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MEMORANDUM

whw, transnet.net

Yo:  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

0057-0367-0001-0002

PURPOSE:

1. The purpose of this memo is for the GCE to recommend the attached letter to the
Chalrman's Office for signature ta the Minlster of Finance,

BACKGROUND:

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

3. Transnet Is also requlred to notify the National Treasury of the acquisition in addition
to seeking approval from the Shareholder Minister, Transnet’s application and
notification was lodged with the respective ministers on 2 May 2013.

4, The National Treasury provided thelr response to Transnet on 31 October 2013
{attached for your ease of reference). Group Capital Integration and Assurance
(GCIA) received the Finance Minlster’s letter on 14 Januaty 2014, The request was
actioned Immediately to Frelght Rall for Input which was provided on 23 lanuary

2014,
DISCUSSION:

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

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

FINANCYAL IMPLICATIONS:

7. There are no financlal implications relating to thls memeo as it is a request to approve
a letter addressing concems to the Minlster of Finance.

BUDGET IMPLICATIONS:
8, Due to the reasons indicated above there are no budgetary implications relatin

this memo.
1
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APPROVALS AND DELEGATIONS:

9. The letter from the Minister of Finance is addressed ta 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 Finance. A copy of the letter - - S —
will also be provided to the Shareholder Minlster (Public Enterprises).

Recommended by

Anoj Singh_) .
Group Chief FInanclal Officer {
Date; e=ionlly, '

Recompended by:

v

Brian Molefe
Group Chlef Executive Officer
Date: //- 3. /e,

Approved by:

1064 Locomotive acquisition: Memo to GCE to send Letter to Finance Minister
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[DEPARTHENT OF PUBLIS ENTERPRISES)

SLIT 401, INFOTECH BUILDING -
ARGADIA STR 1980, HATFIELD 8083

2013 -0~ 3«

PRIVATE BAG X15
HATFIELD 0028

: PINANCE DEPARTMENT OF PUBLIC ENTERPRISES

MINIETRY:
MEPUGLIC OF EOUTHAFRICA

Peliaita Bag X118, Prataria, 0001, Tl 427 12 373 B011, Foaz 427 12 323 3262
PO Box 20, Cape Tuwn, 8000, Tol +27 21 454 6100, Fax; 427 2 461 7834
Watia! www ez ury govss, e-vell: minm prpgoYEl

Ref, 44/1/20 {1295/13)

Mr Mafika Mkwanazl
Chalperson of Lhe Board
Trananat SOC Ud

P O Box 72501
PARKVIEW

2122

Dear Kiv M\memk: ,

TRANENET'S APPLICATION IN TERIIS OF SECTION 54(2)(d) OF THE FUBLIC
FINANCE MANAGESENT ACT FOR THE ACQUISITION OF 1064 LOCOWMOTIVES
FOR TRANBNET FREIGHT RAIL'S GENERAL FREIGHT RUSINESS -

| have noled Trantnat's iftention to acquire 1064 locomolivea ovar the trast seven (7)
yenre at an estimaled cost of R38.6 bilkon, | am aware that the acquisition aims to
facllitsts the ramp up In volumes rarsporied from tha current 80 millon fons o 170
milion tons as snvisaged In the Markol Damand Strategy (MDS) which forms the
basls of Tranenst's 2013/14 Corporals Plan.

However, | am congamed that fhe profitetlity of the projact & highly dependent on
Trananats Ganersl Freight Business [GFB) being sble lo grow the volumes
lransported at amotnts above GDP growth ang tarifs charged af sbove CPL Faliure
to achiove thase ppliimistic growth figures would have an adverse effect on e
axpecied revenues and thus the profitability of the project.  Moreaver, patantial
fluctuations In the oporational coats could alaa stiversely affoct the pofitabliity of the

project

The success of the projoct entalls Tyrther capital expenditure, including tha puchase
of wagons and cther expansionary expanditure 18 neuned, Therafars, | will ba
sxpacting & further Section 54{2} disclosura on 8l the relevant wupital expenditure
ausoclated with the project  Furthermore, Tranane! must submit e detalled
Implemsntatioh plan demonstrafing how the above GDP growth volume incrensas
znd e above Inflation Yl increases enticpeted In the MDS will bo achleved
togathar with the possible mitigation efrelegies. In eddion, operational costs must
be monitored and rigorously controllsd thretighout the tfespen of the projed! to aveld
any cost escalations. .

Moreover, | have noted that, whermas Transhet ke cialming that increasing tocomotive
capadity and efficiency Wil lead to lower tarifs for customers; rafi Increaess in tatiifs

- emm -
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are In fact baing projected fo sustaln the projsct. Transnet must provide regular
femdback ty National Trezsury on thalr intistives to atirast awxtomers from reaed {0
ral,

———

I faok forwsed to the finalisation of the project efid request that Transnet submit
quartadly fesdhback to Hatfonal Treasury on the statits of tha acqusition and tha abave
mentioned related issuss,

| tsust that you will find the above to be in order.

—d e

d

Yours ssnmly

2 -z

Ly A

.. PRAVIN J GORDHAN

! MINISTER OF FINANCE

’ Dafs; 3o~ -0t

] co Mr MKN Gigaba, MP

Minister of Public Enlerprises
)
JZ_ } m i
!

l ?

. - 1

] | | ;

e = e vt #

-0367-0001-0005

TRANSNET-REF-BUNDLE-01053 -



- -~ TRANSNET-REF-BUNDLE-01054

Appendix40 770

IDMS REF

public enterprises DECISION MEMORANDUM
Department:

Puglic Enterprisas

REPUBLIC OF SOUTH AFRIGA (BEPARTIERT OF FUELIC ERIEEAES

SUIT 401, INFOTECH BUILRING
ARCADIA STR 1090, HATFIELD G083

T0 : MR. MALUSI GIGABA, MP 208 07~ 11
MINISTER OF PUBLIC ENTERPRISES
PRIVATE BAG X15
HATEIELD 6028
FROM  : MS.KGOMOTSO MODISE DEPARTHENT OF PUBLIC ENTERPRISES

DEPUTY DIRECTOR-GENERAL ;: TRANSPORT

FILEREF : te/MtNZR

s

158880

SUBJECT : TRANSNET PFMA APPLICATION FOR THE ACQUISITION OF 1064

LOCOMOTIVES

DATE : 13 JUNE 2013
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l Lotapha la Dikgwebg bsa Puso + Lefapha 1a Dikgwabo tsd Mmusd « UMnyango wezlnkampanl zlkaHulumeni « Muhasho wa Msbindu a
Muvhusa + Departement van Opgnbare Ondamamings » Kgoro ya Dlkigwebo isa Setshabs » Ndzawulo ya Mabhindzu ya Miumoe « UTlko
} IsTemabhizinlsl aHulumende - [Saba lazaMashishinl oMbuso

0057-0367-0001-0006

PURPOSE

To advise the Minister with regard to Transnet's application in terms of Section 54 cf the
Public Finance Management Act (Act No.1 of 1890 {FFMA)} for approval to invest R38,6
billion in the acquisition of 10684 locomotives for Transnet Freight Rail's (TFR) General
Freight Business (GFB) over the next seven years. Transnel’s original section 54
application Is attached hereto as Annexure “B". —3

To request Minlster lo sign the letter attached hereto as Annexure “A”, to the
Chalrperson of Transnet approving the application with conditions if in agreement of the
contents thereof,

SUMMARY
Transnet's 2013/14 Market Demand Sirategy (MDS) has projecied a 90mt -growth In

General Freight Business (GFB) valumes, i.L,. 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
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2.2
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2.8
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R301bn capifal programme to invest In GFB Infrastructure and rolling stock In order ta
increase capacity.

There has been no invesiment in GFB locomotives betwesn 1892 and 2008 and the
average age of {he currant GFB fleet of 1889 locomotives Is 32 years, whereas the design
life of a locomotive is 30 years. In addlﬂoh. 374 of these locomotives are expected to ba
written off over the next seven years; as these locomotives would have reached the full
life span and have become too expensiva to maintain.

In order to address the challenge of aging locomotives, which affects the delivery of MDS
valume demands, Transnet proposses {o invest approximately R38 billion In the acquisition
of 1084 locomatives (599 electric and 465 diesel) to enable TFR to deliver the MDS GFB
farget of 170mt by 2018/19. This will result in a posilive NPV and an increased refurn on
assets (ROA). It is also expected to lower the cost of dolng buslness by improving
operational efficlencles, crealing and preserving 28 000 direct and indirect jobs while

creating RB8 billion in economic impact through loca) supplier development. .

Further, the benefits of the acquisition include, inter alla, the creation of Transnet
Engineering's (TE's) localisation opportunities, sustainable development of the SA
locomotive production industry through consistent annual demand over the next seven
years, skilis development and job crealion, in achieving this, the strateglc role of TE es'a
catalyst in rall industrialisation will have o be clarified. This would be characterised by TE
playlng a role as a strateglc locallsation and supplier development agency for the rail and
ports industry as a whole.

In order to maximise the locallsation end transformation opportunities from this
acquisition, Transnet will apply a procuremeni strategy which Is geared towards
increasing the welghting of supplier development and Broad-Based Black Economic
Empowermant (B-BBBE). Through thls procurement strategy, Transnet could achleve as
much as 70% lecallsation from this procurement at a relalively small price premium, The
lavel of localisation targeted Is informed by the current capability of local suppliers and the
choica of components to be locallsed. The chaica of components to be localised is
dependent on the technologlcal complexify of the production of the component and the
etonomies of scale that can be dTrived in Iocalising that component.

Qverall, the delalied business case and éxp!anatory engagements with Transnet confirm
there is a need to replace the ageing locomotive fleet if the MDS strategy and 2013/14
Corporate Plan are to be realirsed. In view of the sirategic nature of the lccomotive
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) TRANéNET PFMA APPLICATION FOR THE ACQUISITION OF 1064 LOCOMOTIVES

] acquisition, the Depariment recommends that Minister approves Transnet's 1064
acquisition application. '

3. ANALYSIS AND FINDINGS

—_— e

3.1  Introduction

3.1.1 On the 2™ of May 2013, Transnet submitted a section 54 PFMA application for Minister to
approve the acquisition of 1064 locomotives that Is estimated o cost R38.6 billion. This
acquisition has been included in the overall MDS Investment and funding plans.

U—

3.1.2 The acquisition comprises of the procurement of 465 diesel and 599 electric locomotives

—1} by TFR over the next seven years aimed at replacing the cument aged fleet and
T supporting the MDS to ramp up GFB volumes from the current 81mt in 2013/14 to 170mt
1 by 2018/19.

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

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

diligence processes underiaken to safisfy ourselves as the sector unit regarding the

merits of the business case, There were two engagements betwean Transnet and the

] Department’s officials that fook place since submission of the business case as part of the
due diligence process,

3.2 Buslness need and flect requirements
] 3.3.1 As part of the road to ralil Initiative, TFR has committed to grow iis total valumes from the
jL} J ) current 208 mtpa to 350 mtpa by 2019, Rall currently only has a market share of 11,5% in
i B respact of tonnes freighted and 28% In respect of tonne-km frelghted TFR growth in GFB
volumes Is expected fo Increase from the current 40% of total volumes lo 498% by
2018/19. The majority of the growth in GFB demand will be generated by rail-friendly bulk
1 commodities that need {o ba 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 contalner-based commodities for which existing demand moves on
road, is also expected to shift to rail.

3.2.2 Inorder fo achieve these MDS targets, TFR has planned 1o Invest a total of R184bn over
the seven year period. !Of the R184bn, R143bn has been allocated to the GFB busim:ass
which has been historically plagued with inefficiencles. These Inefficiencies have to a
large degree been caused by the use of an aged locomotive flest.

e

et
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TRANSNET PFMA AFPPLICATION FOR THE ACQUISITION OF 1084 LOCOMOTIVES

Due o the lack of investment in GFB rolling stock in the past, TFR has suffered higher
faults per million kilometres, lower gross fonne kilometres, and substantially higher
maintenance costs. This has decreased customer satisfaction, leading to a shift from raill
fo road.

The average economic design life of 3 focomotive is 30 years and TFR's current
locomotive fleet Is 32 years old. There have been no new Ipcomotive acquisitions
between 1992 and 2008, untll the GFB fleet was augmented with 50 “ike new” diesels,
143 diesels and 95 electrics. Life extension of the current fleet has resuited in high
malntenance casts and difficulty In obtaining replacement parts.

TFR's current locomotive fleet plan indicates that the fleet complement will decline from’
1889 In 2014 to 1592 by 2019, a further reduclion to 50% of the fiset in ten years and a
totally retired fleet in twenly years. If this Is not addressed, TFR wilt only be able to
transporl 85 mipa by 2019, which will be 85 mipa short of its MDS target.

Proposed solution

To meet the fleet raquirements necassary to support the MDS volumes, TFER needs t¢
procure 1064 new locomotives with buill-in flexibility In the procurement contract
account for demand fluctuations and operational efficiencles. This will enable ' .+
appropriats timing of the delivery of locomotive requirements.

Volumes vs, Locomotive capacity

VOLUMES (PER NET TONNE)
| 2013714 201a/15 2015/16 2016/17 2017/i8  2018/19 |
Existing fleet 83 82 100 106 02 85
1064 lacomotives 1 7 21 41 .60 7
Volume shortfal 7 15 6 4 3 8
MDS target 91 104 127 151 .161 170

The first line on the lable above reflects milllon tonne volume capaciy provided by the |

exisling flset over the remaining original MDS perlod, the second lina 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 [imitatlons in
locomotive caTaciiy.

The shortfall will be mifigated by Increésfng locomotive optimisation, which entailé
improved rolling stock utilisetion planning and execufion. The total revenue shortfall In the
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TRANSNET PFMA APPLICATION FOR THE ACQUISITION OF 1064 LOCOMOTIVES

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

utilised, stands at R73 billlon during the periad 2013 {14 to 2018/19.

A further benefit of the acquisition will be increased standardisation of the fleef which will

lead to resolving both operational and maintenance difficulies such as training drivers,
planning route design,s and malintaining locomotives. The proposed dless! locomotives
can operate over most of the nelwork with notable exception of long tunnels. Current
single voltage electric locomotives are confined according to the current eleclified
network. This imposes operational inefficiencies due te the traction changes. The new
electric locomeotives will be dual voltage, eliminating the need to change tractive power
and enabling trains o bypass operational yards - thereby increasing efficiencles.

The graph below refiects the proposed locomotives dslivery schedule. Based on this
proposed scheduls, in the first two years, priority will be glven to diesel locomotives and
from the third year onwards, electric locomotives will be accelerated. Due to the cunent
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

TRANSNET-REE-BUNDLE-01058

Locomotive Delivery Schedula
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Impact on TE

TE will be gignificantly impacted by the procurement of the 1084 locomotives, shlftiné'
from a maintenance-oriented organisation with relatively smalier builds to a manufacturing
oriented organisation. The new deployment plan will alse significantly aller the way TE
operates as the new locomotives would have added featurss that will reduce malntenancs
an'd Increase reliability. The positioning of TE as a manufacturlnd entity with ons or more

OEMs will be influenced by the procurement as ardiculated in the RFP.
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TRANSNET PFMA APPLICATION FOR THE ACQUISITION ¢ F 1064 LOCOMOTIVES

3.4.2 Ris recognised that the role of TE in the locomotiv | procurement will be determined once
bids have been recsived, relevant OEMs engag-d with and the ultimate procurement
contract entered info, However, the Depariment’s  bjeclive is that TE becomes a rail and
ports manufacturing powerhouse for Africa. The D+ pariment Is locking to position TEas a
strategle localisation and supplier development ag- ney for the rall and ports industry as a
whola.

3.4.3 In order for this fo become a reality, It is necess-f"ry to provide TE with a base-load of
work to build strategic capabiiifies, whilst also enz sring thal it becomes cost competitive,

relative role versus that of the private sector ar | consequenily a description of these
5 respective rolss. TE should also detail its locor afive supply chaln strategy to specify
)A what Is being Imporied, what it is producing, what | ; being outsourced to the private sector
and the broad conditions assoclated with outso reing that will result in a competitive
national industry. Such conditions may Include | dustry competitiveness benchmarking,
investment In plant and skills and the requireme: t that the Industry masters quality and
lean manufacturing disciplines as part of the | ng-term contract. The Department is
partfcularly interasted in the localisation sirategy flowlng frem the procurament and the

-
|

rale of TE in the strategy for the following stra agic components: traction convertor,
traction moter, dlesel engine, bogies, elactric: | systems, management system an;i

control system.

T .

3.5 Project strategie fIt

3.5.1 The investment In growing GFB velumes is ant slpated fo make business sense, as it
lowers the cost of doing business and accelera: 3s a modal shift from road to rail, The
majority (85%) of the growth In GFB dema d is generated by: rail-friandly bu_'lk
commoedities that nead lo bs transported ove long distances such as manganes;é,
magnetite, and domestic Iron ore; bulk commod ies with specific demand, requiremen'ié
such as coal needed for Eskom's power station :; and contalner-based ‘commodities for
which existing demand moves on road and will st. it to rail.

o .
pu

W,

— — e

3.5.2 In additlon, the MDS promises to promota localis: lion, transfonnatiog and empowerment,
The following locallsation and transformation initi: tivas are proposed: _
« International suppliers to transfer knowledge & 1d experiise to up-skill local suppllers "
« On-theob training and apprenticeshlps to bs : uiltinto internalic%nal supplier contracts
« Provision of jobs and procuremsnt opportur ties to rural areas where facililes are

.
4

-

located
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l _ » Assistanca to be provided to businesses will serve to foster innovafion and create jobs

! ] » R4,2bn expected to be spent over the next 7 years on smali'bus!ness promotion

] s Collaboration with suppliers to mest Goavernment's transformation and empowerment

: i objectives, |

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

. ; localisation, there is a lack of detall on how Transnet intends {o create the modal shift.
- Elements of a specific modal shift stralegy that involve corridor analysls and other

1 business model planning is facking and nseds to be addressed. A condition pertaining to

the above is therefore included in the letter attached herelo as "Annexure A,

3.8 Flnancial analysis

: —‘?‘\} _ 3.6.1 From a financlal perspective, the key value propositions of this project includs:

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

g CPH2%) :
3.6.1.2 A positive Net Present Value (NPV): The NPV is a financial calculation used to deterrnin"e

i the profitability of the project in today’s Rand terms. The NPV Is calculated by discounting
future cash flows based on the Weighted Averaga Cost of Capital (WACC), to determine
! what these cash flows are worth today, Jass than ths infal investment. If the difference is
| positive, the invesiment should be made. If the difference is negative, it means that the
project js destroying value.
| 3.8.1.3 Enhanced Return an Assets (ROA)

. 36.2 Since TFR Is an integrated business, i.e. some assets and corporate services are shared
f between the Business Units, the NFV calculation In the business case was based on TFR

as a whole rather than the project itseif.

t
- 3.6.3 The business case was bulli on fwo scenarios as highlighted below:

? 3.6.3.1 The "do nothing" scenario
J The MDS Is premised on Transnet's ability to generate cash flows intemally in order to

fund 2/3 of the R307bn CAPEX programmie. Based on TFR's current Locomotive Fleat

y J Plan, the number of locomotives In the GFB fleet will dacline from 1889 in 2014 to 1592
) by 2019. If this run-out Is not addressed, TFR would only have capacity to fransport 85

I mlllion tonnes in 2018, representing a cumulative revenue shorifall versus the MDS pla.r'l
1 of R73 billion over this peried. The impact of this revenue shortfall would lead 1o failure of
’ f tha MDS. i

! - Gonfidential - PageT of 13
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TRANSNET PFMA APPLICATION FOR THE ACQUISITION OF 10684 LOCOMOTIVES

3.6.3.2 The new locomoltive procurement seenarlo

TFR supports its planned volume ramp-up through investment In new locomotives to
replace the current aged flest. Procuring 1064 new locomotives betwsen 2013/14 and
2018/19 would have a positive NPV of R2.7 blllion {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
hurdie rate is higher than the WACC rate because it factors in additional project spectfic
risks.

The 1084 locomotives are expected to cost R38.6bn in total, assuming that the current

-~ exchange rates pravall, the amount comprises 465 diesel locomotives at an average price

of R25 million each and 599 electric Jocomatives at approximately R34 million each.
These estimated prices include a 2% locallsation premium. Electrie focomofives are
Initially more expensive to purchasse, primarly as a result of significanily higher
development costs as more cusfomisation is required than In the case of diesels.
Howaver, running costs are lower for eleclric locomotives, making them less costly in the
long run,

in addition {o the project cost of RIBSbn, assoclated capital costs will be spent 6n
wagons and infrastructure through separate projects, to an approximate amount of
R17.5bn and R26.5bn raspeclively, to complement the additional locomotives.

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
externally. Similarly, the locomotive plan of R38.,6 billion will be funded from intemally
generafsd funds (two thirds) and the balance of R13 hilllon from external sources {one
third).

Payment arrangements of locomotives will be carried out as follows: 80% on dellvery arid
10% on acceplance.

lj J 3.7 Operational rediness and infrastructure
3.7.1 TFR will require an additional 3 065 drivers in order to operate the additional locomotives.

l'= ] 3.7.2 In response to this challenge, TFR has now changed s mandatory Refresher Tralnirig'

OJ-OBG?-OOOI-OOIS

However, it only has capagity to traln an average 500 drivers per year and, at its peak in
2015-2016, TFR will require an additional 791 drivers; this is emanating from shortage of
train drivers. Over ths MDS period, TFR will have a shortfall of 528 drivers.

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

- Confidential . Page 8of 13
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Training time has been reduced from 22 days to 6 days. This will effectively free up
capacily at the School for additional training of new recruits, TFR will need to start training
new drivers immediatsly to close the driver shortfall before the peak demand peried in-

2015M6.

3.7.3 Sustaining and expanding invesiment In infrastructure and other key projects within the
system will be critical to support MDS delivery and thus TFR will also invest In projecls to
sustaln and expand Its rail network capacity. The stralegy pursued by TFR over {he ©-
year planning horizon covers two key strategic focus areas to enable volums growth and
systemically improve the safely of opearstions l.e expand infraslructure, create capafciiy
ahead of demand and Sustain exisling Infrastructure through accelerated maintenance

{

programmes,

3.8 RISKS
A summaty of key risks repotted by the SOC and those identified by the shareholder is

oullined below. Annexure “C” sets out the full risk analysls conducted for on the

application.

3.8.1 Critical Skills Attraction and Retention
The ability to atiract, develop and retain critical skills could affect the delivery and

operatian of the new fleet including the plan to transform TE inta a manufacturing ariented
company. Therefore, Transnet should outline Its proposad human resource plan indicating
how TE and TFR will aitracl and retaln critical skills while ensuring the development and
aempowerment of previously disadvantaged groups.

3.8.2 Energy supply
There Is a risk that Transnet could be left with non-aperationa! assets given that the

electric locomolives would require sustainable energy supply to operate optimally. The
current energy reserve marging are fight and with the challenges faced on the
construction of power stations by Eskom, there may be a need {o prioritise the acquisition

of dlese! locomotives In tha short-term period.

3.8.3 Contract Risk ,
Transnet could suffer losses caused by poor confractor performance or the paor

performance of locomoiives upon delivery and as such requires adequate protection
against tha possibility of this significant risk. However, the Department is concemed that
protection could be achieved in & manner that undermines govermment’s efforts to drive
small enterprise development or support through projscts similar to this one. Therefore,

-~ Confidential - Pags90of13

0057-0367-0001-0014



I 3.8.4

SN AR AR A4 NN
—

|
1
+
-—

-
..“1.4-

e

3.8.5

Fo

— "
vt

3.8.6

et 4 e, - 1
— ——

——

Ll 3.8.7
|
l » ) 3.8.

3.8.1

ll ' 3.9.2
)
B

OCI7-0367-0001-0015

TRANSNET-REF-BUNDLE-01063. ..

779

= TRANSNET PFMA APPLICATION FOR THE ACQUISITION OF 1084 1.OCO! IQTIVES

Transnet should outllne how it plans to achleve a balanca betv 3en sustainable small

medium enterprise support/development and the need to indem: ify the company from

risks arising from supplier or product performance.

Preservation and Growth of Sharsholder Value

There is a risk that govemment may miss an opporiunity to le erage the capabilities
passessed by other state-owned companles In executing this projsct. Denel in particular
possesses advanced manufacturing capabiliies that could be le2raged lo support the
project and to gradually develop TE's manufacturing capabilit.. Therafore, Transnet
should be encouraged to explore-Denel's capabilities as-they ¢uld present efficiency
gains.

Fraud risk

Fraud risk is inherent in any procurement procass. However, in a ¢ oject of this magnitude
a reallsation of this risk would significantly erede value and could Jamage the reputation
of the SOC and thal of the Sharsholder. Therefore, the Siareholder should be
immediately notified of any fraudulent incidents above R5 million - o that the cases could
be referred to and be cverssen by the government's Anti-Corrupti sn Task Team which Is
led by Nalional Treasury.

Effactiveness and Efficiency of Project Delivery

There s a risk of profect cost averrun and projeci delay which cc iid be triggered by key
factors such as labour uprest, fluctuations In purchase price and foreign exchanga
fluctuations.

Volurnes shoertfall

The MDS Is based on a nuhber of economic assumpfions. If the ‘3 are material changés
in the economic assumptions and the expected volumes do not - aterfalise, the project's
viability will ba under threat. '

Procurement Strategy

The procurement of rolling stock snd in particular the 1064 locon 35\{95 provide Transnet
and the country a unique opportunity to strategically re-position {18 rolling stock Industry
for both localised assembly and loc¢alised manufacture of compon -nt parts,

The procurement strategy, which Informed the RFPs, focuses an Broad Based Black
economic empowearment and Is all inglusive, has the potentlal for reating employment on

« Confidentia! - Page 10ef 13
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a large scale; and includes the local conlent percentages as detalled In the National
Treasury Instruction Nots Issued on the 16th of July 2012, which highlights a local content
percantage of 55% for diesel and 60% for electric locomotives.

The expected economiss of scale In purchasing 1064 locomotives are sufficiently large so
as to create localisation opporiunitiss that could Increase the psrcentage of locallsation
above these minimum thresholds at a low additional price premium. The sxtent fo which
localisation can be achleved is calculated on a component by component basis as each
component that Is currently not localised requires a specific business case and strategy {0
be localised. The two main factors thal increase the cost of localisafion are technological
complexity in the production process and the need for high production volumes 1o make

the production runs cost-efficlent.

Based on a component by component analysis, it has been established that Transnet
could achieve a high level of localisation at relatively low prica premiums. For diesel and
electric focomotives, focalisation of 70% and 77% respecfively could be achleved at an
average price premium of less than 2%. This price premium is calculated as the average
‘price premium paid for a focomolive — ie., including some items with no price premium
and olhers such as engine assembly with an estimated 8% prica premium. This 2%
localisation premium is expected to yleld an economic impact of R78 billion for South

Africa.

In driving thls localisation and transfarmation objectives, Transnet has formuiated a tender
evaluation methodology that Increases the weighted scoring for suppller davelopment and
Broad-Based Black Economic Empowerment (B-BBEE), i.e. the 60/20/20 approach, 60%
for prico, 20% for supplier development and 20% for B-BREE. This appraach to
localisation targets is expected to create 30% greater total economic benefit than that of
the traditional 90/40 approach which is required by the PPPFA, 90% being price and 10%
B-BEE. The 1064 procurement has been granted exempllen from the Preferential
Procurement Policy Framework Act (PPPFA) and thereby allows Transnet to apply the

60/20/20 approach.
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FINANCIAL IMPLICATIONS

None for the Dspartment

CONSULTATION/PROJECT TEAM .

Martin Malapane, Clive Selwadi, Neelesh Amz'das.

RECOMMENDATION - - - e

Itis recommended that the Minister takes note of the following;

Based on the abova analysis and engagemer is with Transnet, the fulfiinent on the MDS
is highly dependent on a locomofive replacem: :nt plan.

The acquisition of the 1064 lacomotives will r=sult 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%.

in ensuring that maximum localisation and transformation benefits ars derived from this
acquisition, Transnet will apply a procuremen! strategy that is geared towards increasing
the weighting of supplier development and B8-F'BBE.

Through this procurement strategy, Transnet sould achieve as much as 70% localisation
from the acquisition of the 1084 locomotives &1 a relatively small price pramium of 2%.

It is recommended that the Minister approves the acquisition of the 1064 locomotives with
tha condition that Transnet provides the Depza tment with the following:

Clarity with regard fo TE's relafive role versus that of the private sector, inciuding the
description of these respective roles; :
TE’s locomotive supply chain strategy which ! lustrates what is being imported, what TE is
producing, what is being outsourced to tha private seclor and the broad conditions
assoclated with outsourcing which will result i.1a compatitive national Industry, ‘
A locallsation strategy flowing from the srocurement and the role of TE In the
strategy for the following strategic compcnents: fraction convertor, traction motor,
dlesel engine, bogles, electrical syste:ins, management S&stam and control
system,

it is recommended that the Minister signs the letter (Annexura A) to the Chainman of
Transnet if in agreemant with the contents th=reof.
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Memorandum prapared by:

e

¢P-
BION HAROLD

D: TRANSPORT
DATE: 13/ 06[20i3

REVIEWWED AND SUPPORTED:

I s

FEMIDA MAHOMED
CD: STRATEGIC
PARTNERSHIPS

ACD: TRANSPORT

DATE: [ 5 /@5’ /ZO |3~ DATE: {3 ot |01

G/ =7

MELANCHTON MAKOBE

CD: LGRT
DATE: {306 2913

EDWIN BESA
ACTING DDG : TRANSPORT

DATE: | [77,5;/;3

RECONMENDED / NOT-REEOIWENDED -GGMMERTS

\. .
MS. MATSIETSI MOKHOLO
ACTING DIRECTOR-GENERAL
DATE: U]o"7[213

t

APPRQVE?;} NOT APPROVED / COMMENTS
1B oo thats then’lt be Avir-uddey
ggym ord_wstses ou Hlsd

MR. MALUSI GIGRHA, MP

MINISTER
DATE: 2013 fos[az

f)m{n RS,

RECOMMENDED / NOT RECOMMENDED / COMMENTS

MR. BULELANI GRATITUDE
MAGWANISHE, MP
DEPUTY MINISTER

DATE:

0057-0367-0001-0018

= Configential - Page 13 0f13



0057'367-0001-0019

H

RANSNE F-REF=BUNDLE-01067—

Appendix 41 783

N : .
Xy public enterprises

gi\; gsg!?cngfﬁgfpﬁses

REPUBLIC OF SOUTH AFRICA

Public Finance and Management Act (PFMA) Section =4
Questionnaire for inclusion In Rolling Stack Acquisiticn

""" Programme

Rolling Stock Acquisition Programme

The PFMA Section 54 Applications submitted by Transnet should addrass the
following questions in order to secure approval for the appilcation:

Note: All questions fisted below are relevant over the perlod of the MDS and beyond,
All data requested must be provided for each year of the MDS in Excel forrat on a

CD as part of the application for the purpose of analysis, The underlying ass miption
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 co:itext of
total national dernand and that of Transnet's existing customer demaad over
the period of the MDS and beyond Le. what demand is the MDS add: essing?
This must be clarified. |

3. Market (commodity) trends, drivers of growth and economic impat, This
should include an ecenomic Impact analysis (simple extrapolation of historical
time series should be avolded as far as possible)

4, Commedities; (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 rallable commodities at the end of MDS and b:yond;



0057-0367-0001-0020

2.

—— — - ———FRANSNET-REF-BUNDEE-01068—

784

TFR’'s current share of total market for railable commodities;

TFR’s share of total market at the end of MDS and beyond;

Current modal split i.e. road, rail and pipelines for all commoditles;

Expected modal split I.e, road, rail and pipelines for all commoditles at

the end of MDS and beayond;

g. Ideal modal split i.e. road , rail and pipelines for all commoditles at the
end of MDS and beyond; '

-~ paop

. Key assumptions underplnning the increase in rails share and other key

success factors or enablers to gain market share;

. Key risks and/or threats to achieving Increase in rail market share;
. All commodities should be presented in the framework of the BCG matrix, ie

diamonds, rising stars, dogs etc, This should be accompanied by revenues In
rand value and a percentage (%) of total revenue.

Fleet Analysis

. A full breakdown of the existing wagon and locomotive figet in terms of:

a. Category;
b.  Number of units (l.e. number of wagon and locomotives respactively);
¢.  Purpose (commodity type used);

d. Utillsation;

. A full breakdown of the MDS rolling stock acquisition programm= (procured

wagons and locomotive fleet over the period of the MDS) In terms of:

a. Category;

b.  Number of units (L.e. number of wagon and locomotives respactively);
c.  Purpose {commodity type used);

d. Expected utilisation;

. A full breakdown of the tatal wagan and locomotive fleet post MDS in terms

of:

a. Category;

b,  Number of units (l.e. number of wagon and locomotives respectively);
€. Purpose (commodity type used);

d.  Expected Utiisation; |
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3.

4.

5.

4.

Qperational philosophy

. What is the current operationai philosophy of the General Freight Business in

tha context of rolling stock and how will it charge during or after the
acquisition of the rolling stock Identified In the MDS p:ogramme If at all?
Before acquisition what can be done through efficiercy gains to improve the
performance of rolling stock particularly In the GFB b siness.,

Identify opportunities for private sector participatior in the current market.
How will they be addressed by the MDS acquisition pragramme? These should
be discussed in the context of operational philosophy ind funding. ~
What is the trade-off between the acquisition of rollir 3 stock and Jocomotives
with respect to Improvements In efficiency of the exiziing fleet, Private sector
participation in rolling stock and fixed infrastruciure solutions such as
consolidation terminals? How does this impact on the quantum of investment
required to achleve the desired customer service leve's and volumes over the
MDS period. A sensltivity of the quantum of Investrm :nt should be discussed
given the varlous trade-offs. A quantitative and quatitative analysls should be
provided here,

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

seamlessly absorbed into its operations? Consideration mu -+t be given to training, re-
allocation of existing assets, maintenance fadiliies and ¢apbllity, etc.

Life Cycle Costs

It Is critical that Transnet procures so as to enhance the er terprise life cycle value of
capital assets procured. In doing 50, the objective must bz to get the best value for
money. Lowest capital cost can translate Into very kgh life cycle costs and
opportunity costs. Hence, lowest price is not necessarily t-2 cheapest c;ption. In the
case of the rolling stock acquisition — best value for money could mean a net present
value of the lifetime revenues from the locomobive (based ¢ n the income per ton of a

standard commodity) minus the capital and operational cos s of the locomotive using
a discount factor based on rellability rlsk.

How does Transnet plan to optimise the %nterprlse life cycie value of the rolling stock
to be procured? '

TRANSNEF-REF-BUNDLE-61069--
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Standardisation of technology {Diesels vs. Electrizs)

Higher standardisation leads to larger demand and [ower life cycle costs through
inter-operabllity, lower maintenance costs and less spe dalised skills. In addition, the
standardisation of components across locomotive technologies Increases economles
of scale for manufacturing and operations.

What is Transnet’s plan for standardlsation In the rolling stock acquisition?

Role of Transnet Rail Engineering
While it is recognised that Transnet Rall Engineering ("RE) has a role to play in the
manufacturing of locomotives and wagons, there are a number of potential problems
that may arise if this role is not cleatly defined and rigorously managed, and this may
impact negatively on the procurement.

In that regard, the PFMA application must include Transnet’s response to the
following in respect of the rofling stock pracurement:

A dear definition of the scope of TRE's Involvement Ir the rail manufacturing value
chain; ' -

The poilcies and processes that will be followed to ensure that if TRE is involved in a
competitive tender, it does not prejudice competitors to TRE in the private sector;
The mechanisms that will be used to ensure that th2 cost of TRE's services are
competitive, particularly when no competitive tender process is followed;

The mechanisms that will be used to ensure a level olaying field with the private
sector regarding contractual penalties and how acccuntability by both TRE and
Transnet Group Management will be enforced should TRE fail to deliver on its
contractual obligations; '

A mechanism to ensure that the maintenance of locomatives not assembled by TRE
will receive fair treatment by TRE or through the introduction of a different
maintenance provlder.'

Supplier Deveiopment Strategy

1t is imperative that the rolling stock acquisition Is inked dlrectly to Transnet’s
Supplier Development Plan,| Consequently, Trensiet must Identify specific
commodities within the rolling stock Industry for which the local supply could be
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increased and It must provide a coherent plan with targets for increasing the

E ] competitiveness, capacity and capability of this local supply base. Consideration must
} be glven to how suppliers will be managed and should include a range of Incentives
1 and penaltles for performance along the entire supply chaln.

8. Socio Economic Ohjectives

Tt is critical to integrate suppller development and BBBEE concerns Into every step of
5 the sourcing process from requirement definition through to contrect- close-out in R

order to optimise the many synergles between commercdial, supplier development
and transformation objectives.

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

g ] development conslderations will be Integrated throughout the sourcing cycle for the
rolling stock acquisition.

'; ] 1. How will the procurement drive Industrialization, job creation, locallzation, sklils
' l development and transformation? What Is the plan and assoclated targets In this
; l regard?
l ‘ l 2. What initiatives are being taken to enforce high levels of supplier effort — le. That
: ] the suppllers continucusly Improve on thelr performance and lower costs based
o on their fearning curves?
l f ! 3. From an industrialisation perspective, consldemﬁon must be given to the
T):j capability and capacity of the domestic locomotive manufacturing & sewi;e
l a I : industry to “absorb” a technology. Is Transnet taking into account the folfowing
areas in thelr supplier development evaluation criteria;
1
l _I a) Llocal content as % of total content through time;
- b) Value of the procurement spent In SA as % of total value through time;
IE‘ ; ] ¢) Investment in plant by suppliers;
. d) Technology transfers;
J! e} Skills development;

f} OEM sub-contractor development programs;

g) OEM and big sub-contractor small business development programs;
h) Export promotion / offsets,

0057-l67—0001-0023
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9. Risk Management

1. Piease provide a rsk management strategy specifically relating to the risks
associated with particularly the length and scale of the procurement.

10. Financial Analysis

The financial models must be provided in Excel format and included in the data CD.
The excef financial model must also include alf calculations so that the department
can conclude fts analysis without reverting to Transnet for rmore information

1. A detalled finandal model addressing the stendard requirements for
incremental capital expenditure;

2, The price sensitivity (tariff) of each commodity provided on an annuat basis.
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
an aggregate level on an annual basis;

4, The impact of total price sensitivity and volume sensitivity on the financial
model and financial indicators in bullet 1 above;

5. Provide linkages to all relevant Shareholder Compact indicators over the MDS
perfod including:
2. ROA;
b. Volumes;
c. Asset utilisation;
d. Service rellability,
e, Turnaround and cycle times;
f. Reliability and availability (TRE);

11. Shareholder Support |

1. Kindly specify the Shareholder support that may be required for the successful
Implement'a‘hon of the rolling stock procurement programme? 1
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MINISTER: FINANCE
REPUBLIC OF SOUTH AFRICA

Privata Bag X115, Pretora, 0001, Tel: +27 12 323 8511, Fax: +27 12 323 3262
PQ Box 29, Cope Town, 8000, Tel: +27 21 464 8100, Fax: +27 24 481 2934

RaF. M4/1/20 {921114)

Mr Malika Mkwanazi
Chairpersan of the Baard
Transnst SOC Lid

P O Box 72501
PARKVIEW

2122

Dear W M;._JA#&}J

TRANSNET'S APPLICATION IN TERMS OF SECTION 54{2)(d) OF THE PLBLIC
FINANCE MANAGEMENT ACT FOR THE ACQUISITION OF 100 DUAL VOL FAGE
LOCOMOTIVES FOR THE EXPORT COAL LINE

I refer to your letier dated 10 April 2044 with regards to the abovementioned matter.

{ note Tranansl's intentlon to acquire 100 dual vollage elactric locomeotives for ¥ oal
Export Lina at an estimated cast of R4.8 billlen. | understand that thls acquisitic ..t 1 18ase
128 [ocomolives from the Export Ceal Line to the General Freighl Business (G~8) to
mltigate against possible volume and revenue deflclis due to the delay In the 108 GFB
locomotive tender process,

However, Transnel's submission has limlled Information on the procurement strategy to be
adopted. The Nallonal Treasury requires reassurance that Transnel's prefesred accel -rated
corfinemenl procurement method was the most appropriste sbrategy glver the
circumstancas. In order to establlish this, Transnet must disclose the allamate supplie s that
were considered and evidence of how and why China South Rail {CSR} was selscled 1s the
prefammed supplier. In addllion, the fefllowing information would be heiphid {o ¢ ovide
assuranca thal the proposed pracurement siralegy complies with all lagislative requiferents:

1. Comprehensive analysis of the flve procurement options cons!dered by Transnet (50 out
to tender, Do nothing, Conline, Extend the current 20E contract for 86 CSR locom: dives,
and laasing);

2, Detailed evidence on how the confinemenl method was selactad as the prefarrad c ation;

3, Details of Transnel's current confract wilh CSR with emphasls on Iis compllanc 3 with
legislativa requirements such as the Prefarentlal Progurement Regulations ard the
Na“lional Industrial Parficipation Programme; and ‘
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4. Risk management plan to mitigale against all possiole risks that may derall the project.

t look forward to your assistance In providing the required information to enable en informed
declslon to be reached reparding the acquisition of the gcomotives.

I rust that you will find the above to be in order.

Yours sincarely

- e T L -"\-s
NHLANHLA M NENE, MP
MINISTER OF FINANCE

DATE: 291 (% /2. "

=’

cc Ms L Brown, MP
Minlsier of Public Enterprisas

e .IRANSNE~T=REE-BUN~DLE=OSLO?4—---..
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i
1 Our Ref No; LM/18192
] Mr Nhianhla Nene, MP
| Minister of Finance
‘ 'J Private Bag X115
" PRETORIA
l ] 000%
) I Fax: 012 315 5126
—" —_— e —— —— —_ e e
'l ] ~ Deaf Ministér Nene |
o~ Ref M4/1/20 (921/14): TRANSNET'S ACQUISITION OF 100 DUAL VOLTAGE
l }’7\" LOCOMOTIVES FOR THE EXPORT COAL LINE
1 _?';:-ffb
} ""“ Your letter with the above reference dated 29 September 2014 was recelved by Transnet
I ' ] and Transnet welcomes your correspondence In relation to the above transaction.
;
i This letter seeks to respond o the queries ralsed in your letter and provide some level of
] assurance that the thinking applied before entering into the transaction to acquire the
I | 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
B Included In the Market Demand Strategy arising from 2 business need,
' ‘ ] ‘I, Comprehensive analysis of five procurement options considered...’
i Delays were experienced In the tender process for the acquisition of the 1064 locomotives
due to the following:
: l » Aggressive timelines bullt into the tender, resulted [n requests for extensions and
I clarifications.
' Process 10 cbtain PPPFA exemption was lengthy and complicated
. t--‘.‘ 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 obtalned
\ » The extensions and clarlfications requested above had to be adequately addressed
with timeline extensions granted as a chaftenge to the award would Impact award of
! the contract .
l. . { » Transnet's appetite for a legal risk and challenge«wof the award Is minimal given the
tractive capacity requirements, we believe that the extended tender process mitigates
;- the legal and challenge of award risk.
I ;J The business need was first established which basically looked at the situation with the
h tender process for the acquisition of 1064 |locomotives for Freight Rail's General Freight
- Business (GFB). GFB volumes were at risk and the maln reason fot this wes a shorifall in
’ I tractive capacity. The fastest way to bring tractive capacity into the system given the
l i constraints in GFB is to accelerate the acquisition of locomotives planned for the Coal Line.
. ] l ! Transnet SOC Ltd tlton Centra P.0, Box 72501 \'.
. Regisiration Mumber 150 Commissioner  Parkview, Johannesburg a
. 1950/000300/30 Strest South Affica, 2122 1
| Johannesburg T 427 §1 308 3001 .
B | 2001 F +27 11 308 2638 . \.
% Dlractors: ME Miowanax! (Chatperson) B Vickefa® (Group Cried Ewecutiva) M4 Fanucchl ¥ Forbes HD Gazendam NP Mrasend H¥oos M Sharma i sama yevrn vanshetnel
l; I FTﬂlabablt DL Tshepe A Singh® (Group Chiaf Financlal Offcer) \\
Y
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]_ This would free up existing locomeotives on the Coal Une to service the GFB sector as an
. ] interim measure untll the 1064 contracts commence delivery, The cascaded locomotives
from the Coal Line will then be retired as the locomotives from the contracts of the 1064
]._ are brought into service. The 100 locomotives for the Caal Line are part of the fleet plan
: i and 7 year capital investment plan and were being accelerated, &t Is not an addition to the
fleet plan but an acceleration of the Investment.
1. The critical Jssue In this instance was one of timlng, basically fast tracking the Introduction
| of tractive capacity to mitigate against MDS volume risk in the short to medium term.
The 1064 |locomotive tender process was conducted at the same time, Indicating that
' Transnet had the benefit of recent submisslons from suppllers for purposes of compatison
} ? and Impraving our negotiating position,

There have been no objections or challenges ralsed to date thus no risk pertaining to
) , gommencement of production of the locomotives as all suppliers have accepted the
0T eclslon.
’ &r:"’ With timing being of crucial importance, the options considered were carefully explored,
- hoewever once a particular option was explored and proven to be unviable to address the
3 above cruclal need, it was discarded without any further analytics being performed.
i « Do nothing: This would clearly nat address the business needs as volume risk would
- still exist.
! = Go out on open tender: This approach would take cansiderable time to execute just
& the tender process. The objective of bringing tractive power on as soon as possible
to mitigate short to medium term MDS volume risk would not be met, This option
B was thus discarded due to the timeline constraint.
! « Extend current 20E contract for the 95 locomotive acquisition; The major reason for
B nat extending the 95 contract is that the locomatives for the Coal Line are of a
i different specification, Locomotive spedifiation Is a key component of any
] locomotive manufacturing contract, Changing specifications on an existing contract
will create significant complications and potentially a contract on which the terms
i and conditions are not enforceable. The process followed for this acquisitlon was an
[ open tender process and extending the current contract would result in @ material
amendment such that we may need to go out on tender again as losing bidders
e could chailenge that thelr bids would have been different had they known about the
. ). s final quantum of locomotives and possibly resulted In them winning the tender.
" » Lleasing: 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.
, The Impact of feasing the locomatives will be minimal.
» Confinement to China South Rall (CSR) which is the chosen optian wes embarked

i upon due to the following:
o Urgency of the process to acqulre locomotives to satisfy tractlve power
} requirements
. 3-‘ a Locomotives are known as CSR are currently manufacturing the 95
locomotive contract which Is progressing well from a quallty and reliabllity
‘ perspective.
L o CSR have produced the fastest prototype and delivery of the first lacomative
o4 ‘ within & months of completing the deslgn freeze.
| f o CSR has production facilitlar In China that can preduce 2000 locomotives per

0057-0367-0001-0028
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annum and can produce locomotives with immadiate effect With the 65
focomotives currently being built by CSR, they have the leamning curve
benefits In terms of the production process.

o CSRIs a known supplier of locomotives and they have performed well on the
[ast two tenders for electric locomotives (95 and 599/1064) In terms of:

Technical capability
Capadity to deliver the required product
Supplier development

Commerdal and

_ Transformation _ o
" o Confinement to CSR meets the coriterla for confinement as set out by the

Board of Directers.

‘2, Detalled evidance on fow the confinement method was sefected as the

preferred option’

There are basically two approval hurdles for confining & “rocurement event;
1. In terms of the D<legations of Authority, ¢ “finement of Tenders to a value

exceeding R1 billion may only be appraoved by

* Transnet Board of Directors

2. In terms of the PPM, confinement of tenders ni. - only be approved under the
following clreumstances:

a'

Where a genulns unforesseable urgenc, -as arlsen. Such urgency
should nat be attributable to a lack of pian. 'ng, hawever where an
urgency has arlsen due to a lack of planning wgency can be relled
upon as grounds for confinement, In such case. —ion must be taken
agalnst individual(s) responsibla for the bad planm, .
The goods/services are obtainable from one or limited suppliers for
Instance patented/proprietary goods or OEM spares and companents.
Operating Divisions are however required to provide evidence that
there arz no new entrants to the market who could also be
approact.ed,
For reasens of compatibllity and standardisation of existing goods and
services. A case must be made that deviation from existing
standard'sed goods and services will cause major disruption. If not,
confinements based on standardisation will not be consldered.
When goods or services being procured are highly specialized and
largely icentical to those previously executed by that supplier and it is
not in the interest of the public or the organisation to soliclt other
offers, as it would result In wasted money and/or time for Transnet.
When this particular ground is intended to be used as a ground for
confinement, it Is Important to note that all pre-requisites must be
satisfied:

i, The goods or services must be highly spedalized

Il Almaost [dentical to previous work done and

il Approaching the market agaln would result In wasted money

anjl time
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With the above framework in place the conditions applicable for the transaction to meet the
} criterfa for confinement is detailed as follows:
‘ Paragraph (a) is applicable in this instance as & genuine unfareseeable urgency has arisen.
| The timelines for the tender process for the acquisition of 1064 locomotives were not

i reallstic. Certain delays were encounterad which resulted In timelines maving out. These’

‘ de!ays include:

! 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 Shareho!der Minister},
« The tender for the locomotives Is large and complicated and with aggressive
timelines built into the tender there were requests for extenslons and clarifications.

1
i
g « The process to obtain PPPFA exemption was lengthy and complicated and:
”j . o Bids could only be evaluated after obtalning PPPFA exemptlion
5»( § o The evaluation basls could only be made available to bidders after PPPFA
b exemption was obtained.
) » The extensions and dlarifications mentioned above would have tc he adequately
:[ addressed with timeline extensions granted as a ¢ allenge to the v 3rd would

impact the award of the contract,
As evidenced above the delay experienced on the 1064 tend”  wrocess is not attribe “ble to

1 poor planning by an individual or group of individuals.

l Complementing “greund {(a) — urgency” for confining a ¢ wde~ re gmunds {(b) -~ I
] limited numbey of suppliers, (c) - stendardisation anc ‘d) _yods are largely l

1 identical to those previously executed.

. ] » (b) Locomotives are highly specialized with only a few supp .. worldwide.
’ « (c) There are currently 21 different locomotive models . the fleet. This places
unnecessary operational complexities and cost burdent in terms of driver
3 deployment and utilisation, spares halding, strateglc spares holding and
maintenance facilities and practices. The locomotives are largely the same as
; : currently being procured on the acquisition of 95 locomotives contract, a significant
- ) B leve} of standardisation can be achleved through confinement.

N » (d) Locomotives by thelr nature are highly speclalized and the 100 Coal Une
o locomotives are essentially similar to those already belng acquired (95 lacamotives),
In addition, Transnet would incur wasted time and money In approaching the
market due to the following:

. o CSR has been identified as the best bidder during the open tender process to
. ! appolnt a contractor for manufacture of the 85 locomatives :

o Both these tenders {95 and 100) include Board approved procurement

methodology for maximizing supplier development, whlist ensuring the

: } highest quality standards and commercial offering.

- o Transnet has recently invested a large amount of time, human capital and
. money in evaluating the tenders and golng through another tender process
! f wouid not be efficlent given the urgency required from a traction capacity
.l perspective.

o The Mi‘?fsui contract which has been recently completed was embarlfed on

0057-0367-0001-0030
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whe: criterfa such as supplizr development were not a key focus area. As a
resy; ; Mitsuf did not fare we!i In the most recent tenders Issued by Transnet.
o Confning the contract to M'tsui would result In them having a monopoly for
the zupply of locomotives tc the Coal Line. Transnet found this concentration
risk Jnacceptable as the cownstream Impact In terms of cost of spares,
strat :gic spares and tooling would place Transnet In a vulnerable position,

The decision to cinfine has been justified through paregraph (3) of the grounds for

- confinement contained in the PPM, howay 2r the table below provides a high-level summary

of the other grounc s that further enhance he decision to confine;

Grou-d @] ® | @] v
(VR4

v v v D) v

(i | v

\3. Details of Tro nsnet’s current coniract with CSR with emphasis on compliance
with legisiative i aquirements’

The PPPFA was fol swed and the 90/10 ru'= applied.

Supplier developm :nt commitments contilned In the contract currently in production (95
electric locomotive : for GFB) are as follows:

e FRANSNET-REE-BUNDLE-01079

: l {ategory Amount
. | Total R1787m (65% cantract value)
. l Actual to March 2C 14 R#4im
v Broken down as {c fows:
{ Localisation R163,4m
o Skills Developmen: R46,9m
) l} . Investment Plan R92,0m
l' i Industrialisation R136,2m
K Smal) Business RO,Lm
' Rural Developmern . R2,6m

'$. Risk Manag: ment plan to mitig:te against all possible risks that may derail
the project’

The acquisition o 100 locomotives Is in [tself a risk mitigation plan against the Interim
volume shortfall ¢* the MDS over the ne«t two years due to delayed dellvery on the 1064
focomotive acquisiion. A risk mitigation ¢'an has been developed for the acquisition of 1064
locomotves for FB, This plan was caveloped with the entlre locomotive acquisition
programme In mir § which Includes:

+ 05 3FB electric locomotives,

*l‘.l « 10€4G

0('7-0367-0001-0031
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» 100 Coal Line electric locomotives and
60 GE diesel locomotives.

The risk mitigation plan developed for the 1064 locomatives Is thus applicable to the 100
Coal Line locomotives and is the worst case scenarlo 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 & months of the risk being Identified), however rail infrastructure risk on
the Coal Line Is not high as the GFB network. The rsk plan at a high level covers the
following risks:

Delivery delay

Rall Infrastructure
Energy supply

Market

Customer

Operational readiness
Financial

. Production

9, Infrastructure

10. Logistical

11, Human capital

12, Technology

13, Material

14, Security

15. Compliance

16. Project management
17, Safety, health and environment
18, Quality management

NG bW N

As is evident from the above list, a comprehensive plan was developed and s attached as
Annexure A,

Engagement workshops were held with the DPE together with Nationa! Treasury on the
PFMA application to acquire 100 Locomotives for the Coal Line, A summary of the notes Is
provided (Annexure B) for your ease of reference. The notes were circulated In response to
queries ralsed by the Minister In the letter of approval of the investment, It was
unfortunately not copled to the National Treasury. -

“Informed decision to be reached regarding the acquisition of the locomotives”
The request to acquire the locomotives was approved by the Minister of Publlc Enterprises
on 23 May2014. Approval [etter from the Minister of Publlc Enterprises attached as Annexure
C. v

Kindly note that In November 2011 a request In terms of the PFMA was mistakenly made to
both the DPE ?nd National Treasury, Transnet were duly informed that anrovaI of the
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! mvestment is not part of the National Treasury’s responsibility {letter from the Minister of

Finance attached as Annexure D) but that of the Shareholder Minfster, This is a correct

1 Interpretation of the PFMA and National Treasury Is required to be informed of the

" transaction. This has been Transnet's approach since (requast approval from the DPE and
; " notify National Treasury).

In the Interests of information sharing and integration, both the DPE and National Treasury
representatives are invited to all engagements relating to section 54 PFMA applications and
quarterly reporting on progress of the infrastructure rollout plan, These joint engagements

..——.have been working well-with good-cooperation between: the-various Departments-and  — —
Transnet.

N The acquisition of the 100 locometives 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 CEM'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,

L 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

[ [—

- -

Lind\a Mabaso
Chairperson
Date. '3[5{03 |aats”
L Brown, MP
Minister of Public Enterptises

f
—_—
-

-

————n L. P

O(l-0367-0001-0033
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Acquisition of 1064 locomotives for
TFR’s General Freight Business: Risk Management Plan

19 September 2014

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 OpexfCapex affordabllity were considered.

» TE is part responsible (as sub-contractor) for the buiiding of the locomotives and contracting with the OEM (as lead). The
contraciual relationship for the delivery of the locomotives is therefore between TFR and the OEM.

* TE, in the capacity as langilord. 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| J delivering the 1064 Jocomotives and the organisational change needed should not be
underestimated. ‘

Risk Excluded from the Assessment

Post-productions risks such a8 maintenance, redundant equipment and production facilities, were not included in the
assessment, :

|
Risk Rating }
It was an unanimous decision that all risks should be treated as Level | risks and be treated as stipulated in the Transnet
ERM Methodology.

Rl
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delivery commitment
* Capacity and capability constraints

[
T T A
S e

il %ﬁl&ﬂl@f}?hég
eI

New locomotives will be traversing fatigued rail

infrastructure

* [nfrastructure failure remain/deteriorates which
will lead to operational disruptions

= Affordability of Capex, Copex and Opex

* RSR technical standards threatens TFR licencing

conditions and panalties

Inherent risk of Eskont ..
Impacting tonnage delivary

‘nterruntions

PALs:

_)q“-;ui
——— ’ - - — —_— )
L. Lr e Pl Do i T - ' o
. R g .-—.-u -':-_.r'.-._. I_ l..‘. — ’ et . . .y L o [ ve— N

i

o
K WA ﬁ»" 6] w T
= OEM’s / Sub-contractors unable to meet contract

SRR Viitigating B clio %‘%Mv&‘-h% A
e M T

e

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 locomative delivery be delayed, subsequent run-out
of the old fleet will also be delayed (incraased maintenance
costs and possible locomotive failures)

Structured quality Inspection programme to be undertaken
by TFR

Contipuation and improvement of rall network Copex, Opex
and sustainlng Capex programmes

Achieve of “A” standard network to match locomotiva
requirements (as dictated by the RSR)

Submission af business case to Capic (Nav 2014} to ensure
“A" standard rail infrastructure

Selective investment based on high yield commodity
corridors

Developing scenarios to conslder variqus affordability
options

Explore alternative power generation initiatives (medium to

long term option)
)
a0
\._"‘1‘.}:

-
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f g Customer readiness for rail = Aggressive marketing of T,FR s product offerings
¥ * Low economic growth/ contraction * Annual volume validation with customers
* Volatile / uncertain demand from Eskom * Written commitment and confirmation from customers

. ~* Fluctuating mining commadities’ pricing impacting = |mplementation of take or pay contracts for Mega Rail

demand — also from Botswana 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
= Total logistics chain, address customers’ ability to deal ldentification of key customer constraints
with increased freight — siding and loading equipment = Customer engagement to explore solutions to effectively
[ facilities ! - address loading and offloading facilities availability and

: reliability

» TCP, TE, TPT and Rail Network capacity to execute * Integrated capital project planning between TCP, TE, TPT and

PO P A S

projects supporting the locomotive deployment. Rail Network to ensure alignment across the value chain
* Acceptance testing readiness = Operational readiness plans have been effected In
= Drivertraining and readiness preparation for the locomotive deployment {e.g. training of
- Infrastructufe material supply & transport— train drivers and maintenance staff; acquisition of upfront
: transporting long rails spares, tools and fadilities)
* Material avaitabllity — e.g. supply of rail, ballast, * Orders for the procurement of railway material done a year

sleepers etc! in advance.

' » Locamotive execution strategy - four tier governance
structure {Executive Sponsar, Steering committee,
Locomotive Owners team, Programme Director)

* Establishment of a Programme Management Office

i 1]‘;;
el 4
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Non-payment or delays in payment to TE by the
appainted 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 manufacturing of tha
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

Noen conforming material for components and reverse
logistics

B i AR e S e WA e

0057-0367-0001-0038

Exlstmg Fmance procedu:ré.s and pracesses
Project Steering Committee
Regular project meetings

Gty joGUbLLLI CLB RS

In-line/hald point inspections for detecting defects earlier

Energy saving initiatives

Ongoing review of security measures

Fraud risk strategy

Systams controls — Procurement and Finance

Project plan

Dally production meetings aimed at tracking progress
Adequate Human Resource Allocation

Financial Commitment

Efectricity backup systems (e.g. generators)
Maintenance plans across TE operations
Prioritisation of Capex list

In-house modifications

Capex approval processes

Logistics Management Strategy for 1063
Dedicated logistics human resources
Dedicated warehouse for 1064 scope
Inspection of material on arrival

Project Steering Committee
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lnsufﬁcnent human capacity to mest the production
and maintenance demand {competing national ranl
projects) -

Limited techniwl human capacttv from OEM
Industrial action -

Incom patlble working practices between Tl: 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 reaniremente

Systems incc!:mpatibility {Oracle vs SAP)

MRP and OEMP integration

Ineffective Bilt Of Material (BOM) Change Control
Delays in finalisation of the design freeze

Material delay and unavallability (due to non-
availability and accuracy of BOM)

ineffective management of the existing suppliers
Third Party Perfnrmancg Risks - dependency on the
performance of a third party

informution provided by TE )

-
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Feeder channe[ of apprentlceships

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
Mare controls to be developed to manage the risk
Existing ICT Processes and Procedures

Timeous placement of Purchase Orders

Weeldy localisation meetings ——
Usage of developed suppliers

institute penalties for non-delivery

Change control.{TE and OEMs)

Contracts with service level agreements
Non-conformance procedures (for third party service
providers)

Daily tracking of progress within TE

Oremn
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3
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* Existing Security Plan and} Proceduresin place
= SHE Induction .
* Usage of different Bays and Centres for each OEM
* Existing ICT security measures in place
* Not meeting Supply Development and Localisation Regular Project Meeting
targets v Contract hetween TE and OEMs
* Ineffective document management = Supply Development Strategy
s Supply Development Summit
= Ineffective Project Management of the 1064 scope of = Daily Project Meetings
 work = Regular Project Meeting
* Project Steering Committee
u  Annointad Prolect Caordinator at the GM's Leve!

* Increase in injuries/fatalities and disabilities * SHE policies, processes and procedures in place
* Non compliance to contractor SHE requirements by = SHE Induction

* Theft of the OEMS’ IPs

b T e bk

the OEMs

{such as ashestos)
* Business Interruption

= Utilisation of unknown hazardous chemical substances

Plan Job Observations
TE SHE contractor specifications
OEM SHE requirements presentation at the Scoping Sessions

= Approval of hazardous chemical substances

= Tralning and Awareness on the Material Safety Data Sheet
(MSDS)

*  Medical surveillance programme

» Business Continuity Plans

Information provided by TE v

e YA iy M

0057-0367-0001-0040
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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

- t&f"‘- ‘a
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E Group and OD Legal,
Group, TE & TFR Risk
717 * Establish governance steering committee at Group [evel. Chief Risk Officer
" Acid test of rall replacement business case TFR & Group Finance
Reputational risk should be proactively managed including stakehalder engagements and communication Group Communications,
especially with the media. Full involvement of Group Communlcations is required TE & TFR Risk
| Quantification of funding alternatives Group Finance
TFR Capital Program
. Operational readiness plan to be shared with Group Risk  {Campleted) Office P &
Insurance managemeant {integrated approach) to be finalised (Completed) Group Insurance
Change Management between TFR and DEMs to be formalised TFR COO —
' Design freeze to be implemented timeously to provide sufficient time for Supplier Development TFR/TE COO
Decision on the allocation of production facilities between Xoedoespoort and Durban to be finalised TFR/TE COO
gt
U2 i
by
- —} 9
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Annexur: B

.

Engagement with DPE and National Treasury on 23 May 2014

"0. e

Ttem -

What do Trarsnet mean when we say
contract; In execution?

The contract is In progress and can be reversed if approval is
not pbtalrad.

What are the types of frelght and the
routes on which they will be ransported?

This Is well documented in the 2014/15 corporate Plan,
Primarlly the freloht targeted Is;

Manganese
Domestic Caal
Mining minerals
. Intermecdal (containers and automoblles) . -
Road to rail shift

What Is the deployment plan and the
impact of the deplayment on volumes

This wil only be avallable as the locomotives ara deployed
onto the netwerk and the assoclated Impact on volumes will be
recorded cnce the locomotives are In operation. In order to
measure full impact the locomotives would need to be
operational for & full year as all volume commitments are
quoted In apnnual quantities, Monthly extrapolations can be
determined,

Why did Transnet not confine the
acqulsttion to two suppliers

Tractive effort Is the key constralnt Impacting volumes, TFR
needs to grow faster than the commitment to velumes In plan,
The shortfall In ractive capacity needs to be augmented. In
exaculing the 1064 tender process around December 2013,
Transnet had the benefit of observing the progress in terms of:

« Which tenderers were providing the most vaiue
» The various competitors bidding
= (SDP offerings of the varlous tenderers

Transnet did not want to place ourselves in a position where
Mitsui became a monepely for the supply of locomotives to the
Coal Line, Mitsui would be supplylng 210 locometives to the
Coal Une If awarded the tender. Inlal capital outlay
constitutes about a third of the total cost of awnership.
Allowing Mitsul to be the monopoly suppller will Impact the
long term cost on the Coal fine. Transnet would be In & ‘sitting
duck’ position If this was allowed,

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

GE have produced an SD report as it relates to the acquisition
of 143 locamotives that have recently been bullt and supplied
to TFR. A portion of the report (Annexure B1) Is attached for
your ease of reference,

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

The specifics are part of the negotations currently underway
and will be provided once agreed Yo and finallsed.

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

Yes. Transnet applled the 90/10 rule

What are the SD obligations on the 95
CSR locomigtives

)
Overall SD obllgation is R1787m (65% of contract value).
Actual SD to March 2014: R441m

+ Localisation (R163,4m)

!
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Annzxure S

Itemn

Response

»  Skills development (R46,91m)
¢ Investment Plan {R92,03m)

+ Industrialisation (R136,21m)
+ Small business {RD,19m)

* Rural development (R2,58m)

(5]

content?

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

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 cf the requisite plans is grounds for
terminaticn

« Inclusion of SD penalty clauses are Inciuded in the
contracts

+ Oblaining an 5D bond to cover default risk

+  Appolntment of Socio-Economic monltors to provide
assurance around the performance against planned SD
cammitments.

+ Transnhet Engineering is the appointed local assembler
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one  supplier

e supplier?

Apart from concentration risk by utilising

what are

risksfissues relating to the appoiniment of

the other

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 ceriification. Driver certification of competency
for each model

« Tralning regimes

« Maintenance In terms of engineering skills
requirements and fault dlagnosls for each locomotive
model

CSDP benefits are conslderably greater than If the 1064
contract was awarded to a single contractor

The 1064 contract as mitigated as It relates to:

» Detlvery

« (CSDP

» Business could not walt 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 RE5 blilion If the original delivery schedule
was adopted as we would be hedglng over a 2-3 year
lenger period.

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

not considered risky are untested In our operations

{
|
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Annexure B

l No. | Ttem e ‘ Responsa

P A I e

and will be approprfately mitigated

2 suppllers are considered ideal for each of the diesel and
electric components of the 1064 acquisition, High enough to
mitigate concentration risk and low encugh to obtain
maximum CSDP benefits, 3 suppllers each for electric and
dlese] locomatives would difute CSDP beneflts and render
Transnet unabla to take advantage of economlas of scale, This
will also drive up the locometive cost per unit.

) After the Gautratn was completed, Transnet engagement with
1 What do the Soclo Economic monitors do? their management to assist Transnet In addressing the matter
I i S . =+« —w-wo - - | of monitering the soclo economic Initiatives on the project and
determining If objectives were met. Arising out of that
- discussion was the appointment of SEMs who provide an
l assurance role through assessing’the achievements against
: initlatives provided In the plan.; This will enable Transnet to
report on soclo economic activitles of the project,

12 | The suppliers are aware of Transnel's On the contrary, Transnet will not hesitate to terminate a

acute ned for tractive capacity and would contract where It s warranted. Termination Is a last resort
not be fearful of a termination clause as It | &fter all avenues to ensure performance have been exhausted.
was unhtkely to be enacted
Locornotive suppliers are in the business of manufacturing
lvcomotives and it's not in thelr Interest for their contracts to
be terminated as thls affects reputation In 2 massive way. The
CEMs see this contract as thelr gateway Into Africa. This
contract Is therefore glven thelr utmost efforts as it Is an
opportunity for them to make a first Impression. -

CEMs have thus far been enjoying a free parinership 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 sharlng madel.

In conjunction with the PWC work conducted hatween the DPE
and Transnet It has been established the OEMs are protective
cver thelr Intellectual Property. In fine with the Minlster's
vislon, TE wants to move into the OEM space from a strateglc
parspective and Transnet Is confident that with the combined
scope of the various localisation Inltiatives 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
i relationship and faunch pad for thelr expansion Into Afriea,

positioning in Afrlca as they are currently not gétt!ng much
work outslde of tha USA,

' : Transnet's Inltfal approach as [t relates to tmelines for the
] t
I 13 Provide clarity on the delays relating to tender process was not realistic, The 1064 tender is large and

Page 3

I [ Sugppllers ke EMD need to re-examine thelr strategle
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Item

' Response

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

23

There seems to be problems with the
MDS, should DPE be concerned?

If the 100 and 1064 lecamotives are not deliveraed timeously
then Transnet will be in trouble, The next 24 months will
define Transnet’s history and success.

There are delivery risks as it refates 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 ahd have Instituted active plans In terms of
cash realisation,

OEMs are very much committed to delivery. The diesel
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 Raliway
and Bombardier Transport to ensure that delivery Is as
contracted,

24

Diesel versus Electrlc. Haw is the split
determined?

The conflguration of the infrastructure is a key determinant.
Non-electrified lines may only operate diese! type locomatives.
Demand on this section of the network will determine the
quantlty of locomatives. A slide of the network Is provided In
addition.

25

Coal expansion to 8imt, how wer- the
mine plans determined and timir3 of
‘Transnet capaclty?

The 81mt expansion Is already secured by ‘take or pay’
contracts. Expansion to 57mt Is dependent on mine plans and
will be firmed up through & commerdial validation process. As
Indicated eatifer, water and electrlcity are the potential
constralnts to the Waterberg expanslon.

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

26

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

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

27

DPE need to find a sense of cemfort. 's TE
in & position to take up given the urgzncy?

The 1064 process gives effect to the Minister's vision
incorporated in the study, The 180 Jocomotive contratt
cansists of basic work and slmilar 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 Cornmittee In June
2014. CSDP plans will be shared as well,

Peie 6
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FUBLIC ENTERPRISES
REPUBLIC OF SOUTH AFRICA

Fiivets Bag K48, Hatflald, 0028 Tol: 042 431 1448 Fec 013431 1028
Privuls 3ag XBOTS, Capa Town, 800G Tak 021 43) 63767 Fac 021 465 2381/461 1741

T Mr. Mafika Miwanazi
e Chairman

Transnet SOC limited
P.O. Box 72501
Parkview
Johannesburg

2122

Tel: 011 308 2308
Fax: 011 308 2312

Dear Mr. Mkwanazi

Application to tha Shareholder Minlstar in tarms of the Pul ic Finance
Management Act (PFKA) for the ecquisltion of 100 dus! voit: ge electric
locomotives for the export coal line

} Your application dated 10 April 2014 refers,

Whilst understanding that the Market Demand Strategy targs's must be
achieved by Transnet as commitled, matters of concemn remain ex stent inths
latest application recelved in alm of miligating the delay o the 1084
locomotives delivery. ‘

! appreciate that this acquisition will assist In rsalizing a portlon ¢. the Markst
Demand Strategy volumes and also avoid revenue losses, thereby
contributing to ths road to rall migration. While volume growth and retention Is
the basls of the business case to acquire thess additlonal locor wotives, the

0057-0367-0001-0048
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. trend from previous years depicts that Transnet has consistently moved

l significantly lower than forecasted volumes. This tharefors fuels the concem

l of the Dapartment as o how reallstic the assumptisns ara, which undemin

: the forecasted volume growth and therefore the capital Investment

' programmea needed fo meet the assumed volume tzrgets, While Transnet is

encouraged to continue to stimulate the economy thyough capital invastment,

| it remalns a key focus of the Department to ensurse that the capital prograrmme
i Is optimized and investments are made In the right araas,

~—— - . 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 comidors were selected. In addition, Transnet is

: In an effort to understand Transnet's rationale in tre investment allocation,
r)( further requested to provide the Incremental volumss expscted to be derived
for each of those corridors as a resuit of the deployment, This will assist and

enable the Department to track the volumea bensfits of this acquisition.

Despite the benefit of Increased traction capacity from additional locomotivas,
this project would be expecled to also yleld efflciency benefits. Howevar,
I thesa benefits have not been quantified in the business case. In the absence
of sclentifically quantified benefits linksd to the inve:stment programme, 1t is
I almost Impossible fo hold Transnet accountable o deliver on efficlancy
Improvements that are expected fo be derved from the capital Investment.
Transnet is therefore requested to provide quantified and refiably measurable
I efiiclency gatns that should be axtracted from this acqulsiion. This information
should be provided by specific comidors or by business units as per the
deployment of these locometives.
l | am also aware that post the submission of this application; there were
1 engagement batween officials of the Department and those of Transnet. As
per {hose engagsments, the following Information was reguested from
Transnet and Is still ottstanding:
» Transnet was requested to supply the determined impactitotal value add of
the project to GDP,

» Since Transnet has already concluded tha contract for this acquisition,
subject to PFMA approval, | therefore request that Transnet furnish me with
a copy of the agreement concluded with China South Rafiway (CSR) as
this wiil provide an In depth understanding of the trunsaction that Transnet
is entering into and enable the Department to properly assess the risks |

I pertaining fo the proposed transactions.

0050367-0001-0049
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Consldering that the 100 locomatives we s not Indicated by Transnat as part
of the original mitigation action for t1e rsk of delays in the 1,064

locomotives delivery, Transnet neads (rovide reasons for tha deviation

from tha Inltiai risk mitigation plan.

In refation to the confined procurement rian for this application; from a risk
perspective the concem s the possible | igation challenges that can come
from other possible suppllers, thus Impa ting on the project exacution and

dellvery timslines. More Information an Transnet's mitigation plan in this
regard Is therefore required,

Transnet to provide further Informatlon & »out tha types of jobs/skills to be
croated through this transaction. The SCC Is further requested to specify

how many Jobs are expected to be crezted and retained In downstream
enterprises.

Considering that this Is a R4,84 billor; transaction, the closed tender
process could have bean looksd into rath+ r than the confinement option as
this would reduce Transnet'srisk expsure to lilgation challenges.
Transnat Is therefore requesied fo provic ¥ a full explanation as fo why a
closed tender procass was not considered for this transaction.

