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This report contains the results of the new strategy and structure
development project conducted by Roland Berger for RAI

Preamble

> Roland Berger has been contracted by RAI to design an new corporate strategy for RAl and to
develop a concept for the structural transformation of the Iranian railway sector

> The project has been structured in two main modules — the new corporate strategy (A) and the
structural transformation (B) — supplemented with a report on funding and implementation (C)

> The strategy module starts with an analysis of the Iranian railway market and RAl's strengths
and weaknesses. Based on the results, a new vision statement and new strategic objectives
for RAl are derived. Finally, strategic options for the future development of RAl and concrete
strategic initiatives are developed and evaluated against the strategic objectives

> The structure module starts with an assessment of the current structure of the Iranian railway
sector compared to international benchmarks. Based on the results, a target industry structure
and organizational structure for RAI are developed. Finally, an approach for implementing the
new industry and organization structure is developed

> The results of the project shall form the baseline for the transformation of the Iranian railway
sector incl. RAl and provide the main concepts for the upcoming implementation phase

180910_RAI_Final_report_v8.pptx | 5



The project was delivered within a period of 6 month, the fourth
SteerCo was postponed to 2018 because of delays of payments

High-level project timeline — Structure and Strategy

Activity Project month Feb | Mar Apr | May Jun Jul Aug
| |
A.0 Data collection, interviews, first analysis, project setup (— |
A.1 Analyze market and (intermodal) competition Since : :
o ) . September I
B.1 Analyze organizational need for action, gap to best practice 23 : ,
A.2 Assess RAI Position, strengths / weaknesses and need for action : :
B.2 Align on industry structure design principle I I
| |
A,B.3 Develop and align vision I rhe for decision
l l
A.4 Define and assess strategic options : : Add. time for
, o decision
B.4 Def I I
efine organizational structure ; T: by top mamt.
A.5 Detail preferred option I #l
| |
B.5 Plan implementation I
I
A,B.6 Plan funding I
¢ % 0600 o
Key meetings Kick-off seminar SteerCo 1 SteerCo 2 SteerCo 3 Funding WS
27.02. 02.05. 30.05. 20.06. 05.07

@ - Meetings both modules @ - Strategy workshops
Source: RAI; Roland Berger 4 - Structure workshops

Berge | ‘

SteerCo 4

postponed
to last
quarter
2018
because
of delays
of pay-
ments by
RAI
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In comparison to other countries, the Iranian railway system is
underdeveloped — Organic market growth not sufficient to catch up

Current situation

Modal share benchmark I

» Need for action

Modal share of cargo rail transportation?), 2014 [%)] > The organic market growth of the Iranian

. 36% transportation market will not be sufficient to
30%_ 27% reach the ambitious modal share targets et by
L 19% the Iranian government
' 14% | " % 13% 13% > If no strategic intervention is made, this will

lead to severe consequences for the Iranian
I rail sector

— Missing social impact with regards to

17%

9% 9%

l : .6% .

-gﬂl]l]

9%

environmental friendly transportation and
regional development

— Poor conditions of rail infrastructure
and increasing expenses for maintenance

— Unfavorable position of RAl as a
company in the Iranian economy

— No customer and market-oriented
development of current product offering

|_ _| Government target for 2025 [ ] Projected organic growth until 2025 [l Current modal share 1) Iran share based on 2015 numbers  2) Based on passenger-km

180910_RAI_Final_report_v8.pptx | 8
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Also, there is significant investment in the railway sector needed -
Otherwise, the current status will deteriorate even more

Need for strategic intervention

Stagnating
modal share

Bad infrastructure
conditions

No improvement of
customer experience

Low social
impact

Unsustainable
financials

Source: Roland Berger

> Without strategic intervention, the modal share of rail will stagnate at current levels

> According to our market forecast, passenger rail will only improve by 1% (4% in total) and
cargo by 2% (14% in total) until 2025

> |n order to attract more traffic and revenues, infrastructure conditions have to be improved

> Less investment will increase poor conditions of tracks and further increase maintenance
cost — Also, railway stations will not be renovated to increase customer experience

> The outdated fleet in both passenger and cargo segment as well as the conditions of the
railway stations further decrease customer experience

> Development of a customer-centric product is necessary to convert traffic from road

> Without strategic measures, rail will not change its role in the Iranian society significantly

> Investments are needed to support regional development through infrastructure projects
and to leverage the environmental-friendliness of rail transport compared to road

> Due to the decreasing customer experience as well as increasing maintenance cost,
profitability will decrease if no further measures are taken

> Moreover, subsidies could still be needed for covering operational cost or rail

180910_RAI_Final_report_v8.pptx | 9



Roland
Berger .

To close these gaps, both a structural reform of the railway system
and a new strategy for RAl are necessary

Background of project

Structural transformation
Reforming the Iranian railway system

New strategy for RAI
Designing a corporate strategy for RAI

> The current setup of the railway sector limits expansion
and renewal of the railway system

— No clear split between policy-related or regulatory
activities and transport operations; many regulatory
activities in Iran are split between RAI and other
government bodies

— Many of RAI's decisions are influenced by the actions
of political actors

— Significant share of RAI's budget depending on
governmental funding preventing efficiency increases

— Lack of holistic responsibility for national railway
infrastructure

> Today, modal shares of rail in Iran are significantly lower

than in other countries despite significant potential

— Regional commuter transport has been started but
falls behind other transportation modes

— High speed rail connections are necessary to close the
gap between rail and rising air travel

— Current fleet of locomotives and wagons is outdated
and in need of modernization

— The growing demand for intermodal container
transport from ports is not attracted by rail

— Important production sites are currently not connected
to the railway

N

New structure for the industry with clear operational and
regulatory responsibilities and increased competition

N

New strategy for RAlI making it an internationally
competitive railway and a key player in the Iranian society

180910_RAI_Final_report_v8.pptx | 10
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In the new industry structure, responsibilities for policy setting,
regulation and operations are clearly separated

Target industry structure

setting and

financing > Pass new railway legislation

Economic Council / Management and Planning

Ministry of Roads & Urban Development of Iran

Organization of Iran

> Create and approve general transport master plan and policy | > Pre-approve rail investment plans and rail subsidies

Deputy of Transportation

> Create specific policies for rail industry

bodies,

arbitration > Monitor compliance with key regulatory rules, e.g. on safety, > Review regulatory decisions > Antitrust regulator and
and rulings pricing and technological requirements if prompted competition authority for
> Monitor compliance of all operators with rules > Contains members of both all sectors

RAIl and private operators

Infrast!'ucture Islamic Republic of Iran Railways (RAI) Other passenger and freight operator companies
operations and

train operations > Provide, maintain and extend rail network > Conduct cargo and passenger operations

> Conduct operations in cargo and passenger, including capital-
intensive new businesses

Source: Roland Berger [0 Existing entity [ New entity 180910_RAI_Final_report_v8.pptx | 11
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For that purpose, a new regulatory body should be established with
departments split by their regulatory function

High-level organizational structure and tasks of IRRA

Islamic Republic of Iran Railway
Regulatory Authority (IRRA)"
Business

' administration

Department of Department of Department of safety
technical regulation? economic regulation regulation

Environment and
passenger rights

> Consolidates technical > Ensure compliance > Consolidates safety > Ensure compliance

standards to ensure an
integrated and safe rail
infrastr. and oper. (incl.

technical and maintenance

standards for wagons and
locomotives)

with rules on industry
entry and competitive
environment (incl. non
discriminatory access
and track access
charge system)

> Licensing of train operators > Monitor compliance of

and other technical jobs in
the railway industry

> Ensure compliance of
network plans with other
regulation

1) Roughly 150 employees suggested in beginning phase - to be validated

2) Including the network regulation
Source: Roland Berger

rail services pricing
with relevant policies

requirements and
supervision of their
adherence

Issuance of safety
certificates

Compliance and
incident investigation,
issuance of penalties
in case of non
adherence

with environmental
standards to be
followed by rail
companies

> The Parliament is in charge of approving the laws

> |n technical regulation issues, the regulator should

Vv

that are prepared by the Rail office. The regulator
can only define implementation provision for the
laws and monitor as well ensure compliance

approve changes to rules and regulations
following applications by railway companies (incl.
RAI).

Important laws can only be approved by the
parliament

180910_RAI_Final_report_v8.pptx | 12



Berﬂﬁgﬁi‘

New industry structure boosts competition and opens up new
opportunities for the private sector

Target operational and competitive landscape for Iran

Infrastructure
operations

Train
operations

Infrastructure operations

Source: Roland Berger

Network

RAI responsibility

Stations

Competitive field

| Passenger operations and traction

I Cargo operations and traction

Comments

> RAI will act as infrastructure
provider and develop
operations that require large
upfront investments (high-
speed rail, commuter rail)

> |n addition, RAI will take the
lead on developing potential
new rail businesses (dry
ports, innovative mobility)

> Regular passenger operations
and cargo operations
conducted also by
companies other than RAI
(except for special cargo)

> Private cargo operators to
have a choice between
purchasing locomotives or
forwarding cargo with RAI's
traction (as in current model)

180910_RAI_Final_report_v8.pptx | 13
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To make rail a competitive mode of transport in Iran, subsidies
should be a mixture of direct and indirect subsidies

Target subsidy system for Iranian railway industry

Cargo rail Long- High-speed Commuter
distance passenger rail
passenger rail
rail

Infrastructure

a)
Indirect subsidization c& Direct subsidies recommended
Source: Roland Berger

Direct subsidies

> Direct subsidies required for commuter rail
which is unlikely to be profitable without direct
subsidies (granted via performance contracts)

> If track access charges are sufficiently low
there is no need for direct subsidies of rail
cargo, long-distance passenger and high speed
(further research required)

Indirect subsidies

> Subsidies for infrastructure granted via network
performance contract enable lower track
access charges (especially on less profitable
routes), and benefit both cargo and passenger
indirectly

> Network performance contract recommended
to incentivize efficiency

180910_RAI_Final_report_v8.pptx | 14



Berggﬁl ‘
Finally, for a successful structural reform, we propose to reintegrate
RAJA into RAI

Reintegration of RAJA
1 RAJA is currently government owned — RAJA is owned by the Tourism %@Ji V7.
Holding of Social Security Organization which is owned by Social Security
Organization of Iran (ISSO)
According
Locomotives for RAJA trains are provided by RAI - RAJA operates only to the best-
wagons, traction is provided by RAl based on the own locomotive fleet owner
ey
3 RAIisthe bestowner for RAI in IRAN - 45 g as RAJAs i g;'g:;ple )
governmentally owned, RAl is the best possible owner for RAJA in IRAN.
create a
> Single customer interface for long-distance passenger rail transport in Iran strong rail
> Reduced interfaces and transaction costs due to integrated train operations company
> Maximum railway know-how and experience with RAI as the owner RAIl should
reintegrate
RAJA
1) The best-owner principle states that no business has an inherent value in and of itself; it has a different value to different owners or

potential owners, in this way RAJA will have more value with the more competent owner RAI

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 15
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To fulfil its new scope of services RAl needs to reorganize its
governance and organizational structure

RAl recommended organization structure Reporting lines only - Not final legal structure for RAI

RAI Board of Directors (potential members)

CEO and Chairman

: 1er O
CFO o sg;‘,'];g‘r’fu - Cargo Chief of Infra. Unit
Unit

|
Business and functional units
[ | | [ |

[ ] [ ]
Compl.  Finance/
Corporate  Internat. ! 6) Infra
lT Dev. Relations Safety Eggal ﬁzmm" HR develop.

Legal Accoun- | Staff - q 1
.| Financial | Welfare Marketing | Marketing @ Marketing ] Track Marketing

& health and sales ff T2t access and sales

[ Group . inte- inte- Mainte- Mainte- inte-

. Risk procure- E’roper Mainte Mainte ainte ainte Mainte

e ies nance nance nance nance nance
Market- Performan | 2L o g Ports and
entrl.? trainings

Ioe?c:Io- Logistics/Inte f§ Construction
.. . rmodal® of new infr. <

Regional offices — same setup as HQ, but not all business units necessarily included in all regions

1) Includes safety improvement and electrification; 2) Responsible for passenger sales; Re-integration of RAJA recommended to create strong rail Functional units
organization; otherwise, long-distance unit to be newly built up; 3) Cargo only for interim phase 4) Together with cargo unit 5) To be split later I:I . Departments

6) As unions da not play such a major role in Iran we do not advise to have a separate Head of HR like at DB 7) Should also be established in all BU
ource: Roland Berger

Departments

Existing
projects’)

Opera- Opera- Opera-
tions incl. tions incl. tions incl.

New
projects

Public
relations

Mainte-

nance

Business units )
180910_RAI_Final_report_v8.pptx | 16
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In addition, the governance of RAI should be overtaken by three

different bodies

RAI governance structure

Main responsibilities

General Assembly Advisory board
Eaf General Assembly
CEgo glf'mer E.g. CEO of > Set RAl's overall strategy, approve budget, P&L and balance sheet
private zg:gte°;°“' > Select RAI CEO, appoint members of advisory board
Minister of transport com F:m > Approve changes to company bylaws
InISter o Minister of company pany :
Road and : Advisory Board
Economy and J Planning and , o
Urban It)evel- Finance > Discuss all decisions to be taken by General Assembly
opmen Fn.gtlapen dent > Supervised by the General Assembly
economic Etc. > The secretariat should be located where the secretariat of the General
adviser Assembly is today
> List of criteria for selecting members: Active or former Iranian or
International business leaders, no conflict of interest, impeccable
standing and reputation, excellent track record in managing their
companies, experience that adds value for RAI
RAI Managing Board (potential members) Managing Board
> Execute GA decisions
> Propose plans to reach strategic targets , take care of day-to-day
Chief of . . company operations
Chief of Chief of Infra.
CEO CFO Passenger : : > General assembly selects CEO and then approves managing board
. Cargo Unit Unit
Unit members by the CEO proposal

B Existing member New/changed member

Source: Roland Berger

> The CEO can suggest the board dismissal to the GA and then the GA
has to approve it

180910_RAI_Final_report_v8.pptx | 17
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To ensure long-term success within the new industry structure, a
new vision for RAI has been developed

Vision of RA

to be a(n)...

(Business model)

active in...
(Geographical scope
leadingin...
(USP)

Cargo and Cargo railway and || Passenger railway || Integrated mobility
passenger railway || mobility provider || and logistics prov. || and logistics prov.
| Iran and adjacent || Iran and adjacent
ran countries (coop.) ||/countries (stand-al.)
. . . . -+, | | Customer
Efficiency| | Safety | Innovation|| Price Speed | |Reliability experience
Shareholder value Customer value Social value

to create...
(Objective)

)

\4

S

Roland

-

S ga pa Glal - o)l cal ol
RAI - Moving Iran

5

180910_RAI_Final_report_v8.pptx | 18
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The new vision has then been broken down into a comprehensive
set of strategic objectives

Strategic objectives”

RAI - Moving Iran

Overall goal: Increase modal share of rail in passenger business to 10% and cargo business to 20%

1 Operational Customer 3 Social 4 Financial
excellence loyalty impact sustainability

A Safety A Seamless travel A Employer attractiveness| A Profitability
Reduce number of rail All major cities in Iran have Become one of the top ten Achieve overall EBITDA
accidents involving injuries of integrated ticketing system employers in Iran? margin of 15%
people and fatalities to zero

B Fleet B Customer satisfaction | B Socioeconomic benefits | B Investment level

Adopt average fleet age of
locomotive and coaches
interior to industry standards

Increase satisfaction score of
customer opinion polls by
20%

Reduce CO, emissions per
ptkm by 30%

Execute the infrastructure
investment plan with zero
tolerance

C Average speed

Increase average speed of
passenger trains by 25 km/h and

cargo consignments by 5 km/h

C Brand perception

Become one of the top ten
brands in Iran?

C Regional development

Increase real estate price at
and around stations by 30%

Effective subsidy system
Fulfil all conditions of

network and commuter
performance contracts

1) Time horizons of individual targets depend on level of investment ~ 2) In case there is no industry measurement available, RAI should develop own polls for measurement

Source: Roland Berger

180910_RAI_Final_report_v8.pptx | 19



engDhérql ‘
After detailed analysis and discussion with industry experts, a set of
concrete initiatives has been developed for RAI to reach its objectives

Strategic initiatives

3 Infrastructure

Passenger Cargo General

Network upgrade Commuter rail Access to production sites Rebranding
> Upgrading network with double- > Extending commuter rail using > Connecting major production > Developing a new group brand
tracking and electrification existing rail infrastructure sites to the rail network portfolio and marketing
> Diminishing current > Additional trainsets and stations > Building tracks to iron ore Operational improvements
infrastructure bottienecks in Tehran, Tabriz and Ahvaz mines and oil refineries > Streamlining processes and
Stations transformation High speed rail International expansion improving operations
> Transforming stations into > Proceeding with the high speed > Expanding access to important  Customer service improvement
transit-oriented transport hubs rail development international rail corridors > Creating a modern loyalty
> Expanding retail, catering, > Construction of five major high > Building new tracks to connect program and enhancing
advertising and parking spaces speed lines across the country to Iraq and Azerbaijan customer service processes
Safety program Innovative mobility Ports and terminals Employee development
> Designing a comprehensive > Becoming the platform for > |Improving operations in major > Offering attractive training
safety program passenger transportation in Iran ~ ports with new equipment opportunities for employees
> Modernizing signaling faciliies > Offering integrated tickets and > Building multimodal terminals in ~ @nd attracting the best talents
and level crossings innovative mobility solutions Tehran and Bandar Abbas Environmental program
3-PL logistic services > Reducing CO2 emissions by
> Offering modern 3-PL logistics use of renewable energy

services through partnerships

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 20
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By implementing these initiatives, the position of the rail sector in the
Iranian economy will be improved significantly

Results of the strategy

Modal share of rail

Potential development if all proposed
actions are implemented as scheduled

Traffic

I Strategic initiatives and structural reform

Passengers m

Organic growth

. Current modal share 10% 105
>
c
D
7
o
o

3% 30

3% 3%

Ton-km m
19% 56,000

o 12%
= 30,000
(&)

12% 12%

Current 2028 Current 2028

Source: Roland Berger

180910_RAI_Final_report_v8.pptx | 21



Also, the new strategy will enhance RAI

Roland
Berger

s financial position — Break-

5

even on an EBITDA-basis expected to be realized in 2024

Financial performance forecast of RAI

EBIT

Potential development if all proposed
actions are implemented as scheduled

margin

Con) (o) () (o) Can)

:} (9% ) (-a8% ) (50% ) (2% ) (21% ) (13%)

'» B Revenue 100 EBITDA [ EBIT

[%]

Financial
outcome
[USD m]
1,860

1,530 1,650

1,120

880 990

-70

'170 '170 _250

-180
-350

-210
-360
560

2021

420470 -440"

2018 2019 2020

2022 2023

Source: Roland Berger

2580
2370 2410

2,230
2,100

320
60

260
10

80 140 210

430 90 30

2024 2025 2026 2027 2028

180910_RAI_Final_report_v8.pptx | 22
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Implementing the strategic initiative requires capital expenditure for

new assets of USD 18.8 bn over the next decade

Capital expenditure per asset type [USD bn, 2018 to 2028 accumulated]

|— Rolling stock USD 6.6 bn —‘

|— Infrastructure USD 10.8 bn —‘
14

om0 4

3,8

New Double High speed Stations

tracks  tracking/
electrification

Source: Roland Berger

infra.

Loco-
motives

Wagons / High-speed Commuter
Coaches trainsets trainsets

Other

188

Total

> Executing the strategic
initiatives requires
substantial investments in
new assets

> The largest part of
investments is required
for new infrastructure or
upgrading of the existing
Iranian rail network

> To supply the increased
traffic for both passenger
and cargo rail, a large
extension of RAl's current
fleet of locomotives,
wagons and coaches is
necessary

180910_RAI_Final_report_v8.pptx | 23
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Next to conventional government subsidies, investments by the
private sector are expected to cover USD 1.5 bn to USD 3.5 bn

Distribution of possible funding methods [USD bn, 2018 to 2028 accumulated]

Financing need | |

Private sector investments

CAPEX Operational Asset PPP Budget finance Budget finance
need losses finance finance (current subsidies)  (addtional subsidies)
> Some businesses > Leasing of > Station
will be unprofitable commuter transformation
for the first few years trainsets > New tracks to
(e.g. commuter rail) > Leasing of high production sites ferhs
> Engaging in leasing speed trainsets > Port equipment
will increase RAI's > Leasing of and terminals
operational cost locomotives, > 3PLlogistics
> The resulting wagons and services
operational losses coaches
need to be financed
through further 7.8
government
subsidies until RAI
turns profitable
0.5-1.5
1.0-2.0

Source: Roland Berger

180910_RAI_Final_report v8.pptx | 24



Bergér | §
In total, USD 17.2 bn of subsidies are necessary from 2018 to 2028
for investments not covered by private sector and operational losses

Required government funding p.a., 2018-2028 Funding plan to be adapted

according to progress of RAI

e 55 - 17217 - 18 <&
2 5.15 . . g
3 >0 - 16 3
2 45 - >
E - 143
S 4.0 4 5
5 12 E
S 30 A - 10§
é 3.0 ses 2167 276 %;
5 1 212 220 KRR
L 20 A P g
15 - 250 | Current annual 3
' subsidy level of 4 2
10 - 190 208 ggs 1~ USD 0.7bn
| 2
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
Capital expenditure (not financed by private sector) Loss from operations I Loss from short-term financing ==@== Accumlated government funding

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 25
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Both concepts for the structural transformation and the new strategy
of RAl are in place — Success depends on accurate implementation

Next steps
Concept for industry transformation v Portfolio strategy of RAI v
> >
Industry structure Infrastructure
=~ > Clear §eparation of policy setting, regulation and > Network upgrade > Safety program
operations are clearly > Stations transformation

> More competitive fields and further opportunities for the

private sector Passenger

> New regulatory body governing the railway sector — > Commuter rail > |nnovative mobility
> Reintegration of RAJA in RAI > High speed rail
RAI organizational structure Cargo
> New governance structure incl. the general assembly, the > Access to production sites, > Ports and terminals
advisory board and the managing board > International expansion, > 3-PL logistic services
> Market and customer oriented organizational structure that -~ oo
fits to RAI's new role in the industry @\ General
> Rebranding > Customer service
> QOperational improvements > Employee development
D £ -
Implementation of industry structure and reorganization of RAI Detailing and implementation of strategic initiatives

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 26
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The major steps in the structural transformation can be taken during

the next three years — Strategy to be delivered until 2029

Implementation roadmap

> Rail Office established

> Advisory board for RAI
established

> Network Performance
Contracts implemented

> New RAI organizational

> Start of external
reform program

> Start of internal
reform program

> New roles of
Board of Directors

> Separate regulator Structural transformation

created

> Regulatory arbitration
council created

> Communication of
changes and change

Time plan to be adapted
in discussion with RAI

> Cultural change
program delivered

structure implemented incl. management
regional organization > Maintenance function
> New controlling and reorganization finished
reporting system
&l 2019 | 2020 | 2021 | 2022 | 2023 |2024  |2025  |2026) , |2029

> Recruiting concept

> Operations at ports

> Stations transformed

rolled out improved into transit hubs > Expansion of
> Employee > Loyalty program > Commuter rail international
development program rolled out business extended routes rolled
rolled out > Customer service out i
; > 3PL-services business running > Safety program > Construction
improvements - rolled out for network
implemented > Intermodal mobility concept ofled ou uarade
. implemented P9
> Rebranding rolled out o finished
> Employee satisfaction increased > High speed rail > Fleet
> Environmental program rolled out program implemented upgrade for
> Operational improvements > Access to production base growth
New strategy for RAI implemented facilities constructed finished

Source: Roland Berger
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However, there are significant risks involved in the implementation
process that need to be mitigated and managed

Major implementation risks

Insufficient financial resources

> |nability to acquire sufficient
financial resources to implement
both structural and strategic
changes

Complex change management

> Lack of skilled and passionate
people capable of driving the
implementation

Source: Roland Berger

Slow decision making

> Lack of stringent management and
quick decisions — Intermodal
competition will grow quickly

Transformation

of RAI

Low availability of talents

> New structure and strategy requires
recruiting significant number of new
people for RAI

Return of sanctions

> Harmful external risks like the return of sanctions
which could slow down the implementation
significantly

180910_RAI_Final_report_v8.pptx | 28
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After the transformation process, RAl and the Iranian railway
industry will become a major backbone of the Iranian society

Outlook

Areduced travel time and high speed connections between major population hubs will
allow for a new way of travelling — For example, the travel time between Teheran and
Esfahan will be reduced significantly from seven to only two hours

A number of new railway stations will be built while existing ones WI|| tjndergo
comprehensive modernization programs — A significant number of new business
opportunities will be created in and around railway stations

The existing Iraman commuter rail network will be extended and upgraded with more
frequencies, modern trains and more stops resulting in changing the way people travel to
and from their work place

During the implementation of the structural reform, new jobs will be created within RAI, the
private sector and the government — In the future, RAI will offer even more attractive
carrier opportunities and a modern working environment

There will be an enormous cuIturaI shift in the railway sector and in particular in RAl itself
towards market and customer-centric offerings in both passenger, cargo and
infrastructure services markets

Finally, there will be significant environmental benefits from the shrft in the current Iranian
transportation mix from road to the environmental friendly rail while everyone will profit from
less congestion on the roads in the cities

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 29
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A.1 Assessment of RAI's
current structure
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During the project we have identified 12 success factors for rail
reforms to be addressed during RAl's structural reform

Rail reform success factors

a Railway industry structure success factors b Organization structure success factors ﬁ

—> >
Separation of regulatory function and rail Lean oraanization
n operations G n J G
Market-oriented ization struct
n Limited involvement of political entities Q n arket-onienied organization struclure Q
n Limited span of control for top management @
n Sufficient subsidization with right incentives @ n @
Adequate regional organization
n Appropriate industry model @ 0102
C [0
Cultural success factors ()
>
End-to-end responsibility for railway
H infrastructure @ n Competitive wage levels and high staff loyalty O
n Introduction of competition O n Dynamic corporate culture O

@ Little room for improvement for RAI () Strong room for improvement for RAI
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 32



n n Separation of regulatory function and rail operations Roland
Berger l

Since 2009, the regulatory framework in Iran has been altered to
allow private sector participation in certain activities

Development of regulatory framework for Iran's railways

Law to establish RAI and its Executive regulation for optimum share of public- Article 13 — Law of 6th Development
bylaws private sectors of road and railway activities Plan
> Establishes RAI as main > (Re-)establishes rail activities under government > Encourages investment in rail
responsible company for control (e.g., ownership of main tracks, traffic infrastructure by private companies by
freight and passenger managerrith issue of licenses safety, management) treating private sector rail investments
> Definition of initial _ - o _ with favourable conditions (e.g. low
organization structure and > Defines des[red share of private sectpr in othgr areas interest rates)
responsibilities of RAI related to rail operations (e.g. operation of trains, > Allows establishment of "regional
track maintenance) trains" (commuter rail) company by RAI
A 4 ) 4 A 4

A

A
Law on free access to rail transport Regulation to establish and start work of transportation
network companies
> Permission for private organizations > Defines the guidelines by which private operators can apply with
to operate specific rail services RAI for licenses to provide rail services
> RAl to regulate activities of private > Allows RAI to approve activities of new operators and to withdraw
companies and monitor safety licenses based on its judgment
standards

Source: RAI response to Q. 75, Roland Berger 180910_RAI_Final_report_v8.pptx | 33



n n Separation of regulatory function and rail operations

Roland
Berger l

RAl's tasks include both operations and regulatory activities, some
of which are outside the scope of current legislation

Distribution of rail responsibilities

General transport Track access Tracks/ Wagons and Transport
policy charges/fare setting/ infrastructure locomotives
Ministry of > Set general transport > Approve tariffs > Constructing new lines N/A N/A
Roads and policy and strategy (in (done by Construction
Urban Dev. practice only approval) and Dev. of
' > Approve passenger Transportation
P tariffs (delegated to RAI Infrastructures
TITmT by Ministry) Company on behalf of
111111 > Incentivize private Ministry)
sector participation®
Iran Railways > Set access charges > Set track access > Maintain and extend > Regulate production, > |ssue licenses to
and transportation charges for operators rail network import and private operators and
4 A B passenger tariffs > Set guidelines for > Own main tracks maintenance monitor performance
N > Set general transport passenger farestobe > pevelop and maintain > Set safety > Regulate standards for
policy and strategy followed by operators jnfrastructure requirements rail tickets / bills of
s > Manage network and > Provide locomotives to lading
plan traffic private operators > Resolve operational
issues with clients
Private > Set transportation N/A > May own subsidiary > Provide rolling stock > Responsible for
Operators freight tariffs and tracks for 10-20 years > Provide wagon passengers / cargo
propose passenger > Pay access charges maintenance from the moment
tariffs to RAI for using passenger ticket / bill
infrastructure of lading is issued

Regulatory activities
1) Not done in practice

Source: RAI response to Q. 75, Roland Berger analysis

Activities not based on legislation but carried out in practice

180910_RAI_Final_report v8.pptx | 34



n n Separation of regulatory function and rail operations Be rnéataenrq B

Other countries have a clear split between policy-related/regulatory
activities and transport operations

Split of railway activities
« R ® [z % & 4

Activities related to rail: ... plan general  ...set technical ...set safety License train ... setaccess ... provide tracks /| Provide wagons ...conduct rail
transport policy standards standards operators tariffs and fares  infrastructure  and locomotives operations

USA

Canada

Japan

China

Switzerland

Germany

=
i+l
.
B Russia
B
|+
—
il

France

S UK

Iran

- Rail operating company (public or private) |:| Other government bodies/ public regulatory authorities
Source: RAI, Roland Berger research 180910_RAI_Final_report_v8.pptx | 35



n n Separation of regulatory function and rail operations — Backup EI'FEEF I ‘

RAI faces certain legal restrictions in developing the future target
industry structure

Legal restrictions for Iran Rall

S . L el P il
Obligation to provide free slmmls  Obligation to take on \/,‘ Influence of governmental “\
access to network ijmafs  certain responsibilities actors on industry structure 6
> |ran Rail is obligated to plan, guide and > Specific responsibilities are designatedas > Members of the General Assembly need to
control railroad traffic such that the fleets responsibilities of RAl and cannot approve many decisions related to Iran
of all (governmental and non- easily be passed on to other existing Rail, including for example:
governmental) rail companies are able to actors — Changes to the company by-laws and
reasonably use the network > These responsibilities include for example: organization charts
> Access tariffs must also be setin such a — Ownership of main rail tracks — Balance sheet
way that no railway companies are Establishing training failities o devel Polici
excluded from using the network B qja?ificlez Irgﬁw;aympl)g?s :‘ncr;:e:es odevelop - — Tolcies _
> Imposing constraints on the passing of any - Selection of the Board of Directors and
company auditor

wagons is only admissible in the case of a
few exceptions, for example: > The General Assembly consists only of

the following governmental actors:

— Minister of Road and Urban
Development

— Ensuring movement safety
— Avoiding overuse of specific network

lines
> |ran Rail is obligated to provide wire and - M!n!ster of Econc?my and Finance
wireless communication services and — Minister of Planning and Budget
data transfer to private rail companies > No member of Iran Rail has voting power

in the decisions by the General Assembly

180910_RAI_Final_report_v8.pptx | 36



n n Limited involvement of political entities

BerGe | ‘

Many of RAl's decisions are influenced by the actions of political

actors

Interaction of RAI with political stakeholders

v v
Ministry of Roads & Management and
Urban Development Other ministries Economic council Planning Regional politicians
Iran Organization of Iran
> Approve operational | | > Influence decisions | | > Approve all > Decide on > Influence
aspects (e.g., on investments investments above subsidies for RAl on infrastructure
passenger fares) above certain certain threshold annual basis plans and railway
> Approve general threshold / subsidies projects in the region
transport policy

Comments

> Decisions on both
budgeting and
infrastructure are
influenced by political
stakeholders on

[

A 4

Construction and Dev. of

A 4

Transportation

Islamic Republic of Iran
Railways (RAI)

Infrastructures Company

> Construction of new
infrastructure

— Monitoring

Source: RAI, Roland Berger

--» Service provision

a B

Commuter service
provider company W

different levels

For all investments
above a certain
threshold, RAI requires
governmental approval

Many of RAI's tasks
are focused on
managing the political
stakeholders

> RAl has little freedom

for taking decisions

(e.g. regarding
infrastructure, purchase
of new wagons) on its
own

180910_RAI_Final_report_v8.pptx | 37



n n Limited involvement of political entities Roland
Berger |

Key roles of political stakeholders involved in Iran's railway landscape
(1/2)

Institutions in Iran's railway landscape

Description of responsibilities Key role for railways
Ministry of > Approve general transport policy and strategy
Roads & Urban > Adopt and implement policies promoting all transport modes Regulate and
Development Iran - . , o .
> Incentivize competition and private sector participation (according to legal approve all transport
framework) activities

> Approve operating tariffs for passenger

> Oversee construction of transport infrastructure (including roads, aviation,
railroads and maritime) and suggest new international transport routes

Other Indirectly influence Iran Railways' activities, mainly with regards to available Influence RAI's
ministries ﬂﬁl budget budget and
> Relevant ministries include Ministry of Industry, Mine and Trade and Ministry of transport policy
Petroleum
Economic m > Pre-approve all railway investment plans above a certain threshold on an
Council annual basis . Approve RAl
— investment plans

Managementand =y, > Approve subsidies given to RAI for the following year on an annual basis Influence RAI's

Planning Org. BN > Approve civil plans and that their financial resources are provided by government budget
of Iran 1

Source: RAI, Entity websites, Roland Berger research 180910_RAI_Final_report_v8.pptx | 38



n n Limited involvement of political entities EI’FEEF l ‘
Key roles of political stakeholders involved in Iran's railway landscape
(2/2)

Institutions in Iran's railway landscape

Description of responsibilities

Key role for railways

Regional politicians (e.g.,
mayors)

[ J
as

> Act as stakeholders in the planning of new railway infrastructure

> Influence technical aspects of infrastructure plans (e.g., with respect to
routes, station locations, slope, tunnels)

> Influence plans for new infrastructure which is constructed in their sphere of
influence

Influence final
infrastructure plans

Construction and Dev. of
Transportation
Infrastructures Company

P .
1

1

> Construct new railway infrastructure under the supervision of the Ministry of
Roads and Urban Development

> Follow infrastructure plans set jointly by RAI and involved political parties

Construct planned
infrastructure

Superior commission of
accident investigation

-

> Determine criminal and civil responsibility for railway accidents under the
supervision of the Ministry of Roads and Urban Development

> Decide on and impose fines for the parties found guilty of railway accidents

Source: RAI, Entity websites, Roland Berger research

Investigate railway
accidents
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n n Sufficient subsidization with right incentives Roland
Berger |

A significant share of RAl's budget is dependent on governmental
funding sources, preventing efficiency increases

RAl's funding sources

Comments
Ministry of Roads & Urban > Funding from governmental
Development Iran o sources if often more
o important than revenue
EUR 371.5m (IRR EUR884m(RR  EUR36.0m(RR EUR147.5m (IRR % received from traction and
12,348 billion) in 2,950 billion) for 1,200 billion) in 4,885 billion) in fuel 3 access charges
rail infrastructure” capital projects”) cash subsidies subsidies? © — For instance, the promise of
v v v receiving 1% of oil income
in the future is more
significant to RAI than
v Islamic republic of traction and access charges
Construction and Dev. of Iran railways (RAI) received
Transportation Infrastructures — For this reason, RAI has to
emEa spend significant effort on
A A . . .
EUR ~330 m (IRR ~11,000 billion, | EUR 65.3 m (IRR 2,178 billion) g interacting with government
Domestic & Intl.) > Rent of locomotives = officials each year to
> Rent of locomotives > Wage of Locomotive drivers & receive sufficient subsidies
> Wage of locomotive drivers > 5% of ticket sale (station o each year
> Access charges services) > Current system of subsidies
Freight Operator Passenger Operator sgts mcentn_/e_ to request
Compan Compan higher subsidies rather than
increase efficiency

1) Including enhancement, renewal and maintenance of fleet, tracks, stations and signaling; 2) Including settlement of debt originating from credit supply of fuel with cash subsidies

Source: RAI response to Q. 55 and Q. 53, Roland Berger 180910_RAI_Final_report_v8.pptx | 40



n n Sufficient subsidization with right incentives

Roland
Berger l

When adjusted for PPP, Iran receives a similar amount of subsidies
as many European railways

Level of subsidies to RAI

Subsidies per ptkm Subsidies per ptkm PPP
[2015; EUR c] adjusted [2015; EUR c] Comments
Switzerland 13.4  Switzerland 9.7 > PPP-adjusted subsidies per ptkm in Iran
are on a similar level as those in many
Italy 1.3 Italy 150 Eyropean countries
Germany 8.8 Germany 10.1 > However, Iran lags behind European
United Kingdom 8.7 United Kingdom 8.2 countries in indicators including:
- Intermodal passenger and cargo shares
Sweden 8.6 Sweden 8.3 _ Safety
France 7.2 France 7.9 — Punctuality
Netherlands 6.7 Netherlands 7.6 > 58% of subsidies in Iran are specifically
Iran 1.6 Iran G4 %lt\jegolz)r:tL?gl'saStFUCture, lower than many
China 0.2 China 0.3 — 16% for infrastructure in France
Japan 0.2 Japan 0.2 — 26% for infrastructure in Germany
Russia 0.1 Russia 03 — 48% for infrastructure in ltaly
— 83% for infrastructure in the United
Canada 0.1 Canada 0.1 Kingdom
USA 0.1 USA 0.1

Source: Deutsche Bahn, IMF, RAI response to Q. 55, OECD, University of Milano, World Bank, Roland Berger
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n n Sufficient subsidization with right incentives - Backup

Roland
Berger l

International comparison shows subsidies as a driver for intermodal

market share in most countries, but Iran lags behind

Intermodal shares and PPP-adjusted subsidies, 2015 [%)]

Cargo share [%]
90
* Russia
80 1 Primarily cargo railways: American
and Russian freight systems with low
70 4-Canada  gypbsidies
60 - : .
Mixed pax and cargo railways:
50 Heavily subsidized European railways
40 _
*USA _Sweden ‘ Switzerland
30 -
Germany Primarily pax railways:
20 4 ~ France Large population and high
Italy ‘United Kingdom network density
i ‘ China
10 S Japan e
0 Iran Netherlands
0 5 10 15 20 25 30

@ PPP-adjusted subsidy/ptkm [EUR c]

Source: OECD, Eurostat, ICAO, National Bureau of Statistics of the PRC, Web research

Passenger share [%]

> |ran lags behind

countries with similar
subsidy levels in
intermodal shares

> |n addition, countries

with similar subsidy
levels have managed
to increase their
intermodal rail shares
more strongly than Iran

> Biggest increase in

cargo intermodal
shares was achieved
by France with a
growth of +3.9 ppts
since 2009

> The biggest increase in

passenger intermodal
shares was achieved
by the UK with +1.6
ppts since 2009
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n n Sufficient subsidization with right incentives - Backup Berﬁﬁgﬁ ' ‘

Iran has not always been able to increase intermodal shares as
strongly as countries with similar subsidy levels

Change in intermodal shares and PPP-adjusted subsidies

Cargo and passenger intermodal share development, 2009-2014 Remarks

> European countries with similar

Change in intermodal cargo share [% pt.; 2009-14] subsidy levels as Iran have

6 | sometimes managed to increase
5 - their intermodal rail shares more
. strongly than Iran
| > Biggest increase in cargo
3 - , intermodal shares was achieved
Switzerland by ltaly with +3.9 percentage
2 1 ; o points
1- Germany United Kingdorm > Biggest increase in passenger
ol e intermodal shares was achieved
‘ by the UK with +1.6 percentage
. Fran‘ce points
'2 T T T T T T T
-4 -3 -2 -1 0 1 2 3 4

Change in intermodal passenger share [% pt.; 2009-14]

@ PPP-adjusted subsidies/ptkm

Source: OECD, Eurostat, ICAO, Web research 180910_RAI_Final_report_v8.pptx | 43



n n Sufficient subsidization with right incentives Roland
Berger

Subsidies are expected to increase further in the coming years, but
should be tied to efficiency increases

Level of subsidies to RAI

Composition of RAIl subsidies [EUR m] Example of subsidy process in Germany

Starting in the
coming year, RAI wil 2008 @ @
also receive 1% of

'(@ES F?ig(i)“r‘]?%me 1st agreement? 2nd agreement? 3nd agreement (planned)

Example KPIs set for German Railways (selection):

643
3%
88
Functionality of platforms é Loss of journey time
=
R =H Number of infrastructure flaws Duration of breakdowns

2016

~W-

The German system reduces required lobbying effort (since subsidies are set for
Il Payment of gov. securities [l Fuel subsidy roughly 6 years) and increases efficiency (since sanctions are imposed for non-
[ Cash subsidy I Infrastructure subsidies compliance with KPIs)

Capital projects

1) Referring to the "Leistungs- und Finanzierungsvereinbarung in which the German Railway and Government agree on the amount of subsidies to be given by the government for
replacement investments, in exchange

Source: IMF, RAI response to Q. 55, World Bank, Roland Berger

5
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n n Sufficient subsidization with right incentives

Roland
Berger l

In addition, the right approach to access charges needs to be found -
Calculation is complex and differs highly between countries

Access charges of selected railways

Country Network owner Description Charge components
> Access charges consist of a usage-based and > Route category > Low velocity
performance-based component > Train product > Noise
5 DB Netz > Silent freigh_t-trains profit from an exemption > Delays > Other
from the noise component
> Charges are determined for five years by > Variable usage > Capacity
~ = _ Network Rail (subject to approval) > Electricity > Base fee
calns  Network Rail > Variable usage charge shall cover incremental > Freight specific > Other
operating, maintenance & renewal costs > Network access
> SNCF imposes special charges for certain > Reservation > Electricity
, routes to recover investment costs > Train running > Special infrastructure
SNCF Réseau > High-speed trains originating/terminating in > Network access > Other

Paris require the payment of an extra charge

=

Class | freight
railways

Source: SNCF Réseau, DB Netz, Network Rail, OIG

> Most Northern American tracks are owned by
rail freight companies

> Amtrak has to pay only incremental usage costs
to the infrastructure owners, other railways have

to not market based 'freight access fee'

> Incremental maintenance

> Incremental service usage
> Incentive for higher quality
> QOther
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Appropriate industry and amount of private capital Roland
B} 3 Averop ry p p Berger' ‘

There have been different models of rail reforms across the world —
Iran has adopted a model similar to Russia

Types of rail system models in different countries

Majority privatized Partly privatized Majority state-owned?®

Infrastructure separated

—

(except infra)

Hybrid, traction and
infrastructure integrated

Infrastructure

integrated”) e ® .] 5
— i N

1) Also includes countries with a holding model for infrastructure and operations; 2) Russia is currently moving towards separating infrastructure; 3) We focus on the former incumbents

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 46



n n Appropriate industry and amount of private capital - Backup Berﬁﬁgﬁ | ‘

Description of main characteristics of rail system models applied in

different countries

Types of rail system models in different countries

Infrastructure separated

Hybrid, traction and
infrastructure integrated

Infrastructure
integrated?)

