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Approaches to planning
investment projects

Risk management Traffic safety

The planning of the investment programme takes place in several stages:

1 Formation of a master plan for the
development of the railway network
using an input-output balance and
identification of the general areas
for the development of railway
transportation.

Identification of sources to fund the
investment programme as part of the
formation of the Company'’s financial
plan.

3 Prioritisation during the consideration
of investment projects at meetings of
the Investment Projects Expert Council
and Investment Committee based on
the available sources of funding.

Formation of a master plan for the development of the railway network
using an input-output balance and identification of the general areas for the
development of railway transportation

The process of identifying promising
areas for the development of railway
transportation essentially consists

of the following three stages:

Building an input-output balance

Today, the interregional input-output
balance of freight transportation

is the primary tool used to identify

the prospective freight base and the main
freight routes on the Company’s railway
network.

The main principle for building
the input-output balance is transitioning

Formation of a master plan for the development of the railway network

The prospective freight base

for railway transportation serves

as the basis for identifying

and substantiating the measures required
to develop railway transportation
infrastructure and, in turn, forms the basis
of the master plan for the development

= building an input-output balance;

= forming a master plan
for the development of the railway
network;

from the macroeconomic forecasts

of the Russian Ministry of Economic
Development to forecasts of interregional
traffic flows taking into account

the industry’s programmes

and development strategies, Russia’s
subnational entities as well as requests
from individual enterprises.

of the railway network for the period until

2020 and 2025.

The master plan developed based

on this approach aims to detect

and resolve a number of systemic
constraints and bottlenecks that emerge

= jdentifying medium-term objectives
for the development of railway
transportation based on the master plan.

One important aspect of constructing
forecasts is to take into account plans
for the development of related modes
of transportation (plans of Russian

sea ports) as well as the development
programmes and strategies

of the constituent entities of the Russian
Federation.

on railway transportation and are critical
for the further development of railway
infrastructure.
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Identifying medium-term objectives for the development of railway transportation based on the master

plan

The Company identifies medium-term
priorities for implementing development
and renovation investment projects based
on the long-term railway infrastructure
development plans as well as the growth
rates in the freight base.

This three-tiered systematic approach
enables the Company to construct
forecasts for the development of railway
infrastructure with a rather high degree

of accuracy and form the Long-term
Investment Programme of Russian Railways.

Using the Long-term Investment
Programme as a basis, the Company can
clearly identify projects that should be
implemented in the medium term (three-
year period).

Identification of sources to fund the Investment Programme as part of the
formation of the Company’s financial plan

When forming its Investment

Programme, Russian Railways adheres

to the principle of consistency with respect
to sources of funding and the structure

of the Investment Programme.

Specifically, the Company seeks to secure

investment budget funding for spending on:

= renovations to fixed assets at the level
of depreciation charges;

= commercially effective projects
at the level of borrowed funds;

= commercially ineffective projects
at the level of government support.

Russian Railways has classified the entire
package of investment projects based
on the criteria of the payback period
and commercial effectiveness according
to three categories.

The first category includes projects

with a payback period of 10-15 years that
Russian Railways is prepared to finance
using its own cash flow as well as borrowed

funds within an accepted level of debt load.

The second category includes projects
with a payback period of 15-30 years.
Russian Railways cannot borrow to finance
these projects since the market does

not offer borrowed funds with this kind

of term structure. At present, investment
projects in this category are financed

by issuing infrastructure bonds.

The third category consists entirely

of ineffective (stranded) investment
projects for Russian Railways that may only
be funded by budget sources since the state
budget can recoup the invested funds via

a multiplier budget effect. This category
includes the following projects:

®  modernisation of the railway
infrastructure of the Baikal-Amur
and Trans-Siberian Mainlines
with the development of traffic
and carrying capacity;

= comprehensive development
of the Mezhdurechensk-Tayshet section
of Krasnoyarsk Railway;

= development and renovation of railway
infrastructure at approaches to ports
in the Azov and Black Seas;

®m  construction of the Prokhorovka-
Zhuravka-Chertkovo-Bataysk railway
line (a new line on the Zhuravka-
Millerovo route);

= development of the Moscow Transport
Hub;

®  construction of secondary tracks
and the electrification of the Vyborg-
Primorsk- Yermilovo section;

®m  construction of the Moscow-Kazan
High-Speed Railway.
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Prioritisation of investment projects

After the objectives for railway The primary objectives of the Investment

Committee are:

Risk management

Traffic safety

= to adopt decisions on adjustments

transportation development are identified
at meetings of the Russian Railways
Investment Projects Expert Council

and Russian Railways Investment
Committee taking into account

the transition projects that have

already been implemented

and also based on the available sources
of funding for the Investment Programme
in the medium term, the parameters

of the investment projects for renovating
and developing railway infrastructure

are optimised.

The Investment Projects Expert Council’s
primary objective is to conduct an in-
depth technological study of the proposed
projects prior to their consideration

by the Investment Committee.

The Investment Projects Expert Council
considers the details of the medium-
term investment projects on an itemised
basis each year at meetings in August
and September and selects the most
optimal measures from a technological
standpoint.

to the budgets and financial plans
of the branches of Russian Railways.
to conduct an economic expert
evaluation of the projects; Based on the decisions regarding

the priority of investment projects

adopted at the meeting of the Company’s
Investment Committee, a three-year
Investment Programme is prepared

and subsequently considered by the Russian
Railways Board of Directors and the Russian
Government.

to identify possible funding targets
for the Company’s Investment
Programme;

to rank and prioritise the investment
projects based on the performance
indicators and overall strategic
objectives of the Company’s investment
policy;

to consider and approve the projects
in the Company’s Investment
Programme;

to monitor the implementation
of the Company’s Investment
Programme;

we 3 00.4

actual execution of the investment
programme in 2016

to consider matters concerning
the optimisation of the management
of the Company’s investment activities;