The business case has not provided a proper risk asssssment of the
project and the mitigations thersof, Th's would further assist in the
Department's assessment of this business sase.

From a Procurement and Supplisr Develcament (SD) perspective, since
the tender was confined to one supplier, th » Depatiment would llke review
the SD commitmenis, the enforceability ¢ f these commitments and the
current performance of this supplier again-t set targets on confracts that
are cummently In place. Transnat Is therc'ore requested to provide aft
contracts with China South Rall (CSR) as v-ell as a raport on Fow CSR Is
performing agalnst cument SD commitments:,

{ndication of whether other altematives we:3 consldered is not evident In
the buslness case. Whilst the 100 locomotives acquisition Is one
mitigation factor that Is expected io paritali / mitigate the delays in 1084
focomotives delivery, what other altemative.; were consldered 1o mitigate
the Impact of the delay of the 1064 Ifzcomotiva delivery.

. ———
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» Moreover, {he amount Indicated in the certified excerpt from the minutes of
the speclal Board of Directors meeting held on 24 Jandary 2014 differs
‘ from the ameunt indicated In the Transnet's section 54 application. |
therefore request a resolution of the board of directors approving tha
transaction at the current transaction amount of R4.84 billlan as the one

indicated In the seclion 54 application relates to the Initlal approved
\ amount of R3.9 billion.

l ' Lastly, K is of grave concemn fo me that Transnet has falled fe notify me
, fimeously of a transaction which is of such significance in your business, even -

o If the projected quantitative value was initially estimated below the monetary
o threshold for approval,

’j i The significance and materallly framework agreed to In the 2013/14

o Shareholder Compact, clearly stipulatas that Transnet should provide me with
nofification on all acquisition and disposal of assets above R2 biflion. it would
thersfore 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 faflure to provide a nofification
timeously, has denied the Departmant an opportunity io review and engage
on pertinent lssues regarding this acquisition earflar in the process, Gaing
forward, Transnet should involve the Department far eadier In ifs project

planning phase so as fo allow for afignment betwsen the Department and
Transnet.

3

I In spite of the concems raised above, | do acknowladge the business need for
the acquisition of these additional 100 locomotives for the coal fine In order to
avall mare locomatlves to be cascaded to the General Freight Business. !

' therafore, gramt Transnet the approval to acquire the 100 locomotives subject

lﬂ") 1 to Transnet addressing the concerns ralsed above and providing the

l R Pepariment with the outstanding inforrnation as outlined above.

0057-036I0001-0051
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expectation,

Hrust that you will find the above In order.

Yours sincerely

MR GABA, (4P

MINISTER OF PUBLIC EN
DATE: 260 ‘1',; 5_,1_:7_3 TERPRISES
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TJRANSNEF

Macika Hkwanarl, Thanman

Qur Ref No: MM/17556

Mr Malusi Glgaba, MP
Minister of Public Enterptises
Private Bag X15

Hatfield

0028

Fax; 0124311039

r) o Dear Minister Gigaba
TRANSNET PFMA APPLICATION FOR THE ACQUISITION OF 1064 LO JOMOTIVES

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 appro'nl to acquire the
1064 locomiotlves. This acquisition Is going to contributa significantly towercs Transnet SOC.
Ltd ("Transnet”) attaining its strategic objectives as set out in the Market D=mand Strategy.
This Investment will not only take Transnet to new helghts, but South Aftlea as well,

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

1. “Adear statement™

a. "“With regard to TE's vision in the [ocomotive supply chain.”

Nk l-l
Ehs

ge o
W

Transnet Engineering ("TE")'s vision In the locomotive supply chain ‘s to; provide an
Integrated function In respect of the design and construction of new locomotives for
Transnet Freight Rall ("TFR") and also the African reglon. To this end TE has an
asplration to develop Into a niche ofiginal equipment manufacturer ("OEM") for
locomotives designed for African operating conditions and other narrow rall gauge
territorfes,

b, “The capabllities that nead to be developed to reallse this visiun,”
In the short-term TE would develop an enhanced capabllity thraugh selectively

seeking scope in the large 1064 locomotive contract. The areas that have been
identified as strateglc are contalned In the attached list. (Annexure A}

Transnet S0CLtd Carfton Cantre P.0. Box 72501

Regtstration Number 150 Comnlssioner  Parkview, Johannesburg

1980/000900/30 Street Seuth Africs, 2122
Johannesburg T +27 11 308 2309
2001 F+27 11 308 2312

Directars! ME Miwanas g‘ﬂ man) B Malefet (Group Chis? Execulive) MA Fanutcht ¥ Forbes HD Gazentam NP Mmeasana § Moda NR Kieke [M Shar ae 16 Skosans € yeuw ransneLnet
Tshobslza DL Tshape A Bingh® (Groua Ci'ef Frmatial Officer)

“Executlse
Group Company Satretaryt ANC Ceta

0(m/-0367-0001-0053
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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
2 diese! electric locomotive this wotld amount to approximately 31% of scope. The
reason for the greater leve! of stope In diesel locomotives Is to strategically positlon
TE in this target market for Africa.

|
|
P

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 considerebly greater scope in this contract
than was the case previously., We believe that TE can be positioned to considerably
enhance focal supplier development, accreditation and in the development of long-
term supporting local manufacturing supply chalns, 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 Cantractor
s Systems Integrator
+ Compoenent Design
« Final Assembler
« Component Suppliers and lower tier supplier support

). I b. “TE internal production.”

The responsibll!ti&s that are identified as critical to delivering these functions include
the roles In the production process attached. {Annexure B)

¢. “Outsourced portion to the private sector.”

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

» Alternator assembly and associated component manufacture,

» Manufacture of auxiltary power supply systems,

« Some portions of bogle and traction motor localisation, Including locally produced
companents, but excluding bogie and tractlon motor assembly,

» Component production that can be sustalnably undertaken in South Africa for
parts of the braking system, cooling ventifation and filtration system, pneumatic

supply system and wheel system,

0057-0367-0001-0054
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¢ Fabricated components and sub-assemblies In across varipus 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 assodated with outsourcing that will resuft in the
buﬂdlng 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
dcross South African Industry to support the new emphasis on reaching and sustalning
much greater |ocal content percentages.

“Provide a clear pla'n to the strategic fit of the 1064 locomotive procurement to the
broader road to rall migration objective”,

The Transnet Market Demand Strategy is premised primarily on the growth of Generzl
Freight trafflc from ~83mt In 2012/13 to ~180mt in 2019/20 {Cerperate 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 Rall. The procurement of new locomotives Is a key element
aof 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: 9% Annuat State of Logistics Survey for South Afiica
2012). Relative success is also reflected In the steady market share growth achleved by
the Container and Automotive business unit:

Total Ports Long Haul
2011 13% 21%
2013 20% 31%

There are a number of drivers of the capital programme which is a declsive strategic
intervention to ellminate legacy rall challenges, The primary objective Is to modernise
both General Freight roliing stock fieet and Infrastructure network after decades of
under-Investment. This Includes the strategy to modemise and standardise assets and
Inciudes the procurement of both diesel and new generation dual voltage electric
locomatives to be deployed according to the network characteristics to ‘achieve projected
efficlencies and volume growth. The detailed strategy for the road to rail migration fs
contained In Annexure C,

"Transnet to provide the l;epartment with a localization strategy for trattion convertor,

traction motors, diesel engine, bogles, electrical system, management system and
controf system.”

o
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The attached slide presentaticn (B nnexure D) provides a localisation strategy for the
above and other components ifentified where opportunities exist. You would be
pleased to note that Transnet 5 golng well bayond the above list of companents
targeted for localization,

T hope that I have adequately addressed your concerns in this letter, however, consultation
between the Department of Public Enteprises’ staff and Transnet |s on-going and our team
will gladly assist further to address the Issues ralsed in your letter. You are welcome to
contact my office for further querles.

Kind regards

Maf‘ ka anazi
Chalrperson s

Date: /?/ i74

1

0057-0367-0001-0056
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! Annexure A

Development of capabhilities in comotive supply chain

Capabiliies that need to be devebp-ed to realise the vision of locomotive supply
chain In South Africa:
The following areas that have beenidez2ntified as strateglc:

« Co-design of fabncated bogles

Manufacture fabricated bogle frame

% @
.

Design and equippingf~ drivers consolefcab

Assembly of HV/LV cable kits

Design and manufactwe of toilets

Manufacture cublicles

Bogle final assembling

Assembly of englne mT'E Facilities

Assembly of locornoth'es

Under frame Inc!ud!ngfuel tank

Palnting of locomotive

Assembly and testing ¢ locomotive control and electrical systems
Assembly and testings™ wheel sets

Assembly and testing pantographs

Brake valve assemb!y

Final assembly trclction anotors and related components
Traction motor load ts5&ing

Defined work In respétiz of the Main Pawer Traction System
Test and commissionb<comotives

0367-0001-0057
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Annexure B

The responslbllities that are iderifiel as critical to delivering these functions inciude

the following roles in the produstionprocess:
Prime Contractor
Contract management
Stakeholder managemert
Scope management
Risk mitigation
Customer benefits treckig
Systems Integrator
Concept design
Set companent deslgn pirmEers
Component OEM’s selec’ion
Simulate performance
Assemble prototype
Component test
» System test
Companent Design
= Understand customer re julremients
Identify performance gz s
Modify components to restre=quirements
Simulate design
Bulld and test prototype
Final Assembler
» Secure supply chain
» Design assembly proces s
» User acceptance testing
« Continuous improvement
Component Suppller and Lowe - tiet Supplier support
« Secure supply chaln
« Design assembly/ manuiactw¥ng process

» Quality testing
+ Continuous improvement

0057-0367-0001-0058
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Annexure C

Road to Rail Migration Strategy

The Transnet Market Demand Strateq Is premised primarily on the growth of General

_l Frelght traffic from ~B83mt In 2012/13 t ~»180mt in 2019/20 (Corporate Plan 2013/14) such

1 that General Freight tonnages compriz close to 50% of total TFR tonnages (vs 40% In

I 2012/13). The intent of this strategy & to begin the process of shifting rail friendly traffic

! from Road to Rail. The procurement ofnew locomotives Is a key element of this strategy.

. 3 .. .__The strategy.ls starting to reflect slansof® success as indicated by the slight increase In rail -

| market share from 11.1% of tonnage nd 29.3% of TonKm in 2010 to 11.5% and 29.9%
respectively in 2012 (Source: 9™ Anni! State of Logistics Survey for South Africa 2012).

"’)’) Relative success Is also reflected in the steady market share growth achleved by the

- Container and Automotive business unit

Tokal Ports Lang Haul
_ 2011 3% 21%
2013 0% 31%
1,
There are a number of drivers of 1}1& capltal programme which Is a decisive strategic
] intervention to eliminate legacy rail chillenges. The primary objective is to modernise both

General Frelght rolling stock fleet ad infrastructure network after decades of under-
investment. This includes the strateyy to modernise and standardise assets and Includes

l the procurement of both diesel and nevv géneration dual voltage electric locomotives to be
deployed according to the network dyaracteristics to achieve projected efficlencies and
volume growth, General Freight comrmd itles projected to reflect high growth over the seven

§

“"“} years of the Market Demand Stretegy sre:

ﬁ - Growth Commodities

‘1 ) Conmmodity Sector / Segment CAGR.

; Iron and Steel Bulk Mining & Manufacturing - -20.8%

. Export Coal (Non Bulk Mining Export 18.9%
RECT) _

. Eskom Coal Bulk Manufacturing 17.6%

‘ Manganese Export PE Bulk Mining Export ’ 15.8%

Iron Ore | Manufacturing 15,1%

- Chrome & Bulk Mining & Manufacturing 12.1%
Ferrochrome

N

1

?J '

’!
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Commodity Sactor / Segment CAGR
FMCG Beneficated /[ Palletised / 10.7%
Containerised :
Agriculture Buik export / processing 9.94%
Minera! Mining Bulk Mining & Manufacturing 9.8%
Automotive _ Import / Export 9.2%
Coal {Domestic other) Bu-Ik Manufacturing 6.6%
Industrial Chemicals Bulk Manufacturing 5.9%
Wood &  Wood Bulk Export / processing 5.7%
product
Fertilizer " Bulk Export / processing 4.6%
Intermodal wholesale Benefidated [/ Palletised [ 4.6%
Containerised
Cement Bulk Manufacturing 4.3%
Bulk Liquids Bulk Manufacturing 3.7%

]
]
!
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The graphic below is litustrative of the Road to Rall strategic journey in the growth of
' Genreral Freight tonnage and market share,
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Road to Rail Strateqy for General Freight Volume & Market Share Growth

Develop Markets & New Souirces of Revenoe

I e et ——
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Market Retention: Retaining and sustaining current business

As a first priority, locomotives will be deployed to retain existing base load Slding to
Siding General Freight traffic and to cater to the organlc growth of existing
customers. This retentlon requlres significantly Improved effidendes to be achieved
through reliabiiity 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 an corridors where new
j w locomotives have already been deployed:

» 60% efficiency improvement of the Class 43 Diesel focomotives from 5 000 000

to 8 000 000 GTK/Loco/month on the Phalaborwa-Richards Bay corridor
i » Tha 19E locomotives deployed on the Export Coal corridor hiave achieved
efficiency [mprovements of 18% (2011/12 - 2013/14 YTD).  Similary
Improvements of 28% have been achieved with the 15E locomotives on the
i Export Iron Ore line
The retention of existing trafic is the current focus and will remain core to the
strategy over the ime horizon of the MDS. Dual voltage electric locomotives will
Inttially be deployed to critical fows such as:

e Postmasburg to Port Efzabeth (Manganese) l

« Port Elizabeth to Kazeme (Contalners and Cars) and

« Rustenburg to Richards Bay (Chrome and Ferrochreme).

[

l\

l
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This deployment of new locomotives will eliminate the need for lengthy stopovers on

cotrldors to change locomotives and carry out brake and other safety related tests
thus improving the reliability of services, The imperative to Improve the execution
and efficiency of these services is critical to building the goodwill of existing
customers in order to galn increased percentages of thelr freight and to bulld the
TFR service reputation in the marketplace. This Is vital for the success of future
Road to Rail shift strategles.

Market Growth

The next imperative In the Road to Rail shift strategy Is to capture bulk mining and
manufacturing rall friendly commodities that are currently being conveyed by road
hauliers, This is the care competency of rail and must be exploited. Laocomatives
will thus be deployed to corridors and flows to achleve organic growth In such
commodities as Eskom coal flows, magnetite, chrome and ferrachrome as well as
earning the right to transport inished goods produced by existing customers, for
example in the Steel and Cement industries. Due to retirement of older locomotives,
additional locomatives will be required to facllitate this growth,

Market growth of agricultural products such as Grain, Maize and Wheat as well as
Timber products will also contrifuite to Road to Rall shift. Older locamotive types will
be cascaded as appropriate to consolldate traffic from Branch lines or other feeder
areas to strategic consolidation- hubs where longer -treins {eg. 100 — 120 timber
wagon tralns) are built to transport product to ports for export or to mills for further
pracessing

Market Attraction: Collabortion and joint logistic solutions
Market attractlon of new custemers and / or new markets involves the development

. of Inter-medalism or rail-based logistics services. Typical commoditles to be targeted

are manufactured or beneficiated freight and FMCG cargo that can be containerised
or palletised, This includes:

» Import, export and cargo destined for domestic or regional consumption
moving between terminals or distribution centres;

« Finished goods e.g. Bagged cement, stee! products, automotive and
machinery parts, textles, foodstuff increasingly require some form of
Intermodal solution.

It is likely that such growth will be achleved in the later years of the strateg!c plan.
Plans are however, currently underway in preparation for attracting such markets.
These market development Intiatives Include:

+ Collaboration with Pot Terminals for mass evacuation of conteiners by rail
from the Port of Durban o Inland destinations

e Development and Impementation of car racks In April 2013 enabled the
transport of cars to and from Isipingo, and Point in Durban. This has
facilitated the effective improvement of cars transported to Kaalfonteln,
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+ Development of road-railer wagons as a prerequisite for seamless intermodal
—5 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 Intermodal strategy initialty 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
l Integrated price will bea aitical success factor). 18E Locomotive will be
‘ cascaded into the Natcorfrom other areas. There will be increased utilisation
of the locomotive types arrently used on the CapeCor
] o « These services can be optimised by partnerships with road haullers; freight -
i forwarders, and terminal operators. In this regard, TFR has signed an MOU
with Imperial Logistics and with BarlowWorld to enable the joint development

f}”) of such solutions
SRS

Vit Locomaotive Deployment
I i As indicated In the Business Case, newlocomotives 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 ke deployed to replace old locomotives that will be
l , retired and thus to sustaln General Frdght tonnages of between 80 and 85 million tons per
o annum {mtpa). These new locomedives with tmproved reliabillty and availability will
~ contribute significantly to operator ¢ase and to transform TFR to a predictable and
l scheduled Railway. The remalning 364 locomotives will be deployed to enable growth of
between 90 and 95mtpa. Further growth to levels exceeding 100mtpa will be enabled by:
s The deployment of the 95 x Class 20E locomolives currently being
. } manufactured for deployment to the Manganese export corridor
1 _ + 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
I Into the Coal Line.
V) » The optimised deployment of locomotives to comidors approprlate for
" operating models appled for frelght typologles being serviced, This will
I contribute ta Improved locomotive utilisation and effidencles

[

-

pE .

f Beyond locomotives

The Road to Rall strategy Is however naot exclusively dependent on locomotlves but
[ requires strategic alignment of all dements of the Operating Model - Wagon
upgrades and new bullds; Networkupgrades, Traln Authorisation systems, Improved
i Service Deslgns and initiatives for operational planning, monitoring and deviation

) management and execution .

O(l7-0367-0001-0063
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The purpose of thls slide pack is to addresses the | TRANSNEF
following: W

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

{
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- M -( ]
P

e
|

— Provide clarity in respect of the praocess 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 elevatmg
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. -

|
828
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Locomotive renewal bt )efits Transnet Frelgm:q-"fj.
Rail, Transnet Engineering and the South African

economy

« Transnet as enabler
of economic growth,

= Productivity and
operational
efficiency
improvements
particularly in rail,

* Financlal stability.

599 dual-voltage
electrics and 465
diesels critical to
achieving:

- Reliability,

» Operational
efficiencies,

» Reduced cycle times
& turnaround,

* Reduced cperating
cost,

« Rapid growth in coal,
manganese,
container & auto -
market

TRANSNET-REF-BUNDLE-01114

TRANSNET

XA

SA economic
growth,
i) reduced
2 if logistics cost &
; less road
freight

» Design and
integration capabliity
in respect of
locomotives,

» Enhanced research
base In conjunction
with OEMs to
develop and refine
lechnologies for the
South African and
African market

Substantigl'growth in
expotts of
manufactured
products,/manganese,
iron ore, coal, efc,
Multiplier:benefits from
Transnet, mining and
manufacturing
expansion,

Externality benefits
from shift from road to
rail.

Lowering cost of doing
business

maintenance.

Benefits assoclated with taking whole life costing
view, inciuding initlal manufacture and ongoing

PAGE 2
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_Linking Key Performance Indicators between | TRANSNEF
Transnet Freight Rail and Transnet Engineering W
| o

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

i
Tt T i TH P T

T y ree new Matntenancg_ 3

TranSnetFreiblff ail " R, ye-, . Support _Mode_i_

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

0€8
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Unique opportunity for local manufacture & re-
positioning rofling stock industry

Leverage Industrial Policy
Action Plan (DTIL)

LOvRrnTEnt DTI have identified the
"Rolling stock procurement localisation opportunities in
almost completely within rolling stock as part of a

state owned companies, number of key sectors
predominantly in Transnet Minimum threshold
_and PRASA, requirements for

locomotive localisation:

Sectors such as mining and « 55% for diesel
the power sector bear locomotives, and
close similarities in the » 60% for electric
production processes and locomotives.
heavy engineering

requirements associated

with rolling stock.

reivate Sactor

TRANSNET-REF-BUNDLE-01116
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%) 1064 order size is

” unique

Ecanomies of scale in
purchasing 1064
locomotives sufficiently
large to create real
localisation opportunities.
Little localisation price
premium to Transnet,

PAGE 4
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SA component suppliers are not yet able  produce full range of components. It \
take 3 years to gear industry up .

Time to localise

Electric Locomotive Diesel Locomotive
90% . 0%
80% = 0% ﬁ
7 7 4 60% e
g £ ]
" 60% / g - /
3508 3 /
£ / B 40% +=
6 40% B .
k: / 2 30% - .
% 30% / v
R 204 £ 20%
10% 10%
0% L ‘ L [} | 1 ) D% ] 1 ] 1] T 4
o 1 2 3 4 5 6 71 & 9 10 o 1 2 3 4 5 & 7 8 9 10 Qo
Year | Year (@Y
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Cost to Locali. = increases with increasing level of TRANSNEF

localisation | | W

Localisation at
higher cost
. Localisation at a
Localisation is small cost e e >

2 economic

[{v] i >

= <

et

-

A

=

Q
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=
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-1 LN Cost at zero localisatio

S o

% of Localisation

Enforcing higher levels of local content will incur high cost of localisation which cannot b

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 €S
attempt to capture as much localisation as possible within the arev zone without oVé&iv

0057-0367-0001-0070
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Each comnonent within 2 lncomaotive has its own | TRANSNEF
price verse localisation curve |
\ |
Engine Assémbly

Wheel Assembly |
Bogie »

LT _Costatzero locaiisation

- — -

% Change in Purchase Price

. % 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%). E
-— Forcing high localisation requirements on complex components will result
in uneconomic price cost of localisation as well as possnble compromises in

ecafmafr Aribieal Fame

145"
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Diesel locomotive

TRANSNET-REF-BUNDLE-01120

TRANSNETN
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Electric locomotive

—Estimated cost to localise (%)

N

Current and target localisation (%4)

0% 5% 0% 0% 5% 10% 16% 20%
! Locomotive Assembly [ T Ty ey ML
B Main Transformer BT S T P KRS TSR RS

Maln Power Traction System Incl Aux Systems [ T m T T T oI ae st

TSR] Main Power Traction Motors | R R TN T T A LT A )
2] Propulsion switch gear PRI RRGE L LT 2R
{ Bogie

B Cooling, Ventilation and Filtratlon Systems

Lggauty] Locomotive Control Systems
| Drivers Cab
Auxllary Supply
— : Wheel System
LRGN Pneumatic Supply System m
Braking System s | g
2} Coupling System a PAGE B



Diesel locomotive
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Estimated cost to localise (%)

8 Main Power Traction Systens incl Aux Systems

Locomotive Assembly
Maln Power Traction Motors
Englne System

Locomotiva Control Systams

\

——

Current and takget localisation (%)

0% 5% 1 10% 15% 20%

Cooling, Ventilation and Filtration Systems  [RERRLE

Bogle
Wheel System
Pneumatic 'Supply System
Braking Systern
Drivers Cab
Coupling System
Underframe (Ikeains)

" Other

b
KR
i
i
e
i
@

Jargetimport% ® ‘Current local%  Yargel local;ﬁGE o
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|
|
|
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Local_content of 70% incurs a less than 2% TRANSNEF
average price cost of localisation W

\ |
Maximum 8% price increase y
at 70% local content ,'
7
e
”~

- Ml locatisation
- " incurs
ever increasing cost

Cast at zero
focalisation
260

3 | 0/0 of Locallsatmn _ KW) :

{ %6 Change in Purchase Price
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Price competitive-localis:ation at a low price cost of IRANSNET
localisation is dependent on managed process that

can provide scale o _W.

S

Three conditions need fo 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 s-et toreach 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.

8€8

PAGE 11

0057-0367-0001-0075 }



———— -~ .
N '\

1 —

The benefits of locomotwe localisation at 70% far
outweigh the localisation price cost of localisation

paid
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=- Key industrial capablllty established in:

:  wTraction Mators and traction control systems,
i =l ocomotive control systems,

, sElectrical systems,

=Large Engines,

1= ~Benefits to related sectors such as,
electromechanical, electrical machinery,

. software and electranics, motor and other light

manufacturing will be significant.

‘\‘-‘--‘ /‘_,

: b 5 .’-r‘. py 11 ": E% .; ".‘ ) .
AL BTk ot (G RN e
e 3’ ST O, QLT ?j’l‘n}*)‘ J@-'*
» Enhanced national capabliity across a range of !

I

|

! sectors.

‘= Muitiplier benefits of localising R1 of a
locomotive is expected to have multiplier down |
stream benefits of 2.74* timas as much. .

'» This comes ata 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

PAGE 12

= The'restilting'Beriefit to Cost ratio.is 170 to 1.in favour of localisation
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Skills and competencies in TRE need to he |
i developed and aligned with the skills and | <
competencies required of a locomotive OEM e ‘
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Design Manufacture Maintain
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Locomotive Lifecycle
Competencies PAGE 13
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Utilising a sourcing strategy matrix indicates TRANSNEF
opportunities for TE to work with local industry to /[
re-position itself e ‘é
N\
H Strategic — Buy in Strategic — Gain control
Braking system
L Loco controllers Power traction system
= gine system-
- . o 8
=
w
L=
E {§ 1Driver'scab Bog TE Contracte .
e Pneum ‘Aply system Open market o
neumex; 4 . -
§ Cooling, ventliatior], filtration systems [ tmported iten =
.Coupling system )
Wheel system .
i beams Commuodity 2
L Commodity — Lowest cost ~ bundle into skill sets b
. g‘;l_
L Relative Cost H N
PAGE 14
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IP transfer from OEM to TE defined based on
elevating TE's strategic capability

0057-0367-0001-0079
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TRANSNET
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Manuﬁrctare -Dalgn assembfv Drocass New Product | Understand emerging 1;;2; ';';Egrggg‘;ﬂtzlrr;tainers
gg:?lm manufacturing Development| technologles Service
= Manage design and systems ! Managing warran
Bu!ld {igs and assembly line Integration o %ares e
Build/assemble product ; ge sp
Manage cost and quality Manage Companent Design : fqarts —
User acceptance testing : SUE;J'L?F? ge"m ges
Continuous improvement | lzaiy Mew | Identify market
Business opportunities Supportin| Setting business
;fﬁn;'gemain Understand demand Forecast future demand g direction
PRy =28 Tdentify optimal supply Develap marketing plan |Business
sources . Prepare competitive bids Managelng staif
“Assign inventory levels and and proposals ‘ Managing capltal
locations Managing contracts and i . Managing.risk
S Expldite supply chaln client relationships | - Managing assets

Manage suppller
accreditation and
improvement programmes

Continuous Improvement:

PAGE 15

28



TRANSNET-REF-BUNDLE-01128

S ]
The proposed division of locomotive spend IRANSNET
repositions Transnet Engineering & creates T/
significant scope for private sector invoivement | ’é
AN
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.
otive
m Local
& Local Market
Market
OTE
goTE
m X
& Imported imported

PAGE 16
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TE's workload is projectéd in increase by an ™~
estimated 77% over the next 3 years, whilst | TRANSNET
creating significant opportunities for the private | W
_sector e e
AN
1400
1200
1000
800
- a TE
_E @ Open Market
=
=
4

-Current 3 yr projection

*Based on projected manufacture of 50 diesel locomotives and 70 electric
locomotives by year 3

1474°
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Next steps in the 1064 Procurement Process
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TRANSNETI

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 ‘1064
migration plan’ in strategically identified sub-assemblies and components
of a iocomotive 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
TE 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 be regaraed as
negotiables identified for each sub-assembly or component.
Localisation strategy: The above ‘1064 migration plan” will identify 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 aver time.

PAGE 1B
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Expected timeframes to implement the 1064 | TRANSNEF
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 [ocalisation strategy
will be defined and is iikely 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 ted by TFR
and initiated by March 2013 and is expected to ba concluded by July 2014,

o8
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Expected timeframes to implement the 1064 TRANSNEF

transaction W

0057-0367-0001-0084

»

AN
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/fcomponents 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 negofiation pracess 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 t
order |
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Sustained oppottunities for local manufacture. \
« Transnet will create a 10 year delivery stream of contracts for new locomotives.

»  Ongoing malntenance support will be required for a growing Frelght Rail fleet,

» Transnet to wark closely with private sector to secure quality production capability.
Elevated local manufacturing capability a huge benefit to SA

-  Muitiplier benefits to SA are considerable.

»  Employment, job creation, skiils development & 1P transfer in related manufacturmg Industries.

Provide rellable 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 gppartunities for lacalisation and link to maintenance cycles.
Negotiations with short-listed bidders wili define a role for Transnet Engineering

«  Prescribed scope & knowledge transfer requirements from the OEM to Transnet Enginéering

will be negotiated with bidders.

Relationship with Shareholder
»  Clarity on locaiisation‘requirements is to form part of a Shareholder Compact.

0057-0367-0001-0085
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{oErART F ATEAPRISES|

SUIT 409, INFOTECH iun.nma
ARCADIA STR 1090, HATFIELD 108

mﬁ 'W" 3
F-I\MTE BAG X5
ozmﬂmsmuf PUELIL‘. Enrmmlses'

MELRIN FULANCE
REPLELIC OF EOUTH AYRICA

Priale Bag X118, Prslade, 0001, mmumeau.rmm 123233202
P B 29, Capes T, £5000, okl #27 21 454 89 Fn:+212i¢012ﬁ34
abualta; wanw, o ury. govan, &-Ieedls minsy g frov,

Raf, M4/4/20 {1203H3)

ol Mr Mafika Micwanzl

b Chalmpersan of tha Boand
Trenanst SGC U4

P O Hax 72501
PARKVIEW

2122

Donr m’( M‘{-NKMK: )

TRANENET'S APPLICATION IN TERLR OF SECTION B4{2){d) OF THE PUBLIC
FINANCE MANAGEMENT ACT FOR THE ACQUISTTION OF 1084 LOCOIOTIVES
FOR TRANBNZET FREIGHT RAIL'S GENERAL FREIGHT BUgIHERS ¢

[ havo noled Trananef's ntanton to scquine 1064 locomotivam ovar ths naxt ssvan {7)
yaars ot en estimaled cost of R38.8 bllleq. | em aware that the soquisition akm to
faciBiata the ramp up [n volumes transporied from tha current 80 milion fons ta 170
miliion tons ax envisaged In the Markat Damand Stratesy {MDS) wihiich forms the
basls of Trahacgt's 2013/14 Corporuts Plan, [

. Howover, | am tonceimed that the prumnbﬂw of the pwlmt b hlghly depaadent on
, Tramanots Genend Freght Business (GFE) being eble to grow the volumes §

. 5 irancpartad xt amotnts Bbove GOP prowth and tayiffs charged at abava CP1, Failure
Ve fo achleve these oplfimistle groamth figuros would have an advorsa offect on the
A ' axpocled revenuse and thus the proftubilly of tho projoct.  Morsaver, pelantial
fiuchuationa In the operational costs could also edvonioly sffact the praftabilfy of tha

of wagonz and ciher expan wpanditure B Incited,  Theretors, ) will be
expecting & furiher Bection 54(2) ladosm an af the relevanl oapital expanditre
gatocladed wth tha projact Funhafmm. Teananat must submit 8 detafad
implodiantalion plan demaoneimiing how the above GDP growth volims Incressos
ard tha ebovo Inflation it increascs anlicipetod In the MDS will be achlaved ,
togatfier with (e passibia mitigation sinfegles. In eddilon, operaional costs musl
be monitard and rgorsusty tontroliad throughaut tha m'ecpm of the pregact to aveld '
any cost escalntions. - ) :

Mareovar, | have qoted thal, whareas Transnet e clalming that incrsasing koomotive
capadity and sificlency Wil fead to lovwar tariffa for custamove; real Inroacos In tarffe

@‘L The sticcess of the projact entalla further capltal axpeaditure, indluding tha purchase
0..

0057-0367-0001-0086
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are in fact baing prefectsd fo eustein the project. Transnet must provide reguiar
‘faedhan ck&Na!?omlemrynnﬂm!rlntﬂathat&admbmlmgdh
rall,

| taok forward to the fnallsaton of the prolect afd raquest that Travenet submit

suaiterly fasdback to Niifdns! Treactry on tha ¢latus of the scqusitien and tha ebéeve
mnﬂon!'ed related [sues,

1nzat that yeu will find the abor to be in order,

 Youmshcersly
N "\, » >
PRAVIN « GORDHAN
MINIBTER OF FINANCE

Dats: o~ o202

oo MrMKN Gigaba, MP
Winlstor of Publla Entorxrises

-

R
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. o ——

p———erawgr | e mis e
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Matks Miwanazd, Chakman

| Our Ref No: MM/17556

Mr Pravin Gordhan, MP
Minlster of Finance
Private Bag X115
PRETORIA

[ 0001

Fax: 012 323 0911

Dear Minister Gordhan

- TRANSNET'S PFMA APPLICATION FOR THE ACQUISITION OF 1064
& LOCOMOTIVES TFR'S GENERAL FREIGHT BUSINESS

Your letter dated 31 October 2013 regarding the above mentioned subject has reference,

Thank you for your response to Transnet’s application, The contents have been duly noted
and your Interest In the heslth and sustsinability of the Transnet b* siness Is welcomed. This
acquisition Is going to contribute significantly towards Transne attaining its strategic
objectives as set out In the Market Demand Strategy. This investr~ - will not only improve
Transnet's market share, but will also contribute to the attainment ¢  he New Growth Path
and National Development Plan.

This letter seeks to address the concems ralsed and provide you with cc  “ort that Transnet
* Is managing the transaction and the business In an acceptable manner.,

1. "Transnet's General Freight Business ("GFB") ability to gro* the volumes
transported at amounts above GDP growth and tariffs charged at -bove CPI”",

I ~gEl Demand exceeds capacity In a8 number of commodities, The Transnet M <t Demand
Strategy is premised primarily an the growth of General Freight traffic fror. ~83mt In
2012{13 to ~180mt In 2019/20 (Corporate Plan 2013/14) such that Gene | Frelght
tonnages comprise close to 50% of total TFR tonnages {vs 40% in 2012/13;, e intent
; of this strategy Is to begin the process of shifting rail friendly traffic from'roa to rall,
The procurement of new locomotives is a key element of this strategy as loc. naotive
capadity Is the key constralnt towards acceleration of the shift of commodities from road
to rail.

The strategy is starting to refiect 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: 9% Annual State of Laglstics Survey for South Africa 2012).

Transnat S0C Ltd l Carlton Centve P.G, Box 72501 o
Registration Number ' 150 Commiesicner  Parkview, Johanneshurg
1990/000906/30 Street South Africa, 2122
Johanneshurg T+27 11 308 3001
2001 F +27 11 308 2368
Directurss ME Miovamad (Chayman) B Makefa* (Gr;:f Chiel Exzcudive) MA Fanucchi ¥ Forbes HD Gazendam NP Mro@sana N Mool NR Njeka 1M Sharma [B Skosana E www.tansneLnat
Tshobalale D1 Tshepe A Skrgh® {Group Chle! Firancial OfMcer)
“Execultve
Group Company Secrelary: ANC Ceba

0057-0367-0001-0088
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Relative success [s also reflected in the steady miarket share growth achieved by the
Container and Automotive business unit

Page 2

Total Pors Long Haul
2011 13% 21%
2013 20% 31%

In addition, the Containers and Autornotive Business ("CAB") unit grew volumes by 28%
- In the past financlat year, well In excess of GD? growth. In 2011, the business also grew

in excess of 22% p.a,

There are a number of drivers of the capitai programme which s a decisive strategic
intetvention ta eliminate legacy rall challengzs. The prmary objective Is to modemnise
both General Frelght rolling stock fleet anc infrastructure network after decades of
under-Investment. This Involves the strategy to modernise and standardise assets and
Includes the procurement of both diesel a'd new generation dual voltage electric
locomotives to be deployed on the network zccording to the network characteristics to
achieve projected effidendles and volume gre ath, The detalled strategy for the road to
rall migration Is contained in Annexure A.

Furthermore, mitigation strategies have besn developed to sustain volume growth,
These strategies demonstrate how Transnet F-glght Rall plans to achleve volume growth
at amounts above GDP growth. Annexura Ii contains growth strategles for Domestic
Coal, Automotive, and Contalners on rail,

TFR conducts road versus rall cost studies at reqular intervals to assess, amang others,
the tariff differences between modes. These :tudies are commodity specific and inform
the extent to which rall tariffs can be Increas2d without Impacting TFR and customers’
competitiveness. TFR places emphasis on Jalandng cost recovery with customers’
willingness to pay as weli as optimising reve: ue through targeting the appropriate mix
of traffic to grow revenue per ton in order & ensure that TFR meets both its financial
targets and serves Its public mandate. .

“Increasing locomotive capacity and efiiciency will lead to lower tariffs for
customers; real increases in tariffs are in fact being projected to sustain the
project”,

Increased locomotive capadty and operatinal efficiencles will improve customer
satisfaction and accelerate a modal shift from road to rail, This migration of rail suitable
traffi¢ from road to rall will lead to lower tari s to those customers when compared to
the cost of using road alternatives. For the ovrall General Frelght Business a significant
increase In weighted average revenue per tor is required to achieve full economic cost
recovery. TFR however does not support “stap change” tarff increases as this could
potentially disrupt and Impact industry acd customer; competitiveness. Rail tarlff
fncreases are commodity and service speclfic and vary bgsed on the pricing structure
which Indudes factors such as {operating cost, customers’ willlngness to pay and price of
next best alternative), therefore the rate of increase will differ per commodity and

. service over the forecasting period. Rall tariff Increases projected for this project are a

functlon of tariff Increases as well as targeting an optimised mix of traffic resulting In the

General Frelght's total welghted average reverue per ton increasing year-on-year above
CPL
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3. “All the relevant Capital Expenditure assoclated with the project”.