Majority privatized

Partly privatized?

Majority state-owned?)

Incumbent only retains control of
infrastructure and sometimes
regulatory tasks

Both operations and traction are
privatized and separated

Many private companies compete to
provide rail services

Infrastructure ownership separated from
operations

Network and operations managed
mainly by state-owned companies, but
some private operators exist

Privatization only applied selectively
(e.g., for subsidiary tracks)

Rail infrastructure ownership separated
from operations, with rail network
owned by government

Operations mainly conducted by
state-owned companies (especially for
unprofitable routes), but some private
operators exist

Infrastructure and operations are
separated from each other, but
incumbent retains control of traction

Privatization only applied to select
activities

Operators rely strongly on actions of
incumbent

Many private companies compete to
provide rail services

Tracks usually owned by private
operators

Governmental role limited to
oversight and some regulatory tasks

Infrastructure and operations are
integrated or within the same holding
company

Operations and traction are state
owned, with high market shares (e.g.,
Deutsche Bahn 99% for long-distance
passenger and 61% for cargo)

1) Also includes countries with a holding model for infrastructure and operations 2) Russia is currently moving towards separating infrastructure; 3) We focus on the former incumbents

Source: Company annual reports and press releases, Roland Berger
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n n End-to-end responsibility for railway infrastructure

Roland
Berger '

The privatization initiatives so far led to a rather complex
environment of the Iranian railway system

Ministry of Roads & Urban Management and Planning Org. of Ministry of
Development Iran Iran Interior affairs
> Development of general|policy > Approve subsidies given to RAI (M'Q'Stry of
> Budgeting > Approve civil plans and their financial resources ® tate)
(&)
A 4 S
. . . =
Superior commission of > Safety regulator 5
accident investigation : I;t?,e.nsmg for Railway Undertakings g A 4
ricing
> Rewlewm.g cc?mplalnt v > Accident |nv.est|gat|on a.nd.maklng Municipalities
> Making final judgment . : reports (accident commission)
Islamic republlc of Iran > International contracting for freight
v railways (RAI) transportation
v > Infrastructure owner & manager
Construction and Development of Commuter service > Station owner & manager v
L -~ : i Urban &
. provider company > Infrastructure maintenance r
Transportation Infrastructures Company > Development of existing infrastructure Suburban railway
T > Capacity allocation i
New construction of Infrastructure * Existing 1 i + 40 1 pn '3;1 y I'nl operation
"'New construction infrastructure ! ' o an scheduling companies
! ' IR i1 > Traffic controller
! 1 1 . .
Infrastructure constr. contractors ! ¢ 1> Locomotive ownerlprovidersflessors
| | I > Locomotive maintenance g
v : : > Wagon maintenance =
) | . [ —
> Passenger & Freight . : | > Human resource provider g || Establishment :
fransport Passenger & Freig ator Companies < Lol o | permission |
> Wagon providers @ mmmm e e _: 1 [N st
> Wagon maintenance i | Locomotive providers/ }
> Humgn resource T T : lessors companies Private
provider |
: : il 1 i
1 ] . 1 Public
Sales channels Lo ive and wagon Service provider | Maintenance pro- —
producer compan contractors vider contractors . '\Pﬂom.t;mng
- rovide

Source: RAI, Roland Berger
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n n End-to-end responsibility for railway infrastructure

Roland
Berger l

Due to the lack of holistic responsibility for railway infrastructure,
projects are changed significantly during their development

Infrastructure project development

Responsibilities of RAI L

> |nitiate development of new infrastructure
projects with the goal of providing transport
opportunities

> Consideration based on:
— Customer reach
— Required technology for project
— Available funds
- Ete.

lllustrative

Responsibilities of government ﬁ?.“ﬁ

> Review proposed infrastructure development
projects — Consideration based strongly on budget
limits

> Change technical aspects of project if required

> Approve modified version of project

V-

Slope of tracks

Traction used

DN Q

Final approval given to modified version of original infrastructure project; differences occur for example in:

Location of stations (cheaper property outside of cities)

Route of tracks (e.g. use of tunnels on routes)

Source: RAI, Roland Berger
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H n Introduction of competition

Berge | ‘

Privatization efforts in Iran have often not led to desired increases in

private sector participation and competition

Privatization level in railway activities

Legal target share  Actual share of

Railway-related activities of private sector private sector ~ Competition level
|_ @ Passenger and service wagons (incl. operation) 100% 100% ‘
g lljl\l Freight wagons and operation of freight trains 100% 90%" ()
§ E Locomotives, self-tracks and operation of locomotives 100% 20% )
|_ & Maintenance of fleets and supply of spare parts 100% 100%?) O
— M. Traffic managementand operation of rail networks 100% 0% O
2 @ Machineries to build, maintain and operate rail tracks 100% 50% M
"_3 o Maintenance of track and technical buildings 100% 100% o
.8, Ownership of subsidiary tracks 100% N/A3) N/A3)

@ Repair shops and maintenance depots of fleets 100% 20% @
‘In_ g5 Factories, material supply halls and machinery 100% 0% O
2 Halls for repairing and rebuilding tracks and buildings 100% 0% O
% E‘m Maintenance of buildings (emergency and essential) 100% 100% .
@ Terminals, Decks, Warehouses, Grounds, HVAC 30% 0% Q
I_ [2g] Passenger and freight stations 20% 0% O
|_ Electrical signaling and communication maintenance 100% 100% O
s "‘-'l' Utilization of maneuver operation (shunting) 100% 70% D
g ;& Engineering services and consulting in research projects 80% 50-60% O
|_ F Information Technology 80% 25% ™

1) 50% for operation; 2) 30-40% for spare parts; 3) Subsidiary tracks are automatically transferred to government ownership after 10 — 20 years

@ High level of competition () No competition
Source: 2010 Executive regulation for optimum share of public and private sectors of road and railway activities, Roland Berger analysis

Comments
> Many rail-related

activities have been
privatized through the
2010 Executive
regulation

However, in certain
segments, privatization
has not led to the
desired increase in
competition

Prices for track
maintenance for
example continue to be
high due to the lack of
competition

In practice,
privatization often
functions more as an
outsourcing of tasks
rather than true
privatization
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n n Introduction of competition

For instance, despite the planned privatization of fleet maintenance,
RAI still owns workshops and only partially outsources maintenance

I3vzerﬂtjjlénrf1 . ‘

Structure of Iranian railway system and maintenance and repair network

Before privatization

RAI

Infrastructure and workshop
provider, railway operator,
regulatory authority,
maintenance operator

After privatization (today)

A 4

Provision of infrastructure

- Railway operators

Owners of freight
wagons
> Small share owned by RAI

> Mostly independent private
and other state-owned

Owners of passenger Owners of
wagons locomotives

> Independent privateand > Mostly owned by RAI

state-owned companies > Small share owned by
independent private and

Provision
of reg.

. ; frame-
companies state-owned companies work
Provision of | Manufacturing/ *
maintenance selling of spare
and repair parts
services
Contractors Spare parts suppliers Provision of
Provjsion of highly specialized maintenance and y workshops
repair tasks  Provision of
Subcontractors regulatory
framework

I RAI or RAI-affiliated companies

Source: RAI, Roland Berger

Non RAl-affiliated companies
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n n Lean organization Roland |
Berger

In response to changes in the railway industry, RAI has successfully
reduced the number of employees in affected business areas

Employees by classification [#]

Employee share in HQ [%]
(23% ) (24% ) (23% ) (23% ) (2% ) (23% ) (23% ) (24% ) (24% ) ( 26% )
Employee share in inzones [%]

(7% ) (6% ) (% ) Crr ) (e ) C7r% ) (7w ) (6% ) (76% ) (74% )

12,669

Decrease in
12,338 11,978 employees
[2007-2016]:

9,447

S/4H  Other?)

12,462

Buildings and Installations

193
Wagons

902 \Track

2004 Traction
, ) 2,581 2,399 2,216 2,256 2131 1963 Operation & Movement
__ 374 460
Areas affected by transfer of

1) Includes safety and supervision, IT, training, admin, financial, commercial and marketing

Source: RAI, Roland Berger 180910_RAI_Final_report_v8.pptx | 52



n n Market-oriented organization structure

BerGe | ‘

Nevertheless, RAl's current organization structure still displays
several deficiencies when compared with benchmarked countries

Source: RAI, Roland Berger

General Assembly Auditor and Legal Inspector
GD Safety Board of Directors
and High speed
,?gj'e’;” Supervisio trains Chairman of the Board
n of project and President
Network
Acting President
Project of S:;?::IS Project of Comptrolle| |5 ient's | Staff General
planning e electrificatif | Communic| |rof Office Selection Legal Perf. Mgmt Dept
and safety buildin on of the ation office| | Investment Office Office Bureau Sec‘:)u';it
assurance projectguni routes projects y
DP Development & DP Technical & DP Planning n .
Mgmt. of DP Fleet Affairs Infrastructure and Economy a‘;\g‘rf;::'on = R;al?;ssenger
Resources") of Transportation
' |GDHR & GD Track and Planning & : ] ]
Organizations E | GD Wagons —{ Technical Structures — Budget Bureau | Commerce (Intl. | | GD Station Services
— GD Equipping i GD Communication International Affairs GD Passenger
Financial Sources | GD Traction | and Electric Signaling] | Bureau | GD Movement | | Planning and
[ Supervision |
— GD of welfare and ‘Egg:zigﬁl g*f Fleet GD Builqings and Communications & IT GD Commercial and Project Management
health | Bureau 1 Installations —{ Bureau | Marketing | of Commuter Trains
- GD Finance & Passenger wagons Engineering & Infr. Training and
Properties 1 project unit | Installations | Research Center
GD Procurement and Municioali
Ho o : a pality of Tehran Investment &
Logistics L If;orggmeﬂ‘f;ib#”d'ng | site project unit | Economy of Transport
|| Project of Organizing
Apartments DP = Deputy President; GD = General Director Org. chart does not include regional offices

Status: May 2013

Observed deficiencies
of current organization
structure:

Centralistic structure
with strong president

Lack of CFO (split of
finance function)

No dedicated
strategy department

Weak HR focused
on financial tasks
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n n Market-oriented organization structure Roland
Berger l

Comparison with other countries shows deviations in RAl's organization
structure particularly regarding central functions, e.g., finance, HR

Organizational best practices

Example countries
RAI status Best practice with best practice’)

Centralistic structure
with strong president

> Strong involvement of president with all > Separate leaders dealing with internal
departments and external stakeholders  and external parties (e.g., in Russia) i 5

> Decision power concentrated in > Strong leadership positions to
president challenge CEO

Lack of clear CFO
(split of finance
function)

> Split of finance functions between two > CFO as key position in organization
departments and HR working as internal counterpart to the .] 5

> No clear CFO in organization CEO/president = I

No dedicated strategy
department

> No long-term development plan for RAl > Separate strategy department

> Planning unit mainly concerned with reviewing long-term options for the i

current affairs (up to the following year) ~ €OmPpany (€.g., new strategic
direction, new business areas)

Weak HR focused on
financial tasks

1) Not exhaustive

Source: RAI, Roland Berger

> HR focused solely on two tasks: > HR as key manager of employee ® n
— Sourcing of employees base that administers training and
— Payment of salaries development, ensures compliance .] -

and manages employee relations
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Typical rail organizations show a strong CFO as counterpart to the
operational activities

Deutsche Bahn organizational chart

Managing Board DB AG"
Finance/Control Passenger Transport and
CEO -ling (CFO) Personnel/ HR transport logistics Infrastructure
' . Training and DB Bahn - Long- DB Schenker DB Networks -
CEO's Offica Controlling Development distance Rail Rail
Company Finance and , DB Schenker DB Networks -
development Treasury Services DB Bahn - Sales Logistics Stations
- . DB Bahn - DB Networks -
Auditing Investments Recruiting Commuter Rail Energy
) Tax and Personnel . DB Networks -
Marketing Insurance controlling DB Ariva Construction
I Corporate Real Employment
Communication Estate conditions
Economy and Finance — Personnel -
Politics Passenger Passenger
International Finance — Personnel -
business Infrastructure Infrastructure
Country , Personnel -
Directors Finance — Cargo Cargo
Secretariat

Technology and
services

DB Services

DB System
Technologies

Technology

Purchasing

Safety and
Quality Mgmt.

Environment
Clo

DB International

Compliance

Data privacy
Compliance
Security

Law

1) Managing Board consists of 4 members in total, since the departments Passenger transport and Transport and logistics, as well as CEO and Finance/Controlling are currently occupied

by one person each

Source: Deutsche Bahn, Roland Berger
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Example: Swiss Railways' organization chart contains a strong central
Finance Department led by a CFO who is reporting directly to the CEO

Swiss Railways organization chart

Passenger transport

Regional
transport

Long-distance

transport
Operating

Traffic
management

Sales

Finance

Human
Resources

Development

Communication

Safety

Infrastructure

Planning and
design

Technology
Projects
Maintenance

Operations

Supply chain and
purchasing

Energy and
electricity

Finance

Human
Resources

Development

Communication

Risk, safety,
environment

Source: SBB, Roland Berger

SBB Cargo

Sales

Production

Asset
management

Finance
Human
Resources
Corporate
development
Communication
Quality, safety
and environment

SBB Cargo
International

Real Estate

Portfolio
Management

Development

Property
management

Real Estate Law
RailClean

Finance

Human
Resources

Corporate
development

Communication

Legal

Quality and
safety

| Supervisory Board |

| Executive Director/ CEO |

Finance (led by
CFO)

Corporate
Accounting

Corporate
Controlling

Corporate
Treasury
ZFO

Process and
Project Mgmt.

Insurance

Risk
Management

Shared Service
Organization

Auditor

Human Resources

Personnel Policy

High performers
Employability and
health

Shared Service
Center

Personnel
Development

Corporate
Development

TOP SBBII

Gender
management

Staff

IT

Solution Center
Passenger

Solution Center
Infrastructure

Solution Center
Cargo
Solution Center
for Services
Software
Engineering
Operations
Management

Architecture and
Quality

Corporate
development

Security & Risk
Management

BK=7] SBB CFF FFS

Communication and
Public Affairs

Internal Corporate
Communication Development

External
Communication

Public Affairs and
Regulation

Security

Compliance

Strategy &
Controlling

Brand
management
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The high spans of control of RAl's president and acting president are
another example of structural deficiencies

General Assembly

Board of Directors

Chairman of the Board and President

Dr. Mohammadzadeh

Auditor and Legal Inspector

Acting President
Mr. Khodaei Ahmad

5

Safety General ser- Routes Public Civil Projects President's Staff Legal Office Performance General
improvement | |vices of cen-| | electrification| |Relations Accountancy Office Selection Mr. Ebrahimi Management Dept.,
project unit tral building project unit Mr. Sakari Mr. Fallahi Mr. Gharahi Office Moham- Bureau Security
Mr. project unit Mr. Mojtahed Sadegh Moslem Maijid Mr. Sadegh- madreza Mr. Ahmadi- Mr. Saeidi-
Ghannadan Mr. Darban Hoeseini Mo- Zamani Khah Amjad
Majid Mohammadali hammad Majid

Deputy-President, Deputy-President, Fleet Deputy-President, J . J . X .
Development & Mgt of | Affais Technical & S S e R
Reselices i Slp LA Infrastructure of Transportation Mr. Mohammadi Ebrahim Mr. Mosavi-Dizajei
Mr. Nosrat-Nezami Babak Mr. Yazdani Mazyar : ' i J
Mohammadreza Mr. Rasouli Saeed Mohammadreza

Reporting to President - Management span 1:16

f_< Zagros )—(Lorestan)—( Arak )—Q\zarbaijarb—éhomaleqarb

Shomal )—(Khorasan)—(ShomalsharqD—( Tehran H

Regional
General Depts. (Shomalshaqu)—( Qom )—( Fars )—(Kerman)—( Sharq \—(lonoobshar}?,t—[ Hormozgan)—( Yazd )

(Esfehan )—( Jonoob )

Reporting to Acting President - Management span 1:19

Source: RAI, Roland Berger
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Furthermore, RAI currently has 19 regional offices which report directly
to the Acting President

Organization chart — Regional departments and deep dive example (Khorasan region)

Acting President of RAI

Regional general department directors

(=) o) (=) £

zerbaij

Shoma-

a
n legarb

Hormozg| | Shoma-
] [Shomal] [ an ] [Isharq1] [Tehran]

(3] (Lo Lo remr] (e €

onoobs

) o) () () =)

Example regional organization structure
(Khorasan)
ngﬁg)ng?g? ! IT Group Operations & Passenger In fr;(sefr:g;ure Security
Resources Fleet Deputy Deputy Deputy Department

Source: RAI, Roland Berger

Comments

> Decisions on RAl's strategic
direction are made at HQ

> Regional departments
generally carry out
operations based on
instructions from HQ

> However, the regional
organization structure is
unusual in that regional
offices report directly to
RAI's acting president

> This type of organization
structure places more
power in the hands of
regional department
directors

> |n most European countries
(e.g., Germany,
Switzerland), regional
heads coordinate railway
activities with local and
regional politicians, but do
not get directly involving in
strategic questions for the
rail
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n n Adequate regional organization — Backup Roland | ‘

6,972 posts are occupied in regional organizations — Higher than the
number of employees in HQ

Headcount by regional organization

1,623 1,621
1,448
1,284 213
828 ! 1,144
623 978 1128 1,082 1,034
945 78
802 " 859 790
562 696 651 598
N B 421 427
825795 413 559 321 677
043 264 278 525
482 415 306 300 353 [ 2
338 236 070 Il )35

197 14942120 1130 73

Hormoz- Khor- Tehran Yazd Esf- Shoma- Azar- Shom-Shoma-Jonoob Arak Zagros Sharq Lor-
gan asan ehan Isharq1 baijan al leqgarb
Unoccupied posts [l Occupied posts

Qom Ker- Shoma- Fars Jonoob-
estan man Isharg2 sharq

Source: RAI, Roland Berger 180910_RAI_Final_report_v8.pptx | 59
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A similar structure for regional subunits is also used at JR East

Corporate Planning

Reconstruction
Planning

Shinagawa and
large-scale dev.

Management
Planning

Information
Systems

Investment
Planning

Technology
Planning

International
Department

Railway Operations

Transport Safety

Customer
Service Quality

Marketing

Transport &
Rolling Stock

Facilities

Electrical &
Signal Network

Shinanogawa
Power Station

Board of Directors/
Chairman

Regional offices

Tokyo

Tokyo System
Integration

Tokyo
Construction

Hachioji

Yokohama

Takasaki

Omiya

Chiba

Mito

Morioka

Sendai

Niigata

Akita

Shinkansen

Nagano

Regional offices reporting to President

Tohoku
Construction

Auditor ﬁ

JR-EAST

Construction Finance Personnel Other departments”)

1) Includes Inquiry & Audit, Business Development, IT, Public Relations, Health and Welfare, Legal, Administration, Overseas Offices, Energy Management, Research and Development
and Structural Engineering
Source: JR East, Roland Berger
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Example: In Russia, regional departments report to their counterparts in

HQ instead to the CEO — Similar setup in most other countries

Board of Directors/
Chairman
President/ Management
Board

Transportation & Logistics

Corporate transportation

Rolling stock operation

Terminal and warehouse
complex

Freight railcar logistics

Passenger Transportation

Suburban and long-haul
operation
Rapid-transit and high-
speed transportation

Railway station
management

Repair and maintenance
of rolling stock

Central business units

["| Regional offices

Management bodies of Other passenger
regional divisions services
Loading and Management bodies of
unloading regional divisions
Corporate Railcar rolling stock
transportation depot

Railway stations

Railway Transportation and
Infrastructure

Routine maintenance
and infrastructure repair

Railway transportation
management

Management of traction
rolling stock and crews

Advisory & coordinating
bodies

Management bodies of
regional divisions

Railway station
work org.

Operating
locomotives

Tracks

Signalling and
blocking

Railway stations

Power supply

Track machine
stations

International Engineering
and Construction

Operation of
infrastructure facilities

Mgmt. of int.
infrastructure projects

Social infrastructure

Healthcare services

12790

Russian Rallways

Other departments’)

Similar set-up found at other railway
companies:

BK:Z] SBB CFF FFS

DB) ©BB

1) Includes for example strategy development, traffic safety, risk management, innovations, IT, external relations, etc.
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Also, salary levels at RAI are generally at mid market level
compared to other Iranian companies

Salary comparison

Comments:

> Salaries at RAl are
often lower than for

Average monthly salaries by position at RAl and salary ranges at other Iranian companies [EUR; 2015]

Max rangeinlran  6.230

e . comparable
| | positions at other
i i 4813 comp-anies
| 4263 | F==" 1 > Salarlgs are
| ! | | 2,506 especially low at
| \N\ | - higher-level
| I positions such as
| | | | Deputy General
| o | Director and
| o | ~— r'l' . General Director
! ! l l i | ' |
. . | | | |

Min range in Iran 1.133 991 821 510 | 368 |

Managing General Director Deputy General Head of Expert?
Director Director Experts Group

- Average wage at RAI
1) Includes Experts, Senior Experts and all other positions

Source: RAI, Iran Talent, Roland Berger research and analysis 180910_RAI_Final_report_v8.pptx | 62
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Nevertheless, staff loyalty to RAl is high — However, there is a certain
resistance to change and lack of new ideas in the organization

Contract standards at RAI

T \
m Governmental contract standards Social contract standards @
Formerly used long-term contracts, but no longer in More flexible contract standards which are offered to
use today all new employees

Characteristics: Characteristics:

Currently includes ~70% of employees Currently includes ~30% of all employees

30-year duration 1-year duration

Salaries 20-40% lower than for other type Salaries 20-40% higher than for other type

No longer offered today, but preferred option® Only contract option offered today

-
> Use of governmental contract standards in the past has led to high employee loyalty to RAI and strong informal ties

between employees
> As a result however, there is also a resistance to change established methods
> New leadership joining from other (non-railway) companies often has problems establishing itself at RAI
1) Most current employees on government contracts prefer not to switch over to the higher-paid social contract standards

Source: RAI, Roland Berger 180910_RAI_Final_report_v8.pptx | 63
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High staff loyalty can be seen in the low annual turnover rates

Annual number of employees leaving RAI by exit type [2016-2017]

301
29
16
Bl e 4 3 1 1
Retirement Termination of Resignation Death Redeemed  Transition Mission End of
Service/Turnover outofthe  withoutany  mission in
company rights or company
organizational
row

Natural causes [l Real turnover

1) Based on 9,447 employees during the year 2016

Source: RAI, Roland Berger 180910_RAI_Final_report_v8.pptx | 64
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We identified multiple areas with need for action to improve the current
industry structure and RAl's internal organizational setup and culture

Structure — Main areas with need for action

—
New industry

m m structure should

w @ » provide clear a split
of responsibilities for

Railway industry structure  Organization structure Company culture different
> Unclear separation of > Internal structure not market- > RAl's wages are largely on the stakeholders
responsibilities between rail oriented and falls short of best middle level in comparison to
stakeholders following past practices (e.g., no CFO or other governmental entities RAl's internal
attempts at_privatization and strategy department) and private rail operators organization should
transformation > Highly centralistic organization > Nevertheless, strong informal be adapted to best
> No end-to-end responsibility for structure with a strong ties and high employee loyalty .
infrastructure concentration of power inthe > Resistance to change and practices bas_ed on
> Large influence of politicians on president function lack of new thinking within the the newly defllned
all aspects of RAI's business > Unusual organization of sub- organization strategy and install a
> Heavy reliance on subsidies units concentrating relatively more dynamic
without incentives for efficiency high amount of power within culture with clear
increase regional GDs
> Lack of tition in privatized employee
ack of competition in privatize . L.
business areas incentivization
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For the future of the transformation program, RAI should ensure to

cover both operational activities and "soft aspects”

Past transformation program activities

== Current focus on operational transf. «==«= . Cultural
5 change

L\

Incentives for

Creation of Deputy 5 a
of Planning : employees .
Creation of /
Passenger Deputy
Transformation
Creation of — program
Operation Deputy activities

Transfer of privatized
operational units :

Reduction in

Regulatory ‘I":h
environment \/,

ian i : Communication )
organizational positions = framework ‘

: Change

: : mana§ement

Source: Roland Berger

Exemplary

> Changes done in RAl's
transformation program have
mainly focused on activities
related to operations, e.g.:

— Creation of new positions

— Reduction of headcount in
positions affected by
privatization

> However, cultural success

factors for change also need
to be taken into account in
the future
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We have considered 5 different main criteria in evaluating possible
strategic options for the rail industry structure

Decision criteria for RAl's industry structure

Impact on
regulatory and

legal framework

Clear-cut
interfaces

Level of
competition

Degree of
commer-
cialization

Access to
private capital

Source: Roland Berger

> Easy to build steady state organization and little changes required to current legal and regulatory
structures

> Low regulatory complexity as basis for facilitated future competition

> Straightforward contractual relationships between individual railway actors

> Responsibilities clearly distributed and delineated between different actors

> Extent to which all railway actors are comfortable with their roles

> Effect of industry structure on level of competition in desired areas (e.g., passenger, cargo,
geographical competition)

> Ability of new competitors to operate on their own, without extreme dependence on the incumbent

> Degree of commercial orientation of RAI as result of the industry structure (e.g. from operational
profitability to capital market readiness)

> Level of public support and subsidies required

> Degree to which new railway structure provides incentives for private actors to invest in the railway
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In addition, we consider the four dimension suggested by the
Ministry in analyzing the key topics of the transformation

Key project dimensions and topics

N © ) g
% S = > o o3
O S S o - 7 5 %) cw
> £ 5z o B 2% £3 & £5
2 & &8 & £ §5 23 & &=
Key dimensions | | | | | | | | |
Competition ' ‘ ‘ . ‘ . . ‘ .
Privatization O—0— 00— 0—"0— 00— 00— 00
Liberalization O—0— 0 90— 0 0 o o °
Commercialization O—0—0— 00— 00— 00— 90090

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 68
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We rated the ease of implementation of rail reform success factors
at RAl and their possible impact

Organizational heatmap of RAI's current structural design

Success factors

RAI current status

Ease of implementation

Possible impact on
transformation progress

Separation of regulator from ops.

Limited involvement of politicians

Sufficient subsidization

Appropriate industry model

End-to-end responsibility for infrastr.

Introduction of competition

Lean organization

Market-oriented org. structure

Limited span of control

Adequate regional organization

Competitive wages and staff loyalty

Dynamic corporate culture

- Strong room for improvement / easy implementation / high impact

- Little room for improvement / difficult implementation / low impact

Source: Roland Berger

- Medium room for improvement / medium difficulty of implementation / medium impact
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A.2 Industry structure best
practices across
countries




Bergér | §
To derive the target industry structure we conducted a comprehensive
benchmarking of the railway industry setup in different countries

Approach to benchmarking

Target @« Approach —>0

Derive lessons learned
from eight selected

Analyze setup Assess performance

countries
Shareholder structure - :
E USA and government financing E:rlm?r,\i e UrRilie TETES :>
Canada (infrastructure,
| J J R I Level of
apan : -
Type of railway regulation :> cargo) nvestments :>
i Russia
China : :
Industry structure :> Quality of service :>
5 Germany
.] France Organization of intra- :> Reg_UIatory Asset and employee :>
United Kingdom M0dal competition bodies efficiency

180910_RAI_Final_report_v8.pptx | 71



Berﬂﬁgﬂ ‘
Countries under review account for ca. 80% of global cargo and
50% of passenger traffic volumes

Country selection approach

Global cargo rail traffic (2014): 9,703 bn tkm Global passenger rail traffic (2014): 3,049 bn pkm

Rest of world

China

Rest of world 92-9%

Japan

0
23.8% \\

China Russia

France
Germany

Russia

USA & Canada UK

I Countries under review Rest of the world

Source: Roland Berger, Worldbank, Rail Delivey Group 180910_RAI_Final_report_v8.pptx | 72
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Most countries under review currently have an integrated model, or
recently moved back to one

Overview of structure models in different countries

Structure

Country model Insights

E USA Integrated Separated train path allocation unit, other functions integrated

] Conaca  imtegraied  Organizational separation between construction and operations (recently e-ifegrated)
@ Japan  nfegrated  Prominentintegrated system, especially JR East (isted company)
mmmm Russia  Hybrid Unusual hybrid system with private wagon ownership but integrated traction and infrastructure
B China  Integrated  Moved back to integrated model after negative experiences with separaion
B Germany  Integrated  Holding-companymodel
B B France  ntegrated  Moved back o integrated model in 2016 after negative experiences with separaion
M=% GreatBritain  Separated  Failed privatization of the separate infrastructure company, renationalized in 2002,
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This benchmarking reveals six key lessons learned concerning the
set-up and performance of different railway industry structures

Overview of insights across countries

a. Set-up of railway industry structure

b. Performance of railway industry structure

1 Main railways in all countries under review are
large, vertically integrated companies —
China and France experimented with vertical
separation, but had negative experiences and
reversed

2 A clear separation of duties and
responsibilities between the railway and the
regulatory body can be observed in countries
under review

3 All countries under review have either initiated
privatization or granted access to private
capital

1 Movements towards vertical separation of

infrastructure led to negative consequences
in different countries, including conflicts of
interest, cost increases and efficiency
decreases

Most railways in the countries under review
were able to enhance their employee and
asset efficiency through productivity
increases

Railways in the study are focused on

customer satisfaction, and show high levels
of punctuality
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The main railways in all countries under review are large, vertically
integrated companies

Degree of vertical integration lllustrative

usS, CA

100 O 25

D f Highly R A0
egree 0 ' : .
vertical inte- 80| integrated RZD Russia ‘ MOR Chllna
gration of infra- 124
structure and 60 RAI 410
transpgrt 40
operations -
Highly 9.
201 separated  AMIAK o proiopt
] 0. VIARail .0
1 10 100 1,000 10,000
pkm; tkm; ptkm [bn]
@) Cargo O Mixed O Passenger @ Bubble size indicates own network size (track-km in '000)

1)Y-axis: Share of transport operation on own track: Cargo tkm, Passenger pkm, Mixed ptkm US/CA: Railways operating partly on other railways' tracks RU (RZD): Approx. 50% of cargo
wagons operated by private companies but locomotives operated by RZD: tkm of private wagons split (50% RZD, 50% cargo wagon operator)
Source: Annual Reports of corresponding railways. 180910_RAI_Final_report_v8.pptx | 75
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Railway system of the USAin 2017

Surface Transportation Board
(board of three independent rail experts)

Economic regulator:

> Controls ROl a
posteriori

> Settles disputes

> Rules the DOT/FRA
> Provides gov. funds via DOT/FRA

Department of Transportation (DOT)

l Federal Railroad Administration (FRA) (sub-department)
Installs, Regulates Guided by
but does not safety issues DOT/FRA
instruct STB

Amtrak Office of Inspector General

> Approves M&A
activities

v

Private cargo rail
companies

> Qperate trains and own networks
> |nvest in rail infrastructure and ROS

Source: AAR, FRA, Amtrak, Economist, Roland Berger

(0IG)

Funds Amtrak and Controls use of public
decides on the level funding and quality of
of rail operations operations
>
Amtrak
>

Obliged to provide

own track by law > Provides passenger service mainly on freight

companies' track
> Public service obligation
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Railway system of Canada in 2017

Canadian Government

Roland
Berger l ‘

s part of the
Canadian Government
Competition Transport Canada (TC) Regional
Bureau Ministry of Transport agencies
Sets broad, business Provides overall guidance and Sets federal safety level for all inter- Sets safety
related competitions partly issues new regulations to CTA; regional rail companies regulations for purely
rules CTA not fully independent inner-state rail
operations
Canadian Transportation Agency Transportation Safety Board of Canada
(CTA) (TSB)
Economic regulator Safety regulator
> Regulates infrastructure projects, new entrants and > Enforces and controls safety standards for all rail
takeover in the rail industry (fitness certificate) companies (except inner-state)
> Develops quotas/tariffs for special applications
(western grain revenue cap, inter-switching)")
> Enforces the Canadian Transportation Act
\ 4 v v v
Class | freight rail companies (Canadian Smaller freight rail companies & passenger Short line rail
National Railway & Canadian Pacific Railway) rail companies (largest: Via Rail) operations

> Provide passenger and freight transportation

> Finance, operate and maintain track and ROS disputes

CTA settles  Operate smaller rail systems; cooperate with Class |

companies

Adhere to regional law

Source: CTA, Transport Canada, Rail CAN, Roland Berger
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Railway system of Japan in 2017 — Focus on major JR companies

(three private, three public)

> Provide passenger
transportation on own regional
network (Shinkansen partly
cross-regional)

> Operate and maintain
infrastructure

track access cargo railways

Pay for track . .
Y access Provide cargo transportation
> Finance, operate and maintain

track and ROS

1) Consisting of the legislative, executive and judicial branches of government, including the Cabinet which governs all ministries

Source: JR East, JRTR, MLIT, Roland Berger

> Japanese Government?) .
> Jointly plan > Approves
rail infra- Defines and finances rail services track access
structure charges and
> Government - . rates
approves Ministry of Land, Infrastr(uNcI:It_lll_lr_t)a, Transport and Tourism > Partially
fares subsidizes
Approves track Regulates safety issues certain lines
access charges
\ 4 i l l \ 4
v
JR passenger railways Provide JR Private

passenger railways

> Operate certain smaller lines
on own track
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Railway system of Russia in 2017

Russian Government i

\ v v
Subject of the Antimonopoly Ministry > Ministry of
Federation committee") of Finance . Transportation
Defines budget
Defines Defines |
tariffs tariffs Defines
¢ ¢ strategy
Rostransnadzor, Federal agency of
technical superv. Railway Transport
Supervises safety, issues
licensing and certifications
\ 4 \ 4
Suburban passenger ) JSC "Russian Railways" <

transportation companies _
> Plans and organizes federal

Operates | > Infrastructure development/ownership & traffic management programs
train > Cargo transportation (Federal Freight Company — wagon operator) > Issues regulatory orders
Independent partially > Long-distance passenger transportation
railway — > Locomotives S Independent Cargo
Yakutsk < , _ > Planned and uncoupling repairs (owns repair assets) (Tariff set by RZD) transportation
, > Supervises construction Collects companies
Railways > Issues technical condition fees?) P

1) Federal Antimonopoly Committee has taken over responsibilities of Federal Tariff Agency since July 2015 2) Infra + loco fees

Source: Government of Russian Federation, Roland Berger 180910_RAI_Final_report_v8.pptx | 79
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Railway system of China in 2017

Hierarchy

y 4 T
? State Council of the People's Republic of China

Controller _
MOF" — from equity CRC? <— Planning — MOT?
side ?
Supervision Leading
, and
Standard ¢
\H NRA%
18 regional 3 freight
bureaus companies

\4

> CRC is responsible for central command of the mainline rail transport sector in China, passenger operations and freight transport,
planning of investment and preliminary work

> Established in 2013, CRC is actually controlled by the Ministry of Finance as a Chinese State Solely Owned Enterprise

1) Ministry of Finance  2) China Railways Corporation  3) Ministry of Transport 4) National Railway Administration

Source: China Railways Corporation, Roland Berger 180910_RAI_Final_report_v8.pptx | 80
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Railway system of Germany in 2017

—

Federal network
agency

Federal government/Federal Federal states
Ministry for Transport,
Construction and Urban

Development (BMVBS)

Federal Railways Agency
(subordinated to BMVBS)

> Funding the railway system
> Setting legal framework
> Deciding on privatization

> Commissioning regional
services (through 25 special
transport organizations)

> Monitoring safety on the
standard gauge network

> |ssuing operating permits

> Approving federal government
funds

> Monitoring competition and
network access, esp. in
connection with timetable
preparation, train path
allocation, access to service
facilities, train path charges

100% States Others

DB AG

> Infrastructure construction and operation
> Network timetable preparation
> Provision of passenger and freight services

Source: Deutsche Bahn AG, Eisenbahn-Bundesamt, Roland Berger

New TOCs/FOCs

> Some infrastructure construction and operation
> Provision of passenger and freight services
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Railway system of France in 2017

State/Ministére chargé des transports

Roland
Berger l ‘

B

t R
v v

Train operating companies; Freight operating companies — Mainly SNCF

SNCF Mobilités 4#» SNCF Réseau

> Owns operational assets of SNCF > Trainpath > Owns, administers and maintains rail network
charges > Sets objectives for traffic management,
> Train path functional processes and network maintenance
allocation 5 provides funding, network expansion and
network links

Source: République Frangaise, SNCF, RFF, Sécurité Ferroviaire, Mission Controle ferroviaire, SBB Consulting, Roland Berger

> Awarding licenses \ 4 V
> Involvement in funding )
> Ensuring compliance with Conseils régionaux, Syndicat des Etablissement public de sécurité
allocation appeals) and safety
rules > Involvement in service fundingand > Issuing safety certificates for TOCs
network expansion and infrastructure managers network access
> Control public transport network of > Conducting audits
Paris and coordinate related > Help with preparing safety rules up the market
transport companies and implementing EU regulations

v

Autorité de régulation des activités
ferroviaires et routiéres (ARAFER)

> Ensuring non-discriminatory
> Recommending measures to open

> Supervising train path prices

<

> Determining network density
> Approving extensive expansion work
> Involvement in project funding
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Railway system of the United Kingdom in 2017

Department for Transport/ AN P
Transport Scotland Infrastructure subsidies 2 I I E
Specifying and ("Network Grants")
funding rail
services
Cooperation

— Office of Rail Regulation (ORR) — Monitoring quality and

Regulation, supervision output
> Approving train path
access agreements
> Fixing train path
Monitoring compliance with charges
Awarding franchises, Dept. for Transport
making franchise requirements
payments \ 2 / v
Rolling Stock , > . . . <
Comganies Rolling stock Train operating companies (TOCS),  Train path access Network Rail (NR) <
ROSCO < Freight operating companies (FOCs)
( s) Leasing payments Train path charges
> Provision of > Transportation > Operations and network
rolling stock maintenance

Source: Network Rail, ORR, Roland Berger 180910_RAI_Final_report_v8.pptx | 83



n n Degree of vertical integration
We found strong arguments in favor of vertical integration

Key arguments for vertical integration

An integrated railway allows best for optimum\

resource allocation

Investment decisions usually involve
infrastructure and rolling stock, and therefore
the economically rational decision can be
made only if both areas are considered jointl
and in an unbiased manner

Berge | ‘

Vertical separation leads to high \
additional costs, integrated railways can
operate much more cost efficiently and
can react to the market for
transportation services much more
effectively than can railways that
separated infrastructure and operations

/

VERTICAL INTEGRATION

g

o

Integrated railways balance operation and l\

maintenance toward optimum scheduling
and service level

Track maintenance heavily influences train
delays and costs. Train operation heavily
influences track maintenance requirements.
An optimum can best be reached at an
integrated railway

/

Source: Roland Berger

~

Integrated railways generate
superior customer service
due to much higher speed of
internal decision-making at
integrated rgilways

/
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China experimented with vertical separation, but made negative
experiences and switched back

Experience in China 1998-2002 after vertical separation at pilot railways"

Cost increase > Example: Operations
due to duplication — Scheduling was performed centrally at Ministry of Railways? (MOR);
of functions However, passenger rail operators decided to establish in-house I I
departments, thereby duplicating some existing MOR functions ®
> Example: Administration
— Safety control, public control, labor unions, etc. duplicated similarly Result:
State Council
Conflict of interest > Example: Passenger railways encouraged passengers to buy tickets reintegrated
between railways and on the train rather than at the station in order to reduce infrastructure infrastructure
infrastructure operator access fees (adverse effect for overall system)?) - Missing system and train
integrator to correct adverse effects (no head of integrated railway) operators,
1998-2002
Reduced staff > Example: Gap in salary package between passenger train operators
motivation and infrastructure operators after the reform, which increased the

safety and reliability risks (e.g. safety guards in station and some
railway crossing personnel refused to work) — Missing system
integrator to correct adverse effects

due to unaligned
remuneration systems

1) Zhengzhou, Kunming and Nanchang Passenger Railway; 2) Now defunct, with responsibilities integrated within the Ministries of Transport and China Railway C; 3) Infrastructure fee
based on passenger sales as recorded by ticket sales at stations
Source: Caijing; Dong Daily; People's Daily 180910_RAI_Final_report_v8.pptx | 85
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Roland
Berger |

France also made negative experiences regarding the cooperation
of the two responsible rail parties during vertical separation

