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Knockout swaps means an interest rate swap with an additional feature of a knockout barrier. In 
other words, a knockout swap terminates periodically or permanently if a designated interest rate 
breaks out above or below a stipulated benchmark for a given fl oating reference rate. A knockout 
swap has an embedded option to terminate the underlying transaction when it is favourable for 
a respective party to do so. In return, the other party has the advantage of paying a lower fi xed 
rate on that swap.

Point value or PV01 is the present value of one basis point determined by changes in the daily 
market yield.  The PV01 becomes smaller as the maturity of a bond or fi nancial structure becomes 
shorter.

Tied loan facility means credit agreements where the borrowing base is tied to “eligible” assets 
that permit the borrowing of funding based on the liquidation value of assets on the balance 
sheet.

Vanilla [basic] Interest Rate Swap is a forward contract in which one stream of future interest 
payments is exchanged for another, based on a specifi c principle amount. Interest rate swaps 
usually involve the exchange of a fl oating interest rate to a fi xed rate or vice versa, to reduce or 
increase exposure to fl uctuation in interest rates or to obtain a marginally lower interest rate that 
would have been possible without the interest rate swap.

Glossary
Asset-backed securities mean a security whose income payments and hence value are derived 
from and collateralized (or “backed”) by a specifi ed pool of underlying assets.

Basis point(s) (bps) means a percentage expressed in terms of units (1 basis point is 1/100th of 
1%), e.g. 0.5% refers to 50 basis points.

Blended rate means the weighting average of the rates applicable to the total loan, as different 
spreads (margins) are applicable to different loan issues. The outcome is a blended rate that is 
applicable to the full loan. 

Counterparty means the other party that participates in a fi nancial transaction. Every transaction 
must have a counterparty in order for the transaction to succeed.

Currency swap, also known as a cross-currency swap is an over the counter transaction in which 
two parties exchange principal (capital portion of the loan) in different currencies.

Development fi nance institution (“DFI”) or development bank is a fi nancial institution that 
provides risk capital for economic development projects. They are often established by 
governments or charitable institutions to provide funds to projects that would normally not be 
able to get funds from commercial lenders.

Export Credit Agency (“ECA”) means a fi nancial institution that offers fi nancing for companies in 
a country exporting assets. ECAs offer loans and guarantees to such companies to help remove 
the risk of uncertainty of exporting to other countries and also underwrite the political risks and 
commercial risks of overseas investments. In most instances, ECA funding is more cost effective 
than comparable funding.

Execution Agent means the intermediary that performs the task of trading a fi nancial instrument 
in the market.

Global Medium-Term Note Programme (“GMTN”) means the issuance of senior and subordinated 
debt securities, which may be offered to investors via public or private placements.

JIBAR means the Johannesburg Interbank Average Rate (“JIBAR”), which is the money market 
rate used in South Africa. It is calculated as the average interest rate at which banks buy and sell 
money and can have different terms, such as 3 months, 6 months, etc.

LIBOR is the London interbank offered rate and is similar to JIBAR.  It is the interest rate at 
which banks offer to lend funds (wholesale money) to one another in the international interbank 
market. LIBOR is a key benchmark rate that refl ects how much it costs banks to borrow from 
each other.

Loan issuer means the institution willing to partake (loan the funds) in the transaction at a certain 
interest rate for a pre-determined duration.

Mark-to-market means a fair value determination results from offi cial market data to calculate a 
daily profi t or loss fi gure.
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List of Entities
Below are entities who were involved in the procurement of the 1064 Locomotives referred 
to in this Report and exhibits.

China Development Bank 
(CDB)

•  Provided a loan facility in the amount of USD 1.5 billion to Transnet, for 
fi nancing the 1064 Locomotives acquisition from China North Rail and 
China South Rail 

JP Morgan •  Lead Manager in respect of the USD 1.5 billion CBD loan (later replaced by 
Trillian)

KPMG Consortium •  Unsuccessful bidder for the appointment of the tender for the 1064 
locomotive’s transaction advisors 

•  Members:
o  KPMG;
o Nkonki Incorporated;
o Norton Rose; and
o Arcus Gibb

Letsema Consulting •  Member of the McKinsey Consortium 
•  Transaction advisor in respect of the 1064 Locomotives tender
•  Withdrew from McKinsey Consortium due to a confl ict of interest arising 

from its association with Barloworld

McKinsey Consortium •  Successful bidder appointed as a transaction advisor for the acquisition of 
the 1064 Locomotives

•  Members
o  Advance Rail Technologies 
o  McKinsey Incorporated 
o  Letsema Consulting 
o  Advanced Rail Technologies 
o  Nedbank Capital 
o  Edward Nathan Sonnenbergs (ENS)
o  Koikanyang Inc 
o  Utho Capital
o  Regiments Capital (Pty) Ltd (added later to replace Letsema Consulting 

and Nedbank Capital)

McKinsey Incorporated •  Lead member of the McKinsey Consortium
•  Transaction advisor in respect of the 1064 Locomotives tender

Nedbank Capital •  Member of the McKinsey Consortium 
•  Transaction advisor in respect of the 1064 Locomotives tender 
•  Withdrew as a transaction advisor in respect of the 1064 Locomotives 

tender due to a confl ict of interest

List of Abbreviations
BADC Board Acquisition and Disposals Committee

bps Basis Points

BER Bureau for Economic Research

BESA Bond Exchange of South Africa

CCS Cross Currency Swap

CCDS Contingent Credit Default Swap

CDB China Development Bank

CNR China North Rail

CSR China South Rail

DFI Development Finance Institution

DoA Delegation of Authority and Approved Mandate

ECA Export Credit Agency

IPS Investment Policy Statement

FRMF Financial Risk Management Framework

GCFO Group Chief Financial Offi cer

GCE Group Chief Executive

LDI Liability Driven Investment

LOI Letter of Intent

MSA Master Services Agreement

NACS Nominal Accrued Compounded semi-annually

NACQ Nominal Accrued Compounded quarterly

NCD Negotiable Certifi cate of Deposit

PFMA Public Finance Management Act

RFP Requests for Proposals

SDP Supplier Development Partner

TSDBF Transnet Second Defi ned Benefi t Fund

TPPM Transnet Procurement Procedures Manual
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Chapter 1: Introduction
1.1 Appointment of Mncedisi Ndlovu and Sedumedi Attorneys

1.1. 1 Mncedisi Ndlovu and Sedumedi Attorneys (“MNS Attorneys”) was instructed to 
conduct investigations into the alleged irregularities relating to the appointment 
of the transaction advisors in respect of the acquisition of the 1064 Locomotives 
and the fi nancial transactions pursuant thereto.

1.1. 2 Due to the fact that MNS Attorneys does not possess the fi nancial expertise and in 
order to ensure that the investigation was supported by a comprehensive technical 
analysis of the fi nancial transactions that Transnet executed on the strength of the 
advice provided to it by its transaction advisors in relation to the acquisition of the 
1064 Locomotives tender, MNS procured the services of a fi nancial expert, Dr 
Jonathan Bloom (“Dr J Bloom”)1.

1.1. 3 Volume 2b provides mainly a technical assessment of the:

1.1.3.1 procurement processes followed by Transnet in appointing the 
transaction advisors2 and their respective scopes of work, fi nal 
deliverables and the fees paid to them; 

1.1.3.2 business motivation for the raising of capital debt, assess the debt, 
procurement processes followed in the acquisition of the debt and 
the role of transaction advisors; and

1.1.3.3 risk mitigation to Transnet and the following fi nancial transactions:

(a)  the interest rate swaps executed to hedge Transnet’s debt; 

(b)  the cross-currency swaps; and

(c)  the credit default swap.

1.1.3.4 In addition to the scope above, Dr J Bloom was requested to highlight 
any possible deviations from industry norms, Transnet policies and 
legislation.

1.2 Qualifi cations 

1.2. 1 This Report is to be used solely for the purpose and subject to the limitations set 
out in this section. 

1.2. 2 Although we have, to the best of our professional ability, examined all 
documentation made available to us, the information contained in this Report is 
subject to the following: 

1.2.2.1 the conformity to the original documentation of all copied documents 
submitted to us has been assumed; 

1 Dr J Bloom is a graduate from Stellenbosch University and holds a PhD, M. Com and Hon B. Com in Corporate Finance. Dr J Bloom has 
over 22 years’ experience in fi nance and investments and as such, provided the appropriate experiential and theoretical assessment of 
these transactions.
2 McKinsey, JP Morgan, Regiments and Trillian.

PWC Consortium •  Unsuccessful bidder for the appointment of the tender for the 1064 
locomotives transaction advisors 

•  Members
o PWC South Africa
o Siyaya DB Engineers
o Cliffe Dekker Hofmeyer

Regiments Capital 
(Pty) Ltd 

•  Member of the McKinsey Consortium (for the procurement and supplier 
development elements)

•  Transaction advisor in respect of the 1064 Locomotives tender

Sizwe Ntsaluba Gobodo 
Inc. 

•  A fi rm of accountants that provided an opinion to Transnet on whether it 
should do an interest rate swap with the TSDBF

Trillian Asset 
Management (Pty) Ltd

•  Lead Manager in respect of the USD 1.5 billion CBD loan

Transnet Second Defi ned 
Benefi t Fund

•  A Transnet pension fund
•  Used a counterparty to the interest swaps in respect of the Club loan 

Webber Wentzel 
Attorneys 

•  Legal Advisors in respect of the 1064 Locomotives tender
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transaction formed part of the 1064 transaction which was approved by Transnet 
in March 2014.

1.4. 3 In 2015 JP Morgan was appointed to hedge the CDB loan with Regiments Capital 
being its ‘Supplier Development Partner’. 

1.4. 4 Informed by his knowledge and research of the capital markets at the prevailing 
time, Dr J Bloom concludes that a large part of the required debt could have been 
sourced locally and when considering the fi nancial standing of Transnet within 
our local markets, Transnet would have probably have sourced more favourable 
terms than what the CDB offered.

1.4. 5 Dr J Bloom further opines that the Transnet Board violated section 8.3 of the 
PPM by leveraging third parties to negotiate the loan. Transnet had at the time, 
a fully- fl edged experienced debt raising department with employees that were 
more than qualifi ed and capable of performing the tasks outsourced to JP Morgan 
and Regiments.

1.4. 6 Further to the appointment of the transaction advisors, Mr Siyabonga Gama 
(“Mr S Gama”)3 motivated for Regiments Capital to be paid a “success fee” for its 
recommendation to split the CDB loan into two parts:

1.4.6.1 USD 1,5 billion debt facility with CDB (with an optional USD 1 billion 
standby facility); and

1.4.6.2 a syndicated ZAR loan of R 12billion. This loan would be ‘syndicated 
through fi ve local institutions and would be the ZAR based equivalent 
of the USD 1,0 billion standby facility. Regiments was subsequently 
paid a fee of R265,5 million for its advice.

1.4. 7 Both the CDB loan and the Club loan were negotiated on ‘fl oating rates’ basis viz. 
variable interest rates.

1.4. 8 In September 2015 Mr S Gama compiled a memorandum requesting that the 
Board Acquisitions and Disposal Committee (“BADC”) replace JP Morgan with 
Trillian Asset Management (“Trillian”) as lead arranger for the Club loan. This 
recommendation was endorsed by the BADC on 1 October 2015 although the 
Agreement with the CDB was signed in June 2015.

1.4. 9 In November 2015, Trillian issued an invoice to Transnet for R 93 million for 
services it purportedly rendered as the Lead arranger for the Club loan even 
though it did not execute the work. 

1.4. 10 Dr J Bloom concludes the following in respect of the debt raising transactions, 
that:

1.4.10.1 a large portion of the CDB loan could have been sourced locally 
on terms more favourable to Transnet and this option would have 
boosted the local markets;

3 Former Group Chief Executive (2016 – 2015)

1.2.2.2 except in instances where we deemed it necessary, we have not 
verifi ed the authenticity or validity of the documentation made 
available to us; and 

1.2.2.3 where MNS Attorneys has not seen a document following a request 
to Transnet; in those instances, we assumed that a record of the said 
document has not been kept. 

1.2. 3 MNS Attorneys will not accept any responsibility should this Report be disclosed 
or released to any party, other than the intended recipient. 

1.2. 4 MNS Attorneys does not accept any liability for any loss, either directly or indirectly, 
suffered by any third party arising from the fulfi lment of the mandate.

1.2. 5 The fi ndings are based on information and data available at the time of preparing 
the report. Care has been taken in the preparation of the analysis and discussion, 
but these could be amended if further information not at our disposal effects the 
outcomes of the analysis.

1.3 Procedures performed

1.3. 1 The procedures followed in producing this Report included:

1.3.1.1 collation of information, documentation and data from Transnet 
which was perused and analysed;

1.3.1.2 interviews conducted with both former (not all former employees 
interviewed) and current employees of Transnet;

1.3.1.3 expert opinion sought from locomotive experts who advised on 
locomotives, commercial and other related issues as well as Senior 
Counsel;

1.3.1.4 publicly available information sourced regarding legal entities and 
individuals identifi ed during the investigation; and

1.3.1.5 the investigation focused on the analysis of documentation, 
information, and data relevant to Transnet, the OEMs and the 
transaction advisors.

1.4 Executive Summary 

1.4. 1 The objective of this executive summary is to succinctly outline the fi ndings 
detailed in Dr J Bloom’s report below.

Capital Raising

1.4. 2 In August 2014 the Transnet Board approved the acquisition of a USD 2,5 billion 
(equivalent to R28 billion) loan from the Chinese Development Bank (“CDB”) for 
the purchase of 359 electric locomotives from China South Rail (“CSR”) and 232 
diesel locomotives from China North Rail (“CNR”). The locomotive acquisition 
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used as the motivation for a long-term perspective of future interest levels. Dr 
J Bloom asserts that interest rates cannot be accurately forecasted beyond fi ve 
years as such these swaps should not have been executed on the agreed fi xed 
rates for a tenure of 15 years. 

1.4. 17 Regardless of the above, the prevailing trends indicated that interest rates would 
be on a downward trend from 2016 confi rming that the motivation to enter into 
these transactions was fundamentally incorrect and baseless at the time.

1.4. 18 Dr J Bloom’s modelling of these transactions indicates that unless the South 
African interest rates exceeded 11.44% plus margin, Transnet would experience 
losses for the term of the swaps. As of 1 October 2018, the following losses have 
been realised by Transnet:

1.4.18.1 R262,2 million on the R4.5billion swaps executed on 4 December 
2015; and

1.4.18.2 R 480.1 million on the R7.5 billion swaps executed on 7 March 2016.

The Transnet Second Defi ned Benefi t Fund

1.4. 19 In October 2015, Regiments Fund Managers (Pty) Ltd was appointed as the 
Portfolio Manager for the Transnet Second Defi ned Benefi t Fund (“TSDBF”). 
Regiments was appointed through a confi nement process on the basis that they 
were the only specialists that could execute Liability Driven Investments (“LDI”). 
Regiments during the same period held a mandate as transaction advisors on the 
1064 Locomotives transaction.

1.4. 20 Between March and April 2016 Regiments, acting as transaction advisors 
executed interest rate swaps on R11,3 billion of Transnet debt with the TSDBF as 
the counterparty.  The loan issuance involved the following fi nancial institutions:

1.4.20.1 the Export Development Bank Canada (“EDBC”) provided R6,9 
billion;

1.4.20.2 LIBFIN provided R1,6 billion;

1.4.20.3 Old Mutual provided R1,0 billion; and

1.4.20.4 Standard Bank provided R1,7 billion.

1.4. 21 Dr J Bloom opines that the TSDBF was used as the counterparty to these 
transactions because the fi nancial institutions that would typically engage, were 
weary of the risk that Regiments was placing on Transnet.

1.4. 22 Again, the Transnet debt secured at fl oating rates was swapped for fi xed rates, for 
a tenure of 15 years, at rates signifi cantly higher than market norms and with the 
same motivation as that used for the swaps on the Club loan.

1.4. 23 These transactions were so controversial that the Chief Trader, Mr Reon Louw 
(“Mr R Louw”) resigned as a member of the TSDBF citing a “confl ict of interest” 
as the reason. Mr R Louw states that the confl ict arose from the fact that in his 
position as Chief Trader, he could not maintain a non-biased view in the best 

1.4.10.2 Transnet’s structured fi nance department should have been 
leveraged to raise these facilities;

1.4.10.3 there was no credible basis to replace JP Morgan with Trillian as lead 
arranger for the Club loan;

1.4.10.4 the appointment of Trillian was irregular and the motivation therefore 
was completely baseless;

1.4.10.5  the fees paid to Regiments and Trillian in respect of the capital raising 
facility services they rendered were signifi cantly above market rates 
and in the case of Trillian these services were not rendered and thus 
should not have been paid; and

1.4.10.6 no savings were realised by Transnet and thus none of the success 
fees should have been paid to Regiments.

Interest Rate Swaps on the Club Loan

1.4. 11 An interest rate swap is executed to reduce the risk of interest rate fl uctuations. 
Typically, the ‘swap’ is from fl oating (variable) rates to fi xed rates. 

1.4. 12 The following two tranches of interest rates swaps were executed by Regiments 
on the Club loan with Nedbank being the counterparty.

1.4.12.1 R4,5 billion was swapped to a fi xed rate of 11.85% for 15 years on 
4 December 2014; and

1.4.12.2 R7,5 billion was swapped to a fi xed rate of 12.27% for 15 years on 
7 March 2016.

1.4. 13 The Club loan was concluded in November 2014 as a fl oating facility. One week 
later the fi rst tranche of the swaps was executed. In the event that the interest rate 
risk was legitimate, a reasonable person would have negotiated a fi xed interest 
rate loan at the onset rather than enter into swap agreements.

1.4. 14 Dr J Bloom emphasises that the cumulative skills, experience and expertise within 
the Transnet Dealing Room at the time were in excess of 100 years and that 
the Transnet Dealing Room executed interest rate swaps routinely. Therefore, the 
Transnet Dealer Room was more than well placed to ensure that the execution of 
these transactions would be in Transnet’s favour.

1.4. 15 Instead of leveraging existing in-house expertise as prescribed in the PPM, 
Regiments could realise a benefi t of R 148.7 million4 over the 15-year tenure of 
the swaps. A signifi cantly lower fee would accrue to Transnet if these transactions 
were executed through its Dealing Room.

