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WERKSMANS

ATTORNEYS

PRIVILEGED AND CONFIDENTIAL

ACQUISITION OF 1064 LOCOMOTIVES FOR TRANSNET'S GENERAL
FREIGHT BUSINESS ("TRANSACTION"): INQUIRY

REPORT

VOLUME V I I

155 - 5th Street Sandton 2196
Johannesburg South Africa
Private Bag 10015 Sandton 2146

Docex 111 Sandton
Tel +27 11 535 8000
Fax +27 11 535 8600

enquiries@werksmans.com
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Cash flows --Inception to elate

Summary

Cash Flow

BT
CNR

CSR

GE

1
I Mar-14

•

994700475

1812232000

842869345

3 649 801820

1

i Mar-15
2372271935

20119484

3647501031

24295371

6064187820

Mar-16.

1170798606

625952176

69447550

486209207

2352407540 .

Mar-17

226267683

211415441

2496340950

2989618555

5923642630

Apr-17
-

-

145117187

513566384

658683571

May-17

339121
1

2402370

20010030

-i

22751521

Jun-17
-

•

518017132

1842312

519859445

I
i Jul-17

8227

383821

304971225

536464497

841827770

3769685571

1854973767

9013637106

5394865672

20033162117

CO
CO

0057-0369-0001-0003
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Year End -25 March
2016

Year End -25 March
2017

Year End -25 March
2018

Year End -25 March
2019

wmmmmmm
Contracted

131

109

240

Actual

fl

I

Contracted

37

142

144

36

359

Actual

80

30

110

i

i

Contracted

34

126

73

233

Actual

14

103

30

147:

Contracted

20

77

135

232

Actual

25 July 2017 Inception
to Date i * •._'..

Contracted

179

Actual

-

S3
k:<-\

V

Contracted

227

Actual

110

ft*?V\.'
l.<,t
1 "•

v:i

Contracted

208

Actual •

147 )••>

I,-

Contracted

144

Actual

-

ro
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Locomotive delivery Schedule Update - Electric Locomotives

OEM

CRRC
E-LOCO

BT5A

LOCO TYPE
Be QUANTITY

22E
(359)

23E
(240)

MANUFACTURING

1.TE manufacturing underttame E22128.
2. Car body E22122 complete.
3. Shot blast E221112 complete. 2 locos in
shot blast process. 8 locos waiting for shot
blast process (backlog).
4. Car body paint partial E22111 and E22112.
5. Loco assembly E22106 to E22110.
6.3 locos waiting for 3kV/25kV testing E22104
- E22105.
7.3 locos in final QA and fault free trips -
E22Q99toE22101.

1. Sixteen (16) car bodies received In TE
Bayhead. 10 locomotives busy with assembly.
2 locomotive undergoing static testing. 4
locomotives transferred from Bayhead to
Pyramid South for start of acceptance testing.
2) Twenty-four (24) more car bodies
completed and signed off by TFR quality at
DCD.
3) Bogle line fully operational.
4) 23005 and 23006IOOS and Radio testing
and commissioning will take place on the week
ending 09 June 2017.

ACCEPTANCE TYPE TEST

1.RSR "No Objection"
notice received on 20
June 2016 after
;uccessful completion of
Acceptance Type testing.

1. Acceptance testing
on-going on loco 23001,
23002, 23003 and
23004.

ACCEPTED
INTO

SERVICE

98

0

FINANCIAL YEAR 2017/18

CONTRACTUAL
PUNNED ;
DEUVERY;

110

i

137

1

REVISED
DELIVERY
SCHEDULE

110

0

ON-TRACK
BASED ON

R/SCHEDULE
YES/NO

NO

Awaiting
Revised
Delivery
Schedule

NO OF
DELAYED

LOCOS

20

0

0057-0369-0001-0007
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Locomotive Delivery Schedule Update - Diesel Locomotives
Wi f

OEM

GE

CRRC
DALIAN

LOCO
TYPE&

QUANTITY

44D
(233)

45D
(232)

MANUFACTURING

1.135 x Locomotives in total have been
manufactured to date and since been handed
over to TFR inception.'

1. ?.D locos comnlered by CRRCin Chin?.. 7 busy
with acceptance type test, 4 shipped and will
arrive in Durban by mid June 2017.14 about to
be shipped from Dalian,

2.2 (Semi Knock Down Kits) completed In
Durban but needs component change outs.
Components will arrive in Durban by mid June
2017.

ACCEPTANCE TYPE
TEST

lompleted in
November 2015.

1. Recfwprl first
two locomotives in
August 2016 and
testing started in
September 2016.

ACCEPTED
INTO

SERVICE

125

0

FINANCIAL YEAR 2017/18

CONTRACTUAL
PLANNED
DELIVERY

108

87

REVISED
DELIVERY
SCHEDULE

0

0

ON-TRACK
BASED ON

R/SCHEDULE
Y E S / N O

NO

Awaiting
Revised
Delivery
Schedule

NO OF
DELAYED

LOCOS

35

0

0057-0369-0001-0008
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Appendix 63 1245
NkuluIekoSibiya Transnet Freight Rail JHB

From: Yousuf Laher Transnet Freight Rail JH£
Sent 04 May 2017 02:17 PM
To: Lindiwe Mdletshe Transnet Freight Rail JH3
Subject FW: CNR Proposal

— Mail below as requested.

• BestRî ards
Yousuf Laher CA(SA)

• .. —— • •-
- -I From: Yousuf La her Transnet Freight Rail JHB

I j ' Sent: 03 July 2015 02:31PM
J To: Uidiwe Mdletshe Transnet Freight Rail JHB <Lindiwe.Mdletshe@transnet. iet> • ~

Cc: Emma Molotsane (emolotsane@itla-snk.co.za) (emolotsane@tia-snk.co.za <emolotsane(5>tia-snk.co.za>

I
' 'pfejbje rb FW: CNR Proposal
- X . .•• )

Reserd.

Best R-sards
Yousuf LaherCA(SA)

I

From: Yousuf Laher Transnet Freight Rail JHB
Sent; 21 June 2015 06:41 PM
To: Lndiwe Mdletshe Transnet Freight Rail JHB
Ca A. IOJ Singh Corporate JHB; Garry Pita Transnet Corporate JHB; Thamsanqj Jiyane Transnet Engineering PTA;
Ndipr we Silinga Transnet Corporate JHB
Subject: RE: CNR Proposal

Dear ill, my comments as follows:

1 Increasing the team size does not make sense considering the learnin ; curve will mitigate this requirement
within a short timeI

5. On site service by technicians should have been included in the origin i| price. R 31.5 m for travel and

;'i] " 2 Negotiating with suppliers will eliminate the inflationary cost related 3 the 4 additional months. In any case
-̂_ " material costs generally don't increase on a monthly basis, thus the in pact should not be as large as 1.8 %.

I Also 1.8 % for 4 months does not equal 5.5 % but rather 7.2 % which i ; excessive.

I S ' 3 ~FromTrTeexplanatTon provTdea7th"e intfemFntal'Cost ofpToT^rement" foernot relate-tothe-moveto-

' ] Durban. This should not be charged. In any case 9 % interest is excessive.
I 4 The additional technical support requirement in Durban does not mai- 2 sense. The cost of this technical

I-~* support should have been included in the original price.

1
I relocation seems excessive.

I1* 6 Can the transport not be done by TFR via rail containers? Ifsothenir iurance costs would also be minimal

> as would be internally insured.
I 7 R 11200 psm for shelving seems excessive? SCS can research this.

II " S Has consideration been given toTPorTFRpropertyforthewarehous ig?

--. • e. -Why the additional forklifts? I
I 1). How much is the incentive and relocation cost per staff member?

If" 1L. labour inflation does not increase on a monthly basis. The impact co i!d possibly only be at the end of the

~» project.
11. Labour inflation rate applied at 55 % for the full year, whereas it sho Id only be for 4 months (Cell E23 in

"Staff' sheet)
l

I

i0057-0369-0001-0009
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13. The additional cost to rollover the hedge must be checked by treasury
14. Additional bond costs must be checked by treasury
15. Contingency risk of 4 % and risk provision of 9 % is unexplained and seems to be additional pro: t. This

seems excessive.
16. Obtain a detailed list of suppliers being used in Durban versus those in JHB.
17. The cost of the long term maintenance consulting does not relate to the move to Durban (Cell EZ9

"staff"). This should not be charged as it should have been included in the original contract.
18. Labour inflation is double counted {ref cell D7 & cell E23 "staff")

.Best Regards
YousuflaherCA(SA)

From: Lindiwe Mdletshe Transnet Freight Rail JHB
Sent: 20 June 2015 01:12 PM
To: Yousuf Laher Transnet Freight Rail JHB
Cc: Anoj Singh Corporate JHB
Subject: CNR Proposal

^ Hi Yousuf,

k - — ; , )ease find attached CNR proposal FYA.

Regards

Lindiwe Mdletshe
Snr Manager: Strategic Sourcing (Locomotives)
Supply Chain Services
Transnet Freight Rail

€* O i l 584 0620 §1 083 2683365

O i l 773 0832 E 2 Undiwe.Mdletshe@traflsnet.net
www.transnet.net

.1
i

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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II Appendix 64 1247
Nkululeko Sibiya Transnet Freight Rail JHBI -1

•i
From: YousufLaher Transnet Freight Rail JHB
Sent 04 May 2017 02:16 PM
To: Lindiwe Mdletshe Transnet Freight Rail JHB
Subject FW: Manufacturing Facility Relocation for Class 45D Locomotives Supply Project

I
Mail below as requested.

I
I

Best Regards
YousufLaher CAfSA)

From: YousufLaher Transnet Freight Rail JHB
Sent: 25 June 2015 10:12 AM

1 To: Lindiwe Mdletshe Transnet Freight Rail JHB <Lindiwe.Mdletshe(3>transnet.net>

I I Cc: Emma Molotsane (emolotsahe@tia-snk.co.za) <emolotsane@tia-snk.co.za>; Anoj Singh Corporate JHB

<Anoj.Singh(5>transnet.net>; Thamsanqa Jiyane Transnet Engineering PTA <Thamsanqa Jiyane@transnet.net>;
;' W . Garry Pita Transnet Corporate JHB <Garry.Pita@transnet.net>; Ndiphiwe Silinga Transnet Corporate JHB

Ij l T£\<Ndiphiwe.Silinga(S)transnet.net>
' '""''subject; ftE: Manufacturing Facility Relocation for Class 45D Locomotives Supply Project

_ j terms.

"• As such the comments per my mail overthe weekend would still apply.

I Their payment terms offer needs to be considered in light of Transnets cash flow situation, for which treasury
must advise. - -

Best Regards
YousufLaher CA(SA)

From: Lindiwe Mdletshe Transnet Freight Rail JHB
Sent: 23 June 2015 04:13 PM
t o : Anoj Singh Corporate JHB; Thamsanqa Jiyane Transnet Engineering PTA; Garry Pita Transnet Corporate JHB;
Ndiphiwe Silinga Transnet Corporate JHB; Yousuf Lc;her Transnet Freight Rail JHB
Cc: Emma Molotsane (emolotsane@tia-snk.co.za)
Subject: FW: Manufacturing Facility Relocation for Class 45D Locomotives Supply Project

Good day,

Please find attached revised CNR proposal for your review and comments.

Please note that both meetings that were schedulec to take place today, 23 June 2015 were postponed.

BTs proposal is still outstanding. They are having an alignment session this afternoon and they will revert back to
us today with an indication on when the "revised proposal" will be submitted to Transnet.

0057-0369-0001-0011
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Kind Regards

Undiwe Mdletshe
Snr Manager: Strategic Sourcing (Locomotives)
Supply Chain Services
Transnet Freight Rail

f* Oil 584 0620
Oil 773 0832
www.transnet.net

083 2683365
E3 Lindiwe.Mdletshe(5)tra nsnet.net

From: Jane Dong rmallto:cniTssapm@163.com1
Sent: 23 June 2015 02:58 PM
To: Undiwe Mdletshe Transnet Freight Rail JHB
Cc: 3EH ( f i ^ £ ^ l ) ; T ^ C m i ^ e ] ) ; Jane
Subject: Manufacturing Facility Relocation for Class 45D Locomotives Supply Project

Hi Lindiwe,

As requested, I attached the-revised proposal behind for your reference.

Once you confirmed the meeting time, just let me konw.

Appreciated.

Regards,

2015-06-23

Jane Dong
Communication Manager &Project Manager CNR Rolling Stock South Africa(Pty Ltd.
Add : 3rd Floor, 95 Grayston Drive, Sandton, 2196,Johannesburg, South Africa

Cell: +86 138 8958 3608 (CHINA)
Tel: +86 411 84197600 '(CHINA)
E-mail: cnrrssapm(5)163.com
Web: www.chinacnr.com

+27 61 984 7989 (SA)
+2710 007 2316(SA)

I
I
I
I
I
1
1
I
I
I
I
I
I
I
I
I
1

I
I
I0057-0369-0001-0012
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Appendix 65 1249
Private and Confidential

. Draft
IRANSNEr

INVESTIGATION

OPERATION DIVISION: Transnet SOCLtd

TIA CASE REF NO: To be conrrmed

TIP-OFFS NO: N/A

FORENSIC FIRM LEADER

DATE OF REPORT

BUDGET HOURS

ACTUAL HOURS

Lionel var Tonder

14 June 21

160 hoj|p; f ibteam member (6 team members)

VARIANCE

MATTER INVESTIGATED:

Assisting Transnet SOC Ltd

media pertaining to a possible c§f

-£ isle investigation intSJallegations in the

^interest invc aing Mr Iqbal Sharma ("Mr Sharma").

1. Pr!ce*waterhourse1||bpers ") v. as^appointed to assist with a forensic

investigatid)ay;eIatifetQallegatiQiasvin tru media. These allegations relate to a

confl^#interesg5vo1vin|iJw/Ir Si arma, Chairperson of Transnet's Board

Acquisitions and^gjsposals ©oj^iittee "BADC"), which evaluated tenders in

respect o f t ^ a c q u i s ^ ^ p f new locomoti es for an amount of approximately R5P

' ^ L l t e n ( " the- lo^p f ive^^acP) . - -

2. DurmejSbur me|ft|p on 31 July 2014, we • ere briefed and provided with a copy of

a newspaeej&arttete (Mail % -Guardiar dated 4 Julv ^ma^ containing the

allegations involving Mr Sharma.

3. As per the said article, Mr Sharma wa at all relevant times a nonexecutive*

Director of Transnet and the Chairperson )f the BADC, which evaluated tenders in

respect of thej acquisition of new locomot /es for an amount of approximately R50

billion.

This draft report Is for management Information and Internal discussion p -poses only. It pray not be used for any other
purpose or distributed lo any third parly without c< • prior written consent

1

0057-0369-0001-0013
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4. The successful bidders, (all foreign entities), were required (in terms of their

contracts with Transnet) to procure 60% of their components from the South

African market.

5. As per the media report, it was alleged that Mr Sharma acquired a share in an

entity styled "VR Laser Services" (name that^oeared in the newspaper article,

which refers to "VR Laser Services ( ra lpud" , ("VR Laser Services")), an

engineering company that manufacti jel lnfl t / / types of vehicle hulls for any

original equipment manufacturer"^^ was also^3||ged that the said share was

acquired shortly prior to the^^rwuncement of i^^winning bidders on the

locomotive contract.

6. As per the newspap

the awarding of the

VR Laser Services to

Servici

Je, it was aTsoMjeged that the winning bidders, prior to

contract, performed a site visit at the premises of

subcontracting to VR Laser

also Weged that, shortly after Mr Sharma's share

rvices^^i entity in which Messrs Rajesh Gupta ("Mr

ia^lKJ&ZUma") have a share, also acquired a share in

on 31 July 2014, we were also requested to include the

b d disclosure of confidential information relating to the matter

2. LIMITATIONS

1. We draw your attention to the following limitations:

a) The contents of this report is strictly confidential;

b) We conducted the investigation in terms of our mandate, on behalf of

This draft report is for management information and internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent.

2 •
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. Draft
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Transnet;

c) The scope of our work was limited to an analysis of documentation and

information made available to us and specific enquiries undertaken to pursue

our mandate;

d) We have not verified the authenticity or validity of the documentation made

available to us. In some instances we were only allowed to review the

documentation, without being authorize^to make copies of the said

documents; —

e) Probity search results returned arai|||^^r<jng the course of this assignment

are limited to publicly available^formation macfe available by the Companies

and Intellectual Property <|||tmission ("ClPC'psfVthis regard we also had

sight of relevant entities?t||£iare registers. W ^ ^ n n o t guarantee the

authenticity, validity and compie^rjess^^pch informatii

f) We have include^flformation thai|/pK>btained verbally iff this report. We

cannot verify thatllfkjffifrj'nation is creomte or truthful;

g) If additional or n e w ^ c u r n e ^ ^ ^ o r infc|||ation is brought to our attention

the date^this r^|p||^|ijch wlilld affect the findings detailed

, we respite the rign||c$§|r«fnd ani&jyalify our findings accordingly;

this report should only be acted upon after

for the purposes of reporting our findings to

Transftl|klt sfiS^Jherefore^not be utilised for any other purpose. No part

may be quoted, reu|||d to-or disclosed to any third party, without our prior

ritten consent; and

-A. Ha
j) T\£e^procedjjes performed do not constitute an audit or a review in

International Standards on Auditing or International

Standards on Review Engagements (or relevant national standards or

practices), Consequently, we do not provide any audit assurance.

3. PROCEDURES PERFORMED

The following procsdures were performed:

This draft report is for management Infomiaiion and Internal discussion purposes only. It may not be used for any other
purpose cr distributed to any third party without our prior written consent.

3 •
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1. We obtained and reviewed copies of the following documentation / datasets:

a). The Transnet Group Company Secretariat Code of Ethics, effective date 1

June 2013, policy reference number "TG/GCS 2/4/1P" ("Code of Ethics",

attached hereto as Appendix 1.1);

b) The Transnet Declaration of Interest andj|l!ated Party Disclosures Policy for

Directors, effective date 15 Septertf|lpi>013, policy reference number

"TG/GCS 2/4P" ("Declaration of Int^r^tT^sy", attached hereto as Appendix

c) The Transnet Supply Chainpflicy, effective datewMay 2012, policy reference

number "iSCM 01 /20 i r ^Lay 2012 SCM Polllb,attached hereto as

Appendix 1.3);

d) The Transnet

reference

hereto as Appendix**

e) Thj^fajjsnfeU Memoratf|um

2013 CTF,

ective date 1 October 2013, policy

ifetpber 2013 SCM Policy", attached

a State Owned Company,

^Tviemo'of^ficorporation", attached hereto as

Guardiln^iedia report styled Transnet tender boss's R50-

jame", dated 4 July 2014 (attached hereto as Appendix

• Sharma^mail response to Mr Mafika Mkwanazi (Chairman of the Board,

H^/lkwanazi") styled °Re: Mail & Guardian article July 4, 2014",

(attached hereto as Appendix 4.1)

h) Mr Shaima's email complaint to Mr Johan Retief, Press Ombudsman

("Ombudsman", attached hereto as Appendix 4.2), in respect of the media

report styled Transnet-tender boss's R50-billion double game", dated 4 July

2014;

i) The Mail & Guardian's email response, including attached appendices, to Mr

Johan Retief, Press Ombudsman (including related share registers, attached

This draft report is for management information and internal discussion purposes only. II may not be used for any other
purpose or distributed to any third party without our prior written consent.

4
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hereto as Appendix 4.3);

]) Ms Ayanda Ceba's ("Ms Ceba"), Transnet Group Compan Secretary, letter to

Mr Shamna styled["Annual General Declaration of Inters A in Contracts and

Related Party Disclosure for the 2013/14FY, dated 15 February 2013

(attached hereto as Appendix 5.1);

k) Mr Sharma's declarations of interests to Transnet, datec 28 February 2013

("February 2013 declaration", attached her^^as Append!' 5.2);

I) Mr Sharma's declarations of interestsj|||ransneV dated '4 April 2014 ("April

2014 declaration", attached h e r e t q ^ ^ p ^ ^ r f / x 5.3);

m) A Microsoft Excel spreadsheekSMed 'Transmmctive Ve- dors for all OD - 12

Aug 2014", containing a lis

vendors as at 12 August 2i

n) A Microsoft Excel spreadsheet*||$ed

Aug 2014", con

vendors as at 14

o) A Microsoft Excel

relevant details^ilrtainir ) to active Transnet

fAP Vend DWi $d Vendors 2-14

'details pertaininc to deleted Transnet

rchived V& idors - 14 August

rtaining .) archived Transnet

contact detail: (attached hereto as

of Transnet anc their contact details

to Ithemba Governance & Sts Jtory Solutions (Pty)

dated 30 June 2014 for a total amcint of R 42,750.00

as Appendix 6.3);

h Certificate of VR Laser Services da 3d 19 October 2007

(attachetPfiereto as Appendix 7.1);

t) Transnet Vendor Process Record ("VPR") for CSR E-L. )co Supply (Pty) Ltd

• - ("CSR^-L-oco") (attached hereto as Appendix-7.2);

u) Supplier Declaration Form of CSR E-Loco dated 10 Dec mber 2012 (attached

hereto as Appendix 7.3);

v) Locomotive Supply Agreement between CSR E-Loco a d Transnet dated.22

s)

This drafl report is for management information and Internal discusston purposes only. It may not be ;ed for any other
purpose or distributed to any third party without our prior written consent.

5 •
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October 2012 signature page (attached hereto

w) A Microsoft Excel spreadsheet showing at'

(attached.hereto as Appendix 7.5);

x). Supplier Declaration Form of Ithemba dated 23

as Appendix 7.6);

y) A Microsoft Excel spreadsheet showing al!

Services; . ^̂ fe-
z) A Microsoft Excel spreadsheet show"ngf§i3£pay

aa) Excerpt of selected minutes of m e ^ ^ l ^ ^ ^ :

26 February 2014 (attached hereto as Appenc

bb) Excerpt of selected minute||p;meetings of th:-

2011 to 30 July 2014 (attacT^dJhereto as App:

is Appendix 7.4);

payments made to Ithemba

January 2014 (attached hereto

oayments made to VR Laser

aents made to CSR E-Loco;

BADC from 23 March 2011 to

8.1); and

pf Transnet from 20 April

Benny Dj^ne

We reviewed the followgrig^documenta^n^'the p

from Transnet (Not

September 2014:

a) Vag^^j^]|isemenffiof the_^fefep,der, Tt ̂  first of which was dated 13

Sunday Tme§

b) The^ender Opting Form tlftgnder numbers

g^B r l fRA i ^b^S^ fe feya ted ' ^Ap r i l 2013;

c) ~Tl^®rms^&^eference i^©J5)'in so far as ;t related to us determining the

closiriltjgte otmg^enders;

The first ref||ter of^^uators for the TFRAC- HO-8608 Electrical and TFRAC-

D-8609 D^^ l tenders dated 8 May 2013;

ssence of M? r̂hamsaqa Jiyane

om VR Laser Services) on 10

TFRAC-HO-8608 Electrical and

prandulnfsijbmitted by Mr Molefe ("Mani

r with the subject: "Request for

of business to the short listed tenderers for

dual voltage locomotives for the general freigt

f)~ Memorandum submitted by Mr Molefe ("Man:

January 2014 with the subject: "Request for.

of Business to the Short Listed Tenderers fc

Locomotives for the General Freight Business

gemenf) to the BADC dated 17

pproval to negotiate and award

he supply of 599 (COCO) new

'business (GFB)".

gemenf) to the BADC dated 17

pproval to Negotiate and Award

• the Supply of 465 New Diesel

(GFB)"; and

• ' I ,

This draft report is for management Information and internal discussion purposes orJ It may nol be used for any other
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g) Letter of intent dated 28 January 2014 sent to the four winning bidders.

3. Interview J and/or consultations and/or telephone conversations were held with the

following individuals:

a) Ms C jba, Group Company Secretary, Transnet;

b) Mr T' ;arrisanqa Jiyane, TFR CPO, TransneJI^

c) Mr S sfaans Brummer ("Mr Bmmmer^ipgpprter, Mail and Guardian; — •• --

d) Mr Fmie Botha ("Mr Botha"), VR L ^ ^ § l % c e s ;

e) Mr c.ohn van Reenen ("Mr vaJ|Reenen"),s|f|g!Jous shareholder, VR Laser

Sen, oes;

f) Mr L Dnel Faull ("Mr Fau1l"^r||porter, Mail and Guan

g) Mr 0 ary Bloxam ("Mr Bloxam-^^^ious^^reholder, V ^ ^ ^ e r Services;

h) Mr K'adoda JohfM^^rjy" Jiyane ( i ^ ^ p n e " ) , Director, VR^ser Services;

i) Mr I n McNeil ("Mr^^eJ^j jprevious^^^or, VR Laser Services;

Proje^^Contracts Manager, Bombardier

fcf'BomD'ardier Transportatiort"). We

lardier^T^gfisportation;

General Electric;

E-Loco Supply (Pty) Ltd. We received a

interviewed Mr Wang; and

Sharma*), non-executive Director of Transnet.

j) Dob i Makhubela (

k) W e » i

m) Mr'

a wntte'n reply frs

tten reply

4. 'J^r^brty searcftea (including directorship/membership ' searches, company

seat-eft is, propl® searches, general "Google" searches, etc.) were performed

and an !f||e<pprespect of individuals and entities identified during the course of

this in\ 2stigafcion.

4.

1. Consti

Const;

ution of

ution");

the

REGULATORY FRAMEWORK

Republic of •'South Africa Act No'. 108 of 1996 TFhe

This draft report Is fc management information and internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent.
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5.1

2. Companies Act No. 71 of 2008 ("Companies Act");

3. Public Finance Management Act No. 1 of 1999 ("PFMA"); and

4. Prevention and Combatting of Corrupt Activities Act No. 12 of 2004 ("POCA").

FINDINGS:

TRANSNET POLICIES AND PROCEDURES, INCLUDING RELATED

LEGISLATION

1. October 2013 SCM Policy, the policy vyafmiproved in September 2013 and sets

out in paragraph 35.1 on page 17 the^Mes aw^tesponsibilities of the BADC from

the perspective of Supply ChairyMpfagement. T§efcpo!icy states: "The Transnet

Board comprises of Board mmmxs appointed fromrlp^o time by the Minister of

Public Enterprises. For the acq^^on and djsposal of Tramoet assets, the Board

has delegated powei^Jp the BAD&$zjj^§g

An appropriate

transparej^cQmpetiiive

ittee must hav%and maintain:

, which is fair, equitable,

;ystems ofWnancial and risk management and

states in paragraph 35.1 on page 17; "The

vith fidelitMhonesty, integrity and in the best interest of the Transnet in

manatymg its financial affairs, including the avoidance of conflict of interest and

provide sW&mards against favouritism, improper practices and opportunities for

fraud, theft and corruption;

Prevent any prejudice to the financial interests of Transnet or the State;

Take effective and appropriate steps to prevent irregular expenditure) fruitless and

wasteful expenditure, losses resulting from criminal conduct and expenditure 'not

This draft report is for managemenl information and internal discussion purposes only. H may not be used for any other
purpose or distributed to any third party without our prior written consent.
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complying wit!- Lhe- operational policies of Transnet;

Ensure that expenditure of Transnet is procured in accordance with the approvec

budget; and

Approve certain bids not delegated to any other Acquisitions Council.

The BADC miy delegate powers and du^^or instruct specific officials in

Transnet to pe form any of the duties assimeWfo it"

3. October 2013 3CM Policy, the DoJ|£sfat:es in paragraph 38 on page 20 that: "Ai

Transnet empl )yees should upMJjmhe following keyWIues (amongst others):

Desist from ah owing personaltfjjkerests to influence busmgss decisions or taskj

and disclose any actual

4. Declaration cf Inter

three, page thr ie, and s'

of the policy is set out in section

a confligk of interest and the disclosure c f

as to how to disclose and manage conflict ;

5. tSfcJiaration onfnterest Policy, the policy states in section 4. Application, on pag i

:. 'TiJMpolicy applies to every Director of Transnet, every alternate

UWmet, any person occupying the position of a Director or altema 13

Director by~$jf atever name designated."

6. Declaration of Interest Policy, the policy states* in'section 5. Definitions, en

page three that: "In this policy the following terms shall have the meanings

assigned to :hem below and cognate expressions shall have corresponding

meanings namely:

This draft report is for manager ?nt information and internal discussion purposes only. It may nol be used for any other
purpose )r distributed to any third party without our prior written consent,

9 •

i0057-0369-0001-0021

TRANSNET-REF-BUNDLE-01546



] .
1258

Private and Confidential
Draft

1RAN5NEf

• ]»

f _

']§

1 "i

-jfa

A

5.1. 'Director': means a member of the b^ard of Transnet or an alternate Director
of Transnet and includes any person OCCL lying the position of a Dire :for or
alternate Director. In this regard it should De noted that Mr Sharma i:; a non -
executive Director, but according to Ms Ciba all policies applicable t J Directors
are also applicable to Non - Executive Directors.

5.2 'Conflict of interest': is described in paragraph 6 and includes, iteralia, a
situation in which:

5.2.2. a Director has private interests q0.^^hj consideration or he s an
Affiliation or a Relationship which 8jf&cTs^: or mffiajfecf, or may be p ireeived to
affect a Director's judgement in a.|||*f/n i ie best idWMst of Transne1., or could
corrupt the Director's mof/vatoppSr acting in a particvil^vanner, c which could
result in, or be perceived as FWq&tijjtism cr Nepotism;

5.2.3. a Director use^^ierpositioW^o^eges, arinformat)^ o iained while
working in the capa^^^qM-ector for^\

5.2.3.1. private gain, or^dvance^eeit,oi anp*qjher advantage; or

if, or any othr r advantage;

towia Directorb'$any ma Tiber of his family, orfrien /s or business

5.3.
of Transi

HatiorfSweans invowemhnt witr. a vendor, service provide, or competitor
T§^©O the pfiM$ofthe Director; a >erson related or inter-rela 3d to the

ds or businss associates; including serving as a
; B^^merriW^, employee, consultant or advisor to the

5.5.'FafyxL^Wn?: means an inclination n attitude or behaviour to how
preferenMiBmldlment towards a certain f arson, group or entity.

5.7. 'Personal Financial Interest': meai s a direct Material interest of a person, of
a financial, mo.ge.tary or economic nature or to which a monetary v\- Iue rrja^jbe
attributed."

5.8. 'Material': when used as an adjecth e means significant in the ircumstances
of a particular matter, to a degree that:

This draft report Is for management 'mformalion and internal discussion - jrposes only. It may not be used for a y other
purpose or distributed to any third party without c jr prior written consent
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5.8.1. is of consequence in determining the matter; or

5.8.2. might reasonably affect a person's judgment or decision-making in the
matter, or

5.8.3. could influence the economic decisions taken in a matter.

5.10. 'Related': when used in respect of two persons, means persons iv/io are
connected to one another in any manner contemplated below.

5.10.2. an individual is related to a juri^^^^^iifthe individual directly or
indirectly controls the juristic person^asgmenTmlfedin accordance paragraph 5.12
below, and ~"

5.10.3. a juristic person is rela

5.10.3.3. a person dmctly orindirec
each of them, asdeh

5.11. 'Inter-Related':
personswh&pre related!
that ^ ^ ^ ^

peach ofthem^mhe business of
'b paragraph 5.12 below.

spect ofimjee or more persons, means
linl<e%series of relationships, such

r contemplated in paragraph 5.10
W&ny such manner, and so forth in

raph 5.10.2 and 5.10.3.above, a person
ress, if:

iany is a subsidiary of that first person, as determined in
be Companies Act; or

person together with any related or inter-related person, is:

5.12.1.2.1. directly or indirectly able to exercise or control the exercise of a
majority of the voting rights associated with securities of that company, whether
pursuant to a shareholder agreement or otherwise (e.g. tftfebtdr and a person
related to him, together hold more than 50% of the voting shares in company Y);
or

5.12.1.2.2. has the right to appoint or elect, or control the appointment or election

This draft report is for management Information and internal discussion purposes only. It may nol be used for any other
purpose or distributed to any third paly without our prior written consent
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of, Directors of that company who control a majority of the votes at a meeting of
the board (e.g. Director is able to appoint Directors to the board of company Y,
and those Directors appointed by him can exercise more than 50% of the votes at
a board meeting);

5.12.4. that first person has the ability to materially influence the policy of the
juristic person in a manner comparable to a person who, in ordinary commercial
practice, would be able to exercise an element of control referred to in paragraphs
5.12.1, 5.12.2 or 5.12.3.

ibsiding between any two or more5.13 'Relationship': includes the connei
persons who are related or inter-relah

5.Y5 'Significant influence': is«ffiMowerto participaWsinthe financial and
operating policy decisions of aWsgtity, but does not necessarily amount to
Control:

7. Declaration of Ini

disclose a conflict of

the pdljp||tates in section 6; duty to avoid and

we

ffibhllimtiMterest in terms of inter alia the
nagemenffict No. 1 of 1999 ("PFMA"), the
on Governance for South Africa, and the King

A summary of key principles
avoid and to disclose a conflict of interest

on-exhaustive manner, as a guide to

asf important fiduciary duties of Directors under the common law
. a conflict of interest. Directors have a duty to observe the

^ a r d s Transnet, and in discharging that duty they are required
to exercihtMxjependent judgment and to take decisions according to the best
interests of Transnet Any Director who is appointed to the Board of Transnet as a
representative of a party with a substantial interest in Transnet should recognise
the potential for conflict That Director misunderstand that the duty to act in the
best interests of Transnet. Thai Director must recognise that the duty to act in the
best interests of Transnet remains paramount. Certain conflicts of interests are
fundamental and should be avoided.

