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From; Preter van Niekerk Transnet Freight Rait JHB

Sent: Wednesday, 7 August 2013 7.07 PM

To: Gerhard Bierman  Transnet Capital Project  JHB

Subject: RE: Continement and Award of the FEL EPCM Services to Hatch Goba frm Phase 1 of
the Manganese 16mtpa TFR Project

Attachments: Confinement ard award of the FEL4 ECPM services to Hatch Goba for phase 1 of

the Manganese 16mtpa TFR Project 130807 pdf

Gerbard,

Piease find the signed copy by Mt Gama as requested.
Regards

Pigter van Nigkerk
Trantnel Freght Rail
Office of the £L

15 Girten Ruad
Parktown

Cell: D83 40 7534

Tel 031 584 051}

From: Gerhard Bierman Transnet Capital Project JHB

Sent: 06 August 2013 12:38 PM

To: Siyabonga Gama Transnet Freight Rail JHB; Thuli Thanjekwayo Transnet Freight Rail 1HB
Cc: Pieter van Niekerk Transnet Freight Rail JHB; Tracy Frauenderf Transnet Capital Projects

Subject: Confinement and Award of the FEL EPCM Services to Hatch Goba frm Phase 1 of the Manganese 16mtpa
TFR Project

Loik s
S

Foliawing Garny's conmyent and Anoy s linal mipots (attached), please find attached the Tmar upsdated document for
your signatue. | have recetved confirmation fiom Anoi Lo proceed (o obtain fina Sigratres

Charl will sign upon bis retirn hom Durtan tomotow and we will then submit to Garry and Angj.
Dwould apgreciate if vou cotdd suzn and refurn
Regards

Gevhaid Bie mars

From: Garry Pita Transnet Corporate JHR

Sent: 02 August 2013 05:39 PM

To: Thuli Thanjekwayo Transnet Freight Ral JHB; Mohammed Mahomedy Transnet Corporate JHB

Cc: Pieter van Nigkerk Transnet Freight Rail JHB; Anoj Singh Corporate JHB; Sivabonga Gama Transnet Freight Rail
JHB; Chari Moller Transnet Capilal Projects DBN; Gerhard Bierman Transnet Capital Project JHB

Subject: RE: Confinement and Award of the FEL EPCM Services to Hatch Goba frm Phase 1 of the Manganese
1omipa TFR Project

Hy



Please see attached, t have signed ot bul made an apjustment 1o page & We might need to incorporate as the G(L
might not sign with written in additions. Anej and Mohammed please review and see if you are happy o i you
recommend any other changes

Regaids
Garry

From: Thuli Thanjekwayc Transnet Freight Rail JHB

Sent: 02 August 2013 09:36 AM

To: Mohammed Mahomedy Transnet Corporate IHB; Garry Pita Transnet Corperate JHB

Cc: Pieter van Niekerk Transnet Freight Rail JHB

Subject: FW: Confinement and Award of the FEL EPCM Services to Halch Goba finy Phase 1 of the Manganese
16mipa TFR Project

Dear wlleaques

The attached memo s for your gbenicn

Kind regards

ARAMENET  Thyll Thavywd viayn
Office of the Chaed Excoai

r Transnet Fromht Ral
£ DLUABT05059:16 087 12K 2620
o Ui e Tl thamekwayotitansuet. net

wiww fragishet het

Sent: 01 August 2013 04:23 PM
To: Thuli Thanjekwayo Transnet Freight Rad JHB

Subject: Confinement and Award of the FEL EPCM Services (o Hatch Goba fr Phase 1 of the Manganese 16mipa
TFR Project
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MEMORANDUM
wipw.ransnel.net
T : Brian Molefe, Group Chief Execulive, Transnet 30C Ltd

FROM ¢ Chard Moller, Group Dxectitive, Transnet Capital Proiects
DATE 6 August 2013

SUBJECT : CONFINEMENT AND AWARD OF THE FEL 4 EPCM SERVICES TO HATCH GOBA
FOR PHASE § OF THE MANGANESE 16mipa TFR PROJECT

PAGES s

PURPOSE

1. To obtain approval from the Group Chief Executive, Transnet S0OC Ltd for confinement
and sward of the Engineering Procurement and Construction Management {EPCM)
services for FEL 4 Phase 1 of the Manganese 16mipa TFR expansion project to Hatch
Goba, the wurrent FEL-3 service provider.

