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Name of entity

| CSR E-Loco Supply (Pty)
Ltd

o LISTO FENT,T, s s

TRANSNET-REF-BUNDLE-08569

Role of entity
{("CSR") Awarded a tender to manufacture 100 electric locomotives |

| 8 1k
| Surtees Railway Supplies
| {Pty) Ltd

{"Surtees”) bidder for the manufacturing of the 95 electric locomotives l

I J
Mitsui and Co African
| Railways Solutions'

{"Mitsui") An entity that was initially considered to supply the 100 focomotives

e P RO |
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LIST OF ROLE PLAYERS

Name of Persons Description of role or capacity

~«Former Transnet Group Chief Executive (GCEQ) (2011-2014)
" Formert Group Chief Supply Chain Officer (GCSCO) (2010 - 2015)

Mr‘Briah*Mélefé‘ -

a | Mr Garry Plta gl

- | Mr Styabenga Gama Chief. Executive of Tra’nshé’c'Freight Rail (2006 - 2016)

’ Mr Thamsanqa Jtyane“ b Former Chief Procurement Ofﬁcer Transnet Frecght Rail (2012 2015)

'Ms Lmdnwe Mdintshe i | . Com'nq:q:ty Managpr Transnet Frugh* Ra:l (2012 20].5)
ﬁ/;r\/\/ang Pan ( { » Director: CSD E-Loco < _u;_;g!:, T NI _
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RS Memorandum for the approval of conﬁnement of 100 iocomotwes to MARQ e

Extract of the F’rocurement Procedure Manua[ deahng w;th Conﬁnement

dxrectors

: | Memorandum for ’(he approval of conﬁnement of. 100 kncomot;ves to CSR

[ 5 | Excerpts of the Transnet Board mmutes of the dated 24 January 2014
’ 6. - Email of 22 January 2014 from Mr F Callard to MrT Jnyane and Mr S Gama
! 7. CSR Proposal dated 14 March 2014. = "+ =y« L e L R |
8 Transnet RFP issued to CSR dated 26 February 2014, " -
| 9. CSR’s Excel spreadsheet outlining its Local Productiomr_\ _ancl Eii)ntent._m_ h; M _._‘ T
l_lO. Class 21E Locomotives Commissioning and Warranty records. e
11. I Schedule 1 of the Locomotive Supply Agreement between Transnet and CSR dated 17 March |
2014,
I 12. Payment Schedule for 100_ Locomotlves
13. Ul Emanl dated 10 October 2014 from Mr T Jiyane to Mr A Smgh and Ms N Galeni |
E‘_ - Memorandum by Mr B M_g!_ef_e Egltn_ej_[ensnet Board dateqw2_3 May 2014
15. CSR's proposal dated 26 February 2018 |
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CHAPTER 1:

: _,«_;;.;PROCUREM ENT PROCESS

11 A Background

it 1 it 1 In Apnl 2012 the Transnet Board approved the. procurement process for the
' s ,-_laCQUISl’(lOl‘I of 1064 Locomotlves to meet the tonnage or volumes set out in the
Transnet Market Demand Strategy (“MDS") ' r

' LThere was a defayin ﬁnalrsmg the pmcurement process for the 1064 Locomotrves
Wthh Transnet s ability to achleve the tonnage targets set out in the MDS

In order to salvage the. MDS targets Transnet embarked on: the procurement of-
the 100 locomotives that would be deployed to the Coal Export Line. tn turn, the
., Coal Export Line would release rts aging: 125 locomotrves to be deployed tothe -
. General Freight Business’ (GFB) to mltrgate agalnst the delays in the acqursntlon )
.of the 1064 Locomotrves Even thouqh the 125 locomotlves were released a ;
decrsron was taken to procure only 100 locomotrves asa replacement 1

1.1-4 :k,,Thls chapter analyses.the procurement complrance for the acqursrtron of the 100 .
focomotives by Transnet : . v L e

1.2 Conﬁnement submission to MARS b T 1)

1.2. 1 On 30 August 2013, the then Group Chlef Executrve (GCE) Mr Brian Molefe ("Mr
B Molefe”) submitted a memorandum? for the procurement of 100 locomotlves;'
from Mitsui & Co African Railway Solutions (Pty) Ltd (“MARS”) through the
confinement process.

1.2.2  Procurement through a confinement method is provided for in the Transnet
Procurement Procedures Manual (“the PPM”)2 under the following circumstances:

1.2.3  where genuine urgency has arisen, which is not due to bad planning;
1.2.4  where the services are only obtainable from one or a limited number of suppliers:

1241 forreasons of standardisation or compatibility with existing services;
and

1242  when the goods being procured are highly specialised and largely
identical to those previously executed by that supplier and it is not
in the interest of the public or the organisation to solicit other offers,
as it would result in wasted money and/or time for Transnet.

1.2.5 The reasons relied upon in the memorandum to confine to MARS were as
follows:

1 Exhibit 1: Memorandum from Mr B Molefe fo the BADC for the approval of confinement of 100 Locomotives to MARS.
? Exhibit 2: Extract of the Procurement Procedure Manual deaiing with Confinement.

March 2019 | www.mnsattorneys.co.za 5
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The _urgency m thrs case was trrggered by the threat that the MDS targets"‘ B
would not be- achreved asa result of the delays m the procurement of the 1064 T
a5 Locomotrves » : . e

; MARS would address the urgent trmehnes wrthln whlch Transnet had to procure X _
. 'since’MARS had prevrousry supphed Transnet wrth the c!ass 19E locomotrves i
- ~that were requrred for the Coal Export Lme and Bo A7k &,

1 ‘ 128 In vlew of the prevrous supply by MARS thls would result ln Transnet savmg

13

* Exhibit 3: Excerpts of the minutes of the BADC meating held on 21 October 2013.

o A2 months that ordinarily would have beenspent on desugn prototype bus!dmg g
and testmg phases lf a drfferent class of Iocomotrve was procured "R Y

Standardisation

12.9 As a result of Transnet havmg prevrously procured class 19k . locomotrves»-
from MARS, the acquisition of a further batch of 100 dass 19E wouid provrde"}a,
operational simplicity in that; s

129.1  maintenance practices would align with the existing me’i/htene‘h;ce_
regime;

1292  there would be standardised crew operations which wouid obviate
the need to train crew on a different set of locomotives; and

1.2.93  spares inventories would be standard.

Highly specialised and largely identical goods

1.2.10 Class 19E locomotives were regarded as modern locomotives and identical to the
ones previously supplied by MARS and that would have enabled MARS to deliver
within a short space of time.

1.2.11 The memorandum motivating for the appointment of MARS was, however,
withdrawn from the agenda of the BADC meeting scheduled for 21 October
20133,

1.2.12 The reason advanced by the management team that attended the Board meeting
for the withdrawal of this item from the agenda, was the alleged sensitivity and
media controversy caused by a previous acquisition of locomotives that Transnet
had undertaken through confinement.

Unjustifiable confinement submission to CSR

13.1 Exactly three months after the withdrawal of the memorandum® to confine to
MARS, on 21 January 2014, Mr B Molefe submitted another memorandum to
the BADC motivating for a confined award of 100 Electric locomotives to CSR.
The case for confinement to CSR was motivated on the same grounds as those
advanced for MARS i.e. {a) urgency, (b} standardisation, and {c) highly specialised
goods in a manner similar to the motivation submitted for MARS.

* Exhibit 4: Memorandum from Mr B Molefe to the BADC for the approval of confinement of 100 Locomotives to CSR.

| March 2019
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1.3.2 On 24 January 2014, the Transnet Board approved the acquisition of 100
tocomotives from CSR through the confinement methodS. The recommendation
of confining to CSR defeated the purpose and requirements for confinement as
2y setoutin the PPM for the following reasons:

I 'Urqencv comnrom:sed

’ 1 3. 3 Desplte the need to urgently procure the 100 focomotives, the requirement for

J j’urgency was -not met. by the*decision to confine to CSR on the basis that the

" " type of locomotives that was proposed by CSR ie. class 20E, required further

‘ ,"_f,modtﬁcatlons to. enable them to mteroperate thh the then ex:stmg class 19E
’:ylocomotzves ‘ 7 by :

RN 5 1'.3;;11“ - The mod;ﬁcattons resulted m the delay m the productlon of the Iocomot:ves dueﬂﬂ e
o S ’tothefollowmg wf' P om o > Eh e e TR o Dk

7

~ Sh ] g B¥ 1 3 41 - de519n mod:ﬁcatnons to the dass ZOE Iocomotfves

1 34, 2 butfdmg the prototype of the mod:ﬁed Iocomotlves and

B oy

l 3; 4 3 testlng and commlssoonmg of the modified locomot:ves .

1.3. '5”‘ f‘ln ‘our tnterwew6 wnth Mr Francns Caliard (“Mr F Callard”) he advnsed that the;\
" . .Business Case for the acquisition of the 100 Tocomotives was based on procurmg )
" the locomottves from MARS for the followmg reasons: JE

1 3.5. 1 MARS aiready had a desrgn for the class 19E locomot:ves '

1.3/5:2 MARS could urgent!y deliver the Iocomotwes and

1.353 the locomotives could provnde further standardlsatlon of the fleet -
as Transnet had previously acquired 110 identical locemotnves from(’".
MARS.

If these elements are not met, then procurement of the locomotives using the

confinement process would not comply with the PPM and thus unjustifiable.

Lack of Standardisation

13.6 The standardisation that was intended to be achieved initially through the
acquisition of the class 19E locomotives was wholly negated by the proposal to
procure the class 20E locomotives from CSR.

13.7 The above-mentioned point was brought to the attention of Messrs Siyabonga
Gama and Thami livane (“Mr S Gama and Mr T Jiyane' ") by Mr F Callard who
objected to the inexplicable change in the initial Business Case to acquire the 19E
locomotives. In his email dated 23 January 20147 he advised Messrs Gama and

Jiyane that:

“The 20E locomotives do not have the power and interoperability that was at
the heart of the business case. The implications are that the locomotives are

5 Exhibft 5: Excerpts of the minutes of the Special Board of Directors meetlng held on of 24 January 2014.
© In an interview conducted on 17 May 2018 at Transnet, TFR offices between MNS Attorneys and Mr F Callard.
7 Exhibit 6: Email of 23 January 2014 from Mr F Callard to Messrs T Jivane and S Gama.

March 2019 www.mnsattorneys.co.za 7
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'vv",,.f ,knot a heavy haul, and as a resuit the. calculatlons for Pro;ect Shongololo no_»; P
/ \Ionger hold and the pro;ects and volume targets may be at rrsk , :

V'(.:Furthermore the [class ZOE] ocomotlves cannot mteroperate wnth the current S
19E Iocomotrves addmg further comp!emty to the operat:ons” - 5

: “1'.‘3.48 i The compfexmes referred to in the emanl Were further explalned bV M*’ F Callard‘} l
A durmg our interview as being: - ’ o

the crew had to be taught to drive th:s new model of a Iocomotlve and a
dn‘ferent set of spares would have to be obtained for thus part; Ier cfass of
- rocomot:ves env:s:oned under the conﬁned award to CSR“ T oo

13.9 Inour mtervrew wuth Mr Frrkkle Harris A Mr F Harrls") She adwsed the MNS team.
that, as a result of the significant modifications. o the class 20 !ocomotlves the: .
locomotives that were eventually dehvered by CSR were c ass 21E locomct:ves L

1.3.10 Therefore, the same standardisation challenges that bedevdled the class ZOE’ L
locomotives equally applied to the class 21E locomotives that were eventua!ly .

delivered by CSR.

Goods not largely identical to previously supplied

1.3.11 CSR had previously supplied Transnet with 95 class 20E locomotives for the
General Freight line.

1.3.12 For the purposes of supplying the additional 100 locomotives for the Coal Export
Line, CSR had to significantly modify the class 20E locomotives. As a result of
the significant modifications, the type of locomotive that was eventually delivered
was a class 21E locomotive

1.3.13 These class 21E locomotives were thus not largely identical to the locomotives
that were previously supplied by CSR.

1.3.14 This s further confirmation that the confinement to CSR did not meet one of the
key requirements of the PPM that confined goods had to be largely identical to the
ones previously supplied.

1.3.15 In the overall, the memorandum motivating for the appointment of CSR did
not meet the requirements prescribed by the PPM. Even though the PPM is an
internal Transnet document, it nevertheless forms part of a legally binding and
enforceable legal framework with which the confinement to CSR had to comply.
This legal principle was established in All Pay & Others V SASSA and Others
2014 (1) SA 604 (CC) where the court ruled on the materiality of not complying
with SASSAs internal circular prescribing the composition of the Bid Evaluation

Committee. The court held that:

“The Circular and the RFP read together with the constitutional and legislative
procurement provisions constitute the fegally binding and enforceable
framework within which tenders had to be submitted, evaluated and awarded.

8 In an interview conducted on 11 September 2018, at Transnet TFR offices between MNS Attorneys and Mr F Harris.

8 March 2019 | www.mnsattorneys.co.za
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Compliance with the requirements for a valid tender process, issued in
accordance with the constitutional and legislative procurement framework,
is thus legally required. These requirements are not merely internal prescripts
that SASSA may disregard at whim. To hold otherwise would undermine
"~ the demands of equal treatment. transparency and efficiency under the

=0 Const:gg;gon {our emphasis).

1 3. 16 The above Judgement authontatlvely provides that internal polices at state-owned

e entities cannot simply be dlsregarded when it suits the relevant officials but must
 be adhered to as they promote the prrncrples of ‘equal treatment, transparency,
4 and efﬁaency espoused by the Constrtutlon Accordrngly Transnet officials were
requrred to observe strlct adherence to the provrsrons of the PPM.

CSR s Proposal non complrant w1th the! RFP requrrements At

\ 14 1 The CSR's. proposal9 dated 14 March 2014 drd not comply with some of. the ;
R requirements strpulated in Transnets RFP10 dated 25 February 2014.

. g ];.4; 2% . After the Board approved the conﬁnement process to CSR, Transnet requested
T . : CSR to ‘submit a proposal in: lme with the requxrements prescnbed by Transnet. .

- The column below Juxtaposes the deveatrons by the CSR proposal from the :
requlrements strpulated inthe'RFP; - = 0% 1 4 '

Z

RFP REQUIREMENTS : CSR PROPOSAL

DELIVERY Expéditious delrvery for acceptance | Deliver the first Iocomotrve ln ’
testing is a priority commencmg latest February 2015 and the last * l
September 2014 with completlon by | batch in September 2015 |
| March 2015. | Y }
| Any proposals on earlier delivery are
invited.” |

’ SUPPLIER This is a non-negotiable suspensive | 63% of the total price’
DEVELOPMENT condition and shall meet or exceed ‘ |
| 70% as measured in the SD Value
Summary |

1.4.3  ltis clear from the above column that the CSR’s proposal was not compliant with
the RFP requirements in that its proposed delivery fell way outside of the delivery
timelines envisaged in the RFP. Non-compliance with these timelines undermined
the very reason Transnet had to urgently procure the 100 locomotives through a
confinement process so as to mitigate the delays in achieving the MDS targets,

1.4.4  The compliance or otherwise of the SD requirement is also debatable on the basis
that Transnet had a threshold of 70% as measured in the SD value summary,
whereas CSR's proposal committed to 63% of the total price. It seems as if there
was no consensus between CSR and Transnet on the appropriate measurement

9 Exhibit 7: CSR Proposal dated 14 March 2014.
0 Exhibit 8: Transnet RFP issued to CSR dated 25 February 2014.

March 2019 ! www.mnsattorneys.co.za 9
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- “and comphance of the SD requcrements

‘ ) In lrghtofthe above CSRY was not ina pos(tlon to meetthe mostcntlcal reqmrements; '
?”:"strpulated in the RFP, thus there was no beneﬁt to Transnet for conﬁnlng the 100'
' focomot»ves to CSR oo : ; a e e

15 Non complrance thh Local Productlon and Content requ;rements i

1 5 1 Regutatlon 9 ( ) of the Preferentlal Procurement Pohcy Framework Regulatrons : ;
~.,’2011 made it mandatory“ for ‘organs. of the state ‘'when | Issuing RFPs: for
f.desngnated sectors, to make tt 3 condrt&on for brdders to comply thh the minimum e

threshold for designated sectors.

15.2  On16Jjuly 2012, the National Treasury issued an Instruction Note oh local content
and production which prescribed the minimum local production content for the
procurement of the locomotives to be as follows:

Classes of Rail- Ro"}ng Stock Stipulated minimum threshold
IDiesel locomotive | 55% |
| Electric locomotive | 60% ) - |
| Electric Multiple Units {EMU) | 65% :
f Wagons ‘ 80% |

15.3 Contrary to the provisions of Regulation 9 {1) of the PPPFA Regulations and the
Instruction Note, the RFP that was issued by Transnet to confine to CSR did not
expressly state that it was a condition of the RFP that CSR should comply with
the minimum threshold of 60% for local production and content.

1.5.4 The use of the word “must”, in the PPPFA Regulation 9(1) is indicative of the
fact that it was peremptory*? for the RFP to make it a condition for the bidders
to comply with the stipulated minimum threshold for local production and
content. It was therefore not optional for any organ of state to issue an RFP for
designated sectors without a specific condition that bidders must comply with
the stipulated thresholds.

1.5.5 Failure by the RFP to specify the condition for local production and content,
rendered the RFP to be irregular for non-compliance with the provisions of the

PPPF Regulations.

15.6 As a result of the direct failure of the RFP to indicate the required minimum
threshold, CSR submitted a proposal wherein:

1 An organ of state must in the case of designated sectors, where in the award of tenders local production and content js of critical
importance, advertise such tender with a specific tendering condition that only locally produced goods, services or works or locally
manufactured goods with a stipulated minimum threshold for local production and content will be considered.

2 WA Joubert et al, The Law of South Africa: 25 Part 1 Statute Law and Interpretation, pg. 399

March 2019 | www.mnsattorneys.co.za
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156.1 forty (40) locomotives would be manufactured and assembled in
China whilst sixty (60) locomotives would be assembled in South
Africa;*?
"15.6.2 its declaration and commitment for Local Production and Content
X ‘was. 15% far below the 60% minimum threshold prescribed by the
i Instructlon Note.14

P ] 15 7 jlt has since been conﬁrmed15 that mdeed 40 of the 100 locomotives completely
e manufactured in Chma e

; 158 *'vin v;ew of the. above the appomtment of CSR desplte its failure to meet the
G reqwrements of the Treasury Instructlon Note was lrregular

- 16 '"_"Advance Payment to CSR wuthout an Advance Payment Guarantee

18, 1, Clause 1. 2 2 {b) of Schedule 1 to the Locomotxve Supply ;wﬁa_:;reement16 concfuded B
: betvveen Transnet and CSR on 17 March 2014; prov»des as follows g :

“No mflestone payment shaH become due: , S RS
~~(a} . : g " e i i : ;
by exceptfn respect of the final milestone payment), until the contractor has ",
- provided’ evndence satisfactory to-the Company that the Advance Paymen’c L

" Bond extends to the amount due m respect of the apphcable m:lestonef‘\ 0
payment.” : S ‘

16.2 The practical effect of thls clause is that Transnet could no’c and should not have
paid CSR any milestone payment {except the final payment)- wrthout CSR first’
providing Transnet with an Advance Payment Bond as a form of secunty for.
milestone payments made by Transnet.

1.6.3  The rationale and importance for such a form of security was confirmed in
Teichman Structures (Pty) Ltd and Hollard Insurance Company and Another
24233/18 [2018] ZAGPIHC where the court held inter alia that:

“they are seen as protective measures for employers/beneficiaries against the
default of the contractor of its obligations under a contract.”

1.6.4 Contrary to the provisions of clause 1.2.2(b} of the LSA, on 1 October 2014
Transnet paid*” CSR a milestone payment of R1 320 000 000 including VAT (one
billion three hundred and twenty million) without CSR having provided Transnet
with an Advance Payment Bond as required by the LSA.

16.5 The payment of the second milestone payment to CSR, prior to the issuance of the
APG, was a direct breach of the LSA and exposed Transnet to unwarranted risk as
there was no security for the advance payment made to CSR.

32 See Exhibit 7.

4 Exhibit 9. CSR's Exce! spreadsheet outlining its Local Production and Content.

' Exhibit 10. Class 21E Locomotives Commissioning and Warranty records.

16 Exhibit 11: Schedule 1 of the Locomotive Supply Agreement between Transnet and CSR dated 17 March 2014.
7 Exhibit 12, Payment Schedule for 100 locomotives,

March 2019 | www.mnsattorneys.co.za 3 11
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The wrongfulness of paylng the muestone payment wrthout the requ:snte Advance
o Payment Bond was acknowledged by Mr Tleane m his emanl18 correspondence
"',.;dated 10 October 2014 addressed to Mr A Slngh and MS N Galenl wherem he

:stated that

s “l am aware that ’che lssue of the payment to CSR wrthout an APG exposes ;
Transnet 15 =

| take ful respons:blhty to the payment bemg effected Wlthout the APG bemg 8
lssued and Finance paid on mstructfons from my | ofﬁce 2 ] gy

16.7° ‘By hlS own:! admnssmn Mr T Jiyane acknowledged that he exposed Transnet to’ e
a grave risk’ by lSSUll’lg the mstructlon to effect payment to CSR pnor to an APG

id - O $ 5

being issued. ai_ oo L ek »/ BT, T T e

1.6.8 Itis clear from the above that this conduct was ln clear breach of the prescnpts ml
Schedule 1 of the LSA. L TR

18 Exhibit 13, Email dated 10 October 2014 from Mr T Jiyane to Mr A Singh and Ms N Galeni.

1z March 2019 | www.mnsattorneys.co.za
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MNS

CHAPTER 2:

UTHE INCREASE IN ESTIMATED TOTAL
' COSTS

2.1 Probiem Statement ; . P
[y 9} 2 1 1 On 24 January 2014 the Transnet Board approveol19 the procurement of 100
"'Iocomotwes from CSR at an ETC of R3 871 bnllron .On 17 March 2014 Transnet-
n “flsrgned a Locomotlve “Supply Agreement wrth CSR “for ‘the: supply of 100",«
5 _tocomotrves atR4. 840 billion. - . . = x

TP

212 ‘On 23 May. 2014 the Transnet Group Chref Executlve (the GCE) submrtted a J
: ~'memorandum2° to the Transnet Board accountmg for the |ncrea3e tn ETC from, :
: e R3 871 billion to R4. 840 billion. P A S N A : ;

i : ;12:1‘_._‘3 ' Thrs chapter sets out to provide msrght rnto the mcrease inET e pertammg to the
[, f“'k,"xcqursrtron of 100 equrvalent class 19E dua| vottage electrrc locomotrves '

2.2 Methodology | i TSR s Tl
In order to assess the accuracy of the reasons advanced by the then GCE rn the
memorandum, we undertook Inter alia the followrng steps 4 S : : i

2.2.1 analysed the financial model that formed the basis of the R3 871 bl"lGh to ensure
that all the assumptions on escalations, foreign currency forecasts ‘and- costs of.
design changes that were built in were well understood and appreciated. )

2.2.2 assessed the various line items from table 1 of the memo (including the base price
per locomotive, the escalation costs, and foreign currency costs) for reasonability
and, documented our findings.

2.2.3 determined a fair value for the transaction.

i® See Exhibit 5, Minutes of the Special Transnet Board meeting date 24 January 20714.
% Exhibit 14. Memorandum dated 23 May 2014 by Mr B Molefe to the Transnet Board.

March 2019 g www.mnsattorneys.co.za 13
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Ana!ysns of Increase in Estlmated Total Costs

‘ “ 1*2 3 1 Table A be[ow is an extract of Table i of the memorandum and deta«ls the cost
‘ ' ltems makmg up. the ETC 2 LT e PR

' Transnet GCE 7
JMemorandum;é
B PR Ea) i

|_ S mllf
| costs) , ) , - ; | .34 |
‘ fttern A: l Impact of exchange rate to contract date (backvvard lcoklng) . # | 3.69 !
| tem B: | Impact of inflation to contract date {backward lockmg) ) : - i 1.26 |
Item C: | Modification costs (and duties) e el . 3.47 |
| item D: | Cost to fix escalation (forward-looking) - 263 r
i Item E: | Foreign exchange hedging (forward-looking) ! 1.08 l
‘ | Discount negotiated | -2.47 ?
‘ 1 Final contracted price per locomotive | 44.00
‘ Item G: | Contingencies (@ 10%;) 440

1 Proposad ETC per locomotive (including contingencies at 109 I 48.40
‘ ] Proposed ETC for 100 locomotives (including contingencies at 10%j : 4 840.04
| ’ ETC requested par 21 January Board submission for 100 focomotives ! 3870.76

Increase in ETC for 100 locomoatives ‘ 969.28

14 March 2019 | www.mnsattorneys.co.za
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2.3.2  Our review of the various cost items listed in the table indicate that an increase in
the amount of R969.28 million was unjustifiable as some of the cost items were
either incorrect or inflated. The table below provides a comparison of each of the
cost items and indicate the extent to which some of them are not justified.

. Transnet GCE | | ‘
Recalculated Diffarence
‘Memorandum |
- | e
v ’ R’ mil R mil R’ mil |
Base pnce per locomotwe as of May 2013’ 3 24347 - 3095+ 3.39
(nc hedgtng & escalatlon ccsts) L B hid |
8 1 lmpact of exchange rate to contract date T J éa 0 (‘_’ -'4 | ETAC b
‘ fem A (backward !ookmg) S ot = S
| Impact of mﬂatmn to contract date (backward~ = o E
. i ; 1.26 1.50

‘ tem B; looking). " 2 8 i ; g

| tem C: Mo_d|ﬁcataon costs (lénkdduties} g 347 347 1 - 2

Has e ‘ : 263 TS N e

| hem o Cost to ﬁx escalatlon (forward lookmg) : 1.92% |0 I ]

Hem Bt Forelgn exchange hedgmg (forward Iooklng) 1.08 1.08 I S R

‘ 'Q;scount‘negatiated***; e ‘ «=2.47°] -2.09 1

‘ Final contracted price per locomotive 44,00 37.27 = ‘6,73.

ltem G: | Contingencies 4.40 273 067

| Prop.osed I?FC per locomative (including 48.40 41.00 740
contingencies at 10%)
Prop_osed E.TC for 100 locomotives {including 484004 410021 739.84
contingencies at 10%)

i ETC rajquested per 21 January Board 387076 387076

i submission

| Increase in ETC e | 96928 | 22944 739.84 |

*R30.95 mil is made up as follows: CSR locomotive price of R28.86 mil + FX adjustment of R1.20

mil + Inflation adjustment of R0.89 mil.
** The Inflation cost of R1.92 mil is not discounted to allow for the time value of money.

*** The negotiated discounts represent 5.32% of all preceding costs.

March 2019 | www.mnsattorneys.co.za 15
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: the memorandum explammg the i increase m ETC and our reasons why some Df }
= the cost ntems were not )UStlﬁed B &y s F

2 33 3 l Determmmg the Base Pnce

S

e L Tt - (@) The then GCE, in Table 1 of the. memorandum, started witha”
i Tt SRR e e price per locomotive of R34. 34 million. It was mcorrect'f, ’
ivr_\jfor the memorandum to: make reference to a base pnce‘
. per’ Iocomotnve of R34 34 because as at April 2012, CSR
i provided.a base ‘price per locomotrve of R28.86 million21.-
Thrs was. in respect of a Class 20E Iocomotlve whlch still”
0 requrred mod:ﬁcatrons in order to be classrﬁed as a Class 19E’ f
Equrvalent o e )

(b) For the purposes of determmmg the base prtce as at May,
2013, we have adjusted the R28.86 million for mﬂatron and” .
foreign currency movements from April 2012 to May 2013..
and arrived at revised based price of R30.95 “miflion per.
locomotive obtained. This represents an excess of R3.39
million per locomotive.

2332  Item A: Backward-looking Foreign Exchange rate impact

(@)  ftis unclear why the Memorandum referred to a Rand per Yen
exchange rate when the CSR RFP submission referred to a
Rand per Dollar exchange rate. The recalculations have been
done following the justifications from the Memorandum. The
conclusions may differ materially if the calculations are based
on the Rand/Dollar exchange rates.

(b)  The computed price per locomotive of R30.95 million was as
at May 2013. An allowance was therefore made for foreign
exchange rate movements between May 2013 and March
2014, the contract signing date. Exchange rates obtained
from the South African Reserve Bank ('SARB’) website
show a 3.51% depreciation of the Rand against the Yen from
R0.1015 per Yen to R0.1051 per Yen.

