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TRANSNET‘S OUTLINE OF THE MARKET DEMAND STRATEGY INCLUDING 

R300 BILLION CAPITAL INVESTMENT 

 

President Jacob Zuma in his State of the Nation Address on 9 February 2012 announced Transnet’s 

planned investment of R300 billion over the next 7 years starting in Financial Year 2013 subsequent 

to the Transnet Board of Directors approval of the Market Demand Strategy (MDS) in January 2012.  

The purpose of this communication is to give you details of this investment, outline the context of this 

investment as well as to briefly highlight some of the funding sources of the investment plan. 

Notwithstanding the successful financial turnaround of the Company and improved investment 

performance in recent years, the lack of sufficient rail capacity has meant that Transnet has 
continued to constrain economic growth, particularly in respect of the demand for the transportation 

of mining products. The shortfall in capacity needed to satisfy demand has had a negative impact on 
South Africa. The MDS aims to satisfy validated demand through accelerating capital investment over 

the next seven years and improving reliability and operating efficiencies.  
 

The successful implementation of the MDS will see Transnet’s revenue grow from R46 billion in 

2011/12 to R128 billion in 2018/19. Rail volumes will grow from approximately 200mt in 2011/12 to 
350mt by 2018/19, increasing rail market share of transport revenue from 11% to 15%. The 

containers through Ports will grow from 4,3 million to 7,6 million Twenty Foot Equivalent Units (TEUs) 
and petroleum products through Pipelines will increase by 3 089 million to 20 180 million litres by 

2018/19. 

 
The MDS, like the previous Quantum Leap strategy, is fully aligned with the requirements of the 

Developmental State and the National Growth Path (NGP) but with an important difference: the 
significant increase in planned investment means a significant increase in Transnet’s impact on job 

creation, and skills development. 

Transnet’s planned infrastructure investment of R300 billion over the next 7 years is a bold step for 

Transnet to fulfill its mandate and support economic growth in South Africa. The MDS on which 

Transnet’s R300 billion capital spend is based will result in a modal shift of freight from road to rail 

thereby lowering South Africa’s carbon emissions, the creation of more jobs in the South African 

economy, growth in the mineral and mining sectors, increased localisation and Black Economic 

Empowerment, position South Africa as a regional transshipment hub for Sub-Saharan Africa and 

deliver on NEPAD’s regional integration agenda. 
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The salient features of the market demand strategy are outlined below: 

Year 2012/13 
(R m) 

2013/14 
(R m) 

2014/15 
(R m) 

2015/16 
(R m) 

2016/17 
(R m) 

2017/18 
(R m) 

2018/19 
(R m) 

Total 
(R m) 

Cash from 
operations 
and other 

18 499 23 868 27 392 34 565 40 785 43 950 49 256 238 315 

Capital 
investment 

(31 183) (37 320) (38 815) (48 026) (56 299) (47 424) (41 060) (300 127) 

Loan 
redemption 

(1 464) (2 150) (3 930) (7 054) (988) (8 033) (1 081) (24 700) 

Funding 
requirement 

( 14 148) (15 602) (15 353) (20 515) (16 502) (11 507) 7 115 (86 512) 

Gearing (%) 46.0% 47.3% 47.0% 46.1% 45.3% 42.2% 37.0%  

Cash 
interest 
cover 
(times) 

3.6 3.5 3.8 4.2 4.3 4.3 4.8  

Funding as 
% of capex 

47.7% 44.8% 40.6% 42.7% 29.3% 24.3% 0% 29.3% 

 

The list of planned projects includes: 

 The expansion of the coal line from 68mt p.a to 97.5mtpa, given the positive long term 

prospects and the remaining reserves of the Waterberg in the Limpopo Province.  

 Other projects include expansion of the Iron ore export channel from 61mt p.a to 82.5mt p.a, 

 Final phase of the NMPP. 

 Major rail infrastructure, rolling stock fleet acquisition and upgrades for general freight 

business is planned which will result in volumes growing from 79.7mt p.a to 170mt p.a over 

the seven year period. 

Transnet only requires to fund R86.5 billion of R300 billion primarily because the volume growth will 

generate the required cashflow and assist in reducing the funding requirement.  The probable sources 

of funds are debt capital markets – local and international, bank loans, Development Financial 

Institutions (DFI) and Export Credit Agency (ECA) funding.  The probable sources funding for the FY 

2012/13 to 2015/16 are noted hereunder:- 

Years 2012/13 
(R m) 

2013/14 
(R m) 

2014/15 
(R m) 

2015/16 
(R m) 

Commercial Paper 2 210 2 900 3 188 4 100 

Domestic Bonds 4 000 5 000 5 000 7 000 

DFI/ECA/GMTN 5 800 5 100 5 000 6 000 

Bank loans/other 2 100 3 000 2 165 3 400 

Total 14 110 16 000 15 353 20 500 
 

(NB.  Although the split is reflected, the actual activity is subject to market conditions, pricing and 

liquidity which may force us to re-arrange the split).   
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The above sources of funding have been considered as part of a well established and executed 

borrowing strategy that includes the following elements: 

 Diversified sources of funding; 

 Prudent asset and liability management; 

 Efficient risk management and 

 Cost effectiveness of funding. 

