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SUBJECT : R12 BILLION CLUB LOAN INT

Garry Pita, Acting Group Chief Financial Officer

Phetolo Ramosebudi, Group Treasurer

[EREST RATE RISK EXPLANATION

PURPOSE:

1. The purpose of this memorandum is o of
Financial Officer to:
\l 1.1. Hedge the interest rate risk exposures
of R12 billion,

1.2. Instruct Regiments Capital as per the

hedges with Transnet approved counte

\l 1.3. The execution cost of hedges by Regi
of the interest rate swap.

BACKGROUND:

A club loan to the amount of R12 bil

Z‘w’

locomotive payments to CSR and CNR
February 2016.

3. The club loan was done on a floating rg

basis points to manage the pricing diverg

DISCUSSION:

rparts.

ence from all parts.

ptain approval from the Acting Group Ch

|

as well as redemption of ioan maturit

te basis at a cost of 3 month Jihar plu

ef

from a float for fixed basis for the amojnt
1064 Locomotives mandate to execute tbe

ents Capital will be all inclusive in the rgte

jon was recently entered into to fund the

es in

6 270

4. The current floating rate risk exposure

inclusion of the hedges and 71% fixed.

5, If the full emount of the club lcan is in

of the total debt portfolio is 29% afteér the

riuded as fixed, the floating rate portioh will

decrease from 29% to 26%, which is stiﬁi within Board approved limit in FRMF. This is




|

well in line with the FRMF that allows a floating rate portion that may be managed
|

between 10% and 50%.

6. High level calculations done by our Traders have indicated that to swap the club loan

to fix, the mid-rate wiil be around 11.50% (NACQ), all inclusive of execution cast by
|

Regiments Capital. This excludes the cogt of the bid offer spread which needs F} be
|

determined in market, ‘

|

7. The annuai interest rate cost of 9.217% fon R12 billion is R1.106 billion which is |likely
to be volatile due to the high inflationary pnvironment ahead, whilst the annual int¢rest
cost is R1.38 billion on 11.50%. This eliminates the interest uncertainty for the loan

!
|
\

and fixed the commitments for the duratipn of the loan.

8.  The latest 3 month Jibar forecast from BER is reflected below to give an indication of

what may happen with floating interest rdtes over the medium term.

0415 | Q116 |Q216 |Q316 |QA16 |QL17 [Q217 |[Q317 [Q417 |
6.50% | 6.50% | 6.70% | 6.71% | 6/89% | 6.86% | 6.84% | 6.82% | 6.81% |

MOTIVATION

9. As per the interest rate forecast above, the short term interest rates are expecta‘d to
increase over the medium period, the poges a serious risk to Transnet debt portfolio

which is currently 29% floating;

10. In addition, to this, the volatile currency hds a consequential risk to the short term rates

too, which will be a double whammy to the|rates; i
¥
|

11. The interest rate expense line is expected to increase in line with the increase in the
short term rates;

12. This will have a negative impact to the (ash interest Cover ratio to the detriment of

Transnet ratings;
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negative impact to the cash interest cover ratio.

CLUBE LOAN INTEREST RATE RISK
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14. The implementation of the identified fina

swaps, CPI bond and Swaps will results in

tliustrated in the figure below.

CPI LINKED SWAPS:

15. As part of the progression to relieve press
cost of interest expense and short to medi
fixed rate debt (bonds) need be swapped t
should be in line with the appropriate accou

ncial risk initiatives such as Float for iﬁxed

the 50% proportion of fixed for ﬂoatiTg as

l
l
|
J

ure on the CIC ratio, thereby managing the
im term liquidity, a conversion of R15 h}illion
b CPI linked debt early in the new-year, This
nting treatment. :
\

16,
initially, but will result in large cash outflo
will need to meet liquidity demands as {
Treasury is developing a solution related
balloon payments of the CPI bond and swap

17.

but will increase closer to the bond redempt

18. The above action will furthermaore increase

assets and liabilities.