(¢}  TheTreasury Instruction Note required that a minimum of 60%
of the locomotive must be locally produced, with 40% foreign
content. Assuming that 40% of each of the locomotives was
being manufactured abroad, an amount of R0.43 million per
focomotive was arrived at for the backward-looking foreign
exchange rate impact. The amount of R3.69 million from the
memorandum represents an excess of R3.26 million {over the
R0.43 million} and requires justification.

"1 Exhibit 15: CSR'’s proposal dated 26 February 2018

16 March 2019 | www.mnsattorneys.co.za
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2333 ltem B: Backward-looking inflation impact

(@) The computed price per locomotive of R30.95 million also
made no allowance for inflationary pressures between May
2013 and March 2014, the contract signing date. Producer
Price Index (‘PPI') levels were extracted from the Statistics

~South Africa ('StatsSA’) and the Organisation for Economic
. Co-operation and Development {‘{OECD’) websites.

" (o) Table B1 below details the actual PP rates for South Africa
and Japan and the assumptrons made for local and foreign
content & DT SRS T 15

e B fa

ol ;V;Ta'b'e B 1 b

PRI .., 1 |Centent .. .. /JT»I"‘fl Weighted average = = <«

1 South Africa 7 42% . | | 60% - -

“lapan o Lo e feo% T

{c) A wexghted averdge rate of 4 86% was appited in computmg
the backward- tookmg mﬂa’uon/escalatzon cost of Rl 5 million
perlocomotlve The memorandum, however, noted an amount :
of R1.26 million per: Iocomotlve (RO 24 .million fower) The
rates used and the respective welghtmgs apphed to Iabour'
costs, material costs and CP! will need to be provided for a *
reconciliation of the R0.24 million to be carried out.

2.3.3.4  Item C: Modification costs

(@) The Class 20E CSR locomotives required modifications at
a cost of R3.47 million per locomotive before it could be
classified as a Class 19E equivalent. The modification costs,
obtained from the CSR RFP submission which was valid till
the end of March 2014, were added to the locomotive price
computed as at March 2014.

(b} It is worth noting that the memorandum included these
same modification costs, having started with a base price
for a Class 19E locomotive which is assumed to require no
modification. There was no rational basis for the inclusion of
these modification costs.

March 2019 | www.mnsattorneys.co.za i7
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| Number of
| Locomatives

Table D 2

i S
| South Africa

Japan

Item D Forward lookmg escalatlon/tnﬂation tmpact
- fa) ,
s Jan mﬂatton at R2. 63 mlllron per tocomotlve as at March 2014 In -

. recalculatmg this cost, the 18 month de lvery scheduie wnthk
oy the assumpttons as per Tab e: Dl and PPI for South Afnca
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The memorandum pegged the cost to ﬁx forward lookmg

Fely‘:'—u Ma!— Apr |May ‘Jun -

2336
(a)

18 March 2019 | www.mnsattorneys.co.za

Aug- | Sep |
| 15 15 15 15 15 ks 15 15
i Ll = B e
13 |13 ‘ 13 18 |13 |13 hE s |
|
PRI Content Weighted average
6.0% 60% 3.60%
2.0% | 4(_)% 0.80%
4:1-0%

The assumptions of 6.0% for South African PPl and 2.0%
for Japanese PPI going forward were higher than the long-
term averages, as per data obtained from Trading Economics.
The weighted average rate of 4.40% is also higher than that
assumed in the 100 locomotives Business Case, making
for more conservative assumptions. The recalculated cost,
to account for future inflation over the 18-month period
from March 2014 to September 2015, was R1.92 million
per locomotive. The additional amount of R0.71 million per
locomotive could not be accounted for.

Item E: Forward-looking Foreign Exchange rate impact

The justifications provided in the memorandum with regards
to the forward-looking foreign exchange rate impact referred
to a Rand/Dollar exchange rate, making for inconsistency with
Item A. No reference has been made to a Rand/Yen exchange
rate. The reason for which the backward-looking calculations
were based on the Rand/Yen exchange rate and the forward-
looking calculations, seemingly, on a Rand/Doliar exchange
rate are unclear and need to be justified.
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(b) The 100 Locomotives Business Case? modelled future
foreign exchange movements using data obtained from the
Bureau of Economic Research (‘BER’). These are forecasts
and not foreign exchange hedged rates. Given Transnet's
policy on the management of foreign currency risk, it can
only be assumed that the currency risk was to be borne by

; CSR after agreelng on the forecasted exchange rates. The
'”""’y,‘j assumptnons used irrthe 100 Locomotives Business Case are
~".as per Table E1 below. "

: e \2013 2014 sy T
| Rand/Yen - 00982 00,0923 !_0.094e._ T SNy

_fle.os% M "5_‘.-4.2/’7%7

| Rand appreciation . ‘ i

5,'{"c")f The calculattons show an apprecuatlon in the value of the . .
" “Rand agamst the Yen when taking the 2013 rate as a base . .
- rate. If these rates. were used to determine the cost of ﬁxmg e
~  foreign currency risk over 2014 and 2015 the- lmphcatlon Tk
“would instead be ‘@ benefit to Transnet {being reflected as -
‘a negative. amount) -anid.not the cost of R1.08 mllhon per. .
locomotive reflected in the memorandum

(d) The cost of R1.08 million per locomotive was nonetheless
assumed given the lack of clarity on the exchange rate-
definition (Dollar or Yen) and the Jevels assumed.

2337 ltem G: Contingencies

In keeping with the assumptions in modeling the Business Case,
we allowed for a 10% contingency on all costs (the base price,
modification costs, backward- and forward-looking inflation, and
foreign exchange costs). In keeping with the memorandum, the
discount was allowed for before accounting for contingency costs.

2.3.3.8 Discount

A discount of R2.47 million per locomotive seems to have been
agreed to on 17 March 2014, the contract signing date. This
represented (approximately) 5% of all costs. A different (and likely
lower) agreement might have been reached on the discount had
the recalculated figures, as per this Report, had been presented.
We have therefore allowed for a proportionately lower amount of
R2.09 million discount per locomotive.

%% Exhibit 15, Procurement of 100 New 19E Equivalent Duat Voltage Locomotives-Coal Export Line dated 30 August 2013

March 2019 | www.mnsattorneys.co.za i 19
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MNS

23.4  From all of the above, it is clear that an increase in ETC of R969 miliion is not fully
justifiable. It is our view that an increase in ETC of R230 millicn would have been
more appropriate.

20 March 2018 | www.mnsattorneys.co.za



TRANSNET-REF-BUNDLE-08588

CHAPTER 3:

:3’.1‘; ; lntroductaom \ LR
z 31 1 Transnet is a state owned company ‘established. in terms of section 2 of the

_Legal Successmn to the South Afncan Transport. Serwces Act, 9 of 1989, and
mcorporated m terms of the' company laws of the Repubhc of South Afnca

3 1. 2 Transnet is’ also hsted under Schedule 2 ofthe Publcc Fmance Management Act 1' :
7 "of1999 (PFMA). ‘ bt o NG E U

{ »‘ B /bv B § B
3.1’:"’3{; As a result Transnet must comply with the provnsnons of the PFMA and the»' g
j v Lompames Act 71 of 2008, as amended { Compames Act ) ‘ ~ i

o 31 4" The Compames Act outhnes the followmg duties of a dlrector

3 1 4 1 n terms of Sectlon 76 {1} a director must not use a posmon of a’) ‘ 7
= dlrector to knowmgty cause harm to the company S o

3142 :ln terms of Section 76 (3} a director of' a company when actmg in v_'
<. that capacity must exercise the powers and perform the functtons‘
“ofadirector: . ;

(a)  in good faith and fer ;5 proper p_urposef
(b) in the best interest of Transnet: and

(c) with a degree of care, skill, and diligence expected from a
person occupying a similar position and having the general
knowledge, skill, and experience.

3.1.5 Section 76(4) of the Companies Act provides that in relation to any matter arising
out of the exercise of a director’s powers or in the performance of a director’s
duties, a director would have satisfied the duty to act in good faith and in the best
interests of the company and with the necessary care and skill, if the director:

(@) took reasonably diligent steps to become informed about the
matter;

(b)
(c}  made or supported a decision which he believed on a rational

basis to be in the best interests of the company;

(d) made a decision or supported a decision of a committee or
the board in relation to a particular matter based on rational
basis for believing and did believe that the decision was in the
best interests of the company, and in reaching this decision,
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7 a dlrector is entetled to rely on an oprnlon or recommendatlon
o of a relevant colteague and or a professronal advrce from a-"
' suitably quahﬁed professronal ina partrcular ﬁeld

; The Compantes Act outlmes vanous ﬁducrary dutles that dsrectors of a company bl
i such as’ Transnet are’ required to- cornp!y ‘with as they execute their duties.” -
N Thrs chapter will demonstrate how inter alia Messrs Bnan Molefe Anoj Singh,
AR Scyabonga Gama and.Thamsanga erane b ched their ﬁducl_ary dp_’ues during -
> the procurement ofthe 100 locomotlves L PR s e

S Submlt’nng a memorandum to the Board recommendrng conﬁnement to CSR =

32.1 On21January 2014 Mr B Molefe and MrA S!ngh recommended a memorandum N
to the Board motivating for conﬁnement of the' award of the tender for supplying .
100 electric locomotives?. The conﬁnement to not in Ime wrth the prescnpts of' ‘
the PPM in that: 5 A ' '

3.21.1 CSRwasnotina position to urgently dehverthe requtred Iocomotlves
within the time period required; and ol

3.2.1.2  The locomotives proposed by CSR could not be standardised ”
with the Transnet fleet and were not largely identical to the ones
previously supplied by CSR.

3.2.2  Had Messrs B Molefe and A Singh followed the expert advice within TFR? they
would have known that the amendment of the original memorandum without
TFR's technical input, would fail to satisfy the PPM requirements regulating
confinement.

3.2.3  Their submission of the memorandum without the technical input was a breach of
section 76(3) of the Companies Act which imposed a fiduciary duty to act with a
degree of care, skill, and diligence expected from directors in a similar position and
with equivalent experience.

3.3 Failure to alert the Transnet Board to objections to confinement to CSR

33.1  On24July 2014, Messrs S Gama and T Jivane attended the special Board meeting
after having received Mr F Callard’s communication advising that confining to
CSR instead of MARS would not be in line with the requirements for confinement
as CSR was not in a position to urgently deliver the appropriate locomotives to
Transnet.

3.3.2 Messrs. S Gama and T Jiyane did not engage with Mr F Callard in order to properly
interrogate the query and be in a position to decide and or give guidance to the

Board.

3.3.3 Messrs S Gama and T Jiyane should have at least alerted the Board to the queries
raised in order for the Board to be in a position to make an informed judgment.

3.3.4  Intheirfailure to inform the Board of the queries by Mr F Callard from the operating

sy
# Mr Francis Callard, as the author of the original memorandurm to confine the 100 locomotives

22 March 2019 i www.mnsattorneys.co.za
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division viz TFR, Messrs S Gama and T Jiyane breached:

3.3.4.1 section 76(2)(b) which obliges the director to disclose material
information to the Board at the earliest practicable opportunity; and

3.3.,4.2;- section 76(3) that requires the directors to act with a degree of care,
e p skitl, and dmgence expected from persons in a similar position and
© with equrvalent expenence

34 "‘;'\,,Submrttmg a mlsleadmg memorandum to’ the Transnet Board justifying the ETC
Lt escalatfon from R 3.8 billion to R 4. 4 billion” -~ o Sy

© T34 1 ' On 23 May 2014, Messrs B Molefe S’ Ga and A Smgh recommended a
‘ vmemorandum to the Board accountmg for the i mcrease in the acquxsmon costs
of the 100 Electric Iocomotlves from R3.8 billion to R4 4 billion, Chapter 2 of this
Report demonstrates that this. memorandum contamed unreasonably inflated . -
amounts of ‘monies atmed at Justn‘ymg the acqu:smon cost of R4.4 bllhon s

3._4.2 Messrs B Molefe _§ Gama and A Slngh facled to properly mterrogate thep
IR ~memorandum and note the unreasonableness of the explanatlon set out in the
memorandum ‘ : " g

'3.4.3 Asa result of the above actnons Messrs B Molefe, S Gama and A Smgh falled to

. actwitha reasonable degree of care skill, and dthgence requsred from dlrectors in. -
- their position as prescnbed by sectnon 76(3) of the Compames Acti -

35 Conclusion : gt e, o

35.1 This report has established the following in relation to the acquisition of 100
locomotives from CSR:

35.1.1  the confinement of 100 locomotives to CSR was not in compliance

with the PPM as it did not meet the requirement of urgency,
standardisation, and highly specialised goods as prescribed:

35.1.2 the CSR proposal did not meet the objectives of confinement as
set out in the memorandum of 21 January 2014 approved by the
Transnet board of directors;

3.5.1.3  the acquisition cost escalated from R3.8 billion to R4.4 billion. The
memorandum submitted by Mr B Molefe, and recommended by
Messrs A Singh and S Gama, justifying the increased cost of R969
million unjustifiably inflated the factors that contributed to the
increase. As a result, Transnet overpaid by at least R3.47 million per
locomotive and at most, R6.2 million per locomotive: and

3514 Messrs B Molefe, S Gama, A Singh and T liyane, failed in their
fiduciary duties in the acquisition of 100 locomotives from CSR,
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In hght of the ﬁndmgs in the prevrous chapters |t rs recommended that the Transnet Board must

41 instltute drsuphnary proceedmgs agamst MrT erane for famng to alert the Board about : j ”
the objectlons raxsed agalnst awardmg the 100 Iocomotrves to CSR :

4.2 refer and/or report some of rts former executrvesZ5 to the Judrcral Commrssron of Enqurry
into allegations of State Capture for thelr further mvestrgatrons e i fo G0 :

43 institute civil proceedings to recover Iosses suffered by Transnet asa resuit of the conduct 7
of its former senior executives?, : o

% Messrs B Molefe and S Gama
% Messrs B Molefe, A Singh and 8 Gama

24 March 2019 | www.mnsattorneys.ce.za
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Trensfiet SOC Lid Cariton Centre P Box 72501 TRARNSNENT
Reglstration Rumber 150 Commiiesioner Str. arediewr, sohannesburg T
1996/0009G0/30 Johannesturg W Afiice, 2322

2001 T 7715 368 3001

- F 42713308 2638
MEMORANDUM

WWw. ranssel, nef

T0: Transnet Board Acquisitions and Disposals Committee (BADC)

FROM: Mr. Brian Molefe
DATE: 30 August 2013

SUBJECT: MITIGATION OF MDS VOLUMES AT RISK THROUGH THE INVESTMENT IN AND
PROCUREMENT OF 100 CLASS 19E EQUIVALENT DUAL VOLTAGE FLECTRIC
LOCOMOTLIVES AND 60 CLASS 43 DIESEL LOCOMOTIVES.

PURPOSE
1. The purpose of this submission is to request the Transnet Board Acquisitions and Disposais
Committee to recommend (o the Transnet Board of Directors the following:

&) Note the tisk to TFR MDS volumes through insufficient traction power resulting from the
delay in the procurement of the 1064 locomotives:

b) Note the investment in and procurement of 100 Class 19 E and 60 Class 43 Diesels wili
protect 24.5 mt of General Freight volumes at risk resulting from the delay in
procurement of the 1064 locomotives,

¢} 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 (exciuding borrowing costs):
{Annexure A)

d) the confinement and award of the procurement for the 100 Class 19E equivatent electric
iocomotives to Mitsui & Co African Railway Solutions (PTY) LTD (MARS):

e) the investment in and- procurement of 60 Class 43 diesel locomotives for General Freight
in the amount of R1 826 m (excluding borrowing costs):

f) an extension of the current contract with General Electric South African Technoiogies
(GESAT) for 60 Class 43 diesel locomotives:

g) The above awards will be conditional subject to paragraphs 78 and 79 and

fi) The GCE be delegated the power to sign and conclude ali relevant documents to give
effect to the above resolutions.

EXECUTIVE SUMMARY

2, The TFR locomotive fleet plan was first approved by the Transnet Board in April 2011 and
updated with the 1064 GFB locomotive submission, The proposed locomotive acquisitions are in
ine with the fleet plan and have been budgeted for in the 7 Year Market Demand Sk ategy
(MDS) 2013/14 - 2019/20. The delay In the 1064 fleet acquisition has put General Freight
Business (GFB) MDS volumes at risk. The Class 19E dual voltage electric and Class 43 diesel
focomotives recently delivered are modern capable locomotives. The Class 195 elag

tri \
e e LV |“|:;l
BADC 100 GO Locos F_Exco upd«tn 0829 updated Page 1 8’}0/ / 013 )\
V(N
100 Nasv Class 19E Equivalent Coal Line Locometives and 50 (ass 34 Diasels ) \‘// ‘\\J

Trensnet EXCO recommendation to BADOC
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locomotives will be deployed on the Coal Export line which wili enable the release (cascade) of
125 Jocomotives to General Frelght., This submission proposes en accelerated procurement to
mitigate Genera! Freight MDS volumes at risk by confining 100 Class 19E electric locomotives to
MARS and extending the current Class 43 Contract with GESAT by 60 loccmotives. The
zccelerated 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).

3. The Class 1SE dual voltage electric and Class 43 have proven themselves in service and will
improve service quality through improved reliability and reduced maintenance costs.

4, This accelersted acquisition does not put the MDS cash flow at risk and the 1064 acquisition
remain unaffected, The acquisitions are funded from the current MDS. The delay in the 1064
will extend its funding to beyonrd the 7 year pericd.

5. The proeposed transactions do not increzse the risk related to the 1064 tender process.
6. Socio-economic benefits will be realised in line with existing commitments and expectations,

GOVERNANCE PROCESSES

7. The following governance processes were foliowed in developing and approving the business
case. In each case the queries and amendments were dealt with,
2) The matter was tabled and recommended by Transnet Frelght Rall Investment
Committee on 15 July 2013

b) The matter was tabled and recommend by Transnet Capital Investment Committee
{CAPIC) on 19 August 2013

¢} The matter was tabled and recommended by Transnet £XCO on 21 August 2013,

BACKGROUND
8,  The status of the TFR Fleat Plan is sm.nans&d in the table bclow
| ] Approved RFP /- . “This - 5 rU{UYe
L © 1 FleetPlan. | Contracted | Suom ss_f_on -
| coal Fleet 117 ___| - | w0 | sz |
| GFB | 1064&85 i064&3s |  s0 | - |
| OreExportline [ 32826 32 |- 26 |
o The future acquisitions for the expansion of the Coal Export iine to 87.5 mt and the Ore Export

line to 80 mt wili depend on market conditions and development of the full supply chain across
alt stakeholders. )
10.  The submission is to mitigate locomotive shortfails over the next four years in support of TFR
MDS volumes through: )
a) Accelerated 100 Class 19E equivalent dual voltage electric locomatives for the Coal
Export Line which will release locomotives to General Freight before the locomotives run
out of their useful life,
b) 80 Class 43 Diesel Locomatives for General Freight.
11, TFR’s Corporate Plan sets out the 7 Year Market Demand Strategy (MDS) 2013/14- 2019/20 to
virtually double General Freight volumes to 170 mt by 2019/20. This requilres an lnwgrated and

'r

BADC 100 60 Locos F_Exco up’hte 0829 up r’ated Page 2 ¥ ;_§/\30/2013
¢
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synchronised approach across locometives, wegons, infrastructure and personnel, These
aspects were covered in the 1064 business case submission.
a) The 1064 locomative business case which drives the General Freight volumes received its
PFIMA approval in August 2013, The 1064 business case was in support of the iocomotive
fleet plan linked to the annual volume increase end the run out of the existing fieet.

12, Al the time of the tabling the 1064 Lusiness case, the 465 diesel and 599 electric celivery
timelines were based on the RFP then in the market, The exhibit below details the locomotive
delivery timelines thal were modelled as per the RFPs and used as the base case assumption,

|l Annual locometives to be dalivered accarding to the 2 o |

| Diesel and Electric RFPs B pavit

Tolal = 1064 focomtives pxocired
13/44 14/15 {516 16117 17/i8 18/49
13.  The PPPFA exemption also contributed to the delay of the 1064 procurement timeline.
14, 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 reviewea by the Locomotive Steering Committee to ensure a
= compressed timetable to further mitigate volume risks to the MDC.

15.  Even with the 1054 business case being approved, there is a revenue shortfall which is
exacerbated by the delay in locomotive defivery.

3ADC 100 60 Locos F_Exco update 0829 updated Page 3 /Z ({/

100 New 19€ Equivalent Coal Line Locomiotives and 60 Ciass 34 Dxese.s
Transhet EXCO recommendation to BADC

\

‘%13 : \\\

\_



TRANSNET-REF-BUNDLE-08597

; — |
‘ The 1064 tocomotives are instrumental in capturing MDS target |

revenues, but a revenue shortfal] will persist due to procurement
timelines lagging target demand

i Revewe B Reserioz ol ri de lo o dhocfall

toge . AT e Bl

- R B 064 fivrenertat ievauz !
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i
)
;
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16.  The DS shortfalls are tatled below. Even without any celay in the 1064 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 MDS$ Shortiall Scenarlo o [
M Tons 201324 | 2014/15 | 2015/36 2015/17 C.”‘ff‘::?"e
No Delay I Y, 14.7 5.3 41 3252
Year Delay 8.5 15.5 16.4 18.5 62.97
Rand Milllon '
I ===} |
| No pelay L1716 3663 1672 1031 8143
| Year Deley 1929 4 850 4373 48po 16111
1064 Year Delay )
M Tons | 1z 48 101 | 144 2045 |
| i
vand wmillion g7 7¢ 20 7585 !
Rand Millio | 272 | 1187 2701 1 3309 o

17.  Should the 1064 locomaotives be delayed by two years then the General Freight MDS shortfall
Sre“aro worsens as shown in the following table.

| MDS Shortfall - Two Year Deiay |

| RN - A Cumu*a‘ne
Shortiall ! 2013/14 - 2014715 2015/15 o i1s/17 ot} t
M Tons 1.2 7.5 18.0 285 56.59
Rand Million 272 1855 4 804 7922 ;4 864
MOTIVATION

18, The program and motivation below partially addresses the above MDS shortfall in the early
years protec’tmo tons and mcome per the table beio

i ——r——
Income Protected 2013/14 | 2014715 | 2015/16 2016/17 ﬁzt";,‘”a‘"e ﬁ / }L\
et o e T e 4 ML i a AS s it = i o i - e ¢ S ot Fomeni ey e e ot < e i Al ! = i o i v st 5 i e s T b s ,q .‘\\_. R
BADC 100 50 Locos F_Exce update D829 updated Page 4 8/30 EJIB
100 New 19E Equivalent Coal Line Locomiotives and 60 Class 34 Diesels (5 N

Transnet EXCO recommendaticn (o BADC
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I Avg. Rard / Ton 225.4 2447 | 2554 262.0
100 19€ - Tons Protected 2.4 2.4 ia | 72| 16.44 Toms
income Protected Rm rsér | Rssy | R1134 | R1901 | R4163
| G0 Diesels Tens Proiectec’“ T 3.8 7.3 75 | 196 Tc‘?
[income Protectedhm RS20 | R2018 | R2086 | A5033
{TotalTons 24 €z | 123 | 151 | 26.0410ms
: f lncome Protected Ren i R 541 R1 511__' R 3152 R3987 R9 157__J

M
e

The prime motivaters for this submission are to:

a) Protect General Freight volumes through delivering diesel and electyic locomotives eariier
than is possible through the 1064 program.

b) Ensure delivery earlier than the 1064 program by!
i, Confining the procurement of the electric locomotives
ii. Extending the current diesel locomotive contract,

MDS Shortfail — 100 Class 19F Dual Voltage Electric Locomotives:

20.  The 100 Class 19E locomotives will be deployed on the Coal Export Line which will enable the
release of 125 locomotives to the General Freight netwoik protecting approximately 16.4 millicn
tons (cumuletive 13/14-16/17} of General Freight in the 7 Year MDS volume targets and thus
allowing growth in the GFB market which would not have been possible because of the 1054
locometive procurement delay,

21, The locometive fleet plan presented to the Transnet Board in April 2011 proposed 112 new
locomotives to meet an unconstrained coal export demand of 97 mit by 2015/16 with a
proposed fleet of 308 electric locomotives, The “Capital investment for Export Coal 81 ny”
precicated replacing the aged fleet with Class 1SE equivalent locomotives. The updated
lscomotive fleet plan of April 2012 accompanying the 1064 Generel Frelght locomozive business
case also predicated 112 new locomotives for the Coal Business,

22.  Subsequent to the Fleet Plan, the operaticnal model was revised to take full advantage of the
dual voltage capability of the Class 1SE locomotive. The changeover to the new operational
model commenced in July 2013 and will build up as drivers are trained cn Radio Distributed
Power operations on the current fleet and new the locomotives become available, This changes
the future mix of the Coal Fleet. The new operational model is bringing about greater

o

efficiencies and creating capacity.

™)
(WS}

The 112 locomotives were for expansion and replacement, Due to the volume shortfall in MDS it
was decided to accelerate the acquisition of 100D elecirics to enable the cascade of 12§
locomotives to GFB and mitigate the MDS volume risk.

1]
I

Cascading focomctives to General Freight will assist in mitigating the delay currentiy
experienced in the 1064 program. In ail cases the cascading will facliitate growth though to
2017/18 when the 1064 delivery begins to have significant impact, The class 7€ and Class 10F
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,

. _ 4’74 i@‘;\
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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 effidency reguires 200 wagon trains to byrass 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 7€ lccomotives depends on the
acquisition of the 100 Class 19E 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
¢) 120 end 2016/17
The first lecomotives are cascaded in 2013/14. There are no or minimal cascades in 2014/15 as
the locomotives are being delivered and commissioned. The effectiveness ¢f the cascade is felt
in 2015/16 and beyond. -
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,
The exact allocation to the areas below will be determined at the time of cascading according to
operational priorities.
a) Manganese exports through Ngqura; Manganase 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
focomotives have been delivered where after the Class 7E sarizs will be retired.
b) Thabazimbi ~— Pyramid South; This is an AC electrified section served by Class 7€
series locomotives and the predicted volume growth is:

o —¥ - 2016/1 | 2017/1 | _ . ,
Year | 2013/14 ‘ 2014/15 | 2015/16 l| 7-6/- |I -2018/ gzms/m_ i_z_gne/zq

MTors | 8863 | 10247 | 15135 | 17056 | 18446 | 22.837 | 22812 |

¢y Cascading the Class 7E Series will facilitate volume growth through to 2015715 as we!l as
the potential life extending / technclogy changing modification on the cascaded Class 108
series,

d) Maputo Export: This is a DC electrified section stitable for Class 18E locomotives only.
The cascaded Cless 10E will release Class 18E focomotives from other sections which will
be transferred Into this section. The tonnage increase Is:

|

— e

2014/15 | 2015/16 ‘ 201(;'/1-7"I 2017/18 | 2018/19 | 2013/20

Year 2013/14

e 5 S — : j

6421 | B.353 12.46% { 13.49% 16.446 | 21,168 21.598

| Mons

e) General Freight on the Coal Line: This traffic uses DC traction or Diese! locomotives
to Ermelo and then AC electrification to Richards Bay. Currently Class 7E3 locom(@‘ti'ves

o ) ¥
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are designated for this traffic south of Ermielo. Releasing Class 11F locomiotives from the
export coal operation will enab 1 the additional traffic and also subslitute for the current
Class 783 which will ba caq d

f— —_—

. r s e
| Year | 2013/14 | Lom/ls ‘ 2015/16 ‘ 2016/17 | 2017/18 | 2018/19 ? 2018/20 ‘
| R Y | ] N ) IR
‘ MTons | 10702 | 11sm i 15.404 | 15,036 [ 15.73 16.032 ! 16.470 |
30, The TFR Business Plan volume projections for the Coal Export Line are;
I pctval [ Actual | Budget Projections i
] | - LS 1
2011/12 2014715 | 2015/16 | 2016/17 2017/18 ‘ 2018/19 | 201820 |
——— : g | =2 J
. 677 | 891 ' 7700 | 8100 | 8100 | s400 | 95.00 ‘ 0750 | s o |
|_Loel rAL o b e ! : — = N - ¥ ___.i______ N [
31, The 100 Class 19E business case articulates the benefits of the earlier than previously planned
delivery of the lccomotives to the Ceal Export Line,
32, The market analysis and infrastructure investment for “Capital investment for Export Cozl 81

mt” was recommended by Transnet Board on 16 February 2011 anpd approved by the
Shareholder (Minister of Public Enternrises) on 20 June 2012.