6.3. In this regard, Directors have a duty inter alia to:

Tr draft report is for management Information and Internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent
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6.3.1 to act with fidelity, honesty, integrity, independence of mind and in the best
interests ofTransnet, and to exercise the powers and perform functions in good
faith;

6.3.2. account for secret profits;

6.3.3. not misappropriate corporate opportunities;

6.3.4. hot improperly compete withTransnpi

6.3.5. not to use their position as D/res
while acting in the capacity of a

6.3.5.1 to gain an advantage WMiernselves orforanom^^rson, other than
Transhet or a wholly-owned subsmajy of Transnet, (this tempoes not require that
the Director gains a material or a ^h^^wt^^Witage, any aml|||age will bring the
Director will bring tlwijtegtor within $ l | | | i ?m of this provision;

6.3,5.2 to knowingly ca
communic^with the Bo
that co^k^

e,s, or any information obtained

subsidiary of Transnet and,
t pracffeaLppportunity any information

jetheffleal or perceived) in good time together with
fullWMtsJo thWBmrd offWmRetalnd such conflicts should then be

tract with Transnet;

any direejj&r indirect personal or private business interest that they, or any
^ close family member may have in any matter before the Board

of Transn^^^f subject always to paragraph 6.5, must withdraw from the
proceedings^when that matter is being considered unless the Board of Transnet
decides that the direct or indirect interest is trivial or irrelevant and the Director is
not required to withdraw in accordance with paragraph 6.5; and

6.3.6.4. any Personal Financial Interest in respect of matters to be considered at a
meeting of the Board of Transnet and/or any matter in respect of which a Director
knows that a related person ftas'a Personal Financial Interest, in the manner set
out in paragraph 6.5.

This draft report Is for managemenl Information and internal discussion purposes only. It may nd be used for any other
purpose or distributed to any third party without our prior written consent
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6.4. In terms of Section 75 of the Companies Act, a Director may disclose any
Personal Financial Interest in advance, by submitting a Declaration of Interests
Form to the Board of Transnet, setting out the nature and extent of the interest, to
be.used generally until changed or withdrawn by further written notice from that
Director. .

6.5. if a Director of Transnet, has a Personal Financial Interest in respect of a
matter to be considered at a meeting of the ^ o i ^ o f Transnet, or knows.that a
Related person has a Personal Financial /s^Spf in the matter, the Director,

5.5.1. must disclose the interest andJ^enenW^tiire in writing before the matter
is considered at the meeting; ^ ^ ^tVk.

5.5.2. must disclose to the mefe^gfg any material inforrnrnjj$®irelating to the matter,
and known to the Director;

6.5.3. may disclosed
requested to do so i

bkservations i tment insights relating to the matter if

6.5.4. if present at the me&ing, mafMecuse hirrig&lf/herselffrom the meeting
when
in

6.5.5.

6.5.6.

[being i
"graphs i

ly disclosure contemplated

^deration of the matter, except to the extent
iplati

ibsent&mn the meeting in terms of this paragraph:

15.7. is to >
* wht

^ardeda^eing present at the meeting for the purpose of
aer sufficient Directors are present to constitute a quorum of the

6.5.9. mT^ lpexecute any document on behalf of Transnet in relation to the
matter unl&ssspecifically requested or directed to do so by the Board of Transnet.

6.6. InJenggjpfjSectipn 76(4)(a)(ii) of the Companies Act, a Director will have
satisfied his/her obligations to act in the best interests of the Company(among
other things) if(i) the Director had no Personal Financial Interest in the subject
matter of the decision, and had no reasonable basis to know that any Related
person had a Personal Financial Interest in the matter, or (ii) the Director complied
with the requirements of Section 75 of the Companies Act with respect to any

This draft report Is for management infotmation and internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent.
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6.7. The c lus is on the individual Directors to determine whether they are free
from apps vnt or actual conflicts." —

6.8.Trans: st Policy. In addition to the above, a Director must:

6.8.1 dec! re an interest in any business entity (whether as a shareholder,
member, . director, adviser, or in any other cajjfaMy) that:

6.8.1.1, h ve significant contracts with^^^^ln this regard, 'significant
contracts veans contracts which acc&ffiformmast 10% (ten percent) of such
business ntit/s consolidated grdsssrevenue ina^^ie financial year, or

6.8.12 is 5 competitor of Trawm&t; or

6.8.1.3 is mrty to anjsgguisition of ,
business:s, or any)

6.8.1.4 is oadytoajoin
its subsic vies:

Whd/orits subsldimes; its assets or

ther busiimss venture with Transnet or any of

services related to the
and 6.8.1.4 above;

be approved at Board level or by

ty direfijkbr indirect interest in contracts or proposed contracts, which
have fig- q o w e entered into by Transnet and must set out full particulars of
that inte. ?|

6.8.2.2. // Conflicts of Interest in accordance with this policy.

6.8.3. Tf 3 Board will be.entitled, at any time, to determine that a particular interest
of any D rector or by a person related or inter-related to him constitutes a Conflict
oflntere ;/, and to recommend an appropriate way to manage such conflict, even if
such a t msaction falls outside the transactions set out above. I

This draft report is for a magement information and internal discussion purposes only. It may nol be used for any other
urpbse or distributed to any thW party without our prior written consent.
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6.8.4. /.''a Director of the Company acquires, or Knows that a Related Person has
acquired, a Personal Financial Interest in an agreement or other matter in which
the Company has a Matenai Interest, after the agreement or other matter has
been aoproved by the Company, the Director shall promptly disclose to the Board,
the nature and extent of that interest, and the Material circumstances relating to
the Director or Related Person's acquisition of that interest, as the case may be.

6.8.5. if, in the reasonable view of the other non-conflicted Directors, a Director or
the Re'ated Person in respect of such Directories in competition with the
Comp-ny relating to the matter to be c o n j ^ ^ p a f the meeting of the Board, the
Director shall only be entitled to such ii^&^mconcerning the matter to be
considered at the meeting of the Boan^sshW^^pecessary to enable the
Directcr to identify that such PersomfcFinancialfimfest exists or continues to
exist.

6.8.6. A decision by the Board, oWtk&nsactiQj&or agreenfe
Board, is valid despite.'any Personan^andjjkffiterest of a,
Person of a Directed** ^Wsm&r

oproved by the
far or Related

6.8.6. . was approvedl^^ptr^^disclosureMithe Personal Financial Interest in
the m-nneryCpntemplatedSihSectlo^^^rid c/aH§ey3.8; or

6.8.6'sJ-
V

figng beerV^hjM0d withb^^isclosure of that Personal
as beennlffled by an Ordinary Resolution following
sQnal FinaM^l Interest or so declared by court.

6.8.7. A*eM|gf, one^Mcation byany interested person, may declare valid a
transectiorr^^igreem^^tiat had been approved by the Board, or Shareholder as

failure of the Director to satisfy the requirements of

8. Decl£^|jon c^Merest Policy, the policy states in section 7. Declaration of a

Confl; :t oftjlprest, on page nine:

"7.1. declaration of Interest in Contracts

7.1.1 Applicableio: All Directors who have an interest, either directly or indirectly,
or kn w that a related person has ap interest in:

i

7.1.1 1. any new or existing contract with an entity external to Transnet which may

This draft report i s ; jr management information and internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent
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conduct business with Transnet;
7.1.1.2. acquiring Transnet and/or its subsidiaries, its assets or businesses, or any
part thereof;

7.1.1.3. any joint venture or other business venture with Transnet or any of its
subsidiaries; •

7.1.1.4. tendering for the supply of goods or services to Transnet or tendering for
advisory or other professional services relatediMhe transactions referred to

' above, Collectively, a 'Contractual'IhteresJA

7.12. To £>e completed: Annually byjyb
is identified.

7.1.3. To be submitted: to thd

7.2 Annual declaratn

7.2.1. Applicable

7.2.2. Tfii

when a Contractual Interest

onflict of Interest arises,
Erectors change within the

or finaWial interests of persons Related to

Company Secretary.
confl/clslpf interest the prescribed Annexure must be

ition."

}eclaratior^Jnterest at meetings

7.3.1. ApfiWa'ffle to: All members of/attendees at Key meetings and all Directors

who have a Personal Financial Interest in respect of a matter to be considered at

a meeting of the Board of Transnet.

7.3.2. If a Director has a Conflict of Interest in respect of a matter to be considered
t

at a meeting, or knows that a Related person has a Personal Financial Interest in

the matter, the Director must comply with the procedures more fully set out in

This draft report is for management information and internal discussion purposes only. It may not be used for any other
purpose or distributed to any third parly without our prior written consent.
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paragraph 6.5 above. Such a Director must not execute any document on behalf

of Transnet in relation to the matter unless specifically requested or directed to do

so by the Board.

7.3.3. To be completed: At each meeting.

7.3.4. To be submitted: to the applicable Com^k^e Secretary.

9. Companies Act, section 1. Definitions^^

"director1 means a member of the&^ajpof a comJ3a®y, as contemplated in section

66, or an alternate director ofj0mpany and inclu^^^y person occupying the

position of a director or altemWjjItlirector, by whatever n

'related party', when used in resp^^f Itfjmpersons, me^^persons who are

connected to one a/j||||gynany mann^^0memplated in section 2(1) (a) to (c);

'relationship' includes^^^^^ections^^sisting between any two or more

persons who are related^Jnhr^^tgd^as Millfcnjned in accordance with section

2; andr %̂
sed in reWect of three or more persons, means persons

)lher inWJnked series of relationships, such that two of

eircontemplated in section 2(1), and one of them

any such manner, and so forth in an unbroken series".

Ik
10?®§nipanies Ac|§section 75. Director's personal financial interests, states:

(a) 'director' includes-

(i) an alternate director,

(ii) a prescribed officer, and

(Hi) a person who is a member of a committeeiof the board of a company,

irrespective of whether the persoriis also a member of the company's board; and

This draft report Is for management Information and internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent.
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(b) 'related person', when used in reference to a director, has the meaning set out

in section 1, but also includes a second company of which the director or a related

person is also a director, or a close corporation of which the director or a related

person is a member.

(2) This section does not apply-

(a) to a director of a company-

(i) in respect of a decision that ma

(aa) all of the directors of the comnahyin their capacWfes directors; or

(bb) a class of persons, despumthe fact that the direcmji$s one member of that

class of persons, unless the-only m&fQbers{gfi$e class arew§sg!.irector or persons

related orinter-rela^^^Me director,

(ii) in respect of a proptg^^&^enjove that^tigictor from office as contemplated in

section 71; or

(b) t®mfompanyW$s directmgMperson

(i) holdsWjaf the uBneficial inteWkts of all of the issued securities of the company;

i ^ g j If a pers&tims the\W}A director of a company, but does not hold all of the

isficial intere^ of all of the issued securities of the company, that person may,

nofa

(a) approv&W enter into any agreement in which the person ora related person i

has a personal financial interest; or

(b) as a director, determine any other matter in which the person or a related

person has a personal financial interest, unless the agreement or determination is

approved by an ordinary resolution of the shareholders after the director has

This draft report Is tor management information and internal discussion purposes only, It may not be used for any other
purpose or distributed to any third party without our prior written consent
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disclosed the nature- snd extent of that interest to the shareholders.

(4) At any time, a di ictOLmay disclose any personal Financial interest in advance,

by delivering to the . oard, or shareholders in the case of a company contemplated

in subsection (3), t notice in writing setting out the nature and extent of that

interest, to be usec generally for the purposes of this section until changed or

withdrawn by furthe written notice from

(5) If a director of a oompany, other ^^^^^^wany contemplated in subsection

(2) (b) or (3), has 3 personal 0l§npial interes&jnrespect of a matter to be

considered at a m sting of /^gpioard, • or knows^^^ja related person has a

personal financial ir sresf in thematter, the director-

"(a) must disclose

considered at the rr.

eneral nature before the matter is

ial fnwmation relating to the matter

and .

H
dise$s0,

requesmdjo do*sgi ythe

pertinent insights relating to the matter if

i£{d) if presenfimthe ieeS|& must leave the meeting immediately after making any

j/osure contemn jfed in paragraph (b) or (c);

Ml
(e) m u s ^ g / 4 ^ art 'In we consideration of the matter, except to the extent

contemplal'edrin pa \graphs (b) and (c);

(f) while absent fro, the meeting in temns of this subsection-

(i) is to be regar ed as being present at the meeting for the purpose o,

determining whethe sufficient directors are present to constitute the meeting; and

(ii) is not to be re arded as being present at the meeting for the purpose o:

This draft report is for managemenl info- ation and Internal discussion purposes only. It may not be used for any other
purpose or distri' ted to any third party without our priorwritten consent
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XT*

determininc whether a resolution has sufficient support to be adopted; and

(g) must net execute any document on behalf of the company in relation to the

matter unle .s specifically requested or directed to do so by the board.

(6) If a di ector of a company acquires a personal financial interest in an

agreement ir other matter in which the compafi&pas a material interest, or knows

that a related person has acquired a persmjilMinancial interest in the matter, after

the agreerr 3nf or other matter has b&&mpp^ed by the company, the director

must prom rtly disclose to the boMct, or to th'eWpareholders in the case of a

company c mtemplated in suhmefion (3), the natunmnd extent of that interest

and the r aterial circumstanwLjetating to the dirWjjfrn^or related person's

acquisition if that interest.

(7) A decis on by the

or by a cor ipany as

financiaMq:
com

transactio^^agreement approved by the board,

is valid despite any personal.iplaTe$ffe<subsea

d to fflp director, only if-

followingfkdisclosure of that interest in the manner

(b) despite' ^vinglte^approved without disclosure of that interest, it-

has sue semkntly D&&j&-atified by an ordinary resolution of the shareholders

flowing c sclosWe of that interest; or

(ii) timtbee n deW&red to be valid by a court in terms of subsection (8).

"(8) A co ftfon application by any interested person, may declare valid a

transactor or agreement that had been approved by the board, or shareholders,

as the ca.. e may be, despite the- failure of the director-Ao. satisfy the disclosure

requireme. its of this section.

11. The Companies Act, section 76. Standards of directors conduct, states:

This draft report is for man gsment Informafbn and internal discussion purposes only. It may not be used for any oiher
pur ose or distributed to any third party without our prior written consent
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'(1) In Ms section, 'director" includes an alternate director, and-

(a) a prescribed officer, or

(b) a parson who is a member of a committee of a board of a company, or of the

audit committee of a company,

irrespective of whether or not the persoRtlgspa'Iso a member of the company's

board.

(2) A director of a company mu£

(a) not use the position of directolf^anyjj^^fiation obta^^while acting in the

capacity of a dh

(i) to gain an advanlageToMtie directoiWi&Jor another person other than the

company or a i

(H)tofrS.

y; or

< harm^o thecQmj3Q^gr a sWsidiary of the company; and

(b) corfimt/nicateWd the boiibkat the earliest practicable opportunity any

attention, unless the director-

thatlHeWMemfation is-

•v (aa) immatfMglto mmsgmpany; or

public, or known to the other directors; or

s bound nW&o disclose that information by a legal or ethical obligation of

(3) SubjecvWsubsections (4) and (5), a director of a company, when acting in that

capacity, must exercise the powers and perform the functions of director- •

(a) in good faith and fora proper purpose;

(b) in :he best interests of the company; and

This draft report is frr management information and internal discussion purposes cnly. It may not be used for any other
purpose or distributed to any third party without our prior written consent.
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. (c) with the c ?gree of care, skill and diligence that nay reasonably be expected of

a person-

(i) carrying o it the same functions in relation to the company as those carried out

by that director; and

(ii) having the general knowledge, skill and experience of that director.

(4) In respect of any particular matter

performance of the functions of director

(a) will have satisfied the oblh

(i) the direct >r has taken reaso.

matter,

(ii) either-

(aa) the dire ior had

the decision and had m

personaiffim ngmUnterestWihe

th r exercise of the powers or the

'director of a company-

of subsection

diligent stepi

board, w/My

nd did beli-

\and (c) if-

to d^Ukse informed about the

interest in the subject matter of

that any related person had a

•equirements c? section 75 with respect to any

(aa); and

'upported th- decision of a committee or the

matter and the director i ad a rational basis for believing

ision was in the best i terests of the company; and

(i) the pew& nance by any of the persons-

(aa) referre'TJto in subsection (5); or

(bb) to who n the board may reasonably have de igated, formally or informally by

of c induct, the authority or duty to peri: rm one or more of the board'1,

functions th }t are delegable under applicable law, and

(ii) any infc mation, opinions, recommendations, reports or statements, including

financial ste 'ements and other financial data, pre;. ared or presented ay any of the

This draft report is for manac jmenl information and Internal discussion purposes onr-; It may not be used for any other
purp: ;e or distributed to any third party without our prior writte i consent
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persons specified in subsection (5).

(5) To the extent contemplated in subjection (4) (b), a director is entitled to rely

on-

(a) one or more employees of the company whom the director reasonably believes

to be reliable and competent in the functhj^ performed or the information,

opinions, reports or statements provide i;

Wonal persons retained by the

ing skills or expertise that

(b) legal counsel, accountants, os&);: ler pro.

company, the board or a comrrinfke at to matters it

the director reasonably believeitme mttters-

(i) within the particular person's pro1§|i/ona||p?xpe/f compis^^e; or

(ii) as to which the particular person m'emswonfidence; or

(c) a committee of thWboaq3ip£whicr thewjrectoris not a member, unless the

director has reason tOT&JIeveh&g&lne actioWkiof the committee do not merit

on^gorporate (SBs/en ance, 2009 ("the King Code"), chapter 2.

itlfSbe 61 irs'tat-.s:

•appointed to ti 9 board as the representative of a party

[ inter&sWathe company, such as a major shareholder or a

bstantial credWr, should recognize i le potential for conflict. However, that

[must understand that the duty o act in the best interests of the company

remains parammnt.

25. Certain conflicts of interest are fun 'amental and should be avoided. Other
.-—v__—

.conflicts (wheth^[jvaior^erceived)sj:2U]dJ>e dlsciosedjn qoodthneand'in fulh

detail to the board and then appropriaiilymanaged^

13. Code of Ethics, section: Scope on pa ie 2, states:

This draft report is for management information and internal discuss • n purposes only. It may not be used for any other
purpose or distributed lo any third party withe it our prior written consent

24

I
B
B
B
B
B
I
B
B
B
B
B
B
B
B
B
B
B
B
B
B0057-0369-0001-0036

TRANSNET-REF-BUNDLE-01561



I
I
I
ill
I
I
I

•i
'.I

i
i
i
i
l

r \ 3

•a

I
i

1273
Private and Confidential

• Draft
IRANSNc

T

• "2. The Code of Ethics will apply to all Transnet employees, including permanent

and non-permanent employees, non-executive directors as well as service

providers, suppliers and trade partners of Transnet;"

14. Code of Ethics, section: Ethical Behaviour on page 6, states:

"6.2. Trusting each other and being pf;

outside the work environment such.

Transnet's image and reputation;

o'na! in conduct both'within and

ct will not reflect negatively upon

6.3. Refraining from using a^msition of authority anWmUacilities provided by

Transnet to further your own intenWmwthaffij^riends andngjiitjves;

6.4. Desisting from a//^Wn^a|r^sona/ interns to influence business decisions or

tasks and disclosing anyWpival arimteniial conffi||s of interests;

6.5. Ho^^^^^ contentxand spJ^^^^usi'neW transactions and not abusing

or hajmng TransWtJs reputa^^^ssets oPu!jlerests;

ofihl

a// actions and promoting a corporate image

\and stnWfffifebusiness ethics;

1^6.70. Respes||g and^^ntaining the confidentiality of sensitive information

3d througtiW§ociation with Transnet.1

15. Code af|fethj1||Psection: Confidential Information and Trade Secrets on page 8

states:

"9. Employees and Non-Executive Directors:

9.1. Must not disclose or use any information of Transnet (or a third party)

obtained through carrying out of the employee's dt\ties for any purpose other than

to fulfill his/her Transnet duties; '

This draft report is for management information and Internal discussion purposes only. It may not bs used for any other
purpose or distributed to any third party without our prior written consent.
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10. Will have ac -.ess to information related to Transnet's business strategies and

contractual reia: onships with third parties. This information must be regarded as

trade secrets, v,vch include the following:

10.1.1 ntellectus property, know-how, processes and techniques, technical detail,

methods of ope ating, cost and source of mafe^J. pricing and purchasing policies,

systems design and development informatim

10.2. Names of customers and fingjl&iaragreemeW~sJ)etween Transnet and

suppliers ofgoc is and servic&s&mvrmation, hardwaT^^agd software products;

10.3. The contr dual and financial

customers and wsiQdijgassociates;

10.4. The desk ^ and function o tjgor hardware used or supplied

10.5. Details or Trapsnet Tina zWIstructure and operating results;

• or ^osnet's Bosjhes;s operations, strategic planning and positioning,

%ns; and

%^ Other ma Wjte which relate to Transnet's business in respect of which

•ration is r mwadily available In the ordinary course of business to a

ftorio0. |ema/ party."

16. Code of Ethic , section: Relationship with Trade Partners on page 10, states:

"16. If such a relatbnship may influence or create the perception of influencing

their decisions n the performance bf their duties on behalf of Transnet, employees

should not inv st in, or acquire a'financial interest directly or indirectly, in such an

This draft report Is for managers it Information and Internal discussion purposes only. It may nol be used lor any other
purpcss • distributed to any third party without our prior written consent
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5.2

enVy. Ail interests in businesses or entities must be declare^ in line with the

Tra isnet Declaration of Interest and Related Party Disclosures P. Hey."

17. CoJe of Ethics, section: Non-Executive Directorship on page 11, states:

"20. Non-Executive Directors who have been invited to hold outsi fe directorship or

me vbership should ensure that such invitqjgkbrought to the attention of the
_ jgfipL

ConpahySec'retanat forDeclarationof' Ihjmsivpufpdse's.''''

[fISDINGS:

MR MARMA'S EMAIL RESPONSE TO MR MKWAN>

GUARDIAN ARTICLE JULY 4, 20«OATED j i !^JULY 2 0 1 ^

EMAIL COMPLAINT

'; MAIL &

MR SHARMA'S

RESPECT OF T i E SAID MEDIA

the^||airrnan of the Board ("tr^

ippointme^^%ommittee Chairs to the Bo

^ j ^ b) He i ^ l ^ f e d am|}|portunity with VR Laser Services and se

' IJ^v He 'initiafMkdiscu^Pns and proceeded to "negotiate" with
x irSfirst meetinlSith VR Laser Services was in March 2013,

|ijssionsj|ijjbwed in May 2013 and the "deal" was subse-

(Mr Sharma did not provide details relevar

dealt orwegotiated with in this regard),

c) He approached "Mr Essa" (Mr Salim Aziz Essa, "Mr Essa'

investor as a TeSulf ofihe^final negotiated price and °nc

leverage the transaction". As Mr Sharma was not in a po.

due to. the required "capital" calls", 75% of VR Las

subsequently bought by Mr Essa and the balance (25%)

Mr Mkwana'i styled "Re; Mail

, the follow ng was noted as

designation") to

id". •

out to acquire it.

he "owners". His

fter which formal

uently finalised in

to individuals he

as an additional

. wanting to

ition to contribute

;r Services was

-emained with an

This draft repc 1 is for management Information and internal discussion purposes only, it may not be used )r any other
purpose or distributed b any third party without our prior written consent.
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existing shareholder.

d) VR Laser Services has for the past 2 years, and curre tly still is, "running at a

lossV which required considerable contributions from the shareholders. As

such, the mentioned minority shareholder "allegecy" sold his stake to

"Craysure Investments" (entity was identified as "Cra sure Investments (Pty)

Ltd, "Craysure Investments").

e) Due to his "limited budget", he "remains" u ^ . "a prop~1y company" and does

not participate in the "operating businesj|p r '

f) VR Laser Services' last invoice to j p | | | l > p / a s in 201 and does not currently

do any business with Transne^ Prior to 2WM.,^ VR Laser Services was in

business with Transnet f o r ^ ^ ^ r s to a value of RSpO, )00.00 per year.

g) He has been, and curren^stil l is, "friends" withIfe ^"Guptas* ("tne Gupta

family"). Whether he does bSsMpss vyjfphe "Gupte ?^j|not is a "personal

matter". ^ ^MS?

h) There is no conflti

responsibility to Trari*

all compfajgf to Ombt isman, in respect of the

said mei(|]&eport, l |e following^ps noted as mentioned :: y Mr Sharma in addition

fet BADC Chairman, Mr Don Mkhv. mazi, is a relative of Mr

business af airs" and his roles and

^Subsequen%!p the departure of Mr Don Mkh\ anazi, Mr Mkhwanaz

imendMsthe appointment of Mr Sharma ?J the Transnet BADC

c) The BASS provides "oversight on the process foil wed by executives and

does not decide on the assignment offender awards"

-The BADC, under his Chairmanship, took a decision that info/*nation relating

to the tender should only be disclosed to Officials en ;aged in adjudicating the

tender and, no information of any substance was sha 3d with the Committee.

e) He "has it on good authority" that a "board member(s ' had an influence on the

This di 3.1 report Is for management Information and internal discussion purposes only. It may n>: be used tor any other
purpose or distributed to any third party without our prior written consent
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5.3

publication of the "defamatory article".

f) He was not aware of the minority shareholder's "alleged" sale to "Craysure

Investments"; (Note: that this is in direct contradiction of what was mentioned

. in his reply to the Chairman of the BOD.

g) In addition to the "Guptas", he also has an "association" with "Duduzane

Zuma".

h) There is no conflict between his deal ings^^i VR Laser Services, VR Laser

Property and Transnet as neither'cornjgS^^oes business with Transriet.

THE MAIL & GUARDIAN'S E

COMPLAINT, INCLUDING ATTA"

DINGS:

ESPONSE IN

ED APPJSJDICES, TC

OF MR SHARMA'S

OMBUDSMAN

3*1 *"S3S— —

s email responsenn respect of Mr

indices, to the Ombudsman, the

Laser

1. From our review dgglf

Sharma's complaint,

following was noted:

A
a) M^^)a rma 's^ega t ion l ^ {^pboard" *m^ber (s ) had an influence on the

pu&iu^ljon of tj|§defamato^|||jlicle' is denied. The story is based "entirely on

S ^ ^ ^ n d oivfeerrecord corroboration by sources".

§"an v l | | | d when and how Mr Sharma purchased "VR

jded speaking to the former majority owner, "Mr van

wais share of the company to Mr Sharma; and to the

inority emflwerment shareholder "Mr Jiyane", who initially kept his stake,

to sell it to Craysure Investments, the company associated

d Mr Zuma.

c) He (MrWTarma), "Mr van Reenen" and "Mr Jiyane0 stated that the purchase

agreement for the purchase of "VR Laser" was concluded in December 2013.

In addition, various elements of the purchase-agreement took several months

post-December to tie up. "VRLS Properties'" share register shows that "Issar

Capital" acquired its 100% shareholding in the company on 6 March 2014

(attached hereto as Appendix 4.3).

This draft report Is for management Information and internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent
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d) Transnet finalised the locomotive tender award on 17 March 2014.

e) All the major bidders for the Transnet locomotive tender actively considered

. . the company (VR Laser) as a potential subcontractor even as Mr Sharma

. acquired part of it, and before the tender process he supervised was complete.

Neither Mr Sharma in his complaint, nor any other relevant party, has denied

these "highly significant visits by all the eventual winning bidders" that took

place as 'Sharma was concluding negojjatjons for the acquisition of "VR

Laser".

f) 'Mr Jiyane" also revealed that all fs^fSrl^hkCompanies that v/ould later win a

slice of Transnet's new tocqgfittive t ende red visited VR Laser's factory

between December 2013^1p5anuary, to evalt|je them as potential local

g) Mr Sharma approached

Notwithstanding€j||£easons he

"it is clear that M r ^ ^ r ^ s j n t e n t to

outset'.

and laterei|cluded Mr Essa.

arrived at for including Mr Essa,

Laser" was unambiguous at the

of the 'leaders' of Sharma's

"VRLS Properties",

directors in another business, solar panel

puth Africa", since November 2012. They are
•J?fcornpany, "National Agricultural Development

y

2012. The company's share register shows that

acquired a shareholding in National Agricultural

|pp-direi

Project^since

Sbarma arKl ESSE?

xl^PevelopmeMtProject from the Gupta family owned companies on the same

lH&jri Noveffber last year",

j) Botr^yjpgaTma and Mr Essa informed the "M&G* that Mr Sharma's property

compariyA/RLS Property" received rent from Mr Essa's "VR Laser" - "thus, Mr

Sharma derives direct material benefit from "VR Laser's" business",

k) The BADC chaired by MrShacraa^oad overall supervision of aH-Transnekgcoup

tenders above a certain threshold amount, which included the 1064 locomotive

contract.

I) The article demonstrates the business relationship since late 2013 between

This draft report is for management Information and Internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent.
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5.4

5.6

the Gupta's and Mr Sharma in two instances namely, Craysure Investments'

acquisition of a 24,9% stake in "VR Laser" after Messrs Sharma and Essa had

concluded purchase negotiations with its previous owners, and the transfer of

.shares from the Gupta family-linked companies to Sharma-and Essa-owned

companies in "National Agricultural Development Project".

m) Mr Sharma stated that neither "VR Laser" nor "VRLS Properties" "has done or

is doing or contemplating doing business wiH^Transnet".

n) Transnet confirmed that "VR LaserB
<^^^erfdrmed services" for Transnet

Engineering since 2006.

INDINGS:

INTERVIEWS AND CONSULTATlO^iiWITH Tg&NSNET StU^REGARDING MR

MA'S

1. Ms Ceba confirmed tr^lviillbarma is a^Pn-Executive Director on the BOD of

Transnet as well as the ̂ airma'hwfae BAD^KTransnet.

RELEVANT BOARD MEMBERS AND

IN CONFIDENTIALITY AND HOW

E LEAK OCCURRED

i/Ve cannot infestigate^tlpEDnclude on this matter as Mr Sharma did not want to

vide us with specific information that would make further investigation possible.

FINDINGS:

MR SHARMA'S ALLEGED ACQUISITION OF A SHARE IN VR LASER SERVICES

1. From Mr^Sharma^s^email- correspondence -with Mr Mkwanazi and the

Ombudsman, Mr Sharma confirmed his relationships with Mr Essa (with whom he

also co-owns a property, refer Appendix 9.1), the Gupta family and Mr Zuma.

General Google searches and Mr Sharma's February 2013 and April 2014

This draft report Is for management Information and internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent.
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declaration; (refer Appendix 5.2 and 5.3) also confirmed his spouse as Ms T irina

Patel.