Experience in France during vertical separation of rail

> Network maintenance and extension was sluggish due to unclear

Network problems split of responsibilities between the infrastructure owner and rail
due to unclear separation|  operator
of responsibilities > Contradictory views on infrastructure projects led to costly delays

> Network dysfunctions affected quality of service provided to users

i
[

Result:

> Before the reforms, SNCF was responsible for operating the train

Increase in debt network, while RFF was the infrastructure manager
burden of both > SNCF was generally unable to pay back its debts while focusing on
responsible parties improving the service quality of operations

> RFF on the other hand had to take on a larger debt burden than
initially planned, which has increased steadily since 1997

Creation of a
parent public
establishment
responsible for
both
infrastructure

Dysfunctional > The railway suffered from contradictory network philosophies

between the two parties (e.g., RFF wanted to focus on getting more
from the existing network rather than extend it), leading to finger
pointing between the two parties

cooperation
between the two
responsible companies

Source: CSSPF, European Railway Policy, Gouvernement.fr, Roland Berger

and railway
operation
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Due to negative experiences, SNCF switched back to a semi-
Integrated model

SNCF organization structure

Performance

Development &
fin.. operations

Material

Train paths &
Security

Energy

Financial
direction

HR

Legal

Board of Directors/

Chairman
President
SNCF Passengers SNCF Logisitcs
Transilien Geodis
. . Rail transport
Intercity trains for goods
SNCF Voyages Ermewa Group
Stations &
Connections STVA

Source: SNCF, Arafer, Roland Berger

SNCF

Board of Directors/
Chairman

HR Rail system Support functions Flnar]rce strategy & SNCF
reasury
: — Network
| HR Rail Security & Digital & Strategy & L
Quality —__Innovation Finance Board of Directors/
Ethics & o o . Chairman
| Development |[] Audit & Risk | | Communication | "~ Real estate .
[ Security General President
Inspector | Secretary ; X
KEOLIS Shared services Innovation & Corporate
N center industrial perf. functions
France || Engineering & | | HR & General
Projects secretariat
International Finance &
Network access Purchasing
Group corp. ex- : —
ecutive director Traffic |_|Communication &
management Extl. relations
|| Maintenance &
Construction
" Tle-de-France
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UK experimented with vertical separation, but made negative
experiences and slightly revising the model for certain franchises

Experience in UK during vertical separation of railway N L7

. . > The bidding process for franchises gave TOCs") the possibility for
Limited competition I P . g p y

. overly optimistic projections
due to franchise model > During the franchise period there was almost no competition I I
> Open access applications were complicated and time-consuming ®

Result:
Successive re-

> The lack of continuous competition allowed for quasi-monopolistic

High prices pricing, contributing to inefficient allocation of funds introduction of a
despite privatization > Privatization & vertical separation did not result in lower fares; today, vertically
prices are higher (in real terms) than before the separation integrated
railway on a
regional level,
where TOCs are
Rise of public > Public subsidies doubled since privatization also responsible
subsidies for rail > TOCs were only incentivized to undertake investments which paid off for their network

during their franchise period

> Fixed franchise specifications resulted in allocation inefficiency, TOCs
extracted profits without bearing the corresponding risks

network

1) TOC - train operation companies

Source: BBC, ORR, CRESC,, Telegraph 180910_RAI_Final_report_v8.pptx | 88
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All countries under review have either initiated privatization or
granted operators access to private capital

Ownership of train operator and infrastructure operator

CA cargo Key findings
100% 350 > USA & CA: All cargo
° operations fully privatized
Share of - i
80% > JP: Three major passenger
transport ’ USS%JS railways privatized (incl.
operation 60% share of regional
by private JP passenger transportation)
companies  40% RU 389 > RU: Around 50% of freight
[tkm, pkm, 0% (2467 wagons privately owned
4

ptkm] ’ > China: Joint ventures allowing

0% 3.908 |China private financing

O Mixed ® Cargo O Passenger

Share of private infrastructure [track-km]

@ Bubble size indicates transport volume [ptkm bn]

1) RU: Approx. 50% of cargo wagons operated privately, but locomotives operated by RZD — tkm of private wagons split (50% RZD, 50% cargo wagon operator)

Source: China Transportation Yearbook 2000-2010; RZD annual report 2009; Russian Federal Statistics; OECD; CIA Factbook; BTS Annual Statistics Report 2011; RAIL GAN (StatistiésyMLITport v8.pptx | 89
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Staff productivity and its development in the last decade show large
differences across reviewed countries

Development of passenger operational efficiency, 2008-2014/15

2014 =E iI¥l o' il m = J] ==
Passenger traffic [m pkm] (10,742 ) (1300 ) (58102 ) (1,160480) (128,800) ( 88,407 ) ( 83914 ) (62732)
Total Staff [#? (20000 ) (2608 ) (18223 ) (1902500 (835800) (44,349 ) ( 54450 ) ( 54194 )

Staff productivity [m pkm/empl.]? Co5 )(Cos ) (32 )Coe )Co2)C20)C15 )(12)

Staff productivity [2008 = 100]°)

_ 136
140 131 China
120 - 122 122 USA
11(1)6/107 112 / Germany
100 10N 103 = . 109 104k
95 942‘96“ % \L Russia
80 - 88 89 ) Japan
79 France
60 I I I I I I |
2008 2009 2010 2011 2012 2013 2014 2015

1) JR Central for Japan 2) FTE in all organizational areas for Germany, Canada (after 2010) 3) 2009 2 100 for USA, Japan, France; 2010 & 100 for UK

Source: Annual reports of railways, Worldbank, ORR, China Statistical Yearbook, Bureau of Transportation Statistics, Roland Berger 180910_RAI_Final_report_v8.pptx | 90
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Asset efficiency increased most in UK and Japan; China and Russia
have the highest level of asset efficiency

Development of asset efficiency

2014 =E iI¥l o il m = J] ==
Total traffic [m ptkm] (2713478) (353835) (78357 ) (3469149 (2427364) (163.225) (108512) (87132)
Network length [km] (228218) (52131 ) (16,703 ) (66,989 ) (85266 ) (33426 ) (30,013 ) (16,530 )

Asset efficiency [in m tokm/route-km] (1189 ) ( 679 ) ( 469 ) (5179 ) (2847 ) (488 ) ( 362 ) ( 527 )
Asset efficiency [2008 = 100]

_ 136
140 134 UK
124
120 12— —— Japan
120 -~ 113 Canada
104/ 1\08\ / —— Germany
100 % /93 ——96 )101 USA

90 < 1 i0——"%

80 - 9232>< 8§ Russia
France
60 7I1 | | T T |
2008 2009 2010 2011 2012 2013 2014

Source: Annual reports of railways, Worldbank, China Statisical Yearbook, Bureau of Transportation Statistics, Federal State Service Statistics, Network Rail 180910_RAI_Final_report_v8.pptx | 91
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Most railways under review have improved or maintained very high
rates of punctuality

Punctuality development?

Average delay per train for JR

Share of trains considered as punctual [%] Central [seconds]
95 95 95 94 94 95 36 36 36
9 =0 = R gy
83 82 89 88 30
7 79
80 79 74 74
1= 76
68 70 68 68
: 12
In Iran, only 75% of trains follow
@ timetables, and there is no
official measure for punctuality
2011 2012 2013 2014 2015 2016 2011 2012 2013 2014 2015
== == : SNCF Long-distance DB Regional USA (Amtrak)
SNCF Regional DB Cargo
DB Long-distance UK (Al TOCs)

1) Punctuality: France/SNCF: <5 min late at destination; Germany/DB: <6 min late (for every stop); UK: delay <5min/<10min for regional/long distance trains; USA/Amtrak: Buffer 10 min <
250 miles — 30 min >550 miles; Japan/JR Central: multiples of 6 sec.

Source: SNCF, DB, JR Central, Amtrak, ORR, Roland Berger 180910_RAI_Final_report_v8.pptx | 92
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Based on the organizational need for action and gap to best
practices, we identified four structural design principles for RAI

Structural design principles for RAl and industry

Regulatory responsibilities

> Should the regulator be split from the infrastructure owner?

> Who should take over regulatory responsibilities for the railway in
each area, e.g.:

- Safety
— Economy
— Competition

Commercialization and subsidies

> Which areas of the rail industry should receive subsidies?

> How should subsidies be structured to encourage efficiency
increases

> How can RAI ensure the optimal degree of commercialization?

Key questions to be answered for structural design principles in next phase

> How should RAI approach the possibility of privatization?
> Which parts of the business can or should be privatized?

> What are quick win areas to increase the influx of private capital
(e.g., "lighthouse" station projects)

Privatization

Source: Roland Berger

> Should infrastructure be integrated with operations?

> What should the competitive environment be for each part of the
rail industry, e.g.:

— Passenger (high speed, commuter...)
- Cargo
- Wagons

Integration of infrastructure

180910_RAI_Final_report_v8.pptx | 93
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A.3 Definition of Iranian
railway industry
structure




engDhérq. ‘
The target structure for the railway industry in Iran was defined by
following key four guiding questions

Framework for developing target railway structure of Iran

Privati- || Commer- || Libera- || Compe-
zation ||cialization|| lization || tition

Target role split What is the role of each entity for the
and regulatory railway system and who should take

responsibilities over regulatory responsibility?

Integration of What is the degree of integration
infrastructure and  between infrastructure and operations?
competition What is the right level of competition?

Privatization the railway system, and should RAI
target (partial) privatization to do so?

What degree of commercialization do
Commercialization we envision, which business areas of
and subsidies rail should receive subsidies, and how
can they be structured?

3 How can private capital be injected into

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 95
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The target structure for the railway industry in Iran was defined by
following key four guiding questions

Framework for developing target railway structure of Iran

Target role split
and regulatory
responsibilities

What is the role of each entity for the
railway system and who should take
over regulatory responsibility?

Privati-
zation

Commer-
cialization

Libera-
lization

Compe-
tition

5

Integration of
infrastructure and
competition

1
2
3 prvatization
4

Commercialization
and subsidies

What is the degree of integration
between infrastructure and operations?
What is the right level of competition?

How can private capital be injected into
the railway system, and should RAI
target (partial) privatization to do so?

What degree of commercialization do
we envision, which business areas of
rail should receive subsidies, and how
can they be structured?

Source: Roland Berger
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Based on best practices, the future railway industry structure for Iran
should consist of three main levels, rail office should be

Proposed railway industry structure for Iran — Not exhaustive

setting and

financing > Pass new railway legislation

Economic Council / Management and Planning

Ministry of Roads & Urban Development of Iran

Organization of Iran
> Create and approve general transport master plan and policy =~ > Pre-approve rail investment plans and rail subsidies

> Create specific policies for rail industry

J
arbitration > Monitor compliance with key regulatory rules, e.g. on safety, > Review regulatory decisions > Antitrust regulator and
and rulings pricing and technological requirements if prompted competition authority for

> Monitor compliance of all operators with rules > Contains members of both all sectors
RAI and private operators

Infrast_ructure Islamic Republic of Iran Railways (RAI) Other passenger and freight operator companies
operations and

train operations > Provide, maintain and extend rail network > Conduct cargo and passenger operations

> Conduct operations in cargo and passenger, including capital-
intensive new businesses

[ Existingentty [ New entity
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 97




Target role split and regulatory responsibilities Roland
Kl arget role sp gulatory resp Badie [‘

According to RAl top manager’s decision, in the target model rail
office is a subsidiary of a deputy of transportation in the Ministry

Proposed railway industry structure for Iran — Not exhaustive RAI decision
setting and

financing > Pass new railway legislation

Ministry of Roads & Urban Development of Iran ST G L R B Eel (7 E i

Organization of Iran
> Pre-approve rail investment plans and rail subsidies

> Create and approve general transport master plan and policy

Deputy of Transportation

> Create specific policies for rail industry

bodies,

arbitration > Monitor compliance with key regulatory rules, e.g. on safety, > Review regulatory decisions > Antitrust regulator and
and rulings pricing and technological requirements if prompted competition authority for
> Monitor compliance of all operators with rules > Contains members of both all sectors

RAI and private operators

Infrast!'ucture Islamic Republic of Iran Railways (RAI) Other passenger and freight operator companies
operations and

train operations > Provide, maintain and extend rail network > Conduct cargo and passenger operations

> Conduct operations in cargo and passenger, including capital-
intensive new businesses

Source: Roland Berger [0 Existing entity [ New entity 180910_RAI_Final_report_v8.pptx | 98
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We suggest establishing a strong, separate 'Rail Office' within the
Ministry of Roads & Urban Development

Proposed transport policy landscape for railways in Iran

Affiliated organizations and companies

RAI decision

1. The National Org. of Land and Housing
|
7.RAI
Rail Office
15. IRRA
16. Arbitration council (only part-time)

| | | | | |
Bureau of Center for Bureau of Protection Center for Center for
Perf. Mgmt. Communi- International and Security ~ Assemblies Development
and Citizens'  cation and Affairs Center Affairs and and Strategic
Rights Information Contracts Policies

| | | |

Department of Department of
Human Resource Resource Planning
Management and and Management
Development

Source: Ministry of Roads and Urban Development, RAI, Roland Berger

Recommendations

> Create separate Rail Office
under Deputy of
Transportation as lean but
powerful unit with <20 FTE
(analogous to Civil Aviation
Authority)

> Rail Office responsibilities
should include specific rail
related issues and policy-
making and planning in rail
transportation

> Department of Transport
responsibilities include
general transport policy and
overseeing all transport modes
based on country's overall
transport needs
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Summary of responsibilities of entities involved in Iran's railway
landscape

_ > Approve legislation regarding Iran's o > Approve national transport strategy to govern
Iranian railway environment Ministry of how railways will be developed and operated
Parliament ine i Roads & Urban il

> Approve amount of subsidies given to > Qversee rail industry structure and approve
railway Development changes to participating entities
> Pass legislation based on decisions taken ©f Iran > Supervise state-owned railway entities
by regulatory body
) . > Administer economic, technical, safety o > Ensure that passed regulation does not unduly
Islamic Republic and environmental regulation for railways ~ Arbitration favor specific operators

of Iran Railway committee

> Monitor compliance of all operators with > Arbitrate claims by operators that believe they
Regulatory regulation have been unfairly treated by the regulator

Authority (IRRA) > Launch investigations into railway
incidents to determine if regulations were
followed
> Consider and approve changes to > Carry out decisions taken by General Assembly
RAI G I
Assen?gl(;ra company bylaws RAI CEQ > Manage operational company affairs
> Decide on strategic direction of RAI > Appoint and dismiss employees of the company
> Approve balance sheet, P&L and budget and define scope of their jobs
of RAI

> Select members of the board and CEO

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 100
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Separation of regulatory responsibilities is essential to focus RAI on
operational business and facilitating a competitive market

Role of regulator in different environment

Regulatory power with incumbent

Regulatory power split into

railways separate entity
Market > Railways run by ministries or as governmental > Countries wishing to increase third-party access to
Environment  companies railway tracks and business focus of railway companies
‘ > Qccurs in many formerly planned economies such as > Applied in USA, Japan, and most EU countries since
U India, China and Russia") railway reform was passed
Role of > Aid railway in achieving targets set by governmental > Control behavior of monopolistic infrastructure provider

regulator actors

> Often results in conflicts of interest and difficulties for
[a
4

higher tariffs

— Profitable business can be reserved for the incumbent
operator by the regulator

> Disfavors the entrance of new competitors

> Promote healthy competition between incumbent
and new entrants by:

— Ensuring non-discriminatory rules and access
charges and aiding appeals of different operators

— Taking action against market distortions
— Preventing unfair advantages of new entrants

> Business focus diluted by fulfilment of governmental

new operators to work under ideal conditions, e.g.:
Business
tasks

— Regulator wants lower tariffs while operator wants
focus

> Decision making blurred due to conflicting interests
1) Russia currently moving towards limiting regulator

Source: EUR-Lex, Public Private Partnership Infrastructure Advisory Facility, Roland Berger

> Remove governmental mindset from railways and
introduce business-oriented culture
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Most regulators take over tasks in four different areas — Same scope
suggested for Iran's regulator

Usual scope of regulatory body lllustrative
Economic > Rules on industry entry and competitive environment
L > Pricing of rail services
. > Access to infrastructure, including track access charges
> Decision on subsidization levels (together with Management and Planning Organization of Iran)
Safety > Preparation of safety requirements and supervision of their adherence
> |ssuance of safety certificate
> Compliance and incident investigation
Technical > Technical norms and standards to ensure an integrated and safe rail infrastructure

% > Licensing of train operators and other technical jobs

> Setting of technical and maintenance standards for wagons and locomotives

Environmental > Assess impact of rail transport on rail corridor communities and other impacts such as carbon

emissions
“ > Set environmental standards to be followed by rail industry companies
[

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 102
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A new regulator should be established with departments split by
their regulatory function

Proposed high-level organization chart for IRRA

Islamic Republic of Iran Railway Business
Regulatory Authority (IRRA)" administration

Department of Department of Department of safety Environment and Financin
technical regulation? economic regulation regulation passenger rights g
> Consolidates technical > Ensure compliance > Consolidates safety > Ensure compliance > -
standards to ensure an. with rules on industry requirements and with environmental
integrated and safe rail infrastr. - g4 and competitive supervision of their standards to be
and oper. (incl. technical and ; . :
maintenance standards for environment (incl. non adherence followed by rail
wagons and locomotives) dlscrlmlnatory access > |ssuance of safety companies
> Licensing of train operators aﬁd track atc cess certificates > The Parliament is in charge of approving the laws
f;ﬂvzw;c}ﬁ:ﬂ;'cal jobsinthe arFJe Sy em) > Compliance and that are prepared by the Rail office. The regulator
. Ensure compliance of network > Manltor_compll_ar_\ce of incident investigation, can only define implementation provision for the
olans with ofher regulation re{[[hserl\llcestprltzl[ng issuance of penalties laws and monitor as well ensure compliance
With relevant policies in case of non > In technical regulation issues, the regulator should
adherence approve changes to rules and regulations
following applications by railway companies (incl.
o . RAI).
;g ﬁ\zrugdr;g;tﬁg ﬁg&g{fﬁgﬂfgggsted in beginning phase - to be validated S Impiprtanttlaws can only be approved by the
parliamen

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 103
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Islamic Republic of Iran Railway Regulatory Authority (IRRA)
organization structure will consist of 6 main departments

Detailed organization chart for IRRA

Press, public and "
international affairs Auditing
[ I I I | ]
DEPARTMENT OF DEPARTMENT OF
TECHNICAL ECONOMIC DEPARTMENT OF ENVIRONMENT AND FINANCING BUSINESS
REGULATION REGULATION SAFETY REGULATION || PASSENGER RIGHTS ADMINISTRATION
=== ====== [ l S 1 e | I bl =T T =-=-============ -
Network regulation and i i Economic foundations, Civil engineering and Envi tal, noise acti ) ) '
Infrastructure Vehicles and operations market monitoring, statistics | || s&\ge(resq%g?;lgg " plg\lq;?:g;n e MRS EEN | 1| Raiway network Finance and controling
Construction supervision, Approval of passenger and cargo Access to rail infrastructure
i trains, traction vehicles und " : ~
— Approvals and supervision M ancils Cae i k services facilities and | Rail control Passenger rights, tariff | Freight t it
of large-scale projects g?rfclgfsrya\r/:!hklggisésmSpecnon services &l conte monitoring reignt transpo Legal

Construction supervision,
Approvals and supervision
signaling and electric

1
1
1
]

o
1
1
1
1
1

H
1
1
1
1
V| Tariffs for rail infrastructure,

- service facilities and
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

—{ Supervision of vehicles

Incident investigation '— Passenger transport .
services Risk management und

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
|
1
Approvals of tank wagons, ||
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

equipment management support
| | Planning and capacity | | hazardous materials
supervision transportation, work and .
environmental safety Information technology
) Supervision operations (HR,
| Large-scale projects  aemy) ( Other admin (Library,
- Language Service, Facility
1| management)
|
1
1
1
|
1
~45FTE ~35FTE ~30 FTE '~20 FTE
_______________________________________ N

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 104
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The activities of the new regulator will complement those of the
existing competition council

Responsibilities of IRRA, Competition council and Administrative Justice Court

Responsibilities of IRRA

Responsibilities of Administrative
Justice Court

Responsibilities of Competition
council

> Define general rules on how private
operators can enter the railway
system

> Analyze competitive situation within
the rail sector with regards to:

— Market shares of rail competitors
— Cartel formation

— Biased regulation favoring one
competitor over others

— Scheduling of routes

— Determination of track access
charges

- Etc.

Source: Roland Berger

> Addressing complaints, grievances, and
protests by people against officials and
governmental departments and
governmental regulations

> The complaints and protests of
government units are in no way subject to
the jurisdiction by the Administrative
Justice Divisions

> Administrative Justice Court, consist of the
primary branches (currently 50 primitive
branches in the Supreme Court exist), The
Appeals Committee, The General Board
and Specialized delegations

> Act as competent authority for examining

and ruling on general anti-competitive
practices across sectors

Analyze competitive situation in all
sectors of the economy with regards to:

— Market shares
— Cartel formation
— Price collusion and anti-trust issues

Conduct investigations into anti-
competitive practices based on private
complains or on its own initiative

Approve competition guidelines and
instructions

Advise government on bills concerning
competition issues

180910_RAI_Final_report_v8.pptx | 105



Target role split and requlatory responsibilities Roland
n 9 p 9 y resp El'gerl ‘

Due to the nature of Iran's government, we also recommend the
installation of a separate regulatory arbitration council

Rationale for establishment of Railway Arbitration Council

Recommendations

> Separate arbitration council
necessary in regulatory
environment as under Iranian
law, government entities
cannot file suit against each
other — Existing arbitration
chambers? would not allow
RAI to file suit against
governmental entities

Deputy of
transportation, Ministry of

road and urban
development

, . . Government > Both private operators and
Representative Refprejsetntatn./le Refprejsetntatn./le Refpl\r/le_s_ertltatl\]/ce representative RAI can file complaints
of RAI orprivate ral orprivate ral orviinistry © (e.g. Minister of against regulatory decisions

operator 1 operator 2 Justice that they consider unfair

transport) ) . .
> Railway Arbitration Council
Members of railway arbitration council comes together to de'C|de on
new regulation only in case a
> Railway Arbitration Council gathered only a few times a year corpplamt hgs bgen filed _
> Secretariat of the Railway Arbitration Council could be located in the Rail office > Railway Arbitration Council to

be located under responsibility
of Deputy of transportation,
but without direct influence of
Minister on decisions

> Size of the secretariat is 2-3 people

1) Non-permanent body that does not consist of full-time employees 2) Administrative Justice Court and Arbitration Center of Iran Chamber
(ACIC)

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 106



n Target role split and regulatory responsibilities Backup Berﬁﬁgﬁ l ‘

In general, countries follow one of three different regulatory
approaches

Options for regulatory models

Several distinct

Operator as regulator Single distinct regulator regulators
Description > Railway operator also acts > One distinct entity is set > Several distinct entities

as a regulatory body up (separately from the are set up (separately from

> Generally only used for operator) to take care of the operator) to take care of
emerging railways before regulatory responsibilities regulatory responsibilities
full maturity > However, setting of > For example, split between

> Beneficial for quick set-up of regulations and inspections safety and economic
a new railway may still be separate regulator common - In

Canada, Transportation
Safety Board acts as safety
regulator, and Canada
Transportation Agency as
economic regulator

s  — EJ o E= «]
[ —
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n Target role split and regulatory responsibilities

Backup

Roland
Berger . ‘

In Switzerland, the Federal Office of Transport is the sole
responsible for regulating the railway system

Rail regulation — Switzerland

Setting of
regulatory
framework

Federal Office for Transport (FOT) (part of Department for the Environment,
Transport, Energy and Communication)

> Fixing train path prices and approving network access (economic regulation)
> Safety certification (SiBe) (safety regulation)

> Concession authority

> Licensing of train operators

Arbitration and
rulings

Railway Arbitration SN Al
yA Commission (WEKO)/ Administrative
Commission (SKE) :
price watchdog Court

> Ruling on network-
access disputes

> Competition watchdog
> Pricing-abuse watchdog

> Hearing appeals
against SKE
rulings

Infrastructure
operations and
train operations

Train operations (including Swiss Federal Railways SBB, BLS AG and other
TOCs)

> Provision of passenger and freight services
> Infrastructure construction and operations
> Preparing network timetable)

1) Done by the Trassenvergabestelle, a not-for-profit company owned by SBB, BLS, SOB and VoV

Source: Federal Office of Transport, Roland Berger

Advantages

> Creates clear
interfaces and contact
authority for all players
in railway industry

> Regulator can act as
one-stop-shop for all
regulatory needs

> Easier set-up of
regulatory landscape

Disadvantages

> Concentrates
significant decision
power in the hands of a
single authority

180910_RAI_Final_report_v8.pptx | 108



n Target role split and regulatory responsibilities Backup

Roland
Berger .

In Germany on the other hand, multiple entities take care of different

regulatory tasks

Rail regulation — Germany

Federal Ministry for Transport and Federal network
Regulatory Digital Infrastructure (BMVI) agency (Bundesnetzagentur)
responsibilities , o _ _ o -
> Joint decision on funding of railway > Monitoring of competition, path
system with Ministry of Finance charges and network access

> Decision on privatization
> Setting legal framework

Federal Railway Authority (EBA -
subordinated to BMVI)

> Definition and supervision of
technical standards and safety

regulations
Infrastructure DB AG and other TOCs/FOCs
operations and
train operations > Infrastructure construction and operation

> Network timetable preparation
> Provision of passenger and freight services

Source: Entity websites, Roland Berger

—

Advantages

> Allows stronger focus
of each regulator on its
area of expertise

Disadvantages

> Additional difficulty of
properly dividing
regulatory areas into
different entities

> May lead to disputes
and conflicting
decisions between
different authorities
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The second question addresses the integration of infrastructure
operations and train operations as well as the competitive environment

Framework for developing target railway structure of Iran

Privati-
zation

Commer- || Libera- || Compe-
cialization|| lization || tition

Target role split
and regulatory
responsibilities

What is the role of each entity for the
railway system and who should take
over regulatory responsibility?

Integration of
infrastructure and
competition

What is the degree of integration
between infrastructure and operations?
What is the right level of competition?

Privatization

Commercialization
and subsidies

= o NN -

How can private capital be injected into
the railway system, and should RAI
target (partial) privatization to do so?

What degree of commercialization do
we envision, which business areas of
rail should receive subsidies, and how
can they be structured?

Source: Roland Berger
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n Integration of infrastructure and competition

Roland
Berger l ‘

Three high-level options exist for the decision on integrating
infrastructure operations and train operations

Infrastructure options — Overview

Full integration/Holding

Hybrid model

Separation

Definition > Railway with integrated > Railway with separate > Infrastructure as fully
infrastructure and infrastructure and independent business
operations business operations business without any direct link to
(including holding models) > Traction and infrastructure operators

> P&Ls for infrastructure and integrated within the same > Main objective often to
operations can be separate business create on-track competition,
or integrated with several operating

> Infrastructure can be a cost companies competing on
center or a profit center the network

Usual > Railways with two > Railways attempting to inject > Contexts where main

environment

sophisticated entities for
operations and network

private capital into the
system

objective is to enable on-
track competition and drive
down prices

Example
countries

Source: Roland Berger

== BN
El _ 11

— I
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n Integration of infrastructure and competition

Roland
Berger l

Cargo competition in Iran is healthy, but operators are suffering from
low number of locomotives in the network

Current competitive landscape for Iran — Cargo

Cargo rail — Share of ton kilometers [%, 2005-2016]

Comments

Toka Rail
21%
Others
35%
13% Bahtash
Sepahan
5% o
Parsian Intl. 6% 12% .
Transport. Dev. Co. 0 FooladRail Jonub

10%
Railway Transportation

Asia Seir Aras

Source: Roland Berger

> An open access model is currently used for
cargo operations in Iran

> Competition for cargo operations in Iran is
healthy

> However, cargo operators are stunted by RAl's
ownership of locomotives

— QOverall locomotive capacity is too low, with
long wait times

— There are no timetables for locomotives,
making it impossible to plan ahead

Current hybrid model is decreasing

competitiveness of rail cargo sector
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n Integration of infrastructure and competition Roland
Berger |

RAJA is currently the main passenger rail provider, but the market is
fragmented, complicating the decision on the right industry structure

Current competitive landscape for Iran — Passenger

Passenger rail - Share of passengers transported

[%, 2015-2016] Comments
NoorAIReza  (nerst) > After being spun off from RAI, RAJAis still
Vania Rail 3% o responsible for the great majority of passengers
- Joopar 49 °% 6% transported in Iran
Sﬁar'ghian 5% > Due to the large number of passenger transport
Boniyad 4o, companies, quality of travel differs highly with
’ respect to:
Mahtab — Travel times
Seiyr Jam % — Punctuality

— Modernity of train and travel comfort

> As a result, it is difficult to properly market the
advantages of rail transportation, and rail
passenger transport suffers from a poor image

" a

RAJA Rail Competitive landscape for passenger
Transportation Co. transport is too scattered to be efficient

1) Includes Rail Tarabar-e Saba, Raad Tabriz, Rai Seiyr Kosar, Rah-Ahan Haml-o-Naghl, Hastia and Rail Pardaz
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n Integration of infrastructure and competition

Berge | ‘

We recommend that Iran Rail move at least partially towards an
Integrated model

Infrastructure options — Advantages and disadvantages

Advantages

ntegration

Hybrid model

Separation

>

Network maintenance,
extensions and operations
managed by one party

Reduced costs and fewer
interfaces required

> Strong, united company culture
> Optimal scheduling and service

level

> Avoids pitfalls of extreme
models

> Low ramp-up costs for RAI
> Provides way to quickly inject

private capital while maintaining

flexibility for future changes

> High performance transparency
for stand-alone companies

> Allows targeted allocation of
subsidies

> Positive effect on competition in
ideal cases

Disadvantages

Meaning for RAI
and conclusion

Source: Roland Berger

Danger of bureaucracy and
dependence on single company

> Fewer incentives for competition
> Limited access of private capital

> Limited (although positive) effect

on competition due to large
dependency of operators on
incumbent

> QOperation of multiple units not
possible (trend towards MUs)
V-

> Rail companies with strong
capital base required to increase
competition

> Complex regulatory environment

due to the set-up of separate
companies

Possible option; degree of
integration of infrastructure

operations and train operations
to be determined

Possible option, but unlikely to
bring strong positive change in
the railway industry as it is RAl's
current model

Not recommended, as it turns
RAl into a pure infrastructure
provider, and is unlikely to
promote competition
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n Integration of infrastructure and competition Roland
Berger

Going forward, the private sector will have more weight in operations —
RAI to focus on infrastructure, high-speed and commuter rail

Target operational and competitive landscape for Iran

Comments
. > RAI will act as infrastructure
Infrastructure ML Stations provider and develop
operations operations that require large

upfront investments (high-
speed rail, commuter rail)

> |n addition, RAI will take the
lead on developing potential

A new rail businesses (dry
L. ports, innovative mobility)
Train > Regular passenger operations
. and cargo operations
operations conducted also by
companies other than RAI
(except for special cargo)
> Private cargo operators to
have a choice between
purchasing locomotives or
forwarding cargo with RAI's
traction (as in current model)

RAI responsibility Competitive field

Infrastructure operations | Passenger operations and traction """ Cargo operations and traction —¥» Access charge payments
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 115



n Integration of infrastructure and competition

Roland
Berger .

The proposed target model avoids operational problems of the
current model as well as disadvantages of a fully separated model

Assessment of different target models

Problems of current model

Reasons for recommended model

Disadvantages of full separation

Cargo

> Cargo operators are often stunted by
RAI's ownership of locomotives

— Overall locomotive capacity is too
low, with long wait times

— There are no timetables for
locomotives, making it impossible to
plan ahead

> Competitors occupy only a low part of
the value chain (wagons), with little
ability for competitive differentiation

Passenger

> Fragmented market with many small
operators, making it difficult to achieve
network effects

> Highly divergent quality of transport
between operators

> Continues initial steps of the rail reform in
liberalizing market and increasing
competitiveness:

— Allows competition on higher part of
the value chain

— Leaves choice for current cargo
operators to remain forwarders or
acquire traction

> Allows push for development of railway
by leaving capital-intensive and
prominent areas (e.g., commuter, high-
speed rail) in RAI's hands

> Existing reform steps should not be
turned back if not necessary

- RAJA to remain as main passenger
operator

— No buy-back of wagons required (as in
a fully integrated model)

> Turning into mere infrastructure
provider would decrease the
significance of RAI, making it more
difficult to unite its people behind a
common vision

> Negative experiences with
infrastructure following separation,
e.g.
— Divergent interest of operators and
network providers in the development
of infrastructure

> Negative experiences with train
operations following separation, e.g.:

— No significant improvement in traffic
volumes

— No increase in competition without
additional push from state
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n Integration of infrastructure and competition

Berge | ‘

We suggest an integrated operational model for passenger business,
while leaving multiple competitive options for cargo operators

Operational options for private competitors to RAI

Full operator

Wagon renters

Forwarders
(current model in Iran)

Description > Private operators own both > Companies specializing in > Private operators that only own
traction and wagons/coaches renting out their wagons to wagons/coaches
> Would allow private operators to industry clients or rail operators > Operators rent traction from
become full-fledged > Wagon renters often own different railway company
competitors specia!ized wagon .for cargo > Not typically practiced in
> However, higher capital base opera.tlons (e.g., minerals, passenger rail settings, but
and technical knowledge chemicals) viable option that is used
required to start operations worldwide in specialized
cargo
Examples Numerous passenger new entrants GATX and VTG Rail Transfesa and STVA (both
in Europe (e.g., BLS in m specialized in automotive)
Switzerland) and most US cargo 2VTG
ailways ) d — il wooosns S = rpaneresa  STVA
V-
Conclusion

Source: Roland Berger

Recommended for LD passenger
operators and as a possible
option for cargo operators

Recommended as a possible

option for private cargo
operators

Recommended as a possible

option for private cargo
operators

180910_RAI_Final_report_v8.pptx | 117



n Integration of infrastructure and competition

Roland
Berger .

We recommend to quickly move away from the current hybrid model to
an integrated passenger model and a flexible operating model in cargo

Key actions required

Action

Description

infrastructure from

1 Don't separate
operations

Move away from
current form of
hybrid model

models for cargo
and passenger
operations

Allow competitive
train operations
wherever possible

3 Establish different

Source: Roland Berger

A fully separated model is not recommended for Iran due to the
importance of a strong railway company and negative international
experiences from its implementation (e.g., lack of infrastructure maintenance,
neutral effect on operational metrics)

The currently used hybrid model (in which private operators cannot own
traction) leads to operational problems and facilitates competition only on a
low part of the value chain, leaving competitors with few possibilities to
differentiate themselves

Cargo and passenger businesses in rail have different requirements (e.g., with
regards to required support) and there should be differentiated models of
traction ownership between the two

While RAI retains capital-intensive business lines to push modernization of
the railway, private operators should have freedom to take over most
competitive operations, including long-distance passenger and most cargo
operations (with a choice between owning traction or acting as forwarders)

N N N L
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Berer | §
The third question addresses the different options and timelines for a
potential privatization of RAI

Framework for developing target railway structure of Iran

Privati- || Commer- || Libera- || Compe-
zation ||cialization|| lization || tition

Target role split What is the role of each entity for the
and regulatory railway system and who should take

responsibilities over regulatory responsibility?

Integration of What is the degree of integration
infrastructure and  between infrastructure and operations?
competition What is the right level of competition?

Privatization the railway system, and should RAI
target (partial) privatization to do so?

What degree of commercialization do
Commercialization we envision, which business areas of
and subsidies rail should receive subsidies, and how
can they be structured?

3 How can private capital be injected into

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 119



n Privatization

Berge | ‘

We recommend to aim at increasing the amount of private competition
and further privatizing specific functions of RAI

Options for privatization

Private competition

Outsourcing and spin-off
of functions

Full privatization of RAI

Description > Enabling private competitors to > Targeted outsourcing of selected > Full privatization of RAI
participate in new rail sectors or business lines (including operations and
parts of the value chain > Can be used as measure to infrastructure) and listing on the
> Increases competitive inject private capital in stock market
pressure and share of wallet of generally profitable business > In theory highest potential for
private operators areas efficiency gains and competitive
pressures
> However, difficult to establish
in subsidized railway system
Example > Allowing private operators to > Building stations through PPP > Sale of RAI shares on the public
own traction > Outsourcing of commuter rail stock market
> Liberalizing areas formerly operations in the future
dominated by RAI
V-
Conclusion Positive consequence of past Recommended to implement Not recommended for the time

Source: Roland Berger

actions; expected to improve

the position of private players
on the value chain

for selected high-impact
functions which can increase the
amount of private capital in rail

being, as railway industry needs
to be developed further first
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n Privatization

RAI and RAJA are currently government-owned, along with major
infrastructure construction company Ballast

Current legal status of railway companies

Berge | ‘

Govern- Ministry of Roads ( ) Social Security
mental & Urban Development Iran Organization of Iran (ISSO)
owners Parent/ affiliated v
entity of RAI Tourism Holding of
Social Security Organization
Promotes cooperation
between held
companies?
Private
owners Tehran Stock Exchange
100% of shares
privately owned
A 4 \ 4 v
Operations | Islamic Republic of Iran {4 RAJA (passenger Ballast (infrastructure @
companies | Railways (RAI) %‘ transport operator) W construction
and maintenance) SALLAST

1) Held companies include RAJA, Homa Hotel Group, Abadgaran Iran Tourism & Welfare Complex, Anzali Dehkadeh Saheli Residential Complex, Refah Gostar of Social Security
Organization, Iran Touring and Tourism Investment Company and Tamin International Travel Tourist Services Company

Source: Entity websites, Iranian Privatization Organization, RAI, Roland Berger
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n Privatization Backup EI’FEEF l ‘

Britain previously attempted privatization of infrastructure operations
with negative results

Results of privatization of British Rail in the UK S L

British Rail Railtrack's problems

privatization period > Failure to control costs and keep to
schedule on major structural projects

1,000 - 988 949 > Lack of investment in rail networks due to
the perception that there was not a
792 800 growing public demand for railway usage,
800 - 743 /\W 799 which was later proven false
W 686 34 \.658 > Ongoing public dissatisfaction due to
609 increasingly complex pricing system and
600 4 7 \ four serious accidents post-privatization
\ (e.g., Hatfield and Selby train crashes)

80 > Attrition of skilled labor force and increase
400 - 31 333318 in use of subcontractors

13 > Subsidies nearly doubled between 1994-
12 1n o1 12~ 1997, exceeding pre-privatization levels
200 A 8 5 8 7

5 5 5 10 7 7 7 5 Result: Railtrack put back into forced
4 11 8 7 7 4 . " 2 4 government administration in 2001,

4 5 5 9 1 4 3 3 4 5 1 5 4 before being transferred to Network Rail,
a not-for-profit body in charge of rail

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 infrastructure, in 2002

= Broken rails Major Incidents Other incidents

Source: Department of Transport, Office of Rail Regulation, Roland Berger 180910_RAI_Final_report_v8.pptx | 122



Backup

n Privatization

Roland
Berger I

On the other hand, a privatization of operations can be a feasible
and powerful tool to mobilize the employee base

Effects of planned privatization at Deutsche Bahn

Comments

> Deutsche Bahn embarked on

15t and 2" stages of transformation 3 stage of transformation' Time after cancella-
(planned IPO) tion of IPO
17.7 179
157 16.1
78 8.2
6.7 6.9 6.9
194 198 199 198
158 157 45p 156 165 172 m L
135 141 141 146 147 191 192 9 79 83 | g4 85 88
75 70 18 M o
65 71 T2 T2 13 TA e B
115 116 13 11
0 70 70 74 74 77 83 81 81 85 92 95 107 9 107 0

1994 95 96 97 98 99 00 01

Passenger modal share [%]
= (Cargo modal share [%]

02 03 04 05 06 07 08 09 10 11 12

Passenger kilometers [bn]
Ton kilometers [bn]

Source: Federal Ministry of Transport and Digital Infrastructure, Roland Berger

a long-term transformation
process in 1994

From 2004-2009, there were
plans for an IPO in which 49%
of shares would be sold on the
stock market

During this time period, EBIT,
ptkm and modal shares of
passenger and cargo transport
increased significantly due to
the high motivation of
employees

Ultimately, privatization efforts
were stopped due to the
financial crisis

Once the objective was
dismissed, Deutsche Bahn
was not able to continue the
increases in performance from
the previous years
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n Privatization

Roland
Berger l ‘

In addition, RAI should focus on high-impact and low-effort
possibilities for privatization for now

Privatization possibilities

Description Assessment
A, PPP for > Building new stations through > Recommended option; private investors can
'R l construction of joint financing by RAI and offset building costs in exchange for land
stations private investors provided by RAI
> Stations can be visible lighthouse projects to
communicate RAl's transformation to the world
Leasing of > Sale of wagons and locomotives > Optional measure, but should be taken if an
a wagons/ to other operators opportunity presents itself
locomotives > Operating needs to be covered

/=

by leased rolling stock

Commuter rail
é é privatization

Source: Roland Berger

> Offering operations on RAl's
commuter rail network to
different competitors

> Currently not feasible, as commuter rail is still in
early stages

> Can be considered as a long-term option (in 10-
20 years), once the required investments have
been made
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n Privatization

Key actions for privatization should aim at allowing further
competition and leave full privatization only as long-term option

Key actions required

Action

Roland

Berger . ‘

Description

1

2
3
4

Unite railway
behind common
vision

Allow competition on
a more value-adding
parts of the value
chain

Privatize partial
functions when
applicable

Consider full
privatization only in
the very long run

Source: Roland Berger

For the railway transformation it will be important to unite all employees
behind a specific vision — privatization efforts can provide a possibility for
such a vision

v

Current cargo operators occupy a low value-adding position on the rail value
chain since they are only allowed to own wagons; competition in further
areas (e.g., traction) is needed to fully reap the benefits of higher
competitive pressure

v
v
v
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Certain functions of RAI can be outsourced or privatized for a high impact
on visibility of the transformation program and influx of private capital (e.g.,
stations built through PPP)

At some point in the future, RAI could consider a full privatization to further
contribute to the goals of liberalization and competition



BerGe | ‘

The fourth question addresses the right degree of commercialization
and subsidies for the railway system in Iran

Framework for developing target railway structure of Iran

Privati-
zation

Commer-
cialization

Libera- || Compe-
lization || tition

Target role split
and regulatory
responsibilities

Integration of
infrastructure and
competition

What is the role of each entity for the
railway system and who should take
over regulatory responsibility?

