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PURPIGIE OF SI'BIIISS¡Oil

1. The prrpose of the submislm b to nr¡¡€st approwl sf the Group Chief Fxect¡tive to:
1.1. Approve the resor¡rcing sùatryy and rcmuneraüon rnodd fur the NMPP Acceleration

initiative b mitþnte Ée EBITüÅ õÈ raçþ
1.2. frr¡firp ard arryard serrriæs fu g'Fort to tfe inüemal team to McKinæy and

Cornpany and its BBtrECwportiurn pryhers.

IACI(GRü'TID

L The NMPP bTransnefs largest püqgrarurw in exæfüon with an esfimated cost of FaZA
bilion, Th¡s NMPP ùunk line, Fmp süati¡xç ard tcrminab scope will increase volume
frurl' 4A Hlñon lires tß 8-7 HII¡on lilr€s äror$l tle constn¡ctirn of a 555km z+¡rd¡
diðnnts trurdt line.

DX'CUSIOT

3. The Nl'tPP has experienced deÍays in projd encen¡tlon in the past. This has historically
re$rlted in Sgrrificant c¡st escalatíon ard regûafimal risk etÇosure for Transnet.

4. Efforts to integnate wi$l EPCM led to {wrupbcr,æ æ late in 2A!2/2813, including de'
scoping of AWP and c*range d Trass¡et PFûIect I'lanaçrs.

5. TIA hare conducted an audit and tfre h¡gt¡ leveJ ñrdinç are as follorus{refer
Amaclre B):
5.1. Prutsct Management and Prcjed ConÈriofs in particular are fundamental and

imperative to ensure thaË læy rÉdç are efTectively rnitþated, and reported
accordingfy.

5.LWZ management dereúed the -wc*r&. progress reporting by Group Five during
mid- November 2û13 and verbally f,¡Efu{¡ed Group Five to review and rectify their
repofted progress fi gures.

5.3. Ongoing poor performance and re-worft þy Goup fËve;
5.4. Progness as pér the ConsüuctðþilÉty scMute æ at 31 ffiober 2013 showed

additional slippages to the ftlC date, cornpared to tñe PSR and NMPP OPCO reported
dates;

5,5. The October 2013 risk modellirrg refleeted ð mo$ likely delay beyond lhe latest
approved mllcstone dates; \

5.6. The TMZ Final Forecast iost (FfCj at F,2,g77 þillisn exceeds the,pflgecÇb\rdget of
Rz,m billion. There is a risk that this FFC will be breached shoulb therd be þruner
schedule slippage past m¡d-June 2AL4 and ttre o¿erall ETC (R23.4bn)-ts at risk'
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5.7. Completion of both TM1 and TMZ engineering and construct¡on, and
commissioning/ramp-up remain to be finalized - therefore tfæ volumes and EBITDA
contained ln tñe 2014/15 Corporate plan arc at dsk.

6. The RAB is also a risk as the regulator will not allow any non-prudent ¡ncrease in the
overall EfC. Nersa has appointed an independent consu¡'bo.y to assist in its study to
formulate an indcpendent úew on the pruciency with whích ttré Nlr.lpp was built.7. GCIA conducted a site visit to the NMPP coastal accumulator terminal construction slte
CfMl) in Island Mew (Port of Duröan, I(ZN) on 17 February 2014 and identified potential
oppottunities for improvemant, The site visit included a briefing and progræå update
frorn the on-sitc owne¡'s team, and a guided walk throrryh ütTMl conlbr¡cüon site
fooþrint. Thc visit was zupporùed by á proþct team añd seled Capital pnoduct¡vity
o<pefts.

9- furthe¡mgrre significant reputational loss will be ststained by Transnet.9. Accordingly, crïorts to tack consbuction coets, timetinej and risks closer to actual
activities, requires capacjty to follow up efiectively to reduce risk of furttrer cost o¡errun
/ rcvenue los¡ - wtrkh Transnet does not have.

SI'GGESTËD APPROACH

10. To de-risk further escalations that

intcrfeçs end d¡lrç ol.'rq9'I!3|*P_h"3lç, of

11. To bring tanspareRcy and vidbility that will allow management decisions and risk

raæE and cost estimates, including risks associated w¡th
completion critic¡l path items and potential claims

11,2. Run contol towers and collecürg primary on site data for rcal timc tracking of
KPIs (c.9., schedulc, on-sîtc rcsourc€s \¡s. resoutæ phn, supclision leræls,
r€source effcicncy like scaffolding utilisation, critical issr.rc tncking visual
ü:acking of progruss anrl work arc¡ etc.)