2. Our probity search results revealed that Mr Sharma has interests in the fo: n of

directorship J (including shareholding in certain instances) in the following entities,

which were not declared, as part of his annual February 2013 declaration, his April

2014 declaration or during any BADC meetings|{refer tables 1 and 2 below for a

breakdown 'elevant to Messrs Sharma and^^^'s active directorships). It s' ould

be noted tr at Mr Sharma did howeve^gjUHIfeis interests in other entities refer

Appendix .2 and 5.3 for the entiU^decIared).

a) 79 NDC Swellendam (Pty)li||appointed on 12708/:

b) Appled re Investments (Pty) ^ ^ S r J p o b ^ d n 18/05/2

that Mr 3hamria |̂p3i3|eglected tciara||tnis spouse'i

she is 1sted as an^JiVg||gector,

c) Meer S larma and Atstaciatll^g&date oT^gointment is unknown (it s lould

should be loted

!st in this en ty as

l i -lted asrs3deregistration final");betfpfe fltaaiilt)6 status^ithis

d) f^fafe Invastmtents (Pty)|||||gl|>pointeTSSn 10/05/2006 (it should be ioted

thalfe status^Lhis entity i ^ ^ed as "deregistration final");

it Project (Pty) Ltd ("NADP"), appoint ;d on

.Sharma'- ĵsSsdicrnot declare Mr Essa's active director; nip in

this e^

^ VRLS •ropjrties ( P ^ y d ("VRLS Properties"), appointed on 09/12/2012

%^ 1
3. AlthsMh Mr Shlwia is not listed as a director of the entity styled "Elgasolv^ (Pty)

Ltd" ("Big ISJMO, he declared a 50% shareholding in his February 2013
declarator ^However, Mr Sharma did not declare any further interests T this

entity duri g his April 2014 declaration or any BADC meetings. Mr Sham a also

"' -"dtd''noTc}fe".. lare Mr Essa's interest in this entity.

4. It is unkn.wn to us when Mr Sharfna became a shareholder in Elgasolve as we

did not ha e sight of this entity's share register.

This draft report Is for ma. igement Information and internal discussion purposes only. It may not be used for any other
p.'" rose or districted to any third party without our prior written consent.
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Table 1 : Summary of probity search results relevant to Mr Sharma

Mr Sharma's active
dlrectorshlp(s) & dates of

appointment

79 NDC Swellendam (Pty) Ltd,
appointed on 12/08/2013

Appledore Investments (Pty)
Ltd, appointed on 18/05/2006

HaqcLSouth Africa (Pty) Ltd,
appointed on 07/11/2012

GMT Concepts (Pty) Ltd,
appointed on 12/11/2009

Mr Sharma did not dec are his intere|prithis ei

79 NDC Swellendam (Ry) yejffifiMr Essa share f le address details.

Mr Sharma did not decfel^^Tnteresl in this entity.

One of Mr Sharma's cci-activetajfectors is I
date as Mr Sharma. Mr SharmaT

Appledore In
details.

louse, Ms Tan
' lis spouse's int

, who was appointed on the same
n this entity.

Investments (Pty) Ltd share the same auditors and address

Mr Sharma declareSftois Inlg?M|ns1his entitnpjjglly limited to a directorship after which a 28%
smallholding was dS|bred) on^^a|p2/201^^24/04/2014 respectively. •

entity are styled "Dafeng Shi", "Feiyu Yao Dafeng" and
date as Mr Sharma.

listed as an^ffifjve director of this entity and was appointed on the same date as Mr
not de|j|re Mr Essa's Interest in this entity.

Concepts (Pty) Ltd share the same address details.

his interM'ln this entity (20% shareholding) on both 28/02/2013 and 24/04/2014

Mr ShaWa's two aPl eWe directors are "Yoke Fong Tan" and "Peck Hia Tan", both of which were
appointif&n the same date as Mr Sharma.

Sao-
Previoujjssljsted address details of GMT Concepts (Pty) Ltd are similar to the address details of Issar

Holdings (Ply) Ltd and Issar Capital (Pty) Ltd ("Issar Capital"),

incepts (Pty) Ltd and Daqo South Africa (Pty) Ltd share the same address details.

This draft report Is raj management information and internal discussion purposas oily. It may not be used for any other purpose or distributed to any third party wilhout our prior written
?| consent
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Mr Sharma's active
directorship(s) & dates of

appointment
Findlngsf/icomments

Issar Capital (Pty) Ltd,
appointed on 17/12/2010

Mr Sharma declared his interest in this
respectively.

^OO% shareholding) on both 28/02/2013 and 24/04/2014

Issar Capital and issar Investn]||r5UMordings (Pty;\|[8>&hare the same address details and current auditors.

Address details of Issar Cie(fjlflrls similar to previously^{|1^address details of GMT Concepts (Pty) Ltd.

Mr Sharma declared his intGTgsyn this entity (100% shai
respectively.

Issar Investment Holdings
(Pty) Ltd, appointed on
14/01/2011

Issar Investi

Address details o
Concepts (Pty) Lt

l i d not dedlfehjsjgpst in

I) on both 2B/02/2013 and 24/04/2014

Capital share the samjraddress details and current auditors,

grit Hold inMpty) Ltd is similar to previously listed address details of GMT

Meer Sharma.and Associates
CC, date of appointment was
not reflected in our probity
search results^

Mufase Investments (
appointed on 10/05/20C

M^S^arma^^Jilideclare histjgterest In this entity.

\
Sppledore Investments (Pty) Ltd share the same auditors and address

National Agricultural
Development Project (Pty) Ltd,"*
appointed on 07/11/2013

t dedare his interest In this entity.

Mr SrTaffila's co-aCtJUfedirector Is Mr Essa. Mr Sharma did not declare Mr Essa's interest in this entity.

NADP altHkhemba (which is also an active director of VR Laser Services) share the same address details.

in (he Rhnrp register of NADP, Hlqasolve owns 80% of the shares in this entity and Issar Canital
ning 20% of the shares in this entity. j |

This draft report is for management information and internal discussion purposes only. It may not be used for any other purpose or distributed to any third party without our prior written
consent. j
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12

Mr Sharma's active
dlrectorshlp(s) & dates of

appointment

Nulane Investments 204 (Pty)
Ltd, appointed on 17/09/2008

I
Transnet SOGjLtd, appointed
on 13/12/2016

VRLS Properties (Ply) Ltd,
appointed on 09/12/2013

FlndingsMcomments

Mr Sharma declared his interest in < h } | ^ p ^ 5 0 % shareholding) on both 28/02/2013 and 24/04/2014
respectively.

Nulane Investments 20-4 (Ptyk@|}ts current audSo^and Mr Essa share the same address details.

N/A

Mr Sharma did not dedare hIsMJ|est in tMJl

Mr Sharma's ccraGtiViaainector in VRLSwilperties is Ithemba (appointed on 1 March 2014, which provides

soc-retnrbl v.'ork tn^rioiftTt-wipnnies), whicfpfisvatso an artivs riimctor of VR Laser Services.

previous d l^Etors oWffi^fiT^^^cob'Hgyser GreefT1 and Mr Bloxham) were also previous

Jciiredors*oW| Laser S e f ^ e ^ p a VRLS Inwfprnents (Pty) Ltd. Mr Van Reenen, a former director of this

itity is aisMfisted as a previous director of VR Laser Services and an active director of VRLS Investments

er direcl^rl^his entity, also holds an active directorship in VR Laser Services.

» VRLljtl^perties anEhyR Laser Services share the same address details.

I
This draft report is fd ; management information and internal discussion purposes cnly. It may not be used for any other purpose or distributed to any third party without our prior written

i: ' consent.
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Table 2: Summary of probity search results relevant to Mr Essa1

investigation
torships held in entities relevant to this

Mr Essa's active
directorship(s) & dates of

appointment
<£$%•, Tindings n|fcfnments

Mr Sharmn declared his fijtsYjast in this entity (initially limTteQito a directorship after which a 28%

Three of Mr Sharma's co-active
"Xiang Xu", aljra^h^m were appo

ity are styled^i^eng Shi", "Feiyu Yao Dafeng" and
e same date as Mr Snaftha.Daqo South Africa (Pty) Ltd,

appointed on 07/11/2012
Mr Essa is alsc^i]s?ted»|^gfactive directe^^this entity and was appointed on the same date as Mr
Sharma. Mr Sharmdid11|s%:lare Mr EssSMtaterest in this entity. '

Ltd share the same address details.

s a direcToMpElgasolve, he declared a 50% shareholding in this entity
declarations irtrelation to this entity, including during BADC meetings,

Elgasolve (Pty) Ltd, appointed
on 02/12/2013

ta madefiy?Mr Sharma.

1s interest in this entity.

sa's c o f f e e director is Mr Sharma (Mr Sharma did not declare his or Mr Essa's Interest in this
National Agricultural
Development Project (Pty
appointed on.07/11/2013

I
NADP aHS\Uhemba (which is also an active director of VR Laser Services) share the sams address details

n''! iii«(?io«;if in pnrrjo^.n-, nnlv. !l rmy not ho used (or any olhor purpose or distributed to any third party without our prior written
consenl. ;
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Mr Essa's active
dlrectorshlp(s) & dates of

appointment
Finding^comments

Mr Sharma did not declare an interestJ^tpi|Ihtity, including his own or Mr Essa's (refer Diagram 1 on

page 39 for details pertaining to suoppfefesM

According to file sharo registeirjSfatirig to VR La^Mgprvices, Elgasolve owns 74.9% of the shares in this

entity and Craysure Invesrr^^ppty) Ltd owns the redlining 25.1% shares in this entity.

From our analyses of the Mictcj|crft Excel spreadsheet showl^ralUiayments made to VR Laser Services,

Transnet's mostrecent p r o c u r e i ^ ^ ^ r ^ ^ ^ ^ s e r Services ocoH^ad during the period February 2014 to

April 2014 (t6*al|i||ro Jnt of R3,552j2l|||gp!uding VAT).

VR Laser Services (Ply) Ltd,

appointed on 14/01/2014

This draft report Is for management information and internal discussion purposes only. It may not be used for any other purpose or distributed to any third party without our prior written
i' consent
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% share in VR3§|°roperties, the entity from

and.

5. In addition to the lack of appropriate declarations of interest by Mr Sharma as

listed above, the following should be noted in respect of Messrs Sharma, Essa,

Zuma and the Gupta family's interests in VR Laser Services (refer diagram 1

below for a breakdown relevant to these relationships):

a) Messrs Sharma and Essa are active directors of NADP, an entity in which

Elgasolve and Issar Capital hold an 80% an||20% shareholding respectively.

~- .b)-Mr-Essa-is-the sole director-of B g i i i v e and Mr Sharma declared a

shareholding of 50% in this entity ofmm^niaTy 2013.

c) Elgasolve in turn holds a 74.9^^areholding^s/R Laser Services.

d) Issar Capital in turn hold;

which VR Laser Services

e) As such, Mr Sharma has I P ^ ^ s t s ^ ^ / R Laser iSejyces through his

involvement in NifPtesEIgasoive anHMfiar Capital respectively.

f) Mr Zuma and mCT|bpf||gWhe Guptaljl||ily are listed as active directors of

Mbangela lnvestmerf^(Pt^ll§s|!nd Shli^Jraniurn (Pty) Ltd respectively,

i s b j S i i ^ A D F

£uma arHJ|nembers*#||pe Gup£r*£imily are further listed as active

^of Wej§fawn lnvel||gnts (Pty) Ltd, an entity with 100% shareholding

insure Investments in turn has a 25.1%

quests to date (27 November 2014) we havo rw —

Capital from Fin5 Incorpont, _ and Westdawn

Ltd from Itemba Governance and Statutory Solutions.

This draft report Is for management information and internal discussion purposes only. It may -<ot be used for any other
purpose or distributed to any third party without our prior written consent
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Diagram 1: Illustration of relationships relevant to VR Laser Services

WESTDAWN INVESTMENTS [PTY) LTD
{we did not hava access to Ihn entity's share

register)

Active directors

1. Ravhdra Nath •;;
2, Rafesh Kumar Gupta.slnce 03/02/2009
a. Rontca Govender ;•.
4. Ronlco Ragavan {:
5. Duduzan* Zunv\ since30/DSQ008

NATIONAL AGRICULTURAL DEVELOPMENT
'PROJECT (PTY) LTD

Actlvo directors

1. Iqbat Mesr Shnrma (BADC Chati), since
O7/11fi2013

Z Sallm AzizEssa, since 07/11/2013

1. Ithemba Governance and Statutory Solullons
(Pty) Ltd

Previous shareholders

1. Mbangela Investments (Ply) Ltd (active directors
include Rajesh Kumar GuptaartdDuduzan*
Ziima)

2. Shiva Uronlum (Pty) Ud (acthm directors hdude
AtuI Kumar Guptaand Duduzana Zum^

WESTDAWN
0WN3 100VK-
SHARES IN

SINCE 07/11/21
ELGASOLVE
OWNS 80%
SHARES IN

JSINCE 07/11/2013
^ISSAR CAPITAL

OWNS 20%
SHARES IN

CRAYSURE INVESTMENTS
(PTY) LTD

Ar-ttv directors

1. Gort Petrus Johannes
Vnn Oen Barg

2. Lou! J Botha Lourens

SINCE 27702/2014
.CRAYSURE INVESMENTS

"OWNS 25.1V.
SHARES IN

ELGASOLVE(PTY)LTD
(we did not have access to this

entity's share registar)
Mr. Sharma declared a 60%

hterej I In this entity In his Fabruary
2013 declaration

Acllvr directors

INCE 27/02/2014
IELGASOLVE

;0WNS 74.9V.
SHARES IN

1. Sallm Aziz Essa,
slnoe 02/12/2010

IS 5AR CAPITAL(PTYJ LTD
(we did not have access to this

entity's share regWer)

Actlv 9 df rectors

1. Iqt al M»ar Sharma (BADC
Crulr), since 17/12/2010

SINCE OB/03/2014,
ISSAR CAPITAL

"OWNS 100%
SHARES IN

TRANSNET SOC LTD

Active directors

1. Iqbal Meer Sharma (Current Chairperson of th
BADC),

slnce13/1Z/2010-Transnet SOC LTD

PROVIDES GOODS & SERVICES TO

VR LASER SERVICES fPTY) LTD

Actlva rtlrectorg

1. Ithemba Governance And Statutory Solujlons
(Pty) Lid

2. Ian Angus Me Nell
3. Madoda John Jlyaneslnca01/04/200B
4. Ntomblfuthl Esther Jlyane01/02/201D
5. Sallm Aziz Essa, since 14/01/2014

Previous sharoholdBra

1. VRLS Investments (Pty) Ltd

rSREIPAYS RENTAL TO

1
VRLS PROPERTIES (PTY) LTD

Actlvti directors

1. Ithemba Governance and Statutory Solutions
(Pty)Ud

2. Iqbal Maer Sharma (BADC Chali),
since 09/12/2013

'revlous shareholders

1. VRLS Investments (Pty) Ltd

• This draft report is for managemenl Information and Internal discussion purptises only. II may not ba used for any olher purpose or distributed to any third party without our prior written consent.
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6. The following should also be noted with respect to Mr Sharma's email

. correspondence to Mr Mkwanazj, dated 10 July 2014, and the Press Ombudsman,

dated 4 July 2014 in relation to the interests illustrated above:

a) Mr Sharma stated that VR Laser Services' last invoice to Transnet was in 2011

for a "paltry" amount. This is however not correct as Transnet's most recent

procurement from VR Laser Services occugfed in the period February 2014 to

April 2014.

b) Although Mr Sharma stated that V^^as^^erv ices "was and currently still is

running at a loss", for which "cgjsiderable con^butions from the shareholders"

were required, and that hejpeS?aed not to "participle in the company" due to

the "capital calls", Mr Sha&ga does in fact r

Services. This interest, as^Siscus|^p above, is^ejOSdent through his

involvement in t ^^^E lgasoIve a h ^ ^ p r Capital respecti'

OF AN INTEREST IN

^ f "Mr Sharma's alleged acquisition of a share

srsi lupta and Zuma's alleged acquisition of an

in/ices'"

ed {ftWCraysure Investments is in the process of purchasing his

Services. He further confirmed that Craysure Investments is a

.owned s^sdiary of Westdawn Investments (Pty) Ltd.

3. Westdawajnv^ments (Pty) Ltd is owned by Mr Zuma and the Gupta family.

This draft report Is (or management Information and Internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent.
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FINDINGS:

THE ROLE PLAYED BY OTHER INDIVIDUALS / ENTITIES, INCLUDING RELATED

PROBITY SEARCH RESULTS AND SHAREHOLDING

1. Refer findings above in respect of "Mr Sharma's alleged acquisition of a share in

VR Laser Services" and "Messrs Gupta and Zuma's alleged acquisition of an

interest in VR Laser Services".

INTERVIEWS AND CONSULTATIQjS^TH SHAREHOLDERS IN "VR LASER

1. During a telephone i iterview, ReenenrStated the

a) VRLS Investme

and this compa

b) MrjfprTeWsfctr e one

Ltd previous&wned 74.9% of VR Lasers Services

by MnM©xham and Mr Van Reenen. The

rie/^W

fcpntacHrvith Mr Sharma around June /

Mr Sha^a around three to four times during the course

bianagWjo reach a'r̂ Sfbreement of sale and the deal was -done on 9i

1 Mr Essa S k b cam%nvolved in 'the deal when they were about to sign the |

purchase agijee; nent.

f) PraVivthe J0z;. Mr Sharma disclosed to him that he is on the Board ofi

g) He stated that Mr Essa purchased VR Laser Services and Mr Sharma

purchased VRL-; Properties..

h) He stated that, at the time when negotiations began, the business was not

running at a pn fit and lost around R8 million in the 6, months leading up to j

December,

i) He confirmed tr at he was aware that the winning bidders "came around", but j

This draft report is for management infer nation and internal discussion purposes only. It may not ba used for any other
purpose or dtstrit jted lo any third party without our prior written consent.
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that he has no further knowledge of the visits as Mr Jiyane hosted them.

. j) He stated that he is aware ofMr Jiyane being in negotiations to sell his shares.

2. During a telephone interview, Mr Jiyane stated the following:

a) The decision was taken to sell VR Laser Services around 2012.

b) He was involved with the initial sale procejs|which started around June / July

2013.

c) He was first introduced to Mr Ess.a^Q"fv5^Essa in turn introduced him to Mr

Sharma. This all occurred in 20|

d) Mr Essa is currently the majesty shareholder irf

purchased these shares th lx^h Elgasolve.

e) VR Laser Services "hosts" a^ls^erv||priginal EquT^^it Manufacturers

("OEM's") on vagoo^projects to demojastrate manufacturing capabilities. VR

Laser Services nra^iii|tojes variou^^rnponents as well as fabricated

assemblies for v a r i o ^ ^ E M ^ ^ w ' ^ f e ^

c^%)anies^^^{bache^^R Laser Services around

ey waited to have a look at VR Laser

Ser\7i|§s^ capafySes and eligibilities. He was approached by their BEE

narrfejJand was thereafter introduced to the Chinese

|||ernber or^Eecember

aciti

aser Services. Mr Essa

N&iPhineispGompanies who visited in 2013 were "CSR" and "CNR".

They approached V^Laser Services because they were manufacturing the

locomof|||s" In terms of the previous Transnet contract.

h) "Tijm t̂hird o^pany was "General Electric". He met them earlier last year or

of 2012. VR Laser Services just discussed generally what the

company?(ioes etc. cutting steel,

i) "Esther Jiyane" is his wife and all his shares in VR Laser Services are held in

her name. - i^.-f.-.-. - .

j) The share register is correct in saying that there are new shareholders.

However, the share's are not sold as yet as there are certain milestones that

need to be met before the sale can be completed.

This draH report is for management Information and internal discussion purposes only. It may nol be used for any oiher
purpose or distributed lo any third party without our prior written consent.
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k) h s shares are being sold to Craysure Investments. He o" !y dealt with an

ir dividual by the name of "J.P Arora" from Craysure lnvestme! :s.

I) F J is aware that Craysure Investments is wholly owne by Westdawn

I-vestments (Pty) Ltd.

m) F a stated that Ithemba is the new company secretary for VR L aser Services.

n) V hen we tried to pose follow up questions to Mr Jiyane, we 'eceived a reply

v 3 his lawyer that he is no longer preparej-jH^be interviewed.

3. Durir g a telephone interview, Mr B loxb^^^e^qned the followin :

a) h 5 only negotiated with Mr Sha|||aTor the s a ^ ^ V R Laser E irvices.

b) Citing June/ July 2013, nejopations were at sRyattjdue to iisagreement on

t esale price. However, im||pternber2013, MrSha(ma app oached him and

f. r Van Reenen again and camejtijth a ^ ^ ^ r offer.

INT: RV1EW&AND OYEES OF 'VR LASER

BY t IDDERS

, Mr Botha mentioned the following:

Uhere are new owners of VR Laser Services, i Jt does not have

mation about them,

of any site visits made by the winning bidden

5.11 FINDINGS:

!NTER\ IEWS AND CONSULTATIONS WITH BIDDERS REGARD! JG SITE VISITS

PERFORMED AT,"VR LASER SERVICES"

Bomba iier Transportation

This draft report i.: :or management information and internal discussion purposes only. II may not be used i any other
purpose or dlstribuled lo any third party without our prior written consent.
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1. In an email dated 15 September 2014 (attached hereto as Appendix 10.1), Mr

Makhubela of Bombardier Transportation stated the following: "They never visited

the premises of VR Laser Services."

CSR E-Loco Supply (Pty) Ltd

1. In an email dated 16 October 2014 (attached hereto as Appendix 10.2), Mr Wang

of CSR E-Loco Supply stated the following:

a) They visited VR Laser Services in O c t o ^ P D i 3;

b) The purpose of the visit was to ideratfi|ppi||£unities to improve the localisation

of locomotives being manufactured for Trans

c) They do not know the detajjsjyahe owners of VR*||ser Services;

d) They had no contact w i tn^kSharma and are n e t w a r e of his business

associates;

e) CSR E-Loco Su^^cpncluded t h a l ^ ^ w o u l d not do business with VR Laser

Services as they d i ^ ^ ^ ^ e t their manmacturing specifications;

f) They performed nuifiliQus sitl|&s|ts on a ^ ^ b e r of local suppliers, these site

visits^jltys'erjced whem.CSR>gp^aSupplWwas awarded the tender to

E-LOCO Supply in China during April 2014.

CSR E-Loco Supply has not appointed

sub-contractors.

15 October 2013 (attached hereto as Appendix 10.3), Mr

• General Electric stated the following:

as'rted the premises of VR Laser Services;

b) The TrlWnet Board of Directors visited General Electric in the United States

of America during October 2014. Mr Sharma was part of the delegation from

Transnet who visited them. There was no mention of VR Laser Services dujjpg

this visit; and

c) There had been no communications between General' Electric and VR Laser

Services.

This draft report Is for management Information and internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent.
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9.

5.12

CNR Import & Export Corporation Ltd

1. We have requested, but not yet received any feedback from CNR Import & Export

Corporate regarding the alleged site visits by them to VR Laser Services.

FINDINGS:

THE PROCESS FOLLOWED BY THE BADC IN AWARDING THE LOCOMOTIVE

CONTRACT TO THE F O U R J A S I N I N G BIDDERS

1. According to Mr Thamsanqa Jiyane, t r ^ fpmprs . involvement with regards to the
N&P1* ^ § 1 ^

two tenders (the Diesel and Elecjggal locomotivlgepders) collectively referred to

as the 1064 tender was as folloj

a) Management obtained app^a [ f rom the BOD a n d ' B ' ^ ^ , in accordance with

the delegations of authority

locomotives;

b) The BADC then re l iew l i ^nd appro

for the 1064 tender;
c) Th s |

go out on t i q ^ r to acquire 1064

summary of the evaluation criteria

was redli ttiefprecommendations made by

^ o whicruSiyjijers shout@e awarded the contract; and

y\f the names of the tenderers as they were

e management presentations made to the

e evaluations by management of the 1064

app||yed the TFR Locomotive Procurement Strategy on 3 August

Sham|aj was present at this meeting in his capacity as member of the

3. The two tenders collectively referred to as the 1064 tender was first advertised on

13 duly 2012 according to Ms Lindiwe Mdletsbe;. Commodities Manager at

Transnet and the Sunday Times' advertisement dated the same date.

4. The submission close date for the 1064 tender was 30 )^pril 2013 according to the

This draft report Is for management Information and Internal discussion purposes only. II may not be used for any other
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Tender Opening Forms for tender numbers TFRAC-HO-8608 Electrical and

. TFRAC-HO-8609 Diesel.

5. According to the Tender Opening Form for tender number TFRAC-HO-8608

Electrical dated 30 April 2013, the following tenderers submitted tenders for the

Electrical tender:

Woman T^aJvConsulting and Engineering

Rail), T3" acii|ding to the evaluation

a) Bombadier Transportations,"^" accordingjtigthe evaluation documentation;

b) CSR E-Loco Supply Proprietary Lir£fte§!p'*'T2" according to the evaluation

documentation;

c) Alstom (consortium consistln;

(Pty) Ltd and New

documentation;

d) Bongiveli, T4" according to the^aluatu|||pbcumentatidn1

e) Siemens, T5" a^^r^jm to the evafi|i|jpi documentation;

f) CNR Import & Exfilpll^Qration Lta§||gnsortium consisting of CNR Import

and Export, Globa&tai^^^^fr ica a^^^adiz Corporate Solutions &

Endjj|plj||pty) Ltd), ^ ^ a c c ^ ^ p ^ ^ h e eviration documentation; and

g) lM^/Toshib%Mlars), "T^^^ rd ing tomllevaluationdocumentation.

W pril 201*

rorm for tender number TFRAC-HO-8609

following tenderers submitted tenders for the

k&. Cdr^!|ation LTD (consortium consisting of Global Railway

srporate Solutions & Endinamix (Pty) Ltd), °T1° according to the

imentation;

Consortium (consortium consisting of CSR Qishuyan Co. Ltd and

Vestments), T2" according to the evaluation documentation;

c) EMD Africa, T3° according to the evaluation documentation; and

d) G E South Africa "T4"accordingtcrthe evaluation documentation.

7. Management started evaluating the 1064 tender on 8 May 2013 according to the

first register of evaiuators for trie TFRAC-Hp-8608 Electrical and TFRAC-HO-

Thls draft report is for management information and internal discussion purposes only. It may nol be used for any other
purpose or distributed to any third party without our prior written consent.
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1)

u

8609 Diesel tenders.

8. According to a memorandum submitted by Mr M'olefe ("Management") to the

BADC dated 17 January 2014 with the subject: "Request for approval to negotiate

and award of business to the short listed tenderers for the supply of 599 (COCO)

new dual voltage locomotives for the general freight business (GFB)", the

tenderers scored as follows during the evalj||tipn of the Electrical locomotive

tender.

Further Recognition Criteria

(Current)

Price (Total Cos! o

(TCQ) excl. unsche

id notWeet the technical requirements for further

re not included in the table above.

|jAccording td^ps memorandum, management recommended that tenderers T1

ibadier Trl|tportations) and T2 (CSR E-Loco Supply Proprietary Limited) be

awaratfed the corWact to supply the Electrical locomotives.

ation by management was approved by the BADC on 24 January

12. According to" a^rmemofandum submitted by Mr Molefe ("Management") to the

BADC dated 17 January 2014 with the subject: "Request for Approval to Negotiate

and Award of Business to the Short Listed Tenderers for the Supply of 465 A/ew

Diesel Locomotives for the General Freight Business (GFB)", the tenderers scored

'.a

This draft report Is for management Information and in!ernal discussion purposes only, It may not be used for any other
purpose or distributed to any third party wilhout our prior written consent.

48

0057-0369-0001-0060

TRANSNET-REF-BUNDLE-01585



1297
Private nd Confidential

Draft

IRANSNEf

as

| |

1

2

3

4

5

follows during the evaluati

:•••&.

^J^WJ^]SBEif^.MEA

BBBEE SCORE CARD

SD

Further Recognition Griteti;

Further Recognition Crtteri

Price (Total Cost of Owner"

excl. unscheduled and exc

maintenance and exc!. bor

allocation)

TOTAk SCORE;./;":.:^rr>

in of the Diesel locomotiv

5UREP?:v*;pi:'

(Current)

(Future)

hip (TCO)

scheduled -

JS point j

4

VWEiGHTV

10.00

20.00

5.00

5.O0

ft
e

12

C

1

17
•3S

tender

00

23

30

44

48

w

IB
0.00

16.12

0.36

0.99

16.65

10.00

14.36

1.90

1.32

13.35

lit
9.00

13.34

1.31

1.98

37.13

£62_.7|;-

13. This memorandum then furth

a) The above results were rec^^mended^bv the C osi^dnctional Evaluation

Team ("CFET^to^the subcom^s^^pr^owever, the su%ommittee raised

concerns. regardil||pfe): dcing of the^ds receivec. The price for the second

highest tenderer w a l ^ c * ^ ^ ^ 0 % h?gWfe|han t. at of the lowest technically

to tir a commercial exposure for

^Treasury concern of not paying excessive
5FA guidelines o premiums not being more

Evaluation criteria.

iHeguest- dloonvestigate the reas:ns for the above concerns

irifications from tenderer, concluded that the base

ptives vve?: too high.

Execu- ve ("GCE") approved a decision that all the tenderers

psted to s ibmit a best and final cc nmercial offer to see if the

lems will be r atigated.

e) The decision was mad s after consultation with he Chairman of the BOD

Chairman of the BADC ? nd TIA.

f) The request for the bes- and final commercial offe • provided a better outcome

as all the tenderers sub- litted better prices and the price differences were les;

than 13% before negoti tions. and' the CFET was onfident that the price after

abovi

This draft report is for management Information and ternal discussion purposes only. It rr.»not be used for any other
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negotiations will be within the allowed premium.

• g) The final results of the evaluations after the best and final offers are

summarised in the table below:

tf W i i i l P / S MEASURE) :.'•:•

Further Recognition Criteria

14. According^tp^this memdl^dum.^mflaqemem^ipmmended that tenderers T1

(CNR^felff^porporatio^^m^^^n^g^ E%outh Africa) be awarded the^ E%outh Africa) be awarded the

contrMapsupplyla| Diesel IS^potives. ^»

J w a s approved by the BADC on 24 January

^Letters of intents/ere sermon 28 January 2014 to the following entities:
S3v \S\ *&

a)r^mbadier J^isportation SA (Pty) Ltd;

b)

c) CNR C^ortium; and

d) GE South Africa Technologies (Pty) Ltd.

5.13

THE ROLE MR SHARMA

CONTRACT

| FINDINGS:

F|LAYED IN AWARDING

TO THE FOUR WINNING

OF THE LOCOMOTIVE

BIDDERS

This draft report is for management information and internal discussion purposes only. It may not be used for any other
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1. Mr Shanma was a member of the BADC from the BADC's first neeting held on 23

. February 2011.

2. Mr. Sharma was appointed by the BOD as the Chairman c~ the BADC on 29

August 2012.

3. As noted above, the BADC approved the

_ on.3 August 2011.. Mr Sharma was pre

member of the BADC and therefore

intention to acquire a fleet in excess^rf

TFRgLocomotive Procurement Strategy

: this meeting in his.capacity as

i had full know edge of Transnet's

4. The GCE approved a decisiof^Mt all the tenderers fo^gae Diesel tender must be

requested to submit a best andvrjja! commejjcjal offer aft^ilsonsultation with the

Chairman of the Board.(Mr Mkwanal3yi#l£fialrman of the*-||DC (Mr Sharma)

and TIA. This resulWlm£G E S o u t h r ^ c a being awarded part of the Diesel

contract instead

IflE BADC RlfcATING TO THE LOCOMOTIVE CONTRACT

Chairperson on 21 Nc member 2013: The

ajttee" is cBraptuted as a Committee of Transnet SOC Ltd in

respect of aTj^her dufilsassigned to it by the Transnet BOD This mandate has

jn updated^ref lectme new Companies Act, No. 71 of '.008 as well as the

code ongfvernance principles and King Report on Governance for South

Africa^

a) To advance and maintain the Compan/s acquisition and cisposais policies.

b) To approve procurement transactions within the Corimittee's delegated

authority.

c) To monitor trends in supplier development spent and progress on plan.

This draft report Is for management information and internal discussion purposes only. II may not be us 3d for any other
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d) To consider strategic acquisitions and disposals and make recommendations

to the Board.

e) To consider, for recommendation to the Board, -potential private sector

. participation models.

f) To review quarterly capital expenditure reports, and monitor execution of

approved projects.

g) To monitor the implementation of strategj§||cquisitions against the approved

plans.

h) To approve procurement strategiesjppl| |gsed acquisitions.

COMPOSITION

a)

b)

At least four Directors of

the majority of whom

Chairman of the

The members of

and experience to fui

of this Committee,

non-execapa directors. The

of this Committee.

have sufficient qualifications

retary or her designate.

jn of tr l^gKairman laraf Committee members vvil! be

ie Remciieration, Social and Ethics Committee and

g o a r d ^ k approval by the Shareholder Minister in

i structure,

lend by invitation:

Kecutive or a duly mandated designate;

i Chief Financial Officer or a duly mandated designate; and

%The GMBb Executive: Group Legal Services.

pfher persons determined by the Committee, who may include,

deemed necessary by the Committee, members of senior

management and independent acquisition and disposal experts.