1.4. 16 Further to this, Dr J Bloom’s interest rate analysis of the prevailing market conditions 
together with the motivation from Regiments and Phetolo Ramosebudi (“Mr P 
Ramosebudi”) leads, Dr J Bloom to conclude that short term interest rates were 

4 Regiments accrues a quarterly fee of 20bps. The actual fee realised depends on the interest rate movement at the time and thus, this 
fee can fl uctuate. Regiments gains more when the interest rate drops and gets less, if the interest rate increases. Transnet incurs greater 
losses when the interest rate drops and could experience value should the interest rate exceed 12.27%.
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Conclusion

1.4. 30 Dr J Bloom concludes the following:

1.4.30.1 Regiments did not act in Transnet’s favour in respect of all its 
mandates referenced in this report;

1.4.30.2 except for providing some minor specifi c inputs, all the services 
rendered by Regiments could have been executed by the specialists’ 
units within Transnet and on that basis, the fees paid to Regiments 
should be recovered;

1.4.30.3 the CDB loan or at least a large portion of the funding for the Chinese 
locomotives required should have been sourced locally and as such 
Transnet should endeavour to unwind this agreement; and

1.4.30.4 all swaps, except for the cross-currency swaps, executed on the 
advice and guidance of Regiments should be unwound immediately. 
(our emphasis)

interest of both Transnet and the TSDBF. Dr J Bloom details this confl ict of interest 
for Regiments on the same basis and concludes that Regiments was confl icted as 
both the portfolio manager to the TSDBF and the transaction advisor to Transnet.

1.4. 24 Dr J Bloom’s analysis of these transactions indicates that the interest swaps have 
realised favourable results for the TSDBF at the cost of Transnet. Transnet is 
currently experiencing loss from these swaps as the fi xed rate exceeds current 
interest rates and will in all likelihood experience further losses into the future. 
In this case, it is prudent to highlight that the TSDBF acted as Nedbank did in 
the swaps related to the R12 Billion Club loan and similarly as the TSDBF is 
experiencing favourable returns, so is Nedbank, both at Transnet’s prejudice.

1.4. 25 Regardless of the loss Transnet is accruing, Regiments receives 20bps in fees 
every quarter for swaps executed on both the R12 billion Club loan and the R11,3 
billion Transnet debt (TSDBF counterparty). 

Cross Currency and CCDS Swaps

1.4. 26 The CDB loan was arranged as a fl oating rate loan denominated in USD with 
periodic drawdowns that occur to pay either CNR or CSR as it relates to the 1064 
Locomotives transaction. 

1.4. 27 The Locomotive Supplier Agreements between Transnet and CNR & CSR state 
that payments will be made in ZAR and as such, the CDB debt facility must 
be ‘swapped’ from USD to ZAR at each draw down. For this, JP Morgan was 
appointed as the Account Manager and executes a cross currency swap from 
USD to ZAR at each draw down on the facility. Dr J Bloom’s analysis has not found 
any adverse fi ndings in these recurring transactions other than the fact that these 
transactions could have been executed through the Transnet Dealing room at a 
likely lower cost to Transnet.

1.4. 28 JP Morgan accrues fees of 20bps at each draw down, however, the invoice 
from Regiments amounting to R  7,5  million detailing the transaction advisory 
services it rendered for these transactions was settled by Transnet. JP Morgan is a 
global expert in these transactions and would not require advisory services from 
Regiments.

1.4. 29 At the onset of appointing JP Morgan as Account Manager of the CDB loan 
Transnet expected the transaction advisor to execute contingent credit default 
swaps (“CCDS”) at each draw down. JP Morgan are renowned experts in this fi eld 
and were well experienced, skilled and positioned to execute on this requirement. 
Regiments claims to have structured this transaction and accordingly invoiced 
Transnet for it in July 2015. Regiments was paid an amount of R5,743,592 which 
has no basis.

TRANSNET-REF-BUNDLE-06833
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Chapter 2: CNR and CSR Locomotives
2.1  Allegations relating to the fi nancing and hedging of the CNR and CSR Locomotives

2.1. 1 The primary allegations against the transaction advisors and particular individuals 
within Transnet are detailed below. 

2.1.1.1 Standard operating policies and procedures were fl outed and 
the capacity and skills available within Transnet Treasury were 
underutilised or ignored in favour of external advisory services, which 
had no justifi cation for certain funding transaction and derivatives 
executed in the market, except for the Contingent Credit Default 
Swap (CCDS);

2.1.1.2 Decisions taken aimed to self-enrich individuals within Transnet and 
various parties that participated in the execution of the fi nancing 
transactions and subsequently, the execution of several derivative 
instruments;

2.1.1.3 Many of the funding and derivative decisions had no fundamental or 
technical basis and were certainly not taken in the best interest of or 
to the benefi t of Transnet;

2.1.1.4 Fees paid for advisory services were excessive and signifi cantly 
above market norms and standards, and could never be justifi ed in 
terms of value for money or transparency to which Transnet must 
adhere to in terms of the Public Finance Management Act (“PFMA”). 

2.1.1.5 A clear cover-up by certain parties forming part of the transactions 
occurred; there was no transparency and many of the decisions had 
limited or no justifi cation. Decisions that were to result in short-term 
gain for certain individuals and companies have and will result in 
signifi cant losses to Transnet over the long-term.

2.1.1.6 Deliberate mispricing of interest rate swaps at the time resulted in 
larger spreads and excessive fees for the parties involved and thus 
added more profi t to the bottom line of parties to the transactions, 
together with larger and extended losses for Transnet over time.

2.1. 2 Persons implicated should be held responsible and liable for excessive fees and 
unwarranted advisory work as well as for the signifi cant portion of the costs that 
bind Transnet and continue cause signifi cant losses related specifi cally to the CDB 
loan fi nancing, together with the execution of derivative instruments that would 
be perceived to benefi t Transnet, but resulted in short-term gain for the parties 
involved.

2.1. 3 The allegations stated above are elaborated on in the following sections and are 
based on a comprehensive analysis of various decisions considered prudent to 
achieving an outcome that highlights matters that should be considered and 

COMMENTS   
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COMMENTS   pursued due to the practices engaged in and applied to various transactions.

2.1. 4 The assessment focuses on transaction advisors, the nature of transactions and 
the outcomes, while relating the same to norms and standards in the market. The 
premise for the allegations is the advice linked to transaction advising activities 
and the execution thereof, together with the advisory and transaction fees aligned 
thereto, and are elaborated on in the following sections.

TRANSNET-REF-BUNDLE-06835
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3.1.7.1 ratify the amendment for the re-allocation of the scope of work from 
McKinsey to Regiments as well as;

3.1.7.2 agree that Regiments replaces Nedbank;

3.1.7.3 approve the amendment of the remuneration structure, which 
resulted in an additional fee of R78 million (excluded Vat); and

3.1.7.4 delegate the GCFO to make all decisions in this regard.

3.1. 8 The memorandum was approved by the GCE on 17 April 2014.

3.2 Comparison of the Transnet agreements with McKinsey and Regiments (LOI vs MSA) 

3.2. 1 An agreement entered into between Transnet and McKinsey/Regiments resulted 
in a scope of work covered in the Third Addendum to the Letter of Intent (“LOI”) 
and the Second Addendum to the Master Services Agreement (“MSA”) regarding 
advisory services related to the funding and fi nancing of 1064 locomotives. 
(Annex 37).

3.2. 2 A need exists to peruse, consider and assess the alignment of the two scopes of 
work related to advisory services for the fi nancing of 1064 Locomotives. Since 
the individual tasks stated in the scopes of work presented in the LOI and MSA 
are not categorised, a level of categorisation was required to align the scopes that 
were adopted:

(a)  Funding plan and balance sheet implications;

(b)  Assessment of fi nancing options;

(c)  Consideration and analysis of applicable funding and fi nancing risks;

(d)  Ancillary tasks and activities related to the scopes and not included in 
(a) - (c); and

(e)  Supplementary tasks not specifi c to the funding and fi nancing advisory 
services.

3.3 Funding plan and balance sheet implications

3.3. 1 An assessment of items (d), (e.4) and (b) included in the LOI would form part 
of the funding plan (b) in the MSA.  In other words, a funding plan is already 
provided for in the assessment of all the items and in particular, matching assets 
and liabilities (b.2) would be included in the tasks stated in the LOI.

3.3. 2 The additional scope included in the MSA related to funding plan and balance sheet 
implications, refers to recommendation, advice and assistance post the successful 
conclusion of negotiations with [ICBC, Bank of China, China Construction Bank 
and Sinosure] on the following aspects: Amortization durations, Interest rates, 
Cross-currency swaps, Calculations and forecasts and Blended funding models.

3.3. 3 These items (4.8.2) together with the scope included in the LOI, would be required 
as part of an assessment to consider and address the impact on the Transnet 

Chapter 3: Transaction advisory services
3.1  Defi ning the scope of transaction advisory services

3.1. 1 On 20 August 2012, Transnet’s Group Chief Financial Offi cer, Mr Anoj Singh (“Mr 
A Singh”) submitted a memorandum to Transnet’s Group Chief Executive, Mr 
Brian Molefe (”Mr B Molefe”), motivating the appointment of transaction advisors 
for the 1064 Locomotive Tender. The memorandum was signed and accepted on 
22 August 2012. (Annex 15.1)

3.1. 2 The memorandum recommended the appointment of the McKinsey Consortium 
to execute the complete advisory services. The McKinsey Consortium comprised 
of McKinsey (35%), Procurement Partner (20%), Utho & Nedbank (10%) and 
Advanced Rail Technologies (15%).

3.1. 3 In addition, Webber Wentzel was appointed for the legal advisory work.

3.1. 4 The value of the advisory services was estimated to be R50 million and included 
the following scope:

3.1.4.1 Developing and augmenting the business case for the approval of the 
locomotives by the Transnet Board of Directors and the Department 
of Public Enterprises;

3.1.4.2 End-to-end requirements of the overall General Freight Programme;

3.1.4.3 Identifying value optimisation potential and technical optimisation 
options;

3.1.4.4 Setting up the tender process in line with all requirements applicable 
to State-Owned Enterprises;

3.1.4.5 Developing a shortlist of potential suppliers;

3.1.4.6 Developing the contracts for the Tender; and

3.1.4.7 Developing fi nance and funding options.

3.1. 5 On 22 May 2013, the GCFO corresponded with McKinsey regarding a potential 
confl ict of interest with Nedbank (Annex 5) and Mr PD Naidoo (Annex 6).

3.1. 6 On 19 October 2013, the GCFO confi rmed the confl ict of interest between 
McKinsey and Nedbank, who together were to provide funding options and deal 
structures for the 1064 Locomotive transaction. The GCFO recommended that 
Regiments Capital (Regiments) replace Nedbank in the McKinsey Consortium 
(Annex 2).

3.1. 7 On 16 April 2014, McKinsey ceded their rights and obligations to Regiments in 
respect of the transaction advisory services for the 1064 Locomotive transaction 
(Annex 1).  In addition, the GCFO signed a memorandum addressed to the GCE 
regarding the transaction advisory services stating the following (Annex 3):
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3.8 Salient pointers emanating from the analysis

3.8. 1  The Second Addendum of the MSA is replicated from the Third Addendum of 
the LOI, but crafted to imply either an extension of the scope of the LOI or a 
totally revised scope of tasks stated in the LOI. Notwithstanding, the MSA implies 
the same work with specifi c reference to activities of funder engagement, risks 
assessment and fi nancing processes (which are essentially all encompassing).

3.8. 2  Various tasks, such as an assessment of risks and balance sheet implications, are 
considered after the fact and should have been conducted before any LOI was 
signed. This in turn would have negated the need for a further agreement in the 
form of the MSA and consequently, the duplication of the tasks covered in the LOI 
scope of work.

3.9 Allegations

3.9. 1 Payments to Regiments for work related to both scopes stated in the LOI and 
MSA are unjustifi ed and unwarranted. The scope of work in the LOI and the MSA 
are (with the exception of some items) the same, but crafted in a manner that the 
untrained eye would accept as being different. Regiments was paid on the basis 
of both the LOI and MSA, which implies excessive payment for no work related to 
the MSA, as this was covered by the LOI. 

3.9. 2 The fees paid to Regiments based on both the LOI and MSA, should be recouped 
and the person that approved both the LOI and MSA, should be held to account 
for permitting double payment for essentially the same work.

balance sheet (i.e. assets and liabilities).  The assessment of the items stated in 
paragraph 3.9.2 are therefore considered during an assessment of the “impact” 
pre-negotiation (or pre-money) and post-negotiation (or post-money).  This 
would be monitored on a post-negotiation basis through internal processes and 
standard operating procedures and not an outsourced basis.

3.3. 4 Based on the premise adopted in paragraph 3.9.1 through 3.9.2, the scopes stated 
in the LOI and MSA are essentially the same, but stated or crafted differently in 
the MSA.

3.4 Activities related to assessment of fi nancing options

3.4. 1 Consideration of the scopes related to fi nancing options stated in the LOI and 
MSA indicate a complete fi t, in other words, the scope of the LOI is duplicated in 
the MSA with the following task description, “Evaluation of all funding sources 
including US Exim, EDBC, Bond Issuance under Transnet’s DMTN and GMTN 
Programme, China Development Bank (CDB), Sinosure and China Exim”.

3.5 Activities related to an assessment of applicable risks

3.5. 1 The LOI elaborates on several risk items that require consideration in the analysis 
of fi nancing options.  The MSA indicates what appears to be a consolidated scope 
of the items stated in the LOI with specifi c reference to the item, “Identifi cation 
and management of all fi nancial risks (including liquidity, interest rate, credit and 
currency risks).”

3.6 Ancillary activities related to the scopes

3.6. 1 Assistance in negotiations is provided for in both the LOI and MSA. Items (h.3) 
in the LOI, “Participate in the fulfi lment of conditions precedent required by the 
funders”, and item b.5 and sub-items of the MSA, “Assist Transnet in negotiating 
with a number of potential Chinese sources of ZAR funding including: (b.5.1.) 
ICBC; (b.5.2.) Bank of China; (b.5.3.) China Construction Bank; (b.5.4.) Sinosure”, 
are therefore duplicated in the MSA.

3.7 Non-overlapping tasks

3.7. 1 The following tasks stated in the LOI (Addendum 3) do not overlap with any tasks 
stated in the MSA Scope:

(i)  Determining the development and sustainability impact of the acquisition 
by:

(a)  Conducting socio-economic impact studies.

(b)  Determine the acquisition’s impact on the environment.

(c)  Examining the project’s contribution to regional integration.
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Chapter 4: Financing of the 1064 Locomotives 
Transaction

4.1 On 17 March 2014, Transnet awarded the acquisition of 1064 locomotives to the 
following successful bidders:

4.1. 1 CSR: 359 Electric locomotives for a value of R18.1 billion;

4.1. 2 Bombardier Transport (“BT”): 240 Electric locomotives for a value of R13.0 billion;

4.1. 3 CNR: 232 Diesel locomotives for a value of R9.9 billion; and

4.1. 4 General Electric (“GE”): 233 Diesel locomotives for a value of R 8.4 billion.

4.2 The value of the deal amounted to R54.5 billion excluding Vat and inclusive of forward 
escalation, hedging costs and an allocation of R4.9 billion for contingencies.

4.3 This transaction had increased in value from the bid value of R 38.6 billion at the bidding 
stage to R 54.5 billion. (Annex 38).

4.4 A debt requirement for R28.0 billion (USD 2.5 billion) at an exchange rate of R11.20 was 
required to fund the Chinese locomotives produced by the CNR and CSR and funding 
therefore would be sourced from and funded by the CDB.

4.5 BT and GE were fi nanced through the EDBC and US Exim loans, respectively.

4.6 The CDB loan was approved by the Transnet Board of Directors (Board) in August 2014 
for a facility of USD 2.5 billion.

4.7 On 28 April 2015, Mr S Gama (Acting GCE) submitted a memorandum to the BADC 
requesting the appointment of JP Morgan and Regiments Capital as the Supplier 
Development Partner of JP Morgan to conclude the CDB loan. (Annex 4)

4.7. 1 The appointment was confi ned to JP Morgan to hedge the fi nancial risk of the 
CDB loan at each drawdown.

4.7. 2 Approve the extension of the transaction advisory contract for Regiments from 
R99.5 million to R265.5 million for amongst other items, the advice taken to 
utilize only USD 1.5 billion of the CDB loan and blend that with a ZAR equivalent 
syndicated loan of USD 1.0 billion (which became known as the “R12 billion Club 
loan”). Both loans were sourced on a fl oating rate basis. 

4.8 On 27 August 2015, Mr Eric Wood (“Mr E Woods”) from Regiments and Mr P Ramosebudi 
(Transnet Group Treasurer) agreed to conclude the R12 Billion Club loan. (Annex 15)

4.9 The syndicated Club loan of R 12 billion comprised the following parties:

(a)  Nedbank: R3.0 billion

(b)  Bank of China: R3.0 billion

COMMENTS   
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4.12 The funding for the CNR and CSR locomotives entailed an amount of USD 2.5 billion, 
which was subdivided into a USD 1.5 billion drawdown and a USD 1.0 billion facility, 
with the latter essentially an option to extend the funding to the full amount of USD 2.5 
billion.  

4.13 The context of the ZAR swap Rand leg rate (i.e. 3mJIBAR plus between 371 bps and 
436 bps) is drawn from the Transnet Treasury Swap Position Report as at 1 November 
2018 and represents the range of margins obtained in the market with reference to the 
39 drawdowns to date (Annex 39). The LIBOR rate plus 257 bps was fi xed for the term 
of the drawdowns. The all-in rate over the period of the drawdowns to date (as at 1 
November 2018), ranged between 10.48% (the rate of the fi rst drawdown) and 11.54%. 

4.14 On 7 September 2015, Regiments provided Mr P Ramosebudi the Nedbank Term Facility 
Agreement (Annex 10). On 11 September 2014, Mr P Ramosebudi forwarded this email 
to Daniel Roy at Trillian. (Annex 14).

4.15 On 17 September 2015, the Acting GCE (Mr S Gama) submitted a signed memorandum 
to the BADC requesting the appointment of Trillian as the lead manager for the Club loan 
(Annex 8).

4.16 On 22 September 2015, the recommendation to replace JP Morgan with Trillian was 
submitted to the GCE.

4.17 The appointment was approved by the BADC on 1 October 2015.

4.18 On 18 November 2015, the Club Loan Facility Agreement was signed by Mr Daniel Roy 
from Trillian, Mr S Gama (Acting GCE) and Mr Gary Pita (Acting GCFO) (Annex 9).

(c)  ABSA:  R3.0 billion

(d)  OMSFIN: R1.0 billion  

(e)  Future Growth: R1.5 billion

4.10 A schematic illustration of the approved USD 2.5 billion facility and the splitting of the 
loan into the USD 1.5 billion and a USD 1 billion facility with the associated parties, is 
indicated in Figure 1.

4.11 Figure 1 indicates that for the CDB loan of USD 1.5 billion (as an example), Transnet 
would receive a LIBOR plus 257 basis points and would pay JIBAR plus 371 to 436 bps 
for the cross-currency swaps. 

