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SUBMISSIONS TO THE ZONDO COMMISSION OF INQUIRY INTO STATE CAPTURE

1064 LOCOMOTIVE TRANSACTION

| the undersigned,

ALISTER OUEMAKOUA CHABI

do hereby make oath and say that:

1. INTRODUCTION

1.1

1.2

1.3

| am an adult male of full legal capacity. | am a founding member of ALL5S Hoiding

Company Proprietary Limited (‘ALL5”).

The facts set out herein below fall within my personal knowledge, save where
the contrary appears from the context. The facts are to best of my knowledge

both true and correct.

ALLS was appointed by Mncedisi Ndlovu & Sedumedi Attorneys (*MNS") as part
of its investigations into the procurement irregularities in the acquisition of 1064
locomotives by Transnet SOC Limited (“Transnet’). The specific mandate of
ALLS was to assess the reasonableness and justifiability of the increase in the
Estimated Total Costs (“ETC”) on the acquisition of the 1064 locomotives. A copy

of the appointment letter dated 17 May 2018 is attached marked Annexure

“AC1".
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Qualifications
14 I hold the following quailifications:

1.4.1 Bachelor of Economic Science from the University of the

Witwatersrand;

142  Post Graduate Diploma in General Management (PGDip) from the
University of Pretoria’s business school, the Gordon Institute of

Business Science (GIBS); and

143 ~Master of Business Administration (MBA}, from the University of
Pretoria’s business school, the Gordon Institute of Business Science

(GIBS);

1.5 I'am a Technical member of the Actuarial Society of South Africa ("ASSA"), the

body governing the actuarial profession in South Africa.

1.6 I am an Associate of the Institute and Faculty of Actuaries (‘AFA™) and Fellow of
the Institute and Faculty of Actuaries (“FFA"). The Institute and Faculty of
Actuaries (“IFoA”), is-the UK's only chartered professional body dedicated to

educating, developing and regulating actuaries internationally.

1.7 | am a Chartered Enterprise Risk Actuary (“CERA”), a global enterprise risk
management credential accredited to me through the Institute and Faculty of

Acluaries, as a member of the CERA Global Association.

Professional Experience

1.8 I'am a qualified Actuary. | started my career in 2007 and my experience covers

investments, short-term insurance, pensions, healthcare and enterprise risk

management.

i
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1.10
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I have rendered actuarial services to both public and private sector clients,

consulting to retirement fund Trustees on their:

1.9.1  investments: - formulating Investment policies, developing Investment

strategies, and managing investment funds;

1.9.2  retirement benefits: - assessing the solvency of pension and provident
schemes and opining on the appropriateness of the assets backing their

schemes’ liabilities; and

1.8.3  risk benefits: - pricing and reserving on their schemes’ death and

disability benefits.

More recently, the bulk of my time has been spent consulting to the Council for
Medical Schemes, a statutory body regulating medical schemes in South Africa,
as a Technical Expert and member of the Costing Committee and consulting to
institutional clients, valuing retirement schemes benefits, opining on damages

claims and valuing investment portfolios.

Actuarial Standards

1.11

1.12

The Institute and Faculty of Actuaries (“IFOA”) sets and maintains ethical and
professional standards that all members must adhere to. The aim of these
standards is to build and promote confidence in the work of actuaries and in the
actuarial profession. The standards relate to the duties and responsibilities of

actuaries in their varied practice areas, and the review of work undertaken by

actuaries.

I'am in good standing with the IFoA and the work | have carried out adheres to

the requirements of the following IFoA Actuarial Profession Standards ("APS").

cod
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1121  APS X1 - which sets out to determine the standards applicable to
actuarial work. It requires, subject to the relevant legal requirements,
that all members comply with the Actuaries’ Code and the relevant
APSs. | have to the best of my ability complied with the principles of the
Actuaries’ Code, the applicable standards and the relevant legal

requirements.

1.12.2  APS X2 - which sets out the responsibilities of all members in relation
to the application of work review, which may include independent peer
review, to promote the quality of actuarial work. | have considered
whether to apply Work Review and have, to the extent that it is
appropriate and proportionate, ensured that Work Review was applied.
An independent peer review was carried out on the approach taken to
modelling the various elements as well as the inputs and results

obtained.

1.12.3 APS X3 -~ which sets out the principles for actuaries to apply when
instructed as experts in relation to existing or contemplated legal
proceedings. | have established clearly the nature and scope of my
instruction. | also satisfied myself that the peer reviewers and me had
the necessary level of knowledge and skill to fulfil the requirements of

the instruction.

The Actuarial Society of South Africa (“ASSA”) sets practice area specific
Standards of Actuarial Practice (“SAP”) that are mandatory for its members. The
SAPs assist members in carrying out their professional responsibilities. They
relate to the duties and responsibilities of actuaries in their varied areas of

practice.

oo
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I am in good standing with ASSA and the work carried out adheres to the
requirements of the ASSA Standards of Actuarial Practice SAP 901, which
provides guidance to actuaries when performing actuarial services to give

intended users confidence that:
1.14.1 actuarial services are carried out professionally and with due care:

1.14.2 the results are relevant to their needs, are presented clearly and

understandably, and are complete; and

1.14.3 the assumptions and methodology (inctuding, but not limited to, modeis

and modelling techniques) used are disclosed appropriately.

MANDATE

2.1

The mandate from MNS in relation to the 1064 locomotives Transaction was as

follows:

21.1  to assess the reasonability of the variables and assumptions used in
modelling the 18 Aprit 2013 Business Case (“Review of the Business

Case’);

2.1.2° fo assess the accuracy of the ETC R38.6 bilion (“ETC of 38.6

Billion™);

2.1.3  to identify the reasons for the increase in ETC from R38.6 billion to

R54.5 billion (“Increase in ETC");

21.3.1 totest the plausibility of the reasons put forward for the R15.9

billion increase in ETC; and

2.1.3.2 to opine on the reasonability of the increase in ETC,

ok
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2.3

AOC-1064-006

In the course of investigating the 1064 Locomotive Transaction, it became
apparent that Transnet also concluded the 100 Locomotives Transaction, on an
urgent basis to mitigate against the delays occasioned in the 1064 Locomotives
Transaction. As a result, MNS extended my mandate to include the following in

relation to the 100 Locomotives Transaction:

221  to identify the reasons for the increase in ETC from R3.87 billion to

R4.84 billion (“increase in ETC");

222  to test the plausibility of the reasons put forward for the R969 million

increase in ETC; and
2.2.3  to opine on the reasonability of the increase in ETC,

| will address each point in turn, starting with the finding/foutcome from the

investigation/assessment,

3. METHODOLOGY

31

During the investigations, ALL5 relied on the following documents that were

provided to MNS by Transnet:

3. il the various business cases on 1064 Locomotive Transaction:

3.1.2  Transnet Financial Risk Management Framework;

3.1.3  various Transnet WACC and Hurdle Rate polices;

3.1.4 BAFO letters:

3.1.5  Negotiations spreadsheets:

3.1.6  Cross-Functional Evaluation Team {Finance) report; and
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3.1.7  Business Case Financial Model.

3.2 information independently sourced to validate the Business Case from sources

such as:

3.2.1  The South African Reserve Bank;

3.22  Johannesburg Stock Exchange;

3.2.3  Statistics South Africa;

3.2.4  Organisation for Economic Development and Co-gperation;

3.2.5  US Bureau of Labour Statistics;

3.26 Federal Reserve Bank of Saint Louis; and

3.27 Thomson Reuters.

3.3 Benchmarking exercises conducted with industry players such as commercial
banks, registered assets managers and brokers to test my own analysis and
confirm the market prices on forex hedging at the time of concluding the

Business Case and transactions.

4. SUMMARY OF FINDINGS

4.1 I concluded, from the investigations on the acquisition of the 1064 locomotives,

that:

411  the variables and assumptions used to model the 18 April 2013

Business Case were reasonable;

T
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41.2 the ETC of R38.6 billion included escalation and foreign currency
exchange rate hedging costs and was an acceptable estimate for the

total costs of acquiring the locomotives: and

4.1.3  the 41% increase in ETC, from R38.6 billion to R54.5 tbillion, was not,

in its totality, justifiable:

4.1.3.1  an 18% increase in ETC (allowing for Transnet Engineering’s
scope cost of R2.6 billion) from R38.6 billion to R45.4 billion

would have been acceptable.

4.1.3.2 if Transnet Engineering’s scope cost of R2.6 billion is found
to be irregular and unwarranted, an 11% increase in ETC,
from R38.6 billion to R42.8 billion would then have been

acceptable.

4.2 A detailed report of the above findings is contained in Chapter 4 of MNS’
Volume 1 report, “The Procurement of Transnet’s 1064 Locomotives”,rreferred

as Transnet -Ref- Bundle 04223 in the Commission’s bundle.

5. THE 1064 FINANCIAL MODEL

5.1 The various Business Cases- including the approved Business Case as at 25
April 2013, were underpinned by a financial model (“the Financial Model”). The
contents of the approved Business Case relating to the Estimated Total Cost
and profitability of the 1064 locomotives acquisition derive from the Financial
Model. An appreciation of the mechanics of the Financial Model is therefore

required to comprehensively review the Business Case.

52 The Financial Model informing the 1064 Business Case has been developed on

a commonly used platform, Microsoft Office Excel ("Excel”). The Excel-based

PRy ¢
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5.4

5.5

5.6
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model (“Workbook”) comprises 46 related worksheets, modelling various
elements of the Business Case. A copy of the Business Case and the Financial

Model is attached hereto marked Annexure “AC2” and “AC3 (saved in the USB).

The following paragraphs reference the first worksheet of the Financial Model,
titled “Bus case output” Bus case output contains results found in the Business
Case and modelled from the additional worksheets in the Financial Model. The
paragraph focus on the volumes to be transported by the 1064 locomotives and

the expected revenue.

The table titled "Productivity MGTK (13/14 to 18/1 9)" Tin Bus case output models
“Required capacity”, which is the volume in Million Gross Tonne Kilometre
(MGTK) that is not transported each year owing to insufficient locomotives. This
is done by netting off the volume that the existing fleet can transport from the
Market Demand Strategy (“MDS”) volumes — the market volumes available for

transportation.

MDS required capacity: The MDS volumes derive from: Worksheet 6 ftitled
“Volumes MDS output”, where volumes broken down by commodity are
modelled for each year; Worksheet 34 titled “Historic Input”, from which the ratio
of Gross Tonne Kilometre to Net Tonne Kilometre is obtained; and Worksheet
10 titled “Tariffs Data”, from which the average kilometres travelied in each year

are obtained.

Existing fleet capacity: The volumes from the existing flest derive from
Worksheet 4 titled “Loco efficiency MGTK”, where the volumes to be transported
by the existing locomotives each year, after allowing for the locomotives written-

off, are modelled.

" Annexure “AC2” Business Case dated 18 April 2013 page 29 Exhibit 16



5.7

58

5.9

5.10
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The volumes remaining to be transported each year have been used to
determine the fleet required each year. The table titled ‘Fleet requirements
{based on Fleet pian and existing fieet runout)” projects these cumulative fleet
requirements and derives from W4 titled “Loco efficiency MGTK”. From this
table, it is observed that the number of locomotives required by 2019 is 1169.
However, the request approved by the Board was for 1064 by 2019 as shown in
the table titled “1064 Procurement (Request for Proposal delivery schedule)”.
The table titled “Shortfalls” shows the cumulative number of locomotives that will
be required over and above those procured as part of the 1064 project to fully

meet the MDS volumes.

The table titled “New GFB Diesel Locomotive plan” shows the planned delivery
schedule for the 465 Diesel locomotives. Likewise, the table tiled “‘New GFB
Electric Locomotive plan” shows the planned delivery schedule for the 599
Electric locomotives. Both these tables derive from W9 ftitled “Supplier

Procurement Calc”,

Beneath these tables, | have a table titled “Supplier production capacity
(Locomotives per month)' detailing the number of locomotives that will be
manufactured each month in each of the respective years by type of locomotive.
This table derives from Worksheet 18 titled “Data List” where the number of
locomotives to be procured each month is computed. Eight Diesel locomotives
will be manufactured each month over the delivery period. Five Electric
iocomotives will be manufactured in the year ending March 2015. The number
of Electric locomotives to be manufactured each month will then progress to 11

and then 12 in the year ending March 2019.

The table titled “Existing fleet GFB at 2013/14” (Exhibit 15 in BC) models the

total volumes, by type of locomotive, to be transported over the year ending

10
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March 2014. For example; 75 locomotives of type 6E, each carrying on average
33 million gross tonne kilometres of goods a year, are expected to transport a
total of 2 507 million gross tonne kilometres of goods over the year ending
March 2014. This table derives from Worksheet15 titlied “GFB Productivity per
loco”, which contains the monthly gross tonne kilometre from April 2010 to March
2013 by type of locomotive, and W4 titled “Loco efficiency MGTK”, which modeis
the total gross tonne kilometre by type of locomotive over the years 2014 to

2050.

5.11 The table titted “GFB Tariff Average (R/NetTonKm)™ contains the Rand tariffs
expected per net tonne kilometre in each year. This table derives from
Worsheet10 titled “Tariffs Data” where Rand-based tariffs are projected from
2014 to 2015. The Rand tariffs are used to compute the revenue expected each

year.

5.12 The table titled “Volumes (Net tons)™ models the expected MDS volumes, the
volumes fo be met by the existing fleet, the additional volumes to be met by the
1064 locomotives, and the volumes still to be met after allowing for the existing

fleet and the additional 1064 locomotives. These volumes are in million tonnes,

5.13  The rest of the tables in “Bus case output” relate to the revenue and cashflow
modelling of the Business Case and derive from Worksheét 2 tifled “NPV”. These
are discussed in Section 7 “Variables making up Revenue and Costs, as per the

Business Case”.

? Annexure "AC2” Business Case dated 18 Aprit 2013 page 30 Exhibit 18
3 Annexure “AC2” Business Case dated 18 April 2013 page 30 Exhibit 17

11
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REVIEW OF THE BUSINESS CASE

MEASURES APPLIED IN APPRAISING THE BUSINESS CASE

6.1

6.2

6.3

6.4

The Financial Mode! “AC3” served several purposes, some of which may be

summarised as follows:

6.1.1  assess the profitability of the project, expressed in Net Present Value

terms;

6.1.2  determine the Total Cost of Ownership of the 1064 Locomotives — of

which the ETC forms part; and
6.1.3  assess the risks associated with the project.

In my assessments, 1 sought to validate the mechanics of the Financial Model! in
meeting the above objectives and to assess the appropriatengss and
reasonability of the Model assumptions. It is our view that the Model served its

intended purposes.

The determination of the appropriateness of the number of locomotives required
to'meet the MDS, which would have entailed an assessment of the strategy in
question, was beyond our mandate. | therefore conducted ail analyses on the

basis that 1064 Locomotives were required.

The main measure used to appraise the Business Case was the Net Present
Value (“NPV”). The NPV represents the profit one expects to realise from the
project in current money terms, allowing for the risks associated with the project.
In this instance, current refers to April 2013. Some risks would have been
accounted for as part of the cashflows, i.e. insurance costs. Secondary (and

residual) risks would have been captured in what is called the Risk Discount

12
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6.6

6.7

6.8
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Rate (RDR). Transnet used Transnet Freight Rail’'s “Greenfields” project hurdle

rate as a Risk Discount Rate.

The hurdie rate is the minimum return that shareholders would want from a
project in order to consider investing in the project. This rate would normaily be
driven by the cost of the capital to shareholders, ~ the rate of interest on
borrowed shareholder funds or the opportunity cost to the shareholders {which

is the rate of interest the shareholders can earn by investing the funds

elsewhere).

The Risk Discount Rate, however, is more specific to the project and is derived
from a detailed assessment of the project’s inherent risks, [t incorporates the
likelihood of the cashflows from the project turning out worse than envisaged.
The riskier the project is deemed to be, the higher the Risk Discount Rate. The

RDR can therefore be higher or lower than the HR.

ETC is the second measure used in the appraisal of the project. The project was
profitable at an ETC of R38.6 bn. ETC is the sum of the direct/immediate costs
associated with the purchase of the locomotives over the delivery period of
seven (7) years. These costs include inflation costs and currency costs, ETC
speaks purely to costs and does not consider revenue (and therefore profits). It
is not an appropriate measure to use in deciding whether to invest in a project
hence, the need to also consider the Net Present Value of the project. Whereas
ETC was determined over 7 years (the predicted delivery period), the NPV was

computed over a 36-year period (foreseeable life of the project).

In order to determine the financial viability of the 1064 Locomotives Transaction,

| will now address each of the following:

6.8.1  the variables making up the Revenue and Costs in the Business Case;

13
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6.8.2 the Net Present Value of the R2.7 billion as stipulated in the Business

Case; and

6.8.3  the reasonability of the assumptions in relation to the ETC.

VARIABLES MAKING UP REVENUE AND COSTS, AS PER THE BUSINESS CASE

Revenue

7.1 The modelled revenues, making up the income in the determination of the NPV

of the project, are made up of the following elements:

7.1.1 Volumes;

71.2 Distance; and

7.1.3  Tariff

Volumes

2 The volumes modelled were the incremental volumes from the 1064
Locomotives. These incremental volumes are tabulated in Worksheet 1 titied
‘Bus_case output” in the table titled “Volumes {Net tons)” and labelled “1064
Locomotives”. it is observed that these volumes start at-1 million tons per
kilometre and progress to 77 miilion tons per kilometre. The “NPV” workshest,
Worksheet1, in row 16, details the incremental volumes by year from 2014 to
2049. These incremental volumes peak at 89 million tons per kilometre, as more
locomotives are procured, and fall to 5 miltion tons per kilometre, as locomotives

are written off.

14
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Distance

7.3 The distance to be travelled per year is modelled in row 18 of Worksheet 2
("NPV"). These figures derive from Worksheet 10 (“Tariffs Data”), which models
the average distance travelled each year, and Worksheet 34 (“Historic Input™),

the worksheet includes the historical financial statements of the Transnet Group.

Tariff

7.4 This element relates to the Rand-based fariff that Transnet expected to receive
per ton per kilometre. Row 17 of Worksheet 1 ("NPV”} details these tarifis by
year from 2014 to 2051. A Rand tariff per tonne per kilometre of 0.42 was used
for 2014. This tariff was escalated at an average rate of 6.84% per year between
2014 to 2020. Thereafter a fixed escalation rate of 6% per year was used to
2049. The tariff figures in Worksheet1 (“NPV”) derive from Worksheet10 (“Tariffs

Data”) and W34 (“Historic Input™).

Costs

7.5  The modelled costs, in the determination of the NPV of the project, comprise of

the following sub-categories of costs:
7.5.1 . Total Cost of Ownership;
7.56.2  Wagon Costs;

753 Infrastructure Costs;

7.54  Overhead Costs; and

755 Tax
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Total Cost of Ownership

7.6 The elements comprising the Total Cost of Ownership (TCO), in order of

magnitude, are as follows:;
(a) Initial Capital Outlay (Acquisition Costs)

7.6.2  These represent the costs associated with the purchase of the diesel

and electric locomotives. The components of Acquisition Costs include:
7.6.21 base price of the locomotives:

7.6.2.2 localisation premium;

7.6.2.3 currency hedging costs;

7.6.2.4  escalations (inflation); and

7.6.2.5 contingencies.

76.3 Acquisition Costs for each year were calculated as the
product/muiltiplication of the number of locomotives expected each year
and the Rand price for each locometive (R25.2 miliion for a diesel
locomotive and R33.9 million for an electric locomotive, in 201 4). Ninety
percent (90%) of the Acquisition Costs was paid on delivery. The
remaining ten percent (10%) was retained on delivery and paid four

months after delivery.

7.6.4  An assumption of 50% for the local content and 50% for the foreign
content was made in the modelling. The Rand price for the local
component in 2014 was computed by first taking the

product/multiplication of:

16
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7.6.7

7.6.8
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7.6.4.1 the Dollar price of a locomotive in 2014 (US $2.6 million for

the diesel and US $3.5 million for electric locomotives)
7.6.4.2 the percentage of local content of 50%: and

7.6.4.3 the forward Rand/Dollar exchange rate in 2014, as obtained

from Transnet's Treasury department.
A localisation premium of 2% was then added to the result of the above.

The Rand price for the local component in the years starting 2015 was
computed by adjusting the 2014 Rand price, computed as per the
explanation given above, for South African Producer Price Inflation

(“PPI"}.

The Rand price for the foreign component of the assumed acquisitions
costs of the locomotives in 2014 was computed by taking the

product/multiplication of:

7.6.7.1  the Dollar price of a locomotive in 2014 (US $2.6 million for

the diesel and US $3.5 million for electric locomotives);
7.6.7.2  the percentage of foreign content of 50%: and

7.6.7.3 the forward Rand/Dollar exchange rate in 2014, as obtained

from Transnet's Treasury department.

The Rand price for the foreign component in the years starting 2015
was computed by adjusting the 2014 Rand price of the foreign
component, computed as per the explanation given above, by taking

the product/multiplication of:

17
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7.6.10
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7.6.8.1 the Dollar price of a locomotive in 2014 (US $2.6 million for
the diesel and US $3.5 miliion for eleciric locomotives),
adjusted for United States (US) inflation of 2.2% for 2015 and

2.3% for each year thereafter:

7.6.8.2 the percentage of local content of 50%: and

7.6.8.3  the forward Rand/Doliar exchange rate in years starting 2015,

as obtained from Transnet’s Treasury department.

The US Consumer Price Inflation (CPI)is a measure of the average
change over time in the prices paid by urban consumers for a market
basket of consumer goods and services (U.S. Bureau of Labor

Statistics, 2018).

The tables below provide an extract of the Forward Rard/USD

exchange rates used in the modelling of the Business Case variables.

Spot rate on 18 April 2013 9.1285

2014 2015 2016 2017 2018 2019

Forward rates | 9.5854 | 10.042 | 10.523 | 11.004 | 11.481 11.984

18
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7.6.11

(c)

7.6.12

(d)

7.6.13
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Personnel Costs

Personnel costs were taken to represent labour costs such as the costs
of the locomotive drivers. Yearly increases ranging between 6% and
7.5% (and averaging 6.73%) have been used in the projecting

Personnel costs from 2015 to 2049.

Fuel Costs

Fuel Costs were faken to represent the fuel costs of operating the
locomotives. Yearly increases in fuel costs ranged from 5.55% to
5.95%, with an average yearly increase of 5.91%, over the years 2014

to 2049.
Maintenance Costs

Maintenance Costs were taken to represent the costs of maintaining the
locomotives and are assumed to include costs such as the servicing
costs of the locomotives. They are computed by taking the

product/multiplication of:

7.6.13.1 the US Dollar servicing costs for each locomotive, adjusted

for US Inflation each year;
7.6.13.2 the cumulative number of locomotives in each year; and

7.6.13.3 a forecast of the Rand/Dollar exchange rate in years starting

2014, as obtained from Global Insight, as per the table below.

2014 2015 2016 2017 2018 2019

19
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Global insight 8.6239 | 8.892 |8.5264 | 8.5866 | 8.8044 | 9.2007

7.6.14  Itis worth noting that the Global Insight foreign currency exchange rates

are not forward rates but forecast rates.

{(e) Emissions Costs

Emissions Costs were computed by taking the product/multiplication of:

7.6.15 the Rand costs of the cost of emissions for each locomotive each year;

and

7.6.16 the cumulative number of locomotives in each year.

{f) Insurance Costs

7.6.17 Insurance costs were computed by taking the product/multiplication of:

7.6.17.1 the Rand costs of insuring each locomotive each year; and

7.6.17.2 the cumulative number of locomotives in each year.

7.6.18. The cost of ensuring each locomotive increased each year by 6%.

Wagon Costs

7.7

Approximately 16 500 wagons were required to operationalise the 1064
Locomotives. Wagon Costs are costs of purchasing and operating these
wagons. They were computed for each year from 2014 to 2019. Row 44 of W2
("NPV”) details these costs which derive from W26 ("SUMMARY Year 13 14

updated”). The present value of these costs came to R12.5 billion.
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Infrastructure Costs

7.8

Infrastructure Costs comprised expansionary and replacement Infrastructure
costs and relate to the expansion and maintenance of railway networks. These
costs are given for each of the years 2014 to 2019. They are reflected in row 49
of W2 (“NPV") and derive from W45 (“infrastructure”). The Business Case notes
that these have been allocated as per the 2013 Corporate Plan. The present

value of these costs came to R18.5 billion.

Overhead costs

7.9

The overhead costs estimated were based on the 2010/2011 income statement
value of R7.9 billion. These overhead costs were projected using South African
CPi for each of the years 2014 to 2049. The ratio of the 1064 locomotives
volumes (Incremental volumes) to the MDS volumes was then used to determine
the overhead costs associated with the 1064 project. Row 53 of W2 (*NPV™)
details these costs by year. The present value of these costs came to R23.9

billion.

Tax costs

7.10  Tax costs over the projection period, 2014 to 2049, were computed at a rate of

28% per year on the net cashflows. The net cashflows were adjusted by
amortising the capital costs of the locomotives and wagons over 5 years and the
capital costs relating to Infrastructure spend over 30 years
before computing the tax costs. Row 57 of W2 ("NPV") details the yearly tax
costs after amortising locomotive, wagon and infrastructure costs. The present

value of these costs came to R7.7 billion.

21
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NET PRESENT VALUE OF R2.7 BN AS PER THE BUSINESS CASE

8.1

8.2

8.3

8.4

Having discussed the components making up revenue and costs, | now consider
the quantum of these elements as at April 2013, being their Present Value (PV)
when the Business Case was approved. As mentioned earlier, the Risk Discount

Rate was equal to the Hurdle Rate at 18.56%.

The Net Present Value of the project, which is the PV of the revenue expected
from the project net of the Present Value of expected costs, was R2.7 bn. The
project was profitable, albeit thinly so, when we consider that this was only 2.5%
of a revenue of R109bn. The costs to the project were enormous with the ETC
making up 47% of the Total Cost of Ownership (“TCO”) and 20% of all costs

(TCO, Wagon, infrastructure, etc).

The sensitivity of the Net Present Value to change in the Risk Discount Rate
demonstrates that the risk of the project turning unprofitable was material. The
Risk Discount Rate, representing the downside risk of the envisaged cashfiows
not materialising, at 18.6% resulted in a profit or NPV of R2.7 bn. The NPV
increases exponentially as the RDR falls, This-is apparent in the increasing
differences with each 1% drop in the RDR. There would be a R7.9bn increase
in NPV when the RDR falls from 13.6% to 12.6% compared to a R6.6 bn increase

when the RDR falls from 14.6% to 13.6%.

An increase in the Risk Discounted Rate to 19.6%, indicating an increase in the
perceived riskiness of the project, would have resulted in nil expected profits.
This would be the case if revenues were for some reason delayed or reduced
(owing to, for example, locomotives not being delivered timeously or the volumes
from the MDS not materialising) or costs were increased {owing to, for example,
tax rates increasing beyond 28% or fuel costs increasing by more than expected)

or brought forward (shortening the delivery schedule)
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9. REASONABILITY OF ASSUMPTIONS IN RESPECT OF ETC

I now discuss the assumptions to some of the variables dealt with in preceding sections.
These are: Local and Foreign Inflation, Local Content, Forex hedging, and the hurdle

rate. These variables are key to the determination of the ETC and the NPV.

Local Inflation

9.1 Several components of the locomotives were to be acquired locally. Local
nflation indices would therefore have been appropriate, The South African
(*SA”) Producer Price Index was used to model the prices of the components of
the locomotives to be sourced locally. The Business Case assumed SA PPI
ranging from 5.3% to 5.9% (averaging 5.7%). SA PPI over the 5-year period
preceding April 2013 was 3.6% (5.6% over the 10-year period). The assumptions
made were higher than the rates observed historically. The assumptions made
also lie closer to the upper bound of the Monetary Policy Committee’s targeted

range of 3% to 6%. Local Inflation assumptions were therefore considered to be

reasonable.

Foreign inflation

9.2 For the components of the locomotives to be purchased abroad, an assumption
of 2.3% for the change in prices (Inflation) was held right through. Consumer
Price Inflation (“CPI") as opposed to Producer Price Inflation was used. These
are quite comparable as can be seen from the high and positive correlation
between the two inflation curves. The long-term CPI rate in the US of 3.3% was
higher than the PPI rate at 3.0%. It can therefore be said that projections based

on CPl were conservative.

9.3 However, a lower rate of 2.3% was used in the projections. When projecting

economic variables, experience should not be considered in isolation to the %
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prevailing economic conditions and applicable policies. Following the 2008
Financial Crisis, the United States, and other First-World countries, entered a
period of Quantitative and Interest Rate Easing with the objective of boosting
economic growth. The Economic Indicators used to monitor the effectiveness of
these policies were unemployment rates and inflation rates. The objective in the
US was to lower the unemployment rate to 6.5% and to raise the Inflation rate to
2%. US CPI and PPI were 1.5% and 1.3% respectively over the 5-year period
preceding April 2013. The assumption of 2.3% for US Inflation was therefore

conservative and reasonabie.

Local Content

9.4 I consider the impact of the Local Content assumptions on the validity of the
Business Case. An assumption of 50% for Local Content and 50% for Foreign

Content was made in modelling the Business Case.

9.5 Allowing for the correct Local and Foreign Content percentages does not
invalidate the Business Case or change our findings and as such the original

assumption, which slightly overstated the ETC, was considered reasonable.

9.6 Taking an extreme view and assuming a 60/40 split for Local/Foreign across
diesel and electric iocomotives would have resulted in 2. 0.12% drop in the ETC.
This drop in ETC, as would be expected, would have translated into a 0.4%

increase in the Net Present Value, from R2.739 bn to R2.75 bn.

Forex hedging

97 I did not take issue with the way foreign currency exchange risk was allowed for
in the Model. Forward rates were applied, removing the need to take a view on
what the foreign currency exchange rates (forex) would be going forward. The

upside and downside risk exposure to fiuctuations in forex was hedged. This was g
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in line with clause 15 of Transnet Financial Risk Management
Framework 2013 - Foreign Exchange Risk Policy. | will explore this in a bit more

detail in later paragraphs.

Hurdle rate

9.8

9.9

9.10

The Transnet Group Weighted Average Cost of Capital (WACC) and Hurdle
Rates (HR) Policy, created May 2012 and effective June 2012, outlines the
approach used to determine hurdie rates for different categories of Transnet
projects. Hurdle rates, in the WACC and HR policy, were distinguished between
“Greenfields” and “Brownfields” projects. A WACC of 12.56% per year was

computed for TFR assuming:

9.8.1 Debt (after tax) would cost 7.31% per year and equity would cost

16.85% per year, and
9.8.2 Debt and Equity would be split 45% and 55% respectively.

Based on research of over 160 companies internationally, a hurdle rate of
18.56% was arrived at for Greenfields projects such as the 1064 project.
Greenfields projects are defined as completely new to Transnet, incorporating
higher than normal business risks (and include projects over R100 million). This
represents a 6% margin over TFR’s WACC of 12.56%. The approach used was
sound, being research-based, and consistent with that used in prior years. The

hurdle rate of 18.56% was considered reasonable and therefore acceptable.