The other Non-Executive Directors may attend the Committee's meetings.1)

ROLES AND RESPONSIBILITIES••

a) The Committee has an independent role, operating as an overseer and a

This draft report is for management information and internal discussion purposes only, it may not be used (or any other
purpose or distributed to any third party without our prior written consent.
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maker, of recommendations to the Bo? d for its consideration and final

approval,

b) The Committee does not assume the func ons of management, which remain

the responsibility of the executive direct:-s, officers and other members of

. senior management.

AUTHORITY ^

a) The Committee has authority to-"

• Have access to any informatiera#nei

Seek independent advi^^ihrough

Office, at the Compari||£ptxpense.

• .. Have direct access toalltexecutive ':

• Make amendments to

b) The Committee>||i|^brrn, and d ^ | S t -

composed of desigoatedTO!

c) The Comrnittee shalMake

oi>gj23£roveme

d) Dire

isiijembef;

Isitp fulfil its responsibilities.

iroup Company Secretary's

ftheComf

bject to approl

or its subsidiaries,

ajjby the Board,

authority to, steering committees

ommittee.

cations to the Board that it deems
: its terms of reference where action

rnpn of the oard, Group Chief Executive and

ecutivgjGommitS :e.

The C o m m i e shalP

Overse^the review of and recor,

2OlicieJ||elevant to the Committee's

p e procedure manuals that are

and provide for an appropriate pr.

• which is fair, equitable, transparent,

Approve tenders and contracts u

decision/budget. This includes acqi

immovable property, capital • inv

provision and acquisition of s

mend for approval by the Board

Mandate.

legally compliant (where applicable)

curement and provisioning system

ost-effective.

) to the maximum of investment

sition and disposals of movable and

stments operational expenditure,

rvices approval for establishing

This drafl report is for management information and inlemal discussion purpos
purpose or distributed lo any third party without our pric
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infrastructure, maintenance, refurbishment, and purchasing fuel, and

excludes guarantees, indemnities and securities.

Monitor trends in supplier development spend and progress on plan

(including support of government's economic policies, Competitive

Supplier Development Programme, local supplier development and

BBBEE (preferential procurement and enterprise development).

Consider strategic acquisitions,^^nd disposals and make

recommendations to the Board.

Consider, for recommenda%ii |^|?e^ Board, potential private sector

participation models.

The Committee mayJ|Bpfove, where so^^egated by the Board of

Directors, following m^ccordance with the (l||gp.any's Delegation of

Authority Framework.

Table 3: Capex Delegation

Board Acquisitions
and Disposals

Committee's

Delegation

Approval of all

transactions between

R1000m and R2000mo commenfiegMh a project

Approval of all

transactions between

R500mand R1000mTo commence with a project

Approval of all

transactions between

R1000m and R1400m

InriMse in Estimated Total Cost (ETC) of

ing/approved projects

Approval of ail

transactions between

R250m andrRZOOm

Asset Write-off/Scrappin3: Moveable Assets

Approval of all

transactions between

R250m and R300m

Asset Write-off/Scrapping/Qemolitron of Immovable

Assets (excluding land) e.g. buildings, structures

This draft tepori is for management Information and internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent.
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5.1.6

'5.1.8

Disposal of moveable assets (excluding sale '

scrap)

Alienation/acquisition of immovable property (and

and servitude)

Approval of all

transactions between

R250m and R700m

Approval of all

transactions between

R350m and R500m

5.15 . ... . FINDING®

TRANSNET VENDOR LISTS COMPARERWElrjTIES IDENTIFIED DURING THE
S" "

COURSE OFJHETNVESTir^JION

1. As previously mentioned, V ^ ^ s e r Services is

Transnet, of which the most re^^procurement occurri

2014 to April 2014. (V£Laser Ser l t | k ta j | j p i c3 dated 5

value of R 4,049.57^&jed heretoISSffiendix 11.1)

an active vendor of

the period February

2014, to a total

;<?i1f!E?rpS?

have

Sharma

^placement

sic imagin

Sf 1ET DEVICES ALLOCATED TO

was confirmed that Mr Sharma does not

laptop^^kfop compute* or email address. However, Mr

. Transnet owned iPad which was stolen last year. The

cuingptly in the possession of Transnet. and as such, no

|as performed during the course of this investigation as we were

larma did not have access to the replacement iPad.

5.17 FINDINGS:

INTERVIEWS AND CONSULTATIONS WITH J&E. MAIL& GUARDIAN

2. A discussion with the Mail & Guardian was held on 18 August 2014 and we were

provided with the Mail & Guardian's response \o the Ombudsman relating to Mr

Sharma's complaint. The contents of this response, including attached share

This draft report is for management information and internal discussion purposes or ly. It may not be used for any other
purpose or distributed to any third party without our prior wrHen consent.
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registers ere included throughout this rep. rt.

5.18 FINDING 5:

i ITERVIEWS AND CONSULT AT ONS WITH MR SHARWIA

currently not a shareholder^fEl; asol

a) In an iterview conducted with Mr Sha, na on 19 November 2014 he informed

us of le following:

Declarations

b) He is

of El

declE

impre

c) Hedi

Inves

beca

^ ^ o d also was not a shareholder

asolve when he ma€%nis dedarations%rd2013 and 2014. He only

3d the interest in hMEebruary '.013 declaraWr\as he was under the

;sion that he was a shareholder.

not decl;

nents

se he thought

aces-r"

ore Investments (Pty) Ltd and Mufase

Februe:^p013 and April 2014 declarations

ipel^e^Jor of these entities. According to

jtiestwo or three years

arma and Associates CC as this

been dere^stered.
ajnteres^|in N/ DP and VRLS Properties as he was not

"*""" o f the;e entities, he thought he was only a

le
Is
I%was a

Properties. A cording to Mr Sharma i; sometimes

he sigisktocuments put n front of him without him wading what

igning. Mr Sharma did lot provide us with an ansver as to why
1 not d j ^^ re his shareholding in 'RLS Properties.

that he should h& /e declared his interests h NADP and

perties in his April 2014 leclaration. Not declaring this was an

ght by him. In addition, he inforr led us that there are no conflicts that he

to declare in his-February-SGIS >r April 2014 declarations,

larma's understanding of what h- is required to declare is any interests of

r his family that is in conflict with TYansnet

This draft report Is for r nagement information and internal discussion f poses only. It may not be used (or any :ther
jrposB or distributed to any third party without C' prior written consent.
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Purchase of VR Laser Services:

h) Mr Sharma saw an opportunity in VR Laser Serv

business. In his travels he met various people who k-

• vehicles (armed vehicles) and one individual in Saud

wanted arnied vehicles for cash in transit purposes.

i) Mr Sharma conducted internet searches looking for e

to provide these services. This is how heijajapened t;

Services. Jj§SL
j) "Salim" (Mr Essa) knew someon||p>VRwser Ser

Sharma to "Benny" (Mr JiyaiilrMr Sharma^tid "E

2013. "Benny" wanted to

(24% or 25%) in the busines

van Reenen who^ave them

they concluded

negotiations never '^k t

proce:

k) ̂ Bc^2013 ^^m^^iBse

Jfness) bu'

use VR Laser Serv

nsit vehicles. The

it he could trim a lot

only leKsely aware of what was going on

ited. Heffever once Mr Sharma realise

to break even with VR Laser Service;

'. 'Mr Sharma then handed VR Lase

transiisiSpwas split in two: "Salim" took the bu

property?

I) During January 2014 Mr Sharma had a fallout wit

undisclosed matters' relating to the income and

Services. After this Mr Sharma had no dealings

"Benny". He later read in the newspaper that Westda

Mr Sharma does not know how Westdawn got introd

ces within the defense

pt asking about defense

Arabia from G4Security

itities that would be able

stumble upon VR Laser

ices and introduced Mr

enny" chatted in March

irs and keep his interest

f ^ f e then met with John

to fo^Mat for pricing and

According to Mr Sharma

af the normal negotiation

• Services had potential

it was going through a

:'es as an OEM to make

:ompany had losses with

of fat off the expenses,

and his involvement was

! that it was going to take

he knew he did not have

Service to "Salim". The

;iness and he took the

i "Benny* as a result of

expenses of VR Laser

or communication with

/n bought Benny's share,

ced to "Benny" as he did

This draft report Is for management information and Internal discussion purposes only. II may n. l be used for any other
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not introduce/Benny" to Westdawn. Mr Sharma -.onflrmed that Westdawn is

owned bV/Wr Zuma and Mr Gupta and that he knows them well.

m) In return for giving "Salim" VR Laser Services, M; Sharma obtained "Salim's"

shafein"DAQO".

n) The purchase of VR Laser Services coinciding v ith the locomotive contract

was pure coincidence.

Leak of information:

o) Mr Sharma i

company ("Steffanutti Stocks"y%p1s dealingMfre

is making-loto-of mone^trorn Transnet.t K/!t

inappropriate even though t^Chairman of the Be

p) Mr Sharma cannot give furtl

information, beca|js§8!|g is reserving^igfright to ta

the chairperson's

Within hours o

feknot beerifekgropria!:

, the

the company

he

the matter was dealt with c

having a direct interest in a

;tly with Transnet and which

harrria believes this is

it to Transnet.

who^Sm&the board leaked

e further action as he thinks

3. In this regard, he stated:

;on called a meeting to deal

laving a meeting without Mr

of the country;

against him (Mr Sharma);

Iecre"tary who informed him

A/ever a full board meeting

fferently than as with other

f the board) proposed an

ad (after the article) sent out

substance in the article and

meeting he (the chairman <

even after the Chief Executive h

saying that they found no

"is ncTneed to further investigate;

During this meeting the chairman of the bo rd said the audit_committee

will lead the investigation. This means they

have determined the terms of reference and

(the audit committee) would

hey would be the committee

to deal with this, mien a separate committee was established to cjeal with

this matter,^ I

This draft report is for management Infonnalion and internal discussion purposes only. If rr
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I (Mr Sharma) question the inte it of the chairman of the board, because

he appointed a separate commf::ee which is not normal practice;

larma) had sight of the preliminary findings report submitted by

PwC to TransneTrWhen I (Mr ^harrna) riirjjTgt get it from PwC^ I (Mr

Sharma) got it from the^compan/ secretary on 18 November 2014;

I (Mr Sharma) believe it is retricution for taking action in the past against

another board member that is re iatedj||the chairperson of the board;

The chairperson of the board is r$a|pcf executive decisions when he is a

non-executive; and ^

The audit committee did^nbt c versee^ffinkinvestigation and it was not

handled with transpajeir^Cnd objectivity.

e.

1. Based on the finding^rrTfr^tBg from du^lirpcedures performed, the following

conclusions were reach

2. Declarations of In^rest

entities, including his shareholding, in his

jclaratior

I r r ^ W n t s 204 (Pt\ > Ltd (100% shareholding);

^estment Holdings (F.y) Ltd (100% shareholding);

apital (100% sharehc ding);

iv. GMT Concepts (Pty) Ltd (20 4 shareholding);

v. DAQO South Africa (Pty) Ltc (did not declare a shareholding); and

vi. Elgasolve (50% shareholdin i).

b) According to our entity searches, ; 1r Sharma was a director in the following

This draft report is for management Information and Internal dlscussic purposes only. It may not be used for any other
purpose or distributed to any third party withoi out prior written consent
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entities during February 2013: -

i. Nulane Investments 204 (Pty) Ltd (appointed as a director on

2008/09/17);

ii. Issar Investment Holdings (Pty) Ltd (appointed as a director on

2011/01/14);

. iii, Issar Capital (appointed as a d i re^pon 2010/12/17);

iv. GMT Concepts (Pty) Ltd director on 2009/11/12);

v. DAQO South A f r i c a / ^ f L t d (appointea*i%director on 2012/11/07);

vi. Appledore . Investmef^WRy) \Ad (appoirne^^s a director on

vii. Mufase nted as a director on 2006/05/10);

net 1/12713); and

ma and^sp'ciates CClfppointment date not available but

the sd!||mernber of this entity and it has been active

probity searches indicate that this entity

no date of deregistration is provided,

is still shown as an active member.

2013 declaration, Mr Sharma failed to declare his interests in

followin#Iintities:

w
fdore Investments (Pty) Ltd;

ii. Mufase Investments (Pty) Ltd; and

iii. Meer Sharma and Associates CC (current status of entity is

"deregistration final", however no date of when this entity was

deregistered could be obtained).

This draft report is for management Information and internal cisassion purposes only. It may not be used for any other
purpose or cfistributed to any third par !y without our prior written consent.
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d) Probity searches do not show Mr Sharma being a director in Elgasolve at any

point in time.

e) .We are not in possession of the share register for Elgasolve in order to

ascertain Mr Sharma's possible shareholding in this, entity.

fj Mr Sharma declared the following entitiesj^wth his shareholding in his April

2014 declaration:

i. Nulane Investments 204 (I shareholding);

ii. Issar Investment Holgfiiigs. (Pty) Ltd

l i i . Issar Capital (100% srll%holdi

iv. GMTCor ie

v. DAQOSoutfi<

reholding);

g)

Ltd (20?|||areholding); and

id i

2014 declaration

Mr Sharma was a director in the following

• M M , . . . •>

204 (Pty) Ltd (appointed as a director on

Issajtjpvestment Holdings (Pty) Ltd (appointed as a director on
'sy
001/14);

iii. Issar Capital (appointed as a director on 2010/12/17);

iv. GMT Concepts (Pty) Ltd (appointed as a director on 2009/11/12);

v. DAQO South Africa (Pty) Ltd (appointed as a director on 2012/11/07);

This draft report is for management Information and Internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent
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.n, I'..,.HL.1,

vi. Appledore Investments (Pty) Ltd (appointed as a director on

2006/05/18);

vii. Mufase Investments (Pty) Ltd (appointed as a director an 2006/05/10);

viii. Transnet (appointed as a director on 2010/12/13);

ix. Meer Sharma and Associates CC (appointment date lot available, but

Mr Sharma is the sole membe^^th is entity and it has been active

since 2 December 1994). I o ^ | m ^ f c 0 u r probity sear hes indicate that

this entity has been dejfgjsrered h o w l e r no date c deregistration is

provided;

•x. NADP (appointed as^afjrcjctor OJV201 3/11/07 j * *

xi. 79 NDc| | | | j | |3dam (Pty) l^ t^^pointed as a directc • on 2013/08/12);

" ;|on 2013/12/ )9).

sjjanpa failei||o declare his' interests in the •; blowing entities:

>)Ltd;

itments (Pty) Ltd;

iii. Mee$&Sharma and Associates CC (current sta JS of entity is

"derjcjjstration final", however no date of when this entity was

could be obtained);

iv. NADP; and

v. VRLS Properties. * « " • •

j) In terms of Transnet's Declaration of Interest Policy, a dire'- or has a duty to

disclose any interests of "Related and Inter-Related person(s .

This draft report Is for management information and internal discussion purposes only. It may no! bs used f any other
purpose or distributed to any third party without our prior written consent.
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k) Mr Sharma failed to declare his wife's, Ms Tarina Patel, interest in Appledore

investments (Pty) Ltd.

I) NADP is jointly owned by Issar Capital and Elgasoive.

m) Mr Sharma is the sole director of Issar Capital and Mr Essa is the sole director

of Elgasoive. Mr Sharma did not deciar^eJfjpDUsiness interest with Mr Essa to

Transnet.

n) Furthermore, Mr Essa is o n e ^ ^ B ^ d i r e c t o r s ^ ^ ^ Laser Services. VR Laser

Services' most recent p«|epernent with Translekoccurred in the period

February 2014 to April 201

o) According to th

of VR Laser Servi

P) Acco

Services, Elgasoive owns 74.9%

I^Ieases the property which it

ed by VRLS Properties.

by Issar Capital. Mr Sharma is a co-director

additional declarations of interests at .any BADC

a) The sracg>register for VR Laser Services shows that Elgasoive owns a 74.9%

share in VR Laser Services and Craysure Investments owns the remaining

25.1% share in VR Laser Services. .(i,,

b) The share register for Craysure- Investments shows that it is wholly owned by

Westdawn Investments.

Tills draft report Is for management Information and internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent.
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c) Our entity search on Westdawn Investments revealed that the following

individuals are directors in this entity:

i. Ravindra Nath (appointed as director on 2006/07/30)

ii. Mr Gupta (appointed as a director on 2009/02/03)

iii. Ronica Govender (appointed asj$|(jj&ctor on 2006/07/30)

iv. Ronice Ragavan (appointe|fi|»1» c ' i ' i l f,or o n 2006/07/30) •

v. Mr Zuma (appointed^a^irector on 200®9/30)

d) Mr Jiyane confirmed that he*1s|jpjhe process of selling%|y>hares in VR Laser

Services to Craysyre investmentJ^A^ifsver, the share renter of VR Laser

Services reflects^f§l|br;e Investmenjjlias being the new minority shareholder.

\s aVa|e>that Craysure Investments is

regisfeJIgf NADP, Mbangela Investments (Pty) Ltd and

;ities that held a majority share in NADP.

g) Mbangeia^|nvesthmts (Pty) Ltd and Shiva Uranium (Pty) Ltd are both

S§!k companies^ra^hich tfieftBupta family as well as Mr Zuma have directorships.

h) Misf^arma|||cl Mr Essa are the current doctors/owners of NADP.

4. Negotiations pertaining to VR Laser Services

a) The directors of VR Laser Services mentioned the following:

i. Mr Jiyane was the o ne who initially had contact with Mr Sharma.

e) Mr Jj.yapejurther confin

This draft report Is for management information and internal discussion purposes oaly. It may nol be used for any other
purpose or distribuled lo any third party without our prior written consent.
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ii. ? r Sharma subsequently met with Mr Van Reenen and Mr Bloxham

: "ound three to four times during the course of 2013.

iii. ' egotiations for the sale of VR Laser Services broke down around July

'013.

iv. !r Sharma returned, in September^gOIS, to Mr Van Reenen and Mr

loxham with a new offer.

v. hey managed to reach a n ^ i i e m e n ^ ^ a l e and the deal was done on

December 2013.

vi. xcording to Mr Van R e t | | g , Mr j | | i a only becarr^^yolved in the deal

/hen they ^te,about to s igMbe^rchase agreements

a disclosed from the outset thatvii. according to

Lthe

ser Services and Mr Sharma purchased VRLS

lajority shareholder in VR Laser Services. Mr

purchaieTltbese shares through Elgasolve.

5. Vtsi%tc VR Laser, Services

a) Mr v. /ane stated the following in respect of the visits made by the winning

bidd rs to VR Laser Services:

V • . i-'-V.

I The two Chinese companies who visited VR Laser Services in 2013

were "CSR" and "CNR".; They approached VR Laser Services around

November or December 2013.

This draft report is {or: ;nagement Information and internal discussion purposes only. It may not be used for-any other
•jrpose or distributed to any third party without our prior written consent

65

0057-0369-0001-0077

TRANSNET-REF-BUNDLE-01602



V.

If

i

I

I
f

St

f

1314
Private and Confidential

Draft
IRANSNEr

ii. CSR'and CNR were manufacturing the "95 locomotives" in terms of the

previous Transnet locomotive contract. They visited VR Laser

Services because of this contract.

iii. The purpose of the visit was to evaluate the capacities and capabilities

of VR Laser Services'.

iv. CSR and CNR were manufacturin

previous Transnet locomotive<

"95 locomotives" in terms of the

v. The third company waJ^Seneral^lj ictric". Mr Jiyane met them

towards the end of 2€i2*br early 2013. T^e^ipral Electric" never visited

the premises of VR%£ser Services.

6. Response from Winninq Bioaers

nsportati

LocoTstlted

hey .diM not appoi

(feey never visited VR Laser Services.

$$faser Services in October 2013,

Laser Services to perform any work for them

i specifications.

jer stateff^^MHey had no contact with Mr Sharma.

2ectric^stej{ed that they never visited the premises of VR Laser

f̂ c did, however, meet with Mr Sharma as he was part of a

lation who visited General Electric in the United States of

1 awaiting feedback from CNR.

7. MrSharma's role in awarding of the 1064 contract

a) Mr Sharma has been a member of the BADC since 23 February 2011;

b) Mr Sharma was appointed as the Chairman of the BADC by the! BOD on -29

This draft report is for management information and Internal discussion purposes only. It may not be used for any other
purpose or distributed lo any third party without our prior written consent.
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August 2012;

c) The BADC was responsible for overseeing and making of recommendations to

the BOD with regards to procurement transactions within the Committee's

delegated authority;

d) The BADC oversaw the tender process for the 1064 tender since before it was

first advertised on 13 July 2012.

e) The GCE approved a decision tha^Mr^el^derers for the Diesel tender must

be requested to submit a best afMfmal comm§|eial offer after consultation with

Mr Mkwanazi, Mr Sharma>(a^p:riA. This resu^mn G E South Africa being

awarded part of the Diesemfitract instead of

f) The BADC app

January 2014 to

made by management on 17

corWibMo the four winning bidders.

1. Based i r ^ ^ e finc^ggjg_emanat[r^^gpm our procedures performed, we recommend

:'s counsel in order to obtain an opinion on

ansgre^^ns of any Transnet's policy;

|y criminal offence been committed; be it statutory and/or

corruffEn law; and

share registers for all of the related entities and conduct an

alysis of said share registers.

This drafl report Is for management information and Internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent
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CLIENT SIGNATURE

COMMENTS

SIGNATURE ^9*

CLOSE OUT DATE ^ f | p | | .

Status Key:

AS= Ahead of Schedule Schedule

This draft report is for management Information and internal discussion purposes only. It may not be used for any other
purpose or distributed to any third party without our prior written consent.
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Agenda

1. Mail and Guardian article dated 4 July 2014 •

2. Regulatory framework and Transnet policies

3. Mr Sharma's email response to Mr MKwanazi

4. Declarations made by Mr. Sharma

5. Messrs Sharma's, Gupta and Zuma's alleged acquisition of a share in VR
Laser Services

6^—Interviews with former VR laser Services shareholders

7. Interviews with winning bidders on their alleged site visits to VR Laser
Services

8. Process followed by the BADC in awarding the locomotive contract to the
four winning bidders

9. Interview with Mr Sharma **

10. Summary of our findings —*•
00

11. Waylorward

0057-0369-0001-0082

TRANSNET-REF-BUNDLE-01607



I v

Mail and Guardian article dated 4 July 2014

1. Mr Sharma a non-executive Director of Transnet and the Chairperson of the
Board Acquisition Disposal Committee (BADC) evaluated tenders in respect
of the acquisition of new locomotives for an amount of approximately R50
billio'n. •

2. . The successful bidders, all foreign entities, were required (in terms of their
contracts with Transnet) to procure 60% of their components from the
South African market. i

3. It was alleged that Mr Sharma acquired a share in an entity styled "VR Laser
Services".

4. It was also alleged that the said sb •" le was acquired shortly prior to the
announcement of the winning bidders on the locomotive contract.

5. The whining bidders, prior to the awarding of the locomotive contract,
performed a site visit at the premises of VR Laser Services to assess the
possibility of subcontracting to VR Laser Services. ;
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Mail and Guardian article dated 4 July 2014
(continues)

6. The newspaper article also alleged that, shortly after Mr Sharma's share
acquisition, an entity in which Messrs Rajesh Gupta ("Mr Gupta") and
Duduzane Zuma ("Mr Zuma") have a share, acquired a share in VR Laser
Services.
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Regulatory framework and Transnetpolicies

1. Constitution of the Republic of South Africa Act No. 108 of 1996 ("The
Constitution") ;

2. Companies Act No. 71 of 2008 ("Companies Act"). Page 18 of the report

3. Prevention and Combatting of Corrupt Activities Act No. 12 of 2004
("POCA") :

i

4. October 2013 Transnet Supply Cham Policy. Ĵ age a oijthe report

5. Transnet Declaration of interest policy. Page 9 of the report

6. King III report. Page 24 of the report

7. Transnet Code of Ethics policy. Page 24 of the report
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Mr Sharma's entail response to Mr Mlcwancuzi

1. He identified an opportunity with VR Laser Services and set out to acquire
it.

2. He "initiated" discussions and proceeded to "negotiate" with the "owners".
Did not mention names.

2. Hie -first iripptin^ with VR Laser Services was in March 2013, after which
formal discussions followed in May 2013 and the "deal" was subsequently
finalised in December 2013.

4. He approached "Mr Essa" (Mr Salim Aziz Essa, "Mr Essa") as an additional
investor as a result of the final negotiated price and "not wanting to over
leverage the transaction".

5. As Mr Sharma was not in a position to contribute due to the required
"capital calls", 75% of VR Laser Services was subsequently bought by Mr
Essa-and the balance (25%) remained with an existing shareholder. Mr
Sharma bought VRLS Property and VR Laser Services operates from this
property.
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Mr Sharma's email response to Mr Mkivanazi
(continues)

6. VR Laser Services has for the past 2 years, and currently still is, "running at
a loss", which required considerable contributions from the shareholders.
As such, the mentioned minority shareholder "allegedly" sold his stake to
"Craysure Investments" (entity was identified as "Craysure Investments -
(Pty) Ltd, "Craysure Investments").

7.. Due to his "limited budget", he "remains" with "a property company" and
does not participate in the "operating business". j

8. VR Laser Services' last invoice to Transnet was in 2011 and does not
currently do any business with Transnet. j

f to 2011, VR Laser Services was in business with Transnet for 5'years to
a value of R 200,000.00 per year.

0057-0369-0001-0087

TRANSNET-REF-BUNDLE-01612



W*"&} vwtwr Essi-i--e5'

Mr Sharma's email response to MrMkivanazi
(continues)

10. He has been, and currently still is, "friends" with the "Guptas" ("the

matter".

11. There is no conflict between his "private busiriess affairs" and his roles and
responsibility to Transnet.

CO
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Messrs Sharma's, Gupta andZwna's alleged
acquisition of a share in VR Laser Services

WESTDAWN INVESTMENTS (PTY) LTD
(we did not have access to this entity's shara '

• register)

Active directors:

1 . Ravlndra Nath •
2. Rajosh Kumar Gupta,' slnca 03/02/2009
3. Ronka Govender .
4. Ronlca Ragavan :

5. Duduzane Zurna, since 30/09/200S

NATIONAL AGRICULTURAL DEVELOPMENT
PROJECT. (PTY) LTD

Active directors:

1 . Iqbal MeerSharmi (BADC Chair}, since
07/11/2013

2. Sallm Aziz Easa. since 07/11/2013

Previous directors

1. lthemba Governance and Statutory Solutions
(Pty) Ltd

Previous shareholders

1. Mbengela InvssUnenU <Pty) Ltd (acthra directors
Induda Rajash Kumar Gupta arid Duduzane
Zuma)

2. Shiva Uranium (Ply) Ltd (active directors Include
Atul Kumar Gupta and Duduzana Zuma)

WESTDAWN
-OWNS 100%-

SHARES IN

SINCE 07/11/2013
ELGASOLVE
OWNS BOK
SHARES IN

SINCE 07/11/2013
ISSAR CAPITAL
OWNS 20%
SHARES IN

CRAYSURE INVESTMENTS
(PTY) LTD

Active directors:

1. Gert Petrus Johannes
Van Den Berg

2. Louis Botha Loursns

SINCE 27/02/2014
CRAYSURE INVESMENTS
OWNS 2B.1%
SHARES IN

ELGASOLVE (PTY) LTD
(we did not hava access to this

entity's share register)
Mr. Sherma declared a 60%

Interest in this entity In his February
2013 declaration

Active directors:

1. Sallm Aziz Essa,'
Slnco 02/12/2010

ISSAR CAPITAL (PTY)*LTD
(we did not hava access to Ihls

entity's sha/a register)

Active directors:

1 . Iqbal Mter Sharma (BADC
Chair), since 17/12/2010

SINCE 27/02/2014
ELGASOLVE '

-OWNS 74.SV.
SHARES IN

SINCE 0S/03/2014,
ISSAR CAPITAL

"OWNS 100%
SHARES IN

TRANSNETSOCLTD

Active directors:

1 . Iqbal Meir Sharma (Current Chairperson of the
BADC),

since 13/12/2010 -TransnetSOC LTD

PROVIDES GOODS & SERVICES TO

VR LASER SERVICES fPTY) LTD

Active directors:

1. llhomba Governance And Statutory Solutions
(Pty) Ltd

2. Ian Angus Me Noll
3. Madoda John Jlyane, since 01/0472008
4. Ntomblfuthl Esther Jiyane, 01/02/2010
5. Sallm Aziz Essa, since 14701/2014

Previous shareholders

1 . VRLS investments (Pty) Ltd

PAYS RENTAL TO

I
VRLS PROPERTIES (PTY) LTD

Active directors!

1 . lthemba Governanca and Statutory Solutions
(Pty) Ltd

2. Iqbal Meer Sharma (BADC Chair),
Since 09/12/2013

Previous shareholders

1. VRLS Investments (Pry) Ltd

CO
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Interviews with former VR laser Services
shareholders

/'Mr. VariReenen

1. Itfr. van Reenen stated that VBLStivestments (P^) Ltd previously owned
4.9% of VR Lasers Services and this companywas owned by Mr ^loxham

and.him.

2. The remaining 25.1% was owned by Mr Benny Jiyane (Mr Jiyane).

3. Mr Jiyane was the one who initially had contact with Mr Sharma around
June / July 2013.

4. He subsequently met Mr Sharma around three to four times during the
course of 2013. They managed to reach an agreement of sale and the deal
was done on 9 December 2013.

5. Mr Essa only became involved in the deatf when they were about to sign the
purchase agreement.

GO
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Interviews with former VR laser Services
shareholders (Continues) \

6. From the outset Mr Sharma disclosed to him that he is on the Board of
Transnet.

i
7. He stated that Mr Essa purchased VR Laser Services and Mr Sharma

purchased VRLS Properties. ;
8. He stated that, at the time when negotiations began, thejbusiness was not

running at a profit and lost around R8 million in the 6 months leading up to
December. .

9. He confirmed that he was aware that the winning bidders "came around",
but that he has no farther knowledge of the visits as Mr Jiyane hosted them.

Mr^Jiyane

10. Mr Jiyane stated that the decision was taken to sell VR Laser Services
around 2012. \ CO
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Interviews withformer VR laser Services
shareholders (Continues)

11. He was involved with the initial sale process which started around June /
July 2013.

12. He was first introduced to Mr Essa and Mr Essa in turn introduced him to
Mr Sharma. This all occurred in 2013.

13. Mr Essa is currently tne majorrcy sncu.enoiu.ei. m v xv judau oci new. I»i.
purchased these shares through Elgasolve.

14. VR Laser Services "hosts" a number of Original Equipment Manufacturers
("OEM's") on various projects to demonstrate manufacturing capabilities.

15. The two Chinese companies approached VR Laser Services around
~TSTovember or December 2013. They wanted to have a look at VR Laser

Services' capacities and capabilities. He ./as approached by their BEE
partner (did not recall the name) and w as thereafter introduced to the
Chinese partners. . ^

CO
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Interviews withformer VR laser Services
shareholders (Continues)

ere "C&R15 and "CNR".16. The two Chinese companies who visited i
Thejrapproached VR Laser Services becausVtfrey were manufacturing the

C^95 locomotives^in terms of the previous Transnet contract. ^ ^

17. ThetMrd company was "General Electric". He met them; earlier last year or
towards the end of 2012. VR Laser Services just discussed generally what
the company does etc. cutting steel.

18. "Esther Jiyane" is Ms wife and all Ms shares4n VR Laser Services)are held in
her name.

19. The share register is correct in saying that there are new shareholders.
However, the shares are not sold as yet as there are certain milestones that
neecj-to be met before the sale can be completed. j

20. His shares are being sold to Craysure Investments. He only dealt with an
individual by the name of "J.P Arora" from Craysure Investments.

13
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Interviews wiihformer VR laser Services
shareholders (Continues)

21. He is' aware that Craysure Investments is wholly owned by Westdawn
T.td

22. He stated that Ithemba is the new company secretary for VR Laser Services.

23. When we tried to ask some follow up questions, Mr Jiyane via his lawyer
informed us that he is not prepared to be interviewed.

Mr. Bloxham

24. Mr Bloxham stated that he only negotiated with Mr Sharma for the sale of
VR Laser Services.

25. During June/ July 2013, negotiations were at a halt due to disagreement on
the .sale price. However, in September 2013, Mr Sharma approached him
and Mr Van Reenen again and came with a better offer.