BACKGROUND

2. The Mangenese expansion project as part of the MDS investment programme is 8
‘cataiytic’ growth project and supports the development of the Manganese industry
(including various emerging mines) in the Northern Cape. The prograrmme is tracked by
the PICC in SIP 3: South Eastern node and corfidor devalopment.

3. Transeet has comnuiteg to pravide 16mpta of manganese export capacity by
March 2020, with an initial 8mtpa available by August 2018 when the new bulk terminal
in the Port of Noqura is expected to be commissioned,

4 Verious critical ralesiones have been identified to achieve these dates necessitating the
separation of the rail infrastructure expansion into separate phases being, Phases 1 and
then 2: Full Expansion programme. Phase | is limited to work packages that have
existing environmental authorisation where construction can commence immediately and
where the investment benefit to Transnet can already be realised during the construction
programme. Environmental approvals for the remaining work packages in Phase 2 are
only expected by January 2014.

5. Phase i comgrises fhe partial doubling of the ling section {132km of a totat of 243km)
beiween Kimherley and De Aar, and the extension of the Rosmead passing leop at an
estimated cost of £2.38 billion and an axpected compietion date of June 2016, EPCM
tost based to industry norms usually range between 15-18% of project cost. The relative
simpliclty and free issue of perway materials on this project have placed it af the lower
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end of the scaie, EPCM cost of R220m has been calculated againgt the total project cost
less free issued materals.

©. The business case for Phase 1 was approved by the Transnet Board on

15 February 2013 and Phase 2 is currently serving at various committees for approval.

7. The praject milestones for Phase 1 (FEL-4) are summarised below:

Mitestone Milestone

Rall Ersvironmental Authorisation Approved

Construction Pianning

Award EPCHM contract To be compiete before Cctober 2013
Site establicheent

RAIL Phase 1: Construction to stan Octaber 2013

RAIL Phase 1: Compiete June 2016

8. The detailed construction planning for Phase 1 has commenced. The following risks have
however emerged:

8.1.

8.2

8.4

Transnet’s current EPCM procurement strategy reguires public tender processes
between the respective project lifecycle process (PLP) phases. Standing time
between phases can be anywhere between 6 and 9 months depending oni the
tender process, quality of bids receved and the complexity of the projert.

Transnet Capital Projects i In the process of developing a revised EPCM
operaling model and strategy based on sound  business principles and
incorporating the findings of the NMPP Ministers repori and sesks 10 combine the
FELZ, -3 and FEL-4 phases to the same service provider as the preferred aptians
te reduce project risks, associsted schedule dalays ang ETC increases. This
principle 5 also contzined in the draft Supply Chain Management Policy that is
currently being circulated far approval.

When reviewing the programme for Phase 1, only six maonths effectively remain
between the issuing of the warrant and the commencement of construclion. This
does not sllow sufficent time for an open tender EPCM process to appoint a new
EPCM service provider, It aise inlroduces the risk of further project delays should
the engineering service provider wish fo interrogate the engineering designs
produced in the FEL-3 phase {by Hatch Goba). This is a material risk to the
preject timelines given that the EPCM service provider must confirm professional
yuarantees for the deteiled engineering designs issued during censtruction. The
estimated start date for site establishment is kely to move cut from August 2013
ter February 2014 should an open tender process be followed,

In guantifying the project delays it is estimated that each 6 month delay period

introduced during the FEL-4 phase could potentally result in ~R80m of escalation

increases i the project’s ETC. This is calculated based on the escalation figures

quoted in the Integisted Manganese Business case, The planned Phase 1

construction programime is a lypical brown-fields expansion project and is very

sensitive to the pianning and granting of cccupations on the exsting lines, The
t
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10,

il

operational planning during construction is alse oritical to mantain current
volumes through the corridor but also to provide incremental Capacity during
construction. The knowledge gamed by the EPCM service provider during the
FEL-3 study will be used during construction to oversee and adjust the
programme where necessary duting the FEL-4 phase

A series of frameworks/pancls were established in TCP, through a competitive bid
process, for the provision of o variety of services. Each framework/panel operates
independently, with business awarded on a task order bases. Each framewaork resulted in
the astablishment of contracts with a pane! of qualifying service providers.