In principle, the determination of a Risk Discount Rate should foliow a detailed
risk assessment of the specific project under consideration. However, given that
this was a Greenfields project for Transnet, implying very little information would

have been available, the use of the hurdle rate to discount the expected
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cashflows was acceptabie. The variables and assumptions used to model the 18

April 2013 Business Case were reasonable.
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THE ESTIMATED TOTAL COSTS OF R38.6 BN

9.11

9.12

9.13

The second part of the mandate required an in-depth analysis of the portion of
the Total Cost of Ownership (TCO) relating to the acquisition of the locomotives,
otherwise known as the ETC. The ETC made up 47% of the Total Cost of
Ownership and 20% of the project’s entire costs. It required a breakdown of the
ETC, determining the variables and the extent to which these variables were

included.

These variables included escalation and forex hedging costs. They made up a
significant portion of the reasons later put forward for an increase in the ETC.
Under this heading | wilt briefly consider: The Original Deliver Scheduie; the
Escalation Costs; The Comparison of Foreign Currency Forward Rate: and the

Forward Rate versus the Forecasted Rates,

The finding was that the ETC included foreign currency exchange hedging and
escalations costs, and R38.6 bn (R36.368bn excluding contingency reserves)

was a reliable estimate for the costs of acquiring the locomotives.

Original Delivery Schedule

9.14

9.15

The Business Case was premised on a 7-year delivery schedule. The first
delivery was expected in April 2013. The procurement of electric locomotives
was envisaged fo start exactly 1 year from the delivery of the first diesel
locomotive, April 2013. The last delivery was expected in March 2019 and was
for electric locomotives. This schedule becomes important when considering the

increase in ETC.

The Business Case contemplated a four (4) months testing period for all

locomotives after which they will be operational 90% of the price of the
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locomotive was payable on delivery and the remaining 10% payable after the

four months testing period.

Breakdown of R38.6 bn etc

9.16  The mode! proposes a 203 price for electric and diesel locomotives and projects
these prices over the delivery period taking into account the escatation and forex
hedging costs. A copy of the worksheet comptting the rand price per locomotive
in each of the years,2013 to 2023, is attached hereto marked Annexure “ACq”

This Annexure is titled in the Financial Model.

9.17  The ETCis made up of various components: the locomotive price; the escalation
costs; the forex hedging costs; contingencies | have analysed the Financial

Model and have arrived at a quantum for each of these costs per locomotive

type.

9.18 The locomotive price is what a (fit-for-purpose/operationai) locomotive would
have cost Transnet in April 2013. Itis important to note that the locomofive prices
include a localisation premium of 2% on the local portion of the locomotives, to
reflect the additional cost of acquiring compenents from suppliers locally. This is
expected as not all locally manufactured goods will have ali their inputs

manufactured ilocally.

9.19 The total price of diesel locomotives as R11,147bn and that of electric

locomotives as R19.329bn giving a total locomotive price of R30.476bn.

9.20 | arrived at these figures by taking the iocomotive unit price by type ( diesel
R2.6m* and electric R3.5m) multiply by the spot rate (9.1285)%.This equals

R23.7341m as per diesel locomotive as at 18 April 2013.To this price | added

4 Annexure "AC2” Business Case dated 18 April 2013 page 31
® Annexure “AC2” Business Case dated 18 April 2013 page 38 Exhibit 28 g
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localisation premium of 2% to local component which is 50% of the unit price
(R23.7341 multiply by 1.01%).This equates to R23.971441m per locomotive as
at 18 April 2013.The latter figure is multiplied by 465 and this equals to
11,146.72. | have rounded of to 11.147.A similar exercise is undertaken in

electric.

Escalation costs are synonymous with Inflation costs. Earlier on, in my
discussions on variables and assumptions, | explained how prices of locally
sourced components would be affected by local inflationary forces as measured
by South African (SA) Producer Price Inflation, and how prices of components
sourced abroad would be affected by foreign Inflationary forces, in this instance

Us CPI;

The last two entries on AC4 under the headings “SA PPI” and “US inflation”
reflect the escalation costs as measured by the SA PPl and US CPI

respectively.

The ETC was R38,6bn as it is apparent from the calculations above. The total
locomotive price for all the locomotives incl. the 2% localisation premium is
30.476. AC4 informs us that both SA PP| and US CP! and forex were taken into
consideration at the rates set out AC4. Contingencies were also taken into
consideration (to be dealt with later). On AC4 | appliedin the place of the forward
curve, the spot rate as at 18 April 2013 acrass the delivery period. This exercise
removed all hedging costs. Then | assumed the inflation rate of 0% for both SA
PPl and US CPI across the delivery period. In addition, | did not provide for

contingencies. The net result of this exercise allowing for the 2% localisation

% Annexure “AC4#” under the heading localisation premium
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premium, is the total locomotive price of R30.476bn. | arrive at the SA PPI of

R1,821 bn (R388m for diesel and R1.432m for electric).

Annexure AC4 has however provided for annual SA PPI rates over the delivery
period. Allowing for these rates per annum in the financial model resuits in total
loco price including SA PPI costs of R32.297bn. it is important to note that the
SA PPl rates are applied purely to the local component of the locomotive price.
The result is a SA PPI adjusted cost of R32,297bn. The difference between

R32.297bn and R30.476 is R1,821bn which reflects the SA PPI.

| conducted a similar exercise to determine the US CPI cost as R713m.11.4.5
after adding the US CPI cost the new total cost is R33,010bn, 11.4.5 In summary
the computation of escalation costs was based on a straightforward application
of the assumed Local and Foreign Inflation rates over the 7-year delivery period.
The extent to which these were allowed for was discussed earlier under variables
and assumptions. Escalation costs totalled R2.5bn, with the iocal cost, at
R1.8bn, being materially higher than the foreign cost, at R0.7bn. This is a result
of assumed local inflation being significantly higher than assumed foreign

inflation.

Forex hedging, at the rigk of over-simplifying the term, is putting a boundary
between the forex-and the party seeking protection from the risk, in this case
Transnet. One of the reasons Transnet sought this type of protection is that it did
not want to pay more than budgeted for goods sourced from abroad because of
a depreciation in the Rand. The hedge or protection can be partial, offering
protection only in instances where the Rand depreciates, or full, offering
protection in instances where the Rand appreciates or depreciates. Transnet’s

policy on FXrisk is the latter. This protection comes at a cost and is obtained via
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a third-party agreement where the third-party guarantees a certain exchange

rate in the future, regardless of the prevailing exchange rate in the future:
9.26.1 the spot rate in 18 April 2013 was 9.1285: and

9.26.2  Annexure AC4 under the heading FX futures (ZAR/USD) (scenario) that

reflect the forward rate for the period 2013/2014 to 2022 /2223,

| applied the hedging to the foreign component of the loco price and the US CP!
price. | calculated the hedging costs over the period to be R3,358bn. | arrived
at this figure by applying annual Transnet Treasury curve hedged rates to the

foreign component of the total loco price as adjusted by the US CPI.

Contingencies are reserves set internally to protect against risks that might not
have been allowed for explicitiy in the cashflows through some form of insurance
or in the Risk Discount Rate. They are generally set at 5% of a capital project’s
costs. Itis not uncommon for Greenfields projects, which are grassroots projects
that an entity has no experience in, to attract a contingency reserve of 10% of
capital costs. Contingencies, at R2.2bn, made up 7.4% of the capital costs of the

locomotives.

The contingency figure is arrived at by subtracting the total loco price as adjusted
by the SA PPl and US CPI escalation costs and forex hedging costs from the

total price of R38.600bn.

Comparison of Transnet and The Market Foreign Currency and Forward Rates

9.30  For the purposes of this exercise, | have used the Bloomberg foreign currency

forward rates. Bloomberg is a data repository used by analysts, traders,
investors and fund managers all over the world. Through its terminals, the public

can access information on financial instruments such as commodities, stocks,
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bonds, currencies, etc. Alternatives to Bloomberg include Thomson Reuters,
S&P Global and FactSet. Having demonstrated that allowance was made for
movements in the Rand/USD exchange rate, | now evidence that these rates

were FX forward rates (FX hedge rates).

9.31 The vertical axis plots the exchange rate, how many Rands are needed per
United States US) Dollar. The horizontal axis plots the years of interest, 2014 to
2020, the delivery/procurement period. The blue bars represent the rates | have
just observed being used in the modelling of the Business Case. The red bars
represent the forward/hedge rates as obtained from Bloomberg (allowing for

third-party costs).

9.32  The third-party costs are an average of the costs that would have been levied by
two of the largest banks in South Africa to hedge the FX risks and are based on
the exact foreign currency cash outflows that Transnet expected in each of the
years. These costs are significantly less than 1% of the transaction, averaging

0.35%.

9.33 The determination of the forward rates is scientific and dependent on the level
of interest rates in the two countries of interest, in this case South Africa and the
US. JIBAR (the Johannesburg Interbank Average Rate) is used for South Africa
and LIBOR (the London Interbank Offered Rate) is used for the US. The forward
rates are not influenced by the third-party and would therefore be similar

wherever they are obtained from.

9.34  The rates used by Transnet's Treasury division and those that would have been

obtained from the market are similar. Itis my view that Foreign Currency hedging

was allowed for in the Business Case. (Own emphasis)
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Forward Rates vs Forecasted Rates

89.35 Forecasted rates, obtained from Global Insight, were also used in appraising the
~ Business Case. The forecasted rates should not be confused with the forward
rates. The forecasted rates were used in the projection of maintenance costs,

which did not form part of the ETC Forecasted rates provide a view on what the
foreign currency exchange rates are likely to be in the future. They generally vary
between providers because they involve assumptions. Unlike forward rates, they

do not offer protection from fluctuations in the foreign currency exchange rates.

9.36 . Maintenance costs made up 8% of the Total Cost of Ownership (R44bn) and

only 3% of the total cost of the project (R106bn).

9.37 The forecasted rates show an appreciation in the Rand against the Dollar in
some years uniike the forward rates which showed a depreciation of the Rand
against the Dollar in all years. As such, the use of these forecasted rates would
have resulted in a materially lower ETC and exposed Transnet to fluctuations in

the foreign currency.

Audit trail — Stepwise validation of ETC of R38.6bn using Model

9.38 The worksheets in the financial model that are relevant to the ETC of 38.6bn are

the following

9.38.1 Main control input (W3);

9.38.2 T.C.O Locos Capex {(W11);

2.38.3 NPV (W2),

9.38.4 Treasury curve hedged rates (W49);

9.38.5 USD Inflation (W21); and
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Worksheet 3 (labelled “Main controf input”).

This worksheet computes the ETC of R38.6bn and references the NPV of R2.7
bn. It also computes the volumes and revenue shortfalls arising from acquiring
a sub-optimal number of locomotives (1064 procured vs 1396 required). The
worksheet also contains key technical inputs on delivery start date and operation
start date, the number of locomotives to be delivered each month, and the total
number of locomotives to be delivered over the delivery period analysed by
locomotive type (diesel/electric). Key financial inputs are also contained on this
worksheet and include the Risk Discount Rate, the Internal Rate of Return, the

Local Content, and the Localisation Premium.
Worksheet 11 (labelled “T.C.O Locos Capex’}

Worksheet 11 computes the ZAR locomotive price in each year starting 2013
and ending 2022, It contains certain key financial inputs such as SA PPI, US CP)
and Foreign Currency Forward rates. The worksheet also references inputs on

the Localisation premium and the Local Content.
Worksheet 2 (labelied “NPV”)

Worksheet 2 aggregates the outputs from various worksheets in the Model and
is concerned with. determining whether there is a Business Case for the
acquisition of 1064 locomatives. This worksheet computes the Net Present valye
of the project. It also computes the Present Value of the revenue expected over
a 36-year period starting 2014 and ending 2049. It also computes the outgo
expected over the same period, including ETC which makes up 20% of the total
outgo. Worksheet 3 references Worksheet 2 when calling in the ETC and NPV

of the project.
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Worksheet 49 (labelled “Treasury curve hedged rates iy

9.42  Worksheet 49 is a data sheet containing the forward ZAR/USD exchange rates
from 2013 to 2022. W11 references from W49 in computing the ZAR locomotive

prices.
Worksheet 21 (labelled “USD Inflation”)

943 Worksheet 21 is also a data sheet containing projections of US CP! from 2012
to 2052. Worksheet11 references Worksheet 21 for the escalation of the foreign

component of the locomotive price.
9.44  The validation of R38.6bn assesses the:
9.44.1 appropriateness and relevance of the variables included;
9.44.2  reasonability of the assumptions made; and
9.44.3 approach to modelling the ETC.

9.45  The variables identified, were the locomotive price, the localisation premium, the
Local and Foreign Inflation rates, the FX forward rates and the contingencies.
The relevance and appropriateness of these variables have already been

discussed. It was determined-that they were relevant in computing the ETC.

9.46 The assumptions to these variables were also considered [t was concluded that
they were reasonable for purposes of projecting the all-inclusive locomotive
price. It was also found that the contingency rate was between the industry range
and therefore reasonable. A proper analysis of the worksheet demonstrate that
all variables were taken into consideration in arriving in the ETC of R38.6bn and

that no relevant variable was ignored in this computation of the ETC.
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(NI) THE INCREASE IN ESTIMATED TOTAL COST FROM R38.6 BILLION TO R54.5

BILLION

9.47

9.48

9.49

On 23 May 2014, the Transnet Group Chief Executive (“the GCE”) approved a
memorandum to the Transnet Board of Directors (“the Board”), a copy of the
memorandum dated 23 May 2014 is attached hereto marked Annexure “ACS5",
The purpose of this memorandum (“the Memorandum”) was to: a) note the
reasons for the increase in ETC and b) request an approval for a R15.9bn
increase in ETC. The Memorandum provides reasons for the R15.9bn increase

th ETC on the basis that the initial ETC of R38.6bn exciuded the:

9.47.1 Costs of changes in economic conditions, economic conditions being

forex and inflation, between April 2013 and March 2014;

9.47.2 Cost of hedging for foreign exchange movements:

9.47.3 Cost of future inflationary escalations; and

9.47.4 Cost of additional scope for Transnet Engineering (TE).

I showed, earlier, that the R38.6 billion allowed for:

9.48.1 Cost of changes in economic conditions (forex and inflation) between

April 2013 and March 2014;

9.48.2 Cost of hedging for foreign exchange movements from April 2013 to the

end of the delivery period: and

9.48.3 Cost of future inflationary escalations from April 2013 to the end of the

delivery period.

The cost of the additional scope for Transnet Engineering was, however, not

allowed for in the Business Case.
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A material change occurred to the delivery schedule. Whereas the Business
Case was predicated on a 7-year delivery schedule, the memorandum was
based on a shoriened delivery schedule of 4 years. The arguments in support of
this revision in the delivery schedule were not provided in the memorandum and
are not discussed in this statement. For the purpose of my mandate, this change

is relevant only insofar as it impact the ETC .

This section of the statement addresses item Ill of ALL5’s mandate in relation to
acquisition of the 1064 Locomotives from MNS. This part of the mandate
required ALLS5 to identify the reasons put forward for the increase in ETC from
R38.6bn to R54.5bn, test the plausibility of these reasons and, where necessary,

opine on a reasonable increase in ETC.

Our finding was that the increase arqgued for in the memorandum to the Board

was unjustifiably high (Own emphasis). In the sections to follow, we discuss the

reasons and amounts put forward, and where necessary, opine on a reasonable

amourit.

Reasons Advanced for The Increase In ETC

9.563

9.54

In this section | cover the reasons advanced in the executive stmmary of the
Memeorandum for the increase in ETC. T will explain each reason, provide the
amounts attributed to~each_reason as-per the Memorandum and our
determination on the' reasonability of each amount. The explanation of any
differences between the amounts discussed and our determination is explained

in a later section of the statement.

The executive summary attributes the increase in ETC to the following five

factors:

Update of the business case for updated economic factors
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Itis argued, in the Memorandum by the then GCE, Mr Brian Molefe, that
economic factors (Inflation rates and foreign currency exchange rates)
between April 2013 and March 2014 were higher than assumed in the

Business Case. As such, the locomotive prices needed to be adjusted.

In April 2012/2013, the Financial Model calcutated the price of the diesel
locomotive to be R25.2m and electric locomotive to be R33.9m. The

same prices were maintained for the year 2013/2014.

I agree that there was a deterioration in economic factors beyond the
levels allowed for in the Business Case. The cost arising from this
deterioration, as per the Memorandum, was R5.4bn. |, however, have
computed this cost to be R4.4bn. The basis for this differentiation is

dealt with further in this statement.

Risk Mitigation — Forex and Escalation

9.54.4

9.54.5

Forex and escalation risk mitigation costs were in respect of movements
in foreign currency exchange rates and inflation rates from the contract
signing date, March 2014, to the end of the revised delivery schedule.
(The revised schedule is contained in Table 1 of the Memorandum,)
This is, therefore, a forward-looking adjustment. | concede that an
adjustment was necessary and what | take issue with is the amount

often adjustment.

The memorandum posted an increase of R9.5bn in respect of risk
mitigation costs. My evaluation of this increase came to R6.2bn. The

basis for this differentiation is dealt with further in this statement.
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Transnet Engineering Scope

9.54.6 A scope was envisaged for Transnet’s engineering division, Transnet
Engineering (“TE"). The Memorandum argues strategic factors such as
localisation and competition. It is understood that a scope for TE was
necessary to enable it to become an Original Equipment Manufacturer.
There wasn't sufficient and detailed information at the time fo
investigate the makeup of this scope. As at the time of my investigation

MNS was in a process of clarifying TE’s role in relation to this scope.

9.54.7 As atthe time of my report MNS had not reverted in this regard. On this
basis | have no ground to object to the figure allocated for the TE scope

in the memorandum.

9.54.8 Credence was given to the Memorandum by taking the value provided.
A revision of the cost in respect of TE's scope might be required once

MNS concludes its investigation.

Contingencies

9.54.9 It is standard practice in project appraisals to set aside a contingency
reserve. This is because one can never be certain that events will turn
out as planned. it is highly unlikely that all risks would have been
identified during the risk analysis and assessment stages of a project.
A reserve is therefore set aside as part of the management process for
risks that might have been overlooked or inadequately mitigated. it is
common practice for contingency reserves to be set between 5% and

10% of a project’s capital costs.

9.54.10 The Memorandum posted a contingency cost of R4.95bn. This

represent a contingency at the rate of 10% of the contract price with all é
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the 4 OEMS. The contracted price includes insurance costs( forex and
escalation). A contingency need not have been set aside for risks
already transferred to the OEMs. On this basis a reasonable
contingency rate ought to have been between 5 and 7 %, allowing for
TE scope. On this basis | opine that R2.8bn would have sufficed in the

circumstances. .

Batch pricing adjustment

9.64.11 ' There are two elements to consider: batch adjustment and break point
pricing. Bidders provided indications of what it would cost them in the
event of contract orders being terminated. The Request for Proposal
(‘RFP") stated that Transnet did not expect bidders to charge for
changes in quantity. In the circumstances, batch pricing should not
have been taken into consideration. | have therefore not allowed for a

batch adjustment cost.

Saving

9.54.12 The Memorandum also speaks of a saving of R6.5 billion and
attributes this saving to lower capital costs arising out of a competitive
tender and negofiation process. My evaluation of this saving was
R0.177bn (orR177m). | shall further in the statement address the
basis for this differentiation, when considering the [ocomotive base

prices.
10. BUILD UP OF ETC OF R54.5BN

10.1  The Memorandum refers us to Table 2 where the elements making up the ETC
of R54.5bn are detailed. This table gives us a detailed breakdown of the reasons

put forward for the R15.9bn increase in ETC starting from the clean price of the %\
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locomotives. The clean price refers to the purchase costs to Transnet had it
decided to acquire all 1064 locomotives in April 2013, Table 2 builds from this
clean price of R29.4bn to the revised ETC of R54.5bn. This section addresses

each of the elements noted in Table 2.

Locomotive base prices

10.2

10.3

The Cross Functional Evaluation Team (*CFET”) Finance produced a
Memorandum on, 15 January 2014, detailing the Best and Final Offer (“BAFO”)
prices in respect of each OEM. Based on the submissions by the CFET Finance
team, | amived at a total price for all 1064 locomotives of R29.53bn {or
R29 532 819 948, to be exact), while the total price for all 1064 locomotives, as
per the Memorandum, was R29.36bn (or R29 355 532 740, to be exact). | was
not provided with document in support of the amount of R29.36bn. The amount
is R177 287 208 lower than our computation of R29.53bn. | took the value as
provided in the Memorandum and attributed this benefit to the negotiation

process.

It is worth pointing out at this point that the first page of the Memorandum noted
a saving of R6.5bn. It has been assumed that the BAFO reflected in table 2 of
the memorandum of R29.36bn, which is marginally lower than that set out in the
15 January 2014. CFET memorandum of R29.53bn ‘was as a result of
negotiations. The claim therefore of R6.5bn saving is irreconcilable with what is
set out at table ‘2. Page 1 of the memorandum further suggests to exclude a
batch price adjustment cost of R2.75bn. The exclusion of this batch price
adjustment, in computing the savings is questionable because it forms part of
the R15.9bn increase in ETC. If this cost is factored in, as it should be, the

purported saving is R9.2bn.
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The claimed saving of R6.5bn assumes that capital acquisition costs were
R38.6bn, where else this represented the original ETC including escalation,
hedging and contingency costs over a delivery period of approximately 7 years.
The memorandum, as part of the recommendation, suggest that the ETC of
R38bn excluded these costs. | have demonstrated with reference to Financial
Model to the Business Case that these costs were included in the R38bn ETC.
The R38.6bn did not cater for the costs of adjusting batch price, which according

to this memorandum added a further R2.7bn to the ETG

With such an increase in the ETC, that it is no surprise that the transaction turned
loss-making from the negotiation stages. Paragraph 80 of the memorandum, on
the financial implications of the transaction, accedes to this, noting as foilows:
“The Net Present Value would become a negative R1.67bn at the original hurdle
rate of 18.56%". The hurdle rate needed to be reduced for the project to turn
profitable. The hurdie rate was reduced to 15.2% but Transnet could hot provide
an approved policy to support this reduction. ) sought to understand if there were
grounds to reduce the hurdle rate from 18.56% to 15.2%, considering that the
delivery schedule was accelerated, considerably increasing the risk to Transnet,
Buring my engagement with Transnet officials, they confirmed that the hurdle
rate should have increased from 18.56% to reflect the: additional risks and
cashflow uncertainties arising from the more aggressive delivery schedule on

this Greenfields project.

Backward-looking escalation cost

10.6

This cost item is marked “A” in Table 2 of the Memorandum. {Price) escalation
simply refers to (price) inflation. The local and the foreign content prices were
both affected, albeit to varying extents. The key inputs in determining backward

escalation costs were the Local Content declarations by the OEMs and the
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relevant price inflation Indices. Because this was backward-looking, the inputs

were observable and required no assumptions.

Contrary to the submissions in the Memorandum, not all OEMs met the Local
Production Content requirements of 55% and 60% for Diesel and Electric
locomotives respectively. This derives from the submissions by the OEMs during
the negotiations. China North Rail (“CNR”) had a Local Content of 37.6%,
General Electrical (‘GE”), 56.3%; Bombardier Transport ("BT"), 45.6%; and
China South Rail (“CSR™), 49.6%. All OEMs, excepting GE, failed to meet the

Local Content requirements.

Transnet Engineering

10.8

10.9

The cost of Transnet Engineering’s (“TE”) scope is marked “B” in Table 2 of the
Memorandum. There wasn’t sufficient and detailed information at the {ime to
investigate the makeup of this scope. MNS is still investigating TE's role in

relation to this scope.
Some questions that | contended with were:

10.9.1  was the base price per locomotive was not revised downwards fo reflect

the scope of TE?

10.9.2  if some of TE's envisaged scope included: fabrication & assembling of
the driver cab, the bogie and the loco, painting and testing as well as
the supply of components such as the alternator, the auxiliary supply
system, the power conversion system, the propulsion system, the
traction motor the wheel system and so forth; how could the price per

locomotive with and without TE be the same?
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10.9.3  was the reflected cost a premium on input and labour costs from having

to use TE as opposed to other subcontractors or the cost of the work to

be done by TE?

| have nonetheless assumed the value provided in the Memorandum to be
correct. A revision of this cost might be required once MNS concludes its

investigation.

Backward-looking foreign currency cost

10.11

10.12

10.13

This cost item is marked “C” in Table 2 of the Memorandum. It relates to the
impact of changes in foreign currency exchange rates. The Rand depreciated
against the foreign currencies of interest, the US dollar and the Euro, between
April 2013 and March 2014. This cost was applied only to the prices of the foreign

content of the locomotives, as declared by the OEMs.

China North Rail (“CNR") declared USD and Euro foreign content values.
Bombardier Transport (“BT") declared a Euro Foreign Content value. General
Electric ("GE”) and China South Rall (“CNR") declared the same in USD only.
CNR’s foreign content made up 62.4% of the locomotive price; GE, 43.7%:; BT,
54.5%; and CSR, 50.4%. The OEMs also provided the foreign currency
exchange rates that applied to them in April 2013 and in March 2014. The
calculations in respect of this cost were therefore done using the figures provided

by the OEMs.

The cost was computed by converting the foreign content values, declared in
foreign currency terms, to Rand terms. The conversion was done as at
April 2013 and March 2014. The difference between the March 2014 Rand value
and the April 2013 rand value was taken as the backward-looking foreign

currency cost. This exercise was done for each OEM. Our evaluation of this cost
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was R3.17bn, within 5% of the value allowed for in the Memorandum. | accepted

the value provided in the Memorandum as a reasonable cost.

Baich adjustment cost

10.14  This cost item is marked “D” in table 2 of the Memorandum. There is a distinction
to be made between break-point pricing and this cost reflected in the

Memorandum.

10.15 The RFP, in section 3.1, defined break- point pricing as a premature termination
of a locomotives order by Transnet. It outlined the period during which break-
pricing would apply which was the deiivery period. | interpreted this to mean that
break-pricing could only apply once a contract was in place between Transnet
and the OEMs. The batch price adjustment cost in the Memorandum appears to
be a break-point pricing cost. The idea behind break-point pricing is that financial
resources would have been be committed by the OEMs to ensure that Transnet’s
order, from contract stage, is met. Parapraph68 of the Memorandum points to
fixed costs in setting up the production lines having to be recouped. However,
no contract had been signed between Transnet-and the OEMs at the time for

production lines to be set up and fixed costs to be incurred.

10.16 The pricing schedules provided by the bidders, as perthe RFP requirements,
were in respect of break-point pricing. Using the break-point pricing schedules
provided by the bidders, a figure of R2.7bn was obtained assuming OEMs were
contracted and orders were terminated at the point where CNR and GE had
supplied 232 and 233 Diesel locomotives respectively instead of 465 each and,
BT and CSR had supplied 240 and 359 Electric locomotives respectively instead
of 599 each. Slight variances can be expected between the figures in the
Memorandum and our assessment depending on the assumptions used to

interpolate between batch sizes. For example; because break-point pricing was
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requested for batches of 200 and 300 and not 232/233 Diesel locomotives one
would have to interpolate between the prices for 200 and 300 locomotives to

arrive at a price for 232/233 Diesei locomotives.

The RFP, in section 3.1 ~ prior to requesting break-point pricing schedules,
stated that Transnet required flexibility to exercise options including postponing,
suspending or changing quantities and that Transnet did not expect to pay a
price premium to exercise this option. Transnet exercised this option when it
accelerated the delivery schedule and does not appear to have paid a premium

for it.

I concluded that, because Transnet expected to pay a price premium in the event
of a premature termination of orders after contracting and not on splitting of
orders prior to contracting with the OEMSs, a cost for splitting the orders was not

warranted.

Forward escalation

10.19

This cost item is marked “E” in Table 2 of the Memorandum. The computation of
this cost relied on the accelerated delivery schedule as per Table 1 of the
Memorandum. The result of R3.5bn led us to conclude that this cost was

overestimated by approximately R3.2bn.

How did | arrive at an escalation cost of R3.5bn7?

10.20

| constructed an inftation index for each OEM to reflect each OEMs local and
foreign content. As mentioned earlier, not all OEMs met the locai content
requirements. In modelling the cashflows | allowed for a 90% upfront payment
on delivery and 10% after a retention period of 4 months, as per the Business
Case. Local and foreign inflation were modelled at 6% and 2% respectively over

the accelerated delivery period.
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10.21 The South African Reserve Bank, through its Monetary Policy Commiittee, in
achieving its primary purpose of ensuring price stability, adjusts interest rates to
achieve its inflation target of 3% to 6%. Our model assumes the upper bound of
this target going forward. Likewise, in the United States, the Federal Open
Market Committee set an inflation target of 2% - a target to which the US Federal
Open Market Committee had been struggling to raise inflation to since the 2008
Financial Crisis. Considering this, | considered future inflation assumptions as at

March 2014 of 6% locally and 2% internationally to be reasonably conservative.

10.22 The escalation cost was then taken as the difference between the escalated
price at various points over the accelerated delivery period and the escalated
price of a locomotive as at March 2014 for each OEM. The difference between
my assessment and the Memorandum is not surprising. Paragraph 56 of the
Memorandum reads as follows: “The high-level focal content (60%) makes local
indices more applicable to assess the cost of escalations going forward.” The
difference between local and foreign infliation assumptions is 4% per year. This
not only raises escalation costs by R1.95bn but also raises foreign currency

hedging costs by R287m.

10.23 Paragraph 58 of the Memorandum notes that a forward-looking inflation
assumption of 6% per year (18.54% over 3.5 years) is appropriate and that there
should be no question over the 16.8% escalation applied. The concern here is
that a rate of 7.35% per year (as opposed to 6% per year) is needed to arrive at

an escalation cost of R6.7bn.

Foreign currency hedging costs

10.24 This cost item is marked “F” in Table 2 of the Memorandum. This cost is
influenced by several variables including the foreign content declared by the

OEMs and the foreign escalation rate. The higher these two are, the higher the 5
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foreign currency hedging cost will be. It is also a function of the forward curve,
and the foreign currency exchange rates discussed in the modelling of the
Business Case. The higher these rates are, the higher the foreign currency

hedging costs will be.

How did | compute FX hedging costs?

10.25

10.26

10.27

| first needed to arrive at a distribution of cashflows in Dollar terms. Dollar
denominated cashflows based on the foreign contents declared by each OEM
were therefore projected at the relevant escalationfinflation rate. It was assumed
that locomotives will be delivered gradually over the delivery period of 4 years.
The product of the projected cashflows and the number of locomotives, across
all OEMs, for each month starting April 2015 and ending June 2018, resuited in
the desired cashflow distribution. A 4-month retention period was allowed for,
hence June 2018 as opposed to February 2018 is the last month in which

payments were expected to be made.