CO
CO
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Jntermcios with winning bidders on their alleged
site visits to VR Laser Services \

1. To date we received a reply from GE, Bombardier and CSR,

2. No reply from CNR.

3. GE and Bombardier did not visit VR Laser Services.

4. GSR did visit the premises ofVR Laser Services. 1

5. During April 2014, VR Laser Services visited the premises of CSR in China.

6. A Transnet delegation did however visit GE in the USA during October 2014.

7. All the above was confirmed by Mr. Jiyane. '

CO
00
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Process followed by the BADC in awarding the
locomotive contract to the four winning bidders
l. According to Mr Thamsanqa Jiyane (Not related to Mr Benny Jiyane from

VR. Laser Services) from Transnet, the BADC's involvement with regards to
the two tenders (the Diesel and Electrical locomotive tenders) collectively
"referred to as the 1064 tender was as follows:

1.1. Management obtained approval from the BOD and BADC, in
accordance with the delegations of authority of Transnet, to go out on
tender to acquire 1064 locomotives;

1.2. The BADC then reviewed and approved a summary of the evaluation
• criteria for the 1064 tender;

1.3. The BADC was required to approve the recommendations made by
Management as to which tenderers should be awarded the contract;

1.4. The BADC "did not even know the names of the tenderers as they were
referred to as Ti, T2 etc. in the management presentations made to the
BADC" relating to the results of the evaluations by management of the
1064 tender;

CO
16
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locomotive contract to the four winning bidders
(Continues) . j

•' i .
1.5. The BADC approved the TFR Locomotive Procurement Strategy on 3

August 2011. Mr Sharma was present at this meeting in his capacity as
member of the BADC; :

1.6. The two tenders collectively referred to as the 1064 tender was first
advertised on 13 July 2012 according to Ms Lindiwe Mdletshe,

• . Commodities Manager at Transnet and the Sunday Times'
advertisement dated the same date; and \

1.7. The submission close date for the 1064 tender was 36 April 2013
according to the Tender Opening Forms for tender numbers TKKAC-
ffiO-8608 Electrical and TFRAC-HO-8609 Diesel.
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Process followed by the BADC in awarding the
locomotive contract to the four winning bidders
(Continues)
2. According to the Tender Opening Form for tender number TFRAC-HO-

—&608 Electrical dated 30 April 2013, the following tenderers submitted
tenders for the Electrical tender:

s ' - ' ' •• •
i.t

2.1. Bombardier Transportations;
2.2. CSR E-Loco Supply Proprietary Limited;

2.3. Alstom (consortium consisting of Woman Rail Consulting and
Engineering (Pty) Ltd and New Africa Rail);

2.4. Bongiveli;

2.5. Siemens;

2.6. CNR Import & Export Corporation Ltd (consortium consisting of CNR
Import and Export;

2.7. Global Railway Africa and Cadiz Corporate Solutions & Endinamax
— (Pty) Ltd); and

2.8. Mitsui/Toshiba (Mars). 18
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Process followed by the BADC in awarding the
locomotive contract to the four winning bidders
(Continues)
3. According to the Tender Opening Form for tender number TFRAC-HO-

8609 Diesel dated 30 April 2013, the following tenderers j submitted tenders
for the Diesel tender: i

3.1. CNR Import & Corporation LTD (consortium consisting of Global
Railway Africa/Cadiz Corporate Solutions & Endinamix (Pry) Ltd);

1

3.2. CSR Loiiwe Consortium (eoiisoiiiu&i conaistiii^ of CSR Qishuyan Cc.

Ltd and Pin Ezy Investments); i

3.3. EMD Africa; and

3.4. GE South Africa. :
4. Management recommended thatthe tenderers from Bombardier

"Transportations and CSRE-Loco Supply Proprietary Limited be awarded
the contract to supply the Electrical locomotives.

5. This recommendation by management was approved by the BADC on 24
January 2014.
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Process followed by the BADC in awarding the
locomotive contract to the four winning bidders
(Continues)
6. On tib.e Diesel locomotive contracts, best and final offers were requested and

the final results of the evaluations after the best and final offers are that
tenderers CNR Import & Corporation LTD and G E South Africa be awarded
the contract to supply the Diesel locomotives.

7. This recommendation by management was approved by the BADC on 24
January 2014.

8. Letters of intent were sent on 28 January 2014 to the following entities:

8.1. Bombardier Transportation SA (Pty) Ltd;

-872. CSR;

8.3. CNR Consortium; and

8.4. GE South Africa Technologies (Pty) Ltd.

CO
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Interview with Mr Sharma

Re: Theleaicing of information:

l. Mr Sharma reserved his rights pertaining to the alleged leaking of
information. As a result he decide/ .̂ot to provide information on this.

: Declarations of interest:
2. He is currently not a shareholder of Elgasolve and also was not a

-shareholder of Elgasolve when he made his declarations in 2013 and 2014.
He only declared the interest in his February 2013 declaration as he was
under the impression that he was a shareholder. :

3. He did not declare his interests in Appledore Investments (Pry) Ltd and
Mufase Investments (Pty) Ltd in his February 2013 and April 2014
declarations because he thought he was no longer a director of these
mn'-i+^ne A or«oT«rlir'<r to Inirn "for* 7-pcicrnprl 1Q ^ HiTPrfor o f tiiFfSP PTltitiPS tWO OV

three years ago. !
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Interview with Mr Sharma (Continues)

4. He did not declare his interest in Meer Sharma and Associates CC as this
entity should have been deregistered.

5. He failed to declare his interests in NADP and VRLS Properties as he was
not aware that he was a director of these entities, he thought he was only a
shareholder of VRLS Properties.

6. ^ccqrding to Mr Sharma it sometimes happens that he signs documents put
in front of him without him reading what it is that he is signing.

7. Mr Sharma stated that he should have declared his interests in NADP and
VLRS Properties in his April 2014 declaration. Not declaring this was an
oversight by him.
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Interview with Mr Sharma (Continues)

8. In addition, he informed us that there are no conflicts that he failed! to
declare in his February 2013 or April 2014 declarations, j

9. Mr Sharma's understanding of what he is required to declare is any interests
"of him or his family that is in conflict with Transnet. \

1 . • •
1

j

Re: Purchase of VR Laser Services:
10. Mr Sharma saw an opportunity in VR Laser Services within the defence

business. In his travels he met various people who kept asking about defence
veuicica vaijuucvl YJXXU^JJ ~~~1 en: i r . ^ ^ ' V i in qcmrli Arabia from

G4Security wanted armed vehicles for cash in transit purposes.

11. Mr Sharma conducted internet searches looking for entities that would be
able to provide these services. This is how he happened to stumble upon VR
Laser Services. I —̂

CO
CO
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Interview with Mr Sharma (Continues)

Re: Purchase ofVR Laser Services (continues):

i2.~Mr Essa knew someone at VR Laser Services and introduced Mr Sharma to
Mr Benny Jiyane. Mr Sharma and Mr Benny Jiyane met in March 2013. Mr
Benny Jiyane wanted to buy out his other shareholders and keep his interest
(24% or 25%) in the business.

13. Mr Sharma and his advisors then met with John van Reenen who gave them
four financial statements to look at for pricing and they concluded the
transaction in December 2013.

14. According to Mr Sharma negotiations never broke down, liie hail was j ual
part of the normal negotiation process.

15. During October 2013 he involved Mr Essa. VR Laser Services had potential
(with pedigree as it is a 70 year old business) but it was going through a
slump. Mr Sharma's idea was to use VR Laser Services as an OEM to make _ j ^
armp.fl ambulances and cash in transit vehicles. CO
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Interview with Mr Sharma (Continues)

16. The company had losses with no future plan; but he saw that he could trim a
lot of fat off the expenses. Mr Essa was only loosely aware of what was going
on and his involvement was going to be limited. ;

17. However once Mr Sharma realised that it was going to take up to two years
to break even with VR Laser Services he knew he did not have enough
liquidity. Mr Sharma then handed VR Laser Service to Mr Essa. The
transaction was split in two: Mr Essa took the business and he took the
property.

18. During January 2014 Mr Sharma had a fallout with Mr Benny Jiyane as a
result of undisclosed matters relating to the income and expenses of VR
Laser Services. After this Mr Sharma had no dealings or communication
withJMj: Benny Jiyane.

I9.15e l^ter read in the newspaper that Westdawn bought Mr Benny Jiyane's
share.

CO
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Interview with Mr Stiarma

20. Mr Sharma does not know how Westdawn got introduced to Mr Benny
Jiyane as he did not introduce Mr Benny Jiyane to Westdawn. Mr Sharma
confirmed that Westdawn is owned by Mr Zuma and Mr Gupta and that he
knows them well.

21. The purchase of VR Laser Services coinciding with the locomotive coiriracL
was jmre coincidence.

Re: Objections raised by Mr Sharma:

22. Mr Sharma critized the procedures followed by Transnet in the
"^commissioning of this investigation.

23. In his objection he critized the C> airman of the Board.

24. Mr Sharma confirmed that the Gompany Secretary provided him with a
copy of a PwC presentation on this investigation (contrary to our advice not
too), prior to our interview with him.

26
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StmvAiary of our findings

1. Mr Sharma declared the following entities, including his shareholding, in his
February 2013 declaration: i

1.1. Nulane Investments 204 (Pty) Ltd (100% shareholding);
1.2.. Issar Investment Holdings (Pty) Ltd (100% shareholding);
1.3. Issar Capital (100% shareholding);
1.4. GMT Concepts (Pty) Ltd (20% shareholding); |
1.5. DAQO South Africa (Pty) Ltd (did not declare a shareholding); and
1.6. Elgasolve (50% shareholding).

2. According to our entity searches, Mr Sharma was a director in the following
entities during February 2013:

2.1. Nulane Investments 204 (Pty) Ltd (appointed as a director on
2008/09/17J; ana I

2.2. Issar Investment Holdings (Pty) Ltd (appointed as a director on ^
2011/01/14). 4^
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Summary of our findings (Continues)

3. Issar Capital (appointed as a director on 2010/12/17).

4. GMT Concepts (Pty) Ltd (appointed as a director on 2009/11/12).

5. DAQO South Africa (Pty) Ltd-(appointed as a director on 2012/11/07).

6. Appledore Investments (Pty) Ltd (appointed as a director on'2006/05/18).

7. Mufase Investments (Pty) Ltd (appointed as a director on 2006/05/10).

8. Meer Sharma and Associates CC (appointment date not available but Mr
-Sharma is the sole director of tMs entity and it has been active since 2
December 1994).

9. In Ms February 2013 declaration, Mr Sharma failed to declare Ms interests
• , 1
1JLI l.J-J

9.1. Appledore Investments (Pty) Ltd;
9.2. Mufase Investments (Pty) Ltd; and.
9.3. Meer Sharma and Associates CC.

28
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Summary of our findings (Continues)

14. According to our entity searches, Mr Sharma was a director in the following
entities during April 2014: \

14.1. Nulane Investments 204 (Pty) Ltd (appointed as a director on
.... 2008/09/17); ;

14.2! Issar Investment Holdings (Pty) Ltd (appointed as a director on
'; 2011/01/14);

^4.3. Issar Capital (appointed as a director on 2010/12/17);
1/1 1 H-MT Onnrppts CPty) Ltd TaDPointed as a director on 2009/11/12);
14.5. DAQO South Africa (Pty) Ltd (appointed as a director on

2012/11/07); . :

14.6. Appledore Investments (Pty) Ltd (appointed as a director on
2006/05/18);

14.7. Mufase Investments (Pty) Ltd (appointed as a director on
2006/05/10); 1 _ ^

14.8. Meer Sharma and Associates CC (appointment date not available but ^
Mr Sharma is the sole director of this entity and it has been active 4^,
since 2 December 1994); O l

1 U
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Surm^iary of our findings (Continues)

14-9- NADP (appointed as a director on 2013/11/07);
14.10. 79 NDC Swellendam (Pty) Ltd (appointed as a director on

2013/08/12); and
14.11. VRLS Properties (appointed as a director on 2013/12/09).

;rfn April 2014 Mr Sharma failed to declare his interests in the following
entities:

15.1. Appledore Investments (Pty) Ltd;
15.2. Mufase Investments (Pty) Ltd;
15.3 Meer Sharma and Associates CC;
15.4. NADP; and
15.5. VRLS Properties.

16. In terms of Transnet's Declaration of Interest Policy, a director has a duty to
disclose any interests of "Related and Inter-Related person(s)"'.

17. Mr Sharma failed to declare his wife's, Ms Tarina Patel, interest in CO
Appledore Investments (Pty) Ltd.
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Summary of our findings (Continues)

18. NADP is jointly owned by Issar Capital and Elgasolve. !

19. Mr Sharma is the sole director of Issar Capital and Mr Essa is the sole
director of Elgasolve. Mr Sharma did not declare his business interest with

n to

20. Furthermore, Mr Essais one of the directors of VR Laser Services. VR Laser
Services' most recent procurement with Transnet occurred in the period
February 2014 to April 2014.

1

21. According to Mr Sharma VR Laser Services leases the property, which it
conducts business from. This property is owned by VRLS Properties.

22. VRLS Properties is 100% owned by Issar Capital. Mr Sharma is a co-director
in VRLS Properties.

23. Mr Sharma did not make any additional declarations of interests at any
BADC meetings. |

GO

32

0057-0369-0001-0111

TRANSNET-REF-BUNDLE-01636



-t£:3 wwgaw-esLj.'uiiowsr <-i$&Bxs>3Z w a s w w t a wwutwi- liair \ - ' J * S niwj«»ir«ai c w w r

Summary of our findings (Continues)

TltaJGupta family and Mr Zuma

24. The share register for VR Laser Services shows that Elgasolve owns a 74.9%
share in VR Laser Services and Craysure Investments owns the remaining
25.1% share in VR Laser Services.

25. The share register for Craysure Investments shows that it is wholly owned
by Westdawn Investments.

26. Our entity search on Westdawn Investments revealed that the following
individuals are directors in this entity:

26.1. Ravindra Nath (appointed as director on 2006/07/30);
26.2.Mr Gupta (appointed as a director on 2009/02/03);
26.3. Ronica Govender (appointed as a director on 2006/07/30);
26.4iRonice Ragavan (appointed as a director on 2006/07/30); and

_26.5tMr Zuma (appointed as a director on 2008/09/30).
00
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Summary of our findings (Continues)

27. Mr Jiyane confirmed that he is in the process of selling his shares in VR
Laser Services to Craysure Investments. However, the share register of VR
Laser Services reflects Craysure Investments as being the new minority
shareholder.

28. Mr Jiyane further confirmed that he is aware that Cravsure Investments is
owned by Westdawn Investments.
** * ' ;

29 According to the share register of NADP, Mbangela Investments (Pty) Ltd
and Shiva Uranium (Pty) Ltd are both entities that held a majority share in
NADP. !

30. Mbangela Investments (Pty) Ltd and Shiva Uranium (Pty) Ltd are both
—companies in which the Gupta family as well as Mr Zuma have

directorships.
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Summary of our findings (Continues)

31. Mr Sharma and Mr Essa are the current directors/owners of NADP.

Negotiations
32, The directors of VR Laser Services mentioned the following: " .

32.1. Mr Jiyane was the one who initially had contact with Mr
Sharma;

32.2. Mr Sharma subsequently met with Mr Van Reenen and Mr
Bloxham around three to four times during the course of 2013;

32.3. Negotiations for the sale of VR Laser Services broke down around
July 2013;

32.4. Mr Sharma returned, in September 2013, to Mr Van Reenen and Mr
Bloxham with a new offer;

32.5. They managed to reach an agreement of sale and the deal was done on —^
9 December 2013; CO

cn
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Summary of our findings (Continues)

32.6. According to Mr Van Reenen, Mr Essa only became involved in the
aeai wnen tney were aoout to sign tne purcnase agreement;

32.7. According to Mr Van Reenen, Mr Sharma disclosed from the outset
that he is on the Board of Transnet;

32.8. Mr Essa purchased VR Laser Services and Mr Sharma purchased
VRLS Properties; and

32.9. Mr Essa is currently the majority shareholder in VRiLaser Services.
— ivir Jissa purcnasea tnese snares tnrougn Jilgasolve.

Visits to VR Laser Services

33. Mr Jiyane stated the following in respect of the visits made by the winning
bidders to VR Laser Services:

33.1. The two Chinese companies who visited VR Laser Services in 2013
were "CSR" and "CNR". They approached VR Laser |Services around
November or December 2013;

CO
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Summary of our findings (Continues)

33.2. CSR and CNR were manufacturing the -"95 locomotives" in terms of the
previous Transnet locomotive contract. They visited VR Laser Services
because.of this contract;

33.3. The purpose of the visit was to evaluate the capacities and capabilities
of VR Laser Services';

_334. CSR and CNR were manufacturing the "95 locomotives" in terms of the
previous Transnet locomotive contract; and

33.5. The third company was "General Electric". Mr Jiyane met them
towards the end of 2012 or early 2013. "General Electric" never visited .
the premises of VR Laser Services.

Response from Winning Bidders

34. Bombardier and GE stated that they never visited VR Laser Services.

35. CSR;jdid visit the premises of VR Laser Services. CSR also confirmed that ^
VR Laser Services visited their premises in China during April 2014. CSR (j\
never appointed VR Laser Services as one of their sub-contractors. K3
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Summary of our findings (Continues)

Mr Sharma's role in awarding of the 1064 contract
\

37. Mr Sharma was appointed as.the Chairman of the BADC by the BOD on Z9
August 2012.

38. The feADC was responsible for overseeing and making of recommendations
to trfe BOD with regards to procurement transactions within the
Committee's delegated authority. :

39. The BADC oversaw the tender process for the 1064 tender since before it
was first advertised on 13 July 2012.

40. The GCE approved a decision that, all the tenderers for the Diesel tender
must be requested to submit a best and final commercial offer after
consultation with Mr Mkwanazi, Mr Sharma and HA. This resulted in GE
South Africa being awarded part of the Diesel contract instead of EMD ^
Africa. ! Q-J
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Sum^iary of our findings (Continues)

41. The BADC approved the recommendations made by management on 17
January 2014 to award the 1064 contract to the four winning bidders.
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Way forward

l. It is recommended that the matter be referred to Transnet's counsel hi
i

order to obtain an opinion on the following: i
1.1. Any transgressions of any Transnet's policy?
i.2.Has any criminal offence been committed; be it statutory and/or

common law?

2.' Obtain share registers for all of the related entities and conduct an analysis
of said share registers. :
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WERKSMANS
ATTORNEYS

DELIVERED BY HAND

TRANSNETSOC LTD

150 Corr missioner Street
Johannesburg
2001

FOR THE ATTENTION: MS LiriDA MABASO
THE C IAIRPERSON

Johannesburg Office
155 5th Street
Sandton 2196 South Africa
Private Bag 10015
Sandton 2146
Docex 111 Sandton
Tel +27 11 535 8000
Fax +27 11 535 8600
www.werksmans.com
enquirles@werksmans.com

H Jacobs/T fshabalala/TRAN2746.64/4944561.1
+27 11 53; 8182 / +27 11 535 8319
+27 11 535 8682 / +27 11 535 8531
hiacobsPvv -rksmans.com / ttshabalalaOwerksmans.com

YOUR REFERENCE:
OUR REFERENCE:
DIRECT PHONE:
DIRECT F.-'X:
EMAIL AD JRESS:

7 July 2CL7

Dear Mar am

re: FOR=NSIC INVESTIGA TION INTO ALLEGATIONS IN THE MEDIA PERTAINING TO A
POSSIB .E CONFLICT OF IIV TEREST INVOLVING MR IQBAL SHARMA

Background

We have been request-d to review and provide an executive summary of the views and
considerations of Price VaterhouseCoopers ("PWC") in their draft report on a forensic
inv-stlgation conducted in relation to allegations of possible conflict of interest involving Mr
Iqb-j| Sharma ("Sharnu") in respect of the acquisition of 1064 locomotives for Transnet Soc
Llrr ted ("Transnet") Caneral Freight Business ("1064 Transaction"), as contained in a
nev spaper article of the Mail & Guardian, dated 4 July 2014 ("draft report").

Shcrma was at the time of the allegations a non-executive member of the Board of Directors
("BOD") of Transnet ar d the Chairperson of Transnet's Board of Acquisitions and Disposals
Committee ("BADC").

PWC was mandated to ivestigate the above conflict of interest as well as the possibility that
the-e had been an unai thorised disclosure of confidential Information in relation to the award
of the 1064 Transaction

In 3hort, PWC's findings are essentially that Sharma was conflicted In relation to the award of
the 1064 Transaction in as far as he had acquired a share in VR Laser Services (Pty) Ltd ("VR
La<jer Services") shorty prior to announcement of winning bidders in the 1064 Transaction
under the following ciro. instances:

Wertsmans Inc. Reg. No. 1S90/007215,
Director* D Hertz (Chairman) AL Armstrong
TJ Bosvvell KC Brfinn W Brown PF Burger PG
R Gootkin IC Gouws GF Grlessel J Hollesen I-
SLG Kayana \ Kenny BM Kew R Kllloran N K.
PKMabaso IPCManaka HMasondo SM V
S Padayachy MPansegrouw SPassmoor A
NL Scott TASIbidla LK Silberman JA Smlt
AA van der h;rwe HA Van NIekerk FJ van To
DG Williams = Wood BW Workman-Daviss

T(->«4-

•1 Registered Offica 155 5 th Street Sandton 2196 South Africa
BA AronofT DA Artelro T Bata LM Becker JO Bthr AA Berman NMN Bhengu Z BHeden HGB Boshoff GT Bossr

Zleland JG aoete PPJ Coetser C Cole-Morgan JN de Villlers R Orlmsn S Fodor SJ Gardiner D Gewer JA Gobett
3H Honlball VR Hoslosky BB H o b HC Jacobs TL Janse van Rensburg N Harduth G Johannes S July J Kallmeyer
by HA Kotze S Krige pj Krusche P le Roux MM Lesslng E Levensteln JS Lochner K Louw JS Lubbe BS Habasa
>erane CMoraltls PM Mosebo KO Motshwane LHaldoo J Nlcklg JJ NIemand 8PF Olivier WE OasthuUen
Plllay D Plsantl T Potter BC Price AA Pyzlkowskl RJ Raath A Ramdhln L Rood BR Roothman W Rosenberg
JS Smlt BM Sono Cl Stevens PO Steyn J Stockwell JG Therein JJ Truter KJ Trudgeon ON van den Berg
der JP van Wyk A Vatalldls RN Wakefleld DC Walker L Watson D Weglerskl G Wlcklns M Wiehahn DC Willans

•:. r A PR TO WN . STELLENBOSCH . TYGER VALLEY
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4.1 Sharma had at all relevant times been a non-executive director of Transnet and the
Chairperson of the BADC, the latter which evaluated tend are in respect of the
Transaction;

4.2 The successful bidders were required to source 60% of th3 components for the
Transactions from the South African market;

4.3 VR Laser Services manufactures such components;

4.4 Some of the winning bidders had performed a site visit at the premises of VR Laser
Services shortly prior to the award of the Transaction; and

4.5 Sharma-failed-to declare his-interest-in VR-Laser.Services an j had.not at any point .
disclosed such interest In any of the meetings of the BADC. The only explanation
proffered for such failure was an oversight on his part.

5 PWC's mandate further included an investigation into the possibility that Sharma had
perpetrated any unauthorised disclosure of confidential Informac on in relation to the
Transaction. In this regard PWC found that there was not sufficient evdence on hand to make
a determination.

PWC Findings

6 In discharging its mandate PWC had regard to «r ous documents including Sate Owed Entities'
regulatory framework, Transnet's policies .d procedures (Indud'ng related legislation),
correspondence by and to Sharma in relat'' • to the article. PWC furtf er conducted Interviews
and consultations with various stake*" ..ers and other relevant pe'sons including Sharma
himself, shareholders of VR Laser Set.ices, representative/s of the Mail & Guardian, staff of
Transnet and some of the winning bidders of the 1064 Transaction.

7 In summary, PWC made the following findings:

7.1 Sharma had interests in the form of directorships (including shareholding In some
instances) In certain entities not declared In the February 2013 and April 2014
declarations or during BADC meetings, one of such entitles being /R Laser Properties;

7.2 As regards VR Laser In particular, it was found that Sharma rnd Interests in VR Laser
Services through his involvement in National Agricultural Development Project (Pty) Ltd
("NADP"), Elgasolve (Pty) Ltd ("Elgasolve") and Issar Capital (Pty) Ltd ("Issar
Capital") respectively, In that Sharma:

7.2.1

7.2.2

7.2.3

7.2.4

7.2.5

Was an active director In NADP, In which Elgasolve and Is;ar Capital held an 80%
and 20% shareholding respectively;

Declared a 50% shareholding in Elgasolve on 28 February 2C13;

Elgasolve holds a 74.9% shareholding in VR Laser Services

Issar Capital holds a 100% In VR Laser Properties, the entty from which VR Laser
Services rents land; and

Therefore, has interests in VR Laser services through hi--; involvement In NADP,
Etgasolve and Issar Capital respectively.
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7.3

7.4

7.5

7.5.1

7.5.2

PWC also found that VR Laser Ser ices was listed as an active vendor of Transnet and
that Transnet's most recent procurement from VR Laser Services occurred in the period
February 2014 to April 2014;

Further, PWC found that Sharma fc ied to declare the above Interests and he presented
various reasons for such failure, inc uding lack of awareness that he was a shareholder
and/or director of the relevant entires and, In some instances, that he had resigned as
director or that the company had t ?en deregistered. In particular reference to VR Laser
Services and NADP, his stance was that he was not aware of his directorship in these
entities and that he had thought hi nself only a shareholder of VR Laser Properties.

In regard to visits to VR Laser Ser. ice premises by the winning bidders, PWC found:

Bombardier Transportation contended they had never visited the premises of V I
Laser services;

CSR E-Loco Supply (Pty) Ltt
those of other manufacture
the localisation of locomotiv
the owners of VR Laser Ser\
of his business associates. T
purposes, as It did not me-
aiso visited their plant in C!
as at that date not ever sub

confirmed having had visited the premises, as well s
, for purposes of identifying opportunities to Imprc e

being manufactured for Transnet. They did not kn: N
ces and had no contact with Sharma and no knowled je
ley concluded VR Laser Services was not suited for th ;ir
t their manufacturing specifications. VR Laser Servi 2s
ina in April 2014, but CSR R-Loco Supply (Pty) Ltd tad
contracted them;

7.5.3

7.5.4

General Electric confirmed hat the Board of Directors of Transnet had visited ti air
premises in America in Oct jber 2014, Sharma was part of the delegation but th ira
was no mention made of VF Laser Services during the visit; and

"R Import & Export Corporation Ltd provided no information about site vi its,
ttiough they had been requ isted to.

Sharma's retort

8 On the basis of inter alia Sharma's nterview with PWC and his correspondence to the M 11 &.
Guardian and his complaint to the C nbudsman, as per the draft repor t , ' ' " * -a '* ' ' :alb
the following:

8.1 His involvement In VR Laser Services commenced In March 2013 when a deal was eing
negotiated, which deal was concluded In December 2013. He did not acquire a . irscl
interest in VR Laser Services tu t rather in VR Laser Properties, the latter from whLi VF
Laser Services conducts its bu? ness;

8.2 VR Laser had previously rende-ed services to Transnet, but that had been in 2011 ,nd •
had not done any business w :h Transnet since. In the circumstances there could )e n
conflict between his "private tusiness affairs", to wit his dealings with VR Laser Se vice
and VR Laser Properties, and lis roles and responsibility to Transnet as neither cor ipar
does Business with Transnet;

8.3 Further, the BADC merely pp.vldes "oversight of ths process followed by executiv s ai
does not decide on the assignment of tender awards" and under his chairmans'r ip t
BADC took the decision that i formation relating to the tender should only be discksed
officials adjudicating the tencer, thus no Information of substance was ever shared w
the BADC;

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

I
I
I
I
I
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J 8.4 He had it on good authority that a member/s of the BADC had influence on the

„, publication of the article and there was therefore not much merit in the allegations;

8.5 As regards his failure to declare certain of his Interests:

I 8.5.1 He stated he should have declared his Interest In VR Laser Prooertles and NADP,
J failure to do so was a mere oversight on his part;

J 8.5.2 The above notwithstanding, his view was that there were no confl cts which he failed
i to declare as his understanding of what Is required to be declared Is any interests of
| his or his family that Is in conflict with Transnet, of which there was none;

I f
8.6 I n any event, the purchase of VR Laser Services coinciding with the Transaction was a

i pure coincidence.I
I
I
I
I

J . ._
•' Conclusion

"~) ' - } 9 PWC established that Sharma had interests in certain entities that point to conflict of interest
which potentially placed a duty on Sharma to declare such interests. Sharma failed to so

r declare and/or disclose said Interest.

10 We note that the above is not exhaustive and/or final given our mandate to investigate the
1064 locomotive acquisition, which investigation we are of the view will shed further light and

' ] amplify this note in as far as the subject ma t te r - ' • ' " _ ^ i . oe involved,

11 We would welcome the opportunity of discussing these preliminary viev/s with you at a
--, mutually convenient time.

-. Kind regards

J
l.

I ., Werksmans Inc.

I
I r
P
I
I
I
I
I

• i
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] MEMORANDUM

Appendix 67 1360 '

I
I

w. .v.iransnei.nei

j . I
"") TO: Trans 2t BOE. d Acquisitions and Disposals Committee (BADC)

. j FROM: Mr. E: in Moi ;fe I

I DATE: 30 At- ust2C13

} I
i SUBJECT: MITI A TIC 1 OF MDS VOLUMES AT RISK THROUGH THE INVE TMENTINAND |

i PROC JilEM ,-NT OF 100 CLASS 19E EQUIVALENT DUAL VOLTA E ELECTRIC
-.. LOCC WTXV ES AND 60 CUSS 43 DIESEL LOCOMOTIVES,

BADC 100 GO Locos F_ xo updo£0829 updated Page 1 ^ - j y(J,~, «^J... ^ ^

1C0 Me1' Class 19E Equivalent Coal Line Locomotives and 60 Class 34 Di
Transnet EXCO recommendation to BADC

I
PURPOSE

1. The purpos- of thi:. submission is to request the Transnet Board Acquls ons and Disposals I
Committee t racon mend to Ihe Transnet Board of Directors the following: .

a) Note e risk :o TFR MDS volumes through insufficient traction powe resulting from the g

delay i the p ocurement of the 1064 locomotives: I

b) Note - e Investment in and procurement of 100 Class 19 E and 60 ass 43 Diesels will

protec 24,5 mt of General Freight volumes at risk resulting om the delay in m

procu .ment jf the 1064 locomotives, £

c) the ir eitma t In and procurement of 100 Class 19E equivalent ectric locomotives

requir i for t e Coal Export Line in the amount of R3 071 m (exdudi' ] borrowing costs): •

(Ann*: ture,-) |

d) the cc finem£nt and award of the procurement for the 100 Class IS equivalent electric

locom Lives t. Mitsui & Co African Railway Solutions (PTY) LTD (MAR •: •

e} the In • jsimert in and procurement of 60 Class 43 diesel locomotive; -'or General Freight

in the rroun of Rl 826 m (excluding borrowing costs):

f) an ex. ;r3lon of the current contract with General Electric South t 'ican Technologies I

(GESA ) for £ ] Qass 43 diesel locomotives: "

g) The a. y,e av* ards will be conditional subject to paragraphs 7B and 7v~ and _

h) The C :E be delegated the power to sign and conclude all relevan documents to give I

effect 3 the above resolutions.

EXECUTIVE SUM IARY I

2. The TFR loc motive fleet plan was first approved by the Transnet Boar In April 2011 and

updated wit the 1C54 GFB locomotive submission. The proposed locomotl1' acquisitions are in _

line with the fleet r. Ian and have been budgeted for In the 7 Year Mark ' Demand Strategy I

(MDS) 2012. U - 2719/20. The delay in the 1064 fleet acquisition has ut General Freight

Business (GP 5) MDS volumes at risk. The Class 19E dual voltage electric nd Class 43 diesel —

locomotives e:ent;v delivered are modern capable locomotives. The ;iass 19E elestric f\ I

I
I0057-0369-0001-0124
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i

locomotives will be deployed on the Coal Export line which will er
125 locomotives to General Freight. This submission proposes a-
mitigate General Freight MD5 volumes at risk by confining 100 CIs
MARS and extending the current Class 43 Contract with GES
accelerated acquisition will mitigate the MDS shortfall by at \ez
realised commencing 2014/15. The volumes mitigated increase fie
(16/17) and the cumulative income protected is R9 197 m (13/14 -

The Class 19E dual voltage electric and Class 43 have proven t:
Improve service quality through improved reliability and reduced rr

This accelerated acquisition does not put the'MDS cash flow at :

remain unaffected, The acquisitions are funded from the current

will extend its funding to beyond the 7 year period,

The proposed transactions do not increase the risk related to the 1

Socio-economic benefits will be realised In line with existing comm:

ble the release (cascade) of
accelerated procurement to
519E electric locomotives to
T by 60 locomotives. The
t a year with its full effect
n 6.2 mt (14/15) to 15.1 mt
16/17).

imselves in service and will
intenance costs.

s tand the" 106.4 acquisition
•IDS. The delay In the 1064

64 tender process,

nents and expectations.