Figure 1: The structure of loans acquired for the fi nancing of the 1 064 locomotives

Note: The payment leg of the cross-currency swap to date has cost Transnet between 371 and 
436 basis points and could be referred to as the high and low margins applicable to drawdowns 
of the CDB loan to date

Source: Various & Swap Position Report dated 1/11/2018
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Chapter 5: Risk management instruments related to 
the transactions

5.1 Alignment between the funding and risk management

5.1. 1 According to the Transnet Group Treasurer (Mr P Ramosebudi), the volatility 
associated with the Rand as a free-fl oating currency and the country’s status 
as an emerging market (by defi nition more risky than developed economies), 
necessitated the need to mitigate risk by introducing derivative instruments that 
cover the term of the loans.  This creates a greater level of certainty for budgeting 
and balance sheet risk assessment purposes.  In terms hereof, several hedging 
strategies to mitigate the risk were introduced and related specifi cally to currency, 
credit default and interest rate fl uctuations. 

5.1. 2 Nature and scope of derivative instruments applied

5.1.2.1 The scope of the hedging transactions used to mitigate risk 
associated with the CDB loan and the R12 billion Club loan is 
illustrated in Figure 2.

Figure 2: Transaction interests aligned with the CDB and R12 billion Club Loan

5.1.2.2 Figure 2 indicates that three types of hedging instruments were 
used to mitigate risks associated with the currency (converting USD 
to ZAR and vice versa), potential to default on, for instance, interest 
payments, and risks associated with fl uctuating interest rates.  Each 
of the hedging instruments are discussed below and related to the 
two loans.

COMMENTS   
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Chapter 6: Transnet Specialist Units
6.1  Up until 30 April 2017, the Transnet Treasury Dealing Room team comprised of four 

Traders and a Market Analyst. The Transnet Treasury Dealing team members have a 
combined experience of almost a hundred years in the local, Money, Capital and Forex 
Markets. This includes Banking as well as Corporate Treasury experience. The Transnet 
Treasury Dealing Room team qualifi cations include HonsBSc (Applied Mathematics), 
MCom (Economics), BSc (Mathematical Sciences), CFA, HonsBCom (Economics) and 
HonsBCom (Investment Management). These dealers have priced and transacted a vast 
number of different spot and derivative transactions in all markets in the past. The track 
record is sound and all the transactions are accounted for and can be retrieved, and 
margins can be compared as proof of the success and especially the fi nancial value that 
this function has added to Transnet.

6.2  During 2014, Transnet had a funding team that had three highly experienced Funding 
Managers and an Analyst. Between them, they have cumulative experience in excess of 
50 years in fund raising in most capital markets.

6.3  Transnet’s Treasury was rated as one of the best in the world by McKinsey in a 2010 
Survey (refer to paragraph 8.9).  Transnet Treasury Team had all the ability, skills, 
qualifi cations and experience to raise debt and execute fi nancial transactions in most 
markets. 

6.4 On 1 March 2015 Mr P Ramosebudi became the Group Head of Treasury (Annex 40)
and since his appointment, the skills and capability within Transnet Treasury and related 
departments appears to have been deliberately watered down to the extent that the 
persons that would execute tasks, were excluded from the transactions or where instructed 
without the necessary rigour of analysis and confi rmation.  This approach was the basis 
adopted for many of the transactions detailed in this report.

6.5 There was no need for Transnet to engage transaction advisors for funding, nor to advise 
and execute fi nancial instruments, except for the Contingent Credit Default Swap (CCDS), 
which was a complex transaction arranged, structured and executed by JP Morgan.

COMMENTS   
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Chapter 7: Alignment between the realised total 
execution cost and the execution cost that 
the Transnet Dealing Room could have 
achieved

7.1 If one accepts that trades are not executed without the payment of a fee, an analysis was 
prepared to ascertain the net difference in terms of two adopted approaches:

7.1. 1 Payment of market-related fees for execution of interest swap transactions; and 

7.1. 2 Transnet Dealing Room doing the trade at 30 bps using the blended mid-market 
rates quoted by Bloomberg on the day the trades were executed. 

7.2 The fi ndings related to the assertion that the Transnet Dealing Room could also execute 
the transaction at a cheaper price, is provided in Tables 1 and 2.

Table 1: Data applicable to the swaps with Nedbank as counterparty for both tranches of the R12 
billion Club Loan

Issuer Loan amount 
(R’ billion)

Execution date PV01 Blended 
mid-rate

Fixed Basis-point 
difference

1 2 3 4

ABSA 1.5 4 December 2015 R866 457 11.156 11.83 67.4

Bank of China 1.5 4 December 2015 R972 302 11.156 11.83 67.4

Old Mutual 0.5 4 December 2015 R326 601 11.156 11.83 67.4

Future Growth 0.5 4 December 2015 R326 601 11.156 11.83 67.4

Nedbank 0.5 4 December 2015 R326 601 11.156 11.83 67.4

Issuer Loan amount 
(R’ billion)

Execution date PV01 Blended 
mid-rate

Fixed Basis-point 
difference

1 2 3 4

ABSA 1.5 7 March 2016 R833 676 11.444 12.27 82.6

Bank of China 1.5 7 March 2016 R939 364 11.444 12.27 82.6

Old Mutual 1.0 7 March 2016 R631 503 11.444 12.27 82.6

Future Growth 1.0 7 March 2016 R631 503 11.444 12.27 82.6

Nedbank 2.5 7 March 2016 R1 578 758 11.444 12.27 82.6
Source:  Bloomberg and own calculations

COMMENTS   
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COMMENTS   Table 2: Calculation of execution costs and fees applicable to ZAR 12 billion Club Loan interest rate 
swaps utilising the Transnet Dealer Room

Issuer Execution date PV01 Total execution 
cost including 
the Regiments 
fee of 20 bps

Transnet Dealer 
Room (30 bps)

Excess cost 
utilising 
Regiments

(5) 8= 30bps x (1) 9= (5) – (8)

ABSA 4 December 2015 R866 457 R 58 399 202 R 25 993 710 R 32 405 492

Bank of China 4 December 2015 R972 302 R 65 533 155 R 29 169 060 R 36 364 095

Old Mutual 4 December 2015 R326 601 R 22 012 907 R 9 798 030 R 12 214 877

Future Growth 4 December 2015 R326 601 R 22 012 907 R 9 798 030 R 12 214 877

Nedbank 4 December 2015 R326 601 R 22 012 907 R 9 798 030 R 12 214 877

ABSA 7 March 2016 R833 676 R 68 861 638 R 25 010 280 R 43 851 358

Bank of China 7 March 2016 R939 364 R 77 591 466 R 28 180 920 R 49 410 546

Old Mutual 7 March 2016 R631 503 R 52 162 148 R 18 945 090 R 33 217 058

Future Growth 7 March 2016 R631 503 R 52 162 148 R 18 945 090 R 33 217 058

Nedbank 7 March 2016 R1 578 758 R 130 405 411 R 47 362 740 R 83 042 671

Total R7 433 365 R571 153 864 R223 000 967 R348 152 897
Source:  Bloomberg and own calculations

7.3 Discussions with the Transnet Dealing Room staff indicate that they have and at the 
time had the capacity and skill to execute the interest rate swap transactions.  The 
hypothetical execution fee of 30 bps used as a premise is conservative, as this could 
even be lower. If the execution cost incurred by utilising the Transnet Dealing Room is 
subtracted from the total realised execution fee (including the fee paid to Regiments for 
the execution of the transaction), it would result in a saving of R348.2 million. As there 
was no reason to doubt the capacity and skills of the traders (refer to paragraph 6.1 
and 6.2), the over-payment of fees for the execution of the swap transactions cannot be 
justifi ed and is therefore also irregular and unwarranted. 

7.4 From an effi ciency and cost perspective, Transnet should have utilised its Specialist Units 
internal departments for the most effi cient outcome and to save costs.
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24 hours’ notice, which include a contingency overdraft facility of R4 005 million with 
Standard Bank and other sources (Annex 42). The funding of the Chinese locomotives 
could be obtained from various sources at more favourable rates (see below), with the 
USA funding in the form of a guarantee being the least expensive at the time. The market 
was susceptible to the size of the loan being required and structuring of the transaction 
was available (e.g. a grace period before repayments start). This would reduce the 
spread or margin. 

8.8 According to a presentation by Transnet to CDB representatives in July 2014, Transnet 
could obtain the following spreads based on the 3m JIBAR from various funders at the 
time (Annex 43):
LIBFIN: 175 bps (concluded)

EDBC: 200 bps (willing to provide ZAR funding)

ADB: 230 bps (willing to provide ZAR funding)

US Exim:  155 bps (willing to provide ZAR supported funding in the form of 
guarantees being an ECA)

CDB: 430 bps (translates to LIBOR + 275)

8.9  It is clear that Transnet was a premier client in the market and thus received preferential 
rates. The assertion is also considered in the context that the Transnet Group Treasury 
was rated in the top 10 Treasuries worldwide in a 2013 Global Survey by McKinsey.  It 
is therefore unjustifi able why CDB with a spread between 200 bps and 275 bps (i.e. 
between the highest and lowest margins stated above) would be selected to provide the 
funding for the Chinese locomotives. The fees were out of line with market norms at the 
time and it was apparent that 3mJIBAR funding plus 260 bps could be sourced, while 
fair value at the time was approximately 3mJIBAR plus 210 bps (Annex 42). 

8.10 Structured Finance and the other departments within Group Treasury were apparently 
not consulted in the discussions and approval of the CDB facility or the agreed rates.  It is 
unclear in terms of standard operating procedures, how such a transaction would fi t with 
the lines of authority and delegation.  Notwithstanding, given the nature and size of the 
loan facility, the Executive (the GCE and GCFO) would reasonably have consulted with 
the Group Treasury team.  This apparently did not happen and due to the appointment of 
Regiments as the transaction advisor and lead negotiator through a parallel process, the 
decision was taken at an Executive level that ignored any formal input from the Group 
Treasury team and Structured Finance. 

8.11 The actual fee payable to Regiments as transaction advisers was R99.5 million. This 
accrued prior to the lead manager and debt origination work for the CDB loan. The R99.5 
million fee translates into an additional 88 bps (0.88%) calculated on the notional value 
of the loan, or 10 bps calculated on the yield to maturity (Annex 7).

Chapter 8: R12 billion Club Loan Funding
8.1 In addition to the CDB loan, a second loan denominated in South African Rand (“ZAR”) 

and referred to as the R12 billion Club loan, was sourced for an amount of R12 billion; 
several of the loan issues had different maturity dates and face values (refer to Annexure 
B of memorandum prepared by Mr Mohammed Mahomedy) (Annex 41). Commitments 
were received from Nedbank, Bank of China, ABSA, OMSFIN and Future Growth.  The 
funds displayed a mix of sources as illustrated in Figure 1.

8.2 The RFP to lead arrange the R12 billion Club loan was issued on 6 May 2015 with a 
closing date of 8 May 2015 (Annex 29.1).  JP Morgan submitted a Proposal by the 
closing date and its appointment as the preferred bidder was confi rmed on 12 May 2015 
to lead arrange and underwrite the R12 billion Club loan. (Annex 29.2).

8.3 A SLA or funding agreement was concluded between Transnet and JP Morgan. Such an 
agreement was concluded insofar that JP Morgan were appointed, but a recommendation 
by the GCE to replace JP Morgan was approved by the BADC on 1 October 2015 (Annex 
41).

8.4 JP Morgan would be paid R24 million for the lead arranging per the Proposal dated 8 
May 2015 and confi rmed on 12 May 2015 by the then GCFO (Annex 29.1 & 29.2).
This fee is 241.67% less than the fee claimed by Trillian, who replaced JP Morgan on 1 
October 2015.

8.5 A raising fee of 20 bps was indicated by JP Morgan in its Proposal dated 8 May 2015 
(Annex 29.3) to lead arrange the loan. A fee of 50 bps or even less would have been 
applicable using industry norms for the nature and size of the loans and applied to the 
notional value of the loan. 

8.6 The risk of not obtaining fi nancing for the locomotives was signifi cantly diminished 
due to the nature and scope of the transaction and the standing of Transnet in the 
international banking community.  The arranging fees (or debt origination fee as stated) 
should therefore be signifi cantly lower.  This assertion further relates to the fact that 
suffi cient capacity and skills were available within Transnet to attend to the transaction 
(refer to paragraph 6.2 and 6.3).  This was confi rmed by the former Group Treasurer 
(Ms Mathane Makgatho) at the time and other staff within Transnet Treasury. It was 
clear from our analysis and discussions with former and current Transnet Treasury staff 
that suffi cient professionals were available from a total Treasury staff compliment of 
approximately 35 persons to address all the matters related to the CDB loan.

8.7 It was further understood that suffi cient funding and credit lines were available to 
Transnet to do large-scale funding of prospective asset purchases. According to Ms 
Mathane Makgatho, Transnet had commercial paper and bond funding programmes 
available at seven days’ notice and at any given time, R13 billion of bank facilities at 
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COMMENTS   8.12 It is also strange that the success fee is based on the total loan amount over 15 years, 
including principal and interest, alternatively stated as the yield to maturity. Success fees, 
which translate into the arranging fee, are applicable per norms and market standards 
and are based on the face value or notional value of the loan. This approach to calculate 
the fees based on the total loan cannot be condoned, is unjustifi able and unwarranted. 

8.13 Furthermore, it appears that no performance agreement was signed that addressed 
this matter and that could justify a payment based on a saving generated through 
benchmarking. There is also no legal basis for this payment as JP Morgan was appointed 
to hedge fi nancial risks from interest rates to currency.  The justifi cation for the payment 
relates to a memorandum dated 22 September 2015 that recommended the payment 
to Trillian and that was signed by the Acting GCEO, Acting GCFO, Acting Group Supply 
Chain Offi cer and prepared by the Group Treasurer (Annex 30). This attempted to 
legitimise how the amount was determined, but still does not provide the legal basis for 
the payment. 
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9.8 Fees Paid to Regiments

9.8. 1  The letter from Regiment’s CEO dated 15 July 2015 (Annex 31), further creates 
the inference that “The total contingency fee paid to Regiments amounted to 
R166 million” [it appears that this letter was written to justify the payment after 
the fact] of which R152 756 408 was related to the role of lead manager and debt 
originator. The total fee paid for this part of the work was R252.3 million (R99.5 
million as part of transaction advising services plus R152.8 million (rounded) or 
235 bps related to the USD 1.5 billion CDB loan). This is the same work for which 
JP Morgan were appointed through a confi nement on 28 April 2015 and approved 
by the GCE (Annex 44).

9.8. 2 A further justifi cation for the payment of fees to Regiments is based on what is 
termed by Regiments (Trillian) as a saving on the “restructuring” or splitting of 
the USD 2.5 billion with more favourable interest rates, for which a fee was due 
and payable. The work related hereto and comparative assessment of the debt 
origination, by defi nition, formed part of the work for which Regiments were paid 
transaction advising fees of R99.5 million (Annex 45). The work to assess the best 
option of either drawing down on the USD 1 billion facility (that formed part of 
the USD 2.5 billion arranged with CDB) or securing a R12 billion loan, would form 
part of the analysis related to the original transaction advisory services where 
Regiments replaced Nedbank.

9.8. 3  Trillian (of which Mr Salim Essa is a 60% shareholder) was paid 10% of a “saving” 
that related to an amount of R820 million, which essentially comprised two 
“savings”. The fi rst saving of R418 million was associated with the equivalent 
USD funding from CDB and the second with R796 million on equivalent USD 
funding from JP Morgan, both in respect of the R12 billion Club loan (Annex 
30). The issuers (providers of the funds) of the Club loan are all South African 
registered entities, except for the Bank of China, and would provide the funding 
in Rand for which no conversion or risk hedging in terms of cross-currency swaps 
was required.  The fee payable was recommended on 22 September 2015 by 
the acting GCFO and acting GCEO with a further endorsement by Acting Group 
Chief Supply Chain Offi cer (Mr Edward Thomas). The memorandum dated 22 
September 2015 from the Acting GCEO addressed to BADC, was prepared by Mr 
P Ramosebudi (Annex 30).

9.8. 4 It is unclear why a “success fee” is due for work that entails advisory services. 
The comparison of rates related to USD-denominated funding appears to 
be a theoretical exercise and demonstration of a saving that would have been 
considered as part of the fees paid to Regiments prior to the debt origination stage 
for which they obtained transaction advisory fees. This benchmarking exercise 
does not warrant and justify any payment for the said work as the benchmarking 
initiative was used to justify a payment.  There could thus be no justifi cation for 
the payment of R82 million to Trillian for work, irrespective if the work was done 
by Regiments.  

Chapter 9: CDB Loan Funding
9.1 The CDB loan facility for USD 2.5 billion was approved by the Transnet Board in August 

2014. Regiments advised Transnet to commit to USD 1.5 billion with the remaining 
USD 1.0 billion being optional and available. The CDB loan was agreed on the basis 
that it would fund the acquisition of locomotives from CNR and CSR through the 1064 
Locomotive transaction.

9.2 The CDB provided export credits in the form of direct loans to CNR and CSR as two of 
four preferred bidders for the provision of a portion of the 1064 locomotives to Transnet.  
Since these Chinese companies are suppling Chinese manufactured products and would 
be conducting business in South Africa (a foreign country), the funding from the CDB as 
a development fi nance institution (“DFI”) underpins the role of an Export Credit Agency 
(“ECA”). 

9.3 The rationale for the use of ECA funding options is that the cost of funding is normally 
cheaper than conventional commercial banking institutions as it essentially entails a 
Transnet-to-country arrangement. 

9.4 However, the CDB pricing is based on the probability of credit default by Transnet and 
the sovereign rating of South Africa, which increases the probability that the funding 
could be more expensive when compared to sourcing the same locally.  A credit rating 
above investment grade for South Africa existed at the time that would enable and 
facilitate negotiations for cheaper funding. The pricing is therefore quoted in accordance 
with international benchmarks.  

9.5 It became apparent after discussions with the former Group Treasurer (Ms Mathane 
Makgatho) that the pricing of the CDB loan was not in line with other asset-backed 
facilities offered by DFIs (Annex 43). The latter is aligned to a decision by Transnet to 
diversify its funding sources to include ECAs and DFIs in its funding portfolio and thereby 
increase the maturity profi le of the debt portfolio and achieve cost-effective funding. 

9.6 The CDB facility is tied to procurement from China and would therefore imply supporting 
the funding of the CNR and CSR locomotive contracts, where the terms and conditions 
should mirror that of tied facilities as well as asset-backed facilities. These types 
of facilities should translate into cost-effective funds where the pricing should be 
comparable to local funds, together with less stringent terms and conditions (Annex 42). 

9.7 The pricing of a global bond is transparent and in line with other international bond 
issuance of similar rated entities. A lack of transparency and adequate benchmarking is 
symptomatic of creating deliberate positions that would not be in the interest of Transnet 
over the long-term and would likely result in additional costs and/or losses (Annex 42).
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COMMENTS   9.8. 5 The payment is further infl ated (i.e. more than doubled) by claiming two savings 
from an assessment of different funders, i.e. CDB and JP Morgan. The funds paid 
should be recouped with interest, as the basis for the payment is advice given by 
Regiments and not by Trillian as part of the splitting of the CDB loan.  It does not 
justify a success fee as the information was already known at the time and formed 
part of transaction advisory services for which payment was made. 

9.8. 6 On 17 September 2015 (Annex 8), the GCE submitted a signed memorandum to 
the BADC requesting the appointment of Trillian as the lead manager on the R12 
billion Club loan that emanated from the USD 1 billion portion of the CDB facility. 

9.8. 7 The transaction advisory fee for the lead manager and debt origination was 
unjustifi ably paid to Regiments, given an applicable spread of between 20 bps 
and 50 bps based on a notional Rand value of the loan, i.e. R18 billion used by Mr 
E Wood in his calculation of the fee. 

9.8. 8 The actual payment of R99.5 million for transaction advising fees represented 
88 bps (0.88%) calculated on the notional value of the USD 1.5 billion, or 10 bps 
calculated on the yield to maturity.  For this part of the advisory work, a total of 
173 bps (85 bps – (R152 756 408/R18 billion) + 88 bps) = 171 bps was paid to 
Regiments based on the notional value of the loan, or 25 bps (15 bps +10 bps) on 
the yield to maturity (which was R101 837 605 333). 

9.8. 9 The yield to maturity used as the basis for the calculation of the advisory fee, which 
was knowingly and unjustifi ably adopted by Regiments to obtain a signifi cantly 
higher fee, is not within any market norms or standards.

9.8. 10 The payment of R82 million is unjustifi able and has no basis as the fee would have 
been paid by Transnet as part of the R99.5 million advisory services fee charged 
by Regiments on a so-called “success fee” basis. The fee of R82 million should be 
returned by Trillian and the Transnet offi cials that approved this payment should 
be held accountable for the irregular expenditure.

9.9 GCFO Accountability

9.9. 1 The GCFO did not question the exorbitant fee or ask for any benchmarking, and 
merely signed off the fees. 

9.9. 2 Transnet should recoup a minimum of the fee stated above together with interest 
from the date when the invoice was paid.  

9.9. 3 The GCFO should also be held accountable for fi rstly agreeing to a fee that is 
neither market-related nor offers value for money, and secondly for authorising 
the payment. Regiments and the GCFO should be held jointly and severally liable 
for the repayment of the fees together with interest.

9.9. 4 Group Treasury departments such as Funding were not consulted in the discussions 
and approval of the CDB loan facility or the fl oating interest rate agreed between 
the parties, and any attempt by Funding to provide input was considered by the 
Executive as ill advised. The instruction in terms of having the delegated authority 
and the decision to proceed with the CDB transaction, came from the GCEO and 
GCFO - assumedly in consultation with Regiments as the transaction advisor and 
lead negotiator for the CDB loan. 
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10.5 There could be no justifi cation for the execution of the extreme change to the fl oating to 
fi xed rate strategy in the manner considered and ultimately executed, while the argument 
is baseless as can be concluded from the analysis below.

10.5. 1 The strategy adopted assumes an environment of higher interest rates over a 
period of 15 years - the tenor of the loans, with quarterly swaps.  

10.5. 2 It is not possible to predict interest rates so far into the future and adopting an 
extreme adjustment to the structure from fl oating to fi xed interest rates as seen 
above, is irresponsible and unfounded, especially when conferring the likely losses 
on Transnet.  

10.5. 3 At best, a phased approach in small increments would have been prudent based 
on evolving market conditions.

10.5. 4 It appears that the decision to fi x the interest rates of the loans is based on short-
term interest rate fl uctuations that do not support the interest rate curve; even 
the curve utilised by Mr E Wood for the calculation of the Regiments fee does not 
suggest extreme movements in short-term interest rates (Annex 46).

10.5. 5 The Transnet Group Treasurer assumed that a steep yield curve (see Figure 3 
below) would be the future trajectory of long-term interest rates (aligned with 
a fi xing strategy), while no indication to date and even at the time alludes to the 
likelihood of such dramatic upward movements in interest rates. 

10.5. 6 It was therefore irresponsible to fi x a large portion of the debt at the time and 
amend the debt structure from fl oating to fi xed in a manner that had no underlying 
basis. 

Figure 3: Illustration of normal and steep yield curves

10.5.6.1 Figure 4 illustrates the South African Long Bond over a period of 10 
years. It is clear that the Long Bond rate over this period has moved 
within a range of between 6.2% and 10.3%.  

Chapter 10: “Fixed Rate” Strategy
10.1 Transnet adopted a “fi xed rate” strategy, but it is unclear who mandated the adoption of 

the strategy or what the basis for its implementation was. 

10.2 However, given the fi nancial implications, approval at a level that permits transactions of 
this size, should have been with the Group Treasurer recommending the transaction and 
the GCFO approving same.  

10.3 Interest rate swaps 

10.3. 1 Typical parties in the transaction to effect an interest rate swap are the loan 
issuer(s), Principal (in this case Transnet), a counterparty and an execution agent. 
The TSDBF swap transaction is used as an example.

(a)  Loan issuer: ECBD-Investec, OMSFIN, Standard Bank and Libfi n (the 
institutions willing to partake in the transaction for a certain interest 
rate)

(b)  Counterparty: TSDBF or Nedbank serves as the counterparty party to 
the interest rate swaps as an over the counter transaction and accepts 
the risk

(c)  Execution Agent/Broker: Regiments Capital

10.3. 2 Paragraph 6.1 clearly indicates that suffi cient capacity and skill was available within 
the Transnet Dealing Room to execute the swaps.  Hence, it was unnecessary and 
ill advised to appoint external advisers to trade the swaps.  The statement should 
also be read together with paragraphs 16.1 and 16.2. 

10.3. 3 Vanilla [basic] Interest Rate Swap is a forward contract in which one stream of 
future interest payments is exchanged for another, based on a specifi c principle 
amount. Interest rate swaps usually involve the exchange of a fl oating interest 
rate to a fi xed rate or vice versa, to reduce or increase exposure to fl uctuation in 
interest rates or to obtain a marginally lower interest rate that would have been 
possible without the interest rate swap.

10.3. 4 The swap is executed to remove risk by shifting the risk to a counterparty by 
swapping a fl oating or variable interest rate that fl uctuates in accordance with 
monetary policy decisions, to fi xed interest rate over the term of the loan or vice 
versa.    

10.3. 5 The argument put forward by the Transnet Group Treasurer was that short-term 
interest rates were forecasted to increase. However, it appears that this was a 
two-year view in 2016 and 2017 and was based on forecasts available from the 
Bureau for Economic Research, Stellenbosch University. 

10.4 The fl oating to fi xed rate structure of the Transnet debt book stood at a ratio of 45%: 
55% and was changed to 20%: 80% (This restructuring of the debt is stated in a 
memorandum of 25 August 2014, which cannot be retrieved).
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10.6 Further research provides the basis for the irrational decisions made to fi x the interest 
rates of the Club loan.

10.6. 1 The illustration in Figure 5 plots the 3mJIBAR against the 6mJIBAR for the period 
February 1999 to October 2018, with a linear trend line fi tted to each of the line 
graphs.  If the premise was for short-term interest rates to rise, it is clearly not 
evident from the illustration of the 3mJIBAR.  

10.6. 2 The average spread between the 3mJIBAR and 6mJIBAR is 26 bps in favour 
of the 6mJIBAR rate. This alludes to a positive or normal long-term yield curve, 
which therefore does not justify the fi xing of interest rates on the Club loan in the 
manner it was applied. 

Figure 5: Illustration of the 3m JIBAR and 6m JIBAR over the period February 1999 to October 
2018 with a linear trend line and its associated upper and lower bounds 

Source: Bloomberg and own calculations

10.7 A further analysis to underpin the unwarranted decision to fi x interest rates in the manner 
applied, which appears more than ever was promoted by a strategy to enable certain 
parties to the transaction to benefi t fi nancially, is illustrated in Figure 6 and indicates the 
3m NCD (Negotiable Certifi cate of Deposit) rate that is closely aligned to the 3m JIBAR 
rate. 

10.7. 1 The reason for the use of the 3m NCD rate is that the BER does not forecast 
the 3mJIBAR, which is indicative of the inability to actually forecast interest rates, 
especially over the long-term. The 3m NCD rate is plotted against the 10-year 
government bond yield on an annual basis with a fi ve-year forecast for the period 
2018 to 2023.

10.5.6.2 The fi xed rates applicable to the execution of the interest rate swaps 
is between 11.15% and 12.27%, which is between 100 bps and 200 
bps more than the highest point of the Long bond rates over the past 
10 years.  

10.5.6.3 If an analysis was conducted of long-term rates and aligned with 
short-term interest rates, such as the 3m JIBAR and even the 6m 
JIBAR, it would have been clear that there was no need to fi x interest 
rates at the levels that these swaps were executed. 

10.5. 7 The strategy of fi xing rates at the levels executed would be very benefi cial to 
the counterparty and the Execution Agent/Broker, as there was limited risk that 
rates would achieve or reach those levels unless a substantial fi nancial crisis 
would confront South Africa and the Rand would weaken to levels that would 
necessitate a signifi cant and swift increase in short-term interest rates. 

10.5. 8  Once again, the rational for such a strategy is baseless and those persons that 
approved the strategy and mandated the transactions should be held to account 
for a signifi cant portion of the losses.

Figure 4: An illustration of the yield on RSA 10-year government bond with trend lines from 
2016 when the swap transactions were executed

10.5. 9 It is also very clear from Figure 4 that a downward trend emerged after the swap 
transactions were concluded. The applicable portion of the curve is indicated 
by the block inserted on the graph and refl ects the short-term movements in 
yields that spiked, but retained a more sustainable downward pattern thereafter, 
indicating confi dence in economic fundamentals and stability. This is further 
evidence that the transactions were executed quickly without being cognisant of 
the implications of emerging interest rate trends. It is also clear that the strategy 
adopted would result in additional cost of fi nancing that Transnet could/would 
incur and the benefi t thereof would be for the counterparty (Nedbank and the 
TSDBF) and Regiments executing the swaps. 
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Figure 7: Illustration of the monthly differences (red bars) between the 3m JIBAR + 270 bps 
and the fi xed rate at which the interest rates swaps were executed for the fi rst tranche of R4.5 
billion related to the R12 billion Club Loan.

Source:  Bloomberg, Transnet and own calculations

10.8. 1 The red bars indicate the monthly accrued realised negative cash fl ow accounted 
for in the Transnet income statement (refers to “Losses”) incurred by Transnet due 
to the introduction of a regime of fi xing interest rates over the period 4 December 
2015 to 1 October 2018. 

10.8. 2  A Loss of R262.6 million on the fi rst series of R4.5 billion swaps has been incurred 
by Transnet as at 1 October 2018.

10.8. 3 Figure 8 illustrates what the fl oating to fi xed interest rate swaps has cost Transnet 
from inception to 1 October 2018 on the second series of swaps for an amount of 
R7.5 billion executed on 7 March 2016.  

10.8. 4 The red bars indicate the monthly losses in terms of basis points incurred by 
Transnet due to introduction of a fi xed interest rate regime over the period 7 
March 2016 to 1 October 2018. 

10.8. 5  The Loss as at 1 October 2018, is R480.1 million on the R7.5 billion swaps related 
to the Club loan.

Figure 6: An illustration of the 3m NCD rate and 10-year government bond yield on an  annual 
basis from 2012 to 2017 with forecasts from 2018 to 2023

Source: Bureau for Economic Research (BER) (October 2018)

10.7. 2 It is clear from Figure 6 that the annual 3m NCD rate historically from 2012 to 
2017 ranged between 5.13% and 7.23%.  The forecast of the 3m NCD rate by the 
BER indicates a spread of 7.02% to 7.03% (i.e. from 2018 to 2023).  

10.7. 3 Forecasts for a period of more than fi ve years are likely to have a high margin of 
error and would therefore be meaningless. 

10.7. 4 If the short-term rate is contrasted to the yield on the 10-year Government Bond, 
a similar pattern abounds with the historical annual rates between 7.20% and 
9.02%, while the forecast by the BER is between 8.67% and 9.17%, not even close 
to the fi xed rates of 11.15% and 12.27% applicable to the interest rate swaps for 
the R12 billion Club loan and the R11.3 billion of Transnet Debt respectively. 

10.7. 5 There is also no trend of divergence between the short and long-term rates; there 
appears to be more of a slight convergence that suggest the short and long-term 
interest rates would move within bounds and no shocks are expected that would 
justify fi xing rates at the levels they were over the long-term.
Should the forecasts be realised over the period 2019 to 2023, Transnet 
would have paid between 189 bps and 298 bps more based on the lowest 
fi xed rate (11.15%) for any of the loan issues associated with the interest rate 
swaps, and between 310 bps and 410 bps more for the highest fi xed rate 
(12.27%) at which the swaps were executed.

10.8 Figure 7 illustrates what the strategy has cost Transnet in terms of basis points from 
inception to 1 October 2018 on the fi rst series of swaps for an amount of R4.5 billion 
executed on 4 December 2015.  
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10.9 Benchmarking

10.9. 1 Benchmarking enables the consideration of several scenarios to ensure consistency 
in decision-making and to ascertain the cost implications of embarking on a 
strategy that has long-term implications.  

10.9. 2 The use of interest rate swaps over a 15 year maturity has implications and 
specifi cally opportunity costs if the adopted strategy is not thought through and 
the implications contemplated.  

10.9. 3 Together with the analysis of the SA Government Bond presented in paragraph 
10.5.8, a need existed to consider the initial use of Transnet corporate bonds and 
compare the same to the fi xed interest rate swap options in the market.  

10.9. 4 At the time (4 December 2015) when the fi rst tranche of R4.5 billion of the R12 
billion Club loan interest rate swaps was traded, it was possible to issue a Transnet 
TN30 Bond with the same maturity (15 years) and same credit as the interest rate 
swap. The offi cial JSE/BESA (Bond Exchange of South Africa) closing rate for the 
TN30 bond on 4 December 2015 was 11.18%. 

10.9.4.1 The rate (yield to maturity) of 11.18% was applicable with half-yearly 
interest payments referred to as Nominal Accrued Compounded 
semi-annually (NACS).

10.9.4.2 The R12 billion Club loan swaps are priced on a quarterly basis, 
which, if converted to ensure parity, would imply a rate of 11.03% 
(Nominal Accrued Compounded quarterly, NACQ) applicable to the 
R4.5 billion. 

10.9.4.3 The PV01 per R1 million nominal on the R4.5 billion structure is 
R626.35.  On the date the transaction was executed, the Transnet 
TN27 Bond closed at a rate of 10.66% (NACS). If converted to 
NACQ, the applicable rate is 10.52%. 

10.9.4.4 On the date of the transaction, the PV01 per R1 million nominal 
TN30 Bond was R690.00 and R610.00 on the TN27 Bond.

10.9.4.5 This specifi c structure is closer to the duration of the TN27 Bond, 
which could have been issued (NACQ) at 10.52% compared to the 
fi xed rate of 11.83%.  This suggests that the fi xed rate of the swap 
should have been closer to the 10.52% yield of the TN27 Bond, 
which implies an approximate difference of 131 bps. 

10.9. 5 At the time (7 March 2016) when the second tranche of R7.5 billion of the R12 
billion Club loan interest rate swaps were traded, it was possible to issue a 
Transnet TN30 Bond with the same maturity (15 years) and same credit as the 
interest rate swap. The offi cial JSE/BESA (Bond Exchange of South Africa) closing 
rate for the TN30 bond on 7 March 2016 was 11.80%. 

Figure 8: Illustration of the monthly differences (red bars) between the 3m JIBAR + 270 bps 
and the fi xed rate at which the interest rates swaps were executed for the R7.5 billion tranche.

Source:  Bloomberg, Transnet and own calculations

A total Loss of R742.7 million related to the R12 billion Club Loan was incurred by Transnet 
as at 1 October 2018 due to a strategy of fi xing rates at the levels executed.

10.8. 6 The same approach was adopted for the swaps related to the Transnet debt of 
R11.3 billion. 

10.8. 7 The amount and credit (pricing) is different for each issuer.  

10.8. 8  Table 3 highlights the “Losses” caused by a strategy that was implemented to 
extract maximum benefi t from unfounded interpretation of the market interest 
rate movements.

Table 3: Illustration of Losses to Transnet for the interest rate swaps related to the Transnet Debt of 
R11.3 billion

Issuer Execution date Pricing Fixed Loss to Transnet as at 
31 October 2018

EDBC 30 March 2016 6m Jib + 200 bps 12.07 R422.4 million

LIBFIN 8 April 2016 3m Jib + 175 bps 11.15 R92.2 million

Old Mutual 8 April 2016 3m Jib + 205 bps 11.15 R49.7 million

Standard Bank 8 April 2016 3m Jib + 165 bps 11.15 R102.1 million

Total R666.4 million

The Loss to Transnet of fi xing the interest rates of the swaps related to the R11.3 billion of 
Transnet Debt, is R666.4 million.

The Loss to Transnet by implementing the “Fixed Rate” strategy on a total of R23.3 billion, is 
R1409 million as at 31 October 2018.
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COMMENTS   10.9.5.1 The rate (yield to maturity) of 11.80% was applicable with half-yearly 
interest payments referred to as Nominal Accrued Compounded 
semi-annually (NACS)

10.9.5.2 The R12 billion Club loan swaps are priced on a quarterly basis, 
which, if converted to ensure parity, would imply a rate of 11.63% 
(Nominal Accrued Compounded quarterly, NACQ) applicable to the 
R7.5 billion. 

10.9.5.3 The PV01 per R1 million nominal on the R7.5 billion structure is 
R615.31. On the date the transaction was executed, the Transnet 
TN27 Bond closed at a rate of 11.33% (NACS). If converted to 
NACQ, the applicable rate is 11.17%. 

10.9.5.4 On the date of the transaction, The PV01 per R1 million nominal 
TN30 Bond was R641.00 and R567.00 on the TN27 Bond.

10.9.5.5 This specifi c structure is closer, but lower in duration to the TN30 
Bond, which implies that Transnet could have issued a similar duration 
bond at approximately 15 bps lower than the TN30 Bond, which 
implies a yield of 11.65%. If converted to NACQ, this is 11.48%. This 
suggests that the fi xed rate of the swap should have been closer to 
11.48%, which implies an approximate difference of 79 bps.

10.9.5.6 The pricing related to the swaps of 4 December 2015 (fi rst tranche 
of R4.5 billion) were traded at a fi xed price of 11.83% and the swaps 
executed on 7th March 2016 (second tranche of R7.5 billion) at a 
price of 12.27%.  