I'then applied the forward curve rates to these Dollar cashflows to arrive at the
Rand amounts that wouid be needed at each pointin the future to purchase the
Dollar denominated cashflows. The FX hedging costs were then computed as
the difference between the Rand amounts at each’ pointiin the future and the

equivalent amountwere the locomotives to be purchased in March 2014,

Based on the foreign'currency forward curve rates from the Business Case, |
obtained an amount of R2.4bn in respect of foreign currency hedging costs. This
is approximately R300m less than allowed for in the Memorandum. | accepted

the costs in the Memorandum on the basis that the:

10.27.1 US Dollar and Euro depreciated by 18% and 24% respectively between

April 2013 and March 2014;
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10.27.2 US based London Interbank Offered Rate (LIBOR) fell from 0.2761% in

April 2013 to 0.23445% in March 2014; and

10.27.3 Johannesburg Interbank Average Rate (JIBAR) rose from 5.11% in

April 2013 to 5.73% in March 2014,

10.28 These all point to an upward shift in and a steepening of the foreign currency
forward curve. This means that the cost of hedging the currency risk using a
March 2014 foreign currency curve, would have been higher than that computed
based on the April 2013 FX curve. | checked the cost using a March 2014 foreign
currency forward curve and arrived at a cost much higher than R2.7bn, around
R4bn. In the assessed value | accepted the cost of R2.7bn put forward in the

Memorandum. The basis for the OEMs agreeing to a cost of R2.7bn is therefore

in question.

Contingencies

10.29 Contingency costs, at R2.232bn made up 7.4% of the capital costs of the
locomaotives in the Business Case. In computing this cost, | adopted a
conservative approach by retaining the R2.232bn. This equates o a contingency
Cost percentage of 7.6% of the capital costs of the locomotives. | then added an
additional ‘contingency for the costs of capital spares, options and variations: to
keep in with the assumptions in the Memorandum. This increased the

contingency costs to R2.8bn.

10.30 The Memorandum used a 10% contingency rate, to ostensibly allow for an
additional contingency cost on escalation, foreign currency, TE scope and batch

price adjustment. | was of the view that a contingency reserve need not have

been held for:
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10.30.1 escalation and foreign currency risks because Transnet was already
charged to have the escalation and foreign currency risks transferred to

the OEMSs; and
10.30.2 batch pricing adjustment because as this cost was not justified.

10.31 The TE scope, although allowed for in our costs, is still to be investigated. Should
this cost be found to be reasonable, a contingency reserve might be required to

mitigate the risk of Transnet Engineering not delivering on its contractual

obligations.

11. CONCLUSION

The deterioration in economic conditions (inflation and foreign currency) warranted an
increase in the ETC of R38.6bn. An increase of R15.9 bn was however not justifiable.
Barring the additional costs that come with Transnet Engineering, | opine that an 11%
increase in ETC from R38.6bn to R42.8bn would have been reasonable. Allowing for

the Transnet Engineering costs of R2.6bn, an 18% increase in ETC to R45.4bn would

have been reasonable.
_
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BY EMAIL: David.Gadd@all5co.com

AOC-1Q64-052

Wller,
-l
S
g

.'i-g
Z.

%

Mncedisi Ndiovu & Sedumedi Attorneys Inc.

2% Floor 18 Fricker Road Hove 2196

Mr David Gadd PO Box 10100 Johannesburg 2060
All § Holding Company Tel; 011 268 5225/ 6804/ 5217
175 Surrey Avenue Fax: 011 268 6805
Ferndale Emait: Mncedisi@ndlovo-sedumedi.co.za
Randburg wwav.mnsattomeys.com
Company Registration No 2004/012769/2 1
OUR REF: Mr Ndlovu/MAT 3510 YOUR REF: DATE: 17-May-18
Dear Mr Godd

INVESTIGATION INTO THE ACQUISITION OF 1064 LOCOMOTIVES FOR TRANSNET'S
GENERAL FREIGHT BUSINESS

1. Wethank you for coming in to meet us and accepting our instruction in the above matter.

2. As requested, please find attached the letter from Transnet instructing us to attend o a
further investigation into alleged tender irregularities in the procurement of the 1064
locomotives.

3. We also wish to confirm that the scope of your appointment is the following:

3.1,

3.2.

3.3.

34.

ascertain whether there was an increase in the Estimated Total Costs, if so, advise
on the reasons advanced for the increase;

advise if the reasons advanced for the increase are reasonable and/or justifiabie;

ascertain if indeed R17.4 billion of taxpayers' money was lost as a result of inflated
prices when the 1064 locomotives were procured;

establish whether prices were inflated after hedging and determine whether
contingencies and escalations were added.

4. As advised at our meeting, we intend submitting a report at the end of May 2018.
Consequently, we request that you let us have a report by no later than 31 May 2018. In
your May Report, we request that you report on:

4.1,

4.2

whether there was a price increase and the reasons for the increase.

4.1.1. understend the Business case variables/assumptions used in the
calcuiation of the R38.6bhillion;

4.1.2. validate the variables/ assumptions for the R38.6billion.

4.1.3. identify and understand the reasons forwarded for increase in cast from
R38.6billion to R54.5billion.

whather in your expert opinion, experience and industry practices whether the
reasons for increase are reasonable and Jor justified.

4.2.1. Test the reasons for economic plausibility/soundness.

Cirectors: Mrcedisi Nelovy, Tshisme Sedumadi, Mandia Mnisi, Thobar Mryandu Nkosenhls Mzinyathi Senlor Assoelates Sitag Dzilie
A Siphephels Buthelezi, N ifuthi Mthembu, Mampha Moisomi, Teboge Tisana, Feziwe Phvngula
Thami KhoZa, Vuyn KManisi, Andrew Sibiva, Selh Mk , Ziyarda Nyanda
Candidale Attomeys: Thulaganyo Seickets, Mduzuzi Simelang, Phumelsle Mihemby Graca Singra, M luleka Sibgmbate Mapuia tachaba
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4.2.2. Recalculate the magnitude of the increase.
5. Kindly confirm if you will be able to deliver on deliverables for May 2018.

6. We await your response.

Yours faithfully

7 . .
MNCED @fOVU & SEDUMEDI ATTORNEYS

Legal Expertise In Your Corner
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A. PURPOSE

This business case provides the rationale to invest in the Profitable General Freight
Business (GFB) by procuring 1064 new locomotives (465 diesel, 599 electric). This
business case demonstrates a clear need to accelerate locomotive deployment to enable
delivery against Transnet's Market Demand Strategy (MDS) and achieve South Africa’s
broader socioeconomic objectives. The new locomotive purchase will:

* Create value for Transnet by enabling TFR to deliver 170 mt by 2018/19 and
thereby achieve its MDS targel. This will resuit in a positive NPV (R2.7 billion at
the TFR hurdle rate of 18.58 percent and R34.1 billion at the TFR WACC of 12,56
percent), top-line growth, enhanced return on assets (ROA), and an improved
enviranmental footprint.

* lower the cost of doing business in South Africa by enabling operational
efficiencies that will increase customer satisfaction and facilitate a shift from road
to rail.

* Create and preserve 28,000! direct and indirect South African jobs, and ReB billion
in economic impact through tocal supplier development,

A robust procurement strategy  that is aligned with Government socio-economic
policies and-appropriate governance processes have been designed and instituted to
ensure transparency, fairness, and value maximisation for Transnet and South Africa. A
funding plan and forex management sirategy are detailed in the business ¢ase,

The risks that are inherent in a procurement event of this nature have been identified and

~ mitigation strategies are in place. Accordingly, it is fecommended that the 1084
Locomotives Business Case be approved at a cost of R38.6 billion excluding borrowing
costs.

¥ Proportional o MOS-related job creation of 288,000

| Transnet Freight Rai} | Capital projects
1064 Locomotives Team | 18/04/2013 Page 4 of 101
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B. EXECUTIVE SUMMARY

Business need

Transnet Freight Rail (TFR) is moving from a strategy of “responding to confirmed demand” to creating
“capacity to unlock demand”. The MDS is informed by future planned investments that support the
move from road to rail by targeting rail-friendly traffic currently on the road as well as other volume
growth opportunities. As part of Transnet’s MDS, TFR has cornmitted to grow its volumes by 143 million
tonnes, from 208 million tonnes to 350 million tonnes; over &0 percent of this growth is expected to be
defivered by the General Freight Business {GFB), which will grow from the current 82.6 million tonnes to
170 million tonnes by 2019. TFR plans to invest R194 biliion in capital to deliver this growth in total
volumes; of this, R143 billion is planned to be invested in GFB, R19 billion.in export iron ore and R32
billion in export coal. Of the total capital invested in GFB, 53 percent will be expansionary and 47
percent sustaining capital,

This investment in growing GFB volumes make business sense, as it lowers the cost of doing business
and accelerates a modal shift from road to rail. The majority {85 percent} of the growth in GFa demand
is generated by: rail-friendly bulk commodities that need to be transported long distances such as
manganese, magnetite, and domestic iron ore; bulk commodities with certain demand, like coal needed
for Eskom’s power stations; and tontainer-based commedities far which existing demand moves on
road and will shift to rail. Maoreover, South Africa is well-positioned on global cost curves for GER
commodities that are exported, such as manganese, magnetite, and thermal coal, which mitigates the
volume downside due to inevitable global commedity volatifity.

Current and new fleet requirements

The average age of the TFR GFB fleet is currently 32 years and comprises 1889 locomotives, which are
broadly divided into workhorses and shunters, with the waorkhorses being the prime income Benerators.
There was a major procurement of over 1000 locally manufactured electric locomotives in the 1970s
and 1980s, which became the workhorses of the current fleet. No new locomotives were purchased for
GFB from 1992 through to 2008 when the GFB fleet was augmented by a series of purchases that
included 50 "like new” diesels, 100 diesels, and 43 diesels; currently, 85 new electrics are on order fram
China. These purchases were not sufficient to meet market demand and achieve a road to rait migration.

The econcmic design life of a locomotive is 30 years. In the absence of new locomotives, the workhorse
fleet was given' life-extending upgrades where possible that extended the working life to 45 years.
However, this has resuited in increased maintenance costs as well as difficuity.in obtaining spares. As
the most cost-effective and technology-compatible aptions for extending the life of a locomotive are
exhausted, further extensions are no longer economically cost-effective or technoiogically practical.

Proposed way forward on locomotive feet expansion-related economic impact

The recommended way forward is for TER to proceed with programmatic procurement of new
locomotives, TFR has explored two options: continuing with the status guo, which is £conomically
unviable and does not support the volume ramp-up envisaged by the MDS, puiting the entire MD$ at
fisk; new locomotive acquisition is the only viable and recommended option:

ﬁransnet Freight Rail | capital projects
| 1064 Locomatives Team | 18/04/2013 | Pagesofio1 |
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A status quo scenario. The current feet has already begun to run out, Based on TFR’s current
Locomotive Fleet Plan, the number of locomotives in the GFB fleet will decline from 1885 in
2014 to 1592 by 2019, with further run-out thereafter as the oldest and costliest assets in the
fleet are retired. Half the fleet will be retired within 10 vears and nearly the entire fleet within
20 years. If this run-out is not addressed, TFR would only have capacity to transport 85 million
tonnes in 2019 ~ 85 million tonnes short of its MDS commitment, representing a cumulative
revenue shortfall versus the MDS plan of R73 billion over this period. MDS will not be executed
and there will be a negative impact on cash interest cover {CIC) and gearing.

A new locomotive procurement scenario. TFR has to invest in new locomotives to replace its
current aged fleet and to support its planned volume ramp-up. To achieve this, TER needs to
procure of 1064 locomatives (465 diesel and 599 electric) over the next 7 years. Procuring 1064
new locomotives between 2013/2014 and 2018/2019 wauld have a positive NPV of R2.7 biliion
{discounted using TFR's hurdle rate of 18.56 percent; NPV would be R34.1 billion if discounted
using TFR’s WACC of 12.56 percent), Accordingly, the only viable solution to deliver on GFB’s
R53.8 hillion revenue MDS target in 2019 is to procure new locomotives.

Benefits of the 1064 locomotive acquisition programme

The 1064 locomotive acguisition will benefit Transnet, South Africa and South African business,

For Transnet, the locomotive acquisition programme will;

Enhance locomotive operational efficiency thereby increasing asset utilisation.

< TFR will leverage new technology specification locomotive efficiencies, The new
lacomotives increase the rate of the flest’s availability and reliability. in addition, further
operational efficiencies may be possible by leveraging increased tractive effort ta limit
the number of locos needed for a given flow or redesign of flows altogether {e.g., some
flows have both AC and DC lines, which cwrrently require stops and changeovers
between different locomotive types but will not with dual-electric locomotives),

- The programme offers TFR an Gpportunity to standardise its locomotive fleet by
procuring a limited number of locomotive types. This will result in a host of benefits
including simplified maintenance.

Create business opportunities for Transnet Engineering (TE) to substantially participate in the
localisation programme and thereby retain 2 portion of the locomotives’ spend within Transnet,
Significantly impact TE with respect to maintenance practices and consolidation of maintenance
depots where the new locomotives have extended service infervals and on-board diagnostic
health monitoring systems where full advantage is to be taken of the currently available
technology andinternationabbest practice. This is the result of a full deployment plan developed
by business unit, year, class of locomotive and depot.

Enhance Transnet’s return on assets and increase financial sustainability. This will be driven by
volume growth and declining unit costs of production and will be achievad despite the increase
in depreciation.

For South Africa, this farge-scale procurement programme will:

Create R68 billion in localisation benefits for the South African economy. Transnet stipulates
local content of 55 percent for diesel and 60 percent for electric locomotives. Given the
economies of scale on the purchase of 1064 locomotives with the stipulated localisation

Transnet Freight Rail Capitai projects

1064 Locomotives Team 18/04/2013 | Page6of 101
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requirements, desired lacalisation can be achieved for only a 2 percent average cost of
localisation — an additional investment of R400 million. This equates to a highly attractive
benefit cost ratio of 17010 1.

* Catalyse the sustainable development of a South African locomotive production industry based
on the procurement of 1064 locomotives over approximately 7 years and an estimated on-going
annual need of 80 locomotives driven by TFR’s 30-year replacement life policy.

¢ Develop manufacturing skills, which wilt ultimately support not only the locomative industry but
also South Africa’s manufacturing sectar more broadly.

¢ 28,000 indirect and direct South African jobs, created and preserved.

* Achieve greater road safety and fewer road fatalities by supporting the shift from road to rail

®  Energy savings will be achieved, with 8- 10% lower fuel consumption for diesels and 18% energy
savings for electrics. For the diesei locomotives alone, this will result in savings of over 31,000
tonnes of CO2 and RS million per year by 2018/2019.

For Sauth African business, the locomotive acquisition will;

® lIncrease customer satisfaction and enhance the ease of doing business as higher locomotive
reliability resuits in better adherence to schedules.

® Lower the cost of doing business by catalysing a shift from road to rail, which is a more cost-
effective mode of transportation for distances over 300 kilometres. Given the spatial dispersion
of South African centres of economic activity and the distances between the centres of
production and ports, this will benefit most businesses,

* Lower infrastructure repair costs driven by the road to rail shift as damage to roads from the
current trucking of commodities like coal is reduced. in addition, it will contribute towards a
reduction in road traffic fatalities.

Programmatic procurement stratagy and evaluation criteria

Transnet’s procurement strategy for the acquisition of 1064 new locomotives, approved by the Board,
tncludes the following key aspects:

*  Alignment with the Government of South Africa’s socioeconomic policy framework, including
COSP, NGP, NDP, 551, and IPAPZ,

* Increasing local content through developing skills, creating jobs, and transferring technalogy.
Transnet’s programmatic procurement strategy follows threshald requirements for focomotive
localisation, in line with those designated by the National Treasury {i.e., 55 percent for diesel, 60
percent for electrica! locomotives).

* Approaching the market through an apen tender process to attract the broadest possible
supplier base and maximise value for South Africa and Transnet. Tenders have been issued for
both locomotive types. The RFP'elosure date is April 28th; 2013,

* A six-step evaluation methodology will be applied based on the evaluation criteria: price 60
percent; suppiter development 20 pefcent; and 8road-Based Black Economic Empowerment (B-
BBEE) 20 percent.

Transnet Freight Rail Capital projects
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Managing sensitivities and risks

Procuring Transnet’s 1064 new focomeotives in the most capital-efficient way requires a detajled
understanding of inherent volatilities, risks, and mitigation plans. The locomotive requirement and the
Race at which Transnet needs to deploy its capital in the base case scenario is shaped by two factors:

*  Volume volatility. TFR's overall locomative procurement programme is based on current,

. validated MDS GFB volumes. However, given the volatility in the global and domestic economy,

the realisation of thesa volumes may be different than planned. (f volumes grow faster or, vice

versa, slower than the MOS plan, Transnet must adjust its locomotive procurement accordingly,

This flexibility needs to be built into its procurement and contracting strategy to enable it to
atcelerate or throttle back the pace of lotomotive purchases without penalties.

* Operational efficiency potential. TFR's current Fleet Plan estimates the number of locomotives
including the potential efficiencies that can be captured from technology improvements and
operational flexibifity of new locomatives. Further operationai efficiencies may be possible by
leveraging increased tractive effort to fimit the number of locometives needed for a given flow
or redesign of flows altogether. These operational efficiencies have not besn incorporated in the
business case- capturing them could reduce the number of locomatives needed and improve
the upside of this business case. The aforementioned flexibility Transnet builds into its
procurement strategy will also address this sensitivity.

The following are some of the key risks and sansitivities that are important to consider and mitigate:

* Volumes. Of all variables, volume risk has the greatest potential to impact NPV, For example,
with 3 slight underperformance {7 percent versus MDS targets), Transnet would experience
revenue shortfalls of R16.4 billion and a reduction in NPV of R1.7 biliion. However, under the
worst case scenario {growth of volumes in ine with GDP a5 opposed to MDS), NPV would be
reduced by aver R20 biflion. This reinforces tha aforementioned need for a flexible procurement
and contracting strategy, allowing locomotives to be brought online as thay are needed.

® Delivery schedule. TFR already has a shorifall of DC electrics, with the electric locomotive
shortfall projected to grow to approximately 122 electrics and 32 diesels by 2015. Given the
previously expected timelines to procure new locomotives lacally, TFR may not be able to close
this shortfall untit the end of.the MDS period. Under the base case {procurement in line with
scheduies stipulated in the RFP), R13.3 billion in MDS revenues would be at tisk; this would
more than'double under a moderately delayed scenario with further downside under the worst-
case scenario. As a result, procurement and production timelines are being tightly managed to
ensure the swiftest possible locometive delivery, and immediate mitigation strategies are being
explored. These include front-loading orders with international suppliers and exploring {easing
opticns.

¢ Tarifts. The MDS GFB tariffs are expected to increase faster than CP! through 2020 (7 percent
versus & percent}. Given that the pricing on almost ail GFB commodities is below the cost of ful
economic recovery aven after taking into account all efficiancies, the pricing corridor in TFR's
plan is achievable. However, should globat and local economic conditions create chaflenges and
tariffs above CP| cannot be implemented, the implication would be a reduction in the NPV of the
business case by upwards of R4 billion.

* Foreign exchange exposure, Assuming target levels of localisation, a change in the Rand to US
doilar exchange rate of 10 percent would represent a ~R1.2 billion impact on capital
expenditure. Given 15 percent devaluation of the rand against the US dollar over the past year

Transnet Freight Rail Capital projects
1064 Locomotives Team 18/04/2013 | Pegesofin:




AOC-1064-063

atone, such volatility is not unreafistic. See the Treasury Section below for the mitigation
strategy.

* Locomotive purchase price. Closely iinked to foreign exchange fluctuations are additional
locomotive price risks that need to be actively managed during contracting and negotiations
le.g., thange order risks related to detailed specifications). A purchase price increase of 10
percent would have a -R1.5 billion impact on NPV.

Transnet Treasury requirements relating to the locomotive acquisition

Funding plan. The acquisition of 1064 locomotives will cost R38.6 billion and has been included in the
overall MDS funding amount of R86.5 billion over the next 6 years, Consequently, the funding options
will include those in the borrowing plan as centained in the approved Transnet Corporate Plan
2013/2014. A mixture of cash generated by operations and external borrowing will be used to fund the
acquisition. Two-thirds are assumed to be financed using cash generated by operations, and about R13
billion will need tg raised externally. The external funding will be raised utilising both the Global Medium
Term Note programme for dollar funding and established domestic sources for Rand funding — e.g., the
Domestic Medium Term Note programme. In addition, options fike development finance institutions
{DFis} and export eredit agencies (ECAs) will be considered to lower the cost of funding,

Forgign exchange exposure management. Transpet's Group policy on Financial Risk Management
requires that all contracts must be either Rand-based or effectively hedged to minimise the risk of
financial loss due to exchange rate fluctuations. $hould a Rand-based contract not he Possible, hedge
accounting will be applied to manage any foreign exchange volatility. The project wilt ba hedged
according to the Group Financial Risk Management Framework.

Robust povernance
Given the magnitude of this transaction, Transnet has developed a clear governance framework,
including:

* The highest standards of confidentiality, reinforced through a High-Value Tender process with
oversight from Transnet Internal Audit,

* A 1064 Lacomotive Steering Committee meeting, chaired by the Group Chief Exacyutive Officer,
has been instituted. This steering Committee is constituted as a sub-committee of Group ExCo.

* A PMO has been established at TER with specific responsibilities for: tracking progress towards
milestones; establishing and OWRNE a virtual data room based on best practice: scheduling
Steering Committee meetings at the request of the Chair and follawing up an action items; and
ensuring that confidentiality protocols are in place.

Ensuring oparational readiness
TFR has operational readiness pians in place to ensure efficient deployment of its new locomotives:

* Critical path interdependencies — integrating locomotives, demand, wagons, infrastructure
and operations. Wagons are tightly linked to the commodities they transport, while
tocomotives relate to the mass but not the commodity itself; thus, locomotives are aliocated
according to the tons transported over the particular operating section,

The proposed diesel locomotives can operate over most of the network with the hotahle
exception of long tunnels. Current single voltage electric locomotives (AC or DC) are confined

Transnet Freight Rail Capita! projects
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according to the current electrification network. This imposes operational inefficiencies due to
the traction changes. The new electric locomotives will be dual voltage, eliminating the need to
change tractive power and enabling trains to bypass yards.

In addition to the flexibility afforded by the locomotive standardisation above, the 1064
locomative dependencies with megaprojects, such as Manganese and Waterberg, have been
considered and addressed. Muman Resources planning is equally critical to execute a
programme of this magnitude. For example, to support the overall TFR fleet ramp-up, TFR will
need to train 3065 train drivers and assistants. To address current driver shortfalls and
increasing requirements over time, TFR will need to begin training drivers immediately,

*  Maintenance regime. TE will be significantly impacted with respect to maintenance practices
and the consolidation of maintenance depots, New locomaotives have extended service intervals
and on-board diagnostic health monitoring systems, requiring a different maintenance regime
than TE currently delivers (e.g., farger “super depots” for large-scale maintenance, with smaller
stations for refueiling and other basic sarvices),

Conclusion

Transnet’s purchase of 1064 locomotives is a critical procurement event that will facilitate Transnet’s
delivery against its MDS targets, transform the business, increase operational efficiencies and support
local supplier development. Transnet’s procurement strategy will be flexible enough to adapt to actusz)
locomotive demand that is realised over time,

Recommendation
Transnet recommends to the Board of Directars for approval:

*  The acquisition of 1064 locomotivesfor the General Freight Business

* Estimated total costs of the acquisition of R38.6 billion as per the Corporate Plan
{excluding the potential effects from forex hedging, forex escalation, other price
escalations and borrowing costs).

Signed by:
Brian Molefe Siyabonga Gama Anoj Singh
Group Chief Executive TFR Chief Executive Group Chief Financial Officer

lohannesburg, 25™ Aprit, 2013
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C. BUSINESS CASE

1. Context

Transnet’s MDS is driven by Transnat’s shift in strategic focus from “responding to confirmed demand”
to creating “capacity to unlock demand”. In addition, it is a response to the National Development Plan
and National Growth Plan imperatives seeking to contribute to South African economic growth apd
create jobs on an unprecedented scale.

Shift in Transnet's strategic focus and resulting infrastructure needs

The TFR MDS was borne of a number of strategic drivers. These include:

* The intent to make a significant contribution to national objectives embedded in the New
Growth Path and the National Development Plan — to create capacity, to enable an export-led
strategy, to develop infrastructure and to create jobs and develop skills.

* To address the legacy structura! imbalances in the freight transport system. Significant
tonnages of freight are conveyed by road rather than rail which ctontribute to high logistics costs
(and compromises country competitivenessj and to the cost of externalitias. Greater tonnages
of traffic being transported by rail would make a significant contribution to reducing the number
of heavy trucks on roads; overali transport and logistics costs; cost of externalities i.e., road
damage, road accidents, road congestion, noise poilution, carbon emissions, the impact of rising
fuel prices,

* To pursue opportunities for growth in transportable GDP by targeting rail-friendly opportunities,

The MDS is informed by future pianned investments that generate rail-friendly traffic and target rail-
friendly traffic currently on the road. As part of this strategy, TFR has committed to grow its volumes by
142 million tonnes to 350 million tonnes by 2018/19. Over 60 percent of this growth is expected to be
delivered by the General Freight Business (GFB), which will grow from the current 82.6 million tonnes to
170 million tonnes by 2019 and is the focus of this business case. To enable this strategy, Transnet plans
to invest R308 billion over the next 7 years. The total investment directed to TFR will be R194 billion to
deliver on its significant volume growth targets; of this R142 billion js planned to be invested in GFB, R19
biflion in exportiron ore, and R32 billion in export coal. Of the total capital invested in GFB, 53 percent
will be in expansionary projects.

GFB’s current situation is an important point of departure to fully understand the business case. While
TFR has steadily ramped up investments since 2004/05, these have been largely directed at the export
iron ore and export coal businesses; By contrast, little has been spent on expanding GFB capacity and
infrastructure since 1992, Even in more recent years, as per the Exhibit below, the focus of GFB capex
has been maintenance rather than expansion,

Even in more recent years, as seen in the exhibit below, the focus of GFB capex has been maintenance
rather than expansion.

Transnet Freight Rail Capital projects
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EXHIBIT 1
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This has left GF8 highly undercapitalised, with its aging infrastructure unable to meet current rnarket
demand let alone generate and service new ireight demand in sectors where South Africa has a
comparative advantage. This not only limits the growth of Transnet but more importantly hampers the
growth of South Africa’s economy and leaves the cost of doing business in South Africa uncompetitive,
particuiarly as the road share of total freight transport has increased over time at the expense of rail. it
is therefore imperative to rectify this and to enable TFR to service current rail-friendly derand,
stimulate further demand, and catalyse a shift from road to rail.

The MDS will address these issues, laying out a plan to improve financial stability, productivity, and
operational efficiency and to shift demand from road to rail. Through this strategy, Transnet will: reduce
its cost of doing business while becoming more carbon efficient; enable economic growth, jobcreation,
and skills development;and create opportunities for localisation, empowerment, and transformation.

investing in GFB is a sound business decisioh. The growth in GFB volumes is driven by commodities ang
flows that are rail-frlendly and attractive for TFR. The majority (85 paercent) of the growth in GFB
demand is generated by rail-friendly bulk commodities that need to be transported long distances —
manganese, magnetite, domestic_iron ore, containers; with certain demand — e.g., coal neaded for
Eskom’s power stations; and commaodities for which existing demand moves on road and will shift 1o
rail. Moreover, South Africa is well-positioned on global cost curves for GFB commodities such as
manganese, magnetite, and thermal coal, which mitigates the volume downside due to inevitakle global
commadity volatility.

Although global growth has been constrained by the slowdown in global and focal economic activity, the
strategic intent of the MDS remains, and volumes are projected to grow from 82.6 million tonnes in
2012/13 to 170 million tonnes in 2018/19.
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National Development Pfan {NDP) and National Growth Plan {NG?P) imperatives
Transnet is an important enabler of Sauth Africa’s NDP and NGP.,
Alignment with priority infrastructure initiatives for South Africa

The NDP aims to address poverty and inequality by creating a favourable environment for public and
private investment to create jobs and increase disposable incomes, Its imperatives include economic
growth, job creation and skills transfer, infrastructure investment in rail, power, and ‘other industry, a
reduction of GHG emissions, and positioning South Africa positively. To achieve full employment, the
economy will have to create 11 millian jobs by 2030, requiring economic growth of 5.4 percent. The
South African government has made Infrastructure a major griority, recently announcing the
establishment of z Presidential Infrastructure Coordinating Commission and plarning investments of
maore than R800 billion over the next 3 years. Transnet’s major infrastructure projects are important
pillars of Strategic Integrated Projects (SIPS) and playing their role in delivering on economic growth and
job creation objectives,

GHG emission commitments

As a state-owned enterprise and one of the top 10 carbon emitters in South Africa, Transnet has placed
reducing carbon emissions high on its agenda. South Africa — having set aggressive targets for carbon
mitigation {a 34 percent reduction by 2020 committed at COP 152 in Copenhagen) and hosting COP 173
in Durban in 2011 ~will count on state-owned entities to be role models in this regard.

With the National Treasury making significant strides towards implementing a carbon tax, and the
Department of Environmental Affairs developing national marginal abatement cost curves (MACCs) and
carben budgets, carbon reduction will become 3 strategic imperative for major emitters like Transnet.

2. Business need

To deliver on MDS, GfB will need to grow its volumes transported from 82.6 millien tonnes to 170
million tonnes between 2012/13 and 2018/19.

2.1 The shift from road to rail

One of the drivers of this shift is TFR's stated objective to capture market share from road. The rationale
far this is that:

® Rail is cheaper than road for long-haul transportation of farge parcel sizes, thus reducing the cost of
doing business and making South African goads more competitive. The exhibit below shows the cost
saving of rail over road per given route and commaodity,

* Rail produces lower emissions per gross tonne kilometre than road, thus assisting South Africa’s
GHG emissions reduction effort.

2 The 15th Conference of the Parfies {COP 15) to the United Nalions Framework Gonvention an Climate Change
(UNFCCC) — Copenhagen.

3 The 17th Conlerence of the Paties (COF 17) 10 the United Nations Framework Convention on Climate Change
(UNFCCG) — Durban, South Africa.
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* Haulage by road damages road infrastructure, requiring a significant investment to repair the roads,

Furthermore, for developing economies like South Africa, economic growth resuits in a relatively higher
increase in trade volumes - and therefore freight demand — than GDP growth rates would otherwise
imply {i.e., a higher container volume multiplier, which measures the marginal effect of economic
growth on freight veolumes).

Therefore, given the clear impetus for voiume growth and a shift from road to rail, delivering an the
MDS depends on TFR's ability to capture volumes. TER plans to capture rail-friendly volumes from road
by developing a comprehensive value proposition based on customer needs, Rail-friendly goods are
typically mineral and mining commadities and some manufactured goads, as well as raw material inputs
to manufactured goods {such as steel and cement) that are conveyed from siding to siding in large
parcel sizes, over relatively long distances.

