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A competitive network of Global Logistics is the backbone e
of International Trade T

Key Considerations

Improving logistics performance has become an important
development policy objective as a result of the impact that
logistics has on economic activity. As custodian of
ports, rail and
pipeline, Transnet
plays a critical

role in South

Af rica’s f

system

« For countries at the same per capita level of income, those
with the best logistics performance experience additional
growth in GDP and Trade (World Bank, 2010).

« Many developing countries have not yet benefited from the
productivity gains of logistics modernization and
internationalization implemented over the last 20 years.

« Except in high income countries, the availability and quality
of trade-related infrastructure is a major constraint to
performance.

Source: World Bank, Connecting to Compete, 2010 3



South Africa is amongst the highest performing Logistics 'm"ﬂNEr
Systems in upper middle income countries and is a logistics r
over performer
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South Africa’s freight system is highly regarded internationally

Source: World Bank, Connecting to Compete, 2010 4



A strategy to build economies of scale and drive Transport TRANSNED

L . . v,
System efficiencies through increased economies of scale ’
and network density is required

Volumes and density are critica
Increasing connectivity.

National markets are too small tc
compete successfully.

Regional growth prospects are
stronger than ever.

® Toamasina
(Madagascar)

Significant opportunities arise for
local businesses for example in
feeder services, overland transport,
terminal operations, packaging and
warehousing and information
integration

Port Louis
(Mauritius)

Regional freight systems need to
consolidate to drive down costs and
increase connectivity.
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Introduction to Transnet

TRANSNET

Transnet is a State owned Company Limited, wholly owned by the
Government of the Republic of South Africa (Shareholder). As the custodian
of Ports, Rail and Pipelines, Transnet is responsible for ensuring that the
country's freight transportation system operates according to world-class
standards and enabling economic growth as a integral part of the overall
economy.



Transnet is the custodian of ports, rail and pipelines
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Freight Rail National \{ Port
Rail v Engineering Ports : Terminals

(TFR) (TRE) AeNEa) (TPT)

A 16 Cargo terminal
operations across
SA ports

ARevenue R6bn

AAssets R13.5bn

A5 895 employees

A8 Commercial
ports — Ngqura
became
operational during
October 2009

ARevenue R8.4bn

AAssets R56bn

A3 558 employees

A20 500 km of
railway track

A 182 million tons
of freight

AGeneral freight

ASupport to TFR
for rolling stock
maintenance

ARevenue R9.8bn

AAssets R6.8bn

A 13020 employees

and 2 heavy haul
export lines
ARevenue R22.2
bn
AAssets R54.7bn
A24 177 employees

Pipelines
(TPL)

A18 billion litres
of petroleum
products and gas
through 3000km
pipelines, mainly
to Gauteng

ARevenue R1.3bn

AAssets R20.1bn

A600 employees

ATransnet Capital
Projects

ATransnet Property

ATransnet
Foundation

Transnet Property
ARevenue R0.5bn
AAssets R3.7bn
A554 employees

Transnet Capital
Projects
ARevenue R2.3bn
AAssets R0.5bn
A7568 employees

Transnet is seffunding and does not receive subsidies and has not incurred guarantees for its debts

since 2004 from the Government.
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TRANSNET

Transnet Strategic Objectives r

E Grow volumes and revenue

E Maintain capital and financial efficiency

E Improve operational efficiency

E Create capacity and make appropriate infrastructure investments
E Focus on skills and social development

E Create employment opportunities

E Improving safety, health and reduce environmental impacts

10
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TRANSNET
Customers predications of steel demand

Manganese Overview r

E South Africa holds 80% of the w o r | kdows high grade manganese
reserves

B South Africa currently exports less than 30% of world production

E South African manganese is of high grade (48% to 52%) and has a
low carbon content — making it ideal for crude steel production

B For South Africa to maintain 25% of world market share, export
volumes must be increased to at least 10.25 Mtpa by 2015

E The manganese mines are located in the Kalahari Basin in the
Northern Cape region of South Africa

F Transnet is responsible for transporting by rail the Manganese Ore
from the mines to the Ports of Port Elizabeth and Durban in bulk

12



South Africa Manganese Export Routes
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TRANSNET

Port Elizabeth Manganese Ore Port Terminal 'r

The Manganese Terminal is operated by Transnet Port Terminals. It has a stack capacity of
400,000 tons. The terminal was refurbished in 2010. Current maximum throughput capacity is
5.5 Mtpa.