10.9.5.7 The analysis that should have been conducted for benchmarking 
purposes, was not done and neither were the dealers requested to 
provide comparative pricing when assessing the fi nancial implications 
for Transnet.

10.9.5.8 In addition to Interest Rate swap, Transnet executed cross-currency 
swaps on the CDB loan.
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Value (“PV”) determined using the Bloomberg Pricing module, as well as an assumed 30 
bps that is the assumed cost the Transnet Dealer Room would be able to trade. 

11.9 This loss together with interest that would accrue is due and payable and Transnet should 
recoup the losses from Mr P Ramosebudi as the compiler of the memorandum, Mr Garry 
Pita (Acting GCFO) and Regiments as the advisor to Transnet, who were responsible for 
the nature and scope of these transactions and who further approved the swaps from 
fl oating to fi xed for the second tranche of R7.5 billion related to the R12 billion Club loan 
on 29 February 2016 (Annex 48). 

11.10 The interest rate swap (fl oat to fi xed) on the Club loan was traded in two tranches:

11.10. 1 Execution of swaps on 4 December 2015 (R4.5 billion):

(a)  Swap Confi rmation No 31477670 for R1.5 billion (Nedbank);

(b) Swap Confi rmation No 31477785 for R1.5 billion (Nedbank); and

(c) Swap confi rmation No 31477836 for R1.5 billion (Nedbank).

11.10.1.1 Calculations show that the fi xed rate of the fi rst tranche of the R12 
billion Club loan, after the conclusion of the interest rate swap and 
a fair value total cost is added, based on the Transnet Dealing team 
historical trades, should have been approximately 11.35% at closing 
(blended mid-rate on closing of 11.156% plus 20 basis points). 

11.10.1.2  The fi rst tranche interest rate swap was transacted by Regiments 
Capital through Nedbank at a fi xed rate of 11.83%.  

11.10.1.3 The fi rst tranche of the Club loan interest rate swap was traded on 
4 December 2015. Mr P Ramosebudi argued a volatile economic 
environment with high infl ation and a volatile exchange rate as the 
basis for the interest rate swaps. It is so opportune that this argument 
would only hold water if some “black swan event” could trigger 
exchange rate volatility or higher infl ation, which would invariable 
drive interest rates higher.  Five days after the execution of the fi rst 
swaps with Nedbank, the Finance Minister at the time, Mr Nhlanhla 
Nene, was sacked (9 December 2015), which was a “black swan 
event” and caused signifi cant volatility in the Rand (Annex 49).

11.10. 2 The event referred to in paragraph 11.10.1.3 is best understood in the context 
of short-term interest rates represented by the 3mJIBAR.  Figure 9 indicates the 
3mJIBAR for the period 16 November 2015 to 31 December 2015, and also 
highlights the day on which Mr Nhlanhla Nene (9 December 2015) was sacked 
and the appointment of Mr Pravin Gordhan (14 December 2015). 

Chapter 11: R12 billion Club Loan swaps
11.1 A Request for Proposals (“RFP”) dated 6 May 2015 was issued for the hedging of 

fi nancial risks (interest rate, credit and currency risk) and to act as lead arranger for 
R12 billion Club loan for a period of up to fi fteen (15) years (Annex 29.1).

11.2 On 3 December 2015, Mr P Ramosebudi submitted a memorandum to the Acting GCFO 
that was approved and stated inter alia, the following (Annex 27). 
11.2. 1 “Hedge the interest rate risk exposures from a fl oating to a fi xed basis…”
11.2. 2 “Instruct Regiments Capital as per the 1064 Locomotives mandate to execute the 

hedges with Transnet approved counterparts.” 

11.2. 3 “The execution cost of hedges by Regiments Capital will be all inclusive in the rate 
of the interest rate swap”. 

11.3 Regiments was appointed to execute the interest rate swaps from a fl oating (variable 
rate) to a fi xed rate for the remaining term of the loan. This is confi rmed by the Affi davit 
prepared by Mr E Wood related to the Club loan.  It is stated on page 62 (807) of the 
Affi davit “that Regiments would benefi t from certain interest rate swaps that would take 
place as a result of the Club loan” (Annex 46).

11.4 The Club loan was a fl oating rate loan, which was swapped to fi xed one week later. The 
initial loan could have also been negotiated as a fi xed rate loan, which would then have 
not necessitated any hedging related to interest swaps from fl oating to fi xed. 

11.5 The analysis as per the memorandum prepared by Mr P Ramosebudi shows that there 
was no justifi cation for entering into the interest rate swap transactions to fi x interest 
rates using a “short-term” outlook while knowingly entering into a transaction that 
would likely have negative fi nancial implications for Transnet over a period of 15 years.  
Such actions would invariably increase the risk to Transnet due to the tenor of the loan.  
Furthermore, the rates at which the transactions were executed, were well above market 
levels and have cost Transnet R742.7 million as at 1 October 2018.  

11.6 Mr P Ramosebudi should indicate the justifi ability of fi xing the rates knowing that 
this was not defensible at levels well above the mid-market blended rate indicated by 
Bloomberg on the day the swaps were executed (Annex 47). 

11.7 This decision effectively bound Transnet to a signifi cant risk and costs incurred that 
could not be mitigated at a later stage, except at signifi cant cost, and which has already 
resulted in substantial Losses for Transnet at 1 October 2018 (R12 billion Club loan) and 
31 October 2018 (R11.3 billion Transnet Debt).

11.8 A loss of R348.2 million was generated due to the mispricing of the trades when aligned 
with the Bloomberg blended mid-rate at the time.  This is based on the difference 
between the fi xed rate of the swap and the Bloomberg blended mid-rate, and the Point 
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Figure 10: R186 government bond representing long-term interest rates for the period 16 
November 2015 to 31 December 2016.

11.10. 3 Execution of swaps on 7th December 2015 (R7.5 billion) (Annex 26):

(a) Swap confi rmation No 32537127 for R1.5 billion (Nedbank);

(b) Swap confi rmation No 32538332 for R1.5 billion (Nedbank);

(c) Swap confi rmation No 32539770 for R1.5 billion (Nedbank);

(d) Swap confi rmation No 32538073 for R1.5 billion (Nedbank); and

(e) Swap confi rmation No 32537127 for R1.5 billion (Nedbank).

11.11 Mispricing implications

11.11. 1 All derivative instruments must be mark-to-market using the closing parameters 
to fair value the instrument in order to obtain a daily profi t or loss fi gure.  

11.11. 2 Mark-to-market involves recording the price or value of a security, portfolio or 
account to refl ect the current market value at a point in time.  

11.11. 3 This indicates to what extent you are recording profi ts or Losses from your 
decision. The mark-to-market on the transactions were still out of money (i.e. a 
loss is still being recorded to date by Transnet), which indicates that short-term 
and long-term interest rates did not increase as expected. 

11.11. 4 As at 1 October 2018, the situation is the same, resulting in losses for Transnet as 
illustrated above or stated differently, being out of the money. 

11.11. 5 After Regiments did the trade, the Transnet Traders requested prices in the swap 
market and the prices received from two banks (HSBC and ABSA) were 15 and 
35 bps above the mid-rate (price) (Annex 58).

11.11. 6 The blended mid-price (rate) according to Bloomberg (utilising the Swap Pricing 
Module) at the close on the day the swaps were executed, was 11.156% and 

Figure 9: 3mJIBAR interest rates for the period 16 November 2015 to 31 December 2016.

11.10.2.1 Short-term interest rates increased by 6.6 bps from the date Mr 
Nhlanhla Nene (9 December 2015) was sacked and the appointment 
of Mr Pravin Gordhan (14 December 2015).  After the appointment of 
Mr Pravin Gordhan, short-term interest rates moved within a narrow 
bound that indicate some stability in the market.  However, these 
events never resulted in short-term interest rates achieving the levels 
of fi xed rates for the R4.5 billion of 11.83% and 12.27% for the R7.5 
billion, both of the R12 billion Club loan. 

11.10.2.2 Figure 10 indicates the impact of the abovementioned events on the 
long-term interest rates represented by the R186 Government Bond. 
The spike in long-term yields is clear after the fi ring of Mr Nhlanhla 
Nene, reaching a high of 10,35% before receding once it became 
apparent the Mr Pravin Gordhan would be appointed as the fi nance 
minister.

11.10.2.3 Not even the “black swan event” resulted in long-term interest rates 
increasing to above 10.35% when compared to the fi xed rate of 
11.83% on the R4.5 billion tranche of the R12 billion Club loan. The 
rates were still 148 bps lower that the fi xed rate despite long-term 
interest rates increasing by 118.8 bps between 9 December 2015 
and 11 December 2015.  Long-term rates varied between 9.30% 
and 9.89% from 14 December to 31 December. 
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11.16 As Treasury staff were excluded from providing any advice and benchmarking, it is 
unclear what basis was used to consider the decision to not fi x the interest rate of the 
CDB loan.  If the additional infl ated cost of the interest rate swap was included, a fi xed 
rate loan would have been a much better proposition. 

11.17 As the “fi xed rate strategy” was already in place at Transnet, this was a creative way 
by Regiments as advisers to “produce” more large transactions, especially derivative 
transactions so that prices can be infl ated and hidden, resulting in larger fee income and 
/ or profi t, and to defraud Transnet, which resulted in sustained fi nancial losses. 

11.18 The funding that was needed to replace the R5.0 billion loan that matured in February 
2016, was outside Regiments’ transaction advisory mandate, but was included in the 
negotiated facility and again, Transnet Treasury was excluded by the acting GCFO as 
well as Mr P Ramosebudi. 

11.19 Nedbank as the counterparty for the Club loan interest rate swaps, should explain what 
arrangement existed between Regiments and themselves with regard to the execution 
of the transactions in terms of the following:

11.19. 1 Was Regiments paid a present value of all the execution fees over the tenor of the 
loan, which is their “fee recovery policy”? The applicable agreement that refers to 
the payment of fees to Regiments is required from Nedbank.

11.19. 2 Were there any other payment arrangements between Regiments and Nedbank 
related to Nedbank as the counterparty for the swaps of the R12 billion Club loan?

11.19. 3 This is prudent as the Transnet dealers were not party to the pricing, structures or 
execution of the swaps.

11.20 An email addressed by Mr P Ramosebudi to Mr Moss Brinkman (Head: Balance Sheet 
Management – Treasury, Nedbank Corporate & Investment Banking) on 16 March 2016 
at 15:40, nine days after the execution of the second tranche of interest rate swaps for a 
value of R7.5 billion, indicates the following (Annex 50):

11.20. 1 Mr P Ramosebudi clearly indicates that it is acceptable to miss-price the swaps 
and confi rms the same by indicating that “I am further aware and agree that these 
trades were executed at a level of 12.37% which results in a difference of 95 bps 
over the mid-market value [11.42% nacq)”.

11.21 An email from Mr Moss Brinkman to Mr P Ramosebudi on 16 March 2016 at 13:30 
states the following:  “…. our compliance is requesting a letter that essentially states 
that Transnet has looked at the transaction and the rates concluded and that Transnet is 
satisfi ed with the pricing and value of the transaction”.  For ease – essentially, they are 
looking for something along these lines: “In terms of the Interest rate Swap transactions 
entered into with Nedbank on or about 8 March 2016, I am aware that these trades 
priced at a pure mid-market rate of approximately 11.42% nacq. I am further aware and 
agree that these trades were executed at a level of 12.37% nacq – which results in a 
difference of 95 bps over mid-market value” (Annex 51).

11.444% for the fi rst and second tranches of R4.5 billion and R7.5 billion, 
respectively. 

11.11.6.1 The blended rate means the weighting of the rates applicable to the 
total loan as different spreads (margins) are applicable to different 
loan issuers.  

11.11.6.2 The outcome is a blended rate that is applicable to the full swap. 
The total Losses of fi xing the interest rates on all loan issues including fees, i.e. for 
the R12 billion Club loan (1 October 2018) and Transnet Debt of R11.3 billion with 
the TSDBF as the counterparty (31 October 2018), is R1 409 million (based on the 
difference between fl oating and fi xed interest rates).

11.12 It is important to understand the fi nancial effect of a higher fi xed rate to comprehend the 
additional cost to Transnet and the income / profi t to the agent (Regiments Capital) and 
the counterparty (Nedbank). 

11.12. 1 One basis point is one hundredth of one percent. The longer the interest rate 
swap maturity, the higher the present Rand value of one basis point.  

11.12. 2 It is crucial to understand that one basis point on the swap is not the same as one 
basis point on the face value of the loan. 

11.12. 3 The cost of an extra basis point on the swap is an additional cost for each payment 
on interest that is made until the swap matures.  

11.12. 4 One basis point on the swap of both tranches is approximately R7.0 million, so 20 
basis points or 0.20% is approximately R148.0 million.

11.12. 5 Regiments would receive a total fee of R148.7 million for swaps related to the 
R12 billion Club loan based on the fi xed yield (market interest rate).

11.12. 6 It should be noted that Regiments would receive a fee of 20 bps every quarter 
for the execution of the swaps over a period of 15 years, the tenor of the loan, of 
which about 11 to 12 years remain. 

11.12. 7 It must be determined whether Regiments is paid by Nedbank on a quarterly 
basis for the execution of the swaps or in the same manner as dealt with by 
Transnet, whereby the fees are calculated over time to a present value and a once 
off payment is affected. 

11.13  In terms of market norms, the fee payable on yield would be 1.0 bps or less or a fee of 
between 20 and 25 bps on the notional value, which is dependent on the agent’s fee 
structure.

11.14  Transnet therefore overpaid Regiments by an amount of R141.3 million for the execution 
of the swaps on the Club Loan.

11.15 Regiments must repay R141.3 million plus interest (refer to paragraph 18.9.4).

TRANSNET-REF-BUNDLE-06855



59  58  March 2019      www.mnsattorneys.co.zaMarch 2019      www.mnsattorneys.co.za

COMMENTS   11.22 Mr P Ramosebudi copied the proposed wording from Mr Moss Brinkman and sent the 
response as stated above. This confi rms the endorsement by Transnet of the Swaps 
at 12.37% and acceptance thereof by Nedbank, irrespective of the large spread.  It is 
also clear in the email from Mr Moss Brinkman that Nedbank appeared unsure of the 
large difference in the fi xed rate and the mid-market rate, but proceeded with the trades 
anyway, not questioning the modus operandi. 

11.23 Mr Ramosebudi was responsible for the derivative transactions and should be held 
accountable together with the GCFO who would authorise the execution of such 
transactions. Alternatively, in terms of the DoA, all interest rate swap transactions could 
be approved by Mr P Ramosebudi and the GCFO.  The only difference is the approval 
threshold. 
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to hedge and execute (Regiments was the SDP of JP Morgan through the 
appointment).

12.1. 7 It is unclear why Regiments was paid a contingency fee of R7.5 million for advisory 
services to Transnet in terms of structuring and arranging the cross-currency 
swaps, what the basis thereof was and how the amount was determined.  The 
amount paid to Regiments by Transnet does not seem to have any basis. 

12.1. 8 JP Morgan was appointed to deal with all matters related to managing and 
introducing mechanisms that would protect Transnet from fi nancial and other 
associated risks over the term of the loan, which included advice, structuring 
and executing the swaps.  

12.2  Contingent Credit Default Swap (“CCDS”): CDB Loan

12.2. 1 A credit default swap6 (“CDS”) is ‘contingent’ upon two triggers. The fi rst is an 
ordinary CDS, where the buyer receives the face value of the bond or loan from 
the protection seller in the event of a default.  This is termed a credit event, 
such as defaulting on interest payments. The other trigger is specifi c to the 
contingent part of the CDS and is another event usually in relation to a macro-
economic variable (not fi rm specifi c). A contingent CDS is designed to provide 
cover against unfavourable market movements.

12.2. 2 In order to hedge the CDB loan and mitigate the risk, there was an apparent need 
for the application of CCDS, which were introduced at each capital drawdown.  
This was a requirement from Transnet in terms of the RFP issued to prospective 
bidders for hedging the CDB Loan transaction.

12.2. 3 Regiments claims to have structured and arranged the CCDS structure to 
effectively reduce the ZAR interest rate payable on the loan structured by 
Transnet per the letter dated 15 July 2015 sent by Mr E Wood to Mr A Singh 
(Annex 31). This is not true as the intellectual property to conceive, implement 
and execute the CCDS structure was introduced by JP Morgan in terms of their 
appointment.  The approval of their appointment and the agreed terms were 
signed off by the GCFO and accepted by the Acting GCE. Based on this premise, 
there could be no justifi cation for any payment to Regiments for the work they 
purported to have done. 

12.2. 4 The fee of R5 743 592 (unclear how this was calculated) should be repaid by 
Regiments with interest from the day the invoice was paid.  The GCFO at the 
time should be held accountable for the payment of the fees related to the CCDS, 
while the Group Treasurer at the time should explain the use of Regiments 
for advisory services related to the swaps while JP Morgan was appointed in 
terms of their mandate to price, structure and execute the swap transactions. 
The latter would have fallen within the mandate of the Group Treasurer and 
GCFO. Regiments, the GCFO and Acting GCE should be held liable both jointly 
and severally for the recoupment of the fee together with interest from the date 
the invoice was paid by Transnet. 

6 https://www.fi nancialencyclopedia.net

Chapter 12: CDB Loan Swaps
12.1  Cross-currency Swaps (CCS): CDB loan

12.1. 1 A currency swap, also known as a cross-currency swap, is an off-balance sheet 
[over the counter] transaction in which two parties exchange principal (capital 
portion of the loan) in different currencies. The purpose of a currency swap is to 
hedge exposure to exchange rate risk5.

12.1. 2 JP Morgan would act as sole hedge counterparty, lead and underwrite the 
equivalent ZAR amount for a loan of USD 1.5 billion. Transnet would enter into 
a hedging transaction with JP Morgan in the form of a series of cross-currency 
swaps and credit contingent structures in the form of Contingent Credit Default 
Swaps. JP Morgan was also mandated to execute the swaps (Annex 52). 

12.1. 3 It should be noted that JP Morgan proposed in the CDB hedging considerations 
(December 2014) that Transnet and/or its advisors seek a price from two or 
maximum three banks for a smaller transaction with timing and details that 
are quite different from the underlying trade, whilst still allowing visibility on 
comparable execution charges for market and credit risk. It is unclear if Transnet or 
Regiments did this and what the outcomes were in terms of a pricing comparison.  

12.1. 4 Regiments was paid a contingency fee of R7.5 million for advisory services to 
Transnet for structuring and arranging the CCS. There was suffi cient capacity 
and know-how within the Transnet Dealer Room to price swap structures and 
execute the CCS and no need existed for external advice due to the nature of the 
swaps being referred to as vanilla (simple/standard). It was clearly conveyed by 
the Group Treasurer to the dealers, which was confi rmed by them in subsequent 
discussions, that all deals and structures would not be priced, structured or 
executed by the Transnet Dealer Room despite the capacity and skill among the 
traders to do the same.