EXHIBIT 2

Road to rail shift has a cost advantage in most commodities in key
corridors at long distances
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2.2 GF8B demand increase by commodity

From the TFR Corporate Plan, freight rail volume projections per commodity from 2013-2019 are
summarised in the following exhibit. The prajections represent a market demand view of volumes in
support of South Africa’s New Growth Path (moderated in line with port capacity and Eskom electricity
supply}, and they reflect a significant growth in volume for the overall general freight commodities.

Transnet Freight Rail Capital projects
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EXHIBIT 3
MDS volumes by commaodity
2013714
Business Unit ..—Budget  2018/15 2015/16 2016/17 2017/18 2018/19
Agriculture & Bulk Liquid 12.66 14.39 15.63 18.02 18.66 19.26
Coal 16.86 19.92 24.53 35.34 44.61 48
Manganese 87 8.72 11.57 13.05 15.56 17.03
Containers and Automative 12.63 14.27 18.32 13,54 15.25 18,71
Mineral Mining & Chrome 18,53 20.32 24.45 28.89 30.11 30.57
Steel & Cement 2184 26.66 32.37 35.23 36.47 38.99
General Freight (mt) 91.21 104.27 127.27 151,46 160,66 170.45
Coal {Expart Coal) 77 81 81 84 g5 oas
Export kran Gre 615 62.3 62.3 70.3 74.3 825
TFR Total {mt) 229,71 247,57 270.57 305.76 323,96 350,45

To capture these increases in freight demand, GFB has developed a commodity-level commercial
strategy. The next two exhibits show the sources of growth from the major commodity flows and the
various strategies developed to address them. See Supporting Documentation section E1 fof the full 7-
year commodgity growth. Growth in coal volumes will be driven by Eskom’s shift from road to rail an the
Eskom-Tutuka and Eskom-Majuba flows and the development of new power stations. Steel and cement
will be driven by a competitive pricing strategy aiming to capture domestic coal, and iron ore volume
growth from the government infrastructure development plan. The focus on imiocking capacity for
Jjunior miners will capture volume growth from manganese export. Mineral volume growth will be
secured through penetrative pricing strategies in the.growing market.
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Rationale for 79mt increased commodity demand for GFB from 91mt in

2013/14 to 170mt in 2018/19 (1/2)
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2.3 investment history and locomotive fleet run-out in GFB
Overview

This section demonstrates that the current fleet is incapable of meeting demand. Half the fleet will need
to be retired within 10 years and nearly the entire fleet within 20 years.

Investment history

TFR is generally considered to be under capitalised with an aging infrastructure unable to de
cansequently hampering South Africa’s economic growth. TFR has three distinct areas of gperations,
namely General Freight, Coal Export and Iron Ore Export. The Coal and iron Ore Export operations are
ring-fenced operations with assets dedicated to 3 single commodity. Since 2004/05, they h
upgraded and expanded to take advantage of the commodity boom. By contrast, {ittle has b
on General Freight since 1992, as can be seen in the next exhibit.
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Remedial actlons to mitigate locomotive run-out

The expected usefu! iife of a locomative is 30 years with a full mid-life intervention at approximately 16
to 18 years, which is part of the normal life cycle of the locomotive. The average age of the TFR General
Freight Locomotives is 32 years and current programs have extended the Jife if the workhorse
locomatives to a maximum of 45 years. All the locomotives that were suitable for life extending

interventions have already been targeted and the remaining locomotives are technologically
incompatible.

Locomotive mid-life interventions are part of the normal life-cycle process to achieve the design life of a
iocomotive. The mechanical components have a life of 30 years but the electrical and electronic

Transnet Freight Rail Capital projects )
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components and systems have a sharter life based on naturat degradation and the rapid evolution of
control technology. Electrical spares generally have a ten year guaranteed availability after which they
become ohsolete and often unavaifable. Component replacerment within the design life of a lacomotive
is not life extending but part of the planned total cost of ownership.

However, aithough Transnet policy assumes a locomotive lifecycle of 30 vears, two primary strategies
were adopted to mitigate locomotive run-outs and extend the usefyl locomotive life to 45 vears,

The first implementation was to upgrade the workhorse 6EF series of locomotives to the 18E series
through a partial redesign, a rebuild and upgrade of components, and the replacement of the electro-
mechanical control system with an electronic control systent, These upgrades improved locomotive
output from 170kN to 200kN and extended locomotive life by 15 years. The first of the upgraded
locomotives will run out in 2017/18.

The second implementation was an upgrade program to the class 34D and 37D locomotives supplied by
General Electric (GE) and General Motors {GM). These upgrade programs comprise a mix of extensive
routine maintenance, rewiring and partial body repair, The differentiating upgrade feature is replacing
the outdated and obsolete control systems with state of the art electronic control systems which
improve control and prevent driver abuse. By analogy, it can be compared to traction control on a
modern motor car that prevents wheel spin.

The impact of undercapitalisation on locomotive performance

The extension to 45 years was a consequence of not being able to afford new focomotives at the time
and was not a formal restatement of policy. By extending a locomotive's life to 45 years, TFR has
suffered higher faults per million kilometres, lower gross tonne kilometres, and substantially higher
maintenance costs. This has decreased customer satisfaction, leading to a shift from rail to road,
increased the Totai Cost of Ownership (TCO)} of locomotives and reduced TFR's ROA.

Life extension programmes normally range from 10 to 15 years. Beyond the 15-year pericd the
technology becomes outdated. Although refurbishment options may seem cost-effective on the surface,
as the life of a locomotive is extended, failures increase. As locomotives age, maintenance becomes
increasingly difficuit. Spares become difficult to obtain because of shrinking markets and outdated
technologies. Thereare also fewer skills to maintain dated technoiogies, as newer entrants are unwifling
to skilt themselves on previous technalogies. These operational inefficiencies and failure rates have
compromised TFR's ability to increase its volumes and have contributed to a raikto-road shift,

Purchasing new locomatives would aliow TER {0 depreciate its costs over a 30-year usefu! life. More
importantly, due to the increased reliability that new locomotives pravide, Transnet would be able to
significantly increase the volumes it transports. This would Grive substantially higher ROA for the
business.

Through past refurbishment strategies, TFR has exhausted almost all meaningful rebuild opportunities.
Thus, even if it were decided to extend the life of current assets once again {and suffer continued
operational inefficiencies and lower ROA), TFR would nat be able to do so. The next exhibit shows life
extension options are fimited to 6 percent of the fleet, as the aged locomotives have gone through
extensive refurbishment over time to a point where they can no longer be refurbished. Even the
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"young” locomotives in the fleet are refurbished versions of older models. for example, although the
18E is listed at an average age of 8.5 years, it is, in reality, an upgraded version of the 6E, a locomotive

that was purchased in the 1970s.

EXHIBIT 7

The current GFB fleet is aged - life extending options have
been exhausted - only 6% targeted for a complete rebuild

o bl susdlie For Rt rafurdisimang

Potritia for afuild upgrading duing [ 5 padad E ot ot roguies refirbichinent dudng #i05 Feriad

* Givan & typicat useful Bz of

- 30-35 yams, 53% of Hie
{ furnber of locomotives Aveidge 20 of lecoinativos cuTant GFE fleet will have
it . ' 2gad bevond this paint by
L3t i st B.5 the complation of MUS
30 218 3.4
N o % ‘the bk of these
7E- = bcomativés hava alsady
36 147 342 bazn refustishad. are at tha
] ] enct of Hreir fife cyclas and
35 I 46 o 373 must bé refired, given old
we [T Ve 4.6 technelogles that are
unsuitable to vpgrada and
6E* Z =2 high ongaing maintenanca
L 72 g costs
3 53 )
Only the 10E, representing
43 &% of Hiwe total GFD feet, i3
3B i 200 possibie for compieta rebukd
L litading technology changes
&€ ; 9.0 within MOS period given age
other | 14 317 and [ife cycle stage of
! locomotivas
1 F3Es she . - 0] 3245 [t +378¢ 302 o6 upmadad combd o SE SR R P hasad In e 19N

2 Indidei FE FE TED el FEX
2 I9E i+ brhedad in et pdan 2adwaat
4 Tnsiteiay 2E, £E3

Conclusion: TFR will experience a R73_billion revenue shortfall 'if the procurement option is not
exercised. The next exhibit shows that, unless new locomotives are purchased, the fleet will lose
85miilion tonnes per annum in capacity by 2018/19,
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EXHIBIT 8

Given the current trajectory of TFR’s fleet runout plan, cumulative
revenues of R73bn will be at risk by the end of MDS in 2018, with
further revenue at risk thereafter
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3. Proposed solution

3.1 Overview

To meet the fleet requirements necessary'to support the MBS volumes, TFR needs to precure 1064 new
locomotives. However, flexibility must be built into procurement to account for two facters — demand
fluctuations and operational efficiencies captured — that will ultimately affect the timing of Jocomotive
requirements,

3.2 Locomotives required to service market demand

TFR’s Locomotive Fleet Plan was presented to the Transnet Board in April 2011 and'was approved. This
plan provided details on the fleet's composition; hew it would run-out subject to the availability of
funding; the locomotive upgrades; and the new focomotives required to achieve volumes of 110 million
tonnes per annum. Since then, the plan has been updated to reflect the fieet GFS requires to meet the
revised MDS volumes, which ramp up from 82.6 millisa tonnes in 2012/2013, to 127 millien tonnes in
2015/186, to 170 million tonnes in 2018/19.

The plan’s key ohjectives are to:

® Maintain and expand current capacity to meet the increasing demand:
- New lacomeotives required to sustain the current fleet.
- New locomotives required to deliver the increase in volumes.

Transnet Freight Rail Capital projects
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® Standardise the fleet to resolve both operational and maintenance difficulties ~ such as training

drivers, planning route designs, and maintaining locomotives - that arise with a diverse fleet of
multiple locomotive types.

¢ Capture improved operational efficiencies provided by new generation iocomotives,

The following exhibit summarises the current and proposed locomotive fleet for general freight up to
2018/19.

The Fleet Plan is Transnet's current estimate of the number of locomotives it will require to meet its
MDS commitments.

EXHIBIT 9

Locomotives raeguired according to fieet plan
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New locomotive procurement is a catalyst to unlock this demand through standardisation which
increases flaxibility to deliver increased operational efficiencies. This will increase customer satisfaction
and enable the shift from road to rail. For example, the exhibit below shows how tocemotive efficiency
and wagon turnaround times would improve with a renewed fleet. Refer note below.

However, the ukimate number of locomatives needed could change over time depending on the
operational efficiencies captured and volumes realised.

Transnet Freight Rail Capital projects
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EXHIBIT 10

Improved operational performance and increased customer
satisfaction from the upgraded fleet
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The increase in locomotive efficiency is based on three factors: firstly, an inherent improvement in
utitisation of the current fieet; secondly, in greater tractive effort per locomotive of the proposed
procurements; and thirdly, operational flexibility.

Volumes

Increasing volumes during the MDS period are a primary driver of locomotive requirements. Howevar,
Transnet’s ability to meet the targets set out in the MOS will depend on external market conditions,
including the growth of the South African economy and changes in the demand for commodities
shipped. Should conditions change (e-g.,, modifications to Eskom’s new buiid timelines would have a
significant impact on domestic coal requirements, and a slowdown in GDP growth would result in fawer
containars shipped), locomotive demand witl change. As a result, locomative procurement timelines
must be flexible enough to adapt to potential changes in volumes based on macreeconomic and
demand conditions.

Operational efficiencies

The Fleet Plan will be affected by the operational'efficiencies captured from new lacomotive technology,
The plan takes the position that new locomotives’ improved performance will enable operational
efficiencies to be captured {e.g., increased availability, reliability and operational flexibility and fower
maintenance). Rightly — and conservatively - the fleet Plan does not estimate unproven potential
additional operational efficiencies that could be achieved from optimisation of flows based on the new
technologies (e.g., running dual-electric locomotives across routes that previously required mulitiple
changeovers from AC to DC technologies).

Transnet Freight Rail Capital projects
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The following exhibit shows how different assumgptions of volume and operational efficiency could
ultimately lead to different locomotive requirements. Thus, to account for factors that could affect how
quickly locomotives are needed, Transnet must pursue a fiexible procurement schedule, building in
trigger points that witl be staged throughout the MDS period.

EXHIBIT 11

The need for 1064 locomotives is determined by the realisation of
volumes and operational efficiencies ~ which informs the procurement

strategy
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3.3 Role of Transnet Engineering {TE)

TE maintains the TFR fleet and in the pastit has partnered with OEMs ta provide local content. TE will be
significantly impacted by the procurement of the 1064 [ocomotives. - shifting from a maintenance-
oriented organisation with relatively smaller builds to a manufacturing-orieated organisation. See the
impact on maintenance in the section Impact of the new Beployment Plan, below,

The procurement of the 1064 is a TFR strategy to support MDS, The positioning of TEas 3 manufacturing
entity with one or more DEMs will be influenced by the procurement as articulated in the RFP, The
extent of TE's involvement with regards to its strategy will be determined by T€ during its negotiation
the relevant OEMs appointed as an outcome of the bidder evaluation and negotiations.

] Transnet Freight Rail Capital projects
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EXHIBIT 12

Greater specialisation and focus by splitting Build and Maintain functions
within Transnet Engineering
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and snanagement separation) necessary,

= Further forus on R&D development, Hnking this 1o IP trangter
* Ephanced supplier development and accred-tation requlred bo improve focaisotion Initistive.

Impact of the new deployment plan

Locamotive deployment is never static and changes dynamically in accordance with commodity and
market requirements. 1t is aiso influenced by standardisation of maintenance facilities and crew trained
in operating a particutar type of Jocomotive. The proposed new locomotives are however specified to
enhance standardisation and be deploved over the entire core network with the exception of diesels
going through leng tunnels.

The new deployment plan will also significantly alter the way T& operates. it will have an impact on:

* Llocomotive maintenance strategy and practices. The new locomotives will have added features
that will reduce maintenance and increasa relizbility, requiring a contemporary maintenance
regime to exploit these features. For example, the Class 34 diesels generally have a 28-day
intervention where the locomotive travels to a depot, with major interventions taking place at
specific depots. The new Class 43 diesals; hewever, have a service interval of 96 days that can
possibly be extended to 180 days. Where an intervention may be required between service
intervals, this would entail the technician coming to the locomotive rather than the locomotive
going to the depot. As TFR improves its efficiencies, it will result in lower downtime and
increased availabifity of locomotives.

¢ Maintenance technologies. New maintenance technotogies are anticipated, include:

- LCMS. A Locemotive Control Monitoring System continuously reports the locomotive
status to a central Locomotive Control, heiping achieve optimum locomotive utilisation,

- Acoustic Bearing Monitor, This wayside equipment acoustically monitors the rolling
stock bearings as they pass the wayside station, analysing the bearing “noise signature”
for signs of fallure, The signature provides sufficient warning that the locomative can be

Transnet Freight Rail Capital projects
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diverted to a depot for bearing replacement in a timely fashion, This extracts the
maximum possible life out of the bearing as opposed to the canservative time-centred
replacement that is the current practice.

* Skills and staffing. The skills needed will change from a mechanical maintenance paradigm
{electrical and diesel fitter) to one of an electronic diagnostician. Shouid this change not be
contextualised and internalised and old maintenance practices continue, reliability and
availability will be compromised and locomotive life will be lessened. Although maintenance
staffing requirements will be reduced, potential exists to reallocate these resources to build-
based activities.

* Depot evaluation. Current, older locomotives must be serviced for several weeks at a time.
Even for some of the heaviest maintenance, a new locomotive is expected to be in a warkshop
for no more than 72 to 96 hours. This will bring about a shift in the way TE conducts
maintenance operations. Taday, Transnet has over 139 iocations throughout the country. In the
future, TE will require a smaller number of very large super-depots that can handle a range of
activities, including all types of major component exchange for both diesel and electric
locomatives. Additional smaller facilities wift still be required for servicing, fuelling, preparation,
and vehicle recovery in case of breakdown.

See the Supperting Documentation section ES5 (Deployment Plan) for more detail on TE's new
maintenance phifesophy and proposed changes.

3.4 Other benefits to South Africa

Lower costs of transportation

As destribed in the Business Needs Section, a more efficient and reliable fleet will support the transition
from road to rail, which is typically more cost-effective for transporting goods more than 200 kilometres,
This shift will lower infrastructure repair costs (given the damage to roads from the current trucking of
commadities like coal} and contribute towards a reduction in road traffic fatalitias.

Lower costs of emissions per tonne

Modern focomotive technologies will.also result in energy savings = (8- 10% lower consumption for
diesels and 18% energy savings for electrics). Therefore, this will rasult in savings of over 33,000% tonnes
of CO, and RS> million per year by 2018/19 for diesel locomotives and potential additional savings in
electrics. Today's diesel fleet is more than 30 years oid and therefore not emission-efficient, The electric
locomotives, which haul approximately 86 percent of the total §ross tonne kilometres moved per
annum, are not considered heavy polluters. However, given the coal poliution from Eskom electricity
generation, total emissions attributable to the tocomotives are_higher. The new electricity-increased
energy efficiency would lessen their environmentat impact, as well as the demand on the power grid.

Although meeting Transnet’s MDS targets would naturally entail increased locomotive use - and thus
increased emissions ~ the new locomotives’ greater energy efficiency will help offset this, The new
diesels and electrics would, at a minimum, meet United States Environmenta Protection Agency Tier 3
and Tier 4 standards when they come into effect. For diesels, the new locomotives are expected to be

4 Savings cver the current locomotive emissions per MGTK

S Given the expected tarif structure from 2015 .
Transnet Freight Rail Capital projects ) '
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10 percent more efficient in energy coaversion than current diesels. In electrics,
new 15E series are at lzast 18 percent more efficient in energy conversion. A
expected in the new general freight electric workhorse with AC traction motors t

series with DC traction motors,

4. Detailed analysis of recommended option

4.1 Financial analysis overview

4.1.1 Overview

AOC-1064-080

the Ore Line 9E and the
similar improvement is
hat wilt replace the 18€

The capital expenditure for the 1064 locomative procurement transaction is expected to be R38.6
billion, assuming current exchange rate assumptions hoid. Using TFR's hurdie rate of 18.56 percent, the
NPV of the transaction is R2.7 billion; applying TFR's WACC of 12.56%, would increase the NPV to R34.1

billion. The foliowing sections describe the approach used to calculate the

expenditure,

4.1.2 Base case NPV

Key assumptionsinta this base case NPV calculation are in the exhibit below.

EXHIBIT 13

NPV and expected capital

The NPV of the 1064 locomotives transaction is R2.7bn (hurdle rate)

or R34.1bn (WACC)
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4.1.3 Fleet plan versus RFP delivery timelines

The number of locomotives required to deliver MDS is based on TFR's Fleet Plan
strategy. It is based on the assumption that TFR will capture operational efficiencies from new

and planned ren-out
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locomotives {e.g., increased availability, reliability and operationat flexibility, lower maintenance costs).
This fleet requirement is also driven by volumes, which are assumed to be TFR's MDS targets for GFB,

The 465 diesal and 599 electric REP delivery timefines, which are currently in the market, were used to
understand the timing of the focomotives. The exhibit below details the locomotive delivery timelines
that were modelled as per the RFPs and used as the base case assumption,

EXHIBIT 14

Annual Jocomotives to be dealiverad according to the ! Digsels
Diesel and Electric RFPs B lectrics
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4.2 Approach to revenue calculations

Revenues were calculated based on the incremental volumes attributed to the 1064 procured
locomotives andthe average forecasted GFB tariffs from the MDS 2012/13. Volumes ta be attributed to
the 1064 locometives were calculated using a bottom-up approach, which used historical GFB
preductivity {million gross tonne kilometres, MGTK) for each of the locomotive typesand the number of
locomotives within each type aggregated 1o a fleet fevel productivity capatity. The incremental volumes
for the 1064 procured locomotives were calculated on the difference between the capacity required to
achieve the MDS and the existing fleet capacity, subject to the maximum capacity of the procured
locomotives.

Bottom-up volume calculations based on locomotive productivity

The total MGTK was transformed into net tonnes volumes using a historical GTK/NTK ratio and
farecasted average distance using the MDS forecasts. Locomotive productivity assumptions for
focomotives without an applicable historical productivity were based on similar locomotive types within
the fleet. The productivity estimates for the new pracured locomotives were based on the historical

Transnet Freight Rail Capital projects
1064 Locomotives Team 18/04/2013 | Page 27 of 101




AOC-1064-082

average productivity levels achieved by the TFR fleet. The existing fleet breakdown and productivity for
2013/14 is detailed in the exhibit below.

EXHIBIT 15
B A SR xsting fleet GEB 2t2013/14| Y
Number of Cumulative
Fleet type locos GTKm per loco GTKM
6E 75 33 2507
7€ 58 130 7520
7E1 48 107 s 29
7E2 45 94 4217
7E3 €5 98 6351
8E 37 ) 19
10E 104 133 13795
14¢ 8 a1 330
18¢ 597 57 34026
330 5 8 38
34D 318 24 7 689
35D 146 7 1006
36D 167 1 244
37D 70 20 1372
38D 38 22 827
39D 53 54 2852
43D 55 80 4395
Total 1889 49 92 324

volume capacity was calcutated and split across three different categories:

* TFR fleet requirement capacity {hased on TFR fleet requirements, Supporting Documentation
Section E4-7-Year Locomotive Requirement).

* Existing TFR flzet capacity [based on the TFR fleet run-out schedule and expected locomotives

on arder, Supperting Documentation Section E2 -General Fleet Runout}.

* 1064 procured locomotives capacity {based on the procurement assumptignsabove).

The incremental voiumes for the 1064 procured locomotives were calculated of the difference between
the capacity required to achieve the MDS and the existing fleet capacity, subject to the maximum
capacity of the procured locomotives. The existing fieet capacity also accounts for lost capacity due to
locomative write-offs due to incidents, with 7 diesels and 8 electric locomotives assumed to be written
off each year, The productivity lost was based on average locomotive productivity for diesel and electric

locomotives,
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EXHIBIT 16

Productivity MGTK (2013/14 to 2018/1 9)

2013714 2014/15 2015/1e 2016/17 2017/18 2018/19
MD5 86,401 98,479 120,811 138,409 148,467 158,434
required
capacity
Existing 79,403 79,697 98,478 161,730 90,848 86,130
fleet
capacity
Written- 1,101 2,201 3,302 4,446 5,591 6,736
off (lost)
capacity
Required 8,099 20,983 25,634 41,126 63,211 79,040
capacity

Translation into volumes required

The afgrementianed required capacity amount is converted into required net tonnes based on the
average distance travelled for GFB traffic and the historical ratio of GTK to NTX,

The table below represents the incremental volumes attributed to the 1064 |ocomaotives. TFR
experience a large volume shortfallin the first 3 years due to DC tocomotive shortfalls. Without planned
mitigation strategies, this shortfall will persist till 2018/19 given that TFR fleet requirements are
assessed as of the beginning of the fiscal year but locomotives would be delivered throughout the year
{e.g., in 2018/19, 1064 locomotives are required at the start of the year, but the 1064" locomotive will
only be expected later that year). Refer to Section 5 on Risks for-a description of TFR’s planned
mitigation strategy.

These volumes can be combined with the expected tariffs for GFB during the MDS$ periad, as per the
exhibit below:
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EXHIBIT 17

Volumes {net tonnes)
2013/14 2014/15 2015/16 2016/17 2017/18 2018/1%

MBDS target 91 04 127 151 161 170
Existing fleet 83 3z 100 106 9z 85
1064 1 7 21 41 60 77
locomotives
Volume 7 15 6 4 9 8
shortfal!

As per the exhibit below, putting volumes and tariffs together yields a view of revenues — MDS targets,
revenues allocated to the existing fleet, revenues derived from the new locomotives, and potential
shortfalls,

EXHIBIT 18

GFB tariff average (R/Net tonKm)

2013/14 2014/15 2015/16 2016/17 2017718 2018/19

.42 0.45 0.48 0.50 0.54 0.58
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EXHIBIT 19

The 1064 locomotives are instrumental in capturing MDS target
ravenues, but a revenue shortfall wiil persist due to procurement
timelines lagging target demand

Revenue £ Revenue at risk due to loco shortsll
24 1084 Incremental revenye
¥ Existing fleet revenue

Milleas of 285 pay analm
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50000
45 600
40000 |
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4.3 Approach to cost caiculations

Cost schedules were calculated for the entire life cycle of the 1062 fleet split into the categories listed
below, inciuding: a) Total cost of ownership (TCO}; and b) capital and other costs, including wagoen cost,
infrastrocture cast, overheads, and tax.

4.3.1 Total cost of ownership of new locometives

The TCO of locomotives was calculated using bottom up analysis and expert input and has the following
components;

¢ Purchase price. As mentioned above, the purchase price is assumed to be R25 million {US 2.5
mitlion} for a diesel locomotive and R34 million {US $3.5 million) for an elactric focomative in
2013/14. The purchase price of both diesel and electric locomotives assumes a conservative 50
percent localisation component with a 2 percent localisation premium applied.-The localisation
tomponent ramps up over time. The USD price component was forecasted by escalating at USD
inflation and converting back to ZAR using forward ZAR/USD fhedge rates. The local price
component was escalated at South African PPI, Refer to Exhibit 20 for the TCO breakdown and
Exhibit 21 for the purchase price cost breakdown, An important consideration in the negotiation
of the purchase price is the amortisation of the development costs over the quantity ordered
demonstrated in Exhibit 22. The analysis indicates that the procurement order quantity for the
1064 locomotives will significantly reduce the development costs camponent of the locomotive
price and has been factored into deterrmine the price estimates.
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¢ Diesef costs. The diesel costs for the 465 locomotives were based on the GTK of the locomotives
and diesel consumption per GTK. Prices were escalated from a 2013/14 price of R11 per litre
escalated at R/USD forward rate percentage change and US inflation.

¢ Electricity costs. The electricity costs for the 599 locomatives were based on the GTK of the
locomotives and consumption per GTK. Electricity costs were escalated at forecasted Eskom
tariff rate increases of 8 percent up to 2817/18 and an average of forecasted CPt and PPI
thereafter.

¢  Maintenance costs. Expected maintepance cycles over the lifecycle of locomotives were
calculated. The cash flow profiles for diesel and electric locomotives are presented in Exhibit 23.

* Insurance. Assumes an expected wreck cost per year escalated at the average of CP and PPy,

EXHIBIT 20

Electric locomotives have a lower TCO than diesels, but their
upfront costis higher than diesel locos

. Dlesel l_oci_mmtlvafco decomposition Electric locomative TCD dacomposition

B+

Average  Fuak Main- Other TCe Average Energy  Maine Tihaer JCO
puichase enance purchase lenance
PHoe prica

SOURCE: Trananes 1054 Lova Business Case, Expert intarviews
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Development costs are the largest components of total

capital cost of both diesel and efectric
Jocomotivemotives

Diasel capital cost breakdown
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6
30
15
28 20
Electric capital cost breakdown N
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: 14
i 5 15
i 50 10 10 |
!
Develop- Metal ﬂgag'i'; - Internal  Pmofit Tatat cost
ment Wwork frames conm- margin of
ponent? lacomotive
Production

1 Based on stoncdard foccrmotivamatves wih an ordsr of 103 Hocomotives dekve e
2 Traction motor, wiring, aernazar, canrol Sysiemn, eir,

* Majority of savings on
_purchase price are fram
development (e,
deslgn, type testing and
othes one off costs)

* Electric focomotives will
have a higher profiorticn
of development cost due
to grester custemization

EXHIBIT 22

Electric locomotive price is more sensitive to order size

than diesel locomotives

| Diesel TEEecfH:
Devetopment cost per locomotive, - Development cost per lecamotive,
r t
28 L
} 30
]
|
20 ¢ B 20+
100 300 400 56 500 |
Number of locomotive Humber of locymotive
* Develapment costs are greater propartion of total o
. Lost of 2 locomotive i electric v, diesel - - -
* Development costs are fixed and thus decline on a’
per focornotive basis as the order size inCreases
* Therefore, order size wif be a bigger driver of
electric locemative price compared to diesel
SOURCE: Source
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Maintenance TCO for Diesel and Electri
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4.3.2 Capital and other costs

Capital cost outflows for the procured tocomotives have been structured with an aggressive payment
strategy of 90 percent of the locomotive purchase is paid on delivery of the locomotive and 10 percent
on acceptance. Upfront costs of R250 million for diesel locomotives and R300 millicn for electric
locomotives wilf be paid on signing the supplier contract and will offset against the cost of the first batch
purchased. The purchase price of both diesel and electric locomaotives assumes a 50 percent localisation
component, with a 2 percent localisation premium applied.

In addition to modelling the capitalicostsfor locomotives to be procured for the 1064, assaciated wagon
and infrastructure costs have heen allocated as per the 2013 Transnet Corporate Plan = the exhibit
below shows the capital costs for diesel and electric locomotives, wagons, and infrastructure.

EXHIBIT 24
Rm Cashflow PV_13/14 14/15 15/16 16/17 17/18' 18/18 13/20
Diesels 8314 2433 2552 2709 2881 2064 0 0
Electrics 12252 300 1860 4665 5042 5360 6284 217
Wagoncapex 10017 3022 3417 3462 3228 2559 649 0
Wagon copex 1583 3 23 70 151 242 339 420
Infra capex 9513 1026 2787 3379 3023 3092 4967 0
Infra copex 8978 60 384 795 1249 1627 1837 2253
Total 50656 6844 11023 15079 15575 14944 14075 2 8g0
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¢ Wagon costs: Costs were calculated based on the expansicnary number of wagons required to
achieve 170 million tonnes {16,459 wagons} based on the proposed tapex budget in the
Supporting Documentation Section E12 (Wagon Requirements). Opex and copex costs are
incurred according to incremental volumes moved,

* infrastructure costs. Costs were calculated using the total required expansionary GFB
infrastructure to deliver 170 million tonnes based on the latest corporate plan. Infrastructure
Copex costs are incurred according to incremental volumes moved.

* Overhead costs. GFB overhead costs were calculated using actual 2011/12 TFR overhead costs
aliocated according to the ratio of GFB personnel to total TFR personnel. Procured 1064
overhead costs were allocated from the GFB overhead costs on the ratic of 1064 incremental
volumes to GFB volume required.

* Tax costs. Tax costs were based on an assumed tax rate of 78 percent and calculated against net
cash flows {revenues — costs) and adjusted for capital cost distributions of locomotive, wagons,
and infrastructure expansion. The capital costs for locomotives and wagons were depreciated
over 5 years since the purchase date and infrastructure has been depreciated over 30 years, Tax
credit income has been included as a cash inflow in the fellowing year of accrual,

4.4 Breakeven points for NPV: volumes and tariffs
The business case proves ta be neutral at the following volumes and tariffs:

¢ Volume {everything eise fixed). CAGR of 11.7 percent from 2013/14 to 2018/19(160 mt pa.
realised in 2018/19 vs. 170 mt p.a. as per MDS), which is below the MDS target of 3.3 percent.

