the TCO CMC tha lh ol ttw tuH.

SomeUdden Vidjd=d extra •= -. Joni) campenstits bruud)«ld»il maWtfUjxt Wilch olh«rbicldL-x bow rat tnetded W« tint no lmn?^ this twn tha ICO model u cupplwx mule! Icnowtfc*
. in*dicdu!ed maMeiwici costs p
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Ahnexui e A

Detailed Scoring Criteria and Allocated Points

Delivery:

rrr

WI-AT IS B3NG MEASURED WEIGHT ^z-'iimmm-BIDDER

Er3 B e c K i tflsorontte P i s i
•• Petted!- _...._ . _ 201415

65
231E/17 2017)18 Toiri

«7/BiddA3'7^|^Bbda'4>

.^ j f p ^ * ^ ^ T^ fig •

rSBjg±t5;i

1IPJSCC3%O

<^Badsf«5 ;£BHde££;'"

3OQ%,Ci5c3

Cuni'i 'J« Nimbsr of locrfs deBvered
3.1 on Unleash year

E5loc:'styHandi26i5
1251c o's by March 2D18

Polrts

455 lc- o"s by Madi 2Q1S

N'-rotfrfloco't

Si. «

M65 IK i t duirtg Rnandal Y e S
2015

201S
Tola; Minis ~

Tofa scoring Is oai

f\ - - ' A A A A A

\
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AnnexureA

Detailed Scoring Criteria and Allocated Points

Payment Terms:

mgmsm^M^MF&M

Final Score

Payment lemu s e usuaEy based on:
• Pre-paymert (H)
- Milestones
- Accapiance of Lucas
• Retentions

4. Cash Row - Time Value Df money
Best payment lenns (ran a lime value o(
money perepsdhe & v.ilhii 0.B9 % of best
payment ternis
Wtthki 1 to 1.99 % of the test payment
tsjms
Within Z to 2.99 % of the best payment

Within 3 to 3.6914 of the best payment
terms

_ j ^ of the best payment
tar.—1""

i payment

jjvfihin 6 %-7.S9 % of the bes^mien!

S.-B.39Softhebestf
Within 1D ^ ^ i ? 9 % of Ihe best
teros ^ ^ ^
Within 12 %- i iS5So(tha best

> 13 % of bsst payme

2013/12/06 11:47 AM

^

10

9

8

7

6

5

4

3

2

1
0

Ik.

JnacDalec
tOO¥i<C5ic100.VC5tt

N
iBHdsr5:».

A
:,-JEti<Sdsr'6;:
Unesralgti^

103J6C&O

A

UnescdalKi

100%CO^O

Ik
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Annexure A - Detailed Scoring Criteria and Allocated Points - Contractual Compliance

. aco.>"ci^"rtDojirte&: .vsuva's*:ioosTcoS
Ganars] SrSomatian i Jy comptoted (RFP

Provided AUDfTED ir mial sWeaierrts fer
5 2 the past 3 years

Provided AUDITED S; *d* stsfensnlt fcr
5 3 quartwa thsrosfisf

Provided 1E!M1 tetinj report torn current
barfca- (Ftteh or eqi> ifad) S adsquecy

Praikted s
5J n d n 33. c) & ad- ji=y there*

025
i

0

0

025

0.25

025

D

0

025

025

025

0

0

0

125

025

0

0

025

025

0

0

0 2 5

O2S

025

0

025

025

025

0

0

025

025

proposed Bnsndng s u c h n on buy octal
5.S (ftFP s-cKan 33 - 1 I a*squi=y thereof

PrcwdMi comfony »-. Jty stnrtim
(HDldJrig conpany s; i subsidariesXRFP

5 7 section 3B - $ & BC yncy Biereof
ProJdtd company : at structure (HoidJno
company snd tubs'; arieiXRFP vrilnn

5.fi 38 -1) 4 adequacy .lawf
PmidMf htdtjlriB st -I

5.10

5.11

S.1Z

PrcrJdid Insurance ratagy (SFPsecSai
33 - Q) & idu^scy tendt
PrrJdri ia stetrc. pFP section 3H - hi
& ad«f.-2ey tliercrf
CmhSnyrnoddaiquaSely provided 0
«eetaj 3 C) A^^^ft.
Pinidal"SenslU«i7 A n e l y s S a S S a T J ' S