Further expanslonary and sustaling investments supparting the locomotive Investment
is provided below and Includes the following:

]]  Page3
1
I
l] a. Investment proposad In the 1064 Business Case:
] » Capital and other costs

Capital cost outflows for the procured lecomotives have been structured with a
N payment strateqy similar to previous locomotive transactions. Basically 10%

R advance payment, 80% on delivery and then 5% each on reliability and avallability
: L: efficlency levels achleved these are however subject to negotlation. Upfront costs
j o of R250 milllon for diese! locornatives and R300 million for electric locomotives will

be paid on slgning the supplier contract and will be offset agalnst the cost of the
first batch purchased. The purchase price of both diese! and electric locomotives
] assumes a minimum of 55% local compaenent for diesel and 60% for electric

locomotives, with minimum premium for localisation capped at 2% of the purchase
price.,

} » Wagaon casts

Costs were calculated based on the expansionary number of wagans required to l
achieve 170 milllon tonnes {16,459 wagons) based on the proposed capex budge’
] In the Supporting Docurmentation Section E12 (Wagon Requirements), Opex and l

capex casts are Incurred acording to incremental volumes moved.
I o Infrastructure costs-

Costs were calculated using the total required expansionary GFB Infrastructure to
deliver 170 milllon tonnes bised on the latest corporate plan. Infrastructure copex
;o costs are incurred accordingto incremental volumes moved.

b. Increase requirement In Wagon Fleet

The requirement for wagons [s reviewed annually to meet the dynamfic commodity
mix., Approximately 85% of general frelght 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. manganese, magnetite and domestic coal), which had previously
not been made, are now proceeding.

c. Rail Network investments required to expand General Fraight Volumes
Rall netwark capital expenditu® focusses on the reductian of incidents, impraved
safety standards, optimal utilis?lon of slot capacity to execute fraffic and constant
focus on the modernisation of the network. Upgrades and replacements have been

planned far the required restoration of the network to world class standards so as to
reduce incidents, increase operstional productivity and increase railed commuodity

tonnages. bﬁ)/

© b ey wa
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Page 4
I It should be noted that not all capital investment related to the acquisition of 1064
locomatives will require approval from the Shareholder In terms of Section 54 of the
PFMA, A high level view of further expanslonary and sustalning Investments supporting
the locomotive Investment is contalned in Annexure C.
4. “Operational costs must be monitored and rigerously controlled throughout
l the lifespan of the projectto avoi_d any costescalations”, —_—

TFR has established & Resufts Management Office ("RMO") as a mechanism to assist

, - the TFR's Executive Committee to ensure that the Market Demand Strategy and all

Y } ather key Initfatives are executed a5 planned. The RMO Is located In the Office of the

’ Chief Executive Officer and Is responsible to drive @ TFR-wide business performance

| R reporting and provide Visibillty across the strategy execution of projects in the porifollo
i and the impact thereof on achleving the MDS strategic objectives.

, The TFR Finance Depariment together with the RMO will continually evaluste the 1064

I locomotives project, rmonitor and track Its progress agalnst the MDS plan, as welt as
escalate and provide mitigation support for any potential risks constraining the
successful achlevement of this praject. This will be achieved through;

 Performing quallty 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
‘ achlevement In orcer to provide early wamings for implementation of mitigating

strategles. _
« Evaluating proposer] benefits in order to provide an aggregated view of probatilities
l of target achievement.
' (m} » Continuous reporting of the project performance to all relevant stakeholders.
’) ﬁ":.z In additlon to the abovementoned measures, Transnet's tack fecord reflects excellent cost
l & contyol as is evident in the latest Interim financlal results release, where operating expenses

Increase were mitigated through cost optimisation Initfatives of R1,4 billlon, Transnet has
taken note of the National Treasury Instruction 1 of 2013/14 and has set In motion the cost
contalnment measures contained in the Instruction Note across the Company.™

National Treasury has Indicated an interest in jolning the Department of Public Enterprises

during their quarterly engigements with Transnet specifically to discuss Transnet’s capital
l Investment programme 2nd execution of the major Infrastructure projects. The 1064

locomaotive acquisition will be included as a project that Is focussed upon during the

engagement. Engagements with National Treasury in 2013 were conducted through the
l office of Ms Avrll Halstead, Chief Director — Sector Oversight.

' Lastly, we submit a quarterly report to National Treasury that covers Transnet's major ‘
Investments, providing feedback on progﬂess, reasons for deviation and spending against

budget. This report Is submitted te Loyd Ramakobya and Luyulo Ntlangula from National

! Treasury. If required please advise additional names that may need to form part of our

] engagement sesslons with Natlonal Treasury and the distribution list of the quarterly report.

OO'-O367-0001-0091
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1 trust you find the above in order, please do not hesitate to contact me should you have
further queries,

Page 4

Thanking you,
Kind regards

Mafilgs Mkwanazi

Chalrperson

Date: / (/92/2

CC:  Minister Malusi Gigaba, MP
Minlster of Public Enterprises

0057-0367-0001-0092
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Annexure A

Road to Rail Migration Strategy

——— e —_—

K T @ Transnet Market Demand Strategy is premised primarily an the growth of General
7 Fr :lght traffic from ~83mt in 2012/13 o ~180mt in 2019/20 (Corporate Plan 2013/14) stich
th it General Freight tonnages comprie dose to 50% of total TFR tonnages (vs 40% in
2012/13), The Intent of this strategyis to begih the process of shifting rall friendly traffic
from Road to Rail, The procurement of new locomotives is a key element of this strategy.
' Tt = strategy is 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 TonkKm In 2010 to 11.5% and 29.9%
] re pectively in 2012 (Source: 9" Annial State of Logistics Survey for South Africa 2012).
i __Reative success.1s also. reflected-in the- steady market share growth achleved by the
Ce atainer and Automotive business unf:

Total Ports Long Haul
2011 13% “21%
2013 20% 31%

Tr2re are a number of drivers of the capital programme which is a decisive strategic
inz2rvention to eliminate legacy rall challenges, The primary objective is to modernise both
Geeral Frelight rolling stock fleet and Infrastruciure network after decades of under-
in: 3stment. This Includes the strategy to modernise and standardise assets and includes
th- procurement of both diesel and neww generation dual voltage electric focomotives to be
deloyed according to the network characteristics to achieve projected efficlencies and
ve Jme growth. General Frelght commodities profected to reflect high growth over the seven
ye s of the Market Demand Strategy are:

Growth Commodities

Cc nmodity Sector / Segment CAGR
e Trc 1 and Steel Bulk MinTng & Manufacturing 20.6%
: | Ex: art Coal (Non RBCT) Bulk Minfng Export 18.5%
Esism Coal Bulk Manufacturing 17.6%
' Ma ganese Export PE Butk Mining Expart 15.8%
Irc : Ore Manufacturing - 15.1%
| Th yme & Ferrochrome Bufk Mning & Manufacturing 12.1%
l FM G Benefidated / Palletised / Contalnerised 10.7%
Ag: culture Bulk export / processing 9,54%
| Mir 2ral Mining Bulk Minfng & Manufacturing 9.8%
Autmotive Import/ Export 9.2%
[ Co {Pomestic other) Bulk Manufacturing 6.6%
Inc strial Chernicals | Bulk Menufacturing 5.5%
Wo d & Wood product | Bulk Bxport / precessing 5.7%|
Ferlizer Buik Bxport / processing 4.6%
Int: :‘modal wholesale Eensfidated / Palletised / Contalnerised 4.6%

005'0367-0001-0093
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Commodity Sector /| Segment CAGR
Cement ' Bulk Mamufacturing 4.3%
Bulk Liquids ' Bulk Manufacturing 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 efficiences by TFR resulting in clients being able to produce
and move greater volumes. Production used to be aligned to transportable capacity.

s Intermodal strategles and road to rail migration

,‘—),3 = Over border traffic fiows growing in the SADC reglon.

,ﬂ The graphic below is illustrative of the Road to Rall strateglc journey in the growth of
General Freight tonnage and market share,

Road to Rail Strategy for General Freight Volume & Market Share Growth

1 Develap Markets & Hew Sources of Revenue

139
1 d

160 1
m-
240 1

& =
2011
Cril sy

2013714 20415 20i5/16

AT X PR - A g
i i -

Y

0057-0367-0001-0094



e

e

- P — .

—

EN N ME DN Ow &N

-
Iy o I, R

TRANSNET-REF-BUNDLE-01143

858

Annexure A
Market Retention: Retaining and st staining current business

As 3 first priority, locomotives will be d :ployed to retain existing base load Siding to Siding
General Frelght traffic and to cater t the organic growth of existing customers. This
retention requires significantly Improv:d efficlencies to be achleved through reliabliity of
service with improved throughput tim:. Transnet Freight Rail ("TFR") currently profects
efficdency Improvements of 29% to 37% due to the deployment of new locomotives, This is
evidenced by the Improvements already achleved on cormridors 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/Loca/month on the *halaborwa-Richards Bay corridor

«__ The 19E locomotives- deployed or-the Export Coal-corridor have achieved efficiency
Improvements of 18% (2011/12 — [013/14 YTD). Similarly improvements of 28% have
been achleved with the 15E locomc ives on the Export Iron Ore [ine

The retention of existing traffic Is the cuirent focus and will remaln core to the strategy over
the time horizon of the MDS. Dual vo' age electric locamotives will initially be deployed te
critical flows such as:

Postmasburg to Port Elizabeth (i langanese)
Port Elizabeth to Kazerne (Contz ners and Cars), and
Rustenburg ta Richards Bay (Ch-ome and Ferrochrome).

This deployment of new locomatives will efiminate the need for lengthy stopavers on
corridors to change locomotives and carty out brake and other safety related tests thus
Improving the reliability of services. Tz imperative to Improve the execution and efficiency
of these services Is ctitical to building the goodwill of existing customers in order to galn
increased percentages of their frelgh: and to build the TFR service reputaton In the
marketplace, This Is vital for the succe:3 of future Road to Rall shift strategies.

Market Growth

The next imperative in the Road to Rail shift strategy Is to capture bulk minlng and
manufacturing rall friendly commoditie: that are currently belng conveyed by road haullers,
This is the core competency of rail .nd must be exploited. Locomotives Wil thus be
deployed to corridors and flows to acrieve organic growth In such commodities as Eskom
coal flows, magnetite, chrome and fe rechrome as well as earning the rght to trensport
finished goods produced by existing customers, for example in the Steel and Cement
Industries, Due to retirement of older |- comotives, additional locomotives will be required to
facilitate this growth. '

Market growth of agricultural products such as Grain, Malze and Wheat as well as Timber
products will also contribute to Road L= Rall shift. Older locomotive types will be cascaded
as appropriate to consolldate traffic frym Branch lines or other feeder areas to strategic

0('7-0367-0001-0095
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' l Annexure A
’ consolidation hubs where longer rains (e.g, 100 - 120 timber wagon trains) are built to
1 transport product to ports for expert or to mills for further processing.
N
. Market Attraction: Collaboration and joint logistic solutions
‘1 Market attraction of new customer; and / or new markets involves the development of inter-
modalism or rail-based logistic: services. Typical commodities to be targeted are
Manufactured or beneficiated fr-ight and FMCG cargo that can be contalnerised or
| palietised. This includes:
-i * Import, export and carge destined for domestic or regional consumption moving
i between terminals or distri“ution centres;
[ » Finished goods e.g. Bagge: cement, steel products, automotive and machlinery parts,
J) “ textiles, foodstuff increasin ly require some form of intermodal solution,
‘s
) } It is likely that such growth will b+ achieved in the later years of the strategic plan. Plans
i are however, currently underway i1 preparation for attracting such markets. These market
e ‘ development initiatives Include:
i ' ¢ Collaboration with Part Ter ninals for mass evacuation of containers by rail from the
r o Port of Durban to Iniend dz.;tinatlons
\ + Development and impleme: tation of car racks In Aprit 2013 enzbled the transport of
| cars to and from Islpinge and Point in Durban. This has facilitated the effective
o improvemant of cars transy arted to Kaalfontein,
: ] « Development of road-rail:r wagans as a prerequisite for seamless Intermodal
services. The prototype wil be ready for testing in 2015 and will ramp up from thls
! point on once tests are cor pleted.
1 + Development of the Dome. tic Intermodal strategy Initially focusing on a road to rall
l . shift on Natcor and CapeCet. A number of long haul trains per day will be operated
R between consolidation hios and “last mile delivery” will be done by road
i -,‘) X hautiers, (Cost wiil be dete mined by road distances and an integrated price will be a
_ ] critical success factor), 18- Locomotive will be cascaded into the Natcor from other
" areas. There will be Incre:sed utilisation of the locomative types currently used on
l the CapeCor co
A » These services can be iptimised by partnerships with road hauliers, frelght

forwarders, and terminal cperators. In this regard, TFR has signed an MOU with
Imperial Logistics and wit.1 Barloworld to enable the joInt development of such
solutions

0057-0367-0001-0096
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\{ Annexure B

l 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 exsting 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 achleved of 28% in the previous financial year 201213 and projected
at 20% this financial year 2013/14, and future growth Is projected at 10% to 15% through
-+ ~-——the MDS period; To support the Increased demand, capadity creation projects have been
! Initiated for upgrading and developing new terminals.

- R
—" St

1]
_——

L) Market Strategy

} - The container markets have beeh segmented Into Maritime (import and export) container
o market, Domestic and Overborder, The Maritime opportunity Is the increasing trend of bulk
. minerals being containerised for export and developing stranger value propositions for the
i ] 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 finzlisation of the
Domestic Intermodalism strategy. The automotive market capacity constraint has finally

, ] recelved some relief with the injection of new wagons and the focus can now be on
l" - Increasing volumes through Increased customer basa:

; l e Natcor

1 Aggressive marketing of extra heavy contalner which was a growth area thus attracting
g" l Increased containers packed with mineral mining for export on the Natcor.

!
'. ] . o Export tonnage increase from the JHb complex from 10 100teus to 28 800teus (184%
‘ increase).
,) ;,;L ‘ o All Inland terminals were exceeding their design capacuty Clty Deep 240000teus, Kascon
_ ] 72 000teus and Pretcon of 50 000teus.
I{I o JV's with private terminals SACD and Bridge to handle some of City Deep volumes
duting construction disruptions in 2013/2014 and 2015,

i I » Bloemfontein to PE

moving 200 contalners in a month now moves 200 contalners per day and demand is 400 to
f ' 600 containers.

« Open top back tipping contalner

The introduction of the open top back tipping contalner that Is now used for Eskom Tutuka

I } The “*Common User Bulk Terminal” strategy was developed, Bloemfonteln was previously
l coal and manganese from Lohatla, This concept has caught on and customers have bought

O(I7-0367-0001-OO97
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approximately 3300 of these containers over the past year to move iron ore and
manganese. It is also to be used to rall chrome from Rustenburg to Newcastle.

Capacity creatian investments to grow and sustain CAB volumes

The table below shows the approved capacity creation investment In the Natcor to grow and

sustain CAB voluimes;

O
WeEs R . A

X

'..-... .
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City Deep §

Investment of R900 miliion was apprcwed te upglade and
increas2 terminal operating capacity from 240 000 teus to 400
000teus per annum. This Is work In progress and project will be
completed In 2015

Kascon

Tnvestment of R78 million to increase capacity from 72000 teus
to 150000 teus for phase one to be completed In 2014

Pretcon

Investrnent of R37 million to increase capacity from 50000 teus
to 150000 teus

| Bloemfontein

Investrent of R66 milllon was approved to bulld new terminal
from e:dsting terminal which is In the middle of a suburb

Newcastle

Investrent of R20 million to open new commodity flows to the
Natcor, and to roll out the success of the “Cormaon User Bulk
Terminal” of Bloemfonteln, This inltlative startec with domestic
coal to Cape Town

Catoridge

To Invest RS0 milllen,- which Is still to be approv2d, to start the
Catoricge Logistics Hub

Bayhead

Redesian of Bayhead yard with longer lines fo- longer trains,

Capex still to be approved

Kingsrest

Rall yard buffer stack expansion to Improve port rall efficiencles
and rall capacky

Automotive

300 new wagons from TE with lights for night working. 143 to
be returned defective {ights and other workmanship issues

Lohatla

A “prcaf of concept” terminal was opened In Lohatla for R5
million and this created a demand that rail -apacity cannot

handle.

PSP capacity creation initiatives

The table below illustrates non-capex capacity creatlon initatives:

A\ b L N - K F‘ NN g].‘”."-:. T “
1 Polokwane Customer leased the site and expects this to incraase volumes to
Polokwane terminal
Richards bay Future terminal Is being considered
Bi-modalism Investment by customers Is In the Final staqes of tender process

2, bomestic Coal Growth Strategy

The next imperative In the Road to Rall shift strategy is te capture bul: mining and
manufecturing riil friendly commodities that are currently being conveyed by road haullers.

0057-0367-0001-0098
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‘ This Is the cor= competency of rafl and must be exploited, Achleving organic growth in
'—i commeodities su:h as Eskom coal flows plays a vital role In modal shift from Reoad to Rall,
, Domestic coal’s ‘uture growth Is projected at 19% through the MDS peried.

po
I ] Annaxure B

! ‘
Market Strateqy

lines from the :urrent 18ton axle to 26 tons axle to accommodate the huge iicrease to
Majuba power station. This will also call for wagon wagons and substations upgrade,
’ Grindrod Termir als also joined forces with RBT Resources (Pty) Ltd in 2012 by establishing a

l 7 joint venture cilled RBT Grindred Terminals (Pty) Ltd ("RBTG") with the intention-of -
- developing a 20 million ton export terminal on the Navitrade and an adjacent preoerty. The

l The first bigges: growth is Eskom 32 million ton with the upgrading of both infrastructure

P immediate planz are for RBTG to begin construction of Phase 1 of the development in 2014
l I E } Increasing the c-pacity 3 million to 5 million tons per annum,
oy
l v Initiatives to ¢ row volumes and improving market share
r‘] The table belov/ shows the appraved capacity creatlon investment to grow 21d sustaln
I i domestic coal ve Eumes:
r] "«q% R A T e e oo _-,;. *H-N '_w.f R TE R *\“
l Eskorn Supply C: ain Optimisation | Migrate 80% of the current road hauled ccal to rail oy 2016/17
Align coal demand with ramp up requirements for Majubz to Smtpa by
December 2014

¢ Re-rommission Camden operation
o Consofidate coal sources for Camden power Stat'ans
£skom Road-Char e-Over Strategy Review on / off loading tmes for opimal rall service

Integration of planning process on Plato-Rall for all Expor'.s and
Domestic Coal load outs
Centralised consolidabion of key account plans
Maputa - 90% vol: me guarantees Guarantee for Maputo velumes
Majuba power stzt an enhancement Creata capacity to Increase tonnages on rall through tippt .r upgrades,
loading sltes increase, introduction of longer tralns from €3-75
wagons
Rail Enabling Other Power Stations through the developm :nt of the raif
Infrastructure at the PS including removing rzliway lines f: am the
network, offlcading facilites l.e. Hppler offloading, comau- 2r offloading,
bottom discharge offloading ete.
Programme Implementetion
o Phase 1: Implement an interim contalner selutic y remove
trucks off the roed
o Phase 2: All power stations to have tipplersIn p'ace as a
permanent solutfon

OOl-0367-0001-0099
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Annexure C

Other Capital Expenditures associated with the project

A High level view of further Expansionary and sustafning Investments supporting the
locamative investment is provided below and Includes the following:

1. Investments proposed in the 1064 business case
2. Increase requirement in Wagan Fleet.
: 3. Rall 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 capltal and other costs were consldered 1
« Capital and other costs:

i Capltal cost outflows for the procured locomotives have been structured with an

i aggressive payment strategy of 90 percent of the locomotive purchase is paid on

dellvery of the locomotive and 10 percent on acceptance. Upfront costs of R250

- milllon for diesel locomatives and R300 million for electric locomatives will be pald on

! signing the supplier contract and will offset agalnst 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 Jocomotives 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 capitel costs for diesel and
electric locomotives, wagons, and Infrastructure.

Exhibit 1 : Capita] expenditure schedula

‘.,‘-_'E?

e v

——

10362787, 337!

} Total 4+ 50,656 . € 844 11023

4507915 575" ‘14'94 14 075 " 2850’
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-

«  Wagon costs:

Costs were calculated based on the expansionary number of wagons required to
achfeve 170 million tonnes (16,459 wagons) based on the proposed capex budgst in
the Supporting Documentation Sectioh 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 Infrastructur2 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 commeodity mix
Approximately 85% of general freight tonnages are delivered by 18 of the 76 wagon tyoes,
Investment In spedalised wagons to service key sectors, such as automotive, containeiised
and Intermodal business as well as other major minlng commodities (e.0. mangarase,
magnetite and domestic coal), which had previously been put on hald, are now proceeding.

3. Rail Network investments required to expand General Freight Volumes

Rall network capital expenditure focus remalns the reduction of incidents, improved szfety
standards, optimal utilisation of slot capaclty 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 inddcnts,
Increase operational productivity and increase refled commodity tonnages, Key netviork
programmes for replacement of the signalling system (communication-based train cont-of),
the upgrade and replacement of the teiecommunication backbone, rall replacement for
feeder lines on the heavy-haul lines and major sections of the core general frelght netvork
to meet recommendations by Deutsche Bahn for a safe and world-class rallway.

OOl—O367-OOOl-OlOl
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Annexure C

High level view of Strategic Expansion projects dependent on the locomative Investment are

tabled below:

Overview: Strategic Expansion Projects-

Waterberg | A five- stage scalable upgrade | Investments are Incremental capacity increases agalnst

Phase 2-6 | of the existing lina from staggered and two | respective stage completionto a
Lephalale to Cgles planned separate maximum ef 27Mtpa will be provided by
initally based on 100 wagon | investment cases | 2018/19,
head-end trains with a switch | (FEL 3/4) will be
over to 200 wagon, submitted.
distributed power tralns by
2016417,

Waterberg | A new ~450 kmn heavy haul FEL 2: 2014/15 The design of the ine will foliow the

Heavy haul | line linking in south of Ore fine expansion with the provision of

line Thabazimb) to the FEL 3201516 2 26 tons/axle elecrified single line with
Broodsnyersplaas area will be evenly spaced passing loops. Initial
developed to meet demand FEL4: 2016/17 capaclty of ~40mtpa can be provided,
beyond 27 mtpa and support start scalable to 80mtpa by biliding
the augmentation of export Intermediary passing loops.
coal from the Mpumalanga .
coalflelds with coal from the The new line Is currentiy not funded.
Waterberg and Botswana. The construction of the new line, once

appraved, will tzke approxdmately 5
years

Coal The coal backbone {s the FEL 2: 201415 Timing of capaciy depends largely an

Backbone | common dencminator of the Eskom’s long terms sourcing
coal system and acts asthe | FEL 3:2015/16 strategy. An Increase In volumes from
condult for coal flows from Waterberg requires the upgrade of rait
Mpumalanga as well as FEL 4: 201617 Iine from Qgles to Lephalale, whereas
‘transit volumes from the start sourcing coal In Mpumalanga regulres
Waterberg for Eskom In upgrading of the coal fegder lines
support of the 32mtpa rail between Ogles and Ermelo,
migratien programme ar
exports and the new Majuba
Coal Tranzpert System (CT5)
line.

‘Coal 51 Coal 91: Incorporates a | FEL2:2014/15 Volume ramp up will be determined on
combination of  significant completion of the demand validation
capltal  expenditure  and | FEL3:2015/16 exerclse.
operational optimisation
inltatives to increase the FEL 4: 2016/17
overall coal export system

0057-0367-0001-0102

e



TRANSNET-REF-BUNDLE-01151

866

Annexure C

Project

Description. -

| PP milestones

Volunie ramp up and exp
< | dat

ted due

ébadf.y to 91+ mtpa,

Botswana
link

Provides access to Botswanz

FEL 2 2014/15
FEL 3: 2015/16
FEL 4: 2016/17

| Overvaal™ -

tunnel
doubling

“The Cvervaal tunnel is
sittated between Overvaal
and Maviristad stations souti-
of Ermelo and Is the only
single line section on the oz
line between Ermelo and
Richards Bay. The project wll
provide a new, double shaft
tunnel adjacent to the
exlsting tunnal bullt in 1975,

FEL 3: 2013/14
start

FEL 4: 2014/15 Q4
stort

risk refated.

Alihough the doubling of the tunnel wiil
provide Inherent capacity, the primary
reason for the investment Is safety and

Swzzl linlk

The Swazl link project
Introduces the first reglonat
Integration project that wiil
stimulate Intra-reglonal trad-
and experts through the
bultding of a 146km new lin*
line connecting the South
African and Swazitand
networks from Lothalrto
Sidvokodvo (Swaziland). Tha
\ project includes

- operationalisation and

| upgrading of supporting fink:
" to general freight standards
such as the Lothalr branch
Tine and the Sldvoiodvo to
Phuzumoya line in Swazilanc

FEL 3: 2014/15

FEL 4: 2015/18
start

corridor

On completion, the project will initially_
provide capacity to divert ~14mtpa of
general frelght from the export coal

Manganese
to 16mtpa

Manganese export capaclty
from 5.5Mtpa {currently
offered through the Port of

. Port Ellzabeth) to 16Mtpa

" from the Northern Cape via :
new export facliity in the Por:
of Naqura is one of the key
development initiatives In
Transnet.

FEL4: In progress

12mtpa arnualised capadty to be
provided by 2018/19,

OO'—O367-0001-0103
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start,

Annexure C
Project, | Desgription - - .| BLP pillestones 7
Iron Ore Expansicn of the ore line FEL 2: 2014/15 Iron ore volumes In the MDS will be
line cariidor from Sishen in the revisited once the valldatlin process has
Northern Cape to Saldanha  |FEL 3! 2015/16 | peen finalised

0057-0367-0001-0104
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M. MORANDUM

W, Cransnet,.net

To:  Tr:nsnet Board of Directors (BOD)
From: BEran Molefe, Group Chlef Executive
SUBJECT: INCREASE IN ESTIMATED TOTAL-COST (ETC) OF THE ACQUISITION OF

~ 1064 LOC OMOTIVES FOR TRANSNET FREIGHT RAIL'S GENERAL FRETGHT BUSINESS
(GFB)

PURPC( SE:

1, Th2 purpose of this memo Is:
3) -or the BOD to note the reasens for the Increase in ETC,

b) o request that the BOD approve an Increase In the estimated totet cost (ETC) for the
1cquisition of 1064 Locometives for the General Freight Business of Transnet Frelght
tall from R 38.6 billion to R 54.5 bllfen.

EXECU ITVE SUMMARY:
2, In summary the Increase In ETCof R 15,9 blllion can be attributed to the following:

p—

U~date of business case for updated eccnomic factors R54bn 34 %
;  Mitigation - Forex and Escalation R.9.5 bn 59 %
;i' : Scope _ R26bn 16 %
: ntingencles ‘ R4Sbn| 31%

Lrwer capltal acquisition cost of the locomotive obtained | R—-65bn| - 4 %
t-ough the competitive tender and negotiatfon process less :
i1 hatch pricing adjusbment of R 2.7 billion.

3. 93 % of the ETC intrease relates to changes In market eonditions and the risk tolerance
Jev ¥ of the company. Whilst 16 % of tha ETC Increase relates to strategle factors such
as localisation and compelition. These increases have been offset by a competitive
ten der and negotiation process that reallsed a benefit of 41 %.

4, Of a like for ke comparson the new price!including TE scope of R 40.09 billion
{ex ludlng hedging and escalation) Is only 3.89 % higher than the approv

38.5 billlon. The balance of the ETC increase relates to risk mlugt nd‘jteglc

NG

-0367-0001-0105
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concesslans such as bateh pricng.

5. Reglments Capital (using an international expert) benchmarked the Capital Acquisition
Cost of the locomotives at the “best and final offer” stage of this transaction and the
results Indicate that the price belng offered by the bldders is reasonable, Glven that
forex, escalatlon, economlc factors and batch pricng Impact Is subject to market
conditions It can be deduced that the final contract ptice Is also reasonable.

6. The need to incur these costs has been justified and the assotlated costs are
reasonable In the clrcumstances.

7. The NPV of the buslness case remalns positive at R 11.68 billion.

8. Impacts on the 2014/15 corporate plan has been assessed and mitigated.
Consequently the R'54.5 blllion 1s affordable and reasonable.

9. Risk mitigation measures have been developed and are belng Implemented to ensure
benefits are realfsed.

10, Significant socio economic benefits such as locallsation and job creation will be reallsed,

11, Significant benefit will be achleved by tha company including additional volumes earlier,
additiona!l 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
contribute towards the company achleving its original MDS targets of 350 mt by
2018/19 and consequently is fully afigned with the MODS of the company,

13. The strategic, commercial and soclo economic benefits assodated with this acquisition
wiil significantly outwelgh the capital cost,

BACKGROUND:

14. The acquisition of 1064 Locomietives was appraved by the Board of Darectors In April
2013 at a cost of R 38.6 billion. This excluded the following costs:

a. The cost of changes In economle conditions (forex and Inflation) between
approval of the business case and award of the contracts

b. The cost of hedglng for forelgn exchange movements;

¢. The cost for future inflatlonary escalations;

d. The cost of additlonal scape for Transnet Englneering (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).

18, The acquisition of 1064 Lotomolives for GFB was approved by the Shareholder Minister
(Department of Public Enterprises) on| 3 August 2013,

17. Although the approval from the Minlster was not subject to a final cost of R 38.6 billlon,

for good governance and for nformation purpg/eﬁer will be swkto the DPE
\ C

Increase [n ETC for 1064 GFB Lotomotives DV\ N )
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advising of the final ETC.

18. Four contracts to acqulre 1064 locomotives were conciuded on 17 March 2014 at a cost
of R 49.5 billlon Induding the cost of future escalations, Induding additlonal scopa for
TE and Including Forelgn exchange hedging costs thus resulting In an Increase In ETC of
approximately R 15.9 bililon (Including a 10 % contingency).

19, As per the DTI codes for local content; the tender process required that bldders exceed
a minimum Suppller Development {(SD) threshold of 40 %. Al bldders exceeded this

threshold. All the bidders met the minimum thresholds for local content of 55 % for
- dlesel lacomotves and 60% for electric locomotives,

20. The locomotives will be dellvered at a rate of 12 locomotives per month per bidder at
peak productlon as per the summarlsed dellvery schedule below (refer Table 1). In

order to mitigate agalnst late dellvery risk, a penalty regime capped at 10 % of the
- contract price has been agreed to with all bidders,

=5
-

[ v Table 1

i .
Dellvety Schedife - Diesel Locomoliveg ST QR TR | i T

| I < Yo el ISt

! CNRIst20 fremChina  GE Ist 6 from USA
by March 2015 ) ; o 6 Y

' by March 2016 : 20 34

’ by March 2017 B7 126
by Oct 2017 B4 73
by February 2013 . 42

Locomotives will be manufactured ata peak tempo of 12 per month.

Sus Gms SES OGNS Gmt OGNS GNN OGNS MNN M OGNS NN &

De pryle - | v 2 Bombardler, osif 21 CR AT
e 240 (A%e)E v | 2522359 (60%%) 57k
i BT produce alt loeo's
)".r locally CSR 1st 40 from China
by March 2016 & as
by March 2017 137 142
by December 2017 S7
by January 2018 . 129

tocomotives will be menufactured at a paak tempo of 12 per month,

Increase In ETC for 1064 GFB Locomotives
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DISCUSSION

21, In ortier to analyse the Increase in ETC two factors need to be considered:

i Updated economic datz from business case date to current (backward
looking);

fi.  Future financlal risks emanating from the transaction and costs assaclzted to
mitigate these risks (forward looking), '

22.°This document has been prepared to explain the Increase In ETC on this basls,
concentrating on why these costs needed to be Incurred and were these costs
reasonable In the circumstances,

23. The |screase In ETC of R 15.9 billion Is due to the following reasons (refer Table 2
below): :

a) Escalations from the approved business case to award date (backward looking)
(item A of Teble 2)

b) Fcrex from the approved business case to award date (backward Iobklng) (Ttem C
of Table 2)

c) Additional scope of wark allocated to Transnet Englneering {TE) for the strategy to
enable TE to eventually transform to an Original Equipment Manufacturer (OEM) of
lucomotives (stratealc) (Item B of Table 2).

d) Tne cost of reducing the batch size (strateglc and risk mitigation) (Item D of Table
2)

e) Tre cost of future escalations over the life of the contract (Forward laoking and risk
imibgation) (Item E of Table 2)

f) The cost of fixng forex exposure over the life of the contract (forward looking and
rlsk mitigation) (Item F of Table 2)

g) Centingendles related to varlation orders, optons (such as electronically controlled
p-1eumatic braking and wire distributed power etc.) and capltal spares (Item G of
Table 2)

Increase In E7C for 1064 GFB Locomotives L) \_}
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Bast g Kewl Difer nar Poard nibmisskon excloding Hedglng
& Feealpiion

Adhated for danges &

Escalations by 1 sigrshora dyle (from dase of bender by Mar 14)
Add botk orighmt TE scopn removed for BAFD purposey

Torex 2djustmeent 1 £pot rvin sk 17 Morch 2014

Eated peiclag adhustment for reduction o betch Mlra to 43 %/ @ %
Bast snd Hanl Offer tpdatad for sconomks snd other factone

Adinimentsfor)
Aol TE Scops

Hew e Icuding Teecope

Cost to fx xEcatation to end of conimct
Cout of Hedgig

Sathrated Total Cost hicduding tedping and Ercalathon

Tha ETC abave eaitdes the enit of ap cptiny, vartations optial aperes, (el xpures, tools and Lert euipmert:
Add spprradmately 3 ey 10 76 ot feast 1o covar By el

Proposed Satimmtad Tota! Cust nckating Htdghg, Becalnthny, sthons, spares, took and last squipment
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BACKWARD LOOKING ECONOMYCAND OTHER FACTORS THAT HAVE IMPACTED
THE PRICE:

24, The estimates and assumptions on which the 1064 buslness case was based have

changed substantially since approval was obtained from the Transnet Board In April
2013,

25.1n 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 [n Table 3below:

Table3
Hegdtintions,
Contracting, %,
Buslness Casg TapdsrStage — Stage movement

Rand ta the LS Doler . 2.13 8.98 10,72 15.4%
Rand to the Euro nfa 11.85 14,87 25.4%.
Local CPL na 100% 106.40% 6,1%*
Local Hot roled Steel phtes Index na 100% 112.90% 1.9%
Local PRI wa 100% 107.50% 7.5%*
Chinase Equivakent CPI ndax na 100%% 102,50%. 2.5%:+*
LS Equivalent CFT Indext nfa 100% 101,33% 13% *
Euro Equivakent CPE hdax nfa 100% 102.08% ALY
* Indax movements cekubited from Cee 52 to B i
*# Index movements cakcubted from May 13 tg Ml

Item C of Table 2

Forelgn exchange rates, TheRand has depreciated by 19,4 % agalnst the US Dollar
since the tender stage, Simflarly the Rand has also depreciated by 25.4 % agalnst
the Euro over the same pefod. The spot rate of exchange used In the business
case to calculate the base pice of the locomotive was 9.13 Rand to the US Dallar,
as compared to the spot exciange 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 appraved by the
Board,

Consequently the additional 3 % per C in Table 2 Is reasonable,

Item AofTable 2

b.

Labour cost Increase. The cost . 3bour requlred to bulld the locomotives has
Increased locally within South Africa and globally aver this perlod, as Indicated
within the CPI/PPI Indices Isted In Table 3 above and as evidenced by the bigher
than CPI wage settlement that Transnet entered into at 8,5 % for a 2 year period.
Due to the tender locallatdon requirements, Transnet Engineering (TE) will
assemble the locomotives and consequently local labour will be utiiised for the
assembly,

. Materlal cost Increase, A signlficant component of the locomolive [s steel, The price

of steel is Impacted by the seel commodity price pbwhich the trafing currency s in

-

1

Increase in ETC for 1064 GFB Locomotives
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US Dollars and secondly therebyy forelgn exchange deterioration as well, The local
index for hot rolled steel plates has deterlorated by approximately 12.9 % since
December 2012, which Is Indiative of the [eval of Increase In the price of steel,

. Inflation, Local Producer Pidte Index (PPI) has Increased by over 7.5 % since

December 2012 thereby affedting the price of locally sourced products required for
the bulld of the locomotives. Forelgn equivalent Indices also Increased over this
period. This together with Be forelgn exchange deterloration indicated zbove has
resulted In the price of Imporec! components for this project Increasing.

. Statistics SA report that the headline CPI annual Infiation rate In April 2014 was 6.1

%, further explalned. In_the Business. Day article-“CPI- breaches- Reserve Bank— -

f.

target” dated 22 May 2014,

Applylng the relevant propation of each of the labour, materfal and other Input
costs which-make up the basket of ltems required for the manufacture of the
locomotives, would resultinthe net increase In the locomotive price of B %.

g. Consequently the net impad of 8 % on the locomotive price due to the changa In

economic conditions as per tern A of Table 2 Is reasonable.