*  Tariffs (everything else fixed). CAGR of 6.1 percent from 2013/14 to 2018/19, which falls directly
between CPI (5.6 percent) and the MDS target (6.6 percent).

5. Treasury Considerations

The acquisition of 1064 locomotives will cost R38.6 billion and has been included in the overail MDS
funding amount of R86.5 billion over the next & years. Cansequently, the funding options will include
those in the borrowing plan as contasined in the approved Fransnet Corporate Plan 2013/2014, A
mixture of cash.generated by operations and external borrowing wiil be used to fund the acquisition.
Two-thirds are assumed to be financed using cash generated by operations, and about R13 billion will
need to raised externally. The external funding will be raised utilising both the Glabal Medium Term
Note programme for dollar funding and estaslished domestic sources far Rand funding — e.g., the
Domestic Medium Term Note programme. In addition, options like develdpment finance institutions
(DFlIs) and export credit agencies {ECAs) will be considered to lower the cost of funding.
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[Funding plan - el
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The planned new fleet is estimated to cost R38.6 billion using escalated calendar year 2013 prices. The
acquisition of the 1064 locomotives will be funded using a mixture of cash generated by operations and
external borrowings. Assuming that two-thirds will be financed using cash generated by aperations,

about R13 billion will need to be raised externally,
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5.1 Funding options
EXHIBIT 26: POTENTIAL FUNDING SOURCES FOR MDS

i
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EXHIBIT 27
Arnaunt ia Rbillicns
13/14 | 14/15 15/16 16/17 17418 18719 18/20  Toral expenditure
Diesel locomotives - 465 2.43 2.55 2,71 2.88 2.06 - - 12.63
Electrie focomotives- 599 0.30 1.86 4.67 504 5.38 628 [EA ] 23.73
Locomative contingency 0.17 027 0.45 0.4% 046 0.35 0.01 2.24
Total 2,90 4.68 7.83 841 7.88 6.67 0.23 38.50

5.1.1 Funding risks

The fleet cost is based on's set of assumptions including the timing of contracting, ZAR/USD exchange
rate, and the mix between local and foreign cantent, interest rate, volume growth, revenye growth,
inflation, operatignal efficiencies, and steel prices. Any negative movement on the base assumptions
exposes TFR to a potential risk, In addition to the abovementioned risks and sensitivitios (see Section 7),
the following risks and implications'need to he tlosely monitored:

¢ Implications to funding of actual versus planned cash flows.

* The implications of Basel Il on swap costs, terms and conditions of derivative transactions, and
availability and quantum of credit lines, monitor E7C and impacts on cash interest cover, gearing
and S&P liquidity ratio.
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5.2 Forex risk mitigation

Forex risk ritigation will be imperative for a transaction of this size. A change in the Rand to US dallar
exchange rate of 10 percent would represent 2 R1.2 billion impact based on the amount of localization
assumed. Given 15 percent devaluation of the rand against the US dollar over the past year alone, such
volatility is not unrealistic, Forward exchange rate projections suggest a devaluation of the Rand versus
the US dollar over the next few years,

Transnet's hedging approach

Transnet’s preferred option is to-enter intg Rand based supplier agreements with OEMs, with the
hedges undertaken by the OEMs themseives. However, even when hedging is conducted by the DEM,
Transnet ultimately pays for the cost of hedging, which is factored into the purchase price. The main
advantage of a Rand based supplier agreement is the elimination of volatifity in the Group's financials
and the non-utilisation of bank credit fines for hadging purposes.

Should Transnet not be in a position to enter inta a Rand based agreemaent, all foreign exchange
exposures will have to be hedged as per the Board approved Financial Risk Management Framewaork
{FRMF). It is anticipated that Transnet should be in a position to obtain the necessary credit lines to
hedge the FX risk exposures. However, this cannot be guaranteed, as 3 number of banks will have to
be approached to diversify their risk exposures and the banks will have to obtain approval from their
respective credit committees. However, there is a risk that the magnitude of this transaction will add
pressure to Ithe availability of hedging lines for future MDS requirements.

Long dated hedges as anticipated in this transaction are expensive due to banks’ capital reguirements,
The exhibit below shows Transnet Treasury’s view of a ZAR/USD forward curve including the cost of
hedging, used in the business case.

EXHIBIT 28

$R9.13 $R9.59 $R10.04  4R10.52 $R11.00 ~ 4Ril.48 $R11.98 $R12.55

Impact of localisation

Localisation of production s a natural hedge. Exposure would increase with lower a lower level of
localisation (and, by extension, decrease with 3 higher leve! of localisation}. The exhibit balow shows
foreign currency exposure for a 10 percent devaluation sgenario to be  ~R1.2 billion given  70%
tocalisation of component manufacture, Without any localisation, exposure under this scenario would
be ~R4 billion, suggesting a iocafisation benefit of ~R2.8 billion,
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EXHIB!IT 29
¥ 5 1 \'ﬂ
1 i
Assuming a 60% R15.4 bn RG.8 bn R1.5 bn
localisation
Assuming a 70% R11.6 bn R0.6 bn R1.2 bn
localisation
Assuming a 80% R7.7 bn R0.4 bn R0.8 b
tacalisation

Thus, hedge accounting will be used to minimise exchange rate volatility on the Group income
statement, but localisation is a critical lever to reduce the ultimate cost of the hedge.

6. Operational readiness

6.1 HR plan

A procurement event of this magnitude will require a significant increase in in GES's workforce. GFR’s 7-
year human resource requirements are part of a TFR-wide workforce plan as train drivers and assistants
are often interchangeable across TFR's businesses, All train personnel are sourced from Transpet's
School of Rail,

According to TFR's 7-Year Man Plan {see Section E10)2012 figures, TFR has a driver shorifall of 529. 1t is
also estimated that over the life of MDS, TER will require an additional 3 088 drivers from current levels.
However, TFR only has capacity to train on average 500 drivers peryear and, at its peak in 2015-2016,
TFR will require an additiona! 791 drivers, resulting in shortages,

TFR has transitioned from a mandatory Refresher Training every 2 years to a Continuous Professional
Learning programme, cutting training time from 22 days every 2 years at the Schoo! 6f Rail to 6 days
every 2 years on site. This will effectively free up capacity at the School for additiona! training of new
recruits.

The exhibit abave shows the drivers required every year over the MDS period, highlighting how many
additional drivers need to be trained. it also shows the School's capacity requirements over the period.
The new training philosophy will give an additional 6,820 man weeks (80 percent increase} of capacity to
the facility, allowing it to meet TER requirements. However, TFR will need to start training new drivars
immediately to close the driver shortfall before the peak demand period in 2015/16.

LTransnet Freight Rail Capital projects
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EXHIBIT 30

Under the new training philosophy, Transnet’s School of Rail
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6.2 Infrastructure dependencies

To deliver against MDS volumes, the 1064 locomotives must perform as part of a railway system well
equipped te move such volumes. Therefore, sustaining and expanding investrment in infrastructure and
other key projects within the system will be critical to support MDS delivery,

Infrastructure dependencies

Locomotive deployment is tightly mapped to the railway infrastructure angd routes. Route characteristics
(e.g., power source on route, axle loading capacity, and the presence of long tunnels or tight bends)
largely determine the type of locometive that can be used on a particular route.

As part of the MDS’ planned R368 billion spend, TFR will alsa invest in projects to sustain and expand rail
network capacity and fostprint. The strategy pursued by the Rail Network over the 9-year planning
horizon covers two key strategic focus areas to enable voluma growth and systemically improve the
safety of operations. Programmes aim to:

* Expand infrastructure, creating capacity ahead of demand. Supporting Information Section E12
(infrastructure Plans) depicts the current status of the network in terms of axle loading and
electrification, respectively, and Section Fil depicts the future status of the network in terms of
axle loading and electrification are aiso depicted in Section E11.

* Sustain existing infrastructure through accelerated maintenance programmes. In addition to
the railway network, there are also programmes for the sustenance and expansion of supporting

Transnet Freight Rail Capital projects
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infrastructure. The tables in the Supporting documentation Section E11 are extracted from the
TFR Business Plan 2013/14 — 2018/19 and detail both the expansion and the sustaining

maintenance programmes for Perway, Electrical, Signalling,

The exhibit below shows key strategic projects planned aver
extension of the electrified network and the axle loading of specif

EXHIBIT 31

and Telecomrunications.

the 7-year period involving both the
it routes.

Key infrastructure programmes will enable the 1064 locomotives’

delivery of expected volumes

Rail line section Total seven year spend (ZAR bn) Tinefine
Eskom and coal line ko 9imtpa-+ : 2012-2019
Waterberg 5 2012-2020
Ore line to 90mtpa 6 - 2012-2819
Swazt eail link (SA Portion cnly) 0 2012-2015
Manganese Generat Freight i6mipa 11 2012-2019
Gauteng Freight ring 0 2018-2019
Terminals v} 2012-2018
Mapute link 1 2012-2016
Natcor 0 2013-2017
Grand total 31
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Expansionary infrastructure expenditure timeline
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Considering the existing network capacity and the expectation that these projects will be competed
accarding to plan, network capacity is not seen as a constraint to achieving the MDS targets.

6.3 Wagons

Transporting the volumes envisaged in the MDS requires sufficient an 2
wagons and locomotives.

ppropriate rolling stock in
TFR has three distinct operations; General Freight Business, and the heavy

haul operations of the Coal Export and Iron Ore Export Lines. Each of these has their own unigue set of

wagons and locomotives. This busingss case addresses the General Frej

only though they.are lightly interlinked with the ather operations.

ght locomotive requirements

The MOS predicates growth over a number of flows and which extend over a numberof operating areas
where locomotives are changed because of traction changes dictated by the rail network infrastructure.
Wagons are tightly linked 10 the commodities they transport while locomotives relate to the mass but
not the commaodity itself; accordingly locomotives are allocated according tothe tons transported over
the particular operating section.

To meet MDS volumes, wagon tapacity needs to expand for all TFR businesses. I addition to producing
new wagons through TE, there are various fife extansion strategies are in place to sustain capacity within
the business,
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Wagon production

EXHIBIT 33

The wagon build programme will deliver wagons in advance of
demand thus enabling the delivery of MDS volumes
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The exhibit above shows that wagon preduction wili peak welt in advance of MDS volumes and
locomotive delivery. Therefore, wagon capacity will likely not be a constraint in the delivery of MDS
volumes.

7. Risk management

7.1 Risk overview

A transaction ofthis magnitude in the public sector has inherent risks that shouid be addressed, Some of
the main categories of risks are planning risk, market risk, exchange rate risk, operational readiness risk,
transaction govefnance, legal risk, and exogenous risk. Transnet uses a CURA framework to categarise
and assess risks, as per thevexhibit below.
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EXHIBIT 34
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7.2 Planning and delivery risk

There are three elements of delivery risk: approval delays, procurement process delays, and production
delays. First, a lack of the appropriate approvals at the required time could result in delays in the
transaction process. A major risk'is TER's current PPPFA exemption status that has lapsed. TFR is
currently awaiting a PPPFA exemption for the 1064 locomotive procurement that will aflow it to procure
using the 60:20:206 criteria as planned. Second, procurement delays during the tender and hegotiation
processes may also cause delivery risk and will be managed by the TFR procurement team with a robust
procurement strategy, processes, and contingency plans. Third, production risk Mmay arise if a supplier is
unable to meet its delivery targets for the 1064 locomotives. Delays of the delivery schedule are 3
critical risk to Transnet's ability to meet its MDS commitments and the sensitivities are modeiled balow.,

7.2.1 Delivery schedule sensitivities

Given expected production and precurement timelines, it is unclear whether the quantities demanded
by the RFP (100 diese! locos in 2013/14) are achievable,

Even assuming that the RFP procurement schedules are achieved, as per the base case in Exhibit 35, TFR
would experience locomotive shortfalls from 2014 to 2019, peaking at approximately 150 focomotives in
2014-201S, because of the procurement defivery iagging the required fleet demand. This results in a
cumulative volume shortfall of 49 millicn tennes for the MDS pericd.

6 Breakdown of bid evaluation criteria: 80 percent price, 20 parcent local supplier development , and 20 percent B-
BBEE.
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Delivery scheduie sensitivity 1 and 2, which factor in delays in procurement angd production, show
significant impact on volume shortfalls {110 milfion tonmes and 155 million tonnes respectively),
highlighting the importance of expediting delivery schedule to meet MDS targets.

Delivery schedules impact the cash interest cover CIC ratio significantly, decreasing the ratio for 3.6 to
3.0%.

To mitigate the risk of defays, TFR will pursue 2 number of strategies simultaneously, including
contracting multiple suppliers; staging procurement by using international suppliers for initial batches as
tacal supplier development ramps up; and pursuing a conservative payment strategy’ to incentivise
delivery. TFR will also examine mitigation strategies to address the immediate locomative shortfalls,
including leveraging existing contracts, front-loading orders with international suppliers, exploring
feasing options, and revising the fleet run-out strategy.

7.3 Market risk

The inherent risk is that the comsercial sectors that the wagons and logomotives are built for wilt not
achieve the anticipated market growth. This is dependent on South Africa’s €conomic growth and the
growth of its trading partners. Realisation of this risk could resuit in underutilised assets and diminished
financial performance given the high-fixed-cost nature of the business. In addition, given that tariffs are
projected 10 grow at a faster rate than CP) under the MDS plan, there is a risk that tariff increases are
not fully reatised. Other key business risks include inflated purchase prices {not related to forex changes)
and cost increases exceeding forecasts.

7.3.1 Volume

Purchasing 1064 locomotives without matched volume demsand will lead to a significant loss of value on
the transaction. Sensitivities 1 and 2 in Exhibit 35 indicate the large swings in NPV due to MDS volumes
not materialising with NPV dropping te R1.0 billicnh and —R20 billion, respectively. Volume sensitivities
have the biggest impact on CIC, with Sensitivity 1 decreasing the cash interest cover ratio (CiC) from 3.3X
to 3.1X in 2013/14 and Sensitivity 2 decreasing the CIC from 4.1X to 2.7X from 2015/16 onwards. To
mitigate this risk, as mentioned in Section 3, Proposed Solution, TFR should stage procurement to
maintain flexibility,

7.3.2 Tariffs

Exhibit 35 demonstratas that tariFf growth impacts the NPV value significantly, with CPi-related growth
1 percent lower than the MDS base case of 7 percent, results in an NPV of <R1.5 billian. Accelerated
tariff growth 1 percent above MOS results in a positive NPV of R7.8 billion. Tariffs have s marginal
impact on CIC with the biggest impact in 2015/16; dropping from 4.0X to 3.9%. To mitigate the value at
risk, TFR will execute against its Market Development Strategy, building strong customer satisfaction
that wilf enable it to deliver target volumaes.

7 Bulk of paymen! mads on delivery and accentance.
liransnet Freight Rail Capital projects
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Demand, tariffs, and delivery schedule risks must be managed (1/2)
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7.3.3 Purchase price

Purchase price sensitivities detailed in Exhibit 36 indicate a moderate im
increase in base price resulting in a
purchase prices, clean sheet costing should be performed to un

—R1.5 bilion movement in N&

price and support effective commereial negotiations.

7.3.4 Costs

Exhibit 36 indicates that cost base movemenis will have 2 moderate-i
R3.5 billion for a 5 percent increase in base costs, Costs have hee

Corporate Plan,

7.4 Farex risk

Forex movement sensieivities in Exhibit 35 indicate 2 mod
devaluation in Rand versus USD resultingtin a
exchange rate fluctuations, the preject will be b

pact on NPV with a 10 percent
V. To mitigate the risk of inflated
pack components of the focomotive

mpact on NPV, decreasing it by
n budgeted according to Transnet's

erate impact on NPV with a 10 percent
-R2.4 billion movementin NPV. To mitigate the risk of
edged according to the Group policy,
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EXHIBIT 36

Demand, tariffs, and delivery schedule risks must be managed (2/2)
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1.5 Transaction governance risk

For a transaction such as this, confidentiality is of the utmaost importance to maintain the integrity of the
procurement process and prevent unwanted media interest. Failure to uphold strict confidentiality may
result in procurement delays or even compromise the entire transaction. This risk has been mitigated by
Bnsuring a minimise size of the working team and minimizing the dissemination of information whare
possible while enforcing strictest confidentiality,

7.6 Operational readiness risk

Cperational readiness risk refers to TFR’s potentia) inability to integrate the new fleet into its operations
because of a lack of skilis, infrastructure capacity, long-termmaintenance strategy, and poor technology
integration in the fleet. Operational readiness, as well as Transnet’s preparations, are detailed in the
operational readiness section below,

7.7 Exogenous risks

7.7.1 Energy security

Eskom supply remains constrained as South Africa’s reserve margins have dropped to as low as just over
1 percent in the past 6 months compared to bast practice of 15 percent. It is almost certain that South
Africa will experience electricity shortages in the next few years. The resulting power outages will fikely
have knock-on effects on industry and slow down economic growth in the medium term as electricity

[ Transnet Freight Rail Capital projects
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supply continues to lag demand. Transnet faces at least four inter-related major risks related to energy
security that must be appropriately mitigated:

* Delays could occur in Eskom’s IRP build programme, resulting in a shortage of electricity for
Sauth Africa. South Africa hopes to meet forecasted demand by adding 21 GW of new tapacity
by 2030 through tha IRP build programme. However, the programme is running behind
schedule. Strike action and equipment failure earfier this year has made it likely that the Medupi
piant will miss its deadline of coming online at the end of 2013, IPPs and nuclear power plants
will most likely not have the capacity to have any meaningful impact on the supply shortfall in
the medium term given the current lack of regulatory frameworks and procurement delays,
Furthermore, Eskom has only been granted about 30 percent of the tariff increases it requires to
finance infrastructure investment, which may also have long-term implications for Eskam’s
-ability to meet demand.

*  Energy costs could increase should the IRP's planned capacity be commissioned on schedule but
at @ cost much higher than in the initial plan, The cost of electricity is expected to rise at 8
percent per annum in the next 5 years to finance the required infrastructure investment. The
planned migration to relatively more expensive clean energy will cause energy costs o rise even
further.

*  Timely decisions may not be made for electricity supply beyond Kusile capacity, resulting in a
shartage of power beyond 2017.

*  Electrification infrastructure may not be installed in the appropriate geographies to enable
Transnet to capture volumes from new regions as planned.

7.7.2 Potential strike action

Given recent history, there is some risk of strike action along the locat supply chain over the life of the
transaction (i.a., at locomotive assembly factories, TFR, coal mines, and Eskom). Strike action at any
point in the supply chain could delay delivery of lacomotives, inctease costs, and compromise
operalions of the fleet, resulting in lower volumes moved.

8. Governance

To ensure effective governance of the 1064 locomotives transaction, @ number of structures have been
implemented:

* A Steering Committee with the primary purposa of providing oversight ‘of the transaction,
including developing a business case, submitting this business case to the appropriate governing
bodies, and overseeing the procurement process.

* Ahigh-value tender process managed in conjunction with Transnet Internal Audit {TIA) with the
mandate to protect against fraud and corruption.

* A Project Management Office {PAD) to manage processes and timelines related to the
transaction, including a confidential data room and the management of nan-disclosure
agreements (NDAs} and access to information.

Transnet Freight Rail Capital projects -
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8.1 Steering Committee

The 1064 Locomotives Steering Committee, which is chaired by the Transnat Group Chief Executive, has
taken overall ownership of the final draft business case for locomotive investment and the procurement
process. Key activities that have been overseen by the Steering Committee include:

* Developing the business case and approval for submission to Transnet’s gaverning bodies.
* Submission of the business case to the Department of Puhlic Enterprise {DPE)

* Appointment of working team members and accountabilities,

* Understanding operationai requirements and alignment to business case

*  Recommending a procurement strategy, including goals related to environmental issues,
suppiier development and localisation,

*  Understanding and recemmending strategies to address all legal ramifications of the locomative
procurement process,

*  Ensuring procurement Process transparency,

8.2 High-Value Tender Process (HVT)
Objective of the HVT

*  Akey objective of the High-Value Tender {HVT} Gateway Review Process is to provide real-time
guidance, support and assurance against the PPM, tender management contro! framework, and
pracurement best practice at each gateway on tenders above R50 mitlios.

* The purpose of the HVT Gateway Review Process is to increase the likelihood that the processes
undertaken for these tenders are fair, transparent, equitable, competitive and cost-effective:

*  The High-Value Tender (HVT) Gateway Review Process provides a platform for:

- Providing assurance to BAC and other key stakeholders within Transnet on the
effectiveness of the processes followed for high-value tenders.

- Providing input into updating of procurement procedures and supporting controls,
thereby strengthening the overal! control environment for high-valya tenders over time,

- Fewerqueries/challenges raised by DACs and/or bidders during high-value tenders

~ Reduction in timelines due. tg reduction in_number of re-tenders resulting in faster
capacity creation,

+ Rofling out and sharing of best practice acrosssall ODs to improve the efficiency of
procurement processes.

- Llong term up-skilling of procurement staff.

Design principles of the HVT

* Drawing on recent lessons learnt from 85 electric and 43 diese! locomatives tenders, enhance
the overall tender process for improved efficiency, effectiveness and enhanced rontrol.

= Play a greater role in the plarning and coordinating activities to support the PMO,

annet Freight Rail Capital projects
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* Ensure full integration with the Corruption Risk {Forensic) management plan developed for the
1064 locomotive acquisition,

* Introduce an international peer-review mechanism to bolster the team structure in the
evaluation and negotiation stages to make the award “bullet-proof”,

* Provide end-to-end support including the contracting stage to ensure there is no “leakage”
between negotiations and contracting stages.

* Generally place added emphasis on ensuring that TIA is proactively involved at 3l stages of the
gateway review process and are able to fully share best practices and insights with the
evaluation, negotiation and acquisition council review teams.

EXHIBIT 37

Approach to the 1064 Locos HVT
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Data Room Project Management Process
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8.3 Project Management Office {PMO)

A PMO has been established to monitor procass and timelines related

transaction, including the following items:

to the 1064 locomotives

&' Tracking project milestones and critical path and ensuring that progress is on-track against key

deliverables.

* Scheduling Steering Committee meetings at the request of the Chair {GCE).

* Faltowing up on action items emerging from SteerCo meetings.

¢ Ensure implementation of key confidentiality protocols/re
parties, data room access is restricted to-a small group,

Quirements {e.g., NDASs signad by ail
etc.).

The PMO is also respongible for owning and managing the transaction’s central data repository (“data

room”}. This includes:

* Maintaining and regularly” work with content owners [to) ensure availability of Istest final

deliverables {e.g., RFP, Business Case, etc.} and workin

ups, etc.).

g documents (industry analyses, cost huild

*  Categorising and standardising file names to enable easy tracking.

*  Most critically, the data room will also provide trans

parency (as needed) to enable tracking of

downloads {who, when, frequency) and assist in internal auditing.
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9. Conclusion

Having explored alt options, Transnet's purchase of 1064 locomotives is a critical procurement event
that will transform the business, increase aperational efficiencies, support local supplier development,
and enable Transnet to meet its MDS targets,

Key risks are being mitigated: volume volatility will be addressed through flexibie procurement, foreign
exchange risks are being mitigated through hedging and potential shortfalls are being mitigated through
efficient procurement and accelerated locomotive orders. The business will be aperationally ready to
take on new focomotives and interdependencies are being planned for.

Therefore, Transnet recommends the purchase of 1064 new locomotives {465 diesal, 599 electric) at an
estimated purchase price of R38.6 billion.

[_Transnef Freight Rail Capital projects
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D. PROCUREMENT STRATEGY

The benefits in this section are contingent on:

*  Responses from bidders
*  PPPFA exemption
* Post-tender negotiations

1. Procurement overview

In accordance with Transnet’s Board approved Supply Chain Policy Transnet shail apply Section 217 of
the Constitution of the Republic of South Africa, {Act No 108 of 1996, as amended) by contracting for
800ds and services in accordance with a system which is fair, equitable, transparent, competitive and
cost effective,

Transnet shall reform all its procurement activities in order to align them in an integrated manner with
national developmental goals, relevant legislation that enfarces the goals and relevant governmental
supply chai management approaches that are cost-effective.

Transnet has been mandated by government to assist in lowering the cost of doing business in South
Africa, enabling economic growth and security of supply thraugh appropriate ports, rail and pipeline
infrastructure as well as operations in a cost effective and efficient manner within acceptabie
henchmark standards.

The aim of the Supply Chain Policy Is to ensure that Transnet gets value for money in the procurement
of goods and sexvices in order to fulfil its mandate while redressing the economic imbalances that have
been caused by unfair discrimination in the past.

The facus for Transnet with respect to its SD activitias will involve, among athers, the leveraging of its
procurement 1o increase local content through the develapment of skills, job creation and technology
transfer. This will lead to decreased costs in its supply chain and an overall increase in its
competitiveness. Transnet’s aim is to build stronger and more meaningful refationships with its
suppliers, to find mutually beneficial mechanisms to extract maximum value,

Transnet's procurement of rolling stock and in particular the 1064 locemotives provides a unique
opportunity for both localised assembly and localised manufacture of component parts; but in'addition
an opportunity to strategically re-position the rofling stock industry. This is particularly true of the role
and function of the largest incumbent rofling stock manufacturer in South Africa, Transnet Engineering
as well as players in the private sector.

There is a drive by Government o increase the localisation of rolling stock. Government has strong
leverage over the procurement of these assets as they reside almast completely within state owned
companies, predominantly in Transnet and PRASA. Other sectors stch as mining and the power sector
bear tlose simiarities in the production processes and heavy engineering requirements associated with
rolling stock and thus the manufacturing sector would benefit substantialiy through the additional
manufacturing capability and demand that this order would provide.

The Department of Trade and Industry (DT} have identified the localisation opportunities in rolling stock
as part of a number of key sectors within the industrialisation programme of South Africa as contained
within the Industrial Policy Action Pian (2011/12). Transnet has identified the same opportunities as part

Transnet Freight Rail - Capital projects
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of its MDS and through its Supplier Development Plan seeks ta develop and empower loca! business
providing goods and services to the parastatal.

2. Procurement strategy

Transnet promates open competitive bidding as its default procurement mechanism since this is the
best means of abtaining value for money. All Transnet procurement shall be done in a way that ensures
that Transnet obtains quality goods and services at competitive prices. It was therefore decided to
follow an open tender process for the locomotives acquisitions, In crafting the procurement strategy,
which informed the RFPs, the following aspects were focussed on and considered.

Transformation and Empowerment

In order to address economic imbalances that have been caused by unfair discrimination, government
developed the black economic empowerment policy.

* Black econemic empowerment is broad-based;

* Black economic empowerment is an inclusive process:

* Black economic empowerment is associated with good governance; and
* Black economic empowerment is part of the country’s growth strategy.

Government uses a number of instruments to achieve black economic empowerment. It has developed
a "balanced scorecard” to measure progress made in achieving B-BBEE objectives by enterprises and
secters. This has been included in the tender.

In evaluating and awarding the locomotive tenders, Transnet shall award preference points inregard to
the contribution that a supplier makes towards the achievement of broad-hased black economic
empowerment abjectives, namely.

*  Ownershig and Control;

= Managemeny;

*  Skifls Davelopment;

*  Employment Equity;

*  Preferential Procurement;

*+  Enterprise Davelopment; and
* Sacig-economic Development,

Additionally, Transnet will award further recognition points for B-BBEE based on the extent to which a
supplier commiis 1o improving its B-BBEE status over tha contract peried. This is referred to as Further
Recognition Criteria (FRC).

B-BBEE has been set as 28 points in the overall scoring for the tenders assunting PPPFA exermption is
given.

Job creation
Transnet must be a major contributor to job creation. Therefore, Transnet's procurement shail focus
consistently on areas that have the potential for creating erployment on » large scale in order to

’ Transnet Freight Rail Capital projects
1064 Locomotives Team 18/04/2013 | Page 54 of 101




AOC-1064-109

contribute substantially to the national employment creation effort. As the main economic agent in the
South African transport and logistics infrastructure, Transnet’s planned capital expenditure forms the
hig bulk of Transnet’s procurement spend. This is the single largest procurement spend of the MDS and
as such has been planned on a programmatic basis so as to obtain maximum benefit to achjeve
industriatisation which will in turn create long- term sustainable job opportunities particufarly among
the previously disadvantaged members of the South African society

tocal Content

This procurement has been designed in a manner that builds industry capacity around its build
programme. Transnet has identified this as its key pregrammatic procurement and consequently
developed 2 long-term procurement and local content plan. Tender requirements include local
procurement and supplier development (SD), which will also address the transformation agenda,

Transnet has included the focal content percentages as detaited in the National Treasury instruction
Note issued on 16" July 2012 that highlights a loca! content percentage of 55 percent for digsel and 60
percent for electric locomotives. This is in line with the DT’s Industrial Policy Action Plan H in driving
strategic fleets. Local content is inciuded as a threshold.

Current local content for diesel locometives and for efectric locomotives has increased over the recent
acquisitions due to the CSDP. The technology and competence in the praduction of locomotives eccupy
a different space in the challenge to focalise in comparison 1o wagons. Globally, there are few large
suppliers or OEMs of locomotives and their market deminance of the technology, the supply chain, and
the know-how require nuanced and technology capture iocalisation strategies in order to create real
sustainable focal manufacturing benefits.

The approach adopted by Transnet has been to stipulate the following required minimum threshold
requirements for locomotive localisation that are in line with those designated by National Treasury as
hightighted above:

1. 55 percent for diesel locomotives; and
2. &0 percent for electric locomotives.

Transnet’s assessment of this Opporiunity is that the economies of scale in purchasing 1064 locomotives
are sufficientlylarge se as to create focalisation Opportunities that could elevate percentage focalisation
above these minimum thresholds at very little additional price premium to Transnet.

South African component suppliers are not yet able to produce the inputs and reguire build-up to reach
substantial levels of localisation. Transnet estimates that this will take at leasta full 3 years to complete,
even though there may be-certain companents {particularly those used in electric locomotives) that can
be localised much earlier.

{%nsnet Freight Rail Capital projects
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EXHIBIT 39

Estimated time to localise localisable components across diese! and
electric locomotive platforms
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A detailed companent analysis undertaken by Transnet demonstrates that price premium is not static
across the percentage rise in local content, but rather is informed by the cost of production of the
individual components making up a locomative.

In certain areas, particularly in assembly and fabrication, South African localisation is economic
especially given the order size of 465 diesels and 599 electric locomotives.

For other components, although not yet localised, & relatively small price premium is evidert. In these
cases similar industrial production capability is already available in South Africa and needs to be re-
aligned to the production needs of iocomative components. The capital equipment setup cost is low for
components such as under-frames, radiators, transformers, etc,

However, as focalisation reguirements increase, certain components begin to have substantial price
premiums associated with their local preduction. Examples include engines, contraj systems, specialised
braking equipment; etc.
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EXHIBIT 40

Cost to localise increases with increasing level of localisation
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A grey zone exists where the limit of tocatisation is dependent on OEM investment in manufacturing in
South Africa. Part of the way the Transnet RFP is structured is to attempt to capture as much tocalisation
as passible within the grey zone without overly inflating the price premium paid,

As eath component within a iocomotive has its own price t¢ localisation curve, Transnet could expect to
pay different premiums for each sub-set of local component manufacture. By way of an example:

_Transnet Freight Rail Capital projacts
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EXHIBIT 41
Each component within a locomotive has its own price verse localisation
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1. Engine process. Initial benefits are achieved through utilising cheaper skilled labour in
assembly. Increased localisation comes at a high cost as specialised parts could only be
manufactured locally in small production runs with insufficient economies of scale to bring
down the unit costs of such parts.

2. Wheef process. Small benefits are achieved through some local assembly and 2 slight
premium is paid as forging is undertaken locally, As the manufacture of a complete bearing
moves locally, the costs increase steeply due to small, highly technical bearing preduction
runs; and

3. Bogie, Benefits are achieved through utilising a competitive manufacturing process and
reduced transport costs of not having to bring bulky items such as bogies to SA,

One of the characteristic of the curves for many component itemns analysed is that the price-premium
grows rapidiy at high levels of local content requirements {80 percent to 100 percent}. By way of an
exampie, for wheel assembly, much-of the wheel could be focalised at relatively low cost, including the
bearings. However, tha rollers within each bearing are parts that cannot be economically locabised and
are produced at just a few global sites. This is due to technological complexity in the preduction process,
safety criticality of the itam, and the need for high producticn votumes to make the production runs
cost-efficient. By implication, forcing high localisation requirements on such components will result in
uneconomic price premiums as well as possible compromises in safety critical items such as braking
systems, wheel assembilies, ete.

Transnet’s detailed component analysis is summarised into 14 component groups for both diesal and
electric locomotives. The cost structure is based on 18 separate bills of materials obtained from the
current assembly and maintenance of locomotives and thus closely emutates current market pricing.
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Target localisation is based on a component by component assessment of localisation potential for each
particular component within a component group. Because of the complexity and high cost to localise

certain individual components {often smali components),

the analysis seldom reaches ful) 100 percent

local content as is evident in the tables helow. The cost to localise is based on an assessment of the
capital cost to set up a production plant for the various components within each category. The time
frame to localise is based on a similar approach. The findings demonstrate the potential to localise
averal] local content in excess of the Treasury Note requirements of 55 percent and 60 percent for a

diese] and electric locomotive.

EXHIBIT 42

Electric locomotive pricing per component set,
localisation, and estimated cost to localise

Categories

Locomotive assembly

Mamn transformer

Mair: powser traction system Incl. aux systems
Main power traction mators

Prapulsion switch gear

Bagie

Coaling, veniilation, and fiitration systems
Locometive cantral systems

Crivers cab

Acrxiliary supphy

Whae! system

Preumatic supply system

Braking system

Coupling system

Other

Grand total

Total cost  Current Target
focal % ioeal %
21 19 20
16 o 13
15 0 1
14 ¢ 11
9 1] &
4 g ]
4 a 3
4 [+ 2
3 1 3
3 D 3
2 0 2
L o 1
1 0 o
1 g 1
1 o 0
100% 21%, 7%

current and target

Percentage of

Cost o Accumn

focal fecal
0.29 20
1.33 33
0.87 41
6.33 53
1.53 38
0.25 62
0.80 65
4.80 b7
0.15 70
2.12 73
9.10 74
281 76
3.94 76
1.60 77
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Diesel locomotive pricing per component set, current and target
localisation, and estimated cost to localise

Categories

Crivers cab

Bagie

Lecamaotive assembly

Cooling, ventilation, and filtration systemns
ain power traction system inc. aux systems
Coupling system

Underframe (i-beams)

Lecomotive control systems

Braking system

Main power kraction motass

Wheel system

Preumatic supply system

Engine system

Othar

Grand total

Totalcost Current
% lecal 9%

2 [+

4 3

22 20

5 (1]

23 (44

1 0]

1 0

& o

2 44

17 0

3 1]

2 Q

13 Y

1 8]
100% 24%

Percentage of

Target Cost to
local % lacal

2 0.27

4 0.27

22 032

4 (.68

i 0.82

1 1.03

1 1.25

344

5.58

14 633

3 645

1 7.38

807

70%,

Accum
local

2

6
28
32
42
43
44
47
47
51
64
65
70

As is demonstrated in these tables, the difference between current and expected 3- to S-year
localisation requirements are significant. The relatively easy localisation opportunities have already
largely been taken and further localisation will require not only additional capital investment but also
the appropriate testing and guality control of both the production facility and the parts produced,
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EXHIBIT 44

Local content of 70 percent overall incurs up to an 8 percent
increase in purchase price

£

-9

§ Mzt 8% orice: Luvgese

= 3L 70% focaf content

fd

-

(-8

£

o l Fult locatisation

g incurs ever

g -~ & increasing cost

) [ B

£ [ Cost at zero

£ I e localisation

[ ikelNe) @ 0 000

i
Parceitage of Jocalisation

Ttem & Category % increase Item # - Category % incraase
1 Drivers cab 0.27 6 Aux supply 21
2 togle 9.27 7 Control system 3.4
3 toco assembly 0.33 8 Tractior motors 6.3
4 Main transformer 1.3 9 Wheel system 8.5
5 Propswilch gear 1.5 16 Engine system 5.4

A key finding of the analysis is that the nature of the price premium curve as shown abave for 3 generic
locomative is such that Transnet could achieve a high level of localisation at relatively smail price
premiums. For diesel and electric tocomotives, localisation of 70 percent and 77 percent respectively
could be achieved at an average price premium of less than 2 percent. This percentage is calculated as
the average price premium paid for a locomotive ~ i.e, including some items with no price premium and
others such as engine assembly with an estimated 8 percent price premium.

This is provided that three conditions are mat-

1. That components are localised up to a level that is economically viable {i.e,, that price premiums
for each set of component are economic);

2. That reafistic time frame targets are set to reach full localisation potential. Shortening these
time periods would in itself result in cansiderable uneconomic price premiums; and

3. That some minimum annual order size for locamotive production is guarantead to the market
over the life of the 1064 locomotive supply contracts. The analysis indicates that a guaranteed
minimum order size of 50 diese! and 70 electric locomotives is required annually far the jife of
the contract.

The Banefits of Localisation

The benefits assaciated with localisation are considerable and, based on the estimates for 70 percent
localisation for diesel locomotives and 77 percent for electric locomaotives, the following benefits are
evident:

Transnet Freight Rail Capital projects N
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Enterprise henefits to Transnet are considerable and inclyde the design and integration capabilities that
wouid be passed to Transnet Engineering through a structured programme of localisation; an enhanced
Research and Development base in conjunction with the selected DEMSs to develop and refine
technologies for both the South African and African tocomotive market: and fe-engineering capability to
design and provide technologies aligned to the needs of the South African rail market,
Benefits to the manufacturing sector will in¢clude key industrial capability in:

¢ Traction motors and traction contral equipment;

¢ Locomotive control system capability;

* Locomotive electrical systems; and

® Large diesel engine capability.
In addition, there will be considerable benefits in related industries such as: heawvy engineering,

component manufacture such as found in the auto sector; electromechanical, electrical machinery, and
software systems and design.

Benefits to the South African economy include benefits to a number of related sectors that would
enhance capability and export potential, There would be RE8 billion in economic impact for South Africa
at a small localisation premium of 2 percent, implying a cost of localisation of 2 percent given expected
levels of local supplier deveiopment. The resulting benefit-to-cost ratio of Iocalisation is thus 170 to 1 in
favour of localisation. Multiplier benefits would be substantial and for each Rand of localised production
there is an expected average muitiplier of RZ.74 across the ECONOMmYy.

Procurement strategy summary

* Issue open tenders for hoth locomotive types,

® Local content thresholds of 55 percent and 60 percent for diesel and electric locomatives
respectively as per PPPFA and National Treasury Instruction Note.

*  SD/BBBEE (40 percent) threshold.
*  Technical threshold.

*  Stage 2 will comprise price (60 percent), Supplier Development {20 percent), and B-8BEE (20
percent)j.

*  B-BBEE included for scorecard {10 points) and FRC (10 points).

Reasons for following an open tender programmatic process

To ensure the bidding process is as fair and transparent as possiple; As a long-term procurement event,
open tender will identify suppliers with whom TFR can partner, to enmsure value for money and
compliance with Transnet's support for the' NGP and government objectives. The programmatic nature
of this purchase requires TFR to find suppliers who can commit to delivering on governments
industrialisation objectives, which include:

* Locatisation and industrialisation
*  The creation of johs

*  The transfer of technical skitls, IP, and know-how to the South African industry

Transnet Freight Rail Capital projects a
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* Increasing the capability and capacity of the South African rolling stock industry

* Reducing capitai leakage

* Increasing South Africa’s exports

* Integrating of South African suppliers into the locomotive OEMs’ global supply chains

¢ Long-term security of demand will allow suppliers to commit to investing in SA operations

&  Suppliers must commit to transferring skills - to SA suppliers to allow for the long-term
maintenance of the locomotives post warranty periad.

Evaluation methadology

EXHIBIT 45
Pre-qualification Stage 1 Stage 2
Step i Step 2 Step 3 Step 4 Sten 5 Sten &
Administrativa Substanive Finirum Misemyrn FEnem thieshold  Viaighied
FEsOONSTVENESS FESIDRSRBNESS thiesha'd fo- theashals fo- fes duncionelty) scoing 100
leesl content 6 6REE'SD technical + Price/TCO
_ - T |
{\ | ! e e BrBoEe
: ; & —_ bt store ﬁ
(\ l card,
| Bonus |
f polnts, &
E FRC i
Returnable Pre-guahification . SD e Tachn cal Final weighted
documents/scheduias + £2.g8sg futictonal scare
scoe cad j
. il T
‘..I...'} T L‘.“;‘
»35% & 809 >40%% > 8% G0%, X0%, 20%
Lozal centent »0/B-BEEE Technical Prce SDfCSD . Award tander
B-BBEE

- s - e —-

¢ Stage 1 with minimum disqualifying tbreshokg-\&iﬂ follow a three-step pracess, ;arting with
the Local Content {Step 3), followed by the SD/B-BBEE {Step 4) evaluation, and finally the
Technical {Step 5) evaluation. Stage 2 will comprise the commercia) {Step 6) evaluation including
price {60 percent) and supplier development (20 percent) and 8-8BEE (20 percent)

* In line with categories for loca! content identified by the DTi, S5 percent and 60 percent
minimum threshold of local content wili be applicable to diesel and electric locomotives,
respectively. These threshoids wili need to be equalled ar exceeded for the submission to
qualify for SD/B-BBEE evaluation.
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* A minimum threshold of 40 percent will be set for the SD/B-BBEE criteria evaluation. This
threshold needs to be equalied or exceeded for the submission to qualify for Step 5.

* A minimum threshold of 80 percent will be set for the fechnical criteria evaluation. This
threshold needs to be equalled or exceeded for the submission to qualify for Step 6.

*  Once the minimum criteria thresholds are both met or exceeded, the supplier's submissions will
be evaiuated against price, SO, and B-BBEE.

3. Localisation

Since 2010, there have been significant changes in the South African policy environment, as well as to
Transnet’s strategic objectives. The New Growth Path {NGP} was launched in 2010 and at the end of
2011, the National Development Pian (NDP}. Transnet realised the need and Opportunity to develop a
mare holistic approach to supplier deveiopment, incorporating changes to the policy environment,
lessons {earned from previous SD initiatives, and Transnet’s development of a holistic Supply Chain
Policy and Framewark, as well as its new corporate strategy, the MDS.

The South African government has highlighted supplier development as one of the ways with which to
improve the local economy. SD is achisved by “procuring in such a way as to ingrease the
competiveness, capacity and capability of the foca! supply base, where there are comparative
advantages and potential competitive advantages of local supply” and is derived from the Competitive
Supplier Development Programme (CSDP), which is a government initiative run by the Department of
Public Enterprises. At Transnet, SD is driven through procurement with 2 focus an delivering
transformation and empowerment as well as economic growth,

The transformation element ensures that procurement transactions bring historically disadvantaged
individuals (HDIs) into the economic mainstream through the advancement of HD) ownership. [t
addresses economic disparities and entfenched social inequalities through the use of the B-BBEE
scorecard and the seven pillars which make up the score card.

Growth of the local supply base is achieved through leveraging high-value procurement to achieve
(where applicable) industrialisation, localisation, technotogy transfer, job creation and preservation,
developing industry specific skills, enterprise development (ED), and rural integration.

The above has been factored into the locomotive tenders as has been highlighted in the Procurement
Strategy Section and as is.evidenced in the evaluation methodology.

Transnet has extracted SO value through soeme benchmark Competitive” Supplier Deveiopment
Programme {CSDP) locomative acquisition contracts. These include:

® 100 X General Electric Locomotives — 54 percent SO cammitment

® General Electric Long Term Parts Agreement — 12 percent SD commitment

* Electo-motive Diesel Long Term Parts Agreement'= 41 percent SD commitment
* 32 X Mitsui/Venus Locomotives - 40 percent 50 commitment

* 50X Electro-motive Diesel Locomotives — 67 percent SD commitment

* 44X Mitsui/Venus Locomotives — 39 percent SD commitment

* 43 X General Electric Locomotives - 65 percent 3D commitment.
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These commitments have baen achieved with purchases being made sporadically and an a transactional

basis; therefore, we expect greater benefit t
nature given the size and stable pattern of de

PPPFA exernption is not obtained.

Government envisages SOC expenditure as one of the ke
The 1064 locomative procurement provides a great oppo

This spend will be teveraged to extract SD value in a manner
facilitates diversification beyond South Africa’s current reliance
tradable services. It will address the shortfall in-artisan-and tech
levet and skills capability. An eguitable socio-economic society wi
of HDIs into the mainstream economy within the rail industry.

be achieved from a programmatic procurement of thig
mand it creates. The banefit will obvigusly be limijted if

v levers to achieve transformation and growth,
rtunity to fulfil government's sp aspirations.

that increases employment and also
on traditional commoditias and nen-
nica! skiits by increasing the education
it be promoted threugh the integration
Smail businesses wiil he enabled in 3

manner that allows them to successfully compete in the South African economy. There will also be rural

development throughout the country ensuring the sustainability o

Transnet's main focus with

Our intentioniis to take the rail industry as it stands and fu

Hiustrated in below.

EXHIBIT 48

Fundamental shift of the Rail industry over the next 7 years

k) Local
o  contant
;I‘ad_mia
tapabilit
FE
Jobs

=

Raiil Industry coimponents ae

made Up of 3 high percentage of
et Adlional content

* Lacal capability largety in

raintenance, repair and
sty

* 54 mainiy produces mecharcal

tempunents

Low evaf of [ob crasbon as focus
i PRes on assembly

Lowr tevet of shills 35 3 resudt of
fow comphextiy refng

Urmited smali business
development dise to histoncal
small scaie procurement and low
levels of iocafised production

Al st £6-80°% of the Ray
Induslry components will be koeat
i rate and of 3 global
standarg

ltems designed ang
mivnufactiared iocally
Companents vill b of a ugh
complenty {e 4, electrical)

M2nufacturing apatulity wij
regl rumengus jots (26 000
Jobe) partieyizy focusing oo
Hols

4 large Aaumber of transformed
Small businesses witl devefop in
produce internationat quality
produrts while growing
SUstarmbly

f these communities.

regards to these two tenders will be around the industrialisation of the rai
industry. This spend can be leveraged in order to industrialise this sector'a
large number of jobs will be created while ensurin
products that can be exported. The will also be 2 larg
of new and existing locomotives and wagons, which

nd create sustainability, 4
g that the local industry produces world-class
& portign of spend on maintenance and Lpgrading
will ensure sustainability.

ndamentatly shift it within 7 years. This shift is
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E. SUPPORTING DOCUMENTATION

1. 7-year commodity growth
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2. General Freight fleet runout
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3. Locomotive run-out mitigation

Total Maintenance cost for Wagoens and Locomotives

By inspection the cost per annum ncrease of locomotive maintenance is significantly greater than that

of wagon maintenance. Locometive maintenance increase from R2 377m to R3 335 over the five year
o period 2007/08=2011/12; an increase of 40 percent. By contrast wagon Maintenance, which.does not

have the same jevel of technology, increased from R2 044 to R2 234 over the same period:an increase

of 9.3 percent. Afl maintenance is perfarmed by Transnet Engineering.8

Locomotive class comparison Maintenance cost vs. NTK for the last 5 years
This figure shows the average cost of maintenance per class of locomative 'over the past five vears
against its performance measured in Nat Ton Kilometres,

8 The increasing proportion of Copex to opex in locomotive maintenance is a function of changes in
accounting procedures as a greater proportion of maintenance is capitalised according international
accounting standards.
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The new jocomotives such as the 1SE, 19F and 43D cannot be directly compared to the older
locomatives as the new locomotives have not seen five fufi years of service but even making allowance
for the shorter service, the savings in maintenance costs is evident.

The three lacomotives {excluding the new iocomatives) with the best ratio of NTK/Cost of
Maintenance are the heavy haul locomotives 9E, 11£ and 781

The workhorse locomotives that have a poor NTK/Cost of Maintenance ratio include the 18E, 6E 34-
000, 34-400 series.

The locomotives that have the worst NTK/Cost of Maintenance ratio includa the 37-000, 7E2, 34-800,
and the 33, 35 and 36 clasges, These are amongst the oldest locomotives.
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1. EXHIBIT 47

Lin ontotives I
Lepwes £
g 1
W arepirern) 2 0ag
Tagwey 1430 3 r
(L] ' '
-m_mm‘mm
TAPEX

Y oeaniative | g rasde
_@.mun !QWC

TFR has exhausted the jife extension possibilities of its current “workhorse” fleet which are the
primary contributors to GTK / NTK. Extending the life of “shunters” and “haulers” does not
contribute to increasing GTK / NTK as the locomatives are not used and cannot be used for the
heavy loads of main line operations.

The SMILIP programme for new traction power was developed circa 2002, When this
programme was not accepted TER responded by extending the life of the current workhorse
fieet,

The life extension / upgrade programme included:

= 650 BE1 series upgrade to new tlass 18F providing a 12-18 year life extension. 120
upgrades are stilf be completed by March 2016, By 2018 the first of the upgrades
wiil start to runout.

- 150 class 34 GE locometives programmed for fitting with new Britestar Contol
systems with 55 still to be completed. As the focomotives are already over 35 years
old this is 3 palliative,

- 75 class 34 GM locomatives fitted with new Nexsys Cantrgl Systems. A further 20
are programmed for 2013. As these iocomotives are already 38 years old, this
decision wil} be reconsidered in anticipation of the new locomotives,

- Other interventions were more essential maintenance than life extension strategies.
The above programs result in extend the run out age from a designed 30 years to 45
years,

- The locomotives suitable for upgrade / life extension have already al being
targeted. The balance of the fleet does not lend itself to similar interventions.
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EXHIBIT 48

o

Average maintenance cost compared to Met Ton Kilometres {NTK}
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5. Deployment plan
EXHIBIT49
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AOC-1064-126

GLOSSARY

WUE - REISEIHL

PRZ = PYRAMIC STUTH
BHA = PRALAGOMRL.
HLP - HELSPRNT
¥HD - RAAPLANDEN
KTR -~ HOMATIPOOR §
HLF - HALFIVEG

BLD - BALBANHA

BLE - BELLVILLE

KGR —KALIGERSDOIP
ELN - BEASTLONDON
HAS ~NATALSPRU T
WED -~ WELGEDACHT
KAZ KASERNE

80 - SASOLEURG

UE - MAC KNG

5PR - SGPAENGS
T.T=TRLCHARDT

£PR - BRAKPAN

150 - 1SANDO

BFM - BLDEMFEINTEIN
NWT - HOUBSDORT
HA - HOTAZEL

WG - PCETMASBURG
020 - BEAGONSFELD
FOM - POTGHETSTROON
- 2 KOR

WTN - MEYERTON
*0E - NEWTASTIE
DSL - DANSKRAAL
ONR  QURAAN

OEF - 32 AAT

PE PDAT Euizapc” |

EXHIBIT 51

430 Deplo

etfiipnsy 7an §o

Fingng.atyear 11143 - £3114

142430

R

) £
2 B3 23
| B
W
3 5k
Flsancial Yeas ris
1712
Fisangial Year ]
1213
jr 16 i1 -
.

B R —

P =0 1 -ww»l

307 161 a3 i

Fimancial Year j 1?
= 13/14 L

- Carcading ofloctry gua i this syeotlon 13 par BY
* Tog D0 kdmetiren wil run from PHE e ROE sl
b ellimindted loes changa ol Sty impmying
inen and watgnn cyale Hma
* Furling Wit e dane both i PRalatcrwg dnd AEmaray
Bay

Fransnet Freight Rail

Capital projects

1064 Locomotives Team

18/04/2013

| _Page 720101 |




EXHIBIT 52

AOC-1064-127

Castathng of S5x340°s from the Ore Line 1o GIB
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EXHIBIT 54
New Locomotives Deployment Plan AALSPET
Efficiancy 2nd Yalume Growth w Fiz
Financial vanr 1213 - 2024 +

High Level Defivary, Cascading #nd Run out Ptan far te Domestic and Export Coal Bualness Ltnit ¥

: Fine't Finye | FaYe | Anye |'Finve | Fnve | Fayrl
' 14/15 | 15/36 | 16/17 | 17718 | 18719 || 19720
[T paey f S
BN 2 I 2 =Ty
=

EXHIBIT 55 = gl 1 =
SBRIOVOMNt Strategy & Benefits : Coal ’Wﬁ
Coal : RBCT

# The 19E's will be Increazed from 110 to 222 from 201512016 to 2016/2017. The followinyg strategic
changes are envisaged:

+  Histo be noted that the 222 x 19Biequivalont’s wili run from RCE to varlous mines directly
with only driver hot-gsat chianges.

¢ The process will start 2033/2014;

*  This will reduce the cycle time of locomotives from &8 to 41 hours and wagons from 52 to
42 houra

*  Thiz Increases the volumes capacily of the cusrent wagon flset from 81 to 84.7 mtons,

* By oprorating design aft 19Efequivalent will be malntained In RCH.

*  This requites that alt investment for maintenance at Ermalo fo be raviewed as thig depot
wil be retsined for diese! lacomotivas maintenance (39200's and 4301440°s). Capacity has
fo be reviewsd as'the maintenance work contant on thass focomotives is considorably {9ss
than the cuirent flaet,

*  Richards bay wilf becoma a Atper malnisnance depot. (Based on GF practicas}

# Cascade 11E" ta GF traffic by 201812017 This could reduce 1o zaro based on dus) power
precossing and the ciear the dack position of the 10E1=.

> The whole diasel flast to be reptace by new diesels by 201812617,

¥ Provide for the Under Floor Whee! Eathe at Richards Bay as it witl he o singuiar suger locomotive

dapot for TFR,
» 6TXO!d Diesels {34DATD) swapped with 43XNow Diessls {43D/44D), howevar the figure wilt be
roviews:¥,
Transnet Freight Rail Capital prajects
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EXHIBIT 56

General Freight

»General Frelght trafMic on the Coal lins will be injected with 21 x 7E1 from the 1 May
2013. Tne figure wil be Increased to 48 by 2015/2015,

¥The 7E1 and 7E4 that are ring-fenced for the Coal fine genaral fraight traffic will ryp-
out in 2019/2020, howsver If the effitiencies from PRZ are realized this run.out wiil be
earlier,

»The 7E3 will be cascaded to Pyramid South to capture the growth in Coal, Chrome
and Ferrochrome from the Rustenburg area,

»All 7EY's wiii be cascaded to Pyramié Scuth by 2018/2016.

¥Note that with dual power processing, the 7E type locomotives wilt also be eliminated
from the Coal line.

»All traffic from Waterburg area will be dual powared theroby removing the need for

Pyramid South,
EXHIBIT 57
——— &
Beploymien: e 13

»  The follawing are the benaflts:

+ Reducad fual cons:mption with new diesed ) a5 baing introd:

* Impmyed cycis tmes far refling stock

Improveyt rallzbiitty

+ Better vtilisation of craws

* Reduced handling end shunting
®  anpect on Crew anc Maintenance dapot

¢ Richards Bay to ba the Super Loconiotive Maintenancs depct

+ Standardize the Ermglp dapot to fow iccomptlve types, spacificaty dizzels { 35200's. 430 and aehry |

- Tralnleg crew on the new iccomotives

+ Emolo yerd strength and crew strangin will be raviswed o the new oparating standards

 Hoak off 3t Emisle wil be reviewsd a5 some loading etation can take 200 wagen (rains straight in
*  Necessitted required changes

* System cannot affard 16 run & €9 hour snd a &6 hour cycls as it will not be sapmiass and wili be

somewhat coumter-proguctive,

* This will Byan requirte the $0E1's to be converted to dual pewer for g onp type 41 hour opemtion,
F Eingncial Impact Analysis

“ Savings dug the Introduction of the newr OPErTtIng medde from 3 Septamban

| Transnet Freight Rail | Capital projects
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EXHIBIT 58
o , . AN
Schematic view of the deployment of new lecamotives into the 5
Steel and Cement BUSINESS Uit s o s v Sots &
Flaancial year 1213 = 20121
MJECT
258X208
B4xdaD
RELEASE

ohs b Jancd o 1o v e

=== =i
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| |
Fi ear 12010 - 20i21
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Deployment Strategy & Benefits : SAC

Generatl Freight

¥

The iatroduction of the duai locomotives st Pymmid South will a#e alt flaws fram osigin to destination
on the ACIOC raute nunning with single type of [acomotive. Flows such as Chrome ta Richands bay;
Conl & Iron Ore to N and ¥ iging, C Potok and Including nvar bosder
traffic. This will ellninate traction change over at Py # South and Ermelo there by tmprovi g Cycls
time and enhancing asset wtilisation.

The sfficlancy of 20E's will Flay an Impontant role In the releass of 7E ecomotives to areas whare
they are needed cr for early run-oit to reduce the cost of malntenance, B

Elscurificalion of the section betwesn Thabagiabi and Grootegatuk becomts vital Tor dual ioce
Tysiam, honca the need to fas! tracked to i 1 1

The expectation Iy that once the dual Z0E's are deploynd It wik negate the nead for 1081 In s
current form, this celis for the 10E1's to ba upgraded ta dunl powerad.

Impact on Crew and maintenance depot

¥ Kordosspoort diese! depot toqulred to be down scaled as tha sumber of diesels wll he reduced.

#  Thebazimbi ng longer requized 56 & mai dapot

»  Retralning of crew on new routas.

»  Iniroduca rew book-off prectices.

#  Pyramid South to be 2 run through yard with minimum Processing for maize trains, cement trsing ofr.

¥ Tha raw eloctric lncomotive will be rinning to Richards Bay, Newcastle, Bljtkor and Durban, therefore
thase arsas nesd to p hare for the maii of these k otives.

* Upgrads the caligny depot b increase Ita scope of work and down-scale activitles In Sentrarand
dapoat,

» Polckwane to bo 8 208 and 440 depot

F  Newcastioto ba g 20E depot

¥ The yard capachy at Pymamid wifl requiee to be teviawed

11
Transnet Freight Rail Capital projects
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EXHIBIT 61

FRANGHET

Deployment Strategy & Benefits ; SAC nga“’x

Financial Impact Analysis

Pyramid yarg strength to be sddreased
Gytle tme from Leghalals to Rizhardshay wii tie ptuced conzurvatively by 30 hobirg
This imparis an wagon regu ts for iha thesa tons o by calcofated

Fuet savings fram replasing ofd digsals whh new
Fyramid Scuth and Rustenburg yard nie longer need
PE2's and TEX's. Krugersdorp 340 and the Polokwian

LRI I

ed 2% holdTng yards, pasklng of Pyramid South

views of the deployment of new logaRntives jul

134%43D
121X440

%090 Bang
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Koy i

N i

Fram Fi;m - Feting o S35 el B dnan o S0 Erberwy
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PR Telama i
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EXHIBIT 63

New Locomotives Deployment Plan wﬁ

&iheiency ang Voluinz Srown

Financial ysar 12113 « 20021

e

|

High Levol Detivery, Casoading and Run out Plan far the Hinerat IMning ond Chromea Busineas Lnit 4*

EXHIBIT 64

DEMISHNSN Siratogy & Begefits : nisis

General Freight

- Note the original déplayment was 89 locomotives for retjulrad MDS tons, basad on th efficloncles achievad this
was dropped to 79 locomotives for the seme lons. The GTHs was schieved in advance of what the busioeas casa
staten.

Increase the £2 x 430's et Phatahorwa to Y910 €apiure the growth in Magnetite end esal from Musing by
201312014,

The locomotive cycla Ume haz improved from T2 hours 10 55 hours with the injaction of the 43D

Wagon cycle tims has improvad from 7 days to § days on the corridor,

Deployed 35Dy at Lydenburg

Eliminated iocomotive change cver at Balfast, Rurning the 390°% all the way to Ermelo.

A 100 wagon train was tested succasshully betwasn Lydanburg and Zrmelan,

Stasipaort to be 104 wagen ROP traln

lerenstigate the fiture growth plans for the Roossenokal ares and kaon Withank depot in the meantime

a4 s s e oo

impact on Crew and Maintenance depot
> Nelzprult
* Rolocate the crew ant maintenance depot at Nalsprult fo Komalipoort
Komatipoort
+ Kometipoort to have 3 12 ten crane and & drop-pht.
b Waterval Boven
+ Ralocate the crew dapot Withank and Kematipoort
¥ Lydenburg
* The corridor has baen stzndaniised to 230"y only
+ Fieture malntenancs to be done at Emato
* Reiscate Lydenbung as 2 Laco and Crew depot to Steaipoort

Transnet Freight Rail Capital projects
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EXHIBIT 65
IAAMETE
Schematic view of the deplayment of new lotomotives into the Iron WA
Ore and Manganese Businass Unit Effriency anc Volume Growih é“
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eliminating Eme wastags ang
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EXHIBIT 67

Ore Line

*  The Qrs line 13E wil Incraase from the cument 44 x 182 to 76 x 18E by 201372014 financlal, Thia will
{further be Increase by 24 x 15E to maet the MDS volume hudgats,

#  The 30 x 9E will be reduce to & rough figure of 4 Yo catsr for GF traffic on the Ors Line and mira
shunting requirertmit, This will address the Saldanha Coal servics snd the containarised
mangsnese to Saldanha.

¥ An Injsction of 30 x 430's wili be used tu on the fong tralns due to power upply canstralnt This wiit
afso inprove rliability and fuel congumption.

»  The 34 class diasels will reduce to 30 x 34D's to cater for other GE traffic, fnfra and shunting

PUIPOSeE, 3
» iy 20172014 ait disseis on the Ore Lins to be replaced by the naw 44D dicsels

General Freight Lines

¥ The deptoymant of the few electric dual g il Aivos witl bring banefit In the mannsr in
which trains are oparsted. The new ACIOC Jocomotives will have the capabiifty to run through the
Interchange at Beaconsfield and Baaufort West thesahy sliminating traction change over ime.