0.25

5.21

123
5.24
5.25

Fwed pricing exdL. ng escdsttara cflfcred
His), prĉ istoTii sd'*' ̂ ratdy complcied
(isdlai2'dain 1
R-fsrencca adeqcra
Design l~& panun ?* A ofeircd ade^usAs

(ret !en than 30 j are)
Fbst AvaJlabJBty t^jet accepted
FI«tRdJs=iEtyto:5

5.2S Tellns & cxnimb- olrfno letmi nsespted

558 Risk, TIUB i p=yrr rf pracesj stapled
5L29 Ddq & ealy i^C-iy »glma accepted
EJO Preposssl wan air,' figlm* acceplai

5J1
SJXZ
IS

5,35
B.X
5.37
5.38
5.39

I? ciausts eccap-. i
CtrtractcfcWKt clausei accepted
Spares, chanoe o t «pae» & boll
douses icceptsd

d

Wsnriiy dous« jrapied
Fctct mtjHi dsu a accepted
Dispute luduKcr i cnritfcrtteKy dsuSB

Mrt«« ' '
I.Tend r̂crs are c jjuatcd based on trrefr Inrtlaf response la the tender
Z If ttsi* was d i fcatltn sed lo Bit tendererbraquut any ollht abme, thetendi
3. TTia WenUon c

0.25

025

rVa
025
025
025
025
025
02?

O2S

0 2 5
025

025
025
025

0.25 '
025
025
0.25
025

0 2 5
025
025

025
025

0 ! •
0

025
0 2 5

rfa
025
025
025
025
025
025

025

0.25
02?

025- •
025
025

025
. 025

025
025
025

025
025
C.25

025
025
025
025
025
025

n/a
025
025

• 0.25
025
025
02?

0.25

025
02?

0
' 025

025

025
0
0
0
0

0
0.25
025

0
025

0
0
0

025

n/n

025

Jd t«v» fatled to comply frsl Cme Iherefcra they ore rated reio
tl csaliinlion ty pmirrj tdeq jat», requestsd InJbtmsScn right
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0.25
8.2*

025
0.25
025

0.25
0

025
025
0.25

0.25
0.25
025

025
025

S
Q

025
0.25

025

025

025

Q25

025

n/a
"025 •
025
025
025

025

025

025
025
025

025
0.25
025
025
0.25

•25
025
025

025
025
025

0
025
025

025

0.25

025

0.25

025

rta
025
025
025
0.25
025
0.25

025

025
02?

0.25
025
025

0.25
0
0

025
0.25

025
0.25
025

025
025

0
0

025
025

0.25
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025
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025
A t2£|
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Annexure A

Detailed Scoring Criteria and Allocated Points

Financial Stability:

p8^^

7.1 Told UaUBa^JTcbl Ecfjfty+Told Uafcfflies

21% to 30%

31% ID 40%

41% to 50%

gggSSife^Tr1 • • ? f ' - 1 '
>70&

Score:

5
4
3
2

B5SZ
D

, ; • • £ <

•>£$&*.

0

;-

i
• ^ as*

D 0 0

sgasait
k

1

Carail Assds \5 OiTEfi Uatfflss

7 - 9 . 8 3 ) ^ .

7.4 Crafl retings of the U t o (9ar*ef isSKg gusate)

B rating

EtaSng
Friitj
Scare
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J1
ZE1
i1

5
4
3

t i
<t1
SCOB

1
0

1 1

A

0.S4

D 1 1

i

D 1

V j \
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Annexure A

Detailed Scoring Ciiteria and Allocated Points

Financial Stability;

ROE

Grater thai 4c«

Between 5» 41S9S

Scon:

ROA

7.7 EBroHrf Rnarcc Chafes

IffTERBT COVER

MMfflim R 4C0ffft??!i jenar -ed

l cash s=isr BJ

Mlrtmtro R1D0m cash tener led.

• • s i *
Mtobium R 5Cni cash jsr.a

w^ 1

Total scan

Rnsl Score

final score would fcs tbtemi:, id by

JS-

-nr

5.32

I2g»3g! 1283373183

SSW0J25?«l

979

3?estBrftian2!Ht

Belweai 1554 & 19.BS%

Betwcci1CK& 14.93%

Betwew S% & 9.3Sft

Uuttan2%

Scat:

5

A

3

2

• • /

1

r\

z

*'

1

\ 1

1

L 1

2

/ \

1| 1

A i

24.00 18.00/y 23.D0 i 13.00

I 3.00) > ^50t
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ANNEXURI B

The table belc .v Indicates the Items that were added or deducted to the base price as
submitted by tie bidders in order to normalise the price of the locomotive for evsuation
purposes.