11.3. Deploy hrg¡eted inþrvention teams to manage contractor lnterfaæs and protect
value (e,9., daims, materlal management, commissioning management)

11.4. To bring best practir approaches, tools and people - proven in disfiesscd
project situations globally and in South Aftica (e.9., Cairn plpeline, SBG, Medupi
daims managemenÇ Big Dig Boston, and in road, rail, porç oll & gas pmþcts)

12. Ferfornæd revfsed baseline project co$ and schcdulc;
o Review alignment with the public commiÍnents;o Mitigation of reputaüonal rislç

13. Anaþis of cashfow at rlsk;
14. Oaims management process;
15. Quantitathrc risk assess¡nent to incorporate:

o Revenue impact
o EBITDA impact
o Cost w benefit anal¡rsis
o Monte Cado anaþis

16, Instih¡þ daily, urcekly, monürly isue resoluüons (technical AND
with Project Team and Contacüor tcams onsfür.

issues)

e

o

2
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17. Recommended: sen¡or visibility and engagement, i.e., monthly GCE and GCFO on-site
progress review (via vC).

18. On-síte inte¡vention teams,
19. Specialised teams focusing 100Yo of their attention on critical path issues tùat drive cost

and schedule.
20, Basd on the above the Corporate Plan targets wirll be met.
21. This approach has been discussed and agræd with Mr Charl ltloller: TCPCE.

22. FacKinsery and Company have the IntelþcA¡al property, eryerience and knowledge to
provîde these services to Transnet. McKinsey and Company have a detailed knowledge of
Transnet, its operating divisions and MDS.

ZZ.t. McKinsey understands the underlyirq æøor*ics of the global and local industy
in detail as well as the strategk trends in the oil ard gas industry.

27"2. McKinsey undenstands Transnefs underlyirg infraslructure program in detail and

have been an advisor to many clicrrts to mitigate against similar risks

experienced on the Nl'lPP.
n3. McKinsey has in íts global practiæ suppcrþd many oil and gas e)çerts and a tool

kit of best practices t!¡at can be ¡welaged ard has a proven track record at
Transnet of reducing capÍtal coet on læç æpñtal proJeets'

n.4. McKinsey has a proræn ffi. r€Gd of de-rfs*ing ard improving outcomes of
dstressed projæE in secution.

8.k| addtion, Transnet hæ lirnited optior¡s to Õ üb wilft ¡n-tpsse capabflfËiæ.

8.1. Tc do an independent revierr requires an independent paty. Q¡rrent NMPP

ovyners team capabilities upr¡ld be ¡r¡sfficierÉ for a sdf-æessrnent and further

dstãct resources from ss¡tft¡n.
Z3Z Transret has consfairred anniÞt¡ilityof *¡ns r¡d ftntt+wú required to intervene

in NMPF execution to mitignÞ ñ"süer d afd sdte*¡þ û\Æfruns.

233. l¡ck of esbbli*red stardarG ard mffiolqfr= to run etrect¡ve control tower
and KPI tracking counter daims n¡anag€rne*t, and rnaruging EPCM interfaces.

Resuttíng ln scope creep and urfinbfted'

GilOITDS FOR COñFIITE}IETT:

2+ AppertdÊd below, for ease of reference, ís ar stræt firor¡ Ée a,¡rent Procurement

Proædure Þlanual, par !5.!.?, which seÊs ot¡t tfe groürgls fur ørfinement.
a) YUhere a genuine unforeseeable urgerry has ariser¡ wftícl¡ is rpt attrîbutable to bad

phnning;
bÌ T?re goods/services are only ohtftab¡e Fom ore xlpplierflímited number of- 

srppt¡ers. For instance, patentedlpoprú#ry goods or OËM spares and components.

