
Briefing on the Procurement 
Leverage Program



Context for the supplier development program

Progress on the supplier development program

AGENDA
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Locomotive Fleet Procurement



Infrastructure investment at around 5% of GDP between 1994-2004 has 
created a significant backlog

Investment in Fixed Capital
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Public investment shortfall from 1994-2009 benchmarked based on 10% GDP 

investment in infrastructure of approximately R1,5 trillion in 2010 rands.
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A key strategic insight is that there is an industrial complex associated 

with infrastructure provision – this complex declined with infrastructure 

spend 
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Similarly, the development of related skills have also tended to track 

the investment cycle. 
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The impact on supplier industries was also seriously exacerbated by 

the lumpy nature of the procurement
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The role of SOE in industrial policy is to drive and leverage investment in 

infrastructure, enabling an infrastructure driven growth and industrialisation 

process

Increase 
investment in 
infrastructure 
channeled through 
a procurement 
leverage 
programme

Unlock investment in 
“customer” industries 
through providing additional 
capacity

Improve productivity of 
operations in the 
infrastructure service 
provider

Unlock investment in 

Increased GDP, jobs 
and associated tax 

collection
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programme Unlock investment in 
supplier industries through 
increased demand

Realise externalities 
associated with network 
industries

Sustained Growth Requires 
Continuous Investment!!!



Planning in a manner that gets to a steady state of demand so as to enable 

the sustainability of both the enterprise’s capability to procure and of their 

supplier communities.

Consequently, for the SOE to implement an effective procurement 

leverage programme there are four key challenges 

Raising levels of investment beyond business as usual over the next 15 

years to make up for historic under-investment  (to the point where 

balance sheets can take over).

1

2
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Procuring in a manner that leverages investment and capability building in 

the associated supply chain.

Optimising industry response to the demand (through consolidation and 

appropriate support measures and incentives). 

3

4



The objective of the intervention is to develop a procurement tool-kit and 
supporting measures to promote investment and the development of 
internationally competitive capabilities in supplier sectors to the SOE’s 
capital and relevant operational spend, with the aim of:

– Reducing costs through increasing efficiencies

– Reducing dependency on imports and foreign exchange exposure

The DPE established a supplier development program for the SOE to 

leverage their procurement to promote investment in shallow and 

intermediate capabilities. 
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– Reducing dependency on imports and foreign exchange exposure

– Developing niche export areas.

Procurement planning and execution is the key transmission mechanism 

that translates government and SOE expenditure into an attractive and 

sustainable investment climate



The first phase of the competitive supplier development program was 

designed to be driven from the bottom up.  

Developing an effective operational approach and associated management 

capability to accumulate experience and learning so as to find out what 

works within constraints and opportunities of the environment

Bottom up 
execution:

Delivery 
organisation driven 

planning, 
implementation

and learning (e.g. 

Show care from 
the top: Hands-on 

top down 
accountability and 

dialogue (e.g. 
regular, 

substantive report-

Provide Support:
Put in place 

resources and 
enabling initiatives 

that enhance 
delivery (e.g. 

specialised skills 
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and learning (e.g. 
clear definition of 
projects, focus 

areas and targets.)

substantive report-
back meetings on 

progress and 
obstacles)

specialised skills 
development)

Output of phase one: Learning about what works in practice! 



There are three phases to the supplier development program

Phase One: 
Transactional 
Capabilities

• Optimisation of what is to be procured (to optimise lifecycle cost)
• Methodology to define, contract and manage localisation requirements.
• Proven methodology for defining procurement process (how to procure).
• Strong contract management skills 

Phase Two: 
Manufacturing 
Partnership 
Capabilities

• Abililty to identify key fleets and define long term fleet requirement. 
• Standardisation methodology to ensure economies of scale. 
• Across government – enterprise coordination capability including long term funding 

strategy, definition of procurement vision and comprehensive government support 
for advanced manufacturing capabilities. 

Phase Three: • Identificaqtion of design capability vision.
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Phase Three: 
Innovation 
Capabilities

• Identificaqtion of design capability vision.
• Structuring of design partnership
• Management of design technology transfers. 