SlilpV of 2 DA= E^fc? Uitt

C Wbrrtutfca fcrfjrteju.—: P n m l

ia> B « t S « i mi Softon

rf H7/W:? c d

of BD? srai obing

'rvsfcrmcr Kjcrt: c i o * l

Abkibn iwjurementi

MdlbruJ hats MT«*=tbfl/!-._• an

7*2541 J I O U

t

ToUt «djt«li;miit to bwc -, at laWOOt 12S31I7 3 US 741

^ d on the price? Uat they quo»- i A* i mufc no
pt£e b evaiattw purposes w*j i d

wth CK technol u n (fn*c: '. mtrvj, tJw pKrrftUnng Mi ECP/WCP:
HH • m u n j f nr îir^fTr^ f^f the fpu^J^^'-sts ano af tenoeitA ha^ couVmca hi i
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Ihb t*n boed on tSe^ ^ F « C » wd tie C3-'
CSR csiAnaltan to the eirty q-Jeabnt rdo->

^ t b d aq tht p i u Uuft they quo'
^ d

:•- i Hun), CTia (nrvenong c4 B*fV*GP
am and al Usndtata h*v« cn/Anxd h
Tifad wMt ths noutemeot. k wa»
.Jcdthai ' " • •
I p-ifo-ci. WXh lejwj to ttw
wdnejf wt*i the txxrptn* rf

;-* bwc prta. 1 Wai oancLded ftJt
t n d aad mt UM pnnttmhg m i .
?iDftied. FHdb »knk Wfcaterf tjwt the
^ the pnntbnho Kid not th«
lAxt iemAno

ilten^crea nciOed tM cxpthrtenfkmr^tncTefaicKtt

U teAdoca n d a e d LM tun Vi DKt osse p( -"ocefC tat tendew 1 *nd 3, ttoeJoic
CBtt0ftuxi£rerl*nd3.

I tutik»u»«ajocd tt* t c p- i enxft ft* tenderer J «nd 7,1

U tcaiftfea t A a e d n « lent n
•Id U Urn Ctsi B

x Msa pr • ettept for tvdunr 3 aad S, tlr"

U t
3> tin cart ef trndenrJ.

3 nww*l • HOTS

u tctJemi* nHona l u tan r

tKuad tn« ten h L-IW e t c ?< -B tacepc (orb

the tun n ^
tfvcfffa* add ta lSec=rt«ftwi(i=mi3 md

tasa ^ a eaCTyt ft

u tenkrus hausbd oik tent ft nwr ban ^ -t cttftpe far tMOerer 3, Uten.'ani a

1 300 041 2 U 2 S4«

3U0S0 S51BDD 7UZO0 MJ01Q
i S a t O O l 143191 C1U7 / \ »7J753 ^
V 1 SCCMM 7. H i 3711 * 1.310177 IMJ 753

" As ptfthctoc*nialt«»rt, thicvtCnwflpc tV bt eaccetL On chs 2nd Dec 2013#

l t a m i o n 2S>" 1 310 344 JO prorOad the B l̂t irt'eh wa uwJ to atu-:: itheuntprtg pel ben farthfcuptbo

. y

2013/12/061: :47 AM

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I0057-0367-0001-0217

TRANSNET-REF-BUNDLE-01265



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

i]
i]
ii
ii
•I

a 981

Annexure C

The table below indicates the standard delivery schedule used for the payment terms
evaluation.

April
May
June - ._ . . .
Juiy
August
September
October
November
December
January
February
March
Total locos delivered per year
Cumulative total locos delivered

A

65
65

10
11
11

11

n
11

10
10

11
11
11
11
11
11

•it? 11
11
11
11

10
10
11
11
11
11

«\ 1 1

11
11

n
n
i i

130
455

12
12
12
12
12
12
12
12
12
12
12
12

144
599
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AnnexureD

Summary and analysis of payment terms results

Deposit amount

The RFP and the clarity responses to the RFP stipulated the deposit amount to be R 300
million for batch 1 (65 locomotives).