33, Other aspects more fully covered in the 100 Class 19F Locometive submission are:
a) Reliability and Cperational efficiency
b) Savings on operational expenditure and capitalised maintenance
¢) Energy Savings
d) tocomotive Fleet Plan and Standardisation and its benefits which Include:
i The fleet is standardized with operational Interoperability
i, Standard maintenance practices are propagated
fit. Reduction in spares holdings and special tools

MDS Shortfall — 60 Class 42 Diesel Locomotives

34, TFR s in the process of acquiring 143 class 43 Diessl locomotives from GESAT which have been
delivared over the past two years which are have proven to be a capable locomotive, Given the
MDS volume shortfall it Is proposed that a further 60 locomactives be acquired from GESAT to
further mitigate the voiume risk as theose in the 1064 program are now likely to come on stream
in 2015,

35, 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.

36, The 60 locomotives have a potentiai mitigation of 3.8 = 7.9 mt at an average 8 149 GTK's par
loco per month exceeding the current Phalaborwa — Richards Bay flow. The potential income
protection Is R5033 m (cumulstive 2014/15 - 2015/16). The exact aliocation of the &9
iocomotives will be confirmed at the time of deployment over the following flows:
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a) Bolswana Coal to Bulk Connesion and Richards Bay,
I Potential 1.8mt — 2.8mt
ii. Diesels required: 35 inclusive of technical allowance,
fli. Potential GTK's per loco per month: 5 657

b} Elithen{ Coal from Sterkstroom to East London
i. Potential Imt to 2.5mt
ii. Diesels required: 15 inclusive of technical alicwance
fii. Potential GTK's per loco per month: 12 784

c) Manganese from Postmasburg to Bloemfontein / Rloemcon
[, Pofential 1 - L.6mt mostly from new entrant miners.
ii. Piesels required: 10 inclusive of technical ailowance,

iii. Potential GTK's per lcco per menth: 7 821.

PROJECT BENEFITS

37.  Protection of GFB MDS income and targets amounting to R4 163 m for the 100 Class 1SE and
R5 033 m for the 60 Class 43 Diesels over the period 2013/14-2016/17.

L
(0]

. Coal Export volumes and income are protected though improved reliability.

@3}
0

Sustainability objectives as per the Transnet Sustainability framework are met threefold:

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
competitive and allows emerging miners (o enter the coal export market,

b) Sustainabifity from a social perspective is met through the optimisation of
manufacturing facitities, job creation and proactive stakeholder engagement.

¢} Sustalnability from an environmental perspective in energy savings through (i) the
improved efficiency of the new locomotives and (ii) the overall energy saving through the
regenerative capability of the locomatives.

40.  The programme will support the shift from road to rail as the cascaded locomotives take up the
shortfall in the General Freight market.
41, Benefits specific to the 100 Class 19F include:
2) Energy savings will be achieved with &n 18% improvement in KVA requirements over the
old technology Class 7% and Class 10E locomotives,
b) The regenerative capability of the new locomotives introduces further energy savings of
between 22% and 26%.
) 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.

42,  Benefits specific to the 0 Class 34 Diesels include:

: i f
a) Fuels savings of 8% over the older diesel fleet, kV\
t [y
."’ j_:)}\\
= N\
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b) Significantly reduced failures compared to the current diese! fleet im: groving availability
ard reliabliity.

€} Standerdisation of maintenance regimes vith current Class 43 flest,

d

A

Virtwal eliminstion of significant damage lo rail infrastructure (skid-marks) which are
prevented by tha modern traction control system,

e) The characteristics of the locomotive more closaly match that of the electric flect
enabling coptimum use of tracticn cavabiiity when worked in multiples with electric
ccomolives using RDP.

FINANCIAL AND BUDGET IMPLICATIONS
43, The financial motivation and budget implications for the 100 Class
are discussed in detail in the respective submissiors.

A
LO
l

and 60 C 43 Diesels

100 Class 19E Equivalent

44.  The 100 Class 19E Lacomotives are surmmarized below:
a) A base price per focometive price of R 34.34 m (2013/14 - Yen 385 m @ Rand/Yen
0.09823)
) Capital Investment “ummaw'
—_— : —— —
‘ Year/ Rm ‘ 13/14 ’| 18/15 | 15/16 ‘ 16/17 | 17/18 || 18/19 C°22y“ge Totel li
prciectPlan | — ' R D 1
Iri) we A R33 | 1737 | A543 | ? ‘ R352 | k3871
Payment i __j i S
i ] | I
]Dei‘:very I 56 ‘ ! | ' 1090 |
. LA i — __..____. - == — —_ — — - I
¢) Based on the original Coal 81 mt model, the acquisition of the 100 Class 18E sustaining
locomotives has a net present value (NPV) of R98.45m over 10 years.
d) The present value (PV) of the Total Cost of Ownership using the 1064 lccomotive model
is R59.1m.
e) Approved infrastructure investments supporting the project totals R3 974 million.
60 Class 43 Djesels
45, The 60 Class 43 Diesels are summarized below:

46, The 60 Class 43 locomotives are over and above the 455 diesels of the approved 1064
locomotives,

a) The delays in the 1064 will result in the delivery of the 1064 jocomotives extending
beyond the current 7 year MDS capital plan. The diesels in particular will not meat the
originaily planned delivery.

o

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 lacomotives per vear,

€} The 60 Class 43 diesels wiil be fundad from the 1054 locomotive budget for the first year.
d) The 1064 locomotive budget wil be adjusted commencing the 2014/15 7 year cycle for
the delayed delivery of Lhe 1064 beyend the current 2013/14 7 year cycle. This W\
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adjustment is {n fine with the stated Intent of sustaining the fleet though a continuous
replenishment of new locomotives,

e} A price per locomotive price of R 26m @ Rend / USD {R$.55/USD) (R27.67 m @
R10.4/USD for 2014/15),

1} Capital Investment Summary:

15/16 | 16/17 | 12/18 | 18/1s CG:S:P’E

Year/ Rm 13/14 14715

1

Project Pla A
oiectPian | piss | R1s04
| Peyment I

[ Delivery i 60
) The acquisition of the 60 Class 43 Diesel preserves an NPV of R1 529 m based on the
1064 Locomotive Maodel,

M N L
=
fore
o
@

h) The PV cf the Total Cost of Ownership using the 1054 Locomotive mode! is RES. 1,
I

PROCUREMENT STRATEGY

Confinement of 160 Flectric Locomotives

47.  An extract from the latest approved Procurement Procedures Menual, dated 01 October 2012,
stipulating grounds for confinement which are relevant to this submission, reads:

“Confinements will only be considered under the following circumstanceas:

a} where a genuine unforesezable urgency has arisen. Such urgency should not be
attributable to a lack of proper planning. However, where a ganuine urgency has been
created by the lack of proper planning, urgency can still be refied upon as a ground for
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/iimited number of suppliers. For
Instance, patented/proprietary Goods or OEM spares znd components. Operating
divisions are however required to provide evidence that there ate no new entrants to tha
market who could also be approached;

¢} for reasons of standardisation or compatibility with existing Goods and Services, A case
must be miade that deviation from existing standardized Goods or Services will cause
major operational disruption, If not, confinemants based on “standardisation” will not be
considered; or

d} when the Goods or Services being procured are highly specizlized and largely Identical to
those previcusly 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 moriey 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 he satisfied: The Goods
or Services must be highly specialised, almost Identical to previous work done and

approaching the market agaln would result in wastad money and time,”
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48, Par a, ¢ and d are relied upon with vrgency (8) being the main reascn as described in this
memo in detail, The urgency is motivated on:

a) The one year delay between the requiremants of the locomotive fleet plan and the
delivery and cemmissioning of 1064 locomotives for general freight, with its related
threat to the MDS velumes. The early delivery of these locomotives wilf release capacity
to gernerzl freight as outlined earlier and provide a partial buffer until there are material
deliveries of the 1064 locomotives, 1t buffers the anticipated shortfall in volumes as
described earlier.

b) The rieed for 60 Diesel locometives and 100 Electric locometives in crder to deliver upon
committed volumes In line with the MDS as a matter of extreme urgency,

- 48, In 2008, Transnet Freight Rall (TFR) entered into & cortract with Mitsul & Co African Railway
Solutions {PTY) LTD (MARS for the procuremient of 110 new Class 19E electric locomotives for
the Ceoal Expert Line; TFR took delivery of the last locomative in August 2012, MARS are also
defivering the Class 15E locomotives for the Ore Export line and the last cre Is due to come of
the factory line in September 2013:

a} Feedback from the Technical Engineering team is that the Class 19E and Class 15€
locomotives are performing well and have proven to be both efficient and reliable.

I
-]

S0, The Class 1SE is a modern {ocomotive and the proposed 100 jccomotives will be an extension of
the current design. No prototyping or type testing is required conservatively saving 12 months
or more,

51.  The Japanese Yen has weakened marginally against the South African Rand. The Rand in turn
has weakened significantly against the US Dollar. The foreign component of the original
110 x Class 19 contract was 40% Yen based and a contract on similar terms wouid be
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 cuprent fleet to General Freight, it is propesed that the procurement be confined o
MARS Raitway Solutions, & subsidiary of Japan’s Mitsui & Co Limited.

ment will realize the quickest delivery and existing faciiities previously used for the
e 110 x Class 19E the 76 x Class 15E locemotives, and 43 C;ass 43 Diesel

focomotives wii be idle and available and Transnet will save by not reguiring set up costs of
facilities and production runs.

54.  The locomotives requested have: been through the teething phase with most ‘nitial
manufacturing and oparational fauits rectified. Present rodels are operating optimally and have
exceeded their deslgn parameters

55.  Crew (drivers and assistants) are already tralned on these locomotives.

56.  TE is currently maintaining and repairing the Class 43 lccomotives and the Class 19F Series

which means that no additional training wili be required

57. The following jobs will be retained in assembly facilities:

a) Approximately 186 jobs will be retained at the TE assembly facility and further jobs will
be retained in downstream enterprises / \
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b} Approximately 400 jobs will be created over the period at the Union Carrlage Works
assemb;y facility and further jobs will be retalned in downstream enterprises

58.  Standardisation of the locomotive fieet brings the follov wing benefits:
I, Operational simplicity
il. Reduced spares holdings and simplified and standarcised nventary
Simplified maintenance '

v. Crew operations

rr
el

Re-starting of these production lines will be quick: the desicns zre finalised so delivery lead

dmes will be kept to a minimum and set up costs reduced,

€0.  Toshibz has Incicated its serious intent in building e traction motor assembly facility in SA
and this could be expedited through the SD obligations thet would be linked to this contract.

61.  The above reasons satisfy the confinement criteria of ‘&', 'c’ and 'd".

62, CGiven that the original 110 Class 1SE contract zrose from an open tender process it would not

be advisable to extend this contract as this could be seen &5 a material amendment to the initial

tender. Additionally, the terms and conditions v/l be considerably different to those entered

into in 2606 and will include significantly more SD requirements. This calls for a new

procurement event via a confined tender.

Contract Extension with GESAT for 60 Ciass 43 Diesels

63.  In December 2009, Transnet concluded a contract with General Electric South  Africa
chnologies (GESAT) PTY Ltd for the Supply of 100 Diesel Locomotives through an open
tender process.
64. In 2011, through a confinement process, TFR concluded a contract with GESAT for an
additional 43 Class 43 diesel focomotivas. The compietion date of the 43 Locomotives was end
June 2013 in line with the Transnet planned schedule. The last few locomotives to roll oul of
assembly will be tested by 30 September 2013, whereafter they may be accepted. GESAT and
TE have the ability o roll out bckv‘fecn 8 to 10 lscomotives per morith.

65, In both transactions, Transnet Engineering (TE) was appointed as GESAT's subccntractor for
the iocal assembly of the locomotives and the contractual obligations have been met,

86, As the production line is currently operaticnal and design is finalised, delivery lead times will be
reGJced by approximately 18 months,

67. TE Is currently maintaining and repairing the Class 43 locomotives which means that no
additional training will be required.

68. The latest approved Procurement Procedures Manuzl, dated 01 October 2012, par 22.4.2,

allows for a contract extension in this instance as we are requesting a material contract
zmendment to a previously confined event, The reasoning for the original confinemeant of the
adaitional 43 loco’s is still applicable given that there is & 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 pianning, the goods are highly specialized znd fargely identical to those previously
executed by that supplier and standardisation is a key berefit. Given that a contract is already

/
ey
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in place and t} at the additicnal 60 loco requirement wiil be
conditions as the 43 loco confinement, this warrants extension,

[y
W
(D

ly on the same terms and

Contracting strateav

69, Extend the current contract with General Electric Scuth African Technologies (GESAT) for 60
Class 43 Discel Locomotives

70. Confine and award Lo Mitsui & Co African Railway Sciutions (PTY) LTD (MARS) for 100 Class
1SE locomotives,

71.  The reascns for the different confinement and extension ralegies have been highlighted in the
sactions above.

Evaluation Methodoloay

/2. The Request for Proposals (RFP's) for the confinemert to Mars and extension to GESAT
respectively will be issued and their respeciive propo<a|s will be assessed as described below.
The normal apen tender process would follow the evaluation methodology indicated below,

RFF Evaluation Process — e Se—e——
~ Prequatfication o stage2 T
= i - = = e
& & | @ & & @ ol
t
| i
Administrative  Substantive :f;[%sz
responsiveriess responsiveness content /technlcal 1(;0 g
; 5 5 Preferred
Evaluation for ) Evafuatin for Pn’e— :-f;% Post |
admin‘s(rab've substantive E%' ‘ Ft) * B-BBEE — tender @z'sgionf:} L'Lﬁseéan{JL,; C‘;;ﬁ;“
m v, 02, sotin ! a
responsiveness ¥ responsiveness H E 10% nryc fetion negotiations
1
Commitm- . gset SO Technical :
entta tueshold ¢ alual (.;
Lezal for the !
canfenl 100 |
tresheids  Elestic s thresholdlt {
; + 80% SD i |
; threshoi ; {
fof the 69 !
Dieseis ! (|
4
i
| |
: !
SR s = = s — e ‘_j‘
N o e i e 1 e i R e A ettt 1 s g e e v it e e o A i A 8 o 3 iy o J
73 The Evaluation Methodology for an ope,w tendar comprises the *ﬂhov ing steps:
1) Administrative responsiveness — bidders wil nesd to pass the administrative
responsivenass to enable them to be evaluated further. This Includes evaluating all

returnable documerts were submitied and the bid dommen's were duly signed by the
bidders

2) Substantive respensiveness — bidders must ensure that all pre-qualification criteriz, the
pricing schedule Is compieted, thelr bid materially complies with the scope/specification and
that alf 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 locomctives as stipulated i the PPPFA

4) SD thresholds ~ the SD threshelds of 65% and 60% set for Etectric and Diesel locomotives ‘\
respectively must be met for bidders to proceed to the next step of tha evaluation.

N
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5)  Techuical evaluation — bidders wiii need to pass the minimum technical thresholds of 80%
for both Electric and Diesel locomotives to proceed to the final phase (stage 2) of
evaivations.

&) A welghted scoring approach for Price (30%) end B-BBEE ~ scorecard (10%) will be used
determine final award

7) Post tender negotiations — post tender negotistion requesting preferred bidders to

provice their Best and Final Offers
8) Final evaiualion - preferred bidders to undergo final evaluation based on the S0/10 as
stipulated by the PPM
9) Preferred hidder negotiations — sclection of the preferred bidder and negotiation of
verious aspects incivding final SD commitments and the B-BEEE improvement plan (FRC
Fulure)
10) Conclude contract — the parties sign a contract and addendums to formalize the
agreement,
2. The above process is medified for the proposed confinement and extension In that:
a) Administrative respense (1) is simplified to essential documentation such as tax clearance
certificate, BEE certificate efc,
b) Substantive response (2) will be required on to ensure that all material terms and
conditions in the bid documents have been met
) Local content threshold must be met
d} SD threshold must be met
e) Technical evaluation (5) is simptified to ensure that all modifications / improvements
made over the life of the locomotives (Class 43 and Class 19E's) for incorporation.
f) Weighted Scoring Approach (6) and
g) Final Evaluation (8) Is not required due to confinement and extension to ons pary
ithough evaluation against expected SD, BEE improvement and price ranges will be
corduubd to ensure the deals meet Transnet's expectations

F e

Local Content, Desianated Components and Sunplier Development (Sp)

74, Meeting Local Content (3) is a prerequisite to proceeding to SD threshold (4) evaluation.

75, The targets per PPPFA National Treasury Instruction Note (dated 16-07-2012) on 'Invitaticn and
Evaluation of Bids Based on a Stipulated Minimum Threshold for Local Production and Content
for the Raill Rolling Stock Secter’ (Section 3 (3.1) are compulsory and are elaborated in foliowing
table:

Lozal Content - Section 3 {2.1} !

Local menufacturing: 105% of PPPEA |
| 1L - |
|

Ly

|

L

} Category Weighting
| Threshold: 60% for Electsic end 55% for Diesels)

I
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| 100%
| -

il be

. Deslgnated Component / Activity ! ‘/n Local Content % Loucal Content
i . Heading Only - Section 3 {3.2) 1 3-5 Years € Years and abc_ve._
| Assembly of Locomictives and EU ' 100% 1606%
! Car Body_ : 'A_GO% 100%
| Bogie {including wheels) ' 100% o 100% _
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78, Approval to award the business to MARS is reguested subject tc SD compliance with the
following:
a) Locai 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

) Trensnet will also request a prince range of between R30.5m and R32m for the purposes
of negotistion with the objective cf coming in within the R34.34m per loco,

Award Conditions — 60 Class 43 Diesels

72, Approval to award the business to GESAT s requested subject to SD compliance with the
following:
a) Local content meeting or exceeding 55% by vaiue
0) Compliance with new 5D commitments with a minimum of 60% 2as measured in the SD
Value Summary which forms part of the RFP
¢) Transnet will also request a prince range of between R22.5m and R24m for the purpases
of negotiation with the cbjective of coming in within the R2ém per loco.
SOCIO-ECONOMIC BENEFITS

80.  The transaction will be aligned with the Government of South Africa’s socioeconomic policy
framework, including CSDP, NGP, NDP, SSI, and 1PAP2,
81. Meeling the MDS growth targets supports the HNational 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.  Econoinic 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
(roiling stock - locomotives) for electric locomotives is 60% and for diesel locomotives is
- 55%.

he skills pool elready exists

o

c) Ability to reinstate / retain iocal jobs as
d) Approximately 2 S00 indirect and direct South African jobs will be preserved whic!
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 (i} unforeseen
circumistances on the part of supplier including not complying with CSDP conditions,
85. Lower volumes: MDS volumes may rot materialise per plan negating the need to cascade
locomotives and / or the class 43 dissels not being fully or ootimally utilised,

BADC 100 60 Locos F_Fxco update 0829 upilated Page 16 - /‘E 813 02013
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87.  The coa! line loconotives are norietheless still nearing thelr and of iife and these will require

replacement in the short term to sustaln coal exports at 81 mit. Long term cozl contracts are
currently being negotiated for 81 mt and there are sufficient coal resarves to st ia( this
tempo. The rocel and NPV is further based on 95% of lhe coal expart volumes materialising.

There is o risk to this project if velumes de net ramp up {0 97.4 mt.

(&)
(0]

. Exchange Rate Fluctuations:

) For the 100 Class 19F confined to MARS, the Yen / Rand Rate is forecast to be more
stable thaen the Rand / Dollar rete. Localisation is already set at 60%, thus mitigating
exchange fluctuation risks.

D) For the 60 Class 43 confined to GESAT the base price Is taken R1G/USD. The rate is
forecasc to strengthen in ?:he short term which ind
before weakening.

udes the duration of the coniract

‘

§3.  Teriffs not beirg realised:
a) For the coal fine current FOB prices for RBCT coal are around US$S0 per ton, well below
the peak of cver US$150 per ton. At R3.50/USD and a tariff of R126 per ton, transport
accounts for ~13% of the FOB price. Pressure on tariffs will remain il there is 2 long
term sustainable uptick in the FCB price,

b) For General Freight increases linked to inflation are not sean as a risk while increases

above inflation witl be subject to scrutiny and downward pressure.
90, Tariff exposure to commodity downturns:
aj In the short term this could impact the viability of emerging miners for export coal, This
will affect only 3 mt as the rest are based on iong term contracts being negotiated. The
model is also based on 95% cf the volumes realising.
b) Ltocomotives have a 30 year ife-cycle which transcends economic cycles, In the shart to
medium term the global economic recovery is seen as slow but sustained. The economic
environment for General Freight locomotives was fully set out in the 1064 business case,
81, OQver Capitalisation of the Coal Line: This is rot sean as a risk as the jocomatives sustain
current volumes of 81 mt for which long tern contracts are bein 1g negotiated. The reserves in
the Mpumaianga basin are &lso acmswledged to be able to sustain this tempo for the long
tarm. There is thus little risk of stranded assets. The !ocomo'ti\-'es being replaced are at the end
or very ciose to the end of their economic life and would require replacement in the very short

term even If they were not cascaded to General Freight,
g2, Project interdependencies:

2) Crucial to the new operations and achieving 8imt on the Coal Exporl Line with the
additional 100 a Class 19E equivalent requires constructing the Ermelo bypass line. This
line enzbles two 100 wagons trains from the mines to be coupled together enabling the
train to proceed as a single 200 wagon Radio Distributed Power (RDP) train without
going into Ermelo Yard,

192 locomotives is cascading locomotives to

b) An interdependency for the 100 Class
els do not have other project Interdependercies

general freight. The 60 Class 43 Disse

| 0 ¥
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93. Project risks will be mitigated during implementation by a dedicated cross-functional
project team to manage the contract.

e

f._."\
; f i
/] (TR
:,) S \ "%
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RECOMMENDATION:

S4. It is recommended that the Transnet Board Acquisitions and Risposals Committee recommends
to the Transnet Board of Directors the following:

&) Note the risk to TFR MDS velumes through insuificient traction power resulting from the
defay in the procurement of the 1064 locamotives:

b) Note the investment in and procurement of 100 Class 19 £ and 60 Class 43 Diesels wili
protect 24.5 mt of General Freight volumes at risk resulting from the delay in
procurement of the 1064 locomotives,

c) the investrert in and procurement of 100 Class 18E eguivelent electric iccomotives
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 eleciric
locomotives to Mitsui & Co Africen Railway Solutions (PTY) LTD {MARS):

e) the investment in and procurement of 60 Class 43 diesel locomotives for General Freight

in the amount of R1 826 m {excluding borrowing costs):

f} an extension of the current conlract with Geners! Electric South African Technolegies
{GESAT) for €0 Class 43 diesel lccometives:

g) The above awards will be conditichal subject Lo paragraphs 78 and 79 and

h}) The GCE be delegated the power to sign and conclude all relevant documents to give
effect-tothe above resclutions,

RE- GNMIXNDED BY: ~ ') RECOMMENDED BY:

\'/,‘ ; A
?Z 4 C Al
L/ P (r\,’g wy {”{7//@

Siyabon wfd' ame Garry'lgivta
_\ ub‘@( EX r Uf‘ <

¥ Transnet SCC

TFrersEl | Freng-* Rail Group Procurement Cfficer
Date! ao,'z 08 56 Date: 62/9//3
RECOMMENDED BY: RECOMMENDED BY:

’ -] p— |)
// [CM// ﬂ e -

[ 57 e e N
Molad 1mr iahomedy Anoj Singh |\
/-/CLO' Tseneral Manager Capital Integration Group Chief FinansialiOfficar
P4 Transnet S Transnel 56C
Date: ()\]9 C)//_? Date: 1C e \1g,

RECOMMENDED BY:

Brian Molefe \
Group Chief Executive J
Transnet SGC T~

Dater 240 9 « 1}
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[ EXHIBIT 2 ]

CHAPTER 15 : SPECIAL CASES

15.1 CONFINEMENTS

Yo

Céf?ﬁﬁégfﬁengg’are‘t&ﬁeL_’séﬁ under the following: circu

for transactions.overithe value‘of:R2. million

“When ‘the, nature of .the" Goods/Services . fall within' .one of the grounds for
“Confinémént SE N R

cidbh |
In the context of construction procurernent, a “Confinement” to one Bidder is referred to as
a negotiation procedure.

15.1.1 Definition

A Confinement is a mechanism where permission is sought from the person with the
appropriate  Delegation of Authority to “confine” enquiries for required
Goods/Services to one or a limited number of Bidders.

A Confinement is a departure from the norm of an open, competitive bidding process
and as such must be treated with great circumspection. The misuse of confinements
has the potential to entrench monopolies and as such is at odds with the imperatives
of the New Growth Path. The NGP seeks to encourage open competition and the
introduction of new entrants into the market, particularly those from previously
disadvantaged communities.

It is important to note that confinements only apply to transactions over R2m. These
rules therefore do not apply to transactions falling below R2m. The quotation system
applies to such transactions regardless of the number of quotations the buyer is able
to obtain.

15.1.2 Grounds
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. 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) 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
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FOR INTERNAL USE ONLY PROCUREMENT FROCEDURES MANUAL

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.

15.1.3 Types of confinements

Depending on the circumstances one of the following two Confinement routes will
be applicable:-

a) The normal Confinement route:
e prior authority to confine must be obtained from the person with the relevant
delegation;
o bids will close at the relevant AC (relevant AC to be indicated in the
submission for approval); and
¢ the relevant AC will consider the award of business.

b) Confine and award which is only to be used in cases where there is a sole
supplier and/or cases of extreme urgency:

» prior authority to confine and award must be obtained;

» the submission to the person with Delegated Powers must fully motivate the
reason for the urgency and provide an indicative / benchmark price;

» bids will close at the relevant AC (relevant AC to be indicated in the
submission for approval);

» the business will be awarded by the person with the delegation to the
relevant Bidder provided that the final price is within the benchmark as
initially approved by the person with the delegation to approve the
Confinement; and

o the AC must be informed after award.

15.1,4 Delegation of authority

a) Depending on the value of the transaction, only the GCE, BADC and the
Transnet Board have the authority to authorise a Confinement.

b) The relevant monetary thresholds for authorising confinements in terms of the
DoA Framework effective 1 June 2013 are as follows:

(i) GCE ~ up to but not exceeding R250 million;
(i) BADC ~ up to but not exceeding R1 000 million; and
(iif) The Board — exceeding R1 000 million.

¢) In instances where a confinement is confidential the GCE may approve such
confinement without the confinement request being routed via any other
authority.

15.1.5 Process

a) The submission for Confinement must be fully motivated in writing by the end-
user and the OD CPO to the OD's main AC and the OD’s CEO for prior written
support of the recommendation to confine. It is important to properly motivate
submissions taking into account all relevant factors. Poorly motivated
submissions will be referred back to the OD concerned for re-motivation. The
submission should be submitted on the relevant template under cover of a
memo to the GCE.

Chzprer 15: Sperial Cases Fage 106 of 221
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b) Only if the reasons advanced for the proposed Confinement are supported and
considered to be in the best interest of Transnet, should the Confinement of
business to ore or more contenders be escalated to Group.

¢) The Confinement request must be considered by the Transnet GCSCO and the
Group CFO each of whom shall indicate whether or not they support the
reqguest.

d) The matter must then be submitted to the GCE, the BADC or to the Board itself
for final approval depending on the value of the transaction.

i

4. Matter to be

submitted to the 3, GCSCO & GCFO to
GCE, BADC or Board consider matter and
for approval indicate support
depending on value

Figure [25] — The Confinement process J

15.1.6 Confinement divided between more than one Bidder

Should it be decided to divide the total requirement of a Confinement between more
than one Bidder, the total value of the business and not the individual contracts shall
determine the level of approval required for the Confinement. Only after the
necessary approval has been obtained, may the individual contracts be signed by the
Manager with the necessary delegated contractual powers.

15.1.7 Amendment to contracts awarded via Confinement

a) Where a Material Amendment (i.e. the price, duration or scope is increased by
more than 10%) to a contract awarded via Confinement is required, the
matter must be sent to the relevant AC for support. The AC must submit the
amendment to the original approver of the Confinement for prior approval of
the amendment. The same principle applies where the cumulative value of
amendments equals or exceeds 10% of the original contract value.

b) Where an amendment increases the price, duration or scape by less than
10%, this should be submitted to the AC for approval.