ACCOUNTING:

19. Any interest rate swap entered into will h

volatility of fair value movements in the Gra

The net savings achieved from converting f\I(ed bullet bonds to CPI linked will be positive

s at redemption of each bond and Tra n}snet
he redemptions of the bonds fall due, The
to the redemption portfolio to cater for? the

S.

The above will result in lower interest payn‘ents over the majority of the life of the bond,

ion dates. ‘

the duration of the debt portfolio to manage

ave to be hedge accounted for to minimise
up's income statement. ‘

|

20. PWC has been appointed a while ago to test system capability to apply either cash’ iﬂow

and or_fair value hedge accounting on in
accounting process is almost completed.

BUDGET AND FINANCIAL IMPLICATIONS:

21. Interest is budgeted for in corporate plan
PELEGATION OF AUTHORITY (DOA):

22. The DOA makes provision for the acting

for 15/16 financial year.

GCFO to approve interest rate risk hejtiging

with an unlimited amount and tenors exceeding 5 years.

CLUB LOAN INTEREST RATE RISK
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23.  An extract of the DOA is reflected below ft

“interest Rate Risk Hedging

br ease of reference;

| et

| Approval |
| Authority Notional Amounts | Group Treasurer GCFO [
e, Y. S ‘ I

i Grou i Notional amount of hedge expressed in USD or Up to but not exceeding $100m or Exceeding $100m pr i
P i equivalent in RAND (FX loans and leases) equivalent in RAND equivalent in RAND |

i T H
" Tenure Not excesding 5 years Exceeding 5 yaars 1 |

Alf breaches of the above limits to be reported to the Audit Com
Note: Where no specific limit is mentioned, the FRMF policy on
The above limits are applicable per hedging submission.

24.  The amount of R12biition and tenor of 15

RECOMMENDATION:

24. It is recommended that the Acting GCFO
risk exposures on a float for fixed basis fo

Compiled by:

r“ \
{ Lo

Pheteolo Ramosebudi

Group Treasurer
Date: ‘?,,71'1/? .

_Gari:;\ﬁ;é__,__ S

Acting Group Chief Financial Officer
Date: E/}.L/IS”
! /

ittee.
terest rate risk will apply

vears are within his delegation.

approves the hedging of the interest rate,
r all the R12 billion club loan drawdowns.

CLUB LOAN INTEREST RATE RISK




52,6 Foreign Exchange Hedging Transactions: Extensions, ear y take ups (expressed in USD equivalent)
‘ Approvat Autharity ; Traders ! Chief Tradei : Doty ‘a,'gzraﬁsclérer: Feoa Group Treasurer i
J ol U . oA A i .AAT._, e g et i e i e a5 e e
[f i N |
v Groep i
| : | |
Noiss s PmTr—— - — B e SN (U S -
All breaches of the above limits to be reported to the Audit Gommittee.
Note: Where no specific limit is mentioned, the FRMF policy on foreign exchange rate risk will apply
527 Approval of FX hedges to be hedged by external suppliers on their balance sheet for goodsiservices 10 be
defivered 1o Transnet in respect of Rand agreements invglving foreign content ‘
A;)proval J ! : i (AT 7 \
| Authority | Traders Chief Trader i e L SR S —
[ | Office i
{ NS T i
I Group ‘ Nat exceeaing $10m Not exceeding $26m Nut exceeding $50m j Exceading $50m
Al breaches of the above limits to be reported to the Audit Cémmittee for noting.
The above limits are applicable per agreement. I
Note: The Business Units must always obtain quotes on FX forward rates and liaise with the Treasury Trading desk |
that will verify the rates to ensure it is market refated. The Business Units can only enter into the FX hedges with the|
supplier once the rates are accepted by the Treasury Trading desk via e mail. Once the above approvals are obtained, |
the Treasury Traders will provide sign off on the rate acceplgnee | !
528  Interest Rate Risk Hedging ;
), Rpproval | e s
| Autharity Notional Amounts ! Group Treasurer GCFO
]’ G Notional amount of hedge expressed in USC or Up 1q but nat exceeding $100m or Exceeding $100m or R
h"" o aquivalent in RAND (X loans and leases) sguiyaient s RAND equivalent in RAND !
s altiiia a
; Tenuie | Not 3 b years Exceeding 5 years |
All breaches of the above fimits to be reported to the Audit Gommittee.
Note: Where no specific limit is mentioned, the FRMF policyf on interest rate risk will apply.
Lhe above imits are applicable per hedging submission.
52.9  Hedging of fuel risk exposures (RAND and UsDj
Approval Butharity - - | Group Treasure GCFO }i
Tenure ) g{ Mot exceeding 6 months Mot exceeding 18 monihs ]i
| :i:??gf!;?fg;;ﬁréfs éﬂ i Notexceeding §75m ar equivalent | RAND i mog R, I
All breaches of the above limits to be reported to the Audit Lommittee.
Mote: The maximum hedge should not exceed 75% of annual budgeted consumption inclusive of energy levy income.
The first priority will be te fix the contract through ZAR based agreement. 1f not then exposure to be taken on Balang |
Sheet. subject to hedged accounting. This will fimit valatility and bring certainty in t6Tms of the Rand.
T aVE linvits @re Bpphicabic per-hedging-submission—f T S R | S
Note: Where no specific limit is mentioned, the FRMF policy on commaodity (fuel) risk will apply.
5210  Hedging of commodity risk exposures in supply agrdements, including escalation (other than fuel) in FX ¢f