Op#ating Divisiorrs are however req.rired to @ *en¡seh/es that there are no

neïv entrðnts on the market who cot¡ld also be tested;
c) For reasons of standardization or cornpatÍbfüty wÉth ø<Éstirç pnoducts and services. A

cäse must Þe made that der¡íation *orn øisürg stardardized goods or services will

car^Lçe major operational disruption. Íf n&. ætfislølççÊs bãçed on oslandardization"

will not be consldered'or
d) When goods or seruices being procrred are higlrty sp¡alfze* and largely identical to

ttose previously executed by that s.rpp¡íer arú lt. fç rpt in tle interest of the public

cr the organisation to solicit other tender offæs as it would result in wasted money

andlar time for Transnet. When thfs partta*ar g,rotrrd [s íntended to be used as a

ground for confinement, it is important tc r¡ote tfiat all prerequisites must be

satisfed i.e. the goods or services m¿.st be hrghfy
previous work done and approaching the ma¡tet
money and time,

J
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25. We are of the view that thls matter complies with grounds (a) and (d) as set out below,
and the request for confinement is therefore fully supported.

26. Specific emphasis is placed on ground (a) and (d) due to the potential business rîsks
associated witå approaching the market on an open tender process as well as the
credentials listed above. There is additional reputational damages that wou¡d be risked if
Transnet went on an open tender process as this would indicate to the open market that
there are futdrer issues on the NMPP.

Confi nemsnt considentionsaGrcund for ænfin€mertt per Par
15.1.2
a. Where a genuine unforeseeable
urgency has arisen which is not
attributable to bad planning;

r The EBIDA at risk was only identified after the
20l4l20LS Corporate plan had been
completed; taking into account the impact of
the locomotive depos'tb.

. These risks were presented to Transnet Group
Ð(CO in March 2014.

r If the mitigation plans are not put in place
immediately the 20l4l20l5 Corporate plan,
capital plan and funding pre-requisites will not
be met placing the entire MDS at risk.

. There is also a major risk that the cap'ltal
o<penditure will be disallowed in the tarift to
be charged.

. Mitigating the impact of higher than o<pected
capital o<penditure and potential delays in the
delivery of the NMPP requires an urgent and
immediate mitigation action which has an
opportunity to deliver the required results in
the 2014/15 Coroorate Plan.

d. Goods and seruices being procured is
highly specialised and largely identical to
those provided previously

. This component of Ground D relates to the
specialised work to make informed decisions
to de-risk the NMPP.

. The models used are highly complo< and due
to the work done on the capital SWAT process
in re<utting the portfolio, extensive
knowledge has been gained in understanding
the expansionary capital requirements.

r McKinsey has a deep understanding of the
NMPP as well as the oil and gas industry.

r McKinsey is leading the development and
implementation of the platinum standard,
including the operating model for proþcts in
exedrtion, indudes NMPP review of lessons
learned

o McKinsey is rolling out the platinum standard,
including training of 150 project directors and
managers (including NMPP team members) in
workshops across the organisation

r McKinsey has strengthened risk mitigation
framerruork for large capital projqnts which will
be aoolied to NMPP ,^ / \

4
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understanding of NMPP on-s¡te issues,

stakeholder concerns and reputational risks

since de-scoping of ÀWP in 2012. Since that
time, McKinsey has concluded
. Ongoing coaching of Sue Govender in

2012, including best practice contractor
selection / due diligenae procese and rîsk

assessment pnor to post AWP de-scoping
(not imPlemørted)

. Faciliüated conversations between NMPP

and client teams ín India (Caim)
, Legsont leaned workshops with the NMPP

ownersteam
. Site vlsËt to TMI and observations made

by internaüonal sçerts
McKinsey has an ÍntÛnõt€ rmdersþnding of the
NMPP pþ!trôrnne in tfæ contaû of Transnefs
þroader spfbt Porfrlio and overall

a

a

McKinsey has gathered an íntimate

o

C
(*;

increases tarff rÈe¡rs dle b non-recognition of
capital, In addtitn aæry wçek of delay also

slgnificarff irffi*s fu rerytatÍon and

seO¡Uinty d erca¡ürg tùe o¡erall capital
pottfulio (rYh¡dt ærnpq¡nds ints a risk for

ZT, AddEornlb, due to the confidentid nail¡re sf the lnfurmdion, the engpgement car¡nst

be 5¡üed'b an open tender prûcess especially *arn a repuAümal dsk perspective. In

Þrrs ø pu- fS.f.f (c) of 
'tl'le 

rwised pp¡4, in irÉanses Yrhere a ænfinernent is

conç¿entijt, the GCE may approve such confinement wüÜÌot¡t tt belwg routed via any

other Sgnæry.