Increasa In ETC for 1064 GP Locomotives () \—)
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FORWARD LOOKING ECONOMIC FACTORS AND MEASURE S TO MITIGATE
FINANCIAL RISK THAY HAVE IMPACTED THE PRICE:

Forex (Item F of Table 2)

26. The Financlal Risk Management Framework (FRMF) approve.] by the Board of Directors
{BOD) does not permit Transnet accepting forex exposure or committed transactions.

27. The South African Reserve Bank (SARB) also does not permlit SOC's to accept open
exposure on forelgn currency contracts,

28, In addition credit rating agencles and bond holders both prefer conservative risk
appetites and consequently would also support fixing our for 2x exposure,

28, Sensitivities indicate that a 5 % devaluation of the Rand cold impact the Ytotal ETC by
approximately R 3,07 billion if left unhedged.

30. Consequently the cost of forelgn currency hedging to mitigate and protect the
Comnpany agalnst forelgn currency devaluation Is an Inherent cost of the transaction,

31, Costs related to forex are Influenced by market forcss 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 would only be known once the
contract wes negotiated and finalised as they are based on matket conditions and
sentiment at the time,

32.The cost of fixing the farex exposure Is Impacted by curr 2ncy volatility and time or
duration of the exposure.

33. The recent volatility In the foreign exchange rate of on aver: ge up to between 15 & 20
% directly Impacts the transaction cost as can be seen in Talle 4 below:

Tableq

Rand 5 day annuall;ed Standard Deviation over tia pastyesr

as

Annuallsed Volatfty [%)
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world. This view Is substantiated by the ZAR currency belng termed as one of the
“fragile flve" by economists and financlal markets {refer dlagram below).

35, Business Day reported on 18 March 2014 that the Rand is In for @ “Rocky ride” for the
rest of the year (Refer article “Rocky Ride forecast for 'still to expensive’ Rand)

36. The generally held censensus view Is that due to the twin deficit of the RSA budgetand- -
- the current account, and the weak econemle outlook supports Rand devaluation In the

medium fo long term.
/'YN Tabla 5

(_ Hlntoriul tJSD-ZAR exnhl.ngn rate \
15

l 34, In addition the ZAR currency Is ene of the most volatile and fragile currencles in the

‘-) 37. A historical regresslon analysis conducted by Regiments Cap]tal indicates that the ZAR
currency Is on a trend of devaluation as Indicated In Tzble 5 above,

Va
Increass In ETC for 1054 GFB Locomotives O A \ ! )
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38.In additlon Reglments Capital conducted various currency trend scenarios as Indicated
| in Table 5 above. All scenarios Indicate 2 general devaluation In ZAR over the medium
term.

39, The imminent risk of the Ukralne crisis and its Impact on emerglng markets also had an
[ impact on the decision to fix the exchange rate exposure.

40. In addltfon 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 pald due to unknown outcomes In the future,

1
41, Alternative methods, such as call and put option structures, to reduce cost and mitigate
: | agalnst forex exposure risk were explored In conjunction with Regiments Capltal
Including methods In which Transnet would participate In any possible upside In Rand
. _)-;-_J’_ ; movements. These methods were evaluated from a cost benefit perspective and
et consequently the FEC route proved most beneficlal and practical to mitigate forex risk,

r 42.In addition the accountng treatment of optlons was not optimal as per opinion
obtained from KPMG as It would result In the creatlon of an embedded derlyatlve.

43.The cost to hedge thls exposure was obtalned from banks by the suppllers, This was
then vetted by Transnet Treasury and Regiments Capitel for reasonabllity. They both
! faund the rates and cost to be acceptable.

i 44, Consequently the net 6.8 % per F In Table 2 above Is reasonable.

. Increase bn ETC for 1064 GFB Locomotives O N
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Escalation of Input Costs (Ttem Eof Table 2)

45, Glven the size, magnitude and risk tolerance of the company due to MD3 execution,
cash flow certainty Is of paramount importance when trylng to plan over a long term
horlzon.

46, This ensures that the company Is able to manage Its key financlal met{cs such as
gearing, cash Interest cover and the A/B ratlo (required by rating agencles)

47.1In addion credit rating agendes and bond hoiders both prefer cons:rvative risk
appetites and consequently would also support fixing our escalation exposu g,

48, Careful consideration had to be given to accepting ottier risks such as labor, steel etc,
and belng exposed to market conditions,

48, Consequently It was dedlded to fix escalation for these input costs and galr: certalnty of
cash flows,

50. Costs assoclated with fixing these Input costs are largely drlven by market ;entiment ak
the time of contracting such as the items mentioned below,

51, Labour unrest and strikes Jn the platinum sector has put significant pressur : on forward
looking labour costs. As indicated earfler Transnet Is subject to an £.5 % wage
adjustment for the 2014/15 financlal year.

52.The contractor has also bullt a tisk premium Into thelr pricing for for./ard looking
inflation, to cater for the unpredictable nature of the jabour envircnment within South
Africa and the risk assoclated with TE carrylng out this additienal new scop : of work.

53. Statistics 5A reports that the headline CPI annual inflation rate In April 201+ was 6,1 %,
and which Is further explained in the Business Day article "CPI Breaches eserve 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,

55, The MPC also 1s concerned about upward inflationary pressure on the ecor omy as they
have Increased the Repo rate by 50 basls points racently in response to n-anaging the
upward Inflationary pressures. Another Imminent Increase Is highty likely at the next
sitting of the MPC on 22 May 2014,

56, The high level of lotal content (60%) makes |ocal [ndices more applicable ta assess the
cost of escalations golng forward,

57. Applylng the relevant proportion of each of the labour, materlal and othe * Input costs
which make up the basket of tems required for the manufacture of the iocomotives,
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: basls ‘excluding a
premium for rlsk) results In a 18,54 % Increase, thus the net 16.8 % per Ein Table 2
abave (s reasonable. Q

Tncrease In ETC for 1064 GFB Locomotives gb ( = )
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59, Escalations of Input costs have been verifled by Transnet by using publicly available
b data and by Reglments Capltal using their Intellectual property methodology and

L‘_l techniques,
L :
1] TE Scope (Item B of Table 2)

60. A strategic declsion was taken at a Transnet level that TE should transform to
, j eventually become an OEM of locomotives. This 1064 tender process, together with
3 the 100 equivalent 19E Dual Voltage Electric locomative process, was usad as a catelyst
to facllitate this strategy.
.} 61, As such bldders were advised to provide pricing based on providing TE with additional
2N scope for the manufacture of the locomotives,
. 3
I"\;@ 62. Strategically It was declded that for specific items within the bulld process where TE
Mmoo were within 10 % of the market price then it would be acceptable to allow TE to retaln
‘ this scope,
l ; 63, The pridng as reflected above In Table 2 [s Inclusive of thls additional scope for TE
! based on this principle.
| 64. Bidders have also bullt a risk premium Into thelr pricing, to cater for the risk assoclated
re with Transnet Engineering carrying out this additional new scope of work for the 1%
' time.
-I L
= 65. Consequently the net additional 3 % per B in Table 2 is justified and |s reasonable,
i
i-
1

A
iy Increase In ETC for 1064 GFB Locomotives -~ U
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-
A Batch Size (Item D of Table 2)
X 656, As approved by the Transnet Board the preferred bldders ware advised that the batch
| size has been split on a 50/50 basls for the Dlesels and a 60/40 basis for the electrics,
amongst them,

premad 77 -

67, Th'is was done to mitigate locomotive delivery risk and reduce the MDS risk related to
volumes.

Y

68, As a result, the flxed costs related to setting up the production line would have to be
recouped over a smaller batch,

______ .89,This resufted I an increase [n the cost per locomotive, -

N o -
T

. 70. Although the cost per locomotive has Increased, an overall saving Is realised dus to
t splitting the batch, because of the saving made on future escalations and hedging costs
as a result of a shorter dellvery period, This has been quantifled to be R 4,08 billion.

-~

71, Consequently the net additlonal 9.4 % per D In Table 2 Is justified and Is reasonable.
Contingencies (Item G of Table 2)

-T‘ ey =

72. The contracted ptice of R 49.5 billion excludes the cost of any requirements for capltal

speres beyond the warranty period, variation.orders and options (such as electronicatly.
; contralled pneumatic braking and wire distributed power etc,) and as such an additional
- 10 % (R 4.9 blllicn} has been added Into the request for additional ETC for this (refer
| ltem G of Table 2)

! 73,1In order to simulate development In other parts of South Africa, Transnet have
I"“ decided that [t would be more strategic to have two DEM's manufacture the
7 locomotives In Durban,

l 1, 74.In addition TE production lines In Koedoespeort cannat accommadate four OEM’s as
Y validated by the PWC study,

i 75, Bldders have based thelr contracted prices on manufactur[ng operations belng canled
I I out In Gauteng. Bldders have not yet quantified this cost, however this cost Is Incuded
in the additional 10 % (refer item G of Table 2),

. ‘J Increase In ETC for 1064 GFB Locometives %h\ \)
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FINANCIAL IMPLICATIONS:
.l 76.The business heed and ratiohale remalns as originally Indicated In the business case
submission,
; 77.The Buslness case resulted In a positive NPV (R2.7 blllion at the TFR hurdle rate of
1 18.56 % and R34.3 billon at the TFR WACC of 12.56 %),
‘ 78.The Transnet hurdle raté has sihce been amended to 15.2 % and the NPV at this
j . hurdle rate using the business case assumptions would be R 16,02 billicn, ,
79. The financial models for the Business case have been updated for the following based
J on the conditions per the signed inal contracts:
. 8. Final pticing
)1 b. Revised cash flow profile for the capita! Investments

1ot c. Commensurate changes to the valume ramp up and tarlff increases on
- ! 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
15,2 9% and R 22.71 hllifon at the TFR WACC of 12.5 %. The NPV would become a
- negative R 1,67 billion at the original hurdle rate of 18,56%.

81.The WACC and hurdle rates are updated annually for changes in economle conditions
" and are approved by Transnet Exco and reviewed by External audit during the year end
audit process.

\ Increase In ETC for 1064 GFB Locomotives ' Q/
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82.The Investment Is Included fn the 2014/15 seven year capltal Investment plan,

83. The contracted dellvery 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 Transnets approved key affordabllity fimits (gearing and cash
Interest cover) are not breached, a capltal prioritisation process will be undertaken,

l ‘1J BUDGET IMPLICATIONS:

] such that other investments whch do not impact MDS volume targets would be
.1 deferred.
j _ 85.The difference. between the 2014/15-seven year investment plen and the projected
— A cash flows based on the suppller agreements with contractors with an additional 10 %
added for options, varlation orders, spedal tooling, test equlpment, Inltial spares and
I ?T_) capltal spares, is [llustrated In Table 7 below:
4y
- Tabla 7
l 1 Rand mEen
[ 13734 | 14795 | 15/16 | 16717 | 17/18 | 36719 | 19/20 | 20/31
—] Eo:dg::afmn 4 453‘ _ ns| ams| 83 o1 oam| ey 163
I Contratted 49 547
kid 10 % fo
cptlons, variations, 4955
tools, spares etc,
l ] Expached 54 502 4824 608 5597 18 518 16 970 1 1395 - M
Difference 304 amd| -Ss©3] 2409  -1077a] 7647 8235 B3| 169
Corparate Plan
~] Iallgnmant o -2 868
Eusinesy Case
I [Net EYC difference =15 507
1
I l 86. In order to secure accelerated delvery of the locometives to address the MDS volumes
D) ,—3 at risk, a larger advance payment(R 4844 million) had to be made to the contractors in
) the 2013[14 financlal year.

I : B7. As confirmed by a letter recelved from the suppllers this was requlred by the suppliers
in order to cover costs to ensure quicker dellvery. The rationale as explained by the
suppller was confirmed reasonable by Transnet's external auditors and was. capitaiised

l l : accerdingly In the Finandal Statement at 31 March 2014,

88, Although the accelerated delivery schedule weuld have resulted In earller cash outflows
for Transnet, an overall saving Is realised because of the saving made on future
I ] escalations and hedging costs as a result of a shorter delivery perlod

89, The Impack from the locomotive acquisition on the 2014715 corporate plan as well as

I.f the impact of the prioritisatlon process; updating for the change In volumes, revenue,
EBITDA and capital due to, the combination of the 100 electrlc locomotives, 1064

locomotives and 60 Diesel loyometives contracts Is reflected In the graph below:

I Q&
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90. As can be seen from th= graphs the Inftial two years of the 2014/15 Corporate Plan has
been negatively impact=d the by locomotive acquisitions,

91, However after the planr.ed EBITDA and optimisation Initiatives that have been factored
Into the model the retle ; are restored.

92. The Initatives Identifled to meet the Corporate Plan targets are detalled In Annexure A,
RISK MANAGEMENT:

93.In order to manage risks assodated with thls transzction a risk management
framework Is In the procass of belng developed.

94. A Locomotive Steering “ommittee has been set up to menage the aperational issues
assoclated wlth the loco.native acquisition and will address the following risks:

Locomotive de ivery

Fhe wagan bLid program
Infrastructure requirements
Operatlonal readiness
Commerciz! and Volumes

* @ @ =0 9

95. A socio economic manitar will be appeinted to ensure sociy economic benefits will be
realised,

96. In order to mitigate against late delivery ¢isk, a penaity regime capped at 10 % of the
contract price has been zgreed to with all bidders. |

97. Escalation risk has been mitigated by fixing the price %ﬁ\!ommoﬂvw.

o
Increase In ETC for 1664 GFB Locormatives ( | )



TRANSNET-REF-BUNDLE-01169

, - . 884

98, Forex risk has been mitlgated by hedging the price of the locomotives by using the
suppliers batance 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.

% and 90 %, happens aker dellvery of the locomotivas.

1
‘5 100, Payment terms have been structured such that the bulk of payments, of between 70
l 101.In order to manage the total cost of ownership and mitigate agalnst the risk that the
locomotives once placed Into operation will consume more fuel (diese! locomotives) or. - —
—— . cnergy (electric tocomotves) than Indicatéd in bidders responses to the RFP, a penalty
clause with a related fuel/energy warranty regime has been Included In the supply

E'T} agreement with bldders,

g 102.1n order to mitigate agalnst default of Supplier Devalopment (SD) commitments, and
o SD penalty clause has been incduded In the supply agreements with bidders, An SD
' } bond has also been obtained to cover risk agalnst default.

103.GE have agreed to provide a 30 month watranty on the locomotive as well as a 6 year
warranty on the traction motor and a 12 menth 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 watranty oh spares,

105.A ilability cap of 15 % of the contract price is Included in the supply agreement
thereby limiting Transnet’s exposure In the unlikely event of breach of contract by
Transnet.

1 _ 106.In order to mitigate agalnst the risk of having to ¢ cept and pay for locomotives
during an economic downturn-when volumes from ¢+ .omers may not be forthcoming
] thereby Impacting negatively upon Transnet's loan+  :nants, bidders agreed to accept
lf, -~ a clause In the supply agreement whereby acceptanc of Iccnmoﬂves could be deferred
.4, for a perlod of time, Transnet agreed that in retur bldders would be relmbursed for
T3 reasonable and auditable costs, These costs o . [nclude warehousing casts; time

l value of money costs, costs related to the rolling or |edges etc.

I SOURCE OF INFORMATION AND REFERENCES.
| 107.Data quoted In the memo above has been sour 2d from:

l / » Statistics South Africa —~ release PO141
=« Buslness Day 22 May 2014 — "CPI Breaches Reserve Bank target”
r » Business Day 18 March 2014 - “"Rocky Ride forecast for still too expensive

: Ran
I' » Reserve Bank and National Treasury 2014 Budget Review
- ’- Regiments Capital (transaction advisory services)
I » KMPG (accounting oplnlons)
l_' ¢ PWC (locomotive lecalisation opportunities for TE and South Aftican

Industry) %
/"
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RECOMMENDATION:
108, It Is recommended that:

a) the BOD take note thatthe maln reasons for the Increase In ETC Is due to the
exclysion of the following costs from the 24 January 2014 submission:

I, The cost of hedging for forelgn exchange movements;
it.  The cost for futureinfiationary escalations;
i ill. The cost of additfora! scope for Transnet Engineering (TE);
iv, The cost of changss in economic conditions (forex and Infiation) between
' approval of the buisiness case and award of the contract

b) the BOD approves an lneease In estimated total cost (ETC) far the acqulsition of
j\ the 1064 locomotives for Transnet Frelght Rall's General Frelght Business from
) _ ' R38,6 blllion to R54,5 bilor.

Recommended by:

te A

Anoj Singh .
Group Chlef Flifandal Officer
Date: Zz \ess LWL

Recgniméntled by:

T —— LY 1Y
v Siyab 3 !
,)-;;3 ChleRE g' tiv
\Date; {JoIH G5 2|

Recommended by;

Brian Moléfe
Group Chief Executive

Date: "}__,3, Kt (+

Increase In ETC for 1064 GFB Locomotives
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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)
Anoj Singh {Transnet GCFO)
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I ! Key outcomes from the negotiations for the

| * acquisition of-1064 new Locomotives concluded in
l March 2014 |
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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.

)

L

Background

Transnet issued two tenders for the acquisition of 1064 locomotives (465 diesel and 599
electric locomotives) as was outlined in the locomotive deployment plan to ensure that
Transnet Freight Rall (TFR) would be in a position to provide the required traction capadity
in support of the MDS, '

o
S

S . .
St -
et
N
o

The tender evaluation process was concluded in January 2014 and the results thereof
were approved by the Transnet Board. The Transnet Board also epproved that
negotiations with the 2 preferred bidders for the 465 diesel locomotive tender l.e. General
Electric South Africa Technologies (GE) and the CNR Consorfum {(CNR), and the 2
preferred bidders for the 599 electric locomotive tender l.e. Bombardler Transporization
South Africa (Pty) Lid (BT) and CSR E-Leco Supply (Pty) Ltd (CSR), commence, .

~—

SR

The Transnet Board Acquisition and Disposal Councl! (BADC) approved an allocation of
focomotives between the preferred bldders for the diesel locomotives on a 50/50 split
basls 1.8, 233 locomotives to GE and 232 locomotives to CNR and a 60/40 split basis for
the electric focomotives I.e, 359 for CSR and 240 for BT.

S PO .

Negotlations commenced in February 2014. Negotiations were completed in March 2014
and the contracts were signed on 17 March 2014,

The key outcomes from the negotiations are detailed In this report.

CONHDEWL
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Executive Summary

465 Diesel Locomotives

The final negotiated price per locomobive, 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
‘mandate relating to pridng as set out in the negotiation strategy was met.

The final negotiated prce per locomotive, including the cost of hedging and fixed for

Vo future Inflationary escalations for GESAT is R 36 174 650 and for CNR is R 42 875 020.
x* The mandate relating to pricing including hedging and escalations as set out in the
- negotiation strategy was met.

The GE 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 Englneering (TE) scope and changes to economic conditions Including escalation
and hedging costs of; R 33.6 million toa final hedged base price Including escalations of R
36.2 million per locomotive: - This resulted in & net saving of R 3.4 million per locometive
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 miilion to a final hedged base price including escalations of R 42.9 miffion
per locomotive. This resulted In a net saving of R 6.9 million per locomotive or a saving of
R 1.6 billion for alt 232 locomatives.

599 Eleciric Locomotives

e

.\-—/ -,
-
ot

The final negotlated price per locomotive, excluding the cost of hedging and future
inflationary escalatfons for BT is R 43 690 574 and for CSR Is R 40 854 785. The
mandate relating to pricing as set out In the negotiation strategy was met.

The final negotiated price per locomotive, Induding the cost of hedging and fixed for
future inflationary escalations for BT Is R 54 371 693 and for CSR Is R 50 480 000.
The mandate refating to pricing including hedging and escalations as set out In the

. negotiation strategy was met.
: CCTNFIDENTIAI_
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The BT price per locorotive was negoliated downwards from the best and final offer price
at the start of negotiations adjusted for the Impact of the smaller batch slze, additional
Transnet Englneering (TE) scope and changes to economic condithns including escalation
and hedging costs of, R 61.5 million to afinal hedged base price including escalations of R
54.4 miilion per locomotive. This resulted In a net saving of R 7.1 m:llion per locometive
or a saving of R 1.7 billion for all 240 locomotives.

The CSR price per locomotive was negotisted 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 ecoromit conditions Induding escalation and hedging™
costs, of R 60,6 milfion to a final hedged base price including escalations of R 50.5 million

/\[*}1 per locomotive, This resulted In a net saving of R 10.2 milllon per locomotive or a saving
e 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 forelgn exchange
hedging costs, was not met (refer figure 1 below), and it is recommended that approvai
forthisis obtained from the relevant authority. =~ : -
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Figure 1:

Suursary of ETC cakcwiation

Final Locomotive cost
Estimated Total Cost excluring Hedging, Escalation

Estimated Tota! Cost indudtng Hedging & Escalation

Fosa! Loeommotive cost
Estimated Total Cost excluding Hedging and Escatation

Estimated Totz] Cost induding Hedglan and Escalation

Estimated Total Cost axciuding Hedging and Escalation

Estimated Tatal Cost Including Hedging and Escatation

TRANSNEP

freghtech

50 430 00D

54 71 633
10 455 737 760 14 666 853 455 25152 591 245
13 (48 206 320 131?2320800 31 171 526 320

R Bt E R T VOB,

42 BrS 020 36 178 650
7 BEA 000 000 7 051 B33 200 14 839 838 200
9 547 004 640 B 428 653 450 18 375 658 090

Transnet, Board Mandate (ETC) for 1064 loconmtives exchuding hedgling and exchiding escalations

40 092 429 415

49 547 224 410 .

33 500 0G0 000

Mote that the ETC abora excludes the cost of any optians, variatlons capital spares, inkial spares, took and t=st equiptent, Bs
thase will be agreed to at tha Design Raview stage of the contract A further 10 %o should at keast be added to cover this cost.

Propossd Estimmted Total Cost Including Bedglng, Eseatation, dptions, spares, taols and tast equipment

P
R
R -,.;.“"’ e :
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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 dosed on the 30th of April 2013, Bldder’s
submissions were based on economic conditions during this perlod. As negotiations were

.. only finalised on the 17* of March 2014; a period of nearly 11 months had elapsed siricg” ™
the dose of the tender, during which economic conditions had shifted considerably.

The Rand had deterlorated 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 perfod.

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 contrach -ignature date of 10,72 Rand to the US Dollar, This has impacted the -
expected pri.  of the locomative as per the buslness case and ultimately the Estimated

Total Cost (ETC) as approved by the board by approximately 17 %.

Cognisance must be taken that during the pegotations a potential risk relating to the
Impact on the Rand due to the potential imminent war In the Ukralne emanated,
cantributing towards the view to fix the Rand at current: levels and finalise the negotlation
and contracting process speedily.

Please refer to an article from the Business Déy re-emphasising the volatility of the Rand
that can be expected going forward attached hereto as Annexure A.

s

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 Incréased by
6.1 % over the period December 2012 to January 2014, during which bidders would have
been obtalning pridng from thelr suppllers. Forelgn equivalent indices have increased on
average by about 1.5 % to 2.5 % over the same period. Local content refated to this
build is on average about 60 % therefore the higher increase on the local Indices carry
more welght, Economic forecasts also Indicate that this upward trend will ¢ontinue aver

the next few years.
CONFIDENTIAL
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The ETC as listed In the business case vas calculated at a point in time 1.e. April 2013 and
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. .

Bidders have also built a risk premium into their pricing for forward looking Inflation, to
cater for the uUnpredictable nature of the labour environment within South Africa and the
risk assodated with Transnet Engineering carrying out this additional new scope of work

provided.

Batch Size

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 Jocomotive tender and on a 60/40
basis for the 599 electric locomotive tender, amongst them, As a result, the fixed costs
related to setting up the production linewould have to be recouped over a smaller baich,
This resulted in an Increase in the cost per locomotive. Note that although the cost per
tocomotive would have increased, an overali saving Is realised due to splitting the batch,
because of the saving made on future escelations and hedging costs as a result of a
shorter delivery period (refer section below explaining this in more detzil). '
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Overall impact of economic conditions and other factors on the price

N o

The price of the Jocomotive was thus Impacted as follows as a resuit of the change In
economic conditions and other factors as explained above:
Figure 2:
Fi.1232 (S0%) 20s] 12233 (50%) Bk
Best and Final Offer per Board submission | ' 27360000 24 3132 000
l } s Adjusted For changes to: 7053026 § 509 100
Escalation up to signature date (from close of tender to Mar 14)
_ Forext adjustment s spot rate at 17 March 2014
I ' Batch pridng adjustment for reduction of batch slze to 50 %
Best and Hnal Offer updated for econormic and other fectors 34 419026 23 820 BOO
; :
l , Best and Fnal Offer per Board submission 25 049 486 28 890 Hoo
Adjusted for changes to:

Escalztion up to signature date (frem dose of tender to Mar 14)
Forex adjustment to spot rate at 17 March 2014
Batch pricing adjustment for raduction of batth size to 40 % / 60 %

L
\_

1
y
s

Y
o i

Best and final Offer updated for économie and other factors 42 291 574 39741013

Fa_—

Initial bidder pricing submissions relating to these economic and other factors, were
higher than as presented in figure 2 above. Through the negoliation process these initial
submissions were reduced by R 2.5 milllon for CNR, R 252 700 for GE, R 1.5 million for BT -
and R 10 milffon for CSR to the levels reflected above.
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Iinpact of splitting the batch between the bidders

5 The Transnet Board Acquisition and Disposal Counci] (BADC) approved an allocation of

| Iocomotives between the preferred bidders for the diesel locomotives on a 50/50 split
~ basis l.e. 233 locomotives to GE and 232 [ocomotives to CNR and a 60/40 split basis for

] the electric locomotives l.e. 353 locomotives for CSR and 240 locomatives for BT.

I

As a result the dellvery schedule wes accelerated thereby ensuring that the locomotives
Ty arrived earlier resulting in savings in futyre inflation related escalabion costs and savings n

forelgn exchange hedging costs,

I This also resulted in an increase in the cost per locomotive due to bidders having o
. allocate more of the sunk capital costs:to a smaller batch.

| The net saving as a result of this dedsion -as calculated by Regiments Capital (approved
transaction advisors) Is reflected below in figure 3:

Additional benefits not quantified below would induda the ability to deliver additionzl
volumes earlier thereby eaming additional revenue earlier. .

Figure 3:

) R G A L AR DRI S
|Escalation I & batrh of 455 was ordared based on original delvary schedule 7 416495 . 31500S6

Hedging cost if a balch of 455 was ordered besed on orignal dellvery schadule 345169 5753762

| f’) ] . [Escolation if 3 bakch of 233232 Is orcered based on revised delivery schedule £ 140 B40) 2770 643
- [J Hedging cost If' @ batch of 233/232 wes artzred based anrevised delivery schedule 23493 732, 507351
Saving on escalation 2175855 369453
1057 988 719 B4

Saving on hetlging
Total Sening 3333643 10892%3

Additienal tost &s submited by Bioder to reduce atch sie J1I37S 253 975

Net saving 153 418 B1Y 319

Notas: .

The forecasts were based sn using historical trends of appripriate tndices 25 caladated byf{ecgimm Captal.

The aladlations abave are hased on Informaton dvallabie ata peintin Yme to Regiments,

The above Gicuakions were prepared tn demonstrate e Impack of reducing tha batch size and will not tie up to the final negotiated posttion.

| |
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Surmrary of Impact of reducing Bateh Sizn Per Loco Per toco ]
] Emlaﬁunt{abamdsﬂwasordmdtasedmmﬁmdw&ymﬂe - 13648 715 :umdz:
' } Hedging cost if a batrh of 553 was ordared based on origing delvery scheduls 7509356 | 7 012 405
' Escalation If a batch of 240/359 fs ordered based on reviszd dafivery schedule 6 437 630 6 248 497
l ] Hedging cost if a batch of 240/359 was ordered based on revised defivery schedle 3424 108 36072683
| , .. ——[Seéngonescalagon- - - - - - - - - 7 161 035 SI5 60|
. . aving on hedging 4 085 288/ - 3405102
l '-}h\ ot Saving 2% 38 a735 082
‘ 2
' ‘:_":;3‘ Additfonal ot s submited by Ndder to reduce brich sim 5B59171 1618 500
Net saving § 387152 7115 582

Notes:

The Forecasts were based on using historical trends of approprists indices as ealafated by Reglments Capial,

Tha ciculztiens above are based on information avellable ata point in ima to Regiments.,

‘The above clamitons were prepared o demonstrate the Impact of reducing the batch siza and will not iz up to the final negotiated pesition.

- -
L
B - —
-
'

— —
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Negotiation Mandate
A draft mandate from the delegated a uhority to negotiate appropriate or better terms for
the following ltems was issued {o the nagotiation team:

Pricing

Payment terms

Delivery risk mitigation

Escalation risk mitigation

Forelgn exchange risk mitigatios

Advance payment risk mitigation

Tatal cost of ownership (Fuel/Eergy) risk mitigation
Wamranties

9, Deferral of the delivery schedul:

10. Break Pricing

11, Impact of Transnet Engineering("T E) additional scope
12, Alignment of pricing between bdeders

BPNO MR WN e

Outcomes from the Negotintions

The following items were negotlatel at length in scheduled faceto-face meetings

between Trensnet representatives and those of GE, CNR, BT and CSR. There were a
number of proposals and counter-prposals which lead to the formation of a commoen
understanding and agreement between the two parties.

1. Pricing

465 Diesel Locomotives

The GE price per locomotive was negiliaited 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 x«d economic conditions induding escalation and
hedging costs of, R 3.6 million to 3-¥inal hedged base price including escalations of R
36.2 million per Jocomotive. This resdted In a net saving of R 3.4 milllon per locomotive
or a saving of R 790 million for alf 2311 ocomotives.

»
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l " I The CNR price per locomotive was negobiated downwards from the best and final offer
price at the start of negotations 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 Including escalations of R 42.9 rm!llon per

l locomotive. This resulted [n & net saving of R 6.9 million per locomotive or a saving of R
1.6 billien for all 232 locomotives.

' & ] 599 Electric Locomotives | 7 i

R " TheBT price;;er locomotive was negotiated downwards from the best and final offer price
j at the start of negotiations adjusted for the impact of the smaller batch size, additional
e Transnet Engineering (TE) scope and changes to economic conditions including escalation
= and hedging costs of, R 61.5 miliion to a final hedged base price including escalations of R

] 54.4 million per Jocometive. 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.

. —J The CSR price per jocomotive was negotiated downwards from the best and final offer

l : price at the start of negotiations adjusted for the impact of the smaller baich size,

additlonal TE scope and changes to econemic conditions including escalation and hedging

] | costs, of R 60.6 milllon to a final hedged base price induding escalations of R 50.5 miliion

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.

I

! Estimated Total Cost (ETC)

lj The Transnet Board approved Estimated Total Cost (ETC) for 1064 locomotives of R 38.6

] mifiion, 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 {s obtained from the relevant authority.
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Z. Payment Terms

The following ‘“payment terms were agreed to:
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Figure 4:

Advance Payment 0% 0%
Deslgn review 5%

Acceptance 75% 8%
Retention 10% %
Pavnent terms B R N
Advance Payment 958 10%
& Months / Deslgn review 9% 20%
tAfler 17 months %%

Aceptance 68% 6%
Retention 5% 5%

There were a number of proposals and counter-proposals nd the payment terms above
were agreed to as part of 2 package deal obtained with the price reductlon referred to

above,
CONFIDENTIAL
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. I 3. Delivery Schedule and Delivery Risk Mitigation
l ; The locomotives will be dellvered 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
A mitigate against late defivery risk, a penalty, regime capped at 10 % of the contract prica
l {’] . has been agreed to with all bidders.
o - . Figure: o i
. /-r} ivery Schedile - Dlssel Tocome R O IR T
[ ", [ ER B2 (50%) i &
- &
l 5 CNR 1st 20 from China
| by March 2015 . ] o
' by March 2016 20 34
l ] by March 2017 87 126
B by Oct 2017 84 73
by February 2018 42
'I’ ] locomotives will ba manufactired at a peak kempo of 12 per month,
1 i |
h BT produce 21 leco's
I i locally C5R 1st 40 from China
MR by March 2016 ° 5 88
e by Marth 2017 137 142
\fjﬁ 3 by Decamber 2017 97
J by January 2018 129
."? r.nmmn'ﬁvs wiif be manufactured at a peak tempa of 12 par month,
| _
i
i
¥
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4, Escalation Risk Mitigation: N

. .
In order to mitigate agalnst the risk that the cost of forward looking inflation will
materally impact the price of the locomotive over the delivery peried, 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 detalled 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 pald per locomotive to fix this escalation cost Into the price is reflected
below:

Figure 6:

Escalations [ R S AL O s
Cost ko fix forward looking Inffationary escalations 4 836 526 . 3945138
Escalations [57 BorbBieraty, | S L R
Cost to fix forward looking inflationary escalations 7 646119 7 936 367

Bidders built a risk premium Into thelr pricing for forward Iookmg 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

_leve!s

There were a number of proposals and counter-propasals and the cost of escalation above
was negotlated downwards for CNR from R 8.7 millien to R 4.8 milllon per locomotive and
for GE from R 5.1 milien to R 3.9 million per locomotive resulting in a net saving per
locomotive of R 3.9 milllon for CNR and R 1.1 million for GE.

The cost of escalation above was negotiated downwards for BT from R 9.1 millionto R 7.6
million per locomotive and for CSR from R 17.6 million to R 7.9 milllon 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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l ‘ I 5. Foreign Exchange Risk Mitigation
I In order to mitigate agalnst the risk that changes %o spo: foreign exchange rate will
materfally impact the price of the locomotive over delivery perod, it has been agreed with

bidders that this risk would remaln on thelr balance sheet. It was also agreed that bidders
' would be responsible for hedging the foreign exchange exoosure. The cost of forelgn”
—} exchange hedging is Included in the price of the locomative 15 detailed in figure 1 above.
...—-le. forelgn.exchange risk and hedging risk for TFR is remc: ad as the cost of hedging Is— -
now included In the price and the price Is not subject to = change n foreign_exchange
rates. Bldders are also now responsible for the costs relzzed to the maintenance and
~ rolling of hedges should delays in delivery be experienced,

I { } ) The premium pald per locomotiva to fix this fureign exchance hedging cost Into the price
[ Is reflected below:

. 'l Figure 7; : : :
‘ . ) '

Forelan Bxhange Hedoing Costs L CNRI R R, E e

l ;‘7 ) Cost o fix the price and mitigata agalnst forex movements 4 038 494 o 1963112

Foreign Bxchange Hadoing Costs - {%.F - Be mibardiet S| SEARGICSRTERAT T
l ]] Cost tn fix the price and mitigate agalnst forex mavements 3 035 000 1 638 888
X

' ’ ﬁ Due to the agreed payment terms for Milestone 1 and Miles one 2 for CNR and Milestone
L 1 for GE, the cost of hedging was significantly reduced &3 bldders were requested to
: allocate these payments to the forelgn amounts first, howaver that saving was slightly
l 1 offset by a concomitant increase In the APG cost as more ‘unds would have to be pald
lier. .

' ear

rf It needs to be noted that CNR's hedging cost is more expensive than GE's hedging cost
l ] due to CNR having a dual currency contract, a longer deli-ery period and more forefgn
content due to initial set up and design costs Incurred overs«as,

f.
l 2 Also CSR’s hedging cost Is cheaper than that of BT, as the c st of hedging was negotiated

! down to this level with CSR, Itls our view that the cost of hedging for CSR will In fact be
a lot higher than the final negotiated number agreed to as seflected in figure 7 above, It
Is also our view that CSR will be keeping this position open and will not enter into an FEC
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contract to hedge for foreign exchange ‘moverments even though the agreement Is that
CSR caries ali risk relating to foreign exchange movements and hedging.

The dedislon to enter into a Rand based contract and ensure that suppliers hedge via FEC
contracts for the full contract amount Is justifiad as historically the Rand has shown a
continuous depredating trend. The full hedcing of forex risk exposures is also a
reguirement of the board approved financial risk management framework. Alternative
collar structires whereby entering into an arrangement to participate in any improvement
in the exchange rate was not considered ma’ n!y because the participation -route was.. -

that the depreclated currency 5upports exports and as such the government would not
support a significant strengthening of the 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. Furthermorz 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 vhich Is not optimal.
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6. Advance Payment Risk Mitigation

All advance payments are secured by an advance payment guarantee Issued by a bank
with a minimum long term credit rating of an A- Fitch rating or equivalent.

7. Total Cost of Ownership Risk (Fuel/Energy) Mitigation

In order to 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 penaity dause with a related fuel/energy warranty regime
has been included In the supply agreement with bldders.

8. Warranties

GE have agreed to provide a 30 month warranty on the locomotive as well as a 6 year
warranty on the tracton motor and @ 12 month warranty on spares.

CNR, BT and CSR have agreed to provide a 24 month warranty on the locomative a5 well

as a 6 year warranty on the traction motor and a 12 month warranty on spares. .