¢) Where an amendment to a contract results in the value of the Confinement
reaching a higher approval level, the matter must be sent to the original
approver for review and recommendation. Approval must then be sought from
the person with the delegated authority to approve the higher value of the
Confinement.

d) Please refer to paragraph 22.5.7 for the general principles relating to contract
amendments.
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EXHIBIT 3
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EXCERPTS FROM THE MINUTES OF THE MEETING OF THE BOARD ACQUISITIONS AND DISPOSALS
COMMITTEE NO.13/12 HELD ON 21 OCTOBER 2013 AT 09:00 IN BOARDROOM 4902, 497 FLOOR,
CARLTON CENTRE, JOHANNESBURG

“5 MATTERS FOR DISCUSSION/APPROVAL
5.1 TFR: Update on the 1064 transaction
Mr Cailard joined the meeting af 09:13

5.1.1  Managsment highlightad that the tender for the procurement of the 1064 Elsctric
and Diesel locomofives for General Freight Business ("GFB") was issued on 13 July
2012 and due to close on 16 October 2012; however, the deadline was exiendad to
30 April 2013. The Sharsholder Minister has since granted the S54 PFMA Approval
for the transaction. A two-fold evaluation process thal focussed on the
administraive and substantive responsivensss 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 contzmination of information, the
evaluation lead team is separated from cther teams. The process is reviewed and
recommended by the TFR CE and GCFO for the GCF's approval. The GCE will
approve the request to progress to the next phase of the project.

Ms Tshepe joined the meeting atf 09;15

51.2 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 focomotives to be
matched according fo absolute requirements of the next year, Programmalic
procurement will form pert of the final contract and will be tabled fo 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 faciors, amongst ofhers, 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 o coordinate with the GCE's Office to expedite the matter priortore-  Messrs Molefe/

© {abling fo the Commitice. Gama

5.14  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 shorfen the negotiation and award
periods. The intemnational bidders do not share the same lengthy holiday period as
is customary in the Counfry. While the Committee will not be micro-managing
Management, the Committes requested submission of steps being taken info the Messrs Melefe/
finalisation of the transaction; and those already completed. Gama

515 Ms Tshepe sought clarity behind the withdrawal of the 100 + 60 Diesel submission
from the current Agenda as the Committes had requested that it be tabled dus 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 2 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 opied to withdraw the matter afier considering that when the
initfatory confinement was made in 2010, there were press reports alleging that the
Company had entered into a R1.4bn locomofive procurement “secret deal” (that
was concluded without being put out to tender, which the then Deputy President
Motianthe’s special adviser was set to benefit from). An article in relation to this
matter was circulated In the meeting. Ms Tshepa was of the view that the press
reports and the confinement ought to have been considered prior fo the matter
being tabled to the Committee. She stated that the antecedent submission was
tabled on the basis of urgency to afleviate the risk refating to MDS volumes.
Management stafed that the withdrawal of the Agenda ltem was due o potentizl
governance risk relating to the transaction.

516  MrMkwanazi was of the view that the Commitiee should have been provided with
the Information prior to deliberating on the transaction fo 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 isstied and
why the Board was not informed about the matier. She stated that the Committes
enquired about the possible govemance issuss when the confinement was
requested. The Chalrperson stafed 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 fo the reputation of the Company should be brought to the aftention
of the Committee.

The Committes noted the update and agreed that the matter will be dealt with 2s =
matter arising.

Mr Callard was excused from the meefing at 09:40

8 MATTERS ARISING FROM THE MINUTES OF THE PREVIOUS MEETING

8/2 Procurement of 1064 locomatives for the TFR General Freight Business:
The terms of reference for the appointment of an independent expert will bs
formulated and finalised by the Board Stesring Commitiee comprised of the
Chairperson, Chairperson of Risk and Mr Singh. The Board Steering Commitice
will gauge the skills required and appoint a sarvice provider. Going forward, the
expert will assist the Board

Management stated that the use of the independent expert will not be limited fo

the Procurement of 10684 locomotives, however, rolled across all matters relating

to acquisitions and disposals. Independent expert advice is required on Rail, Ports

- --———and Pipes. The specifies-in-relation to-frequency of-the-expert's-atiendance will be - ————
determined by the Commities. Managsment will finalise the process of appointing  Messrs Singh/
independent expert. A conversation on how the matier will be finalised wit be  Pitg”

communicated with the Chairperson.
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EXHIBIT 4
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! TO: Transnet Board Acquisitions and Disposals Committee (BADC)

e ]

L FROM: Mr Brian Molefe, Group Chief Executive, Transnet SOC

t

"; DATE: 21 January 2014

i

) SUBJECT: MITIGATION OF MDS VOLUMES AT RISK THROUGH THE INVESTMENT IN AND
™ PROCUREMENT OF 100 DUAL VOLTAGE ELECTRIC LOCOMOTIVES AND 60
! CLASS 43 DIESEL LOCOMOTIVES,

: PURPOSE
_ 1. The purpose of this submission is to request the Transnet Board Acquisitions and Disposals
‘ 6. Committee to recommend to the Transnet Board of Directors the following:

a) Note the risk to TFR MDS volumes through insufficient traction power resulting from the
e delay in the procurement of the 1064 locomotives:

b) To approve the Investment in and procurement of 100 electric locomotives requlred for
the Coal Export Line in the amount of R3 871 m (excluding borrowing costs):

. ¢) To approve the confinement and award of the procurement for the 100 electric
locomotives,

d) To approve the investment and change in the fleet plan to procure of 60 Class 43 dieset
locomotives for General Freight in the amount of R1 826 m (excluding borrowing costs);

" €) To approve an extension of the current Class 43 diese locomotives contract for 60
e additional locomotives:

) f) The GCE be delegated the power to sign and conclude all relevant documents to give
H effect to the above resolutions, including the award and process approval,

EXECUTIVE SUMMARY

(MDS) 2013/14 - 2019/20. The delay in the 1064 fleet acquisition has put General Freight
Business (GFB) MDS volumes at risk,
! 3. This risk will be mitigated by the urgent acquisition of these locomotives,
a) The heavy haul 100 Electric locomotives will be deployed in the Coal Export Line and will
refease 125 Jocomotives that will be used on GFg pending delivery from the 1064
program, The 100 locomotives form part of the already approved Fleet Plan
b) The 60 Class 43 diesel locomotives also fill the gap pending delivery from the 1064
program. These 60 locomotives do not form part of the approved Fleet Plan and this

submission requests an amendment to the Fleet Plan to include these 60 locomotives

4. The Class 43 diesel locomotives recently defivered are modern capable locomotives, They have
proven themselves in service and will improve service quality through improved reliability and

reduced malntenance costs, /
e

BADC 100 60 Final doc Page 1 ——122/2014
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This submission proposes an accelerated procurement to mitigate General Freight MDS
volumes at risk by confining 100 electric locomotives to CSR (China South Rall) and extending
the current Class 43 Contract with GESAT (General Electric South Africa Technologtes) 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).

The confinement to CSR and extension of the GE contract Is motivated on the basis of
urgency.,
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,

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 locomatives 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,

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 Fieet 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 TER Fleet Plan

14. The TFR Locomotive Fieet 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 2018/1S. To mitigate the immediate shortage and facilitate the volume
ramp up, 138 locomotives (95 electrics and 43 diesels) 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 1054 locomotlives in Aprit 2013,

15. The history and status of the TFR Fleet Plan is summarised in the table below:

BADC 100 60 final doc Page 2 1/22/2014
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97.5 * Probable downward volume revision, Contracts currently being signed for 10 years
for 80 mt as coal reserves, sources and Eskom demand are evaluated,
* 112 targeted for expansion to 97.5 mt
* Current fleet of 10€, 7€ and 11€ require near term replacement,
[ (100) * 100 (off the 112) switched to fleet replacement pending finality of and commitment
to long term coal expart expansicn and requested per this submission
| ® Feasibility studies investigating expansion of Coal Line to Waterberg as 26ton per
[ axle heavy haul line. This is not currently included in th motive Fleet plan,

| * 50 "like new” EMD diesels were delivered between December 2009 and March 2010

| : J on opentender, g I |

| 100 GE ¢ In 2008 these locomotives wera Identified as a “quick fix" with 81 to;Js?ai_rm

| {Class 43) aging fleet and 19 for volume expansion,

{ * GE won the tender, which was confined to three companies, and the locomotives

. ‘ were delivered between May 2011 and January 2013, o

776 135mt |« In April 2011 the Fleet Plan was presented to the “new” Transnet Board for 776 GFB
locomotives for 155.8 mt.

r 95 CSR T In June 2011 the Boerdap%vgﬁs locomotives _(Eel_e‘ctrlc and 43 BEeTsﬁh?
and | electrics were for open tender. A new confined contract was entered into with GE
43 GE | for the 43 diesals.

[ ® The 95 and 43 locomotives were determined and limited by the uncommitted funds

in the then Five year Capital program
l * The diesels were delivered between January 2013 and June 2013,
| _|.* The 95 CSR are planned for delivery March 2014 to March 2015, |

— —
170mt | e August 2011 the locomotive requirements for 176 mt were presented being 1202
locomotives (776+446).
* With the 138 already approved the balance of the Gfa fleet plan was 1064
locomotives. {1202 -138}
° In March 2012 the 1064 approval process commenced In tabling the business case at
Transnet Frelght Rall investment Committee, i
_ * The 1064 procurement is expanded in the body of the document below, |
60 L * 60 Class 43 requested to fill the gap in the first year of the 1064 resulting from Ei

| delayinprocurement. =

44 mt * 44 15E bought open tender {Toshiba / Mitsul} to replace / supplement existing 9E |
[ locomotives and Class 34 GE Diesels with an option for a further 18 locomotives. f
* The option to extend by 18 locomotives was not exerclsed. '
BOmt 1 A new confined contract was entered into with Mitsui for 2 tota) of 32 focomotives
to take the Ore Export Line to 60 mt. This confinement was motivated on |
standardlsation of the fleet.
* ~ 110 Class 34 GE diesels returned to General Freight and replaced with 30 Class 43
GE,
¢ Potentlal General Freight traffic may materialise from 2013/14 on the Ore Export |
line and 4 9E locomotives may be retained for this traffic. - - |
2315 | &0 mt e The volumes are not likely to materizlise in the 7 year MDS program. The FEL |
and feasihility study is on hold and there Is curre ntly no commitment to the increased
3 Diesels valumes,
* The locomotives are also put on hold,
* The 15E productlon line has shut down. As and when required, the procurement
options will be evaluated against standardisation, cost and interoperabitity.
| » Diesels, if required, will be provided from the GFB fleet
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16, The essentlal 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 part of the 1064 locomotive program.

i They are in addition to the approved Locomotive Fleat 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, the
sustalning 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 bullt into the tender and will be
carried forward in the ulimate contracts.

18. The ratlonale for the 100 Electric and 60 Class 43 Diesel not belng part of the 1064 locomotive
process are covered under the Procurement Strategy Para 58.a) and following,

18, 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) 2013/14- 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 case stbmission.

21, The history of the 1064 procurement is depicted in the exhibit below.

i 208213 [ 2033414
: ¥e ]
1es i R I T T L LAV EL T I T
Citeent GF "
Fleét Ruaswt e 1 Juid __.[
Msich 20V7 [ 103

Aosttiely  [Combidaing current slata 2 bvo yoar d2isy s vobabin

95 TSR | | = l

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 obtalned in July 2012 to go out on an RFP before the acquisition was finally
approved or PFMA approval obtained.
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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. 1t 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,

mnual locomotives ta be delivered according to the  Gwet —‘
Diesel and Electric RFPs B ewcvis

Total = 1064 loconictives procured

230

13/14 1415 15/16 16/17 118 18/19

29, The 1064 program has slipped by at least a year against original expectations. The current RFp
timelines are belng 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 belng approved, there is a revenue shortfall which is
exacerbated by the delay in locomotive dellvery. This is depicted in the graph below extracted
from the 1064 locomotive business case,
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31 The MDS shortfalls are tabled below for a one and two year delay. '
a) One Year Delay:

No Delay 33 138 314 533 763 946 1040
| Year Delay 0 57 202 405 638 828
Lotomotives ¢ 33 81 112 129 125 118 68
Tons Mt 1.6 5.2 9.8 13.7 14.0 13.3 7.6
Revenue Rm 363 1286 2610 3639 4073 4188 2584
Capital Rm -1725 ~1248 -1641 276 381 20 5249
Mtce, Rm 36 91 132 159 162 160 96
| Fueland Elec. Rm ! 67 183 331 440 469_-_ _41_ 290

Tons Mt 30
Revenuve  Rm 7 800
Mtee., Rm 417
! Fuel and Elec. Rm 1021

b) Two Year delay:

No Defay

Year Delay

Locomotives #

212

Tons Mt 1.6 7.9 18.1 28.6 33.0 31.3 23.8

Revenue Rm 363 1855 4831 7593 9604 5899 8057

Capital Rm -2183 -3910 -4014 -1807 1282 2003 6480

Mtce, Rm 36 155 302 409 465 418 301

LFuel and Elec. Rm ~ 67 jz_ _678 1004 1194 1153 903
’ Tons Mt 56
Revenue Rm 14 743
Mtce, Ren 801
[Ea_nd_ﬂec. Rm . 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,
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il.  The shortfall is totalled to 2016/17 on the assumption that other mitigating
[ strategies will be put in place for the subsequent years.

i MOTIVATION
MDS Risk Mitigation

32. The program and motivation below partially addresses the above MDS shortfall in the early
years protecting tons and income per the table below.

Avg. Rand / Ton ' | 2254 | 2607 255.4 264.0
10019€-Tons Protected | 24 24 | 44 72 | 16.44 Tons
Income Protected Rm R541 R587 | R1134 R1901 | R4163
60 Diesels Tons Protected 3.8 7.9 7.9 1;6_Tons
- Income Protected Rm R930 [ R2018 | R2086 |Rs033 ]
! Total Tons | 2.4 6.2 12.3 __"als_.l | 36,04 Tons —I
Income Protected Rm | Rsar | R1s17 | R31s2 | R3es7 | R9ey ]

33. Note that this submission is not a full risk mitigation, Further the benefit In 2013/14 is from
Project Shongolalo which are the new operating procedures introduced on the Coal Export
4 Line.

34. The prime motivators for this submission are to:

j a) Protect General Freight volumes through delivering diesel and electric locomotives earlier
than is possible through the 1064 program.

" b) Ensure delivery eatlier than the 1064 program by:
i Confining the procurement of the electric locomotlves
il.  Extending the cutrent diesel locomotive contract.

MDS Shortfall — 100 Dual Voltage Electric Locomotives:

) 35. The 100 Electric locomotives will be deployed on the Coal Export Line which will enable the
4 release of 125 locomotives to the General Freight network protecting approximately 16.4
mitlion tons (cumulative 13/14-16/17) of General Freight in the 7 Year MDS volume targets and
thus allowing growth in the 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
i locomotives to meet an unconstralned 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 aged fleet with modern electric locomotives. The updated locomotive
fleet plan of April 2013 accompanying the 1064 General Freight focomotive business case also
predicated 112 new locomotives for the Coal Business.

! 37. Subsequent to the Fleet Plan, 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 in July 2013 and will build up as drivers are trained on Radio Distributed Power
operations on the current fieet and new the locomotives become avallable, This changes the
future mix of the Coal Fieet, The new operational model is bringing about greater efficiencies
and creating capacity and the order will be based on this technology.
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The 112 locomotives were for expansion and replacement. Due to the volume shartfall 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.

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 7 and Class 10g
series of the current coal fleet are facing imminent run outs, increasing malntenance costs and
decreasing reliability and the cascade to General Freight is an interim measure.

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 slgnificant
operational and cost advantages.

@) 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 Electric focomotives which we envisage can be cascaded to GFB, as an
interim measure, as follows;

a) 40in 2013/14
b) 74 end 2015/16
c) 120 end 2016/17.

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.

Using the rule of thumb for General Freight that 100 jocomotives generate approximately 6 mt
per annum, the 125 released locomotives will protect approximately 7.2 mt per annum of
general freight,

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 til the full complement of class 20E
locomotives have been delivered where after the Class 7E series will be retired,

b) Thabazimbi — Pyramid South: This Is an AC electrified sectlon served by Class 7€
series locomotives and the predicted volume growth is:

18446 | 22897 | 22012

¢) Cascading the Class 7€ Series will facilitate volume growth through to 2015/16 as well as
the potential life extending / technology changing modification on the cascaded Class 10F
series,

d) Maputo Export: This is a DC electrified section suitable for Class 18F focomotives only.
The cascaded Class 10E will release Class 18E locomotives from other sections which wil]
be transferred into this section. The tonnage Increase is:
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'I M Tons | 6421 8.353 _i 12,469
€) General Frelght on the Coal Line: This traffic uses DC traction or Diesel locomotives
to Ermelo and then AC electrification to Richards Bay, Currently Class 73 locomotives

are designated for this traffic south of Ermelo. Releasing Class 11£ locomotives from the

export coal operation will enable the additional traffic and also substitute. for the current
Class 7E3 which will be cascaded.

MTons 10.702 11.801 13.404 15.036

15/16 | 2016/17 | 2017/18 2018/13 | 2013/20
100 | 800 | ss00 | 9750 | g5

— —

46. The 100 Electric locomotive business case articulates the benefits of the earller than previously
planned delivery of the locomotives ta 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 capltalised maintenance
¢) Energy Savings
MDS Shortfali — 60 Class 43 Diesel Locomotives

48. TFR s 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 lkely to come on
stream in 2015.

50. The efficiency utllization 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 efficlency,

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 R5033 m (cumulative 2014/15 - 2015/16). The exact allocation of the 60
locomotives will be confirmed st the time of deployment over the following flows:

a) Botswana Coal to Bulk Connexion and Richards Bay.

iR Potential 1.8mt ~ 3.8mt
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i ll.  Diesels required: 35 inclusive of technical allowance,
\ fil.  Potential GTK's per loco per month: 5 957
. 1 b) Elitheni Coal from Sterkstroom to East London
J i Potential Imt to 2,5mt
-3 il Diesels required: 15 inclusive of technical allowance
: i, Potential GTK's per loco per month: 12 784
:..; ¢) Manganese from Postmasburg to Bloemfontein / Bloemcon
N L Potential 1 - 1.6mt mostly from new entrant miners,
‘_g li.  Diesels required: 10 inciusive of technical allowance,
j fii.  Potential GTK’s per loco per month : 7 821
e PROJECT BENEFITS
I 52, Protection of GFB MDS income and targets amounting to R4 163 m for the 100 Electric
o locomotives and R5 033 m for the 60 Class 43 Diesels over the period 2013/14-2016/17 |
1(\( _______ 53. Coal Export volumes and Income are protected though improved reliability.
54. Sustainability objectives as per the Transnet Sustainability framework are met threefold:
: a) Sustainability from an economic perspective Is met by offering a fong term cost
effective, low cost rail solution that addresses the needs of industry to remain globally
-5 competitive and allows emerging miners to enter the coal export market,
- b) Sustainability from a social perspective is met through the optimisation of
manufacturing facilities, job creation and proactive stakeholder engagement,
:3 ¢) Sustainability from an environmental perspective in energy savings through (i) the
improved efficiency of the new locomotives and (i1) the overall energy saving through the
1 regenerative capability of the locomotives,
= 55. The programme will support the shift from road to rall as the cascaded locomotives take up
n the shortfall in the General Freight market.
] “ 56. Benefits specific to the 100 Elactric locomotives based on past experience Include:
a) Energy savings will be achieved with an 18% improvement in KVA requirements over the
;/ old technology Class 7E and Class 10F locomotives.
_“:;\J b} The regenerative capabllity of the new technology of modern locomotives introduces

further energy savings of between 22% and 26%,
¢) Quantifiable savings in maintenance of new locomotives,

d) Not quantified but direct and indirect savings with uninterrupted operations due to fewer
failures.

57. Benefits specific to the 60 Class 34 Diesels include:
a) Fuels savings of 8% over the older dlesel fleet,

b) Significantly reduced failures compared to the current diesel fleet Improving availability
and reliabllity.

¢) 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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: 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
7 Rationale for not being part of the 1064 process
I
58. The procurement process was carefully considered and was not taken into or part of the 1064
i 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 of urgency 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
B ¢) Confine / Extend Contract
d d), Extend current 20E contract for 95 CSR Locomotives
. e) Leasing
,f 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 s
B however the best option insofar as public perceptions, fairness and Uransparency are
= considered,

61, Do Nothing: This option puts the MDS volumes at risk that this proposal wishes to mitigate,
The implications are:

Tons Lost 24 | 6.2 12.3 151 | 36.04 Tons

"( / | Income Lost R541 | R1517 | R3152 | R3987 | R3197 frm
i 62, Confine / Extend contract: This addresses the urgency of the proposal but has potentiat

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
focomotives.
¢) The CSR facilities are available for immediate production which will result In significant
delivery acceleration based on the learnings of the 95 joco processes, CSR has capacity
to produce 2000 locomotives per annum.
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d) CSR is a known current supplier who has excelled in the two most recent tenders for
electric locomotives from a technical capability and capacity perspective, supplier
- development, commerdial and transformational perspective,

e) Confinement of the contract to CSR meets the grounds for confinement per the most
recently BADC approved PPM,

f) Both the extension and confinement are acceptable procurement mechanisms per the
PPM In this instance,

63. Extend current 20E contract for 95 CSR Locomotives: The 20F currently on order is a 22
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.

64. Leasing: Aurizon 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
significantly impact volumes. We will view the 20 locomotives and assess their suitability for
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,

T

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.

B

L 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 vislbly
} stated need and objective to “favour" a supplier, the urgency argument notwithstanding,

¢) 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.

L Procurement Recommendation
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
the potential shortfall in MDS volumes. The reasons of urgency have been set out as well as
the complementary benefits of the recommended option.

Confinement of 100 Electric Locomotives

68, An extract from the latest approved Procurement Procedures Manual stipulating grounds for
confinement which are relevant to this submission, reads:

“Confinements will only be considered under the following circumstances:

a} where a genulne unforeseeable urgency has arlsen. Such urgency should not be
attributable to a lack of proper planning. Howevet, 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 indlvidual{s
respensibie for the bad planning.

)
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=
"’ b) the Goods/Services are only obtainable from ene/limited number of suppliers, For
' Instance, patented/proprietary Goods or OEM spares and components, Operating
dlvisions are howevar required to provide evidence that there are no new entrants to the
3

market who could also be approached;

c} for reasons of standardisation or compatibility with exlisting 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

- consldered; or

d} when the Goods or Services belng 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 soliclt other offers, as it would result In wasted money and/or thme for
Transhet. When this particular ground Is intended tc be used as 3 ground for
- Confinement, It fs 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 maney and time,”

i (_ 69. The project is motivated on the basis of Para (a) where a genuine unforeseeable urgency has
arisen, -

i 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 timeous steps

- taken to address to the Board the run out of the current fleet and the locomotive
4 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,

P

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 worldwlide,

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
LY relevant due to the fact that:

i CSR has been adjudicated as the best bidder durlng 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 efficlent glven the urgency.

il 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 Mitsul 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
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unnecessary risk if it were to follow a confinement approach with Mitsul. This
reputation risk involves speculation in the media around Mitsui’s local partners
B and thelr political affiliations, Transnet would never entertain awards based on

: poiitical prowess of any business partners to an OEM but the risk does need to
be taken into account from a reputational perspective,

71, TE is currently maintaining and repairing the Class 19E Electric Serles which means that they
are accustomed to maintenance regimes are more modern electric dual voltage locomotives,
Limited additional training will be required and optimum utilisation of the current maintenance
facilities will be met, Simplified malntenance practises will result in shorter Mean Time to
Repair. Common practices will be addressed through maintenance regimes of the 95 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 facillties:
n Ve a) Approximately 186 jobs will be retained at the TE assembly facility and further jobs will
SN be retained in downstream enterprises
" b) Approximately 400 jobs are estimated to be created over the period for electric assembly
} and further jobs will be retained In downstreamn enterprises
¢) Based on SD offerings made In recent tenders Transnet believes It can achieve maximum
B SD possible with at least 65% for diesels and 70% for electrics.
‘ 73. Considering the volumes at risk and the urgent requirement for the coal line locomotives to
. cascade the current fleat to General Freight, it is proposed that the procurement be confined
j to CSR.
Contract Extension with GESAT for 60 Class 43 Diesels
, 74. The arguments for an extension to the GESAT contract are similar to those for confinement
and are motivated on:
‘ a) the basis of urgency (a) as outlined above
‘ b} and complemented by standardisation (c) and goods largely identical to those previously
; executed (d).
B . 75. The project Is motivated on the basis where a genuine unforeseeable urgency has arlsen. The
.

arguments above are also applicable to the 60 Class 43 Diesels,

76. The latest approved Procurement Procedures Manual, dated 01 October 2013, par 22.4.2,
allows for a contract extension. In this Instance the request is for a material contract
amendment to a previously confined event, The reasoning for the orlginal confinement of the
additional 43 loco’s is still applicable given that there Is a genuine unforeseeable urgency which
has arlsen due to the delay in the 1064 tenders and such urgency is not be attributable to a
lack of proper planning.

77. Complementing the urgency is that the goods are largely identical to those previously executed
by that supplier and standardisation Is a benefit for the specialized locomotives.

78. Addressing the urgency:

a) In December 2009, Transnet concluded a contract with General Electric South Africa
Technologies (GESAT) PTY Ltd for the Supply of 100 Diesel Locomotives through a
limited tender process confined to three potential suppliers. In 201 through a
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confinement process, TFR concluded a contract with GESAT for an additional 43 Class 43
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 fine 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.

€) GESAT and TE have the ability to roll out between 8 to 10 locomotives per month,
d) No prototyping or type testing is required.

79, Complementing the urgency (a) is the standardisation (c) and goods largely identical to those
previously executed (d). Inter alia:

a) Locomotives are highly specialised with limited suppliers worldwlde,

b) The locomotives would be identical with the 143 Class 43 Diesels already supplied or
about to be commissioned.

¢) Transnet would incur wasted time and money In approaching the market as:

i, The specialised tender specifications take time to prepare; prospective
tenderers need time to respond and there is the time to adjudicate. This
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
and prototyping and type testing. This is a further 12 months for diesels before
production commences.

d) Standardisation of locomotives has two elements. (i) Operational standardisation and (ii)
Maintenance standardisation,

i Operational standardisation requires locomotives of the same dlass to operate
as a consist (i.e. two or more locomotives coupled together operating as a
single unit), This is not negotlable but Is implemented through de facto
industry standards.

After many years these standards have now changed and TFR s evaluating
the impact of these changes.

li.  Maintenance standardisation addresses:
* Reduced spares holdings and simplified and standardised inventory,
+ Standardised tools and diagnostic instruments serving a common fleet
+ Unified training and for malntenance staff,
¢ Simplified maintenance practises resulting in shorter Mean Time to Repair.

i, TE s currently maintaining and repairing the Class 43 Serles which means that
no additional training ‘will be required and optimum utllisation of the current
maintenance faclilities.