G( VERNANCE PROCESSES

7, The following governance processes were followed in developlnc and approving the business
case. In each case the queries and amendments were dealt with.

a) The matter was tabled and recommended by Transr t Freight Rail Investment
Committee on 15 July 2013

b) The matter was tabled and recommend by Transnet Cc >ital Investment Committee
(CAPIC) on 19 August 2013

c) The matter was tabled and recommended by Transnet EXCC on 21 August 2013.

BACKGROUND

8. The status of the TFR Fleet Plan is summarised in the table below.

.;- • .; '

Coal Fleet
GFB
Ore Export Una

*• Approved i '
. - ' f leet Plan

112
1064 & 95

32 5 26

RFP/ •:•;•.
Contracted

.
1 0 6 4 fit 95

32

7 J l i i s .;••.:
Submission

100
60
-

Future

62
-

26

9.

10

11

The future acquisitions for the expansion of the Coal Export line tc 97.5 mt and the Ore Export
line to 80 mt will depend on market conditions and development c the full supply chain across
ail stakeholders.

The submission Is to mitigate locomotive shortfalls over the next our years in support of TFR
MDS volumes through:

a) Accelerated 100 Class 19E equivalent dual voltage elect.
Export Line which will release locomotives to General Frelgr
out of their useful life.

b) 60 Class 43 Diesel Locomotives for General Freight.

TFR's Corporate Plan sets out the 7 YearMarket Demand' Strateg,
virtually double General Freight volumes to 170 mt by 2019/20. IT

: locomotives for the Coal
before the locomotives run

(MDS) 2013/14- 2019/20 to
; requires an integrated and

BAC : 100 60 Locos F_Exco update 0029 updated P a g e 2

100 New 19E Equivalent Coal Line Locomotives and 50 Class 3-'
Transnet EXCO recommendation lo BADC

i0057-0369-0001-0125

TRANSNET-REF-BUNDLE-01650



1362

12,

synchronised approach across locomotives, wagons, infrastructure and personnel. These
aspects were covered in the 1064 business case submission.

a) The 1064 locomotive business case which drives the General Freight volumes received its
PFMA approval in August 2013, The 1064 business case was ]n support of the locomotive
fleet plan linked to the annual volume increase and the run out of the existing fleet.

At the time of the tabling the 1064 business case, the 465 diesel and 599 electric delivery
timelines were based on the RFP then in the market. The exhibit below details the locomotive
delivery timelines that were modelled as per the RFPs and used as the base case assumption.

Annual locomotives to be delivered according to th«
Diesel and Electric RFPf
Total •= 10M tecomedvu p ocired

litxrt
K EkiuCl

ioo

us
res
mi

#

1-M

S®

13/14 M/iS I' / 1 ' "/IS 18/15

J

J

13.

14.

15.

The PPPFA exemption also contributed to the delay of the 1064 procurement timeline.

With the PFMA approval recently obtained and the tender adjudication process still to be
completed, the 1064 program has slipped by at least a year against original expectations. The
current RFP timelines are being reviewed by the Locomotive Steering Committee to ensure a
compressed timetable to further mitigate volume risks to the MDC

Even with the 1064 business case being approved, there Is a revenue shortfall which Is
exacerbated by the delay In locomotive delivery.

BADC100 60 Locos F_£xco update 0829 updated P a g e 3

100 New 19E Equivalent Coal Line Locomotives and 60 Class 31 Diesels
Transnet EXCO recommendation to BADC
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The 1064 locomotives art instrumental in capturing HDS target
revenues, but a revenue shortfall will persist due to procurement
timellnei lagging target demand

! Revalue 13 SUfVix «t tftk d » to Uxo (hztfill

son
• M O B
1 <5O2J

«on
J 3SO53

3JWJ

25 OM

20 TO

wan
| 10009

sooo
0

I
2310'H 15/16 16/17 17/14 18/19

The MDS shortfalls are tabled below. Even without any delay in the 106-1 procurement, the MDS
was under pressure In the early years. With the year delay, the shortfall In volumes spikes In
2014/15 and propagates through the MDS.

Shortfall

M Tons

No Delay

Year Delay

Rand Million

No Delay

Year Delay

1064 Year Delay

MTons

Rand Million

MDS Shortfall Scenario . . - ;

Z0I3/14

7.4

8.5

1716

1989

1.2

272

2014/15

1/1.7

19.5

3 663

1850

1.8

1187

Z015/1G

G3

16.4

1672

4 373

10.1

2 701

2016/17 '

4.1

18.S

1091

4 900

14.4

3 S09

• Cumulative'
• Total .

32.52

62.97

8143

16111

• 30.45

7 969

Should the 1064 locomotives be delayed by hvo years then the General Freight MDS shortfall
Scenario worsens as shown in the following table.

Shortfall

MTons

Rand Million

MDS Shortfall - Two Year Delay

2013/M 201 V I S 2D1S/16 -. 2016/17

1.2 7.5 18.0 29.9

272 1855 4 804 7 932

. . . • '

Cumulative
Total

56.59

14 864

MOTIVATION

18. The program and motivation below partially addresses the above MDS shortfall in the early
years protecting tons and income per trie table below.

Income Protected 2013/14 Z014/15 2015/16 2016/17
Cumulative
Tctsl

BADC 100 60 Locos F_Exco update 0829 updated P a g e 4
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Avg. Rand/Ton

J00 lSE-Tons Protected

Income Protected Rm

SO Diesels Tons Protected

Income Protected Rm

Total Tons

Income Protecled Rm

225,4

2.4

R541

2.4

R541

244.7

2.4

R587

3.3

R930

6.2

R1517

255.4

4.4

RJ.134

7.9

R2 018

12.3

R3152

254.0

7.2

R1901

7.9

R2 086

15.1

R3 987

16.44 Tons

R A 163

19.6 Tons

R5O33

36.04 Tons

R9197

19. Trie prime motivators for th ; submission are to:

a) Protect General Freic t volumes through delivering diesel and electric locomotives earlier
lhan is possible throu h the 1061 program.

b) Ensure delivery earlie than the 1064 program by:

i. Confining the pro; Tement of the electric locomotives

ii. Extending the curr j.nt diesel locomotive contract.

MPS Shortfall - 100 Cla;; 19E Dual Voltage Electric Locomotives:

20. The 100 Class 19E locomot 'es will be deployed on the Coal Export Line which will enable the
release of 125 locomotives : > the General Freight network protecting approximately 16.4 million
tons (cumulative 13/14-16/ 7) of General Freight in the 7 Year MDS volume targets and thus
allowing growth In the GFE market which would not have been possible because of the 1064
locomotive procurement del- y.

21. The locomotive fleet plan •: -esented to the Transnet Board in April 2011 proposed 112 new
locomotives to meet an u constrained coal export demand of 97 mt by 2015/16 with a
proposed fleet of 308 elec 1c locomotives. The "Capital investment for Export Coal 81 mt"
predicated replacing the £ ;ed fleet with Class 19E equivalent locomotives. The updated
locomotive fleet plan of Apr: 2013 accompanying the 1064 General Freight locomotive business
case also predicated 112 ne- locomotives for the Coal Business.

22. Subsequent to the Fleet Pla , the operational model was revised to take full advantage of the
dual voltage capability of t.: J Class 19E locomotive. The changeover to the new operational
model commenced in July ,:• )13 and will build up as drivers are trained on Radio Distributed
Power operations on the cur ant fleet and new the locomotives become available. This changes
the future mix of the Co; • Fleet. The new operational model is bringing about greater
efficiencies and creating cap city.

23. The 112 locomotives were fc expansion and replacement Due to the volume shortfall In MDS it
was decided to accelerate the acquisition of 100 electrics to enable the cascade of 125
locomotives to GFB and mitie ate the MDS volume risk.

24. Cascading locomotives to oenera! Freight will assist in mitigating the delay currently
experienced in the 1064 pn: gram. In all cases the cascading will facilitate growth though Lo
2017/18 when the 1054 deli ery begins to have significant impact. The class 7£ and Class 10E
series of the current coal flert are facing Imminent run outs, Increasing maintenance costs and
decreasing reliability and the ascade to Genera! Freight is an Interim measure.

BADC 100 60 Locos F_Exco update 0S29 up ated Page 5 8/30/2013
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The 100 Class 19E locomotives will sustain the Coal Line electric fleet for 81 million tons per

annum capacity and standardize the coal fleet on Class 19E type locomotives with significant

operational and cost advantages,

a) To achieve this operational efficiency requires 200 wagon trains to bypass Ermelo Yard

and couple parallel to the main line eliminating shunting and standing time In the yard.

The cumulative cascade program for the Class 10E and Class 7E locomotives depends on the

acquisition of the 100 Class 19E locomotives which we envisage can be cascaded to GFB, as an

nterlm measure, as follows;

a) 40 in 2013/14 _ ._ . . _ . . . __

b) 74 end 2015/16

c) 120 end 2016/17

The first locomotives are cascaded in 2013/1-1. There are no or minimal cascades In 2011/15 as

•the locomotives are being delivered and commissioned. The effectiveness of the cascade is felt

i i 2015/16 and beyond, •

i Jsfng the rule of thumb for General Freight that 100 locomotives generate approximately 6 mt
per annum, the 125 released locomotives will protect approximately 7.2 mt per annum of
general freight.

"he exact allocation to the areas below will be determined at the time of cascading according to

operational priorities,

a) Manganese exports through Ngqura: Manganese exports from the Northern Cape

through Ngqura are expected to grow according to the 7 Year Business Plan to 12 mt

(and to 16 mt thereafter). The Class 7E series released from the Coal Line to General

Freight traffic will supplement this service till the full complement of class 20E

locomotives have been delivered where after the Class 7E series will be retired.

b) Thabazimbl - Pyramid South: This Is an AC electrified section served by Class 7E

series locomotives and the predicted volume growth is:

Year

MTons

2013/14

B.868

2014/15

10.347

2015/16

15.135

2016/1
7

17.056

.2017/1
8

18.446

2018/1?

22.897

2019/20

22.912

c) Cascading the Class 7E Series will facilitate volume growth through to 2015/16 as well as

the potential life extending / technology changing modification on the cascaded Class 10E

series.

d) Maputo Export: This is a DC electrified section suitable for Class 18E locomotives only.

The cascaded Class 10E will release Class 18E locomotives from other sections which will

be transferred Into this section. The tonnage Increase Is:

Year

MTons

2013/14

6.421

2014/15

8.353

2015/16

12.469

2016/17

13.499

2017/18

16.446

2018/19

21.168

2013/20

21.598

1 e) General Freight on the Coal Une: This traffic uses DC traction or Diesel locomotives

to Ermelo and then AC electrification to Richards Bay. Currently Class 7E3 locomptfoes

W2013BADC 100 SO Locos F_Exco update 0B29 updated Page 6

100 Mav I9E Equivalent- Coal Une Locomotives and GO Class 34 Diesels U
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are designated for this traffic south of Ermelo. Releasing Class HE loc notives from the

export coal operation will enable the additional traffic and also subslii. = for the current

Class 7E3 which will be cascaded.

Year

M Tons

2013/14

10.702

2011/15

11.901

2015/16

13.404

2016/17

15.035

2017/18

15.733

7.01: '19

16 n

2019/20

16.470

30. i ie TFR Business Plan volume projections for the Coal Export Line are:

'xport
CaalMl

Actual

2011/12

67,7

Actual

2012/13-

69.21

Budget

7.013/14

77.00

Projections

2014/JS

81,00

2015/36

81.00

2016/17

84.00

2017/18

95.00

.018/19-

37.50

-2019/20

97.50

Tie 100 Class 19E business case articulates tine benefits of the earlier than \ eviously planned

c livery of the locomotives to the Coal Export Line.

Tie market analysis and infrastructure investment for "Capital investment f r Export Coal 81

n t" was recommended by Transnet Board on 16 February 2011 and pproved by the

Shareholder (Minister of Public Enterprises) on 20 June 2012.

CJier aspects more fully covered in the 100 Class 19E Locomotive submission ire:

a) Reliability and Operational efficiency

b) Savings on operational expenditure and capitalised maintenance

c) Energy Savings

d) Locomotive Fleet Plan and Standardisation and its benefits which Includ :

i. The fleet is standardbed with operational Interoperability

il, Standard maintenance practices are propagated

lii. Reduction in spares holdings and special tools

V. D5 Shortfall - 60 Class 43 Diesel Locomotives

"FR is In the process of acquiring 143 class 43 Diesel locomotives from GESA" which have been

delivered over the past two years which are have proven to be a capable loci, rotlve. Given the

M 3S volume shortfall It Is proposed that a further 60 locomotives be acqulr .1 from GESAT to

f i ther mitigate the volume risk as those in the 1064 program are now likely c come on stream

ir 2015.

T e efficiency utilization of the locomotives will be comparable to that curren" / achieved on the

P'ataborwa - Richards Bay flow of 7 262 GTK per locomotive month. This flo powered by new

c! :ss 43 Diesels already exceeds the national fleet efficiency targeted r T 2018/19. This

represents a 24% Increase on the targeted 2013/14 efficiency.

V a 60 locomotives have a potential mitigation of 3,8 - 7.9 mt at an averag 3 149 GTK's per

Ic :o per month exceeding the current Phalaborwa - Richards Bay flow. Ths potential Income

protection Is R5 033 m (cumulative 2014/15 - 2015/(l6). The exact allc atlon of the 60

Ic :omotives will be confirmed at the time of deployment over the following fie /s:

BADC 100 60 Locos F_&eco update 0829 updated Page 7
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I
Ia) Botswana Coal to Bulk Connexion and Richards Bay.

I. Potential 1.8mt-3.8mt

ii. Diesels required: 35 inclusive of technical allowance. B

iii. Potential GTK's per loco per month: 5 957 "

b) Elitheni Coal from Sterkstroom to East London «

i. Potential lmt to 2.5mt |

ii, Diesels required: 15 inclusive of technical allowance

iii, Potential GTK's per loco per month: 12 781 I

c) Manganese from Postmasburg to Bloemfontein / Bloemcon *

i. Potential 1 - 1.6mt mostly from new entrant miners. _

-/( ") 1!- Diesels required; 10 inclusive of technical allowance, I

' iii. Potential GTK's per loco per month: 7 821.

I PROJECT BENEFITS . I

i 37. Protection of GFB MDS Income and targets amounting to R4 163 m for the 100 Class 19E and
r"> R5 033 m for the 60 Class 43 Diesels over the period 2013/14-2016/17. _

. • -•) 38. Coal Export volumes and Income are protected though improved reliability. |

39. Sustainability objectives as per the Transnet Sustainability framework are met threefold:

t a) Sustainability from an economic perspective is met by offering a long term cost •
| effective, low cost rail solution that addresses the needs of Industry to remain globally B

\ competitive and allows emerging miners to enter the coal export market

] b) Sustainability from a social perspective is met through the optimisation «• B
' j manufacturing facilities, job creation and proactive stakeholder engagement B

1 c) Sustainability from an environmental perspective in energy savings through (1) the
; ) improved efficiency of the new locomotives and (ii) the overall energy saving through the B

'-• - regenerative capability of the locomotives.

40. The programme will support the shift from road to rail as the cascaded locomotives take up the
shortfall in the General Freight market. B

41. Benefits specific to the 100 Class 19E Include:n
j a) Energy savings will be achieved with an 18% improvement in KVA requirements over the B

• 1 old technology Class 7E and Class 10E locomotives,

b) The regenerative capability of the new locomotives introduces further energy savings of

Ibetween 22% and 26%.

c) Quantifiable savings in maintenance of the new locomotives over the older series,

d) Not quantified but direct and indirect savings with uninterrupted operations due to fewer _
failures. B

42. Benefits specific to the 60 Class 34 Diesels in:lude:

a) Fuels savings of 8% over the older diesel fleet.
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b) Significantly reduced failures compared to the current diesel fleet improving availability

and reliability.

c) Standardisation of maintenance regimes with current Class 43 fleet.

d) Virtual elimination of significant damage lo rail infrastructure (skid-marks) which are

prevented by the modern traction control system.

e) The characteristics of the locomotive more closely match that of the electric fleet

enabling optimum use of traction capability when worked in multiples with electric

locomotives using RDP.

.FINANCIAL AND BUDGETIMPLICATIONS .

43. The financial motivation and budget implications for the 100 Class 19E and 60 Class 43 Diesels

are discussed in detail in the respective submissions.

100 Class 19E Equivalent

"he 100 Class 19E Locomotives are summarized below:

a) A base price per locomotive price of R 34.34 m (2013/14 - Yen 385 m @ Rand/Yen

0.09823)

b) Capital Investment Summary:

44.

Vear/Rm

Project Plan
Payment

Delivery

13/14

R343

14/1S

R1737

56

15/15

R ) 439

44

16/17 17/18 18/19
Contlnge

ncy

R352

Total.

n3 87l

100

c) Based on the original Coal 81 mt model, the acquisition of the 100 Class 19E sustaining

locomotives has a net present value (NPV) of R98.49m over 10 years.

d) The present value (PV) of the Total Cost of Ownership using the 1064 locomotive model

is R59.1m.

e) Approved infrastructure Investments supporting the project totals R3 974 million.

60 Class 43 Diesels

The 60 Class 43 Diesels are summarized below:

The 60 Class 43 locomotives are over and above the 465 diesets of the approved 1064

locomotives.

a) The delays In the 1064 will result in the delivery of the 1064 locomotives extending

beyond the current 7 year MDS capital plan. The diesels In particular will not meet the

originally planned delivery.

b) The fleet plan and the 1064 locomotive business case stress sustaining the fleet beyond

the seven year period in the order of 60 to 80 locomotives per year.

c) The 60 Class 43 diesels will be funded from the 1064 locomotive budget for the first year.

d) The 1064 locomotive budget will be adjusted commencing the 2014/15 7 year cycle for

the delayed delivery of the 1064 beyond the current 2013/14 7 year cycle. This
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adjustment Is In line with the stated Intent of sustaining the ffeet thougli a continuous

replenishment of new locomotives.

e) A price per locomotive price of R 26m @ Rand / USD (R9.59/USD) (R27.67 m @

R10.4/USD for 2014/15).

f) Capital Investment Summary:

Year/Rm

Project Plan
Payment

Delivery

13/14

ft 356

14/15

R15CM

GO

15/16 16/1? 17/18 18/19
Contlnge

ncy

K166

Total

R1826

60

g) The acquisition of the 60 Class 43 Diesel preserves an NPV of Rl 529 m based on the

1064 Locomotive Model,

h) The PV of the Total Cost of Ownership using the 1064 Locomotive model is R59.ini.

PROCUREMENT STRATEGY

Confinement of 100 Electric Locomotives

47. An extract from the latest approved Procurement Procedures Manual, dated 01 October 2012,

stipulating grounds for confinement which are relevant to this submission, reads:

"Confinements will only be considered under the following circumstances:

a) where a genuine unforeseeable urgency has arisen. Such urgency should not be

attributable to a lack of proper planning. However, where a genuine urgency has been

created by the lack of proper planning, urgency can still be relied upon as a ground (or

Confinement. In such cases appropriate action must be taken against the Individual(s)

responsible for the bad planning.

b) the Goods/Services are only obtainable from one/limited number of suppliers. For

Instance, patented/proprietary Goods or OEM spares and components. Operating

divisions are however required to provide evidence that there are no new entrants to the

market who could also be approached;

c) for reasons of standardisation or compatibility with existing Goods and Services. A case

must be made that deviation from existing standardized Goods or Services will cause

major operational disruption, If not, confinements based on "standardisation" will not be

considered; or

d j when the Goods or Services being procured are highly specialized and largely Identical to

those previously executed by that supplier and it Is not In the Interest of the public or the

organization to solicit other offers, as It would result in wasted money and/or time for

Transnet, When this particular ground Is Intended to be used as a ground for

Confinement it Is Important to note that all pre-requlsltes must be satisfied: The Goods

or Services must be highly specialised, almost Identical to previous work done and |

approaching the market again would result In wasted money and time/'
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48. Par a, c and d are relied upon with urgency (a) being the main reason as described in this
memo In detail. The urgency Is motivated on:

a) The one year delay between the requirements of the-locomotive fleet plan and the
delivery and commissioning of 1054 locomotives for general freight, with its related
threat to the MDS volumes, The early delivery of these locomotives will release capacity
to general freight as outlined earlier and provide a partial buffer until there are material
deliveries of the 1064 locomotives. It buffers the anticipated shortfall.in volumes as
described earlier.

b) The need for 60 Diesel locomotives and 100 Electric locomotives In order to deliver upon
committed volumes in line with the MDS as a matter of extreme urgency.

I( V"̂  49. In 2009, Transnet Freight Rail (TFR) entered into a contract with Mitsui & Co African Railway

, j \ 1' Solutions (PTY) LTD (MARS for the procurement of 110 new Class 19E electric locomotives for
the Coal Export Line; TFR took delivery of the last- locomotive in August 2012. MARS are also

I' I delivering the Class 15E locomotives for the Ore Export line and the last one Is due to come of

»-•' the factory line in September 2013:
r-. a) Feedback from the Technical Engineering team is that the Class 19E and Class 15E

I I locomotives are performing well and have proven to be both efficient and reliable.

I 50. The Class 19E Is a modern locomotive and the proposed 100 locomotives will be an extension of
""*] the current design. No prototyping or type testing is required conservatively saving 12 months

B | or more.
™! 51. The Japanese Yen has weakened marginally against the South African Rand. The Rand In turn

I) has weakened significantly against the US Dollar. The foreign component of the original

. J 110xClass 19E contract was 40% Yen based and a contract on similar terms would be
t considerably cheaper than a new US Dollar based contract.

52. Considering the volumes at risk and the urgent requirement for the coal line locomotives to
cascade the current fleet to General Freight, it Is proposed that the procurement be confined to
MARS Railway Solutions, a subsidiary of Japan's Mitsui & Co Limited.

Ij ~— 53. Confinement will realize the quickest delivery and existing facilities previously used for the

assembly of the 110 x Class 19E, the 76 x Class 15E locomotives, and 43 Class 43 Diesel
locomotives will be idle and available and Transnet will save by not requiring set up costs of

Ij facilities and production runs.

J 54. The locomotives requested have • been through the teething phase with most Initial
f l manufacturing and operational faults rectified. Present models are operating optimally and have

IJ exceeded their design parameters

55. Crew (drivers and assistants) are.already trained on these locomotives.
[ 56. TE Is currently maintaining and repairing the Class 43 locomotives and the Class 19E Series

B - ^ which means that no additional training will be required

, -i 57. The following jobs will be retained In assembly facilities:

m J a) Approximately 186 jobs will be retained at the TE assembly facility and further jobs will
• be retained In downstream enterprises100 New 19E Equivalent Coal Line Locoitwlives and 60 Class 34 Diesels
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b) Appro Imately 400 jobs will be created over the period at the Union Carriage Works

asserr >\y facility and further jobs will be retained in downstream enterprises

58. Standardisal m of the locomotive fleet brings the following benefits:

i. Op rational simplicity

If. Reduced spares holdings and simplified and standardised inventory

iii. Simplified maintenance

iv. Cre v operations

59. Re-starting c : these production lines will be quick; the designs are finalised so delivery lead

times will be ;ept to a minimum and set up costs reduced.

60. Toshiba has ldlcated its serious Intent in building a traction motor assembly facility in SA

and this cou! be expedited through the SD obligations that would be linked to this contract.

61. The above re isons satisfy the confinement criteria of 'a', %c' and *d'.

62. Given that t h : original 110 Class 19E contract arose from an open tender process it would not

be advisable o extend this contract as this could be seen as a material amendment to the initial

tender. Addi- anally, the terms and conditions will be considerably different to those entered

into in 200e and will include significantly more SD requirements. This calls for a new

procurement ivent via a confined tender.

Contract Ex ansion w i th GESATfor 60 Class 43 Diesels

63. In Decembe 2009, Transnet concluded a contract with General Electric South Africa

Technologies 'GESAT) PTY Ltd for the Supply of 100 Diesel Locomotives through an open

tender proce;;.

64. In 2011, thr ugh a confinement process, TFR concluded a contract with GESAT for an

additional 43 lass 43 diesel locomotives. The completion date of the 43 Locomotives was end

June 2013 in ine with the Transnet planned schedule. The last few locomotives to roll out of

assembly wll: )e tested by 30 September 2013, whereafter they may be accepted. GESAT and

TE have the e lility to roll out between 8 to 10 locomotives per month.

65. In both transitions, Transnet Engineering (TE) was appointed as GESAT's subcontractor for

the local assc ibly of the locomotives and the contractual obligations have been met.

66. As the produc ion line is currently operational and design is finalised, delivery lead times will be

reduced by ap >roximately 18 months.

67. TE is current / maintaining and repairing the Class 43 locomotives which means that no

additional tral. ing will be required.

68. The latest ap >roved Procurement Procedures Manual, dated 01 October 2012, par 22.4.2,

allows for a ontract extension In this instance as we are requesting a material contract

amendment tc a previously confined event. The reasoning for the original confinement of the

additional 43 I co's Is still applicable given that there is a genuine unforeseeable urgency which

has arisen due to the delay in the 1064 tenders, such urgency Is not be: attributable to a lack of

proper plannir j, the goods are highly specialized and largely ident cal to those previously

executed by ti at supplier and standardisation Is a key benefit. Given that a contract is already
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in'place and that the additional 60 loco requirement will be largely on the same terms and

conditions as the 43 loco confinement, this warrants extension.

Contracting strategy

69. Extend the current contract with General Electric South African Teclinologies (GESAT) for 60

Class 43 Diesel Locomotives.

70. Confine and award to Mitsui & Co African Railway Solutions (PTY) LTD (MARS) for 100 Class

19E locomotives.

71. The reasons for the different confinement and extension strategies have been highlighted In the

sections above.

Evaluation Methodology

72. The Request for Proposals (RFP's) for the confinement to Mars and extension to GESAT

respectfvely"wlll be issued and their respective proposals will be assessed as described below.

The noimal open tender process would follow the evaluation methodology Indicated below.

RFP Evaluation P r o » t (
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!

1
1

1
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B-BOEE-IS

•
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Q O- O- ©

TVerened

SO ^ tondusiw
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73. The Evaluation Methodology for an open tender comprises the following steps:

1) Administrative responsiveness - bidders will need to pass the administrative

responsiveness to enable them to be evaluated further. This Includes evaluating all

returnable documents were submitted and the bid documents were duly signed by the

bidders

2) Substantive responsiveness - bidders must ensure that all pre-qualiflcation criteria, the

pricing schedule Is completed, their bid materially' complies with the scope/specification and

that all material terms and conditions In the bid documents have been met

3) Local Content - bidders must comply to the minimum local content thresholds for Electric

and Diesel locomotives as stipulated In the PPPFA I

<\) SD thresholds - the SD thresholds of 65% and 60% set for Electric and Diesel locomotives

respectively must be met for bidders to proceed to the next step of the evaluation.
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5)

5)

7)

8)

9)

Technical evaluation - bidders will need to pass the m nlmum technical thresholds of 80%
for both Electric and Diesel locomotives to proceed to the final phase (stage 2) of
evaluations.

A weighted scoring approach for Price (90%) and B-E3EE - scorecard (10%) will be used
determine final award

Post tender negotiations - post tender negotiation requesting preferred bidders to
provide their Best and Final Offers

Final evaluation - preferred bidders to undergo final evaluation based on the 90/10 as
stipulated by the PPM

Preferred bidder negotiations - selection of Ihe p eferred bidder and negotiation of
various aspects including final SD commitments and trs B-BBEE improvement plan (FRC
Future)

10) Conclude contract — the parties sign a contract md addendums to formalize the
agreement.

2. The above process Is modified for the proposed confinement 3nd extension In that:

a) Administrative response (1) Is simplified to essential cDcumentation such as tax clearance
certificate, BEE certificate etc.

b) Substantive response (2) will be required on to eisure that all material terms and
conditions in the bid documents have been met

c) Local content threshold must be met

d) SD threshold must be met

e) Technical evaluation (5) is simplified to ensure the: all modifications / Improvements
made over the life of the locomotives (Class 43 and C JSS l9E's) for incorporation.

f) Weighted Scoring Approach (6) and

g) Final Evaluation (8) Is not required due to confinenent and extension to one party
although evaluation against expected SD, BEE impDvement and price ranges will be
conducted to ensure the deals meet Transnef s expectations.,

Local Content, Designated Components and Supplier JevalopmentfSD^

Meeting Local Content (3) is a prerequisite to proceeding lo 5D threshold (4) evaluation.

The targets per PPPFA National Treasury Instruction Note (cated 16-07-2012) on 'Invitation and
Evaluation of Bids Based on a Stipulated Minimum Threshc i for Local Production and Content
for the Rail Rolling Stock Sector* (Section 3 (3.1) are compu. ;ory and are elaborated In following
table:

75.

local Content - Section 3 (3.1)

Category

Local manufacturing:
Threshold: 60% for Electric and 55K for Diesels)

Weighting

V0% of PPPFA
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f

Total 100M

76. In addition, the progressive Local Content or Designated Components (Section 3 (3.2) will also
be applicable to both Electric and Diesel i comoHves as per the table below though they may
not materialize as the contracts will t i fulfilled before three years and they are not
programmatic.

Designated Component/ Activity
Heading Only • Section 3 [3.2)

Assembly of Locomotives and EMU

.Car Body

Bogle {including wheels)

Coupling Equipment

Suspension

Heat Ventilation and Air Conditioning

Braking System

Alternators

Traction Motors

Electric Systems

% ocal Content
J-5 Years

100%

1003V _

10054

100%

10054

60%

70%

90%

65%

soy.

% local Content
6 Yeats and above.

100%

1005S

100%

100%

10054

7054

80%

100%

80%

90?«

77. The Supplier Development targets are set aut In the table below. They are considered realistic
and achievable without posing a risk to the project;

Supplier Development (SD)

Category

Investment In plant - bidders monetary commltrr nt to
Investment in plant and equipment

Downstream procurement- bidders commitmen o supporting
2"', 3"* tier suppliers, etc.

Skills development - supplier's commitment to st is development
(number of people and monetary]

Job creation / preservation - supplier's commltrr it to number
of Jobs maintained/crested

Small business promotion - supplier's commitme L to usa je of
small businesses (monetary)

ED/SD - bidders commitment to SD initiatives ant :O
development

Total &
Threshold > 65K for Electric and > 6054 for Diesels

Weighting

10%

1554

20%

3054

. JO54

isy.

100%

Award Conditions - 100 Class 19E ED ivalenl;
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78. Approval to award the business to MARS Is requested subject to SD compliance with the

following:

a) Local content meeting or exceeding 60% by value

b) Compliance with new SD commitments with a minimum of 65% as measured in the SD

Value Summary which forms part of the RFP ~

c) Transnet will also request a prince range of between R30.5m and R32m for the purposes

of negotiation with the objective of coming in within the R34.34m per loco.

Award Conditions — 60 Class 43 Diesels

79. Approval to award the business to GESAT Is requested subject to SD compliance with the

following:

a) Local content meeting or exceeding 55% by value

b) Compliance with new SD commitments with a minimum of 60% as measured in the SD

Value Summary which forms part of the RFP

c) Transnet will also request a prince range of between R22.5m and R24m for the purposes

of negotiation with the objective of coming in within the R26m per loco.

ilO-ECONOMIC BENEFITS
c . The transaction will be aligned with the Government of South Africa's socioeconomic policy

framework, including CSDP, NGP, NDP, SSI, and 1PAP2.

81. Meeting the MDS growth targets supports the National Development Program in the

industrialisation of SA's mineral resources.

82. The program supports the sustainable development of a South African locomotive production

industry.

