EXHIBIT BB8(b)

1064
REVIEW OF ESTIMATED
TOTAL COST OF R38.6 BN
EVALUATION OF R15.6 BN
INCREASE IN ESTIMATED
TOTAL COST
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COMPARISON OF FOREIGN CURRENCY FORWARD RATES
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FOREIGN CURRENCY - FORWARD RATES vs FORECASTED RATES
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TRANSNET-REF-BUNDLE-04353 44

Transnet SCC L carlton Centre P.0. Box 72501

Reglstratien 150 Commissicner Parkview TRANSNEDT
tiumber Str, Johannzsbdrg  South Afrlca, 2122
1950/0C09G0/3C z001 T +27 11 108 232¢

F +27 11 308 2312

MEMORANDUM

wad.transnst.nat

To:  Transnet Board of Directors {BOD)

From: Brian Molefe, Group Chief Executive

SUBJECT: INCREASE IN ESTIMATED TOTAL COST (ETC) OF THE ACQUISITION OF

. 1064 LOCOMOTIVES FOR TRANSNET FREIGHT RAIL'S GENERAL FREIGHT BUSINESS
(GFB)
AT S— o e v .
PURPOSE:

1. The purpose of this memo |s:
a) for the BOD to note the reasons for the increase in ETC.

b) to request that the BOD approve an Increase In the estimated total cost (ETC) for the

acqulsition of 1064 Locomotives for the Genera!l Freight Business of Transnet Freight
Rall from R 38.6 billion to R 54.5 billion.

EXECUTIVE SUMMARY:

2. In summary the Increase in ETC of R 15.9 billion can be attributed to the following:

Update of business case for updated economic factars R 5.4 bn 34 %
, : Risk Mitigation - Forex and Escalation ROSbn| 599%
TE Scopz

R2.6 bn 16%

Contingencies R 4.9 bn 31 %

Lower capital zcquisition cost of the locomotive obteined| R-6.5bn| - 41%
through the competitive tender and nzgotiation process lass
the batéh pricing adjustment of R 2.7 blillon,

—_—— - -

3. 93 % of the ETC increase relates to changes in market conditions and the risk tolerance
level of the company. Whilst 16 % of the ETC increase relates to strategic factors such
as localisation and competition. These Increases have been offset by a campelitive
tender and negotiation process that realised a benefit of 41 %.

4, On a like for like comparison the new price Including TE scope of R 40,09 billion
(excluding hedging and escalation) is only 3,89 % higher than the approv Cof R
38.6 blllion. The balance of the ETC increase reiates to risk mltig(on nd steategic

Qe D
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concessions such as batch pricing.

Regiments Capital (using an International expert) benchmarked the Capltal Acquisition
Cost of tha locomotives at the “best and final offer” stage of this transaction and the
results Indicate that the price belng offered by the bldders Is reasonable. Glven that

farex, escalation, economlc factors and batch pridng Impact Is subject to masket
conditions It can be deduced that the final contract price Is 2lso reasonable.

The need to incur these costs has been justified and the associated costs are
reasonable In the clrcurnstances.

7. The NPV of the businass case remalns paositive at R 11,68 biiilon.

. Impacts on the 2014/15 corporate plan has been assessed and mltigated.
. Consequently the R 54.5 billion is affordable and reasonable.

Risk mitigation measures have been develeped and are belng implemented to ensure
benefits are reallsed.

10. Significant socio economic benefits such as iocalisation and job creation will be realised,

11. Significant benefit will be achleved by the company including additional volumes eariier,

additional cash flows, a stronger balance sheet, which should enable greater capital
expansion In future.

12, This acquisition In conjunction with other locomotive acquisitions will significantly

contribute towards the company achieving Tts original MDS targets of 350 mt by
2018/19 and consequently Is fully aligned with the MDS of the company.

13. The strategic, commercial and socio economic benefits associated with this acqulsition

will slgmificantly outwelgh the capital cost.

. BACKGROUND:

14, The acquisition of 1064 Locomotives was approved by the Board of Directors In April
2013 at a cost of R 38.6 billion. This exciuded the followlng costs:

2. The cost of changes in economic conditions (forex and Inflation) betwaen
approval of the business case and award of the contracts

b, The cost of hedging for forelgn exchange movements;
¢. The cost for future infiztionary escalations;

d. The cost of addltional scope far Transnet Englneering (TE);

15. The rationale for the Investment is to increase the capacity of TFR's GF8 from BOmt to
180mt In terms of the Market demand Strategy (MDS).