Transnet is confident that it will be able to access the debt capital markets to successfully raise the 

funding in the next seven (7) years.  The annual funding in the next 7 years is not excessive and will 

be raised without the benefit of the government guarantees.  Transnet is confident that it will raise 

the required funding as it has:-  

 established a number of funding sources to ensure diversification of funding portfolio; 

 successfully executed its borrowing programme in the past;  

 created credibility with investors; 

 has a robust financial profile;  

 a detailed implementation plan and risk management strategy that will mitigate identified 

risks to the MDS; and 

 its financial metrics and financial profile will enable it to maintain its investment grade credit 

rating. 

The funding program will be executed through prudent planning, risk management as well as 

continuous exploration of new funding markets and strong partnerships.   

 

Transnet will launch in detail the MDS in April 2012 to which you will be invited 
and this will provide you with a further opportunity to obtain greater details into 
Transnet revised strategy. 
 
Please note that the details of this communique are for your organisation use 
only. 
 
Issued on behalf of Transnet SOC Ltd by  
Mboniso Sigonyela 
GM: Corporate and Public Affairs 
 
011 308 2384 
083 463 7701 
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Transnet Limited 

I. Summary and Conclusion

The Requests: In connection with its multi-year capital expenditure program, Transnet Limited 
("Transnet" or the "Company"), of Johannesburg, South Africa, is requesting a total of $332.8 
million in Ex-Im Bank support as set forth in the two requests described below: 

Final Commitment AP085322XX 
Transnet is requesting a final commitment for a guarantee of a loan, to be denominated in South 
African Rand ("R", or "ZAR") in the amount of approximately , including the Ex-Im 
Bank exposure fee of  (the "Final Commitment"). The Final Commitment will support 
Transnet's acquisition of fully-assembled GE locomotives and  locomotive kits (the 
"Final Commitment Locomotives").  fully-assembled Final Commitment Locomotives 
will be shipped from GE's factory in Erie, Pennsylvania. U.S.-manufactured components for  
Final Commitment Locomotives will be shipped from Erie, Pennsylvania to Transnet Rail 
Engineering ("Transnet Rail Engineering" or "TRE"), one of the five main operating divisions of 
Transnet, for final assembly at one ofTRE's facilities in South Africa. Transnet is also requesting 
local cost financing ofup to 30% of the U.S. contract price 1 to support work performed in South 
Africa. Shipment of the fully-assembled Final Commitment Locomotives and the  
locomotive kits will begin during the 4th quarter of2010 and continue through the end of the 3rd 

quarter of 2011 (a total of 12 months). 

Preliminary Commitment PC085332XX 
Transnet is also requesting a preliminary commitment, to be denominated in ZAR in the amount of 
approximately , including the Ex-Im Bank exposure fee of , (the "Preliminary 
Commitment", or "PC"). The PC will support Transnet's acquisition of dditional locomotive 
kits for final assembly in South Africa (the "PC Locomotives" and together with the Final 
Commitment Locomotives, the "Locomotives"). The PC also includes local cost financing of up to 
30% of the U.S. contract price to support work performed in South Africa. Shipments of the 
locomotive kits for the PC Locomotives are expected to take place starting in the 4th quarter of 2011 
and continue through the 1 st quarter of 2013. 

CRT/ Due Diligence: The Character, Reputational and Transaction Integrity ("CR Tl") due 
diligence was carried out on Transnet, its subsidiaries and shareholders and no adverse information 
was discovered. 

Prohibited Energy Producer/Refiner: Staff took the following steps to determine whether any of 
the relevant transaction participants is a "Prohibited Energy Producer/Refiner". Ex-Im Bank 
received a completed questionnaire from Transnet Limited. Transnet certified to Ex-Im Bank that it 
(i) does not produce, refine, or sell petroleum, refined petroleum products, oil, or natural gas, and
(ii) is not a direct or indirect subsidiary of another company that produces, refines, or sells
petroleum, refined products, oil, or natural gas. Based on staffs due diligence, including a review

1 Per Ex-Im Bank policy, "U.S. Contract Price" is defined as U.S. Content+ Eligible Foreign Content (refer
to the Engineering and Environment Memorandum in Appendix D). 