9. Deferral of the delivery schedule

In order ta mitigate against the risk of having to accept and pay for locomotives during an
economic downturn when volumes from customers may not be forthcoming thereby
impacting negatively upon Transnet's loan covenants, bidders agreed to accept a dause In
the supply agreement whereby acceptance of locomotNes could be deferred for a period

of time.

i

Transnet agreed that in return bldders would be reimbursed for reasenable and auditable
costs. These costs could Indude warehausing costs, time value of money costs, costs

related to the rolling of hedges etc

1
G v

r 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 pest the
' contract signature date.
i } ,
i
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10. Break Pricing

limiting Transnet’s exposure In the unlikely event of breach of contract by Transnet.

:S A liability cap of 15 % of the contract price Is Included in the supply agreement thereby

| 11. Impact of Transnet Engineering (TE) Additional Scope

} “~ A strateglc decision was taken at a Transnet leve| that TE should be enabled to eventually

be ahle to become an Original Equipment Manufacturer (OEM) of locornotives. This 1064

l _jv tender process would be used as a catalyst to faclitate this stategy. As such bidders
N were advised to provide pricing based on providing TE with additional scope for the

l et I?J manufacture of the locomotives, Strategically it was decided that for specific items within

’] e the bulld process where TE were within 10 % of the market price then it would be

l acceptable to allow TE to retain this scope. The pricing as reflacted abave in Figure L is

| Inclusive of this additional scopa for TE based on this principle.

I 1—] 12. Alignment of Pricing between Bidders

A It should be noted that GE and CSR already have established production fines within South
' J Africa as they have previously a2lready entered Into contracts with Transnet to build -
I locomotives. GE and CSR havz also had a head start In establishing supply chalns for sub
‘ ‘1 tomponents in South Africa. &5 such there priding 1s [ower than that of their counterparts
CNR and Bombardier.

bidders; however the expectation was never to align prices completely due to the reason

’ '] Through the negotiation process, the tearn endeavoured to align pdcés between the
l-.'. ﬂ) as explained above.,

. l‘; Also it was always understood that one of the reasons the Transnet Board approved a split
l ’ = award of the tender was to ensure that adequate competition exists in the market, for
X which a slight premium would have to ba paid in the beginning.

' } As such, based on this understanding we belleve that the negotiation mandate re!ating te
g alignment of pricing between b'dders has been met,
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} Conclusion
‘ It s recommended that a submisslon is made to the requisite authorities requesting an
i increase in ETC for 1064 locomotives of R 54.5 billion based on the outcomes of the
l negotiation process.
| ] Based on the outcomes of the negotiation process the draft negotiation mandate as
| supplied has been met.
| e *: Sigﬂ- off
Q1P
»
l
|
. .
) Yousuf Laher Danie Smit
| Executive manager Deputy Treasurer Middle Office
} TFR Finance Transnet Group
(
cc:
Thamsanga Jiyane
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Annexure A

Economy

by Evan Pickworth, 18 March 2014, 05:53

Rocky ride forecast for ‘still too expensive’ rand

TRANSNET-REF-BUNBLE-O1192
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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

cwrency 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 paint to structural problems that monetary policy alone cannot fix as key
risks in the future, with further weakmess to well more than R11 to the dollar oa the

immediate horizon before a period of stability can kick in.

S0
The rand weakened to its worst levels i five years in Janvary as investrment opinion. turned
swiftly away from 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 Ulkraine, bave 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 Société Générale pointed out that both cutrencies 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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Er 2rging markets econornist at I-omun International Peter Attard Montalto said on

M nday he had found the rand tc be atfair value in January, but that it was notoriously
dificult fo predict the future of th:2 cumency. He expected volatility to persist and said the
rer 1 might weaken to as Jow as F11.25this year.

Th= currency was at R10.73 to thz dollar Yate on Monday from R10.68 at the end of last
wexk.

Mr Montalto said another interes” rate increzse could not be ruled out but consensus among
e me. ket watchers was edging to ar unchan ged stance.

Tk : Reserve Bank monetary polisy 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 hikes this year and two more next year, before 2 more
ne. tral stance conld be expected.

In~ sstment Solutions chief econc nist Chris Hart said while he could see the rand becoming
"q. ite 2 bit weaker”, he felt the recent strikes were not providing a "true picture” of South
At ica’s trade balance as fewer gods were supplied while workers stayed away., o

He expected the rand to wezaken rurther as the US tapering programme began to "bite", but .
thz 1 to stabilise later,

Th : US Federal Reserve is expeced toreduce its quantitative easing programme by $10bn .
on Wednesday, according to rese wrch by Barclays.

"; In - ddition to this week’s inflatic 1 data on Wednesday, the release of the Nkandia report on
I up: redes to President Jacob Zum i*s heme and further industrial action, the rand could also
Lo be 'materially influenced by the Crimean secession referendum” and the Fed’s meeting,

Ba clays said.

G1::bal market participants are w: iting for the Fed’s policy statement on Wednesday, with
the bank expected to continue to »are back on its monetary stimulus programme..

Th.: rand weakened to more than .0 R11 to the dotlar, its weakest level since 2008, in
Jar uary, raising speculation at th= time that it might stay weak for as long as five years.

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 Jows against the dollar in January on concems 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 R10.60/$ 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," Sebasticn Barbe, the head of emerging-
market research at France’s third-biggest bank, said in a March 7 phone interview from
Paris, “It’s difficnit to argue that these currencies have cheapened enough."

With Bioomberg
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1064 Locomotives - Summary Calculation

Base Price
Escalatlon (farward loaking to fix price)

Hedging {forward looking to fix price)

Total

0057-0367-0001-0147

599 Electrics

25,152,591,215
4,684,224,313

1,334,710,792

465 Diesels

14,939,838,200
2,041,524,186

1,394,335,704

Yotal 1064

40,092,429,415

6,725,748,499

1,729,046,496

31,171,526,320

18,375,698,090

49,547,224,410

Transnet Board Mandate (ETC) for 1064 locomotives excluding hedging and exclud!ng escalations

38,600,000,000
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Summary of ETC calculation

Estimated Total Cost excluding Hedging, Escalation

) 1
Estimated Total Cost including Hedging B Escalation

Estimated Total Cost excluding Hadging and Escalatisn

Estimated Total Cost Including Hedging and Escalation

i
t

|
Estimatad Total Cost excluding Hedeing and Escatation

Estimated Total Cost Including Hedg!ng'and Escalation

IR T LElectries. -1 o o ks

Tatal . .. .Bombardier.. .. J - --e SR C8: -
s 240°(40%) & o[ 350 (E0NY
25,152,591,215 10,485,737,760 14,668,85,455
31,171,526,310 13,049,206,120 18,922,320,000
gt W e [Hesels, - ¢ .- .-
- . Totel eo by oW CHRY i ]t oL GEC L -
oo Z32{H0%) 7 < b 238 (50%) ¢ ..
14,939,838,200 7,888,000,000 7,051,828,200
18,375,698,090 5,947,004,640 &,426,693,450
{Hesel + Elecuric
-+ .~ Grand Total
i 1,0&4‘-
A0,092,429,415
49,547,224,410
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N Awrard of 539 Electriz Locomotive Contract R N - - =
G ot |- - tiBombdrdler—. o |~ ... SR - ©
b . RAC(ATR) %, C+ . 359 [60K) -
0) Bast ang Final Offer per Roard submisslon 29,049,486 28,890,000 0.6%
I Adjusted for changes to: )
i Escalation up to signature date (from close of tender to Mar 14)
! Longer delivery schedule Impact due ta production cate tempo af 12 per month
i Forex adjustment, 1o spot rata st 17 March 2014
i Ratch pricing adjustment for reduction of batch size to 40 % 7 40 %
| Bust and Final Ctfer updated to 17 March 2014 42,391,574 39,741,013 [ W:
3
t AdJustments for;
] Additional TE Scope
! Negotiated discounts
! New Price including TE scopa 43,650,574 40,854,745 6.9%
} v
| Cost to flx ascalation td end of rontract 7,645,119 7,936,367
i Cost of Hedgina 3,035,000 1,688,883
i Final Locomotive cast excluding TE scopa 54,371,693 50,480,000 7.7%
|
! Estimated Total Cost excluding Hedging, Escalation 28,152,509,715 10,485,737,740 74,666,883,458 —_—
| Estimated Totsl Cost tncluding Hadgtng B Eeealation . 31,§71,575,320 43,049,206,310 {8,122,320,000
i S
!
S ]
BT produce all loco's locally C5R 1st 40 fram China
by March 2016 6 L1} )
by March 2017 137 142
by December 2017 97
by January 1018 129
Payment tefrs
QL pualt R s FLILTET 1oy
Dasign reviews 20%
Acceptanca 66% 45%
Retention 5% 58
Capped ® 10 % of total contradl  Capped @ 19 & of Iotal
Delay penalties price - contract price
SD penalties Capped @ 2.5% of SDvalus  Capped @ 2.5 % of 50 valua
FRC penalties Capped @ 7.5 3 of SO value  Capped @ 7.5 % of 50 value
: P e :
) f A% ‘_“—\ T,
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Award of 485 Diesal Locomotive Contract

T TNR e | tae % < BE -t
.t 2AL{50%) 0 |4, 23D (SDK) -
Bast xnd Fina) Offer por Board submissfon 27,340,000 24,312,000 12.5%
Adjusted for changes ta:
Ercatation up to slgnatura date [from close of tender to Mar 14) . '
Longer dativery schadule impact due to production rate tempo of 12 per month !
Forex adjustment to spot rate at 17 March 2044
Batch pricing adjustment for reductton of batch size to 50 %
Best and Finul Offer updatad ta 17 March 2014 ‘ 14,419,026 19,820,800 15.4% '
Adjustments forz
Additionel TE Scops
Hegotiated discounts
New Price Inciuding TE acope ' 14,000,000 30,285,400 12,3X
Cost to fix escalation to end of contract 4,836,525 3,945,133
Cost of Hedging 4,008,454 1,963,112
Final Locoemotive cost 42,875,010 16,174,650 18.5%
Estimated Total Cost axciuding Hedging and Ficalation 14,93%,238,200 7,484,000,000 7,051,438,2000
Estimated Total Cost Ineluding Hedging and Escalation NI 77 LY M 2 L < N Y, XN
] 5ch i w.l -
CNR 12t 20 from China GE 15t 6 f~m
by March 2015 o -
by Margh 20156 0 4] -
by March 2017 BT 176
by Oct 2017 . FE) .
by Febreary 2018 : 42
. -
Eayment terms
Deposit 10% 10
: Design review 5%
) Acceptance 75% %
Retention f0% 3%
Capped @ D% of total Capped @ 10 % of total
Delay penalties : * contract price contract price
: Cappad @ 2.5%0f S0 Capped ® 2.5% of 5D
50 penaities , value valoe
! Capped @ 7.5%6fSD Capped @752 0f 5D
FRE penatties value value
S e,
OF %
——— — —_— o —_— “J\ e
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Stajistics —
O) Bortocn Totai Price Deltvery Bayment terms
[60 Diesels to GE -29,196,647 1,751,798, 820 50 by August 2015 0/171) ]
100 by Sep 2015 of which 40
- 100 Blectrics to €5 44,000,000  4,450,000,000 would ba from China 307304371
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O) Base Price

Escalation (forward looking to fix price)
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Hadging (forward looking to fix price)
Total

1064 Locomaotives - Summary Calculation

i

Transnet Board Mandate (ETC) for 1064 locomotives exduding hedging and excluding escatations

—

r , -
4 {' - ~ - ?

—— -~ a—— . T —
. L ———
e [T [SHE | S

oD 36 I -0 NS

590 Electrics 4565 Diesels Total 1064
25,152,591,215 14,939,838,200 40,092,429, 415
4,684,224,313 2,041,524,186 6,725,748B,499 ‘
1,334,710,792 1,394,335,704 2,729,046,496 °
31,971,526,320 18.375.698,000 29,597 224,410

38,600,000,000

SR P

At 3

A

S N S o /s O
o mN o
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Summary of ETC calcutatlon oo < r-n--Eleehries e w s
o b, ccBombardier: s e CEREN T
<o . 240.(40%). 0 0| - 359 -(60%).

:
i
(=

916

Estimated Total Cost axcluding Hadging, Escalation 25.152,591,215 ___10,485,737,760 14,666,853,455
Estimated Total Cost Including Hedging & Escalation - 31,171,526,310 13,049,206,320 18,122,320,000
R R .(D‘éSE{S,‘- I et e
|- Tatal o Sl as - CNR o s L TIGE —
T Z32 (0%} - .- | -~ 233 {50%}  *
Estimated Total Cost excluding Hedging and Escalation 14,939,838,200 7,888,000,000 7,051,838,200
Estimated Total Cost Including Hedging and Escalation 18,375,698,090 ,947,004,640 8,429,693,450
. . Diesel +Electric- .
. Grand Totals)
: it oy, 064
« Estimated Total Cost excluding Hedging and Escalation 40,092,429,415
Estimated Total Cost Including Hedging and Escalation 49,547,224,410 .
. o
o (
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Award of 599 Etwetric Locomative Contract L T EleCtAE o o %t
[ Totat- ymbardler, v o e o VU WGSRE
_ bRy, -] - 359 (eox}e
Best xnd Final Offer per Baard submission - 219,049,486 zﬁ'i'o,ooo
Adjusted for changes to: ;
Escalation up to signature date {fram close of Lender 16 Mar 14) i
Longer delivery schedule Impact dus to production rate tempo of 12 per month
Forex adjustment to spot rate st 17 March 2014
Batch pricing adiustment for reduction of batch size to 40X 7 80 %
Best and Final Offer updated to 17 March 2014 . 42,291,574 19,741,013
Adjustments for; ’
Additionat TE Scape
Megotiated discounts
Mew Price Inciuding TE scaps 43,690,574 40,854,745
Cost to fix escalation to end of contract 7,645,119 7,936,367
Cost of Hedglng 3,035,000 1,688,888
Fina! Locomotive cost excluding TE scope 54,371,693 50,480,000
Estimated Total Cast exctuding Hedging, Escalation ' 25,1 51..';91 2215 10,445,737, 760 14,666,831,455
Estimated Total Cost Including Hedging & Escalation ! 31,171,526,320 13,047,208,320 18,122,320,000
Dellvery Schedule
8T produce all loco's locally CSR 15t 40 from China
by March 2016 & 88
by March 2057 137 142
by December 2017 ¥
by tantary 2014 129
Payment terms
Deposit 279 (9+9+9) 10%
Design review 0%
Acceptance 68% 65%
Retention 5% .5
Capped @ 10 X of total contract  Capped & 10 X of total
Delay penalties price contract price
5D penattles Capped @ 2.5 % of SPvatue  Capped @ 2.5 % of SD valua
FRC penaitles Capped @ 7.5% of SDvalue  Capped ® 7.5 % of 5D value
oy Ty
R R

3

GS:pED N NN UMD W AN BN NN G WD AN 4Gy EE BE SN TN EE aE Em e
|
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Award of 465 Diesel Locomotive Contract

o CHR . <. . GE v

0 _ S
L — T (E0R) . - 231 .
8)

Best and Finat Offer per Bogrd submission 27,360, 24,312,000 12.5%

) Adjusted for changes to!

Escalation up to signature date (from close of tender to Mar 14)

Longer delivery schedute impact due ta production rata tempn of 12 par month
Forax adjustment to spot rate at 17 March 2014

Batch pricing adjustment for reduction of batch size to 50 X

Best and Final Offer updated ta 17 March 2014 34,415,026 19,620,600 15.4%
Adjustments for:
Additicnal TE Scope
Negotiated discounts -
New Price Includding TE scops - 34,000,000 33,265,400 12.31%
Cost ta fix escatation to end of contract 4,836,526 3,946,132
Cost of Hedging 4,028,494 1,963,112
Final Locometive cast 42,875,010 36,174,650 13.5% e
Estimated Totat Cost excluding Hedging and Escaladion 14,739,838,200 7,8845,000,000 7,081,8]18,204
Estimated Tokal Cost including Hodglng and Escalation 18,375,694,090 9,947,004,840 B, 418,603,450
e ——r———
' Delivery SohaduE
CNR 95t 20 from China GE 1st 6 from USA]
by March 2015 0 o
by March 2016 0 14
by March 2017 87 126
by Gct 2017 B4 n
by Februapy 2018 42
b
fEavenent terms
Daposit 105 1a%
Desfgn review 5%
Acceptance 75% B7%
Retention 10% %
Capped ®@ 10 % of total  Capped @ 10 % of total
Delay penalties coatract price contract price
Copped ®2.5%0f SO Capped ® 2.5 X of 5D
SD penalties : value value
Capped ®7.5%af 50  Capped ®7.5 X 01 5D
- FRC penaltias - valug value

0057-0367-0001-0155
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et Lpeo Total Price . Dellyery ayment termy
[20 Diesels to GE 29,196,647 1,751,796,820 B0 by Avgust 2015 7072743 )
100 by Sep 2015 of which 40 !
100 Hectrics to CSR_ 44,000,000 4,400,000,600 would be from China 3043043743
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- Appendix 47 920

7 From. Anoj Singh Corporate JHB
Sent: 04 March 2014 12:07

‘L‘ To: Francis Calfard Transniet Freight Rail JHB
Subject: FW. 1064 delivery scenarios

—Il Importance: High
Sensitivity: Confidential

i
| I

: 7 From: Francis Callard Transnet Freight Ra|l JHB
" Sent: 18 February 2014 11:04 AM

| To: Ano] Singh Corporate JHB

~ Ce: Pragasen Pillay Transnet Frelght Rail JHB

f }Subject: RE: 1064 delivery scenarios

~xyportance; High
,-2nsitivity: Confidential

.
. J Hi Anoj

-y This is a challenge. Re our paper on the accelerated delivery. The best we can do Is 300 locas 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.

N

Tried to call but it went into voice maii,

¢ 7 Please advise.

1 Best

Francis

i From Ano; Singh Corporate JHB
j ;| nt: 18 February 2014 07:51 AM
‘To: Frands Callard Transnet Freight Rall JHB
! Subject: FW: 1064 delivery scenarfos

] HiF

, Can you please arrange for a calculation to be performed on the above scenarios iro MDS revenues and EBITDA
i compared to the 2014/15 CP

j Needed asap please

[ < Thx

] -

0057-0367-0001-0157
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l l;rt;m'nGarry Pita Transnet Corporate JHB

FY1

TRANSNET-RE@I?QI\JIDLE-01206

Sent: 18 February 2014 06:57 AM
To: Angj Singh Corporate JHB
Subject: Fwd: 1064 dellvery scenarios

Sent from my iPhone

Begin forwarded message;

From: "Sanjiv Sewpaul  Transnet Englneering KDS" <Saniiv.Sewpaul@transnet.nat>
Date: 18 February 2014 at 3:15:30 AM SAST

To: "Garry Pita Transnet Corporate JHB" <Garry.Pita@transpet.net>, "Yousuf Laher Transhet
Frelght Rail JHB" <Yousuf.Laher@transnet.net>
Subject: RE: 1064 delivery scenarias

Y
)
.

b Y e E— et AR YRR ot T A P A E i1 S LY A —— e o g

From: Sanjiv Sewpaul Transnet Engmaerlng KDS
Sent: 17 February 2014 11:42 PM

To: Garry Pita Transnet Corporate JHB

Subject: FW; 1064 delivery scenarios

o e et Apnn o ) S s ——

———— — [UOR—— g g P

From Sanjiv Sewpaul Transnet Engineering KDS

Sent: 17 February 2014 06:21 PM

To: Yousuf Laher Transnet Freight Rall 2HB

Cc: Magan Govender Transnet Englnearing KDS; Frederlk Patgleter Transnet Engineering KPK; Sugen
Govender Transnet Engineering KPK; Boney Susan Transnet Engineering KDS

Subject: 1064 delivery scenarios

Hi Yousuf,

Please see the delivery s}ena rfos as requested:
Red: Import full loco delivery from OEM inSA

0367-0001-0158



Green: Delivery from TE to TFR

TRANSNET-REF-BUNDLE-01207

Please note that | have left the rarmp .up rate (inclusive of the “import locos”) as per commitment from
the OEM. The 15 loco per month rate Is as per OEM submisslon. The 10 loco per rate Is TE calculation.,
The cales also cater for Dec and Jan ¢ zcreased values,

1064
Milestones
Apr- [ May- ¢ Jun-| lul- | Aug- | Sep- | Oct- | Nov- | Dec-'{ fan- | Feb- | Mar- | ‘Apr- | May-
15 .
Diesat 1
Max, 6o | Electricl
Loco Electric 2
Rate Diesel 2
Diesa} 1
Max. 50 E]Eﬂl’ic 1
Loco Electric 2
Rate | piesel2
Diese! 1
Max. 40 Electric 1
loco Electric 2
. Rate Diesel
Regards,
Sanjiv Sewpaul

T

DISCLAIMER: The information c yntained in this email and its attachments is both confidential
and subject to copyright. If you arz not fhe intended recipient, you are hereby notified not to
read, disclose copy or usc the cont:nts 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 :n Transnet SOC LTD and the recipient, unless the contrary is
specifically stated. Stateiments and opinions expressed in e-mails may not represent t.qose of

Transnet SOC LTD. While Transxn 2t will take reasonable precautions, it cannot giv

¢ dny

guarantee or warrant that this emai! will be free of virus infections, errors, interception and,

0057-0367-0001-0159
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therefore, cannot be held liable for any loss or damages incurred by the recipic t, as a result of
any of the above-mentioned factors.

!
A

S

|
|
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] From; Anoj Singh Corporate JHB
Sent: 04 March 2014 12:07

" To: Francis Callard, Transnet Frelght Rail JHB
Subject FW: 1064 Aggressive Schedule

'[{ Attachments: 1064_Revenue.pdf; 1064_Revenuexisx

) From. Frands Callard Transnet Freight Rail JHB
Sent: 26 February 2014 11:12 AM

) Tos: Anoj Singh Corporate JHB; Mohammed Mahomedy Transnet Corporate JHB
Subject: 1064 Aggressive Schedule
b

. Hi Anoj /Mohammed

\}f.\]ologies for the delay. My laptop [oined the ranks of the unemployed and this new one s stili bedding down. Only
Fizdally online last night. | am not sure if you got the earlier mall. It was in the outbox but disappeared and Is not In sent

'—} items.

__ The files attached refer. Also a PDF for tablet reading.
- I The calcs are high leve] and relate to the differences In revenue only. The rand per NTK is from the 1064 business case,
The locomaotive productivity closely matches that of the 100 plus &0. Extracting the detail from the 1064model is more

' . timeconsuming.

_.J Three scenarlos,
L « 48 pm versus to Original
} s 48 pm versus 300 per year
+ 300 per year versus original

Also factored in delivery to production.

Please nate (NB) that we cannot absorb more than the 300 per year due to market and commissioning constralnts per
)"“33,9. earlier note,

b
S

J Best and regards

J Francls

; E T e ———
f'}

I.“J

]

I DIS R: The information contained in this email and its attachmegts is both confidential and subject to
copyright, If you are not the intended recipieat, you are hereby notified not to read, disclose copy or use the
contents thereof in any manner whatsoever, but are kindly requested to notify the sender and delete it

| ‘

]
|
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immediately. This e-mail message does not create any legally binding contract between Trarsnet 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
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Yaar 14115 1816 16/17 T8 4819 189/20 20124 21/22 22423 23124 Tola
Electric 0 33 B3 BS 88 B5 B6 B& 47 0 559
Dlesal 0 26 94 54 94 o4 83 0 1] 0 485
Oiiginal 0 59 183 120 180 180 143 86 ° 47 0 1064
Accelerated 216 300 00 248 1064
] 48 month
- [oieser 1 42 132 60 [ 231
Electeic i 8D 131 88 0 239
- Elactric2 46 128 135 [+] 239
] Diesel 1 10 1 136 16 233
Total 178 461 449 15 1664
3 tncoma par loco
1 |oetta & pm to Original 178 401 2286
Effective 0% 50% 50% 90%
- Earning per year 18 as1 314 1131 4]
] MTons per laco 008 142 2850 2512 9,04 - - - . - -
Per Bus CazRand perTonKm 0,421 0,451 0,481 0,458 0541 0,583 0,626
Distance 552 551 533 533 539 542 242 542 542 S42
. Rand per Ton 233 248 266 265 291 3iE 33% 2 0 (1]
[ Income Am 331,24 717607 6687,36 2338,60 . . - - . .
B
IS4 N
S

o
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- |petta — a8 pm to Accelerated - - - - 178 .- 245 105- - - - - — N
— Effective 0% S0%  50% 50%
b Earning per year 18 283 177 55 o
l w MTons perloco 0,08 1,42 22,62 14,16 4,36 - D - . - .
" ‘.) Per Bus Ca:Rand per Ton Km 0421 0451 0A81 0,498 Q541 0583 066
w o Distance 552 551 553 533 539 542 542 542 542 542
! ’ Rand per Ton 233 238 266 265 291 316 339 0 0 o
I ’] Income Rm 331,24 561805 376983 115656 - - . - - -
Defta 300 py to 48pm ) 157 317 120 £4
] Effective 10% 50% 5% 50% 0%
. Ezmning per yedr s} 79 137 118 B7,2 408
MTuns per loca 0,08 - 6,28 10,96 0,48 6,98 3,26 - - - .
" Per Bus Ca:Rand per Ton Km vA421 g451 04881 0452 054 0583 0516
Distance 552 551 £53 533 539 542 542 542 543 582
. Aand perTon 233 248 266 265 251 316 33 0 0 [
I Income Am - 15E0,02 291773 251471 203133 103981 - . - -
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Appendix 48

TFR PRELUMINARY VIEW ON EXPEDITING 1064 LOCCMOTIVES

UPDATED FOR AGGRESSIVE DELIVERY OF 480 PEAK PER YEAR

¢ Index
[ 1 Introduction
M 2 Strategy
y 3 Market
= 4  Wagons
}’ 5 Llinkage to Major Projects
- & Delivery
] 7  Commissioning
8 Operations
S Maintenance
16 Upgrade and Maintenance Intervention Impact
R 11 Risk management — Business Case Extract
7
| )
J]-. Compiled by;
) Francls Callard
! 1 Pragasen Pillay
N & Team
1
: ] Updated 11 March 2014
4
1 2014-03-11 1064 Locomotives 2nd Aggressive Schedule.docx
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I 1 TRANSNET-REF-BUNDLE-01214

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 approx mate
opportunity cost of R10BN exists should the aggressive delivery scheduie be shortened. The
impact of this request requires an analysis of:

f
I } 1. TFR’s ability to commissior and absorb the locomotives according to the more aggrassive
1.

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 requirad to
" take up the Increased capazity  ~ oo T B o a

f‘w Tabla 1
2D

RES Year 14115 | 156 | 1617 | 17118 | 1819 | 1920 { 20024 | 24522 { 22123 | 23124 | Toudl
e Slectrle 0 33 | =9 85 | 85 | #s | =8 88 ) 47 0| 58
g Diesel i} 25 04 o4 | o4 B4 83 0 0 o | 42;
Odginal ) sz | 183 | 180 | 180 | 180 | 149 | se a7 o | 1024
E Accelerated TFR Proposal 213 308 300 248 104
Accslerated R10BEN Proposal 213 | 480 268 1374
-
I 2 Strategy
1 3. To accommodate the maximum number of locomotives that TFR can absort into

operations based an the maximum tonnages that can be hauled.

I,: b. Fast-track the parking of cld locomotives and addressing operational system retisbility
] and efficiency. Exiting of the old locomotives will be accelerated.
: c. To identify the critical network constraints and the project management ta me:t the

timelines required of the zggressive delivery schedule of the locomotives to deliv2r on
l ! -, the line tonnage ramp-up.
[ j) d. To revlew and adjust the maintenance of the existing locomotive fleet.
= e. To have the OEM manaze and be accountable for the malntenance of the 1064
II locomotives during the wamranty and defect liability period and provide support n the
I post warranty period.
f. To overcome Eskom powe: constraints, TFR will endeavour to operate an electric-dlesel
Ij pP conflguration where apalicable,

'
I ; Caveat: Organisaticnal recognition of the technical nature of the work and the skills requirz 1.

-+

|
.
.
k
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3 Market
Market supports the accelerated additional tonnages.

5 Table Z Aggressive GF8 traffic demand agalnst orfginal demand

2014720 | 2015/20 | 2016/20 | 2017/20 { 2018/20 | 2019/20 | 202-/20 | 2021/20 | 2022/20 | 20232
I FY 15 16 17 18 19 20 21 22 px) ©4
e | w8 | mos | woa | 1ea7 | 1s09 | 1692 | 12 | wrs | 1maz | 18
ACCELERATED
21300 97.8 188 | 1421 | 1571 | 1707
l + - 7.9 120 12,4 10.8 151 124 14.5 12,3 14,0
ACCELERATED
Q80 §7.8 188 | 1523 | 1636 | 1758
= Note * refers to VDS tonnages per the business plan submitted for 7314/15 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
locamative per vear 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 apnum. 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 {praducing the yeéar in advance to meet demand)

The vacuum to air-brake conversion will be fast-tracked.
,.1-- E 5 Linkage to Major Projects

51 General

’ The following lists the infrastructure projects that need to be ‘ast-tracked to support the
agpressive tonnages based on the aggressive delivery of the 1064 l-comotives.” Not all of these
projects are currently fully funded.

l 52 Majuba

[ Table 3 Schedule of Deliverables ' ,
[

Requirements Completion
I ! timeline

|

|
i
i

2014-03-11 1064 Locomotives 2nd Aggressive Schedule,docx Page 3 of 17
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5.2.1 The Majuba link line construction and tippler Ali Motala
construction must be finalised to accommodate 14mt March 2016
cozl per annum.

v _1 -

-

-

T S

B

5.3 Pyramid / Rustenburg Flows

Table 4 Schedule of Dellverables

Requirements (Capital requirements to be brought Who Completion
forward) tirmneline
- - —~{5.3.1 - Require 200 wagon passing loops between - - AliMotala - e
Waterberg and Ermelo inclusive of passing loops at
' }\ Pyramid South for re-man purposes {6.3mt coal + March 2016
. chrome expansion)
-~ 5.3.2 bi to Lephelale to be electrified t
. ] Thabazimbi to Lephelale to be electrifie | Ali Motala March 2016
I ' 5.3.3 AC/DCswitching at Pyramid South Ali Motala March 2015
“] 5.3.4 The customer sidings at the chrome sites need to be | Ali Motala March 2015
I ' extended to accommeodate 100 wagon train lengths are
-, 5.3.5 Thecustomerstobe a_ﬁgned at Waterberg Transnet — Oct 2014
Divyesh Kalan
l 53.6 Two consolidation [oops at Thabazimbi (2 x 100to 1 | All Motala March 2016
1 x 200 wagon trains), or alternatively 5.3.7, are
{ 5.3.7 Resgen to construct 200 wagon holding yard at Al Motala h 2016
”] Lephelale and TFR to guarantee cost of construction March 201
53.8 Two consclidation loops at Rustenburg (2 x 100t0 1 | AliMotala h 2016
I x 200 wagon trains) for chrome (unbudgeted). March 201
| - 5.3.9 This supports the growth of the Waterberg and
s PP B & . N/A N/A
By 2 TFR's expansion
1
l(
.
I:
I..J
|
li 2014-03-11 1064 Locomotives 2nd Aggressive Schedule.doex Pagedof 17
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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 Deliverables

Requirements {Capital requirements to be brought who = Completion
forward) timeline

5.4.1 PE bulk terminal limited to 4.9mt until Until Ngqura is
decammissioned N/A commissioned

5.4.2 PE MPT (Rail solution combination of Swartkops Until Ngqura is

terminal and ALOES siding) N/A cammissioned

5.4.3 Bloemcon containerised solution to PE Deirdre Strydom Ongolng

5.4.4 Ngqura expansion to 16mt (awaiting DPE approval);
schedule as presented Is aggressive and requires on
time approval of all procurement events,
Pracurement delays are single biggest risk to the
schedule. TFR requires that this project be brought
forward due to the tonnages being aligned to MBS,

Locomotives are available but export tons are

Deirdre Strydom feb 2019

constrained by the terminal project.

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)

Completion
timeline

Requiremnents Who

5.5.1 Increase the slot capacity from Komatipoort to
Kaapmuiden. Increase (i) loop lengths and then (i) Caesar Mtetwa March 2015
number of loops. .

5.5.2 Increase and upgrade the line capacity from
Kaaprmuiden to Maputo — CFM line, [ncrease to

take 50 wagon trains and 20 tons per axle. Critical | (160 Shiceka March 2015
for magnetite.

5.5.3 Query and patentially upgrade the tippler capacity ,
at Matola, Cleo Shiceka

2014-03-11 1064 Locomotives 2nd Aggressive Schedule.docx Page 5 of 17

0057-0367-0001-0169



1 TRANSNET-REF-BUNDLE-01218

933

5.6 Komatipoort / Richards Bay

L Capacity constrained and requires several infrastructure interventions
! Requirements Who Completion
1 timeline
‘ 5.6.1 Richards Bay port capacity to increase to 60 March 2015
i magnetite trains per week from current 35, Caesar Mtetwa are
5.6.2 Require additional passing loops to create more Caesar Mtetws
,1 ks passing loop March 2015
] 5.6.3 Increase loop lengths in Swaziland to Richards Bay Cleo Shiceka and/ March 2015
™ to accommodate fong trains, or Caesar arc
l i Mtetwa
- _= P - - _
r'w 5.7 Mahikeng / Vryburg f Warrenton {Betswana Coal)
I r ’\-,3 ) ' -
Requirements Who Cormnpletion

I r] timeline

5.7.1 Line to be restored to acceptable standard to haul

the coal from Botswana to East London. To move Caesar Mtetwa Dec 2014
I _] from 40 to 50 wagon trains at 20 tons axle mass.

l:] 5.8 Risks

+ Volatile demand from Eskom.

1 * The price of coal may rise ar fall affecting the demand from Botswana. _
'} ’ » Capacity within the infrastructure department and TCP to execute the projects listed
l-] above. o
_ » Critical to address, as part of the total logistics chain, the customers’ abllity to deal with
J the increased freight. This Includes 1000km of private sidings and associated
Vo Infrastructure material supply and transport. it must be noted that road cannot transpert
C L-? , the rall lengths used.
' r + Material availabllity on the infra side,
I I » Supply of rail contract,
%"] * Reputational risk if commitments made to customers on aggressive schedule are not
I i kept, )
r 5.9 Implications
| * There must be an adjustment In the capital cash flows to fast track the above to meet the
I 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
l } procurement,
|
I! J 2014-C3-11 1064 Locomotives 2nd Aggressive Schedule.decx Page 6 of 17
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M
-
i
6 Y
1 Delivery
i 6.1 General
1 ¢ Alocomotive is deemed delivered if and only if it is In operation.
P *  Ability to absorb Is subject to
I, \
o On-time commencement of the delivery of locomotives
l o Even and consistent delivery of locomatives
] s Ability to meet the tonnages s dependent on delivery and operational at the start of the
5 financial year
P ] 6.2 From Contract signature
| First 10 locomotives from each supplier to be assembled and type tested at suppliers’ facility.
E 1064 Locomotive Proje 4 1 s it
PR = ~3, ey e ~ 1w Feniamenid ] . . e -
...1, ; E Ar_—Eh,in- S gt ":;mnm J'Jlu“uu.\snnnlrn‘u“Aanu.u:rnnlull.la-‘a_inu
[k et |ﬂm¢nmnt-mmlwlu + . l . ot
et Carirace Fyrwd [ [ E ' l . . t
{ |caturace Estacibe M-8 1 | Mgt T ) ,
Cesin Keview wrpid |3 | agad v :l
J £uld prototyps 3 19 Ane18 [ [T : T0a e _‘; '
 — TS T !
- w-"ﬁl M-Ik H Mop-13 N ; ST +
] Derwle Conumct - Unkawen Jopplar . :
Lonkract Lagned farid [T ) -
|:|uneun'¢|h ] 1 durpe Lo . l
- usigh Raview b4 L] Fab 13 i - -".‘!'
3 v rotaivpe Feb 1t [] dusk-35 Ty
Wkt Teal - WA forudremend S LF [] [ T2t]
J Cueary oalf | ¥ | oeeis
Accepianca Tau [T 5 MapA8 YRR
1 Ofas4al Canirac 1 - Knows, buppler
Canirnet ¥gmed Agraih [ Apt-14
]Clmﬂ e Ayl 1 Jan38
. ] Dtslgn havem il 1 4| st .
. Burid Prot=ryoe x 1 T g 34 3 Jin=1§
l Fmrm-uumuug oeis |3 | meay |
ey [ 1 | Mayas
I | Aecmtance Test Noy-11 3 Frrst)
w it Conhine T =Unknews Jupple?
‘ ' - [Cortract Sened AgEy e .
¢ Cantrett Elfectve . ) amid (v ' .
J_ o [ a1 Dreld .
Mar12 '

I B Wulld Pro w il Racdé T H HEA NS R
J 4 Warks Temt - RS regutse rmnd y-15 .lqp-Jl_l_‘ N . B v M R . -
l Lnﬂnﬂ fep2t | st | : L

Actasmnes Tez LB fabef a .1 s R R
| . u : H i ] LT

' ] The dotted line reflects TE's delivery promise for the start of the aggressive ramp-up.

B! '

; ] 6.3 TE Setup and Manufacture

4 It is TFR’s opinion that TE's ability to setup the lines on time represents a major risk,

’ ] = Theteams the set up these production lines to be visible and named as setting up for
- lacal manufacture is a project in its own right.

. o TEs perceived emphasis on manpfacturing and becoming an OEM in its own right cannot ‘

] be at the expense of maintaining the existing fieet (i.e. robbing Peter to pay Paul)

s Assume 4 production lines with two known supgpliers and current production lines and

: ] two unknown suppliers with new production lines.

! ] 2014-03-11 1064 Locomotives 2nd Aggressive Schedule.docx Page 7 of 17
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* OEM’s will not share productionlines or the same facilities to protect their inteflectual

property and it Is unreasanableto expect them to do so,

Based on the pracess of acceptance a known supplier must defiver earlier and at a faster

rate than an unknown supplier.

s 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 :nd make the start-up plan visible.

___ High Level Project Phases Include:

A\.ﬁ s  Supplier Agreements
{ } s Identify premises

» ldentify (assembly bays, manufacturing facility, warehouse, paint shop, offices,
g testing facilities)

I s Incoming Logistics {SCS to procure locally sourced material) (Risk — Tendering
process and delays)
a  Vacate Premises
l * Prepare Premises (Paint and Clean and Power)
» Equip Premises (jigs, fixlures, aanes, special tools, etc.)
«  Workflow Processes
I *  QC/QA System
+ Identify People
=  Train People
l Receive Materjal {Overseas and Local) (Link ta Supplier Agreements)
Commence manufacture

2,

[

2014-03-11 1064 Locomotives 2nd Aggressive Schedule.docy Page 8 of 17
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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 TFRis considering that the diesel locomotives be commissioned by TE and this matter
shzll be addressed at a later tIme.
7.1.3 There s one electrical team for "type testing (acceptance]” and ane diesel team for “type
testing (acceptance)”. This is aninherent limitation based on available expertise.
7.1.4 TFRis |locking at where additional specialised expertise may be avallable but it is a highly
[ specialised and scarce resource.
i 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). o
N 7.1.6 Design reviews of the electric locomotives cannot overlap; similarly the design reviews of
' the dliesel locomotives cannot overlap; in addition both streams of locomotives cannot
overlap.

7.2 Delivery and Commissioning Points
: 7.2.1  First 1D of any new designed locomaotive type to be type tested at the supplier's overseas
t factory where equipment, facifties 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 focally for a minimum period of 91 business days and requires
TFR attendance to fulfil RSR requirements.
7.2.2 The first 30 of each set of locomotives shauld, in TFR’s opinion, be assembled at the
supplier's premises while TE sets up its production facilities.
7.23 Commissioning (excluding the first 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 Technalogy
: 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 follawing 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 s constrained to a maximum of 16 locomotives at any one time.
Commissioning Is dependent o regular and consistent delivery of locomotives

7.2.8 The testing will be done with four test coaches. Two test coaches will be used for the
electric locomative testing by TFR personnel and the other two test coaches plus a test
coach specialist will be made available to TE to conduct tests on diese|. Tests cannot
overlap for both types,

2014-03-11 1064 Locomotives 2nd Aggressive Scheduie,docx Page 9 of 17
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7210 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

73 5taff

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 | Senior Fleet Manager - Full Access
Engine and Maintenance
Specialist
Sarel Oberholzer Manager R&D ~ Product Full Access

Development. — Engine

and Malntenance
Specialist
Andy Mabaso Manager — Diesel Control | Full access for acceptance testing.
System Specialist o . ..
Bertus Els Manager — Diesel Contral | Full access for acceptance testing.

System Specialist

8 Operations

8.1

Lecomotive Preparation

8.1.1 TFR s rolling out a full preparation process that will accommodate the delivery of the

1064 locomotives

82 Crew
8.2.1

will be trained ahead of demand.

8.2.2

exceed the current train crew budget.

8.2.3
serfes.

9 Maintenance

9.1 Maintenance

9.1.1 Notnegatiable: OEM’s ta centract and

(i) Perform malntenance during the warranty and defect [i
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 relterated that is

2014-03-11 1064 Locomotives 2nd Aggressive Schedule.docx

TFR is reviewing the crew requitements based on the aggressive tonnages and the crew
An aggressive intake will commence in the financial year 2014715, This ramp-up will

Cabs are similar across all new locomotives facilitating driver training and training across
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essential in the warranty and defect liability period and highly desirable post the
1 warranty period.

{ii}  Traln TE In maintenance procedures.

{lil  Post warranty OEM’s to have a presence to transfer technology.

1 {ivi  OEM'’s to provide suppart to TFR in-service personnel.
9.1.2 Maor maintenance Interventions
] : Adjustment based on delivery of locometives
Teble 6 Passible [ocomative CAPEX/COPEX savings from 2015/16 tu 2023/24
l 01415 {2038/2016| 2016/17 | 2017/13 } 20d8/19 | 2019720 | 7020721 | 2033/22 ) 2023f73 | 29734 Total
* Submission § 34,55 139,69 403,02 E69,11 709,26 23156 738,53 17380 184&! 195.24 3340,L2
Submission 2 158,72 23579 460,11 209,30 75186 87801 146,33 22453] ~ 23s00! 25128 405600
Vadance 125,07 96,09 57,10 40,19 42,60 45,15 47,88 50,74 53,78 57,01 mﬂ“
i
o N A consequence of the second aggressive delivery (Submission2) is a R4bn saving. This will be
LU reviewed once the delivery schedule is confirmed which will inform the timing of the
e discontinued maintenance programmes,

I Stopping the maintenance interventions at short notice has the following implications:
(1) TE staff and workshops will either idle or source alternative Incoming generating
- activity.
} (ii) An estimated RS00m in working spares wifl no longer be reguired. TE to take up with
Group on appropriate disposal.

9.2 Locomotive Control
Locomotive Control {also known as Technical Operating) Is respensible for managling the

! locomotive fleet. Primary KPA's are:

(i} Ensuring locomotive availability (correct locomotive at correct place on time
1 {ii) That fieet is maintained

{li)  Locomotive utilisation (GTK and NTK per locomotive)

{iv)  Minimising running of light lacomotives
Lo (v} Manage warranty of the locomotives
: J\ p Activities of locemotive control include
] - : i Proactive planning of locomotive allocation ta trains up to 7 days In advance
] (i} Manage technical call outs relating to locomotive failure before departure and
: during trip. Accountahble for decision to replace locomotive or proceed with trip
' ]] Ensuring that locomotives are maintained on schedule and optimising trips to
)

depots to avold running light to workshops.

{iif)  All new locamatives are equipped with on line condition monitering and
reporting. Technical staff in locomotive cantrol receive the locomotive alarm
condition and guide driver as to the best action (i)stop (ii} proceed with care {jii}

how to rectify fault .

[

1 (iv)  Collate all faults relating to the locomotives, analyse and manage the warranty
b ‘ of the locomotives

- ools of Locomotive Cantrol will include, amongst others, the hﬂew Integrated Train Plan

‘ software, A

1 2014-03-11 1064 Locomatives 2nd Aggressive Schedule.docx Page 11 of 17
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9.2.1 Locomnotive 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 locomatives

9.2.3 Continuous technical monitoring of locomotive condition {real time alarms) within
: locomotive control (finalised technlcal 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 introc[uctlon of the 1064

" locomotives

11 Risk management - Business Case Extract

11.1 Risk overview

EXHIBIT 1
4§ Wﬂgm Whefhaod, »1 Mm Tenihood, medrm
Risk assessment and rating Hah et baroot, ek e B Loy Ehihaod, b W
Rsk . . . ) ) Riskranking _ Mitigation acticn

-} *  Speciaired procwrement snd planning team
v Cong erstve payrment replmes to Incenthdzy defvery
Ll *+ QOplirtize hmber of OEMS k2 plarming recpined and benefit realired
| = Steged pocirement sirategy o muetain Aedhity (n dellvery schedile
and cortinuous morftoring of perfaimrance 2Nt M0S estimates
Exacita against Market Developmant Stralegy
Cizan st enting Yo upack bey ocomethe et eomponents

Hedge all foveseeabla foreigr crancy-baned expendihine aa per
Tisrmnet pulicy

Deveiop peopta infrastruaure plan

mennnq modutes I ina with new locomatives
Inchuce 1 Y training bn suppller contract
Inwlmmbnd?wmmmn

incressing producion fines end shifls
Reqnlarr:wlew :fmuognmmn!gmm!hmiu

Mpmmmupmwm;m
Tmfesmens infrastrature psintcnance plan

TS

A3 ¢ Thee IATS) technologles a5 part of the new locomotives spedfcations
:§ v School of R ta provida approprie IATS trofing

= Minimicg dee of werking leam and el dssemination
Informmelion rivere poxsibhe whin enforcing strictest eanficentialty
+  Erforta gritesol on doamint shardng and dats yogma

*  Encueq learsparent procurement process with sccountablity
* Contrac with multiple OEMs

Explare fong berrn suppiles 3greements with Eskom while altg taking
advartage of elecsic locomothi regenerstive fowers

1 Information snd Administretivs Technclogy Senvced

11.2 Planning and delivery risk

« approval delays - Past processes
s procurement process delays, | - Past processes
» production delays - Addressed above
2014-03-11 1064 Locomotives 2nd Aggressive Schedule.dacx Page12 of 17
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11,2.1 Delivery schedule sensitivities

To mitigate the risk of delays, TFR will pursue a number of strategies simultaneously, including
. contracting

l « multiple suppliers; - 4 suppliers

» staging procurement by using international

! suppliers for initial batches as local supplier

] development ramps up; - Initial 10 from International supplier
f = pursuing a conservative payment strategy?!
‘ to incentivise delivery - Not addressed
I « mitigation strategies to address the -
{ immediate locomotive shortfalls, including
[ leveraging existing contracts, - Done ~60 Class 44
L e frontloading orders with international
! ],-.._’ suppliers, - Initial 10 from International supplier
o \- s explaring leasing, and ~ Aurizon Locomotives
Wt « revising the fleet run-out strategy. - Constant review

11.3 Market risk

¢ Market growth will not materialise.

s Inflated purchase prices (not related to
forex changes) and

"~ e Cost increases exceeding forecasts.

11.3,1 Volume

* 1 percent lower than the MDS base case of
L 7 percent, results in an NPV of -R15
biltion.
1 ¢ Accelerated tariff growth 1 percent above
o MDS results in a positive NPV of R7.8
billien.
- » Tariffs have a marginal Impact on CIC with
_,Jw{ the biggest impact in 2015/16, dropping
| from 4,0 to 3.9X. |

1 Bulk of payment made on delivery and acceptance,

! 2014-03-11 1064 Locomotives 2nd Aggressive Schedule.docx Page 13 of 17
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EXHIBIT 2
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Demand, tariffs, ai. delivery schedule risle. must be managed (1/2)

gjﬁel\nhmmw

Sanskivites Impet .
Hasacase wmsitvityl Sanslthring Basa asa Sentithity3 Sencitivity 2
CRFTINITY - Daivery Smathsta 28 montito Ygsipelmpask o Vowelmpck = Vehmeln
LYoy Skl pum?m amphets, omplelr -19:1 mpa ~1igmt -155mt pect
3 d 109 dlesels procunesrank procwresent ¢ Rav-rue bnpact: ¢ Revers Impackt  © Revenue Imzac
N in 2013~ Nocsy prozis R1.3bn -R30.2n ~R43. 1
,1_- Bl DG Zmonsded - lBmomdisd SHARITW 0 IOWRLILR ¢ KV RLSE
P ESeatiks  procudin productz *OC33cwlix ¢ Ot dixmdie @O dxto
17 ched In 2014/25 i—gutmh . :?-mm (20:414) (204715) 3.0v (1014/15)
et =) sroduction
= e EEE.
i ﬁ . Jeryerr . . petyem .. __ . .. . _ _ -
5 ~IBdectiia v =138 ekdiiay
o pes yezr perfew
Current * Voluns row = NP RLTHN * Ydume Impacts * Volume impzcts
performbos witth projected ~53mt «239mi;
vi.MUS (~?%  GOF o Asverue lmpact; ¢ Revenue [mpack
ow) «R16,4b0 -RE7.9bn
* NPY: LDt » NPY; Fabn
PTG BLL  rOT Al 2T
2oty [2016/17)
Ssaltonwith < Esnlatnat * kP RL7ba * Revenue imaacs  + Revenu Impacs
P {~EW) mare tae DS AL.4bn +R%. 70
(8%) wo19; « NP -RESm * NFY: A7.Bl
CPIthem rer * Q%A40cto L
(2015{16)
11.4 Purchase prica
v Price estimates incorrect
* Price escalatins higher than curent
assumptions. - capable procurement team
11.5 Costs

11.5.1 Forexrisk

Forex movement sens. ivitles in Exhibit 38 indiczte a
moderate impact or NPV with a 10 perzent
devaluation in Rand v: rsus USD resulting in a -12.4
bilifon movement in IPV. To mitigate the ris¢ of
gxchange rate fluctiitlons, the project wili be
hedged according to tt 2 Group policy.

2014-03-11 1064 Loco 1otives 2nd Aggressive Schedule.docx
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EXHIBIT 3

Demand, tariffs, and dellvery schedule risks miust be managed (2/2)

Fansidviges Lmanct
Ease cavh Seasitlvityd Sasltviyl Bisa Case 5 fy 3 2
* TR festpian = TAR FewtMen CMPVIRZTba v NPWRSZbn " WY: 7.8
with 5% with 1%
adcRignal sidiknal
wlidendes efcimcia
* 1% devalaton ¢ (0% * NTV: RL7Bn * NFY: RO.30n » 1PV RS20
of ZAR v3. LSO oprdain of
208, w, 5
* Prica Ingvmaby * Fcideoucs s Niv. R270n * NPV RLiba ¢ NPY: #4.30n
10% over kasa by 10%, frert
e hesecns

o —

T

. * 5% Inqrasecn ¢ $% Gt In * NPV R2.70n * 1V «RO.8un + NPyr RE3bn
as Joctmiotives,  basa sty bazz sy
wagons and
Infrastructure:
with an allacation
of GF8

11.6 Transaction governance risk
‘ 11.6.1 Each OEM to have 30 locomotives brought in to enable TFR to ramp up to reguired

production.

I 11.7 Operational readiness risk

11.8 Exogenous risks
] 11.8.1 Energy securlty

] + Delays {Khusile etc.)
b * Energy costs
o » Timely declsions _
s Electrification infrastructure not installed

11.8.2 Patential strike action

( 2014-03-11 1064 Locomotives 2nd Aggressive Schedule.docx Page 15 of 17
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I ANNEXURE A
I Table 7 Extract of the traifle demaad schedule from 2014/15 untdh 2013/19 updated for the aggrasshva deflvery sche tle,
GFB AGGRESSIVE LOCOMIOTIVE DELIVERY SCHEDULE TONNAGE IMPACT FLOWS
CAPRCITY | CAPACITY CAPACITY | CAPACIT- | CAPACITY
I NEW NEW NEW NEW NEW
DEMAND | DEMAND DEMAND | DEMANC .| DEMAND

GF GROUPFLOWS. 03472015 | 201552016 2017/2018 zmm.m zmsfznzn

CHROME [EXPORT MASUTO] 0,015 P : nac |-

CHROME [EXPORY RICHARDSBAY) 4885 5494 :
l COAL {EXPORT BOTSWANA = DURBAN} 0,450 12501

COAL (FXPORT MAPLTO) EYiT] e | '

COAL {EXPORT RICHARDSBAY] 1792 153’

COAL (WATERBEAG) - 1500 |-

E£5KOM [CAMDEN - COAL IN CONTAINERS) 1200 2,600 -

ESKOM [GROOTVLE) = COAL 184 CONTAINERS) 0,600 0,800 Shiiot Ty mwuu e S e
l ESKOM {MANISA - COAL) 7975 EITE . 14,000 [ 43apoa | u.onul ="upcnl L 1400

ESKDM [TUTLIKA COAL IN CONTAINERS] 1,751 1309 praiif P O X AN Y

FERAD-CHAOME (EXPOAT MAPUTO} 0,308 - | occof - ogs o

IRDN DRE IDOMESTIC - DRIGIN POSTMASBUR 23920 5013 F: B <

MAGNETTTE [EXPCRT MAPUTD} 3,009 5000] - o B0 spn

MAXGANESE [EXPCRT PORT ELIZABETH] . 8,500 &.078 Kopsirz . L= SRR

CTHER 5,182 s511] o R3E9] 1 uos[ T s Y

ISTEEL IDOMESTIC) 0.218 [y ] IIECSEr T TR I A Y R N e L R T =iy
l WDOD & WDOD PADDUCTS 1,838 2073 . 3psl  aasa| 33t 2635 3gez]  3gmi  asm)

V’"‘ The entlre 10 year traffic demand Is available on requast.

1014-03-11 1064 Locomotives Znd Agpressive Schedule.dock Page16:-°17 -
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ANNEXURE 8
Locomative financial impact should ali programs be s:opped.

1. The first submission included the following programs being stopped

e Capex
o 10E/1/2 Upgrade

* Cooex

o 7E3 MOP

o 10E MOP

o 10E1 GO (Change to MOF)

o 10E1 MOP

o 10E2 MOP

‘ o 7E1 RETROFIT TO UPGRADE

1 o 7E3 UPGRADE
N o 7E2MOP 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 1 aintenance line as components life cycle
will be exceeded.

The impact would add an additional RE15m ove the ten year periad.

2014-03-11 1064 Locomotives 2nd Aggressive Schec ile.docx Page 17 of 17
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'

6 December 2013

Mr Thamsanga 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 Eiinctional E
Evaluation Team (Fraance) - _

Purpose of Report
S

The purpose of this report Is to detail the finance team'’s objeéﬁﬂs, stope, assumptions,

risks and findings from the stage 6 evaluation for the 599 electritocomotive 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 ExecOtive.

Objéitive

The ob&“%&o

obtaln based Upg

2013/12/06 11:47 AM " page2of40
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Background

Transnet issued an RFP for the acquisition of 599 electric Jocomotives as was outlined in the
jocomotive deployment plan to ensure that TFR would be in a position to provide the
required capadity in support of the MDS. TFR also has a need to modernise and upgrade its
current fieet of diese] locomatives as part of the fleet Is in need of replacement. As a result
of the abova, TFR has a requirement to procure new locomotives In the short, medium and
long term. :

The alm of the RFP was to ellcit blds from locomotive suppliers for the proposal to supply
electric locomotives (the Locomotives) in such a way so asfb_contribute sufficient tractive
effort to support TFR's growing General Frelght traffic préjections In the most cost effective

A Cross Function Evaluation Team (Finance) “(CF (Financé‘j"‘ s requested to assist in

NS
tqj"‘; the evaluation of the financal and related elements of " tender submisslons.

-

Predetermined criterla, scoring and assodiated welghtings {which Wete approved by the
relevant authority — Transnet Board) was provided to the members of‘%h*,ﬁnance team as

the basis for the stage 6 finandal evaluation. 1,-%?
AT, .
w2 %ﬁﬂf‘.
Finance team =Y . -

The following finance personnel were a"\fp@'oint THRENTFR Chief Executive as the CFET

55
~
=

I \,,ﬁ% Ziaid Vally - Bxee
I { ) , | Thabo Seapl - Senlor Mapager, TFR Finance
;

2013/12/06 11:47 AM . Z?w Page 3 of 40
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948 .- .

Briefing session and bidders inclnded in stage 6

The Supply Chain Services {TFR) ("SCS") team in the presence of Transnet Intenal Audit
('TIA") briefed certain members of the team on the first day of the eveluation. 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 induded 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
commitiee 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 & should be excluded from stage 6 of the evaluation. As such we
did not conclude our evaluation of bidder & as_gnere was no neec to further evaluate.

The finance team were not provided wﬂya ,:;:;Y information relating to the other bidders

excluded from the 1% five rounds of the evah:@é;mn

'.-_{.\‘

1,_51&;; :;?;%‘s
Bldder files, Laptop computers and CD’s: “aae available

SCS ensured that all relevant bidder files were made avzfliable to the CFET (Finance) each

cay. Only the relevant fileswere made available to the CFET ] _!%.IZL_)

These files remaxned :‘ the cddtio! of SCS for the duration of the tender evaluation. At no
point during the evall ﬁon pe Eﬂ were any files, documents or notes removed from the

Certain technical ﬁles whtch contameuﬁnanclal information reiative to the option pricing
nere reviewed for further information @nd clarity on the pricing evaluation. The reason for
reviewing the technical files was as a result of bidders providing the detalled 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 {aptop computers with which to conduct the evaluztion, All workings were
conducted on these faptop computers. These laptop computers were never removed by the
finance team from the boardrooms where the evaluafion took place. These [aptop
computers remained In the possession of SCS when not in use by the finance team. CD's
returned by bidders with the relevant financlal information required for the evaluation was
lvaded onto some of these laptop computers. These laptop computers were used in the
presence of the $CS and TIA person,nel.

All backups of files on these laptops were kept by 5CS on hard disks [n a safe location.

2013/12/06 11:47 AM Page 4 of 40
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Y
Declarations of interest /conilicts
1 .
All CFET (Finance)} members completed and signed their dedarations of Interest as required
by 5CS before the commencement of the evaluations on a regular basis. No CFET {Finance)
member dedared any interest in the bidders or declared any confiict of interest throughout
' the evaluation period.
5 Scope
| The scope of our review was limited to evaluating the following In terms of stage 6 of the
f‘, RFP and the approved evaluation criteria for this stage. As advised by 5CS, the percentages
i —_and criteria listed below are the predetermined criteria as specified by the T ransnet Board.
™~ WHAT IS BENG MEASURED WEIGHRT | EFFECTIVE
[ B & WEIGHT
Vgt = 100.00% | |__60.00%
BTE
t 1]Price @ 30,00% 18.00%
Z[Totai Cost Of Ownership (TCG) 5, _ "R . 20.00% 12.00%
| hE 5. SR
| 3| Delivery Schedule (DS) R R, %9 25.00% || 15.00% ;\
£y Gh__oin. i, -
| 4|Payment Terms (PT) iR, Ry 10.00% *6.00%
{ B E55, ¥
I"{ 5IRFP & Contractual Compllance (CC) ¥ 3% ™ 10.00% 6.00%
© . ‘ SEaF -~ .
§ B|Financiaj Stability (FS) o, 500% | | 3.00%
f ]] R AR A AR
1
%

‘The detalled scoring citeria and scoting results are included as part of Annexure A.

» Based on a steering committee dedsion we were informed by SCS that our scope
should be limited to the evaluation of 539 Co-co locomatives only.’

» With regard to the pridng of options we were provided a [ist 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 techgal files to verify that
the responded technical scope included these options or no

Page 5 0f40
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‘ Technical team involvement
At certain stages during the evaluation the CFET (Finance) requested, through SCS, .
‘ assistance from the technical team around aspects of:
1 1. The request to “normalise” the base price;
. 2. Conducting an evaluation of the energy models submitted as part of the TCO
| evaliation;
3. Reviewing the scheduled and unschzduled maintenance elements of the TCO model
' for reasonabihty
] Detalls of lihis assistance are summarised below; ﬁw‘ﬁ};‘}
| | b !
’;L 1. Request to normalise the base pric L i?iz
k , As part of the request to normalise the base price, a %ﬁhle was provided to the
- CFET (Finance) of ftems that the CFET (Technical) advised Wete required. In these
) instances, the CFET (Finance) were edvised: ) & ,,{;,,1
3 ﬂ%n
- . That certaln bidders h‘ﬁﬂpmvzdcd thesa items as. “options” in thexr submissions
and "ng;—?
l = Other bidders had Indicated a»a:lg?ghty of the “options”, however, the CFET
N (Technical) were not clear ag_ '152 whethﬁ “these items were appropriately costed,
quoted and included In the pm:& % "’*"'r{f}
I““L § i Té:f’ﬁ
‘ The schedule submitted gave indice OQS of what the CFET (Technical) expected to
- be done by the CFET (Finance). The detajled schedule is included as “Annexure B of
] : ' tHSTERoHETn summary the following proéé,vss was followed:
! Ad]ust the pm:e of the reievan* bIdders where bidders were not consistent in

s brain pncmg, for ose “items” Included in the schedule, from bldders who had

N not sg |tted quotes, and 4

- . the (Finance) were required to “normalise” the base price
‘ submlsi%yopﬁate comparison between the bidders for those optons

A . that the CFEFggechnical) believed must be included in the price.

} Two members of the technical team (Christo Uys and Elvis Tshivilinge) were made
“ avallable to discuss and clarify the base price "Snormallsation” Issues. These
f discusslons took place in the presenze of SCS and. TIA.

jr , Subsequent ta the Initial phase of the evaluation, clarity questions were submitted to
! the biddﬁrs regarding the requiremants of the detailed schedule (Anr!mexure B) from

[ the CFET echnica!)

J ] 2013/12/06 11:47 AM Page 6 of 40
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l ] The CFET (Fma'nce) used the responses received from bidders on clarification
l‘ - questions to condlude on the final *Normatised Base Price’.

l ‘ . 2. Eveluation of energy models

Downing, Justice Ngwenyama and Chris Uys) were made available to conduct the
: energy model evaluation, The energy mode! was designed by CFET (Technical) and

' was fully evaluated by CFET (Technical) without the Involvement of CFET (Finance).
I J CFET (Finance) incorporated the results of the energy model evaluation into  the
] stage 6 TCO model finandal evaluation.

l ' Five members of the technical team (Devendran Govender, Winfried Mors, Trevor

-I } - —- 3. Review of the scheduled and unscheduled maintenance redimes within _the TCO
*"l1 ' models as submitted by bidders ' T

I‘ t;wf’g"} The CFET (Finance) found numerous incunsnstencaes in the manner in which hldders
il chose to complete the scheduled anqiggscheduled maintenance portions of the TCO
Ig- : model, The CFET (Finance) recomme,g_ded that Eég CFET (Technical) review the
models for reasonability with the purposa"I :?allomng ‘the CFET (Technical) to guide

the CFET (Finance) in making decisions to sco Biaihe TCO models submitted as well
l["' ’ as to guide the CFET (Finance} in their d .%“ratmns as to whether the models
- submitted would actually meet the requirements t‘cﬁ%d fairly amongst bidders,

| Four membeml%&gi nlcal team (Devendran Govender, Frikkie Harris, Eugene
Russouw, Ebns Uys) we%tmade avallable to conduct a review of the scheduled and
unscheduled m_amtenancecmglmes as suppljed by bidders for. reasonablllty

"'_':t

TIA was present at evalualions s as requested by SCS to ensure good corporate
governance, KPMG, Sekela Xabiso angNkonki 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 bldders.
This matter was reported to the 5CS representstives present, We were advised that the

process of evaluation must continue with TIA continuing to perform the oversight role for
good governance.

. - A
2013/12/06 11:47 AM ’ @ Page 7 of 40 -~
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Metﬁodnlogy of scoring

1-1 Scoring of points was coripleted using the set oredetermined eriteria and welghtings for
gach section of the finandz! evaluation.

The process for scoring, ch2cking and evaluating the short-listed bidders was done jointy by
- all members of the CFET [Finance) in the preseace of SCS and TIA. All resul’s submitted
1 were based on consensus agreement amongst &/l the CFET (Finance). Yousuf Laher was a
5 key person In the deveoopment of the evaliation model and RFP requirements, in
conjunction with SCS, He outlined to all membars of the CFET {Finance) th= processes,

-]. procedures and methodole 7y of scoring.

Meetings held

During the course of the e saluation, all meetings were held in the presence of 5CS and TIA.
These induded meetings v.ith the following partizs: : .

» Technical (the purpos: of these was to clzify issues that pertained to the techmcal
options that required nonnahaaﬁtggg of the hase price,.to brief the techrical team in
preparation of their review of th‘Ti:Q ;noo sl and to receive Input from te technicl
team arcund the enerty model); A SR, -

» legal (the purpose of tese was to ad\nse ar*dassst the tegal representatx ve during the
contractual compliance evajuation); % iy ,%—vﬁ@g‘:

» Meetings with CPO {t2 purpose of thesé: m etmgs wa ‘%ﬂamly to prov;de “he CPO with - .

an update on the progress of the finandal: —a‘ aluahon process and to obtain guidance on
certain matters that raquired mterpretatmn@;r clarification related to -the RFP or other-

- %
T
- 3
]
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i .
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-
P
I
.-
4
}
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Results of scoring

pr—-

1. Price
!] The result of the “Price” evaluation Is reflected below:
IS (7 Fmﬁ' WEGHT| - — ;m.q - — -
’ & A LY n A f\
l Price Evaluation Criteria (Escalations and hedgin
M @
‘Q ]
- B —— .= The Board approved evaluation criteria su%gﬁgto the CFET (Finance) indicated

2 that the price evaluation must be done orthe bedzof the price Including forelgn- -

N exchange hedging costs and'escalations; -

_escalations and hedgling costs (refer explanations in the sections below);

The price evaluation was therefore done based on the price;gxcluding hedging
and escalation costs for all bidders. The risk Impact of thls%yﬁlned in the
“Overall Risks” secﬁon’&ﬁs repart. - w

: Escalations TR,
] .

The RFP requested bidders tu'sﬁbrn'rt a‘f;a ce

The CFET (Finance) was unable to evaluate on the baﬁ%%ix: price Including

Al S N SN E AN A EE am
. Py .
+

S

l('" . Jidige with the following options:

R o Fixed pricing; - = *’% " : ;
i o Escalation based pricing; &% .. ,

ll-, gy} _dexaﬁon formula’s used in%‘dng caleulations;

-{_ » Some bidders were not willing to provide fixed pricing (including escalation)
Iii over the delivery period due to the risks involved for them In this type of a
2 - pricing mechanism; .

' Hedging Costs
'j f o The wording of the RFP with regard to forelgn e#«:hange hedglng costs was

i subject to Interpretation in, that bidders were recommendeth{but not r ) to
] provide a price Induding hedging costs;

l ,
[ J 2013/12/06 1147 AM .. Q @ " PageBofao
li! . )
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) « The RFP stipufated that TFR would prefer a Rand baséd contract and that the
o bidders must submit the cost of hedging and a hedging strategy. Although some
a bidders did provide the cost of hedging, they stated clearly that appropriate
] ' hedging strategies will be discussed and agreed upon at the contract award
i stage. In addition as part of their RFP response some bidders provided the cost
\] of hedging whereas other bidders did not submit the cost of hedging;

1 . » Through a process of clarification and In order to ensure that hedging costs were
l excluded from their ‘Base’ price, all bidders were requested to confirm whether
thelr ‘Base’ prices quoted exduded foreign exchange hedging costs and if these

J were included o then provide the quantumn thereof. Bidders were also requested
] to provide us with an estimated cost of hedging whether induded in the Base
| price or not.

ML

Yo . As the cost of hedging will most hke!y change due to exthange rates fluctuating

o2 between evaluation and final contcact ‘sighature date, and because the cost of :

r hedging will in any case be bas%'lined checked for reasonability by Transnet
, Treasury, and agreed to on the dafe of contréct signature, it would be more
appropriate to exclude the cost of hedgmg f%the evaluation at this point;

i - R
} . An important pomt to note is that none of {'he bldders indicated that.they were
} unwilling to enter into a foreign exchange hedgm_g arrangernent with TFR at the
1 time of conbract. 5|gnature, . Jf.
| A {‘g,_.'-a‘;‘gi% .
1 inal a %‘éd evaluatlon metl*uodolo escalation & hedqing costs

i = Inorderto p Nie price evaluation on a con5|stent and fair basis, the

l CFET (Fnance) ag' ed m sultation with SCS, that it would be more

‘ ] - appropriate to excld e caiahonS*a d hedging costs from the price evaluation.

N and thereby attain a morg_nornialised price for evaluation purposes. This was

Vo agreed to with SCS on 4he, proviso  that this change to the evaluation

P methodology be brought to ?ﬁﬁé attention of the steering committee and Transnet
I Board for approval prior to the award of the contract;

- Normalising the “Base” Price for evaluati

i
P Technlcal Options ' o

" option” items as requested by the technical evaluation team. Refer “Annexure B”
which contalns a list of ali option items that were normalised;

] « The provisloning of ECP/WDP and RDP was a maﬁdator) requirement per the
} technical specifications. Based on our discussions with CFET (Technical), all
. bidders have confirmed, in the technical response that they fully complied with

2013/12/06 11:47AM : " Page10ofag
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this requirement. It was therefore conclided that alf bidders had iscluded 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 .ncluded in the base price, 1s the CFET

; {Technical) have advised that it Is proba Jle-that thls option would bz exercised.

. We were advised by the GM Logistics Integrator (Pragasen Pillay) as to the
}’ ' number of ECP/WDP, RDP or ECP/WDP, RDP combination- that mus: be applied .
i over the fleet. {refer Annexure B for alloction and associated cost of this split);

All bidders inc!uded tf'ae provisioning f EC}_’.PAV%:D_P or .RDP intq_their price;
heweyer-enly bidderZ-induded-the-equh LG re, Based on

,! ®_/\ the advice from CFET" (Technical) we ﬁégg;iaﬁ;nduded the equipment cost of 7\
' ECP/WDP and RDP for all other bidders {I} Y m%%gh_ase price for tha purpose of

I —f‘_:,e,} normalising the base price.
o v
X

3
t
i

Rebasing the price for foreign exchanae diffz -ences

i _ .
I | %,
' = The RFP did not indt% the date that bidders _should use to‘.ggpvert foreign
‘ exchange as part of meﬁéggqgt__gd conte it of thelr price. As such bidders made
ll thelr own assumptions aﬁ@ga&@ﬁi&d a -ate and date of their choic2, The result
of this Isthat a comparison-\’%t._ ba?e:ﬁﬁgg‘; with different dates-and raes would be
! ' Inconsistent. In order to @Qrmalis"éj:_éi?éﬁpﬁce for changes duz to foreign
If . exchange differences and movﬁe"menigg‘l;“.f:e‘ﬁﬁ?ﬁlosing date, the CFET (Finance)
] . normalised the prices based %‘éﬁ‘ﬁz nge rates as at 11" Novamber 2013
: . (USD/ZAR 10.37, EUR/ZAR 13.51,%BY/7 AR 0.10457). AS a consequance bidders
' ! Juererequested in a clarity question%‘ﬁ'?c nfirm their fareign currency components
' p RClndet ;%:ir *Base’ price, These foré jn currency components were converted
the 11" of November > 013 for the purpose of comparing prices

} - me%% ,;‘5" ates as follows “articipation of TRE in this locomotive
. } procureme Scess will be prescribed’. In terms of the evaluation governance
s process CFEﬁ?iﬁance) does not have : ccess to ‘Supplier Developrient’ files. As
; such CFET (Finance) assumed that all bidders have provided pricing based on

the utilisation of TE as the main subcon ractor;

. « SCS however advised CFET (Finance) that the Supplier Deve'opment files
‘ submitted by bidders Indicated that Bidc =r 3 & Bldder 7 did not specify the use of
i TE as the main subcontractor and hat this could have a potential price
’ adjustment Implication. SCS alJo merJoned that bidders were likely to make
different assumiptions In the use of T:: a5 2 maln subcontractor Including the
percentage that would be -subcontraciad. These assumptions which were not

specified by TFR In the RFP process could-differ significantly between bidders %\

|

2013/12/06 11:47 AM - \ /v) Page110fad .M
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Accordingly SCS subsequently decided to obtaineyf saek darity from biddérs on

this matter;

SCS in conjunction with the TFR CE and Transnet GCE and GCFO dedded that
clarity should only be obtained from those bidders who included TE as a maln
subcontractor. The cdarity request was to establish what proportion of the
bldder’s price related to the use of TE;

Accordingly the methodology provided to the CFET (Finance)-was that ali bidders
should be evaluated excluding the use of TE as a main subcontractor in order to
normalise the base on which to evaluate price; #g%ﬁ

it

Based on this decision clarity responses wg{é“g[s Jssued to Bidder 1, Bidder 2
and Bidder 5 (those bidders who indicatefl;'lfié uSE GETE as a subcontractor);

Clarity responses were recelved from these bidders wEoi'i,uﬂdicated the impacton :

price and the new bid price for 599 COCO Iocomoﬁves_‘t?%} was not used as
subcontractor. The summary of these responses is as follows %3,

o Bidder 1 provided the required information as request?ﬁﬁgnd Indicated
that the impactdfilising TE as a subcontractor would be a decrease in
price of R'1 905 51, “Sfiun,

o Bidder 5 previded the required.information and indicated that there would
be no Impact on thé“%iﬁ% pﬁcﬂi‘kgigpcomoﬁve if TE was not used as a

- subcontractor; @ s,

o Bidder 2 provided the rquli"é;ﬂ'ﬁnfonnat o:i? however we noted that thieir

new submitted bid price efdgging TE as a subcontractor did not reconcile

4

e L0 thelr original bid price. THe. difference noted was R 2 010 D00 per
P o p : p

slo@motive, This posed a risk gﬁiﬁ'le evaluation of the price and the CFET
{Finance) subsequently consulted with SCS to explzin the concemn as the
ihﬁ%is difference was significant in relation to the final scoring on

req%und nd this difference, SCS together with a representative of the
finance tez g andfnsthe presence of TIA engaged Bidder 2 telephonically on the
evening of %@ @éc&mber 2013 to discuss this un-recondled difference;

Bidder 2 indicated that the difference related to a ‘Discount’ offered on the
original price. It was then mentionad to Bidder'2 that this was not what the
Clarity had sought and that thelr new bld price should not reflect In anyway
further discounts offered by them at this stage. Subsequent to this telephonic
conversation Bldder 2 submitted a new dlarity. It was however noted that this
darity seemed to have reflected the ‘|Discount' Into the TE portion of the new bid
price, Bidder 2 originally submitted & reduction in price due to TE portian of R 3
480 000 per locomotive and the subsequent submission from them indicated it to
be R 5 490 000 per locomotive;

Page 12 of 40

*



TRANSNET-REF-BUNDLE-01242

ST | | £o7

s CFET {Finance) then further engaged SCS fo provide guidance on this iss 2 as
we were unzble to determine the appropriatz way forward. The main cc wcem
from the CFET (Finance) was the uncertainty of whether or not Bldder © may
have subsequently included this ‘Discount’ portion of R 2 010 000 into thel price
thereby having the potential impact of unfairy prejudicing other bidders s the
evaluation process; ‘

- - m_j

o T

The CFET (Finance) was advised by SCS that »ased on discussions with th : GCE
and the GCFO that the evaluation should proceed on the basis excludir j this
potential discount and as such the CFET (Finance) utilised a reduction in p 'ce of
R 3 480 000 for the evaluation;

T ed tr
.