80. In light of the foregoing concerning standardisation, speclalisation 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 rellable 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

m c) the limited quantities required:

B Class 43 diesel locomotives.

o 81, In both transactions, Transnet Engineering (TE) was appointed as GESAT"s subcontractor for
| the local assembly of the locomotives and the contractual obligations have been met,

L™

82. The time and cost to localise production to comply with local content and SD requirements has
clpated production run. The smaller the run, the more expensive
Y, 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 condltions as the 43 loco confinement, this warrants extension,

Contracting strateqy

84. Extend the current contract with General Electric South African Technologies (GESAT)for 60
[ .'( 3 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,

f Evaluation Methodology

87. The Request for Proposals (RFP’s) for the confinement to Mars and extenslon to GESAT

RFP Evaluation Procoss
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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 bid documents were duly signed by the

)/
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Local manufacturing:
Threshold: 60% for Electric and 55% for Diesels)

100% of PPPFA

Total

100%

—_—

92. In addition, the progressive Local Content for Designated

be applicable to both Electric and Diesel locomotives as

Components (Section 3 (3.2) will also
per the table below though they may

not materlalize as the contracts will be fulfilled before three years and they are net

programmatic.
Assernbly of Locomotives and EMU 100% 100%
' Car a‘;/' T 100% 100% '
Bogie (including wheels) [= 100% ] 100%
Coupling Equipment ] 100% 100%
Suspenslon | 100% T 100% ]
Heat, Ventilation and Alr Conditioning | 60% 70% o
Braking System - | 70% 80%
Alternators 7 90% S 100% T
Traction Motors T 85% T 80%
£ !ect-ric Systems j 80% ﬁL S0% ___-]

The Supplier Development categorles are set out in ¢

he table below. The pre-qualification

targets are considered realistic and achievable without posing a risk to the project,

Investment In plant — bidders monetary commitment to

investment In plant and equipment

Downstream procurement —~ bidders commitment to supporting
2" 37 ter 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/SD ~ bidders commitment to SO Initlatives and ED

development

Award Conditions — 100 Electric locomotives

2. Approval
following:
BADC 100 60 Final doc Page 19
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a) Local content meeting or exceeding 60% by value
b) Compliance with new SD commitments w

ith @ minimum of 70% as measured in the SD
Value Summary which forms part of the R

Fp

<) 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 which will be
used as a guide as Is dependent on forex fluctuation,
Award Conditions — 60 Class 43 Diesels

3. Approval to award the business to GESAT is requested subject to SD compliance with the
foliowing:

a) Local content rneeting or exceeding 55% by value

b) Compliance with new SD commitments with a minimum of 65% as measured in the 5D
Value Summary which forms past of the RFP

¢) Transnet will also request a prince range of between R2

2.5m and R24m for the purposes
of negotiation with

the objective of coming In within the R26m per loco which will be
used as a guide as is dependent on forex fluctuation,

FINANCIAL AND BUDGET IMPLICATIONS

1. The financial motivation and budget implications
are discussed in detail in the respective submisslo

for the 100 Electrics and 60 Class 43 Diesels
100 Electrics

ns.

2. The 100 Electric Locomotives are summarized below an

d are based on previous experience
with the Class 19F contract:

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:

& = = |
Project Plan R343 | R1737 | R1435
Payment

R352 R337:
Dalivery 56 44 ‘

¢) Adding the 100 class 19E sustaining locomotives to the original Coal 81 mt model
changes the Net Present Value of the total Coal 81 Project from (NPV) R50,63m to (NPV)
R98.49m over 10 years,

d) The present value (PV) of the Total Cost of ©
Is R58.6m per locomotive and RS 8&3m for

wnership using the 1064 locomotive mode|
the 100 locomotives,

e) Approved infrastructure Investments supporting the project totals R3 974 miflion,
f) The cost Is esti

mated and therefore a fina price can cnly be given upon negotiation.

60 Class 43 Diesels
3. The 60 Class 43 Diesels are summarized below:

4. The 60 Class 43 locomotives are over and above the 465 djesels
locomotives,

approved 1064
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‘ 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 sustalning the fieet beyond
i the seven year period in the order of 60 to 80 locomotives per year,
¢) 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
1 the delayed delivery of the 1064 beyond the current 2013/14 7 year cycle. This
' adjustment is in line with the stated intent of sustaining the fleet though a continuous
- replenishment of new locomotives,
- e) A price per locomotive price of R26m @ Rand / USD (R9.59/USD) (R27.67 m @
R10.4/USD for 2014/15).
R f) Capital Investment Summary:
.( , Project Plan

Payment

1| ’ Dellvery 60 60
2 —l

g) The acquisition of the 60 Class 43 Diesel preserves an NPV of R1 871 m based on the
1064 Locomotive Maodel,

1
- h) The PV of the Total Cost of Ownership using the 1064 Locomotive model is R63.7m per
locomotive and R3 822m for the 60 additional diesels over their 30 year life,
1
} i) The cost is estimated and therefore a final price can only be given upon negotiation
Financial Impact to Group
M
; 5. The proposed procurement has limited impact on Group finances and the critical ratios are
maintalned.
E 6. For no delay the ratios are:
A7 k -Operating margin % 36,3
e - EBITDA % 42.9 46.7 52.6
% - Return on average total assets (%) 8.0 10.0 3. 12,4 | 14.2 145
= | -Gearlng (%) 466 47.7 47.7 ' 452 416
| - Net debtto EBITDA (Times) 3.04 2.70 2.53 217 1.94
I - Asset turnover (Times) 0.30 033 | 0.34 0.38 0.38
h |- Cashinterest cover (Times) 3.3 36 | 4,0 45| a3
i
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7. Foraone (1) year delay the ratios are:

ti ansnet G
- Operating margin % 24.8 28,5 29.6 25.0 313 32.0
-EBITDA % 42.7 46.2 47.6 47.1 48.7 495
- Return on average total assets (%) 79 | 9.7 10.4 10.6 118 12.0
- Gearing (%) 6.2 473 47.8 43,7 48,7 47.1
- Net debt to EBITDA (Times) 3.01 2.71 267 275 2,64 2.49
- Asset turnover (Times) 0.30 0.33 0.33 0.35 0.36 0.36
|- Cash interest cover (Times) 33 3.6 3.8 3.7 3.7 3.9
— 1 /] 39

8. For a two (2) year delay the ratios are:

; YearDel 1 2018/375 520
- Operating margin % 24,8 © 283 283 29.1 31.6 326
-EBITDA % 42.7 45,9 472 47.1 48.9 50.0
- Return on average total 2ssets (%) 7.9 9.6 10.3 10.7 120 12.3
- Gearing (%) 46.0 46.6 46.8 47.4 47,7 46.3
- Net debt to EBITDA (Times) 2.99 | 2,67 2.61 2.64 2.55 2,41
- Asset turnover (Times) 0.30 0.33 0.34 0.35 0.36 0.36
- Cash interest cover (Times) 33 1 3.6 39 j 3.8 3.9 4.0

SOCIO-ECONOMIC BENEFITS

9. The transaction will be aligned with the Government of South Africa’s socioeconomic policy
framework, including CSDP, NGP, NDP, SSI, and IPAP2.

10. Meeting the MDS growth targets supports the WNational 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 Ccapacity avallable in South Africa

b) In terms of the National Treasury instruction note the local content for deslgnated sector
(rolling stock - locomotives) for electric locomotives is 60% and for diesel locomotives is
55%.

¢) Ability to relnstate / 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 Jjobs retained in
downstream enterprises

PROJECT RISKS
13. Both projects face several risks that could affect their overal! economic viability:

14, 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.

15, Lower volumes: MDS volumes may hot materialise per plan negating the need to cascade
locomatives and / or the class 43 dlesels not being fully or optimally utillsed,
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The coal line locomotives are nonetheless still nearing their end of fife and these will require
replacement in the short term to sustain coal exports at 81 mt. Long term coal contracts are
currently being negotlated for 81 mt and there are sufficlent 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 97.4 mt,

Exchange Rate Fluctuations:

a) For the 100 Electric confined to CSR, the Yen / Rand Rate Is used as a forecast given that
the Class 19€ deal was used as a base. Localisation is already set at 60%, thus mitigating
exchange fluctuation risks,

b) For the 60 Class 43 confined to GESAT the base price Is taken R10/USD. The rate is
forecast to strengthen in the short term which includes the duration of the 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 ton, transport
accounts for ~13% of the FOB price. Pressure on tariffs will remalin tll there is a long
term sustainable uptick in the FOB price.

b) For General Freight increases linked to inflation are not seen as a risk while 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 viability of emerging miners for export coal. This
will affect only 3 mt as the rest are based on long term contracts being negotiated. The
model is also based on 95% of the volumes realising.

b) Locomotives have a 30 year life-cycle which transcends economic cycles. In the short to
medium term the global economic recovery is seen as slow but sustained. The economic
environment for General Freight Jocomotives was fully set out in the 1064 business case,

Over Capitalisation of the Coal Line: This is not seen as a risk as the locomotives sustaln
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 to sustain this tempo for the long
term. There Is thus little risk of stranded assets, The Jocomotives belng replaced are at the end
or very close to the end of their economic life and would require replacement in the very short
term even if they were not cascaded to General Frelght.

Project interdependencies:

a) Crucial to the new operations and achieving 81mt on the Coal Export Line with the
additional 100 Electric locomotives requlres constructing the Ermelo bypass line. This line
enables two 100 wagons trains from the mines to be coupled together enabling the train
to proceed as a single 200 wagon Radio Distributed Power (RDP) train without going into
Ermelo Yard.

b) An Interdependency for the 100 Electric locomotives is cascading locomotives to general
freight. The 60 Class 43 Diesels do not have other project interdependencies

Project risks will be mitigated during implementation by a dedicated cross-functional
project team to manage the contract,

l
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™
m RECOMMENDATION:
23. It is recommended that the Transnet Board Acquisitions and Disposals Committee recommends
'--? to the Transnet Board of Directors the foliowing:
! a) Note the risk to TFR MDS volumes through Insufficient traction power resulting from the
n delay in the procurement of the 1064 locomotives;
j b) To approve the investment in and procurement of 100 Electric locomotives required for
! the Coal Export Line in the amount of R3871 m (excluding borrowing costs):
T c) To approve the confinement and award of the procurement for the 100 Electric
‘ locomotives,
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 R1 826 m (excluding borrowing costs);
» e) To approve an extension of the current Class 43 diesel locomotives contract for 60
j additional locomotives:
f) The GCE be delegated the power to sign and conclude all relevant documents to give
nied _' effect to the above resolutions, including the award and process approval,
_dN :
RECOMMENDED BY:
|
B | S s
~ Slyabonga Gama Date:
Chief Executive
D) Transnet Freight Rai
3 RECOMMENDED BY:
i
L] 5 L = \
) = ) Blowi .
Anoj Singh Z\ Date: -
¥ Group Chief Finantlal Officer
i Transnet SOC Ltz
]
RECOMMENDED BY:
/"
! 7
[Ax NP (Y=
Brian Molefe Date:
Group Chief Executive
Transnet SOC Lid
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F CONFIDENTIAL LEXHIB:T 5 - .l

MINUTES OF THE SPECIAL BOARD OF-DIRECTORS OF TRANSNET SOC LTD MEETING NO. 14/1 HELD ON f
24 JANUARY 2014 AT 16:10 IN BOARDROOM 4901, 49™ FLOOR, CARLTON CENTRE, 150 COMMISSIONER '
STREET, JOHANNESBURG ,
Resolution Nof '
For Attention r
1 CONSTITUTION OF MEETING AND APCLOGIES
1.1 Present
’ Mr ME Mkwanazi Chairperson
Mr MA Fanucchi Non-Executive Director
Ms Y Forbes Non-Executive Director
Mr HD Gazendam Non-Executive Director
Ms NP Mnxasana Non-Executive Director
Mr B Molefe Group Chief Executive
Ms NR Njeke Non-Executive Director
Mr IM Sharma Non-Executive Director
Mr IB Skosana Non-Executive Director |
Mr A Singh Group Chief Financial Officer |
Ms E Tshabalala Non-Executive Director
! 1.2 In attendance
Ms NJ Mabandia Group Executive: Group Legal Services
Mr S Gama Group Executive: Transnet Freight Rail
Mr T Jivane Chief Pracurement Officer: Transnet Freight Rail
Mr GJ Pita Group Chief Procurement Officer !
Mr KL Mosia Company Secretary
Ms ANC Ceba Group Company Secretary
1.3 Apologies
Ms N Moola Non-Executive Director
Ms DLJ Tshepe Non-Executive Director
14 Welcome and Signing of Attendance Register
141 The Chairperson welcomed all members and attendees present, and having observed a
quorum, declared the meeting duly constituted. He noted apologies from Mses Moola and i
Tshepe. The Attendance Register was circulated for signature.
5 Adoption of Agenda
) 1.5.1 The agenda was adopted as tabled.
2 SAFETY BRIEFING AND EVACUATION PROCEDURE : !
2.1 The safety briefing and evacuation procedures were conducted by Mr Linda. | |
3 DIRECTORS’ DECLARATION OF INTERESTS |
3.1 The Declaration of Interests Register was circulated for signature.
4 MATTERS FOR APPROVAL
4.1 Acquisition of additional 100 Class 19E equivalent Dual Voltage Electric

Locomotives and 80 Class 43 Diesel Locomotives

411 Management took the Board through the submission as contained in the pack. The
submission was taken as read. The purpose of the submission was to request the Board to:
» Note the risk to TFR MDS volumes through insufficient traction power resulting from
the delay in the procurement of the 1064 Locomotives.

» Approve the investment in and procurement of 100 Electric Locomotives required for
the Coal Export Line estimated at R3.8bn (excluding borrowing costs).

» Approve the confinement and award of the procurement for the 100 Electric :
Locomotives (“the 100 Electrics”). v

» Approve the investment and amendments in the Fleet Plan to procure 80 Class 43
Diesel Locomotives (the 60 Diesels”) for General Freight estimated at R1.8bn
{excluding borrowing costs).
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2

e Approve an extension of the current Class 43 Diesel Locomotives contract for 60
additional locomotives.

+ Delegate authority to the GCE to sign and conclude all relevant documents to give
effect to the above resolutions, including the award and process approval.

Mr Sharma stated that the matter was dealt with at the Board Acquisitions and Disposals
Committee ("Committee”). The request for a confinement had been on the Committee’s
agenda for 3 months, and the matter was extensively deliberated by the Committee. The
Company currently has a contract with General Electric South Africa Technologies in terms
of the Class 43 diesels. The proposal was to confine the 100 Electrics to China South Rail.
There were adverse media reports on the previous Mitsui confinement process. To manage
reputational matters, the Company seeks to advance to a new supplier. Management
indicated that the TFR Locomotive Fleet Plan was first approved by the Board in April 2011,
and updated with the 1064 GFB Locomotives submission. The proposed locomotives
acquisitions are in line with the Fleet Plan and were budgeted for in the MDS, The delay in
the 1064 acquisition has placed GFB volumes at risk. The risk will be mitigated by the
urgent acquisition of the locomotives. The heavy haul 100 Electrics will be deployed in the
Coal Export line and will release 125 locomotives that will be used on GFB pending delivery
from the 1064 programme. The 100 Electrics form part of the already approved Fleet Plan.
The 60 Diesels also fill the gap pending delivery from the 1064 programme. The 60 Diesels
were not part of the approved Fleet Plan and the submission requested an amendment to
the Fleet Plan to include the 60 Diesels.

Management informed the Board that the 1064 Locomotives were delayed due fo the
withdrawal of the PPPFA exemption. The submission proposed an accelerated
procurement to mitigate General Freight MDS volumes at risk by confining 100 Electrics to
China South Rail and extending the current Class 43 Contract with 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 2014/15FY. The volumes
mitigated increases from 6.2mt for the 2014/15FY to 15.1mt for the 2016/17FY and the
cumulative income protected wili be R9.1bn for the 2013/14FY to 2016/17FY. The
confinement to China South Rail and extension to General Electric South Africa
Technologies contract was motivated on the basis of urgency The 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 locomotives will
extend its funding to beyond the MDS period. The Diesels were in addition to the approved
Locomotive Fleet Plan but accord with the fleet strategy. With a year's delay in the 1064
procurement, the 60 Diesels will fill the gap of the first year.

Management stated that the 100 Electrics business case articulated the benefits of the
earlier than previously planned delivery of the locomotives to the Coal Export lins. TFR was
in the process of acquiring 143 Class 43 Diesel Locomotives from Genera! Electric South
Africa Technologies {which have been delivered over the past 2 years and have proven to
be a capable locomotive). Given the MDS volume shortfall, it was proposed that 60 Diesels
be acquired to further mitigate the volume risk as the 1064 programme is likely to come on
stream in 2015. The procurement process was carefully considered, with the aspects
considered articulated as follows:
¢ Type: The 100 Electrics are 26 ton per axle locomotives for heavy hau! use to be
deployed on the Coal Line. The 599 Electrics in the 1064 are 22 ton per axie
locomotives for GFB use.
= Delivery: The 60 Diesels were similar to the 465 of the 1064, but the motivation for
extension as contained in the submission was urgency due to the overall delay in the
1064 programme. Including the 60 Diesels in the 1064 will not address the delay or
urgency,

Management indicated that due to the urgency of the matter, the confined/extended
contract option was the recommended option. The proposed procurement process will
solicit locomotives in the shortest possible time and thus mitigate the potential shortfall in
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MDS volumes. The reasons of urgency were set out and the complementary benefits of the
recommended option were highlighted. The arguments for an extension to the General
Electric South Africa Technologies contract were similar to those advanced for confinement
and are motived on the basis of urgency, complemented by standardisation and goods
largely identical to those previously executed.

417 Mr Gazendam sought clarity if the recommendation from the Commitiee was unanimous.
He stated that the 60 and 100 locomotives were being awarded to the same entities
recommended for the 1064 transaction, and requested Management to ensure that the
matter is dealt with sensitively in the media.. Mr Skosana stated that the Committee
extensively deliberated on the matter and requested the Committee to share critical matters
that were an impediment on the transaction. Mr Sharma informed the Board that the
Committee was of the view that the initial business case was not properly articulated. |
Further, the Committee had considered the reputational risks linked to confinement i
processes. However, the Committee was subsequently convinced by the revised business
case and comforted by the fact that the 160 locomotives were awarded to the same entities
that were being recommended for the 1064 transaction. Management informed the Board
that the Committee had also requested the Company to explore alternative methods for
acquisition e.g. leasing options of the locomotives. To this effect, the Company will procure
23 second hand locomotives from Australia.

RESOLVED that the Board:

» Noted the risk to TFR MDS volumes through insufficient traction power resulting from
the delay in the procurement of the 1064 Locomotives.

+  Approved the investment in and procurement of 100 Electric Locomotives required for
the Coal Export Line estimated at R3.8bn (excluding borrowing costs).

e Approved the confinement and award of the procurement for the 100 Electric
Locomotives to CSR.

» Approved the investment and amendments to the Fleet Plan to procure 60 Class 43
Diesel Locomotives for General Freight estimated at R1.8bn (excluding borrowing
costs).

* Approved an extension of the current Class 43 Diesel Locomotives contract for 60
additional locomotives to General Efectric South Africa Technologies (Ply) Ltd.

e Delegated authority to the GCE to sign and conclude all relevant documents to give
effect to the resolution, including the award and process approval.

1411

472 Acquisition of 599 Electric Locomotives

421 Management took the Board through the submission as contained in the pack. The

submission was taken as read. The purpose of the submission was to:

» Provide the Board with an update regarding the progress on the tender evaluation
process.

» Request the Board to note and approve the tender evaluation process.
Request the Board to approve the recommendation of the shortlist of tenderers as a | I
result of the tender and evaluation process for the negotiations and award of business.

» Request the Board to delegate all the necessary powers to the GCE 1o sign, approve
and conclude all necessary documents to give effect to the above resolutions.

¢ Request that the Board notes that the above resolutions are subject fo
recommendation of the Board Acquisition and Disposals Committee.

422 Mr Sharma advised the Board that Management took the Committee through the evaluation
process and stated that the 599 Electric Locomotives were recommended for allocation to
Bidder T1 and Bidder 72, 60% to Bidder T2 and 40% to Bidder T1, subject to a |
performance clause in the contract. The contract is estimated at R19.8bn (excluding
hedging costs, escalations and scope of TE's work). b

423 Management informed the Board that the original MDS volumes contained in the Corporate )
Plan were significantly at risk. This was due to the delays in the award of the 1064 tender 2t
due to the withdrawal of the PPPFA exemption. In order to manage the risks, Management \ ’)(f o

Greup Company Secrelary - Conficential Board of Directors 14-1 24 Jan 2014 {Shaciah



TRANSNET-REF-BUNDLE-08648

CONFIDENTIAL

4

suggested that more than 1 supplier should be utilised to supply the required locomotives
to reduce delivery risk and enhance the ability-to meet the MDS volume targets,
Management proposed that 2 suppliers be utilised to manufacture the required locomotives
. for, amongst others, the following reasons:
» To promote standardisation of the locomotive fieat to ensure that the total cost of
| ownership is minimised.
' = To allow for critical mass that would enable successful negotiations on price and other
critical commercial terms and conditions.
» To allow for critical mass that would promote localisation and programmatic
procurement,
» To allow for flexibility in supplier options in future as it prevents monopoly behaviour.
» To reduce legal risks of the transaction.
o To reduce the overall contract risk of the transaction due to unforeseen circumstances.

424 Management stated that the Board approved the procurement of 599 Electric locomotives
subject to Section 54 PFMA approval on 19 April 2012. The Board was given background
on the procurement process followed, highlighting the 7 bidders who responded. The 6 step

i evaluation process followed was as indicated below:
5 .
= o, = = L)
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425 Management informed the Board that the bids were evaluated according to the above

criteria listed below, and highlighted the results of 6 step evaluation process as follows:

WHAT IS BEING MEASURED | WEIGHT | T1 12 ] T3 5 7
1 | BBBEE SCORECARD 10.00 | 8.00 l 500 | 400 | 800 | .00
2|sp 2000 | 1550 | 1645 | 15.43 | 16.67 | 1589
Further Recognition Criteria . : B
': 3 | (Current) 500 | 0838 | 047 | 018 | 18 | 2.18

| Further Recognition Criteria | |
(Future) 5.00 0.94 | 211 | 126 | 245 | 182

&

Price {Total Cost of CGwnarship |
{TCO) excluding unscheduled and
excluding scheduled maintenance

1 anid excluding bonus point |
5 | allocation} 60.00 40.6% : 36.60 ! 11.85 15,83 26,78
1] TOTAL SCORE | 100.00 | 65.96 | 61.33 | 32.41 | 44.60 | 52.64
428 Management indicated that apart from the fact that Bidder T1 and Bidder T2 scored the

highest points, their proposals also offered the following benefit to the Company:

*  Both bidders committed to Local Content higher than the threshold of 60% {Bidder T1
committed 69.8%, whilst Bidder T2 was 68.2%).

» Both bidders scored the highest points on technical evatuations.

The Supplier Development commitment for Bidder T1 was 77.5% and 80.7% for Bidder U

: T2. x
» The proposed Delivery Schedule was aligned to the Company's requirements. \% =
' 427 Management stated that the outcome of the best and final offer as follows: . {(/
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e Bidder T1 offered to increase procurement to small businesses by R50m and
technology transfer through skills development training and support by R10m. In
addition, Bidder T1 offered a R455 000 reduction in price per locomotive based on a
revised foreign currency content percentage.

» Bidder T2 offered a discount of R2.25m per locomotive, including a revised foreign
currency content amount, thus offering the best price.

» The above process has almost eliminated the premium on the transaction.

428 Management stated that TIA performed gate reviews and ratified all the steps in the
evaluation process as per Annexure A in the submission as contained in the pack.
Mr Gazendam sought clarity if the split posed any challenges on a locomotive’s unit price.
Mr Skosana stated that it was invariable that the pricing of the 2 bidders was not the same,
He urged Management to ensure that the negotiation delivers alignment on certain prices.
Ms Mnxasana was concerned about Bidder T2's split as it was already doing work for the
Company. She stated that it was necessary to manage the conceniration risk and the
perception i.e. Bidder T1 scored higher than Bidder T2 but Bidder T2 was granted a higher
allocation. She proposed that a fair split should be considered. Ms Tshabalala was of the
view that a 50/50 allocation should be considered. The Chairperson stated that, at some
point, the Board should be provided with detail on TE's costs to get a holistic view, Mr Singh

429 Management stated there are no serious prejudices to the Company from a locomotive unit |
price. The prices will be fixed during the negotiation process. The split will accelerate the |
speed of delivery. A comprehensive exercise was conducted to determine TE's scope of
work, and proposals for TE's scope of work will be shared with the preferred bidders.
Bidder T2 was currently building the 95 Locomotives (which will be delivered 3 months
ahead of schedule). Bidder T2 was allocated 560 locomotives per annum, although it has
capacity for approximately 2000 locomotives per annum. Bidder T2 was cheaper than
Bidder T1, and its Supplier Development and localisation ratios were better than those of
Bidder T1. Management was biased towards Bidder T2 due to its ability to meet the
Company's delivery schedule. The 60/40 allocation was motivated by the current risks.

4.2.10 Mr Skosana stated that it should be ensured that the contract is adequately punitive to
cover instances of non-performance. Management stated that the penalties will be
negotiated, and indicated that the intention is to impose strict penalties. Bidders were
advised that performance bonds would be required. The performance bonds are punitive.
Management stated that the Company will need to “ride the wave” on negative media due
to the nature of the transaction. At an appropriate time, the Company will adequately
engage the media on the procurement process. The perceptions will be adequately
managed. ;

4211 The Chairperson informed the Board that the difference between the split was
approximately 60 locomotives, and the Company will pick up financial gain. Management
stated that it never procured from Bidder T1. Bidder T2's production line was ready while

iader T1 still needs to construct a prototype. Mr Fanucchi requested details on the
partners in the respective consortia. Mr Skosana stated that the Company should be aware
of the BEE choice so that the Company is not taken by surprise, and it can also manage
the potential reputational issues. Management stated that Bidder T1 set up a local
company, the same company that worked on the Gautrain. Bidder T2 is 70% owned by the
CSR E-Loco Supply Proprietary Limited and 30% by a local company called Matsste
Basadi.

4212 Management stated that Bidder T2's court case was on structuring the supplier
development gate (details on the local and partners). Bidder T2 felt it will be prejudiced to
disclose the information whilst the 1064 transaction was still in progress. Bidder T2 was
willing to give the information to the competitors post the finalisation of the 1064 tender, 1 «‘
Management stated that negotiations will commence from 27 January 2014, to be \
concluded within 6 weeks. The finalisation of the contract was targeted prior to 31 March A /
N . i
2014 to ensure execution of the pre-delivery payment. SN\
N O
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s Bidder T4 proposed the best delivery schedule of all the bidders.
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RESOLVED that the Board:

o Noted and approved the tender evaluation process for the 599 Electric Locomotives.

e The acquisition of 599 Electric Locomotives estimated at R19.8bn (excluding hedging
costs, escalations and scepe of TE's work).

» Approved the recommendation of the Bidder T1 and Bidder 72 as a resuilt of the
evaluation process for the negotiations and award of business, subject a further
endorsement by the Board Acquisitions and Disposals Committee post the negotiation
process.

o Approved the allocation on a 60% - 40% basis; 60% to Bidder T2 and 40% to Bidder
T1, subject to a performance clause in the contract.

o Delegated authority to the GCE to sign, approve and conclude all necessary

documents to give effect to the resclution. 14112

Acquisition of 465 Diesel Locomatives

Management took the Board through the submission as contained in the pack. The
submission was taken as read. Management stated that a similar process was followed as
for the Electric Locomotives. The bidders were probed further on the scheduled
maintenance. The purpose of the submission was fo;
* Provide the Board with an update regarding the progress of the tender evaluation
process.
» Request the Board to note and approve the tender evaluation process.
Request the Board to approve the recommendation of the shortlist of tenderers as a
result of the tender and evaluation process for the negotiations and award of business.
» Request the Board to delegate all the necessary powers to the GCE to sign, approve
and conclude all necessary documents to give effect to the above resolutions.
s Request that the Board notes that the above resolutions are subject to
recommendation of the Board Acquisition and Disposals Committee.

Management highlighted the breakdown of the 1064 locomotives to the Board.
Management took the Board through the evaluation process and stated that the 465 Diesel
Locomotives were recommended for aliocation to Bidder T1 and Bidder T4. Management
took the Board through the evaluation process and stated that the 465 Diesel Locomotives
were recommended for allocation on an equal split, subject to a performance clause in the
contract. The contract is estimated at R13.6bn (excluding hedging costs, escalations and
scope of TE's work).

Management stated that the Board approved the procurement of 465 Diesel Locomotives
subject to Section 54 PFMA approval. The Board was given background on the
procurement process followed, highlighting the 4 bidders who responded. The 6 step
evaluation process followed was as indicated below:

Lt E L) *.SD.;*,!.!"lu,t'wr!-‘!o'w

Step 2 Step 3 Stup 4 stap 5 Bwp 6
PApsinesn Pineming “nienum Weoighted

1 hreshold Scaring / 100

hwi.; g SO .’?‘?f*‘ t ; B0
W s . 1:f>,if’ > . =

Profpustiication g eient = Supplien Tuetnrical
Davniopment
»  BBBEE Scorecard

Management stated that the 4 bidders were evaluated according to the above criteria.
Apart from the fact that Bidder T1 and Bidder T4 scored the highest points, their respective
proposals also offered the following benefits to the Company:
» Both bidders committed to Local Content higher than the threshold (commitment for
Bidder T1 was at 61.1%, with Bidder T4 at 55.5% against a threshold of 55%). U
o Bidder T1 scored 92.9% on the technical evaluations compared to the stipulated 80%. A
» The Supplier Development commitment for Bidder T1 was 66.15% and Bidder T4’s W

commitment was 66.7% against a threshold of 40%. . [i /gb\‘
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»  Both bidders provided the best Total Cost of Ownership in terms of the elements which
were considered at the end.