» The dual p it ivas for Pastmasburg depot will sorvice bath the PMG-SE route snd the
Gavtang-Cape Town/PE route with Swartkopa belng tha super depot.

# Swartkops 7E's retired i 20152018, 31XPRZ TE2 eascaded to Swartkops to be retired In Swarkops
tha 20182017,

* 16E1240 ba convarted to duat power locamotives and this wil Impact positivaty on the cycie times,

Impact or: Crew and Maintenance depot

# Basconsfold maintenance depot no lenger reguired

¥ Ihvestigats the possiblifty of De Asr aa » book-off Place

* Postmasburg to be the a ceitical bwn around locomative malatenance depat.

EXHIBIT 68
Deploymen: Janafils : IOM
Flnancial impact Anaiysils
Car prdd Irdr e Tatly anf K ovement in cycle th
It i 2 achileved with movieg (= and 344 to 15F and 43608
T it e around 138 litrgs
apagity imvied at Kimberiy duste r e o3t shanges
*erkingpnl TWS 7 F1 520460
Transnet Freight Rail Capital projecss
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EXHIBIT 69
ARANTIDS
Deployment Strategy & Benefits | [OM '&
Flnancial Impact Analysis

#  Car and contalnar brains 1o Kaalfoniein and Kazaras from PE will have sa impcovemant in cycia tima
of 1§ hours

r  Further fuel saving will ha achieved with ragving the combination of 185 and 245 to 15E and 42000
this is approximated to be around 1M Etres

+  Yard capacity io be reviewerd at Himbarly due to run through and arly hot seat hanges

- Parking of 8WS 7E by 2015/2016;

Transnet Freight Rail _ _ Capital pro_jeéts
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EXHIBIT 71

Peployment Strategy & Benefits : CAB

General Freight

¥ KazerneiCity Deep

* Postmasburg/Swanlkops 20 locomotive fluet will catar aizo for the cormidar to Cage Town, This
will Imiprove the containar services betwean Gaiteng and Caps Town

. RmemcomhmhMEﬂumtomnv}a“ foid. Including the motorcars.
* This witl Improve on the zysets cycle Hms tharghy eliminating traction change overs at
Beaconsfleid and Beaufort West.

¥ Impact on Crew and maintenance depot
3 Retraining of crew an the new Jecomatives.

#  Introducs book.off whaere feasibls,

» Bailvilie to be major dapot whils X L & 3upporting depat for the new alectric
locomotives,

# -Revlaw viability of Weatworth main tepot idering maintenance cycls imes of

440's varsus 370°s and tha 370 failures rates,

» Financial (mpact Anzlysis
+ Ferol savinGe when reniacing 34137 wih 4405
+ Parking of Weniwonth 370 by 200 13848 568 2 anmfonte n 350 Ty 2RITIENE SAVING

EXHIBIT 72
— — - B
Sehemiabicuiae nent of new lecomotiyv =1 1o
fimber, Bulx L} a Trade Businass iz,

Financlas year 12013 - 2064

INJECT

15X44D

IRcrease capecity o move more
volumes and re-deploy CBE VE to SWS:

+ Dreaglse tha seetoss SFR-CHE a5 weit as
EME-PSH
The tgranes s I¢cos tna will be fraat by
CEPlOYNG Naw s 1 othar BU's wil oy s
Elv ot2 nale in mGreaing Agncuiure arg Anca
Trivie Bu) capat.ty

+ The 350 ikt wil be rteased from /SPR when
Wyachig 340 8 will Be sent 10 CBE for (he 130
Ina: wit b rusing cut

* The 130350 it wi be released leom BLE
whon iyechng 347 s w CIM;

16X35D
SURPLUS ¢ :

f
i
1
:
i
| T —
: @ Fropaiad Fnlieg Facitiny

LOOKING AT YARDE ARDUND THE NETWGRK -
.. FORUSE il SHUNTING ACTVITIES , - .
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EXHIBIT 73
IRANEHES
New Locometives Deployment Plan wﬁ
EHicizacy and Voiume Grows

Financial year 12143 = 20021

—— P 0 l

High Leve: Daibvary Chazudlag and cut Plan far the Agrieu twre ang Afica Trade Busiiess U |

=

i Strategy & BeRenits" Ll

vg:-;a

Freight

and dopot will start to recelve 18E° from 201*

ctives will be phased aut by 2096/2017, with the rest upgraded {0 18Es,
Springfontein to Esst London and make Springfontain & run thiough yard,

The dapots undar ABL will ba stantardised to 18E's on [C aress,

The Polokwana 340 retived b 2020/2021 as we rective new diesels,

Impa w and mal t ﬁ E-:..l'
F Rat the naw locomotives.

» Introdu ;E}np feasitio. 'l|::':.

Eravfort West Ao longer raquired as & change ~over yard
-
S .1..

STATE Ch

L
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6. Business unit power sheets

See attached power sheer excel file 20130418 Supporting Document E6G Business Unit Power
Sheets”
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7. NPV analysis

WACE B
Drstonsnt facine |
L] f
] 057
olume nceases
Escalation factor 0B ; 95,
P Hromnt Factor I 1%
Present Value to Start of Fin Year 2004
Total valumes {Nat tans) 2] i} izr 151 163 170 170 g 1m0 in e W i 14 (K]
Ficretnentsl Volume s [het tons} 1 7 n a 55 " L. ] -] L] . ] T b - 13 5
Tandls Avatags (7 0km} DA2 11 0.48 .50 a5 058 (111 11 150 20t 240 2 30z iz 339
Hwwrage digtanee (Ko 552 551 553 5
Revanie 10% 14 7 1855
[ atwioemtreo 2000 w7 3w
Diwsed TED
Imtral capical qullay B 114 2581 PR )
Dusposal value 1
Fuet RBLT : L] 24 EFly 173 i 7814 LAY &055 6577 5800 194 7067 2 n
hanlenance 184 1 ] 63 1] m i 4 B9 584 1687 7187 i1 470 L] L4
Personatl cast 215 b 130 255 a3 558 2] 1018 a5z p1i ] 1788 1371 inrs [~ 0 q
Ingurance 4 ¢ 2 5 T 10 1 16 o] kL) E" ] i1 3 12 0 [
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9. Fraud risk management plan
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10. 7-year man plan

AOC-1064-145

[ Yr1213 | Yr13/14 | Yr14/15 | Yr15/16 | YH6/17 | Yr17/18 Yr18/19 |
Natcor
Required 752 805 851 1025 1137 1205 1278
Available 408 408 408 408 408 408 408
Delta 344 397 453 617 729 797 870 |
Natcor2 | . J
| Required 216 231 247 294 327 346 367
| Avaiiable 146 146 148 146 146 146 146
Delta 70 85 101 148 181 200 221
Coalline | I | ]
| Required 783 838 836 1067 1184 1255 1330
Available 417 417 417 417 447 417 417
Delta 366 421 479 850 767 [ 838 913
Ore line !
| Required 158 187 179 213 236 250 265
_Available 107 107 | 107 107 107 107 107
Delta 49 60 72 108 129 143 158
Capecori&?2 _ I
Re:iired 598 640 885 815 904 959 | 1016 |
Available 426 426 426 426 426 426 | 426
Delta 172 214 259 389 478 533 | 590
Hockeystick =
Required 278 297 | 318 379 420 446 | 472
Available 191 191 191 191 191 191 | 191
| Delta 87 106 127 188 229 285 | 281
Wesicor 1= | __—
Required 128 137 147 174 194 205 217
Available 109 108 109 109 109 109 [108
Delta 18 28 38 65 85 96 | 1c8
Northcor Y . L §
Required | 236 | 253 270 322 357 378 401
| Available | 158 158 158 158 158 | 158 158
| Delta 78 95 112 164 199 220 243
| Sentracor o N
| Required 270 289 309 388 408 433 459
Availabte 208 208 208 208|208 | 208 208 |
Delta 62 |81 101 160 200 225 | 259
Easicor R . el
Required 212 227 243 289 321 340 30 |
Available 180 180 180 | 180 180 180 180
Delta 32 47 83 109 141 169 180
Y1213 | Yel3/14 | Yri4/415 | Yr15M16 | YH6/17 | Yi17/18 | Yrig/19
Requlred 3629 3884 4155 4946 5488 5817 6165
| Available 3100 3100 3100 3100 3100 3100 | 3100
| Delta | 529 784 1055 1846 | 2388 2717 3065 |
Fransnet Freight Rail Capital projects
1064 Locomotives Team 18/04/2013 | Pagegiofion |
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11, Infrastructure plans
EXHIBIT 75

Track / Perway - Axle ioading {Current status) —

Transnet Freight Rail Capital projects
1064 Locomotives Team 18/04/2013
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EXHIBIT 77

AOC-1064-147

Expanslonary infrastructure expenditure timeline

P Sl

fefraatructuie » ingrease avie loa

srpansicn * increase coat line capacty to

Parwayiinie Bimt
inadirmg * Eskom 32mt

Swai eail ink 15mt.

project
Partial doublng of RCE-Nsezi ina
Waterberg ~ Phases 2-5
atditiana! passkag doops
* Manganese J6mipa (Hotazel -
oega)

Increase axle loading an
Groenbult- Hoedsprult

¢+ [ncrease axie lozding
Increase coal line capacky to Bimt

doubling}
¢ Eskom 32mt project
' Geiuksplaes grade teparation
* Line triping Brocdsnyersolaas-Ermeln

foops
v Manganese 16mipa {Hotazel - Coega)
* Oreling Phase 24 ts 32 Smitps
*  Swad reil Jnk ESme

Increase elettrical capacity on lhe  * Manganese 1amips New and Upgraded
AC section on the coal line
Upgrade secticn Roodkop-
Newcastle. Manganese Jamitna

substations
* Orelife Phase 34 bs 62.5mips power
upgradte {mcding of GHTE)

fievs and Upgraded sub-stahons fncrease elactrical capacity an the AC

and GHTE

QS e Mangansse |Smipa
[

han

section o0 the coal kne

Coal 9imt praject

bpgrade substations and electical

Squipment

& 2 with the ¢ :on of ey
GL to 25kVAC Ermelo-Fyramid Seuth

*  Pyramid South - Lephalale:
Communication based suthoresation
{CBA]} pilo} instabiation

* Hanganese 16mipa

Coal $tmt profect (mcluding CGverall tunnal-

Waterberg — Phases 2-5 addtonal passings

Increase adte loading

Qvarall uanel doubling

Coz2l 31mt projert (induding
Dvervanl tunnel dovbling)
Eghom 32mt profect

Line tripling Broodsnyersplaas-
Ermnetc

Swad rail fink 15mt

Doubling of il aitical d

Campletton of the convartion of
SKVDC b 25RYAC Ermeds-Pyramid
Sauth

* Coal Sim! projert
= [Eskom 32mt project

Upgrade substabons and electriral
tulpment

Waterberg - Fhase & [ 23mipa)
LOMMENCe with the efectrifcation of
Thabazimbi-Lephatale

Conversion of 3kVDE to 25KVAL pn
Ermyalo-Pyramid Sowth

Commence with the re-sgnafing of
tha coat iine (CaA}

EXHIBIT 78

Frock 1 Pamn

hing L iS4
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EXHIBIT 79

Electrification (Future status)

AOC-1064-148

EXHIBIT 80

Maintenance infrastructure expenditure timeline {1/3)

Incraase er-trach machings SapaLivy
and profuctivity

Agcstzrated 2l replacement (7650
ko BEShm)

Increase sewger replacement

{400 000 - 550 000 fyear)

Increase ballast screentng {E95%km
TEQkm)

Ore Hrve £ail reak mizigation plan,
Wayside 1'telfgent Longstrass
mdasurament Systam (WILMAJ,
URrasonic Broken Raid Detactor
System (UBAD)

Inceaqye onebrack machmnes capacty
and predurt-vity

Ercalzratad eail eplacement [@a5knt
ta 1 Q§Skm)

Increase shaqper replacarnant

{E5¢ 200 to 850 H00/vaar)

Ircranse ballast scrasming Y50 ~
BOGkm}

Lorgstress measuramant Systamy
{WHLMA) for core lines
Infrasiructuns sustalns {Ceneral
FreEght business) tunnels and brdges

* UBRD sysisms on Genaral Fraighy
Longstrass messuherment systam busineys cors knes
(WILHA) - hateor and coaf line »  teve) uusing almination/teval
Infrastnncturs sustalns (Genent £rssing pratction {new
Fraight dusiness) tunnels and bridges Inidges/priection systems)
AddiEoral Lhree rail trping " Drainage rehabilitation
Levei cragsing sliminatian/Level LI k 4
Cresslas protection {new * Inslaf whest impac monitarng and
brdges/pratection systems) 1:—,;,,4‘” motig paw ﬁmm P
Truinage rehabdicetign: ! (WIS spstens

Formation rekaniditation
Instalf wheel impact manitcting snd
welghin motion (WIM-WIM) systerm

IncrEase arv-track machines capgcity
and productivity

Acraltrated ol replacament

{3 065%km 10 1 200km}

Mawntsin Heaper mplacement 3t 550
{00/year

Increasa Dallast sceetning [B00m -
AEGkem)

Legsiress Mmeasutement systems
[Wilral far core Jines
Infrastrutiuse Sustan (Ganer
Freight businece) mraats and bridges
BRI systams on Gengrat Freight
businesses core lnes

Level roseng efiminabion/ise
crosging pratection {new
bndges/protaction systems)

+  Dramage rehabibiration
*  Fommation rehabdlitation

Transnet Freight Rail

Capitzl projects
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EXHIBIT 81

AOC-1064-149

Maintenance infrastructure expenditure timeline {2/3)

Pritnary cirtuit Sreaker saplacamant
Traek breaker reglacement

Upgrade and replace switchgear
{eksbribution subs)

Traction svbstations 25yesr eoycle
irerasntion

Traction substatiens 50-yaar becycls
intersarinn
Sahotagevandahsm/theft proects

Congol datton af single manned
cabing

Cantral sabion of £TEs

Subsystam reslacamant to extend Hie
{e.g., replage track RCiLs, ramatke
contrt] systams, pOwer equipment )
H-grita systems from capper to optic
fibee {ooat ine, Mampenese comidar,
Matear, Sentravand ares, Houtheuwe
~ ¥lerkzdorp)

1nstaliation of ¢ .

systems (thren cHot sitas)
Resgnaiticg of Kamfersdam -
Pastmashurg

Resimaling of Belliie - Well ngton
Recgnalling of Uimgen: - Stanger
In-mabicr weightridges
Upgrade/sepiace measurament
systEme

* Primary cirtuat brtaker replacament

*  Trck breaksr replagamen

*  Upgrade and replace switchgaa:
{dstribution subs}

* Traction subsistions 25-year bfecycly
intervention

" Tratuon substalions SEyear [facycie
intervention

*  Sabotagzfvandaksimithef: propcts

*  Cemtrabisatian of CTCs

* Subpystem regfacament to evtend fife
2.5, teplace rack irmuits, remote
control systems, poner fuipment)

* Mgrale spsiems iram copmer bo optic
fibog {Port Elizabieth - D Anv, e Aas
= Watlngton, Empangeni, Ogies)

*  Ralionaksation of signating tystems
ih the cenirat regon {Gautang pred)

* Remodeling treck lavayl 3nd
resignallng Gauteny arsa (Blshung -
Ind a - Jupiter - Watties)

* Resigrafling of Setvia - welington

* Resrabling of Umgasi - Stangar

*  Reglace PEL interlockings in the
Kargg snd Port B.zabeth

* Upgradefreglace maxsurmmant
Syatems

Traction substations 35-yaar Hacce
inervention

Traction substations St-yzar iifecycle
intervenbion

Sapatagaivandahs mythefl projects

Subsysiem replacemient ta extand life
{£.g., remlace track elreults, remave
caniedt systems, power squipment)
faigrate systanss form Copper 19 optic
fibsre

Replace PEL inariockings in the
Karoo and Part Ellzabeth

Gl bine: Upgrade/meplace the
Vehicle ideabfication Systam {v1s)
Rasignailng projects an General
Freight business nes commance

EXHIBIT 82

Upgrade nabanat pptical fibee cable
hbwori

* Lpgrade narona Dpt<s) fikre cahis
fittwark

Upgrace nationai agteat fitre cabile
Ntk

i *  Upgrade and replace acesss * Upgrads and replace access * Unagrade aad replacs acress
multpheers madtimbarers mult plarers
*  Improvatran commamiation v ral *  Improve U OmmuACalen - rat
tunnefs countryvnde tunneds countrpw.de
*  Pravision of new tefacommunicaton " Frovison of ned tee T
backbone infrastrctuns Bakbane infrastrs
* Tr¥n ridics Fhass § * Tran redios Phase 4
+  Agplace unistzble masts and towers *  Regface unstabie masts and Lowers
*  Deecopper in Empangsai, Enmels and
Oghes
4
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12. Wagon requirements
EXHIBIT 83
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13. Locomotive types and capacity

EXHIBIT 84

The GFB fleet currently has a total capacity of ~92 MGTK per year

Electric Diesel

Loco Number  Total capacity Loco Number  Total capacity

type in flaet (MGTX p.a} type in flaet {MGTX p.a})
&E 75 2,507 33 S 38
7E 216 23,224 34 318 7,685
8E 37 1 % 35 146 1,606
9E o - 1] 35 1‘5? 244
1DE 104 13,795 37 70 1,372
11E 1 13¢ 38 38 837
14€ & 330 3% 53 2,852
18E 557 34,026 43 53 4,235

;:;;m 1038 w74,031 ' Total 850 is,szs

AOC-1064-151

The current fleet is made up of 66 percent electric and 34 percent diese! with 3 total fleet size of
1,888 iocomatives and capacity of 92 million grass ton kilometres per year. The active GFB fleet
includes both the operational fleet and the fleet undergoing maintenance, but excludes mothballed
locomotives. The operational fleet consists of the locomotives available for aperations. Typically, 12
percent of the active fleet’s locamotives are undergoing maintenance or minor repairs, but this
varies depending on the leve! of reliability of individual focomotives and locomotive classes at any
point in time,

The operational fleet is categorised into “shunters” and “workhorses.” Workhorses are the prime
movers, haulingleads hetween hubs, and generate the income earning net ton kilometres, They are
TER’s Inputs in jecomotive efficiency maeasures. Shunters are primarily used ta place and clear loaded
wagons and compile trains before departure. Although shunters are not prime Income earners, they
are an essential component of cperations and an overhead cost that must be covered,

14, Locomotive specifications

Locomotives have & long lifespan and the technology is constantly evolving. Therefore, to maintain
efficiencies and capacity, TFR needs to procure recently designed locomotive types that not anly
enable it to deliver on the Fleet Plan but also capture the aforementioned operational efficiencies.

Transnet Freight Rail Capital projects B
1064 Locomotives Team 18/64/2013 Page 97 of 101



AOC-1064-152

EXHIBIT 85
K= ]
General locomotive specifications
Lecomaotive feature Electric Diesel
* 25kvACand Ikv  Dissel i
Energy source bC j
Maximum axle load | N N e
{tonnes)
3
Continuous tractive 15082/ CoCo | BoBo .  Coto - !
efforts 267 400 267 400 H
34 34
gase speed :
Maximuni operating S A
spaed (kmyfhr)
EEBoBe 2SN kw 2t 34 kefhrand Co-Ce 3778 ki AL 3 kil
SUURCE: 108+ Loog Busimes) Case AMnexur k- Lndoholive SPecRcatons '

Exhibit 9, above, shows the high-leve! specitications of the locomotives to be procured. A major
teature of the procurement is that it offers suppliers the choice of providing ejther Bo-Bo? or-Co-

Coll wheel configurations. it also requires the elactric locomotives to run on both AC and D€ lines
given South Africa’s gridiine structure,

The proposed locomotives have significant improvements in engine design and lower poliutants per
tonne kilometre. They are 8 percent more fuel efficient and are also more powerful, with a
continuous tractive effort of 349 kN compared to the 218 kN of the ciass 34 diesels in dry conditions.

A direct comparison of ciass 6 and-18E to the proposed new locomotive is not possible. Howaever,
our knewiedge of and experience with the recently delivered 19€ and 15E Suggest TFR can expect an
electrical efficiency improvement of at least 18 percent, as well as regenerative capability that feeds
power back into the Eskom grid. The design calls for a tractive effort between 267 and 400 kN, which
Is considerably higher than the 170 kN of the 6E series or the 200 kN of the 18£ series.

15, Technology

The new locomotives will all be 2quipped with new technology which is currently being retrofitted to
the existing fleet. The technologies are summtarised below.

9 Twa-wheel configuration

10 Three-wheel configuration

Transnet Freight Rail Capital projects
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¢ Integrated Asset Tracking to track lotomotives and wagons using & combination of
tracking technologies including GPS and GPRS,

¢  Electronic Contra! Pneumatic Braking {ECPB). This enhances the current pressurised air
brake system by sending an electric signal via a control cable simultaneously to sil
wagons to apply their brakes. This eliminates the propagation delay encountered in the
traditional system where the signal is pneumaticaily transmitted from the locomotive
down the length of the train. A result of this system trains brake more responsively and
more evenly and safer, It is being implemented on all 200 wagon trains.

*  Radio Distributed Power enables driverless locomotives to be placed within the lerigth of
the train and remotely control them from the lead locomotive. This enabies longer and
safer trains as the tractive forces are more evenly distributed along the length of the
train. Coupler breakages betause are reduced to being eliminated as the tractive forces
are no langer concentrated at tha leading Jocomotive consist.

This technology was pieneered on the iron Ore Export Line and will be used in other heavy haul
operations but will not be universally fitted.

*  Cab based authorisation, control and communication systems. This cab mounted
equipment provides an unobtrusive visual display to the driver with easy and intuitive
contsols and inputs. There are also interfaces to the locomotive controls providing
automatic stop features in the event of over speeding or failure to adhere to a valid
coemmand,

All new locomotive designs will incorporate the design ergonomics of these systems and interfaces
to the focomotive controls conception through to commissioning.

Retrofitting this equipment to existing locomotives almost always results in suboptimal ergoenomic
designs and control interfaces.

* Electronic Fuel Injection Engine Technology provides hetter green fuel efficiencies and
higher power output using micro controllers that intelligently switches the engine on and
off to eliminate excessive idling. Indications are that these could reduce the energy bill
for these locornotives with up to 10 percent.

¢ Datatoggers report on the condition (health) of the locomotive fleet, thereby-optimising
maintenance and improving efficiencies in the maintenance of the locomotive fleet. It is
planned that this information is transmitted back to the central locomotive contro! for
maintenance planning and to analytically develop preventative maintenance measures,

*  Trip Optimisers are being tested and evaluated for diesels and are being considered for
electric locomotives. The Trip Optimiser results in significant fuel and energy savings as it
computes the best match for the throttle /notch position of the locomotive to preloaded
profile for the trip and running time to be achieved. Using the trip optimiser ensures that
only the optimum power is applied at any one time and integrated over the trip, the
migimum energy is consumed. As a stand-alone system with automatic throttie contral,
energy savings of 3 percent - 17 percent are indicated in the commercial literature
depending on the locomotive type, track conditions and driver behavioyr. Further savings
are possible depending on the degree of integration into other systems such as Dynamic

Transnet Freight Rail Capital projects
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Brake Controf, Integration with Train Authorisation Systems and ultimately Movement
Planning.
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CONTENT OF MEMORY STICK MARKED AS ANNEXURE “AC 3”

Screen print of the content

MName Date madified Type Size
ﬂ"' 201320418 1064 1100 Locomatives Business Case WithAnxdocx 06 Jul 2079 20:54 Microsoft Word Document 11,707 KB
B 20130418 TRX Business Model validation Finalxlsx 13 Nov 2019 1524 Microsaft Excel Workshee

Content of the memory stick attached as Annexure “AC 3”

# | DESCRIPTION ANNEXURE

1. | 20130418 1064 1100 Locomotives Business Case_WithAnx.docx “AC2”

2. | 20130418 TRX Business Model validation Final.xIsx “AC3.1”
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Annexure “AC3.1”



VISIBLE AND HIDDEN WORKSHEETS IN ACTIVE WORKBOOK
20130418 TRX Business Model validation Final.xlsx"

# WORKSHEET VISIBLE/HIDDEN

1 Productivity lookup Hidden
2 Gross KMS lookup Hidden
3 Bus case output

4 NPV

5 NPV Output Hidden
6 NPV calculation (WIP) Hidden
7 Demand linked Loco calc Hidden
8 Main control input

9 Loco efficiency MGTK

10 Loco efficiency loco check

11 Volumes MDS output

12 Loco requirement

13 MDS shortfall calculations

14  |Supplier Procurement Calc

15  |Tariffs Data

16 T.C.O Locos Capex

17  |T.C.O Electric Maintenance

18 |T.C.O Diesel Maintenance

19 T.C.O Non Maintenance

20 |Inputs Hidden
21 GFB Productivity per loco

22 Current fleet tech allowance

23 Procurement timelines

24 Data List

25 Loco efficiency_Old

26 GDP growth

27 USD inflation

28 FX Futures

29 Exchange rate forecasts

30 Bank forecast exchange rates

31 Data sheets ----- >

32 SUMMARY Year 13_14 updated

33 12_GFB runout

34 Loco type info

35 GFB Locos -Stevens-Latest

36 MDS Latest - BU GROUPFLOWS

37 43_GTkm_Monthly

38 TFR Performance History

39 Raw data sheets----->

40 Historic Input

41 IS Inputs

42 Mtce_&_Pers_Inputs

43 Vol & Tariff Input

44 Wagon Input

45 Infra Input

46 Locomotive Input

47 13_GFB

48 Loco type (2)

49 GFB Locos

50 BU GROUPFLOWS

51 Infrastructure

52 fleet breakdown

53 Historical TFR capex

54 Data TFR capex

55  |Treasury curve hedged rates
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Productivity MGTK (13/14 to 18/19)

13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23
MDS required capacity 86,401 98,479 120,811 138,409 148,467 158,434 158,434 158,434 158,434 158,434
Existing fleet capacity 79,403 79,697 98,478 101,730 90,848 86,130 83,091 72,165 67,476 63,109
Written off (lost) capacity 1,101 2,201 3,302 4,446 5,591 6,736 7,881 9,026 10,171 11,316
Required capacity 8,099 20,983 25,634 41,126 63,211 79,040 83,224 95,295 101,128 106,641

Cashflow schedule Snapshot (13/14 to 20/21)

PV 13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23
Revenue 109,104 272 1,855 5,517 10,847 17,437 24,195 30,066 32,111 34,038 36,080
Diesel TCO 22,080 2,674 3,323 4,040 4,846 4,729 3,047 3,323 3,530 3,744 4,257
Electric TCO 21,763 318 2,016 5,216 6,033 6,892 8,481 2,656 2,749 3,013 3,234
‘Wagon costs 12,463 3,028 3,456 3,579 3,474 2,943 1,178 653 702 749 799
Infra costs 18,491 1,085 3,171 4,173 4,272 4,719 6,803 2,253 2,406 2,550 2,703
Overheads 23,910 112 660 1,585 2,781 4,055 5,163 6,332 6,763 7,169 7,599
Tax costs 7,658 0 -341 -789 -1,039 -1,016 -238 1,760 2,640 3,530 4,303
Net Cashflow 2,739 -6,946 -10,431 -12,288 -9,520 -4,885 -239 13,088 13,322 13,283 13,184

Capital expenditure schedule

Rm Cashflow PV 13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 jtal exgenditure
Diesel capex 8314 2,433 2,552 2,709 2,881 2,064 0 0 0 12,640
Electric capex 12,252 300 1,860 4,665 5,042 5,360 6,284 217 0 23,728
Wagon capex 10,017 3,022 3,417 3,462 3,228 2,559 649 0 0 16,337
Wagon copex 1,583 3 23 70 151 242 339 420 452 1,700
Infra capex 9,513 1,026 2,787 3379 3,023 3,092 4,967 0 0 18,272
Infra copex 8978 60 384 795 1,249 1,627 1,837 2,253 2,406 10,611
Total 50,656 6,844 11,023 15,079 15,575 14,944 14,075 2,890 2,859 83,287
Locomotive contingency 1,189 168 m 453 486 456 386 13 0 2,232

Fleet requirements (based on Fieet plan and existing fleet runout)

Required at start of year 13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22
Diesel 59 148 242 368 459 528 558 603 652
Electric 58 144 147 238 415 536 611 706 744
Total 117 292 388 606 874 1,064 1,169 1,309 1,396

1064 Procurement (RFP delivery schedule)

Locomotives at start of year 13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22
Diesel [ 100 200 300 400 465 465 465 465
Electric 0 0 65 195 325 455 599 599 599
Total 0 100 265 495 725 920 1064 1064 1064
Estimated Shortfalls 13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22
Diesel 25 32 25 51 43 63 93 138 187
DC 58 66 43 4 50 33 [ 10 47
AC [ 0 0 [ 0 [ 12 97 98
Dual voltage 0 56 6 17 18 22 0 0 0
Electric 58 122 49 21 68 54 12 107 145
Total 83 154 74 72 112 118 105 245 332
Delivery Periods E[M 14/15 15/16 16/17 17/18 Total
Quantity of Locomotive 100 100 100 100 65 465
Delivery Periods 14/15 15/16 16/17 17/18 18/19 Total
Quantity of Locomotive 65 130 130 130 144 599
100 165 230 230 195 144
Year 1 Year 2 Year 3 Year 4 Year 5
Diesel into service 8 8 8 8 8
Electric into service 5 1 1 1 12
Number of Cumulative
Fleet type T GTKm per loco GTKM
6E 75 33 2,507
7E 58 130 7,520
7E1 48 107 5,137
7E2 45 94 4,217
7E3 65 98 6,351
8E 37 1 19
10E 104 133 13,795
14€ 8 41 330
18E 597 57 34,026
33D 5 8 38
34D 318 24 7,689
35D 146 7 1,006
36D 167 1 244
37D 70 20 1,372
38D 38 22 827
39D B 54 2,852
430 55 80 4,395
Total 1,889 49 92,324
GFB Tariff Average (R/NetTonKm)
13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23
0.42 0.45 0.48 0.50 0.54 0.58 0.63 0.66 0.70 0.75
Volumes (Net tons)
13/14 14/15 15/16 16/17 17/18 18/19
MDS target 91 104 127 151 161 170
Existing Fleet 83 82 100 106 92 85
1064 L | 1 7 21 41 60 77
Volume Shortfall 7 15 6 4 9 8
Capital expenditure schedule
Rm Cashflow 13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 Total
Diesel capex 2,433 2,552 2,709 2,881 2,064 0 0 0 12,640
Electric capex 300 1,860 4,665 5,042 5,360 6,284 217 0 23,728
Total 2,733 4,412 7,374 7,924 7,424 6,284 217 o 36,368
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MEMORANDUM

Ward Epananst.onat

To!  Transnat Board of Directors (BOD)
From: Brian iMolefe, Group Chisf Executive

SUBIECT: INCREASE I ESTIMATED TOTAL COST {ETC) OF THE ACQUISITION OF
1054 LOCOMOTAYES FOR TRANSNET FREIGHT RATL'S BENERAL FREIGNT BUSIN

B 58
bl
{GFE)
R e T D L e 2 e B L 2 P e T WA, T3 07 Tt TS AT 6 X TR MR T it e im . b obms L 420 mp e i v o e
PURPDSE:

1. Tne purposz of this memg is:
a) fortha BOD to note tha reasons for the incresss in ETC,

D} to request that the BOD approve an increase in the estimated total cost (€TC) for the
acquisition of 1054 Locamotives for the General Freight Business of Transnat Freight
Rail from R 38.6 billion to R 54.5 biffion.