16, The acquisition of 1064 Locomotives for GFB was approved by the Shareholder 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 38,6 billion,
for good governance and for Information purposes a jletter will be s

7< the DPE
Increase in ETC for 1064 GF@ Locamativas o N ' T
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18,

19,

20,

TRANSNET-REF-BUNDLE-O4§F€

advising of the final ETC.

Four contracts to acqulre 10564 locometives were concluded on 17 March 2014 at a cost
of R 49.5 billion Inciuding the cost of future escalations, including additionz! scope for
TE and [ncluding foreign exchange hedging costs thus resulting in an Increase in ETC of
approximately R 15.9 billion (induding @ 10 % contingency).

As per the DTI codes for local content, the tender procass required that bidders exceed
a minimum Suppller Development (SD) threshold of 40 %. Al blddars exceeded thls
threshold, All the bldders met the minimum thresholds for local content of 55 % for
dizsel locomotives and 60% for electric locomotives.

The locomotives will be delivered a2t a rate of 12 {ocomatives per month per bldder at
peak production as per the summarised delivery schedule below (refer Table 1). In
ordar to mitigate against late delivary risk, a penalty regime capped at 10 % of the
contract price has been agreed to with all bidders,

Table 1
Dalivel e - A motlve rweClimeen {7 . CEISEN
CA2{50%) |, 233(50%%)° . i
CNR 15t 20 from China GE 1st 6 from USA
by March 2015 o )
by March 2016 20 E2 |
by March 2017 €7 126
by Gt 2017 B4 73
by February 2018 42
Lecomolives wil be manufactured ata peak tampo of 12 per month,
lvery Sehodula < iBombardiee, ]GSR
2004055 L. 355 (60%). !
8T preduce all loco’s
locally CSR 15t 49 [rom Ching
by March 2016 6 g
by March 2017 137 142
by December 2017 57
by January 2016 13
Lacomctives wil ke manufactured at a peak tamga of 12 per menth,

Inarease In ETC for 1064 GFB Locomotives 0 \J -
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DISCUSSION

21, In order to analyse the Increase In €TC two factors nzed to be considered:

l. Updated economic data from business case date to current {backward

looking);

ii. Future financial risks emanating from tha transaction and costs associated to
mitigate these risks {fonward loaking).

22.Thls document has been prepared to explain the Increass In ETC on this bagls,

concentrating an why these costs neaded to be incurred and were these costs
reasonable in the circumstances,

23, The Increase In ETC of R 15.9 billien Is due to the following reasons (refer Table 2
. below):

a) Escalations from the approved business case to award date (backward loaking)
{ (Itemn A of Table 2)

b) Forex from the approved business case to award date (backward looking) (Item C
of Table 2)

c) Additional scope of work allocated to Transnet Engineering (TE) for the strategy to

enabla TE to eventually transform to an Original Equipmant Manufacturer (OEM) of
lacomotives (strategic) (Item B of Table 2).

d) The cost of reducing the batch size (strategic and risk mitigation) (Item D of Table
2)

€) The cost of future escalations over the life of the contract {forward leoking and risk
mitigation) (Item E of Table 2)

f} The cost of fixing forex exposure over the life of the contract (forward looking and
risk midgation) (Item F of Table 2)

. g) Cantingencies related to varlation orders, options (such as electronically controlled

. pheurnatic braking and wire distributed power etc.) and capital spares (ltem G of
1
. Table 2)

Increzse In ETC for 1064 GFE Locomotives ()
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BACKWARD LOOKING ECONOMIC AND OTHER FACTORS THAT HAVE IMPACTED
THE PRICE:

24, The estimates and assumptions on which the 1064 business case was based have

changad substentially since approval was obtzlned from the Transnet Board In April
2013,

25, In additlon a number of parameters have materizlly changed since issue of the tender,

approval of the Investment by the Transnet Board and the contract negatiation pracess.
These are summarised In Table 3 below:

Table3
Heagotlatinal
Contracting %
. Duslness Casa TerdarStags  Stage mevemant
' Rand to tha US Dol 913 8.58 107z 19.6%

Rand to the Eure IS 1166 14,87 25.4%
Local CRL na 100% 106.10% €155
Locat Hot roted Steel phtes Index nya 100% 112.50% 125% ¢+
tocal PRI nja 1007 107.50% 2.59%
Chiese Equivalent CPI kidax nja 10035 102,505 2.9% **
US Equivakent CPI nchex a 100% 101.33% 1,3% ¢+
Euro Equizalent CPL dax nja 100% 102.06% 2,15 >
* Indax mevamants cecusted frem Dee 12 ke Jan 14
*2 Indzx mgvemants cacuidad fiom May 1310 Mx [4

Item C of Table 2

a. Forelgn exchange rates. The Rand has depreciated by 19.4 % agalnst the US Doltar
since the tender stage. Similarly the Rand has also depreciated by 25.4 % against
the Euro over the same perfod. The spot rate of exchange used in the business
case to calculate the base price of the locomotiva was 9.13 Rand to the US Dollar,

. _ as compared to the spot exchange rate as at contract signature date of 10,72 Rand
e to the US Dollar, an Increase of 17.4 %. This has Impacted the expacted price of

the locomotive as per the business case and vitimately the ETC as approved by the
Board.

Consequently the additional 10.3 % per C in Table 2 [s reasonable.
Item A of Table 2

b. Labour cost Increase. The cost of labour required to build the locomotives has
increased locally within South Africa and globally over this period, as Indicated
within the CPI/PPI Indices listed In Table 3 above and as evidenced by the higher
than CPI wage settlement that Transnet entered into at 8.5 % for a 2 year perlod,
Due to the tender localisation requirements, Transnet Engincering (TE) wil

assemble the locomaotives and consequently local labour will be utllised for the
assembly.

¢. Materlal cast increase, A significant companent of the locomotive s steel, The price
of steel Is Impacted by the steel commedity price gfwhich the trefiing currency Is In

Increase In ETC for 1064 GFB Lecamatives o ’b
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US Dollars and secondly thereby forelyn exchange deterioration as well, The local
Index for hot rolled steel plates has deteriorated by approximately 12.9 % since
December 2012, which Is Indicative of the level of Increase In the price of steel.

. Infiation. Local Producer Price Index (PPI) has Increased by over 7.5 % since
December 2012 thereby affecting the price of locally sourced products required for
the bulld of the locomotives. Forelgn equivalent Indices also Increased over thls
peried. This together with the forelgn exchange deterloration Indicated ahove has
resulted In the price of imported componznts far this project Increasing,

. Statistics SA report that the headline CPI annual inflation rate In April 2014 was 6.1

%, further explalned in thz Business Day article “CPI breathss Reserve Baa;k
target” dated 22 May 2014.

. f. Applying the relevant proportion of each of the labour, materlal and other Input
o costs which make up the basket of [tems required for the manufacture of the
a locomotives, would resuit In the net increase In the locomotlve price of 8 %4,

g. Consequently the nat impact of 8 % on the locomotive price due to the change in
econamtc conditions as per ltem A of Table 2 is reasonable.

Increase In ETC for 1064 GFB Locomotives ‘} \_)
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FORWARD LOOKING ECONOMIC FACTORS AND MEASURES TO MITIGATE
FINANCIAL RISK THAT HAVE IMPACTED THE PRICE:

Forex (Item F of Table 2)

26. The Financial Risk Management Framework (FRMF) approved by the Board of Directors
(BOD) does not permit Transnet accepting forex exposure on committed transactions,

27.The South African Reserve Bank (SARB) also does not permit SOC's to accept open
exposure on foreign currency contracts.

28. In addition credit rating agencies and bond holders both prefer conservative risk
appetites and consequently would also support fixing our forex exposure,

. 29. Sensitivities indicate that a 5 % devaluation of the Rand could impact the total ETC by
approximately R 3.07 billion if left unhedged.

30. Consequently the cost of foreign currency hedging to mitigate and protect the
Company against forelgn currency devaluation is an Inherent cost of the transaction.