——

S

J

i

The CFET (Finance) subsequently completed the E\'faluat[on on this_ basis;

|

T3

In summary the impact of excludmg‘“TE fro-n the normallsed base price is as

=3
v
»

% follows: ée‘?ﬁ*’
r] W
lf” e T oner 2 5 o per 37 B TAC piatel o Aoy B AIOger ey
i , - 4905514|  -348000D 0 e, pEEf 0 na 0
: ] ~ A A "%3‘* oA A A
.‘ s The pormalised pricing used for evaluatic: *Burpnses of all bidders (:apital

acquslﬂnn cost) excluding TE s the maln suhehnh ractor l.e. using private secior
as the .sﬂhtanh'actor is summarised as par th%‘%l;!e below;

l .
l Biddeﬂmﬁﬁmdder EE R Bla0er A [ 5 Bldasc AT “%Biéggr'sa FerBI00ST 6Ny 1% Bidenrdy:

32 833 4231@3;.;4 71@,@&&46 301 506 wa N T 33 695 001
T Fha - A A A A

Other than as noted above the[p lowing additional assumpﬁons were used by the
CFET (Finance) In the price evaluaticn

« Where the import content percentage was not supplied by bidders as »art of
} their pricing proposal and or darification the the local content declarati: n form
P : as supplled by bidders was used to obtain th: imported content;

lj » The RFP requested break polnt pricing for tatches of locomotives. As iie TFR
! requirement Is for 599 locornotives, the CFET (Finance) used the pricing [ ovided
e by bidders for 598 locomotives to conduct th: evaluation;

] « Bldder 7 offered an additional discount of R 20 000 per Jocomotive for th : Bo-bo _
‘ locomotive, which was not considered as the evaluation was done for Co- a's and )
: ] - no additional discount was offered for Co-c8%;

- 1

v, o
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i » ‘The price of a standard list of capital spares and spare parts was requested as
! part of the RFP, to be induded In the acguisition 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 avaluation was

1 performed on an "like for like” basis. In instances where a bidder did not provide

L a price for a capital spare or spare part as per the standard list, then an average

1 price of the remalining bidders was used o ensure that a realistic comparison was

' achieved; :

l « The Bonus points for Value Added services wergiot assessed. The main factor

! _ for this decision is that this ftem was not ._clfge'i_ Y defined In the RFP and the

j technical tearn had no view of the requig@fgﬁmf "alue add" aspects and the

}“L technical team was not allowed to ha\ré"_‘@fr“:‘fess%-;_he financial files. Therefore

PV the finance team could not assess value added services;,

\"r’ h"'i;:i A :
IO i _ Loy R
{ } . | a_f- X
A
1
B %
R x

- -
&
A
T ;L
lJ
-
| 4
]
'
I‘l
I 2013/12/06 11:47 AM " Ppage 14 of40
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milllont iilometres) not be reached then the penaity clauses wvould come into
effect‘

The results of the *TCO” evaluation scenarios are reflected belovr:

Scenario 1~ all elements of TCO included;

TWFAT 15 BEHS NEASURED m

Scenario 2 - {TCO) excluding nnscheduled maintenance and excluding
‘bonus pointallocation

VAT 18 K REVSURD — [WorGHT] BTELTVEWEGHT N

Page 16 of 43
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2. Total Cost of Ownership (TCO)

" The evaluation of TCO is conducted based on the foll:wmg five elements (tobai 20
points}:

scheduled maintenance (8 points);
lost revenue (4 points);

unscheduled maintenance (4 points); &
energy utilisation (4 polnits); S5
v, overall TCO result bonus pom’\c{s& {21

——
= S~ -
. H «

<

-1; <
mpts), .

Points are allocated individually for each of mepﬁve elsmgnts above.

2013/12/06 11:47 AM

Whilst reviewing the submissions received from b'dders onithe TCO model, we
noticed that the results of the scheduled and uns-heduled malhtenance vared
considerably. The CFET (Finance) was unable to zscertain wh?ﬁ;ﬁ@ese varied
results were as a resulpff:hldders’ interpretations of the TCO modélor as a result
of the different malnteﬁfﬁiéiéiﬁlmes of thelr res; ective locomotives. The result
of this is that the eva!uaﬁ‘.ofﬁ"nescheduled an¢ unscheduled maintenance
could be subjective. The It%m& that &%g‘"mbute tc the subjectivity are as follows:

i. bidders used dlﬁeﬁflt Iabour\_'iéfe?;a,
. bidders used dlfferent cesror simiis ;égomponents
. bidders assumed differéfii"types of maintenance regimes and
iv. bidders assumed different¥ailure rates for unschedyled maintenance;
Through discussions with CFET (Technical), we v:ere however advised that the
above could be normalised by CFET (Technlcal), i required;

The matter was discussed together with SCS anc CFET (Technical) and it was

decided that due to the subjectivity of this Item, and because we did not want to

make assumptions to change bidders submissior:s, different scenarios Including
and excluding scheduled and unscheduled maint :nance should be prepared to
pravide the Steering Cornrmttee with appropriat2 information to make a ﬁnal

" decision;

As per confirmation from CFET (Technical) ali bicders confirmed as part of their
technical submission, that they would meet the r2quired reliability regime l.e.
that the locomotives offered would achieve less than 15 faults per million

kilometres. This contributes to reducing the risk of an unrefiable locomotive and

as such provide some comfort should the unscheduled mainfenance be excluded
from the TCO evaluation. The draft supply agre=ment includes a penalty
regime whereby should the stated minimum reli=bility regime (15 faults per

gl

Page 15 of 40
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sumptions used for TCO model evaluation

The TCO model as submitted by all bidders was used as the basis for the
evaluation; .

Escalation was normalised forall bidders for purposes of appropriate comparison.
CPI + 2 % was used as esalation for all bidders. CPI was'obtained from the
current year’s budget guidelines;

The WACC rate was obtained from the iatestié%up Financial Planning Policy
issued. on_the 1% of August 2012, _,a_;d-w used for the present value
calculations; SE S T

The submissions by bldders In’ respect of faiture ra' aintenance strategles,
optional components requifing unscheduled replacem%d the timing of
maintenance interventions varied significantly, however, as g@]‘ance team we
assumed that thase submissions are relative to their locomcﬁve/&l;gduct type as
well as thelr, maintenagceiegime and strategles.' Accordingly we'used the TCO
models as submitted by Biddersto conduct the evaluation; A

' _ . b‘lg%l ‘%.,___ ( se~ 4‘4”'”) WLU \"”LWB
For the purposes of evalualifiy lost-reyEiue as part of the TCO evaluation we
assumed that TFR's expectsd eli\é%ﬂgsicﬁfé*dﬁl would be an equal number of
locomnotives per month v

per?ﬁaé"; glivery batchies' stipulated within the relevaht
years within the RFP.” The currertiaverage TFR leasing-rates per day was useg:l
tn.determine the lost revenue valuetfor all bidders. The lease revenue rate per

A

T , The energy fodel was designed by CFET (Technical) and was fully evaluated by
SEEET (Technicals:

ithout the Involvement of CFET (Finance). CFET (Finance)

Some biddersintiided extra optional components for unscheduled malntenance
which omerm have not Induded In their TCO modél. We have not
removed this from the TCO model as suppliers would know the unscheduled
maintenance costs of thelrloco's best; .

«» The cost of major components and materials as submitted in the TCO models of

bidders 5 & 7 looked abnormally low; this was darified as part of the clarification
requiest submitted to these bidders. Both bidders confirmed post clarification that
the amounts quoted were correct.

Page 17 of 40
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3. Delivery schedule

The result of the “Delivery” eve luation Is refiected belowv:

WHAT |S BENG MEASURED  [WEIGHTIERECTIVEWBGHT| BIDDER
1 2 3 [ B 8 1
FR T e T oy ) Y | i) U T (e e

AT A A L 4

— jummen Tl S T a1 b ;

&s_urnptiggs used for delivers: schedule evaluation
4?;:;—4'
« The effective date of contrzct signature was, no zlised to 1 September 2013 for

all bidders in order to ensura2 consistent sconl;lgh i

M i ‘k“

\" . » The RFP closing date was «xtended by about 7 mc 1&'§gjom 16 October 20120 . %
I , ; . 30 April 2013, As such, for the purpose of evaluation, ﬁ'le expected start date for  * 3
' } delivery (previousty March. 2014) was aligned accordmgﬁ' and was movad

forward by 7 months for ali bidders (October 2014): R
= ‘-}‘:T-ir

« Where bidders prowd%ﬁ1 accelerated delivery kt:hedule whereby they would

deliver earlier than mdlcated i 1&;9 RFP, and wou!d complete delivery of all 539

Iocornotives earlier than exiécted n 312, RFP, ther these bidders were allocatad

}0 the full po:nggpphcable fo- deiwery fonaach subsequent year after their delivzry

i fully cdfgpleted; AT i Vb gar)
s VA T e

J « TFR would Tonduct actept:nce tests wnor to accepting locomotives. The lencth

] of time taken 1o ccndff'cﬁ cee tance; ‘testmg is completely under the control of

i TFR. _Bidders wergglg‘t & viedhow” long this a-ceptance testing would take

v within the RFP, i-iders ma’gé their own z:sumptions regarding the time

| I taken to conduct acceptant 2 testtng In order to ensure consistency, the delivary - &2
15 ! ' date as stipulated by biddr as used to conduct the evaluation instead of tae X

l ‘ acceptance date;

* ] » Some bidders provided an zltemative delivery sche:lule based.on more “importad
N content” This option was r st consldered in any of the team’s evaluations as the
f.'l preferred position is to max mise local content;

j 1013/12/06 11:47 AM " Page18of40
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» The delivery s 1edules of all bidders is summarised as per the teble belov::

oct .3 Oct 16 Pt iy OctiB8 Oct 118 Bey-ad | Total
Per RFP 55 130 | 130 | 130 | 188 o] 599
. - .‘ e A —t
Bidder 1 72 159 164 ) 164 39 C 599
Bidder 2 16 AR 0 c 599
Bldder3 - 6 [N 811 15| 155 |1 183 V1 52 j] 599 lia
- IBldders | 2c-| [-133-1-]— 10|} 130 || 138 || 23 [[* 599
, Bidder 7 9 N 103 135 | 135 135 gr || 599
W—-\% 85 7 / 7
R
(N

Tha above deliver  schedule assumes’a contract effechveness date of 1 Sept:mber
2013, The delive: 7 schedule above w%ﬁf ove out’by an equal number of ronths
from 1 Septembe. 2013 to the actual datethe con ct is signed.

4, Payment term ;

The result of the.. Payment Terms" evaluation is reﬂecté;ﬁgelow:

PG

WHAT IS EBRGIERS RED NEGHI' EFFFCTIVE WEIGHT BROER

= The approver eva[uatlon 'ter!a required the evaluation of payment tefns on a
Net Present ' ‘alue (NPV) basis, Therefore cash fiows needed to be constructed
for ail bidder: using their declared payment terms. Cash flows are generally a
factor of pay nent terms, delivery dates, discount rate and a price. :s “price”
and “delivery ' are evaluated separately as part of this stage 6 evaluztion, the
CFET (Financ2) standardised the price per loco (R 31 rnﬂlion) and the: delivery
schedule (as ser the RFP) for all bidders for the “payment tdms” port)n of the
stage 6 eval ation. This would have the effect of isolating the paym:nt terms
offered by bi ‘ders on the cash flows for evaluation purposes. The primzy reason

' for this is °) ensure that bidders who provide higher/lower pric:s andfor

‘ * faster/slower delivery schedules are not benefited or penalised twi-e in the

I ( evaluation p¢icess; :

« The draft s pply agreemerit issued as annexure I of the RFP stinulated a
different % oreferred pzyment terms for TFR as compared to the preferred
payment ter: 15 stipuldtedin the RFP, After disqussion with SCS we we-a advisedg»
M
- * . /
2013/12/06 11:47 AM - \q/ ba-e 18 0740 'é\
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that bidders were advised through a darifiation 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 respoise the payment
terms as offered by bldders in response to the RFP was used for the evaluation
purposes;

Where bidders provided 2 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 zmount we utilised that fi-ed Rand amount
as a deposit payment on the standardised price;

,fﬁ%«:
The WACC rate (12.56%) was obtained from ﬂﬁ'eﬁtest Group Fnanclal Planning
Policy issued on the 1* of August 2012, ana%s used for tne present value

calculations; £ “ ﬁ%

. 'p.-

L&

\,-\ i
A » We used a standardised retention penod of 6 months ﬁ;om ac.eptance date for . ”j
2l bidders. The reason for this Is that some bidders hac?ur dicated retention ?
period to be when avallability and reliability targe!s are aChlr‘%Eid which could
_ vary and can depend onyanous factors, “\kg;._n
l‘a . The ;:gyment terms of aITlEﬁdders is.summarised as per the tablw below:
: ";‘- -J‘f T.L*"
: '*"",..ﬁ;.,‘
L Eﬁa‘-ﬁ. 'ﬂ‘a”
: yon t-*-t . '5555 ‘6‘”'%5—1‘*;}.., N
{ . 5L Biddur 1] 25 Blddet 24y |1, /Rdaet 3o, 2 BlAdsr B 5 o] o o BIOe 1T syt ]
» 4 ‘.és;:‘?;;
Depos} o efiecthe date [YEEN 1.62% 1.62% 1.62%) - - 1.62%
| WIBSTEnE 2950, [RASEN B,D0%
‘Iesione 3 TS, %] |¢” 3.00%)| 0.00%
S Westons 4 N, 2.00%
4 estons 5 &, : e somk] |, A 1!
¢ aEtge b TS A . 200% [ ] e
{ o B il Y % - -
P Tolal payiias before acceplines 20.00% 15 s 1529 Vo]
. Da nt locomobigiiceaptance &5 65% B3.35%; BRIBW | 54.38% 88.38%;
H O " J .i
' Retention 7 0% 1. A0.00%] 10.00%; . 0.00%) -
Total * 100.00% 100.00% 10000%] | © 100.00% 100.00%
N J/ ) Z . )/
» A detsiled explanation as to how the scoring was arrived at 's attached as
Annexure D of this report, ,
/
I . 2013/12/06 12:47 AM " Pagez00of40
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5. RFP & Coniractuat Compliance

The result of the "RFP & Contractial Compliance” evaluation Is reflected below:

r‘miaa_m'EGum_ WAGHT] EFFECIV £ WOGHT BER
‘ 1 3 4 [} § LB
A ~ A FaN A
« Evaluation of the contractual compliance mattersdfelated to the responses to the
draft supply agreement by bidders was co@‘ﬁ%y evaluated by Mr Kenneth
*-I ---—~-——. .. Diedricks (TFR General Coursel) from the é@ﬂéﬁs' department. CFET (Finance)
Incorporated the results of tha conh-actuil,.;cb"hapﬁ‘ fize evaluation Into the stage’6”
evaluation of RFP & Contractual Compliance; %’%f{,

o

r—
!Il
g

« Evaluation of the RFP compliance matters reiatj%%;m&@e administrative

responsiveness to the RFP by bidders was evaluzted by MstLipdiwe Mdletshe

I from the TFR SCS department. CFET (Finance) incorporated %‘%&;esuﬂs of the

RFP compliance evaluation Into the stage 6 evaluation of RFP & Contractual
Compliance;

» References were.provided by all bidders and therefre SCS assumed these to be
adequate‘;an%scdreﬁ»ﬁ.ﬂl mirks for all bidders. We were advised by 5CS that they

would csolgg%vsctreferen provided once a preferred bidder fs chosen.
tab

iy

6. Financial S

T

% B Ereip,
The restilt of the “Financia ty” evaltration is reflected below:
WAAT IS BSFG NEASTRED |G| ECTIE WYEIGHT] T TR
k. ! 4 y B 1
Fal al " Y P [ 4 -

« The finandal stability of the bidders was assessad as part of stage 2 of the
evaluation process. Please refer to the CFET (Finznce) repor_t.relaﬁng to stage 2
" Issued on 31% July 2013, The scoring from stage 2 was carried forward to stage

6 of the evaluation. _
- | | |
NN S
N R\
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OVERALL RISKS
The following risks must be communicated to the steering committee and
considered prior to [inal contract award:

Price

M o) ¢ EAt.u{

» The eva!uabon and scoring for, pricing has been determined and 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 basls 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:

g

—_
I‘
s
r’%‘z’é
n
&

,,
5,

t‘:ﬁm X
g

A l.  Hedging; ;
b il. Escalation; w’f'}»fz.,}
iil.  Break pricing; ﬁ:;*i

A summary of the potential Impact of the 1tem5 -above on the evaluated price Is
summarised below in order to provide th'm‘iteenng committee with a better
undersmndlna

rdgin

Ezcalzfions

Bresft 7 orud Pr:%;z_ .
& « As the TFR requirement E4or 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

depandant on the batch size of the arder placed. This must be considered

should TFR declde 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 teble below indicates the. break point pricing

offered by bidders (based on their otigina! tender responses where bidders used

the main subcontractor of their cholce):

2013/12/06 11:47AM : " Page220f4D
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g, Breal. fotat pric b , _
Bidder 1 49 850 654 a7 247 559 33245507 | 3095 000
Bidder2 A2500732 36 462 977 34 737505 34 3&:- 000
Bidder3 81 168577 5% 030239 42355 684 39 9C. 945
Bidder§ 51 352000 37 338 000 32575000 {3 000
Bidder? 5 284407 42 438 403 37204 313 2882 000
Locos per year 65 130 130 142
Locns cumulative 85 185 455 =isle

With reference to the section of the report above dealing with TE as the mef—
subcontractor and the impact on price, the following matters peed to be A
considered by the steering committee: i

"« Although thé price has been normalised i¥&dude TE for evaluation purposes, .
7y the use of TE as a main subtontractor i%ly?%ﬁable as this Is a requirement
as per the PFMA approval letter from the DPE. Asstich prices will have to be
negotiated with the preferred bidder/s induding TE¥apd thus needs to be
considered by the steering committee prior to the concluﬁ;g%gf the evaluation
process as this could have an impact on the final price. "‘.;L%; _

+ The price that bidde%"&@:\ﬁded based on their choice of sub-contracter Is
sionificantly different ﬁ'om&'gﬁé‘-‘-‘gggg__used for evaluation purposes (where the
incremental cost of TE wa’?*’i’axduﬂ&d%ﬁis could change the evaluation result
and the final price contractedtas %_ﬁ

Al

i » Bidder 3 and Bldder 7 have not'quated using TE as ﬁae-a'am subcontractor. No A
clarity was obtained frorn these bigdérs as mentioned in the, report above, If
sClTty-was obtzined from these two'bidders and they indicated that there Is no
S ThangeRthelr price whether TE will B& used or not (as was the response from
S 1emthe Impact on the evaluation scoring result could be significant.

Bidder 5) ther

£

S it
O 8 i R | .
K5 » p¥addition it shduld be noted that should Bidder 3 or 7 become the preferred
b?ﬁ%@@j‘:n there 192 risk of a potential price adjustment and possible protracted
negobiatibns, TheJifance team was unable to reasonably quantify the quantum

of this potential fdeice adjustment. It should be further noted that the use of TE
as the sul;?t%ﬁjmctor could be an incremental adjustment to Bidder 3 or 7's
price based oﬁ%e differential between using TE as a subcontractor versus the
subcontractor costs 2iready Included in the price of Bldder 3 or 7’s submission.

o 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
differept delivery schedule could have an impact on the evaluation result and the

final delivery schedule contracted. T
. : . }A . -}"\ ‘ 7
| BTN S AV
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Impact of capital and maintenance spares on price

» 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 induded in the price of the locomotive
used for evaluation purposes. Foliowing discussions with CFET (Technical) we
were advised that as fallure rstes of these capital spares is not yet known, the
quantiies requested may not be completely accurate at this point and may
change once the locomotives are placed Into production;

« Quantities of maintenance spares required were,ﬁ pvided by bidders as part of
the RFP. All bidders quoted for these ma efance spares based on their
knowledge of historical failure rates and thls g,as heen Included in the price of the
locomotive used for evaluation purp_zgsa Fo!low:ng discussions with CFET
(Technical) we were advised that gs}fallure rates:%f these spares is not yet
known by TFR, the quantities pro\nded may not be cofipletely accurate at this
palnt and may change once the rmmohvm are placed mf‘t?;ﬁg:oductlon.

¥ F\"} \-\
i

T
g

TCO Model

The maintenance and intervention regimes of thn%éle'ted preferred bidder must
receive SIgmﬁcanquuhny during the negotiation phasgssThe CFET (Technical) will
be requ:re%%, g a‘detalled understanding of the related submissions and should
conduct thegégessary reviews and assessmenis of the ma[ntenance and interventlon
regimes of ﬁwﬁ%ected bide dder. .

We would recommend- that a 'as,eé%e mserted into the supply contract whereby a
penalty s imposed uﬁ% suppliér :ﬁgr higher actual TCO rosts as compared to
thelr tendér submission. This penalty clause can be built 'In” on ‘the basis of a
periodic review (possibly eve.lyg'b years) of the actual energy usage, scheduled and

unscheduled maintenance costs” of the locomotives as compared to their tender .

* submissions.

-—
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Some bidders' defivery schedules differed significantly from the requirements of
Transnet. Although these bidders would score refatively low points in this area of
scoring, the overall scoring may stll be high due to other scoring criteria t2ing taken
Into account like price, TCO, payments terms ete, Should any, of these bidders be
awarced a preferred bidder status it would be critically important for TFR o
understand the committed delivery schedule based on thelr bid response. This could
significantly impact the outcome of negotiations with these bidders. The deljvery
schedule reflected in this report assumes a contract effectiveness date of |
" 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.

} Delivery schedule

li
l! ‘ ,,%,%%;
I ‘
I ! <
-)-‘_:ii-a

J

—

- . NN N
H S i [ 3

[

' oY M- 1
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MATTERS FOR APPROVAL OF THE STEERING COMMITTEE

The CFET (Finance) 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 b&'used for final evaluation.

4. Approval of the price methodology provided to the CFET (Finance) for evaluation
purposes to exclude the impact of TE on price. g

£
3?:}:3:-1'3.*.—"“1‘-')‘ .
e g't%ég
-.qE‘.:
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Y
i
I j CONCLUSION
. -
j Based on the storing by the CFET (Finance) using the assumptions mentioned zbove, the
l following Is a summary of the results of our evaluation:
I } Scenario 1 - all elements of TCQO included
i B A FINAN ARVAS Gy n s R
I WHAT IS BENG MEASURED | WBGHT| EFFECTIVE WHGHT ) HIiDDER
. . 1 z 3 4 5 5 T
WI' { 1|Pres 30.00% 8077 woi] ‘o0 0.0l.] KA noal T WA || “zno0))
0y AroalCod DIOerin (0] | Boa| | 7200% R R T X ) e | T
3| Delivesy Stheduls (05} 25.00% 15.00% ?ﬂﬂ 5.0 6001 MNA 5.00 NA 4.00
i K w1 1la 5 A b N
. AlPaymert Terms (PT) 10.00% ] J1 600% 5 poa{|™ 200] | t00]] NA TS| ] NA .00
H B T ¥ A
E[RFP & Contractua] Compitence (CC) | 10,00% £.00%, 1% 5,00, 835]] NA 253 | NA 025
| . . - T ) 7
${Firznclal Stabilkty [F5} B0tk i00% .00 200 250 NA 2381 ) NA 228
' “L j 4 -\.':-&. ?’;ﬂfy N -
l ! o | s e J0TAL SCORE S ey ;n_mgiggﬂmmm. A | R B A L e o e Lo O R D
”! e 5 R e e ) A AT R g 4 Q!'J@H@?ﬂ
J_ - .
! Ey .J, J »

Il ey ; S EVALUATIONE FINANCIAESUMPARYER SR
CF WHAT 1§ BENG MERSURED | WEIGHT| EFFECHVE WEGHT BIDDAA
s i 1 T [ 3 [ 5 ; 7
l? i[Fac T M| 10| o[ NA )] WA zo.onl :
| Total Cost OF Omnership [160) Eh 0% iml 400|§  4R|| WA ao|[ NA 30
‘ 3|Detivery Schedu (0S] = 507 I D TAHED W
ﬁ [ !__ & [ a LY
Ij 4|Payment Tems (P} %L Y 6.00% onj|~ seosl =~ 469]| MA ]|’V sw)| WA [)' do A
' ’ 5[F67 & Conbatiunl Complanca (69 | 1000% | | 50k O (I VS T EE (| WA %5
§|Financial Sibly {£5] % T || 300]] 20| | WA 5[] WA PE)
, i o r‘ / remrrsteg l - Y
| R e R R e B () L T S s L e e e R
l | Vo DR DR 2 : R B J»
| ) . o ; 3
I _ 5 aun @ %
- s /'
i } 2013/12/06 1147 AM - \‘L Page 27 of 40
I? ' .

e

0057-0367-0001-0208



TRANSNET-REF-BUNDLE-01257

912

P Scenario 3 - {TCO) excluding unscheduled dnd excluding scheduled

) maintenance and excluding bonus point allocation

f P B A e I R INANC IS EVATUATIONS
) VAT 15 BONG NEASURED  [WEIGHT] EFFECTIVE WBGHT
1 2 3 ] 5 3 7
i|paca T0.00% 1800% 3OO0} ) 10.60 (] JET) CI0)1 NA .00
I__z"ramcostamunemg; ca DT 1260% 10 300 wai|{ WA 85| WA o
3|Delivery ScheOie [05) 25.00% J500% =0)(h 2500 5001| NA E60 || WA .60
1Y ¥
a 3 A R
A|Payment Terms [P 1) 10.00% &00% Bo0) ] %00 Toa || WA J1V L0 || VHiA aam) N
~5|REE & Conbuchal Comphiants (0] | 0.00% T35 (X %o E35[f WA TS| WA 67
S| Finantial SR (F5) 5.00% 0% FX] 300 250 || WA ZI8{ | WA 13
+ ¢ AR
o - AR é— : — L__ ' &
[ T A S LR 0y | U000 s B T e e T P80 N8 T H AN Ze A A NG j
. I y L
s s £
[Fa3\ i G o J - : 2 }
) I |
B
hes A
S
(25

Yousuf Laher
i Executive Manager, Finance

i Zunald Vally
Executive Manager, Finance

; Tsietsi Ttalets!
} ' Senlor Manager, Finance
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;g % .. Danie Smit

%  Executive Manager, Transnet Treasury

Thabo Seapi
Senlor Manager, Finance

Mohammed Moola
Senior Manager, Finance
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I Detailed Scoring Criteri. and Allocated Points

"-f‘
?
©

] Price:

T e e T InE CR e e e e Ty TGS s b |
WHAT S BEING MoASIHED NEIGHT | ErECTIVE WEIGHT . - .
i .. 1 - : E: . A 5 C] 7

il Fihiolrod gl
R R 008 B

,. Y
’"‘m) Lowes! Tethnieally eeaptabin Cunftf Ace - o asd fTACAC) frefer TE0 modsl} fneliding diufes o cusivery, eicalifions Insurancas, enginseing supperd, speciy) Gefing
} 3 11 end st eqdpmen eoslz, - adtal ares conyirmables, Sal up coshy Speres ends xnd mareatoiding cost forex hied: erloza
L Bty with bowest price & ef oty Biicie witdn &
£57% o LTACAC ] DML MR AN S MEITES ph 37885 00§
] any biddet wiin 1% 1o 1,8% s LTACAS 2% a A . _ noA “
2 any HiHer whkin 2% 1 2.62% ofL TACAS u
Is ey B wihin 3% 15 4.95% of\TACAS 15 . R
ary bidder widn 5% b 7.50% ol {TACAG 103, hS~
"} Ay bickter Wit 8% Lo 12,595 of LIACAG 1 -
. M ALTACAC
! % sl
| el Seae

1.2 Vatey added - § £xtrs Bonys poirt

] Vakie Add Swices lckaded s LTACAC b e
whmof> R 200K parloea e

—] Fres Sotvware & ipgrades b solwarz
Frea iting & wplacemend of par's
ae.

‘ il s,

y Fod ST,
g-g fhe maximum pc’ﬂmﬁ Emgu:ﬁ: I 1%

I[-I é 3 The bon peit ‘%.

S TYE ‘%& 1%.. y .

e, T, EEN

The Borun poinls forYahaédded senfczs wax A Eaessad, The amely brctor b 18 atsumption by thel thess Bems ars et clealy defned in REP aod e lechitzat beam bad k2 o of the
1 Pqiermast o “elos 842, 31Eects, Thesetr * « oicd team 6 nok bese the rievenl expestss o bassss i askied sarfees

1 Mt escalaions and ko P oot wers SEARd Fum e rice eialiaton i nelzs n éstfed pabzion shael,

1

] mrmmmmmm?‘@é T xsudng the eost ofusing TE a3 the ruin subtaniradertad rther biddery vere mested 1o quote 2 Wanchar prhals secior

l- subiractor s veed (parthe GCE redut 1 ?ﬁswn;usldhchﬂinﬂmmwdul,zlasﬁhmﬂacmcaﬁnhﬂmlﬁdd!ﬁhllhdﬂeﬂadﬂrejbzdls:dﬁn

3 Tt iy subeontracior pay the 80 Flea,

\g :
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Annexure A - Detziled scoring criteria and allocated points - TCO

- e ST T Tmteer T T Y T T T T T R ——— - q o
G b i, A e i e FINANGIAL, EVALUATION SFINANCIAL S UMM ARY S 2 18 ferye o Mg dos - 2R
WHAT 15 BEING KEAS.AED WEIGHT] - SIDOER
- — 7

= .lﬁéﬁ F‘rﬁ
LS e
A ‘:':_TE;
|3 oy
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= |

a2y iaivg
(-;_lﬂ‘l
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A ks [T BIeE S 1]
NGbE ol 24 bR 5, 7%
U2 "] 100 % Cocd { 100
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. Lowest LYCO # any bitler witin 159% of .
Lo L 21721 33334 255 TSI na 3757 408 s 2 E s
ahy bidder within 1% 12 1.95% « .TCO L] A » FY ~ " a
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Detailed Scoring Criteria and Allocated Points
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1 Payruent Terms:

Detailed Scoring Criteria and Allocated Points
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Firml Score
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cated Points - Contractual Compliance
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] Annexure A

1 Detailed Scoring Criteria and Allocated Points

Financial Stability:
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Annexure A

Financial Stability:
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ANNEXURI B

The table belc ¥ indicates the items that were added or deducted to the base pric2 as
submitted by ©1e bidders in order to normalise the price of the locomative for eva uation

purposes,
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Annexure C

evaluaton.

April

May
- -——Jupe-
July
August
September
Octobey
November
) December
f January
February
March

w7
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Total locos delivered per year
Cumuiative total focos delivered
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The table below indicates the standard delivery schedule used for the payment terms

10 10 10 12
10 10 10 12
1 1 1 12
1 11 njit— 12
1! 11 11 12
ul] u 11 12
o DT T
e we, 1 11 12
S ﬂi%:f" 11 11 12
= zulf| 1 12
il 11 11 12
5 R 1 11 12
|95 130{ | %130 130 144
e RS A 539
A E J
"D Y
N "
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Annexure D

Summary and analysis of payment terms results

Depositamount

The RFP and the clarity responses to the RFP stipulated the deposit amount to ba R 300
million for batch 1 (65 locomotives).

Bidder 5 indicated based on their clarity response received that the R 300m upfront degosit
is appticable for the full fleet of 599 locomotives, o,

Bidder 1 did not specify the R 300 million deposit amouritsas an initial upfront payment and

provided deposit percentages according to their oww;]('?ﬁﬁiremeqts (refer to payment terms

summaty). ¥ o
. g

The other 3 bidders indicated that the R 300 m deposit upfront is applicable for batch 1 only <./ %

(which is what was required based on the RFP and the dlarity re'épbhsé._i;g&i'te RFP). ‘
"'.'.'3.53

f '..33‘- !
The upfront deposit percentage (1.62%} Is applicable for all bidders except'B@J;}er lardis
computed based on the R 300 m Segf'os‘h E’j!{:;ﬁ%iyided by the conbract price (standard price).

7

e .-L“aw
At face value It would appear that the.j’m%ﬂPV would be the same for all bidders who
stipulated the 'R 300 m deposit amoun?;imowe\fé“%%egllomtion of the upfront deposit for
the full fleet of 599 locomotives as oppogé%,_to the‘lﬁ%t'liﬁtﬁh of &5 locomotives changes the
cash flow configuration when the locomoﬁ\iesaare:accepte%—l‘:@é o

Where the R 300m paid is spread over the entirgfleet the amount payable for each
acceptancEBEiocomotives will be equal over the'fdll fleet. Whereas, if the R 300m paid is
spreadiover the first Datch, the remaining amount payable for each acceptance of
locomigtiyes will be significantly lower for year 1, thereby impacting positively on the NFY.

. By
Deposit amggp‘%tfatchl v Fle‘%pepomt per loco: | Y
Batch %R, Depositamount Noof . | Depositamount per
| <o ' locomotives laco
st "R 000 000 i R4 615 385
!
; Full fieet : R 300000 000 599 R 500835
| .
| Difference _ R 4 114 550
Difference in cash flow for loco acceptance in year 1 R 267 44574290

Therefore TFR Wc.luld pay this additional portion above in year 1 with the resuILing effect
equalising over the period of 599 delivery.

2013/12/06 11:47 AM " Page 3t 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 .shose R 300m deposit is payable for
batch 1 bnly.

These bidders have requested significantly high deposit amounts (Bidder 1-24% and Bidder
3-24.62%).

Based on the scoring criteria set these bidders are significantly penalised (Bidder 1 - 0 poinis

|

\

Il

g Bidder 1 and Bidder 3 have the highest NPV's which s reflective of thelr pa;rment terms.
] and Bidder 3 - 1 point).
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? Annexure E

Reconciliation of price

The following teble 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:
: EE Bidder 1 - Bider 2= - Eidder 37,15 BIgdar 5 &1 . Bidder 7 |
Prica per loco as submitted by bidder messuaoﬂ 34336003,\35966919\ 31ssaumq 29330@:0“
4dd: Addtional tzms bo babnce batk to e £ 1821485 | G0, LLSE6 69T BDI LM
Spach toolng aml  um 3 597 BBV 37O\
Czptal Spares 91290 402018)  BSSE8] 3547 507 28
A Constmables 45302 7807
B Py Spares holdng w4s| 130 233 8150 264 75206
= Sehp cost 879 15025 I
A B . I.nsl.raﬂ:e =
Reundeg . 5 1
Forex Hedghg ) 1253 75
e -
] Pree per b sbmited as perannﬂl'-[mplalacq'mc:sjj_,u_ [ 327764550 35016007] 41072595 |n 32056720, 3068 78]
N " R S
m;m'i"u' tn normake; "E{_\E:L..
] Deduct Scheduk B caplalspares - Th o G1630) 22648 19144 ¢ . \ -5 5% ]
Deduct Forex bedgng L, ST, - - -
} ﬁt-; 1
" hdd Options. Vigd 265 001 162187| 3165748 \ LI0 0 A 110 4
- A, : LY A RN
I *  SubTotal z}g_ce ic vath Opgons incleded) . R0 | 36155546 [\44219229 | 33359761 | 31787:89
_ impact g dasg (i excherEE ovements) 10665871 200064| 208267 479 | st
! S, : Sub Tota! 3 (Total pice befmmadmpl,»nt) A73897 | 331065188 | 46301906 | 3809755 | 33605CL %
Lo lEs e, 7z
» mddmmﬁ”ﬁmmmm% LSt 514 | 39000} - LA : }
% : b W
] : Pilce used forevalmtion 2y, 4FET 32833423 34716188_46301906 38095755 3369500
S ~ . . A 4 A

5 <
L'
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