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10 December 2013

Mr Thamsanqa Jiyane

General Manager (CPO - TFR)

Locomotive tender evaluation for the supply^H|fc65 new diesel
locomotives for the General Freight Busim

Report of the Cross Furictio:
Evaluation Team [Finance)

Purpose of Report

The purpose of this report is to detail t?ii&financ
risks and findings from the stage 6 eva l i ^ ^n

£ objectives, scope, assumptions,
:l Locomotive tender.

Our understanding is that the contents of thisgeport will be t t ed as a basis for
communication to the 1064 locomotive steerinll&jmrnittee and the TFR Chief Executive.

The objective®
obtain based

luation was to determine the scoring that each bidder would
evaluation criteria for this stage.
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Background

Transnet issued an RFP for the acquisition of'455 diesel locomotives as was outlined in the
locomotive deployment plan to ensure r.ia't TFR would be in a position to provide the
required capacity in support of the MDS. TR also has .a need to modernise and upgrade its
current fleet of diesel locomotives'as part of the fleet is in need of replacement. As a result
of the above, TFR has a requirement to c ocure new locomotives in the short, medium and
long term.

The aim of the RFP was to elicit bids frc n locomotive suppliers for. the proposal to supply
diesel locomotives (the Locomotives) in uch a way so as to contribute sufficient tractive
effort to support TFR's growing General f 'eight traffic projections in the most cost effective
manner.

A Cross Function Evaluation Team (Fine ce) ^ ^ S T (Finance)" was requested to assist in
the evaluation of the financial and relaiePelerrtents of the tender submissions.
Predetermined criteria, scoring and ass craved weightings (which were approved by the
relevant authority - Transnet Board) WE. provi|ec[to the^raembers of the finance team as
the basis for the stage 6 financial evaluat Dn.

Finance team

The following finanq||jpiof|)el were c ^pointed by the TFR cMTef Executive as the CFET
(Finance) and weref||yolved in^ne evali. ition:

Yousuf Laher -I^gutivei^arwgi:,TFR.,Finance ••

Danie Smit - Deputy Treasurer b a d l ^ ^ c e - Transnet Group Treasury

Zunaid Vally - Executive Mariaqe , TFR Rnance

Thabo Seapi - Senior Manager," FR Finance

Mohammed Moola - Senior Man ger,.TFR-Finance.

Tsietsi Tialetsi - Senior Manager Transnet Group Treasury
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Briefing session and bidders included in stage 6

The Supply Chain Services (TFR) C s c s " ) team in the presence of Transnet Internal Audit
("TIA") brkfed certain members of the team op the first day of the evaiuation. The following
aspects we-e mentioned to the CFET (Finance) in this briefing:

• The technical team required the base price to be normalised based on various options
- that we*e requested to be included as part of the locomotive technical specification;
_•_ All four bidders have made it. to .stage 6 and as such, they all have to be-evaluated as

part of "his stage of the evaluation;

Bidder Eles, Laptop computers ant made available

SCS ensured that all relevant bidder files •wSpitoiade "available to the CFET (Finance) each
day. Only the relevant files were made availablffl|ghe ^ ^

These files remained in the control of SCS for the duration of the tender evaluation. At no
point during the evaluation period were any files, docup^gts or notes removed from the

• boardroom- where the evaluations were being performedTwjiotes, documents or spread
sheets gerarated kvg | | | | | | |ET (Finance) during evaluatio^pessions remained in the
boardroom where . a ^ ^ r a l u a l ^ w a s conducted.

Certain technical
were review ed for
reviewing 'the technical
and submi= ;ions for certain asp
only reviewed in the presence of

financial information relative to the option pricing
on the pricing evaluation. The reason for

as a rel | | | |£bidders providing the detailed explanations
if the pncl ir i the technical files. These files were "again

and TIA personnel.

SCS provided laptop computers with which to conduct the evaiuation. All workings were
conducted >n these laptop computers. These laptop computers were never removed by the
finance term from the boardrooms where the "evaluation took place. These laptop
computers -emained in the possession of SCS when nof In use by the finance team. CD's
returned b, bidders with the relevant financial information required for trie evaluation was
loaded onto some of these laptop computers. These laptop computers were used in the
presence of" the SCS and TIA personnel.

All backups of files Dn these laptops were kept by SCS on hard disks in a safe location.
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D eclaratiqns of interest /conflicts

All CFET (Finance) members completed and signed their declarations of interest as required
by SCS before the commencement of the evaluations on a regular basis. No CFET (Finance)
member declared any interest in the'bidders or declared any conflict of interest throughout
the evaluation period. '

Scope

The scope of our review was limited to evaluating the followtagjn terms of stage 6 of the
RFP and the approved evaluation criteria for this stage. Ajugvised by SCS, the percentages
and criteria listed below are the predetermined aiteria a|||pcified by the Transnet Board.

WHAT IS BBNG MEASURED

Price

Total Cost Of Ownership

Delivery Schfcduie (PS)

Payment Terms (PT)

RFP & Contractual Compliance (CC)

Financial Stability (F.S)

100.00%

30.00%

20.00%

25.00%

10.00%

10.00%

5.00%

EFFECTIVE
' WEIGHT

50.00%

3.00%

15.00%

6.00%

6.00%

3.00%

There were^^hanges to tfi||predeterrnined criteria apart from the following which
requires approvsUjf the Steering Committee and the Transnet Board:

• The uPrice^l^uatij^^iteria required hedging costs and escalations to be included.
This was charK^jJplvaluate on the basis of price excluding hedging costs and
escalations (refenxfthe detailed explanations in'the report below).'

The detailed scoring criteria and scoring results are included as part of Annexure A.

With regard to the pricing of options we were provided a list of options from CFET.0""""
(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 thje
base price. We did not have access to technical files to verify that the responded technical
scope included these options or not.
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Technical.team involvement

At certain stages during the evaluation the CFET (Rnance) requested, through SCS,
assistance from the technical team around aspects of:

1. The request to "normalise" the base price;
2. Conducting an evaluation of the energy models submitted as part of the TCO

evaluation;
3. Reviewing the scheduled and:unscheduled maintenance elements of the TCO model

for reasonabiiity.

Details of this asslstarice are summarised below: •*

1. Request to normalise the base price

,..,. >,v> j As part of the request to normalise ttfejpase price, a schedule was provided to the
-. CFET (Rnance) of items that the d|l|rrechnlcal) advised were required. In these

Instances, the CFET (Rnance) were advlsjid: A .

P i
• that certain bidders had provided these^plrjjsFas "options" in their submissions

and; ^ik
• Other bidders had indicated availability of tfit&joptJons", however, the CFET

(Technical) wgg^ot clear as to whether these itil|||were appropriately costed,

The schedull*|||mitted | | / e indications of what the CFET (Technical) expected to
be done by theB^^fBMg^^nie detailed schedule is included as "Annexure B" of
this report In summ^^peral^^g^rocess was followed:

• Adjust the price of tn1||elevant braaers where bidders were not consistent. In
including the cost of the iteigijn their base price;

• Obtain pricing, for those "items" included in the schedule, from bidders who had
not submitted quotes and

• Effectively" the CFET (Rnance) were required to "normalise" the base price
submissions for appropriate comparisph between the bidders for those options
that the CFET ^Technical) believed must be included in the price.

Two members of the technical team (Christo Uys and Elvis Tshiyilinge) were made
available.to discuss and clarify the base price "normalisation" issues. These
discussions took place in the presence of SCS and TIA.

Subsequent to the initial phase of the evaluation, clarity questions were submitted to
the bidders regarding the requirements of tine detailed schedule (Annexure B) from
the CFET (Technical).

L _ . _ _ ^ ^ _ J I I _ I _ . . •
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The CFET (Rnance) used the responses received from bidders on clarification
questions to conclude on the final 'Normalised Base Price'. • -

2. Evaluation of energy models

. Rve members of the technical team (Devendran Govender, Winfried Mors, Trevor
Downing, Justice Ngwenyama and Chris Uys) were made available to conduct the
energy model evaluation. The energy model was designed by CFET (Technical) and
was fully evaluated by CFET (Technical) without the involvement of CFET (Rnance).
CFET (Rnance) incorporated the results of the energy model evaluation into the
stage 6 TCO model financial evaluation.

3. Review of the scheduled and unscheduled maintenance regimes within the TCO
models as submitted by bidders

The CFET (Rnance) found numerousjflcensistencies in the manner in which bidders
ch^se *•" complete the scheduled aritpnscheduled maintenance portions of the TCO
1 -del. The CFET (Rnance) recommenced that the CFET (̂ Technical) review the
models for reasonability with the purposisi||allo^gppthe CFET (Technical) to guide
the CFET (Rnance) in making decisions to s i | | | l n e TCO models submitted as well
as to guide the CFET (Rnance) in their deliberations as to whether the models
submitted would actually meet the requirements tflHeVscored fairly amongst-bidders.

Four memba
Russouw,
unschedul

ephnical team (Devendran GovefWer, Frikkie Harris, Eugene
iade available to conduct a review of the scheduled and

itenancffegimes as supplied by bidders for reasonability.

TIA waspfiesent at evafiSaSons sessiens as requested by SCS to ensure good corporate
govemanc^^PMG, Sekelal|abisa ani|?Nkonki incorporated are the outsourced service
provider of mplniternal Auditfggction for TransneL

We noted during our at KPMG were.the auditors of twp of the bidders.

This matter was reportecFto the SCS representatives present. We were advised that the
process of evaluation must continue with TIA continuing to perform the oversight role' for
good governance. . '
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Methodology of scoring'-

Scoring of points was completed using the set predetermined criteria and weightings for
each section of the financial evaluation.

The process for scoring, checking and evaluating the short-listed bidders was done jointiy by
all members of the CFET (Rnance) in the presence of SCS and TIA. All results submitted
were based on consensus agreement amongst all the CFET (Rnance). Yousuf Laher was a
key person In the development of the evaluation model and RFP requirements, in
conjunction with SCS." He outlined to all members of the CFET (Rnance) the processes,
procedures and methodology of scoring.

Meetings held

During the course of the evaluation, ail meetings were held in tti<
These included meetings with the following parties:

ence of SCS and TIA.

Technical (the purpose of these was to clarify Issues that pertain
options that required n o r m a l ^ ^ ^ o f the base price, to brief the
preparation of their review ^ ^ ^ ^
team around the energy model);
Legal (the purpose of these was td
contractual compliance evaluation);
Meetings with CPO (tile purpose of the1|
an update on the progress of the financia
certainmaters that, required interpretatio

^ ^ ^ ^ of the evaluation).

tec
the technical
ical team in

and to receive input from the technical

the legal representative during the

to provide the CPO with
valuatiqn process and to obtain guidance on

^ clarification related to the RFP or others

I
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Results of.scoring

1. Price

The result of the "Price" evaluation is reflected below: .

WKA.T IS BBNG MEASURED WBGKT fcH-fcUWtWUGHl BIDDER
1 2 3

Price Evaluation Criteria ("Escalations and hedging costs)

• The Board approved evaluation criteria supplied to the CFET (Finance) indicated
that the price evaluation must be done-on the basis of the price including foreign
exchange hedging costs and escalatrofp1

• The CFET (Finance) was unable ̂ ^raluate on the basis of a fixed price including
escalations and hedging costs (refer explanatipr^p the sections below);

The price evaluation was therefore donei3a|ed on the price excluding hedging
and escalation costs for all bidders. The risKffeipact of this is outlined in the
'"Overall Risks" section of this report.

Escalation

TheRFP ers to submit a price-in line with the following options:

Ipriao Fixed
o Escalation
o Indexation form used in pricing calculations;

Most bidders chose the option of providing prices based on either escalation or
indexation based pricing. Most of the bidders did not offer a fixed price as was
required, by the Board approved evaluation criteria in order to • conduct the
evaluation; " . •. •

It was noted that bidders provided various differing escalation regimes that were
not comparable to, normalise a 'Base' price over the period of the locomotive
supply contract;, .

Some bidders were not willing to provide fixed pricing (including escalation)
over the delivery period due to the risks involved for them in this type of a
pricing mechanism;

2013/12/09 05:18 PM Page 9 of 37.
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Hedging Costs

The wording of the RFP with regard to foreign exchange hedging costs was
subject to interpretation in that bidders were recommended .(but not required) to
provide a price Including hedging costs; '•

The RFP stipulated that TFR would prefer a Rand based contract and that the
bidders must submit the cost of hedging and a hedging strategy. Although some
bidders did provide the cost of hedging, they stated clearly that appropriate
hedging strategies will be discussed and agreed upon at the contract award
stage. In addition as part of their RFP response some bidders provided the cost
of hedging whereas other bidders did not submit the cost of hedging;

Through a process of clarification and In order to ensure that hedging costs were
excluded from their 'Base' price,. aiy| jpers were requested to confirm whether
their 'Base' prices quoted exdudejfpragn exchange hedging costs and if these
were included to then provide thesjuantum thereof. Bidders were also requested
to provide us with an estimated ccil&f hedging whether included in the Base
price or not;

As the cost of hedging will most likely change||ue to exchange rates fluctuating
between evaluation and final contract signature^fate, and because the cost of
hedging will in any case be base-lined, checkedT^y-easonability by Transnet
Treasury, and agreed to on the date of contract signature, it would be more
appropriate to exclude the cost of hedging from the evaluation at this point;

tese clarifications we noted that one bidder (bidder 1) did not want to
with the estimated cost of hedging;

\n important^potat to note is that none of the bidders indicated that they were
billing to enai|j | to a foreign exchange hedging arrangement with TFR at the

: contract si^bture;

Final agrejekevaltiiion methodology fescalation &. hedging costs') . _

In order to proceed with the price evaluation on a consistent and fair basis, the
CFET (Finance) agreed, after consultation with SCS, that it-would be more
appropriate to exclude escalations and hedging costs from the price evaluation
and thereby attain a more normalised price for evaluation purposes. This was
agreed to with SCS on the proviso that this change to the evaluation
methodology be brought to the attentiorj of the steering committee .and Transnet
Board for approval prior to the award of the contract;

2013/12 09 05;18 PM • Page 10 of 37-
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fJormalising the "Base" Price for evaluation'

Technical Options

• The 'Base' price, as submitted by all bidders was normalised fc • the technicai
option" items as requested by the technical-evaluation team. Re' >r ^Annexure B"
which contains a list of all option items that were normalised;

• The provisioning of ECP/WDP and RDP was a mandatory reqi. rement per the
technical specifications. Based on our discussions with CFET (Technical), all
bidders have confirmed, in the technical responsaJthat they fu! / complied with
this requirement. I t was therefore randudedjfipTall bidders r ad included the
cost of provisioning in their base price j» | | l | |o adjustment 11 this item was
required for evaluation purposes.

The cost of either ECP/WDP or RDP was included in ice, as the CFET
(Technical) have advised that it is probable that this opfiqnjwc ild be exercised.
We were advised by the GM Logistics Integrator (Pragase^ JJllay) as to the
number of ECP/WDP, RDP or ECP/WDP/RDP combination that must be applied
over the fleet, (refer Arantxare B for allocation and associated o: st of this split);

All bidders included the pro^oning^^CP/WDP or RDP into in tieir price;
however only bidder 2 indui^kthe eq f | | |en t cost in their basr price. Based on
the advice from CFET (Techn ic^^ve^^ l ra^ |duded the eqi pment cost of
ECP/WDP and RDP for all o t h e r ^ l ^ ^ ^ n t o thensbase price fo the purpose of
normalising the base price;

eba'sinqaihfeprice for foreign exchange difrerences

RFP did^jot indicate the date that bidders should use 3 convert foreign
change as p ^ ^ f the imported content of their price. As c. jch bidders made

wn assumFra|ns and each used a rate and date of their choice. The result
of tfns|j|jiLhat a comj|rison of base prices with different dates nd rates would be
inconsi!t|||. I n J l pe r to normalise the price for chang s duejtp foreign
exchange a ^ ^ ^ ^ and movements'-since RFP closing date, he" CFET (Finance)
normalised tnil^rices' based on exchange rates as at 11 '• November 2013
(USD/ZAR 10.37, EUR/ZAR 13.91). As a consequence bidders were requested in
a clarity question to confirm their foreign currency componer s included in their
'Base' price. These foreign currency components were conver id at spot rates on
the 11 th of November 2013 for the purpose of compari g prices between
bidders;.
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Using TE as a main subcontractor

• The RFP part 2 dictates as follows "participation of TRE in this locomotive
procurement process' will be prescribed". In terms of the evaluation governance
process CFET (Rnance) does not have access to 'Supplier Developmenf files. As
such CFET (Rnance) assumed that all bidders have provided pricing based on the
utilisation of TE as the main subcontractor;

• "SCS however advised CFET (Rnance) that the Supplier Development files
submitted by bidders indicated that Bidder 1 did not specify the use of TE as the
main subcontractor and that this could have a potential price adjustment
implication. SCS.also-mentioned that, bidders were likely to make different,
assumptions in the use of TE as a main subcontractor including the percentage
that would be subcontracted. These assumptions which were not specified by
TFR In the RFP process could diffje^^nificantiy between bidders. Accordingly
SCS subsequently decided to obta^^anty from bidders on this matter;

SCS in conjunction with the TFR S§f|gd Transnet GCE and GCFO decided that
clarity should only be obtained f r o r n ^ ^ e ^ ^ p l r s who included TE as a main
subcontractor. The clarity request walri|f|pstablish what proportion of the
bidder's price related to the use of TE;

AccordinglyJ||gM§ethodoIogy provided to the CFETwnance) was that all bidders
should bejlpilclieefeexduding the use of TE as a mam subcontractor In order to
normalislibe baseo^/hlchto evaluate price;

Based on this
4 (those bidders^

isic

OTndicaE

Bidder 3 had already^
subcontractor and indicat
be a decrease in price of I

Responses were" only Issued to Bidder 2 and Bidder
yjse of TE as a subcontractor).

[Ided pricing with and without the use of TE as a
gat the Impact of using TE as a subcontractor would

1000 per locomotive;

Clarity responses were received from these bidders who indicated thejmpact on
price and the new bid price for 465 locomotives if TE was not used as
subcontractor. The summary of these responses is as follows: •

o Bidder 4 provided the required information as requested and indicated
that the impact of using TE as a subcontractor would be a decrease In
price of R 1 046 060; -^- • «»*.*•.....•>•...*,. •« ,

o. Bidder 2 provided the required information, however we noted-that their
. new submitted bid price excluding TE as a subcontractor did. not reconcile

to their original bid price. This posed a risk to tine evaluation of tha price
and the CFET (Rnance) subsequently consulted with SCS .to explain the
concern as the impact of this difference was significant in relation-to the
finar scoring on price;,
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o It was subsequently decided by SCS that further clarity from Bidder 2 was
required to understand this difference. SCS together with a representative
of the finance team and.' in the presence of 71A engaged Bidder 2
telephonically on the everting of the 4 December 2013 to discuss this un-
reconciled difference;

o Bidder 2 indicated that the difference related to them providing a price
based on the quote provided for fixed pricing as per the 1st clarification
process instead of the rice per their original tender submission.
Subsequent to this telephonic conversation Bidder 2 submitted a new
clarity and the subsequent submission from them that the impact of using
TE as a subcontractor would be a decrease in price of R. 1530 190;

o The CFET (Finance) subsequently completed the' evaluation on this basis;'

• In summary the impact of excludig^^E from the normalised base price is as
• follows:

•'Bidd'eH" .

n/a
'V

-1 530 190.
^3iV

'• Bi"d.der'3"?.

-1 640 000^
$3v A

Tlie normalised
acquisition cost)'.excluding^
as the main subcontractor isl||inmarisee

^ poses of all bidders (capital
i subcontractor i.e. using pTivate sector

per tne%bje below;

nrratioirsfused fornricing

uierthan as noted^bpve the following additional assumptions were used by the
CFErflnance) in theljnce evaluation:

• Where^tf^.impor|l|ontent percentage was not supplied by bidders as part of
their pricingMr^^§a' a n ^ o r clarification then.the local content declaration form
as supplied Dylpaers was used to obtain the Imported content?

• The RPP requested break point pricing for batches of locomotives. As the TFR.
—.»» -requirements for'465.locomotives, the CFET (Rnance) used the pricing provided

by bidders for 465 locomotives to conduct the evaluation;

Bidder 3 quoted for a price including and excluding utilising TE as the mairj build
subcontractor. We used the prica quoted where TE was included as the main
sub-contractor for evaluation purposes. A reduced price of R. 1640 000 per
locomotive was offered with private sector-build instead'of TE, coupled with
•limitatipns to localisation. ' The reduced price was taken Into account for
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evaluation p jrpos'es as the evaluation was done on the basis of bidders using tha
private sect: r as the main sub-contractor for the build; . ._

The price o: a standard list of capital spares and spare parts was requested as
part of tha ; .FP, to be included in the acquisition cost of the locomotive. Whera
bidders add <J additional items to this list of capital, spares and spare parts then
these items were excluded for evaluation purposes iti oTder to ensure that tha
bidders wer.•: evaluatEd on the standard list thereby ensuring the evaluation was
performed c i an 'like for like" basis. In instances where a bidder did not provide
a price for B. capital spare or spare part as per the standard list, then an average
price of the emaining bidders was used to ensune&taat a realistic comparison wa^
achieved; -- -- -

The Bonus ioints for Value Added servic^wei^^t assessed, The main factor
for this dec sion is that this item was not dearhfUgned in the RFP and tha
technical te tm had no view of the requirement of "va^gdd" aspects and tha
technical te im was not allowed to have access to the flrarfcial files. Therefore
the finance earn could not assess value added services;

a
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2. Total Cost of Ownership (TCO)

TCP evaluation criteria

Th'e evaluation of TCO is conducted based on the following five elements (a
maximum of 20 points in total):

i. scheduled maintenance (8.points);
ii. lost revenue (4 points);
iii. unscheduled maintenance (4 points);
iv. energy utilisation (4 points);
v. overall TCO result bonus points (2 points); , .

Points are allocated individually for each^&ie five elements above.

Whilst reviewing the submissionsjlplved from bidders on the TCO mode . we
noticed that the results of the scne^ed and unscheduled maintenance v: ried
considerably. The CFET (Finance) was||i|ablej|||kertain whether these aried
results were as a result of bidders' intein^^aJoRs of the TCO model or as a result
of the different maintenance regimes of thotlgspedjve locomotives. The result
of this is that the evaluation of the scheduled ;l||jUnscheduled maintena ce
could be subjective. The items that contribute ttflnevsubjectivity are as f )llows:

d different labour rates;
different-prices for similar components;

imed different types of maintenance regimes and;
^ H , rates for unscheduled maint :nance;

bidders us
iii. Kaaers as
iv. bidoei

Through discussions
above could be normal!!

CFET (TScfihical), we were however advised t at the
CFET (Technical), if required;

The matter was discussed together with SCS and CFET (Technical.) and : was
decided that due to the subjectivity of this item, and because we did nc want to
make assumptions to change bidders-submissions, different scenariosli' duding
and excluding scheduled and unscheduled maintenance should.be prep red to
provide the Steering Committee with appropriate information to make . final
decision;

As per confirmation from CFET (Technical) all bidders confirmed as par of their
technical submission, that they would meet the required reliability regir .e. i.e.
that the locomotives offered would achieve less than 13 faults per rhtlU n"
kilometres. This contributes to reducing the risk of an unreliable locor otive and
as such provide some comfort should the unscheduled maintenance be excluded
from the TCO evaluation. The draft supply agreement includes a pen: ity
. regime whereby should- the stated minimum rejiabilityj;egime (15 fault per •.
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million kilometres) not be reached then the penalty clauses would come into
effect;

'i ,ie results of the "TCO" evaluation scenarios are reflected below:

S renario 1 - all elements of TCO included:.

Scenario 2 - (TCO) excluding unscheduled maintenance and excluding
t onus point allocation

L WHATiSBHNGMEASURH) WHGHT EFFECTIVE WBGKT HDOHl

Scenario 3 - (TCO) excluding unseKsiraied antfexcluding scheduled
raaintenance and excluding bonu^mint allocation

'_¥ WHATIS'BBjgiJJEASURED WBGHT ^FECTIVEWBGHT 0DDER
11 2| -3|
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Assumptions nsed for TCO model evaluation

• The TCO model as submitted by all bidders was used as the basis for the
evaluation;

• Escalation was normalised for all bidders for purposes of appropriate comparison.
CPI + 2 % was used as escalation for all bidders. CPI was obtained from the
current year's budget guidelines;

The WACC rate was obtained from the late
issued on the 1st of August 2012, and!
calculations;

jSroup Financial Planning Policy
vas used for the present value

The submissions by bidders in respect of failure rateisMnaintenance strategies,
optional components requiring unscheduled replacemeqwiand the timing of
maintenance interventions varied significantly, however, alra||nance team we
assumed that these submissions are relative to their locomoti\ij||oduct type as
well as their maintena"r||||||ajme and strategies. Accordingly we used the TCO
models as submitted byT||pii||3aconduct the evaluation;

For the purposes of evaluainfei lostreffeSiiue as part of the TCO evaluation we
assumed that TFR's expecteo^bliver^^^l^^would be an equal number of
locomotives per month, as per oiltalnivery balal i l stipulated within the relevant
years within the RFP (see deliver^^hedule .notes below). The current average

Jeasing rates per day was usedf||determine the lost revenue value for all-
lease revenue rate per l i ^ used for all bidders was R 18 707 per

r|ocomo6T

energy mod"^yas designed by CFET (Technical) and was fully evaluated by
i.,(Technical)l|thout the involvement of CFET (Finance). CFET (Finance)

Incorporated the fHults of the energy model evaluation into the stage 6
evaluatioriM

Some biddercfociuded extra optional components for unscheduled maintenance
which other bidders have not included in their TCO model. We have not
removed this from the TCO model as suppliers would know the unscheduled
maintenance costs of their loco's best,-y.[; *v **£-.• •»-«..— ,
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I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I0057-0368-0001-0018

TRANSNET-REF-BUNDLE-01288



3. Delivery schedule

The result of the "Delivery" evaluation-Is reflected below:

1002

I

1
1
1
1
1
1
1
1
1
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1

1
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Assumptions "used for delivery schedule evalnation

• The effective date of contract signature was normalised to 1 September 2013 for
all bidders in order to ensure consistent scoring;

• The RFP closing date-was extendj||p^about 7 months from 16 October 2012 to
" 30 April 2013. As such, for the PM|ose of evaluation, the expected start date for

delivery (previously March 2014J^| |s aligned accordingly and was moved
forward by 7 months for all bidders (^^feer^sa^);

Where bidders provided an accelerated d e i ^ ^ schedule whereby they would
deliver eariier than indicated in the RFP, and-wi|5&l complete delivery of all 465
locomotives^eajier than expected in the RFP, theralfaese bidders were allocated
the full j3oulPI[lpEabIe for delivery for each subsequent year (where points
were alllllrecn aftefiigeir delivery is fully completed;

TFR would
of time taken
TFR. Bidders wer
within tiie RFP. As suc

tests prior to" accepting locomotives. The length
testing is completely under the control of

at advIsePSijQ^ long this acceptance testing would take
bjdders made their own assumptions regarding the time
ltaken to conduct acceptarl

date as stipulated by bidde
acceptance date;

ng. In order to ensure consistency, the delivery
was used to conduct the evaluation instead of the

Some bidders provided an alternative'delivery.'.schedule based on more "imported
content" This option was not considered in any of the team's evaluations as the
preferred position is to maximise local content;

i
i
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i ne delivery schedules of ail bidders is summarised as per the table below:

TFP. Plan

Bid Jer 1
Bid Jer2
Bid Jer 3
Bidder 4

Ortl4

100

OctlS

100

26
44

57

Ortl6

100

107-
82

165

OrtlZ

100

133
\ 140

100

Octl8

65

'145
141

fh

Beyond

f> 6 2

33
177

Total

465

465
465
465
465

The above delivery schedule aisumes a^&ht^p^ffe^iveness date of jt September
201. . The delivery schedule above would move out bye||egual number of months
from 1 September 2013 to the actual date the contract is signed.

4. Pavment te rms

The result of the "Payment^^s" evaluation is reflected below:

WHAT IS BaNG_MEA_SURH3

Ass imptioBS used in pavment term evaluation

-* V-:'* 1

roved evaluation criteria required the evaluation of payment terms on a
; --Set Preseiay/alue (NPV) basis. Therefore cash flows needed to be constructed

:or all bidda||using their declared payment terms, Cash flows are generally a
3ctor. of payml|k terms, delivery dates, discount rate and a price. As wprice"

"delivery" ar^fevaluated separately as part of this stage 6 evaluation, the
CFBSffinance) standardised the price per loco (R 30 mijlion) and the delivery
5chedalg|as per •^p^FP) for all bidders for the "payment terms" portion of the
stage 6 e3jajiuati|||^"his would have^the effect of isolating the payment terms
offered by b i i lpson the cash flows for evaluation purposes. The primary reason
for this is to ensure that bidders who provide higher/lower prices and/or
faster/slower delivery schedules are not benefited or penalised twice in
evaluation process;-

The draft supply! agreement issued as annexure I of the RFP stipulated a
different % preferred payment terms for TFR as compared to the preferred
payment terms stipulated in the RFP. After discussion with SCS we were advised
that bidders were advised through- a clarification that the preferred payment
terms "of TFR is .as.stipulated in the RFP. Where• payments terms conflicted
between the RFP response and the supply agreement- response the payment

2013/12/C • 05:18 PM • Page.l9of37.
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terms as o^'ered by-bidders in response to the RFP was used for the evaluation
purposes;

Where bidcers provided a percentage for the deposit payment, we applieJ that
percentage to the standardised price to determine the deposit payment, wrereas
where bidders provided a fixed Rand amount we utilised that fixed Rand amount
as a depos': payment on the standardised price;

The WACC rate (12.56%) was obtained from the latest Group Financial Planning
Policy issu id on the 1st of August 2012,'and was used for the present value
calculations; :

We used e standardised retention period £[|p| |onths from acceptance chte for
all bidders. The reason for this is t h a t ^ e m e ^ ^ e r s had indicated reantion
period to oe when availability and reliability targelliare achieved which could
vary and c^^ depend on various factors;

We used a standardised retention period of 6 months fronTllfeptance date for
all bidder. The reasondbr this is that some bidders had inoicated re:ention
period to be when avaiia^tj^and reliability targets are achieved which could
vary and <: an depend onn

The payrr ant terms of all ised as per the table below:

2Q13/12/09 05:18 PF { Paga2Oof37.
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5. RFP & Con • ractual Compliance ;

The result of he nRFP &. Contractual Compliance" evaluation Is reflected below;

WHAT IS BE -4G MEASURED WEIGHT EFFECTIVE WBGHT BIDDER
1 2 3

Evaluate i of the contractual compliance matters related to the response.; to the
draft su: Dly agreement by bidders was completely evaluated by Mr Kenneth
Diedricfc (TFR General Counsel) from the TFR legal department. CFET (H nance)
incorpor- :ed the results of the contractual compliance evaluation into the itage 6
evaluatic i of RFP &. Contractual Compliance;

Evaluatic T of the RFP compl i^^ matters related to the admiriitrative
respons; eness to the RFP by biaejere was evaluated by Ms Lindiwe Mdletshe
from th TFR SCS department. CFE^^na^^^icorporated the results of the
RFP cor pliance evaluation into the sra|§lfpevaluation of RFP &. CouBctual
Complia ce;

Referen as wejj.a,provlded by all bidders and therefore. SCS assumed the :e to be
adequa:. g ^ ^ Q ^ ^ u l l marks for all bidders. We were advised by SCS nat they
would c v^^t references provided once a preferred bidder is chosen.

6, Financia l Stabi

The result f the "vRnaF>OTkStabili1ys^tiaHon is reflected below:

WHAT IS E !NG MEASURED GWJ EFFECTIVE WEIGHT BIDDER

The fi; ancial stability of the bidders', was assessed as part of stage 2 of the
evaiua on process. Please refer to the CFET (Rnance) report relating :J stage 2
issued 3n 31st July 2013. The scoring from stage 2 was carried forwar:i to stage
6 of t h ; evaluation. • .

2D13/I2/09 0B:18 :M '
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OVERALL RISKS

The following risks must be communicated to the steering committee and
considered prior to final contract award:

• 1 -
11 - m *

Hedging and Escalations

• The evaluation and scoring for pricing has been determined and explained above.
The CFET (Frnance) would like to bring to the aj | lp ibn of the steering committee
that as a result of the evaluation of price ortf|||§&asis of excluding hedging costs
and escalation costs, that the following a||piom|]||spects be considered prior to
awarding the contract These factors when c o n s B ^ d either individually or In
combination could have a significant impact on the fin§fr|egotiated price:

10
I
10
I
I

n.
iii.

Hedging;
Escalation;
Break pricing;

A summary of the potante
summarised below in
understanding:

i[mpSjSgsfthe items above on the evaluated price is
prTOQejyhe steering committee with a better

Hedging
Note: Bidder 1 did not quote forforex hed'ging cosi

Note: Bidder 3 riicJjjnokquote far escalations

i
i
i'

i
I

Break PouMJricing

. As the TFFC
pricing providi

is for 465 locomotives, the CFET (finance), used the
by bidders for 465 locomotives to conduct the evaluation. Break

point pricing was provided by all bidders and the price per locomotive varies
dependant on the- batch size of the order placed. This must be considered
should TFR decide to place an order for a smaller batch as the evaluation was
not conducted based on smaller batches. A decision regarding whether smaller
batches will be purchased has not yet been made and therefore was unknown at
the time of the evaluation. The table below indicates the break point pricing
offered by bidders (based on their original tender responses where bidders used
the main subcontractor of their choice): '. . ' . . . . . _-..
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1
2
3
4

Loco's cumulative

Loco's per year

42 872 500

40 057313

41072258'

30773 333

103

100

41 351 250

34 310215

^ 3B10S403

• 29BS4B3S

200

100-

40 557 500

32.394 5151

35 880 878

26 289 553

300
. 100

40 605 625

31435666

^ 35490 000

26 650788

400
100

40 500 000

"30923 353

N SS 490 000

25624 560

465
55

•

• i .

' T f •=B:-S

3

TE as a subcontractor

• With reference to the .section of the report abov&dealing with TE as the main
subcontractor and the impact on price, the||piiowing matters need to be
considered by the steering committee:

o Although the price has been normalised>:il||exdude TE for evaluation
purposes, the use of TE as a main subcontractosyghighly probable as this
Is a requirement as per the PFMA approval lettertori the DPE. As such
prices will have to be negotiated with the preferred D^er/s including TE
and thus needs to be considered by the steering comrnTgee prior to the
conclusion of tm|e|ajuation process as this could have arinrnpact on the
final price;

o The price that biddef^rovidel^^gd on their choice of sub-contractor is
significantly differentfrom the|ppel|siytfor evaluation purposes (where
the incremental cost c l l | | l p r a s exceed) . This could change the
evaluation result and the fi^^rice contracted;

o Bidder 1 has not quoted usingipE as the main subcontractor. No clarity
was obtained from this bidder as mentioned in the report above. If clarity
was obtained from this bidder and they indicated that there is no change
to their price whether TE will be used or not- then the impact on the •
evaluation scoring result could be significant;

o In addition it should be noted that should Bidder 1 become the preferred
bidder, then there is a risk of a potential price adjustment'and possible \
protracted negotiations. The finance team was unable to reasonably
quantify the quantum of this potential price adjustment. It should be
further noted that the use of TE as the sub-contractor could be an
incremental adjustment to Bidder l"s price based on the differential, _/Q
between'using'TE as a subcontractor versus the subcontractor costs F "
already included in the price of Bidder l's submission;

j 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

2013/12/09 05:18 PM Page23 of 37.
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! I as a sub-contractor. A different delivery schedule could have an impact
on the evaluation result and the final delivery schedule contracted;

n • . :
1/ Impact of capital and maintenance spares on price

} j • Standardised quantities of capital spares required were provided to all bidders as
part of the RFP. All bidders quoted for these capital spares based on the
quantities provided and this has been included in the price of the locomotive
used for evaluation purposes. Following discussions with CFET (Technical) we
were advised that as failure rates of these capital spares is not yet known, the
quantities requested' may not be completely accurate at this point and may
change oriclTthe: locombtives"are~p!aced into production;

j. ) • Quantities of maintenance spares required were provided by bidders as part of
M . _ the RFP. All bidders quoted f o r ^ ^ e maintenance spares based on their

" ,i) . knowledge of historical failure ratesflia this has been included in the price of the
f] ' locomotive used for evaluatioragaurposes. Following discussions with CFET
L.I 0"echn5caO we were advised thal^f|JaiIure j | | | s of these spares is not yet

known by TFR, the quantities provideal|jayj|prbe completely accurate at this
point and may change once the locorhotives|are placed into production.

I
I
I
I
10
10
I
I

TCO Model

The maintenance and inMvention regimes of the selected preferred bidder must
receive significa^^ruti^^d^mg the negotiation phase. The CFET (Technical) will
be required to hav^^^^le^^^^standing of the related submissions and should
conduct the necessary^^ews and^^^ments of the maintenance and intervention

• -, ) regimes of the selected

Is j >:(jt
{ ;:" We would recommend that a S lase be inserted into the supply contract whereby a
; • penalty is imposed upon the supplier for higher actual TCO costs as compared to

I their tender submission. This penalty clause can be built in on the basis of a

periodic review (possibly every 5 years) of .the actual energy usage/ scheduled and
, unscheduled maintenance costs of the locomotives as compared to their tender

I I submissions.