TRANSNET

Durban Manganese Ore Port Terminal 'r

The Manganese Terminal is operated by a private company called Bulk Connections, part of the
Bidvest group. Current maximum throughput capacity is 1 Mtpa, but can be increased.

——
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TRANSNET

Manganese Demand r

F The expected export capacity requirement for manganese is 12 Mtpa
by 2016

F The South African manganese industry expects that export capacity
requirement will exceed 12 Mtpa — possibly up to 20 Mtpa, i.e. 12 Mtpa
IS @ minimum export capacity requirement

F Transnet has committed to decommission the current manganese
facility in Port Elizabeth by the end of 2016 due to limited capacity and
environmental concerns

F The options under consideration for the primary export channel to
provide this capacity by circa 2016/2017 are being discussed

17



Existing Capacity (Port and Rail)

TRANSNET

r

Available Actual Comments
Capacity capacity
Port Elizabeth Take or pay contracts for 3.8mt in place
Rail capacity 4.2 Mtpa 3.8 Mtpa Rail capacity below that of port. Increased rolling stock
has pushed the rail capacity to 4.2mt
Port capacity 5.5 Mtpa 4.2 Mtpa Port not meeting full capacity due to rail limitations
Durban
Rail capacity 1 Mtpa 600 000 tpa Rail is not achieving full capacity due to inefficiencies
and shortage of rolling stock
Bulk Connections 1 Mtpa 1 Mtpa Bulk Connections capacity constrained by rail. Terminal
has indicated can increase capacity
Richards Bay
Rail capacity nil nil No rail capacity currently. Strong customer demand
Port capacity 700 000 tpa 700 000 tpa Transnet Port Terminals has concluded take or pay

contracts with 2 customers

18
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TRANSNET

Manganese Export Capacity Allocation Process (MECA) r

Background to the MECA Process

Increase in the number of Mining entities with Mining Rights

Requests from these Mining Entities desperately wanting to secure
capacity

Limited Capacity available on Port and Rail (4.2 Mtpa)
Historically Manganese contracts were short term

Before 2009 there were only two players on the Port Elizabeth
Export Channel

Mid 2009 the contracts with the two customers were to expire

Thus, a fair, transparent and equitable allocation process had to

be adopted.

20



TRANSNET

Manganese Export Capacity Allocation Process (MECA) r

In 2009 Transnet ran an open independent public process (MECA
process) in order to:

E Verify details about the manganese mining industry (identify miners,
their deposits, likelihood of coming into production, financial stability, etc)

F Ascertain anticipated demand for manganese (rail and port capacity)

F Respond to a number of new order mining rights that was issued —
unclear whether all potential mines were viable or would come into
operation

E Verify which customers Transnet should be engaging with in its

expansion pl ans. This 1 ncluded mi |
and operational requirements

21



TRANSNET

Manganese Export Capacity Allocation Process (MECA) r

MECA Process Governance

The MECA process was:

E Managed by Transnet Group Commercial and had active involvement
from Transnet Freight Corridors and all other Transnet Operating
Divisions.