What is the degree of integration
between infrastructure and operations?
What is the right level of competition?

How can private capital be injected into
the railway system, and should RAI
target (partial) privatization to do so?

Commercialization
and subsidies

1
2
T prvetaation
4

Source: Roland Berger

What degree of commercialization do
we envision, which business areas of
rail should receive subsidies, and how
can they be structured?
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n Commercialization and subsidies Roland
Berger l

There are different financial sustainability strategies with a different
degree of commercial orientation exist

Financial sustainability strategies

Entity Financial sustainability definition & strategies

&3 SmRT > "Primary objective in capital management is to maintain a capital base and commensurate with the
group's scale of operations to sustain future development of the business and to provide adequate
returns to shareholders”

> "Intention to migrate the rail business to an asset-light model to facilitate the future expansion of the
rapid transit system network in a financially sustainable manner"

Capital Market

63 MTR > "We use a number of proven financing models such as the rail plus property model, public-private
partnerships and operating franchises to support delivery of high quality railway services over the

UOIB)UBLIO [BI2JaLLI0D JO 88iBag

long term"
: : : R : Total Cost
-e- rorioncon > "We will use lifecycle costing ad value optimization techniques and models to support our asset Profitability
management decision making"
> "Recover the asset condition to a 'steady state' position whereby a lower level of annual renewal is
required to sustain a consistent asset condition"
BVG > "BVG defines financial sustainability as main pillar of its claim for sustainability"
Gum ,,,,, > "Increase and stabilize revenue through existing and new funding sources in order to maintain
s reasonable fares"
@ > "Building a better capital program via alternative delivery methods (increase design-build contracts Operational
and private-sector partnering), component replacement (target investments to quickly reach more Pﬁ)fit ability

locations) and better business partners (coordinate with our business partners and labor unions to
achieve better results)"

Source: Annual reports of transport authorities and operators, Roland Berger 180910_RAI_Final_report_v8.pptx | 127



n Commercialization and subsidies Roland
Berger l

In railway systems around the world, infrastructure and passenger
operations are often subsidised

Recommended subsidies per rail business area

Example countries with
Reasoning for subsidies subsidies

Infrastructure operations, > Subsidies often necessary to incentivize construction and

maintenance and renewal maintenance, especially if train operations are competitive -I
> |n the UK for example, 97% of government subsidies for rail in 2SS

2014 were designated to Network Rail for infrastructure

Passenger operations — Long- > Subsidies may be necessary depending on the market

distance environment, but less likely if there is a large incumbent =
> For example, Deutsche Bahn has a share of 99% in long-distance Pl s

passenger rail and receives no subsidies in that business

Passenger operations - > Commuter rail operations almost never profitable due to low
Commuter seat load factors

> Subsidies often necessary if commuter rail operations are
desired (e.g., to support mobility or economic development)

Cargo operations > Subsidies sometimes given to support cargo operations in
immature markets or to promote intermodal share of rail

> However, cargo operations often financially feasible even
without subsidies, especially over long distances (e.g., Union
Pacific in USA with EBIT of EUR 7.5bn in 2015 without subsidies)

Source: Global Times, Railway Technology, Roland Berger 180910_RAI_Final_report_v8.pptx | 128



n Commercialization and subsidies

Roland
Berger l

We recommend that all rail areas except for cargo be subsidized in
Iran, with subsidies tied to pre-determined KPIs

Target direct subsidies for Iran

Effect on rail in
Iran

Recommendation
for RAI

Source: Roland Berger

Infrastructure

Long-distance
passenger

Commuter rail

Cargo

> Allows extension of

network and

increases in network

density and

efficiency, especially

on less profitable
routes

> Larger network
supports possibility
of franchise model
for operations and
greater competition

> Potential to improve
passenger
experience, but right
subsidy structure
needed

> However, achieving
best network effect
would require a
single long-distance
operator — in that
case, subsidies may
not be necessary

> Commuter rail in Iran
likely only possible
with subsidies

> Establishment of
commuter rail has
potential for great
SOCio-economic
benefits (traffic
safety,
environmental,
mobility of
population, etc.)

> Problems reported

by cargo operators
often tied to traction
and infrastructure
issues, which would
not be solved by
cargo subsidies

> Cargo would already

be indirectly
subsidized by
infrastructure
subsidies

Recommended in
form of network
performance contract

Recommended, with
regular checks to see

if subsidies still
necessary

Recommended, as
commuter rail is
unlikely to be
profitable on its own

Direct subsidies not
recommended;
cargo profitable
without them
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n Commercialization and subsidies Roland
Berger I

Financing and operation/quality of infrastructure are settled by
network performance contract — Example Switzerland

Mechanism of network performance contract n

Quality of infrastructure Financial requirement/sources
Existing Requirement Source
infrastructure SBB guarantees provision
+ operation of Extension Fed. gov.
> Intercity and urban infrastructure at (infrastructure
agglomeration appropriate quality level contribution)
network and reports this
> Regional networks Replacement,
> Passenger stations maintenance

> Freight transfer stations
> Marshaling and shunting yards

: Federal government?
> Power supply units

provides funds for infra-
structure and controls

fulfilment of contract _
Operations

= Transparency on targets, quality and funds provided by government
= Precondition for realizing savings for the government
1) Federal transportation office (Bundesamt fiir Verkehr = BAV)

180910_RAI_Final_report_v8.pptx | 130



n Commercialization and subsidies

Roland
Berger .

Detailed subsidy levels will have to be set according to the selected
strategy

Key actions required

Action

Description

1

2
3
4

Create performance
contracts to
incentivize
efficiency

Provide subsidies to
passenger
operations

Remove subsidies
from cargo
business

Set subsidy levels
according to
selected strategy

Source: Roland Berger

Current subsidy schemes for railway should be modelled after performance
contracts from other countries, which tie subsidies to efficiency and require
that the railway companies fulfil certain efficiency indicators and KPIs

Passenger rail (including commuter rail) are unprofitable businesses in most
cases and will have to be supported by subsidies if Iran aims to increase
the passenger modal shares

Since Iran fulfils the requirements for profitable cargo rail (e.g., long distances)
and infrastructure subsidies also indirectly subsidize cargo, we recommend
not to set subsidies for cargo in order to create a more competitive
environment and leave more resources for passenger rail

Subsidy levels for the railway system will depend on the amount of
investments required by the chosen strategy, and should be set
accordingly

SN SN KN L
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n Commercialization and subsidies Roland
Berger I

A mixture of direct subsidies and indirect subsidies will be required
to make rail a competitive transport mode

Target subsidy system for Iranian railway industry

Are direct subsidies required?

. : > If track access charges are sufficiently low
Cargo rail Long: High-speed  Commuter there is no need for direct subsidies of rail
distance passenger rail cargo, long-distance passenger and high speed
passenger il (further research required)

rail = > Direct subsidies required for commuter rail
Q& (unlikely to be profitable without direct
- subsidies), to be granted via performance
contracts

Infrastructure > Subsidies for infrastructure granted via
network performance contract enable lower
track access charges (especially on less
profitable routes), and benefit both cargo and
passenger indirectly

()
- > Network performance contract
63 recommended to incentivize efficiency

o
Indirect subsidization c& Direct subsidies recommended
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 132



Roland
Berger .

Summary of our key recommendations along the four guiding

questions

Guiding question

Key recommendations

regulatory

1 Target role split and
responsibilities

Integration of
infrastructure and
competition

3 Privatization

Commercialization
and subsidies

Source: Roland Berger

> Create separate regulatory authority to enable more competitive rail
environment and stronger business mindset within RAI

> Create rail environment in which all involved entities (led by strong RAI CEO) take
shared responsibility for the continued development of the Iranian railway system

> Avoid separation of infrastructure from operations due to the importance of a
strong railway company and negative international experiences

> Allow competitive train operations wherever possible, while retaining capital-
intensive business lines within RAI

> Continue past efforts in allowing competition on higher parts of the value chain and
outsourcing/ spinning off partial functions of RAI

> Leave possible full privatization of RAI for the long-term; in the interim, ensure that
RAl has a common vision between which to unite the employee base

> Use infrastructure subsidies (with network performance contracts) to indirectly
support all areas of rail

> Subsidize commuter rail directly (e.g., based on train kilometer) to gain
environmental benefits
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A.4 Definition of
organizational structure
for RAI




Roland
Berger I

We recommend three different bodies to take over the governance

responsibilities of RAI

RAI governance structure

RAI Advisory Board (potential members)

| E.g. former

General Assembly

CEO of E.g. CEO of
private private non-
. transport transport
gg;';tae;gf Minister of company company
Economy and j Planning and
Urban Devel- Finance
opment E.g.
Independent
Etc. economic
adviser

Main responsibilities

General Assembly

>
>

>

Set RAl's overall strategy, approve budget, P&L and balance sheet
Select RAI CEO, appoint members of advisory board
Approve changes to company bylaws

Advisory Board

>

>

Discuss all decisions to be taken by General Assembly
Supervised by the General Assembly

> The secretariat should be located where the secretariat of the General

Assembly is today

List of criteria for selecting members: Active or former Iranian or
International business leaders, no conflict of interest, impeccable standing
and reputation, excellent track record in managing their companies,
experience that adds value for RAI

RAI Managing Board (potential members)

Chief of . .
Chief of Chief of Infra.
= R Pasl?ﬁir:ger Cargo Unit Unit

New/changed member

B Existing member

Source: Roland Berger

Managing Board

>
>

Execute GA decisions

Propose plans to reach strategic targets , take care of day-to-day company
operations

> General assembly selects CEO and then approves managing board

members by the CEO proposal

The CEO can suggest the board dismissal to the GA and then the GA has
to approve it
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Roland
Berger .

The new advisory board of RAI should be implemented to drive the
transformation towards a business-oriented organization

Recommendation for General Assembly

General
Assembly
members Minister of Road and Minister of Economy Head of Planning and
." Urban Development and Finance Budget
' 24
()
Additional
advisory board E.g. former E.g.
members CEO of private E._g. (t3E0 of Independent
illustrative transport private non- economic Etc.
transport .
examples) company T adviser
" a] e

Source: Roland Berger

Main tasks

> The General Assembly is the
main governance body of RAI,
consisting of three active
politicians

> The main function of the
advisory board is to bring in
commercial and business
perspective into governance
by discussing the GA's
decisions on RAI, e.g.:

— Corporate strategies
proposed by the CEO

— Budget/ P&L presented by
the CFO

- Key investment decisions

— General governance tasks
(see following page)

> Decisions are discussed in
advisory board meeting, but
taken with finality at GA
meetings
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To fulfil its new scope of services RAl needs to reorganize its
governance and organizational structure

RAl recommended organization structure Reporting lines only - Not final legal structure for RAI

RAI Board of Directors (potential members)

CEO and Chairman

: 1er O
CFO o sg;‘,'];g‘r’fu - Cargo Chief of Infra. Unit
Unit

|
Business and functional units
[ | | [ |

[ ] [ ]
Compl.  Finance/
Corporate  Internat. ! 6) Infra
lT Dev. Relations Safety Eggal ﬁzmm" HR develop.

Legal Accoun- | Staff - q 1
.| Financial | Welfare Marketing | Marketing @ Marketing ] Track Marketing

& health and sales ff T2t access and sales

[ Group . inte- inte- Mainte- Mainte- inte-

. Risk procure- E’roper Mainte Mainte ainte ainte Mainte

e ies nance nance nance nance nance
Market- Performan | 2L o g Ports and
entrl.? trainings

Ioe?c:Io- Logistics/Inte f§ Construction
.. . rmodal® of new infr. <

Regional offices — same setup as HQ, but not all business units necessarily included in all regions

1) Includes safety improvement and electrification; 2) Responsible for passenger sales; Re-integration of RAJA recommended to create strong rail Functional units
organization; otherwise, long-distance unit to be newly built up; 3) Cargo only for interim phase 4) Together with cargo unit 5) To be split later I:I . Departments

6) As unions da not play such a major role in Iran we do not advise to have a separate Head of HR like at DB 7) Should also be established in all BU
ource: Roland Berger

Departments

Existing
projects’)

Opera- Opera- Opera-
tions incl. tions incl. tions incl.

New
projects

Public
relations

Mainte-

nance

Business units )
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Berger [‘
According to RAI's decision infrastructure entity should be the RAI
group parent company

RAI legal entities structure (departments not shown) RAI decision

RAI Board of Directors (potential members)

CEO and Chairman

Chief of
Pz:ssenger Unit

Chief of Infra. Unit

Business and functional units
l | l | | l

Finance/
Corporate Internat. ~ Compl.
IT Dev. Relations and Legal iCrllgntroll- HR .

RAI entity

Infra. %Stations
develop.| :ientity —
‘optional’)

D £
> Org. structure proposed by RAI have several inefficiencies

- Infrastructure entity needs to be neutral, in other cases private railways will complain
— Conflict of interest is higher in this case

1) Recommended mainly if JVs with private investors are pursued for stations
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Bergér | §
Business lines take care of operational rail tasks and are supported
by the functional units

Main tasks of functions and business units

g Business units
Functions (e.g., HR, IT) I (e.g., high-speed, cargo) Qa

Efficient management support through Market and customer proximity in
controlling and service functions business lines and divisions
> Realization of synergies in an integrated rail > Realization of business with P&L responsibility

system through coordination of the work between and all related tasks:

divisions — Sales and customer contact
> Escalation responsibility with unbiased holding- — Operations

perspective in case of divergent interests between

- Ete.

— Separate business divisions for different areas
of rail (e.g., high-speed, cargo)

different business lines

> Reliable provision of services and relief of
business lines

> Controlling of firm-wide administrative aspects
(e.g., salaries of employees across different
departments)

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 139



Backup

Roland
Berger l ‘

IT department within the organization is responsible for the

information technology and computer systems

IT department roles and responsibilities

Example of rail company IT department organization
structure (2 level)

IT Department roles and responsibilities

Head of IT

IT Business

development

Solution center
passenger traffic

Solution center
infrastructure

Solution center cargo

Solution center Finance, HR|
and real estate

Source: Roland Berger

Security and risk
management

Solution center headquarter
businesses,
workstations/desktops

Software engineering

Operations
management

Architecture and
quality management

> |nformation technology strategy development and implementation
> Information systems and Business Strategy alignment

> |nformation and Knowledge Management

> Risk Management

> |T Transformation need identification
> Service Level Management
> |T Architecture Design

> Application Design

> Watching of new technology
> Design and Development of IT systems
> User Support & Help desk

> Change Support

> Problem Management
> |nformation Security
> Education and Training

> Purchasing
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Setup of functions Roland
n ’ Berger . ‘

Functional units take care of some of the core processes outlining
RAl's strategic direction

Key functional processes of an integrated rail system

Process and process owner Main content

Strategy development
(Corporate development and
CEOQ)

> Determination of business portfolio and main strategic focus
> Developing road to revenue and profit goals
> Definition of target markets

Mid-term financial plan and
budgeting
(CFO)

> Traction and station requirements
> Migration planning
> Business and financial planning

Timetable development
(Corporate development and
CEOQ)

> Prioritization of investment and expansion plans
> Timing for introduction of new technologies
> Timing of procurement financing

Development of investment
plan
(CEO and CFO)

Source: Roland Berger

> Description of investment projects
> Financial planning and financing concepts
> Timeline and milestone planning

> Value chains of
different rail
divisions differ
from each other
with different
revenue sources

> However, value
added of holding
company lies in
coordinating
targets to achieve
optimum results for
entire company

> Certain key
processes with
effect on all
business units
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n Setup of functions Roland
Berger l

We recommend establishing a group marketing function for RAI
during the build-up phase

Group marketing function

Special situation of RAl and

recommendation
Usual group marketing role > Unique situation of marketing in Iran due to the
. — _ > following factors:
> Generally group marketing only with limited role in , ,
organization, including for example: — Weak marketing of private cargo operators and
o _ o negative experiences in delegating marketing
— Decisions on branding of organization activities to private cargo
— Realization of Synergies of integrated railway dCross - Marketing unit for the whole system needed

business units _
Recommendation:

> Example DB: Marketing located in separate . , .
business units, group marketing exists as a > Until all private players have established own
lean and weak unit mainly for branding strong marketing (incl. RAI cargo business itself),

responsibilities establish group marketing within RAI
> Example SNCF, SBB: no group marketing @z ses crrrrs | > Cradually make marketing group leaner and
within organization eventually dissolve in the separate departments

@ within entities
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Setup of functions Roland
Kl s Bergerl ‘

In the new setup, business units will partially depend on each other
for their revenue streams

Revenue sources of the business units

— Cargo & traction Commuter rail High speed rail —
> Freight transport > Passenger transport > Passenger transport
> Revenues from offering traction > Public service contract (subsidy per > Public service contract (subsidy per
train-km) train-km or general concession)

!

> Stations <

> Renting retail space
> QObtaining fees for station usage (e.g. per train stop) from train operation departments at RAl and other competitors

—p Infrastructure <4+—

> Obtaining track access fees both from train operation departments at RAIl and other competitors
> Network performance contract (based on fulfilment of KPlIs)

—» Track access charges —p Stations fees
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n Setup of business units

Roland
Berger l ‘

Business units will be responsible for their own traction and

maintenance of it

Divisionalization of traction and depots

Traction Depots
Agree on costs for
High-speed Commuterrail  Cargo/ tracion ~ Cargol traction <{Sngcargodepot o cheed

l l l Provide majority of
Owns high-speed Owns commuter Owns cargo work for depot oo L <hare o
traction traction traction rovide small share o
work for depot
Cargo depot <«
) & -

> Traction eventually to be located in each specific
business unit (e.g., cargo traction within cargo
business unit)

> However, possible solution for interim phase:
traction mainly within cargo unit, with some
contingent given to other units, and increased as
other units are built up

> All business units are "entities in charge of
maintenance" responsible for the maintenance of
their own rolling stock (either in-house or through
outsourcing)

Source: Roland Berger

> Divisionalization of depots depending on majority
principle to ensure synergies

— Unit with most work in the depot receives
ownership of depot

— Services in depot are then sold to other units (on
cost transfer basis or internal service agreements)

> In the long run, depots to specialize in certain types
of traction

lllustrative

Comments

> System similar to
"essential facility
doctrine"
recommended to
facilitate competition

— Essential facilities
(e.g., despots,
sidings for train at
night) must be
provided by
incumbent operator

— Doctrine was
included for example
in Germany's 4th
railway package to
stimulate
competition
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n Setup of business units

Roland
Berger l

Connection to ports should be managed mainly by the cargo and

infrastructure departments at RAI

Responsibility for ports

Responsibility for dry and sea ports Comments
. Private > Long term
development traction infrastructure  investors ports) to be planned by
: : S corporate development
> Plan long-term > Partial > Partial > Municipality or > Actas JV at RAI together with
development of ownership of ownership of port authority partners where q
ports RAI ports RAI ports acting as public necessary to cargo an
department/ department/ investor in speed up infrastructure
entity entity venture development departments

RAI ports business (joint department under ﬁcﬁ
cargo and traction or separate entity)

Source: Roland Berger

> Strategic partnerships
to be entered in
specific areas (for
example, alliances with
sea ports)

> Dry ports potentially
possible as JVs
between cargo and
infrastructure without
involving other players
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n Setup of business units Roland
Berger |

Process for setting track access charges is driven mainly by RAI's
infrastructure business unit

Process for setting track access charges

Process of setting access charges (should be stable and unchanged for 5-10 years at a time)

Definition of track \| Approval of track Submission and Communication to\ Complaints if
access system access system approval IRRA and all other \ access charges are*.
railways discriminatory :
1 2 3 A | (optional
> RAI (DP > Board member > General Assembly > RAI > Private rail
Operations and infrastructure operators

Movements or DP
Technical and
Infrastructure

Levels (can be changed more frequently, but not every year)

Definition of gap Definition of track \ Submission and Submission and Communication to\ Complaints if
between total cost |\ access prices approval approval IRRA and all other \ access charges are*
and subsidies needed to railways discriminatory ]
1 cover costs 2 3 4 5 (optional)
> RAI (Infrastructure > RAI (infrastructure > Board member > General Assembly > RAI > Private rail
business unit) business unit) infrastructure operators
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Bergér | §
Regional department structures match the HQ set-up, but not all
regional departments must include all departments

Example regional organization — Khorasan and Lorestan lllustrative

Headquarter Description of main role

departments Designated ) > Operational management of
(selection) board member regions (including decision on
which departments are
needed in which regions)

> Supervisory function of one
designated board member to
whom all regional heads report

Cargo rail Commuter rail Stations

> Representation of RAl in the
region towards local
politicians, mayors, etc.

> QOrganization of monthly

| meetings of all regional
Business Unit representatives
to coordinate activities

> Organization of real estate and
facility management

Regional > Conduct regionally relevant

Departments Cargo - | |Commuter, Cargo - | | Stations - business . .
Khorasan | | Khorasan - | Lorestan | [ Lorestan > Not all regions necessarily
? contain all business lines

Regional
Heads Regional head of
Khorasan

Regional head of
Lorestan

1) Either CEO or Chief of Infrastructure Unit (CEO recommended during the transition phase)
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A.5 Structure
Implementation
approach




Iranian railway industry structure

Roland
Berger .

All external transformation activities are expected to be feasible,
though some new legislation will be required

Key changes required and legal challenges

Initiatives

Description

Legal assessment/
roadblocks

Preliminary

Next action and responsible

1

2
3
4

Create separate
regulator

Create
regulatory
arbitration
council

Establish
separate Rail
Department

Transfer suitable
employees to
Rail Department
and regulator

Separation of regulatory
responsibilities from RAI through
establishment of separate regulatory
body

Establishment of regulatory arbitration
council to allow both RAI and private
operators to file complaints against
regulatory decisions

New Rail Department to be
established as part of Ministry of
Roads and Urban Development to
develop rail-specific transport policy

Current RAl employees working on
regulatory or policy topics to be
transferred to new entities

Source: Head of Legal Office at RAI, Roland Berger

Scope of regulator (and interface
with competition council) needs to
be clarified in new legislation to be
passed by Parliament

Scope of regulatory arbitration
council to be clarified in new
legislation passed by Parliament
(either jointly with legislation on
regulator or separately)

Separate rail department can be
established through decision of
Ministry of Roads and Urban
Development

Transfer of employees legally
feasible in general, although review
of contracts required in certain
cases

Ministry of Roads and Urban
Development to prepare proposal
for Parliament to split regulatory
activities from RAI

Ministry to prepare proposal for
Parliament following discussion

with potential arbitration council

members

Ministry to take decision on new
Rail Department following
discussion with RAI

Development & Management of
Resources to create suggestion on
possible employee transfers
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n RAI organization structure

Roland
Berger .

All internal transformation activities are expected to be within RAl's
scope, with no legal changes required

Key changes required and legal challenges Preliminary
Legal
Initiatives Description assessment/roadblocks Next step and responsible
Establish Addition of advisory board as Legal change only necessary > General Assembly of RAI
1 advisory additional governance structure  to give advisory board decision  to take decision on
board for RAI  within RAI powers (not currently planned)  extended advisory board
2 Rearrange Introduce dual role of CEO as  Only General Assembly > Board of Directors
roles of Board  Chairman and select RAI agreement required prepares General Assembly
of Directors employees who act as members resolution
of the BoD
Reorganize Merge existing departments and  Only General Assembly > Board of Directors
3 RAI introduce new ones as required  agreement required prepares General Assembly
departments by planned re-organization (e.g. resolution
for construction of infrastructure)
4 Transfer Transfer of existing employees  No legal roadblocks, butin- > Deputy Dev. and Mgmt. of
employees into new departments at RAl or  depth contractual review Resources to decide on
into new roles  new entities required for specific cases transfer of employees

Source: Head of Legal Office at RAI, Roland Berger
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Roland
Berger l

All internal transformation activities are expected to be within RAl's
scope, with no legal changes required

Key changes required and legal challenges

Initiatives Description

Legal
assessment/roadblocks

Preliminary

Next step and responsible

5 Establish new  Introduce departments and
railway processes for new business
activities areas of RAIl (e.g., high-speed)

Re-arrange Decrease role of regional heads
regional and establish reporting lines to

organization HQ depts.

Introduce Develop track access regime for
track access private players in all parts of the

regime rail market

controlling reporting lines for newly
and reporting  developed organization

Establish Design of network performance
Network Perf.  contracts together with
Contract government entities

Source: Head of Legal Office at RAI, Roland Berger

8 Prepare Detailed development of

Only General Assembly
agreement required

Only General Assembly
agreement required

N/A

Only General Assembly
agreement required

N/A

Board of Directors prepares
General Assembly resolution

Board of Directors prepares
General Assembly resolution

Deputy Operations and
Movement develops
suggestion for BoD

Board of Directors prepares
General Assembly resolution

Board of Directors to discuss
KPIs with Management and
Planning Org. of Iran

180910_RAI_Final_report_v8.pptx | 151



Suggestion for initial transfer matrix (1/4)

Department

Workforce has relevant expertise for:

BerGe | ‘

Preliminary

RAI after reform

Rail Depart.

IRRA

HR & Organizations

Human resources

Equipping Financial Sources

Finance/ Controlling

Welfare and Health

Human resources

Finance & Properties

Finance/ Controlling

Procurement and Logistics

TBD

Human resources

Wagons

Operations incl. traction"

Traction

Operations incl. traction"

Engineering & Supervision of Fleet Bureau

Operations incl. traction”

Passenger wagons project unit

Operations incl. traction (passenger)

r
3
&
2
€
[=2]
=
o3
>
a
L Project of Organizing Apartments
5
-
g

General Department Locomotive rebuilding (KARAJ)

Operations incl. traction”

1) In either of the train operations business units, depending on employee's competencies

Source: Roland Berger

v

Safety or
technical
regulation
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Suggestion for initial transfer matrix (2/4)

Department

Workforce has relevant expertise for:

Roland

Berger

Preliminary

RAI after reform

Rail Depart.

IRRA

Track and Technical Structures

Communication and Electric Signaling

Buildings and Installations

Engineering & Infrastructure Installations

Municipality of Tehran site project unit

Operations/maintenance of Infrastructure
| Infra Development

v

Safety/technical

Safety/technical

v

Safety/technical

v

Safety/technical

—r Technical & Infrastructure -

Planning and Economy
of Transportation

Planning & Budget Bureau Corporate Dev. / Finance + Controlling v

International Affairs Bureau International relations \/
Network

Communications & IT Bureau IT

Training and Research Center HR

L Investment & Economy of Transport

Source: Roland Berger

Corporate Development

v

Economic

5
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Roland
Berger

Suggestion for initial transfer matrix (3/4)

Department

Preliminary

Workforce has relevant expertise for:

RAI after reform Rail Depart. IRRA

Project of Intl. Commerce (Intl. Transit)

Corporate Development/Transit

Movement

Operation &

Infrastructure

Commercial and Marketing

Group Marketing/Marketing and sales

Station Services

' Movement I

Operations/ Maintenance (Stations)

Irs

Passenger Planning and Supervision

Passenger
Affa

Operations/ Maintenance (Passenger)?

Project Management of Commuter Trains

—

Operations/ Maintenance (Commuter)

Security Security
Performance Management Bureau HR
Legal Office Legal Office

1) Exact department (e.g., cargo, passenger) depending on competencies of employee; 2) High-speed, commuter or long-distance depending on competencies of employee

Source: Roland Berger

5
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Suggestion for initial transfer matrix (4/4)

BerGe | ‘

Preliminary
Workforce has relevant expertise for:
Department RAI after reform Rail Depart. IRRA
Dry port project Ports and dry ports (Infrastructure)
Safety and Supervision of Network Operations/Maintenance (Infrastructure) SafetyNetwork

High speed trains project

High-speed

Project of planning and safety assurance

Operations/Maintenance?

v

Safety

General services of central building project unit

TBD

Project of electrification of the routes

Infrastructure development

Communication office

Public Relations (Corporate Development)

Comptroller of Investment projects

Financial Sources (Finance/Controlling)

President's Office

Corporate Development N4

Staff Selection Office

Staff Selection (HR)

1) Exact department (e.g., cargo, passenger) depending on competencies of employee

Source: Roland Berger
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Example job description

R o ae g CEC

[EPErTEr—
Foyrgacgnawes gl
" i BN e—perit R = iy Bity
iy e sy a3 e B el Seeeoecor S e e e
T e R e -
b Scioen T SeOrLy Sneca st Segere e e ED e g Foe e LDy T
[ Yy TV U S — -
5 W el g s of sl ey Sormes o o e b ged Seiary o drde b g heaed
A
= Sartrnosiy s : - - - ——
B o B T ORI B SO SN 4 et LMY DI WS TN Y
PR TR T LN SR T S S SE——" RS S
g b T e
& M -

L T ek b e 3 e gl e e
L e i T ]

B Tead Berhan. i ﬂ“ﬂ‘v:%"k—:ﬂlﬂr R R e o S TR
COTETERY ROTT

BerGe | ‘

To aid the transition from the current railways structure we have
developed job descriptions for the most relevant new functions

lllustrative

Comments

& e Pt B e Bt gt o Lt e 4 bt

Source: Roland Berger

> High-level organizational redesign of rail creates new
positions and modifies existing ones

> New job descriptions created to facilitate the transfer of
existing roles and search for new employees where
necessary

> JDs are created for all new as well as modified positions
down to N-2 level, e.g.

- CFO

— Head of Commuter Rail
— Head of Dry Ports

- Etc.

> Additional job description for key positions in new entities,
e.g., heads of regulatory departments and head of Rail
Department
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We recommend the set-up of a strong PMO with direct reporting line
to top management

Suggested PMO organization

OVERALL OBJECTIVES

Advisory Board/General Assembly

> Implement future business
model
Board of Directors

PMO responsibilities

PMO - Project Management Office > Manage and supervise all

Implementation teams implementation and change
P activities in HQ and branches

I
Strategic Organizational IT System Finance & Etc.

initiatives Transformation Controlling
> 3 party firms delivering

3rd External External IT company Chartered

AU consultant consultant accountant

required) ) i )
dedicated services (if

——————————————————————————————————————————— needed)

> Change Ambassadors
responsible for ensuring
implementation in own
Branch/country/site

Implementation teams

> Module/Function owners
responsible for
implementation of respective
measures

I Change
— Ambassadors
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The implementation plan which shows the roadmap for RAI's
transformation, including KPIs and transfer matrix

Implementation plan approach lllustrative — Implementation plan in development

KEY SUCCESS EXAMPLE EXCEL TOOL

. ' & \ Vearz E
FACTO RS Fn?;lal.:;::rs\tf:tzz:ttimepscl?edule $ ﬁfn_zw vt & 5 F 5[3(3 83 3 8|58
—Sub-projecM = Status = Start = End -
il Measure 1
> Shows roadmap to transformation 1| S § 2o (AT
. . . 1.1. 2 Step 2 Not started  01-Mar-2017  01-Apr-2017
including required resources Lo s @ et srmd_ i o 517
. 1. 2.1 Step 1 {0} Notstarted 01-Apr-2017 01-May-2017
>Breaks down overall approach of project |12 52 S e
into detailed steps to implement future P52 sepe @ Notsarid— 01207 0120t
organization and provide orientation toall |4 " @ o o T
. 4. tep '7 Not started  01-Jun-2017  01-Jul-2017
affected employees s HE R
. R . 1. 5. Action 5 @ 01-Sep-2017 01-Dec-2017
> Clearly displays interdependencies e § i prom ey Wamer
between work packages/activities to show [ 53 s §::::::::: oS o0y
ngn . . 1. 5.5 Step 5 Not started ~ 01-Oct-2017  01-Dec-2017
‘critical path' and implementation 2 w2 ) R
sequence T S
2.1.3 Step 3 Not started
> Designated owner/ responsible party 21 5| Seps G Nt s
per activity to ensure measure resolution M O ey )
. . . . .2 tep ! Not started
on time in full and allow stringent tracking 222 ser2 © ot
of implementation process 225 Sans et

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 158
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The implementation plan includes all relevant stakeholders and
ensures strong commitment to the agreed upon measures

Implementation plan as relevant tool

Reason for implementation pressure

g

O

Create awareness

.2
e

Agree on path to follow

o

Source: Roland Berger

Present situation of RAl and
demonstrate need for action

Create transparency of all required
actions of RAI

Parties in charge and all relevant
stakeholders agree on identified
actions

> Integrative approach fosters an
understanding of the need for
action of RAI

> Implementation plan creates
transparency of all required
actions of RAI

> Responsibilities and due dates
are clearly defined and aligned
with all parties in charge and all
relevant stakeholders

> Strong joint commitment to
implement agreed upon
measures along a defined "path
to follow" ensures success of
project

180910_RAI_Final_report_v8.pptx | 159
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The implementation roadmap usually marks an increase in the
responsibility of internal employees

Development of an implementation plan

> Document and > Execute first > Design target > |dentify KPIs > Establish PMO within
visualize as-is estimation of industry for organization
status of potential of structure implementation > Install measure
> Establish trainings
I—Q [ ) ® ® [ ) > Emphasize involvement
of internal capacities
> Prioritize, > Define and > Detail > Create
identify first select strategic organizational implementation
weak points option design timeline and
roadmap
\1 DOCUMENTATION| | \; DESIGN | & DETAILED DESIGN | 4 T

ANALYSIS

EXTERNAL SUPPORT
INTERNAL RESPONSIBILITY

Source: Roland Berger
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We identified key policy measures used in European countries to
positively affect rail cargo and passenger modal shares

Overview of policy measures

Country!  Policy measure

Mixed |  Germany Low track access charge due to heavy subsidization of infrastructure to increase the number of rail operators
Germany Introduction of tolls for trucks, busses and cars on motorways to increase the travel costs on roads
Germany Introduction or increase of existing gasoline tax to increase travel costs on roads
Denmark Tax exemptions for rail-related transport modes to enhance the attractiveness of rail over other modes
UK? Ban of old trucks, busses and cars to enhance environmental impact whilst increasing costs for road vehicles
Germany Strict emission restrictions to increase road travel-related investments and enhance environmental impact
UK Congestion charge and other limits for city car traffic to reduce general trafficking whilst leveraging rail
Europe General speed limit to deteriorate road-related travel times and speed

Cargo | Switzerland Weight limit for trucks to reduce the carrying capacity of trucks

Germany Traffic restrictions for trucks, e.g. ban on weekends or limitations of working hours per day per trucker
Pass- | Germany Cheap regional commuter rail transport due to subsidization to increase usage of rail for commuting to work
eNGET | Switzerland Expensive public parking tariffs or an overall cap of parking slots to reduce number of cars and travel volume
Germany Income tax deductibility of yearly commuter rail tickets to reduce rail-related travel costs for public
France Compulsory job tickets provided by employer to reduce travel costs for employees commuting to work by rail

1) Only exemplary countries listed 2) Policy measure so far only planned in the UK
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 161
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Low track access charges and cheap rail transport prices offer the
best ratio of modal share impact to applicability in Iran

Preliminary evaluation of measures lllustrative — To be calculated during project

A

@ Ban of old road vehicles

ighi L k h
High impact  [ieeese o eredlin e ® Low track access charge

on modal
share of rail @ Weight limits for trucks ® Road tolls ® Subsidization of commuter rail
@ Congestion charge and other city Iinpitations
@ Emission restrictions
@ Travel time restrictions for trucks and drivers

. COTEUEIRED T ® Tax exemption for rail
Low impact ® Overpriced or caped parking spots
on modal Qo -
share of rai ® Tax deductibility of yearly rail tickets

® Speed limits on roads

Low applicability Medium applicability High applicability
to Iran to Iran to Iran

@ Mixed @ Passenger @ Cargo
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 162



Berﬂﬁgﬁi ‘
The day when the reform goes into effect should be defined by the
Minister, the Department of planning and budget and RAI

Time plan to be adapted
according to progress of RAI

Implementation roadmap

Iranian year | 1396 | 1397 1398 1399 1400

Activity 2017 2018 2019 2020 2021

Development of reform program I |
Minister approval

Aug 2017/Shahrivar 1396
Implementation of required I
legal changes Decision by Parliament
Dec 2018/Azar 1397
Communication of .

changes and lobbying I

Preparation of structural changes m
Establishment of new

controlling and reporting I
within organization I

Preparation of —— ittt e e e R R »

cultural change I

Strategic initiatives *
¢

Reform goes into effect
March 21, 2019/Farvardin 1398

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 163
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Bergér | §
Our journey in strategy has been started with the market analysis
and then followed a top-down logic from the vision to the funding

Logic of strategy module

1. We have conducted comprehensive 3. We have designed a new vision 5. The selected option has been detailed
market analysis and forecasted the statement and translated it in strategic with regards to investments, modal share
Iranian transportation market objectives incl. performance indicators effect and implementation in fact sheets

o .
= L
- K i 3 -
- s i ans
e Saal
. E | P -3
wam et | " - et B PR R J==t-=
i " i Y PR p— et bt e
- - - e e mma- Heb B R B N B BN NS N e s
Bt gt | e dmet e e — g e T T ———
(] L] e of i | I
| i v | | o | Em m
a b iy P s rrecTi . e wies | F | wes | | g | e s
" B | e et | B 1) i | i S T i —
= SR | i Wh | eeprs sam— P—— ————
— | | [EEE —_—
s | g [AE— e T —— ]
L B e b e e e | T — 1
[F] e e | e
= — — — =) - — T e

al N l N

2. We have assessed RAIl's market 4. We developed a set of initiatives to 6. Finally, we developed a funding plan
position, its strength and weaknesses reach the objectives that have been that details how to finance all initiatives
through international benchmarks combined into strategic options of the selected strategic option
R FIRTSEN R R SR SR SRR T—T Commte 1 Cunge vl 1 e 20 . RS 3
0o e ) e " =
1 u:::‘ e QHE::;E ' I m 4“{’:"_; e
o v = s mm — oIy =T
o - m = - - am Frday =mamvare. [vr— A1 F g e
e = =W 11 = === —— - - T T ==y
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B.1.1 Approach to market F ™ 5 \
analysis and forecast f; \ <

%aq Islamic Republic of Iran
..~... Railways (RAI)
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We analyzed the Iranian passenger and cargo transportation market
for all relevant transport modes and directions

Market analysis approach

Rl JJ > Yearly market forecast for
Iranian cargo and passenger
. Forecast by product type ,
i R:fTizstlc — transportation market from
—Road | today until 2028
Cargo | > Detailed forecast of all
transportation International B transport modes that are
IRR m | ton-km tEraffic Eorecastbyiprodlictiyns conS|df§£| as]cf cqmpetltlo? tok
— Export — curren offering, e.g. truck,
Import ——[Road | air, bus and private car
Iranian ransportation Transit > Consolidation of results in
market volumes for passenger
IRR
i and cargo markets and overall
> | monetary volume of Iranian
transportation market
Passenger i . .
transporation ——— Domestic L {air | > Approach based on historic
IRR m | passengers Road | data provided by RAl and own
—Roa research — Validation of results
in interviews with internal
experts

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 168
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Our cargo transportation market forecast is based on the analysis of
the development of corresponding industries

Market analysis approach — Cargo transportation

Export

Import

Transit

Minerals

Petroleum X
Metals \

Cement —

5=
o
)
s
(&)
S
o
o
—
o
-
c
()
—
—_
S
o

Other...

Cotton f

Development roadmaps of cargo related industries
Iranian 6th Five-year Development Plan
20-Year National Vision of the Islamic Republic of Iran
Results from interviews with internal experts

Domestic

New product
mix for each
forecasted
year

=
o
(7]
-—
[&]
>
el
o
[t
o
(]
—
>
_—
>
L

-
o

> The forecast is based on
the historic and current
product mix of rail cargo
transportation

> Calculations are provided
for domestic rail traffic as
well as international traffic
(transit, import and export)

Source: Roland Berger

> We calculated growth rates for the most
important products in the current RAI product
split (top three products from current domestic,
transit, import and export traffic)

> The projection of the growth rates is derived
from industry roadmaps and future plans of the
relevant Iranian authorities

> Based on the product growth
rates we estimated the future
product split and derived volumes
of corresponding rail cargo traffic

> For road freight transportation,
correlations factors with
economic indicators have been
used
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For the passenger market we performed regression analysis for all
transport modes that are part of RAl's competitive environment

Market analysis approach — Passenger transportation

@ Rail transport volume o —

1=\

)+ Air transport volume Volume forecast Multiplied by average length Passenger
:  — through regr_ession — and price per trip foreach  |—  market size
E Public road transport volume —— analysis transport mode in 2028

Ea Private road transport volume -— — -

S Competitive environment of RAI

> Basis of our forecast are historic and current modal splits of > The length and price of a trip has been taken
passenger transportation in Iran that have been provided by RAI from RAI data for rail — For other modes we
upfront conducted own research

> For the forecast, we performed regression analysis of passenger > Length and price are assumed to be constant
volumes using a basket of economic indicators, e.g. GDP per capita, over time

household income and population growth

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 170
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Iran's objective to nearly triple its rail cargo modal share until 2025
seems very ambitious given benchmarks

Benchmark of rail cargo modal share

Change

Modal share of cargo railway transportation, 2014" [%] from 2009 Remarks
| .

German g0 (+0.9% ) > In the past six years, Iran has

Y | /° i increased its rail cargo modal

Switzerland i 36% share from 9.9% to 11.8%

resulting in a change of 1.9%

pustia o ouling na change of 1.5%
| ' .