Haich Africa (now Haich Goba) was then selecied, under separate appointments on the
Investment Planning Services framework/panel, for the provision of services for FEL 2
and FEL 3 phases of the Manganese 16mtpa Expansion Project {inclusive of phase 1).
This was done using the selected process approval procurément mechanism. Thelr
selection was mainly due to their involvement in previous studies carried out on the
Bmtpa Manganese Project and their experience in rail infrastructure development. Hatch
Africa was appointed for Raill FEL 3 and Port FELZ/3 studies in November 2011 for
R34 millior. An increase in the DCY was subsequently approved through a formal NAC
submission {May 2012} increasing the value to R128 milhon, t indude additional FEL3
deliverables required by the OD%. These included geotechnica and environmental
works. TNPA and TFR approaches] their relevant CAPICS for approval of the additional
funding.

The final rali FEL-? study' with various value engineering ilerations was completed in
February 2013.

MOTIVATION

12. The molivation to confine FEL 4 is based vn one of the four requirements for

3.

14,

confinement as per the Procurement Procedures Manuai (1/10/2012) namely:

12.1. The Services being procured are Mighly specialized and largely identical to those
previously executed by the supplier and L is not 0 the interest of the
orgamisation or the Government to solict other offers as i would result in
wasted time and money for Tratsnet.

Phase 1 is & critical mitestone in the 16mitpa Manganese expension Arogiamme ang also
supports the interim initialives to provide export capacity for manganese customers
through various terminals it Porl Elizabeths. This interim capadity is required 1o profect
the global market share of local Manganese producers. In order {0 provide incrementai
capacity during the FEL-4 construction period and achieve the June 2016 implementation
daie, a special procurernent process is reguired,

Engineering design wourk for Phase 1 as part of the full expansion project has siready
been dote in the FEL-3 study which can be efficiently progressed to the final execution
phase by retaining the EPUM services of the same service provider. Any changes in
engineering design between FEL-3 and 4 coukl impect the scope of individual work
packages and thevefore the overall cost, a key lesson learnt on the NMPP project. The
Manganese expansion introduces a new operating philosophy in the general freight
netwars Le, long distribaled power trains and TR/ Transnet ingethar with the
engineering service provicer invested significant inteliectusl property, research andg

Pfim padl BEL- 3 steidy weds for the 1 expisod whieh gLl phase ©of ine pieaect

A

L

f%



development, simulations and kiow how in defining the infrastructure appropriate to this
philosophy. Up-skilling of a new EPCM service provider on this philosophy will result in
significant project delays. Additional time delays resulting in ETC escafations during
Phase 1 will be avoided by proceeding with the current EPCM service provider,

15, The retention of the cusrent FPCM service provider for engineering services in FEL-4 is

153

i7.

i8.

18,

thorefore requested as an urgent action for Phase §,

The confinement to Hatch Goba is being requested due to the services being largely
identical to the services previously provided by Hatch Africa (now Hatch Goba).

The current service provider: Match Goba has the necessary skills and capacity to
progress the engineering design and preparation of tender documentation for phase 1 of
this project from FEL-3 to FEL-4. The service provider will serve as the single point of
accountability of the required EPCM senvices and will provide the necessary professional
guarantens required by the NEC3 contracting regime,

The confinement and award of EPCM services to Hatch Goba will ensure:

Business conlinuity;

The retention of Inteliectual Property (IP);

Effective ttansfer of skills;

Effective risk mitigation;

The assurance that no rework is required to secure professional ingieminity; and
Timeous completion of the detalled enginesring design and preparation of
tender documentation for the construction phase (FEL-4) of the project.