Del ivery , . . . . . , "

' ' The delivery schedule reflected in this report assumes a contract effectiveness date
of 1 September 2013. This delivery schedule would move out by an equal number of
months from 1 September 2013 to the actual date the contract is signed.

i
i
i
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MATTERS FOR APPROVAL OF THE STEERING COMMITTEE

The CFET (Rnance) requests as part of this evaluation and based on the contents of the

report'above the:

1. Approval of the price evaluation criteria-on the basis of excluding hedging and

escalation costs;
2. Approval of all assumptions used for scoring as outlined in this report;
3. Approval of the TCO scenario to be used for final evaluation;
4. Approval of the price methodology provided to the CFET (Rnance) for evaluation

purposes to exclude the impact of TE on price. ^ ^

2G13/12/O9 05:18 PM '
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CONCLUSION

Based on the scoring by the CFET (Finance) using the assumptions mentioned above, the
following is a summary of the results of ourevaluation:

Scenario 1 - all elements of TCO included

S RFP & Contractual Compllanca (CC)

ance and excludingScenario 2 - (TQ
bonus point all

Price

Z Total Cod Of Ownership fTCO)

3 Delivery Schedule (OS)

WHAT IS BHNG MEASURED ^ §|WBGHT EFFHHWEJVBGHT

4 Payment Terms (PT)

5 RFP & Contractual Compliance (CC)

30.00%

20.00%

25.00%

10.00%

10.00%

18.00%

1100%

• 15.00%

6.00%

6.00%

•MBtecsS

BIDDER

•0.130

•'4.00

. 4 . 0 0

10.00

8.75

COO

0.00.

EDO

10.CQ

8J5

0.09

0.03.

4,00

8.00

7.00

30.00

1Z.O0

9.00

9.00

7.50

138
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Scenario 3 - (TCO) excluding unscheduled and excluding scheduled
maintenan ce and excluding bonus point allocation

S RfP &ContT ual Compliance (CC)

I
Yousuf Lah?
Executive V

Zunald Vail;
Executive T-

i

;nager,

anager,

Rnance

Rnance

Daiiie Smit
Executive Manager, Trar 3net Treasury

Thabo Seapi
Senior Manager, Finance

TsietsiTlalTtsi
Senior Mar iger, Rnance

Mohammed Moola
Senior Manager, Rnanc;
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Annexure A

detailed Scoring Criteria and Allocated Poi its

Price: ' •

Lowest Technically Acceotablp Capital Acquisition Cost (LTACAC) j , igfcrCO iroSeifflncIudinq dufles or customs, escalations. Insurances.
engineering support special tooling and test equipment costs, C3. !al spares coste^consumables. Set up costs. Spares costs and spares

1.1 holding cost fore* ;dqlng cojts) per f

Bidder with icwesfpfice & or any bidder within
0.69% of LTACAC _ _ _
any bidderwfiin 1% to 1.89% rf LTACAC

' any bidderwfihin 2% to Z99%pflTACAC'
•any bidder wilhh 3% to 4.93%ofLTACAC
any bidder within 5% tb"7"99% of LTACAC

>13% of LTACAC
% r e s i i t " ' " , „ " . "
Final score

\2 Value added -1 extra Bonus point

Value Add Seru'ces included In LTACAC to
the value of > R200 It per loco eg:
FreeJSOltwifas îpcyades to software

aepfeSbent ofparts

44 23ZBS3 33gaj673. 42751272 27493481

Uiemadmuni pointsiuSabie Is 30,"'
bonus point ^ i

Notes:

The Bonus paints
defined In RFP

1 the rdeient expertlsa toSstei .'iai5ea§tfed senices.
N l t l d f ^ ^ ^ g ^ ^ d d f f i

vras not assessed. The malr actorfar th)3 assumption Is that these Iteras are not deaiiy
no Mew of the requirement of' Jue add" Espeds. Tterefon; the finance team did not h&e

2 Nets escalations and forSSjeSgijigScilswere exduded from the price •-. JuaSon - rsfa" rotes in detaJed esaluatibn sheet. _

The Pnca eialuaBon has beenaone on the basis of excluding ihe ccst of sing TE as the main subcontractor. Bidders 2 & 4 were requested' to quot'
as if another private sector subcontractor Is used (this vras requested via arffication from bidder 2 S 4). SCS only Issued the darincatJons to those
bidders that Indicated that they had used TE as the main subccfliractor c' • the SD files. Bidder 3 already quoted a price IrchJding and excluding TE

3 per thtlr 1st tender response.._ _ . * . . _ . . . . . . '
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AnnexiireA

Detailed Scoring Criteria and Allocated Points

Financial Stability:

7.1

WHAT IS BBNG MEASURED

SiHanSafiSSfiBifHrfSTC*? ;Jr*^SS

WEIGHT

Total UaMities/fJotal Equfty+Tots! Liabilities)
Gearing Ratio _ _ "

<20%
21% to 3D%
31% to 40%
41% to 50%

=•70%
Score:

5
4
3
2

0

EFFECTIVE WEIGHT BIDDER

1

r ^ ^ S B S S E

2 3 4

. A'

,65334 /i 62.4%
• ^ B0.3% A 81.3%

Current Assets vs Current Uabiliiies

0.93
1.17 1.43

0.7S

7.3 NPAT/Re«nus
Profitabnity _ _ ^
'Net profit to turnover • '

>10%
7-a.BS% •
8% - 6.89%

1 -1.99%
< 1 %
Score:

& . .

"*&.

3

1
0

•

3.8%
5.5%

\

f\. .

-

r\ • 9.3%

7.4 Dedtt ratines of the bidder (Banker issuing guarantee)

•til
4

B rating
Crating
Ojatinj.;... ,_,. ...,..*
Elating... ..-, « . - . . %

F rating
Score:

• 4
• 3

2
1
0

^ i

fv.: ,'.'!-•:'. '..5
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AnnexureA

Detailed Scoring Criteria and Allocated Points

Financial Stability:

7.5 NPAT7TbtaJ Equity
'ROE

Greater than 40%
3etween 30% & 39.99%

Between 20% 4 29.99%

Between 5% & 9.99%

Less than 5%
Score:

9

A
2

" " " 1
0

...

3Z3%

I

A

10.6%

7.6 EBfTiTotal Assets

ROA

Greater than 20%
Between 15% & 19.99%
Between 10% & 14.99%
Between 5% & 9.99%
BB&veefl^SE^S^JS^^^i*^5ti t4 i |
Less than 2%
Score:

5
A
3

2
4.68%

'-•J!:!.Sj'*E-Vn

6.0%

j j_ _

» \

4.4%
\

7.7 EB!J7Nfct Finance Cha-g=s

" IMTES^ESTCOVER

• - • • m • " " s ^

ESggjBOOm cash generate
torn OperaBops
Minimum R^BE h generated'

Minimum R 100m cash !
from Opsations
Minimum R, 50m cash generSed
fom Operations
< R50 m a s compared to the best
bidder
Scons:

• o

2 S31 637 109 3/25 1ES 194 •M22S75TK10 2S4S91 932 500

Total score
Fins! SCOTS

- . 19.00 <
2-38L

.24.00 - . 1 -
3.00 1 ^

-. j26r00 i».">. B.Ou
3.25 1 . Z38

Final score would be detemlned by
Ibllovring brniula: (total score/40)*5
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ANNEXURE B

The table below indicates the items that were added or deducted to the base price as
submitted by the bidders in order to normalise the price of the locomotive for evaluation
purposes.

ADUforthedroertc&tatf

Access of SIT/ bfaraiatin on tcamothe sfauB be
aerssfcfc vh any rtharbmmotwe b the, awsfet

InstabSsiofKJYYYDP abhg

IrsSfeifan of corabraton of RDP/WDP a 5 |

-137D0

Sippty of dummy tai l h s p a w suppfes and ECP i
baces
It t an essertal requiement that soil imittvear HhesS
v * &e often of t/Ars the v>hed be offaei Brd that Aa
rfiesk thai conform to MR-SpeotrsBai H-1C7 for <£ss B
vifisss or an erjV'ah.'ttematoral standard tateajtsai
uccn by Transnet.Freb^ fat

Tradin nht± »iien farkbate; are sppfed

MU Dfera±n (Intar tomctNe ccmt7)u.-iain)

cjupmert tnstof WOP/K? atl BDP c=nb'raSaiartl RDf
h a ratb of 379:63 fte ffcat of 1S3 baa

-34B E7<

isa css

32 00Q

54453

15 IK)

37 726
To be 'vdiisd to 6 B fese D±E of ter.asre.-1 ES al oSiar
Bafes have hdriidlhi ten h Bar basaptte

Ds&ct tnro the bsu pis of Tcxieic 1 and 2 K tzndeis
land 4 Bdjdadthslm/cpfcn from ther base prte

115 B7S
base pns of Tendser3 and. 4 as fcrtjerer 1

md2r«lrfedfcetgn/o?a>nhthertaKFfcg .
Al tEndenj5 have hdded the ptsv'sbniig h their priz,
taw tf Tenderer 2 kas afe> lidKfed Be equpmert cast h

w teve exdjdcd the

7 191

•99B3

1 0 4 6 0341A

AltEndaen have hdried &e pravtcjitig h thsr p ia but
tevt exdUted the equ'pnien: co>l '0 S-2- buc pets :nd
beiefox ro jcjiustjwtto Be fes* prfct s lEqured for

l t i '

K7 6M

W fcndareis have hdrfai the prcrnifanhj h tfier pcia fa.t
have ealuded the ea^joat cart h the)-tase pfte srd
thoefiw: no adjuamerttD the base pet: s tequired far
eralatpn pupeses. ^^__
Aidtotte tas;ptao{TenJera-3 « tendexr 1,2 and
i, have hdJfed the tan htherpite-

Mi to cue pria cftereiaer 1, as al Uher tEndoes have
lha optbn heLrid
Deauct fran Teftdav 1 and 3 as tgidgeis 2 srri 4 tave
twiifed this ban h *el- tasa prfca or not provBel a prte
farthifcn
tadtslhe tasepttsofTerefew4 Ktenderer 1,2»nd

70135 |3 have httried the ban htheirpfa .
MdtDttia lase>ts"af Tenderer 2 wtonderal, 3,»nd
4havehdidedfliefenhtreirpta

fe per the techrttal ban, thfe opte vi probably bs
aenied,. On the 2nd Dec 2D13, X> piovided the spt wtiHi

used to cabAte the tot pcta ttr to for this optton

fotk adjurtnent ts base prica 495108 136 399 1059 637 „ 8 8 1 3 4 2 .

Workiros i

Cat of WCf/K? «u*»ra*

GonithBtibn hex (WDP/S? md K3P]

Equipncntastof WDP/ECP and RBP csntioa&cm
aDd RDP only In a r»Ho of 379:33 the. fleet cf 46S
locos

433 ISO

71DD3D

;•• -43Soat

S4SI74

^\ 430000

I S2SC74

54«sn

1

1030101

9S7BS

' 143S779

louts*

7G7JZS

ft 544SU

\ 11S4J57

S7CBE

>

ta pa- the bshnkalttara, tKs optbn wl probabV be
ctitiedp On the Stl 0e£ 2D13, JO provided the tpt vj±j]
v« usad to cafajfele the wt pros per bco for tht optoi
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Annexure C

The table below indicates the standard delivery schedule used for the p-yment terms
evaluation. . :

Diesels . '
Standard delivery schedule used for evaluating payment terms of bidders

April

June
July
August
September
October
November •
December
January
February
March

Total

2013/12/09 05:18 PM • Page 36 of 37. .
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AnnexureA

Detailed Scoring Criteria and Allocated Points

Payment Terms:

. Final Score

Payment terms are usually based on:

.-"Mllestonis

- Retentions

4.1 Cash Flow- 11ms Value of money

money panspectha & within D.E9 % of best
payment tenro

:wftbin 1 to 1.S9 54 ot the best paymtrit
terra •
Within 2 to 2.99 K ofWa best paynrant
t o n s
Within 3 to 3,99 % or the test payment
terms

' 'Within 4%- 4.99 V. of the best payirierjr
terrra
WftSn's %- 5"s9 % ofthiTbest payment

yfiBsJ&SSSteSii&aliha best payment

~"~Hn 8 %- B.99 % ofWeSest payment
jtemg

HBifn ID %- 11.99 % of ths'

tHT§l__ _

V. of the 'besf ^OTent

> 13 'A of BStroyment tems

2013/12/09 05:18 PM •
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Annexure A - Detailed Scoring Criteria and Allocated Points -• Contractual Compliance

General Information duly completed (RFP
' 5.1.'secfon3A) .

Provided AUOrTEDlSanciai statements for'
5.Z ths past 3 years
" Proved AVDITCDKnancl'af statements for

_ 5.3 quarters th«jatter_
.Prou'dsd latesl'Ratinn, report from current
banker (FKch or equivalent) & adequacy

5.4'thereof _____
'Pimided'sirengtfi of approvals (RFP "•

5.5 section 33_- c) & adequacy thereof . _

Provided a complete breakdown an
proposed financing structure on trjy opOcn

5.6 (pFP section 3B - b) & adequacy thereof
Provided company equity structure

• '.(Holding company and subsidiaries){RFP
5.7 section SB - d) & adequacy thereof

• Provided company debt structure (Holdlrg
company and »uhsldiaries)_RFP section

5.8 33 - s) & adequacy thereof

Provided hedging'strategy fRFP section
5.9 33 -_r) & adequacy thereof

.Provided Insurance strategy [RFP (sction
S.1D J3B - gj & adequacy thereof

rprmMed'tax strat'egy (RFP sedion'3B - h)
£.11 ^ijdjgu^

Y=0.2S

N=0

0.25 D.2S.

"Cash fTow"niode! ad'
5.12 s«f lon3C)

5.13 ratios/proposal
SM Provided Manuals
5.15 Provided MeiVUpq
5.16* ficMed MalrrtVriance PI:
5.17 Provi2ad Training & Training

' 5.is" Proved SD propo^bbljsf
5.19" Rand based prising olfered

5.20 _F!xed pricing excluding escalations
.Risk provisions adequately completed

5.21 fre_c3on_2aofRFPj_
5JZZ R_efc_rences ad'equste '

Design life parameters otferred adequate
5.23 (notless than 30years)
5*24 Fleet Availability target accepted
5.25 Mission Rotlabmty target accepted

5.2S Testing 4 eommissiolnlng terms accepted
5.27 Handovor 4 tesft i j terms accepted
U 9 Risk, Tjtl'e & pa'yment process accepted
5.23 Delay 4 early delivery reglma accepted
5.30 Proposed warranty regime accepted'

5.31 UwfJ & safe operation clauses accepted
5.32 IP clauses accepted
*5.33 Contractor covwrant clauses accspfed

Spins, Changs out spans 4 tools
5.34 ctauses accepted
5.35 Insurance clauses accepted
5.36 Breach & termination clauses accepted
5.37 UtriMon of liability "clauses acc«pted
S.si indemnity clauses accepted
5.39 Fore* majeur clauses accepted

Dispute resolu^ofi 4 corfidenHaity clauses
5.40 acceptod

nto
D2S.
0.25
oiii

'0 .25
&25
0.251'

0.25'.

0.25
0.25

0.25
6.25
0'.25.

0.2s
'0.25
"0.25

0".25

0.25
0.25
D.25

0.25
025
0J25
' 6

0.25
0.25

0.25

O25

n/a
0.25
0.25
o:25
0.25
0.25

" 0.25

0.25

0.25

0.25
•0J25
0.25

0.25^
0.25
0.25 '.
0.25"
0"2S

0.25
0.25
0.25

0.25
0.25
0JZ5
0'.25
0.25
0.25

-D.2S

D.25

n/a
0.25
• 'if
0.25 '
0.25
02S *
0.2*5 ~

0.25

0.25
0.25'

0.25
0"2f>
0.25

"ois
0

0.25
0
q.

0.25
'0.25
025

0.25
0.25

0
0
0

0.25

/ \

E.T5|

0_.25
1

0

• - S f
0.25

0.25

0.2S

0.25

0.25

0

0.25

0.2S
"0.25

0.25
0.25
ois

0.25

0.2S
0.25

0.2S
0.2S
Oil;'.

D r? s

"0
0.25
5i5

0.25

°-2?
0.25

025
0.2S

0
"5
0

0.25

0J25

0

l\
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Annexurep

Reconciliation of price

The following table provides a reconciliation between -.fie submitted bid prices to the final
evaluated prices, highlighting the impact of each chan je to the'final price used for
evaluation:

Price per loco submitted 4CSO00O0. 30929353 r\ 35 490 000' 25624550 *c--- • • •- v • -• • ••- ~SST j - • ! • — • • - f\ • •- • . i

Add adjustments foritemstoreconrile to price per AnnexureF: I 4932g|pp^ 548193 tv. 2275033f\ 34141 ,.

Special tooling
Engineering support
Capital Spares
Consumables
Spares holding •
Setupcost; _

Insurance
Rounding
Customs
Forex Hedging

:Price

Adjustments to normalise:
D2ductSchedule_B capital spares
Add spares not included
Deduct Forex hedging

27525

-10

532721

33724

JD7915
j.'7554S2

74399

2534
-1

31075

3D56

1 -314775451 387550331 2565870ll

Add Optjglippf3^

itionsinclbded

Impact of Re^i§Si)pg for foreign exchann^rnovernents

Sub Total 3 - Total jjriceibefore TE adjustment

Impart of not using TE as ffi

Price used for evaluation

lat ion^j . 4.034214

^ ^ 495108

' £; 530 322

17D2531

aZ32853_

• -1232853

-12G034

^ -100 000

" 31^51512"

19S339

^ 31447911

" 33371S5

3478S06S

-1530_3S0

33254875

r

26 855

33 791883

1059637

/•398S1526

4549 745

444Q1Z7Z

-1&4OO00-

42761272

' 497*257

2S155 958

L BS1342

27037300

1502241-

23539541

-1046 060

27493481

•
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Annexure . A - Detailed scoring criteria and allocated points - TCO

LowvstTotal cost of Ownership (LTCO) - NPV -for pr»v»nfaSv«/sch»dul«d malnbranca enly (axduding eorrecfiv* mainUnact, lost
1.1 revtnua & »n»ryy)

-Lowest LTCO1 & any bidder v/fthtii 0.88% of
LTCO
any bidder within 1%To 1.9S%"orLTC6

' any bidder Whin 2% to 2.99% of LTCO
anybWdarwithln 3% to TlsS'-A cfLTCO

• anyWdaerw«hln8%lQi2.a3%cJrLTCO
r L O

V. Result
Score '

^ 3 5
3390940 3437BS7I 11B54B00 7431 S16

IUSfi£S3i*«*H.IS82
360% 5S%

•

0%

1.2 Lpr tRJwnu* -Oppurtunlt^cod[

LowertJLcst Rtrinua (LLR)_-'NPV

'Lowest LLR i any bldderwirhln 0.99% of LLk
ary'bldder"viuJnii4 to 1.9914 of I L R '
ary Wdier'yflHn 2% to 3.fl9it_rfOR
wiy bidder «««n A% to 12.93% of LLR
>'i3%ofU-Ft " " ' ' "

" "

' 3 '.Zi 352 0B3- r 2 093 041 43?ljg4.239 800 B51 ' i 741 511515

\

2154
Scorn.

1.3 Corr»ctiy/uns:h»duT»drma1ri««'iiiTiB» plan

Lowest technlcallY acceptable cMreravSjjsynlenance <:°s* of Ownership (LfApMCO) - NPV - corredhn malriananca (excluding .energy and

Lowes! LTACMCO &
- within 2% ta'4.99% of LTAl

vSlhln 5% to 7.9S% of LTA&ME^^.
within S% to 12.99% of LTACMl"
>13% of LTACMCO

% Result"
Score

2 624 993 3 037 7S0 35 515 149 5 422S05

18.0% 1253.0% ">03-S!t

\

Lowest technlcajly acceplsUe enersy cost (LTSCJ - NPV - (excluding eorroctlsa and prevertBtiverrialntenanc.e)" " '

187•Lowest LTEC * withlri q'99% pfLTCQ
witWrTii4"to 1.99%'of LTEC
"wtthrn Z% to 3.89% of LTEC
vyitKn'4fi to 12.9B94 ofLTEc" '

T "

73S00187 1002S1258 _ 95 507 682 100 663 243

A. " . "<\ "A.

'36% 29% 33%
Scorn

i.B Bonus Points- ovtrall lowjstNPV for TCO (*xdudlng lost r»y»nu»)

Lowest o«rall NPV & wKKn 0.69% of jowest
owirall NPV • . . 2
within 1% to Z89% oflowrat DW?U NF?y. . .-.-. .•-.?— . .
»Z99% of lowest owrall NPV " 0
VR'esult
-Score

89 918120 137768B94
rv:vV

£9%

Klota that the maximum point* eUjlebie hi 20 Including ths bonus point

Nates:

1 Ws used the TCO calculitions^prsvlded. by bidders. Bidden could (not thet they hne) mbcalcuiata exS reilactBlow ffiecycle cost. Thii
# coyde>?>osjT^t_o_rlskefWs&l!fecydsc^&'traithalv^chWB» used^rewuaCon. ' ' • ' " '' _
' W e recsmrnefd that a penally diuse Is bulk'into the cantTactto mlUoali the risk of exposure of change: In the TCO over the'lfe of iba essS.
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AnnexurcA

Detailed Scoring Criteria and Allocated Points

Delivery:

WHAT IS BBNQ MEASURED WBGHT EFFECTIVE WBGWT BIDDER
1| 2

1
3 4

1_
New GFB Diesel locomotive Pla-t

Delivery Periods 2013/V4
Quantity of Locomotive 100

Final Score

Cumulative Number of loco's delivered
3.1 on time each year

100 toco's by Match 201*4 " .
200 ioco's'by Mafcl
•300 loco's by Match
400 toco's by March;
4S5 toco's by ~ "
Total points

Number of loco's deli
3.2 year

10*0 loco's during Financial Year
2014 '_ '
100 focoi "during Financial Year
2013

' 100 "loco's during Financial Year March
2D1B_
100 toco's during Financial" Year March
2017
S5 loco's during Financial Year March
201B -
Total points
Total scoring is out of 25

2013/12/09 05:18 PM"

2015/18 2016/17
100 100

* " <\
iSjBiBSSgtigsBgBTa'airg!*^

2017/1
65

K. "

Total
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TRANSNET FREIGHT RAIL
ENQUIRY/TENDER NO; TFRAC-HO-8609

TFRAC-HO-860B

• ̂ CLARIFICATIONS WITH THE STEERING COMMITTEE,:'-, „
'•' .y^ STEP 6 (FINANCE) • -'J

UMJANTSHI BOARDROOM
GROUND FLOOR

INYANDA HOUSE 2,
15 GIRTON ROAD,PARICTOWN

IRANSNEf

i !

DATE

NAME a SURNAME

Mr Gam a

Mr Singh

Llndiwo Mdletshe

Yousuf Laher

Mohammed Moola

Tliabo Seapl

Danle Smlt

TsletsITIalotsI

Emma Molotsane

Princess Nsibanda

TIME

07H00 to 19H00

TITLE

SUPPLY OF 465 NEW DIESEL LOCOMOTIVES FOR GENERAL FREIGHT BUSINESS CGFB)
AND

SUPPLY OF 599 NEW ELECTRIC DUAL VOLTAGE LOCOMOTIVES FOR GENERAL FREIGHT
BLISWESE

DEPARTMENT

TFRCE

GCFO

TFRSCS

TFR FINANCE

TFR FINANCE

TFR FINANCE

GROUP TREASURY

GROUP TREASURY

TIA

TIA

Z_7

e

TEL NO:
011584 0500

011308 2253 Ano1.Slnahtatransnet.net

011584 0620

011 5B4 0942 Yousuf.Lah ertaitransnet.net

011584 0312

011584 0920
Thabo.SeaplPtransnet.net

011308 2622

083 578 9291

002 522 8721

0B2 336 6849

VENUE

INYANDA HOUSE 2,
15 GIRTON ROAD,PARKOWN

EMAIL ADDRESS

SIvabonaa.Gamata transnet.net

Llndlwe. Mdletshe@transnet.net

Mohammed.Moo1a@transnet.net

Danle.SmiKaitransnet.net

Tsletsl.~naletslEBtransnet.net

EmoiotsaneJftsekelaxablso.co.Ea

Pnslbande(3>sekelaxablso.co.za

I ' j

ho
i •'
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Scope of work

The scope of the review was to assess the
readiness of Transnet Engineering (TE) to start
production of the 1064 Electric and Diesel
Electric Locomotive order.

In assessing the operational readiness for the
manufacture of the locomotives, PwC reviewed
the following areas as well as identified the major
risks associated with each review objective:

1. Review and approval of the locomotive
designs

2. How fast can production h e ramp ed up
to full production rates?

3. What is the maximum production rate?

4. Where should the assemble lines be
located? . '

EMSSBi

5 J

I'-S

I-i

PwC
February 2014

4

oro

0057-0368-0001-0043
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Method applied during the operational readiness
assessment
The overall objective of the review was to assess the operational readiness of TE by looldng at
the following key areas:

•__The future anticipated assembly requirements of locomotives at Koedoespoort and
Durban,

• Interviews with key personnel responsible for current and proposed locomotive
manufacture,

• Observations from walk-throughs of the main assembly lines at KoedoespoorL and the I
proposed assembly lines at Durban,

• TE's historical performance on recent CSR and GE contracts, and

• Observations based on PwC's experience.

The assessment was conducted primarily by reviewing operational information provided by j
the Transhet Engineering (TE) Management team, conducting interviews with key operations 1
personnel, engagements with Transnet Freight Rail (TFR) and observations from conducting
site inspections. —-̂

o
Reliance was placed on the written and verbal information provided, most of which could not KN j
be verified due to time constraints given the need to report in time for the Original ^ I j

r ^ T - , - » *~v , • J • February 2014 ^ S |ipment Manufacturer (OEM) negotiations process. 5 i.
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High level process from Contract signing to
complete delivery
A key dependant for TE to start with the manufacture/assembly of locomotives is the freeze of
locomotive designs. The timeline below depicts key activities and milestones that must be managed to
achieve the desired deliveiy of the 1064 locomotives:

Tasks ._
Contract Signed ' 9 *

Contract Effective

Design Review

Build Prototype

Works Testing - RSR Requirement

Modify Design

Works Test Complted

Ship

Acceptance Testing

Design Freeze

Guild assembly line

Create assemble Instructions (SOPs)

Import knock down kits from OEM

TE Build 1st Locomotive from Knock Down

TEDeliverflrst locos

Replace knock down components with local supply

Assembly ramp up to full production

Assemble locos at full production

End of production

TFR and OEM responsibility

TE and OEM responsibility

Milestone

PwC

Design Approval

Loops until Works test Is completed

HiiS
->>- Assembly Line Build

Production ramp up

February 2014
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Three separate phases in production ramp up

There are primarily two milestones which must be
met prior to TE ramping up production of the
locomotives.

The locomotive designs must be finalised and a
design freeze be declared by TFR and the OEM.
Once the designs are approved then TE is in a
position to assess what the requirements for
setting up an assembly line are.

TE and the OEMs are jointly responsible for
setting up the assembly line for the locomotives.
Once set-up, standard operation procedures
(SOP) are finalised in preparation for production
by either TE and the OEM together with the
accredited third party suppliers.

Once the production line is defined and set-up, TE
is deemed ready to initiate the production ramp
up process.

TFR and OEM responsibility-
Design approval
Build prototype
Type testing

• TE and OEM responsibility
Build assembly line

• Develop Standard Operation
Procedures (SOP)
Appoint suppliers and develop supply
cnain

TE and OEM responsibility
Hire and train staff
Learn from experience

o
GO

PwC
February 2014

8

0057-0368-0001-0048

TRANSNET-REF-BUNDLE-01318



13 ZZ J"-*-—-- „ . _ - . , ,* «--• . « , ^ J , J , , i

TFR's Proposed Design Phase Timeline

The following chart depicts the planned design timeline for the four OEMs that have been shortlisted.
It is observed that the timeline is shorter for the OEMs which TFR and TE have an existing working
relationship with. The timeline for the two new OEMs have been estimated basedon historical
experience.

1064 locomotive* Project

Activity

e.-u»tis?,M • :?

M><rr-»"C* " in

«•?-=.-! Srr-e

•w-i *•»•-«>:*

f.r;T* •<•-«•*'

D.-V-,-
to«.-ri-%.-*-aa

«!.*:?"':iir ...-. - .- - -

2014

JL̂

U*-14

lr»il
!.<«• J i

JM- 14

iuc 14

r«ni
t^-t(
Uat i>

us :«

Apl J4
AM14
iunlJ
• * I *
MK U
•.!*• U
*-i*« I *

. Al" " .

Dn IS

J U *.*
Oil*

^ -

la f rS l

lui* 14

r>»n
Jut Ik
t« H
f,Vtl
/u^lf-

* *#• !«

M>r IS
t*. 'Jk

»•* u
(I.I 1*

on u
3n U
«A». I t

1-JJ-l

O

—

,-ois

" < { * • • * »
i
i
I
i
•

' i

j
I

•
i
i

i
1
t

1
' 'i '

•

•

ii
i

1011

• —

PwC
February 2014

9

GO
ho

i j

N
t"i
I '

' • - ' 1

0057-0368-0001-0049

TRANSNET-REF-BUNDLE-01319



r —— *-• »—••- -

LZ3 J'

There is misalignment between OEM design &
/TV /? If 11 FT? /> W "fl F 7o 7i p~n ~

The following is the outcome of our assessment of the design readiness for the electric locomotives. It
was observed during the review that there are areas of concern which TE needs to manage in order to
meet delivery schedules. These issues are depicted on the time below and the details articulated in the
following slides.

Wl IV

WHS

Activity

Electric Contract 1 - CSR Known Supplier
Conlrnct Signed
Contract Effectivo (OEMOesion)
Design Review
Build Prototypo x 10
Works Test - RSR requirement
Ship

OEM Proposed Delivery ol Prototype

Dosign Freeze CSR
Assembly Line Build CSR
First Delivery CSR

Eloctrle Contract 1 - BT Unknown Supplier
Conlrael Signed
Contract Elfocliva (OEM Design)
Design Rfiviow
Build Prototype x 10
Works Test- RSR rcqulremenl
Delivery
OEM Proposed Delivery D( Prolotypo

Dasifln Freeze BT
Assombry Una Build DT
First Delivery BT

Start Data

Mor-14
M3r-14
May-Tl
Aup-14
Nov-14
Feb-15
Jun-15

Mjr-15
May-15
Sep-16

Anr-14
Apr-14
Jun-14
Feb-15
Jul-15

Dno-15
Jun-15

Dec-15
(vbr-16
Aug-16

Month

0
2
3
3
3
1
4

2
4

0
2
B
5
5
2
A

3
6

Correlate
on Date

Mar-14
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Mar-15
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The date stated in the columns vs. time line do not match for the design freeze rows.

Does set up Include assembly of loco? (Delivery milestone at end of set up time, first delivery by OEM)
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Misalignment between Electric OEM design &
delivery schedule and TFR design schedule
The following are issues that were identified during the review of the realisation of the electric
locomotive design requirements in preparation for the fmalisation and approval of the locomotive
designs, which are plotted on the timeline in the timeline on the previous slide:

1. Different assumed contract signing dates - CSR schedule is based on a February 2014
contract signing date. TFR schedule is based on a 1 March 2014 contract signing date.

2. Different prototype delivery dates -CSR Prototype delivery is 5 Months after TFR's planned
prototype delivery date. TFR believe the design phase will be much quicker as they already have
experience with this supplier.

3. Reduced Local Content — CSR has proposed to deliver the first 45 locos as factory prototypes
fully assembled in China. This large number of locos will reduce total contract local content
percentages.

4 . TFR can reduce design approval time - TFR b elieve they can approve design and works
testing approximately 5 months earlier based on prior experience with CSR. This is provided that
there are no issues found during works testing which require design modifications.

• February 2014 CTl
PwC 11

0057-0368-0001-0052

TRANSNET-REF-BUNDLE-01322



Misalignment between Electric OEM design &
delivery schedule andTFR design schedule (Cont.)

5. Different assumed contract signing dates - BT schedule is based on a February 2014
contract signing date. TFR schedule is based on a 1 April 2014 contract signing date.

6. BT can deliver prototypes ahead of the TFR schedule - BTs delivery schedule has the
delivery of the prototypes 4 months ahead of TFR schedule. This is provided that there are no

works tesLui& WLJLCL. i ^ u i x c design

PwC ! 12

\]

7. Design freeze must occur 8 weeks prior to prototype delivery — BT prototypes will be \.4
buil t locally in South Africa. To allow for TE's 8 week assembly line set up per iod the design freeze \-\
needs to occur by Feb 2015 j A

TE is making the initial prototypes. It is not clear how TE will develop SOPs (Standard Operating I ;|
Procedures) if they have no assembly line to copy. II

BT's prototype delivery schedule shows first delivery of 3 locos. This will require TE to assemble 3 f\
locos hi the first month of setting up the assembly line. f \
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There is misalignment between OEM design &
delivery schedule and TFR design capability

The following is the outcome of our assessment of the design readiness for the diesel electric
locomotives. It was observed during the review that there are areas of concern which TE needs to
manage in order to meet delivery schedules. These issues are depicted on the timeline below and the
details articulated in the following slides. Note that some of the issues are similar to the ones identified
for the electric locomotive. These have not been re-captured.

Activity

Diesel Contract 1 - GE Known Suppllor
Contract Signed
Contract Effective (OEM DcsKjn)
Deslqn Review
Build Prototype x 10
Works Test - RSR requirement
Delivery
OEM Proposed Delrvory of Prototype
Acceptance Teat
Design Freeze GE
Assembly Line Build GE
First Delivery GE

Diesel Contract 1 • CNR Unknown Supplier
Contract Signed
Contract Effective (OEM Design)
Design Roviow
Oulld Prototype x 10
Works Test- RSR requirement
Dclivory
OEM Proposed Delivery of Prototype
Acceptance Tost
Deslqn Freeze CNR
Assembly Uno Build CNR
First Delivary CNR

Start Dato

Apr-14
Apr-14
Jun-14
Aug-14
Jon-1S
Mar-15
Jun-15
May-15
ApMS
Jun-15
Ocl-15

Apr-14

Apr-14

Jun-14
Oec-14
ktey-15
Ocl-15
Sep-15

' Dec-15
Ocl-15
Jan-IG
Jun-1G

Month

a
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2
5
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4
3
2
4

0
2
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2
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3

3

Comalete
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Aurj-14
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Mar-15
May-15
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Misalignment between Electric OEM design &
delivery schedule and TFR design schedule
The following are additional issues (in addition to those shown on slides 11&12) that were identified
during the review of the realisation of the diesel electric locomotive design requirements in preparation
for the flnalisation and approval of the locomotive designs, which are plotted on the timeline in the
previous slide:
8. Different assumed contract signing dates - GE schedule is based on a February 2014 contract signing date.

TFR's schedule is based on a 1 April 2014 contract signing date.

9. Different prototype delivery dates - GE Prototype delivery is 1 month after TFR's planned prototype delivery
date. TFR believe the design phase will be quicker as they already have experience dealing with this supplier.

10. Reduced design cycle - TFR are proposing a 1 month reduction in the design phase when compared to GE's
proposed design time. This is provided that there are no issues found during worlcs testing which required design
modifications.

11. Different assumed contract signing dates - CNR schedule is based on a February 2014 contract signing date.
TFR's schedule is based on a 1 April 2014 contract signing date.

12. Different p ro to type delivery da tes - CNR's Prototype delivery is 3 month ahead of TFR's planed prototype
delivery date. TFR have reduced the time as they do not have the resources to cope with additional work load.

13. Delay in P ro to type delivery - CNR has proposed to initially delivery 2 prototypes in September 2016. Then
mere is a delay ot 5 montns before the next id prototypes are delivered. We are unclear why such a delivery
schedule is being proposed. — ^

14. TE needs an earlier design freeze - TE will need design freeze to occur two months ahead of TFR delivery >—*
schedule if they are to met CNR's delivery schedule and ramp up production after the last prototype has been £ j O
delivered. r>r\

February 2014 w W
PwC 14
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TFR's desian vhase is not alianed to OEM's design
phase timeline

Thnefi'om contract start to delivery of 1stprototype

TFR has proposed a more stringent timeline for GE and CSR which mightbe at risk due to limited
availability of capable technical professionals that can test and approve the prototype from OEMs.

• TFR has proposed a reduced time frame for
delivery of 1st prototype for GE and CSR. TFR
believes this can be achieved because of their
recent experience worldng with these OEMs.

• TFR has limited technical people capable of
approving and testing OEM products. To
smooth the workload TFR is proposing to pull
in the approval processes for the two known
OEMs - GE and CSR and push out the
approval process for the two unknown OEM's
BT and CNR.

OEM

CSR

BT

GE

CNR

OEM Timing

17 Months

18 Months

15 Months

18 Months

TFR Timing

12 Months

22 Months

13 Months

20 Months

Difference

-4 Months

4 Months

- 2 Months

2 Months

PwC
February 2014
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TFR ramp up time can be reduced slightly with
significant increased rish

The currently proposed TPR ramp up period for GE and CSRis ambitious given the insufficient
availability of technically sldlled professionals who can complete the design work for all four OEMs.

• The current proposed schedule from TFR is
already considered quite aggressive for the
known OEMs (CSR and GE). The TFR
proposed design schedules for both these
OEM's have been reduced.

• It is considered high risk to take the shortest
design period from either TFR or the OEM's.
TFR do not have sufficient skills to complete
all four design phases simultaneously and if
forced to do so will significantly increase
risk. Errors made in the design phase will
have long lasting impacts to the loco
performance and life time costs.

OEM

CSR

BT

GE

CNR

OEM
Timing

17 Months

18 Months

15 Months

18 Months

Low Risk

17 Months-.

vi>2 Months-

•.15'Months. •

io.Month's'

Medium
Risk
(TFR
proposed)

12 Months

22 Months

13 Months

20 Months

High
Risk

12 Month

18 Months

13 Months

18 Months

PwC
February 2014
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Key considerations given the aggressive design
timelines

• Care should be taken not to reduce the design timelines beyond critical duration.
Errors or omissions in design phase can have a significantly effects on the total cost of
ownership (TCO) of an asset.

• Therfollowing guideline needs to be borne in mind - That although only about 20% of
the TCO of an asset is spent at the time of the acquisition of the asset, 80% of an asset's
TCO is locked in at this time.

Asset Life Cycle Cost
Total Cost of Ownership is
fixed within a small a range

Decisions made prior at date of acquisition
to acquisition date
set the TCO

O
O

Cost per year

Acquisition date Life of asset in years

PwC

February 2014
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What is the purpose of this slide?
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TE's design phase is aligned to OEM's
timeline

ase

The forecast time to the delivery of the first locomotive assembled by TE is in line with the OEMs
target:

• Most OEMs have not specifically provided Time from design freeze until first TE delivery
details of the duration from design freeze to
the delivery of the first locomotive assembled
byTE.

• We have assumed design freeze occurs at the
completion of Type testing.

OEM

CSR

BT

GE

CNR

OEM Timing

~6 Months

~8 Months

6 Months

~8 Months

TE Timing

6 Months

8 Months

6 Months

8 Months

Difference

o Months

o Months

o Months

o Months
! : ' •

PwC
February 2014
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TJS ramp up time can he reduced slightly with
increased risk
TE targets a ramp-up period between six and eight montlis in preparation for the assembly of the first
locomotive: ;

TE's proposed duration from design freeze
to first TE delivery is already considered
aggressive based on previous experience

Time from design freeze until first TE delivery

OEM

CSR

BT

GE

CNR

OEM
Timing

<~6 Months

-8 Months

6 Months

~8 Months

Low Risk

yMonths- H
; : , . : ;•„»•••< •.'•-•• •?•""•.

\io Montlis ?'
-:•••; <s'':^;iy.:-A

•7 Months'̂ , -i
, . , i ^ . c : ; - - : . !••••

t.ip'Montibsg-

Medium
Risk

6 Montlis

8 Months

6 Months

8 Months

High
Risk

5 Month

7 Months

5 Montlis

7 Months

PwC
February 2014
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Locomotive Design - jRisfc Summary

The following risk assessment was performed for the building of the assembly line. Mitigation actions
are proposed which should be considered for the medium to high risk areas. Low risks should be
monitored so that they do not escalate.

?m mm w
l.-tti ifov.-tV.ttVir/.t'

'Jt^U'J^.

TFR required to make approval short cuts which impact on the long term benefits of new
locomotives

2 • - ! 4

Errors made in the design phase will have long term effects on locomotive performance
and total cost of the locomotive

m
£to nm

TFR has limited staff qualified to conduct design reviews and performance testing

Schedule dates foi CSRnre ambitious/aggressive with an estimated 3 months assumed for
design review and 4 months for assembly line set-up time compared to 6 months of actual
set-up time. fet>;j^
Misalignment on OEM and TFR design signing dates. ;;:-;• 4.

TFR has an ambitious/stringent timeline for the delivery of the prototype (CSR and GE). 2.

' 1 = Low, 2 = Medium, 3 = High February 2014
20
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Locomotive Design - Risk Assessment and
Mitigation Strategies

The following potential risks were identified on the accelerated completion of the; design phase for
TFR. Mitigation strategies are proposed to reduce the likelihood of their occurrence:

TFR required to make approval short cuts
which impact on the long term benefits of
new locomotives

Errors made in the design phase may have
long term effects on locomotive performance
and total cost of the locomotive

TFR has limited staff qualified to conduct
design reviews and performance testing

Medium

High

High

Medium

Medium

High

Identify and complete tasks which can be completed in
advance to design freeze, i
Include a random and /or spot check quality control step
Seek regular feedback on progress of design freeze status
and adjust assembly line build programs as required
Be very considerate when reducing design phase timeline.
Seek other areas to bring locomotive delivery in earlier in
preference to pressurising design phase

Hirer industry experts to assist in the design review and
performance testing
Spread design reviews and performance testing over time
so that they do not occur simultaneously
Investigate opportunity to second TE engineers to assist in
the design phase of the project

PwC
February 2014
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Locomotive Design - Risk Assessment and
Mitigation Strategies

Schedule dates for CSR are
ambitious/aggressive with an estimated 3
months assumed for design review and 4
months for assembly line set-up time
compared to 6 months of actual set-up time.

High Medium Discuss the re-adjustment of the CSR target dates to
realistic timelines with the OEM.
Identify the activities that could be brought forward to
improve the likelihood of achieving the timeline.
Identify non value adding activities that could be
dropped to reduce the time required to completa the
planned activities.

Misalignment on OEM and TFR design signing
dates.

Medium Medium Identify the activities on the TFR side thnt could be
brought forward to improve the likelihood of achieving
the OEM timelines.
Review the TFR design signing process to identify which
activities could be shortened to enable meeting the target
OEM sign date.

TFR has an ambitious/stringent timeline for
the delivery of the prototype (CSR and GE).

Medium Medium Identify areas of improvement from the previous work
done with CSR and GE to enable the achievement of the
target delivery dates.
Identify which activities could be brought forward to
improve the likelihood of achieving the tight delivery
schedule.

PwC
February 2014
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Recommendations — Design revieiv and approval

The following mitigation recommendations are made to address the medium and high risk areas:

Insufficient design
approvals due to lack
of resources

Design flaws due to
time constraints
adversely affect
locomotive
performance and total
cost of the locomotives

Insufficient
availability of
qualified staff to
conduct design
reviews and
performance testing

PwC
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Recommendations — Design review and approval

The following mitigation recommendations are made to address the medium and high risk areas:

CSR ŝ schedule is
aggressive / ambitious

Misalignment on OEM
and TFR design
signing dates

TFR has an ambitious
/ stringent timeline
for the delivery of the
prototype (CSR and
GE)

PwC
February 2014
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Assessment Areas for Assembly Line Ramp-up

The overall objective in evaluating this assembly
line build up was to assess how far TE is in
addressing the minimum requirements for
preparing to assemble the locomotives. The
following were noted during our review:

Assembly line

Currently TE operates an assembly line for Diesel
and Electric locomotives which are similar to the
locomotives planned for the 1064 transaction. The
understanding from the operation of these two
production lines will go a long way in helping to
set-up assembly lines for General Electric (Diesel
loco) and China South Railway (Electric loco).
Although TE does not currently have experience
with Bombardier Transportation (Electric loco)
and China North Railway (Diesel Loco), the
approach used to set-up the assembly lines for GE
and CSR will be adopted for BT and CNR.

PwC

Development of s tandard operating
procedures (SOP)

Standard operating procedures have been
developed for the Diesel Loco (Class 43) which is
similar to the planned Class 44 as well as for the
20E Electric Loco which is similar to the planned
21E.

However, these will not be fully adaptable and
thus will have to be reviewed after design freeze
and with learning from the manufacturing of the
propotype locomotives.

Supplier development

Supplier development for the OEMs and TE are at
different stages with some work still to be
finalised. TE has suppliers which they have been
working with on the Class 43 and 20E
locomotives. These are going to be complemented
with the suppliers that have been identified
and/or used, to some extent, by the OEMs.

February 2014
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TE has demonstrated an on-time delivery
performance

The following table of results provides a summary of the time it took TE to deliver the first locomotives
after design freeze. Projected target dates were extrapolated for the 1064 locomotives consignment.

Milestone
Contract sign
Design freeze
Proto delivery
First TE Delivery

Responsible

OEM TFR
OEM

TEOEM

Previous TE pro
EMD

Oi-Mar-07
01-Jan-og
oi-Mar-09
Ol-AUK-09

GE
oi-Dec-09
oi-Jan-11

oi-Feb-11
Oi-AuR-11

ects
CSR

oi-Dec-12
Oi-Nov-13
oi-Dec-13
oi-May-14

limes from Contract sign
(Months)
Design freeze
Proto delivery
First TE Delivery

DesiRn freeze to TE delivery

22

24
2Q

7

13

11

20

7

: i

12

17

6

Projection

GE
oi-Apr-14
oi-Apr-15
oi-Jun-15
oi-Oct-ift

CSR
oi-Api-14
oi-Mar-15
ox-May-is
Ol-Sep-15

CNR
oi-Apr-14
oi-Oct-15
oi-Jan-16
Ol-Jun-16

BT
Ol-Apr-14
oi-Dec-15

oi-Mar-16

Ol-AuR-16

12

14
18

11

13

17

18

21

26

2 0

23
28

r \,y* ..1 . 1 . ,1 nnn 1 .

locally assembled locomotives to 7 months from Dejiign Freeze

TE propose that they can ramp up for delivery of the first locally assembled locomotives for CSR
and GE within 6 months from design freeze. This is because they already have experience dealing
with these OEMs.

• TE propose that they are able to ramp up for delivery of the first locally assembled locomotives for
BT and CNR within 8 months of design freeze.

February 2014
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TE can reduce assembly line ramp up duration
through several means

TE ramp ups are already considered aggressive and of medium risk

Further reductions in ramp up could be achieved through:

• Importing knock down ldts earlier and over a longer time period to give time for the
identification and contracting of local suppliers,

• Identify and complete tasks that can be completed ahead of design freeze,

• Detailed planning and project management of assembly line preparation well in
advance and prior to design freeze,

• Ensuring supply chain and planned recruitment are initiated early in the process and
well before design freeze, and

• Seeking OEM input in the assembly line preparation and set up well before design
freeze.

February 2014
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TE Assembly Line Set-up - Risk Summary

The following risk assessment was performed for setting up of the assembly line. Mitigation actions are
proposed which should be considered for the medium to high risk areas. Low risks should be
monitored so that they do not escalate.

ammmamm
Long lead times in supplier contracting process delays commencement of locomotives
assembly
Setting up of 4 OEM assembly lines simultaneously will spread critical resources and delay
delivery schedule
Transnet Engineering attempts to manufacture as much scope as possible within TE as
opposed to looking for opportunities to outsource products to third parties local suppliers
Limited number of experienced locomotive assemble managers

TE do not have the necessary project management skills and experience to manage
complex projects •
Quality of assembly of product may result in potential bottleneck at testing stations due to
quality of assembly
Allow adequate time for the translation of drawings (especially Chinese)

TE cannot develop their Standard Operating Procedures (SOP) for BT through
observation as usually the case. (BTplan to assemble prototypes atTE)

h

o
' 1 = Low, 2 - Medium. 3 = High

PwC
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TE Assembly Line Set-up - Risk Assessment &
Mitigation

Long lead times in supplier contracting process
delays commencement of locomotives assembly

Setting up of 4 OEM assembly lines
simultaneously will spread critical resources
and delay delivery schedule

High

High

Medium

High

Included a designated supply chain and procurement personnel in
each production line team to ensure open communication and
accountability
Share future demand requirements with supply base to allow supplier
preparation.
w ui'iuug mm suppliers leg. jtoerilare Cables) to upgrade product
specifications to fit with new design specifications
Stagger Hie phase out of knock down kits from the OEM to provide
increased timeline
Commence contracting process prior to final design freeze on
components.
Obtain "shipping list" upon shipping date and feed to MRP system to
identify potential gaps to be addressed
Set up 4 separate project teams responsible for readying each
production line.
Appoint a strong steering committee with critical skills to review
project progress and advise further actions on regular basis
Utilise critical resources in an overseeing and directive role as
opposed to hands on role.
Review opportunity to stagger the commencement of each production
line to focus of critical resources (with lines in Pretoria commencing
first, followed by the Durban lines)
Agree an increased number of OEM direct supply locos to allow a
longer time to set up each production line

PwC
February 2014
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TE Assembly Line Set-up - Risk Assessment &
Mitigation

Transnet Engineering attempts to
manufacture as much scope as possible
within TE as opposed to looking for
opportunities to outsource products to
third parties local suppliers

Limited number of experienced
locomotive assemble managers

Poor workmanship when assembling
components may result in bottlenecks at
testing stations

Medium

High

Medium

High

High

B.eview the performance measures of TE business units to encourage
sharing of assets for the benefit of TE as a whole
Critically review each component manufactured internally for
opportunities to outsource the work to third parly local suppliers
Seek opportunities to centralise the manufacture of components across
all four production lines to reduce duplicating complex sub-component
processes.

Advertise in the market well in advance to identify potential enndidates
Approach OEMs to seconder senior staff for duration of contract
Identify internal candidates now. Develop an training program which
commences now and builds up until project commencement.

Manage the workmanship by continuous training as well as a full time
QA representative per line
Ensure correct number and quality of product available in advance
through MRP system to reduce number of snags as a result of "missing
components"

K

PwC
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TE Assembly Line Set-up ~ Risk Assessment

mm
Inadequate time reserved for the translation of
design drawings (especially Chinese)

Medium Medium Ensure drawings received is understood by key personnel, to
transfer knowledge to team members and suppliers
Understanding of drawings and unusual spec's to be created
during training at OEM's and early conversion to TE system
Working with OEM's on understanding the full scope of
changes to be incorporated afterinitial design, before
commencement of first built
With supply of knock down kits, actual samples of parts to be
delivered locally will bo available for improved training and
adherence to standards

TE do not have sufficient project management
skills and experience to manage complex
projects

High High Utilise experienced and skilled project managers to manage the
process
Identify an employ an experienced project manager if they can't
be found internally
Implement a regular balanced project reporting model
Appoint a steering committee comprising of all key stakeholder
groups ^ ^ ^

TE cannot develop their Standard Operating
Procedures (SOP) for BT through observation as
iisunlly the case. (BT plan to assemble prototypes

Medium Medium Understand how BT have handles this knowledge transfer in the
past.
Ensure the issue is understood by the BT/TE project team and a

_L _L
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Recommendations - Assembly Line Ramp-Up

The following mitigation recommendations are made to address the medium and high risk areas:

Long lead times in
suppliex* accreditation
and contracting
process

Critical resources
stretched due to
setting up of 4 OEM
assembly lines
simultaneously

TE not passing the
non- strategic scoj)e
to local suppliers •

PwC
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Recommendations —Assembly Line Ramp-*

The following recommendations are made to address the mitigation actions proposed to address the
medium and high risk areas:

Limited number of
experienced
locomotive assemble
managers

Poor workmanship
during assembly of
components may
result in bottlenecks
at the testing stations

In adequate time
provided for
translation of design
drawings (Chinese)

PwC
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Recommendations —Assembly Line

TE needs to adopt a
different approach to
develop SOPs for BT

m

The following recommendations are made to address the mitigation actions proposed to address the
medium and high risk areas: \

TE do not have
sufficient project
management skills
and experience to
manage complex
projects

n
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TE has a proven consistent production rate of 8
locomotives per month

The following observations were made during
the assessment of TE's operational readiness
for the 1064. It was noted that:

• TE consistently assembled 8 Diesel
locomotive per month for GE which is
similar to the class of locomotive that is
planned for the diesel portion of the 1064
transaction.

• The production run was on a single shift.

• The consignment was delivered ahead of
schedule.

K

Class 43 Delivery Schedule vs Plan

9
I

' i o0
1 o

o
to

_t
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can produce 10 locomotive per month per
assembly line

In February this year TE agreed to produce the CSR designed E20 locomotives at a rate of 10
locomotives per month.

• TE has previously produced a up to a maximum of 12 GE43 Class locomotive per month.

Given time and effort TE may be able to increase production up to 15 locos per month but this
may well come at increased cost per loco, and as yet is an untested production rate.

Locos per month
per line
Locos per month
all lines
Work hours per
week

Low Risk

i o ;
; " - . . •.•.":•:

• A • • • ;

1 " • • ; • - _ • - . ' * • '

.CisHift);|;

,6'0'--';A::.:^

^(2'Shrft^;;v,

Medium Risk
12

50

60
(1.5 shifts)

18

80+
(2.5 shifts)

High Risk

18

72

80+
(2.5 shifts)

24

92

168
(3 shifts)

PwC
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Assumptions used in developing delivery
schedules

An evaluation of TE's throughput for low, medium and high risk was done using the delivery schedules
of the four OEMs given the following assumptions:

Delivery schedules are based on OEM's proposed delivery schedules and production ramp ups,

• TFR design constraint have not been considered, [:;

TE will commence delivery of locally assembled locomotives in the month following the delivery of I:
the final prototype for that OEM, and j :

December and January production is at 50% capacity due to seasonal shut down. [•
u

February 2014
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Low Risk: 40 Locos per month (10 per OEM)

Assumptions
Ramp up 1, 2, 4 , 8,10
Halve production over December and January

90 -,

80

70 -j

60

GE MSfltsCNR •-:•-.. CSR ooaBT GE Prototype

CNRPrototype--- •••: CSR Prototype trarait BT Prototype Total Electric • •> Total Diesel

o
CD
cn
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- Medium Risk : 48 Locos per month (12 per
OEM)

Assumptions
Ramp up 1, 2,4, 8,12

• .Halve production over December and January
GE tnusaCNR ••?-ia C S R

CNR. Prototype •• -^ CSR Prototype KBKB BT Frotot/pe Total Electric

GE Prototj-pe

-Total Diesel

Gi
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Medium Risk: 60 Locos per month (15 per OEM)

Assumptions
Ramp up 1, 4,10,15
Halve production over December and January

GE U W K C N R J . V : ? C S R

CNR Prototype -• -*• •: CSR Prototype EOTJ BT Prototype

90 1

8 0 •

BT

Total Electric

GE Prototype

-Total Diesel

CD
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High Risk: 8s Locos per month (24 per OEM)

Assumptions
Ramp up 1, 4, 8,12,16, 20, 24
Halve production over December and January

30

o "-

GE . cccBwCNR. ;:-.^. CSR BBOTBT GE Prototype

CNR Prototype .» . - - CSR Prototype rajam DT Prototype Total Electiic —•—Total Diesel

O
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TE Production - Risk Summary

The following risk assessment was performed for the production line. Mitigation actions are proposed
which should be considered for the medium to high risk areas. Low risks should be monitored so that
they do not escalate.

3

4

5

T
7

TE may not be able to produce locomotives at a rate higher than previously
constantly demonstrated (8 per month)
Contracted labour on assembly lines will slow down production rates in an effort to
extend contract duration
Assembly lines are held up to lack of material/parts

Production losses incurred because of the lack of information exchange between
afternoon shift and day shift the following day

Increased cost incurred due to requirement to work overtime to catch up production

TE fail to constantly deliver locomotives as per required TFR schedule

Delays caused by inconsistent/inaccurate packing lists from OEMs

--..".':--"-vi••;•:'I'.I •';.'•'-

2

' 2 -

•<•;•• 2

11 = Low, 2 = Medium, 3 = High

PwC
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TE Production - Risk Assessment & Mitigation

The following mitigation strategies were developed, for which the medium to high risk should be
considered for implementation: •

y^.

TE maybe unable to produce locomotives at a
rate higher than 8 per month

Hifih Low TE to work additional hours per week to make up production.
(Either more shifts or overtime or both)
Incorporate lean manufacturing techniques in all TE assembly
processes
Utilise SAP to support ad monitor production activities
Seek productivity advise form OEMs .
Utilise knock down kits to increase productivity on assembly
line

Contracted labour on assembly lines may slow
down production rates in an effort to extend
contract duration

High High Provide productivity incentivised pay as opposed to hours
inccntivised pay where possible.
Utilise visual production status measures
Strong supervision as appropriate

Assembly lines are held up to lack of
material/parts

High High Appoint individuals responsible for the on-time deliver of
goods.
Utilise SAP to monitor and track potential delivery issues
Suppliers contracted to find alternative delivery methods for
i;oods which will not make due delivery dates

PwC
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45

0057-0368-0001-0087

TRANSNET-REF-BUNDLE-01357



TE Production - Risk Assessment & Mitigation

Production losses incurred because of the lack of
information exchange between afternoon shift
and day shift the following day

Increased cost incurred due to requirement to
work overtime to catch up production

TE fail to constantly deliver locomotives as per
required TFR. schedule

"Delays caused by inconsistent/inaccurate
packing lists from OEMs

Low

Low

High

Medium

Medium

Medium

Medium

High

Try to complete all work on a single shift
Assign different work to each shift
Develop handover procedures which include exchange of
necessary information
Break work up into small tasks which can be completed in 30
minute Mocks to eliminate need for exchange of information at
handover.
Provide productivity incentivised pay as opposed to hours
incentivised pay where possible.
Utilise visual production status measures
Strong supervision as appropriate
Utilise lean manufacturing techniques
Contract assembly of some locomotives to other players in the
market
Maintain an option to import further batches of fully completed
locomotives from OEM
Contract with OEM's to provide material as required complete
with accurate packing lists
Request OEM to maintain stock level locally in their own
warehouse facilities

PwC
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Recommendations — Production Rate
Improvement
The following mitigation recommendations are made to address the medium and high risk areas:

TE may be unable to
produce locomotives
at a rate higher than
10 per month

Delays due to
contractor workers
working slowly to
prolong the contract
time

Assembly lines are
held up due to the lack
of material/parts

li
i !

I

!.

PwC
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Recommendations — Production Rate
Improvement
The following mitigation recommendations are made to address the medium and high risk areas:

Increased cost
incurred due to
requirement to work
overtime to catcli up
production

TE fail to constantly
deliver locomotives as
j}er required TFR
schedule

Delays caused by
inconsistent/
inaccurate packing
lists from OEMs

PwC
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TE's assessment of the physical facilities

TE conducted an assessment of different sites
to identify which ones could be used for the
assembly of the 1064 locomotive order. The
assessment indicates that either Saltriver,
Uitenhage and Durban works could be used
for the assembly of locomotives in addition to
the current facility at Koedoespoort.

A further high-level assessment of
Koesdoespoort and Durban works were
conducted by the PwC team tlirough site visits wneeiassv
and interviews of key production personnel.

Koedoespoort has been used to assemble the
Class 43 Diesel locomotives for GE and the
20E for CSR. Durban is primarily used for
repairs, but has available facilities suited to the
production line requirements of either of the
four OEMs.

PwC

Row/ Labels *'**
Bogie Assy
Bogle Fabricrtfon
Cubicle assy
General
Hoods an corrOonei fabrication
Mainline Assembly
Offline Assembly
'Paint
Platform (Cartiody)Fabrication
Test
Traction Motor Assy
Transfoimei Assy
Warehouse
Wheel assy
Grand Totot

'SRX
Score
O0.21
O0.10

O0.02

Uo.is
Q0.20

'O O.flS
G'O.-JO

•S>O.39
. 0 . 3 0

O0.11

Oo.os
©0.02
O0.22

Oo.os
2.728

D e p

Score
.i-0.14

Oo.os
©0.03
©0.30

'i;-o.is
0.30

"vO.20

©0.10
• 0.2s
©0.03
©0.O2
•3 0.1a
©>0.02
1.7195

'Cam
Shed
©0.07
©O.OS

©0.03
©0.08

0.2S
">0.18
O 0- 20
C'0.22

Oo.is
O0.ll
©0.03
©0.02

0.3S
©0.02
1.783

"Uth
Score '
^ 0 . 2 1
©0.13
©0.02
C3O.15

0.30
00.42
'"•O.30
•0.33
0.35

CJO.22
©0.0-1
©0.02
• "0.31

©O.OG
2.8S6

DBN

Score

©

•

O
O
O
O

©

<5>

0.2a
0.13

0.002

0X5
a 25
0.41

0-33

O.d

0.32

0.3

a 05
0.02

Q01S

0 03

2.72
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Overview ofTE's Koedoespoort Operations jj
1 .3

The outcome of the assessment of Koedoespoort indicates that the site meets themajority of the
requirements to establish the required lines, with some actions required to prepare for the assembly of
the 1064 locomotives.

Diesel & Electric Locomotive

TEScape

Total Loco

Bogie Assembly

Loco Assembly

Locomotive Control System Assembly

Traction Motor Assembly

Power Conversion System

Propulsion &Electronlc Braking

SIZE OF GAP

EASETOClOSe

EASETO CLOSE

SIZE OF GAP

EA5ETOCI.OSE

SIZE OF GAP

EASETO CLOSE

EASE TO CLOSE

SIZE Of GAP

EASE TO CLOSE

SIZE OF GAP

EASE TO CLOSE

AREAS OF GAPS CONSIDERED

Capability/

Complexity

i>

Availability
of Floor •
Space

Equipment
Availability

II

Number of
Skilled
Staff

11

Staff Skill
Level

Required

PwC

1
1

Down
Stream

Supplier
Readiness

Key

O

SI)

w

SIieofEap

Critical cap

Slgnillantflp

Gap

Slifhtgap

Mo jap

Eustnciote

Ulrcmcly difficult

CHinoili

Moderate

Slight

No tap to Mil
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Overview ofTE's Durban Operations

The outcome of the assessment of the Durban works indicates that the site requires additional actions
to meet the requirements for the assembly of the 1064 locomotives.

Diesel & Electric Locomotive

TE Scope

Total Loco SIZE OF GAP .

Bogie Assembly

Loco Assembly

Locomotive Control System Assembly

Traction Motor Assembly

Power Conversion System

Propulsion &Electronlc Braking

EASETO close

SIZE OF GAP .

EASETO CLOSE

SIZE OF GAP

EASETO CLOSE

SIZE OF GAP

EASETO CLOSE

S M O F G A P

EASETD CLOSE

EASETO CLOSE

SrZEOFGAP

AREAS OF GAPS CONSIDERED

Capability/
Complexity

t)

.SI
t)
t)

Availability
of Floor
Space

Equipment
Availability

ID

Number of
Skilled
Staff

"TTTT

Staff Skill
Level

Required

lEASETOCtOSE

Pwc

Down
Stream
Supplier

Readiness

I

w

Key

O

Slzunfgap

Critical Rap

Significant gap

Gap

siieijteap

No Rap

Case to close

Extremely difficult

Difficult to Close

Moderate

Easily Closed

No gap to fill
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Pros and Cons of locating 2 of the 4 OEM lines in
TE' Durban, facility

f.'i

Supply Chain

OEM IP Separation

;:Mari^ac^nri :g"Synergies|^||j!

Import and export :. >';:"'-;

.->:VvGr mIDurbanimowas:aareaofv;

Reliance on a broader number of suppliers
in Pta and Dbn,
TE can double u p locomotive supply chain
function, through additional hires at Dbn.

Current approach creates clear IP
separations between OEMs;

1 electric + 1 diesel - Koedoespoort,
1 electric + 1 diesel - Durban.

•> 'j-fPotentialtagrowlocJll'Supp'iiers abili
*-V ••\x'acpbrtth'r6ugH.:Pprtfof Durban;;,

Greater TE supply chain management
requirement by separated between two
facilities
Gautenghas deepest local supph'erbase, e.g.
transformers, tractions motors, etc

Two OEMs with the same platform [either
diesel or electric) at t he same site will require
TE's to create active separation of
management, supply chain, logistics and
separate, s tore facilities.

fe^GonsohdatanE^0E^WoUlS!:crea®some*' ;••

; Gre'ates^gre'ater' iriceniiye'.to .import>;/.
components as logistics costsi:ivillHie lower.
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Pros and Cons ofGE and CSR lines located in
Koedoesuoort

GE and CSR production lines already exists in KDS
resulting in shorter start-up times
The supply chain, for GE and CSR locomotives are
already be in place around KDS
Engineering support is conveniently located at KDR
Skilled resources are readily available
Increases ability for local suppliers to gain more
economic order quantities
Good competition amongst local suppliers

Two large assembly line located at the same location will
divide focus of local management
May create supply bottlenecks at security and surrounding
areas
The more difficult task of setting of an assembly line for a
new OEMs will be delivered by a regional site away from
TE expertise and experience

PwC

February 2014
54

o
CD

0057-0368-0001-0096

TRANSNET-REF-BUNDLE-01366



oc ini mere a cos .au«, »-«•• "arn

Pros and Cons of CNR and BT lines located in DBN

Good heavy manufacturing supplier base in the area
Lower wages in KNZ than in Gauteng which should
reflect in lower cost of goods and services
Spread the economic activity away from Gauteng

BT would not be able to easily leverage supply chain from
previous Gauteng production
The more diffieulttask of setting of an assembly line for a
new OEMs will be delivered by in DBN site away from TE
expertise and experience |
Requires duplication of sub assembly lines in DBN or
incur transport costs. ;
DBN has no experience in assembly of locomotives (only
Loco overhauls and upgrades)

PwC
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Pros and Cons ofTE taking on all four locomotive
assembly lines from an SA Inc perspective

TE are by far the most experienced assemblers of
locomotives in the country resulting in lower risk of
poor workmanship.
TE will ensure localisation occurs within their supply
chain even if it comes at a small cost
TE will be more likely to maintain locomotive specific
knowledge and experience gain through this contract

Risk of industrial action within TE is not mitigated
No opportunity to test TE's cost of assembly in the market
TE has a higher labour cost base and this may be reflected
in an increased cost of a locomotive
TE has a mind set to manufacture as much work internally
as they are capable of as opposed to allowing it to flow
onto lower level suppliers. Will limit the down stream
benefits through the supply base.

PwC
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TE Assembly - Risk Summary
J

The following risk assessment was performed for setting up of the assembly line. Mitigation actions are
proposed which should be considered for the medium to high risk areas. Low risks should be
monitored so that they do not escalate

^J^^!a^i^^^^l^E^^'^i^^^'{t''i'
Locating more tlian two assembly lines in KDS delay s assembly start-up for
additional lines
Industrial action within TE halts locomotive delivery from all TE lines

OEM's to assemble in Durban may indicate an increase price to compensate for
relocation
Transnet Engineering's Durban facility has not previously assembled locomotives

The input of inaccurate and incomplete data in SAP will result in the failure of SAP
to be utilised to support the production process

' l = Low, a « Medium, 3 = High
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TE Assembly - Risk Assessment & Mitigation

The following mitigation strategies were developed, for which the medium to high risk should be
considered for implementation:

:^rafellfe#iMf«rfe;fi-.ifg|;
Locating more than two assembly lines in
KDS may cause delay s assembly start-up
for additional lines

Industrial action within TE halts locomotive
delivery from all TE lines
OEM's require an increase price to
compensate for relocation of assembly in
Durban

Transnet Engineering's Durban facility has
not previously assembled locomotives

Medium

Medium

Medium

Low

High

Medium

High

High

Only locate two assembly lines in KDS and the other two
lines at other locations
TE to provide a detailed plan s for assembly line fit out
and start-up of all lines which should be scrutinised for
risk by an independent party
Locate assembly at more than one location

Request OEM's to justify additional costs structure of
Durban relocation
Seek alternative asscmhly locations where additional
costs are not incurred.

I L

Agree a less aggressive delivery schedule with TFR Cand
compliment it with a steeper ramp up in Pretoria if
required)
Use OEM knock down kits for an increased number
locomotives during start up
Relocate critical resources to Durban facility for duration
of the contract
TTf jj'^'r* "rcrui'1i!''hnicn'" ' 'nuwl 'vi i ' f :ind i-Mll': rn.rn-ntly

situated in Durban

PwC
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TE Assembly Line Set-up - Risk Assessment &
Mitigation

The input of inaccurate and incomplete
data in SAP will result in the failure of SAP
to be utilised to support the production

- -process

High High Develop a clear picture of what support functionality will be
required from SAP during the production process.
Include a designated person to be assigned to each
production line project lean? from the beginning who is
responsible for SAP's ability to support the production
process.
Design a data entry process which ensures only accurate data
in entered into SAP
Design a data cleansing process to continually clean any
inaccurate data

Is.
U
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Recommendations —Assembly Location

The following mitigation recommendations are made to address the medium and high risk areas:

Delays due to more
than two assembly
lines located in
ICoedoespoort

Production
interruption due to
industrial action

Locomotive price
increase due to OEM
required to operate
from TE Durban site

PwC
February 2014
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Recommendations —Assembly Location r-

The following recommendations are made to address the mitigation actions proposed to address the
medium and high risk areas:
Durban site has not been used
to build locomotives

Inaccurate and incomplete
data in SAP impacts the
ability to make production
decision

PwC
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Slide on staffing ramp up required

The following information was obtain from the TE management team on the staffing requirements for
the assembly of the 1064 locomotives:

New Build - Final Assembly, Tes and Commision
R5E Carbody and Bogie Fabrication
Bogie Assembly
Wheel Set Assembly

Traction Motor Assembly

Supply Chain
Total

Requirec

Electric

349
170

26

8
6

13

Diesel

267
140

20

8
6

13

Total

616
310

46

16
12

26

1026

Existing

Electric

140
125

12

6

4
4

Diesel

60
40

12
6

4
3

Total

200
165

24
12

8

7
416

New Hires

Electric

209
45
14

2
2
9

Diesel

207
100

8

2
2

10

Total

416
145

22
4
4

19

610

Additional Shift

Electric

336
163

25

8
6

3

Diesel

254
133

19

8
6

: 3

Total

590
296

44

16

12
6

964

TE-must hire an additional 610 staff, on either contract or full time basis, to fill the requirements of
four assembly lines

Staff ramp up is planned to occur from Aug 2015 to April 2016.

TE will need to hire an additional estimated 964 staff to increase production to a full second shift
across all assembly lines.

PwC
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There are some gaps in required skills
need addressing

Required Sldll Gap Comments
Project Management

Diesel Locomotive
Assembly

Electrical Locomotive
Assembly

Procurement

Expediting

SAP utilisation

• Historically TE has done what is required to meet delivery schedules
• TE do not have proven project management experience relating to

projects of this size and complexity
• Do not currently follow all the practices we would expect to see of a

specialist project management organisation

• TE have good experience with a few individuals regarding Diesel
locomotive assembly

• They will need additional skills to manage four separate lines

• Currently TE's Electrical locomotive experience is limited to upgrades and
modifications.

• TE has commenced the assembly of 95 CSR Electrical locomotives with
the first delivery due on 6 May 2014

• This will provide TE with significant experience in assembly electric
locomotives.

• Gap does not exist in skills but there is a gap in number of skilled staff.
• (See following page for vacancy details)

• In the past expediting has been an issue for TE. Over time they have been
improving but it is still presenting problems

• Has in the past been an issue for TE. Over time the}' have been improving
but it is still presen ting problems

PwC
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Proposed Supply Chain Management Structure
Supply Chain Management proposed organisation structure to accximmodate the additional procurement requirements for the
Koedoespoort and Durban plants.

Manager (F Level)
2 x Loco
1xRSE
(Rolling Stock Equipment)

1 x Contract Manager
1 x Contract Admin

Manager {F Level)
2 x Loco
1 x RSE*
(Rolling Stock Equipment)

Manager (F Level)
2 x Loco
1xRSE
(Rolling Stock Equipment)

• Manager (F Level)
• 2 x Loco
• 1 x RSE

(Rolling Stock Equipment)

• J I H P nflTJP tr*l:l~

1 x Contract Manager
1 x Contract Admin

1 x Contract Manager
1 x Contract Admin

1 x Contract Manager
1 x Contract Admin

Positions currently vacant

PwC
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TE Staffing- Risk Summary

The following risk assessment was performed for the building of staffing requirements. Mitigation
actions are proposed which should be considered for the medium to high risk areas. Low risks should
be monitored so that they do not escalate.

3

4

5

TE will Lave a short hiring lead time as they will not identify the actual number and
skills of staff required until a few months priorto production commencement when
Standard Operating Procedures are completed.

mmm
TE will not know if they need to work additional shifts to meet production
requirements until the begin production. If an additional shift is required there will
be a very short widow of time to hire a large number of additional staff.
Contracted labour on assembly lines will slow down production rates in an effort to
extend contract duration

Recruitment department at TE cannot handle the processing of 610 new staff in the
timeframe required.

HR's ability to on-board additional staff in required timeframe may delay production
of locomotives

• '.•'• "J •;••'?•;-iU"/;'.'-'"i

mmmmmm

{V'pAiUx'^wV:^^-;!

^ ' ^ . ? 6 ^

^:vv';U';6.

= Low, 2 = Medium, 3 =• High

PwC
February 2014

66

CD

0057-0368-0001-0108

TRANSNET-REF-BUNDLE-01378



TE Assembly location - Misk Assessment &
Mitigation

The following mitigation strategies were developed, for which the medium to high risk should be
considered for implementation:

JP" SjftJ&Tj^aliSal'
Short luring lead time due to the need to identify
the actual number and skills of staff required.

Low High Identify conservator estimates of numbers early and bring
potential staff through hiring process. Make final decisions on
hiring numbers ouce SOP are developed.

Lack of foresight on the number of people
required to meet production demands.

High Low Develop staffing contingency plan for a partial second shift
Identify a pool of potential staff who have coinpleled most of
till: -v£LUlHl£ Jil'uLC^;.

Identify recniitment consultants who could be utilised to speed
up hiring process.
Utilise overtime to achieve increased production levels until
additional staff can be hired. ,

Recruitment department at "ITS unable to handle
the processing of 6io new staff in the timeframe
required.

Medium High Develop plans to understand workload and timing. Start
process early to spread workload out over next lS month.
Outsource recruitment screening process if required

PwC
February 2014
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TE Assembly Line Set-up - Risk Assessment &:
Mitigation

HR's ability to on-board additional staff in
required timefranie may delay productiou of
locomotives

High Medium Draw from pool of previously employed Transnet staff
Reduce required employee slcill level through detail SOPs, as well as
OEM onsite training and assisting in development of SOP's
Review opportunity to contract out initial employee screening
process
Review opportunities to divert resources from other pi'ograms of
work such as refurbishments, coaches and wagons.
Seek opportunities to outsource the manufacture ofcomponents to
reduce need to increase staff. (See risk 4 below) as well as pre-
assembly of certain components by suppliers
Build capacity during the current GE / CSR contracts (employ more
than needed for training purposes, carry over lo 1064 contract)
HR to form part of the Project Management team envisaged for Phase
lofproject(s)

PwC
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Recommendations — Staffing Requirements

The following recommendations are made to address the mitigation actions proposed to address the
medium and high risk areas:

Short hiring lead time due to
the need to identify the actual
number and skills of staff
required

u i on uie
number of people required to
meet production demands

Recruitment department at TE
unable to handle the
processing of 610 new staff in
the rimeframe required

PwC
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Recommendations — Staffing Requirements

The following recommendations are made to address the mitigation actions proposed to address the
medium and high risk areas:

Delay in production of locos
due to HR's inability to on-
board additional staff in
required timeframe

wmmmmmm
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Recommendations for staffing requirements

The following recommendations are made on recruitment and on-boarding of staff depending on the
delivery schedule that is adopted for the 1064 locomotives: I

cc TE assembly workload is iluaiised, 1'Ji needs to develop a more detailed staffing plan by
assembly line and location. The staffing plan should include details on skills, number and timing.
TE needs to make a contingency plans should a partial second shift be required.

TE Recruitment team should develop a plan on how they can on-board the additional staff in the
timeframes required. The plan should include a contingency plans should a partial second shift be
required. i

February 2014
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Outcome from Interaction zvith TFR

Ad hoc and a formal sessions were held with TFR
to understand their status given their input into
the design and commissioning of the locomotives.

The-key areas which were discussed with TFR
were:

Readiness for review and approval of
locomotive designs

Locomotive delivery schedules

• High level op erational readiness of TFR for the
1064 locomotives

A number of risks and concerns were raised by
TFR and these are documented in this section of
the report.

PwC
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TFR Issues and concerns regarding TE completing
locomotive assembly

The following risk assessment was compiled based on the outcome of the discussions held with TFR.
Mitigation actions are proposed which should be considered for tlie medium to high risk areas. Low
risks should be monitored so that they do not escalate.

TE do not have a good track record of project management and do not have the
project management skills or experience to manage tlie ramp up of 4 OEM
assemble lines
Testing facilities at Durban are not sufficient. They will need to be upgraded or
increased testing time allowed for in delivery schedule.
TFR are required to conduct design approvals on two Electrical locomotives
simnltanpntislv find /or two niesrl Inromoiiv'ps ^.irmilh'.npnusl"

TFR's infrastructure cannot handle the delivery of greater than 300 locomotives
per year (25 per month)

. • : • ! •

&itfvi'£iv.tyti ft'/if?. *. ft

wis
mmmsmm

i'.tr -• , ' . ' . •-•• .

' 1 « Lqw, 2 - Medium, 3 = High
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Risk Assessment and Mitigation Strategies

The following mitigation strategies were developed, for which the medium to high risk should be
considered for implementation. Low risks should be monitored so that they do not escalate.

Negative impact on maintenance and
MOPS as a consequence of TE
changing focus

TE does not have the required project
management sldlls or experience to'
manage the ramp up of 4 OEM
assemble lines

Testing facilities at Durban.are not
adequate. They will need to he
upgraded or in increased testing time
allowed for in delivery schedule.

High

High

Low

Medium

High

High

Draw from pool of previously employed Transnet staff
Reduce required employee skill level through detail SOPs, as
well as OEM onsite training and assisting in development of
SOP's •
ivenew upijuuuiiiiy lo contract outinitial employee screening
process

• Ensure TE appoint a project manager with demonstrated
experience in managing project of this size and complexity

• Utilise a detailed project timeline to manage the assembly line
start-up and ramp up.

• Utilise a proven project management methodology e.g. PMBOK
• Ensure OEM maintains responsible for TE assembly line start

up and delivery schedule ]
• Implement a project management status reporting process to

ensure all stakeholder are kept informed of progress

Only assemble Diesel locomotives in Durban as thee
requirement for test facilities is less demanding.
Id Electric locomotives are to he tested in Durban then they
must allow for the additional testing time in the delivery
schedule.

PwC
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Rislc Assessment and Mitigation Strategies

TFR required to conduct design approvals
on two Electrical locomotives
simultaneously and/or two Diesel
locomotives simultaneously

High High Stagger design reviews so that only one electrical and one
diesel locomotive's design review is conducted at any one
time.
Complete the design reviews of the two known OEMs (GE
a l iu UUU.J iU&t CIS lUCiC Will lUXC iCtiS Uni t .

Compete the design review of the two unknown OEMs
second (BT and CNR)
Investigate contracting in additional skills
Investigate opportunity to seconder TE engineers to assist in
design review process.

TFR's infrastructure unable to handle the
delivery of greater than 300 locomotives
per year (25 per month)

High High TFR to understand what items/actions are on the critical
path preventing receiving of more locomotives. (If they don't
already)
Make informed decisions on TFR's real ability to receive
more locomotives onto the rail network and which type of
locomotive can be received. (Do not want to pay a penalty to
increase loco production when they cannot be utilised by
TFR)
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Recommendations - TFR Identified Risks

The following mitigation recommendations are made to address the medium and high risk areas:

Negative impact on
maintenance and
MOPS as a
consequence of TE
changing focus

Insufficient project
management skills
and experience to
manage the ramp up
of four OEMs

Inadequacy of testing
facilities at the
Durban site

1.''
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Recommendations — TFR Identified Risks

The following mitigation recommendations are made to address the medium and high risk areas:

Inadequate resources
to approve the designs
for the 2 Diesel and 2.
Electric locomotives

TFR's infrastructure
unable to handle the
delivery of greater
than 300 locomotives
per year
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"The Information contained in this publication by PwC is provided for discussion purposes only
and is Intended to provide the reader or his/her entity with general Information of interest The
Infonvation Is supplied on an "as is" basis and has not been compiled to meet the reader's or
his/her entity's individual requirements. It is the reader's responsibility to satisfy him or her that
the content meets the individualor his/her entity's requirements. The Information should not
be regarded as professionalorlegal,advice or the official opinion ofPwC. No action should be
taken on the strength of the information without obtaining professional advice. Altliaugh PwC
lake all reasonable steps to ensure the quality and accuracy of the information, accuracy Is not
guaranteed. PwC, shall not be liable for any damage, loss or liability of any nature incurred
directly or indirectly by whomever and resulting from any cause in connection with the
information contained herein."

© PwC Inc. [Registration number 1998/012055/21]("PwC). All rights reserved. PwC refers to
the Soulh African mambsr firm, and may sometimes refer to the PwC network. Each member
firm is a separate legal entity. Please see www.pwc.co.za for further details.
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Appendix 52 1105
Transact; SOC Ltd. 13 Glrton Road.
Registration Parttown

- -Number 2193
1990/0009QO/3D

MEMORANDUM

Private Bag X47
Johannesburg
2000
Tel: 011584 0509
Fax: 011 774 9978

IRANSNEf

www.transnet.net

To: Mr. Brian Molefe, Group Chief Executive, SOC Ltd

From: Mr. Siyabonga Gama, Chief Executive, Transnet Freight Rail

Date: December 2, 2013

SUBJECT: SEEKING APPROVAL TO ISSUE STEP 6 FINAL CLARIFICATIONS FOR 599 NEW DUAL
VOLTAGE ELECTRIC AND 465 DIESEL LOCOMOTIVES FOR THE GENERAL FREIGHT
BUSINESS

PURPOSE:

1) The purpose of this memo is to seek approval from the GCE to issue step 6 (financial) clarifications.

BACKGROUND:

2) The tender for the procurement of the 1064 Electric and Diesel locomotives was issued on the 13 July
2012 and after various extensions it dosed on Tuesday, 30 Aprii 2013.

3) The evaluation criteria and methodology was approved by the GCE.

4) The evaluation methodology was to follow a 6 step evaluation process.

5) The evaluation process have been finalised for the following steps;

4.1 Step One - Test for Administrative Responsiveness

4.2 Step Two - Test for Substantive Responsiveness
4.3 Step Three - Local Content
4.4 Step four - Supplier Development & BBBEE Score Card
4.5 Step five -Technical valuations

6) On completion of the evaluations Transnet Internal Auditors reviewed the results.

DISCUSSION: •

7) Whilst the Cross Functional Evaluating Team (CFET) is busy with the evaluations for step 6 financial,
they were number of challenges around Transnet Engineering being a subcontractor as prescribed in the
Request for Proposal.

8) Challenges around TE are as follows:
• certain tenderers did not reflect TE as a major subcontractor,
• tenderers who used TE as a subcontractor did not Indicate a separate price if another facility

that is owned by the private sector were to be used,
• other tenderers that used TE as the prescribed subcontractor they also provided a price If they

• were to use other subcontractor.

9) Issuing clarifications will assist in'making sure that the CFET compare all the tendere(s)on the same
basis and that the pricing information which is being compared is on the similar basis.
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10) Following clarifications will be issued on ne 02 December 2013 and will close on the 04 December 2013.
The clarification will only be sent to th•* tenderers who have indicated that they will use TE and the
clarification will be as stated below.

a) To tenderers that used TE as the prescribed subcontractor:

Kindly confirm

il. • the percentage that will be si ^contracted to TE for 599 COCO Locomotives / 465 Diesel
Locomotives and

• what is the value (TE portion) c; your bid price per locomotive for 599 COCO Locomotives/ 465
Diesel Locomotives and

i. 11) As we receive the requested documenb from tenderers CFET will finalise the evaluations and issue a full
f], M&p report for step 6 and approval for short; ;ting/award which will include negotiations

BUDGET IMPLICATIONS:0
.., 12) The estimated cost for the acquisitio of the 1064 locomotives (including initial component float)

! ] comprising 599 new Electric and 465 lew DIesei iocomolives over the period 2012/13 to 2018/19 is
J R38,146m.

'.'1
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RECOMMENDATION:

13) I t is recommended that the GC: approves the issuing of step 6 final (financial) clarifications.

RECOMMENDED BY:

Mr.T
Chief
Date:

ns&nqa Jiyane
rocurement Officer: Transne Freight Rail

Cnfej-txectJllve: Transnet Freight P ill
Date:

APPROVED/

Mr. Brian Molefe
Group Chief Executive: Transne

Date: -t. r / t- . / J .
isneTS Ki LimiLimited

Mr. Anoj Singh I \
Group Chief Financial Officer
Transnet SOC Limited
Date: <=>2
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Appendix 53

Mr. Santhosh Plllay
GE South Africa Technologies (Pty) Ltd
130 Gazelle Avenue
Corporate Park South
Midrand

Tel: O i l 237 0000
Cell: 082 453 1844
Email: santhosh.pillay@ge.o3m

<
Mr. Thamsanqa Jiyane
Transnet Freight Rail
15 Girton Road
Parktown
Johannesburg
2193

Tel.: O i l 584 0589
Fax: 011773 0858
Email: Thamsanqa Jiyar

freight rail

2@transnetnet

Date: December 2, 2011

Ref: TFRAC-HO-8609

Dear Tenderer,

TENDER NO.: TFRAC-HO-8609
DESCRIPTION: SUPPLY OF 465 NEW DIESEL LOCOMOTIVES FOR THE G NERAL FREIGHT
BUSINESS (GFB)

Your tender dated 3D April 2013 refers.

Transnet has realfsed that the statement about TE (TRE) contained in the RFP has i d to different
interpretations by tenderers regarding the scope of work forTE.

In an effort to fully consider every possible factor, Transnet requires the following c xification:

1. What would be the Rand impact on your price per locomotive if you
did not use TE as a local subcontractor, but used an alternative
local private sector subcontractor?

2. What would your price per locomotive be if you did not use TE as a
local subcontractor but used an alternative local private sector
subcontractor?

i

Please do not submit or resubmit any information in additipn to the Informatic i required in the
returnable schedule.

Transnet reserve the right to issue further request for clarification.

Failure to comply may prejudice your bid submission.

Transnet SOC Ltd
RegtefraBpn Number
1990/000900/30

15 Girton Rd
Inyanda 2
Parktnwn
Johannesburg
2193

Private Bag x47
Johannesburg
South Afta, 2000
T T 2 7 1 1 5 « 9 S D 0
F+2711544 9597

Transnet Freight RaB Is an Authorised FIrtandai Services Provider Fsp 1SS2B

Directors! ME Mkvnmad (Otalrmsft) B Molsfe' (Group Cilsf Boaitta!) MA FanuctW Y Rsrtes HD Ga=ndam NP Mnxassna N Moola NR Nj-ks IM Shj u IB
Stesana ETshobaJala DU Tshep« A Singh' (Group Chief Hnanrfat OUter)
"E

www.transnBtfrelohtraa-tfr.net
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The envelope is to be deposited in the Transnet Freight Rail tender box which is located at Inyanda
No 1, Ground Floor, 21 Wellington Road Parktown, JOHANNESBURG and should be addressed as
follows:

THE CHAIRPERSON
TRANSNET FREIGHT RAIL
ACQUISITION COUNCIL
GROUND FLOOR
TENDER BOX
Inyanda House 1
21 Wellington Road
Parktown

OR

Clarifications can be emailed to the Secretariat Ms. Prudence Nkabinde and Ms. Lola Sokhela:
Pnjdence.Nkabinde(5itransnet.net and Lolo.Sokhela(5)transnet.net

Please note that this clarification closes punctually at 12:00 on Wednesday, 04 December 2013.

Yours Faithfully

ifate
Mjpfhar/feanqa Jiyane
General Manager: Supply Chain Services

TransnetSOCLtd
Registration Number
199D/00D9OO/3O

15 Glrton Rd
Inyanda 2
Parktown
Johannesburg
2193

Private Bag X47
Johannesburg
South Africa, 2000
T+27115-H9500
F +27 11 S-M 9S97

Transnet Freight Rail is i n Authorised Financial Services Provider FSP 15823

Directors: ME Mkwanazi (Chairman) H Mdefe* (Group Chief Executive) MA Tanucchl Y Forties HD Gazendam KP Mrwasana N Moda NR Njste IM Sharma IB
Skccsma ETsriabalala DUTshtpe A Singh" [Group OtefnnandalontaoO
'Executive

www. transnetfrdghtrti l- tfr.n et
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Slentenfe Pty Ltd.;.majco!ir. Rrlyald BatJX71, Halfway HousS, f'685
* 3FB.)

II: 1 QUESTION 1 AND 2

L]
 !

1. What maid b& the Rand impact &rl". ycjar pries p'Sr
ib6<5rh6iiV3 if ysu diH n'ot use TE asf. ^ focal
subcGniraGtor for SQ9 O:o-Cq, but usqd an
alternative local pri al&"$&&ot SiiibcQntraGfor?

2, Wfiat would yow c •(#• ^6/ locomotive bq •fof 59.9
Cô Go it you q' I' net use Tg as a. focal
subeQntractor but i secj an aiterf)atiV6 (deal private-
seetdr subeentract; r?

RCMX5

1^31,350, 0OD.00

•1

Notes :

> OUr original offer alfsi? fy included tha^ most commercially rdrripeiltive suppiiet1 e Te'F Irf
respsef fifths" mechan :al pQTUpri^ricJwas ajre"ady decfare^ ih Gur Jocaland irr fejted
declaration - Annexure s Q, Q awi &.

>" We .have specified tha tye. WouM- Mjrfe Wit'H 6'rtJief TE t5f (JQWort an equally s 5pecf,

The above prising is in accordan a \$th- the- terms and conditions spBfeifle"d in our origin:
rtaid pntrre-SpthApril.2i31'3.

• Tradsmiltal, r4prbductlon, dfsaemlna
to olhera wllhoat express ajilhorbalion ug©/a?' * a i Offemiersjvill 1
onant nr mnlstnsiion nf a iilllilv mArts| nr

0 5 - 0 4 DEC 2013
and/of rjflfng of this documents well as oi

OFFICIAL TENDER C )CUMENT
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Irtlbslcuctuie a lties

Data & Company Slatnp.
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BOMBARDIER
04 December 2013

The Chairperson
Transnet Freight Rail
Acquisition Council
Ground Floor
21 Wellington Road
Parktown

Bflteleur Place
1 * Floor
Hartford Office Par:.
SOBekkerRoad
Vorna Valley
lEse
South Africa

2SD0l45.24"S
28,VB'4Z7A'E

PO Box IE 04 2

1613
South Africa

TENDER NO: TFRAC-HO-8c 3
DESCRIPTION: SUPPLY OF 599 DUAL VOLTAGE ELECTRIC LOCOMOTIVES FOR THE
GENERAL FREIGHT BUSINESS (GFB)

Dear Chairperson,

Your letter of 02 December:: )13 refers, and this response also refers to and clarifies our iubmrtted
proposal of 30 April 2013.

Bombardier Transportation E uth Africa (Pty) submitted our proposal on 30 April 2013, bas^d on our
understanding that use of "ransnet Engineering (TE) was compulsory. In response o TFR's
questions of 02 December, v 5 have assessed our expected costs and we estimate significant price
impact if we were to not us TE as a local subcontractor for 599 Co-Co, but instead wee to use
alternative local private sectc subcontractors.

Private sector alternatives tc "E not only have significantly lower labour and overhead rates but they
are also able to absorb setu; costs as part of longer-term development plans that are in sc ne cases
already in implementation. E imbardier Transportation has experience with suitable local suppliers
and has in the past discusss this possibility; however In the time available we have not be-n able to
secure any firm quotes, from ; atential private sector subcontractors.

Based on thess factors, BT sstimates that the price reduction to substitute a local private sector
subcontractor for TE scope c uld be R1 905 514 (R863 644 from reduced rates and R1 041 870 from
lowered setup costs), which /ould result in a per-Iocomotive price of R29 049 486. This change of
subcontractors is not expect-: i to negatively affect Supplier Development or delivery schedi/ 3.

Therefore, Bombardier Trar portation's indicative Tesponss to TFR's clarification requ sst of 02
December 2013 is, according to the same inclusions and assumptions from our offer of 30 rptil 2013,
Price Sheet*Section 2 Base rices:

1

2

What would be the Ran impact on your price per locomotive if you did
not use TE as a Iocs subcontractor, for 599 Co-Co, but used an
alternative local private; sctor subcontractor?
What would your price er locomotivs be for 599 Co-Co rf you did not
use TE as a local subc ntractor, but used and alternative local private
sector subcontractor?

{- R1 905 5 i4)

R29 049 48 i

Sincere Regards,

("-,1/Ly

David
Director, Business Developrr jnt
LOCOMOTIVES
Bombardier Transportation
Bombardier Transportation South r lea (Pty) Lid
Company Regislratai No.1925A)114'.: /07 VAT Registration No. 42S015B54S
Chairman: Alan Flint
Chief Country Representative: Aub. y Letavkna
Non Executive Directors: VioletiaD s, Dumisa Dlambulo, Armstrong Nflcobo, Pali Sampso
Executive Directors: Eajseth Dayar. xi, Calvin Feher, Aubrey Ukwane, Chrbtinah Matolo,

0
tni

1
MR

4 DEC 2013
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To:
Prudence.Nkabinde
Acquisition Council Secretariat

TRANSNET FREIGHT RAIL

Inyanda House t, 21 Wellington Road,
Parktown, Johhanesburg, South Africa

E-mail: Prudencs.NkabInde@transnet.net
Lolo.Sokhela(3)transnet.net
Lindiwg.MdletsheOtransnetnet

From:
Wang Pan
General Manager

CSR E-Loco Supply (Pty) Ltd.

1s1 Floor, China Construction Bank Building,
95 Grayslon Drive, Sandton, 2195,
Johannesburg

Tel.:+27-10 007 1127
Cell:+27-72 562 5154
Fax: +27-86 599 7734
E-mail: alton(5)csrzelc,com

Date: 0401 December, 2013
Our Ref.: TFRAC-HO-8608/CSRE-004

Description: Response to the Third TFR's Clarification Request regarding the Tender for

Supply of 599 New Dual Voltage Electric Locomotives for the General Freight Business (GFB)

Dear Madam or Sir,

CSR E-Loco Supply (Pry) Ltd. (hereafter as CSR E-Loco) received TFR's Clarification

Request sent by Ms. Lindiwa Madletshe on 02nd December, 2013.

After carefully calculation, CSR would like to provide TFR with the following response based

on the offer in our Bid Response Documents submitted on 30th April 2013.

1. What would be the Rand impact on your price per

locomotive if you did not use TE as a local subcontractor for

599 Co-Co, but used an alternative local private sector

subcontractor?

2. What would your price per locomotive be for 599 Co-Co if

you did not usa TE as a local subcontractor but used an

alternative local private sector subcontractor?

R3,480,000.00

R28.890.000.00

Note:

1. The price doesn't include any Hedging cost again foreign exchange fluctuation. The

above-mentioned price is based on the exchange rate'we sated in our Bid Response

Documents submitted on SO"1 April 2013.

2. The above-mentioned price doesn't include any price escalation. Please refer to the Index

Formula in our Bid Response Documents submitted on 30s1 April 2013.

on N D J 2012/123051/07
W.TNo.:<B5tES-.I37
Addrus: 1" Floor. Chirm Connruction Batik Building,

95 Grayston Drive, Sandton. 2198, Johannesburg
TU*Zr-n 007 1127 f a f i

' ~injyi*uzr

ciw-on 011»mn=l SOC L M * «<*«•• t«

0 6 - T 4 DEC 2013
CHAIHMAN
ACOUISITION COUNCIL.

CSR E-LOCO SUPPLY (PTY) LTD.

0057-0368-0001-0131
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3. The above-mentioned price doesn't include the Spare Parts and Special Tools. The price

of the Spare Parts and Special Tools refers to our Bid Response Documents submitted

on 30th April 2013.

Best regards,

General Manager
CSR E-Loco Supply (Ply) Ltd

R.BiJlrstion No.-

VAT No.- 4850261837

Addruj ; 1 ' Boar, China CcnUjueSon SsnJi 3ui

05 Gra/slm Drtvt, SarKdUn, 219S, Jo

7«I.!«1MO 007 1137 ?««l « 7 « 6 5S3 T W '

A Civfcon ollrinintl S.OC I M M BM.NC. 1B5WKQSO0O3

"CHAIRMAN
'WSEOsmoN COUNCIL.,fc:

CSR E-LOCO SUPPLY (PT0 LTD.
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Eleetro-Motivs Diesel Africa (Pty) Ltd.
14,12th Street. Menlo Park 0081
PO Box 35280 Mento P a * 0102
Tel +27 12 346-4035
Fa*+27 12 345 6379
Reg 2011/006352/07

9 January 2014

THE CHAIRPERSON
TRANSNET FREIGHT RAIL ACQUISITION COUNSEL
GROUND FLOOR
TENDER BOX
Inyanda House 1
21 Wellington Road ' ' —
Pa rktown, South Africa
C/O Ms. Prudence Nkabinde (prudence.nkabindeg :ransnet.net) and
Lolo Sokhela (Lolo.Sokhela@transnet.net)

Subject: Request for "Best and Final Offer"
Reference: Transnet letter dated January 4, 2014 igarding Tender No: TFRAC-HO-8609

DearSir/Madam:

Electro-Motive Diesel Africa (PTY) Ltd. is in receipt f you letter dated January 4,2014 regarding
Tender No: TFRAC-HO-8609 for the supply of 465 C esel locomotives, and we are in the process of
preparing the responses requested.

Please note that with respect to TFR's request that Adders provide a quotation "using sub-
contractors of [their] choice not Transnet Engineer ig"; we trust that this does not allow a bidder
who did not previously offer a non-Transnet Engin •• ering option to now amend their bid to include a
new "private sector" offer; If this is the case wear concerned" that this could jeopardize the
integrity of the tender process.

We request that Transnet please confirm that the : -ocess of submitting a best and final offer will not
allow a bidder who did not include a private sector jffer in their original bid submission to now
introduce a private sector offer.

Best Regards,

SibanilVingomezuiu
Chief Executive Officer

A Diviton ol 1 ~ Miri SOC UmSxS Reg.K«. I

03 - 0 7 JAN
CHAIRMA. I.

sr

»?
Directors: B Graney (Chairman) +, S MnsoroezuRj*

Company Secretary: Bsrlotvorld Trust Co ltd

EKD Africa is a Bartoworid, EMD Joint Venture Company. EMD is ovr - :d by Progress Rail Services, a CMerpillEr Company

I0057-0368-0001-0133

TRANSNET-REF-BUNDLE-01403
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Mr. Sibani Mngomezulu
Chief Executive Officer
Electro-Motive Diesel Africa (Pty) Ltd
14,12 th Street
Comer Charles & Brooklyn Street,
Menlo Park, Pretoria, South Africa
0081

Tel: 012 365 4036
Email: sibanim@emdafrica.corn

Brian Molefe
Transnet SOC Ltd
Carlton Centre
150 Commissioner Street
Johannesburg
2001

Tel.: 011308 2313
Fax: 011308 2315
Email: Brian.Molefe@transnet.net

Date: January 21, 2014

Dear Sir, •

REQUEST FOR BEST AND FINAL OFFER: TENDER No: TFRAC-HO-8609

1. The above matter, our letter dated 4 January 2014 and your letter in response dated 9 January

2014 refer.

2. We wish to point out that the Request for Proposals in respect of the 465 Diesel Locomotives

made it very clear that it is compulsory to usa Transnet Engineering (TE) as a subcontractor.

3. Based on the above requirement, bidders were not expected to submit a proposal using any
private sector company as a subcontractor and it would be very unfair to even consfder any offer
which included such an option since TE was a compulsory option.

4. Should Transnet now consider a private sector option/offer, it will only be fair to give all bidders

an opportunity to provide such an offer which our request of 4 January 2014 has done.

5. We therefore wish to advise that all bidders have been asked to submit an alternative private

sector in their best and final offer in order to ensure that the "process is fair to all bidders.

TrarisnetSOCLtd
Registration Number
1990/000900/30

Carton Centre
150 Commissioner
Street
Johannesburg
2001

P.O. Box 72501
Parkview, Johannesburg
South Africa, 2122
T +27 11 308 2309
F +27 U 308 2315

Directors: ME Hkwan3zl (Chairman) 8 Molefe* (Group Chief Executive) MA Fanucdil Y Fortss HD Gazmdim W Mnrasana N Moola NR Njeks IM Saraia IB Staana E
Tshatabla DU Tshspa A Slush' (Gmiip-CNef financial Offer)
"Executive *IncS»n

Groq) Company Secretary". MIC CeSa

www.trsnsnet.net
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6. Based on what is set out above, . ransnet is of the view that the integrity of the procurement

process has not been jeopardisec

Yours Faith&illy

Brian Molefe
Group Chief Executive

I0057-0368-0001-0135

TRANSNET-REF-BUNDLE-01405
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Operating Division .
Engagement Name
Engagement number .
Period of review
Issue date
Report Status

Transnet Freight Rail
1064 Locomotives Acquisition Control Effectiveness Review
TFR4009 . '. ; • )
01 April 2016 to 31 December 2016
8 August 2017
Final Report

A
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8 August 2017

M i Rita Roper

General Manager. Capital Programme

net Freight Rail

Inyanda House

15 Glrton Road

Parktown

2193

Dear Rita

We have completed our risk based audit of the control effectiveness of the 1064

locomotives Acquisition project In accordance with the Audit Planning Memorandum

signed and dated 05 October 2016. The results of the review are presented In this report.

We value the opportunity to work with you and sincerely appreciate the cooperation

and assistance provided to us during the course of thl i engagement. W e win be pleased

to further discuss any aspect of our procedures or th l i report with you or other members

of management at your convenience, If you have any questions please contact me on

083 419 7404 or Jaco Hoon on OSZ 727 J831.

Please note that this report Is Intended solely for the Information and use of the Transnet
Audit Committee, Transnet Management, and any other similar governance structures.

Yours faithfully

Xollswa Ntshlngila

GM: Operations Audits

Ce: As per tne distribution list

Mmathabo Sukati

Chief Audit Executive

MANAGEMENT'S REPORT ACCEPTANCE AND ACTION PtAN COMMITMENT

W e as management of Transnet Freight Rail have agreed to the scope of the audit is

Included in the Engagement Scope Letter dated 11 January 2017.

We have provided all the information requested and attended to th« queries raised by

internal audit

We are commiUed to an Improved system oTrlsk, governance and Internal controls.

We agree with the findings raised and have developed appropriate sustainable action

plans to mitigate the weaknesses Identified. T h t action plans Include containment of

the findings (if required!, In addition root causes for the flndlngs'and the related risk

Impacts have been considered during the development of the mitigating act'on plans.'

We accept the report rating and will monitor progress on the Implementation of the

actions plans.

On behalf of management

J

»

JoKan de la Rey

Capital Competency Leader

TiA Account lead: KPMS

Transnet Internal Audit

Rita Roper
General Manager; Capital Programme

Transnet Frt'ght Rail

Date

I

J

I
I0057-0368-0001-0137
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Section 1: Executive Summary

.". * * * • . » • ' - . " -

0 l I 1 0

Control Fff*rtlven»f« Flndlnjj

4,11

42.2

4.2J

No local Content verification has been conducted
to date on OEMs - potential reputatlonat risk to
Transnet

Further project delays may result In critical skills
shortages

Potential claims and escalations may result In the
remaining contingency not being sufficient to
complete the project within the current approved
ETC

Methods
and

Practices

People

Methods
and

Practices HJJKS

1.1 Basis of Overall Report Classification

The overall results of the engagement Indicate that limited reliance can be placed on the
r .operating effectiveness of controls relating to 1064 Locomotives Acquisition project,
,'•• slnca a number of findings rated as "Priority 2", 'Priority 3* and "Priority 4"has Identified

Instances Indicative of "limited assurance". This report (control effectiveness) Is
therefore rated as "Requires Improvement*.

TRANSNEr

1.2 Basis of Overall Residual Risk Classification

Despite management and executive management's best efforts, there are a number of
project success factors that remain at risk and could possibly affect the cost and on-time
completion of the project The residual risk pertaining to the project Is therefore
considered to betiifh:
« At the time of the review, agreement was not yet reached with 6Ton the conditions

attached to the revbed delivery schedule. TFS Is comfortable with the revised
delivery schedule but did not accept the conditions (possible Increase In costs)
attached to the revised schedule. Negotiations are still In progress. To dste, R4.9bn
has been paid to BT {as per ISA) with no locomotives accepted Into service. BT
continues to experience financial difficulty.

" GE and C5R continue tracking behind schedule. Penalties have already been Issued
to GE In 2015. TTR Is awaiting formal feedback from CSR on reasons for delavs after
which penalties will be Issued, If required.

• CNR's revised delivery schedule [with no Increase In costs) was only recently agreed
(Mr / 2017), with the first six locomotives expected to bi accepted In September
2017.

TIA takes cognisance of the fact that the agreed changes to the originally contracted
delivery schedules has thus far not resulted in an Increase In ETC and that the extended
delivery schedules has cash flow benefits for Transnet.

1.3 Introduction

The Implementation of Transnet's Market Demand Strategy |MDS] continues to bring
about fundamental changes to Transnefi current business processes and Its Internal
control environment The MDS Initiatives have Introduced significant emerging risks to
the business environment specifically due to material commitments on the locomotive
replacement programme combined with a worsening economy arid pressure on volumes
and consequently repttat affordablllty. As a result. It Is Imperative that TIA provides
management with a view of the level of the adequacy and effectiveness of existing
controls within Transnet's key business processes (KB?) In response to the significant
changes In Transnef s risk profile.

tSiSiffi WSitr>T;rrW*?%J%

^^v.'.'.-r-^.-,; :-:,-.<M;v:!-v-;»?i-.s-.:.-.-*<;•->
iwitrff
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1.4 Bsckgroun- o the Engagement

' ,TFR i i ln lhiprocs i ; f procuring 1DS4 new locomotives (4E5 diesel and 599 electric)
,V* riom four Original £3 pment Manufacturers (OEMs).

Transit's procurer:
tha following kay as;

• Allfinmentwith :
and

• Increasing focal .
technology.

TFR entered into fix _
deliver the 1C64 Iocs
wish TE ts cc ras.-ufi

.t strategy for the acquisition of 5064 new locomotives. Includes

.-tj:

i(3overnmentofSouthAfrica'ssoclo-EConomi:policy framework;

ntent through developing skills, creating Jobs, and transferring

price contracts In 2014 with each of the OEMs to supply and
stives. In turn, the OEMs entered Into contractual arrangements
urc ih : majsrity cf !h= Isssnetlves in 5cu!h Afrin. •

Under the Jgreener 1TR contracted with the four OEMs (and TE). [o deliver the four
classes of locomotive is Indicated below:

-• • r-ifciMrfflJiTarv*'*'-'-"'"-^'''' '• . t:•"-•, i f frf i j
China South Rail
[CSRI
China North Rail
(CNR]
General Electric
(GE) ™
Bombardier
Transportation 23£
(ar)

359

232

233

240

Contingency
Total 1064

FUa.Cbn

RIO.Cbn

R8.4bn

»13.1bn

R4.9bn
RVIJtbn

This revbw Tocused c theTFA/OEM relattonshtp to ensure that 1064 locomotives are
delivered within the i proved budget, i t the correct quality and on scherfula.

1124
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1354oF
direct

rarUms

of the
design
that Is
.-quires

As at the 2015/17 1 nclil yea r end, 44)4 of the R54.4bn has been Incurred v.-l:
locomotives deliva J and accepted. It should tie noted that there is r
correlation betwes :ash flow incurred versus locomotives delivered, due tc
contractual prap3yr nts to OEMs relating to factory set-up, relocation etc.

It should also ban: d that a 1064 Health Check review was performed In C
2016/17 financial y -. -. The focus of the Health Check Review was on tho contr:
adequacy, hence ti' review enly focused on the control effectiveness testi^-
based on the Hea'' Check's control design adequacy assessment (rating:
Improvement).

1.5 Objective* I the Key Business Process (KBP)

The objective of trs :y Business Process is to effectively plan, organise and cc- dlnate
resources and prop activities to brlns about the successfulcompletlon oftru' peciflc
projsrt goals and - jectlves to support operations and stmtzgy of the G iratlng

Division. These Indu ::

• To ensure thai 1 i project budget and schedule are managed In a contrail-

m3nner In line h approved procedures

• Delivery of gaov ind services on time, within budget, scopa and quality re Jired

and In accords- with contractual obligations

1.6 Significant sks for the Project

;ement Notification Letter, the following significant rt.: wereIn tarms of the En:

indicated:

• DafldEndes in c

timely ds'ivcry -.

• Continuouschi

th)2 progracim*

• Funding availab

withrssultantc-

Ject management practices may have a negative impact ~ tha

he proJG -t as VJHW as potential budget overruns;

;s In the ,-narkst conditions that could have negatrve imp t on

d project business case; and

•f that co jld necessitate the delayed completion of ths 3- its,

: escalation.

£E3

i
i
i
i
i
i
i
i
i
i
i
i
i
i
i
i
i
i
i
i
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1.7 Engagement Objective(s)

'K The m»ln objective of the 1D54 Locomotives Acquisition project rtviewwas to assessthe
%3,'i ' operational effectiveness of controls In terms of the expenditure and timelines

committed In ihe Locomotive SuppV Agreements (L5As(. Other objectives of this review
Included:

• Assess the reliability of project progress reporting. In terms of schedule
(milestones), costing and supplier development;

• Assess the project schedule Integrity (validity, completeness and accuracy); and
• Determine that project scope management and validation Is governed and

executed Inline with the set policies and procedures and LSA.

l . S Engagement Scope and A p p r o a c h

As documented In the approved Scope Letter and In line with the approved Annual
Internal Audit Plan far 2015/17 FY, this engagement was executed In line with the scope
and approach agretd to with management. The following are the key highrighis of the
agreed engagement scope and approach;

1.5.1 Enpagement Scope
The scope of tha review Included control effectiveness testing of the following areas:
• Cost Management and FTC
• Contractlrg and Contract Management
• Legal Status of Contracts
• Operational Readiness
• Regular Reporting and Wjrrant Management
• Risk Management
• Skills and Resource Management

' • Supplier Development and Local Content

1.8.2 Engagement Approach
TtA followed a risk-based approach to ensure focus on significant risks that could prevent
management from achieving their operational objectives. TIA evaluated the adequacy
and effectiveness of controls In managing these significant risks down to an acceptable

IRANSNEr

level and developed recommendations for enhancements or Improvements where
relevant.
TIA's sucfrt approach was mainly a top-down risk-based approach, which entailed the
following:
* The Identification of significant risks and related controls. This was performed as

part of (he 3064 Health Check revlew'ln September 201S
• Evaluation of the adequacy of controls to manage related risks. This was performed

as part of the 10S4 Health Check review In September 2016
• Evaluation of the effectiveness of controls that are daemed to be adequate
• This Internal Audit Report, highlighting audit deficiencies and recommendations is

presented to Management for their comments and actions plans
• Follow-up up adequacy (Health Check) review.

1.8.3 Scope Exclusion^
WMst we audited controls around the key processes and high risk areas ag-eed between
TIA and Management, below are the areas that did not form part of the scope of this
engagement:
• Control Adequacy assessment as this was already completed In the 1C64 Health

Check review performed In September 2016
• An evaluation of the likelihood of project success
• A review of the full suite of controls si prescribed per the Integrated Capital

Project Assurance Framework (ICPAF), and the Project Llfecycle Process (PLP)
• Rendering a legal opinion over adequacy of contracts and contract clauses
1 Specific assurance regarding engineering design adequacy and technical

specifications
• Testing of operating systems, ITSCs, networks as well as any database
• Fitness far purpose of the capital project and contracts
• OEM ITE manufacturing and related processes, or cost benchmarking.
• Detailed Supplier Development and Local Content verifications.
• Detecting Inaccuracies In the documentation presented by Transnet; and
• Conducting I review of any underlying processes/controls not Included In the

abovementionod scope.

0057-0368-0001-0142
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1.8.4 Scope Limitations

*., During our review of SO and LQ the TFR 5upply Chain Services (SCS) team Indicated that
«•* due to confidentiality reasons TIA was not (allowed to make copies of any Information

pertaining to Financial 01 other SO and LC related Information. TIA were only allowed
accass to view the Information In the presence of the TFR SCS taam. TFR did however
answer all TIA's questions and displayed material / supporting documentation on the
screen or In hard copy where required.

1.9 Performance Improvement Observation

The 1054 Locomotive Acquisition project commenced prior ta the Implementation of
the Transnet Programme Management Framework and Capital Operating Model.

The investment of RS4bn constitutes a material part of the MDS, It also Impacts on
various ODs [TFR and TE {as a subcontractor)) and Is based on a complex contractual
structure with four OEMs with various complex objectives relating to Supplier
Development and Local Content It Is therefore crucial that governance best practice
principles are applied as far as practical to ensure that overall outcomes and benefits of
the investment are tracked and realised during the course of execution.

TIA takes cognisance of the fact that various governance structures (e.g. TFR Loco
Sleerco, TE Loco Steerco and Groip Loco Steerco) already exist and that thesestructures
all contribute to overall project governance. However, Transnet should consider
Implementing the latest governance best practices where practically and commercially
viable as per prevailing frameworks and models to further enhanca overall project
governance, specifically In the following key areas:
• Integrated Schedule Management: Managing an Integrated schedule taking Into

account OEM delivery schedules as well asTE production schedules and TE/ OEM
sub-contractor schedules

"', • Integrated Cost Management
' ' Scope Management: Overseeing scope changes and approval across the

programme and OD boundaries.
" Stakeholder Management with specific focus on a consolidated view/ tracking of

Supplier Development and Local Content requirements to ensure Transnet Group
and MDS requirements and objectives are achieved.

lRANSNEr

1.10 Report Close-out with Management

The overall rating of this process Is "Requires Improvement" which dictates that we
dose-oul the report with Rita Roper, General Manager: Capita! Programme.
Consequently, the report was discussed and closed-out with Ihe following TFR officials:
• Frikkie Harris: TFR Project Director
• Rita Roper:7FR General Manager-Capital Programme
• Gene Beillngs: TFR Executive Manager- Planning and Governance
• Llndiwe Mdletshe; Executive Manager-Sourclng
• Ravi Naln TFR Chief Executive
Wfl wish to Inform management that a proper close-out process has been followed and
that all the relevant officials have been Involved In this process.

1.11 Overall Management Comments

We hava held relevant discussions with TIA and we are of the vlev/ that the findings
raised from this engagement are relevant and wfil receive appropriate attention from
management We further confirm that taking into account the recommendations raised
by TIA we have co-developed Improvement plans that will be Instrumental In resolving
the shortcomings raised by TIA.
It remains management's responsibility to Implement the agreed action plans. These are
detailed In the 'Management Responses" column In Section 4 of this report.

1.12 Management Responsibility

Management Is responsible for the establishment and maintenance of an effective
system of governance to:
• Establish and communicate organisational goals and values;
• Monitor the accomplishment of goals;
• Ensure accountability and values are preserved; and
• Detection and prevention of fraud.
Management Is further responsible for the establishment and maintenance of an
effective system of Internal control. The objectlvesof the system of Internal control are,
Inter oth, to provide management with reasonable, but not absolute, assurance that:

J$i||J!ES3B3Sij3&i^
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Risks are properly managed;
Assets art safeguarded;
Financial and operations! information are reliable;
Operations are effective and efficient; and
Laws, regulations and contracts are compiled with.

1.13 Agreed Next Steps

• AH Improvement plans will now fc« uploaded onto SAP GRC for resolution by
management

• Management to address all the shortcomings Identified and strive to Implement the
Improvement plans within the agreed timelines

• T1A will conduct follow-up audits with the objective of providing management with
ais'jrsncs that the Identified shortcomings have been resolved effectively

• It Is management's responsibility to update the relevant Process Controls Manuals,
Control Frameworks and Control Self Assessments.

1.14 Appreciation

Some Initial delays were experienced with the commencement of the control
effectiveness testing due to some operational challenges rendering theTFR project team
unavailable to start the control effectiveness testing towards the end of 2015.
Effectiveness testing commenced on 19 January 2017, with certain TrR project team
members being out of the country for a two week period In March 2017 attending to
urgent project related matters In China.

We wish ts take this opportunity to express our gratitude to management for the
support and co-operation that we received during the execution of this engagement.

i

i
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Section 2: Summary of Results
.;-/ Tne following table Illustrator the summary of the control effectiveness of the controls that were evaluated as part of this engaga-anc:

2.1 Control Adequacy Assessment

Control adequacy assessment was performed as part of ths 1054 Health check review In September 2016 (refer to Health Check report hsua: 12 September 2015). During this review

we only performed control effectiveness testing.

2.2 Control Effectiveness Assessment

r

Cost Management,

FFC tXC and

Contingency

Contracting
Contractor
Marajement

legal Status

Operational
Readiness

Regular Reporting

and Warrant

Management

' # . • ' ' • • ! • •

Financial lots due to potential payment of th< Incomct Varbtion Orders, and
payment approvzl attesting authorised level of DOA.
No time or Insufficient time allocated tn the delivery and acceptance schedule
which may result in the acceptance of defective locomotives.
Inaccurate forecasting and non-completion of milestones ( I t . measurement
thereof] which may result In Internet accounting for work-in-progress, actuals
and forecasting.
Project may not be delivered within approved ETC due to Jn«ifll;l«nt
Contingent

Them Is a risk ot poor performance on the project if execution roles and
responsibilities at* noi clearly defined.
Without punitive measures for poor performance, the project runs a risk of
having cost overruns and schedule delays.

Failure to manage the contracts properly may lead to contractual disputes.
The project may face delays if disputes are not resolved tmeoijsiy and per
eentract conditions.

Operating tiMstons may not be ready for the project m terms o
d syrtetrs.

potential ncn-comptfarict with contract clauses which may result In financial
fines and penalties per the contractual agreement
Inability to allocate dear accountability, authority and responsibility for
decisions made.

F^lure to meet project milestone date deadlines as per the a|reed delivery and
a>eeaptaftee i theddM which may result In poientlal financial fines and penalties.

-2&s

J ^ i

4.J3

fil8i^^ p®^ttS

i
i
i
i
i
i
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i
i
i0057-0368-0001-0145

TRANSNET-REF-BUNDLE-01415



1129

IRANSNEf

I
I
I
I
I

t

I

[/

\

."•i-iM*..'

Risk Management

Schedule
Management and

S'.ffljond Resources

Supplier
Development

L malcontent

roject delays and potential project budget overruns due to a tsck of
appropriate oversight over project variations by th« owner,
faJfure to meet dedgn spectn»tlon requlrerncnti by the owner which may
mul t In ihe need for rework, siEniftcant project delays and failure by the project
to deliver project benefits,

Project delays due to Inaccurate, Incomplete and non-tlrntou* reportlni on key
project risks, critical Issue* and matrices.
rJon<omp*Tanee to preliminary contractual requirements may lead to delayed
project execution.
Inadequate representation of all stakeholders on gavtrnznee forums eg.

Failure to deliver on projf ct deiK'erabf es due to significant project rUks not being
Identified ind/or effectlvetymtt'gated.

Failure to defrvtr project deliverable* In accordance with the agreed deUvtry and
acceptance ichpdu!*, contract terms, budge ted costs and agreed quality which
may result tn significant financial loss.
Inaccurate forecasting resulting In financial loss due to Ineffective cash
management.

• A poorly developed and executed project resource p'an may lead to addltbnat
coat and schedule o/errunt.

OEMs are not delivering onSD requirements.

OEM progress on Supplier Development are Inaccurately reported to
stakeholders.

* OEMs are net delivering on local Content requirement!.
• OEM progress on local Content reported to stakeholder! nay be Inaccurate or

unreliable..

^T:^r^t^: ;

2.3 Overal l Control Env i ronment Assessment

3s :-cd on our assessment of the adequacy snd effectiveness of controls, our assessment of the overall control envlror.r- nt, limited to the scope of this enptement, Is as follows!

•0057-0368-0001-0146
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Section 3: Cost and Schedule Analysis

3.1 Cost Analysis

The approved budget for the 1054 Locomotives Acquisition project Is R54.4bn. M at 24 March 2017, the project had approved commitments of RSI jbn, actual expenditure of
R23.9bn. A detailed breakdown per OEM Is provided below (all flgures supplied by Tf R management]:

CI^-CSK

O m U I - B T

Cto«O-GE

CU1S4S0-
CNR

Cantlngenclas

Total

, : • • ; ; - , . : ' • / •

fJtjirfriflnWgs

1SB35
801000-

13 043 210 000

8 423 690 000

9 947 000 CCO

4 954 722 000

54415423 000

iy^ii'lftfylN^ J! 'fir '•'|-n *i *"r '""*

,*; f̂ *- <->-77i3a^ai':,"

1S03S 8 0 1 0 0 0

13 049 2 1 0 0 0 0

S 423 690 000

9 947 000 000

2 129 335 548

S1S9OC3SS41

lOCBt

100K

lcox

100K

43«

95S

S 424175 291

4 935132 764

5 971575 221

2 4QS374S78

1075 717 745

23S72 97SS93

52X

3SK

71«

24S

22N

44X(N2)

1BO35 8U1UUO

13 043 2X3 CCO

8 425 690 KO

S947OC0 000

2129 335543

51S3OO35S43

u

0

0

0

2 82S3SS4S2

Z . U 3 8 6 4 S 2 l N 3 ,

* - * ' - ' • • • ' ' • . ' t * ' • • -

' / • • • : • : , • • ' • • • , • • ' . • , . • . : , • •

OS

OH

cx

57)4

5X

Nl: Overall ETC of RSI.Sbn was reduced due to credit note received from CSR.

. ' N2:1334 of locomollves delivered and iccepted at the time of the audit, versus 4454 of costs committed.

N3: Contingency - please refer to comments In findings 4.2.3.

- I

0
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3.2 Schedule Analysis

Below b a summary of progress against schedule as at 24 March 2(117 [as supplied b- 1TR management):

tgfegg&&H6& vpmtmi^ia'-"'-^' l^ ;Hi iy i ;^' l iE5

I

GenenlElertrte(GE).
«40

Bombardier
Transportation (BT) -
23E

Chrna Southern flsil
(CSK)-I2E

143

S5J

sow

Z2*

On 24 November ZO1STFH rejected tfie revhed
sc^ edule and additional COSTS proposed by GE.
V-: orljtaal schedule M per ISA (loctxnot!ve
^."Fly Agreement) Schedule 2 ts tAerefore stID
th ' asreed descry schedule. As a result,
pp alrej tor delivery sliop»te h»vs been
Iss gd to Gt In 3016.
D": to the relocation of the production facility
ta Durban, a reused delivery schedule was
re ifred
At -Se time of Ute revhw, sereement was not
y c reached wfth 8T on tht conditions attached
to *h«rrvlseddefVeryschedule.TFRb
co. -fortabls with the tevtsed delivery schedule
\>L< cfldnDl accept the ceridJttens (possible
Ire-a sf In costs) attached to ihe revised
id -dule. Neeotlit'onj am still In progress.
In.' me 2016 » revised denuery schedule with
no ncreiselncosuwuagteedv/thCSR,
Ha1 'ever, duato an unfortunate safety
Ire1 Jent the production lint was clued for I
pei ad of tlmt resulting In delivery delays. 1FR
hi. discussions with CSRandlf the approprtalB
do -jmentatlon b not received from CSR In the
gK • rt time, penalties wDf bt fevfedl aecordlne to
th^ uwtracL

rsa~«

Iu
•
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China Northern R i l
(CNR}- 4S0

Tot* I

Out ta the relocation of the production facility
to Durban, a revised delivery schedule was
required. In Apr 12017, after TFR's technical
team's visit to China, CNR provided i n updated
deitvery schedule (with no additional eoiU).
TTR accepted the revised schedule with the
first six locomotives expected to be accepted
In September 2017. Final approval for the
revded f^eduled was submitted ta the GCE In
MayZ017.

The revised de livery*chedu?« 3gre*d with

the »ppi!tab|e OEMs ( u outlined above)

have thuj far RQ^ fegub'ed an fncreaic In

ETC (RS4.<bnJ. Overall projeci completion

\s currently planned (or October 202Q

{exduding 0T).

• Progress against delivery schedules art

monitored DO a continuous basis and

remedial action Implemented whsrs

applicable and reported to the relevant

fiovernanca forums.

However, the (oPowinu ootimfal Irppacts/rfalct

Investment rtsk on BT, given the amount

spent vi . delivery to date, given their

Financial position.

posi&Ee additional operating coit u

Trarunet has to refurbish old equipment to

maintain operations In the Interim while

the new locomotives >re delivered and

accepted in to operations.

mi*

WM.

fill
•-'f.S'-•!••'•('
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• Further cie'rv y tflppaga Jnd/or any

poltntlal da r ard/or escalations may

result In t> remaining contingency

(M.Sbn] no; : ne suffldent to complete

ttw pro]=d w: iln the current approved

ETC(Estimat: otalCcst

The residua' r'uV se ilnlne to the project Is
therefore ccnsldcr: to be Kgh. Also refer to
section 1 2 and 4.2 r Further detais.

•h
i

i*t Mik trvndinc down

I
i

I
j
i

iii
i
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Section 4: Detailed Findings

. J. Control Adequacy Findings
"r

Control adequacy assessment was performed as part of the 1054 Health Check review in September 2016 (refer to Health Check report Issued 12 September 2016}. During this review

we only performed control effectiveness testing. Hence we don't have specific Control Adequacy findings in this report.

1.2 Control Effectiveness Fit dings

Based on the evaluation of the eff ictlvenoss of controls relating ta significant risks, the following effectiveness findings were identified during the ensajement:

4.2.1 No Local Content verification has heen conducted ta date on OEMs - potential

reputation..! ris» to Tfs. inat

Risk
The Local Content requirements imposed by the Department of Trade and Industry and

contractually agreed w ih OEMs may be behind schedule or not achieved on an overall

basis by OEMs, result In,; In rcputatlonal damage (or Transnet and the OEMs.

Control (Criteria!

* Local content of 55^ i on Diesel Locomotives and 60% on Electric Locomotives by value

of the contracts ha 1 been agreed with all OEMs

• The DTI Issued notice "Imitation and evaluation 0/ bids based on a stipulated

minimum threshold for local production and content far the rail rotting stock sector"

signed by the Mincer of Finance on 17/07/2012 which states:

7. PMTAWARD A M RCPOKT1NO

* *i« *w*^f*d. th« dtf miM M 1

fil

T I M

. U M 5BD/MSO 4.3 CanineaUl

aub-coo*»d (n such
h A U

*rd»r fur tNt OK l
• rill rMnt torn inionnad acowaingv In
i Ma rVOMA praww* tfW«=**•• In Uil*

I
^

T1A recommends that:

• Management engage

with the various

stakeholders (DPE,

DTI, SABS etc) to

ensure that OEM

progress against IX

requirements are

monitored and

verified to ensure VC

objectives are

achieved and

potential repurational

risk to Transnet is

managed

appropriately.

Management Comments

" Trarcnet compiled with the

requirements of clause 7.1 of the

Instruction note. However, as the

process owner we have developed

an Internal reporting tool which

comes with a risk of the

Information not being aligned with

what will be reported by

SABS. Therefore, the information

received from the monitoring tool

will be for Internal Transnet use

only. The outcome of the

verification Is to provide assurance

on the current status of the

OEMs/Suppliers LC commitments.

Agreed Manaeement Action

" A decision has been made by the

Tnnsnit Group Locomotives

Steering Committee for TFR to

commence with LC verification

(OEMs/Suppliers local content

performance) whilst Transnet wait

[)

J
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4.2.2

Observation (Condition)
The Local Content requirements Imposed by the Department of Trade and Industry and

contractually agreed with OEMs have not been verified externally or by Transnet:

• Ctause7,7 .1-7 .4 clearty stipulates the LC reporting requirements and rule of the o n

and the Accounting Officers [AO)/Accountlng Authorities (AA) (I.e. Transnet).

• Contractually, the SABS was appointed by ths DTI to verify local content at a 3 Tier

level, but enquiries at OEMs and Transnst by TtA Indicate that r.o such verification has

been conducted to data by ths SABS, to verify whether or not contractors are

experiencing problems es per the DTI no'tlce.

Root C a u »

• Lack of an Integrated assurance plan Tor Local Content

• SABS LC verification processes yet to commence

potential Impact (Effect]

" The agreed Local Content commitments Imposed by the DTI may not materialise,

leading to lost development opportunities for the country, and reputational damage

farTransnet.

Further project delays may result En critical skills shortages

Risk

• Skills shortages Impacting project delivery within budget and schedule.

Control (Criteria)
1 The potential Impact that protect delays rnay have on critical skills availability Is

assessed continuously throughout the project's [ifecycle

Priority * recommends that:

Management

continue to assess the

impact of critical skills

amiability In the

event of project delays

and Implement

remediat action where

required. This should

Indude formal

succession planning

for the SABS audit processes to

commence.

" A working group has been formed

which consists of DTI (SABS), DPE

and Transnet to al'gn on the

monitoring, reporting and auditing

of local content going forward.

Responsible Person

Undlwe Mdletshe - E M : SCS Sourclng

Impltmtntatlon Date

June 2017

DTI (SABS), DPE and Transnet working

group engagement - ongoing

Management Comments

Sufficient plans are In place to t ike over

from specific personnel when they

retire. Succession planning has been In

place for a period of time to mitigate

the risk.

Agreed Management Action

The project phase where these critical

skills we f t required Is already either

completed or Is at such a stage whera

0057-0368-0001-0152

TRANSNET-REF-BUNDLE-01422



1136

IRANSNEf

j^g^^ji! ,^^f X.y . ^fe; f; • " I

Observation (Condition]

TIA noted several of the current project team numbers will be dose to retirement at

planned project completion (Oct 2020], which may leave the project team vulnerable to a

lack of skills. The table below b examples of Individuals that will have less than 3 years of

service left after 2018:

iHii
Downward

Uys

Pr«tor?uf

Breylenbach

Upfotd

^current;

nfe
Trevor

Wessel

NkoUas

Jeffrey

Snr locomotive

Manager

Snr Engineer

Snr
Technologist

SnrEn^lnacr

Tec hnl rlan

Raot Cause

• Continued project delays coupled with aging senior workforce

• Informal succession planning coupled with sufficient staff availability within TFR

Potential Impact (Effect]

• Possible shortage of critical skills In the avent of project delays that may result In an

Increase In costs to retain/ obtain the skills required (having to appoint consultants at

a premium).

and skills transfer

programmes where

required.

handover cin be done without

unnecessary additional risk.

Design

Th j design phase for all four locomotive

claists where I O I W of thesa key critical

skills were required have already been

completed. Therefore no further risk

T ^ U for the Class 22E and Class 4 4 0

have been completed and the tests for

CUi j 23E and Class 4SD Is already at an

ad /meed stage such that It can be

completed without contributions from

the relevant Individuals. For this phase

of the programme, which Is extremely

Important Tor the successful

Implementation of the programme,

tasks will be handed over to other team

members who have performed an

Integral role alongside the retiring

employees throughout the project

Responsible Person

Mr Frlkkla Harris

Mr John Kannemeyer

Implementation Date

March 2018

I
I
I
I
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4.2.3 Potential datmi ami escalations may result In the remaining contlnjency not heir;

sufficient to complete the project within the current approved ETC (Estimated Total Co •)

Risk

• Project may not be delivered within approved ETC

Control (Criteria)

• FFC (including contingency) U assessed regularly during the pro|ectfa/ any p o t w
risks that will require an Increase In ETC

Observation (Condition)

• On 25 May 2014 the ETC for the acquisition of the 1064 Locomotives for the Gener •'•

Freight Business was increased from R38.6bn lo R54.4bn, which includes i
contingency amount of R4.9bn. To date R2.1bn of the contingency has bes1

committed, leavfnc headroom of enfy A2.8bn (amounting to 5% of ETC) f- •
contingency on the project, before taking the items below into account.

" Throtgh discussion with management, the following Herns may require allocatlc
from the remalnlnj contingency:
o Provision for spares for locomotives and potential damages to ra!! tnfrattructu; :

during prototype and acceptance testlnc: Initial estimates Ere approximate •
RL2bn for all four suppliers (not yet committed)

o Costs relating to 9 simulators for the purpose of training locomotive crews Inlt;

estimates are between RISOrn to H200rn (not committed, but likely)
o Although an amount of R1.2BD Is Included In the committed contlnjsncy amour.

for additional costs relating to the CNR and BTproduction facility move to Durbar
the risk relating to BT for additional funding may Increase further If BT's currsr

financial situation does not Improve, and TFR and BT cannot reach agreement o.
the conditions attached to the revised schedule. This Is mooted to be a signifies!

amount (R2.3bn).

TIA recommends that;
• Management should

continue to assess the
likelihood of potential
costs relating to
claims, possible
escalations due tD
further schedule
delays and any other
costs not origin ally
Included In the
contracted pricing, to
detennlne the
adequacy of the
remaining
contingency.

• Any possible Increase
In the Contingency
(resulting In
Increase In ETC)
should be reported to
the relevant
stakeholders and
approving authorities
Immediately for
notification and
approval If re quired.

Manafement Commantt
The most slgnlMcant risk Is the mooted
R 2.3bn potential Inaezse In cost rrom
BT. This can on!y materiaDss If
substantiated by fact based credible
evidence.

Agreed Management Action
TFR will continue to manage by cfoie
engagement, as per the practice
followed to date, and as prescribed In
lliu Urt.otfiot.ive Supply Agreeittentwith
BT.

Responsible Person
TFR Sleerco
Mandated TFR negotiating team
Transnet Group Steerco

Implementation Date
Ongoing.

' "i> •J ' 'M*-T"«V*^^-I ;"W ; "'%
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Refer to Section 5 for the rating criteria applied to rate individual F Jings.
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• Consultants have been appointed at additional cos*, by Transnet Group to calculate
the net Transnet Group position if penalties wer; i be enforced by TFA on OEMs
where applicable due to schedule and other delays, onslderlng the potential knock-
on effect on the contractual relationship betwasn c vis and TE.

Root Cause

• The PROM methodology was not yet ralladout at th cutset of this project, hence the
standard 10% contingency was used.

Potential Impact Ufiect)

• Given that:
o Overall project delivery Is at very early stages o'P xecution (1854 delivered at the

time of the audit)
o There Is delivery slippage by GE and CSfl; and
o Inability to reach agreement on conditions attac!- i to the BT revised schedule.

there Is a risk that the remaining contingency may b<? idee pressure for the remainder
of the project.

• Aeputatlonal risk.
• Inflated asset base / possible Impairment.

1-jjjjssS1

'&&?£

Ml

M^0^%^M^f^^^ •
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Section 5: Definitions
.7.' - ,The tables below give the definitions for the Overall Report clarifications and Control Classifications. The classifications arc based onTIA's vlewof the arei under review and by definition

Ives the application of Judgement which tJ" *

5 .1 Overall Report Classifications

; .# : -mvol«s the application of Judgement which takes Into sccount both subjective and objective issues.

riAOVEJtAirREPORr.nATI.NGfRAMEWORK

Basis o( classification
• Overall the controls ire adequately designed
and/or functioning as Intended to support the achievement
of the KBP'j objectives.
• Certain ccritrot concerns exist bL? these can be
corrected by manaiement in tha non*nal course of business
and do not present an immediate threat to the control
environment of the K3P.
" The residual risk exposure of the controls where
findings have been Identified fail within Transnet's risk
appetite.

Basis of classification
• The majority of the controls are adequately
designed and/or operating effectively, however there are
Instances where the control design and/or control
effectiveness needs to t e Improved to support A i
achievement of the KBPs objectives.
* A number of significant control concerns exist In
certain critical areas, that should be corrected by
management in the short to medium term as it could
present a threat to the control environment of the K3P If
not addressed In a timely manner.
• The residual risk exposure for controls where
findings have been Identified, when considered together,
exceeds Transfer's risk appetite and requires
Improvement

Basis of classification
• The majority of the controls are either
Inadequately designed and/or are not operating
effectively,
• Ttic sienifkkoc* of t i l * unti'ul ca items t e M n j
to the adequacy and/or effectiveness of controls presents
an immediate threat to the control environment of the KBP
and should Immediately be addressed by management
• The residual risk exposure of the controls where
findings have been Identified, when considered together,
far exceeds Transnet's risk appetite and should be
corrected as a matter of urgency.

I
I

I

L

L j

I
I-

I
I

u
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5.2 Individual Finding Classifications

•J
• ; > ,

The control Exists, but requires minor Improvements.
Certain minor aspects of the control Is not adequately
designed.

Accountability for the control execution is defined to
some extent but can be Improved,

The control exists, but requires significant
improvement

Certain significant aspects of the control is not
adequately designed, e.g. while there Is segregation of
duties, authorisation Omits are not considered.

The control Is detective without a compensating
prevent a live control.

Accountability for the control execution b
Inadequately defined.

Ha control exists to manags / mitigate a risk or trest
the root cause of the risk (control gap).
Tile existing control Is not adequately designed In
relation to the associated risk.
Accountability for the control execution Is not defined.
The control design does not reflect adequate
segregation of duties, completeness, accuracy and
validity. "' ' • • •

The exception rats based on the sample of Instances
evaluated Is between 0.1% - 40K.

Findlngi identified are of a housekeeping nature and
shall not be reportab.'e to Audit Committee Si the
Board but wilt be reported to the relevant process
owner and tine management.

"Priority 4" • These arc low pricrity issues that are
heavily supported by Informal and unsustainable ad
hoc compensating controls or their recurrence pose an
Indication of emerging risk. These findings should be
rtsolved within the medium to Ions-term, being 90
days.

"Priority 5" - tew priority Issues are matters of a
"house'keeping"nattjrenoteddurlngthecourseafthe

The exception rale based on the sample of Instances
evaluated Ii between 40.1H - 70S.

Isolated significant weaknesses In the control and/or
Instances of non-compliance with Internal controls
were identified which could. If not addressed timely,
have a significant and pervasive financial and/or
operational {strategic, reputation a I and compliance)
impact on the achievement of the KBP'j objectives.

"Priority 3" • Instances of weaknesses In the design
and/or effectiveness of process controls and/or
instances of non-compliance with Internal control!
The finding indicates a shortcoming that requires
Improvement from either a design adequacy or
operational efftctjveness point of view. Thasi
findings should be resolved within the short to
medium-term belne 60 days.

The exception rate based on the sample of Instances
evaluated Is between 7D.1K- 100S.

Significant weaknesses in the control and/or Instances
oF non-compliance with internal controls Identified
v.hich could, If not addressed immediately, have a
; Snificant and pervasive financial and/or operational
{strategic, repuratlonat and compliance) impact on the
achievement of the KBP's objectives.

•Priority 1" . Significant weaknesses In the design
ind/or effectiveness of process controls and/or
Instances of non-compliance with internal controls.
The finding Indicates an inadequate or Ineffective
shortcoming that requires management's immediate
attention and allocation of resources within
reasonable constraints. These findings should be
[^solved within the short-term being 30 days.

i
i
i
i
i
i
i
i
i
i
i
i
I
I
i
i
I
i
i
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low Priority (IP)

engagement These findings should be resolved within

the medium to long-term being 120 days.
"Priority 2 " ' - Significant weaknesses In the design

and/or effectiveness of process controls and/or

Instances of non-compliance with Internal controls.

The, finding Indicates an Inadequate or Ineffective

shortcoming that requires management's Immediate

attention and allocation of resources within

reasonable constraints. These findings should be

resolved within the short-term being 30 days.

S.3 Control Adequacy Evaluation

I

•!|
I
o

I
I
I
I
I
I
i

A control exists and Is properly documented with

reasonable efforts to ensure continuous

Improvement.

The control Is adequately deslened to mitigate the

related risk [where applicable, the control Is

automated and p r e v e n t i v e ) .

Accountability for the control execution is

adequately defined.

The control design reflects adequate segregation of
duties, completeness, accuracy and validity.

The control exists, but requires Improvement. Examples

could Include the following:

The control is not documented;

The control Is not automated.

Certain aspects of the, control Is not adequately

designed, e.g. while there Is segregation of duties,

authorisation limits are not considered.

Tha control Is detective without a compensating

prevenlatlve control

Accountability for the control execution is Inadequately

defined

No control exists to manage/ mitigate i risk or treat

the root cause of the risk (control gap).

Tha existing control Is not adequately designed in

relation to the associated risk.

Accountability for the control execution Is not

defined.

The control design does not reflect adequate

segregation of duties, completeness, accuracy and

validity.

|]
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5.4 Control Effectiveness Evaluation

mm^mmmmmmm
• The control Is functioning as intended to mitigate

the related riskfj}, e.g. timely, In terms of Che correct

Delegation of Authority (DoAj, Independently

monitored, e tc

• Evidence to support the functioning of the control Is

demonstrated.

The sbovc cor.tret effectiveness assessment Is «qultM]>nt

to "Satisfactory" In terras of Transnef 5 Enterprise RUk

Management Standards.

* Certain e lement o f the control are not functioning as

Intended to mitigate the related rlsk(s), e.g. non-timely,

not In terms of the correct DoA, not Independently

monitored, e tc

• Evidence to support the functioning of the control Is not

always demonstrated.
a The control is not always operating consistently.

The nhnjf cnrjtrol effpcr!v?n<" ajwcsfrmnt k equivalent to

"Requires Improvemvnl" In terms oP Transited Enterprise

Risk Manajtment Standards.

" The control Is not functioning as Intended to mitigate

the relaud rUV[j), e.g. rot timely, not In terms of the

correct DoA, not Independently monitored, e t c

" Evidence to support the functioning of the control U

not d cmo nstra ted.

The above contro} effectiveness assessment Is equivalent

to "Unsatisfactory" / "None" tr> terms of Transnel's

Enterprise Rtjk Management Standards.

J

1
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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MEMORANDUM

P.O. Box 72501
Parkviev
South Africa, 2122
T +27 11 30B 2309
F +27 11 308 2312
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1

To: Siyabonga Gama, Acting Group Chief Executive

From; Ravi Nair Acting Chief Executive: Transnet Freight Rail

SUBJECT: REQUEST FOR ACTING GCE TO APPROVE THE RELOCATION OF
BOMBARDIER TRANSPORTATION SA TO TE'S FACILITIES IN DURBAN FOR THE
MANUFACTURE OF 240 23E ELECTRIC LOCOMOTIVES

I
I
I
I
I
I
I
I
1

L

I
I
I

J

PURPOSE:

. 1. Request the Acting Group Chief Executive (GCE) to:
a) Note the final outcome of the negotiation for the relocation to Durban with

Bombardier Transportation SA (BT);
b) Approve variation order for the relocation to Durban to a maximum value of
• R 618 457 125.00 with BT and
c) Sign-off a letter to be issued to BT to accept their final proposal.

BACKGROUND:

2. On the 17 March 2014, Transnet SOC limited, acting through its Transnet Freight Rail
Division (Transnet Freight Rail), entered into various locomotive supply agreements
with CSR, CNR, GE and BT after negotiations which started fn February 2014.

3. During negotiations BT'and CNR were informed that they will use the Durban Transnet
Engineering (TE) facility for the construction of the locomotives which were allocated
to them. The Durban facility and the move were introduced to both CNR and BT.after
the tender had closed and evaluations were done.

• 4. On the 10 June 2015, AGCE approved the team to negotiate the relocation to DBN
with Bombardier Transportation SA (BT).

5. TIA was present during the negotiation and are in the process of finalizing their report.

MOTIVATION:

6. Bombardier's final offer to Transnet is an additional discount of 2,5% and the following
cost which has been absorbed:

a)' Further price escalation
b) Financing cost of own additional efforts, suppliers and already accumulated

stock and.
c) Claims from the suppliers that BT has already rescheduled and

0057-0368-0001-0160
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* I A) Further price escalation

? - The cost of the further price escalation of material/ labour and other
expenses were evaluated at 4% due to the additional time for deliver

- 2,5% was due to the increase of the Euro/ Rand ratio over the last year
since the instruction to change TE facility was received from TFR and since •
BT submitted the first Notice of Company Proposed Variation on the |
subject

- The additional financing cost due to our ongoing expenses on internal . _
efforts and cost from. our suppliers in addition to the logistics and I
warehousing cost (negative Cash Flow) create an additional 2,5% (two and
half) of the costs. •

- In addition to'the escalation mentioned above, claims from the suppliers I
were costed at 1% (one percent). •

f\ ^ ff t n e Variation Order is not issued by 24 July 2015, the value of BTs Notice of •
' . - -tiHf Company Proposed Variation Order will increase by 20%. |

\ BT's current offer represents a total discount of 32,5% (thirty two and half m
; ' percent) when taking into consideration the indicated potential price increase of I

approximately 20% (twenty percent) in instances where by the Notice of Company
f ) Proposed Variation or the VO Is not approved by TFR by 24 July 2015 (validity of —

i / BT's offer). The 32,5% (thirty two and half percent) is the sum of the 10% I
absorbed cost of further price escalation, the abovementioned 20% inaeased price •

' ] afterthe 24 July 2015 and a further 2,5% discount given by BT.

Amendment to Definition - TE Facility

"Durban, Kwa-Zulu Natal"

2. Clause 9.1.1

7. The following payment terms have been proposed by BT in accordance with Section
1.2 of Schedule 1 (Pricing and Payment Terms) of the Locomotive Supply Agreement: •

- The first two Milestones (The Effective Date and 6 months after Effective
Date) amounting to a combined total of 18% of the Total Contract Price of —

all Locomotives have already been achieved, due and will be invoiced by BT I
once the VO is issued. The third Milestone Payment to the value of 9% of •
the Total Contract Price of all Locomotives will be due 17 Months after
Effective Date and will be invoiced accordingly. I

8. Caveats: . . •

1 ^ ^ ,_. „ ,l,...Dgfinfr»Qn.-.TF,.Eari]ityJL. _-.._u_ _ _., 4 , „ , ___
) . "

As it reads currently •

' I • •

L j "' "Koedoespoort, GSUteng/' ^

I
I
I
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As it reads currently c ause 9.1.1

"If the Acceptance c" a Locomotive occurs after its Scheduled Acceptance Dac> fa
Delay), the Contract, r shall (subject to Clause 9.2 (Delay Penalty Cap), pay a f ".lay
Penalty to the Compc ly in respect of that Delayed Locomotive at the Applicable f ite.
A Delay Penalty grace period of 3 months shall apply to the initial 6 (six) Locomc ves
Scheduled Acceptance Date".

Amendment to clause

"I f the Acceptance or a Locomotive occurs after its Scheduled Acceptance Dat (a
Delay), the Contractor shall (subject to Clause 9.2 (Delay Penalty Cap), pay a D .lay
Penalty to the Compa. y in respect of that Delayed Locomotive at the Applicable F. rte.
A Delay-Penalty grace period of 3 (three) months shall apply to the initial 35 (th i y -
five) Locomotives Sch iduled Acceptance Pale. An additional grace period of 2 (c vo)
months shall apply to • le remainder of the Fleet"

BUDGET IMPLICATIONS:

9. The Board at its meedng of 28 May 2014 approved an amount of R4,9 billio
contingencies as part c fthe revised ETC.

in

10. The contingencies bud jet were to rover the following items:
a) Capital spares c ayond the warranty period,
b) Variation orde ; and options (such as electronically controlled pneurr 3tic

braking and wir-j distributed power etc.),
c) Relocation of i t a programme to TEs D jrban facilities.

11. The current status o f t e utilisation of the condngencies budget is as follows:

I
I
I
I

I
I
I

I J

ij

j

Contingencies approvec
Variation orders approved to date
Relocation of BT
Relocation of CNR
Unutilised portion of contingencies

•«v • &W&. :#,WifflIori-?.l*'.^' - •;
;: -••: " -^

4,954
1,200. .
618
647

2,519. -

12. Consequently an amoi nt of R 618 457 125.00 is part of the contingencies bud et,
included in~QTe~HnaTap roved tiCtie~pTdjgct.•*—— •*-*"_ • >- —-
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RECOMMENDATION:

13. Request the Acting Group Chief Executive (AGCE) to:
a) Note the final outcome of the negotiation for the relocation to C urban with

Bombardier Transportation SA (BT);
b) Approve variation order for the relocation to Durban to a maximi m value of

R 618 457 125.00 with BT and
c) Sign-off a letter to be issued to BT to accept their final proposal.

Comp$2d by; Recom landed

Idletshe
Senior Manager: Strategic
Sourcing Locomotives
Transnet Freight Rail
Date:

Reco m mended / -Hot

Ravi Nair
Acting Chief Executive
Transnet Freight Rail
Date: j f ^

Recommended/ Ne£-r-eeom nended

N d iphiwe Siliî ga^
Group Executive: Legal &. Compliance
Date: %.%.f<£? 1- f

Recommended/

Anoj Singh
Group Chief Fidancial Officer
Date:

Recommended/

Tha[n£anjqa Jiyane
Chidf Executive: TE Group Chief Procurement C fficer

Date: ^ l

I
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To: Siyabonga Gama, Acting Group Chief Executive

From: Ravi Nair, Acting Chief Executive: Transnet Freight Rail

SUBJECT: REQUEST FOR ACTING GCE TO APPROVE THE RELOCATION OF CNR
ROLLING STOCK SOUTH AFRICA (CNR) TO TE'S FACILn [ES I N DURBAN FOR THE
MANUFACTURE OF 233 CLASS 45D ELECTRIC LOCOMOTF ES

I
I
I
I
I

J

'I

PURPOSE:

l. Request the Acting Group Chief Executive (GCE) to appro e the following:
a) The team to negotiate the relocation to Durban with :NR.
b) Variation order in order to finalise the reiocatior of the programme for the

construction of 233 Class 45D locomotives to Durban to a maximum value of
R669 784 286. Separate submission has been prepar d for BT.

c) Letter to be issued to CNR to commence negotia^ on for the relocation of the
programme.

BACKGROUND:

2. On the 17 March 2014, Transnet SOC limited, acting th. iugh its Transnet Freight Rail
Division (Transnet Freight Rail), entered into various ! comotive supply agreements
with CSR, CNR, GE and BT after negotiations which start? d in February 2014.

3. During negotiations BT and CNR were informed that the\ will use the Durban Transnet
Engineering (TE) facility for the construction of the locc notives which were allocated
to them. The Durban facility and the move were introdu :ed to both CNR and BT after
the tender had dosed and evaluations were done.

4. CNR. and TE have completed the detailed assessments ir terms of the move to Durban
and have submitted a joint quotation for the move to Du ban.

5. Refer to Annexure AA for the detailed report of the as. assment and Annexure A for
updated costing.

6. A team will be constituted to negotiate the commercis terms and conditions of the
relocation programme.

7. The team will comprise:
a) Group Chief Financial Officer
b) Chief Executive: TE
c) Group Head: iSCM
d) Group Executive: Legal & Compliance

0057-0368-0001-0164
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8. The team will determine an approach that will yield benefits for both Transnet and the
OEMs by:

a) Quantifying different negotiations levers and the reasons for a revised pricing
and associated Impacts.

f ] b) Review the accuracy and assumptions in the models to inform the negotiation.

9. Final outcomes will be approved by the GCE in terms of the Board approved delegation
of authority for the 1064 transaction.

10. The final outcomes will result in an amendment to the original contracts which will j |
require GCE sign off.

11. The negotiation and final outcome will be subject to the TIA High value tender process I
as it was an original requirement of the Board of Directors. •

H MOTIVATION: _

• • ,' ! 12. CNR's original offer to Transnet and the signed contract was based on use of "
n Koedoespoort for final assembly and testing of the locomotives.

t .J ^Q
13. In order to be able to move operations from Koedoespoort to Durban, there are a •

r\ following considerations that will drive cost:
• ] o Labour costs I

o Material costs •
• i o Operational and logistical effects
) o Technical support •

o Physical transportation of materials and resources , |
1 o Incremental warehousing costs
/ o Financing and risk costs due to time constraints and delays. •

14. Each of these areas carry a substantial weight on the total cost of relocation,
considering the move from a skilled factory with high-end technology in a nationally-
central location to an environment where locomotive manufacturing skills are limited

\ ] ' and supply of manufacturing engineers is limited. Added to that, being the largest
I industrial port in South Africa, industrial property is highly sought after, especially in •
| and around railway areas due to the high traffic on the railway lines between Durban |

I and Johannesburg.

15. The largest non-operational and logistical cost faced is also the 4-month delay in •
• production, which is placing substantial currency-hedging risk, Import and inflationary
•j risk, insurance, and training costs. _I
I 16. Over and above the costs associated with the move to Durban, there will also be
J ancillary benefits in using the same team to relocate as it will be running the day-to-

day operations in Durban. This will minimise team friction, hand-over wastage and I
, delays, lack of accountabil ty and a host of expertise-related risks •

: ;

delays, lack of accountabil ty and a host of expertise-related risks

I
I
I0057-0368-0001-0165
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BUDGET IMPLICATIONS:

17. The Board at its meeting of 2£ May 2014 approved an amount of R4,9 billion in
contingencies as part of the revi?- i ETC,

13. The contingencies budget were tc cover the following items:
a) Capital spares beyond the varranty period,
b) Variation orders and op ons (such as electronically controlled pneumatic

braking and wire distribute 1 power etc.),
c) Relocation of the program le to TEs Durban facilities.

19. The current status of the utilisatic . of the contingencies budget is as follows:

.. • Description
Contingencies approved
Variation orders approved to date
Relocation of BT
Relocation of CNR
Unutil ised portion of continqer :ies

R billion
4,954

(1,200)
(634)
(670)
2,450

20. Consequently an amount of R£ >9 784 286 is part of the contingencies budget,
included in the final approved ETC the project.

DELEGATION OF AUTHORITY:

21. On 24 January 2014, at a Syeua meeiing of the Boaixi of Directors, it was resolved
that the DOA be given to the ;CE to sign, approve and conclude all necessary
documents to give effect to the resolution approving the acquisition of the 1064
locomotives (Annexure B).

22. As a result of the Board of Direc >rs approving the 1064 locomotive transaction and
subsequent increase in ETC, toge ler with the delegation of authority granted to the
GCE, the GCE has the authority D approve variation orders which will Include the
move to Durban.

23. Annexure B contains a memo frc n the Group Executive: Legal & Compliance that
confirms that the GCE has the dele ;ation to exercise thfs option.

0057-0368-0001-0166

TRANSNET-REF-BUNDLE-01436



;j
1150

n

r %.

RECOMMENDATION:

24. Request the Group Chief Exec Jtive (GCE) to approve the following:
a) The team to negotiate the relocation to Durban with CNR.
b) Variation order in orde- to finalise the relocation of the programme for the

construction of 233 Class 45D locomotives to Durban to a maximum value of
R669 784 285. Separate submission has been prepared for BT.

c) Letter to be issued to Ĉ JR to commence negotiation for the reiocatlon of the
programme

Compiled by:

Lindiwe Mdletshe
Senior Manager: Strategic
Sourcing Locomotives
Transnet Freight Rail
Date:

Recommended/ Not recommend d

Ndiphiwe Silinga
Group Executive: Legal & Compli: nee
Date:

App

Act!

Recommended/Not recommended

Ravir Nair
Acting Chief Executive
Transnet Freight Rail
Date:

Recommended/ Not-tasotnitiended

A
Finande

Anoj Singh
Group Chief Finindal Officer
Date: 2 ^ W \

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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RECOMMENDATION:

21. Request he Group Chief Executive (GCE) to approve the following:
a) The Bam to negotiate the relocation to Durban with CNR.
b) Variation order In order to finalise the relocation of the programme for the

consTuction of 233 Class 45D locomotives to Durban ID a maximum value of
R635B51785.

c) Leifcr to be Issued to CNR to commence negotiation for the relocation of the
programme.

Compiled by: Recommended/ Mot recommended

i Mdle-'she
ir Managers Strategic

Sourdng Locr motives
Transnet Frei jht Rail
Date;

Recommend-: ti/4totcueamniaiittftl

avlfNalr
Acting Chief Executive
Traninet Freight Rail
Date:

Recommended/ -Hatrecofnmended

Kdiphlv/aSH ;
Group Execu ivqj tegal Bt Compliance
Date;

Anoj Singh ^
Group Chief Financial Officer
Date:

siyabongaGi
ctIrtg Graur/flWef Executive

0057-0368-0001-0168
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Appendix 59 1152

fIseaHng tn U^Aa

Attention; Undlwe PWk 'dba
TrensnetFreightRaS
AoquWifanGsmdl

455 Kar- EHesslUiciimoares'torGssiEra! Frsr |W-

Osr Ifndnfrt! and GBETV

FuShe; to oar pre\rrou^ artaii in this regsfd. Following iba reqtc i firom TfR for CNR Consortium to constda1 Us
tefcda1bi6&w,ltefo^

Engfrts

Propulsion System

&rakes

Chinesesornpofte ts sisaplier

LoCOTnottv$ Gears

Air Cone! jtfor»er

Wheels+Mes

U-tubes and gesr •• asa

Tot:!

Dlffarencs per !oeomoHre

8ctra Cost oil Locx rnotiieS

Saving

enoaoo

R IB 000.00

! R S0OO.00

R e oto-oo
400Q.DD

fi 4000.00

R aQOO.OD |
Cfyt /yy

R 400O-OQ

I R ZOd'JOO

R 2O00O.0D I R
R 20700.00

I R4(»790DJCij

tng&ie imported but
testing di^ie in'JHS .

ABB f5 iocatEd In JHB. ~,Q%
tsftfipdlted portfon,
assembly fn 3HB

fi
JHB.

linportecl compsnanti

Based Iri JHB

BasadinJKB"

Inifiorted components

-Bwtd^tHHfe

Rotacan based In Durfc in

LDcatetJInJHB

1 ^
Pi>. BD? KOSS, fcSon MUCH; • eppton fcrt; 3*19

,*"*?
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To: .
Mr Siyabonga Gama
Group Chief Executive
Transnet SOC Ltd

SUBJECT:

HVT- NEGOTIATIONS FOR DURBAN RELOCATION (CNR: CNR CONSORTIUM AND BT:
BOMBARDIER)

For your appro va 1/sfgnature

COMMENTS / NOTES:

From:

Date:

Ms Mmathabo Sukati
Chief Audit Executive
7 June 2017

For collection, please contact Thobeka- -4217

2017 -06- 0 7

Office oftho Groupj2ijefExecutive

0057-0368-0001-0170
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Transn; SOCUd Carlton Centra P.O. Box 72501 1RANBNEF
Regis-:ration 150 Commissioner Parkview
Numbe- Str . Johannesburg South Africa, 2122 -
19 90 / . 30900/30 2001 T +27 11 303 2253

F +27 11 308 1269
• W

MEMORANDUM

wvw.transnet.net

BACKGROUND:

1. Transnet Internal Audit {TIA) received a series of Invitations rom Transnet Freight Rail (TFR) to

PURPOSE:

2. The purposes of the meetings was for TIA to observe the pr cesses followed during the meetings
of the relocations negotiations and provide assurance that . ,e process followed was compliant

then scheduled for 23 June 2015 for further negotiations.

I
I
I
ITo : Siyabonga Gama, Group Chief Executive

From: Transnet Internal Audit

Subject: HVT- Negotiations for Durban Relocation (CNR: CNR onsortium and BT: Bombardier) I

I
attend the Durban Relocations Negotiations as part of the e tended HVT process. |

I
•

. i with the PPM requirements.

IThe meeting invites were received post the Negotiations an Evaluations gateways for the 1064
project, which TIA was involved in as part of the HVTP gate- ay review process. The final reports
for both the Evaluations and Negotiations gateways were is Jed as required per the HVT
methodology. •

I
) ' DISCUSSION:

I 3. Observations

j The following sequence of events are TIA's observations in relat >n to the Durban Relocation
; { Negotiations. These are limited to the extent of the information shared with TIA during the respective I
i { meetings. • . •

j • 19 June 2015

i. j The meeting was held at OR Tambo International Airport. I attendance were the following J
bidders:

j • BT: Bombardier •
' ' • CNR: CNR Consortium . |

At the meeting, the.Transnet Group Chief Financial Officer (GCF-.) requested both bidders to submit
their proposals for the cost implications of manufacturing out of )urban. A follow up meeting was ,• •

I
1
I0057-0368-0001-0171
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• Event Conclusion;

TIA noted no deviations to the PPM requirements.

• 23 June 2015

TiA was copied in an email sent by the TFR SCM Senior Manager to Transnet Management with the
CNR proposal attached forTransnet Management to review and comment. The email further
mentioned the postponement of the meeting scheduled for the day as well as that BTs proposal was
still outstanding. At this stage, TIA did not review the proposal, as this is not required per the TIA HVT
methodology.

• Event Conclusion:

No work was performed by TIA at this stage, thus we cannot conclude on the adequacy of the "

proposal document.

• 25 June 2015

TIA was copied In an email from the TFR Finance Executive, addressed to the TFR SCM Senior IVIanager
with comments from his review.

n
LI " Event Conclusion:

No work was performed by TIA at this staga, as TIA is required to be present at an evaluation
• I sitting where the proposal is evaluated by Management. TIA would then conclude on whether the

I l ' process followed is in line with the PPM.

n
I

" 8 July 201S
i I
T TIA received an Invite for a follow up meeting with TFR Management and Bidders. This meeting was
! ] scheduled for 10 July 2015.

1 -.- • Event Conclusion:
.1

No work was performed by TIA at this stage, as TIA is required to be present at an evaluation

sitting where the proposal is evaluated by Management. TIA would then conclude on whether the

, . process followed is in line with the PPM.

ji
' , ' 10 July 2015

ji A meeting was scheduled for 10 July 2015 with BT.
L' An email was forwarded to TIA by the GCSCO with the BT proposal attached. On the same day TIA was
, I copied in an email from GCSCO addressed to the TFR Senior Manager. In the email, the GCSCO
; I requests the following from the TFR Senior Manager:

I « to update the memo which should be sent to the Acting Group Chief Executive (AGCE) for
T , approval of the CNR and BT proposals

' j • to update letters from AGCE to CNR andBT for approval accepting their proposals in order to
save time.

He further requested the following:

0057-0368-0001-0172
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• that should the management team copied in the email be satisfied with the proposals,
management can then effect urgent sign off; and m

• the TFR Senior Manager to ersure that TIA's sign off is included in the memo. |

TIA was however, not provided any d -cumentation I.e. memo, letters etc for review, even after a
subsequent informal follow up with t; :e TFR Senior Manager, I

• Event Conclusion: m

No work wa"s performed by TIA ai: this stage, as TIA was not invited to a negotiation sitting to I
provide assurance on the negotiation process.

I
• 14 July 2015
TIA was copied an email on 14 Juiy 2C .5, from the GCSCO, to Group Legal, requesting their review of I
the legal clauses and caveats in both i roposals. I

-.•s-3

] « Event Conclusion: I

No work was performed by TIA at his stage. TIA is not expected to provide assurance on requests
r \ for Legal reviews. _

J I
• ] » 15 July 2015

, I On the 15 July 2015, TIA was copied ir an email from the TFR SCM Senior Manager informing CNR that I
their request for an extension wasder ed and that their responses were required by the 16 July 2015

: ] at 12h00.

1 • Event Conclusion:

No work was performed by TIA at lis stage. TIA was not informed when the bidder was requesting
an extension.

• 16 July 2015

( . On the 16 July 2015 CNR copied TIA in >n email addressed to the TFR Senior Manager, requesting an
; j extension.

' \ No other communication or document itlon was received from Management regarding the Durban
Relocation Negotiations.

• Event Conclusion:

No work was performed byTiAat tiis stage. TIA did not receive a request to review the reasons for
extension.

;i

I
I

i
i
i
i
i0057-0368-0001-0173
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FINANCIAL IMP ICATIONS:

4. N/A

BUDGET:

5. N/A

CONCLUSION:

6. TIA was not nvited for subsequent negotiation meetings where negotiations on relocat )n costs

were discus: 3d with the bidders In attendance, as required per the HVT methodology.

I

I"

I
I
I

7. Despite the iCSCO's request for TIA to sign off on the memo that was to be sent to the GCEfor

approval, Tl was not provided with the memo or the outcome of the negotiations or tr > letters of

acceptance f the proposalsJiy1 the AGCE.

•ft,
8. Based on Tl. s limited involvement in the process indicated above, a formal report to ir icate

adequacy ar 1/ or effectiveness of the processes undertaken in the Durban Relocation r gotiations

could not be produced.

0057-0368-0001-0174
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Compiled £y:

Emma Molotsane

H A HVT Manager

Date: rjc&j
naaer

Noted by:

Mmathabo Sukatl

Chief Audit Executive

Date:

1158

Supported by:

Thato Mahlamvu

TIA SIOC Account Lead

"7

I

I
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Fred von Eckardstein
KPMG Inc

Per email: fred.voneckardstein@kpmg.co.za

Hogan Lovells (South Africa) Inc.
22 Fredman Drive
Sandton, Johannesburg
PO Box 78333 Sandlon Cily 2146
DX 7 Sandton Square
T +2711286 6900
F +2711286 6901
www.hoganlovells.com

raehel.kellv@hooanlovells.com:
vaughn. harrisonSihooanlovells. com:
chartes.vou@hoqantavells.com: and
nikhil.bhogal@hoo3nlovells.com
D +2711 775 6332

Our ref
Matter ref

4433868
JOBURG

04 September 2017

Dear Fred

REPORTABLE IRREGULARITY": CRRC ROLLING STOCK 5A (PTY) LTD {"OUR CLIENT')

I
I
IIv>

1.

1.1

1.2

1.3

1.4

INTRODUCTION

We refer to your letter of 12 June 2017 addressed to jur client, your letters dated 12 June
2017 and 11 July 2017 addressed to the Independei t Regulatory Board of Auditors and
the meeting held on Monday 14 August 2017, a id attended by me by way of a
conference call link ("the meeting").

In the meeting, we discussed the alleged "reportable irregularity" arising from a proposal
which our client prepared for Transnet SOC Lim ted ("Transnet") and a business
development services agreement entered into tstween out client and Business
Expansion Structured Products Proprietary Limited ("ESEX").

We understand that, at this time and on the basis of i iformation provided to you, you are
of the view that the proposal and the agreement contain alleged irregularities for the
following reasons:

(a)

(b)

the proposal significantly misrepresented to i ansnet the cost of the relocation of
a manufacturing facility from Pretoria to Durba I; and

a payment made by our client to BEX appears to
substance and purpose".

"lack sound commercial

Following the discussions at the meeting, it appears tc us that you have riot.Been given all
the information and context surrounding the proposal and the agreement, that you need
to properly assess these documents, and we undeiook to liaise with our client, and

I
I

J

I
I

Hogsn LoveSs (Soulh Africa) Inc. (respiration nunter 1992/Q0515O21; VAT registration number 4J30134S
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gather information and documentation v.ith a view to addressing the allegations you have •
mraised, and which allegations are disputed by our client.

Pfe

proposal setting out inter alia:

[ J (a) what would be required to com;. !ete the relocation of the manufacturing facility
and the implementation of the Prciect;

i
(b) all of the ancillary issues whic'r would need to be considered as part of the

relocation (for example, insurance, warehousing costs, financing etc); and

: I (c) a detailed breakdown of the vaous project components with a more detailed
v j analysis of the costs comprising e 3ch component of the Project

1 JN8LIB01/BHOGALNI/4433868.1 Hogan Lovells

I
I

'"] 1.5 We will set out the further information th it we have received from our client, below.

'* i 2 . BACKGROUND AND RELATIONSHIP BETWEEN TRANSNET, OUR CLIENT AND BEX

Our dient has instructed us as follows:

2.1 As you know, during March 2014, "ransnet awarded contracts to four equipment
manufacturers, including Bombardier "ransportation South Africa ("Bombardier"), to
provide locomotives, the majority of whi ;h are to be manufactured in Pretoria or Durban, I
and our client was awarded a contract tc manufacture and supply 232 diesel locomotives. m

2.2 Following the award of this contract to o r client, Transnet approached both our client and «
Bombardier to request a variation to trs original contract The variation concerned the I
relocation of the Transnet locomotive m inufacturing facility from Pretoria to Durban, and •
our client prepared a proposal and costii g for this variation ("The Project").

2.3 We understand that our client and Boml ardier were approached by Transnet as they are J
the primary users of the manufacturing acility, although a part of the space is also used
by Transnet Our client has no knowle dge of whether or not Bombardier submitted a fl

proposal to Transnet. I

2.4 Our client, having been asked to provide a proposal to Transnet, felt obliged to respond.
Accordingly, our client put together a br ef proposal to Transnet dated 28 January 2015, •
and a copy is attached as Annexure A. I

2.5 As you will see from Annexure A, ou. client at this stage had only managed to put
together a high-level proposal, which d 1 not contain any breakdown of the costs of the I
Project. This proposal was discussed wi i a multidisciplinary team appointed by Transnet 8
("the Transnet Team") who advised . lat this proposal was not detailed enough as
Transnet required more information and costing. m

2.6 Our client then submitted a revised prop >sal to Transnet, which is dated 1 February 2015 ™
and is attached as Annexure B. This p oposal provided that "the cost will be mare than
R100,000,000' but did not provide any d tailed break-down of the costs, At this stage, our I

| r; client was not in a position to provide a detailed cost break-down, as a relocation of the |
' . ' type contemplated, was beyond its day t. day expertise.

2.7 This revised proposal (Annexure B) was also discussed at a meeting between •
representatives of our client and the Trensnet Team. Again, Transnet advised our client •
that the proposal was not comprehensive enough for them to properly consider.

2.8 It should also be noted that our client is a Chinese Headquartered Manufacturing Group I
and it is accordingly not familiar with Iocs costing and conditions.

2.9 At this meeting, Transnefs Team advi ;ed our client to prepare a more professional •

I
I
I
I
I0057-0368-0001-0177
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Fred von Eckardstein - 3 - 04 September 2017

2.10

2.11

2.12

2.13

2.14

2.15

2.16

2.17

2.18

In a further effort to m:
detailed cost estimate, v,
as Annexure C. You will
and more detailed propc
had previously been sub
an uninformed basis, o f '
what they believed a simi
client's factory engineer;
South Africa (such as inc.-

st Transnefs requirements, our client then compiled a more
lich was finalised in March 2015, and a copy of this is attached
see from Annexure C that our client attempted to make a further
a\. However, this cost estimate, while more detailed than what
litted to Transnet, remained nothing more than an estimate, on
ie costs, estimated by our client's factory engineers, based on
ar project would cost in China. In preparing this submission, our

failed to factor in the significantly higher costs applicable in
3ased labour costs).

Once again, this more de ailed cost estimate set out in Annexure C, was not satisfactory
to Transnet

Our client and BEX had riginally met in 2014, shortly after our client was awarded the
original contract by Tran; net, at a railway exhibition. At that time, our client exchanged
business cards with BEX.

Subsequently, BEX visite i our client at their offices to see whether BEX could assist our
client with its business ar ! this meeting was initiated by BEX, not by our client.

At this meeting our clierr mentioned to BEX that our client had been asked to provide
Transnet with a proposal for the relocation of Transnet's manufacturing facility and that
our client had been exn Jriencing difficulty in putting together a proposal which met
Transnefs requirements.

BEX offered to assist ot • client in putting together the required proposal and a cost
breakdown which would r eet Transnefs requirements. Our client was of the view that if
BEX could provide the sk I and expertise required to put a satisfactory proposal together
for Transnet, our client wa»prepared to engage with them.

BEX provided our client v. :h a copy of its company profile, a copy of which is attached as
Annexure D, which our c ent was comfortable with. As our client was under substantial
time pressure to submit a detailed proposal to Transnet as Transnet's financial year end
was approaching, and as ur client was unable to provide a proposal in the form required
by Transnet, it required BEX's services in order to be able to do so.

In accordance with our c enfs request, BEX then analysed the project, and carefully
considered the costing an* applicable models and methodologies, and confirmed with our
client that the estimated t aakeven cost of the Project would be R580 million. This is, of
course, higher than the R 318 million which our client had calculated but, as mentioned
above, this figure was s i approximation of what the project would cost if it were
undertaken in China, withe jt looking at what the costs in South Africa would be. The main
drivers to which the increa ed costs can be attributed are:

(a) labour costs;

(b) the impact of timinc:

(c) hedging and risk m inagement costs; and

(d) additional and ma : 'rial costs to be allocated to upgrading and renovating the
Durban facility to ensure parity between it and the high quality of Transnet's
Pretoria manufactu: ng facility.

Our client and BEX therea ier entered nto a business development services agreement,
pursuant to which BEX s; reed to provide certain services in terms of the agreement
attached as Annexure E.

JNBLIB01/BHOGALNI/4433B68.1 Hogan Lovells
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I 2.19 With respect to the fee that BEX would receive for providing these services, our client die I
»i not want to take any risk itself in terms of having to absorb additional fees from BEX. Our ™
,.,. client was in no way assured of being the successful project bidder and, had it agreed tc

j pay BEX's fees upfront, it would have been out of pocket had it not been successful in its I
bid.

2.20 As our client needed BEX's services in order to properly respond to Transnet's request for
proposal, our client agreed a risk-sharing arrangement with BEX. As you know, it was
ultimately agreed (as recorded in the Business Services agreement) that inter alia:

(a) BEX would assist our client in negotiating the "best possible price" with Transnet, •
based on the Project benchmark cost of R580 million (this being the minimum I
amount which our client would need to receive in order not to make a loss from
the Project); _

(b) BEX would be entitled to an "agency commission" equal to the difference between •
the price awarded by Transnet and the project benchmark cost;

(c) Our client would be guaranteed its R580 million - i.e. if the total price agreed to by I
'•'.$> I' Transnet was R580 million or less, our client would have been entitled to the ful; ™

price to be paid by Transnet and BEX would not have received any fee for their
services. I

2.21 Our client was of the view at the time that Transnet would not agree to a project cost of
R580 million and that the final project cost might be lower than this. Based on our clients —

prior business experience, that our client believed that Transnet would require a discount I
on this amount. Thus our client believed that the final project cost would be closer to, •
R580 million. Hence they believed there was very little risk for them in agreeing an
"upside" fee arrangement with BEX. •

2.22 As to why our client was prepared to undertake this project on a break-even basis, our
client has advised that they were prepared to do so, for strategic reasons. Our client had
already been awarded a contract to provide 232 locomotives to Transnet and hoped to I
secure future work in South Africa. Being prepared to undertake the relocation project on H
a cost-neutral basis could further assist our client in securing any such future work. In
addition, our client is ultimately a State-owned company in China and its mandate and •
strategy is to encourage Investment outside of China. Hence the focus was on trying to |

"'• j ensure that our client did not make a loss as a result of the implementation of the Project,
rather than trying to make a profit, and our client approached the matter on a strategic _
long term basis. It is clear from the above that there are cultural differences in how I
Chinese companies and South African companies do business and which has not been ™
factored in by you.

. J 2.23 After consulting with 3EX, our client then issued a further project proposal and costing to |
' j Transnet, attached as Annexure F. While our client, based on advice received from BEX,

I believed that its brea.'c-even cost for the project was R580 million, the proposal submitted _
«J to Transnet contained a project cost of R635 851 786 to provide for cost increases due to I
, , labour costs, hedging and etc. and caused by the lengthy period required to execute the •
\ j Project, and further to enable our client to accommodate any reductions in our clients
^ J proposed Project cost, that might be required by Transnet, and without necessarily putting H

our client into a position where our client would make a loss on the Project. |

2.24 Unavoidably, and due to a time extension by Transnet, a further proposal, marked
Annexure G, was required to be submitted to Transnet in an amount of R719 090 548, I

• i but building in a discount that would reduce the project cost to R647 181 494, and •

IJN8UB01/BHOGALNI/4433868.1 Hogan Lovells
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Transnet accepted that the additional costs had arisen as a result of the extension by
Transnet, and Transnet accepted the price and discount that our client had proposed.

2.25 Our client's proposal (Annexure G) was accepted by Transnet, and we attach Transnet's
written acceptance as Annexure H. While our client is not privy to the facts on which
Transnet based its decision to accept our client's proposal, it is likely that the time
pressure that Transnet was under to initiate the relocation of the manufacturing facility
and thereafter to start the Project as soon as possible may have played a part Transnet
itself refers to an "extremely tight delivery schedule" associated with this project (see
Annexure I). Also, our client further assumed that Transnet would have considered bids
from other parties for this project - particularly as our client was aware that Bombardier
was approached to submit a proposal. Our client assumes that, in light of this, its proposal
must have been favourable as compared to any other proposals that Transnet might have
received, bearing in mind that our client's benchmark cost of R580 million was calculated
on a breakeven basis, and that other bidders would not have submitted bids on this basis
and would-accordingly have built a profit margin into their bids. While'our client
anticipated that Transnet would push back on its proposal and try to reduce this, Transnet
accepted that our client had already built in a 10% discount, and appeared comfortable
with this.

2.26 Following Transnefs acceptance of our client's proposal, in an amount which was higher

I ii than what our client believed Transnet would agree to, our client issued an invoice to

. Transnet (see Annexure J) and BEX issued an invoice for its "fee" to our client - please
f\ see Annexure K.

I ll
2.27 We have asked our client as to whether, when the project price of R647 181 494 had

been agreed to by Transnet, there had been any discussions with BEX about reducing the
i )( J commission payable to BEX under the business development services agreement.

2.28 Our client has advised us that they did consider this and even, had a discussion with Mr
Mark Shaw of BEX in which they raised their concerns that with hindsight the commission
payable to BEX might be high. However, Mr Mark Shaw dismissed this, and on the basis
that the fee or commission payable to BEX had already been contractually agreed. Our
client then raised the issue with its parent company in China. The parent company asked
what the likelihood of litigation would be if they tried to reduce the commission payable to
BEX and our client advised that this was likely. On this basis, wishing to avoid protracted

.:,, litigation and possible damage to its reputation, our client's parent company instructed our
J -•'' client not to pursue a claim or request for a reduction of the commission payable to BEX.

2.29 Ultimately, our client is of the view that, had they known at the outset that Transnet would
have agreed to a project fee exceeding R580 million, they would not have been happy
with, nor agreed to, the fee arrangements agreed with BEX as set out in the business
development services agreement, At the time, our client was of the bona fide belief that

I
the final project fee would be closer to R580 million, and did not contemplate that it could

be significantly higher than this.
3. In conclusion, we trust that the above information provides you with a better context and

f I understanding of the transactions which have been reported as alleged "material
M irregularities", and we reiterate that our client disputes that there were grounds to do so.

• i i company but, and as indicated above, there are commercial and bona fide reasons for

I 4. We further remind you of the so-called "business judgment rule" in terms of which it is
™ J ] presumed that in making a business decision, the directors of a company acted on an

i J informed basis, in good faith and in the honest belief that the action taken was in the best

| 1 JNBUB01/BHOGALNI/4433868.1 Hogan Lovells
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interests of the company. It ; > evident from the information provided to you that, at all
relevant times, Our client's management acted in the best interests of the company, and
with the requisite degree of care, skill and diligence in respect of its dealings with
Transnet and BEX, and any s legation to suggest that our client and/or its directors acted
irregularly or in breach of the • fiduciary duties are unmentorious and specifically denied.
Our client expressly denies tr at they were party to improper dealings, and have advised
us that the transactions referr d to herein are bona fide arms-length transactions between
willing contractors.

5. In light of what is detailed he =in, our client is of the view that it would not be proper or
correct for KPMG to qualify i:s current draft financial statements, nor revise our clients
financial statements for the pri i r financial year.

You • 3 sincerely

Vau hn Harrison

Pan er

'>

LI
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TIMU DRAFT

Since Spet.15th of 2014, CNR RS SA has provided the technical supports to

TE in positive according to the requirements. The following items have been

made big progress.

I
I
I
I
I
I
I
I
I
I

I.I

)•>"•

1. Manufacture Process Chart

In 2014, the draft version of "Information of Process Chart, Working

Procedure and Machinery, Jigs & Fixtures for each Station" was provided

toTE.

Latterly, when TE visit in Dalian, CNR production line of diesel locomotive

was shown and introduced in details to TE, including Carbody fabrication

line and assembly line, bogie frame fabrication line and assembly line,

Combo fabrication and assembly line, wheelset assembly line, engine test

bench, locomotive final assembly line, load test bench and running test

bench and etc.

As per the request made by TE during their visit in Dalian, CNR Dalian

updated the draft data sheet by adding the procurement information of

Machinery and Jigs & Fixtures, and labor hours at each station etc. In this

' document, it indicated the product a,nd procedure for the items like material

preparation, carbody, underframe, cab, sidewall, partition wall, side door

wall, cover, bogie frame, fuel tank, coolant structure, water tank,

cowcatcher, driver console, wheelset assembly, bogie assembly,

locomotive assembly and test etc. Meanwhile, process flow chart,

procedure, machinery, jigs &fixtures, labor timej, as well as procurement

2/3
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information of those jigs and fixtures like dimension, function, purchasing

cycle etc. were indicated.

2.Technical support for Durban ! •

In May of 2014, due to the new facilitate in Durban, we provided some 1

suggestion on jigs and fixtures need to be equipped with in Durban to TE. | |

~ '* 3.3P Technical Support j •

' I
r . Currently, we are preparing the documents needed during 3P as per the [ •

i / request by TE. The experts from CNR will come once all the document are ; _

-• T ready. ! •
; : •

4.PotentiaI Cost Increased

I
I
I

u I
i J CNR RS SA j

January 28,2015 < •

') i , I

Therefore, start from less experience to mature manufacture, it needs a

complicated procedure. Due to the tight schedule, the facility and staff in

Durban could be challenge on the project execution.

It is estimated that it will get the cost increased, this letter list some of the fields,

it is draft but can be finalized during the execution in future. .

5/i
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CNR Rollins Stock South Africa
• China Consirucfion Bank Building

Rolling Stock 95 G r a v s l ° n ° r ' v e

~* Sandton
South Africa Johannesburg

2195
cnrrssapm@163.com

DRAFT V2

; ) Since Spet15th of 2014, CNR RS SA has provided the technical supports to

TE in positive according to the requireme ts. The following items have been

made big progress.

1.Manufacture Process Chart

• In 2014, the draft version of "Infor ration of Process Chart, Working

r\ Procedure and Machinery, Jigs & Fix jres for each Station" was provided

I II
toTE.

) Latterly, when TE visit in Dalian, CNF production line of diesel locomotive

| f was shown and introduced in details o TE, including Carbody fabrication

•; / line and assembly line, bogie frame fabrication line and assembly line;

gj f i Combo fabrication and assembly line wheelset assembly line, engine test

; j bench, locomotive final assembly !in .•, load test bench and running test

| j ••%. bench and etc.

-^ As per the request made by TE dur ig their visit in Dalian, CNR Dalian

| updated the draft data sheet by ad' ing the procurement information of

_ . Machinery and Jigs & Fixtures, and I-. bor hours at each station etc. In this

I ' . document, it indicated the product an procedure for the items like material

_ ! preparation, carbody, underframe, c-b, sidewall, partition wall, side door

I' i wall, cover, bogie frame, fuel ta k, coolant structure, water tank,

I
1 ̂  cowcatcher, driver console, whe Iset assembly, bogie assembly,

' \ locomotive assembly and test et . Meanwhile, process flow chart,

I procedure!, machinery, jigs &fixtures labor time, as well as procurement

•/
I0057-0368-0001-0188
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information of those jigs arid fixtures like dimension, function, purchasing [

cycle etc. were indicated. j

\

2.Technical support for Durban !

! I
In May of 2014, due to the new facilitate in Durban, we provided some j

suggestion on jigs and fixtures need to be equipped with in Durban to TE. I I

O i
<' 3.3P Technical Support I |

1 •
Currently, we are preparing the documents needed during 3P as per the i •

t j request by TE. The experts from CNR will come once all the document are !

ready. |

I 4.Potential Cost Increased I
I
) . Therefore, start from less experience to mature manufacture, it needs a £

i complicated procedure. Due to the tight schedule, the facility and staff in

I Durban could be challenge on the project execution. |

It is estimated that it will get the cost increased, the cost will be more than

R100,000,000, such as the following field: ' |

• Transportation cost increased

: \ • Human staff cost increased

'-* • Technical support cost increased ' —

• \ this letter list some of the fields and estimated the additional cost, due to the . I

manufacturing is not started, and the Durban situation and information of the ^

{ site |is not enough, the cost is draft but can be finalized during the execution in I

3 / 4
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future.

CNR RS SA
Febrary, 2015
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Proposal Estimated Cost Increa

ft*
No. Description

Increased logistics cost

Increased cost for setupfacilities in
Durban & travelling

# ) Increased Cost on technical
support & guide on brandnew process
layout( compared with the KDS)

Difficulty and cost increased on traning
the new emplyees

Increased cost for site service on site
by supplier

Increased Financial cost for postpone
ths delivery due to the relocation

Increased
amount(total)

65, 430, 000

29, 400, 000

48, 600, 000

31, 800, 000

47, 470, 000

96, 000, 000

1174c
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ised on Durban Relocation

Remark

tablei

(30A) =

Office rental:600,000 Rand/year*7=41200,OOORand;rental(30
persons): 300,000/month*12*7=25.2million Rand

800R C/Mtf^JfO *7.5
80DR(hour rate)*7.5hours*30persons*270 working day

100,OOORand per loco increased;21 million rand total in 212
locomotives; (to be verified on TE traning)

On site service will be calculated according to 10%of procument
amount(excludes TE), and the relocation will increase 10%.

0057-0368-0001-0192
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7 2, 726, 851

318, 700, 000
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r 1 \A7e:differenti3te ourselves by' always empl" 'Ing rigorous financial techniques and technologies^
| / f d ith i t i t d t d i f t h t r ^ b f i t t ' d ; d t ] l i t i t h h tfused with an intimate understanding of-th practfca^busfn ess contextantfdeta'il,; it is through this

I fusion that We' are abie' td'advise diir client: ori k course of actio'n that, is .value' enhancing and cost'

f \ effective and at the sametime feasible to r plement; This enables them to practically attain thejf
objectives In'the rhost'effident and effect!', manner.
Merely being 'strategicall/ or 'dlrectionallv correct: is insufficient for us. We operate In a worjd of
deliberate precision, and absolute accuracy Our task is.to embrace complexity and then refine It
into objective clarity.

•• I? BEXbpe'ratesthrough ah established rietw-. k of professional partners to deliver client focused.
1 \ ;. solutions thus providing access to some of njtfi Africa's leading co>p'orat.e financiers, engineers,-

v^/ mathematicians, actuarial scientists and so ware programmers, working seamlessly across tnVlr
respective disciplines In order to deliver ad ce to clients that will result In slgnlficanVand tangible
value.

i;
j 1 or objective function.

SEX Structured Products [Pty) Ltd Address: 1 * Floor. 24 Crcscrnt Drive, Mefrose Arch
cmalUEnquirl«(Obe)tstrucajradpro; tts.ea.ia / Tel: +17 116S41701 / F J « ns5 SJ5 06*3

I

t

i

BEX Structured Products ("B'EX") is a profes onal service advisory business that specialises in, )• i
business enterprise optimisation using fina - :ial modelling, derivatives and engineering techniques; I

BEX works with the executives of leading Sr. jth African and'mulfinational corporations to solvetfieir ; •
most important, compfex and fecurringchs enges; and to exploit thelf'.op'portunlties. fnsodoirlg- _1 j
we are able to add sustafnable, verifiable a i significant value to dfents. I \

Where'approp'rlate.BEX will" advise on capit I raising utilizing Either debt or equity funding. Irvthls i
regard.BEX", Has significant experience in fu ding all a'spectsr of Industrial, financial, Insurance, j
telecbms and*marketing businesses as well s having participated oradvlsed'iri transactions in the :

mininirand property sectors: • • :• ;

We define optimisation as: J ,

I 1
A rigorous scientific process designed to dts iver {he configuration ofcdrrtponentsoj a business { !
system (enterprise and/orindustry) that vii- result in greatest achievement 6fthe desired outcome. i

0057-0368-0001-0194
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Some of t.M Optimisation drojects that BEX and >iif partners Have been
involved in historically:

Within the Long Term Asset Optimisation Realm:

Major f in ing Multi-Commodity
Conglomerate

Major Mining lyiultl-Cornmbdlty
Conglomerate •

Major Platinum Producer

Major Platinum Producer

Major Global Gold Producer'

Major Piatinum Producer

MajorSouth African Gold
Producer

World Leader In Alloying Mctalj

Major Open Pit Platinum Mine

Dey'elc pfjient of probablllstJc'dijiacty model: for the validation of production

plans z i4 business cases for new investm an •.-

Newf/lriing-TcchnologifVIn P°d< Cutting-S :ina.rlos were designed to formulate'

busirtc ;stases for1 different.rock cutting tech ologies'relative to other

corivs tional'mining methods

Modi tig", optl'mlsayori and ths implement: orrof new mining technologies and

meth: is In the milling Industry, Financial Ar. ysis, Strategy, Stochastic scheduling

Ei-ara slsjftlsi Management), Extensively, jt cleslgn.Si analysis of New Mining

Techn logier, Implementation of New Mlnlr.. Technologies &'Mining .Methods

v/lthir ihe" Mining Iridiinry, develDDnient of :• iVlanagerpenlbperating Systems for

Undei :round Mines; Operational Tirria Studi i. Analysis Si Mining Method

Opjtirr; iatipDi Mining Me.thp'd Visualisations.

Probs' iistlcari'alysls of Onderground cperat! ris' production schedules using

Monti Carlo ̂ techniques to validate tfieir lor, terrrj plaris:_- ,'" .•)" '" •.

Pfodu tjon scenario planning for several kav lines.

Half 1̂  el optimisation and costing.

life of viln'e scenarios - the development an implementation of detailed NPV

and c: ;h.flbw.rhQciels focused on evaluaUng lultlpfe whatrlf scenarios for their

cDmpiientpersoris report at all their Under r oundGold operations.-

Opex' lodelling-of a newlnvestment in Sou: Africa of the fifehch b«ed

cornp. iy._

Expan :oni Validation t Using stochastic discr • e eventslmulatlon, Cyest tested lha

fsasit ityofa'25-ye"arlifeQrrr|ine'plari. Th purposewas'ito'deterrnlfiewhether'

the rr. ie coufd'dellyepsufiident material ts ipport'the planned plant

expar. loii. Our team determined th's coiiflj ice levelissbclat^d, with the target,

and ra Bmrrfended specific jnterventlops to . Ise the'eonfidence to an'acceptable

EOSli /el. As a result the mine now'.pbns t use stDcliastlc.dis"crete event

simul- ion to yalldatethelr short- term plan as well.

BEX Structured Product.- Pty) Ud /^diire«:l"RDor,2') Crsscent . ive, Mclrose Arch
Email: Enqulriu(?bsji5iruc- redprodurti.co.za / Tel: 4 271163417C / Fax: 036 SSE QS43
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Resource Optimisation

This realm of optimisation Is the most operational / granular arid occUrs once the assets have been
decided upon ahd'conf Igured'during the asset optimisation exercise,

'••'** Resource optimisation refers to ftpw resources are organised around \he:assets In order to for
N-^ example * minimise unit cost> or minimise total cost; or increase margin, or fnaximlse'prbfiti, etc.

! I In other words the assetxonifiguratiop and physical capacity betQrn.es the coristralntarouiid which
; | resources must.be organised! Examples of decisions In this realm Include -resource type, quantum
' • and allocation; production schedule, eta

BEX Structured Products (MyJ Ltd ( AddrciR l"-f\6oi, 24 Crescent Drive, Melrosi Arch
Email: Entju!riestabojatnJctarecT(iroducu.co.za / TBli + '77li6«11701 / Fac 086 S86 0H3

1

Examples of different optimisation scopds:. !

f
Capital Optimisation

The objective functions h'ere could be Maximise Valiie (NPV); or Maximise Returns (ROCE, ROI, etc.) j
of Maximise Capital Efficiency (economic profit); or minimise Risk. . j
Arid the constraints would fypicajly include - capital (funding), availability of investment pipeline, :
etc. ' ' I-

' i

• fW~ . ... • i
I r-

 / i<5Ss' Asset bptimis.atiort j

I
i j Asset Optimisation occurs" after the investment dedsion has been taken (during the Capital \

optimfsatioii stage).and the! problemsta'ckled here rifer to how the assets (pfant and equipment) j
f~i can ise configured to achieve the desired objective function. ':

•J '

I '' Exampfes of sbrnetrrhes-cdrifUctlng objective functions here include goalssuch as - maximising asset !

Ufa, ensuring the lowest uriit cost, or yielding the greatest r.eturn, highest short-term profitability )
\ \ etc, Examples in this realmwould include-the design and layout (of'a plant, a mfne, a'logistics i
U network); the allo'ca.tip.n-and scheduling of̂  assets; etc. ' i

0057-0368-0001-0196
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Within'the Operational Resource Optimisation Reairn:

A Leading Global Export Coal Group

A Leading Global Export Dial Group

Major Platinum Producer'

: Major Diamond Producer

Major Mtnlnk Multi-Commodity
Conglomerate

Soutri African Ferro Chrome
Producer

Major Diamond Producer

Large Copper Operation'

Leading Iron Ore Producer

Major Platinum Producer

Major New South American Iron
Ore Operation

Major New South American Iron
Ore Operation

Capacity analysis for load and Haul operations UsInV -Slsc'rete Everjt^jrtiulation to

esf.abllshj-Cinlt.cnit reductions of 20%;

Development of fleet management' diagnostics us';-; Android devices to assist In

parking haul trucks.

Design'Df an yndergrpurid'tnecharjlsed hiinlng marrs smentope'rating system for

piloting new mining methods and tach'riologlei..

Value Driver-Tree-implementation and silpport for s - ^rational-diagnostics.purposes"

of an open pit mine'.

Development o f a' virtual reality centre to deliver en: r prise wide, experiential

learning.to 1,500'peqple per year.

Production arid Budgeting rpodej•* development and Tiplementatlon of.budgeling

model for a Ferro Chrome processing plant.

Implemeptatlon of a plant model to track operation- progress1,' activity based

costing, scenario analysis and blend optimisation,

Developed a model allowing the planners .3 fa large J. en cast Copper rnine'tb

schedule trucks and sho'vels that would allow for ma mum production efficiency

and allow trie pfanners to quickly optimise tha va'ue : lalri on-a ihlft.level basil-

across the Value cHain.

Pullt a capacity analysis model for an Iron ore mine t'- :{.allowed them to Identify

cbnstraihti'andoprjo'rtuhlties to Increase production y l i ? i .

Development and Implementa'vion of dstaiisd OPEX c sfi flow model focused on

evaluating multiple tyhat-if scenario for nev/projects

Mining simulation —The'operatlqn had developed s p iductfon ramp-up plan for

their new processing facility. Tha question"v/os, wiia' /ould be'the'equipment

rsqulrernents.to rneet this plan, with'adequite confic!-: ice; Using stochastic discrete-

event'slmuiation.technlques.Cyest Analytics dstermi,' ;d the "correct-fleet sizing tD

deliver ore with 80)4 confidence. Additionally, yts she /ed.the Incremental benefits

of additional equipment; The mine cdntlnues'to'usa t 2 model to .Validate Its short* ' . . . . . . .
• • term pianhfng,

Plant simulation'- In conjunction wjtfjtha mining slim.' itlon, tbo operation required

a plant simulation mddel that would validate the pjo;' Sion ramp -Vp'plari, and'

. also quantify Jhe likely Impact on productio'n of varlqi- risks that the operation had

Identified, Using equation - based modelling.and Mo,~ : Carlo techniques,'Cyest

Analytics'dellvered a system that would fulpl'this role, 'he operation continuas to

use -this model to test their ramp -up strategies and s! sdy-state delivery

expectations.

Within the Capital Raising ftealm!'

BEX fias successfully been.Involved in capital raising for privately ownecl and.PubilcCompa'niei ;cross a number of sectors
and Industries. Our success In thlsirea of Business Is a result of ourlong-standirip and trusted elationships with financial
Institutions and "High Net Worth* family offices both'ln South Africa and Europe.

BEXStructured P/oducti (Pty) Ltd J Address: I*1 Floor, 2fl Crescent Dri'/a, Malroi: uxh
Eraiil:Enquiocn@btimriicturedprDduas.co.lj / Tel: + 2711 6841701 / F=»;03o; S0643
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Office Add,r=5s:
BEX Structured Products (My) Ltd:
l " Floor, 24 Crescent Drive,
MdroseArch,
2076

Postal Address:
BEX Structured Products (My) Ltd
P,O8ox302
Highlands North,
2037

Contact:
Email: enquiries (Sbexstructuredproduete.coja
Telephone:+ 27 116841701
Telefax:+ 27 086 58B 0643

BEX SMictured Product* [Ptyl Ltd / Address i." Floor, 19 Crucent Drive, Melrote Arch
Em»B:EnqiiJrlesiSibexstrucniredprodurti.cflJS / Tth + 2711S8<I17O1 / F»KO86 SB6OE43
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BUSINESS
DEVELOPMENT
SERVICES
AGREEMENT

CNR ROLLING STOCK SOUTH
AFRICA STY LTD..
(Registration No. 2 014/016 8?'2'/07)

with

BUSINESS EXPANSION
STRUGTURED PRObUGTS PTY
LTD.,
(Registration No. 2009/02042 0/07)

rAGREEMENT DATE: APRIL 75, 2GI5
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this Agreerntort is'srrfered into fay and between the following parties:-

BUSINESS EXPAhktGfl STRUCTURED PRODUCTS PTY LTD {hereinafter, referred to as *&&<•)
(which expression intiudes its associates; subsidiaries., affiliates, successors and permitted
assigns), a company duly Incorporated and existing under the Companies Acf in South Africa,
and having Its' registered offices at 1st Floor, 24 .Crescent Drive, lyielrase Arch 2075)
i h b duty authorised andjepresenled by Mr, Mark Shaw

and

CNR ROLLING STOCK SOUTH AFRICA PTY LIMITED (hereinafter referred to. as. the
"Company") (which expression includes Its successors and permitted assignees), s crimpa'ny
duly-incorporated and existing undef Ihe Cotppanles Act in South Africa, and having its office
address at 3rd floor/ 95 Grayston Drive; Sandtoh. Z13S, Jormnriesbuj-g,. South; Africa, duly
authorised and represented by the person signing this Agreement, dufy authorised and"
represented by Mr.Gang Wang, signing this Agreement

(Hereinafter, BEX and the Company may be individually referred to as a "Party", snd
.cdtlq'rfrVely ?s "the Parties".).

WHEREAS:

A. BEX, a professional service advisory business that specialises in business enterprise
optimisation using financial modelling, derivatives and. engineering techniques, with
Its, long subsisting relationships In ths'territory of South Africa-{hereinafter 'The
Territory*)' has acquired'a familial-it'/ with regulatory; social, cultural and political
framework whereby it is capable to closely1 co-ordinate with ttje designated
authorities to. comprehend tjie applicable. Government policies, identify the
opportunities of- participation In various Government and Private project^, lend
consultancy on. participating- in Various tenders and bidding processes- Bnd thus
facilitating trade of goods and services concemfngsuch projects.

The COMPANY h a gjohal company specializing in the manufacture of Locomotives
and Spare Parts for trie same, with a focus on emerging markets. The COMPANY Has
approached BEX to provide advisory services in respect of the Project and for
expanding their business in the Territory, and help It in achieving their BEE (Black
Econbmlc'&npowerment) objectives In the Terrftorycri a long-term basis;

B., The Parties have, after mutual discussions, acknowledged and agreed that they have,
suitable and complementary.resources to Jointly harness the opportunities th the
Territory through this Business Development Services Agreement, whereby BEX will
play an active role In providing advisory services in respect of the Project, S
development and BEE structuring and management In the Territory*

C in view of the above-set background, tha Parties have agreed to reduce, in writing
their mutual understanding and their respective fundarneryla! Interests, rights,
duties, obligations-and .liabilities l.n re.la.tten to the agency, their respective roles in
this- regard/ the. terms and. conditions- dti whltfi the' Parties would Implement the
agency relationship and«rl?in other matters thereto.

Confidential a Businssr-SerrjcesAgreement: CIJR&3EX Page 2 b;
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1. Definitions arid Interpretation

1.1. Definition?

Certain terras, are defined within the recital? and within the body text of this
Agreement, Jn adriiUpjij tha following terms shall have thefol'lowing meaning:

"Affiliate* means, whh respect to any Person, any other Person that,
directly or Indirectly, through ohe.or' more intermediaries,
controls or is con-trolled by or is under common control with,
such person.

"Agency Commission" the difference between the price excluding VAT swarded to.
the Company by TFR and the Project Benchmark Costs of
R580 million excluding VAT

I)

;i

"Agreement"

"Agreement Date"

"BEE"

"Business-Day"

"Farce Majeure"

"Nominee"

Tersan"

: i

I '

means this Agreement, including the recitals and schedules
hereto, as the sam.e may be. varied or amended from time to
time in writing by agreement of the Parties?

shall mean ahd refer to APRIL 25/ 20X5; being the date of
execution of this Agreement;.

means Black,Economic Empowerment as set out in the7 8EE
Charter of the Republic of South Africa.

rneans any day on which banking Institutions in South Africa
are open for business.

means any of the following events or occurrences: (i) Acts of
God, s,«ch as fires, floods, thunderstorms, earthquakes;
unusually severe Weather anrJ hatural catastrophes; (ii) civil
disturbances, such as strikes, lock outs and riots; (iii) acts of
-aggression', such as explosions,, yiars, and terrorism which,
are not foreseen; or (Jvj acts of government or actions of
regulatory bodies which significantly inhibit or prohibit
either Party from performing th.ejr obligations under this
Agreement.

means, any juristic person or company that may b'e
nominated by. BEX with the prior Written .consent of CNR .
from time-to time to continue with and fulfil the* obligations
of this Agreement and/or to.provlde the necessary services
ahd any expertise required for executing the commerclaj
aspects of this Agreement.

includes any individual, company, corporation, firm,
partnership, consortium, joint venture or Association,
whether a body corporate or an unincorporated association
of persons; •

shall mean the amount paid by TFR for the implementation

Confidential i Business Services Agreement: CNR & BEX Page 3 of 12
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'Product*

"Project"

"Project Benchmark
Costs"

"Scope Deviation"-

Territory"

Third Party*

TFR"

pf the project

means the Cornpan/s related products and. Services.

shaft mean the change w jcops whereby. Transnet
Engineering (TEJ a division of Transnet &bt Limited
requires the Cornpany.to change tee'tonatFbrj of the lo'oai
manufacture ptosrSrrime frdm' 'the- TE Koedaespoort
C?utengfaclBty to their Pay-Kegd Durban fsciltty.

shall rnean RS80rr\ (Five hundred and eighty million Rand)
excluding VAT

shall mean costs associated with Ihe Implementation of the
.Project

means Republic of South'Africa.

means a person vvfp Is not a Party lo this Agreement and
does not Indude Affiliates of any of the Parties,

means Transnet Freight Rail, a division of TraAsnet 50C
limited

1.2. Interpretation

l.Z.l.l?eferences to this Agreement or to any other Instrument shall be.a reference
to this Agreement or that other Instrument as amended, varied, novatedj of
substituted from time tii time,

1.2.2.The haadlngs in this Agreement are for ease of reference only and shall not
affect the Interpretation or construction <ff this Agreement.

l,23.fefererices to Recitals, Cfauses and Schedules are references to rBcitals,
clauses.and sub clauses and. schedules lo this. Agreement.

. 1.2 A Words-importing the. singular number shall include th'e plural and. vice versa
and words importing'the masculine gendef shall Include tha feminine and the
neuter gender and'vice versa.

1.2.5.Each of the represe'ntatfons and warrantlei provided in this.-Agreement are
independent of otKer representatlorjs and Warranties and unless the contrary
Is expressly stated, no Clause In this Agreement limits the extent or application
ofanother Clause.

I.2.S. "In writing" Includes any communication made by letter or fax or e-mail.

Confidential:: Business Servicts Agreement? CHR &. BEX
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1.2.7,Tbe words "include",- "including" and "In particular* shall be construed as being
by way of illustration or emphasis only and shall not be construed as, nor shall
they take effect as limiting the generality of any preceding word*.

1.2^.References ta a'person shall be construed so as to include:

1.2.8.1. individual, firm/ partnership, trust, joint venture, company!
corporation, body corporate, UntricorporateH body, association,
organlatfbfy any government, or $tate- or any agency of a
government or. stete, or any local or municipal authority or other
governmental body (whether .or not in each case having separate
legal personality);

1.2.8.2, that person'* successors in title and assigns i>r transferees permitted
Jn accprdance with- the terms of this Agreement; and

1.2.9.Referfences to a person's representatives shall be to its officers, employees',
legal of other professional advisers, sub-conUactdrsj agents, attorneys and
other duty authorteed representatives.

12.10. References' to statutory provisions shall be construed as references to those
provisions as are respectively amended or re-enacted -or as thfeir application
fs modified by other provisions (whether before or after the date erf this
Agreement) frprri time to time and shall Include any proylsionsof which the/
are re-enactments (whether with op without modification).

1.2.11. All warranties, represenistrons, indemnities, covenants, guarantees,
stipulations, undertakings, agreement? and obflgati.ons given or entered into
by more than one person are given'or entered into severally unless otherwise

specified.

1.2.12. In.the event that the date on which any act or obligation specified in this
Agreement to be performed falls on a day which Is not a Business,. Day, then
the date on v/hlch the act or obligation is to be effected or performed shall
take place on the next Business. Day.

1.2.13. This Agreement Is the result of negotiations, between, and has been
reviewed by, the Parties and their respective counsel. Accordingly, this.
Agreement shall be deemed to be the product of the Parties, and there shall
be no presumption that an ambiguity should be construed' In favour of or
against any Party solely as a, result of such Part/s actual or alleged role in the
drafting of Ihis Agreement

2.1. Whereas JE requires the Company to change the location of the local manufacture
programme fro.m the TB Koedoespcort Gauteng facility to their Bsy-Head Durban
facility.

2.2. And whereas the Company has approached BEX to assess and formulate the entire
strategy and planning to quantify and benchmark the costs asspciated with the re-
location as per clause 2.1.

Confidential i: Business Services Agreement: CNR &.BEXane Pages of 1 2 ^ y
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2.3. And whereas BEX h'as agreed to undertake the work at ttiefr sole risk and at no'cost
to the Company if tHe agreed Project Benchmark Costs are not. recovered fro.rn
Transnet Freight FfaiL {TFJty

2..4-. After extensive research and negotiations with both th§ Company & TFR, BEX and
'the Company have agreed that the Project Benchmark Costs.will he fixed at R5BQ
million (Rands Five hund.red and eighty rriiiifp.n only} excluding VAT.

2.5, Since BEX has undertaken tfr negotiate and finalize tHe deal with TFR on a risk basis,
• it Is agreed between both parties that BEX be entitled to an Agency Commission as

detailed in Clause S.

3. Scope and Purpose of the Agreement and key principles

3.1. Tha Parties have entered into this Agreement to record their mutual understanding;
as regards their relationship and the manner In which the Project shall be
implemented through this Agreement.- .

3.2. The scope of this Agreement Is the regulation of ths rights and relationships of the
Parties, both among themselves and with respect to Third Parties, with the ajm of
executing the. Project and other services in the Tef"ritory,

3.3. In order to achieve their joint commercial objectives, the Parties shall operate this
Agreement as per the terms and conditions set out herein.

3.4; Each Party agrees to co-operate with the other Party, on a best effort basis.
3.5. Each Party hereby agrees and undertakes towards the other Party to perform and

observe a"ll of the provlsipns'of this Agreement.
3.G. The Parties acknowledge tha.t the broad parameters for trie conduct of this

Agreement (subject always to the-terms and conditions of this Agreement) Is to
lrnplement'the Project In the Territory and to enhance the economic value of the
.Parties.

4.. General Conditions of appointment

4.1. p ie Company hereby appoints BEX to provide advisory and consulting services in
respect of the Project arid to aid Business Development and to assist In achieving
the Company's BEE objectives in the Territory.

4.2. The Parties Hereby agree and acknowledge; that they are independent contractors.
No partnership, joint venture or employment is created or implied by this
Agreement.

5. Duties and Responsibilities of BEX

5.1. BEX shall provide advisory services in respect of the Project and will assjst in the
implementation of the processes related to'the Project on a risk basis. " "

5.2. BEX shalf assist ths Company tp achieve its objectives In the Territory.
5.3. BEX shall Hot make any representation 'on behalf of the Company except in

conformity with express written permission from the Company.
5.4. BEX will fiave two. years from the Agreement Date to implement the Project
5.5. BEX will inform the Company timeously lit writing if it wishes to appoint a nominee

or assign the provisions of this Agreement. The appointment of .such nominee oc
assignee shall he effected after the written consent of the Company.

Confidential:: Business Services Agreement: CNR & BEX Page 6 of 12
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6. Remuneration, payment terms etc:.

6.1. For the Project Scope deviation (referred hereinabove), BEX. sha.
Company to negotiate the best possible price with TFR based on
Benchmark Cost of R5BQ million (Rands Five Hundred and Eighty n>
excluding VAT.

6.2. The Company agrees that BEX will be entitled to an agency co.rnmissic
to the difference between the price excluding VAT awarded to the Corn
and the Project Benchmark Cost of R58.0 million excluding VAT. For ex
price awarded. Is R680 million, then SEX Will be..entftled to arv agency cc
R100 million{etfciudlng VAT| I.e. RG80m less R580m,

6.3. The Company will be entitied to the Project Benchmark Cost of F
irrespective of whether the total Project value is negotiated lower th
million byTFR.

6.4. BEX shall be entitled to the Agency commission irrespective of whethe
Benchmark Cost arise from the supply Df services, main product or any ;
ancillary item thereto.

6.5. The agency commission as stated above Will be due and payable in full
i) the Company and TFR has entered Into an agreement'that the Con
awarded the Price more than the Project Benchmark Costs by TFR, an
payment of the Price is received by the Company.

6.6. the company shall pay BEX. within 10 business days after from receipt c
from BEX'.

assist the
:he Project
Ilion only )

equivalent
«'ny byTFR
mple if the
nmissjon of

5S0
n the R6&Q

the Project
iafe part or

i and when
•any w.ill be
ft) the first

the invoice

7, Term and TermihaUdti

7,1. This Agreement shall be effective from the Agreement Date and will amain valid
fora period of two years and for such time thatthe Company remain e jible fat the
award.of the Scope Deviation.

7.2.. Once the agreement for the Scope Deviation has been signed by the C mpany, this
Agreement shall remain in force until .full payment due to BÊ  under this
Agreement is mad.e by the Company.

7.3, If either Party hereto commits a breach of this Agreement or ds lults in the
performance of rjts obligations, and if such default or breach is riot .re :ifled Within
14 (fourteen) business days after the sa,rne has beert called to the att ntfon of the.
defaulting Party by a written notice from the. other Party; then the n n-defaujtlng
Party; at its pption, may declare a dispute antf hereby consent to tr •- arbitration
being" dealt with in terms of the expedited Rules of arbitration of AF "A \yith!p'3O
days. The arbitration shall be determined in accordance with the rpvlslons of
South African law and the Parties svbmi.t to South African Jurisdi:.joh for the
purpose of this arbitration

7.4. Any expiration or termination of this Agreement pursuant to Clause 7.2 shall be
without.prejudice to any other rights or remedies to' which a Party m t ' be entitled
hereunder or at law-and shall not affect any accrued rights or liabiif es of either
Party.

C. ifidentia! s Business Services Agreement- CNR & BEX Page 7 of 1Z
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8, liability provisions

B.I. Each- Party undertakes to cause its employees, agents', and Affiliates, 3$ long as they
are associated with terms of this: Agreement, ta respect and comply With this
Agreement

Irt any case, each Party undertakes to collaborate in good faith with each other to
avoid or minimize any disadvantage or harm affecting th? other Party.

8:2. The provisions of Clause 3 jfiall continue to apply following the expiration- or
termination of this Agreement and for a period of Five (5) years thereafter,

9. Confidentiality

9.1. During the course" of this Agreement, one party {tfie "Disclqser") rnay; on a rase-
by-case basis, disclose- to the other Party {the "Recipient"} certain Confidential
Information all of whrch shall be regarded as confidential. "Confidential
Information" means any Information as the" Discloser may from time to time
provide (or haver-supplied or disclosed on Its Behalf) to the Recipient,, including all
financial or other Information relating to Its business affairs orthe business afftirs
of the Affiliates, whether orally or In a written, physical or visual fomv regarding
the products) activities, Including (without limitation) data, software systems'/
information technology, products, application, together with analyses,
compilations, forecasts, studfes or otfeer documents prepared by the Discloser
(including, but not limited to, lawyers, accountants, consultants and financial
advisers) and/or Its- Representatives which contain or otherwise reflect Information
about the Discloser a nd/or Its Affiliates.

9.2; The Redolentshall at all. times during the term of this-Asreementandfora period
of flye (5J years following Its termination, hold all Confidential Information which it
acquires from Discloser under the terrrls of this Agreement, or otherwise, In strict
confidence and shall hot disclose such information to any third party or duplicate,
transfer, or uje directly or indirectly, the Confidential Information other than In
Recipient's performance of its obligation? untJer this Agrefimeirt.

Tfia foregoing restrictions', shall not apply to any'Information which: (0. Is or
becomes generally available to. the public other, than as a- result pf a hre?ch of
obligation by Recipient; or (il) Is. lawfully acquired from a thii'd'party Who owes no
pblfgatton of confidence In respect of the information; or (Ri) Recipient Is required
to disclose by law {provided th'at Recipient shall asierttha confidential hatiire -of
the Information andgfve Immediate written notice to plsdosera.nd assist discloser
In obtaining a protective, prder against such disclosure);

9.3. Upon request of Dlscfoser, or "upon the expiration or any earlier termination of this
Agreement, Recipient shall promptly return all copies: of the ConfiJeijtial
information In whatever form or media, to Discloser .or, at the direction of
Discloser, destroy the same. Recipient shall certify jn writing to 0lip|oser such
returner destructfon within ten (10) days pf the date of Discloser's request.

Confidential " Business Services Agreement CNR & BEX 2-j3
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9.4. Subject to aj! other terms Df this agreement, thii Agreement and its Annexes are
also Confidential Information and' either party shall not disclose, advertise or
publish the terms or conditions of this Agreement .or the Annexe} wltlyoutths prJor
written .conient of the other party. •

10. Miscellaneous

10.J. All notices required or permitted to be given under this Agreement shall be In
writing, shall be given to the other Party arid shall ba deemed given to a Party
wheri:

1D.1.1. delivered to the appropriate address hy hand and by email or by overnight
courier service fcostsfrepald);

in each cSse to the following addresses and marked to the attention of the person
' (by name or title) designated betow (or to such other email address, -facsimile

number orperson as a Party may designate by notice to the other Party):

BEX:
B EX Structured Products Pty Ltd
For the attention of: Mr, Marie Shaw
'Address: 24 Crescent Drive, Melrose Arch 2076, Johannesburg snd by email at
fenquiriesj2bexstructuredprodiJcU.co.ia

The Company:
GNR ROaiNG STOCK PTY LTD,
For the attention of: Mr. Gang Wang
Address: S^FIoor/SS Grayston Drive, Sandton,219B, Johannesburg

All Correspondence, exchange of Information; documents between the Parties, with
Customers /third partiesshall take place In EhgSsh language.

10.2.N0 Party may assign any interest-, benefiti right or obligation under this Agreement
to any Person wlthput having pbtafnerf'the prior written conse'nt of the other Party
which consent shall not be unreasonably Withheld. In, the event of assignment as
specified above,, the assigning Party, shall continue to guarantee the performance of
the. new participant under this Agreement and.ln any event of assignment, It shall
also continue to bs'bo.und by the exclusivity ao.d confidentiality provisions set forth
herein.

lQ.3..lf any provision of this Agreement Is or becomes illegal, unenforceable or Invalid
under the |ay< of snyjurisdlctlpn applirabte to the Parties, neither the JegBlity,
validity or enforce*biiity of the rematnitig provisions- bf this Agreement nor the
legality, validity or enforce.sbliity of iu'ch provision und.er the fajv of any other
jurisdiction shall bo In any way-affected or Impaired, thereby; provided, however,
that if such severabllity materially changes the economic benefits of this. Agreement
to a Party, the Parties shall negotiate an equitable adjustment In the provisions of
this Agreement in'good faith.

Confidential:: Business Services Agreement CNFiiJ BEX Page 9. of 12

0057-0368-0001-0207

TRANSNET-REF-BUNDLE-01477



i.J

r i y i

I]
I
i

I
I
I
I
I
I
I
I
I

"I
•5

n
n

0

lOAThfs Agree lent (including 2ny-?nnexesthereofj rets forth the full and corhpletft
understan,:: ng_ of' the Parties as of'the date of execution of this Agreement and
supersede.- all other prior negotiations, agreements, and Understandings, of tha
parti's* vv'i respect thereto. No Party shall be. bou.nd. by any other obligations,
conditions ^'representation! with respecttoth'e subject matter of this Agreement.

ID-SNo waiver f any of the-provisions of this Agreement shall be deemed, to be. or
constitute _ warverof any other provision whether similar or pot. No slngle'waivef
shall const Jte a continuing waiver.

lO.G.Neithsr th ; Agreement nor any of the. terms hereof may be; amended,
supplemer, id, waived or discha rgad unless the Parties so agree" in writing.

lOJ.This Agreer jnt may bs executed In one "or more duplicate counterparts and when
executed b all of the Parties shall constitute a single binding agreement.

10.8, Neither Par / hereto sfiall bs liable for any failure to perform its obligations under
this Agreer art due to a Force Majeure event. In'the event of Force'. Majeure the
Parties shai evaluate the obligations affected by the Force Majeur^.event, and shall
rnutirally aj 2« in writing on the messurw to be taken or on the.-efrert of such
Force Maje e event en the Partie's' dbtlgatfons hereunder. The Parties may agree-
that parfor ance of a Party's obligations- shall be suspended ditfing the period of
existence o such Force Majsure event as well.as the period reasonably required,
thereafter t resume the performance of the obllga'tion. The Parties shall usa their
best reason isle, efforts Id minimize the consequences of this Force Majeurtf. In the
event of f -ce Majeure the Parties, shall discuss and mutually agree on the
continued c -operation between the parties. Including the'rt'ecessfty of terminab'pn
'ofthis Agrs - nent.

10.S, Except to t » extent of indemnification obligations related to Third- Party claFms,
neither Par i hereunder'shall be liable for sp'edal, Ih.dderifal, exemplary, Indirect,
punltlva or xmsequentia! damages arising oat.oFa Party|s performanca or non-
perfbrmanc -under this Agreement, whether based 'on or.daimed under contract,
tort (includi g such Party's own negligence) or any other theory at law or in equity,-

11. BEX Banking deb [s

The Banking letails will be mentioned In each Invoice provided by BEX to the
Company.

Any changes >the aboYebanking details of BEX will be advised by BEX ta.the
Company in \ itlng. In the event of the Company receiving.what: a'ppears'to be ari'
instruction fr. n Z&, amending the BEX barMng detailsi'the Corrtpani' shall Dnry be
entitled to ac ipon such In'structlonif It was received In ivritlng frdin, or confirmed
In writing wit: .the signatory to ijilj Agreement

12. Binding Effect

With effect fr m the Agreement Ds.te-, this Agreement shall become unconditional
and a. legal, vs i and binding obligation of each of the Parties',

Confidential;: flusincs? jervicesAgreemeais CNR &.S?Xwine BagelOoflZ
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1 3 . Signature tr> counterparts

This Agreement ma/ be executed In counterparts, each of which shall be deemed to
be an origl'rfal *nd which together shall constitute one and the same Agreement. .

IN WITNESS WHEREOF the Parties nave Executed this Agreement .on the date and at the

place mentioned below.

SIGNED AT ONTHISTHE 25th DAY Of APRIL 2015

Forand pnbehalCtf BEX STRUCTURED PRODUCTS PTVLTD:

Name: MR MARK-SHAW Designation; Authorized Signatory

i
Signature:.

SIGNED AT' ON THIS THE 25 th DAY OF 201a

Forand on Behalf of CWH R0U.IKG STOCK SOUTH AFRICA PTYLTP,.

Name: Mft. GANG WANG Designation: AutH.orized Signatory

Signature-. y
AS WITNESS:

Confidential:; Busiiiess Seivises Agreement: CNR &. BEX Pagallof l2-
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Details of Services ta &e provided by BEX to THE COtaPAlW itt respect of tits ?rojecfc-

3BJ, and It? associates paYa significant relationships in the Territory BEX has 3 freed to
provide tha- campany with the following servfces' as part of Its Advisory and c ^suiting
Services on the 'Project

1. Conduct del-ailed research on the costs associated with the Project on a risk :asls

2. Negotiate ?.nd assist the Company to conclude the project at the ntnimirrn

benchmark cost of R58O million excluding VAT.

3. Advise the Company on the regulatory, social, cultural snd pcliticat fratrt; work in

.. . _ South Africa with respect to the Project. '

A. In addition to the Project Identify various opportunities to participate i simitar

projects,

5, Closely co-ofdfriate Mth appropriate counterparties to advise on a pl/cable;

Government policies and advise the Cflmpany oa successful execut an and;

implementation of the Project.

6, In additlbn tff the Project, assist the Company in Increasing their aces s to In

Government and Private Projects In ths Territory

7. Assist fha Company In relation to the Project to.achieve the Price, If reqti - sted by

the Company, PEX Will attend the meeting with die Company in regard [) giytng

report, analysis, explanation and presentation, to TFR,

8. Provide project plan, lnfbrrnatiqn, data, or documents relating to the ac. hunting

records or other necessary data, documents or analysis on the Project.

C afidendal s BusinessSerMces Agreement: CNR fit HHX-

0057-0368-0001-0210
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[0 . f •
Analysis of Cost Increase [ a

I
i

for | |

i

Locomotive Delivery j I

\)..t and

• j Locomotive Factory Relocation ] \

0 • f I
from I

I
Pretoria, Gauteng to Durban, Kwa-Zulu Nats |

I
in terms of ' g

M mufacturing Facility Relocation for Class 45D Loc< rmotives ! I
Supply Project i

I

| July 2015 •

J
I

•
I
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CNR Rolling Stock South Africa
China Construction Bank Building

95 Grayston Drive
2106 Sandtdn Johannesburg

Executive Summary

We have been requested to analyse the Cost Increasi for the Locomotive Delivery and

Locomotive Factory relocation in terms of Manufactun g Facility Relocation for Class 45D

Locomotfv/es Supply Project.,The decision to relocate fron Pretoria, Gauteng to Durban, Kwa-

Zulu Natal will cost an estimated R719 090 548,

On this amount we happy to offer a settlement discount of 1.0% amounting to R71909 054

Therefore the reduced amount dueto CNR after deducting :he settlement discount amounts to

R64-7181494.

In order to align the balance of the paymentwith the projec: execution, the settlement discount

assumes the following settlement terms.

• 50% psyable within 14 days of signature a id the balance R323 590 747

• 50% payable in 24 equal instalments of Ri 1482 948 {"the relocation payment")

commencing the end ofthe first month th it the project commences

•+• Therefore CNR RS SA Will Invoice for 24 m nthly Instalments of R13 482 948

• Please note that the relocation payment will be Invoiced separately from the

milestone payment invoice as per the L icomotive Supply Agreement for the

manufacture ofthe 212 locomotives ("th a LSAf), which will be paid as per the

document approved by Transnet, In adc'tion, the relocation payment should

not reduce nor Increase oraffectthe mife.tone payment stipulated In the LSA.

Labour costs

Material costs

Logistical costs

Technical support

Transportation

Delta to Warehouse costs

Other costs

Total

S4 357 333

223 982441

6420 941

70 000 000

94194735

7SSS0745

194474302

719 090 548

8%

31%.-

15S

10%

13%

Wo

27%

100%

Due to the tight time for preparation, there are some ei j.ments which affect this Durban

relocation project, we reserve the opportunity to give tr 3 clarification.

h

0057-0368-0001-0232
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Introduction

In order to be able to relocate the entire operation of manufacturing, production, assembly and

servicing from Pretoria to Durban, there are several Incremental costs, risks and material ! I

changes that will need to be considered.

During the execution of this project, In order to complete the technology transferring, ; I

manufacturing, training, testing and maintenance tasks for this locomotive project successfully,

as well as the empowerment of the black economy, the manufacturing facilities are relocated j M

\ : •••, from Pretoria to Durban. Thus this proposal Is submitted. This proposal Is seen as the project

^ document as per the contract

These considerations can be broken down into:

I - Labour costs

A 1 1?

I
I
I

Material costs

j - Operational snd logistical effects

- Technical support

; - Physical transportation of materials and resources

; - Incremental warehousing costs •

; - Financing and risk costs due to time constraints and delays.

Each of these areas carry a substantial weight on the total cost of relocation, considering the
) ' I

move from a skilled factory with high-end technology in a nationally-central location to an tt

j environment where locomotive manufacturing skills are limited and supply of manufacturing •

| engineers is limited. Added to that, being the largest Industrial port In South Africa, industrial _

i property Is highly sought after, especially In and around railway areas dua to thehlgh traffic on |

; the railway lines between Durban and Johannesburg.

- The largest non-operational and logistical cost faced Is also the 5-month delay In production of |

I entire. 232 locomotive, which is placing substantial currency-hedging risk, import and Inflationary

' risk, Insurance, and training costs. I

; All-in-all, there will als? be ancillary benefits In using the same team to relocate as will be

running the day-to-day operations in Durban. This will minimise team friction, hand-over •

; wastage and delays, lack of accountability and a host of expertise-related risks.

I
I
I0057-0368-0001-0233
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Below is a breakdown of ea ch of f•
I

the above-merrtioried sections, Justify: \ the detailed costanalysls of the relocation project f

Cost Breakdown j
r

The total cost Implications of tha reloc itlon and the Inherent costs of relocating manufacture to t

Durban from Pretoria amount to an es imated R719m. Importantly, this amounts to less than

of the total Class 45D locomotive n jnufacturlng project The attsched outline details and j

explains the R719m. • ' \

Labour Costs j
f

Total cost R54.4m: 8% of relocation . ists \

The amount Is broken down below. Th is ~8% of total relocation cost j
\

Manufacturing costs, amount ig to R38.3m, relate to the added size of each team that !

will be required In order to co ipleteeach locomotive build. Due to the lack of skills and J
I

experience In Durban, the z\ irage team size per locomotive (of 25) will need to be j

Increased to 31 (I.e. 6 addition J mentorships from CNR) In orderto maintain production j

levels of 12 locomotives per r onth, which Is imperative for the success of the project. >

• The Increase in team size ace untlng for the R38.3m over the period of production Is j

available on request '

Quality assurance relates to t e increase In supervision labour required to inspect and

monitor production of locorn tives due to the lack of experience In the new Durban

factory. An additional 6 sped: ists from CNR will be required to mentor and supervise

the production of 12 locomclves per month, with each supervisor monitoring the

production of up to 2 locomot 'es at a time. This additional cost amounts to R4.6m over

the period.

Customer Service Team ("CS ") will need to Increase marginally to account for the

increase In pressure derived f.om dealing with more supplier and client issues from a

remote location. This will req ire an additional 8 agents and the setting up of a CST

Infrastructure sufficient to ma age the CST requirements. This will total R8.1m over tha

period.

- . Program management for the slocatlon and new operation Will require an {additional 3

senior managers due the sufc tantial increase In team size, logistical complexity and

supervision. This will amour to an additional R3.4m over move and the Initial

production phase.

Labour "Manufacturing (AvgC st per Emp * Num Durban Emp Required)- ^a-jannnn
c?id5—J JfS(?J5j!jEE2!£ 1 (Avg C ;st per Emp * Num Pretoria Emp Required) j

I0057-0368-0001-0234
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T
J
; Customer service

Program mgt

_Num_Supervisors * Cost perSupervisor
Additionaf Emp * Cost •

Senior Managers Req * Cost Per Manager

4640ODD j

1
E3833H3

54 367333i Total

[ i
Material Costs

Total cost R224m: 31% of relocation costs

Additional material costs amount to R203m as 3 result of the relocation. This has the largest

Impact on relocation, amounting to ~30% of relocation cost.

- Inflationary cqsts equating to R203m will be incurred, based on a 5-month delay. This Is

calculated using the South African inflation rate of 5.5%pa, decomposed to 13% over

the 5 months.

- increments! estimated prpcyrernsni costs of R21rr,. Considering than certain raw

materials v/ill not be available in South African warehouses at the outset of the project,

and considering the target of 12 locomativesper month, we estimate 3 months' storage

to various warehouse suppliers will cost approximately 9% per annum over the S-month

delay.

j Material
I Cost

Total

Inflation due to
schedule shift
Additional
procurement
costs

S-month Inflation * Total Project Cost

i Raw Materials * 5 months Financing Cost
! *% of Stack on Hand for 3 Months

203 034155

20 948 2""6

223982^-41

Operational & Logistics Costs

Total cost R5.4m: <1% of relocation costs

_ Injpact of changes to logistics and operations will amount to R6.4m. This is ~<1% of total
I «_f A.relocation cost

I io

I
I
I
I
I
I
I
I
I

I
I
I
I
I
I
I
I
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m
- Administrative costs to

re-work logistics will be required, as the roll-out and execution of the relocation and

final manufacturing project will need to be altered. This amounts to RL7m.

A new environment will require to be thoroughly tested in order to maintain the

required level of quality and delivery. This will amount to R475k.

Additional staff travel costs due to the move will amount to an estimated R2m,

Higher Inventory requirements will be required due to the distance from Gauteiig. This

will result In a cost of R2.2m.

i Logistics
r- j CostS

Admin costs to re-work
logistics

{ , i 1 i Pry run m new environment

i j Additional travel costs
f"l : [ Higher inventory - cost of
\ ^ j ! capital

j Total j

Technical Support

i 1 Total cost R70mt 10% of relocation costs

As per Fixed
Quotation

1731158

474 576

.2.024410

2190797

• 6 420 941

Additional technical support will be required, amounting to R70m.Thls Is 10% of total relocation

cost.

- The additional technical support comprises the additional technical and engineering

tsams that will need to be available on the ground beyond the Initial ~19month

production phase. These specialised teams will be In addition to the requirement from

the Pretoria plant due to tha lack of expertise in maintenance and post-production

servicing currently available in Durban. This will amount to R38.5m. ,

There will afso be an increased cost of on-site service by suppliers due to the increase In

j Technical
I Support

travel and relocation of Gauteng-based suppliers. This

pre- and post-production periods.

Increased cost of tech support

Engineering

Is estimated at R31.5m over the

Increased cost of on-site service fay
local small business supplier

As per Fixed
Quotation

28 000000
'10500 POP"

31500000

c 111
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Transportation

Tata! cost R94.2m: 13% of relocation costs

Physical transportation from Pretoria to Durban will amount to R94.2m. This is ~10?o of total

relocation cost.

- There will be a R567k cost saving to being based in Durban due to proximity to an

Industrial port.

t t f ^ b l pa

Short-term insurance on the vafue'of transported goods will amount to R22.5m, based

on industry-level Goods In Transit Insurance premiums of between 0.2% and 0.8% of

value.

Transport protection, express shipments (for time-sensitive delivery), Trucks for

handover and Testing goods when received are directly inherited costs of the relocation,

amounting to incremental costs of R7.5m.

! Transportatipn International
shipments
Engine - Durban
Brake System - Durban

fraction Chain -
Durban
Delta supply chain -
Durb_an ^
Insurance

As per Fixed Quotation

% Cost of Road Logistics * Costof
Raw Local Materials

1 Insurance Premium % •Total
insurable Value

Transport protection

Total

Express shipments
Jruck for handover
Locos, testing

As per Fixed Quotation

-567 104

I64 800 000

i

22 500 000 !

3 283 231
"895 427

1790 853
~94194 785"

7 / 1 ?

I
I
I
1
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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2196 Sandton Johannesburg

Incremental

Warehousing Costs

total cost R75Jm: 10% of relocation costs

Additional warehousing costs will amount to R75.7m, which is ~1O% of total relocation cost.

- As a result of the scarcity of prime industrial factories in Durban, the cost per square

metre is substantially higher than Pretoria by between R35/sqm-R55/sqm. This will

result in an increase in lease cost of Rlfi.Sm ovsrthe long-term period.

- Fencing, security and office furniture of R300k.

- Office construction and civil works upgrades will amount to R33m, based on estimated

office space of ~850sqm,

- The project necessitates that ~5-15% of total factory space is used for shelving and

storage. This will result in an additional cost of R12m. This Is based on a calculated build

cost of Rll,200/sqm.

Additional forkllfts and stacking trucks will be required that would not have been as

necessary or as costly in Pretoria. This will amount to 20 forklifts and trucks In total, at a

cost.ofR5.3m.

- Additional delivery vehicles and [new] systems to be implemented In the new factory

will amount to R7m.

- Additional staff & personnel will be required, incurring a substantial relocation cost to

bring In skilled labour from Gauteng (~90 personnel). With incentive salaries and a

relocation incentive, this amounts to R24.5m.

Due to the lack of experience of the new teams, external labour and professional

consulting/supervisory teams will need to be brought It. Four of these engineering

consultants will be needed during the primary production phase, costing R5.8m.

• Delta to \_Add'tiona| Lease costs
j warehouse jTencT^/SecuritY
1 costs Civil works

upgrades/office
construction

•; Office & warehouse
i furniture
I Racks&Shelvfng
j LocalforkUte/stacker

Incremental Cost Per Sqm * Total Sqm

As per Fixed'Quotation

Office Sqm * Rate per Sqm

As per Fixed-Quotation

_ % of Sqm * Cost per Sqm
(Cost per Truck * Num Trucks) * (Cost

3 927 000

188 899

5 3D0"b"6Q " j

R/13

0057-0368-0001-0238
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CNR Railing Stock South Africa
China Construction Bank Building

85 Grayston Drive
2196 Sandton Johannesburg

m

I

I

trucks
Additional delivery

I vehicles
j Technology & inventory
i systernj
! Additional staff's
I personnel

i

! Total

Extra outside labour &
services

perForklift*NumForklifts)

As per Fixed Quotation

1
"t

3 924552

As per Fixed Quotation

team To Be Relocated * Salary
ncrease) + Once-off Relocation

Incentive
• ngineer Consulting Fees * Num

Engineers

3 133 999

24S034O0

5 800 000

75 650 745

Financing & Risk Costs

Total cost R194m; 27% of relocation costs

Financing costs are the second biggest cost tc the relocation, amounting tD R194m, or ~27% of

total relocation cost.

- Labour Inflation due to the 5-mar, h delay and the additional required resources

amounts to FU..8in, based on 5.5%pa C Jl.

Finance cost as a result of roiling ove • forward currency (USD) contracts are estimated,

at R87m. The buy end sell spread on fc -ward contracts equals 2 x ZAR0.12.

- Bond /debt instrument costs increase will amountto R18m based on cash flow risk and

upfront payments.

- Contingency risk of 4% on assumption , amounting to R25.9m.

- There will be increased Insurance co= s amounting to R2.8m due to the relocation and

new teams involved.

- Training costs of additional teams an new staff will ba required, amounting to R3.6m,

based on Industry standard of 6% tralr ng costs.

- There is a risk provision of 9%, amr Jnting to R54.7m. This risk is primarily focused

around the pressure the relocation w I put Dn the final locomotive production project,.

The overall effect on a large-scale relo ation, with new teams, staff, specialists, expertise

and a less-known environment will c; ;ate substantial risk In meeting dellverabtes and

timelines.

Finance
Costs

Labour Inflation original
contract

Finance costs on forward
contracts

_ _i_5oj?cl costs increase

Additional Staff Costs *CPf 1810405

% Premium* 2 *ZAR 0.12
Spread on USD

Duties * Total Value Added !

C / • ! •>

87750 000

18 000 000~~ ;

I
I
I
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Rolling Stock
South Africa

CNR RolHngStock South Africa
China Construction Bank Building

i 95 Oraysion Drive
Sandton Johennesburg

m

r

i

J"fotaT'

Contingency _

Increased insurance costs

Increased training costs

Risk provision increase
project^

4% on Cost zq: 2S857599

As per Fixed Quotation
Std % Training Cost * ValCie of

Additional Staff ~
3 587 623

9% on Cost i 54 708S76

*?*§°L _)

Costing Summary

The above-mentioned breakdown, detailed In the attached cost spread-sheet, outlines the need

forthe further Investment of R719m forthe relocation of operations and manufacture to Durban.

Any costs attributable to TE v/ith regards to the Durban relocation have not been taken Into
i

account in the cost of R 719m. :
!

Although this Is a marginal cost In terms of the total project, It should be treated as material to

th& final project production. In order to not Impact on the quality of sefvice, manufacture and

delivery of this crucial element of the total locomotive project, it makes sound business sense to

maintain the same teams throughout the relocation and manufacture,;allowing the seamless

handover between the two phases, and maintaining the level of skill and. experience throughout.

The above breakdown should address any issues pertalning'to the costs of the relocation taking

into account a Smonth delay, if not, please do not hesitate to contact us for further details,

relating to any or all of the summarised figures. i

I
I

\
in M7

0057-0368-0001-0240

TRANSNET-REF-BUNDLE-01510



: -j
I

1 1224 I
:) " ' " • f

1 • ^^^^^^^^^^^^ w ̂  M w»tt nulling Jwvn JUUHI r\*riu" t IHI

/ y^-j^-> I ' V I ^ E}/> 111 f t f t C 4*/%#*!/* China Construction Bank Bujldin '
: J f";.:7 f^*\\l> \s / Wiwlllliy *3HVfV(IV OSGraystonDriv- •
.._, V ' " - A l^ ' lx - ' I V \ #. .1 J. f • 2196 SandtonJohannesbur L I

. ] V-^T-1 1 \ J X - \ South Africa m [ I

Definition f I

1. TRANSNETSOC LTDfactlngthrough Its Transnet Freight Rail division), a public company
incorporated in South Africa (registration number 1990/000900/30) and referred to in
Section 2 of the Legal Succession to the South African Transport Services Act, No 9 of 19S9
(the Company); ; M

2. CNR RSSA, a company registered underthe laws of South Africa(registratlon number I I
2014/016892/07) and, subject to a name change, to be known and registered as CNR
ROLLING STOCK SOUTH AFRICA PROPRIETARY LIMITED (the Contractor); [ •

. j . • ; ' . , . . 3. TE, means Transnet SOC Limited acting through its TRANSNET ENGINEERING Division • •
1 ' ' : •;!:! (registration number 199O/O0D900/30) (the "Subcontractor");

\ 4. Local Supplier, means the suppliers in South Africa otherthanTE; i I

5. Locomotive, means collectively or Individually, the locomotives ta be manufactured and
r \ supplied to the Company by the Contractor In accordance with this Agreement, with ] M
) ] each Individual locomotive being identified by its vehicle number; i 8

6. Training, means the training to be provided by the Contractor to the Company
personnel In accordance with Parl 12 (Training) of Schedule 3 (Agreement Management j

I

I
I
I
I
I
I
I
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i

Mr. Jeff Wang

Chi ef Executive Officer

.-< ... • CNR Rolling Stock (Pty) South Africa . . j

Mr. AnoJ Singh

Chief Financial Officer

TransnetSOC Limited

' Contact Detail

Jeff Wang (CEO)
Tel:27 619B4636'i(SA)

O08613940991125(CHINA)
Mall Add.: luctwoiaH53.com '

, , Communlcalbn Manager

Jans Dong

OOBS13609583508 (CH)NA)
Mall Add: cnrrssapm(Sl163jom

Boke
Tat27619S49195(SA)
0056159411592D3 (CHINA)
Mail Add:boke gl3O(S)163.com
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CNFUWJbj Slock South Mfct
China ConslfUcGm BjrJc BulMlna

2190 SjAdtofi Jchannuburg
Q161

EaboUr- Costs
Jfanufactur \ IS copt -increase
Increase, c.1. iliJy- essurancs
Customer S-. ,-vico
Pfocrara ma.- irauent .

.tfateria.1 Cdst
Inflation •. « to-schedule shift
Additional iroctireijierit costs-

Logistics Cos: .-
Idsin cost-, to j-s.-work logistics.

'Cry tun in lew :enyir5raiisnt
,;.;., Additional irayel. costs.
iM? in^hsr inv-: itfirV -' coSf of capita

Technical pc -A-
Increased c ;jsr of teph'.5i|p"port

t-. of' pn-slte^ serviceIncreased c '
by saiD]iei ;

Tracsp ortat to n
InterJiiiticr 1 shipments
•parts .Trans dirtatjon td Piirb£n
•Insurance
Tr^iiapcrt p otacti,on
Express, shi mants

•Truck for h ndover
LScos tes t ! ?

DeitE to Jse: costs
Additional

•_ .V:, Fencing/Sec
-•'' .Ci-vii worits

Office, k TTEL

•Racks. & fib's
local forkl
Additional
Technology
Additional
Extra -outsi

sase costs
rity
upgra'des/pff ice; coast!
shous.Q.' f utAiture
#B
ets/«acker- trucks
jlivery :vehieles
i,nv.8ni;6ry Bys'tevs.

iaff-£ personnel.
3 labour & ssrvifces'

Jthsr Costs
labour infi sion original contract
Financa bos - i on fqrTSard- c'.ontrdc'f!
B.qnd cps.t3

Increased' i. suraace cosfs.-
.Increased t . li'ninE costs
Eisl< provis' )n .increase prd'iec't

£osts
R 64,367,333

J? 38,28p. 000

•R 4, .640,WO

i

R 223,982,4-11

•R-20,948,278

R 6,420,941

& 2,'.02i:dlb
R2,190,-797

R 70,000,000

R 28/OOpi.OOO

i

R 94.194,785

R.'64VB'QO,000

;R. 3 .̂283, ?31
S: 895,427

R 1,790.-S53

R 75,650,745

R. 16,800,000;

R:3,'&7,.OQO'

B 188/899.

J?.nl;9.62tS.C!Q'

R2,914,652.

;R 3,isa, 899
R :2dVsp3^-i66

R. 5,800,000

B 194,474,302

87,750; opa

•R .3; 587,-623

R-54,-708,676

% of Tot 1 Ealocation

. t ^ ^

fc!

^
I: |

1 .1

fotal R 719,090.SdS|

Notes

19
3
3
3
3

2

2

Fixed Quotation
Fixed Quotation
Fjjcod Quotation
Fixed Quotation

3

3

Fixed Quotation
6
4

Fixed Quotation
Fixed Quotation
Fixed Quotation
Fixed Quotation

Fixed Quotation
6

Fixed Quotation
S
5

Fixed Quotation
Fixed Quotation

3
3

3
4.
i

itingency Risk - Fixed 55
Fixed Quotation

3
Standard Risk - Fixed %

l l
! 1
11
i 1

1
1
1
1
1
1
1
1
1
1
1
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Rolling Stock
South Africa

CUR Rollbg Slock South Africa
China Cooslivcthi) BsTitC Builcitng

C 5 G D Jy
2123 SandbnJohiimesbur?

Global Variables
Diesel Locomotive
Locomotive \7sigh1
Project Value
SA Value
Delay

I
232 locomotives
200 tons

9,000,000,000
4.950,000.000

5raths

I

111
III
I

L.I

111
I
I
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I
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Rolling Stock
Spujh Africa

Cm. Bnllln J Sock SauVi Africa
China Ccnslnxtbn BanH Building

95 Qiaj'stan Dlivo
21GB Sacrilon-Wenntsburj

Inflation
Annual Inflation
5 Months Inflation

Total Cost
Inflation

D

5. 5% SARB CPI
2.3K

(CNR imported cost SiLocal
9,000,000,000 supplier cost)
203,034,165

Additional Cost
Materials
interest
Cost
% on hand

3, 600, 000,000
9% pa

135, 000,000
16%

20,948,276

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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ons k Variables

Loco
MS

-Month

m Locos pa

f Months

I

per Eoplojee

I

id Avg

it per Teen
it tw

25
232

12
300
19

Per LOCQ

E
17
3

17.500

10.000
20,000
35,000

-195,000
5.940.000

1 Tniialnff Costs
1 Staff
.ring Related cast

1 Training
Total

floyaa Cost
A.

24,603,400
28,280,000
62,783,400

6%
3,587,623

700,000

40.000

) inexperience-

I.DCO3 pil

Supervisor
ron CWR

Supervisors
Supervisor pa

.12

2
6

40,000

4,640, 000

35% Portion of Total costs for Labour
9,000,000.000 Total Value

30S Margin .
6,300,000,000 Costs
2,205,000,000 Labour

49.743.370 Labour Inflation

5,051,503 Calculated Inflation
223,920,573 Total Original Labour Cost

11.309 Total FTE (over period)

t i l Clsnje Dun To Inojperisaca

Unskilled
Skilled
ManaEors
Per Loco
Direct Labour pe r Loco

Total Cost

Diff

-ill
tCNR

Old
AOiJitiraaJl c U U tr*iaing/BBntorehip Support

How

' s
17
3

26
43S.QQQ

114,840,000
38,200,000

5
20

6
31

660,000

153,120,000

Extra, outs ide labour & Serv ices
Engineering Consulting
Fees pa

pa
Period

Number of Experts

Total

900,000

75.000

1,450,000

4
5, 800,000

Labour inflation original contract.
Additional Payaeats
for Staff
Inflation
Total Coat

80,250,733
2.3S

1,810,405

Lang Torn lfotntentmce Consulting

Xaars

Avg Salary

Sumber o f Engineers, T«

CNR Tech Support
CNR Engineers
Local Small Business
Supplier

4

1,000,000

20

70,000.000

8
3

Additional staff & personnel
Relocation 3

Total CNB Team
Rslocated Team
Salary Grorth
Relocation Cost'
Total Cost

Additional CUR Staff

Incremental Salary

Total Cost

Grand Total

30X

300
90
25%

100,000

17,613,000

72

25%
G, 800,400

24,503,400

pa

Program management

Senior Manager for Relocation

•

Total
Number

Total Cost

700,000

58,333
1,127,778

3
3.383.333

pa
pa

Costoner Service (increase In U)
Additional team
Coat

8

12.000

8,084,000

CD

0057-0368-0001-0246
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Rolling Stock
Soyrh Africa

CNR Rollings'.;: Sc South Africa
j B n k Building

3 t o t !
2! as Sar.dlo.- Johannssburg

Bond
Total
Value
Total
Duty
Duty

copt increase
Value
Added
Value

Amount

(margin)
Added

9,

1,

000, 000,

800,000,

18, 000,

000
20%
000
1%

000

Forward Contract
Imported Value
12c Spread oa Fwd
Paying Double for
R/USD
Additional Cost %
Total Cost

Cost

Buy-

4, 050, 000,000
0.13
0.26
12

2.2%
87,760,000

Kand to the USD
ZAR/USD

Insurance on transportation
Standard Insurance 20,000,000
Insurance 50,000

0.25%

Value
Insurance

9, 000, 000,000
22,500,000

1
I
I
I
I
I
I
I
I
I
I
I
I
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Stock
5puih Africa

CNR RollJn j Stock Souih AMea
Chliu Conslivcjofl BanVBu'Jilnj

85 6rays!cn Drive
Z1S8 d J b

Additior.il

Industrial
Industrial
Diff

Lease costs

Rent Pta
Rent Dur

600, 000
150,000
350,000
200,000

16,800,000

R pa
5,000
5,000

sqm
sqm

30
70

Racks

Small

Local
•»

TT

& shelving
17%

5,000
14, 500

11,962,500

Of-ice

of sqm
sqm
cost pet sqm

fcrklifts/stacker.

15
5

R

3,927,

trucks

120,
700,

5,300,

850
55

000

000
000
000

sqm
R/sqm

lifts
trucks

0057-0368-0001-0248
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Rolling Stock
South Africa

CNRRflllnfl SIccX Soalh Mica
China CcnilrucBonBank Building

S5 Graplon Drtw
Z19S Ssndton Jstienpe^burg

cnrrcs3praS1S3.com

Parts Transpoitation to
Cost of Road Logistics
Total Imported Materia
Total Imported Value
Margin
Total Costs
Materials from Costs
Logistics on Materials

Durban

4,050,

3,240,
1,296,

64,

5%
40%

000, .000
20%

000,000
000,000
800, 000

of Total Costs
of Costs
original cost

I •

0057-0368-0001-0249
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CNR Rolllna Slock South Africa
China Construction Bank Bidding

93 Grayston Drive
2196 Sandton Johannesburg
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Key References
aesfl

South African Reserve Bank

Slats SA

Fin24

JSENews

'.resbank.ca.ra

v, wf.fifi24.com

'/• ww.lsg.co.za

Macro-economic analysis on trends, srowth In
manufaclura, currancy risk, Inflation and
Merest movements and general market
speculation on risk.

Transportation References

Department of Transport

Durban Clearing

Road Freight Logistics

Saufh African Railways

'.ransnorf.Bav.za

rbanclaarind.co.za

' rfloalsflC8.oo.za

iafrlcanraHW3V8.co.7q

Finance Cosfs

South African Reserve BanK

Consulting With various finance experts

Standard Bank

SASFIn'

BIdveslBank

: '-rasbanlt.cQ.ra
consulting

Labour Relate^ Research

SA Board for Peopls Pradlces

EVASoiuSons

Exceed HR Consulting

wtni. - vasolultons.co.za

wvvY.exceed.co.za

Propsrty Research

Sesff Propsrty Agency

Property^

standard Bank Property

Nadbank Prefarrad Property Gutda

FNB Property

Industrial UsHngs

SA Commercial Property News

v. yw.sesfr.ea.za agency

non-apsncy

baniting porffb/fo usstslanca

6an/*£? porVctto assistance

wvw.ln iustnaill6llnas.co.za

rnefdalBropnews.eo.za

'actory & Materials Co^fs

Industry experts In manufacture eonsuflfog

Industry experts in mining & efficiencies consulting

Industry experts tn cosl-optlmlsatlon consulting

Trading Economics w.vw.tra 1tviaconomics.co.za

Manufacturing Clrda vww.ina, iifacturlngdrcla.co.za

0057-0368-0001-0250
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Mr Jeff Wang
CNR Rolling Stock South Africa
95 Grayston Drive
Sandton
Johannesburg
2196

Dear Sir,

i J

9

:1

v

J

Variation order to finalise the relocation of the construction of 233 Class 4SD
locomotives by CNR Rolling Stock South Africa (CNR) to TEs facilities In Durban

Your proposal dated July 2015 regarding the above refers.

This letter serves to confirm the acceptance of the Variation Order Issued by Transnet In
accordance Paragraph 2, Schedule 3, Part 7 clause no.2 (Company Proposed Variations) of
the Locomotive Supply Agreement between Transnet SCO Umlted and CNR Rolling Stock
South Africa dated 17 March 2014.

Accepted Variation Order Is as follows;

1. TFR Class 45D: Locomotive Supply Agreement - Durban Variation Order for an
amount of R647 181194.00.

2. Proposed payment terms as follows:

- 50% payable within 14 days of signature amounting to R323 590 747.00. The
remainder, being 50% payable in 24 equal Instalments of R13 4B2 948.00 ("the
relocation payment") commencing the end of the first month that the project
commences provided that the project Is on track.

- Therefore CNR RS SA win Invoice for 24 monthly instalments of R13 482 948.00.

Kindly submltdetalle^d invoicing based on the variation order and payment terms stipulated.

P.O.BK72MI

SouM)ca,2(23
T •••771130a 3001

»

MRGtatoSOStO
r) D UoW (G/oupCHcl Ejccuto) Y Foitoi 01 l,lali;lH*P£O l 'at»^i N Moob 2A N'M(JM VMNKOn̂
PGWltMuASlr«h'(GnKpChWflnir<!jlO(5«j)

Scanned by CamKca'nrier
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African economy.'

The contracts have stringent Iocs! content.
lad by the Ministry of PuMc Enterprises, \i.

Transnelsaid Ihe four suppHars have comj
locomotives*. "Once all these locamoavas r
Strategy, bur record-breaMng USS2S.7 bill'
a sfgnincarilmlleslona in our company's hi
Improve- locomotive reliability and avalobli"
government's objectives, and trnncfonn tr^
approxbhetety 30 003 Jobs."

Transnet, South Africa's state-owned freight transport and logistics -ompany, a: March 17,

2014-awarded US$4.7 billion In contracts for 1,06* locomotive* to four global original

tqulpinent manufacturers—General Electric 3outh Africa Technologies (a unit of U.S.-based

GE Transportation), CNR Rolling Stock South Africa (Pty.) Ltd., CSR Zhiizhau Electric

Locomotive, and Bombardier Transportation South Africa. The acquisition is the largest-ever

locomotive supply contract In South Africa's history and the 5Ingle-biggeit Investment

Initiative by a South African corporation.

The majority of the- locomotives will be deployed in Trensnef.s Freight Rail GFB (General Fr'elgh'l Business)
dtujsion, which does not Include the company's dedicated heavy-'haut llnet for Iron ore and cool. Transnel said It
expects. Freight Raj, which accounts for loug'hly 5QS of Iha company's revenue and capital expansliurs-
requirements, lo grew hi volumes lo 350 mlKon tonnes from the current 207 mlllicn fonnes. Just over SOS of
Ihe growth It expected lo come from GFB.

The locomotive acquisition Is divided emong the four buHders as MoVvs: GE wilt produce 233 Evolution -
*• Series GE ES40ACJ diesel-eliclric locomoltvej for the Transnel Freight Ball network. This Is In addition to
•; Ihe 1*3 locomotives that Transnel ties ordered from GE since 2010. CNR Rolflng Stod( Soulh>frlca wia

supply 232 dlesel-eleclric locomotives. CSR Zhuzhou Electric Locorrtolive and Bombardier Transportation
South Africa will suppfy S99 electric locomotives.

In line vrKh South. Mica's commitment la boost Us manufacturing capacity, an 'lie IccompUvu except 70
wil be bliilt at plants In Koedoespocrt, Pretoria, and Durban operated by Transnet Engineering, Trsnsners
engineering, manufacturing, and roJlng [lock maintenance division.Transnel Shglneering's role In ihe
agreemenl has been defined 'la ensure that il Iransloims Vila an OEM over lime,' Ihe company sold.
Transnel Engineering wil share approximately 1ES of Ihe (old bund program, about one-third of which will
be outsourced to local emerging engineering end manufacturing firms. This wil enable It to c.-safe export
capability for locomotives ana'related products, as welt as drivfb South Africa's regional Integration
objectives. In total. Ihe localization elements are expected lo contribute over U5J8.4 billion lo Iha Soulh

'ills development, and training commitments as dictated by Ihe Supplier Development Programme, a government initialise
>se main goal is lo localize Ihe production of (uprated machinery and equipment.

sd wfthand exceeded Iho minimum lota! content criteria for rolling siocx of 60S tor electric locomotives and 55% fordiesel
• delivered, Transnet would have met af the rolling stock tequlremanls needed lo successfully execute our M.arfcet Demand
i hfraslrudure Investment program," said Transnet Group Chlel Execwtvo Brian Motefe. He srted that the; contracts -mart
-T/ together with substantial socto^conomlc benefits for Sculh Africa. The drive lo modernize cur fleet Is Winded Id
. This Will Improve customer satisfaction, ultimately leading lo our crucfal goal of roaa-to-rail migration or cargo In fine with
South African rail Industry by growing existing smaC businesses ond creating new ones. We are going lo ceats and preserve

The oote components of GE's 233 ES40AC :ocornollv«. Including the engines, i*S be made In Hie U S , w&h llnal assembly occurring al a 'acuity In Souin Africa. "This
fechnotogy will help Transnet lower fusl an natnlenance costs DVOT tha lonQ nm," ssid General Qecuic South Africa President nnd CEO Tint Schwelksrt *GS South
A/rtca Technologlu is honored !o be iwsr. i Iha opportunity to partriervrilh Transnel In revltatlzlng Soulh Afiica'j raj zeabt. Over the past five years, GE Soulh Africa
Technologies has delivered more than 115. 30 hours of training, more than 35% manufacturing, ol local content, soda] upHflmendn communities, and technology
transfer."

Transnet's,contract aftrards followed a pub''
Internal Audit monitored Ihe bid evaluation:

lender process overseen by Us Board of Dircclort through a oubeommltleo of Independent directors. In addition, Trensnel
rensure'lhal Iha process compiled wjDt Soiilh Alnca's Public Finuice, Managanenl Act

The bid evaluation process had six stages - /olvtng'Bfood Based Black Economic Empowerment and Supplier Development; technical abffity (Including details of
technical offers Irom Ihe polenllal suppliers' and CBrrimsrdat The latter toduded diiclng, total cost ot ownership end canlrectual terms, and compliance lo Ihe supply
agreemeoi

Hie rlnal loomlt i e Is expected to roll off;: p'roductrdn tine within three end a half years. 'In other wocdi", at Ihs'proaram's peak, we Hall be producing 4S3 lacamottves
per year at 43 per month* said Molefe. Cor nentinfl on tie lellonale for spitting vievvork among four supplieri, Molefe sa'd, "Ability tostick la an exiramefy light
ceSvery schedule was one ot the Key conc-i -raCons In'eisessixientofBiBbids.lttsourvimvlhat no slngTexuppfler would have tba capacity orresourcostQ deliver
within Ihe timelines we had envi&aoad,*-'

httpr/Avwwjrailwayage.cc i/index.php/mechanica!/locomotives/transnet-1064-locomo... 16/08/2017
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H Rolling Stock
\ k South Africa

3rd Floor
China Construction Bank Building

95 Grayston Drive
Sandton

2196

. VAT No : 46SC265242

Tax
DATE:

C/NNR

Invoice
03/08/2015

CNR00015080301

FOR: SAP Contract :4600016730
F

BILL TO:

VAT No:

*301-232 Class 45D Locos

Transnet SOC Limited
Transnet Freight Rail
Carlton Centre
150 Commissioner Street
Johannesburg
4720103177

Description

Durban Relocation 50% payment

In accordance Paragraph 2 , Schedule 3 ,Part 7 Clause No.2 of the

Locomotive Supply Agreement

SUBTOTAL

VAT[14%)

TOTAL

Amount

R 323,590,747.00

R 323,590,747.00

R 45,302,704.58

R 368,893,451.58

Bank Details:
Bank name: First national Bank
Branch No: 250655
Account No: 62253129566
Reference: CNR Rolling Stock South Africa (Pty) Ltd 676031170001
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