EilINPRISC AilD SUPPIIER. DCYETOPIIE]|Î ATD BABEC

Zg. T¡ç ¡vork will þe carried out intemally supported wTth a team of cols¡lbnts (Mckinsey

e Cønpany and its Consortium partners).

Zg. t4€ICrEäy ánd Conrpany will engag" a Consostiurn Partr¡er who is Back owned and this

C¡nso¡tlm pa*ner witt perform a percenfdge of tfe rwrk $rder the guidance of

d. Apprdt¡ng Ée market would rezult in a A seryiæ pruYider Êo sÜpporttle NMPP Poiect
wa*ed E çtey ardtime reeds to Þe aPPXræC Énmed¡æly. Every

ì{reek of ddãyed ryeratftxts signiFrcanüy

!¡leftirsey ard Company.
3û, TtÉ Consortlum Pattner witl share 40o/a of the Phase 1 fte and 60¡tlo of the phase 2 fee

(øecluding VAT and expenses). The phase I fee ofa potentiill rna¡<imum of R10 million

exclrlúng expenses and VAT will be shared on a Wel4ffib split with Consortium

pârürers/ who will be allocated 4Ðo/o sf the fees. Tle phase 2 portion of a potential

maxîmum R90 million excluding VAT and.expenses $,{ll be shared a 6014Ù0/o split with

thë Consoftium Partners, who wilf be allocated 6Ú/o sf tfie fees.

31. McKinsey and comPanY will be required to provide a supplier develoPrnent Plan

whereby they commît 7Ùo/o of the contract value for the Phase lfee and 70olo of the
out ín anphase 2 fee to enterprise and supplier developrnent vafue, which will be

5
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agreed suppl¡er development plan. Preferential proc¡rement and use of empowered
consoftium paftners will conüibute to this value. This will subject to negotiation with
the service providerc.

32. The consorüum partner will be required to provide a supplier development plan

wfrereby they commit 50o/o of their contract value for the total fee to enterprise and
supplier dwelopment value, which will be set out in an agreed supplier development
plan. 30o/o of the contact value should be tarçted at downsüeam supplier
development to SMMET (EME's and QSE's), preferably black owned, Black women
owned, youth orvned and owned by people living with disabilities. This will subject to
negot¡ation with the serulce providers.

33. McKinsey and C.ompany and the consortium partner will be required to provide an
acceptaHe BBBEE improvement plan.

FINANCIAL IMPTICATIONS

34. The o<ternal service prcvider's fees for the scope above will be based on a potential
maximum potentialfee of R100 million.

35. A fee of R10m is payable for the phase I re-baselining exercise and will be shared on a
6D14}0/o split with the Consortium paftners, who will be allocated 40Vo oÍ the fees.

36. At the end of a 5 week phase 1 re-baselining exercise a portion of the fees will be linked
to specific deliverables agreed upon after the re-baseline sign-off.

37, The balance of the phase 2 fte will be based linked to delivery of mutually agreed

oukomes between Transnet and the consortium based on the outcomes of the re-

baselining o<erclse. This will be based on specific delivery milestones. This will not
exceed R90 million and will be shared on a 601400/o split with the Consoftium partners,

who will be allocated 600/o of tfie total fees.
38. The fee and expenses will be in accordance with the National Treasury lnstruction note.

The expenses will be on actual costs incuned aligned with the instruction note.

BUDGET IIIPIJCATIOI{S

39. The amount of R10 million has been budgeted for in the 20L4ltS Group Finance æpex
budget. This will cover the re-baselining otercise.

40, The additional fees of a maximum of R90 million has not been included in the capex

budget. Given that the NMPP is capital project in build phase, these fees will be allocated

to the project and capitalised. It is the o<pected that the efficiencies introduced by the
consuttants, relative to finalised and revised baseline, will be sufflclent to cover these

fees.

6
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41. It is remmmended that the of Group Chief Þrecutive:
4t.1, Approre the resourcing siategy and_remunefti* rnodd for the NMPP

Afuation initiaüve to mitigpte the EBITDA ãt risk;

4L.2. Confirp anã awarO services for suppoft to the intemal team to McKlnsey and

&mpany and lts BBBEE C¡nsortium partners'

Cqnpld ry

Anq S¡r€h
Group Ch¡ef

Ã.

{)
o Olllcer

Date:cr\o=*t'f'

rpsf rc#6c¿

Hohft
Gruxry ü*ef Þao¡tlw
Ðate:3, l. f V

Otr
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