T B B ¥ * o

The overall project risk exposure, inchuding cost contrel and optimization will be
managessent through the employment of robust works information, develaped by TCP to
especially cater for EPCM services, the employment of a suitable contracting strategy
and the use of various tools for the upfront denchmarking of costs. The aforementioned
works information was developed and reviewet by a cross functional team within TCP 1o

- address the lessons learnt on past EPCM contracts including the NMPP. Tt addresses all

20.

the key obligations, constraints, cost management and contract management controls
and ensures alignment with Lhe refevant Transnet policies and procedures. The refevant
performance management, monitaring and reporting requirements are also inclurded.

The NEC3 Professional Servives Contract {PSC) with pricing option A was identified as
the suitable contracting sbrateqgy for the contracting of the required EPCM services, NEC3
PSC Option A is a priced contract with an activity schedule for professionai services and
schedule of rates for 8 predetermined scope of works. Under this pricing option the
service provider carries the risk of proving those services described in the activity
schedvle for o lump sum. Payment milestories are based on activities completed, Early
completion of the services while in the comext of project requirements, entitle the
service provider to early payment, this in itself becomes an incentive for the eatly
corapletion of the works The works is expacted to be executed over 3 34 month petiod
commence as soon as possible after obtaining all the required approvals. No early
compietion ircentives have been provided for save for those inherent to the selected
contracting methodology.

¥



21,

22,

23.

24,

Patential changes will be managed in terms of & risk register and the standarg
compensation events methodology provided for in the NEC3 suit of contracts. Cost
associated with compensation events will be derived from the priced rates schedule and
where applicable proof of the refevant costs mourrad,

TCP wili benchmark costs against accepted industry norms and compzrable rates
obtained on other tenders. If necessary cost and/or time estimates will be obtained from
ingependent sources Lo ensure and verify that value for money is obtaineq,

Effective management will be ensured through an owner's team that has been appointed
to monitor the EPCM service provider's performance, This team, led by an experienced
Project Director is made up of subject matter experts from the various functional support
areas and will report into the approved Programme Qrganisation.

TCP has already appomted a core team on the manganese project led by an experienced
Project Diredor with 15 years’ expenence in project management supported by
personncl who are skiled in procurement, constructior management and preect
controls. In addition to this TCP s actively procuring additional resources, 10 ensure a
full owner's team will be in place to manage the EPCM, The key potentiai liabilities of
the EPCM contract which must be managed by the owners team relates to breach o
negligence i the performance of the design work. TCP will therefore ensure that
engingenng manage~s are appoinfed to ensure that reasonable design completion
targets are reached. The ownar's team will also ensure that a scope change team are
introduced and thal scope changes are tightly controfied. TCP will ensure that a
speciglised project control team verifies these astimates and schegules and ensure a
prope: project control system supported by the proper software packages is in place.
With EPCM's the execution contracts are between the owner and contracior with the
EPCM not being & party to the confract ather that managing the contract on beha'f of
the owner. The owners team must therefore ensure quality assurance of tender
documentation, proper rontrol of any DOA and ensure thal contracts are managed in
terms of NEC3. The NEC3 professional service tender documentation was updated ro
ensure a tighter control of the EPCM. In addition to the above the owner's team must
ensure that governance are maintained tirough competent staff i environmentai, safety
end ronstruction compliance,

FINANCIAL IMPLICATIONS

25,

It approven, the totai estimated contract value for the EPCM services in FEL-4 will be
R220 mihion for phese 1 of the 16mipa Manganese expansion project.

HUDGET IMPLICATIONS

26. The RZZ0 million for the £PUM services i the FEL-4 stage of Phase 1 in included i the

approved EPCM value for the project,

BBBEE IMPLICATIONS

27. When Transnied entered into the original contract with Hatclr Africa, prior 0 the merger

with Goba (resuiting in Hatch Goba), Hatch Africa had @ BBBEE contributor status leved

of 3. The BBBEE certificate currently in Jransnat’s possession was valid for the financial

year 2012/13 and Transnet have beer nutified by Halch Goba that they are currenty in

the verification process of obtaining a new valld BBBEE certificate. Hatch Goba's targeted

objective 1o obtain a minimum level 3 contributor status in terms of the curront Broad
I;
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Based Black Economic Empowerment (BBBEE) codes will be driven by an active BBBEE
strategy o ensure thal it contributes positively to transformation within its sector and
society as a whole.