EXECUTIVE SUMMARY:

2. Insummary the increase in ETC of R 15.9 blliien can be atributed o the following:

’ Updale of businass case for updated economic factors RS54bn 349,

| Risk Mitigation - Forex and Escalation R 9.5 bn
l TE Stoss R2.6bn 16 %

59 %

| Contingencles R49bai 319 |
I F oL N L

| Lower capital zcquisition cost of the locomotive obtzined
| through the compatitive tender and hegoliztion, process lass
| the batén pricing edjustment of R 2.7 billon,

cmmnm e I

——
R~85bn| - 419%

3. 93 % of the ETC increase relates to changes in market conditions and the risk tolerance
lzvel of the company. Whilst 16 % of the ETC Increass relates o strategic factors such
as localisation and competition. These Increases have been offset by & compelitive
tender and negotiation process that realised & benefit of 41 %,

4,

On a like for ke comparison the new price including TE scope of R 40.0% billion
(excluding nedging and escalation) is only 3.89 % higher than the approvz;%\g‘r Cof R
38,6 blflion. The balance of the ETC increase relates to risk m!t}giﬁ’ﬁ wnd steategic

C
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concessions such as bateh pricing.

5. Reglments Capital {using an fnternational expert) banchmarked the Captial Acquisition
Cost of the locomotives at the “best and final offer” stage of this transaction and the
results Indicate that the price baing offered by the bldders is feasonable, Glven thae
forex, escalation, economle factors and batch pricing Impact 1s subjact to market
conditions it can be deduced that tha final contract price Is also reasonable,

6. The need to Intwr these Costs has been justified and the associated costs are
reasonable n the circumstaneas

L=t

7, The MPV of the businass €35 remalng positive at R 11.88 biliion,

8, Impacts oa the 2018745 cor

porate plan has bean asese
Consaquantly the R 54.5 billion is

,,,,, ed  and raldgated.
sffordable and reasonasls,

[Ea)

Risk mitigation measiures have been daveloped and are being implamantad o Enstrs
benefits are realised.

16, Significant sacio economic bensfits such as facalisation and.job creation will ba rezliseg,

L. Significant beneht vill ba achlevad by the Compaty Including additional volimeas earlier,
additional cash flows, a strongsr balance sheet, whi

ilch should enable Sreater capitz!
expansion in future,

12, This acquisidon in LONRINCEOA With othar focomotive acquisitions will significantly
coptribute towards the Company achieving its original M5 targats of 350 mt by
2018/19 and Consequenily Is fully allgnad vwith the MD3 of the campany.

13.The strategle, commarcia! an 260D economic bens

Aits associated with th
will significantiy oubtwaigh tha capltal cost,

is acquisiton

BACKEROUND:

14, The acquisition of 1084 Locomotives was Epproved by the Board of Directors in April
13 ata cost of R 38,6 billion, This 2xdiuded tha following castse

& Th2 cost of chzngss in economic conditions (forex ans
approval of the busingss cass and avard of the gontracts

b. The cost of hedglng for foreign Excharngs movements;

€. The cost for futura Infiationary escalations;

d. The cost of zdditionz] scape for Transnat Enginezring {Te);

Inflation) between

15, Tne rationale for ths jnvastment is ta increase the capacity of TER' GFB from 80mt to
130mt In terms of the Market demand Strategy {MDS)

16, The ecquisition of 1054 Lacomotives for GFB was approved by the Shareholdar Minlster
{Department of Public Enterprises) on 3 August 2013,

17. Although the approval from the Minister was not subject to a final cost of R 33,6 blilion,
for good governance and for information purposes a Jletter wili be seat to the DPg

in ETCTor 1854 GFS Lecomey TR

LA
Lg% 85 \

et
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advlsing of the final £TC,

18. Four contracts o gcquire 1054 locomotives ware conciuded on 17 March 2014 at a cost
of R 49,5 bliion including ths cost of future escalations, including additional scope for
TE and [ncluding foreign exchanga hedging COsts thus resulting in an Intreass in ETe of
approximately R 15.9 biflion {inciuding a 10 9% contlngency),

15, As per thz DTT codes for local content, tha tendar Process required that bidders excead
& minimum Supplier Development (SD) threshold of 40 %, Al blddars Extzaded this
threshold, All the bidders met the minimum thresholds for local content of 55 o for

digse! lotomotivas and 608 for electric locomotivas.

20. The locomotives vl be delivared 2t a ratz of 12 locomotives par MG ber bidder at

23% production as per the summarisad delivery schedula below (refer T &bz 1), 1n

ordsr 10 mitigata against late dafivary rsk, a panalty regims cappad at 10 % of the
Coniract price has been zgreed to with all bidders

i3,

4

FAY I

Table 1

|Cefbiery 827 egils - piasel (nes omigtves

CZ 18t € from USa

fMarch 2015

0 0
&y March 2018 20 A,
by March 2017 B? 125
&y Ogt 2017 g4 73!
Sy Felbiruary 2015 43

Lecomativas vl he mahufectured at 2 peak temze of 12 par fmonth,

Caitvary Sthadd's | E#gdﬁqis&rnrguvﬁ

‘ BT preduce all lacs's |

fozslly CSR 16249 [rem Chiva |
by Mareh 2015 6 £
\bf Mzreh 2017 137 .
|b;.‘ Dacembsr 2517 &7
by Jamizry 2915 13
[Motsmnatives wid ha mandfacivees ot 5 poak tamso of 12 gar mony,
L _ . =

TERES In EVC for 1054 GFS Lzcomotives
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DISCUSSION

21, In order to analyse the increase In ETC two factors nead ta bs g

I, Updated economic data
looking);

nsidered;
from business case date to current {backwarg
it Future financial risks emanzting from the
mifigate these risks (forward looking),
22.7Thls document has besn Prepared to explain the Ircrzase In ETC on s Dasls,

concenirating on why thess costs nseded to be |
reasonable In the droumstaneas

[ Spe '3

transaction and costs 8350¢iated g

pourred and ywere these cosis

23, The Increass In ETC of & 13.8 bililon s duz to the followlng reasoas {refer Tanla 7
below):

&) Bscalations from tha 2pproved bus

iness case to award date {backy
(ftem A of Tabls 2)

ward fooking)

b) Forex from ths anorovad business case to award date (backward lsoxing) (Item ¢
of Tatla 2)

c} Additions] scope of work allocated ta Trananat Enginaaring (TE) for the siategy to
BNabla TF fo evantually transform to an Original Equiprnant Manufacturer (OEM) of
locomotives (strategic) (ter B of Table 2).

d) The cost of reducing tha baveh size (strategic

and risk mitigation) (Trem D) of Tabls
2)

€) The cost of future escaiations over tha iife of the coniract (forwarg 1ooking and risk
midgation) (ltem E of Taglo 2

f) The cost of fixing Forex exposure pvar the §ife of ¢
risk mitigation) (Item F of Table 2)
9) Contingencizs related g varlation orders, options (such as lactronically controlisc

prizLmatic breking and wire distributed power etc.) and capital Spares {Item 3 of
Tebia 2}

N2 contract (Forwarg looking and

A g
Triremen 3 R S e e Y ) _ k)
Increase in ETC for 1064 g Lomameilves L X
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Tabis 2
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R e
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A5 Tob st 30t bealid g Padsng, Lualion options, doar

Farzd beay aad it e igeans Y

305 Tissitciges

A ETC fior 1634 GFB Locamaiives
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BACKWARD LODKING ECONOMIC AND OTHER FACTORS THAT HAVE I1MPACTED
THE PRICE:

24, The estimates znd assumotions on which the 1054 huslness case was bas
rJ 1]

thangad substentially since approval was obtalned from the
2013, '

ed haye
Transnet Bozrd In Aol

25, In additon 2 humber of parameters have materialiy chan
approval of the Investment by the Transnet Board and th
Thsse gre summarlsed in Tabie 3 balow:

ged since Issue of the tender,
2 conlyact negatiation process,

Table 3
T e Ueagtillan/ = =~
Lostracng L

Rusineag €ase  Teadar 8tyna Shaze TN EmaLy
fard 1o the US Dok 5.13 8.%5 13.72 19.a%
Rand fo the B nfa 1185 14,87 235.4%
Loeal CR} nfa 1065 104, 1654 6.1%% @
Locat Hot iotad Sizel phtes Index nfa L3 112,90% 12,5% »
Lozl PR na 1C3% 107,545 7,5% ¢
Chnese Equivalant CPI vdax rfe i0C3: 1025038 2,5% *+
US Equivaisnt O inday nfa 1563 1013334 1,35 #»
EUrg Equialent CPT hdey r/a s 102,052 2,18 0>
*lAdzx movamants caiouated foom Ooe 12 i= len B4
I mavamants et ad fa g 13 s e 1

_"'_—"—-v—-—.."ﬂ-—‘."-‘--—-_-_.__. -

Iam b offables 2

3. Foreiga exchanga rates, Tha Rand has depredated by 19.4 % #gainst the U3 Dollar
since the tendar stags, Simllarly the Rand has also depreciated by 25.4 o against
the Euro over the same pertod, The spot rata of exchangs used in tha Business
tase 1o calculate the base price of the locomotive was 9,13 Pand to e US Dollar,
as compared to the spot exchange rate as at contract signatire date 07 10,72 Rand
to the US Dollar, an Increass of 17,4 %, This has Impatted the £xpacted price pf
the locomotive as par the businass case and uitimately the ETC a3 abproved by the
Soard.

Conssguently ths additiona! 16.3 % par Cin Table 2'is reasonabie,

Item A of Tahle 2

b Labour cost Increase, The €ost of lsbour required to build the
increased locally within South Africa and globally over this period, as Indicated
within the CPI/PPI Indices listed in Table 3 ebove and 85 evidenced Dy the higher
than CPI wage setlement that Transnet entered Into &t 8.5 o

: o for & 2 year period,
Dug to the tender localisation requirements, Transnet Engingering (TE) wil
assemble the locomotivas and consequently local fabour wili be utllised for the
assembly,

locomotives has

€. Materlal cost Increase, A significant component of the locomotiva

Is stegl, The price
of stesl Is Impacted by the steg) comnmaodity pﬂ?

hich the trafing turrency Is in

R e ) <" D R
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US Dollars and secondly thereby foraign exchange deterioration as well, The jocal
Index for hot rolled stee! plates has deteriorated by approximataly 12,9 ¢, since
December 2012, which Is Indicativa of the level of increase in the price of steel,

d. Infiztion. Local Producer Price Index (PPI) has Increasad by over 2.5 % since
December 2012 thereby afiecting the price of locally sourced products required for
the bulld of the locomotives, Forelgn equlvalent indices

: s also Increased over this
period. This togathar with the forelgn exchange deterlaration Indicated abova has
resultedin tha price of imported components for this project Incraasing,

€. Stalistics SA report that the headiina CPI znnual Infation rate
Y%, further explained in the Buslness Day article “Cpi
target” dated 22 May 2014,

In April 2014 was 6.1
breaches Reszrys Bank

f. Applying the relavant propartion of sach of the
costs which maks up the basket of ftems re
locamotives, would result in the net Ingreasz in

labour, raterial and othzr input
quired for the manufacture of the
the locomotive price of 8 9,

g. Consequently tha nat impact of 8 % on the Incomotive price due to the thanas In
econamic conditions as per ftem A of Table 2 is reasonabls,

pemiee e &/l’é e
Increzsa In ETC for 1064 GFR Lotomotves



AOC-1064-1%4

Forex (Ftem F of Table 3)

26. The Firancisl Risk Management Framewiork (FRMF) approved by the Board of Directors
(BOD) does not permit Transniet accepting forex exposiire on Committed transactions

27. The Suith African Resérva Bank (SARE) also dogs ot permit SOCs to 2eCept open
&xpasure on foréign Curréncy contracts.

28.In add ion crédit ratmg agéiﬂﬁigs_, and bond hoigers both prefer consanvativa risk
appetites and conisequently viould aleo supgart fixing our forex expostire,
29, _S_grg_s?t}gi_ﬁ_é_'s;’ 'ind_i_ca_t_e that & 5 9 devaluation of the

_ Bte ths : Akl Rand coid impact the tosal ETc by
-appfoiimatél_y_R 3.07 billion i Ief; urhedged.

30. Conseqiently the cost of foreign currency hedging to mitigate and protect the
'Co'rﬁpahy‘-agains_t foréign currency devaluation is an Inherent cost of the transaction,
31, Costs fBlated o forex are influehced b

fmanagegiients control and thesefore were n

32.The cost of fixing the forex exposure is impacted by currency volatlity and time or
dufgt_ic&n_ Of thé exposure,

33."The recent volatilty in te foreign exchange rate of on average up £o between 15 & 29
% diréctly impatts the transadtion cost as an beé seen if Tabie ¢ below:

Table g4

Rand Sday annuatised Standard Ueviation over the past yéar

1)

25 (IV‘ ,\
pd b ol “1*‘\r Sy
‘f B » ’w o

"
[=]

Annvalised Violaility (%)

Sy

o R

R
2 n

»

gfady

ETHly

£1-sly
g
1394
-

Al

Y- Aepy
3857
3al
t1-tnr
win
2y )
-y
T-Iny
d
el

5T

> B :

£

24
PE-er

ct
28
pI-4ad
¥I-92)
vi-sey
pI-iepy
prady

>
= %
5=

Y.

Fcsaese 1 ETC 1 1064 G5 omaaiia TN

x4

#T
Piudy
oTdep

Date
— A Garran EURIAR



34 In addtion the Z4R curtency s one of the most voltie ang fraghie cu
world.  This view Is substantiated by the ZAR currency being tarm |
Fragie five” by economists ang Ariancial aTkeLs (rfer diagram below,),

35. Business Day reported onig Merch 2014 thit the Rand'is i for ky rid
rest of the year (Refer articie “Rocky Ride forecast for ‘st to EXPENSIVE’ Rand)

Table 5

(

Historics} US_b-_Z_AR eichange rate

- \ 'Q\;JV‘\.J’;%J"I‘V "‘(.v‘/;'.-""' TS

16

14

s ,'//

2 S
D?Qé&ﬁﬁﬁd&iéd3.‘&3&5%,&-?4#53&53'i" d o
éaa§§§ga§aqgaaaaggaa§g§§gg§§
ggg225:'%%ag-gaEgggﬁﬁggﬁﬁﬁﬁﬁﬁﬁﬁi

37. A historical regression analysis condycted by R

: : egiments Capital ind
cureenty is ong trend of devaluation IOVE

=hts icates that the ZAR
as Indicated In Table § zbove,

Inrease In €7C for 1044 675 Lacerrclives
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currencies in the
G termed 5s one of the

8 Rocky ride” for the




Table 6
'8 . g \
Z&B_-USD_S:enaﬂas_
2800 i
f-'"/
: e
3m -
-',”-‘
: s e
800 = : L - _
2‘.9-&3233“:222“322&&325%
%ﬁ%%%?éé%?%%%ﬁgé&%ﬁééﬁ
sbss-as‘assgsssﬂ.s_SSES_Sgc
——FwiCurve LoAgTrend SCARIS e ShortTrang ‘J.'

ddition Regiment al ¢ ted various currency end scenarios 2s {ndicated
in Table 5 above, Al scenarios indicate a general devalustion in AR oVEr the medium

39. The imminent risk of the Uxratne crisis and it Impact on emerging markets also had an
impact on the decision to fix th_e'ex{‘;_h_ah'ge rat

& exposure,

40 In addition the delivery schedule of the iocamotives, batween 31 and 35 fonths; alsn
impacts the cost of hedging as the length of ‘the exposure Inipacts the Coits, The
tonger the'period the higher the premium paid due to UnKOWN oiitcames In the Futyre.

. Alternative methods, such as call ane put option strictures, to Feduce cost and m
2gtinst forax ‘€xposure Sk were explored in conjunction with - 2nts
inchiding mMethods in which Transnet would participate in an
Moverments.  Thege tmethods were evaluated from a cos
consequently the FEC foute proved rmiost Beneficiat and pra

itlgata
ents Capital
/ PAssiblé upside th.Rang
t benefit perSpective ang
ctical to mitigats forex risk,

42.In addition the ‘accounting treatment of ootions was not eptimal as per oplion
obtained from KoMG 25 ft wauld result in the creation

cflan embeddsd dérivative.
43.The cost to hedge this EXposure wizs obtained from banks by the Supn

_ _ ippliers. This was
then vatted by Transnst Treasury end Regiments Capital for feasonadility. Thay otk
found the ratés and cost to be acceptabls,

44. Consequently the net 6.8 % per Fin Tabie 2 above s reazonable,

'\
, P T &L ) -./:_\-
Troreass in BTC for 1064 GFa Locomctives k )
5 P
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Escalation of Input Costs (Item E of Table 2)

45, Glven the slze, magnitude and risk tolzrance of the compan

cash flow certalnty Is of paramount Importance when trying
harlzon,

y due to MDS €xecution,
to plan over a fong term

46, This ensures that the cormpany is ablz to manage its key fi

nancial metrics such as
gearing, cash interest caver and the A/B ratlo (requlred by rati

Ag agencias),

47.1In addition credit rating agencles and bond holders

both prefer fonssrvative risk
appetites and consequently would also support fixing our

escalation exposure,

48. Careful conslderation had to ba given to accenting othar risks sUch as labour, stas etc,
and being exposed to markst conditions.

49, Consequantly it was dacidzd to fix escalation for these input costs and gain certzinty of
cash fiows,

50. Costs associated with fixing these Input costs are largely driven by market sentimant gt
the time of cantracting such as the items mentionad balow.

51, Labour unrest and sirikes in the platinum s=ctor has Pyl significant prassure on forward
looking labour costs, As indicated earliar Transnat 1z siibjack

%t to an §.5 g viage
adjusiment for the 2014/15 financial year,

32, The contracior has also huilt 3 risk premium Into thelr pricing for foryard looking
Infiatton, to cater for the unprediztable nature of the laboyr BNviranment within South
ATrics ond the 1isk assoclated with TE carrying out this addivional ey sCepa of work,

53. Statistics SA reports that the headiina CPI annual Inflation rate In Apdl 2014 Was §,1 4,
and vihich s further explained in the Business Day article “CPI Braaches Reserys bank
fargst” dated 22 May 2014,

52, The SARB and Nationz Traasury 2014 Budget Revisw forecests (P ap 6,7 %, 5.2 94
and 5.5 % for the yaars 2014, 2015 and 2016 raspactivaiy,

55.Tne MPC alsa s concernad about upward infiationary pressurz on tha ecenomy as thay
fiavs Increasad the Repo rate by 50 basis points recently in resoonse to managing tha
upward Inflationay pressures, Anothar Imminent increase Is hic aly fikely gt the neet
sitting of the MPC on 23 Hay 2014,

35, The high leval of local content (60%} makes laca! Indices mora applicable to 2ssass the
cost of escelations going forward,

57, Applylng the relevant proporiion of each of the labour, materlal and other Input costs
wihich make up the basket of ftems required for the manufactu
viould result in the net increase In the locomotive price of 9.2 %

for diesals Increase,

re of the locomotives,
for electrics and 6.3 9

58.Hence a CPI of 6 % escalated for 35 months on a compound basls (excluding 2

premium for fisk) results in a 18,54 % Increase, thus the net 16,8 % par £ In Table 2
above |s reasonable, 0

#
/£

Inerease In BTC $or 1064 GFB [ coomatives P
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59. Escalations of Input costs have been verified by Transnet by using publicly availania
date and by Regiments Capltal using their Intellactus] property mathodology and
tachnigues,

TE Scope (Item B of Table 2)

60. A strategic decision was taken at 3 Tra
eventuslly become an QBM of locomatives,
the 100 equivalent 198 Dual Voltage B
te facllitate this strategy.

nsnat level that TE shoule transforrm to
This 1084 tander process, together with
ectric locomativa Process, v/as usad as 5 catalyst

61, As such blddsrs wers advised to provids Driting basad an providing TE with additionz)
seope for the manufaciure of the locomotivas,

62, Strategically It was decided that for specific items vithin the bulld pracess whare TE
vigre Within 10 9 of the market price than it would he acceptadle to aliov TE to retaln
tnls scops,

53.The pricing as reflected anove in Table

2 1s Inciusive of th)s additional s
basad on this principle,

conz for TE

44, Biddars have also builr » risK premium into thair pricing; to cater

for the rlsk assqtiateg
vilth Transnst Enginzering Carying out this zdditlons! rey

v Stop2 of work for the 19
tima,
65. Consequantly the nat additional 3 % par B in Tabls 218 justified and i3 reasonable,
C/?Lx )
B i = -— e o T \__w}_i
increaza 13 ETC for (084 G23 Locomoiivas {
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Batch Size (Ttem D oF Table 2)

€6, As approvad by the Transnet Board the preferred bidders Were advised that the batch
size has been split on 3 S0/50 basis for the Dissels and & 60/40 basis for the electrlcs,
amongst them,

§7. This was done to mitigate locomotiva delivery risk and rag

e tha MOS risk related o
volinias,

68, As & result, the fixed c0sts refated to seding up the production fins would have to be
recoupad over a smaller batch,
5% This resulted I an Increase In the coe: Rerlotomotive,

sed, an overall saving Is reslised tue to

70. Although the cost par locomotive has Increased, &
ade on futlve escaiations and hadging costs
ha

spliting tha batch, becauss o the saving ma
a5 a result of a shorter dalvary pariod, This

S been quantified to he R 4.08 hillion,

71. Conzequenthy the pat additional 9.4 % per D in Tablz 2 45 Justified and 15 feasgnabla,

Contingencies {Item G of Table 3)

72. The conwacted price of R 49,5 billion excludes tha cost of Rfy Fequirements for capit!
5pares beyond the warteihty period, variation orgers and opdons {such &3 erectronicariy
contralled przumatiz braking and vire distributed power ic.) and as such an additiona)

10% (R 4.9 billien) has been addad into the request for additiona! Fre for this (rafer
ltem G of Table 2)

73.1n order to stimulate av2iopment In athar parts of South Africa, Transnat have
decided that 1t would b2 more shiziegic o have o OEi's Manufactre the
locomotives in Durban,

74.3n addition TE produciian linzs in Rozdozspaort cannot atcommodate four GEM's 25
validated by the pwC study,

75. Bldders have based they Contractted pricss on Manufacturing operations baing carrisg
out In Gauteng, Bldders have not yat quantiflsd this cost, howavar this L5t §s Included
in the additional 10 24 (referltem G of Table 2),



FINANCIAL IMPLICATIONS:

76, The business naad

and rationale remalns as originally indicats
sudmlssion,

dIn the businass Czse

77.The Business case resulted in = pasitive NPV (R2.7 blllion at the

: TFR hurdia rate of
18.55 % and R34.1 blifion at the TFR WACKC of 12.58 Vo).

78.The Transnat hurdie rate has since bean amendad to 15.2 % and the
hurdls rate using tha business ¢z

PV at this
& assumptlons viould be R 18.07 bhilion,

79, The financial modals for tha Business case havs baen Updated for the following baged
en the conditions per the signed final contracts:
8. Final pricing
b, Ravizad cash flow Brefile for tha capital Investments
¢ Commenswrata changss to the volurnea ramp uo znd tarii7 Increass

25 op
commoditias that are priced retativa to thz lavestmant outlay

80. The updated NPV result 1s 2 Dositive NPV of R 11,68 blilion at the
152 % and R 22.71 blltion at the TFR WACC of 12.6 %, Ths
negative R 1.67 bliifon at tha oiiginal hurdla rate of 18.55%.

new hurdie rate of
PV would bacomz

al.The WACC and hurdle rates are updateg annuzlly far thanges in econaimic conditions
and are approvad by Transnet Exco and raviewad by External audit ouring tha year spd
audit process.
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BUDGET I PLICATIONS:

82, The Investment is (ncluded In the 2014715 saven yaar capital Invastrent plan,

83. The contracted delivery schadule and cash flows have changad as Compared to the
investment included in the 2014/15 seven yaar capital Investment plan.

84 In order to ensure that Frensnet's aporoved key affordability limies (92aring and cash
Interest Covar} are not breached, 3 capital prioritisation Drocess will be Undertaken,
SUCh that other investmants wiich do not impact MDS volume targets would pe
deferred,

83, The difference batween the 2014115 sovep year Investmape P20 and the Projacied
cash flows based on e sppliar egresmants with contraciors YA En additiona) 10 o
added far oplions, variatlan orders, spacial tooling, test equipman

m Rtz spares and
capiial spares, fs ilustrated in Tablz 7 baiows
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82, In ordarto secure accelerated delivery of tha locomativas to address
avrisk, a| ;

35 s MDS Valumes
1Sk, alarger advance payment (R 4844 milion) had to ba 1 2de to s Conlractors in
the 2013/44 fnaneia! EET

87. As confirmed by & latter received from tha supsliers this v

I order to cover €0sLs to ensura quicker delivery, Ths rationzls a3 Lolalned by tha
supplier was confirmed reassnable by Transnst's external auditars and Was Capitaliseq
accordingly 1n the Financial Stetement & 31 March 2015,

a5 requireg by'the sunpliers

88. Although the accelarated de}iver_y schedule would have resulted in eari
for Transnat, an overall S2VIng 15 realiseq becausa of
escalztions apd hedging costs as 2 result of & shorter

51 Lash outflows
the saving made on fuiure
slivery period

€9, The Impact from the focomotiva acquisition on the 2014715 corporata plan as vyl as
the Impact of the prioritisation Process; updating for the change In volym

EBITDA 2nd capital due to the combination of the 180 electric lacomotives, 1pga
locomotives and 69 Dissal locomatives Contracts Is reflected In the graph below:

% E.r\ K
o/
______ e TR B
Increase INETC foy 105

83, revenue,
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50 As can be seen from the graphs the tnitial two years of the 52'014;15 Corporate Plan has
been negatively impacted the by lacomotive acquisitions,

91, However afier the planna¢ EBITDA andg Oplimisation nltiatives that have bean factored

Inta the mode! the ratios are restored,

RISK'MANAGEMENT:

33.In ordér to manage: risks Bssodated with this transaction & risk Managemant
framework s in the process of being developed,

94. A Locomotive Steering Committee has been set Up ta manage the Operatisna! issyes
associated with fhe tocomative acquisition and wiil address the following risks.

s Locomotive delivefp

¢ The wagon build program

o Infrasbucture reqlirements
* Operational readiriass

* Commercial ang Valumes

85, A socio gLoaomic monitor wi
tealisad.

il be appointad to €nsure socia ecangmic benefits will pe

95.1n arder to mitigate against late delivery rick g penalty regi

| e capped at 10 94 of the
contract price has been agreed to with all bidders,

97. Escalation risk has been mitigatee oy fixing the price of the locomotives.

Lwrease n €1C for 1064 Gip Locomokives




98, Forex fisk has been mitigated by Redging the price of the focomotivas by using the
suppliers balance shaets, '
59, All advance payments are sscured by an on demand adyea

Issuzd by & bank with a minimum fong term cradit rating
equivalent,

nNce payment guzrantea
of an A- Fitch rating or

100, Payment terms have bean struciured such that the bulk of Payments, of betwean 70
% and 80 %, happens aftar delivary of the tocomotives,

101,10 order to manage the total cost of ownershlp and mitigate against tha risk that the
locomotives once placed intg operation will consuma mors fusl {diaza! Ior:omo‘cives) or
enargy (electric locomotives) than indicated In bidders responses (o the RFP, ¢ pEnalty

clause with a related fizl/enargy viIarranty regine has hean includad in the Supply
agreement witn biddars,

182, In order to miltigate against default of Supplier Devalopmeant (D) commitmaitts, ang
=0 penalty clause has baan ncludad In tha Supply agresments ywith bldders, &n sp
bond has also bean obtained to cover risk against dafayl,

103.GE have agreed to provide a 30 month viarranty on the

lacomative a5 well as a 6 vear
warranty on the traction mator and 2 12 manth Warranty

0 spares,

104. CNR, BT and CSR haye agread to provide

z 24 month “arranty on the focomotive as
wellesa 6 year warranty on the traction m

otorand a 12 menth Warranty on snares,

105.A liabliity cap of 15 o5 of the contract price is Included in tha supply agrasment

thereby limiting Transnets E4posure In the uslikely event of breach of contract by
Transnet,

105, 1In orclar to mitigate agalnat tha rsk of having to actept and pay for locomotives
during an aconomic dowiiturn -when volumes from customers may pot ha f‘orl;hcomlng
theraby Impacting negatively upon Transnes lozn Lovenants, bidders ggreed to accept
8 clausg in the SUpply agresmant wherehy acceplanca of locomotives could be deferran
for a period of time. Tramsnat agreed that In return biddars would be relmbursad for
reasonadle and auditab'z €55, Thase costs could inciude warenousing Costs, tims
valte of monay COsts, cosis related to tha roifing of hadges ere,

S50URCEDQF INFORMATION AND HEFEHRENDES;
107.Data quoted in the memo above has been soureed from:

= Stabistics South Africa - releasz P14
» Businass Day 22 May 2014 - “CPI Breachas Reserve Bank targzt”

» Busin2ss Day 18 March 2014 - "Rocky Ride forecast for still too expensive
Rand

Reseive Bank and Mational Treasury 2014 Budget Review

Reglments Capital {transaction advisory services)

KMPG (accounting oplrions)

PWC (locomotive iocallsation opporiunities for TE apgd South  African
industry) f__;

Q.H < /q
B .__.‘-__,_._"..ﬂ.,..Q_MC:‘___ L.
Tncrezse in ETC for 1063 GFB Lecsmativas

e 8 o 5
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RECOMMENDATION:

1081t is recommended that:

a) the BOD take nete that tha main reasons for the Increass in g1 Is duz {0 the
exclusion of the folloving costs from the 24 January 2014 submlssion:

I, The cost of hedging for foreign exchange mavements;

. The cost for Future inflationary escalations;

fi.  The cost of additionz! SCopz for Transnet Engineering (TE);

i,  Ths gost of ChaNgss In economic conditions (forex and [nflation) batwzan
approval of the business casga and award of the contract

b) the BOD 2poravas an InCrease In estimated toral €ost {ETC) for the a
the 1064 locometvas for Transnat Frelgnt Rall's Gene
R38,6 blltion to R54,5 billion,

fquiisition of
rel Freight Buslinass fom

Recommeandes by

Angj Slngh (‘Y ““““
Group Chief Fir@l;a} Officar
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Brian Molafe
Group Chisf Execuiive
Date: o T or L

Increase in €TC for 1084 GFB Leaamaiiny " — T

=2