»  While the scoring for Bidder T1 and Bidder T3 seems very close, the price for Bidder
T3 was 32% higher than the price offered by Bidder T1.

Management proposed that 2 suppliers be utilised to manufacture the required locomotives

for, amongst others, the following reasons:

¢ To promote standardisation of the locomotive fleet to ensure that the Total Cost of
Ownership is minimised.

» To allow for critical mass that would enable successful negotiations on price and other
critical commercial terms and conditions,

» To aliow for critical mass that would promote localisation and programmatic
procurement.
To allow for flexibility in supplier options in future as it prevents monopoly behaviour.

» Toreduce legal risks of the transaction.

¢ To reduce the overall contract risk of the transaction due failure of any supplier to fulfil
its contractual obligations.

Management informed the Board that the equal allocation was motivated by the following

reasons:

o There is a growing risk of very high dependency on Bidder T4 due to previous
locomotive transactions. This might lead to a promotion of monopolistic environment
and will reduce the Company’s ability to mitigate Total Cost of Ownership over the
long-term. Allocating 50% to Bidder T1 will allow this risk to be mitigated.

» The allocation will promote localisation and supplier development as there will be
critical mass for Bidder T1.

»  Delivery risk on Bidder T7 will be mitigated as Bidder T4 has demonstrated in the past
to delivery ahead of schedule.

Management stated that TIA performed gate reviews and ratified all the steps in the
evaluation process as per Annexure A in the submission contained in the pack. Mr
Skosana sought clarity if the 50/50 split was the best route since Bidder T4's rating was
lower than Bidder T1's rating. He indicated that the Board needs assurance on the
elements of the 50/50 split as there were big differences in the preferred bidders’ scores.
Management stated that Bidder T4's split related to the delivery risk. The delivery risk was
not of significant risk on the Diesels. Bidder T4's has delivered close to 250 locomotives in
advance. In addition, a further player has been introduced 1o reduce the concentration risk.
The Chairperson was of the view that the key issue for the split was the tenderers’ ability to
speed up production and secure the MDS volumes. Mr Fanucchi indicated that the 60/40
split (on Item 4.2 above) will save the Company R40m. Ms Mnxasana stated that Bidder T4
was cheaper than Bidder T1. She supported the proposed allocation to manage
concentration risks. Management stated that Bidder T4's competitive advantage was that it
was already in the system. The price difference was R2.7m per locomotive. Management
was confident that the R2.7m premium could be reduced in the negotiations. The proposed
allocation was premised on the reduction of concentration risk on Bidder T4,

Mr Sharma stated that the Committee approved the allocation, subject to Management's
ability to negotiate a better allocation. The principle will be on the delivery schedule and
total costs. Management should have flexibility to move the order to the other company if
one fails to deliver on-time. Mr Skosana requested the Board to consider all quantitative
issues in relation to the transaction, and sought confirmation if the proposed allccation wil
address the concentration risk as he was not fully convinced. Management stated that
Bidder T4's price has always been R10m less than the other bidders. The price will be
interrogated in the negotiation process. The Company will reserve the right to increase
Bidder T4's allocation should there be no adverse findings in the price negotiation process.
Bidder T4's price presents an 11% price difference.

Mr Skosana was uncomfortable that Management's flexibility will not be subjected to
governance structures, and sought guidance on information that will be communicated to

W,
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the bidders. Management stated that the matter will be submitted to the Board on an
annual basis due to the nature of transaction (programmatic procurement). It was indicated
in the RFP that the “‘Company reserves the right to procure more or less locomotives than
advertised” depending on the market conditions. Mr Gazendam stated that it should be
ensured that Management adheres to the Board resolution. The Chairperson stated that
the 11% differential was excessive; there should be a comparable number post the
negotiation process. The Chairperson stated that the Total Cost of Ownership concept
should stiil be built into the pricing. It was necessary to understand the Life Cycle costs and
compare the prices, as well as the future cost of locomotives, maintenance and spares.

4.3.10 Ms Tshabalala sought clarity on whether the 31 March 2014 deadiine was a realistic date
for the finalisation of the contract, and Management stated that it was an ambitious date.
However, the Company is under pressure to meet the capital budget and the transaction
will assist. Mr Sharma congratulated the team on pulling the matter together. In October
2013, there were indications that the matter will be finalised by May 2014,

RESOLVED that the Board:

» Approved the tender evaluation process for the 465 Diese! Locomotives.

» The acquisition of 465 Diesel Locomotives estimated at R13.6bn (excluding hedging
costs, escalations and scope of TE's work).

* Approved the recommendation of the Bidder T1 and Bidder T4 as a result of the
evaluation process for the negotiations and award of business, subject & further
endorsement by the Board Acquisitions and Disposals Committee post the negotiation
process.

» Approved the allocation on a 50/50 split, subject to a performance clause in the
contract.

¢ Delegated authority to the GCE to sign, approve and conclude all necessary
documents to give effect to the resolution. 141113

5 TRANSNET BOARD OF DIRECTORS MANDATE
The Board noted the Board of Directors' Mandate as contained in the pack.

6 CLOSE
The Chairperson thanked the Board for its commitment. There being no further business to

conduct; the Chairperson declared the meeting closed at 17:40.

GROUP COMPANY SECRETARY
DATEAY PERRUARY 20(4

Group Company Secretary - Confidentiai Board of Directors 14-1 24 Jan 2014 {Special)




TRANSNET-REF-BUNDLE-08653

REPORT 3(B) — EXHIBIT 6



TRANSNET-REF-BUNDLE-08654

From: Francis Callard Transnet Freight Rail JHB <francis.callard@transnet.net>
Sent: Tuesday, 20 May 2014 10:50

To: Francis Callard Transnet Freight Rail JHB

Subject: Fw: URGENT CONFIDENTIAL - 100 and 60 Locomotives

Attachments: URGENT CONFIDENTIAL - 100 and 60 Locomotives.em!

On ThuJan 23 15:50:18 SAST 2014, "Francis Callard Transnet Freight Rail JHB" <francis.callard@transnet.net> wrote:

————— Original Message ------

From:"Francis Callard Transnet Freight Rail JHB" <francis.callard@transnet.net>

Sent:Thu Jan 23 15:50:18 SAST 2014
! "Siyabonga Gama Transnet Freight Rail JHB" <Gama.Siyabonga@transnet.net>,"Thamsanga Jiyane Transnet
Freight Rail JHB" <Thamsanga.Jiyane@transnet.net>

Subject:URGENT CONFIDENTIAL - 100 and 60 Locomotives

Dear Siya and Thami.

This is a difficult mail to write. In helping to format a recent version of the 100 and 80 locomotive
business case on Wednesday 22", | noticed that the case was changed from that which | had
submitted on Monday. This mail is because of the nature of those changes and the implications. The
implications are technical and in the rationale for the acquisition which was speedy delivery to
mitigate MDS volumes at risk.

Project Shongololo was predicated on 19 Equivalent locomotives. These locomotives are 26 ton per
axle, 311 kN at 34km/h and are equipped with Toshiba T-Ethernet interoperability. It is this
equivalency of power and interoperability that was at the heart of the business case.

The locomotives proposed are not explicitly specified but if a current and delivered design is the
criteria, then itis the 20E. This locomotive is a 22 ton per axle locomotive, 279kN at 40 km/h
(284knat 30 km/h) and uses IEC61375 Standard for interoperabilty. This was specified as a GF
locomotive. The implications are that the locomotive is not a heavy haul locomotive, is not as
powerful and the locomotive calulations for Operation Shongololo no longer hold and the project
and volume targets may be at risk. Furthermore the locomotives cannot interoperate with the
current 19E locomotives adding further complexity to operations. To have the 20E interoperate with
the 19E will require that they be fitted with wired DP at an additional cost of around R1m per
locomotive.

If the locomotives are of a new Co-Co design which will meet the power requirements then all the
arguments relating to time saving using proven design and eliminating type testing no longer hold.
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The TE assembly line for the current 20E has yet to produce a locomotive. If local asembly is the
criteria then ramping up this line up to meet the 95 20E and this 100 delivery criteria is a risk that
has not been — in my humble opinion — been visibly addressed. If imported as complete units then
local content is problematic though the delivery program is achieved.

Respectfully for your information and consideration.
Regards

Francis

EE"‘J i e o e e

DISCLAIMER: The information contained in this email and its attachments is both confidential and
subject to copyright. If you are not the intended recipient, you are hereby notified not to read,
disclose copy or use the contents thereof in any manner whatsoever, but are kindly requested to
notify the sender and delete it immediately. This e-mail message does not create any legally binding
contract between Transnet SOC LTD and the recipient, unless the contrary is specifically stated.
Statements and opinions expressed in e-mails may not represent those of Transnet SOC LTD. While
Transnet will take reasonable precautions, it cannot give any guarantee or warrant that this email
will be free of virus infections, errors, interception and, therefore, cannot be held liable for any loss
or damages incurred by the recipient, as a result of any of the above-mentioned factors.
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: From:
Brian Molefe Wang Pan
Group Chief Executive General Manager
TRANSNET SOC Ltd. CSR E-Loco Supply (Pty) Ltd.
1% Floor, China Construction Bank Building,
Carlton Centre, 150 Commissioner Street, 95 Grayston Drive, Sandton, 2198,
Johannesburg, 2001 Johannesburg

Tel.: +27-10 007 1127
Cell: +27-72 562 5154
Fax: +27-86 5089 7734
E-mail: alton@csrzelc.com

Date: 14" March, 2014
Our Ref.: TFR-100- CSR002

Subject: Updated Price Proposal for Supply of Additional 100 sets of 20E Dual Voltage
Electric Locomotives for Transnet Freight Rail

Dear Mr. Brian Molefe,

Thank you very much for giving us an opportunity to provide a proposal to Transnet Freight
Rail regarding supply of additional 100 sets of 20E Dual Voltage Electric Locomotives.

As the Special Purpose Vehicle (SPV) in South Africa established by CSR Zhuzhou Electric
Locomotive Co., Ltd. (CSR ZELC), CSR E-Loco Supply (Pty) Ltd would like to submit
updated price proposal according to your RFP dated on 25t February, 2014, the Technical
Proposal submitted on 28" February 2014 and negotiation between TFR and CSR E-Loco
last week.

When TFR received this updated price proposal regarding 100 sets of locomotive, all
previous price proposals submitted by CSR E-Loco Supply (Pty) Ltd to TFR shall be invalid.

1 PRICE PROPOSAL

The price is calculated based on the technical proposal of 20E locomotive with certain
technical modifications as required. In order to comply with the requirement of Mr. Anoj
during the price discussion, we would like to propose three options as following to be
considered and decide:

1.1 Option 1

The price for Option 1 is R 41,950,000.00 per locomotive excluding VAT. The total
price of 100 sets of 20E locomotive is R 41,950,000.00 excluding VAT. This price is
calculated based on the following conditions:

1) All locomotives will be manufactured and assembled in China;

Registration No.: 2012128051007 Page1of§ ﬁi%h*ﬂirﬁ E /A%]

VAT No.: 4850261837
Address: 1* Floor, China Construction Bank Building, CSRE-LOCO. SUPPLY (PTY}LTD.

95 Grayston Drive, Sandlton, 2196, Johannesburg
Tel.: +27-10 007 1127 Fax: +27-86 599 7734
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Payment terms:

® 30% of the Contract Amount excluding VAT will be paid before the Contract
comes into effectiveness;

® 30% of the Contract Amount excluding VAT will be paid after design review,
but not later than 6 months after Effectiveness of the Contract;

® 35% of each contract locomotive excluding VAT will be paid after the
locomotive is accepted:;

# 2.5% of the contract locomotive value will be paid after the reliability target
is achieved,

@ 2.5% of the contract locomotive value will be paid after the availability
target is achieved.

3) No warranty bond will be provided:
4) The SD value will be about 36% of the total price:

5) The price excludes any spare parts, special tools, ECPB&WDP and other
options.

1.2 Option 2

The price for Option 2 is R 43,600,000.00 per locomotive excluding VAT. The total
price of 100 sets of 20E locomotive is R 4,360,000,000.00 excluding VAT. This price
is calculated based on the following conditions:

1} 60 locomotives will be manufactured and assembled in China. 40 locomotives
will be assembled in TE, CSR ZELC will provide TE with all CKD components
for these 40 locomotives;

2) The price for TE’'s CKD component assembly shall not be higher than that for
359 locomotives project;

3) Payment conditions:

® 30% of the Contract Amount excluding VAT will be paid before the Contract
comes into effectiveness:

@ 30% of the Contract Amount excluding VAT will be paid after design review,
but not later than 6 months after Effectiveness of the Contract;

@ 38% of each contract locomotive excluding VAT will be paid after the
locomative is accepted;

® 1% of the contract locomotive value will be paid after the reliability target is
achieved;

® 1% of the contract locomotive value will be paid after the availability target
is achieved.

Reglstration No.. 2012/128051/07 Page 20f 5 ) ﬁjEEﬁjﬁfﬂilﬁ E /\'—]

VAT No.: 4850261837
Address: 1% Fioor, China Consiruction Bank Building, CSR E-LOCO sU PPLY (PTY) LTD,
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4) No warranty bond will be prowded
5) The SD value will be about 60% of the total price;

6) The price excludes any spare parts, special tools, ECPB&WDP and other
options.

1.3 Option 3

The price for Option 3 is R 44,000,000.00 per locomotive excluding VAT. The total
price of 100 sets of 20E locomotive is R 4,400,000,000.00 excluding VAT. This price
is calculated based on the foliowing conditions:

1) 40 locomotives will be manufactured and assembled in China. 80 locomotives
will be assembled in TE, CSR ZELC will provide TE with all CKD components
for these 60 locomotives;

2) The price for TE's CKD component assembly shall not be higher than that for
359 locomotives project;

3) Payment conditions:

©® 30% of the Contract Amount excluding VAT will be paid before the Contract
comes into effectiveness;

@ 30% of the Contract Amount excluding VAT will be paid after design review,
but not later than 6 months after Effectiveness of the Contract:

@ 38% of each contract locomative excluding VAT will be paid after the
locomotive is accepted;

@ 1% of the contract locomotive value will be paid after the reliability target is
achieved;

® 1% of the contract locomotive value will be paid after the availability target
is achieved.

4) No warranty bond will be provided:;
5) The SD value will be about 63% of the total price;

6) The price excludes any spare parts, special tools, ECPB&WDP and other
options,

14 Price of ECPB&WDP

According to the offer from potential supplier, the base price for ECPB+WDP is
R599,952.00 excluding VAT per locomotive. This price is the base price on April
2013. This base price is just for reference and will only be fixed after the design is
frozen and approval of the supplier.
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2 DELIVERY SCHEDULE

CSR E-Loco Supply (Pty) Ltd. proposes the followed delivery schedule options:

Delivery Schedules

'_' Option1 |  Option2 | oOption3 |
| 2015 . 2015 2015
| ' CsR | TE | csrR | TE CSR | TE |
: February | 10 2 ]2 |
March | 25 | 18 15 |
April ED 20 | 6 | 15 | a4
‘May | 35 | ° 20 12 | 8 | 4277
F\En"é“%ﬂ T ' 12 12
Hoe-—1 ) i —
‘August . “ - B T I
September A ) j | 8
{ i
Subtotal | 100 | [ 60 | 40 40 f 60
|
R B e R S T

Note:
1) The assumed effectiveness of Contract is expected 15t April 2014,

2) The delivery schedule of option 3 will be discussed and fixed with TE later.

3  WARRANTY PERIOD
3.1 Warranty period of locomotive

CS8R commits the warranty period of the locomotive is 24 month or at the time of
the achievement of 300,000 km after the locomotive is accepted, whichever
occeurs first.

3.2 Warranty period of traction motor

The warranty period in respect of traction motor fitted to a Locomotive will be a
period of 6 (six) years commencing on the Acceptance Date of that Locomotive.

3.3 Warranty period of spare parts

Each spare, including any traction motor not having been fitted to g Locomotive, will
have a warranty period of 12 months after being placed in service by the Transnet
Freight Rail or 15 months after Acceptance of that spare.

4 OTHER TERMS AND CONDITIONS

All other contractual terms and conditions for 95 locomotives project shall apply.
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5 VALIDITY
This price proposal shall be valid until the end of March 2014,

We really hope the great effort of CSR to comply the requirements of TFR shall satisfy
you to conclude the contract as early as possible. We would like to try all the best and
resources to serve the demand of Transnet as much as possible.

Thank you very much,

Best regards

Y

T Ak

Wang Pam—
Director of CSR E-Loco Supply (Pty) Ltd.
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TRANSNET
lolefe, Group Chief Executive

25 February 2014

Mr Wang Pan (Aiton)

General Manager

CSR E-Loco Supply (Pty) Ltd

1st Floor, China Construction Bank Building,
95 Grayston Drive, Sandton, 2196,
Johannesburg

Dear Mr Wang Pan

Request For Proposal (RFP) for 100 20E Dual Voltage Electric Locomotives

1. I have pleasure in advising that a Transnet Board Resolution has authorised the
acquisition of an additional 100 locomotives from CSR E-loco Supply (Pty) Ltd with
certain technical modifications and subject to certain commercial terms and conditions to
be agreed-on in negotiations.

2. This letter is to give effect to the resolution by inviting you to negotiations on the price,
delivery and supplier development requirements to give effect to the above.
This letter Is an invitation only and shall not bind Transnet Ltd in any way.

3. Transnet would like to engage with CSR in an effort to solicit a proposal from CSR for
additional 100 20E locomotives with certain technical modifications.

4. The sallent points are:
a. Quantity: 100 (One Hundred)

b. Delivery: Expeditious delivery for acceptance testing is a priority commencing
latest September 2014 with completion by March 2015. Any proposals on
earlier delivery are invited.

¢. It is recognised that this delivery overlaps that of the current agreement but
expeditious delivery is a priority.

d. Price: The final price to be negotiated as speedily as possible.

Payment: A 10% (Ten percent) deposit based on the contract value per
“locomotive shall be paid on (i) successful completion of negotiations and (ii)
signing of the amendment to the agreement giving effect to the extension and
(iii) compliance with all suspensive conditions stipulated in the agreement.
Payment option with a favorable impact on price is also requested.

f.  Other payments for spares and tools as applicable shall be per the amended

agreement.

Transnet SOC Ltd Cariton Centre P.0Q. Box 72501
Registration Number 150 Commissioner Parkview, Johannesburg
1990/000500/30 Street South Africa, 2122

Johanneshurg T +27 11 308 2309

2001 F +27 11 308 2315
Directors: ME Mkwanazi (Chairman) 8 Molefe* (Group Chief Executive) MA Fanucchi Y Forbes HO Gazendam NP Mrxasana N Moola NR Njeke IM 1B
Tshabalala PLI Tshepe A Singh” (Group Chief Finandial Officer) ! e -
Executive * Indian

Group Company Secretary: ANC Ceba



TRANSNET-REF-BUNDLE-08664

g. Other Commercial Terms and Conditions: As per the amended agreement.
h. Supplier Development: This is a non-negotiable suspensive condition and shall
meet or exceed 70% as measured in the SD Value Summary.

i Other security documents related to the guarantee positioning to the advance
payment.

5. The modifications required to the current Class 20E are:
a. Continuous Tractive Effort of 311 kN at 34 km/h at wheel tread with adhesion
of 30% maximum.

b. Locomotive Bo-Bo axle mass limited to a maximum of 26 tons per axle.

c. Incorporating all latest design changes.

d. Locomotives to be fitted ECPB /WDP interoperable with class 19E locomotives.

e. Braking Effort at 251kN at 50km/h to 5km/h, Blended Braking as per 20F
locomotives.

f. Locomotives to be fitted with F type coupler, spring loaded coupler carrier plate

and NC390 draw gear.
9. A MU (Multiple Operations) compatible with the current locomotives operating
on the Coal export Line enabling them to work in consist.

h. The locomotives should also include all other changes and improvements made
by CSR itself to ensure that the new locomotives include all changes up to and
as included per the built locomotives E20010.

I.  The changes, refinements and modifications to the original proposal as agreed
to with CSR during the 20E clarification process, 20E design reviews and the
20E issues list must be incorporated.

6. The contract price per locomotive for this proposal shall be the same or less than the
current contract including variation orders but excluding design and setup costs which
have been amortised in the current agreement and excluding rate of exchange
variations.

7. Your urgent response by no later than 28 February 2014 is sought to commence price
and other necessary negotiations.

Yours faithfully

Brian Molefe
Group Chief Executive
Date: 2 L. . 7V,



TRANSNET-REF-BUNDLE-08665

REPORT 3(B) — EXHIBIT 9



TRANSNET-REF-BUNDLE-08666

( EXHIBIT 9

Local Content Information for 100 Sets of 21E Locomotive

NO. COMPONENT / ACTIVITY w;;::lg Supplied from Clc-)(:lct::rl1t Imported Localized
1 |Assembly of Locomotives 5.6% 60% 98,112,000.00 147,168,000.00
Assembly of Locomotives CHINA SA 60%
Testing of Locomotive CHINA SA 60%
2 |Car Body: 15.8% CHINA 20% 553,632,000.00 138,408,000.00
Car body shell CHINA NA
Door system SA 100%
Windows SA 100%
Drivers Chairs and Observer Seats SA 100%
Cab and Passage Lighting SA 100%
Grab pillars and rails SA 100%
Interior cladding CHINA NA
Safety equipment SA 100%
Pipe works and ducts CHINA NA
Cab radio/communication/antenna systems SA NA
3 Mie: 16.8% 0% 735,840,000.00 -
Bogie frame (casting or fabrication) CHINA NA
Motor suspension unit CHINA NA
Gear wheel and pinion and gear case CHINA NA
Wheel sets and wheel components CHINA NA
Axle and axle boxes CHINA NA
Bearings CHINA NA
Bolster CHINA NA
Package brake units and levers CHINA NA
Air Piping CHINA NA
Primary and secondary suspension CHINA NA
4 |Coupling Equipment : 0.5% 40% 11,826,000.00 7,884,000.00
Coupler body DCD 100%
Coupler hook DCD 100%
Yoke DCD 100%
Pin DCD 100%
Draft-gear CHINA NA
5 |Suspension : 0.2% 0 6,570,000.00 5
Shock absorbers and dampers CHINA NA
Springs CHINA NA
6 |Heat, Ventilation and Air Conditioning 0.8% 75% 8,760,000.00 26,280,000.00
Air-conditioner SA 100%
Traction blower CHINA NA
Regrigerator SA 100%
Heater SA 100%
7 |Braking System : 5.0% 100% - 219,000,000.00
Air Brakes SA 100%
Parking Brake SA 100%
Disc Brake SA 100%
Brake Shoes & Drums SA 100%
Brake Blocks SA 100%
Air reservoirs SA 100%
Air piping (steel and rubber) SA 100%
8 |AC Traction Motors : 4.8% 0% 210,240,000.00 L
Stator frame CHINA NA
Stator coils CHINA NA
Rotor bars and shaft CHINA NA
Rotor coils CHINA NA
Pinion CHINA NA
Gearcase CHINA NA
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NO. COMPONENT / ACTIVITY w;gg;g Supplied from cl;?::::u Imported Localized
9 |Electric Systems : 43.2% 3.75% 1,821,204,000.00 70,956,000.00
Traction Converter CHINA
Brake Resistor CHINA SA 100%
Pantographs CHINA NA
Cable CHINA NA
Light CHINA NA
Auxiliary Transformer CHINA NA
Transformer CHINA NA
Electrical Boxes CHINA NA
Roofinsulators, pantograph bushing, Potential
transformer CHINA NA
Vacuum circuit breaker CHINA NA
High Speed circuit breakers CHINA NA
Change over switch CHINA NA
Auxillary Switchboards CHINA NA
380V auxiliary motors CHINA NA
HV cubicle CHINA NA
LV cubicle CHINA NA
Cooling Tower CHINA NA
Battery SA 100%
Battery Charger CHINA NA
Control System CHINA NA
ADU SA NA
Connector SA NA
10 |Facilities (Assume Workshops) 0.2% 0 8,760,000.00 B
Toilets CHINA NA
Wheel flanige lubrication system CHINA NA
11 |Design and Service 7.2% 15% 268,056,000.00 47,304,000.00
Design CHINA NA
Service CHINA NA
Total 100.0% 3,723,000,000.00 657,000,000.00

Local Content Percentage

15.00%

Note: The local content calculation is based on no exemption.
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Contract Date: 01 April 2014

Contract Effective Date:

CLASS 21E PROJECT: LOCOMOTIVES COMMISSIONING AND WARRANTY RECORDS
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Days to
PR Days to issue H/O complete loco Days to issue Loco Warranty
Loco Number ¥\;c;rtksII)Cct>mm|smmng from completion of|lHand Over Date | from H/O to gﬂii%:;ﬁ?j@ loco acceptance | Acceptance Date End Date T(l:s-tR l::a.b 123 Notes
T commissioning release from < from release at TE (24 months) nstallation
TE
21001 2014/09/06 147 2015/01/31 N/A type test used N/A 2015/06/30 2017/06/30 Cables Arrived in SA Durban Port 11th Dec
21002 2014/09/25 186 2015/03/30 N/A type test used N/A 2015/06/30 2017/06/30 Cables Arrived in SA Durban Port 11th Dec
21003 2015/05/18 138 2015/10/03 -30 2015/09/03 83 2015/11/25 2017/11/25 Cables Arrived in SA Durban Port 16th Aug
21004 2015/05/24 129 2015/09/30 0 2015/09/30 56 2015/11/25 2017/11/25 Cables Arrived in SA Durban Port 16th Aug
21005 2015/05/18 138 2015/10/03 -30 2015/09/03 83 2015/11/25 2017/11/25 Cables Arrived in SA Durban Port 16th Aug
210086 2015/05/24 118 2015/09/19 4 2015/09/23 37 2015/10/30 2017/10/30 Cables Arrived in SA Durban Port 16th Aug
21007 2014/11/05 87 2015/01/31 N/A type test used N/A 2015/06/30 2017/06/30 Cables Arrived in SA Durban Port 15th Jan
21008 2014/11/05 145 2015/03/30 N/A type test used N/A 2015/086/30 2017/06/30 Cables Arrived in SA Durban Port 15th Jan
21009 2015/01/06 143 2015/05/29 N/A type test used N/A 2015/08/28 2017/08/28 Cables Arrived in SA Durban Port 29th Mar
21010 2015/01/06 143 2015/05/29 132 2015/10/08 50 2015/11/27 2017/11/27 Cables Arrived in SA Durban Port 29th Mar
21011 2014/11/20 130 2015/03/30 N/A type test used N/A 2015/06/30 2017/06/30 Cables Arrived in SA Durban Port 15th Jan
21012 2014/11/25 125 2015/03/30 N/A type test used N/A 2015/06/30 2017/06/30 Cables Arrived in SA Durban Port 15th Jan
21013 2014/12/03 117 2015/03/30 N/A type test used N/A 2015/06/30 2017/06/30 Cables Arrived in SA Durban Port 07/02/2015
21014 2014/12/02 118 2015/03/30 N/A type test used N/A 2015/06/30 2017/06/30 Cables Arrived in SA Durban Port 07/02/2015
21015 2014/12/03 118 2015/03/31 N/A type test used N/A 2015/06/30 2017/06/30 Cables Arrived in SA Durban Port 07/02/2015
21016 2014/12/07 114 2015/03/31 N/A type test used N/A 2015/06/30 2017/06/30 Cables Arrived in SA Durban Port 07/02/2015
21017 2014/12/09 201 2015/06/28 N/A type test used N/A 2015/06/30 2017/06/30 Cables Arrived in SA Durban Port 07/02/2015
21018 2014/12/09 201 2015/06/28 N/A type test used N/A 2015/06/30 2017/06/30 Cables Arrived in SA Durban Port 07/02/2015
21019 2014/12/10 170 2015/05/29 60 2015/07/28 34 2015/08/31 2017/08/31 Cables Arrived in SA Durban Port 07/02/2015
21020 2014/12/18 162 2015/05/29 60 2015/07/28 34 2015/08/31 2017/08/31 Cables Arrived in SA Durban Port 07/02/2015
21021 2014/12/20 160 2015/05/28 69 2015/08/08 22 2015/08/28 2017/08/28 Cables Arrived in SA Durban Port 29th Mar
21022 2014/12/20 160 2015/05/29 64 2015/08/C1 30 2015/08/31 2017/08/31 Cables Arrived in SA Durban Port 29th Mar
21023 2014/12/30 219 2015/08/06 -1 2015/08/03 23 2015/08/28 2017/08/28 Cables Arrived in SA Durban Port 29th Mar
21024 2014/12/29 239 2015/08/25 0 2015/08/25 34 2015/09/28 2017/09/28 Cables Arrived in SA Durban Port 29th Mar
21025 2015/01/06 212 2015/08/06 -1 2015/08/G5 23 2015/08/28 2017/08/28 Cables Arrived in SA Durban Port 29th Mar
21026 2015/01/17 201 2015/08/06 -1 2015/08/05 23 2015/08/28 2017/08/28 Cables Arrived in SA Durban Port 29th Mar
21027 2015/01/02 235 2015/08/25 0 2015/08/25 34 2015/09/28 2017/09/28 Cables Arrived in SA Durban Port 29th Mar
21028 2015/01/20 198 2015/08/08 -1 2015/08/05 23 2015/08/28 2017/08/28 Cables Arrived in SA Durban Port 29th Mar
21029 2015/01/27 191 2015/08/06 -1 2015/08/05 23 2015/08/28 2017/08/28 Cables Arrived in SA Durban Port 29th Mar
21030 2015/01/26 186 2015/07/31 1 2015/08/01 30 2015/08/31 2017/08/31 Cables Arrived in SA Durban Port 29th Mar
21031 2015/02/03 178 2015/07/31 11 2015/08/11 17 2015/08/28 2017/08/28 Cables Arrived in SA Durban Port 25th Apr
21032 2015/02/05 176 2015/07/31 11 2015/08/11 17 2015/08/28 2017/08/28 Cables Arrived in SA Durban Port 25th Apr
21033 2015/02/16 239 2015/10/13 0 2015/10/13 45 2015/11/27 2017/11/27 Cables Arrived in SA Durban Port 16th Aug
21034 2015/03/09 194 2015/08/19 -1 2015/09/18 38 2015/10/26 2017/10/26 Cables Arrived in SA Durban Port 16th Aug
21035 2015/03/15 188 2015/09/19 -1 2015/09/18 38 2015/10/26 2017/10/26 Cables Arrived in SA Durban Port 16th Aug |
21038 2015/02/26 190 2015/09/04 0 2015/09/04 52 2015/10/26 2017/10/26 Cables Arrived in SA Durban Port 16th Aug
21037 2015/04/24 148 2015/09/19 -1 2015/09/18 42 2015/10/30 2017/10/30 Cables Arrived in SA Durban Port 16th Aug
21038 2015/04/22 150 2015/09/19 4 2015/09/23 37 2015/10/30 2017/10/30 Cables Arrived in SA Durban Port 16th Aug
21039 2015/04/24 148 2015/09/19 4 2015/09/23 37 2015/10/30 2017/10/30 Cables Arrived in SA Durban Port 16th Aug |
21040 2015/04/24 162 2015/10/03 -30 2015/09/03 83 2015/11/25 2017/11/25 Cables Arrived in SA Durban Port 16th Aug
21041 2015/05/24 -54 2015/03/31 54 2015/05/24 68 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort
21042 2015/05/24 -54 2015/03/31 54 2015/05/24 68 2015/07/31 2017/07/31 Installation Assembled in Koedoespoort
21043 2015/05/24 -54 2015/03/31 54 2015/05/24 68 2015/07/31 2017/07/31 Instaliation Assembled in Koedoespoort
21044 2015/05/24 -54 2015/03/31 54 2015/05/24 68 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort
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2015/06/06 55 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort

21046 2015/05/25 4 2015/05/29 8 2015/06/06 55 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort
21047 2015/03/15 75 2015/05/29 11 2015/06/09 52 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort
21048 2015/04/08 51 2015/05/29 15 2015/06/13 43 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort
21049 2015/05/09 20 2015/05/29 15 2015/06/13 48 2015/07/31 2017/07/31 [nstallation _|Assembled in Koedoespoort
21050 2015/04/07 52 2015/05/29 15 2015/06/13 48 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort
21051 2015/04/10 49 2015/05/29 15 2015/06/13 48 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort
21052 2015/04/15 44 2015/05/29 16 2015/06/14 47 2015/07/31 2017/07/31 Installation Assembled in Koedoespoort
21053 2015/04/14 75 2015/06/28 -1 2015/06/27 34 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort
21054 2015/04/18 71 2015/06/28 -6 2015/06/22 39 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort
21055 2015/04/18 71 2015/06/28 -6 2015/06/22 39 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort
21056 2015/04/18 71 2015/06/28 -1 2015/06/27 34 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort
21057 2015/05/15 44 2015/06/28 -9 2015/06/19 42 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort
21058 2015/05/20 39 2015/06/28 -9 2015/06/19 42 2015/07/31 2017/07/31 Cables Assembled in Koedoespoort
21059 2015/05/05 54 2015/06/28 10 2015/07/08 82 2015/09/28 2017/09/28 Cables Assembled in Koedoespoort
21060 2015/05/09 50 2015/06/28 3 2015/07/01 61 2015/08/31 2017/08/31 Cables Assembled in Koedoespoort
21061 2015/05/08 51 2015/06/28 3 2015/07/01 58 2015/08/28 2017/08/28 Cables Assembled in Koedoespoort
21062 2015/05/05 54 2015/06/28 10 2015/07/08 54 2015/08/31 2017/08/31 Cables Assembled in Koedoespoort
063 2015/05/15 77 2015/07/31 -23 2015/07/08 82 2015/09/28 2017/09/28 Cables Assembled in Koedoespoort
21064 2015/05/18 74 2015/07/31 -20 2015/07/11 79 2015/09/28 2017/09/28 Cables Assembled in Koedoespoort
21065 2015/06/10 51 2015/07/31 -13 2015/07/18 72 2015/09/28 2017/09/28 Cables Assembled in Koedoespoort
21066 2015/05/18 74 2015/07/31 -12 2015/07/19 71 2015/09/28 2017/09/28 Cables Assembled in Koedoespoort
21067 2015/05/25 67 2015/07/31 -18 2015/07/13 77 2015/09/28 2017/09/28 Cables Assembled in Koedoespoort
21068 2015/06/25 36 2015/07/31 -12 2015/07/19 71 2015/09/28 2017/09/28 Cables Assembled in Koedoespoort
21069 2015/05/15 77 2015/07/31 -6 2015/07/25 65 2015/09/28 2017/09/28 Cables Assembled in Koedoespoort
21070 2015/06/01 60 2015/07/31 9 2015/08/09 19 2015/08/28 2017/08/28 Cables Assembled in Koedoespoort
21071 2015/06/11 50 2015/07/31 9 2015/08/09 50 2015/09/28 2017/09/28 Cables Assembled in Koedoespoort
21072 2015/06/26 35 2015/07/31 -4 2015/07/27 63 2015/09/28 2017/09/28 Cables Assembled in Koedoespoort
21073 2015/06/07 54 2015/07/31 5 2015/08/05 23 2015/08/28 2017/08/28 Cables Assembled in Koedoespoort
21074 2015/06/11 50 2015/07/31 1 2015/08/01 60 2015/09/30 2017/09/30 Cables Assembled in Koedoespoort
21075 2015/06/11 50 2015/07/31 9 2015/08/09 52 2015/09/30 2017/09/30 Cables Assembled in Koedoespoort
21076 2015/06/25 82 2015/09/15 -31 2015/08/15 46 2015/09/30 2017/09/30 Cables Assembled in Koedoespoort
21077 2015/06/24 83 2015/09/15 -31 2015/08/15 46 2015/09/30 2017/09/30 Cables Assembled in Koedoespoort
21078 2015/06/22 55 2015/08/16 0 2015/08/16 45 2015/09/30 2017/09/30 Cables Assembled in Koedoespoort
21079 2015/06/25 52 2015/08/16 0 2015/08/16 45 2015/09/30 2017/09/30 Cables Assembled in Koedoespoort
21080 2015/07/03 53 2015/08/25 -2 2015/08/23 64 2015/10/26 2017/10/26 Cables Assembled in Koedoespoort
21081 2015/07/01 54 2015/08/24 -1 2015/08/23 64 2015/10/26 2017/10/26 Cables Assembled in Koedoespoort
21082 2015/07/02 57 2015/08/28 0 2015/08/28 59 2015/10/26 2017/10/26 Cables Assembled in Koedoespoort
21083 2015/07/04 55 2015/08/28 0 2015/08/28 59 2015/10/26 2017/10/26 Cables Assembled in Koedoespoort
21084 2015/07/13 52 2015/09/03 0 2015/09/03 53 2015/10/26 2017/10/26 Cables Assembled in Koedoespoort
21085 2015/07/13 60 2015/09/11 0 2015/09/11 45 2015/10/26 2017/10/26 Cables Assembled in Koedoespoort
21086 2015/07/13 60 2015/09/11 0 2015/09/11 49 2015/10/30 2017/10/30 Cables Assembled in Koedoespoort
21087 2015/07/26 47 2015/09/11 0 2015/09/11 49 2015/10/30 2017/10/30 Cables Assembled in Koedoespoort
21088 2015/07/16 61 2015/09/15 0 2015/09/15 41 2015/10/26 2017/10/26 Cables Assembled in Koedoespoort
21089 2015/07/18 59 2015/09/15 0 2015/09/15 41 2015/10/26 2017/10/26 Cables Assembled in Koedoespoort
21090 2015/07/15 66 2015/09/19 -2 2015/09/17 39 2015/10/26 2017/10/26 Cables Assembled in Koedoespoort
21091 2015/07/27 78 2015/10/13 0 2015/10/13 45 2015/11/27 2017/11/27 Cables Assembled in Koedoespoort
21092 2015/07/28 95 2015/10/31 0 2015/10/31 30 2015/11/30 2017/11/30 Cables Assembled in Koedoespoort
21093 2015/07/29 69 2015/10/06 -2 2015/10/04 52 2015/11/25 2017/11/25 Cables Assembled in Koedoespoort
21094 2015/08/15 52 2015/10/06 -2 2015/10/04 52 2015/11/25 2017/111/25 Cables Assembled in Koedoespoort
21095 2015/08/16 59 2015/10/14 0 2015/10/14 44 2015/11/27 2017/11/27 Cables Assembled in Koedoespoort
21096 2015/08/05 82 2015/10/26 0 2015/10/26 32 2015/11/27 2017/111/27 Cables Assembiled in Koedoespoort
21097 2015/08/30 53 2015/10/22 0 2015/10/22 36 2015/11/27 2017/11/27 Cables Assembled in Koedoespoort
21098 2015/09/11 42 2015/10/23 0 2015/10/23 38 2015/11/30 2017/11/30 Cables Assembled in Koedoespoort
21099 2015/09/10 45 2015/10/25 0 2015/10/25 36 2015/11/30 2017/11/30 Cables Assembled in Koedoespoort
21100 2015/09/14 43 2015/10/27 0 2015/10/27 34 2015/11/30 2017/11/30 Cables Assembled in Koedoespoort
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EXHIBIT 11

SCHEDULE 1

PRICING AND PAYMENT TERMS

1. ONE HUNDRED LOCOMOTIVES

1.1

1.2.2

CSR Supply Agreement 100 Loco

2014-3-17

Contract Price

The Contract Price for the above referenced Locomotives means the price in
South African Rands for such Locomotives as sat out in the table immediatsly
below. The Contract Price for the Locomotives are fixed and firm, free on rall

and are for the given quantities.

e

_Con_iraci ﬁica {(ZAR)

|Quamii‘y of Locomotives I Coniract Price par
| | Locomolive (ZAR)

i
e e e e}

00 | R433800000.00

Payment Terms

The Contract Price for the above referenced Locomotives shali be paid
by the Company in stags paymenis (each a Milsstons Payment) on the
respeclive date/stages spscifiad under the heading "Dats/Stage” in the
table immediately below (each a Milestone and each such date on
which such Milestons is ‘achisved, a Milesione Date) and in the

amounts set opposite the respective dates or stagss;

Date /S_iage _ | Payment %
TgEffe_ct-iveBate o ]

The date of Dés_l'g-n éé\)iew_fi;aéﬁz_egbn

The date of Issue of an Acceptance | 37% of the Contract
Certificate for a Locomotive of such Locomotive

Date of such Locomotive

Date of such Locomotive

No Milestone Payment shall become due:

30"_/0 of the Contfact Pric_e

The_F.leeE _Avai!abi!ity Rete_nﬁon l_:{eiea_se iuf5‘7: of_ _the_Coﬁtract Price

?)% of_ th_e (ﬂﬂra_ct .I_D_rice

Price

The Mission?eliab—ility_ Retention Release | 1,5% of the Contract Price |

(a) in the case of all other Milestone Payments, unless the first

Milestone Date has occurred:

Project Code: TFRAG-HO-1 3365
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(b) (except in respect of the final Milestone Payment) until the
Contractor has provided evidence satisfactory to the Company that
the Advance Payment Bond extends to the amount due in respect
of the applicable Milestone Payment;

(c) until the Company has a received a duly completed Tax Invoice
from the Contractor in fespect of such Milestone Payment in
accordance with Clause 8.3.3 (Tax Invoice).

1.2.3 Subject to paragraph 1.2.4 below, if either the Mission Reliability
Retention Release Date or Flast Availability Retention Release Date
oceurs prior to the Acceptance of all 95 (ninety five) Locomotives, then
the Ratention Amounis dus on such dates (as applicable) for each
Locomative _not yst Accepled, shall bscoms due on ths dats of
Acceptance of that Locomotive,

1.2.4 No amount shall be dus on either ths Mission Rsliability Ratention
Releass Dats or the Flast Avaliability Retention Release Date unless,
before or on the date on which ths first of thoss Milestonss is achisved,
the Company has received duly exscuted original of tha Performancs
Bond.

2. BPARES
1.3 Contract Price

1.3.1 The prices for the Spares listed in Part H{Spares) of Schedule 7 (Spares,
Tools and Test Equipment) are fixed for 12 (twelve) months from the
Effective Date and shall not be varied, amendad and/or supplemented
without the prior written consent of the Company.

1.3.2 The Company shall pay for an Initia) Spares Crder on the date and in the
amount set apposite such date and the Contractor shall procure the
availability, sell and deliver to the Company such Spares with a
minimum stock value, in each Case, as specified in the table below.

bste | Recommended Spares value ZaR

| ‘ to be purchased by the Company

| On the date of signature of an | R 150 000.00 per Locomotive |

Acceptance Certificate for the ‘

first Locomotive

1.4 Payment Terms
On the date set out in the table above:

1.4.1 the Company shall make payment to the Contractor of the Initial Spares
Value provided that:

CSR Supply Agreement 100 Loco Project Code: TFRAC-HO-13385
2014-3-17
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(a) the Company shall have received a duly completed Tax Invoice for
such Spares from the Contractor; and

(b) the Company shall have been satisfied as to their condition, values
and quantities in accordance with Clause 16.4 (General);

1.4.2 upon such payment, the Contractor shall transfer title to all Spares listed

in the Initial Spares Order to the Company in accordance with
Clause 16.6 (Title Transfer);

1.4.3 the Contractor shalj dslivar such Spares fo the Delivery Point,

3. TOOLS AND TEST EQUIPMENT

1.5 Coniract Prics
The Company shall pay for ths Tools and Test Equipmam Ordsr on the dats
and in the amount sa: apposite such dats and tha Contractor shall procirs the

availability, sall and dalivar to the Company such Tools and Test Equipment
with a minimum stock valus, in each cass, as specifisd in the table bajoyy,

pos

}Aecommended Tools  and Tost |
| Equipment value ZAR 1o be purchasad
by the Company and io bz made
avallable by ths Coniractor

Date

|

I . O —

[On the date of signature of an [ R 50 000.00 per Locomotive '

i’Accepiance Ceriificate for the | |

} Last Locomotive /
|

|| On the date of signature of an ’

' Acceptance Certificate for the

| first Locomotive | }

i
== e, S i, — ———— —_—

1.6 Payment Terms
On the date sst outin the table above:

1.6.1 the Company shall make payment to the Contractor of the Initial Tools
Value and the Initial Test Equipment Value, provided that:

(a) the Company shall have received a duly completed Tax Invoice for
such Tools and Test Equipment from the Contractor; and

(b} the Company shall have been satisfied as 1o their condition, values
and quantities in accordance with Clause 16.4.1 (Inspection);

1.8.2 upon such payment, the Contractor shall transfer title in the Tools and
Test Equipment to the Company in accordance with Clause 16.6 (Title
Transfer); and

CSR Supply Agreement 100 Loco Project Code: TFRAC-HO-13385
2014-3-17
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1.6.3 the Contractor shall deliver such Tools and Test Equipment to the
Delivery Point,

1.7 Tax Invoices

1.7.1 Subject to Paragraphs 1.2.2, 1.4.1 and 1.6.1 of this Scheduls, the
Contractor may issue a Tax Invoice in respect of a Milestone on the
relevant Milestone Date {being the Invoice Date for the purposes of thig
paragraph 1.7, unless that date falls on a day which is not a Business
Day, in which case the Invoice Date shall be the next Business Day) and
must do so in the manner sst out in Clause 8.3.3 (Tax Invoice) and
paragraph 1.7.2 bslow. Subjsct to paragraph 1.8 below all amounts for
‘which the Gontractor issuzs a Tax Invoice from time to tims shall ba
payable as follows:

(a) in respect of ths first Tay Invoice which the Contragior issue
during any calandar month, within 30 {thirty) Business Days of th:
appficable Invoice Date:

Do

4

(b) if the Contracior issuas more than 1 (one) Tax Invoice during a
calendar monih, ths sagond and any further Tax Invoices issuszd
during  that calandar month and any Tax Invoices issusd in t

next calendar month shajl becoms payable in ths sequence in

which they have bsen issued on the first Business Day of the nexi
and svery subsequsnt calendar month (but, in each case, not
earlier than 10 {ten) Business Days after the relevant Invoice

Dats), such that the Company shall not be liable to make payment

in respect of more than 1 {one) Tax invoice per calendar month.

1.7.2 All Tax Invoices submitied by the Contractor shall contain the foliowing
items:

(a) the Company's project code “TFRAC-HO-13365”;
(b)  the words "tax invoice" in a prominent place on that Tax Invoice:

(c) the name, address, registration number and VAT number of the
Contractor;

(d) the name, address and VAT number of the Company;

(&) an individual invoice number and a date of issue;

() aful description of the goods Or services supplied;

(9) the quantity or volume of goods or services supplied; and

(h)  the value of the relevant supply and VAT charged.

1.8 Certification of Milestone Paymenis

1.8.1 The Engineer shall consider each Tax Invoice submitted by the
Contractor from time to time by reference to the Works executed, to

CSR Supply Agreement 100 Loco Project Code: TFRAC-HO-13365

2014-3-17
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determine whether or not the relevant Milestones have been attained
and, accordingly, whether the Contractor is entitled to receive the
relevant -Milestone Payment in respect of that Invoice. Upon having
considered a Tax Invoice, the Engineer must approve a Milestone
Payment to the extent that the applicable Milestones have been attained
and completed in full. If the Engineer has not disagreed with the amount
shown on a Tax Invoice in Writing within 5 (five) Business Days, such
Tax Invoice shall, in the absence of manifest error, be deemed 10 be
accepted.

1.8.2 If the Company disagrees with the amount shown in a Tax Invoice it
shall notify the Contractor in Writing within 5 {five) Business Days,
providing full particutars in support of any objection the Company raises.
If the Contractor accepts such notice and does not object or register in
Writing its disagreement with such notice, the amount payable by the
Company shall be adjusted accordingly and the Contractor shall submit
a revised Tax Invoice for the adjusted amount of the relevant Milestone
Payment to the Company (together with a credit note in respect of the
original Tax invoice).

1.8.3 If the Contractor does not accept any such notice of disagreement, and
the dispute is not resclved with 5 (five) Business Days of the date of the
aforesaid notice, the matter shall be referred to the Steering Commitiee
in accordance with Clause 28 (Dispute Resolution). In the event of the
Steering Committee reaching agreement that the sum payable as
specified on the disputed Tax Invoice is incorrect, the Contractor shall
issue a revised Tax Invoice within 10 (ten) Business Days of the
Steering Committee’s determination seting out the sum due as
determined by the Steering Committee {together with a credit note in
respect of the original Tax Invoice). In the event of the Steering
Committee reaching agreement that the sum payable as specified on the
disputed Tax Invoice is correct, then the Company will immediately
process such Tax Invoice in accordance with the remaining provisions of
this paragraph 1.8 applicable to approved Tax Invoices. Should the
Steering Committee fail to resolve the matter, such Dispute shall
constitute an Excluded Dispute and resolved in accordance with the
remaining provisions of Clause 26 (Dispute Resolution).

1.84 In order to determine whather to approve any Tax Invoice, the Engineer
shall take into account the following:

(@) all Written confirmations issued by the Contractor in respect of
Milestones linked to such confirmations;

(b) all freight forward's receipts issued by the freight forwarder in
respect of Milestones linked to such receipts; and

(c} any Acceptance Certificate that has been issued in respect to the
Milestone that is linked to the Acceptance of a Locomotive.

1.8.5 On receipt of a Tax Invoice, the Engineer must verify that the information
contained in that Tax Invoice is true and correct and that there are no
items in that Tax Invoice with which the Engineer reasonably disagrees

CS8R Supply Agreement 100 Loco Project Code: TFRAC-HO‘! 3365
2014-3-17
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or which relate to a claim for payment in relation to anything supplied or
for work done by the Contractor which the Engineer considers not to
have been supplied or performed in accordance with this Agreement.

1.8.6 To the extent that the actual progress and level of completion of the
Works are found to meet the requirements for completion of a Milestone,
the Engineer shall certify the payment and issue a certificate of
acceptance in respect of the relevant Tax Invoice (a Payment
Certificate).

1.8.7 To the extent that the actual progress and level of completion of the
Works is found not to meet the requirements for completion of a
Milestone, the Engineer shall not ceriify the payment.

1.8.8 The Engineser must notify the Contractor of his findings within 5 {five)
Business Days after receiving a Tax Invoice and supporting documents.
ff the Engineer has not indicated in Writing that he will withhold
certification of such Tax Invoice, then the Payment Ceriificate with
respect to such Tax Invoice shall, in the absence of manifest error, be
deemed to have been issued.

CSR Supply Agreement 100 Loca Project Code: TFRAC-HO-13365
2014-3-17
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Zizanda Nyanda (

- ==

From: Thamsanqa Jiyane  Transnet Freight Rail JHB <Thamsanga.Jiyane@transnet.net>
on behalf of Thamsanga Jiyane Transnet Freight Rail JHB
<Thamsanga.Jiyane@transnet.net

Sent: Friday, 10 October 2014 10:58 AM

To: Anoj Singh Corporate JHB

Cc: Lindiwe Mdletshe Transnet Freight Rail JHB; Johan Bouwer Transnet Freight
Rail JHB; Nomfuyo Galeni Transnet Freight Rail  JHB

Subject: CSR Payment confirmation

Dear Chief,

I am aware that the issue of the payment to CSR without an APG exposes Transnet.

I take full responsibility to the payment being effected without the APG being issued and Finance paid on
instructions from my office.

Ve created the confusion which led to the APG not being issued on time as we were not clear to CSR on when
exactly the payment will be made.

I would still want the Finance team in TFR to trust my office in future and be able to act on instructions we issue, if
there is someone to be blamed for this is me.

lssued the instruction that the payment must be made on the basis of the fact that the invoice was long overdue
and CSR had accommodated us with the delay in payment.

We were engaged with CSR from the 22 September 2014 till yesterday with trying to speed up the issuing of the APG
and the undertaking they gave us was that we will get it before the 15 October 2014.

I would still like for the Finance team to trust my word and | will engage you once more on this as we go forward.

There is another payment due in 5 days and | know that we will be engaging CSR to delay the payment, we may end
up in the same situation once more.

ind regards

Thami



TRANSNET-REF-BUNDLE-08687

REPORT 3(B) — EXHIBIT 14



p— TRANSNET-REF-BUNDLE-08688

[[ EXHIBIT 1ﬂ

Transnet SOC Ltd Carlton Centre P.0. Box 72501
Registration 150 Commissioner Parkview

Number Str. Johaanesburyg South Africa, 2122
1930/000800/30 2001 T +22 11 308 2526

F +27 11 308 2312

MEMORANDUM

www, Ecansnel, net

To:  Transnet Board of Directors (BOD)
From: Brian Molefe, Group Chief Executive

SUBJECT: INCREASE IN ESTIMATED TOTAL COST (ETC) FOR THE
ACQUISITION OF 100 EQUIVALENT CLASS 19E DUAL VOLTAGE ELECTRIC
LOCOMOTIVES FOR THE EXPORT COAL LINE

—— - —— EES—

PURPOSE:

1. The purpose of this memo is:
a) for the BOD to note of the reasons for the increase in ETC.

b) to request that the BOD approves an Increase In the estimated total cost for the
acqulsition of 100 equivalent Class 19E Dual Voltage Electric Locomotives for the
Export Coal Line from R3.871 billion to R4.840 billion,

EXECUTIVE SUMMARY:

2. In summary the increase in ETC of R 969 million can be attributed to the
following:
Update of business case for economic Impacts R 455 m 51 %
Scope Change R 347 m 36%
Risk Mitigation - Forex, Escalation and Contingencies R373m 399
Discount Negotiated -R247 m -25%

3. 90 % of the ETC increase relates to changes In market conditions and the risk
tolerance level of the company. Whilst 39 % of the ETC Increase refates to
strategic factors such as localisation and competition. These Increases have been
offset by competitive negotiations that realised a benefit of 25 %.

4, 36 % of the ETC Increase relates to the scope change however considering the
discount negotiated the cost of the scope change Is reasonable,

5. The need to Incur these costs has been justified and the assoclated costs are
reasonable In the circumstances.

6.  The final price Is comparable to the Mitsul propesal except for additional SCOPE

change items allowed for in the ETC, A _
&b
| \
« )
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7. The NPV of the business case remains positive at R 7.1 billion,
8. Impacts on the 2014/15 corporate plan has been assessed and mitigated.

9. Risk mitigation measures have been developed and are being Implemented to
ensure benefits are realised.

10. This acquisition in conjunction with other locomotive acquisitions wilf significantly
contribute towards the Company achieving its original MDS targets of 350 mt by
2018/1¢,

—— e

£ A

BACKGROUND:

11, The rationale for the investment In the 100 equivalent class 198 Dyl Voltage
Electric locomotives is to mitigate agalnst the shorifall on MDg volumes anticipated
due to the tractive capaclty shortage as a result of the delivery on the 1064
locomotive proegramme taking fonger than expected,

12, The 100 equivalent Class 19 Dual Voltage locomotives are destined for the

Export Coal Line. This will resylt in 125 existing Coal Line locomotives being
I cascaded and deployed to the General Freight Business untll such time that the
. 1064 locomotive contract starts to produce locomatives (August 2015) where after
| the 125 cascaded locamotives will be run out,

13. The acquisition of 100 equivalent Clags 19E Dual Voltage Locomotives was
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cost of future escalation Costs,

14. A contract to acquire 100 electric locomotives was concluded with CSR E Loco
| Supply (Pty) Ltd on 17 March 2014 at a cost of R 4.4 billion Including the cost of
| future escalations and foreign exchange hedging costs, thus resulting in an
’ increase in ETC of R 969 million,

15. The contract concluded with CSR E Loco Supply (Pty) Ltd includes a supplier
development requirement of 60 % as Fer DTI codes for local content,

16, The locamotives wil be delivered at a rate of between 12 to 20 locomotives per
month. 40 Locomotives wiil be manufactured in China with the remainder being
manufactured localty by TE,

17." The 1% locomotive will be delivered In February 2015 with the 100" locomotive
being delivered in September 2015, This represents an 18 month perlod due 1o
the TE and localisation requirements which we are currently trying to shorten
which will enable MDS volumes to be achleved,

18, PFMA approval for this transaction Js belng sought as it Is above the R 3.9 billion
Section 54 threshold, due to the increase In ETC.

19, DPE has indicated that processes are underway to facilitate such approval, The
contract entered into with CSR E Loco Supply (Pty) Ltd 1s subject to PEMA approval
being abtained.

e e ey 4 ARIAY
Increase In ETC for 100 Electric Lotomotives ﬁ/‘ (\ /t)
.
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DISCUSSION:

20.  In order to analyse the increase in ETC two factors need to be considered:

. Updated economic data from business case date to current (backward
looking);

. Future financial risks emanating from the transaction and costs associated
to mitigate these risks (forward looking).