• We are presently moving from phase one to phase two, although 

enterprise capability remains weak and very uneven.



Segmentation Examples

Localisation is not a big bang but a process of continuous development 

from simple to complex capabilities.

� Ultra heavy 
forging

� Pipe milling

� Government driven investments for strategic 

economic purposes – not commercially 

viable in short-medium term

� ASME III 
production facility

� Commercially viable but high complexity -

government investment required in plant, 

specialised skills and technologies to enable 

Globally
leading

Advanced

Intervention requirements 
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� High voltage 
switchgear

specialised skills and technologies to enable 

investment

� Pipe 
prefabrication

� Gas cycle 
system

� Investment requirements within capability of 

company balance sheets, but clear 
medium term procurement commitment 
required

� Construction

� Structural steel 

� Within current industry capability

� Proper planning and communication 
required to optimise use of industry 
capacity and encourage investment

Inter-
mediate

Shallow



Eskom has leveraged over a billion rand of investment in manufacture 
from the present build programme – although interventions have been 

largely ad-hoc 

▪ 11,000m2 boiler pressure part 

workshop built in Nigel

– Boiler Membrane Wall 

Workshop

– Two new CNC Benders 

▪ Sulzer South Africa subcontracted 

for the production of 96 pumps (36 

BFP, 24 CEP, 36 boosters) for 

Medupi and Kusile

▪ 45% of contract has local content 

Sulzer SA, a local 
manufacturer of feed pumps, 
has invested R60mn

Hitachi is investing 
~R900m in facilities and 
training in South Africa

▪ Plant that saw global manufacture of 

275kV insulators move to South 

Africa

▪ Previously manufactured in 

Switzerland

▪ Investment complete and first 

production units rolled off production 

line

Pfisterer investment of R25m 
in plant in KZN
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– Two new CNC Benders 

commissioned

– New welding training centre

– CNC header drilling machine

▪ Training facilities in Gauteng

– 1400 artisans, 60 engineers, 

36 operators, 24
maintenance workers

▪ 45% of contract has local content 

commitments, including manufacture 

of castings and rotating components

▪ Manufacturing capacity investments 

by Sulzer expected to be ~R60m
▪ Sulzer revenues increased 

significantly since 2007

▪ Expansion of existing facilities to 

manufacture MV switchgear locally

▪ R21m invested to date

Actom committed to an 
investment of R84m in local 
facilities



Eskom has also leveraged the training of 6130 people by suppliers. 

Area Committed numbers In Training Training Completed

Medupi 2178 1299 284

Kusile 2234 792 626

Ingula 137 16 5

Power Delivery 1382 1002

Plant and 

Equipment

199 38 1137
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Equipment

Total 6130 2145 3054

Majority of training takes place in 

the following disciplines: Coded 

Welders, Boilermakers, Riggers, 

Fitters, Technicians, Laboratory 

technicians and Quantity 

Surveyors.



Transnet has secured three major CSDP transactions

• The current CSDP plan with EMD was finalised in November 2009.

• The EMD CSDP plan aims for (1) TRE to become part of their Global Supply Chain for rebuilt
traction motors and diesel engines, (2) to accredit TRE’s maintenance facilities for EMD
locomotive maintenance and (3) to localise the supply of at least 10% of the value and/or
quantity of the parts listed per the Spare Parts Agreement.

• These CSDP goals will be achieved through the transfer of skills and relevant intellectual
property required to carry out the activities mentioned.

• EMD is already actively supporting TRE in acquiring new work in Africa..

• Execution of the EMD CSDP plan is well underway

EMD:
Spare parts
Contract Value:

R550 million

50 “Like new” 
locomotives

• 50 “Like-new” programme now complete under the equivalent of the CSDP Framework using
Transnet Rail Engineering
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• The contract for the building of the 100 Locomotives was awarded to GE and signed on 17 
December 2009.

• GE developed a CSDP plan consisting of 3 main initiatives – training for maintenance
development, Lean, Six Sigma and Candidate Engineers; localisation of various components
and parts as well as a licence agreement with TRE for the overhaul and modernisation of
GE locomotives.