12.1. 5 This fee was unjustifi ably paid to Regiments and represents wasteful and 
irregular expenditure in terms of the PFMA and the TPPM.  The invoice submitted 
by Regiments was not issued to anyone at Transnet in particular, but the GCFO 
would as part of the oversight role and given the size of the invoice amounts, have 
the delegated authority to sign-off such large invoices.  The GCFO, who worked 
directly with Regiments with the knowledge of the Group Treasurer, should be 
held accountable and Regiments should return the fees together with the interest 
from when the invoice was paid.  It is within the mandate of the Group Treasurer 
and the GCFO to perform the necessary oversight, which clearly was not done 
and as a consequence, they supported this undue payment to Regiments.

12.1. 6 Transnet paid JP Morgan 20 bps for the cost of the hedge at each hedging 
transaction.  It is not possible to determine if and what Regiments was paid as 
JP Morgan was responsible for the execution of the swaps.  It is further unclear 
what role Regiments had in the transaction for which JP Morgan was appointed 

5 https://www.investopedia.com

TRANSNET-REF-BUNDLE-06857



63  62  March 2019      www.mnsattorneys.co.zaMarch 2019      www.mnsattorneys.co.za

meeting where said decision was taken should be provided, failing which a signifi cant 
portion of the fee should be recouped with interest from the date the swap transactions 
were executed.

13.7 Cost and fees determination

13.7. 1 The cost and fees payable for interest rate swaps are based on a Point Value 
determined through the Bloomberg Swap Pricing Module on the date the 
transaction is executed.  The applicable notional value of the loan is used as input 
and a point value (PV01) (i.e. one basis point) is calculated based on the terms 
of the loan and credit (applicable coupon rate).  For the trades related to R11.3 
billion Transnet debt, the PV01 for the loans are different as the interest rates 
are different. A screenshot of the Bloomberg interface for the Interest Rate Swap 
Module is provided in Figure 11 as an illustration of one of the swaps related to 
the R12 billion Club loan. 

13.7. 2 The important fi gures to note on the screenshot that refers to the ABSA loan of 
R1.5 billion with the swap executed on 7 March 2016, are the following.  The 
ABSA loan is part of the second tranche of the R12 billion Club loan. There are 
two legs to the loan as fl oating rates are to be swapped for fi xed rates.

(a)  Notional: Value of the loan to be swapped

(b)  Coupon:  The blended mid-rate at the time of the swap 
transaction that is used for benchmarking purposes and 
refers specifi cally to the fi xed leg of the transaction

(c)  Index: 3mJIBAR (base short-term interest rate)

(d)  Latest index: JIBAR rate at the time of execution 

(e)  Spread:  260 bps (margin or profi t that the bank wants on the 
transaction)

(f)  PV01:  Point value for one basis point used for the calculation 
of fees

Chapter 13: Interest rate swaps: TSDBF
13.1 Regiments was responsible for the execution of the interest rate swaps related to 

Transnet Debt of R11.3 billion. 

13.2 The cost to or loss generated for Transnet by fi xing the interest rates on the R11.3 billion 
of Transnet Debt as at 31 October 2018, was R666.4 million and has subsequently 
increased. These losses are expected to increase further over the remaining tenor of 
the swaps.  The Group Treasurer, who has the mandate and authority together with the 
GCFO for using derivative instruments, should be held liable for a large portion of the 
losses as there could be no justifi cation for so drastically changing the debt structure 
from fl oating to fi xed over such an extended period of time.  Attempting to unwind these 
positions would result in further excessive costs for Transnet.  

13.3 Regiments would have been paid 20 pbs as an execution fee totalling R112.4 million for 
the swaps related to the Transnet Debt (see paragraph 11.13). 

13.4  Regiments received or drew R227.8 million from TSDBF for executing the swap 
transactions on 30 March 2016 and 8 April 2016 at a fee of 20 bps. The alignment of the 
fee paid to Regiments and the approach adopted for the analysis in this report, indicate 
that Regiments received 40.537 bps and not 20 bps as per the memorandum (dated 28 
August 2017 and prepared by the Group Treasurer) for the execution of each of the four 
swaps related to the TSDBF as the counterparty (Annex 53). This is well above market 
norms where transactions of this size may attract a fee of less than one basis point 
based on yield, and is therefore highly irregular and unwarranted. Regiments was paid 
R115.4 million in addition to the 20 bps that Transnet would pay the TSDBF as part of 
the rate for the execution of the swaps. Under normal circumstances, the execution fee 
is tied up in the yield (market rate).

13.5 These funds should be recouped from the Group Treasurer (Mr P Ramosebudi) who was 
party to the approval of the execution fee of 20 bps as part of his mandate and from the 
GCFO Offi cer (Mr Garry Pita) who approved the fee of 20 bps for the execution of the 
swaps related to the TSDBF as a counterparty (Annex 54).

13.6 The Group Treasurer (Mr P Ramosebudi) approved the fee payable to Regiments at 20 
bps as part of his mandate (Annex 53), acknowledging the fee rate paid to Regiments, 
and is therefore liable for not adopting marked norms and standards as demonstrated, 
or eliciting quotations for the fee applicable to the execution of such a large swap. 
Therefore, the Group Treasurer and others that approved the transaction should be held 
responsible for the overpayment of fees to Regiments ranging from between R106.8 
million and R111.0 million based on market norms. In addition, the Chairperson of the 
Board of Trustees and where applicable, the Trustees of the TSDBF should indicate how 
such a large fee for executing interest rate swaps was justifi ed. In addition, minutes of the 
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Table 3:A summary of the swap transaction inputs for loans from the specifi ed fi nancial institutions

Issuer Loan Amount

R’ billion

Execution date PV01 Blended 
mid-rate

Fixed 
rate

Basis-point 
difference

1 2 3 4

EDBC-Investec 6.991 30 March 2016 R3 557 774 11.27 12.07 80

LIBFIN 1.604 8 April 2016 R856 772 10.43 11.15 72

Old Mutual 1.000 8 April 2016 R603 026 10.43 11.15 72

Standard Bank 1.700 8 April 2016 R601 977 10.43 11.15 72
Source:  Bloomberg and own calculations

13.8 The Point Values are used to calculate the total execution cost and any other fees 
applicable to the transaction.  Table 4 indicates the execution cost including the fee paid 
to Regiments based on the difference between the mark-to-market and the fi xed rate 
of the swaps. 

13.9 The data provided in Table 4 indicate that Regiments was paid an execution fee of 
R112.4 million for swaps related to the Transnet debt of R11.3 billion. A saving of R264.5 
million would have accrued to Transnet if it was done by the Dealing Room based on the 
indicative pricing. 

Table 4: Calculation of execution costs and fees applicable to R11.3 billion Transnet Debt with specifi c 
reference to Regiments

Issuer Loan 
Amount

R’ billion

Execution 
date

PV01 Total execution 
cost including 
the Regiments 
fee of 20 bps

Regiments fee 
(20 bps)

Excess cost 
utilising 
Regiments

5 = (1) x (4) 6= 20bp x (1) 7= (5) – (6)

EDBC 6.991 30 March 
2016

R3 557 774 R 284 621 902 R 71 155 475 R 177 888 689

LIBFIN 1.604 8 April 2016 R856 772 R 61 687 569 R 17 135 436 R 35 984 415

Old 
Mutual

1.000 8 April 2016 R603 026 R 43 417 873 R 12 060 520 R 25 327 092

Standard 
Bank

1.700 8 April 2016 R601 977 R 43 342 310 R 12 039 531 R 25 283 014

11.295 R5 619 549 R 433 069 654 R 112 390 962 R 264 483 210
Note: Read with Table 3

Source:  Bloomberg and own calculations

Figure 11: Screenshot of the Bloomberg Swap Pricing Module for the ABSA loan on 7 March 2016

Source: Bloomberg and Transnet

13.7. 3 Table 3 indicates the Execution date, Point Value, Blended mid-rate (from 
Bloomberg), fi xed rate at which the swap transaction was executed and the basis 
point difference between the blended mid-rate and fi xed rate.
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Chapter 14: Confl ict of interest
14.1 Regiments was also appointed as the only service provider to conduct reviews in the LDI 

DB Pension space and was found through an independent review by Mr Harry Gazendam 
(email dated 12 March 2014) to be the only provider who met the requirements of 
Transnet. In terms of RFP NUMBER GSM/12/0775A, Regiments was thereby appointed 
to perform a review of the TSDBF (Annex 32.1).

14.2 In terms hereof, a TSDBF Execution Version Mandate drafted by ENS as a Portfolio 
Management Agreement (“the Agreement”) was entered into between the TSDBF and 
Regiments Fund Managers (Pty) Ltd on 1 October 2015. The function and responsibilities 
as well as authority of the Portfolio Manager are referenced in sections 6 and 7 of the 
Agreement (Annex 36).

14.3 It should be noted that nowhere in the Agreement is the TSDBF Policy Investment 
Statement referred to or referenced. The purpose of an Investment Policy Statement 
(“IPS”) is to establish a clear understanding regarding the Pension Fund’s investment 
objectives and management practices between the TSDBF and its Investment Managers 
(Regiments Fund Managers (Pty) Ltd) engaged by the TSDBF. The Investment and Risk 
Management Framework is referenced on numerous occasions, but this would be sub-
ordinate to the Investment Policy Statement that is overarching, sets the regulatory 
framework for the fund and is congruent with the Fund Rules. 

14.4 Advisory services at the time of considering the interest rate swaps related to R11.3 
billion from fl oating to fi xed were provided by Regiments to Transnet having been 
appointed as far back as May 2013. In October 2015, six months before the execution of 
the swaps, Regiments were appointed by the TSDBF as portfolio managers of the fund.  

14.5 Clearly, being an advisor to Transnet at the time and having the mandate to manage 
the TSDBF portfolio of the TSDBF in terms of the TSDBF Investment Policy Statement, 
resulted in a situation where Regiments was advising both Transnet and the TSDBF 
related to transactions that would need to and could only benefi t one party through the 
execution of the interest rate swaps and would therefore be detrimental to the other 
party. This is a clear confl ict and there can only be one winner.

14.6 In order to understand whether a confl ict of interest arose, which could have been 
knowingly exploited by Regiments, the following checklist prepared by the Law Society 
of British Columbia in Canada (as amended) would suffi ce to assess the basis of a confl ict 
of interest.

COMMENTS   
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14.7. 3 The mandate accorded to the Investment Committee is underpinned by the 
IPS, which is the responsibility of the Trustees. It is usually developed with the 
assistance of the fund actuary and investment/asset consultant. Notwithstanding, 
it is adopted and approved by the Trustees (Annex 35).

14.7. 4 The Fund Rules and IPS must be congruent. The Fund Rules are approved and is 
thus the “law” of the Fund; the IPS is a subset of the rules and must align with it.  
Although not applicable to the TSDBF per se, the Good Governance for Retirement 
funds (under the Pension Fund Act) and with specifi c reference to Circular PF130, 
an IPS must be done for a fund and regularly reviewed (Annex 34).  

14.7. 5 Regiments Fund Managers (Pty) Ltd was not only required to adhere to the 
Portfolio Management Agreement (“PMA”), which was subject to all applicable 
law and the Investment and Risk Management Framework (of Transnet), but also 
the IPS of the TSDBF adopted and approved as Version 3 on 30 September 2010.  
Amendments were made to the TSDBF Investment Policy Statement in September 
2013 with specifi c referenced to Unmatched Portfolios. The Statement includes 
certain Mandate Restrictions and states as follows: ”…the mandates given to the 
Investment Managers [Regiments Fund Managers] that manage portfolios on 
behalf of the Fund [the TSDBF] include restrictions on among others, the use of 
Derivatives” (our emphasis). Restriction implies a limiting condition and in this 
case, a contravention of a mandate and Fund Rules. (Annex 33).

14.7. 6 Regiments Fund Managers contravened their obligations of managing the Fund in 
terms of the Portfolio Management Agreement with specifi c reference to section 
16.3.1 of the PMA that states, “ …, undertake not place itself in a position where 
the interests and duties of Regiments may confl ict with the interest of the Client 
[TSDBF]…..”, and the TSDBF Fund Rules and by extension the IPS as highlighted 
above by entering into interest rate swap transactions in terms of the prescribed 
framework, viz. Investment Policy Statement of 2010 as amended. (Annex 36).

Statement Context and view

Did Regiments accept the duty to avoid confl icts 
of interest, the duty of commitment to Transnet’s 
cause and the duty of candour?

This is clearly not the case as only one party would 
benefi t (be in the money) from the interest rate 
swaps based on the fi xed rate and the other would 
incur losses (or be out of the money).

Did Regiments disclose potential confl ict that takes 
into consideration the duty of confi dentiality to 
Transnet as their client?

No, offi cials of Transnet were aware of the 
elaborate scheme and knowingly would assisted in 
structuring the deal that would cause likely losses 
for Transnet based on the manner in which the 
swaps were structured.

Regiments knowingly jointly represented Transnet 
and the TSDBF; how did Regiments address the 
potential confl icts? 

Due to the implementation of the interest swaps 
knowingly advising both parties, confl icts of interest 
were not addressed and neither declared.

Did either Transnet and/or the TSDBF raise confl ict 
of interest issues related to Regiments advising 
either party on the potential outcomes of entering 
into a counter-party transaction with specifi c 
reference to the interest rate swaps?

On both sides, offi cials that were party to 
transaction were clear on the mandate and 
unperturbed about confl ict of interest. No 
consideration given to the potential negative 
consequences for one of the parties when entering 
into the swap trades.

Regiments’ loyalty to or representation of TSDBF 
could materially and adversely be affected by 
Regiments’ relationship with Transnet, or interest in 
Transnet or the subject matter carried substantial 
risk? 

Loyalty to Transnet as the client never assumed any 
good faith and it was an elaborate effort to ignore 
any potential risks as the confl ict of interest was 
never a burning platform.

Regiments had a fi nancial interest related to both 
parties that would reasonably be expected to affect 
their professional judgment in terms of securing a 
favourable outcome for Transnet.

The essence of the transaction was to enable 
duplication of fees and irrespective of the outcome, 
fees would be paid directly and indirectly by both 
parties to the transaction, and Regiments would 
consequently benefi t irrespective of the outcomes 
from the trades.

14.7 Contravention of Fund Manager Mandate and Investment Policy Statement of the 
TSDBF

14.7. 1 TSDBF is a statutory fund that is not subject to the rules of the Pension Funds 
Act, but was established in terms of the Transnet Pension Funds Act, 1990 (Act 
62 of 1990), as amended. Transnet controls the board of trustees of the TSDBF, 
whereas private funds must have half of their board elected by members. The 
TSDBF is also not regulated by the Pension Funds Adjudicator. 

14.7. 2 In terms of section 4.9.2 of the Transnet Pension Fund Rules, the Investment 
Committee shall, subject to guidelines prescribed by the Trustees and the 
requirements of the Pension Fund Act, 1956 (Act 24 of 1956), invest or cause to 
be invested the moneys of the Fund not immediately required for current expenses 
and benefi t payments (Annex 55).
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Table 5: Indication of the nature and scope of the transaction, responsible party and the amount to be 
recovered

Nature Scope Party Amount to be 
recovered

Reference in 
report

1064 locomotives Transaction advising 
– deal structuring, 
fi nancing and funding 
options

Regiments R68 400 000 Paragraph 
9.8.1

CDB fi nancing Lead manager and 
debt originator

Regiments R152 756 408 Paragraph 
9.8.1

CDB Loan Facility split Demonstration of 
savings

Trillian 
(Regiments)

R82 000 000 Paragraph 
9.8.3

CDB (JP Morgan 
mandate)

Cross-currency swaps 
– structure and arrange

Regiments R7 500 000 Paragraph 
12.1

CDB (JP Morgan 
mandate)

Contingent Credit 
Default swap

Regiments R5 743 592 Paragraph 
12.2

Fees beyond market 
norms (R12 billion Club 
loan (fees)

Interest rate swaps Regiments R141 300 000 Paragraph 
11.14

Fees beyond market 
norms (Transnet debt of 
R11,3 billion)(fees)

Interest rate swaps Regiments R112 400 000 Paragraph 
13.4

TSDBF (over-payment of 
fee charge)

Fees less 20bps for 
swap transaction

Regiments R115 400 000 Paragraph 
13.4

SUBTOTAL R685 500 000

Nature Scope Party Amount to be 
recovered

Reference in 
report

Losses to Transnet due 
to mispricing of interest 
rate swaps at the time

R12 billion Club loan 
(R4.5 billion)

Group Treasurer 
and others

R262 600 000 
(as at 1/10/2018)

Paragraph 
10.8.2

Losses to Transnet due 
to mispricing of interest 
rate swaps at the time

R12 billion Club loan 
(R7.5 billion)

Group Treasurer 
and others

R480 100 000 
(as at 1/10/2018)

Paragraph 
10.8.5

Losses to Transnet due 
to mispricing of interest 
rate swaps at the time

Transnet Debt (R11.3 
billion)

Group Treasurer 
and others

R666 446 489

(as at 
31/10/2018)

Paragraph 
10.8.8

SUBTOTAL R1 409 146 489

GRAND TOTAL R2 094 646 489

Note: These fi gures are not fi nal and will change monthly as the JIBAR changes and calculations are revisited.

Chapter 15: Summary of fees to be recouped from 
parties

15.1 Regiments, Trillian and various persons in senior positions within Transnet - whether 
acting or not - with specifi c reference to the GCFO, GCEO and Group Treasurer, are to 
a greater or lesser degree implicated having the mandate, authority for approval and 
acting on advice that led to collusion with reference to the CDB loan, the R12 billion Club 
loan, TSDBF and related derivative transactions.

15.2 The total irregular expenditure incurred by Transnet on fees paid to Regiments for the 
execution of the swaps is between R248.1 (R146.8 million (R12 billion Club loan) + 
R111.0 million (TSDBF) and R257.8 million (R141.3 million (R12 billion Club loan) + 
R106.8 million (TSDBF) based on a comparison with market norms plus the difference 
in the payment to Regiments by TSDBF (R227.8 million less R112.4 million) based on 
market norms and the application of sensitivity analysis. The latter refers to a range of 
fees as these differ between players in the market.

15.3 Total fees to be recouped from Regiments and other parties that approved and authorised 
the transactions, thus range between R363.5 million and R373.2 million plus interest 
from the date transactions were executed, thus rounded to an effective amount of R370 
million plus interest. 

15.4 Regiments was paid R166 million for advice related to management and debt origination, 
which was unjustifi ed in terms of the CDB loan of USD 1.5 billion. A further R99.5 million 
was paid to Regiments as a so-called “success fee” for which no justifi cation was found.  
There were no grounds to pay for transaction advisory services on a success fee basis 
and the budget of R21.1 million should have been suffi cient (Annex 45). Therefore, an 
additional payment of R68.4 million cannot be justifi ed. 

15.5 Losses incurred by Transnet by fi xing the interest rate at a rate much higher than the 
mid-market blended rate plus margin applicable to the R11.3 billion Transnet Debt and 
R12 billion Club loan, are due to the reckless and dubious nature of the decisions made 
by persons mandated to ensure that fi nancing decisions are taken in the best interest 
of Transnet. By 31 October 2018, these Losses amounted to R1 409 million and have 
subsequently increased.  

15.6 The total losses from the payment of unjustifi able and excessive fees, transaction 
costs related to various swap transactions and the blatant mispricing of interest rates 
associated with the swaps at the time, is estimated at R2 094 million.  

15.7 Table 5 indicates the nature and scope of each transaction, the responsible party, the 
amount to be recovered and the reference in the report.
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COMMENTS   15.8 In order to siphon off funds from Transnet to the extent and magnitude realised through 
the implementation of various schemes, individuals would need to contrive collectively 
and at a level of executive power and decision-making to achieve the desired outcome.  
The analysis suggests that Regiments, Trillian and the persons working for and 
associated with these entities, together with the GCFO, the GCE and the Group Treasurer 
of Transnet, were pivotal and instrumental in hatching the plan that led to a plethora of 
decisions that cost and continues to cost Transnet signifi cant amounts of money, while 
Losses could continue for the remaining tenor of the loans, which to date have 12 years 
to run in order to reach maturity.
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16.2. 4 This implies that Transnet should fi rst conduct a skills gap analysis within its 
structures prior to seeking the use of consultants.

16.2. 5 “Based on a business case the appointment of a Consultant may only be approved 
by a person with Delegation of Authority. In this regard, the motivation to appoint 
a consultant should provide a concise overview of the type of consulting services 
which are required and why the proposal / motivation for appointment of 
Consultants should be supported”.

16.2. 6 “The appointment of Consultants should by default follow the Open Bid process to 
ensure fair competition. In exceptional cases, one may motivate the Confi nement 
route, or the quotation route for low value consultancy appointments. Irrespective 
of the value, Consultants may only be approached for quotations AFTER the 
necessary prior in-principle approval has been obtained from the appropriate 
person / body with the required Delegation of Authority”.

16.2. 7 The TPPM in section 15.8.3 alludes to justifi able reasons for consultant services, 
which may include:

(a)  Only an external consultant can offer the skills and expertise that are not 
available within Transnet.

(b)  Employees within Transnet who do have the skills or do not have the 
time to get involved in the particular project. Consultants, guided by 
experience and expertise, can get the job done more quickly as they do 
not have to continue with business functions.

(c)  The initiative cannot be assigned to anyone in-house due to confi dentiality 
or sensitivity.

(d)  An outside perspective is required. A consultant can view the situation 
objectively, without the fi lters and existing paradigms that internal 
employees may have.

(e)  Exposure to best practices is required. Due to larger consulting houses 
having a breadth of research and experience from different organizations, 
including international exposure, a consultant can provide the requisite 
intellectual property and provide essential skills development.

(f)  There may be other justifi ed reasons to obtain an external view.  

16.2. 8 The PPM at 15.8.4 Remuneration of Consultants states: Consultants may only be 
remunerated at the rates:

(a)  Determined in the “Guideline for fees” issued by the South African 
Institute of Chartered Accountants (SAICA);

(b)  Set out in the Guide on Hourly Fee Rates for Consultants” by the 
Department of Public Service and Administration (DPSA); or

(c)  Prescribed by the body regulating the profession of the Consultant.

Chapter 16: Transnet Policy Breaches
16.1  Original Transnet Procurement Procedures Manual

16.1. 1 Clauses 8.3 and 8.4 state, “The Specialist Units mentioned above must be utilised 
by other Transnet Entities for required Goods and Services falling within their 
scope. The external market may not be approached for Goods and Services falling 
within the strategic Specialist Units’ or Division’s core-competency areas. This 
would also include specialist services that are required which may be performed 
by a particular internal functional area, e.g. Group Treasury and Group Tax. The 
only exception to this rule is if the Specialised Unit indicates in writing that they do 
not have the ability or capacity to provide the required Goods or Services.”

16.1. 2 Through the appointment of Regiments and Trillian, these clauses were breached 
as Transnet Treasury and Structured Finance (now the Funding Department) 
were more than equipped to support these transactions.

16.2 Amended Transnet Procurement Procedures Manual (Version 3, dated 1 June 2015)

16.2. 1 Chapter 8 of the said Manual refers to the identifi cation of Strategic Specialist 
Units, but it excludes Treasury (own emphasis). In section 8.3 that refers to 
Compulsory utilization of Specialist Units, the Manual states the following: “The 
Specialist Units mentioned above must be utilized by other Transnet Entities 
for required Goods, Construction Works and Services falling within their scope. 
The external market may not be approached for Goods, Construction Works and 
Services falling within the Strategic Specialist Units’ or Division core-competency 
areas.  This would also include specialist services that are required which may be 
performed by a particular internal functional area e.g. Group Treasury and Group 
Tax”.

16.2. 2 Chapter 15 covers with the Appointment of Consultants, which must be aligned 
with and regulated by the National Treasury Instruction Note 01 of 2013/2014 on 
Cost Containment Measures. The PPM in section 15.8 inter alia states, “In order to 
justify the appointment of Consultants, the purpose for making use of consulting 
services must be fully understood and well-motivated. In all instances, the fi rst 
check is to determine whether the Service can be sourced internally (i.e. are these 
skills available within Transnet). It is important that there is a justifi able reason and 
purpose for using external consultants”. Subsequently, National Treasury issued 
Instruction Note 2 of 2016/2017 on cost containment measures, which replaced 
Instruction 1 of 2013/2014 that introduced revised cost containment measures.

16.2. 3 The TPPM in section 15.8.2, Approval to appoint Consultants, states, “The 
engagement of consultants is to be strictly controlled and appropriately approved. 
Transnet may only contract with a Consultant after a gap analysis has confi rmed 
that Transnet does not have the requisite skills or resources in its full time employ 
to perform the services in question. A gap analysis would be conducted to identify 
any gaps between current available human resources and human resources 
required to complete a specifi c project”. 
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COMMENTS   16.3 The Financial Risk Management Framework (FRMF)

16.3. 1 Section 12.5 of the FRMF indicates that the preferred option will be to enter into 
a loan with the fi x/fl oating characteristics as required. Interest rate risk hedges 
can be done at a later stage when markets or trends have changed.  Interest rates 
did not change to the extent that warranted hedging at the time the interest rate 
swaps were executed and at the time where 2-year and 5-year forecasts of short-
term interest rates where used as part of the analysis to justify the fi xed rates 
used for the execution of the instrument.

16.3. 2 Section 12.4 of the FRMF states the parameters within which the debt structure 
between fl oating and fi xed can vary.  The approach adopted to lean substantially 
on a higher fi xed portion of the Transnet debt, was unwarranted as there was 
nothing in the market that alluded to some “catastrophic” event that would 
drive the Rand:US Dollar exchange rate to levels that would necessitate interest 
increases and results in signifi cantly higher infl ationary pressures.  

16.3. 3 Transnet are permitted in terms of section 19.1 of the FRMF to enter into and 
trade interest rate swaps.

16.4 Delegation of Authority and Approved Mandate (“DoA”)

(a)  In terms of the DoA and with specifi c reference to Interest Rate Swaps (hedges), 
the delegations for approval of such USD-denominated transactions rest with the 
Group Treasurer for amounts of less than USD 100 million and amounts above 
USD 100 million with the GCFO.  Amounts of up to but not exceeding R1 000 
million and exceeding R1  000 million is approved by the Group Treasurer and 
GCFO, respectively. Approval for terms less than fi ve years is the authority of the 
Group Treasurer and beyond fi ve years, the GCFO (Annex 56).  

(b)  It is important to note that all the interest rate swap transactions related to the 
R12 billion Club loan (funding of the CNR and CSR locomotives) and Transnet 
debt as well as motivation therefore was approved by the GCFO, but compiled by 
the Group Treasurer.  No reference is made in any submissions to inputs from other 
Treasury departments or confi rmation of the rates proposed for the transaction, 
etc. 

(c)  It is also apparent in the DoA that no parameters are stated for the approval of 
fee structures. No regulatory mechanism exists to consider the fees in terms of 
benchmarks or to report on the same when decisions are made if fees are cost-
effective, fair and transparent. It is clear that the PFMA principles would form the 
basis of such decisions, but this appears not to be the case.
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17.5. 3 Unfounded payments were made by Transnet to Trillian for advisory work done 
by Regiments related to the CDB loan transaction that formed part of and was 
included in a contingency fee paid to Regiments. 

17.5. 4 Treasury and by implication the Group Treasurer, negated their responsibility to 
monitor and oversee the work of Regiments with specifi c reference to the use of 
derivative instruments in the fi nancing of the CSR and CNR locomotives.  

17.5. 5 Regiments was clearly confl icted being an advisor to Transnet at the time and 
having the mandate to manage the portfolio of the TSDBF.  In terms of the TSDBF 
Investment Policy Statement, this resulted in a situation where Regiments is 
advising both Transnet and the TSDBF related to transactions that would need to 
and could only benefi t one party through the execution of the interest rate swaps 
and would therefore be detrimental to the other party. This is a clear confl ict and 
there can only be one winner.

17.5. 6 The TSDBF in terms of the IPS was restricted from using derivate instruments and 
therefore Regiments as the fund managers of the TSDBF contravened the Fund 
Rules of the TSDBF and the mandate of the Fund not to trade derivatives. 

17.5. 7 Mr P Ramosebudi indicated in a discussion that Regiments was not paid for the 
execution of the interested rate swaps between Nedbank and between Transnet 
and the TSDBF and Transnet.  This is incorrect as a memorandum dated 28 
August 2017 and signed by the Group Treasurer, indicates that Regiments was 
paid 20 bps on the yield for the execution of the swaps.

17.5. 8 In terms of governance, it is unprecedented that Regiments was elevated to a 
role and performed functions that effectively side-lined offi cials within Group 
Treasury and the Structured Finance division, where Regiments initially assumed 
the role as the Supply Development Partner of JP Morgan. There was no oversight 
of the work done by Regiments by either JP Morgan or the Group Treasurer, 
who would have the responsibility and delegated authority to do the same.  It is 
incomprehensible that the Group Treasurer was not aware of the alternative and 
parallel processes operating alongside Treasury.

17.5. 9 Mr P Ramosebudi by his own admission, did not benchmark processes or have 
offi cials confi rmed and endorsed the advice provided by Regiments working 
with JP Morgan with regard to fi nancial derivative instruments, which resulted in 
certain cases in signifi cant fi nancial loses for Transnet.

17.5. 10 It further appears that the Group Treasurer did not work with Risk Planning to 
consider the impacts of the proposals made by Regiments; they appeared to be 
merely authorised and implemented through instruction. 

Chapter 17: Conclusion
17.1 Regiments was overpaid for transaction advising and services related to funding and 

swaps by R431.8 million.

17.2 Due to deliberately overcharging on fees related to interest rate swaps when compared 
to market norms of similar trades, a further fee of R246.4 million should be recovered.

17.3 A further recovery of funds is associated with the deliberate mispricing of the interest 
rate swaps at the time that resulted in and continues to result in extensive losses for 
Transnet. A sizable percentage of the losses should be recouped from the difference 
between the fi xed rate and the blended mid-market rate plus a margin on the day the 
swaps were executed.  

17.3. 1 The losses calculated on the basis mentioned for the R12 billion Club loan was 
R742.7 million as at 1 October 2018 and the losses for the Transnet debt of R11.3 
billion was R666.4 million as at 31 October 2018.

17.4 Parallel processes were introduced that would generate fees for Regiments and other 
Transnet offi cials, while JP Morgan was assigned and mandated to do the same work 
and provide advisory services covering what Regiments was required to do.  In addition, 
the Transnet dealers with the necessary capacity and skill were side-lined at great 
expense to Transnet, with no justifi cation. This was essentially orchestrated by the 
Group Treasurer, who was the mandated person with the requisite authority to ensure 
that deals are concluded and transactions executed in the best interest of Transnet and 
the Country.

17.5 Several salient matters emanating from the analysis include the following:

17.5. 1 Regiments (with the endorsement of Transnet) was paid for the same work related 
to the hedging of the CDB loan for which JP Morgan was appointed, although 
suffi cient capacity existed within the Transnet Treasury and the Structured Finance 
division.  The Group Treasurer would have been aware of this, but did not question 
the reasoning for the use of consultants/advisors to replicate the work done within 
Treasury and its various sub-divisions and as a consequence, contravened various 
sections of the Amended Transnet Procurement Procedures Manual (Version 3, 
dated 1 June 2015). 

17.5. 2 The swaps were mispriced with the knowledge of the Group Treasurer who 
authorised all the swap transactions, while structuring the swaps in a manner that 
increased the spread and resulted in Transnet paying more for the cost of funding 
than comparable rates from institutions providing similar type USD-denominated 
loans. The implications hereof could be further fi nancial losses incurred due to the 
use of said structuring derivatives (e.g. knockout swaps) that placed Transnet at 
signifi cant risk.  
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COMMENTS   17.5. 11 The Group Treasurer would have been aware of the use of the TSDBF as a 
counterparty in the interest rate swap transactions applicable to R11.3 billion of 
the Transnet debt. Imposing risks on a pension fund using the stated instruments is 
untoward and it was indicated that the Fund Managers [Regiments] contravened 
their mandate and transgressed the Fund Rules by engaging with and entering 
into such transactions. The IPS is clear that restrictions are placed on the use of 
derivatives, Mr P Ramosebudi would have been party to the transaction insofar as 
having knowledge of using the pension fund as the counterparty and approving, 
a day after the execution of the fi rst interest swaps related to the EDBC same (see 
email addressed to Mervin dated 31 March 2016) (Annex 57).
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specifi c reference to the CDB loan.  Regiments took over this task from Nedbank. 
In terms of the R12 billion Club loan, JP Morgan was appointed to lead arrange 
the syndicated Club loan. The transaction parties/advisors and fees are illustrated 
in Figure 13.

Figure 13: Indications of transaction interests and advisory fees related to the CDB loan and 
the R12 billion Club loan

18.2. 2 Regiments originally had a budget of R21.1 million, which was part of a R35.2 
million fee for advisory services that encompassed several advisors. This fi gure 
increased from the budgeted amount of R35.2 million to R51.2 million (which was 
paid), i.e. an increase of R16 million. From this analysis, is possible to deduce that 
the fee originally applicable to Nedbank was about R5 million to R6 million, given 
the replacement of Nedbank by Regiments in the Mckinsey consortium. 

18.2. 3 It is unclear why the remuneration model was changed to a success-fee basis 
after Regiments already completed a portion of the work.  What portion of the 
scope had already been concluded by the time of changing the remuneration 
model is uncertain. It is not possible to ascertain the extent of the work that had 
been completed to reduce the risk of engaging on a success-fee basis.  This would 
enhance the opportunity to obtain more fees at almost no or extremely limited risk.  
The introduction of a success-fee basis of remuneration appears unwarranted 
and begs the question why Regiments would assume risk if fees to be earned are 
guaranteed in terms of the scope. This would likely only occur if a great degree of 
certainty existed and signifi cant benefi t could result by embarking on a success-
fee based remuneration model. 

18.2. 4 Regiments was actually paid fees totalling R99.5 million, an increase of 371.56% 
(or R78.4 million) from the stated budgeted amount of R21.1 million.  The basis 
for the amendment is purported to be “an adjustment to the remuneration model” 
that alludes to a “success” fee arrangement for the work that would follow. This 
should be read in the context of no risk and high reward as information was 
already available to ensure success and reduce the risk to almost zero.

18.2. 5 In order to align the fees and tasks, the re-alignment of the scope suggests 
that the increase in fee from the budgeted amount to what was actually paid to 
Regiments, should have been R31.1 million as they took over a large part of the 

Chapter 18: Additional context for the analysis 
provided in the body of the report

18.1 Context of funding for the CNR and CSR locomotives

18.1. 1 Figure 12 illustrates the alignment between the nature of the funding sourced for 
the 1064 locomotives and the risk mitigation measures adopted to manage the 
risk over 15 years, the term of the loans applicable to the funding of the CNR and 
CSR locomotives from China.

Figure 12: CDB Loan and R12 billion (syndicated) Club Loan aligned with applied risk mitigation 
measures

18.1. 2 Figure 12 indicates the loan sourced from CDB and a syndicated loan among 
mostly South African fi nancial institutions denominated in Rand. In addition, 
the risk mitigation measures are stated and involved the use and application of 
derivatives that cover various instruments. A derivative is a fi nancial security 
with a value that is reliant upon or derived from an underlying asset. Its price is 
determined by fl uctuations in currencies and interest rates.

18.2 Advisory fees related to the CDB Loan 

18.2. 1 Various advisory fees related to the aforementioned loans were payable and 
entailed activities related to deal structuring, fi nancing and funding options with 

TRANSNET-REF-BUNDLE-06868



85  84  March 2019      www.mnsattorneys.co.zaMarch 2019      www.mnsattorneys.co.za

facility and applying the rate advised by Regiments, is between 0.22% (11.76% 
less 11.54%) and 1.28% (11.76% less 10.48%). Based on the yield to maturity of 
R101 837 605 333, the market value of losses incurred to date would be between 
R224 042 731 and R1 303 521 348.

18.2. 11 The difference between using the yield to maturity and notional value of the loan 
for determining the fees, is analysed as follows:

(a)  15 bps paid to Regiments based on the notional amount of R18 billion, 
the amount used by Regiments to calculate the fee, at an exchange rate 
of ZAR12 : USD1 amounted to R27.0 million. 

(b)  15 bps on the yield of R101.8 billion (the total loan) to maturity is 
R152 756 408, which translates to a point value (PV01) of R10 183 761 
(per basis point).  

(c)  Regiments was overpaid by R125 756 408 (based on R18 billion) for 
the debt origination based on these assertions.  

18.3 R12 billion (syndicated) Club loan

18.3. 1 In response to the RFP issued on 6 May 2015, JP Morgan indicated that as the 
lead arranger of the ZAR-denominated syndicated loan of up to R12 billion, 0.2% 
(20 bps) of R12 billion (the notional face-value) or R24 million would be the fee 
due. Thirty-fi ve percent (35%) of this amount equates to R8.4 million associated 
with Regiments as the Supplier Development Partner.

18.3. 2 Estimated fees for the hedging of the risks stated in the RFP, which covered 
cross-currency swaps, interest swaps and contingent credit default swaps, are 
approximately R40 million and is determined for each transaction at the due date. 
An amount of R14 million (or 35%) is related to Supplier Development.

18.3. 3 The total fi gure associated with Regiments as part of the supplier development 
initiatives is R22.4 million of the R64 million due to JP Morgan for lead arranger 
and hedging transactions of the Club loan.

18.4 Fees applicable and fl ow between the parties in the transaction

18.4. 1 Figure 14 aligns the parties to the various transactions and offers an indication of 
the fees paid by Transnet for each type of transaction.

work covered by the McKinsey budget of R20.1 million for which McKinsey were 
only actually paid R10.0 million.  This assumes the same original scope as there is 
no indication that additional scope was added to the work agreed in the original 
LOI.

18.2. 6 A need exists to understand the basis for the payment of an additional R68,4 
million (R99.5 million less R31.1 million) to Regiments before further payments 
were made for work related to debt origination, transaction management and 
hedge advisory services (per letter dated 15 July 2015 from the Regiments CEO), 
which were essentially covered in the LOI. 

18.2. 7 A further amount of R152  756  408 was paid to Regiments for lead manager 
and debt origination (brokerage fee) related to the CDB loan. This was based on 
renegotiating the tenor (term of the loan) from 10 to 15 years and the cost (the 
3mJIBAR + spread). No alignment or parallels exist between the fee paid and the 
advisory services.

18.2. 8 Further analysis of this matter indicates that the yield to maturity on which the fee 
of 15 bps is based, is R101.8 billion and not the notional or face value of the loan, 
which is the norm for calculation of fees related to the nature and scope of work 
that Regiments was required to do.  The yield to maturity commonly refers to the 
interest or return that the investor receives from a loan and is usually reported 
as an annual fi gure. It is based on a ZAR equivalent loan of R18 billion (used by 
Mr E Wood in an Affi davit related to the Club loan, p. 68) at an exchange rate 
of ZAR12 : USD1 and an all-in interest rate of 9.508% as at 4 June 2015. The 
3mJIBAR at 4 June 2015 and 12 June 2015, the dates used for the calculation 
of the fees due to Regiments, was the same. In the memorandum of the Group 
Treasurer dated 28/8/2018 (p. 3), the 3-month JIBAR rate was quoted as 6.308% 
(the rate in September 2015), which brought the 3mJIBAR + spread to 9.538% 
and not 9.508%.  
An additional 3 bps was realised as a consequence of what is stated above 
and a benefi t therefore accrued to Regiments that executed the transaction.  
This occurred due to mispricing the 3mJIBAR rate that increased the margin 
and resulted in a higher all-in rate at the time.

18.2. 9 A need exists to understand the basis of the fee charged by Regiments, i.e. how 
the yield to maturity was determined. Using the Reuters System, analysis of the 
transaction data on 12 June 2015 (the date used by Regiments to calculate the 
advisory fee) indicates that a fi xed rate of 8.3877% plus 3.225% (322.5 bps) 
(per memorandum dated 22 September 2015) plus 0.0015% (15 bps) due to 
Regiments as an advisory fee was applied, resulting in a Net Present Value 
(“NPV”) of R152 791 710, which is aligned - with a small variation - to the present 
value of the fee paid to Regiments (R152 756 408).  

18.2. 10 The all-in rate applied was therefore 11.76%.  When compared to the highest 
and lowest rate that Transnet paid for the cross-currency swap to date, it is clear 
that the additional charge (or loss incurred by Transnet) by using the CDB loan 
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Table 6: Calculation of execution costs and fees applicable to ZAR 11.3 billion Transnet debt loan with 
specifi c reference to the Transnet Dealer Room

Issuer Execution date PV01 Total execution 
cost including 
the Regiments 
fee of 20 bps

Transnet Dealer 
Room fee (30 
bps)

Total execution 
cost less Dealer 
Room fees

(5) 8= 30bps x (1) 9= (5) – (8)

EDBC 30 March 2016 R3 557 774 R 284 621 920 R 106 733 220 R 177 888 700

LIBFIN 8 April 2016 R856 772 R 61 687 584 R 25 703 160 R 35 984 424

Old Mutual 8 April 2016 R603 026 R 43 417 872 R 18 090 780 R 25 327 092

Standard Bank 8 April 2016 R601 977 R 43 342 344 R 18 059 310 R 25 283 034

R 433 069 720 R 168 586 470 R 264 483 250

18.5. 3 Discussions with Transnet Dealer Room representatives indicate that they had 
and have the capacity and skill to execute the swap transactions.  The hypothetical 
execution fee of 30 bps is used as a basis for the calculation, but could be lower 
at about 25 bps. If the fee charged by the Dealer Room is subtracted from the 
total execution cost (inclusive of the fee [20 bps] paid to Regiments), a saving of 
R264.5 million would accrue to Transnet.  As there was no reason to doubt the 
capacity and skills of the traders, the overpayment of fees for the execution of the 
swap transactions cannot be justifi ed and is therefore also irregular and would 
only benefi t the counterparty and party executing the swap transactions. 

18.6 Market norms and standards

18.6. 1 If normal market norms and standards and the R2030 Government Bond with 
a 13-year maturity and coupon rate of 8.5%, for instance, were applied as at 25 
October 2018, the Rand value of one basis point was R698.94 per R1 million 
of the notional value of the loan.  The loans related to the USD 1.5 billion ZAR 
equivalent that have different maturity dates, which impact the value per point. 

18.6. 2 The Agent/Broker determines the fee based on the order to execute and is payable 
by Transnet to the counterparty. The commission paid for the execution of the 
swaps is usually included in the yield (market rate) of the trade and is normally a 
fraction of a basis point per R1 million of the nominal value of the loan. The size of 
the trade will determine the fraction and is at the discretion of the Agent/Broker.  
It can range between 0.5 basis points and 1 basis point, depending on the size of 
the transaction.  

18.6. 3 The swaps that Regiments executed as the Agent was at 20 bps when compared 
to market norms of one basis point.  If the trade was done in the bond market 
with the same maturity and size of transaction (Transnet debt of R11.3 billion), 
the fees payable to the Execution Agent would be R1.4 million at 0.25 bps; R2.8 
million at 0.5 bps; or R4.2 million at 0.75 bps.  If a full basis point was charged 
by the Execution Agent, the fee would be R5.6 million.  Table 7 indicates the fee 
Regiments received in relation to market norms and the amount that Transnet 
overpaid based on the sensitivity analysis of using fractions of a basis point.

Figure 14: Alignment of transaction interests, advisory fees and transaction fees related to the 
CDB USD 1.5 billion and the R12 billion Club loans 

Note: Fees related to the swap transactions were paid on the yield (market rates) and not on 
notional value

18.5 Alignment of the total execution cost and Transnet Dealer Room Fee - R11.3 billion 
Transnet Debt

18.5. 1 If one accepts that trades are not executed without the payment of a fee, an 
analysis was prepared to ascertain the net difference in terms of two adopted 
approaches:

(a)  Payment of market related fees for execution of swap transactions related 
to bonds; and 

(b)  Transnet Dealer Room doing the trade at 30 bps using the blended 
mid-market rates quoted by Bloomberg on the day the trade would be 
executed. 

18.5. 2 Table 6 indicates the execution cost, including a fee applicable to the Transnet 
Dealer Room, based on the difference between the mark-to market and the fi xed 
rate of the swaps.
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Table 8: Data applicable to the swaps with Nedbank as counterparty for both tranches of the R12 billion 
Club loan

Issuer Execution date PV01 Blended mid-
rate

Fixed Basis-point 
difference

1 2 3 4

ABSA 4 December 2015 R866 457 11.156 11.83 67.4

Bank of China 4 December 2015 R972 302 11.156 11.83 67.4

Old Mutual 4 December 2015 R326 601 11.156 11.83 67.4

Future Growth 4 December 2015 R326 601 11.156 11.83 67.4

Nedbank 4 December 2015 R326 601 11.156 11.83 67.4

ABSA 7 March 2016 R833 676 11.444 12.27 82.6

Bank of China 7 March 2016 R939 364 11.444 12.27 82.6

Old Mutual 7 March 2016 R631 503 11.444 12.27 82.6

Future Growth 7 March 2016 R631 503 11.444 12.27 82.6

Nedbank 7 March 2016 R631 503 11.444 12.27 82.6

Note: Read with Table 8

Source:  Bloomberg and own calculations

18.7. 3 The point values (PV01) are used to calculate the total execution costs and any 
other fees applicable.  Table 9 indicates the execution cost including the Regiments 
fee, the actual Regiments fee and the total execution cost less the fee paid to 
Regiments. 

18.7. 4 The data provided in Table 9 indicates that Regiments was paid an execution 
fee of R148.7 million for swaps related to the R12 billion Club loan of which a 
further windfall of R422.5 million was generated by the counterparty due to the 
mispricing of the trades as indicated by the Bloomberg blended mid-rate at the 
time the transactions were executed. 

Table 7: Overpayments made by Transnet due to the use of Regiments as opposed to market-related 
rates

Execution fee (bps) Regiments Market norms Transnet overpaid

0.25 R112,4 million R1.4 million R111.0 million

0.50 R112.4 million R2.8 million R109.6 million

0.75 R112.4 million R4.2 million R108.2 million

1 R112.4 million R5.6 million R106.8 million

18.6. 4 The Group Treasurer confi rmed the fee and would have been responsible 
for approving the fee payable to Regiments at 20 bps (refer to the Regiments 
and Trillian Review prepared by the Group Treasurer, dated 28 August 2017, 
acknowledging the fee paid to Regiments) and is therefore liable for (1) not 
adopting market norms and standards as demonstrated, and (2) not eliciting 
quotations from fi nancial institutions for the fee applicable to the execution of 
such a large swap. The Group Treasurer should therefore be responsible for the 
overpayment of fees ranging from between R106.8 million and R111.0 million. A 
signifi cant portion of the fee should be recouped with interest from the date the 
transaction was executed. 

18.7 Interest rate swaps – R12 billion Club loan

18.7. 1 Nedbank was paid a fee of 20 bps as the counterparty for the interest rate swaps 
related to the R12 billion Club loan.  Regiments was the Execution Agent for the 
transaction. In a Regiments and Trillian Review prepared and signed by the Group 
Treasurer on 28 August 2017, it is stated that Regiments Capital were paid 20 
bps on the yield as the Execution Agent (p. 1).

18.7. 2 As with the CDB USD 1.5 billion ZAR equivalent, the cost and fees payable for 
the swaps are based on a Point Value determined through the Bloomberg Swap 
Pricing Module.  The applicable notional value of the loan is inputted and a point 
value (PV01) (i.e. one basis point) is calculated based on the data.  The PV01 for 
the loans are different due to the different notional values.  A summary indicating 
the PV01 for each loan, blended mid-rate, fi xed rate and basis point difference is 
presented in Table 8.
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Table 10: Overpayments made by Transnet due to the use of Regiments as opposed to applying market 
related rates to execute the transactions

Execution fee (bps) Regiments Market norms Transnet overpaid

0.25 R148.7 million R1.9 million R146.8 million

0.50 R148.7 million R3.7 million R145.0 million

0.75 R148.7 million R5.6 million R143.1 million

1 R148.7 million R7.4 million R141.3 million

18.8. 5 As with the Rand equivalent of the USD 1.5 billion CDB loan, the Group Treasurer 
approved the fee payable to Regiments at 20 bps and is therefore liable for neither 
adopting market norms nor standards as demonstrated, or eliciting quotations 
for the fee applicable to the execution of such a large swap. The Group Treasurer 
should therefore be held responsible for the overpayment of fees ranging between 
R141.3 million and R146.8 million. 

18.8. 6 These funds should be recouped from the Group Treasurer (Mr P Ramosebudi) 
that approved the execution fee of 20bps and from the Group Chief Financial 
Offi cer (Mr Garry Pita) who approved the fee of 20 bps for the execution of the 
swaps related to the TSDBF as a counterparty.  However, an execution fee of 
40.53 bps was paid to Regiments for each of the swap transactions at each 
quarterly trade and therefore the recoupment in terms of the TSDBF is between 
R256.7 and R262.2 million. 

18.9 Oversight and parallel process

18.9. 1 In terms of the role of Regiments as lead manager, the scope of advisory services 
related to the process associated with the acquisition of the loan and management 
until drawdown and the management of the loan thereafter, it is our contention 
that internal structures within Transnet with the scope of expertise (including 
legal, tax, accounting, structured fi nance and risk management representatives), 
were overly suffi cient to monitor, evaluate and manage the processes after the 
fi rst drawdown and any subsequent drawdowns and hedge management and 
monitoring requirements.

18.9. 2 It was apparent from the discussion with the former Group Treasurer that CDB 
was not the only option for funding the Chinese locomotives.  However, it became 
apparent that misinformation of the currency swap rates created a chasm with 
the rates between 3mJIBAR plus 400 and 3mJIBAR plus 260, a signifi cant spread 
applicable to a large amount.  A fair price or margin at the time was 210 bps 
plus some upside. It was also clear that creating effi ciencies was not part of the 
operating procedure that would have ensured that fair pricing would have applied.

Table 9: Calculation of execution costs and fees applicable to the R12 billion Club loan

Issuer Execution date PV01 Total execution 
cost including 
the Regiments 
fee of 20 bps

Regiments fee 
(20 bps)

Total execution 
cost less 
Regiments fee

5 = (1) x (4) 6= 20bp x (1) 7= (5) – (6)

ABSA 4 December 2015 R866 457 R 58 399 202 R 17 329 140 R 41 070 062

Bank of China 4 December 2015 R972 302 R 65 533 155 R 19 446 040 R 46 087 115

Old Mutual 4 December 2015 R326 601 R 22 012 907 R 6 532 020 R 15 480 887

Future Growth 4 December 2015 R326 601 R 22 012 907 R 6 532 020 R 15 480 887

Nedbank 4 December 2015 R326 601 R 22 012 907 R 6 532 020 R 15 480 887

ABSA 7 March 2016 R833 676 R 68 861 638 R 16 673 520 R 52 188 118

Bank of China 7 March 2016 R939 364 R 77 591 466 R 18 787 280 R 58 804 186

Old Mutual 7 March 2016 R631 503 R 52 162 148 R 12 630 060 R 39 532 088

Future Growth 7 March 2016 R631 503 R 52 162 148 R 12 630 060 R 39 532 088

Nedbank 7 March 2016 R631 503 R 130 405 411 R 31 575 160 R 98 830 251

Source:  Bloomberg and own calculations

18.8 Market norms and standards

18.8. 1 If normal market norms and standards were applied together with the R2030 
Government Bond with a 13 year maturity and coupon rate of 8.5% and using the 
market yield on 25 October 2018, the Rand value of 1 basis point was R698,94 
per R1 million of the nominal amount of the loan.  Note that the maturities of the 
Club loans are also 2030. 

18.8. 2 The Agent/Broker determines the fee based on the order to execute and is payable 
by Transnet to the Agent/Broker (in this case Regiments). The commission 
is usually included in the yield of the trade and is normally a fraction of a basis 
point per R1 million. The size of the trade will determine the fraction and is at the 
discretion of the Agent/Broker, and can range between 0.5 bps and 1 bps for the 
size of the transaction.  

18.8. 3 The swaps that Regiments executed as the Agent, was at 20 bps when compared 
to market norms of one basis point.  If the trade was done in the bond market 
with the same maturity and size of the R12 billion Club loan transaction, the fees 
payable to the Execution Agent would be between R2.1 million at 0.25 bps ; R4.2 
million at 0.5 bps, and R6.3 million at 0.75 bps.  If a full basis point was charged 
for the execution of the swap, the fee would be R8.4 million.

18.8. 4 Table 10 indicates the fee Regiments received compared to market norms using 
different fractions and the amount that Transnet overpaid based on the number 
of basis points.
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18.9. 9 In an email dated 29/2/2016 sent by Mr Ramosebudi, Group Treasurer at the time, 
confi rmed the swaps to be executed on 7 March 2016 and ordered the booking 
of the deals. No email correspondence from the Group Treasurer was available 
to confi rm the instruction to Regiments for the execution of the swaps on 4 
December 2015. Confi rmation for booking the deals by the Transnet traders was 
through an instruction issued by the Group Treasurer on 7 December 2015. 

18.9. 3 The payment to Regiments for continually managing the fi nancing process after 
conclusion of the CDB loan agreement, while also being paid upfront for the work, 
raises questions related to the position, function and role of the internal structures 
within Transnet that would be mandated to manage the process of locomotive 
fi nancing and by implication, also service providers that were engaged at the time.  

18.9. 4  Although these are process-related matters, it became apparent from discussions 
with the existing head of Group Treasury that no oversight role was provided by 
Treasury to ensure compliance with the scope of work and outcomes assigned 
to Regiments. This can only be a gross violation of standard operating procedure 
as all Treasury divisions would be approached at different times in the process of 
evaluating bids for fi nancing.  The Group Treasurer would lead any negotiations 
on fi nancing. This simply did not happen. 

18.9. 5 In practical terms, it appears that Regiments reported via the Group Treasurer 
directly to the GCFO at the time and it was therefore not possible for the persons 
to whom said service providers (including Regiments) would usually report 
to effectively manage them.  This resulted in the required departments within 
Group Treasury not being part of the process and negotiations as Regiments 
was performing the work that Treasury would have done as input and advice for 
decisions taken at the Executive level. Furthermore, no benchmarking was done 
and no confi rmation was provided for rates captured in the Dealer Room. The 
rates captured in the Transnet Quantum system were not signed off and dealers 
were simply instructed by the Group Treasurer to book all deals related to the CDB 
and Club loans. 

18.9. 6 The process of obtaining the funds and introducing cross-currency swaps are in 
accordance with a procedure that essentially entails several activities, of which 
the following are important for the assessment: (1) Preparation of an Utilisation 
Request and (2) Submission to draw the funds from the JP Morgan Dollar account.

18.9. 7 When a drawdown is required to settle invoices issued by the locomotive 
manufacturer, an Utilisation Request is sent to the CDB.  The payment in dollars 
from CDB will be made to a JP Morgan Dollar account. In order to draw the dollars 
from the JP Morgan Dollar account, i.e. for the cross-currency swap, a Submission 
must be prepared, recommended and approved.  In terms hereof, the Group 
Treasurer together with the accountants and hedge accountant specialists will 
recommend the transaction and approval therefore would be required from the 
GCFO.  The submission is then sent to the Dealer Room for execution and the 
booking of the deal. 

18.9. 8 It was noted during the discussion with Group Treasury staff that all deals were 
not executed through the Dealer Room as would be required by Transnet Standard 
Operating Procedure. The Transnet dealers did not trade the interest rate swaps 
with Nedbank or TSDBF and were only instructed by the Group Treasurer to book 
the trades.  For the interest rate swaps, it seems that none of the delegated dealers 
did the trading activities. It is alleged that these were executed outside of Treasury 
and the dealers were requested by the Group Treasurer to merely book the deals. 
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