France 11% | > In the next years until 2025, Iran
| aims to reach a modal share of
|

ltaly 13%) 30% presuming a change of
|

Poland L 21% 18.2% pts.

o ! > None of the displayed countries

United Kingdom 13%:‘\ World average: 20%2) has managed to accomplish a
! change in modal share of more

Turke 0 | --0.8"/ :

Y vh | } than 4% pts. since 2009

Russia i 85% > Thus, highly effective strategic

| 30% (+19% ) Measures are necessary for Iran

ran ’ Co1.9% ) to achieve its goal
2015 2025 target?

Change in rail freight modal share since 2009 in % pts.

1) 2012 for Russia; 2015 for Turkey and Iran

2) Average of displayed countries excl. Russia and Iran: 19.4% 3) Actual modal share could be lower due to unregistered road cargo flows

Source: Eurostat, OECD, RAI 180910_RAI_Final_report_v8.pptx | 172
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Over the last decade, the market share of rail freight has slightly
increased — Yet, significant market potential remains untapped

Traffic and market share development

Cargo traffic and intermodal share development, 2006-2015"

Remarks

Absolute: 6

[tkm CAGR
2006-15]

Sweden

Switzc.arland

Iran

Russia United Kingdom

@ Germany

Canada Njetherlands

e France

@ Bubble size indicates tkm 2015

-2

-1 0 1 2 3 4
Relative: Intermodal share [% pt. 2006-15]

1) Y-axis: Average % growth/decline in tkm p.a.; X-axis: Average % point growth/decline of rail intermodal share 2006-2015

Source: OECD, Eurostat, ICAO, National Bureau of Statistics of the PRC, Web research, RAI

> While the domestic cargo market
in Iran for all transport modes
has been growing at an average
yearly rate of 1.8%, the domestic
rail cargo market grew by 2.2%

> Consequently, the intermodal
share of rail freight traffic has
been slightly increasing to its
current value of 11.8%

> Despite the growth in market
share, rail freight remains small
compared to road - Significant
market potential of rail freight
transportation currently
untapped
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Based on recent growth rates and general accessibility, minerals
and containers appear to be the most suitable product types for rail

Growth of product types and accessibility by rail

Likelihood of conversion

High

Medium

Low

Containers

Minerals?

Metals®

Fuel ol
Gasoline

Agriculture

Steel

-10% 5% 0% 5% 10% 15% 20%

Rail transport volume in 2015 [tkm]

1) Based on domestic rail transport volume in Iran 2) Iron ore 3) Iron

Source: RAI, Roland Berger, Company information

25%  30%  35%
CAGR (2005-2015)"

> In terms of transported product
volume by rail, minerals are by far
the biggest product group

> Compared to minerals, container
volume by rail is still fairly low —
Yet, containers offer a great
potential for rail cargo due to easy
handling and large economies of
scale

> Despite a recent growth in the
past decade, agricultural products
do not seem suitable for rail cargo
due to high wagon costs and
seasonality

> Petroleum products are relatively
hard to access for rail cargo as
intermodal competition of trucks
and pipelines is very high

180910_RAI_Final_report_v8.pptx | 174



engDEFI ‘
Looking at the current product split, main levers for an increase in
modal share of rail are additional traffic in minerals and in containers

Rail freight product split

Minerals Container

> Iran's geographic position at the Persian
Gulf has led to an increase in container
traffic at Iranian ports — In the past decade,
the volume of container traffic at Iranian
ports has been growing at an average
annual rate of 11%2

> The mining industry has been a major driver
of growth in rail freight transportation — In
the past decade, the volume of minerals
transported by rail has been growing at an
average annual rate of 4%"

> In its development plans, the Iranian

government plans to increase production Rail cargo product split, 2015 > However, rail modal share of container
and processing of minerals, e.g. iron ore Other traffic has remained at comparatively low
and coal B Containers level of 3% currently

> While some productions facilities already Il Minerals (e.g.ironore) > Main reasons for the low modal share of rail

have direct access to the rail network, some are missing or insufficient capacity of
are currently not served by rail terminals and dry ports and lack of
developed logistics services providers
- -
Direct rail access to important production Modern intermodal infrastructure (terminals,
facilities allows for increase in modal share dry ports) allows for increase in modal share

1) CAGR for minerals transported by rail from 2005 to 2015
2) CAGR for container traffic at Iranian ports measured in TEU from 2003 to 2012
Source: RAI, World Bank, Financial tribune 180910_RAI_Final_report_v8.pptx | 175
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Minerals make up the biggest share of rail freight — Yet, there is still
potential to grow as many mines are not connected to the network

Country and region penetration

Production facilities and mines Remarks
& Automobie > |ran's economy depends heavily
gk Steel il on industrial production of
LLL Refiery certain goods like cars and steel
8. Since respective production sites
Iron ore mine . " .
ﬁ are located in cities which are
ezl Chemicals connected to the rail network,
E Oil fields these industries can be served
®f*§§ Coal mine by rlall .
N Mining sites, on the other hand,
i, Cfromium mie are usually located outside of
Copper mine cities — Hence, special routes
Zine and lead mine and stations are needed to
- connect mines to the rail network
é\ Gold mine
— In order to assess whether a

= Existing single track
e Existing double track
— Site not connected to the railway network

Source: RAI; Roland Berger

mine should be connected to the
network, individual business
cases need to be calculated
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Compared to other countries, Iran's rail modal share of container
transport is very low due to insufficient terminal and dry port capacity

Container transport, 2015"

Container
volume }
[ton-km m]

Container

modal 19%
share 0
%] 40%

Road 72%
82%

60%
RJ 28%
19%

53.590 772 1.654 10110 4.028 13.935 68.094 34.300

1) 2014 for Germany 2) Weighted average of displayed countries excl. Russia and Iran

Source: RAI; Eurostat; Roland Berger

>

) >

Iran's country size and
its position at the
Persian Gulf are the
key drivers of the
comparatively large
container volume

However, currently
only 3% of overall
container volume is
captured by rail

Low modal share of
rail transport is a
consequence of
missing/insufficient
capacity of terminals
and dry ports
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Container traffic in Iranian ports is rising — Investment in terminals,
dry ports & international routes is crucial for increase in modal share

Container traffic

Container traffic in Iranian ports, 2016 [TEU] Remarks

8,000,000 > Container traffic in Iranian ports
is rising after end of sanctions

> Shahid Rajaee port accounts for
more than 80% of container
traffic

5,340,000
> Modal share can only be
increased with adequate
12.7% infrastructure at the port and the
3,272,181 destinations
S 2,964,886 - " 2739283 2382,870 2,462,027 > Some infrastructure investments
erports [N - - 2,217,686 2185017~ are underway (e.g. 52km of
N | --- railway tracks within Shahid

Shahid Rajaee Rajaee port)

/

1

2010 2011 2012 2013 2014 2015 2016 Current 2021*
Capacity

* Estimation

Source: PMO, Sina Ports & Marine Services, JOC 180910_RAI_Final_report_v8.pptx | 178
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Efficient multimodal terminals allow for convenient transfer of
shipments to rail

Best practice: Multimodal container terminal

Port of Hamburg: Eurogate / Eurokombi terminal Figures — Port of Hamburg

I/.h Container traffic: 8.8 mio TEU")

|§| Track length: 294 km

‘ Modal share of rail: 41.6%?2

Remarks

> Eurogate is one of several container terminals in
Hamburg

> Eurokombi terminal connects it to rail & road
> Direct access to facilities (without shunting)
> 11 train-long tracks for (un-)loading

> Multiple cranes for faster handling

> Transshipping between rail & road possible

'.‘ 2 . ‘:‘ * N Y
1) 2015 2) Hinterland-traffic

Source: Google Maps, Port of Hamburg, Hamburg Port Authority, Eurogate, Eurokombi 180910_RAI_Final_report_v8.pptx | 179
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Efficient multimodal terminals allow for convenient transfer of
shipments to rail

Best practice: Multimodal container terminal

Port of Rostock: Rail cargo terminal Figures — Rail cargo terminal

<—I—> Terminal size: 70,000 m?

|§| Track length: 180 km

-
o Number of gantry cranes: 2

Remarks

> The rail cargo terminal is mainly used for bulk
cargo, e.g. coal and fertilizer

> In 2016, the intermodal rail cargo volume
exceeded 2 m tons

> The number of cargo wagons handled increased
from 69,824 in 2015 t0 76,012 in 2016

> Currently, there are 36 intermodal trains
operating on a weekly basis

1) 2015 2) Hinterland-traffic

Source: Port of Rostock 180910_RAI_Final_report_v8.pptx | 180
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Port of Hamburg mainly focuses on container transshipments,
whereas Port of Rostock's core business is roll-on/roll-off traffic

Product split at Port of Hamburg and Port of Rostock

Port of Hamburg Port of Rostock

Liquid bulk Liquid bulk

Agr| bulk  Roll-on/roll-off

wiyy Dry bulk

60%

66%
Container Break bulk

3%
Break bulk

Source: Port of Hamburg, Port of Rostock 180910_RAI_Final_report_v8.pptx | 181
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In order to increase its rail modal share of container transport, Iran
needs to add further dry ports to its existing network

Intermodal transport services

Current and planned locations of dry ports, 2013

Remarks

Current dry port location
@ Planned dry port location

Existing single track
= EXGsting double track

Source: Roland Berger

> Due to the growing numbers of
containers arriving at Iranian sea
ports, there is a rising demand
for container transport by land

> A prerequisite for container
transport by rail is the existence
of dry ports allowing the use of
multiple transport modes

> As of right now, Iran's rail
network comprises only four dry
ports which are mainly located
near large cities

> Additional dry ports are planned
to be constructed at the borders
to neighbor countries to facilitate
transit traffic
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A connection between Iran's rail network and networks of neighbor
countries is needed to enable international rail cargo traffic

International traffic

Transit flows, 2025" Remarks
-~ Existing single track > The majority of Iranian transit ways
== mm Fyisting double track tthe P . Gulf with
) —> Rail transit flows connec ; € Fersian .U wi
- X —> Road transit flows without rail Iran's neighbor countries
‘‘‘‘‘‘ Caspian Turkmenistan competition
Turkey 2

> Afew significant port cities, e.qg.
: Chabahar, are not connected to
.......... — the rail network yet

e\ N . g > Railway tracks to certain neighbor
NS, ey countries, e.g. Iraq and Azerbaijan,
ghanitr are still under construction

> Current rail network leads to
severe detours for particular transit
cargo flows, e.g. from Persian Gulf
to Caspian Sea

3
.
-
g
.
D

Iraq

.......

wea,
----------
------------
......

it Pakistan

Saudi Arabia Bahrain

Qatar

Expected total transit volume in 2025: 96.8 m tons

1) Based on RAl forecast

Source: RAI; Roland Berger
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Currently, domestic traffic accounts for 58% of overall Iranian rail
traffic, while international traffic accounts for approx. 42%

Split of cargo transportation by direction

Domestic traffic, 2009-2015 [tkm m] International traffic, 2009-2015 [tkm m]

15,392

14550 15,003 14,542

13,173

e

11,498 11,847

9,933 10,472
8,742 9,069
2009 2010 2011 2012 2013 2014 2015 2009 2010 2011 2012 2013 2014 2015

Source: RAI 180910_RAI_Final_report_v8.pptx | 184
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We identified five major drivers that can lead to changes in market

size and structure

Cargo market drivers

Driver

Impact

Comments

1. Economic growth

2. Trade growth

3. Infrastructure projects

4. Domestic and foreign policy

5. Fleet development

(™ Level of impact
Source: RAI, Roland Berger

&

v w & 6

> The domestic cargo market depends on the future
development of Iran's economic situation

> The international cargo market depends on the future
development of Iran's trade relations

> Rail network expansions increase the overall capacity
and create new market opportunities

> New laws, e.g. for trade bans or speed limits, could either
have a positive or a negative effect on the cargo market

> The capacity of rail cargo transports depends on the
number and the condition of locomotives and wagons

180910_RAI_Final_report_v8.pptx | 185



1 . Economic growth

Roland
Berger l

Lift of economic sanctions will lead to a higher economic output and
lower consumer prices — population growth will slightly slow down

Forecast of main economic indicators

REAL GDP GROWTH [%]
5
0 |
2012 2013 2014 2015 2016 2017 2018 2019 2020
-5
-10

CHANGE IN EXCHANGE RATE IRR/USD [%]

60
40
20

0 |

2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: Oxford Economics

POPULATION GROWTH [%]

1,5
1,0

0,5

0,0

2012 2013 2014 2015 2016 2017 2018 2019 2020
CONSUMER PRICE INDEX [%]

40
30
20
10

0

2012 2013 2014 2015 2016 2017 2018 2019 2020
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Overall, export volume is expected to increase considerably within
the next few years — share of physical goods will stay above 90%

Forecast of export volume

Export |

e
[USD bn]

CAGR +11%

V-

Segment
share
[%]

2015 2016 2017 2018 2019 2020

Services [ Goods
Source: Oxford Economics 180910_RAI_Final_report_v8.pptx | 187
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According to forecast, import volume will grow by the same rate as
export volume — Thus, Iran will keep its trade surplus

Forecast of import volume

Import |

[USD bn]

CAGR +11% 13%

V-

Segment
share
[%]

2015 2016 2017 2018 2019 2020

Services [ Goods
Source: Oxford Economics 180910_RAI_Final_report_v8.pptx | 188
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Based on export forecast of major transit countries, Iran's rail transit
volume will also increase significantly over the next years

Forecast of transit volume

Sum of |
GDPs } 2.231 2.231 2.389 2.603 2.859 3.091

[USD bn]

1,839

1,736

CAGR +8%

1,618

844

GDP per }
country
[USD bn]

80 61 97 75

67 36 68 49 72 55

2015 2016 2017 2018 2019 2020
I Russia [ Turkey [ Uzbekistan Turkmenistan

Source: Oxford Economics
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RAI will increase its network's capacity by investing 3.8 EUR bn in
new lines, double track, electrification and dry ports until 2025

Infrastructure investments

Type Route Length [km] Construction period [yrs.] Total investment [EUR m]
New line Isfahan - Ahwaz 545 n. a. 2,075
Rasht - Astara 164 n. a. 350
Doubletracking  Ghazvin-Zaman 17t 42 15
Chadormalu- Ardakan 201 3 100
Meybod - Badroud 254 2-3 142.5
Badroud - Mohammadieh 145 2 80
Mohammadieh - Samangan 157 2 120
Samangan - Doroud 130 2 92.5
Chadormalu - Jandaq - Mobarakeh 145 3 105
Jandaq - Tabas - Torbat-e Heydarieh 542 3-4 282
Electificaton ~ Sifjan - Bafq - Bandar Abbas 63 34 20
Mutmodal terminals Aprn - & 4
Incheh Borun - 3 62

Source: RAI
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3_ Infrastructure projects

Roland
Berger l

A very important project is the construction of a railroad between
Iran and Irag which will connect Iran to the Mediterranean Sea

Exemplary infrastructure project

Georgia

Armenia Azerbaijan
Turkey Caspian Turkmenistan
Sea
I,\
\ S i
LS anandaj Tehran
Syriad \’
Mediterranean Sea
Iraq Afghanistan
Kuwait Pakistan
Bahrain
Qatar

Saudi Arabia United Arab

Emirates
Oman

== Railroad under construction in Iran

__ Foreign tracks serving as a
connection to the Mediterranean Sea

Source: Financial Tribune

> |ran's rail network has been
missing a connection to Iraq's
railway network so far

> To change this, a new railway track
between Tehran and Sanandaj is
currently under construction

> By extending the railroad from
Sanandaj to the Kurdistan Region
in Iraq, Iran will connect its railway
system to the Mediterranean Sea
through Syria

> This new route will serve Iran as

an alternative to export products to
Europe by rail

> |n addition, the route can also be
used for transit products going
from India or South East Asia to
Europe
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4_ Domestic and foreign policy EI'FEEF I ‘

Both domestic and foreign policy measures have a significant
impact on the development of the Iranian cargo transport market

Impact of political interventions

zz@w Domestic policy Foreign policy

> Development of national and international > |n particular the international traffic
cargo traffic depends on the respective depends on the legislative environment in
legislative environment in Iran neighbor countries
> New laws could either have a positive or > Potential interventions that would heavily
negative effect on the overall rail cargo . impact the Iranian cargo transport market
volume Iranian are for example
— Import/export limitations or trade bans for cargo — Enforcement of sanctions or other trade
specific products to support domestic market bans between certain countries
production — Changes in customs regulation of
— Government incentives, e.g. speed limits neighbor countries

on road transportation or larger budget
support for rail transportation

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 192



5_ Fleet development

Roland
Berger

The size of RAl's fleet of cargo locomotives and wagons is very
small compared to international peers

Fleet size, 2015

Country Number of cargo locomotives [#] Number of cargo wagons [#]
Germany i 2,300 i 109,675
Switzerland 495 i 7,426 i
Austria 485 i 28,390 |
France 1,008 i :91,146
ltaly 702 i 30,689 i
Poland i 2,066 :90,146
UK 642 i 23,301 i
Turkey 492 i 18,967 i

. |
Russia i /] 733 i ] 1221364
Iran") M 485 | M 22,949 |

A A

1) Iran numbers for 2017

Source: RAI, Roland Berger

World average: 1,500

World average: 91,000

15
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5 Fleet development Roland
. Berger l

RAl's average age of cargo locomotives is slightly higher than
International average

Fleet age, 2015

Country Average age of freight locomotives, 2015 [years]  Average age of freight wagons, 2015 [years]

Germany 99 i 26:
Switzerland i 28 24 i
Austria 20 i 24 i
France 22 i 2;7
ltaly i 32 i 32
Poland i 39 25 i
UK 19 i 27
Turkey 27 26:
Russia i 43 25 i
ran? O
A A
Average of displayed countries excl. Iran: 28 Average of displayed
1) Iran numbers for 2017 countries excl. Iran: 26

2) No exact calculation possible as only average numbers have been provided
Source: RAI, Roland Berger 180910_RAI_Final_report_v8.pptx | 194



5_ Fleet development

Roland
Berger .

As a consequence of inappropriate operations of cargo wagons,
RAl's maintenance costs are above international average

Wagon maintenance

Country Maintenance cost per wagon, 2015 [USD");% of Iran number]  Remarks

|
Germany | 3,881 (50%) > RAI spends significantly more on

| :

. | . maintenance of cargo wagons than

Switzerland | 4163 (53%) other major international railways

|
Austria | 3,471 (45%) > Major part of higher maintenance

' cost is due to wrong usage of
France i 3,438 (44%) wagons I
Italy i 3,220 (41%) — Excessive loads are placed in

o wagons resulting in damages and
Poland 2,250 I(29 Jo) increased maintenance cost
UK i 3,708 (48%) - Usage of same wagons for

o) different product types (e.g.

Turkey 1,646 (21%) petrochemicals and petroleum)
Russia 2,037 (26%) increases cleaning efforts

|
Iran? I S 7,756 (100%)

1) PPP-adjusted

A

Average of displayed countries excl. Iran: 3,090

2) Only 90% of maintenance cost for Iran have been PPP-adjusted; the other 10% are for spare parts that are sourced internationally
Source: RAI, Roland Berger
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5 Fleet development Roland
. Berger .

In addition, maintenance cost for cargo locomotives are significantly
higher than international average

Locomotive maintenance

Country Maintenance cost per locom., 2015 [USD") ;% of Iran number] Remarks

|
Germany | 153,286 (25%) > 38% of RAI's current fleet of cargo

' locomotives are not in service —

. | 0

Switzerland | 164,438 (27%) Typically, the share of locomotives
Austria | 137,108 (22%) which are not in service is

| significantly lower, e.g. 14% for
France i 135,808 (22%) Western European railways
ltaly | 127,203 (21%) > Consequently, RAl spends

! significantly more on maintenance of
Poland 88,862 (14%) cargo locomotives than other major
UK i 146,466 (24%) international rgllways

| > Moreover, the increased age of cargo
Turkey 65,016 (11°|/o) locomotives contributes to high level
RUSSi 80,476 < 13%) of maintenance cost

Iran I S S 15 564 (100%
A

. Average of displayed countries excl. Iran: 122,000
1) PPP-adjusted
2) Based on data for Alstom locomotive. Only 35% of maintenance cost for Iran have been PPP-adjusted; the other 65% are for spare parts that are sourced internationally

Source: RAI, Roland Berger 180910_RAI_Final_report_v8.pptx | 196



5 Fleet development Roland
. Berger I

Due to high out-of-service rate, RAl needs to manage more traffic
per locomotive risking over-utilization of its in-service cargo fleet

Vehicle productivity
Country Productivity of locomotives, 2015 [tkm m/# locomotives] Remarks
|
Germany | 35 > Compared to other international
Sui I railways, RAl's locomotives have a
witzerland i 40 higher productivity
Austria : 60 > This implies a high utilization of cargo
! locomotives which can lead to
France 33 additional downtimes of cargo
Italy %3 locomotives that are in service
Poland 14 i
|
UK 134
|
Turkey 21 i
. |
Russia i // 278
Iran

(S
N

>

Average of displayed countries excl. Iran and Russia: 34

Source: RAI, Roland Berger 180910_RAI_Final_report_v8.pptx | 197



Fleet development Roland
3. ’ Berger| ‘

Technological advancements in fields like automation and analytics
can have a significant impact on rail operations and maintenance

Exemplary innovations

Automation

> Automating transport services offers the chance to reduce costs and increase reliability
— Traditional OEMs as well as major tech companies are currently in the process of
developing self-driving trucks for the cargo market
— Driverless train vehicles have mainly been used in urban mass transit system so far, but
can also be used for cargo transport

— The Australian mining company RioTinto has been testing autonomous freight trains
since 2014

Smart data analytics

V/ B > By gathering and analyzing relevant real-time data of train operation and condition, rail

ofy v/ o operators can improve reliability and minimize overall risks and costs
e — Virgin Rail has been using automatic train monitoring tools in UK to reduce the risk of in-
service breakdowns

> Data analytics systems can also be used to keep track of the infrastructure's condition

— The Dutch railway organization ProRail has fitted its tracks with sensors to monitor the
asset condition remotely

Source: Company websites, Railway Gazette, Roland Berger 180910_RAI_Final_report_v8.pptx | 198
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We expect the cargo transportation market in Iran to grow by an
average annual rate of 3% from 2016 to 2028

Cargo transportation market forecast

Market |
size } 476.948 511.505 548.918 582.871 618.754 654.335 683.925
I

[IRR bn]

Market
volume .
[ton-km bn] } CAGR 3.0%

Modal
share
[%]

2016 2018 2020 2022 2024 2026 2028
[ International rail [l Domestic rail [ Domestic road
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Beﬁﬁﬁéili

Our forecast suggests that domestic cargo will increase by more than
60% until 2025 — Minerals make up three quarters of the volume

Cargo transportation market forecast — Domestic

Market size |

[IRR bn]

Market
volume
[ton-km m]

Product
split
[%]

»

|’

36.170 40.005 43.871 47.811 51.693

CAGR +4%
19.921

21.539

18.280

16.669

15.071
4%
47 i
17% 16% 16% 16% 16%
2016 2018 2020 2022 2024
[ Minerals (Iron products) [l Fuel oil Metals (Zinc and lead) [ Other

55.613 59.343

24.727

23.172

16% 16%

2026 2028
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Berer | §
We expect export cargo to grow even faster than domestic cargo —
Yet, export cargo remains very small compared to domestic cargo

Cargo transportation market forecast — Export

Market size |
[IRR bn] } 16.653 20.030 23.474 27.041 30.519 34.006 37.504

Market
volume
[ton-km m]
} CAGR +7%
11.267
Product
Fﬂ" 8.346 o 206 549
b 6.939 8% 52% ’
p 0% 8% o
34%
24°/
17 14% 13% 1% 10% 9% 9%
34% 29% 26% 23% 22% 20% 19%
2016 2018 2020 2022 2024 2026 2028
[ Ironore M Fuel oil Construction material (e.g. iron beams) [l Other
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For imports, we forecast an annual growth rate of 3% until 2028 -
Containers will become the most significant product type for imports

Cargo transportation market forecast — Import

Market size |

[IRR bn] } 5.834 6.500 6.893 7.193 7.559
Market

volume

[ton-km m]

3.022 3.223
Product & - - T
split vy 2w EA E3
[%] ) RN S 1% 1% 10%

41%

44% 42%

45%

44%

2016 2018 2020 2022 2024
[0 iron M Container Edible oil [ Other

CAGR +3%
| %

7.940 8.336

2%
10% 10%

39% 38%

2026 2028
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According to our forecast, cotton will gain momentum and become
the most important transit good

Cargo transportation market forecast — Transit

Market size |

[IRR bn]

Market
volume
[ton-km m]

Product
split
[%]

»

»

4.779 5.086 5.426 5.802 6.213 6.666 7172

CAGR +4%
2'736 -961
= om A EE
- - 0 39%
27 2% 4 i °
: —14% —13% —13% —12% —12% 1% 10
14% 14% 14% 9% 15% 15% 15%

2016 2018 2020 2022 2024 2026 2028

[0 Sulfur |l Cotton Fertilizer [ Other
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Our forecast suggests that the rail market share will increase to 13.7%
until 2025 — Strategic measures are needed to reach target share

Target comparison [million ton-km]

186,618 268,948
Road g8 205 (86.3%)
= a0 42,573
N (11.8%) (13.7%)

2015 2025 (RB Forecast)

Current

2025 (Iranian Target)

> Without further strategic measures, the
organic growth of the Iranian cargo market
leads to an intermodal share of rail freight of
13.7% in 2025

> Compared to the official target of the sixth
development plan, rail needs to acquire
50,883 m ton-km in addition to the organic
market growth

> The additional growth should be created
through the new strategy, in particular in the
areas with strategic need for action

@ Market position
la Operations
B Fleet

1=\
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B.1.3 Iranian passenger
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Berﬁgngrqi ‘
Iran's objective to increase rail modal share from 2.9% to 20% until
2025 seems ambitious given the growth rate in the past decade

Benchmark of passenger modal share for rail

Change

Modal share of passenger railway transportation, 2014 [%]" from 2009 Remarks

|
German 8.5%! (+06% ) > Inthepastten years, Iran has

! " i increased its rail modal share

Switzerland i 17.3% from 2.4% to 2.9% resulting in

| a change of 0.5% pts.
Austria ! 12.1% (+1.0% ) ,

! ' (0% ) > In the next years until 2025,
France 9.3% Iran aims to reach a modal

| 0 .

| share of 20% presuming a
ltaly 6.3% | change of 17.1% pts.

| .
Poland 5.8% ! > None of the displayed

o ! World average: 10%? countries has managed to

United Kingdom 8.5%) accomplish a change in modal
Turkey 1.6% | share of more than 1.6% pts.

! since 2009
Russia 5.1% i n/a > Highly effective strategic
Iran 20.0% ( +05% ) measures are necessary for
ran o (05 ) Iran to achieve its goal

2015 2025 target

Change in rail freight modal share since 2009in % pts. (For Iran since 2005)

1) Based on passenger-km; 2012 for Russia; 2015 for Turkey and Iran
2) Average of displayed countries excl. Russia and Iran: 8.7%  3) Modal share based on passenger
Source: Eurostat, RAI 180910_RAI_Final_report_v8.pptx | 206



Berge | ‘
Over the last decade, the absolute volume and the modal market
share of passenger transportation have been increasing

Traffic and market share development

Passenger traffic and modal share development, 2006-2015"3) Remarks
ﬁ,"k’ffg‘f\‘E;R 10 > Iranian rail passenger traffic has
2006-15] 8 1 | been growing at an average
@ yearly rate of 0.7% — Modal
67 share of rail transport grew by
0
4 1 USAFrance @ United Kingdom 1.2%
5 | ,) Netherlands > Congequently, the mo_daI share
Sweden Iran of rail passenger traffic could be
o4 Japan stabilized at its current value of
L Germany Canada approx. 370 |
@ Russia? Switzerland > Still, a major part of the growth in
-4 - 1 passenger traffic during the last
5 y 3 decade has been captured by
' ' T ' ' ' ' ' ' ' road segment
14 12 10 -4 -2 0 2 4 6 8 10 12

Relative: Modal share [% pt. 2006-15]

() Bubble size indicates pkm 2015

1) Y-axis: Average % growth/decline in pkm p.a.; X-axis: Average % point growth/decline of rail modal share 2006-2015  3) For Iran 2008-2014
2) Significant increase in motor vehicles per 1000 inhabitants in Russia: From 228 in 2006 to 293 in 2014, i.e. 28%
Source: OECD, Eurostat, ICAO, National Bureau of Statistics of the PRC, Web research 180910_RAI_Final_report_v8.pptx | 207
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A major reason for the low modal share of rail is that Iran's railway is
still missing out on the potential of commuter services

Regional transport

Regional share of total rail passenger kilometers, 2015 [%)] Remarks
Germany i 58% > Current region_al sharg of railway
| transportation in Iran is
Switzerland 38% i comparatively small compared to
_ | . other countries due to insufficient
Austria i 48% regional and commuter lines
France 31% I > Expanding the commuter
l . network around Tehran will lead
Italy | 52% to an increase in regional
|
Poland | 61%  Passenger volume
o | > Further commuter lines in other
United Kingdom | 53% major cities like Mashhad are
Turkey 93% i necessary to exploit the potential
| of the regional transport market
Russia 28% I
|
|
|
|

Iran -4%
A
Average of displayed countries excl. Iran: 45%

Source: RAI; Roland Berger 180910_RAI_Final_report_v8.pptx | 208
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Seat load factors have constantly fallen since 2009 but are still on a
very high level compared to international peers

Seat load factor [%] (I/11)

05 oo 94 > The seat load factor has
always been extraordinarily
90 4 high in Iran due to the fact that
* railway operators only serve
85 187 87 the busiest routes between
80 | 79 major cities
82 * . > The strong decrease in recent
75 1 78 76 years is mainly due to an
70 - incre;ase in operated train
services
65 1 61 62 > Despite the negative trend,
60 3 the occupancy rate is still far
55 55 55 above the average of major
55 European rail operators
50 - 48 M > In Germany, the seat load
\ v factor is 45% for long-distance
45 . . . . . . and 25% for regional transport
2009 2010 2011 2012 2013 2014 2015
=g Regional =—e= Long-distance =—é=— Total

Source: RAI; Roland Berger 180910_RAI_Final_report_v8.pptx | 209



Befder |
RAl's seat load factor is hardly comparable as most railways do not
publish statistics on occupancy rates of passenger trains

Seat load factor [%] (I/11)

Seat load factors of national railways"), 2015

52

DB’ renfe

1) No data available for OBB, SNCF, Trenitalia, PKP, TCCD and RZD  2) Long-distance only

Source: RAI; Roland Berger 180910_RAI_Final_report_v8.pptx | 210
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Tehran appears to be the center of the Iranian rail industry — The

five most frequented routes all start in the capital

Map with most important passenger routes

Tabriz

)
Mashhad

Bandar-e Abbas

<—> Most important railway routes
4x g Number of train services per day "

1) Includes all operators

Source: RAI

> The major railway routes

connect Tehran with other
large cities across Iran

All of these routes belong to
the long-distance segment
with distances of more than
700 km

The frequency of train
services varies greatly
among the routes — The
most frequented destination
is Mashhad with more than
20 daily services
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Bergér | §
We identified five major drivers that can lead to changes in the
passenger market size and structure

Passenger market drivers

Driver Impact Comments
1. Consumer prosperity Q > The domestic passenger market depends on the
) economic well-being of potential customers

> A customer's choice of transport mode depends on

2. Service improvements : O |
certain key characteristics, e.g. speed and frequency

> The length of the railway network determines which

3. Infrastructure projects etermil
customer groups have access to rail services

> By connecting railway stations with the local mass transit

Intermodal connectivit
4' y system, more potential customers can be reached

> The capacity of rail cargo transports depends on the
number and the condition of locomotives and wagons

v w & 6

5. Fleet development

(™ Level of impact
Source: RAI, Roland Berger 180910_RAI_Final_report_v8.pptx | 212



1. Consumer prosperity BerRﬁErql ‘

The growth of the average household income is expected to slow
down - Yet, the consumer spending rate will increase even more

Forecast of consumer indicators

HOUSEHOLD INCOME GROWTH , 2011-2020 [%]

40
30
20
10

0

2012 2013 2014 2015 2016 2017 2018 2019 2020
CONSUMER SPENDING GROWTH, 2011-2020 [%]

2012 2013 2014 2015 2016 2017 2018 2019 2020

N O N OB~ O

Source: Oxford Economics 180910_RAI_Final_report_v8.pptx | 213



2_ Service improvements

Roland

Berger

There are four key service aspects on which consumers base their
decision for a transport mode

Key characteristics of transport services

Competitive
advantage

Potential for
improvements

Source: Roland Berger

Price

Q Time

=

\ _

@ Frequency

—

% Connectivity 2‘,\";

=

> Lowering the prices

would make rail
services more
attractive to price-
sensitive customers
who have chosen
buses over trains in
the past

> |ncreasing the
average speed would
lead to a reduction of

travel time which
would make rail
services more
preferable for time-
sensitive customers

> |ncreasing the

number of daily train
services would
attract consumers
who value flexibility
with regard to
departure time

> By adding more

direct connections to
the current route
network, operators
could reach out to
untapped customer
groups
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2_ Service improvements

Roland
Berger .

For long-distance travel, bus services are cheaper on most routes
while flight services are faster — Rail offering is stuck in the middle

Prices and traveling time of public transport modes

Route and distance [km]? Price [000 IRR]" .~ Travel time [hh:mm]

sf e

1=\ - - 1=\ - -

Tehran to '
e 900 570 | 540 2,200 10:10  14:00
Tehranto  g30  [g72| s40 1800  [15:00] 13:00
Shiraz
Tﬂa” to 850 410 550 1650 - [16:30] 13:00
vaz
Isfahan to 950 664 | 600 2,200 14:30  16:00
Bandar Abbas ’ L .
sfahanto 4100 [gr0] st 2450 [1800] 1600
Mashhad ! ’ = |
sfahanto 450 54 330 1500 [o7:30] o600
Tehran : :

Train service more expensive than bus service DTrain service slower than bus service

1) Average prices for each mode 2) Travel distance by road transport

Source: RAI, Raja, Iran Air

\ _ ol

01:30
01:30
01:30
01:30
01:30

01:00

> Due to a strict speed limit policy,
busses are not allowed to drive
faster than 80 km/h - Yet, it still
takes longer to use rail services
on more than half of all shared
routes

> Rail services are often more
expensive than respective bus
services, but cheaper than flights

> To justify the price gap between
rail and bus services, rail services
need to focus their marketing
activities on their safety
advantages

In addition to price and travel time,
comfort in trains can be further
improved (e.g. restaurant offering,
wireless internet)
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3_ Infrastructure projects

Roland
Berger .

By introducing high speed services, Iran's railway could improve its
market position — The first high speed line is currently being built

High speed rail project

M Tehran

\
¢ [sfahan

----- High speed rail line under construction

Source: RAI, Financial Tribune

> |ran's first high speed rail line is
currently under construction

> |t will connect the cities of
Tehran, Qom and Isfahan on a
length of 422 km

> The entire route will be
electrified with overhead
catenary allowing high speeds
of up to 300 km/h

> Due to the increase in speed,
the traveling time between
Tehran and Isfahan will be
reduced significantly

> Further potential high speed rail
lines are currently under
investigation
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4_ Intermodal connectivity Erﬁﬁgﬁl ‘

Currently, business opportunities through intermodal connections in
stations are not exploited

Intermodal integration

—— b= Taxi —

I Bus —
= e Y == ©
E / |— @ INNNRNNNNNNNNNRNNAnnnnn @ —~ — =
o [ - - - - B kil 1 e
a Met | - — B

etro : Departure Arrival :

1=\ | . . I

, station station ,

Private o Seamless integraton [
= car missing

> Many station in the Iranian rail network lack integration of other transport modes — Seamless integration would increase
customer experience and in turn increase rail modal share

> Moreover, the integration of other transport modes in and around stations offers additional business opportunities, e.g.
creation of intermodal ticket and payment solution. First attempts on intermodal integration have been started, e.g.
together with mobile ride-sharing application Snapp

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 217



Fleet development Roland
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RAl's passenger fleet is fairly small compared to other passenger
railway companies

Fleet size
Country Number of passenger cars, 2015 [#] Number of passenger locomotives, 2015 [#]
|
Germany // 20,529 i 1,191
Switzerland 416 i
Austria 336 |
|
France // 22,453 1,083
|
ltaly / 17,087 i 1,249
Poland 369 i
|
UK 12,239 290 |
|
Turkey 91 i
. |
Russia _ // 52,219 i // 3,290
Iran 2,209 I 15 |
A A
World average: 6,966 World average: 900

[ Coaches Multiple Units
180910_RAI_Final_report_v8.pptx | 218



5 Fleet development Roland
. Berger I

Overall, Iran's passenger coaches are relatively old compared to
other countries

Fleet age

Country Average age of passenger coaches"), 2015 [years] Remarks
|

Germany 17 I > According to interviews with
| :

. : passenger operator companies, the
Switzerland 2, quality of rail services is low due to
Austria 193 the fact that passenger coaches are

i outdated and not modernized
France | 24 > Compared to railways in other
ltaly : 30 countries, the average age of

I coaches in Iran is relatively high
Poland i 37> This is even more relevant given the
UK 18 — higher frequency of interior

| modifications (in average between 5
Turkey 18 to 10 years) and major body
Russia | 32 overhauls (every 15 to 20 years) at

! European railways

Iran N, ~25
[ If only coaches are taken into consideration, the UK

A age is higher. However, we also include multiple

Average of displayed countries excl. Iran: 23 units which are significantly younger than in the UK
. . ) than coaches. Thus, 18 years is the correct number
1) The number and average age of passenger cars includes all wagons and multiple units

Source: RAI, Roland Berger 180910_RAI_Final_report_v8.pptx | 219



Fleet development Roland
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Evaluation of the average age of passenger locomotives in Iran was
not possible as data for Iran has not been given as exact number

Fleet age

Country Average age of passenger locomotives"), 2015 [years]

Germany 28
Switzerland 32
Austria 21
France 32
Italy 27
Poland
UK"

Turkey

37

31

Russia 27

Iran I, >257)
A

Average of displayed countries excl. Iran: 29

1) No data available 2) No exact calculation possible as only average numbers have been provided
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5 Fleet development Roland
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As a result of the high average age, RAl's cost of maintenance for
coaches are relatively high compared to neighboring countries

Coach maintenance

Country Maintenance cost per coach, 2015 [USD") ;% of Iran number] Remarks
Germany i 46,970 (136%) > According to interviews, the current
Switzerland ! .. conditions of coaches are not tracked
witzerian | 41021 (137%)  gyfficiently resulting in downtime of

Austria | 39,911 (116%) coaches and shorter maintenance

| cycles
France | 40,251 (117%) > Moreover, the increased age of cargo
ltaly | 36,870 (107%) locomotives has a negative effect on

| maintenance cost
Poland 33,227 (37%) > Consequently, maintenance cost per
UK | 42,737 (124%) coach are high compared to countries

l with similar setup, e.g. Turkey
Turkey 19,183 (56%) |

|
Russia 21,529 (73%) i
Iran I 4 4257 (100%)

A

, Average of displayed countries excl. Iran: 36,500
1) PPP-adjusted
2) Iran data from 2014. Only 50% of maintenance cost for Iran have been PPP-adjusted; the other 50% are for spare parts that are sourced internationally
Source: RAI, World Bank, Roland Berger 180910_RAI_Final_report_v8.pptx | 221



Fleet development Roland
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In addition, maintenance cost for passenger locomotives are
significantly higher than international average

Locomotive maintenance

Country Maintenance cost per locomotives, 2015 [USD") ;% of Iran number]

Germany i 151,618 (24%)

Switzerland i 153,656 (24%)

Austria | 131,237 (21%)

France i 135,808 (22%)

Italy i 123,034 (19%)

Poland 86,211 (14%)
|

UK | 142,068 (23%)

Turkey 63,629 (10%) i

Russia 75,567 (12%) i

iran® | Y S 6,142 (100%)
A

Average of displayed countries excl. Iran: 118,092
1) PPP-adjusted
2) Data based daily rate for Siemens locomotive. Only 35% of maintenance cost for Iran have been PPP-adjusted; the other 65% are for spare parts that are sourced internationally
180910_RAI_Final_report_v8.pptx | 222



Bergg?i‘
We expect the passenger transportation market in Iran to grow by
an average annual rate of 3% from 2016 to 2028

Passenger transportation market forecast

Market |
size } 414,740 447 ATT 482,326 518,760 555,003 593,866 620,735
I

[IRR bn]

Market

volume CAGR +3%
[million of

passenger]

Modal
share
[%]

2016 2018 2020 2022 2024 2026 2028
B Rail [0 Air Road (public transportation) [ Road (private cars)
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Taking the cargo market into account, we forecast the total transport
market in Iran to have a value of 1,290,924 IRR bn in 2028

Iranian public transportation market forecast

Market
size
[IRR bn] 1,290,924
1,236,428
1,163,790
} 1,093,465
1,024,771
954,278
888,932
Segment
share

[%]

2016 2018 2020 2022 2024 2026 2028
I Cargo market [ Passenger market
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Our forecast suggests that rail's market share will increase to 3.8%
until 2025 — Strategic measures are needed to reach target share

Target comparison [million passenger]
Air

Road
public

832 1,079

Road g7 40y) (96.2%)

private

/1=\

Rail

3.8%
2015 (current) 2025 (RB Forecast) 2025 (Iranian target)

> Without further strategic measures, the
organic growth of the Iranian passenger
market leads to an intermodal share of rail
transport of 3.8% in 2025

> Compared to the official target of the sixth
development plan, rail needs to acquire
181 m passengers in addition to the organic
market growth

> The additional growth should be created
through the new strategy, in particular in the
areas with strategic need for action

@ Market position
la Operations
B Fleet

1=\
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B.2 RAl's position,
strengths and
weaknesses




engDhérq. ‘
We have performed an extensive analysis of RAl and its competitive
environment in four key directions

Structure of analysis

‘ﬁ Business Model
> Analysis of RAl's position in overall logistics

value chain in Iran

Infrastructure & Assets

> Analysis and benchmark of fleet structure for
passenger and cargo segment

> Segmentation of most important customers > Market potential of railway stations
for passenger and cargo segment > Qverview on current state of infrastructure in
> Ranking of customer requirements comparison to other major railways

Operations Financials

> Benchmark of revenue development for
passenger and cargo segment

> Qverview on transport performance in
comparison to other major railways

> Analysis of current staff and its productivity > Breakdown of top-line performance
> Benchmark of maintenance cost for > Comparison of current cost efficiency to
locomotives and wagons other major railways
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RAl's tasks include both operations and regulatory activities, some
of which are outside the scope of current legislation

Distribution of rail responsibilities

General transport Track access Tracks/ Wagons and Transport
policy charges/fare setting/ infrastructure locomotives
Ministry of > Set general transport > Approve tariffs N/A N/A > Final approval of
Roads and policy and 7trategy (inl) licenses to private
practice only approva operators
Urban Dev. > Approve tariffs
‘ > Incentivize private
TImT sector participation’
Iran Railways > Set transportation > Set track access > Maintain and extend > Regulate production, > |ssue licenses to
tariffs (both cargo and charges for operators rail network import and private operators and
bad passenger) > Set guidelines for > Own main tracks maintenance monitor performance
N > Set general transport passenger farestobe > pevelop and maintain > Set safety > Regulate standards for
policy and strategy followed by operators jnfrastructure requirements rail tickets / bills of
e > Manage network and > Provide locomotives to lading
plan traffic private operators > Resolve operational
issues with clients
Private N/A N/A > May own subsidiary > Provide rolling stock > Responsible for
Operators tracks for 10-20 years > Provide wagon passengers / cargo
> Pay access charges maintenance from the moment
for using passenger ticket / bill
infrastructure of lading is issued

Regulatory activities
1) Not done in practice

Source: RAI response to Q. 75, Roland Berger analysis

Activities not based on legislation but carried out in practice
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Cumulative ton-km over the last decade per freight company show a
comparatively high market fragmentation

Cargo segment — Customer structure

Importance of rail freight companies

Company Share of ton-km 2005-2016

Toka rail 21%

Bahtash Sepahan 13%

FooladRail Jonub 12%

Railway Transportation 10% 60% of
Asia Seir Aras 6% total traffic
Parsian Int. Transportation Development Co. 5%

Joyar Passenger and Freight Cars Co. 4% 70% of
SamandRail Co. 3% total traffic
Railways 3%

Shipping Multimodal Transportation Co. 3% 80% of
Railtarabar Fajr 2% total traffic

Source: RAI

» > Market for rail freight

highly fragmented -
Roughly 40 companies
currently active in rail
freight transportation

However, eleven
companies account for
more than 80% of the
total traffic — Focus of
marketing should be
on those companies

Problematic are high
fluctuations in rail
freight companies
shares, i.e. future
dominant companies
still to be identified
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According to freight owners, obstacles for using rail are inflexible
tariffs, long transportation times and missing network density

Cargo segment — Customer requirements

Requirements of freight owners Importance

Flexible tariffs

Less transportation time

Sufficient network density

Multimodal integration

Suitable wagons

Holistic monitoring

Source: RAI

0 > |nflexible and/or high tariffs constitute the most important obstacle for freight
owners in choosing rail over road

Q > Average speed of trains has to be increased to get more competitive to road
> Processes take too long, in particular the loading/un-loading processes

Q > Direct rail access to production facilities would increase rail freight usage
> Also, important routes to neighboring countries are not yet covered by rail

0 > Competitive multimodal offering from one integrated provider necessary
> Cost of multimodal offerings currently higher than road-only solutions

> For specific products, suitable wagons are currently not available or offer
G insufficient capacity, e.g. for transport of gasoline

> Lack of adequate monitoring of goods during transportation has been named
@ as a smaller obstacle

180910_RAI_Final_report_v8.pptx | 230



H Roland
Business Model BEI‘gEf’. ‘

The typical traveler on the train is young and travelling for leisure —
Potential of business trips not exploited sufficiently

Passenger segment — Customer segmentation

Age Travel distance [km]

> 50% of travelers are younger than 30 > 83% travel more than 600 km on one ride
44% 53%
30%

1%

7% 6%

2%

2 212 1245 1529 2965 >65 ‘ <250 250-600  600-1000 >1000
Frequency [# of trips per year] Typical RAJA Reason of travel
> Approx. 70% travel only once or twice per year traveler > Only 10% travel for business purpose

40% 34%

Recreation Pilgrimage Meeting  Business ~ Other
friends

Source: RAJA 180910_RAI_Final_report_v8.pptx | 231
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In the passenger segment, customer require higher travel speed
and frequent connections

Passenger segment — Customer requirements

Requirements of passengers Importance

Ticket ori 0 > Competitive pricing necessary in order to attract passengers currently using
ICket price private cars — Incentives and loyalty schemes as popular options
Q > Depending on the reason of travel, the travel speed is an important criteria

Travel speed for passengers — In particular, business travelers are time-sensitive

> Compared to other modes of travel, rail should be first in customer comfort
Comfort . . . :
> Examples for comfort services are wireless internet, food and entertainment
G > Currently, there is a lack in frequency on some routes — In particular,
Frequency business travelers are sensitive to frequent connections
, > Online booking is the preferred option of modern travelers — Rebooking and
Booking method G booking of connecting travel, e.g. by bus or taxi are further requirements

G > |n particular for time-sensitive travelers (e.g. business travel) on-time

On-time performance performance is a key criterion for choosing among transport modes

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 232
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Tickets are already offered via Internet and mobile applications —
Yet, agencies remain the most important sales channel

Sales channel mix"

Netherlands S Iran railway
@ _‘? L &b Ned Rail I'-E'Hf e _'Q_%'- operators

. > Significant number of tickets for
23% 18% 16% passenger rail is already sold via
0 29% . o
31% ° Internet and mobile applications

> However, online share has to be
increased further to compete on
an international level

46%

I 710/ 77% 82%
A (

Online [ Offline

> Agencies constitute the most
important offline sales channel
(83%), only very few tickets are
sold at stations or in trains (1%)

> However, agencies are also the
most expensive sales channel
taking approx. 6% of the overall
ticket price

1) Numbers for Iran are based on first six months of 2016; numbers for European competitors are based on 2014 sales data

Source: European Online Travel Overview, RAI; Roland Berger 180910_RAI_Final_report_v8.pptx | 233
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For both regional and long-distance traffic, intermodal door-to-door
travel solutions are necessary

International examples of intermodal integration

Exemplary solutions Features

> International peers offer integrated tickets (e.g. one
ticket for long-distance and public transport), available

via comprehensive web-/app-based solutions
v > Beyond integrated ticket solutions, international peers
X @ offer further intermodal products via their offline and
& 9 online platforms
— Trip planning
v — Navigation services
P - - Taxi & chauffeur services
- - Rental cars
\ €3 — Shared cars
- Rental bikes
DB BHE YR rpe — Parking spaces

> Equally important as integrated ticketing is an
integrated offer as a prerequisite (feeder, aligned time
tables, integrated travel information)

Source: SNCF, DB, SBB 180910_RAI_Final_report_v8.pptx | 234
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Currently, RAI does not make full use of its rail infrastructure as the
network utilization is considerably lower than in other countries

Network utilization

Network utilization, 2014 [train-km/track-km')]

30,662

Average of displayed countries: 13,742
18,351

l B

Y DB =2 csBE 7 @ < po

1) Includes single and double-tracks

Source: RAI, Roland Berger, Company information

» > RAl's rail network bears the risk of

capacity bottlenecks as the majority
of routes are only single-tracked

Nevertheless, the utilization rate is
relatively low compared to
international rail network operators
(equaling less than one train per hour
on average at any location in the
network)

Potential reasons for the low
utilization rate are lower average
speed, capacity bottlenecks in
loading/unloading operations as well
as non-harmonized train services
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Infrastructure & Assets Berﬁﬁgﬁ I ‘

Infrastructure upgrades are needed to reduce infrastructure-related rail
accidents — Accident level far above best practice

Railway safety

Rail accidents Iran, 2015 Benchmark of rail accidents per train-km m, 2014

361 3.2
16 Fire
36 Collision ’s
| I Derail :
.\, [ Road vehicles
\ \, Il Pedestrian . .
N Average of displayed countries excl. Iran: 0.7
NN 24
\\\\‘: 0.8 / /
. \\\\\\ 0.5 0.4
‘ 0.3
0.3
0.1 0.1
2009 2015 GER Sul AUT FRA ITA POL UK TUR RUS IRN

1) Excl. accidents caused by staff, passengers and discovery of corpse

Source: RAI; Roland Berger 180910_RAI_Final_report_v8.pptx | 236
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Awareness on asset conditions has to be improved — Comprehensive
audit of tracks, rail control and stations necessary

Infrastructure audit

Approach Best practices
>
> Assets have a major influence on customer satisfaction and are essential for the > International railways are
financial success of the infrastructure operator publishing annual reports
> In order to allow for enhanced resource allocation, a regular report on asset on asset conditions

conditions needs to address at least four main objectives !
— ldentification of appropriate network size _—m
— Calculation of resource requirements S
— Definition of actions to enhance operational performance
— Development of asset management processes
> |deally, the report covers the whole array of railway infrastructure
— Track and electrification
— Signaling and control
— Rail power facilities
— Civil works
— Passenger stations

— Other assets

Source: DB, SBB, Roland Berger 180910_RAI_Final_report_v8.pptx | 237
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Central stations in some important Iranian cities are located outside
of city centers — Other transport modes needed to reach city center

Location of stations

Isfahan

Kerman

Tehran

City center

15 km
/\

0 _Railway station

rrwstad

Clty center

® Railway station

[4H]

City center @z

WL )

Falamshahr

{]\ |x 5 km ;"":“‘”":"

spenRailway station ®
wlisat )
o
n AN

Tabriz

Shiraz

Mashhad

=8 km N K -
' o9 City center

@ Railway station

30 km

o City center

Railway station @

- /' 6km

City center @

Source: Roland Berger

> The distance between city

center and railway station
varies greatly among
different cities

Only major cities, e.g. Tehran
and Mashhad, operate a
rapid transit system which
connects the railway station
with the city center

In most cities, passengers
have to take either a bus or
taxi to reach the city center

A bad or non-existent
connection between the
railway station and the city
center poses an
inconvenience for
passengers
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So far, stations do not offer state-of-the-art facilities — Significant

untapped potential for non-fare box revenues

Revenues from stations and real estate

.................. Retail

E g P
.]._ | Property development

\ AR

o Eﬁ Offices

\ D"j? Entertainment
| ‘q' Advertising

: Current focus of RAI

Restaurants 3]

Wi-Fi & Tele- ((‘r)) . Non-fare box
: communications revenues

Parking

1) Annual report of DB Station & Service AG 2015, p.33. The other revenues are fees for stations usage (per train stop)

Source: DB, Roland Berger

> Stations are functional, but
miss out on non-fare box
revenues

> However, non-fare box
revenues are becoming
increasingly relevant as
revenue contributor. e.g. at
DB they account for 30% of
station revenues’)

> |n a first step, retail and
advertising opportunities can
be exploited

> Later stages could focus on
community development in
and around stations (transit-
oriented development) as a
key lever to attract ridership
and increase intermodal
share of rail in Iran
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Operations Berﬁﬁgﬁl ‘

RAI needs to improve its cargo operations to reach an
internationally competitive level

Selected drawbacks in current cargo operations

_ > According to interviews with cargo operators, duration of rail freight
Transportation transportation is too long when compared with road transport
speed > Low average speed is mainly caused by waiting time on single tracks and
inefficient traffic control

_ _ > Major bottleneck in current network is the process of loading and unloading
Loading/unloading  wagons

capacities > Due to insufficient capacities and slow operations of loading equipment,
wagons often have to wait until loading/unloading is available

-
_ > According to cargo operators, creation of a reliable timetable for cargo trains is
g Timetable and currently not possible
oii.

scheduling > Cargo operators have to wait up to one week until locomotives are dispatched
from RAI

o > Wrong loading equipment is used leading to damages of fleet and the rail
Monitoring of infrastructure, e.g. tracks

wagon usage > Missing capacity for some wagon types leads to dual usage of wagons (e.g.,
petrochemicals and petroleum) — Significant cleaning efforts necessary

Source: RAI, Report "Analysis of demand for freight transportation and capacity of the country's main rail network", Roland Berger 180910_RAI_Final_report_v8.pptx | 240
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The main levers for increasing the average speed of Iranian freight
trains are operational improvements

Background on average speed’)

International rail freight speed benchmark

Background and potential solutions

>
> Alow average speed for rail freight trains has been a
recognized problem in other countries, too

> |n particular on cross-border routes, the average speed of
freight trains suffers from weak cooperation among
national infrastructure managers (e.g. on cross-border
European routes trains run at 18km/h only)

Region  Average speed of freight trains
Bl 2030kmh

B= 20kmhn

25 km/h

> The actual maximum speed of rail freight trains in the
mentioned countries is significantly higher than the
current average speed — Also, the infrastructure allows for
higher speeds

> However, the major reason for low average speed are
operational drawbacks

— Scheduling issues and waiting times due to single
shared tracks with passenger trains

— Ongoing maintenance works causing temporary speed
limitations on freight routes

— Missing capacity and slow loading and unloading
processes

> Suggested solutions in other countries are to use high-
speed passenger lines outside peak hours for
transporting freight or to eliminate stops and offer express
freight trains between two stations on dedicated tracks

1) Average freight train speeds are measured from the departure at the station of origin until the arrival to the station of destination of a freight train

Source: European Union, CERRE, United States Department of Transportation, Roland Berger
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On the other side, RAI also needs to improve its passenger
operations to enhance its product and service quality

Selected drawbacks in current passenger operations

> According to interviews, the average speed of passenger trains is approx.

Transportation 60-70 km /h which is not competitive in comparison to private cars and busses
speed > Increasing the average speed would reduce travel time and thereby make rail

services more preferable for time-sensitive customers

> Currently, only 10% of all passengers travel for business purpose — Also,
e) Frequency of approx. 70% of all passengers travel only once or twice per year by rail
connections > Increasing frequencies of train services on major business routes would attract
further travelers and commuters
_ > Agencies constitute the most important offline sales channel (83%) — However,
‘ Marketing and agencies are the most expensive channel taking 6% of the overall ticket price
U sales > Number of tickets for passenger rail sold via Internet and mobile applications
could be further increased
[ _ > According to interviews, conditions of locomotive and coach parts are not
N Maintenance documented resulting in insufficient maintenance
/ tracking > General standards for maintenance works are not enforced leading to safety
issues

Source: RAI, Roland Berger 180910_RAI_Final_report_v8.pptx | 242



Operations Berﬁﬁgﬁl ‘

Iran’s rail cargo volume is larger than the cargo volume of the Swiss
federal cargo operator — CAGR is at a mediocre level

Freight performance, 2015
CAGR? (54% ) (26% ) (100% ) (09% ) (02% ) (-23% ) ( 49% ) (22% ) ( 18% )

2006-2015

2,955
_— _— 43
322

—— = = =

33 29 5 25

I
RZD BNSF Canadian Norfolk DB Cargo  SNCF Fret Rail Cargo SBB Cargo RAI
Pacific Southern Austria

m E M E B |1 O EH o

1) 2014 for RZD; 2009 for BNSF  2) 2006-2014 for RZD; 2006-2009 for BNSF

Source: RAI, Railways, Roland Berger 180910_RAI_Final_report_v8.pptx | 243



Operations Berﬁﬁgﬁl ‘

Despite an annual growth rate of 1.7%, RAl's staff productivity is still
lagging behind compared to international rail freight operators

Freight operational efficiency, 2014
CAGR? (126% ) (10% ) (09% ) ( 76% ) (137% ) (134% ) ( -30% ) ( 09% ) ( 17% )

2006-2014

30.3
Staff productivity”
[tkm m/employee] 24.8
10.6
4.8
3.6 3.5 3.3 94 94
I
Canadian BNSF Norfolk ~ SBB Cargo Rail Cargo RZD DB Schenker ~ SNCF RAI
Pacific Austria Rail

M E E A —m = |1 L

1) 2015 for Norfolk; 2012 for SNCF  2) 2006-2015 for Norfolk; 2008-2014 for RCA; 2013-2014 for RZD; 2006-2012 for SNCF

Source: RAI, Railways, Roland Berger 180910_RAI_Final_report_v8.pptx | 244



Operations Berﬁﬁgﬁl ‘

In terms of passenger volume, Iran's rail market is slightly smaller
than the national railways of Switzerland and the Netherlands

Passenger performance, 2014

CAGR? C01% ) (51% ) (34% ) (-08% ) (12% ) (20% ) ( 1.0% ) ( 50% ) ( 07% )

2006-2014

131
Rail pkm" 129
[bn]
88 85
24
18 17 14 16
JRE RZD DB? SNCF Renfe SBB NS Iran®

- = =

o m ™ |l =

1) 2013 for NS; 2010 for SNCF  2) 2008-2013 for NS; 2008-2010 for SNCF  3) Incl. all operators (e.g. RAJA)

Source: RAI, Railways, Roland Berger 180910_RAI_Final_report_v8.pptx | 245
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RAJA's staff productivity is extremely high compared to international
rail passenger companies

Passenger operational efficiency, 2014

CAGR?
2008-2014

Staff
productivity")
[m pkm/Empl.]

(09% ) (13% ) ( -69% ) ( -04% ) (-483% ) ( 99% ) (-93% ) (04% ) ( na )

9.3
2.7 | _—
26
2.0
13
1.0 1.0
0.6
0.2
Renfe JRE OBB SBB SNCF DB NS RZD RAJA

e _— EBH IIl"m L m

1) 2013 for NS; 2010 for SNCF  2) 2008-2013 for NS; 2009-2010 for SNCF; 2009-2014 for JRE

Source: RAI, Railways, Roland Berger
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@ Finance Berﬁﬁgﬁl ‘
In terms of total annual turnover, RAl's freight business cannot keep
up with international rail freight companies

Freight financial performance, 2015 (I/11l)
CAGR? C42% ) (-30% ) (12% ) (31% ) (31% ) (47% ) (-74% ) ( 13% ) (-154% )

2006-2015

21.0
Net revenue” / 18.8
[USD bn] / / 105
— — — 53 y
—— ——— = —— — 18
1.1
0.9
0.3
BNSF RZD Norfolk DB Cargo  Canadian  Rail Cargo SNCF Fret SBB Cargo RAI
Southern Pacific Austria

E wm EN I O 11 B L

1) 2012 for RAl  2) 2012-2015 for RAI

Source: Company information, Roland Berger 180910_RAI_Final_report_v8.pptx | 247



@ Finance Berﬁﬁgﬁl ‘
RAl's average cargo traffic revenue is at the same level as the traffic
revenue of large North American rail freight operators

Freight financial performance, 2015 (/1)
CAGR? (02% ) (-09% ) (29% ) (52% ) (04% ) (04% ) ( 63% ) ( -74% ) (-187% )

2006-2015

6.1 6.0
Traffic revenue’ 54
[USD ct./tkm] '
34 3.3
1.6
1.2 1.3
- l
Rail Cargo  SBB Cargo DB Schenker SNCF Fret Norfolk BNSF Canadian RZD RAI
Austria Rail Southern Pacific

— = jJ] E E M m o

1) 2014 for RZD; 2009 for BNSF  2) 2006-2014 for RZD; 2006-2009 for BNSF; 2012-2015 for RAI

Source: Company information, Roland Berger 180910_RAI_Final_report_v8.pptx | 248



@ Finance Berﬁﬁgﬁl ‘
Unlike several European freight operators, RAl managed to be
profitable in 2015 — North American freight operators are out of sight

Freight financial performance, 2015 (IlI/111)
EBITmargin  (( 57.2% ) (274% ) (410% ) ( 60% ) ( 48% ) ( -33% ) ( -46% ) ( -38% ) ( -92% )

7,767.0
EBIT _—— 28840
USDm] _— _—— 21039
_—— _—— _— 11212
— —— —— _— 85
N
-29.9 511 -29.7
-203.1
BNSF Norfolk Canadian RZD Rail Cargo  SBB Cargo SNCF Fret DB Schenker RAI
Southern Pacific Austria Rail

E E M e = B I

Source: Company information, Roland Berger 180910_RAI_Final_report_v8.pptx | 249



@ Finance Erﬁﬁgﬁl ‘
Overall, operational cost of rail freight services in Iran are lower than
operational cost of rail freight services in Austria and Switzerland

Operational expenditure

Operational expenditure, 2015 [USD/ton-km]"
0.08

» > Qperational cost has a direct impact
on the profitability of rail freight
operator

> To increase comparability of

0.06 operational cost among different

freight operators, we divided the

0.05 annual sum of operational cost by the
: annual cargo transport performance

> RAl's operational cost per ton-

0.03 kilometer are on an average level

' compared to international rail freight

0.02 0.02 operators

0.04

Y DB =3 0BB &) s

1) PPP-adjusted. Data for France not available
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@ Finance Berﬁﬁgﬁl ‘
Despite a slight increase over the past four years, RAl's annual net
revenue Is only marginal compared to international railways

Passenger financial performance, 2014 (l/1l)
CAGR" (36% ) (71% ) (52% ) (69% ) (92% ) (08% ) (22% ) ( 64% ) ( 19% )

2008-2014

25,047
Net revenue 24,155
[USD m] / / 18497

_— _— _—  65% 6 122
5,169
3,487
2,646
93
SNCF DB JR East RZD NS SBB Renfe OBB RAI

Il ™= o m ™ 1 = mi=

1) 2011-2014 for RAI
Source: RAI, Roland Berger 180910_RAI_Final_report_v8.pptx | 251




@ Finance Berﬁﬁgﬁl ‘
Due to the privatization of passenger operations, RAl's passenger
traffic revenue is very low in comparison with international railways

Passenger financial performance, 2014 (lI/1ll)
CAGR? (88% ) (12% ) ( 84% ) ( 36% ) ( 14% ) (09% ) ( -53% ) (126% ) ( 89% )

2008-2014

341
Traffic
revenue?) / 284 275 27.3

Shetpkml - __——= __—= = = 5

1.7 14.1
5.1
0.6
I
NS SBB SNCF DB 08B Renfe ~ JREast  RZD RAI

— E I ™= _ T e wm L

1) 2010 for SNCF, 2013 for NS 2) 2012-2014 for RAI, 2008-2013 for NS, 2008-2010 for SNCF

Source: RAI, Roland Berger 180910_RAI_Final_report_v8.pptx | 252
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Contrary to the cargo segment, RAl's passenger segment is not
profitable — EBIT margin is extremely negative due to low turnover

Passenger financial performance, 2014 (llI/Il1)

EBITmargin  ((142% ) ( 73% ) (23% ) (70% ) ( 38% ) ( 51% ) (-1.0% ) ( 66% ) (-71.8% )

2,625.3
EBIT _—— 17517
D
[USBm] _—— _—— 5786
426.0
195.4
134.2
33.8 __66_7
4299
JR East SNCF NS SBB BB Renfe RZD RAI

e W || = 0 = T m =
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Average operating cost per passenger-kilometer is significantly
lower than those of European railway companies due to low wages

Passenger operating cost efficiency, 2014

CAGR? (89% ) (06% ) (41% ) C27% ) (08% ) (04% ) (-47% ) (17% ) ( 65% )

2008-2014

_ 345
Operating cost"

[USD ct./pkm]
27.3 27.0

23.2
18.5

13.5 191

5.4

SBB SNCF 0BB Renfe JRE RZD RAJA

= k1 11 = T T e m

Source: Company information, Roland Berger 180910_RAI_Final_report_v8.pptx | 254




Bergér | §
To attract international rail cargo flows, Iran needs to further expand
its network and invest in intermodal terminals and dry ports

SWOT analysis cargo segment

Strengths Weaknesses
> Financially profitable rail segment > Low speed and high tariffs
> High productivity of freight locomotives > Lack of intermodal terminals and dry ports
> Existing network with connections to all major cities > High maintenance cost for locomotives and wagons
> Strong commercial ties to neighboring trade partners > Relatively high average age of locomotives
vy
SWOT
. . L . A A . -

> |deal geographical location for transit traffic from Asia > \olatility of oil price

to Europe > Rise of political conflicts or economic sanctions
> Release of economic sanctions > Alternative international commercial routes bypassing
> |nvestment in infrastructure expansions Iran
> Growth of mining sector and international trade > International players entering the Iranian market
Opportunities Threats
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In the passenger segment, RAI needs to leverage its core assets
and expand into further mobility market segments

SWOT analysis passenger segment

Strengths Weaknesses
> High utilization of trains in terms of seat load factor > Missing intermodal integration at stations
> \lery good productivity of own passenger locomotives > High maintenance cost due to old locomotives,

coaches and stations
> Financially unprofitable passenger transport segment
2 2o High dependence on agencies for ticket sales

> Current infrastructure as valuable asset
> Rail network connections to all major cities in Iran

SWOT
> Chance of being the first mover in intermodal mobility > Low oil price increasing competitiveness of road
> Huge market potential for commuter train services > Air travel getting cheaper and more popular
> Further roll-out of direct online and mobile sales > Reenforcement of economic sanctions
> Investment in new high speed rail technologies > Increasing consumer wealth stipulating car sales
Opportunities Threats
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For cargo, RAl's new strategy should focus on increasing mining and
container traffic, improving operations and enhancing fleet maintenance

Cargo segment — Main areas for improvement

—
@ @ @ New strategy
v V= should increase
aggregates and
Market position Operations Fleet container traffic,
> Many mines in lack of > Average speed of ralil > High maintenance cost for improve cargo
connections to the rail cargo not competitive with cargo locomotives and operations to
netlwolrk o road trgnsportatlon wggons | provide a better
> Rail without significant > According to customers, > High out-of-service rate of roduct and
share in the domestic insufficient capacities for cargo locomotives leads producta
container transport market  loading and unloading of to high spending on reduce
> Only very few terminals cargo goods maintenance maintenance cost
and dry ports as a > Reliable timetable for rail > Risk of over-utilization of through smarter
prerequisite for intermodal  cargo services not cargo locomotives that are fleet maintenance
container transport available in service

Source: RAI, Roland Berger 180910_RAI_Final_report_v8.pptx | 257
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For passengers, RAl's new strategy should create a competitive service
offering through new services, solid operations and an attractive fleet

Passenger segment — Main areas for improvement

@

Market position

> Commuter transport in
Iran underdeveloped
compared to other
countries

> Compared to other
transport modes, rail is
either too expensive or
too slow

> |Intermodal door-to-door
travel solutions are
currently not available

Source: RAI, Roland Berger

®

Operations

> Average speed of trains
not competitive with
speed of bus and private
cars

> Low frequency of ralil
connections

> Sales channel mix with
high number of tickets
sold via costly agencies

> Missing tracking of
maintenance work in
passenger segment

/I1=\

Fleet

> Low number of coaches
and multiple units for
passenger transportation

> High cost of maintenance
for passenger locomotives
and coaches

—
» New strategy
should lay the
foundation for
creating an
internationally
competitive
passenger
service offering
with a strong
focus on
commuter
services
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For infra, RAI's new strategy should address insufficient infrastructure
conditions, ensure safety and exploit the full potential of railway stations

Infrastructure and stations — Main areas for improvement

—
(il =|=== /_\
[ vl ‘E‘ @ New strategy
S=I: v should pave the
way for
Infrastructure Infrastructure Station upgrading the
audit modernization transformation infrastructure
> Overview of asset > Low spending on renewal > Connections to railway and transform
conditions not available to  and upgrading of existing stations located outside of stations to state-
the extent required for an infrastructure city centers are missing of-the-art
international railway > Safety of railway network > Current product offering at
> Comprehensive audit of still not on internationally railway stations does not tra.nsport hubs
infrastructure necessary competitive level allow RAl to increase non- being a symbol
fare box revenues of RAl's current

transformation
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Within a similar railway reform process, DB managed to increase rail
modal share and improve its organization through its new strategy

Best practices how other railway companies coped with similar challenges (1/2)

Effect of new DB strategy during German rail reform (1994-2012)

=~ > Steep increase of traffic capacity between 1994 and 2012: Passenger rail +36% (commuter rail
. traffic +68%); cargo rail +58%"

> Increase/stabilization of intermodal market share: Increase of passenger rail +1.5 percentage
points, cargo rail +0.4 percentage points after a slump between 1950-90

> Relative emissions reduced by 40%
(absolute by more than 10%")

> Considerable noise abatement
efforts made

> Revenues and results increased due
to organizational improvements
N J P

\s AR > Productivity clearly increased in all
- areas

> Total employee number dropped by
approx. 10%

> In main rail segment, employee
number dropped by approx. 50%

> Range of products and journey
times improved

> \ehicle fleet was modernized
significantly

/

1) Incl. third party railway operating companies
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Best practices how to deal with challenges in strategy development
during a railway reform should be reflected

Best practices how other railway companies coped with similar challenges (2/2)

Exemplary challenges for railway strategy during reform processes

Ressource shortage Slow implementation Inflexibility Missing focus
> Shortage of skills and human > Clear concept for new railway > No adaption of passenger > Too many simultaneous
resources during the reform strategy but no stringent and cargo strategies to new initiatives that cannot be
process implementation market situations managed by one organization
> Solution: Clear upfront > Solution: Rigorous tracking > Solution: Constantly > Solution: Setting a clear
planning of required and constant measurement of evaluate current strategy focus during strategy
resources implementation within reform process development
Insufficient funding No cultural transition
> Well-founded strategy but no > New vision and strategy is
sufficient financial backing for not accepted by company
necessary investment management
> Solution: Development of > Solution: Cultural change
comprehensive funding management based on new
model for new strategy vision and objectives

Source: Railway company experiences during reform process, Roland Berger 180910_RAI_Final_report_v8.pptx | 261
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Based on historic data, no correlation could be found between fuel
price development and conversion of traffic from road to rail

Development of Iranian transport and fuel price
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The same goes for the EU, where also no correlation could be found
between fuel price development and the share of rail cargo traffic

Development of EU-27 transport and fuel price
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According to current forecasts, the fuel price will increase by 9% for
Brent and 15% for WTI until the end of 2018

Fuel price forecast [USD/barrel]

( 0/

+15%
W 1
65 65 65 65
60 60 60 60 60 60
55 55 55
I | 50 I I I I
Q117 Q217 Q317 Q417 Q118 Q218 Q218 Q418

Brent [ WTI
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B.3 Definition of vision and
strategic objectives




n Vision statement
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15

The current vision of RAI needs to be adapted to the new mission
discussed in management workshops

Current vision of RAI

Vision statement *——

Strategic objectives __

(selection)

Focus of this chapter
Source: Ministry off Roads and Urban Development

"Creating a modern, progressive

(Vision for Iranian railways in 2025)

> Passenger: ...
> Freight and infrastructure: ...

> Global dimension: ...

and efficient rail transport system"

> System and human resources: ...

> Current vision of RAl emphasizes the
role of a rail transport system provider
— However, in the new rail landscape
RAIl engages in a broader range of
activities

> RAl's current vision does not contain
any information on the target market
position and its scope of activities

> Moreover, the vision does not include
an overall objective, e.g. to create
shareholder value

> Strategic objectives will be discussed
on next slide
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RAl's current strategic objectives contain some important and well-
considered goals — However, a clear focus is missing

Current strategic objectives of RAI

"Creating a modern, progressive > Vision has been discussed on last
and efficient rail transport system"  slide

(Vision for Iranian railways in 2025)

Vision statement *—

> Passenger: Efficient suburban > RAI does underline its objectives by
railway system; high speed lines; concrete targets in the following
intermodal integration... dimension
> Freight and infrastrugture: Access  _ Track length (incl. high speed,
S to production centers, increased double track and electrification)
Strateglc objectlves._ customer-focus; loyalty creation... _ Transport performance (cargo
(selection) > System and human resources: tons, number of passengers, cargo
Employees to be proud to work for and passenger modal share)

RAI: attract best talent available...

> Global dimension: Highest rail
transit share in region; management
development at global level...

— Fleet structure (size and age)

Focus of this chapter
Source: Ministry off Roads and Urban Development 180910_RAI_Final_report_v8.pptx | 267
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While RAl's vision primarily focusses on rail transport, European
railways aim to be leading providers of mobility and logistics services

Best practices — Railways

| European railways

DB

> Qverall, DB aims to become
the world's leading mobility
and logistics company

> DB's vision is based on the
three dimensions of
economical, social and
environmental sustainability

> On each dimensions, DB
seeks to excel by becoming a
quality leader, eco-pioneer
as well as a top employer

Deutsche Bahn SNCF

> According to its current vision, >
SNCF aspires to become a
global benchmark for
excellence in mobility and
logistics services

> SNCF is dedicated to increase >
customer satisfaction by being
a champion service provider

> |n addition, SNCF strives for
sustainable mobility
solutions to reduce its
ecological footprint

|
EYe5 JREast

Other international railways |

JR [CsX |

The vision of JR East is to > CSX focusses on becoming
contribute to the growth and the safest and most
prosperity of society by progressive North American
providing safe and high-quality railway company

railway services > CSX is also dedicated to

JR East envisions to pursue exploit economic, social and
its unlimited potential by technological factors that
tackling new business drive the intermodal

areas, fostering opportunity

technological innovations

and develop its employees

CSX

-

Focus on becoming a leading mobility and logistics
companies

Source: Roland Berger

-

Focus on becoming safe and high-quality railway
companies
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In general, transportation companies use the vision to define the
market position they are trying to achieve or maintain

Best practices — Other industries

| Transportation companies | | Innovation-driven companies |
Turkish Airlines ) Maersk Google (S sanofi .y
> Turkish Airline aims to be the > The vision of Maersk isto be > Google's vision is to provide > Sanofi's vision is to enhance
preferred leading European the leading provider of access to the world's the quality of life through
air carrier with a global global offshore marine information for everyone prevention, cure and
network of coverage while services and integrated > In a broader sense, Google innovation
maintaining its identity as the solutions aims to remain a place of > By doing so, Sanofi strives for
flag carrier of the Republic of > Maersk is also dedicated to incredible creativity and being the most admired and
Turkey create competitive innovation that uses technical best-in-class health care
> To achieve this objective, advantages for its expertise to tackle big partner
Turkish Airlines pursues to customers by working with problems > Sanofi is also committed to
stand out in terms of safety, passion and focus on safety take responsibility for
and competitiveness
D D £
Focus on taking a leading role in their respective Focus on improving people's lives and shaping the
markets future

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 269
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n Strategic objectives Roland . ‘

Other railways focus on three to four key dimensions of strategic
objectives along which they are implementing their vision

Best practices — Railways

| European railways Other international railways |

Deutsche Bahn ~ [DB] SNCF EYe5 JREast JR csx [csX |

> Under its vision, DB has > SNCF translates its visionin > JR East uses two main > CSX uses four dimensions of
strategic objectives in three strategic objectives in the dimensions for its strategic strategic objectives under its
dimensions following dimensions objectives vision

— Economical (e.g. ROCE, - Financial (e.g. revenue — Eternal mission (rail — Network improvement
level of debt, customer growth, EBITDA growth, network enhancement, (e.g. network expansion,
satisfaction, punctuality) reduction in net debt) collaboration with local partnerships with public)

— Social (e.g. employee — Quality (e.g. operational communities) — Service excellence (e.g.
satisfaction and employer efficiency indicators) - Unlimited potential new intermodal terminals)
branding) — Innovation (e.g. level of (improving speed, fostering — Automation (e.g. level of

— Ecological (e.g. level of spending on R&D) globalization, digitalization, automation of operations
emissions, use of - Human development (e.g. technological innovation) — Team (e.g. employee
renewable energies) acquire new competencies) development)

4

Strategic objectives are usually structured along key dimensions
Each dimension contains targets in the form of performance indicators

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 270
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To ensure long-term success within the new industry structure, a
new vision for RAI has been developed

Vision of RA

to be a(n)...

(Business model)

active in...
(Geographical scope
leadingin...
(USP)

Cargo and Cargo railway and || Passenger railway || Integrated mobility
passenger railway || mobility provider || and logistics prov. || and logistics prov.
| Iran and adjacent || Iran and adjacent
ran countries (coop.) ||/countries (stand-al.)
. . . . -+, | | Customer
Efficiency| | Safety | Innovation|| Price Speed | |Reliability experience
Shareholder value Customer value Social value

to create...
(Objective)

)

\4

S

Roland

-

S ga pa Glal - o)l cal ol
RAI - Moving Iran

5
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The new vision has then been broken down into a comprehensive
set of strategic objectives

Strategic objectives”

RAI - Moving Iran

Overall goal: Increase modal share of rail in passenger business to 10% and cargo business to 20%

1 Operational Customer 3 Social 4 Financial
excellence loyalty impact sustainability

A Safety A Seamless travel A Employer attractiveness| A Profitability
Reduce number of rail All major cities in Iran have Become one of the top ten Achieve overall EBITDA
accidents involving injuries of integrated ticketing system employers in Iran? margin of 15%
people and fatalities to zero

B Fleet B Customer satisfaction | B Socioeconomic benefits | B Investment level

Adopt average fleet age of
locomotive and coaches
interior to industry standards

Increase satisfaction score of
customer opinion polls by
20%

Reduce CO, emissions per
ptkm by 30%

Execute the infrastructure
investment plan with zero
tolerance

C Average speed

Increase average speed of
passenger trains by 25 km/h and

cargo consignments by 5 km/h

C Brand perception

Become one of the top ten
brands in Iran?

C Regional development

Increase real estate price at
and around stations by 30%

Effective subsidy system
Fulfil all conditions of

network and commuter
performance contracts

1) Time horizons of individual targets depend on level of investment ~ 2) In case there is no industry measurement available, RAI should develop own polls for measurement
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B.4 Assessment of strategic @
options




Beﬁg'af“
To select the strategic option, RAIl can choose between a base and
a focus option in high speed, commuter and cargo rail

Approach
Strategic initiatives
n High speed rail n Commuter rail n Cargo rail
Optional add-on Optional add-on Optional add-on Opti:onal

n Infrastructure initiatives

H General strategic initiatives

Re-integration of RAJA iﬁm};

ﬂ Structural reform
Policy measures

Base growth

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 274
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All initiatives, the reform and the policy measures have been

evaluated with regards to modal share effect and investment need

Evaluation of initiatives

Strategic initiatives

n High speed rail n Commuter rail n Cargo rail
+2.8% 13.7 329 +6.6% 6.1 78.8 +2.7% 3.9 9.2
Add-on Passenger bn USD additional Add-on | Passenger bnUSD additional Add-on Cargo bn USD additional
modal share investment m pax modal share investment m pax modal share investment ton-km bn
+2.2% 6.5 26.0 +2.5% 0.6 30.3 +1.8% 2.9 6.0
Base Passenger bn USD additional Base Passenger bn USD additional Base Cargo bn USD additional
modal share investment m pax modal share investment m pax modal share investment ton-km bn
. aer g - 24 - +0.7% 3.4
Infrastructure initiatives additional  additional ~ Passenger Cargo bn USD
m pax ton-km bn  modal share modal share investment
n e o 24 0.7 +0.2% +0.2% 0.15
General strateglc initiatives additional  additional  Passenger Cargo bn USD
m pax ton-kmbn  modal share modal share investment
. . - - - - 0.02
Re-integration of RAJA addonal  additonal  Passenger Cargo  bn USD
m pax ton-km modal share modal share investment
. . +0.5% +0.5% 0.02
Structural reform additional ~ additional  Passenger ~Cargo bn USD
m pax ton-km modal share modal share investment
7 9 . : +0.5% +1.0% -
POllcy measures additional  additional ~ Passenger Cargo bn USD
+ m pax ton-km modal share modal share investment
234 229 +0.8% +2.2% 5.4
Base growth additional  additional  Passenger Cargo bn USD
m pax ton-km bn  modal share modal share investment

Source: Roland Berger

=1
Optional
—_—1

Always
included
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For high speed rail, we recommend choosing the base case option in
an initial step — Add-on option to be exploited after 2028

Strategic initiatives for high speed rail

Calculations on this and the following
pages are made under the assumption
that the proposed measures are
implemented properly without delay

Optional add-on

> Construction of five high speed lines, e.g.

> Purchase and operation of high speed trains on

D £
o 13.7 : X +2.8% % +0.2%

Passenger Modal share
modal share per bn USD

High speed rail
I

T - —— ---— - |
: Recommended base case I

1
: > Construction of three high speed lines, e.g. I
i — Tehran-Isfahan : — Tehran-Isfahan
: — Tehran-Zanjan | — Tehran-Zanjan
I — Qom-Arak : — Tehran-Hamedan
: > Purchase and operation of high speed trains on : — Qom-Arak
1 each of these lines I — |sfahan-Shiraz
' [
|
: : each of these lines
| |
: ) £ !
| @ 6.5 o0 2.2% +0.3%
I bn USD : " Passenger % Modal share | . bn USD
I investment modal share per bn USD I investment
' 1

— — = = Our recommendation for the 2018-2028 time horizon

Source: Roland Berger
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For commuter rail, we also suggest to pick the base case and
consider exploiting the add-on option after 2028

Strategic initiatives for commuter rail

Commuter rail

Recommended base case

> Construction of additional stations on existing
commuter lines in three cities e.g.

' I
| I
' I
| I
' I
| I
I — Tehran I
| — Ahwaz :
: — Tabriz l
I > Purchase and operation of additional trainsets to :
: increase frequency of services on these lines I
1 > Construction of additional passing loops :
|

| |
: I
: I
: I
: I
: I
: 1

D 4
o 0.6 o 12.5% +4.1%
bn USD } Passenger % Modal share
investment modal share per bn USD

— — = = Our recommendation for the 2018-2028 time horizon

Source: Roland Berger

Optional add-on

> Construction of additional lines (incl. new tracks)
in three cities with established commuter network

— Tehran
— Ahwaz
— Tabriz

> Construction of additional stations on existing
commuter lines in these three cities

> Purchase and operation of additional trainsets to
increase frequency of services on these lines

D 4
o 6.1 :. +6.6% +1.1%
. bn USD Passenger % Modal share
investment modal share per bn USD
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The cargo rail option consists of five different strategic initiatives —
Once again, we advise to select the base option

Strategic initiatives for cargo rail

Cargo rail

Recommended base case

> Production facilities: Construction of tracks to
twelve iron ore mines

> International routes: Construction of tracks to Iraq
and Azerbaijan

> 3PL business: Position rail operators as
subcontractors of 3PL service providers

> Ports and terminals: Improvement of loading and
unloading processes at existing port terminals

D 4
o 29 I +1.8% +0.6%
bn USD THH] cargo % Modal share
investment modal share per bn USD

- e = - Our recommendation

Source: Roland Berger

Optional add-on

> Production facilities: Construction of tracks to
twelve iron ore mines and four oil refineries

> International routes: Construction of tracks to Iraq,
Azerbaijan and Afghanistan

> 3PL business: Set up own 3PL service capabilities

> Ports and terminals: Improvement of operations at
existing port terminals and construction of six
multimodal terminals in metropolitan areas

£
o 3.9 1 *2.7% +0.7%
. bn USD ]III Cargo % Modal share
investment modal share per bn USD
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A network upgrade will ensure sufficient capacity for future demand
growth — Stations will exploit full potential regarding ancillary services

Strategic initiatives for infrastructure (1/2)

@ Network upgrade ‘gvgi Station transformation
> A network upgrade is necessary in order to ensure > So far, railway stations in Iran are rather functional in a
sufficient capacity for future market growth sense that they do not offer very many ancillary services
> Furthermore, an increase in network capacity could > Thus, railway stations should be transformed into places
attract additional cargo demand all by itself where passengers, can shop, dine and connect to
> Suggested measures are different modes of transport
— Removal of four fundamental bottlenecks as identified > Suggested measures for the 10 most busiest stations are
by University of Esfahan (e.g. Dorud-Andimeshk, Qom- — Expansion of retail and catering areas at railway
Andimeshk, Abnil-Bafgh, Chadormalu-Abnil etc.) stations
— Double tracking of five major routes that are not part of — Exploit the opportunity of advertising at railway stations
the bottlenecks — Increase the number of parking sports at railway
— Execution of existing initiatives stations
D £ -
« 3,100 +0.7% ~9 yrs. o 65 ~4 yrs.
. m,USD II/!]\I Cargo modal @ Imple¥nentation . m USD : Passenger @ Implementation
investment share time investment modal share time
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Rail is known to be safest of all transport modes — To keep up this
Image, it is essential to minimize the risk of accidents

Strategic initiatives for infrastructure (2/2)

Safety program

> |n order to avoid accidents, it is essential to increase the
safety standards within the Iranian rail network

> Suggested measures are

— Upgrade of all unprotected level crossings with barriers
and traffic lights

— Installation of signaling facilities at all railway tracks
without electric signaling system

D 4
o 200 @ ~4 yrs.
m USD Cargo modal Implementation
. investment III[ share time
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The introduction of a loyalty program and an intermodal platform will
aim at reaching RAl's customer satisfaction objectives

General initiatives (1/5)

@ 4.1 Loyalty program

4.2 Intermodal mobility

> Loyalty programs are a common measure to increase
customer retention in the transportation industry, in
particular also in the railway sector (e.g. Bahncard)

> Suggested measures are
- Roll-out of bonus program for regular customers

— Integration of loyalty program in intermodal mobility
platform offer

— Attraction of further non-rail partners for its program
(e.g. hotels, metro and taxi)

Implementation

o <10 1-2 yrs.
. m USD Implementation
investment time

Source: Roland Berger

> Intermodal platforms and applications increase the level
of convenience of passengers by allowing them to
combine different transport modes on one trip with a
single ticket

> Suggested measures are

— Development of a mobile application with a
comprehensive IT backbone

— Cooperation with other mobility providers to offer
integrated tickets on new platform

Implementation

o ~ 50 2-3 yr.

. m USD Implementation
investment time
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To increase customer satisfaction, it will also be necessary to invest in
customer service — A new recruiting concept will attract high potentials

General initiatives (2/5)

@ 4.3 Customer service improvement

@ 4.4 Recruiting concept

> Service level is among the key decision criteria for
customers in choosing their transportation mode and
should become an advantage if Iranian rail transportation

> Suggested measures are
— Enhancement of existing customer service processes

— Employment of more service personnel at stations and
in call-centers

— Development of comprehensive approach to customer
communication across all offline/online channels

Implementation

o <10 1-2 yrs.
. m USD Implementation
investment time

Source: Roland Berger

> As the market for highly skilled employees becomes
competitive, RAl should develop a recruiting concept that
allow access to the best talents

> Suggested measures are

— Increase of marketing activities to position RAI as
attractive employer (beyond the traditional state owned
company)

— Conducting university recruiting events to position rail
as an attractive industry for graduates

Implementation

o <10 <1yr.
. m USD Implementation
investment time
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To exploit the full potential of all employees, it is crucial to offer
trainings and a working environment that will keep them satisfied

General initiatives (3/5)

@ 4.5 Employee development program

e 4.6 Employee satisfaction program

> To offer employees attractive career path and enhance
the quality of its operations, RAI should invest in the
education and training of its employees

> Suggested measures are
— Regular training sessions and seminars for employees

— Supporting further external education programs and
participation at conferences for own employees

— Creation of career tracks and talent programs for high
performing employees

Implementation

o <10 <2yr.
. m USD Implementation
investment time

Source: Roland Berger

> In order to increase employee productivity and position
RAl as an attractive employer, satisfaction of its
workforces plays an important role

> Suggested measures are
— Regular measurement of employee satisfaction level

— Improvement of working conditions (e.g. by offering
flexible working hours)

— Increase employee motivation by raising wages and
salaries

Implementation

o <10 2-3 yrs.

. m USD Implementation
investment time
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An environmental program and a rebranding campaign will enable
RAI to reach its socioeconomic and brand perception goals

General initiatives (4/5)

Q 4.7 Environmental program

‘D 4.8 Rebranding

> The environmental-friendliness of rail should be
increased through a specific strategic program and
become the center of lobbying and marketing activities

> Suggested measures are

— Reduction of CO, emissions by increased use of
renewable energy sources

— Creation of internal program for employees to integrate
environmental friendliness in employees' mindset

— External marketing of pro-environmental activities
Implementation

o <20 2-3 yrs.
. m USD Implementation
investment time

Source: Roland Berger

> |n order to emphasize its reform process, RAI should
adjust its brand of its new offer and business activities to
both its employees as well as customers and further
stakeholders

> Suggested measures are

— Development of new branding concept (incl. brand
architecture of group brand and brand portfolio)

— Marketing campaign to boost sales and image of RAI
— Introduction of new logo

Implementation

o <20 1-2 yr.

. m USD Implementation
investment time
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In order to improve railway services, it is not only necessary to invest
In assets but also to optimize underlying operational processes

General initiatives (5/5)

@ 4.9 Operational improvement

> |n order to maximize value of rolling stock and
infrastructure, underlying processes have to be optimized,
e.g. maintenance of locomotives

> Suggested measures are

— Streamlining of all operational processes to detect
potential for performance improvement

— Focus on improvement of operations in ports by
analyzing current operational drawbacks and defining
corresponding measures

Implementation

o <20 2-3 yrs.
. m USD Implementation
investment time

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 285
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While costs for the structural reform are difficult to quantify, they are
expected to be well below costs for most strategic reforms

Main cost drivers of structural reform

External rail industry structure

i

T

Internal reorganization

Establish separate requlator and other entities to govern
and promote Iran's railway system

Reorganize RAl's internal structure to ensure ideal fit with
the changed external structure

> Transfer of employees within existing organization or to
new entities

> Establishment of new controlling and reporting lines
> External communication of rail reform

> Costs for project management office team that
accompanies and drives the transformation process

> Further costs for external consultants, e.g. on legal and
business matters

> Internal lobbying to establish new organizational
structure among employees

> Costs for new full time positions within new
organizational structure, e.g. positions at regulator

> Additional costs, e.g. from construction of new office
facilities

o <20 A +0.5%
m USD Passenger
. investment ‘ .| modal s%are

Source: Roland Berger

05y
/‘]/' Cargcl) ’

~1-5 yrs.
Implementation
time
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Policy measures should aim at converting traffic from road to rail by
strengthening the relative competitiveness of rail

Potential policy measures

Decrease competitiveness of road Increase competitiveness of rail

> |n order to convert traffic from road to rail, > |n order to convert traffic from road to rail,
the competitiveness of road could be the competitiveness of rail could be
decreased through political interventions increased through political interventions

> Increasing the prices of road transport > Decreasing the prices of rail transport

should have a strong effect on modal share should have a strong effect on modal share

L ; . Potential L ; .
of rail, in particular in the cargo segment political of rail, in particular in the cargo segment
with its price-sensitive cargo owners RIS (G with its price-sensitive cargo owners
> Suggested measures to lobby for are convert > Suggested measures to lobby for are
— Increase of current road tolls traffic — Decrease of access fees
— Increase of fuel tax for trucks — Decrease of traction charges
— Increase of value added tax on road — Decrease of value added tax on rail
services services

D £
o . A +0.5% A +1% é ~2-3 yrs.
bn USD Passenger ' Cargo Implementation
. investment ‘ .l modal share ‘ . modal share time

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 287
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Overall, investment cost for the implementation of our recommended
base option amount to USD 18.9 bn

Summary of base case initiatives — Our recommendation

Area Investment Passenger Cargo Implementation
[mUSD]  Modal share [% pts.] Modal share [% pts.] time [yrs.]

High speed rail (Base option) 6,500 ~2.2% - ~5

Commuter rail (Base option) 600 ~2.5% - ~3

Cargo rail (Base option) 2,900 - ~1.8% ~6

Infrastructure initiatives 3,100 - ~0.7% ~8

General initiatives 100 ~0.2% ~0.2% ~3

Structural reform <20 ~0.5% ~0.5% ~2

Policy measures 0 ~0.5% ~1% ~2
Base growth 5,400 ~0.8% ~2.2%

-
& oo O e Ga e @ oo
investm. modal share modal share tation time

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 288
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If optional add-on options are chosen for high speed, commuter and
cargo rail, the investment cost amount to USD 32.7 bn

Summary of optional add-on initiatives

Area

Investment Passenger Cargo Implementation

[mUSD]  Modal share [% pts.] Modal share [% pts.] time [yrs.]
High speed rail (Focus option) 13,700 ~2.8% - ~9
Commuter rail (Focus option) 6,100 ~6.6% - ~7
Cargo rail (Focus option) 3,900 ~2.7% ~7
Infrastructure initiatives 3,100 ~0.7% ~8
General initiatives 100 ~0.2% ~0.2% ~3
Structural reform <20 ~0.5% ~0.5% ~2
Policy measures 0 ~0.5% ~1% ~2

Base growth 5,400 ~0.8% ~2.2%
-

() 32.7 .’ +11 .4% +7.3% ~9 yrS.
@ bnusd : 9  Passenger m Cargo Implemen-
investm. modal share modal share tation time

Source: Roland Berger
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Investment cost for focus initiatives are significantly higher than for
base initiatives offering only slightly higher modal share increases

Comparison of investment [USD bn]

Base case — Our recommendation Optional add-on
32,66
----0,10----0,02 ----
3,40
3,94
6,10
18,89 ’
----0,10 ---- 0,02 ---- -
3,40
287 Additional USD 17.2 bn
----0,60 13,70 for 4.7% in passenger and
6,50 0.9% in cargo modal share
5,40 L 5,40 15,42
Base High Commuter Cargo  Infra- General Structural Total Base High Commuter Cargo  Infra- General Structural Total
growth  speed rail rail  structure measures reform growth  speed rail rail  structure measures reform

@e® *6.7% L _ +5.9% ~8 yrs. 0o *124% _I_ +6.8% ~9 yrs.
@ Passenger m Cargo Implemen- @ Passenger M Cargo Implemen-
. modal share modal share tation time . modal share modal share tation time
1) Modal share numbers include base growth and are to be understood +/-0.5%

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 290
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The majority of initiatives in the base case can be implemented
within nine years — Investment level decreasing over time

Implementation roadmap for base case initiatives

Strategic initiative

2018 | 2019 | 2020 | 2021 | 2022 | 2023

2024

2025

Preliminary

2026 2027 2028

Network upgrade
Station transformation
Safety program

——— T 1 | ||

Commuter rail
High speed rail

-

Production sites
International routes
Port and terminals
3PL services

General initiatives

#::::

Investment per year
[USD bn]

5.3

2.5 2.6 2.0 2.2

1.2

0.9

0.7

0.5 0.4 0.4
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In order to decide among the strategic options, the attractiveness
and the feasibility of each initiative have to be evaluated

Attractiveness
Modal share

> To what extent is rail modal share increased?

Operational excellence

> To what degree does the option enhance safety,
average speed and fleet age?

Customer loyalty

> Does the option have a positive effect on
customer perception and RAl's brand?

Social impact

Impact on legal framework

> To what extent does the option require to adjust
the legal framework?

Time-horizon

> What is a realistic time horizon for executing all
of the initiatives within the strategic option?

Investment need

> What amount of capital expenditure is needed in
order to execute the strategic option?

Labor intensity

> Does the option contribute to the socioeconomic
and regional development of Iran?

Financial sustainability

> Are the existing human resources sufficient or is
an extension of the workforce necessary?

External dependency

> Does the strategic option increase profitability?
s there a sufficient investment level?

Source: Roland Berger

> To what extent does the strategic option depend
on political or economical developments?

Feasibility
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Accordingly, a comprehensive scoring system has been defined to
evaluate the strategic initiatives

Overview on criteria — Attractiveness

Attractiveness
criteria

Scoring system for criteria evaluation
1 2 3 4

‘ Modal share

The higher the modal share growth for cargo and passenger, the better for RAI. The
initiative with the highest modal share growth on average for cargo and passengers
receives highest number. All other initiatives are ranked accordingly

l@ Operational excellence

The higher the degree of operational excellence, the better for RAl and the higher the
respective score. Safety, speed and fleet age improvements have been evaluated
separately for each initiative and consolidated based on a simple average

The better the effect on customer loyalty, the better for RAl and the score. Positive
effects on RAl's customer perception and brand's image have been evaluated
separately per initiative and consolidated afterwards based on a simple average

The higher RAl's social impact in Iran, the better for RAl and the better the score.
Both socioeconomic and regional impact in Iran have been evaluated separately per
strategic option and consolidated afterwards based on a simple average

@ Financial sustainability

Source: Roland Berger

The higher the financial sustainability, the better for RAl on the long-run and the better
the score. Both increase in profitability and in the investment level have been
evaluated separately per strategic option and consolidated based on simple average
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Accordingly, a comprehensive scoring system has been defined to
evaluate the strategic initiatives

Overview on criteria — Feasibility

Feasibility
criteria

Scoring system for criteria evaluation
1 2 3 4

a Impact on legal framework

The lower the impact on the legal framework and therefore the fewer required
adjustments, the better for RAI. The lowest score in this case represents the fewest
adjustments necessary per each strategic initiative

The higher the time-to-market, i.e. the longer the time of implementation, the higher
the score

~<2years ~< 3 years ~<5years ~> 6 years

The higher the amount of capital expenditures needed, the higher the score in the
evaluation system
~<USD 10 m ~<USD 100 m ~<USD1,700m  ~>USD 1,800 m

The higher the amount of additional staffing needed measured in the form of
additional headcount, the higher the score

~<100 FTE ~<300 FTE ~<2,200 FTE ~> 2,300 FTE

External dependency

Source: Roland Berger

The lower external dependencies in context of politics or economics, the better for
RAI. Both political and economical dependencies have been evaluated separately per
initiative and consolidated afterwards. Hence, lower score means low dependencies
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Each strategic initiative has been evaluated along the previously
defined criteria

Evaluation of strategic initiatives (1/4)

L Network Station Safety Commuter rail Commuter rail
Criteria upgrade transformation program (base) (optional)

Modal share effect

Operational excellence

0 Customer loyalty

Q Social impact
@ Financial sustainability

a Impact on legal framew.

@ Time horizon

@ Investment need

@ Labor intensity
External dependency

(D Level of attractiveness
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 295
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Each strategic initiative has been evaluated along the previously
defined criteria

Evaluation of strategic initiatives (2/4)

Access to Access to Expansion of ~ Expansion of
L High-speed rail  High-speed rail production production international intern. routes
Criteria (base) (optional) sites (base) sites (optional)  routes (base) (optional)

Modal share effect

Operational excellence

0 Customer loyalty

Q Social impact
@ Financial sustainability

a Impact on legal framew.

@ Time horizon

@ Investment need

@ Labor intensity
External dependency

(D Level of attractiveness
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 296
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Each strategic initiative has been evaluated along the previously
defined criteria

Evaluation of strategic initiatives (3/4)

Ports and Ports and Customer
L terminals terminals 3PL services Loyalty Intermodal service
Criteria (base) (optional) (optional) program mobility improvement

Modal share effect

Operational excellence

0 Customer loyalty

Q Social impact
@ Financial sustainability

a Impact on legal framew.

@ Time horizon

@ Investment need

@ Labor intensity
External dependency

(D Level of attractiveness
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 297
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Each strategic initiative has been evaluated along the previously
defined criteria

Evaluation of strategic initiatives (4/4)

Employee
L Recruiting Employee satisfaction ~ Environmental Operational
Criteria concept development program program Rebranding improvement

Modal share effect

Operational excellence

0 Customer loyalty

Q Social impact
@ Financial sustainability

a Impact on legal framew.

@ Time horizon

@ Investment need

@ Labor intensity
External dependency

(D Level of attractiveness
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 298
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B.5 Detailing of strategic
initiatives
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We have created fact sheets that show financial projections and
high level implementation plans for all initiatives

Approach

Data collection

Analysis and forecast

Fact sheets

||||||||||| [LmE )

AN om0
Implemanisiion roadmap

> Based on the data collection, we
calculated how much investment is
needed and how long it would take
to implement each initiative

> Furthermore, we forecasted the
financial results and the modal
share effects for each year up to
2028

> For each initiative, we gathered
specific data and information that
served as a basis for our projections

> Data sources
— Former RB projects
— Data provided by RAI
— Expert interviews
— Internet research

Source: Roland Berger

> The fact sheets give an overview of
investment cost, implementation
time and estimated financial
results in 2028 for each segment

"l Infrastructure initiatives
1 Passenger initiatives
5] Cargo initiatives

"l General initiatives
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The fact sheets of the strategic initiatives have been put in order
based on segments — First, we will look at infrastructure initiatives

Overview on strategic initiatives

Segment

Strategic initiative

Description

KN Infrastructure

1.1 Network upgrade

Removal of fundamental bottlenecks and upgrade of rail infrastructure

1.2 Station transformation

Rebuilding and extension of ten railway stations

1.3 Safety program

Upgrade of all unprotected level crossings with barriers

[} Passenger

2.1 Commuter rail

Expansion of commuter rail in Tehran, Tabriz and Ahwaz

2.2 High speed rail

Construction of new high speed lines

[} Cargo 3.1 Access to production sites Construction of tracks to mines and other production sites
3.2 Expansion of international routes Construction of tracks to neighboring countries
3.3 Ports and terminals Operational improvement at ports and construction of multimodal terminals
3.4 3PL services Development of 3PL service capabilities

I General 4.1 Loyalty program Introduction of loyalty program for railway passengers

4.2 Intermodal mobility

Development of mobile application for intermodal ticketing

4.3 Customer service improvement

Enhancement of customer service processes and communication channels

4.4 Recruiting concept

Increase of marketing activities to position RAI as an attractive employer

4.5 Employee development

Increase of training and development opportunities for RAl employees

4.6 Employee satisfaction program

Increase of marketing activities to position RAI as an attractive employer

4.7 Environmental program

Launch of pro-environmental activities (e.g. use of renewable energies)

4.8 Rebranding

Introduction of new logo, slogan and advertising campaign

4.9 Operational improvement

Improvement of operational processes to maximize value of assets

I Base growth

Source: Roland Berger

5.1 Base growth

Purchase of locomotives, wagons and coaches for base growth
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Upgrading the network will have an enormous impact on revenues
generated by rail freight traffic — High investments are necessary

1.1 Network upgrade

Description Investment [USD m] Result estimates [2028]
> Removal of network 624 Revenue USD 110 m
bottlenecks on four routes’ 504 M1 g, 455 Op. cos? USD 90 m

— Qom-Andimeshk 315
. 239 Passenger -
— Abnil-Bafgh “ q 4 modal share
— Chadormalul-Ame Cargo ~0.7%
- mammadleh-Bandar 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027  modal share
as
> Double tracking of five Implementation roadmap
additional routes"
— Ghazvin-Zanjan Activity 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027
— Chardomalu-Arkadan Removal of
_ Meybod-Badroud bottlenecks -
Double tracking
— Samangan-Dorud Purchase of
— Jandagh-Torbat rolling stock
Heydarieh Existing
> Execution of existing initiatives
initiatives?

Time of construction

1) Selection based on Esfahan univ. report and interviews with infrastructure managers 2) As outlined by RAI in Summary of managerial reports of plan status 2016-17 3) Excl. depreciation
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 302
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Expanding retail, catering and parking spaces at ten largest railway
stations will generate USD 5 m of non-fare box revenues in 2028

1.2 Station transformation

Description Investment [USD m] Result estimates [2028]
> Expansion of retail, 25 Revenue USD 5m
catering, advertising and 18 Op. cost") USD 4 m
parking spaces at ten 15
largest railway stations? 8 Passenger
_ Tehran modal share
— Mashhad Cargo
Q 2018 2019 2020 2021 modal share
- Qom
— Ahwaz Implementation roadmap
— Tabriz
— Isfahan Railway stations 2018 2019 2020 2021
- Zanjan Tehran, Mashhad,
- Yazd Qom
— Bandar Abbas Ahwaz, Tabriz, Isfahan,
— Kerman Zanjan
Yazd, Bandar Abbas,
Kerman

Expansion of railway stations

1) Excl. depreciation  2) Redesign of stations in Tehran, Mashhad and Qom already started. Selection of other stations based on traffic numbers

Source: Roland Berger
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Equipping all unprotected level crossings with barriers and adding
signaling facilities will contribute towards RAI's objective for safety

1.3 Safety program

Description Investment [USD m] Result estimates [2028]
> |nstallation of barriers at all 43 43 43 43 Revenue
200 u.npro’gected level Op. cost") USD 10 m
crossings in Iran 27
> |nstallation of signaling Pasdselngher
facilities at all railway 0 Modal share
tracks without electric Cargo
signaling system 2018 2019 2020 2021 2022 2023 modal share
Implementation roadmap
Activity 2018 2019 2020 2021 2022 2023
Upgrade of unprotected

level crossings

Installation of signaling facilities

1) Excl. depreciation
Source: Roland Berger
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The following fact sheets show how much time and investment is
needed for the passenger initiatives

Overview on strategic initiatives

Segment

Strategic initiative

Description

Kl Infrastructure

1.1 Network upgrade

Removal of fundamental bottlenecks and upgrade of rail infrastructure

1.2 Station transformation

Rebuilding and extension of ten railway stations

1.3 Safety program

Upgrade of all unprotected level crossings with barriers

P} Passenger

2.1 Commuter rail

Expansion of commuter rail in Tehran, Tabriz and Ahwaz

2.2 High speed rail

Construction of new high speed lines

[} Cargo 3.1 Access to production sites Construction of tracks to mines and other production sites
3.2 Expansion of international routes Construction of tracks to neighboring countries
3.3 Ports and terminals Operational improvement at ports and construction of multimodal terminals
3.4 3PL services Development of 3PL service capabilities

I} General 4.1 Loyalty program Introduction of loyalty program for railway passengers

4.2 Intermodal mobility

Development of mobile application for intermodal ticketing

4.3 Customer service improvement

Enhancement of customer service processes and communication channels

4.4 Recruiting concept

Increase of marketing activities to position RAI as an attractive employer

4.5 Employee development

Increase of training and development opportunities for RAl employees

4.6 Employee satisfaction program

Increase of marketing activities to position RAI as an attractive employer

4.7 Environmental program

Launch of pro-environmental activities (e.g. use of renewable energies)

4.8 Rebranding

Introduction of new logo, slogan and advertising campaign

4.9 Operational improvement

Improvement of operational processes to maximize value of assets

I Base growth

Source: Roland Berger

5.1 Base growth

Purchase of locomotives, wagons and coaches for base growth
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Adding more stations and trains to the existing commuter networks
in Tehran, Tabriz and Ahwaz will have a decent modal share effect

2.1 Commuter rail - Base case

Description Investment [USD m] Result estimates [2028]
> Increase of passengers 364 Revenue USD 70 m
through new stations") Op. cost? USD 150 m
ST 12 o Passenger <25
50 modal share
— 11 in Ahwaz region Cargo
> Increase of services 2018 2019 2020 2021 modal share
through new trainsets
— 70 in Tehran region Implementation roadmap
— 10 in Tabriz region _
_ 4in Ahwaz region City 2018 2019 2020 2021
> Congtruction of additional Tehran
passing loops
Tabriz
Ahwaz

Construction of stations and purchase of rolling stock

1) Selection of cities based on interviews with commuter department and discussion in workshops (cities with existing infrastructure) ~ 2) Excl. depreciation
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 306
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Increasing the number of commuter lines in Tehran, Tabriz and
Ahwaz will have an even bigger effect on passenger modal share

2.1 Commuter rail — Optional add-on

Description Investment [USD m] Result estimates [2028]
> Increase of passengers 1,629 Revenue USD 175 m

through new lines" 1,165 Op.cost?  USD 700 m

— 4 in Tehran region 866

719 Passenger  ~6.6%

— 2 in Tabriz region b2 536 536 modal sghare o

— 2 in Ahwaz region 50 Cargo
> Increase of passengers 2018 2019 2020 2021 2022 2023 2024 2025 modal share

through new stations

— 42 in Tehran region Implementation roadmap

— 20 in Tabriz region _

_ 16 in Ahwaz region City 2018 2019 2020 2021 2022 2023 2024 2025
> Increase of services Tehran

through new trainsets

— 420 in Tehran region Tabriz

— 70 in Tabriz region
— 52 in Ahwaz region Ahwaz

> Construction of additional |
passing loops

Construction of stations and purchase of rolling stock

1) Selection of cities based on interviews with commuter department and discussion in workshops (cities with existing infrastructure) ~ 2) Excl. depreciation
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 307
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The construction of three high speed lines will lead to a modal share
increase of 2.2% requiring a total investment of USD 6.5 bn

2.2 High speed rail — Base case

Description Investment [USD m] Result estimates [2028]
> Corls('j:rll.‘.lC’[iO:\> of three high 2,053 Revenue USD 360 m
spt_areh mez Esfah Op. cost? USD 280 m
— lenran-Qom-e£stanan 1,063 883 1’033 900 ;
(409 km) 540 Passenger  ~2.2%
— Tehran-Zanjan (306 km) modal share
— Qom-Arak (284 km) Cargo

> Procurement of high speed 2018 2019 2020 2021 2022 2023 modal share

trains for each fine Implementation roadmap

High speed line 2018 2019 2020 2021 2022 2023

Tehran-Esfahan

Tehran-Zanjan

Qom-Arak

Construction of infrastructure and purchase of high speed trains

1) Selection of lines based on high-speed master plan and interview with high speed department. The line Tehran-Esfahan is already under construction;
construction of Qom-Arak-line agreement already signed with Ferrovie dello Stato ~ 2) Excl. depreciation
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 308
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The construction of five high speed lines will lead to a modal share
increase of 2.8% requiring a total investment of USD 13.7 bn

2.2 High speed rail — Optional add-on

Description Investment [USD m] Result estimates [2028]
> Corls('j:rll.‘.lC’[iO:\> of five hlgh 2’593 Revenue USD 460 m
speed lines 2,035 2176 2,193 2
— Tehran-Qom-Esfahan 1,683 Op. cost USD 450 m
(409 km) 1,063 793 Passenger  ~2.8%
— Tehran-Zanjan (306 km) 603 603 modal share
— Tehran-Hamedan Cargo
(304 km) 2018 2019 2020 2021 2022 2023 2024 2025 2026  modal share
= GO (,284 km) Implementation roadmap
— Esfahan-Shiraz
(468 km) : :
. High speed line 2018 2019 2020 2021 2022 2023 2024 2025 2026
> Procurement of high speed
trains for each line Tehran-Esfahan

Tehran-Zanjan
Tehran-Hamedan
Qom-Arak
Esfahan-Shiraz

Construction of infrastructure and purchase of high speed trains

1) Selection of lines based on high-speed master plan and interview with high speed department. The line Tehran-Esfahan is already under construction;

construction of Qom-Arak-line agreement already signed with Ferrovie dello Stato ~ 2) Excl. depreciation
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 309
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The following fact sheets show how much time and investment is

needed for the cargo initiatives

Overview on strategic initiatives

Segment

Strategic initiative

Description

Kl Infrastructure

1.1 Network upgrade

Removal of fundamental bottlenecks and upgrade of rail infrastructure

1.2 Station transformation

Rebuilding and extension of ten railway stations

1.3 Safety program

Upgrade of all unprotected level crossings with barriers

I} Passenger

2.1 Commuter rail

Expansion of commuter rail in Tehran, Tabriz and Ahwaz

2.2 High speed rail

Construction of new high speed lines

KJ cargo 3.1 Access to production sites Construction of tracks to mines and other production sites
3.2 Expansion of international routes Construction of tracks to neighboring countries
3.3 Ports and terminals Operational improvement at ports and construction of multimodal terminals
3.4 3PL services Development of 3PL service capabilities

I} General 4.1 Loyalty program Introduction of loyalty program for railway passengers

4.2 Intermodal mobility

Development of mobile application for intermodal ticketing

4.3 Customer service improvement

Enhancement of customer service processes and communication channels

4.4 Recruiting concept

Increase of marketing activities to position RAI as an attractive employer

4.5 Employee development

Increase of training and development opportunities for RAl employees

4.6 Employee satisfaction program

Increase of marketing activities to position RAl as an attractive employer

4.7 Environmental program

Launch of pro-environmental activities (e.g. use of renewable energies)

4.8 Rebranding

Introduction of new logo, slogan and advertising campaign

4.9 Operational improvement

Improvement of operational processes to maximize value of assets

I Base growth

Source: Roland Berger

5.1 Base growth

Purchase of locomotives, wagons and coaches for base growth
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By connecting twelve additional iron ore mines to the network, RAI
will generate annual revenues of USD 40 m through higher exports

3.1 Access to production sites — Base case

Description Investment [USD m] Result estimates [2028]
> Construction of tracks to 334 Revenue USD 30 m
Ss'i;rig;nnor;e-nrgi?pf: r;egr Op. cost? USD 28 m
i zavi
Khorasan)" 172 169 169 177 Passenger
> Construction of tracks to 0 modal share
six iron ore mines near Gol Cargo ~0.2%
Gohar mine (Kerman 2018 2019 2020 2021 2022 2023 modal share
province)") _
> Sangan is known to be the Implementation roadmap
mining region with the
highest reserves of iron Province 2018 2019 2020 2021 2022 2023

ore in Iran

> Gol Gohar is the second
largest iron ore mine with
proven reserves of 275 m
tons

> Purchase of new
locomotives and wagons to

Razavi Khorasan

Kerman

serve additional demand

Construction of tracks to mines and purchase of new rolling stock

1) Selection of mines based on interview with RAI executives  2) Excl. depreciation
Source: Roland Berger
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Adding four more oil refineries to the rail network would increase
revenues by another USD 25 m compared to the base scenario

3.1 Access to production sites — Optional add-on

Description Investment [USD m] Result estimates [2028]
> Construction of tracks to 334 344 344 Revenue USD 50 m
six iron ore mines near Op. cost? USD 40 m
Sangan mine (Razavi 172 182
Khorasan)?) Passenger
> Construction of tracks to 0 modal share
six iron ore mines near Gol Cargo ~0.3%
Gohar mine (Kerman 2018 2019 2020 2021 2022 2023 modal share
province)") _
> Construction of tracks to Implementation roadmap
four oil refineries in
Bushehr province Province 2018 2019 2020 2021 2022 2023

> Purchase of new _
locomotives and wagons to ~ Razavi Khorasan
serve additional demand

Kerman

Bushehr

Construction of tracks to mines

1) Selection of mines based on interview with RAI executives  2) Excl. depreciation
Source: Roland Berger
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The construction of new lines to Azerbaijan and Iraq is expected to
result in high profits due to a vast increase in transit flows

3.2 Expansion of international routes — Base case

Description Investment [USD m] Result estimates [2028]
> Construction of new line 461 428 Revenue USD 105 m
between Rasht and Astara 365 Op. cost? USD 65 m

to connect rail network to 998
Azerbaijan") 200 200 Passenger
> Construction of new line 0 modal share
between Kermanshahr and Cargo ~0.7%
Khosravi to connect rail 2018 2019 2020 2021 2022 2023 2024 modal share

network to Iraq”) _
> Initiative will enable RAIto  IMpPlementation roadmap

serve untapped

international corridors, e.qg. Route 2018 2019 2020 2021 2022 2023 2024
North-South corridor

> Purchase of new
locomotives and wagons to
serve additional demand

Rasht-Astara

Kermanshahr-Khosravi

Construction of new line and purchase of new rolling stock

1) Selection of new lines based on interview with RAl executives  2) Excl. depreciation
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Connecting Afghanistan to the rail network on top of Azerbaijan and
Irag would only have a moderate effect on revenues and modal share

3.2 Expansion of international routes — Optional add-on

Description Investment [USD m] Result estimates [2028]
> Construction of new line 565 Revenue USD 120 m
between Rasht and Astara 461 428 472 Op.cost?  USD80m

to connect rail network to
Azerbaijan") 228 200 Passenger
> Construction of new line 0 modal share
between Kermanshahr and Cargo ~0.8%
Khosravi to connect rail 2018 2019 2020 2021 2022 2023 2024 modal share
network to Iraq”) _
> Construction of new line Implementation roadmap
between Sangan and
Dogharoun to connect rail Route 2018 2019 2020 2021 2022 2023 2024
network to Afghanistan
> Purchase of new Rasht-Astara

locomotives and wagons to
serve additional demand

Kermanshahr-Khosravi

Sangan-Dogharoun

Construction of new line and purchase of new rolling stock

1) Selection of new lines based on interview with RAl executives  2) Excl. depreciation

Source: Roland Berger
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Through investment in equipment and two additional cargo
terminals, rail share at Iranian ports will be increased

3.3 Ports and terminals — Base case

Description

Investment [USD m]

Result estimates [2028]

> Improvement of current
operations at four major
ports with existing rail
connection”

— Shahid Rajaee

— Bandar Emam

— Bandar Khorramshahr
— Bandar Amirabad

> Employment of additional
sales teams at each port

> Purchase of modern
equipment (shunting locos,
gantry cranes and wagons)

> Construction and operation
of two level 1 terminals in
metropolitan areas”

— Tehran
— Bandar Abbas

1) Ports selected based on traffic figures provided by RAI

Source: Roland Berger

Revenue USD 40 m

46 46
30 Op. cost? USD 20 m
20 23 Passenger
modal share
Cargo ~0.9%
2018 2019 2020 2021 2022 modal share
Implementation roadmap
Port | 2018 2019 2020 2021
Shahid Rajaee
Bandar Emam
Bandar Khorramshahr
Bandar Amirabad

Terminal Tehran
Terminal Bandar Abbas

[ Purchase of port equipment

2) Excl. depreciation
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The construction of six multimodal terminals will increase rail cargo
revenues even further by enabling multimodality across the country

3.3 Ports and terminals — Optional add-on

Description Investment [USD m] Result estimates [2028]
> Improvement of current 69 69 69 69 Revenue USD 70 m
operations at four major 54 Op. cost? USD 35 m
ports with existing rail 43 46
connection”) 23 Passenger
> Construction and operation modal share
of six level 1 terminals in Cargo ~1.6%
metropolitan areas” 2018 2019 2020 2021 2022 2023 2024 2025  modal share
- leran Implementation roadma
— Bandar Abbas P P
g WCChLEIRE]L Activit 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025
Tabri )
~ aonz Port operations | | |
— Ahvaz Terminal Tehran | | |
— Mashhad Terminal Bandar Abbas | | |
> Operational improvements ~ Terminal Tiran/Karvan | | |
(cooperation with maritime ~ Terminal Tabriz | | |
organization, discounted Terminal Ahvaz | | |
tariffs, facilitation of train Terminal Mashhad | .

Sharmg among operators Purchase of port equipment and construction of terminals

1) Ports and terminals selected based on information provided by RAI 2) For name of ports see base case  2) Excl. depreciation
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 316
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By setting up an asset-light 3PL business, RAl will enter a new
market with little risk due to low investments

3.4 3PL services

Description

Investment [USD m]

Result estimates [2028]

> Setup of 3PL service
capabilities in Iran

> Construction of ten
warehouses across Iran?)

— Tehran

- Mashhad

- Tabriz

— Isfahan

- Kermanshah
— Shiraz

- Kerman

- Ahwaz

- Bandar Abbas
— Zahedan

> Qutsourcing of truck
operations to external
logistics provider

1.0

1.0

2018

Implementation roadmap

2019

Revenue USD 14 m
Op. cost? USD 13 m

Passenger
modal share

Cargo
modal share

Activity 2018

2019

Construction of
warehouses

1) Warehouse locations selected to gain broadest nationwide coverage  2) Excl. depreciation

Source: Roland Berger
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Moreover, we look at the expected operational cost and
implementation times of nine general initiatives

Overview on strategic initiatives

Segment

Strategic initiative

Description

Kl Infrastructure

1.1 Network upgrade

Removal of fundamental bottlenecks and upgrade of rail infrastructure

1.2 Station transformation

Rebuilding and extension of ten railway stations

1.3 Safety program

Upgrade of all unprotected level crossings with barriers

I} Passenger

2.1 Commuter rail

Expansion of commuter rail in Tehran, Tabriz and Ahwaz

2.2 High speed rail

Construction of new high speed lines

[} Cargo 3.1 Access to production sites Construction of tracks to mines and other production sites
3.2 Expansion of international routes Construction of tracks to neighboring countries
3.3 Ports and terminals Operational improvement at ports and construction of multimodal terminals
3.4 3PL services Development of 3PL service capabilities

¥ General 4.1 Loyalty program Introduction of loyalty program for railway passengers

4.2 Intermodal mobility

Development of mobile application for intermodal ticketing

4.3 Customer service improvement

Enhancement of customer service processes and communication channels

4.4 Recruiting concept

Increase of marketing activities to position RAI as an attractive employer

4.5 Employee development

Increase of training and development opportunities for RAI employees

4.6 Employee satisfaction program

Increase of marketing activities to position RAI as an attractive employer

4.7 Environmental program

Launch of pro-environmental activities (e.g. use of renewable energies)

4.8 Rebranding

Introduction of new logo, slogan and advertising campaign

4.9 Operational improvement

Improvement of operational processes to maximize value of assets

I Base growth

Source: Roland Berger

5.1 Base growth

Purchase of locomotives, wagons and coaches for base growth
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n General initiatives
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The introduction of a loyalty program and an intermodal platform will
aim at reaching RAl's customer satisfaction objectives

General initiatives (1/5)

@ 4.1 Loyalty program

4.2 Intermodal mobility

> Loyalty programs are a common measure to increase
customer retention in the transportation industry, in
particular also in the railway sector (e.g. Bahncard)

> Suggested measures are
- Roll-out of bonus program for regular customers

— Integration of loyalty program in intermodal mobility
platform offer

— Attraction of further non-rail partners for its program
(e.g. hotels, metro and taxi)

Implementation

o <10 1-2 yrs.
. m USD Implementation
investment time

Source: Roland Berger

> Intermodal platforms and applications increase the level
of convenience of passengers by allowing them to
combine different transport modes on one trip with a
single ticket

> Suggested measures are

— Development of a mobile application with a
comprehensive IT backbone

— Cooperation with other mobility providers to offer
integrated tickets on new platform

Implementation

o ~ 50 2-3 yr.

. m USD Implementation
investment time
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To increase customer satisfaction, it will also be necessary to invest in
customer service — A new recruiting concept will attract high potentials

General initiatives (2/5)

@ 4.3 Customer service improvement

@ 4.4 Recruiting concept

> Service level is among the key decision criteria for
customers in choosing their transportation mode and
should become an advantage if Iranian rail transportation

> Suggested measures are
— Enhancement of existing customer service processes

— Employment of more service personnel at stations and
in call-centers

— Development of comprehensive approach to customer
communication across all offline/online channels

Implementation

o <10 1-2 yrs.
. m USD Implementation
investment time

Source: Roland Berger

> As the market for highly skilled employees becomes
competitive, RAl should develop a recruiting concept that
allow access to the best talents

> Suggested measures are

— Increase of marketing activities to position RAI as
attractive employer (beyond the traditional state owned
company)

— Conducting university recruiting events to position rail
as an attractive industry for graduates

Implementation

o <10 <1yr.
. m USD Implementation
investment time

180910_RAI_Final_report_v8.pptx | 320



n General initiatives

Roland
Berger .

To exploit the full potential of all employees, it is crucial to offer
trainings and a working environment that will keep them satisfied

General initiatives (3/5)

@ 4.5 Employee development program

8 4.6 Employee satisfaction program

> To offer employees attractive career path and enhance
the quality of its operations, RAI should invest in the
education and training of its employees

> Suggested measures are
— Regular training sessions and seminars for employees

— Supporting further external education programs and
participation at conferences for own employees

— Creation of career tracks and talent programs for high
performing employees

Implementation

o <10 <2yr.
. m USD Implementation
investment time

Source: Roland Berger

> In order to increase employee productivity and position
RAl as an attractive employer, satisfaction of its
workforces plays an important role

> Suggested measures are
— Regular measurement of employee satisfaction level

— Improvement of working conditions (e.g. by offering
flexible working hours)

— Increase employee motivation by raising wages and
salaries

Implementation

o <10 2-3 yrs.

. m USD Implementation
investment time
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An environmental program and a rebranding campaign will enable
RAI to reach its socioeconomic and brand perception goals

General initiatives (4/5)

Q 4.7 Environmental program

‘D 4.8 Rebranding

> The environmental-friendliness of rail should be
increased through a specific strategic program and
become the center of lobbying and marketing activities

> Suggested measures are

— Reduction of CO, emissions by increased use of
renewable energy sources

— Creation of internal program for employees to integrate
environmental friendliness in employees' mindset

— External marketing of pro-environmental activities
Implementation

o <20 2-3 yrs.
. m USD Implementation
investment time

Source: Roland Berger

> |n order to emphasize its reform process, RAI should
adjust its brand of its new offer and business activities to
both its employees as well as customers and further
stakeholders

> Suggested measures are

— Development of new branding concept (incl. brand
architecture of group brand and brand portfolio)

— Marketing campaign to boost sales and image of RAI
— Introduction of new logo

Implementation

o <20 1-2 yr.

. m USD Implementation
investment time
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In order to improve railway services, it is not only necessary to invest
In assets but also to optimize underlying operational processes

General initiatives (5/5)

@ 4.9 Operational improvement

> |n order to maximize value of rolling stock and
infrastructure, underlying processes have to be optimized,
e.g. maintenance of locomotives

> Suggested measures are

— Streamlining of all operational processes to detect
potential for performance improvement

— Focus on improvement of operations in ports by
analyzing current drawbacks operational defining
corresponding measures

Implementation

o <20 2-3 yrs.
. m USD Implementation
investment time

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 323
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Lastly, we look at the necessary purchase of locomotives, wagons
and coaches in reaction to the projected base growth

Overview on strategic initiatives

Segment

Strategic initiative

Description

Kl Infrastructure

1.1 Network upgrade

Removal of fundamental bottlenecks and upgrade of rail infrastructure

1.2 Station transformation

Rebuilding and extension of ten railway stations

1.3 Safety program

Upgrade of all unprotected level crossings with barriers

I} Passenger

2.1 Commuter rail

Expansion of commuter rail in Tehran, Tabriz and Ahwaz

2.2 High speed rail

Construction of new high speed lines

[} Cargo 3.1 Access to production sites Construction of tracks to mines and other production sites
3.2 Expansion of international routes Construction of tracks to neighboring countries
3.3 Ports and terminals Operational improvement at ports and construction of multimodal terminals
3.4 3PL services Development of 3PL service capabilities

¥ General 4.1 Loyalty program Introduction of loyalty program for railway passengers

4.2 Intermodal mobility

Development of mobile application for intermodal ticketing

4.3 Customer service improvement

Enhancement of customer service processes and communication channels

4.4 Recruiting concept

Increase of marketing activities to position RAI as an attractive employer

4.5 Employee development

Increase of training and development opportunities for RAI employees

4.6 Employee satisfaction program

Increase of marketing activities to position RAI as an attractive employer

4.7 Environmental program

Launch of pro-environmental activities (e.g. use of renewable energies)

4.8 Rebranding

Introduction of new logo, slogan and advertising campaign

4.9 Operational improvement

Improvement of operational processes to maximize value of assets

I Base growth

Source: Roland Berger

5.1 Base growth

Purchase of locomotives, wagons and coaches for base growth
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900 locomotives and 27,800 new wagons and coaches will cover the
demand growth reflected in the market model

5.1 Base growth

Description

Investment [USD m]

Result estimates [2028]

> Purchase of 600 cargo
locomotives and 24,800
wagons to serve the
additional demand
predicted in the market
model

> Purchase of 300
passenger locomotives
and 3,000 new coaches to
serve the additional
demand predicted in the
market model

1) Excl. depreciation
Source: Roland Berger

1,699 Revenue USD 1,300 m
Op. cost") USD 1,000 m

Passenger

393 418 429 416 416 438 444 353 356  modal share

0 Cargo
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028  modal share
Implementation roadmap

Activity 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028

Purchase of locomotives

Purchase of wagons
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C.1 Funding
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Implementing the strategic initiative requires capital expenditure for
new assets of USD 18.8 bn over the next decade

Capital expenditure per asset type [USD bn, 2018 to 2028 accumulated]

|— Rolling stock USD 6.6 bn —‘
14
em 04
1,0
|— Infrastructure USD 10.8 bn —‘ 38
14
New Double High speed Stations Loco-  Wagons/ High-speed Commuter  Other
tracks  tracking/ infra. motives  Coaches trainsets  trainsets

electrification

188

Total

> Executing the strategic
initiatives requires
substantial investments in
new assets

> The largest part of
investments is required
for new infrastructure or
upgrading of the existing
Iranian rail network

> To supply the increased
traffic for both passenger
and cargo rail, a large
extension of RAl's current
fleet of locomotives,
wagons and coaches is
necessary
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Given the amount of planned investments, RAI needs to identify
external sources of funding to realize its strategic initiatives

Financing gap

1 Investment
required

Estimated financing gap
[USD bn, 2018-2028]

> High investments for
strategic initiatives

> In total, USD 18.8 bn are
required for the base case

Government
subsidies

> Subsidies will remain an
important source of
funding (e.g., fuel subsidy,
infrastructure subsidies)

> Figure assumes constant
subsidies based on 2016
figures

1) Subsidy level depending on continuation of current policy

Source: Roland Berger

Investment Government
subsidies

Financing
gap

3 OPEX
funding

> High speed and
commuter require
further financing for
operational expenses

> Intotal, USD 1.0-2.0 bn
are required

Financing
gap

> Government subsidies do
not cover all capital and
operational expenditures
> USD 12.0-13.0 bn to be
financed via external
sources or additional
subsidies
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There are 4 basic financing alternatives for rail infrastructure — a

combination of these options will be necessary for Iran

Financing alternatives of infrastructure

n Budget finance

Government

Rail
Company

EPC
Contractor

Description > Procuring infrastructure out of
the government's budget

Risk allocation > All risk of cost overruns,
completion etc. with the

government

Financing > Deficit funding (government
bonds, sovereign loans etc.),
spending shifts

Advantage > Likely cheaper financing

conditions than private capital
or debt raised in financial
markets

Source: Roland Berger

Financing infrastructure with
corporate debt finance of Rail
company

> Financing infrastructure
through PPP via a Special
Purpose Vehicle (SPV)

> Risk sharing of lenders, equity
sponsors and rail company,
possibly backed by guarantees

Main credit risks with lenders,
but can be shifted to the gov.
with sovereign guarantees

Decreasing risk allocated to government

Debt financing (e.g. loans,
project bonds) via commercial
banks etc. backed by sovereign
guarantees

> Mix of rail company's equity,
third-party equity and
commercial debt finance the
SPV's investments

Tapping external debt financing
diversifies sources of funds

> Multiple sources of equity and
debt financing to an SPV

> Direct involvement of private
technical, operational and
commercial know-how

“ Corporate finance m PPP finance Asset finance
Rail Equity Rail
Government | Lenders Company || sponsors Lenders Company Lenders
Rail Leasing
Company SPV company
EPC EPC 0O&M 0&M
Contractor Contractor || Contractor Contractor

> Sale-Lease-Back model with
involvement of a leasing
company (asset exists)

> Risk allocation mostly with
leasing company, while rail
company carry limited risk

> Direct government or debt
financing for leasing service
(limited), leasing company
finances via commercial banks

> Suitable for complex
infrastructure
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Budget finance — Iran could finance further rail infrastructure with

additional budget sources

Il Budget finance

> Government revenues,
e.g. hydrocarbon, metals
etc.

> Deficit finance, e.g.

government bonds,
sovereign loans etc.”
> Spending shifts Allocation of
> . budget finance
v
Revenues

Rail company

Contract Infrastructure
payments and service
delivery

1) May be domestic of foreign commercial banks, International Financial Institutions (IFls), institutional investors etc.

Source: Roland Berger

Advantages

> Good credit rating of the Sultanate (A/A-1) with
stable outlook likely to enable attractive corporate
debt financing

> Likely cheaper financing conditions than private
equity or debt raised in financial markets

> Full state control of the strategic infrastructure
assets

Disadvantages

> Vulnerability of financing to sudden budget
shortfalls, e.g. due to factors such as:

— Persistently falling oil prices below break-even
level for public finances

— Sudden shifts in spending priorities

> Non-recourse debt financing not possible, Rail
company liable with full asset collateral

2) In case operation and maintenance is not tendered to contractor
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Corporate finance — Corporate debt finance would open further
sources of funds for rail company, potentially with Gov't guarantees

K0 Corporate finance

Advantages

> Tapping external debt financing diversifies
sources of funds — avoiding Gov't spending

> Good credit terms likely provided strong collateral

Commercial Full liability assets of rail company and/or state ownership
lt?:r?:s’ ggjed > Low budgetary burden leaving considerable room
' to give sovereign guarantees
v
> Rail company Disadvantages

Sovereign credit guarantees
> Full liability of rail company for commercial loans

Contract Infrastructure and thus ultimately liability of Iran in case of
payments and service corresponding guarantees
delivery

> Non-recourse debt financing restricted

> Aftractiveness of credit terms directly dependent
of public budget position and outlook

1) May be domestic of foreign commercial banks, International Financial Institutions (IFls), institutional investors etc.
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 332
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PPP finance — By creating a Special Purpose Vehicle, further equity
and debt funds can be accessed with private engagement

I Private participation/ project finance

Advantages

> Multiple sources of equity and debt financing to a
Special Purpose Vehicle (SPV) — thus limited liability
for rail company

> Least fiscal impact for the |.R of Iran, depending on
Equity Return revenue model (user-pay vs. availability-based)
0, . . . . .
Equity/ Infrastructure (15-25%) Limited Non-recourse > Beyond flnancmgl, strategic t?e”ef't by d,'reCt
Sovereign capacity liability debt finance involvement of private technical, operational and
guaranteesto| | agreement commercial know-how
equity

investors

> < Disadvantages

Contract

) Infrastructure > Potential loss of full strategic control of rail infra-
payments

and service structure as key transportation assets — structuring
delivery ”
shareholder structure critical

> External monitoring of O&M quality

> May require sovereign guarantees, especially if
revenue model based on projected usage, rather than
guaranteed freight

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 333
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Public Private Partnerships (PPPs) are joint delivery models to
develop, construct, finance and operate infrastructure projects

Public Private Partnerships (PPPs) in infrastructure

Public sector Private sector
(Government) (investors, financiers)
> Mobilize private sector to finance > |Investment by financial and strategic

infrastructure by providing assurances
on government risk-allocation — create
"fiscal space”

investors into projects with long-term,
reliable and above-average returns

> Move into historically state-dominated
> Maintain influence over strategic PPP areas with limited competition
infrastructure — avoid full-scale

privatization JJ[-IHCW > Optimize public services/infrastructure

provision and reap a share of the
> Bring in know-how of private sector economic upside potential
experts in planning, de-risking, financing,
constructing and operating of

infrastructure

Source: World Bank; Roland Berger 180910_RAI_Final_report_v8.pptx | 334
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PPP projects have evolved in different sectors — common profile is
asset-heavy, low-competition business requiring political alignment

Areas of PPP utilization

> Toll Roads, bridges > Electricity transmission and distribution systems
> Rail > (Gas transmission and distribution systems

> Airports > Water and wastewater utilities

> Ports, shiplocks other > Waste disposal

> Telecommunications and networks > Defense

> Real estate > Prisons

> Power generation, renewables, utilities > Education, health, other social infrastructure

b 4

Common features

> Long-lived, high-CAPEX assets > Hedged against inflation
> Monopolistic/semi-monopolistic markets, > Stable, reliable cash flow
often tightly regulated > Project finance possible

> Strong political alignment necessary

Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 335
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Private
involvement

&

Deep dive PPP Finance

The PPP can be structured in various models — BOT and DBFO
could be explored further for rail infrastructure in Iran

Potential PPP models

Model

' DBFT

BOT

DBFO

BOO

Public sector participation

Source: Roland Berger

Feature

Design >> Build > Financel

\

Vv

Asset is developed by private sector but operation and
ownership is retained by public sector

Facility is financed by public sector and remains in
public ownership throughout the contract

Design >> Build >> Finance >>Operationl

\

Vv

The facility is designed, built, financed and operated
by private sector for the contract period

S o>

Ownership of the facility belongs to private sector

> > Private sector participation

Strength

>

\"4

\"4

\4

Potential to accelerate
construction program

Encourage whole life
costing approach by
promoting innovation
and improving value for
money

Encourage whole life
costing approach

Access to private
finance

Encourage whole life
costing approach

Increase level of
demand risk transfer

Weakness

>

A\

\4

\

A\

Limited incentive for
whole life costing

Does not attract private
finance

Complex contract and
long tendering process

Does not attract private
finance

Complex contract and
long tendering process

Complete private
sector ownership may
cause political backlash

Roland
Berger

Application

>

>

Suitable for project with
limited operating req.

Suitable for project
where gov. wishes to
operate

Suitable for project with
significant operating
content

Suitable for project with
significant CAPEX and
operating content

Suitable for projects
that provide an
opportunity for
introduction of user
charging like toll road

>} Private sector participation with transfer of right/responsibility to public sector

15
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Through PPPs, equity and debt financing from a variety of investors
and financial institutions can be tapped

Expected

Partner Description Advantage [: Disadvantage = return Examples
Infrastructure > Open/closed funds with focus on > Focus and expertise > Partially very high > 7-15%
funds economic infrastructure projects on infrastructure expected returns
Pension funds Open/closed funds with focus on > Long-term, stable > Require complex, > 5-10%

long-term wealth maintenance and investment long-term revenue

growth preferences guarantees
Sovereign Wealth Sovereign-backed fund e.g. based > Strong interestin > Potential politicization > 4-8%
Funds On resource revenues diversifying portfolios,  of projects

e.g. into infrastructure
Major EPC EPC industry players focused on > Synergies with EPC > Lack of risk > 7-9%
companies infrastructure delivery contracting and diversification
technical expertise

Commercial National, regional and international > Specific fit with > Higher credit terms > 7-10% @w
banks financial institutions with a focus on infrastructure projects than budget finance :

infrastructure or IFls n CIMB
Pension funds Open/closed funds with focus on > Long-term, stable > May require long-run > 5-10% lﬁl

long-term wealth management (e.g. investment revenue guarantees o

via bonds) preferences 44 KWAaP
|n_tema_ti°na| Bilateral or multilateral donor > Good financing > Potentially lengthy > 2-6%
Financial institutions working on conditions and and bureaucratic @ IFc
Institutions infrastructure technical expertise project management

Source: Roland Berger
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Metro Line 4 in Beljing has been constructed using a hybrid model -
Minimum revenue guarantee has been an enabler for success

Successful PPP projects (1/3)

" 1l Beijing Metro Line 4

China

Structure

> Arterial line to connect the education and high-tech area
with a total length of 28.2 km and CAPEX of THB 80 bn

> Project finished successfully in time and saved costs due
to PPP financing

Lessons learned

Private partner

Beijing MTR (JV of Hong Kong MRT, Beijing Capital Group') and
BIIC?) with BOT contract

State guarantee: Staggered revenue
30 vear. full Minimum revenue share (50-60%) above
BOT risk year, guarantee (MRG) shadow patronage
concession
Subsidy:
Payment of shadow fare
Public party

Beijing Infrastructure Investment Company (BIIC) owned by Beijing
Municipality

1) Owned by Beijing municipality 2) Beijing Infrastructure Investment Company - leases

Source: APEC, World Bank, Roland Berger

> By aligning interests and incentives the bankability for the
project has been achieved. A hybrid model with a
minimum revenue guarantee and a shadow fare
payment as a subsidy reduces risks for both parties

> Due to clear allocation of responsibilities ~THB 24 bn
have been saved. A transparent structure with clear
definition of roles ensures success

> An allocation of risks and incentives with partners
ensures operational excellence and financial durability

> A flexible approach to operational and contractual
agreements allows to react to new circumstances
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Appropriate coordination of roles and functions has proven to be a
successful measure during the construction of a German highway

Successful PPP projects (2/3)
e L "} Highway in Germany

5 Germany

ﬁ—'f,.

Structure

> Arterial highway line A8 from Augsburg to Munich with a
total length of 52 km and an investment of EUR 1 bn

> High coordination and communications efforts paved the
way for a successful project and prospective PPP projects

Lessons learned

Private partner
Autobahnplus A8 GmbH

30 year, full

BOT risk concession

Public party

Motorway directorate South Bavaria representing the Free State of
Bavaria representing the Federal Republic of Germany

Source: German Ministry for Transport and Digital Infrastructure, Roland Berger

> By relying on each other's expertise PPP-financed
infrastructure projects increase the overall feasibility and
reduce general risks

> Due to the long-term collaboration of this PPP project
interests and incentives have been aligned. Trust and
good cooperation ensure operational excellence

> Aclear allocation of responsibilities ensures high
quality standards and efficient communication and
coordination between deciders

180910_RAI_Final_report_v8.pptx | 339



Deep dive PPP Finance

Roland
Berger l

Short decision chains are recommended in order to facilitate an on-

time delivery of the project
Successful PPP projects (3/3)

"1 Highway bridge Millau
Viaduct

Structure

> Civil engineering structure connecting French cities on
the Motorway 75 with a total length of 3 km and an
investment of EUR 350 m

> Project delivered within budget and three months early

Lessons learned

Private partner
Eiffage S.A., which is a shareholder of CEVM

BFOT 75 year, full
risk concession
Public party

European Bank of Investment and state represented by RCA and
AIOA

Source: Roland Berger

> By creating a transparent cooperation mutual trust is
ensured

> Due to a clear alignment of interests from the first day
on the project was delivered within budget and in time

> A short and clearly communicated decision chain
reduces coordination efforts and risks for both parties

> Alean contractual relationship ensures good
cooperation and flexibility throughout the project for both
parties
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Conservative demand forecasting estimates should have been
applied to calculate a viable business case and to ensure success

Unsuccessful PPP projects (1/3)

Structure

> Direct connection of Brussels airport with European cities
with a length of 2 km and an investment of EUR 680 mn

> Project cut around 30 minutes of travel time whilst
increasing operational costs unexpectedly

Lessons learned

Private partner
Northern Diabolo SA

Public party
Belgium rail network SNCB

Source: Roland Berger

> By aligning interests and incentives both parties should
have benefited from one another. A transparent
structure ensures mutual cooperation

> By applying conservative forecasting estimates project
cost estimates should have been predicted accurately. A
business case with conservative assumptions
increases feasibility of the overall project

> Aflexible contractual agreement should have allowed
to react to new circumstances and to adjust interests
accordingly for both parties
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Scenario analyses are recommended to evaluate the attractiveness
of the project and to identify counter initiatives to ensure success

Unsuccessful PPP projects (2/3)

n Eurotunnel

“l France/England

%

Structure

> Direct connection between France and England with a
total length of 109 km and an investment of EUR 15 bn

> Despite very quick travelling times, inadequate demand
and high operational costs resulted from this project

Lessons learned

Private partner
Eurostart

BOT risk 90 year, full
concession

Public party
Intergovernmental Commission

Source: Roland Berger

> By applying scenarios to the calculation of the
business case overall attractiveness of the project
should have been challenged

> Aclear allocation of responsibilities and lean decision
structures should have avoided inefficiencies and
bottlenecks during construction and operation

> By integrating minor or negligible risks into decisions
and business case project costs could have been saved.
A sound allocation of risks with partners ensures success
during new circumstances for both parties
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Less contracts to reduce overall complexity and shorter decision
chains should have been employed to avoid default of the project

Unsuccessful PPP projects (3/3)

o g A | g™

"1 London Underground

SSIZ= France/Engl
m rance/England

Structure

> UK government proposed to modernize the London
Underground with a total investment of EUR 1.3 bn

> High refurbishment costs and private partners, which
were behind schedule and defaulted, made the project fail

Lessons learned

Private partner
Metronet and Tube Lines

BOT risk 30 year, full
concession

Public party
London Underground Ltd.

Source: Roland Berger

> By providing contractual flexibility the overall project
complexity could have been reduced. A good
cooperation instead of hundreds of contracts paves the
way for mutual trust

> A joint allocation of risks and incentives should have
ensured operational excellence and avoid potential room
for project default

> A sound business case calculation with conservative
estimates and assumptions should have evaluated the
project adequately. A flexible approach to react to different
scenarios ensures operational excellence
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Top do's and don'ts for PPPs — There are clear learnings from our
global PPP advisory services and the previous examples

Our top 5 lessons learned

1

Understand long-term nature of most PPP contracts — Design business case to be viable for
20+ years; explicitly make operational phase part of the core business case (not only extension of
construction business)

Align interests and incentives for private and public partner — Create transparency about
commercial interests and benefits for both parties and reduce unclarity in contracts; use scenario-
based analytics to acid-test your business case

Clearly allocate risks and reflect the in the business case calculation — Even "minor" risks can
damage a business case if the materialize over 20 years; clearly assign responsibility for mitigation
and assign compensation for taking risks

Respect complexity of advanced infrastructure systems and new technology - Include
realistic schedules and buffers into your project planning — do not assume that technological risks
go away simply because the risk is transferred to the private sector

(&) IEEE ~ NN S R\

Allow for flexibility in contracts and keep management rules simple — Long contract times
imply that changes will be necessary in time — create trust and a good cooperation rather than
8.000 pages of contracts to make the project worthwhile for both sides
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Asset finance — Asset financing is typically implemented as leasing

model and reduces risks for rail company

Asset finance/ leasing

A

Cession of claims as a

Equity/ Infrastructure fixed service price
Sovereign capacity (leasing rate)
guarantees to| | agreement (if

equity SPV)

investors (if

SPV)

Sale-Lease-Back
assets

Service
delivery

Contract
payments

Source: Roland Berger

Advantages

> Rail company limits risks as full liability (e.g. of
maintenance and operation of assets) is deferred
to leasing company

> Financing of assets (construction etc.) may be
easier, if sale to a leasing company is agreed
before hand

Disadvantages

> Model requires infrastructure to be in place
already — Financing and risks for construction
have to be borne before hand

> Leasing of assets still uncommon as assets
mostly in hand of the public side
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Budget finance, PPPs, and asset finance suitable for financing
initiatives — Corporate finance with limited applicability

Applicability of funding methods Which funding methods are

suitable for which initiative?
Invest?)
Strategic initiative Budget finance Corporate finance  PPP finance Asset finance [USD m]
Network upgrade ® O O O 3,100
Station transformation D O (] O 65
Safety program ® O O O 200
Commuter stations D O (] O 80
Commuter tracks (] O O O 200
Commuter trains O O O (] 360
High speed infrastructure ® O O O 5,510
High speed trains O O O o 960
Base growth O O O @ 5,360
Access to production sites O O ® O 1,020
Expansion of international routes @ O O O 1,700
Ports and terminals O O ® O 165
3PL services O O o O <10
@ High applicability (P Medium applicability () No applicability 1) Base option > ~18,800
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As a result, investments by the private sector are expected to cover
USD 1.5 bn to USD 3.5 bn

Distribution of possible funding methods [USD bn, 2018 to 2028 accumulated]

Financing need | |

Private sector investments

CAPEX Operational Asset PPP Budget finance Budget finance
need losses finance finance (current subsidies)  (addtional subsidies)
> Some businesses > Leasing of > Station
will be unprofitable commuter transformation
for the first few years trainsets > New tracks to
(e.g. commuter rail) > Leasing of high production sites ferhs
> Engaging in leasing speed trainsets > Port equipment
will increase RAI's > Leasing of and terminals
operational cost locomotives, > 3PLlogistics
> The resulting wagons and services
operational losses coaches
need to be financed
through further 7.8
government
subsidies until RAI
turns profitable
0.5-1.5
1.0-2.0
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Based on the chosen funding, we compiled a full fledged forecast of
RAl's financial statements over the course of the next decade

Financial modelling approach

Financial statements

Scenario analysis

DEETEE R R R R

ey .3-2%

[P p——

arrrs
PP Eguy s pre e 0%
Pt [ o v Fis

oy e e riey T L

L T o

> 10-year forecast of profit and loss statement, balance sheet and cash
flow statements of RAl incl. all major items

> Full integration of RAI's current statements to the extent they have

been made available to us

> Calculation of major performance indicators (e.g. ROCE, modal shares,

government funding etc.)

> Application of funding methods as discussed in workshops with RAI's

executive management

> One dashboard combining all available

scenarios and showing key indicators

> Scenarios for each new initiative can be

chosen and numbers adjust automatically

> Scenarios for financial assumptions can

be chosen (e.g. on PPP financing and
asset financing)
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The new strategy of RAl is forecasted to break-even in 2027 on an
EBIT-basis — Positive EBITDA from 2024 onwards already

Financial performance forecast (1/2)

EBIT

Financial l} Il Revenue EBITDA [l EBIT
outcome

[USD m]
1,530
1,120
880 990
-170 -170 -210
-420 . i -360
470 440
2018 2019 2020 2021

Potential development if all proposed
actions are implemented as scheduled

F:/oa]rgin :} (9% ) (-a8% ) (-50% ) (-24% ) (-21% ) (-13% ) (6% ) (4% ) (4% ) (1% ) (2% )

2,580
2370 2,470

2,230

260 320

210
140 10 60

.90 -30

2025 2026 2027 2028
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First positive return on capital employed is expected to be realized
in 2027 while free cash flow starts to be positive one year later

Potential development if all proposed

FinanCial performance forecast (2/2) actions are implemented as scheduled

ROCE

[%] + (55% ) (-58%) (-56%) (-29%) (-24% ) (16%) (-08%) (-05%) (-02%) (0% ) (03% )

| EE EBTDA W Capi i
pital expenditure [ Free cash flow
260 320

Financial
80 140 210

outcome
[USD m]

70

-30
-140 _ -250
549400 350 " -290

-800-720
-1,200

-5,100
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
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As a result of the investments of the new strategy, RAl's balance
sheet will increase in value significantly

Balance sheet forecast [FYE, USD m]

Assets 2018 2028 A Liabilities/equity 2018 2028 A
Cash 274 Current liabilities 487 459 -6%
Other current 516 516 Non-current 376 376
assets liabilities
Current assets 516 790 +53% | Liabilities 863 835 -3%
Fixed assets 3,121 16,910 +442% | Retained earnings  (1,231) (3,920) -219%
Infrastructure NA" 10,873 Government 2,423 18,281 +654%
Stations NAD 73 investment
Rolling stock NAY 4,022
Other NA" 1,942
Other 62 62 Other 1,644 2566 +56%
Non-current assets 3,183 16,972 +433% | Equity 2,836 16,927 +497%
Total 3,700 17,762 +380% | Total 3,700 17,762 +380%

1) Split of fixed assets not available for 2018 figures

> As RAI will invest in an own
asset base in many of its
strategic initiatives, the
value of it assets will
increase significantly over
the next decade

> Consequently, the financing
side of the balance sheet
will increase accordingly,
mainly driven by an increase
in government subsidies
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In the future, operating revenues will triple from its current value
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Berger

while expenses will be dominated by maintenance and depreciation

Income statement forecast [FYE, USD m]

Revenue composition 2018 2028 A Share?

Operating revenues 838 2543 41,705  98%
Base growth - 1,295 - 50%
Network upgrade - 108 4%
Station transformation - 5 - <1%
Safety program
High speed ralil - 359 14%
Commuter rail - 73 - 3%
Innovative mobility - 20 <1%
Reintegration of RAJA - 132 5%
Production facilities - 29 1%
International routes - 105 4%
Ports and terminals - 26 1%
3-PL services - 12 <1%
Other operating revenues - 379 15%

Non-operating revenues 39 39 - 2%

P&L statement 2018 2028 A Share?

Revenue 878 2,582  +1,704

Operating expenses 1,054 2261  +1,207
Personnel 380 570 +190 25%
Maintenance 300 987 +687 44%
Utilities 36 256 +220 1%
Leasing NA3 234 +234 10%
Other 339 214 -125 9%

EBITDA (176) 321 +497
Depreciation NA3 262 +262

EBIT (176) 59 +236
Financial expenses 48 47 -9

Net profit (224) 12 +235

1) Share of 2028 total revenues  2) Share of 2028 total operating expense  3) Leasing and depreciation not available for 2018 figures

5
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In total, USD 17.2 bn of subsidies are necessary from 2018 to 2028
for investments not covered by private sector and operational losses

Required government funding p.a., 2018-2028 Funding plan to be adapted

according to progress of RAI

e 55 - 17217 - 18 <&
2 5.15 . . g
3 >0 - 16 3
2 45 - >
E - 143
S 4.0 4 5
5 12 E
S 30 A - 10§
é 3.0 ses 2167 276 %;
5 1 212 220 KRR
L 20 A P g
15 - 250 | Current annual 3
' subsidy level of 4 2
10 - 190 208 ggs 1~ USD 0.7bn
| 2
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
Capital expenditure (not financed by private sector) Loss from operations I Loss from short-term financing ==@== Accumlated government funding
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A new KPI system for RAl is vital to measure the success of the
strategy and the structural transformation

Objectives and requirements

Objective of the KPI system

> Measure the success of the new strategy and the
structural transformation by taking the vision statement
into account

> Measure current financials and ensure their
sustainability in terms of net profit, cash flow and debt
on the long-run

> Increase awareness of employed capital by applying a
value-based management approach

> Manage and prioritize investments by an efficient and
forward-thinking management system

> Allow for industry and sector comparisons by applying
transparent performance indicators and by implementing
challenging goals for all business and functional units

Source: Roland Berger

Requirements for the KPI system

> Allows for adequate governance of RAl and provides
incentives to achieve profit maximization and debt
reduction

> Uses a consistent and comprehensible approach with
low complexity

> Decreases the complexity for CEO and CFO with
easy-to-handle and limited performance indicators

> Monitors key indicators on a aggregated, corporate
level

> Allows for comparability with other rail operators and
sectors

> Takes into account target value for debt coverage

> Allows strategic development and adjustments in
addition to operational excellence

> Takes into account the competitive industry
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Other rail operators evaluate their performance from a financial and
an operational perspective to enable success on the long-run

Benchmarking

DB

> QOverall, Deutsche Bahn
measures social,
economic and ecological
indicators

> The major financial indicator
is return on capital
employed

> In-depth criteria enable
top-management to ask
critical questions easily
instead of receiving answers
on a silver platter

Deutsche Bahn

SBB

> SBB evaluates its
performance based on
social, operational and
financial criteria

> The major financial indicator
is return on capital
employed

> Customer satisfaction
index ensures operational
excellence

> In-depth evaluation of
criteria ensures
transparency

Ferrovie dello Stato 75

> Ferrovie measures
financial indicators to
assess its performance

> Environmental and social
aspects are initiatives and
no management KPIs

> The major financial indicator
is return on equity as
major financial indicator

> Divisional units, such as
cargo and passenger, are
separately measured

Japan Railways J¥

> Japan Railway's success
primarily relies on a
financial perspective

> Environmental, safety and
operational aspects are
evaluated, but are less
relevant

> The major financial indicator
is return on equity as
major financial indicator

> Performance measures
broad business units, but no
in-depth measurement

-

KPI system based on a financial and an all-embracing
operational perspective

Source: Roland Berger

-

KPI system primarily based on a financial perspective
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Therefore, we suggest to govern RAl's organization by two major

KPIs: Return on capital employed (ROCE) and modal share

KPI system for RAI

Financial perspective

Operational perspective

Corporate
level

Divisional | -
'Chief of

‘Infra. Un.

level

1) Return on capital employed

ROCE"

Profitability
EBIT margin

Efficiency
Asset turnover?

‘Chief of
'Pass. Un.

| EBIT margin
passenger

Asset turnov. | |
passenger

EBIT margin
infrastructure

Asset turnov
infrastructure

Modal share

Modal share

passenger cargo

2) Asset turnover based on capital employed

Source: Roland Berger

Scope of CEO / CFO

| Passenger | Infrastructure  |: |
| KPIs | KPIs || Cargo KPIs
- Safety - Safety - Safety
- Performance -| Performance - Performance
- Maintenance - Maintenance - Maintenance
| Customer | Customer | Customer
loyalty loyalty loyalty
- Social impact - Social impact - Social impact

|| Scope of head of division units
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ROCE and modal share are adequate KPIs as they will drive RAIl's
transformation towards a market and customer-oriented company

Overview of corporate level KPIs

" Return on capital employed 1 Modal share
> ROCE to be calculated on an aggregated business > Modal shares of passenger and cargo rail unit to
level be considered separately
Rationale Rationale

> A key economic instrument to assess RAl's long-term > A key indicator for the Iranian government to enhance

development and dependency on subsidies the rail sector

> An overarching indicator to track the transformation > A crucial indicator to assess RAl's success during the
towards a market and customer-oriented company modal shift in Iran

> An all-embracing evaluation of financial sustainability to > A high-level evaluation to compare RAl's status quo
account for profitability and efficiency without taking debt with the overarching goal of achieving 10% and 20%
coverage into account modal share in the passenger and cargo rail business,

> A high-level evaluation on how effectively RAl is using its respectively
assets to ensure long-term profitability > Three pillars of the vision statements including

> Amajor pillar to cover RAI's vision statement in terms of operational excellence, customer loyalty and social
financial sustainability impact to tackled and to thereby measure the success of

the strategic implementation
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Every KPI should be assigned to one owner in the organization that
takes over responsibility to drive this KPI forward

Exemplary responsibility for KPIs

KPI CEO/CFO Chief of Pass. Unit ~ Chief of Infra. Unit)  Chief of Cargo Unit
Return on capital employed g? S X X

EBIT margin o S S <

Asset turnover o ) 3 <

Modal share passenger & S

Modal share cargo ) &

Number of severe accidents

¢

Average asset failures per asset type

Average speed RN
Average punctuality <
Av. maintenance costs per asset type and year E?
Customer satisfaction index <

B B BEZ EY EY B

BE B EE B EE R

1) Additional KPlIs for stations: Share or revenues from retail; Share of revenues from station / infrastructure fees , Number of train stops and passenger through output

@ KPI ownership 2 KPI contribution/shared responsibility 1) As soon as separate accounting circles with separate capital employed and EBIT are established
Source: Roland Berger 180910_RAI_Final_report_v8.pptx | 360
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During the future implementation of the new KPI system, we
recommend to consider important success factors

Success factors

1

Incorporate KPIs on all levels of the organization — Clearly assign responsibilities for business
unit specific KPIs inside the corporation and provide incentives for respective success. Initiate
immediate counter initiatives for any issue identified by the KPI

Develop corporate culture of continuous improvement — Set ambitious operational and
financial targets to exceed quality standards and expectations. Ensure adequate monitoring and
regularly redefine current organizational culture

Reduce complexity of KPI systems and trust employees — Ensure to implement a lean and all-
embracing KPI system, which helps to increase operational excellence. Trust your employees,
however, to allow for internal development

Increase openness and allow for flexibility — Compare status quo of operations and financials
reflected by the KPI system regularly with other rail operators and industry sectors to broaden
horizons and to develop new strategic opportunities for further development

(&) IEEE ~ NN S R\

Use KPIs as a means of the on-going transformation — Implement the KPI system in order to
measure the success of the new strategy and the existing structural transformation by taking the
vision statement into account
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To implement the structural and strategic transformation around
11,000 additional FTEs are necessary until 2028

Required employees for strategic implementation

Employee forecast, Current vs. 2028 [%; 1,000 of FTEs]

20

51%

2016 2028
I RAI RAJA

Strategic initiatives

Source: Roland Berger

» Implications for RAI

> Increase of total headcount by around 11,000
FTEs, which represents a ~110% growth until 2028
from today's perspective

> Re-integrate RAJA in 2018, which represents around
1,000 additional FTEs effectively in 2018

> Qutsource regulatory departments from RAIl to
IRRA, which affects around 200 employees

> Increase employee headcount by 10,000 FTEs to
enable adequate implementation of the strategic
initiatives and the structural transformation

> Focus on the employment of infrastructure- and
cargo-related FTEs to increase implementation
efficiency of the developed strategic initiatives

> Shift current allocation of roles to a primarily
operational focus whilst ensuring adequate
administrative and managerial impact
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The additional FTE correspond to the growing revenues from the
new strategic initiatives over the next decade

FTE forecast, 2018-2028 [%; 1,000 of FTES]

FTE |

%Zc]Jwth > Implications

| > Directly integrate RAJA and
l outsource regulatory
Add. 0 - -
Add s 2600 departments in 2018, which

19 19 19 19 ﬁ % £
18 - 2400 will amount to ~1,000
ired I FTE ) d| )
[:,O(I)L(;I(;eof 17 l I I ' - - 2,200 additional FTEs

FTEs] | - 2000 > |nitiate the implementation
- 1,800 of the strategic initiatives in

15
Revenue 13
[USD m] - 1,600 2018, which will lead to
- 1400 10,000 add. FTEs until 2028
3 - 1,200 > Employ around 3,000 add.

- 1,000 FTEs in 2018 to implement
- 800 the less labor-intensive

] - 600 initiatives first

- 400 > Then, employ around 7,000
- 200 FTEs stating in 2019 until

i -0 2028 to primarily cover the
2016 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 cargo- and infrastructure-

related initiatives
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Additionally, RAI should focus on the infrastructure and cargo units
and on operational roles to facilitate the strategic implementation

FTE split per department and function, 2028 [%; # of FTES]

Organizational structure Roles

Implications

Split
B (o) () o) (s
|

|
FTE split ! 12

per
depart-
ment and
role
[1,000 of
FTEs] 3

Passenger Cargo Infrastructure Others’)
I Total number of employees per department

1) Others include CEO, CFO and functional units (e.g. IT)

Source: Roland Berger

Management Administration Operations
Total number of employees per role

> RAl should focus on the
cargo and infrastructure
units with around 12,000
employees

> Additionally, develop the
passenger unit with 3,500
FTEs and allocate 4,500
FTEs to functional units

> To ensure fast execution of
the strategies, around
12,000 of FTEs should be
operational

> Simultaneously oversee the
operational teams by admin.
and management, with
6,000 and 2,000 FTEs,
respectively
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Substantial staffing measures will be necessary to attract the high
number of new employees

Staffing measures per role

Prerequisites

Role specifications

>

Prior to staffing of as-is employee
base (people) to roles (positions)
following preparations are
necessary:

> All roles must be specified,
whether they are unchanged,
new, redundant

> For each specification,
respective strategies and
measures need to be in place,
e.g. job add for new roles

> Availability of extra employees
should be taken to
consideration for target model
and size (e.g. temporary
project teams)

> For roles at risk, priorities
must be determined according
to specific circumstances

Unchanged roles

> 0 - 20% change to the role
> Low level of change required.

Merged roles

> 20 - 50% change to the role
> Low to medium levels of
change required

New roles

> 50% or greater change to role
> Medium to high levels of
change required

Project Pool (if available)

> Add to relevant pool
At risk

> Determine priority

Transfer matrix

Measures per role

People

To-be roles

Confirm

Confirm and/or select

Post for application

Assess

Determine process
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The concept for the industry transformation and the new corporate
strategy are in place

Status quo
Concept for industry transformation v Portfolio strategy of RAI v
> >
Industry structure Infrastructure
=~ > Clear §eparation of policy setting, regulation and > Network upgrade > Safety program
operations are clearly > Stations transformation

> More competitive fields and further opportunities for the

private sector Passenger

> New regulatory body governing the railway sector — > Commuter rail > |nnovative mobility
> Reintegration of RAJA in RAI > High speed rail
RAI organizational structure Cargo
> New governance structure incl. the general assembly, the > Access to production sites, > Ports and terminals
advisory board and the managing board > International expansion, > 3-PL logistic services
> Market and customer oriented organizational structure that -~ oo
fits to RAI's new role in the industry @\ General
> Rebranding > Customer service
> QOperational improvements > Employee development
D £ -
Implementation of industry structure and reorganization of RAI Detailing and implementation of strategic initiatives
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Roland
Berger .

Now, lobbying efforts are necessary in the short-term followed by a
comprehensive implementation program over the next decade

Implementation roadmap

> Rail Office established

> Advisory board for RAI
established

> Network Performance
Contracts implemented

> New RAI organizational
structure implemented incl.
regional organization

> Start of external
reform program

> Start of internal
reform program

> New roles of
Board of Directors

> Separate regulator

created

> Regulatory arbitration

council created

> Communication of

changes and change
management

> Maintenance function

Structural transformation

Time plan to be adapted
in discussion with RAI

> Cultural change
program delivered

> New controlling and reorganization finished
reporting system
__ Lobbying I 2019 - | 2020 .| 2021 |2022 _ | 2023 _ |2025 _ | 2026 |2029
phase T T T 7 I
> Recruiting concept > Operations at ports > Stations transformed
rolled out improved into transit hubs > Expansion of
> Employee > Loyalty program > Commuter rail international
development program rolled out business extended rOL:tes rolled
rolled out - ou :
> (CISHIENEENTEE > 3PL-services business running | > Safety > Construction
improvements - for network
implemented > Intermodal mobility concept program uarade
. implemented rolled out IPg
> Rebranding rolled out o finished
> Employee satisfaction increased > High speed rail > Fleet
> Environmental program rolled out program implemented upgrade for
> Operational improvements > Access to production page growth
New strategy for RAI implemented facilities constructed finished

Source: Roland Berger

180910_RAI_Final_report_v8.pptx | 369



Roland
Berger B

Think:Act