31.Costs related to forex are influenced by market forces which are not within
managements control and therefore were not Included in the ETC for the business case
submission. The impact of these forex related costs would only be known once the

contract was negotiated and finalised as they are based on market conditions and
sentiment at the time.

32.The cost of fixing the forex exposure is Impacted by currency volatility and time or
duration of the exposure.

33. The recent volatillty In the foreign exchange rate of on average up to between 15 & 20
% directly Impacts the transaction cost as can be seen in Table 4 below:

Table 4
Rand 5 day annualised Standard Deviation over the past year
as
30
S g
£
5 {
s 1
E 0l ’\i i a . ‘:{;“3
= W - { g0 \

Date
e USDZAR GBPZAR EURZAR

T o ¥ gty : i — -
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Currencies In the
world, This view Is substantiated by the ZAR currency being termed as one of the

“fragile five” by economists and financial markets (refer diagram below),

35. Business Day reported on 18 March 2014 that the Rand is In for a *Rocky ride” for the
rest of the year (Refer article "Rocky Rlde forecast for 'still to expensive’ Rand)

36. The generally held consensus View [s that due to the twin deficit of the RSA budget and

the current account, and the weak economic outiook supports Rand devaluation in the
medium to (ong term,

Table 5

( Historleal USD-ZAR exchange rate

12

10 - )‘V 1ot
. —T_;::?"!—""“' LIPS o

§.0 /

2

2\

r_iuinicflniﬁl.-i&é.ﬂ”*dr«se e ddddg S8
feecfogd cﬁﬁeeuaq&aegqﬁ £35S
AL LTI L

37. A historical regression analysis conducted by Regiments Capital indicates that the ZAR
currency is on a trend of devaluation as indicated in Table 5 above,

Increase in ETC for 1064 GFB Locomotives 5 -
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Table 6
e ‘ )
ZAR-USD Scenarios
28.00 ,_,-"’"/
x""/
18.00 #‘x/
S - _;A,‘
o M SR e
oo “ v W - ~ = o r o o o o
L7-} ™~ ™ ™~ o (-] o o
* PiEiiieRs385338383805]
t8 g8zsBgBggesgfasabeeag s
L e Fw U Ve ~Longirend +--AR|3) - ShortTrgnd

38. In addition Regiments Capital conducted various currency trend scenarios as Indicated

in Table 5 above. All scenarios indicate a general devaluation in ZAR over the medium
term.

39. The imminent risk of the Ukraine crisis and its Impact on emerging markets also had an
impact on the decision to fix the exchange rate exposure.

40. In addition the delivery schedule of the locomotives, between 31 and 35 maonths, also
Impacts the cost of hedging as the length of the exposure impacts the costs. The
longer the period the higher the premium paid due to unknown outcomes in the future,

41. Alternative methods, such as call and put option structures, to reduce cost and mitigate
against forex exposure risk were explored in conjunction with Regiments Capital
. Including methods in which Transnet would participate in any posslb!e upside In Rand
movements. These methods were evaluated from a cost benefit perspective and

consequently the FEC route praved most beneficial and practical to mitigate farex risk.
42.1In addition the accounting treatment of options was not optimal ‘@s per opinion

obtained from KPMG as it would result In the creation of an embedded derivative.

43. The cost to hedge this exposure was obtained from banks by the suppliers. This was

then vetted by Transnet Treasury and Regiments Capital for reasonability. They both
found the rates and cast to be acceptable.

44. Consequently the net 6.8 % per F In Table 2 above Is reasonable.

Increase In ETC for 1064 GFB Locomotives
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Escalation of Input Costs (Item E of Table 2)

45, Given the slze, magnitude and risk tolerance of the company due to MDS execution,

cash flow certalnty Is of paramount importance when trying to plan over a long term
horizon.

46, This ensures that the company is able to manage its key financial metrics such as
gearing, cash interest cover and the A/B ratlo (required by rating agencies),

47.1n additlon credit rating agencles and bond holders both prefer conservative risk
appetites and consequently would also suppost fixing our escalation exposure,

48, Careful conslderation had to be given to accepting other risks such as fabour, steel etc,
and being exposed to market conditions.

49, Consequently It was decided to fix escalation for these input costs and galn certalnty of
cash flows.

50, Costs associated with fixing these Input costs are largely driven by market sentiment at
the time of contracting such as the items mentioned below,

51, Labour unrest and strikes in the platinum sector has put significant pressure on forward
looking labour costs. As Indicated earlier Transnet is subject to an 8.5 % wage
adjustment For the 2014/15 financial year.

52, The contractor has also built a risk premlum iInto thelr pricing for forward looking
Infiation, to cater for the unpredictable nature of the labour environment within South
Africa and the risk assaclated with TE carrying out this additional new scope of work.

53, Statistics SA reports that the headline CPI annual inflation rate In April 2014 was 6.1 %,

and which Is further explained in the Business Day article *CPI Breaches Reserve bank
target” dated 22 May 2014.

. 54. The SARB and Natlanal Treasury 2014 Budget Review forecasts CPI at 6.2 %, 5.9 %
: and 5.5 % for the years 2014, 2015 and 2016 respectively.

55. The MPC also Is concerned about upward inflationary pressure on the economy as they
have increased the Repo rate by 50 basis points recently In response to managing the

upward inflationary pressures. Another Imminent Iincrease Is highly likely at the next
sitting of the MPC on 22 May 2014,

56. The high level of local content (60%) makes local Indices more applicable to assess the
cost of escalations golng forward,

57, Applying the relevant proportion of each of the labour, materlal and other Input costs
which make up the basket of items required for the manufacture of the locomatives,

would result in the net Increase In the locomotive price of ©.2 o4 for electrics and 6.3 %
for diesels Increase,

58. Hence a CPI of 6 % escalated for 35 months on a compound basls (excluding a

premium for risk) results in @ 18.54 % Increase, thus the net 16.8 % per E In Table 2
above Is reasonable.

Increase In ETC for 1064 GFB Locomatives B Q_T; T i o
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59, Escalations of input costs have been verified by Transnet by using publicly available

data and by Regiments Capital using thelr intellectual property methodology and
technlques, '

TE Scope (Item B of Table 2)

60, A strategic decision was taken at a Transnet level that TE should transform to
eventually become an OEM of locometives. This 1064 tender process, togethér with

the 100 equivalent 19E Dual Voltage Elactrlc locomotive process, was usad as & catalyst
to facllitate this strategy.

61, As such bldders were advised to provide pricing based on providing TE with additional
. scope for the manufacture of the locomotives,

[ 62. Strategically it was decided that for specific lkems within the build process where TE

were within 10 % of the market price then It would be acceptabla to allow TE to retaln
thls scope,

63. The pricing as reflected above In Table 2 Is inclusive of this additional scope for TE
based on this principle.

64. Biddars have also buiit a risk premium Into their pricing, to cater for the risk associated

with Transnet Englneerlng carrylng out this additional new scope of work far the 1%
time.

65, Consequantly the net additional 3 % per B [n Table 2 Is justiflad and (s reasonable,

~ )\
Increasa In €TC For 1064 GFB Locomotives ~ U
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Batch Size (Item D of Table 2)

66. As approved by the Transnet Board the preferred bidders were advised that the batch

slze has been split on a 50/50 basis for the Diesels and a 60/40 basis for the electrics,
arnongst them.

67, This was done to mitigate locomotive delivery risk and reduce the MDS risk relzted to
volumes.

£68. As 2 result, the fixed costs related to setting up the production lina would have to be
recouped over a smaller batch.

69, This restilted In an Increase In the cost per locomotive,

. 70. Although the cost per locomotive has Increased, an overal saving is realised due to
splitting the batch, because of the saving made on future escalatlons and hedging costs
Y as a result of a shorter delivery perlod. This has been quantified to be R 4.08 billion.

71, Consequently the net additional 9.4 % per D in Tabla 2 is justified and Is reasgnabla.
Contingencies (Item G of Table 2)

72. The contracted price of R 49.5 billion excludes the cost of any requirements for capital
spares beyond the warranty pariod, varation orders and options (such as electronlcally
controlled pneumatic braking and wire distributed power etc.) and as such an additional

10 % (R 4.9 billion) has been added Into the request for additional ETC for this (refer
item G of Table 2}

73. In order to stlmulate development In other parts of Sauth Africa, Transnet have

declded that It would be more strategic to have two OEM's manufacture the
locomotivas in Durban.

74, In addition TE production lines in Koedoespeort cannot accommodate four OEM's as
. validated by the PWC study.

75, Bidders have based thelr contracted prices on manufacturing operations belng camled

out In Gauteng. Bldders have not yet quantified this cost, however this cost is Included
{n the additional 10 % (refer item G of Table 2).

Inoease In EYC for 1064 GFB Locomotives Q\ \ 3
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FINANCIAL IMPLICATIONS:

76.The business need and rationale remains as originally Indicated In the business case
submisston.

77.The Business case resulted In @ positive NPV (R2.7 blllion at the TFR hurdle rate of
18,56 % and R34.1 blllian at the TFR WACC of 12,56 %),

78.The Transnet hurdle rate has since been amendad to 15.2 % and the NPV at this
hurdie rate using the business case assumptions would be R 16,02 bikion.

75. The financlal models for the Business case have been updated for the following based
on the conditions per the signed final contracts:
a. Final pricing

. b. Revised cash flow profile for tha capital Investments

v t. Comrmensurate changas to the volume ramp up and tariff Increases on
& commoditles that are priced relative to the lnvestment attlay

80. The updated NPV result Is a positive NPV of R 11,68 blflion at the naw hurdie rate of

15.2 % and R 22,71 biiiion at the TFR WACC of 12.6 %. The NPV would become a
negative R 1.67 bllllon at the original hurdle rate of 18.56%.

81. The WACC and hurdle rates are updated annually for changes in economlc conditions

and are approved by Transnet Exco and reviewed by External audit during the year end
audit process.

Increase In ETC for 1064 GFB Locomotives \\_/
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BUDGET IMPLICATIONS:

82. The Investment Is Included [n the 2014/15 seven year capital Investment plan.

83. The contracted delivery schedule and cash flows have changad as compared to the
Investment included 1n the 2014/15 seven year capita!l Investment plan.

84.1In order to ensure that Transnet’s approved key affordability limits {gearing and cash
interest caver) are not breached, a capital prioritisation process will be undertaken,

such that other Investments which do not impact MDS volume targets would be
deferred,

83, The difference between the 2014715 seven year investment plan and the projected
cash flows based on the supplier agreements with contractors with an additional 10 %

. added for options, variation orders, spedal teoling, test equipment, initial spares and
capltal spares, is flustrated In Table 7 below:

o

Table 7
Hand frian
Erc .| 23714 [ w4715 {15726 | 26737 | 27718 aer1s.l 19720 ] 20121

Budget per i

Corparats Flan 41 468 - 31s5] 4188 B3% g1  9420] 8392 1636

Contractad 49 547

Add 10 % for

cpticns, varlatons, 4855

tools, spares elc.

Expectzd 54502]  4B24]  6306] 6557 18618] 3697¢] 1183 . :

Difference -13034] -4824] -5993] -2408] 10274  -7me7]  g23s] eI 1656

Corperate Flan

alignment to -2 BES

Businass Case

Net ETC differenca =15 502

86. In order to secure accelerated delivery of the locomotives to address the MDS volumes
. at risk, a larger advance payment (R 4844 million) had to be made to the contractors In

the 2013/14 financial year.

87. As confirmed by & letter received from the suppliers this was required by the suppliers
in order to cover costs to ensure quicker delivery, The raticnzle as explained by the

supplier was confirmed reasonable by Transnet's external auditors and was capitalised
accordingly In the Finandal Statement at 31 March 2014,

88. Althaugh the accelerated delivery schedule would have resulted In earller cash cutflows
for Transnet, an overall saving is realised because of the saving made on future
escalatians and hedging costs as a result of a shorter delivery perlod

89. The tmpact from the locomotive acquisition on the 2014/15 corporate plan as weil as
the Impact of the priritisation process; updating for the change In volumes, revenue,
EBITDA and capital due to the comblnation of the 100 electric locomotives, 1064
locomotives and 60 Diesel lacomatives contracts Is reflected In the graph below:

Increase in ETC for 1064 GFB Locomotives )
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90. As can be seen from the graphs the inltial two years of the 2014/15 Corporate Plan has
been negatively impacted the by locomotive acquisitions,

91. However after the planned EBITDA and Optimisation initiatives that have been factored
into the model the ratios are restored,

RISK MANAGEMENT:

93.In order to manage risks associated with this transaction a risk management
framework Is in the Process of being developed.

94. A Locomotive Steering Committee has been set Up to manage the operational issues
associated with the locomotiyve acquisition and will address the following risks:

¢ Locomotive delivery

The wagon build program
Infrastructure requirements
* Operational readiness

* Commercial and Volumes

reallsed,

96. In order to mitigate against late delivery risk, a penalty regime capped at 10 % of the
contract price has been agreed to with all bidders,

97. Escalation risk has been mitigated by fixing the price%(/\lommotlves.

Increase In ETC for 1064 GFB Locomotives
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98, Forex risk has been mitigated by hedging the price of the locomotives by using the
suppliers balance shaets,

99, All advance payments are secured by &n on demand advante payment guarantee

issuzd by & bank with a2 minimum long term credit rating of an A- Fitch rating or
equivalent,

100, Payment terms have been structured such that the bulk of payments, of between 70
% and 90 %, happens after delivery of the locomotives.

101.In order to manage the tota! cost of ownershlp and mitgate against the risk that the
locomotives once placed into operation will consume more fuel (diese! locomotives) or
energy {electric locomotives) than Indicated In bldders responses to the RFP, a penalty

clavse with a related fuel/energy warranty regime has been Included In the supply
. agreement with biddears,

102.In order to mitigate agalnst default of Supplier Development (SD) commitments, and
SD penally clause has been included In the supply agresments with bidders, An SD
bond has also been obtained to cover risk agalnst default,

103.GE have agreed to provide a 30 month warranty on the locomative as well s a 6 year
warranty on the traction motor and a 12 month warranty on spares,

104.CNR, BT and CSR have agreed to provide a 24 month warranty on the locomotive as
well as 2 6 year warranty on the traction motor and a 12 month warranty on spares,

105.A lisbility cap of 15 % of the contract price Is Included In the supply agrezment

thereby limlting Transnet's exposure In the unlikely event of breach of contract by
Transnet.

106.In ordar to mitigate agalnst the risk of having to accept and pay for locomotives

during an economlc downturn-when volumes from customers may not be forthcoming

thereby Impacting negatively upon Transnet's loan covenants, bidders agreed to accept

a clause in the supply agreement whereby acceptance of locomotives could be deferred

. ‘ for & perlod of time. Transnat agreed that In return bldders would be relmbursad for

U reasonable and auditable costs. These costs could [nclude warehousing costs, time
value of money costs, costs related to the rolling of hadges etc.

SOURCE OF INFORMATION AND REFERENCES:

107.Data quoted In the memo above has been sourced from:

Statistics South Africa - releasa P0141

Business Day 22 May 2014 - “CPI Breaches Reserve Bank target”

Business Day 18 March 2014 ~ “"Rocky Ride forecast for still too expansive
Rand

Reserve Bank and Natlona) Treasury 2014 Budget Review

Regiments Capital (transaction advisory services)

KMPG (accounting oplnlons)

PWC (locomotive localisation opportunities for TE and South Afslcan
industry)
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RECOMMENDATION:

108,13t Is recammended that:

a) the BOD take note that the main reasons for the Increasz In ETC Is due to the
exchision of the followtng costs from the 24 Januzry 2014 submlssion:

. The cost of hedging for forelgn exchange movements;
il. The cost for future Inflationary escalations;

li. The cast of additional scope for Transnet Engineering (TE);

Iv.  The cost of changes In ecenomic conditions (forex and Inflation) between
approval of the business case and award of the contract

b) the BOD approves an Increase In estimated tota! cost (ETC) for the acquisition of

the 1064 locomotives for Transnet Frelght Rall's General Frelght Business from
R38,6 blilion to R54,5 billion.

Recommended by:

ke

Anoj Singh
Graup Chlef Financial Ofiicer
Date: =p \=s L%

Recogmimenied by:

[
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" - 3 Vil
ChieExe )ty/

ate: Do 2l

Recommended by:

'
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Brian Molefe
Group Chlef Executive

Dzte: 2 ety

Increase In ETC for 1064 GFB Locomotives