• The signing of the CSDP Plan was concluded on 30 June 2010

• The Licence Agreement would allow for TRE and GE to enter into a technology partnership
for locomotive overhauls and modernizations, with GE being the prime contractor and TRE
the sub-contractor.

GE: 
100 Loco deal
Contract Value:

R2.6 billion



In addition, Transnet has made significant progress in enhancing 

procurement capability and engaging with suppliers

Integrated South African Procurement
Academy (ISAPA):
• Independent Procurement Academy has 

been established
• Provides globally recognised qualifications 

through both customised e-learning and 
classes. 

• Transnet launched a comprehensive 
procurement capability building program.

Capability Building Collaboration forum

♦ Initiated the use of the R&HSCA (Rail 
& Harbour Supply Chain Association) 
as a collaborative initiative with local 
tier 2 & 3 suppliers

• Transnet in partnership with the 
United Nations Development 
Organisation (UNIDO):

− Pioneered the establishment of a 
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procurement capability building program.
• Core to the program is an ambitious 

procurement skills development program, 
that is being run in partnership with the 
Chartered Institute of Procurement in the 
UK.

• Presently, 235 learners are registered in 
courses in the program.

• During phase 1, twelve people have 
already achieved a fast-track globally 
recognized honours degree in Procurement. 

− Pioneered the establishment of a 
benchmarking program of its top 
twenty tier two South African 
suppliers as well as the top 60 tier 3 
suppliers.  

− The objective is to enhance the 
competitiveness of these suppliers 
and position them as key 
components of Transnet Original 
Equipment Manufacturers supply 
chain. 



A programmatic procurement policy has been developed to enable long-term 

fleet procurement with significant developmental impacts 

� The comprehensive and rigorous identification of developmental 

impacts that justifies the funding support and risks associated with 

undertaking the procurement 

� The provision of financial support for the procurement by government 

so as to go beyond the funding abilities of the balance sheet of the 

buying institution 
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buying institution 

� The identification and containment of risks that go beyond the normal 

planning horizon of the commercial entity such as those related to the 

length and scale of the procurement and the industrialisation process 

� The systematic provision of required support by government to ensure 

the achievement of the vision 



Transnet need to replace its aging locomotive fleet through a long term fleet 

procurement which will provide a platform of stable demand to re-establish a 

viable local industry

Benefits to Transnet
• Improved availability  and 

reliability

• Lower maintenance costs and 

faster turnaround through 

standardisation

• Facilitate movement from road 

to rail 

Loco Fleet Age

150

200

250

300

350

N
u
m

b
e
r 

b
y
 T

y
p
e

Strictly confidential 18

to rail 

• Transnet’s primary (diesel) and 

secondary (electrical) carbon 

footprint will be reduced
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Need to procure 120+ locomotives a year for ten to fifteeen years to provide a 

critical mass for industrialisation



Planning based on de-constraining growth – that is, ensuring that all existing 

customer requests for capacity are met. 

The locomotive fleet procurement Investment planning needs to take 

four levels of funding requirement into account – or we will have 

missed something out  

Planning based on maintaining the average age of the current fleet.  1

2

Planning to lead growth – that is, to create business confidence that there 

will be capacity to meet business needs should existing and potential SOE 

customers embark on a new investment programme 
• Particularly important if we are to increase mining related investment and 

3
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exports

Planning to realise positive externalities not related to customer demand 

• E.g. moving goods from rail to road decreases road damage, road congestion, 
carbon emissions and increases safety. 

4

The key challenge is to move beyond Transnet’s balance sheet to secure 

long term funding of sufficient scale.



A centre of excellence will be established to support organisations 
undertaking complex procurement 

The centre of excellence will be responsible for:

� Supporting the selection an external review panel

� Supporting the procuring organisation if this is required

� Creating a mechanisms for knowledge accumulation and sharing across 

transactions
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� Conducting benchmarking of procurement capability 

� To provide support and facilitate training on complex procurement 

� Provide industry analysis and benchmarking services to procuring organisations 