1 

(b)(4)
(b)(4)

(b)
(4)(b)(4)

(b)
(4)

(b)

(b)(4) (b)(4)
(b) 
(4)

(b) (4)

(b) (4)



              
             
               

                
            

               
               
               

              
               

               
         

          
               
              

               
       

       

               
               

           
                 

               
              
               

              
            

              
              
              
             

            
             

             
                

 

 






                
    

               
                

         

                
          

                  
              

        

                 
           

                
                   

                
             

                
               

               
        

             
               

               
               
              

              
               

             
               

           
   

               
               
               

               
   

 












   

             
              

  

           
         
      
      
       
           

 




  
    

  

 

             
                

             
              

              
              

                 
           

                  
             

                
             

              
                  
             

             
  

            
               

            
            

   

             
             

               
               
          

          

              
             

        

   
            

            
              

             
              

 




Appendix A 
Operations and Financial Condition 

years and more than 64,000 wagons. The age ofTFR's locomotive fleet is adversely affecting 
operational efficiency and resulting in increased maintenance and fuel costs. 

As shown in the map on page A-15, Transnet Freight Rail's business can be divided into three 
parts: 

(i) the Export Coal Line (which runs from Gauteng Province to Richards Bay on the
Indian Ocean) - customers on the Export Coal Line include exporters and producers situated in 
the Mpumalanga coal field to the Port of Richards Bay such as BHP Billiton, Anglo American 
and Xstrata; 

(ii) the General Freight business (which encompasses mainly manufacturing, mining,
agricultural and containerized products and runs from the coastal ports (Cape Town, Port 
Elizabeth, Ngqura, East London, Richards Bay, Durban and Maputo (Mozambique) to 
Johannesburg and Gauteng Province) - customers for General Freight include ArcelorMittal, 
Eskom, Assmang, Samancor Manganese, Foskor, Afrisam, Sasol, Highveld Steel and Samancor 
Chrome, and 

(iii) the Export Iron Ore Line (which runs from Sishen in the Northern Cape Province to
the port of Saldanha on the Atlantic coast) Kumba and Assmang are the two main customers 
for the Export Iron Ore Line. 

Export coal volume was down 0.2% for FY 2010, compared to FY 2009. TFR transported 61.8 
million tons (mt) during FY 2010, slightly less than 61.9 mt transported during FY 2009. The 
marginally lower export coal volume was due to interruptions from the commissioning of the 
Richards Bay Coal Terminal expansion as well as other operational and infrastructure disruptions 
on the export coal line as a result of an increase in cable theft. Because of their copper content, 
cables are stolen and sold on the black market. The improving economic climate (and resulting 
higher volume of coal transported), as well as increased operational efficiency, improved TFR's 
perforance during the last three months of FY 2010 (January 1, 2010 to March 31, 20 I 0). 

General freight volume has a more severe 
downturn of8.0% during FY 2010, compared 
to FY 2009, as a result of the economic 
recession. General freight represents 
approximately half of all revenue generated by 
Transnet Freight Rail (refer to Table A-1 
below). Increased throughput of several 
general freight sectors (e.g., manganese, 
chrome, steel, containers) during the second 

TableA-1 

Transnet Frei2ht Rail's Revenue by Source 

Mar.31 Mar.31 

ZAR miJlion 2008 2009 

Total Revenue 16,598 18,683 
General Freight 11,248 11.852 

Export Coal 3,264 4,332 

Exoort Iron Ore 1,219 1,740 
Other 867 759 

Mar.31 

2010 

20,825 
11,903 

5,624 

2,216 

1,082 

half of FY 2010 reduced the severity of the drop in volume during FY 20 I 0. TFR increased the 
number of "containers on rair as part of its Growth Strategy to shift general freight from road to 
rail. TFR improved efficiency by running more trains on time and avoiding cancellation of 
trains, which resulted in more containers being delivered at the ports on time. Unfortunately, 
cable theft incidents resulted in the theft of 230 kilometers of cable. The direct replacement cost 
to Transnet Freight Rail was approximately R42 million ( approximately $5. 7 million) but the 

A-2



  
    

             
       

                
         
             

               
                 
   

   
           

            
             

             
                

               
              

     

    
            
                

                
              

              
            

            
           

 

   
            

               
            

           

  
            

            
              

 






























    	  

        

 	       


   


       


  


        


     


 	        


  


      


      

         

     

         
 

    


     


          

 

    	  
  	    

          	  














 

   
       

 
  

       

  

  

 
 

   
      

      
    


       













  
     

       

               
              
             

               
            
              
                 

             
               

                  
            

              
               

              
          

             
              

               
              

            
            

       

            
             

            
               

              
               

            
              
                

              
           

            
             
             

            

 



         
      
       
           

   
 

 
 
   

  
  

   
 

  
  
    

    
  

  
   

       
  
  

 
 

 
 

 
    

  
   

     
  
       

       

  
 

 
















 
  

   

 	               
              

           
           

             
              

               
              

            
             

               

 	              
              

           
              

             

 	              
              

             
               

 

 	           
            

           
         

 	                
              
            

                
             

           
            

              
         

        

 

























