RAND

Approval Authority - . ] Group Troagur

er i GCFO

i i —1Nol ing 24 month Exceeding 24 months
- National hedge sapressed in RAND ot exceeding R10Um o Fitisalny FIOGM

Notona! hedge expressed in USD Not exceeding $10m

Exceeding §10m

All breaches of the above limits to be reported to the Auditf Committee.

The above limits are applicable per hedging submission.

Note: Where no specific limit is mentioned, the FRME poligy on commodity risk will apply.
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OMBERG NEWS

May 11, 2016 14:53:08

Transnet Moving to Fixed-Rate Debt as Credit Downgrade Looms

By Liezel Hill and Antony Sguazzin

(Bloomberg) -- Transnet Holdings SOC Ltd., South Africa’s state-owned transport company, is cutting
its proportion of floating-rate debt to hedge against a rise in borrowing costs in the event of a
downgrade of the country’s credit rating to junk, Chief Executive Officer Siyabonga Gama said.

The possibility of South Africa’s national sovereign debt rating being cut to junk by S&P Global Ratings
next month is “a big concern for the country, it’s going to affect everybody,” Gama said iman
interview on thejsidelines of the World Economic Forum conference in Kigali; Rwanda, on Wednesday.
“We have spent the last couple of months trying to buttress our balance sb/et\agamst that kind of
eventuality.”

Transnet has increased its ratio of fixed-rate to floating-rate debt to about 80-20, from 65-35, “in the
last few months,”_Ga\ma_?Ta_inhe company has about 70.7 billion rand ($4.7 billion) of bonds, of
which 5.8 billion rand is floating-rate debt, according to data compiled by Bloomberg. It also has 73.3
billion rand of other loans.

S&P is reviewing the debt rating of Africa’s most-industrialized country on June 3. It rates South
Africa’s debt BBB-, the lowest investment-grade level, with a negative outlook. A cut to junk may
raise borrowing costs for state-owned companies, which are benchmarked against government debt.

Transnet, South Africa’s third-biggest borrower after the government and the state-owned electricity
company, Eskom Holdings SOC Ltd., has studied covenants attached to its bonds and is “comfortable”
none of the loans would be recalled in the event of a downgrade, Gama said.

To contact the reporters on this story

Liezel Hill in Johannesburg at thill30@bloomberg.net;

Antony Sguazzin in Johannesburg at asguazzm@bloomberg.net
To contact the editors resnponsible for this story:

Robert Brand at rbrand9@bloomberg.net