83. Economic benefits include:

a) Using Idle capacity available in South Africa

b) In terms of the National Treasury Instruction note the local content for designated sector

(rolling stock - locomotives) for electric locomotives Is 60% and for diesel locomotives Is

55%.

c) Ability to reinstate / retain local jobs as the skills pool already exists

d) Approximately 2 900 indirect and direct South African jobs will be preserved which

include approximately 186 direct jobs at the TE assembly facility and 1076 (first, second

and third tier) at MARS with further jobs retained In downstream enterprises

PROJECT RISKS

84. Both projects face several risks that could affect their overall economic viability:

85. Locomotive Delivery: This could arise if (i) the confinement is not approved (II) unforeseen

circumstances on the part of supplier Including not complying with CSDP conditions.

86. Lower volumes; MDS volumes may not materialise per plan negating the need to cascade

locomotives and / or the class 13 dlesels not being fully or optimally utilised.
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87.

88.

89.

90.

91.

92.

•j
I]
n
i

TTie coal line locomotives are nonetheless still nearing their end of life and these •vill require

replacement in the short term to sustain coal exports at 81 nit. Long term coal o ntracts are

currently being negotiated for 81 mt and there are sufficient coal reseives to ustain this

tempo. The model and NPV Is further based on 95% of the coal export volumes r Jterlalising.

There is no risk to this project if volumes do not ramp up to 97,4 mt.

Exchange Rate Fluctuations:

a) For the 100 Class 19E confined to MARS, the Yen / Rand Rate is forecast o be more

stable than the Rand / Dollar rate. Localisation is already set at 60%, thu mitigating

exchange fluctuation risks.

b) For the 60 Class 43 confined to 6ESAT the base price Is taken R10/USD. rhe rate is

" fo recas t to^strengtheTT in the short-term which includes the duration of t a contract
before weakening.

Tariffs not being realised:

a) For the coal line current FOB prices for RBCT coal are around US$90 per ton well below

the peak of over US$150 per ton, At R9.50/USD and a tariff of R126 per tc transport

accounts for «13% of the FOB price. Pressure on tariffs will remain till the i is a long

term sustainable uptlck In the FOB price.

b) For General Freight increases finked to Inflation are not seen as a risk whl.; increases

above inflation will be subject to scrutiny and downward pressure.

Tariff exposure to commodity downturns:

a) In the short term this could impact the vfability of emerging miners for expo coal, This
will affect only 3 mt as the rest are based on long term contracts being neg: iated. The
model is also based on 95% of the volumes realising.

b) Locomotives have a 30 year life-cycle which transcends economic cycles. In • ie short to

medium term the global economic recovery is seen as slow but sustained. Th economic

environment for General Freight locomotives was fi'JIv set out in the 1061 busi ess case.
";Tf«

Over Capitalisation of the Coal Line: This is not seeiTas a risk as the locomot es sustain

current volumes of 81 mt for which long term contracts are being negotiated. The aserves In

the Mpumalanga basin are also acknowledged to be able to sustain this tempo f r the long

term. There Is thus little risk of stranded assets. The locomotives being replaced are at the end

or very close to the end of their economic life and would require replacement in th* very short

term even If they were not cascaded to General Freight.

Project interdependenclesi

a) Crucial to the new operations and achieving 81mt on the Coal Export L i r : with the

additional 100 a Class 19E equivalent requires constructing the Ermelo bypa:-:; line. This

line enables two 100 wagons trains from the mines to be coupled together e abllng the

train to proceed as a single 200 wagon Radio Distributed Power (RDP) t r n without

going Into Ermelo Yard.

b) An interdependency f i r the 100 Class 19E locomotives Is cascading locc notives to

general freight. The 60 Class 13 Diesels do not have other project Interdepend ncies
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93. Project risks will be mitigated during implementation by a dedicated cross-functional

project team to manage the contract.

'}
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RECOMMENDATION:

94. I t Is recommended that the Transnet Board Acquisitions and Disposals Committee recommends

to the Transnet Board of Directors the following:

a) Note the risk to TFR MDS volumes through Insufficient tracton power resulting from the

delay in the procurement of the 1064 locomotives:

b) Note the investment in and procurement of 100 Class 19 £ and 60 Class 43 Diesels will

protect 24.S mt cf General Freight volumes at risk resulting from the delay in

procurement of the 1064 locomotives.

c) the Investment in and procurement of 100 Class 19E equivalent electric locomotives

required for the Coal Export Line in the amount of R3 871 m (excluding borrowing costs):

(Annexure A)

d) the confinement and award of the procurement for the 100 Class 19E equivalent electric

locomotives to Mitsui & Co African Railway Solutions (PTY) L~D (MARS):

- e) the Investment in and procurement of 60 Class 43 diesel locomotives for General Freight
in the amount of Rl 826 m (excluding borrowing costs):

0 an extension of the current contract with General Electric South African Technologies

(GESAT) for 60 Class 43 diesel locomotives:

g) The above awards will be conditional subject to paragraphs 73 and 79 and

h) The GCE be delegated the power to sign and conclude all relevant documents to give

e above resolutions.

RECOMMENDED BY:

Garry Pita
Transnet SOC
Group Procurement Office
Date: / /

RECOMMENDED BY:

ahomedy
Manager Capital Integration

Anoj Singh l \
Group Chief Financiajpffi ;er
Transnet SOC
Date: l G \ « = i \ » s -

I
I
I
I
I

Brian Molefe
Group Chief
Transnet SOC
Date:
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EXCERPTS FROM THE MINUTES OF THE MEETING OF THE BOARD ACQUISITIONS AND DISPOSALS
COMMrTTEE NO.13/12 HELD ON 21 OCTOBER 2013 AT 09:00 IN BOARDROOM 4902,49™ FLOOR,
CARLTON CENTRE, JOHANNESBURG

"5 MATTERS FOR DISCUSSION/APPROVAL

5.1 TFR: Update on the 1064 transaction

Mr Callard joined the meeting at 09:13

5.1.1 Management highfighted that the tender for the procurement of the 1064 Electric
and Diesel locomotives for General Freight Business (*GFB") was issued on 13 July
2012 and due to close on 16 October 2012; however, the deadline was extended to
30 April 2013. The Shareholder Minister has since granted the S54 PFMA Approval
for the transaction. A two-fold evaluation process that focussed on the
administrative and substantive responsiveness was applied. A Procurement
Management Office will be created by TFR to manage all documentation relating to
the transaction. To ensure that there is no contamination of information, the
evaluation lead team is separated from other teams. The process is reviewed and
recommended by the TFR CE and GCFO for the GCE's approval. The GCE will
approve the request to progress to the next phase of the project

Ms Tshepe joined the meeting at 09:15

5.1.2 Management indicated that the evaluation process was underway. Negotiations
with the potential bidders have not yet commenced. Management proposed that the
locomotive requirements be approved annually by the Committee or the Board to
determine the procurement for the next year. This will allow a year's lead time for
the manufacturers to adjust factory supplies, thus enabling locomotives to be
matched according to absolute requirements of the next year. Programmatic
procurement will form part of the final contract and will be tabled to the Board for
approval. The negotiation process will be finalised by March 2014; with the contract
finalised by May 2014.

5.1.3 The GCE sought clarity on the negotiation process timelines when the adjudication
process is scheduled to be finalised by 30 October 2013. Management stated that
the timelines were necessitated by various factors, amongst others, the number of
tenderers, the range of negotiation that will cover both financial and technical
aspects, the extent of the negotiation process, the technical aspects relating to the
transaction and the December .holiday break. The Chairperson requested

• Management to coordinate with the GCEs_OJice toexpedite the matter prior to re- Messrs Molefe/
tabling to the Committee. • • • Gama

5.1.4 The Chairperson stated that while he was not drawing comparisons, PRASA had a
higher value tender and was able to conclude the negotiation process and award
the tender in a period of 60 days. TFR should shorten the negotiation and award
periods. The international bidders do not share the same lengthy holiday period as
is customary in the Country. While the Committee will not be micro-managing
Management, the Committee requested submission of steps being taken into the Messrs Moiefe/
realisation of the transaction; and those already completed. Gama

5.1.5 Ms Tshepe sought clarity behind the withdrawal of the 100 + 60 Diesel submission
from the current Agenda as the Committee had requested that it be tabled due to
the urgency of the transaction. Management stated that the matter was previously
tabled to the Committee; and certain concerns were raised. The request was based
on a tender that was awarded in 2006 and subsequently confined in 2010. A
request for a further confinement was being made. Management indicated that
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upon reflection, it opted to withdraw the matter after considering that when the
initiatory confinement was made in 2010, there were press reports alleging that the
Company had entered into a R1.4bn locomotive procurement 'secmt dear (that
was concluded without being put out to tender, which the then Deputy President
Motlanthe's special adviser was set to benefit from). An article in relation to this
matter was circulated in the meeting. Ms Tshepe was of the view that the press
reports and the confinement ought to have been considered prior to the matter
being tabled to the Committee. She stated that the antecedent submission was
tabled on the basis of urgency to alleviate the risk.relating to MDS volumes.
Management stated that the withdrawal of the Agenda Item was due to potential
governance risk relating to the transaction.

5.1.6 Mr Mkwanazi was of the view that the Committee should have been provided with
the information prior to deliberating on the transaction to allow the Committee to
adequately apply its mind to the matter. He further stated that the same information
was not provided in 2011 and the communications intelligence was 'caught on the
back foof.Ms Tshepe enquired if a response to the media reports was issued and
why the Board was not Informed about the matter. She stated that the Committee
enquired about the possible governance issues when the confinement was
requested. The Chairperson stated that the Board was not provided with a holistic
picture and implored upon Management to ensure that instances that may lead to
a material risk to the reputation of the Company should be brought to the attention
of the Committee.

The Committee noted the update and agreed that the matter will be dealt with as a
matter arising.

MrCallard was excused from ihe meeting at 09:40

8 MATTERS ARISING FROM THE MINUTES OF THE PREVIOUS MEETING

8/2 Procurement of 1064 locomotives for the TFR General Freight Business:
The terms of reference for the appointment of an independent expert will be
formulated and finalised by the Board Steering Committee comprised of the
Chairperson, Chairperson of Risk and Mr Singh. The Board Steering Committee
will gauge the skills required and appoint a service provider. Going forward, the
expert will assist the Board

Management stated that the use of the independent expert will not be limited to
the Procurement of 1064 locomotives, however, roiled across all matters relating
to acquisitions and disposals. Independent expert advice is required on Rail, Ports
and Pipes. Thespeeifies-in-relation-tofrequency-of-theexpert's-aHendance will be- -
determined by the Committee. Management will finalise the process of appointing
independent expert. A conversation on how the matter will be finalised will be
communicated with the Chairperson.

L-l

Messrs Singh/
Pita'
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MEMORANDUM «p
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TO: Transnet Board Acquisitions 3nd Disposals Committee (BADC)

FROM: Mr Brian Molefe, Group Chie Executive, Transnet SOC

DATE: 21 January 2014

SUBJECT: MITIGATION OF MDS VC .UMES AT RISK THROUGH THE INVESTMENT IN AND
PROCUREMENT OF 100 L JAL VOLTAGE ELECTRIC LOCOMOTIVES AND 60
CLASS 43 DIESEL LOCOr DTIVES.

PURPOSE

1. The purpose of this submission

Committee to recommend to the

a) Note the risk to TFR MDS v

delay in the procurement of

b) To approve the Investment

the Coal Export Line in the e

c) To approve the confineme

locomotives.

d) To approve the Investment -J

locomotives for General Frei:

e) To approve an extension c.

additional locomotives:

f) The GCE be delegated the

effect to the above resolutlor

EXECUTIVE SUMMARY

2. The TFR locomotive fleet plan w

updated with the 1064 GF8 locorr

in line with the fleet plan and hav

(MDS) 2013/14 - 2019/20. The c

Business (GFB) MDS volumes at ris

3. This risk will be mitigated by the u

a) The heavy haul 100 Electric

release 125 locomotives th:

program. The 100 locomotive

b) The 60 Class 43 diesel loc

program. These 60 locomot

submission requests an amen

. The Class 43 diesel locomotives re.

proven themselves in service and

reduced maintenance costs.

BADC 100 60 Final doc

to request the Transnet Board Acquisitions and Disposals

-ansnet Board of Directors the following:

umes through insufficient traction power resulting from the

ie 1064 locomotives:

l and procurement of 100 electric locomotives required for

lountof R3 871 m (excluding borrowing costs):

it and award Df the procurement for the 100 electric

id change In the fleet plan to procure of 60 Class 43 diesel

it in the amount of Rl 826 m (excluding borrowing costs):

the current Class 43 diesel locomotives contract for 60

jwer to sign and conclude all relevant documents to give

;, including the award and process approval.

5 first approved by the Transnet Board In April 2011 and

>tlve submission. The proposed locomotive acquisitions are

been budgeted for in the 7 Year Market Demand Strategy

lay In the 1064 fleet acquisition has put General Freight

lent acquisition of these locomotives.

comotives will be deployed in the Coal Export Line and will

will be used on GFB pending delivery from the 1064

form part of the already approved Fleet Plan

notives also fiJI the gap pending delivery from the 1064

2S do not form part of the approved Fleet Plan and this

ment to the Fleet Plan to Injclude these 60 locomotives

ently delivered are modern capable locomotives. They have

ill improve service quality through improved reliability and

Pagel .2/2014
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5. This submission proposes an accelerated procurement to mitigate General Freight MDS

volumes at risk by confining 100 electric locomotives to CSR (China South Rail) and extending

the current Class 43 Contract with GESAT "{General Electric South Africa Technologies) by 80

locomotives. The accelerated acquisition will mitigate the MDS shortfall by at least a year with

its full effect realised commencing 2014/15. The volumes mitigated Increase from 6.2 mt

(14/15) to 15.1 mt (16/17) and the cumulative income protected is R9 197 m (13/14 -16/17).

6. The confinement to CSR and extension of the GE contract Is motivated on the basis of

urgency.

7. This accelerated acquisition does not put the MDS cash flow at risk and the 1064 acquisition

remains unaffected. The acquisitions are funded from the current MDS. The delay in the 1064

will extend its funding to beyond the 7 year period.

8. The 60 Class 43 locomotives are In addition to the approved Locomotive Fleet Plan but accord

with the fleet strategy. With the year delay In the 1064 procurement, the 60 locomotives fill

the gap of the first year. Post the^1064"procurement, theTsustaiiiirig fieetTequlrementsi Sased

on a 30 year life are approximately 80 locomotives per annum and the last year of the 1064

procurement moves into the sustaining phase.

9. The programmatic element of the 1064 procurement enables locomotive quantities per annum

to be adjusted to circumstances.

10. The proposed transactions do not increase the risk related to the 1064 tender process.

11. Socio-economic benefits will be realised in line with existing commitments and expectations.

12. The context and arguments are presented as follows:

a) History and Status of the TFR Fleet Plan

b) Status of the 1064 Procurement

c) Impact of the 1064 delay

d) MDS Risk Mitigation

e) Project Benefits

f) Procurement Strategy

g) Financial and budget Implications

BACKGROUND

13. The history and status of the TFR Fleet Plan and 1064 Procurement are presented to show that

a genuine unforeseeable urgency has arisen and that the urgency Is not attributable to a lack

of proper planning. (Item 68 "Extract from Procurement Procedures Manual" refers)

History and Status of the TFR Fleet Plan

14. The TFR Locomotive Fleet and Modernisation Plan Was presented to the new Board in April

2011 and predicated 776 GF locomotives by 2015/16 for GF volumes of 155.8 mt. The plan

was modified In August 2011 when a further 426 locomotives were requested as the volumes

Increased to 176 mt by 2018/19. To mitigate the Immediate shortage and facilitate the volume

ramp up, 138 locomotives (95 electrics and 43 dlesels) were approved by the Board In August

2011. Minor adjustments were made to the locomotive fleet plan for GFB with the presentation

of the business case of the 1064 locomotives In April 2013.

15. The history and status of the TFR Fleet Plan is summarised In the table below:

BADC 100 60 Final doc Page 2

100 Electric Coal Line Locomotives and 60 Class 43 Diesels
Transnet BADC
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loco Fleet

iaridPlarfc' muMvm&Mf&Wp&^v?6**•••• y UW^^M

112

(100)

97.5 • Probable downward volume revision. Contracts currently fa-: ng signed for 10 years
for 80 mt as coal reserves, sources and Eskom demand are e. luated.

» 112 targeted for expansion to 97.S mt
• Current fleet of 10£, 7E and H E require near term replacema it.
• 300 (off the 112) switched to fleet replacement pending f in : tyof and commitment

to long term coal export expansion and requested per this su; mission
• Feasibility studies investigating expansion of Coal Line to V sterberg as 26ton per

axle heavy haul line. This Is not currently included in the Locc lotive Fleet plan.

50 EMD

10OGE
(Class 43)

776

95CSR
and

43 GS

1064

50

155 mt

170 mt

• 50 "like new" EMD diesels were delivered between Decemba 2009 and March 2010
on open tender.

• In 2008 these locomotives were Identified as a "quick fix" /1th 81 to sustain the
aging fleet and 19 for volume expansion.

• GE won the tender, which was confined to three companie , and the locomotives
were delivered between May 2011 and January 2013.

• In April 2011 the Fleet Plan was presented to the "new" Trar let Board for 776 GFB
locomotives for 155.8 mt.

• In June 2011 the Board approved 138 locomoUves (55 elect c and 43 diesels). The
electrics were for open tender. A new confined contract v/2 entered Into with GE
for the 43 diesels.

• The 95 and 43 locomotives were determined and limited by i ie uncommitted funds

• The diesels were delivered between January 2013 a nd June 2 13.

• The 95 CSR are planned for delivery March 2014 to March 20'. >.

• August 2011 the locomotive requirements for 176 mt were iresented being 1202
locomotives (776+446).

• With the 138 already approved the balance of the 6FE fleet plan was 1064
locomotives. (1202 -138)

• In March 2012 the 1064 approval process commenced In tab! g the business case at
Transnet Freight Rail Investment Committee.

• The 1054 procurement Is expanded In the body of the docum it below.

• 60 Class 43 requested to fill the gap in the first year of the 1 64 resulting from the
delay In procurement.

44

32
76

231SE
and

3 Diesels

fe**
44 mt

60 mt

BOmt

44 15E bought open tender (Toshiba / Mitsui) to replace / 1 pplement existing 9E
locomotives and Class 34 GE Diesels with an option for a furth r 18 locomotives.
The option to extend by 18 locomotives was not exercised.

• A new confined contract was entered Into with Mitsui for a • tat of 32 locomotives
to take the Ore Export Line to 60 mt. This conflneme: : was motivated on
standardisation of the fleet.

• ~ 110 Class 34 GE diesels returned lo General Freight and re - iced with 30 Class 43
GE.

> Potential General Freight traffic may materialise from 2013, .4 on the Ore Export
line and 4 9E locomotives may be retained for this traffic.

1 The volumes are not likely to materialise in the 7 year rv'
feasibility study is on hold and there Is currently no commk
volumes.

1 The locomotives are

i The 15E production

also put on hold.

line has shut down. As and when requ
optbns wilt be evaluated against standardisation, cost and Int

Diesels, If required, will be provided from the GFB fleet

>5 program. The FEL
ient to the Increased

id, the procurement
operability.

BADC100 60 Final doc Page 3

100 Electric Coal l ine Locomotives and 60 Class 13 Diesels
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16. The essential points relating to this proposal are:

a) The 100 Electric locomotives are for the coal line and were always part of the TFR

locomotive fleet plan. See Para 35 and following. They release locomotives that can be

used on GFB for the year that the 1064 program Is delayed.

b) The 60 Class 43 diesel locomotives are not paf c of the 1064 locomotive program.

i. They are in addition to the approved Locomotive Fleet Plan but accord with the

fleet strategy. With the year delay in the 1054 procurement, Ihe : 60.

• locomotives fill the gap of the first year. Post the 1064 procurement, the

sustaining fleet requirements based on a 30 year life are approximately 80

locomotives per annum and the last year of the 1064 procurement moves into

the sustaining phase.

17. The programmatic element of the 1064 procurement enables locomotive quantities per annum

to^be adjusted to circumstances and this flexibility has been built Into the tender and will be

carried forward in the ultimate contracts.

18. The rationale for the 100 Electric and 60 Class 43 Diesel not being part of the 1064 locomotive

- process are covered under the Procurement Strategy Para 58.a) and following,

19. The future acquisitions for the expansion of the Coal Export line to 97.5 mt and the Ore Export

line to 80 mt will depend on market conditions and development of the full supply chain across

all stakeholders.

History and Status of the 1064 Procurement

20. TFR's Corporate Plan sets out the 7 Year Market Demand Strategy (MDS) 2013/11- 2019/20 to
virtually double General Freight volumes to 170 mt by 2019/20. This requires an integrated
and synchronised approach across locomotives, wagons, infrastructure and personnel and
these aspects were covered in the 1064 business casa submission.

21. The history of the 1064 procurement Is depicted in the exhibit below.

• 3

I \
1 1
t I
: I

•

1

22. The approval process of the 1064 locomotives started in March 2011 when the business case

was tabled at the Transnet Fright Rail Investment Forum.

23. Two approaches were used to shorten delivery times of the new locomotives as far as

possible:

a) An aggressive approach was taken with the maximum locomotives delivered per month

cognisant of local conditions and

b) Approval was obtained In July 2012 to

approved or PFMA approval obtained.

go out on an RFP before the acquisition was finally

BADC100 60 Final doc Page 4
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24. Transnet adopted a cautious approach because of the value of the acquisition and appointed

external consultants to evaluate the business case.

25. Board approval was obtained In April 2013 and PFMA approval in August 2013.

26. The tenders closed In April 2013 but negotiations with tenderers could not commence till PFMA

approval had been obtained.

27. I t is expected that adjudication will be finalised by February 2014 and contracts awarded by

May 2014 .. .._.

28. At the time of the tabling the 1064 business case, the 465 diesel and 599 electric delivery

timelines were based on the RFP then in the market. The exhibit below details the locomotive

delivery timelines that were modelled as per the RFPs and used as the base case assumption.

Annual locomotives to be delivered according to tli*
Diesel and Electric RFPi
Total = JC64 kxonuilru pfecued

230 230
—^—*
- i

K tkrei

165

100 . 1 8 ? •

£:-

;r
. « 195

(Si

13/M H/1S U/16 15/17 17/10 10/10

29, The 1064 program has slipped by at least a year against original expectations. The curie... ~

timelines are being reviewed by the Locomotive Steering Committee to ensure a compressed

timetable to further mitigate volume risks to the MDC.

Impact of the 1064 Delay

30. Even with the 1064 business case being approved, there Is a revenue shortfall which Is

exacerbated by the delay in locomotive delivery. This is depicted in the graph below extracted

from the 1064 locomotive business case.

E3ADC 100 60 Final doc Page 5

100 Electric Coal Line Locomotives and 60 Class 43 Diesels
Transnet BADC
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Hie 1064 locomotives ara Instrumental in capturing MDS target
revenues, but a revenue shortfall will persist due to procurement
timelines tagging target demand

j
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31, The MDS shortfalls are tabled below for a one and two year delay.

a) One Year Delay;

-SflOftffill. ̂ *;̂ I.*<VvvC'*3"-"

.locomotives ^ - r - V ^ ••&?

No Delay

Year Delay

Locomotives U

Tons Mt

Revenue Rm

Capital Rm

Mtce. Rm

Fuel and Elec. Rm

33

0

33

1.6

363

-1725

36

67

a]j5cen^lp|One.\

138

57

81

5.2

1286

-1248

91

183

314

202

112

9.8

2610

-1641

132

331

533

405

129

13.7

3639

276

159

440

763

638

125

14.0

4073

381

162

469

Sg8/lp,V
94G

828

118

13.3

4188

20

160

471

"2019/20

104C

972

63

7.6

2584

524S

55

29C

iOnevYear

Tons

Revenue

Mtce.

Mt

Rm

Rm

Fuel and Elec. Rm

^ 1 6 / 1 7 3

30

7 900

417

1021

b) Two Year delay:

No Delay

year Delay

*!mj>act-S£?i

Locomotives

Tons

Revenue

Capital

Mtce.

Fuel and Elec.

fRfit

n
Mt

Rm
Rm
Rm

Rm

33

0

33

1.6

363

-2183

36

67

138

0

138

7.9

1955

•3910

155

303

314

57

257

18.1

4831

-4014

302

678

533

177

331

28.6

7593

•1807

409

1004

763

302

358

33.0

9604

1292

465

1194

946

415

309

31.3

9899

2003

418

1153

: ; f . • ; ; . - • • . - ; .

1O40

465

212

23.S

80S7

64BC

301

903

Tons Mt

Revenue Rm

Mtce. Rm

Fuel and Elec. Rm

56

14 743

901

2052

c) Notes to tables:

I. The locomotives per year In the tables are mid-year numbers representing

productive capacity and are lower than the total "delivered" during the course

of the year.

BADC100 60 Final doc Page 7
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ii. The shortall (s totalled to 2016/17 on the assumption that other mitigating

strategies will be put In place for the subsequent years.

MOTIVATION

MDS Risk Mitigation

32. The program and motlvacon below partially addresses the above MDS shortfall fn the early

years protecting tons and 'ncome per the table below.

<S@^f Pitted ;- ^
Avg. Rand/Ton

10019E - Tons Protected

Income Protected Rm

60 Diesels Tons Protected

Income Protected Rm

Total Tons

Income Protected Rm

if®
225.4

2.4
R541

2.4

R541

244.7

2.4

RS87

3.8

R930

6.2

R1517

2S5.4

4.4

R1134

7.9

R2018

12.3

113 152

,.f20J.6/174,

264.0

7.2
R1901

7.9

R20S6

15.1

R3987

.CuniulatlVa,?;.

16.44 Tons

R4163

19,6 Tons

R5 033

36.04 Tons

R9197

33. Note that this submission s not a full risk mitigation. Further the benefit In 2013/14 is from

Project Shongololo which are the new operating procedures Introduced on the Coal Export

Line.

34. The prime motivators for bis submission are to:

a) Protect General Freig i t volumes through delivering diesel and electric locomotives earlier

than is possible through the 1064 program.

b) Ensure delivery earlie • than the 1064 program by:

i. Confining t ie procurement of the electric locomotives

II. Extending :he current diesel locomotive contract.

MDS Shortfall — 100 Dua ; Voltage Electric Locomotives:

35. The 100 Electric iocomotiv as will be deployed on the Coal Export Line which will enable the

release of 125 locomotivEj to the General Freight network protecting approximately 16.4

million tons (cumulative 13 14-16/17) of General Freight in the 7 Year MDS volume targets and

thus allowing growth in tr -i GFB market which would not have been possible because of the

1064 locomotive procurement delay.

36. The locomotive fleet plan presented to the Transnet Board In April 2011 proposed 112 new

locomotives to meet an > nconstralned coal export demand of 97 mt by 2015/16 with a

proposed fleet of 308 electric locomotives. The "Capital investment for Export Coal 81 mt"

predicated replacing the agad fleet with modern electric locomotives. The updated locomotive

fleet plan of April 2013 accompanying the 1064 General Freight locomotive business case also

predicated 112 new locomc :!ves for the Coal Business.

37. Subsequent to the Fleet Ph.n, the operational model was revised to take full advantage of the

dual voltage capability of the locomotive. The changeover to the new operational model

commenced fn July 2013 eid will build up as drivers are trained on Radio Distributed Power

operations on the current /!eet and new the locomotives become available. This changes the

future mix of the Coal Flee-. The new operational model Is bringlnc

and creating capacity and t- e order will be based on this technology

BADC100 60 Final doc Page 8
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38. The 112 locomotives were for expansion and replacement. Due to the volume shortfall in MDS
it was decided to accelerate the acquisition of 100 electrics to enable the cascade of 125
locomotives to GFB and mitigate the MDS volume risk.

39. Cascading locomotives to General Freight will assist in mitigating the delay currently
experienced in the 1064 program. In all cases the cascading will facilitate growth though to
2017/18 when the 1064 delivery begins to have significant impact. The class 7E and Class 10E
series of the current coal fleet are facing imminent run outs, increasing maintenance costs and
decreasing reliability and the cascade to General Freight is an interim measure.

40. The 100 Electric locomotives will sustain the Coal Line electric fleet for 81 million tons per
annum capacity and standardize the coal fleet on Electric type locomotives with significant
operational and cost advantages.

a) To achjeve this operational efficiency requires 200 wagon trains to bypass Ermelo Yard
and couple parallel to the main line eliminating shunting and standing time in the yard.

41. The cumulative cascade program for the Class 1OE and Class 7E locomotives depends on the
acquisition of the 100 Electric locomotives which we envisage can be cascaded to GFB, as an
interim measure, as follows;

a) 40 in 2013/14

b) 74 end 2015/16

c) 120 end 2016/17.

42. The first locomotives are cascaded in 2013/14, There are no or minimal cascades in 2014/15
as the locomotives are being delivered and commissioned. The effectiveness of the cascade is
felt In 2015/16 and beyond.

43. Using the rule of thumb for General Freight that 100 locomotives generate approximately 6 mt
per annum, the 125 released locomotives will protect approximately 7.2 mt per annum of
general freight.

44. The exact allocation to the areas below will be determined at the time of cascading according
to operational priorities.

a) Manganese exports through Ngqura: Manganese exports from the Northern Cape
through Ngqura are expected to grow according to the 7 Year Business Plan to 12 mt
(and to 16 mt thereafter). The Class 7E series released from the Coal Line to General
Freight traffic will supplement this service till the full complement of class 20E

• locomotives have been delivered where after the Class 7E series will be retired.

b) Thabazlmbi - Pyramid South: This Is an AC electrified section served by Class 7E
series locomotives and the predicted volume growth is:

pgmm
MTons

«?013/143,-

8.8SB

|*0|4/15:i:

10.347 15.135 17.0S6 18.446

;|oi8/i9L>

22.897

SizBl9/20l

22312

c) Cascading the Class 7E Series will facilitate volume growth through to 2015/16 as well as
the potential life extending / technology changing modification on the cascaded Class 10E
series.

d) Maputo Export: This is a DC electrified section suitable for Class 18E locomotives only.
The cascaded Class 10E will release Class 18E locomotives from other sections which will
be transferred Into this section. The tonnage Increase is:
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MTons

•.•2013/14?;

6.421 S.3S3

-2015/16,v.

12.469

;i2016/i7,r;

13.499

.•:ipi7/XB!:-"

16.446

,.2018/19,::

21.168

rloi9/2o£

21.598

e) General Freight on the Coal Line: This traffic uses DC traction or Diesel locomotives

to Ermelo and then AC electrification to Richards Bay. Currently Class 7E3 locomotives

are designated for this traffic south of Ermelo. Releasing Class HE locomotives from the

export coal operation will enable the additional traffic and also substitute for the current

Class 7E3 which will becascaded.

•y'syear.-iit:;

MTons

|2013/l£:

10.702 11.901

*2oisfae§
Kvii'."..'.-

13.404 15.036 15.733

|2pi8>|iK

16.032

^?2019720/

16.470

45. The TFR Business Plan volume projections for the Coal Export Line are:

Sif
Export
CoalMt

nn
67,7

ioii/ik;

69.21

2013/14;

77.00 81.00 81.00 84.00

£20i7/JL?;f

9S.0O

(jtqiifvjll

97.50 97.50

46. The 100 Electric locomotive business case articulates the benefits of the earlier than previously

planned delivery of the locomotives to the Coal Export Line.

47. The market analysis and infrastructure investment for "Capital Investment for Export Coal 81

mt" was recommended by Transnet Board on 16 February 2011 and approved by the

Shareholder (Minister of Public Enterprises) on 20 June 2012.

48. Other aspects more fully covered in the 100 Electric Locomotive submission are:

a) Reliability and Operational efficiency based on past experience of electric locomotives of
similar design

b) Savings on operational expenditure and capitalised maintenance

c) Energy Savings

MDS Shortfall - 50 Class 43 Diesel Locomotives

49. TFR is In the process of acquiring 143 class 43 Diesel locomotives from GESAT which have

been delivered over the past two years which are have proven to be a capable locomotive.

Given the MDS volume shortfall, It Is proposed that 60 class 43 locomotives be acquired to

further mitigate the volume risk as those In the 1064 program are now likely to come on

stream In 2015.

50. The efficiency utilization of the locomotives will be comparable to that currently achieved on

the Phalaborwa - Richards Bay flow of 7 262 GTK per locomotive month. This flow powered by

new class 43 Diesels already exceeds the national fleet efficiency targeted for 2018/19. This

represents a 24% Increase on the targeted 2013/14 efficiency,

51. The 60 locomotives have a potential mitigation of 3.8 - 7.9 mt at an average 8 149 GTK's per

loco per month exceeding the current Phalaborwa - Richards Bay flow. The potential Income

protection Is R5 033 m (cumulative 2014/15, - 2015/16). The exact allocation of the 60

locomotives will be confirmed at the time of deployment over the following flows:

a) Botswana Coal to Bulk Connexion and Richards Bay.

I. Potential 1.8mt-3.8mt
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II. Diesels required; 35 Inclusive of technical allowance.

lii. Potential GTK's per loco per month: 5 957
•

5 9 I
b) Ellthenl Coal from Sterkstroom to East London

I

and reliability,

c) Standardisation of maintenance regimes with current Class 43 fleet.

d) Virtual elimination of significant damage to rail Infrastructure (skid-marks) which are
prevented by the modern traction control system.
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•
•

i. Potential lmt to 2.5mt

ii. Diesels required: 15 inclusive of technical allowance

iii. Potential GTK's per loco per month: 12 784

c) Manganese from Postmasburg to Bloemfontein / Bloemcon -

I. Potential l - l.6mt mostly from new entrant miners.

Ii. Diesels required: 10 inclusive of technical allowance. I

iii. Potential GTK's per loco per month : 7 821

PROJECT BENEFITS I

52. Protection of GFB MDS income and targets amounting to R4 163 m for the 100 Electric ' *

locomotives and R5 033 m for the 60 Class 43 Diesels over the period 2013/14-2016/17 .

53. Coal Export volumes and Income are protected though improved reliability. I

54. Sustainability objectives as per the Transnet Sustalnability framework are met threefold:

] a) Sustainability from an economic perspective Is met by offering a long term cost •

j effective, low cost rail solution that addresses the needs of industry o remain globally |

-. competitive and allows emerging miners to enter the coal export rr . «et.

b) Sustainability from a social perspective Is met thrr j i . the optimisation of •

manufacturing facilities, job creation and proactive stakehr1 J.r engagement. I

] c) Sustainability From an environmental perspective ' . t v / savings through (i) the
] improved efficiency of the new locomotives and (il) <•. overai. lergy saving through the H

regenerative capability of the locomotives. B

55. The programme will support the shift from roar' rail as the cascaded locomotives take up

the shortfall in the General Freight market. •

56. Benefits specific to the 100 Electric locomotives based on past experience Include:

a) Energy savings will be achieved with an 18% improvement in KVA requirements over the a
old technology Class 7E and Class 10E locomotives. J j

b) The regenerative capability of the new technology of modern locomotives introduces

further energy savings of between 22% and 26%,

c) Quantifiable savings in maintenance of new locomotives.

d) Not quantified but direct and indirect savings with uninterrupted operations due to fewer

failures. 8

57. Benefits specific to the 60 Class 34 Diesels include: •

a) Fuels savings of 8% over the older diesel fleet. ' —

b) Significantly reduced failures compared to the current diesel fleet Improving availability |

I

..' c) Standardisation of maintenance regimes with current Class 43 fleet. •

I
I
I
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e) The characteristics of the locomotive more closely match that of the electric fleet

enabling optimum use of traction capability when worked In multiples with electric

locomotives using RDP.

PROCUREMENT STRATEGY

Rationale for not being part of the 1064 process

58. The procurement process was carefully considered and was not taken into or part of the 1064

locomotive process. Aspects considered were:

a) Type: The 100 electrics are 26 ton per axle locomotives for heavy haul use to be

deployed on the coal line. The 599 electric locomotives in the 1064 tender are 22 ton per

axle locomotives for GFB use.

b) Delivery: The 60 diesels are similar to the 465 of the 1064 but the motivation below for

extension is one ofurgency because of the overall delay in the 1064 program.-Including

the diesels In the 1064 does not address the delay or urgency.

Analysis and Implications of Procurement Options

59. The following options were considered and reasoned:

a) Go out on tender

b) Do Nothing

c) Confine / Extend Contract

d) Extend current 20E contract for 95 CSR Locomotives

e) Leasing

60. Go out on tender: With this option the locomotives become available beyond the 1064
timeframe and hence this is not a viable option as it does not address the urgency. It Is
however the best option Insofar as public perceptions, fairness and transparency are
considered.

61. Do Nothing: This option puts the MDS volumes at risk that this proposal wishes to mitigate.

The Implications are:

Tons Lost

Income Lost

UK
2.4

R541

ililf
6.2

R1517

8811
12.3

R3152

Mi
15.1

R3987

36.04 Tons

R 9197 Rm

62. Confine / Extend contract: This addresses the urgency of the proposal but has potential

negative public Implications. For the urgency already outlined and the reasons below this Is not

part of the 1064 process and will not Impact on that process,

a) The diesel locomotives are known, running effectively, meet the technical requirements

and prototyping and set up costs are not required

b) Extension of the GE contract Is the fastest most efficient way to procure the diesel

locomotives.

c) The CSR facilities are available for immediate production which will result In significant

delivery acceleration based on the learnings of the 95 loco processes. CSR has capacity

to produce 2000 locomotives per annum.
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) I
| d) CSR Is a known current supplier who has excelled In the two most recent tenders for I

J electric locomotives from a technical capability and capacity perspective, supplier •
- j development, commercial and transformational perspective.

| e) Confinement of the'contract to CSR meets the grounds for confinement per the most I
j recently BADC approved PPM. ™

i f) Both the extension and confinement are acceptable procurement mechanisms per the _
j PPM In this Instance. I

63. Extend current 20E contract for 95 CSR Locomotives: The 20E currently on order is a 22

1

j

ton per axle GFB locomotive. Additionally, extension would not be an acceptable procurement . ^
mechanism per the PPM given the material amendment to contract which could be challenged. I

64. Leasing: Aurlzon In Australia have Indicated that they have about 20 locomotives available for
lease. However, the newest of these is 30 years old and the quantities are not likely m

i significantly impact volumes. We will view the 20 locomotives and assess their suitability for Jj
our network. There is no viable external market for 1064mm dual voltage electric locomotives,
South African circumstances are (historically) unique requiring bespoke electric designs. Even if •
leased the conditions would be that TFR take ownership after a period of time. |

65. Implications; The 1064 tender Is currently under adjudication. It is the largest procurement
processes within Transnet and while it seeks (inter alia) to launch a South African locomotive •
industry, It will be closely scrutinised by the losing bidders seeking any loophole to press an |
advantage. The tender calls for programmatic procurement and It Is possible to reduce the
final quantities. The following Implications were considered In adjusting the (diesel locomotive) • [
quantities. |

a) The tenders have closed and asking respondents for revised submissions would delay the
process further.

b) The perceptions that may be generated by "backtracking" on and reducing a visibly
stated need and objective to "favour" a supplier, the urgency argument notwithstanding.

c) Proceeding with the proposed contract extension and announcing the reduction in diesel •
quantities at the time of award may be perceived as an underhanded manner of •
"favouring" a supplier,

I Procurement Recommendation •

) J 66. For reasons of urgency, the confine / extend contract option Is the recommended option.

| 67. This will procure the locomotives in the shortest possible time and, by so doing, best mitigates B
* the potential shortfall in MDS volumes. The reasons of urgency have been set out as well as I

the complementary benefits of the recommended option.

Confinement of 100 Electric Locomotives I

' 1 68. An extract from the latest approved Procurement Procedures Manual stipulating grounds for
J confinement which are relevant to this submission, reads:

"Confinements will only be considered under the following circumstances:

\

I

a) where a genuine unforeseeable urgency has arisen. Such urgency should not be
attributable to a lack of proper planning. However, where a genuine urgency has been
created by the lack of proper planning, urgency can still be relied upon as a ground for
Confinement. In such cases appropriate action must be taken against the Indlvldual(s)
responsible for the bad planning. /
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b) the Goods/Services are only obtainable from one/limited number of suppliers. For

Instance, patented/proprietary Goods or OEM spares and components. Operating

divisions are however required to provide evidence that there are no new entrants to the

market who could also be approached;

c} for reasons of standardisation or compatibility with existing Goods and Services. A case

must be made that deviation from existing standardized Goods or Services will cause

major operational disruption. If not, confinements based on "standardisation" will not be

" "~ considered; or "

d) when tha Goods or Services being procured are highly specialized and largely Identical to

those previously executed by that supplier and it Is not In the Interest of the public or the

organization to solicit other offers, as It would result In wasted money and/or time for

Transnet. When this particular ground Is Intended to be used as a ground for

Confinement, It Is Important to note that all pre-requisites must be satisfied: The Goods

or Services must be highly specialised, almost Identical to previous work done and

approaching the market again would result in wasted money and time."

69. The project Is motivated on the basis of Para (a) where a genuine unforeseeable urgency has

arisen.

a) Item 13 et al covering the "History and Status of the TFR Fleet Plan" and the "History

and Status of the 1064 Procurement" demonstrates the reasonable and tlmeous steps

taken to address to the Board the run out of the current fleet and the locomotive,

requirements required to address the volume ramp up of GFB.

b) Item 11 et al further Indicates that the delay was not attributable to a lack of proper

planning as the GFB locomotive requirements have remained consistent throughout.

c) Considering (a) and (b), no individual or group of Individuals is responsible for bad

planning.

70. Complementing the urgency is ground (d):

a) Locomotives are highly specialised with limited suppliers worldwide,

b) The locomotives would be largely Identical with those already supplied and to be supplied

and

c) Transnet would incur wasted time and money In approaching the market (b) and (c) are
relevant due to the fact that:

I. CSR has been adjudicated as the best bidder during the 95 electric loco

process as well as joint on the 1064 process. Both these tenders include the

Board approved procurement methodology of maximising supplier

development whilst ensuring highest standards of quality and best possible

commercial offering. Transnet has just spent a large amount of time, human

capital and money In the recent tenders and going through another tender

process would not be efficient given the urgency.

II. Production of the current MARS contract has been completed and was based

on previous procurement methodology where supplier development was not a

key focus area and the Mitsui consortium did not fare well In the two most

recent tenders issued by Transnet Therefore continuation with Mitsui via

confinement would pose unnecessary risk to the organisation. Furthermore,

reputation risk exists, although subjective and places the company under

i
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1
I reputation risk involves speculation in the media around Mitsui's local partners

100 Electric Coal Une Locomotives and 60 Class 43 Diesels
Transnet BADC

I
I

unnecessary risk if it were to follow a confinement approach with Mitsui. This I

i diiu ineir poiiiK.cn aiiniduunb. iransnei wuuiu never enieruwi dv.drui Liseu on

r political prowess of any business partners to an OEM but the risk does ieed to I

J be taken into account from a reputational perspective. ™

71. TE Is currently maintaining and repairing the Class 19E Electric Series which means trat they I

are accustomed to maintenance regimes are more modern electric dual voltage loccnotlves.

Limited additional training will be required and optimum utilisation of the current main:=nance .

facilities will be met. Simplified maintenance practises will result in shorter Mean ~ime to I

Repair. Common practices will be addressed through maintenance regimes of the ^5 loco

series, 599 elements that CSR is shortlisted for and this fleet —

72. From a social-economic perspective the following jobs will be retained In assembly facilf: es:

a) Approximately 186 jobs will be retained at the TE assembly facility and further j ibs will I

be retained in downstream enterprises I

A b) Approximately 400 jobs are estimated to be created over the period for electric a rsembly

J and further jobs will be retained In downstream enterprises I

' c) Based on SD offerings made In recent tenders Transnet believes It can achieve maximum ™

1 SD possible with at least 65% for diesels and 70% for electrics.

J 73. Considering the volumes at risk and the urgent requirement for the coal line locomc:ives to I

cascade the current fleet to General Freight, it Is proposed that the procurement be c infined

I to CSR. ^

i Contract Extension wi th GESAT for 60 Class 43 Diesels H

74, The arguments for an extension to the GESAT contract are similar to those for confi ement

and are motivated on: B

a) the basis of urgency (a) as outlined above ™

b) and complemented by standardisation (c) and goods largely identical to those prc /iously ^

executed (d), I

j j••••' 75. The project is motivated on the basis where a genuine unforeseeable urgency has arls • n. The
| ' arguments above are also applicable to the 60 Class 43 Diesels. M

76. The latest approved Procurement Procedures Manual, dated 01 October 2013, par 22.4.2, |
I allows for a contract extension. In this Instance the request is for a material on t rac t
' amendment to a previously confined event. The reasoning for the original confinement of the flj

additional 43 loco's Is still applicable given that there Is a genuine unforeseeable urgency which Q
! has arisen due to the delay In the 1064 tenders and such urgency is not be attributes: e to a
I lack of proper planning.

77. Complementing the urgency is that the goods are largely identical to those previously e\ jcuted
j by that supplier and standardisation Is a benefit for the specialized locomotives.

' 78. Addressing the urgency: S

, a) In December 2009, Transnet concluded a contract with General Eectric South Africa •
{ ' Technologies (GESAT) PTY Ltd for the Supply of 100 Diesel Locomotives thrcugh a

limited tender process confined to three potential suppliers. In 2011^ thrcjgh a I
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I^ J confinement process, TFR concluded a contract with GESAT for an additional 43 Class 43

i1- J diesel locomotives. The completion date of the 43 Locomotives was end June 2013 in line

with the Transnet planned schedule. The last few locomotives to roll out of assembly will

be tested by 30 September 2013, where after they may be accepted.

b) As the production line is currently operational and design is finalised, delivery lead times

will be reduced by approximately 12 months and Transnet will save by not requiring set

up costs of facilities and production runs.

"j c) GESAT and TE have the ability to roll out between 8 to 10 locomotives per month.

I d) No prototyping or type testing is required.

. 79. Complementing the urgency (a) is the standardisation (c) and goods largely Identical to those
J previously executed (d). Inter alia:
H

i • a) Locomotives are highly specialised with limited suppliers worldwide.
J b) The locomotives would"be~ideht!cal~wltriTthe" 143Class~43 Diesels already supplied or

J^L about to be commissioned.

v J)^ c) Transnet would incur wasted time and money In approaching the market as:

i. The specialised tender specifications take time to prepare; prospective

• r 1 tenderers need time to respond and there is the time to adjudicate. This

Ii-J process takes at least 12 months by which time the urgency has passed and

' the 1064 deliveries will start to kick in.

ii. Furthermore a new supplier would necessitate a new design, design review

1 1 and prototyping and type testing. This Is a further 12 months for diesels before

• — production commences.

I I d) Standardisation of locomotives has two elements, (i) Operational standardisation and (ii)

1" Maintenance standardisation.
l i. Operational standardisation requires locomotives of the same class to operate

{J as a consist (I.e, two or more locomotives coupled together operating as a

i single unit). .This Is not negotiable but Is Implemented through de facto

1 Industry standards.

I;. 1 After many years these standards have now changed and TFR Is evaluating

' y ' : - ^ the Impact of these changes.

i p—'' "• Maintenance standardisation addresses:

1/ • • Reduced spares holdings and simplified and standardised Inventory.

I
I
I
I

I

I
I
I
I

• Standardised tools and diagnostic Instruments serving a common fleet

J • Unified training and for maintenance staff.

• Simplified maintenance practises resulting In shorter Mean Time to Repair.

lii. TE Is currently maintaining and repairing the Class 43 Series which means that

J no additional training will be required and optimum utilisation of the current

maintenance facilities.

80. In light of the foregoing concerning standardisation, specialisation and similar locomotives

already supplied and further considering that:

a) the Class 43 diesel Is a modern locomotive that Is performing well and has proven to be

both efficient and reliable and
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b) the proposed 60 locomotives will identical to the current design and no prototyping or

type testing is required conservatively saving 15 months or more and

c) the limited quantities required:

I t is submitted that it is not In the best interest of Transnet to solicit other offers for the 60

Class 43 diesel locomotives.

81. In both transactions, Transnet Engineering (TE) was appointed as GESATs subcontractor for

the local assembly of the locomotives and the contractual obligations have been met,

82. The time and cost to localise production to comply with local content and SD requirements has

to be amortised over the anticipated production run. The smaller the run, the more expensive

the overhead.

83. Given that a contract is already In place and that the additional 60 loco requirement will be
largely on the same terms and conditions as the 43 loco confinement, this warrants extension.

Contracting strategy

84. Extend the current contract with General Electric South African Technologies (GESAT)for 60

Class 43 Diesel Locomotives.

85. Confine and award to China South Rail (CSR) for 100 Electric locomotives.

86. The reasons for the different confinement and extension strategies have been highlighted in

the sections above.

Evaluation Methodology

87. The Request for Proposals (RFP's) for the confinement to Mars and extension to GESAT

respectively will be issued and their respective proposals will be assessed as described below.

RFP Evaluation Procosa

PriqucMlcillon

o
AdmlnUtr«Uv« Subttantlyo

rwponsivonu*

Evaluation (or v Evaluation for
administrative [ 3 substantive
responsiveness ' responsiveness

SD
7 0 * SD
INoiho'd
for Die 100
Elactilo
C5%SD
threshold
(or ihc to
CHctels

Stage 2

Minimum thraaholdt' {

Local functionality
content / technical

Commit-
moot to
Local

conlenl
UueshoWs

Technical
Evaluation
(minimum

CO'.t
threshold)

Wolahtad
(coring /

l f e

Price-9
BBEE
10%

Post

8B. The Evaluation Methodology for an open tender comprises the following steps:

1) Administrative responsiveness - bidders will need to pass the administrative

responsiveness to enable them to be evaluated further. This Includes evaluating all

returnable documents were submitted and the bjd documents were duly signed by the

bidders
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Substantive responsiveness - bidders must ensure that all pre-qualificatlon criteria, the

pridng schedule Is completed, their bid materially complies with the scope/specification and

that all material terms and conditions in the bid documents have been met. SD pre-

quallflcation criteria will be set at 65% for diesels and 70% for electrics based on recent

learnings from the 1064 process.

Local Content - bidders must comply to the minimum local content thresholds for Electric

and Diesel locomotives as stipulated In the PPPFA

Technical evaiuatioTf- bidders will need to pass the minimum technical thresholds of 80%

for both Electric and Diesel locomotives to proceed to the final phase (stage 2) of

evaluations.

A weighted scoring approach for Price (90%) and B-BBEE - scorecard (10%) will be used

determine final award

Post tender, negotiations _--post tender negotiation requesting preferred bidders to

provide their Best and Final Offers

Final evaluation - preferred bidders to undergo final evaluation based on the 90/10 as

stipulated by the PPM

Preferred bidder negotiations - selection of the preferred bidder and negotiation of

various aspects Including final SD commitments and the B-BBEE improvement plan (FRC

Future)

Conclude contract - the parties sign a contract and addendums to formalize the

agreement.

89. The above process Is modified for the proposed confinement and extension In that:

a) Administrative response (1) Is simplified to essential documentation such as tax clearance
certificate, BEE certificate etc.

b) Substantive response (2) will be required on to ensure that all material terms and

conditions in the bid documents have been met. SD pre-qualificatlon must be met

c) Local content threshold must be met

d) Technical evaluation (5) Is simplified to ensure that all modifications / Improvements

made over the life of the locomotives (Class 43 and Electric's) for incorporation.

e) Weighted Scoring Approach (6) and

f) Final Evaluation (8) Is not required due to confinement and extension to one party

although evaluation against expected SD, BEE improvement and price ranges will be

conducted to ensure the deals meet Transnet's expectations.,

Local Content, Designated Components and Supplier Development fSD)

90. Meeting Local Content (3) Is a prerequisite to proceeding to SD threshold (4) evaluation.

91. The targets per PPPFA National Treasury Instruction Note (dated 16-07-2012) on 'Invitation

and Evaluation of Bids Based on a Stipulated Minimum Threshold for Local Production and

Content for the Rail Rolling Stock Sector' (Section 3 (3.1) are compulsory and are elaborated in

following table:
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Local manufacturing:
Threshold: 60% for Electric and 55% for Diesels)

Total

lOOJiofPPPFA

100%

92. In addition, the progressive Local Content for Designated Components (Section 3 (3.2) will also

be applicable to both Electric and Diesel locomotives as per the table beiow though they may

not materialize as the contracts will be fulfilled before three years and they are not

programmatic

sX,v. Designated Component /'Activity" ^'"

Assembly of Locomotives and EMU

Car Body

Bogle (Including wheels)

Coupling Equipment

Suspension

Heat, Ventilation and Air Conditioning

Braking System

Alternators

Traction Motors

Electric Systems

100K

100'/.

100%

10054

iooy.

6054

7oy.

SOX

ss%

6 years.and Ebjoye. t ;

100K

iooy.

100H

100*

100°/.

70%

80%

iooy.

sor.

90%

1. The Supplier Development categories are set out In the table below. The pre-quallficatlon

targets are considered realistic and achievable without posing a risk to the project.

Investment In pla.nt- bidders monetary commitment to
investment In plant and equipment

Downstream procurement-bidders commitment to supporting
2nd, 3'' tier suppliers, etc.

Skills development - supplier's commitment to skills development
{number of people and monetary)

Job creation/preservation-supplier's commitment to number
of Jobs'maintained/created

Small business promotion -supplier's commitment to usage of
small businesses (monetary)

ED/SO - bidders commitment to SD Initiatives and ED
development

Award Conditions —100 Electric locomotives

2. Approval to award the business to CSR Is requested subject to SD compliance with the

following:
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a) Local content neetlng or exceeding 60% by value

b) Compliance wi'h new SD commitments with a minimum of 70% as measured in tre SD

Value Summary which forms part of the RFP

c) Transnet will a so request a prince range of between R3O.5m and R32m for the pur joses

of negotiation vith the objective of coming in within the R34.34m per loco which v ill be

used as a guick as Is dependent on forex fluctuation.

Award Conditions - 60 Class 43 Dlesets

3. Approval to award :he business to 6ESAT is requested subject to SD compliance wit i the

following:

a) Local content rreeting or exceeding 55% by value

b) Compliance wl t i new SD commitments with a minimum of 65% as measured in tr 2 SD

Value Summary which forms part of the RFP _.._.

c) Transnet will a :o request a prince range of between R22.5m and R24m for the purposes

of negotiation vith the objective of conning In within the R26m per loco which v II be

used as a guide as is dependent on forex fluctuation.

FINANCIAL AND BUDGET IMPLICATIONS

1. The financial motive: on and budget implications for the 100 Electrics and 60 Class 43 D asels

are discussed in dets I fn the respective submissions.

100 Electrics

2. The 100 Electrfc Loc ̂ motives are summarized below and are based on previous exper snce
with the Class 19E cc ltract:

a) A base price p;r locomotive price of R 34.34 m (2013/14 - Yen 385 m @ Ranc/Yen

0.09823)

b) Capital Investment Summary:

BlUi
Project Plan
Payment

Delivery

iH
R 343 R1737

56

Si
R1439

44

Si in lit
R352 R38 1

lot

c) Adding the 10C class 19E sustaining locomotives to the original Coal 81 mt rodel

changes the Ne: Present Value of the total Coal 81 Project from (NPV) R90.63m to (. JPV)

R98.49m over 1) years.

d) The present val e (PV) of the Total Cost of Ownership using the 1064 locomotive rrodel

Is R58.6m per lo:omotlve and R5 863m for the 100 locomotives.

e) Approved infrastructure Investments supporting the project totals R3 974 million.

0 The cost Is estin ated and therefore a final price can only be given upon negotiation,

I
I

60 Class 43 Diesels

3. The 60 Class 43 Dlese 5 are summarized below:

4. The 60 Class 43 loccnotfves are over and above the 465 diesels

locomotives,
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a) Th delays In the 1064 will result In the delivery of the 1064 locomotives extending

be; )nd the current 7 year MDS capital plan. The diesels in particular will not meet the

oric nally planned delivery.

b) TTu fleet plan and the 1064 locomotive business case stress sustaining the fleet beyond

the ;even year period in the order of 60 to B0 locomotives per year,

c) The 60 Class 43 dieseis will be funded from the 1064 locomotive budget for the first year.

d) Thi 1064 locomotive budget will be adjusted commencing the 2014/15 7 year cycle for

the delayed delivery of the 1064 beyond the current 2013/14 7 year cycle. This

adj ;tment is in line with the stated intent of sustaining the fleet though a continuous

rep mishment of new locomotives,

e) A p ice per locomotive price of R 26m @ Rand / USD (R9.59/USD) (R27.67 m @

R1C 4/USD for 2014/15).

f) Cap :al Investment Summary:

reject Plan
syment

ellvery

mm
R156 R1S04

60

,y}6/i7:-
; • & «

-17/18^- fas/ia^

R166

^I-Tot'al-: 1

R1826

60

g) The acquisition of the 60 Class 43 Diesel preserves an NPV of Rl 871 m based on the
106 Locomotive Model,

h) The 'V of the Total Cost of Ownership using the 1064 Locomotive model is R63.7m per

locc lotlve and 822m for the 60 additional diesels over their 30 year life.

I) The :ost Is estln ted and therefore a final price can only be given upon negotiation

Financial impact Jroup

5, The prop sed proct ament has limited impact on Group finances and the critical ratios are
maintalne .

6. For no de y the ratios are:

- Opera r .g margin %

-EBITO^ 4

-Return n average total assets [%)

-Gearlr.- {%)

-Netda: to EBITDA [Times)

- Assett nover (Tirnes)

- Cash Ir irest cover (Times)

24.9

42.9

8.0

46.6

3.04

0.30

3.3

29.1

46.7

10.0

47.7

2.70

0.33

3.6

31.5

49.1

11.3

47.7

253

034

4.0

pJ^Bgtipns?

32.5

49,7

12.4

47.0

2.40

0.37

4.1

35.4

51.8

14.2

45.2

2.17

038

4.5

36,3

52.6

14.5

41.6

1.94

0.38

4.8
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7. For a one (1) year delay the ratios are:

.Ratios:TransfietGroup :•'.'^•:.: ;f'''.

O n e U ) t e a r DelayfV; •. •" - '• '• .:-'•• "•'•f-

- Operating margin %

- EB1TDA %

- Return on average total assets \%)

- Gearing (%)

- Net debt to EDITDA (Times)

- Asset turnover (Times)

- Cash Interest cover (Times)

-.Budget-

•:'ib!3/'i4:':

24.8

42 7

7.9

46.2

3.01

0.30

3.3

•ioitfiii-
28.5

46.2

9.7

473

2.71

0.33

3.6

29.6

47.6

10.4

47.8

2.67

0.33

3.8

29.0

47.1

10.6

48.7

2.75

0.35

3.7

-ioiV/isiv
31.3

43.7

11.8

48.7

2.64

0.36

3.7

32.0

49.S

12.0

47.1

2.49

036

3.9

3. For a two (2) year delay the ratios are:

^ios^wne^iS^':?^^

• Operating margin Si

-EBITDA%

- Return on average total assets ('/.)

- Gearing (%)

- Net debt to EBITOA (Times)

• Asset turnover (Times)

- Cash Interest cover (Times)

•^Bud'gei'^:

1:2013/141

24.8

42.7

7.9

46.0

2.99

O.30

3.3

T[2014?15¥

28.3

45.9

9.5

46.6

2.67

0.33

3.6

29.3

47.2

10.3

46.8

2.61

0.34

3.9

Projections!

-."2016/17%

29.1

47.1

10.7

47.4

2.64

0.35

3.8

31.6

48.9

12.0

47.7

2.55

0.36

3.9

72618/3!

32.6

50.0

123

46.3

2.41

0.36

4.0

SO CIO-ECONOMIC BENEFITS

3. The transaction will be aligned with the Government of South Africa's socioeconomic policy

framework, including CSDP, NGP, NDP, SSI, and IPAP2.

LO, Meeting the MDS growth targets supports the National Development Program In the

Industrialisation of SA's mineral resources.

11. The program supports the sustainable development of a South African locomotive production

Industry.

12. Economic benefits Include:

a) Using idle capacity available In South Africa

b) In terms of the National Treasury Instruction note the local content for designated sector

(rolling stock - locomotives) for electric locomotives is 60% and for dlesel locomotives Is

55%.

c) Ability to reinstate / retain local jobs as the skills pool already exists

d) Significant Indirect and direct South African jobs will be preserved which Include

approximately 186 direct jobs at the TE assembly facility with further jobs retained in

downstream enterprises

PR MECT RISKS

13. Both projects face several risks that could affect their overall economic viability:

.4. Locomotive Delivery: This could arise if (i) the confinement is not approved (ii) unforeseen

circumstances on the part of supplier Including not complying with CSDP conditions.

.5, Lower volumes: MDS volumes may not materialise per plan negating the need to cascade

locomotives and / or the class 43 dlesels not being fully or optimally utilised. n
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16. The coal line locomotives are nonetheless still nearlng the: end of life and these will require

replacement In the short term to sustain coal exports at 8 : mt. Long term coal contracts are

currently being negotiated for 81 mt and there are sufficient coal reserves to sustain this

tempo. The model and NPV is further based on 95% of the coal export volumes materialising.

There is no risk to this project if volumes do not ramp up to HI A mt.

17. Exchange Rate Fluctuations:

a) For the 100 Electric confined to CSR, the Yen / Rand R.ite Is used as a forecast given that

the Class 19E deal was used as a base. Localisation is slready set at 60%, thus mitigating

exchange fluctuation risks.

b) For the 60 Class 43 confined to GESAT the base price Is taken RIO/USD. The rate is

forecast to strengthen in the short term which includes the duration of the contract

before weakening.

18. Tariffs not being realised:

a) For the coal line current FOB prices for RBCT coal are 3round US$90 per ton, well below

the peak of over US$150 per ton, At R9.50/USD and 3 tariff of R126 per ton, transport

accounts for ~13% of the FOB price. Pressure on tariffs will remain till there Is a long

term sustainable uptick In the FOB price.

b) For General Freight increases linked to inflation are . ot seen as a risk while increases

above inflation will be subject to scrutiny and downwar j pressure.

19. Tariff exposure to commodity downturns:

a) In the short term this could impact the viability of em;rging miners for export coal. This

will affect only 3 mt as the rest are based on long ten i contracts being negotiated. The

model Is also based on 95% of the volumes realising.

b) Locomotives have a 30 year life-cycle which transcend; economic cycles. In the short to

medium term the global economic recovery is seen as alow but sustained. The economic

environment for General Freight locomotives was fully -• 2t out In the 1064 business case.

20. Over Capitalisation of the Coal Line: This is not seen e~ a risk as the locomotives sustain

current volumes of 81 mt for which long term contracts are being negotiated. The reserves in

the Mpumalanga basin are also acknowledged to be able t ) sustain this tempo for the long

term. There Is thus little risk of stranded assets. The locomo: ves being replaced are at the end

or very close to the end of their economic life and would rec Jlre replacement In the very short

term even if they were not cascaded to General Freight.

21. Project Interdependences:

a) Crucial to the new operations and achieving 8lmt en the Coal Export Line with the

additional 100 Electric locomotives requires constructs j the Ermelo bypass line. This line

enables two 100 wagons trains from the mines to be c )upled together enabling the train

to proceed as a single 200 wagon Radio Distributed Pc /er (RDP) train without going into

Ermelo Yard.

b) An Interdependent for the 100 Electric locomotives Is cascading locomotives to general

freight. The 60 Class 13 Diesels do not have other project Interdependence

22. Project risks will be mitigated during Implementation by a dedicated cross-functional

project team to manage the contract.
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RECOMMENDATION:

I -J 23. It is recommended that the Transnet Board Acquisitions arid Disposals Committee recommends

-i to the Transnet Board of Directors the following:

I j I a) Note the risk to TFR MDS volumes through Insufficient traction power resulting from the
delay In the procurement of the 1064 locomotives:

1 b) To approve the investment In and procurement of 100 Electric locomotives required for

I the Coal Export Line fn the amount of R3 871 m (excluding borrowing costs):

1 c) To approve the confinement and" award of the procurement for the 100 Electric
j I locomotives.

IV d) To approve the investment and change In the fleet plan to procure of 60 Class 43 diesel

' locomotives for General Freight in the amount of Rl 826 m (excluding borrowing costs):
; I e) To approve an extension of the current Class 43 diesel locomotives contract for 60

I } additional locomotives:
rj 0 The GCE be delegated the power to sign and conclude all relevant documents to give

f ) * ) ^ effect to the above resolutions, including the award and process approval.
• ••••••

RECOMMENDED BY:

Slyabonga Gama Date:
Chief Executive
Transnet Freight Rail

RECOMMENDED BY:

I Anoj Singh \ Date:
: Group Chief Fii\an\lal Officer
I , ri>. Transnet SOCLfti

RECOMMENDED BY:

Brian Molefe / / Date:
Group Chief Executive
Transnet SOC Ltd
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