E KPMG (Klynveld Peat Marwick Goerdeler), an international accounting
firm, managed the process and 2 independent law firms assisted on
the legal issues

E Decision making was as follows:

EWorking Group  with representatives from Transnet assisted by
KPMG;

F Evaluation Committee  which made recommendations — General
Managers from Transnet;

E Approval Committee  which took decisions based on the
recommendations of the Evaluation Committee (Transnet Group
Executives)

F Endorsement by the Commercial Sub Committee of the

Transnet Executive Committee
22



Manganese Export Capacity Allocation Process (MECA)

Process Followed:

January 2009 1 advertisement
Pre Screening
Signing of NDA
Public briefing
Distributing PQD to those who signed NDA
Distribution of briefing docs
Interrogation of PQD submissions:
E Operational
¥ Legal/BEE
E Financial
Recommendations on who to qualify by committees
Consideration by Evaluation Committee + recommendations
Decision by Approval Committee
Endorsement Committee Sub Committee
Final list of customers
Contracts agreed and signed

TRANSNET

r

23



TRANSNET

Manganese Export Capacity Allocation Process (MECA) r

Current Export Manganese Contracts

F The Manganese contracts are Rand based - there are no embedded
derivatives in the contracts.

E There are currently three customers that enjoy capacity on the export
line to Port Elizabeth with an additional customer taking up its portion
of capacity in 2012. All capacity was allocated pursuant to a fair and
transparent Manganese Export Chan

E All contracts are take or pay contracts: 90% guarantee for customers
and 30% (performance penalties) for Transnet.

F The contracts commenced in 2009 and will all terminate in March
2013.

Future: Working with the Shareholder to determine a fair allocation
process for long term allocation beyond 2016

24
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TRANSNET

Ramp -up of Manganese exports through Port Elizabeth r

E The current Port Elizabeth Port capacity is 5.5 Mtpa

E Until the 12 Mtpa facility is completed it makes business sense to
increase the rail capacity to 5.5 Mtpa to match the Port capacity

F Rolling stock is available
E Capital outlay to upgrade the rail infrastructure is required

E Estimated ramp-up date is July 2012

26



TRANSNET

Future Plans r

E Customers are desperate for capacity at Ngqura / Saldanha

E The long term plan for manganese is to develop a 12 Mtpa facility

F An interim capacity solution is to increase Manganese rail capacity to
4.8 Mtpa in 2011/12 and then to 5.5 Mtpa in 2012/13 - with limited

capital outlay - until the 12 Mtpa facility is completed. Current Port
capacity exceeds Rail capacity

27
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TRANSNET

Plan to vacate Port Elizabeth by 2016/17 r

F Transnet has committed to decommission the current manganese facility in
Port Elizabeth by the end of 2016

F Saldanha and Ngqura are the two options under consideration for the primary
export channel to provide this capacity by circa 2016/2017

E A manganese Peer Review team was established in October 2009 with
representation from all affected Transnet divisions with the following
objective:

E To review previous studies done on manganese export options in South
Africa, and to propose an objective and fact-based recommendation in
order for Transnet to be able to reach a decision on the long term
solution for the preferred manganese export channel:

F To come on stream circa 2016/2017
F To handle approximately 12 Mtpa of manganese

B The findings of the Peer Review team were presented to Transnet on 18%
August 2010

30



TRANSNET

Conclusion r

F An interim manganese export capacity to Port Elizabeth of 4.8 Mtpa
will be created in 2011/12 and then increased to 5.5 Mtpa in 2012/13
until the 12 Mtpa facility is completed

F There is an increase in rail traffic for containers and future
requirements of the proposed Manganese Smelter at Ngqura.

E The bulk export of Manganese Ore will move from Port Elizabeth to
the chosen Port option. This will create a 12 Mtpa manganese export
capacity for South Africa at 2016/2017 with the possibility to also
expand later.

F At the same time Transnet will improve/optimise rail exports to
Durban to 1 Mtpa with existing resources.

31
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TRANSNET

Challenges r

E  Current demand far exceeds available capacity

E  Capacity creation for Medium Term (2013 — 2016)

E  Resource availability to deliver on 4.8 Mtpa and later 5.5 Mtpa

F A Transnet loading facility to assist new entrants

F  Transnet strategy on leasing loading sidings — serious impediment for
new entrants

E Integrated approach for capacity allocation and assisting new
entrants

E Increase rail capacity to Durban

33
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