21, This document has been prepared to explain the Increase in ETC on this basis,
concentrating on why these costs needed to be incurred and were these costs
reasonable In the circumstances,

22, The increase in ETC of R 969 million is due to the following reasons (refer Table 1
below):

a. Forex movements from the approved business case to award date (backward
looking) (Item A of Table 1)

b. Inflationary related escalations from the approved business case to award date
(backward looking) (Item B of Table 1)

+ Variations to design for a higher specification for CSR locomotive (strategic) and
due to the localisation requirement of 60 %, Transnet Engineering (TE) wil
assemble the locomotives and enable it to become an OEM (strategic) (Item C
of Table 1)

- The cost of fixing future escalations over the life of the contract (forward
looking risk mitigation) (Item D of table 1)

(g

[»8

4]

. The cost of fixing forex exposure over the life of the contract {forward looking
Hsk mitigation) (Item E of Table 1)

Contingencies related to varlation orders, optlons (such as electronically
controlied pneumatic braking and wire distributed power etc.) and capital
spares (Item G of table 1)

=h

+ As part of the negotlation process a further discount of R 2.4 million per
locomotive was negotiated on the basis of ensuring that the price is market
related,

[iw]

P i ’ ) ;'l l‘]
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Table 1

Prie per bcomotive as per Soard submission 21 January 2014 excluding Hedging end
Escahtion costs

Impact of the exchangs rate to contract date {backward boking)

Impact of labour infiation, material ¥flation, CPI up to contract date {backward boking)

Additonal cost for varhtons for higher locomative specticiation and additonal dites
Cost to fix forward kokiy escaibtion (forward bokng)

Cost to fix forward forex hedgng (forward looking)

Dicount negotiated,

Final Contracted Price per Locomotive

Final Contracted Price for 100 Locomotives

18 % Contingency for captal spares, varbtbn orders, options etc.

Proposed ETC for 100 Locomotives heludng contingencles

ETC requested per 21 January 2014 Board submksion

Therefore increase n ETC requested

3.47
2,63
1.08
-2.47

JR——

RS 5

4400.00
440.00

g

LR

8700

.. 95500

BACKWARD LOOKING ECONOMIC AND OTHER FACTORS THAT HAVE

IMPACTED THE PRICE:

23. The submission prepared In January 2014 for BOD and the Transnet Board
meetings were based on economic forecasts obtained in May 2013,

24, 10 months have elapsed since the Initla) calculations resulting in a number of
parameters having materially changed between the business case preparations
and the contract negotiation. These are summarised in the table bejow:

Increase in ETC forAlva Electric Locomotives
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Table 2
Board
Submission Negotlation! %
January  Contracting movem
2014 Stage ent
Rand to the Yen 0.09823 0,10878 10.74%
Local CPI 100% 105.10%  5.10% *»
'Local Hot roled Steel plates Index 100% 110.80% 10.80% #*
Local PPI 100% 106.40% 6.40% *+
Chinese Equivaient CPI ndex 100% 102,50%  2,50% *+
US Equivakent CPI ndex 100% 101.33%  1.339% #+
Euro Equivalent CPI ndex 100% 102,08% 2,08% *»
‘Japanese Equivakent CPI ndex 100% 101.34%  1.34% **
[
*+ Index movements calculated from May 13 to Mar 14 (10 Months)

Item A of Table 1

a. Forelgn exchange rates: The rand has depreclated by 10.74 % against
the Japanese Yen. This has impacted the expected price of the
locomotive as per the business case and ultimately the Estimated Total
Cost (ETC) as approved by the Board by approximately 10.74 %,

Consequently the additional 10.7 % per A in Table 1 above Is reasonable.,
Item B of Table 1

b. Labour cost increase: During the May 2013 to March 2014 period the cost
of labour increased In South Africa by higher than CPI, as evidenced by
the higher than CPI wage settlement that Transnet entered Into at 8.5 %
for a two vear period. Due to the localisation requirement of 60 %,
Transnet Engineering (TE) will assemble the locomotives and
consequently local labour will be utilised for the assembly,

c. Materjal cost increase: A significant component of the locomotive Is steal
which is impacted by the steel commodity price of which the trading
currency is in US Dollars, The local hot rolled steel plate’s Index
increased by 10.8 % over the period.

d. Inflation. Local Producer Price Index increase on average by 6.4 % over
the period affecting the locally sourced scope of the project. Forelgn
equivalent indices Increased on average by about 1.3 % to 2.5 % over
the same perlod, This together with the forelgn exchange deterioration
indicated above resulted in the Import component of the project
Increasing.

e. Statistics SA report that the headline CPI annual inflation rate In April
2014 was 6.1 %, further explained In the Business Day articie “CPI

breaches Reserve Bank target” dated 22 May 2014, \

s (

Increase In ETC for 100 Electric Locomatives &/ ' ] o]
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f. Applying the relevant Proportion of each of the labour, materlal and other
input costs which make Up the basket of Items required for the
manufacture of the locomotives over the 10 month period, would result in
the net 3.7 % increase In the locomotive price,

g. Consequently the net impact of 3.7 % on the locomotive price due to the
change in economic conditions as per item B in Table 1 above is
reasonable,

FORWARD LOOKING ECONOMIC FACTORS AND MEASURES TO MITIGATE
FINANCIAL RISK THAT HAVE IMPACTED THE PRICE:

Forex

25,

26,

27,

28,

29,

30.

31.

The Financial Risk Management Framework (FRMF) approved by the Board of
Directors (BOD) does not permit Transnet acceptling forex exposure on committed
transactions.

The South African Reserve Bank (SARB) also does not permit SOC’s to accept open
€xposure on foreign Currency contracts,

In addition credit rating agencies and bond holders both prefer conservative risk
appetites and consequently would also support fixing our forex exposure.

Consequently the cost of foreign currency hedging to mitigate and protect the
Company against foreign currency devaluation is an inherent cost of the
transaction.

The cost of fixing the forex €Xposure s impacted by currency volatility and time or
duration of the exposure,

The recent volatility In the forelgn exchange rate of on average up to between 15
& 20 % directly impacts the transaction cost as can be seen on Table 3 belows:

Increase In ETC for 100 Electric Locomotives QXW
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Table 3

Rand 3§ dey annualissd Stendeard Deviation over thy pastyear
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32. In addition the ZAR currency is one of the most volatile and fragile currencies in
the world. This view is substantiated by the ZAR currency being termed as one of
the “fragile five” by economists and financial markets (refer diagram below).

33. Business Day reported on 18 March 2014 that the Rand Is in for a "Rocky ride” for
the rest of the year (Refer article "Rocky Ride forecast for ‘still to expensive’ Rand)

34. The generally held consensus view Is that due to the twin deficit of the RSA
budget and the current account, and the weak economic outlook supports Rand
devaluation In the medium to long term.

Table 4
Historica) USD-ZAR exchange rata
16
14
12
10 i‘ i ;‘f."‘}
“ PR /j % . 2 ;&*‘z'% P
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35. A historical regression analysis conducted by Regiments Capital indicates that the
ZAR currency is on a trend of devaluation as Indicated In Table 4 above. |

s
Increase In ETC for 100 Electric Locomotives // ‘
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Table 5
| ZAR-USD Scenarios
| 28.00
]
23.00 f
18.00 |
[ ————
1300 et o
|
8.00
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36.

37.

38.

39.

40.

41,

42,

In addition Regiments Capital conducted various currency trend scenarios as
indicated in Table 5 above, All scenarios Indicate a general devaluation in ZAR
over the medium term.

The imminent risk of the Ukraine crisis and Its impact on emerging markets also
had an impact on the decision to fix the exchange rate exposure.

In addition the delivery schedule for the locomotives, of 18 months, also impacts
the cost of hedging as the length of the exposure impacts the costs. The longer
the perlod the higher the premium paid due to unknown outcomes in the future,

Alternative methods, such as call and put option structures, to reduce cost and
mitigate agalnst forex exposure risk were explored In conjunction with Regiments
Capital including methods in which Transnet would participate In any possible
upside In Rand movements. These methods were evaluated from & cost benefit
perspective and consequently the FEC route proved most beneficial and practical
to mitigate forex risk,

In addition the accounting treatment of options was not optimal as per opinion
obtained from KPMG as It would result in the creation of an embedded derivative,

The cost to hedge this exposure was obtalned from banks by the suppliers. This
was then vetted by Transnet Treasury and Regiments Capital for reasonabllity.
They both found the rates and cost to be acceptable,

Consequently the 3.1 % per E In Table 1 above Is reasonable,

Increase In ETC for 100 Electric Locomotives ( ‘ )
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Locomotive Specification and other Factors including Localisation

43.

44,

45,

46,

47,

48,
49,

50.

As a result of the decision taken to award the 360 electric locomotive contract and
the 240 electric locomotive contract as part of the 1064 tender process, to CSR
and Bombardier Transportation respectively, made these two OEM’s the biggest
suppliers of electric locomotives to Transnet,

Strateglcally this supported the decision to create 3 competitor to Mitsui for the
build of electric locomotives for the Coal Line to positively Impact the total life
cycle cost of locomotives deployed on the Coal line (as motivated In the orlginal
business case),

This required certaln additional modifications and variations to be made to the
existing 20 E locomotive specification to achleve the heavy haul requirements for
the Coal Line,

A strategic decision was taken at a Transnet level that TE should be enabled to

eventually become an OEM of locomotives. This procurement process was used as
a catalyst to facliitate this strategy.

This procurement event was subject to the 90/10 PPPFA adjudication requirements
which would result in an approximate premium of 10 % being acceptable to
National Treasury for localisation and other strategic Imperatives including
competition.

The discount negotiated offsets a portion of the cost of the scope change.

Consequently the additional 10 % per C in table 1 above Is justified and |s
reasonable,

The contracted locomotive price is based on the above factors as well as the
general outcome of the negotiation process.

Escalation of Input Costs

51, Glven the size, magnitude and risk tolerance of the Company due to MDS
executlon, cash flow certainty Is of paramount importance when trying to plan
over a long term horizon,

52, This ensures that the company Is able to manage Its key financial metrics such as
gearing, cash interest cover and the A/B ratio (required by rating agencies),

53.  In addition credit rating agencies and bond holders both prefer conservative risk
appetites and consequently would also support fixing our escalation exposure,

54, Careful consideration had to be given to accepting other risks such as labour, stee
etc. and being exposed to market conditions.

55. Consequently It was decided to fix escé!atic_m for these anut} costs and gain
certainty of cash flows. </' A /f
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s Sl Sien -7 ok o N
Increase In ETC for 100 Electric Locomoetives :\ . \

et st A Pt e



56,

57.

58.

59.

60.

61.

62,

63.

64.

65.

TRANSNET-REF-BUNDLE=08697=w=m

Costs associated with fixing these input costs are largely driven by market
sentiment at the time of contracting such as the Items mentioned below.

Labour unrest and strikes in the platinum sector has put significant pressure on
forward looking labour costs. As indicated earlier Transnet is subject to an 8.5 %
wage adjustment for the 2014/15 financial year,

The contractor has also bullt a risk premlum Into their pricing for forward looking
inflation, to cater for the unpredictable nature of the labour environment within
South Africa and the risk associated with TE carrying out this additional new scope
of work,

Statistics SA report that the headline CPI annual inflation rate In April 2014 was
6.1 %, further expialned in the Business Day article “CPI Breaches Reserve bank
target” dated 22 May 2014,

The SARB and National Treasury 2014 Budget Review forecasts CPI at 6.2 %, 5.9
% and 5.5 % for the years 2014, 2015 and 2016 respectively,

The MPC also Is concerned about upward inflationary pressure on the economy as
they have increased the Repo rate by 100 basis points recently In response to
Managing the upward inflationary pressures.

The high level of local content (60%) makes local indices more applicable to
assess the cost of escalations going forward.
Applying the relevant proportion of each of the fabour, material and other Input

costs which make up the basket of jtems required for the manufacture of the
locomotives, would result in the net 7.7 % Increase,

Hence a CPI of 6 % (which excludes & premium for risk) escalated for 18 months
results in a 9 % increase, thus the 7.7 % per D In Table 1 above is reasonable,

Escalations of Input costs have been verified by Transnet by using publicly
available data and by Regiments Capital using their Intellectual property
methodology and techniques,

Contingencies

The contracted price of R 4.4 billion excludes the cost of any requirements for
capltal spares, variation orders and options (such as electronically contralled
pneumatic braking and wire distributad power etc.) and as such an additional 10
% (R 440 million) has been added Into the request for additional ETC for this
(refer item G of Table 1 above).

e
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FINANCIAL IMPLICATIONS:

66. The business need and rationale remains as indicated in the original business case
submission approved by the Board,

67. The financial model for the Business Case has been updated for the following
based on the signed contracts:

a. Final pricing _
b. Revised cash flow profile for the capital investments

68, The updated NPV result is a positive NPV of R7 099 million at the new hurdle rate
of 15.2 % and R10 702 million at the TFR WACC of 12.6 %. The NPV at the
original hurdle rate of 18,56% was R4 201 million.

BUDGET IMPLICATIONS:

69. The investment is included in the 2014/15 seven year capital investment plan,

70. The contracted delivery schedule and cash flows have changed as compared to
the investment included in the 2014/15 seven year capital investment plan,

71, In order to ensure that Transnet’s approved key affordability limits (gearing and
cash interest cover) are not breached, a capital prioritisation process will be
undertaken, such that other investments which do not impact MDS volume targets
would be deferred.

72, The difference between the January 2014 business case and the cash flows agreed
with the contractor is iliustrated in the Table 4 below:

Table 4
“ “ Rand Milllon
| ETC ‘ 2003/14 | 201415 | 201,16 | 2018/17
Buslness Case | 3871 343 1737 1439 3/
Contracted | 4840 ‘ 1320 | 1888 } 1 486 I 145 |
Difference | -s65 | 977 ‘ a5t | - | o

73.  In order to secure quicker dellvery of the locomotives to address the MDS volumes
at risk, a larger advance payment (R 1.3 billlon) had to be made to the contractor
in the 2013/14 financial year. As confirmed by a ietter received from the supplier
this was required by the supplier in order to cover costs to ensure quicker delivery.
The rationale as explained by the supplier was confirmed reasonable by Transnet’s
external auditors and was capitalised accordingly In the financial statements at 31
March 2014,

74.  The impact of the locomotive acquisition on the 2014/15 corporate plan as well as
the impact of the prioritisation process; updating for the change in volumes,
revenue, EBITDA and capltal due to the combination of the 10 electric

P _-)1. / \
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the graph below:

Osiginal CP
fiwwt hace Tapax + Ravised Yolumes oth New Loco Schedute
Resfed 4408
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demand,

factored into the model the ratlos are within acceptable levels.

E g3 ap car A8 oy,

Additional capacity Is created from 2020721 onwards for additional capital

locomotives, 1064 locomotives and 60 Diesel locomotives contracts Is reflected in

30

1817 8 1858 1y 20728

75. As can be seen from the graphs the Initial two years of the 2014/15 Corporate
Plan has been negatively impacted by the locomotive acquisitions,

76. However after the planned EBITDA and optimisation Initiatives that have been

77. The Initiatives Identified to meet the Corporate Plan targets are detalled In

Annexure A,

RISK MANAGEMENT:

78. In order to manage risks assoclated with this transaction a risk management

framework Is In the process of belng developed,
79. A Locomotive Steering Committee has been set up to mana

ge the operational

Issues assoclated with the locomotive acquisition and will address the following

risks;
« Locomotive delivery
» The wagon bulld program
¢ Infrastructure requirements
= Operational readiness
» Commercial and Volumes ~

Increase In ETC for 100 Electric Locomotives
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80.

81.

82.

83.

84,

85.

86,

87.
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A socio economic monitor will be appointed to ensure socio economic benefits will
be realised.

In order to mitigate against late delivery risk, a penaity regime capped at 10 % of
the contract price has been agreed to with all bidders.

Escalation risk has been mitigated by fixing the price of the locomotives,

Forex risk has been mitigated by hedging the price of the locomaotives by using the
suppliers balance sheets,

All advance payments are secured by an on demand advance payment guarantee
issued by a bank with a minimum long term credit rating of an A- Fitch rating or
equivalent,

In order to mitigate against default of Supplier Development (SD) commitments,

and SD penalty clause has been included in the supply agreements. An SD bond
has also been obtained to cover risk against default.

CSR have agreed to provide a 24 month warranty on the locomotive as well as a 6
year warranty on the traction motor and a 12 month warranty on spares.

A liability cap of 15 % of the contract price is included in the supply agreement
thereby limiting Transnet’s exposure in the unlikely event of breach of contract by
Transnet.

SOURCE OF INFORMATION AND REFERENCES:

88. Data quoted in the memo above has been sourced from:
» Statistics South Africa - release P0141
» Business Day 22 May 2014 - “CPI Breaches Reserve Bank target”
o Business Day 18 March 2014 - “Rocky Ride forecast for still too
expensive Rand
» Reserve Bank and National Treasury 2014 Budget Review
» Regiments Capita! (transaction advisory services)
o KMPG (accounting oplnions}
» PWC (locomotive localisation opportunities for TE and South African
industry)
Increase In ETC for 100 Electric Locomotives \ ( i




RECOMMENDATION:
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89. 1Itis recommended that:

a) the BOD take note that the main reasons for the Increase In ETC is due to
the exclusion of the following costs from the 24 January 2014 submission:

f. The cost of hedging for forelgn exchange movements;
li.  The cost for future inflationary escalations;
lil. " The cost of additional scope for Transnet Engineering (TE);
V. The cost of changes in economic conditions (forex and inflation)
between approval of the business case and award of the contract

b) the BOD approves an increase in the estimated total cost (ETC) for the
acquisition of 100 equivalent Class 19E Dual Voltage Electric Locomotives for
the Export Coal Line from R3.871 billion to R4.840 biliion,

Recommended by:

-

Anoj Singh \)“\
Group Chief Finaiclaf Officer
Date: ==k Vb

Recommended by:

—

Brian Molefe (
Group Chlef Executive Officer._ )
Date: LY . X 1.

Increase In ETC for 100 Electric Locomotives
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TRANSNER

[ A N .
freiaht rail

A Division of Transnet SOC Limited

CAPITAL PROGRAM
LOCOMOTIVES

REPORT

New Coal line locomotive: 19E Equivalent

Summary

The need exists for additional Heavy Haut locomotives capable of working with existing Class19E
locomotives on the Coal line. A technical proposal received from China Southern Rail offers a
locomotive with almost the same characteristics as the Class 19E. The most significant difference
between the two locomotives is the fact that the 19F focomotive is bogie controlled and the new
proposed locomotive an axle controfled locomotive. Based on a study of the technical proposal
received it is concluded that the offer can be considered for operation with the Class 19E locomotive
on the Coal line.

Author: Program Manager
Capital Programme F W Harris

Page 10f 3



1.0

2.0

3.0
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Introduction

Specification BBG 1510, rev 1 was compiled for the possible acquisition of a suitable Heavy
Haul focomotive for use on the Coal fine.

The main requirements/eatures can be summarised as follows:

Bo-Bo Locomotive configuration with axle mass limited to a maximum of 26 tons per axle.

2. Continuous Tractive Effort of 311kN at 34km/h at wheel tread with adhesion of 30%
maximum.

3. Braking Effort of 251kN from 50km/h to 5km/h, Blended Braking System i.e.
Regenerative and Rheostatic.

4. Locomatives to he fitted with ECPBAWDP and interoperable with class 19E locomotives.

5. Locomotives to he fitled with F type coupler, spring loaded coupler carrier plate and
NC390 draw gear.

6. Dual Voltage, 25kV (AC)/3kV (DC) capability

CSR Technical Proposal

A Technical proposal was received from China Southern Rail (CSR) on 28 February 2014 in
response to specification BBG 1510 and the main features of the offering are as follows:

Bo-Bo Locomotive configuration: 26 tons per axle.

Continuous Tractive Effort from 34 to 100kmb of 31kN.

Braking Effort of 240kN from 45kmh to 5kmn Blended Braking System:.

Fitted with ECPB/WDP capability and interoperable with class 19E locomotives.
Locomotive bogie, body shell and traction motors redesigned for heavy haul application,
Dual Voltage, 25kV (AC)/3kV (DC} capability.

® O s e N

Traction Specialist’s Feedback
Response to the CSR Technical Proposal;

Dr Robert Frohling (Body structure, Bogie and Whee| Specialist): “I have no comments to add
with respect to the car body and the hogie. As already captured in the technical proposal, the car body
and hogie structure, as wall as the bogie suspeasion elements, must be re-desigred.”

Mr Marthin Mulder (Train Dynamics Specialist): “240KN 8raking Effort is fine, il CSR cannot
increase without significant cost. The downgrade speed with £CP train is 50 km/h, but it can use train
brakes to suppiement the Regenarative braking if not enough available. Regenerative energy will be
slightly smatler “wasted at the whee! / brake block interface”! Vacuum brakes not required.”

P_age 2 of?
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Mr Trevor Downward (Senior Locomotive Speciaiist): “The difference would be class 198
maximum Regeneration per foco 3 MVA from 50 km/h & above and the Coal Line 20F 2.6 MVA from
50 kny/h & above.

Saying this the Class 20F could narrow the gap, to the class 18E, to 2.7 MVA due to the superior
efficiency and fower consumed power of the APU.

If they raised the Class 20F 10 251 kN at Up to 50 kim/h the present Brake Resistor Stack & Blowers
would have Lo increase in capacity & space eavelope and also not be interchangeable with the 95 x
class 20E locomotives,

In Traction the class 19 locomotive is rated at 2.94 MW & this loco would be 3 MW,

Agree with you on the removal of the Exhauster.”

Conclusion

Based on further discussions with the various specialists the conclusion is that the proposed
offering from CSR can be considered as a suitable locomotive for Heavy Haul application that
will be capable of working with the Class19E on the Coal line,

Attachments
1. Specification BBG 1510
2. CST Technical Proposal — 28 February 2014
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Brian Molefe
Group Chief Executive

TRANSNET SOC Ltd.

Carlton Centre, 150 Commissioner Street,
Johannesburg, 2001

From:
Wang Pan
General Manager

CSR E-Loco Supply (Pty) Ltd.

1% Floor, China Construction Bank Building,
95 Grayston Drive, Sandton, 2196,
Johannesburg

ET-REF-BUNDLE-08706

Tel.: +27-10 007 1127
Cell: +27-72 582 5154
Fax: +27-86 599 7734

E-mail: alton@csrzelc.com

Date: 28" February, 2014
Our Ref.: TFR-100- CSR0O01

Subject: Supply of Additional 100 sets of 20E Dual Voltage Electric Locomotives for
Transnet Freight Rail

Dear Mr. Brian Molefe,

Thank you very much for giving us an opportunity to provide a proposal to Transnet Freight
Rail regarding supply of additional 100 sets of 20E Dual Voltage Electric Locomotives.

As the Special Purpose Vehicle (SPV) in South Africa established by CSR Zhuzhou Electric
Locomotive Co., Ltd. (CSR ZELC), CSR E-Loco Supply (Pty) Ltd would like to give our
proposal according to your RFP dated on 27t February, 2014.

This proposal includes Commercial Proposal as below and Technical Proposal (Please refer
to Annex 1).

1
1.1

Registration No.: 2012/128051/07
VAT No.: 4850261837
Address: 1¢ Fioor, China Construction Bank Building,

Tel.; +27-10 007 1127

PRICE PROPOSAL

Price of Electric Locomotives

The calculation as follows is based on the base price of 20E locomotive we proposed
on April 2012 (R 28,860,000.00/loco). After careful calculation according to technical
proposal of 20E and the modification required, the fixed unit price is R 49,158,426.00,
excluding VAT. The total price of 100 sets of 20E locomotive is R 4,915,842,600.00,
excluding VAT.

Please note that this locomotive price excludes any spare parts, special tools and
other options.

at el FEEAHNETH A5
CSRE-LOCO SUPPLY (PTY) LTD.
95 Grayston Drive. Sandton, 2198, Johannesburg
Fax: +27-86 598 7734
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Table 1 Price Calculation Information

, No 13 Description | Cost

Base price per locomotive excluding VAT in April 2012. |
In Wthh |

1.1 50% is USD Exchange Rate USD 1 = Rand 74 f USD 1 950 OOO OO |

R 28,860,000.00 \

1. 2 | 50% is South African Rand R 14,430,000.00 ‘

I — B
| Exchange Rate impact up to February 2014

R 6,825,000.00

. ‘(74to109) 0 |
‘ 3 ‘ Escalation for USD Part .| R 4 299 102 OO
]__ [ Esialatm for_SouiAfncan Part - o __ __fnm:m R 4 625 495 OO
J Cost of steel material added | R 432,000.00

| Cost of other changes such as: Traction blower power

6 ‘ increase, heavy-duty bearings, axles, wheels, gears, | R2,738,400.00|
l | pinions, cannon box F- type Coupler and draft gear
| Hedgmg Cost R 1 078 429 00 l
8 | Duty R 300 OOO OO

| Price per locomotive including escalation and
hedging, excluding VAT

R 49,158,426.00 |

| S = I _ %._-I

| 9 Options i
1’ o1 | ECPB+WDP R 599 952 H

* ThIS price is base price on April 2013, The price for these optlons is just for reference and will only
be fixed after the design is frozen and approval of the supplier.

Registration No.: 2012/128051/07 5
g o o el 3= A

Address: 1% Floor, China Construction Bank Building, CSRE- Loco SuPPLY (PTY) L7D.

95 Grayston Drive, Sandton, 2196, Johannesburg
Tel.: +27-10 007 1127 Fax: +27-86 599 7734
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3 PAYMENT TERMS
Our updated price proposal is calculated based on the following payment conditions:
® 20% of the Contract Amount excluding VAT will be paid before the Contract comes
into effectiveness.
® 75% of each contract locomotive excluding VAT will be paid after the locomotive is
accepted.
® 2.5% of the contract locomotive value will be paid after the reliability target is
achieved.
® 2.5% of the contract locomotive value will be paid after the availability target s
achieved.
100% payment is required upon completion of each work and to be paid within 10
Business Days after receipt of the Tax Invoice.
4 SPARE PARTS AND SPECIAL TOOLS
The price and quantity of spare parts and special tools will be discussed after the design
is frozen.
5 SECURITY BOND
CSR E-Loco Supply (Pty) Ltd will provide the Advance Payment Bond before Transnet
pays it.
6 WARRANTY PERIOD
6.1 Warranty period of locomotive
CSR commits the warranty period of the locomotive is 24 month or at the time of the
achievement of 300,000 km after the locomotive is accepted, whichever occurs first.
8.2 Warranty period of traction motor
The warranty period in respect of traction motor fitted to a Locomotive will be g period
of 6 (six) years commencing on the Acceptance Date of that Locomotive.
6.3 Warranty period of spare parts
Each spare, including any traction motor not having been fitted to a Locomotive, will
have a warranty period of 12 months after being placed in service by the Transnet
Freight Rail or 15 months after Acceptance of that spare,
Registration No.: 2012112805107 T T - agedofs T ttengmoieeeeo o
e sy e R A& A ]

Address: 1% Fioor, China Construction Bank Building,

CSRE-LOCO SUPPLY (PTY) LTD,
95 Grayston Drive, Sandton, 2196, Johannesburg

Tek.: +27-10 007 1127 Fax; +27-86 599 7734
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7  SUPPLIER DEVELOPMENT

Building on the 20E locomotive programme, CSR proposes to dramatically increase
manufacturing capacity in the South African rolling stock industry while developing local
businesses and communities and putting its South African partners in a highly
competitive position for further local and international supply and maintenance contracts.

The supplier development value is different according to different delivery schedule. The
estimated supplier development value will be as follows:
| Delivery Schedule | Option 1 | Option2 [ "Option3 | Option 4 j

SD Value | 43% 55% 61% | e3% |
e — EEEE— N | —_— ——%J- S S

e &

Thank you very much,

Best regards

Director of CSR E-Loco Supply (Pty) Ltd.

Registration No.: 2012/128051/07 “ h Pagesofs %E%j’]*ﬂ,$lﬁ H4\ gl

VAT No,: 4850261837
o CSRE-LOCO SuppLY (PTY) LTD.

Address; 1% Floor, China Construction Bank Buiiding,
95 Grayston Drive, Sandton, 2166, Johannesburg
Tel.: +27-10 007 1127 Fax: +27-86 599 7734