. in addition to this, TCP also requests that Hatch Goba submit @ B-BBEE improvement

plan, Haich Goba are therefore requested to indicate the extent to which their
ownearship, management conirol, employment equily, preferential procurement and
enierprise development will be maintained ur improved over the contract perind.

SUPPLIER DEVELOPMENT IMPLICATIONS

29, SD will be implemented in the form of a pre-qualification criterion as well as 3 threshold

30.

1.

32.

33.

The minimum pro-quaiitfying criteria of 50% of contract value will be allocated e 5D
related initiatives. 11 is Transnel's preference that this be diretted towards Smsll
Business Promotion, for works fo be sub-conbracied 1o service providers that are
preferahly hiack owned, blatk women, black youth, peaple with disabilities or with the
South African Nationat Military Veterans Association (SAMVA).

Along with the 5D pre-qualification, an SO threshold of 60% will also be reguired, with
e service provider evaluated against predetermined cnteria, The table below provides
an indication as to the weightings developed per 5D category:

5D Category Weighting

Capability and Capacity Building 108

Technalogy anct P Transfer 5%

New Skilis Daevetoprent 15%

loby Creation 15%

Job Preservation 10%

Smail Business Proriotion 5%

The SD pian/pruposal will be negotiated if required to ensire maximum alignment with

the criteria set. The service provider will be required to identify clear and tangibie
outcomes which can he achieved over the duration of the conlract, based on the scope
of works and the appheable SD pdlars. Thoese oulzomes touether with ther kev
milestonies and the methodology for achieving them wilt be documented withi the 5D
plan and finally included in thelr contractual obligations by wav of incorporation to the
warks information, The plan wil among other things address how skilis transfer will be
reatised {0 subcontraciors and how capability and capacity building will be addressed.
Tis plan o be fully documenied within 90 days after award of the contract,
Confemation from woniractor 0 be obleined that Transnet bears no sisk for
subcontractor non performance,

The service provider will be hable to pay penalties on any undelivered portions of their
S0 commitments, Penalties will be negotiated with the service provider i guestion with
the aim of securing a penalty not less than 100%: of any undelivered SD obligations. This
will be incorporated as a provision under the contract, Transnet will reserve its right to
set off any penalty due against milestone payments,



APPROVALS AND DELEGATIONS

34. Paragraph 54.3 (confinements) of the Transnet Delegation of Authority Framework
effective 29 May 2013 will be applicable where the GCE has the authority to approve
confinements up to R250 million.

RECOMMENDATION

35.1t is recommended ihat the Transnet Group Chief Executive Officer approves the
confinement and award of the Engineering Procurement and Construction Management
(EPCM) services for FEL 4 Phase 1 of the Manganese 16mipa TFR expansion project o
Hatch Goba, the current FEL-3 service provider. The estimated value for this
appoirtment is R220m with an estimated contract period of 34 months beginning in
August 2013 to June 2016, The confinement award is subject to ali of the foliowing:
+  Value of the condract not to excead R 220m;

&0 prequalification of 50% ba met;

SD threshold of 60% be met;

Penalty tor un-defivered SO obligation be 100'%:;

Skills capacity and transfer plan Lo be submitied within 90days:

Subcontractor nan perfarmance not Transnet’s risk

« & & 9

Compiled and submitted by Rudie Basson, GM: Project Execution Port and Rail.
Recommanded /Notzecommmndad by: Recommended/Not recommended by:

Goihard Bierman Char! Mbller
Chuel Fngngal HiMiges T( Group Executive
Transnet Capital Projects

Date: . Date:

Recommen ot recmyreraies Recommended/Not recommended by:
o
. ,____ti—-’%c . ¥

gi,yahunga@as‘ua Mohammed Mahomedy

G-ty Generai Manager Group Capital Integration

Teansier Fregm ke Date:

Date: Jijs oy (7
Recommanded:Not recommended by: Recommended/Not recommended by:

Garry Pita Anoj Singh
Group Chief Supply Chain Officer Grouwn Chief Financial Officer
Date: Date;

Approved/Not Approved by:

Brian Mofefe
Group Chiet Executive, Transnet SO | 1¢
Date:




