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MEMORANDUM
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To:  Transnet Board of Directors {BOD)
Fromi Brian Molefe, Group Chief Executive

SHBJECH mc m mmn TOTAL COSY {ETC) OF THE hCQUISlﬁON OF
| mm i ES FG’RWS&ET FREIGHT RAIL'S GENERAL FREIGHT BUSINESS
s “f‘ e : =
PBTR‘PGS;;EI

1. Thepu;poseoftlﬂs memo fs:
a} for tha BOD 1o note the £ msoas Tor the Increase tn ETC,

b} mmuestmat&eﬂonappmvaanhxreaselnﬂwesﬁmatedmicost(ErC)forﬁue
acquisition of 1064 Lotomotves for the General Frelght Business of Transnet Freight
Rﬂlfram R 38.6 billion to R 54.5 bilfion.
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2, In snmmary the Increase In ETC of R 15.9 bitiion can be attributed tothe following:
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advising of the final ETC,

18. Four contracts to acay lw.ré_lﬂﬂio:dmoﬁvqs‘wae concluded on 17 March 2014 at 3 cost
of R 49,3 bilion Indluding the cost of fukure escaiatons, [duding Sl 60
TE end jncly Toreliin excha

=ost OF TUilire e e 11 8dcitional scope for
ane inchi exchange hedging costs thus resulting In'en Increas I ETC of
approxiibtely R 155 bilfion (nduding & 10 % cantingency).
19. As per the DI codes for latal content, the ender process requlred that bidge  exceed
2 rinimuen Suppiler Development (51) threshold of 40 %-ecfan‘b,;.,. ex%g;sd d t
threshold, Al the bidders met the minimum thresholds for local ¢ontent of 55 6y for
diesel locomotves and 605 for electric locomotives, ' ‘

rder to i inst late gé:tve alty regime coppad g 10 1
onder to mitigate agal te o 8 penalty regime capped a 10 % of the
-~ ;> contract priceg:as been agreed to with all bidders,
(9 Table 1
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DISCUSSION
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In order to anslyse the Increass In ETC two factors n

ced to be conslderagd;
. Updeted economic data from  business
I *

Case date to cument (backward

7

I, Future f‘mgnciql risks emanating from
mitigate these risks (forward toaking),
22.This -document has been Prepared to explain the Increase In ETC on this bagls
concentrating -on why thess costs needed to be dncrred and viere these coste
reasonable In the droumstainces, G

the transaction and costs #ssoclated to

23. The Increase In ETC of R 15,9 billien 15 due'ta the following reasons (refer Table 2
below):

&) Escalations from the opproved business case to award date {backviard laoking)
(ttem A of Table 2)

b) Forex from the approved business €ose to award date (backward looking) (Item ¢
of Table 2)

1Al e X allac Engineering (TE) for the strategy to
enable TE to eventually transform to an Osiginal Equipment Manufacturer (CEM) of
locomotives (strategic) (ftem B of Table 2).

) The cost of redudng the batch size (strateglc and Hisk mitigation) (ftem D of Tuble
2

€) The cost of fiture escalations aver the life of the contract (forward looking and ek
mitigation) {Item E of Table 2)

) The cost of fixing forex exposure over the life of the <ontract (forward locking end
ik mitigation) (item F of Table 2)

™. 9) Contingencles relgted to variation orders, Optlons (such as electrofically cantroileq
,gzgf}; phsuniatic braking and wire distributed power etc.) and capital spares {Item G of
. Teble2) ' ' ]
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Incease i1 ETC for 1064 GF8 Lodimotives ' :
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