Bidder 5 indicated based on their clarity response received that the R 300m upfront deposit
is applicable for the full fleet of 599 locomotives. &

Bidder 1 did not specify the R 300 million deposit amourj|||s"an initial upfront payment and
provided deposit percentages according to their owniequirecnents (refer to payment terms
summary). ^ ^

The other 3 bidders indicated that the R 300 m deposit upfront is applicable for batch i only
(which is what was required based on the RFP and the darity responseKtbgthe RFP).

The upfront deposit percentage (1.62%). is applicable for all bidders except'Bidder 1 and is
computed based on the R 300 m dpo^it divided by the contract price (standard price).

At face value it would appear that the.-Jfnpactr^n^PV would be the same for all bidders who
stipulated the 'R 300 m deposit amouni^wever^e^llocation of the upfront deposit for
the full fleet of 599 locomotives as opposetl.to 1±K|fij^Batph of 65 locomotives changes the
cash flow configuration when the ^

Where the R 300m paid is spread over the entifegteet the amount payable .for each
acceptance^Spcomotives will be equal over th&full fleet Whereas, if the R 300m paid is
spreactfoyerthe firstfBatch, the remaining amount payable for each acceptance of
locomotives will be significantly lower for year 1, thereby impacting positively on the NFY.

Deposit amount Batchl v R • Deposit per loco:

Batch ^

First

Full fleet

Difference

%. DeposlFamount

"S^p5& 000 000

R 300 000 000

No of
locomotives

65

599

Deposit amount per
loco

R 4 615 385

R 500 835

R 4 114 550

Difference in cash flow for loco acceptance In year 1 R 267 445 742.90

Therefore TFR Would pay this additional portion above in year 1 with the resulting effecc
equalising over the period of 599 delivery.

2013/12/0611:47 AM Page3£ of 40
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The differential is therefore a discounting impact for year 1 (higher NPV for TFR) compared
to the payment of the differential over the 559 period.

Accordingly although bidder 5 and bidder 7 have the same percentage payment terms
bidder 5 would have a higher NPV due to the impact'of the deposit of R 300m being
relevant for the entire fleet compared to bidder 7 whose R 300m deposit is payable for
batch 1 only.

Bidder land Bidder 3 have the highest NPVs which is reflective of their payment terms.
These bidders have requested significantiyhigh deposit amounts (Bidder 1 -24% and Bidder
3 -24.62%).

Based on the scoring criteria set these bidders are significantly penalised (Bidder 1 - 0 points
and Bidder 3 - 1 point).

)

• ]
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Annexure E

Reconciliation of price

The following table provides a reconciliation between the submitted bid prices to the final
evaluated prices, highlighting the impact of each change to the final price used for
evaluation:

Ptfce per ben as submtted by btidar

Add: Addraal terns to babnce bad to annexure F
Spamltoofrig
Engreemg support
Capial Spares
Consumables
Spares hobiig
SEttpcost
Insurance
Roundhg
Forex Hedgiig

S;, T'.Bidder 7 \\

30 955 000 34 380 DO0 ̂  39 906 949 31358 000 29 880 C-'.O

698720.. BO9 401.

&&»•

1821455^ 636007. 1165646
3762

491240
45302
27405

1253756

34 789

402918

198300

39 997

855648
7817

253334
8799

51

136953

538547

8150
15025

37 CJO

507 5 8

254 752

I
1 32 7764651 35016 0071 41D72595 \f\ 32 D56 72D U 306S9.'}9

Deduct Sdiedub B capial spares
Deduct Forex hedgiig .
Sub Total 1 (Price excluding inpact of hedging and escalatiof§l i;7\31505 349

AddDp&ns.

Su
itw

So^inducfed]

Impact of l l ias 'ng (foragn Krfran

Sub Total 3 (TotaTglce before TE adjustaejit)

Impact of not ushg TFSSfe^mah sutKontre^

Price used for evaluation ^

32J72350

19665B7.

34738937

-1905 514

-122648

'34B93 359

1262187

35155546

2040643

.33196188

-3480000

-19 114

41053481

3165748

\44219229

2082677

45301905

. \

32 056 720

1303 041

33359761

4731594

38091755

-23 96

30 665 -03

2122:46

32787^49

907 C 51

33 695 di

3 2 8 3 3 423 3 4 7 1 6 1 8 8 4 6 3 0 1 9 0 6 38 091755 33 695 0 30
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